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Income
NOK million before tax Net income Change
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1) Based on expected business volumes for 2009 and the following prices; aluminium 1,500 USD/tonne
and a NOK/USD of 7.00.

2) LME sensitivity excludes unrealized effects related to operational hedging.

3) USD sensitivity aluminium price includes both USD revenues and USD costs.

4) USD sensitivity on financial items is based on financial positions 31 December 2008.
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QUICK OVERVIEW

Hydro faces many risks and uncertainties within the global
marketplace. Changes in competitive and market conditions affect
margin, price and volume developments. Following a period of
extreme financial turmoil and unprecedented market decline
towards the end 2008, we face a seriously oversupplied aluminium
market and low aluminium prices.

Our primary smelting operations are highly dependent on securing
substantial amounts of energy at competitive prices. We are
exposed to increasingly onerous legislation on CO, emissions
directly impacting Hydro relating to aluminium production and
indirectly through higher power prices. Repositioning and
restructuring activities are important in determining the viability of
our future aluminium operations.

Hydro’s main strategy for mitigating risk related to volatility in

cash flows is to maintain a solid financial position and strong credit-
worthiness. Risk management in Hydro is based on the principle that
risk evaluation is an integral part of all business activities.
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RISK FACTORS

Below is a description of certain risks that may affect our busi-
ness, financial condition and results of operations from time to
time and hence our share price. All of the information in this
report should be carefully considered, in particular, the risks

described below.

HYDRO IS FACING CHALLENGING MARKET CONDITIONS,
WITH A SEVERELY OVERSUPPLIED ALUMINIUM MARKET
RESULTING IN SUBSTANTIAL DOWNWARD PRESSURE ON
ALUMINIUM PRICES.

Virtually all aluminium end-use markets, including the building,
transportation and packaging industries, are cyclical. There is
considerable uncertainty concerning developments in supply
and demand, in particular relating to overall economic devel-
opments. Market balance, among other factors has a signifi-
cant impact on aluminium prices. Market demand and prices
declined dramatically in the final quarter of 2008 and there is
significant uncertainty regarding the timing of the eventual
recovery notwithstanding significant announced and antici-
pated production curtailments in the industry. At the end of
December 2008, prices reached a level that is lower than the
cash-costs of a substantial portion of global smelter production.
Prices declined further in the first part of 2009 and are expected
to remain low in the medium-term. Prices of such magnitude
will result in substantially lower earnings for Hydro.

HiGH INPUT COSTS COULD HAVE A NEGATIVE EFFECT
ON OPERATING RESULTS

While cost input-factors for aluminium smelters will be
affected by the ongoing economic down-turn, contractual
arrangements and time lags in production and logistic processes
will result in relatively higher costs in the next quarters having
a negative effect on our operating results.

DUE TO OUR PLANNED INVESTMENT LEVEL AND LOWER
EXPECTED CASH GENERATION WE EXPECT TO REQUIRE
FUNDING IN A PERIOD WHERE FINANCIAL MARKETS ARE
NOT WELL-FUNCTIONING.

Pricing and availability of bond loans and bank credit facilities
are strongly influenced by the volatile market conditions
implying a demanding funding process and substantially
higher funding costs compared to earlier years. Failure to
obtain adequate funding could result in a postponement of
critical investments, sustaining maintenance activities or other
planned capital investments.

HYDRO FACES A HIGHER RISK OF COUNTERPARTY
DEFAULT IN AN ENVIRONMENT OF LIMITED
AVAILABILITY OF RISK MITIGATING INSTRUMENTS.

A significant down-turn in the business or financial condition
of a key customer or group of customers exposes us to the risk
of default on contractual agreements and trade receivables
which would have a negative impact on our operation results.

At the same time, access to and the value of trade credit insur-
ance and other risk mitigation instruments has declined. Our
automotive business and the automotive structures operations
in particular, are dependent on the financial condition and
market prospects facing the industry’s original equipment
manufacturers (OEMs). At the end of 2008, this industry
suffered the largest decline in market demand since its
formation.

Hydro enters into fixed priced contracts for the majority of
its primary production. In addition, Hydro engages in signifi-
cant trading in physical markets in order to optimize its total
portfolio position and in derivative markets for hedging pur-
poses. All of Hydro’s alumina operations and significant por-
tions of its primary metal operations are owned and operated
through joint ventures with other major players in the alu-
minium industry. Hydro also has several long-term commer-
cial agreements for substantial volumes of raw materials to be
used in its production processes and for metal products for
re-marketing to its customers. These business activities expose
Hydro to the risk that one or more counterparties will default
on their obligations, resulting in direct financial loss, unex-
pected increase in market exposure or higher operating costs.
Weak and deteriorating economic conditions on a global,
regional or industry sector level, combined with challenging
financial markets, increase the risk

of  defaulting

counterparties.

