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Financial highlights
TOTAL CONSOLIDATED RESULTS
(SEK billion)

2002

20012)

Change

Adjusted income before tax

Orders booked

128,4

201,8

–36%

The improvement is due to
the ongoing restructuring and
cost efficiencies in Phones and
Systems. The Systems loss
was the result of a correction
phase in the infrastructure
market, with lower business
volumes and credit market
restrictions on operator capex

Net Sales

145,8

210,8

–31%

Adjusted operating margin

–9%

–9%

Adjusted income before tax

–14,5

–21,1

Net income
Earnings per share, fully diluted (SEK)

–7,1

6,7

Return on capital employed (ROCE)

–11,4%

–14,3%

Equity ratio

36,5%

28,1%

Number of employees

64 621

85 198

–24%

2002

20012)

Change

115,3

183,3

–37%

22,7

27,4

–17%

SEGMENT RESULTS

A substantial reduction due
to successful restructuring
activities. Target is to be below
60,000 at the end of 2003

(SEK billion)

Orders booked
Systems
Other operations
Less inter-segment orders

Orders booked in Systems

Total

Excluding cancellations,
Systems’ order intake was
SEK 127,6 billion, a decline
of 30 percent

Sales

The decline for GSM/WCDMA
was only 14 percent,
indicating a sustained strong
market position. Global
Services sales are also
included under Systems

–21,3
–1,94

Cash flow before financing activities

Number of employees

Net Sales in Systems

–19
–1,51

Systems
Other operations
Less inter-segment sales
Total

–9,6

–8,9

128,4

201,8

132,0

188,7

–30%

23,5

31,8

–26%

–9,7

–9,7

145,8

210,8

–36%

–31%

Adjusted operating income1)
Systems

–4,9

3,2

Phones

–1,3

–14,6

Other operations

–4,7

–5,1

Unallocated

–1,6

–1,7

–12,5

–18,2

Tota l
1)

Adjusted for items affecting comparability
– Capital gain Juniper Networks

–

5,5

– Non-operational capital gains

–

0,3

– Restructuring costs, net

–12

–15

– Capitalization of development expenses, net

3,2

–

2002

20012)

Change

–24%

SALES BY MARKET AREA
(SEK billion)

Europe, Middle East and Africa

74,1

97,1

North America

23,1

25,2

–8%

Latin America

12,7

32,1

–61%

35,9

56,4

–36%

145,8

210,8

–31%

Asia Pacific
Total
2)

2001 figures are restated for:
– Changed accounting principles in Sweden 2002 regarding consolidation of
companies according to new RRI.
– Results from parts of Phones transferred to the joint venture Sony Ericsson Mobile
Communications reported under Share in earnings of Joint Ventures and
Associated Companies for the full year 2001.

This business review describes our response
to today’s market and our vision for the future
of telecommunications.
We examine the challenging market conditions we face
now and the long-term opportunities for growth.
We explain the actions we have taken to strengthen our
business. And we show how we are creating long-term
value through our business operations.
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A letter from Kurt Hellström

Dear shareholder,

We all know these are difficult times in the telecommunications industry – probably

But, before I outline how we are responding to these conditions,
I think it is important to remember what we are working to achieve here at Ericsson.
We believe in communications for everyone, and we are enabling our customers
to create convenient, affordable and reliable communication services. We develop
technology that provides operators with new sources of revenue and new ways
to lower costs. Our ambition is to do this better than any other supplier, creating
a highly competitive return for our shareholders.
the worst in history.

In the current market these objectives can seem more aspirational than attainable.

Both operators and suppliers have suffered, and we have experienced a particularly
significant decrease in operators’ capital expenditure on mobile infrastructure,
with a decline of more than 20 percent during 2002. We believe the worst is over,
however, and expect the market to decline at a lower rate in 2003.
Some observers see little prospect of growth for telecommunications. They

Our Market

More information about market
developments can be found
on page 14

seem
to believe current conditions will prevail in the long term. I disagree. Conditions now
are no more typical of our market than the hyper-growth of the late 1990s. We have
entered a period of correction; it is painful, but we see nothing to suggest that
healthy, long-term patterns of growth will disappear. The underlying market drivers
remain – continued strong subscriber growth, increased usage of mobile phones and
the introduction of new technologies and services. Telecommunications generally
grows at a relatively stable rate – above GDP – and I am sure steady, sustainable
growth will return.
Our confidence is built on the real and tangible benefits offered by mobile

Convenient, affordable and available to more and more of the world’s
population – mobile services free people from the limitations of fixed line telephony.
Now, with the growth of wireless data services and the imminent launch of 3G, they
offer the promise of mobile multimedia. Consumers are willing to pay a premium
for the convenience and productivity that mobile communications offer.
communications.
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A number of obstacles to growth in mobile communications are beginning to shift.

For example, many operators are lowering tariffs, making mobile services increasingly
attractive to price-conscious fixed line users. With mobile networks representing
only 15-20 percent of total telecommunications traffic, the migration of fixed line users
to mobile services offers huge potential for growth. The regulatory environment is
improving too, making it easier for operators to launch services. We expect these and
other significant factors to increase the number of mobile phone users to
approximately 1.5 billion within three years.
Our challenge is to turn Ericsson into a truly robust and sustainable business.

Even in difficult conditions, we must be able to deliver profitability while retaining
the flexibility and scalability to grow when the market turns. We cannot control the
market, but we can control our own operations. Our basic strategy is to lower our
fixed cost-base and build a strong financial foundation for the future. We are also
diversifying our revenues by expanding our activities in the areas of professional and
technical services and technologies, and increasing our focus on key customers and
our core systems business.
Our Strategy

We implemented this strategy in 2002 with a series of actions:

More information about our
strategic decisions and actions
can be found on page 8

• We brought SEK 29 billion cash into the business through a successful stock issue.
This strengthened our financial position.
• We prioritized our most valuable products and services, particularly in 2.5G and 3G.
This created efficiencies in every area, from research and development (R&D) to
manufacturing, sales and customer support.
• We reorganized our R&D centers; we consolidated our companies in 140 countries
into 31 market units; and we removed layers of management, sales, administration and
other functions throughout the company, reducing staff to less than 65,000 people.
Through our efficiency measures we intend to return to profit at some point in 2003.

We are reducing our cost-base until we can break even at sales levels as low as SEK 120
billion. The pressure is on, but we will achieve this.
I am proud of the way everyone
has faced up to the tough actions required, while maintaining our core values
of professionalism, respect and perseverence. Working together, we have created
a stronger and more agile Ericsson. Let me also underline that the transformation
of Ericsson could not have been achieved without the strong support of our
shareholders, particularly their positive response to our stock issue.

Enormous change within a company is never easy.

A letter from Kurt Hellström
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Throughout this period of concentration we have always protected a key strength –
our end-to-end expertise. This

Our Performance

More information about our
performance in 2002 can be
found on page 20

enables us to offer customers world-class competence
in every part of their network, from infrastructure to services, applications, platforms
and handsets. While individual components may become standardized and in some
cases commoditized, networks themselves are more and more complex. They handle
many forms of traffic and access devices, from analog to 3G. Whenever I meet with
operators they acknowledge the increasing value of our end-to-end expertise in this
increasingly complex world. This is a vital differentiator and strength for us. It has also
enabled us to expand our systems business through professional services, a business
that – through its recurring nature – helps us to stabilize our revenues.
In 2002 we saw important developments within one of our most valuable assets –
Sony Ericsson. This

start-up company, in operation since october 2001, has needed
some time to get its product line and supply chain in order, but it now has a strong
portfolio and is ready to compete hard for market share. To support expansion,
Ericsson and Sony have decided to invest an additional EUR 150 million each,
underlining our commitment to the future of this exciting business.
After 18 years with Ericsson, I have decided to use my right to retire at the age of 60.

I think the right time has come for someone else to take over the steering wheel.
After the actions I have initiated through the past years, we are now in full control of
our company, and we have the flexibility to thrive in both difficult and positive
conditions. I think my successor, Carl-Henric Svanberg, is the right person to lead
Ericsson into the future. He is taking over a company that has the largest market share
in GSM/WCDMA , new contracts to supply CDMA2000 , the most comprehensive
3G patent portfolio, proven 3G mobile platforms and handsets and – not the least
– a very strong position in services. With the strong support of shareholders and
the Board of Directors behind him, I am convinced that Carl-Henric Svanberg will
be successful in strengthening Ericsson’s leadership position and ensuring that the
company generates excellent value for its shareholders.

Kurt Hellström President and CEO, Ericsson
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A letter from Kurt Hellström

Corporate Social Responsibility We believe companies should act in a responsible way,
maintaining high standards in corporate governance, employee and supplier conduct,
sustainability and the environment, and humanitarian aid. Ericsson has signed and accepted
the UN Global Compact’s nine principles for human rights. We see these principles as a
prerequisite for sound, long-term business. This page outlines our initiatives in these areas.

Sustainability and Environment
We are committed to continually improving the
environmental performance of our products, services
and operations. In 2002 we:
Successfully concluded a comprehensive 3G life cycle
assessment program, providing Ericsson with in-depth
knowledge about all mass and energy flows within our industry
Further reduced energy consumption of our products while in use
Continued to phase out banned and restricted materials,
including lead in solder and brominated flame retardant
Implemented a world-wide Ecology Management recycling
scheme through which we take back and recycle our
customers’ phased-out equipment
Award:

Ericsson is ‘a world sustainability leader in the communications
technology industry’ in the Dow Jones Sustainability World Index

Corporate Governance
We have a long history of high standards in the governance,
management and reporting of our activities. In recent
years, we have established several bodies to strengthen
governance within Ericsson, including:
Audit Committee, overseeing financial statements, audit
processes and audit fees – appointed by the Board
Finance Committee, overseeing major financial transactions
and our financial risk exposure – appointed by the Board
Remuneration Committee, overseeing salary levels, retirement
compensation and incentive plans for employees – appointed
by the Board
Nomination Committee, responsible for nominating board
directors and proposing directors’ fees – appointed by the
Shareholders
Disclosure Committee, reviewing our reporting principles
and transparency issues – appointed by the management

Code of Conduct
Our Code of Conduct protects the rights of people working
with our products and services – including those who work
for our suppliers. We will discontinue cooperation with any
party that persists in non-compliance. The Code of
Conduct includes directives on:
Workers’ rights, including human rights and discrimination,
wages and working hours
Safety, including workplace conditions
Environment, with suppliers required to comply with
environmental laws and our environmental requirements
Child labor, which we base on the child labor code in the
UN Convention on the Rights of the Child, article 32.1
Monitoring, with all suppliers obliged to inform us about
their operations

Ericsson Response Program
Ericsson Response assists disaster relief operations
by providing specialist volunteers and communications
equipment. Key achievements in 2002:
Established a temporary GSM network in Afghanistan
to support the UN and Interim Government
Provided communications at refugee camps in Tanzania,
linking them to the outside world for the first time
Assisted the International Federation of Red Cross and
Red Crescent Societies (IFRC) in responding to food crises
in Malawi, Zambia, Zimbabwe, Lesotho and Swaziland
Signed a global partnership agreement with the IFRC
establishing a strategic approach to disaster management
and preparedness
Awards:

Best use of wireless for emergency situations; GSM Awards 2002
Best community relations initiative; 2002 Telecom Marketing Awards

Ericsson 2002

7

Our Strategy

8

Ericsson 2002

2002 was a year for clarity, decisiveness and action. Following
our finance strategy, we strengthened our balance sheet and cash
position. We reorganized our business operations, we consolidated
our products and we applied a rigorous approach to efficiency. Our
actions have started the process of making Ericsson more robust
and more profitable.
Our business strategy is clear. We

are working to create long-term value for our
shareholders by strengthening our position as the world’s leading telecommunications
supplier. We meet operators’ needs through our technology leadership and world-class
systems, services and handsets, helping our customers to become the most powerful
companies in our industry. Our objective is to serve these customers faster and better
than any competitor, and to establish Ericsson among the top three suppliers in each
of our market sectors.
In 2002 our financial priority was to bring cash into the business to protect our core
activities. To

achieve this we launched a stock issue. The issue was over-subscribed by
37 percent and raised SEK 29 billion, putting us in a strong financial position. This
has enabled us to reduce our debt, it has ensured the future of our business and it has
provided us with cash to invest in our most profitable activities. The success of the
issue has reassured our customers that we remain a stable business; and it demonstrates
the confidence investors have in our future.

