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Facts at a Glance

Group 2003
Group net sales in CHF million 508.4
Change over previous year +29.8%
Cash flow in CHF million 57.1
Change over previous year +28.3%
EBITDA in CHF million 65.3
Change over previous year +18.7%
EBIT in CHF million 31.2
Change over previous year +3.2%
Group result (excl. third party interests) in CHF million 23.1
Change over previous year +14.9
Investment in fixed assets in CHF million 41.8
Equity (excl. third party interests) in CHF million 452.2
as % of total assets 63.7%
Number of employees g=2180
Net sales per capita in CHF 233 230
Net value added per capita in CHF 140 390

Net value added = Net sales minus material costs of products sold

For 4 year comparisons see financial review on pages 36/37

Gurit-Heberlein AG 2003
Result in CHF million 15.3
Dividend 24%
in CHF per bearer share at par CHF 100.- 24.-

in CHF per registered share at par CHF 20.- 4.80
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Report of the Boa

After completing crucial steps on the way towards funda-
mental structural change in the Group the previous year,
Gurit-Heberlein began 2003 in a new formation. During the
first two years of the new millennium, Gurit made

a considerable number of acquisitions that put it clearly
on course for its new strategic positioning in Chemical
and Synthetics Technology. The large acquisitions were
all consolidated for the first full financial year in 2003.
From this point of view, 2003 was the start of a new era in
the company’s history. However, in view of the fact that
certain companies had belonged to the Group for differing
lengths of time during the previous year and the one
under review, and that a number of new acquisitions were

a0 . .
made in 2003, it is still not possible to make an uncon- O N g oln g INNO-
ditional direct comparison of the key figures for different 3 3

parison of e Ky 19 vation is part of a
years. Nevertheless, the Financial Statements are .
a sound indication of the Group’s potential for further (@ I early d efl N ed

development. The first year for the newly positioned
Gurit-Heberlein Group got off to a very auspicious start
in the Industrial Applications Division. The result of

the Health Care Division was affected by a number of
negative, special factors.

Group strategy.”

Today, Gurit-Heberlein is a leading international player in
the Chemical and Synthetics Technology sector. In many
segments of the market, the Group can rightfully claim
to be at the forefront of technological development. With
a solid new basis in technology and expertise, Gurit

has carved out a leading position as a specialist supplier
in selected market segments.

Management’s main priority in 2003 was the organiza-
tional, technical and, in some cases, geographical
amalgamation and consolidation of the Group’s new in-
dustrial platform. At the same time, steps were taken

to position the two Group Divisions’ broad basis of tech-
nology and expertise prominently in their markets.

Clear development and growth strategies were drawn up
for all four of the Group’s strategic markets: the dental
and medical sectors for the Health Care Division and the
markets for high-performance composites and fiber
technology components in the Industrial Applications Divi-
sion. All these are in harmony with the Group overriding
strategy and clearly mark out the tasks that lie ahead. This
strategic direction is described in greater detail on

the following pages. One factor all market sectors have

in common is their global — or at least international -
orientation. This is the reason why, in the recent past,
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Strategic Group re

Clearly defined development and growth
strategies based on the Group’s focus on
chemical and synthetics technology

have been drawn up for both divisions.
Several important steps were taken in

this direction last year. Today, Gurit clearly
leads the market or is at the forefront

of technological advance in many market
segments and selected applications.
During the year under review the Group
posted a significant increase in profit

but a number of negative occurrences and
unforeseeable developments meant

that earnings failed to live up to expecta-
tions. However, with its existing tech-
nology and expertise behind it, the Group’s
potential for growth remains intact and
very high.

In recent years the Gurit-Heberlein Group has geared
itself strategically to the needs of the future-oriented
chemical and synthetics technology sector. In the process,
Gurit has consciously built on the existing expertise

of Group companies in various industries and expanded
them to their current size. Although no fewer than

13 new companies or operations have been acquired or
newly founded in the past three years, the Group’s
realignment was an organic process with a great deal of
internal support. The Group’s decentralized manage-
ment structure has facilitated expansion of Industrial Ap-
plications and Health Care, together with each of both
divisions’ two respective markets. The transformation and
integration process remained manageable and control-
lable every step of the way.

