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OVERVIEW 


1. 
This is a securities ft'aud class action brought pursuant to the federal Securities 

Exchange Act of 1934 (the "Exchange Act") on behalf of all purchasers of the publicly traded securities of Home Solutions of America, Inc. ("Home Solutions" Of the "Company'') between Aplilll, 2006 and March 5, ~007 inclusive (the "Class Period"). Home Solutions specializes in restoration, rebuilding and remodeling services, particilJarly in restoring and rebuilding homes and businesses that have beeu damaged due to hurrican~s or other natural disasters. This action is brought against Home Solutions and the Company's directors and senior officers, Frank: 1. Fra~ella ("Fradella"), Rick 1 O'Brien ("O'Brien"), Brian Marshall ("Marshall"), Michael S. Chadwick ("Chadwick"), Charles P. McCusker ("McCusker"), and Jeffery M. Mattich ("Mattich"), and the Company's analyst, Sanders Morris Harris Group, Inc. ("Sanders Morris"). 


2. 
Home Solutions is the successor company of American ECO Corporations 

("AEC"), a publicly traded company where rradella had served as the Chief Executive Officer ("CEO") until its bankruptcy in August 2000. The Company remained largely dormant until November, 2002, when it embarked upon a new "growth strategy," involving at least six corporaw acquisitions over four years. In large part, the companies acquired provided r~cov~ry restoration and rebuilding sl:rvices in Florida and the Gulf Coast region. 


3. 
Several of the acquisitions, including the acquisition of Cornerstone Building and 

Remodeling, Inc. ("Cornerstone B&R") and Fireline Restoration, Inc. ("Fireline") included terms that were commer~ial1y suspect and involved management engaged in unscrupulous busin~ss pmctices. The acquisitions 'were fund<::d, in significant part, through the payment of Home Solutions common stock and warrants. Throughout the Class Period, def-tmdants shamelessly misrepresented and exaggerated Home Solutions prospects, the value of the new businesses, supposedly new contract awards and expanded b'llSiness rdatiol1ships, actual financial p~rfonnance and revenue and earnings guidances, to pump u~ Home Solutions' stock price, for purposes of funding the corporate acquisitions. 
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4. 
The misrepresentations about Home Solutions were also made by defendants to 

enable them to r~ap enormous gains on the sale of their Home Solutions' stock. In a breathtaking example of h18ider trading, defendants in April and May of 2006 announced new 

contracts with American Renaissance Homes C'ARH"), a new contract and expanded business relationship with Home Depot and sharply increast:d 2006 revenue and earnings guidances ​after which l~radella and O'Brien immediately dumped millions of dollars of their Home Solutions stock. When. a couple of days later the market learned that ARH had been incorporated only 5 days earlier, that Home Solutions was a major shareholder in ARB and had provided loans to ARB, the price of Rome Solutions stock plummeted, losing 29% of value in a single day. 


5. 
After this incident, one of the analysts following Home Solutions stock (Equity 

Research) ceased coverage 011 the basis of what it politely described as its "lack of confidence in 

management's recent judgment concerning corporate governance." Sanders Morris was the 

other analyst that in 2006 had begun to follow Home Solutions stock and had been instrumental in hawking Home Solutions' new illusory contracts to push up Home Solutions' stock price. Sanders Morris and its affiliates, officers and employees had months earlier received millions of dollars in ftes and stock warrants from Home Solutions. Chadwick, One of Home Solutiom' 

directors, was a senior vice president and managing dir~ctor of Sanders Morris. 


6. 
Throughout the remainder of 2006, as Home Solutions 'used its stock to 

consummate two additional major acquisitions, including that of Fireline, Home Solutions continued to reiterate its aggressive and baseless 2006 revenue and earnings gl\"idances. On March 5, 2007, the truth finally was l'evealed when Home Solutions announced missing its fourth quarref 2006 revenue guidances, and its projected eamings pet share. With that, Home Solutions' stock price dropped another 20% in a single day. 
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JURISDICTION AND VENUE 


7. 
Lead Plaintiffs, the Hom~ Solutions of America Investor Group (the "HSOA 

Inv~stor Group"), on behalf of themselves and all others similarly situated, alleges that Deft:mdants Horne Solutions, Fradella, O'Britm, Marshall, Chadwick, McCusker, and Mattich (co11ecti vel y the "individual defendants") and Sanders Morris violated § 1 O(b) of the Exchange Act and SEC Rule IOb-5, 17 C.F.R. §240.10b-5. The individu.al defendants also violated §20(a) of the Exchange Act. Jurisdiction is conferred pursuant to § 27 of the Exchange Act. Venue is proper in this District pursuant to § 27 ofthe Exchange A.ct. 


8. 
The corporate headquart~s of Home Solutions is located in the District. In 

connection with the acts and conduct aUeged herein, Defendants, directly and indirectly, used the means and instrumentalities of interstate commerce, including the United States mails and the facilities of the national securities exchanges. From June 2003 through July 2006 Home Solutions traded On the American Stock Exchange. Beginning in July 2006 and to the present, Home Solutions has traded 011 the NASDAQ. 

THE PARTIES 


9. 
Lead Plaintiffs, the HSQA Investor GTOUp, purchasoo Home Solutions publicly 

traded securities as described in the certifications previously filed with this Court and incorporated by refereuce herein, and Wtrr~ damaged as a result of the misconduct described in this Complaint. 


10. 
Home Solutions is a corporation organized under the laws of the State of 

Delaware and its principal corporate offices are located at 1500 Dragon Street Suite B, Dallas, TX 75207. Home Solutions offers recovery, restoration, rebuilding/remodeling, &nd specialty inttrrior services fO'r commercial and residential properties. The Company operates through two segments, "Recovery/Restoration" and "RebuiJdinglRemodeling". The Company describes itself as a provider of recovery, restoratiO'n and rehuilding/remodeling services to commercial and 

residential a.reas that are (i) prone to flooding, hurricanes, tornados, fires or other naturally occurring a11d repetitive weath~r emergencies; and/or (ii) ~xperiencing robust bousing development. HSOA, through its subsidiaries, operates in Florida, other areas in the South and Gulf Coast regions and in California. 


I L 
DLlring the Class Period, Defendant Frank 1. Fradella was Home Solutions' 

Chairman of the Board and Chief Executive Officer (·~CEO"). Fradellii was the CEO at AEC, Home Solutions' predecessor, before AEC entered bankruptcy. Fradella developed Home Solutions' acquisitions strategy and was primarily responsible for Home Solutions' operdtions and false and misleading public reports. 


12. 
During tlre Class Period, immediately following false and misleading public 

reports that 1i:audulently inflated Home Solutions' stock price. Fradella sold 581.586 shares of Home Solutions stock, for proceeds of $6.8 million. 


13. 
Defendant Rick J. O'Brien ("'O'Brien") was, at all relevant times, the Company's 

President, ChiE:f Operating Officer ("COO") and Secretary. O'Brian served as the Company's Senior Vice President, Chief Financial Officer and Secretary from December 2003 until December 2005, at which time he was appointed to his current positions. 


14. 
Duling the Class Period, immediately following false and misleading public 

reports that fraudulently inflated Home Solutions' stock price, O'Brien sold 447,866 shares of Home Solutions srock, for proceeds of over $5 million. 


15. 
Def!;;:ndant Brian Marshall was the CEO and principal shareholder of Fireline 

before it was acquired by Home Solutions in July 2006. In August of 2006, he became a Director of the Company. At the time of the acquisition, Fireline was for all practical purposes, insolvent. Nonetheless, for the acquisition of Fireline, the Company paid Marshall (i) $11,450,000 in cash, (ii) a $21,650,000 unsecured promissory note issued by Home Solutions, and (iii) 4,000,000 shares of Home Solutions' common stock. To boost the price of Home Solutions stock, the reVeD:L1e and earnings of Fireline .were falsely presented to the public, and Fireline's balance sheet was withheld until months la:t~r. Marshall then sold his Home Solutions 

stock and immediately lent the Company $5 million., at an 18% interest rate. Marshall continues to serve as the CEO of Fireline pU1'&uant to the terms of an employment agreement entered into among Marshall, Fireline and Home Solutions. 


16. 
Defc:mdant Michael S. Chadwick, has served as a Director of the Company since 

January 2003. He clln'ently serves as Chairman of the Board's Audit Committee. Mr. Chadwick is the Senior Vice President and Mana/:,.mg Director of Sanders Manis. 


17. 
Defendant Charles P. McCusker has been a member of the Board of Dhectors 

since 2005 and during that time has served as a member and/or ChaiIman of the Board's Audit Committee. 


18. 
Defendant Jeffrey M. Mattich has served as the Company's Senior Vice President 

and ChiefFinancia,l Officer C"CFO") since his appointnu:nt to those positions in January 2006. 


19. 
Defendant Sanders Morris is an investment banking £inn based in Houston, Texas 

and is and was during the Class Period, the Company's analyst and placement agent. In 2005, the Company paid Sander Morris an ag!,'1'egate of$l,981,437, consisting of $1,867,250 in fees for a series of investment banking services and $114,187 in reimbursed expenst:s. Sanders Morris also received 125,000 wan-ants in Home Solulions, that were publicly registered for sale in J~nuary 2006. More than 20 Sanders M01Tis affiliates, officers and employees also received stock or wanants in Home Solutions that were publicly registered for sale in January 2006. During the Class Period, Sandel's Morris issued analyst reports that falsely touted Homes Solutions' illusory contracts and financial prospects. 

'BACKGROUND 

The Comoanv's AcuuisitioDs 


20. 
Home Solutions acquired the following companies, on or about the following 

dates: 

(1) P.W. Stephens, Inc., a provider of indoor 



Date 

November 2002 

air contaminates remO'val services in California 


(2) fiber Seal Systems, L.P., u provider of cleaning 
July 2003 

and fabric protection services in Dallas, Tex.as 


(3) Southern Exposure Unlimited of Florida, Inc., 
December 2003 

and its subsidiary (collectively '"Southern Exposure'), providers of cabinet and counter top installation s~rvices in southwestern Florida. 

The Cornerstone Acauisition 


21. 
On March 31, 2005, Home Solutions acquired Cornerstone Building and 

Remodeling, Inc. ("Cornerstone, B&R") Horn Anthony Leeher. Jr. ("Leeber"). Cornerstone, whose headquarters was located at 5642 Enterprise 13arkway, in Fort Myers, Florida, engaged in the business of installing custom marble and granite countertops and remodeling projects. Two of its principal customers were Southern Exposure and Home Depot. According to Home Solutions, at the time of the closing, Cornerstone serviced over 104 Home Depot locations throughout southeastern United States, including Florida. At or about the time of the purchase, Leeber split off and created a second "Cornerstone" company, Cornerstone Granite and Marble Wholesale, Inc. ("Cornerstone:: Wholesale") that operated o"Ut of the same building in Fort Myers, Florida. Following the purchase, Leeber remained the president of both Cornerstone companies. :Part of the consideration for the purchase was a note convertible into Home Solutions stock. 


22. 
At the time of the sale, the two Cornerstone companies agreed that for 20 years 

Cornerstone B&R would purchase all its granite and marble from Cornerstone Wholesale. The agreement provick:d that Cornerstone Wholesale would price the marble at its direct costs plus 20%, and, on the theory that the agreement benefited Home Solutions, Home Solutions paid an additional $1,350,000 in common stock to Leeber for this exclusive supply agreement. In connection with the execution of the supply agreement. the Company also issued 1,000,000 shares of COmmon Stock to an undisclosed consultant supposedly for enabling the supply 

., 

agreement. In addition, the Company issued 350,000 shares of Common Stock to another undisclosed advisor. 


23. 
Lecber's dual role as president of the two Cornerstone companies, and the 

n'ansactions between them, was used to swindle public investors both in the United States and in Canada. According to a fonner shipping and receiving supervisor for Cornerstone B&R, the Cornerstone supply agreement was a "scam." Non-conforming, very poor quality granite. which this witness described as "garbage" and "junk," wO'l.~ld regularly be shipped from Cornerstone Wholesale for use by Comerstone B&R. Certain shipments were made on consignment (appt1rently to justity the false reporting of revenues), and Cornerstone Wholesale marked up the granite by 30-40%, so that Cornerstone B&R paid more than it would have to independent suppliers. By mid 2006, Cornerstone B&R turned to other suppliers fDr its granite and marble. According to a former Cornerstone B&R manager who had previously worked at Home Depot, the level of support provided by Home Solutions in terms of financing, materials and labor was so inadequate that it lmdermined Cornerstone's relationship with HOIDt: Depot. 