88 bSEK

68 bSEK

By significantly lowering operational costs we strengthened our position further.
Target
38 bSEK

Q4 01 Q4 02 Q4 03

This built on the previous year’s Efficiency Program, which lowered annual costs by
SEK 20 billion. Our measures in 2002 reduced annual operational expenditure
by a further SEK 17 billion. This keeps us on course to achieve our target – a total
reduction in annual operating costs of SEK 50 billion by the end of the third quarter
of 2003.

Annualized OPEX Run Rate

Our efficiency measures have
significantly reduced operating
expenses (OPEX)

We are achieving these exceptional results by prioritizing, consolidating and partnering.

A key action in 2002 was to focus our activities on four key areas – systems, services,
technology and handsets. This significantly reduced our operating expenses, and has
enabled us to make better use of existing facilities and resources. Efficiencies in R&D
alone have contributed annual cost savings of SEK 10 billion to our overall operational
savings. Our approach to efficiency is about more than cost-cutting, however;
it is designed to ensure we use our cash in the most effective, value-generating ways.

Our Strategy
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Market strategy Ericsson is a business-to-business telecommunications supplier.
We sell systems, services and technology to operators and service providers in
140 countries. We also create revenue through our licensed solutions and intellectual
property rights. And we sell handsets to operators and retailers through Sony Ericsson.
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Our Strategy

Being clear about our strengths has enabled us to protect our most valuable activities.

For example, we have consolidated our products and services into one integrated
portfolio, committing our resources to the product areas most valuable to our key
customers – our GSM/WCDMA and CDMA2000 technology tracks in mobile
systems; and our ENGINE Softswitch and Broadband Access solutions in wireline
(see page 23). We have outsourced profitable non-core products and services to bestin-class partners, while unprofitable and niche areas have been discontinued
or sold. This company-wide focusing is essential if we are to restore profitability.
We have committed our R&D to the products that will create most profit for us
in the future. These

Start
85k
Now
65k

Target
60k

Q4 01 Q4 02 Q4 03

People

Focusing on our core business
has enabled us to reduce the
number of employees within
the company, saving us money.
Our target is to have less than
60,000 employees at the end
of 2003

include the 3G wireless technologies WCDMA, EDGE and
CDMA2000. We have also taken the decision to base 3G systems equipment on
advanced and proven platforms – the Ericsson Telecom Server Platform, which controls
the functions of network servers and applications, and the Ericsson Connectivity
Packet Platform, which controls the flow of traffic in the network. Many legacy
products are based on AXE and that will not be changed. Our focus has enabled us
to reduce R&D costs, streamline operations and meet our customers’ current and
future needs with more cost-efficient solutions.
Our network of 140 local
companies worldwide has been rationalized into 31 market units with responsibility
for a number of countries. This has generated efficiencies and strengthened our ability
to serve our customers in local markets. It also reflects greater internationalization
in the operator market (see page 18).
We have also reorganized the way we work with customers.

Partnerships are helping us to serve customers while reducing costs and risk.

For example, we are partnering with wireless network specialists Agere and Proxim in
wireless LAN, and router specialist Juniper Networks in data backbone solutions.
Another example is Ericsson Mobility World, which works with external developers
to create mobile Internet services and applications for operators. These initiatives
reinforce our unique strengths as a provider of end-to-end solutions capable of
supporting every part of an operator’s network.
Our approach to efficiency is not a short-term response to temporary pressures.

It is a long-term strategy enabling us to compete in an increasingly tough market.
Although we expect significant long-term growth, telecommunications is set to
become more competitive than ever, with tighter margins and even higher customer
expectations. Our actions in 2002 have supported our strategy while adapting
our organization to current conditions, making us financially robust, operationally
efficient, and in excellent shape to meet our customers’ most important needs.

Our Strategy
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Product strategy We have prioritized our most valuable products and services.
We are investing in 3G and beyond 3G technologies. We are optimizing our highly
profitable 2G, 2.5G and multiservice solutions. We are maintaining mature technologies.
And we are discontinuing our activities in unprofitable and non-core areas.

RBS 3202 and RBS 1130

The first of a new generation of
indoor and outdoor macro, mini,
micro and pico radio base stations
covering our customers’ entire
network requirements. By building
our CDMA2000 and WCDMA
product lines on a common
technical platform, we create
synergies that will give us volume
and cost advantages over our
competitors

Our key products, services and technologies
AXE

ENGINE

MINI-LINK

TDMA

A computer-controlled digital
switching technology for large
public telephone switches –
the most widely deployed
switching system in the world

A set of packet based solutions
covering operator needs,
from modernization of telephony
networks to delivery of new
multimedia services

Radio base station solutions
using microwave technology

Time Division Multiple Access –
a technology for digital
transmission in mobile
communications

CDMA/cdmaOne

Ethernet

Code Division Multiple Access –
the world’s second most widely
used digital wireless technology
for mobile services

The world’s most popular
office networking technology,
connecting computers and
other devices to one another
and to external networks

CDMA2000
GSM

Global System for Mobile
Communications – the world’s
most widely used digital
wireless technology for mobile
services
HLR

EDGE

Enhanced Data for Global
Evolution – a technology giving
GSM systems the capacity to
handle 3G services

Ericsson 2002

Multimedia Messaging Services
– a new and universally
accepted standard enabling
2.5G and 3G mobile phone users
to send and receive messages
with formatted text, graphics,
photographs, audio and video

WCDMA

Wideband Code Division
Multiple Access – a 3G
technology for high-capacity
digital wireless communications
of Internet, multimedia, video
and other applications

NMT

Code Division Multiple Access
2000 – a 3G technology for
high capacity digital wireless
communications, enabling users
to benefit from enhanced data
rates for Internet, multimedia,
video and other applications

12

MMS

Our Strategy

Home Location Register –
a database containing
information about the location
of a mobile phone user and
their account details

Nordic Mobile Telephony – the
common Nordic standard for
analog mobile communications
PDC

Personal Digital Cellular –
a Japanese standard for digital
mobile communications
TACS

Total Access Communication
System – a mobile telephone
standard originally used in
the UK

3G Applications

Software enabling operators
to provide 3G subscribers with
a wide range of new services,
including M-commerce, picture
messaging, audio clips, games
and media. Also includes the
software required to manage the
operation of 3G systems and
devices

Invest for future business
Investing in technologies and solutions
to meet growing market demand
WCDMA
CDMA2000
EDGE
MMS
3G Applications
ENGINE – new solutions
Ethernet Broadband Access
MINI-LINK

SALES=10%

Optimize for current business
Producing and enhancing successful
technologies and solutions to meet existing
strong demand
GSM
AXE
ENGINE
HLR
CDMA

SALES=80%

Maintain
Servicing of existing customers, with
no further releases or enhancements planned
AXE – older solutions
NMT
TACS
cdmaOne
PDC
TDMA

SALES=10%

Exit
Activities in these technologies and solutions
to be sold, outsourced or discontinued
Call Centers
Instant DSL
Tigris
Erion

Our Strategy
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Many operators are now emphasizing cash flow and profitability,
equipment orders have decreased, and we have adjusted
accordingly. At the same time, operators have needed to enhance
networks, creating strong demand for services. Looking forward,
we see similar market pressures continuing in the short-term, with
a return to healthy growth in the medium- to long-term.
Operators’ needs drive our market. We

1997

supply everything they require to provide
services to subscribers, from equipment and services to applications and handsets.
Systems accounts for 90 percent of our business; services contribute 26 percent
of Systems’ sales.

2003

Operators have experienced difficult times. Unfavourable

1990

2010

Telecom ‘bubble’

Extreme market growth during
the late 1990s was unusual
in our industry and has led to
a period of severe correction.
We believe the market will
stabilize, and a long-term
pattern of growth of between
5-10% will resume

economic conditions and
higher than expected 3G licence fees severely strained their finances. Many have also
taken on significant and expensive debt to pay for licenses, and some continue to
suffer the consequences of previous over-investment in Internet activities. Increased
competition for subscribers has made the situation tougher, and, following scandals,
collapses and bankruptcies, the capital market has become much more restrictive.

As a result, operators are ordering less equipment. We

estimate that sales of equipment
have fallen from USD 53 billion in 2000 to 42 billion in 2002. Many operators are
using spare capacity in parts of their networks to handle growing traffic, helping
to improve their cash flow and reduce debt. Operators with 3G licences have saved
money by delaying the rollout of new equipment – an expensive development for
those suppliers who have invested most in 3G R&D, including us. Our wireline and
optical transmission systems business has suffered even more, with a decline of
60 percent last year.
Inevitably, market conditions have increased competition between equipment suppliers.

Margins have come under pressure, especially in high-volume areas such as GSM.
In 3G, the battle is for market share, and suppliers are fighting hard to win orders.
These conditions have made efficient manufacturing, economies of scale and existing
customer relationships even more important for Ericsson.
There are different dynamics in the services area. While

orders for equipment come
from operators’ capital spending, our revenues in services are drawn mostly from
operational expenditure. Operators are now reducing their costs by using our services
to find efficiencies, optimize existing assets and outsource parts of their network.
These activities, together with demand for systems integration services, generated
15 percent growth in our services business in 2002.

Our Market
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Sources of growth Mobile communications is a long-term growth market. The
number of subscribers worldwide is expected to double within five years. Growth will
also be driven by subscribers talking more, and using their phones to access a new
range of Internet, messaging and multimedia services.

New subscribers

Subscribers talking more

New services for subscribers

Device-to-device communications

Minutes per subscriber

Market forecasts

Operators’ tariff strategies have a strong
impact on the volume of traffic in their
network. Lower tariffs stimulate much
greater usage, as the simultaneous
decrease in tariffs and increase in traffic
in the North American market has
demonstrated.

In 2001 the number of mobile subscribers
exceeded fixed line subscribers for the first
time. We expect this growth in mobile
communications to continue, with
broadband access also emerging as a
strong growth area.

154 million
450 mins

Mobile
1800

295 million
120 mins

347 million
200 mins

Fixed
900

900

600

Broadband
300

0
W. Europe N. America Asia-Pac.

16

Ericsson 2002

Our Market

2000

2001

2002

2003

2004

2005

2006

2007

Valued at close to USD 30 billion a year, the professional services market in

It is currently growing at an annual
rate of around 10 percent, and we have been successful in establishing and growing
a significant market share in this area. Our services business is profitable today,
and we expect it to become even more valuable as major new opportunities appear,
and demand increases for our unmatched range of expert services (see page 22).
telecommunications is very attractive to us.

