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OPERATOR: Good afternoon ladies and gentlemen and thank you for standing by. Welcome to the Matrikon Inc. Third Quarter Results conference call. At this time, all participants are in a listen only mode, and following the presentation, we will conduct a question and answer session. Instructions will be provided at that time for you to queue up for questions. If anyone has any difficulties hearing the conference, please press the star followed by the zero for operator assistance at anytime. I would like to remind everyone that this conference call is being recorded on Tuesday, July 6, 2004 at 5 p.m. eastern time. I will now turn the conference over to Nicole Sayler, Investor Relations Manager. Please go ahead, ma'am.

NICOLE SAYLER: Good afternoon, thank you for joining Matrikon's Third Quarter 2004 conference call. If you would like to receive a copy of the related news release, financial statements, and management discussion and analysis, you will find them on the investor relations section of our web site at Matrikon.com. Featured on today’s call are Nizar J. Somji, Matrikon’s President & CEO and Shafin Kanji, Matrikon’s Chief Financial Officer. They will speak briefly and then answer any questions that you may have. Since you have all had an opportunity to review the earnings announcement, we will not reiterate the numbers other than those that merit special mention. Before we begin, I would 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 will now turn the call over to Shafin to provide some of the highlights of the Third Quarter.

SHAFIN KANJI: Thanks for joining us today. We are pleased that our action plan post-Q2 has quickly yielded results and is continuing to do so. The turnaround achieved in income from operations was dramatic going from a loss of $1.6 million to a profit of $162,000. In the third quarter, we held our first users group conference. We received excellent feedback on the event from our clients and identified several significant new opportunities as a result of showing clients what we are capable of and how we are helping their industry peers achieve operational excellence. Our new European operations are also yielding significant opportunities in a new region. Matrikon is truly a global company now with an official presence on five continents and the ability to offer our global customers 24 hours support. We are very confident in our short term and long-term opportunities. We expect to meet our targets for revenue and earning’s growth as revised last quarter. To do so means a record quarter for the fourth quarter with revenue in the high end of the range of $11.05 to $15.94 million and net income in the range of $1.5 to $1.76 million. We believe we are on track to achieve this. I will now turn the call over to Nizar for his comments.

NIZAR SOMJI: Thank you, Shafin. You know the last quarter, which was quarter two, was a difficult quarter but in quarter three we have done a lot of work in terms of streamlining the operations and creating some solid project management processes that would allow us to detect and analyze problems much sooner than we had in the past. Some of theses processes are already yielding good results in terms of color and depth into what is happening in the various projects. I think what we are looking forward to is, we expect quarter four to be very good and what he have done is really build a solid base for us to move forward not only in quarter four but beyond. As I had indicated at the end of quarter two, companies that grow as fast as we did work through periods of rationalization, and we believe that we have gone through that period now, done some good rationalization and done some good things to streamline the operations and we have a good solid base from which to build on and continue on the path of growth and continue to deliver solid solutions for our client base. So with that we’ll give you all an opportunity to ask us any questions specific to the financial statements of the company and so I will turn it over back to Nicole.

NICOLE SAYLER: Bridgette could you please open the lines for questions at this time.

OPERATOR: Absolutely. Ladies and gentlemen we will now conduct the question and answer session. If you have a question please press the star followed by the one on your touch-tone phone. You will hear a three tone prompt acknowledging your request and your questions will be polled in the order that they are received. Please ensure you lift the handset if you are using a speakerphone before pressing any key. One moment please for your first question. Your first question comes from Jeff Rath from Canaccord Capital. Please go ahead.

JEFF RATH: Hi guys.

NIZAR SOMJI: How are you doing Jeff?

JEFF RATH: Good good. Just a couple of questions if I might. I guess Shafin or Nizar whoever wants to weigh in on this. A big jump in your sales and marketing expenses in the quarter. Can you tell me, I mean out of sort of historical range, can you give me some context just to what’s going on there. Are there one time costs involved in that, that are going to go away or is that a new level that we are going to see from a modeling standpoint, say as a percentage of revenues. Just any color, it seems like a really big jump there and I just wanted to know from a going forward standpoint. We know we had some changes from the sales and marketing initiatives. Any color you can give us that would be great.

NIZAR SOMJI: I think part of the growth in the sales and marketing costs was really the cost of the users conference. This was the first turn we had and so you know the bulk of increase can be attributed to that. In addition to the users conference we also had our annual sales conference in Edmonton and being a slightly larger company with a much larger sales force than we had the year before, we had a lot of people in town with that. So, no we don’t expect that, I think, that is just a one quarter item, I think we will go back to normal sales and marketing costs in Q4 and forward.

