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Qatalum is on schedule and budget for start-up at the end of 2009.
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KEY DEVELOPMENTS

Hydro’s results for 2008 were significantly impacted as the glo-
bal financial crisis led to a dramatic fall in world demand for
primary aluminium and aluminium products towards the end
of 2008. Underlying EBIT declined to NOK 6,009 million,
down from the solid result achieved in 2007 of NOK 10,153
million. Higher raw material costs affecting the entire industry
had a substantial impact on Hydro’s underlying results in addi-
tion to the significant market downturn in the fourth quarter.
Underlying results were also impacted by inventory write-
downs of about NOK 700 million due to the sharp drop in
aluminium prices towards the end of the year.

Due to the deteriorating market conditions and high input
costs, reported EBIT and Income from continuing operations
were charged with roughly NOK 2.5 billion of impairment
losses.

The severe downturn in the global economy has led to a sharp
decline in demand for aluminium and rapidly increasing stocks.
By year-end and into 2009 prices reached a level that is lower
than the cash-costs for a majority of the aluminium industry’s
smelter capacity. The decline from the high price levels experi-
enced in the middle of 2008 was of a magnitude which is
unprecedented in the history of the industry. In response,
announced smelter curtailments excluding China reached a glo-
bal level of around 1.5 million mt per year as of the end of 2008,
and have increased further to around 3 million mt. Markets for
metal products in Europe and North America weakened dra-
matically during the fourth quarter of 2008. The automotive
markets collapsed leading to a sharp decrease in demand for
automotive components and aluminium foundry alloys. In
addition, the building and construction markets in the US and
Europe deteriorated significantly leading to reduced demand.

Hydro has made wide-ranging adjustments in response to
the severe drop in aluminium markets, and has announced
reductions in its primary aluminium production of 23 per-
cent, representing about 400,000 mt per year of our higher
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cost production capacity. Approximately 140,000 mt of the
total will be shut down by the end of the first quarter of 2009
with the remainder shut down by the end of the second quar-
ter of 2009. These measures will improve the average cost of
our smelter system. Production of remelted metal at Hydro’s
casthouses has been cut by 45 percent, or around 500,000 mt
per year. A decision was taken for the temporary closure of
alumina production at the part-owned Alpart refinery in
Jamaica. Hydro has also taken out significant capacity in its
downstream operations through shift-reductions and has
implemented cost-cutting measures throughout the company.

Due to demanding markets and low forward visibility in
both the aluminium and financial markets, Hydro’s Board of
Directors proposes to forgo a dividend payment for 2008. The
Board regards it as prudent to conserve the company’s finan-
cial resources for organic investments into the Qatalum project
and to minimize other funding requirements.

Underlying EBIT for Aluminium Metal declined signifi-
cantly for the year, impacted by lower realized prices and sub-
stantial increases in the cost of power, fossil fuels, freight,
caustic, alloying materials and carbon in addition to the effect
of the inventory write-downs discussed above. Prices measured
in Norwegian kroner declined, having a negative impact on
underlying results. Underlying EBIT declined for Aluminium
Products business for 2008 due to the sharp drop in market
demand particularly towards the end of the year. Energy deliv-
ered record underlying results for the year, mainly due to
record power production and continued strong spot prices.

The new 585,000-tonne Qatalum smelter was about 60
percent complete by year-end, on schedule for start-up around
year-end 2009 and within budget. Once on stream, Qatalum
will be one of the most cost-efficient smelters in the world
positioned within the first decile on the industry cost curve.
The total cost of the Qatalum is estimated at USD 5.6 billion
of which Hydro’s share is USD 2.8 billion. Fifty five percent of
the total cost is funded by equity investments from the part-
ners with the remainder provided by project financing on
favorable terms.

The third expansion of the Alunorte alumina refinery in Bra-
zil was successfully started up in third quarter 2008 and achieved
stable production at designed capacity in the fourth quarter. The
project was completed on time and within budget.

Due to our present high investment level and expected
lower level of cash generated from operations, Hydro is in the
process of raising additional financing to meet future capital
requirements. An existing USD 1.7 billion multi-currency
stand-by credit facility maturing in 2014 is fully un-drawn and
available as back-up for unforeseen funding requirements. In
addition, on 6 March, Hydro signed a new EUR 750 million
revolving credit facility with a syndicate of international banks.
In March 2009 EUR 100 million of this facility was drawn
upon. In order to secure our financial position, capital expen-
ditures (excluding Qatalum) have been reduced by NOK 2.5
billion, roughly 40 percent from the 2008 level.