PRICE VOLATILITY CAN IMPACT OUR OPERATING

COSTS AND CAN ALSO HAVE A SUBSTANTIAL EFFECT

ON OUR REPORTED OPERATING RESULTS

Commodity price volatility in general has increased signifi-
cantly in recent years and can have significant impact on our
operating results. Price volatility can impact our operating
costs directly and can also have a substantial effect on our
reported operating results due to realized and unrealized gains
and losses on derivative instruments. Underlying results for
our trading and hedging operations are subject to substantial
variations in periods of significant fluctuation of spot and for-
ward prices for aluminium.

HYDRO’S REPORTED RESULTS AND COMPETITIVE
POSITION IS EXPOSED TO CHANGES IN THE VALUE

OF THE NORWEGIAN KRONER

Hydro has substantial portion of its primary capacity based in
Norway and its accounting and reporting currency is the Nor-
wegian kroner. Primary aluminium prices and a major part of
the raw materials for producing aluminium are denominated
in US dollars. Much of Hydro’s downstream business is based
in Europe and a large portion of the production is sold in
Euro. As a result, the relative value of the US dollar and Euro
is of high importance to Hydro’s operating results and changes
in the value of these currencies can be significant and highly
volatile. See Market and commercial risk in this Risk review
section for more information on Hydro’s exposure and sensi-
tivities to currency movements.



Periodic revaluation of foreign denominated balances can have
a significant impact on earnings. Revaluation upon realization
of such balances can have a significant affect on both earnings
and cash. The value of investments committed in foreign cur-
rencies is sensitive to currency movements

OUR DOWNSTREAM BUSINESS IS INCREASINGLY
EXPOSED TO COMPETITION FROM CHINA

China has in recent years imposed duties to reduce the export
of aluminium metal, but has encouraged production of more
labor intensive semi-fabricated and finished aluminium prod-
ucts. This development has increased the exposure of our
downstream business to lower priced exports from China.

FAILURE OR DELAYS IN THE EXECUTION OF MAJOR
PROJECTS COULD HAVE A NEGATIVE IMPACT ON OUR
COMPETITIVE POSITION

The execution of major investment projects is subject to the
risk of delays, cost increases, availability of adequate funding
and other complications. Failure or delays in the execution of
major projects could result in additional costs and lost operat-
ing revenues in addition to weakening our competitive posi-
tion, which will in turn have a negative impact on our future
operating results.

EMERGING OR TRANSITIONING MARKET COUNTRIES
PRESENT A COMPETITIVE THREAT TO OUR BUSINESS
Emerging or transitioning market countries with abundant
natural resources, low cost labor and energy and lower envi-
ronmental and other standards have posed and will continue to
pose a competitive threat to our business. In 2007 the EU
reduced its duty on unalloyed aluminium. Any further reduc-
tions or cancellation of these duties could result in increased
imports of primary aluminium to the EU market from sources
such as Russia and the Middle East.

HyYDRO 1S EXPOSED TO INCREASINGLY ONEROUS
LEGISLATION ON REDUCING COZ EMISSIONS.

Hydro’s smelter operations are to a large degree located in
Europe. Legislation on CO, emissions has already resulted in
higher power prices for our European operations but to a lesser
extent, however, for our Norwegian smelters in the short to
medium term, since most of the electricity consumption in
Norway is covered under long-term supply contracts. The
European Union has enacted new emissions regulations which
would apply directly to CO, emissions from our smelter oper-
ations in Norway and in the EU from 2013 onwards. Although
it is anticipated that there will be some compensation available
to aluminium producers, these regulations are more onerous
than those currently contemplated in other regions of the world
and could negatively impact on our competitive position. See
also the section in this report on Regulation and taxation for
more information pertaining to climate gasses.

ANNUAL REPORT :

Risk review - PA8° @

OuR ALUMINIUM OPERATIONS, AND IN PARTICULAR
OUR SMELTERS, ARE DEPENDENT UPON LARGE
VOLUMES OF ENERGY

Our position could be materially adversely affected by the
inability to replace on competitive terms our long term energy
supply contracts when they expire or our own equity produc-
tion to the extent that concessions revert to the Norwegian
state. See also the section in this report on Regulation and
taxation for more information pertaining to the Norwegian
regulatory system for hydropower production.

Future ACQUISITIONS, MERGERS, OR STRATEGIC
ALLIANCES MAY ADVERSELY AFFECT OUR FINANCIAL
CONDITION

We may not be able to effectively integrate businesses acquired
or generate the cost savings and synergies anticipated.

