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Cautionary Statement for Purposes of the "Safe ¢tadf the Private Securities Litigation Reform Axft1995

Certain statements included herein and in other @y reports and public filings are forward-lookimihin the meaning of the Private
Securities Litigation Reform Act of 1995. Readens eautioned that such forward-looking statememksch may be identified by words such
as "may," "will," "expect," "anticipate," "continye'estimate," "project,” "intend," and similar exggsions are only predictions and are subject
to risks and uncertainties that could cause thegamyis actual results and financial position téedifmaterially in such forward-looking
statements. Such risks and uncertainties includbput limitation: (i) unemployment and general romic conditions associated with the
placement of temporary staffing personnel; (ii) @@mpany's ability to continue to attract, traim aatain personnel qualified to meet the
staffing requirements of its clients; (iii) the Cpamy's ability to identify appropriate acquisiticandidates, complete such acquisitions and
successfully integrate acquired businesses; (iggrainties regarding proforma financial informatend the underlying assumptions relating
to acquisitions and acquired businesses; (v) plesaitverse effects on the market price of the CayipaCommon Stock due to the resale
the market of significant amounts of Common StdeK;the potential adverse effect a decrease irrdging price of the Company's Comn
Stock would have upon the Company's ability to &egousinesses through the issuance of its sessiritvii) the Company's ability to obtain
financing on satisfactory terms; (viii) the reli@nof the Company upon the continued service ahiecutive officers; (ix) the Company's
ability to remain competitive in national, regiorgaidd local markets; (x) the Company's ability timire several of its key clients; (xi) the
Company's ability to maintain its unemployment asice premiums and workers compensation premiudigth(e risk of claims made
against the Company associated with providing taamycstaffing services; (xiii) the Company's alilib manage significant amounts of
information, and periodically expand and upgradenformation processing capabilities; (xiv) thengmany's ability to remain in compliance
with federal and state wage and hour laws and atigals; and (xv) other economic, competitive andegomental factors affecting the
Company's operations, market, products and serviesders are cautioned not to place undue reliamtkese forward-looking statements,
which speak only as of the date made. The Compadgrtakes no obligation to publicly release theltef any revision of these forward-
looking statements to reflect these ends or cirtantes after the date they are made or to reflecbtcurrence of unanticipated events.
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PART I
Iltem 1. Business
GENERAL

The Company is a multi-regional provider of infoitina technology and other professional staffing/mes through its 53 branch offices
located in 21 states. The Company's Informatiorhfielogy Group offers responsive, timely and comenalive information technology
staffing solutions to support the entire systeniaations development and implementation proc€ss. Company's information technology
professionals have expertise in a variety of tecdindisciplines, including enterprise softwarewark communications, database design and
development and client server migration. The Comiadso offers professional engineering staffing praject management services, throi
its Professional Engineering Group, for a varidtemgineering disciplines, such as aeronauticatted-mechanical, nuclear and computer
science. The Company is also engaged in the spehidlthcare and general support sectors of #féirg} industry. Representative custorr
include AT&T, Bell Atlantic, Chase Manhattan Bahkherty Mutual Insurance, MCI, Merck, Merrill Lyn¢iNortheast Utilities and 3M.

INDUSTRY OVERVIEW

The staffing industry has experienced rapid growttecent years. According to Staffing Industry Beprevenues in the domestic temporary
staffing industry have grown from $24.6 billion1892 to an estimated $53.7 billion in 1997, a fj&ar compound annual growth rate of
17%. This growth has been driven by a change imdleeof temporary staffing in corporations. Inliiyathought of as a short-term solution for
peak production periods and as a temporary replecefar full-time personnel, the staffing indusisynow considered an effective tool for
helping companies manage their investment in huresources. Companies now use temporary personmedifping lengths of time to
respond to increasingly complex assignments. THetelvards contract personnel allows companiesxjgand and contract employee levels
based on current needs, thus converting fixed labsts into controllable variable costs while stikintaining a high degree of employee skill
level. Relying on temporary staffing companies aksauces the costs associated with recruitingyitrgiand terminating employees. In
addition, changing government regulations concersirnch items as employee benefits, health insurandeetirement plans have
significantly increased employment costs relategaionanent employees. In response, an increasimfperuof companies are turning to
temporary staffing as a method of maintaining reégiployee skill level while controlling labor costs.

According to Staffing Industry Report, informatitathnology is the fastest growing sector withintémaporary staffing industry, growing &
24% five-year compound annual growth rate from 1@02997. In recent years, businesses have besmreasingly dependent on the use of
computer systems to manage operations, automaiaedasks and disseminate information throughleeitcompany. As companies have
increased their investments in technology in otdeemain competitive, the complexity and rapidelepment of new technologies have
driven the need for increased levels of technigppsrt. Faced with the challenge of developing suygborting these updated systems,
companies are turning to information technologyfisig services to provide technical support. Utilig outside information technology
personnel allows a company to focus on core ogrsitiminimize its investment in its internal infation technology workforce and obtain
technical support from professionals with experiiseurrent technologies.

The staffing industry is highly fragmented, witheow,000 companies in the United States. The imglissturrently experiencing a trend
toward consolidation as large companies seek taceethe number of vendors and look to staffing camngs that offer a wide range of
services over a broad geographic area. In additiengdemand for employees skilled in new technelegixceeds the supply of qualified
personnel. As employers find it more difficult tuchte full-time candidates with special skills,ythecreasingly turn to temporary staffing
companies to fill these needs. The Company belithese industry conditions are making it more diffi for small staffing companies to
compete due to limited recruiting and placemenabdjties, limited working capital and limited magement resources. These factors are
expected to accelerate the industry's consolidaterd.



BUSINESS STRATEGY

RCM is dedicated to providing solutions to meetitstomers' information technology and other pifewal staffing needs. The Company's
objective is to be a leading provider of these migcprofessional staffing services in selectegioas throughout the United States. The
Company has developed interrelated growth and tipgrstrategies to achieve this objective. Key @ats of its growth and operating
strategies are as follows:

GROWTH STRATEGY

Focus on Information Technology and Other Profesdi&taffing Services. The Company will continudédous on providing information
technology staffing services, the fastest growieciar of the temporary staffing industry, as wslbgher professional staffing services.
According to Staffing Industry Report, revenuesrrmformation technology staffing services greva&4% five-year compound annual
growth rate from 1992 through 1997. In additiornigh growth rates, the Company believes that in&diom technology and other
professional staffing services offer more attraztivofit margins than traditional staffing servicAs the Company has transitioned its
business mix to information technology and othefgssional staffing services, and away from germrpport staffing, it has experienced
substantial margin improvement. The Company's adipeyarofit margin for the year ended October3198 vas 8.2% as compared to 3.2¢
fiscal 1995, when approximately half of the Compamgvenue was derived from general support sta#iimd the Company did not offer
information technology staffing services. The Compalso believes that information technology artteoprofessional staffing services are
less cyclical than traditional staffing services.

Strengthen Market Presence in Selected Regionsughout the Country. The Company believes that atankial amount of the total market
for information technology and other professiortaffing services is located in certain high growggions in the United States. The
Company's strategy is to expand into, and strengteeexisting presence in, such high density, lgighwth regions. Once established in a
region, the Company concentrates on local and negjeccounts, as opposed to national accountshaneffore competes primarily against
local and regional staffing companies with limitgtvices, resources and capabilities. The Comp#liges its mix of information technolog
and other professional service offerings, recrgiimd placement capabilities and financial res@utoalistinguish itself from its competition
and to achieve significant customer penetrationratehtion. The Company enters new regions by @ogustrong local or regional
companies and improving their ability to compet®tigh the addition of the Company's resources.

Continue Strategic Acquisitions. The Company hagiaed 18 information technology and other profesal staffing companies since the
beginning of fiscal 1996. The staffing industry tinnes to be highly fragmented, and the Compangsala continue its aggressive acquisi
program. The Company's acquisition strategy isgesl to strengthen its presence in its existingatar expand into new geographic regi
and add complementary service offerings or offev peofessional staffing services. In targeting asijons, the Company focuses on
companies with (i) annual revenues of $35 milliotess, (ii) a history of profitable operations angerienced management personnel, (iii)
substantial growth prospects and (iv) sellers wésird to join the Company's management team. Binrahd provide incentives for
management of its acquired companies, the Compauigally structures a significant portion of thegasition price in the form of multi-
tiered consideration based on growth of operatioditability of the acquired company over a twathoeeyear period. The Company belie
its success in completing acquisitions is dueg@ittrepreneurial and decentralized operating ghyilby, its strong corporatevel support an
resources, its status as a public company andiits/do offer management of the acquired comparse opportunity to join and participate
the growth of a rapidly growing provider of infortian technology and other professional staffing/ses.
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GROWTH STRATEGY - (Continued)

Promote Internal Growth. The Company is experiegnsinong internal growth. For the year ended Oat8lie 1998, the Company's internal
revenue growth was 26% over the comparable priar-geriod. The Company believes its high levelmtgrnal growth are a result of the
Company's transition to information technology attier professional staffing services, its locafiostrong operating regions and its strategy
of acquiring companies with strong growth prospects integrating their administrative functiongpgrmit management to focus on
increasing sales. The Company plans to maintain lleigels of internal growth by increasing salesxisting customers, developing new
customer relationships and cross-selling its psifesl staffing services. The Company believes @pprately 50% of its current customers
are users of both outsourced information technoboyy professional engineering services. The Comparyncreased its efforts to cross-sell
its information technology and professional engiimgpservices. As an example of cross-selling,Gbenpany has successfully provided the
services of its Information Technology Group to thiity industry customer base of its ProfessioBagineering Group.

Migrate Product Offerings to Higher Value Added\8egs. The Company's strategic transition to a igervof information technology and
other professional staffing services was designaddve the Company into higher growth and highemginasectors of the staffing industry.
For the year ended October 31, 1998, 86% of thegamylis revenues were generated by information tdaby and professional engineering
staffing services. The Company believes it nowthasopportunity to offer higher value-added sersisech as project management and
consulting services to its professional staffintyges customer base. The Company currently desvasbstantial percentage of its
professional engineering services revenues froegrananagement work. The Company plans to uspritject management expertise of its
Professional Engineering Group to assist its Inftiom Technology Group in expanding its sales ghli margin consulting and project
management services. The billing rates and prdditgins for project work and consulting servicestagher than those received for staffing
services. The Company intends to achieve this ridgrdo higher value-added services through therietl sharing of its engineering project
management expertise as well as through acquisition

ACQUISITION PROGRAM

Since fiscal 1996, the Company has pursued an sgjgeegrowth strategy designed to transition them@any's business from general support
staffing to higher growth, higher margin professibstaffing services, particularly information tectogy. The Company has implemented
this strategy through the acquisition of 18 infotima technology or professional engineering staffservices companies, aggregating $158.1
million in revenues for their respective latest fiveemonths prior to the acquisition. Through thasguisitions, the Company has achieved
substantial revenue growth, improved its operagirgiitability and repositioned itself as a providdinformation technology and other
professional staffing services. A key element ef @ompany's growth strategy is to continue to pusdtategic acquisitions. The Company
believes that its success in completing acquisstisrdue to its entrepreneurial and decentralipegaiing philosophy, its strong corporate-
level support and resources, its status as a pobfigpany and its ability to offer management ofahquired companies an opportunity to join
and participate in the growth of a rapidly growprgvider of information technology and other prafesal staffing services. See "Business --
Growth Strategy."



ACQUISITION PROGRAM - (Continued)

The following table provides a summary of the asiigins completed by the Company since fiscal 1996:

NUM BER
DATE ACQUIRED COMPANY OF O FFICES HEADQUARTERS SERVICES (1) R EVENUES (2)
( IN MILLIONS)
3/11/96 The Consortium 5 Fairfield, NJ IT, SH, GS 26.0
5/1/96 The Consortium of Maryland, Inc. 1 Bethesda, MD IT 5.6
9/13/96 Performance Staffing, Inc. 4 Louisville, KY PE 2.3
11/4/96 Programming Alternatives of 2 Minneapolis, MN IT 9.4
Minnesota, Inc.
4/1/97 Programming Resources Unlimited 1 Wayne, PA IT 2.4
8/4/97 Camelot Contractors Limited 1 Manchester, NH IT 16.2
9/29/97 Austin Nichols Technical 1 Kansas City, MO IT, PE 4.9
Temporaries, Inc.
9/29/97 J.D. Karin Consulting Services, 1 Flanders, NJ IT 4.9
Inc.
1/4/98 Northern Technical Services, Inc. 3 Milwaukee, WI IT 12.6
2/2/98 Staffworks, Inc. 2 Stanhope, NJ IT 12.6
2/2/98 Global Technology Solutions, Inc. 1 Sacramento, CA IT 5.5

7/1/98 Software Analysis & Management
Company, Inc. 10 Orange, CA IT 19.6
8/1/98 Integrity Systems Professionals,

Inc. 2 Grand Rapids, Ml IT 3.0
9/15/98 Systems Group, Inc. 1 Minneapolis, MN IT 10.0
10/15/98 BIT Consulting, Inc. 1 Philadelphia, PA IT 4.4
*11/1/98 Insight Consulting Group, Inc. 1 Morristown, NJ IT 3.0
*11/15/98 Procon Inc. 3 Detroit, Ml IT 12.2
*12/1/98 Encompass Business Solutions 1 Huntington Beach, CA IT 3.5
41 $158.1
* Completed after fiscal 1998
(1) Services provided are abbreviated as follows:
IT - Information Technology PE - Professional Engineering SH - Specialty
Healthcare GS - General Support
(2) Represents approximate revenues in the latest 1 2 months prior to the date of

acquisition.
OPERATING STRATEGY

Foster a Decentralized Entrepreneurial Environm&ikiey element of the Company's operating stratedg foster a decentralized,
entrepreneurial environment for its employees. Chepany fosters this environment by continuinguéddbon the names, reputations and
customer relationships of acquired companies amnshhying their operating policies, procedures aqudise with other branch locations to
develop new ideas to best serve the prospected@@dmpany. The Company believes an entreprendwurgithess atmosphere allows its bre
offices to quickly and creatively respond to logarket demands and enhances the Company's abilitptivate, attract and retain managers
to maximize growth and profitability.

