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Tri-S Security Corporation (NASDAQ ï TRIS) Speculative Buy 

 April 2008 
 

Market Data – 04/08/08 
 
Recent Price                                        $2.44 
52 Week Range                      $1.07 - $4.05 
Market Capitalization                  $10 million 
Basic Shares Outstanding           4.2 million 
Avg Daily Volume                              12,251 
Exchange                                      NASDAQ 
Ticker                                                   TRIS 
 
Financial Data (as of12/31/07) 
 
Shareholdersô Equity (millions)             $4.8 
Current Assets (millions)                     $15.2 
Current Liabilities (millions)                 $26.5 
Diluted EPS                                       $(1.02) 
Cash (thousands)                                $465 
Net Working Capital (millions)          $(11.4) 
 

 
Overview 
 
Tri-S Security (Tri-S) is a governmental and 
commercial security firm headquartered 
outside Atlanta. Comprising two wholly-
owned subsidiaries: Paragon Systems, Inc. 
and The Cornwall Group, Inc., the 
Company has approximately 3,500 
employees, the majority of which are highly 
trained, revenue-generating guards.  
 
Tri-S clients include: The United States 
Department of Homeland Security, Exxon 
Mobil, Royal Caribbean, NASA and the 
Social Security Administration. Tri-S earns 
74% of its revenue from the governmental 
sector.  
 
 
Company Contact Information 
 
Tri-S Security Corporation 
Royal Centre One 
11675 Great Oaks Parkway -- Suite 120 
Alpharetta, Georgia  30022 
Telephone: (678) 808-1540 
Fax: (678) 808-1544 
 
Ronald G. Farrell, CEO 
Email: ronfarrell@trissecurity.com 
Website: www.trissecurity.com 
 

CONCLUSION 
 

Tri-S has tremendous organic growth opportunities coupled with the ability to make 
accretive acquisitions in the near future. Until recently, Tri-S has incurred operating 
losses; however these losses were a result of internal structuring critical to facilitating 
the Companyôs ability to compete for larger, more lucrative contracts and, therefore, 
should not be regarded as a deterrent for future investment. In fact, management 
estimates 2008 revenue will range from $140 million to $150 million, an increase of 
57% to 68% of 2007 revenue. 
 

We are confident these objectives will be achieved, as evidenced by four recently 
announced, multi-million dollar contracts:  
 

¶ $58 million with the State of Georgia over a five years period 

¶ $220 million with the US Social Security Administration over a ten year period  

¶ $29 million with the Department of Homeland security over 12 months 

¶ $56 million with the Department of Homeland security over 5 years 
 

Together these contracts could account for as much as $57 million in revenue for 
2008, as much as $360 million throughout their terms. 
 

Investment Highlights 
 

Consistent, Recurring Revenue Growth- Tri-S continues to increase the number 
and size of its contracts. Most recently the Company announced it was awarded two 
contracts to provide over 450 security guards to the Department of Homeland 
Security, with the potential to generate $33 million in revenue in 2008. With an 
estimated $600 million of contracts in its pipeline, Tri-S strategy is bearing fruit. We 
anticipate that Tri-S will win several more major, multiple-year contracts in 2008. 
 

Margin Expansion- Contracts negotiated within the last 18 months are beginning to 
demonstrate margin expansion and this trend is expected to continue into the 
foreseeable future.  
 

Single Source For Comprehensive, Fully Integrated Security Services – The vast 
majority of the firms in the physical security sector are small, regional operations with 
limited capabilities. Tri-Sô broad foundation enables it to offer clients a full scope of 
security services. This makes the Company a natural choice for firms looking to 
outsource their security needs. 
 

Proven Management Team – Senior management and Board of Directors have 
established track records of consolidating operations and driving organic growth and 
profitability in public companies. 
 

Investment Concerns 
 

Lack of Liquidity- Based on the trends of its expanding operations, Tri-Sô low cash 
position may not be sufficient in the event of unforeseen events.  However, the 
Company does have a $25 million accounts receivable line of credit which should 
satisfy the anticipated needs through 2008. 
 

Limited Trading Volume- Tri-S currently has relatively low trading volume. For an 
investor, this could potentially harm their return due to the illiquidity of their 
investment. 
 