JEFF RATH: Okay. I guess just jumping around here, Shafin. You talked about last quarter some problems coming out of Australia with regards to some regional slow downs, greater than you expected, some project delays where you had staffed up. Can you give us some color on what’s going on there? It still looks like at least from your segmented information that profits relative in Australia are still kind of a drag on overall profit margins. 

NIZAR SOMJI: There is a bit of a drag, Jeff, in quarter three as well but we expect they will recover in quarter four and do much better. Some of the major projects that they were expecting have now come through as of May and June. So, actually May was pretty solid for them, and they are beginning to move up better. I think they had a rougher March and April, but I think in May they have started to come around and June has been good as well, as Shafin tells me for Australia. So, we are beginning to see that recovery. What we have also done is put things in place, so that the seasonal impacts of December, January, and February can be minimized in Australia and Floyd and us can work together to do that. So we are hoping what we have put together in place and the actual backlog that we want to build before November comes needs to be sufficient so that we can carry us through December, January, and February, and not impact our bottom line as much.

JEFF RATH: Okay, you have also closed the PI acquisition with, I think, a couple of weeks in the quarter. Can you give us, Shafin, a breakout of what that contributed from P&L to your consolidated results?

NIZAR SOMJI: I think they only contributed about $90,000 in revenue and somebody is just checking to give you the.

SHAFIN KANJI: So the bottom line before taxes is that they have contributed, Jeff, just about $21,000. It was only it was seven business days or something.

JEFF RATH: Yes, I wanted to make sure I had the contributions there correct. I guess, flipping gears and looking at sort of your strong fourth quarter guidance, if you will. You know, at your users conference you had BP talking glowingly there about some of the things you had been doing with them and how they were rolling, you know, moving ahead drastically on a pilot project, talk about looking at a global sort of agreement with you guys. Haven’t seen any announcement to date. How are we-- I mean --does your strong guidance include, you know, an advancement in discussions there. I mean, there has to be something that’s building there. It really seems like your guidance is suggesting you are going to come through with some very strong license revenue. Is BP any of that?

NIZAR SOMJI: Well, we hope so. Now, BP doesn’t want any announcements done, so that’s part of the reason why you haven’t seen any thing, but one of the key things for us was to complete the acquisition of PI because that’s, as you know, PI is based in Aberdeen, and that’s where BP is based as well. So it was important to conclude that, so they have the local support and the structure that we need for them to succeed. So that’s now in place. Shafin spent three weeks down there and met with all the key BP guys. So we are moving ahead aggressively as we expected we would to make those things happen.

JEFF RATH: Okay. So, I mean, all things being said, so your strong guidance has BP sort of contribution in there. Is that a safe bet?

NIZAR SOMJI: That’s a safe bet, yeah.

JEFF RATH: Okay, all right. 

NIZAR SOMJI: I don’t know how much...

JEFF RATH: Yeah, yeah, no, no. I won’t go that far. I will stay away from that. Shafin, with regards to sort of F/X, obviously you guys benefited from some F/X gains there. Can you breakout with those? How did you recognize that? Is that just from a line item standpoint, were those forwards that you…

SHAFIN KANJI: No, that was from our receivables and our revaluation. We do have forwards in place, but they are actually slightly lower then the closing rate at the end of the quarter.

JEFF RATH: All right. Can you just explain for a layman like myself because everyone seems to report these pass-throughs and impacts of F/X a little bit differently on their P&L. I mean you have broken it out so that we can understand that line item better in the impact to your overall profitability, but could you not have also just had it been reflected in your operating margins.

SHAFIN KANJI: No, actually the handbook is pretty clear. If it’s a balance sheet revaluation, it needs to be separated actually in the disclosure. So, if the rate changes from the time you did the sale then it’s actually below the line.

JEFF RATH: Got you. Okay. The final question and then I will pass it on. If you can remind me again with regards to your annual sales cycle planning, I had always recalled that you did a lot of your year-end forecasting and budgeting around your internal sales meeting. You kind of you get to retest where the organization is, where your pipeline is, where your outlook is. Now, it was my understanding that you had delayed this year’s sales conference to sort of coincide with your users conference, you know, to save a little bit of money. So I am presuming now that you have just brought everyone’s nose to the grindstone here. You kind of really got a fresh taste on where you see your pipeline in your new business. Can you share a little bit qualitatively some of the feedbacks you got from that conference with us? I know you don’t give us hard numbers from backlog and things like that, but I mean, knowing that you have just retested, you know, your outlook, generally speaking how has it changed relative to say where it was a year ago and things like that.

SHAFIN KANJI: Usually, we have our sales conference in February, just for those who don’t know, and this year we had that in May, so that’s a few months behind. You know, over the last couple of months, based on the focus we have derived at the sales meeting on the direction in terms of the type of business we want, the type of relationships we want with the clients and so on. So we think our guidance shows that, you know, we believe that, our pipeline is much stronger this time than it was last year and the opportunities are much better as well. In a couple of weeks or so we are having our board strategy meeting at which time we will review the thinking for 2005 and what we look to see next year and may be able to share a bit more with you in terms of real numbers as we move forward.

