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NICOLE SAYLER (Investor Relations Manager): Good morning. Thank you for joining Matrikon’s first quarter 2004 conference call. If you would like a copy of the related news release, financial statements, and management’s discussion and analysis, you may find them on the Investor Relation section of our website at matrikon.com.

Featured on today’s call are Nizar J. Somji, President and CEO, who will be providing an update on our strategic plan progress and achievements over the course of the quarter, and CFO, Shafin Kanji, who will discuss some of the key achievements and factors affecting our financial results for the quarter ended November 30th, 2003.

Since you have all had by now an opportunity to review the earnings announcements we will not reiterate the numbers, other than those that merit special attention.

Before we begin I’d like to point out that certain statements during the course of this call may be forward-looking. Please refer to the forward-looking statement section in our news release and the risks and uncertainties in Matrikon’s 2003 annual report for items that may cause actual results to differ.

I’ll now turn the call over to Shafin to provide some highlights of our financial performance.

SHAFIN KANJI (Chief Financial Officer): Good morning, and thank you for joining us on our conference call. We are pleased with our results for the first quarter of 2004. We achieved record revenue and earnings in the quarter, with net income topping 1 million for the first time.

One of the factors that continues to impact our financial results is the appreciation of the Canadian dollar relative to the US dollar. As this has become a significant factor of our results over the past few quarters we have changed our treatment of foreign currency translation on our financial statements to provide greater transparency as to the impact on our business. You will find reclassified quarterly data for the past two years on our website for those of you who want to update your models. The after tax impact of foreign currency translation on net income was 426,000 or 2 cents per share in the quarter. Over the past few quarters we have adjusted our pricing strategies, which is helping to limit our exposure on newly signed contracts. However, the currency fluctuations will continue to effect profit margins on longer-term projects.

The private placement completed in September strengthened our balance sheet in the first quarter, and will enable us to take advantage of strategic acquisitions to fast track our growth strategy. Our stronger balance sheet also gives our clients comfort that we have the resources to execute larger projects.

Our research and development expenses were reduced by the scientific research and experimental development credit, which is being accrued each quarter basis starting this quarter. R&D expenses remain low as our consulting engagements provide an opportunity to keep up-to-date with emerging industry trends, but in many cases, also pay us to develop new technology, where we retain intellectual property rights.

We are pleased with the growth to, we are pleased with the growth to extended support revenue. This growth is a reflection of our strong software sales throughout fiscal year 2003, and will continue to grow. Extended support revenue is a fairly stable recurring revenue stream.

I will now turn the call back to Nizar.

NIZAR SOMJI (President and Chief Executive Officer): Thank you Shafin. We are excited given 2003 was, perhaps, a very difficult year for Matrikon in some senses because of the currency exchange and having met our targets at the lower end. We are excited now, as we’ve transitioned into the first quarter of 2004 with record earnings. I still recall someone telling me it’s easy to make, it’s easy to have revenues of a million dollars; it’s much harder to have earnings of a million a year. So, having a million dollars in a quarter I think is a tremendous accomplishment for the company, and I think it’s a credit to a lot of the people who work here, and our ability to have gone beyond a lot of the currency issues and other issues to be able to achieve the margins we have.

We see that, given where we are today, we see our ability to continue this growth, both in product sales, but also look at avenues to revitalize our services business, and improve profitability and earnings in that area as well. So, we’re looking at some exciting new services type opportunities, especially in the maintenance area for us this year, and as I look at us continuing to grow, both product sales and services revenue over the next three or four quarters.

In the past quarter we closed one corporate software licence deal with a major integrated oil company, and there are a number of others that we are pursuing actively as our target for this year.

We will continue to focus geographic growth. We feel that Europe has, perhaps, the best opportunity for our solutions, and we will find ways to fast track our presence in Europe, either through acquisition or through other means of creating a base. Today, we have a number of distributors in Europe, who are helping sell our solutions, and I think we would like to expand and take advantage of that.

