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The next big things 
in technology stocks

rising interest rates and the end of the real estate boom have chased 
the speculators out of the housing market, prompting lenders to re-
think their business models in search of profit. in a roundtable Octo-
ber 12, 2006 hosted by Wall Street reporter, experts from inside and 
outside the banking industry discussed challenges facing bankers and 
named companies most likely to outperform in the new environment. 
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The opportunities for investors in technology are more abundant than 

any time since the last big tech boom of the late 1990s. Wall Street Re-

porter’s interviews with venture capital leaders in the tech area turned 

up some hot new ideas that have promise for ground-floor investors.

WiMAX, a wireless technology for high-speed mobile and tele-

com data, is poised to expand rapidly, especially in overseas 

areas where there’s not much wired infrastructure, said Sanjay 

Subhedar, general partner in Storm Ventures, a venture cap-

ital firm in Menlo park, California. Standards are in place, 

equipment is now interoperable, and in the U.S. Sprint and 

Clearwire are deploy-

ing WiMAX networks, 

he said in an interview. 
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Your guide to finding the next big thing  

Welcome to the latest issue of 

Wall Street reporter. This pub-

lication is devoted to helping 

investors discover the best op-

portunities that are too often 

ignored by the big wirehouse 

analysts and traditional media 

companies.

    There’s a lot of ideas to choose 

from in these pages. Our banking interviews feature solid 

institutions with strong balance sheets that aren’t household 

names outside their service areas. This sector has performed 

exceptionally well over the years, and some of the firms even 

pay dividends.

    Be sure to read our feature on the next big things in 

technology. We spoke with three venture capital experts 

who know their way around the industry. They have demon-

strated track records of success in recognizing and backing 

early-stage companies that are making the trends of the fu-

ture. They are betting on areas such as new uses of the GpS 

satellite system to cell-phone technology that brings people 

in the same place together.   

    There’s much more at www.wallstreetreporter.com 

including audio and video interviews with CEOs from com-

panies across a wide swath of industries. New material is 

posted every day and you’ll also find the latest news and

interviews with analysts and money managers, bringing you 

the “best of the best” investment ideas.     

      But wait, there’s even more. Check out our conferences, 

which bring CEO presentations from companies in the 

hottest sectors such as gold, mining, oil. biotech, and 

pharmaceuticals just to name a few. There’s no substitute for 

listening to and meeting the leaders of these businesses to 

see for yourself what they have to offer. Our Small-Cap Dis-

covery Conference will be held March 22, 2007 in New York, 

Details can be found on our web site and in this magazine.     

     This issue also has interviews with more than a dozen 

CEOs in industries from gaming to enterprise software to 

telecommunications. Find out first-hand how these innova-

tors are taking their companies to the next level. Then you 

decide. After all, successful investing is all about getting in 

on the ground floor.
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roundtable: 
The big 
potential in
smaller banks

4
rising interest rates and the end of 
the real estate boom have chased 
the speculators out of the housing 
market, prompting lenders to re-
work their business models in search 
of profit. Experts from inside and 
outside the banking industry dis-
cussed challenges facing bankers 
and named companies most likely to 
outperform in the new environment.
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FINANCIALS

8   SWS GrOUp

Shares of this regional broker nearly doubled last year, 
outpacing the biggest names in the business as the firm 
built on its reputation for providing good old fashioned 
service.

10 FirST STATE  BANCOrp

This bank blazed a path to growth by filling the 
needs of its customers faster than the big national 
banks, increasing its assets 19% in 2006, excluding 
acquired loans and deposits.

12 plUMAS BANCOrp

Discover this Northern California bank that stresses 
basics on the way to 18th year of record earnings.

17 pACiFiC FiNANCiAl 

Find out why pacific Financial is on track to more than 
double profit this year in its Northwest retirement haven.

14 ThE BANk hOlDiNGS

A booming state economy is a fueling Nevada Security 
Bank’s rapid expansion. The firm’s CEO talks about 
how his team of former C-level executives from indepen-
dent banks is moving toward $1 billion in assets.

19 UNiVErSAl EXprESS 

Universal Express has shipped 5 million pieces of lug-
gage without losing a single bag. read about the next 
big thing in the shipping business.

TELECOMMUNICATIONS

22 AXESSTEl iNC.

This carrier is working to bring wireless phone ser-
vice to emerging markets. learn about the “trans-
formative” opportunities that lie ahead. 

 
ENTERPRISE SOFTWARE 

26  iNTEGrATED rESEArCh

integrated research ltd. built a nice business selling 
software to Fortune 1000 companies. Now the firm is 
tapping that customer base to move into VOip moni-
toring and management solutions.
 

27 MOOTEr MEDiA

This fledgling Australian company has developed a plat-
form for online publishers and advertising aggregators 
that can predict, personalize and deliver relevant adver-
tisements to online publisher content pages.
 

29 prOGiNET

playing into the increasing concerns about data secu-
rity, proginet markets products to protect corporate 
data at rest and in motion. So why is this company un-
derpriced compared to competitors?

 
TECHNOLOGIES

31 JiTE CONNECTOrS  

After 11 years as a profitable private company, this 
designer and manufacturer of electrical connection 
devices recently went ipO. Find out how the firm is 
leveraging its China expertise to gain customers.

33                TrACk pOWEr

U.S. racetracks are finding they can’t survive without 
alternative revenue sources and Trackpower is filling 
that need by developing combination racetrack, gam-
ing and entertainment centers.

35 pATriOT  SCiENTiFiC

The firm licenses its designs to some of the biggest 
names in the tech business including intel, AMD and 
Fujitsu, bringing in $100 million in revenue so far. But 
that’s just the beginning of the story.
 

38 kENilWOrTh  SYSTEMS

The U.S. ban on accepting credit card payments for 
gambling has created opportunity for kenilworth, 
which is betting that its casino-style games through 
government lotteries will be a big hit.  

 
ENTERTAINMENT

41 SOUThWEST  CASiNO & hOTEl

With construction underway on a racetrack/casino in 
Minnesota, Southwest Casino and hotel Corp. is rais-
ing the stakes in terms of the scale of its properties. 
CEO James B. Druck says the path to profit comes 
from knowing the micro markets and successfully 
working with the native American tribes.

 
INDUSTRIAL

44 prO SECUriTY iNTErNATiONAl
  

 

Wiping out harmful bacteria in food is a top priority 
for restaurants and suppliers. This early-stage com-
pany has a method to kill germs that is highly effective 
and safe.
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roundtable: 
The big potential in small banks

On October 12, 2006, Wall Street 
Reporter Magazine hosted a regional 
banking and finance forum to update 
on companies and developments in 
the sector. 

W SR: Brett, maybe you 
could start the discussion 
on what always seems to 

be a busy topic in the recent past, 
which is the real estate and housing 
market as it affects the companies 
in the area that you are focusing on.
RABATIN: i have been with FTN 
Midwest for about six years, and 
we’ve got quite a few bank analysts 
here, and so we have over 150 names 
under coverage: thrifts, large-cap, 
small-cap banks. So, we have a team 
here that does a lot of financials 
— also the insurance coverage this 
year, with a former CFO of one of 
the larger reinsurers. And what we’ve 
seen here recently with the housing 
market is: Everyone is aware that 
it is slowing, but there is a very dif-
ferentiated aspect in the markets in 
that some markets such as Miami are 
coming off quite a bit, whereas other 
markets are not as bad. i was on a 
conference call earlier this morning 
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with a bank in the pacific Northwest, 
and one of their markets (Boise, idaho) 
is just going very well. And so it is very 
pocketed in different areas of the coun-
try, and in fact, probably even national 
banks are certainly not improving, but 
they are not decelerating much either. 
So, it is very fragmented in terms of 
what the real estate market looks like 
across the country. And for many banks 
in my coverage list — i cover mostly 
banks from the West Coast and in Texas 
— they don’t do a lot of single family 
or one-to-four lending. They are more 
focused on commercial real estate and 
construction lending, and construction 
has definitely slowed somewhat. So far, 
we have seen this quarter the pipeline 
for most of the pacific Northwest banks 
and that area has quite a bit of construc-
tion exposure. We’ve seen that the pipe-
line is stable but definitely, we’re not 
seeing the growth that used to be there 
and the speculators are certainly out 
of the market. So, it hasn’t been a huge 
negative impact so far, but definitely it 
is not going to be a boon to profitability 
for the banks going forward.
WSR: Dick Driscoll from the corpo-
rate side, how does Southwest Securi-
ties FSB [a unit of SWS Group Inc. 
(NYSE: SWS $26.92)] see things in 
your sector of the country?
DRISCOLL: Our sector of the country 
is Texas. We’ve really experienced mod-
est increases in real estate values over 
the last few years, and quite often we lag 
the nation in increases in value. So, we 
did not have the run-ups that quite a few 
of you others enjoyed. Because of that, 
we have relative affordability compared 
to the rest of the country, and we are 
coming off of record volume, especially 
in the home building business. So, home 
sales have slowed, our inventories are 
up, but at the same time, because we’ve 
done record volume, this will still prob-
ably be the third-best year ever. Some of 
the volume builders are providing dis-
counts on their product to move it, and 
i guess the builders too were being very 
careful to monitor the construction out 
there right now, but the key driver that 
we’ve had in our market is job growth. 

We continue to have job growth. And 
one thing i wanted to say about the 
real estate market here: We have expe-
rienced an influx of West Coast buyers 
who are buying property because it is 
relatively inexpensive to what they are 
seeing. And so, i would sum it up and 
say, there is certainly no panic here, but 
we are monitoring it very carefully.
WSR: Is it fair to say that the positive 
trends in the recent couple of years on 
the energy side have impacted things?
DRISCOLL: it has. On the Fort Worth 
side of the metroplex, we have a gas play 
going on right now called the Barnett 
Shale, which is producing large amounts 
of spendable income in our marketplace, 
which is also a very positive effect. 
WSR: Brad, how do things look from 
the companies that you are tracking?
MILSAPS: We cover about 200 compa-
nies, all based in the financial service 
industry, including small-, large- and 
mid-cap banks and thrifts, the e-fi-
nance companies, as well as insurance. 
in terms of the real estate, i primarily 
cover banks in the Midwest and to some 
extent out west. Obviously, in the mid-
western states, we haven’t seen the run 
up in real estate prices as we’ve seen 
on the coast. So, less of an issue there. 
i think the bigger issue is 
the economies, especially 
in Michigan and some parts 
of indiana, are obviously 
heavily dependent upon the 
automotive industry, and to 
some extent we just haven’t 
seen the job growth there. 
So, that is probably a bigger 
concern than real estate in 
and of itself. in terms of the 
banks that i follow out west, 
i just spent about a week or 
so visiting with the banks 
in las Vegas. And again, to 
echo Brett’s comments, most 
of those banks aren’t direct-
ly exposed to single-family 
speculative homebuilders. 
They’ve really steered clear 
of that business, and the 
sense i get is there is a lot 
of demand for commercial 

and retail space that should continue 
to drive those markets even if we do get 
some slowdown in real estate there.
WSR: Doug Biddle with Plumas Ban-
corp (NASDAQ: PLBC $16.26), what 
do you see on California?
BIDDLE: Well, it is kind of interesting. 
Our company is located in a real inter-
esting subset of California — a very de-
sirable vacation second home area up in 
northeastern California. So as a result 
of that, we are seeing some of the same 
trends, because obviously those that are 

NYSE: SWS

NASDAQ: PLBC

Stocks Discussed 
(Closing price is as of November 3, 2006).

Company Symbol Price

Alabama National Bancorp NASDAQ: ALAB $66.50

BancFirst Corp. NASDAQ: BANF $48.38 

Cadence Financial Corp. NYSE: NBY $20.50

Cullen/Frost Bankers Inc. NYSE: CFR $53.81

Frontier Financial Corp. NASDAQ: FTBK $28.40

Glacier Bancorp Inc. NASDAQ: GBCI $34.17

Plumas Bancorp NASDAQ: PLBC $16.26

Security Bank Corp. NASDAQ: SBKC $23.15

Sterling Bancshares Inc. NASDAQ: SBIB $18.21

Sterling Financial Corp. NASDAQ: STSA $32.95

Summit Bancshares Inc. NASDAQ: SBIT $27.06

SWS Group Inc. NYSE: SWS $26.92 

The Bank Holdings Inc. NASDAQ: TBHS $19.90

US Bancorp NYSE: USB  $33.57

Wachovia Corp. NYSE: WB $54.30
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desiring to relocate in our marketplace 
come from places like the San Francisco 
Bay Area, los Angeles and so on, trying 
to realize that the baby boomer dream 
of that home in the mountains, home in 
the Gulf or things along that line. We’ve 
had some slowing in real estate sales in 
that regard, but like many of the other 
comments, our company stayed away 
from the spec building end of things. 
And from our standpoint, our economy 
is so diversified from the standpoint of 
agriculture, as well as our particular 
focus in a lot of indirect auto financ-
ing. We’re seeing slowdowns in that just 

because of the general economic trend, 
but nothing of real significance that we 
really have over concerns about. 
WSR: Cory, how does Stanford Group 
see things in the banking area?
SHIPMAN: Just real quickly, we are a 
relatively new company in town, at least 
the institutional brokers division. it’s 
about three years old. i’ve been here 
about two years; prior to that, several 
years at Morgan keegan in Memphis. 
We cover roughly 30 names — that sort 
of ebbs and flows depending on the 
M&A environment, but all in the South-
east as we define it: net of the Carolina 
down to Florida, over to Texas. So, the 
housing market as we are talking about 

at the Southeast is, i think, kind of what 
you are hearing from everyone else. You 
can’t really lump everything together. 
it’s more localized pockets of trouble or 
bubbles, if you will. Of course, the coast 
of Carolina (North and South) and 
Florida are the big areas of concern. in 
Florida, anecdotal evidence is that the 
housing market has slowed down, but 
it’s primarily in your multi-family arena 
or the big buzzword of “condo lending.” 
At the end of the day though, our view 
is that the Southeast as we define it is 
a growing area. The population contin-
ues to grow. The economy continues to 

expand as the population grows. So, it 
should be relatively insulated from what 
you may see on a national front.
WSR: Harold Giomi with The Bank 
Holdings Inc. (NASDAQ: TBHS 
$19.90), how do you see things in your 
area?
GIOMI: The Bank holdings is head-
quartered in reno, Nevada. We’re fairly 
unique. We have an operation in north-
ern Nevada as well as northern Califor-
nia. We have Silverado Bank, which is 
under the holding company. We also 
own three 1031 exchange companies, if 
you are familiar with 1031 exchanges: 
one in Bozeman, Montana and two in 
the Sacramento area. As it relates to real 

estate and housing in particular, i think 
i echo what everyone has been talking 
about. in the last three or four years in 
the reno area, we’ve seen an escalation 
in prices and production of residential 
housing. And i think we’re beginning 
now in the last six months to see a little 
bit of a breather, a little bit of a soften-
ing. Three or four years ago, if a home 
went on the market, it was sold within 
two or three days. We’re seeing that 
same house taking three to four months 
to actually sell. Now with that said, the 
market is still strong on the commercial 
side, on the income-producing commer-

cial real estate side. Where we do 
see a little bit of decline — about 
10% to 15% — is in our exchange 
companies. And i think basically 
that’s because of the housing mar-
ket itself, the fact that it is slowing 
down. We are seeing that 10% in all 
areas. We have operations in south-
ern Nevada, in California, as well 

as Montana and hawaii. The only place 
that there is an increase in that business 
is in the State of hawaii, but all other 
areas are somewhat slowing.
WSR: Certainly over the years, there 
has been a lot of talk about expan-
sion both by acquisition and internal 
growth. We’ve had quite a bit of merg-
er and acquisition activity over the 
long run in banking. I’d like to have 
everyone’s thoughts on where they see 
that kind of activity. Brad, maybe you 
could start off the discussion.
MILSAPS: i think obviously the big-
gest deals we’ve seen this year have 
been in Texas, Florida, California. i 
think people will continue to go after 

“it is very pocketed in different areas of the country, 
and in fact, probably even national banks are certainly not 
improving, but they are not decelerating much either. 
So, it is very fragmented in terms of what the real estate 
market looks like across the country”

Douglas N. Biddle , Plumas Bancorp and Plumas Bank, President & CEO 

Douglas N. Biddle moved to Quincy and joined Plumas Bank in 1990. In 
September, 2005 he was promoted to president and chief executive officer 
of Plumas Bancorp and Plumas Bank.  A lifelong Californian, he was born 
in Fairfield and graduated from the University of California at Davis with a 
Bachelor of Arts degree in Political Science.  He received his Masters of 

Business Administration from the John Anderson School of Management at the Univer-
sity of California at Los Angeles.  He and his wife Barbara have three grown children 
Joel, Emily, and Laura.  Biddle is an active member of his church, and enjoys camping, 
golf, tennis and bridge.
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growth areas. i guess i would look to 
the growth markets for banks with good 
market share, good balance sheets, 
where you may have succession issues. 
Nothing really new as you look at acqui-
sitions and how you sort of come up with 
why people sell, etc. But by and large, i 
think most of the acquisition activity is 
going to still be driven by those growth 
markets, whereas it may need to occur, 
maybe, more in the Midwest markets, 
where you have too many banks chasing 

too few loans. But, that just hasn’t hap-
pened yet, as a lot of those banks are 
looking outside of their core midwest-
ern franchises into Florida, Texas and 
other areas to grow their footprint.
WSR: Doug, how are you targeting ex-
pansion for your company, and what 
do you see in terms of that activity in 
your geography?
BIDDLE: interestingly enough, Brad’s 
description of the Midwest market is 
actually a little bit of microcosm of our 
particular marketplace in that while we 
continue to enjoy steady growth in our 
relatively isolated marketplace in north-
eastern California — as i mentioned, a 
very desirable area for retirement and 
growing in second home ownership. We 
actually see that that is not going to be 
something in the long run that’s going 

to be able to sustain us as well as we’ve 
done up until this time over the 26 years 
we’ve been in existence. And as a dem-
onstration of that, we’ve just put a press 
release out yesterday that we are open-
ing a loan production office focusing 
on government guaranteed and com-
mercial real estate lending in the Sac-
ramento marketplace to try to balance 
out our geographic distribution. We are 
also looking at some other marketplaces 
that do promise some growth and actu-

ally promise some opportunity with 
the prospect, as we view it anyway, of 
potential merger and acquisition activ-
ity — where we could pick up not only 
good talent in those marketplaces as a 
result of that merger activity, but also 
along with that good talent, good bank-
ing clients as well.
WSR: Cory, in terms of the Southeast, 
what do you see in terms of expansion 
and acquisition activity?
SHIPMAN: Well, what we’ve seen over 
the past couple of years, particularly be-
fore the Fed started raising rates, when 
the fed funds rate was at 1%, we did see 
a lot of de novo expansion. it was pretty 
easy and makes a lot of sense to build 
branches when the fed funds rate is 
razed to 1%, you could break even rela-
tively quickly. The M&A activity has 

picked up recently, certainly not fully 
due to higher rates, but that is a big part 
of it. And as Brett said earlier, most of 
the M&A activity is really in search of 
the growth areas, Florida, Texas, even 
the Atlanta Metro area. kind of year-
over-year in the M&A statistics, the 
number of deals is down in our footprint 
just modestly. One of the things we are 
kind of looking for going forward to re-
ally drive M&A is really the buyers and 
sellers are going to have to find an excel-

lent meeting place in the middle as 
far as pricing to really get a ramp 
up in the M&A activity. But in gen-
eral, M&A is going to be with us 
for quite some time. When a bank 
sells out and then sprouts another 
four or five new start-ups, it is go-
ing to be a feeding mechanism that 
is going to last certainly more than 

my lifetime.
WSR: Hal, in terms of your activities, 
what kind of expansion plans do you 
see in your neighborhood?
GIOMI: We were in the midst of an 
acquisition ourselves and we expect to 
close the deal come November 1. And it 
adds quite a bit to the activities that we 
are doing here in reno — it is a reno 
bank, and it sort of expands our branch 
network. i looked at the growth pattern 
as it relates to branching, and i don’t 
think we are going to elect to go down 
that path. it is so expensive to branch 
out. When you branch, typically it costs 
you somewhere between $1 million and 
$1.5 million per branch and it takes so 
long to develop that branch into a prof-
itable operation. And i think what we 
are faced with, and it is a big concern 
right now, is that we have a tremendous 
amount of loans in our pipeline, both 
in reno and as well as in California. 
Now the big question is, how do we fund 
those loans? And the funding sources 
are drying up. The competitive nature of 
those deposits is very, very heated right 
now. As the rates are going up, we are 
being pressured extremely hard on our 
loan pricing. So, we have to expand our 
license, not by branching, but i think if 

“Most of those banks aren’t directly exposed to single-
family speculative homebuilders. They’ve really steered 
clear of that business, and the sense i get is there is a lot 
of demand for commercial and retail space that should 
continue to drive those markets.”

 J. Cory Shipman,  Stanford Group,  Senior Vice President

Cory joined Stanford Group in August 2004. Prior to joining Stanford Group, 
Cory was a member of the financial institutions research team for six years 
at Morgan Keegan & Company, a regional sell-side firm, covering small and 
mid-cap financial institutions headquartered in the southern United States. 
Prior to joining the financial institutions research team in September 1998, 

Cory spent time over a three-year period in various positions at Morgan Keegan, in-
cluding roles on the over-the-counter trading desk, in correspondent brokerage and in 
the IRA department. Cory received his B.B.A. degree in Finance from the University of 
Memphis.

(Continued on Page 47)
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WSR: Give us a little bit of background 
and history on the company.
SWS: The company has been in busi-
ness 35 years. it is primarily involved 
in three businesses — securities clear-
ing, which provides back office servic-
es for other brokerage firms; full-ser-
vice brokerage, and banking through 
Southwest Securities, FSB (our bank).
WSr: Tell us about the overall business 
strategy for SWS’ targeted core market.
SWS: Southwest Securities targets the 
southwest. We are the largest broker-
age firm in the state of Texas. The pri-
mary mechanism we are using to grow 
the business is that we are recruiting 
brokers from other firms to join us and 
offer a Texas-based solution to their 
customers. We are rapidly recruiting 
brokers in Texas, New Mexico, and 
Oklahoma. As we grow our retail distri-
bution system, we expect the rest of our 

brokerage operations to grow as well.
WSR: What is the real value proposition 
that SWS Group brings to the table? 
SWS: The real value proposition is for 
the broker. Usually, the people attract-
ed to our platform have worked in the 
past at a regional brokerage firm that 
was acquired and have found them-
selves now at a much larger firm with 
more structure and less freedom to work 

with their clients as they see fit. We of-
fer more freedom for financial profes-
sionals. We give them all the tools they 
need, whether it be access to mutual 
funds, insurance, or fee-based systems. 
We provide tools similar to what they 
have previously worked with, but we 
give them a more broker-friendly envi-
ronment, which allows them to work the 
way they feel best for their customers.
WSR: How is SWS Group avoiding the 

trend towards acquisition, as well as 
the decreasing of the overall financial 
market?
SWS: Our situation here is one where 
we are on a growth curve and not 
looking to be acquired. As a result of 
that, we are attracting other brokers. 
That is not to say that at some point 
down the road, someone would offer 
to acquire us — however, we haven’t 

seen any evidence of that recently. 
WSR: How is the company reducing 
the risks of commission revenue vis-a-
vis the three different segments SWS is 
presently operating under?
SWS: Again, in terms of our commis-
sion revenues, we are a full-service bro-
kerage firm; the customers are willing 
to pay us a reasonable price for the ser-
vices our brokers provide. We haven’t 
really seen any significant deterioration 
of commission rates. if the market were 
a little more robust, we would see more 
commissions, which everybody would 
welcome. in our clearing business seg-
ment, it is very competitive. We com-
pete on the basis of price in many cases. 
it is a function not just of price, but of 
service and technology. We believe we 
have one of the best technological plat-
forms in the clearing business. We rely 
on people to be willing to pay us a fair 
price to have access to that platform.
WSR: And so SWS is getting involved in 
investment banking activities as well?
SWS: Yes, we have a corporate finance 
team that works with corporations. We 
also have a public finance team that 
works with municipalities. Our public 
finance business has been very strong, 
and we have seen some record results 
in recent quarters. Our corporate fi-
nance business is still in a growth mode.

WSR: Tell us a little about the 
growth potential here within 
the regional market space 
that SWS is targeting.
SWS: The last quarter (ended 
March 31, 2006) was unusu-
ally strong, primarily because 
we recognized the value of our 

New York Stock Exchange seat, and 
we sold a subsidiary as well. Taking a 
look at what the numbers might have 
been without some of those items, we 
were looking at income from continu-
ing operations of USD$0.48, compared 
to USD$0.25 one year ago. revenue 
has been strong — the strength is com-
ing primarily from growing the retail 
business, as well as the public finance 

Move over, Goldman, Merrill and Morgan

SWS Group, inc. is a Dallas-based holding company offering 

a broad range of investment and financial services through 

its subsidiaries.

Shares of this regional broker nearly doubled last year, outpacing that 

of the biggest names in the business as the firm built on its reputation 

for providing good old fashioned service. CEO Donald W. Hultgren of 

Dallas-based SWS Group, Inc. reveals how he’s working to extend his 

company’s growth curve. Interview of July 17, 2006.  

“For the last few years, we have focused on getting our costs 
under control. We are now changing gears so that we can focus 
on generating revenues; specifically, we are looking at becoming 
more revenue-driven through all of our customer bases.”
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side and the stock loan 
business. Our strengths are 
very broad-based. The only 
business not up to speed 
is our fixed income busi-
ness, which is big for us, 
but with a flat yield curve, 
it hasn’t produced the kind 
of results it has in the past.
WSR: Does SWS use its banking cus-
tomers as a marketing target for its 
brokerage?
SWS: Yes — for the last few years, we 
have focused on getting our costs under 
control. We are now changing gears so 
that we can focus on generating rev-
enues; specifically, we are looking at 

becoming more revenue-driven through 
all of our customer bases, whether it be 
our clearing customers, our indepen-
dent contractor brokers, or the brokers 
who work for us. We are making a sig-
nificant effort to do more cross-polli-
nation and reach out to those custom-
ers with our entire line of products.

