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NuCO; Inc. is the nation's leading supplier of bulk CO; systems and bulk CO; for
carbonating fountain beverages. We are the first and only company to operate o
national network of service locations with virtually all of the founiain beverage users
in the continental United States located within our current service area. A pioneer in
the use of bulk CO; technology, we are the driving force in the transformation from
high-pressure CO,, the customary method of carbonating fountain beverages, to
bulk CO,. It is a relatively new technology with clear advaniages over high-pressure
CQO,, such as consistent and improved beverage quality, increased product vields,
reduced employee handling and storage reguirements, greater productivity, elimina-

fion of downtime and product waste, as well as enhanced safety.

Hecdquartered in Stuart, Floride, we employ approximately 635 individuals, com-
prising the largest network of sales, service and support professionals in the indusiry.
Our experienced professionals are dedicated to providing unparalleled service and
supply of high-quality CO» exclusively to the fountain beverage industry, providing
our customers a system and service that allows them to spend more time serving

their customers.

Our customers are many of the major national and regional restaurant and conve-
nience sfore chains, movie theater operators, theme parks, resorts and sports venues
including McDonald’s, Pizza Hut, KFC, Burger King, Checkers, Circle K, Conoco,
Regal Cinemas and Madison Square Garden.

NuCO; has been o public company since December 1995 and is traded on the
Nasdag National Market® under the symbol NUCO.




Fiscal 2005, | om pleased to repori, was a year of substantive growth and progress in all aspects of our business.
Also, during the yeor we implemented expanded capabilities for our Company's continued growth this vear
and beyond.

* Revenues increased over 20%.

¢ Operating income rose 52%, and pre-tax income advanced 160%.

¢ Net income set a new recerd.

* EBITDA learnings before interesi, faxes, depreciation and amortization] toialed $35.3 million,
an increase of 28%.

* Yearend customer count reached almost 100,000, reflecting net new activations of over 18,000.

* In addition to iniernal growth, we completed two strategic acquisitions, including that of our largest

single competitor.

* Our balance sheet was sirengthened dramatically, as a result of an equity financing, reduced debi and

a new credit agreement, materially lowering inferest costs.
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The year, as is evident, was a noteworthy one. |t represented as well a very tangible and direct result from a
strategic program NuCO; embarked upon three years ago that was designed to position our Company to deliver
solid, sustainable growth. We focused on building an operating platform that could ensure the Company’s continuing
progress, as well as our ability 1o realize the vast market opportunities in the soft drink fountain industry that still

remain largely untopped.

To do so, we deliberately slowed our growth and engaged in vigorous belightening, while simultaneously engaging
in building a world-class service and delivery organization. We focused on increasing productivity and enhanced
safety measures through fraining, cnd on increasing density in our markets through organic and external growth,
NuCO; has also invested heavily in a modern, high speed and relicble nationwide data capability that would
speed information to ocur headquarters services group as well as assure prompt customer deliveries and responsive-
ness fo the field. Our marketing organization was revamped and expanded to make it both more effective and
efficient; a program that has produced o succession of Master Service Agreements with some of ths leading

restaurant chains and lays the groundwork for acceleration of total organic growth.

NuCO; focay is sfrongly posmoned as a result of these moves. And the results of this past year, we believe, represent
a window info the future as we confinue fo capitalize on the markef's inherent opportunities for expansion and
growth. Our objectives include deing so sustainably as well as profitably, and based on fiscal 2005's performance,

NuCO; is clearly on the right path.

The growth in accounts, which is fundamental to our continued expansion, was a reflection of our focus and invest
ment in rebuilding our marketing program. In the process, we have expanded our base of Teritory Sales Managers,
or TSMs as we call them, in addition o beginning the transition of o large number of positions from independent
commission reps fo fulliime employees, a move that we anticipate will enhance organic growth and attract and
retain the highest quality pecple in these sales positions. Along with a strengthened leads program tnat involves
drivers and existing customers, we are providing the TSMs with enhanced information technology o facilitate

improving customer leads, new bockings and contract data plans.