As we sit today, I happened to be in Australia just before Christmas, and the momentum in Australia is also very good, and we look at huge opportunities in Australia as well to grow our business. Overall, as I look at the pipeline and look at the opportunities we have, we feel confident that the balance of 2004 will, is looking very good.

On that note, I’m sure you’ve read all the other materials. I won’t cover that, but I’ll be happy to hear your thoughts, and answer any specific questions you have. Thank you.

Questions & Answers

Your first question comes from Blair Abernathy, from Paradigm Capital.

Please go ahead.

Blair Abernathy: Thank you. Nice quarter gentlemen. Just wanted to ask you a couple of things. Nizar, on the, on the pipeline, can you tell us a little bit about what industries you’re seeing good traction in, and you know, what areas of your solutions you think are going to perform well for you in 2004?

NIZAR SOMJI: I think, as we’ve indicated, our marketing focus is going to be, again, in the power industry for the early part of this year, but we’re also seeing some increased interest in oil and gas in particular, and a number of key clients we are pursuing with solid solutions for oil and gas. Power is really the other area that I, as I said, we are focusing very hard on. Our MX business is looking to pick up, and so the manufacturing sector has seen a turnaround the last few months, but we expect that the MX business will also be very solid and firm for this year. So, there are a number of different areas that I think we’re seeing some growth and opportunities for us.

QUESTION: The, on the, on your quarter’s results you had, you know, a fair bit of equipment sales, third party software and hardware, just wanted to check with you, and in the past you said it was sort of going to be around 10 to 12 percent of revenues, is that still a good number to be looking at?

NIZAR SOMJI: That’s a good number to be looking at. Actually, the bulk of those equipment sales were in Australia, and so yeah, but that’s a good number to look at, around 10 percent.

QUESTION: Okay. And, can you comment a little bit on utilization levels on the consulting side, and in terms of what’s going on on the hiring front?

NIZAR SOMJI: Yeah, the utilization on the consulting side I think was in the low 70s, and ideally we’d like that to be in the 80s. We did some hiring over the last three months, which is what caused the number to drop a bit, but you know, we go through phases of hiring, and rationalization and hiring, and so on, so on average, you know, if we can get to about 80 percent for the year we are quite excited.

QUESTION: Okay. And, one last question, you touched on it a bit, but large, large deals out there on the order of, you know, how you, the BOC transaction and so on, how is it, how are the opportunities looking out there; are they getting better, are there getting more of them?

NAZIR SOMJI: I think they’re getting better, getting more of them, and you know, we hope, many of which we can close, but can’t announce because of client restrictions, but they’re looking very good I think. The opportunities for us have not been better.

QUESTION: Super, thanks guys.

OPERATOR: Your next question comes from Vivek Sugavanam, Canaccord Capital.

Please go ahead.

QUESTION: Thanks. Hi guys.

NIZAR SOMJI: How’re you doing?

QUESTION: I just had a few questions on receivables and cost savings and taxes. First, could you talk about receivables, why they went up so much, and whether they go up because of aging contracts, or how do you see them going in the future?

NIZAR SOMJI: Yeah generally, receivables go up a bit towards the end of every quarter anyway as milestones are met and so on, so it’s not unusual for where we are as a growing company to see the number of receivables. In terms of collection, we are at about the industry average of ninety to ninety-two days or so where we are. So, it’s not a major concern.

SHAFIN KANJI: Vivek, there’s also our SR&ED credits that are accrued in our receivables, and that’s in our press release, or the MD&A side of that if you look there.

QUESTION: Okay, thanks. And, one more question on the cost savings, could you talk about how sustainable they are, and how we should model them going forward?

NIZAR SOMJI: What cost savings?

QUESTION: Just (inaudible), costs went down a lot less than we’d expect given the amount that revenues went up, so could you talk about how sustainable that is?

NIZAR SOMJI: Yeah, I think, you know, as we grow the business from a software license revenue standpoint we expect that our costs will continue to go down as a percentage of revenue, but the absolute number from a cost standpoint will likely continue to grow, but as a percentage of revenue it will decline, and that’s really the model that we have been, we have talked about in the last couple years is, as our software revenue increases and our support revenue increases we should be able to see a much higher margin than we have in the past.

