[image: image1.emf]Consolidated Income Statement

9  months 9 months Change in Rolling Full year

SEK 000

2001 2000 % 12 months 2000

Software 82,554 71,707 15.1% 118,288 107,440

Maintenance 36,158 21,454 68.5% 45,690 30,986

Consulting Services 57,510 33,378 72.3% 74,729 50,597

Training 7,931 5,508 44.0% 10,093 7,670

Net revenue 184,153 132,047 39.5% 248,800 196,694

Operating expenses

Other external expenses

-57,582 -44,194 30.3% -78,416 -65,027

Personnel expenses

-122,203 -83,530 46.3% -155,751 -117,077

Capitalized development expenses software

12,127 0 12,127 0

Depreciation of tangible

fixed assets

-5,258 -3,905 34.6% -6,962 -5,610

Operating earnings 11,236 418 19,798 8,979

Operating margin 6% 0% 8% 5%

Interest income and other financial items

518 473 731 609

Interest expenses and other financial items

-832 -363 -1,218 -672

Net interest income -314 109 -487 -64

Earnings net of financial items 10,922 527 19,311 8,916

Profit margin 6% 0% 8% 5%

Tax on net earnings -3,206 -148 -4,526 -1,467

Minority share of net earnings -1 -5 2 -2

Net earnings 7,715 375 14,787 7,447

Earnings per share, SEK 3.24 1.63

Earnings per share after full dilution, SEK 3.11 1.56

Consolidated Balance Sheet

September 30 September 30 December 31

SEK 000

2001 2000 2000

Assets

Intangible fixed assets 12,127 0 0

Tangible fixed assets 15,905 12,108 12,242

Total fixed assets 28,032 12,108 12,242

Accounts receivable 76,931 54,663 59,571

Other current assets excl. liquid funds 21,008 16,919 20,617

Short-term investments 8,032 253 1,151

Cash and bank balances 29,412 33,945 44,019

Total current assets 135,384 105,780 125,358

Total assets 163,416 117,888 137,600

Shareholders' equity, provisions and liabilities

Shareholders' equity 79,553 62,421 70,206

Minority shares 11 11 8

Provisions, interest-bearing 2,261 1,729 1,812

Provisions, non-interest bearing 2,616 636 496

Interest-bearing liabilities 811 1,606 1,384

Current liabilities 78,164 51,485 63,694

Total shareholders' equity, provisions and liabilities 163,416 117,888 137,600



Interim report January – September 2001

Third quarter

· The strong growth trend noted in the first two months of the quarter was consistent with developments earlier in the year. However, the repercussions of the dramatic events of September 11 have been felt throughout the world, and these factors had a significant impact on September license revenues, resulting in a temporary dip.
· Revenues for the third quarter rose by 20 per cent to SEK 64.9 million (54.3m).

· Earnings net of financial items for the third quarter amounted to SEK –1.5 million (8.0m).

Nine months

· Revenues for the period January – September rose by 40 per cent to SEK 184.2 million (132.0m).

· Earnings net of financial items for the period January – September improved by SEK 10.4 million, amounting to SEK 10.9 million (0.5m).

· Revenues calculated on a rolling twelve-month basis rose by 43 per cent to SEK 248.8 million (174.6m).

· Earnings net of financial items calculated on a rolling twelve-month basis improved by SEK 16.6 million to SEK 19.3 million (2.7m), which corresponds to a profit margin of 8 per cent.

· The average number of permanent employees for the period January – September was 210 (167), an increase of 26 per cent compared with the previous year.
Prospects for 2001

· The company’s management estimates that revenue growth for 2001 will be around 40 per cent and the profit margin will be around 10 per cent.

Frango in brief
Frango is one of the world’s major providers of specialized group controlling systems ( for management reporting, statutory consolidation, planning and analysis in complex multinational groups. Frango systems, which rationalize and simplify group controlling, are used by more than 1,800 groups with subsidiaries in some 200 countries. 
Frango, which is headquartered in Stockholm, Sweden, is active in a total of 15 countries and collaborates with distributors in a number of other countries. Frango’s customers in Sweden include some 70 corporations listed on Stockholmsbörsen (the Stockholm Stock Exchange). The Frango share is quoted on the ‘O’ list of Stockholmsbörsen.
Significant events during the period July – September 2001

In year 2001, up to and including the month of August, the company continued to achieve strong revenue growth, 50 per cent, and the earnings trend remained positive. In August, earnings net of financial items calculated on a rolling twelve-month basis reflected a profit margin of almost 13 per cent. Internal sales forecasts made in August for September also indicated continued strong growth in license revenues. More recently, however, the dramatic nature of developments world-wide has had a significant impact on license revenues for September, as customers postpone or delay their software investments.