Develop and Maintain Strong Customer Relationshijpg Company seeks to develop and maintain straegactive customer relationships
by anticipating and focusing on its customers' se&tie Company emphasizes a relationship- orieapgpdoach to business, rather than the
transaction or assignment-oriented approach usedany of its competitors. To develop close custoraktionships, the Company's branch
managers regularly meet with both existing and peosive clients to help design solutions for, ashehtify the resources needed to execute,
their strategies. The Company's branch manageysyamtain close communications with their cust@rdrring each project and on an
ongoing basis after its completion. The Companjelek that this relationship-oriented approachltesu greater customer satisfaction and
reduced business development expense. AdditiortayCompany believes that by partnering with itstamers to design flexible staffing
programs that can be expanded, contracted or oégliténto other specialty areas, it can generateapportunities to service their staffing
requirements. The Company focuses on providing



OPERATING STRATEGY - (Continued)

customers with qualified individuals compatible wihe needs of such customers and makes a coneéfideitto follow the progress of such
relationships to ensure their continued success.

Attract and Retain High Quality Contract and TengpgiPersonnel. The Company believes it has bearessiul in attracting and retaining
qualified contract and temporary personnel by (@viding stimulating and challenging work assignise(ii) offering competitive wages, (i
effectively communicating with its candidates, (prpviding training to maintain and upgrade sklisl

(v) aligning the needs of its customers with thprapriately skilled personnel. The Company has lsmeessful in retaining qualified
contract and temporary personnel due in part tosésof qualified personnel designated as "ombud$mbo are dedicated to maintaining
contact with, and monitoring the satisfaction lsvef, the Company's contract and temporary perdowhde they are on assignment.

Centralize Administrative Functions. The Compangkseto maximize its operational efficiencies bygrating general and administrative
functions at the corporate level, and reducingliorirating redundant functions and facilities atjaired companies, typically within three
months of an acquisition. This enables the Compamickly realize potential savings and synergificiently control and monitor its
operations and allows acquired companies to foougrowing their sales and operations.

OPERATIONS

The Company provides information technology anepfirofessional staffing services through the feilg groups: Information Technolog
Professional Engineering, General Support and &ftedilealthcare.

INFORMATION TECHNOLOGY

The Company's Information Technology Group off@sponsive, timely and comprehensive informatiohrietogy staffing solutions to
support the entire systems applications developm@ethimplementation process. The Company's infaomaéchnology professionals have
expertise in a variety of technical disciplineglimling enterprise software, network communicatialaabase design and development and
client server migration.

In the course of a customer's systems applicapaooject, the Information Technology Group may pregaroject plans, assist users in
defining high level functional specifications, parh system analysis and detailed design, selectanfigure hardware, create custom
application programs, develop migration plans tovento a new operating platform or system, instadl gest the system, obtain user
acceptance, draft user documentation, train thiomes's employees to use the system and suppdrttaimeand fine-tune the system on an
ongoing basis. In addition, the Information Teclugyl Group supports a wide variety of operatingeyst, programming languages, software
tools and database management applications, imgudiNIX, Windows, Solaris, Novell, Netware, Sybakdormix, Lotus Notes, Clipper,
Visual Basic, Visual C++, Cobol Il, CICS and Fortr&’he Company believes that its ability to providi@rmation technology staffing for a
full range of such services provides an importambgetitive advantage. The Company also strivesisore that its consultants have the
expertise and skills needed to keep pace with kapieblving information technologies.

Customers typically require the Company's senicesder to fill gaps in their range of professibstaffing needs or to augment existing
personnel in response to expanded business nemglsg&ments average in duration from three to 12msoihe following are examples of
the types of services that were provided by the @amg's Information Technology Group as of the dédtihe filing of this Report:

o0 The Company provided 20 professionals to a lalgl®© to provide system development, implementatsupport, project management and
training for remote access capability. This systarables the HMO's remote personnel and customecsctss the HMO's main computing
systems. The Company is currently providing eigdtvork engineers to develop and implement a neWw ségurity firewall for the HMO's
external network and computing systems.



INFORMATION TECHNOLOGY - (Continued)

o The Company provided five professionals to a misfi-Atlantic utility for a project designed to pnove internet and intranet connectivity
through site evaluation and design, including sgcanalysis, installation and support to ensuty fiunctional transitions. This relationship
was developed through the Company's ProfessiorginEering Group.

o The Company provided 20 programming professiotwagsmulti-national bank holding company to wigtestom software for a variety of
business analysis and programming applicationss& peograms are being developed to conform to @euwnf different platforms and
environments, including IBM mainframe, UNIX, AS40D0S2 and Novell.

o The Company provided 25 professionals to a natiocommunications conglomerate to evaluate theilitiand advisability of downsizing
an application to the client/server platform. Thgagement entailed analyzing the system againstreagents, surveying system users to
assess satisfaction, assessing the system's Buyitadviclient server implementation, and preliramy evaluation of off-the-shelf systems.

As of October 31, 1998, approximately 1,400 infatioratechnology personnel were employed by the Guomgp
PROFESSIONAL ENGINEERING

The Professional Engineering Group provides permslaionperform project engineering, computer aidesigh, and other technical services
either at the site of the customer or, less fretiyeat the Company's own facilities. Representstiervices include utilities process and
control, electrical engineering design, system megling design and analysis, mechanical enginedgsign, procurement engineering, civil
structural engineering design, computer aided desigl code compliance. The Professional Engine@nogip has also developed an
expertise in providing engineering, design andnexai services to many customers in the aerondupieper and paper products
manufacturing industries and the nuclear powesifésel and electric utility industries.

The Company believes that the deregulation of thigéies industry and the aging of nuclear poweaarpk offer the Company an opportunity to
capture a significant share of professional stgffind project management requirements of theiesilindustry both in professional
engineering services and through cross-sellingsahformation technology services. Heightened cetitipn, deregulation and rapid
technological advances are forcing the utilitieduistry to make fundamental changes in its busipessess. These pressures have compelled
the utilities industry to focus on internal opesat and maintenance activities and to increasiogtgource their personnel requirements.
Additionally, the Company believes that increasedigrmance demands from deregulation should ineresimportance of information
technology to this industry. The Company belieVves its expertise and strong relationships withatercustomers within the utilities indus’
position the Company to be a leading provider ofgssional services to the utilities industry.

The engagements of the Professional Engineeringg>generally vary in duration from three to 12 ninsntThe following are examples of -
types of services that were provided by the ComisaPsofessional Engineering Group as of the datkeofiling of this Report:

o The Company provided 50 contract engineers tew Bngland utility involved in the restart of thnemjor electrical generating stations.
The Company's engineers are reviewing platformgitiedocumentation, updating safety analysis re@ortsestablishing and documenting
correct plant configuration to be in accordancéapplicable regulatory requirements.

o0 The Company provided 30 engineers to a major @angower producer who recently initiated a loagyt organizational and plant
improvement program. The Company's engineers axgding their expertise in the areas of regulatmeynpliance, performance assurance
and emergency planning. As a result of this inéiajagement, the Company also placed several iaf@mtechnology professionals with
this Canadian power provider.



PROFESSIONAL ENGINEERING - (Continued)

o The Company provided 30 engineers to a large faatwrer of personal hygiene and tissue produdts.Jompany's engineers are
designing mill equipment used to convert paper prtmucts and assisting with evaluating configoratif management processes to install,
operate and support production facilities.

o The Company provided five engineers to a maja-Milantic based telecommunications company to ig@telecommunication systems
redesign. This relationship was developed throhghGompany's Information Technology Group.

As of October 31, 1998, approximately 500 engimegpersonnel were employed by the Company.
GENERAL SUPPORT

The General Support Group provides contract anghdeany services, as well as permanent placemevitssy for full time and part time
personnel in a variety of functional areas, inahgdoffice, clerical, data entry, secretarial, lighdustrial, shipping and receiving and general
warehouse. Contract and temporary assignments rargegth from less than one day to several weeksonths. The General Support
Group has been awarded multi-year contracts by sustomers as AT&T, First National Bank of Chicaljtellon Bank and Sears.

SPECIALTY HEALTHCARE

The Specialty Healthcare Group provides skilletkrised healthcare professionals, primarily physieiapists, occupational therapists and
speech language pathologists. The Specialty HealthBroup provides services to hospitals, nursorgds, pre-schools, sports medicine
facilities and private practices. Services includepatient, outpatient, subacute and acute care, rehabilitatienagic, pediatric and adult d
care. The Specialty Healthcare Group does not geowursing or home healthcare services. Typicahgeagents range either from three tc
months or are on a day-to-day shift basis.



BRANCH OFFICES

The Company's branch organization consists of fo ur operating regions with 53
offices located in 21 states. The region of, and services provided by, each
branch office are set forth in the table below.

NUMBER OF
REGION OFFICES SERVICES PROVIDED(1)
NORTHEAST
CoNNECtiCUL........oveveeiiereiiineene 3 PE, GS
Maryland............ . 1 IT
New Hampshire..........cccccoeviiiiennns 1 IT
New Jersey.. 9 IT, PE, SH, GS
New York........ 2 IT, PE, SH
Pennsylvania...........cccccoovciiiennnns 5 IT, PE, GS
21
MIDWEST
Indiana........ccoceveeriieieeiiiienee 1 GS
Kentucky.......cccoooeeiiiiiiiiien, 2 PE, GS
Michigan.........cocoooiiiiiinenins 3 IT, PE
Minnesota . 2 IT
Missouri.... 1 IT, PE
WISCONSIN....cciiiiiiiiiiiiiee e 3 IT, PE
12
SOUTHEAST
Alabama.........cccoociiiiiiiiiiiees 1 IT
(CT=To] (o[- TP PR 1 PE
North Carolina... 1 PE
South Carolina... 1 PE
Virginia.......oooviiieeeiniiee s 1 IT
5
WEST
ANZONA......ociiieiiiiie e 2 IT, PE
Colorado.......cccveveeiiiiieieeiieenn 1 IT
Nevada........ccccovcevveiiiinieneeins 1 IT
Northern California..........cc.cccceveenne 2 IT
Southern California.........ccccoccveeenn. 9 IT, GS
15
(1) Services provided are abbreviated as follows:
IT -- Information Technology
PE -- Professional Engineering
SH -- Specialty Healthcare
GS -- General Support

Branch offices are primarily located in regions @ththe Company believes have strong growth prosgecinformation technology and otl
professional staffing services. The Company's bras@re operated in a decentralized, entreprehewaianer with each branch office as an
independent profit center. The Company's branchagens are given significant autonomy in the dalgrations of their respective offices
and, with respect to such offices, are responsdvleverall guidance and supervision, budgeting fanecasting, sales and marketing
strategies, pricing, hiring and training. Branchnagers are paid on a performance-based compensgitem designed to motivate the
managers to maximize growth and profitability.

10



BRANCH OFFICES - (Continued)

The Company believes that a substantial porticth@buying decisions made by users of informatmthology and other professional
staffing services are made on a local or regioaaldand that the Company's branch offices mosh afdmpete with local and regional
providers. Since the Company's branch managetis #ne best position to understand the local agébreal information technology and other
professional staffing markets, and customers gitefer local providers, the Company believes thé¢@entralized operating environment
maximizes operating performance and contributesiployee and customer satisfaction.

From its headquarters in Pennsauken, New Jersey;dmpany provides its branch offices with cergmliadministrative, marketing, finance
and legal support. Centralized administrative fioms minimize the administrative burdens on braoifite managers and allow them to
spend more time focusing on sales and marketirigities. The Company believes that its ability &pidly integrate the administrative
functions of its acquisitions has greatly enharitedhternal growth.

The Company's branch managers report to produetgmeral managers. General managers meet withtbnaanagers on a regular basis to
identify "best practices" for the various sales aratketing and recruiting processes and assidirdrech managers in implementing these
practices. The Company's branch managers meet gwe/to six months to discuss "best practiced"vaays to increase the Company's
cross-selling of its professional services.

SALES AND MARKETING

Sales and marketing efforts are conducted at tted Bnd regional level through the Company's netwbibranch offices. The Company
emphasizes long-term personal relationships wigtazners which are developed through regular asssgsshcustomer requirements and
proactive monitoring of personnel performance. Toenpany's sales personnel make regular visitsistirg and prospective customers. M
customers are obtained through active sales prageath referrals. The Company encourages its emgdaygeparticipate in national and
regional trade associations, local chambers of ceroenand other civic associations. The Companyssieettevelop strategic partnering
relationships with its customers by providing coetpnsive staffing solutions for all aspects of st@mer's information technology and other
professional staffing needs. The Company also adramies on providing carefully screened profesdsoonéth the appropriate skills in a
timely manner and at competitive prices. The Comgamstantly monitors the quality of the servicesvided by its personnel and obtains
feedback from its customers as to their satisfaatitth the services provided.

Representative customers include AT&T, Bell AtlanChase Manhattan Bank, Liberty Mutual Insuraid€], Merck, Merrill Lynch,
Northeast Utilities and 3M. Although the Companges numerous Fortune 500 companies, the Compaigtsonships with these custom
is typically formed at the local or regional lewas the Company does not actively solicit natiooaltiacts, which typically have lower
margins.

During fiscal 1998, no one customer accounted forenthan 5% of the Company's revenues. The Conpéing'and ten largest customers
accounted for approximately 14.9% and 22.4%, raspmdy, of the Company's revenues for fiscal 1998.