75%

We are also using our unrivaled expertise and intellectual property rights to develop
strong market positions in mobile platforms, licensing and patents. In

Top 20 Operators

The world’s 20 largest
operators now serve 75 percent
of subscribers. Ericsson is a
supplier to 18 of these
companies – as shown below
Operator
Subscribers (m)
China Mobile . . . . . . . . . . . . . 139.1
Vodafone . . . . . . . . . . . . . . . . . 89.4
China Unicom . . . . . . . . . . . . . . 66.6
T-Mobile (Deutsche Telekom) . 55.5
Orange (France Telecom) . . . . 49.8
NTT DoCoMo . . . . . . . . . . . . . . 42.8
TIM . . . . . . . . . . . . . . . . . . . . . . 36.5
Verizon Wireless . . . . . . . . . . . 34.4
Telefonica . . . . . . . . . . . . . . . . . 30.2
Telcel (Telmex) . . . . . . . . . . . . . 24.8
Cingular . . . . . . . . . . . . . . . . . . 22.2
AT&T Wireless . . . . . . . . . . . . . 21.9
mmO2 . . . . . . . . . . . . . . . . . . . 18.6
SK Telecom . . . . . . . . . . . . . . . . 17.2
Turkcell . . . . . . . . . . . . . . . . . . . 15.6
Sprint PCS . . . . . . . . . . . . . . . . 15.4
KDDI . . . . . . . . . . . . . . . . . . . . . 13.5
SFR Cegetel (Vivendi), France 13.0
KPN . . . . . . . . . . . . . . . . . . . . . . 11.7
AIS, Thailand . . . . . . . . . . . . . . 10.8
Ericsson customers are shown in blue

2002, sales in
mobile platforms grew through many new supplier agreements, and we extracted
more revenue from our portfolio of more than 10,000 patents. We see good prospects
for continued growth in these areas.

As a result, they invest
most in equipment and services, with each operator using a number of suppliers.
This continuing consolidation amongst operators is good for us. As supplier to 18 of
the 20 largest operators, we win the greatest number of orders from the industry’s
most valuable customers. This enables us to achieve economies of scale and to develop
integrated solutions with other suppliers. It also puts us in a good position to grow
with the industry’s leading customers as the market improves. Our top 20 customers
acocount for more than 65 percent of our sales.
The 20 largest operators now serve 75 percent of subscribers.

A moderate
increase in 3G sales may compensate for lower demand in mature areas, such as
TDMA and PDC mobile systems. And the combination of limited capacity in
networks and increasing traffic may well create demand for both equipment and
services. Our estimates, however, are that the market will decline in 2003 – less
than in 2002, but still downward – and will then stabilize.
Overall, we do not expect market growth to return in the short-term.

In the medium term, the situation is more positive. This

view is inspired by the
continuously increasing popularity of mobile communications. In 2002 the total
number of mobile subscribers increased by 21 percent to just over 1,100 million,
and we believe there will be 1.8 billion mobile subscribers by 2007. People are also
spending more time using their handsets, and we are seeing a rapid adoption of
new services, such as photo-messaging. We believe the increasing volume and value
of subscriber traffic, together with the benefits of 3G services, will restore growth
in equipment sales and services.
Of course, this is just the beginning for mobile communications. Only

18 percent of the
world’s population is connected to any form of telecommunications network. With
wireless offering an inexpensive way for new operators to offer services, and the
mobile Internet increasing the value of services in developed markets, we see excellent
potential for long-term growth. The challenge is to stay efficient while positioning
Ericsson to grow with the market.

Our Market
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Improved customer service To create efficiencies and enhance our support for
customers, we have reorganized the way we do business. Our measures include a
rationalization of our companies in 140 countries into 31 market units, each responsible
for providing world-class expertise to operators in that area.

Europe

1

World

Market Unit

Please note that the map is a rough outline and shows
areas of responsibility for our market units
Market Units
Europe, Middle
East & Africa
1. Benelux

Belgium, Netherlands
and Luxemburg
2. Central Europe

Bosnia-Herzegovina,
Croatia, Czech Republic,
Hungary, Poland,
Slovakia and Slovenia
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3. Eastern Europe

6. Iberia

& Central Asia
Belarus, Georgia,
Kazakhstan, Russia
and Ukraine

Portugal and Spain

4. France

5. Germany, Austria,
Switzerland &
Liechtenstein (DACH)
Austria, Germany,
Liechtenstein
and Switzerland

7. Italy
8. Middle East

Bahrain, Iran, Jordan,
Kuwait, Lebanon, Oman,
Qatar, Saudi Arabia, Syria and
United Arab Emirates
9. Nordic & Baltic (NOBA)

Denmark, Estonia, Finland,
Iceland, Latvia, Lithuania,
Norway and Sweden

We have the same global capability we had before, but it is now
delivered through a more efficient and effective network. Our new
organization has enabled us to create efficiencies, removing duplication
and cutting costs in areas such as offices, human resources and

administration. Our market units also enhance the support we can give
to our customers. The local expertise we have built up over many years
remains in place, and we are continuing to help our internationalizing
customers develop their activities in new areas.

See map of Europe (left)

10. Northern Africa

13. Southern Africa

Algeria, Egypt, Eritrea,
Ethiopia, Gambia, Kenya,
Libya, Morocco, Sudan
and Tunisia

Angola, Botswana, Ghana,
Nigeria, South Africa and
Zambia

11. North West Europe

Ireland and UK
12. South East Europe

Bulgaria, Cyprus, Greece,
Moldova, Romania and
Serbia and Montenegro

Asia/Pacific
14. Australia

& New Zealand
Australia, New Zealand
and Pacific Islands
15. China
16. India & Sri Lanka

17. Indonesia

23. Taiwan

18. Israel & Turkey

24. Thailand

19. Japan

25. Vietnam

20. Malaysia,

Americas

Bangladesh, Pakistan
and the Philippines
Bangladesh, Malaysia,
Pakistan, Philippines
21. Singapore
22. South Korea

26. Brazil
27. Central America

Costa Rica, Cuba, El
Salvador, Guatemala,
Honduras, Jamaica,
Nicaragua, Panama

28. Latin America – North

31. North America

Colombia, Dominican
Republic, Netherlands
Antilles, Puerto Rico,
Trinidad & Tobago and
Venezuela

Canada and US

29. Latin America – South

Argentina, Bolivia, Chile,
Paraguay, Peru and
Uruguay
30. Mexico

Our Market
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This overview examines our performance during an exceptionally
challenging and exciting year for the telecommunications industry.

Systems
We are the world’s leading supplier of mobile systems to operators. From

40%

GSM, GPRS, EDGE
Market position: 1st

40%

radio base
stations to switching centers and applications, we supply the essential equipment
operators need to provide services for consumers and business customers. We have
the largest share of the 2G, 2.5G, MMS and 3G mobile systems markets and we
have the largest share of the multiservice fixed network market.

In line with company-wide measures, we have made our Systems Business more
efficient. We

have brought our wireline and wireless operations together. And we have
focused our product portfolio, discontinuing unprofitable lines and concentrating
development resources on the most valuable product and service areas – WCDMA,
CDMA2000, GSM/GPRS/EDGE, ENGINE and AXE. By taking these measures we
have retained our market-leading capabilities while creating a more agile organization.
Our consolidation reflects what is happening in the telecommunications industry.

MMS
Market position: 1st

Wireless and wireline networks are integrating, with traffic from many types of access
devices – from phones to laptops – moving across networks. We provide operators
with flexible and cost-efficient systems solutions able to handle all forms of traffic.
Indeed, we are one of the main drivers behind this development.

40%

Greater
capacity is required when more subscribers join a network. This happened in both
developed and developing markets in 2002, generating average daily GSM sales of
more than SEK 200 million for us. India was a particularly strong market. We expect
this and other developing markets to account for more than 50 percent of our GSM
sales in a couple of years, balancing the evolution to 3G elsewhere.
Capacity and capability are the two key sources of demand for our equipment.

3G
Market position: 1st

11%

GPRS and 3G meet operator demand for improved capability. They

Softswitch
Market position: 1st

offer subscribers
multimedia services, enabling operators to charge for content and to benefit from
increased traffic. GPRS is the first of these technologies to become widely available,
with more than 90 networks using our equipment in commercial service.
GPRS and 3G must offer clear benefits and reliable applications to be successful.

Systems market share

We hold the leading position in
the key fixed and mobile
systems markets

We are addressing this by developing new and improved versions of MMS and other
technologies; by working with developers to create useful and exciting services and
applications; and by promoting open standards. We are already seeing growth, with
rapid uptake of photo-messaging this year, and increasing interest in the next
generation of messaging, imaging, gaming, entertainment and transaction services.
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Services business Our end-to-end understanding of today’s increasingly complex
telecommunications networks is unique. We now provide our customers with complete
network expertise, including business and technical advice, technology integration and
day-to-day operational management.

Advise

Consultancy services
providing operators
with business strategy,
network strategy,
operational planning,
network performance
assessment and
competence development
Manage

Technical and commercial
services enabling
operators to outsource the
management, operation and
support of their networks,
and enhancing the efficiency
and profitability of their
services

A d v i s e Our services offer a powerful
combination of business expertise and
technical know-how, based on our unique
competence across all network
technologies, and our work with leading
operators worldwide
22
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Integrate

Design, implementation
and integration services
bringing people, processes
and many different
technologies together to
create efficient and
profitable networks for
operators

Integrate

Our services integrate
hardware and software from many different
suppliers into one seamless network.
There is strong demand for our service layer
expertise, which integrates GPRS and 3G
applications

Manage

Our services allow
operators to outsource part or all of their
network to us, enabling them to devote
more of their resources to subscriberfocused activities such as marketing,
customer care and new services

However, we
believe EDGE, CDMA2000 and WCDMA will deliver exceptional returns for both
operators and Ericsson. For operators, they will provide the capability and capacity to
deliver exciting services that redefine the value of the handset. They will also generate
more capacity for voice calls and the capability to handle all data traffic.
GSM and GPRS are profitable, but 3G is costing us money – lots of it.

Of course, everyone wants to know when 3G will be profitable. The

answer is different
for each operator, market and supplier. We believe the suppliers with the largest
market share will move to profit first, which is why market share is our priority.
Despite tough competition and order cancellations we secured several new contracts
in 2002, maintaining our leading market share in WCDMA and increasing our share
of contracts in CDMA2000.

3G is an everyday reality within Ericsson. We

are now developing, manufacturing,
deploying and testing systems for pre-commercial and commercial use by operators.
We delivered 3G equipment to 40 operators in 2002, and participated in creating
the world’s first live WCDMA system, with NTT DoCoMo. Increasing numbers
of operators are committing considerable resources to 3G, and this reinforces our
confidence as we lay the foundations for a new era in telecommunications.
While conditions in wireless were tough, wireline was extremely harsh. There

is potential
for profitable growth here, however. Operators are migrating to multiservice networks
able to handle a much wider variety of voice and data traffic. Our strategy is to
limit operating costs while building market share through our ENGINE multiservice
solutions. ENGINE secured a 40 percent market share in 2002.
In 2002
around 23 million lines were added worldwide. As a late entrant, we’re taking a bold
approach. Our Public Ethernet Access solution is the first to use inexpensive Ethernet
technology to provide broadband access for small groups of users. Our objective is
to win market leadership in broadband access by 2004.

One exception to wireline decline is broadband access – a fast growing market.

20%

2001

26%

2002

Services
Growth in services

We are the leading supplier of professional services in our industry. Thousands

Our services business has
grown by helping customers
to focus on their core activities
and increase their return on
operating expenditure.
Services now account for 26
percent of our Systems sales

of
Ericsson consultants provide operators with a unique set of expertise based on AIM –
advise, integrate and manage. We achieved growth in professional services of 15 percent
in 2002, gaining a 6 percent share of a very promising market.
Our unique approach is based on Ericsson’s core strengths. Technology

leadership
enables us to offer competence in all key network solutions. End-to-end expertise –
from fixed and mobile systems to applications and handsets – means we understand
every part of a network. And working with the world’s best operators in 140 countries
gives us extensive experience to share with customers.
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Complementary networks Personal, local and wide area networks are being unified
into one seamless network, enabling subscribers to access services regardless of where
they are and what device they use. We are leading the industry’s migration into this new
world of user-focused networks.