QUESTION: Okay. And, could you also talk about your tax rate expectations going forward?

SHAFIN KANJI: I think a 35 percent rate is what we’ve used, and I think that’s fair for where the Canadian economy is, and I think as far as modeling goes that’s what I would use in the model.

QUESTION: Okay. And, one last question on acquisition plans, could you give us any more colour on where your plans are right now?

NIZAR SOMJI: Well, you know, we’ve been a little disappointed in the fact that we have not come through with the acquisitions that we were looking at, but I think we’ve reached a stage of maturity of the company where we really want to look for the right fit, both culturally, and geographically, and technically, and so on, and those are not as easy to come by, but we have a focus. We’ve got some opportunities we are looking at. Clearly, Europe for us is an important market, and an acquisition would be a much faster way to get into there. So, we are looking at that as well, but I’m hoping that over the next eight to twelve months, you know, we will make significant progress in that area.

QUESTION: Okay, thanks guys.

NIZAR SOMJI: Alright.

OPERATOR: Your next question comes from Michael Sproule, from LOM.

Please go ahead.

QUESTION: Hi guys. Next time a little more detail in the press release would be nice. Not really, just kidding.

NIZAR SOMJI: What kind of detail?

QUESTION: No, it’s actually one of the best I’ve seen. Questions for you, I have a couple ones. With regards to the products, you haven’t put any product news in the past short while, just wondering what’s happening with the current structure of the products, I know you like to create different releases, and go through that on a bi-yearly basis, but just wondering what is new in products, what we can expect?

NIZAR SOMJI: Right now there’s a number of new products, our new products, upgrades being looked for Process Guard our alarm management product, the Process Guard MOCCA is under development, which is not a coffee version offered, but Management Of Change, which I think is part of the new standards. We expect ProcessGuard MOCCA to be released shortly. We pre-released Enterprise Net as our venture into an enterprise version of ProcessNet. We expect a full release of EnterpriseNet to come through as well, tying in multiple process nets and some other global sharing technologies for sharing data and reporting and so on. From a ProcessDoctor standpoint, we did release ProcessMonitor last year. We released the multi-variate statistical performance assessment for ProcessDoctor last year. This year we expect to release additional features on ProcessMonitor, especially in terms of diagnostics and cause detection and so on. We released some parts of the MX suite last year, and we also released MX Net, which is the web visualization for all MX product. We hope to release a much more integrated MX suite later this year. So, all the products are seeing new growth in terms of enhancement, but also in terms of content as we try and solve some serious problems within industry.

QUESTION: Okay. Now, your acquisition of Comcept, how will the code, or the intellectual property that came from that acquisition come into play with regards to the current set of products, will it be new product, what is the situation there?

NIZAR SOMJI: Well, the Comcept product line is more actually in doing FEED studies as opposed to products that people use on an ongoing basis. When I talk about field studies, they are Front-End Engineering Design studies. So, this sort of technology allows you to do data modeling say of your refinery, and identify bottlenecks, identify opportunities for improvement, identify how you can drive the refineries, or the manufacturing facilities, and that results in resulting projects that use our other products to be able to drive efficiency, and so on. So, it’s more of a front-end consulting type product.

QUESTION: Okay.

NIZAR SOMJI: It fits very well with what we are doing right now, and hopefully, what it’ll do is it’ll enable us to be the company that goes in and does the field study, and then perhaps get the 20 to 25 million dollar contract that results in the improvements that can happen from there.

QUESTION: Okay, so it’s just another tool, part of the toolkit?

NIZAR SOMJI: Exactly, yeah.

QUESTION: Okay. Deferred revenues, notice that they’ve gone down by about 2 million dollars. They’ve been drawing, obviously, from revenues into that, is, should that be a concern of ours?

SHAFIN KANJI: Mike, can you repeat that?

