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STATE: X

ZIl P: 77074
</ SEC- HEADER>
<DOCUMENT>
<TYPE>10- Q
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<DESCRI PTI ON>QUARTERLY REPORT
<TEXT>

FORM 10- Q
SECURI TI ES AND EXCHANGE COWM SSI ON
Washi ngton, D.C. 20549

(Mark One)

| X QUARTERLY REPORT PURSUANT TO SECTI ON 13 OR 15(d) OF THE SECURI Tl ES
EXCHANGE
ACT OF 1934

For the quarterly period ended Septenber 30, 1997
OR
| | TRANSI TI ON REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURI Tl ES
EXCHANGE
ACT OF 1934

For the transition period from to

Comm ssion file nunber: 333-09789

Al | star Systens, Inc.
(Exact nane of Registrant as specified in its charter)

Del awar e 76- 0062751
(State or other jurisdiction of (I.R S. Enpl oyer
I ncorporation or organization) | dentification No.)

6401 Sout hwest Freeway
Houst on, Texas 77074
(Address of principal executive offices) (Zi p code)

(713) 795- 2000
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(Registrant's tel ephone nunber including area code)

Not applicable (Forner name, forner address, and forner fiscal year, if
changed
since last report)

I ndi cate by check mark whether the registrant (1) has filed al

reports
required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of
1934 during the preceding 12 nonths (or for such shorter period that
t he
regi strant was required to file such reports), and (2) has been subject to
such
filing requirenents for the past 90 days. Yes X No
APPLI CABLE ONLY TO REGQ STRANTS | NVOLVED | N BANKRUPTCY

PROCEEDI NGS DURI NG THE PRECEDI NG FI VE YEARS

I ndi cate by check mark whether the registrant has filed al
docunent s
and reports required to be filed by Section 12, 13 or 15(d) of the
Securities
Exchange Act of 1934 subsequent to the distribution of securities under a
pl an
confirmed by a court. Yes __ No

( APPLI CABLE ONLY TO CORPORATE REGQ STRANTS)

I ndi cate the nunber of shares outstanding of each of the
registrant's
cl asses of commopn stock, as of the |atest practicable date.

Title Qut st andi ng

Common Stock $.01 par val ue As of Septenber 30, 1997
per share outstanding 4,440, 125 shares

<PAGE>

Part |I. Financial Information

ltem 1. Financial Statenments

ALLSTAR SYSTEMS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED BALANCE SHEETS
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(I'n thousands, except share and par val ue anounts)
(Unaudi t ed)

Sept enber 30, Decenber 31,
1997 1996
ASSETS
Current assets:
Cash and cash equival ents
Restricted cash $407 $94
cash 709 135
Total cash and cash equivalents 1,117 220
Accounts receivable - trade, net 18, 999 16, 517
Accounts receivable - affiliates 664 140
|nventory 5, 005 4,862
Def erred t;;é; ---------------------------- 160 350
Def err ed offerihé-é;;;; ------------------- - 412
Cther current asset 253 174
Total current assets 26, 108 22,684
Property and equiprent 1, 727 1, 644
Qher assets 52 392
Total $27,977  $24,720
LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY
Current liabilities
Not es payabl e $2, 954 $9, 975
Account s payab;é -------------------------- 7,966 7, 157
Accrued expenses 3,084 2,759
| ncone taxes pay;b[é ---------------------- (346) 206
Deferred service revéhhé ------------------ 184 296
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Total current liabilities 13, 842 20, 393
Deferred Credit - Stock warrants 195 -
Total liabilities 14, 037 20, 393

Comm tnments and conti ngenci es
St ockhol ders' equity:
Preferred stock, $.01 par val ue, 5,000,000 shares
aut hori zed, no shares issued
Common st ock:
$. 01 par val ue, 50,000,000 shares authori zed,
2,675,000 and 4, 440, 125 shares i ssued and out standi ng

on Decenber 31, 1996 and Septenber 30, 1997, respectively 44 27
Addi tional paid in capital 9, 973 1,479
Retained earnings 3,923 2,821
Total stockhol ders' equity 13,940 4,327
Tot al  so1,077 824,720

See notes to consolidated financial statenents

<PAGE>
ALLSTAR SYSTEMS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED STATEMENTS OF | NCOVE
(I'n thousands, except share and per share anounts)
(Unaudi t ed)
Three Mont hs Ended Sept enber.
30, .
1997 1996

Total Revenue $31, 914

$29, 187

Cost of sales and services 27,777

24, 669
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Gross Profit
4,518

Selling, general and adm nistrative expenses

3,319

Operating i ncone

1,199

I nt erest expense and ot her incone (net)
338

I nconme before provision for inconme taxes
861

Provi sion for i ncone taxes
362

Net i ncone
499

Net i ncone per share:
Primary
$0. 19

Fully diluted
$0. 19

Wi ght ed average shares out st andi ng:
Primry
2,675, 000

Fully dil uted
2,675, 000
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Ni ne Mont hs Ended Septenber.

30,
1997 1996

Total Revenue $90, 745
$87, 337
Cost of sal es and services 77, 850
75, 630
G oss Profit 12, 895
11, 707
Selling, general and admi nistrative expenses 10, 412
8, 985
Qperating incone 2,483
2,722
I nt erest expense and ot her 680
922
I ncome before provision for inconme taxes 1, 803
1,802
Provi sion for incone taxes 701
696
Net incone $ 1,102 $
1, 106
Net i ncone per share:

Primary $0. 34
$0. 41

Ful ly dil uted $0. 34
$0. 41
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Wei ght ed average shares out standi ng:

Primry 3,212, 059
2,675, 000
Fully dil uted 3,187, 569
2,675, 000
See notes to consolidated financial statenments
<PAGE>
ALLSTAR SYSTEMS, | NC. AND SUBSI DI ARl ES
CONSOLI DATED STATEMENTS OF CASH FLOWS
(I'n thousands, except share and per share anounts)
(Unaudi t ed)
Ni ne nont hs Ni ne Mont hs
ended ended
Sept enber 30, Septenber
30,
1997 1996
Net i NCOMB . . . o e $ 1,102 $ 1,106
Adj ustments to reconcile net incone to net cash
provi ded by (used in) operating activities
Gain of disposal of assets ........................ - -
(11)
Depreciation and anortization ..................... 384 264
Deferred taxes ...... .. 190
(12)
Deferred offering costs ........... ... ... ... .. ...... 412 - -

Changes in assets and liabilities that provided (used) cash:
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Accounts receivable - trade, net .................. (2, 482)
(1, 329)
Accounts receivable - affiliates .................. 87
[ NVeNt Ory ... (143)
(1, 580)
O her current assets ........... ... .. (176)
(41)
Accounts payable ...... ... .. .. .. 809
(986)
ACCrued eXPeNSEeS . ...ttt 325
(901)
| nconme taxes payable ....... ... ... ... .. .. . . (552)
Deferred service revenue .............ccuiiiuunnnn.. (112)
(15)
Net cash provided by (used in) operating
activities ... (330)
(3,024)