GSM, PDC,
TDMA, CDMA

WCDMA, EDGE,
CDMA 2000

Personal Area Network – for wireless connections between
devices such as phones, laptops and PDAs

Fixed LAN

Wireless LAN

Local Area Network – for access to mobile services in areas

Infrared

Bluetooth

Wide Area Network – for constant access to a wide range
of voice and data services

7 a m Connecting phone and computer
Bluetooth

9am

Wireless LAN

Mobile network

1pm

3pm

6pm

Preparing for a meeting

Wireless LAN
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with high demand for capacity, such as airports and offices
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Reading email in the coffee shop

Phoning home while on the move

Mobile network
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Making appointments on the train

Playing mobile multimedia games

Bluetooth

Top services customers

We work with the world’s
leading operators, providing
them with expert services
across every area of their
network. Our largest customers
in 2002 included:
Customer
AWS
Telcel
TIM
Vodafone UK
Cingular
STC Saudi
China Mobile
WIND
J-Phone
Turkcell

Pressures on capital
expenditure led operators to search for ways to increase capacity without purchasing
equipment. This created demand for our network optimization skills, which improve
the performance of existing infrastructure. Customers also sought reductions in
operating expenditure through outsourcing. And there was increased demand for our
expertise in the service layer – the part of a network that provides content and
applications to subscribers.
In 2002, an increased focus on costs grew the services market.

It offers long-term contracts, robust margins, a
high return on capital, a unique market position for Ericsson and many opportunities
to capitalize on our expertise. There is potential for continued strong growth too.
Operators spend USD 120 billion a year managing networks – given the increasingly
sophisticated technologies involved and pressure on operating expenses, we expect
more customers to outsource their entire network management operations. To date,
we have won 35 Managed Service contracts involving outsourced network management.
Services is a very promising market.

Technology
We research and develop technologies that will make a difference to people’s lives and
create valuable business opportunities for our customers. We

are the technology leader
in telecommunications. We led the move to 2G. Now we are leading the migration
into 2.5G and 3G.
Four activities define our position as technology leader. We

create a compelling and
credible vision for our industry. We research and develop essential new technologies.
We turn our technologies into the most efficient and effective products and services
for operators. And we do more than any other company to promote open standards.

Our total R&D investment
amounted to SEK 29.3 billion in 2002. Three percent is devoted to research, and
97 percent to the development of that research into working products and services.
Our world-class R&D activities make these things happen.

In 2002 we had to balance technology leadership with operational efficiency.

Our strategic priority was to protect the core areas of the business. To achieve this,
we focused resources on the technologies our customers need to create 2.5G and 3G
services, notably GPRS, WCDMA, EDGE, MMS, CDMA2000, and our Ericsson
Telecom Server Platform and Ericsson Connectivity Packet Platform. By rationalizing
technologies we have made our entire operational process more efficient, from R&D
to manufacturing, sales, training, customer care and administration.

Our Performance

Ericsson 2002

25

Greater focus has enabled us to reorganize our R&D operations. We

have reduced
our 80 local design centers to 40, of which 11 will function as main R&D centers. And
we have decreased the number of employees in R&D by 20 percent, to 20,000 people.
In total, our R&D efficiency measures have reduced costs from SEK 40.2 billion to
29.3 billion.
Proprietary standards create
exceptional profitability in some industries, but would restrict growth in the
telecommunications industry. Open standards enable users to communicate with
friends and colleagues, regardless of what handset and operator they use. This
increases traffic and stimulates demand for services. In 2002 we led the development
of the Open Mobile Alliance (OMA), a group of 300 leading wireless suppliers,
operators, IT and software companies and content providers. Such initiatives are
essential if the mobile Internet is to achieve its commercial potential.
We’re growing our market by promoting open standards.

Sony Ericsson
It combines Sony’s strengths
in consumer electronics, design, retail and digital content, with Ericsson’s mobile
networking expertise and exceptional operator relationships. The company has 4,000
employees working across design, development, sales, marketing, distribution and
customer services.

Sony Ericsson is our joint venture in the handset market.

Imaging, entertainment and connectivity are Sony Ericsson’s key drivers. There

is
enormous market potential in each of these areas. The company’s product strategy
is to combine excellent product design and applications with content from Sony
Corporation and other content partners, creating a range of world-class mobile
multimedia products.
After 3 years of stagnation, the mobile handset market returned to growth in 2002. New

handset capabilities and capacities – together with innovative consumer and enterprise
service offerings from operators – increased handset replacement rates to more than
50 percent of total sales. Growth was also supported by network migration from
TDMA to GSM in the Americas, and from 2G to 2.5G and 3G across many areas.
This has created a very promising market for mobile multimedia products.
Sony Ericsson established a strong product range in 2002. The T68i

was introduced
at the beginning of the year and became the lead product in many operators’ MMS
launch programs. The affordable T300 was launched in the autumn to meet the
needs of imaging and gaming enthusiasts. The much-anticipated P800 reached the
market before year-end, offering a combination of camera, phone and PDA in one
device. Sony Ericsson also launched a series of entry products, which have performed
extremely well in Asian markets.
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A letter
from
Kurt
Hellström
Sony
Ericsson
Games,
images,
media and M-commerce services are changing
the way people use their mobile phones. Our joint venture has established a full portfolio
of innovative mobile multimedia products, from the feature-packed T300 to the new
generation of multimedia phone – the P800. Some key products launched in 2002 are
shown below.

T68i

First GSM phone in the market to
have MMS. Its imaging features,
looks and latest mobile technology
attracted a wide range of
consumers

P800

A best-in-class phone with a
camera, a PDA and a wide range
of entertainment capabilities
and content. Targeted at
business people

CommuniCams

T300

A1101S

The MCA-20 and MCA-25 are cameras
that snap on to a phone. They enable
users to take and save pictures, and
send them as MMS messages or e-mail

A color display and clean design sit on
top of an array of advanced capabilities
– MMS, downloadable games and
polyphonic sound. Targeted at the
youth market

Exchangeable covers,
easy-to-use menu, 40
polyphonic ring tones and
contemporary design.
Targeted at the youth
market in Japan

Features of a contemporary phone
Email, EMS and MMS
messages, with pictures,
sounds and animations

Personal organizer
and address book, can be
synchronized with PC

Joystick and option key
make browsing fast and give
better gameplay

Personalized wallpapers,
sounds and screensavers

Personalized ring tones
and images, to show who
is calling

Compatible with
CommuniCams, MP3 player
and other accessories

GPRS network capability
and Bluetooth wireless
connectivity
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However, the late release
of entry level products led to a decrease in total market share to around 6 percent.
Revenues were also hit by delays in establishing operations in the world’s largest
market – China. The company acted decisively to address these issues. It launched
Sony Ericsson China in August, and improved its supply chain. The company also
established new agreements with production partners reducing its exposure to risk
in manufacturing.

Market share in the mid to high end sector was 10 percent.

Sony Ericsson is set to recapture market share in 2003. It

now has a full product range
ready to meet demand for a new generation of mobile multimedia services. To support
expansion, Ericsson and Sony have decided to invest a further EUR 150 million each,
underlining our commitment to the future of this exciting and valuable business.

Intellectual Property Rights

We filed 600 new patents
in 2002
We have more than 10,000
granted patents worldwide
We have submitted
50 percent more WCDMA
standardization proposals
than any other supplier
We created revenue
generating agreements
with manufacturers Sagem,
Research in Motion and
Huawei

Platforms, Bluetooth and patents
We’re turning our R&D expertise, unique patent portfolio and commitment to open

For example, price pressure mean handset
producers are having to reduce costs while delivering advanced 2.5G and 3G products
– a difficult balance, particularly for smaller companies. Ericsson Mobile Platforms
removes part of their R&D costs by transforming our wireless expertise into a working
handset platform. We take care of the technologies inside the handset, leaving
the customer free to focus on their core activities. This set-up also means that our
customers can come faster to the market with their offerings.
standards into new sources of revenue.

Our platforms meet the needs of new and established players. Original

Ericsson Mobile Platforms

Customers in 2002 included:
Benefon
LG Electronics
Lite-On Technology
Corporation
Microcell
Sony Ericsson Mobile
Communications
TCL Mobile Communication

design
manufacturers, IT providers and operators are moving into handset production and
need to develop products quickly and efficiently. Established producers are also
looking to remove risk and costs. We gained nine revenue-generating licensing
agreements in 2002, and provided a number of customers with 2.5G and 3G solutions.
Important technical progress was also made, with our platforms used successfully in
the first live demonstration of roaming between WCDMA and GSM networks, and
the first live demonstration of cross-technology MMS services over CDMA2000 and
GPRS. With so many companies incorporating the same technology in their handsets,
this sort of innovative interoperability testing is important for the entire industry.
We are also growing our market with Bluetooth expertise. We

invented Bluetooth and
are using our unique capability and patents to develop cost-efficient solutions for
semiconductor companies. They incorporate our technology into chipsets for mobile
phones, mobile computers, accessories, cameras and other electronic equipment.
They pay us an upfront licence fee and royalty for each chipset produced, and our
revenues are growing as consumer demand for Bluetooth products increases. To
achieve the greatest return, we must serve the high volume producers; we now have
agreements with six of the top semiconductor producers – Infineon, Intel, National
Semiconductor, Philips Semiconductors Samsung and STMicroelectronics.
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This report contains “forward-looking statements”. See “Uncertain Factors in the Future” on inside back cover
Figures in brackets represent last year.

Strategy and goals
Ericsson’s core business is to be a preferred vendor of carrierclass telecommunication systems and services to leading
operators of mobile and fixed networks. We believe that we
are the leading supplier of mobile communication systems,
including 2G , 2.5G and 3G systems, and we have a strong
position in solutions for fixed networks regarding next
generation of IP -based communication of voice and data.
During the last two years, the telecommunications
industry has seen a dramatic downturn from the phenomenal
growth during the years 1997 to 2000. As this is an industry
with relatively few but large vendors and customers, it takes
time for the industry to adjust to such a large decline in the
market as the one we have been exposed to recently.
Consequently, the last years have been characterized by
negative results reported by most vendors and massive
restructuring efforts and layoffs.
This said, however, we want to emphasize that we have a
positive long-term view of the market. We strongly believe
this is a growth industry. The need for telecommunications is
still large and growing. The penetration of mobile telephony
world-wide is only 18 percent. Many countries have
penetration levels as high as 70–80 percent, but many
developing countries are still below 5 percent. There are now
more than 1.1 billion mobile subscribers in the world, with
around 190 million new subscribers added in 2002, i.e. more
than 500,000 subscribers per day. We believe that the number
of mobile subscribers remains on track to exceed 1.5 billion
within three years, with 165–180 million net additions
anticipated in 2003.
The penetration of fixed line telephony is approximately
17 percent. The subscriber base is, however, almost the same
as for mobile, and the combined penetration is still below
20 percent. Accordingly, there is a large growth potential in
increasing the number of subscribers. In addition, we expect
the usage per subscriber to increase due to lower tariffs, new
applications and services. On top of this, next generation
networks will add data traffic and we will see more machineto-machine communications in mobile and fixed networks.
Our customer base includes most of the largest mobile
network operators, many of which operating on a regional or
global scale. Our strategy is to develop products and systems
to offer the best solutions to these sophisticated customers, to
expand our business through increased focus on value added
services, and to be present where the customer’s business is.