JEFF RATH: Thanks very much.

OPERATOR: Your next question comes from Blair Abernethy from Paradigm Capital. Please go ahead.

BLAIR ABERNETHY: Hi, thanks guys. Just following on the same line of questions, just in terms of your pipeline, I guess it was last April we were looking at and you were saying sort of half of the deals, a pretty large chunk of the deals, were in the power vertical. Can you give us some sense of where you see the interest today?

NIZAR SOMJI: The interest is still, you know, about half of business from oil and gas and power and so you know the pipeline reflects that as well. You know, we have made some good strides in some other areas especially in the wood products and the OSP business and so on. So we have got some good opportunities there as well and some good opportunities in the MX line in addition to that, but you know, the reality is that about half of business does come from oil and gas and power and that’s were bulk of the business is.

BLAIR ABERNETHY: On the power side, particularly in the US, any traction on the alarm management side.

SHAFIN KANJI: We are making good progress. You know, one of the things that we have come to realize is that the budget cycle in the power industry are quite tightly held and so on. So as the new budget cycles are coming through now we are seeing some more traction in the alarm management area, but also generally in the area of maintenance which is the other hot area in the power industry is really predictive maintenance and being able to keep equipment running longer, more reliably and being able to predict when you will fail and work maintenance around that. So I think those are couple of the areas that are looking very good.

BLAIR ABERNETHY: And you had also talked about looking out some more strategic alliances with customers like you have with Ameren in the US. Any progress there?

NIZAR SOMJI: There has been some progress with two other clients that we are not able to announce yet, but we will if they let us over the next couple of months. 

BLAIR ABERNETHY: Okay, and what’s your sales force at today as against back at Q1. February 11, I have here sort of 50 reps, 15 hunters 35 farmers. What are you kind of looking at now?

NIZAR SOMJI: It’s around between, you know, around 60 or so. Just under 60 I’d say.

BLAIR ABERNETHY: Okay, and Shafin just in terms of the license revenue, this quarter was a little softer than we were expecting. Do you have any deal-metrics there? Any large deals or number of deals. Can you give us some detail there?

SHAFIN KANJI: There are a lot of large deals actually in Q4, but I guess nothing at this point that we can officially announce. 

BLAIR ABERNETHY: Okay, I mean, this current quarter Q3 where you’ve got...

SHAFIN KANJI: Q3 was pretty spread out. There wasn’t anything significant that I can point to in there.

BLAIR ABERNETHY: Okay, so it is pretty broadly based. Okay, and then utilization rates here are 72% this quarter. What are you sort of looking for Q4 and next year?

SHAFIN KANJI: I expect Q4 to be around the 80 to 85% mark. Next year, typically, it is tough to predict right now, we will sort of get back to that after our strategic planning session. 

BLAIR ABERNETHY: Okay.

NIZAR SOMJI: One of the things though we’re trying to do is focus on having higher rates as well for our services. 

BLAIR ABERNETHY: Higher pricing?

NIZAR SOMJI: Yeah higher rates. We are trying to focus on putting people on the higher-rate-type work related to our products and so on, and maybe walk away from the lower rates where they impact profitability, though as we transition there, I think this Fourth Quarter will be around the 80% range. But one of the things strategically we would like to do really make sure that our rates are high enough so that even if the utilization is a little bit impacted, our profitability remains strong.

BLAIR ABERNETHY: Okay, and just in terms of -- we talked a little bit about vertical, what about in terms geographically, Australia? I think that’s sort of your stepping stone to Asia. Any progress in the Asian market?

NIZAR SOMJI: Well, we have a full-time distributor in Korea who is actually doing well. Given the difficulties we had in Q2, we have sort of slowed that down, but now that Australia is recovered and so on we are going to go hard on that. We’ve got some thinking and the right people in place and how we’re going to pursue business in that market space.

BLAIR ABERNETHY: Okay, great. One last question, Shafin. Your R&D costs were down sequentially this quarter. Is that a one-time blip, or you know what are you sort of looking at on the R&D line.

SHAFIN KANJI: No. I think that's about the normal level that you can expect on R&D now going forward. 

BLAIR ABERNETHY: Okay

SHAFIN KANJI: So again, you know, as a part of the rationalization, we did look hard and decide on what we need to continue to improve our products, but not be overly frivolous, if you will, and so the level that we are at now is what we feel is sufficient going forward.

BLAIR ABERNETHY: Okay, and what you’re looking at on the product release front over the next quarter.