QUESTION: Your deferred revenues have gone down about 2 million dollars over the previous quarter.

SHAFIN KANJI: Yeah.

QUESTION: And, obviously you’re drawing into it with regards to revenues for the current quarter, but is that level to stay at that there, or are we expecting, what sort of movement should we expect on deferred revenues?

SHAFIN KANJI: Well, as we increase product sales the annual maintenance associated with that will go to deferred revenue as we bring it into income.

QUESTION: Right.

SHAFIN KANJI: So, we can expect an increase, especially, typically December, January are strong product months for us as well, so.

NIZAR SOMJI: But no, we’re not concerned about it. I think that number will fluctuate as we go through, but over time it will continue to grow.

QUESTION: Okay, no that’s fine. No problem there. And finally, with gross margins, do you expect them to maintain the same level they’re at? They seem to be relatively constant in the last few quarters, is this a good level for them to be at for going forward?

NIZAR SOMJI: Yeah, and I think part of, we have two challenges; one is the gross margins in Australia are a little bit higher than the rest of the company.

QUESTION: Right.

NIZAR SOMJI: Sorry, a little bit lower, and the gross margin’s a little bit lower in Australia than the rest of the company, so that’s pulled us down a bit, but also, a lot of the currency fluctuations are actually show up in there.

QUESTION: Right.

NIZAR SOMJI: No, we expect gross margins to continue to grow as the product revenue continues to grow, and we should have seen that over the last three or four quarters if you really take away the currency fluctuations, I think you will see a trend in the right direction.

QUESTION: Okay.

SHAFIN KANJI: And Michael, we also had a pretty strong showing on the equipment sales.

QUESTION: Right.

SHAFIN KANJI: Which dampened gross margin this quarter, right, so.

QUESTION: If you take the equipment sales, the lower margin, and you assume the currency fluctuation’s going to back off, or wherever it’s going to go, I mean, you should see an increase, so this should be a good low baseline point right now?

SHAFIN KANJI: Absolutely.

QUESTION: Okay, thanks guys.

OPERATOR: Your next question comes from Gareth Tingling, from Clarus Securities.

Please go ahead.

QUESTION: Thank you. Gentlemen, a couple of questions if I may. The first is the, I notice Shafin you were talking about the receivables, I was just wondering if you could desegregate them, I think it’s 16.9 less about 130,000 in SR&ED, and I was wondering if, what else is taken out of there to get to the 14.5 or so trade receivables?

SHAFIN KANJI: No, there’s more than that in the SR&ED, because we had, we filed for 2003 and 2002 at the end of our fiscal year, which is still sitting in receivables. So, the difference between the 16.9 and the 14.5 is all SR&ED.

QUESTION: Okay, thank you. The other thing I was wondering is with respect to your product mix, do you provide desegregation on process versus MX connectivity and total insight, or on the quarters, or would you be able to do that now?

NIZAR SOMJI: Oh, you mean to separate the revenues from process, from MX and Total-InSite?

QUESTION: Yes.

NIZAR SOMJI: I’m not sure it will add a lot of value to the numbers, but we can consider that for future releases.

QUESTION: Okay. My other question was on the foreign exchange, I notice that you are breaking out the gains/losses primarily right now, obviously, losses from that end of it, have you got any thoughts overall with respect to outright hedging of the currency of the US dollar exposure given the high percentage of US, you know, revenues that you’re looking at, or what are your thoughts on that, is this a point in time, this is what you’re doing now, but do you anticipate looking at full hedging?

NIZAR SOMJI: I think, you know, we do some hedging, but what we’ve done is we found a way of managing our risk over time, and so, for larger projects there’s a bit of hedging done to try and balance with a natural hedge with different currencies since we do get paid in euros sometimes and pounds and Australian dollars, so I think that that’s the model we are going to is to create a natural hedge so we don’t have to be in the hedging business.

QUESTION: Okay. Another question was on Comcept, I’m new to the story so forgive me if I’m asking something that’s previously been discussed, but were there any revenues from this company that were, when it was purchased?