24, 
On April 5, 2005, BBC Capital Management, Inc. ("BBC Capital"), a Canadia.n 

corporation. announced that it had reached an agreement with Cornerstone Wholesale and Lecber to acquire aU of the iss'lled and outstanding shares of Cornerstone Wholesale. This acquisition and particularly Cornerstone Wholesale's 20 year exclusive supply agret:mel1t was used to take BBC Capital (which had changed its name to Cornerstone Industries International, Inc.) ("Cll") public on the Toronto stock exchange. As of MArch 2007, the public shares of Cli were worthless. 


25, 
In late 2005, Leeber and Home Solutions entered into an agreement wh~Ieby 

Leeber, through Cornerstone Wholesale, would supposedly purchase a line of business from Cornerstone B&R for abDut $3.5 million. As Homt: Solutions reported during the fourth quarter of 2005, the Company's management "committed to a plan to dispose of certain assets and liabilities of its building and remodeling division." On March 24, 2006, the two Cornerstone companies purported to consummate the a.greement. According to a source in the accounting 

R 

office of Cornerstone Wholesale, by this sale Cornerstone B&R transferred (and presumably removed from its books) its wlCollectible accounts receivable to Cornerstone Wholesale; and Cornerstone Wholesale paid the bulk of the $3.5 million purchase price by delivering granite to Cornerstol'le B&R (and then booking the transfer as sales revenue). In that way, both Cornerstone companies were able to fraudulently improve the appearance of their fmandaI statements for the illusory si:l.lt:. 

The FERS Acauisition 


26. 
On September 27, 2005, shortly aftc=r hurricane Katriml. hit the Gulf Coast, the 

Company's wholly owned subsidim:y, Home Solutions Restoration of Louisiana ("HSRLA" or "HSRRA of Louisiana"), purportedly commenced operations by acquiring sl1bst4ntially all the assets of Florida Environmental Remediation Services, Inc. ("FERS"), a restoration company operating in Florida, Louisiana and Mississippi. FERS had provided temporary manpower to contractors operating in the Gulf Coast region after hurricane Katrina, including C&B Services, Inc, A former principal of C&B Ser.vices estimated that, in 2005, C&B Services awarded FERS about $10·1 5 million of work. 


27. 
Several sources, including fanner project m.anagers and a former labor 

coordillator at C&B Services, reported that, following Katrina, in late 2005, C&B Services had an enonnous amount of work, but that by March 2006 this disaster relief work had largely dried up - e.g., a former la.bor coordinator noted that C&B project managers had been reduced from as many as 80 to only 5 at the time she left in March 2006. One former C&B Services project manager noted that, by March 2006, C&B Services was' at risk of "taking a $40 million hit" related to work done in St. Bernard Parish in 2005 because FEMA was simply not paying tor the work. 


28. 
Although in April 2006, defendants annm:mced new contracts of up to $40 million 

between C&B Services and Rome Solutions, none of the sources ftom within C&B Services knew of the existence of such contracts, and under the circumstances of the sharp slowdown of 

() 

C&B Services' disaster relief work, the award of multi-mi1lion dollar contlacts to Home Solutions (or FERS) was highly unlikely. A former vice president of Fireline, however, explained that he learned that Home Solutions had been exploring the possibility of acquidng C&B Services before Home Solutions' initial discussions with Brian Marshall of Fireline in mid 2006, but that Home Solutions was unwilling to pay the amount sought for C&B Services. In May 2006, Charys-Holding Co. committed to acquire C&B Services. 

The Fireline Acquisition 


29. 
On or about July 31, 2006, Home Solutions acquired the stock of Fireline 

Restoration, Inc., a company engaged in the business of providing restoration and remediation services plimarily in Florida, from Brian Marshall. Pursuant to the purchase agreement, the purchase price: paid to Mlltshall for the Fireline stock consisted of (i) $11.450,000 in cash, (ii) a $21,650,000 unsecured promissory note issiled by Home Solutions, and (iii) 4.000,000 shares of Home Solutions' common stock. The agreement included various other pel'ks including an agreement by Home Solutions to pay $70,000 per month for the rental of Marshall's airplane. On July 31, 2006, Home Solutions' stock was trading at $5.65 per share, so that the agreed upon consideration for Fireline was approximately $56 million. Immediately following the filing of Home Solutions' Form lO-Q for the second quarter 2006 (which included a misleading description of the Fireline acquisition), Marshall sold his 4 million shares. Marshall remained the CEO of Fireline, and in August 2006, was appointed to Home Solutions' Board of Directors. The tem1S of this acquisition were so commercially unreasonable as to suggest that there are questionable <lspects of this agreement that have not been publicly disclosed. 


30. 
Although in connection with the acquisition, defendants announced that Fireline 

had earned approximately $21 minion in revenues and had EBITDA of $S million for the first six months of 2006, Fireline's unaudited (and undisclosed) fmancia1 statements for June 3D, 2006 told a far different story. Fireline's unaudited balanoe sheet as of June 30. 2006 (which was first revealed publicly on or about October 16.2006) showed Fireline net assets of only $7.7 million, and even this amount included. as an asset, Fireline's unexpensed contract losses of $3.4 

HI 

million. It also included accounts receivable of $24 million which, in a Novem.ber 16, 2006 conference call, were revealed as averaging 87 days in age (even though Fireline's ordinary busin~ss tenus were that its receivables were due and payable within 30 days). In addition, $18 million of Fireline's account receivables were due from an insurance camer, Southern Family losunlDce, which, in June 2006, had been placed into liquidation. Thus, as a practical matter, Fireline was insolvent at the tim~ ofits acquisition by Home Solutions. 


31. 
According to public lie~ records, Firelit'le, in 2006 was party to approxintately 48 

lawsuits. The public records reflect that many of these lawsuits involved liens by Fn:eJine's subcontractors tOt non-payment. For example, Facility Products & Service LLC brought suit against Fireline in Louisiana tederal court seeking paym~nt in the amount of $156,833; and the plaintiff in the case of Orrin G. v. FireJine, tiled in Hillsborough County, Florida on June 9, 2006, allegt:d ·Fireline breached the construction agreement and abandoned construction of a project leaving more than ten subcontractors unpaid. Many lawsuits involved actions by or against l~irelil1¢ with property owners and insurance companies that were dissatisfied with Fireline's work Or charges. For example, plaintifts in Merrell v. Fireline, filed July 26, 2005 in Hillsborough County, Florida, contracted with and later sued Fireline for fire damage repairs; and on December 19,2006) Fireline fued a Claim of Lien regarding emergency repairs made to Bass Capital Hon1eowners Association at condominium properties in Clewiston, FL and claimed that $358,405.29 remained unpaid for work perfom1ed. This and the other lawsuits described at public record exp1ai~, in part, the extraordinary age of Fireline's uncollected accounts receivable. 


32. 
Home Solutions initially conc~aled the Fireline June 30, 2006 financial statements 

and portrayed the acquisition of Firel1n¢ as Ii boon to Home Solutions prospects. Fil'e1ine, however, had uot eamed the revenue attributed to it by Home Solutions in its announcement to the p·ublic. First, the June:: 30, 2006, statement of operations showed revenues of only $18.7 million and EBJTDA of only $3.6 million. More importantly, even these reduced earnings numbers were inflated. Fonner projec:t managers and a superintendent employed by Fireline described a pattern of unSCILlpulous business practices by FireHne that put the lie to Fireline's 
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reported rewnues and earnings. One fanner project manager explained that in his 30 years in the con~'truction trade he had never experienced a company "quite like" Fireline, and that Fireline had operated as a "front" in ordet to get insurance monies without performing work that was 10brical or necessary. This witness gave as an example an incident where Fireline had engineered iiIld submitted a very large bill for using de-humidifiers to dry out a vacant building, wh~n all that was necessary was to open the windows. 


33. 
Another former employee, a project manager in Florida, explained that it was 

Marshall's regular practice to win jobs by submitting bids to insurance companies that wen: below Firelil1e's actual costs, with the expectation that "supple1J1ental" requests for contract changes would later be made for additional monies. According 10 this source, in order to get favorable adjustments from the insurance companies, Marshall would give out expensive gifts, including cats and vacations, to the insunnce adjustors. This source described attending "closed door" meetings that occurred between October 2005 and February 2006 with Marshall and other project managers in which Marshall made comments such as, ''You should have seen my Cadillac 'bi1llast year," and refeITing to the approximately $50,000 in gambling chips provitkd to insurance adjustors. 


34. 
Another fanner Fireline superintendent and project manager confirmed that it was 

Fireline's pracric~ to deliberately -underbid projects, only to submit supplemental requests for additional monies once th~ projects were underway. He also eXplained that it was a common and recurring practicf: at Fireline to simply not .pay subcontractors '''the last check" due them on a project. This source also provided an example of Fireli.ne's use of its related company, MIG, Inc. to engage in insurance fraud. Ray Marshall (Brian Marshall's brother) had insisted that the source perf ann work on a project known as TropicVilla North using ins'urance monies obtained pursuant to il unrelated bid made by MIO, Inc. 

The Associated Contractors Acquisition: 


35. 
On November 1,2006, Home Solutions announced that it had acquired privately- 

he]d Associated Contractors II, LLC ("Associated") tor 1.5 million shares of common stock and 1') 

pertonnance-based incentives, including warrants for an additional 2 million shares of Home Solutions stock. 

The Company's Relationship With Sander Morris 


36. 
Michael Chadwick, a Home Solutions Director and the Chairman of Home 

Solutions' Audit Committee, is a Senior Vice President and Managing Director of Sanders Morris. The business and interests of these two entities are entwined in severa] additional 

respects. 


37. 
On November 30, 2005, Home Solutions closed a. private offering of 4,850,000 

Units; the 4,850,000 units were offered through Sanders Morris as the Placement Agent. For these rt:ceived services, Sanders Morris was paid approximately $2 million in fees, and Sanders Morris also obtained 125,000 shares of Home Solutions common stock. 


38. 
On Jilnuary 4,2006, the Company issued a form 8-3 Registration Statement that 

set forth the beneficial ownership of 1-10me Solutions common stock by the selling shareholders under the statement. The shareholders included an extraordinary number of individuals and entities affiliated with Sanders Morris (more than 20), e,g., Ben T. Morris (9,000 shar¢s for sale), Sanders Opportunity Fund (Institutional) LP (91,656 shares for sale), Sanders Opportunity Fund LP (28,344 shares tor sale), and Sanders Morris Harris, Inc. (125,000 shares for sale). 


39. 
Sanders Morris also issued rasearch analyst reports bullishly reporting on Home 

Solutions' value, and on the details of Home Solutions' operations. 


40. 
For example, according to Sander Morris's May 4, 2006 analyst report, issued just 

two weeks before some of the Defendants' more egregious insider trading. Sander Monis stated, 

in part, 

We are reiterating our Buy rating on Home Solutions of America common stock and raising our 12-mon/h price target to $13.50 from $9.00. The increase in OUT 2006 and 2007 EPS estimates and tbe increased activity in the GuU' Coast rebuild, as evidenced by Home Solutions' recent contract wins for business totaling up to 560 million, are the primary factors beliind our price target increase. We expect investors to reward this strong earnings performance and the cash t10w it produces with sUIJerior relative common stock pert'onnance. We are adjusting our 2006 BPS estimate to back-end-Ioad 

the year to the sl:cond half. PoJitics, insurance and government-supported cash flows to the region have slowed the pace of the rebuild/recovery from the first half of 2006 to the second half, versus our initial estimates. 


41. 
On May 16, 2006, analysts at Sanders Morris Harris reiterated their "buy" rating 

on Home Solutions and the target price was raised from $13.50 to $15.50. 