WSR: Has SWS’ regional focus hin-
dered you in terms of your stock valu-
ation? 
SWS: No, i don’t believe so. SWS’ re-
gional focus is a competitive advan-
tage. regional firms in other parts of 
the country have much more difficulty 
defining exactly what the region is, 
and they also have a lot more competi-
tors than we do. We continue to focus 
on improving our return on equity. in-
vestors who have paid attention to us 
over the last few years understand our 
focus and the progress we’re making.
WSR: In summary, tell us why inves-
tors should take a strong look at the 
company.
SWS: We are a key player in the south-
west economy. We have good operating 
leverage on the clearing side — as we con-
tinue to add customers, it will positively 
impact our earnings. We are committed 
to the dividend. We pay USD$0.11 a 
quarter, and we are very committed to 
giving that return to shareholders.    •

“SWS’ regional focus is a competitive advantage. regional 
firms in other parts of the country have much more difficulty 
defining exactly what the region is, and they also have a lot 
more competitors than we do. We continue to focus on improv-
ing our return on equity.”

sUmmarY

SWS Group (NYSE: SWS) is primarily active in the securities clearing, banking and 
retail brokerage businesses. While the clearing operation is national in scope, 

commercial activities focus on the Southwest. The company is actively expanding its 
broker network, which is currently the largest in Texas. Commission pricing is stable. 
Clearing platform is technologically distinguished. Recent expansion into corporate 
finance has delivered encouraging early results. Revenue has been almost universally 
strong and profit is up 92% year-over-year. Cost control efforts have been successful. 
Goal is now to continue growing the various client bases while cross-selling products 
and services through existing accounts. Management considers the company’s re-
gional strategy to be a competitive advantage and remains committed to its dividend 
policy. 

www.swsgroupinc.com        www.southwestsecurities.com       Phone: 214-859-1800
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First State blazes path to growth 
First State Bancorporation, New Mexico’s largest locally managed bank, 

increased its assets 19% in 2006, excluding acquired loans and depos-

its. H. Patrick Dee, Executive Vice President, COO, and President, takes 

us on a tour of the company’s balance sheet and growth prospects in a 

May 26, 2006 interview. 26, 2006. 

a branch in the phoenix area, and we are 
excited about the long-term prospects for 
growth there. We do have to put together a 
full commercial banking team in that mar-
ket which, in terms of the loan side, we are 
starting from scratch.
WSR: There was a first-quarter charge of 
USD$825,000 related to these acquisi-
tions; will this be a one-time cost?
FSNM: The USD$825,000 included some 
substantial one-time charges related to the 
acquisitions as well as a few other non-re-
curring items. These inflated our expense 
levels and had a significant impact on the 
bottom line. We believe that they will not 
reoccur, other than some smaller amounts 
of conversion-related expenses on these 
two acquisitions in the second quarter 2006 
and a small amount in the third quarter, as 
we won’t complete the final conversion of 
the Access systems until August 2006.  
WSR: In terms of asset quality, what can 
investors expect to see regarding these two 
acquisitions?

FSNM: The asset quality of both of these 
banks was good; we’ve seen no real change 
in our overall numbers. We are a fairly ag-
gressive lender, but our non-performing 
numbers have been at or below 40 basis 
points recently; we are confident about that 
going forward. The loan portfolios we ac-
quired in these two instances were both in 
good shape.
WSR: Tell us about the recent name 
change of one of the bank’s subsidiaries, 

WSR: Tell us about the key drivers in the 
company’s recently-announced first quar-
ter 2006 financial results.
FSNM: Our loan growth on an annual-
ized basis was 24%, which is exceptionally 
strong. Normally, we expect it to be more 
in the 15% range; however, we had excep-
tional loan volume this quarter. Our de-
posit growth was very strong. We allowed 
USD$30 million in brokered deposits to 
run off during the quarter; if you factor 
that out, we had 20% annualized growth 
rate in deposits. Our interest margin has 
improved as we are slightly asset-sensitive; 
we believe our fundamentals are extremely 
strong. Our bottom line was affected by 
some acquisition-related expenses. We 
completed two acquisitions in first quarter 
2006, as well as some other one-time items 
that impacted our profitability, but we be-
lieve the rest of the year is going to be right 
back on track with analyst expectations. 
We are very encouraged by the balance 
sheet growth we are seeing at this stage. We 
also had improving net 
interest margins, and we 
achieved a 15%-plus re-
turn on equity in the sec-
ond half of 2005, which is 
a good level for us to be 
at, given our very aggres-
sive growth posture.
WSR: Bring us up to date now on the ac-
quisitions the company has made.
FSNM: We closed both of those transac-
tions in early January 2005. The branches 
we acquired are largely in New Mexico, 
where they serve the purpose of filling in 
some of the markets we are in as well as get-
ting us into some new ones, particularly the 
las Cruces market in the southern part of 
the state. We are excited about the oppor-
tunities there. Also, Access Anytime had 

from First State Bank to First Community 
Bank, and the reasons for this rebrand-
ing.
FSNM: We had used the First State Bank 
name in New Mexico going back to 1922, 
but when we entered the Colorado market, 
we could not use that name there, so we 
had used the First Community Bank name 
in both Colorado and Utah. As we entered 
the Arizona market, we could not use the 
First State Bank name. We needed a com-
mon identity across all of our markets and 
elected to use the First Community Bank 
name. 
WSR: What differentiates First State from 
some of the larger national banks in these 
markets? 
FSNM: We fall in between the smaller lo-
cal banks and the very large ones. We have 
almost the same technical capabilities the 
larger banks have, so we can compete very 
effectively in the commercial sector, our 
most important area. We have a larger 
lending limit than the local community 
banks, so that we can handle many of the 
small-to-medium sized commercial cus-
tomers that don’t get the level of service 
from the big banks they would like to have, 
and that the small banks can’t take care of. 
We have a much faster response time on 
our loan approvals than the large banks do 

— we are very competitive in every aspect 
of the lending relationship, a formula that 
has worked well for us in New Mexico. We 
are starting to see good results coming out 
of Colorado — again, we are confident that 
the same will happen in Arizona, where 
three very large banks have 65% of the de-
posit market share.
WSR: What are some of the emerging 
trends that the company has identified, 
which will present opportunities? 

“Our major goals are to continue the momentum we have in New 
Mexico and to build on what we’ve started in Colorado, where we’ve 
added lending and senior management staff. We are focusing on Col-
orado as a very strong growth area.”
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FSNM: New Mexico continues to be very 
solid, and we’ve made substantial progress 
there, but we believe we can take some ad-
ditional market share in our larger mar-
kets, principally Albuquerque, Santa Fe, 
and las Cruces, as well as participate in 
the growth in those markets. in Colorado, 
we have a very small market share, and we 
are just now hitting our stride, in that we 
are picking up some great loan relation-
ships and deposit relationships. We be-
lieve the Colorado market is just starting 
to recover from some of the tough times it 
has had. Again, through a combination of 
taking market share and participating in 
that market’s growth, we can drop signifi-
cant income to the bottom line. Arizona is 
largely unproven for us at this point — we 
have recently hired a market president for 
the phoenix/Scottsdale area, a very experi-
enced commercial banker who will help us 
select a strong commercial lending team. 
WSR: How is the increasing interest 
rate environment impacting the local 
markets?
FSNM: To date, our local markets have not 
really slowed down with the increase in in-
terest rates. The rates were at such low lev-
els that it really hasn’t impacted the growth 
we are seeing as yet. it may ultimately have 
a little bit of an impact on the housing 
markets in these states, but the only state 
that has seen a significant increase in hous-
ing prices which might be some cause for 
concern is Arizona. New Mexico has been 
steady and Colorado is rebounding from 
some low points of the past few years. We 
don’t believe that interest rates are a nega-
tive factor for us in the marketplaces. As 
long as they don’t go to extremely high lev-

els, we should be able to continue to take 
market share and do it in a way that allows 
our customers to continue to grow their 
businesses.
WSR: Tell us about the board and man-
agement team in place. 
FSNM: Our board is essentially unchanged 
from when we first went public in 1993. it 
consists of well-known community lead-
ers in each one of our markets who have 
helped guide the company. in the past few 
years we added a couple more board mem-
bers to that list. We have a very solid board 
that knows our marketplaces and can help 
us in that regard. Senior management is 
largely unchanged as well over the past 
several years. We recently had our chief 
credit officer leave the company, but that 
doesn’t cause us concern at this point be-
cause we have a very strong credit culture 
throughout. All of our regional presidents 
have commercial lending backgrounds, as 
well as our CEO, Mike Stanford, who has a 
strong lending background. 
WSR: What are the major objectives lying 
ahead for the company over the next 12 to 
18 months?
FSNM: Our major goals are to continue the 
momentum we have in New Mexico and to 
build on what we’ve started in Colorado, 
where we’ve added lending and senior man-
agement staff. We are focusing on Colora-
do as a very strong growth area for us as we 
bring up our market share and improve our 
profitability. The third component very im-
portant to us, which is a little longer-term, 
is in the Arizona market where we are 
starting to build a team. Utah is one mar-
ket we haven’t talked much about, but it’s 
been very profitable for us. it’s a relatively 

small part of the company, but it’s one of 
our most profitable states, and one that will 
continue to grow, but not quite as aggres-
sively. The Utah marketplace is dominated 
by Zions and Wells Fargo, and we believe 
the opportunities are going to come a little 
bit slower for us there.
WSR: Will the company continue to look 
for strategic acquisitions that will add to 
its model?
FSNM: We will look for those — hardly a 
month goes by that we don’t see some kind 
of opportunity come across our desk. in 
particular, we are interested in the front 
range of Colorado and also in the Arizona 
market, in phoenix and Tucson. it may be a 
challenge for us to find further acquisitions 
that make sense for us which we can buy at 
a price that will work for our shareholders. 
There are going to be those opportunities; 
we will take a hard look at them and do 
what we can to get more done. We know 
we can grow effectively through de novo 
branch operations, but we’re also very in-
terested in acquisitions.
WSR: Does the investment community 
understand the company’s potential at 
this point?
FSNM: Not yet — the acquisitions and 
some of that noise in the first quarter 
numbers have masked that a little bit. We 
believe that once the investment commu-
nity understands that the underlying fun-
damentals are strong, they will very clearly 
see that we are back on track. Through the 
end of 2005, we had provided a 19% plus 
compound annual rate of return to our 
shareholders who invested in our initial 
public offering in 1993. 
WSR: In closing, tell us a few of the key 
things potential investors should bear in 
mind when looking at First State Bancorp.
FSNM: The most important thing is our 
past solid track record. We’ve demonstrat-
ed over a period of time that we can deliver 
on what we’re trying to do, and we haven’t 
changed the way we’ve operated — we are 
not trying to do things differently than we 
were years ago. We believe we are in four 
states that have outstanding potential for 
the growth of our organization, the under-
lying economies are solid, and we believe 
that we can build one of the premiere bank-
ing franchises in the southwest.   •

First State Bancorporation (NASDAQ: FSNM) operates the largest banking network 
based in New Mexico. Return on equity topped 15% in 2H05, thanks in part to 

“exceptional” 24% loan growth, 20% gross deposit growth and improving interest mar-
gins. While lending is “aggressive,” non-performing loans still account for only 0.4% 
of activity. Recent M&A expands the network into Las Cruces and Phoenix. A toehold 
in Colorado is deepening as that market improves. Utah operations are small but very 
profitable. Service to the mid-range commercial customer is emphasized. Despite the 
effect of acquisitions and one-time charges, management is confident that future 
performance will meet forecasts. Goal is to continue growth through de novo channels 
and the best M&A opportunities that emerg.  www.snl.com        Phone: 505-241-7102

sUmmarY
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The Bank holdings is the holding company for Nevada Secu-

rity Bank. The bank was incorporated in February 2001 and 

opened for business on Dec. 27, 2001 with initial capitaliza-

tion of more than USD$14 million.

The Bank Holdings has gone from $14 mil-
lion to $550 million in assets over the last 
five years. CEO Harold Giomi and CFO Jack B. 
Buchold tell us their plans to become an even 
bigger player in Nevada’s booming economy. 
(Interview of August 2, 2006).

Banking on experience 

terest margin has been enhanced with 
recent increases in both prime and dis-
count rates. We have been able to cap-
ture some of that increase and bring it 
into the loan portfolio. We haven’t had 
a rapid rise in deposit acquisition costs, 
despite an extremely competitive deposit 
market. We’ve been able to keep a com-
petitive rate and increase our net interest 
margin; and third, as a result of our ac-
quisition of the two qualified intermedi-
ary 1031 companies, we’ve been able to 
increase both fee and interest income.
WSR: What is the target market that 
the company is going after? What are 
some of the additional value proposi-
tions that the company offers to these 
types of customers?
TBHS: We are a middle-market whole-
sale institution, and we are involved in 
several different aspects of real estate 
lending as well. We have single-family 
housing where we do the construction, 
and the individual borrower seeks their 
own term-out, and their own permanent 
mortgage. We like to do those types of 
loans as well as the construction of office 
complexes, strip shopping malls, and so 
on. We are also involved in commercial 

and industrial loans. We want to pene-
trate that middle market type customer, 
the company that has annual sales of be-
tween USD$1 million to USD$100 mil-
lion. We will not turn our backs on retail 

WSR: Talk a little about the new ac-
quisition and how it fits into the scheme 
of the regional banking conglomerate 
presently in the region.
TBHS: We were very fortunate in our ef-
forts to acquire Northern Nevada Bank. 
it fits our territory, it’s right in our back-
yard, and it adds an additional USD$140 
million to our asset base, which by end 
of year will be at USD$550 million. 
The strategic tone of the two organiza-
tions are in sync. When we first started 
Nevada Security Bank, our position was 
not to be a bank in the USD$100 million 
to USD$200 million range. Our goal 
was USD$750 million to USD$1 billion 
within a five to seven-year time span. 
The acquisition of Northern Nevada fur-
thers that goal. it is a well run and profit-
able bank. it is accretive immediately to 
The Bank holdings and Nevada Security 
Bank. Northern Nevada’s personnel are 
a good match with our orga-
nization. There are no layoffs 
expected, and plans are al-
ready completed to integrate 
the employees of both banks.
WSR: Give us some high-
lights from the recent quar-
ter.
TBHS: Three primary fac-
tors contributed to the increase — one, 
the distribution of assets we have. We 
continue to grow loans despite a slump-
ing economy. loan rates are better than 
the investment rates; second, the net in-

— we are planning several new products 
and services aimed at those customers as 
well. Within the next six to seven months, 
we are will announce several programs 
intended for both consumers and retail-

“We continue to grow loans despite a slumping economy. 
loan rates are better than the investment rates; second, the 
net interest margin has been enhanced with recent increases 
in both prime and discount rates. We have been able to cap-
ture some of that.”

THE BANK HOLDINGS • NASDAQ / TBHS
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ers. We have a good base and position in 
the middle market area, and now may be 
the time to turn our focus somewhat to 
retail. We see a great opportunity in that 
field, although the competition is really 
heating up on the deposit side. 
WSR: With the burst in the Internet 
bubble, especially in the Silicon Valley 
area, has the company seen any ill ef-
fects, particularly in both loan portfo-
lios and the real estate market?
TBHS: At the beginning of 2006, 
we experienced a bit of softening 
in the real estate market — homes 
and commercial properties have 
stayed on the market longer per-
haps than a year ago. We see a 
slight decrease in market value. 
The market in roseville is still 
strong — we have a high degree 
of diversification in that area. We 
have lending activities through-
out the Sacramento area. We are 
heavily involved in the reno area 
as well as in las Vegas. We have a few 
participation loans with other las Ve-
gas banks. We have not experienced 
any problems with our borrowers. We 
haven’t had any delinquencies or write-
offs within the past five years. Our 
underwriting criteria is exceptionally 
strong. however, we are also in the risk-
taking business. Our portfolio remains 
extremely strong, and we don’t see any 
market deterioration. The other thing 
is the internet bubble. There has been a 
great deal of movement of smaller com-
panies to the roseville and reno areas, 

both of which are technologically orient-
ed. We’ve have one major customer that 
moved his whole operation from the San 
Jose area. in other words, the internet 
bubble may have burst in Silicon Valley, 
but it has moved up the valley into ros-
eville and reno. 
WSR: Talk a little bit about the demo-
graphics and the growing of the popu-
lation in the area which the company 
serves.

TBHS: Growth is phenomenal in both 
roseville and Sacramento. reno is 
booming — there are a many people who 
have moved and are moving their busi-
ness from California into Nevada. it is 
not the reno of 30 or even 50 years ago. 
it has changed drastically. There are For-
tune 500 companies that have relocated 
to reno; once that happens, the general 
population will follow. Although we can-
not bank those Fortune 500 companies, 

we can bank the individuals and 
the people that do business with 
them. The area south of reno, all 
the way to Gardnerville, is boom-
ing as well. There are many retirees 
relocating to the area. Sixty to 70% 
of the people coming in and buying 
homes are paying cash. There is no 
financing. Affluent individuals are 
relocating as well, with the major-
ity moving from California; there 
are some people moving from Mid-
west and East Coast states as well.

WSR: Why should investors look at the 
company as a potential investment op-
portunity?
TBHS: Our number one focus is to give 
a fair return to our shareholders; our 
long-term goal is to be a major player 
in the state of Nevada while achieving a 
minimum of USD$750 million in assets, 
as well as a return-on-assets minimum 
of 1% and return-on-equity of between 
12% and 16%. We believe we are mak-
ing our growth decisions intelligently 
and in a businesslike manner. We have 
other projects on the table at which we 
are looking. We have many opportuni-
ties. What places us in prime position is 
that originally when the bank was start-
ed, we told ourselves, if we wanted to be 
at USD$750 million or USD$1 billion, 
we need qualified people to get us there. 
We did just that early on. We have the  
people on staff to grow the bank up to 
USD$1 billion. We have three individu-
als that are former presidents or CEOs 
of independent banks. We have three 
former CFOs. We have four former chief 
credit officers from independent banks. 
in other words, we believe we have the 
depth of personnel that can take this 
company to the next level.              •

“We have not experienced any 
problems with out borrowers. 
We haven’t had any write-offs 
or delinquencies in the past 
five years. Our underwrit-
ing criteria is exceptionally 
strong.”

FThe Bank Holdings (NASDAQ: TBHS) provides a wide range of banking services 
through its the Nevada Security Bank subsidiary. The company’s recent acquisi-

tion of Northern Nevada Bank pushes its assets into the $550 million range; the 
transaction should be immediately accretive. Loan portfolio is growing and net interest 
margin is improving. Fee income is also rising. While the business footprint is cur-
rently focused on middle-market wholesale customers and real estate, management 
is planning several new retail services. Population growth in the region has been “phe-
nomenal.” Although local real estate markets have softened, delinquincies have been 
minimal. Goal is to build assets to $750 million while keeping ROA at 1% or higher and 
ROE above 12%.

www.thebankholdings.com        Phone: 775-853-2067
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plumas finds success in its own backyard

has been in business. 
This has contributed to 
our continued success. 
This is a very moun-
tainous, sparsely-
populated section of 
California. it may be 

surprising to some, but there are por-
tions of California like that. As a result, 
up until 20 or 25 years ago, the economy 
was heavily focused on natural resource-
based industries such as mining, timber 
harvesting, along with agriculture. With 

increased environment restrictions, this 
type of business activity has been sig-
nificantly curtailed. But with the baby 
boom generation moving into the retire-
ment age, this area has become an attrac-
tive area for those seeking a second or a 
retirement home. As a result, a lot more 
real estate development catering to that 
segment of the market has taken place, 
and as a company, we have benefited from 
that activity. The construction market has 
been very prosperous and vibrant up here 
during the last 15 to 20 years. When peo-
ple relocate to our area, they bring their 
financial resources with them. it has el-

WSR: Give us a general overview of Plu-
mas and the geographic area in northern 
California that it serves. 
PLBC:  Our Company is 26 years old, 
started by plumas County-based local 
business people in Quincy, California. 
Over the years, we branched out 
into communities within plumas 
County and other nearby moun-
tain counties. it has been interest-
ing that, because of our localized 
focus and knowledge of the area, 
our company has been able to pros-
per in a very mountainous and ru-
ral area in northeastern California. 
Many of the large national chain 
organizations that had branches 
in this region when the Company 
was formed have left. We’ve taken 
advantage of that by acquiring ac-
count relationships from those 
who want to do business with a lo-
cal, stable community bank. We have also 
purchased branch deposits from some of 
these departing organizations over that 
period of time. That has enabled us to 
leverage our infrastructure to such a de-
gree that we’ve been able to build on it 
and achieve financial success operating in 
this region. 
WSR: What are the demograph-
ics of your focus area? What is the  
customer base Plumas specifically seeks 
to serve?
PLBC: There have been some significant 
changes in that demographic and custom-
er base over the years since the company 

evated the economic and age demograph-
ics of our area. We see those demographic 
trends continuing as we’re just beginning 
the era of the retiring baby boomer. There 
are many good things ahead for our area 
because of that continuing demographic 
phenomena.
WSR: What are some of the things that 
are unique about Plumas Bank? What 
do you do differently to separate your-
self from the competition? What does the 
bank focus on to attract the growing cli-
entele of the area?
PLBC: We know the local economic 
trends and business individuals in our ar-
eas because we are headquartered here. 
One of the unique factors of our com-
pany is that, for the most part, we have 
a Director living in and representing the 

markets in which we are located. 
As a result, they have their pulse 
on the current economic trends. 
They are also a terrific source of 
business referrals, both for new 
people coming in as well as estab-
lished businesses in those loca-
tions. Our Company is locally-fo-
cused, which is different than the 
other competitors we deal with 
here. Our competitors are mostly 
national chains that have a busi-
ness model which features a very 
standardized approach. Given 
the large areas and multifaceted 
business lines they are in, they 

have to do that. Because we are local and 
knowledgeable about what’s happening in 
the individual communities we serve, we 
have the adaptability to be very person-
able and customized in the way we offer 
our banking solutions to clients. 
WSR: So is the company’s focus on a 
more comprehensive marketing path? 
Can we assume that a lot of the busi-
nesses in the area are probably not con-
centrated in any one industry segment? 
PLBC: The first assumption was correct 
primarily because of our sparsely-popu-
lated area and wide geographic distribu-
tion. We have to present ourselves as a 

Plumas Bancorp is benefiting from the trans-
formation of its rural California territory into 
a retirement paradise. CEO Douglas N. Biddle 
tells us about the long-term prospects for his 
community-focused bank. (Interview of Au-
gust 17, 2006). 

plumas Bancorp is a bank holding company and the parent 

company of plumas Bank. plumas Bank, based in North-

eastern California, is a locally owned and managed full 

service community bank with assets of over USD$470 million.

“With the baby boom genera-
tion moving into the retirement 
age, this area has become an at-
tractive area for those seeking 
a second or a retirement home. 
As a result, a lot more real es-
tate development catering to 
that segment of the market has 
taken place.”

PLUMAS BANCORP • NASDAQ / PLBC
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financial institution that provides a wide 
array of needs and services. We don’t 
have the economies of scale or concentra-
tion of opportunities to portray ourselves 
as a niche professional bank or niche 
construction-only lender or a niche SBA-
only bank. We do a little bit of everything, 
because those are the opportunities that 
present themselves to us. They are not in 
such a concentration that we can focus 
solely on one or two niche markets that 
way.
WSR: What are some of the 
other products Plumas of-
fers outside of mainstream 
banking services? Do they 
offer loans or investment 
and insurance services?
PLBC: Yes, we do all of 
those. Banking products 
and services are commodi-
ties these days. The differ-
entiating factor, either the branding or the 
value proposition, at least in our company 
is the individualized attention. Business 
owners in our communities are not used 
to a high-tech, non-personal approach in 
banking. They appreciate the individual 
attention. Since we operate in small com-
munities, our employees frequently see 
our clients — at the bowling alley, church, 
the grocery store, etc. When they do then 
come into the bank, there is a higher com-
fort level on the part of the client because 
they are dealing with someone who re-
ally knows them. As a result, we strive 
to parlay that specific knowledge and in-
dividual attention into something where 

the customer feels like there is a personal 
interest taken in their particular need or 
issue.
WSR: It’s impressive that the bank has 
close to USD$500 million in assets. 
Looking ahead, does the bank aim to 
branch out into more highly-concentrat-
ed communities? Is the bank’s growth 
organic in nature, or via acquisition, or 
growing along with the community as it 
continues to grow?

