
ANNUAL GENERAL MEETING
The Annual General Meeting will be held on Wednesday April 21, 2004 at 
16:00 (CET) at Orc Software, Birger Jarlsgatan 32A, 5th fl oor, Stockholm, 
Sweden.

Participation
Shareholders wishing to participate in the Annual General Meeting must 
be recorded in the shareholders’ register maintained by VPC AB (the 
Swedish Securities Register Centre) no later than Thursday April 8, 2004 
and must also register with the company at:

Orc Software, Annual General Meeting 
PO Box 7742 
SE-103 95 Stockholm, Sweden 
or by telephone at +46 8 407 38 00, 
or by e-mail at ir@orcsoftware.com

no later than Friday April 16, 2004 at 4 p.m.

Nominee-registered shares
To be entitled to participate in the Annual General Meeting, shareholders 
whose shares have been registered in the name of a nominee through the 
trust department of a bank or a securities fi rm must temporarily register 
their shares with VPC AB. Shareholders who wish to re-register their 
shares must notify their nominee before April 8, 2004.

Dividend
The Board of Directors proposes a dividend of SEK 3.40 per share. The 
proposed record date for the dividend is Monday April 26, 2004. Provided 
that the Annual General Meeting approves this proposal the dividend will 
be paid out through VPC AB on Thursday April 29, 2004.

Nominating committee
The nominating committee is responsible for issuing a proposal for the 
members of Orc Software’s Board of Directors and Directors’ compensa-
tion. Members of the committee are Magnus Böcker (OMHEX), Ulrika 
Hagdahl (Cancale Förvaltnings), Mats Gustafsson (SEB) and Tomas 
Nicolin (Third Swedish National Pension Fund).

E-mail: nominering@orcsoftware.com
Address:  Orc Software, Nominating Committee 
  PO Box 7742
  SE-103 95 Stockholm
  Sweden

• Orc Liquidator – developed for the most advanced users – is a  
 high performance, server based, automated trading platform. With  
 Orc Liquidator and its intuitive programming language, clients can  
 program their own trading strategies, according to which the sys- 
 tem automatically monitors and executes transactions. Thus the  
 user has more time for analysis and further development of trading  
 strategies.

• Orc Trader is used for proprietary trading, market making and risk  
 management. For over 10 years Orc Trader has met international  
 traders’ demands for handling large trading volumes, fast execu- 
 tion and risk management. 

• Orc Broker is specially designed for brokers and sales traders.  
 The application provides an overview of the clients’ orders, the  
 capability to handle large order fl ows and trade on several markets  
 simultaneously.

• Orc Futures is a product for futures trading. The application offers  
 an excellent overview of the market and makes it possible to exe-  
 cute complex strategies with minimal input. By using quick keys 
 for placing orders a trader can instantly update positions.

• Orc Online is an Internet application with real-time prices, news  
 and order entry functionality. The application requires minimal  
 bandwidth and is easy to distribute since users can download the  
 application themselves. 

Orc Software licenses its software to the clients. The quarterly fee 
is based on the number of users and the number of market connec-
tions, and includes new versions and support. In the last two years, 
Orc Software’s business model has broadened to include Orc ExNet, 
which has a transaction-based revenue model. 

Orc Software is a global company with clients in 19 countries and 
local offi ces in Chicago, Frankfurt, Hong Kong, London, Milan, Mos-
cow, New York, Stockholm, St Petersburg, Sydney, Tokyo, Toronto, 
Vienna and Zurich. As of 2002 Orc Software also has a distribution 
agreement with Reuters.

The company is listed on Stockholmsbörsen since 2000. In 2003 re-
venue equaled SEK 249 million and the operating income was SEK 
74 million, giving an operating margin of 30 percent.
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It’s 
Showtime

Comments by the CEO

During the past year our increased efforts on marketing and sales 
have begun to show positive results. By combining a global net-
work of local sales and support offices with third party distribu-
tors we now have the opportunity to both support and supply our 
clients on a much wider basis, regardless of size or geographic 
location.  

BROADER PRODUCT OFFERING
Due to our extensive investment in product development during 
2003, we have a sharper and broader product offering today than 
ever before. Our investments in the product portfolio for 2003 
were the largest in company history. The company’s consistent 
investment in building a knowledge center in Russia is already 
showing results in the form of, for example, a record high number 
of new market connections — something that further secures Orc 
Software as a global and comprehensive participant in the finan-
cial markets. We currently cover trading on more than 70 markets 
around the world. Furthermore, during the year we launched no 
less than four new products: Orc Broker, Orc Futures, Orc Online 
and, last but not least, Orc Liquidator. Orc Liquidator, a system for 
automated trading with extreme performance, further strengthens 
our position as the market’s leading supplier of technology for the 
most advanced users in trading and market making. The global 
launch of Orc Liquidator during the autumn generated a signifi-
cant interest for both the product and Orc Software in the eyes of 
both clients and the media. 

POSITIVE VIEW FOR THE FUTURE
A certain cautiousness and an obvious focus on costs still hov-
ers over the international markets, which results in longer sales 
cycles. Nevertheless, during 2003 we saw a consistent inflow 
of new clients and approximately 20 percent of our clients were 
added during the last 12 months. Furthermore, an improved mar-
ket situation was noted during the second half of 2003.

The transition to electronic trading on the US market undoubtedly 
favors an operator like Orc Software. A new electronic exchange 
has been established in Chicago and the existing exchanges are 

quickly responding by offering increased electronic access. It is 
my personal opinion that the exchanges in the US will convert 
entirely from floor trading to electronic trading. In order to secure 
our stake in North America and to take advantage of these grow-
ing opportunities we established an office in Chicago during the
year. Personally I have also spent a great deal of time in Asia 
where I see clear signs of an improving economy and investment 
interest. The positive trend is strengthened even further by sev-
eral investments in electronic exchange trading systems currently 
taking place in this region.

We feel an increased optimism and in order to take advantage of 
the currently arising opportunities in the market we feel the time 
is right for further investments, especially within development and 
sales. 

As we now leave 2003 and start the new year, I can sum up what 
all of us at Orc Software believe: It’s Showtime!

Stockholm, February 23, 2004

Nils Nilsson
CEO Orc Software
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Orc Software’s business concept is to develop and distribute 
technology for real-time pricing, trading and risk management in 
electronic financial and commodities markets.