Financial Summary 
 

(figures in thousands) 12/31/2007 12/31/2006 12/31/2005 
     

Total Revenue $88,943 $75,725  $41,985  

Gross Profit  $5,472 $7,478  $2,848  

Operating Income (Loss) ($6,825) ($5,132) ($3,564) 

Net Income (Loss) ($4,303) ($3,833) ($2,278) 
 

 

mailto:ronfarrell@trissecurity.com
http://www.trissecurity.com/
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Corporate Overview 
 
Through its two wholly-owned subsidiaries, Paragon Systems, Inc., which services the Government sector, and the 
Cornwall Group, Inc. which services the private sector, Tri-S provides uniformed armed services for access control, 
personnel protection, plant security, theft prevention, surveillance, vehicular and foot patrol, crowd control and 
prevention of sabotage, terrorist and criminal activities. The Companyôs client roster comprises high-profile 
government agencies as well as Fortune 1000 companies, including: the Departments of Homeland Security, 
Defense, Treasury, and Justice, the Social Security Administration, NASA, Exxon Mobil, Citigroup North America, 
and Royal Caribbean.  Tri-S currently earns 74% of its revenue from the governmental sector and 26% from the 
private sector.  

History 

 
Tri-S Security was incorporated in Georgia in October 2001, (originally under the name Diversified Security 
Corporation) for the purpose of acquiring and consolidating electronic and physical security companies. The 
Companyôs strategy is consistent with a highly fragmented industry and consists of integrating complementary 
businesses, taking advantage of the Companyôs operating and technology expertise to improve the performance of 
acquired companies. This has, and is expected to continue to increase Tri-Sô overall share of the market within 
targeted sectors.  

The events of September 11,
 
2001 had significant impact on the security industry, and in turn, on Tri-Sô momentum.  

During the nascent stage of the Company, management explored, but did not consummate, several acquisition 
opportunities.  The primary justification for this was twofold; first, valuations of security companies rose significantly 
above previous levels immediately following the terrorist attacks.  Second; participants in the security industry faced 
material changes in regulation. Most notably, in response to national concerns the government required that all 
providers of security for federal agencies had to be domestically incorporated.  This caused a significant ñshake-outò 
among participants of all sizes. 

After careful consideration, in February of 2004, the Company made its first acquisition, purchasing Paragon 
Systems, a small, privately owned company which provided contract guard and logistics services to federal 
government agencies since 1994. Tri-S felt that the Paragon acquisition represented a substantial opportunity as two 
of its leading competitors in this sector -- Securitas and Group 4 ï were domiciled outside of the US, thus, they were 
no longer able to participate in the sector, leaving Paragon in a real position of strength.  Originally formed in 
Huntsville, Alabama, today Paragon is headquartered in Washington DC. 

With a solid foundation in place, management commenced with its efforts to expand market share and look to other 
acquisitions.  The Company also commenced the process to have Tri-S stock listed on NASDAQ, and in the first 
quarter of 2005, the Company completed an initial public offering for a total of 2,070,000 units at a price of $6.00 per 
unit, providing Tri-S gross proceeds of $12,420,000.  

Approximately six months later, in the third quarter of 2005, Tri-S successfully completed another financing, raising 
$8 million in a convertible note offering.  The proceeds from this financing were used to assist in the financing of its 
next acquisition. 

In October of 2005, Tri-S acquired the Cornwall Group, a security company based in Miami, Florida, which 
specializes in providing security to the corporate sector. Originally formed in 1980, Cornwall offers comprehensive, 
state-of-the-art customized electronic and manned security systems for commercial, residential and government 
clients. With over 1,500 employees in five offices throughout Miami, Dade, Broward and Palm Beach counties, some 
of Cornwallôs clients include Enterprise Rent-A-Car, the U.S. General Services Administration, the Florida Department 
of Transportation, Marriott Hotels, Citigroup of North America, University of Miami, Cheesecake Factory, Royal 
Caribbean and the American Red Cross.  