Cash flows frominvesting activities:

Capital Expenditures .......... ... .. ... (467)
(448)
Proceeds fromsale of fixed assets ............ --
Net cash used in investing activities: ........ (467)
(435)

Cash flows fromfinancing activities:
Net proceeds fromsale of common stock ............ 8, 706
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Net increase (decrease) in

equi val ent s

Suppl enent al
Cash paid for

Cash paid for taxes

i nt er est

cash and cash

Net cash provided by (used in) financing
activities:

di scl osures of cash flow infornmation:

See notes to consolidated financi al

1, 685
888

229

$ 1,117
$ 794
$ 976

statenent s

I NC. AND SUBSI DI ARl ES

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

<PAGE>
ALLSTAR SYSTEMS,
(I'n thousands,
1. BASI S OF PRESENTATI ON

Al | star Systens,

sal e

and service of conmputer and
products.
Al star's wholly owned subsidiary, Stratasoft,

sof t war e

related to the integration of conputer and tel ephone

January,

1997 Allstar
per manent
pl acenent

are

primarily conducted fromoffices |ocated in Houston,

Texas.

A substanti al

I nc.

formed IT Staffing

servi ces of technica

and subsidi ari es

("Al'lstar"")

t el ecommuni cati ons

| nc. to

per sonnel .

provi de

All

I nc.

except share and per share anounts)

IS engaged in the

har dwar e and software

t enporary

t echnol ogi es.

and

creates and narkets

In

operations of the business

Dal | as and Austi n,

portion of Allstar's sales and services are authorized
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under

arrangenents with product nmanufacturers and Allstar's operations are
dependent

upon nmaintaining its approved status with such manufacturers. As a
result of

these arrangenents and arrangenents wth its customers, gross profit
coul d be

limted by the availability of products or allowance for volune

di scounts.

Furthernore, net incone before inconme taxes could be affected by
changes in

I nterest rates which underlie the credit arrangenents which are used for
wor Ki ng

capi t al

The condensed consolidated financial statenents presented
herein at
Septenber 30, 1997 and for the three-nonth and nine-nonth periods
ended
Sept enber 30, 1996 and 1997 are unaudited; however, all adjustnents which
are,
in the opinion of managenent, necessary for a fair presentation of the
fi nanci al
position, results of operations and cash flows for the periods covered have
been
made and are of a normal, recurring nature. Accounting nmeasurenents at
interim
dates inherently involve greater reliance on estimtes than at year end.
The
results of the interimperiods are not necessarily indicative of results for
t he
full year. The consolidated balance sheet at Decenber 31, 1996 is derived
from
audited consolidated financial statenments but does not include al
di scl osures
required by generally accepted accounting principles. Although
managenent
beli eves the disclosures are adequate, <certain information and
di scl osures
normally included in the notes to the financial statenments has been
condensed or
omtted as permtted by the rules and regul ations of the Securities and
Exchange
Conmm ssi on.

Accounting Pronouncenents - In COctober 1995, the Financial
Accounti ng
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St andards Board ("FASB") issued Statenent of Financial Accounting Standards
No.

123, "Accounting for Stock-Based Conpensation" ("SFAS No. 123") which

determ nes

conpensation cost using the fair value nethod of accounting. Allstar has

el ect ed

to continue to follow Accounting Principles Board Opi nion No. 25,

" Accounti ng

for Stock Issued to Enpl oyees,” which determ nes conpensation cost using
t he

intrinsic value based nethod of accounting. At Decenber 31, 1996 Allstar
had no

stock options or simlar equity instrunents outstanding. During the
quarter

ended Septenber 30, 1997, Allstar issued stock options and restricted

st ock

under certain incentive stock plans (see Note 3). The inpact of SFAS No.
123 on

prof orma earni ngs per share was not significant.

In February 1997, the Financial Accounting Standards Board ("FASB")

I ssued

Statement of Financial Accounting Standards No. 128, Earnings Per Share
(" SFAS

128"), which is effective for periods ending after Decenber 15, 1997,
specifies

the conputation, presentation and disclosure requirenents of earnings per
share

("EPS") and supersedes Accounting Principles Board Opinion No. 15 ("APB
No.

15"). SFAS 128 requires a dual presentation of basic and diluted EPS. Basic
EPS,

whi ch excludes the inpact of comon stock equivalents, replaces primry
EPS.

Diluted EPS, which utilizes the average market price per share as opposed to
t he

greater of the average narket price per share or ending narket price per
share

when applying the treasury stock nmethod in determ ning common stock
equi val ent s,

replaces fully diluted EPS. Pro forma basic and diluted EPS for al

hi st ori cal

peri ods presented, assum ng SFAS No. 128 was effective at the begi nning of
each

such historical period, would not be materially different than the
presentations

usi ng APB No. 15.
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I n Septenber 1997, the FASB i ssued SFAS No. 130, Reporting Conprehensive

| ncone,

and SFAS No. 131, Disclosures About Segnents of an Enterprise and
Rel at ed

Information. SFAS No. 130 establishes standards for reporting and

di spl ayi ng of

conpr ehensi ve i ncone and its conponents. SFAS No. 131 establishes standards
for

the way that public business enterprises report information about

oper ati ng

segnents and related information in interimand annual financi al

st at ement s.

SFAS No. 130 and 131 are effective for periods beginning after Decenber
15,

1997. These three statenments wll not have any effect on the Conpany's
1997

financial statenments, however, managenent is evaluating what, if any
addi ti onal

di scl osures may be required when these three statenents are inplenented.

2. OPERATI NG LEASES

Operating Leases - Allstar subleases office space fromAl|lstar
Equi ti es,
Inc. ("Equities"), a conpany wholly owned by the principal
st ockhol der  of
Allstar. In 1996, Allstar renewed its office sublease wth nonthly
rent al
paynments of $31.5 in 1997 and $32 in 1998, plus certain operating
expenses
t hrough Decenber 1998. Rental expense wunder this agreenent
amounted to
approxi mately $93 and $95 during the three nonths ended Septenber 30, 1996
and
1997, respectively.