NIZAR SOMJI: No.

QUESTION: Okay. And, a comment was made about deferred revenues, I was just wondering is it primarily annual maintenance fees that are the significant component of deferred revenues?

SHAFIN KANJI: That’s the significant portion, yes. I mean, there is some unearned portion on payments that we receive up front for jobs.

QUESTION: Okay. And, is this primarily payments that are received in advance for percentage of completion types of work?

SHAFIN KANJI: Yes, and product sales in some cases.

NIZAR SOMJI: In many of our contracts we ask for 30 percent down on signing of the contract, or we ask for payment of software on signing of the contract, but we can’t really recognize that revenue until certain milestones are met.

QUESTION: Right. Now, do you have any unbilled receivables in that line, in your receivables line against that.

SHAFIN KANJI: No, not that I know of.

QUESTION: Okay. Have you established expectations for your services license mix for 2004?

NIZAR SOMJI: Yes, I think our target is to have software revenue between 25 and 30 percent, and equivalent services directly related to our software of the same amount, and then integration business is around 40, 45 percent. If you look at the first quarter, I think we achieved about 27 percent.

QUESTION: Yes.

NIZAR SOMJI: It is within line to what we were expecting to do, between 25 and 30 percent.

QUESTION: Okay. I have one last question, which is, I noticed in your 2003 Annual Report there was a bit of a discussion with respect to the historical seasonality of the business based upon, primarily, services dominated revenue mix, and one of the comments was that you weren’t sure that that kind of seasonality would persist. Normally your Q2 has about a week of slack time, obviously for the holiday in December. Given these results that we’re seeing here, do you have any expectations for any changes with respect to how seasonality will effect Q2?

NIZAR SOMJI: Well, one of the things that also happens in Q2 is the product sales grow a little bit in December as people close down their budgets, and so on, right, so there’s a bit of a balancing act there. Australia puts in a different mix, because it’s their summer, so they have a number of holidays in January as well. So, we are hoping everything will wash in the mix, and you know, the impact, as we become bigger, will be, the seasonality will go away, and that’s what we expect to see this year, maybe not as big an impact as there was last year.

QUESTION: Okay. Thank you very much gentlemen.

OPERATOR: Your next question comes from Blair Abernathy, from Paradigm Capital.

Please go ahead.

QUESTION: Hi. Just a follow-up gentlemen, on the Comcept acquisition, could you just talk a little bit about the, if you can name some of the customers they have, had over the years, and, or specific industries that they bring to you guys?

NIZAR SOMJI: Well, their customers have primarily been in the refining business and petrochemicals, and the bulk of their business has been in the Middle East. One of the things they’ve done is, they actually beat us at a couple of clients in the Middle East, one in Kuwait and one in Saudi, and so that’s how we actually know of them. They are known as front-end consultants, where they come in and do high level architecture of solutions, and what refineries need to go with in terms of technology to improve their throughput and performance. So, they bring that skill to us, and their client list is, you know, predominantly in the Middle East.

QUESTION: Okay. And, you had mentioned, Nizar, looking at acquisitions in Europe, what types of things would you look for there?

NIZAR SOMJI: We’re looking for primarily an integration type, services type company that we can then use to also push and market our products through, and create, you know, similar sort of situation as we have in Australia.

QUESTION: Okay. And, just last question, you mentioned power industry looking good the first half of ’04, is, are you seeing, finally seeing some positive fallout from the blackout last summer in the Eastern Seaboard?

NIZAR SOMJI: Yeah, we’re seeing some fallout, not as quickly as we expected, but now that we’ve got some momentum built we’re seeing some good results from all marketing efforts in that area. We are seeing many clients coming through. A little slower; we thought we’d have them by the end of the year, but they’re beginning to come through as the new year kicks in.

QUESTION: Okay, great, thanks guys.

NIZAR SOMJI: Fine.

OPERATOR: Your next question comes from Bob McWhirter, from First Asset Investment Management.

Please go ahead.

QUESTION: Hi. Congratulations, it was a great quarter.