REVENUE MODEL
Orc Software licenses the Orc Technology to its clients, who pay 
a quarterly license fee per user and server software in advance. 
The license fee includes new versions and support. Sales of more 
extensive system solutions may also generate initial installation 
revenue in addition to the running license fees. The traditional 
business model has also been complemented by new, more vari-
able license models that are based on the clients’ utilization of the 
service. For example, a transaction-based license model is used 
for services offered via Orc ExNet.

Business concept Objectives

Orc Software’s overall objective is to be the leading global sup-
plier of technology for electronic trading in the financial and com-
modities markets.

The Orc Technology shall constitute the core technology in the 
client’s business operations, as well as be the first choice for third 
party developers, consultants and business partners. Orc Soft-
ware shall also provide service and support of the highest quality.

Business concept and Objectives
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CONTINUOUSLY DEVELOPING AND
IMPROVING THE ORC TECHNOLOGY
Orc Software has historically and shall also in the future allocate 
a considerable part of its resources to the continued development 
and improvement of the Orc Technology. The system is delivered 
with user-friendly open interfaces, which enables integration and 
adaptation to the users’ specific needs. Product development 
takes place continuously and in close cooperation with Orc Soft-
ware’s clients, which provides Orc Software with a unique under-
standing of the development of the market and the clients’ needs. 
In order to meet the company goals and client demands new and 
improved functionality is launched on an ongoing basis.

An important part of product development is to stimulate local 
and international IT consultancy firms, as well as clients’ internal 
IT departments, to develop solutions that complement the Orc 
Technology. The latest addition to Orc Software’s product range, 
Orc Liquidator, provides clients with completely new possibilities 
for integrating proprietary solutions with Orc Software’s advanced 
technology. Thus increasing the added value for the clients while 
making the Orc System an integral part of the client’s total techni-
cal infrastructure.

BROADEN THE USAGE OF THE ORC 
TECHNOLOGY
Today the majority of Orc Software’s clients are present in the 
markets for electronic equities and derivatives trading. The users 
are mostly participants with professional requirements, such as 
traders and market makers. The Orc Technology is also used 
within other client groups and growing areas of electronic trading. 
Orc Software’s strategy is to create leverage by conforming the 
company’s core technology to meet the requirements of new tar-
get groups and areas. The company ensures client confidence by 
further developing the Orc System within many different areas.

IDENTIFY AND PRIORITIZE KEY MARKETS
Orc Software’s sales and support primarily takes place through 
the company’s subsidiaries in Europe, North America, Asia and 
Australia. The company’s technology is a business critical part 
of the clients’ business, which makes local support a crucial 
component of Orc Software’s client offering. Sales may also be 

made advantageously on a local level since an understanding of 
specific market conditions is a vital competitive advantage. Orc 
Software is continuously monitoring developments on new mar-
kets enabling Orc Software to quickly react and establish a local 
presence when new business opportunities arise. Geographical 
prioritization and new establishments are driven by technological 
changes, market potential, the trading environment and level of 
sophistication.

STRENGTHENING THE NETWORK OF DISTRI-
BUTORS AND THIRD PARTY DEVELOPERS
Orc Software’s strategy is to develop alliances with strong com-
panies with activities related to electronic trading. Such alliances 
will facilitate the development of complementing products and 
services as well as broaden and streamline the distribution of Orc 
Software’s products.

INCREASED KNOWLEDGE AND UNDER-
STANDING OF THE ORC SOFTWARE BRAND
Orc Software is continuously investing substantial resources in 
development, research and know-how, resulting in a unique com-
petence and high quality products. This is also reflected in the Orc 
Software brand, which represents cutting edge technology, con-
tinuity, as well as a high level of operational security and service. 
In addition to continuously striving to maintain this position, Orc 
Software is working to increase the awareness and understand-
ing of the brand.

Strategy

Strategy
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LOWER PERSONNEL GROWTH
During 2003 the number of employees increased from 138 to 141, 
an increase of 2 percent. As a consequence of the uncertainty in 
the market during 2003 Orc Software decreased the number of 
new employments for 2003 in comparison to previous years. The 
number of employees has increased primarily in the offices in 
London, Frankfurt, St Petersburg, Sydney and the office in Chi-
cago, which opened during the fourth quarter of 2003. The reduc-
tion of employees took place mainly in Moscow.

ORGANIZATION
During 2003 certain organizational changes were made. Among 
other things a smaller management group was established con-
sisting of Nils Nilsson, Chief Executive Officer, Jonas Hansbo, 
Executive Vice President and Chief Technical Officer, and Lars 
Johansson, Executive Vice President and Chief Operating Offi-
cer. The formation of the new management group enhanced syn-
chronization of product development with current activities in the 
market. 

INCENTIVE PROGRAMS
Orc Software’s employees have on several occasions been 
offered the opportunity to purchase call options in Orc Software in 
order to increase the employees’ participation in the company. All 
employees in the Group were offered the opportunity to purchase 
call options in Orc Software in 2003. More information about the 

option program is available in the Directors’ report, page 19. As a 
further initiative, there exists the possibility to receive bonus and 
sales commission. 

Bonus
Orc Software’s employees, including the Group management, 
have the possibility of receiving a bonus directly related to sales, 
and a bonus that is paid if the Group’s revenue growth and ope-
rating income exceed the internally set goals. Income for 2003 
encompasses only sales related bonuses, including social secu-
rity expenses, of SEK 2.3 (0) million. No commission or bonus was 
paid to the CEO. 

The Board of Directors’ remuneration committee prepares the 
incentive program.

Number of employees per function December 31, 2003

Employees

Number of employees per region December 31, 2003Number of employees and total revenue per employee

Number of employees Total revenue per employee 

 Product development 43%
Support 25%
 Company-wide functions 17%
Sales 15%

Sweden 42%
Russia 23%
Rest of Europe 21%
Asia and Australia 8%
North America 6%
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Orc Software’s business is exposed to a number of risks, both 
external and internal. The risk factors that may have the greatest 
significance for Orc Software’s future development are set out 
below, in no particular order of importance.

