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Interim Report January-June 1999



Positive trend in Business Areas Business Systems and Operations Development
· Sales rose by 22 per cent to SEK 160.6M (131.6).

· Operating earnings amounted to SEK 6.1M (9.5).

· Operating margin was 3.8 per cent (7.2).

· Number of employees amounted to 338 (264) at the period-end. 

· Structural measures implemented within Business Area Integration & Development.

MARKET

As a whole, the market for advanced consulting services remains strong. However, some slow-down has been noted ahead of the turn of the Millennium in the sense that projects relating to exchange and adaptation of companies’ base systems will be completed before or during the third quarter. Instead, the focus of the market’s demand has been directed at new segments such as electronic trading and other Internet development, message and document handling, and CRM (Customer Relation Management). Likewise, investments are being made in further development and integration of peripheral systems to business systems which have already been put into service. During the remainder of the year, demand is also expected to increase with reference to process development and project management relating to various projects of change. The current trend towards streamlining companies’ operations leads to an increase in demand for assignments regarding process orientation as well as strategy and planning work ahead of renewal and investment in a new generation of IT support after the turn of the year.   

SALES OF GROUP SOFTWARE OPERATION IN SÖDERTÄLJE AND VÄSTERÅS

In order to come to terms with the profitability problems within Business Area Integration & Development, a decision was made to sell the group software operation in Södertälje and Västerås. The Board of Directors has made the evaluation that this operation has better criteria for developing outside Resco. The business systems operation in Västerås remains within Resco. Through the sale of the group software operation, improved focusing is created on the core businesses in the existing Business Areas. Resco intends to strengthen its position within Internet applications, electronic trading, message and document handling, especially directed towards the link to business systems as well as process development and project management for process of change. 

The number of consultants affected by the sale is 25 of the total 30 consultants in Södertälje and Västerås. 

SECOND QUARTER 1999

Sales and result

Sales rose by 17 per cent to SEK 76.8M (65.6). Operating earnings fell to SEK 1.1M (2.0), equivalent to an operating margin of 1.3 per cent (3.0). Earnings after financial items amounted to SEK 1.3M (2.3). Increase in sales excluding acquisitions amounted to 3 per cent (35). Business Areas Business Systems and Operations Development enjoyed a very positive trend, whereas the other Business Areas were not satisfactory. The reduced result compared with the previous year is primarily due to losses in Business Area Integration & Development.
A new investment which started during the quarter was the formation of the subsidiary, Resco International Program Management (IPM) AB. The company will carry out consulting operations in Sweden and abroad, especially within Business Area Operations Development. The objective of the investment is to focus on and take advantage of international experience with regard to meeting the needs of companies working internationally in the best possible way.

During the second quarter of 1999, Resco concluded agreements with, among others, KF, Merita-Nordbanken, Nolato, SJ and Van den Berg Food. 

JANUARY – JUNE 1999

Sales and result

Sales rose by 22 per cent to SEK 160.6M (131.6). Operating earnings amounted to SEK 6.1M (9.5), equivalent to an operating margin of 3.8 per cent (7.2), which is below the Company’s expectations. Earnings after financial items were SEK 6.3M (10.2), equivalent to a profit margin of 3.7 per cent (7.8). Earnings after tax per share were SEK 1.58 (2.55). The sales increase, excluding acquisitions, amounted to 10 per cent (40). Operating earnings were affected by acquisitions of SEK –1.6M (0.0). 

The sales increase, excluding acquisitions, can be split into a rise in the number of consultants of 20 per cent, an increase in the hourly rate of 3 per cent and a fall in the charge ration of 2 percentage points. The first half of the year had one available working day more than the equivalent period in the previous year. The average payroll expense per employee increased by 2 per cent compared with the previous year. 

Business Area Training, which was established during the year, reports a loss in the first six months.

Resco’s long-term earnings target is that operating margin should amount to at least 10 per cent.

Operations

Since the first quarter, operations have been carried out in five Business Areas: Business Systems, Integration & Development, Operations Development, Training, and Technology &  Communication. Operations are carried out from offices in Stockholm, Lund,  Malmö, Södertälje, Uppsala, Västerås and Hackås. 

