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SECO TOOLS AB
Interim report for six months ended June 30, 2003
· Sales for the quarter at fixed exchange rates were mainly unchanged compared with the preceding year.

· Continued sales success in Germany.

· Operating margin for the quarter was 16.6 percent (17.5).

· Unchanged demand expected for remainder of year. 
 

Market

A continued weak economy prevailed in the US and Europe, resulting in subdued industrial production.

Sales during the past quarter
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Demand in Europe during the quarter was sluggish, but mainly stable compared with the preceding quarters. Of the large countries in the region, Germany in particular reported continued strong sales. In Asia, the trend remains favorable, with rising sales in most markets. In the US, however, demand was weak, which resulted in a slowdown in sales in local currency, compared with both the preceding year and the most recent quarter. In South America, sales were strengthened largely due to the favorable trend in Brazil.

Group invoicing for the quarter totaled SEK 972 M (1,068), which is 9 percent lower than in the year-earlier period. Exchange-rate effects reduced sales by 8 percentage points. The decline for comparable units at fixed exchange rates was 1 percentage point. Otherwise, a continuous transition to more highly refined products can be noted and the Group’s recent product launches proved successful in terms of sales, also during the most recent quarter. 

Sales performance for the year  

Sales in local currency were strengthened to a certain extent in Europe, compared with the first half of 2002, while demand in most Asian countries was favorable. The market trend in the NAFTA region, however, remained weak, resulting in a somewhat declining level of sales compared with the year-earlier period. Group invoicing totaled SEK 2,012 M (2,099), which is 4 percent lower than in 2002. The acquisition effects boosted sales by 1 percentage point, while exchange-rate effects reduced sales by 7 percentage points. Sales rose by 2 percentage points for comparable units at fixed exchange rates.

Invoicing by market area


2003
2002
2003
2002
2003/2002
2003/2002


April-June

SEK M
April-June

SEK M
Jan-June

SEK M
Jan-June

SEK M
April-June

%1)
Jan-June

%1)

Sweden
64
71
130
131
-7
-4

EU, excl Sweden
480
506
1 005
999
-4
0

Other Europe
89
90
181
186
3
-1

Total for Europe
633
667
1 316
1 316
-4
0









NAFTA
190
249
397
494
-5
-2

South America
30
33
58
65
8
9

Africa, Middle East
23
21
47
37
4                
19

Asia, Australia
96
98
194
187
14
19

Group total
972
1 068
2 012
2 099
-1
2

1) Change from preceding year is shown in fixed currencies for comparable units.
Earnings

The consolidated operating profit for the second quarter was SEK 162 M (188), a decline of 14 percent compared with the corresponding period in 2002. The operating margin totaled 16.6 percent (17.5). Earnings for the quarter were mainly impacted by adverse currency effects resulting from the appreciation of the Swedish krona, primarily against the US dollar. 

The operating margin for the first six months of 2003 was 18.8 percent (17.0). The margin has partly improved as a result of increased sales at fixed exchange rates and for comparable units. The negative exchange-rate effects on the consolidated operating profit totaled SEK 35 M. Earnings per share before dilution over the past twelve months was SEK 16.10 (14.70). The return on capital employed was 26.2 percent (26.2). The return on shareholders’ equity amounted to 26.8 percent (23.1).
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Return on equity capital

Return on capital employed
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Consolidated income statement (SEK M)


2003

April-June
2002

April-June
2003

Jan-June
2002

Jan-June

Invoiced sales
972
1 068
2 012
2 099

Cost of goods sold
-470
-494
-946
-985

Gross profit
502
574
1 066
1 114

Administration and selling costs
-336
-367
-676
-716

Other revenues and costs
-4
-19
-11
-40

Operating profit
162
188
379
358

Financial items
-10
-17
-20
-27

Profit after financial items
152
171
359
331

Taxes
-49
-55
-114
-106

Net profit
103
116
245
225

The Group’s depreciation according to plan amounted to SEK 150 M (152).

Parent Company

Sales invoiced by the Parent Company amounted to SEK 1,117 M (1,127) and operating profit was SEK 227 M (302). Liquid funds declined by SEK 2 M during the quarter, amounting to SEK 33 M at the end of the period. The Parent Company’s interest-bearing loans, including the convertible debenture loan, amounted to SEK 682 M (521).

Key figures


2003

April-June
2002

April-June
2003

Jan-June
2002

Jan-June

Operating margin, %
16.6
17.5
18.8
17.0

Profit margin, %
15.6
15.9
17.8
15.8

Earnings per share before dilution, SEK
3.60
4.00
8.50
7.80

Earnings per share after dilution, SEK
3.60
4.00
8.50
7.75

Return on capital employed before tax, % 1)
26.2
26.2
26.2
26.2

Return on equity capital after tax, % 1)
26.8
23.1
26.8
23.1

Equity capital per share before dilution, SEK 1)
57.80
62.60
57.80
62.60

1) All key figures are calculated on a rolling 12-month basis.

At the end of the quarter, the number of shares before dilution for both 2003 and 2002 amounted to 28,832,898, which was also the average number of shares in both periods. After adjustments for full conversion of the convertible debentures, corresponding to 274,160 shares, the number of shares at the close of the quarter in both periods amounted to 29,107,058. The average number of shares after dilution was 29,107,058.