STRATEGIC DIRECTION

Hydro acted decisively in response to the unprecedented drop
in aluminium markets towards the end of 2008 and will con-
tinue to take further proactive measures to meet the demand-
ing market conditions and secure its financial position.
Improving Hydro’s competitive position will be a key activity
in 2009. Completing the Qatalum smelter according to plan
will be a top priority. This, together with the closure of higher
cost production capacity will improve the average cost of
Hydro’s smelter system ensuring that we will emerge as an even
stronger company.

In order to secure our on-going operations, we are review-
ing our network of primary aluminium plants and are closing,
idling or curtailing production in high cost units. We have
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identified additional areas both upstream and downstream for
potential measures to reduce costs and preserve cash and we
are in process of reviewing the size and structure of our admin-
istrative staff functions. Company-wide initiatives to capitalize
on falling commodity prices have been implemented. Together
these initiatives are expected to result in significant cost reduc-
tions in 2009.

We will continue to focus on developing our highly com-
petitive portfolio of aluminium assets prioritizing operational
excellence to increase efficiency and reduce costs. Addressing
the cost challenges facing our business is a key strategic focus
in meeting the challenges ahead.

Going forward, we will evaluate growth opportunities
within alumina and primary metal focusing on business oppor-
tunities that will further enhance our competitive position in
an industry with sound long-term fundamentals. We will con-
tinue to develop our downstream operations targeting selective
growth within our high-performing sectors. Our energy oper-
ations will play a leading role in ensuring competitive power
for our aluminium operations.

ALUMINIUM METAL

Overview

Hydro’s Aluminium Metal business delivered an underlying
EBIT of NOK 3,575 million, significantly lower than the strong
underlying result of NOK 8,265 million for 2007. Substantial
increases in the cost of power, alumina, freight and carbon, as
well as high oil and gas prices heavily impacted underlying
results for the year. Results were also affected by inventory write-
downs of NOK 700 million due to the sharp fall in aluminium
prices at the end of the year. Underlying results for our Bauxite
and Alumina operations fell compared to the previous year,
impacted by losses from our Alpart alumina refinery in Jamaica
and lower underlying results for Alunorte in Brazil. Results from
Hydro’s commercial operations dropped significantly reflecting
the dramatic decline in market demand experienced mainly in
the final quarter of the year together with negative results from
trading and hedging activities.

Hydro has taken decisive, proactive measures in response to
the extreme market developments beginning with the reduc-
tion of metal products based on remelted metal at our cast-
houses and cutting production at our stand-alone remelters.
This was quickly followed by closure and idling of primary
capacity, focusing on the operations in our portfolio with the
highest costs. A decision was taken for the early closure of the
Sederberg line at our Karmoy plant, which was due to be shut-
down at the end of 2009. This facility, which has an annual
capacity of about 120,000 mt, will be closed by the end of the
first quarter of 2009. We also decided, together with our part-
ner Rio Tinto Alcan, to reduce primary production at the Sgral
aluminium smelter in Norway by around 50 percent (Hydro’s
share about 44,000 mt per year). Electrolysis production at
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our Neuss smelter in Germany, which has a total annual capac-
ity of about 230,000 mt will be temporarily shut down. Pro-
duction cost at Neuss is significantly higher than our average
smelter costs due to high power prices in Germany. Casthouse
operations at Neuss will continue in order to serve our Alunorf
rolling mill with high quality sheet ingot. In total, curtailment
measures taken will lead to reductions of approximately
400,000 mt per year of higher cost capacity further improving
the average cost of our smelter system. Approximately 140,000
mt of the total will be shut down by the end of the first quarter
of 2009 with the remainder shut down by the end of the sec-
ond quarter of 2009.

In January, 2009 a decision was taken by the partners of
Alpart, an alumina refinery in Jamaica, to reduce production
by 50 percent corresponding to approx 290,000 mt per year of
alumina for Hydro’s share (35 percent). In March 2009 a deci-
sion was taken to close down the remaining production at
Alpart. In total the reduction in supply corresponds to about
300,000 mt of primary aluminium. Further measures are
under evaluation.