NIZAR SOMJI: Over the next quarter there are no major releases planned. There will be some bug-fix-type releases in the next quarter. Every second-year a major release is expected. Towards the end of the year, we have some major releases, especially in the alarm management area and the control room performance stuff, but I think we made some major releases early this year already. So, I do not expect anything till the fourth calendar quarter, so it would be the first quarter of next year.

BLAIR ABERNETHY: Okay great, thanks a lot guys.

OPERATOR: Your next question comes from Gareth Tingling from Clarus Securities. Please go ahead.

GARETH TINGLING: Thank you. Okay, I was wondering gentlemen… this will be in no particular order. So the first thing I was just wondering is the guidance given for Q4 you said that it looks like it’s going to be a strong quarter, and I was just wondering how you view that given historically how your Q4 has typically performed versus your Q3. So if I were to look back on last year, for example, your Q3 revenues for 2003 were $12.3 million and Q4 was roughly $12.3 million. So are you suggesting that it will be a significant sequential increase because the range that you are giving is mostly below where you have actually come in so far in Q3. So, I think you said something like $11 to $15 million for Q4 for revenue. 

SHAFIN KANJI: Yes. 

GARETH TINGLING: So if it’s going to be strong….

SHAFIN KANJI: We’re finished June now, so we have a decent feel of what things will look like and as we have said, we expect Q4 to be higher than Q3.

GARETH TINGLING: Okay, so if it is higher, the range the guidance that you have given, you are definitely going to be at least in the range of $51 million.

SHAFIN KANJI: I said the high end of the range of 0 to 10%.

GARETH TINGLING: Yeah, okay, I’m just taking a look at the actual press release that you put out today for the fiscal year revenue. The other thing I was wondering is the EPS guidance or the earnings guidance $2.63 to $2.89 million that’s already inclusive of, if you look here today, roughly $407,000 in Forex gain, and I was wondering if you would care to comment on this exclusive of Forex gain.

SHAFIN KANJI: Can you restate that?

GARETH TINGLING: Yeah, you called for a net income in the range of $2.63 to $2.89 million.

SHAFIN KANJI: That is correct.

GARETH TINGLING: And, if you just sum up the Forex gains and losses for the year-to-date, you have around roughly $407,000 right now in Forex gains year-to-date, and I was just wondering if you could qualify that 2.63 to 2.89 exclusive of Forex gain.

SHAFIN KANJI: I don’t have that on me right now. I can take it off line, if you will, and you can do the math kind of.

GARETH TINGLING: Oh yeah I know. I guess what I am wondering is, you know, to what an extent you expect Forex to be for example say another 400,000 for Q4.

SHAFIN KANJI: We are not expecting anything out of Forex. We are expecting the Forex to stay the same.

NIZAR SOMJI: So, we are expecting, you know, net zero from Forex in Q4. 

GARETH TINGLING: Okay, so this $407,000 gain is basically going to be what you show for the year you think?

SHAFIN KANJI: Correct 

NIZAR SOMJI: That’s our target, you know, we don’t control F/X so we don’t know what will happen but our planning is based on that.

GARETH TINGLING: Sure, okay. I was also wondering the $458,000 that you have in Forex gains, you made a comment about it being based on balance sheet revaluation, and I was wondering, did you actually talk about what balance sheet items where the key contributors to that. Obviously there is a significant short-term temporal effect, right?

SHAFIN KANJI: Yeah, it’s mainly receivables, right?

NIZAR SOMJI: Receivables and cash.

GARETH TINGLING: Okay, and your DSOs have dropped from a 128 to 121 days this quarter. Do you expect that to continue to decline?

SHAFIN KANJI: No, our DSOs are 89 days, Gareth.

GARETH TINGLING: Well, I am doing on an end-period basis.

SHAFIN KANJI: You have to backout the non-trade receivables.

GARETH TINGLING: Right.

SHAFIN KANJI: That’s right. It’s segregated in the press release.

GARETH TINGLING: Okay, I guess the direction of it, is it going be down from here or do you expect it to stay about the same.

SHAFIN KANJI: No, it’s about the same; just 90 days is typical for our industry.

GARETH TINGLING: Right. Okay. I am not so much concerned about what the number is. It is the delta that I really focus on. I was wondering as well on the head count. You stated there are 486 employees this quarter?

SHAFIN KANJI: Correct.

GARETH TINGLING: And last quarter you had 485, if I’m not mistaken, and I was wondering if you could just tell me has there been net addition? Has there been essentially changes? Has no one left? Has it remained static?

NIZAR SOMJI: I think there has been a net change as part of our rationalization. I think there has been a net change of about 20 some and then we added PI which got us back to about even.

GARETH TINGLING: And PI gave you 20 people?

NIZAR SOMJI: 18.

GARETH TINGLING: 18 people? Okay. So…. 