PLBC: We would not turn down an op-
portunity for an acquisition if one was 
presented. however, based on our current 
strategy plan, we see the growth focused 
for this company in two primary direc-
tions. One, we plan to take advantage of 
the business growth opportunities offered 
by the continued demographic trends in 
our current service area. Secondly, there 
are a number of communities in adjacent 
areas which are more populated, where 
some of those demographic trends are 
also happening. These are in the northern 
Sacramento Valley and in northern Ne-
vada area, both of which adjacent to our 
current market. We are taking a look at 

those markets in the sense that while they 
are not urban like los Angeles or the San 
Francisco Bay Area, some of these other 
adjacent markets still have a smaller-com-
munity atmosphere. Our style of banking 
and the way we service our clients plays 
well in these types of communities even 
as they become more populated with 
people leaving more urban areas to find 
smaller-town retirement settings. These 
areas present strong opportunities for us, 

and, as a result, we are seriously looking 
at some of those areas as possible expan-
sion opportunities if the conditions pres-
ent themselves.
WSR: We want to address some of the 
things that make this company an at-
tractive investment opportunity. Even 
though you are primarily a banker, tell 
us why people would want to come here 
and have chosen this area as a place to 
settle on retiring. 
PLBC:: Well, as i’m speaking to you right 
now, i’m looking outside my office window, 
and i’m looking out to mountains that are 
covered with forests, and the mountains 

Plumas Bancorp (NASDAQ: PLBC) has been providing community banking services 
for the last quarter century in its home territory of Northeastern California. As-

sets are in the $470 million range. Formerly rural and resource-based, the region has 
evolved into a vacation and retirement center. Many larger banks have fled the area, 
leaving their local assets and customer base to be absorbed. Banking activities are 
broad-based to serve the diverse needs of the local population. Construction has been 
“very prosperous and vibrant” as demographic trends remain favorable. Sometimes 
challenging geography has encouraged aggressive technological adoption. Expansion 
toward both Sacramento and Nevada is seen as a possibility, but management’s focus 
and business style remain fundamentally local in orientation.

www.plumasbank.com        Phone: 530-283-7305

sUmmarY

 “We do a little bit of everything because those are the op-
portunities that present themselves to us. Our company is 
locally focused, with is different than the other competi-
tors we deal with here. Our competitors are mostly nation-
al chains that have a business model which features a very 
standardized approach.”
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nomic growth more typical of an urban or 
suburban area. As a result, we’ve got the 
long-term experience to deal in markets 
where the economy does well at times and 
then sometimes slows because we have 
been through those patterns. Second; the 
desire for the baby-boom generation to 
find a location like this to spend some of 

their retirement years is accelerating. Our 
area will continue to be the kind of place 
that attracts retirees. One of the other 
things we’ve done well to build for the 
future is to invest in technology. This has 
been forced upon us because of the wide 
geographic area that we serve. We cover 
a territory 250 to 300 miles from end to 
end. Given the weather issues that happen 
during the winter, we have really pushed 
ahead to install some technological ad-
vances that help our business model. For 
example, we’ve been fully Check 21 com-
pliant for a year. Using this technology, 
we transmit images of our customers’ 
checks over our wide area network elec-

and the meadows that are represented in 
the geography in most of our market area 
are sprinkled with a variety of lakes, riv-
ers, streams, and creeks. This is an area of 
California supplying quite a bit of water 
to the state in the form of snow pack over 
the winter months. As a result, the melt-
ing snow over the course of springtime 

and summer provides the kind of water 
needed for opportunities such as fishing, 
water skiing, other kinds of boating. Our 
area is also noted for its back packing 
and hunting recreational opportunities. 
in addition, over the years a number of 
developers have built golfing resorts and 
retirement communities up in this area 
because it is not that far away from large 
population centers. These developments 
are about four to five hours away from the 
San Francisco Bay area, three hours from 
Sacramento. Many people have been va-
cationing up here for a number of years 
and they like the idea of at least spending 
a portion of their retirement years up here 
in the mountains where they can take ad-
vantage of all those opportunities.
WSR: Very picturesque. To conclude, 
what would be the best reasons for inves-
tors to take a look at Plumas Bancorp as 
a potential investment opportunity? 
PLBC: There are a number of reasons. 
Within the banking landscape of this re-
gion of the country, it is unusual to find 
a company that has been around for 26 
years. There has been a great deal of new 
bank charter activity in the West, be-
cause a number of banks have been sold 
or merged over the past 10 years. plumas 
Bancorp has continued to persevere and 
prosper through several boom-and-bust 
economic cycles. We consider ourselves 
a long-term player and have been able to 
do quite well even in a region that doesn’t 
have the kind of demographic and eco-

tronically and then forward those images 
for presentment to the Federal reserve. 
We were the third bank in the country to 
fully utilize this approach. This has al-
lowed us to cut our courier expenses by 
USD$10,000 per month. it has also posi-
tioned us to take advantage of the decrease 
in pricing that the Fed is passing along 

to those that have adopted 
this technology.  Those that 
are continuing to hang on 
to processing paper checks 
are going to face accelerated 
costs. Similarly, we have had 
a Voice-over-ip telephone 
system installed for close to 
two years. We’re fairly ag-
gressive when it comes to 

adopting some technologies that enable 
us to be more productive, because the 
geographic challenges we face have forced  
us to look at those kinds of supple-
ments and tools to help our business 
model thrive in this kind of geograph-
ic and business environment.       •

“We plan to take advantage of the business growth opportuni-
ties offered by the continued demographic trends in our cur-
rent service area [and] a number of communities in adjacent 
areas which are more populated, where some of those demo-
graphic trends are also happening.”

PLUMAS BANCORP • NASDAQ / PLBC
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WSR: Could you give us an overview of 
the company and its assets? 
PFLC: As of June 30, we stood at 
USD$517 million, almost USD$518 mil-

lion. We are made up of three banks that 
have come together over the last six years 
— Bank of the pacific was originally 
formed in long Beach, Washington and 
Bank of Grays harbor was established 
in 1979 in Aberdeen, Washington, which 
is where we are presently headquar-
tered. Those two companies merged in 
December 1999. Two years ago, we pur-
chased Bank Northwest (BNW Bancor-
poration) in Bellingham, Washington 
which has proven to be very beneficial 
to us. The bank’s performance prior to 
the Bank NorthWest acquisition demon-
strated we had a great ability to gather 
deposits, but had a slower growth pro-
file on the loan side. Bank NorthWest, 

on the other hand, 
had high growth 
profile on the loan 
side, but struggled 
a bit to gain depos-
its. The two came 
together creat-

ing a perfect fit for growing both the 
company’s assets and its liabilities.
WSR: Where is the community that Pa-
cific Financial generally serves?

PFLC: prior to the merger, the old Bank 
of the pacific stretched from the Colum-
bia river, north, up the coast of Wash-
ington State, and the former Bank North-
west was 80 miles north of Seattle, near 
the Canadian border. Since the merger, 
the Bank of the pacific has continued to 
grow, and currently has 19 branches cov-
ering not only the geographic areas noted 
above, but is making inroads in northern 
Oregon as well. (More on that later).
WSR: What is the typical demographic 
in this area?
PFLC: The coastal area is highly tour-
ism-oriented due to our pacific Ocean 
location; therefore we have large swings 
of activity between May and September 

every year. however, we also serve a 
growing number of retired folks who live 
in our communities year-round. Addi-
tionally there is a significant forest prod-
ucts industry that conducts a substantial 
amount of loan activity with us. The Bell-
ingham area is more retail in nature, yet it 
has become one of the top 20 retirement 
locations in the United States. We’ve 
seen significant growth in that market. 
WSR: Give us an idea as to the loan 
portfolio and some of the types of prod-
ucts Pacific Financial offers. 
PFLC: Our loan portfolio stands at 
slightly more than USD$400 million. 
in the agricultural portfolio, we have 
USD$40 million. it’s not a significant 
amount, but the loan portfolio is excel-
lent. Most of it is located in the Belling-
ham market, where two-thirds of the 

United States’ supply of rasp-
berries is grown. We finance 
companies in both the dairy 
and raspberry industries. The 
other loan product that has 
done well for us in the Bell-
ingham market is residential 
real estate development and 
secondary market lending, 

because of the influx of people moving 
there. Those two things have been very 
favorable, but overall our bank main-
tains a pretty even profile between com-
mercial and consumer lending. There 
has been regulatory pressure on banks 
with large spec real estate loan port-
folios; however we are not leveraging 
capital beyond the recommended regu-
latory guidance for this market segment. 
WSR: What does the bank offer to the 
community in terms of both commercial 
and retail lending that allows it to attract 
equally both types of customers?
PFLC: it always comes back to people. 
We have an extremely talented group of 
individuals working for us. We are not 

A perfect fit for building both 
lending activity and assets

Pacific Financial Corp. has expanded across 
coastal Washington State and into Oregon. CEO 
Dennis A. Long gives us a look at his core mar-
kets and explains why profits are on track to 
more than double this year. (Interview of Au-
gust 11, 2006).

pacific Financial Corporation operates as a financial holding company 

of Bank of the pacific. The bank operates as a regional community 

bank that offers commercial loans, agriculture loans, installment 

loans, real estate loans, residential mortgage loans, and personal and busi-

ness deposit products. its commercial and agricultural loans consist primar-

ily of secured revolving operating lines of credit and business term loans. 

“The bank’s performance prior to the Bank NorthWest acquisi-
tion demonstrated we had a great ability to gather deposits, but 
had a slower growth profile on the loan side. Bank NorthWest, 
on the other hand, had high growth profile on the loan side.”
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three-year period of time, loan fee in-
come will level out, and become consis-
tent with previous figures. We now are 
required to spread the fee income over 
the life of the loan instead of taking it 
into income directly as we have done 
in the past. We continue to pay a very 
good dividend, a positive point for our 
shareholders who like to buy and hold 
our stock (which is common for most 
of our long-time shareholders). Our 
dividend is yielding close to 5% . . . a 
very high rate given the fact that certifi-
cates of deposits are currently running 
about the same rate. Therefore our in-
vestors get both a good annual dividend 
and the benefit of stock appreciation.
WSR: In terms of growth and expan-
sion, what does the company have 
planned?
PFLC: it may be a combination of both; 
however, our view is we are going to grow 

organically, but when opportunities pres-
ent themselves we will definitely take a 
look. That is how Bank NorthWest came 
to us. We weren’t looking; we were help-
ing them with some participation loans, 
and realized that there was a wonderful 

just a commodity source for providing 
money to do things; We are also pro-
viding the necessary expertise to help 
the borrower be better than they would 
have been completely on their own. An 
example would be the lending we do for 
the hospitality industries. it is a type of 
lending that a lot of banks tend to shy 
away from, and it’s always been viewed 
as high risk. Our losses within the hospi-
tality industry over the past 15 years have 
been less than USD$500,000. That dem-
onstrates the expertise of our people.
WSR: What are some of the highlights 
from the recent earnings report and 
what can investors really take from 
those results moving forward?
PFLC: We adopted FASB 91, (amor-
tization of loan fees) in the 4th quar-
ter of 2005. We hadn’t been doing that 
in the past so, in the beginning, it sig-
nificantly cut into our earnings. it ap-

peared that our loan fee income for 
the first six months of 2006 was down 
by USD$600,000. Even though it’s re-
ported that way from an accounting 
perspective, we still managed to put up 
additional net income numbers. Over a 

fit between our two balance sheets. As a 
result, we came together. We’ve also add-
ed a branch in Anacortes, a community 
in the Skagit County market, just south 
of Bellingham and Whatcom County. We 
opened that office in June. in February 
we opened an office in raymond, Wash-
ington. Both of those branches have 
far exceeded our early expectations. in 
fact, raymond has been open only six 
months and has already surpassed first-
year projections. We also recently pur-
chased the rights to enter into Oregon . . 
. this through a Depository Transfer and 
Assumption Agreement. We opened a 
loan production office in Oregon three 
years ago (which has grown to about 
USD$35 million in loans) but because 
of Oregon law, we could not gather de-
posits there. By purchasing the Deposi-
tory Transfer and Assumption Agree-
ment, we are now able to get a branch 

charter and, at the end of this 
month, will begin gathering de-
posits in our loan production 
office as well as start looking 
for additional opportunities 
to branch out into the north-
western corner of Oregon. This 
market is very compatible with 
the other offices that we have 
on the coast of Washington.

WSR: Why would potential new investors 
want to get involved with the company?
PFLC: All an investor needs to do is 
to look at the earnings in our company. 
During the first year-and-a-half after 
the merger, because of merger-related 
expenses, our earnings did not grow 
as rapidly as we would have liked. We 
were also an accelerated filer under Sar-
banes-Oxley, which initially held down 
our earnings. But this year so far, we’ve 
already grown from USD$0.43 in 2005 
to USD$.52; i expect this will contin-
ue to grow. Our forecast indicates we 
should be near USD$1.10 by the end of 
2006. We expect to see our dividends 
and our excellent growth continue. All 
these things added together tells inves-
tors that there are great opportunities 
ahead for them, and at our present stock 
price, there should continue to be a 
very high yield from our dividends.    •

“We were also an accelerated filer under Sarbanes-Oxley, 
which initially held down our earnings. But this year so far, 
we’ve already grown from USD$0.43 in 2005 to USD$.52; i 
expect this will continue to grow. Our forecast indicates we 
should be near USD$1.10 by the end of 2006.”

Pacific Financial Corp. (OTCBB: PFLC) provides banking services to coastal Wash-
ington State and beyond through its Bank of the Pacific subsidiary. Strategic 

acquisitions have left the bank with $517 million in assets; FY profit has expand-
ed from $0.43 in 2005 to a forecast $1.10 in 2006. Despite an apparently unflat-
tering comparison due to adoption of FASB 91, lending income is stable. Forestry, 
agricultural and hospitality interests are well represented in the $400 million loan 
portfolio, which is balanced between consumer and commercial accounts. “Ex-
tremely talented” in-house lending officers help keep charge-offs low. The company 
recently acquired the right to gather deposits in Oregon, allowing it to expand its 
footprint organically and through opportunistic M&A. Dividend yield is around 5%. 

www.thebankofpacific.com        Phone: 360-537-4061
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Express business model. Our other con-
tract is the one with eBay. EBay is prob-
ably the more important one to discuss. 
We have 9,000 postal locations through-
out the United States in our trade asso-
ciation; we have been racking our brains 
for products and programs that we can 

introduce and offer to the stores to in-
crease traffic flow, as well as to make 
them want to be part of our trade asso-
ciation. When eBay came to us (through 
their representative, QuikDrop), we 
came up with a joint program, which is 
nothing more than a flat-screen TV in-
stalled inside the postal stores with a 
special camera whereby a consumer can 
walk into the postal store. The screen 
will have an eBay representative on the 
other side, where they can speak in real 
time, and they can show the product that 

WSR: Tell us about your partnership 
with Futurelec and also your MadPack-
ers’ unit contract with Florida Atlantic 
University. How will these two partner-
ships impact the company’s future? 
USXP: let me address Madpacker first. 
This is a relatively new division that has 
signed not only FAU University, 
but has many other universi-
ties that are being considered 
by their Board of Directors. 
They simply pick up students’ 
belongings at their homes and 
bring them to their dorm. it is 
an attempt to avoid that highly stress-
ful check-in day that most people who 
have ever brought children to school un-
derstand. This is also a financial oppor-
tunity for the universities. We are very 
pleased at the growth of that division. it 
has modeled itself after the parent com-
pany, luggage Express, which picks up 
suitcases at travelers’ homes and brings 
them to their end destination, bypassing 
the airport. Over the past eight or nine 
years, we have seen many changes in both 
the airline industry and the luggage 

they would like to put on the eBay auc-
tion block. As soon as it’s placed on the 
auction block, the consumer can then 
bring it to the person behind the counter 
and they can mail it out after it has been 
sold. That concept could mean hun-
dreds of thousands of dollars in extra 
revenue for each postal store operator 
in the United States. We felt that those 
programs and announcements were cur-
rent at this time and continue to show 
the maturation of both those divisions.
WSR: Describe the company’s core 
business strategy as it relates to this in-

dustry. In addition, tell us about your 
recent Webcast.  
USXP: let me first describe the Web-
cast. i invite everyone to visit our usxp.
com Website, where they can listen to 
that Webcast. i would like to address 
that our core businesses has always been 
the private postal stores and our luggage 
service. Our postal association consists 
of 9,000 stores, our courier association 
consists of 4,000 courier companies, 
and the Coalition of luggage Security, 
the trade association you are referring 

Business is literally picking up for Universal Express, Inc. which provides 
luggage delivery, logistical and shipping services, equipment leasing and 
services to private postal carriers. CEO Richard A. Altomare tells us about 
his plans to   restore the company’s share price with new alliances and 
revenue sources. (Interview of May 3, 2006).

Eat your heart out, United Airlines! 
Universal Express has shipped 
5 million pieces of luggage 
and not lost a single bag.  

Universal Express, inc. and its subsidiaries provide val-

ue-added services and products to the private postal in-

dustry, worldwide logistical services such as; luggage 

delivery to consumers and businesses, logistical and shipping ser-

vices to manufacturers and distributors, and equipment leasing. 

“it’s a good time to take a look at our stock, because the only 
thing this stock can do, based on the company’s good man-
agement and its viability is to go back to normal levels.” 

UNIVERSAL ExPRESS,  INC.  •   OTCBB / USxP
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to, consists of 42 individual companies 
— visiting congressmen and senators in 
Washington, talking about the impor-
tance of luggage safety in our airports. 
When we first created luggage Express, 
it was created not only as a business for 
Universal Express and its customers and 
shareholders, but also in the best inter-
ests of the airline industry. The typical 
airplane spends one hour being loaded 
and one hour being unloaded; the typi-
cal airline loses approximately $1 billion 
a year just in luggage handling costs, not 

counting the increased fuel costs and 
the amount of extra weight being placed 
on these planes. The average airline to-
day has about a 7% to 8% lost luggage 
rate. luggage Express has been oper-
ating for eight or nine years. We have 
moved 5 million suitcases, and we have 
never misplaced one. To be able to pick 
up suitcases, to bar code them, to ship 
them, to make sure that they move from 
point A to point B has been an interest-
ing development, not only for Universal 
Express, but also as a special service 
that’s being planned and worked on with 

our trade association, because the post-
al stores and the couriers as well as the 
major carriers, because we do utilize the 
big three carriers as well as we utilize 
the small couriers. Universal Express 
is unique because it is an outsourced 
transportation company. it is not a com-
pany whose overhead will increase as its 
business grows. What you see with Uni-
versal Express today in its overhead is 
pretty much what you are going to see as 
its overhead as its revenues continue to 
mature. We are a 22-year-old company. 

To be able to survive during that period 
of time indicates a reasonable amount 
of resiliency and growth and some good 
ideas. We think all of our associations 
do relate very much to our core busi-
nesses, and the Webcast given last week 
to our shareholders hinged on one very 
important topic that they are all inter-
ested in, and that is our continued abil-
ity to pick up capital for some acquisi-
tions that we have been working with. 
Those capital transactions that are com-
ing from the Middle East are very much 
on track. Sometimes they move a little 

slower than i would like. We have six 
very strong partners in the Middle East, 
and they are not related to each other. 
We know all six of them will be complet-
ed. in a worst possible scenario, should 
one or two of them fail to materialize, we 
know we have much more than we need 
to achieve all of our objectives, which 
have always been to get on the Ameri-
can Stock Exchange and to squeeze a 
horrific short position that Universal 
Express has been subjected to. The rea-
son i can verify we have a short position 

is that we are the only com-
pany i know in the United 
States that has received two 
federal jury judgments total-
ing $700 million to prove that 
naked short-selling does ex-
ist here in the United States. 
it’s a good time to take a look 
at our stock, because the 
only thing that this stock can 
do, based upon the company’s 

good management and its viability is to 
go back to normal levels.
WSR: What is typical in terms of the 
turnaround time for delivery that a cus-
tomer might expect using the luggage 
delivery services? Also, how do you 
address a consumer base that would 
want to take advantage of this service 
but at the same time is very expedient-
oriented?  
USXP: We are in a society that wants 
everything yesterday. With our luggage 
delivery system, we can deliver luggage 
within the same day or up to within three 

“They simply pick up students’ belongings at their homes and 
bring them to their dorm. it is an attempt to avoid that highly 
stressful check-in day that most people who have ever brought 
children to school understand. This is also a financial oppor-
tunity for the universities.”

Universal Express (OTCBB: USXP) provides a range of postal, shipping and lo-
gistical services under various brands. The company’s core businesses are 

its 9,000-location private postal network and courier operation Luggage Express, 
which delivers suitcases door-to-door to bypass airline handling problems. Man-
agement believes this operation can grow 10% a month, completely funding the 
parent company’s fixed overhead. Strategic deals with travel companies and 
credit card issuers are emerging. At least one university has adopted the com-
pany’s “dorm room moving” program, fueling “very pleasing” growth there. 
The company has also entered an alliance with eBay in which sellers can list 
and ship auction items directly from its postal stores. Various acquisitions 
and an AMEX listing are on the table.   www.usxp.com        Phone:  561-367-6177
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days. The more days that we have to de-
liver a suitcase, the cheaper it is. When 
we first started, we didn’t have many 
people who knew about this service, nor 
did we have much business. it was very 
expensive. We thought that when we 
started this service, that senior citizens, 
disabled, the narcissistic or wealthy 
would utilize it. We didn’t anticipate the 
volume of suitcases we would be pro-
cessing on a daily  basis. if we were able 
to prove that this service worked, we 
could lower the price because of the vol-
ume. When we started, we were charg-
ing $200 to send a domestic suitcase one 
way, and that was very expensive. We 
are now charging between $40 and $45 
a suitcase, one way, in most areas of the 
United States. My white paper, avail-
able for your listeners at usxp.com and 
has recently been read into the Congres-
sional record, shows we can now charge 
$15 a suitcase. Americans do not have 
to stand on these lines and our luggage 
Express service can even 
make that easier. We can 
return to arriving at the 
airport 15 to 20 minutes 
before a flight, not two 
hours or three hours and 
have to stand on lines, 
because if you have no 
luggage, there should be 
separate entrances and 
separate lines for you 
to walk right through. 
WSR: What kind of vol-
ume increases are nec-

essary to retain the margins that you 
have, as well as continue to drive rev-
enue growth?
USXP: We believe luggage Express 
can increase its business at this moment 
only 10% more per month. in doing 
that, we will be able to cover all of the 
overhead of the parent company. We’ve 
just embarked upon some strategic al-
liances with a number of major credit 
card companies, as well as a number of 
major cruise line companies. We are in 
discussions with three airlines, because 
an airline, after the reservation has been 
taken, can simply say to the flier, “by the 
way, would you like to have your suit-
case picked up and delivered to your end 
destination for an extra cost of blank”? 
And that blank number can include some 
moneys for the airline. if you multiply 
that by the millions of passengers that 
an airline has, these airlines that were 
previously not profitable will signifi-

“if we were able to prove that 
this service worked, we could 
lower the price because of the 
volume. When we started, we 
were charging $200 to send a 
domestic suitcase one way, and 
that was very expensive. We are 
now charging between $40 
and $45 a suitcase.”

cantly increase their profits. it also adds 
extra space in the belly of their ships for 
them to put paying cargo on and to know 
that it’s going to be available to them, 
because they know how many people 
on that flight have taken advantage of 
the luggage service. however, keep in 
mind that when the postal Association 
can sign contracts like it did with eBay, 
when this Madpackers organization can 
sign major universities in the first few 
weeks of its existence, the best is yet to 
come. But the shareholders have to keep 
in mind that for us to be able to build a 
foundation of something that we believe 
will be here for a long time, you have to 
make sure you are building it properly. 
We believe that we have done just that. 
WSR: In closing, tell us why you feel 
that this company should be considered 
a good investment opportunity. 
USXP: i believe that luggage Express 
will be a major player in the luggage in-
dustry. One has to determine whether or 
not the American public will utilize such 
a service. We believe it will. We believe 
that our trade associations, postalNa-
tion and Universalpost, will be able to 
accomplish a great deal in a short peri-
od of time. Our expenses are fixed, our 
overhead is fixed; the only thing left is 
for us to now plug in the revenues. Uni-
versal Express adds one other dimen-
sion, 50,000 plus shareholders, 30 plus 
market makers, liquidity of 200 million 

to 300 million shares a day. The 
stock price is low, but liquid-

ity is important. i be-
lieve investors should 

take a hard look at 
Universal Express 

at usxp.com. •
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of service is being 
provided by opera-
tors who are deliv-
ering voice and data 
services via wireless 
technologies. We 

provide the telephones and data prod-
ucts that reside in the homes and busi-
nesses linked to the wireless services. 
As you start to look around the world, 
you’ll see enormous amounts of oppor-
tunity. in india alone, just over 10% of 

the population has the ability to make a 
telephone call. We believe that the op-
portunity is about USD$1 billion a year 
in terms of market size and growing at 
25% compounded annual growth rate. 
Our business is providing the terminal 
devices; we believe we have a terrific 
opportunity and have successfully es-
tablished a brand and a customer base 

WSR: Start with a general profile of 
the company and address the market 
segment that you serve. Also, give 
us an approximation of its size and 
growth potential.
AFT: We are serving emerg-
ing markets — india, Sri 
lanka, pakistan, romania 
— where voice communica-
tion services have been absent 
from the residential commu-
nity because of the costs of 
providing fixed wired infra-
structure. in many of the rural areas, 
there has been an absence of fiber optic 
cables normally present in developed 
countries. What is happening is that as 
these countries start coming up the so-
cioeconomic scale, the governments are 
interested in providing universal com-
munications and voice communication 
services similar to the U.S. This kind 

across 30 countries around the world 
and enjoying a good reputation.
WSR: Describe for us some of the 
value propositions that your custom-
ers consider when they choose to work 
with you. 
AFT: We sell to the wireless opera-
tors in these various countries and our 
product is provided to their customers 
along with the service. These wireless 
operators are most interested in hav-
ing a high-quality, good, reliable tele-
phone and data product system in the 
residential environment because their 
main mission is to provide the service. 
They want to make sure that whatever 
they do in terms of what we call cus-
tomer premise equipment (CpE) is reli-

able and in no way impacts the delivery 
of the service. Quality becomes a very 
paramount issue. We are renowned for 
being one of the highest-quality pro-
ducers in this particular area — that’s 
the number one issue. We do it at an 
extremely affordable price, so the value 
proposition is in the performance-price 
ratio. 
WSR: Who are some of these wireless 
providers?
AFT: They are big names. in india, it 
is Tata, reliance, and a government-
owned telecommunications company 
called BSNl. in Venezuela, it’s the 
Telefonica Group. in romania, it’s 
Zapp Communications. There are 
many of these operators functioning in 
the emerging markets.
WSR: What are some of the chal-
lenges from the wireless perspective in 
terms of establishing services in some 
of  these areas? How problematic is it 
for the wireless companies to establish 

Only 10% of India’s population has the ability to 
make a telephone call. Axesstel, Inc. is working 
to change that and bring wireless phone service 
to emerging markets. CEO Marv Tseu talks about 
the “transformative” opportunities that lie ahead 
in this September 1, 2006 interview.  

AXESSTEl is a leading designer and developer of fea-

ture-rich GSM and CDMA-based products such as 

fixed wireless desktop phones, public call office phones, 

voice and data terminals, broadband modems and 3G gateways.