I n August, 1997 Allstar |leased certain facilities in Austin, Texas
and
extended it lease in Dallas, Texas for nonthly rental paynents of $2 and
$10,
respectively. Under these and other operating | eases, m nimum annual
rental s at
Sept enber 30, 1997 on other operating |eases anmobunt to approximately $144
for
1997, $114 in 1998, $32 in 1999 and $8 in 2000.
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3. | NCENTI VE STOCK PLANS

In Septenber 1996 Allstar adopted the 1996 Incentive Stock Plan

(the
"Incentive Plan") and the 1996 Non-Enployee Director Stock Option Plan
(the
"Director Plan"). Under the Incentive Plan, Allstar's Conpensation Conmittee
may

grant up to 417,500 shares of common stock, which have been reserved
for

i ssuance, to certain key enployees of Allstar. The Incentive Plan provides
for

the granting of incentive awards in the formof stock options, restricted

st ock,

phant om st ock, stock bonuses and cash bonuses in accordance with the
provi si ons

of the plan. Additionally, no shares nay be granted after the tenth

anni versary

of the Incentive Plan's adoption. Allstar has reserved for issuance, under
t he

Director Plan, 100,000 shares of comon stock, subject to certain
antidilution

adjustnments. The Director Plan provides for a one-tinme option by newy

el ect ed

directors to purchase up to 5,000 common shares, after which each

director is

entitled to receive an option to purchase up to 2,000 conmon shares upon
each

date of re-election to Allstar's Board of Directors. Options granted under
t he

Director Plan have an exercise price equal to the fair narket val ue on the
date

of grant and generally expire ten years after the grant date. As of

Sept enber

30, 1997 incentive stock options totaling 80, 000 shares have been issued to
key

enpl oyees. The exercise price of all of the stock option grants is $6.00
per

share and the stock option grants will vest ratably over the five year
peri od

ending July 7, 2002. In addition, an incentive award in the form of
restricted

stock was granted for 14,286 shares which will vest ratably over the two
year

period ending July 7, 1999.

4. I NI TI AL PUBLI C OFFERI NG
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On July 7, 1997 Allstar conpleted an initial public offering of
1, 765, 125
shares of Allstar's comobn stock and received proceeds of $8, 706,
net of
expenses.

In connection wth a public offering of the Conpany's conmmobn stock,

t he

Conpany has sold to the Representatives of the underwiters warrants to

pur chase

176, 750 shares of the Company's commopn stock at an exercise price of $9.60
per

share. The warrants will be exercisable for the period beginning July 7,
$2??I July 7, 2002. The warrants were issued as additional conpensation
Ig;ir services in connection with the sale of the conpany's comon stock.
?ﬁgngBlack-Scholes pricing nodel, the Conpany has valued the warrants at
$ﬁ259alue of the warrants has been treated as wunderwiting costs in
connection

with the offering and charged against paid in capital.. A deferred credit
has

been established to offset the charge to paid in capital. Upon the
exerci se or

expiration of the warrants the deferred credit will be added to paid in
capi t al

5. LI TI GATI ON

On July 13, 1996, a former custoner brought suit against the Conpany in
t he
152nd Judicial District Court of Harris County, Texas. The plaintiff
al | eges
that the Conpany failed to provide and conplete promsed installation
and
configuration of certain conputer equiprment wthin the tine promsed by
t he
Conpany. Based on these allegations, the plaintiff 1is suing for
breach of
contract and other statutory violations and is seeking actual nonetary
damages
of approximately $3 million and trebl e damages under the Texas Deceptive
Tr ade
Practices Act. The Conpany is unable to estimate the range of possible
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recovery
by the plaintiff because the suit is still in the early stages of
di scovery.

However, the Conpany is vigorously defending the action.

Allstar is party to other litigation and clainms which nmanagenent
bel i eves
are normal in the course of its operations; while the results of such
litigation
and clainms cannot be predicted with certainty, Allstar believes the
final
outcone of such matters will not have a materially adverse effect on its
results
of operations or financial position.

6. RELATED- PARTY TRANSACTI ONS

Allstar has fromtinme to tinme made paynents on behalf of Equities and
t he

Conpany's princi pal stockholders for taxes, property and equi pnent.
Effective

July 1, 1996, Allstar and its principal stockholder entered into a

proni ssory

note to repay certain advances, which were approximtely $173 at July 1,
1996,

i n equal annual installnments of principal and interest, from August 1997

t hr ough

2001. This note bears interest at 9% per year. Also effective July 1,
1996,

All star and Equities entered into a prom ssory note whereby Equities would
r epay

t he bal ance of anpbunts advanced, which were approximately $387 at July 1,
1996,

in monthly installnments of $6.5, including interest, fromJuly 1996

t hr ough

Novenmber 1998 with a final paynment of $275 due on Decenber 1, 1998. This
not e

bears interest at 9% per year. The principal anmbunts as of Decenber 31, 1996
are

classified as Accounts receivable - affiliates and O her assets based on
t he

repaynent terns of the prom ssory notes. The principal anounts as of

Sept enber

30, 1997 are classified as Accounts receivable - affiliates based on
t he

expectation of repaynent within one year. At Decenber 31, 1996 and Sept enber
30,
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1997, Allstar receivables fromthese affiliates anpbunted to approximtely
$501
and $535, respectively.

I[tem 2. Managenent's Discussion and Anal ysis of Financial Condition
and Results of Qperation

ALLSTAR SYSTEMs. | NC
MANAGEMENT' S DI SCUSSI ON AND ANALYSI S
OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS

The following discussionis qualified inits entirety by, and
shoul d be
read in conjunction wth, the Conpany's Consolidated Financial
St atenent s,
I ncl udi ng the Notes thereto.

OVERVI EW

The Conpany is engaged in the business of reselling conputer hardware
and
software products and providing related services. |In addition, the
Conpany
derives revenue from providing IT Services to purchasers of Conputer
Product s
and ot her custoners. The Conpany operates Conputer Products and I T Services
from
offices in Houston, Austin and Dallas, Texas. |In 1994, the Conpany
began
of fering Tel ecom Systens in its Houston office and during the quarter ended
June
30, 1997 comrenced offering Telecom Systens in its Dallas office. In the
fourth
quarter of 1995, the Conpany acquired and began marketing CTlI Software. To
dat e,
nost of its revenue has been derived from Conputer Products sales. During
t he
quarter ended Septenber 30, 1997, Conputer Products totaled 87.0% of
revenues
while I T Services, Telecom Systens and CTI Software totaled 8.5% 2.5% and
2. 0%
of revenues, respectively.

The Conpany's Conputer Products division sells a wde

variety of
conputer hardware and software products available from over 600
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manuf acturers

and suppliers. The Conpany's products include desktop and | aptop
conputers,

noni tors, printers and other peripheral devi ces, operating system
and

application software, network products and m d-range host and server

syst ens.

The Conpany is an authorized reseller of products froma nunber of

| eadi ng

manuf acturers of conputer hardware, software and networki ng equi prment.

Generally, Conputer Products sales are nade on a purchase order
basi s,
with few on-going commtnents to purchase fromits custoners. On
certain
occasions, large "roll-out" orders are received with delivery schedul ed
over a
| onger term such as six to nine nonths, while normal orders are received
and
delivered to the custoners wusually wthin approximately thirty days of
t he
recei pt of the order. Because of this pattern of sales and delivery, the
Conpany
normal |y does not have a significant backlog of conputer product sales.

| T Services are provided by the Conpany both in conjunction wth
and
separately fromits Conputer Products sales. The Conpany typically prices
its IT
Services on a tine and materials basis or under fixed fee service
contracts,
dependi ng on custoner preference and the |evel of service conm tnent

required.