TECHNOLOGICAL DEVELOPMENT
The market for pricing, trading and risk management software in 
different electronic market places is characterized by rapid tech-
nological development. Should Orc Software be unable to adapt 
existing products or develop new products that reply to technolo-
gical development in time, or to meet clients’ needs in a competi-
tive way, the company’s operations could be influenced negatively. 
In order to ensure that Orc Software maintains its frontline position 
concerning technological development, the company invests con-
siderable resources in ongoing development of the Orc System. It 
is the company’s ambition to continue to invest important resour-
ces in product development in the future.

NEW PRODUCTS
Orc Software intends to update the Orc System and to launch new 
products continuously. It is not unusual for new, complex high-tech 
products to have certain initial faults, which are corrected over 
time. There are no guarantees that such faults, which could have 
negative consequences for Orc Software’s clients and thus dam-
age the company’s reputation as well as having a negative effect 
on the growth in revenue and income, will not occur. However, Orc 
Software’s standard license and support contracts contain a limi-
tation of the Group’s liability for damages.

DEPENDENCE ON KEY EMPLOYEES
The future development of Orc Software depends to a certain 
degree on retaining key people with specific skills and long experi-
ence in the organization. The loss of key people could imply that 
Orc Software’s operations be affected negatively. Orc Software 
offers considerable responsibility and challenging tasks. There 
also exist various incentive schemes that motivate personnel to 
become engaged in the long-term development of the company. 
Orc Software has so far had very low staff turnover amongst its 
key employees.

RECRUITMENT OF COMPETENT 
PERSONNEL
There is a shortage of the cutting edge expertise that the company 
is looking for in certain countries where Orc Software operates, 
which in the longer term could restrict the company’s operations. 
But due to Orc Software’s presence in a number of countries, the 
company also has the possibility, to a certain extent, of steering 
development work towards those countries where the availability 
of labor is currently good. In order to facilitate the recruitment of 
developers, Orc Software has for several years had development 
offices in Moscow and St Petersburg since the availability of the 
type of development skills that Orc Software demands is good in 
Russia.

POLITICAL RISK
The absolute majority of the countries in which Orc Software 
conducts business are considered very politically secure. In some 
markets, for example Russia and Hong Kong, the political risk is 
higher. Currently however, Orc Software does not see any threat 
towards the company’s continued business in these markets. 
However, this does not indicate that such a situation will not arise 
in the future.

COMPETITION
The market for software for trading on electronic exchanges is 
fragmented and exposed to competition. It is possible that com-
petition will increase in the future. Orc Software currently believes 
that the company is ahead of many of its competitors, particularly 
when it comes to experience, product range, number of market 
connections, as well as the very advanced technical level of the 
products. Orc Software’s financial stability also places the compa-
ny in a special position in comparison with many of its competitors. 
An investment in a trading system is long-term, and the client is 
dependent upon the supplier continuously developing the system.

INTELLECTUAL PROPERTY
The products marketed by Orc Software consist mainly of soft-
ware that has been developed within the company over a long 
period of time. Orc Software believes that the company’s propri-
etary products do not infringe the rights of any third party and the 
company relies on the copyright protection afforded by Swedish 
and international legislation. However, it cannot be ruled out that 
a third party may claim that the company’s products or services 
infringe the intellectual property of others. Such claims could 
result in Orc Software having to invest significant resources in 
legal proceedings and/or possible damages. Furthermore, others 
may attempt to improperly exploit Orc Software’s technology or to 
develop products that wholly or in part infringe the Group’s intel-
lectual property. It is not certain whether the Group’s insurance 
would cover costs associated with attempts to intervene against 
such infringements. 

LIABILITY
Orc Software’s products deal with extensive and complex transac-
tions that often involve significant amounts. Clients are located in
many different parts of the world, including the US. Although Orc 
Software attempts to limit the Group’s liability for damages in its 
license and support agreements in various ways, it cannot be ruled 
out that clients or others may bring claims for compensation for 
losses or damage that are claimed to have arisen as a result of 
faults or shortcomings in Orc Software’s products or services. Any 
such claims could result in Orc Software having to utilize signifi-
cant amounts of its resources for legal proceedings and/or poten-
tial damages. It is not certain whether the Group’s insurance would 
cover the costs specified above. Orc Software is not currently 
involved in any litigation.

For Financial risk management, see page 18.

External and internal 
risk factors

Risks
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The Board of Directors and the Chief Executive Officer of Orc 
Software AB (publ), corporate identity number 556313-4583 and 
domicile Stockholm, hereby submit the accounts for the financial 
year 2003 for the Parent company and the Group.

ABOUT ORC SOFTWARE
Orc Software develops and distributes technology for advanced 
market making, trading and brokerage on electronic financial and 
commodities markets. The company’s overall objective is to be 
the market leading global supplier of the technology upon which 
electronic trading in financial markets as well as commodities is 
based.

As of December 31, 2003, the Group consisted of the Parent 
company, Orc Software AB, and the subsidiaries:

• Orc Software Pty Ltd. (Sydney)
• Orc Software s.r.l. (Milan)
• Orc Software Ltd. (London)
• Orc Software GmbH (Frankfurt)
• Orc Software GmbH (Vienna)
• Orc Software GmbH (Zurich)
• Orc Software Inc. (New York)
• Orc Software HK Ltd. (Hong Kong)
• Orc Software KK. (Tokyo)
• Orc Software Inc. (Toronto)
• Orc Software East AB (Moscow and St Petersburg)
• Orc ExNet Transaction Services AB (Stockholm)
• Orc Tradelab Robotic Trading AB (Stockholm)
• Dancharia Research & Trade East AB (Stockholm)

In Orc Software s.r.l., the Parent company owns 95 percent and 
the country manager 5 percent of the shares. In Orc Software HK 
Ltd. and Orc Software GmbH (Zurich) the Parent company holds 
99 percent and 95 percent respectively and two other companies 
in the Group the remaining parts. The ownership of Orc Software 
s.r.l., Orc Software HK Ltd. and Orc Software GmbH (Zurich) is
governed by local regulations. As Orc Software controls the re-
maining shares in these companies, they are consolidated in full in 
the consolidated accounts. In Orc ExNet Transaction Services AB, 
the Parent company owns 72 percent and the three founders of 
Orc ExNet hold the remaining part. All the other subsidiaries are 
100-percent owned by the Parent company. Orc Software also 
owns 35 percent of Orc Education AB and 34 percent of E2E 
infotech Limited. The remaining part of Orc Education is owned by 
Swedish Trading Institute AB. E2E infotech is also owned by Trad-
ingLab who owns 34 percent and the founders of E2E infotech 
who own 32 percent. Orc Software owns 49 percent of Game 
Federation Development AB and the remaining part is owned by 
Game Federation Svenska AB. Furthermore Orc Software owns 
10 percent of Infront AS.

