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30-59 In 2005 KappAhl has further reinforced its position as the 
largest fashion retailer in Sweden and one of the leaders in 
the Nordic region. This is partly a result of our decision a 
few years ago to put the customer first. We have spent a lot 
of time getting to know our customers and their needs so 
that we can create the clothes that they want to buy. The 
strength of this idea is born out by high levels of customer 
satisfaction and by the fact that we are now reporting on  
another successful period.  

KappAhl has moved its financial year-end forward, and so 
this report covers the period from January to August 2005. 
We are making this change because analyses and compari-
sons with other players in the industry are easier if our  
accounts cover the same periods. 

KappAhl sells clothes for all the family, and this report 
presents some of the frequent and carefully planned cam-
paigns we mount to promote them.
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Eight months into 2005, President & CEO Christian W. Jansson 
and Executive Vice President Paul Frankenius are in complete 
agreement that so far it has been an outstanding year.
“The strong finish to 2004 paved the way for a good start to 2005.” 

KappAhl is reporting operating profit of just over SEK 400 million 
on a rolling 12-month basis. Operating profit for the period January- 
August 2005 was SEK 170 million – a good result and also a histo-
ric breakthrough as the company has never before turned a profit 
after the first eight months of the year. 
“We hit break-even earlier than ever before,” says Christian W. 
Jansson. “So we have every reason to be pleased.” 

To move in line with other players in the fashion industry, KappAhl 
is reporting on a shorter financial year this year. Comparisons and 
analyses are easier if our accounts cover the same periods. 

Despite slightly weaker sales growth than planned, margins are 
much better. This is the result of a project launched in 2004 with 
the specific aim of growing our gross margin. 
“We have established a new, higher level of gross margin without 
putting up prices – in fact we’ve tried to keep prices down,” says 
Christian W. Jansson.
“The two most important factors in improving our gross profit 
are that we’re buying more cheaply and selling less in cut-price 
sales,” adds Paul Frankenius. 

The company’s mission of providing “value-for-money fashion 
with a wide appeal”, formulated in 2002, has taken a few years to 
sink in but has now gained a firm foothold. 
“When it comes to our product range and marketing, we’ve a  
really great team here,” says Christian W. Jansson. “The customer 
is always at the centre of things, and there’s been a growing self-
assurance in recent years. We’ve grown more comfortable with the 
customer. Instead of creating the clothes that we want to sell, we’re 
creating the clothes that the customer wants to buy. That’s a key 
distinction.” 

The corporate culture launched last year has also put down 
strong roots. According to the CEO, the “courage, commitment 
and the will to win” concept is just a way of formulating an exist-
ing attitude. 

“We want to achieve more, and we’re capable of achieving more 
– you can see it throughout the company,” says Christian W. Jans-
son. “This is one reason why things are going so well. We’ve fur-
ther reinforced our leading position in the Swedish fashion market 
during the year.” 

Uncertainty about the dollar and Chinese revaluation, but above 
all the confusion over textile imports from China, have given cause 
for concern for many fashion companies during the year. 
“We were aware of the problem and planned for it,” Paul Franke-
nius explains. “Even before the start of the year we prepared the 
company for a freeze on imports and the possibility of increased 
costs by transferring production to other countries. Thanks to 
these steps we coped with the situation quite well.” 
“Future Chinese revaluations are a worry in the longer term,” 
adds Christian W. Jansson. “Everything else being equal, these 
would result in higher purchasing costs.” 

To improve the reliability and quality of purchasing and de-
liveries, KappAhl has further expanded its presence in supplier 
countries. In a bid to bring store and factory closer together,  
experienced people from headquarters have been posted to all of 
our overseas offices. 

During the year the executive management team has decided 
to sharply increase the number of stores in the chain. The goal is 
to open 10-12 stores net each year, except for the first year when 
the figure may be even higher than that. This expansion will take 
in all of our markets. The CEO reckons that KappAhl’s future is 
bright: 
“The line we have chosen to take is working well, and there’s 
nothing to suggest that this is about to change,” says Christian 
W. Jansson. “The challenge now is to make our products avail-
able to more customers. Our ability to generate new stores will be 
the key factor here. Our mission and vision stand absolutely firm, 
including our goal of being the most profitable fashion chain. We 
can still do so many different things so much better – which is 
what makes it so exciting to go to work each morning!”

ANOTHER FANTASTIC YEAR 
KAPPAHL TURNS A PROFIT EARLIER 
THAN EVER
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KappAhl’s target group is women aged 30-50 with a partner and 
children. These women spend a lot of money on clothing both for 
themselves and for their families. We know that these custom-
ers want to feel fashionable and well dressed, and together they 
make up a very large market. KappAhl’s choice of target group 
and mission of providing “value-for-money fashion with a wide 

appeal” are therefore highly appropriate and have already made 
us one of the Nordic region’s largest players in ladieswear. By 
continuing to meet our customers’ needs for contemporary and 
value-for-money fashion, we also aim to make a reality of our  
vision of being “the market leader and the most profitable fashion 
chain in the Nordic countries for our target group”.

WOMEN WHO BUY 
FOR ALL THE FAMILY  

KAPPAHL’S MOST IMPORTANT  
CUSTOMERS
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The clothing market is enormous, and KappAhl competes not 
only with other fashion companies. More and more players want a 
slice of what is left once consumers have paid the month’s bills. It 
is vital to maintain a high profile and be clear about what you have 
to offer so that customers can easily evaluate and absorb it. This 
makes campaigns one of our most important activities. This is 
confirmed by the major differences in sales that we see between 
campaign periods and non-campaign periods. During campaigns 
both the average purchase and the number of customers making 
purchases increase. 
KappAhl sells fashion for all the family. To exploit the strength of 
this concept, we run some campaigns jointly across our different 

business areas. The chances of cutting through the media clutter 
are greater when one message speaks to all – women and men, 
adults and children. 

The foundation of any campaign is a clear and attractive offer. 
Our big “Hug me” campaign during the spring was a good  
example, combining special offer and brand-building. The warm 
presentation and simple message “25% off all trousers” had a  
major impact, resulting in increased sales and market share. All  
of the images in the campaign depicted real relationships: the 
models were either parents and children or siblings.

OUTDOOR CAMPAIGN, SPRING 2005
THEME: “HUG ME”

WARMTH AND CLOSE RELATIONSHIPS 
MAKE FOR SUCCESSFUL CAMPAIGN
REFRESHING CONTRAST TO MORE  
DETACHED FASHION ADVERTISING
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The store is the marketplace where the battle for customers takes 
place and is therefore our most important forum. We currently 
invest more in our stores than in external communication, and 
campaigns are the tool we have to tempt more customers to visit 
KappAhl. This means that we must be clear and consistent in our 
presentation and message. The “All short trousers SEK 199” 
campaign in May was a textbook example where the customer 
encountered the same message over and over again in press ads, 
in direct mailings, on billboards, in our display windows and right 
on into the stores themselves. 

Campaigns give stores a variety of tools to work with, in the form 
of products, mannequins, stands and graphical materials. We have 
just a few seconds to capture customers’ attention, so it is impor-
tant to dress the whole store during campaigns. Once customers 
are inside, they should never be in any doubt about what it is that 
we have to offer right now. So that our range is always seen as 
fresh and new, both presentation and message are changed regu-
larly both in display windows and inside the store. Of all the  
messages with which people are bombarded in town, KappAhl’s 
must be the one that reaches out and grabs them.

DISPLAY WINDOW, SUMMER 2005 
THEME: “THE SUMMER SHOP”

THE STORE 
IS ALWAYS IN FOCUS
ONLY THE MESSAGES 

CHANGE
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KappAhl was quick to step up as sponsor when hit musical Mamma 
Mia came to Sweden. The joyful warmth and multi-generational 
appeal of the musical tie in perfectly with the KappAhl brand. 

We decided to make a real splash rather than just being men-
tioned on flyers and advertisements. At the Stockholm première 
in February KappAhl was on everything from the theatre staff’s 
T-shirts and jackets to programmes and cloakroom tickets. The  
T-shirts were also sold in the theatre shop, and the sponsorship 
was tied into a jacket campaign for both men and women: “Mamma 
Mia! Jackets from SEK 399”. The campaign worked wonders in 
all four of KappAhl’s markets – after all everybody knows ABBA. 

This sponsorship gave us an opportunity to meet our customers 
in a brand new way. For example, we invited around a hundred 
winners of an in-store competition to the dress rehearsals. 

Effective relationship marketing on a large scale takes place 
using our various loyalty cards. We get a fantastic response to our 
mailings to Coop Medmera customers in Sweden, and the Coop card 
in Norway and Ykkösbonus card in Finland are also working well. 

Naturally the main aim of campaigns is to bring in more  
customers and grow our sales, but they also mean a lot for self-
confidence at the company. Maintaining a high profile is a success 
factor at every level.

MAILING TO LOYALTY CARD CUSTOMERS AND DIRECT MARKETING TO HOUSEHOLDS, SPRING 2005 
THEME: “MAMMA MIA!”

MAMMA MIA – 
CAMPAIGN AND  
SPONSORSHIP IN ONE
NEW WAY FOR KAPPAHL TO  
MEET THE CUSTOMER 
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A few years ago we decided that KappAhl should be good at trou-
sers, and now we are the Swedish market leaders. Constantly 
growing sales show that our customers appreciate the work we 
have put into improving quality and fit. 

New trousers are even more fun with a fresh top to go with 
them, and KappAhl is also the number one for hosiery. This prod-
uct group is growing in all of our ladieswear collections. 

Two years ago we made a big push into accessories, and we are 
now really reaping the rewards – sales are snowballing. Not that 
this comes as that much of a surprise: belts, scarves, bracelets and 
hats are cheap and funky accessories which can quickly brighten 
up a look. 

The Body Zone underwear range is also performing well. Our 
recurring “All bras SEK 99” campaigns work amazingly well – and 
customers almost always choose to buy matching briefs as well. 

Today’s fashions are broad and provide scope for many differ-
ent styles. We now know our customers well – we know that they 
are not interested in the extremes of fashion, and so we pick the 
best of all contemporary trends and phenomena for our particular 
target group. When we then present this range in attractive  
displays in our stores, we know we are both making life easier and 
saving time for our customers quite simply by helping them to 
find just what they want – and fast.

BEST IN SWEDEN  
AT LADIES’ TROUSERS

CONTINUED POSITIVE TREND 
AT LADIESWEAR

PRESS ADVERTISEMENT, SPRING 2005 
THEME: “ALL TROUSERS SEK 199”
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Menswear has the wind in its sails right now. Blazers, suits, shirts 
and ties are back in fashion, as reflected in the upswing for Madi-
son Avenue, KappAhl’s well-dressed concept. Jeans are always 
trendy, and customers have now discovered our own leisurewear 
brand Redwood, which has sold very well and markedly better 
than last year. 

Our competitors have been investing heavily recently, and the 
entire industry seems to be focusing more on menswear. New 
players are also on the way in, so it is important to be on the alert. 
For us this means continuing to develop KappAhl’s various mens-
wear concepts and promoting attractive offers in our campaigns. 
One of the most important aspects of this work is deciding what 
we should be promoting and how to get the message across. Dur-
ing the spring we mounted several successful campaigns, includ-
ing promotions for suits, shirts and jeans. The “Suits from SEK 
898” offer was marketed in stores alongside KappAhl’s big trou-
ser campaign. The shirt campaign was an in-store promotion for 

KappAhl’s own brands. The “Two shirts for SEK 299” offer, com-
bined with clear graphical materials, really hit the bull’s eye, and 
shirts practically sold out. 

During the world ice hockey championships we tried out 
new ideas with very positive results. Together with newspaper  
Aftonbladet we held a competition on the paper’s sports pages 
and on the Internet inviting people to predict the results of  
various matches. Those texting in the correct result won a 40% 
discount on a menswear item of their choice, and even those 
guessing incorrectly were given a 20% discount. 

Many of the biggest campaigns are joint affairs involving all 
of KappAhl’s business areas. At the same time it is important 
to make the most of occasions when the spotlight is on men in  
particular, such as around Father’s Day. However, the most  
important thing is that our customers feel that they always find 
attractive new products and good offers in the stores.

CLEAR MESSAGES 
STIMULATE SALES 
MENSWEAR HOLDS ITS OWN  
DESPITE STIFFER COMPETITION 

DIRECT MAILING TO LOYALTY CARD CUSTOMERS, SPRING 2005 
THEME: “SUITS FROM SEK 898”



1918

Childrenswear grew its sales for the sixth year in a row, despite 
falling numbers of children in the Swedish population. The  
reasons lie in an attractive range and campaigns with strong offers. 
Lab Industries, a new brand of jeans for girls and boys aged 7-13, 
was launched during a winter holiday week. Several of Sweden’s 
largest shopping centres were visited by the “Lab on tour” road-
show, where children competed to win Lab jeans and gift tokens 
on a 4.5 metre jeans-shaped climbing wall. 
KappAhl was also the main sponsor of Metro Cup, Sweden’s larg-
est floorball (indoor hockey) tournament for children aged 8-14, 
which attracted a lot of positive attention. 

Direct advertising during the spring, with attractive offers on trou-
sers and the Kaxs range of basics, resulted in good sales figures.
KappAhl dominates the market for childrenswear for special  
occasions, and as usual sales were strong in Sweden and Finland 
at the end of the academic year. In Norway sales peak ahead of 
Constitution Day on 17 May, while in Poland Children’s Day falls 
on 1 June. 
The big back-to-school campaign in August – a packed direct 
mailing with attractive offers on most things that children will 
need for the autumn season – was also a great success.

