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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 or 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 27, 2009

OR

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 or 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from            to           

Commission file number: 1-10245

RCM TECHNOLOGIES, INC.

(Exact Name of Registrant as Specified in Its Charter)

Nevada 95-1480559
(State or other Jurisdiction of

Incorporation)
(I.R.S. Employer Identification No.)

2500 McClellan Avenue, Suite 350, Pennsauken, New Jersey 08109-4613

(Address of Principal Executive Offices)               (Zip Code)

(856) 356-4500
(Registrant's Telephone Number, Including Area Code)

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  YES [X]
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NO [ ]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). 
YES [ ] NO [ ]

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer
or a smaller reporting company. (See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act). (Check one):

Large Accelerated Filer [ ] Accelerated Filer [ ] Non-Accelerated Filer [ ]
(Do not check if a smaller
reporting company)

Smaller Reporting Company [X]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 
YES [ ] NO [X]

Indicate the number of shares outstanding of the Registrant's class of common stock, as of the latest practicable date.

Common Stock, $0.05 par value, 12,860,778 shares outstanding as of August 10, 2009.
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ITEM 1.     CONSOLIDATED FINANCIAL STATEMENTS

RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
June 27, 2009 and December 27, 2008

(In thousands, except share and per share amounts)

June 27,
December

27,
2009 2008

(Unaudited)
Current assets

Cash and cash equivalents $9,625 $815
Accounts receivable, net of allowance for doubtful accounts

of $1,232 (June 27, 2009) and $942
(December 27, 2008) 47,827 55,770

Prepaid expenses and other current assets 3,389 3,012
Deferred income tax assets 4,155 6,580

Total current assets 64,996 66,177

Property and equipment, net of accumulated depreciation
and amortization of $5,989 (June 27, 2009) and
$5,692 (December 27, 2008) 5,347 5,586

Other assets:
Deposits 224 264
Goodwill 6,538 6,538
Intangible assets, net 243 276

Total other assets 7,005 7,078

Total assets $77,348 $78,841

Current liabilities     
Borrowings under line of credit $ - $4,900
Accounts payable and accrued expenses 7,115 8,375
Accrued payroll and related costs 8,644 9,677
Income taxes payable 33 538

Total current liabilities 15,792 23,490

Stockholders' equity
Preferred stock, $1.00 par value; 5,000,000 shares
authorized;

no shares issued or outstanding - -
Common stock, $0.05 par value; 40,000,000 shares
authorized;

641 639
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12,813,522 and 12,774,026 shares
issued and outstanding
at June 27, 2009 and December 27,
2008, respectively

Additional paid-in capital 106,857 106,788
Accumulated other comprehensive income 1,055 720
Accumulated deficit (46,997) (52,796)

Total stockholders' equity 61,556 55,351

Total liabilities and stockholders’
equity $77,348 $78,841

3

The accompanying notes are an integral part of these financial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

(In thousands, except per share amounts)

Thirteen Weeks Ended Twenty-Six Weeks Ended
June 27,
2009

June 28,
2008

June 27,
2009

June 28,
2008

Revenues $47,223 $55,011 $95,272 $104,125
Cost of services 35,645 39,861 72,752 76,677
Gross profit 11,578 15,150 22,520 27,448

Operating costs and expenses
Selling, general and administrative 11,015 12,141 22,022 22,626
Bad debt – note receivable - - - 6,090
Depreciation and amortization 404 560 788 921

11,419 12,701 22,810 29,637

Operating income (loss) 159 2,449 (290) (2,189)

Other income (expense)
Interest expense, net (3) (67) (23) (41)
Gain (loss) on foreign currency
transactions 54 (6) 44 (5)
Legal settlement - - 9,750 -

51 (73) 9,771 (46)

Income (loss) before income taxes 210 2,376 9,481 (2,235)

Income tax (benefit) expense (36) 936 3,682 (1,005)

Net income (loss) $246 $1,440 $5,799 ($1,230)

Basic earnings (loss) per common share $0.02 $0.11 $0.45 ($0.10)
Diluted earnings (loss) per common share $0.02 $0.11 $0.45 ($0.10)

4

The accompanying notes are an integral part of these financial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
Twenty-Six Week Period Ended June 27, 2009

(Unaudited)

(In thousands, except share amounts)

Common Stock
Additional
Paid-in

Accumulated
Other

Comprehensive Accumulated
Shares Amount Capital Income Deficit Total

Balance, December 27,
2008 12,774,026 $639 $106,788 $720 ($52,796) $55,351

Issuance of stock under
employee
   stock purchase plan 39,496 2 35 - - 37
Translation adjustment - - - 335 - 335
Stock based compensation
expense - - 34 - - 34
Net income - - - - 5,799 5,799

Balance, June 27, 2009 12,813,522 $641 $106,857 $1,055 ($46,997) $61,556

CONSOLIDATED STATEMENTS OF COMPREHENSIVE OPERATIONS
Twenty-Six Week Periods Ended June 27, 2009 and June 28, 2008

(Unaudited)

(In thousands)

June 27, June 28,
Twenty-Six Week Period Ended 2009 2008

Net income (loss) $5,799 ($1,230)
Foreign currency translation adjustment 335 (67)
Comprehensive income (loss) $6,134 ($1,297)

5

The accompanying notes are an integral part of these financial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Twenty-Six Week Periods Ended June 27, 2009 and June 28, 2008
(Unaudited)

(In thousands)

June 27,
2009

June 28,
2008

Cash flows from operating activities:
Net income (loss) $5,799 ($1,230)

Adjustments to reconcile net income (loss) to net cash provided by
(used in) operating activities:

Depreciation and amortization 785 921
Stock-based compensation expense 34 197
Provision for losses on (recovery from) accounts receivable 304 (133)
Provision for losses on note receivable - 6,090
Deferred income tax expense (benefit) 2,426 (1,660)
Changes in assets and liabilities:

Accounts receivable 7,663 (10,879)
Prepaid expenses and other current
assets (328) (519)
Accounts payable and accrued expenses (1,439) (577)
Accrued payroll and related costs (1,153) 446
Income taxes payable (544) (1,376)

Total adjustments 7,748 (7,490)
Net cash provided by (used in) operating activities 13,547 (8,720)

Cash flows from investing activities:
Property and equipment acquired (522) (1,701)
Decrease (increase) in deposits 40 (34)
Cash paid for acquisition, net of working capital - (6,950)
Net cash used in investing activities (482) (8,685)

Cash flows from financing activities:
Sale of stock for employee stock purchase plan 37 56
Net (repayments) borrowings on line of credit (4,900) 10,000
Net cash (used in) provided by financing activities (4,863) 10,056

Effect of exchange rate changes on cash and cash equivalents 608 (53)
Increase (decrease) in cash and cash equivalents 8,810 (7,402)
Cash and cash equivalents at beginning of period 815 11,642

Cash and cash equivalents at end of period $9,625 $4,240

Supplemental cash flow information:
Cash paid for:

Interest $59 $82
Income taxes $1,767 $2,107

Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

10



6

The accompanying notes are an integral part of these financial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

1.     Basis of Presentation

The accompanying consolidated interim financial statements of RCM Technologies, Inc. and Subsidiaries (“RCM” or
the “Company”) are unaudited. The year-end consolidated balance sheet was derived from audited statements but does
not include all disclosures required by accounting principles generally accepted in the United States. These statements
have been prepared in accordance with the rules and regulations of the Securities and Exchange Commission
pertaining to reports on Form 10-Q and should be read in conjunction with the Company’s consolidated financial
statements and the notes thereto for the year ended December 27, 2008 included in the Company’s Annual Report
Form 10-K for such period. Certain information and footnote disclosures normally included in financial statements
prepared in accordance with generally accepted accounting principles have been condensed or omitted pursuant to
such rules and regulations.

The consolidated financial statements for the unaudited interim periods presented include all adjustments (consisting
only of normal, recurring adjustments) necessary for a fair presentation of financial position, results of operations and
cash flows for such interim periods.

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities, revenues and expenses and disclosure of contingent assets and liabilities. Actual results could differ
from those estimates. Results for the twenty-six week period ended June 27, 2009 are not necessarily indicative of
results that may be expected for the full year.

2.     Fiscal Year

The Company follows a 52/53 week fiscal reporting calendar ending on the Saturday closest to December 31. A
53-week year occurs periodically. The fiscal year ended December 27, 2008 was a 52-week reporting year. The
second fiscal quarter of 2008, the 2008 fiscal year and the second fiscal quarter of 2009 ended on the following dates,
respectively:

Period Ended Weeks in Quarter Weeks in Year to Date

June 28, 2008 Thirteen Twenty-Six
December 27, 2008 Thirteen Fifty-Two
June 27, 2009 Thirteen Twenty-Six

3.     Use of Estimates and Uncertainties

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities, revenues and expenses and disclosure of contingent assets and liabilities. Actual results could differ from
those estimates.

The Company uses estimates to calculate an allowance for doubtful accounts on its accounts receivables. These
estimates can be significant to the operating results and financial position of the Company.
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The Company has risk participation arrangements with respect to workers compensation and health care insurance.
The amounts included in the Company’s costs related to this risk participation are estimated and can vary based on
changes in assumptions, the Company’s claims experience or the providers included in the associated insurance
programs.

7
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

3.     Use of Estimates and Uncertainties (Continued)

The Company can be affected by a variety of factors including uncertainty relating to the performance of the general
economy, competition, demand for the Company’s services, adverse litigation and claims and the hiring, training and
retention of key employees.

The Company’s carrying value of financial instruments, consisting primarily of accounts receivable, approximates fair
value. The Company does not have any off-balance sheet financial instruments. The Company does not have
derivative products in place to manage risks related to foreign currency fluctuations for its foreign operations or for
interest rate changes.

4.     Note Receivable     

On February 26, 2008, the Company accepted a promissory note from a customer for $7.4 million in payment of a like
amount of accounts receivable from that customer. The customer paid $1.3 million through April 30, 2008 at which
point management of the Company concluded that the customer was going to default on its May 1, 2008 installment
payment. During the thirteen week period ended March 29, 2008, the Company determined that the note receivable
was not collectible and reserved for the note. During the thirteen week period ended September 27, 2008, the
Company wrote off the note receivable.