NIZAR SOMJI: In the phase of the rationalization, we lost 18 or 20 people and we gained 20 from PI, and there has been probably a little bit of attrition and hiring that kind of brought us to even.

GARETH TINGLING: Jeff Rath picked up on a question on Australia, and I was wondering if I could just talk a little bit more about that. The equipment sales there look like they are up considerably for Australia unless I am mistaken.

NIZAR SOMJI: That’s the kind of business Australia is in. Some of their control and automation-type work is turnkey so, you know, it usually includes the equipment as well.

GARETH TINGLING: But, does this have anything to do with the recent settlement of the losses with OSI.

NIZAR SOMJI: No, I don’t think so.

GARETH TINGLING: Okay, so you are not reselling any of OSI data or their databases or any that kind of stuff.

NIZAR SOMJI: We haven’t yet. We haven’t started yet.

GARETH TINGLING: Okay, I was wondering on the topic of the United States. Just looking at the reclassified information, it looks as though there’s not much traction in the United States and that’s obviously a key market for you guys. I was just wondering from what I am seeing in terms of things like industrial capacity, and utilization rates and stuff in the States. It looks like things should be excellent for you guys in terms of execution. That is to say we are not talking about new buildings being done, but just trying to increase the hidden plant, make the use of the hidden plant.

NIZAR SOMJI: I think there is a bit of misconception in your comment. United States and Eastern Canada together are actually one entity; that’s number one. Number two, the United States that you see there, is the work executed and sold through our US offices, but Western Canada also sells and does work in the US as well. So between these operating units about 50% of our business approximately is done in the US.

GARETH TINGLING: Okay. Sorry guys. Obviously this segment reporting is new to me still. The year-to-date revenue you talk about product licensing, support, etc. If you would have to just break it into groups it looks as though this quarter about 80% of your revenue came from services and 20% of it came from product. That’s up about 9% in the service and versus last quarter, is that correct?

NIZAR SOMJI: Yes.

GARETH TINGLING: Okay. I was just wondering what your, not with standing, how things went at the users conference and that sort of thing. I mean it looks like things are spiking up a little bit here on the services and do you anticipate that the revenue targets that you are going to be hitting for this year are going to bring you to a number that’s going to be in the kind of range of 27% product for the year?

NIZAR SOMJI: Yes.

GARETH TINGLING: Okay.

NIZAR SOMJI: Plus or minus but within that range. Yeah. 

GARETH TINGLING: Sure, plus or minus 5% though.

NIZAR SOMJI: No, no, no.

GARETH TINGLING: Okay.

NIZAR SOMJI: It’s hard. If you pick a number like 30, I could say it’s approximately. You pick a number like 27 then I have to clarify.

GARETH TINGLING: Okay. I was wondering if you could give us a recap in terms of some of the large deals that kind of missed the quarter in Q2. We haven’t heard anything and I was wondering if you could just kind of refresh that discussion. There were several deals that were signed, but revenue was not recognized for them. There were some costs that you had to eat on scope creep and some of that stuff. I was wondering if you could give us an update on that.

NIZAR SOMJI: Well as I mentioned in my opening remarks, I think we have eaten what we needed to eat and some of the larger jobs in Australia and here have come through and people have started working on them. How they would be recognized would depend on milestones and so on. So we will continue to pursue that. We feel as we see it today that we have cleaned out some of our issues and we will continue to monitor, but more importantly, we have put processes in place now, where we can detect very early on if things are going downhill on a specific project and be able to take action and fix it, so we have got those processes in place. So we are anticipating, you know, a very good fourth quarter as a result of that. The key for us clearly more important than the turnaround is to establish a solid base so that what we do in the fourth quarter is something that is repeatable and that we can grow into the following quarters in the following year. Right? And so that’s what we are looking at from where we sit. And I think that foundation, I think, we have laid nicely, and we’ll continue to make it happen.

GARETH TINGLING: Okay, I was wondering, there’s a comment that’s made here where you talk about the value of amortizable intangible assets. I was just wondering you talked about a potential revaluation. Could this valuation be an adjustment upwards, Shafin?

SHAFIN KANJI: You’re talking about the PIA acquisition?

GARETH TINGLING: Well, it just states, I mean, I will just play a little bit back verbatim to make sure we are talking about the same part. The corporation estimates the value of amortizable intangible assets consisting of key contracts and agreements to be...

SHAFIN KANJI: Yeah, I know what you are talking about. Because the acquisition closed in May, working with our auditors we have to decide, according to the handbook section, what are going to be the amortizable intangible assets and what is going to be the residual of the goodwill. That just might be subject to some adjustment.

GARETH TINGLING: Okay, so that’s fine. And the other question that I had is that you mentioned that one of the customers that you had in common with PI Automation, now Matrikon Europe, you were doing a lot of work with. Is it? It’s not Chevron and it’s not EniChem (inaudible), is it?

