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OPERATOR:  Good morning, ladies and gentlemen.  Thank you for standing by.  Welcome to the Matrikon Inc. Fourth Quarter Results conference call.  At this time, all participants are in a listen-only mode.  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 trouble hearing the conference, please press star, zero for Operator assistance at any time.  I would like to remind everyone that this conference call is being recorded today November 18th, at 8:30 a.m. Eastern Time.  

I will now turn the conference over to Nicole Sayler, Corporate Communications Director.  Please go ahead.


NICOLE SAYLER (Corporate Communications Director, Matrikon Inc.):  Good morning and thank you for joining our conference call for the fourth quarter of 2009.  You will find a copy of the related news release, financial statements, management’s discussion and analysis and complete annual materials on the Investor Relations section of our website at Matrikon.com if you don’t already have them available.

On today’s call our President, Nizar J. Somji, will provide an update on our strategy and progress over the course of the quarter as well as the year, and Chief Financial Officer, Jonathan Chia, will discuss some of the key results and factors affecting our financial results for the quarter ended August 31st, 2009.


Before we begin, I’d like to point out that certain statements during the course of this call may be forward-looking.  Actual events or results may differ materially from those expressed or implied and Matrikon disclaims any intent or obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.  The assumptions behind the forward-looking statements that may be made during the course of this call include, global economic and political stability, the opportunities in our pipeline that they will materialize as contracts, that our clients will continue to invest in initiatives that support efficiency and reduce costs and that we will continue to be able to inspire, motivate and maintain our employee base at a sufficient level to deliver on our objectives.  For a complete discussion of items that may cause actual results to differ, please refer to the risks related to our business, beginning on page 45 of our 2009 Annual Report.


We report our financial results in accordance with Canadian GAAP; however, we supplement our financial results with non-GAAP performance measures.  Please refer to our MD&A for definitions of these non-GAAP numbers.  I also remind you that all figures are in Canadian dollars unless otherwise noted.


With that I will now turn the call over to Nizar.

NIZAR SOMJI (President and Chief Executive Officer, Matrikon Inc.):  Thanks, Nicole, and good morning, everyone, and good afternoon to those who are coming in to us from other parts of the world.


We began the fiscal 2009 with significant excitement.  The year held much promise, with solid opportunities for our industry applications and a high momentum from success of 2008.  The year ended as a reflection of the global economic crisis which affected us, particularly in the third quarter and some of it piled onto the fourth quarter.

During the third quarter, we saw the impact of delayed projects and sales opportunities taking much longer to close, as many of our clients required additional time and due diligence to obtain approval for contracts.  After a disappointing third quarter, sales activities started to pick up late in the fourth quarter, particularly in power and utilities.  Late in the fourth quarter, we had a record project win worth over 13.5 million US for cyber security in the power industry.  


Over the course of fiscal 2009, we shifted our focus to the power industry and began developing industry applications for power to complement our solutions for mining and oil and gas.  This resulted in power growing to represent 31 percent of sales, not revenue, 31 percent of sales in fiscal 2009 from 8 percent in 2008.  We anticipate even more opportunities in this industry, given the timeline for compliance and Matrikon’s expertise in this area.


Throughout the year, we continued to invest in R&D and in staffing levels to support the opportunities in our sales pipeline and in sales and marketing.  Following the third quarter, we made some adjustments to bring cost structures into alignment with revenue levels.  With this realignment and the positive indications that more of the opportunity in our pipeline will proceed in the near term, we are well positioned to capitalize on opportunities as the economy recovers.  


Throughout fiscal year 2009, we increased sales of our off-the-shelf products, with some significant corporate license agreement wins early in the year and a record year for Matrikon OPC products.  Our product sales in the latter part of the year were weaker than expected, due in part to global weakness in the refining and chemical industries, where we had been making headway with Matrikon suite sales and the recession in oil and gas and mining, for which our industry applications had much potential at the start of the year.