Tri-S Security acquired both of these organizations for their excellent brand recognition within their respective market 
segments as well as for their growth potential. Once integrated into the Companyôs operation, the infrastructure, 
management, and sales and marketing have been consolidated to leverage the advantages of a larger organizationôs 
efficiencies, while the day-to-day operations serve as the foundation from which the Company has, and will continue 
expand its presence in the government and corporate sectors. 
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Infrastructure 

 
These acquisitions left Tri-S well positioned within the market, as only those firms with the resources to manage 
scheduling, training, billing and payroll ï in addition to other ñinvisibleò services ï across multiple sites will be able to 
compete for larger, national accounts. Price is not the only determinant when the government is awarding a contract; 
companies must also pass a rigorous background test and have demonstrated the ability to execute its 
responsibilities. In addition, the proposal which must be submitted to be awarded these contracts is extremely 
technical in nature. The Company has established an experienced team to prepare the highly technical submissions 
that are the basis for contracts being awarded. Both members of this team have indicated a strong desire to remain in 
their roles at Tri-S.  

In its effort to provide optimum quality assurance and customer satisfaction to its clients, Tri-S management 
recognizes that its security staff is critical to its success.  To that end, the Company does not subcontract its workers; 
all guards are direct employees of the Company who have been recruited, trained and checked for criminal 
background by Tri-S. Many guards are former military and government-agency trained personnel.   

Tri-S is also responsible for supervising the guards while on duty, paying salaries benefits, workersô compensation 
insurance and any required bonding, in addition to providing fire arms when requested.   

Unionized employees account for approximately 60% of the Companyôs employees and work under collective 
bargaining agreements with the following unions: the United Union of Security Guards; the Industrial, Technical and 
Professional Employees Union; and the Security Police and Fire Professionals of America. These collective 
bargaining agreements do not permit work stoppages.  Tri-S has an excellent working relationship with these 
organizations and has experienced no work stoppages attributable to labor disputes to date.  

Current Outlook 
 
Governmental security contracts are typically awarded on a five year basis (one prominent exception to this rule is 
the recent win by Paragon to guard the Social Security Administration National Headquarters, a ten year contract). 
The duration of the government security contracts, in general, allows for reoccurring revenue to be easily forecast.  
Historically, governmental security contracts have minimal margins in the early stages of the contract (roughly 3-4% 
in the first year) which grows over the duration of the contract term (to approximately 12-14% in the final years). 
Higher rates are traditionally paid for guarding higher profile installations; however, there are not typically 
corresponding higher costs to the service provider.  

In 2007, Paragon was awarded $29 million in annual contracts which amounted to a total contract value of $146 
million over the duration of the contracts. This was a 100% increase over the $14.5 million in annual contracts which 
were awarded in 2006, and amounted to $72 million in total contract value. The current pipeline for Tri-S comprises 
contracts for which they have submitted bids and are awaiting to hear the decision, as well as contracts which are 
currently in process. Tri-Sô current pipeline consists of $61 million in annual contract value submitted (with a total 
contract value of $410 million) and $65 million in-process (with a total contract value of $325 million). 

Industry Overview 
 
The security industry is very broad, encompassing a variety of products and services ranging from high-tech 
biometric readers to traditional foot patrol. Management estimates that there are approximately 14,000 independent 
security firms in the United States, with the top ten companies accounting for less than 25% of the market. These 
range from small ñmom and popò firms employing a handful of security guards, to the U.S. Department of Homeland 
Security, which Security Magazine lists as the largest firm in its ñ2007 Security 500ò list.   

The industry has seen significant growth since the events of September 11
th

, largely due to an increasing fear of 
crime and terrorism. In the United States, the demand for security related products and central station monitoring 
services also has grown steadily. According to Security Magazine, over $200 billion dollars were spent by U.S. 
businesses on physical and logical security products and services in 2006, with the Department of Homeland Security 
having spent an estimated $40 billion in the sector. The Freedonia Group suggests that the global security service 
industry generates $95 billion annually, and will grow by 7.7% per year through 2008, with contract guarding being 
the largest industry segment. 

