OLAFUR ORN KLEMENSSON

Performance of publicly listed companies in 1999

This article discusses the operations and financial position of publicly listed companies in Iceland.
Finance and insurance companies are excluded from the survey, which covers all the other 53 compa-
nies listed on Iceland Stock Exchange (ISE) at the end of 1999. The profitability picture is similar to last
year, only slighter less favourable. There is a more marked difference in performance among companies
than before, and also in sectoral performance. External conditions in general were less favourable last
year than in 1998. It is interesting to note that financial cost decreased substantially between 1998 and
1999, despite relative growth in companies’ long-term debt.

The external environment of business changed corise in spring 1999 after successive decreases since
siderably last year. Continuing high growth duringspring 1997. Oil prices, however, started to rise
1999, for the fourth consecutive year, fuelledefore other commodities, at the end of 1998. World
demand for goods and services supplied by domestitarket prices of fuel and petroleum products spi-
companies. However, inflation accelerated in thealled last year, with crude oil increasing by 150%
course of the year. The Central Bank responded &md petrol by 125%. Such rises have particularly
this development with fairly large rises in its policylarge consequences for Iceland’s fisheries and trans-
interest rates which caused the krona to appreciate pgrtation companies and have a significant impact on
2.8% from the beginning to the end of the yeatheir profitability. Elsewhere in the commodities
Short-term domestic market interest rates subsmiarket, rising aluminium prices had a positive effect
quently rose, resulting in higher financial coston the profitability of aluminium manufacturing
among businesses with domestic-denominated cuwempanies. The price of ferrosilicon remained low
rent liabilities. Offsetting this was the fact that com#during the year.
panies could earn higher interest than before on their Icelandic companies have clearly had to absorb
liguid assets and bank deposits. The strongsubstantial cost increases recently in the form of
exchange rate created a somewhat tighter position faigher wages, material input costs and other produc-
companies competing against imported goods aridn costs, along with higher interest rates. The
services. The real exchange rate, measured in usitonger krona has also constricted operating condi-
labour cost, rose by 1.2% between the annual aveiens, especially for businesses engaged in foreign
ages for 1998 and 1999, and in terms of relative conempetition, and they have responded with ongoing
sumer prices by 2.1%. operational streamlining, restructuring and gains in
Prices of major foreign inputs rose sharply lagproductivity. Another factor at work is the stringent
year. Imported commodities other than oil began tdemands for profitability and operational results that
Iceland’s active equities market makes towards com-

1. The author is an economist at the Central Bank of Iceland’s Economic@anles listed on it. . .
Department. Total turnover of companies listed on ISE

MONETARY BULLETIN 2000/2 35



lower gross profit to turnover and operating profit.

The main factor at work is that three major fisheries
companies and one industrial manufacturing compa-
ny in this group produced much poorer operating

Table 1 From financial statements of publicly
listed companies on ISE 1998-1999

i 0,

ﬁ:a?,'ﬁecg?ﬁfﬂiﬁcixﬁﬁfﬁpanies 1,,??(? ﬁiﬁ S’J& results last year than in 1998, down by almost 3 b.kr.
TUFNOVET ..o 286,922 251,662 14.(9 n the othgr hand, finanpial expenses fell sharply
Profit before financial expenses compgred with 1998. Ngt financial expenses amount-
and depreciation (Gross profit) ....... 20203 21988 -7.78d tojustunder5 b.kr.in 1998 but only 1.2 b.kr. last
Profit before financial expenses year. This reduction of three-quarters between the
(Operating Profit) ..........ccceeeveveenne. 6530 9,839 -33.6Years is a very interesting outcome given that long-
Profit on regular operations ........... 5369 4,901 9.6term borrowing rose by 26% at the same time. The
Net profit after tax ........c.ocoeveveeenns 6,648 6805 -2.3explanation is that the krona appreciated by 2.8% in
Total assets 234951 26lfhe course of the year, and a substantial amount of
EQUILY oo , 82,503 18.#he companies’ long-term borrowing is denominated
Long-term debt , 79,200 25.4n foreign currencies, combined with the fact that
Cash FIOW e, i 16,653 -9.3hey clearly applied active and successful manage-

o , ment of their monetary assets and liabilities. Total
Financial ratios depreciation amounted to 12 b.kr. in 1998 but 13.8
GrosS profiturmnover (%) «............ 1 8.7 " b.kr. last year, which is unchanged as a proportion of
Operating profit/turnover (%) ......... 2.3 3.9 * turnover.

