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Operator:  Good morning everyone and welcome to the LGL Group Q3 2010 Earnings Report. 

At this time, all participants are in a listen only mode. Later, you will have the opportunity to ask questions during the question and answer session.


You may register to ask a question at any time by pressing the star and 1 on your touch-tone phone. You may withdraw yourself from the queue by pressing the pound key.


This call also has a visual PowerPoint component in addition to the conference call. To view the PowerPoint, please click on the Join The Meeting link you received in your invitation and included in the press release announcing today’s call.


If you need assistance seeing the presentation, please press star and 0 on your touch-tone phone and an operator will assist you. I will be standing by if you should need assistance. 

It is now my pleasure to turn the conference over to the company’s Chief Accounting Officer, Mr. LaDuane Clifton.

LaDuane Clifton:  Good morning and welcome to today’s call. Joining me today is our President and CEO, Mr. Greg Anderson. 

Before we get started today, we have prepared a slide presentation for your reference that may be viewed as part of today’s Web conference. The presentation materials are also available from our Web site at www.lglgroup.com. We ask that you locate these and use them as reference for today’s call.


This call will be recorded and it'll also be available for playback later today on our Web site. Other financial information and recent press releases are posted on our site as well.

Please note that our comments here today will be covered by the Safe Harbor Statement.


During this call, we may include certain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. In addition, non-GAAP financial measures may be presented.


These statements are based on management’s current expectations and they’re subject to uncertainty and changes and circumstances. Actual results may differ materially from these expectations due to changes in global, political, economic, business, competitive, market and regulatory factors.


More detailed information about those factors is contained in the LGL Group’s filing of the Securities and Exchange Commission. Again, if you need assistance at any time during the call or the Web conference, please star 0 for the operator.


At this time then, I would like to introduce our President and CEO, Greg Anderson.

Greg Anderson:  Thank you, LaDuane and good morning to everyone. If we take a look at this morning’s agenda, you'll note that we've added a couple of new topics. Besides our basic discussion regarding business and financial highlights, I would also like to take this opportunity to share with you two additional items that management and our board of directors have been spending time on.


Specifically, we will review some ideas on how to improve our capital structure which we feel can enable some viable growth strategies for the LGL platform. As we continue to work towards laying a foundation for growth here at LGL, we would like you, our stakeholders, to begin developing a better understanding of our strategic vision for the LGL.


With that as an introduction, we will begin by sharing third quarter business highlights followed by financial highlights. Then we'll speak to some recent - these recent changes regarding our capital structure. Then I would also like to introduce our four pillars of growth which describes conceptually the framework for our strategic growth initiatives. And of course we'll conclude with today’s call with a question and answer period.


So let’s get started with third quarter results. If you've had a chance to read the earnings release that went out yesterday after market close, you can probably sense that we’re pleased with the third quarter. This is now the fourth consecutive quarter with positive earnings. Total revenues for Q3 were $12.4 million. That was nearly a 70% increase over the $7.3 million reported in the third quarter of last year.


Revenues this quarter were evenly split between both of our major markets which are telecom and MISA. We are excited to share that operating efficiencies for the third quarter resulted in gross margins of 37.6% and we can compare that to 19.7% for the same period last year.


I'd also like to note that this is a new level of margin performance for our company and we are pleased at the difficult changes that we made throughout 2009 continued to deliver the consistent results to the bottom line that we'd hoped. Basic and diluted earnings per share was 88 cents as compared to 43 cents of loss for Q3 of last year.


Shipments for the quarter were near record levels achieved for the last quarter so I believe Q2 ended at 12.5 and this one was 12.4. However, new orders in Q3 were notably softer within the telecom sector. We do feel that that softening is a result of short-term corrections the inventory’s built across the supply chain.


As a result, backlogs did moderate to just under $12 million. I mentioned previous that revenues were evenly split between our two major markets and I'd also like to note that they were primarily driven by repeat orders off our annual OEM contracts.


As expected, we did realize a nice improvement to working capital which at the end of the third quarter was $10.9 million as compared to 8.9 reported at the end of the second quarter. Overall, we feel that our markets and our customer positions remain strong.


As we look ahead to the fourth quarter and the first half of 2011, our backlogs remain healthy. Our major OEM customers are reporting positive earnings with modest growth, the outlook for the semi-conductor industry which can be a leading indicator for the telecom sector is projecting single-digit growth for the next couple of years and notably our 2011 commitments from our customers have also been favorable.


As we speak to our financials and we take a look at our revenue trends, the trailing 12 months at the end of Q3 was just under $45 million. It’s important to note that the most comparable periods on this chart are full years 2008 and 2009.


The next chart I'd like to highlight is our Quarterly Income Statement. The bars represent revenue, the green line represents gross margin, the black line are EBITDA percentage.