5.     Acquisitions

General

In connection with certain acquisitions, the Company is obligated to pay contingent consideration to the sellers upon
the acquired business achieving certain earnings targets over periods ranging from two to four years following the
acquisition. In general, the contingent consideration amounts fall into two categories: (a) Deferred Consideration -
fixed amounts due if the acquisition achieves a base level of earnings which has been determined at the time of
acquisition and (b) Earnouts – amounts payable that are not fixed and are based on the growth in excess of the base
level earnings. The Company’s outstanding Deferred Consideration obligations, which relate to various acquisitions,
could result in the following maximum payments:

Year Ending Amount
January 2, 2010 $100
January 1, 2011 2,300
December 31, 2011 1,300

$3,700

The Company cannot estimate the Deferred Consideration payments for the years ended January 1, 2011 and
December 31, 2011 with any certainty. Earnouts, if any, cannot be estimated with any certainty. The Deferred
Consideration and Earnouts, when paid, will be recorded as additional purchase consideration and added to goodwill
on the consolidated balance sheet.

NuSoft Solutions, Inc.
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On March 19, 2008 the Company purchased the operating assets of NuSoft Solutions, Inc. (“NuSoft”). NuSoft is a
specialty provider of information technology services. The acquisition was effective as of March 1, 2008. The
acquisition has been accounted for in accordance with Statement of Financial Accounting Standards (SFAS) No. 141
“Business Combinations.” Accordingly, the results of operations of the acquired company have been included in the
consolidated results of operations of the Company from the effective date and are included in the Information
Technology segment.

8
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

5.      Acquisitions (Continued)

NuSoft Solutions, Inc. (Continued)

The purchase consideration at closing consisted of $4.5 million in cash and 700,000 shares of RCM’s common stock,
par value $0.05 (the “Common Stock”), valued at $3.7 million and potential Deferred Consideration payments up to
$4.4 million contingent upon NuSoft achieving certain base levels of operating income for each of the three 12-month
periods following the purchase. Additional earn-out payments may be made at the end of each of the three 12-month
periods following the purchase, to the extent that operating income exceeds these base levels. The acquisition has been
accounted for under the purchase method of accounting. The source of cash utilized in the NuSoft acquisition was
from the Company's revolving credit facility. The purchase price paid at closing of $8.2 million has been allocated as
follows:

Customer relationships $2,260
Covenants-not-to-compete 424
Goodwill 5,125
Equipment 446

$8,255

The deferred consideration and earnouts, if paid, will be recorded as additional purchase consideration. Earnouts
cannot be estimated with any certainty.

MBH Solutions, Inc.

On April 28, 2008 the Company purchased the operating assets of MBH Solutions, Inc. (“MBH”). MBH is a specialty
provider of information technology services. The acquisition was effective as of April 1, 2008 and has been accounted
for in accordance with Statement of Financial Accounting Standards (SFAS) No. 141 “Business Combinations.”
Accordingly, the results of operations of the acquired company have been included in the consolidated results of
operations of the Company from the effective date and are included in the Information Technology segment.

The MBH purchase consideration at closing consisted of $1.8 million in cash and assumption of $1.3 million in
certain liabilities and potential Deferred Consideration payments up to $1.5 million contingent upon MBH achieving
certain base levels of operating income for each of the three 12-month periods following the purchase. Additional
earn-out payments may be made at the end of each of the three 12-month periods following the purchase, to the extent
that operating income exceeds these base levels.

The acquisition has been accounted for under the purchase method of accounting. The source of cash utilized in the
MBH acquisition was from the Company’s revolving credit facility. The purchase price paid at closing of $3.1 million
has been allocated as follows:

Customer relationships $835
Covenants-not-to-compete 41
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Goodwill 2,174
Equipment 36

$3,086

9
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

5.      Acquisitions (Continued)

Proforma Results of Operations

The following (unaudited) results of operations have been prepared assuming the two previously described
acquisitions had occurred as of the beginning of the periods presented. Those results are not necessarily indicative of
results of future operations or of results that would have occurred had the acquisitions occurred as of the beginning of
the periods presented.

Thirteen Week Periods Ended Twenty-Six Week Periods Ended
June 27,
2009

June 28,
2008

June 27,
2009

June 28,
2008

Revenues $47,223 $55,011 $95,272 $110,157
Operating (loss) income 159 2,449 (290) (1,952)
Net income (loss) $246 $1,440 $5,799 ($1,118)
Earnings (loss) per share $0.02 $0.11 $0.45 ($0.08)

6.     Property and Equipment

Property and equipment are stated at cost and are depreciated on the straight-line method at rates calculated to provide
for retirement of assets at the end of their estimated useful lives. The annual rates are 20% for computer hardware and
software as well as furniture and office equipment. Leasehold improvements are amortized over the shorter of the
estimated life of the asset or the lease term.

7.     New Accounting Standards

In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (“SFAS No. 141R”). This
statement replaces SFAS No. 141, “Business Combinations,” and requires an acquirer to recognize the assets acquired,
the liabilities assumed and any noncontrolling interest in the acquiree at the acquisition date, measured at their fair
values as of that date, with limited exceptions. SFAS No. 141R requires costs incurred to effect the acquisition to be
recognized separately from the acquisition as period costs. SFAS No. 141R also requires the acquirer to recognize
restructuring costs that the acquirer expects to incur, but is not obligated to incur, separately from the business
combination. In addition, SFAS No. 141R requires an acquirer to recognize assets and liabilities assumed arising from
contractual contingencies as of the acquisition date, measured at their acquisition-date fair values. Other key
provisions of this statement include the requirement to recognize the acquisition-date fair values of research and
development assets separately from goodwill and the requirement to recognize changes in the amount of deferred tax
benefits that are recognizable due to the business combination in either income from continuing operations in the
period of the combination or directly in contributed capital, depending on the circumstances. The Company adopted
SFAS 141R as of the required effective date and will apply its provisions prospectively to business combinations that
occur after adoption.

In April 2009, the FASB issued FSP FAS 141R-1, “Accounting for Assets Acquired and Liabilities Assumed in a
Business Combination That Arise from Contingencies,” (FSP FAS 141(R)-1), which amends and clarifies SFAS No.
141R. FSP FAS 141R-1 requires that assets acquired and liabilities assumed in a business combination that arise from
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contingencies be recognized at fair value if fair value can be reasonably estimated. If fair value cannot be reasonably
estimated, the asset or liability would generally be recognized in accordance with FASB Statement No. 5, “Accounting
for Contingencies,” and FASB Interpretation No. 14, “Reasonable Estimation of the Amount of a Loss.” Further, the
FASB decided to remove the subsequent accounting guidance for assets and liabilities arising from contingencies
from SFAS 141R, and carry forward without significant revision the guidance in SFAS No. 141, “Business
Combinations.” FSP FAS 141R-1 is effective for assets or liabilities arising from contingencies in business
combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning
on or after December 15, 2008.

10
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

7.      New Accounting Standards (Continued)

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1, “Interim Disclosures about Fair Value of Financial
Instruments.” This FSP amends FASB Statement No. 107, Disclosures about Fair Value of Financial Instruments, to
require disclosures about fair value of financial instruments for interim reporting periods of publicly traded companies
as well as in annual financial statements. This FSP also amends APB Opinion No. 28, Interim Financial Reporting, to
require those disclosures in summarized financial information at interim reporting periods. This FSP became effective
for the interim period ending July 27, 2009 and did not have a material impact on the Company's consolidated
financial statements.

On June 29, 2009, the Financial Accounting Standards Board (“FASB”) issued FASB Statement No. 168, The “FASB
Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting Principles”. Statement 168
establishes the FASB Accounting Standards CodificationTM (“Codification”) to become the source of authoritative U.S.
generally accepted accounting principles (“U.S. GAAP”) recognized by the FASB to be applied by nongovernmental
entities. Rules and interpretive releases of the Securities and Exchange Commission (“SEC”) under authority of federal
securities laws are also sources of authoritative U.S. GAAP for SEC registrants. Statement 168 and the Codification
are effective for financial statements issued for interim and annual periods ending after September 15, 2009.

When effective, the Codification will supersede all existing non-SEC accounting and reporting standards. All other
non-grandfathered non-SEC accounting literature not included in the Codification will become non-authoritative.
Following Statement 168, the FASB will not issue new standards in the form of Statements, FASB Staff Positions, or
Emerging Issues Task Force Abstracts. Instead, the FASB will issue Accounting Standards Updates, which will serve
only to: (a) update the Codification; (b) provide background information about the guidance; and (c) provide the bases
for conclusions on the change(s) in the Codification.

In May 2009, the FASB issued Statement of Financial Accounting Standards (“SFAS”) No. 165, “Subsequent Events”
(“SFAS No. 165”). The objective of SFAS No. 165 is to establish general standards of accounting for and disclosure of
events that occur after the balance sheet date but before financial statements are issued or are available to be issued. In
particular, SFAS No. 165 sets forth the period after the balance sheet date during which management of a reporting
entity should evaluate events or transactions that may occur for potential recognition or disclosure in the financial
statements, the circumstances under which an entity should recognize events or transactions occurring after the
balance sheet date in its financial statements, and the disclosures that an entity should make about the events or
transactions that occurred after the balance sheet date. We adopted SFAS No. 165 effective June 27, 2009, which was
the required effective date. We evaluated our June 27, 2009 financial statements for subsequent events through August
11, 2009, the date the financial statements were available to be issued. We are not aware of any subsequent events
which would require recognition or disclosure in the financial statements, except for the disclosure of the acquisition
of PSG as described in footnote 16.

In April 2009, the FASB issued FASB Staff Position (“FSP”) No. 157-4, “Determining Fair Value When the Volume and
Level of Activity for the Asset or Liability Have Significantly Decreased and Indentifying Transactions That Are Not
Orderly” (“FSP 157-4”). FSP 157-4 clarifies the application of SFAS 157 in a market when an asset or liability is not
being actively traded or the transaction is not orderly. We adopted FSP 157-4 effective April 1, 2009 and the adoption
did not have a significant effect on our financial statements.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

8.      Line of Credit

The Company and its subsidiaries are party to a loan agreement with Citizens Bank of Pennsylvania, amended and
restated effective February 20, 2009, which provides for a $15 million revolving credit facility and includes a
sub-limit of $5.0 million for letters of credit (the “Revolving Credit Facility”). Borrowings under the Revolving Credit
Facility bear interest at one of two alternative rates, as selected by the Company at each incremental borrowing. These
alternatives are: (i) LIBOR (London Interbank Offered Rate), plus applicable margin, or (ii) the agent bank's prime
rate. The Company also pays unused line fees based on the amount of the Revolving Credit Facility that is not drawn.

All borrowings under the Revolving Credit Facility are collateralized by all of the assets of the Company and its
subsidiaries and a pledge of the stock of its subsidiaries. The Revolving Credit Facility also contains various financial
and non-financial covenants, such as restrictions on the Company’s ability to pay dividends. The Revolving Credit
Facility expires in August 2011.