NIZAR SOMJI: Thank you Bob.

QUESTION: The upgrades that you’ve got as far as ProcessGuard, EnterpriseNet, ProcessDoctor, and particularly ProcessDoctor, I’m fascinated by the piece of the addition of the diagnostics and the cause detection, and are these basically the new products, or upgrades you’ve talked of, are these things that’ll come through clients in their regular maintenance payments to you, or are these actually additional revenue that might come through either upgrades or new sales?

NIZAR SOMJI: A combination of both. In the case of cause diagnostics, and so on, there will be additional modules that the clients would purchase. In the case of Process Guard MOCCA it would be more if you are on maintenance you would get some of those upgrades at no charge.

QUESTION: Okay, and to give a ballpark as to the diagnostics or cause detection portion of Process Doctor, is this a 25,000 dollar module, or 100,000 dollar module, what’s the rough price point of these things?

NIZAR SOMJI: It’s probably closer to 25 to 50,000 dollar US module, and we haven’t quite priced it yet, but that’s about where it will end up.

QUESTION: Right, and the kind of payback on your products, as I understand it is, I think, around eighteen months or less, would the diagnostics and cause detection and capabilities then end up further reducing the payback period?

NIZAR SOMJI: Oh, payback we hope is always under twelve months, and with cause, one of the things that we find when we talk to clients is, so you can predict a failure, so what? So, a lot of these tools will answer those questions, and we expect to see the payback even less than twelve months.

QUESTION: Okay. And, you give us a tease basically, when you talked about gross margins you said that the Australian gross margins are less, are lower than that in the rest of the company, is that something that will continue to be the case, or is there something that you’re going to end up saying, alright, there’s something that we can change in Australia so that the margins will end up rising to that, to our typical of the rest of the company?

NIZAR SOMJI: I think that the margins in Australia are trending towards where the rest of the company is, and I’d expect in the next couple of quarters we will be getting close to where they are the same with the rest of the company.

QUESTION: Great, thank you very much.

NIZAR SOMJI: Alright.

OPERATOR: Your next question comes from Michael Sproule, from LOM.

Please go ahead.

QUESTION: Hey guys. Just one quick follow-up. With regards to the acquisition side, you’d mentioned you had looked at a number of acquisitions, and none to come through, just wondering was the situation based on valuations, or expectations of the, shall we say, the acquired, were their expectations to high? What was the situation that may have put you in this place?

NIZAR SOMJI: I think it was a combination of a number of factors, but primarily I think in a couple of cases the expectations were too high, and as you know, we are focused on meeting earnings targets, and so we, with companies with marginal earnings we were unwilling to pay a premium for. So, I think that’s where a couple of them died at the table. In one other case I think the technology was not matured to a level we felt comfortable in terms of acquiring, and then being able to take over the technology, so that was the case. So, there are different reasons. I think, as now learn from the things we didn’t acquire we are a little more diligent in terms of what we want and how we want to go after it. So, we expect we can improve that.

QUESTION: And so, one would assume from what you just said that you’re looking for a company that’s going to be immediately accretive to the bottom line, but are you looking for one company, a company that’s going to have 10 million dollars of revenues, or are you looking for one that’s going to have 15 million dollars of revenues, or is there, really is there like a set of goalposts that you put in place as to what the ideal acquisition would look like with regards to a) bottom line, and b) and the top line?

NIZAR SOMJI: In an ideal company, if you look, would be, you know, in the 10 to 15 million dollar range. If it was in Europe it would be more in the 7 to 10 million dollar range, with the opportunity to grow, you know, with a good management infrastructure and some bottom line margins so that they are not a drain on the rest of the company. That would be ideal. I think smaller acquisitions cost the same, take as much time, and a little more painful, so that kind of range would be ideal.

QUESTION: Okay. Great, thanks.

NICOLE SAYLER: Thank you for joining us today. That concludes our first quarter conference call. If you have any additional questions that weren’t, were not answered on today’s call please feel free to contact us. Thanks once again for joining us.
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