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Sales increase 40% during integration process

· The merger between Mandator and Cell Network is now concluded: The new Board, a new organisation and a new Management are all now in place, and the new Group has adopted the name “Cell Network”. 

· Turnover in the first half of 2000 stood at SEK 759 million, compared with SEK 542 million for the same period in 1999 (pro forma). This is equivalent to growth of 40%, of which 37 percentage points entailed organic growth. 

· Turnover in international business amounted to SEK 245 (107) million, an increase of 128%, and corresponded to 30% (19%) of the Group’s turnover. During the second quarter, turnover increased to SEK 173 (54) million, an increase of 222%. 

· The number of employees at the close of the period under review was 1,847, an increase of 657 people, or 55%, over the half-year end in 1999.

· The gross profit (EBITA) amounted to SEK –154 (41) million during the first half of the year after transaction costs of SEK 105 million, merger costs of SEK 33 million and a refund from SPP amounting to SEK 35 million. Before these items, the gross profit stood at SEK–51 (41) million. This was caused by one off effects from the rapid integration, the strong international expansion, and continued investments in Cell ITS. Profit after financial items stood at SEK –194 (29) million. 

· The international expansion has continued: acquisitions in Malaysia and Italy have been concluded, and new offices were opened in the second quarter in Brussels and in Amsterdam. 

After the close of the period: 

· Cell Network has concluded an agreement for the acquisition of Aperto Multimedia GmbH in Germany. Aperto is a successful player on the German market for consulting services within the area of interactive media. The company employs around 125 staff in offices in Berlin and San Francisco. 

· To support Cell Network’s international approach, the company intends to apply for Cell Network shares to be quoted on Neuer Markt, the stock exchange in Frankfurt. In order to fund the strong international expansion and to create conditions for liquid trading in the shares, the Board is considering a proposal to implement a new share-issue. 

Comments from MD and Group MD, Niklas Flyborg

We are now creating a leading global consulting firm within the new digital economy. The first half of 2000 has, according to plan, been characterised by the formation of the new Cell Network. It has taken hard work and money, but I am very satisfied that we have come so far in such a short time. We have implemented a change in the customer offer: an offer where strategic competence and creative ideas about the business development of the customer are combined with the best in technical expertise and the experience of implementing projects on a large-scale. Thereby we are able to meet the ever-more-complex demands of our customers and to take on international offensives and the rapid pace of technology.  
We have now created the organisation necessary to be able to draw benefit from our various fields of expertise, something which means we are well placed to be able to meet the increasing demands of the market.  

The increase in turnover during the first half of the year was satisfactory when you consider the integration work that was being carried out. The strong growth in international business is particularly pleasing. Consulting business showed a result of zero, which is not satisfactory. The main causes of this are the focus on rapid integration, the costs for the creation of a common offer and the rapid expansion of our international business. The realignment of parts of the business – moving away from traditional IT‑consulting business to the adoption of a greater focus on e-business and digital interactive media - has had a temporary negative effect on capacity utilisation and, therefore, on profitability too. 

Added to this is the fact that Cell ITS has still not started to receive any dividend on the market investment which was initiated during the previous year. Delayed projects in Scandinavia have during spring given a temporary drop in capacity utilisation. The international market investment develops according to plan. Work to bring in outside financiers for the continued development is under way. 

We are now entering a period of strong international expansion. The goal is to be able to offer full service to our customers on the ten major markets in Europe withing twelve months. The US precence will be accelerated towards the end of the year through the offices in New York and San Fransisco. Further expansion in Asia will be driven from Cell Network Malaysia. Our acquisition of Aperto, a highly renowned Internet company, provides us with a good presence in the important German market. From this basis, we will continue to pursue our strategy for Germany, and will soon be rounding this off with additional strategic expertise. Our intention is to issue new shares and to apply for Cell Network shares to be quoted on Neuer Markt in order thereby to lay the foundations for speedier international expansion. 