Business Area
Sales, 

SEK M
Share of total sales, % 
Sales growth, %
Operating earnings, SEK M
Operating margin, %
Number of employees

Business Systems
64.2
39
31
11.8
18.3
105

Integration & Development
45.6
28
-19
-7.6
neg
99

Operations Development
25.1
15
32
3.5
14.1
38

Training
16.1
10
-
-1.6
neg
30

Technology & Communication
12.4
8
210
0,0
0.0
33

Group eliminations /  Groupwide functions 
-2.8
-
-
-
-
33

Total
160.6
100
22
6.1
3.8
338

Business Area Business Systems

The outcome for the Business Area was very satisfactory, both with regard to sales growth and earnings. Sales rose by 31 per cent and both prices and charge ratio was at a favourable level. Demand for the Business Area’s services was very high although some slow-down could be noticed ahead of the summer months. 

The Business Area implements, manages and further develops business systems. Resco has a market-leading position with regard to the implementation of SAP’s business system R/3 in Sweden. Business Area Systems is also involved with the Agresso, Baan and Guda systems.

Business Area Integration & Development

The Business Area developed unfavourably and sales fell by 19 per cent in relation to the same period in the previous year. The price scenario is satisfactory but capacity utilisation problems were extensive, especially in group software. 

The Business Area assists in development of information systems and works out new architectures and other changes in customer companies’ existing information systems. The Business Areas is also involved with management and maintenance of systems. 

Business Area Operations Development

The Business Area developed positively with a sales increase of 32 per cent in relation to the same period in the previous year. Earnings were very satisfactory, especially thanks to a positive price trend and favourable charge ratio. 

The Business Area operates in the process development, IT strategy and project management segments. Process development comprises the entire process of change from early phases when the improvement potential in the operations is identified, to the management of change in connection with implementation of new processes and forms of control.  Process development also includes optimisation of the operations benefit on implementation of business systems. 

Business Area Training

Due to delayed course-starts at the beginning of the year, the result of the Business Area was negative in the first quarter. During the second quarter, earnings were positive. Sales are now at the planned level and there will be a gradual improvement in profitability. 

The Business Area offers occupation-oriented training, certification training, user training and project manager programmes. The Business Area consists of the subsidiary, Resco Utbildning AB (formerly Poolia Utbildning AB), which was acquired in autumn 1998. 

Business Area Technology & Communication

The Business Area was in a phase of establishment during 1998. The development so far this year has been slightly below expectation due to a decline in capacity utilisation at the beginning of the second quarter. Work aimed at improving capacity utilisation turned out well with rising charge ratios as a result. The price scenario was satisfactory. 

The Business Area’s services cover a wide area, including handling customer companies’ daily computer operations and support with regard to strategic decisions relating to the IT infrastructure. 

Associated companies

The operations of the 50 per cent-owned company, Hackås IT-Partner AB, had a positive effect on earnings for the period. The company’s consultants are mainly involved in assignments on behalf of Resco and the other stakeholder. In total, Resco employs 12 of these consultants. 

Sensitivity analysis
In the table below is reported a sensitivity analysis with regard to a number of key factors. The analysis is made on the basis of 12-month average values. 

Parameter
Change
Effect on consolidated earnings, SEK M

Hourly charge, per cent
+/- 1
2.4

Charge ratio, percentage point
+/- 1
3.9

Number of working days per annum
+/- 1
1.1

Personnel cost, per cent
-/+ 1
2.0

Personnel

The number of employees at the period-end amounted to 338 (264), an increase of 28 per cent. Average number of employees during the period 328 (248), an increase of 32 per cent. Staff turnover amounted to 12 (10) per cent.

Investments

Investments in equipment and improvement of premises amounted to SEK 7.3M (9.2), of which SEK 5.1M (5.4) is financed via leasing. The leasing financing refers to company cars as well as computer equipment used in training operations. 