In markets where the Conpany does not maintain branch offices, it
of ten

subcontracts for necessary technical personnel, particularly where required
for

| arger scope or prolonged duration contracts. The Conpany's | T Services

I ncl ude

I nformati on systens support, authorized warranty service, hardware repair
and

mai nt enance services, conplex network diagnostic services, end user
support

services and software diagnostic services. The Conpany also offers

conpl ete

outsourcing of a custoner's conputer and network managenent and

t echni cal
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support needs on a contract basis. In addition, the Conpany provides
t enporary
and permanent staffing services.

To support and nmaintain the quality of these services and to
mai nt ai n
vendor accreditation necessary to resell and service its significant
product
lines, the Conpany's technical staff participate in various certification
and
aut hori zation prograns sponsored by hardware manuf acturers and
sof tware
suppliers. The Conpany's ability to attract and retain qualified
pr of essi onal
and technical personnel is critical to the success of its IT Services
busi ness.
The nost significant portion of the costs associated wth the delivery
of IT

Services are of personnel costs. Therefore, in order to be successful,
t he

Conpany's billable rates nust be in excess of the personnel costs and its
mar gi n

I s dependent upon maintaining high utilization of its service

personnel. In

addition, the conpetition for high quality personnel has generally

i ntensified

causi ng the Conpany's, along with other I T Service providers, personnel
costs to

I ncrease. The Conpany's costs of goods and services includes the personnel
costs

of its billable technical staff.

Wi | e the Conpany has service contracts with its larger custoners,
many
of these contracts are project based or are termnable on relatively
short

noti ce.

Through the Tel ecom Systens division, the Conpany markets, installs
and
services business telephone systens, including |arge PBX systens and
smal | er
"key systens"', along with a variety of related products including hardware
and

software products for data and voice integration, wde area connectivity
and
t el ephone system networki ng, w rel ess comuni cati ons and vi deo conferenci ng.
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The Conpany develops and markets proprietary CTlI Software,
whi ch
I nt egrates busi ness tel ephone systens and networked conputer systens, under
t he
trade nane "Stratasoft."' Basic products offered by the Conpany are
typically
customzed to suit a custoner's particular needs and are often bundl ed
with
conput er hardware supplied by the Conpany at the custoner's request.
Stratasoft
products include software for <call center nmanagenent, both in-bound
and
out - bound, as well as interactive voice response software.

The Conpany believes that each of its four separate businesses
are
conpl enentary to each other and allow the Conpany to offer a broader
range of
I ntegrated products and services in order to satisfy its custoners’
I nformation
and communication technology requirenents than many of its conpetitors.
The
Conpany's strategy is to maintain and expand its relationships wth
Its
custoners by satisfying a greater portion of these requirenents.

The Conpany's gross margin varies substantially between each of

Its
busi nesses. The Conpany's Conputer Products sales produced a gross
mar gi n

ranging from 10.3%to 10.4% over the three year period ended Decenber 31,
1996,

due to the commodity nature of Conputer Products market. The gross margin
for IT

Services, which reflects direct |abor costs, has ranged from 30.4%to 40.9%
over

the sane period. This variation is primarily attributable to the pricing and
t he

m x of services provided, and to the level of direct |[|abor as a

conponent  of

cost during any given period. The gross nmargin for Telecom Systens,
whi ch

I ncl udes both product sales and services, has varied between 23.0% and
42. 7%

since the Conpany entered the Tel ecom Systens market in 1994. The gross
mar gi n
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for CIl Software was 40.2%in 1996.

The Conpany's overall gross nmargin has ranged between 12. 3% and
13. 3%
for the three year period ended Decenber 31, 1996. During any period,
overal |
gross margin may vary significantly because of the mx of the various
products
and services revenues realized by the Conpany during any such period. Wile
t he
Conmpany endeavors to strengthen its conputer products sales on a
conti nui ng
basis, the Conpany is endeavoring to growits higher margin products
and
services at a higher rate than Conputer Products thereby increasing its
over al |
gr oss nargi ns.

Manuf acturers of nany of the conputer products resold by the Conpany
have
consistently reduced unit prices near the end of a product's |ife cycle,
nost
frequently followi ng the introduction of newer, nore advanced nodels. Wile
t he
maj or manufacturers of conputer products have a policy of providing
price
protection to resellers when prices are reduced, on occasion, and
particularly
during 1994, nmanufacturers introduced new nodels of their products and
t hen

reduced the price of, or discontinued, the older nodels wthout
price

protection. |In these instances, the Conpany often sells the ol der
nodel s at

reduced prices, which adversely affects gross margin.

A significant portion of Conpany's selling, general and
adm ni strative
expenses relate to personnel costs, sone of which are variable and
ot hers of
which are relatively fixed. The Conpany's vari abl e personnel costs
are
substantially conprised of sales conmissions, which are typically
cal cul at ed
based upon the Conpany's gross profit on a particular sales transaction and
t hus
generally fluctuate with the Conpany's overall gross profit. The
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r emai nder of

the Conpany's selling, general and admi nistrative expenses are relatively
nor e

fixed and, while still sonewhat variable, do not vary with increases in
revenue

as directly as do sal es conm ssi ons.

| nacom Corp. ("Inacom') is the largest supplier of products sold by
t he
Conpany. I n August 1996, the Conpany renewed its long-term supply
arr angenent
with I nacom and agreed to purchase at |east 80%of its Conputer Products
from
Inacom but only to the extent that such products are nade avail able
within a

reasonable period of tinme at reasonably conpetitive pricing. Inacom does
not

carry certain product lines sold by the Conpany and |Inacom nay be
unable to

of fer reasonabl e product availability and reasonably conpetitive pricing
from

tinme to tinme on those product lines that it carries. The Conpany thus
expects

that less than 80% of its total purchases will be nade fromlnacom and that
any

I ncrease or decrease over historical Ilevels in the percentage of
products it

purchases from | nacom under the new I nacom agreenent wll not have any

mat eri al

i npact on the Conpany's results of operations.

The Conpany nanages its inventory in order to mnimze the
amount of
i nventory held for resale and the risk of inventory obsolescence and
decr eases
I n market value. The Conpany attenpts to maintain a |evel of inventory
required
to reach only its near term delivery requirenments by relying on the
r eady
availability of products fromits principal suppliers. Mnufacturers of
t he
Conpany's maj or products generally provide price protection, which reduces
t he
Conpany' s exposure to decreases in prices. In addition, its suppliers
general ly
allow for returns of excess inventory, which, on alimted basis, are
made
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W thout nmaterial restocking fees.

This Form 10-Q contains forward | ooking statenents that involve risks
and
uncertainties. The Conpany's actual results nmay differ significantly from
t he
results discussed in the forward |ooking statenments. Such forward
| ooki ng
statements include risks and uncertainties. Such risks and uncertainti es,
many
of which are not within the control of the Conpany, nay cause the actua
results
to differ materially from the results discussed in the forward
| ooki ng
statenents, including, but not [imted to, the Conpany's ability to execute
and
I npl enment its plans and strategies and /or control the economc
environnent in
whi ch the Conpany it operates.