DEFENDAN'fS' MATERIALLY FALSE OF MISLEADING S1'ATEMENTS. AND THE LEAKS OF THE TRUTH INTO THE MARKET 


42. 
As described above, since 2002 Home Solutions pursued a "growth strategy" that 

involved acqu.iring new companies funded in large part through the issuance of Home Solutions stock and warrants. This process accelerated in 2005 and 2006. As a result of the corporate acquisitions, almost by definition, Home Solutions' revenues had to increase by "record" ammmts. and given the substantial. pay-outs by Home Solutions for the acquisitions, the acquisitions should have been "accretive:" to Home Solutions' overall earnings. In light of1:h~ dilutive affect on public shareholders' stock of the acquisitions (since each was made in Jatge part through the payment of Borne Solutions' stock), the acquisitions benefited the public investors only if they increased earnings per share. Home Solutions' announcements of the impact of the acquisitions on its revenUf:S, earnings, sales and earnings, guidances, contracts and 

prospects were false and misleading as described below. 


43. 
On April 11, 2006, the Company issued a press release entitled, "Home Solutions 

of America Awarded Initial Contracts Worth Up to 540 Million to Perform Hurricane​Related Rebuilding Activities," The press release stated in part: 

Home SolutionS of America, Inc. (Amex: HOM - News); (the "Company" or "Home Solutions"), a provider of recovery, restoration and rebuilding/remodeling services, announced today tbat it bas been awarded two contracts, each worth up to $20 million, by C&B Services ("C & B't), a nntionaUy recognized I~ader in the restoration aDd rebuilding services industry, to l)erf'orm, as a sub-contractor, services ill connection with the rebuilding of areas affected by Hurricanes Katrina, Rita and Wilma. Th~ agr~~ments represent the initia.l portion of work surrounding multi-year rebuilding and build back activities between the parties. The work under the agreenrents IS expected to commence immediately, and is anticipated to be completed during 2006. 

1.:1 

C&B awarded an initilll contract valued at up to $20 millioll to the Cumpany's F/o,.idll Environmental Restoration Services, lilt. ("FERS") lIhit urad a second agreement, vRlued at up to $20 million, to HOllie Solutions Restoration of Louisiana, Inc. Founded in 1996 and based in Beaumont, Texas, C&B has been involved in the wind, fire and wau.."r restoration business, and as a. result of the hurricanes in 2004 and 2005, becamt: a full service provider of disaster recovery services. 

"We aTe plellSed that C&B, a company that FERS began to work wit}, bJjurtnaUy last year, has eltteted to significantly expand the relationship between the companies and enter into tl formal arran.gement," said Frank Fradella, Chairman and CEO of Home Solutions. "The devastation in Florida, Louisiana and Mississippi from tht: three hurricanes was so great that only now are the authorities beginning to deploy the resources necessary for the cleanup and rccov\:I)' in the area. While we had been preparing fOr a portion of the work under these agI'eements to commence for several months, we are pleased that C&B has elected to significantly expand the fole that Home Solutions will play in these high-profile projecTS and look forward to working clDsely with them in our role as a sub·conln'lctor." 

"Due to the success of our the telationship that we developed last year in seamlessly delivering our restoration and recovery services to customers under highly challenging; conditions, we have elected to expand OUt relationship with Home Solutions, and its subsidiaries in Florida and Louisiana," said Troy Crochet, President of C&B. liThe problems created by these devastating hurricanes have cteated a tremendous amount of work over the coming years, and we look forward to further expanding our relationship with Home Solutions to meet the ongoing needs of our customers. " 

*** 


44. 
This statement was false and misleading because C&B Services h!\d not iss'~ed 

Home Solutions an additional $40 million in contracts. As numerous sources in C&B Services 

confirmed, by April 2006, C&B Serv'ices' own disaster work followiug the 2005 hunicane season had dried up by April 2006. The only propost:d "expanded relalionship" related to Home Solutions' efforts to acquire C&B Services in early 2006. Also, C&B Services was attempting to recover $40 million owed to it by FEMA for its p~1: work in 2005, and this appears to be the $40 million to which the press release refers. 


45. 
On April 20, 2006, Defendants issued a press release entitled, "Home Solutions 

of America Expands Relationship with The Home Depot - Company Enters into Agreenlent to Provide Granite Sales and Installation to 2S Additional Locations." 'fhe press teleast: 

stated in parL; 

Home Solutions of America, Inc. (Amex: ROM - News); (the "Company" or "Home Solutions"), a provider of recovery, restoration and reb\lildinglremode1ing ticrvices, announced tOday thAt Cornerstone Granite and Marble, Inc., its wholly-owned subsidiary, has been awarded contra(.1s by The Home Depot®, the world's largest home improvement retailer, to provide, fabricate and install Corla:n@ and Granite countertops for 25 additional stores in Louisiana, Mississippi and Alabama. The new locations il'1crease the number of stores to 1 SO that Home Solurions provides services to for the leading retailer .. 

"We are pleased to ~pand our 1elationship with one of OUr largest customers into additional locations," said Frank J'. Fradell~ Chairman and CEO of Home:: Solutions. "Cornerstone's competitive pricing, logistical expertise, along with our 10 day sales and service installation commitment provides one of America's largest suppliers of home improvement products a truly distinctive advantage to their customers. We look forward to continuing to grow with this rapidly expanding national retail chain. II 

"'** 


46. 
This statement was false and misleading because Home Depot had not entered 

into contracts with Home Solutions to provide countertops for 2S additional stores. Immediately following this ralease, Don Harrison, the public relations manager of Home Depot e~mjii1ed Home Solutions protesting that there was no agreement between Home Depot and either Home Solutions or its subsidiary Comerstone to expand the markets it serviced for Home Depot. Fonner employe~s of C01"Derstone B&R, inc1uding a manager that had previously worked for Home Depot, provided information that Cornerstone B&R had been seeking to expand its relationship with Home Depot, but that Cornerstone B&R was having considerable difficulty fulfilling Home Depot's orders and meeting its obligations because the Company was already operating at maximum capacity. According to this sow·ce, the Company's facility in Florida lacked sufficient materials, equipment and personnel to fulfill Home Depot customer orders, so that by early 2006 the Company's relationship with Home Depot had deteriora~d. 


47. 
On May 4,2006 Morris Sanders issued an analyst report touting Home Solutions' 

stock as a continued "buy" and stated, in part; 

We are reiterating OUI auy rating on Home Solutions of America common stock and raising our l2-month price target to $13.50 from $9.00. The ;ncrem;e in uu, 2006 and 2007 EPS estimates and the increased activity in the Gulf Coast rebuild, as evidenced by Home Soluduns' recent contract w;m jo.,. 

It;; 

busilles$ totaling up to $60 million, are the primary facto,.s bel,lnd our price targer increase. We expect in"estol's 10 reward this st,ong earni"gs performance and the cash flow it produces with superior I'elatlve common stock perj'ormlDlce. We are adjusting our 2006 BPS estimate to back-end-load the year to the second half. Politics, insurance, and government-supported cash flows to the region have slowed the pace of the rebuild/recovery from the first half of 2006 to the second half, versus our initial estimates. 

Rebuild and restoration activity is finally showing signs of picking up on the Gulf Coast. On a. trip to New Orleans earlier this week, we saw evidence that the -rebuild is finally in place despite politics and cash flows from insunmce companies and the government delaying the significant work that needs to be dOIre. We estimate it will take several years before the New Orleans metropolitan i1rea is ba.ck to any sense of normalcy given the devastation caused by hnrricanes Kntrina and Rita. The potential for the city to make a comeback as a destination entertainment center, however, was evident last weekend when the city hosted its first major events since the storms, the PGA Golf Classic and annual JazzFest. 

We bc:lieve Home Solutions, with its extraordinary ability to mobilize and manage a labor force, is well positioned 10 be an important factor in the rebuild/restoration of the Gulf Coast. ROM's recent contract wins uf up to $60 milliOll are tangible evidence of the company's capabilities. The fil'st two con/nlct wins of up to $40 miaion are with C&B Services for rebuild/restoration work in 2006. We are plBli.Sed that aOM's relationship witl, C&B, which began with the recovery work it did fol' CM late last yet", led so quickly to such a me/wingful cuntract. OUI' conclusion is that the quality of 110M's work was imprell'sive enough to lead to the $40 million contract. The second cuntract, worth $20 million, was witll a leading engineering and I:Olutruc.'tUJn company. These contracts are yet another sign that the rebuild/restoration work in the New Orleans/Gulf Coast region is finally building steam. Home Solutions has positioned itself to grow 30% a year internally over the next several years as it executes on a well-designed vertical integration strategy that presents opportunities that extend from recovery/restoration "events" to rebuild/remodel projects in the residential construction market. In our opinion, the stock sells at a reasonable mn1tiple of earnings and enterprise value-to-EBlTPA given its highly profitable business. model. 

Valuation 

Because Home Solutions of America is an emerging growth company with linle history fot the investor, it has no valuation benclunarks of its own that reflt:ct the company's cunel1t business potential, an outlook that became more visible with the acquisition of Florida Environmental Remediation SeIVices. After a review of various segments of the construction industry, including building prod-uc[S, construction materials, homebuilding, and engineering and construction companies, Enterprise Value-to-EBITDA appears to be the most consistent meas~\res of valuation for the construction industry. Historically these various segments of the construction industry have sold for valuation multiples as high as 11.0 times and as low as 6.0 times 011 a.n Enterplise Value-to-EBITDA basis, 

We are boosting our I1-month price target for Home Solutions 10 $13.50 from S9.00. At that price. the stock wonld sel1 at an Enterprise Value-to-EBITDA multiple of 10.0 times our 2007 estimate and 14.5 times OUr 2006 estimate. 
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Because the amount of potential work that HOM could geneIate from the Gulf Coast rebuild/restoration, our EPS and EBIIDA estimates could prove COllsorVltnVC if the company executes well on those opportunities. Given the relative maturity of Home Solutions to other construction entities, we believe these ratios are appropriate. Longer term, as the company demonstrates an ability to sustain the level of ERIT margins that we are currently forecasting (ma.r~rins that are high by industry standards), the potential exists that the stock can sell at a premium valuation multiple to the constIuction industry. 

Outlook 

We arC:: increasing our 2006 revenue assumption to $147.9 million from $144.0 million, and our EPS estimate to $0.50 hom $0.47. Both of our forecasts are above management's guidance. Our progression of sales and earnings for 2006 shifts to the second half of the y~ar, versus our earlier forecast. We are reducing ow' Q2 EPS estimate to $0.09 fTOm $0.12 to reflect the slower pace of rebuild/restoration. We are raising 2007 revenue estimate to $198.6 million from $188.2 million and our 2007 EPS estimate to $0.70 from $0.63. 

*"'* 


4&. 
The tenor of this report suggests thl!t the author bas detailed information about 

Home Solutions' contracts and operations. At the time of this Report, Sanders Morris, and its Managing Director Michael Chadwick. were we1l aware of the tact that Horne Solutions' pUIported recent win of $60 million in contracts was fictitious. The defendants knew that the restoration and rebuilding market had - at that time - slowed down tremendously due to FEMA al1d insu:ranc~ companies' hesitation to approve additional payments. Along with various other entities in the region, C&B Services had experienced a slow down that required lay-offs of most of its project managers. Morris Sanders knew that its reported information wns false and misleading because its senior vice president and managing director Sat on Home Solutions' Board of Directors. 


49. 
On May 15,2006, Home Solutions announced its First Quarter 2006 results and 

increased its guidance for sales revenue and earnings per share fOT 2006. The press release 

stated, in part: 

Home Solutions Announces First Quarter :Results Revenue Increases 106.5% 

Net Income From Continuing Operations Grows 129.4% 

Dilutt:d EPS Rises 100% 

IR 

Comp.ny Increases 2006 Business Outlook to Diluted EPS of SO.56​$0.60 From Previous Forecast of Diluted EPS ofSO.42-$O.46 

Dallas, May 15,2006 (Business Wire) - Home Solutions of America, Inc. (AMEXM;HOM; the "Company" or "Home Solutions"), a. provideI' of recovery, restoration and rebuilding/remodeling services, announ£ed record financial results for its first quarter ended March 31, 2006. The company reported record first quarter revenue from continuing operations of $19.3 million, an increase of 106.5% compared to revenue from continuing operations of $9.3 million in the 2005 tiscal first quarter. Fiscal 2006 first quarter EBITDA from continuing operations increased 158.&% to $4.4 million (including $4.0 million of operating income and $.4 million of depreciation and amortization), compared to $1.7 million (including $1.5 million of opetating income and $.2 million of depreciation and amortization) in the 2005 first q"uarter. 