Gurit is ideally positioned for a successful future. Firstly,
the Group is a leading player in its chosen markets

and, secondly, it has a broad and well-documented tech- = -
nology basis in several specific areas. Gurit is aiming a

for technological and market dominance as an innovative



“InNnovative solutions and close
cooperation with the customer secure
successful positions.”




Strategic Group re

systems supplier in four clearly defined sectors:

Gurit Composite Technologies, Gurit Fiber Technology,
Gurit Medical Business and Gurit Dental Care. Effec-
tively, this means that the task Gurit sets itself does not
end with the manufacture of semi-finished goods and
products but also consciously includes R&D, engineering,
application technology and close cooperation with the
customer.

Acquisition phase virtually complete
Gurit-Heberlein adopts a conceptual strategic approach.
Indeed, one of the Group’s important maxims is
“Thinking in concepts”. The Board of Directors and Group
Management have defined clear development and
growth strategies for the four target market based on the
Group’s express strategic thrust. The core elements of
this thrust are identical for all four sectors:

e support on a broad basis of technology and expertise

e conceptual system thinking

e the aim for technological and market leadership
Essentially, the Group’s new industrial direction has been
put into place. At the end of last year, Gurit had some
2300 employees worldwide and, with this kind of scale,
now has an excellent basis for organic growth. This

is not to exclude the possibility of small-scale acquisitions
in the future. The Group is continually weighing up the
possibilities of external growth, particularly if a company
or specific operations would fit in with Gurit’s strategic
planning and strengthen its position. With this in mind, an-
other three new acquisitions were made - or largely
finalized — during the year under review. This, together
with the fact that companies acquired in 2003 figure

for the first time in full in the company’s accounts, means
that any direct comparison of last year’s figures with
previous ones is only of limited value. This notwithstand-
ing, they provide a good idea of the Group’s potential.
Changes in the Group’s structure are explained in detalil
in the individual divisional reports.

Marked leap in sales

Taking the Group as a whole, Gurit posted a 30% increase
in sales to CHF 508.4 million in 20083. Of this figure, an
important part can be attributed to changes in the com-
panies consolidated or to the first full year’s consolidation
in the case of some Group members.

A weaker dollar was one of the main reasons why sales
posted by the Health Care Division fell from CHF 207.1 mil-
lion the previous year to CHF 203.1 million. At the same

time, the Industrial Applications Division reported a signifi-
cant leap in sales from CHF 179.6 million the previous
year to CHF 300.9 million for 2003. There has thus been
a clear shift in the relative weighting of the two divisions
towards industry, which now accounts for some 59.2%
of sales. With important sections of the division now
focusing on extremely dynamic growth markets, this sec-
tor will almost certainly have higher growth potential in
the future. Astonishing growth rates were posted for cer-
tain market segments during the year under review.

Sales to manufacturers of large-scale wind energy plants,
for instance, rose by more than 20% in value terms

and those to the aviation industry by 18% in volume.




Unexpected cumulation of problems

Apart from exchange-related effects, sales also suf-

fered from an accumulation of negative developments
which were either surprising in terms of sheer scale

or completely unforeseeable. In Asia, for example, which
is an important market for Gurit Fiber Technology, the
SARS lung epidemic brought sales during the second and
third quarters to a virtual standstill. Unexpected prob-
lems also arose in the medical sector, where an expansion
of production and capacity discussed with customers
proved to have been too optimistic and too early. At the
same time, the costs involved in the organizational

and geographical amalgamation of dental operations in
North America and, to a lesser degree, in Europe, had
been underestimated. These drains on Group resources
are clearly of a temporary nature and should soon result
in more efficiency.