BUSINESS DEVELOPMENT IS MORE LIKELY TO OCCUR

IN EMERGING AND TRANSITION MARKET COUNTRIES
New primary smelter, alumina and bauxite capacity is expected
to be mainly located in countries characterized by emerging
and transitioning markets. Legal, fiscal and regulatory systems
may be less stable and have a lower degree of transparency,
making investment evaluation and any eventual implementa-
tion more difficult.

INCREASING INVESTMENTS IN JOINTLY CONTROLLED
ENTITIES REDUCES HYDRO’S ABILITY TO MANAGE ITS
BUSINESS PORTFOLIO

Investment as a minority partner in jointly controlled entities
and associates reduces Hydro’s ability to manage and control
this part of its portfolio. Such investments entail a risk of diverg-
ing interests between business partners, which could impede
Hydro’s ability to realize its objectives, repatriate funds from
such entities and to achieve full compliance with its standards.

‘WE MAY NOT SUCCEED IN DEVELOPING
TECHNOLOGICAL SOLUTIONS TO SUPPORT OUR
GROWTH STRATEGIES

Being at the forefront of technological development is important
to remain competitive. Hydro is engaged in the development of
new “next generation” cell and smelter technology together with
key suppliers. We may fail to develop these technologies on a
timely basis or they may not be commercially feasible resulting in
a negative impact on our competitive position.

MA]OR ACCIDENTS COULD RESULT IN SIGNIFICANT
DAMAGE TO HYDRO’S REPUTATION

Certain of our operations are located in close proximity to sizable
communities. Major accidents due to human error, systems
failures, extreme weather or deliberate sabotage, while consid-
ered remote, could result in loss of life or extensive damage to
the environment or communities. Such events could result in
major claims, fine and penalties and significant damage to
Hydro’s reputation.
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HYDRO COULD BE NEGATIVELY AFFECTED BY

LEGAL PROCEEDINGS OR INVESTIGATIONS

Hydro could be negatively affected by criminal or civil pro-
ceedings related to, but not limited to product liability, envi-
ronment, health and safety, alleged breaches of anti-competitive,
anti-corruption or other integrity legislation or commercial
disputes. See also the section of this report on Viability for
more information on issues relating to integrity and transpar-
ency, and Legal proceedings in this Risk review section for
more information on these matters. Violation of applicable
laws and regulations could result in substantial fines or penalties,
costs of corrective works and, in rare instances, the suspension
or shutdown of our operations.

Hybpro MAY BE SUBJECT TO UNFORESEEN

LIABILITIES FOR ENVIRONMENTAL DAMAGE
Environmental laws may impose cleanup liability on owners
and occupiers of contaminated property, including past or
divested properties, regardless of whether the owners and
occupiers caused the contamination or whether the activity
that caused the contamination was lawful at the time it was
conducted. Many of our present and former operations are
and were located on properties with a long history of industrial
use. See also the section in this report on Regulation and taxa-
tion for more information pertaining to Environmental
matters.

HyDRO MAY BE SUBJECT TO LIABILITIES

TRANSFERRED TO SUCCESSOR COMPANIES

Hydro has certain joint liabilities under Norwegian statutory
regulations following from demergers. Under the Norwegian
public limited companies act section 14-11, Hydro and
StatoilHydro are jointly liable for liabilities accrued before the
demerger date of 1 October 2007. This statutory liability is
unlimited in time, but is limited in amount to the net value
allocated to the non-defaulting party in the demerger. Simi-
larly, Hydro and Yara International ASA are jointly liable for
liabilities accrued before the demerger date of 24 March 2004
on the same conditions.

RIGHTS AND LEGAL REMEDIES MAY BE LIMITED

FOR CERTAIN CLASSES OF SHAREHOLDERS

Exercise of sharcholder rights such as voting and preferential
subscription rights may not be available to beneficial share-
holders whose shares are registered in a nominee account, and
not in the shareholders’ own names with the Norwegian Central
Securities Depository, Verdipapirsentralen (VPS). Hydro can-
not guarantee that beneficial shareholders will receive the
notice for a general meeting in time to instruct their nominees
to affect a re-registration of their shares. Hydro is organized
under the laws of the Kingdom of Norway. It may be difficult
for investors to effect service of process outside Norway upon
Hydro or its directors and executive officers or to enforce
against Hydro or its directors and executive officers judgments
obtained in other jurisdictions. Norwegian courts are unlikely

to apply other than Norwegian law when deciding on civil
liability claims under securities laws.

MARKET AND COMMERCIAL RISK

Risk management in Hydro is based on the principle that risk
evaluation is an integral part of all business activities. The main
responsibility for risk management is therefore placed with the
business areas and coordinated by staff units at corporate level.
Policies and procedures have been established to manage risk.