Mobile operators are becoming fewer and larger through
mergers and acquisitions and organic growth. The 20 largest
operators together now serve 75 percent of all subscribers
worldwide. Ericsson is a supplier to 18 of the 20.
Our goal is to maintain and improve our market
leadership in combination with a recovery of our financial
performance. For 2003, we believe we will be able to maintain
our market share in mobile systems, and in the current
uncertain environment we focus on reducing costs and
adjusting to the market conditions. We recognize that it is
necessary to provide a competitive return on our shareholders’
investments, and our intention is to return to profit some
time this year.

Market environment
In line with industry consensus, we believe the mobile
systems market declined by approximately 20 percent during
2002 to an estimated USD 42 billion. This was due in part
to over-investments in 2001 with excess capacity as a result.
In 2002, many operators also had to postpone needed
expenditures to conserve cash and improve their financial
position, due to the negative sentiment in the financial
markets regarding the telecom industry. Consequently, the
service quality of many networks decreased beyond our
expectations during the year. In our opinion there is a need
in for increased capacity many markets.
The implementation of third generation (3G) networks
also developed somewhat slower than we anticipated due to
financial problems of certain operators, unavailability of
handsets as well as issues in several markets regarding building
permits for sites and towers.
The market for fixed infrastructure, which includes
traditional circuit-switching, broadband access, optical
transmission and multi-service networks, declined by more
than 30 percent during 2002.
Complementing the infrastructure market, there is a large
and growing opportunity for providing services to network
operators. Excluding network rollout services, which are
embedded within the systems infrastructure market, the
available market in 2003 for professional services is estimated
to be approximately USD 30 billion, with a compounded
annual growth rate of more than 10 percent. Professional
services include systems integration, network operations
outsourcing as well as a range of other advisory and operational
support services.
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In the current downturn for infrastructure, competition
among vendors increased. Price pressure intensified on both
2G equipment and for new 3G contracts. As we are
accustomed to a certain degree of price erosion every year,
we believe that we have been able to cope with this increased
competition reasonably well.
Our sales declined by 31 percent for comparable units.
We believe we kept our market share in mobile systems
despite this, however, as the decline is, to a large extent,
attributable to low sales of TDMA and PDC systems. The
overall market for these technologies declined sharply and
we have previously had a relatively large share of our sales in
these areas. Our sales in GSM/WCDMA declined by only
14 percent, indicating a sustained strong market position.
We have also mitigated our decline through increased focus
on services sales. Our sales of value added services such as
network integration, network management and consulting
increased year over year by 11 percent and now constitute
15 percent (9 percent) of total Systems sales.
Sales by Market Area 2001–2002
Market Area (SEK billion)

2002

2001

Change

Europe, Middle East and Africa

74

97

–24%

North America

23

25

–8%

Latin America

13

32

–59%

Asia Pacific

36

56

–36%

146

210

–31%

Total

The decline in sales during 2002 was largest in Latin America
due to local macro-economic conditions. The planned shift
in the region from TDMA technology to GSM was stalled.
In North America this shift generated good demand and
the overall decline was moderate. In Europe the subscriber
growth was moderate, as the penetration is already high
and third generation investments have not yet picked up
momentum. It is in Europe the effects of financial constraints
on operators’ capital expenditures were most visible, due to
the effects of the previous investments in licenses and
acquisitions of other operators. In Asia Pacific, the decline
was largely attributable to China, where the investments in
2001 created excess capacity which has been reduced during
2002, and Japan, where a sharp decline in investments in
PDC technology was not offset by corresponding WCDMA
volumes.
Financial Markets

The telecom industry is currently in a correction phase after
the abnormal growth in 1997–2000 and over-investments in
certain markets in 2001. This has affected the financial market’s
view of the industry and access to capital has been severely
restricted for many operators and vendors. The rating
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agencies have also continued to lower their ratings. Both
Moody’s and Standard & Poor’s downgraded Ericsson and
other telecom industry players on several occasions.
In this financial market environment, we successfully
managed to secure additional funding through a stock issue
that raised SEK 29 billion net in increased cash.
Partnerships and Joint Ventures

Handsets and terminals are an important element of our
end-to-end strategy – i.e. to be able to offer our customers
solutions that work with carrier-class performance and
reliability. Our joint venture with Sony, Sony Ericsson
Mobile Communications is therefore an important
partnership. Compared with the large losses in our handset
operations in previous years, our strategy to right-size and
then find a partner has developed well. Sony and we have
demonstrated our continued full commitment to this
exciting business by announcing that we will increase our
investment by EUR 150 million each in the beginning
of 2003, to provide Sony Ericsson increased working capital
for expected growth.
We also cooperate with Juniper Networks for data
backbone solutions, and we continue to work with external
application developers in Ericsson Mobility World to stimulate
the creation of applications for 3G .
Products, R&D and IPR

We have reviewed our products and services thoroughly and
consolidated them into a clear and integrated portfolio.
We now focus our efforts on the most valuable products for
our customers: GSM, ENGINE, AXE and 3G . We have
outsourced non-core products and services to partners and
discontinued or sold others. This and the ongoing
concentration of R&D sites are key elements for our return
to profit. We have not let our cost cutting harm our core
products, and we continue to enhance our patent portfolio,
which we believe is one of the strongest in the industry. In
addition to licensing of mobile platform technology, we have
also entered into license agreements for systems technology
with Samsung and Huawei during the year.
The major part of our R&D efforts have been focused on
strengthening our market-leading position in mobile systems.
The results are strong enhancements in our product portfolio
for both 2G and 3G , with increased width regarding both
standards and frequency bands, new functionality, improved
performance and increased cost efficiency for our customers
and us.
Some highlights:
• a new generation radio base stations and mobile switches
for GSM , with strong performance improvement and
lower running costs for operators
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• new and improved GSM -systems for GPRS
• radio base stations with EDGE functionality for the
US market
• 3G WCDMA solutions have been verified and tested
for inter-operability
• a new product generation for CDMA2000 1X with
market leading performance, based on the same
technology and system platforms as GSM/WCDMA
• a new high-capacity MINI-LINK version of short-haul
radio links
• we have made a strong improvement in our market
position for service platforms and mobile services for
messaging, wireless Internet and mobile media. We are
now the clear market leader in MMS and pre-paid
• we also leverage our R&D spending by basing our wireline
products to a large extent on the same technology and
platforms as for wireless networks, thereby increasing cost
efficiency and competitiveness for AXE switches and
ENGINE solutions
• Ethernet DSL (digital subscriber line) Access is Ericsson’s
new generation broadband access solution with unique
scalability for cost-effective use also in places with fewer
users.

Financial results
Income before taxes was SEK -23.3 billion, a SEK 7.0 billion
lower loss compared to SEK -30.3 billion in 2001. Excluding
approximately SEK 9 billion of items affecting comparability
each year, adjusted income before tax was SEK -14.5 and -21.1
billion respectively.
The net improvement of SEK 6.6 billion is a result of a
sharp reduction in the previous losses in Phones, partially
offset by a loss for Systems:
(SEK billion)

2002

2001

Systems

–4.9

3.2

Change

–8.1

Phones

–1.3

–14.6

13.3

Other operations and Unallocated

–6.3

–6.8

0.5

Financial net

–1.5

–1.8

0.3

Minority interests
Total

–0.5

–1.1

0.6

–14.5

–21.1

6.6

Items affecting comparability were SEK -8.8 (-9.2) billion,
consisting of certain capital gains, restructuring costs and
the net effect in 2002 of SEK 3.2 billion of capitalization of
development costs. We adjust this amount for comparability
puposes since 2002 is the first year of capitalization and
development costs are reduced with SEK 3.2 billion net, as
there is not yet a representative accumulated capitalized base
to amortize.

The net effect of changes in foreign currency exchange
rates compared to the rates one year earlier was positive by
SEK 1.7 billion. The effects were positive in the first three
quarters but changed to a negative of SEK -0.1 billion in the
fourth quarter due to the decline in the value of USD . The
negative effect was delayed due to hedging.
Operating Income by Segment

Orders booked, net, for Systems declined by 37
percent from 2001 to SEK 115 billion. Adjusted for order
cancellations, however, order intake decline was 30 percent.
Orders, net, declined less for GSM/WCDMA -25 percent.
Bookings for the mature mobile technologies TDMA and
PDC were down around 80 percent, and orders for multiservice networks decreased more than 50 percent. Services
orders were 30 percent (23 percent) of total orders.
We won some important contracts regarding multi-media
services (MMS ) with Vodafone, Telecom Italia Mobile,
Amena, Wind, China Mobile, Orange, Telenor, Telcel and
others, and we participated in the world’s first full-scale MMS
launch in Hungary. We are happy to see that these new types
of services are picking up momentum. We were also booking
orders for WLAN solutions to complement GPRS and
WCDMA technology in “hot spots”, such as airports and
shopping malls.
We won a break-in contract for CDMA in China, which
was strategically important fur us. We need to increase the
volume of this business to make it profitable. On the fixed
network side we continued to get ENGINE business in
Australia, China, Colombia, Egypt, Norway, Sweden and
UK , and we will deliver IP backbone products from our joint
venture with Juniper to China, Germany and other markets.
We secured contracts for outsourced network management
in Belgium, Brazil and Australia.
Net sales for Systems were SEK 132 (189) billion, a decline
of 30 percent year over year. GSM/WCDMA sales declined
only 14 percent, indicating a continued very solid market
position, whereas TDMA , PDC and fixed network equipment
sales declined around 60 percent.
The reduced revenues could not be sufficiently
compensated by lower costs during the year. Adjusted
operating income, excluding restructuring costs, the net
effect of capitalization of development expenses and nonoperational capital gains, was SEK -4.9 (3.2) billion.
Through restructuring efforts and reduced excess capacity,
operating income improved gradually over the year. Adjusted
also for additional risk provisions for customer financing,
adjusted operating income was positive SEK 0.2 billion and
0.4 billion respectively in the third and fourth quarters.
Systems
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Phones The adjusted operating loss in Phones in year 2001,
of SEK 14.6 billion was sharply reduced to SEK 1.3 billion.
This is a result of the dramatic restructuring and downsizing
in 2001 and the partnering with Sony. The joint venture Sony
Ericsson Mobile Communications started with a product
portfolio inherited from the Joint Venture partners and had a
successful first quarter and reached break-even. A number of
strong new products were created during 2002. Certain delays
in launches of new products, however, led to lower volumes
than anticipated and resulted in a full year loss before taxes.
Items adjusting income consist of a net positive amount
of SEK 0.2 billion related to restructuring of our previous
handset business. Lagging costs of SEK 1.6 billion for
inventory write-downs, scrapping and warranty costs were
offset by an insurance compensation of SEK 1.8 billion
related to damages as a consequence of a fire in a supplier’s
factory.
Sony Ericsson sold 22.9 million units during the year,
which is approximately 6 percent of the estimated 395 million
units sold-through worldwide. This should be compared
to 390 million units sold-through in 2001. We believe that the
total units sold-through during 2003 will be more than 430
million units.
Other Operations Total sales in Other operations declined by
26 percent from last year. This is a net of sharp reductions for
the Microelectronics, Network Technology and Enterprise
operations, resulting in operating losses. Sales in our Defense
business were almost flat and the operations developed well.
Revenue in the mobile platform licensing business increased
strongly, with contracts with Sony Ericsson and also third
party handset manufacturers, such as Benefon, GVC , LG
Electronics, Microcell and TCL Mobile communications.
This business is still in investment mode and volumes are not
yet sufficient to break even.
Other operations also include a couple of support units
for internal IT -services and facility management. During the
year, some excess space due to employee reductions resulted
in unabsorbed costs in the facility management unit.
Total adjusted operating income was SEK -4.7 (-5.1) billion.
During the year, we sold parts of the Microelectronics unit
to Infineon. We will continue to purchase products from
Infineon, and we will also operate a factory in Stockholm for
Infineon during 2003 and 2004.
Financial Income and Expenses, Taxes
and Earnings per Share