The followng table sets forth, for the periods indicated,
certain
financial data derived fromthe Conpany's consolidated statenents of
oper ati ons
and indicates the percentage of total revenue for each item

<TABLE>
<CAPTI ON>
Three nont hs ended Sept enber
30, Ni ne nont hs ended Septenber 30,
1997
1996 1997 1996
Anmount % Anmount %
Anmount % Anmount %
<S> <C <C <C <C <C <C <C <C
Revenue( 1)
Conputer Products....... $27, 767 $25, 589 87.7
$78, 620 86. 6 $78, 115 889. 4
| T Services............. 2,696 8.5 2,022 6.9
7,413 8.2 5,740 6.6
Tel ecom systens......... 801 2.5 1,113 3.8
3,038 3.4 2,511 2.9
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CTl Software............ 650 2.0 463 1.6
1,674 1.8 971 1.1
Total revenue......... 31,914 100.0 29, 187 100.0
90, 745 100.0 87,337 100.0
G oss Profit
Conmputer Products....... 2,879 10. 4 3, 447 13.5
8, 602 10.9 8,674 11.1
| T Services............. 843 31.3 450 22.3
2,725 36. 8 1,592 27.7
Tel ecom Systens......... 183 22.8 416 37.3
820 27.0 969 38.6
CTl Software............ 232 35.7 205 44. 3
748 44.7 472 48.6
Total Gross Profit.... 4,137 13.0 4,518 15.5
12, 895 14. 2 11,707 13.4

Selling, general and

adm ni strative expense.. 3,439 10.8 3, 319 11. 4
10, 412 11.5 8,985 10.3
Qperating incone........... 698 2.2 1,199 4.1
2,483 2.7 2,722 3.1
I nt erest expense (net of

other inconme)........... 82 0.3 338 1.2
680 0.7 920 1.1
| ncone before provision

for incone taxes........ 616 1.9 861 2.9
1, 803 2.0 1, 802 2.1
Provi sion (benefit) for

income taxes............ 237 0.7 362 1.2
701 0.8 696 0.8
Net Income................. $ 380 1.2 $ 499 1.7 %
1,102 1.2 $ 1,106 1.3
Ear ni ngs per share......... $0. 09 $0. 19
$0. 34 $0. 41

Wei ght ed average shares
outstanding............. 4. 268, 664 2,675, 000
3,212,059 2,675, 000

</ TABLE>

(1) Percentages shown are percentages of total revenue, except gross
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profit

percentages which represent gross profit by each business unit
as a

percentage for each such unit.

Three Mont hs Ended Septenber 30, 1997 Conpared To Three Months
Ended Septenber 30, 1996

TOTAL REVENUE. AlIl of the Conpany's business wunits, except
Tel ecom
Systenms, increased revenues over the prior year's conparable period.
Tot al
revenue increased by $2.7 million (9.3% from$29.2 nmllion in 1996
conpared to
$31.9 mllion in 1997. Revenue from Conputer Products increased by $2.2
mllion
(8.599 from $25.6 mllion in 1996 to $27.8 mllion in 1997. Revenue
from
Computer Products as a percentage of total revenue decreased 0.7% from
87.7%in
1996 to 87.0%in 1997. Revenue fromIT Services increased $674, 000 (33.3%
from
$2.0 mllion in 1996 to $2.7 mllion in 1997 because of the continued
expansi on
of its billable technical staff, together wth an enphasis on higher
| evel
service offerings to the Conpany's custoners. Revenue fromIT Services
as a
percentage of total revenue increased from 6.9%in 1996 to 8.5% of
t ot al
revenues in 1997. Revenue from Tel ecom Systens decreased by $312, 000
(28.0%
from$1.1 mllion in 1996 to $801,000 in 1997. The decrease in Tel ecom
Systens
revenue was primarily the result of the Conpany's inability to obtain orders
for
system installations fromnew custoners together wth construction
del ays
associated with the installation of two systens. These systens are
expected to
be installed in the succeeding quarter. Revenue from Telecom Systens
as a
percentage of total revenue decreased from3.8%in 1996 to 2.5%in 1997.
CTI
Sof tware revenue increased by $187,000 (40.4% from $463,000 in 1996 to
$650, 000
in 1997. The growh in CTlI Software revenues was prinarily due to
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I ncreased

mar keting efforts which resulted in the addition of new custoners. Revenue
from

CTl Software, as a percentage of total revenue, increased from1l.6%in
1996 to

2.0%in 1997.

GROSS PROFIT. Gross profit decreased by $381,000 (8.4% from $4.5
mllion
in 1996 to $4.1 million in 1997 and gross margin decreased from 15.5%in
1996 to
13.0%in 1997. The gross margin for Conputer Products decreased from
13.5% i n
1996 to 10.4%in 1997, which was primarily the result of |ower unit
prices on

the products sold, intensified conpetition and higher freight costs due
to a

wor k st oppage affecting one of the Conpany's freight carriers. The gross
profit

fromIT Services increased 87.3%from $450,000 in 1996 to $842,000 in
1997.

Gross margin increased from22.3%in 1996 to 31.3%in 1997. This
increase in

gross margin was primarily attributable to the replacenent of |ess
profitable IT

Services business with nore profitable business fromnew and

existing |IT

Services custoners. Additionally, the prices being charged for services
are

generally higher in the 1997 period conpared to the 1996 period, due to
t he

relative scarcity of qualified technical staff in the conputing
services

i ndustry. In 1996 the Conpany comenced the inplenentation of a
programto

repl ace | ess profitable hardware maintenance and repair services wth a
vari ety

of services that were expected to generate higher gross margins. This
program

resulted in the elimnation of certain IT Services custoner relationships
whi ch

had been producing |ower than average gross margin. The loss of this
| ower

margin revenue was offset by revenues fromnew |T Services custoners and
from

exi sting custoners at higher gross margins. The gross margin for Tel ecom
Systens
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sal es decreased from37.3%in 1996 to 22.8%in 1997, reflecting the
commencenent

of Tel ecom Systens operations in the Conpany's Dallas office, |ower
product

mar gi ns and higher installation costs than are nornally incurred. The
Conpany

treats its costs associated with its technical staff as parts of the
cost of

sales. Due to the relatively fixed nature of technical staff costs, when
| ower

revenues are realized, cost of sales, expressed as a percentage of
revenues,

I ncreases proportionately. The gross margin for CIl Software decreased
from

44.3% in 1996 to 35.7%in the 1997 due to higher installation costs on
Its

products.

SELLING GENERAL AND ADM NI STRATIVE EXPENSES . Selling, genera
and
admi ni strative expenses increased by $120,000 (3.6% from$3.3 mllion in
1996
to $3.4 mllion in 1997. As a percentage of total revenue, selling, general
and
adm ni strative expenses decreased from11.4%in 1996 to 10.8%in 1997.
VWil e no
single conponent of selling, general and admnistrative expenses
I ncr eased
significantly, as a percentage of revenues, comm ssion expense decreased
from
3.0% of revenues in the 1996 period to 2. 7% of revenues in the 1997 peri od.
Thi s
decrease was the result of the |lower gross profits and gross nargins
real i zed by
t he Conpany in the 1997 peri od..