First quarter net income was a record $3.1 kDilIion, Or $0.08 per diluted share, compared to $1 million or $0.04 per dilu.ted share in the year earlier period. First quarter net tncokDe included a net gain on discontinued operations of $781,00 (net of tax) resulting from the Company's decision to sell certain assets and liabilities of one of the Company's subsidiaries, which the COkDpany first marketed for sale in the fourth quarter of 2005 and fold in the first quarte1' of 2006. 2006 first quarter pre~tax income from continuing operations before minority interest was $4.0 million, compared to pre-tax income trom continuing operations before minority interest of $1.3 million in the first quarter of fiscal 2005. First quarter net income frOIn continuing operations was $2.3 million, or $0.06 per diluted share, compared to net income from continuing operations of $1.0 million, Or $0.04 per diluted share in the year-earlier period. -n1~ company's effective rate for the first quarter of t1sca] 2006 was 37.1% compared to 6.3% in the first quarter of fiscal 2005. 

Gross margin for the first quarter was 51.6% compared to 40% in the fourth qWU1er oftisca12005. Gross margin increased as a result of higher overall margins in both of the Company's business segments and a mOre fa'Yorable mix of busil\eSS than in the fourth quarter and throughout 2005, The Recovery/Restoration Services segment generated a 67.8% increase in r~vtmue and 146.1 % increase in operating income compared to the first quarter of fiscal 2005 while the RebuildingfRemodeling business grew revenue by 153.8% and increased operating income by 122.9%. The Company ended the frest quarter of 2006 with cash aud cash eq uival~l1ts of approximately $7.2 million and long·t~rm debt of $1 minion. 

"We were pleased that in a seasonaJly slow period, the Company was able to generate another strong quarter of growth," said Frank J. Fradella, Chairman and CEO of Home Solutions. "The tirst quarter was yet another period of expanded operating margins for the Company, driven by enicielJcies across both of our business u.nits. In contrast to fiscal 2005, when Recovery/Restoration services represented 55% of the Company revenue, during the first quarter Rebuilding and Remodeling business comprised 55% of OUr revenue driven by our growing relationship with customers such as the Home Depot and Centex as well as the long term rebuilding process, which has recently begun in areas affectoo by hurricane Katrina, Rita a.nd Wilma. 

Despite these gains, we faced challenges, particularly in New Orleans and surrounding areas, as funding j'or rebuilding adivity continued to 

10 

experience delays. Recently, as demonsn-ated by several large contracts we have recei~ed, adivity has significantly increased, and we have begun, in the early stages, to participate iD additional work io. the area. We believe that 1I1e conclusion of the Mayoral election this week, as well as the allocation of incl'emental funding by FEMA will trigger further activity. 

While we do not plan our business expecting hurricanes or stonns, w~ have significantly invested during the first quarter in devdoping the inftastructure to 110t only be able to handle the build-back work that we expect over the next three to tlve years in the region, but to respond immediately if there is further storm-related work as Hurricane Season begins in just a few weeks. We have also invested in positioning the Company to service major customers in many additional markets. The new locations increase the numbe'r of stores to ISO that flome Solutions provides services to the leading retailer. We have also llwesttd in iucreasing our presence in Louisiana, Mississippi, Florida, and Texas, where we expect RecoverylRestoration projects to significantly contribute to our f,rrowth for many years. 

Business Outlook: 

Due to the recent increase in activity and backlog, the Company today increased its full year guidance for the year ending December 31, 2006, to revenue of $160 million to $165 millioQ and diluted earnings per share SO.56 to $0.60. Home Solutions previously had expected revenue of $130 million to $140 million and eamings per share of $0.42 to $0.46. The Company reported revenue for fiscal 2005 of$68.1 mil1ion income of $0.25. The Company expects an effective tax rate for fiscal 2006 of approximately 36%. In 2005 Home Solutions had an effective tax. rate of 4.5%. 

Due to the timing ofwnen projects commence, the Company expects that the majority ofthe revenue and earnings will be recognized during the secoud half of its fiscal year. 


50. 
The press release was false and misleading because the sale by Cornerstone B&R. 

the subsidiary of Hom~ Solutions, to Cornerstone Whol~sale for $3.5 million that was included in Home Solutions first quarter results was not a bona. fide sale but r4ther a scam by which Cornerstone 'B&R (and Home Solutions) removed uncollectible accounts receivable from its balance sheet and operating results. Had this illusory "sale" not been iucluded in Home Solutions' earnings, and had Home Solutions properly expensed its bad debts, it would not have had ''record'' financial results, or the improved earnings and gross margin it reported. Nor, as describt:d above, had Home Solutions received "several large contracts," either ITom C&B Services or Home Depot. As such there was also no basis for the increased guidance of $160 to $165 minion in revenue and diluted earnings per share of sa. 56 to $0.60 for 2006. 

'0 


51. 
Then, on May 23. 2006, Defendants issued a press release entitled, "American 

Renaissance Homes Selects Home Solutions of America as Exdusive Provider of Delivery and InstaUation Services tor Modular Housing - Company To Provide Initial Services For Home Installations in St. Bernard Parish" and a.nnounced that its subsidii:lI)', Home Solutions Restoration of Louisiana Inc. (HSRLA), had been awarded a contract by American Renaissance Homes (ARH). The press release stated, in pa.rt: 

Home Solutiolls Restoration of Louisia,,,a Inc. (HSRLA), has btten IIwarded a contract by American Renaissance Homes (ARH), II provider of ciffordable housing, to be the exclusive provider of delivery and installation services Jor modul"r housing in New Orleans and sur,o'Unding areas. ARB will pl'ovide the planning, sales and secure the modular homes, while HSRLA win provide the labor and expertise in delivering the modular homes and installing them. The parties anticipare that St. Bernard Parish, located near the city of New Orleans, will be the initial market, with 75 homes initiaUy being installed per m011th. ARH estimates that St. Bernard Parish requires up to 17,000 homes to provide shelter for those affected by Hurricane Katrina. 

"As a resident of New Orleans, I have seen up close the devastation caused by Hurricane Katrina and the resulting displacement of thousands of families," said Frank J. Fradella, Chairman and CEO of Home Solutions. "I am pleased that ARB has selected the Company as the exclusive provider ot' installation services for the progrQID. We are now seeing signs that funding is becoming available to rebuild New Orleans. With so much demand from working class familieli for affordable permanent housing, we believe that the model that. has been developed for St. Bernard Parish can quickly be replicated in other parts of the City and SUITounding areas." 

Currently, lD3I1y New Orleans area residents live in 200 sqU.81'e foot trailers provided by FEMA. ARH will provide homes between 1,200 and 2,300 square feet at a fraction of the cost of construction in the atea, which is currently approaching $150 per square foot. The cost to FEMA to install and maintain a trailer is estimated to be approxiInately $75,000. HSRLA has agreed to provide a small portion of the working capital required to secure the land and modular homes in return tOt being the sole provider of installation and delivery services for the homes. 

"I am delighted that American Renaissanc~ Homes will provide affordable housing to residents of the Parish that haVE: living in temporary housing for far too long," said Charles Ponstein. St. Bernard Parish Development Manager and former Parish President "I believe modular housing is a. far superioT alternative to the t~l11poraI)' housing that too many families have had to reside in because there has not been a viable alternative available. I am confident that I and other Parish officials win work closely with ARB, HSRLA, and other members of the privlite sector to ensure that St. Bernard Parish and the s~rrounding areas will be rebuilt as quickly as possible." 
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"We are pleased to select Home Solutions of Lowsiana to play an integral role in this important muLti-year project," said Steve Richards, President of ARH. "HSRLA has demonstrated its abilily to respond quickly to the ncc;:;ds of local businesses and municipalities during the recovery and cleanup activities in the region and in other areas impacted by the Hunicanes. As a fanner FEMA official, I can attest to the key role that private enterplise will play in the rebuilding of New Orleans. That process is only beginning. We will work closely with Parish officials and residents displaced by Hurricanes Katrina and Rita to provide a quick, efficient and affordable means of pennanent housing, which bas been desperately needed for far too long." 

*** 


52. 
This statement was false and misleading beca.use ARH had been incoIporated 

only days before, Home Solutions was a 40% owner of ARH and Home Solutions, through a loan to ARB, had provided the financing for this proposed program. Thus, Home Solutions had created, through it half-truths and omis~ions, the false and misleading impression that it had won significalit new business, when, in fact it had simply ~ngaged in yet anothex acquisition. 

	53. 
	Immediately after issuing these fraudulent press releases, hoth Fradella and 

	0' Brien dumped millions of dollars of stock, as follows: 
	
	

	
	Date 
	Insider 
	Shares 
	Price 
	Proceeds 

	26-May-06 
	O'BRIEN, RICK J . 
	197866 
	. $11.45 
	$2,265,565 

	24-May-06 
	
	250000 
	$12.46 
	$3,115,000 

	26-May-06 
	FRADElLA, FRANK J. 
	63800 
	$1'.55 
	$737,000 

	26-May-06 
	
	5400 
	$11.67 
	$63,000 

	25-May-06 
	
	87300 
	$11.42 
	$997.000 

	25-May~06 
	
	140800 
	$11 .55 
	$1,626,000 

	25-May-06 
	
	53100 
	$11.68 
	$620,000 

	25-May-oS 
	
	46800 
	$11 .79 
	$552,000 

	Z5-May-06 
	
	39200 
	$11.91 
	$467,000 

	25-May~06 
	
	30200 
	$12.05 
	$364,000 

	25-May-06 
	
	2200 
	$12.27 
	$27,000 

	25-May-06 
	
	31200 
	$12.28 
	$383.000 

	24-May-06 
	
	27900 
	$12.11 
	$336,000 

	24-May-06 
	
	32400 
	$11,98 
	$388,000 

	24-May-06 
	
	19486 
	$12.27 
	$239,000 

	24-May-06 
	
	1800 
	$12.32 
	$22.176 

	
	
	Totals 
	1,029.452 
	
	$12,204,744 


..,., 


54. 
On Jun~ 2, 2006) defendants' frauds began to "leak" into the market, as 

Stocklemon published the following report: 

IS HOME SOLUTIONS A NATURAL DISASTER WAITING TO HAPPEN? STOCKLEMON ImpORTS ON (Amex::aOM) 

What is Home Solutions'! 

Home Solutions was a donnant company and had no operatioDs during most of 2002. Between then and the present they have spent $50 million in cheap !.'tock and expensive debt to acqllue 5 small buildiDg services companies - $1.5 to $16 million apiece. These 5 companies comprise 100% of the present day HOM, which, in an astounding feat of new math, is nOw confffiTed a fully diluted market cap of over $440 'million! 

Over the past year, the stock has made a major move as investors flocked to it as a potential benefactor of the Hurricane Katrina clean-up. Yet. Stocklemon cautions investors, t:hat they not worry about the potential for another hurricane but rather they should be concerned about Ii tsunami of insider selling and a business model that has an ominous sense of deja vu. 

Lets Get to the Nitty Gritty 

While the stock is up from $2 in a year, let us see if th~ business has improved equally as well. 

In June of 2005, the quarterly r"venu~ was $16 mil and the stock was $1.36. In March of 2006, a scant 9 months later, the revenue was $19 mil and the stock visited $14 and is now $11. 

But it gets better 

In just under 15 months, the shares outstanding have gone from 16 million to north of 40 million. Th~refore, during that same IS-month period, the market cap is up from $27 million to $440 million, a 1600% increase! 