The last telecom frontier

sUmmarY

Axesstel (AMEX: AFT) develops voice and data products for wireless carriers in 
emerging markets. Focus is on end users; management estimates the global op-

portunity in the $1 billion range, growing 25% a year. “Leapfrogging” over wireline 
directly into wireless telephony is viewed as a major business driver. The company has 
developed a pure EVD0 wireless broadband modem that does not require Ethernet; 
initial rollout of these proprietary devices will begin in January. Solutions support 3G 
and, increasingly, plaforms like HSDPA and WiMax. Customers include blue-chip wire-
less communications networks in India, Venezuela and 28 other countries. Revenue 
reached $95 million in FY 2005 and is rapidly growing as data products become a 
larger part of the sales mix. 

   www.axesstel.com        Phone: 858-625-2100

“The opportunity to migrate our business into a data prod-
ucts business is a long-term vision and goal of ours, and it 
provides a huge opportunity for us to play in larger markets.”

AxESSTEL INC.  •  AMEx / AF T
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service in some of these countries?
AFT: The issue is the inverse of how 
hard it is to establish wired communi-
cations in these environments. if you 
think about indonesia or the philip-
pines, a composition of thousands of 
individual islands making up the coun-
try, how do you provide wired voice 
communication services? The problem 
is you don’t. And now with advancing 
technologies, what the operators are 
able to do is put up a single base station 
tower on an island serving the entire 
geography of that 
island. The simplifi-
cation that has come 
as a result of wire-
less technology is 
bringing voice and 
data communication 
services to millions 
of people who have 
been denied it in the 
past. We play a part 
in that in terms of providing the termi-
nal equipment that sits in the home.
WSR: Does that make these underde-
veloped countries a little more techno-
logically advanced than some of the 
areas in North America? 
AFT: Yes. That is in fact some of the 
dynamics that are going on. it’s the 
leapfrogging effect. in certain countries 
there will already be an established in-
frastructure for the provisioning of cer-
tain services, in terms of these emerg-
ing markets going towards the latest 
technology. Where it is most evident 
is in the area of broadband data ser-
vices. You need to stratify. Countries 
like india and China are most focused 
on voice communications; they will get 
the data later, but it will be a number of 
years before that happens. in many of 
the latin American countries, what you 
are starting to see is that they are not 
only using the wireless infrastructure 
to provide voice communications, but 
they are expanding those infrastruc-
tures to be able to provide broadband 
data services with huge data pipes that 
are coming over the airwaves, able to 
deliver applications and are bandwidth-
heavy. in some of those countries, there 

of our devices takes a broadband data 
stream coming in from the operator, so 
that’s your path of internet connectiv-
ity. in this country, it would be DSl 
or cable modem, and in many of these 
advanced emerging markets, they are 
bringing in the pipe wirelessly. So it 
would come in EV-DO, as it’s called, 
and then it has to still be redistribut-
ed into the building or the household. 
Normally, as you would think about 
your DSl at home, you would plug your 
computer into a junction box, or you 

might have a wireless connection. We 
have developed a box that is wireless 
coming in and wireless going out into 
the home, so that there isn’t a need for 
an Ethernet connection. You can just 
hook up to your broadband service on 
a wireless station. This product is what 
is covered by our patent, and we believe 
it’s a very powerful and broad patent 
and will provide us terrific protection.
WSR: What are the trends developing 
within the market space, and how is 
the company poised to take advantage 
of those trends?
AFT: This is extremely important to 
our business. We believe we have a very 
robust business in the fixed wireless 
phone area. We also see that our long-
term future is really in the broadband 
data modem area. The information age 
and the applications and opportunities 
to bring large scale applications like ip 
TV, internet, all of the various voice-
over-ip services over a wireless link 
into the home becomes very important. 
The opportunity to migrate our busi-
ness into a data products business is a 
long-term vision and goal of ours, and 
it provides a huge opportunity for us to 
play in larger markets. We are in a ro-

“The simplification that has come as a result of wireless tech-
nology is bringing voice and data communication services to 
millions of people who have been denied it in the past. We play 
a part in that in terms of providing the terminal equipment 
that sits in the home.”

is a broadband wireless infrastructure 
more advanced than some of the devel-
oped countries.
WSR: Axcesstel recently announced 
it had received the patent for a seam-
less connection device. Tell us about 
the device, what it is, what its applica-
tions are, as well as what this patent 
provides for the company in terms of 
leverage.
AFT: We have developed a number of 
combination devices, particularly in 
the area of gateways and modems. One 
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very dominant in india, which provided 
most of the revenue stream. We have di-
versified both customers and products. 
We have over 30 products. We are in 30 
countries around the world with over 
40 operators. While india is an impor-
tant part of our revenue stream, latin 
America has emerged as being a signifi-
cant part of our mix as well. What you 
are seeing is a more balanced company 
that goes from phones to data products 
and goes around the world in terms of 
customer base. That’s a strong founda-
tion to build a company on.
WSR: In terms of the stock’s historical 
performance, there was quite a sharp 
sell-off towards the end of 2005, and 
while the stock has recovered some-
what from that, it still has not seen a 
return to its previous valuation levels. 
Does the investment community really 

understand the potential of the com-
pany? 
AFT: As with anything, the news is 
starting to get out. people are starting 
to become aware that this is a very dif-
ferent company today than it was in the 
past. it is up to our management to prove 
this as a sustainable model, as well as 
our goal for the foreseeable future, to 
show progressive and improving finan-
cial results that underpin the story that 
we are a different company. it started 
with our second quarter results and will 
continue through the third and fourth 
quarters; we are very hopeful about the 
future. it is correct that we should, after 
some of the setbacks we experienced in 
the latter part of last year and through 
the first quarter of this year, re-prove 
our ability to be a stable performer in 
the financial markets.
WSR: Many investors are familiar with 

bust market already, but we see a great 
opportunity from the data products 
market.
WSR: Where are you focusing your ef-
forts in the newer 3G technologies and 
other next-generation products?
AFT: As we talked about before, we 
are expanding our product portfolio, 
producing more and more data prod-
ucts; clearly, the new technology trends 
in the 3G area are driving much of our 
activity. We currently have a number of 
EVDO modems that are in the market-
place, and we will be coming out with a 
new one in the January 2007 timeframe, 
which combines EVDO broadband 
wireless coming in and WiFi coming out 
into the home or business that allow us-
ers to connect to the internet through a 
completely wireless interface. We’ll be 
putting this all out into the spectrums 
of 800, 1900 and 450 mhZ. 
450mhZ is essential for us be-
cause it’s the fastest-growing 
spectrum in the world today. 
Beyond EVDO, we are also 
working in the area of hSDpA, 
again part of the next genera-
tion of broadband technologies 
and also in the WiMax area; 
you’ll be hearing announce-
ments coming out about that 
over the next few years. 
WSR: According to recently-an-
nounced second quarter numbers, your 
revenues came in at close to USD$23 
million, which more than doubled the 
first quarter’s numbers. There was re-
cord revenue from broadband modem 
sales of close to USD$6 million. What 
are some of the other highlights we can 
take from the second quarter numbers 
that indicate the direction the company 
is moving in? 
AFT: in 2005, the company’s perfor-
mance was primarily based on a concen-
tration of 90% of the revenues coming 
in from three or four customers, with 
one providing as much as 60% of the 
revenue stream. Of the USD$95 million 
of revenues we did, 90% of those rev-
enues came from a single product. The 
company had very strong concentra-
tion in customers and products. it was 

Plantronics, a company in which you 
played a key role. What do you take 
from your experiences with that com-
pany to your management of Axesstel? 
AFT: in many ways, Axesstel is a com-
pany that is still very young. it is a public 
company with a USD$37 million mar-
ket cap. What i saw was the opportunity 
to take a company that was undervalued 
and create real value by using experi-
ences i’ve learned in bigger companies 
and helping the company come up the 
maturity curve in terms of its thought 
processes around selling, products, op-
erations, and manufacturing. how do 
we create more repeatable models on 
the sales side as well as the operations 
side that will allow us to be efficient 
in the way we grow the business? And 
then recruiting new teams that have ex-
perience in bigger companies who will 

be able to take this company and move 
it into the kinds of market caps that 
justify the public market standing.
WSR: In closing, what are some of the 
other reasons that the company is a 
particularly attractive proposition for 
an investor?  
AFT: The real key item is that this is 
a company in transformation. it is 
an opportunity to get into a business 
that has a very substantial base, that 
provides a way of funding, a transfor-
mation into the data products arena. 
And that the opportunity in providing 
broadband data terminals and gate-
ways for the next generation of tech-
nologies that will be coming on in the 
next 6 to 12 years, providing strong 
opportunities for ground-floor compa-
nies like Axesstel, and we believe that 
we will enjoy the opportunity to grow 
with those kinds of markets.             •

“We have diversified both customers and products. We have 
over 30 products. We are in 30 countries around the world 
with over 40 operators. While india is an important part of 
our revenue stream, latin America has emerged as being a 
significant part of our mix.”
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WSR: Bring us up to speed on the com-
pany’s products and solutions.
IRI: The Company has an 18-year history 
of selling management and monitoring 
tools to some of the largest corporations 
in the world; the Fortune 1000 has been 
our traditional market. in 2000 we moved 
into offering a monitoring and manage-
ment tool for the emerging Voice-over-ip 
market. More recently we have seen this 
market really take off, and believe this 
represents an exciting growth opportunity 
for the company.
WSR: Expand on these target 
markets and give us a better 
feel for market share.
IRI: in our traditional mar-
ket, we lead the sector when it 
comes to managing proprietary 
critical services that typically 
run the largest banks’, large-
switch ATM networks, stock exchanges, 
and emergency 911 systems around the 
world. We have a good legacy understand-
ing of the most critical business system en-
vironments. The Voice-over-ip market is 
now rapidly emerging although it is not yet 
mature. We see many enterprises wanting 
to adopt carrier-class ip telephony across 
their global organizations; these are not 

consumer type Voip implementations. 
They are large companies like JpMor-
gan Chase, British Airways and Boeing 
looking to manage their own telephony 
environments across their existing data 
network. Additionally, there are telecom-
munications providers and system inte-
grators such as Orange Business Services, 
iBM Global Services, T-Systems and Bell-

South who are providing ip telephony for 
their largest clients. it is very cost-efficient 
for them and helps them add a whole new 
range of application services they could 
not previously offer.
WSR: Talk about the key drivers in place, 
and what major trends are affecting your 
core business. Also, tell us how Integrat-
ed Research is favorably positioned in 
that regard.
IRI: Alongside our emerging opportunity 
in the ip telephony arena, and as part of 
our core business we have a large base of 
customers and specific, entrenched solu-
tions supporting credit card and ATM 
transactions. if you believe as an investor 
that there are going to be more credit card 
transactions, more debit card transac-
tions, more internet-related transactions, 
people buying things across the Web, then 
each of these domains represent growth 
drivers for the large part of our core busi-
ness. As a consequence of these increasing 
networked and online transaction mar-
kets, our customers need to buy more ca-
pacity; when they buy more capacity, they 
buy more licenses for our prOGNOSiS 
brand products. Over many years, these 
factors have driven and continued to grow 
our core business at a steady rate. how-
ever our growth market, the emergence of 

enterprise Voice-over-ip, is just a matter 
of when it happens, not if it will happen. 
Many enterprises today are either trialing 
or slowly phasing in large deployments. 
As a company we price our products by 
the number of end points organizations 
deploy, so as they expand these phased ip 
telephony deployments, we will gain more 
license fees as part of that expansion.

Dial up this VOip play
integrated research developed prOGNOSiS software and has 

an 18-year heritage of providing performance monitoring and 

management solutions for business-critical computing and ip te-

lephony environments. Customers include 35% of all Fortune 1000 

companies including the world’s largest bank, telecommunications 

company, stock exchange, computer hardware manufacturer and in-

ternet service provider. The company services customers in more 

than 50 countries through direct sales offices in the USA, Europe 

and Australia, and via a global channel-driven distribution network.

Integrated Research has added VoIP monitoring and management 

software solutions to its existing software business. CEO Keith An-

drews tells us why his company is poised to capture the growth oppor-

tunities VoIP presents. (Interview of September 19, 2006). 

“if you believe as an investor that there are going to be more 
credit card transactions, more debit card transactions, more 
internet-related transactions, people buying things across the 
Web, then each of these domains represent growth driver.”

        CEO INTERVIEWINTEGRATED RESEARCH LTD.  •  ASx / IR
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to somehow acquire that capability. We 
wouldn’t rule it out, but it has not tradi-
tionally been the focus of the company to 
grow through M&A.
WSR: Tell us about the present Board 
and senior-level executive team.
iri: The Board has a strong mix of good 
governance and technology skills, as well 
as people who are very familiar with 
building global businesses. The Austra-
lian Stock Exchange and good governance 
practices are very much aligned with what 
the SEC requires. We have a good gover-
nance practice and a lot of transparency 
in the way we operate. At a management 

level, we are an Australian company doing 
97% of our business offshore. By default, 
the people who run our international busi-
nesses are very strong local people. The 
president of the U.S. business and head 
of our U.k and European operations are 
both strong seasoned executives. We have 
a German national running our German 
office. So our strategy is to employ local 
people to represent the company, so we 
look like a local office to our customers. 
Beyond the regional operations we have 
a very experienced management team 
across all facets of the company.
WSR: Does the investment community 

WSR: Does the company have the infra-
structure in place to handle this addi-
tional growth in demand?
IRI: We are investing significantly in add-
ing new people to build and sell our prod-
uct. We are also focusing on partnering 
with companies who will help take our 
product to market. however, unlike an 
iT services company we do not need to 
add significant new headcount to grow the 
business exponentially. We are not a start 
up. Our product suites exist and have been 
developed and successfully deployed at 
significant customer sites over many years. 
Some of the markets are just catching up 
now! Our products leverage our ex-
isting core architecture and we are 
continually adding functionality 
to an existing product rather than 
developing a lot of new products. 
So to answer your question, can 
we scale? The answer is yes. Even 
though we are Australian-based, 
we have significant operations 
around the world, large operations here in 
the U.S. in Denver and Washington, and 
our European headquarters located in the 
U.k. with a German branch office.
WSR: In addition to these strategic part-
nerships and alliances, will the company 
look to M&A activities as a catalyst to-
wards that continued growth?
iri: We have not traditionally grown 
through M&A. We’ve typically developed 
our own products and grown organically. 
We will look at M&A if there was some-
thing that could complement our existing 
technology, where the build-versus-buy 
argument was pretty compelling for us 

understand this company and the direc-
tion it’s going in?
IRI: We probably don’t get as much cov-
erage being an Australian company as 
we would if we were listed in the U.S. 
This actually represents an opportunity 
for some people to look at us, bench-
mark us against companies on NASDAQ 
or other overseas exchanges. The price/
earnings ratio we are trading at is sig-
nificantly lower than a lot of our peers, 
even though our earnings performance is 
generally much stronger. We represent a 
significant opportunity to investors.
WSR: In closing, why should investors 

consider Integrated Research as a long-
term investment opportunity?
IRI: First of all, we are stable and have 
strong recurring revenues. We’ve been 
around 18 years, and 50% of our revenue 
is derived each year through mainte-
nance contracts. With this we generate 
a lot of cash, and have no debt. These 
long-term fees are the first key part. in 
addition, we have significant upside both 
in our core, matured business, which is 
supporting the growth of online and 
credit card transactions and also our 
emerging high-growth, Voip business 
opportunity. For the first time this new 
business will start to offer the company 
significant growth; it may not be this 
year, it may not even be next year, but 
will in the next few years. We are cur-
rently regarded by industry analysts as 
the market leader in the enterprise Voip 
management arena and aim to retain this 
position. So in summary, we are a sta-
ble, reliable company with a significant 
growth opportunity, and a strong his-
tory of succeeding with the Global 1000 
companies. We are attractive from that 
perspective, and we are also attractive if 
you benchmark us against peers who are 
listed on international exchanges.      •

“We are stable and have strong recurring revenues. 
We’ve been around 18 years, and 50% of our revenue 
is derived each year through maintenance contracts. 
With this we generate a lot of cash, and have no debt. 
These long-term fees are the first key part.”

sUmmarY

Integrated Research (ASX: IRI) is on the cusp of capturing growth from a 2000 deci-
sion to expand its portfolio of performance monitoring and management solutions 

to target the VoIP market. Operations are scalable and global in scope. Core client 
base is the Fortune 1000; as these organizations deploy VoIP, the company’s prod-
ucts help them maintain carrier-class environments. Management believes demand 
for VoIP management tools will take off in the next few years and believes that its 
current leadership in the enterprise space will continue. The rise of online retail is 
driving steady growth for the company’s electronic payment support solutions. Half 
of all revenue is from long-term maintenance contracts. Debt is nonexistent and cash 
flow is substantial.

www.prognosis.com      Phone: +61-2-9966-1066
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WSR: Bring us up to speed on the compa-
ny’s services, solutions and operations.
MMZ: in the past year, the company has 
worked predominantly in northern Asia, 
in an advertising marketplace where we 
have engaged publishers for our distribu-
tion; we have engaged ad-
vertising providers to give 
us listing advertising, and we 
distribute those. Using our 
technology for targeting, we 
have taken revenue share on 
that and have seen success in 
China. We have 100 publish-
ers with two billion page views a month, 
and distribution taking ads from a number 
of the large ad providers, which indicates 
the type of business we are doing here.
WSR: Expand on your target markets 
and market share for us. 
MMZ: Our target markets are involving 
marketplaces in terms of advertising on-
line. We target countries such as China, 
where they are coming into online adver-
tising in a rapid way in terms of page views 
and also in terms of value of the advertis-
ing itself. india is another example of a 
country we target. The reason we do that 

is with our technology, the whole dynamic 
in the process of targeting advertising, the 
scale of something we address and there-
fore, when you get large volumes of adver-
tising and large volumes on the publishers, 
we can dynamically target the advertising 

through those various publishing titles.
WSR: Talk about the key drivers in 
place; also, tell us what major trends you 
see affecting your core business and how 
Mooter Media is favorably positioned.
MMZ: The major issue is that China is a 
huge growth market. its online advertis-
ing has doubled over the last year and is 
forecast to continue to grow at that rate. 
On the other hand, they are still behind 
the West in terms of sophistication. We’ve 
been able to come in and offer publishers 
that don’t have much monetization of their 
site a way to quickly monetize their sites 

by using our targeted advertising; once in 
there, we can then offer more services. We 
are now planning the next generation of 
our products to move up from paid listings 
to display advertising, and we are moving 
from “CpC” cost-per-click type revenue 
models up to “CpM” cost per 1,000, which 
is more prevalent in the West. We are mi-
grating these publishers and customers to 
these better methods of advertising and of 
course, by providing the service, which we 
do as a web service, we “clip the ticket” on 
the way through. We will grow the com-
pany at a rate similar to that of the adver-
tising industry in these growth markets. 
We’ve chosen that route rather than try 
to compete on a crowded space in Amer-
ica and other markets, and we have made 
good inroads.

WSR: How important are strategic part-
nerships, alliances, or M&A activities 
for this company moving forward?
MMZ: We are always open to opportu-
nities. We have a number of strategic alli-
ances in China. At present, we are dealing 
with five of the top eight ad providers. We 
are also looking at strategic alliances with 
an unnamed American supplier of technol-
ogy for ad serving campaign management 
and so on and are introducing that into 
this market. We are aware that we have 
a very large distribution and established 
operations in China. it’s difficult to set up 

Mooter Media is bringing cutting-edge online ad distribution to China’s 
huge markets. CEO John F. Diddams (left) tells us how his company’s 
network is already serving 2 billion page views a month. Dr. Matthew 
J. McDougall, Executive Director and COO, joined the interview of No-
vember 9, 2006. 

Mooter Media has developed a platform for both the online 

publishers and advertising aggregators that can predict, per-

sonalize and deliver relevant advertisements to online pub-

lisher content pages. The company is wholly focused on providing adver-

tising targeting technologies to the global online advertising market.

Down under wonder 
A fledgling Australian company looks to China’s 
booming online market for growth, and grabbing 
onto the ‘long tail.’ 

“When you are investing in a market like China, you are not nec-
essarily looking for a quick buck. What you are looking for is buy-
ing distribution, which is a bit of a land grab.”

MOOTER MEDIA  •   ASx / MMZ
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MMZ: i don’t think they do in Aus-
tralia because we are a little peroquial 
down there. Australia is a small mar-
ket. We only have 20 million people, 14 
million internet users, and relatively 
small online marketing. it’s all high-
value, low-volume. What the invest-
ment community can’t get their head 
around is the size of the numbers in 
a market like China. By comparison, 
China has only 8% internet penetra-
tion, but that translates to 130 million 
internet users. if i told you there were 
200 million children at school learn-

ing how to use computers and compare 
that with our total Australian popula-
tion 20 million, you would understand. 
All the internet users in China are 
educated because you need to be to be 
able to operate a Western keyboard to 
be able to create Chinese characters. 
They are all high-value and relatively 
young. From my marketing studies, 
that’s the very market most advertisers 
want to get to. i don’t think the local 
investment community understands. 
The other thing we suffer from is, as 
a public company, we have to put out 
quarterly reports on cash and half-
yearly reports on earnings and so on. 
When you are investing in a market like 

operations and companies in China. We 
already have that; what we are now look-
ing for is to say, “what other products and 
services are available in the west and are 
commonplace on the internet in the west 
that aren’t here yet in China or india or 
the developing markets, and we can easily 
either license or joint venture or acquire 
rights to those technologies and bring 
them into these emerging markets?”
WSR: Tell us about the present Board 
and management team.
MMZ: Both Matt McDougall and my-
self are on the Board. Dr. McDougall has 
a ph.D. in Mathematics and 
also speaks Mandarin. he 
is in charge of our Chinese 
operations. i come from an 
investment banking back-
ground. Our Chairman came 
from a very large venture 
capital firm that put the origi-
nal seed capital in. One of 
our other directors is Jack Matthews, the 
newly-appointed head of Fairfax Digital, 
the online subsidiary of Fairfax Media. 
Fairfax Media owns 20% of our company, 
and they are one of the largest, if not the 
largest, media companies in Australia. 
Their offline properties include The Syd-
ney Morning Herald, and The Australian 
Financial Review, which is the premier fi-
nancial paper in Australia. They own all 
those mastheads and have a significant 
online presence. Jack Matthews is the Di-
rector of our company and has given us a 
lot of assistance.
WSR: Does the investment community 
understand this company and the direc-
tion it’s going in?

China, you are not necessarily looking 
for a quick buck. What you are looking 
for is buying distribution which is a bit 
of a “land grab”. You want to get your 
distribution the best way you can. The 
best way we get distribution is by not 
trying to get revenue out of our cus-
tomers upfront, but by saying to them; 
“take it for nothing, try it out, if it 
works, then we’ll go forward with it, if 
it doesn’t, then you can walk away with 
no cost to you at all”, and so far no one 
has walked away, and everybody is us-
ing it. For us, it’s a much longer tail, 

it’s a short-term investment where we 
are prepared to forgo revenues be-
cause we can see that the value will 
increase rapidly when we start pushing 
new products and services through the 
extensive distribution we’ve gained.
WSR: In closing, why should investors 
consider Mooter Media as a long-term 
investment opportunity?
MMZ : They should look at us as a long-
term rather than a short-term, because in 
the short-term, there is not enough stock 
to do so; we don’t believe it’s a trading 
stock. it’s a long-term stock because we 
have got our own proprietary technology 
and access to other excellent technolo-
gies already operating in the West. We 
have already established business, oper-
ations, and distribution in China. We are 
in one of the largest growth industries 
being the online advertising industry. 
investors are aware of how much is go-
ing online at the expense of newspapers, 
for example, and how much advertising 
is coming away from TV and going to 
online, and how much conversions there 
are in online, mobile, and other media. 
We are in one of the largest growth in-
dustries, and we are operating in one 
of the largest growth markets (China, 
Asia, india). it is a long-term play. •

sUmmarY

Mooter Media (ASX: MMZ) is applying online advertising technology on a massive 
scale in Asia. Focus markets include China and India; China in particular is char-

acterized as a “huge” growth opportunity as online ads are doubling on an annual ba-
sis. The company has built a distribution network of 100 content publishers serving 2 
billion page views per month. Strategy to woo publishers on a free trial basis has been 
universally successful so far. Five of China’s biggest ad providers are working with the 
company. Platform is rapidly evolving from per-click to more sophisticated CPM mod-
els. The company has deep backing from established Australian media interests and 
is actively seeking additional technology partners. Goal is to pursue “the long tail.” 

www.mootermedia.com        Phone: +61-2-9325-5900

“For us it’s a much longer tail, it’s a short-term investment 
where we are prepared to forgo revenues because we can see 
that the value will increase when we start pushing products and 
services through the extensive distribution we’ve gained.”

MOOTER MEDIA •  ASx / MMZ
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WSR: How large is the market you are 
addressing? Please elaborate on the po-
tential growth. 
PTSC:  The market we are addressing 
can be looked at in terms of the value of 
the products marketed by the companies 
that we address as well as the number of 
companies in our markets as candidates as 
well. The market itself is estimated at be-
ing over USD$200 billion a 
year in terms of the products 
marketed by the companies 
we target as licensing candi-
dates; on the other hand, we 
also look at the number of 
companies licensing candi-
dates, and currently over 300 
companies have been notified 
that they are candidates for licensing of 
our portfolio. There are several hundred 
more that are on the list that could be con-
tacted within the coming year. 
WSR: You recently authored a letter to 
shareholders where you mentioned the 
company’s dramatic transition. Tell us 
about the valuable intellectual property 
that you currently hold. 
PTSC:  This has been an exciting year for 
what is an exciting company. This intel-

lectual property is a patent portfolio, con-
sisting of ten patents originally applied for 
in 1988 and granted in 1998. That means 
that the patents’ life extend through the 
year 2015, and these patents cover the 
fundamental design architecture for most 
of the microprocessors used around the 
world.
WSR: How would we compare and con-

trast Patriot Scientific and its offer-
ing to others in the field, and what are 
the unique characteristics that give you 
competitive advantages in this market 
space?
PTSC:   The unique characteristics are 
that our microprocessor design covers a 
fundamental architecture, including a 
high-speed clocking system, a multiple 
instruction fetching system, and other 
characteristics that are technical. All of 

this translates to architecture fundamen-
tal in microprocessor design, which many 
companies around the world already use. 
This microprocessor technology touches 
the lives of everyone who is a consumer, 
who has consumer electronic products, 
in addition to commercial application. 
For example, when someone who starts 
up their luxury automobile, there may 

be 150 microprocessors activated in that 
action. When someone uses their micro-
wave, their dishwasher, the set-top box on 
their television set, medical devices, or 
any of the countless other things that use 
microprocessors affecting our lives in so 
many ways, they don’t stop to think about 
or realize it as they go through their daily 
lives.
WSR: What are some of the drivers in 
this market space as well as some of the 

intellectual property play 
that pays dividends
patriot Scientific has emerged as an effective and dynamic intel-

lectual property licensing Company, developing and marketing 

innovative and proprietary semiconductor technologies. The 

company’s portfolio of proprietary designs encompasses fundamental 

microprocessor technology, as well as pending patents designed to pro-

tect patriot’s proprietary technology.

