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1985 a dismal year —
but educational spring-
board for 1986

arnings and profitability in 1985 were not satis-
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SEK 3 hillion
too low

1985 was not a good year for Ericsson. Some indi-
vidual companies and business areas fared well but
on the whole the corporation did poorly. The rest
of the world doesn’t care whether the decline is
caused by Ericsson Radio Systems, Ericsson Tele-
com or EIS. They see only one thing - Ericsson is
not doing near as well as it should. Based on
today’s assets and liabilities earnings should be be-
tween SEK 3 and 4 billion - but are down as *‘low”’
as SEK 78 million. Moreover, these earnings in-
clude non-recurring gains on the sale of shares and
operations of SEK 330 million.

Income Statement (SEK million)
1985 1984
Sales 32496 29378
Costs of products and
services sold —-17595 —16070
Other operating revenues 695 321
Costs —12651 —10387
Depreciation — 1308 — 1039
Operating income after
* depreciation 1637 2203
Financial revenues 1156 1062
Financial expenses =2109 -1976
Interest in associate
companies 35 131
Minority interest 159 149
Income before allocations
and taxes 878 1569
Allocations 3N —682
Taxes —412 -443
Net income for the year 837 RS

The income statement presents revenues and costs for
1985. The purpose of the income statement is to show
why income developed as it did.
Sales in SEK million 1985 1984
32496 29378

All of Ericsson’s companies sold goods and services
worth SEK 32.5 billion in 1985 which is SEK 416000
per employee. Our business areas have done well in
selling on most of the various markets but not all of
them have increased their earnings to the same degree.

Cost of products and services 1985 1984
sold in SEK millions. —17595 " —16070

From sales are deducted the direct costs, related to
what Ericsson sold during the year, such as wages and
materials costs in our various factories.

Other operating revenues 1985 1984
in SEK million 695 321

This is money that we have, admittedly, brought in but
which cannot be attributed to Ericsson’s main lines of
business. This sum includes gains of SEK 333 million,
derived from the sale of certain operations and interest
in other companies.

1985 1984
Costs in SEK million . —12651 —10387

This money has been used for developing and selling
our products and for administering the various compa-
nies in the Ericsson corporation. In many cases costs
are related to sales and in that way it is possible to see
whether we have been as efficient as we could. Our
costs rose much faster than our revenues between 1984
and 1985. This was partly the result of a deliberate and
planned investment in AXE to adapt it to British and
American standards — an investment that won’t begin
paying off for a few years.

Depreciation (SEK millions) 1985 1984
—1308 -—1039

1985

38

Depreciation involves costs for the purchase of, say,
machines and buildings which are spread over several
years. Depreciation rose in 1985 by 26%. We have new
and better e(gli})ment at our disposal but we have not
yet received value for these investments.

Operating income after
depreciation 1985 1984
in SEK million 1637 2203

This is where we get the first indication of how well we
did. Here we can see ourselves how well the operation
gared in 1985. The result is dismal. Earnings declined by

6%.

1985 1984
Financial revenues
in SEK million 1156 1062
Financial expenses
in SEK million —-2109 —1976

Financial revenues are revenues from interest share di-
vidends and gains on foreign exchange differences. The
reason we have high financial expenses is that we have
had a tremendous outflow of liquid funds in recent
years. It’s fine to have heavy interest expenses as long
as your earnings are high but they aren’t in Ericsson’s
case.

Interest in 1985 1984
associated companies 35 131
SEK miillion

Minority interest 159 149

SEK million

Ericsson has shares in other companies although not a
majority holding. This brought in SEK 35 million in
1985, which is a decline of nearly SEK 100 million. In
the same way that we had a minority interest in other
companies, there are other companies that have
interest in our subsidiaries. These companies are entit-
led to a share of our earnings. However, in both 1984
and 85 they instead had a share in our losses, for which
reason this is a plus entry. This mainly applied to Erics-
son Inc. in the %nited States.

Income before allocations 1985 1984
and taxes in SEK million 878 1569

This is the figure people are referring to on the radio
and in the newspapers when they say that Ericsson’s
earnings in 1985 were SEK 78 million which is SEK 11
250 per employee. This level of income is too low. Con-
sidering our assets and liabilities it should be SEK 2-3
million higher. But since we have to pare our Balance
Sheet even more, there is less need for income.

With SEK 5 billion less on the Balance Sheet, SEK
2.5-3 billion is an acceptable income. It is still SEK
1.5—2 billion more than the income for 1985.

1985 1984
Allocations in SEK million +371 —682
Taxes —412 —443
Net income for the year 837 RR

Allocations are various deductions allowed by law befo-
re taxes are calculated on our profits. (Compare this
with an ordinary personal income tax return where tax-
es are calculated on your income after deductions.) In
1985, instead of making these deductions, we have re-
ported reserves which were then taxed.

Net income is used to pay dividends to our sharehol-
ders and is carried over to next year’s operations.
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Enormous inventory and tardy payments
We are losing SEK 40 million a day

Whenever we land major orders at Ericsson we
generally spread the news throughout the com-
pany. This is important to our staff, our owners
and the world around us. But we should be cheer-
ing just as heartily when we receive payment for
our products. No company in the world can survive
in the long run if they don’t get paid in time, no
matter how many sales they make. We have im-
proved the way we manage our money, but we still
have much left to do. We can’t hope to secure jobs
until we get the money.