We expect product sales to grow as the economy recovers and, in particular, as we regain momentum with our industry applications.  Today many of the opportunities that we expected to win in 2009 are now back on the table, or committed for 2010, and we are once again beginning to gain traction with industry applications such as Well Performance Monitor.  Given the business closed in the fourth quarter as well as our strong opportunity pipeline, we anticipate continued improvement from our fourth quarter performance in fiscal 2010.


I’ll now turn the call over to Jon.


JONATHAN CHIA (Chief Financial Officer, Matrikon Inc.):  Thanks, Nizar, and good morning, everyone. 

Revenue in the fourth quarter was 17.62 million, down from the 20.16 million in revenue we recorded in the fourth quarter of 2008.  The revenue improved by 8 percent compared to Q3, ’09 as Solutions revenue increased by 9 percent.  The primary contributor to this improvement was an increase of 86 percent in equipment revenue.  


Net income recovered from a loss of 2.96 million in Q3 ’09, to income of 490,000 in Q4, ’09, as a result of increased gross profit and stabilization in the foreign currencies in which we work.  We realized a foreign currency translation gain of $5,000 in Q4 ’09 compared to a loss of 2.13 million in the previous quarter.


Gross margin was up four basis points to 54 percent on higher revenue and flat cost of sales in the quarter compared to Q3 ’09.  Gross margin by revenue type were 99 percent on software license revenue, 88 percent on support revenue, 39 percent on equipment revenue and 34 percent on consulting revenue


Overhead expenses for Q4 ’09 were 8.92 million or 51 percent of revenue, down from 9.88 million or 60 percent of revenue in Q3 ’09.  Based on the projects underway and expected improvements to first quarter results in fiscal year 2010, Matrikon’s Board of Directors declared a dividend of $0.03 per common share for the fourth quarter of fiscal year 2009.  This dividend is payable on December 21st, 2009, to all shareholders of record on November 19th, 2009.


I’d like to open the call, sorry, open the line now to questions.


NICOLE SAYLER:  Jack, can you open the line please?

OPERATOR:  Yes, thank you.  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 touchtone phone.  You will hear a tone acknowledging your request.  Your questions will be polled in the order they are received.  Please ensure you lift the handset if you are using a speakerphone before pressing any keys.  

Your first question today comes from Tom Liston from Versant Partners.  Please go ahead. 

TOM LISTON:  Hi, thank you and good morning.  Nizar, just on the utility deal, can you talk about the pipeline for other similar deals that are trying to meet this compliance standard, if you will, is there a meaningful other opportunity that you’re chasing, and where are we on that, those sales cycles?


NIZAR SOMJI:  Well we are at various levels in the sales cycle in terms of those opportunities.  In some, we are at the very early stage of doing analysis and consulting to figure out what they would need to be compliant.  In some cases, we are a little further ahead but at various levels in the sales process.  In opportunities like this, as I discussed last quarter, it probably takes three or four steps and the first one really is to do a site analysis to understand where they are with their current infrastructure and to put together a proposal to say what would it take for them to be compliant.  And so, you know, once that process is in place, then we can go to the next level and put together both the technology and the documentation that they will need to be compliant.

You have to remember that different companies are at different levels in their infrastructure and so, you know, I’m not sure there’ll be many deals this large, but there will be significant deals that we are expecting that would allow us to use our expertise to drive, to help companies achieve compliance.  


TOM LISTON:  And can you remind us of, I think the deadline’s actually pretty soon and guys might miss it, but what are the deadlines like and what do we see there?

NIZAR SOMJI:  The deadline is expected to be at the end of next year, so at the end of 2010 for some levels, and then some of it at 2011 as well.


TOM LISTON:  Okay.  And probably all different, but can you give us a rough sense whether it’s this deal or a typical deal in the sector, if there is such a thing, this split between what’s probably going to end up license, consulting, hardware, et cetera?

NIZAR SOMJI:  It’s very hard.  You have to remember, depending on the number of sites the clients have, where they are with the infrastructure, whether it’s new or old, where they are with their documentation and standards so, you know, it’s very hard to kind of give you any numbers there.