The weighted average interest rates under the Revolving Credit Facility for the twenty-six week periods ended June
27, 2009 and June 28, 2008 were 2.2% and 4.1%, respectively. The majority of borrowings in 2008 and 2009 were
subject to alternative (i) LIBOR (London Interbank Offered Rate), plus applicable margin on contracts of 30 days or
more. During the twenty-six week periods ended June 27, 2009 and June 28, 2008, the Company’s outstanding
borrowings ranged from $-0- to $4.9 million and $-0- to $10.0 million, respectively. At June 27, 2009 and December
27, 2008, there were borrowings of $0 and $4.9 million outstanding under this facility, respectively. At June 27, 2009
and December 27, 2008, there were letters of credit outstanding for $1.6 million. At June 27, 2009, the Company had
availability for additional borrowings under the Revolving Credit Facility of $13.4 million.

12
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

9.     Goodwill and Intangibles

SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”), requires the Company to perform a goodwill
impairment test on at least an annual basis. Application of the goodwill impairment test requires significant
judgments, including estimation of future cash flows, which are dependent on internal forecasts, estimation of the
long-term rate of growth for the businesses, the useful life over which cash flows will occur and determination of the
Company’s weighted average cost of capital. Changes in these estimates and assumptions could materially affect the
determination of fair value and/or conclusions on goodwill impairment for each reporting unit. The Company
conducts its annual goodwill impairment test as of November 30. The Company compares the fair value of each of its
reporting units to their respective carrying values, including related goodwill. There were no triggering events during
the twenty-six week period ended June 27, 2009 that have indicated a need to perform the impairment test prior to the
Company's annual test date.

There were no changes in the carrying amount of goodwill for the twenty-six week period ended June 27, 2009 which
is summarized as follows:

Information
Technology Engineering Commercial Total

Balance as of June 27, 2009 and
   December 27, 2008 $4,734 $ - $1,804 $6,538

The following table reflects the components of intangible assets, excluding goodwill:

June 27, 2009 December 27, 2008
Gross

Carrying
Amount

Accumulated
Amortization

Gross
Carrying
Amount

Accumulated
Amortization

Definite-lived intangible assets
N o n - c o m p e t e
agreements $31 $20 $31 $17
Customer relationships 364 132 364 102

Total $395 $152 $395 $119

13

Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

24



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

10.     Stockholders' Equity

Common Stock Reserved

Unissued shares of common stock were reserved for the following purposes:

June 27,
2009

December 27,
2008

Exercise of options outstanding 1,306,900 1,293,900
Future grants of options 686,294 699,294

Total 1,993,194 1,993,194

11.    Earnings Per Share

Both basic and diluted earnings (loss) per share for all periods are calculated based on the reported earnings in the
Company’s consolidated statements of operations.

The number of common shares used to calculate basic and diluted (loss) earnings per share for the twenty-six week
periods ended June 27, 2009 and June 28, 2008 was determined as follows:

Thirteen Week Periods Ended Twenty-Six Week Periods Ended
June 27,
2009

June 28,
2008

June 27,
2009

June 28,
2008

Basic
Weighted average shares
outstanding 12,813,522 12,758,689 12,813,522 12,520,227

Diluted
Sh a r e s  u s e d  f o r  b a s i c
calculation 12,813,522 12,758,689 12,813,522 12,520,227
Dilutive effect of options
granted

under the Company’s stock
option plans 1,307 71,682 - -

12,814,829 12,830,371 12,813,522 12,520,227

Antidilutive options outstanding but
not included in share calculations 1,286,900 984,600 1,306,900 1,391,600

In the reporting periods where there is net loss, the basic weighted average shares are used to determine loss per share
because impact of stock options would be antidilutive.
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12.     Share - Based Compensation

At June 27, 2009, the Company had five share-based employee compensation plans. The Company measures the fair
value of stock options, if and when granted, based upon the closing market price of the Company’s common stock on
the date of grant. Grants vest over periods ranging from one to three years and expire within 10 years of issuance.
Stock options that vest in accordance with service conditions amortize over their applicable vesting period using the
straight-line method.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

12.     Share - Based Compensation (Continued)

The Company recognizes compensation costs in the financial statements for all share-based payments granted
subsequent to January 1, 2006 based on the grant date fair value estimated in accordance with the provisions of
Statement of Financial Accounting Standards No. 123(R), "Share-Based Payment, revised 2004" ("SFAS No. 123R").
Compensation cost recognized in 2009 and 2008 included: (a) compensation cost for all share-based payments granted
prior to, but not yet vested as of January 1, 2006, based on the grant date fair value estimated in accordance with the
original provisions of SFAS No. 123, adjusted for estimated forfeitures, and (b) compensation cost for all stock-based
payments granted subsequent to January 1, 2006, based on the grant date fair value estimated in accordance with the
provisions of SFAS No. 123(R), adjusted for estimated forfeitures. The straight-line recognition method is used to
recognize compensation expense associated with share-based payments that are subject to graded vesting based on
service conditions.

Share-based compensation expense of $34, or $0.00 per diluted share, and $197, or $0.02 per diluted share, was
recognized for the twenty-six week periods ended June 27, 2009 and June 28, 2008, respectively.

The Company anticipates that share-based compensation will not exceed $99 for the year ending December 26, 2009
based on existing options as of June 27, 2009.

The weighted average fair value of options granted using the Black-Scholes Option Pricing Model during the
twenty-six week periods ended June 27, 2009 and June 28, 2008 has been estimated using the following assumptions:

Twenty-Six Week Periods Ended
June 27,
2009

June 28,
2008

Weighted average risk-free interest rate 1.82% 3.04%
Expected term of option 5 years 5 years
Expected stock price volatility 66.6% 56.5%
Expected dividend yield - -
Annual forfeiture rate 16.7% 10.1%
Weighted-average per share value
granted $0.56 $4.93

Activity regarding outstanding options for the twenty six week period ended June 27, 2009 is as follows:

All Stock Options Outstanding

Shares
Weighted Average
Exercise Price

Options outstanding as of December 31, 2008 1,293,900 $4.48
Options granted 30,000 $0.98
Options exercised - -  
Options forfeited/cancelled  (17,000) $3.05

Options outstanding as of June 27, 2009 1,306,900 $4.42
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Option price range at June 27, 2009 $0.95 - $9.81

Options exercisable as of June 27, 2009 1,234,900 $4.32

Intrinsic value of stock options as of June 27,
2009 $24,800
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

12.    Share - Based Compensation (Continued)

Incentive Stock Option Plans (Continued)

1992 Incentive Stock Option Plan (the 1992 Plan)

The 1992 Plan, approved by the Company’s stockholders in April 1992 and amended in April 1998, provided for the
issuance of up to 500,000 shares of common stock per individual to officers, directors, and key employees of the
Company and its subsidiaries through February 13, 2002, at which time the 1992 Plan expired. The options issued
were intended to be incentive stock options pursuant to Section 422A of the Internal Revenue Code. The option terms
were not permitted to exceed 10 years and the exercise price was not permitted to be less than 100% of the fair market
value of the shares at the time of grant. The Compensation Committee of the Board of Directors determined the
vesting period at the time of grant for each of these options. As of June 27, 2009, options to purchase 60,455 shares of
common stock granted under the 1992 Plan were outstanding.

1994 Non-employee Directors Stock Option Plan (the 1994 Plan)

The 1994 Plan, approved by the Company’s stockholders in May 1994 and amended in April 1998, provided for
issuance of up to 110,000 shares of common stock to non-employee directors of the Company through February 19,
2004, at which time the 1994 Plan expired. Options granted under the 1994 Plan were granted at fair market value at
the date of grant, and the exercise of options is contingent upon service as a director for a period of one year. Options
granted under the 1994 Plan terminate when an optionee ceases to be a director of the Company. As of June 27, 2009,
options to purchase 50,000 shares of common stock granted under the 1994 Plan were outstanding.

1996 Executive Stock Option Plan (the 1996 Plan)

The 1996 Plan, approved by the Company’s stockholders in August 1996 and amended in April 1999, provides for
issuance of up to 1,250,000 shares of common stock to officers and key employees of the Company and its
subsidiaries through January 1, 2006, at which time the 1996 Plan expired. Options are generally granted at fair
market value at the date of grant. The Compensation Committee of the Board of Directors determines the vesting
period at the time of grant. As of June 27, 2009, options to purchase 679,545 shares of common stock granted under
the 1996 Plan were outstanding.

2000 Employee Stock Incentive Plan (the 2000 Plan)

The 2000 Plan, approved by the Company’s stockholders in April 2001, provides for issuance of up to 1,500,000
shares of the Company’s common stock to officers and key employees of the Company and its subsidiaries or to
consultants and advisors utilized by the Company. The Compensation Committee of the Board of Directors may
award incentive stock options or non-qualified stock options, as well as stock appreciation rights, and determines the
vesting period at the time of grant. As of June 27, 2009, 13,694 shares of common stock were available for future
grants under the 2000 Plan, and options to purchase 489,500 shares of common stock granted under the 2000 Plan
were outstanding.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

12.    Share - Based Compensation (Continued)

Incentive Stock Option Plans (Continued)

2007 Omnibus Equity Compensation Plan (the 2007 Plan)

The 2007 Plan, approved by the Company’s stockholders in June 2007, provides for the issuance of up to 700,000
shares of the Company’s common stock to officers, non-employee directors, employees of the Company and its
subsidiaries or to consultants and advisors utilized by the Company. No more than 350,000 shares of common stock in
the aggregate may be issued pursuant to grants of stock awards, stock units, performance shares and other stock-based
awards. No more than 300,000 shares of common stock with respect to awards may be granted to any individual
during any fiscal year. The Compensation Committee of the Board of Directors determines the vesting period at the
time of grant. As of June 27, 2009, 672,600 shares of common stock were available for future grants under the 2007
Plan, and options to purchase 27,400 shares of common stock granted under the 2007 Plan were outstanding.

As of June 27, 2009, the Company had approximately $73.1 of total unrecognized compensation cost related to
non-vested awards granted under the Company’s various share-based plans, which the Company expects to recognize
over approximately a three-year period. These amounts do not include the cost of any additional options that may be
granted in future periods or reflect any potential changes in the Company’s forfeiture rate.