DIRECT MAILING TO FAMILIES WITH CHILDREN, AUGUST 2005 
THEME: “SEK 50 OFF ALL TROUSERS”

BULL’S EYE 
AFTER BULL’S EYE
CHILDRENSWEAR JUST  
KEEPS ON GROWING



All of KappAhl’s markets – Sweden, Norway, Finland and Poland 
– are showing much improved profitability. The growth in sales 
shows that our frequent and clear campaigns are hitting home, 
and that customers value KappAhl’s special offers and feel at 
home in our stores. 

New stores have opened in all of our markets during the year, 
and our goal is to continue this expansion. Alongside this work, 
we are continuing to revamp our existing stores to make them 
more attractive and navigable. We communicate extensively with 
customers through our window displays, graphical materials and 
in-store displays. The challenge now is to take our displays to 
new levels in order to give customers even more inspiration and 

give our sales a further lift. Store managers and display assistants 
play a key role in the work to create stores that sell.

KappAhl’s stores have previously differed somewhat from 
country to country, but we are now streamlining our store concept 
to present a more uniform picture. More and more work is being 
handled centrally from headquarters so that staff in the stores  
can devote more time to customers. One important project  
during the spring was to tailor staff density in the stores to cus-
tomer flows so that staffing is highest when customer numbers 
are greatest. Campaigns and store concepts are now consistent 
across all markets, so helping to further reinforce and define the 
KappAhl brand.

JOINT CAMPAIGNS 
IN ALL MARKETS 
STRENGTHEN AND DEFINE 
THE KAPPAHL BRAND

WWW.KAPPAHL.COM SHOWCASES THE LATEST CAMPAIGNS  
AND PROVIDES INFORMATION ABOUT THE COMPANY



Having the right goods at the right time in the right store is cru-
cial for good sales and demands efficient logistics. KappAhl has 
the Nordic region’s most advanced distribution centre, sending 
out goods to all KappAhl stores in Sweden, Norway, Finland and 
Poland. Around 50 million items of clothing are handled each 
year. We have lower logistics costs than our competitors, and costs 
will be pushed down even further as more stores open. 

The KRAFT project was launched in 2004 to increase quality 
and productivity at the distribution centre, with the key themes 
of quality, results, responsibility, improvement and teamwork. 
The idea is for changes to be initiated and agreed from below 
rather than being imposed by management from above, so that 
staff feel a real sense of ownership of the decisions made. Our 
employees have resources that we are keen to tap, and we are 
doing this by working with goal-oriented groups. The members 
of each group set internal targets en route towards achieving the 
wider goals set by management. The group itself decides which 
roles and playing rules are to apply.

The outcome to date is that quality levels have risen from 97% 
to 99%, productivity has increased by more than 20%, and all  

employees feel greater responsibility for overall production. 
Stress has decreased, and job satisfaction is growing all the time. 
Management at the distribution centre have had more time to 
work on long-term, strategic matters. 

This positive experience from the KRAFT project has resulted 
in the IT department launching a similar project. During the year 
KappAhl has conducted a detailed review of all aspects of IT  
in the group. All technology has been carefully analysed, and  
an operations-oriented project has been carried out to verify  
the IT environment so that what looks right in theory also works 
in practice. 

We have also changed our finance system. The new one is more 
efficient, cheaper and more structured, and includes electronic 
management of all invoices. Also new is a cut & make (CM) system 
for production where we buy in cutting and sewing services for our 
own fabrics. 

All transport contracts for both imports and exports were rene-
gotiated with effect from 1 January 2005, which has resulted in 
major savings. 

MORE SATISFACTION 
AND LESS STRESS

SUCCESSFUL PROJECT 
TO IMPROVE QUALITY 
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KappAhl’s customers need to know that the clothes they buy 
are free from hazardous chemicals and other harmful substances. 
They must also retain their colour and shape, and keep on looking 
good even after many washes. We perform extensive and regular 
quality and safety checks both during the production process and 
on delivery – not only for our customers’ sake but also to reduce 
the risks to those working in production. The manufacture of our 
products must also have the least possible impact on the environ-
ment. Inspections at the factories are carried out by quality audi-
tors at our overseas offices. 

KappAhl’s Test and Manufacturing Guide sets out the require-
ments that apply to various kinds of goods and materials. The 
guide is issued to all suppliers and to laboratories carrying out 
checks on our behalf. 

All suppliers have agreed to observe our rules on chemicals. 
The list of banned substances includes heavy metals like lead, 

cadmium and mercury, certain dyes, PVC, formaldehyde and 
brominated flame retardants. To prevent allergies, no metal parts 
that can come into contact with the skin may contain nickel. 

When it comes to babywear and childrenswear, the require-
ments are particularly stringent. KappAhl is involved in work 
on international standards where one of the goals is to prevent 
the risk of accidents by making children’s clothes even safer. We  
already have snap-off hoods on coats and bodysuits, and we avoid 
cords in neckbands and small pieces that could come off. All  
buttons must be firmly attached. 

Many people, both internally and externally, are involved in 
our work on quality and safety. Our most important common goal 
is to try to predict what could go wrong and then stop it from hap-
pening so that KappAhl’s customers are not affected.

CUSTOMERS 
CAN RELY ON US 
QUALITY AND SAFETY 
CLOSELY MONITORED
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KappAhl’s operations impact on people and the environment in 
many different parts of the world. We are happy to shoulder our 
responsibility for this and strive continuously to improve working 
conditions and conserve natural resources. 

But change takes time and is a gradual process. To accelerate 
improvements in working conditions, we have teamed up with 
some 40 other European companies to form the Business Social 
Compliance Initiative (BSCI), which has published a code of con-
duct based on the UN’s Universal Declaration of Human Rights, 
the UN’s Convention on the Rights of the Child, and the ILO’s 
various conventions on workers’ rights and working conditions. 
This new code of conduct will gradually replace each company’s 
own, and suppliers will be audited by independent audit firms 
rather than each company performing its own inspections. Suppli-
ers meeting the BSCI’s standards will automatically qualify as 
suppliers to all member companies. 

These checks reveal current performance but do not actually 
change working conditions. The idea behind the BSCI is to promote 
continuous improvement, and the alliance means that KappAhl can 
now invest more resources in helping suppliers with their work on 
change. During the year the BSCI has held combined information 
and training days for suppliers in China and India and for the audit 
firms’ inspectors. 

KappAhl is also a member of the Amnesty Business Group and 
the Ethical Trading Initiative - Norway. 

To help people in vulnerable situations, KappAhl contributes  
financially to the BRIS (Childrens Right in Society) and to the  
Hunger Project, which aims to reduce hunger in the world by help-
ing people to help themselves through education for women and 
children. In Norway we support the Red Cross’s work with chil-
dren, and in Finland we support the Mannerheim League for Child 
Welfare. 

Unsold garments and clothing samples from all of our markets 

are donated to various charities. Following the tsunami disaster  
in Asia, KappAhl provided clothing for tourists returning home,  
and BRIS was given an additional donation to help the children 
affected. 

KappAhl aims to contribute to sustainable development. We 
have worked actively on environmental issues since 1993, and  
in 1999 we became the first fashion retailer in the world to  
gain ISO 14001 certification. This means that our environmental 
work is audited twice a year by the Swedish National Testing and 
Research Institute (SP). 

One important part of our environmental work is to make im-
provements in the areas that impact most on the environment: 
manufacturing and transport. To promote cleaner production we 
require our suppliers to comply with both applicable environ-
mental legislation and KappAhl’s own high standards for prepara-
tion and production. We also encourage suppliers to apply for the 
ÖkoTex and EU Flower eco-labels. One of KappAhl’s environ-
mental targets is to increase the proportion of eco-labelled items 
each year, and in 2004 the figure was 14%, up from 9% in 2003.  
All basics in our babywear range and many knitted tops in our  
ladieswear collections now carry the EU Flower. 

Our goods are transported as greenly as possible. In Sweden 
and Norway this means that distribution is largely by rail. Since 
the beginning of 2005 a gas-powered truck has handled all trans-
port in the Gothenburg area. Together these measures have  
resulted in a substantial drop in our carbon dioxide emissions. 

A new survey of our suppliers’ environmental performance is 
under way, and we are offering them interactive environmental 
training in this context. 

KappAhl’s headquarters, our distribution centre and all stores 
with their own electricity meters use green electricity. We also 
aim to minimise our consumption of electricity and other forms  
of energy.

KAPPAHL TAKES RESPONSIBILITY 
FOR PEOPLE AND THE ENVIRONMENT 
EVERY IMPROVEMENT IS A STEP 
IN THE RIGHT DIRECTION
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Last year KappAhl formulated a new corporate culture with the 
following values: courage, commitment and the will to win; sim-
plicity; clarity; pace. In spring 2005 training in the new culture 
was provided at all workplaces in the KappAhl group. 

This culture and recent years’ successes have given us the  
energy and motivation to work further towards our goal of being 
the Nordic region’s leading and most profitable fashion chain. 

KappAhl wants to see its employees grow and develop. We 
therefore run an extensive skills development programme with 
various forms of in-house training for future store managers and 
display assistants, and management development programmes 
for store managers and specialists. Training is also provided in 
languages, IT, negotiating techniques and product display tech-
niques to meet the needs of different professions. Some senior 
managers undergo more extensive internal or external manage-
ment programmes. 

In-store theme days are one way of helping the stores to  
increase their profitability. These are held in connection with the 
opening of new and refitted stores, and the content is tailored  
to each particular store’s needs. 

KappAhl’s goal is for all employees to enjoy their work and feel 
fully motivated. Employee appraisals are held regularly on the 
basis of a common structure for the entire group. We work actively 

on keep-fit programmes and other measures to prevent injuries 
and illness. Recent years’ work on reducing sickness absence has 
resulted in improvements, but there is still more to be done and 
so this work is continuing. 

When it comes to equal opportunities, the balance between the 
sexes in our industry is uneven. Women dominate in the stores, 
while the breakdown is more even in management. We are work-
ing on improving this balance. KappAhl tops the equal opportuni-
ties table for Swedish companies by having a majority of women 
on its executive management team (four women and three men). 

KappAhl aims to be a workplace which reflects the diversity in 
society. All employees are to be afforded the same opportunities 
whatever their sex or ethnic background. 

Regular internal surveys show that KappAhl is viewed as a good 
place to work. Leadership, working methods and job satisfaction 
all score highly. Several thousand spontaneous job applications 
are received each year, and vacancies that are advertised attract 
hundreds of replies. Recruitment is internal in the first instance, 
and this has meant, among other things, that employees have had 
a chance to work abroad. This provides both an opportunity for 
the individual and a way of passing on our expertise and strength-
ening the KappAhl spirit within the group. 

SUCCESS 
BREEDS SUCCESS 

THE WHOLE COMPANY IS  
EAGER TO IMPROVE
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FINANCIAL OVERVIEW

KEY FIGURES 01 Jan. 2005
 —31 Aug. 2005 2004 2003 2002 2001

Net sales excl. VAT (SEK million) 2,387 3,860 3,810 3,869 4,195
Capital expenditures (SEK million) 169 198 115 149 265
Operating margin (%) 7.1 5.7 3.2 1.8 –4.7
Net margin (%) 3.1 5.2 2.7 0.5 –6.3
Profit/Loss after financial items (SEK million) 74 204 106 18 –265
Sales area (thousands of square metres) 206 200 199 209 221
Return on capital employed (%) 8 21 13 6 –14
EBITA (SEK million) 170 257 160 112 –145
EBITA (%) 7.1 6.7 4.2 2.9 –3.5

DEFINITIONS

Operating margin – profit/loss before financial items as a percentage of net sales for the period. Net margin – profit/loss after financial items as a percentage of net sales 
for the period. Return on capital employed – profit after financial items including financial expenses as a percentage of the average capital employed. Capital employed 
– total assets minus non-interest-bearing liabilities. EBITA – operating profit/loss prior to annual depreciation of goodwill, in SEK million and % of the period’s net sales. 

As from the financial year 2005, the operating result and the EBITA will be equal, as goodwill no longer will be amortized within the Group. Please note that the 
comparable figures for 2004 and earlier periods refer to KappAhl AB Group and that the figures for the current year refer to KappAhl Holding AB Group in the financial 
overview above.
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DIRECTORS’ REPORT

INFORMATION ON OPERATIONS

In connection with KappAhl AB’s change in ownership in December 2004, a deci-
sion was taken to change the accounting period from the calendar year to a finan-
cial year ending on 31 August. This annual report therefore covers an accounting 
period of eight months, i.e. the period from 1 January to 31 August 2005. See 
also Note 1.

Group
The Group carries out operations in retail sales of ladieswear, menswear, child-
renswear and cosmetics. In addition to the parent company, KappAhl Holding 
AB, the Group includes the wholly-owned company KappAhl AB, the sales com-
panies in Norway, Finland and Poland, and a purchasing company in China. 

The Group also has branch offices in Turkey, Lithuania, Bangladesh and India.  
The company in China is responsible for making contact with new suppliers 

and overseeing production and delivery in the Far East. The sales companies are 
responsible for retail sales in their respective countries. Branch offices are respon-
sible for providing support for purchasing operations and quality control in their 
respective markets. See the full list of companies in the Group in Note 28. 

At the beginning of the 2005 financial year, the KappAhl Holding AB Group 
had 235 stores and at the end of the year, 242 stores. During the course of the 
year, eight new stores were opened and one was closed.  

Number of stores per country 31 Aug. 2005 31 Aug. 2004 31 Dec. 2004

Sweden  125 122 124 
Norway  74  72 72 
Finland  32 30 30
Poland  11 9 9

Total  242 233 235

Through a financial leasing agreement, the Group rents the distribution centre in 
Mölndal where all of the Group’s clothing is prepared for delivery to the various 
stores.

Parent company 
The parent company provides certain group-wide services.  