Patriot Scientific owns critical microprocessor patents that compa-

nies like Intel and AMD have licensed. CEO David Pohl tells us how 

his IP portfolio is already paying shareholder dividends. (Interview of 

September 29, 2006).

“We operate as a lean company that can be nimble in adapt-
ing to business needs as we go forward, and we are positioning 
ourselves so that we accumulate cash and the revenues that 
flow from the licensing program…”

PATRIOT SCIENTIF IC CORP.  •  OTCBB / PTSC
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sUmmarY

Patriot Scientific (OTCBB: PTSC) has amassed a significant portfolio of intellectual 
property relevant to the semiconductor industry. The company’s 10 patents cover 

various aspects of fundamental microprocessor design architecture, including high-
speed clocking and multiple instruction fetching capabilities; management notes that 
the IP is already in use at several manufacturers and incorporated into “most of the 
microprocessors used around the world.” Licensors include AMD, Intel and nine other 
tech bellwethers. Current potential licensor pool includes around 300 companies. 
Patent expiry is not until 2015. Additional acquisitions are possible as the company 
works to multiply its revenue streams. The company has paid a dividend and future 
payouts are on the table. Increasing prevalence of microprocessor-enabled devices 
is seen driving growth.

www.ptsc.com          Phone: 760-547-2700

trends shaping the way in which you 
position this company and its technolo-
gies?
PTSC:   patriot is a unique company from 
the standpoint that its technology goes 
back to when it was first acquired in 1994. 
The company spent millions of dollars in 
research and development and market-
ing its own version of a chip before they 
decided, in 2005, to focus on licensing its 
portfolio. We formed a joint venture and 
set out to approach the marketplace in a 
fashion that we thought was the most pru-
dent way to represent the interests of our 
shareholders and to capitalize on the val-
ue of this portfolio. in doing so, we have 
been able to point proudly to the fact that 
we have some 11 marquee-name compa-
nies who are in the industry, have recog-
nized the value of this portfolio, 
and have also acquired licenses. 
That started with companies like 
intel and AMD, moved on through 
companies like hp and Fujitsu, 
Casio, Sony, Seiko-Epson, pen-
tax, Olympus, and most recently 
kenwood. That indicates that this 
market is highly aware of the value 
of microprocessors and our partic-
ular microprocessor technology. We look 
for this to increase as the use of micropro-
cessors and the current trends to couple 
microprocessors in an array increases. 
Our electronic society is becoming more 
and more dependent on microprocessors; 
that is what drives our company and our 
focus to license other companies to use 

this valuable technology.
WSR: How have you positioned the com-
pany to capitalize on these trends, and 
what are the some of the key goals and 
strategies that you are focused on to en-
sure that success?
PTSC:   We have positioned the company 
through our very effective joint venture 
formed in June 2005, which resulted in 
our licensing program, which has proven 
to be a very valuable strategy for the ben-
efit of both the company and its share-
holders. We find this to be an effective 
way to position the company in terms of 
deriving the revenue that has been gen-
erating cash. We operate as a lean com-
pany that can be nimble in adapting to 
business needs as we go forward, and we 
are positioning ourselves so that as we ac-

cumulate cash and the revenues that flow 
from this licensing program, we can then 
look at various alternatives including pay-
ing dividends and also using that cash for 
joint ventures or opportunities to acquire 
other companies. That is our strategy at 
present — to look at creating additional 
revenue streams and acquiring other 

“This intellectual property is a patent portfolio, con-
sisting of ten patents originally applied for in 1988 and 
granted in 1998. . . These patents cover the fundamen-
tal design architecture for most of the microprocessors 
used around the world.”

technology that will be compatible with 
that that we already have.
WSR: From an investment standpoint, 
you have completed a dramatic transi-
tion. As far as the investment community 
is concerned, is the company well under-
stood at this stage of development, and if 
there are any misnomers or misconcep-
tions, how would you address them?
PTSC:  One of the challenges for a com-
pany like patriot that has been around for 
a few years is to distinguish itself from 
the pack of micro-cap companies. When 
you are a company trading with stocks 
currently in the range below USD$0.80 
per share and a market cap of USD$300, 
there are a lot of investors that overlook 
companies like patriot. part of what we 
are doing is working with a new and pow-

erful public relations agency to get our 
message out, having conversations with 
various media organizations to spread the 
message, and to create the sense of con-
sistency investors look for in dealing with 
a micro-cap stock.
WSR: What are the best reasons for a 
prospective shareholder to invest in Pa-
triot Scientific in 2006 and beyond?
PTSC:  We can point to the company’s 
history and the fact that within the past 
year after having formed this valuable 
joint venture that the company’s shares, 
a little over a year ago were trading in the 
range of USD$0.15 or USD$0.16. in the 
spring of this year, we briefly got up to 
over USD$2 a share, and we paid some 
dividends, which clearly distinguished 
us in the field of micro-cap companies. 
What we are doing is accumulating cash 
in a way that clearly sets a course dem-
onstrating that investors can look at this 
company as having tremendous poten-
tial for growth and revenue that would 
make it a good long-term investment.    •

PATRIOT SCIENTIF IC CORP.  •  OTCBB / PTSC
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constitute about 70% of our Canadian 
sales and 30% of our Chinese sales. Our 
primary market is in the industrial con-
nection devices field, which according to 
a 2004 study done by Bishop research, 
a prominent research organization, 
the current existing market has up to 
USD$33 billion annually.
WSR: How important are strategic part-
nerships and alliances for JITE moving 
forward?
JITE  We have been very successful in 
reigning in our top-tier customers; along 
the way, we have begun strategic alli-
ances with certain companies. We are 
presently in discussions with several un-

named companies at this stage, and we 
are confident that we will grow in three 
areas — one, the internal growth in the 
industry; second, the joint venture with 
our non-Chinese company; and finally, 
mergers/acquisitions in and out of Chi-
na. Strategic alliances will be on both 
the joint venture and merger/acquisition 
sides. We believe we have both a good 
business model and operational exper-
tise in China. We have good global oper-
ational capability as well. We are confi-
dent that the business will grow rapidly; 
we have demonstrated over 30% growth 

Jite Connections recently went IPO after 11 years as a profitable private company that designs 
and manufactures electronic and electrical connection devices for security, industrial control, 
automation, telecommunication, and power supply industries. JITE carries out research and 
manufacturing in Shenzhen, China.  CEO Charles Qin talks about his plans to build a world-
class manufacturing operation in this August 8, 2006 interview. 

JiTE designs and manufactures electronic and electrical connec-

tion devices for security, industrial control, automation, telecom-

munication, and power supply industries. JiTE is head quartered 

in Toronto, Canada and carries out research and manufacturing opera-

tions in Shenzhen China at its 80,000 sq. ft, iSO 9001 certified facility.

The right connections

“Our customers include a number of Fortune 500 compa-
nies such as GE, Tyco, Emerson, Siemens and panasonic; 
these companies constitute about 70% of our Canada Sales 
and 30% of our China Sales. Our primary market is in the 
industrial connection devices field.”

WSR: Tell us about the recent amalga-
mation and what it means for JITE go-
ing forward.
JITE My partner Jimmy and i started 
as a private company 11 years ago. Both 
of us were educated in China with an 
engineering background and a business 
background. in our 11-year history, we 
have always been profitable. in 2005, 
we were informed that JiTE was 
qualified for listing in the TSX. We 
acknowledged that once we went 
public, many advantages and op-
portunities would come to us. This 
is why we had a reverse takeover, to 
set us up on a platform for rapid fu-
ture growth. 

WSR: Bring us up to speed on the com-
pany’s products and operations.
JITE  We are headquartered in Toronto, 
Canada, with manufacturing facilities in 
Shenzhen, China. JiTE employs over 
1,300 people in China. Our customers 
include a number of Fortune 500 com-
panies such as GE, Tyco, Emerson, Sie-
mens and panasonic; these companies 

sUmmarY

Jite Connectors (TSX-V: JTI) designs and manufactures electrical connection de-
vices for a wide range of applications. Headquartered in Toronto, the company 

does its manufacturing in China’s Shenzhen industrial hub. Fortune 500 companies 
comprise most of North American sales and a substantial proportion of revenue in 
Asia. Founders received business and engineering training in China and Canada and 
cite their bicultural background as crucial to their success. Strategy encompasses 
organic expansion as well as M&A (both in China and elsewhere) and strategic part-
nerships; several relationship discussions are on the table. Annual growth exceeds 
30% and the company has “always” been profitable over its decade-long history. Goal 
is to become a truly world-class manufacturer over the next 20 years.

www.jite.com        Phone: 905-731-0380

J ITE CONNECTORS INC.  •  TSx-V / JT I
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ment our plans and deliver results.
WSR: Why should investors consider 
JITE Technologies as a long-term in-
vestment opportunity?
JITE  We are a very strong, unique com-
pany with 11 years operating history. 
Our products are very competitive in 
the market. We have strong operational 
expertise as well as a global dual cul-

year-to-year. in the future, we expect 
this growth to continue. 
WSR: What is unique about JITE Tech-
nologies?
JITE We are strong in both engineering 
and operational expertise. My partner 
and my dual background made JiTE’s 
operation model possible. We accom-
modated North American’s operation 
and management experience into our 
Chinese operation system 
with customization under 
Chinese environment. Now 
days, worldwide companies 
know that there are more ad-
vantages of doing business 
with China. We are so in this 
competitive position and we 
are confidant JiTE will fully 
utilize its unique advantages to take any 
opportunities, which will bring JiTE’s 
operation globally. 
WSR: Tell us about the present Board 
and management team. 
JITE  My background as Chairman and 
CEO includes mechanical engineering 
as well as an MBA from Queen’s Uni-
versity in Canada. My partner comes 
from an automation engineering back-
ground and has an MBA from huadong 
University of Science and Technology. 
Our CFO is a Canadian CA with very 
high credentials. Our Board has four in-
dependent directors besides my partner 
and me, all located in Canada. Three of 
them are CAs (Chartered Accountants). 
All our Board members come from 
highly qualified business backgrounds 
— one is a CFO of QuStream, a TSX-
listed company. 
WSR: Does the investment community 
fully understand the direction this com-
pany is going in?
JITE  We have plans, we believe we 
are going forward, and we are looking 
forward to tremendous growth ahead. 
We’ve been operating as a private com-
pany profitably for 11 years; the last 
year-and-a-half has been a time for us 
to operate in the business in addition to 
getting our company listed. Now that we 
are listed and able to reach more media 
outlets and opportunities certainly, we 
are on track to move ahead to imple-

tural and very competent management. 
Our goal is to become a major force in 
the next 20 years as a world-class com-
pany. We strongly believe that we have 
a long way to grow from here, and we 
are a company built on operations and 
on delivering the results. As an inves-
tor, getting involved earlier will defi-
nitely be beneficial in the long run.      •

“We accommodated North American’s operation and man-
agement experience into our Chinese operation system with 
customization under Chinese environment. Nowadays, world-
wide companies know that there are more advantages of do-
ing business with China.” 

J ITE CONNECTORS INC.  •  TSx-V / JT I
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WSR: Tell us where  currently stands 
with the Tioga Downs Property. 
TPWR: We got through the development 
stage at Tioga, finished the architectural 
joints, engineering, hired a job contractor, 
and began moving the project forward. At 
that time, our anticipated cost for the con-
struction of the project was $23 million. 
We broke ground in late July 2005, and 
we formed a partnership with two new 
partners, the first being Ne-
vada Gold. We were also chal-
lenged at Vernon Downs by a 
company called Oneida En-
tertainment, which is backed 
by plainfield Asset Manage-
ment, a hedge fund out of 
Greenidge, Connecticut. Our 
strategy had been to pair those 
two properties together to get 
some synergies and operating 
efficiencies on the marketing 
side. We ended up with a four-
way joint venture, Nevada 
Gold, Southern Tier Acquisi-
tions (Jeff Gural’s company), 
the Chairman of Newmark 
realty in New York, Track-
power and Oneida Entertain-
ment was again backed by 
plainfield Asset Management. 
We have a diverse group, one 
group primarily focused on 
racing, one group primarily 
focused on gaming, and one 
group primarily focused on 

the financial side. We formed American 
racing to encompass both Vernon Downs 
and Tioga. Since July 2005, we have spent 
a lot of time developing the concept and 
the theme, and we are currently 95% com-
plete with the construction and looking 
to open racing on June 9, or 30 days away. 
The project is on schedule and on budget. 
Again, the cost of construction is coming 
in at about $23.8 million. Our total financ-

ing that was required for this was about 
$88 million to complete both projects. 
On May 1, we took possession of Vernon 
Downs, the second phase of that group of 
projects. Since then, we have been very 
busy with our redevelopment plans. We 
have applied for all the appropriate li-
censes, and in the meantime, have gotten 
our temporary conditional license to op-
erate Tioga Downs. We are going to start 
racing on June 9, and we look to open the 
VlTs about two weeks later. 
in terms of Vernon Downs, the bank-
ruptcy took a lot longer that we antici-
pated; therefore, we are getting a little bit 
of a later start. We are hoping to obtain a 
temporary license for racing by the end of 
this week. We are looking to open racing 
in the early part of July and the VlTs by 
the first week of August. 
WSR: In other words, by forming a part-
nership with another company, the com-
pany is reducing its overall risk? 

U.S. racetracks are finding they can’t survive without alternative revenue sources. Track-
power, Inc. is filling that need with interests in projects like Tioga Downs in upstate New 
York, a planned harness racetrack, gaming and entertainment center. CEO Edward M. Tracy 
discusses the synergies created by coupling video gaming with horse racing in this May 
16, 2006 interview.  

Trackpower is currently focused on developing regional race-

tracks and gaming projects. Tioga Downs is a re-development 

project near Binghamton, New York, that will include (pend-

ing licensing approvals) a 5/8ths mile harness track and gaming and 

entertainment center.

Backing the right horse

“We got through the development stage at Tioga, fin-
ished the architectural joints, engineering, hired a job 
contractor, and began moving the project forward. At 
that time, our anticipated cost for the construction of 
the project was $23 million.”

TRACKPOWER INC.  •   OTCBB / TPWR
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vantage of these trends?
TPWR:  The first big trend is that, with-
out receiving subsidies from the gaming 
industry, horse racing is doomed to fail 
in every state. The second big trend we 

TPWR:  Our partner, who is providing 
some of the debt financing, was required 
to put in equity dollars. We are all equity 
partners on one level and are able to fill 
out the company’s financing needs. We 
dramatically reduced our risk profile. 
There was a corresponding reduction 
in the percentage points that we own. 
We are very pleased with the outcome, 
and it is going to give us the opportunity 
once these projects are completed and 
are cash flowing to go on and do 
other projects.
WSR: What will TrackPower be 
looking at in terms of adding to 
its portfolio for the future? 
TPWR: part of our strategy 
from the very beginning was to 
buy undervalued assets. By going 
through the bankruptcy, though 
it was a tedious process, we were 
able to get a tremendous amount of value 
for our shareholders. That strategy will 
continue to work for us, even with going 
into more established gaming markets 
and looking for undervalued assets that 
can be improved. We will continue to 
seek out joint ventures and partnerships 
that add to our ability to expand the 
portfolio base, with the goal of growing 
into a mid-cap gaming company within 
the next four to five years and then a 
large-cap gaming company beyond that.
WSR: What are some of the key trends 
developing in the industry in terms of 
gaming and racetrack development and 
how does Trackpower plan to take ad-

can capitalize on is the continuing con-
solidation in the gaming business. There 
will be a lot of focus on the big gaming 
companies acquiring some of the mid-
size and smaller gaming companies. 
That creates opportunities for us to go 
out and do acquisitions. Those are the 
two biggest forces in the marketplace 
that affect a company like Trackpower. 
We are looking at some kind of stepping 
stone growth going forward.

WSR: What is unique about Track-
Power? What gives the company 
a competitive advantage in this  
market?
TPWR:  Trackpower was a company 
that did not have a business for the pre-
vious five years, which has brought forth 
opportunities to define its platform and 
growth steps going forward.
WSR: Does the investment community 
understand the potential that Track-
Power has to offer?
TPWR: We are off the radar screen of 
the big institutions for a number of rea-
sons. First, they don’t spend a lot of time 
looking at stocks that are trading in a 
range that we are trading, nor at the size 
of projects that we do until they become 
real. 
WSR: In summary, why should a po-
tential investor be interested in Track-
Power?
TPWR:  i believe the past 12 months 
are a good indicator of where we are 
going. We have established a direc-
tion, we have gone in that direction, 
we have proven our ability to design 
and develop these kinds of projects, 
to get legislation passed favorable to 
our bottom line, to attract the kind of 
partners that give us stability and a 
stronger balance sheet and the abil-
ity to go and finance these projects. •

“part of our strategy from the very beginning was to buy 
undervalued assets. By going through the bankruptcy, 
though it was a tedious process, we were able to get a 
tremendous amount of value for our shareholders. That 
strategy will continue to work for us.”

sUmmarY

TrackPower (OTCBB: TPWR) is redeveloping previously mothballed regional race-
tracks to incorporate a video gaming component. The company’s Tioga Downs 

track opened on schedule in June after $23.8 million in renovations and a second 
property (bought out of Chapter 11 bankruptcy protection) started racing again at the 
end of August. Both projects are owned through joint ventures, which reduces the 
company’s risk profile and development costs. Once cash flow emerges, additional 
projects are likely. Goal is to continue to add assets, eventually growing into a mid-cap 
gaming enterprise by 2010. Management notes that the prospect of consolidation in 
the industry creates M&A opportunities. Gaming is seen as crucial to the survival of 
horse racing throughout the nation.

www.trackpower.com        Phone: 905-773-1987 x226
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WSR: Let’s begin with what makes a 
company a good investment opportunity 
vis-a-vis the marketplace and your com-
pany as a public entity.
PRGF: The question really is: what does 
an investor want in terms of a return on 
investment, and what level of risk are 
they willing to accept? if you take a look 
at the basics, it’s a company that is built 
on sound business principles, well-de-
fined in terms of its growth plans, one 
with experienced management, finan-
cial strength, and a committed Board 
of Directors. it’s a good place to start 
to look at companies where the stock 
is undervalued, or what is considered 
the Warren Buffett model of investing.
WSR: Along those lines, why do you feel 
that Proginet would present a good in-
vestment opportunity?
PRGF: We think proginet is a great in-
vestment opportunity. We have report-

ed 12 consecutive quarters of revenue 
growth on a year-to-year comparison. We 
are profitable with a positive cash flow of 
more than USD$0.5 million per quarter 
with an EBiTDA of USD$0.75 million 
per quarter. We have no debt, and we have 
over USD$2.5 million cash in the bank. 
We have almost 500 customers in 23 coun-
tries around the world, many in the Glob-
al 2000. Finally, we have practical and 
affordable solutions for the huge security 
software market, expanding rapidly be-
cause of fear of identity theft and new pri-
vacy regulations. in a recent study done 
by the privacy rights Clearinghouse, a 
non-profit organization dedicated to pro-
tecting people from identity theft, over 93 
million individual records have been com-
promised due to poor data security since 
February 2005. Corporations need solu-
tions like ours to protect their data. We 
have less shares outstanding today than 

when we went public, and we have sub-
stantial stock appreciation opportunities. 
According to standard industry metrics, 
our stock price is half of what it might be 
compared to other players in the market.
WSR: In fact, with Proginet’s profitabil-
ity, revenues, attractive balance sheet, 
cash position and consecutive quarters 
of growth, it also achieved record prof-
itability and year-end revenues totaling 
just under USD$9 million. Given all 
these factors, the company trades at a 
significant discount. At this juncture, 
why is the company undervalued?
PRGF: There are a couple of reasons. 
Firstly, proginet has never really ad-
dressed the issue of investor relations. 
We’ve been focused primarily on the 
growth and development of our tech-
nology and the growth of our markets 
in terms of selling those products in a 
global market. We support the Global 
2000 customers, and they are customers 
with very high requirements in terms of 
the technology, which has to be state-of-
the-art. We’ve had to invest heavily in 
r&D for a longer period of time before 
we could get to the revenue growth and 
profitability stage. We’re there with re-
cord revenues and record profitability as 
of fiscal year-end July. Now it’s time to 
get the word out both in terms of an in-
vestor relations program and a marketing 
program, including direct shareholder 

        CEO INTERVIEW

What price peace of mind? 
proginet provides data security solutions to some of the world’s 

biggest enterprises. CEO kevin M. kelly tells us the secret 

of his company’s recent growth and why the forward-looking 

drivers indicate more of the same. (interview of September 19, 2006).

Proginet, a provider of enterprise security software and solutions, markets 
an affordable package of products to protect corporate data at rest and in 
motion. CEO Kevin Kelly, in this September 19, 2006 interview, explains why 
shares of his company are underpriced compared to competitors--and what 
he’s planning to do about it.  
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management and security of people, 
goods, money, and data. One of our cus-
tomers, a major financial data processor, 
uses our technology where they do over 
500,000 file transfers a quarter and pro-
cess over 4 billion financial transactions a 
year, using proginet’s technology to pro-
tect both the data in motion and at rest. 
Combining our CFi and our Securpass 
provide a pair of very powerful solutions 
for the post-Enron world and all its many 
regulatory requirements.
 WSR: Tell us about some of the value 

propositions that customers have in 
choosing to work with Proginet and 
what problems that the company’s prod-
ucts solve.
PRGF: The big problem is all about data 
security; to protect the data in motion, 
you have to protect the data at rest. With 
today’s new environments, you have to 
protect data transferred over the inter-
net, a public domain as compared to tra-
ditional internal networks. Then there is 

contact, market analyst reports, partici-
pation in outside industry and market 
events. We have an aggressive schedule 
already in place. lastly, if you take a look 
at the metrics mentioned in terms of in-
dustry standards, EBiTDA would be in 
the range of 13 to 22, proginet is current-
ly less than 5; revenue multiples typically 
would be in the 3.5 to 7 range, while at 
proginet it is less than 2. As investors rec-
ognize the strengths of proginet in terms 
of those fundamentals, financial strength, 
and our strong management team; we 
would expect that coupled with our 
projected growth in this coming year, 
our stock price would more reasonably 
reflect the company’s performance.
WSR: In terms of visibility in getting 
the story out there, tell us about your 
product offerings including applica-
tions and market potential. 
prGF: proginet offers two complimen-
tary products that solve the problem 
of information security for companies 
of all sizes. Our Securpass password 
protection software controls who can 
access information, and our CyberFu-
sion integration Suite protects the in-
formation during internal and external 
data transfers and while data is being 
stored. it secures data in motion and 
data at rest. Together, Securpass and 
CyberFusion make sure that the only 
people that can see data and transfer data 
are the ones authorized to do so. Our tar-
get market is the Global 2000, up to the 
Global 5000. Our products are differenti-
ated by their open standards architecture, 
their scalability, their reliability, control, 
and the absolute guaranteed security, re-
quirements of those enterprises. We see 
a paradigm shift in how enterprises must 
deal with global worldwide movement, 

the question of how to manage too many 
passwords or forgotten passwords. Our 
solutions enable companies to answer 
those fundamental questions — what 
data was sent to or received by your com-
pany, by whom and to whom? You have to 
answer the question yesterday, last week, 
and last month. in all of our surveys and 
talking with all of our potential custom-
ers, we’ve never found a single customer 
who can answer those questions satis-
factorily. What proginet’s technology 
does today and what we’re going to be 

developing in the future, are addition-
al capabilities that allow customers to 
secure their data no matter where it is 
and what form it’s in. We’ve had much 
success with the newest technology we 
introduced last year, our CyberFusion 
integration Suite. We have custom-
ers that use proginet’s technology to 
transfer car designs over the internet, 
they close out their stores worldwide, 
they allow their agents in the field to 
transfer data, access contracts, get pric-
ing schedules all using the internet. 
We have traditional enterprise-wide 
customers, major financial institutions 
that transfer all of their data corpo-
rate-wide, both internal and external, 
using proginet’s technology. We’re 
geared for enterprises who have an ab-

solute requirement for data security and 
have to make sure they know only autho-
rized individuals gain access to that data.
WSR: There are many applications for 
this technology. How does Proginet ex-
actly go about providing these solutions, 
what is unique about them and the com-
pany itself that give it a competitive edge 
in the marketplace?
PRGF: proginet has been around for over 
20 years. Our background is the main-

“Our target market is the 
Global 2000, up to the 
Global 5000. Our prod-
ucts are differentiated 
by their open standards 
architecture, their scal-
ability, their reliability,  
control, and the abso-
lute guaranteed security, 
requirements of those  
enterprises.”

