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Ladies and Gentlemen,
Dear Shareholders,

At our March 2008 press conference held to announce
our 2007 results, we commented that although ner-
vousness was becoming increasingly palpable among
our clients, the financial crisis had not yet had a detri-
mental impact on our business. At the end of the first
quarter of 2008, our results were in line with our 2008
full-year targets, which were initially based on sales of
CHF 320 million and an EBIT margin of 10%. The out-
look was for the second half-year to outperform the
first, as the positive effect of the launch of new prod-
ucts introduced at EMO 2007 was expected to be felt
predominantly in the second half of the year.

In May, when commenting on our results for the first
quarter of 2008, we announced that the order flow for
April had been lower than expected and that after three
quarters of international financial crisis the gloom was
increasingly spreading to industrial markets. In that en-
vironment, we reduced our sales forecast for 2008 to
a range of CHF 280-300 million with an EBIT margin
of between 8 and 10%.

Since then, the gloom has given way to recession and
the fears we expressed in May have been confirmed.
Most countries and markets in which we operate have
moved into a period of economic contraction. At the
end of the first quarter, our competitors were report-
ing declines in sales of around 10% versus 2007, with
increased pressure on margins. Faced with this new
situation, we have already made appropriate adjust-
ments to our costs. Against that backdrop, and as-
suming economic conditions remain stable at the same
level as the second quarter, we are now revising our
previous forecast downwards with forecast sales in
the range CHF 270-290 million and an EBIT margin of
between 7 and 9%.

Below you will find details of other key events in the life
of the Group in the first six months of this year.

Alliances and acquisitions

The beginning of the year was marked by the signature
of a framework partnership agreement with the Japan-
ese company Tsugami Corporation, and the acquisi-
tion of 95% of Almac SA and 100% of Almatronic SA,
both based at Chaux-de-Fonds.

The first concrete results of the framework agreement
with Tsugami were two specific cooperation contracts,
enabling us firstly to gain access to the entry-level sin-
gle-spindle segment, and secondly to upgrade our dis-
tribution network in Asia. The first of these contracts is
an OEM agreement under which production of 12 and 20
mm entry-level machines in the Tornos Delta range has
been subcontracted to Tsugami. The second contract
is a sales agreement for Tornos multispindle machines
giving Tsugami exclusive distribution rights in Japan and
non-exclusive rights in the rest of Asia. In the future
other contracts in different fields of cooperation may be

signed under the umbrella of the framework agreement.
In a gesture symbolizing the importance of the alliance
to both partners, each company decided to acquire
1 million shares in the other on the market.

Almac produces machining equipment for small, high-
precision parts while Almatronic specializes in com-
puterized digital controls. Its main customer is AlImac.
Operationally, these two companies were merged into
a single entity at the start of the year. Currently they
have a combined workforce of 43, and should produce
consolidated 2008 turnover in excess of CHF 20 mil-
lion. The logic of the purchase is that Aimac generates
the bulk of its sales in the microtechnology, medical
and electronics sectors — three of Tornos’s four prior-
ity market segments. As the products of Aimac and
Tornos are not in competition with one another, merg-
ing them into a single industrial group focused on the
same key markets has enabled us to expand our offer-
ing and generate immediate synergies in terms of sup-
ply and the sales network.

Business report

Although the financial crisis was a source of increasing
concern to our clients, economic conditions remained
reasonably positive in the first quarter. A deterioration
occurred in the second quarter, when the flow of or-
ders fell by 23.7% to CHF 60.8 million compared to
a figure for the first three months of CHF 79.7 million.
For the first half-year, orders totalled CHF 140.5 million
(CHF 127.3 million excluding Almac), a fall of CHF 11.5
million (CHF 24.7 million excluding Almac) from last
year’s level (CHF 152.1 million), or a decline of 7.6%
(16.3% excluding Almac).

Gross sales followed the same trend as orders with
figures of CHF 74.8 million and CHF 70.9 million in
the first two quarters respectively. Thus, first-half sales
totalled CHF 145.6 m which, compared to last year
(CHF 148.0 million), represents a fall of CHF 2.4 m
(CHF 14.8 million excluding Almac).

Markets

Trends in the Group’s key market segments — automo-
tive, medical, electronics and microtechnology — were
mixed in the first half-year. Although the automotive
segment began the year strongly, the outlook gradu-
ally worsened and, in the wake of the critical situation
of this market in the USA, signs of weakness are now
beginning to appear in Europe. The medical sector con-
tinues to produce stable growth. The electronics mar-
ket has witnessed the most rapid downturn, with no
indication of a change in the trend at present. Micro-
technology is still buoyant, mainly underpinned by the
Swiss watch-making segment.

