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Swedish Match sales during the first six months of 1997
increased by 1% to SEK 3 626 M, compared with SEK
3 581 M during the corresponding period in 1996. In-
creased sales in several divisions, particularly the Snuff
Division, compensated for the Cigarette Division’s decline
in sales, which mainly resulted from hoarding at the end
of 1996 and the new agreement regarding the Prince
brand that came into effect on May 1, 1997.

Swedish Match first six months

First six months

SEK M 1997 1996
Sales 3,626 3,581
Operating income before

nonrecurring items 741 741
Operating income 741 618
Income before taxes

and minority interests 758 572
Net income 528 398

Sales by division

Operating income before nonrecurring items amounted
to SEK 741 M, equaling the figure for the preceding year.
Increased earnings for the Chewing Tobacco and Snuff
Divisions offset the decline in earnings in the Cigarette
Division.

First six months

12 months Full
ended year
1996 Percent change June 30, 1997 1996

Operating income before nonrecurring items, by division

First six months

12 months Full
ended year
1996 Percent change June 30, 1997 1996
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. Share of Group Oper-
ating Income, 27%

’ Share of
Group Sales, 15%

Sales for Division Chewing Tobacco, which operates in the
North American market, amounted to SEK 556 M, an
increase of SEK 41 M, or 8%, compared with the first six
months of 1996. The increase was attributable to the
strengthening of the U.S. dollar. Price increases largely off-

set the continued market decline for this group of
products. Operating income rose SEK 40 M
to SEK 197 M due to the factors named
combined with cost savings.

. Share of

. Share of Group Oper-
Group Sales, 21%

ating Income, 32%

Sales for Division Cigarettes are primarily concentrated
to the Swedish market. The division’s sales amounted to
SEK 779 M, a decline of 15% or SEK 135 M compared
with the first six months of 1996. As a result of hoarding
at year-end 1996, sales amounting to an estimated SEK
75 M were brought back to 1996.

The new agreement with Skandinavisk Tobakskom-
pagni A/S (STK) relating to the Prince brand came into
effect on May 1, 1997. Under the terms of the agree-
ment, Swedish Match is responsible for production and
distribution of Prince cigarettes, while STK, through its
subsidiary House of Prince AB, is responsible for marke-
ting.

Calculated on a twelve-month basis, Division
Cigarettes will report a reduction of approximately SEK
200 M in sales as a result of the agreement. A corres-
ponding amount will be reported under “Group-wide
operations”, meaning that Swedish Match’s sales figures
remain unchanged as a result of the Price agreement. As

stated earlier, annual earnings are expected to decrease
by about SEK 40 M based on 1996 sales volumes.

The total market for cigarettes in Sweden declined by
23%, of which approx. 8% was attributable to the
hoarding effect from last year’s tax increase. The market
share for the company’s own cigarette brands declined
from 52% to 50% during the first six months of 1997.

Operating income for the first six months fell by SEK

94 M to SEK 238 M. The effect of hoarding toward year-
end 1996 on operating income during the first quarter of
1997 has been estimated at appr. SEK 45 M.
Price increases offset other decline in volumes.
The remainder of the earnings decline was
attributable primarlily to intensified marke-
ting efforts to counter increased competition.

During the 12 month period ended June
30, 1997 tobacco excise taxes in Sweden
and VAT on the excise taxes amounted to
SEK 9,197 million (8,863).

' Share of Group Oper-
ating Income, 8%

’ Share of
Group Sales, 9%

Division Cigars, for which Western Europe is the most
important market, increased sales by SEK 10 M to SEK
337 M as a result of price increases and increased volumes.
Operating income declined from SEK 61 M to SEK 57 M,

mainly due to changes in the product and market
mix. The launch of premium cigars in the U.S.,
currently in its initial phase, had a planned
negative impact on earnings.

’ Share of Group Oper-
ating Income, 3%

' Share of
Group Sales, 12%

Division Lighters’ sales during the first six months of 1997
amounted to SEK 437 M (429). Favorable currency
exchange rates offset declining volumes in the U.S. and

Eastern Europe. Operating income declined by SEK
3 M to SEK 23 M due to lower volumes.

’ Share of

Group Sales, 18%

' Share of Group Oper-
ating Income, 9%

Sales during the first six months of 1997 amounted to SEK
652 M (645). Price increases and favorable exchange rates
offset a slight fall in volumes. Operating income increased
by SEK 11 M to SEK 69 M due to these factors and pro-
duction rationalization measures.

Negotiations have started with KAV of Turkey
regarding a joint venture in Turkey for the pro-
duction and sale of matches.
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’ Share of ’
Group Sales, 2%

Share of Group Oper-
ating Income, 2%

Division Pipe Tobacco’s sales fell by SEK 13 M to SEK 78
M, primarily as a result of large deliveries toward the end
of 1996. The decline in volumes was offset by higher pri-

ces, with the result that operating income
remained at the same level, SEK 14 M, as %
during the first six months of the preceding year.