Contract guard services are customarily charged to the customer at an hourly or monthly rate (which can be fixed or 
variable). A contract guard company's profit is based on the "spread" of the hourly or monthly rate over the cost of the 
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guard.  According to The Freedonia Group's report on Private Security Services issued in February, 2006, US 
demand for private contracted security services are forecast to advance 4.3 percent per year to $48.3 billion in 2010, 
while the market for guard services in the United States is forecasted to rise at an annual rate of 5% through 2008 to 
$16.3 billion.  

The Federal government awards substantially all contracts for contract guard services through a competitive bidding 
process; however, certain agencies permit negotiated contracting. Contracts awarded through a competitive bidding 
process generally have lower profit margins than negotiated contracts because in a competitive bidding process 
bidders compete predominantly on price. On the other hand, the private sector typically negotiates contracts for 
security services, resulting in contracts that are not always awarded based on price, often generating higher profit 
margins. 

Competition 
 

The contract guard market is led by a handful of firms with substantial market share, such as Coastal International 
Security, Securitas Security Services, The Wackenhut Corporation, and Allied Barton, all generating revenues in the 
billions of dollars.  These competitors are decidedly larger than Tri-S and have significantly greater name recognition 
and resources in the target markets. Management estimates that the remaining 75% of the physical security industry 
is comprised of smaller regional and local security service providers throughout the United States. 

Expansion Strategy 
 

The Company has established a multi-prong expansion strategy, designed to increase the Companyôs market share, 
brand recognition and increase shareholder value.  

Continue To Acquire Complementary Businesses Servicing the Private Sector 

Tri-S seeks to increase its market presence in the through direct acquisition of established businesses in the contract 
guard services and system integration services segments of the security industry.  As acquisitions are added to the 
Tri-S family, the Company will integrate them into the existing operations, leveraging the benefits of a public 
corporation with significant financial resources, management expertise, operating efficiencies and association with a 
known brand name.  The Company is currently evaluating several potential candidates in this sector. 
 

Secure Additional High Profile, Long-term Contracts in the Government Sector  

Tri-Sô ability to deliver consistent, high-quality services within the government marketplace has resulted in an increase 
in the number and scope of contracts the Company has been awarded.  This was evidenced by the recent $220 
million ten-year contract with US Social Security.  The Company is quite aggressively pursuing similar contracts as 
they provide Tri-S with a steady, predictable revenues stream for a predetermined time period.  With a strong 
foundation in place, a reputation for quality service and a large pool of qualified security personnel, Tri-S is ideally 
suited to secure an increasing share of such contracts. 

Increase Cornwall Groupôs Presence In The Private Sector 

While the Companyôs primary revenue source currently comes from services provided to federal government 
agencies, management has begun to increase its solicitation of customers in the private sector.  Through its Cornwall 
Group subsidiary, Tri-S is expanding its customer base to include security for residential and office buildings, 
wholesale and retail businesses, warehouses, industrial facilities, hospitals and state-run properties and facilities. 
These markets typically provide higher margins, with no incremental cost to the Company. 
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Management Team  
 

Ronald G. Farrell -- Chief Executive Officer 

Ronald G. Farrell is the Company's founder and has served as Chairman/CEO since the Company was formed in 
October 2001. Since 1985, Mr. Farrell has also been the sole officer, director and shareholder of R.G.F. Investments, 
Inc. and R.G. Farrell, Inc., private companies engaged in financial consulting relating to public offerings, venture 
capital transactions, leveraged buy-outs and roll-up transactions. At various times from 1986 through 2001, Mr. 
Farrell served as Chairman/CEO of Golf Entertainment, Computer Integration Corporation, Sports Leisure, Inc., 
Automotive Industries, Inc. and Builders Design, Inc.  

Nicolas Chater -- Chief Financial Officer 

Mr. Chater previously served as CFO and EVP at Homebanc, where he grew the company balance sheet by $3.5 
billion.  He facilitated over $500 million in equity financings, including an IPO and several private and public debt 
transactions. Mr. Chater also served as CFO of various subsidiaries of Cap Gemini Ernst & Young (IT and 
Management Consulting). His background includes significant experience in acquisitions and post merger transitions. 
He earned a Master of Arts degree in modern history from Oxford and is a Chartered Accountant ACA.  