Financial net improved from SEK -1.8 billion to SEK -1.5
billion. The main driver was income from the proceeds of the
stock issue in September 2002. Financial expenses increased
somewhat during the year as a result of increased interest
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rates in our EMTN -program, triggered by several rating
downgrades by Moody’s and Standard and Poor’s.
Minority interests were reduced due to lower income in
units with minority holdings.
Income taxes for the year are net positive due to deferred
tax assets recognized based on reported losses. However,
with insufficient taxable income reported in Sweden, certain
foreign withholding taxes were not possible to deduct
from income taxes in Sweden. In addition, rulings in tax
court cases resulted in denied tax deductions for the capital
discount on convertible debentures and other costs.
Earnings per share were SEK -1.51 (-1.94).
Balance Sheet, Financing and Cash Flow

Total assets were reduced by SEK 50 billion or almost
20 percent. The decrease was largely related to working
capital, with inventory down SEK 11 billion and accounts
receivable SEK 21 billion.
A new type of asset from 2002, due to implementation
of new Swedish GAAP (RR15 ), is capitalized development
expenses of SEK 3.2 billion.
Customer financing credits on-balance declined slightly,
despite the addition of a previous off-balance sheet credits,
including SEK 4.1 billion to Mobilcom. As a consequence
off-balance sheet customer financing was reduced from
SEK 13 billion to less than SEK 2 billion during 2002.
Due to further losses in 2002, deferred tax assets increased
from SEK 21 billion at the beginning of the year to SEK 26
billion. Approximately half of this amount is related to
temporary differences, i.e. cost is not yet claimed as a
deduction in a tax return, and consequently no expiry time
is currently consumed. The remainder represents declared tax
losses, of which the absolute majority is related to Sweden,
with an unlimited period of utilization, or other countries
with up to 20 years of utilization.
Cash and short-term cash investments decreased
marginally from SEK 69 billion to SEK 66 billion, due to
the net effect of repayment of debt and the cash infusion of
SEK 29 billion from the stock issue.
Stockholders’ equity increased by net SEK 5 billion, as
the loss of SEK 19 billion and negative effects of changes in
foreign currency exchange rates of SEK 5 billion were offset
by the SEK 29 billion addition from the stock issue. The
equity ratio increased from 28 percent to 37 percent.
Interest-bearing liabilities were repaid over the year by
SEK 29 billion, and net debt of SEK 21 billion at the end
of 2001 was turned into a net cash position of SEK 6 billion
at the end of the year.
Cash flow before financing activities in 2002 was
SEK -7.1 (6.7) billion. A negative cash flow from income of
SEK -20.8 billion was partly compensated by reduced
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working capital of SEK 10.8 billion. There were substantial
reductions in inventory and accounts receivable, and we
reached the goals of an inventory turnover of 5 times and days
sales outstanding around 90. Capitalization of development
expenses of SEK -3.4 billion is reported under investing
activities. Other investing activities generated SEK 6.4
billion, including releases of cash collaterals for off-balance
sheet customer financing of SEK 3.3 billion, proceeds from
sales of parts of Microelectronics of SEK 2.3 billion and net
sales of R&D units of SEK 0.5 billion. Cash flow improved
gradually during the year and was positive in the fourth
quarter by SEK 1.6 billion. Adjusting for one-offs, such as
dissolved customer finance off-balance sheet portfolio
including Mobilcom credits of SEK 4.1 billion and R&D
unit sales proceeds of SEK 0.5 billion, cash flow before
financing activities in the fourth quarter was SEK 5.2 billion.

Organization and employees
Organization and Management

In the beginning of the year, the operations for Mobile
Systems and Multi-service Networks were merged to achieve
synergies related to the increased demand for integrated
wireless and wireline solutions with common service
platforms and transport networks.
Restructuring program

In addition to the efficiency program launched in 2001, we
implemented further restructuring measures in 2002. The
actions in 2001 reduced the run-rate in operating expenses by
SEK 20 billion from SEK 88 billion to SEK 68 billion.
The new measures are expected to reduce annual operating
expenses by another SEK 30 billion and bring the run-rate to
SEK 38 billion in the end of 2003. Reductions in cost of sales
are also planned in order to offset effects of price pressure and
to improve the gross margin by 2–4 percentage points net.
During the year, numerous measures were taken to reduce
costs and headcount:
• Market units have been further reduced to lower selling
expenses and achieve better resource utilization of
implementation workforce. This has reduced excess
capacity costs and overhead costs
• Workforce reductions were made in our own factories,
and transfer of production to countries with lower costs
was carried out or initiated for both outsourced and own
production
• A substantial reduction in the number of local design
centers was carried out from over 80 sites to around 40
with a target of 25
• Costs for internal IS/IT operations were trimmed

• In Sweden, some 20 legal entities were merged into one
large operating company, Ericsson AB . We expect this will
reduce operating expenses.
As a result, the annual run-rate in operating expenses was
reduced from SEK 68 billion in the beginning of the year
to SEK 51 billion in the fourth quarter. The program is well
on track to reach the target level of SEK 38 billion.
Employees

The planned restructuring efforts are intended to bring
headcount below 60,000 employees at the end of 2003.
The initiated restructuring activities, including divestments,
have reduced the number of employees by 24 percent during
the year from 85,200 to 64,600 at year-end.
Employee compensation

Share-based compensation Share-based compensation is based
on Swedish practice regarding grant sizes and values. These
are modest in comparison with international standards. All
executives and other key contributors are eligible, and vesting
is on a time basis only. Most grants were made at strike prices
well above the current market price, with the options now in
so called under water status. Early in 2002, a stock purchase
plan was also launched under which employees are entitled
to purchase Ericsson stock for a limited amount of their
base salary. If the employee continues the employment with
Ericsson for three years and keeps the shares, then the
Company will match the purchased shares one-for-one.
All 35 million shares available under the program were
reserved for future matching or utilized under the terms of
the program during the year.
For the stock purchase plan, a compensation cost is
recognized, based on the market price on the employee’s
investment date, and allocated over the vesting period. Total
salary cost for the stock purchase plan is approximately
SEK 100 million per year over the three-year vesting period.
In certain countries, social security charges are to be paid
when shares are matched based on the employee benefit.
Such social security charges are accrued during the respective
vesting periods.
In November 2002, 53 million additional options, with a
strike price of SEK 7.80 were granted to employees as part of
the Stock Option Plan 2001–2002. The program consists of
7-year stock options, which vest gradually during three years
with one third of granted options for each year of service. All
of the available 101 million options in the plan have now been
granted during 2001 and 2002.
No salary costs are recognized for our current stock option
plans, as the strike prices have been equal to market prices
at grant dates. This is in accordance with generally accepted
accounting principles in Sweden. In certain countries,
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35 social security charges are to be paid if and when options
are used, based on the employee benefit.
We have estimated the effects on salary costs if employee
stock options had been accounted for at fair value at grant
date.
Performance-based compensation Share-based compensation
is based on Swedish practice regarding grant sizes and values.
These are modest in comparison with international
standards. All executives and other key contributors are
eligible, and vesting is on a time basis only. Most grants were
made at strike prices well above the current market price,
with the options now in so called under water status. Early
in 2002, a stock purchase plan was also launched under
which employees are entitled to purchase Ericsson stock for a
limited amount of their base salary. If the employee continues
the employment with Ericsson for three years and keeps the
shares, then the Company will match the purchased shares
one-for-one. All 35 million shares available under the program
were reserved for future matching or utilized under the terms
of the program during the year.
For the stock purchase plan, a compensation cost is
recognized, based on the market price on the employee’s
investment date, and allocated over the vesting period. Total
salary cost for the stock purchase plan is approximately SEK
100 million per year over the three-year vesting period. In
certain countries, social security charges are to be paid when
shares are matched based on the employee benefit.
Preliminary such social security charges are accrued during
the respective vesting periods.
In November 2002, 53 million additional options, with a
strike price of SEK 7.80 were granted to employees as part of
the Stock Option Plan 2001–2002. The program consists of
7-year stock options, which vest gradually during three years
with one third of granted options for each year of service. All
of the available 101 million options in the plan have now been
granted during 2001 and 2002.
No salary costs are recognized for our current stock option
plans, as the strike prices have been equal to market prices
at grant dates. This is in accordance with generally accepted
accounting principles in Sweden. In certain countries, social
security charges are to be paid if and when options are used,
based on the employee benefit.
We have estimated the effects on salary costs if employee
stock options had been accounted for at fair value at grant
date.
Environmental issues

Ericsson’s ranking among companies in the communications
technology industry in Dow Jones’ sustainability index was
number two in 2002.
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Ericsson is continuously striving to reduce environmental
impact from products and processes. Ericsson has production
operations in ten countries for manufacturing of cables
and components and assembly of electronic products.
Ericsson has twelve production facilities in Sweden. For six
of those, permissions for emissions/noise are required and for
five, hazardous activities shall be reported. No significant
environmental liabilities are known.

Board of Directors and Board
procedures
At the Annual General Meeting on March 27, 2002, four
Directors resigned and three new Directors were elected.
The Board of Directors consists of eight Directors elected by
the shareholders at the Annual General Meeting as well as
three employee representatives, each with a deputy, appointed
by their respective employee organizations. Tom Hedelius,
Deputy Chairman since 1991, has announced that he will
not be available for re-election at the Annual General
Meeting 2003.
Thirteen Board meetings were held during year 2002.
The work of the Board is subject to a work procedure,
adopted and revised by the Board at least once a year. The
work procedure stipulates the distribution of work among the
Board and its three committees and between the Board and
the President. The Board among its members appoints the
members of the three committees: Audit, Finance and
Remuneration. The Board has authorized each committee
to decide on certain issues, and the Board may also provide
extended authorization to a committee to decide on
specific matters.
Thirteen Board meetings were held during 2002. Among
the matters resolved were the stock issue, certain divestments,
such as the sales of parts of Microelectronics to Infineon,
effects of new us and Swedish regulations on corporate
governance and financial reporting, the restructuring
program and customer financing matters, such as sales and
cancellations of off-balance sheet credit portfolios. The
company auditors have presented to the Board their
observations from the audit.
The Audit Committee reviewed the scope and execution
of audits performed, the financial reporting, the internal
audit functions, matters and observations arising from audits
performed and audit fees.
The Finance Committee resolved matters regarding
investments and divestments, capital contributions to
companies inside and outside the Ericsson Group, raising of
loans, issuance of guarantees and similar undertakings, and
granting of credits to customers or suppliers and monitored
the Group’s financial risk exposure.
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The Remuneration Committee reviewed and prepared,
for resolution by the Board, strategies and general guidelines
for compensation to employees, including incentive plans
and retirement compensation, as well as specific proposals for
salary, other remuneration and retirement compensation
to the President, Executive Vice Presidents, and other officers
reporting directly to the President or the Chief Operating
Officer.
At the Annual General Meeting of Shareholders in 2001,
the shareholders voted for the establishment of a Nomination
Committee, consisting of representatives of the owners and
the Chairman of the Board. The Annual General Meeting
of Shareholders appoints the members of the Nomination
Committee. The Nomination Committee nominated
individuals to be elected Directors of the Board and also
prepared and presented for resolution by the Annual General
Meeting a proposal for Board of Directors’ fee.
On June 6, 2002, an Extraordinary General Meeting
of Shareholders authorized the Board to carry out a new
stock issue.