We are losing tons of money everyday at Ericsson
because we are letting our inventories grow too large
and we are letting our customers drag their heels when
paying for the goods we deliver. The normal situation
in Sweden is to pay a supplier after a maximum of 30
days. In some other countries payment can take up to
six months. We at Ericsson have to make sure that our
customers pay us faster. In order to illustrate how im-
Fortant it is to manage our assets efficiently we would
ike to present the following examples:

If we could move goods from our warehouses
one day earlier than we do and obtain payment

What it boils down to is that every krona tied up repre- from our customers one day faster, we would
sents 30 Ore in expenses.

boost our earnings by SEK 40 million a year!

What can you do for Ericsson 19867

Ericssons financial statements from 1985 are dis-
mal reading on many points. Income is far too
low, we have far too much money tied up in in-
ventory and our level of accounts receivable is too
high. Having capital tied up costs money, a good
of money. We are suffering from major
problems in certain areas while others are
generating profits. Nevertheless, Ericsson is a
rporation and that is how we want to be regard-
ed and the figures give us no alternative: We must

hnfrove!

t's obvious that it is up to management to
make sure that earnings increase in coming years.
There are good chances that we can already see
an improvement this tyem' by boosting income and
reducing the level of tied—up capital. But this is
not the responsibility of management alone. Eve-
ry Ericsson employee must do his share. Together
we can make a good company better. Think for a
minute! What can you do to improve your part of
Ericsson in 19867
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Printed by: _ Victor Brott, Karl-Evert Eklund
Stellan Stals Tryckeri  [justrations:
Stockholm Keje Gustafsson, Indevo Communication




Ericsson has received a good
deal of attention in the media in
the past year for a number of
obvious reasons:

1985 was not a good year for
the Ericsson corporation. Earn-
ings were SEK 2-3 billion too
low and Information Systems’
slide did not turn around as
everyone had expected. Erics-
son is in the spotlight again but
for far different reasons than
before. Most of the publicity has
been adverse but president
Bjorn Svedberg still believes
that this negative publicity can
be transformed into something
positive.

“In view of what happened in 1984
and 1985 I would just like to say
that on all essential points we have
been treated fairly. I admit it’s
tough to see your own company
become the object of massive criti-
cism. Nevertheless I'm convinced
that this negative publicity we are
getting can be turned into some-
thing positive. It has opened up
many people’s eyes to the need for
greater efforts and in some cases
unpleasant decisions. It also helps
staff members understand and sup-
port the moves we have to make in
order to survive in a tough busi-
ness.

“We are not living in a world
where the market grows at a slow
and steady pace and where we
know what our rivals are going to
do next. On the contrary, the situ-

ANNUAL REPTCRT 1985

Bjorn Svedberg:

Adverse

ation can change suddenly, making
special demands of us in the
management but also of all person-
nel. The swiftness of these changes
is something we are going to have
to live with. Our ability to cope
with them and lead developments
is what will decide our future. The
success that we have enjoyed in
Radio Communications and Cable
are two examples of how it is possi-
ble to reverse a slide.

Will we meet our goals and
objectives for 19867

Bjorn Svedberg: “Yes, we have
to, and we will. 1985 was an ex-
tremely tough year, but it was also
extremely educational. We made a
lot of high-cost investments in or-
der to achieve a stable and improv-
ed product range and more effec-
tive production. Our level of tied-
up carital is a major headache. We
have launched a campaign to lower
it and as a result both customer re-
ceivables and inventory were
reduced somewhat towards the
end of the year.

“We were hit by major losses in
Information Systems in 1985. The
losses were both the result of huge
non-recurring expenses and of
weak market growth. They arealso
the consequence of planned invest-
ment in development that will
eventually yield dividends. We
have also spent enormous funds to
transform AXE to American and
British standards. This makes con-
ditions for 1986 completely diffe-
rent than those for 1985. The situa-
tion has changed, and the company
has assumed a different structure.
We have also reinforced the

publicity in
1985 can have
a positive
effect in 1986!

management team in several of our
operations.”

Many people questioned the
competence of Ericsson’s mangge-
ment in 1985. We were described as
a company constantly in the process
of restructuring and replacin
managers. Is that phase over now:

Bjorn Svedberg: “There is no
such thing as a definitive organiza-
tional soFution on a market con-
stantly in a state of flux. The
management groups now operat-
ing within Ericsson are fully aware
of our strategies and have been re-
inforced where it is necessary. I
have complete faith in their ability
to do the work necessary to make
1986 a good year for Ericsson.”™
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(Bellcoe)- ab'%  The reaction of the media to our financial results for | anced. Our earlier predictions have held. Earnings slid to Our other “side” is vital to us: the four business areas, This is a crucial issue of Contact for all of us at Erics-
axewsell . the past year which we released on March 13, was | SEK 878 million and no one was surprised. Radio Communications, Cable, Network Engineering | son. It is important that it be read and that everyone find
med Forst [som e ite the fact that ings dropped b " half | _The problem is that we’ve had to change our earlier | and Construction and Defense Products. These opera- | out as much as they can about their own business areas
klar. Undef tiden b 1;9 CRrINngs SEap y Er{)mlscs. So in order to restore people’s faith in us, we || tions accounted for more than half of the 1985 earnings | and others too. Everyone must be aware of the economic
"&';Z'ﬁ.ﬂu‘:jrxsu tween 1984 and 198!:. ave opted for a system of measured openness to keep || after depreciation. Between 1984 and 1985, not only | situation and what is being done to rectify it. Knowledge
provorder Hos &€ A few years ago this type of report would have | people adequately informed about our problems and || have they managed to turn a profit but three of them | and information are vital. For if you have the informa-
att an‘::“:‘:agi:. sparked huge headlines in the papers. Our nine- ssibilities. That is one of the reasons that the reactions || have reported substantially improved earnings. In fact, | tion then it is easier to understand what is happenin agd
me il v month report in 1984, for instance, attracted a good | 13Y¢ been so calm. Py " Radio Communications has develoged at a spectacular | why. If you have the information you won’t be caught by
ohiken podkal oy of atiention 2 Nevertheless, the headlines in some places in Sweden || rate. In 1984 they suffered a loss of SEK 32 million while | surprise.
salja, Bidp s1ed * have been especlallg' gl_oox_ng%, particularly in ]}Iekmge. in 1985 they had transformed this into a profit b(:af SEK We're basing our approach to the media on the fact
-..s;edw : ; : This is understandable in light of the steps we've taken || 253 million. Even though they cannot exactly be com- | .4 o are, naturally, convinced that our problems are
| 40 peocet However, although the reactions to the financial re- | there. But it is important that we keep our own [/ pared with the rest of the corpbration, they have proved | ,overtheless fairly short-term in nature. Ericsson is a
L sults for 1985 have verged on indifference, don’t believe | employees well informed of all developments so they that it is possible to reverse a slide and turn it into a very strong corporation and can take a few blows without
el TIRES t('())r ah moment that Ericsson has become uninteresting. | re izfe why we are forced to resort to cutbacks in the || success. - : e 3 falling. Publications like Veckans affarer, Affirsvirlden,
n the contrary. workforce in some areas Wh 3 : % : . 2
: > . : : : ; en we hear other people say that Ericsson is a los- | the Financial Times and the Wall Street Journal can sub-
Moreover, regardless of what we think, there are There’s no denying that earnings in the Public Tele- 4 ject us to close scrutiny without causing us to panic.
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plenty of other things happening in Sweden and through-
out the rest of the world much more important than our
financial accounts.

It was already obvious in August of last

ear that 1985
was going to be a bad year financially. {V

e presented

communications sector have deteriorated enormously
but that sector has nevertheless reported a profit — albeit
an inadequate one. The claims that Ericsson is suffering
terrible losses are only true in the case of EIS who
dr d SEK 800 million into the red. It is crucial to
. -

cevim OON wo*!  forecasts, most recently in November, telling the same k clearly and frankly about our various operations.
o, the [Swed tale. Earnings were a%mng to be down substantially. IS is the only unit in the red and naturally we can’t be
N caton ,;}'Lf- With our financial reporting system we were able to | happy about this. But the situation is slowly turning
. CNINCY we  say early on what was going to happen so we could | around and we want that information to come out in the
ot wsse] U -announce a forecast of our earnings a few weeks ago. | media. Unfortunately, we don’t always succeed in doing
Joam) 10 T Vi Because of this, the reaction to our result has been bal- | so.
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1 Mr Bjorn Svedberg, Thiel exect-

ing con\l‘ghany, we shouldn’t attempt to cover up our
losses. What we should do, on the other hand, is point
with enthusiasm to the many bright spots that exist even
in areas doing poorly. We have a huge, complex opera-
tion and we need some time to rectify all the probelms.

In this issue of Contact we have elected to speak
frankly. We're saying basically the same things that most
“regular” magazines are saying. The fact that the in-
formation hasn’t changed enhances our credibility and as
a result, on all essential points the media has treated us
very fairly.

at is more important, though, is that the actual prob-
lems can in themselves give rise to a fair amount of con-
cern.

efla, - s{g_u:_"
Sig™
Svedpes + kome! alt stag, W1t | Eric
h"‘?rksa B. vy Mene, 4da ¢ ¢ Ericsson kommer att ge
ar

Froday Mareh |

| FINANCIALTIM

'Ericsson information systems loss soars

BY KEVIN DONE, NORDIC CORRESPONDENT, IN STOCKHOLM

% ar n.oPp i o f
> -“Iran:'e’ ir T viy Biory -F: en oférindrad utdelning
v sﬁb’erai,”pp ;f’sgg lad, 84___ an|8Y Mio kronor per aktie,
ES P 1?,; yora km?f";“ﬁorar pa,| Koncernens vinst  har
k"ﬂtors:’. vk mﬂ;_; ‘:rs"é-'far mg,( halverats och uppgar till
suis] | G0t ot Y axelsjglinga I;rsEﬂ*‘ . arb 684 miljoner efter finan-
at p. tid 9N <z USA L kTed snetto (f. a. 1 289),
ar
I sin senaste dul, rsrapport har
d:;? Ericsson Fi\[u‘.'\.i:I-’ alt 1\Lvrw:n sam
e shirlenunka_nil ungefar hiilfien
b msten efter skatt motsvarar
©dbe] 12:02 kr. per akuie (30:54). Efter

latenta skatter ar vinsten 1555k, (2 3

had Overall Ericsson group sales rose

(19:99),

| ERICSSON, the Swedish telecom- to be more plex and d ded
munications and electronics group, more resources than we had reason
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Cable:

The restructuring
done in 1983/84
has doubled our
profits

1985 was an excellent year for Cable. A doubling
of earnings on a 10% rise in sales is something
that Lars Berg, who was appointed head of this
business area in 1985, must be more than satis-
fied with:

conventional telecommunications

cable.