On a geographical level, and given the Group’s stron-
ger presence in certain of the above segments in its
various regions, the trend has also been mixed. With a
greater proportion of their business linked to the auto-
motive and electronics sectors, Northern and Eastern



European countries have been more seriously affected
by the downturn than other markets. Conversely, con-
ditions in Switzerland and Southern Europe have re-
mained more positive thanks to their high proportion
of activities linked to the medical and watch-making
sectors. In the USA, the impact of the problems in the
automobile sector on business development has been
compounded by increasing pressure on prices caused
by the weakness of the dollar. In Asia, growth is slow-
ing down and competitive pressure is on the increase.

Products

The single spindle range was completed with the launch
ofthe Deco 13e, 20e and 26e, developments of the Deco
13a, 20a and 26a. Thanks to the alliance with Tsugami,
a new product range — Delta — was launched in May
at the SIAMS Trade Fair. Consisting of two platforms
for bar diameters of 12 and 20 mm, with three to five
axes, these entry-level machines will meet the needs
of clients producing relatively simple parts. The first
machines will be delivered in October.

For the multispindle range, a new product line — Multi-
sigma 8x24 — was launched for the mid-range market.

Interim consolidated financial statements

as at 30 June 2008

The unaudited consolidated financial statements as at
30 June 2008 are enclosed. They have been drawn up
in accordance with International Accounting Stand-
ard 34 on interim financial reporting. The acquisition
of Almac SA and Almatronic SA was reflected in the
accounts from 1 January 2008, this being the only sig-
nificant change in the scope of the consolidation as
it stood at 31 December 2007. With gross sales of
CHF 145.6 million up to 30 June 2008, the EBIT margin
was 6.4%, a result below the Group’s target, which re-
mains 10%. This result fell from CHF 16.7 million for the
first half of 2007 to CHF 9.3 million for the same period
in 2008. This decline was due to the recent economic
downtrend, pressure on prices and the strengthening of
the Swiss franc, the effects of which could not be fully
passed on in the current economic climate.

Unlike 2008, the first half of 2007 saw exceptionally
favourable conditions, as we pointed out in our in-
terim report for 2007, in terms of “the good economic
climate of the past few months, a favourable product
mix and the depreciation of the Swiss franc”. As at 30
June 2008, net profit stood at CHF 5.6 million com-
pared with CHF 20.0 million for the first half of 2007.
This fall is more pronounced than the drop in EBIT and
is primarily attributable to the exceptional capitalization
of tax credits in 2007, which resulted in a challenging
base effect for 2008, and by foreign exchange losses
in 2008 on cash and cash equivalents held in US dol-
lars following the sale at the end of 2007 of a build-
ing in the USA. Equity of CHF 155.0 million accounts
for 67.7% of the balance sheet total of CHF 229.1 mil-
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lion. After the reduction in the face value of shares in
Tornos Holding SA from CHF 5.00 to CHF 4.50, the share
capital now consists of 14,998,255 shares totalling
CHF 67.5 million. As at 30 June 2008, the net cash posi-
tionwas CHF 4.5 million compared to CHF 27.3 million on
31 December 2007. The reduction is mainly the result
of the following five factors: (1) in line with the deci-
sion of the General Meeting of Shareholders, the re-
duction in the nominal value of the shares resulted in a
net outflow of CHF 7.4 million; (2) the company’s hold-
ing of its own shares rose from 159,565 on 31 Decem-
ber 2007 to 458,118 on 30 June 2008, an increase of
CHF 3.0 million based on the acquisition price; (3) in
line with the collaboration agreement with Tsugami, the
acquisition of 1 million shares in that company repre-
sented a cash outflow of CHF 3.6 million; (4) the pur-
chase of AlImac SA and Almatronic SA and the consoli-
dation of their balance sheets resulted in a reduction in
the net cash position of CHF 5.9 million with effect from
1 January 2008; and (5) the balance of CHF 2.9 million
is the result of the Group’s normal trading. In the first
half-year, the Group’s operating cash flow was positive
and totalled CHF 2.0 million. This includes an increase
in net working capital of CHF 8.0 million.

Outlook for 2008

On the assumption that economic conditions remain
broadly unchanged from those prevailing in the past
few months, and with the inevitable reservations owing
to the highly cyclical and volatile nature of its business,
the Group has revised its sales figure to a range of be-
tween CHF 270 and CHF 290 million, with an EBIT mar-
gin of between 7 and 9%. This forecast takes account
of the reduction of fifty jobs or vacancies to be filled
outside the production area, which has already taken
place, and of a 15% cut in capacity through the use of
flexible working hours. The forecast does not allow for
any further deterioration in margins owing to increased
competition, or any strengthening of the Swiss franc
not passed on in higher prices.

The improved profitability in the second half is linked to
the increase in the volumes of Micro 7, Sigma 32 and
Delta products sold. In view of the introduction of these
new products, the contribution from Almac, the flexible
cost structure and sound financial situation, the Tornos
Group is equally well placed to ride out any recession
or take full advantage of any recovery.

AR s

Francois Froté Raymond Stauffer
Chairman of the CEO and Delegate of the

Board of Directors Board of Directors
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