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Catuity scramblesto
rescue business after
smatt-Gard deal ends

Bv ANnnnw DIETDERICH
CRA I N'S D ET RO1? BUS/NESS

Faced with a Potential Nasdaq
delisting, the loss of its biggest cus-
tomer and a B0 percent decrease iu
revenue. Detroit-based Catuity Inc'
is down.

Even so, the software company
says not to count it out.

The company has hired two top
executives, acquired rights to tech-
nology from Denver-based Vitesse
Worldwide Inc. in June. is pursuing

other merger opportunities to ex-
pand oft'erings and plans to launch
a revamped version of i ts main
software product earlY in the
fourth quarter.

The company also
lng a reverse stock
crease shareholder
avoid being del isted.

is consider-
split to in-
value and

The company has made the
moves in the wake of the loss of its
primary customer, Target Gorp. Ca-
tuity (Nasdaq: CTTY) had Provid-
ed the software used to manage the
customer loyalty port ion of Tar-
get's smart-card program, which
the retailer decided to abandon in
February.

The program accounted for most
of Catuity's revenue, and the com-
pany has been scrambling ever
sInce.

The number of U.S. households
participating in frequent-shopper-
type programs has increased from

35 percent in 1996 to Bl Percent in

2002, according to research firm

ACNielsen.
Catuity is tailoring its software

to serve that market as opposed to

trying to break into a new one.
For example, Catuity software

now can manage programs that

award customers points based on

how much they spend in a store.
The software also allows cus-

tomers to instantly use the Points
at the point of sale.

It's different than the Target
program because the information
isn't stored on costly smart cards.

With new capabilities such as be-

ing able to use the points at the

register, it's also more useful than

the Target software.
Howe said Catuity also wants to

increase i ts offerings by acquir ing
or merging with other comPanies.

For example, Catuity acquired
the rights for technologY devel-

oped by Vitesse Worldwide in

June. The technology al lows re'

tailers to switch the waY theY
process payments and gives Catu-
ity another offering in the point'of-

sale area, Howe said.
Catuity also is in discussion

with companies outside North

America that have interest in li-

censing its technology.
For now. however. Howe said

Catuity is doing all it can to main-

tain its intellectual-property val-

ue, cut costs and keep exPenses tn

line.
"The kind of product we have is

a long-term sell, and that makes it

difficult to jump right back in," he

said. "We need to keep the compa-
ny viable, and I think we've done a
good job of that. We offer a solution
to a problem retailers have had

and once more and more start to

realize the benefits of our system,
we stand to gain."

No analysts cover Catuity.
Investment f irm Standard &

Poor's issued a report on CatuitY
on Sept. 4, however, cai l ing the

company a high investment risk.

Standard & Poor's also said that

earnings for companies such as

Catuity in the software application
industry would continue to be

volatile over the near term.
"We do not expect future infor-

mation-technology spending on ap-
plication software to rebound to

what we view as the unsustainable
levels that were reached in the late

1990s," Standard & Poor's analYst
Jonathan Rudy wrote in the rePort.
"We think that companies have es-

sentiallv limited their iuformation-
technology budgets to the most

mission-critical activities. "
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"We've developed an
new group strategy that

entirely
builds on

the key compo-
nents we had al-
ready developed
in order to come
up with world-
class offerings,"
Catuity CEO
Michael Howe
said.

In the second
quarter ending
June 30, Catuity
reported a net loss of $1.1 million on
revenue of about $135,000. That's
compared with a net loss of $14.800
on revenue of about $1.7 million for
the sarne period last year.

For the first six months of the
year, Catuity reported a net loss of

$1.8 mil l ion or 15 cents a share on
revenue of about $614,000. That's
compared with net income of
about $262,000 or 3 cents on rev-
enue of about $3.1 mil l ion.

On May 7, the company said it
was notified of a potential delist-
ing from the Nasdaq for falling be-
low $1 a share for 30 consecutive
days. The company was given 180
days to come into compliance.

Catuity's stock price has Plum-
meted from $2.48 on Jan. 30 to

about 34 cents a share last week.
Catuity has all but abandoned

the smart-card market, opting in-
stead to concentrate on back-end
software that manages loyalty pro-
grams for retaiiers and financial
institutions. Smart cards are cred-
it  or debit cards loaded with a
small chip that contains informa-
tion about the user.
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