’ Share of

3 o s, 14% .Share of Group Oper-
roup Sales, o

ating Income, 31%

Sales increased by SEK 83 M to SEK 505 M compared
with the first six months of 1996, due to increased vol-
umes in the U.S. combined with price increases in both

Sweden and the U.S. This resulted in an increase in
earnings from SEK 186 M to SEK 232 M.

=

The Swedish parliament has decided to increase the tax on
tobacco by 29%, effective August 1, 1997. Swedish Match
also plans to increase its prices in conjunction with the tax
increase. The table below shows the price increases for
some of the most important products.

Sales price
from
Swedish Match

before | after | before | after | before | after | before | after
Aug.1 | Aug.1 | Aug. 1| Aug. 1| Aug.1 | Aug.1 | Aug. 1 | Aug. 1

Price to
consumer

Trade Sales tax
margin and VAT

Blend Gul
cigarettes (fixed | 4.76 | 5.28 | 5.25 | 5.40 | 26.49 | 33.82 | 36.50 | 44.50
highest price)

General
loose snuff 498 | 553 | 462 | 552 | 8.40 | 10.45 | 18.00 | 21.50

(guide price)

During the first half of 1997, Swedish Match’s cost for
raw tobacco in its Swedish operations increased by
approximately 12 per cent compared with the same peri-
od previous year, mainly as a result of exchange-rate
movements.

The price differential compared with other countries in
Europe has increased substantially. In addition to reduced
consumption, increased imports, both legal and illegal,
can be expected to have an impact on Swedish Match’s
cigarette volumes. At present it is impossible to predict the
size of this impact.

At the end of June, Philip Morris Incorporated, R.J.
Reynolds Tobacco Company, Brown & Williamson
Tobacco Corporation, Lorillard Tobacco Company, and
United States Tobacco Company reached a settlement
with the 39 states who are currently bringing lawsuits
against the tobacco industry in the United States. In return
for the settlement of such lawsuits and certain limitations

n

on future litigation regarding their products, the five com-
panies have agreed to make payments which, in the first
25 years, aggregate $368.5 billion. Under the terms of the
settlement agreement, the five companies have agreed to
unprecedented regulation of the manufacture, marketing,
and distribution of cigarettes and smokeless tobacco prod-
ucts sold in the U.S. (the settlement does not purport to
cover pipe tobacco or cigars). The settlement agreement
requires the U.S. Congress to pass legislation which in-
corporates the settlement agreement’s terms. If Congress
were to pass such legislation, it would have a significant
impact on the entire U.S. tobacco industry, including
Swedish Match’s U.S. operations.

The terms of the settlement agreement are currently the
focus of much analysis and debate. It is too soon to know
precisely what form, if any, congressional legislation will
take or when it will become effective. For this reason, it is
not possible at this time, to predict the impact of the
settlement on Swedish Match’s U.S. operations.

Net interest items improved compared with the first six
months of 1996 as a result of lower net debt. Other finan-
cial items, reflecting a net total of SEK 24 M (10), are
attributable primarily to exchange gains on financial
assets and liabilities.

Group investments in tangible assets during the first six
months of 1997 amounted to SEK 121 M (91). Liquid
funds, including short-term investments, totaled SEK 509
M at the close of the six-month period, compared with
SEK 942 M at the beginning of the period under review.
Net debt at the close of the period was SEK 615 M, an
increase of SEK 538 M since December 1996. Net debt
was low at the close of 1996 due to the fact that liabilities




for income taxes and tobacco excise taxes were a total of
approximately SEK 500 M higher than normal. These lia-
bilities have been paid down and are now at a normal
level. A dividend amounting to SEK 510 M was paid out
in May.

The average number of Group employees during the first
six months of 1997 was 6 272, compared with 6 692
during the corresponding period of 1996. The average
number of employees in Sweden was 1 416 compared
with 1 518 in 1996.

This report has not been reviewed by Swedish Match’s
auditors.

The interim report for the first nine months of 1997 is
scheduled for release on November 3, 1997.
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Group balance sheet summary

June 30,
1997

Total shareholders’

i~ - LT equity and liabilities 6,749 6,877

@ L oL T T

) o O e rat|nca|tal ............................................ 37 13 ,,,,,,,,,,, 3 224

GoOran Lindén p .......... g ...... p ...............................................................................