Leslie Kaciban, Jr. -- President, Paragon Systems 

Les Kaciban leads Paragon Systems' national team of government security specialists.  Prior to joining Paragon, Mr. 
Kaciban was the Senior Vice President of a federal security services firm, where he was responsible for the 
company's operations and the management of nearly 1,500 federally trained security officers.  Mr. Kaciban previously 
served various distinguished Director roles with the Federal Bureau of Investigation, where he managed nearly 1,000 
plus officers, special agents and linguists around the world. Kaciban holds a Bachelor's of Arts degree in Business 
Administration from the Ohio Wesleyan University and a Master's degree in Business Administration from the Illinois 
Benedictine University. He is a Certified Public Accountant. 

Sean Flynn -- President, The Cornwall Group 

Mr. Flynn has 20 years of industry experience in sales and marketing.  He holds long-term expertise in the 
identification and development of new markets. He was Director of Sales for business-to-business technology firms 
and venture capital companies.  As a VP of Hitachi Consulting, he generated $30 million in new revenues, increased 
new client base by 25% and developed relationships with public and private sectors, where key accounts included 
Volkswagon, Raytheon, Toyota, Dr. Pepper, H&R Block and Chevron.  He received his BA in Political Science and 
French at Jacksonville University, Florida and an MA in Diplomatic Studies at University of Leicester, England.  

Financial Discussion  
 
Tri-Sô 2007 revenues increased 17.5% over 2006. The growth in revenue resulted primarily from increased revenue 
generated by the Paragon operation.  Pre-Tax loss for the year was $6.9 million as compared to a loss of $5.5 million 
in 2006. The increase in the loss was largely due to start-up costs for new Paragon contracts and one-time 
adjustments to workerôs compensation of $2.8 million. The Company generated a net loss of $4.3 million for the year 
versus $3.8 million in 2006.    

Looking forward, the Company continues to secure multi-million, multiple year contracts.  The Companyôs contract 
pipeline is currently estimated at $600 million. In the first quarter of 2008, the Company has already signed four 
contracts with an anticipated revenue contribution in excess of $57 million for 2008 alone.  This recent activity 
resulted in Tri-S revising their revenue guidance, increasing it to $140-$150 million for 2008. 
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Tri-S’ Annual Revenue Growth: 
 
As the following graph shows, Tri-S has demonstrated consistent revenue growth. 
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Selected Financial Data: 
 

Tri-S Security Corporation and Subsidiary 
Statements of Operations 

For the years ended 
(In thousands, except per share data) 

 

  

12/31/07 
audited 

 

12/31/2006 
audited 

 

12/31/2005 
audited 

 
     

Total Revenue $88,943 $75,725  $41,985  

Cost of Revenue $83,471 $68,247  $39,137  

     

Gross Profit  $5,472 $7,478  $2,848  

     

Operating Expenses    

Selling, General and Administrative $11,370 $11,682  $6,133  

Amortization of Intangible Assets $927 $928  $279  

     

Operating Income or Loss ($6,825) ($5,132) ($3,564) 

     

Income From investment in Army Fleet Support -- $384 $1,777 

    

Other Income (Expense) ($116) ($779) ($1,905) 

    

Loss Before Taxes ($6,941) ($5,527) ($3,962) 

Income Tax Benefit $2,638 $1,694 $1,414 

     

Net Loss  ($4,303) ($3,833) ($2,278) 

Net Loss Per Fully Diluted Share ($1.02) ($1.11) ($0.74) 
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Tri-S Security Corporation and Subsidiary 
Balance Sheets 

(In thousands, except per share data) 