Employee Stock Purchase Plan

The Company implemented the 2001 Employee Stock Purchase Plan (the “Purchase Plan”) with shareholder approval,
effective January 1, 2001. Under the Purchase Plan, employees meeting certain specific employment qualifications are
eligible to participate and can purchase shares of common stock semi-annually through payroll deductions at the lower
of 85% of the fair market value of the stock at the commencement or end of the offering period. The purchase plan
permits eligible employees to purchase shares of common stock through payroll deductions for up to 10% of qualified
compensation. During the twenty-six week period ended June 27, 2009, there were 39,496 shares issued under the
Purchase Plan for net proceeds of $37. On June 30, 2009, the Company issued 47,256 shares under the Purchase Plan
for net proceeds of $46. On June 18, 2009, our stockholders approved amendments to the Purchase Plan to (i) increase
by 300,000 (from 500,000 shares to 800,000 shares) the total number of shares of common stock authorized for
purchase under the Purchase Plan; (ii) extend the term of the Purchase Plan by an additional ten years from January 1,
2009, so that the Purchase Plan will terminate on December 31, 2018; and (iii) provide for the automatic adjustment in
the shares authorized for issuance under the Purchase Plan if there are certain changes in our capitalization that affect
the shares of common stock. As of July 1, 2009, there were 394,536 shares available for issuance under the Purchase
Plan. Compensation expense for the Purchase Plan for the periods ended June 27, 2009 and June 28, 2008 was $18
and $20, respectively.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

13.     Segment Information

The Company follows SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information” (“SFAS
No. 131”), which establishes standards for companies to report information about operating segments, geographic areas
and major customers. The accounting policies of each segment are the same as those described in the summary of
significant accounting policies (see Note 1 to the consolidated financial statements).

Segment operating income includes selling, general and administrative expenses directly attributable to that segment
as well as charges for allocating corporate costs to each of the operating segments. The following tables reflect the
results of the segments consistent with the Company’s management system:

Thirteen Week Period Ended
June 27, 2009

Information
Technology Engineering Commercial Corporate Total

Revenue $21,816 $15,329 $10,078 $ - $47,223

Cost of services 16,522 11,902 7,221 - 35,645

Selling, general and
administrative 6,113 2,563 2,339 - 11,015

Depreciation and amortization 183 171 50 - 404

Operating (loss) income ($1,002) $693 $468 $ - $159

Total assets $22,660 $24,257 $9,412 $21,019 $77,348
Capital expenditures $7 $165 $ - $95 $267

Thirteen Week Period
Ended June 28, 2008

Information
Technology Engineering Commercial Corporate Total

Revenue $28,004 $14,084 $12,923 $ - $55,011

Cost of services 19,753 10,751 9,357 - 39,861

Selling, general and
administrative 7,237 2,423 2,481 - 12,141

Depreciation and amortization 405 114 41 - 560
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Operating income $609 $796 $1,044 $ - $2,449

Total assets $68,322 $21,556 $18,056 $12,793 $120,727
Capital expenditures $63 $23 $2 $529 $617
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

13.     Segment Information (Continued)

Twenty-Six Week Period Ended
June 27, 2009

Information
Technology Engineering Commercial Corporate Total

Revenue $44,718 $30,202 $20,352 $ - $95,272

Cost of services 34,402 23,688 14,662 - 72,752

Selling, general and
administrative 11,922 5,242 4,858 - 22,022

Depreciation and amortization 354 333 101 - 788

Operating (loss) income ($1,960) $939 $731 $ - ($290)

Total assets $22,660 $24,257 $9,412 $21,019 $77,348
Capital expenditures $13 $218 $2 $289 $522

Twenty-Six Week Period Ended
June 28, 2008

Information
Technology Engineering Commercial Corporate Total

Revenue $50,443 $28,129 $25,553 $ - $104,125

Cost of services 36,438 21,734 18,505 - 76,677

Selling, general and
administrative 12,524 4,920 5,182 - 22,626

Bad debt - note receivable - 6,090 - - 6,090

Depreciation and amortization 605 228 88 - 921

Operating income (loss) $876 ($4,843) $1,778 $ - ($2,189)

Total assets $68,322 $21,556 $18,056 $12,793 $120,727
Capital expenditures $526 $246 $3 $926 $1,701
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

13.     Segment Information (Continued)

Revenues reported for each operating segment are from external customers.

The Company is domiciled in the United States and its segments operate in the United States and Canada. Revenues
and total assets by geographic area as of and for the twenty-six week periods ended June 27, 2009 and June 28, 2008
are as follows:

Twenty-Six Week Periods Ended
June 27,
2009

June 28,
2008

Revenues
U. S. $85,439 $94,510
Canada 9,833 9,615

$95,272 $104,125

Total assets
U. S. $69,022 $108,241
Canada 8,326 12,252

$77,348 $120,493

Revenues by geographic area for the thirteen week periods ended June 27, 2009 and June 28, 2008 are as follows:

Thirteen Week Periods Ended
June 27,
2009

June 28,
2008

Revenues
U. S. $42,037 $50,353
Canada 5,186 4,658

$47,223 $55,011

14.    Legal Settlement

In late 1998, two shareholders who were formerly officers and directors of the Company filed suit against the
Company. The former officers and directors alleged that the Company wrongfully limited the number of shares of the
Company's common stock that could have been sold by the plaintiffs under a registration rights agreement entered into
in connection with an acquisition transaction pursuant to which the plaintiffs became shareholders of the Company.

A trial in 2002 resulted in a judgment in favor of the plaintiffs for $7.6 million that was affirmed on appeal. In June
2006, the Company paid $8.6 million, which included post-judgment interest and other items totaling $1.0 million to
the plaintiffs to satisfy the judgment.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(In thousands, except share and per share amounts, unless otherwise indicated)

14.    Legal Settlement (Continued)

In November 2002, the Company filed suit on professional liability claims against the attorneys and law firms who
had served as its counsel in the acquisition transaction and in connection with its subsequent dealings with the
plaintiffs concerning their various relationships with the Company resulting from that transaction. In its lawsuit
against its former counsel, the Company was seeking complete indemnification with respect to (1) its costs and
counsel fees incurred in the defense against the claims of the plaintiffs; (2) the amount it paid to satisfy the judgment;
and (3) its costs and counsel fees incurred in the prosecution of the legal malpractice action itself. In February 2007,
the Company reached a settlement with one of the law firm defendants resulting in the recovery of $0.8 million. On
March 16, 2009 the Company entered into a settlement agreement with the remaining defendants in this lawsuit. The
Company received $9.8 million on March 27, 2009.

15.    Contingencies

The Company is party to two agreements of indemnity related to the performance of two construction projects. One of
these construction projects is managed by a former customer of the Company and management of the Company
believes this project will be completed by the end of the third quarter of 2009.  The second of these construction
projects was managed by the same customer prior to November 2008 when the initial contract was transferred to the
Company.  The Company now acts as the general contractor on this construction project.  The contract price is
approximately $6.2 million and management of the Company estimates it was approximately 88% complete as of June
27, 2009.  The Company believes this project will be finished by the fourth quarter of 2009.  In the event of
non-performance on either construction project, the Company may be obligated to indemnify the project owners for
certain cost overruns on such projects.  Management believes that any such cost overruns would not have a significant
adverse financial impact to the financial position of the Company and its results of operations.

From time to time, the Company is a defendant or plaintiff in various legal actions which arise in the normal course of
business.  As such the Company is required to assess the likelihood of any adverse outcomes to these matters as well
as potential ranges of losses and possible recoveries.  A determination of the amount of the provision required for
these commitments and contingencies, if any, which would be charged to earnings, is made after careful analysis of
each matter.  Once established, a provision may change in the future due to new developments or changes in
circumstances, and could increase or decrease the Company’s earnings in the period that the changes are made.  The
Company has accrued a provision for losses aggregating approximately $0.4 million as of June 27, 2009 and
December 27, 2008, respectively.  Asserted claims in these matters approximate $5.4 million at June 27, 2009.  The
Company may or may not be covered by insurance as it pertains to some or all of these matters.

16.    Subsequent Events

On July 7, 2009, the Company acquired the operating assets of Project Solutions Group, Inc. ("PSG"), a Delaware
corporation. PSG is a specialty provider of information technology services. The acquisition of PSG was completed in
order to expand the Company’s solutions services within the Information Technology business segment. The PSG
purchase consideration at closing consisted of $0.8 million in cash and 100,000 shares of the Company's common
stock. Additional contingent payments may be made at the end of each of the first four twelve-month periods
following the purchase, to the extent earned.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

ITEM 2.      MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

                     RESULTS OF OPERATIONS

Private Securities Litigation Reform Act Safe Harbor Statement

Certain statements included herein and in other reports and public filings made by RCM Technologies, Inc. (“RCM” or
the “Company”) are forward-looking within the meaning of the Private Securities Litigation Reform Act of 1995. These
forward-looking statements include, without limitation, statements regarding the adoption by businesses of new
technology solutions; the use by businesses of outsourced solutions, such as those offered by the Company in
connection with such adoption; and the outcome of litigation (at both the trial and appellate levels) involving the
Company. Readers are cautioned that such forward-looking statements, as well as others made by the Company,
which may be identified by words such as “may,” “will,” “expect,” “anticipate,” “continue,” “estimate,” “project,” “intend,” “believe,”
and similar expressions, are only predictions and are subject to risks and uncertainties that could cause the Company's
actual results and financial position to differ materially from such statements. Such risks and uncertainties include,
without limitation: (i) unemployment and general economic conditions affecting the provision of information
technology and engineering services and solutions and the placement of temporary staffing personnel; (ii) the
Company's ability to continue to attract, train and retain personnel qualified to meet the requirements of its clients;
(iii) the Company's ability to identify appropriate acquisition candidates, complete such acquisitions and successfully
integrate acquired businesses; (iv) uncertainties regarding pro forma financial information and the underlying
assumptions relating to acquisitions and acquired businesses; (v) uncertainties regarding amounts of deferred
consideration and earnout payments to become payable to former shareholders of acquired businesses; (vi) adverse
effects on the market price of the Company's common stock due to the potential resale into the market of significant
amounts of common stock; (vii) the adverse effect a potential decrease in the trading price of the Company's common
stock would have upon the Company's ability to acquire businesses through the issuance of its securities; (viii) the
Company's ability to obtain financing on satisfactory terms; (ix) the reliance of the Company upon the continued
service of its executive officers; (x) the Company's ability to remain competitive in the markets that it serves; (xi) the
Company's ability to maintain its unemployment insurance premiums and workers compensation premiums; (xii) the
risk of claims being made against the Company associated with providing temporary staffing services; (xiii) the
Company's ability to manage significant amounts of information and periodically expand and upgrade its information
processing capabilities; (xiv) the Company's ability to remain in compliance with federal and state wage and hour laws
and regulations; (xv) uncertainties in predictions as to the future need for the Company’s services; (xvi) uncertainties
relating to the allocation of costs and expenses to each of the Company’s operating segments; (xvii) the costs of
conducting and the outcome of litigation involving the Company; (xviii) obligations relating to indemnities and
similar agreements entered into in connection with the Company’s business activities; and (xix) other economic,
competitive and governmental factors affecting the Company's operations, markets, products and services. Readers are
cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date made. The
Company undertakes no obligation to publicly release the results of any revision of these forward-looking statements
to reflect these trends or circumstances after the date they are made or to reflect the occurrence of unanticipated
events.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Overview

RCM participates in a market that is cyclical in nature and extremely sensitive to economic changes. As a result, the
impact of economic changes on revenues and operations can be substantial, resulting in significant volatility in the
Company’s financial performance.