Comfortable balance sheet ratios

The balance sheet remained solid. Even if the sum total
of all the goodwill listed in the balance sheet, the

value of which is undisputed, were set off against equity,
the latter would still account for 45.3%. Shareholders’
equity amounted to CHF 452.2 million at the end of the
year. Reflecting the increased total of assets, the

equity ratio fell from 67.6% last year to 63.7% this year.




Strategic Group re

Solid growth prospects

Gurit expects clear increases in sales and profitability in
the future. The driving force for further growth is the
solidly based industrial platform, which has been consoli-
dated and is now geared to high-growth markets.

Gurit Composite Technologies has a comprehensive tech-
nology basis that has made it the leading materials
supplier for numerous areas of application in its markets.
Wind power has proved itself to be a competitively priced
form of renewable energy and will be pushed strongly in
the future. Merely to achieve the EU’s target of drawing
10% of its energy from renewable sources by 2010 means
that growth rates in this area will be over 20% in the
years ahead. The signs are also set for growth in other
composite markets.

Gurit Fiber Technology and its technologically advanced
key components today cover practically the entire
value-added chain in the fiber industry from extruders to
bobbins. The speed and significance of the sector’s
innovative thrust combined with its worldwide marketing
have secured this position for a long time to come.

Gurit Medical Business has made good use of its multi-
technology solutions approach to establish itself as

an important manufacturer and development/production
partner for plastic products used in medical, diagnostic
and pharmaceutical operations.

Gurit Dental Care is a one-stop shop offering a full range
of dental treatment products and has a reputation as

a precursor in aesthetic dental restorations. It has an ex-
tensive worldwide distribution network.

In addition to these advantages, expansion generates
other benefits such as synergetic effects and economies
of scale, flexible production capacities as well as more
efficient distribution structures, greater innovative strength
and, last but not least, the improved ability to open

up new markets. All these factors will contribute to future
growth in sales and profitability.

High innovative strength

In the course of the past year, Gurit invested significant
sums in research and development in all divisions.

For customers, genuine innovations represent answers

to open questions and Gurit-Heberlein Group com-
panies launched numerous new developments on the mar-

ket. Across the entire Group, a good 3% of sales was
invested in research and development. Other significant
investments in fixed assets during the year under re-
view applied mainly to property, plant and equipment
amounting to CHF 41.8 million.

Of top priority in 2003 was the amalgamation of
traditional activities with those new to the Group.
Significant milestones in this process are described in
greater detail in the individual division reports.

At Group level, operative and organizational integration
as well as the internal transfer of know-how were all
important but special attention was given to making Gurit-
Heberlein’s new structure and strategy transparent

and understandable for everyone involved internally and
externally. The wait-and-see attitude adopted by parts

of the financial world towards the Group when its new di-
rection was introduced has since given way to a gen-
uine and profound interest. Gurit-Heberlein AG stock is
the subject of regular comment by numerous financial
analysts.

10






Industrial Applicatior

In 2003 the Industrial Applications Division
posted sales of CHF 300.9 million,

a 68% increase. This was the first full year’s
consolidation for acquisitions made in
2002. New acquiisitions were made in both
sectors — Gurit Composite Technologies
and Guirit Fiber Technology — and Gurit fur-
ther consolidated its position as a leading
market player and technological innova-
tor. Profitability will be further improved by
integrating production facilities and co-
ordinating procurement, development and
marketing activities. After an unsatisfac-
tory result in the previous year, operating
profit rose to CHF 19.1 million but with

an EBIT margin of 6.4% failed to reach the
10% targeted.

Gurit Composite Technologies is one of the leading
international suppliers in the rapidly expanding advanced
composites market. Compared with the 2002, sales in
this sector almost doubled. The lion’s share of this can be
attributed to UK-based SP Systems, which was fully
consolidated for the first time last year. The amalgamation
of the companies acquired during the past two years

has substantially strengthened the technological and pro-
duction basis and generated a high level of regard in

our target markets.