One of the most important moves designed to enhance our overall growth was the addition this past year to our
senior mancgement of John [“Jack”) E. Wilson as Executive Vice President and Chief Customer Officer. Jack knows
NuCO; well, having served previously as a member of our Board of Directors, but he also knows the market
infimately, having been a senior executive in the national fountain drink unit of Coca-Cola for 25 years. A number
of inifiatives proposed by Jack have already been implemented with significant results, and his impact on our

future sales and marketing effort will surely be a highly beneficial one for cur Company os well.




This past year we continued to broaden our Master Service Agreements program. The growing atiraction of these

which no other

i

agreements is a direct reflection of our Company’s unique natfional footprint. We offer the capacity
firm in the industry provides, to make it possible for both national and regional chains to work with a single relioble
vendor and realize importent scale and related economies so that they con deal essentially with a single siatement
for supply, service and billing. No less, our commitment o delivering beverage grade CO; is especially attractive
fo restaurants determined to offer their customers the highest, consistent purity and quality. The increase in net activa-
fions this past year thus reflecied the benefits of 34 Master Service Agreements, which include 31 of the largest
restaurant and convenience store chains that serve fountain beveroges, NuCO, hos entered inio in recent years

with such major restaurant chains as Subwoy® Burger King® Metromedia, and Yum!® Brands.

The Company also this past yeor effected several acquisitions that met our strategic objectives. In Ociober 2004,
we completed the $15.7 million acauisition of the 12-state bulk CO;, beverage carbonation business of Pain Enterprises,
o private company and our largest competitor, We also added to the fold the bulk CO; beverage customers in
the states of lllinois, Kentucky and Ohio of Coca-Cola Enterprises. And shortly after fiscal 2006 got under way, we
effecied a $4.9 million acquisiion of the beverage carbonation business of Boy Area Equipment Co. of Pacheco,
California, which included approximately 2,500 bulk and high pressure CO; accounts, plus related assets, in
San Francisco and northern California. One imporiont aspect of these Iransactions was thai they were dll accretive,

as we are able to rapidly transition these new customers info our existing route structures.

Our financial position, meanwhile, was significantly strengthened from the net proceeds of approximately $46.6
million from the sale of slightly more than 2.0 million common shares in March, an offering in which several large
long-ime holders of NuCO; stock were also able to achieve a nondisruptive moneiarization of their holdings. The
equity offering enabled the repayment of our 16.3% subordinated notes and paved the way for entering into @
bank agreement invalving o new $60 million, five-year revolving credit facility at borrowing rates more fovorable
than the previous focility. The estimated savings from this restructure of our debt will equal approximaiely $5.0 million,
or roughly $0.30 per share, annualized. Perhaps most important, the balance sheet resfructuring has strengthened

our Company's financial position to enhance our ability to move forward.

For all of fiscal 2005, total revenues increased 20.4%, to a record $97.3 million, with pretax income totaling
$6.0 million, compared io $2.3 million in the prior year, a gain of 160%. Results for the year included o debt
extinguishment charge of $5.8 million related to redemption of the Company's 16.3% subordinaied notes due
2009 and the subsequent refinancing of the previously noted bank agreement. Also, a favorable non-cash tax
adjustment was realized totaling approximately $19.6 million from the reversal of o deferred tax valuation allowance
in accordance with FAS 109, Accounting for Income Taxes.

As a result of these factors, net income for fiscal 2005 amounted to $25.6 million, compered to $2 2 million in
fiscal 2004, with net income per diluted common share amounting to $1.79 and $0.12, respectively. Adjusted 1o
exclude the effect of both the debt extinguishment charge and faverable tax allowance, net income for fiscal 2005

would have amounted to $11.9 million, or $0.82 per share.
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In cur meetings with insfitutional investors and others, we spend considerable time discussing the opportunities for
NuCOs. As essentially a one-product company, we nonetheless have a powerful growth profile that results from
the possibililies of acquisitions, organic expansion due to the remaining and still underserved size of the market for

bulk CO;, cs well as the steady growth of the restourant indusiry.