After normalizing for 2008 acquisitions, the Company experienced a significant decline in revenues during the
twenty-six week period ended June 27, 2009 as compared to the comparable prior year period. The Company
attributes this decline to overall economic conditions in its geographic markets and industry verticals, particularly in
its Information Technology and Commercial Services segments.

The Company believes it has developed and assembled an attractive portfolio of capabilities, established a proven
record of performance and credibility and built an efficient pricing structure. The Company is committed to
optimizing its business model as a single-source premier provider of business and technology solutions with a strong
vertical focus offering an integrated suite of services through a global delivery platform.

The Company believes that most companies recognize the importance of advanced technologies and business
processes to compete in today’s business climate. However, the process of designing, developing and implementing
business and technology solutions is becoming increasingly complex. The Company believes that many businesses
today are focused on return on investment analysis in prioritizing their initiatives. This has had an adverse impact on
spending by current and prospective clients for many emerging new solutions.

Nonetheless, the Company continues to believe that businesses must implement more advanced information
technology and engineering solutions to upgrade their systems, applications and processes so that they can maximize
their productivity and optimize their performance in order to maintain a competitive advantage. Although working
under budgetary, personnel and expertise constraints, companies are driven to support increasingly complex systems,
applications and processes of significant strategic value. This has given rise to a demand for outsourcing. The
Company believes that its current and prospective clients are continuing to evaluate the potential for outsourcing
business critical systems, applications and processes.

The Company provides project management and consulting services, which are billed based on either agreed-upon
fixed fees or hourly rates, or a combination of both. The billing rates and profit margins for project management and
solutions services are generally higher than those for professional consulting services. The Company generally
endeavors to expand its sales of higher margin solutions and project management services. The Company also realizes
revenues from client engagements that range from the placement of contract and temporary technical consultants to
project assignments that entail the delivery of end-to-end solutions. These services are primarily provided to the client
at hourly rates that are established for each of the Company's consultants based upon their skill level, experience and
the type of work performed.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Overview (Continued)

The majority of the Company's services are provided under purchase orders. Contracts are utilized on certain of the
more complex assignments where the engagements are for longer terms or where precise documentation on the nature
and scope of the assignment is necessary. Although contracts normally relate to longer-term and more complex
engagements, they do not obligate the customer to purchase a minimum level of services and are generally terminable
by the customer on 60 to 90 days’ notice. The Company, from time to time, enters into contracts requiring the
completion of specific deliverables. Typically these contracts are for less than one year.  The Company recognizes
revenue on these deliverables at the time the client accepts and approves the deliverables.

Costs of services consist primarily of salaries and compensation-related expenses for billable consultants, including
payroll taxes, employee benefits and insurance. Selling, general and administrative expenses consist primarily of
salaries and benefits of personnel responsible for business development, recruiting, operating activities, and training,
and include corporate overhead expenses. Corporate overhead expenses relate to salaries and benefits of personnel
responsible for corporate activities, including the Company's corporate marketing, administrative and financial
reporting responsibilities and acquisition program. The Company records these expenses when incurred.

Critical Accounting Policies

The Company’s consolidated financial statements were prepared in accordance with U. S. generally accepted
accounting principles, which require management to make subjective decisions, assessments and estimates about the
effect of matters that are inherently uncertain. As the number of variables and assumptions affecting the judgment
increases, such judgments become even more subjective. While management believes its assumptions are reasonable
and appropriate, actual results may be materially different from estimated. Management has identified certain critical
accounting policies, described below, that require significant judgment to be exercised by management.

Revenue Recognition

The Company derives its revenues from several sources. All of the Company’s segments perform consulting and
staffing services. The Company’s Engineering Services and Information Technology Services segments also perform
project services. All of the Company’s segments derive revenue from permanent placement fees.

Project Services - The Company recognizes revenues in accordance with the Securities and Exchange
Commission, Staff Accounting Bulletin ("SAB") No. 104, “Revenue Recognition” ("SAB 104") which clarifies
application of U.S. generally accepted accounting principles to revenue transactions. Project services are
generally provided on a cost-plus-fixed-fee or time-and-material basis. Typically, a customer will outsource a
discrete project or activity and the Company assumes responsibility for the performance of such project or
activity. The Company recognizes revenues and associated costs on a gross basis as services are provided to the
customer and costs are incurred using its employees. The Company, from time to time, enters into contracts
requiring the completion of specific deliverables.  The Company recognizes revenue on these deliverables at the
time the client accepts and approves the deliverables. In instances where project services are provided on a
fixed-price basis and the contract will extend beyond a 12-month period, revenue is recorded in accordance
with the terms of each contract. In some instances, revenue is billed and recorded at the time certain milestones
are reached, as defined in the contract. In other instances, revenue is billed and recorded based upon
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contractual rates per hour. In addition, some contracts contain “Performance Fees” (bonuses) for completing a
contract under budget. Performance Fees, if any, are recorded when the contract is completed and the revenue
is reasonably certain of collection. Some contracts also limit revenues and billings to maximum amounts.
Provision for contract losses, if any, is made in the period such losses are determined. For contracts where
there are multiple deliverables and the work has not been 100% complete on a specific deliverable, the costs
have been deferred. The associated costs are expensed when the related revenue is recognized.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Revenue Recognition (Continued)

Consulting and Staffing Services - Revenues derived from consulting and staffing services are recorded on a gross
basis as services are performed and associated costs have been incurred using employees of the Company. In these
circumstances, the Company assumes the risk of acceptability of its employees to its customers. In certain cases, the
Company may utilize other companies and their employees to fulfill customer requirements. In these cases, the
Company receives an administrative fee for arranging for, billing for, and collecting the billings related to these
companies. The customer is typically responsible for assessing the work of these companies who have responsibility
for acceptability of their personnel to the customer. Under these circumstances, the Company’s reported revenues are
net of associated costs (effectively recognizing the net administrative fee only).

Permanent Placement Services - The Company earns permanent placement fees from providing permanent placement
services. Fees for placements are recognized at the time the candidate commences employment. The Company
guarantees its permanent placements on a prorated basis for 90 days. In the event a candidate is not retained for the
90-day period, the Company will provide a suitable replacement candidate. In the event a replacement candidate
cannot be located, the Company will provide a prorated refund to the client. An allowance for refunds, based upon the
Company’s historical experience, is recorded in the financial statements. Revenues are recorded on a gross basis as a
component of revenue.

Accounts Receivable

The Company’s accounts receivable are primarily due from trade customers. Credit is extended based on evaluation of
customers’ financial condition and, generally, collateral is not required. Accounts receivable payment terms vary and
are stated in the financial statements at amounts due from customers net of an allowance for doubtful accounts.
Accounts outstanding longer than the payment terms are considered past due. The Company determines its allowance
by considering a number of factors, including the length of time trade accounts receivable are past due, the Company’s
previous loss history, the customer’s current ability to pay its obligation to the Company and the condition of the
general economy and the industry as a whole. The Company writes off accounts receivable when they become
uncollectible.

Goodwill

Goodwill represents the premium paid over the fair value of the net tangible and intangible assets we have acquired in
business combinations. SFAS No. 142 “Goodwill and Other Intangible Assets” (“SFAS 142”) requires the Company to
perform a goodwill and intangible asset impairment test on at least an annual basis. Application of the goodwill and
intangible asset impairment test requires significant judgments including estimation of future cash flows, which is
dependent on internal forecasts, estimation of the long-term rate of growth for the businesses, the useful life over
which cash flows will occur and determination of our weighted average cost of capital. Changes in these estimates and
assumptions could materially affect the determination of fair value and/or conclusions on goodwill and intangible
asset impairment for each reporting unit. The Company conducts its annual goodwill and intangible asset impairment
test as of the last day of the Company’s fiscal November each year, or more frequently if indicators of impairment
exist. We periodically analyze whether any such indicators of impairment exist. A significant amount of judgment is
involved in determining if an indicator of impairment has occurred. Such indicators may include a sustained,
significant decline in our share price and market capitalization, a decline in our expected future cash flows, a
significant adverse change in legal factors or in the business climate, unanticipated competition and/or slower
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expected growth rates, among others. The Company compares the fair value of each of its reporting units to their
respective carrying values, including related goodwill and intangible assets. There were no triggering events during
the twenty-six week period ended June 27, 2009 that have indicated a need to perform the impairment test prior to the
Company's annual test date. Goodwill was $6.5 million at June 27, 2009 and December 27, 2008.

25

Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

45



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Long-Lived Assets

The Company evaluates long-lived assets and intangible assets with definite lives for impairment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. When it is probable
that undiscounted future cash flows will not be sufficient to recover an asset’s carrying amount, the asset is written
down to its fair value. Assets to be disposed of by sale, if any, are reported at the lower of the carrying amount or fair
value less cost to sell.

Accounting for Stock Options

The Company uses stock options to attract, retain and reward employees for long-term service.

The Company follows SFAS No. 123R “Share Based Payment” (“SFAS No. 123R”). SFAS No. 123R requires that the
compensation cost relating to stock-based payment transactions be recognized in financial statements. This
compensation cost is measured based on the fair value of the equity or liability instruments issued. SFAS No. 123R
covers a wide range of stock-based compensation arrangements including stock options, restricted stock plans,
performance-based awards, stock appreciation rights and employee stock purchase plans.