Ownership
KappAhl Holding AB’s ownership as of 31 August 2005 breaks down as follows:

 Number of shares Percentage   Percentage
  of capital of votes

Nordic fashion S.á.r.l. 5,250,000 50.6 50.6
Pegatro Ltd 2,500,000 24.1 24.1
Accent Equity 2003 LP 1,536,500 14.8 14.8
Accent Equity 2003 KB 713,500 6.9 6.9
Corporate management 366,000 3.6 3.6

Total 10,366,000 100.0 100.0

FINANCIAL PERFORMANCE

The Group 
The Group’s operating profit for the financial year’s eight months totalled SEK 170 
million, which represents an operating margin of 7.1%. The gross profit for the 
same period amounts to SEK 1,414 million, which represents a gross margin of 
59.2%. KappAhl has reached a new, higher gross margin level without raising pric-
es. The two most important factors contributing to the higher gross margin are im-
provements made in purchasing processes and having fewer garments on sale. 
Our success is based on selling fashion that give value for money to many people.

Following the changes we started to implement at KappAhl just over three 
years ago to boost profitability, we are now in a position to focus again on expan-
sion. Over the past financial year we have opened eight new stores and we plan 
to open 15 stores in the coming financial year.

During the financial year’s eight months, development on the Nordic clothing 
markets has moved in a positive direction, despite the continued price pressure. 
The retail clothing trade in Sweden grew by 2.9 per cent during the period ac-
cording to Blixtindex from HUI-SCB. The trends in other Nordic countries as well 
as in the Polish market have also been positive.

Parent company 
The parent company’s net sales for the eight-month period amounted to SEK 0 
million (1) and the profit after financial items was SEK 1,035 million (-5). The year’s 
profit includes anticipated dividends from the subsidiary KappAhl AB totalling 
SEK 1,122 million.
 
EVENTS OF SIGNIFICANT IMPORTANCE THAT  
OCCURRED DURING THE FINANCIAL YEAR 

KappAhl Holding AB Group
In 2002 a major initiative was launched by the former KappAhl AB Group. Im-
provement measures were put in place in many areas, but the two most impor-
tant issues were strengthening our offering to customers and lowering our pur-
chasing costs.

With respect to our customer offering, the focus has been on ensuring that the 
range we offer is adapted to our primary target group, namely women aged 30-50 
and their families – the customer group that has been the most faithful to KappAhl 
over the years. This work continued in 2005 and resulted in many successful cam-
paigns and strong sales figures.

When we compared our company a few years ago with strong competitors, 
the most obvious difference was that they had significantly higher gross margins. 
Since then we have been able to strengthen our margins, partly due to a positive 
trend in the foreign exchange market, in particular the falling US dollar rate. Ex-
change rates, however, affect our competitors in the same way. The reason we 
are now among the best in the industry in terms of gross margins, is our internal 
efforts to lower purchasing prices. This is important for two reasons: to enable us 
to offer our customers value for money and to ensure the Group’s long-term fi-
nancially strength.

During the year, capital expenditures have been concentrated on maintaining 
existing and newly-opened stores. Apart from our range of products, the design 
and atmosphere are the most important factors in creating a pleasant experience, 
which in turn brings the customer back. The capital expenditures in store mainte-
nance is an important factor in ensuring the Group’s long-term earning capacity.  

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 

The aim of the Group’s currency policy is to minimise the risk of negative effects 
on earnings and increase the predictability of future earnings. This is achieved by 
hedging the subsidiaries’ revenues. The Group’s goods purchases are also 
hedged including future goods flows, which are hedged 3 – 9 months forward. 
Hedging is carried out using a combination of forward contracts and currency op-
tions. A substantial portion of the Group’s goods purchasing is done in US dollars 
which makes the business sensitive to changes in the dollar exchange rate. More 
information is available in Note 23.

Financing
All financing and investment of funds is done through KappAhl Holding AB. The 
KappAhl Holding Group’s liquid assets amounted to SEK 83 million on 31 August, 
compared to SEK 320 million on 31 December 2004. The reduction in liquid as-
sets is mainly due to bank loan repayment instalments. 

The company’s financing is primarily in the form of bank loans.

Accounting principles
Starting from 1 January 2005, the Group has adopted the International Financial Re-
porting Standards (IFRS), which have been approved by the European Commission.

The Group was formed on 31 December 2004. In accordance with the Swed-
ish accounting regulations, all of the important principles in IFRS 3 Business 
Combinations were taken into consideration in preparing the acquisition analysis. 
For this reason the transition had no effect when the Group started to apply IFRS 
on 1 January 2005 and there is therefore no reason to apply any of the exemptions 
in IFRS 1.

The Group’s accounting principles according to IFRS coincide to a great extent 
with the ones that were used in the past. For more information, please see Note 
1 under the heading “Changed accounting principles.”

CAPITAL EXPENDITURES

KappAhl Holding AB Group
The year’s net capital expenditures amount to SEK 131 million. Most of this 
amount pertains to capital expenditures in existing and new stores.

Parent company
The year’s net investments consist of a payment of SEK 40 million, the final pay-
ment for the acquisition of the KappAhl AB Group.

Foreign branch offices
The Group has a number of branch offices in other countries that support the pur-
chasing operation. The branches in Lithuania and Turkey belong to KappAhl AB, 
while the branches in China, Bangladesh and India belong to KappAhl Far East Ltd.

FUTURE EXPECTATIONS

KappAhl Holding AB Group
Consumer spending is expected to continue to increase in the year ahead. This is 
an important factor for KappAhl and for the retail trade in general. At the same 
time, the rising US dollar rate during the autumn contributed to increasing pur-
chasing prices. In all, the conditions are considered favourable for the Group to 
continue to enjoy strong earnings.

PROPOSED APPROPRIATION OF THE COMPANY’S PROFITS

The Board of Directors and the CEO propose that the disposable profits of SEK 
1,112,713,278 be appropriated as follows:

Dividend   SEK 168,840,000
To be carried forward   SEK 943,873,278
Total SEK 1,112,713,278

The financial statements were approved for publication by the parent company’s 
Board of Directors on 2 January 2006.

For information about the company’s earnings and financial position, please refer 
to the income statement, balance sheet and the notes that follow.
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INCOME STATEMENT - GROUP

AMOUNTS IN SEK MILLION Note 1 Jan. 2005 23 April 2004
  31 Aug. 2005 31 Dec. 2004
Net sales 2, 3 2,387.0  —
Cost of goods sold  –973.0 —

Gross profit  1,414.0 —

Other operating income  — 1.0
Selling expenses  –1,167.5 —
Administrative expenses  –76.6 —
Other operating expenses  — –1.0

Operating profit  3, 5, 6, 7, 24 169.9 —

Financial income  2.3 0.1
Financial expenses  –98.4 –4.8

Net financial items 8 –96.1 –4.7

Profit before income tax  73.8 –4.7

Income tax expense 9 –20.8 1.3

PROFIT FOR THE YEAR  53.0 –3.4
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BALANCE SHEET – GROUP 

AMOUNTS IN SEK MILLION Note 31 Aug. 2005 31 Dec. 2004

ASSETS 4, 25

Fixed assets 
Intangible fixed assets 10 1,344.1 1,413.3
Tangible fixed assets 11 618.3 562.1
Long-term receivables 13 3.5 —
Deferred income tax assets 9 195.3 165.7

Total fixed assets  2,161.2 2,141.1

Current assets 
Inventories 14 589.9 446.2
Accounts receivable  4.8 7.2
Prepaid expenses and accrued income 15 67.5 97.3
Other receivables 13 34.5 18.8
Cash and cash equivalents 16 83.2 320.3

Total current assets  779.9 889.7

Total assets  2,941.1 3,030.9

AMOUNTS IN SEK MILLION Note 31 Aug. 2005 31 Dec. 2004

EQUITY AND LIABILITIES

Equity

Share capital  10,4 10,0
Other contributed equity  197,0 190,0
Other reserves  26,4 —
Retained earnings  49,7 –3,3

Total equity  283,5 196,7

Liabilities 4

Long-term liabilities 
Finance lease loans 11 173,6 182,2
Shareholder loans 17 — 548,3
Long-term interest-bearing liabilities 17,23 1 335,0 1 185,0
Other long-term liabilities (not interest-bearing) 21 11,2 —
Provisions for pensions and similar obligations 19 73,8 65,5
Other provisions 20 50,9 50,1
Deferred income tax liabilities 9 220,9 203,6

Total long-term liabilities  1 865,4 2 234,7

Current liabilities 
Finance lease loans 11 22,3 22,4
Short-term interest-bearing liabilities  3,1 3,1
Trade payables  281,1 163,1
Current income tax liabilities 9 28,1 29,2
Other liabilities 21 72,9 87,8
Accrued expenses and deferred income 22 221,0 293,9
Overdraft facility 16 163,7 —

Total current liabilities  792,2 599,5

Total liabilities  2 657,6 2 834,2

Total equity and liabilities  2 941,1 3 030,9

Information on the Group’s pledged assets and contingent liabilities, see Note 26. 
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STATEMENT OF CHANGES IN EQUITY – GROUP 
  

 Attributable to equity holders of the parent company

  Other     
AMOUNTS IN Share contributed   Retained  Total
SEK MILLION capital equity  Other reserves earnings   Total equity

   Hedging Translation   
   reserved differences      

Balance at   
23 April 2004 0.1     0.1 0.1
Adjustment for change   
in accounting principle  
Adjusted equity   
23 April 2004 0.1     0.1 0.1
Currency translation  
differences     0.1  0.1 0.1
Profit for the year     –3.4 –3.4 –3.4
New share issue 9.9 190.0    199.9 199.9
Balance at   
31 December 2004 10.0 190.0 — 0.1 –3.4 196.7 196.7

 Attributable to equity holders of the parent company

  Other     
AMOUNTS IN Share contributed   Retained  Total
SEK MILLION capital equity  Other reserves earnings   Total equity

   Hedging Translation   
   reserved differences      

Balance at  
1 January 2005 10.0 190.0   –3.3 196.7 196.7
Cash-flow hedges,  
net of tax 1)   14.7   14.7 14.7
Currency translation         
differences     11.7  11.7 11.7
Profit for the year     53.0 53.0 53.0
New share issue 0.4 7.0    7.4 7.4
Balance at  
31 August 2005 10.4 197,.0 14.7 11.7 49.7 283.5 283.5

As of 31 August 2005, the registered share capital consisted of 10,366,000 
shares with a nominal value of 1 krona, of which 366,000 shares originated in the 
2005 new share issue of 366,000 shares with a nominal value of 1 krona. The 
shares’ total nominal value is the same as the number of shares. 

1)  See also Note 1 on the effects on accounting according to IAS 39

CASH-FLOW STATEMENT – GROUP 

1 January – 31 August 2005
AMOUNTS IN SEK MILLION   Not 2005

Operating activities  29 
Profit after financial items   73.8
Adjustment for non-cash items   111.0
Income tax paid  9 –4.1

Net cash generated from operating  
activities before changes in working capital  180.7

Cash flow from changes in working capital  
Increase (-)/Decrease (+) in inventory   –113.7
Increase (-)/Decrease (+) in operating receivables  16.5
Increase (+)/Decrease (-) in operating liabilities  22.1

Net cash generated from operating activities  105.6

Cash flows from investing activities 
Acquisition of tangible fixed assets   –157.4
Acquisition of intangible fixed assets   –11.4
Acquisition of subsidiaries, net effect on liquidity  40.0
Acquisition of financial assets   –3.0

Net cash used in investing activities    –131.8

Cash flows from financing activities 
New share issue   7.2
Repayment of borrowings, net    –215.0

Net cash used in financing activities   –207.8

Cash flow for the year   –234.0
Cash at the beginning of the year   320.3
Currency translation effect   –3.1

Cash and cash equivalents at the end of the year 16 83.2

INCOME STATEMENT – PARENT COMPANY 

AMOUNTS IN SEK MILLION Note 1 Jan. 2005 23 April 2004
  31 Aug. 2005  31 Dec. 2004     
 
Net sales  —  —

Cost of goods sold  — —

Gross profit  — —

Other operating income  — 1.0
Other operating expenses  –0.6 –1.0

Operating profit  5, 6, 7 –0.6 0

Profit from financial items:
Profit from participations in subsidiaries 8 1,122.9 —
Other interest income and similar profit/loss items    0.7 0.1
Interest expense and similar profit/loss items  –87.8 –4.8

Profit/loss after financial items 8 1,035.2 –4.7

Profit/loss before income tax  1,035.2 –4.7

Income tax expense  9 24.5 1.3

PROFIT/LOSS FOR THE YEAR  1,059.7 –3.4
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BALANCE SHEET – PARENT COMPANY

AMOUNTS IN SEK MILLION Note 31 Aug. 2005 31 Dec. 2004

ASSETS 25

Fixed assets 
Financial fixed assets  
Participations in Group companies   28 1,271.2 1,888.2
Deferred income tax assets 9 2.7 1.3

Total financial fixed assets  1,273.9 1,889.5

Total fixed assets  1,273.9 1,889.5

Current assets 
Current receivables 
Receivables from Group companies 12 1,789.2 1.2
Deferred tax asset 9 1.3 —
Other receivables  — 0,5
Prepaid expenses and accrued income 15 23.5 15.5

Total current receivables  1,814.0 17.2

Cash and cash equivalents  — 45.9

Total current assets  1,814.0 63.1

Total assets  3,087.9 1,952.6

AMOUNTS IN SEK MILLION Note 31 Aug. 2005 31 Dec. 2004

EQUITY AND LIABILITIES

Equity

Restricted equity

Share capital (10,366,000 shares at a nominal value of SEK 1)  10.4 10.0
Share premium reserve  197.0 190.0

Non-restricted equity

Retained earnings  52.9 0.1
Profit/loss for the year  1,059.7 –3.4

Total equity   1,320.0 196.7

Long-term liabilities 
Liabilities to credit institutions 18 1,335.0 1,185.0
Shareholder loans 17 — 548.3
Other liabilities 21 11.2 —

Total long-term liabilities  1,346.2 1,733.3

Current liabilities 
Trade payables   3.3 —
Liabilities to Group companies 16 416.4 —
Accrued expenses and deferred income 22 2.0 22.6
Total current liabilities  421.7 22.6

Total equity and liabilities   3,087.9 1,952.6

Pledged Assets and Contingent Liabilities – Parent Company 
Pledged assets 26 
Shares in subsidiaries  1,848.2 1,888.2
Contingent liabilities 26 None None
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STATEMENT OF CHANGES IN EQUITY – PARENT COMPANY

     
   Total 
 Restricted equity Non-restricted equity equity

  Share Reserves  Profit/ 
 Share premium for fair Retained Loss for 
 capital reserve value earnings the year

  Hedging Fair
  reserve value
   reserve
SEK million    

Balance at  
23 April 2004 0.1     0.1
Adjustment for  
change in  
accounting principle 
Adjusted equity  
23 April 2004 0.1     0.1
Currency translation  
differences     0.1  0.1
loss for the year     –3.4 -3.4
New share issue 9.9 190.0    199.9
Balance at   
31 December 2004 10.0 190.0 — — 0.1 –3.4 196.7

   Total 
 Restricted equity Non-restricted equity equity

  Share Reserves  Profit/ 
 Share premium for fair Retained Loss for 
 capital reserve value earnings the year

  Hedging Fair
  reserve value
   reserve
SEK million    

Balance at  
1 January 2005 10.0 190.0  0.1 –3.4 196.7
Cash-flow hedges,  
net of tax   –6.8   –6.8
Currency translation 
differences     –0.1  –0.1
Restatement of     
previous year’s loss    –3.4 3.4 0.0
Profit/ for the year     1 059.7 1 059.7
Group contributions  
received    87.7  87.7
Tax on group 
contributions received    –24.6  –24.6
New share issue 0.4 7.0    7.4
Balance at  
31 August 2005 10.4 197.0 –6.8 — 59.7 1 059.7 1 320.0

Note that the share premium reserve accumulated before 1 January 2006 will be 
transferred to statutory reserve.  