RECRUITING AND TRAINING

The Company devotes a significant amount of tingr@sources, primarily at the branch level, to fimgg training and retaining its
professional staffing personnel. Full-time recngtatilize the Company's proprietary database aflable personnel, which is cross-indexed
by skill to match potential candidates with thedfie requirements of the customer. The qualifiedgonnel in the databases are identified
through numerous activities, including networkirgferrals, the internet, job fairs, newspaper aadd journal advertising, attendance at
industry shows and presentations. The Companyhasaeveral recruiters dedicated to recruitingliigkilled, highly sought-after
information technology personnel from internatiolaglations such as Australia, Canada, Englandalridexico, New Zealand, South Korea
and other European and Southeast Asian countriggnhtional recruits are available to all branffite locations through the Company's
corporate headquarters.
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RECRUITING AND TRAINING - (Continued)

The Company routinely performs verification of edtien and employment, as well as personal and gsafeal reference checks. As potel
candidates are identified, each individual parat@gs in an extensive qualification process. Anande interview of the candidate is typically
conducted by both the recruiting and sales staffaandidates are evaluated and qualified by a meoflihe Company's technical staff. Ug
placement with the appropriate customer, the engaay continually monitored and supervised to ensampetent, timely and professional
performance. Regular on-site visits by the Comargpresentatives are made and the employees @indubpervisors are contacted.
Professionals complete weekly status reports waiiehsigned by their supervisors and report regutanlthe status of their projects in orde
identify and eliminate potential problems and isswhich may arise. Exit interviews are conductedrugompletion of an assignment and the
customer is invited to confirm that all parties aatisfied with the work completed. The Company afers educational programs to upgrade
the skills of its personnel, particularly withis iinformation Technology Group.

The Company believes that a significant elemettiéoCompany's success in retaining qualified cohttad temporary personnel is the
Company's use of "ombudsmen." Ombudsmen are alfompany personnel dedicated to maintaining comtigh, and monitoring the
satisfaction levels of the Company's contract anapiorary personnel, while they are on assignment.

INFORMATION SYSTEMS

The Company has invested, and intends to contmiresest, substantial resources to develop systeatswvill enable it to deliver quality
financial and operating data to management, praidely and accurate customer billing and centraignage its operations. The Company's
internal information system is linked to all of tBempany's offices. This system supports Compamewperations such as payroll, billing,
accounting and sales and management reports. Adadily, each of the four service groups has sepalatabases to permit efficient tracking
of available personnel on a local basis. Thesebdatss facilitate efficient matching of customezguirements with available temporary
staffing personnel. For acquired companies, adinétige functions are integrated into the Compaimftesrmation system and personnel
databases are updated accordingly. The Compamgatiypcompletes this process within three monththefacquisition.

The Company is in the process of installing a stéithe art enterprise wide financial reportingteys. The new system is year 2000
compliant and will expand management reporting béipias and provide the flexibility necessary the Company's acquisition strategy.

COMPETITION

The staffing industry is highly competitive andgnaented, consisting of more than 7,000 companiesteTare limited barriers to entry and
new competitors frequently enter the market. Them@any's principal competitors are generally localegional independent staffing
companies that are located in the Company's varegisnal markets. The Company also encounters etitigm from international and
national companies. Certain of the Company's coitopgthave more established operations and greaéteting, financial and other
resources than the Company.

Additionally, the Company competes for suitablewasition candidates based on its entrepreneuridid®eentralized operating philosophy
strong corporate-level support and resourcestatssas a public company and its ability to offemagement of the acquired companies an
opportunity to participate in the growth of a rdpidrowing provider of information technology anther professional staffing services.
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EMPLOYEES

As of October 31, 1998, the Company employed opdtsnanent staff approximately 367 persons, indlgidicensed professional engineers
who, from time to time, participate in engineerantd design projects undertaken by the CompanynQuhe twelve months ended October
31, 1998, approximately 1,350 engineering and tieehpersonnel and 2,600 information technologyspenel were employed by the
Company to work on client projects for various pds of time. The Company also employed approximéi@]200 temporary personnel
during the year. None of the Company's employeedyding its temporary employees, are represenjaldollective bargaining agreement.
The Company considers its relationship with its Exyges to be good.

Item 2. Properties

As of October 31, 1998, the Company provided spitggimofessional staffing services through 53 affian 21 states. Typically, these offices
consist of 1,500 to 2,500 square feet and areddag¢he Company for terms of one to three yeafsic&3 in larger or smaller markets may
vary in size from the typical office. The Comparged not expect that maintaining or finding suitdblese space at reasonable rates in its
markets or in areas where the Company contempdaqeansion will be difficult.

The Company's executive and administrative offareslocated at 2500 McClellan Avenue, Suite 35@nBauken, New Jersey 08109-4613.
These premises consist of approximately 9,100 sqfggt and are leased at a rate of $11.50 peresdu@irper month for a term ending on
January 31, 2003.

Item 3. Legal Proceedings

On November 6, 1998, Barry Meyers and Martin Blaine former officers and directors of the Compdilgd suit against the Company in
the Superior Court for the State of New Jersey, Dawvision, Bergen County, alleging wrongful termiiwa of their employment, failure to
make severance payments, wrongful conduct by tmep@ay in connection with the grant of Stock Optitm#he plaintiffs and wrongfully
limited the number of shares of Company stock tieatd be sold by the plaintiffs. The suit asksdamages of approximately $471,000 plus
other unspecified amounts. Management believesutiés without merit and intends to defend therclaigorously.

From time to time, other disagreements with indiidemployees and disagreements as to the intatioret effect or nature of individual
agreements arise in the ordinary course of busiaedsnay result in legal proceedings being commeagainst the Company. Other than as
set forth above, the Company is not currently imedlin any litigation or proceedings which are mateeither individually or in the
aggregate, and, to the Company's knowledge, no @bal proceedings of a material nature involuing Company are currently
contemplated by any individuals, entities or goweental authorities.

The principal risks that the Company insures agairesworkers' compensation, personal injury, prypgamage, professional malpractice,
errors and omissions, and fidelity losses. The Gampnaintains insurance in such amounts and with saverages and deductibles as
management believes are reasonable and prudent.

Item 4. Submission of Matters to a Vote of Securityolders
There were no matters submitted to the vote ofrigdwlders during the fourth quarter ended Oct@ie 1998.
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PART Il
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

The Company's Common Stock is traded on the NalNdéignal Market under the Symbol "RCMT". Prior tm& 10, 1997, the Company's
Common Stock was traded on The Nasdaq SmallCapetlarke following table sets forth approximate hégid low sales prices by fiscal
quarters for the periods indicated, as reportethbymarket on which it was traded:

Common Stock

Fiscal 1997 High Low
First Quarter..........cooceeeeevivveeeeeenns $10.38 $ 7.00
Second Quarter.......ccocvveeeveeeeeeeeennn. 9.75 6.25
Third Quarter.... 11.75 6.88
Fourth Quarter..........ccoevevivvvvennnns 16.63 11.88

Fiscal 1998
First Quarter.........c..ccccveevveevnnens $18.50 $14.38
Second Quarter.......ccocuvveeeveeeeeeeeennn. 30.13 16.13
Third Quarter..........ccccceeeevecivvnnenns 26.75 17.38
Fourth Quarter..........ccooeeevvvvvvennnns 18.25 10.75

Holders

As of January 11, 1999, the approximate numbeptdfdrs of record of the Company's Common Stock 1#440. Based upon the requests
proxy information in connection with the Companylsst recent Annual Meeting of Stockholders, the Gany believes the number of
beneficial owners of its Common Stock exceeds 5,900

Dividends

The Company has never declared or paid a cashedigidn the Common Stock and does not anticipategayy cash dividends in the
foreseeable future. It is the current policy of @@mpany's Board of Directors to retain all earsit@finance the development and expansion
of the Company's business. Any future payment\wifidnds will be at the discretion of the Board dfe@tors and will depend upon, among
other things, the Company's earnings, financiatlt@m, capital requirements, level of indebtednesstractual restrictions and other factors
that the Board of Directors deems relevant. Thelkéwg credit facility (the "Revolving Credit Fatti") which the Company maintains with
Mellon Bank, N.A. prohibits the payment of dividenar distributions on account of the capital staithout the prior consent of Mellon

Bank, N.A.
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Item 6. Selected Consolidated Financial Data

The selected historical consolidated financial deda derived from the Company's Consolidated FilshStatements. The selected historical
consolidated financial data should be read in awtjon with "Management's Discussion and Analy$iBinancial Condition and Results of
Operations" and the Consolidated Financial Statésnafithe Company, and notes thereto, includedmleee herein. The pro forma
consolidated financial data gives effect to theuggition of all businesses acquired by the Companyugh December 31, 1998, as if such
acquisitions were completed as of November 1, 198@&.pro forma results of operations are not necégsndicative of the results that
would have occurred had the acquisitions been ecomsated as of the beginning of the period or thathiibe attained in the future.

Years Ended October 31,

Pro Forma
1998 1 998 1997 1996 1 995 1994
Income Statement
Revenues $252,413,000 $20 1,452,318 $113,959,093 $61,039,173  $2 6,915,737 $29,238,995
Gross profit 62,776,553 4 8,424,223 27,126,745 12,259,287 4,536,920 5,376,106
Income from
continuing operations 11,789,493 9,796,705 4,839,933 2,367,939 849,105 1,426,005
Loss from discontinued
operations ( 362,500)
Net income 11,789,493 9,796,705 4,477,433 2,367,939(2) 849,105 (2) 1,426,005(2)

Earnings Per Share (1)

Income from continuing

operations (diluted) 1.29 1.07 .76 .55(2) .28 (2) .49(2)
Loss from discontinued

operations (diluted) (.06)
Net income (diluted) 1.29 1.07 .70 .55(2) 28 (2) 49(2)
Net income (basic) 1.34 1.11 74 .56(2) 29 (2) 49(2)

October 31,
1 998 1997 1996 1995 1994
Balance Sheet

Working capital $5 3,672,589 $17,279,115 $6,771,434 $ 3,327,904 $5,200,609
Total assets 11 7,067,151 54,082,596 24,406,620 1 0,301,555 6,546,839
Long-term liabilities 308,129 562,312 35,496
Total liabilities 1 0,395,024 9,470,611 8,186,510 2,774,970 1,069,359
Stockholders' equity $10 6,672,127 $44,611,985 $16,220,110 $ 7,526,585 $5,477,480
(1) Shares used in computing earnings per share

Basic 8,787,334 6,068,713 4,247,907 2,933,819 2,875,077

Diluted 9,151,903 6,361,181 4,320,571 3,007,969 2,930,276
(2) The net income for the years ended October 31, 1996, 1995 and 1994 has
been calculated after taking into account the effect of the then available
net operating loss ("NOL") carryforward. With out giving effect to the NOL
carryforward, the Company's earnings per share, on a fully taxed basis, would

have been $.38, $.18 and $.32, respectively.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations
Overview

The Company is a multi-regional provider of infoitina technology and other professional staffing/ges through its 53 branch offices
located in 21 states.

Since fiscal 1995, the Company has pursued an sgjgeegrowth strategy designed to transition thm@any's business from general support
staffing services to higher growth, higher margiafessional staffing services, particularly infotina technology. In fiscal 1995,
approximately half of the Company's revenues weresdd from general support staffing and the Comgpid not offer information
technology services. For the year ended Octobet ®48, information technology services contribuB4% of the Company's revenues.
Since the beginning of fiscal 1996, the Companyatagiired 18 information technology or professiarajineering staffing services
companies, aggregating $158.1 million in revenoesHeir respective latest twelve months priordquasition. Through these acquisitions,
the Company has achieved substantial revenue grawpinoved its operating profitability and reposited itself as a provider of information
technology and other professional staffing services

The Company realizes revenues from the placemesdrdfact and temporary staffing personnel. Theséces are primarily provided to the
customer at hourly rates that are establisheddon ef the Company's staffing personnel, based thminskill level and experience and the
type of work performed. Hourly billing rates foaffing services range from $60 to $85 for the Infation Technology Group, $50 to $75 for
the Professional Engineering Group, $8 to $18HerGeneral Support Group, and $40 to $70 for trexi@fty Healthcare Group. The
Company also provides project management and dimgwork, primarily in the Professional Engineegri@roup, which are billed either by
agreed upon fee or hourly rates, or a combinatfdroth. The billing rates and profit margins fopoct management and consulting work are
higher than those received for professional stgffiarvices. Hourly billing rates for project manangst work range from $125 to $185 within
the Information Technology Group and $110 to $1%5iw the Professional Engineering Group. The Comygalans to expand its sales of
higher margin consulting and project managememnicses.

The majority of the Company's services are provigieder purchase orders. Contracts are utilizedeorain of the more complex assignments
where the engagements are for longer terms or witerdse documentation on the nature and scogeeaidsignment is necessary. Contracts,
although they normally relate to longer-term andemmmplex engagements, generally do not obligetetstomer to purchase a minimum
level of services and are generally terminablehgydustomer on 60 to 90 days notice. Revenuesaogmized when services are provided.