Profit on reg. operat.umover (%) . 19 1.9 Of the 53 companies covered in this survey, 32
Net profivturmover (%) ................. 3.2 3.4 " produced an improved performance last year com-
Reu,”n on 0l (%) v 2:2 4.2 " pared with 1998. Performance varied widely from
EQUIty 1atio (%) - voovsvsvseecn 331 31 “one company to another, spanning the range from a
Returm on equity (%) .....ccvvsee 6.8 8.2 * 20% ratio of profit to turnover, to a loss of more than
Turnover/total assets ...........cccceeeunes 0.97 1.07

'35%. This is the widest spectrum ever recorded in
performance on companies listed on ISE.
amounted to 287 b.kr. in 1999, an increase of 14% Some difference occurred in the profitability of
from 1998. Profit before financial expenses declinethdividual sectors last year. As a whole, fisheries
somewhat relative to turnover, while the ratio otompanies were around the break-even point, as
profit on regular operations to turnover remainesiere the seafood export companies while other sec-
unchanged between the years at 1.9%. The ratio tofs produced fairly good and improving results. The
net profit after tax decreased slightly between theatio of profit on regular operations to turnover (with
years, as did the ratio of cash generated by operatih§98 figures in parentheses) was highest among the
activities (working capital provided by operatingoil companies at 5.9% (4.1%), 3.5% in manufactur-
activities), from 6.6% to 5.3% in 1999. This margining (5.2% excluding Icelandic Alloys, and 3.9%
al decline in profitability last year, coupled with a1998), 3.5% in transportation (1.1%), 3.2% in soft-
large rise in assets (26%), caused return on capitsire (2.2%) and 2.1% among various retail and serv-
employed ratios to fall: return on total capital (operice companies (0.1%).
ating profit/total assets) dropped, as did return on
equity, which decreased from 8.2% to 6.8%. Thé&isheries companies
equity ratio decreased from 35.1% in 1998 to 33.1% total of 19 fisheries companies are currently pub-
last year. Gearing rose somewhat at these companikgly listed, one fewer than at the end of 1998. Their
with the ratio of long-term debt to equity rising fromtotal turnover amounted to just under 53 b.kr. in
0.96 in 1998 to 1.02 in 1999. 1999, down by 7.4%. This figure is equivalent to
All the above shows a rather less favourable tot&l1% of the total export turnover of Iceland’s entire
profitability picture than in 1998, although no radicafisheries sector last year. The decrease between the
change is involved. Primarily, the difference lies in gears is largely explained by much lower turnover by
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value of fishing quotas amounted to 15.6 b.kr. at the
9end of 1999, having increased by 29% between the
1999 1998 % ch. Years. Greater fixed assets naturally lead to higher
m.kr. m.kr. 98/99 depreciation relative to other expense items.

Table 2 Publicly listed fisheries companies 199

Tumover ... 52719 56,958 .7 APepreciation volume has been growing steadily in
Profit before financial expenses recent years and was equivalent to 10.2% of turnover
and depreciation (Gross profit) ...... 7234 10,112 -28.5N 1998 but had risen to 12.7% last year. Net finan-
Profit before financial expenses cial expenses, on the other hand, dropped sharply
(Operating profit) ..........ccoceevevevunn. 520 4,323 -88.0from 3.8% of turnover to 1.3%. The decreasing con-
Profit on regular operations ............ -287 1,799 -115.9tribution margin combined with the greater weight of
Net profit after tax .........cocoerevrennnee -29 2,705 -101.1depreciation caused profit on regular operations to
Total @SSELS vvuvvrerereeeieirreeereeeieens 102,324 86,764 17.8ontract sharply between the years, by 116%, and as
EQUILY cevoveeeeeeeeeeee e 33,442 31,525  6.1a ratio of turnover from 3.2% in 1998 to -0.5% last
Long-term debt ......c.ccoeveviviveenennn. 46,270 38,259 20.9ear. Likewise, net profit to turnover contracted from
Cash fOW ..o 4222 7,306 -42.24.7% to -0.1%. This in turn led to a severe drop in

return on capital and return on equity. The gearing

Financial rati . ) S ;
nanciat ratos ratio (ratio of long-term liabilities to equity) had been

Gross profit/turnover (%) ............... 13.7 17.8 . . . .
. . falling in recent years, but this trend was reversed
Operating profit/turnover (%) ......... 1.0 7.6 . .
. last year and rose to 1.38, from 1.21 in 1998.
Profit on reg. operat./turnover (%) . -0.5 3.2 . . . . . . .
. The equity ratio of listed fisheries companies also
Net profit/turnover (%) .......ccccceeeee. -0.1 4.7 . . . .
dropped for the first time in many years, to 32.7% at
Return on total (%) ......cccccevvvieennnen. 0.5 5.0 .
. . the end of 1999 from 36.3% at end-1998.
Equity ratio (%) ....cccceeeiiiieiiiieenns 32.7 36.3 . . . .
. On the whole, the performance of listed fisheries
ReMUIN 0N EQUILY () .o o1 86 " companies was much worse than in the immediatel
Turnover/total assets ..........cccoceueene 0.52 0.66 comp y