CASH-FLOW STATEMENT – PARENT COMPANY   

1 January – 31 August
AMOUNTS IN SEK MILLION  Note 2005

Operating activities  29 
Profit after financial items   1 035,2
Adjustment for non-cash items   –1 122,9

Net cash generated from  
operating activities before  
changes in the working capital   –87,7

Cash flow from changes in the working capital  
Increase (-)/Decrease (+) in operating receivables  –8,0
Increase (+)/Decrease (-) in operating liabilities  136,0

Net cash generated from operating activities   40,3

Cash flow from Investing activities 
Adjustment of purchase price   40,0

Net cash generated from investment activities  40,0

Cash flow from financing activities 
New share issue   7,2
Repayment of borrowings   –134,0

Net cash used in financing activities   –126,8

Cash flow for the year   –46,5
Cash at beginning of year   45,9
Exchange gains in differences on cash   0,6

Cash and cash equivalents at end of year  0,0

NOTE 1 ACCOUNTING PRINCIPLES

COMPLIANCE WITH STANDARDS AND LAWS

The consolidated accounts have been prepared in accordance with the Interna-
tional Financial Reporting Standards (IFRS) issued by the International Accounting 
Standards Board (IASB) and interpretation statements from the International 
Financial Reporting Interpretations Committee (IFRIC), which have been approved 
by the European Commission for use within the EU. This financial statement is 
the first full financial statement drawn up in accordance with IFRS. In connection 
with the transition from previously applied accounting principles to accounting 
according to IFRS, the Group has applied IFRS 1, the standard that describes 
how the transition to IFRS is to be reported. In addition, the Swedish Financial 
Accounting Standards Council’s recommendation, RR 30 Supplementary Ac-
counting Regulations for groups has been applied. 

The Group has voluntarily chosen to apply IFRS in accordance with the Swed-
ish Annual Accounts Act (1995:1554) chapter 8 §33. The Group has not, howev-
er, applied the regulations regarding Segment reporting in IAS 14 nor the rules on 
Earnings per share in IAS 33 due to the fact that the company is not listed.

The parent company uses the same accounting principles as the Group, 
except in the cases that are indicated below under the heading ”Parent compa-
ny’s accounting principles.” The deviations between the parent company’s and 
the group’s accounting principles are due to restrictions imposed by the Annual 
Accounts Act and the “Tryggandelagen” affecting the parent company’s ability to 
apply IFRS, and in some cases for tax reasons. Furthermore, the Swedish Finan-
cial Accounting Standards Council’s recommendation RR32 Reporting for Legal 
Entities has been applied. 

BASIS OF PREPARATION OF THE PARENT COMPANY’S AND THE 
GROUP’S FINANCIAL STATEMENTS

The functional currency used by the parent company in its operations is Swedish 
kronor and this is also the reporting currency of the parent company and the 
Group. This means that the financial statements are presented in Swedish kronor. 
All amounts, unless otherwise indicated, are rounded to the nearest million 
kronor. Assets and liabilities are recognised at their historic acquisition values, 
with the exception of financial assets and liabilities, which are stated at their fair 
value. Financial assets and liabilities stated at their fair value consist of derivative 
instruments, financial assets classified as financial assets stated at their fair value 
via the income statement or as financial assets that can be sold.

In order to present the financial statements in accordance with IFRS, it is 
necessary for the company’s corporate management to make assessments, 
estimations and assumptions that affect the application of the accounting princi-
ples and the stated amounts of assets, liabilities, income and expenses. These 
estimations and assumptions are based on past experience and a number of 
other factors that are deemed appropriate under the present circumstances. The 
result of these assessments and assumptions are subsequently used to deter-
mine the recognised amounts of assets and liabilities that could not otherwise be 
clearly determined using other sources. The actual outcome may deviate from 
these assessments and assumptions.

The assessments and assumptions are reviewed on a regular basis. Changes 
in assessments are reported in the period the changes are made if the changes 
only impact that period, or in the period the changes are made and future periods 
if the changes impact both the current period and future periods.

Assessments made by corporate management in connection with the applica-
tion of IFRS that have a significant impact on the financial reports and estimations 
made that may cause significant adjustments to the financial reports of the follow-
ing year, are described in more detail in Note 31. 

The accounting principles outlined below for the Group have been applied 
consistently in all periods that are presented in the consolidated financial state-
ments, unless otherwise indicated below, and in the preparation of the consoli-
dated opening balance sheet according to IFRS as of 31 December 2004, which 
explains the transition from previously used accounting principles to the principles 
according to IFRS. The Group’s accounting principles have been applied consis-
tently in all reporting and consolidation of subsidiaries.
 
CHANGES IN ACCOUNTING PRINCIPLES

The transition to IFRS accounting has been reported in accordance with IFRS 1 
for the Group. 

Starting from 1 January 2005, the Group is using the International Financial 
Reporting Standards (IFRS), which have been adopted by the European Commis-
sion.

The Group was formed on 31 December 2004, which is also the date of the 
Group’s opening balance according to IFRS. According to Swedish accounting 
regulations, all of the significant principles in IFRS 3 Business Combinations were 
taken into consideration in preparing the acquisition analysis. For this reason the 
transition did not have any effect when the Group started to apply IFRS 1 on 1 
January 2005 and there is no reason to apply any of the exemptions in IFRS 1.

The Group’s accounting principles according to IFRS coincide to a great extent 
with the ones that were used in the past. In the following areas, however, the 
transition to IFRS has involved significant changes:
- Company acquisitions are reported in accordance with IFRS3. The changes in 
accounting principles as a result of IFRS3 are as follows: In the acquisition analy-
sis, intangible assets that according to previous accounting principles were 
recognised as goodwill were identified to a greater extent. These are reported at 
the fair value upon acquisition and are amortised over their estimated useful life. 
There is no amortisation of possible goodwill items. Instead an annual impairment 
test is carried out.
- Financial instruments are reported in accordance with IAS 32 and IAS 39. Finan-
cial instruments include securities, derivative instruments, receivables, operating 
liabilities, leasing undertakings and borrowings.

Financial assets that are available for sale and derivative instruments are 
valued at their fair value. Changes in value during the period of assets that are 
available for sale are recorded in equity until the point at which the asset is re-
alised. Changes in value of derivatives during the period are recorded in the 
income statement if hedge accounting is not used.

The Group uses hedge accounting for derivatives acquired to reduce the risk 
of future cash flows as a result of exchange rate fluctuation and changes in 
interest rates.

Other financial instruments are recorded at the accrued acquisition value. Any 
differences between acquisition value and nominal value are amortised over the 
remaining life of the instrument.

The equity is not affected when IAS 39 is applied. The effects of IAS 39 in the 
income statement in 2005 were marginal.

In line with an optional exemption in IFRS 1, IAS 39 is not applied for the 
comparative figures for 2004, but is instead applied from 1 January 2005.

CLASSIFICATION ETC.

The fixed assets and long-term liabilities of the parent company and the Group 
essentially consist only of the amounts that are expected to be recovered or paid 
more than twelve months from the balance sheet date. The current assets and 
current liabilities of the parent company and the Group essentially consist only of 
the amounts that are expected to be recovered or paid within a twelve-month 
period from the balance sheet date. 

CONSOLIDATION PRINCIPLES

Subsidiaries

Subsidiaries are entities over which KappAhl Holding AB has a controlling influ-
ence. Controlling influence means having the direct or indirect right to formulate a 
company’s financial and operative strategies for the purpose of making financial 
gains. The purchase method of accounting is used for the acquisition of subsid-
iaries. The purchase method means that the acquisition of a subsidiary is regard-
ed as a transaction by which the Group indirectly acquires the assets of the 
subsidiary and assumes its liabilities and contingent liabilities. The consolidated 
acquisition value is established through an acquisition analysis in connection with 
the acquisition of operations. This analysis establishes both the acquisition value 
of the shares or operations, and the fair value of the identifiable acquired assets 
and assumed liabilities and contingent liabilities. The difference between the 
acquisition value of the subsidiary’s shares and the fair value of the acquired 
assets, assumed liabilities and contingent liabilities is recorded as goodwill.

The subsidiaries’ financial reports are included in the consolidated accounts 
from the date of their acquisition until the date the Group’s controlling influence 
over them ceases to exist. 

FOREIGN CURRENCY 
Transactions in foreign currencies

Foreign currency transactions are translated into the functional currency using the 
exchange rates prevailing at the dates of transactions. Monetary assets and 

NOTES TO THE FINANCIAL STATEMENTS
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liabilities in foreign currencies are translated to the functional currency using the 
exchange rate prevailing at the date of the balance sheet. Translation differences 
that arise in connection with translation are recorded in the income statement. 
Translation differencies on non-monetary assets and liabilities, recorded at histori-
cal purchase values, are translated at the exchange rate on the date of the 
transaction. Non-monetary assets and liabilities that are reported at their fair 
values are translated into the functional currency using the exchange rates pre-
vailing at the time they are recognised at their fair value. The translation differen-
cies are then reported in the same way as other changes in the amounts of 
assets and liabilities.

The functional currency is the currency of the primary economic environment in 
which the company operates. The companies in the Group are the parent com-
pany and subsidiaries. The parent company’s functional currency and its report-
ing currency is Swedish kronor. The Group’s reporting currency is also Swedish 
kronor. The functional currency of the subsidiaries is the local currency in the 
each country.

Financial statements of foreign operations 
Assets and liabilities of foreign operations, including goodwill and other consoli-
dated surplus and deficits, are translated into Swedish kronor at the exchange rate 
in effect on the balance sheet date. The income and expenses of foreign 
operations are translated into Swedish kronor at an average rate that is an 
approximation of the rates at the respective transaction dates. The translation 
differences that arise in connection with translation of foreign operations are 
recorded directly to equity in the accounts as a translation reserve.  

Net investment in a foreign operation

Translation differences that arise in connection with translation of a foreign net 
investment are recorded directly as translation reserves in equity. When a foreign 
operation is divested, the accumulated translated differences pertaining to the 
operations are realised after deduction of possible hedging in the consolidated 
income statement.  

REVENUE RECOGNITION

Sale of goods 

Revenue from the sale of goods is recognised in the income statement when the 
significant risks and benefits associated with ownership of the goods have been 
transferred to the buyer. Revenue is recognised at the actual value of the consider-
ation received or receivable, less any discounts provided.

All sales are made on a 30-day sale-or-return basis. Revenue is recognised on 
the date of the sale subject to sale-or-return. 

OPERATING EXPENSES AND FINANCIAL INCOME AND EXPENSES

Payments relating to operational leases

Payments relating to operational leasing agreements are reported in the income 
statement on a straight-line basis over the leasing period. Benefits received in 
connection with the signing of an agreement are reported as part of the total 
leasing expense in the income statement.

Payments relating to financial leases

Minimal leasing fees are divided into interest expense and amortisation of the 
outstanding liability. Interest expense is distributed over the leasing period so that 
each accounting period is charged with an amount that is equivalent to a fixed 
interest rate for reported liability during the respective period. Variable fees are 
expensed in the periods they arise.

Financial income and expense

Financial income and expense consists of interest income on bank balances and 
interest expense relating to loans.

FINANCIAL INSTRUMENTS

Financial instruments are valued and recorded in the Group according to IAS 39.
Financial instrument recorded in the balance sheet include, on the assets side, 

trade receivables, shares and derivative instruments. Trade payables, loan liabilities 
and derivative instruments are recorded among liabilities and equity.

Financial instruments are initially recognized at fair value on the date a derivative 
contract is entered into, including transaction costs for all financial instruments 

except for those which belong to the category financial assets, which are recog-
nised in the income statement at fair value.