Qur commitment as @ corporation encompasses ensuring the highest levels of service and safety. We envision steady
growth for NuCO,, based on our truly unique position as the nation's leader in the supply and service of beverage
grade bulk CO; to the food service industry. Our commitment fo creating sustained value and growth for each of

our important constituent groups remains the core value of our management team and entire organization.

We have a three-fold constituency—you, the shareholders, 1o whom we are deeply grateful for your support; our
employees, whose dedicafion and loyalty has encbled us to grow and deliver our services in the most efficient

and effective marner; and our customers, to whom we pledge our focused ond seamless attention to their needs,

We cre greatly opprecictive as well fo the members of our Boord of Direciors for their valuable advice and counsel.

Michael E. DeDomenico
Chairman and CEOC




Selected Financial Data

(in thousands, except per share amounts and Operating Data)

The Selected Financial Data set forth below reflect our historical results of operations, financial condition and operating data for the periods indicated
and should be read in conjunction with the financial statements and notes thereto and Management's Discussion and Analysis of Financial Condition

and Results of Operations included elsewhere herein.

Fiscal Year Ended June 30,

2005 2004* 2003~ 2002* 2001%

Income Statement Data:
Product sales
Fquipment renfals

$ 61,602 $ 49,900 $ 45833 $ 46,209 $ 43,909
35,738 30,936 28,576 26,103 23,724

Total revenues

97,340 80,836 74,409 72,312 67,633

Cost of products sold, excluding depreciation and emortization

41,147 33,883 32,047 31,903 28,921

Cost of equipment rentals, excluding depreciation and amortization 2,522 2,345 3,513 3,595 4,270
Selling, general and administrative expenses 17,020 15,722 17,484 17,614 17,368
Depreciation and amortization 16,484 15,234 17,167 16,319 17,475
loss on assef disposal 1,332 1,242 1,650 4,654 4,877
Operating income (loss) 18,835 12,410 2,548 (1,773) {5,278)
Loss on early extinguishment of debt 5,817 1,064 — 796 —
Unrecalized loss on financial instrument — 177 — — —
Interest expense 6,985 7,947 7,487 8,402 10,207
Net income {loss) before income taxes 6,033 2,322 (4,939) {10,971) {15,485)
Provision for [benefit from) income taxes (19,558) 142 — — —

Net income (loss)

$25591 $ 2,180 § (4939 $(10,971) $ (15485

Net income (loss) per basic common share
Net income {loss) per dilutled common share
Weighted average shares ouistanding—baosic
Weighted average shares outstanding—diluted

Other Data:
EBITDA
Total company-owned bulk CO; systems serviced

$ 198 $ 013 $ 054 $ (1320 $ (201
$ 179 $ 012 % 054 $ (1.32) $ (2.01)
12,808 10,689 10,396 8,742 7,926
14,295 11,822 10,396 8,742 7,926

$ 35319 $ 27644 $ 19715 $ 14,546 $ 12,197
82,000 68,000 63,000 61,000 60,000

Customerowned bulk CO; systems serviced 16,000 12,000 11,000 Q.000 9,000
Total bulk CO; sysiems serviced 98,000 80,000 74 000 70,000 69,000
Total high pressure CO; cusfomers 1,000 1,000 1,000 1,000 2,000
Total customers 99,000 81,000 75,000 71,000 71,000
Stationary depots 103 o7 91 76 74
Mobile depots 14 11 10 22 19
Bulk COy trucks 203 173 168 161 157
Technical service vehicles 92 83 73 76 87
High pressure cylinder delivery frucks — — — - 2

Balance Sheet Data:

Cash and cash equivalents

Total assets

Total debt {including shortferm debt]
Redeemable preferred stock

Total shareholders equity

*Restated to conform to current year presentation.