PROGINET CORPORATION •  OTCBB / PRGF
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to grow in excess of 12% a year, the fast-
est-growing component of the software in-
dustry. The market is continually expand-
ing as companies are required to comply 
with all the regulations with Sarbanes-
Oxley, Gramm-leach-Bliley, hippA leg-
islation which affects healthcare, and the 
beauty of proginet’s technology is that 
we service all vertical markets. We can 
support these organizations and satisfy 
the requirements of all these regulations.
WSR: What are some of the major trends 
you see developing in this space that have 

an effect on your core business?
PRGF: There are several major drivers; 
the Web is one. it is becoming more and 
more of a business network because of its 
cost effectiveness. We have to make sure 
we provide the technologies to the mar-
ket that secures data on the Web in the 
same terms we secure internal process-
ing. Global business expansion is some-
thing that not only affects proginet, but 
every company that exists today. You 

have to worry about how you keep track 
of people, money, goods, data, and all 
of those have to be protected when you 
cross-borders around the world. Global 
business expansion is something that af-
fects us heavily both in terms of our own 
distribution networks and the technology 
we develop to support the global enter-
prise. it’s always an issue that you have 
to offer technology that is cost-effective 
and efficient for the organization. When 
i talk about service-oriented architec-
ture, i talk about open standards or stan-

dardization, now we have approaches 
in terms of business process manage-
ment. The bottom line is that the major 
forces are driving all organizations to 
consider costs and efficiency as a major 
component of any solution. Of course, 
there are the other major drivers, the 
regulatory environment. it has gotten 
quite bad since post-9/11; all indica-
tions are it’s only going to get worse, 
not better. What proginet does is make 
sure we support our customers in terms 
of meeting regulatory requirements so 
they don’t have to worry about them. 
WSR: It always seems that technology 
advancements in security are one step 
behind those trying to break the secu-
rity, so obviously there is a need for 
a lot of regulations. You mentioned 

some of these major trends and the abil-
ity that you have to leverage some of the 
relationships with current customers 
can help. In what ways can the company 
capitalize on these trends?
PRGF: We really have to stay focused 
on our target market. Number one, that 
means continued investments in research 
and development. right now, we spend 
over 15% of our revenues on r&D, and 
we expect that number to be at that level 

frame world, where security and pass-
word requirements are paramount. On 
top of that, there are the issues of scal-
ability and reliability. Our technology is 
built on the premise that all processing 
platforms within an enterprise have to 
meet rigid standards. Our software is de-
signed in terms of an open standards ar-
chitecture, allowing customers to deploy 
our software quickly and cost-effectively 
across all of their technology environ-
ments. We’re multi-platform. We can sup-
port not only large mainframe computers, 
but all the computers within an enter-
prise’s global network. We support the 
internet, and that’s built around a ser-
vice-oriented architecture. Our prod-
ucts are plug-and-play technology, so 
companies can integrate them with 
the technologies they have deployed 
for many years. This includes integra-
tion with your customers systems. As 
a matter of fact, one of our large fi-
nancial institutions has been using our 
technology for several years and has 
upgraded as proginet introduced new 
products.  They encouraged over 100 of 
their customers to subscribe to progi-
net’s technology so they could commu-
nicate with each other in terms of the 
sharing of that financial information.
WSR: How large is the overall mar-
ket Proginet is targeting? Elaborate on 
the potential growth in that particular 
market.
PRGF: We serve two major spaces, the 
data security market, and the password 
security market. Major market analysts 
estimate that this market is currently over 
USD$8 billion per year, data security rep-
resenting USD$5 billion and password se-
curity representing USD$3 billion annu-
ally. Additionally, this market continues 

“Major market analysts 
estimate that this market 
is currently over USD$8 
billion per year, data secu-
rity representing USD$5 
billion and password secu-
rity representing USD$3 
billion annually. Addi-
tionally, this market con-
tinues to grow in excess of 
12% a year.”
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CEO INTERVIEW

ers. That is consistent with our mindset in 
terms of how we support our customers.
WSR: What are some of the other key 
goals and strategies that the company 
is focusing on to ensure future success 
and improve long-term shareholder 
value?
PRGF: For the past three years, our 
strategy has been and will continue to 
be focused on our troika of sales, alli-
ances, and acquisitions. We continue 
to invest in innovative security devel-
opment, responding to our customers 
and market needs, and growing organic 
sales. We also continue to pursue alli-
ances with strategic partners to expand 

market coverage. Finally, we continue 
to explore the acquisition of companies 
adding complementary technology to 
our portfolio. We have done such ac-
quisitions in the past. We have acquired 
mainframe software technology busi-
nesses from two major vendors, including 
Microsoft and Novell, as well as smaller 
vendors. We expect the combination of 
our sales strategy, our alliance strategy, 
and our acquisition strategy will allow us 
to grow, as evidenced in proginet’s three-
year growth and our record performance 

or higher for the next three years over our 
business plan and probably even greater 
thereafter. We expect to achieve some 
leverage by continuing to expand the 
number of partnerships we have and the 
strategic alliances we enter into in terms 
of technology collaboration. Obviously, 
no company of proginet’s size, or even 
the iBMs of the world, can do all things 
for all people. What we do is look for re-
lationships where we can leverage what 
other vendors have, what we have, and put 
together total solutions for a market play. 
last but not least, in terms of the way we 
expect to capitalize on the opportunities, 
is to make sure we continue to provide 
superior customer support. As a 
matter of fact, that includes not 
only how we respond to our cus-
tomers, but how we develop and 
test our technology to make sure 
they are very reliable. looking 
at customer support calls we had 
responded to over the past year, 
proginet responded to 3,000 cus-
tomer support calls, less than 1.25% of 
those calls were related to software issues 
that needed to be addressed. What that 
tells us is that the quality of our technol-
ogy is very strong and our ability to sup-
port customers has been rated very high-
ly, not only by our customers, but even 
by the Gartner Group doing a customer 
survey. One of the quotes they had for us, 
was that of all the surveys they did, progi-
net was the only vendor who had been 
responded to where the market said that 
proginet under-promises and over-deliv-

in 2006. With strong momentum going 
into 2007, we will produce corporate per-
formance that will bring our stock back 
in line with what industry metrics are.
WSR: How does the company expect to 
accomplish those strategies?
PRGF: What proginet has done is re-
organize in the latter part of fiscal 2006 
— to create new dedicated departments 
for each of those strategies. We now have 
strict organizational lines for managing 
the sales organization, alliances, acquisi-
tions, as well as marketing and investor 
relations activities. We are much more 
cleanly-organized, to assure everybody’s 
focus on each of those components 

of our strategy to assure our success.
WSR: In summary, why would an inves-
tor want to take a strong look at Progi-
net’s stock?
PRGF: Number one, proginet is strong 
in terms of the traditional metrics one 
would apply to a company in terms of its 
financial strength, managerial strength, 
and product technology, all of which are 
clearly fundamental. Number two, we 
have a game plan with a goal to execute 
that primarily has upside as compared to 
downside. Obviously, all investments have 
downside, but the downside for proginet 
is that, we may grow a little bit slower than 
we have anticipated, so the stock may not 
move as fast as we are expecting. On the 
upside, given that we have had 12 consec-
utive quarters of profitability, strong cash 
positions, and a solid balance sheet, i ex-
pect that our stock will go up and better 
match industry metrics. if that happens, 
our stock price in a year would more than 
double what it is today, and if we grow at 
the pace we expect, it could be more than 
that. There is always a downside in invest-
ments, but the upside, if one takes a look 
at the balance sheet and the business strat-
egies of proginet are much stronger.      •

sUmmarY

Proginet (OTCBB: PRGF) has built a two-decade track record as an enterprise com-
puter security company. Core applications include password and data manage-

ment. Revenue has climbed over the last 12 quarters and quarterly EBITDA is in the 
$750,000 range. Cash position is a solid $2.5 million and debt is nonexistent. The 
company operates in 23 countries, focusing on a Global 2000 clientele. Although 
the core technology evolved out of a mainframe environment, current product line is 
platform-neutral, open standard and plug-and-play. Management notes that regula-
tory burden has gotten “quite bad” since 9/11 and is likely to grow even heavier. R&D 
spending remains healthy. Goal is to continue to pursue additional sales alliances 
and outright M&A opportunities.

www.proginet.com        Phone: 516-535-3639

“We have reported 12 consecutive quarters of revenue 
growth on a year-to-year comparison. We are profitable 
with a positive cash flow of more than USD$0.5 million 
per quarter with an EBiTDA of USD$0.75 million per 
quarter. We have no debt.”
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Betting on cashless gaming

locations as if they were in the casino 
playing at the table. We call the system 
roulabette. Upon our request, the inter-
national law firm of Greenberg Traurig 
rendered an opinion that we are legal 
in the United States and do not violate 
the 1961 Wire Act, which is very impor-
tant since Congress just passed a law 
which prohibits the use of credit cards 
and debit cards. We do not use either. 
roulabette will primarily be deployed 
in conjunction with lottery systems, 

WSR: Give us an understanding of the 
company’s business model and tell us 
about the patented Roulabette System.
KENS: We have a series of patents to 
what we call roulabette. What it comes 
down to is that subscribers to digital sat-
ellite programming in the United States 
and other industrialized nations of the 
world will be able to bet as they watch 
live in-progress casino table game ac-
tion on their television screen. View-
ers will be able to wager from remote 

both in the United States and in foreign 
countries. Digital satellite subscribers 
will be able to go to their local lottery 
agent and make deposits and/or collect 
winnings in the same manner as if they 
are purchasing lottery tickets using pre-
encoded roulabette play Cards inserted 
into the lottery terminal. last Saturday, 
Congress passed the legislation, which 
has propelled us right into the U.S. mar-
ket. For three years, the house was try-
ing to prevent internet gambling from 
foreign countries, and it couldn’t get 
approved in the Senate. last Saturday, 
all of a sudden they did attach it to the 
homeland Security bill. Once the bill is 
combined and printed, we do not vio-
late that Act because we do not use any 
credit facilities with our wagering. What 
we’re doing is asking satellite subscrib-
ers, if they want to play along with us, to 
go to their local lotteries and buy tickets 
and make deposits. By using lotteries 
that can accept cash-only deposits, we 
will be assured that high school students 
and college freshmen will not be able to 
participate. By using the lotteries’ data 
system, the compulsive gambler can be 

identified, and, if necessary, lim-
ited or shut out. it’s a practical 
solution to all illegal betting. The 
roulabette System is identical to 
the simulcasting of horse and dog 
racing, permitted in the United 

States. The wagering takes 
place at the receiving loca-

tion, not at the sending 
location. roulabette 

programs will 
include casino 
ent er t a i n m ent 

a n d commentators simi-
lar to those for sporting events 
and poker terminals in order 
to assist players with the rules 
and strategies of the game.
WSR: Kenilworth Systems recently 
received final approval for the first 
live-in-progress casino table game 

kenilworth Systems Corporation, a Mineola, New York-based 

public company, is a technology company with significant re-

sources and intellectual property. The company began its 

success as a security systems developer for nuclear power facilities. ke-

nilworth has also helped the Australian government with their Cashless 

Wagering systems which eventually led to other efforts directed at gam-

ing industry opportunities.

With the U.S. ban on accepting credit card payments for gambling, Ke-
nilworth Systems Corporation is betting that its casino-style games 
through government lotteries will be a big hit. Herbert Lindo, the compa-
ny’s chairman and president, tells us how his lottery-based model differs 
from credit-card Internet betting. (Interview of October 6, 2006).

“What it comes down to is that subscribers to digital 
satellite programming in the United States and other in-
dustrialized nations of the world will be able to bet as 
they watch live in-progress casino table game 
action on their television screen.”
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broadcast from the Philippines Amuse-
ment and Gaming Corporation. Explain 
to us the importance of receiving this ap-
proval. 
KENS: We concentrated on the philip-
pines because they are strategically lo-
cated in the Asian and the pacific rim 
market. We’ve requested if we could 
play along, an agreement which is on our 
Web site. What we’re doing now, in or-
der to prove that we don’t disturb other 
players, we did a live test, also available 
on our Web site. in March, we conducted 
a live in-progress casino table game test 
to demonstrate the ability to broadcast 
the table games for around-the-world 
viewing without disrupting the normal 
security, monitoring, and protecting the 
privacy of players at adjoining tables. 
The film clip of the test broadcast which 
was made at a roulabette table located 
in a new hyatt hotel and Casino, Ma-
nila is available for viewing on our web-
site. We have acquired the broadcast site 
for roulabette, now we have to obtain 
agreements from jurisdictions that will 
permit to receive the broadcast. We are 
doing that right now in Europe, South 
America, and other markets. One of the 
prime markets will be China itself since 
they have 12 lotteries. in Asia, there are 
170 million satellite and cable subscrib-
ers. We point out to everybody — “why 
would anyone play along with a virtual 
make-believe casino game when they 
can play along with a real-time live ca-
sino game instead without having to 
travel to a casino?” We have some sta-
tistics which show that China has 12 lot-

teries which had a net win last year of 
the equivalent of USD$87 billion. Es-
timates from the professor in the Bei-
jing University in China estimated that 
last year Chinese residents wagered the 
equivalent of USD$500 billion illegally. 
That’s a tremendous amount and a tre-
mendous market for us because “why 
would they let this escape?” The same 
thing in the United States — “why let 
the foreign money escape the foreigners 
and none that collect on it?” We propose 
like for instance in the United States, the 
passing of the bill on Saturday puts us 
squarely in business in the U.S. We ex-
pect that sooner or later we will be able 
to broadcast from a casino operator in 
las Vegas a minimum of horse and dog 
race simulcast plays, as they have 500 of 
these in the country and they can play 
along directly there. We also have filed 
patents. There are also 10 million slot 
machines in the world that are in use, 
and we have filed a patent which has not 
as yet been approved; this would permit 
us to play along in a slot machine a live 
casino game which you could do. The 
game would be still presented, the same 
games, the same handle program, and ev-
erything is the same. if you touch a but-
ton and all of a sudden you switch from a 
virtual game to playing a live game and 
switch back again, which means that for 
the price of a handle pull, you can place 
a wager on a live game which should be 
a tremendous incentive for people for 
a change of pace; for casinos overall, 
it will teach them how to play roulette. 
A lot of people don’t know how to play 

roulette. in fact, they’re afraid to go to a 
roulette table because they don’t under-
stand it. The same thing goes for dice. 
Dice betting, how do you bet come, how 
do you bet don’t come, and everything, 
all this will be explained by using slot 
machines. For instance, slot machines 
and race tracks in the United States are 
known as video lottery terminals. if you 
gain approval from lotteries to include 
them, it would be a tremendous busi-
ness as far as casinos are concerned and 
would also be a tremendous advantage 
because it teaches people to play and 
understand the real game. Baccarat is 
another game which very few people un-
derstand. it’s simple — the odds are best 
in Baccarat and not anything else that 
they offer you. Casinos are built from 
losers, not winners. it’s like flipping a 
coin, either heads or tails, we used to 
do it as kids and they’re still doing it 
today, except now it’s called Baccarat.
WSR: The estimated markets for this type 
of gambling is over USD$500 billion an-
nually. What type of competition does Ke-
nilworth currently face, and what are the 
barriers to entry that will help it maintain 
its position?
KENS: We believe when we are fully 
deployed both in the United States and 
internationally, we are in a USD$500 
billion net win market, which is shared 
with lotteries, satellite broadcasters, and 
other companies which will be involved 
with us. We retain 30% of that net win, 
and we pay for all operating costs. Af-
ter operating costs and everything left, 
to be fully deployed we should earn 
USD$100 billion annually, which would 
be after taxes in foreign countries, the 
United States, and other places. We 
have no warehouses, no banks, no build-
ings, no brick-and-mortar casinos. All 
of this is clear profit, and that potential 
will be recognized as soon as we start to 
get better deployed. The market in gen-
eral doesn’t even fully understand what 
satellite broadcasting is or what is a live 
game broadcast versus a virtual broad-
cast. That will be to our benefit. Since 
that bill was passed and prohibits the 
use of credit facilities, we had never even 
thought about using, or using banks to 

sUmmarY

Kenilworth Systems (OTC: KENS) has developed a novel system for running casino 
games via satellite television. The platform supports wagering through a cash-

only network of local lottery agents; counsel has opined that the system differs from 
credit card online gambling enough to be legal in the US. “Lottery” model is built out 
in both the US and China, as well as elsewhere. A test broadcast from the Philippines 
is planned and Las Vegas simulcasts should follow. Management has built long-term 
connections with the casino industry. The company’s share of net wins is 30%. On-
board security systems identify and manage problem betters. A global footprint is 
contemplated in order to capture a share of a $500 billion market opportunity.

www.kenilworthsystemscorporation.com        Phone: 516-741-1352
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or anywhere else. We went ahead and 
started to do this, and we introduced 
the tracking system used today in slot 
machines in las Vegas. We introduced 
it in 1985, Governor O’Brien approved 
it, and the State legislature approved 
it. We believe because of this connec-
tion and everything else that we will be 
able to obtain early approval for a casino 
operator in las Vegas to cooperate with 
us to bring the live games to simulcast 
centers — we have 500, some in New 
York and some in long island. They 
can capture the money that’s flowing 
out of the country, estimated between 
USD$15 billion and USD$20 billion. 
Why lose it? Why not collect it and use it 
for schools the way they were supposed 
to be? lotteries are aiding school teach-
ing and teachers. This will very quickly 

become something accepted rather than 
rejected. There are concerned citizens 
and certain Senators who represented 
us against expanding gambling. We’re 
not expanding gambling. We’re expand-
ing entertainment. When you can make 
a USD$0.25 bet, you’re not gambling, 
you’re looking for entertainment and 
pastime — that’s our aim and our game, 
that’s what we want. have you any idea 
how many quarters they are available 
throughout the industrialized world? 
We are in a huge market and attracting 
the lottery player, the guy who buys a 

manage our wagering because banks can 
also provide credit facilities. We’re not 
violating anything passed on Saturday, 
which is a plus. We will immediately start 
to look into how we can start deploying 
this from las Vegas to simulcast centers 
in the United States. That’s our first aim. 
WSR: Will the company be looking to en-
ter into partnerships or strategic alliances 
to further its objectives?
KENS: Absolutely. We plan to form 
joint ventures and alliances with oth-
er companies because this is a ma-
jor project that needs cash to deploy 
rapidly, the sooner the better. We are 
open to any partnership or strategic 
alliance with anyone who comes. The 
most likely companies will be satel-
lite broadcasters and casino operators.
WSR: Tell us about the background and 
experience of the Board and se-
nior management team.
KENS: Originally, we were in 
the business of supplying securi-
ty systems to nuclear generating 
electric power plants. After both 
Three Mile island and Chernob-
yl, there isn’t a Congressman 
or Senator who would endorse 
nuclear power generating facili-
ties in the United States. There are 102 
facilities in operation, and we were sup-
plying security systems for 92 of them. 
36 plants that we had contracted for 
never came online. That’s the idea, what 
do we with our updated security system? 
We have a good card system which can’t 
be duplicated, copied or infringed upon. 
We decided to take the cash out of the 
gaming industry; our first customer in 
Melbourne, Australia was the Totaliza-
tor Agency Board (TAB). They contact-
ed us to design the software. We were 
primarily a software company. We had 
62 software employees working for us as 
early as 1975. We were in the beginning 
of this, but we designed software espe-
cially for nuclear power and security 
systems. We followed people. Our sys-
tem provided that the minute you came 
into the parking lot, we knew where you 
are, and we followed you to make sure 
that everything went right. That kind of 
security was not necessary for casinos 

lottery ticket for a dollar and wants to 
become a millionaire. if they invest in 
kenilworth eventually, they can become 
the millionaire by just biding their time 
until we get the breakthrough we need.
WSR: What is your vision for Kenilworth 
over the next two to three years?
KENS: Our vision is to not only attract 
companies that join us in financing, but 
bring in personnel, so we can teach them 
what we have and they can develop. There 
is no technical breakthrough needed for 
what we’re doing. We believe as we get 
this recognition, first of all our stock 
price will enhance itself, but more im-
portantly, let’s assume we have approval 
in Nevada from the State legislature and 
the Gaming Control Boards to broadcast 
from las Vegas. las Vegas is the gaming 
capital of the world; everybody wants to 

visit it because there’s something to see. 
Once you’ve been there once or twice, 
unless you’re a heavy gambler, you don’t 
need to go back. Everybody has a little 
gambling instinct in himself or herself, 
that’s why all of the lotteries are pros-
pering, although some of them are not 
doing too well. We have plenty of Off-
Track Betting Centers that are strug-
gling because of the high price of oil 
— the extra USD$2 or USD$20 a week 
that customers were spending on lottery 
tickets or for our entertainment is disap-
pearing. Oil prices are coming down a 
little bit, but it’s not going to stay there. 
WSR: In summary, why would Kenilworth 
Systems represent a good long-term invest-
ment opportunity?
KENS: To recap, we believe we’re in 
the right business. playing along with 
a live game is a natural progression 
from playing virtual and make-believe 
games. it is something that will catch 
on and probably catch on quickly.      •

“After operating costs and everything left, to be fully de-
ployed we should earn USD$100 billion annually, which 
would be after taxes in foreign countries, the United States, 
and other places. We have no warehouses, no banks, no 
buildings, no brick-and-mortar casinos.”
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WSR: A major development was the recent 
decision from the Court of Appeals in Min-
nesota on the North Metro Project. Where 
does the company stand on the project in 
regard to the progress of the track and the 
casino in plan to be built there?
SWCC: All of our obstacles to proceed-
ing with the racetrack and cardroom in 
Minnesota have been eliminated. We 
are presently proceeding with all nor-
mal pre-construction and pre-opening 
planning activities, including finalizing 
all plans and construction contracts, 
finalizing our bids from subs, and com-
pleting our financing. We are hopeful 

to have all of that work done by the 
end of October. if not, we will probably 
start our construction in late winter so 
that we don’t finish the project a year 
after we start and then have it sit idle 
through the winter when we can’t race.  
WSR: What can we take from the current 
quarter in terms of highlights that will en-
able the company to build on the success 
obtained up to this point?
SWCC: For the quarter ended June 
30, 2006, Southwest had net earn-
ings of USD$378,000 on revenue of 
USD$5,444,000, compared to net earn-
ings of USD$300,000 on a revenue of 

USD$5,181,000 
for the same pe-

riod in 2005. This 
is an increase in 
revenue of 5% 

and an increase in 
net earnings of 26%. 
included in net earn-

ings for the quarter ended June 30 is a 
charge for income taxes in the amount of 
USD$226,688, which was zero in 2005, 
due to the six-month loss for the period 
ended June 30, 2005. Similarly, for the 
six months ended June 30, 2006, South-
west had net earnings of USD$675,000 
and revenue of USD$10,819,000, com-
pared to a net loss of USD$107,000 
on revenue of USD$9,897,000 for the 
same period in 2005. This amounts to 
earnings of USD$0.03 per outstand-
ing share, on a fully-diluted basis in the 
first six months, as compared to a loss 
of USD$0.01 per outstanding share in 
the first six months of 2005. included 
in the net earnings for the six months 
ended June 30 is a charge for income 
taxes of USD$400,000, which was zero 
for the comparable period and nearly 
doubles our net income, but for the pro-
vision for taxes. We have, by the way, a 
large NOl, so the provision for taxes is 
somewhat artificial, and we will not be 
paying taxes for some time. We attribute 
our improvement in operating results to 
increased management fees, generated 
for the casinos we operate for the Chey-
enne and Arapaho Tribes of Oklahoma. 
WSR: Tell us about your current casi-
nos and projects; where are they located 
and how are their management and op-
erations run?

Southwest Casino builds a track record 
of profitability by catering to local 
gaming markets 

With construction underway on a racetrack/casino in Minnesota, 
Southwest Casino and Hotel Corp. is raising the stakes in terms of 
the scale of its properties. CEO James B. Druck says the path to profit 
comes from knowing the micro markets and successfully working with 
the native American tribes. 