SHAFIN KANJI: No.

GARETH TINGLING: Okay. So, I believe you only have three in common? Right?

SHAFIN KANJI: Yes, and I think Jeff mentioned who it was.

GARETH TINGLING: All right gentlemen thank you very much.

OPERATOR: Your next question comes from Brian Pow from Acumen Capital. Please go ahead.

BRIAN POW: Good afternoon gentlemen.

SHAFIN KANJI: How are you doing, Brian?

BRIAN POW: I am doing well, thanks. I just wanted to understand some of the specific numbers on margins. I noticed your gross margins on support were down a little bit and want to understand that and then as well gross margin in Western Canada was down quite substantially. I just want to understand what was going on in those particular areas.

SHAFIN KANJI: Yes, you are looking at nine months versus the three months. Right? The nine months includes the three months.

BRIAN POW: That’s correct. Yeah.

SHAFIN KANJI: Right. It’s down a little bit; it’s not significant.

BRIAN POW: It is just the addition of people or whatever on that.

SHAFIN KANJI: Remember our costs are fixed in a way because our salaries are in cost of sales. So if we have a soft revenue quarter, it’s going to obviously affect our gross margin. Right? So if you look at our revenue for the quarter was softer, than Q1 lets say, obviously that’s going to have a downward effect on our gross margin.

NIZAR SOMJI: Again our hope is to, you know, see a recovery because we are not adding any more staff in that area and by the end of the fourth quarter that should look better as you expect.

SHAFIN KANJI: It’s just a function of lower utilization.

BRIAN POW: All right.

SHAFIN KANJI: It’s reversed already.

BRIAN POW: Okay. Going to the balance sheet, two line items that sort of look out of whack are your contracts in progress as well as your deferred revenue, which were both down year over year.

SHAFIN KANJI: From August, you mean?

BRIAN POW: Pardon me.

SHAFIN KANJI: From August?

BRIAN POW: Yes. 

SHAFIN KANJI: Okay.

BRIAN POW: Down on your comparative balance sheets over there. You know, I would have thought that your deferred revenue would be building up or it would stay at least some percentage of sales. I am just sort of curious why? May be just remind me what deferred revenue is and the numbers as well.

NIZAR SOMJI: The deferred revenue has two components. The primary component is where we get paid earlier for work that is supposed to be done, and that generally fluctuates depending on who has paid us when and it’s also through where revenue is there for things that we have not been able to recognize such as software licenses and so on. So that tends to fluctuate. I don’t think that really tells you anything specific.

BRIAN POW: So is your maintenance paid on a monthly or quarterly basis?

SHAFIN KANJI: In some cases it’s quarterly but in a lot of cases it’s annual. It kind of depends on the timing of the billing. Right?

BRIAN POW: But, would you not think the deferred revenue should be on growing with your business or is it really again a reflection of your mix.

SHAFIN KANJI: I guess it is because of the mix because as Nizar mentioned, if we had a large unearned component from pre-billing, if you will, then that’s going to have a downward effect as you draw down on that. Right?

BRIAN POW: Okay, and then in terms of contracts in progress, is that just a reflection that you delivered on a number of contracts within the quarter.

SHAFIN KANJI: Absolutely, and that’s why you see the high receivables.

BRIAN POW: Okay, and hence why your operating cash was negative as well.

SHAFIN KANJI: Correct.

BRIAN POW: Okay. I guess that’s pretty well laid, I mean, again I think just really trying to gets some trends on your software licensing because it certainly, lets say, hasn’t been positive this year. What your indications are that as the fourth quarter’s going to give us a little bit more of a sense some good traction.

SHAFIN KANJI: As we expect, you know, we’re still going to meet the targets for the software license services mix that we had talked about a year ago, and if June is a good indication, then I think we should be within that range that we expect to be.

BRIAN POW: Okay, can you just give us the range again that you gave a year ago, please, or that number of percentage of sales from software licensing?

SHAFIN KANJI: Yes, they were about 25% to 30%

NIZAR SOMJI: About 25% to 30% in software license revenue, up from I think the low 20s from the year before and somewhat ranging at 27% just to put the number in between that, you know, that’s within the ball park we are looking at.

BRIAN POW: Thanks gentlemen.

NIZAR SOMJI: All right.

OPERATOR: Your next question comes from Bob McWhirter from Selective Asset Management. Please go ahead.