ASSETS 12/31/2007 12/31/2006 12/31/2005 

Current Assets    

 Cash $465 $66  $463  

 Net Receivables $13,993 $13,313  $10,988  

 Prepaid Expenses and Other Assets  $701 $649  $1,002  

Total Current Assets $15,159 $14,028  $12,453  
     

Property Plant and Equipment (net) $476 $597  $1,467  

Investment in Joint Venture (*See note below) -- -- $8,698 

Goodwill  $16,078 $16,078  $15,615 

Intangible Assets $3,931 $6,398 $9,010 

TOTAL ASSETS $35,644 $37,101  $47,345  
      

LIABILITIES     

Current Liabilities    

 Trade Accounts Payable  $1,983 $1,104 $1,199 

 Accrued Expenses $4,835 $4,867 $5,790 

 Factoring Facility $11,625 $7,506 $7,191 

 Income Taxes Payable $586 $1,237 -- 

 10% Convertible Notes $7,473   

  Other Current Liabilities 8 $284 -- 

  Series C Pfd Subject to Mandatory Redemption -- 6,000 -- 

 Term Loans -- -- $275  

Total Current Liabilities $26,510 $20,998  $14,455  
    

Other Liabilities     

 10% Convertible notes -- $7,273  $6,300  

 Deferred income taxes -- $1,974  $5,069  

 Term Loans  $2,500 -- $270  

 Accrued Interest Long Term Debt $353 $400 --  

 Series D Pfd Subject to Mandatory Redemption $1,500 -- -- 

Total Liabilities $30,863 $30,277 $36,911  
      

STOCKHOLDER'S EQUITY    

 Common Stock  $4 $3  $3  

 Treasury Stock ($105) ($105) -- 

 Additional Paid in Capital $16,368 $14,109  $13,749  

 Retained Earnings ($11,486) ($7,183) ($3,318) 
      

Total Stockholder Equity $4,781 $6,824 $10,434  
      

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $35,644 $37,101 $47,345 
    

 

NOTE: Until May 2006, the Company owned a 10% equity interest in Army Fleet Support. The Company recognized 10% of 
the Army Fleet Support’s net earnings or net loss less the amortization of the difference between cost and Tri-S’ share of 
the net equity of Army Fleet Support as income. The Company recognized a gain on the sale of the Army Fleet Support of 
$1,903,000.  
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Disclaimer and Disclosure 
 

This report by Wall Street Global Research Ltd. on Tri-S Security Corp. (the ñCompanyò) is to be used for informational 

purposes only. Nothing in this report should be construed as investment advice or as an offer to buy or sell any securities. This 

report is based on information assumed to be reliable and accurate, but WSGR does not guarantee or make any representation 

with regard to its reliability, accuracy or completeness. WSGR made no attempt to independently verify the reliability, accuracy 

or completeness of this information utilized in the writing of this report. The opinions expressed in this report are subject to 

change without notice. WSGR accepts no liability with regard to any loss arising from any use of this report. Past performance of 

the Company should not be taken as an indication or guarantee of future performance, and no representation or warranty, 

expressed or implied, is made by WSGR regarding future performance. Any security discussed in this report may be deemed 

speculative and therefore not appropriate or suitable for all investors. This report contains statements that are "forward-looking 

statements" within the meaning of the Private Securities Litigation Reform Act of 1995. These statements are based on estimates 

and projections made by the Company and/or by WSGR. These estimates and projections are derived in part on assumptions, and 

are not guarantees of future performance. Because future performance is quite difficult to predict, actual outcomes and results 

may differ materially from what is expressed or forecasted in forward-looking statements due to numerous factors. Such factors 

include, but are not limited to, the Company's ability to execute effectively its business plan and acquisition strategy, failure by 

the Company to retain key personnel, changes in the markets in which the Company operates, the development of new products 

and services that compete with those offered by the Company, competitive pressures, economic and political conditions, changes 

in consumer behavior, the introduction of competing products having technological and/or other advantages, and other risks not 

contemplated by the Company or by WSGR. These and other risks are described in the Company's filings with the Securities and 

Exchange Commission. These filings should be read in conjunction with the WSGR report. WSGR was paid $8000 in cash for 

research coverage for a one-year period. It is also expected that WSGRôs compensation will also consist of shares of the 

Companyôs stock, which as of the date of this report have not been provided to WSGR. As standard policy, WSGR agrees not to 

sell any shares of the Company during the one-year research coverage contract period, or any extension of the research 

coverage period.  This amount includes compensation for the preparation and distribution of this report.  WSGR assumes no 

responsibility to update information concerning the Company. WSGR, or affiliates of WSGR, do not expect to provide any 

investment banking services corporate finance advisory services, or other services to the Company within the next year. 