IAS 39 places financial instruments in different categories. The classification 
depends on the acquirer’s intention with the acquisition of the financial instrument. 
KappAhl’s corporate management determines how the instruments are catego-
rised at initial recognition. KappAhl only has the following categories:

Other financial liabilities
Financial liabilities that are not held for trading are valued at amortised cost. 
Amortised cost is determined based on the effective interest that was calculated 
when the liability was originally recognised. This means that surplus and deficit as 
well as direct issue costs are allocated over the life of the liability.  

Derivatives used in hedge accounting

All derivatives are stated at their fair value in the balance sheet. Changes in value 
are recognised in the income statement when fair values are hedged. In the case 
of cash-flow hedging, changes in value are recorded in separate components of 
equity until the hedged item is recognised in the income statement. Hedge ac-
counting is described in more detail below. 

Trade receivables

Trade receivables are classified in the receivables category. Trade receivables are 
recorded at the amount that is expected to be paid in after deduction for doubtful 
receivables determined on an individual basis. The expected life of trade receiv-
ables is short-term, and accordingly their value is reported at a nominal value 
without discount. Impairment of trade receivables is recorded as operating ex-
penses.

Liabilities

Liabilities are classified as other financial liabilities, which means that they are 
initially reported at the amount received after transaction costs have been deduct-
ed. After acquisition, loans are valued at amortised cost according to the effective 
interest method. Long-term liabilities have an expected life of more than one year, 
while current liabilities have a life of less than one year.

Trade payables 

Trade payables are classified as other financial liabilities. Trade payables have a 
short expected life and are valued without discount at nominal amounts.

DERIVATIVES AND HEDGE ACCOUNTING  

Derivatives are currency forwards, options, currency swaps and interest rate 
swaps that are used to handle the risk of exchange rate fluctuation and exposure 
to interest risk. 

Transaction exposure – cash flow hedging
Foreign currency exposure relating to future forecast cash flows are hedged either 
through currency forwards or through currency options. Currency forwards or 
currency options that protect the forecast cash flows are reported in the balance 
sheet at their fair value. Changes in value are recognised directly in equity in a 
hedging reserve until such time as the hedged cash flow enters the income state-
ment, at which point the hedging instrument’s accumulated value changes are 
transferred to the income statement where they will offset the effects of the 
hedged transaction on the profit. The hedged cash flows can be both contracted 
and forecast transactions.

When the hedged future cash flow relates to a transaction that is capitalised in 
the balance sheet, the hedging reserve is reversed when the hedged item is 
recorded in the balance sheet. If the hedged item consists of a non-financial asset 
or a non-financial liability, the amount reversed from the hedging reserve is includ-
ed in the original acquisition for the asset or liability.

When hedging instruments mature, are sold or redeemed, or the company 
breaks the identification of the hedging relationship before the hedged transaction 
has taken place and the forecast transaction is still expected to take place, the 
reported accumulated gain or loss remains in the hedging reserve in equity and is 
recorded in a similar way as above when the transaction takes place. 

If the hedged transaction is no longer expected to take place, the hedging 
instrument’s accumulated gains or losses are immediately reversed against the 
income statement in accordance with the principles described above for derivative 
instruments.

Hedging the Group’s fixed interest – cash flow hedging
Interest rate swaps are used to hedge interest rate risk. Interest rate swaps are 
stated at their fair value in the balance sheet. In the income statement the interest 
coupon portion is recognised on a continuous basis as interest income or interest 
expense and other changes in value relating to interest rate swaps are credited or 
charged to the hedging reserve in equity as long as the hedging reserve and 
efficiency criteria are met. 

TANGIBLE FIXED ASSETS

Owned assets

Tangible fixed assets are recognised as assets in the balance sheet if it is likely 
that the company will receive future financial gains and the acquisition value of 
the asset can be reliably measured.

Tangible fixed assets are recognised in the consolidated accounts at their 
acquisition value after deducting accumulated depreciation and possible write-
down. The acquisition value includes the purchase price and costs directly 
relating to the assets to put it in place and in a condition enabling it to be used for 
the purpose for which it was acquired.   

Leased assets

Leasing is classified in the consolidated accounts either as financial or operational 
leasing. Financial leasing is when the economic risks and benefits associated with 
ownership are essentially transferred to the lessee. If this is not the case, it is 
classified as operational leasing.

Assets that are leased under financial leasing agreements are recognised as 
assets in the consolidated balance sheet. Future leasing fee obligations are 
recorded as long-term and current liabilities. The leased assets are depreciated 
according to plan while leasing fees are recorded as interest and amortisation of 
liabilities. 

In the case of operational leasing, the leasing fees are expensed over the lease 
term on the basis of use, which may differ from the de facto amount of leasing 
fees paid during the course of the year.

Loan expenses

Loan expenses relating to the acquisition of fixed assets are not capitalised.

Depreciation principles

Straight-line depreciation is used over the estimated useful life of the asset.   
Estimated useful life periods:

- buildings, distribution centre 15 years
- equipment, tools and installations             3–10 years

The Group’s head office and distribution centre are reported as financial leases 
and their useful life is the duration of the leasing agreement.

Annual impairment tests are made of the residual value of assets and their 
useful life.

INTANGIBLE ASSETS

Goodwill

Goodwill represents the difference between the acquisition value of acquired 
operations and the fair value of acquired assets and liabilities and contingent 
liabilities. 

Goodwill is recognised at the acquisition value minus any accumulated impair-
ment losses. Goodwill is distributed to cash-generating units and is not amor-
tised, but impairment tests are carried out on an annual basis. 

Software  

Computer programs acquired by the company are recorded at their acquisition 
value minus accumulated depreciation and impairment.

Brands

Brands acquired by the company are recorded at their acquisition value minus 
accumulated impairment. The KappAhl brand has existed for 50 years and has 
been gradually strengthened over the years, first through distribution in Sweden 
and then in other countries. The company has for many years been seeing a 
trend whereby the type of chain concept represented by KappAhl has been 

increasing its market share. Based on KappAhl’s own growth and the general 
trends on the market, the brand is expected to endure for many years to come 
and is therefore believed to have an indefinite useful life. The value in the brand is 
not amortised but an impairment test is conducted on an annual basis. 

Tenancy rights

Tenancy rights for the stores are recorded in the accounts at their acquisition 
value with an estimated period of use of 20 years. 

Amortisation 
Amortisation is recorded in the income statement on a straight-line basis over the 
estimated useful life of the intangible asset, unless the useful life is indefinite. 
Goodwill and brands have an indefinite useful life and an impairment test is 
conducted annually or as soon as there are indications that the asset in question 
has fallen in value. Amortisable intangible assets are amortised from the date they 
are available for use. The estimated useful life periods are:  

- Software 3 years
- Tenancy rights 20 years

INVENTORY 
Inventory is valued at the lowest of the acquisition value and the net realisable 
value. The net realisable value is the estimated selling price in current operations, 
after deduction for the estimated cost of preparation to bring about a sale.

The acquisition value of inventory is calculated using the first-in, first-out 
method and includes costs incurred in connection with the acquisition of the 
inventory items and transportation to their current location and in their current 
condition.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of cash and bank assets that can be accessed 
immediately held in banks and similar institutions, as well as short-term invest-
ments with original maturity of  less than three months and which are only ex-
posed to a marginal risk of fluctuations in value.

IMPAIRMENT 
The reported values of the Group’s assets – with the exception of inventory, 
administrative assets used for financing, employee benefits and deferred income 
tax assets, are reviewed on each balance sheet date to assess if impairment is 
indicated. If such an indication exists, the asset’s recoverable value is assessed. 
The value of assets that are exempt as stated above is reviewed according to the 
relevant standards in place.

The recovery value of goodwill and brands with an indefinite useful life and 
intangible assets that are not yet ready for use,  are assessed annually.

If it is not possible to establish the individual cash inflow of an individual asset, 
when impairment requirement is assessed, the assets are grouped at the lowest 
level where it is possible to identify essentially independent cash flows. 
Impairment is indicated when an asset’s or a cash-generating unit’s reported 
value exceeds the recovery value. Impairment write-down is recorded in the 
income statement. Impairment write-down of the assets of a cash-generating 
entity is allocated firstly to goodwill, thereafter a proportional impairment write-
down of the unit’s other assets is done. Impairment tests have been conducted 
for the segments of the KappAhl Holding AB Group which is considered cash-
generating units. 

Goodwill and brands were acquired in connection with the acquisition of the 
KappAhl AB Group at the end of December 2004, and accordingly, the first 
impairment test took place on 31 August 2005, even though at the time there 
was no indication of impairment.

EMPLOYEE BENEFITS 
Defined contribution plans

The company’s obligations with respect to contributions to defined contribution 
plans are recognised in the income statement when they are due.

Defined benefit plans

The Group’s net obligation with respect to defined benefit plans is calculated 
individually for each plan by estimating the future amount the employees will have 



4746 47

NOTE 3 NET SALES

Net sales by geographic market
Group    2005

SEK million
Sweden    1,346.4
Finland    269.5
Norway     697.1
Poland    74.0
The Czech Republic    —
Total    2,387.0

NOTE 4 ACQUISITION OF OPERATIONS

On 21 December 2004 KappAhl Holding AB acquired 100% of the shares in 
KappAhl AB for SEK 1,848 million. The company carries out operations in retail 
sales of ladieswear, menswear, childrenswear and cosmetics.  

Effect of the acquisition
The acquisition has had the following effect on the Group’s assets and liabilities.

The acquired company’s net assets at the time of acquisition:
     

   Book value   Fair 
 of KappAhl  Fair value
 Group before  value reported in 
SEK million the acquisition adjustment the Group

Tangible fixed assets 562 — 562
Intangible assets 250 385 635
Deferred income tax asset 68 137 205
Inventory 476 — 476
Trade receivables and other receivables 96 — 96
cash and cash equivalents 274 — 274
Deferred income tax liability –51 –171 –222
Interest-bearing liabilities –273 — –273
Trade payables and other liabilities –656 54 -602
Net identifiable assets and liabilities 746 405 1,151
Goodwill    697
Purchase price paid, cash*   1,848

Cash (acquired)   –274
Net cash flow   1,574

* Including fees for legal services of totally SEK 13 million.

When the acquisition analysis was prepared, customer relationships and goodwill 
were not reported separately. KappAhl does not have the control over the Med-
mera customer file, which is owned and administered within the Swedish Coop-
erative Union (KF). Other components of goodwill consist of geographical pres-
ence in the form of stores and distribution channels.

See also Note 28 on changes in participation in Group companies during the 
financial year.

NOTE 5 EMPLOYEES AND PERSONNEL EXPENSES

Average number of employees     2005  of which 
      men

Parent company
Sweden   — — %
Parent company total   — — %

Subsidiaries
Sweden   1,429 11.7 %
Norway   582 4.6 %
Finland   247 2.5 %
Poland    119 9.2 %
Asia   92 34.5 %
Total in subsidiaries    2,469 9.7 %

Group total    2,469 9.7 %

Distribution according to gender in    Proportion  Proportion
the corporate management   of women of men

Parent company
Board of Directors   50% 50%
Other senior executives   0% 0%

Group total
Board of Directors   50% 50%
Other senior executives   65% 65%

Corporate management and other senior executives are employed in KappAhl AB.  

Salaries, other remuneration and social security costs   2005
    Social 
    Salaries and   security
SEK million   remuneration costs

Parent company   — —
(of which pension costs)       —

Subsidiaries   456.6 172.7
(of which pension costs)     35.41)

Group total   456.6 172.7
(of which pension costs)     35.41)

1)  The parent company’s pension costs include SEK 1.4 million for the Board of 
Directors and the CEO and the Executive Vice President. 

Salaries and other remunerations by country   
and between board members etc. and other      2005
    Board of  
   Directors Other
SEK million   and CEO employees

Parent company   
Sweden   — —
(of which bonus etc.)   — —

Parent company total   — —
(of which bonus etc.)     — —

Subsidiary in Sweden   6.0 267.1
(of which bonus etc.)    0.9 7.8

Foreign subsidiaries    
Norway   1.7 133.9
(of which bonus etc.)   0 0.8
Finland   0.9 34.0
(of which bonus etc.)   0 0.8
Poland   0.4 6.4
(of which bonus etc.)   0 0.2
Asia   0.6 6.0
(of which bonus etc.)   0 0
Subsidiaries total   9.6 456.6
(of which bonus etc.)   0.9 9.6
Group total   9.6 456.6
(of which bonus etc.)   0.9 9.6

Of the salaries and remunerations paid to other employees in the Group, SEK 9.9 
million is for senior executives other than the Board of Directors and the CEO.

Severance pay
If requested by their employer to resign their positions, some senior executives 
have contracts that guarantee them the right to retain their salaries in full for a 
period of 6 months. Retirement benefits are based on national pension plans from 
65 years of age.

Absence due to illness at KappAhl AB
The parent company, KappAhl Holding AB did not have any employees during the 
period and the absence due to illness is therefor not reported.

Other information
For information on remuneration to employees after terminated employment and 
share-related remuneration, please see the note ”Remuneration of employees.”

earned from their employment for both current and previous periods. This amount 
is discounted to its present value and the actual value of any administrative 
assets is deducted. The discount rate is the rate of interest on the balance sheet 
date of first-class corporate bonds with a term that corresponds to the Group’s 
pension commitments. When there is no active market for such corporate bonds, 
the market interest rate on government bonds with the same term is used. The 
calculation is made by a qualified actuary using the projected unit credit method.

When plan contributions are increased, the portion of the increase relating to 
the employee’s service during previous periods is reported as an expense in the 
income statement distributed in a straight line over the average period until the 
amount is fully realised. If the amount is fully realised, a cost is recognised directly 
in the income statement because the subsidiary group’s pension commitments 
are included in the Group from the date of acquisition, 31 December 2004. 