BOB MCWHIRTER: Thanks. I think the question that you posed previously was is Q4 repeatable? If I have got my numbers correct, $2 million to $2.89 million, which then on the back of your envelope from your website saying 24.29 shares outstanding implies approximately 11 cents of earning or 12 cents of earnings, subtracting the 4 cents you have already, basically it means that the quarter is going to drop to 7 to 8 cents in the quarter. Multiply that by 4, and you know, okay, your number from the year then in current fiscal year is somewhere in the range of 11 to 12 cents. If you multiply the Q4 by 4 you end up with 28 to 32 cents, which basically implies you are at a kind of double run rate. The question is, okay so is Q4 repeatable? You have teased us. You have laid the foundation.

Part of the question becomes, okay, are you landing a ton of fish in a boat in Q4 because of the users conference and people were basically keeping their powder dry to find out what new products you are going to unleash or are we finally entering a new era of traction if our customers are finally going, damn, it’s time to open my wallet and take advantage of the huge payback that your products offer.

SHAFIN KANJI: Right, what I’m hoping it’s the latter, but before I answer the question we have close to 30 million outstanding shares, is that right, between 29 and change. 

NIZAR SOMJI: I don’t know from where you’ve got that 24 from. 

SHAFIN KANJI: Last year’s number.

NIZAR SOMJI: That was last years number then. The current number is 29 and change.

BOB MCWHIRTER: Correct.

NIZAR SOMJI: Right. Aside from that, I think what you are seeing just to give you some light is to say, you know, if we can do 5 million of revenue a month approximately, and look at a million dollars of earnings based on that, those are the kind of numbers we would like to continue to move forward in that range over the next year, and whether its repeatable or not I think is a combination of two factors, one is to get our clients continuously excited. You know, not just the users conference but put together the kind of marketing and the kind of sales approach that recreates that excitement, you know, on a continuous basis and then be able to go and close this business and then deliver the results they are looking at. So, clearly in all, the goal for us in general is to continue to replicate Q4 and continue to grow the business.

BOB MCWHIRTER: I think what I have heard you say is you’ve been very pleased with the response from our users conference. The only question that becomes one of is it going to be a one quarter wonder or will we end up with basically having higher level of sales after the users conference that continues to be repeated. Is that a fair understanding?

NIZAR SOMJI: Well, I think Bob, what I’m saying is that you know we didn’t build for a one-quarter wonder, but we want to build for a many-quarter wonder and continue to grow in that direction.

BOB MCWHIRTER: Oh, it still boils down to again is Q4 going to be huge because of the users conference or is it one where clients have said yes, now is the time, as I have described, open a wallet, just that…

NIZAR SOMJI: I think it’s because clients have said yes, and that we are getting some traction in sales and we want to see that, and we hope to see that continue for the next two or three quarters to next year’s users conference.

BOB MCWHIRTER: Right, I was not on the conference call at the beginning of it today, but basically it said that approximately half of your sales come from oil, gas and energy.

NIZAR SOMJI: And utilities, yeah, the power industry.

BOB MCWHIRTER: The investors day, we basically talked about, from recollection, approximately a third if not a half of your sales force basically being geared towards the energy, or sorry, towards the electrical utility sector. Question becomes one of, since you guys have feet on the street are you seeing a response that actually says -- okay people are now finally in the electrical sector buying because my expectation was that if you spend the money three months ago before the start of the air-conditioning season, that didn’t happen, is that some of the potential make up as to the big fish you expected to be landed in a boat in Q4.

NIZAR SOMJI: Well, I think it’s more related to their individual budget cycles as opposed to the season itself. I think many of them wanted to move forward, but the budget cycles that they were through did not allow them. Now that we have had almost a year since the blackout some of them now have money in their budgets to be able to spend, and we’ve also got some more traction and additional clients that gives them comfort to say we can move forward.

BOB MCWHIRTER: Okay, thank you very much.

OPERATOR: Ladies and gentlemen, if there are any additional questions at this time, please press the star followed by the one. As a reminder, if you are using a speakerphone, please lift the handset before pressing any keys. You have a follow up from Blair Abernethy from Paradigm Capital. Please go ahead.

BLAIR ABERNETHY: All right, just two things. First following on Bob’s lines of questioning, what in terms of your close to 60 reps that you have now, what is the capacity of that sales force? How fast do you think you can grow the business, obviously with emphasis on the license side with the sales force you have in place now or are you looking to continue to grow that sales force in the coming year?

NIZAR SOMJI: I think we will continue to grow the sales force as needed, but really the focus is to grow the business itself. Let me just share with you a little bit of thought of where we are going. Essentially, we are looking at two kinds of businesses that we want to pursue; one is where we are selling product to our clients and delivering solutions based on the products, and then from a services standpoint we want to build long-term relationships with our clients that span two, three, five years, so that we have a certain level of consistency and commitment from our clients, and what that would mean is that, you know, the growth in the number of clients may not be as much as the growth in revenue from individual clients and in taking the solutions at a single client plant to multiple plants in growing that base. So that’s the sort of of model that we are looking at. So, I think what our focus right now is we are building tremendous momentum with our current sales force and they are delivering and as the results come through we will continue to add probably at a lower level, you know, add some entry level sales people who will work with the seasoned sales guys and continue to build the sales force accordingly rather than bring seasoned sales guys from outside who would take a long time to come through as well. Am I making sense?