Revenue trends and earnings

January - September 2001

Demand for the company’s products during the period has remained strong. The current uncertainty, following the developments noted in September, has had a significant impact on license revenues during the last month of the period. The opening of the third quarter normally marks the beginning of an important sales period for the company and in the past two years, the last two quarters have on average accounted for 60 per cent of revenues for the respective years. Earnings net of financial items improved by SEK 10.4 million and amounted to SEK 10.9 million, compared with SEK 0.5 million for the corresponding period in 2000. The decline in license sales has led to a substantial loss of earnings and the positive earnings trend that began in the second quarter of 2000 has now been reversed. The achieved revenue and the overall earnings are below expectations and the targets set by management for 2001 (see also under Prospects).
Revenues for the period January – September 2001 rose from SEK 132.0 million to SEK 184.2 million, an increase of 40 per cent compared with the corresponding period last year. The proportion of revenues attributable to new licenses during the period was 45 per cent, compared with 55 per cent for the corresponding period in 2000. Customers outside Sweden accounted for 83 per cent (78%) of overall revenues. Sales in Asia indicate strong growth in these markets. Meanwhile, growth in key markets in Europe has remained positive. Revenues from software licenses rose by 15 per cent to SEK 82.6 million (71.7m). Revenues for maintenance and consulting services continued to show strong growth, rising by 69 per cent and 72 per cent respectively. 

Operating expenses were up SEK 53.4 million or 41 per cent on the previous year, from SEK 131.6 million to SEK 185.0 million, largely due to an increase in personnel expenses. Of overall operating expenses, a total of SEK 12.1 million, attributable to the development of a major new software version, has been reported as capitalized development expenditure in accordance with the Swedish Financial Accounting Standards Council’s recommendation (recommendation no. 15) pertaining to Intangible assets (see below).

Net revenue January – September 2001

[image: image2.emf]By region

Sweden

17%

Europe

66%

RoW

17%

[image: image3.emf]By business area

Software

45%

Maintenance

20%

Training

4%

Consulting 

Services

31%


Product development

Frango’s new software product is currently in the final stages of beta testing. The product will be launched in the Swedish market in the fourth quarter and this will be followed by an extensive launch campaign worldwide during the spring of 2002. The new software, which is primarily aimed at major organizations with a wide user base, uses cutting edge technology and is expected to generate considerable demand. The costs of developing this software, which is an entirely new product that has involved a complete reprogramming of the existing system, are much greater than those normally associated with annual program upgrades. In total, it has taken almost two years to develop. Frango’s current software will continue to be developed separately, which means that the company will in the future be able to offer customers two consolidation systems. The overall development and maintenance costs for the period January – September 2001 amounted to around SEK 26 million (23m), including development costs of SEK 12.1 million that have been capitalized in the balance sheet. The costs incurred in association with the development of the new software in 2000, amounting to approximately SEK 15 million, have been charged to the 2000 accounts in full.

July – September 2001

Revenues during the period July – September 2001 rose from SEK 54.3 million to SEK 64.9 million, an increase of 20 per cent compared with the corresponding period last year. The proportion of revenues attributable to new licenses in the third quarter was 41 per cent, compared with 55 per cent for the corresponding period in 2000.

Earnings net of financial items amounted to SEK –1.5 million, compared with SEK 8.0 million for the third quarter of 2000. Operating expenses rose from SEK 46.0 million to SEK 67.1 million, an increase of 46 per cent, or SEK 21.1 million, compared with the previous year. This can largely be attributed to an increase in personnel expenses. Earnings have deteriorated as the result of lower revenues from license sales in September.
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Rolling 12 months

Based on the developments noted during a rolling twelve-month cycle, October 2000 to September 2001, revenues amounted to SEK 248.8 million, to be compared with SEK 174.6 million at September 2000. This corresponds to a 43 per cent improvement in revenues. 

Earnings net of financial items calculated on a rolling twelve-month basis amounted to SEK 19.3 million, an improvement of SEK 16.6 million compared with the previous year, when rolling twelve-month earnings amounted to SEK 2.7 million. Earnings for the rolling twelve-month period correspond to a profit margin of 8 per cent. Had the Swedish Financial Accounting Standards Council’s recommendation relating to intangible assets (no. 15) been applied fully to the earnings reported for the rolling twelve-month period, i.e. even for 2000, earnings net of financial items would have been around SEK 25 million, corresponding to a profit margin of 10 per cent.  
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New recommendations issued by the Swedish Financial Accounting Standards Council (Redovisningsrådet)