Since the subsidiary group’s pension commitments are included in the Group 
from the date of acquisition, 31 December 2004, there are no actuarial differenc-
es upon transition to IFRS. For actuarial gains and losses that arise in connection 
with the calculation of the Group’s obligations to different plans after 1 January 
2005, the so-called corridor is applied. This means that the portion of the accu-
mulated actuarial gains and losses that exceeds 10% of the highest of the obliga-
tions’ current value and the administrative assets’ actual value is recognised in 
the result of the expected average remaining service period of the employees that 
are covered by the plan. In all other cases, actuarial gains and losses are not 
taken into account. 

When there is a difference in the way in which the pension expenses are 
measured for legal entities and groups, a provision or claim is reported in respect 
of a special payroll tax based on this difference. The provision or claim is not 
calculated at its present value.

In 2004 there are no actuarial differences upon the transition to IFRS

Provisions

A provision is reported in the balance sheet when the Group has an existing legal 
or informal obligation as a result of a past event, and it is probable that an outflow 
of resources will be required to settle the obligation and a reliable estimate of the 
amount can be made. When the effect of the timing of the payment is important, 
provisions are calculated by discounting the expected future cash flow at an inter-
est rate before tax that reflects actual market assessments of the money’s time 
value, and where appropriate, the risks that are associated with the liability.

Other provisions

“Medmera” cards
Provisions are made for estimated customer bonuses relating to the KF “Med-
mera” card (loyalty card) programme. The provision is calculated using sales 
statistics from KF. 

Disposal of distribution center in Norway and stores 
Provisions are made for restructuring measures, which mainly consist of expens-
es in connection with a close-down of a previous distribution center in Norway. A 
minor provision has been made regarding a tenancy right of one store. 

Sale-or-return  
Provisions are made for returned goods or complaints in connection with the 
utilisation of sale-or-return.  The provision is based on sales statistics and judge-
ments of future complaints and returned goods.

Other provisions for risk
Provisions have been made for risks relating to customs duties in connection with 
goods handling. 

INCOME TAXES

Income tax consists of current income tax and deferred income tax. Income taxes 
are recorded in the income statement except when the underlying transaction is 
recognised directly in equity, in which case the associated tax effect is recognised 
in equity. 

Current income tax is tax that must be paid or may be recovered for the 
current year using the tax rates in effect or notified as of the balance sheet date. 
This also includes adjustments to actual tax relating to earlier periods. 

Deferred income tax is calculated using the balance sheet method based on 

temporary differences between the book value of assets and liabilities and their 
value as assessed for income tax purposes. The following temporary differences 
are not taken into account: temporary differences that have arisen upon first 
recognition of goodwill; first recognition of assets and liabilities that are not 
acquisitions of operations and at the time of the transaction do not affect the 
reported or taxable profit; temporary differences relating to participations in 
subsidiaries that are not expected to be reversed in the foreseeable future. The 
value of deferred income tax is based on how the reported amounts of assets or 
liabilities are expected to be realised or paid. Deferred income tax is calculated 
using the tax rates and tax rules that are in effect or notified as of the balance 
sheet date.  

Deferred income tax assets relating to temporary tax-deductible differences 
and loss carry-forwards are entered in the accounts only when it is likely that 
these will be able to be used in the future. The value of deferred income tax 
assets are reduced when it is no longer deemed likely that they can be used.

 
PARENT COMPANY’S ACCOUNTING PRINCIPLES

The parent company presents its annual accounts according to the Annual 
Accounts Act (1995:1554) and the Swedish Financial Accounting Standards 
Council’s recommendation RR 32 Accounting of Legal Entities. According to RR 
32, in the annual accounts for a legal entity, the parent company must apply all of 
the IFRS rules and statements approved by the EU to the extent possible within 
the framework of the Annual Accounts Act and taking into account the connec-
tion between accounting and taxation. The recommendation states the excep-
tions from and additions to IFRS that are to be made. The differences between 
the Group’s and the parent company’s accounting principles are outlined below.

In accordance with the transition rules in RR 32, the company has applied 
chapter 4 §14 a-e in the Annual Accounts Act which permits financial instruments 
to be recognised at their fair value.   

The accounting principles outlined below for the parent company have been 
consistently applied to all periods that are presented in the parent company’s 
financial statements.

CHANGES IN ACCOUNTING PRINCIPLES

Changes in the parent company’s accounting principles have been reported 
according to the transition rules in the respective standards or in accordance with 
the IAS 8 stipulations. 

The application of chapter 4 §14 a-e of the Annual Accounts Act has had no 
effect on equity. The effects of chapter 4 §14 a-e on the income statement for 
2005 have been marginal.

TAXES

The parent company reports untaxed reserves including deferred tax liability. In 
the consolidated accounts, however, the untaxed reserves are divided up into 
deferred income tax liability and equity.

GROUP CONTRIBUTIONS AND SHAREHOLDERS’ CONTRIBUTIONS FOR 
LEGAL ENTITIES

The company accounts for Group contributions in accordance with the statement 
issued by the Swedish Financial Accounting Standards Council’s Emerging Issues 
Group. Group contributions are entered in the accounts according to their finan-
cial significance. This means that Group contributions that have been made in 
order to minimise the Group’s overall tax burden are entered directly against 
retained earnings after a deduction for the actual income tax effect.

NEW FINANCIAL YEAR

In connection with KappAhl AB’s change of ownership in December 2004, a 
decision was taken to change the accounting period from the calendar year to a 
split financial year ending 31 August. This annual report therefore covers an 
accounting period of 8 months, i.e. the period from 1 January to 31 August 2005. 
Since KappAhl Holding acquired KappAhl AB on 31 December 2004 and the 
Group was formed on that date, the consolidated income statement for 2004 
cannot be used as a relevant comparison with the profits and financial position in 
2005.

NOTE 2 DISTRIBUTION OF REVENUES

The Group’s revenues consist entirely of the sale of goods. 
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NOTE 6 FEES AND EXPENSES PAID TO AUDITORS

  Group Parent company
  2005 2005
SEK million
PricewaterhouseCoopers
Auditing assignments  1,0  0,3
Other assignments   0,8  —
KPMG
Auditing assignments  0,6  —
Other assignments  0,3  —

Auditing assignments refers to audits of the annual report and accounts as well as 
the Board of Directors’ and the CEO’s administration of the company, other tasks 
that are the responsibility of the company’s auditors, as well as advice or other 
assistance relating to observations made during auditing assignments or while 
conducting tasks of a similar nature. Everything else are ”Other assignments.”

NOTE 7 OPERATING EXPENSES
   
Group   2005
SEK million
Raw materials and supplies    693.8
Changes in inventory of finished good and work in progress   4.1
Personnel expenses    597.8
Depreciation    114.7
Impairment    0.1
Reversal of impairment    —
Other operating expenses    806.6
    2,217.1

NOTE 8 NET FINANCIAL ITEMS

Group  2005  2004

SEK million
Interest income  2.3  0.1
Financial income  2.3  0.1

Interest expense  –98.4  –4.8
Financial expenses  –98.4  –4.8
Net financial items  –96.1  –4.7

Profit from participations in subsidiaries is anticipated dividends from the subsid-
iary KappAhl AB amounting to SEK 1,122.9 million. The dividends amount to the 
corresponding market value in connection with the distribution of all of the shares 
in the subsidiaries KappAhl AS and KappAhl OY.

 Interest income and  
 similar profit/loss items

Parent company  2005  2004

SEK million
Interest income, Group companies  0.7  0.1
  0.7  0.1

 Interest expense and  
 similar profit/loss items

Parent company  2005  2004

SEK million
Interest expense, other  –87.8  –4.8
  –87.8  –4.8

NOTE 9 TAXES

Recorded in the income statement

Group  2005  2004

SEK million
Actual income tax expense (-) [/tax credit (+)]
Income tax expense[/tax credit] for the period  –3.1  —
Adjustment of tax pertaining to previous years  —  —

Deferred income tax expense (-) [/tax credit (+)]
Deferred income tax relating to temporary differences  –32.1  1.3
Deferred income tax credit: capitalized tax  
value in loss carry-forward  14.4  —
Total income tax expense for the Group  –20.8  1.3

Parent company  2005  2004

SEK million
Actual income tax expense (-) [/tax credit (+)]  
Income tax expense[/tax credit] for the period  24.5  —
Adjustment of tax pertaining to previous years  —  —

Deferred income tax expense(-) [/tax credit (+)]
Deferred income tax credit: capitalised tax  
value in loss carry-forward  —  1.3
Total income tax expense for the parent company  24.5  1.3

Reconciliation of effective tax

Group  2005 (%)  2005

  SEK million
Profit before tax    73.9
Tax at effective tax rate for parent company  28.0  20.7
Effect of other tax rates for foreign subsidiaries  –0.4  –0.3
Non-deductible expenses  0.7  0.5
Non-taxable income  –2.0  –1.5
Utilisation of previously non-capitalised  
losses carried forward   0.8  0.6
Other  1.1  0.8
Effective tax  28.2  20.8

Reconciliation of effective tax

Parent company 2005 (%) 2005 2004 (%) 2004

 SEK million SEK million
Profit before tax  –87.7  –4.7
Tax at effective tax rate  
for parent company 28.0 24.5 28.0 1.3
Effective tax 28.0 24.5 28.0 1.3

Recorded in the balance sheet
Deferred income tax asset and tax liability

Recorded deferred income tax asset and income tax liability 
Deferred tax asset and tax liability pertain to the following:

 Deferred Deferred 
 tax asset tax liability Net
Group 2005 2004 2005 2004 2005 2004

SEK million
Tangible fixed assets — — — — — —
Intangible fixed assets 56.1 63.1 –178.3 –164.8 –122.2 –101.7
Provisions 6.0 — — — 6.0 —
Untaxed reserves — — –42.6 –38.8 –42.6 –38.8
Loss carry-forward  133.2 102.6 — — 133.2 102.6
Income tax asset/ 
Income tax liability 195.3 165.7 –220.9 –203.6 –25.6 –37.9
Set-off      
Net income tax asset/ 
income tax liability 195.3 165.7 –220.9 –203.6 –25.6 –37.9

Recorded deferred income tax asset and income tax liability 
Deferred income tax asset and income tax liability pertaining to the following:

 Deferred Deferred 
 tax asset tax liability Net
 2005 2004 2005 2004 2005 2004

Parent company
SEK million
Provisions and  
long-term liabilities 2.7 — — — 2.7 —
Temporary differences — 1.3 — — — 1.3
Loss carry-forward  1.3 — — — 1.3 —
Income tax asset/ 
Income tax liability 4.0 1.3 — — 4.0 1.3
Set-off      
Net income tax asset/ 
income tax liability 4.0 1.3 — — 4.0 1.3

The differences between the years in the case of the parent company have been 
recorded as deferred income tax expense/credit.

Expiration time for recorded deferred income tax assets

  Group Parent company
   2005 2004 2005 2004

SEK million
Deferred income tax asset  
recovered within one year   56.1 4.5 1.3 1.3
Deferred income tax asset  
recovered after one year   139.2 161.2 2.7 —
   195.3 165.7 4.0 1.3

Expiration time for recorded deferred income tax liability

  Group Parent company
   2005 2004 2005 2004

SEK million
Deferred income tax liability due  
for payment within one year   59.8 — — —
Deferred income tax liability due  
for payment after one year   161.1 203.6 — —
   220.9 203.6 — —

NOTE 10 INTANGIBLE FIXED ASSETS 

    Tenancy  
Group  Software Brand rights Goodwill Total

SEK million
Accumulated acquisition values
Opening balance 23 April 2004 — — — — —
Acquisitions  65.9 610.1 40.8 778.5 1,495.3
Closing balance 31 December 2004 65.9 610.1 40.8 778.5 1,495.3

Opening balance 1 January 2005 65.9 610.1 40.8 778.5 1,495.3
Other investments  11.4 — — — 11.4
Sales and disposals  –0.7 — -3.6 — –4.3
Translation differences for the year 0.1 — — — 0.1
Changes in acquisition analysis — — — –74.6 –74.6
Closing balance 31 August 2005 76.7 610.1 37.2 703.9 1,427.9

Accumulated amortisation  
and impairment
Opening balance 23 April 2004 — — — — —
Acquisitions  –55.0 — –27.0 — –82.0
Closing balance 31 December 2004 –55.0 — –27.0 — –82.0
     
Opening balance 1 January 2005 –55.0 — –27.0 — –82.0
Sales and disposals  0.7 — — — 0.7
Amortisation for the year  –2.3 — –0.1 — –2.4
Translation differences for the year –0.1 — — — –0.1
Closing balance 31 August 2005 –56.7 — –27.1 — –83.8

Booked values

As per 23 April 2004  — — — — —
As per 31 December 2004  10.9 610.1 13.8 778.5 1,413.3
     
As per 1 January 2005  10.9 610.1 13.8 778.5 1,413.3
As per 31 August 2005  20.0 610.1 10.1 703.9 1,344.1

Amortisation
Amortisation is included in the following lines in the income statement

 Group Parent company
SEK million 2005 2005
Cost of goods sold  –1.2  —
Administrative expenses  –1.2  —
  –2.4  —

Impairment tests for cash-generating units with goodwill and brands
An impairment test has been carried for the segments of the Group, the Nordic 
countries and other, which are considered as cash-generating units.

The KappAhl Holding AB Group has considerable recorded values pertaining 
to goodwill and brands, see note 10, and the recoverable amounts of both items 
is based on the same important assumptions.

The impairment test is based on a calculation of future value in use. The 
calculation is based on cash flow forecasts for 4 years and then on a constant 
flow, since these assets have an indefinite period of use. The forecast cash flows 
after the first four years have been based on an annual growth rate of 2%, which 
is equivalent to the long-term growth rate on the unit’s markets. The forecast 
cash flows have been calculated at their present value with a discount pre-tax 
rate of 7%. The important assumptions in the five-year business plan are de-
scribed in the table below.