“ ‘ es, I'm definitely satis-
fied. We are now see-

ing the fruits of the enormous re- g{’w

Cable manufactures and sells
er cables for electrical sup-
y (40% of sales), telecommu-

structuring that was done in 1983-
84. The purpose of that was to shut
down head office and instead set
up three profit-accountable divi-
sions: Telecommunications, Power
and Special. Meanwhile, those sec-
tions that had been at head office,
such as technical developments,
marketing administration were
moved out to their own offices.

“I would like especially to point
out the gratifying developments of
the power cable division in Falun
and in SELGA, which is the divi-
sion’s key marketing channel,”
says Lars Berg.

Fibreoptics quadruples

Great capital turnover

The Cable Business Area has also
worked actively during the year to
bring down the level of inventories
and accounts receivable in order to
aclhieve a faster turnover of capi-
tal.

“Having capital tied up is expen-
sive and to generate healthy earn-

nications cable for transmission
of telecommunications 550%),
as well as special cables for the
oodul?mter industry and others
(10%).

Cable operations also include
a majority stake in a wholesale
electrical firm, Selga, as well as
involvement in the cable and

; ; : wire industry with automobile
ings you need a high rate of capital 2y ; ;
turnover,” says Lars Berg. He is g as the main product.

happy that there seems to be a 1985 1984

strong awareness within Cable of izt
the importance of these matters Sales (SEK million) 4409 4022

and he feels this is the result of ear- Operating income
lier problems. after depreciation 336 89
No. employees 5750 5473

Crisis mentality a strength

The optics section of the telecom-
munications cable division has
more than quadrupled its sales
over the year. And a major order
from the Swedish telecommunica-
tions administration in late 1985
will helg sustain healthy sales
through 1986-87.

Optic cable also scored well in
the United States:

“We are now the number three
supplier after the two giants,
A%&T and SIECOR in terms of
optic cable, which accounts for a
sharply increasing share of our
operations in the United States,”
continues Lars Berg. :

Meanwhile, he can also point
with pride to the fact that during
the gear we managed to contract
all the RBOCs (Regional Bell Op-
erating Company) as buyers of

“Because Cable was having trou-
bles with profits in the early 1980s,
my predecessor, Jan Stenberg, in-
troduced a crisis mentality among
his staff. As a result, this area fo-
cussed earlier than others on the
importance of profitability and
streamlining of capital.

“What's interesting is that our
staff, at all levels, are accustomed
to thinking in terms of profitabili-
ty, and so I see good potential to
continue working in that direc-
tion,” says Lars Berg, head of the
Cable Business Area and Ericsson
Cables AB.
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“ I he healthy sales we
enjoyed are proof of

the value of the important con-
tracts we signed. When British
Telecom chose us last spring to
deliver their AXE stations we took
an enormous step forward. We
won the contract in tough interna-
tional competition. We also made
key inroads through the contracts
we signed with telecommunica-
tions administrations in Holland,
Mexico and Spain.

“In terms of profits we did not
do as well as we expected. With
our sales and level of invested capi-
tal at year-end, we should have
{}ad earnings of at least SEK 2 bil-
ion.”

What hafpened then? 1984 was
an extremely healthy 6;;9;-_

Jan Stenberg: ‘‘Developments
cost money and we had to build up
our expertise to a professional le-
vel in order to cope with the ever-
toughening competition. In fact,
simply adapting the AXE to the
British and American markets in-
volved substantial costs in 1985.

“However, we expect these
costs to begin paying dividends in
1986. For instance, the first AXE
station will be delivered to Seven-
oaks outside of London on July
1st.

How does 1986 look so far?
What are we doing to improve earn-
ings?

Jan Stenberg: “The market is al-
ways shifting but right now there is
a general decline. We have expe-
rienced and are now experiencing
a very uneven sales situation on
certain stable markets which
means that our actual number of

Public

1985

Telecommunications:

ing.!S

orders has dropFed. The fall in the
exchange rate of the dollar has also
had and is still having an adverse
effect. This forces us to intensi!iy
our efforts on the sales and devel-
opment sides in order to compen-
sate for the shortfall. Meantime,
we are also in the throes of an
internal streamlining campaign.
We have to make better use of our
resources and improve our ability
to adapt to sudden changes in the
market.”

Finally, what will you be saying
in a year's time when we ask for
your comments on 1986?

Jan Stenberg: “That 1986 was a
tough year for us but even tougher
for our rivals!”