Hydro is taking initiatives towards its suppliers to capitalize
on falling commodity prices which will lead to input cost reduc-
tions at Hydro’s smelters during the first half of 2009. Alumina
prices which are linked to LME prices V will be reduced as will
other important raw material prices such as petroleum coke
where a significant decline in price has already occurred.

Qatalum, Hydro’s 50/50 joint venture project with Qatar
Petroleum, was about 60-percent complete by the end of the
year, on schedule for start-up around year-end 2009 and
ramp-up to full production during 2010 and within budget.

The third expansion of the Alunorte alumina refinery in
Brazil was successfully started up in third quarter 2008 and
achieved stable production at designed capacity in the fourth
quarter. Alunorte also completed a restructuring of the plant’s
energy supply facilities with the implementation of additional
co-generation of electricity following the start-up of new coal-

Addressing the cost challenge
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fired boiler toward the end of 2007. The improved energy mix,
together with lower oil prices will have a positive impact on
the plants energy costs going forward.

Strategy

Following the extreme market decline experienced during
the final quarter of 2008 we took significant measures to
adjust production capacity and initiate other actions to fur-
ther align our upstream business with the severe decline in
volumes and prices experienced in the market. We will take
further steps necessary to secure our ongoing operations in
the challenging economic conditions expected in 2009. A
key ongoing strategic focus is to continually improve our
competitive position by increasing the efficiency of our
smelter system. Operational excellence is the foundation for
realizing performance improvements within our existing
portfolio of production assets while continually addressing
the cost challenges facing our business. In order to ensure the
development of our operations over time, we focus on busi-
ness opportunities that will further enhance our cost posi-
tion. In addition, strengthening our technological leadership
contributes to reducing emissions and lowering our operat-
ing costs while improving our attractiveness as a partner for
world-class projects within an industry with sound long-term
fundamentals.

Adjust our capacity to market demand

We are reviewing our entire operating network to identify
additional measures to adjust our primary metal production to
weaker market demand focusing in particular on operations
which deliver an unsatisfactory performance.

Improve our average smelter cost position

During 2007, we completed a major program aimed at reposi-
tioning our primary aluminium capacity by closing less com-
petitive production in our European system and replacing it

1) Fluctuation in LME prices impact our alumina costs with a lag of about two to three months due to the timing of price indexing as well as transport and storage.



Strong performance culture
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with new capacity in larger and more efficient smelters. These
efforts, together with the planned shut-down of substantial
additional higher cost capacity, means that we are better pre-
pared for the weaker markets to last for some time. We have
established substantial low-cost equity alumina coverage to
capture the value of this important part of the value chain and
have an industry leading captive power position. We are
increasing our focus on the procurement and supplier portfo-
lio for our carbon requirements and seeking increasing effi-
ciencies in the activities driving other operating costs.

Advance our operational excellence

and technological leadership

Our AMPS program (Aluminium Metal Production System)
is designed to ensure best practices and operating efficiencies
across our assets and we focus on extracting measurable bene-
fits from this program. We are committed to improve our
safety performance, which also improves our operating per-
formance, and believe that AMPS makes a valuable contribu-
tion to this effort. New proprietary smelting technology is
under development with the aim to raise our cost competitive-
ness, further strengthen our environmental standards and sup-
port our growth ambitions.

Leverage the value of our

commercial operations

Our commercial operations provide us with flexibility to adjust
the level of metal we deliver to the market based on fluctuating
demand. A key priority for Hydro is to extract the full commer-
cial potential from our extensive system of remelters, long-term
commercial arrangements and sourcing and trading operations.

Focus on upstream growth projects

Hydro has an ambition to expand its upstream aluminium
activities worldwide. Our growth efforts are directed towards
projects that improve Hydro’s cost position in the industry,
while maintaining a strong focus on sustainable development.
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2008 targets

¢ Continued emphasis on safety/TRI — down by 20 percent

e Successful advancement of Qatalum

¢ Alunorte phase 3 expansion complete

¢ Finalize agreement with Vale on new alumina refinery in
northern Brazil

e AMPS implemented in all Norwegian smelters

2008 results

* Achieved 20 percent reduction in TRI

e Qatalum on schedule for start-up and within budget frame

¢ Alunorte started successfully on time and within budget

* Agreement with Vale signed

e Completed implementation of AMPS in all Norwegian smelters

2009 targets

* Effectively adjust capacity to decreasing demand

e Further improve smelter average cost position

* Reduce cost in continuing operations by improved effectiveness
and fixed cost reductions

* Enhance market position

e Further develop next-generation smelter technology

Ambitions going forward

Our ambition is to strengthen our relative market position as we
adjust to contracting demand. We aim to significantly improve our
relative cost position by phasing out older and higher cost capacity
replacing it with new capacity having a world class cost position.
Utilization of our next generation cell technology, HAL4e, will be the
technological basis for continued organic growth. We will pursue
further growth in equity alumina coverage, with increased focus

on an integrated bauxite supply. We intend to continually focus on
improving our relative cost position building upon Hydro’s culture of
continuous improvement, operational excellence and safety.