No portion of the convertible debenture loan was converted to shares during the first six months of the year.

Balance sheet (SEK M)

June 30, 2003
Dec 31, 2002

Intangible fixed assets
263
224

Other fixed assets
1 454
1 503

Inventories
928
883

Current receivables
984
918

Liquid funds
292
261

Total assets
3 921
3 789





Shareholders’ equity
1 665
2 007

Interest-bearing provisions and liabilities
1 146
609

Non-interest-bearing provisions and liabilities
1 110
1 173

Total equity and liabilities
3 921
3 789

Change in shareholders’ equity (SEK M)


June 30, 2003
June 30, 2002

Shareholders’ equity, December 31, 2002 and 2001
2 007
2 072

Effect of change in accounting principles
-142
-

Adjusted shareholders’ equity, January 1, 2003 and 2002
1 865
2 072





Currency exchange differences
-41
-88

Profit for the year
245
225

Dividend
-404
-404

Shareholders’ equity, June 30, 2003 and 2002
1 665
1 805

Cash flow statement (SEK M)


June 30, 2003
June 30, 2002

Profit after financial items
359
331

Reversal of depreciation 
150
152

Other
-3
25

Taxes paid
-215
-101

Change in working capital
-68
-50

Investment activities
-140
-265

Financing activities, incl dividends
-49
-198

Cash flow
34
-106

Rolling 12-month review


Invoicing

SEK M
Change

 %
Operating profit

SEK M
Operating margin

%

Q3, 2002
943
-6
132
14.0

Q4, 2002
998
-7
199
20.0

Q1, 2003
1 040
1
217
20.9

Q2, 2003
972
-9
162
16.6

Rolling 12 months
3 953
-5
710
18.0

Accounting principles
The interim report complies with recommendations of the Swedish Financial Accounting Standards Council. The Swedish Financial Accounting Standards Council’s recommendation RR29 – Remuneration paid to employees – which complies with the rules of the International Accounting Standard, IAS 19, applies with effect from January 1, 2003. Effective January 1, 2003, the deficit in the pension funds of foreign subsidiaries was charged directly against the Group’s shareholders’ equity, in accordance with the prevailing transitional provisions. 

As of 2003, the Swedish Financial Accounting Standards Council’s recommendation RR25 regarding segment accounting is applied. Seco Tools’ operations encompass only one operating area, namely chipforming machining, and thus the reader is referred to the consolidated income statement and balance sheet regarding information concerning primary segment accounting. 

Liquidity, equity ratio and cash flow

The Group’s liquid funds in the form of short-term investments and bank balances declined during the quarter by SEK 24 M, amounting to SEK 292 M (240) at the end of the period. During the quarter, several major payments were made, leading to increased borrowing. The payments comprised dividends to shareholders totaling SEK 404 M and tax paid following a ruling by the County Court regarding earlier leasing operations involving commercial aircraft. The Group’s interest-bearing loans, including the convertible debenture loan, increased accordingly by SEK 361 M during the second quarter, amounting to SEK 877 M (733) at the end of the period. The Group’s equity ratio was 42 percent (47).
The cash flow from current operations remained strong during the quarter.

 Personnel
The number of employees in the Group at the close of the period was 3,913 (3,916 at year-end), of which 1,328 were employed in Sweden.

Capital expenditures
Group investments in tangible and intangible fixed assets during the quarter, excluding company acquisitions, totaled SEK 78 M (82). Corresponding investments for the six-month period amounted to SEK 135 M (130), of which capitalization of IT/R&D expenses accounted for SEK 44 M. Most of the investments involved machinery and equipment at the production units in Sweden, the Netherlands and France. The investment level for 2003 is estimated to amount to approximately SEK 275 M. 

Marketing efforts and other activities

Seco Tools acquired the outstanding 25 percent of its Indian subsidiary, Drillco Seco Ltd.

Major product launches are under way or will commence shortly, primarily involving new indexable inserts for turning and milling. The launches comprise a large number of new products. Preparations, including the recruitment of personnel, are otherwise under way for the start-up of special tools production in China during the later part of the year.

Work is currently being carried out to successively install a new business system in parts of the Group. During the second quarter, parts of a new business system were started within Seco Tools AB in Sweden.

Short-term market outlook

Unchanged demand is expected for the remainder of the year.

Market outlook published on May 5, 2003

Unchanged demand is expected short term.

------------------------------

This report has not been subject to special examination by the Company’s auditors. The next report will be published on October 30, 2003 and will cover the nine months ending September 30, 2003.

------------------------------

Fagersta, August 5, 2003
SECO TOOLS AB; (publ)
Lars Renström

President and CEO

For additional information, contact Lars Renström, President and CEO (Tel: +46 223-401 10), Tomas Eliasson, CFO (Tel: +46 223-401 20) or Stefan Sjödahl, Investor Relations 

(Tel: +46 223-401 32), or e-mail to investor.relations@secotools.com
Previously published financial information is available under "Investor Relations" at the Seco Tools’ website (www.secotools.com). Seco Tools AB’s corporate registration number is 

556071-1060 and the address is Seco Tools AB, SE-737 82 Fagersta, Sweden. The telephone number for the Group’s head office is +46 223-400 00.



