$ 968 3 505 % 455 & 1,562 % 626

197,330 128,502 125,846 132,638 138,016
32,000 66,173 70,529 87,600 87,346
10,021 @258 8,552 5,466

129,184 40,756 34,936 25,219 33,982

NuCO, Inc. 2005 annual report
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[In thousands, except per share amounts and Operating Datal

{1} RECONCILUATION OF GAAP AND EBITDA

Fiscal Year Ended June 30, 2005 2004 2003 2002 2001
Net income {loss) $ 25,591 $ 2180 3 (4,939 $10,971) ${15,485)
Interest expense 6,985 7,947 7,487 8,402 10,207
Depreciation and amortization 16,484 15,234 17167 16,319 17,475
Provision for {benefit from| income taxes (19,558) 142 — — —
Unrealized loss on financial instrument — 177 — — —
Loss on early extinguishment of debt 5817 1,964 — 796 -
EBITDA $ 35,319 $27.644  $19715 $ 14,546 $12197
Cash flows provided by {used in}:

Operating activities $ 29,651 $21657 $15826 $10,858 $ 5213

lnvesting activities $(38,781) 3$(16,595 §{13,891) $[12,817) §{11,761)

Financing activities $ 9593 ${(5012) $(3,042) $ 2,895 $ 6,895

Earnings before interest, taxes, depreciation and amortization ["EBITDA") is one of the principal financial measures by which we measure our financial performance. EBITDA is a widely
accepted financial indicator used by many investors, lenders and analysts 1o analyze and compare companies on the basis of operating performance, and we believe that EBITDA
provides useful information regarding our ability to service our debt and other obligations, However, EBITDA does not represent cash flow from opsrations, nor has it been presented as
a substitute to operating income o net income as indicators of our operating performance. EBITDA excludes significant costs of doing business and should not be considered in isolation
or as a substitute for measures of performance prepared in accordance with accounting principles generally accepted in the United Siates of America. In addition, our caleulation of
EBITDA may be different from the calculation used by our competitors, and therefore comparability may be affected. In addition, cur lenders also use EBITDA to assess our compliance
with debt covenants. These financial covenants are based on a measure that is not consistent with accounting principles generally accepted in the United States of America. Such measure

is EBITDA [as defined) as modified by certain defined adjusiments.
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Management s Discussion and Analysis of Financial Condition

and Results of Operations

This Management's Discussion and Analysis of Financial Condition
and Results of Operations contains forwardHooking statements regord-
ing future events and our future results that are based on current expec-
fafions, estimales, forecasts, and projections about the industry in which
we operaie and the beliefs and assumptions of ocur management.

"o

Words such as "expects,” “aniicipates,” “targeis,” ‘goals,” ‘projects,”
“infends,” ‘plans,” "believes,” "seeks,” “estimates,” variations of such
words and similar expressions are intended 1o identify such forward-
looking statemenis. In addition, any statements thot refer o projections
of our future financial performance, our anficipated growth and frendss
in our business, and other characterizations of future events or circum-
siances, are forward-looking statements. Readers are cautioned that
these forwardHooking statements are only prediciions and are subject
fo risks, uncertainfies, and assumptions that are difficult to predict.
Therefore, actual results may differ materiolly and adversely from those
expressed in any forwardHooking statements.

Overview

We believe we are the leading supplier of bulk CO; systems and
bulk CO; for carbonating fountain beverages in the United States
based on the number of bulk CO» systems leased to customers. As of
June 30, 2005, we operated a national network of 117 service loca-
fions servicing approximately 99,000 customer locations in 45 states.
Currently, virtually all fountain beverage users in the continental United
States are within our present service area. On October 1, 2004, we
purchased the bulk CO; beverage carbonation business of Pain Enter
prises, Inc. The transaction involved the acquisition of approximately
2,000 customer accounts, including approximately 6,300 tanks in
service, vehicles, parts, and supplies. The acquisition of Pain Enter-
prises’ bulk CO; beverage carbonction business in 12 Midwestern
and Southeastern states: Florida, Georgia, lllinois, Indiana, lowa,
Kentucky, Michigan, Missouri, Minnesota, Ohio, Tennessee and Wis-
consin, provides further penetration info markets in which we operate.