Stocklemon notes that during the last 4 reporting periods, a problem with accounts teceivable is emerging. Consider the following table: 

	
	Mar-06 
	Dee-OS 
	Sept-05 
	Jun-05 

	Revl'm'ues 
	19,280,000 
	22,342,000 
	20,376,000 
	16,055,000 

	Receivables 
	20,857,000 
	20,585,000 
	16,742,000 
	9,501,000 

	Days sales il1 
	97.4 
	82.9 
	73.9 
	53.3 

	Receivables 
	
	
	
	


Receivables compared to sales has marched steadily higher - one common measure, days sales in receivables, is up over 97 trom a too-high 53 in the most 
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recent quarter. '!hat's over a full quartet's revenue. IDe company commented in its ] O-K (period ending December) that 52% of that receivable came from one (wlidentified) customer. There Wtis no further comment in the March quarter, but any exposure buried in that receivable number could negatively impact reported earnings. 

Additionally, the profits reported in the last quarter are "cashless" - that is, the cash flow statement ate up 80% of the net income. If that receivables ratio doesn't clean up. and quickly, some serious questions are going to be asked about wh¢ther HaM is in fact truly profiw.ble or not. 

On Balance 

HOM's balance sheet looks more like a $40 million company than a $440 mil1ion one. Absent the goodwill and intangibles, there's about $40 mil1ion in assets and $10 million in liabilities. 

With competition from other vendors both larger and smaller, the company's success depends entirely on dramatically expanding both revenues and ma.r&rins in a market space that by its nature is low-margin and highly competitive. Barriers to entry, anyone? 

This .is Our Favorite 

On May 15,2006 HOM stated that there 2006 revenue guidance is $160​165 mi11ion. 

bttp:/lbiz.yahoo.comlap/060515/earns_oome_ solutions_ oC america.html'? v;;1 

To meet the guidance that the comp~y just issued, they are going to have to average $46.6 million for the next 3 quarters. Meeting that guidance requires each of the next three quarters to rake in revenues more than double the highest revenue quarter in the company's history. 

'Chen, just two weeks after this "lofty" guidance COmes out the CEO "sold" (or should we sa.y dump~d) over $6 million worth of stock, the President of the company sold $5.3 million, and the President of One of their largest subsidiaries filed to sell 200,000 shares as well. 

http://finance.yahoo.comlq/it?s=HOM 

flome Solutions CEO is Frank FradeUa 

Prior to being the CEO of Home Solutions Mr. Fradella was the Chairman/CEO and COO of American Eco-Corp. 

http://www.homcorp.comlindex:.php/investor/detailslfrank. _fradella 

American Eca was also it roll up in the outsourcing of services to 


constll1ction management industries. 
They built the company through 

acquisitions as well. 

hrtp:/lwww.highbeam.comllibrary/docftee.asp?DOCID ••••• l G 1: 17648 1 83&ctrllnfo" RoundlO%3AMode20b%ADocG%3AResult&ao 

-.;..- .. - 



http://www.findarticles_comip/articles/mi _ mOeIN/is_1996Marcb_14/ai_18092447 

Ama-ican Beo WAS a rollupjust like Home SOlutions 

American Eco also put out lofty revenue target~ and announcements about big revenue d~a1s 

http://www.highbeam.comllibrary/docfree/asp?DOCI.D=G I: 17793216&ctrllinfo;;; ROllnd20%3AMode20b%3ADocG%3AResult&ao 

American Eco is now Bankrupt and trades at $.0001 http://finance.yahoo.comlq?s=ECGOQ.PK 

Conclusion 

At the very least, the insidl:r's run to the bank with mountains of cheap stock seems premature. If the company is truly just now perfect positioned to reap the benefits of massive hunicane.related remediation work, what's their hurry? If, on the other band, the business has been "groomed" for the appearance of growth - rolling up low margin companies into a huge ball of cashless profits, the worst case scenario is far more ominous. 

Mania. and hysteria are not sound reasons to buy If. stock. Just because you believe that the word ''hurricane,'' "bird flu," or "China" is attached to a stock, there is no substitute tor good homework. Bafore running up the market cap of this company a.bove half a billion dollars, inv~stors should consider doing their HOMework. 

Cautious Investing To AlL 


55. 
On June 5, 2006, Defendants sought to explain away the Stocklemon 

report: 

(Business Wire)- Home Solutions of AmericBt Inc. (AMEX;HOM; the "Company" or "Home Solutions"), a provider of recovery, restoration aud robuilding/remodeling services, responded today to investor inquiries today concerning its Accounts Receivable and other matters. 

In executing the Company's disaster relief work associa.ted with H.un-icanes Katrina and Rita, which the Company classifies as recovery services, many of tbe receivables are paid over longer lime periods due to government agencies and insutance companies reimbursing claims for work performed. As a result, receivables have increased in absolute dollars and in days-sales​outstanding (DSO's), although at a more favorable rate than the restoration and recovery industry overall, The Company expects the DSO's to decrease throughout the year as the Company's mix of business shifts to build-back work during the second quarter and throughout the balance of the yea'r. 

Owing the second qU81'ter, the Company has already collected insDrance​backed receivables, valued at approximately $1.5 million that were over 150 days old. Over the past two years, the Company has experienced bad debt expense related to receivables ofless than 1 % of revenue. 
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The Company's $10 million credit agreement with Texas Capital Bank, National Association, reflects the nature of receivables in the recovery and restora.tion industIy, as it includes in the CompanY'1i borrowing base, ·'any accounts receivable of Home Solutions and its subsidiaries which remains unpaid fOI less than 180 days from invoice date". Seehrtp://www.sec.gov/Archives/edgar/data/855424/000 1 00329706000097/form8 khtm. The credit facility remains unused and the Company had $7.2 milliml in cash as of its first q.uarter ended March 31,2006. 

The Company also addressed its business oudook. Home So/",ions increased its 2006 forecast to revenue of $160 million to $165 million and diluted ~J{U'nings per sn(U'e of SO. 56 to $0.60 Oil May 15. 2006 tIS 0. result of tile Company receiving contracts worth up to $60 mlUlun, tile expunsion of its relationship with The Home Depot and Celltex and rebuilding activUie!)' a.~.vociated with New Orleatls and tile sIIrrounding ureas. 

41We remain confident that we will meet or exceed the updated outlook we recently provided, It said Frank J. Fradella, Chai,.",an and CEO of Home Solutions. "Since the conclusion of the Mayoral election, work has ~'Ieased in New Orleans and the surrounding areas. In addition, we expect the need for affordable housing in New Orleans, through the services we provide to American Renaissance Homes, to enhance revenue during the second half of the year." 

Finally, Home Solutions noted that sales of the Company's common srock recently by the Chief Executive Ojflcer and the PrltSident were the first such ~'ales by the executives since the Company's inceptioll. The sales were (,:unduCJed for diversification and estate pk1.nning purposes. In conne<:.1ion with the sales, Mr. Fradella exercised options to acquire an additional approximare1y 1.6 million shares of the Company's common stock at a cost of approximately $2.8 mi11ion, significantly increasing the number of shares of common stock he directly owns. On a fully diluted basis, the Company)s management team owns approximately 18.5% of Home Solutions' stock. 

"''''If< 


56. 
This June S, 2006 release was false and misleading. The contracts cited to justify 

the 2006 forecasts of revenue and EPS did not exist and Fradella had in fact engaged in insider​inding when dumping his stock. 


57. 
On June 6) 2006 Stocklemon released information abO'llt the truth of Home 

Solutions' relationship with American Renaissance H()m~; 

Stocklenlon Updates Home Solutions of America 

0, what a tangled web we weave when first we practice to deceive! .-- Sir Walter Scott 

Stocklemon Updates Home Solutions of America (AMEX:HOM) 
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Just two short weeks ago, Home Solutions of America (AMEX:HOM) was hitting new highs. On the cusp of the new hurricane season, the market was seal"cbil1g for the next great ''hurricf.mC story" stock. That was the precise moment when insiders ofHOM were selling their positions in large quantities. 

What do they know tbat YO'l:& don't know'! 

Is this really a hurricane play, or is it no more than a lot of hot air that hit an updraft of misunderstood news and hysteria? You will not believe what we foun.d out 

On May 23, the company put out a press release with the headline; 

"American :Renaissance Homes Selects Home Solutions of America as Exclusive ProvidcrofDelivery and Installation Services for Modular Housing" 

http://biz/yahoo.comlbw/060523120060523005354.html? . v= 1 

Ah, the company was rewarded with a contract to provide housing in storm-ravaged Louisiana. All looks good. CEO Fradella went as far to say, "I am pleased that ARH has electc::d the Company as the exclusive providc::r of installation services for the program," Steve Richards, the President of ARH then chimed in his praises for Home Solutions of America. 

Stocklemon read these releases and with our natural skepticism and wondered "Who is this American Renaissance Homes'?" So we went to Google. and, except for the press release, there were no references. Not a single one. We went to Dun & Bradstreet, and there was nothing. Then we went to New Orleans corporate records and again nothing. 

It was not until we went to the Delaware Corporate Registry (https:/Isos​res.state.de.us/tinlGlNameSearch.jsp) that we found American Renaissance H'omes: 

Entity Name: AMERICAN RENAISSANCE HOMES, L.L.C. Entity Kind: LIMITED LIABILITY COMPANY (LLC) Entity Type: GENERAL 

Residency: DOMESTIC 

State: DE REGlSTRED AGENT WFORMAT10N 

This company was established only 5 days before the Homes Solutions' Press Release was issued. As of the writing of this report, American Renaissance Homes does not even have a working phone number. 

But it gets MUCH BETTER. 

After a series of phone calls, we were able to speak with Alan Nazarro, COO of ARH and this is what we found out. 

Home SolutioDs of America owns 40% of ARB. 
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active 

The company cur:rently has 0 contracts. 

It is the opinion of Stocklemon that this is what we have witnessed: The company nte&d an announcement about some deal in Louisiana. Therefore, a subsidiary is established without ever publicly disclosing that it is a subsidiary. Then a contract is awarded to Home Solutions from the s'o.bsidiary to install homes for which there are no current contracts to install. 

Meanwhile, in the following three days after the release the CEO sells $6.8 million worth of stock: http://finance.yahoo.comlqlit?s=HOM 

It is the opinion of Stocldemon that HOM intentionaUy deceived the ma:rkt:tplace for the fonowing reasons. Forget about the obviou& omission that the company is a subsidiary, but then goes on to state: 

"I am pleased tha.t AlUf has elected the Company as the exclusive provider of Installation services tor the program." 

-Frank 1. Fradella 

Like they had a choice???? 

http://biz.yahoo.comlbw/060523/200605230053 54.html? v=l 

Then to state in the announcement on June 5, 

"In addition, we expect the need for affordable housing in New Orleans, through the services we provide to American ~enaissance Homes, to enhance revenue during the second half of the year. " 

... when there are no current and contracts.http://biz.yahoo.comlbw/060605/2006060S005728.h1mI?. v=1 

After the close of business on June 5, Chairman Frank Fradella purchased 100,000 shares ofHOM for an average purchase price of$10.15. This was done after a company press release on the same day states he sold stock for "diversification and estate planning." To Stocldemon, it sounds like someone is paying too much attention to their share price. 

We can draw 2 conclusions from Fradel1a' s 100.000 share purchase: 

Net of the purchase, Fradella still cashed in over $5.5 million HOM stock over the past two weeks. 

The company has no news about contract£; that are imminent. If so, Fradella would have knowledge that the market does not have and he would not have been able to purchase the stock without violating insider trading regulations. 

Conclusion 

'this all comes down to cOIpOrate credibility. For investors to put their faith in a company's projected contract revenues, accounts receivable, and guidance for future tlnancial results, a company must hold credibility with investors. Credibility is earned through full and accurate disclosure. It is the 

opinion of Stocklemon that Home Solutions might soon face a hurricane of problems as the company bas not been forthright with Wall Sl 

Much of the content of this r~port was based upon a con~en;ation with Alan Nazatro. We were very dear in our points with Mr. NazaITO and believe that we have represented every fact he stated correctly. 


58. 
With the correctiw infonnanon provided by Stocklemon, Home Solutions' stock 

price dropped $2.55 from $9.60 to $7.0S on five times irs daily average volume. 


59. 
Then, in anotherreport, dated June 7, 2006 repon, Stocklemon memorialized and 

then responded to the new press releases and comments of Home Solutions, ARB and Sanclers Morris, leaking additional true information into the market. 