And I mentioned previous that this is our fourth consecutive quarter of positive earnings and that our gross margin of 37.6% is a new - is strong and we be - and is certainly a new level of performance and it’s really a result of our increased revenues and well as our improved cost structures.


Order backlogs. I mentioned previous that our consecutive quarters are strong. Shipments have moderated our order backlogs. The decrease in the orders during the third quarter we believe is primarily due to the softening of or correction in supply in the inventory levels across the telecom market segment.


Our backlogs finish the quarter at just under $12 million. I'd like to bring you next into some discussions regarding our capital structure. Our position at the end of the third quarter - assets were $19.9 million, net working capital 10.9, cash and short term investment is 2.3, long-term debt at 0.7, shareholders' equity 14.4 and our line of credit standing at $4 million.


It’s certainly notable that the company’s working capital position has nearly doubled from the same period of 2009. When we talk about improving our capital structure, well, we certainly improved or just as we've made progress in our business and fundamentals, we’re also seeking to improve our operating flexibility by making improvements to our overall capital structure.


Our ability to generate free cash has improved. In addition, on September 30, we repaid the $2.3 million term note that we had with RBC. During the financial turndown, we struggled from time to time to comply with debt covenants' restrictions. Today, I'm happy to report that our ratios are much improved and in some cases, those restrictions have been relaxed.


Besides our existing credit facilities, we continue to explore building relationships with other financing partners to complement and further improve our debt structure. As we look to lay the foundation for growth, we are considering a number of options for the use of equity and debt.


We want to ensure you that we have a ((inaudible)) sustain performance and growth with the ultimate goal of creating stockholder value. Finally, the company took the action to file a shelf registration with the SEC in order to provide additional flex - financing options in the form of equity so that we’re ready and able when the right opportunities present themselves.


I mentioned earlier that we would like to speak to you regarding our strategic initiatives for growth and if you'll draw your attention to slide 16 we'll introduce the concept of our four pillars.


The first item is really an investment into our organic business that we have today. That’s really who we are as we stand today. We believe we can continue to have R&D investments to leverage our opportunities with our existing customers and really maximize our positions.


We also believe organically we can incrementally add some capacity. We believe that we've got an additional 20 - 25% upside across our supply chain for just incremental investment. We also believe there’s a nice opportunity for R&D investments into products that are higher in the value chain such as modules and subsystems. Our goal there would be in with products with higher average sale prices and of course improve margins.


Strategically, we'd also like to explore joint venture opportunities. Can we create partnerships where we look for intellectual property expansion? We'd like to seek differentiated positions to increase our margins. And of course we'd like to look for opportunities where we strategically can expand our supply chain and improve our manufacturing flexibility.


We also believe that M&A presents some good opportunities for LGL. We’re prepared to explore synergistic acquisitions. We feel it’s best to consistent - to stay consistent and focus on our high value-added engineering complements.


We will continue to move and shift towards lower volume, higher average sale price, margins kinds of opportunities. And we'll continue to increase the level of customization and deepen our relationships with OEMs.


And as a fourth point, we'd like to remain open to seek opportunities for what may come along in true greenfield investments areas where new markets, new customers and new products can be brought into LGL.


At this time, I'd like to extend an invitation to our shareholders to our annual meeting. We'd like a chance to meet you in person if we haven't already. That meeting is to be held Wednesday, December 15 at the Union League Club in New York City. And we'd really enjoy the opportunity to talk further about LGL strategy for growth with you.


As you can see, we’re excited about the opportunities that are in front of the company. The combination to sustain operating performance and a healthy business outlook really has positioned LGL to look ahead and prepare to enter what we believe will be an exciting time of growth where we can really leverage the LGL platform and create value for you.


So this concludes our presentation for this morning’s call. Now, we would like to take some time to answer your questions. Operator, please begin the question and answer period.

Operator:  At this time if you would like to ask a question, please press the star and 1 on your touch-tone telephone. You may withdraw your question at any time by pressing the pound key.  Once again, to ask a question, please press the star and 1 on your touch-tone phone. 

We'll take our first question from (Jim Stevens) with (Stevens Capital). Please go ahead.

(Jim Stevens):  Yes good gentlemen. Very good quarter. The question I have is the stock is extremely thin and the many times the spread ((inaudible)) is extremely wide. Is there any plans in the near future to consider a stock split to broaden the ownership out and probably would encourage more buyers to come into own LGL.

LaDuane Clifton:  This is LaDuane Clifton and thank you for your question, Jim, you know, we've explored those kinds of things. We don't have any definitive plans at present with regard to a stock split. I can tell you that one of our goals is to broaden our shareholder base. And so as we look at options related to the recent shelf registration and just other ways we could bring in additional financing.