Eamings for
1985
too low

Jan Stenberg succeeded Ove Ericsson as head of
Public Telecommunications midway
1985. He has this to say about the past year:
““In terms of sales 1985 was a great year. We
almost attained our budget despite a sagging
market. Earnings, however, were disappoint-

through

_phone stations for

The Public Telecommunica-
tions business area designs,
manufactures and installs tele-
ublic tele-
phone networks (73% of sales;,
transmission equipment (14%),
telex and computer equipment
(3%), and offers telephone
operations (5%) as well as ser-
vice (5%).

The AXE system defended
its position admirably as one of
the world’s largest telecommu-
nications systems and has now
been sold to 64 countries. Eight
million lines have been installed

and we had 7.5 million on order
at the end of 1985.

1985 1984
Sales (SEK millions) 10593 9718
Operating income

after depreciation 1282 1930
No. employees 29594 28352
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“We have done well.
We have achieved

almost all our goals in terms of
sales and we have kept our level of
tied-up capital down low,” says Ulf
H Johansson, head of Defense
Products.

One point of frequent discussion
is delivery precision. Is your bus-
iness area good at delivering on
time and at the right quality?

U H Johansson: *““Our customers
are extremely satisfied with the
quality of our products. On the
other hand, we should improve our
capacity for delivering on time, in
order to make them truly happy.
Most of our contracts are long-
term, so we have a tendency to be
a little lax about keeping track of
developments in the early stages of
a project. We have to strive much
harder to stay on schedule at the
beﬁinning of a project too. Getting
behind a month at the beginning of
a project can often cause major de-
lays at the end.

“And the plans that our custom-
ers make are also based on a sche-
dule that entails our making deliv-
eries on a given deadline. If we're
late with our deliveries then it’s go-
ing to cause disruptions and ex-
penses for our customers.

“Qur customers come to us be-
cause they rely on us, and every
contract is an important reference
for future business. We have sub-
stantially improved precision in
Kista and in Italy. Now we're go-
ing to do the same in Molndal.

Defense Systems:

Weather radar to
Spain intemational
breakthrough

Defense Products landed several key contracts
last year, both in Italy and in Sweden. In Swe-
den, they brought home a massive extra order
for the JAS project. The Swedish military defen-
se also ordered test equipment for airborne ra-
dar systems and encoding equipment.

On the international scene the order for wea-
ther radar systems for Spain is the most exciting
news and definitely an important breakthrough.

Better control of costs Defome Producis acludlly eu-
What's your forecast for 19867 compasses four product areas:
U H Johansson: “Things are Aircraft and robot electronics,
looking extremely good. 1986 will Defense communications, Lo-
be a year in which we further con- cal mobile defense systems and
solidate our position as suppliers of computer-based control sys-
highly advanced electronics for de- tems. The largest market is
fense systems. Sweden which accounts for 45%
“Nevertheless, if we are going to of all sales.
meet our earnings targets for 1986 1985 1984
we have to do a better job of con- Sales (SEK millions) 2161 1831
trolling costs. Our costs for techni- Operating income .
cal development have skyrocketed afterd B ti 178 112
lately, which, admittedly, is only ol phat
natural, considering that we are No. employees,
working with more and more ad- December31,1985 4746 4247

vanced projects than before.
We’ve taken on several new staff
members in the past year, and it
always takes time before you get
into a new job. But now we have to
make sure to more effectivelf uti-
lize the expertise we have built up.
It is largely a question of leader-
ship, in other words our ability to
Elan and control the work. We

ave to work intensively to achieve
more uniform workloads over the
entire year, so that the final
months of the year won't be as hec-
tic as they were for man?/ of our
people during the fall of 1985. By
introducing better planning and
control, we can look forward to a
healthy 1986.
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S tig Larsson, head of In-
formation Systems, deeply
regrets that layoffs may be neces-
sary in some regions but efforts are

continuing to find alternatives.

A future exists

Stig has no doubts that a future
does exist for Information Systems
but it's going to take continued
supreme efforts to succeed. Why,
then, is Stig Larsson still so opti-
mistic?

“Well, because a good deal of
last year’s loss can be attributed to
huge non-recurring costs incurred
to correct previous errors. These
are items that will not crop up
again,” he says and mentions a few
examples:

“Our ersonal computer
debacle in the United States was
an enormously expensive mistake,
involving major shut-down costs.
There were also huge sums involv-
ed in correcting product design
faults.

“Also in 1984 components were
ordered and capacity built up to
handle far more sales than were
budgeted. This tied up substantial
capital and forced us to charge our
earnings with interest. And with
depreciation when the value of our
inventory dropped.

“All this involved enormous
non-recurring costs in 1985 which
explains the decline from 1984.”

Planned improvement

It was in late 1984 that Stig Larsson
was given the task of cleaning up
Information Systems. The initial
plan laid had to be revised in the

S%ring of 1985 when it became
obvious that the market for perso-
nal computers in the United States
had petered out, but since then
work has largely gone as planned
according to Stig:

“The first step involved correct-
ing the faults in product design du-
ring the first part of the year. This
was done while we were in the
midst of a massive campaign to cut
costs and we were totally revamp-
ing our administrative routines.