StockJemon '9 Response to HOM 

Stocklemon.com responds to Home Solutions of America and American Renaissance Homes regarding recent PR's. 

Yesterday and today, Home Solutions of America (AMEX:HOM) and Ameri<:an Renaissance Homes issued 'Press Releases attempting to "clarify" their business relationship. Stocklemon comments on what has been learned in these communications. 

http://bizlyahoo.comlbw/060607/2006060700SS46.html?.v=1 

Stocklexnon is delighted to note confinnation of its belief that Alan N82Mto is indeed the Chief Operating Officer of American Renaissance Homes (ARH), as he stated in a phone conversation yesterday. Mr. Nazarro specifically made the' 40% ownership mtement yesterday .. 

No matter how you slice it, ARH is exclusively funded by HOM and if they have not worked out their official ownership posjtion, we understand ​considering that ARH is not even 3 weeks old. The editO'I of Stocklemon would note to readers that I have lemons in my refrigerator older than ARH. 

In toduy's press release ARB states, 

uARH bas received a signitlcant number of contracts from customers interested in purchasing homes and expects to receive its first orders shortly" 

Stocklemon wishes to remind A.RH . that it is now operating in the commercial business world, 110t government. "CUSTOMERS" commit to spending real dollars for goods and services. ARH does not have any customers. People who are interested are not c·ustomers. 

ARH is five people with a business plan and no money (except for Home Services' loan). Let us aU stick precisely to the facts. Read this press release issued by the company. This was issued the day before the ban'age of insider $~lling began. Is this Press Release crafted to induce you to believe that: 

..,0 

http://biz.yahoo.comlbw/060S23120060S230053S4.html?.v=1 


1. 
ARH was an established company (when it was only 5 days old) 

2. ARH was an independent entity (when it was fully funded by HOM) 

3. Had contracts for homes (when in reality only had a business pla~) 

Sanders Morris Harris 

Stocklemon wishes to comment on the ""analyst" recommendation and upgrade issued crn HOM today by Sanders Morris Hanis. They should be ashamed ofthemselvos. 

Where is the "wall" between research and investment banking? At what poiot do analysts become cheerleaders and stock promoters'? Sanders Morris Harris has kept the same price target fOf HOM. but "shortened up" their time frame from one year to six months. Stocklemon wishes to know, txactly what facts disclosed over the last few days caused not the target to remain the same, but t11C time 1hune cut in half .. give us it break. 

"In 2005, the: Company paid Sander Mortis Harris Inc.~ of wmcJ) Michael S. Chadwick, one of our directors, is a Senior vice Pr~sident, an aggregate of $1,981.437, consisting of $1,867,250 in fees for a series of investment banking services and $114,187 in ftjimbursed expenses. Mr. Chadwick personally received no payments teom the Company in cOIUlection with the ser ••• ices provided by Sanders Moms Harris Inc." 

Stock1emon considers it the height of irony that Sanders Morris deen1s Stocklemon's reporting "self-serving" in light of the above compensation. Furt11er in a 424B3 filed on 1/9/2006, Sanders Morris employees were awarded sizable quantities of warrants at $5.50 per share in a stock registration filing. 

htt\J://""·ww .see.gov/ Archivesledgar/data/85S424/0001 003297060000 18Ipro~-pectus1.htm 

As an exercise, Stocklemon invites you to count how many references there are to "Sanders" in the above filing. You may count employees and spouses. We stopped wh.m wa got to 25. 

FinaJly, it should be noted that Stocklemon.com has never lost a lawsuit in a court of Ia w. Stocklemon.com is going to require that public entities that invoke references to lawsuits against it must detail the facts of those cases - such as the CEO plaintiff who was indicted on 32 federal counts of wite and financial fraud and money laundering, the CEO who has served a federal sentence for financial traud. and the CEO who was required to pay Stocklemon's legal expenses. 

AND THIS IS JUST THE TIP OF THE ICEBERG 

In the coming days, Stocklemon will review the long history between Sandt:rs Monis and Home Solutions of America. FUIthennore, we will review t1w CUTm1t auditors of Home Solutions of America, CaroiD & Company. Stocklemon will also review our track record of listed companies, so anyone who might have any doubt as to our credibility and accuracy can view the truth in historical perspective. not through rose-colored glasses. 

Cautious investing to all 


60. 
On June 7, 2006, Equity Research, another analyst following Home Solutions 

reported its dismay with the ''misjudgment'' of management, and ceased coverage of Home Solutions. Equity Research's comments, however, demonstrate the continuing conflict in ~ market about the truth of Home Solutions "business opportunities"; 

Yesterday, ROM disclosed details regarding its relationship with American Renaissance Homes (ARB). On May 23. HOM announced that it had received an exclusi~e contract to deliver and install modu1ar hQusing in the Gulf coast region, which is a business opportunity of roughly $SMM for FY06. shortly after thi$ announcement (3 days), sizeable insider selling of the Company's common stock occuned by senior management. After receiVing criticism by the investment community. HOM later disclosed that ARH was a private development company that was founded only five days prior to HOM's 8nno'UnCE:ment of its exclusive contract and that HOM provided a loan representing l'Oughly 90% of the start-up' S working capital. While the timing and circumstances sUlTounding these events may be the unintended misjudgment of management; at the very least, we view the appearance of these events and lack of iaitial disclosure as questionable. 

We are dropping coverage of Home Solutions of America, Inc. (ROM). While feeling HOM is operationally sound. we are dropping covCTag~ based [on} inadequate control of corporate governance. We are not concerned over the legality of the Company's assistance in the creation of American Renaissance Homes, but are concemed with the issues of subsequent stock sales by management following the announcement of HOM's relationship with ARE. We feel the Company's capital structure and business opportunities are sound. However, we are removing the Company from our coverage universe due to our lack of confidence in management's recent judgment concerning corpomte gov~mance. 


61. 
On June 16) 2006. at the 2006 Annual meeting of stockholders, defendants gaw 

the following presentation: 
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FINANCIAL SUMMARY 

· Revenue and EBI1'PA growth. driven by the Company's expansion into Recovet}' Service& . 

· hldustry leading operating margins - 21 % 2005 EBITDA margin • 2006 guidance issued by Company managemeut 

- $160-$165 million in 2006 projected revenue (135% increase over 2005) .. $.56-$.60 EPS (fully diluted) projected (124% increase over 2005) 

• Limited capital expenditures 


62. 
Tbi~ presentation was false and misleading because, as described above, 

~f~l1dants had no basis for the 2006 guidance. 


63. 
On July 31, 2006, defendants issued a press release announcing its agreement to 

acquir~ Fir~line, which SUited in part: 

Home Solutions ... a provider of recovery, restoration and rebuilding/remodeling services announced today that it has entered into an agreement to acquire Fiteline Restoration, Inc. ("Fireline"), a privately held provider of recovery and restoration services throughout Florida, Louisiana and Mississippi. Fireline had nnaudited revenue for the first six months of 2006 of appro:dmateJy $21 million and EBITDA of $5 million. Firdine's finandal statements bave Dot been audited previous to entering into this agreement. The transaction is expected to close this week. 

Under the agreement, the Company will pay the owner of Fireline $11.5 miIIion in cash, issue the owner an unsecured promissory note in the principal amount of $21.650,000, and issue the owner 4 milliOtl shares of Hom~ Solutions' restricted common stock. 

Founded in 1996. Fireline provides catastrophic stann response. water mitigation, drying, mold remediation, water. fire and wind restoration, and move outs and contents restoration, for commercial, industrial and residential properties. Based in Tampa, Fireline is certified in multiple aspects of the restoration industry, including smoke. fire. water, and llloid. The company has been active in the recovC1)' and restoration activities SUYTOUnding hwricanes Wilma, Katrina and Rita. In conjunction with the acquisition, Brian Marshall, President of Fireline. wiJ1 remain in that role pursuant to an employment agreement to be entered into at the: closing of the acquisition. Ine agreement provides that Mr. Marshall win become a member of the Board of Directors of Home Solutions, subject to, among other conditions, the Company's continued compliance with the applicable director independence standards of the SEC and NASDAQ. 

''We expect the Fiteline acquisition to be a unique complement to the Home Solutions strategy:' said Frank. 1. Fradella, Chairman and CEO of Home Solutions. lilts experience and expertise in responding to past disaster r¢1a~d events of all types· witt he1p us respond to the opportunities expected to occur o'V~r th~ next three to five years in rebuilding areas such as the Gulf Coast. The ability to offer an experienced and qualified birge labor force is increasingly becoming a differentiating factor in many of the projects we participate in. One of the challenges we face over the next several years is developing the necessary in1Tastructure. mana~ement and labor to achieve our expected growth_ The acquisition of Firelme win enable us to pursue larger projects and drive effjcienci~s from the combined operations." 

"The acquisition of Fire}ine provides the scale necessary to participate in projt:cts with significant size, especially in t1w rebuilding areas of Florida, Louisiana, Mississippi, and Texas." said Mr. Marshall. "Increasingly, scale will become important in being able to respond to both disaster recovery work and rebuilding activities, more so as it applies to the large insurance company customer base that has made Fireline nationally recognized 'in the industry. The labor force that Home Solutions and its subsidiary provide will give Fireline the ability to become an even more significant participant in these projects in the Southeast and across the country." 

***' 


64. 
This press release was f41se and misleading because Fireline was, as a practical 

matter, insolvent. While announcing revenues of $21 million and EBITDA of $S million (which amounts were themselves false statements based upon what appeared on FiIe1ine's statement of operations and Fireline's fraudulent business practices described herein) Home Solutions withheld Firelinc's June 30, 2006 balance sh'*=t which would have shown that Home Solutions was paying several multiples of Fireline's net assets as the purchase price. This balance sheet would also have revealed that Fireline was not reporting its losses on contracts ("costs in excess of billings"), but was instead treating them as asset$. 


65. 
On August 1 S, 2006, Home Solutions issued a press release reporting '~rd 

s~cond quarter 2006 results" and reiterating its 2006 guidance: 

"We believe we are on tar gel to flleer our jinancial objectilles for the balance (Jf this year. We relfltlin committed to our previous guidance of t'lwenues in the I'tUIge of $160 million to $165 million for the full fiscal year, and diluted earnings per share of$0.56 to $0.60." 
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66. 
This statement was false and misleading because defendants lacked any basis rOt 

the 2006 guidance. 


67. 
Also on August 15, 2006, the Company filed with the SEC a Fom1 IO-Q tor the 

second quarter of 2{)06. The filing included the tollOwIng statemen1S;; 

Cornerstone Building and Remodeling Division 

Durin~ the fourth quarter of2005, the Company's management committed to a plan to dispose of certain assets and liabilities of its building and remodeling division, whicK was acquired in April 2005. On March 24, 2006, the Company entered inItJ un /ISSei pu.rclulse agreement 10 sell cntain tlssets tl1UlIWilities used in connection with tlte operation oj'the building and remodelillg dillision of Cornerstone, the CompalJY's wholly-owned subsidim'y. See Note 3 ​Acqulsitiot1$ and Disposals for additional infonuation regardini this transaction. The safes price was $500,000 cash at closing and $3.000.000 in a note receivable. TIle llot~ r~ceivable principal and accrued interest is payabl~ Q'U8rterly. beginning lunt: 30,2006 and maturing March 317 2009 .. The note bears interest at the lesser of (a) 011 a per annum basis~ the "prime tate" as published ill the Wall Street Journal and. (b) the maximum rate per annum pemutted by applicable law. The note is secured by the ass~ts of the purchaser and a guarantee by the parent J;ort'lpany of the purchaser. At June 30, 2006 the note receivable balance was $1,441,000. During the three months ended June 30, 2006, the note receivable balance was paid down by the receipt of inventory totaling $17559,000. The note receivable balance was paid off in the third quarter of 2006. 

For this transaction, the Form 10-Q reported a "Gatin on sare of discontinued operations" of $3.177 mi11iQ1t. 


68. 
Under the heading. "Subsequent Ev~nts," the Form 1 O-Q described the acquisition 

ofFireline, but omitted Fire1ine's June 30, 2006 financial statements.. 