Accounting for Income Taxes

In establishing the provision for income taxes and deferred income tax assets and liabilities, and valuation allowances
against deferred tax assets, the Company makes judgments and interpretations based on enacted tax laws, published
tax guidance and estimates of future earnings. As of June 27, 2009, the Company had total net deferred income tax
assets of $4.2 million, primarily representing the tax effect of temporary differences for the GAAP versus tax
amortization of acquisitions made in prior periods. Realization of deferred tax assets is dependent upon the likelihood
that future taxable income will be sufficient to realize these benefits over time, and the effectiveness of tax planning
strategies in the relevant tax jurisdictions. In the event that actual results differ from these estimates and assessments,
valuation allowances may be required.

The Company adopted the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes”
(“FIN 48”), on January 1, 2007. The Company recognized no material adjustments in the liability for unrecognized
income tax benefits due to the adoption of FIN 48. The Company conducts its operations in multiple tax jurisdictions
in the United States and Canada. With limited exceptions, the Company is no longer subject to audits by state and
local tax authorities for tax years prior to 2004. The Company’s federal income tax returns have been examined
through 2007. As of June 27, 2009, the Company did not have any material uncertain tax positions.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Accounting for Income Taxes (Continued)

The Company’s future effective tax rates could be adversely affected by changes in the valuation of its deferred tax
assets or liabilities or changes in tax laws or interpretations thereof. In addition, the Company is subject to the
examination of its income tax returns by the Internal Revenue Service and other tax authorities. The Company
regularly assesses the likelihood of adverse outcomes resulting from these examinations to determine the adequacy of
its provision for income taxes.

Accrued Bonuses

The Company pays bonuses to certain executive management, field management and corporate employees based on,
or after giving consideration to, a variety of financial performance measures. Executive management, field
management and certain corporate employees’ bonuses are accrued throughout the year for payment during the first
quarter of the following year, based in part upon anticipated annual results compared to annual budgets. In addition,
the Company pays discretionary bonuses to certain employees, which are not related to budget performance.
Variances in actual results versus budgeted amounts can have a significant impact on the calculations and therefore on
the estimates of the required accruals. Accordingly, the actual earned bonuses may be materially different from the
estimates used to determine the quarterly accruals.

Forward-looking Information

The Company’s growth prospects are influenced by broad economic trends. The pace of customer capital spending
programs, new product launches and similar activities have a direct impact on the need for consulting and engineering
services as well as temporary and permanent employees. When the U.S. and Canadian economies decline, the
Company’s operating performance could be adversely impacted. The Company believes that its fiscal discipline,
strategic focus on targeted vertical markets and diversification of service offerings provides some insulation from
adverse trends. However, declines in the economy could result in the need for future cost reductions or changes in
strategy.

Additionally, changes in government regulations could result in prohibition or restriction of certain types of
employment services or the imposition of new or additional employee benefits, licensing or tax requirements with
respect to the provision of employment services that may reduce RCM’s future earnings. There can be no assurance
that RCM will be able to increase the fees charged to its clients in a timely manner and in a sufficient amount to cover
increased costs as a result of any of the foregoing.

The employment services market is highly competitive with limited barriers to entry. RCM competes in global,
national, regional and local markets with numerous consulting, engineering and employment companies. Price
competition in the industries the Company serves is significant, and pricing pressures from competitors and customers
are increasing. RCM expects that the level of competition will remain high in the future, which could limit RCM’s
ability to maintain or increase its market share or profitability.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Thirteen Week Period Ended June 27, 2009 Compared to Thirteen Week Period Ended June 28, 2008

A summary of operating results for the fiscal periods ended June 27, 2009 and June 28, 2008 is as follows (in
thousands):

June 27, 2009 June 28, 2008

Amount
% of

Revenue Amount
% of

Revenue
Revenues $47,223 100.0 $55,011 100.0
Cost of services 35,645 75.5 39,861 72.5
Gross profit 11,578 24.5 15,150 27.5

Selling, general and administrative 11,015 23.3 12,141 22.1
Depreciation and amortization 404 0.9 560 1.0

11,419 24.2 12,701 23.1

Operating income 159 0.3 2,449 4.5
Other income (expense), net 51 0.1 (73) (0.2)

Income before income tax expense (benefit) 210 0.4 2,376 4.3
Income tax (benefit) expense (36) (0.1) 936 1.7

Net income $246 0.5 $1,440 2.6

The Company follows a 52/53 week fiscal reporting calendar ending on the Saturday closest to December 31. A
53-week year occurs periodically. The year to date reporting periods ended June 27, 2009 and June 28, 2008 consisted
of thirteen weeks each.

Revenues. Revenues decreased 14.2%, or $7.8 million, for the thirteen week period ended June 27, 2009 as compared
to the same period in the prior year (the “comparable prior year period”). Revenues decreased $6.2 million in the
Information Technology segment, increased $1.2 million in the Engineering segment, and decreased $2.8 million in
the Commercial segment. Management attributes the overall decrease to a weakening of the general economy. The
Company completed two acquisitions in its Information Technology segment in 2008 prior to the start of the thirteen
week period ended June 28, 2008. Management expects revenues for the remainder of fiscal 2009 to remain generally
consistent with the revenues for the thirteen week period ended June 27, 2009.

28

Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

49



Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

50



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Thirteen Week Period Ended June 27, 2009 Compared to Thirteen Week Period Ended June 28, 2008 -
(Continued)

Cost of Services. Cost of services decreased 10.6%, or $4.2 million, for the thirteen week period ended June 27, 2009
as compared to the comparable prior year period. The decrease in cost of services was primarily due to the overall
decrease in revenues. Cost of services as a percentage of revenues increased to 75.5% for the thirteen week period
ended June 27, 2009 from 72.5% for the comparable prior year period. This increase was primarily due to increased
unbilled labor costs for consultants and softness in pricing in our Information Technology segment. Management
anticipates the ratio of cost of sales to revenues for the remainder of fiscal 2009 to remain comparable to that in the
thirteen week period ended June 27, 2009.

Selling, General and Administrative. Selling, general and administrative (“SGA”) expenses decreased 9.3%, or $1.1
million, for the thirteen week period ended June 27, 2009 as compared to the comparable prior year period.  The
decrease in SGA expenses is primarily due to a reduction in selling costs (primarily commissions and salaries paid to
salespersons) associated with an overall decrease in revenues.  As a percentage of revenues, SGA expenses were
23.3% for the thirteen week period ended June 27, 2009 as compared to 22.1% for the comparable prior year period. 
The increase in SGA expenses as a percentage of revenues was primarily attributable to decreased revenues overall. 
Management expects SGA expenses for the remainder of fiscal 2009 to remain generally consistent with the SGA
expenses for the thirteen week period ended June 27, 2009.

Bad Debt - Note Receivable. On February 26, 2008, the Company accepted a promissory note from a customer for
$7.4 million in payment of a like amount of accounts receivable from that customer. The customer paid $1.3 million
through April 30, 2008 at which point management of the Company concluded that the customer was going to default
on its May 1, 2008 installment payment. During the thirteen week period ended March 29, 2008, the Company
determined that the note receivable was not collectible and reserved for the note. During the thirteen week period
ended September 27, 2008, the Company wrote-off the note receivable.

Depreciation and Amortization. Depreciation and amortization was $0.4 million for the thirteen week period ended
June 27, 2009 as compared to $0.6 million for the comparable prior year period.

Other Income (Expense). Other income (expense) consists of interest expense, net of interest income and gains and
losses on foreign currency transactions. For the thirteen week period ended June 27, 2009, other income (expense) was
positive $0.1 million as compared to negative $0.1 million in the comparable prior year period. This change was
primarily due to more favorable foreign currency changes.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Thirteen Week Period Ended June 27, 2009 Compared to Thirteen Week Period Ended June 28, 2008 -
(Continued)

Income Tax. Income tax benefit was $0.0 million for the thirteen week period ended June 27, 2009 as compared to an
income tax expense of $0.9 million in the comparable prior year period. The change was principally attributable to a
decrease in income before taxes. The effective tax rate was a benefit of 17.1% for the thirteen week period ended June
27, 2009 as compared to an expense of 39.4% in the comparable prior year period. The effective income tax benefit
for the thirteen week period ended June 27, 2009 was primarily due to an adjustment for an overaccrual in a prior
period.

Segment Discussion (See Footnote 13)

Information Technology

Information Technology revenues of $21.8 million in 2009 decreased $6.2 million, or 22.1%, as compared to the
comparable prior year period. The decrease in revenue was primarily attributable to a weakening of the general
economy and reduced demand for the Company's Information Technology services. The Information Technology
segment operating loss was $1.0 million as compared to operating income of $0.6 million for the comparable prior
year period. The decrease in operating income was primarily due to weakness in overall demand for information
technology services and increased unbilled labor costs for consultants.

Engineering

Engineering revenues of $15.3 million in 2009 increased $1.2 million, or 8.8%, as compared to the comparable prior
year period. The increase in revenue was primarily attributable to increases in revenues from several major customers
as compared to the comparable prior year period. The Engineering segment operating income was $0.7 million as
compared to $0.8 million for the comparable prior year period. The decrease in operating income was primarily due to
a higher allocation of corporate selling, general and administrative costs as compared to the comparable prior year
period.

Commercial

Commercial revenues of $10.1 million in 2009 decreased $2.8 million, or 22.0%, as compared to the comparable prior
year period. The decrease in revenues was principally attributable to decreased demand for the Company’s light
industrial and clerical staffing services. The Commercial segment operating income was $0.5 million as compared to
$1.0 million for the comparable prior year period. The decrease in operating income was primarily due to the decrease
in revenues.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Twenty-Six Week Period Ended June 27, 2009 Compared to Twenty-Six Week Period Ended June 28, 2008

A summary of operating results for the fiscal periods ended June 27, 2009 and June 28, 2008 is as follows (in
thousands):

June 27, 2009 June 28, 2008

Amount
% of

Revenue Amount
% of

Revenue
Revenues $95,272 100.0 $104,125 100.0
Cost of services 72,752 76.4 76,677 73.6
Gross profit 22,520 23.6 27,448 26.4

Selling, general and administrative 22,022 23.1 22,626 21.7
Bad debt - note receivable - - 6,090 5.9
Depreciation and amortization 788 0.8 921 1.0

22,810 23.9 29,637 28.6

Operating loss (290) (0.3) (2,189) (2.2)
Other income (expense), net 9,771 10.3 (46) (0.0)

Income (loss) before income tax expense
(benefit) 9,481 10.0 (2,235) (2.2)
Income tax expense (benefit) 3,682 3.9 (1,005) (1.0)

Net income (loss) $5,799 6.1 ($1,230) (1.2)

The Company follows a 52/53 week fiscal reporting calendar ending on the Saturday closest to December 31. A
53-week year occurs periodically. The year to date reporting periods ended June 27, 2009 and June 28, 2008 consisted
of twenty-six weeks each.