‘preceding years. The cause of this downturn can
largely be traced to losses at two of the 19 fisheries
companies engaged in fishing and processing cbmpanies included in this sample, amounting to a
pelagics, with average prices of fish meal and fish odombined 1.8 b.kr. Furthermore, the slump in fish
plummeting by 46% between 1998 and 1998. Pricaseal and fish oil prices brought about heavy income
of other marine products, such as demersal fish proldssses for companies which base their operations on
ucts, were 5.8% higher on average in 1999, but thocessing of pelagics. Companies which are mainly
average price of all marine products was almost 5#ngaged in demersal fishing and processing per-
lower. Falling average prices had a very markefbrmed much better, although not quite as well as in
impact on the whole fisheries sector operating envi998. Demersal fisheries companies recorded a 2.9%
ronment, despite a 1% increase in catch value. Thatio of profit on regular operations to turnover in
rise in fuel prices also had a negative impact on fisi:999, compared with 3.7% the previous year, and net
eries companies’ operations during the yeaprofit to turnover of 3.1% as against 5.7% in 1998.
Deteriorating external conditions are the main reason It is important that these companies take advan-
that gross profit decreased by 28.5% in kréna terntage of the opportunities which have been created
between the years, and profit before financial itemthrough investments and streamlining in recent years
by even more, or 88%. After increasing from 16% téo turn their operations around; however, only 8 of
just under 18% over the period 1996-98, gross profihe 19 fisheries companies in this sample produced a
to turnover at listed fisheries companies shrank cobetter performance in 1999 than the year before.
siderably last year, to 13.7%. Fisheries compani@dore extensive mergers and collaboration are neces-
have been investing heavily over the past four yeasary between these companies in order to level out
and the sector’s fixed assets grew by almost 17% the operational risk in this sector, which is partly the
1999. Asset formation was particularly large in fishresult of fluctuations in product prices.

ing vessels, venture capital and quotas. The book

MONETARY BULLETIN 2000/2 37



Manufacturing companies Alloys is excluded. The negative performance of
A significant change took place last year in the chateelandic Alloys, caused by power curtailments and
acter and basis of operations among listed manufdow ferrosilicon prices, had a marked impact on the
turing companies. Export activities and internationabverall performance of the manufacturing sector
expansion through overseas subsidiaries are becoocompanies last year. The ratio of turnover to gross
ing increasingly prominent features of their operaprofit decreased somewhat for all companies, from
tions. Today, eight of the 14 manufacturing compad.4% in 1998 to 7.1% in 1999, while turnover to
nies in question have established themselves in oth@ofit on regular operations also fell between the
countries to a lesser or greater extent, througfears, from 3.9% to 3.5%. The cost of inputs rose
exports or production overseas. Secondly, manufaslightly relative to total turnover, from 47.1% in 1998
turing companies involved in knowledge-based highto 49.7% in 1999, in part because of the rise in com-
tech production have a high profile in this sectomodity prices. Wage expenses, however, rose in pace
Because of the nature of production at many of theséth turnover, so that as a rule they have not proved
companies, especially those based on high-tecto, be an added burden on operations. Depreciation
product development and research for export activincreased somewhat, since permanent fixed assets
ties, they are much less prone to competitive factoggew sharply last year, or by almost 32%. As a
which are reflected in the real exchange rate of thehole, book asset value rose by 32%, which gives
kréna than companies that manufacture solely for ttme indication of the asset formation and growth
domestic market. among the companies in question. Long-term liabili-
Turnover increased by just over 15% at manufadies also increased substantially, or by 49%, at the
turing companies last year, or by 19% if Icelandisame time as the long-term debt to equity ratio
showed a considerable rise, from 0.58 to 0.70. The
equity ratio decreased from 47.6% to 43.8%.
Excluding the strong impact that the poor perform-
ance of Icelandic Alloys had on the manufacturing
1999 1998 %ch. sector as a whole, these companies’ performance
mkr. mkr 98/99 jmproved noticeably between 1998 and 1999. The

Table 3 Publicly listed manufacturing
companies 1999

TUFNOVET oo 26,289 22,832 15.1atio of profit on regular operations to turnover rose

Profit before financial expenses from 3.8% in 1998 to 5.2% last year and net profit

and depreciation (Gross profit) ....... 1,872 2,140 -12.5from 2.9% to 3.5%.