Costs of services consist primarily of salaries emthpensation-related expenses for billable s@ffi@rsonnel, including payroll taxes,
employee benefits, worker's compensation and datiserance. Principally all of the billable persohaee treated by the Company as
employees. Selling, general and administrative egeg consist primarily of salaries and benefifgesgonnel responsible for operating
activities and include corporate overhead exper@egorate overhead expenses relate to salariesaredits of personnel responsible for
corporate activities, including the Company's asigjoin program and corporate marketing, administeaand reporting responsibilities. The
Company records these expenses when incurred. Gatioe relates primarily to the fixed assets @& @ompany. Amortization relates
principally to the goodwill resulting from the Compy's acquisitions. These acquisitions have beesuated for under the purchase method
of accounting for financial reporting purposes aagte created goodwill which is being amortized c\@iyear periods.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations - (Contiued)
Results of Operations

Years Ended October 31,

1 998 1997 1996
% of % of % of
Amount Revenue Amount Revenue  Amoun t Revenue
Revenues $201,452,3 18 100.0% $113,959,093 100.0%  $61,03 9,173 100.0%
Cost of services 153,028,0 95 76.0 86,832,348 76.2 48,77 9,886 79.9
Gross profit 48,424,2 23 240 27,126,745 23.8 12,25 9,287 20.1
Selling, general and
administrative 30,460,6 47 151 18,068,899 159 8,91 4,102 146
Depreciation and amortization 1,454,4 16 7 572,279 5 32 9,680 5
Interest expense,
net of interest income 235,0 44 1 184,645 2 16 3,695 3
Income before income taxes 16,744,2 04 8.3 8,300,922 7.3 2,82 1,478 4.6
Income taxes 6,947,4 99 3.4 3,460,989 3.0 45 3,539 7
Income from continuing
operations 9,796,7 05 4.8 4,839,933 4.3 2,36 7,939 3.9
Loss from discontinued
operations 362,500 4
Net income $ 9,796,7 05 48% $ 4,477,433 3.9% $2,367,9 39(1) 3.9%
Earnings per share:
Income from continuing
operations $1.07 $.76 $.55(1)
Loss from discontinued
operations (.06)
Net income $1.07 $.70 $.55(1)
(1) The net income for the years ended October 31, 1996 has been calculated
after taking into account the effect of the th en available net operating
loss ("NOL") carryforward. Without giving ef fect to the NOL carryforward,
the Company's earnings per share, on a fully taxed basis, would have been
$.38.

Year Ended October 31, 1998 Compared to Year Ende@ctober 31, 1997

Revenues. Revenues increased 76.8%, or $87.5milbo fiscal 1998, as compared to fiscal 1997.dexe growth was primarily attributable
to acquisitions and internal growth. The Companypleted seven acquisitions in fiscal 1998, aggiega67.7 million in revenues for their
respective latest twelve months prior to acquisitio

Cost of Services. Cost of services increased 7602%66.2 million, for fiscal 1998 as comparediszl 1997. This increase was primarily
due to increased salaries and compensation assweiith the increased revenues experienced duisnglf1998. Cost of services as a
percentage of revenues decreased to 76.0% fot 1968 from 76.2% for fiscal 1997. This decline vpaignarily attributable to the continued
increase of the Company's revenues being deriwad iinformation technology and other professionatfistg services.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations - (Contiued)

Year Ended October 31, 1998 Compared to Year Ende@ctober 31, 1997
(Continued)

Selling, General and Administrative. Selling, gett@nd administrative expenses increased 68.6%l2# million, for fiscal 1998 as
compared to fiscal 1997. This increase was at@iltletprincipally to a 76.8% increase in revenuegklvhequired additional administrative,
marketing and as sales expenses in fiscal 1998rapared to fiscal 1997. Selling, general and adstriziive expenses as a percentage of
revenues decreased to 15.1% for fiscal 1998 asamdpo 15.9% for fiscal 1997. This decrease icg@age was attributable principally to
operating leverage achieved by the spreading biigegeneral and administrative overhead expengesa larger revenue base in fiscal
1998.

Depreciation and Amortization. Depreciation and eimation increased 154.1%, or $882,000, for fisk@8 as compared to fiscal 1997. T
increase was primarily due to the amortizatiomtdimgible assets acquired in connection with tlggiasitions completed during fiscal 1998
and 1997.

Interest Expense, Net of Interest Income. Actutriest expense of $422,600 for fiscal 1998 wasbiig $657,600 of interest income, which
was earned from the investment in interest beateqpsits of the net proceeds of the Company's poHkring in June 1998, after the
repayment of bank debt. Interest expense decreb8eéd or $21,800, for fiscal 1998 as compareddedfi 1997. This decrease was due to the
decreased borrowing requirements necessary toviionking capital required of acquired companies.

Income Tax. Income tax expense increased 100.7%3.6rmillion, for fiscal 1998 as compared to fist897. This increase was primarily
due to increased levels of net income.

Year Ended October 31, 1997 Compared to Year Ende@ctober 31, 1996

Revenues. Revenues increased 86.7%, or $52.9milbofiscal 1997, as compared to fiscal 1996.dexe growth was primarily attributable
to acquisitions and internal growth. The Companyleted five acquisitions in fiscal 1997, aggregat$37.8 million in revenues for their
respective latest twelve months prior to acquisitio

Cost of Services. Cost of services increased 7800%38.0 million, for fiscal 1997 as comparediszél 1996. This increase was primarily
due to increased salaries and compensation assweiith the increased revenues experienced duniagéeriod. Cost of services as a
percentage of revenues decreased to 76.2% fot 1i96& from 79.9% for fiscal 1996. This decline vipsnarily attributable to a greater
percentage of the Company's revenues being defriopdinformation technology and other professiastaffing services.

Selling, General and Administrative. Selling, gett@nd administrative expenses increased 102.7%9.@rmillion, for fiscal 1997 as
compared to fiscal 1996. This increase resulteah fitte change in the mix of the business duringothvéod which required higher marketing,
sales, recruiting and administrative expenses fisaal 1996. Selling, general and administrativpenses as a percentage of revenues
increased to 15.9% for fiscal 1997 from 14.6% &tdil 1996, primarily attributable to the increasalks, recruiting and administrative
expenses necessary to support the Company's cedtgrowth within the information technology sect@orporate overhead expenses as a
percentage of revenues decreased to 2.7% of revémdiscal 1997 from 4.0% in fiscal 1996, as thessts were spread over a larger revenue
base.

Depreciation and Amortization. Depreciation and gipation increased 73.6%, or $242,600, for fisk@®7 as compared to fiscal 1996. This
increase was primarily due to the amortizatiomtdimgible assets acquired in connection with tlgiaiions.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations - (Contiued)

Year Ended October 31, 1997 Compared to Year Ende@ctober 31, 1996
(Continued)

Other Income Expense, Net of Interest Income. Adhtarest expense of $444,300 for fiscal 1997 petially offset by $259,700 of interest
income, which was earned from the investment ierggt bearing deposits of the net proceeds of timep@ny's public offering in June 1997,
after the repayment of bank debt. Interest experseased 171.3%, or $280,500, for fiscal 1997caspared to fiscal 1996. This increase
due to the increased borrowings necessary to pedhiel funds required for certain of the Compangtpiaitions as well as to refinance the
working capital debt of some of the acquired congan

Income Tax. Income tax expense increased 663.1%3.6rmillion, for fiscal 1997 as compared to fist896. This increase was due to an
increase in the effective tax rate from 16.1% t&’#d and increased levels of net income. The inergathe effective tax rate was primarily
due to the utilization of principally all of themaining net operating loss carryforward which dffset income in prior periods.

Loss From Discontinued Operations. In fiscal 198@,Company incurred a one-time charge of $362i@0@nnection with the settlement of
a claim relating to the Company's former operatiba materials recovery facility prior to 1977. $isiegment of the Company's business was
otherwise discontinued in fiscal 1992.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations - (Contiued)
Liquidity and Capital Resources

Operating activities used $2.2 million and $3.8lionl of cash during fiscal 1998 and fiscal 199%pectively. The uses of cash for operating
activities in fiscal 1998 and 1997 was primarilfriaitable to an increase in accounts receivablehwvas partially offset by increased levels
of profitability and depreciation and amortizatiassociated with the acquisitions that were comgldteing the three years ended Octobe
1998.

Investing activities utilized $26.8 million and $@7million in fiscal 1998 and fiscal 1997, respeety. During fiscal 1998, the Company
invested $26.0 million in cash in the purchaseevks staffing companies. During fiscal 1997, thenPany invested $17.4 million in cash in
the purchase of five staffing companies. DuringdlsL996, the Company invested $1.0 million in castihe purchase of three staffing
companies. These acquisitions collectively resuhegbodwill of approximately $47.4 million whick generally amortized over a period of
forty years.

Financing activities provided $50.3 million, $22rfillion and $2.8 million for fiscal 1998, fiscal 29 and fiscal 1996, respectively.

During fiscal 1998, the Company derived $2.3 millfoom the issuance of 153,209 shares of CommockStpon the exercise of Class C
Warrants. The Warrants were issued in a publicioffeundertaken by the Company during 1989, arel aftveral extensions, expired on
April 30, 1998.

On June 13, 1997, the Company completed a pulficing of 2,875,000 shares of Common Stock, of Whit;698,187 shares were sold by
the Company and 176,813 shares were sold by ceding stockholders. The net proceeds to the Goppafter offering costs were
$23,271,723.

On June 3, 1998, the Company completed a publériafj of 2,700,000 shares of its Common Stock, litty, 2,509,980 shares were sold by
the Company and 190,020 shares were sold by ceding stockholders. The net proceeds to the Goppfter offering costs were
$49,291,445.

On August 19, 1998, the Company and its subsidiagered into an agreement with Mellon Bank Na@éiministrative agent for a syndicate
of banks, which provides for a $75.0 million Revoly Credit Facility. Borrowings under the Revolvi@gedit Facility bear interest at the
Company's option, at LIBOR (London Interbank OfteRate), plus applicable margin or the agent baprik’se rate. Borrowings under the
Revolving Credit Facility are collateralized by aflthe assets of the Company and its subsidiandsa pledge of all of the stock of its
subsidiaries. The Revolving Credit Facility alsmt@ins various financial and non-financial covesaiithe Revolving Credit Facility expires
August 2001. There were no amounts outstandingrihdeRevolving Credit Facility at October 31, 1998

The Company anticipates that its primary uses pitakin future periods will be for acquisitionsdathe funding of increases in accounts
receivable. Funding for further acquisitions widl Berived from the Revolving Credit Facility, fungisnerated through operations, or future
financing transactions.

The Company's business strategy is to achieve grbath internally through operations and externtilpugh strategic acquisitions. The
Company's liquidity and capital resources may Iiecédd in the future as the Company continuesaavghrough implementation of this
strategy which may involve acquisitions facilitatbdough the use of cash and/or debt and equityriies.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations - (Contiued)
Liquidity and Capital Resources (Continued)

The Company does not, as of the date of this Relpave material commitments for capital expendgumed does not anticipate entering into
any such commitments during the next twelve monthe. Company continues to evaluate acquisitionsgbus businesses which are
complementary to its current operations. The Comgarurrent commitments consist primarily of leabéigations for office space. The
Company believes that its capital resources afecgift to meet its present obligations and thaske incurred in the normal course of
business for the next twelve months.

Seasonal Variations

The Company's quarterly operating results are &fteprimarily by the number of billing days in thearter and the seasonality of its
customers' businesses. The Company usually expgesdrigher revenues in its fourth quarter due ¢eemsed economic activity and
experiences lower revenues in the first four mooftihe following year, showing gradual improvemewer the remainder of the year.

Impact of Inflation
The effects of inflation on the Company's operatiarere not significant during the periods presented
Recently Issued Accounting Standards

In June 1997, the Financial Accounting Standardsr@¢'FASB") issued Statement of Financial AccoogtStandards ("SFAS") No. 131,
"Disclosures about Segments of an Enterprise atatdtelnformation”, which is effective for all peds beginning after December 15, 1997.
SFAS 131 requires that public business enterpreggat certain information about operating segmantomplete sets of financial stateme
of the enterprise and in condensed financial statgsnof interim periods issued to shareholdemssti requires that public business enterp
report certain information about their products aadrices, the geographic areas in which they ¢t@eaad their major customers.
Management is currently evaluating the impact efdisclosure requirements of this statement.

In June 1998, the FASB issued SFAS No. 133, "Actingrfor Derivative Instruments and Hedging Actieg." Statement No. 133 establis
accounting and reporting standards for derivatingtruments and for hedging activities and is eifffector years beginning after June 15, 1!
The Company will determine the extent to which SA¥S 133 applies and adopt the standards establlesheequired.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations - (Contiued)
Year 2000 Readiness Disclosure

Many existing computer systems use only two digitslentify a year with the assumption that thetfiwvo digits of every year are "19". With
the year 2000 approaching, computer systems thatairYear 2000 compliant will read the year 209A8900 may malfunction. The
Company's program to assess the extent of isslageddo Year 2000 compliance and to develop amdeément solutions for those issues is
being directed by senior management with the Corylpahief Technology Officer having primary respibilgy for the coordination,
remediation, implementation contingency plannirfgré$. Designated personnel at the Company's heatdga and at each of the Company's
operating locations have been assigned Year 20®@lcance responsibilities.

The program is focused on internal information tetbgy systems, computer-aided design systems|hsgstems (equipment with
embedded micro processors), facilities and theistaft compliance by larger customers, service plerg, suppliers and other key third
parties. The program involves the following phases:

Assessment, Remediation Planning, Contingency RlgnRemediation/Replacement Implementation and (@iamce Testing.

The internal IT systems compliance issues are ordgtal and relate to the Company's financial egst, computer networks and
communications systems and personnel recruitinghanehn resource systems. Corporate level perstianvel responsibility to insure that all
financial, network and communication systems wéll\tear 2000 compliant as well as determining th&ustof compliance by larger
customers, suppliers and other key third partiesséhnel recruiting and human resource trackingesys for billable resources are being
evaluated and remediated by local branch manageumneletr the coordination of the Corporate Chief Ttbgy Officer.

Year 2000 compliance related to internal finansiatems is being addressed in two ways. The Comipanyecided to replace its primary
financial system with a state-of-the-art integrateterprise-wide system. This decision was drivethle need for enhanced processing,
control and reporting capabilities using currechtelogies. Based on representations and warraoftibe vendor, the Company believes |
the new system will be Year 2000 compliant andkfzeeted to be operational by the third quartera¥al In addition, the existing primary
system and other ancillary systems have been dedlfiar Year 2000 compliance and the required réatied and testing are underway.
These efforts are scheduled to be concluded by &8€9.