President and Chief Executive Officer Net debt 615 L
Group income statement

12 months Full

First six months ended year

SEK M 1997 1996 Percent change June 30, 1997 1996

Share in earnings of
associated companies

Income before income taxes

and minority interests 758 572 33 1,716 1,530
e R e g S
Mlnor|ty|nterests—4 ......................... S R i
s — Sog G 1239 1109
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Key Data
12 month ended Full year
June 30, 1997 1996
O p e rat|ng marg |n %* ...................................................................... 231 ......................... 23 2
Return onope ratmg cap|ta| %* ..................................................... 488 ......................... 49 9
Return on sharehol ders equ|ty . % ................................................. 62 1 ......................... 57 ; 3
Interestcoverageratmt|mes .......................................................... 19396
Debt/equ|ty rat|o . % ........................................................................ 24 3 ........................... 3 2
Equ|ty/assets rat|o : % ..................................................................... 37 5 ......................... 34 4
.I n vestme n ts S EK . M ......................................................................... 246 .......................... 217
O p e rat|ng cash rowSEK M* ......................................................... 1776 ....................... 1 96 8
Averagenumberofem pIo y e e s ..................................................... 6272** .................... 6 58 0

Share data
Incomeper share afterfull tax ................................................................................................
.......... beforenonrecurr|ng|temsSEK267259
.......... af‘ternonrecurr|ng|temsSEK267239
Shareholders equ|ty pershareSEK ............................................. 534 ......................... 4 99
Number of shares outstanding 463,558,252 463,558,252

* Before nonrecurring items
** First six months

Quarterly data

Q1/96 Q2/96 Q3/96 Q4/96

Operating income before
nonrecurring items 319 422 482 500 334 407

Income before income taxes

and minority interests 298 274 465 493 352 406
e S e e e
M|nor|ty|nterests ........................................................................................ L e L o
s 1o 75 Ve o1 34 o4
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Sales by division




Addresses

Front cover photo:

Swedish Match is main sponsor for the Swedish Match
Cup taking place in Marstrand, Sweden in July every
year. This year’s event was more exciting than ever
when the entire sailing elite gathered to participate in
the World Championship in Match Racing.

Cover: Dan Ljungsvik
Other pictures: Janne Olander

Product Divisions

Swedish Match

Chewing Tobacco Division
P.O. Box 11588

Richmond, Virginia 23230-1588
USA

Tel. +1 804 287 3220

Fax +1 804 287 3282

Swedish Match
Cigarette Division
SE-118 85 Stockholm
Sweden

Tel. +46 8 658 0140
Fax +46 8 668 7217

Swedish Match
Cigar Division

P.O. Box 306

NL-5500 AH Veldhoven
The Netherlands

Tel. +31 40 250 4604
Fax +31 40 250 4696

Swedish Match
Lighter Division
P.O. Box 222
CH-1260 Nyon 1
Switzerland

Tel. +41 22 363 9111
Fax +41 22 361 9912

Swedish Match
Match Division

P.O. Box 222
CH-1260 Nyon 1
Switzerland

Tel. +41 22 363 9111
Fax +41 22 363 9172

Swedish Match

Pipe Tobacco Division

P.O. Box 11588

Richmond, Virginia 23230-1588
USA

Tel. +1 804 287 3220

Fax +1 804 287 3232

Swedish Match
Snuff Division

Box 77

SE-401 21 Goteborg
Sweden

Tel. +46 31 80 86 00
Fax +46 31 15 61 04

Sales Regions

Swedish Match

North European Sales Region
SE-118 85 Stockholm

Sweden

Tel. +46 8 658 0200

Fax +46 8 720 6928

Swedish Match

West European Sales Region
P.O. Box 306

NL-5500 AH Veldhoven

The Netherlands

Tel. +31 40 250 4604

Fax +31 40 250 4696

Swedish Match

East European Sales Region
SE-118 85 Stockholm

Sweden

Tel. +46 8 658 0200

Fax +46 8 84 20 15

¥
SWEDISH MATCH

Swedish Match

North American Sales Region
P.O. Box 11588

Richmond, Virginia 23230-1588
USA

Tel. +1 804 287 3220

Fax +1 804 287 3208

Swedish Match

Latin American Sales Region
Rua Visconde de Piraja, 250-5th floor
Ipanema

22410-002 Rio de Janeiro, RJ

Brazil

Tel. +55 21 522 1122

Fax +55 21 522 1980

Swedish Match
Asia/Pacific Sales Region
P.O. Box 222

CH-1260 Nyon 1
Switzerland

Tel. +41 22 363 9111

Fax +41 22 361 9912

Swedish Match

Africa/Middle East Sales Region
Centro Comercial

Gran Via de Hortaleza

C/Arequipa, 1

E-28043 Madrid

Spain

Tel. +34 1 381 6400

Fax +34 1381 7873

Swedish Match
Advertising Products
P.O. Box 222

CH-1260 Nyon 1
Switzerland

Tel. +41 22 363 9111
Fax +41 22 361 9912

SE-118 85 Stockholm - Tel. +46 8 658 0200 - Fax +46 8 658 3522

- Print: Falkenbergs tryckeri.

Design: Solbergs, Géteborg