“The second stage was last sum-
mer when the entire organization
was restructured. We ended up
with three new divisions instead of
the seven that we had before and
much more clear-cut areas of re-
sponsibility. Unconventional
operations were sold and we con-
centrated on fewer products and
fewer markets.

“The next stage was adapting
the staff organization to this new
situation. We planned to reduce
our personnel from a total of 22 000
to about 20 000, but this cutback
has taken longer than expected. As
a result, we are unfortunately, for-
ced to speed up the staff reduc-
tions.”

Will there be more changes?

“No, we do not plan any more
changes. Now we have carried out
the major consolidated moves we
planned and we are going to work
even harder on the product areas
we have left. Any other changes
we make will be normal for any
business operation.

“One way of grabbing bigger
shares of the market is by entering

- Information Systems.

“After our major
cleanup we have

to survive 1986.”

““Our costs are unacceptably high. That’s why it
is entirely necessary for us to go through with
the staff cutbacks we planned to give the com-
pany a chance for the future.”’

into joint ventures. The neggtia-
tions we’re commencing with Digi-
tal within the bank systems field is
a good example of this.

“Together we can offer excep-
tionally competitive  solutions
while we also take over parts of
each other’s markets. The devel-
opment venture we are getting into
is especially important since 1t can
lead to more work in the future,”
concludes Stig Larsson.

Informations systems is divided
into three divisions:
—Communications systems
—Data systems

—Office equipment

Communications systems are
involved in the manufacture of
the large MD 110 PABX, Eri-
pax data network, modems,
smaller PABXs,. intercom sys-
tems and telephone units.

Data systems are involved in
the manufacture of data termi-
nals, personal computers, cor-
porate systems, mini-computers
and systems for banks.

Office equipment manufactu-
res printers, typewriters, calcu-
lators and office furniture.

1985 1984
Sales (SEK million) 10561 9295
Operating income ,
after depreciation -806 -—217
No. employees 20785 21703
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What are your comments on 1985?
Bjorn Linton, head of Network

Engineering and Construction:
“We had healthy earnings but sales
could be up more. Looking at the
bright side of things first, our huge
network engineering project in
Malaysia progressed extremely
well. We are in charge of a project
worth more than SEK 2 billion and
so far it has been very successful.
“The contract we signed with
Oman, worth about SEK 220 mil-
lion, is also an excellent deal.
What was most gratifying was that
with this contract we are returning
to a market where we have not
been involved for ten or so years.
“Otherwise sales were not that
good last year. The main reason is
that many of our customers in Asia
have put off making any new in-
vestments. This is mainly the case
in Thailand and Saudi Arabia but
we are hoping, however, to land
contracts there this year instead.”
You have major operations in
Italy. How are they developing?

Bjorn Linton: “Extremely well.
Both Sielte and Telca increased
their earnings substantially last
year.”

How about operations in the
United States?

Bjorn Linton: “‘Unfortunately
we suffered a heavy loss there. We
did a lot poorer than we had ex-
pected and we have had to learn
the hard way that it is not easy to
start up an operation in the United
States. Nevertheless, 1986 will be a
better year."”

You were having a problem with

Network Engineering and

Construction:

capital before. Have things improv-
ed at all?

Bjorn Linton: “We have lower-
ed our level of tied-up capital by a
good margin. Within Sielte alone
we brought it down by about SEK
100 million. We did this b[‘; turning
over our accounts receivable to an
Italian bank for collection.

“Operations in Sweden have
also improved considerably in
terms 0? capital. However, it
means coming up with unconven-
tional solutions. For instance, we
managed to substantially bring
down our level of accounts receiva-
ble from Libya by accepting pay-
ment in oil.”

How has Signal systems fared?

Bjorn Linton: “In the case of
Signal systems we have succeeded
in achieving a sharp turnaround.
We suffered a loss there in 1984
and now Signal systems is operat-
ing at a solid profit.

“In 1985 we succeeded in deliv-
erinﬁ a fully-automated switchgear
to the Swedish railway systems in
Hallsberg in central Sweden. The
market for this equipment is consi-
derable and we have a good chance
of landing several similar con-
tracts.

“We also signed important con-
tracts with the railway authorities
in Italy for the delivery of signal
and telecommunications equip-
ment.

Oil became
hard currency

The Network Engineering and Construction
Business Area is in some ways much different
from the other Ericsson business areas. Sales in
1985 rose to more than SEK 2 billion, but only a
small percentage stemmed from the sale of prod-
ucts. Network Engineering and Construction
markets primarily services, in other words ex-
pertise in constructing networks and signalling
systems. The know-how of the staff is without a
doubt the area’s biggest asset.

.consists of two product sectors:

The Network Engineering and
Construction Business Area

network engineering which en-
compasses planning and con-
struction of telecommunications
networks, computer networks
and telecommunications facili-
ties, and Signal systems, which
embraces signal and security
systems for rail-bound traffic as

well signal systems for street
and highway traffic.

Network  engineering ac-
counts for 75% of sales and Sig-
nal Systems for 25%.

1985 1984

Sales (SEK millions) 2113 1970
Operating income
after depreciation 154 111
No. employees

December31,1985 5945 5289
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Ake Lundgqyvist is head of the
Radio Communications bu-
siness area. He looks extremely sa-
tisfied when we bring up the sub-
ject of how well he and his staff did
in 1985.