TOM LISTON:  Sure, fair enough.  And you did allude to the comments, and just looking through the MD&A, on the industry solutions side, I believe, you know, it’s like a well performance manage—monitor, sorry, a mobile equipment monitor, Mine to Port.  I don’t think there’s been a meaningful deal in the last three, six months, is that correct?  And you talked about improving the pipeline, but what should we expect in those industries, or sorry, with those solutions in the next 12 months?  Do you think you’ll get a few each quarter, or where do you think that will come out at?


NIZAR SOMJI:  Well, you know, if I could speculate as well as that, I must be in good shape right.

TOM LISTON:  Well maybe characterize the difference between six months ago, what the selling environment was like versus where we are today maybe.


NIZAR SOMJI:  So 2009 was tough.  I don’t think we did anything significant in any of the industry solutions, but we continued to invest in those industry solutions to drive that.  The pipeline, specifically for Well Performance Monitor is actually quite good, and I think we believe that we will close a number of opportunities.  The pipeline for things like our network security monitor software, Imperium, is good, as is the pipeline we believe for Downtime Reporter and some of those solutions.  

The one that I don’t believe is a decent pipeline is mobile equipment monitoring.  You know, the mining business has not recovered sufficiently for us there.  But again, we anticipate to be doing, and we’ve done a couple of pilots, and we anticipate to be doing a few pilots beginning the new year and, depending on what happens with the pilots, we expect mobile equipment monitoring to perhaps really pick up more towards the end of this fiscal year.

TOM LISTON:  Great, thank you.  I’ll pass the line.


OPERATOR:  Your next question comes from Thanos Moschopoulos with BMO Capital Markets.  Please go ahead.


THANOS MOSCHOPOULOS:  Hi, good morning.  Regarding the large power deal currently in implementation, can you just update us as to the status of that?  Is it still your expectation that most of that project will get completed over the next two quarters?


NIZAR SOMJI:  That’s the plan that they will be completed.  You know, the majority of it will be done by Q2.


THANOS MOSCHOPOULOS:  Okay.  And then just regarding the strength that you had in the power sector through 2009, quite a good performance there; was that primarily driven by the NERC sub-standards as well, or were there other factors and solutions that were driving that business last year?


NIZAR SOMJI:  I think the combination of NERC CIP compliance, as well as Equipment Performance Monitoring overall.  Those are some—those are the two areas where I think we’ve got some good wins.


THANOS MOSCHOPOULOS:  Okay.  And in EMEA you increased headcount there over the past year; that was the only region in which you did so despite revenues having been flat there.  Should our takeaway be that you’re seeing a particularly good pipeline in that area?

NIZAR SOMJI:  That’s a good takeaway.


THANOS MOSCHOPOULOS:  And just centered around Well Performance predominantly, or what would be driving it?


NIZAR SOMJI:  Exactly.


THANOS MOSCHOPOULOS:  Okay.  And then just sort of, if you could update us, just general trends that you’re seeing now in your more commodity-focused industries.  You mentioned that mining is still pretty weak; you know, does that apply worldwide and what are you seeing in oil and gas, generally speaking?


NIZAR SOMJI:  Mining is weaker in North America than in Australia.  I think mining in Australia is beginning to pick up a little bit faster than it is in North America.  And so—and I think in Australia in general, even last year, although it was a tough year for Australia on two fronts; one on the currency exchange and as well as on some of the process suite-type applications.  In general the automation part of the business did well in Australia.  So mining is beginning to pick up better in Australia than it is in North America but, again, we are seeing some growth there.


Oil and gas has actually been steady.  You know, it hasn’t declined and we are seeing some additional expenditures come through by key clients, and we’re expecting a bunch more over the next little bit.  So those are sort of a quick look at that.  

You know, petrochemical and refining is still a bit of a struggle, no question, but we believe that that will also improve over the next little bit.  And we are seeing some recovery in petrochemical and refining in Europe earlier than we anticipated.  