We market our bulk CO; products and services o large customers
such as resfaurant and convenience store chains, movie theater oper
afors, theme parks, resorts and sports venues. Qur customers include
many of the major national and regional chains throughout the United
States. Our success in reaching multi-unit placement agreements is
due in part o our national delivery system. We typically approach
large chains on a corporate or regional level for approval to become
the exclusive supplier of bulk CO, products and services on a nalional
basis or within a designated territory. We then direct our sales efforts
fo the managers or owners of the individual or franchised operating
units. Our relationships with chain customers in one geographic market

frequently help us 1o establish service with these same chains when
we expand info new markets. Affer accessing the chain accounts in
o new market, we atfempt to rapidly build route density by leasing
bulk CO; systems 1o independent reslaurants, convenience siores
and theaters.

We have entered info 34 master service agreements which include 31
of the largest 100 restaurant and convenience store chains that pro-
vide fountain beverages. These master service agreements generally
provide for a commitment on the part of the operator for all of its cur
rentfly owned locations and may also include future locations. We
currently service approximately 37000 chain and franchisee loca-
fions with chains that have signed master service agreements. VWe
are actively working on expanding the number of master service
agresments with numerous restaurant chains.

We believe that our future revenue growth, gains in gross margin and
profirability will be dependent upon (1] increases in route density in
our existing markets and the expansion and peneiration of bulk CO,
system installations in new market regions, both resulting from success-
ful ongoing marketing, (2] improved operating efficiencies and {3) price
increases. New multiunit placement agreements combined with single-
unit placements will drive improvements in achieving route density.
We mainiain a highly efficient route structure and establish additional
service locations as service areas expand thiough geographic growth.
Our entry info many states was accomplished largely through the
acquisition of businesses having thinly developed route networks. We
expect to benefit from route efficiencies and other economies of scale
as we build our customer base in these states through infensive
regioral ond local marketing initiatives. Greater density should also
lead to enhanced utilization of vehicles and other fixed assets and
the ability 1o spread fixed marketing and adminisirative costs over o
oroader revenue bose.

Generally, our experience has been that as our service locations
mature their gross profit margins improve as a result of business vol-
ume growth while fixed costs remain essentially unchanged. New
service locations typically operate at low or negative gross margins
in the early stages and defract from our highly profitable service loca-
fions in more mature markets. Accordingly, we believe that we are in
position to build our customer base while maintaining and improving
upon our superior levels of customer service, with minimal changes
required to support our infrastruciure. We coniinue to focus on improv-
ing operating effectiveness, increasing prices for our services and
strengthening our workforce, and anficipate that these initiatives will
contribute positively to all areas of our Company.

NuCQ, Inc. 2005 annual report
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and Results of Operations onined

General

Substentially all of our revenues have been derived from the rental of
bulk CO; systems insialled at customers' sites, the sale of bulk CO,
and high pressure cylinder revenues. Revenues have grown from
$676 million in fiscal 2001 to $97.3 million in fiscal 2005 We
believe thot our revenue base is stable due to the existence of long-
term contracts with our customers, which generally woll over with a
limited number expiring without renewal in any one year. Revenue
growth is largely dependent on (1) the rate of new bulk CO; system
instaliations, |2 the growth in bulk CO; sales and (3] price increases.

Cost of products sold is comprised of purchased CO; and vehicle
and service location costs associated with the storage and delivery of
COs. As of June 30, 2003, we operated a total of 295 specialized
bulk CO; delivery vehicles and technical service vehicles that logged
approximately 13 million miles in fiscal 2005. While significant
increases in fuel prices impact our operating costs, such impact is
largely offset by fuel surcharges billed to the majority of our custom-
ers. Conseqguently, while the impact on our gross profit and operafing
income is substantially mitigated, rising fuel prices do result in lower
gross profit margins. Cost of equipment rentols is comprised of costs
associated with customer equipment lecses. Selling, general and
administrative expenses consist of wages and benefits, dispalch and
communications cosfs, as well as expenses associated with market-
ing, administration, accounting and employee fraining. Consistent
with the capitalintensive nature of our business, we incur significant
depreciation and amorfization expenses. These stem from the depre-
ciation of our bulk CO; systems and related installation costs, amorti-
zation of deferred lease acquisition costs, and amortization of deferred
financing costs and other infangible assets. With respect to company
owned bulk CO; systems, we capifalize installation costs based on @
standard amount per installation that is associated with specific instal-
lations of such systems with customers under non-cancelable contracts
and which would not be incurred but for a successful placement.
All other service, marketing and administrative costs are expensed
as incurred.