Using synergies for growth

Project groups made up of representatives from several
Group companies work closely to develop new products
and open up new markets. The level of coordination

now possible across the entire Group has also opened

up new synergies in the purchasing of raw materials

and in capacity utilization, which will be used more effec-
tively and selectively in the future. Since late summer,
some production runs successfully at affiliated companies.
In the course of 2003, newly completed factories,
completely reorganized production processes or extended

12



“The Group will remain
on course for growth
iNn the years ahead.”




Industrial Applica

facilities went on stream in Spain, Germany, and
Switzerland.

Opening up the North American market
Following the takeover of the assets of ATC Chemicals in
Canada in the summer of 2003, Gurit now has its own
structural core production facilities. This plant will provide
a basis for Gurit Composite Technologies to make sig-
nificant progress in this region. The addition of Core-Cell®
to the broad product range further strengthens the
Group’s position as a strategic supply partner to major
wind energy customers, and offers tangible benefits

over incumbent core suppliers.

Strong position in the wind power market
A process of international consolidation is beginning to
take place in the wind power systems sector. Several
smaller producers have already exited the market while
the merger between the industry leader Vestas and

the number three, NEG Micon, will likely have an affect on
other large-scale manufacturers. These changes have
also brought new challenges for suppliers. Factors such
as the ability to guarantee capacity as and when re-
quired, mutually compatible product systems, contractu-
ally agreed, long-term delivery conditions and the
cross-border procurement channels preferred by some
companies call for a certain minimum scale.

Gurit meets all these criteria and has cemented its
position by broadening its supply base through increased
plant qualification and new products. Apart from this,
Gurit Composite Technologies is also benefiting from

a clear trend towards the use of carbon prepregs in

the manufacture of wind generators. This is a technol-
ogy which the Group’s British subsidiary, SP, has

been using in its marine business for years. Today, four
of the world’s five leading manufacturers of wind

power systems obtain a wide range of pre-impregnated
prepregs, structural core, bonding systems, infusion
resins and gel coats from SP. In addition to this, applica-
tion technicians work closely with customers on their
development work.

According to estimates within the industry, growth rates in
the wind energy market will remain well double digit

in the years ahead. The EU’s target alone, which involves

obtaining 10% of its power from renewable sources

by 2010, implies growth of at least 20%. These sustained

levels of growth are guaranteed at political level by

14






Industrial Applica

of reinforcement straps used in the reinforcement or
renovation of large constructions such as bridges or wide-
span ceilings has led to an increase in sales, and further
progress has been made on a number of promising projects
in the oil and gas production industries.

Nowadays, new, tappable oil deposits are found further
and further out at sea. With conventional steel tubing,

it is not possible to go down to depths of up to three kilo-
metres from a floating platform, which is why drastic
weight reductions are needed here, too. The main require-
ment in this industry is for risers made of thermoplastic
composites, through which the oil can be pumped from the
sea bed to platforms or tankers. Composite materials
lend themselves to the production of pipes that can be
wound and unwound as needed, go down to enor-

mous depths, withstand temperatures of up to 300°C and
even have wider diameters than steel pipes.

Winter sports in the consumer trap

The winter sports business remains difficult. In the market,
there are considerable overcapacities. The big snow-
board and carving ski boom is over, with many consumers
having been forced to cut their spending on leisure time
and sporting activities. Skiing is a traditional sport and
has been exposed to increasing competition from a con-
tinuous stream of newer sport activities. Estimates in

the industry now suggest that one skier in five — or even
four — prefers to rent his skis today than buy them.
Thanks to a tough cost management Gurit Composite
Technologies was able to successfully maintain its
position in this market.