Our focus during the third quarter will be concentrated on increasing our growth, both in Scandinavia and the rest of the world. In June, we introduced a recruitment campaign and this is already bearing fruit. During the fourth quarter, we will be putting the final pieces of the jigsaw in place, allowing us to concentrate on achieving the challenging goals for the years ahead. In financial terms, our aim is to grow quicker than the estimated market growth of 45-55% per annum, with a positive gross result (EBITA). 

During the first six months this year we have laid a strong foundation for a competitiveness and growth in Cell Network.  

First half of 2000 in summary

During the first half of 2000, the Group’s turnover stood at SEK 759 (542) million, an increase of 40% compared with the same period in the previous year (pro forma). Organic growth was 37%. 

The gross profit (EBITA) stood at SEK -154 (41) million, after transaction costs, integration costs and a refund from SPP. The transaction costs of the merger between Cell Network and Mandator stood at SEK 105 million and had a serious adverse affect on the Group’s result in the second quarter. The integration costs amounted to SEK 33 million as at 30th June. For the year as a whole, integration costs are expected to end at around SEK 45 million. The costs are made up mainly of investments in a joint support system, structure capital, localisation and staff-promotion schemes. During the period under review, the refund from SPP amounting to SEK 35 million was accounted for. Before these items, the gross profit was SEK –51 (41) million. 

The result after net financial items stood at SEK–194 (29) million. 

The Group’s equity at the close of the period under review stood at SEK 1,023 million, compared with SEK 1,197 million at the close of 1999. This produces a equity/assets ratio of 52%. The Group’s liquid funds stood at SEK 390 million. 
The number of staff increased to 1,847 as at the end of June 2000, an increase of 657 people, equivalent to 55%, compared with the same time in the previous year. A recruitment campaign was introduced in June in the Scandinavian countries as a stepping stone to the third quarter, where the focus will be geared towards meeting the increase in demand. 

Cell Network Sweden

Turnover in Sweden for the first half of 2000 stood at SEK 500 (395) million, an increase of 27% over the same period in the previous year. The gross profit was SEK 0 (34) million, but this has been considerably affected by the efficiency losses associated with the integration work in progress. Capacity utilisation was affected by the realignment of the business offer which is still being implemented. 

The merger between Mandator and Cell Network has been greatly valued by customers, both old and new. The proportion of projects in which the customer is making use of the entire business offer is rising quickly. A good example of this is our latest contract from Utfors, where we are developing a broad-band platform for consumer and corporate services. Both our expertise in strategic business development, design skills, and our excellence in technical expertise in among other the telecommunications field are contributing to this project. 

A lot of interesting projects got under way during the period under review. Another project worth mentioning is that Cell Network was given total responsibility at the beginning of autumn 1999 for setting up Kimoda.com – a combined “department store” and meeting place for children and adults alike. Cell Network has been working on Kimoda’s business development, producing its concept and integrating it with the underlying business system from IFS; it has customised ATG’s system, Dynamo, and was also responsible for project management. The contract involved up to 70 people and the website, www.kimoda.com., was launched at the start of the summer.

During the summer, new framework agreements were signed with SAS and SPP. For SAS, Cell Network will be providing services in connection with systems development, project management, web design and trial management. The new agreement with SPP means that Cell Network will be providing services within IT- and Internet-related systems development and project management. 

Cell Network International

Turnover for the international business amounted to SEK 245 (107) million. During the second quarter, turnover stood at SEK 173 (54) million, an increase of 222% compared with the same period in the previous year. The gross profit has been adversely affected by the rapid expansion, standing at SEK 0 (14) million.  

During the first quarter of the year, Internet company BRG Interactive Digital Media (IDM) in Kuala Lumpur, Malaysia and WEB Internet Marketing Solutions (WEB) in Milan, Italy, were acquired. During the second quarter, offices were opened in Brussels and Amsterdam. After the close of the period under review, Aperto Multimedia GmbH in Germany was acquired. 

Cell Network Malaysia provides the basis for further expansion in Asia. Examples of new customers secured during this period include Danone Malaysia, one of the leading companies in dairy products in Malaysia, and Chilipaldi.com, a company which provides services for WAP and other mobile applications in Malaysia. In August, Cell Network Malaysia took a step further in south-east Asia when it was awarded a contract from Datastream Technology which offers ISP, mobile telephony and television-related services in Brunei. 