Southwest Casino Corporation engages in the development, own-

ership, operation and management of casinos, gaming facilities, 

and related amenities in the United States. The company 

also provides management services with two casino facilities, lo-

cated in Concho and Clinton, Oklahoma.

sUmmarY

Southwest Casino & Hotel Corp. (OTCBB: SWCC) has amassed a diverse portfolio 
of local-scale gaming interests. The company operates two Native casinos in 

Oklahoma; both are significant revenue generators. Tribal relations are very good. The 
company is also a significant player in Colorado’s Cripple Creek casino development. 
“All obstacles have been eliminated” to build a racetrack/casino in Minnesota and 
pre-construction work has begun. Management combines wide-ranging expertise in 
casino management (having turned unprofitable facilities around in the past) with trib-
al connections and experience in equine pursuits. Fee-based consulting has provided 
cash flow. Revenue climbed to $5.4 million in 2Q while margins widened substantially, 
pushing the company into profitable territory even after a charge for tax provisions.

www.swcasino.com        Phone: 952-853-9990
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properties you are looking to develop in 
the future? Is this a trend that will con-
tinue to grow the Racino concept? 
SWCC: Our experience at Minnesota, 
and my personal experience as an active 
thoroughbred horseman in the past, puts 
us in a unique position to capitalize on 
the racinos trend. The Minnesota proj-
ect may not fall within some people’s 
definition of a racino, as we will have 
racing, simulcasting and table games, but 
we will not have slot machines. it is clear 
the trend will continue. racetracks need 
additional sources of revenue — they are 
a wonderful entertainment product, but 
they are not a great gambling product, 
because the time in between bets is too 
long, it takes too much brainpower, and 

there’s too much coming off the top. Yet, 
they’ve never figured out how to benefit 
from their entertainment aspect. We in-
tend to capitalize on that. Our racetrack 
will feel like Ben hur meets the St. paul 
Saints at the County Fair. The St. paul 
Saints is a local minor league baseball 
team Bill Murray has an interest in, and 
it is a party all day, everyday. That is the 
feeling we want to accomplish to support 
both the non-cardroom and cardroom 
activities. We will be very successful. We 
don’t have any racinos on the horizon 
for us, but the trend will continue. Both 
racetracks and the states need addition-
al sources of revenue, and we think once 
we get this project under construction, 
we will be capitalizing on the experience.
WSR: Another trend in the industry has 
been the popularity of “local casinos” 
relative to the more destination locations. 
Of the properties you’re currently involved 
with, one could put those under the head-
ing of a local casino, although some of 
the entertainment venues attached to the 
properties makes them a destination to an 
extent. Can the company continue to pros-

SWCC: We have two Native American 
properties we operate for the Cheyenne 
and Arapaho Tribes of Oklahoma. lucky 
Star Concho is located 35 miles west of 
the Oklahoma City Airport in an Okla-
homa City suburb called El reno. That 
property has close to 1,000 machines 
and 25 table games, a restaurant, bar, 
and some other entertainment facilities. 
We do boxing and wrestling and music 
events there. We’ve had ESpN fights, 
Showtime fights, and Telemundo fights. 
lucky Star Clinton is the second opera-
tion we have for the Cheyenne and Arap-
aho Tribes of Oklahoma. That is located 
60 miles west of Concho and El reno, 
just off i-40 in Clinton, and that facility 
has 400 electronic gaming positions and 
a small snack bar. They do very 
well and contribute significantly 
to our revenue stream. We also 
have the Gold rush, Gold Dig-
gers and Uncle Sam’s Casinos in 
Cripple Creek, Colorado. Those 
properties aggregate 500 gam-
ing positions, restaurant, small 
number of hotel rooms and our 
outdoor amphitheater. Cripple Creek 
is an old mining town licensed for lim-
ited Stakes Gaming in the early 90s and 
is a Casino Town today. We operate 
10% of the devices and generate 11% 
of the market revenue. The other proj-
ect we have in development is our race-
track cardroom in Minnesota. We have 
dubbed it North Metro harness initia-
tive, although we have instituted a name 
contest among the local community and 
the harness horsemen to come up with 
a better handle for it. That will be har-
ness racing simulcasting and a 50-table 
cardroom facility that will have live 
poker and other table games — black-
jack, let it ride, Caribbean Stud — 
games like that. We’ve recently signed 
a management contract with the Oto-
Missouri tribe in northern Oklahoma 
to operate their paradise Seven Clans 
Casino. That project is at the NiGC 
awaiting approval; by Federal law, our 
actual duties and revenues cannot com-
mence until we have Federal Approval.
WSR: In addition to the Metro North 
(Racino) project, are there any Racino 

per from the growth of this local casino 
trend?
SWCC: local casinos are our sweet 
spot. We compete well, we understand 
what locals want, and it is a little bit dif-
ferent in every market; the typical size 
of those projects are well within our 
means financially. We are not ready for 
a billion-dollar project. in indian coun-
try, we were the first company approved 
by the National indian Gaming Com-
mission to be a management contractor. 
We are licensed in both Minnesota and 
Colorado; both of those licensing pro-
cesses are involved and well-respected 
by other regulators. Our ability to com-
pete and get licensed makes us think 
we are going to be able to capitalize on 

what’s going on with the development of 
local property.
WSR: How important is room occu-
pancy rates to your company’s financial 
success? 
SWCC: We only have 13 rooms at the 
Gold rush, so it is not a major compo-
nent, although we manage those rooms 
well and derive significant revenue. We 
do our best to give them all away, but 
we rate those players we give them to, 
and we generate significantly more in 
net revenue by giving our rooms away 
than by selling them. We have addition-
al hotel space planned on the drawing 
boards for several projects. it is a major 
component for many properties; it isn’t 

“racetracks need additional sources of revenue — they 
are a wonderful entertainment product, but they are not 
a great gambling product, because the time in between 
bets is too long, it takes too much brainpower, and there’s 
too much coming off the top.”
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services on a fee-for-menu basis, and 
we have gone into many native opera-
tions and straightened things out or as-
sisted them in improving their situation.
WSR: In a recent management develop-
ment, the company announced the hiring 
of Tracie Wilson as Chief Financial Of-
ficer. 
SWCC: She is very talented and has 
been a tremendous help to us in the 
couple of months she’s been on-board. 
She is going to give us better control 
and is also providing me with proj-
ect analysis and comparisons that i 
had a feel for before — i now have 
some hard numbers to work with.
WSR: Does the investment community 

fully understand the potential of this com-
pany and what it is capable of accom-
plishing?
SWCC: At the outset, 2005 was a bit 
of an anomaly. We announced a trans-
action we elected not to proceed with, 
because it was not on sound footing. But 
it was with a highly visible, well-recog-

nized individual, and people flocked to 
the stock. The other issue we had was 
that there was very little free trading 
stock in the marketplace, so a little bit 
of buying had a big impact. 2005 is con-
sidered to be an anomaly, but our com-
pany is undervalued. Every CEO prob-
ably thinks that or they ought to think 
that, and i don’t think we are properly 
valued in the marketplace. We do have a 
couple of things we need to accomplish 
to gain the respect we need. First, we 
need to get a North Metro harness ini-
tiative under construction and moving 
towards an opening. Secondly, we need 
to either execute an extension of our 
contract of the Cheyenne and Arapaho 

Tribes or replace that 
cash flow through other 
sources, and we are very 
focused on those things. 
The marketplace under-
stands those issues. We 
are continuing to evalu-
ate our management, 
consulting, development, 
and acquisition oppor-
tunities and expect to 
continue to show the 
growth and the success 
we have had in the past.
WSR: In summary, give us 
some of the reasons inves-
tors would want to get in-
volved with the company.
SWCC: We are a small 
company and very cheap. 

We plan to grow significantly over the 
next five years. We are well situated to 
accomplish this growth because of our 
varied backgrounds in indian coun-
try and competitive local markets. We 
consider our North Metro racetrack 
cardroom to be a significant leap for-
ward in size, scope, and visibility.    •

for us yet, but it will be in the future.
WSR: What are some of the value propo-
sitions your company offers to potential 
partners in the Indian Nation that enable 
you to be both a good fit and a promising 
partner? 
SWCC: it starts with our respect for both 
the tribes and their membership, and 
our efforts to enhance their underlying 
economy and underlying self-respect. 
We are in the neighborhood of 90% Na-
tive American-employed in Oklahoma. 
Our entire top management is Native 
American. Our Vice president and Gen-
eral Manager, Brian Foster, is a Native 
American. he is the only member of the 
senior team in Concho and Clinton that 
is not a member of the Chey-
enne and Arapaho Tribes of 
Oklahoma. in Eagle pass, 
Texas, we employed 56 trib-
al members. The kickapoo 
tribe there is the poorest 
tribe in America. We put 
56 tribal members to work, 
only one of them could read 
or write. We have donated sacred land 
we have purchased back to the Chey-
enne and Arapaho Tribes. Fundamen-
tally, we have respect, we have shown 
respect, and we’ve built up respect. We 
also execute well. We built lucky Eagle 
Casino in Eagle pass, Texas in 82 days 
from groundbreaking to opening. 
We assisted the Fort Sill Apache 
Tribe that had a major leak-
age problem, and we 
turned an unprofit-
able casino to 
prof itabi l ity 
in a very few 
months. We 
worked with a 
tribe in iowa and 
increased net in-
come by 15% in 12 
months. We have an 
entire menu of services we pro-
vide from complete development, man-
agement and finance to consulting in 
accounting, internal controls, market-
ing, database, customer service, asset 
security, table games security, title 31 
compliance and so on. We offer those 

“local casinos are our sweet spot. We compete well, we 
understand what locals want, and it is a little bit different 
in every market; the typical size of those projects are well 
within our means financially. We are not ready for a bil-
lion-dollar project.”
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ozone generators that come out of the air. 
You have no gases, liquids, none of the 
stuff one normally works with. it works in 
two processes, by using the ozone air and 
a fogger mister you can use at the end of 
your produce retail store section. We also 

have it at the packing house and storage 
level where the product goes through the 
conveyor belt to be packaged and prepared 
for shipment — the one that goes through 
the water bath with an infusion of ozone 
which gives an immediate kill. The ozone 
process is energy-saving because you’re 
not using any hot water. At anywhere be-
tween 38 and 74 degrees, ozone gives the 
best killing effect. Thus, it cuts down, for 
example, where the people have been us-
ing hot bath waters and any other process-
es, similar to when they use a hot bath for 
papayas and mangoes coming out of Mex-
ico. This would eliminate all high-energy 
costs. We have test results from major uni-
versities such as the University of Florida, 
rutgers, Michigan State, Cornell, and 
purdue. We have some work we have done 
with the UC Davis Group in California. 
We also have research papers done by the 

WSR: Give us an outline of the overall tar-
get market opportunity for the company. 
PDSC: The market opportunity for our 
products is worldwide. What our company 
does is remove food-borne illness patho-
gens such as E.coli Oh157, salmonella, and 
listeria. removing these pathogens 
extends the shelf life of fresh pro-
duce; it also prevents and removes 
breakouts, such as the E.coli one 
we had here not long ago with the 
problems with spinach and some 
of the problems we had with sal-
monella. We use a completely-pat-
ented process. We have several dif-
ferent ways of doing it; we can use ozone 
units that we can use either with air where 
we’re using it for  dry products and which 
also have at work is infused into water so-
lution; it gives a real fast kill and extensive 
shelf life. There is no residue left with it 
like with chlorine and some of the other 
products out there. We also have a com-
plete audit trail where we are able to trace 
a chemical analysis of our product process 
all the way through to the retail chain store, 
hotel, cruise ship, or even the end user.
WSR: Tell us about ozone, its impacts in 
your field, and some of the advantages it 
has over current technology.
PDSC: Ozone has been around forever. 
For example, it is created when you have a 
thunderstorm and you have the lightning, 
it clears the air. That “clean air” smell you 
have is ozone. Currently, with our ozone 
process, it’s cost-effective, generated by 

University of Santiago in Santiago, Chile.
WSR: Give us an example of some of the 
company’s products and also the value 
proposition in putting products out on the 
market.
PDSC: There are three major lines in our 
operations. One is the audit control we use 
for auditing all chemical audits of all pro-
cesses we use within our distribution food 
safety process. That process extends the 
shelf life, but also gives us a complete audit 
trail to the end user. We also have the truck 
sanitization operation, which cleanses the 

truck with a high-pressure ozone system 
with our Spherequat products, which re-
move the food-borne pathogens as well. 
in other words, you get a sanitization and 
a disinfectant at the same time. We will 
also issue a third-party chemical analysis 
showing that the truck has been sanitized. 
The other product lines we have are our 
quaternary program, which will remove 
DpA-registered and patented products. 
We are able to use these products in ready-
to-use units already certified by the DpA. 
At 200 parts per million, it can be used 
in the back food restaurants, in hotels, in 
any of the hospitals for cleaning disinfec-
tants. Within that product line, we also 
have a product line called Medic-kleen 
for first responders to accidents. it’s also 
in the dental DrC programs that dental 
offices use as a blood and organic stain re-
mover and also protects against hepatitis 

“removing these pathogens extends the shelf life of 
fresh produce; it also prevents and removes breakouts, 
such as the E.coli one we had here not long ago with 
the problems with spinach and some of the problems we 
had with salmonella.”

Category killer
produce Safety & Security international, inc. is promoting their 

patented ozone systems, equipment and machinery and other 

proprietary sanitizing product lines on a worldwide basis to com-

mercial, government and major industrial users.

Produce Safety & Security International Inc. makes equipment that sanitizes food products, 
extends shelf life, and wipes out bacteria known for causing illness in people on cruise 
ships and restaurants worldwide.  CEO C.W. Karney tells us the first R&D phase is over 
and full operations of the Scottsdale, Arizona-based company are underway. (Interview of 
November 2, 2006).  
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it also provides a complete audit trail so 
they can know on a daily basis what the 
product was that was being shipped. One 
of the other things we will have is a req-
uisition-type process that was used and 
is still being used by the military. We will 
be purchasing and delivering against the 
requisition of orders of which the client 
wants. it isn’t like the normal produce 
house that you get so many packages to 
sell of each commodity when it comes 
in, because it will all be size-graded for 
each customer and then delivered on an 
ozone-sanitized truck. There will be a 
complete food-safe processed product 
going to that client’s facility, whether it 

would be on the cruise ships, in the hotels, 
or in the casinos. in terms of the hotel in-
dustry, most still have their own laundry 
system. By using ozone in the laundry, 
you reduce the amount of detergents to 
be used in the cleaning product. it will 
also reduce and eliminate hot water costs.
WSR: Will the company’s strategy con-
tinue to be one focused on organic growth 
or through acquisitions? Where would 
you put research and development in your 
pipeline of fueling growth opportunities 
going forward?

PDSC: research and development is one 
of the most important factors we have. We 
are currently working with the Univer-
sity of Florida, especially with our ozone 
ice machines we have been putting into 
some of the chains. in the seafood de-
partment of a lot of these chain stores, 
the ozone ice machine removes the odor, 
extends the shelf life of the seafood, and 
removes any of the food-borne pathogens 
that may be present, such as E.coli, salmo-
nella, and so on. We are getting proposals 
ready for being able to use it not only in 
the medical field, but in the transporta-
tion, food staging, and food service areas.
WSR: Is the company properly understood 

by the investment community? Also, if there 
are any misnomers or misconceptions out 
there, how would you address them?
PDSC: One of the major problems we have 
is that there are a lot of areas out there with 
issues where there is no quick fix available. 
We’ve been taking a good beating by the 
shorters and everything else that’s been 
going out there. One of the things it does 
is make us more stable and solid than any 
other company i know of at this point, es-
pecially one where we went from r&D into 
an completely-operational company. All 
of our inventories are paid for. We are not 
fully-reporting; we are a pink Sheet and 
are going through the reporting process.
WSR: In closing, why should we continue to 
follow this company?
PDSC: One of the major reasons is that 
we are a fully-functioning and operational 
company. We are able to remove food-
borne pathogens and extend the shelf life 
of flours. We are cost-effective, and it’s 
been a fast learning curve. We have grown 
tremendously in the last eight months. The 
potential for what has occurred where we 
are able to be in the international market 
— we have several operations going for both 
Australia and for the United kingdom.     •

and other viruses that may be in the blood 
at the time when first responders arrive.
WSR: Give us some insight into recent 
developments at Produce Safety and how 
they are impacting the business.
PDSC: We are in the process of opening 
two facilities in Dallas, Texas. There will 
be a food safety process whereby we will 
be able to distribute not only to the area’s 
food chains, but to the military as well as 
other governmental agencies. it’s a com-
pletely fail-safe process running through-
out our packing facility. One of the rea-
sons we are doing this is that we will 
contract with growers all over the country, 
and they will use our ozone-safe process 
at the time of packing. We will 
also pay the vendor within the 
10-day period. Doing that will 
increase the amount of quantity 
and quality of the product we 
will contract and will also give 
us a more conducive price for 
our operation. These products 
will be shipped in returnable, re-
usable bins through our Dallas, Texas fa-
cility via the piggyback train system. This 
will also cut down on costs. By using the 
returnable reusable bins, it will eliminate 
carton costs, giving the consumer a more 
economical piece of food product. At our 
Dallas packaging plant, the product will 
be processed with our ozone safe product 
process; it will then be stored and sent in 
returnable, reusable units to the clients we 
have contracts with. Doing this cuts down 
on labor costs, thus giving us another cost 
reduction we can pass on to the consumer. 

“The ozone ice machine removes the odor, extends the 
shelf life of the seafood, and removes any of the food-borne 
pathogens [and] we are getting proposals ready for being 
able to use it not only in the medical field, but in transpor-
tation, food staging, and food service.”

sUmmarY

Produce Safety & Security International (OTC: PDSC) removes microbes from food 
through a proprietary ozone process. The company’s technology is effective 

against E. coli, salmonella, listeria and other pathogens while increasing shelf life. 
Unlike chlorination, no residue remains in the food; unlike hot water sterilization, no 
heating is required, reducing energy costs. Paper trail allows for both quality control 
and certification of all treated produce. Major universities have tested the system. 
Model is for growers to process food during packing and then ship to centralized lo-
cations for distribution to hotels, cruise ships and other large-scale consumers. The 
company is opening two facilities in Dallas. The technology also has applications in 
seafood, medical and even laundry markets. 

www.foodsafeint.com        Phone: 928-717-1773
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we do grow, our attitude is acquisitions 
and/or additional operations under the 
holding company that would generate 
substantial fee-generating income.
WSR: Are your acquisitions putting 
you into new areas? I wasn’t clear if 
your comment meant it was just ex-
panding the things you are already 
in or does that take you into some-
thing new?

GIOMI: it takes us into Carson City 
from reno. Carson is about 30 miles 
from south of reno, but it gives us a 
greater penetration in our home market 
as well, because the bank that we are 
buying is headquartered here in reno. 
So, it eliminates the competitor and al-
lows us to pick up another branch in an-
other area.
BIDDLE: And if i might add a com-
ment to harold’s remarks? As harold 
just mentioned, the competitive market-

place for funding sources is extremely, 
extremely difficult. And it is interest-
ing, fortunately, for us to think some of 
the potential solutions are reinventing 
or re-looking at the traditional model of 
gathering core deposits. And a number 
of organizations are already beginning 
to pursue this to the point where we are 
going to have to consider (and have talk-
ed a bit about already) that companies 

are developing in addition to the loan 
production model, the deposit produc-
tion office model, using the technology 
such as the remote capture, essentially 
servicing a clientele with an outbound 
party and using technology to gather in 
and process those deposits as a means 
of growing our core deposit, rather than 
having to put any money into brick and 
mortar. Because once you’ve got that 
infrastructure in place for that imaging 
process, the marginal cost of growing is 

actually relatively less. it is 
relatively minor. 
WSR: Brett, in terms of your 
region, what are you seeing 
in terms of the expansion 
and acquisition plans?
RABATIN: in the west, let 
me just give California as 
an example. last year, there 
were over 30 de novo banks 

formed. And if you took the capital that 
they’ve raised to keep this bond over $6 
billion in loans with that, there has been 
a ton of expansion. in many markets, 
what happened is, as you have seen, 
the banks that have sold in the past 
two years, essentially the management 
teams (after their non-competes are up) 
have gone out and have done the same 
thing they did five or six years ago, or 
maybe ten years ago, and they started 
another bank. So, there has been tre-
mendous expansion in the number of 
new de novo banks out there in the hot-
ter growth markets. There are slower 
areas that many banks were deciding, 
“hey, maybe we should have expanded 
there.” That seems to be the current 
trend given that competition there might 
be lower, and it will be a great place to 
try and grow core deposits. i think from 
an M&A perspective, it is poised to con-
tinue to increase materially in the next 
12-18 months for several reasons. One 
is, banks always want to sell at peak 
earning power, and right now banks are 
probably at peak earning power. Going 
forward, there are several questions: 
how much for additional loan loss pro-
visioning, current profitability, the yield 
curve? But you have to be from Alpha 
Centauri to not know that the environ-

“When the fed funds rate was at 1%, we did see a lot of de 
novo expansion. it was pretty easy and makes a lot of sense 
to build branches when the fed funds rate is razed to 1%, you 
could break even relatively quickly. The M&A activity has 
picked up recently.”

Dick Driscoll, Southwest Securities FSB, CEO

Richard (Dick) Driscoll was elected Chairman of the Board of Directors and 
Chief Executive Officer of Southwest Securities Bank in March 2002.  He 
joined the bank in 1991 as President and member of the Board of Directors.  
He has also served as an Executive Vice President of the parent company, 
SWS Group, Inc., since 2003.

As the senior officer of the bank, Mr. Driscoll is responsible for its strategic direction 
and growth.  Under his leadership the banking team has developed and expanded both 
traditional and non-traditional banking services, including creating profitable niches 
such as factoring, secondary investment purchase and mortgage warehousing.  The 
bank has grown to over 150 employees and nearly $800 million in assets during his 
tenure.
Mr. Driscoll began his career after earning an accounting degree from St. John’s Univer-
sity in Collegeville, Minnesota.  He was employed initially as a CPA with Hawkins, Ash 
and Baptic.  From there he joined Peterson and Company.  In 1981, Mr. Driscoll moved 
to Texas to become Comptroller of Nowlin Savings and Mortgage and later served as 
Chief Financial Officer.He is also a past member of the Federal Reserve Board’s Thrift 
Institution Advisory Council.  Mr. Driscoll currently serves on the Board of Directors of 
America’s Community Bankers.

(Continued from Page 4)

ROUNDTABLE

    
WALLSTREETREPORTER®      

��

FOCUS ON F INANCIAL STOCKS

  INDUSTRIAL
    

WALLSTREETREPORTER®      
��

R
O

U
N

D
T

A
B

L
E



ment is not positive going forward for 
lending and taking deposits. And then 
just lastly, this is somewhat similar to 
the ‘98 timeframe, but you’ve got banks 
when you can grow your loans double-
digit, but you can only grow your core 
deposits single-digit, and so you are al-

ways at the margin funding a portion of 
your production with higher-cost fund-
ing. That’s not good for the margin, 
aside from what the yield curve is. And 
so banks would be out there looking for 
two things: growth in higher and faster 
growth markets, and also banks that 
might have excellent liquidity that they 
can use to fund their own operations 
that they continue to grow. So, banks 
that have excess liquidity will be in high 

demand i think, and then also banks 
obviously that are in attractive metro 
markets are going to be in high demand. 
i think the valuation for a lot of those 
markets does reflect that currently.
WSR: Dick, any additional comments 
on expansion plans, growth?

DRISCOLL: Yes, first i want to men-
tion that we are sitting here in the Dal-
las-Fort Worth area, so we are in one 
of these hot growth markets. i am very 
bullish on this area, but that is causing 
everyone who is not in the Dallas-Fort 
Worth area to be coming in, opening up 
branches or bringing in loan production 
offices. And we have had quite a bit of 
merger/acquisition activity and commu-
nity banks have sold at what i would call 
some very high prices. knowing some of 
the sellers, they probably did the right 
thing by taking the money and selling 
out. And as Brett mentioned, we are 
also seeing these de novo banks happen-
ing all over the Dallas-Fort Worth area, 
where managements down the road, are 
just going to try to do it again. They are 
going to bring back their loan officers, 
bring back their customers and grow 

again and sell again. We have always 
grown internally. We have not ruled out 
the M&A activity, but we have been suc-
cessful by attracting experienced busi-
ness development-oriented bankers, 
and really we think when a new player 
buys into the markets, that’s our best 

opportunity to get their ex-
perienced bankers. They may 
not want to work for that new 
money center bank, and we can 
not only get the banker, but 
also get that banker and their 
customers. And then, once we 
have them on board, then we 

build a branch around that banker and 
fill in with other lenders. it’s been very 
successful for us. So, really what we are 
trying to do is rather than buy the bank, 
we are trying to buy the banker after the 
bank has been bought. And i guess the 
other comment i want to make is about 
funding as was brought up by two col-
leagues. We have a unique product be-
cause we are part of a holding company 
that has a brokerage firm and a bank. 
Southwest Securities, the brokerage 
company, offers an FDiC-insured mon-
ey market product that flows through to 
the bank, and it is at a money market 
rate, but matches up well with most of 
our loans, which are prime based. So, 
it’s not a cheap source of funds, but it’s 
a market rate source of funds and our 
operating costs are basically nil on this. 
And then the good point of this is there 

NYSE: SWS

NASDAQ: PLBC

sUmmarY

As the national housing market cools, the impact on community banking will be 
localized and must be evaluated on a case-by-case basis. Regions that lagged 

the boom (including Texas and the Midwest) or are still enjoying favorable economic 
conditions are expected to hold up better. Current valuations inspire caution, leading 
participants to favor defensive large-cap names as well as more stable smaller banks. 
Branch creation is no longer as attractive in the current rate environment to banks 
looking to expand their footprints into desirable territories. Competition for core fund-
ing is driving M&A activity as well as adoption of more focused deposit production 
techniques. The ability to “export” deposits from low-growth regions to more active 
areas is emphasized. As de novo banks continue to emerge, the fight for deposits 
intensifies; these new operations can pursue aggressive fund-gathering strategies 
that established franchises find “frustrating.” Some banks are diversifying their activi-
ties into non-traditional areas (like asset management or 1031 exchange) and niche 
lending markets.

NASDAQ: TBHS

“Banks always want to sell at peak earning power, and right 
now banks are probably at peak earning power. Going forward, 
there are several questions: how much for additional loan loss 
provisioning, current profitability, the yield curve?”
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is a large supply, there is a huge supply 
of this, so we do not have a problem get-
ting the funding like a lot of the other 
community banks have.
WSR: You did touch on one thing I 
hope people will comment on is that 
beyond the basic bank businesses, are 
companies trying to get into new busi-
nesses? Are of the banking executives 
seeing much of that?
GIOMI: Speaking for myself, yes, it’s 
different businesses. And this is why we 
got into the exchange companies, be-
cause it is a very cheap funding source 
for us, and we are looking at other av-
enues of buying companies that may 
provide the same funding types. So, the 
answer is yes, we are looking at other 
areas.
WSR: Just for anyone who doesn’t 
know, how would you categorize an ex-
change company in terms of what they 
do?
GIOMI: Typically, if an investor owns 
a piece of property (both commercially 
or a residential home) and he decides to 
sell, he can sell that property and place 
the funds into a 1031 exchange; the 
“1031” is the section of the irS code. 
in that, he doesn’t have to pay federal 
tax or state tax on it. And he has got 180 
days to choose another piece of proper-
ty that he will buy, and once that dead-
line is met, he takes that money that he 
has in the 1031 and through an escrow, 
through a title company, purchases the 
other piece tax-free. And in the mean-
time, we have the deposits.
WSR: Anyone else, any observations 
in terms of expanding into other busi-
nesses?
rABATiN: i’ll make a comment that 
a lot of banks in the west are expand-
ing or have been expanding aggressively 
in small business lending, SBAs in par-

ticular. So, they are opening up a ton of 
loan production offices across the coun-
try and it is a very cheap way to grow 
loans. That program of the government 
has been very successful and they are 
able to originate and sell off most of the 
guaranteed portion of those loans. And 
the offices don’t cost much to start. it’s 
been highly competitive for the lenders 
in that area just given that it has been 
so successful. But that’s one area where 
a lot of community banks are expand-
ing. And then the other one is the age-
old looking at asset management, and 
so a number of banks i have seen here 
recently opening up asset management 
arms to try and beef up their ability to 
provide other services besides their core 
banking services, so that they might try 
and offer some sort of asset manage-
ment type arm to their customers. So, 
that seems to be two of the areas in the 
west where banks are looking to expand 
their operations.
BIDDLE: And to echo what just Brett 
just mentioned, that’s in fact exactly 
what our company is embarking on 
now with our announcement to open 
our Sacramento SBA-subsidized lpO. 
What that also does too is, it opens up 
an opportunity for us to do something 
very akin to that, but more in the sec-
ondary market for commercial real es-
tate. Obviously, there are a number of 
loan opportunities that we will come 
across and do that don’t fit the govern-
ment and other guaranteed lending pa-
rameters. We can essentially sell those 
off to those large organizations that are 
looking to accumulate those in a com-
moditized manner and pick up some fee 
income, in some cases not even having 
to underwrite the loan much beyond — 
just a cursory check as to whether or not 
the loan hits the parameters of the even-

NYSE: NBY

NASDAQ: ALAB

NASDAQ: SBCK

NYSE: WB

NYSE: USB

NASDAQ: BANF Brett Rabatin , FTN Midwest Research, Bank Analyst

Brett joined Midwest Research in 2000 from J.C. Bradford where he was an 
associate equity analyst following regional banks and thrifts. Prior to joining 
J.C. Bradford, Brett was an analyst with Mercer Capital focusing on trans-
action advisory and valuation services for financial institutions. Brett be-
gan his career in banking in the employ of Bank Compensation Strategies 

Group working on analysis of benefit plans and compliance with banking regulations
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tual purchaser. And so there again, it is 
interesting enough. Things even in the 
commercial real estate market are be-
coming more and more commoditized, 
and we in our industry need to acknowl-
edge that and be able to be prepared for 
and profit from that opportunity.
WSR: I would like to give the ana-
lysts an opportunity to take a little bit 
about their investment strategy in the 
banks, including maybe some specific 
ideas. Brad, maybe you could kick off 
that discussion?
MILSAPS: Yes, well, maybe just kind 
of generally. We are probably as cau-
tious as we have ever been, especially 
sort of here on the eve of earnings 
season, especially towards a lot of the 
small- and mid-cap banks, really for 
all the reasons that everyone has gone 
over: a slight yield curve, the potential 
for credit issues down the road and then 
mostly valuation. We continue to target 
many specific areas around the country. 
We still like the pacific Northwest. We 
think generally the banks there are very 
well positioned, still continue to feel 
very good about Texas for the small-cap 
banks that are less in that market, and 
generally feel good about the Southeast. 
And then probably less bullish on banks 
in the Midwest. in terms of individual 
names, we were probably more heav-
ily weighted towards the larger-cap or 
money center banks at the this point, 
maybe specific names like US Bancorp 
(NYSE: USB $33.57) or also someone 
like a Wachovia Corp. (NYSE: WB 
$54.30). Valuation, capital generation 
capabilities, returning capital to inves-
tors: all of these point to very solid out-
looks for both of these companies and 
that’s probably where the majority of 
our thoughts are at this point.