OPERATI NG | NCOVE. Operating incone decreased by $501, 000 (41.8%
from
$1.2 million in 1996 to $698,000 in 1997 due to |lower gross profits and
slightly
hi gher selling, general and adm nistrative expenses. Operating incone
decr eased
as a percentage of total revenue from4.1%in 1996 to 2.2%in 1997.

| NTEREST EXPENSE (NET OF OTHER INCOVE). Interest expense (net of

ot her
i ncome) decreased $256,000 from $338, 000 during 1996 period conpared to
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$82, 000

in the 1997 period. This reflects the repaynent of a substantial portion of
t he

Conpany's short-term debt during the 1997 period. The repaynent was
acconpl i shed

by applying all of the net proceeds from the sale of commobn stock to
t he

repaynent of the Conpany's debt.

NET I NCOVE. Net incone, after a provision for incone taxes
totaling
$236, 000 (reflecting an effective tax rate of 38.3%in 1997 conpared to
42.0% i n
1996), decreased by $119,000 from $499,000 in 1996 to $380, 000 in 1997.

<PAGE>

Ni ne Mont hs Ended Septenber 30, 1997 Conpared To The Ni ne Months
Ended Septenber 30, 1996

TOTAL REVENUE. Total revenue increased by $3.4 mllion (3.9% from
$87. 3
mllion in the nine nonths ended Septenber 30, 1996 to $90.7 million in the
1997
peri od. Revenue from Conputer Products, which conprised 86.6% of total
revenue,
i ncreased by $505,000 (0.6% . Revenue from Conputer Products as a
per cent age of
total revenue decreased 2.8%from89.4%in 1996 to 86.6%in 1997. Revenue
from
| T Services increased by $1.7 million (29.1% from$5.7 mllion in 1996 to
$7.4
mllion in 1997 because of the Conpany's inplenentation of a program at
t he
begi nning of 1996 to replace less profitable hardware maintenance and
repair
services wth a variety of services that were expected to generate
hi gher
revenues. This program resulted in the elimnation of certainIT
Servi ces
custoner relationships which had been producing | ower than average gross
mar gi n.
The loss of this |lower margin revenue has been offset, however, by sales to
new
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| T Services custoners and to existing custoners in the 1997 peri od,
general ly at

hi gher gross nmargins than those earned on sales to the forner

custoners. |IT

Services revenues also increased because of the expansion of its sale force
and

billable technical staff, together wth an enphasis on higher |evel
service

offerings to the Conpany's custoners. Revenue fromIT Services as a

per cent age

of total revenue increased from 6.6%in 1996 to 8.2%in 1997. Revenue
from

Tel ecom Systens increased by $527,000 (21.0% from$2.5 million in the
ni ne

nont hs ended Septenber 30, 1996 to $3.0 million in the 1997 period. The

I ncrease

I n Tel ecom Systens revenue was prinmarily the result of hiring additional
sal es

personnel and expanding marketing efforts, which resulted in the addition of
new

custoners. Revenue from Telecom Systens as a percentage of tota
revenue

i ncreased from2.9%in the 1996 period to 3.4%in the 1997 period. CTI
Sof t war e

revenue increased by $703,000 (72.4% from $971,000 in the nine nonths
ended

Septenber 30, 1996 to $1.7 mllion in the 1997 period. The growh in
CTI

Software revenues was primarily due to increased marketing efforts
whi ch

resulted in the addition of new customers. Revenue from CTl Software,
as a

percentage of total revenue, increased from1l.1%in the 1996 period to 1.8
%in

t he 1997 peri od.

GRCSS PROFIT. Goss profit increased by $1.2 million (10.1% from
$11.7
mllion in the nine nonths ended Septenber 30, 1996 to $12.9 mllion in the
ni ne
nont hs ended Septenber 30, 1997, while gross margin increased from13.4%in
t he
1996 period to 14.2% in the 1997 period. The gross margin for Conputer
Product s
decreased from 11. 1% in the nine nonths ended Septenber 30, 1996 to 10.9%in
t he
1997 period, which was primarily a result of |ower prices and profit margins
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due

to conpetitive factors and higher freight costs. Goss profit fromlIT
Servi ces

increased $1.1 mllion (71.2%9 from$1.6 mllion in the 1996 period to
$2.7

mllion in the 1997 period. The gross margin fromIT Services increased
from

27.7%in the nine nonths ended Septenber 30, 1996 to 36.8% during the
1997

period. As noted above, this increase was primarily attributable to
t he

repl acenent of less profitable IT Services business wth nore
profitable

busi ness fromnew and existing IT
Tel ecom

Systens decreased by $149, 000 (15.

Services custoners. Goss profit from

4% from $969, 000 in 1996 to $820,000 in

1997.

The gross margin for Telecom Systens sales decreased from38.6%in the
1996

period to 27.0%in the 1997 period, reflecting the commencenent of

Tel ecom

Systens operations in the Conpany's Dallas office, |ower product margins
and

hi gher installation costs than are normally incurred. Goss profit from
CTI

Software increased $276,000 (58.5% from $472,000 in 1996 to $748,000 in
1997.

The gross margin for CTl Software decreased from48.6% in the nine nonths
ended

Sept enber 30, 1996 to 44.7%in the 1997 period, which was primarily a
result of

I ncreased spending on technical staff related to new product installation
and

devel opnent .

SELLI NG GENERAL AND ADM NI STRATIVE EXPENSES. Selling, genera
and
adm ni strative expenses increased by $1.4 mllion (15.9% from $9.0
mllion in
t he nine nont hs ended Septenber 30, 1996 to $10.4 mllion in the 1997
period. As
a percentage of total revenue, selling, general and adm nistrative
expenses
I ncreased from 10.3%in the 1996 period to 11.5% in the 1997 peri od.
The

I ncrease as a percentage of total
hiring of
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new enpl oyees in sales support functions, as well as additional personnel
hired
for IT Services adm nistration and ot her general adm nistration functions.

OPERATI NG | NCOVE. Operating incone decreased by $239,000 ( 8.8%
;;?g]nillion in the nine nonths ended Septenber 30, 1996 to $2.5 mllion in
2287 period. Operating inconme decreased as a percentage of total revenue
grig;in the 1996 period to 2. 7% in the 1997 peri od.

| NTEREST EXPENSE (NET OF OTHER INCOVE). Interest expense (net of
ot her
i ncome) decreased from $920, 000 during the nine nonths ended Septenber 30,
1996
to $680,000 during the 1997 period.. This reflects the repaynent
of a
substantial portion of the Conpany's short-term debt during the 1997 peri od.
The
repaynent was acconplished by applying all of the net proceeds fromthe
sal e of
comon stock to the repaynment of the Conpany's debt.

NET I NCOVE. Net incone, after a provision for incone taxes
totaling
$701,000 (reflecting an effective tax rate of 38.9% conpared to 38.6%in
t he
1996 period), decreased by $4,000 (0.4% from $1,106,000 in the nine
nont hs
ended Septenber 30, 1996 to $1, 102,000 in the 1997 period. Net incone
decr eased
as a percentage of revenues from1l.3%in the 1996 period to 1.2%in the
1997
peri od.