MARKETS
The first half of the year was characterized by a continued general 
review of costs among banks and brokerage houses and a con-
sistently cautious approach to technology investments. Further 
consolidations were completed and less profitable participants 
left the market. Orc Software’s clients traded on more geographi-
cal markets, but due to cost reasons they are localizing to fewer 
geographical sites. During the second half of the year, however, 
there was an increased activity and investment enthusiasm 
among the market’s participants.

In Europe sales to clients increased especially in Germany and 
Austria, while sales development in the Nordic region remained 
weak. In Asia and Australia more and more clients trade on a 
greater number of market places, which presents interesting 
growth opportunities for Orc ExNet in particular.

The transition to electronic trading in the US is now a reality, 
which creates good growth opportunities for Orc Software who 
offers a system with access to many different market places and 
the possibility of integrating the system with proprietary solu-
tions. Among other things the launch of Eurex US in Chicago has 
placed a pressure on the other exchanges in Chicago to offer 
electronic solutions. Another clear example is the electronic 
options exchange ISE (International Securities Exchange) who 
after only three years in business has attained larger trading 
volumes in stock options than the traditional floor trading on the 
CBOE (Chicago Board Options Exchange).

During the fourth quarter Orc Software launched Orc Liquidator, 
which makes it possible for the users to pre-program their own 
trading strategies, which is then executed automatically. More 
and more of the market’s most advanced participants believe that 
automatic trading is a prerequisite for success, and the launch of 
Orc Liquidator was received with great interest from the clients. 

FUTURE OUTLOOK
Orc Software has a positive outlook for future market develop-
ment, which is strengthened by increased activity and investment 
willingness among the market’s participants. However, this is not 
estimated to have any significant financial impact in the short run, 
since the international market is still characterized by an obvious
focus on costs with longer lead times as a result. During the up-
coming quarters Orc Software will partly be affected by previ-
ously obtained client cancellations, and partly by an increasing 
influence from the weakening of the US dollar. In the long run, 
however, Orc Software expects an increase in demand and the 
company therefore believes that now is the right time for making 
further investments in development and sales. Some of these ini-
tiatives were already initiated during the last quarter of the year.

Directors’ report

Directors’ report
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SIGNIFICANT EVENTS

Setting up in Chicago
During the fourth quarter 2003 Orc Software opened a sales and 
support office in Chicago focused on taking advantage of the 
market opportunities created by the increase in electronic trading 
in Chicago. Orc Software’s technology makes it possible to trade 
on all the leading options and futures markets in Chicago. 

Reuters alliance 
Following the formation of the Reuters/Orc alliance, Reuters 
launched the ROMEX (Reuters Order Management for Exchange 
Execution) product suite in Europe in Q1 2003. ROMEX is 
Reuters new trading tool based on Orc Software’s technology 
and is targeted at sell side firms across Europe, particularly those 
with a need for efficient order execution. Reuters is also planning 
to offer the trading community an ASP (Application Service Pro-
vider) service for ROMEX, which will help reduce overall customer 
costs. 

During 2003, the interest in the European market place was high 
and Reuters sold ROMEX to clients in Belgium, Denmark, France, 
Germany, Italy, The Netherlands, Spain and Sweden.

Orc ExNet
During 2003 Orc ExNet added additional partners to its network. 
Agreements have been signed with Morgan Stanley and SEB 
Futures for trading on American and European exchanges as well 
as Capital Futures Corporation, a Taiwanese brokerage house, for 
trading on the Taiwanese markets. In addition, agreements have 
been signed with SEB Merchant Banking, which provides Orc 
Software’s clients with the ability to trade currencies electroni-
cally in the Orc System via SEB. During the fourth quarter con-
tracts were signed with among others Fimat Australia for trading 
on equities and derivatives exchanges in Asia and Australia. 

As of December 31, 2003 Orc ExNet offered trading possibilities 
on 32 markets in Asia, Australia, Europe and North America, via 
its cooperation partners.

Market connections
As of December 31, 2003, the Orc System was connected to 64 
exchanges. Connections were established with the following 13 
exchanges in 2003: 

• Amsterdam Switch, The Netherlands
• Boston Options Exchange, US
• Chicago Board Options Exchange, US
• Chicago Board of Trade (e-cbot), US
• Chicago Mercantile Exchange, US
• Euronext.liffe, Belgium, France and UK
• Korea Stock Exchange, South Korea
• London Stock Exchange (SETS CW), UK
• MTS (Bonds), Europe

• Osaka Stock Exchange, Japan
• Quotrix, Germany
• Tokyo Stock Exchange (Cash), Japan
• Tokyo Stock Exchange (Derivatives), Japan

Product development
Orc Software launched a number of new products during the year. 
The new products bring possibilities of both widening the usage of 
the Orc Technology for current clients as well as the ability to offer 
new clients a more complete product selection. Furthermore, clients 
can reduce their costs by limiting the number of system suppliers.

During the last two years Orc Software has dedicated significant 
resources to the development of the new advanced product, Orc 
Liquidator. This product, which is designed for the most advanced 
users, is a high performance, server based and automated trading
platform. The Orc Liquidator’s intuitive programming language 
allows the user to program their own trading strategies, according 
to which the system automatically monitors and executes transac-
tions. The system detects price differences at speeds that cannot 
be attained through manual trading. This creates the possibility 
of making profits on the market’s order flow and allows the user 
more time to analyze market trends as well as research and further 
develop trading strategies. 

Orc Futures is a new client application specially designed for fu-
tures traders. A major part of trading in Chicago is made up of 
futures and Orc Software’s new futures product is an important 
addition to the product portfolio in order to be able to increase sales 
in the US. The application may also be used for equity trading.

By agreement with the Norwegian software development com-
pany Infront, Orc Software has the possibility to distribute Infront’s 
information and trading system on a global basis. The product, 
which is called Orc Online, was introduced during the third quarter 
and is an Internet application offering real-time prices, news and 
completely integrated order entry functionality.

Furthermore the first versions of the Orc System that were based 
on the new components developed in St Petersburg were put into 
operation.