“One major reason that we did
so well, of course, is that the mar-
ket has exploded in recent years.
In 1981 we sold SEK 20-30 million
worth of mobile telephones. Last
year it was something like SEK
1400 million!! We decided that we
were going to enter the mobile
telephone market and that we
wou[ljd grow in pace with our prof-
its, which is what we have done.

Profits more important than
volumes

“The key to our success was re-
vamping our priorities in 1984. Up
until then we had focussed too
much attention on sales growth.
But in 1984 we realized that it
wasn’t volumes that were essential
but the profit we made on each
deal. Based on that premise we
couldn’t continue working as we
did before. We coined a new
Ehrgse: ‘Profits, not growth the

ey’.

%oes this mean that you did not
bother about new orders?

ke Lundgqvist: “Naturally we

didn’t stop trying to bring in new
contracts. But we concentrated
much of our efforts on achievin
profitability in each individua
deal, no matter how big or small it
was. Because of that, we had to
turn down some contracts, and we
decided that it would be better to
accept one less deal than to sign a

strong.

contract that was not profitable
enough.”

Unpleasant decisions

“We also managed to extricate
ourselves from some contracts that
we had already signed but which
we felt were not going to be profit-
able. We were forced to make a
number of unpleasant decisions.
It’s not always easy to understand
and accept the fact that your area
of work dropped in priority or was
eliminated altogether when you
have worked so hard to develop it.
One thing that made our work a
little easier was that the market
was expanding.

Mobile telephone fresh goods

that “mobile
ﬁoods”. What

You have a sayin
telephones are ﬁves
do you mean by that
e Lundqvist: “It’s important
to keei) up the pace in this bus-
iness. If your production is down
for one week you lose your market
shares. The market is filled with
competitors ready to pounce and
our customers will leave us if we
don’t ﬂrovide them with our prod-
ucts when they want to buy them”.

How do developments look to
yog in 19867 ‘
ke Lundqyvist: ‘“We’re working
hard to maintain the position we
have achieved so far. We're con-
stantly on the lookout for weak-
nesses and areas where we can im-
rove ourselves. So we can’t be lul-
ed by our successes and simply
continue selling more of what we
already do.”

Radio Communications

Profits much
more important
than volume

Ericsson Radio Systems is No. 1 in the world in
mobile telephones. With contracts in 22 coun-
tries they’re now increasing their capacity in
Kumla for production of mobile telephones. The
telephones will be marketed for the NMT system
(Nordic Mobile Telephone System). They’re fa-
ced with tough competition, especially from the
Japanese in the long run, but company manage-
ment feels that their own technology is extremely

Radio Communication’s areas
of] p;'lodut:tiogmcl 13;:;11{1% mobile
te ones Inclu ase sta-
timc)g and terminaﬁ 50% of
sales), land-based mobile radios
with permanent and portable
stations, control e ui&ment and
monitoring units (15%), perso-
nal pagers for local networks
(15%), radio transmission in-
cluding radio links and satellite
rations (12%) while the rest
of the business accounts for 8%
of all sales.
Mobile telephones accounted

for the biggest boost with an al-

most 100% increase in sales.
1985 1984

Sales (SEK mill.) 2656 1992

Operating income

after depreciation 253 -32

No. employees 5122 4144
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“And yet we still handled
it all and we would

have attained our forecasted earn-
illFs if we hadn’t also been burden-

ed with an SEK 44 million loss as a
result of operational exchange rate
differences from our power opera-
tions in Mexico,” says Lars Ram-
qvist, head of Components.

“So that was something that we
couldn’t predict since it was the re-
sult of cﬁangES in exchange rates,
in this case between Sweden and
Mexico.”

Satisfied anyway

Components:

Investments in
1985 will
brighten 1986

1985 was a year of challenge for the Components
Business Area where most of the operations are
run by RIFA AB. A sudden drop in the capaci-
tor and standard product market together with
widespread non-budgeted product development
costs turned 1985 into a tough year for both per-
sonnel and management:

obviously cost enormous sums but

On account of all this, Lars Ram-
(I;vist is satisfied with earnings for
985 although the SEK 24 million
in profits is lower than for the pre-
vious year. “By making major in-
vestments in developments, we
Elaved the way for improvement in
986, he says, continuing:

“Part of this was for develop-
ment of optical components for the
565 megabit system which was then
installed in the transmission net-
work in the United States where
Ericsson was the first company to
do so. RIFA developed both the
hybrid and IC technologies.

“The second investment was for
development of an entirely new
line circuit, the SLIC as well as
ETC circuits for the AXE stations
to be delivered to British Telecom.
For that we have to thank the staff
of our M Division who worked so
hard. Through their fantastic ef-
forts we managed to deliver the
ETC circuits in December. The
third major development package
was for CMOS processors, which

which are an investment for the fu-
ture.”

Rapid changes

“Working with components is be-
ing involved in Ericssons leading-
eche technolcc)Fy. Components are
developed and put out on the mar-
ket at a terrific pace and so we
have had to cope with enormous
peaks and valleys in production
during the year,” continues Lars
Ramgqvist.