With effect from January 1, 2001, the accounting standards have been adapted to comply with the new recommendations issued by the Swedish Financial Accounting Standards Council in 2000. The change also takes into account recommendations due to come into force in 2002. One of these recommendations, no. 15, relates to intangible assets. For Frango, this means that costs associated with the development of major new software versions will be capitalized in the balance sheet and subsequently depreciated over the financial life span of the assets. An application of the new accounting recommendations in respect of the corresponding period in 2000 and capitalization of development costs of this kind in the balance sheet would have resulted in a capitalization of approximately SEK 9.5 million and earnings net of financial items of SEK 10 million. In accordance with this recommendation, comparative figures for previous years have not been restated. Another new recommendation issued by the Swedish Financial Accounting Standards Council (no. 9), which relates to the methods used when reporting income taxes, has a significant impact on the company’s accounts. In accordance with this recommendation, tax has been calculated on the earnings reported for 2001 and comparative figures for previous years have been restated.

Market

The market for group controlling systems is part of the market generally defined as the Analytical Applications market. Frango has chosen to develop specialist competence in this field, i.e. group controlling systems for large and medium-sized corporations in all sectors. This particular niche is growing at a faster rate than the rest of the market. 

Frango has benefited from this positive market trend, which has been driven by the increasing trend towards internationalization seen in recent years, making the preparation of consolidated financial statements and financial reporting far more complex. The switch to euro-based accounting also demands more sophisticated systems. The financial markets have progressed rapidly, demanding improvements in corporate transparency and reporting speed. At the same time, legal requirements for statutory consolidation have become increasingly extensive and detailed, and are being introduced in a growing number of countries. It is expected that these underlying business drivers will continue to prevail, even in the longer-term perspective.

Employees

The average number of employees rose during the period to 210 (167), corresponding to an increase of 26 per cent. At the end of September, the number of employees was 234, to be compared with 180 last year. 
Liquidity, investments and financial position

The company’s financial position remains healthy. The company reported a negative cash flow for the period, SEK –8.2 million (–12.5m). The Group’s liquid funds at the end of the period amounted to SEK 29.4 million (33.9m). Short-term investments amounted to SEK 8.0 million (0.3m). As in the past, business activities have been financed with funds generated internally and shareholders’ equity. The Group has no bank loans. The equity ratio at the end of September was 49 per cent (53%). Investments for the period amounted to SEK 20.5 million (6.9m), including SEK 12.1 million relating to capitalized development expenditure for software. The purchase of computers and peripheral equipment accounted for the remaining expenditure. Shareholders’ equity at the end of the period amounted to SEK 79.6 million. The increase in shareholders’ equity – SEK 9.4 million since the turn of the year – is reflected in the earnings for the period, SEK 7.7 million, and positive translation differences of SEK 1.7 million.

Parent Company

As of January 1, 2001, the Parent Company’s sales operations in the Swedish market are organized under a separate subsidiary company. Parent Company revenues amounted to SEK 47.4 million (54.4m), including intra-group invoicing of SEK 45.7 million (26.0m). Earnings net of financial items amounted to SEK 1.6 million (8.6m). Investments for the period amounted to SEK 2.4 million (2.3m). The Parent Company’s liquid funds at the end of the period, including short-term investments, amounted to SEK 4.0 million (9.7m).

Developments in the share price

The period has been characterized by low trading volumes, with falling share prices common throughout the IT sector. During 2001 a total of 990,202 shares have been traded to date, representing a turnover of SEK 117.3 million. This corresponds to an average share price of around SEK 118. The highest share price noted during the year was on January 24, when the share closed at SEK 155 and the lowest share price was on September 21, when the share closed at SEK 70. A total of 271,876 shares were traded in the third quarter, representing a turnover of SEK 28.7 million, which corresponds to an average share price of SEK 105. On September 30, the Frango share closed at SEK 92, marking a 20 per cent fall in the share price since the turn of the year. Frango’s market value at the end of September was SEK 420 million. The share was listed on the ‘O’ list of Stockholmsbörsen on April 23, 1999. The initial share price was SEK 62. Earnings per share calculated on a rolling twelve-month basis amount to SEK 3.24, which corresponds to a P/E ratio of 28 when calculated against the buying rate as at September 30 of SEK 92.

Prospects

The figures for January-September 2001 indicate sustained healthy organic growth. However, revenues from license sales have been adversely affected by the dramatic chain of events witnessed recently. The uncertainty over economic developments has given rise to cost restraints and more cautionary attitudes, with the effect that investments in software are being postponed. It is still too soon to predict when this trend might stabilize. In the longer-term perspective, it is felt that demand for the company’s products will remain buoyant and be accompanied by strong growth and good profitability.

