[image: image1.jpg]


  

[image: image2.jpg]



[image: image3.jpg]


[image: image4.jpg]


[image: image5.jpg]


[image: image6.jpg]



Transcript: 

Homeland Security Capital Corp. (HOMS)   

Quarterly Filing Conference Call
February 23rd, 2010


Transcript of

Homeland Security Capital Corp (HOMS)
Quarterly Filing Conference Call
February 23rd, 2010

Participants

Adam Holdsworth, Investor Relations 

Thomas McMillen, Chairman and CEO

Christopher Leichtweis, President

Presentation

Operator 
Greetings and welcome to the Homeland Security Capital Corp quarterly filing conference call.  At this time all participants are in a listen-only mode.  A brief question and answer session will follow the formal presentation.  If anyone should require operator assistance during the conference, please press *0 on your telephone keypad.  As a reminder, this conference is being recorded.  It is now my pleasure to introduce your host, Thomas McMillen, Chairman and CEO for Homeland Security Capital Corp.  Thank you Mr. McMillen, you may begin.  
Thomas McMillen – Homeland Security Capital Corp. – Chairman & CEO
Well thank you and I’m back, we have had some phone problems, we’ve also had some snow problems here in Washington which is the reason why we regret that we had to delay the filing of our second quarter results, but as I said earlier we are very pleased to announce record revenues, record operating income and record EBITDA for this quarter.  Again thank you all for coming.  A part of our call here today we have Chris Leichtweis our President, Mike Brigante our CFO, and Anne Smith our Vice President, so the first part of my discussion will be to talk about our quarterly and our six months results primarily focusing on a quarter results.  Our revenue for the quarter is $26.6 million compared to $22.2 in the previous quarter, so that was a substantial jump, operating income was $1.3 million compared to a negative $400,000 and the previous quarter net income was $800,000 compared to a negative $700,000 last quarter.  EBITDA was $2.7 million this quarter compared to $400,000 last quarter.  EBITDA which excludes stock base compensation was $3 million compared to $1.3 million for the previous quarter.  And for the six months our revenue was $47.4 compared to $39.9.  Previous quarter operating income was $500,000 compared to negative $2.4 million.  In the previous quarter net income was negative $400,000 for the six months, although was positive for the quarter as I just noted compared to a negative $3 million for the prior six months.  EBITDA was $3.1 million for the six months compared to a negative $900,000 for the previous six months a year ago, and then EBITDA was $3.7 million compared to $300,000 for the prior period.  I want to let everybody know that we gave guidance earlier of that, we were going to achieve $91 million and $5 million in EBITDA for the year, we are tracking that right on track so we feel confident that we will achieve those numbers.  Probably the most important significant news was really the increase in our gross margins.  
In this quarter it was 21.7% in the quarter, and it was compared to 16.8% in the same period last year and then 19.7% for the six months compared to 16.5 for the same period last year.  So we have had a substantial increase in gross margin which was very important for assisting in our bottom line, and on top of that we had, you know we have had good expense reductions 1.4% in the quarter and 3.4% in the six months measured year over year so I think it’s a combination to explain why this happened both Nexus our operating use, Nexus, Polymetrics and SEC had very, very good quarters.  In addition to that we increased our gross margins and diminished our expenses, so all that leads to record results.  I am going to turn this over to Chris Leichtweis to see if he has some operating comments to make about our results.  
Christopher Leichtweis – Homeland Security Capital Corp. – President
Well thanks Tom, hello everyone.  Just to kind of elaborate with what Tom has indicated starting with the three subsidiaries we have other holdings, Polymetrics had an uptick in revenue this quarter predominately due to the orders to the State of Illinois on some of the technology that we sell the State of Illinois, it’s about $22 million project that we are trying to service there.  So it had a very small contribution to the whole but yet it was, it was an uptick nevertheless.  The Nexus specifically, they created a lot of positive cash in excess of about $1 million or so for the quarter resulting in probably the best quarter we have seen with Nexus thus far in its history, so congratulations to Nexus and that’s a project, we are doing many projects under Nexus but predominately for East Coast Banking and so forth, organizations in the security space in upgrading there security programs.  SEC which is about 85% of the total revenue of holdings, it had a very positive quarter, we’re up about 12% there and our EBITDA is tracking well in excess of $5 million of EBITDA for them and we’re meeting plan and that’s very important for SEC as it is the main driver for the organization as a whole.  We are seeing positive signs with SEC’s projects particularly the ones under the stimulus program.  We do a lot of government work and our stimulus projects are really starting to contribute up to about 21% of our current fiscal years’ spend.  So stimulus projects are starting to come on line and will be coming on line in a large way in the upcoming quarter so, we really have only been doing very little stimulus thus far but you know just in our day job we have been meeting plan or exceeding plans so the stimulus is yet to come, so we have some positive and optimistic views on things going forward.  