“The major change we ex-
perienced was when the market for
capacitors and standard products
dropped by at least 35% within the
space of a few months in late 1985,
for us and our competitors.

“We had to decide right away
whether to cut back production,
both in Sweden and other coun-
tries. In 1985 alone we laid off
about 350 people and the decline
may still continue.

How does 1986 look?

“The biggest challenge we face is
to continue to play a strategic role
within Ericsson with the enormous
investments we have made prima-
rily within the microelectronics
sector. At the same time we have
to be market-oriented and produce
a good return. This is balancing act
unique to our business area,” con-
cludes Lars Ramqvist.

The Components Business
Area develops, manufactures
and markets components and
power equipment for the elec-
tronics industry. The operation
is mainly run within AB
and encompasses three product
sectors: Microcircuits made up
of IC and hybrid circuits Power
systems and capacitors and
standard components.

It is vital that we develop and
make components ourselves.
The Components Business
Area develo mainly cus-
tomer-adapt components
which can strengthen the com-
petitiveness of the other bus-
Iness areas,

1985 1984
Sales (SEK million) 1461 1225
Operating income
after depreciation 22 34
No. employees 4343 4231
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We are all jointly responsible
for making Ericsson a highly
profitable company again, And
we in the union can’t just sit
there, doing nothing, waiting
for miracles out of the blue. We
have to speak frankly so that
everyone realizes how bad the
situation is. We have to solve
Ericsson’s problems together.
Stanley Oscarsson is chairman of the
joint organization of union locals at
Ericsson and he represents about
18000 union members at our various
companies throughout Sweden.

Most people are fully aware of Erics-
son’s problems and why they have

Union comments:

Don’t be blinded by
poor business

come about. There’s not much to add
about profits apart from the fact that
they are poor.

“One of the most important matters
the union has to deal with is to safe-
guard employment.” That’s why Stan-
ley Oscarsson feels that we must make
use of every means available to try to
prevent the planned cutbacks in Ble-
kinge and Delsbo.

“Information Systems has staked
out their course for 1986 and now we
have to boost volumes. Development
of the MD 110 PABX and the banking
systems is now set and the next step is
to sell them. The marketing and sales
people at EIS have important responsi-
bilities in 1986, says Stanley Oscars-
son.

Another key question is cooperation
between the different companies at
Ericsson. Today people feel too often
like there are impenetrable barriers
between the companies here. It is also
too easy to go to companies outside of
Ericsson to get something done.

“In future we mustn’t contract out
work without first checking to see if
one of our own companies can do the

job. This is definitely an employment
question. Qur primary concern must
be to make sure our members have
jobs.”

Everyone is aware that profits in
1985 were not good. But Stanley
Oscarsson feels that there are a num-
ber of reasons for optimism. One is the
new management of Ericsson, Inc. in
the United States.

“It’s wonderful that we finally have
a more market-oriented management
in the United States. Now I believe we
can make it there and that is vital to us.
Another positive aspect is the forma-
tion of Ericsson Telecom. Merging
production, design and marketing to-
gether is a wise move that will be very
favourable for Ericsson.”

Amid all the troubles it’s also impor-
tant to remember that there are parts
of Ericsson that are doing very well.

“We can’t be blinded by the ailing
sides of the business. Cable, Network
Engineering and Construction and Ra-
dio Communications have proven that
you can turn things around. And if
they can do it, everyone else can too!”

Although earnings dropped by
half in 1985, the biggest danger
for Ericsson is if shortsighted
measures are taken to correct

the situation without any
thought behind them. That’s the
opinion of Paul Kvamme who
represents the 20000 odd office
workers at Ericsson in Sweden.

There is no cause for panic

“The worst thing management can do
is to try to recover what we have lost
within a very short space of time, for
instance over the rest of the year. This
would by highly unwise and have disas-
trous consequences.

Without trying to sound overopti-
mistic Paul Kvamme feels that the situ-
ation today at Ericsson is under con-
trol.

“The knowledge and awareness we
have today didn’t exist here six months
ago. I'm not the kind of person who
sees gloom everywhere. I'd rather look
on the bright side of things and I feel
that we have reason to do so here. The
past year has taught us a lot about our
shortcomings. And now we're actually
doing something about the problems.”

Paul Kvamme says that the steps
taken to lower the level of tied-up capi-
tal and speed up inventory turnover
are the result of this “‘sickness aware-
ness”,

One thing that Paul Kvamme is wor-
ried about is that various people in
management at Ericsson will resort to

measures to achieve a swift improve-
ment in profits that in the short term
may seem justifiable but in the long
term could be dangerous.

“Nobody is denying that you can
cure an infection by amputa- tion but
it’s not exactly a sensible thing to do
and it will only create new problems in
the long run.”

What's important is that personnel,
management and other people around
us realize that we cannot solve our pro-
fitability problems in time for our
interim report for 1986. The solution is
farther in the future — but it will
arrive. That’s one thing we can be cer-
tain about.

Paul Kvamme says that both owners
and management must keep cool
heads.

“Ericsson has always been a stable
and secure employer. I'm convinced
that we can continue feeling secure
working at Ericsson in the future too.
And the 'real’ profits will return — you
can be sure of that!”
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