P a r e n t c o m p a n y Te l e f o n a k t i e b o l a g e t
LM Ericsson

Due to the decline of the stock price, the ratio on the
NASDAQ exchange of American Depositary Shares (ADS)
to shares was changed in October 2002 from 1:1 to 1:10 to
avoid having an ADS priced below one USD.

The Parent Company business consists mainly of corporate
management and holding company functions. It also
includes activities performed on a commission basis by
Ericsson Treasury Services AB and Ericsson Credit AB
regarding internal banking and customer credit management.
The Parent Company has branch- and representative offices
in 16 (15) countries.
Net sales for the year amounted to SEK 2.0 (1.4) billion
and income after financial items was SEK 2.3 (-6.4) billion.
Write-downs of investments in subsidiaries have affected
income by SEK -3.8 (-19.0) billion.
Major changes in the company’s financial position for the
year were:
• Decreased commercial and financial receivables from
subsidiaries of SEK 35.5 billion.
• Increased short-term and long-term customer financing
of SEK 6.2 billion.
• Increased investments in subsidiaries of SEK 6.1 billion.
• Short- and long-term internal borrowings decreased by
SEK 37.2 billion. Notes, bond loans and convertible
debentures, including short-term portion, decreased by
SEK 5.4 billion. Stockholders’ equity has increased by SEK
30.1 billion and cash and short-term cash investments have
increased by SEK 10.3 billion, mostly due to the stock
issue in September 2002. At year-end, cash and short-term
cash investments amounted to
SEK 59.3 (49.0) billion.
In accordance with the conditions of the Stock Purchase
Plan for Ericsson employees, 1,893,195 shares from treasury
stock were distributed during the fourth quarter to employees
who left Ericsson. An additional 291,635 shares were sold
during the fourth quarter, in order to cover social security
payments related to the Stock Purchase Plan. The holding
of treasury stock at December 31, 2002, was 154,360,278
Class B shares.

Post-closing events

Proposed disposition of earnings

In January, 2003, Ericsson sold its optoelectronics operations
to Northlight Optronics AB.
On January 29, Ericsson and Sony announced that the two
companies had decided to make an additional capital injection
to their 50/50-owned joint venture Sony Ericsson Mobile
Communications of EUR 150 million each in the first quarter.

Non-restricted equity available for distribution by the
shareholders at the Annual General Meeting is
SEK 14,401,459,586.
The Board of Directors proposes that no dividend is paid
and the whole amount is retained within the business.

Stock issue and shares
A stock issue was successfully carried out during the year and
finalized early September. The issue was oversubscribed and
generated SEK 29 billion in net proceeds.
The number of class B shares increased to 15,164 million.
Number of shares outstanding
As of December 31, (million)

2001

2002

Class A

656

656

Class B

7,253

15,164

Total

7,909

15,820

Signed by the Board of Directors
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Board of Directors and Corporate Management
Board of Directors

Corporate Management

Our Articles of Association
stipulate that the Board of Directors
shall consist of not less than five
and not more than twelve Directors,
with not more than six deputy
Directors, elected each year by the
shareholders at our annual general
meeting. The term of office for a
Director is one year, but a Director
may serve any number of
consecutive terms.
In addition, under Swedish law,
employees have the right to appoint
three Directors (and their deputies).
Our Directors and deputy Directors
(as of December 31, 2002) are as
below:

Kurt Hellström

Sir Peter L Bonfield, CBE

Eckhard Pfeiffer

(born 1944) Director 2002.
Member of the Audit Committee.
Former CEO of BT.

(born 1941) Director 2000.
Member of the Audit Committee.
Chairman of Intershop
Communications.
Shares held: LME B 3,040

President and CEO
Shares held: LME B 45,384
Convertible debentures: 145,347*
Employee options
Sten Fornell

Executive Vice President and
Chief Financial Officer
Shares held: LME B 352,216
Employee options
Per-Arne Sandström

Göran Engström

(born 1948) Director 1994.
Member of the Finance Committee.
Employee representative.
Shares held: LME B 10 275
Convertible debentures: 99,120*

Peter Sutherland

(born 1946) Director 1996.
Chairman of the Remuneration
Committee. Chairman of the
Boards of Goldman Sachs
International and BP.

Executive Vice President and
Chief Operating Officer
Shares held: LME B 105,830
Convertible debentures: 145,347*
Employee options
Carl Olof Blomqvist

Senior Vice President and
General Counsel Legal Affairs
Shares held:
LME A 6,080; LME B 9,546
Employee options
Torbjörn Nilsson

Michael Treschow

(born1943) Chairman 2002.
Chairman of the Finance
and Nomination Committee
of the Board. Member of the
Remuneration Committee.
Former President and CEO
of the Electrolux Group.
Shares held: LME B 770,000

Tom Hedelius

(born 1939) Deputy Chairman 1991.
Deputy Chairman and member
of the Finance Committee. Former
Chairman of Handelsbanken,
now honorary Chairman.
Shares held: LME B 145,232

Åke Svenmarck

(born 1942) Deputy 2000.
Employee representative.

Senior Vice President Marketing
and Strategic Business
Development
Shares held: LME B 49,399
Convertible debentures: 145,347*
Employee options
Britt Reigo

Senior Vice President People
and Culture
Shares held: LME B 12,000
Convertible debentures: 145,347*
Employee options
Henry Sténson

Lena Torell
Monica Bergström

Jan Hedlund

(born 1961) Deputy 1998.
Employee representative.
Shares held: LME B 407
Convertible debentures: 75,520*

(born 1946) Director 1994.
Employee representative.
Convertible debentures: 75,520*

(born 1946) Director 2002.
Member of the Remuneration
Committee of the Board. President
of the Royal Swedish Academy
of Engineering Sciences.

Senior Vice President
Communications
Shares held: LME B 10,000
Employee options
Jan Uddenfeldt

Senior Vice President Technology
Shares held: LME B 12,570
Employee options
Ragnar Bäck

Christer Binning

(born 1946) Deputy 1994.
Employee representative.
Shares held: LME B 1,418
Convertible debentures: 145,347*

Per Lindh

Marcus Wallenberg

(born 1957) Director 1995
Employee representative.

(born 1956) Director 1996. Deputy
Chairman and member of the
Finance Committee of the Board.
President and CEO of Investor.
Shares held: LME B 704,000

Executive Vice President and
Head of Market Area Asia Pacific
Shares held: LME B 49,128
Convertible debentures: 145,347*
Employee options
Mats Dahlin

Executive Vice President and
Head of Market Area Europe,
Middle East and Africa
Shares held: LME B 30,941
Employee options
Gerhard Weise

Sverker Martin-Löf

(born 1943) Director 1993
Chairman of the Audit Committee.
Chairman of SCA.
Shares held: LME B 52,000

Executive Vice President and
Head of Market Area Americas
Shares held: LME B 54,922
Convertible debentures: 145,347*
Employee options
New President and CEO

No Director currently holds a management position at Ericsson. No Director has been elected pursuant to an
arrangement or understanding with any major shareholder, customer, supplier or other person. No Director has
a family relationship with any other director or executive officer.
* Convertible debentures 1997/2003 with a conversion rate of SEK 41,70.
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As of April 8, 2003, Carl-Henric
Svanberg will be appointed
President and Chief Executive
Officer of Ericsson. Prior to
assuming this position, Mr.
Svanberg has since 1994 been the
President and Chief Executive
Officer of the Assa Abloy Group.

Consolidated income statement
Years ended December 31, SEK millions

2002

20012)

20002)

Net sales

145,773

210,837

221,586

Cost of sales

–98,635

–138,123

–120,617

Restructuring costs

–5,589

–4,858

–

Gross margin

41,549

67,856

100,969

Research and development and other technical expenses

–29,331

–40,247

–34,949

Selling expenses

–20,422

–27,585

–26,563

–9,556

–11,175

–12,004

3,200

–

–

–6,292

–6,242

–

–62,401

–85,249

–73,516

Administrative expenses
Capitalization of development expenses, net
Restructuring costs
Total operating expenses
Other operating revenues
Share in earnings of joint ventures and associated companies
Restructuring costs net, Phones
Operating income1)
Financial income
Financial expenses
Income after financial items

543

8,575

27,463

–1,220

–14,662

–16,088

230

– 3,900

–8,000

–21,299

–27,380

30,828

4,253

4,815

3,698

–5,789

–6,589

–4,887

–22,835

–29,154

29,639

–488

–1,155

–947

–23,323

–30,309

28,692

4,165

8,813

–7,998

145

232

324

–19,013

–21,264

21,018

Average number of shares, basic million

12,573

10,950

10,896

Average number of shares, diluted million

12,684

11,072

11,100

Earnings per share, basic SEK

–1.51

–1.94

1.93

Earnings per share, diluted, SEK

–1.51

–1.94

1.91

Minority interest in income before taxes
Income before taxes1)
Taxes
Income taxes for the year
Minority interest in taxes
Net income

1)

Of which items affecting comparability
Non-operational capital gains/losses, net
Capital gain, Juniper
Pension refund
Restructuring costs, net
Capitalization of development expenses, net
Total
Adjusted gross margin
Adjusted operating expenses
Adjusted operating margin
Adjusted income before taxes
Adjusted return on sales

2)

–42

347

5,933

–

5,453

15,383

–

–

1,100

–11,962

–15,000

–8,000

3,200

–

–

–8,804

–9,200

14,416

47,138

72,714

100,969

–59,309

–79,007

–73,516

–8.6%

–8.6%

7.4%

–14,519

–21,109

14,276

–5.7%

–6.3%

9.1%

2001 and 2000 figures are restated for:
– Changed accounting principles in Sweden 2002 regarding consolidation of companies according to new RR1
– Results with parts of Phones transferred to the Joint Venture Sony Ericsson Mobile Communications accounted for under the
equity method reported under Share in earning of Joint Ventures and Associated companies.
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Consolidated balance sheet
December 31, SEK m.

2002

2001

ASSETS

Fixed assets
Intangible assets
Capitalized development expenses

3,200

0

Other

9,409

13,066

Tangible assets

9,964

16,641

Financial assets:
Equity in joint ventures and associated companies

1,835

3,135

Other investments

2,243

3,101

Long-term customer financing

12,283

7,933

Deferred tax assets

24,533

9,591

Other long-term receivables

2,132

6,980

65,599

60,447

13,419

24,910

36,538

57,236

Current assets
Inventories
Receivables:
Accounts receivable–trade
Short-term customer financing
Other receivables

1,680

6,833

24,817

39,171

66,214

68,924

142,668

197,074

208,267

257,521

73,607

68,587

2,469

3,653

Pensions

10,997

10,104

Other provisons

21,357

22,831

32,354

32,935

37,066

54,886

25,690

Short-term cash investments, cash and bank
Total assets
STOCKHOLDERS’ EQUITY, PROVISIONS AND LIABILITIES

Stockholders’ equity
Minority interest in consolidated subsidiaries
Provisions

Long-term liabilities
Current liabilities
Interest-bearing liabilities

13,475

Accounts payable–trade

12,469

19,511

Accrued expenses

25,605

32,189

Other current liabilities
Total stockholders’ equity, provisions and liabilities1)

20,070
97,460

208,267

257,521

Assets pledged as collateral

2,800

10,857

Contingent liabilities

3,116

12,299

1)

38

11,222
62,771

Of which interest-bearing provisions and liabilities 60,617 (89,879) of which current portion 13,475 ( 25,690).
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Consolidated statement of cash flows
Years ended December 31, SEK m.