Important variables Methods for assessing amounts
Market share and  
market growth  The demand for these mature products has 

historically followed general economic trends.  
An assumption has been made regarding the 
appropriate market share in future periods for 
the existing stores. Also included is an assump-
tion that the number of stores will increase to 
some extent. The forecast is in line with past 
experiences and external sources of information. 

Gross margins  By way of precaution, the gross margin has 
been set at a slightly lower level than the existing 
level, even though the intention is that this will 
not be the case. The forecast is in line with past 
experiences.

Costs  Costs are expected to increase along with net 
sales apart from certain common costs that are 
expected to grow with inflation. The forecast is in 
line with past experiences.

Corporate management believes that possible changes in assumed variables – 
although still important variables in the calculations – would not have such a big 
impact that each of them would reduce the recoverable value to a value that is 
lower than the book value.

In order to support the impairment test performed on goodwill and brands 
within the Group, a comprehensive analysis has been made of the sensitivity of 
the variables used in the model. An assumption of a decreased annual growth 
according to above, down to 0% in combination with an increase of the discount 
rate by two percentage points, still shows a very good margin between recover-
able value and book value. Accordingly, there is no need for write-downs of the 
assets.



5150 51

NOTE 11  TANGIBLE FIXED ASSETS

    
  Equipment,  
  tools and   
Group Buildings installations Total
SEK million
Acquisition value
Opening balance 23 April 2004 — — —
Acquired through acquired operations 221.0 1,087.5 1,308.5
Closing balance 31 December 2004 221.0 1,087.5 1,308.5

Opening balance 1 January 2005 221.0 1,087.5 1,308,5
Other acquisitions — 157.4 157.4
Disposals — –71.4 –71.4
Translation differences — 35.8 35.8
Closing balance 31 August 2005 221.0 1,209.3 1,430.3

Depreciation and impairment
Opening balance 23 April 2004 — — —
Acquired through acquired operations –28.2 –718.2 –746.4
Closing balance 31 December 2004 –28.2 –718.2 –746.4

Opening balance 1 January 2005 –28.2 –718.2 –746.4
Depreciation for the year –9.8 –86.4 –96.2
Disposals — 56.9 56.9
Translation differences — –26.3 –26.3
Closing balance 31 August 2005 –38.0 –774.0 –812.0

Booked values
23 April 2004 — — —
31 December 2004 192.8 369.3 562.1

1 January 2005 192.8 369.3 562.1
31 August 2005 183.0 435.3 618.3

The buildings the Group has under financial leasing agreements are included in 
the Group’s tangible fixed assets. 

Future minimum leasing fees are due for payment as follows:

Within one year 22.3
1–5 years 89.2
Later than five years 93.2
 204.7

The present value of future minimum leasing fees is entered in the accounts partly 
as a current liability and partly as a long-term liability.

Depreciation
Depreciation is included in the following lines in the income statement
 
  Group Parent company
  2005 2005
SEK million
Cost of goods sold  –15.0  —
Administrative expenses  –7.4  —
Selling expenses  –73.8  —
  –96.2  —

Leasing agreements – distribution centre and head office
The Group leases a property that houses the Group’s distribution centre and 
head office in Mölndal.

NOTE 12 RECEIVABLES FROM GROUP COMPANIES

 Receivables from Group companies
Parent company  31 Aug. 2005 31 Dec. 2004

SEK million
Accumulated acquisition value
At beginning of year  1.2  —
Group contributions  87.7  —
Anticipated dividend  1,700.0
Other  0.3  1.2
Closing balance   1,789.2  1.2

Regarding the anticipated dividend see the comments in Note 8.

NOTE 13 LONG-TERM RECEIVABLES AND OTHER RECEIVABLES

Group  31 Aug. 2005 31 Dec. 2004

SEK million
Long-term receivables that are fixed assets
Other  3.5  —
  3.5  —
Other receivables that are current assets
Credit card receivables  —  15.0
Derivatives  31.4  —
Other  3.1  3.8
  34.5  18.8 

NOTE 14 INVENTORY

Group  31 Aug. 2005 31 Dec. 2004

SEK million
Finished goods and merchandise  589.9  446.2
  589.9  446.2

NOTE 15 PREPAID EXPENSES AND ACCRUED INCOME

 Group Parent company
 31 Aug. 2005 31 Dec. 2005 31 Aug. 2005 31 Dec. 2004

SEK million
Pre-paid rental costs 36.1 67.3 — —
Pre-paid banking costs 23.1 15.5 23.1 15.5
Other 8.3 14.5 0.4 —
 67.5 97,.3 23.5 15.5

NOTE 16 CASH AND CASH EQIVALENTS

The Group  31 Aug. 2005 31 Dec. 2004

SEK million
The following components are  
included in cash and cash equivalents:
Cash and cash equivalents  8.5  8.3
Cash and cash equivalents recorded in the subsidiaries 74.7  118.6
Total according to the balance sheet  83.2  126.9

Credit facilities which can be immediately  
terminated (less liability on the credit facility)  —  193.4
Total according to the cash-flow statement  83.2  320.3

The Group’s total overdraft facility limit is SEK 400 (200) million.

NOTE 17 INTEREST-BEARING LIABILITIES

This note contains information about contractual terms and conditions for the 
company with respect to interest-bearing liabilities. For more information about 
the company’s exposure to interest rate risk and exchange rate fluctuation risk, 
please refer to Note 23.

Group  2005 2004

SEK million
Long-term liabilities
Bank loans  1 335.0  1 185.0
  1 335.0  1 185.0

The Group has a bank limit for outstanding letters of credit worth SEK 200 million.

Shareholder loans
The shareholder loans were paid off in their entirety in advance during the finan-
cial year.

Terms & conditions and repayment deadlines
Security for the bank loans has been issued in the form of shares in the subsid-
iary KappAhl AB. 

NOTE 18 LIABILITIES TO CREDIT INSTITUTIONS

Parent company  2005 2004

SEK million
Long-term liabilities
Bank loans  1 335.0  1 185.0
  1 335.0  1 185.0
Liabilities that fall due for  
payment more than five years  
from the balance sheet date
Bank loans  1 335.0  1 185.0

See also Note 23 on interest exposure.

NOTE 19 REMUNERATION OF EMPLOYEES

Pensions and other remuneration after terminated employment
Defined benefit plans

Group  2005 2004

SEK million
Present value of partially or fully funded obligations  174.5  —
Actual amount of administrative assets  –84.7  —
Net of partially or fully funded obligations  89.8  —
Present value of unfunded obligations   31.2  67.4
Present value of the net obligation  121.0  67.4 
Unrecognised actuarial gains (+) and losses (-)  –50.0  –1.9
Unrecognised costs relating to service in  
previous periods  2.8  —
Net obligation for defined benefit plans  73.8  65.5

Net amount recorded in the following  
items in the balance sheet:
Provisions for pensions  73.8  65.5

Provision for defined benefit obligations
The Group offers both defined contribution and defined benefit pension plans. In 
the case of the defined contribution plans, the Group’s obligation is limited to 
fixed contributions that are paid to a separate legal entity. The Group’s profits are 
charged as the benefits are earned. In the defined benefit plans, the Group’s 
obligation is based on the employee’s salary at the time he/she retires and the 
number of years served. The Group stands the risk associated with payment of 
the pledged benefits.

In the balance sheet the difference between the present value of the obliga-
tions and the actual value of any administrative assets is recorded as either a 
provision or a long-term financial asset. 

Defined benefit plans are calculated according to the so-called projected unit 
credit method. This method distributes the cost of pensions as the employees 
carry out services for the company that increases their right to future benefits. 
This calculation is done annually by independent actuaries. The company’s 
commitments are valued at the present value of the expected future payments.  

Actuarial gains and losses may occur if the actual outcome deviates from previ-
ous assumptions or if the assumptions are changed. The portion of the accumulat-
ed actuarial gains and losses at the end of the previous year in excess of 10% of 
the greater of the present value of the obligations and administrative assets’ actual 
value is entered as profit over employees’ remaining employment period.

 
Changes in net obligation for defined benefit plans as stated in the 
balance sheet

Group   2005

SEK million
Net obligation for defined benefit plans as of 1 January   65.5
Benefits paid out    1.1
Contributions received    –8.5
Cost recorded in the income statement    13.1
Exchange rate differences    2.6
Net obligation for defined benefit plans as of 31 August   73.8

Cost recorded in the income statement

Group   2005

SEK million
Costs relating to service in current period    8.7
Interest expense relating to obligation    4.2
Expected yield on administrative assets    –2.4
Effect of reductions and adjustments    2.6
Total net costs in the income statement    13.1

The cost is recorded in the following lines in the income statement:

Group    2005

SEK million 
Cost of goods sold    3.8
Selling expenses    4.7
Administrative costs    0.4
Financial expenses    4.2
    13.1

Actuarial assumptions for defined benefit obligations
The most significant actuarial assumptions as of the balance sheet date 
(expressed as weighted average amounts)

Group  2005 2004

Discount rate as of 31 August (31 December)   3.1 %  4.3 %
Future salary increases  3.0 %  3.0 %
Future pension increases  2.0 %  2.0 %
Employee turnover  5.0 %  5.0 %
Inflation  2.0 %  2.0 %
Expected yield  3.1 %  4.3 %

Group   2005
SEK million
Amount in the provision that is expected to be  
paid after a period of 12 months     73,8

Shares and warrants rights held by the employees
On 1 January 2005, a number of the senior executives purchased 366,000 
shares and 354,000 warrants in KappAhl Holding AB. The acquisition was made 
on market terms according to a Black-Scholes evaluation. See also “Statement of 
changes in Equity – Group” on page 38. 
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Credit risk
Credit risk associated with financial activities
Financial risk management involves exposure to credit risk. This is mainly in the 
form of counterparty risk in connection with receivables from banks and other 
counterparties that arise when derivatives are purchased. The finance policy 
states that only internationally well-reputed banks may be used by the company. 

Credit risk associated with trade receivables
Since the Group is engaged essentially in cash sales with its customers, the 
credit risk associated with trade receivables is minimal.

Currency exposure
The Group is exposed to various types of foreign currency risk since it has opera-
tions in several different countries and since much of the Group’s purchasing is 
transacted in foreign currencies.

Transaction exposure
The Group has income and expenses in a number of foreign currencies. Thus 
KappAhl is exposed to exchange rate fluctuation. This risk is called transaction 
exposure and affects the Group’s operating profit. The finance policy sets the 
parameters for managing this risk and this involves hedging the flows within a 
period of twelve months.

The foreign companies essentially generate income and expenses in their local 
currencies. This means that the Group’s transaction exposure can most easily be 
illustrated by looking at the net currency flows of KappAhl AB:  

KappAhl AB
   2005
Currency   Amount

USD million    100
EUR million    35
NOK million    500

The Group classifies forward contracts that are used to hedge forecast 
transactions as cash flow hedging. The actual value of forward contracts used to 
hedge forecast flows totalled a net amount of SEK 24 million as of 31 August 
2005. Assets amounted to SEK 31 million and liabilities to SEK 7 million. These 
amounts are recorded in the balance sheet.

Translation exposure
KappAhl uses Swedish kronor for its income statement and balance sheet. Parts 
of the Group use other currencies for their accounts, which mean that KappAhl’s 
consolidated profit/loss and equity are exposed to exchange rate fluctuations. 
This type of currency exposure is called translation exposure and is not hedged, 
as this would have an undesired effect on the income statement.

The Group’s net foreign assets are distributed into the following currencies:

Group
   31 August 2005
Currency Amounts in SEK million

NOK    329
EUR    66
PLN    6
HKD    5

Interest rate risk
The total interest expense including interest rate swaps with a loan structure as  
of 31 August 2005 amounts to around SEK 60 million, which correspond to 
approximately 1.5% of the Group’s total costs.  

NOTE 24 OPERATIONAL LEASING

Lease agreements where the company is the lessee
Non-cancellable lease payments amount to:

 Group Parent company
SEK million 2005 2005
Within one year  1.6  —
Between one and five years  1.7  —
  3.3  —

NOTE 25 CAPITAL EXPENDITURES

Group
In 2005 the Group signed some agreements of low values regarding the acquisi-
tion of tangible fixed assets, mainly for new stores. All agreements are within the 
Group’s overall capital expenditures budget, which for the coming financial year is 
at a level comparable with the outcome for 2005. These undertakings are expect-
ed to be settled over the course of the next financial year.

NOTE 26 PLEDGED ASSETS AND CONTINGENT LIABILITIES

 Group Parent company
 31 Aug. 2005 31 Dec. 2004 31 Aug. 2005 31 Dec. 2004

SEK million
Pledged assets
In the form of assets pledged  
to secure the company’s own  
liabilities and provisions
Floating charge 43.1 33.0 — —
Net assets in subsidiaries 1,271.2 1,888.2 — —
Shares in subsidiaries — — 1,848.2 1,888.2
Total pledged assets 1,314.3 1,921.2 1,848.2 1,888.2

Contingent liabilities
Guarantee undertakings, FPG/PRI  0.4 0.4 None None
Purchase guarantee 0.2 0.2 None None
Total contingent liabilities 0.6 0.6 None None

NOTE 27 RELATED PARTIES

Related party relationships
The parent company has a related party relationship with its subsidiaries, see 
note 28.

Summary of transactions with related parties
The Executive Vice President of KappAhl, Paul Frankenius, is a shareholder in 
and director of Total Logistik Sweden AB, the Norwegian subsidiary of which 
supplies logistics services for cosmetics for KappAhl’s Norwegian stores.

Transactions with related parties are priced at market rates. During the 8 
months of the financial year, the Group’s purchasing from Total Logistik amounted 
to SEK 6 million.

Transactions with key individuals in senior positions
The company’s CEO and Executive Vice President control 24.1% of the voting 
rights in the company through a company called Pegatro Ltd. Other senior 
executives control 3.6% of the voting rights in the company.