Anheuser-Busch, producer of Budweiser beer, has been assisted by Cell Network Italia in developing a website adapted to the Italian target groups. For Van Den Bergh Italia, the world’s largest producer of olive oil, Cell Network Italia has developed a web site entirely devoted to the “Bertolli Olive Oil” brand.

Other projects worth mentioning include one by Cell Network France, which has developed a web portal for BNP Paribas. Cell Network has also been awarded a contract to create a portal for EDF (Electricité de France) and to give France Television Interactive a visible presence in the Internet. 

Cell Network Norway currently has 230 employees, making it a leading player on the Norwegian market. During the year, a contract was awarded by Statkraft relating to e-procurement. The company’s international approach paid off in the form of a contract from Deutsche Post, which was awarded in co-operation with Cell Network’s strategic consultants. In addition, Cell Network Norway has been working on a WAP portal for Telenor, djuice.com., and has also developed a web solution for the members of De norska Bokklubbene, which is one o the largest e-commerce solutions in Norway. 

Danish Mousehouse has been working on a web portal for WAP services for danska Mobilix, an e-strategy for the Copenhagen Stock Exchange, and the company has helped Dansk Lægemiddel Information A/S to create “The Drug Catalogue Online” – an information database now making it possible for people to search for the drugs that meet users’ needs. 

Cell Network in Estonia (Assert) is working on the computerisation of visa procedures for the Estonian Ministry of the Interior, as well as an analysis of IT systems and a review of future needs on behalf of the Estonian National Communications Board. In addition, Estonian Telephone awarded a contract, the purpose of which is to handle and monitor the telenet via the Internet.

Businesses with core expertise

Within Cell Network’s network, there is a whole host of different businesses, each with their own unique high-quality skills and expertise serving to round off our business offer. The skills of the particular business in question are then offered both as part of Cell Network’s combined offer and separately for the niche market in question. 

Cell Telecom  (formerly Mandator Telecom) offers solutions and services for customers within the entire telecommunications and datacommunications market. During the first six months of the year, Cell Telecom, for example, was awarded a contract to develop an interactive web and voicemail solution for Conoco Jet in Scandinavia, a CTI solution (computer/telephone integration) for SkandiaBanken and a wireless solution for a flight-information and booking service for StudentUniverse, Boston, USA.

During the year, Cell Interactive TV, formerly Cell DTV, established itself in London, where the company was awarded contracts from such entities as Landmark Travel Channel. Contracts on the Swedish market included interactive advertisement films for KF and Telia Nära, the interactive voting application for the Eurovision Song Contest (SVT). Furthermore, it is also worth mentioning that Cell ITV won the design award in the Scandinavian Trailer Awards.

Communications consultants Journalistgruppen are showing strong growth and, among other things, are working on an internal web magazine for Ericsson Division Multi-service Networks. They are also manning a news editorial team which provides SEB’s external web, seb.se, and its intranet with content and daily news updates.

During the period, film-production company Propello has produced and distributed a total of 300 hours of material from an international volley-ball tournament in Montreux, has produced the Swedish television production “Cirkusprincessan” (The Circus Princess”) shown on SVT (Swedish Television) and other TV stations throughout the world, has created the Internet soap opera, MsFreckles, for the website of the same name, and has produced advertisement films for firms such as Ericsson Mobile and Astra Rhinocort. 

Cell Innovation, Cell Network’s venture-capital company, was set up in March 2000 with the aim of actively investing in the business development of “dot.com- and dot.corp companies”. During the first half of the year investment was made in four companies with business in those platforms which Cell Network’s consultants work on. These investments include Barracudatv Special Entertainment AB, which produces news from the world of pop, culture and entertainment for TV channels, broad-band and narrow-band portals and radio stations the world over. Cell Innovation has also invested in DX3 Europe AB, a company offering a platform for the legal digital distribution of music over the Internet. With the help of an infrastructure and technology from DX3, the record company can market and sell its products in a format which has in-built protection against pirate copies – as distinct from the popular MP3-format. 