A total of 13 new market connections were completed during the 
year. In addition, maintenance, updates and performance optimiza-
tion on a number of existing market connections took place. The 
Orc System was further enhanced with a number of new functions 
in the new versions, which were completed during the year. Among 
other things the following was added: new order types such as 
parent-child order, bait orders, and the ability to place orders 
based on a volume weighted average price. Additionally, the auto-
mated alert functions were improved and further functionality for 
making the management of a large number of client orders more 
efficient for brokers was added.

Directors’ report
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Organization
During 2003 certain organizational changes were made. Among 
other things a smaller management group was established con-
sisting of Nils Nilsson, Chief Executive Officer, Jonas Hansbo, 
Executive Vice President and Chief Technical Officer, and Lars 
Johansson, Executive Vice President and Chief Operating Officer. 
The new formation of the management group enhanced synchro-
nization of product development with current activities in the 
market. 

REVENUE2

Full year 2003
The Group’s revenue decreased during 2003 by 9 percent to SEK 
249 (275 in the corresponding period 2002) million.

Systems revenue decreased by 9 percent to SEK 224 (247) 
million and amounted to 90 (90) percent of total revenue. The 
decrease is primarily due to cancellations of contracts and user 
licenses as well as the weakening of the US dollar. Initial reve-
nue for Orc Liquidator and sales of technology components to 
OMHEX amounted to a total of approximately 7 percent of sys-
tems revenue for 2003. 

Other operating revenue decreased by 13 percent to SEK 13.2 
(15.2) million and primarily represents hardware sales as well as 
consulting revenue.

The remaining revenue is related to development work performed 
by the company for its own use and capitalized, which decreased 
from SEK 13.4 to 12.0 million. 

Orc ExNet continued to perform well during 2003. The total 
financial impact still represents a minor part of the Group’s sales.

During 2003, revenue from clients located outside Sweden repre-
sented 75 (74) percent of total revenue. At the end of December 
2003, Orc Software had clients in a total of 19 (19) countries.

Revenue per geographic market
SEK million 2003 2002 Change in %
Sweden 59 69 -14
Rest of the Nordic countries 18 21 -14
Rest of Europe 107 117 -9
Asia and Australia 22 27 -19
North America 31 28 11
Work performed by the company 
for its own use and capitalized 12 13 -8
Total 249 275 -9

Sales to the North American market grew by 11 percent to 
SEK 31 million, primarily due to sales of Orc Liquidator. Sales 
decreased on other markets. Sweden and the remainder of 
Europe, excluding the Nordic region, accounted for the largest 
decrease in absolute terms.

The number of client sites3 amounted to 154 (164) at the end of 
2003. Average revenue per client site4 amounted during the year 
to SEK 1.4 (1.6) million.

The Group’s five largest clients represented a total of 18 percent 
of revenue during 2003. No individual client represented more 
than 5 percent of revenue.

2 Revenue and operating margin for 2002 and 2003 are calculated after taking into account 
an increase in revenue of SEK 12.0 (13.4) million for 2003 subsequent to the capitalized work 
performed by the company for its own use, in accordance with the Swedish Financial Accounting 
Standards Council’s recommendation no.15.

3 The number of client sites includes the sites that as of year-end pay a license fee.
4 Calculated as the total systems revenue divided by the average number of client sites for the 
period.

Directors’ report
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Fourth quarter 2003
The Group’s revenue decreased in the fourth quarter of 2003 
by 13 percent to SEK 62 (71) million. Compared to the previous 
quarter revenue increased by 1 percent. 

Systems revenue increased by 4 percent compared to the previ-
ous quarter, due to among other things, two new sales of Orc 
Liquidator. Other operating revenue decreased somewhat. Work
performed by the company for its own use and capitalized de-
creased by SEK 1.8 million as a result of the company completing 
a development project in St Petersburg.

During the fourth quarter 6 new client sites were added in Japan, 
UK and the US. The number of lost client sites equaled 9 and 
consisted mostly of a number of smaller sites in the Nordic region 
and Asia. During the period Orc Software received cancellations 
regarding 7 client sites, which will impact the number of client 
sites during the upcoming quarters.

EARNINGS

Full year 2003
Operating income for 2003 decreased by 36 percent to SEK 
74 (115) million, representing an operating margin of 29.9 (41.6) 
percent. 

The lower operating income is primarily due to lower revenues. 
Furthermore, the focus on development and sales, which aims to 
generate future growth and accordingly did not have an immedi-
ate affect on revenue, increased costs.

Fourth quarter 2003
Operating income for the fourth quarter 2003 decreased by 41 
percent to SEK 16 (27) million. The operating margin amounted 
to 24.9 (37.7) percent. Compared to the previous quarter opera-
ting income decreased by 25 percent.

The lower operating margin was mostly related to the increased 
focus on marketing and sales activities and higher amortizations. 
Among other things, the launch of Orc Liquidator increased mar-
keting costs. Additionally a sales and support office was estab-
lished in Chicago. Amortizations of intangible assets increased 
significantly as a result of the completion of the development 
project in St Petersburg.

OPERATING EXPENSES
Operating expenses increased for 2003 by 9 percent to SEK 
175 (161) million. In comparison to the previous quarter operating 
expenses increased by 13 percent.

Personnel costs increased by 13 percent to SEK 93 (82) million 
during 2003. The average number of employees increased by 10 
percent for the same period. In comparison to the third quarter, 
personnel costs increased by 9 percent for the fourth quarter, 

which was primarily due to new employment and higher sales 
commissions, a consequence of the increased systems revenue.

The purchase cost of goods sold decreased during 2003 com-
pared to the previous year, as a result of decreased hardware 
sales. The cost in comparison to the third quarter increased by 
SEK 0.9 million.

As a result of the expansion of the Stockholm office, as well as 
the office in Tokyo, cost of premises increased by 13 percent to 
SEK 17 (15) million for 2003. The Chicago office was established 
during the fourth quarter but had only a minor effect on cost of 
premises. The cost in comparison to the previous quarter was 
largely unchanged.

Telecom expenses decreased during 2003 by 7 percent and 
amounted to SEK 7.5 (8.1) million. The cost in comparison to the 
previous quarter was largely unchanged.

Consulting fees for product development increased somewhat 
compared to the previous year and amounted to SEK 7.8 (7.0) mil-
lion. In comparison to the previous quarter these costs decreased 
from SEK 2.0 to 1.0 million.