Liquidity And Capital Resources

The Conpany's working capital was $2.3 mllion and $12.4
mllion at
Decenber 31, 1996 and Septenber 30, 1997, respectively. As of Septenber
30,
1997, the Conpany had borrowi ng capacity under the Conpany's credit
facility of
$7.4 mllion.

Cash Fl ow
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Qperating activities wused net cash totaling $331,000 during the
ni ne
nont hs ended Septenber 30, 1997. Operating activities used net cash during
t he
ni ne nont hs ended Septenber 30, 1997 because the increase in trade
accounts
recei vabl e was not offset by net incone and depreciation, increases in
account s
payabl es.

I nvesting activities used cash totaling $468,000 during the nine
nont hs
ended Septenber 30, 1997. The Conpany's investing activities that used
cash
during this period was primarily related to capital expenditures. During
t he
next twelve nonths, the Conpany expects to incur an estimated $700, 000
mllion
for capital expenditures, a mgjority of which is expected to be incurred
for
| easehol d inprovenents and other capital expenditures in connection wth
t he
pl anned consolidation of its warehouse facilities into a single facility in
t he
Dal | as-Fort Wirth area, the relocation of its Dallas branch office and
t he
openi ng of a branch office in San Antonio, Texas. The actual anount and
timng
of such capital expenditures may vary substantially depending upon, anong
ot her
things, the actual facilities selected, the |level of expenditures
required to
render the facilities suitable for the Conpany's purposes and the terns of
| ease
arrangenents pertaining to the facilities.

Financing activities provided cash totaling $1.7 nmillion during the
ni ne
nont hs ended Septenber 30, 1997. During the quarter ended Septenber 30, 1997
t he
Conpany conpleted the sale of 1,765,125 comon shares which resulted in
t he
receipt of net proceeds of $8.7 mllion, all of which was wused to
r epay
short-term debt.
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Asset Managenent

The Conpany had trade accounts receivable, net of allowance for

doubt f ul
accounts, of $19.0 mllion at Septenber 30, 1997. The nunber of days'
sal es
outstanding in trade accounts receivable was 52 days, which is equal to the
days
outstanding of the prior quarter but reflecting slower than nornal

paynent by the Conpany's custoners during the three nonths ended Septenber
30,

1997. Bad debt expense as a percentage of total revenue for the three
nont hs
ended Septenber 30, 1997 was 0.3% which was slightly | ess than bad debt
expense
for the three nonths ended Septenber 30, 1996. The Conpany's allowance
for
doubtful accounts, as a percentage of trade accounts receivable, was

1. 3% at

Decenber 31, 1996, and 1.1% at Septenber 30, 1997. |Inventory turnover for
t he
t hree nont hs and ni ne nonths ended Septenber 30, 1997 was 19.7 tines, and
19. 4
times, respectively.

<PAGE>

Current Debt Cbligations

Hi storically, the Conpany has satisfied its cash requirenents
principally
t hrough borrow ngs under its lines of credit and through operations. The
Conpany
mai ntai ns a cash position sufficient to pay only its imedi ately due
obl i gati ons
and expenses. Wen the anount of cash available falls belowits i medi ate
needs,
t he Conpany requests advances under a credit facility provided by |IBM
Credit
Corporation ("I BMCC Facility")
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The total credit available wunder the IBMCC Facility is currently
$20.0
mllion, subject to borrowing base limtations which are generally conputed
as a
percentage of various classes of eligible accounts receivable and
qgual i fyi ng
i nventory. Borrowings are available wunder the IBMCC Facility for floor
pl an
financing of inventory from approved nanufacturers (the "lInventory
Li ne"").
Available credit under the IBMCC Facility, net of Inventory Line
advances, is
used by the Conpany primarily to carry accounts receivable and for other
wor ki ng
capital and general corporate purposes (the "Accounts Line"). Borrow ngs
under
the Accounts Line bear interest at the fluctuating prine rate plus 2. 0%
per
annum (10. 5% at Septenber 30, 1997). Under the Inventory Line, |BMCC pays
t he
Conpany's inventory vendors directly, generally in exchange for
negot i at ed
financial incentives. Typically, the financial incentives received are such
t hat
| BMCC does not charge interest to the Conpany until approxi mtely 30 days
after
the transaction is financed, at which tine the Conpany is required to either

pay

the full invoice amount of the inventory purchased fromcorporate funds
or to
borrow under the Accounts Line for the anount due to IBMCC. [Inventory
Li ne

advances not paid within 30 days after the financing date bear interest at
t he

fluctuating prinme rate plus 6.0% IBMCC is permtted to fix a m ninmumprine
rate

for the IBMCC Facility of not |less than the average prine rate in effect at
t he

time the mninmum prine rate is set but has not done so. IBMCCis

aut horized to

change, on 30 days notice, the conputation of the borrow ng base
and to

di squalify accounts receivable upon which advances have been made and
require

repaynent of such advances to the extent such disqualifications cause
t he

Conmpany's borrowi ngs to exceed the reduced borrowi ng base. The | BMCC
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Facility

renews for successive periods of 13 nonths wunless either party
chooses to

term nate the arrangenent on 60 days noti ce.

The IBMCC Facility is collateralized by a security
interest in
substantially all of the Conpany's assets, including its accounts
recei vabl e,
I nventory, equipnent and bank accounts. The Conpany's Chi ef Executive
Oficer
and princi pal stockhol der has personally guaranteed the Conpany's
I ndebt edness
to IBMCC. Collections of the Conpany's accounts receivable are required
to be
applied through a | ockbox arrangenent to repay indebtedness to | BMCC,
however,
| BMCC customarily releases a portion of the Conpany's daily collections to
t he

extent that they exceed the daily estimated borrowing base. IBMCCis
not

obligated to continue this accommodation. |If in the future IBMCC insists

t hat

all lockbox paynents be applied to reduce the Conpany's indebtedness,

t he

Conmpany would be required to seek funding from|IBMCC or other sources to
nmeet
substantially all of its cash needs.

At Septenber 30, 1997, the total indebtedness of the Conpany under
TEECC Facility was $7.7 mllion of which $3.0 mllion was outstanding under
ggiounts Line and $4.7 million was outstanding under the Inventory Line.
Egﬁpany's remai ning available credit at Septenber 30, 1997, based on
Lgfromﬁng base was approximately $7.4 mllion.

The Conpany has a $3.0 mllion <credit facility with Deutsche
Fi nanci al
Services (the "DFS Facility") for the purchase of inventory from
certain
suppliers. As in the case of the IBMCC Inventory Line, advances under the
DFS
Facility are typically interest free for 30 days after the financing date
for
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transactions in which adequate financial incentives are received by DFS from
t he

vendor. Wthin 30 days after the financing date, the full invoice anount
for

I nventory financed through DFS is required to be paid by the Conpany.
Anmount s

remai ning outstanding thereafter bear interest at the fluctuating prine
rate

(but not less than 6.5% plus 6.0% DFS retains a security interest 1in
t he

i nventory financed. The DFS Facility is immediately termi nable by either
party

by witten notice to the other. At Septenber 30, 1997, the anount

out st andi ng

under the DFS Facility was $1.7 mllion.