Since 1990, we have devoted significant resources ic building a
sales and markefing organization, adding administrative personnel
and developing a national infrastructure to support the rapid growth
in the number of our installed base of bulk CO; systems. The costs of
this expansion and the significant depreciation expense recognized
on our installed network have resulied in accumulated net losses of

$30.1 million at June 30, 2005.
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Results of Operations

The following foble sets forth, for the periods indicated, the percent
age relationship which the various items bear to total revenues:

Fiscal Year Ended June 30, 2005 2004 2003
Income Statement Data:
Product sales 63.3% 61.7% 61.6%
Equipment rentals 36.7 38.3 38.4
Total revenues 100.0 100.0 1000
Cost of products seld, excluding

depreciation and amortization 42.3 41.9 43.1
Cost of equipment renials,

excluding depreciation and amortization 2.6 29 4.7
Selling, general and administrative expenses  17.5 19.4 23.5
Depreciation and amortization 16.9 18.8 231
loss on asset disposal 1.4 1.6 2.2
Operating income 19.3 154 34
Loss on early extinguishment of debt 6.0 2.5 —
Unrealized loss on financial instrument —_ 0.2 —
Interest expense 7.1 ?.8 10.0
Income {loss) before income taxes 6.2 29 (6.6)
Provision for (benefit from) income taxes (20.1) 02 —
Net income (loss) 26.3% 2.7% [6.6)%

Fiscal Year Ended June 30, 2005
Compared to Fiscal Year Ended June 30, 2004

Total Revenues

Total revenues increased by $16.5 million, or 20.4%, from $80.8
million in 2004 to $97.3 million in 2005. Revenues derived from our
bulk CO; service plans increased by $13.9 million, primarily due to
an increase in the number of customer locations. During the year, the
number of customer locations utilizing our bulk CO; services increased
from 80,000 customers at June 30, 2004 to 98,000 at June 30, 2005,
due to strong organic growth and the purchase of approximately
9000 customer locations from Pain Enterprises, Inc. on October 1,
2004 which generated revenues of $7.3 million in 2005. In addition,
revenues derived from the sale of high pressure cylinder products, fuel
surcharges, and other revenues increased by $2.6 million.




The following table sets forth, for the periods indicated, the percent-
age relationship which our service plans bear to tofal revenues:

Fiscal Year Ended June 30, 2005 2004
Service Plan
Bulk budget plan' 57.0% 61.5%
Equipment lease/product purchase plan? 154 12.0
Product puichase plan? 9.7 8.8
High pressure cylinder? 57 6.0
Other revenues® 12.2 1.7

100.0% 100.0%

! Combined fee for butk CO; fank and butk CO2.

2 Fee for bulk CQO; tank and, separately, bulk COz usage.
3 Bulk COs only.

¢ High pressure COz cylinders and non-CO2 goses.

* Surcharges and other charges.

The high pressure cylinder category includes oll high pressure cylinder rental and gos
related revenues, including those revenues for high pressure cylinders provided as o
peripheral product to customers utilizing a bulk CO2 plan and those customers that use
only high pressure cylinders. During fiscal 2002, we adopted a plan to phase out those
customers that use only high pressure cylinders and who do not utilize one of our bulk
COs service plans. Revenues derived from our stand-alone high pressure cylinder cus-
tomers may not be fully eliminated from our ongoing revenues inasmuch as our goal is
to convert these customers to a bulk CO» service plan. Accordingly, the expected declin-
ing revenues derived from stand-alone high pressure cylinder customers are not expected
to have a material impact on our results of operations.

Product Sales—Revenues desived from the product sales portion of
our service plans increased by $11.7 million, or 23.5%, from $499
miflion in 2004 1o $61.6 million in 2005. The increase in revenues is
primarily due to @ 17.7% increase in the average number of customer
locations serviced combined with an increase in CO, sold to the
average customer. In addition, the sales of products and services
other than bulk CO; increased by $2.6 million due in large part to
an increase in revenues derived from cylinder products, fuel surcharges
and other revenues.