The extensive expansion of the company’s quality and development departments and other Group functions has in recent years contributed to a reduction in the profit margin. However, these functions have now been reinforced to meet future expansion requirements and, accordingly, will not need to expand at the same rate as anticipated growth. The poor earnings trend in the third quarter warrants greater cost control to maintain cost levels in line with current revenues. 

Frango’s financial targets for 2001 are as follows:

· A profit margin of around 15 per cent

· Revenue growth of 40-60 per cent

In view of recent developments and the prevailing uncertainty regarding the final quarter of the year, it is the view of management that these targets will not be reached. It is unlikely that a full recovery from the decline in revenues from licenses noted in September will be possible. It is estimated that revenue growth for 2001 will be around 40 per cent and the profit margin will be around 10 per cent. 

Release of next financial report

The year-end report for 2001 will be released on January 24, 2002.

Stockholm, October 12, 2001

Magnus Larsson

President

Frango AB (publ)

Corporate identity no. 556153-4347

For further information, please contact:

Magnus Larsson, President, or Karl Ove Grönqvist, CFO, tel. +46 (0)8 555 775 00.

Review report

We have reviewed this Interim Report in accordance with the recommendation issued by the FAR*). A review is substantially less comprehensive in scope than an audit. Nothing has come to our attention, indicating that this Interim Report does not satisfy the requirement of the Swedish Annual Accounts Act.

Stockholm, October 12, 2001

Owe Wallinder






Anders Malmeby

Authorized Public Accountant




Authorized Public Accountant
*) The Swedish Institute of Authorized Public Accountants 
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Quarterly figures
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Q 1 Q 2 Q 3 Q 4  Q 1 Q 2 Q 3 Q 4 Q 1 Q 2 Q3

Net revenue 21,289 31,931 33,892 42,507 27,841 49,932 54,274 64,647 47,660 71,560 64,933

% of total net sales for the year 16% 25% 26% 33% 14% 25% 28% 33%

Revenue growth in % 93% 37% 66% 20% 31% 56% 60% 52% 71% 43% 20%

Operating expenses

Other external expenses -8,490 -9,740 -13,184 -14,640 -12,697 -16,131 -15,366 -20,833 -15,660 -20,591 -21,332

Personnel expenses -13,641 -15,686 -17,849 -24,603 -26,579 -27,800 -29,151 -33,548 -39,631 -38,773 -43,800

Capitalized development expenses software

0 0 0 0 0 0 0 0 5,806 5,565 756

Depreciation of tangible

fixed assets -696 -812 -998 -1,224 -1,115 -1,329 -1,461 -1,705 -1,538 -1,768 -1,952

Operating earnings -1,539 5,693 1,861 2,040 -12,551 4,671 8,297 8,561 -3,362 15,994 -1,395

Net interest income -49 149 166 171 315 47 -252 -173 83 -269 -128

Earnings net of financial items -1,587 5,842 2,027 2,211 -12,236 4,718 8,045 8,389 -3,280 15,725 -1,523

Profit margin %

-7.5% 18.3% 6.0% 5.2% -43.9% 9.4% 14.8% 13.0% -6.9% 22.0% -2.3%

1999 2000 2001


[image: image9.emf]9  months 9 months Full year

Cash flow

2001 2000 2000

Earnings net of financial items 10,922 527 8,916

Depreciation, provisions 5,706 4,262 6,049

Tax -3,206 -148 -1,467

Change in tax liabilities 843 -1,817 394

Change in working capital -2,003 -8,804 -7,552

Cash flow from operations 12,262 -5,979 6,339

Investment operations -19,938 -6,899 -8,477

Financing operations -572 372 151

Cash flow -8,248 -12,505 -1,987

9  months 9 months Rolling Full year

Financial ratios

2001 2000 12 months 2000

Capital employed, SEK m 82.6 65.8 82.6 73.4

Equity ratio, % 49% 53% 49% 51%

Return on capital employed, % 28% 14%

Return on total capital, % 15% 8%

Return on equity, % 21% 11%

Average number of permanent employees 210 167 171

Number of employees 234 180 181

Per share data

Earnings per share, SEK 3.24 1.63

Earnings after full dilution, SEK 3.11 1.56

Shareholders' equity, SEK 17.43 13.67 17.43 15.38

Shareholders' equity after full dilution, SEK 16.42 13.35 16.42 14.49

Share price, SEK 92.00 160.50 115.00

Dividend, SEK - - - -

Number of shares at the end of the period 4565000 4565000 4565000 4565000

Average number of shares 4565000 4565000 4565000 4565000

Number of outstanding options 280000 110000 280000 280000


Frango AB (publ)
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