The senior executives also participate in the Group’s warrant programmes (see 
Note 19).

The following remuneration has been received by key individuals in senior positions:

   2005

SEK million
Short-term remuneration to employees     19.5
Remuneration after terminated employment    —
Share-related remuneration    —

The combined remunerations is included in “Personnel expenses” (see Note 5):

   2005

SEK million
Board members    0.5
Senior executives    19.5
    

Benefits for senior executives

Remuneration and other benefits during the year

   Base salary Board   
    of Directors Variable Pension 
    fees remuneration expenses Total

SEK million
Chairman of the Board, Finn Johnsson  0.3 — — 0.3
Board member, Amelia Adamo  0.1 — — 0.1
Board member, Pernilla Ström  0.1 — — 0.1
CEO and Exec. Vice President  5.1 0.9 1.0 7.0
Total   5.6 0.9 1.0 7.5

NOTE 20 PROVISIONS

Group  31 Aug. 2005 31 Dec. 2004

SEK million
Provisions that are long-term liabilities
Medmera loyalty cards  7.1  7.4
Discontinuation of operations  29.1  24.4
Other risk provisions/duties  14.7  18.3
Total  50.9  50.1

Group total   31 Aug. 2005

SEK million
Recorded value at beginning of period    50.1
Provisions made during the period    —
Unutilized amount reversed during the period    –2.3
Increase in discounted amount during the period     4.6
Other    –1.5
Recorded value at end of period    50.9

Payments  31 Aug. 2005 31 Dec. 2004

Group
SEK million
Amount of the provision that is expected  
to be paid after a period of twelve months   50.9  50.1

NOTE 21 OTHER LIABILITIES

Group  31 Aug. 2005 31 Dec. 2004

SEK million
Other long-term liabilities
Debenture loan  1.4  —
Derivatives  9.8  —
  11.2  —
Other current liabilities
VAT  22.9  44.6
Liabilities to employees  28.2  24.5
Gift vouchers  11.6  15.2
Other  10.2  3.5
  72.9  87.8

Parent company  31 Aug. 2005 31 Dec. 2004
SEK million
Other current liabilities
Debenture loan  1.4  —
Derivatives  9.8  —
  11.2  —

Liabilities that fall due for payment more than five years from the balance 
sheet date
A certain portion of the gift vouchers liability for the Swedish operating subsidiary is 
spread over more than five years because the gift vouchers are valid for 10 years.

NOTE 22 ACCRUED EXPENSES AND DEFERRED INCOME

 Group Parent company
 31 Aug. 2005 31 Dec. 2004 31 Aug. 2005 31 Dec. 2004

SEK million
Personnel related expenses 197.2 234.5 — —
Interest expenses 8.0 9.4 1.7 1.4
Other  15.8 50.0 0.3 21.2
 221.0 293.9 2.0 22.6

NOTE 23 FINANCIAL RISK AND FINANCE POLICY

In its business activities, the Group is exposed to different types of financial risk. 
Financial risk refers to fluctuations in the company’s earnings and cash flow as a 
result of changes in foreign exchange rates, interest rates, refinancing and credit 
risks.

Management of the Group’s financial risk is concentrated to a central financing 
department that uses the finance policy established by the Board of Directors. 
This policy outlines how the various types of risk are to be managed. The Board 
of Directors has appointed a finance and audit committee, which among other 
tasks, is responsible for overseeing the formulation of the finance policy and, if 
necessary, proposing changes to the policy to the Board.

The Group’s finance department is responsible for raising capital, liquidity 
management and currency exposure and interest rate risk management. The 
responsibility concerns both the parent company and the Group as a whole. The 
finance department is also responsible for finance policy issues and acts as an 
internal bank for the Group’s subsidiaries. The overall objective of the finance 
department is to provide cost-effective financing and to minimise the negative 
effects of market fluctuation on the Group’s profit.

Liquidity risk
Liquidity risk (also called financing risk) is the risk that the company’s financing will 
not be able to be maintained, or only maintained at a significantly increased cost. 
According to the finance policy, there should always be sufficient cash funds to 
cover foreseeable expenses as well as unforeseen expenses and investments. In 
addition, the maturity dates of the financial liabilities have been spread over time 
to limit the liquidity risk.

The company’s financial liability as of 31 August 2005 amounted to SEK 1,335 
million (1,730). In addition to this, there are overdraft facilities in multiple curren-
cies equivalent to SEK 400 million, of which SEK 167 million was utilised as of 31 
August 2005.

Interest rate risk
Interest rate risk may consist of changes in actual value, price risk, changes in 
cash flow and cash-flow risk. A significant factor that changes interest rate risk is 
fixed interest terms. Long fixed interest terms mainly impact the cash-flow risk, 
while short fixed interest terms affect the price risk.

60 per cent of the Group’s debt has been converted to fixed interest debt 
though interest swaps. The effective rate of interest on remaining loans amounted 
to 3.3 per cent as of 31 August 2005.

Management of the Group’s interest exposure is a centralised function, which 
means that the central finance department is responsible for identifying and 
managing this type of exposure.

According to the finance policy, 75% of the company’s loans that mature more 
than one year in the future are subject to interest rate hedging. Derivatives, such 
as interest rate swaps, are used to manage interest rate risk. The company uses 
hedge accounting when there is an effective connection between secured loans 
and interest rate swaps, (see also Note 1 Accounting Principles Derivatives and 
Hedge Accounting.)

As of 31 August 2005, the company had interest rate swaps with a contractual 
value of SEK 800 million (0).

The actual net value of the swaps on 31 August 2005 amounted to SEK –9 
million (0) consisting of assets of SEK 0 million (0) and liabilities of SEK 9 million (0).
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MÖLNDAL, 2 JANUARY 2006

 Finn Johnsson Amelia Adamo Kristoffer Melinder  
 Chairman of the board  

 Bodil Nilsson Jan Samuelson Pernilla Ström  
 Employee representative 

 Bo Söderberg Rose-Marie Zell-Lindström Christian W. Jansson
  Employee representative CEO
   

Our audit report was issued on 2 January 2006
PricewaterhouseCoopers AB

Bror Frid
Authorised Public Accountant

NOTE 28 GROUP COMPANIES

Parent company  31 Aug. 2005 31 Dec. 2004

SEK million
Accumulated acquisition values
Opening balance  1,888.2  —
Purchases  —  1,888.2
Change in acquisition analysis  –40.0  —
Write-down due to anticipated  
dividends for shares in KappAhl  
AS and KappAhl OY  –577.0  —

Closing balance   1,271.2  1,888.2

Anticipated dividends, corresponding to the actual value of all shares in KappAhl 
AS and KappAhl OY, are recorded in the parent company’s year-end accounts 
amounting to SEK 1,700 million. The companies’ corresponding value in the 
parent company’s holding in the KappAhl AB Group is deducted above.  

Specification of the parent company’s and the Group’s holdings in  
Group companies

Subsidiary /   31 Aug.  2005 31 Dec. 2004
Corporate ID number /  Number  Recorded Redovisat
Registered office of shares %  value värde

KappAhl AB 60,000 100.0 1,271.2 1,882.2

Indirectly owned  
KappAhl OY, 460.230, Finland  100.0
KappAhl Åland AB,  
1737564-2, Mariehamn  100.0
KappAhl AS, 947659138, Norway  100.0
KappAhl Polska Sp.zo.o,  
526-22-60-963, Poland  100.0
KappAhl Czech Republic s.r.o,  
26447142, The Czech Republic  100.0
KappAhl Far East Ltd,  
438724, Hong Kong  100.0
Vestfold Logistikksenter AS,  
830400672, Norway  100.0
Detaljhandel Logistik AB,  
556636-2132, Sweden  100.0
Kungsgatan Göteborg Mode AB,  
556178-1146, Sweden  100.0
Kungsgatan Göteborg  100.0
Konfektion AB, 556216-7329, Sweden  100.0
   1,271.2 1,882.2

NOTE 29 CASH-FLOW STATEMENT

Cash and cash equivalents – Group   31 Aug. 2005

SEK million
The following components are included in cash and cash equivalents: 
Cash and cash equivalents (+ available funds in overdraft facilities)  83.2
Total according to the balance sheet    83.2
Overdraft facilities that can be cancelled immediately  
Total according to the cash-flow statement    83.2

Cash and cash equivalents – Parent company  31 Aug. 2005

MSEK
The following components are included in cash and cash equivalents: 
Cash and cash equivalents (+ available funds in overdraft facilities)  0.0
Total according to the balance sheet    0.0
Overdraft facilities that can be cancelled immediately    —
Total according to the balance sheet    0.0

Interest paid and dividend received
 Group Parent company
SEK million 2005 2005
Interest received  2.3  3.8
Interest paid  –98.4  –1.4
  –96.1  2.4

Adjustment for non-cash items
 Group Parent company
SEK million 2005 2005
Anticipated dividend  —  1,122.9
Depreciation  98.2  —
Unrealised exchange rate difference  3.8  —
Provisions for pensions  8.0  —
Other provisions  1.0  —
  111.0  1,122.9

Acquisition of subsidiary and other business units – Group

   2005

SEK million
Repaid purshase price:    –40.0
Less: Cash and cash equivalents in the acquired operation   
Effect on cash and cash equivalents    –40.0

NOTE 30 EVENTS AFTER THE BALANCE SHEET DATE

The financial reports were approved for issue by the Parent Company’s Board of 
Directors on 2 January, 2006.

NOTE 31 CRITICAL ESTIMATES AND ASSESSMENTS

The Group’s corporate management has held discussions with the audit commit-
tee on the subject of the development, decisions and information relating to the 
Group’s critical accounting principles and assessments, as well as on the applica-
tion of these principles and assessments.

Impairment tests
Impairment test for goodwill and brands are described in Note 10.

Inventory valuation
The inventory has been valued at the lower of the acquisition value and the net 
realisable value. The amount of the net realisable value takes into account calcu-
lations based, among other things, on estimates of future selling prices, taking 
also into account discounts. The actual future sales prices may differ from the 
estimates.

Customs dispute in Norway
A provision has been made by the Norwegian subsidiary for an anticipated risk in 
connection with the ongoing dispute with the Customs Department in Norway. 
Since the matter has not yet reached a legal conclusion, the actual amounts may 
differ from the estimated amounts.

NOTE 32 INFORMATION ABOUT THE PARENT COMPANY

KappAhl Holding AB is a Swedish limited company (corporate ID number 
556661-2312) that is registered in Mölndal. The head office address is: Idrotts-
vägen 14, SE-431 24 Mölndal, Sweden. The consolidated accounts for 2005 
consist of the parent company and its subsidiaries referred to as the Group. 

Corporate Identity Number 556661-2312 

We have audited the annual accounts, the consolidated accounts, the account-
ing records and the administration of the board of directors and the managing 
director of KappAhl Holding AB (publ.) for the financial year 1 January 2005 –  
31 August 2005. The board of directors and the managing director are responsi-
ble for these accounts and the administration of the company as well as for the 
application of international financial reporting standards IFRS as adopted by the 
EU and the Annual Accounts Act when preparing the consolidated accounts.  
Our responsibility is to express an opinion on the annual accounts, the consoli-
dated accounts and the administration based on our audit. 

We conducted our audit in accordance with generally accepted auditing 
standards in Sweden. Those standards require that we plan and perform the 
audit to obtain reasonable assurance that the annual accounts and the consoli-
dated accounts are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the ac-
counts. An audit also includes assessing the accounting principles used and their 
application by the board of directors and the managing director and significant 
estimates made by the board of directors and the managing director when 
preparing the annual accounts and consolidated accounts as well as evaluating 
the overall presentation of information in the annual accounts and the consolidat-
ed accounts. As a basis for our opinion concerning discharge from liability, we  

examined significant decisions, actions taken and circumstances of the company  
in order to be able to determine the liability, if any, to the company of any board 
member or the managing director. We also examined whether any board member 
or the managing director has, in any other way, acted in contravention of the 
Companies Act, the Annual Accounts Act or the Articles of Association. We 
believe that our audit provides a reasonable basis for our opinion set out below.

The annual accounts have been prepared in accordance with the Annual 
Accounts Act and give a true and fair view of the company’s financial position and 
results of operations in accordance with generally accepted accounting principles 
in Sweden. The consolidated accounts have been prepared in accordance with 
the international financial reporting standards IFRS as adopted by the EU and the 
Annual Accounts Act and give a true and fair view of the group’s financial position 
and results of operations. The statutory administration report is consistent with 
the other parts of the consolidated accounts.

We recommend to the meeting of shareholders that the income statement and 
balance sheets of the parent company and the group be adopted, that the profit 
of the parent company be dealt with in accordance with the proposal in the 
administration report and that the members of the board of directors and the 
managing director be discharged from liability for the financial year.

AUDIT REPORT

To the general meeting of the shareholders of KappAhl Holding AB.

Göteborg, 2 January 2006
PricewaterhouseCoopers AB

Bror Frid
Authorized Public Accountant

(translation)
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THE BOARD OF DIRECTORS from left to right: Kristoffer Melinder board member, Eva Larsson employee representive/deputy, Henrik Lif deputy, Bodil Nilsson 
employee representive, Amelia Adamo board member, Jan Samuelson board member, Melinda Hedström employee representive/deputy, Finn Johnsson chairman of 
the board, Pernilla Ström board member, Rose-Marie Zell-Lindström employee representive, Bo Söderberg board member, Jan Ohlsson deputy (not in the picture).
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THE EXECUTIVE MANAGEMENT TEAM from left to right: Christian W. Jansson President & CEO, Mari Svensson Purchasing & Marketing, Linda Hamberg 
Sales, Paul Frankenius Ececutive Vice President, Kajsa Räftegård Human Resources, Gudrun Fahlback Business development, Håkan Westin Finance.