With respect to larger customers, suppliers andrdthy third parties, questionnaire surveys araddistributed for use in assessing their
state of compliance in order to develop contingguens in case of non-compliance. Customers anplisup with whom there is electronic
interchange of data are of primary focus to ingbhat both the Company and those parties are Y 20mpliant with respect to such
interchanges. The Company does not believe theeqomsices of nonempliance of third party suppliers and customessildr be material du
to the limited exposure the Company has assessbdde parties.

The responsibility for identifying and assessingiptiance issues and then implementing solutiongsdonputer-aided design systems, non-IT
systems, facilities, and the status of complianceuppliers and other third parties, rests prirgawiith each operating office. Solutions for
Year 2000 issues related to computer-aided deggperms, non-IT systems and facilities will, of nesigy, come from vendors and others
providing the related services. The Company, howeplans to identify compliance issues and moméonediation or replacement efforts.
With respect to local suppliers and third partts, Company has also distributed questionnaireegsrin order to assess their state of
compliance in order to develop contingency plansaise of non-compliance. The identification anégsssent process is well underway with
the expectation that solutions will be in placetty second quarter of 1999.

The cost of the Company's Year 2000 and enterpiige solution implementation program is expectetlé@pproximately $1.2 million,
approximately $600,000 of which has been incursedfahe date of the filing of this Report. This@mt includes costs associated with the
new financial system and the new personnel reagigind human resource systems described aboves $stems already were schedules
implementation and their implementation was noeerated because of Year 2000 issues.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations - (Contiued)
Year 2000 Readiness Disclosure - (Continued)

The Company believes that its program to address 2@00 compliance is on schedule for completidoreethe end of 1999. However, thi
can be no assurance that there will be no maferzdct as a result of Year 2000 issues, partiqulzohsidering the dependence and
interdependence that exists with third partiesthatiresources for remediation and replacementnoaipe available in the required time
frame. Since the Company has a greater level df@oover implementing solutions to Year 2000 issusating to its internal systems, it is
more likely that adverse impacts on the Companydcoriginate with third parties rather than frone tGompany's inability to have its interi
systems Year 2000 compliant. If issues relatedtirinal systems are not resolved before the edd@8, the consequences to the Company
could be material.

The Company is in the process of developing a me@stonably likely worst case Year 2000 scenaridh@tappropriate time, but not later
than mid-1999, the Company will determine the etxterwhich contingency plans are required.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

Not Applicable.

Item 8. Financial Statements and Supplemental Data

The Company's financial statements, together wighréport of the Company's independent auditoginbeon page F-1.
Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosure

None.
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PART IlI
Item 10. Directors and Executive Officers of the Rgistrant

Information with regard to this item is incorporétey reference to the definitive 1999 Proxy Statenuader the caption "ELECTION OF
DIRECTORS" and "OTHER INFORMATION - Executive Ofics of the Registrant,” or in an Amendment to Beport to be filed with the
Securities and Exchange Commission.

Item 11. Executive Compensation

Information with regard to this item is incorpordteerein by reference to the definitive 1999 PrBkgtement under the caption
"ADDITIONAL INFORMATION - Management Compensatiomyt in an Amendment to this Report to be filed wifie Securities and
Exchange Commission.

Item 12. Security Ownership of Certain Beneficial @vners and Management

Information with regard to this item is incorpordteerein by reference to the definitive 1999 PrBkgtement under the caption "PRINCIPAL
STOCKHOLDERS," or in an Amendment to this Reporbéofiled with the Securities and Exchange Comruissi

Item 13. Certain Relationships and Related Transa&ns

Information with regard to this item is incorpordteerein by reference to the definitive 1999 Pr8kgtement under the caption
"ADDITIONAL INFORMATION - Certain Transactions," dn an Amendment to this Report to be filed witk Becurities and Exchange
Commission.
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Item 14. Exhibits, Financial Statement Schedules @Reports on Form 8-K

PART IV

(@) 1. and 2. Financial Statement Schedules -'Bdex to Financial Statements and Schedules" an F-

(b) Reports on Form 8-K

1. RCM Technologies, Inc. Current Report on Fork 8ated July 23, 1998, as amended.

(c) Exhibits

(3)(@) Articles of Incorporation, as amended,;
to Exhibit 3(a) of the Registrant's Fo
1994,

(3)(b) Bylaws, as amended; incorporated by refe
Registrant's Quarterly Report on Form 10

(4)(a) Rights Agreement dated as of March
Technologies, Inc. and American Stock Tr
Rights Agent; incorporated by refere
Registrant's Current Report on Form 8-K

(10)(a) Loan and Security Agreement dated August
Technologies, Inc. and all of its Subsid
N.A. as Agent.

(10)(b) RCM Technologies, Inc. 1992 Incent
incorporated by reference to Exhibit A o
Statement dated April 23, 1992, filed wi
9, 1992.

(10)(c) RCM Technologies, Inc. 1994 Non-emplo
Plan; incorporated by reference to Exhi
Proxy Statement dated May 19, 1994, fi
June 22, 1994.

(10)(d) RCM Technologies, Inc. 1996 Executiv
August 15, 1996; incorporated by referen
1996 the Registrant's Annual Report on F
1996 (the "1996 10-K").

incorporated by reference
rm 10-K dated October 31,

rence to Exhibit 3 of the
-Q dated January 31, 1996.

14, 1996, between RCM
ansfer & Trust Company, as
nce to Exhibit 4 of the
dated March 19, 1996.

19, 1998 between RCM
iaries and Mellon Bank,

ive Stock Option Plan;
f the Registrant's Proxy
th the Commission on March

yee Director Stock Option
bit A of the Registrant's
led with the Commission on

e Stock Option Plan dated
ce to Exhibit 10(l) of the
orm 10-K dated October 31,

* (10)(e) Second Amended and Restated TerminatemeBts Agreement dated March 18, 1997 betweeR#ggstrant and Leon Kopyt;
incorporated by reference to Exhibit 10(g) of tregRtration Statement on Form S-1 dated March 297 ICommission File No. 333-23753)
(the"1997 S-1").

* (10)(f) Amended and restated Employment Agreentdanéd November 30, 1996 between the Registraeiitét Design, Inc. and Leon

Kopyt; incorporated by reference to Exhibit 10(@}he 1996 10-K.

(10)(g) Stock Pledge Agreement dated August 3
former shareholders of Cataract, Inc. R
Cl Acquisition Corp.; incorporated by r
of the Registrant's current Report on
1995.

(10)(h) Amended to Stock Pledge Agreement date
among RCM Technologies Inc. Cataract,
Corp.) and the former shareholders of Ca

(10)(i) Registration Rights Agreement dated Mar
RCM Technologies, Inc. and the for
Consortium; incorporated by reference
Registrant's current Report on Form 8-K
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eference to Exhibit (c)(5)

Form 8-K dated August 30,

d December 28, 1998 by and
Inc. (F/K/A CI Acquisition
taract, Inc.

ch 11, 1996 by and between
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to Exhibit (c)(2) of the
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Item 14. Exhibits, Financial Statement Schedules @hReports on Form 8-K -
(Continued)

(11) Computation of Earnings Per Share.

(21) Subsidiaries of the Registrant.

(23) Consent of Grant Thornton, LLP

(27) Financial Data Schedule.

* Constitutes a management contract or compensataryor arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

RCM Technologies, Inc.

Date: January 11, 1999 By:/s/ Leon Kopyt
Leon Kopyt
Chai rman, President, Chief Executive Oficer and
Di rector

Date: January 11, 1999 By:/s/ Stanton Rener

St ant on Remer
Chief Financial Oficer, Treasurer, Secretary and
Di rector

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

Date: January 11, 1999 /'s/ Leon Kopyt
Leon Kopyt
Chai rman, President, Chief Executive Oficer
(Principal Executive Oficer) and Director

Date: January 11, 1999 /'s/ Stanton Rener
St ant on Remer
Chief Financial Oficer, Treasurer, Secretary
(Principal Financial and Accounting O ficer)
and Director

Date: January 11, 1999 /'s/ Norman S. Berson
Norman S. Berson
Di rector

Date: January 11, 1999 /'s/ Robert B. Kerr
Robert B. Kerr
Di rector

Date: January 11, 1999 /sl Woodrow B. Mats, Jr.

Wbodrow B. Moats, Jr.
Director
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
October 31, 1998 and 1997

ASSETS
1998 1997
Current assets
Cash and cash equivalents $ 22,187,536 % 918,028
Accounts receivable, net of allowance for doub tful accounts
of $486,000 and $316,000 in 1998 and 1997, respectively 40,680,268 24,850,304
Prepaid expenses and other current assets 1,199,809 673,265
Total current assets 64,067,613 26,441,597
Property and equipment, at cost
Equipment and leasehold improvements 5,041,184 2,508,680
Less: accumulated depreciation and amortizatio n 2,437,316 1,373,275
2,603,868 1,135,405
Other assets
Deposits 145,876 94,149
Intangible assets (net of accumulated amortiz ation
of $1,823,000 and $805,000 in 1998 and 199 7,
respectively) 50,249,794 26,411,445
50,395,670 26,505,594
Total assets $117,067,151  $ 54,082,596

The accompanying notes are an integral part oktfinancial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS - CONTINUED
October 31, 1998 and 1997

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities
Note payable - bank
Accounts payable and accrued expenses
Accrued payroll
Taxes other than income taxes
Income taxes payable

Total current liabilities

Income taxes payable

Shareholders' equity
Preferred stock, $1.00 par value; 5,000,000 sh
no shares issued or outstanding

Common stock, $0.05 par value; 40,000,000 shar
7,582,206 shares issued in 1998 and
1997, respectively

Additional paid-in capital

Retained earnings

Total liabilities and shareholders' equit

$ 3,202,625
5,505,465
1,629,945

56,989

ares authorized;
es authorized; 10,447,525 and

522,376
92,997,711
13,152,040

106,672,127

y $117,067,151

The accompanying notes are an integral part oktfiancial statements.

F-3

2,000,000

1,315,937

4,501,502
665,106
679,937

308,129

379,110
40,877,540
3,355,335

44,611,985

54,082,596



Revenues

Cost of services

Gross profit

Operating costs and expenses
Selling, general and administrative
Depreciation and amortization

Operating income

Other income (expense)
Interest expense, net of interest income
Other, net

Income before income taxes

Income taxes

Income from continuing operations

Loss from discontinued operations, net
of income tax benefit of $262,500 (Note 2)

Net income

Basic earnings per share:
Continuing operations
Discontinued operations
Net income

Diluted earnings per share:
Continuing operations
Discontinued operations
Net income

RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Years Ended October 31, 1998, 1997 and 1996

1998 1997

$201,452,318 $113,959,093

153,028,095 86,832,348
48,424,223 27,126,745
30,460,647 18,068,899
1,454,416 572,279
31,915,063 18,641,178
16,509,160 8,485,567
235,044 (  184,645) (
235,044 (  184,645) (
16,744,204 8,300,922
6,947,499 3,460,989
9,796,705 4,839,933
362,500

$1.11 $0.80
(0.06)
$1.11 $0.74
$1.07 $0.76
(0.06)
$1.07 $0.70

The accompanying notes are an integral part oktfinancial statements.
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$ 61,039,173

48,779,886

329,680

163,695 )
30,332 )

2,367,939

$ 2,367,939



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
YEARS ENDED OCTOBER 31, 1998, 1997 AND 1996

Additional
Common Stock Paid-in Retained Treasury
Sha res Amount Capital Earnings Stock
Balance, October 31, 1995 3,255 ,024  $162,751  $10,916,692  $( 3,490,0 37) $(62,821)
Exercise of stock options 10 ,000 500 15,438
Issuance of common stock
in connection with acquisitions 1,336 ,827 66,841 5,242,807
Sale of common stock 276 ,625 13,832 986,168
Net income 2,367,9 39
Balance, October 31, 1996 4,878 476 243,924 17,161,105 (1,122,0 98) ( 62,821)
Retirement of Treasury Stock ( 62 ,800 )( 3,140) ( 59,681) 62,821
Exercise of stock options 4 171 209 23,031
Sale of common stock 2,698 ,187 134,909 23,136,814
Issuance of common stock
in connection with acquisitions 43 ,347 2,167 317,312
Issuance of common stock
in connection with legal settlement 20 ,825 1,041 298,959
Net income 4,477 ,4 33
Balance, October 31, 1997 7,582 ,206 379,110 40,877,540 3,355,3 35
Exercise of stock options 202 ,130 10,107 688,607
Exercise of warrants 153 ,209 7,660 2,265,618
Sale of common stock 2,509 ,980 125,499 49,165,946
Net income 9,796,7 05
Balance, October 31, 1998 10,447 525  $522,376  $92,997,711 $13,152,0 40

The accompanying notes are an integral part oktfiancial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Net income

Adjustments to reconcile net income

to net cash provided by (used in)
operating activities:
Depreciation and amortization
Non cash portion of legal settlement
Provision for losses on accounts
receivable
Changes in assets and liabilities:
Accounts receivable
Prepaid expenses and other
current assets
Accounts payable and accrued expenses
Accrued payroll
Taxes other than income taxes
Income taxes payable

Net cash used in operating activities

Years Ended October 31, 1998, 1997 and 1996

1998 1997

$ 9,796,705 $ 4,477,433 %

1,454,416 572,279
300,000
170,000 239,748

( 15,999,964) ( 11,104,607) (

( 526,544) ( 137,067)

1,886,688 581,146
1,003,963 1,711,777
964,839 232,499

( 931,077) ( 626,685)

(11,977,679) ( 8,230,910) (

( 2,180,974) ( 3,753,477) (

The accompanying notes are an integral part oktfiancial statements.
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329,680

61,000
8,522,460 )

267,464
262,684
1,606,791
227,113
1,482,751



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS - CONTINUED
Years Ended October 31, 1998, 1997 and 1996

1998 1997 1996
Cash flows from investing activities:
Property and equipment acquired ( 796,905) (  450,350) ( 128,264 )
Increase in deposits ( 51,727) ( 6,110) ( 44,965 )
Cash paid for acquisitions,
net of cash acquired ( 25,964,323) ( 17,426,351) ( 1,049,433 )
Net cash used in investing activities ( 26,812,955) ( 17,882,811) ( 1,222,662 )
Cash flows from financing activities:
Net borrowing (repayments) under
short term debt arrangements ( 2,000,000) ( 746,636) 1,832,201
Exercise of warrants 2,273,278
Sale of common stock 49,291,445 23,271,723 1,000,000
Exercise of stock options 698,714 23,240 15,938
Net cash provided by financing activities 50,263,437 22,548,327 2,848,139
Net increase (decrease) in cash
and cash equivalents 21,269,508 912,039 291,561 )
Cash and cash equivalents at beginning of year 918,028 5,989 297,550
Cash and cash equivalents at end of year $ 22,187,536 $ 918,028 $ 5,989
Supplemental cash flow information:
Cash paid for:
Interest expense $ 422,579 $ 444,347 163,811
Income taxes 7,878,576 3,825,174 726,332
Acquisitions:
Fair value of assets acquired 28,794,018 20,929,663 7,302,476
Liabilities assumed 2,829,695 3,503,312 6,253,043
Cash paid, net of cash acquired $ 25,964,323 $ 17,426,351 1,049,433

The accompanying notes are an integral part oktfiancial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

1. Summary of Significant Accounting Policies
Business

RCM Technologies, Inc. (the "Company"), throughwitsolly-owned subsidiaries, is a multi-regional yicer of Information Technology and
other professional staffing services. The Compamwyides contract and temporary personnel in theriméation Technology, Professional
Engineering and Technical, Specialty Healthcare@ederal Support sectors of the staffing indusirg tliversified base of national, regional
and local customers.