Other external expenses increased for 2003 by 3 percent to SEK 
30 (29) million. In comparison to the previous quarter these costs 
increased by 31 percent from SEK 6.8 to 8.9 million primarily due 
to the launch of Orc Liquidator.

Depreciation and amortization increased by 22 percent and 
amounted to SEK 13.1 (10.7) million. In comparison to the previ-
ous quarter depreciation and amortization increased by 45 per-
cent. This is due to the completion of the development project 
in St Petersburg and that amortization of this intangible asset 
thereby began during the fourth quarter. 

DEVELOPMENT EXPENSES
Orc Software constantly invests considerable resources in pro-
duct development of new and existing applications. The main part 
of development expenses consists of salaries. At the end of the 
year, 61 (58) people worked with product development in Frank-
furt, London, Moscow, St Petersburg, Stockholm, Sydney and 
Toronto. Other product development expenses include computer 
equipment and premises for product developers, as well as exter-
nal consultants.

As of January 1, 2002 Orc Software capitalizes the part of the 
Group’s expenses that are related to the development of new 
market connections. Expenses for the development of new com-
ponents for Orc Software’s products, which took place in St 
Petersburg, were capitalized from the beginning of 2001 until the 
project was completed at the end of the third quarter of 2003. 
The people involved in this project currently work with continued 
development of the Orc System, which is not capitalized. Orc 
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Software’s policy for the amortization period is three years from 
completion. 

Capitalized development expenditure during 2003 amounted to 
SEK 12.0 (13.4) million. Amortization of the accumulated capital-
ized development expenditure during 2003 amounted to SEK 3.9 
(1.3) million.

The total development expenditure increased by 7 percent for 
2003 and amounted to approximately 25 (21)5 percent of reve-
nue. In absolute terms the development expenses increased 
mostly due to an increase in internal development resources for 
the subsidiaries as well as the use of external resources for deve-
lopment. The development expenses are expected to represent a 
significant part of operating expenses also in the future.

NET FINANCIAL INCOME
Net financial income decreased to SEK 5.6 (8.5) million as a 
result of a decrease in liquid funds and lower interest rates as well 
as lower income from associated companies. The Group’s liquid 
funds decreased during the year from SEK 274 to 252 million, of 
which SEK 216 (240) million consisted of short-term investments.

Income after financial items decreased by 35 percent to SEK 80 
(123) million.

TAXES
The tax rate for 2003 amounted to 30 (29) percent. Tax expen-
ses are calculated based on the expected tax for the Parent com-
pany and each subsidiary. 

Income after tax decreased by 36 percent to SEK 56 (87) million.

OPERATING CAPITAL AND WORKING CAPITAL 
COMMITMENT
Orc Software’s operating capital amounted to SEK -8 (-29) mil-
lion at the end of 2003. The increase in operating capital was pri-
marily due to the decrease in liquid funds. The Group did not have 
any interest bearing debt for the period.

The working capital6 increased by SEK 2 million to SEK -30 (-32) 
million. The principal reason behind the negative working capital 
commitment is the large item of accrued expenses and prepaid 
income that for the most part consists of license fees, which are 
invoiced quarterly in advance.

ASSET TURNOVER RATIO
The balance sheet total decreased during 2003 by 3 percent to 
SEK 354 (365) million and the asset turnover ratio amounted to 
1.0 (1.3).

EQUITY/ASSETS RATIO AND EARNING 
CAPACITY
The equity/assets ratio amounted at year-end to 69 (67) percent. 
During 2003 the return on capital employed amounted to 33 (57) 
percent and the return on shareholders’ equity amounted to 23 
(40) percent. 

5 Previously these figures included amortization of capitalized development expenditure. The 
comparable figure is recalculated.
6 Tax liabilities/receivables were previously included in the calculation for working capital but are 

now excluded in accordance with the definition of working capital in Swedish Financial Account-
ing Standards Council’s recommendation no. 7. The comparable figures are adjusted for this 
change.

Directors’ report

Breakdown of operating expenses 2003 Quarterly revenue and operating margin

Total revenue Operating margin

Personnel costs 53%
Other external expenses 18% 
Cost of premises 10%
Depreciation and amortization 8%
Consulting fees 4%
Telecom expenses 4%
Purchase cost of goods sold 3% 20

40

60

80

20

30

40

50

%Mkr

2000 2001 2002 2003
1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4

SEKm



18

CASH FLOW AND INVESTMENTS
The Group’s cash flow, before changes in working capital and 
investments, amounted at year-end to SEK 59 (111) million. The 
decrease in cash flow was mostly due to a lower operating income 
and a decrease in tax liabilities.

The Group’s investments for the year amounted to SEK 22 (32) 
million, primarily consisting of capitalized development expenses 
amounting to SEK 12.0 million as well as computer and office 
equipment for SEK 6.1 million.

The Group’s cash flow after investments amounted to SEK 34 
(84) million during 2003.

Cash flow from financing activities amounted to SEK -56 (-33) 
million, which corresponds to the repurchase of own shares of 
SEK 11.2 (0) million and the payment of dividends equaling SEK 
45 (33) million. 

Liquid funds amounted to SEK 252 (274) million as of December 
31, 2003.

The ratio between cash flow, before financial items and tax, and 
the operating income, before depreciation and amortization, 
amounted at year-end to 0.7 (0.8).

FINANCIAL RISK MANAGEMENT

Foreign exchange risks
Transaction exposure
The majority of Orc Software’s invoicing to clients in the Nordic 
countries takes place in Swedish kronor. Clients outside the 
Nordic countries are invoiced primarily in US dollars and Euro, 
although invoicing is also done in Australian dollars, Danish kro-
nor, Canadian dollars as well as to some extent in British pounds. 
The Group has significant exposure in US dollars and Euro, for 
which invoicing exceeds expenses, as well as in British pounds 
where expenses exceed revenue since the invoicing for UK cli-
ents is primarily denominated in US dollars.

The Group’s exposed net inflow amounted to approximately SEK 
103 million in 2003, allocated as set out in the table below.

The effect of exchange rate fluctuations, calculated as a change 
of the relevant average exchange rates between 2002 and 2003, 
amounted to approximately SEK -11.1 million, and was primarily 
due to the weakened USD, which at year-end equaled 7.28 Swed-
ish kronor. Foreign exchange hedging affected earnings on an 
operating level by SEK 13.7 (3.0) million.