69. 
Under "Reco'VeIylRestondion Services," the Form 10-Q stated: 

The Company also genera~d revenues from one of its major customers for services, including standby and mobilization of its labor fOrce, to be used on specific projects as specified in its master services agreement with the customer . The agreoments allow for billings up to $40,000 [000] for specified services, which are estimated to be complete during 2006. 


70. 
The statexnents in the Fonn 1O-Q wttte false and misleading because the sale to 

Cornerstone Wholesale was a scam rather than a bona fide sale; rather than sales revenue, Home 
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Solutions should have recognized its transfeIred bad debts as bad debt expen&e. The references to th~ Fireline transaction are misleading without the disclosure tha.t Firelinc was, as a practical matter, insolvent. Finally, there was no $40 million "R.ecoverylRestoration Services" contract. 


71. 
On August 14,2006, Home Solutions filed an S-3 registration for ~ to sell 

over 5 million shares of its stock. The form 8-3 listed the Selling Stockholders as 

	
	Number of 
	
	Nwaberor 
	PerCCl1~ e)f 

	
	Shares 
	Number of 
	Shares 
	Shares 

	
	Beneficially 
	Shares 
	Beaefic:W1y 
	Beuettcially 

	~ameof 
	Owned~ 
	Offered lor 
	OwRed lifter the 
	Owud !!hE the 

	Benend •• Ownu 
	the OffenD'" 
	Bm 
	Offe-rioo(1} 
	OffuiDI! 

	Brian Marshall 
	4,000,000 
	4,000,000 
	0 
	• 

	Florida Environmental 
	
	
	
	

	Remediation 
	
	
	
	

	Services. Inc. 
	1,053,632 
	1,053,632 
	0 
	'" 


On August 15, 2006, 6.45 million shares of Home Solutions stock was sold, versus the 135 miUion shares sold on August 11,2006, the last trading day before defendants' misstatements in tbeFonn 10-Q. On August 15, 2006, the stock reached a high ofS7.1S \lersus the high on August II, ?006 of $6.24, an increase of 15%. 


72. 
On Augast 15, 2006, Stocklemon issued another report leaking truthful 

infonna.tion into the market and noting the large amounts of insider sales occurring on the same day that the-Company announced positive but suspicious accounts of its performance in the Fonn 10-Q. The report drew partiCUlar attention to the misleading reference in the Form 1O-Q of the $40 million contract 


73. 
011 September 21, 2006 in a Constroction Materials Conference, defendants 

reitexated thcir guidance for 2006 of$16S million of revenue and EPS of $.56 - $.60. Deftmdants also explained that this f-orecast did not anticipate 2006 hunicane opportunities. 

f 


74. 
In a September 27. 2006 update on Home Solutions, Stoctdemon issued the 

following chal1enge to Hom~ Solutions to disclose the basis for its guidances: 

Whel'C are the Press Releases About the Companies That Will Take HSOA to its $165 million Revenue Guidance? 


75, 
On October 18,2006, Stocklemon reported: 

In our last report, W~ challenged management to disclose these "mystery contracts" that are supposed to rocket the company to $160 million gross revenues in its guidance, and We were met with a silonce. 


76. 
On October 26. 2006, Home Solutions entered into an agrel':ment to acquire 

Associated Contractors II, LLC. in exchange for cash to be paid from Associated Contractors' own accounts receivable, and for 1500 shAres of Home Solutions stock. Warrants for up to 2000 additional shares were also issued by Home Solutions. 

I 


~ ~ 
77. 
On November 14. 2006, in 8 press release entitled. "Home Solutions Reports 

$ ~Jo/' Record Third Quarter 2006 Results: Third Quarter Rf:venues, Net Income Grow S;gnificantly; 


\of tri:: 
Company Updates Outlook, Reaffirms EPS Guidance", the Company stated in l'ele'V'ant part, 


by':,r: ""<' .J":'~ 
November 14, 2006 (Dallas, TX) - Home Solutions of America, Inc. 

?

- r 
(NASDAQ; HSOA; the "Company" Dr "Home Solutions"), a provider of 

j... y r~covery. restoration and rebuilding/remodeling services, today reported record f. y, financial results lor its third quarter ended September 3D, 2006. Third quarter 


~,.. 
,y \1.(J 
revenue, opsrQ/ing income and net illl.:onre all increased subs«uzlla/ly rdated to 

Sf!,) .r the rebuilding activity upswing in NItW Drleam tUJd the Gulf COtlSt region. 

"''' 

~

g., , 
~ 
"As anticipated, the third quarter represents the launching point for 


, 
/'to. 
rebuilding the stOnn affected areas of th~ Gulf Coast, especially the New Orleans 



V 
area," said Frank 1. Fradella, Chairman and Chief Executive Officer of Hom~ 

Solutions_ ""The multiyear rebuilding effort is now making significant progress ~\ 'V ~ k aud we are confident that Home Solntion' will playa leading rol. in helping New }I" \....JP ~ Orleans and the surrounding atea rebuild their communities. Increased workfiow AJ r has propelled the Company to record growth and nt:t income. The Company has 


\lUo: 
.,1 invested in its recovery and restoration s~gments through recent acquisitions to be 


A.a V ~ 
\.. ahead of the curve for future growth through the increased operating capacity 


"'\ .•. ~ ~ 
provided by Fireline Restoration and the growth capabilities of Associated 


\J .... 1 ~ ~ 
Contractors. Both acquisitions are fwly integr"ted into Home Solutions today and 

V-AJ;!- /t maldng significant contributions to our rebuilding efforts. We recently obtained a /v $60 million credit facility to support the working capital requirements ot' OUt 
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Qusin~ss. 1b.e Company's excellent hi$tOl)' of project management affords us excellent support to take these steps today for continued future success .•• 

For the nine months ended September 30, 2006a the Company stated ~~ 

· Revenues from clIntinuing operations fol' the nine-month period ended September JO, 2006 inCJ'eQ$ed 12S% to a record $91.5 mlJlioll, versus $41.1 million fill' the same period in 1005 and greater t/san '1he Company's full-year 2005 revenue. 

· For the nine-month period, gross matgin remained effectively level at 45.8% as compa.red to the same period a year ago at 45.3%. Gross margins remain strong into the rebuilding cycle reflecting the large volume ot' work needs of the Gulf Coast region and high value ofreconstnlction services. 

· EBIIDA increased 200% to $24.4 million (including $23.2 million of Q~ating income and $1.2 million of crepIeciation and amortization), compared to $8.1 rnillion (including 57.2 million of operating income and $0.9 million of depreciation and amortization) . 

., J'eur-to-dale net incolfle was $15.7 miUion, or $O.J8 per tliluted share. up 253% from $4.4 milIUm, or SO. 18 per diluted share in ZOflS. 

Outlook 

"As we expected, third quarter results reflect the significant upswing of reconstruction work throu@out the Gulf Coast. Our workflow increased as many contracts, inoluding several l~rge deals we previously announced, have begun itig~ scale work. We also continue to secure and ~liver new work daily for customers throughout the stann affected regions as well as core business in all of our markets. We continue to execute our iP"owth strategy to build long-term and sustainable revenue lines as a broad disast~ recovery and bonle services company. This gives us strong confidence for continued growth in the fourth quaner and throughout 2007 .. 

"The acquisition of Fireline. which enhances OUI operating leverage for major projects, is already ful1y integrated and contributing to 0111" succ~ss. We intEmd to do the same with the recent acquisition of Associated, a partner with which we are already fully engaged, for securing additional work in the future," continued Mr. Fradella. "As a result of Our expanded capabilities, we are today considering and bidding COlltra.<:ts throughout the southeast including work crossing our many capabilities as a single-source solution." 

"We are also updating our guidance to ret1ect changes in our work flow axp~ctations. We anticipate approximately $25 million in work delays, moving those revenues into 2007. However, adding our recent acquisitions and new work awards, we are adjusting our guida.oc~ on revepues to 5150 million to $160 million for the fuU year, subject to the progress of executing our c'urrent backlog and the continued funding of the reeo\1ery effoJU in the Gulf Region. 
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We. arc re,at'tirmiug diluted earnings per share guidance 01' SO.56 to 50.60" including the affect of the newly issued sbares from our a~qnisitions. Given our cunent workflow rate, we expect 2007 revenue growth of approxima~ly 30% oV~r 2006 revenue. We will address the details of 2007 guidance early next year." 

Thus, by thj~ guidance, Home Solutions' forecasted fourth quarter 2006 revenues of $58-68 :million and fourth quarter 2006 EPS of $.18-$.22 per share. 


78. 
On March 5, 2007, defendants issued a press release shocking the market and 

finally reveaJing the l.1'Ue illusory nature of iti 2006 guidances - rather than the forecasted amounts of $.18-$.22, the Company reported fourth quaner EPS of only $.05-$.07, i.e., a miss of more than 200% versus guidance given by defendants a m"re six weeks before the end of the quarter. This announcement caused Home Solutions stock to drop $1.22, or approximately 20% on a single day's trading. Home Solutions also reported the resignation of its COO, Rick a 'Brien; 

March 5, 2007 (Dallas, TX) - Hom~ Solutions of AmeritJf, iat. (NASDAQ: HSOA) Home Solutions of America, Inc. (NASDAQ: HSOA; the "'Company" or "Home Solutions"), a provider of recovery, restoration and rebuitdinglremodelin~ services, announced today preliminary fourth quarter and yeat·end unaudited results for the period ended December 31, 2006 and ohanges to it~ management team. The Company now expects to report fourth quarter net income of SO.05 to $0.07 per diluted share. 

For the fun-year, the Company expects to report net income of $0.43 to SO.46 pet diluted share compared to $0.25 per share for fisca1200S. Previously. Home Solution~ bad expected net income of $0.56 to $0.60 pet diluted share. The sbot1:fall was a result of weakness in the Rebuilding/Remodeling sector alii a slowdown in the bousing industry impacted work. with eertaiD of the Company's customers. Th~ Company also experienced de1ays in commencing work in New Orleans due to delays in government funding tor several projects. 

Home Solutions also announced today that Rick J. O'Brien, President and Chief Operating Ofticer, will resign effective April 15. 2007, to pursue oth~r opportunities, 

"While revenue and earnings growth will exceed 80% in 2006. Onl' resulu were shy of expectations due to the slowdown in the housing sector and further delays in funding in New Orleans. We believe the acquisitions of Associated Contractors and Fil'eline have better diversified our business geographically as weU AS our customer mix." said Frank J. Fradells, Chairman a:nd Chief Executive Officer. 

*** 
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79. 
Though Home Solutions attributed the earnings miss to a ~slowdown" of work in 

th~ housing sector and delays in tht funding of work in New Orleans, under Home Solutions' reported revenue recognition policies, this type of explanation could not account for such a radical last minute change in eiUllings. As Home Solutions reported in its Third Quarter 2006 Form 1O-Q, HSR of Louisiana (which had employed the FERS workers working in New Orleans for C&B S~l"vices) and Fireline, '~ecognize re-Venue at the time the contract and related services arc pttform~," not when a contract is awarded or funded. Thus, Home Solutions' 2006 disappointing revenues and earnings revealed the long-standing truth - that these contracts had Illways ~n illusm:y, and work under these contracts bad not been proceeding over the last 

several momhs. 

LOSS CAUSATION 


80. 
Following the April 11, 2006 press release announcing $20 million in Hurricane 

Ka1tina-rclat~ rebuilding contracts, the value of Home Solutions stoCk immediately climbed 10.4% in value, closing at $7.90 on April 12, 2006. Defendants' misleading announcements tram 

Aprilll, 2006 through May 23, 2006 served to steadily inflate the price of Home Solution stock, resulting in levels as high as $14.14 on May 23,2006, an increase of over $7 from the closing price on April 10, 2006. 