Liquidity

The Group’s liquid funds amounted to SEK 31.2M at the period-end, compared with SEK 23.7M at 31 December 1998. Of interest-bearing liabilities, pension commitments in accordance with the FPG/PRI system amounted to SEK 7.8M, compared with SEK 6.3M at the turn of the year. Settlement paid for the convertible loan, which was issued during the second quarter, amounted to SEK 4.8M at 30 June 1999. 

Shareholders’ equity

Shareholders’ equity amounted to SEK 75.0M at 30 June 1999, which is an increase of SEK 9.5M from the turn of the year. Of this, shareholders’ equity of SEK 7.9M was contributed via a new issue of 79,600 new shares in connection with a warrant programme for a number of key personnel, which was reported in a news release on 25 March 1999. A dividend of SEK 2.8M was paid to shareholders. In total, the number of shares amounted to 2,803,200 which means that equity per share amounts to SEK 26.76. The equity ratio amounted to 53 per cent at 30 June 1999, which is unchanged since the turn of the year. 

Incentive programme 

The Annual General Meeting on 27 April 1999 decided on an extensive incentive programme which comprises convertible subordinated debentures directed at all employees, and subordinated debentures with warrants attached directed at key personnel. At the end of the subscription period, a total of 78 per cent of available convertibles and warrants had been subscribed. On full conversion and exercising of warrants, shareholders’ equity is expected to increase by SEK 13.0M. The dilution effect amounts to 4.2 per cent of votes and 1.6 per cent of votes maximum.  

New Board Members

The Annual General Meting on 27 April 1999 elected Barbara Ericsson and Johan Mathson new Members the Resco Board of Directors. 

Prospects for 1999

Resco’s Board of Directors anticipates continued satisfactory sales growth during 1999, at least on a par with market growth. With the sale of the group software operation in Västerås and Södertälje, resources are freed up for additional investments within the core business in the existing Business Areas. Resco intends to strengthen its position within Internet applications, with concentration on the link to business systems.

Stockholm, 24 August 1999

Kjell Jacobsson

Managing Director

This Report has not been the subject of special examination by the Company’s Auditors. 