In accordance with the Group’s policy, significant net exposure in 
each respective currency is hedged for the coming 3-12 months, 
with a certain possibility of deviation in special cases. As of De-
cember 31, 2003, future flows equivalent to SEK 94 (162) million 
had been hedged7, consisting of USD 6.0 (11.0) million hedged 
against the Swedish krona at an average forward rate of 9.99 
(10.43) and EUR 3.7 (5.0) million hedged against the Swedish 
krona at an average forward rate of 9.30 (9.37). The total aver-
age remaining duration is approximately 3 (10) and 3 (9) months 
respectively. These foreign exchange hedges represent approxi-
mately 7-10 (15) months of future net flows.

At financial year-end,unrealized foreign exchange gains amount-
ed to SEK 7.5 (11.8) million, valued at the SEK/USD exchange 
rate of 7.28 (8.83) and the SEK/EUR rate of 9.09 (9.19).

Balance sheet exposure
It is Orc Software’s policy to hedge significant exposure in foreign 
currencies. At year-end, Orc Software did not have any significant 
balance sheet exposure in foreign currencies. 

Inflow 2003 SEKm
USD 69
EUR 30
AUD 2
DKK 2
Total 103

Outflow 2003 SEKm
GBP 16
JPY 6
HKD 2
CAD 1
CHF 1
Total 26
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Operating and working capital

Working capital Operating capital

7 OM Treasury AB is the counterpart on SEK 47 million of this amount.
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Liquidity management
As to liquidity risk and credit risk, investments may only take 
place in instruments that have high liquidity and credit value. This 
implies that Swedish issuers must be ranked “K1” as per Standard 
& Poor’s ratings and that non-Swedish issuers must be ranked “A-
1” and “P-1” as per Standard & Poor’s and Moody’s ratings.

The Group’s short-term investments, which at year-end amounted 
to a nominal value of SEK 218 (243) million, consisted of Swedish 
commercial papers with “K1” credit ratings and bank time deposits.

Credit risks
In general, Orc Software’s clients, who among others consist of 
investment banks, banks and brokerage houses, represent a capi-
tal-strong segment with a consequent low risk for credit losses. 
The Group’s credit losses are negligible due to the fact that cli-
ents, on a quarterly or even longer basis, pay in advance and that 
Orc Software works actively to inform its clients of the importance 
of paying on time. During 2003, there were no significant credit 
losses. 

Sensitivity analysis
The sensitivity analysis below describes the full-year effect on the 
Group’s operating income due to a change in a number of factors.

  Effect on operating income
Factor Change for full year 2003, SEK million
License price +/– 5% +/– 11.2 
Salary costs +/– 5% –/+ 4.4 
Development expenses +/– 5% –/+ 3.0 
SEK/USD +/– 5% +/– 3.98

SEK/GBP +/– 5% –/+ 0.88

SEK/EUR +/– 5% +/– 1.78

EMPLOYEES
During 2003 the number of employees increased from 138 to 
141, an increase of 2 percent. The average number of employees 
was 137 (124). As a consequence of the uncertainty in the mar-
ket Orc Software decreased the number of new employments 
for 2003 in comparison to previous years. The number of female 
employees at year-end equaled 24 (23) and the number of male 
employees equaled 117 (115). The average age of the employees 
is 31 (30) years.

BONUS
Orc Software’s employees including the Group management have 
the possibility of receiving a bonus directly related to sales, and a 
bonus that is paid if the Group’s revenue growth and operating
income exceed the internally set goals. Income for 2003 encom-
passes only sales related bonuses, including social security ex-
penses, of SEK 2.3 (0) million. The Board of Directors’ remunera-
tion committee prepares the incentive program.

OPTIONS PROGRAM
Carnegie has issued two option programs for Orc Software’s 
employees. One program issued in 2000, covered the purchase 
of 519 000 options by 55 employees and expired during the year. 
The exercise price equaled SEK 60 per option with maturity on 
March 31, 2003. The second program issued in 2001 covers the 
purchase of 270 000 call options by 39 employees with an exer-
cise price of SEK 210 per option, maturing on March 1, 2004. The 
options were purchased at a price calculated by Carnegie. 

A new option program for Orc Software’s employees was 
launched during the first quarter of 2003. All employees in the 
Group were granted the opportunity to purchase call options 
issued by Hagströmer & Qviberg FK at market price. A total of 71 
employees purchased a total of 304 900 call options from Hag-
strömer & Qviberg. The exercise price for the call option is SEK 
80 and the expiration date March 1, 2006. The option premium 
amounted to SEK 11.50 per option.

All options will be cash-settled by a third party and the option 
programs will therefore not result in any dilution and will not affect 
Orc Software’s earnings. 

PROPOSED DIVIDEND
The Board of Directors has resolved to recommend a dividend of 
SEK 3.40 (3.00) per share for 2003, representing a total of SEK 
50 (45) million and 89 (51) percent of net income. The Board pro-
poses a higher dividend given that the company expects positive 
market development and today has a strong capital base. The 
proposed record day for dividends is Monday April 26, 2004. If 
the Annual General Meeting votes in favor of the proposal, the 
expected payment date for the dividends is Thursday April 29, 
2004. The dividends are paid through VPC AB.

SHARE REPURCHASE AND REDUCTION OF 
SHARE PREMIUM RESERVE
During 2003 Orc Software purchased a total of 225 000 shares 
for SEK 11.2 million, which equals 1.5 percent of the 14 850 000 
shares issued, in accordance with the decision from the Annual 
General Meeting 2003. Excluding Orc Software’s own sharehold-
ing, the number of shares equals 14 625 000. During the fourth 
quarter of 2003 Orc Software did not purchase any Orc shares. 
The nominal value of the acquired shares is SEK 22 500. The 
purpose of the acquisitions is to provide the Board with the oppor-
tunity to create additional value for the company’s shareholders by 
adjusting the capital structure of the Group.

The Annual General Meeting 2003 decided to reduce the share 
premium reserve by SEK 50 million, in order to create greater 
possibilities for distributing capital to shareholders. The District 
Court’s decision regarding the reduction was made on January 
14, 2004 and came into effect on February 4, 2004, at which 
time the period for appeal expired. As of December 31, 2003 

8  Without taking into consideration existing hedging contracts.
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restricted and non-restricted reserves are accounted for includ-
ing the unapproved reduction of the share premium reserve.