WSR: In terms of investment strategy 
at Stanford Group, what are you look-
ing at?
SHIPMAN: i will step back and look 
at kind of a big picture. When we make 
recommendations, we generally look at 
three primary factors in a bank, and first 
and foremost is the management team. 
The quality and depth of that manage-
ment team is really what you are invest-
ing in over the long term. And then also 
the markets that the banks operate in 
— not necessarily a high-growth mar-
ket, but one that could be experiencing 
M&A disruption or anything like that. 
And then the strategy that the company 
employs in that market: is it appropri-
ate? When we look at these things, the 
numbers generally speak for themselves 
if we had those factors working in our fa-
vor. As we stand today, i have to echo a 
lot of what Brad just said. it’s really just 
caution with valuation where it is. With 
an inverted yield curve, with kind of un-
certainty surrounding the economy and 
where we are going here, our list of rec-
ommended stocks is rather slim at this 
point. it’s really certainly specific ideas 
more than ever. With the yield curve 
where it is, we certainly are looking 
for well-funded institutions. The idea 
of core funding is the bread and but-
ter that’s been brought up several times 
today. These core-funded institutions 
are typically shorter on the curve as 
opposed to longer on the curve. Where 
our recommendation is going to stand at 
this point, some specific ideas are some 
core-funded institutions in markets that 
i hesitate to say “off the beaten path,” 
but certainly not your higher competi-
tive metro markets, places like Macon, 
Georgia. Security Bank Corp. (NAS-
DAQ: SBkC $23.15): well-rounded 
funding base in Macon, Georgia with a 
lending arm in Atlanta. really a great 
example of a company that will be able 
to protect the margin going forward, as 
we are heading into more headwinds 
than the tailwinds that we have had. Al-
abama National Bancorp  (NASDAQ: 
AlAB $66.50) in Birmingham: a great 
franchise that they’ve cobbled together 
down in Florida with a great stable fund-

ing base in Alabama. Companies along 
those lines. And the other one would be 
Cadence Financial Corp. (NYSE: NBY 
$20.50) in Starkville, Mississippi and 
has recently been expanding into Mem-
phis and Nashville and Birmingham. For 
the patient investor, as this franchise is 
put together and that core funding base 
is exported into the higher-growth mar-
kets, with a patient investor, you can sit 
here and collect the 5% dividend yield. 
We feel that they will be rewarded in 
the long term.
WSR: Brett, how does your group see 
the investment environment?
RABATIN: in the past two quarters es-

NASDAQ: FTBK

NASDAQ: SBIB

NASDAQ: STSA

NASDAQ: GBCI
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pecially, i’ve been trimming quite a few 
names that i had buy rated to neutral. 
So, a number of the stories and ideas 
that i have been looking in the past year 
or so have worked out. The names are 
not attractive as they used to be. There 
is just not as much available for recent 
valuation around the country. Names on 
my specific list that i like presently, one 
is BancFirst Corp. (NASDAQ: BANF 
$48.38), actually in Oklahoma. They 
are liquid, they are core funded, they’ve 

got a steady-as-she-goes approach for 
opening up some branches in Oklaho-
ma City and Tulsa, and they have a great 
management team there. insider owner-
ship is very high. i like their prospects 
and they should continue to outperform 
relative to the market. in Texas, my 
favorite idea this year has been Ster-
ling Bancshares inc. (NASDAQ: SBiB 
$18.21). Their stock has done well. 
From a valuation perspective, it’s not as 
attractive as it was earlier this year, but 
i still think that there is probably some 
catalyst going forward from a profit-
ability perspective that should drive 
their stock higher, particularly over the 
long term. And i think that, again, they 
will probably have some improvement 
in profitability as well as probably sur-
prise analysts over the next quarter or 
two with better-than-expected earnings. 
And the pacific Northwest has been an 
area of focus of mine. Frontier Financial 
Corp. (NASDAQ: FTBk $28.40) had 
been my top idea recently in this space. 
That stock is a little expensive here, but 
if that one pulls back in some, i’ve al-
ready got it as a “neutral” over the long 
term. One of my top ideas in that area 
is Sterling Financial Corp. (NASDAQ: 
STSA $32.95). The market will ques-
tion how seasoned their loan portfolio 
is going forward. They’ve grown very 
rapidly and tangible capital there is 

still little high. There, a number of the 
things that used to give the valuation a 
discount continue to dissipate, and as a 
growth company, at some point it could 
be a takeout play, and so that’s one, par-
ticularly on pullbacks, that looks very 
attractive over the long term. And then 
lastly, we just mentioned Glacier Ban-
corp inc. (NASDAQ: GBCi $34.17). 
it’s a great company, great management, 
great market. They have similar profile 
to the name Corey mentioned — Ala-

bama National — and it’s a growth story, 
but it also has some franchise in slower 
growth markets, so it’s able to export 
a core funding mix into faster-growth 
markets. They have a very successful ac-
quisition strategy predicated on pairing 
up with the small community banks and 
not paying too much and not putting any 
expense saving in the transactions. And 
so, those are great long-term names, but 
the valuations by and large are going to 
make it difficult for capital apprecia-
tion, probably in the next quarter or two. 
And then we’ll just close by saying the 
big question is not really third quarter 
earnings. i think everyone is fully aware 
that their earnings are not going to be 
impressive as they have been in the past 
year. The big question is what ’07 looks 
like, how much the Fed cuts, what the 
economy will look like, and how much 
the provisioning has to increase. So, as-
suming things play out from a soft lend-
ing perspective, the bank earnings next 
year should be okay, which bodes okay 
for stocks to not get knocked down too 
much. And then if M&A does increase 
as we’ve been talking about, that’s cer-
tainly going to be a nice boost if you do 
pick a seller.
WSR: How do you see things looking 
forward in your operations at South-
west Dick, and are there any other key 
issues that we haven’t brought up that 

“We are coming off of record volume, especially in the home 
building business. So, home sales have slowed, our inventories 
are up, but at the same time, because we’ve done record vol-
ume, this will still probably be the third-best year ever.”

you think people should know about?
DRISCOLL: We see a real bright fu-
ture here for some of the reasons that i 
already mentioned. We think we are in 
that high growth area. We really think 
that the M&A activity, the buying and 
the selling, will give us an opportunity 
to follow our strategy which is to attract 
and to retain experienced bankers and 
build around those bankers. We have 
got seven current locations. We already 
have the bankers hired for two addition-

al branches. They are currently 
in loan production offices as we 
find those locations and open up 
full service branches. i think that 
like a lot of banks, we talk ser-
vice. We think our size is the right 
size. We’re large enough from 
a loan limit to take care of our 

customers’ needs, but small enough to 
be responsive and do very well compet-
ing against the large banks. One thing 
i would like to talk about is one of our 
businesses that is really a national busi-
ness — we provide mortgage warehouse 
lines to small and medium-sized mort-
gage companies on a national basis, and 
we find somewhere from $700 million to 
$1 billion worth of loans quarterly. And 
we have a new gentleman running this 
for us, David Frase, and David has a sol-
id track record of growth. We’ll now be 
also targeting the mortgage broker who 
is becoming a mortgage banker, and 
we believe that this is going to be some 
real growth for our company. We have 
great technology, we have very competi-
tive pricing and terms, and we think we 
have got the best service in the market. 
So, we are very excited about that. And 
i guess, the other thing i want to say, i 
think we’re a little bit unique because 
we have a sister company, Southwest Se-
curities. So, within our holding compa-
ny, we’re focusing on brokerage. South-
west Securities is, i guess, the largest 
Texas-based brokerage firm, and we’re 
using that as a platform to grow the bro-
kerage side. We have some fixed income 
business, public finance and stock loan 
business that are well established and 
respected, and we are also growing our 
retail brokerage business. We are also 

FOCUS ON F INANCIAL STOCKS

    
WALLSTREETREPORTER®      

�1

FOCUS ON F INANCIAL STOCKS

�0  WALLSTREETREPORTER®      

FOCUS ON F INANCIAL STOCKS

    
WALLSTREETREPORTER®      

�1

R
O

U
N

D
T

A
B

L
E

R
O

U
N

D
T

A
B

L
E



Bradley Milsaps, Sandler O’Neill  & Partners, Bank Analyst
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banks located in the Midwest.  Mr. Milsaps joined Sandler O’Neill in Febru-
ary 2005 from FTN Midwest Research, where he served as an equity ana-
lyst for three years, focusing on small and mid-cap banks in the Midwest 

and Southeast.  In 2005, the Wall Street Journal ranked Brad #2 in stock picking for 
the Banking sector. Prior to joining FTN, Mr. Milsaps worked in various commercial and 
corporate lending roles at SunTrust Bank.  Brad earned a B.S. in Business Administra-
tion with a concentration in Finance and Corporate Investments from the University of 
Tennessee-Knoxville in 1999.

the fourth-largest clearing organization 
in the country. And so, we are expand-
ing our clearing business and have oper-
ating leverage where we can add capac-
ity and add customers without 
additional overhead. So, we are 
really excited not only on the 
banking side but also on our sis-
ter company Southwest Securi-
ties going forward, and what we 
can do together and also in this 
geography, North Texas.
WSR: At The Bank Holdings, anything 
you would like to add about where you 
are headed into next year?
GIOMI: i think the future for us is ex-
tremely promising, and the one thing 
that i’m a little bit concerned about and 
worried about is the cost of operation 
due to technology and due to regula-
tions. With Sarbanes-Oxley coming 
down the pike, what we are having to do 
to comply with that is extremely costly 
not only in dollar amounts, but in em-
ployee time involved. And i don’t know 
what the extent and the magnitude of 
it is, but as we move into it, we have 
been spending a lot of money to comply. 
And i sort of feel sorry for the banks 
that are smaller than we are, because 
it is going to put a burden on them. 
When we talk about the M&A side of 
it, someone talked about the California 
banks. i just read, and probably Doug, 
you probably read it as well, that there 

are 70 new banks forming in the state of 
California, either selling stock now or 
just submitting their applications. And 
all those banks are raising capital to the 
magnitude of around $20 million. Just 
if you would sit down and calculate that 
out, and how much that has taken out 
of the funding side of banking, down 
the road that’s going to be a problem i 
think. And we are associated so closely 
with the state of California that i think 
it is going to impact us. And our attitude 
is, if we stand still we are going to lose. 
We have to march forward. The only 
consideration and the forethought that 
we have is that, we must make very in-
telligent decisions. We cannot afford to 
make one error.
WSR: Do you think that risk level is 
much significantly higher than it has 
been in recent years?
GIOMI: Definitely, i think it is. Maybe 
i have been in banking a little bit too 

long, but when you start paying in ex-
cess of three times book for banks in 
some of the markets that we are in (that 
has happened), there is a lot of goodwill 
involved. And with the inverted yield 
curve and what i see with the funding 
side for banks, i don’t know if it’s two 
freight trains waiting to collide, and 
time will only tell. i hope that that’s not 

the case, but i am a little bit concerned 
about it.
WSR: Doug, any wrap-up comments 
or additional observations about your 
firm?
BIDDLE: Just a few. With all due re-
spects to the colleagues on the call, i 
will actually pick and chose a little bit of 
their jewels that they have mentioned, 
because it actually represents, albeit at 
a little lower scale, our strategy. Dick, in 
his strategy of building around that key 
banker in a community, is actually our 
strategy as well, and that’s how we have 
been able to, for example, enter the Sac-
ramento marketplace with a very well re-
spected, very experienced lending team 
that decided to join us because of the 
stability that our company, 26 years, and 
all the positives this stable management 
provides has attracted them to come to 
us, for us to view their infrastructure, to 
enable them to do what they do best — 

and that is service their clientele on the 
lending side there. And so, that is what 
we are doing as well. We have got some 
feelers out in some of these other adja-
cent growing marketplaces in northern 
California, in discussions with some key 
bankers in those communities, and re-
alizing that we may have to hire those 
folks six months before we actually get 

NYSE: CFR

NASDAQ: SBIT

“There are 70 new banks forming in the state of Cali-
fornia, either selling stock now or just submitting their 
applications…down the road, that’s going to be a prob-
lem, i think.”
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Specific disclosures regarding each issue dis-
cussed can be found in the analysts’ recent 
reports, available upon request.  

an operation up and running, because 
it is so important to get that key indi-
vidual. Unlike some of the other folks, 
our strategy is that, with the exception 
of the SBA lending that i mentioned, 
we actually stick to more of the generic 
banking functions, but rather look to 
diversification to really help us achieve 
our financial goals: not only commercial 
real estate and construction, for those 
that are interested in relocating to a re-
tirement home area, vacation home, that 
kind of thing. We also have about 20% 
of our portfolios in agricultural lending 
in a variety of areas, mostly cattle, some 
row crops and things like that, and we 
also as well have a very robust dealer 
lending program, where we have actu-
ally placed technology in the hands of 
our dealer clientele that actually 
helped us process those lending 
opportunities a lot quicker just 
through technology over the 
internet. So, we have actually 
tried to deploy technology to 
help drive and lower the cost to 
acquisition of lending to drive 
that kind of volume into a pro-
cess that’s very automated, very 
defined. Our credit quality standards 
are quite high. For example, in our $50 
million dealer portfolio, our average 
FiCO score is 720, so we are trying to go 
for C&D paper. We are looking for that 
higher-tier client, and because our costs 
to drive that business are lower because 
of the technology, it works well for us to 
help diversify our lending portfolio and 
opportunities there. So, i’d say that’s re-
ally where our initiatives are to try to 
push out some more technology into de-
posit gathering world, like i mentioned: 
remote capture at business clienteles to 
provide that more customized service 
in that regard. And just kind of stick to 
our basic knitting and expanding into 
areas with key bankers that are very 
highly respected in those communities 
and provide a structure and a home for 
those folks to service their clientele.
WSR: Anyone else have any additional 
wrap-up comments?
RABATIN: i wanted to make a few fol-
low-up comments on some of the com-

ments that the CEOs just made here. i 
would certainly very much concur with 
the bankers that the acquisition pricing 
in some of these markets is ridiculous. 
For instance, Dick is from Dallas. The 
bank over in Fort Worth, Summit Banc-
shares inc. (NASDAQ: SBiT $27.06), 
sold for about five times tangible book 
and about a 40% core deposit premi-
um. And you would think that would 
be by some large regional banks that 
didn’t care about the earnings dilution 
and the margin, but it was actually by 
Cullen/Frost Bankers inc. (NYSE: 
CFr $53.81), who usually does a great 
job and is well respected. in many of 
the Texas markets, it is one of the best 
banks around. The problem is that those 
large regional banks in a lot of cases are 

going to pay slightly dilutive pricing 
to get into new markets. So, that’s one 
thing that’s the interesting aspect of the 
market right now. Then the other is on 
the de novo banks, and the calculation 
i made on that number about Califor-
nia: 70 banks with $20 million of capital 
each, that would be about $17 billion of 
leverageable assets and that’s a lot for 
the market to soak up. And the prob-
lem with those institutions typically 
is in the first several years, there is no 
compunction for these institutions to 
be profitable anytime soon, and so they 
are very aggressive and trying to go out 
and grow their deposit, and that’s typi-
cally very high-rate CDs, and so they 
are just trying to go out and balloon 
their capital up quickly, and it leads to 
a lot of strange decision making in some 
markets. i know that has to be terribly 
frustrating for good bankers that are 
around seeing other community banks 
doing what would be considered dumb 
things for profitability in their market. 

“The problem with those [new] institutions typically is in 
the first several years, there is no compunction...to be prof-
itable any time soon, and they are aggressive and trying to 
go out and grow their deposit and that’s typically with very 
high CD rates.” 

i just wanted to make those two sidebar 
comments.
BIDDLE: Just one follow-up on Brad’s 
comment. hal explained it very well 
also about the proliferation of all these 
de novo banks in the California market-
place. i think for those companies that 
have a proven track record of patience 
and steady earnings and stability and 
have focused balance sheets, we under-
stand that this business goes in cycles, 
and i think in some ways i might view 
that activity that seems to be explod-
ing in our marketplace in the form of de 
novo banks being created as being fool-
hardy. it actually opens us some oppor-
tunities for us i think in the next five- 
to seven-year timeframe. i agree with 
hal, there is just no way that the prom-

ise that the organizing groups made to 
those that were investing and to those 
that they acquired in the form of key 
banking individuals — especially in the 
form of stock options and such — would 
really come to fruition. There will be 
some talent out there for us to acquire 
and really bring back into a solid bank-
ing franchise that they can really say, 
“hey, this is one that has been proven. 
i can join this, i can grow with it, i can 
prosper and contribute,” rather than “i 
did my thing, put my high-flyer in on 
this new startup and that didn’t work.” 
And “i’ve got an attractive place to go 
that can really be a home for me in the 
long term.”
WSR: So, you are looking farther into 
the future to see the opportunity.
BIDDLE: We always have to.                   •
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Another interesting allied idea 

is Ad infuse, which is going 

to do dynamic ad insertion in 

mobile cell phones, Sub-

hedar said. Still another 

wireless play is Mobio, 

doing the equivalent of 

mobile 2.0, or allowing you to do a high-

ly-contextual, highly-targeted search, so 

that the information you get is very rele-

vant to what you are trying to do, he said.

We have done a very good 

job over the last decade or 

so of building big fat pipes, 

and we have done a very 

good job of building web 

servers and applications 

and lots of web services 

available. The online connected under 

broadband world is becoming richer, 

and as a result, individuals are doing 

more stuff online, whether it is shopping, 

browsing, reading, reviewing, sharing, 

and that will continue. Extending that 

experience from the pC to other areas 

would be our areas of investment and in-

terest,” Subhedar said.

intellectual property spinoffs from 

established tech companies will 

be more common this year and 

beyond, said Bart 

Schachter, managing 

director of Blueprint 

Ventures, a San Fran-

cisco-based venture 

capital firm. he cites the example of 

lANDesk, the No. 2 M&A deal last year 

($500 million) behind Google’s purchase 

of YouTube and an investment by his 

firm. lANDesk came out of intel, which 

“And particularly, if you 

look outside the U.S., 

where broadband to 

the home is not so 

available, the pen-

etration is low, espe-

cially in developing 

countries like india 

and China, parts of South America, as 

the alternatives to the ways to deliver 

broadband to the home is either fiber-

to-the-home or copper and DSl to the 

home,” said Sunhedar. “if new commu-

nities are being built and there is not 

fiber-to-the-home, or existing ones, or 

enough copper, then the one way to de-

liver broadband very quickly is WiMAX. 

i think you will see a lot of WiMAX 

deployment and WiMAX CpE as a 

way to deliver broadband to the home.” 

The delivery of information to 

cellphones is also evolving as 

the technology improves, he 

says. For example, Storm 

invested in Cellfire, which 

delivers coupons via the cell 

phone. “All of us like to get a 

good deal and like to get two 

for ones or 10% off or 50% 

off, but we are not clipping 

coupons, we never seem to have them 

when we need them or when we think 

about them,” he said. “Wouldn’t it be 

great that instead of getting coupons 

in the mail, where most of which are 

thrown away or are not there when you 

need them, is to have them delivered to 

your cell phone, so that when you are 

doing whatever you are doing, you can 

easily look for that coupon and enjoy 

the savings that the coupon offers.” 

in years past might have just written off 

or swept such technology under the rug. 

“The reason we are see-

ing a lot of interest by 

major corporations in 

monetizing their un-

used assets is because 

there are now examples 

of the monetization ca-

pabilities of such tech-

nology; this windfall to intel is but the 

latest example,” Schachter explained in 

an interview. “That’s one reason why 

corporations are quite interested, in that 

they are seeing the possibility of mak-

ing money from their assets. The sec-

ond reason is the continuing churn in 

the technology sector, and we find every 

company goes through an up and down 

cycle where they continuously revaluate 

what is core and not core in their intel-

lectual property and r&D portfolio.”

Uses of the GpS (Global posi-

tioning Satellite) system are 

also ripe for monetization, 

he said. “Over the last 

few months and in-

creasingly into 2007, 

we are seeing that 

technology go main-

stream. it started with 

automotive applications and car rentals; 

many new cars now have GpS mapping 

systems included. As the semiconduc-

tor technology for GpS receivers has 

improved dramatically, both in terms of 

size and power, we are seeing a lot more 

handheld applications from phones to 

watches and other GpS technologies.”
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This, he says, gives rise to two 

major opportunities. “in the 

public markets, it gives a great 

amount of interest to 

some of the publicly-

traded components 

and GpS infrastructure 

companies like Gar-

min, perhaps TomTom in Europe, and 

SirF, which is one of the semiconduc-

tor companies. in the venture-backed 

space, we are seeing some very interest-

ing Web 2.0-type deals where people are 

using GpS technology to enable a com-

munity of users linked not only through 

their email or instant messaging or SMS 

infrastructure, but allowing people to 

connect physically should they be at the 

same ballpark, should they be walking 

down the street, at the mall, in school or 

anywhere else at the same time; so really 

this has almost brought back the virtual 

world of the internet and communities 

based on internet presence to communi-

ties based on physical presence again.” 

investors also need to be clued into 

the emergence of technology-en-

abled services, said Brian Jacobs, 

general partner with 

Emergence Capital 

partners in San Ma-

teo, California, which 

has funded 25 such 

companies. The idea 

is that tech firms are increasingly integrat-

ing their software and services into full 

solutions that can be provided as a service. 

“One of the major catego-

ries of technology-en-

abled services is soft-

ware-as-a-service,” 

Jacobs said in an in-

terview. “These are 

software companies 

providing an application that is accessed 

over the internet by their customers. 

Salesforce.com has been a leader in this 

category, and they are continuing to grow 

at a very healthy rate. Wall Street has rec-

ognized the value of their stable recur-

ring revenue, their high margins, strong 

growth rates and rewarded them with a 

high multiple. They are a clear innova-

tor in the software-as-a-Service category 

and have set the pace for other startups.”

Examples of technology-enabled 

services firmss are NetSuite and 

SucessFactors, each of which are 

expected to go ipO this year 

or next, and ADp, already 

a public company buy very 

active in this arena, he said. 

Finally, one of the exciting devel-

opments in the consumer space 

is mash-ups, or the ability to take 

different applications 

residing on the inter-

net and stitch them 

together in new and 

interesting ways that 

provide value above and beyond the val-

ue of the underlying applications, Jacobs 

said. “For example, there are new con-

sumer applications that tie into Google 

Maps and allow people to map data that 

comes in from another source. We believe 

that trend could take hold in the enter-

prise as well, as business users are able to 

stitch together data and applications that 

they don’t own or create themselves. it is 

possible to extract insights from corporate 

information in the same way consumers are 

getting insights from public information.” 

Many web technologies get 

started in the consumer space 

and migrate back into the en-

terprise realm., Jacobs 

noted. “That’s not the 

traditional trajectory for 

new technology. Often 

when technologies are 

initially launched, they 

are very expensive; that means price-sen-

sitive consumers are not good initial cus-

tomers for them. Traditionally, innovations 

start in the enterprise and migrate down. 

The availability of vast informa-

tion on the web has spurred a lot 

of creativity among individual 

entrepreneurs, accord-

ing to Jacobs. “When a 

low-cost approach works 

for consumers, corpo-

rate customers become 

quite interested and 

start to figure out how to 

use those technologies 

for their own purposes. One example of 

that would be the idea of collective intel-

ligence. There have been a number of con-

sumer applications leveraging the fact that 

millions of consumers have all contributed 

information. By looking at that data on a 

collective basis, you can glean insights that 

were not available prior to the web. We’ll 

be seeing more of that in the enterprise, 

with applications that look across an em-

ployee base or a sales force and extract 

insights you could only find by having 

broad participation in an application.  ” 

    
WALLSTREETREPORTER®      

��

  (Continued from cover page)     The Next Big Things in Technology Stocks  

T
E

C
H

’S
 N

E
x

T
 B

IG
 T

H
IN

G
S



prESOrTED
STANDArD

U.S. pOSTAGE pAiD
pErMiT NO. 1121

hACkENSACk, NJ

wall street reporter magazine, Inc.
11 Hanover Square, 10th floor
New York, NY 10005