Equipment Rentals—Revenues derived from the lease portion of our
service plans increased by $4.8 million, or 15.5%, from $30.9 million
in 2004 to $35.7 million in 2005, primarily due to a 16.8% increcse
in the average number of customer locations leasing equipment from
us and price increases to a significant number of our customers
consistent with the Consumer Price Index, offset by incentive pricing
provided to multiple national restaurant organizations utilizing our
equipment under the bulk budget plan and equipment lease/product
purchase plans pursuant fo master service agreements. The number of
customer locations renting equipment from us increased from 68,000
at June 30, 2004 to 82,000 at June 30, 2005, due to sirong organic
growth and the purchase of approximately 6,300 customer loca-
tions utilizing equipment rental plans from Pain Enterprises, Inc. on

October 1, 2004,

Cout of Products Sold, Excluding Depreciation and Amortization

Cost of products sold, excluding depreciation and amortization,
increased from $33.9 million in 2004 1o $41.1 million in 2005,
while decreasing as a percentage of product sales revenue from
679% 1o 66.8%.

Product costs increased by $3.1 million from $12.3 million in 2004 fo
$15.4 million in 2005. The base price with our primary supplier of
CO; increased by the Producer Price Index, while the volume of
CO; sold by us increased 25.2%, primarily due to a 17.7% increase
in our average customer base and a 6.1% increase in CO; sold to
these customers.

Operational cosis, primarily wages and benefits reloted to cost of
products sold, increased from $13.3 million in 2004 to $16.0 million
in 2005, primarily due to o $2.4 million increase in route driver costs
associated with an increased customer base. As of June 30, 2005,
we had 332 drivers os compared to 270 at the same point lost year.

Truck delivery expenses increased from $5.2 million in 2004 1o $6.4
million in 2005 erimarily due to the increased customer base and
fuel costs. We have been able io minimize the impact of increased
fue! costs and variable lease costs associated with truck usage by
continuing fo improve efficiencies in the timing and routing of deliver-
ies. While total miles driven increased by 12.8% on an overage cus-
tomer base that increased by 17.7%, miles driven per average
customer decreased 5.1%

Occupancy and shop costs related fo cost of products sold increased
from $3.1 million in 2004 to $3.3 million in 2C0S5.

Coot of Equipment Rentals, Excluding Depreciation

and Amortization

Cost of equipment rentals, excluding depreciation and amortization,
increased from $2.3 million in 2004 to $2.5 million in 2005 while
decreasing os a percentage of eguipment rentals revenue from 7.6%

“to 71%. The increase in the cost of equipment rental expense is pri-
Quip P P

marily related to additional refurbishment expense associated with
tanks acquired from Pain Enterprises, Inc. in October 2004, ond the
renfal of bulk CO2 equipment from third parties.

Selling, General and Administrative Expendses

Selling, general and adminisirative expenses increased by $1.3 million
from $15.7 million in 2004 to $170 million in 2005, while decreas-
ing as a percentage of fotal revenues from 19.4% in 2004 to 17.5%
in 2005.

NuCO, Inc. 2005 annual report




Management s Discussion and Analyss of Financial Condition

(l/la R@JL[/[J Of OPE/'(ZZ-L.O/ZJ (continued)

Selling related expenses increased by $0.3 million, from $3.3 million
in 2004 to $3.6 million in 2005, primarily the result of expenses
directed tewards fraining, markefing and growth opportunities.

Generol and administrative expenses increased by $1.0 million, or
79%, from $12.4 million in 2004 to $13.4 million in 2005. This
increase was the result of acguisition integration, wage increases,
provision for doubtful accounts, public company related expenses,
including expenses related to the Sarbanes-Oxley Act of 2002, and
expenses associated with the four hurricanes that impacted the south-
ecstern United States in during the first quarter of fiscal 2005.