CONSOLIDATED INCOME STATEMENT

SEK M
Q 1-2 1999
Q 1-2 1998
Full-year 1998
98-07-01 – 

99-06-30

Net sales
160.6
131.6
261.3
290.3

Other income
0.1
0.1
0.4
0.4

Total income


160.7
131.7
261.7
290.7

External costs 
-43.5
-33.5
-67.6
-77.6

Personnel costs
-107.5
-86.4
-177.2
-198.3

Depreciation
-3.6
-2.3
-5.4
-6.7

Operating earnings


6.1
9.5
11.5
8.1

Financial items
-0.2
0.7
0.9
0.4

Earnings after financial items
6.3
10.2
12.4
8.5

Taxes
-1.9
-3.3
-4.0
-2.6

Net earnings for the period


4.4
6.9
8.4
5.9

CONSOLIDATRED BALANCE SHEET

SEK M
1999-06-30
1998-06-30
1998-12-31


Fixed assets
34.6
23.2
35.7


Other current assets
74.6
60.3
64.8


Liquid funds
31.2
31.1
23.7


Total assets


140.4
114.6
124.2


Shareholders’ equity
75.0
64.1
65.5


Long-term liabilities and provisions
16.3
7.6
10.3


Current liabilities
49.1
42.9
48.4


Total shareholders’ equity, provisions and liabilities 


140.4
114.6
124.2


CONSOLIDATED CASH FLOW ANALYSIS

SEK M
Q 1-2 1999
Q 1-2 1998
Full-year 1998
98-07-01 –

99-06-30

Cash flow from current operations
9.4
12.0
18.5
15.9

Change in working capital
-9.2
-5.0
-2.9
-7.1

Total cash flow from current operations
0.2
7.0
15.6
8.8

Cash flow from investment operations
-2.7
-4.3
-19.7
-18.1

Cash flow from financing operations
10.0
-1.7
-2.3
9.4

Change in liquid funds


7.5
1.0
-6.4
0.1

KEY FIGURES
Q 1-2 1999
Q 1-2 1998
Full-year 1998
98-07-01 – 

99-06-30

Operating margin, %
3.8
7.2
4.4
2.8

Profit margin, %
3.9
7.8
4.7
2.9

Return on shareholders’ equity, %
6.1
10.8
13.4
8.5

Return on capital employed, %
8.1
14.9
19.0
11.7

Return on capital employed in operations, %
11.5
27.1
28.1
16.7

Return on total capital, %
4.9
9.6
11.6
7.1

Equity ratio, %
53
56
53
53

Debt ratio, %
17
7
10
17

Net debt ratio, %
-26
-42
-28
-26

Interest coverage ratio
21
86
30
15

Capital turnover rate, (capital employed in operations)
3.1
3.8
6.6
6.3

Investments, SEK M
2.7
4.3
19.7
18.1

Cash flow after investments, SEK M
-2.5
2.7
-4.1
-9.3

Average number of employees
328
248
277
317

Number of employees at period-end 
338
264
347
338

Sales per employee, SEK K
490
530
943
916

Salaries including payroll overheads as a percentage of sales 
40
37
41
42

Value added per employee, SEK K 
341
357
638
631

Value added ratio, %
70
67
68
69

SHARE DATA
Q 1-2 1999
Q 1-2 1998
Full-year 1998
98-07-01 –

99-06-30

Number of shares at period-end, 000
2,803
2,724
2,724
2,803

Average number of shares during the period, 000
2,777
2,724
2,724
2,750

Earnings after tax per share, SEK
1.58
2.55
3.07
2.10

Cash flow per share, SEK
0.07
3.45
5.72
3.19

Equity per share, SEK
26.76
23.51
24.05
26.76

Number of shares on full conversion, 000
2,920
2,804
2,804
2,920

Earnings after tax per share, SEK *
1.50
2.48
2.98
1.98

Cash flow per share, SEK *
0.07
2.57
5.72
3.13

Equity per share, SEK *


30.14
25.71
26.21
30.14

* after full conversion

Quarterly reporting 

Available working days *
Q 1
Q 2
Q 3
Q 4
Full-year

1999
62
60
66
64
252

1998
62
59
66
63
250

1997
60
61
66
62
249

1996
63
59
66
62
250

* disregarding holidays

Consolidated sales, SEK M
Q 1
Q 2
Q 3
Q 4
Full-year

1999
83.8
76,8




1998
66.0
65.6
51.2
78.5
261.3

1997
45.0
48.6
41.2
60.4
195.2

1996
29.4
33.1
30.2
41.2
133.9

Consolidated operating earnings, SEK M 
Q 1
Q 2
Q 3
Q 4
Full-year

1999
5.0
1.1




1998
7.5
2.0
-4.0
6.0
11.5

1997
0.5
0.8
0.3
6.6
8.2

1996
0.9
1.0
0.5
3.4
5.8

Consolidated operating margin, %
Q 1
Q 2
Q 3
Q 4
Full-year

1999
6.0
1.3




1998
11.4
3.0
neg
7.6
4.4

1997
1.1
1.6
0.7
10.9
4.2

1996
3.1
3.0
1.7
8.3
4.3

Future reporting dates

29 October 1999 
Interim Report January-September 1999

 February 2000

Preliminary Accounts Report 1999 

March 2000

Annual Report 1999

April 2000

Annual General Meeting

Annual Reports and Interim Reports are also available on Resco’s home page: www.resco.se

For further information, please contact 

Kjell Jacobsson, Managing Director, Tel +46 8-519 030 00. 

Resco’s business concept

Resco will actively contribute to its customers’ business development by offering the highest level of expertise available on the market in operations development, IT and training. 

Resco is exclusively a consulting company which is supplier-independent within the IT sector. 

Resco AB (publ)

S:t Eriksgatan 60 A

SE-112 34 Stockholm

Telephone +46 8-519 030 00  Telefax +46 8-519 032 00

resco@resco.se    www.resco.se
Corporate identity number: 556220-8511

Stockholm, Lund, Malmö, Södertälje, Uppsala, Västerås, Hackås