A complete product range

for the multi-stage fiber industry

Sales in the Gurit Fiber Technology Division grew solidly,
not least thanks to the acquisition of German competitor
Wetzel, Grébzig. Despite the present difficulty of the eco-
nomic climate, this area has lost none of its long-term
attraction and was resolutely expanded. Further growth in
the fiber technology sector was achieved with the ac-
quisition of Wetzel, Grébzig, effective in October 2003, the
foundation of a Group-owned subsidiary in the polymer
filtration sector and the conclusion of takeover negotia-
tions for Swiss-based Electrotex with effect from January
1, 2004. Integration of Wetzel has made Enka tecnica

the world’s top producer of standard-size and large spin-
nerets; in other words, the components used for the

melt spinning of polymers.
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Health Care

The Health Care Division closed the year
with a 2% decrease in sales to

CHF 203.1 miillion. This meant that both
the dental and medical sectors failed

to meet expectations. After a run of ex-
tremely successful years, several nega-
tive, exceptional factors brought the Divi-
sion’s contribution to the Group result
down drastically. Regardless of this, how-
ever, the companies were able to con-
solidate their market positions and look
toward the future with confidence.

After the acquisitions of recent years, made with ex-
pansion in mind, the main focus in the Gurit Dental Care
sector was on integrating all activities in new, forward-
looking organizational and market structures. Companies
have been regrouped, both in Europe and in North
America. In Europe, production, distribution and manage-
ment of the German and Swiss operations have been
brought together under joint, lean management in two lo-
cations: in Switzerland these are Altstatten and nearby
Rathi, and in Germany Langenau. This has eliminated du-
plication of certain activities but has also facilitated
cooperation in other important areas such as research
and development or certain staff functions.

Underestimated side-effects of the move
In terms of geographical integration Gurit Dental Care
went even a step further in North America. Here, all exist-
ing production facilities were brought together under

a single roof in Akron, Ohio. Apart from its facilities in
Mahwah, New Jersey, and Ivyland, Pennsylvania,
Coltene/Whaledent had been running an operation in this
area for several years at Tallmadge, Ohio. While the
construction of the new manufacturing and logistics facili-
ties went ahead as planned, the recruitment of suitable
staff and the seamless transfer of production know-how
created problems on a much greater scale. Ultimately —
despite the Americans’ reputation for mobility — fewer

18
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Health Care

employees were prepared to move to Akron than initially
assumed and individuals with crucial know-how had

to be given additional incentives to move. Passing on the
necessary expertise to a total of 250 new employees

posed the company unexpected problems. New members

of staff had to be trained on the job by those leaving

the company, either at the old location or at the new one,
which temporarily led to expensive duplication of jobs,
production downtime and additional operating costs not
only on the first half but also for the second half of 2003.
These teething troubles have been surmounted and from
now on Gurit Dental Care will start to profit from the
increased efficiency made possible by the modern infra-
structure in Akron.

In connection with the move to the US and reorganization
in Europe, distribution structures also underwent

change. From now on, trading partners on both sides of
the Atlantic can take advantage of a full range of pro-
ducts manufactured either in Europe or America and de-
livered from central depots in each of the two regions.
The fact that the entire range of dental treatment needs is
now covered by products from the Colténe/Whaledent
Group manifests itself in distribution. The all-inclusive ap-
proach is reflected in a newly designed catalogue,

valid worldwide, which organizes products in terms of
symptoms and treatments for different customer

groups, such as dental surgeons, dental laboratories

and trading partners.

Sales documentation apart, Coltene/Whaledent is also
opening up new paths in other areas. As a pioneer

in the field of aesthetic dentistry, the company has con-
sciously adopted the role of active knowledge broker.
At the end of 2002, a first international symposium ad-
dressing trends in modern dentistry, and organized
entirely by the company, was a big success and had a pos-
itive effect on customer relations in the year under re-
view. The second event in the series is to be held in the
spring of this year and, like the first one, will feature

a number of top-ranking international speakers.

Economy slows sales

The economic situation during the year under review

in both of the dental sector’s main markets, the US and
Germany, was hardly encouraging. In the US, the process
of axing traditional forms of employment, uninterrupted
for almost two years now, was reflected in falling demand
for dental treatment. In the past, jobs in industry have

usually come with generous health insurance packages;
these are virtually unknown in the low-entry-threshold
jobs currently being created in the service industry. On
balance, insurance coverage for dental treatment in

the US has worsened noticeably, with the result that cer-
tain treatments are now either being postponed or
reduced to the medically acceptable minimum. In South
America the difficult economic situation pushed sales

in the dental sector of certain important national markets
down considerably. To cap it all, the weakness of the
dollar had another negative effect on sales.