2002

2001

–19,013

–21,264

Operations
Net income
Adjustments to reconcile net income to cash
Depreciation and amortization
Taxes
Capital gains on sale of fixed assets
Other non-cash items

6,537

7,828

–9,171

–16,983

721

–6,126

81

1,724

8,599

20,103

Changes in operating net assets
Inventories
Customer financing, short-term and long-term
Accounts receivable–trade
Other operating assets, provisions and liabilities, net
Cash flow from operating activities

–2,140

3,903

9,839

19,653

–5,541

–7,420

–10,088

1,418

Investments
Investments in tangible assets
Sales of tangible assets
Acquisitions/sales of other investments, net
Capitalization of development expenses

–2,738

–8,726

2,977

10,155

2,703

5,393

–3,442

–

503

–83

Other

2,981

–1,488

Cash flow from investing activities

2,984

5,251

–7,104

6,669

Net change in capital contributed by minority

Cash flow before financing activities
Financing
Changes in current liabilities to financial institutions, net

–17,168

3,343

540

35,169

Repayment of long-term debt

–6,072

–8,470

Stock issue

28,940

155

2

–156

Proceeds from issuance of other long-term debt

Sale/repurchase of own stock
Dividends paid
Cash flow from financing activities

–645

–4,295

5,597

25,746

Effect of exchange rate changes on cash

–1,203

738

Net change in cash and cash equivalents

–2,710

33,153

Cash and cash equivalents, beginning of period

68,924

35,771

Cash and cash equivalents, end of period

66,214

68,924
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Five year summary
As of and for the Year Ended December 31
SEK millions

2002

20015)

20005)

19995)

19985)

Net sales

145,773

231,839

273,569

215,403

184,438

Operating income

–21,299

–27,380

30,828

17,469

19,163

–1,536

–1,774

–1,189

–557

–127

Income before taxes

–23,323

–30,309

28,692

16,386

18,210

Net income

–19,013

–21,264

21,018

12,130

13,041

172,658

SWEDISH GAAP

Financial net

Year-end position
Total assets

208,267

257,521

263,282

211,412

Net assets

76,076

72,240

94,587

71,492

65,295

Working capital

73,694

104,998

97,261

70,426

53,434

136,693

162,119

154,014

124,393

96,934

Tangible assets

9,964

16,641

23,104

24,974

22,746

Stockholders’ equity

73,607

68,587

91,686

69,176

Minority interest

2,469

3,653

2,901

2,316

2,183

60,617

89,879

59,427

52,901

31,639

–1.51

–1.94

1.91

1.11

1.20

–1.58

–2.27

2.12

1.39

1.42

0

0.36

0.36

0.36

8.7

11.6

8.8

8.1

Capital employed

Interest–bearing provisions and liabilities

63,112

Other information
Earnings per share diluted, SEK2) 4) 6)
– in accordance with US GAAP, diluted2) 4) 6)
Cash dividends per share, SEK2) 4)
Stockholders’ equity, SEK per share

01)
4.7

Number of shares (in millions)
– outstanding at end of period

15,820

7,909

7,909

7,829

7,805

– average, basic2) 4)

12,573

10,950

10,896

10,824

10,801

– average, diluted2) 4)

12,684

11,072

11,100

11,060

11,060

Additions to tangible assets

2,738

8,726

12,643

9,227

9,016

Depreciation on tangible assets

5,514

6,486

10,040

6,548

5,567

33,455

46,640

41,921

33,123

28,027

23.0

20.1

15.3

15.4

15.2

Return on equity, percent

–26.7

–26.5

26.1

18.3

22.5

Return on capital employed, percent

–11.4

–14.3

24.8

18.1

24.1

36.5

28.1

35.9

33.8

37.8

Debt-equity ratio

0.8

1.2

0.6

0.7

0.5

Current ratio

1.7

1.7

1.6

1.6

1.6

Capital turnover

1.0

1.5

2.0

1.9

2.0

Inventory turnover

5.1

4.8

5.0

4.8

4.2

Accounts receivable turnover

3.1

3.4

3.8

3.5

3.6

–11.7

–9.7

12.6

9.3

11.8

67,152

60,239

23,567

24,389

11,703

46.1

26.0

8.6

11.3

6.3

–5,597

20,955

23,657

22,932

12,949

128,351

221,477

292,344

223,828

187,415

63,228

87,414

101,215

83,976

78,990

R&D and other technical expenses3)
– as percentage of net sales3)
Ratios

Equity ratio, percent

Return on sales, percent
Payment readiness
– as percentage of net sales
Net debt
Statistical data, year-end
Orders booked, net
Backlog of orders
Number of employees

40

– Worldwide

64,621

85,198

105,129

103,290

103,667

– of which Sweden

30,421

37,328

42,431

44,040

44,979

1)

For 2002, proposed by the Board of Directors

2)

1998-1999 adjusted for 4-for-1 stock split

3)

1998-2000 adjusted to exclude Research & Development cost regarding customer orders included in Cost of sales

4)

1998-2001 adjusted for stock dividend element of stock issue

5)

Changed accounting princples in Sweden 2002 regarding consolidation of companies according to new RR1

6)

Potential ordinary shares are not considered when their conversion to ordinary shares would increase earnings per share
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Shareholder information
The Annual General Meeting will be held at the Globe
Arena, Globentorget, Stockholm, at 4.00 p.m. on Tuesday,
April 8, 2003.
Shareholders intending to participate in the Annual
General Meeting must be entered as shareholders in the share
register maintained by VPC AB (Swedish Securities Register
Center) not later than March 28, 2003.
A shareholder whose shares are registered in the name
of a trustee must be temporarily entered in the share register
not later than March 28 2003, in order to participate in
the Meeting. Please note that this procedure is also due for
shareholders who are trading via the Internet.
Notice of participation in the Annual General Meeting

In addition to the requirements listed above, shareholders
shall provide notice of attendance to:
Telefonaktiebolaget LM Ericsson
Corporate Legal Affairs
P.O.Box 47021
SE-100 74 Stockholm
Sweden

Financial information from Ericsson

Interim report January – March 2003:
April 29, 2003
Interim report January – June 2003:
July 18, 2003
Interim report January – September 2003:
October 30, 2003
Full year report January – December 2003:
January, 2004
Annual report and form 20F for US Market 2003:
March, 2004
Annual reports and financial reports can be downloaded
or ordered on our web site: www.ericsson.com/investors
or ordered via e-mail or post.
For printed publications, contact:
Pressdata AB, P.O.Box 3263, SE- 103 65 Stockholm, Sweden.
Phone +46 8 799 6328, email: annual.report@pressdata.se.
In the US, printed copies are available from Citibank
Shareholder Services, phone toll-free 1-877-881-5969,
e-mail: ericsson@em.fcnbd.com
Contact information:

Telephone:
+46 8 775 44 55 between 10 a.m. and 4 p.m.,
fax +46 8 775 80 18,
or via the company’s web site www.ericsson.com/investors
no later than 4.00 p.m. Wednesday, April 2, 2003.
Proxy

In order to attend and vote as proxy on behalf of a
shareholder at the Meeting, a power of attorney must be
presented to the Company, preferably at the above address
not later than April 7, 2003.
Dividend

The Board of Directors and the President have decided
to propose to the Annual General Meeting that no dividend
is paid for year 2002.
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Investor Relations for Europe and Africa:
Telefonaktiebolaget LM Ericsson
126 25 Stockholm
Sweden
Telefon: +46 8-719 0000
E-mail: investor.relations@lme.ericsson.se
Investor Relations for the Americas and AsiaPacific:
Ericsson Inc.
100 Park Avenue, 27th floor
New York, NY 10017
USA
Telephone: +1 212 685 4030
E-mail: investor.relations@ericsson.com

Our Share

Stock exchange trading

Share price trend

Our Series A and Series B shares are traded on
Stockholmsbörsen (Stockholm Stock Exchange). Our Series
B shares are also traded on exchanges in Düsseldorf,
Frankfurt, Hamburg, London and Paris.
On October 18 2002, the Ericsson board authorized the
President and CEO to apply for and execute a de-listing of
the Ericsson B share from Euronext (Paris), the German
Stock Exchanges (Düsseldorf, Frankfurt and Hamburg) and
the Swiss Exchange. On December 20 2002, we de-listed
from the “Swiss Exchange” in Switzerland, and de-listing
started in France and Germany.
In the United States, our B shares are traded on NASDAQ
in the form of American Depositary Shares (ADS s) evidenced
by American Depositary Receipts (ADR s). On October 18
2002, the Board of Directors of Ericsson authorized a 1:10
change in the ratio of its American Depositary Shares (ADS s)
as they relate to its Class B shares. This means that each ADR
represents 10 B shares. The change was made to comply with
the listing requirements of the NASDAQ National Market,
and it became effective on October 23 2002.
More than 54 billion Ericsson shares were traded in 2002.
About 70 percent (2001 – 59 percent) were traded on
Stockholmsbörsen, 9 (13.5) percent on NASDAQ and 21
(26.5) percent on the London Stock Exchange. Trading on
other exchanges amounted to about 1 percent of the total –
the same as last year.

The total market value of our shares decreased by about 79
percent in 2002, to approximately SEK 97 bn. The
Stockholmsbörsen OMX index decreased by 42 percent, the
NASDAQ telecom index decreased by 54 percent and the
NASDAQ composite index decreased by 32 percent in 2002.
The Ericsson share decreased almost 88 percent on
NASDAQ .

Shareholders
We believe that at the end of 2002 approximately 78 (85)
percent of our A and B shares were owned by Swedish and
international institutions. About 52 (52) percent were held in
Sweden, 23.8 (25.4) percent in the United States, 3.3 (4.7)
percent in the United Kingdom, 3.3 (4.5) percent in
Luxembourg, 2 (3.3) percent in Switzerland, 1.3 (1.6) percent
in Belgium, 1.1 (3.0) percent in Germany and 13.2 (7.1)
percent in other countries.

Share capital
As of December 31 2002, our share capital consisted of SEK
15,974,258,678 (8,065,504,007) represented by 15,974,258,678
shares. The par value of each share is SEK 1.00. As of
December 31 2002 the shares were divided into 656,218,640 A
shares, each carrying one vote, and 15,318,040,038 B shares,
each carrying one-thousandth of a vote. In 2002 7,908,754,111
new B shares were issued. From January 1 to January 23 2003,
no additional conversions related to the convertible liabilities
for 1997 were made.

Share trend Stockholmsbörsen
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Uncertainties in the Future

Some of the information provided in this material is or may contain
forward-looking information such as statements about expectations,
assumptions about future market conditions, projections or other
characterizations of future events. The words “believe”, “expect”,
“anticipate”, “intend”, “may”, “plan”, the negative of such terms, and
similar expressions are intended to identify these statements.
Although we believe that the expectations reflected in these and
other forward-looking statements are reasonable, we can give no
assurance that these expectations will prove to be correct and actual
results may differ materially. We undertake no obligation to publicly
update or revise any forward-looking statements, whether as a result
of new information, future events or otherwise, except as required by
law or stock exchange regulation. We advise you that Ericsson is
subject to risks both specific to our industry and specific to our
company that could cause the actual results to differ materially from
those contained in our projections or forward-looking statements,
including, among others, changing conditions in the
telecommunications industry, political economic and regulatory
developments in our markets, our management’s ability to develop
and execute a successful strategy, various financial risks such as
interest rate changes and exchange rate changes, erosion of our
market position, structure and financial strength of our customer
base, our credit ratings, product development risks, supply
constraints, and our ability to recruit and retain quality staff.
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