Revenues. Revenues decreased 8.5%, or $8.9 million, for the twenty-six week period ended June 27, 2009 as
compared to the same period in the prior year (the “comparable prior year period”). Revenues decreased $5.7 million in
the Information Technology segment, increased $2.1 million in the Engineering segment, and decreased $5.2 million
in the Commercial segment. Management attributes the overall decrease to a weakening of the general economy offset
by revenues from acquisitions made in 2008 (see Segment Discussion for further detail). Revenues that were
attributable to acquisitions which occurred in the Information Technology segment in 2008 contributed $11.1 million
in the twenty-six week period ended June 27, 2009 as compared to $8.6 million in the comparable prior year period.
Management expects revenues for the remainder of fiscal 2009 to remain generally consistent with the revenues for
the twenty-six week period ended June 27, 2009.
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Twenty-Six Week Period Ended June 27, 2009 Compared to Twenty-Six Week Period Ended June 28, 2008 -
(Continued)

Cost of Services. Cost of services decreased 5.1%, or $3.9 million, for the twenty-six week period ended June 27,
2009 as compared to the comparable prior year period. The decrease in cost of services was primarily due to the
overall decrease in revenues. Cost of services as a percentage of revenues increased to 76.4% for the twenty-six week
period ended June 27, 2009 from 73.6% for the comparable prior year period. This increase was primarily due to
increased unbilled labor costs for consultants (i.e., a decrease in utilization of billable resources) and softness in
pricing in our Information Technology segment. Management anticipates the ratio of cost of sales to revenues for the
remainder of fiscal 2009 to remain comparable to that in the twenty-six week period ended June 27, 2009.

Selling, General and Administrative. Selling, general and administrative (“SGA”) expenses decreased 2.7%, or $0.6
million, for the twenty-six week period ended June 27, 2009 as compared to the comparable prior year period.  The
decrease in SGA expenses was primarily due to a reduction in selling costs (primarily commissions and salaries paid
to salespersons) associated with an overall decrease in revenues offset by additional SGA expenses incurred in
connection with two acquisitions subsequent to February 28, 2008.  SGA expenses that were attributable to
acquisitions which occurred in the Information Technology segment in 2008 contributed $2.9 million in the
twenty-six week period ended June 27, 2009 as compared to $1.8 million in the comparable prior year period.  As a
percentage of revenues, SGA expenses were 23.1% for the twenty-six week period ended June 27, 2009 as compared
to 21.7% for the comparable prior year period.  The increase as a percentage of revenues is primarily due to the
overall decrease in revenues.

Bad Debt - Note Receivable. On February 26, 2008, the Company accepted a promissory note from a customer for
$7.5 million in payment of a like amount of accounts receivable from that customer. The customer paid $1.2 million
through April 30, 2008 at which point management of the Company concluded that the customer was going to default
on its May 1, 2008 installment payment. During the thirteen week period ended March 29, 2008, the Company
determined that the note receivable was not collectible and reserved for the note. During the twenty-six week period
ended September 27, 2008, the Company wrote-off the note receivable.

Depreciation and Amortization. Depreciation and amortization decreased 13.6%, or $0.1 million, for the twenty-six
week period ended June 27, 2009 as compared to the comparable prior year period.

Other Income (Expense). Other income (expense) consists of interest expense, net of interest income and gains and
losses on foreign currency transactions and, in 2009, the proceeds from a legal settlement. Other income (expense)
increased by $9.8 million due primarily to proceeds from a legal settlement in 2009 (see footnote 14 to the
consolidated financial statements).
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Twenty-Six Week Period Ended June 27, 2009 Compared to Twenty-Six Week Period Ended June 28, 2008 -
(Continued)

Income Tax. Income tax expense was $3.7 million for the twenty-six week period ended June 27, 2009 as compared
to an income tax benefit of $1.0 million in the comparable prior year period. The change was principally attributable
to an increase in income before taxes, which included a $9.8 million legal settlement in the twenty-six week period
ended June 27, 2009 and a $6.1 million bad debt expense on a note receivable for the comparable prior year period.
The effective tax rate was 38.9% for the twenty-six week period ended June 27, 2009 as compared to a credit of
45.0% in the comparable prior year period. The comparable prior year period effective tax rate was higher due to
permanent GAAP to tax differences existing in the comparable prior year period.

Segment Discussion (See Footnote 13)

Information Technology

Information Technology revenues of $44.7 million in 2009 decreased $5.7 million, or 11.3%, as compared to the
comparable prior year period. The decrease in revenue was primarily attributable to a weakening of the general
economy and reduced demand for the Company's Information Technology services offset by acquisitions in 2008. The
Information Technology segment operating loss was $2.0 million as compared to operating income of $0.9 million for
the comparable prior year period. The decrease in operating income was primarily due to weakness in overall demand
for information technology services and increased unbilled labor costs for consultants.

Engineering

Engineering revenues of $30.2 million in 2009 increased $2.1 million, or 7.4%, as compared to the comparable prior
year period. The increase in revenue was primarily attributable to increases in revenues from several major customers
as compared to the comparable prior year period. The Engineering segment operating income was $0.9 million as
compared to an operating loss of $4.8 million for the comparable prior year period. The comparable prior year period
operating income was $1.2 million before bad debt-note receivable. The decrease in operating income before bad
debt-note receivable was primarily due to a higher allocation of corporate selling, general and administrative costs as
compared to the comparable prior year period.

Commercial

Commercial revenues of $20.4 million in 2009 decreased $5.2 million, or 20.4%, as compared to the comparable prior
year period. The decrease in revenues was principally attributable to decreased demand for the Company’s light
industrial and clerical staffing services. The Commercial segment operating income was $0.7 million as compared to
$1.8 million for the comparable prior year period. The decrease in operating income was primarily due to the decrease
in revenues.
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FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Liquidity and Capital Resources

The following table summarizes the major captions from the Company’s Consolidated Statements of Cash Flows (in
thousands):

Twenty-Six Week Periods
Ended

June 27,
2009

June 28,
2008

Cash provided by (used for):
Operating Activities $13,547 ($8,720)
Investing Activities ($482) ($8,685)
Financing Activities ($4,863) $10,056

Operating Activities

Operating activities provided $13.6 million of cash for the twenty-six week period ended June 27, 2009 as compared
to using $8.7 million in the comparable prior year period. The change in cash provided by (used in) operating
activities in 2009 was primarily attributable to net income of $5.8 million, decreases in accounts receivable and
deferred income tax assets, offset by decreases in accounts payable and accrued expenses and accrued payroll and
related costs.

Investing Activities

Investing activities used $0.5 million for the twenty-six week period ended June 27, 2009 as compared to $8.7 million
for the comparable prior year period. The decrease in the use of cash for investing activities for 2009 as compared to
the comparable 2008 period was primarily attributable to the fact that no acquisitions were made in 2009 and to
decreases in expenditures for property and equipment.

Financing Activities

In 2009, financing activities consisted of reducing debt by $4.9 million. In 2008, financing activities principally
consisted of borrowing $6.3 million from the line of credit to finance acquisitions (See footnote 5 to the financial
statements) and the balance was used to fund working capital requirements.

The Company and its subsidiaries are party to a loan agreement with Citizens Bank of Pennsylvania, amended and
restated effective February 20, 2009, which provides for a $15 million revolving credit facility and includes a
sub-limit of $5.0 million for letters of credit (the “Revolving Credit Facility”). Borrowings under the Revolving Credit
Facility bear interest at one of two alternative rates, as selected by the Company at each incremental borrowing. These
alternatives are: (i) LIBOR (London Interbank Offered Rate), plus applicable margin, or (ii) the agent bank's prime
rate. The Company also pays unused line fees based on the amount of the Revolving Credit Facility that is not drawn.
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All borrowings under the Revolving Credit Facility are collateralized by all of the assets of the Company and its
subsidiaries and a pledge of the stock of its subsidiaries. The Revolving Credit Facility also contains various financial
and non-financial covenants, such as restrictions on the Company’s ability to pay dividends. The Revolving Credit
Facility expires in August 2011.
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Liquidity and Capital Resources - (Continued)

Financing Activities - (Continued)

The weighted average interest rates under the Revolving Credit Facility for the twenty-six week periods ended June
27, 2009 and June 28, 2008 were 2.2% and 4.1%, respectively. The majority of borrowings in 2009 and 2008 were
subject to alternative (i) LIBOR (London Interbank Offered Rate), plus applicable margin on contracts of 30 days or
more. During the twenty-six week periods ended June 27, 2009 and June 28, 2008, the Company’s outstanding
borrowings ranged from $-0- to $4.9 million and $-0- million to $10.0 million, respectively. At June 27, 2009 and
December 27, 2008, there were borrowings of $0 million and $4.9 outstanding under this facility, respectively. At
June 27, 2009 and December 27, 2008, there were letters of credit outstanding for $1.6 million. At June 27, 2009, the
Company had availability for additional borrowings under the Revolving Credit Facility of $13.4 million.

The Company anticipates that its primary uses of capital in future periods will be for working capital purposes.
Funding for any long-term and short-term capital requirements as well as future acquisitions will be derived from one
or more of the Revolving Credit Facility, funds generated through operations or future financing transactions. The
Company is subject to legal proceedings and claims that arise from time to time in the ordinary course of its business,
which may or may not be covered by insurance. Were an unfavorable final outcome to occur, there exists the
possibility of a material adverse impact on our financial position, liquidity, and the results of operations for the period
in which the effect becomes reasonably estimable.

The Company's business strategy is to achieve growth both internally through operations and externally through
strategic acquisitions. The Company from time to time engages in discussions with potential acquisition candidates.
As the size of the Company and its financial resources increase however, acquisition opportunities requiring
significant commitments of capital may arise. In order to pursue such opportunities, the Company may be required to
incur debt or issue potentially dilutive securities in the future. No assurance can be given as to the Company’s future
acquisition and expansion opportunities or how such opportunities will be financed.

The Company does not currently have material commitments for capital expenditures and does not currently anticipate
entering into any such commitments during the next 12 months. The Company's current commitments consist
primarily of lease obligations for office space. The Company believes that its capital resources are sufficient to meet
its present obligations and those to be incurred in the normal course of business for the next 12 months.

At June 27, 2009, the Company had a deferred tax asset totaling $4.2 million, primarily representing the tax effect of
temporary differences for GAAP versus tax amortization of acquisitions made in prior periods.