Financial position

Hydro’s main strategy for mitigating risk related to volatility in
cash flows is to maintain a solid financial position and strong
credit-worthiness. To achieve this, Hydro targets, over the
cycle, to keep its adjusted net interest bearing debt/equity ratio
below 0.55 and to maintain a ratio of funds from operations to
adjusted net interest bearing debt above a level of 0.40. In
addition, Hydro has established guidelines for liquidity reserves
and for the profile of installment payments on debt in order to
secure its financial position. At the end of 2008, our financial
position was within these ratios and guidelines

Liquidity risk

The challenging market conditions toward the end of 2008
have led to an increased focus and attention on credit and
liquidity risk throughout our entire organization. Planned
capital expenditures have been reduced and we have, and will
continue, to implement initiatives to cut costs. Hydro has an
established credit facility that provides back-up in the case of
future cash deficits, should alternative financing sources not
become available.

Hydro is taking proactive approach towards customers to
reduce credit risk. Requirements for supporting collateral for
credit have been extended during 2008 and measures are cur-
rently underway to reduce credit periods. Hydro is also moni-
toring the financial performance of key suppliers in order to
reduce the risk of default on operations and key projects.

Prices and currency

Hydro’s operating results are primarily affected by price devel-
opments of its main products, aluminium and power, in addi-
tion to foreign currency fluctuation of the most significant
currencies, the US dollar and the Euro, against the Norwegian
kroner. Hydro’s main risk management strategy for its upstream
operations is to accept exposure to aluminium and energy
prices movements, while at the same time focusing on reduc-
ing the average cost position of its smelters.

Downstream and other margin-based operations are to a
certain extent hedged to protect processing and manufactur-
ing margins against raw material price fluctuations. Hydro has
an operational hedging system in place to protect commercial
contracts from aluminium price fluctuations. In order to miti-
gate part of its exposure to US dollar currency fluctuations,
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Income
NOK million before tax Net income Change
Aluminium price per tonne? 850 650 100 USD
USD before financial items® 1,400 1,000 1 NOK
USD financial items ¥ (1,800) (1,300) 1 NOK
USD Net income (400) (300) 1 NOK

N —

LME sensitivity excludes unrealized effects related to operational hedging.
USD sensitivity aluminium price includes both USD revenues and USD costs.

2OoNnZ

Hydro has been utilizing currency forward contracts selling
US dollar mainly against Norwegian kroner. This program is
currently being reduced to reflect lower exposures due to fall-
ing LME-prices and an increasing amount of US dollar
denominated debt. During 2008, Hydro has to a limited
extent entered into forward contracts in other currencies to
hedge revenue and cost positions.

An indication of the sensitivities regarding aluminium
prices and foreign currency fluctuations for 2009 is provided
in the table above. The table illustrates the sensitivity of earn-
ings, before and after tax, to changes in these factors and is
provided to supplement the sensitivity analysis required by
IFRS, included in note 41 to the Consolidated Financial
Statements.

In addition to the above sensitivities, the revaluation of
derivative instruments and contracts classified as derivatives
may influence reported earnings. For accounting purposes,
derivative financial and commodity instruments are recog-
nized at fair value with changes in the fair value impacting
earnings unless specific hedge criteria are met. This can result
in volatility in earnings since the associated gain or loss on the
related physical transactions may be reported in earnings in
different periods. Please see note 41 - 42 to the Consolidated
Financial Statements for a detailed description of Hydro’s
commercial and financial risk exposures and hedging activities
related to such exposures.

In accordance with IFRS requirements, Hydro has chosen
to provide information about market risk and potential expo-

Based on expected business volumes for 2009 and the following prices; aluminium 1,500 USD/tonne and a NOK/USD of 7.00.

USD sensitivity on financial items is based on financial positions 31 December 2008.

sure to hypothetical loss from its use of derivative financial
instruments and other financial instruments and derivative
commodity instruments through sensitivity analysis disclo-
sures. Please see note 41 to the Consolidated Financial State-
ments for more information and additional information on

these disclosures.

LEGAL PROCEEDINGS

Hydro is involved in or threatened with various legal and tax
matters arising in the ordinary course of business. Hydro is of
the opinion that resulting liabilities, if any, will not have a
material adverse effect on its consolidated results of operations,
liquidity or financial position.

Hydro and StatoilHydro have, in close cooperation with
Norwegian and US authorities, concluded their parallel inves-
tigations in order to clarify the facts surrounding payments in
connection with Hydro’s (now StatoilHydro’s) operations in
Libya and consultancy agreements relating to Hydro’s previous
international oil and gas operations in relation to the applica-
ble anti-corruption regulations. The fact findings of the inves-
tigations were submitted and presented to the Norwegian
National Authority for Investigation and Prosecution of
Economic and Environmental Crime (@kokrim) on October
7, 2008, and to the US authorities in November 2008.
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