Profit before financial expenses Clearly, the manufacturing industries listed on

(Operating profit) .....ccccevevvveeiienens 736 1,196 -38.5|SE do not give a very representative picture of the
Profit on regular operations ............ 915 895 2'3operating performance of the manufacturing sector
Net profit after tax .........cccceevieeens 468 847 -44.8 as a whole. Thus it is inadvisable to draw too sweep-

Total aSSets ....cccvveeeeeeiiiiieeieeeeeiiis 31,104 23,562 32.9.19 conclusions from the prOfltablllW picture that the

EQUILY ©ovvvereeeeeeeeeeeeeeeeeeeeseeeeennees 13612 11,223 213igted manufacturers give. However, the figures give
Long-term debt .......cccoeviiiiiiie 9,629 6,482 48'6a definite sign that external Operating conditions and
Cash fOW .....coovevrevreceeieiereiean, 1072 1502 -28.6he competitive environment did not seriously over-
Financial ratios burden these companies last year, as shown by fac-
Gross profi/turnover (%) ............... 71 9.4 _tors such as wage developments, which remain
Operating profit/turnover (%) ......... 28 5.2 . unchanged, rising turnover and net gains on financial
Profit on reg. operat./turnover (%) . 35 3.9 _items. On the whole, then, operations of listed man-
Net profit/turnover (%) ................ 1.8 37 _ ufacturing companies flourished last year. In all,
Return on total (%) .......ccoeeveveen. 2.4 51 _eight of the 14 manufacturing companies in the sam-
EQUItY ratio (%) ....eveeveeereeererennenn. 43.8 47.6 _ple recorded an improvement in profitability in 1999.
Return on equity (%) ........ccoecoveenn.. 34 76 (It is interesting to note that the companies which
Turnover/total aSSets .........ovvvvven... 0.85 0.97 have established themselves overseas in new tech-

nology- and knowhow-based industries all show
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greater turnover growth and profitability than thost

engaged in traditional manufacturing

Other companies

Table 5 Publicly listed oil companies

1999 1998 % ch.
m.kr. m.kr. 98/99

The software companies listed on ISE typically proq,mover 29.802 26039 14.8
duced successful operating results last year. Turnovprofit on regular operations ........... 1,774 1,079 64.4

at these five companies grew by just under 18Net profit after tax

.......................... 1,439 919 56.7

between the years, profit on regular operations kcash flow ..o 1,092 1,642 213

69% and net profit by 120%. The ratio of profit to
turnover also rose significantly. Profit on regulal
operations to turnover rose from 2.2% in 1998 t
3.2% last year, and net profit to turnover from 2.39
to 4.3%. Their balance sheet strengthened considi
ably too, with return on equity rising from 16% in

Financial ratios

Profit on reg. operat./turnover (%) . 5.9 4.1
Net profit/turnover (%) ........cc.cc..... 4.8 35
Equity ratio (%) ......ccceeeriiiiiiennenns 44.7 445
Return on equity (%) ...ccccooveieenenen. 115 8.6

1998 to 22%, the highest figure for any individuau
sector on ISE. Cash generated by operating activiti@999 than the year before. Gross profit rose by 22%
also rose by one-quarter during the year
The main characteristic of the oil companiesprice of inputs remained unchanged between the
operations in 1999 was a large increase in the prigears at 70.5%. Both profit on regular operations and
of inputs, with the US$ buying price of petrol risingnet profit showed large growth, and so did return on
by 125% from the beginning to the end of 1999. Icapital employed. As a proportion of turnover, profit
spite of this massive rise in prices, oil companyn regular operations increased from 4.1% in 1998 to

turnover increased by only 15%

between the years As a ratio of turnover, the cost

last year5.9%, and net profit from 3.5% to 4.8%. Improved

Performance and profitability were much better improfitability and higher returns are largely explained

by greater operational efficiency, with a sharp drop in

Table 4 Publicly listed software companies relative sales and distribution costs between the

1999

m.kr.
TUMOVET ...oiiiiiiiiiiiic e 13,082
Profit on regular operations ............ 415
Net profit after tax ........ccccceevieeenne 563
Cash flow ..o, 665
Financial ratios
Profit on reg. operat./turnover (%) . 3.2
Net profit/turnover (%) .......ccccceveee. 4.3
Equity ratio (%) ....cocooeeiiieiiiienns 34.4
Return on equity (%) ...cccoovvviinnenn. 21.8

years, and net gains on financial items. Fixed assets

;ggk’f‘ ;g’/gg have always represented a high proportion of the oil
o companies’ assets, but this ratio decreased last year
11,121

246

17.8nd was reflected in lower depreciation levels. The
69.0equity ratio remained unchanged while long-term lia-

255 120.3pjjities to equity decreased. Return on capital

535

2.2
2.3
26.3
15.8

244employed increased from 5% in 1998 to 5.7% last
year and return on equity from 8.6% to 11.5%. These
_figures show that oil companies apparently did not
_ capitalize on soaring oil and petrol prices, but instead
_achieved higher profitability and returns through
_improved operational efficiency and more effective
management of assets and debts.
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