During the six months under review, Cell ITS, Interactive Training and Simulation, whose business lies in simulators and know-how packages for industrial clients, has been awarded contracts from companies such as Ericsson Mobile (interactive training for Ericsson’s production process for mobile telephones), and has been given an order for further training for Kvaerner Pulping, a company which supplies recovery boilers (soda pans) for mass industry. 

Within Cell ITS, the operating result during the first half of the year stood at SEK –19 million. The bulk of the loss is the result of the market and product investments introduced just under a year ago, coupled with the fact that a number of orders have been postponed. This has temporarily reduced capacity utilisation. Cell ITS is now seeing a dramatic increase in its order intake and is continuing to focus on three key areas. The organisation is now project oriented and is expected during the autumn to show increased capacity utilisation, reduced central costs, and a more effective sales operation. Work to create an independent unit and to seek external capital for Cell ITS is in progress. 

The integration process

In February, the merger between Cell Network and Mandator was announced, and on 30th May this merger was completed when resolutions at the general meetings of both companies to accept the merger were passed. The new merged company opted to trade under the name of Cell Network. The Board Members in the new group are Jan Carlzon (Chairman), Lars O. Pettersson (Vice Chairman), Maria Lilja, Rune Rinnan and Niklas Flyborg. 

Shareholders who represent 96.8% of the shares in the old Cell Network have accepted new Cell Network’s (Mandator’s) offer to exchange their shares for shares in the new Cell Network, and the compulsory acquisition process has begun. 

The financial effects of the merger with Cell Network
“The old Cell Network” is included in the consolidated accounts from 01.01.2000 inclusive. The merger has been accounted for under the pooling method. By applying the merger-accounting method, assets and liabilities are recorded at the value at which they are shown in the balance sheet of the particular company in question, without any adjustments - apart from those which relate to the co-ordination of the accounting principles applied. Thus, no goodwill arises, which means that the result of the new Group is not adversely affected by depreciation for goodwill attributable to the merger. Expenses for the merger are recorded as costs for the period in which they arise. 

Proforma accounting
The proforma accounts have been prepared as if the merger had taken effect at the start of 1999. Due regard for the compulsory redemption which has been called for has been shown in the consolidated accounts as an pronision and has affected the net worth of the Group. The subsidiary sold by Cell Network in 1999, Caesar Business Systems, has been treated in the proforma income statement as a discontinued operation as a result of which the net effect on the consolidated result for 1999 is shown in a row in the proforma income statement.

The proforma accounts have been prepared in accordance with the accounting principles applied at Cell Network (formerly Mandator). In connection therewith, the accounts for the old Cell Network have been adjusted to suit the accounting principles of the Group. Adjustments have been made to the depreciation periods for goodwill, and the accounting treatment of PC’s for consultants net of deferred tax. 

Repayment from SPP

According to information from SPP, Cell Network is to receive a refund on pension funds of SEK 35 million. On the Group’s balance sheet, SEK 8 million relating to a cash repayment have been shown as a current receivable, whilst the remaining amount, SEK 27 million, relating to a discounted value of future reduced pension premium payments over a period of around 20 months, has been recorded as a long-term receivable. The discount rate of interest applied is the rate of interest on public loans in Sweden as at 29th June 2000. 
Investments 

Investments in tangible fixed assets during the period under review stood at SEK 19 (16) million. Investments in financial assets amounted to SEK 69 (-) million. Investments in company acquisitions, including supplementary purchase money not paid out, amounted to SEK 259 (33) million during the period under review.

Parent company

The net sales of the parent company during the period under review stood at SEK 19 (14) million. The result after financial items was SEK –23 (8) million. The parent company’s liquid funds stood at SEK 123 (2) million. Investments in fixed tangible assets stood at SEK 0 (2) million. Investments in company acquisitions were SEK 198 (44) million.

Next report

Interim report for the period January – September 2000 is to be released on 25th October 2000. 