81. 
As a result of the .{j~~"-~res by Stocklemon bttween June 2, 2006 and June 7, 

2006 (which were vocifcroU$!} 



.ed by defendants) true information leaked into the market~ 

part of defendants' fraud began to be revealed to investors and the market. During this 5-day ~ r period, Home Solutions' stock reached a high of $11.19 and a low of $4.79. Th~ timing and ~ Jt ~ magnitude of Home Solutions stock price declines negate any inference that the lo~ suffered by ttr)?~ plaintiff and other Class members was caused by changed mark~t conditions, macroeconomic or 


~",y- .1c 
industry factors or Company-specific facts unrelated to the defendants' tTaudu1ent conduct. 


tJY 
(I 

r-, While the extraordinary declines in Home Solutions stock price occuzred as defendants' fraud 

~gan to be revealed, the Standard &. Poor>~ 500 securities index was flat. The economic It)!>S; i.e., damages, suffered by plaintiff and other members of the Class was a. direct result of 
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dtfendants' fraudulent scheme to artificiaUy inflate Home Solutions stock price and the subsequent significant decline in the value of Home Solutions stock when defendants.' prior misrepresentations and other fraudulent conduct was revealed. After June 7, 2006. defendants continued to mislead d:w market. particularly about th~ Firelinc transaction. Home Solutions illusory conttacts ami baseless guidances. When the truth finally became revealed on March 5, 2007, £he ~tock dropped. Again. this drop cannot be explained by market events that were unrelated to the fta}[d. 

APPUCABll..ITY OF PRESUMPTION OF RELIANCE 

FRAUD-ON-THE-MA.RKET DOCTRINE 


82. 
Dnring the Clsss Period. the market for Home Solutions securities was an 

efficient market. for the fol1owing reasons, among othe-tS; 


(a) 
Home Solutions' stock met the requirements for listing, and was listed and 

actively traded on the AMEX, a highly efficient and automated market; 


(b) 
As a regulated issuer, Home Solutions .tiled periodic public reports with 

the SEC; and 

(c) 



~~1ons regularly communicated with public investors VIa 

cstabli~bt:d market com.mumcation tnfOr.rumi\;.n1S, including through regular disseminations of pr~ss releases on the national circuits of major newswire services and through other wide​ranging public disclosures, such as communications with the financial press and other similar 

reporting services. 


83. 
As a result of the foregoing. the market for Home Solutions' securities promptly 

digested current infonnatiOll regarding Home Solutions from all publicly available sources and reflected such information in Home 561utious' stock price. Under these circumstances, all 

persons who purchased or acquired Home Solutions' securities during the Class Period suffered 

~imilar injury through their purchase of the afoIemennoned securities at artificially infiated prices and a presumption of reliance aw~ 

THE DEFENDANTS' ACCESS TO CRITICAL INFORMATION 


84. 
Besides the insida' iIading. and the specific facts relaung to defendants' 

knowledge and reckle$$ness with rt:spect to the tal$e and misleading statemtmts described above, scienter by the individual defendants is shown because of their positions with the Company. The individual defendants, in the ordinary course. were privy to confidential and proprietary wonnation concerning Home Solutions. its operations. marketing. finances. .financial condition and present and future business prospects. llte individual detendants by virtue of their positions attd roles I\t Home Solutions also had access to material aaverne non-public infonnation concerning Home Solutions as discussed throughout this Complaint. Because of their positions with Home Solutions. the Individual Defendants bad access to non-public information about its business, finances, products, marketing, markets and present and future business ~SJ1e,?ts via access to intcmal documents, conversations and connections with other corpor/ iicers and employees, attendance at management and board of directors meetings and committees thereof and via reports provided to them in connection therewith. Becaus.e of their positions and access to mat¢rial non-public information available to them but not to the public, each of these detCndants knew that the adverse facts specified herein had not been disclosed to and were being concealed D:om the public and that the positive representations that were being made were then materially false and misleading. Sanders Hams also knew this information because its senior vice president and managing director sat on Homes Solutions' Board. 


H5. 
Throughout the Class Feriod, the Individual Defendants. po.ssessed the power and 

authority to control the contents of Home Solutions quarterly reports. press releases and presentations to securities analysts, mOl1~Y and portfolio m~ers and institutiowsl inv~toIs. i.e., the market. Each defendant was provided with copies of the Company's reports and press ~ex alleged herein to be misleading prior fa or shortly after their issua~ and had the ability 

At 

and opportunity ro prevent their issuance or cause them to be conected. The IncJividual Defendants w~e also able to, and did, directly or indirectly. control the conduct of Home Solutions' business. the information contained in its filings with th$ SBC, and its public statements. Moreover. the Individual Defendant~ made or directed the making of affumative statement$ to the investing public, and participated in meetings, conference calls. and discussions concerning such statements. Each of the IndiVidual Defendants knew that the adverse facts specified herein had not been disclosed tn and were being concealed from the public and that the positiv~ misrepresentations that were being made were then false and rnisleac:ting. As a result. each of the Individual Defendants is. responsible for the accuracy of Home Solutions' corporate releases derailed herein and is therefore responsible for the false statements pleaded herein, U those statements were each "pollp-pub1ished" information, 1he teSUlt of the coUectiv" actions of the lndivid'ual Defendants. 

CLASS ACIION ALLEGATIONS 


86, 
Lead Plaintiff, the HSQA Investor Group, brings this action as a class action 

pursuant to Rule 23 of the Federal Ru1~ of Civil Procedure on bcha1f of all persons who purchased Home Solutions publicly traded securities on the open market during the Class P~riod (the "Class"). Excluded from the Class. are Defendants, the officers and directors of the Company, members of theiT immediate families and their legal representatives, heirs, successors, or assigns and my entity in which Defendant have Of had a controlling interest. 


87. 
Because the Company's shares were actively traded On the NASDAQ. members 

of the Class are ro ntnnermw that joinder of aU members is impracti~able. The disposition of their claims il1 a class action will provide substantial ben~fits to the parties and the Court. HOn\t Solutions had more than 33.5 million shares of stock outstanding, owned by hwldreds if not thousands of persons. 


&8. 
There is a. wcl1-dcfu1od community of interest in the questions of taw and fact 

involved in this case. Questions of law and tact common to the members of the Class that predominate over questions that may affect individual Class members include: 

d.? 


(a) 
Whether the Exchange Act was violated by defendants; 


(b) 
Whether defendants omitted and/or mib-repICSented material facts; 


(c) 
Whether Defendants' statenlents omitted material facts necessary to make 

the statements made, in light of the circumstances under which they were made, not misleading; 


(d) 
Whether Defendants knew or deliberately disregarded that their sta.temems 

were false and misleading; 


(e) 
Whether the prices of Home Solutions' publicly ttaded securities were 

artificially inflated; and 


(f) 
The extent of damage s.ustaincd by Class memrers and the appropria~ 

measure of damages. 


89. 
Le&i Plaintiffs' claims are typical of those of the Class bt:cause plaintiff and the 

Class sustained damages trom defendants' wrongful conduct. 


90. 
Lead Plaintiff: the HSOA Investor Group, will adequately protect the interests of 

the Class and have retained counsel who is experienced in class action securities litigation. Plaintit"Th have no inrerests that conflict with those of the Clas&_ 


91. 
A class action is superior to other available methods for tht: fair and efficient 

adjudicati()n of this controversy. 

NO SAFE HARBOR. 


92_ 
The statutory safe harbor provided toT forwatd-looking statements under certain 

circumstanc~s does not apply to any of the allegedly false statements pleaded in this complaint. Many of the specific statements pleaded herein were not identified as "forward-looking statements" when made. To the extent there were any torward-looking statements, there were no meaningful (;I1UtiOnaTy statementS identifying important factors that could cause actual results to differ materially fr01tt those in the purportedly forvvard-looking statements. Alternatively, to the extent that the statutory safe harbor does apply to any fmward-looking st&temeno-.s pleaded herein, defendants are liable for those fcilse forward-looking statements because at the time each 

ot' those forward-looking statements was made, the particular speaker knew that the particular forward·looJdng statemtnt was false, andlor the forward-looking ~ was au1horl2ed and/or approved by an executive officer of Home Solutions who knew that those statemcmfS .were falst, when made_ 

FmsT CLAIM FOR RELIEF 

For Violation of § 10(b) of the Eschuge Act ad Rule 1~ Aeainst All Defendants 


93. 
Plaintiff incorporates 'ft I ·92 by reference. 


94_ 
Du:ri.n& the Class Peri~ Dafendants disseminated or approved the false 

statements specifi~ above, which they knew or deliberately disregarded were misleading in that they contained misrepresentatiom and failed to disclose materia) facts =ceswy in order to make the statements made, in light of the circumstances under which they were made, not misleading. 


95. 
Defendants ~o1ated § } O(b} of the Exchange Act and Rule lOb-S in that th~y: 


(a) 
En1ployed devices, schemes, and artifices to defraud; 


(b) 
Made untrue itatemenrs of material fActs Of omitted to state material facts 

necessary in order to make the statements made, in light of the circumstances under which they were made, not misleading; OI" 


(c) 
Engaged in acts, practices, and a course of business that operated as a 

fraud or deceit upon plaintiff and others similarly situated in connection with their purchases of Home Solutions publicly traded securities during the Class Period. 


96. 
Plaintiff and the Class have suffered damages in that. in reliance on the integtity 

of the market, they paid artificially inflated prices for Home Solutions publicly traded securities and when the truth about the fraud alleged in this Complaint leaked into the market or W3S revealed by defendants, the price of Home Solutions' stock dropped causing plaintiffs' losses. 


97. 
As Ii direct and proximate result of defendants' \\.'fongful conduct, plaintiff and 

the other members of the Class suffered d.1In4g~s in connection with their purchases of Rome Schrtion'3 pitblicly tnided s~uriti(:$ dnring the C1ass Period. 
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SECOl'f'D CLAIM FOR RELIEF 

For Violatio~ of § %O(a) of the Exclaaage Act Auinst All Defendants 


98. 
Plaintiff incorporateS ft I - 97 by reference. 


99_ 
The Individual Defendants acted as controlling persons of Home Solutions within 

the meaning of § 20(a) of the Exchange Act. By reason of their positions as officers and/or directors of Home Solutions, and their ownership of Homo Solutions stock, the Inclividual Defendants had the power and authority to cause Home Solutions to engage in the wrongful conduct complained of herein. The h!dividual Defendants controlled Home Solutions and the employees engaging in the fraud alleged here. By reason of such conduc~ the Individual Defendan~ and Horae Solutions arc liable pursuant to § 20(a) of1hc Exchang~ Act. 

~RAYER FOR RELIEF WHEREFORE, plaintift'prays for judgment as fotio\\."$: 


A. 
Declaring this action to be a class action properly maintain~d pursuant to Rule 23 

of the Feder.u Rotes of Civil Procedure; 

B. Awarding Plaintiffs and the mem~etS of the Class damages, including interest; 

C. Awarding P1Ilh1titrs teaSOnable costs. including attomeys' fees; 


D. 
Awarding preliminary and permanent injunctive relief in favor of Plaintiffs and 

the Class against Defendants and their counsel, agents and aU persons acting 'Under, in concert with, or for them, including the imposition of a constructive trust and/or an asset tTeeze on Defendants.' insider trading proceeds, and the setting aside of notes issued for less than a fair 

consideration; 

E. To order an accounting of Defendants' insider-tr&din3 pr~ 


F. 
Awarding Plaintiffs and the Class such equitable/injunctive and furthe1.. relief 

under §20A of the Exchange Act; and 


G. 
Awarding such equitable/iI\iunctive or other relief as the Court may deem j'USt a.nd 
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Isf Arthu.r L. S1tMJer ill 


ARTHUR L. S 
GL£R 111 

600 B Street. Suite 1500 San Di~go, CA 92101 Telephone: 6191233-4565 Facsin1ile: 619/233-0508 

SCOTT + SCOTI LLP David R. Scott 

Denise Zamore 

108 Norwich Ave. 

P.O. Box 192 

Colchester, CT 06415 Telephone: 860/537-5537 Facsimile: 860/537-4432 

SCO'f1' + SCOTT LLP Beth A. Kaswan 

75 Rockefeller Plaza Suite 1915 

New York, NY 10019 Telephone: 2121710-1040 Facsimile: 212J710-1()41 

CoulISel for Plaintiffs KILGORE &: Kll..GORE Theodore C. Anderson m State Bar No. 01215700 3109 Carlisle 

Dallas, TX 75204 Telephone: 214.969.9099 Facsimile: 214.953~6~ 

Local Counsel for Plni1l1'ifP 
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1 hereby cr:rtify that on March 12, 2007, a copy of the foregoing Consolidated Complaint 
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