On July 7, 2009, the Company acquired the operating assets of Project Solutions Group, Inc. ("PSG"), a Delaware
corporation. The PSG purchase consideration at closing consisted of $0.8 million in cash and 100,000 shares of the
Company's common stock. Additional contingent payments may be made at the end of each of the first four
twelve-month periods following the purchase, to the extent earned. The Company financed the cash portion of the
purchase price at closing using cash on hand.

35

Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

60



Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

61



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

Liquidity and Capital Resources - (Continued)

Financing Activities - (Continued)

Summarized below are the Company’s obligations and commitments to make future payments under lease agreements
and debt obligations as of June 27, 2009 (in thousands):

Payments Due by Period

Total

Less
Than
1 Year

1-3
Years

3-5
Years

More
Than
5 Years

Operating lease
obligations $10,831 $3,746 $6,441 $644 $ -

The Company also has a Revolving Credit Facility totaling $15.0 million and includes a sub-limit of $5.0 million for
letters of credit. As of June 27, 2009, there were no outstanding borrowings. At June 27, 2009, there were outstanding
letters of credit for $1.6 million. The agreement expires in August 2011.

36

Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

62



Edgar Filing: RCM TECHNOLOGIES INC - Form 10-Q

63



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS - (CONTINUED)

ITEM 3.     QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company’s exposure to market risk for changes in interest rates relates primarily to the Company’s investment
portfolio and debt instruments, which primarily consist of its Revolving Credit Facility. The Company does not have
any derivative financial instruments in its portfolio. The Company places its investments in instruments that meet high
credit quality standards. The Company is adverse to principal loss and ensures the safety and preservation of its
invested funds by limiting default risk, market risk and reinvestment risk. As of June 27, 2009, the Company’s
investments consisted of cash and money market funds. The Company does not use interest rate derivative instruments
to manage its exposure to interest rate changes. Presently the impact of a 1.0% (100 basis points) increase in interest
rates on its variable debt (using an incremental borrowing rate) would have a relatively nominal impact on the
Company’s results of operations. The Company does not expect any material loss with respect to its investment
portfolio.

ITEM 4.     CONTROLS AND PROCEDURES

The Company’s management, under the supervision and with the participation of the Company’s Chief Executive
Officer and Chief Financial Officer, evaluated the effectiveness of the Company’s disclosure controls and procedures
(as defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of the period covered by this
report. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that those
disclosure controls and procedures as of the end of the period covered by this report were functioning effectively to
provide reasonable assurance that information required to be disclosed by the Company in the reports that it files or
submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
the SEC’s rules and forms and is accumulated and communicated to the Company’s management, including its
principal executive and principal financial officers, or persons performing similar functions, as appropriate, to allow
timely decisions regarding required disclosure.

A controls system, no matter how well designed and operated, cannot provide absolute assurance that the objectives of
the controls system are met, and no evaluation of controls can provide absolute assurance that all control issues and
instances of fraud, if any, within a company have been detected.

There have been no changes in the Company’s internal control over financial reporting that occurred during the
Company’s most recent fiscal quarter and that have materially affected, or are reasonably likely to materially affect, the
Company’s internal control over financial reporting.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

PART II

OTHER INFORMATION

ITEM 1.   LEGAL PROCEEDINGS

See discussion of Legal Proceedings in Note 15 to the consolidated financial statements included in Item 1 of this
report.

ITEM 1A.   RISK FACTORS

There have been no material changes from the risk factors disclosed in the “Risk Factors” section (Item 1A) of the
Company’s Annual Report on Form 10-K for the year ended December 27, 2008.

ITEM 4.   SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The Company held its Annual Meeting of Shareholders on June 18, 2009.

The following actions were taken:

1)     The following director was elected to serve as Class A director on the Board of Directors and shall serve a
term expiring at the Company’s Annual Meeting in 2012 and until his respective successor shall be elected
and qualified. Tabulated voting results were as follows:

                                           Norman Berson     (Class A)     (For 10,761,670;     Withheld 1,720,788)

     The Class B directors of the Company, Robert B. Kerr and Lawrence Needleman, will continue to serve on the
Board of Directors for a term expiring at the Company’s Annual Meeting in 2010 and until their successors have been
elected and qualified.

     The Class C director of the Company, Leon Kopyt, will continue to serve on the Board of Directors for a term
expiring at the Company’s Annual Meeting in 2011 and until his successor has been elected and qualified.

     2)   Approval of Amendments to the RCM Technologies, Inc. 2001 Employee Stock Purchase Plan.

     Votes For – 8,216,658      Votes Against – 671,942     Abstentions – 38,359

     3)   Approval of Grant Thornton LLP as the independent auditing firm for the Company for the fiscal year ending
December 26, 2009.*

     Votes For – 12,360,535      Votes Against – 41,781     Abstentions – 80,141
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On June 18, 2009, our stockholders approved amendments to our 2001 Employee Stock Purchase Plan (the “Purchase
Plan”) to (i) increase by 300,000 (from 500,000 shares to 800,000 shares) the total number of shares of common stock
authorized for purchase under the Purchase Plan; (ii) extend the term of the Purchase Plan by an additional ten years
from January 1, 2009, so that the Purchase Plan will terminate on December 31, 2018; and (iii) provide for the
automatic adjustment in the shares authorized for issuance under the Purchase Plan if there are certain changes in our
capitalization that affect the shares of common stock.

____________________

* As reported on a Form 8-K that we filed on July 13, 2009, subsequent to the annual meeting, we dismissed Grant
Thornton LLP as our independent registered public accounting firm. On July 13, 2009, we engaged Amper, Politziner
and Mattia, LLP as our new independent registered public accounting firm to provide audit services for the Company.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

PART II

OTHER INFORMATION (CONTINUED)

ITEM 5.   OTHER INFORMATION

On June 18, 2009, our stockholders approved amendments to our 2001 Employee Stock Purchase Plan (the “Purchase
Plan”) to (i) increase by 300,000 (from 500,000 shares to 800,000 shares) the total number of shares of common stock
authorized for purchase under the Purchase Plan; (ii) extend the term of the Purchase Plan by an additional ten years
from January 1, 2009, so that the Purchase Plan will terminate on December 31, 2018; and (iii) provide for the
automatic adjustment in the shares authorized for issuance under the Purchase Plan if there are certain changes in our
capitalization that affect the shares of common stock.

ITEM 6.   EXHIBITS

10.1 Amendment 2009-1 to the RCM Technologies, Inc. 2001 Employee Stock Purchase Plan.
(Attached as Exhibit A to the Registrant’s Definitive Proxy Statement for the Annual
Meeting of Stockholders held on June 18, 2009, filed with the Securities and Exchange
Commission on April 24, 2009, and incorporated herein by reference.)

31.1 Certification of Chief Executive Officer Required by Rule 13a-14(a) of the Securities
Exchange Act of 1934, as amended.

31.2 Certification of Chief Financial Officer Required by Rule 13a-14(a) of the Securities
Exchange Act of 1934, as amended.

32.1 Certification of Chief Executive Officer Required by Rule 13a-14(b) of the Securities
Exchange Act of 1934, as amended. (This exhibit shall not be deemed “filed” for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the
liability of that section. Further, this exhibit shall not be deemed to be incorporated by
reference into any filing under the Securities Act of 1933, as amended, or the Securities
Exchange Act of 1934, as amended.)

32.2 Certification of Chief Financial Officer Required by Rule 13a-14(b) of the Securities
Exchange Act of 1934, as amended. (This exhibit shall not be deemed “filed” for purposes of
Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the
liability of that section. Further, this exhibit shall not be deemed to be incorporated by
reference into any filing under the Securities Act of 1933, as amended, or the Securities
Exchange Act of 1934, as amended.)
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RCM TECHNOLOGIES, INC.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

RCM Technologies, Inc.

Date: August 10, 2009 By: /s/ Leon Kopyt
Leon Kopyt

Chairman, President and Chief Executive
Officer
(Principal Executive Officer and
Duly Authorized Officer of the Registrant)

Date: August 10, 2009 By: /s/ Kevin Miller
Kevin Miller

Chief Financial Officer
(Principal Financial Officer and
Duly Authorized Officer of the Registrant)
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Exhibit 31.1

RCM TECHNOLOGIES, INC.

CERTIFICATIONS REQUIRED BY
RULE 13a-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934

CERTIFICATION

I, Leon Kopyt, certify that:

1.     I have reviewed this quarterly report on Form 10-Q of RCM Technologies, Inc.;

2.     Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3.     Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4.     The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a)     designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b)     designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

(c)     evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(d)     disclosed in this annual report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5.     The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a)     all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
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report financial information; and

(b)     any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: August 10, 2009 /s/ Leon Kopyt          

Leon Kopyt
Chairman, President and Chief Executive Officer
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Exhibit 31.2

RCM TECHNOLOGIES, INC.

CERTIFICATIONS REQUIRED BY
RULE 13a-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934

CERTIFICATION

I, Kevin Miller, certify that:

1.     I have reviewed this quarterly report on Form 10-Q of RCM Technologies, Inc.;

2.     Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3.     Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this report;

4.     The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a)     designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is
being prepared;

(b)     designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

(c)     evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

(d)     disclosed in this annual report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5.     The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):
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(a)     all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

(b)     any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: August 10, 2009 /s/ Kevin Miller          

Kevin Miller

Chief Financial Officer
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Exhibit 32.1

RCM TECHNOLOGIES, INC.

CERTIFICATIONS REQUIRED BY
RULE 13a-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934

     I, Leon Kopyt, President and Chief Executive Officer of RCM Technologies, Inc., a Nevada corporation (the
“Company”), hereby certify that, to my knowledge:

     (1) The Company’s periodic report on Form 10-Q for the quarter ended June 27, 2009 (the “Form 10-Q”) fully
complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934, as amended; and

     (2) The information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Company.

*     *     *

/s/ Leon Kopyt               

Leon Kopyt
President and Chief Executive Officer

Date: August 10, 2009
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Exhibit 32.2

RCM TECHNOLOGIES, INC.

CERTIFICATIONS REQUIRED BY
RULE 13a-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934

     I, Kevin Miller, Chief Financial Officer of RCM Technologies, Inc., a Nevada corporation (the “Company”), hereby
certify that, to my knowledge:

     (1) The Company’s periodic report on Form 10-Q for the quarter ended June 27, 2009 (the “Form 10-Q”) fully
complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934, as amended; and

     (2) The information contained in the Form 10-Q fairly presents, in all material respects, the financial condition and
results of operations of the Company.

*     *     *

/s/ Kevin Miller          

Kevin Miller

Chief Financial Officer

Date: August 10, 2009
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