Principles of Consolidation

The consolidated financial statements include to®ants of the Company and its wholly-owned subsids. All intercompany accounts and
transactions have been eliminated.

Property and Equipment

Depreciation of equipment is provided for in amausitfficient to relate the cost of depreciable @sweoperations over their estimated useful
lives on the straight-line basis. Estimated uskfek range from five to ten years. Leasehold improents are amortized over the lives of the
respective leases or the service lives of the ingmeents, whichever is shorter.

Income Taxes

The Company and its wholly-owned subsidiariesdileonsolidated federal income tax return. The Campallows the liability method of
accounting for income taxes. Under this methodeidefl income tax assets and liabilities are detexthbased on differences between the
financial statement and income tax bases of aaset$iabilities using enacted tax rates in effectthe year in which the differences are
expected to reverse. Valuation allowances are kstiald, when necessary, to reduce deferred taxsassthe amount expected to be realized.
Income tax expense is the tax payable for the gexim the change during the period in deferrechssets and liabilities.

Revenue Recognition

Revenue is recognized concurrently with the peréoroe of services. When the Company enters intoferrg contracts for the supply of
temporary personnel, billings are rendered for eyge hours worked according to contractual billiatgs.

Profit Sharing Plan

The Company maintains 401(k) plans as of Octobefi838, for the benefit of eligible employees. Phens are profit-sharing plans,
including a cash or deferred arrangement purswafettion 401(k) of the Internal Revenue Code &61%s amended (the"Code"), sponst
by the Company to provide eligible employees anoofopity to defer compensation and have such dedesimounts contributed to the 401(k)
plan on a prdax basis, subject to certain limitations. The Campmay, at the discretion of the Board of Direstonake contributions of ca
to match deferrals of compensation by participaitmtributions charged to operations by the Comganfiscal years ended October 31,
1998, 1997 and 1996 were $88,736, $6,246 and $pectively.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

1. Summary of Significant Accounting Policies - (@aued)
Cash Equivalents

For purposes of presenting the consolidated stateaieash flows, the Company considers all hidigyid debt instruments purchased wit
maturity of three months or less to be cash egental

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

Goodwill

The net assets of businesses acquired, which eoeiated for as purchases, have been reflecte@iatfdlir values at dates of acquisition. The
excess of acquisition costs over such net assetsl{gll) is reflected in the consolidated balanbeets as Intangible Assets. Goodwill, net of
amortization of $1,823,000 at October 31, 1998 $8@5,000 at October 31, 1997, is being amortized smaight-line method over forty
years. Amortization expense for goodwill in 199897, and 1996 was $1,018,000, $411,000 and $21188§fectively

Long-Lived Assets, Goodwill and Other Intangible Asets

The Company reviews long-lived assets and certntifiable intangibles to be held, used or disdasfe for impairment based on the
undiscounted cash flows from the related assetsi@ier events or changes in circumstances indibatdtie carrying amount of an asset
not be recoverable.

Fair Value of Financial Instruments

The carrying value of financial instruments appnoaies fair value. The Company's financial instruth@ne accounts receivable, accounts
payable and long-term debt. The Company does nat &iay off-balance sheet financial instrumentsesivétives.

Comprehensive Income

In June, 1997 the Financial Accounting Standardsr@dssued Statement No. 130, Reporting Comprebhehstome. Statement No. 130
requires that all items that are required to begazed under accounting standards as componentsmgirehensive income be reported in a
separate financial statement. The only componeobwiprehensive income that applies to the Compangd98, 1997 and 1996 is earnings
as reported in the consolidated statement of egsnixccordingly, a separate financial statemen¢ctihg comprehensive income is not
necessary.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

1. Summary of Significant Accounting Policies - (@aued)
Per Share Data

In February, 1997 the Financial Accounting Stangd@dard issued Statement No. 128, Earnings peeShhe provisions of Statement No.
128 are effective for years ending after Decemberl997. Accordingly, earnings per share datagsgmted in accordance with those
provisions and prior year data has been restatathirifys used to calculate both basic and dilutedirgs per share for all periods are repo
earnings in the Company's consolidated statemesamiings. Because of the Company's capital steycall reported earnings pertain to
common shareholders and no other assumed adjustar@nhecessary.

The number of common shares used to calculate badidiluted earnings per share for 1998, 1997 189 was determined as follows:

1998 1997 1996
Basic
Average shares outstanding 8,787,334 6,068,713 4,24 7,907
Diluted
Shares used for basic 8,787,334 6,068,713 4,24 7,907
Dilutive effect of stock options 364,569 292,468 7 2,664
9,151,903 6,361,181 4,32 0,571

Options to purchase 19,000 shares of common stquiicas ranging from $14.00 to $14.50 per shanewetstanding during the year ended
October 31, 1998, but were not included in the astaion of diluted EPS because their exercise pneere greater than the average market
price of the common shares.

Options to purchase 10,000 shares of common stdtk(a63 per share and warrants to purchase 158f8#2s of common stock at $15 per
share were outstanding during the year ended Oc8ihel 997, but were not included in the computatibdiluted EPS because their exer
prices were greater than the average market pfiteeaommon shares.

Warrants to purchase 157,342 shares of common atdkk5 per share were outstanding during the greded October 31, 1996, but were not
included in the computation of diluted EPS becaheesxercise price was greater than the averagieetaiice of the common shares.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

2. Discontinued Operations

In fiscal 1992, the Company discontinued the opamnatof an environmental technology developmenir@ss. In connection with the
discontinued operations, on September 26, 1997Ctimpany and Alumax, Inc. entered into a SettlerAgmeéement, whereby the Company
agreed to settle the potential controversy by ma$B00,000 and issuing 20,825 restricted sharés obmmon stock, valued at $300,000 to
Alumax, Inc. Professional fees associated withstitdement were approximately $25,000. The charggerations for the year ended
October 31, 1997 was $625,000 and the tax effeemdt was $362,500, or $.06 per share.

3. Sale of Common Stock

On June 13, 1997, the Company completed a pulficing of 2,875,000 shares of Common Stock, of Whit;698,187 shares were sold by
the Company and 176,813 shares were offered bgiceslling stockholders. The public offering waslertaken pursuant to the terms of a
Registration Statement on Form S-1 originally fikeith the Securities and Exchange Commission orncMad, 1997 and a final Prospectus
dated June 10, 1997. The net proceeds to the Congten offering costs was $23,271,723.

On June 3, 1998, the Company completed a publériaff of 2,700,000 shares of Common Stock, of whch09,980 shares were sold by
Company and 190,020 shares were offered by cesédling stockholders. The public offering was unakeen pursuant to the terms of a
Registration Statement on Form S-3 originally fikeith the Securities and Exchange Commission onl 28¢ 1998 and a final Prospectus
dated May 29, 1998. The net proceeds to the Comafieroffering costs was $49,291,445.

4. Acquisitions

During the three year period ended October 31, 18@8Company acquired 15 businesses in the giadfidl consulting services industry.
These acquisitions, which are summarized belowe lieaen accounted for as purchases and, accordihglyesults of operations of the
acquired companies have been included in the calaged! results of operations of the Company froendates of acquisition.

In connection with certain acquisitions, the Compmnobligated to pay contingent consideratiorht $elling shareholders upon the acquired
businesses achieving certain earnings targetspmréyds ranging from 2-3 years. In general, thelingent consideration amounts fall into

two tiers: (a) tier 1 ("Deferred Consideration'’gmounts are due, provided that these acquisitionieee a base level of earnings which has
been determined at the time of acquisition andi¢p)2 ("Earnouts") - amounts are not fixed andl@ased on the growth in excess of the base
level earnings. The Deferred Consideration paymargsanticipated to be as follows:

Year Ending Amount
1999 $ 7,300,000
2000 11,150,000
2001 7,890,000
2002 750,000

$ 27,090,000

The Deferred Consideration and Earnouts, when palidhe recorded as additional purchase consideratnd will be amortized over a 40
year period. Earnouts cannot be estimated withcaninty.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

The Company's acquisition activities are as follows

Number of acquisitions

Consideration paid:
Cash at closing
Common stock at closing
Deferred Consideration payments

Subsequent to October 31, 1998 and priorto D
Company's acquisition activities are as follows:

Number of acquisitions

Consideration paid:
Cash at closing
Deferred Consideration payments

Year ended October 31,
1998 1997 1996

$22,625,000 $18,400,000 $ 62

$318,433 $5,39
$15,100,000 $ 7,550,000

ecember 11, 1998, the

(Unaudited)

3

$12,525,000
$ 5,349,000

1,500
9,638

The following unaudited results of operations hbgen prepared assuming the acquisitions had occasref the beginning of the periods
presented. Those results are not necessarily inddoaf results of future operations nor of resthist would have occurred had the
acquisitions been consummated as of the begindittgeqeriods presented.

Revenues

Operating income

Income from continuing operations

Loss from discontinued operations

Net income

Earnings per share from continuing operations
Loss per share from discontinued operations
Earnings per share

Year Ended October 31,

1998 1997
$252,413,000 $204,820,00
22,319,000 16,089,00
11,789,000 6,506,00
(363,00
11,789,000 6,143,00
1.29 9
(0
$1.29 $.9
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

5. Property and Equipment

Property and equipment is comprised of the followin o} Year Ended October 31,
1998 1997
Office equipment $ 4,789,978 $ 2,294,906
Capitalized lease 174,873 174,873
Leasehold improvements 76,333 38,901
5,041,184 2,508,680
Less: accumulated depreciation and amortization 2,437,316 1,373,275
$ 2,603,868 $ 1,135,405

6. Note Payable - Bank

On August 19, 1998, the Company and its subsidiamered into an agreement with Mellon Bank Nafiministrative agent for a syndicate
of banks, which provides for a $75 million revolgioredit facility (the "Revolving Credit Facility"Borrowings under the Revolving Credit

Facility bear interest at the Company's option,IBOR (London Interbank Offered Rate), plus apgbleamargin, or the agent bank's prime

rate.

Borrowing under the Revolving Credit Facility islleteralized by all of the assets of the Company ismsubsidiaries and a pledge of all of
the stock of its subsidiaries. The Revolving Créditility also contains various financial and norehcial covenants. The Revolving Credit
Facility expires August 2001. The weighted averiaggerest rate at October 31, 1998 was 8.30%. Tlvere no amounts outstanding under
Revolving Credit Facility at October 31, 1998.

Prior to August 19, 1998, the Company and its gliases maintained a credit facility (the "CredadHity") in the amount of $20 million wit
Mellon Bank, N.A. Borrowing under the Credit Fatsilivas based on 85% of accounts receivable on wiotimore than ninety days elapsed
since the date of invoicing. Borrowing under thedir Facility bore interest, at the Company's aptat LIBOR (London Interbank Offered
Rate) or the bank's prime rate, plus the applicataegin.

The interest rate charged by the bank at Octobet @7 was the prime rate of 8.25%.
7. Shareholders' Equity
Common shares reserved

Shares of unissued common stock were reservetiddotiowing purposes:

October 31,
1998 1997
Exercise of warrants 157,342
Exercise of options outstanding 1,021,420 1 ,087,400
Future grants of options 746,150 382,300
Total 1,767,570 1 ,627,042
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

7. Shareholders' Equity - (Continued)
Incentive Stock Option Plans

On April 23, 1998, the shareholders approved amemdsrto the RCM Technologies, Inc. 1992 IncentitaelS Option Plan (*1992 Plan™) a
the 1994 Non-Employee Director Stock Option Plée (iDirector Option Plan™). The amendments incréhsenumber of shares of the
Company's common stock issuable under the 19920@ptan by 400,000 shares to 500,000 shares arehgethe number of shares issu
under the Director Option Plan by 100,000 shards8000 shares.