ALUMINIUM PRODUCTS

Overview

Aluminium Products underlying EBIT declined to NOK 988
million in 2008 compared with NOK 1,352 million in the
previous year. The underlying performance of our rolled prod-
ucts business improved for the year and our European extru-
sion and building systems operations delivered another strong
performance but the results for these businesses were impacted
by the weak fourth quarter, ending the year lower compared to
the previous year. Our US extrusion operations continued to
struggle with weak markets operating at a loss for the year. Our
Automotive business incurred substantial losses for the year, in
particular for the automotive structures sector.

Measures to significantly reduce costs and manning in our
US extrusion operations were carried out in 2007 and contin-
ued in 2008. Improvement initiatives were also implemented
resulting in substantial cost savings and manning reductions in
our North American precision tubing business and our world
wide automotive structures operations. Our focused efforts to
improve the profitability of these businesses have helped prepare
us for the sudden and dramatic market developments which
occurred towards the end of the year but have only partly com-
pensated for the unprecedented fall in market demand.

As the impact of the global recession influences European
markets, further actions across all of our business sectors have
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Aluminium Products Employees
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been identified including additional shift and manning reduc-
tions, procurement initiatives to capitalize on falling raw mate-
rial prices as well as reductions in capital expenditures and
working capital. These measures will enable us to meet market
pressures as the on-going recession in Europe and the US
impacts demand during 2009.

During the year, Hydro added to its high-performance
extrusion and building systems operations with acquisitions of
Expral and Alumafel placing Hydro among the market leaders
in Spain and providing opportunities to further develop the

2008 targets

e Continued improvement in profitability for under-performing
US extrusion units and automotive structures

e Selected growth projects delivered in Extrusion Eurasia and
Building Systems

¢ Total recordable injuries per million hours down by 20 percent

2008 results

e Plant rationalizations and improvement programs executed

e Acquisition concluded for Extrusion and Building Systems in
Southern Europe

Upgrading portfolio in Rolled by start-up of continuous
annealing line

Two fatal accidents, of which one contractor. Total recordable
injuries per million hours reduced by 8 percent to 3.4

2009 targets

e 20 percent TRI improvement on 2008

¢ Decisive cost management and focus on cash flow

* Maintain high performance and margin focus in declining market
environment

¢ Additional turnaround measures in Automotive and Extrusion US

e Active portfolio management in Europe and Middle-East

Ambitions going forward

Our goal is to be the clear performance leader within the European
extrusion and building system industries, reinforcing our leadership
position through selective growth and further development of

new high performing solutions. We aim to increase the returns

of our rolled products business. We will focus on innovation and
technology to sharpen our competitive edge. We are committed

to safety and to eliminating serious accidents in our operations.

Iberian market. The operations have been successfully inte-
grated and contributed positively to the results of 2008.

Strategy

Hydro’s Aluminium Products business entered the year with a
portfolio of solid downstream businesses following the exten-
sive restructuring activities in 2007 and further improvements
and manning reductions in 2008. Following the dramatic
market decline towards the end of 2008 significant additional
initiatives were implemented to reduce costs, adjust produc-
tion volumes and turnaround underperforming units. Going
forward we intend to build upon our distinct businesses focus-
ing on technological leadership and operational excellence
together with superior product quality and customer service to
further improve the performance of our businesses. We will
continue to target selective growth within our high-perform-
ing sectors.

Adjust our cost base to the severe

market downturn

We will continue to drive cost reductions and other improve-
ment measures in all of our activities to compensate for market
challenges likely to occur during 2009 to secure performance
for sustainable growth.

Build on the high performance of our European
extrusion and building system operations

We intend to maintain our strong performance, and target fur-
ther business development, based on our existing platform of
technological strength and strong market positions within
these businesses. We will continue to work closely with our
customers to ensure top product innovation and design as well
as excellent service levels. We will capitalize on our three strong
building systems brands — Wicona, Domal and Technal, which
represent distinct value propositions to our customers.