We are conscious of the idea that we need - to the extent we can, broaden the shareholder base. And so I'll take that as a suggestion and continue it - we'll continue thinking about that.

Greg Anderson:  Yes, certainly if I can comment for - it’s a conscious thought for us as with management and the board of directors. So we think your question is thoughtful and it’s certainly under consideration.

(Jim Stevens):  Okay fantastic. Just one other quick question if I may. Again, I mean, LGL’s got quite a story to tell. It's, in my opinion, it’s extremely undervalued in all metrics. And is there - does management to get out - what is management going to do to get out and tell the story to the investment community?


Are there different conferences? Any - I know there’s an estimate out there but I can't find out what firm it is. But is there any - is management going to get out there and tell the story and try and get some of the investment community more in tune to this fantastic story?

Greg Anderson:  Okay. Well, I'll take that one, LaDuane. The answer to that is, yes. We've been, frankly, very hedged down for about four quarters so we could get the company back to where it’s at and we understand now that the story is important.


We’re starting to share it in a broader sense. We do intend to plan - to present at some conferences. There’s also some very clear thoughts about doing some road shows at least in the major markets where we could present the story as well.


Right now, you know, we’re - we've got an annual shareholders' meeting coming up in just about month. I would say the likelihood of doing much between now and then is going to be limited. So with this time, I'd really like to invest or invite those to come to that meeting and maybe we could get some exposure. Maybe there’s a chance to do some meetings around that as well.

(Jim Stevens):  Okay great. Thank you very much ((inaudible)).

Greg Anderson:  But you - yes. You can expect us - to see us on the road.

(Jim Stevens):  Yes, fantastic. Okay thank you. Okay.

Operator:  And once again if you would like to ask a question, please press the star and 1 on your touch-tone telephone. We'll pause for a moment to allow questions to enter the queue.


And we'll take our next question from (Thomas McIntyre) with (Freidin McIntyre). Please go ahead.

(Thomas McIntyre):  Yes hi, good morning. Back at the beginning of the year, we - you had a - you started to emphasis some of these strategic initiatives back before the earnings started to take off and stock was much lower. And then it seemed like it was downplayed there for a quarter or two and now here we are back talking about it.


Are what you doing today a continuation of what you were referring to back in January - February or has your position improved so much that you think you have some other opportunities?

Greg Anderson:  I would say that it’s really a continuation. We certainly recognize that we have an improved position and so it does present other opportunities. So I think the answer to that, it is a continuation. And yes, we do have more opportunities. I'm not sure it’s one way or the other. I think it’s yes to both.

(Thomas McIntyre):  Yes okay. Well, that kind of makes sense.

Greg Anderson:  Right.

(Thomas McIntyre):  And back to the other observation - first question there on the stock trading. Yes it’s thin but I would also say that there seem to be - someone who watches it - trade everyday, the trade - the sort of trading about 10 - 11 days ago, was a lot different and frantic and may have indicated someone had an idea about your backlog number - something.


Somebody was clearly worried about something. And it’s not so much the stock came down, because it went up just as fast. But it’s just the nature of the day-to-day trading. I'm sure you noticed it too and you talked with your specialists, he might have been able to give you some idea to what was going on.

LaDuane Clifton:  Yes (Tom). Thank you, you know, we do watch the stock as well as you do. And we speak to the specialists, you know, I don't have anything specific that I can say to you about that, you know, there’s nothing unusual, you know, we presented our results here and so I really can't speculate. So but yes - no, we’re watching that as well and, yes.

(Thomas McIntyre):  Yes - no. I'm just saying - I'm just point out that the character of the trading kind of was a little weird there. And as if somebody had some edge that they thought they had and maybe they did and maybe they don’t - only time will tell so good luck in the future. Well thank you very much.

LaDuane Clifton:  Thank you.

Operator:  And once again if you'd like to ask a question, please press the star and 1 keys now.
And it appears we have no further questions at this time.

Greg Anderson:  Well, once again, thank you for joining our call this morning. All of us here at LGL are excited about the progress that we've made over these past four quarters. We’re optimistic about what our future may bring.


We believe that the LGL platform is a fantastic foundation for growth and building stockholder value. An again, I'd like to repeat my personal invitation for you to attend our upcoming annual meeting this next month in New York City. And at that time, we'd be delighted to take more time to discuss our strategies and then really take the opportunity to meet you firsthand.


So thanks for your attendance today.

Operator:  This ends the LGL Group’s Q3 Earnings Report call. If you have any further questions, please send an email to Greg Anderson at ganderson@lglgroup.com or to LaDuane Clifton at lclifton@lglgroup.com.  Thank you.

END