On April 23, 1992, the shareholders approved tf82 Blan. At October 31, 1998, there were 413,720eshof Common Stock reserved ur
the 1992 Plan for issuance no later than Februgr2@02 to officers, directors and key employeethefCompany and its subsidiaries.
Options under the 1992 Plan are intended to bativeestock options pursuant to Section 422A ofltiternal Revenue Code. The option
terms cannot exceed ten years and the exerciseqaimot be less than 100% of the fair market vafuke shares at the time of grant

On May 19, 1994, the shareholders approved thechir®ption Plan as a means of recruiting andmatginonemployee directors of the
Company. At October 31, 1998, there were 114,0@0eshof Common Stock reserved under the Directdio®lan for issuance no later
than July 19, 2004. All director stock options granted at fair market value at the date of grané exercise of options granted is contingent
upon service as a director for a period of one.\ié#ne optionee ceases to be a director of they@my, any option granted shall terminate.

On August 15, 1996, (amended on January 15, 19@7Board of Directors approved the RCM Technolgdies 1996 Executive Stock Plan
("1996 Plan"). At October 31, 1998, there were 2,830 shares of Common Stock reserved under th@ RB® for issuance not later than
August 15, 2006 to officers and key employees ef@ompany and its subsidiaries.

The Company has adopted only the disclosure prmgsbf Financial Accounting Standard No. 123, "Aaating for Stock-Based
Compensation” (SFAS 123). It applies APB Opinion RS and related interpretations in accountingtfoplans and does not recognize
compensation expense for is stock-based compengatios. Had compensation cost been determinedi loasthe fair value of the options at
the grant date consistent with SFAS 123, the Cowiparet earnings and earnings per share would beee reduced to the pro forma
amounts indicated below:

Year Ended October 31,

1998 1997 1996
Net earnings:
As reported $ 9,796,705 $ 4,477,433 $ 2,367,93 9
Pro forma $ 8,096,746 $ 2,542,196 $ 2,235,75 0
Diluted earnings per share:
As reported $1.07 $.70 $.5 5
Pro forma $.92 $.39 $.5 2

These pro forma amounts may not be representdtifigume disclosures because they do not takeeffert proforma compensation expense
related to grants before November 1, 1995. Thevhlire of these options is estimated on the datganft using the Black-Scholes option-
pricing model with the following weighted-averagesamptions for grants in fiscal year 1998, 1997 B985, respectively: expected volatility
of 30% all; risk-free interest rates of 5.14%, 8&8nd 6.32%; and expected lives of 5 years. Thghted-average fair value of options
granted during fiscal years 1998, 1997 and 1996338, $3.46 and $2.16, respectively.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

7. Shareholders' Equity - (Continued)

Transactions related to all stock options are Hgvis:

Weigh
Avera
Exerc
1998 Price
Outstanding options
at beginning of year 1,087,400 $7.46

Granted 239,500 11.23
Forfeited ( 103,350) 10.13
Exercised ( 202,130) 3.46

Outstanding options
at end of year 1,021,420 $8.86

Exercisable options

at October 31, 1,012,420
Option grant price
per share $3.44
to $14.50

The following table summarizes information about s

at October 31, 1998:

Weighted-A
Range of Number of
Exercise Prices Outstandin
$ 3.44-% 5.15 4,000
$ 516-% 7.73 504,250
$ 7.74-$11.63 474,170
$11.67-$17.44 39,000

October 31, 1998, 1997 and 1996

Incentive Stock Option Plans - (Continued)

ted- Weighted- Weig
ge Average Aver
ise Exercise Exer

1997 Price 1996 Pric

214,400  $3.54 163,300  $2
883,200 840 61,100 5

( 6029 6.68

( 4171) 557 (10,0000 1

1,087,400 $7.46 214,400 $3

708,900 141,300
$1.09 $1.09
to $10.625 to $8.13

tock options outstanding

verage
Remaining Weighted
g Options Contractual Life Exercise
5.5 years $
8.1 years $
9.0 years $1
9.2 years $1
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

8. Commitments
Termination Benefits Agreement

In December 1993, the Company entered into a Textioim Benefits Agreement with Mr. Kopyt that wadsequently amended and restated
as of March 18, 1997 (the "Benefits Agreement"ysBant to the Benefits Agreement, following a CleimgControl (as defined therein) the
remaining term of Mr. Kopyt's employment is exteshdier five years (the "Extended Term"). If Mr. Kdfsyemployment is terminated
thereafter by the Company other than for causby dvir. Kopyt for good reason (including, among attténgs, a material change in Mr.
Kopyt's salary, title, reporting responsibilitiesaochange in office location which requires Mr.ggbto relocate): the Company is obligatec
pay Mr. Kopyt a lump sum equal to his salary andusofor the remainder of the Extended Term; thease price of the options to purchase
500,000 shares granted to Mr. Kopyt under the @& utive Stock Plan will be reduced to 50% ofdkerage market price of the Common
Stock for the 60 days prior to the date of termomaif the resulting exercise price is less thamdhiginal exercise price of $7.125 per share;
and the Company shall be obligated to pay to Mpyahe amount of any excise tax associated wihbtmefits provided to Mr. Kopyt unc
the Benefits Agreement. If such a termination redeéh place as of October 31, 1998, Mr. Kopyt wddde been entitled to cash payment
approximately $3.4 million (representing salary amdise tax payments).

Operating leases

The Company leases office facilities and variousigent under noncancellable leases expiring abwadates through February 2007.
Certain leases are subject to escalation clausesihgpon changes in various factors. The minimunordéuannual operating lease
commitments for leases with noncancellable termexoess of one year, exclusive of escalation, sifelpws:

Year ending October 31, Amount
1999 $15 70,000
2000 1.2 52,000
2001 9 00,000
2002 6 24,000
2003 2 79,000
Thereafter 6 92,000
Total $5,3 17,000

Rent expense for the years ended October 31, 1998, and 1996 was $1,456,000, $814,000 and $498.€§@ectively.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

9. Major Customers
Revenues from major clients for the years endedli2et31, 1998, 1997 and 1996 were as follows:
For the year ended October 31, 1998, no one atiemtibuted more than 5% of total revenues.

For the year ended October 31, 1997, one cliertribored $13,069,000 or 11.5% of total revenuescdnits receivable from the client
represented 4.4% of total accounts receivable tik@c 31, 1997.

For the year ended October 31, 1996, one cliertriboed $7,776,000 or 12.7% of total revenues.ocdets receivable from the client
represented 13.3% of total accounts receivablectat@r 31, 1996.

10. Related Party Transactions

A director of the Company is a shareholder in afiam that rendered various legal services to tbenfany. Fees paid to the law firm have
not been significant.

11. Income Taxes
The components of income tax expense are as fallows

Year ended October 31,

1998 1997 1996
Current
Federal $5,204,332 $2,282,603 $ 4 8,000
State and local 1,743,167 915,886 40 5,539
Total income tax expense - current $6,947,449 $3,198,489 $45 3,539

The income tax provisions reconciled to the tax potad at the statutory Federal rate was:

1998 1997 19 96
Tax at statutory rate 34.0% 34.0 % 3 4.0%
State income taxes, net of Federal
income tax benefit 6.8 7.9 9.4
Net operating loss carry-overs (19) (3 2.4)
Other, net 4 1.7 5.1
41.2% 41.7 % 1 6.1%
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

October 31, 1998, 1997 and 1996

Significant components of the Company's deferrgditsets at October 31, 1998 and 1997 are as fallow

Deferred tax assets due to:
Allowance for doubtful accounts

Less: 100% valuation allowance

Total net deferred tax assets

12. Selected Quarterly Financial Information (Unisea)

Sales
1st Quarter $ 37,232,2
2nd Quarter 48,942,1
3rd Quarter 52,008,5
4th Quarter 63,269,3
Total $ 201,452,3

Year Ended October 31, 1997

Sales
1st Quarter $ 21,150,7
2nd Quarter 27,379,9
3rd Quarter 28,009,3
4th Quarter 37,419,0
Total $113,959,0

(a) Total of quarterly amounts do not agree to th
separate quarterly calculations of weighted average

1998 1997
$132,000 $132,00
$132,000 $132,00

Year Ended October 31, 1998

Gross Net Inco
Profit Net Income Per Shar

43 $ 9,152,239 $ 1,777,401 $.22

75 11,607,585 2,218,751 .27
78 12,323,918 2,590,784 .26
22 15,340,481 3,209,769 .30

=
(o]
1 &

48,424,223 $ 9,796,705 $1.07

Gross Net Incom

Profit Net Income Per Share
21 $ 5,099,404 $ 780,987 $.16
79 6,246,111 917,333 .18
67 6,918,940 1,205,928 .19
26 8,862,290 1,573,185 .20

93  $27,126,745 $4,477,433 $.70

e annual amount due to
shares outstanding.

F-18

o'

me
e(a)

@)



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
October 31, 1998, 1997 and 1996

13. Interest Expense, Net of Interest Income

Interest expense, net of interest income consistdiae following:

1998 1997 1996
Interest expense ($422,579) ($444,347) ($163,81 1)
Interest income 657,622 259,702 11 6
$235,044 ($184,645) ($163,69 5)

14. New Standards

In June 1997, the FASB issued SFAS No. 131, "Dsales about Segments of an Enterprise and Relafiganlation”, which is effective for

all periods beginning after December 15, 1997. SN&S131 requires that public business enterprgpsrt certain information about
operating segments in complete sets of financaéstents of the enterprise and in condensed fiabsitzitements of interim periods issued to
shareholders. It also requires that public busieessrprises report certain information about theiducts and services, the geographic areas
in which they operate, and their major customerandgement is currently evaluating the impact ofdiselosure requirements of this
statement.

In June 1998, the FASB issued SFAS No. 133, Acéogrior Derivative Instruments and Hedging Actig&i SFAS No. 133 establishes
accounting and reporting standards for derivatinstruments and for hedging activities and is efffector years beginning after June 15, 1!
The Company will determine the extent to which SE¥& 133 applies and adopt the standards estatllesheequired.

15. Contingency

On November 6, 1998, two former officers of the @amy filed suit against the Company alleging wrahg¢grmination of their employment,
failure to make severance payments, wrongful conlbjathe Company in connection with the grant afc&tOptions to the plaintiffs and
wrongfully limited the number of shares of Compaitgck that could be sold by the plaintiffs. Thet sisiks for damages of approximately
$471,000 plus other unspecified amounts. Managelraigves the suit is without merit and intendglééend the claim vigorously.
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Independent Auditors' Report

Board of Directors
RCM Technologies, Inc. and Subsidiaries

We have audited the accompanying consolidated balsineets of RCM Technologies, Inc. (a Nevada catjpm) and Subsidiaries as of
October 31, 1998 and 1997 and the related consetiddatements of income, changes in sharehoktgugy and cash flows for each of the
three years in the period ended October 31, 1988sd consolidated financial statements are th@mnedglity of the Company's manageme
Our responsibility is to express an opinion ondbesolidated financial statements based on outsaudi

We conducted our audits in accordance with geneaaitepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whether tteokidated financial statements are free of mdtarisstatement. An audit includes
examining, on a test basis, evidence supportingutheunts and disclosures in the consolidated fiahatatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of RCM Technologies, Inc. and Subsidiaries as ab®er 31, 1998 and 1997 and the consolidated sesfitheir operations and their cash
flows for each of the three years in the periodegh@ctober 31, 1998 in conformity with generallgegated accounting principles.

We have also audited Schedules | and 1l of RCM Teldgies, Inc. and Subsidiaries as of and for edi¢he three years in the period ended
October 31, 1998. In our opinion, these schedulesamt fairly, in all material respects, the infation required to be set forth therein.

/sl Grant Thornton LLP
Grant Thornton LLP

Phi | adel phi a, Pennsyl vani a
Decenber 11, 1998
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SCHEDULE |

RCM TECHNOLOGIES, INC. (PARENT COMPANY)
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
BALANCE SHEET
October 31, 1998 and 1997

ASSETS
1998 1997
Current assets
Cash $ 2,069 $ 29,803
Prepaid expenses and other assets 9,865 1,601
Total current assets 11,934 31,404
Other assets
Deposits 5,695 5,695
Long-term receivables from affiliates 106,672,260 44,619,656
106,677,955 44,625,351
Total assets $106,689,889 % 44,656,755

Current liabilities
Accounts payable and accrued expenses $ 17,762 % 43,770

Shareholders' equity

Common stock 522,376 379,110

Additional paid in capital 92,997,711 40,877,540
Retained earnings 13,152,040 3,355,335
Total shareholders' equity 106,672,127 44,611,985
Total liabilities and shareholders' equity $106,689,889 % 44,656,755

The "Notes to Consolidated Financial StatementfR @M Technologies, Inc. and subsidiaries are agiat part of these statements.