In Germany, the effects of health reforms that are now
being implemented and generally cautious consumer sen-
timent depressed market growth. Reduced state insur-
ance coverage in the health sector in Germany is one of
the main reasons for stagnation in the market. From now
on only basic treatments will be covered by patients’
health insurance; those requiring anything more elaborate
increasingly have to pay for it themselves. While sales

in Germany remained at just about the same level as the
previous year, Coltene/Whaledent chalked up successes
and acquired new market shares in the rest of western
Europe, in southern and eastern Europe and, last but not
least, in several non-European export markets.

20






Health Care

products. In the medical sector, the implementation of

a project from the original idea, through test phases and
all the way to launch, generally takes up to two years and
more. Whether and how quickly new projects will

actually result in series production always involves a de-
gree of uncertainty. In the case of one major customer,
for example, capacity was expanded and scheduled in the
course of 2002 but was then only partially used during
the year under review. The customer was unable to launch
a new product, for which Medisize was supplying
important components, as quickly as planned, with the
result that orders were reduced and existing stocks

at the client first had to be used up. Cooperation with
other major customers, on the other hand, went ac-
cording to plan. The ongoing weakness of the dollar turned
out to be disadvantageous for developments in the

OEM disposable medical products sector, with margins
on products sold in the US coming under significant
pressure.

Medisize managed to finalize new production agree-
ments with several well-known customers. The company
will in future be manufacturing special catheters

for cancer treatment under strict clean room conditions.
Nucletron, a member of the Dutch Delft Instruments
Group, specializes in cancer therapy and is the world’s
most important supplier of the afterloading brachy-
therapy systems used in radiation therapy. Brachytherapy
is designed to target and treat tumours directly in the
body using minimal dose rates. The catheters manu-
factured by Medisize are used for the interstitial radiation
treatment of breast cancer. Depending on the size of

the tumour, up to 36 catheters are positioned in the breast
to be treated. One of these catheters, both of whose
buttons lie on the outer surface of the breast, can be seen
at the centre of the illustration opposite. During radia-
tion treatment hollow needles (also shown in the illustra-
tion) are fed into these catheters and enable tiny
radiation sources to be conducted from an afterloading
system to the tumour requiring treatment. Unlike

earlier therapies with external radiation sources, which
take anything from five to seven weeks, brachytherapy re-
duces the duration of treatment to five days. Women
receiving therapy are treated as out-patients and keep
the non-irritating catheter in the breast throughout.

Their everyday lives are scarcely affected. Medisize and
Nucletron cooperated closely on the development of

the COMFORT® Catheter System, which has already re-
ceived FDA approval. Medisize’s contribution to the de-

velopment was largely related to materials, plant and
packaging issues but also extended to process develop-
ment and the ensuing validation. Among other things,
manufacture of the catheter system calls for a knowledge
of injection moulding, deep-drawing, assembly and
packaging.

Extending the technology basis

Gurit Medical Business also made significant progress on
organization and production technology-related matters.
The manufacturing facilities were amalgamated in a single
management structure and clearly divided into two fields
of activity: Airway Management (respiratory products) and
Development & Manufacturing. Towards the end of the
year, both sectors received the benefit of a further produc-
tion technology: liquid injection moulding (LIM) is simi-

lar to thermoplastic injection moulding but is used for the
processing of silicone rubber. The new production ma-
chines have been installed in the factories in Ireland and
the Czech Republic and are used both in the manufac-
ture of respiratory products and OEM operations. In the
respiratory products segment, for instance, the LIM
process is ideal for the manufacture of the bags used for
respiratory training during recuperation as well as for

the physical increase of lung capacity in sports training.
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