THANOS MOCHOPOULOS:  Okay, perfect.  And just finally, there’s a bit of moving parts on the expense side, given that you completed two small acquisitions.  So how should we think about expenses in the near term?  I guess presumably a modest increase relative to the Q4 levels?


NIZAR SOMJI:  That’s a CFO question so let’s see what he has to say.


JONATHAN CHIA:  Thanos, I think your assumptions are correct.


THANOS MOSCHOPOULOS:  Okay.  Perfect.  I’ll pass the line.


OPERATOR:  Your next question comes from Gabriel Leung with Paradigm Capital.  Please go ahead.


GABRIEL LEUNG:  Thanks and good morning.  Nizar, just on the quarterly dividend, should we expect that to be ongoing in the future quarters?


NIZAR SOMJI:  Well, you know, if we continue to perform, I suspect the Board would be looking at that favourably.  But as we have indicated in the past, you know, the Board reviews this on a quarterly basis.  I think there are two aspects, two or three aspects to the dividend.  One is whether we are performing or not, and secondly, whether we have the cash flow to support it.  And sometimes with bigger projects, you know, cash flow can be tight as you are fronting some money for these projects, so that’s the second part.  So we try and manage those things, or the Board reviews our proposal in terms of where we are financially from a cash flow perspective and a performance perspective and then decides whether we can afford to do it or not.


So the answer to your question, I guess is that, you know, it’s going to be reviewed every quarter and we are hoping that we can keep it going.  But it’ll depend on how we are doing.

GABRIEL LEUNG:  Okay, no, fair enough.  And I guess over the near term, you’ve got the benefit of some of those larger power contracts you announced this summer.  So I guess looking over the next fiscal year, can you quantify, you know, what’s sort of in your pipeline of opportunities and let’s focus on the power sector because that seems to be a big industry for you right now, can you quantify, you know, A, dollar size, or B, number of RFPs that you’re currently bidding on?


NIZAR SOMJI:  Okay.  Well you know that I can’t quantify numbers and so in terms of RFPs, you know, generally business is not done as much in RFPs until it gets to the final stage, right?  So we have a number of opportunities that we are pursuing that are either in the initial analysis stage or are, will be at that stage in a short bit, right?  So we have a fairly aggressive goal of really chasing that hard, and we have got a number of people whose livelihood depends on closing some of that stuff, right.  But I can’t really quantify numbers or anything because that would allow you to speculate numbers and that’s not going to work for me so…

GABRIEL LEUNG:  Okay, fair enough.  Maybe another question on sort of the same topic, and if you were successful in closing some of the deals in your pipeline, I know it would be obviously different size, but do you have the spare, the capacity to actually take on these contracts without actually having to significantly increase your headcount, which I think actually went down quarter-on-quarter?

NIZAR SOMJI:  I think we have the capacity to do it and if we have to increase the headcount on a temporary basis, we will do that as well.  But I think we have the capacity to really be able to execute.  If you think about it, the major project will come to an end in the next few months, so we will have a lot of capacity, and so we need that flow of business to be coming to keep everyone busy.


GABRIEL LEUNG:  Right, and can you talk about where, I guess, your normalize utilization stands right now?  And when I say, normalize, I mean sort of excluding some of these larger things you’re working on.  Is it currently still sitting in sort of the mid 70s, or again closer to the low 80s now?

NIZAR SOMJI:  That’s a CFO question.


JONATHAN CHIA:  Gabe, we don’t currently disclose utilization numbers.  But they are increasing from, at least where, even from where we were in Q3, Q4, just based on the number of projects we have ongoing right now.


GABRIEL LEUNG:  Okay.  Fair enough.  I guess the last thing for you, Jonathan, in terms of the India, buying up India joint venture, how much of a step-up should we expect to see on the operating expense side between Q4 and Q1?


JONATHAN CHIA:  In the short term, not very much because those costs have been there all along.


GABRIEL LEUNG:  Right.


JONATHAN CHIA:  It’s just the ownership portion that’s changed.