Stockholm, 23rd August 2000

Cell Network AB (publ)

Niklas Flyborg, Managing Director and Group Managing Director

This report has not been inspected by the company’s auditors. 

If you have any questions relating to this report, please send them to:

Niklas Flyborg, MD and Group MD, tel. +46 8 402 31 00

Gunilla Rudebjer, CFO, tel. +46 8 402 31 83

Arvid Liepe, Investor Relations, tel. +46 8-402 31 91, 070-956 51 85, arvid.liepe@cellnetwork.com
Net sales and gross profit for each line of business, SEK millions




Q2 2000
Q2 1999 Proforma
Q2 1999
Jan-Jun 2000
Jan-Jun 1999 Proforma
Jan-Jun 1999
Full year 1999 Proforma
Full year 1999

Net sales:









Sweden
220.9
196.7
154.2
500.3
394.5
313.1
886.2
647.3

Rest of the world
173.3
53.9
49.6
244.8
107.2
98.1
245.5
198.8

Cell ITS
27.8
25.7
25.7
50.1
45.9
45.9
97.9
97.9

Parent company business
20.7
9.7
7.1
30.0
20.0
14.5
30.6
30.6

Elimination of internal sales
-51.7
-12.7
-8.2
-66.7
-25.5
-16.9
-49.9
-34.1

Total net sales
391.0
273.3
228.4
758.5
542.1
454.7
1 210.3
940.5











Gross profit:









Sweden
-15.3
12.3
17.3
0.2
34.0
40.4
69.0
71.9

Rest of the world
-5.1
7.9
8.7
-0.1
14.3
14.9
28.9
27.2

Cell ITS
-9.0
-0.8
-0.8
-19.3
2.5
2.5
1.7
1.7

Parent company business
-19.3
-5.0
-3.8
-32.1
-9.7
-7.4
-37.4
-23.4

EBITA operations
-48.7
14.2
21.4
-51.3
41.7
50.4
62.2
77.4











Refund/ SPP
3.1
-
-
35.3
-
-
-
-

Transaction costs
-105.3
-
-
-105.3
-
-
-
-

Merger costs
-32.8
-
-
-32.8
-
-
-
-

EBITA Group
-183,7
14.2
21.4
-154.1
41.1
50.4
62.2
77.4

Income statement in summary for the Group. SEK millions







    

     


Q2 2000
Q2 1999 Proforma
Q2 1999
Jan-Jun 2000
Jan-Jun 1999 Proforma
Jan-Jun 1999
Full year 1999 Proforma
Full year 1999

Net sales
391.0
273.3
228.4
758.5
542.1
454.7
1 210.3
940.5

Cost of operations
-430.2
-256.4
-204.9
-795.8
-496.0
-400.3
-1 133.4
-853.8

Items affecting comparison:









- SPP refund
3.1
-
-
35.3
-
-
-
-

- Transaction costs
-105.3
-
-
-105.3
-
-
-
-

- Merger costs
-32.8
-
-
-32.8
-
-
-
-

Depreciation on tangible assets
-9.5
-2.7
-2.1
-14.0
-5.0
-4.0
-14.7
-9.3

Gross profit (EBITA)
-183.7
14.2
21.4
-154.1
41.1
50.4
62.2
77.4

Depreciation on intangible assets 
-22.3
-6.2
-5.5
-45.9
-12.5
-11.0
-46.9
-24.4

Result from shares in associated companies
0.3
0.2
0.2
0.5
0.2
0.2
0.1
0.5

Operating profit
-205.7
8.2
16.1
-199.5
28.8
39.6
15.4
53.5

Result from financial investments
2.8
0.7
0.5
5.2
0.7
1.0
1.4
0.9

Result after financial items
-202.9
8.9
16.6
-194.3
29.5
40.6
16.8
54.4

Discontinues operations 1)
-
-2.5
-
-
-2.0
-
46.7
-

Tax 2) 
5.6
-5.8
-5.9
-3.1
-13.9
-14.3
-30.9
-22.8

Minority shares
-0.1
0.5
0.5
0.6
1.2
1.2
2.7
2.7

Net profit
-197.4
1.1
11.2
-196.8
14.8
27.5
35.3
34.3

1) Caesar Business Systems has been treated as a discontinued operation

2) Estimated actual tax

Balance sheet in summary for the Group, SEK millions


000630
990630 Proforma
990630
991231

Proforma
991231

Assets






Intangible assets
895.6
177.4
148.3
670.4
242.4

Tangible assets
60.7
31.6
24.9
46.2
37.6

Financial assets
111.5
16.5
4.0
18.3
6.3

Minority interest
0.1
-
-
-
-

Current liquid assets
503.2
331.7
259.5
417.4
276.8

Liquid funds
390.1
78.2
33.4
620.6
52.3

Total assets
1 961.2
635.4
470.1
1 772.9
615.4








Equity and liabilities






Equity
1 023.4
199.5
222.8
1 197.4
304.2

Minority interests
-
-
-
0.5
0.5

Provisions
427.9
171.2
59.9
201.9
90.4

Interest-bearing debts
93.3
42.9
20.8
45.8
20.5

Other liabilities
416.6
221.8
166.6
327.3
199.8

Total equity and liabilities
1 961.2
635.4
470.1
1 772.9
615.4

Cash-flow statement for the Group in summary, SEK millions


Jan-Jun 2000
Jan-Jun 1999 Proforma
Jan-Jun 1999
Full year 1999 Proforma
Full year 1999

Cash-flow before changes in working capital
-70.7
28.8
41.2
63.0
68.4

Changes in working capital
-61.7
-48.4
-52.9
-23.1
-22.3

Cash-flow from current operations
-132.4
-19.6
-11.7
39.9
46.1








Cash-flow from investment operations
-142.8
-30.2
-16.5
-49.6
-95.0








Cash-flow from financial operations
45.8
23.5
-38.0
525.3
1.0

Changse in liquid funds
-229.4
-26.3
-66.2
515.6
-47.9








Liquid funds, opening balance
620.6
104.6
99.8
104.6
99.8

Exchange rate difference in liquid funds
-1.1
-0.1
-0.2
0.4
0.4

Liquid funds, closing balance
390.1
78.2
33.4
620.6
52.3

Key ratios

Q2 2000
Q2 1999 Proforma
Q2 1999
Jan-Jun 2000
Jan-Jun 1999 Proforma
Jan-Jun 1999
Full year 1999 Proforma
Full year 

1999

EBITDA, SEK millions

-174.1
16.9
23.5
-140.1
46.1
54.5
76.9
86.7

EBITDA, %

-44.5
6.2
10.3
-18.5
8.5
12.0
6.4
9.2

EBITA, SEK millions

-183.7
14.2
21.4
-154.1
41.1
50.4
62.2
77.4

EBITA, %

-47.0
5.2
9.4
-20.3
7.6
11.1
5.1
8.2

Pretax margin, %

-51.9
3.3
7.3
-25.6
5.4
8.9
1.3
5.8

Equity/assets ratio, % 




52.2
31.4
47.4
67.6
49.5

Net sales per employee, SEK thousands




423
487
529
971
982

Net sales per employee, 12-month rolling figure, SEK thousands




907
970
975
971
982

Share data











Number of shareholders



22.537

8 161

9 902

Before conversion
Number of shares * (thousands)



74 302
73 339
38 241
74 282
39 184


EBITA per share, SEK



-2.07
0.56
1.32
0.84
2.00


Profit per share, SEK



-2.65
0.20
0.72
0.48
0.89


Equity per share, SEK



13.77
2.72
5.83
16.12
7.76

After full conversion
Number of shares (thousands)



78 965
76 040
40 942
77 893
42 795


EBITA per share, SEK



-1.96
0.54
1.23
0.80
1.85


Profit per share, SEK



-2.51
0.20
0.67
0.45
0.82


Equity per share, SEK



18.67
4.32
8.60
18.82
13.32












*The number of registered shares as of June 30, 2000, was 70 893 881. To this another 3 408 213 shares, relating to not yet registered new issuances to shareholders and optionholders in old Cell Network, has been added. 
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