Improve our position in rolled products
We intend to focus on technological leadership and opera-
tional excellence as well as optimizing our margins through the

Excellent productivity development
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mix of products that we deliver to the market in order to drive
the performance of this business. We will continually empha-
size the quality of our products and service to our customers.

Selective growth of our strong performers

We will continue to grow our high performance businesses
focusing on opportunities within our general extrusion and
building systems operations. We will also prioritize invest-
ments designed to ensure stable operations and good safety
standards and to maintain the value of our assets. Maintaining
a lean level of operating capital will also be a strategic focus
together with the careful follow-up of our counterparty risk.

ENERGY

Overview

Undetlying EBIT for Energy was NOK 1,736 million up 47
percent compared with 2007. The improvement was mainly
due to significantly higher spot prices, higher power produc-
tion and somewhat lower operating costs. Hydro’s power pro-
duction in Norway amounted to nearly 11.4 TWh in 2008,
which is the highest ever recorded volume.

Hydro strengthened its platform for industrial development
and growth in the solar photovoltaic industry in 2008 investing
about NOK 600 million for the year. During 2008, we partici-
pated in a capital expansion of NorSun AS in Norway and made
a further investment in Ascent Solar Technologies Inc. Hydro’s
Solar businesses operated at a loss for the year, reflecting ongo-
ing development activities and only limited production.

Strategy

Hydro’s captive power covers a substantial part of the energy
needs for our smelter operations, about one third in 2008.
With Qatalum in full production from 2011, the share of cap-
tive power will increase further. Our strong energy resource
base, with significant amounts of renewable, self-generated
power ensures stable supplies of power at competitive prices to
our smelter operations.

Solid power portfolio going forward
Power coverage through 2020*

Percent
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* Excluding effects of curtailments. Actual equity coverage will be somewhat higher during curtailment period
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2008 targets

¢ Energy sourcing arrangements for aluminium growth

e Operational efficiency and improvement in safety of operations

e Technology development and start up of commercial operations
in solar business

2008 results

e Strong operational performance, with best ever financial results
Record high power production

No serious operating accidents

Further investments in solar partnership companies

NorSun’s wafering plant in Norway completed and commenced
production

2009 targets

e Competitive energy sourcing arrangements for aluminium
operations

* Operational excellence and safety of operations

e Technology development and ramp-up of commercial operations
in solar business

Ambitions going forward

Our goal is to capitalize on our energy competence supporting
the sourcing of power to our smelters on a global basis. We aim
to develop our investments in solar power building on our initial,
promising investments within this emerging high-growth industry.

Sourcing competitive energy for

our aluminium business

To safeguard our industry-leading position and support fur-
ther growth, we are engaged in a number of initiatives to iden-
tify and secure competitive energy supplies for Hydros
aluminium operations both in Norway and internationally,
covering both on-going operations and future growth
ambitions.

Develop our captive power capacity

Our ambition is to increase Hydro’s share of captive power
from renewable sources including exploring opportunities
within our existing concession areas in Norway. Hydro’s dis-
tinct hydroelectric, renewable power position ensures access to
energy at predictable costs, reducing exposure to fluctuating
generation fuel and carbon emission costs.

Generation and power sourcing

Managed on net portfolio basis

B Long-term contracts

B Own production
Short-term contracts

¥ Aluminium Metal*
Long-term external
Concession power

B Market sales

* Excluding effects of curtailments
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Value enhancing fower portfolio

management and operational excellence

We continuously develop our expertise in power portfolio man-
agement and market operations with the objective to minimize
the cost of industrial sourcing and maximize the value of our
production assets. We have made significant cost and safety
improvements in our hydro-power plant operations during the
last decade and will continue to focus on operational excellence
as basis for further performance improvements.

Industrial development within

the solar business

We intend to continue to develop our positions in the solar
industry utilizing our core competencies in materials technol-
ogy, project execution and experience in industrializing new
processes and technologies. Our ambition is to build upon the
progress we have made though our partnership companies in
developing new technologies and manufacturing processes by
focusing on industrial development and ramp-up of production
capacity within high quality silicon wafers and thin film tech-
nologies. Hydros position as a leading supplier of advanced
building systems also provides important opportunities for
innovative designs and solutions for energy efficient buildings.
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