GABRIEL LEUNG:  Right.  Okay, that’s perfect.  Great, thanks, guys.


OPERATOR:  Your next question comes from Pardeep Sangha with PI Financial.  Please go ahead.


PARDEEP SANGHA:  Thank you and good morning.  Nizar, I was wondering if you could elaborate a…


NIZAR SOMJI:  I think you’ll have to speak up, eh.


PARDEEP SANGHA:  Okay, sure.  Nizar, I’m wondering if you could elaborate a little bit more in terms of the Middle East, what you’re seeing in the Middle East, what are, sort of the opportunities and what your kind of strategy is in that geographic part of the world?

NIZAR SOMJI:  We believe, especially for oil and gas and some of the early stage processing of oil and gas products, the Middle East is spending money and there is a lot of opportunity there.  In some parts, some regions in the Middle East where, you know, there has not been a lot of technology uptake, you know, there is beginning for that to happen.  So we see huge opportunity there.  


The challenge in the Middle East is that things take a long time to close, and there are very formal processes and so it’s taken a little bit for them also to recover from the cash crunch and start really releasing a lot of funds.  We actually have moved key people into the region to basically help run the region.  We have hired some good project management staff and sales capacity there.  So we are very aggressive in the Middle East in terms of, especially trying to look at how we conceptualize Well Performance Monitor, WPM, for our specific clients, depending on where they are with the technology uptake.  So we look at that as perhaps a very significant opportunity area for us, and so we’re investing quite aggressively, but actually have been for the last 12 months.

PARDEEP SANGHA:  Okay, and if you can maybe just comment with regard to the oil sands in Alberta and kind of when you sort of see that perhaps coming back a little bit and you guys picking up some more activity there in that market again?

NIZAR SOMJI:  Well, you know, it’s hard to say.  We are picking up smaller things in the oil sands now.  We are beginning to see some small activity, but the larger activities which related to production intelligence and some of the oil sands, royalty reporting and so on, that we have not seen as much of an uptake as we would like.  But we continue to chase that, and we’ll see where it goes.  My estimate would be that for us to get significant traction in the oil sands with respect to production intelligence and reporting and tracking, or royalty stuff and so on, probably not happen until the later part of this fiscal year or early part of the next one.

PARDEEP SANGHA:  Okay.  My other, next question is around acquisitions.  You made a couple of small ones here recently.  I just wondered if you could sort of give us sort of a sense of what your acquisition strategy is going forward.  What kind of things are you looking to acquire and maybe size of things you might be looking to acquire as well, if you are looking to acquire some more?

NIZAR SOMJI:  I think our strategy is really more opportunistic right now.  You know, if the right opportunity came that allowed us either to expand our base, in terms of add (phon) capacity, especially add-niche (phon) capacity where, you know, companies have key clients that we can acquire and then move to our technology and so on, so I think those are kind of things we would be looking at. 


But to be honest with you, I think we are very much focused on organic growth right now.  We believe the opportunities, no matter where you look at, whether it’s the power industry in North America, or even the oil and gas industry in North America and the Gulf Coast, whether you’re looking at the North Sea or you’re looking at the Middle East or you’re looking at mining, and there’s some major mining projects that have been approved on the East Coast of Australia.  So we believe that we have the potential for good organic growth.  We’re really not chasing much.  But if you find opportunistically something that is good, that would be accretive, add revenue and we can get at a good price, clearly we are looking at those kinds of things.

PARDEEP SANGHA:  Okay, thanks.  That’s it for me today.


OPERATOR:  Ladies and gentlemen, if there are any additional questions at this time, please press the star, followed by the one on your touchtone phone.  


We have no further questions at this time.  Please continue.


NICOLE SAYLER:  Thank you for joining us today, everybody, and a reminder and I hope you will be able to join us for our Q1 conference call on January the 11th, as well as our AGM, also on the same day.  Thank you.

OPERATOR:  Ladies and gentlemen, this concludes the conference call for today.  Thank you for your participation.  You may now disconnect.
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