Our backlog is significantly up in excess of 25% from last quarter in and around $91 million and what I mean by backlog it’s defined as authorized by our customers to spend that money.  So that’s, we don’t play around with the definition, we stated that, that’s a very conservative definition, so it’s $91 million in backlog.  Our pipeline is also very rich and it’s in around about $470 million and that’s work that we did and we are waiting to hear the results as to whether or not they were favorable or not.  That’s 29% up from the previous quarter and much of that is stimulus funded work, and the point there is to take away is when I say stimulus work that means that it’s accelerated work and that it will be a fast burn of revenue through the next couple of years, they are required to spend that money in a certain period of time and in this case it’s very accelerated.  Our international work SEC, the UK operations performed better than expectations but still is operating a slight loss or added investment waiting for some new opportunities to resurrect over there in the UK operations and in Europe.  
We continue to have several initiatives and cost control and good margin, tight practices, across control as Tom alluded to our expense reduction is very sound.  I personally have a campaign to reduce our ageing report our BSOs and that reduction is underway and we should see some major results in that in the following quarter but as we have already seen some in this quarter as well.  And as far as good margins, I think I owed it to the last call we had, standardized rates over the last six months, we are holding to those and it’s really yielded high returns on our projects being that we’re a project-based organization and we are working diligently on reducing our cost of sale in the field and monitoring and controlling you know all aspects of project management to reduce project variances and so forth and so, but all in all I am very pleased with the quarter, that holistically at the holdings level were doing very well, each individual entity has exceeded expectations and we are very optimistic.  Tom.  
Thomas McMillen – Homeland Security Capital Corp. – Chairman & CEO
Thank you Chris.  Again let me reiterate some of my previous comments that I was given comparisons quarter over quarter from the same period last year and six months, for the past six months and the six months from the previous year, for the same period last year, so in both those instances we have seen a very significant improvement.  To reiterate Chris’s point we have a very strong pipeline you know 400+ million jobs we are going after, our backlog is 90+ million that stimulus represents 20+% of that so, we don’t really have the stimulus in our plan and that to us are bonus revenues but we are optimistic about it.  As a result of all this, we have seen record results in a revenue in our bottom line as a result of that so as Chris said, all in all a very good quarter and we are on target to meet our guidance of $91 million for our fiscal year which ends June 30th this year and to achieve $5 million of EBITDA.  So I think we can take questions at this point in time.  
Operator
Thank you.  Ladies and Gentlemen at this time we will be conducting a question and answer session.  If you would like to ask a question you may please press *1 on your telephone keypad.  A confirmation tone will indicate your line is in the question queue.  You may press *2 if you would like to remove your question from the queue.  For participants using speaker equipment it may be necessary to pick up your handset before pressing the * keys.  One moment please while we poll for questions.  Once again ladies and gentlemen it is *1 to ask a question.  Mr. McMillen it appears there are no questions in the queue at this time.  

Thomas McMillen – Homeland Security Capital Corp. – Chairman & CEO
I would thank everyone for being part of the call, as I said this our best quarter, a record quarter for us and we anticipate good quarters going forward and I thank everybody to participating.  

Operator
Ladies and gentlemen this does conclude today’s teleconference.  Thank you for your participation.  You may disconnect your lines at this time and have a wonderful day.  
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