TRANSACTIONS WITH AFFILIATED 
COMPANIES
During 2003 Orc Software sold technology components to OM 
Technology AB for SEK 3.0 million. Of the Group’s total hedged 
foreign exchange position equaling SEK 94 million, OM Treasury 
AB is the counterpart for SEK 47 million. Orc Software has also 
purchased development services for SEK 3.3 million from Game 
Federation Development AB, in which Orc Software owns 49 per-
cent, and from E2E infotech Limited, in which Orc Software owns 
34 percent, for SEK 2.0 million.

THE PARENT COMPANY
The Parent company’s revenue9 decreased by 12 percent to SEK 
230 (257) million. Income after financial items decreased and 
amounted to SEK 74 (114) million. Liquid funds amounted at the 
end of the year to SEK 228 (258) million, of which SEK 211 (240) 
million consisted of short-term investments.

THE BOARD AND ITS WORK
Orc Software’s Board of Directors consists of 7 (8) members, 
following the resignation of one director during the year. All the 
directors are elected at the Annual General Meeting. The Board 
consists partly of members who represent the company’s larger 
shareholders, OM Technology and Cancale Förvaltnings, and 
partly of independent directors. The Chief Executive Officer is
also a member of the Board. In 2003 Orc Software’s Board held
9 (8) meetings. At each meeting during the year the Board 
addressed standard topics such as market development, signifi-
cant issues regarding the company and, in particular, the com-
pany’s financial position. In addition, issues regarding the annual 
report, interim reports, the budget and comprehensive matters 
regarding strategy and world analysis were reviewed. 

The Board has chosen not to appoint a specific audit committee.
Auditing issues are managed by the entire Board. The company’s 
auditor participates in both a planning meeting and the meeting 
addressing the annual financial statements, at which time the 
auditor presents any remarks from the review of Orc Software’s 
internal controls and financial statements.

The Group’s Chief Executive Officer presents strategy-related 
matters and the Group’s Chief Operating Officer addresses eco-
nomic and financial issues. 

Salary and remuneration committee
The Board of Directors has appointed a remuneration committee 
consisting of Magnus Böcker and Åke Dovärn and the human 
resources manager as a reporting member. The remuneration 
committee prepares and discusses proposals regarding incentive 
programs, benefits and salaries, including sales commission and 

bonuses for the company’s employees in general and Group man-
agement. The Board of Directors makes the final decisions. 

Nominating committee
In accordance with the authorization from the Annual General 
Meeting in April 2003, Orc Software’s chairman has appointed 
a nominating committee. The nominating committee consists 
of Magnus Böcker (OMHEX), Ulrika Hagdahl (Cancale Förvalt-
nings), Mats Gustafsson (SEB) and Tomas Nicolin (Third Swedish 
National Pension Fund). The committee is responsible for pre-
senting a proposal for the members of Orc Software’s Board of 
Directors and the Board’s remuneration.

TRANSITION TO IFRS 2005
According to the European Union’s International Accounting 
Standards (IAS) regulation all listed companies in the EU as of 
2005 shall complete their Group accounting in accordance with 
international accounting recommendations, International Finan-
cial Reporting Standards (IFRS), which is the new name of IAS. 
The EU has yet to decide on the recommendations for financial 
instruments, IAS 32 and IAS 39. Furthermore, a comprehensive 
overview of a large number of current IFRS within the Internation-
al Accounting Standards Board (IASB) is taking place. Thus, the 
implications of following IFRS from 2005 are still unclear. IASB 
has stated that only the IFRS which was published during the first 
quarter of 2004 will be in effect as of 2005. 

The Swedish Financial Accounting Standards Council’s recom-
mendations agree for the most part with current IFRS. Since Orc 
Software’s financial reports are in agreement with the Swedish 
Financial Accounting Standards Council’s recommendations the 
impact of the transition to IFRS is expected to have little signifi-
cance. However, Orc Software’s accounting of financial instru-
ments will be affected. According to IAS 39, financial instruments 
shall be accounted for at face value in the balance sheet. Deriva-
tives have not previously been accounted for in Orc Software’s 
balance sheet and the derivatives position primarily pertains to 
hedges on foreign exchange exposure in US dollar and Euro. The 
effect on shareholders’ equity and the impact of the transition 
will therefore depend on the size of the hedged cash flows as of 
December 31, 2004 and the face value of these positions. The 
hedged cash flow as of December 31, 2003 resulted in unreal-
ized foreign exchange gains of SEK 7.5 million. 

According to IFRS 1 reconciliation of shareholders’ equity as of
January 1, 2004 and of the net income for 2004, between pre-
vious accounting principles and IFRS, shall be completed. Orc 
Software intends to carry out such reconciliation in connection 
with the year-end accounts for 2004.

Except for the regulations in IAS 39 Orc Software has not identi-
fied any other significant areas in its accounting that are affected 
by the transition to IFRS.

9 Most of Orc Software’s invoicing is administered by the Parent company. The subsidiaries 
invoice the Parent company an amount that is based on the subsidiaries’ actual costs plus a profi t 
margin mark-up. Revenues in the Parent company’s accounting have previously offset these 

costs. As of the fourth quarter the Parent company’s revenues and costs are accounted for in 
gross terms. Comparable fi gures have been adjusted for this change.
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Orc Software has completed a number of activities due to the 
planned transition to IFRS 2005. Orc Software has determined 
which principles and areas differ from current principles and 
developed the internal reporting.

DISTRIBUTION OF EARNINGS

The Group
The Group’s non-restricted reserves amount to SEK 141 million
after the year’s earnings of SEK 56 million. No provisions for re-
stricted reserves are required.

Orc Software AB (publ)Software AB (publ)
Earnings brought forward from the previous year              91 373 562 SEK
Income for the year                                                          41 260 675 SEK
Total                                                                             132 634 237 SEK  

The Board of Directors and the Chief Executive Offi cer propose that these 
funds be distributed as follows:

To the shareholders, a dividend of SEK 3.40 per share      49 725 000 SEK
To be carried forward                                                       82 909 237 SEK
Total                                                                             132 634 237 SEK 

Stockholm, February 25,  2004

Directors’ report

Our audit has been submitted February 25, 2004. 

Ernst & Young AB
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