BLAIR ABERNETHY: Yeah. I understand. Another question is in terms of the operational changes you’ve just made, two things; one you really have only talked about sort of, I guess, your ongoing project management feedback from where you are on your existing projects. I’d like to know, sort of, what other changes have you made, number one, and number two, you alluded to additional benefits to come, you know, are you going to be making any more changes as we go forward here in the next quarter or two or have we not yet seen all the full impact of what you have done yet?

NIZAR SOMJI: Well as a company, like ours, you will always continuously evolve and grow and make changes to continue to improve, right, so, I don’t think you stop from that perspective. But what we wanted to do is really be able to monitor much more closely the status of different projects, how our sales pipeline is evolving. I don’t know if you recall about nine months ago we implemented a new sales CRM-type system called SLX, and finally in the last quarter we are beginning to get some solid reports and so now that it’s fully functional and everyone is inputting data into it there is some good forecasting and good reporting from that. We are able to check much more closely our sales process, where we are having difficulties, where we need to add resources and decide what some of those changes are there. So, we are continuously looking at how we can improve. And secondly, now we can monitor in almost real time how we are doing, so that we can take action if some areas are declining or some areas need help.

BLAIR ABERNETHY: Okay. And again in terms of the impact on expenses that we have seen in this quarter are you going to see anymore coming soon next quarter or are we sort of already there?

NIZAR SOMJI: Impact on what expenses? On the sales and marketing expenses?

BLAIR ABERNETHY: Yes. 

NIZAR SOMJI: No. I think we are there. I expect the sales and marketing costs to be fairly the same as not Q3 but Q2 and Q1.

BLAIR ABERNETHY: Okay

NIZAR SOMJI: Plus or minus, a few percent, a couple of percent. Not anything significant.

BLAIR ABERNETHY: Okay. Great. Thanks guys.

OPERATOR: Your next question is a follow up from Brian Pow from Acumen Capital. Please go ahead.

BRIAN POW: I just actually wanted to confirm here. You threw out a couple of numbers in your reply back to Bob about if we could do five million in a month, and a million in profit, you would be happy? Is that the number I heard from you?

NIZAR SOMJI: I was just giving him some round numbers.

BRIAN POW: A million is pretty round.

NIZAR SOMJI: Sorry, I was giving him some round numbers based on our projections for Q4. If you look at that then that’s the kind of numbers we need to do to be able to meet the guidance we have given.

BRIAN POW: So that would translate to 15 million in revenues and $3 million of net income, is that correct?

SHAFIN KANJI: Before tax.

BRIAN POW: Okay. 

NIZAR SOMJI: Before tax. That’s the keyword, before tax.

BRIAN POW: All right, just wanted to confirm the numbers you were talking about there. That’s all. Thank you.

OPERATOR: Your next question is a follow up from Bob McWhirter from Selective Asset Management Group. Please go ahead.

BOB MCWHIRTER: You have talked about the typical ratio, you have talked about the two areas of business you want to do selling product and solutions and then having the service relationships that span three to five years, talked about the kind of typical ratio, if you sell a million dollars worth of product does that then bring worth of a million dollar in the services and over what timeframe is your current services at. Are you basically experiencing million dollars worth of sales, million dollars worth of services, and those services span two years and you are likely to become a million dollars worth of sales and two million dollars worth of services over three to five years. Can you give me the metrics where you are and where you hope it will go. 

NIZAR SOMJI: See, the goal is that if you are starting a project, you are looking at say a million dollars of product and a million dollars of services. Now, as you grow and build a relationship with your client then you want to have a million dollars of services every year from then on to continue to build that and you probably see two, three, four hundred thousand dollars of product a year subsequent to that. So, looking at starting a project usually it’s about 1:1. Sometimes the services are slightly higher than the product, but generally that’s the number you want to look at. But if you go to your second year, they have already bought the products and then you are looking at incremental product sales but much more significant role out of services.

BOB MCWHIRTER: And also looking in the crystal ball, Q4 can you talk about how much of the anticipated sales would be from new clients versus existing clients?

NIZAR SOMJI: Well, I do not think I could hazard a guess there, but I would say, and I am going out on a limb here, but I would say about a third to 40% would be new clients and about 60% to two-thirds would be existing clients.

BOB MCWHIRTER: Thank you, very much.

OPERATOR: There are no further questions at this time. Please continue.

NICOLE SAYLER: That concludes our Third Quarter conference call. If you have any additional questions please feel free to contact us. Thank you again for joining us today.
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