F-21



Operating expenses
Administrative

Operating loss

Other expense
Non recurring charge
Miscellaneous expense

Loss before management fee income

Management fee income

Income before income taxes
Income taxes
Income before income in subsidiaries

Equity in earnings in subsidiaries

Net income

SCHEDULE |

RCM TECHNOLOGIES, INC. (PARENT COMPANY)
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENT OF OPERATIONS

Years Ended October 31, 1998, 1997 and 1996

1998 1997

$ 210,317 $ 166,110 $

( 210,317) ( 166,110) (

( 625,000)
(

( 625,000) (

( 210,317) ( 791,110) (

210,317 791,110

9,796,705 4,477,433

$ 9,796,705 $ 4,477,433 %

149,541 )

149,541

2,367,939

The "Notes to Consolidated Financial StatementfR @M Technologies, Inc. and subsidiaries are agiat part of these statements.
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SCHEDULE |

RCM TECHNOLOGIES, INC. (PARENT COMPANY)
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENT OF CASH FLOWS

Years Ended October 31, 1998, 1997 and 1996

1998 1997 1996
Cash flows from operating activities:
Net income $ 9,796,705 $ 4,477,433 $ 2,367,939
Adjustments to reconcile net income to net cash provided by operating
activities:
Changes in operating assets and liabilities:
Prepaid expenses and other assets ( 8,264) 131,062 2,274
Accounts payable and accrued expenses (  26,008) 43,770
( 34,272 174,832 2,274
Net cash provided by operating activities 9,762,433 4,652,265 2,370,213
Cash flows from investing activities:
Share in deficiency in assets of
subsidiaries ( 9,796,705) ( 4,477,433) ( 2,367,939 )
Decrease (increase) in long-term
receivables from subsidiaries ( 52,256,899) ( 23,448,518) ( 1,025,065 )
Net cash used in
investing activities ( 62,053,604) ( 27,926,011) ( 3,393,004 )
Cash flows from financing activities:
Sale of common stock 49,291,445 23,271,723 1,000,000
Exercise of warrants 2,273,278
Exercise of stock options 698,714 23,240 15,938
Net cash provided by financing activities 52,263,437 23,294,963 1,015,938
Net increase (decrease) in cash and equivalents ( 27,734) 21,217  ( 6,853 )
Cash and equivalents at beginning of year 29,803 8,586 1,733
Cash and equivalents at end of year $ 2,069 $ 29,803 $ 8,586

The "Notes to Consolidated Financial StatementfR @M Technologies, Inc. and subsidiaries are agiat part of these statements.
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SCHEDULE I

RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
Years Ended October 31, 1998, 1997 and 1996

Column A Column B Column C Column D
Additions
Balance at C harged to Charged to
Beginning C osts and Other
Description of Period E xpenses Accounts Deduction

Year Ended October 31, 1998

Allowance for doubtful

accounts on trade

receivables $315,748 $170,000

Year Ended October 31, 1997

Allowance for doubtful

accounts on trade

receivables $ 76,000 $324,581 $ 84,833
Year Ended October 31, 1996

Allowance for doubtful

accounts on trade
receivables $ 15,000 $ 15,320 $ 76,320
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Balance at
End of
Period

$485,748

$315,748

$ 76,000



RCM TECHNOLOGIES, INC.
COMPUTATION OF EARNINGS PER COMMON SHARE
Years Ended October 31, 1998, 1997 and 1996

1998 1997 1
Diluted earnings
Net income applicable to common stock $ 9,796,705 $ 4,477,433 $
Shares
Weighted average number of common
shares outstanding 8,787,334 6,068,713
Common stock equivalents 364,569 292,468
Total 9,151,903 6,361,181
Diluted earnings per common share $1.07 $.70
Basic
Net income applicable to common stock $ 9,796,705 $ 4,477,433 $
Shares
Weighted average number of common
shares outstanding 8,787,334 6,068,713
Basic earnings per common share $1.11 $.74
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EXHIBIT INDEX

(10)(h) Amended to Stock Pledge Agreement datecBber 28, 1998 by and among RCM Technologies latar@ct, Inc. (F/K/A CI
Acquisition Corp.) and the former shareholders afatact, Inc.

(11) Computation of Earnings Per Share.
(21) Subsidiaries
(23) Consent of Independent Certified Public Acdaats.

(27) Financial Data Schedt



EXHIBIT 21

SUBSIDIARIES

Subsidiary

Intertec Design, Inc.

Cataract, Inc.

The Consortium

The Consortium of Maryland, Inc.
Programming Alternatives of Minnesota, Inc.
Camelot Contractors, Limited

Austin Nichols Technical Temporaries, Inc.
J. D. Karin Consulting Services, Inc.
Northern Technical Services, Inc.
Staffworks, Inc.

Global Technology Solutions, Inc.

Integrity Systems Professionals, Inc.
Software Analysis and Management, Inc.

* All subsidiaries of the Registrant do busines®&M Technologies, Inc

State of Incorporation
New York
Pennsylvania
New Jersey
New Jersey
Minnesota
New Hampshire
Missouri
New Jersey
Wisconsin
New Jersey
California
Michigan
California



EXHIBIT 23
Consent of Independent Certified Public Accountants

Board of Directors
RCM Technologies, Inc.

We have issued our report dated December 11, 1@98rganying the consolidated financial statememtissehedules included in the Annual
Report of RCM Technologies, Inc. and Subsidiarie$-orm 10-K for the year ended October 31, 1998 héfeby consent to the
incorporation by reference of said report in thgiRteation Statements of RCM Technologies, IncForms S-8 File No. 33-61306, File No.
33-80590 and File No. 33-48089.

/sl Grant Thornton LLP
Grant Thornton LLP

Phi | adel phia, Pennsyl vani a
January 11, 1999



AMENDMENT TO
STOCK PLEDGE AGREEMENT

AMENDMENT TO STOCK PLEDGE AGREEMENT entered intagt28th day of December, 1998, by and among RCMie@logies, Inc.,
a Nevada corporation, Cataract, Inc., a Pennsydvemiporation formerly known as Cl Acquisition Corgnd James R. Affleck, Jr., Sarah B.
Affleck, Joseph A. Marubbio, Paula Marubbio, RolierStarer and Merle A.

Starer.

BACKGROUND
A. The parties hereto entered into the Stock Pleklgeement dated August 30, 1995 (the "Stock Pledgeement”).
B. The parties hereto wish to amend certain promsiof the Pledge Agreement upon the terms andteamglset forth in this Amendment.

NOW, THEREFORE, in consideration of the mutual pises contained herein and intending to be legallynid hereby, the parties agree
follows:

1. All capitalized terms used but not otherwisdrst herein shall have the respective meanings@stcto such terms in the Stock Pledge
Agreement.

2. Paragraph 1(c) of the Stock Pledge Agreemdmrisby amended to read in its entirety as follows:

(c) The term "Indemnity Obligation" as used heigiall mean all of the obligations of the Acquiree &cquiree Shareholders of RCM ant
Acquiror under (i) the Merger Agreement, with theeption of Liquidated Damage Obligations, andt{iy Agreement dated December 28,
1998 by and between Acquiror and the Acquiree Studders (the "Settlement Agreement”).

3. Paragraph 1(e) of the Stock Pledge Agreemedrerisby amended to read in its entirety as follows:

(e) The term "Obligations" as used herein shallmredhof the obligations of the Acquiree and AcgeirShareholders of RCM and/or Acqu
under (i) the Merger Agreement, including but nistited to those specific obligations under paragrép'Covenants of the Parties to this
Agreement,” paragraph 10, "Conditions Subsequamd'paragraph 11, "Indemnification" and

(i) the Settlement Agreement.

4. Paragraph 1(f) of the Stock Pledge Agreemen¢iisby amended to read in its entirety as follows:

(f) The term "Pledged Stock" as used herein shaimand include 60,000 of the Merger Shares togeiitie all certificates, options, rights
other distributions issued as an
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addition to, in substitution of or in exchange for,on account of, any such shares and all proaedsof, now or hereafter owned or acqu
by Pledgors.

5. Paragraph 2(a) of the Stock Pledge Agreemerdrisby amended to read in its entirety as follows:

(a) As collateral security for the prompt satisi@ctof all Obligations of Acquiree Shareholdersd®jors hereby pledge, assign, hypothecate,
deliver and set over to Pledgee all of the Pledgtedk and hereby grant Pledgee a lien on and sgdoterest in all of the Pledged Stock and
the proceeds thereof.

6. Subparagraph 4(b)(ii) of the Stock Pledge Agremiis hereby amended to read in its entirety bowe:

(i) If a Pledgor fails to (A) elect and performder subparagraph (i) above within the required tm¢B) satisfy any other Obligation other
than a Liquidated Damages Obligation, then andan évent, if such default continues, Pledgee nmagddition to any other available

remedy, upon ten (10) days prior written notic®ledgors, but without any further demand of perfamoe or other demand, advertisement or
further notice of any kind to or upon Pledgors iy ather person (all and each of which demandssridements and notices are, to the e»
permitted by law, hereby expressly waived), fortiwgollect, receive, appropriate and realize upenRledged Stock or any part thereof and
may forthwith sell, assign, give an option or opdo purchase, contract to sell or otherwise disfd and deliver the Pledged Stock or any
part thereof, in one or more parcels at publicrorgbe sale or sales, at any exchange, brokerisitioaat any of Pledgee's offices or elsewhere
at such prices and on such terms (including, bthiawuit limitation, a requirement that any purchasfeall or any part of the Pledged Stock
purchase the shares constituting the Pledged $to@hvestment and without any intention to malkaisdribution thereof) as it may deem b

for cash or on credit, for future delivery withagsumption of any credit risk, with the right tedjee or any purchaser upon any such sale o
sales, public or private, to purchase the wholemyr part of the Pledged Stock so sold free of &yt or equity of redemption in Pledgors,
which right or equity is hereby expressly waived agleased. Notwithstanding any other provisiorebgrin the event of a disposition of
Pledged Stock arising from the failure of any Ptadp otherwise satisfy such Shareholder's Alloe&hare of any Obligation, the Pledged
Stock of that Pledgor shall be disposed of pridh®disposition of Pledged Stock owned by any ofiedgors.

7. Subparagraph 4(e) of the Stock Pledge Agreeimdrdreby amended to read in its entirety as faltow

(e) Notwithstanding anything to the contrary coméal herein, upon the occurrence of a default byAttipiiree Shareholders upon any of tt
Obligations, which default would entitle Pledgeesi@rcise its rights under subparagraphs 4(a)(iv)lo)(ii) hereof, Pledgee in its sole
discretion shall be entitled to, without noticedwarder, cause the Pledged Stock to be transfart@its name, into the name of any purch:
its nominee, to dispose of the Pledged Stock,dbze upon any and all rights in the Pledged Stbek held by
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Pledgee, or to otherwise take any actions withaeisip the Pledged Stock. Except to the extentraile prohibited by applicable law, in
addition to any rights or remedies available in @vwequity and in addition to the provisions congal in any other agreement relating to the
Pledged Stock, Pledgee shall not be required tsmhthe Pledged Stock or any other security fajuarantee of the Obligations of Pledgors
or to resort to the Pledged Stock or any otherriigaor guaranty in any particular order and alRdé¢dgee's rights hereunder and under any
other agreements directly or indirectly related¢he shall be cumulative. Furthermore, Pledgoreeteby agree to execute and deliver or
cause to be executed and delivered such instruprdiotaments, assignments, waivers, certificates affidavits and supply or cause to be
supplied such further information and take suckhteraction as Pledgee shall require in conneatitim any such transfer or sales of the
Pledged Stock. However, failure of Pledgors to esafe in executing, delivering or causing to becated and delivered, such instruments,
documents, assignments and the like, shall noblgeafect the rights of Pledgee to act upon or atfee cause the Pledged Stock to be
transferred, sold or disposed of hereunder.

8. Subparagraph 5(c) of the Stock Pledge Agreemdrdreby amended to read in its entirety as faltow

(c) The shares of the Pledged Stock constitutefdhie issued and outstanding shares of the isheezof owned of record by, beneficially
owned by, or owned in trust for Pledgors as ofdate of the Stock Pledge Agreement.

9. Paragraph 8 of the Stock Pledge Agreement eblgeamended to read in its entirety as follows:
8. Term.

This Pledge Agreement shall expire upon the satisfia of Acquiree Shareholders' obligations undeet®n 1(a), Section 1(b), the
penultimate sentence of Section 1(c) and Sectioft2e Settlement Agreement. Upon such expiratioa Pledge Agreement dated the date
hereof by and between Pledgee and the AcquireeeBbiders shall become effective and shall be deé¢mbdve amended and restated this
Agreement in its entirety, and the then remainimares of Pledged Stock, if any, shall be returnetié Acquiree Shareholders, subject to the
Irrevocable Proxies granted to Pledgee, as provid#te Settlement Agreement. The certificates eviihg the then remaining shares of
Pledged Stock will not bear any legend restrictmgtransfer thereof.

10. In all other respects, the Stock Pledge Agreeisenereby ratified, approved and confirmed.
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IN WITNESS WHEREOF, the parties have executed alidered this Amendment to Stock Pledge Agreemsfahe date first above
written.

RCM TECHNOLOGIES, INC.

By:

Name:
Title:

CATARACT, INC. (formerly Cl Acquisition Corp.)

By:

Name:
Title:

James R. Affleck, Jr.
Sarah B. Affleck
Joseph A. Marubbio
Paula Marubbio
Robert L. Starer

Merle A. Starel



ARTICLE 5

THIS SCHEDULE SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE FINANCIAL STATEMENTS FOR THE
YEAR ENDED OCTOBER 31, 1998 AND IS QUALIFIED IN ITENTIRETY BY REFERENCE TO SUCH STATEMENTS.

CIK: 0000700841
NAME: RCM TECHNOLOGIES, INC.

MULTIPLIER: 1
CURRENCY: U.S. DOLLARS

PERIOD TYPE 12 MOS<
FISCAL YEAR END OCT 31 199
PERIOD START NOV 01 199
PERIOD END OCT 31 199
EXCHANGE RATE 1.C
CASH 22,187,53
SECURITIES 0
RECEIVABLES 41,166,26.
ALLOWANCES 486,00(
INVENTORY 0
CURRENT ASSETS 64,067,61
PP&E 5,041,18.
DEPRECIATION 2,437,311
TOTAL ASSETS 117,067,15
CURRENT LIABILITIES 10,395,02
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 522,37¢
OTHER SE 106,149,75
TOTAL LIABILITY AND EQUITY 117,067,15
SALES 201,452,31
TOTAL REVENUES 201,452,31
CGS 153,028,09
TOTAL COSTS 184,943,15
OTHER EXPENSES 0
LOSS PROVISION 0
INTEREST EXPENSE 422,57¢
INCOME PRETAX 16,744,20.
INCOME TAX 6,947,49!
INCOME CONTINUING 9,796,70!
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 9,796,70!
EPS PRIMARY 1.11
EPS DILUTED 1.07
End of Filing
Powerad By I:IH'J‘.['{E. -
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