Both the IBMCC Facility and the DFS Facility prohibit the
payment of
di vi dends, repurchase of the Conpany's shares and advances to affiliates
unl ess
consented to by the | ender.

Subsequent Events

In Cctober, 1997 the Conpany conmenced the renegotiation of the Conpany's
credit

facilities with its existing | enders and sought financing proposals from
ot her

financing sources. Based upon the proposals the Conpany has received
it is

likely that the Conpany will restructure its existing credit facilities on
terns

nore favorable to the Conpany than its currently existing credit facilities.

In Cctober, 1997 the Conpany's Board of Directors authorized the

est abl i shrment

of the 1997 Enpl oyee Stock Purchase Plan whereby the Conpany's enpl oyees
may

voluntarily purchase shares of the Conpany's stock. Under the Plan the
Conpany

may i ssue newy issued shares or purchase shares in the open market. The
Conpany

expects to purchase such shares as nay be required for the plan in the
open

market. The Board of Directors has, however, authorized the issuance of
up to

100, 000 shares for such purpose.

file///Y|/1997/11_05_10Q.htm (36 of 42)8/18/2004 6:56:56 AM



file///Y)/1997/11_05_10Q.htm

<PAGE>
EXH BI' T
11
ALLSTAR SYSTEMS, | NC
COVPUTATI ON OF EARNI NGS PER COVMON SHARE AND COVMON SHARE EQUI VALENTS
(I'n thousands of dollars, except per share anounts)
For the Three Mont hs
ended
Sept enber 30,
1997

1996
PRI MARY EARNI NGS PER SHARE
Wei ght ed average shares of commopn st ock outstanding 4,261, 609
2,675,000
Ef fect of issuance of shares from exercise of stock

options or warrants (treasury stock nethod) 7,055
Wei ght ed average shares 4,268, 664
2,675,000
Net | ncone $ 380 $
499
Primary earnings per share $ 0.09 $
0.19
FULLY DI LUTED EARNI NGS PER SHARE: (a)
Wei ght ed average shares of common st ock outstanding 4,261, 609

2,675,000

Ef fect of issuance of shares from exercise of stock
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options or warrants (treasury stock nethod) (65, 618)
Wei ght ed average shares 4,195, 991
2,675,000
Net | ncone $ 380 %
499
Fully diluted earnings per share $ 0. 09 $
0.19

For the Ni ne Mnths
ended
Sept enber 30,
1997

1996
PRI MARY EARNI NGS PER SHARE
Wei ght ed average shares of common st ock outstanding 3, 209, 681
2,675,000
Ef fect of issuance of shares from exercise of stock

options or warrants (treasury stock nethod) 3,278
Wei ght ed aver age shares 3,212, 059
2,675,000
Net | ncone $ 1,102 %
1, 106
Pri mary earnings per share $ 0.34 $
0.41

FULLY DI LUTED EARNI NGS PER SHARE: (a)
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Wei ght ed average shares of commobn st ock outstanding 3,209, 681
2,675, 000

Ef fect of issuance of shares from exerci se of stock
options or warrants (treasury stock nethod)
(22, 112) -

Wei ght ed average shares 3,187, 569
2,675, 000

Net | nconme $ 1, 102 $
1, 106

0.41

(a)This calculation is submtted in accordance wth Regulation S-K
item

601(b)(11) although it is contrary to paragraphs 14, 30 and 40 of APB
Opi ni on

No. 15 because it produces an antidilutive result for period set forth above.

<PAGE>

Part Il. Oher Information
I[tem 1. Legal Proceedi ngs

On July 13, 1996, a former custoner brought suit against the Conpany in
t he
152nd Judicial District Court of Harris County, Texas. The plaintiff
al | eges
that the Conpany failed to provide and conplete promsed installation
and
configuration of certain conputer equipnent wthin the tine promsed by
t he
Conpany. Based on these allegations, the plaintiff is suing for
breach of
contract and other statutory violations and is seeking actual nonetary
damages
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of approximately $3 million and trebl e damages under the Texas Deceptive
Tr ade

Practices Act. The Conpany is unable to estinmate the range of possible
recovery

by the plaintiff because the suit is still in the early stages of

di scovery.

However, the Conpany is vigorously defending the action.

Al l star is party to other litigation and cl ains which managenent
bel i eves
are normal in the course of its operations; while the results of such
litigation
and clains cannot be predicted with certainty, Allstar believes the
final
outconme of such matters will not have a materially adverse effect on its
results
of operations or financial position.

<PAGE>

SI GNATURES

Pursuant to the requirenents of the Securities Exchange Act of 1934,

t he

registrant has duly caused this report to be signed on its behalf by
t he

under si gned, thereunto duly authori zed.

Cct ober 4, 1997 BY: /s/ Janes H. Long
Dat e Janes H. Long, Chief Executive Oficer

Cct ober 4, 1997 BY: /s/ Donald R Chadw ck
Dat e Donald R Chadw ck, Chief Financial Oficer

</ TEXT>

</ DOCUMENT>
<DOCUVENT>
<TYPE>EX- 27
<SEQUENCE>2
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<DESCRI PTI ON>FI NANCI AL DATA SCHEDULE

<TEXT>

<TABLE> <S> <C

<ARTI CLE> 5
<MJULTI PLI ER> 1, 000

<S>

<PERI OD- TYPE>

<FI SCAL- YEAR- END>
<PERI OD- END>

<CASH>

<SECURI Tl ES>

<RECEI VABLES>
<ALLOWANCES>

<I NVENTORY>

<CURRENT- ASSETS>
<PP&E>

<DEPRECI ATI ON>
<TOTAL- ASSETS>
<CURRENT- LI ABI LI TI ES>
<BONDS>

<PREFERRED- MANDATCRY>
<PREFERRED>

<COVMON>

<OTHER- SE>

<TOTAL- LI ABI LI TY- AND- EQUI TY>

<SALES>

<TOTAL- REVENUES>
<CGS>

<TOTAL- COSTS>
<OTHER- EXPENSES>
<LOSS- PROVI SI ON>

<| NTEREST- EXPENSE>
<| NCOVE- PRETAX>

<l NCOVE- TAX>

<l NCOVE- CONTI NUI NG>
<Dl SCONTI NUED>
<EXTRAORDI NARY>
<CHANGES>

<NET- | NCOVE>

<EPS- PRI MARY>
<EPS- DI LUTED>
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<C>
9- MOS
DEC- 31- 1997
SEP- 30- 1997
1117
0
19663
0
5005
253
3172
(1445)
27977
13842
0
0
07
27
0
27977
90745
90745
77850
77850
10412

680
1803
701
1102

1102
.34
.34
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</ TABLE>

</ TEXT>

</ DOCUVENT>

</ SEC- DOCUVENT>
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