Depreciation and Amortization

Depreciation and amortization increased from $15.2 million in 2004
to $16.5 million in 2005. As a percentage of tofal revenues, depre-
ciafion and amortization expense decreased from 18.8% in 2004 to
169% in 2005.

Depreciation expense increased from $13.2 million in 2004 to $13.8
million in 2005. An increase of approximately $0.5 million due fo
the purchase of tanks and equipment from Pain Enterprises, Inc., was
offset by a $0.3 million decrease in depreciation associated with the
shortened lives of certain small tanks that were partially impaired and
scheduled to be phased out over a three fo four year period com-
mencing June 30, 2002.

Amortization expense increased from $2.0 milion in 2004 to $2.7
million in 2005. This increase is due in large part to a $0.6 million
increase in amortization associated with the acquisition of customer
accounts and other intangible assels associated with the Pain Enter
prises, Inc. fransaction.

Loos on Avset Disposal

loss on asset disposal increased frem $1.2 million in 2004 to $1.3
million in 2005, decreasing as a percentage of total revenues from

1.6% to 1.4%.

Operating Income

For the reasons previously discussed, operating income increcsed by
$6.4 million from $12.4 million in 2004 1o $18.8 million in 2005.
As a percentage of fofal revenues, operating income improved from

15.4% in 2004 to 19.3% in 2005,

Lovs on Early Extinguishment of Debt

In the first quarter of fiscal 2004, we accelerated the recognition of
$1.5 million in deferred financing costs associated with the refinanc-
ing of our longerm debt. In addition, we accelerated the recognition
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of the unamortized portion of the original issue discount associated
with our 12% Senior Subordinated Promissary Notes, $0.4 million,
and paid $0.1 million in conjunction with the early fermination of an
inferest rafe swap agreement.

In the fourth quarier of fiscal 2005, we accelerated the recognition of
$2. 4 millicn in deferred financing costs associated with the refinanc-
ing of our longterm debt. In addition, in connection with the repay-
ment of our 16.3% Senior Subordinated Premissory Notes, we incurred
a prepayment penalty of $1.8 million and accelerated the recognition
of the unamortized portion of the original issue discount asscciated
with those notes, $1.6 million.

See "liguidity and Capital Resources.”

Unrealized Loss on Financial Instrument

In order to reduce our exposure fo increases in Eurodollar interest rates,
and consequently 1o increases in interest payments, on October 2,
2003, we entered into an inferest rafe swap transaction (the “Swap”)
in the amount of $20.0 million (the “Noticnal Amount”) with an effec-
ive date of March 15, 2004, Pursuant 1o the Swap, we pay a fixed
interest rate of 2.12% per annum and receive a Eurodollarbased
floating rate. The effect of the Swap is to neutralize any changes in
Eurodollar rates on the Notional Amount. As the Swap was not effec-
five unfil March 15, 2004 and no cash flows were exchanged prior
fo that date, the Swap did not meet the requirements to be desig-
nated as a cash flow hedge. As such, an unredlized loss of $0.2
million was recognized in our results of operations for the three months
ended March 31, 2004, reflecting the change in fair value of the
Swap from inception to the effective date. As of March 31, 2004,
the Swap met the requirements ‘o be designated as o cash flow
hedge and is deemed a highly effective transaction.

Intereat Expense

Inferest expense decreased from $79 million in 2004 to $7.0 million
in 2005, while decreasing as a percentage of total revenues from
98% in 2004 to 71% in 2005. This reduction in expense was due in
large part to repayment of our 16.3% Senior Subordinated Promis-
sory Notes in April 2005 and the modification of our former senior
borrowing facilities at more favorable rates in October 2004 in con-
iunction with the Pain Enterprises, Inc. transaction. See liquidity and
Capital Resources.”

The effective interest rate of our debt decreased from 11.4% in 2004

to 10.5% in 2005, with the weighted cost of borrowing on our out-
standing debt as of June 30, 2005 being 4.8%.




Income Before Income Taxes

For the reasons described above, income before income taxes

increased from $2.3 million 2004 to $6.0 million in 2005.

Provision for Income Taxes

As of June 30, 2005, we had net operating loss camyforwards for
federal income tax purposes of approximately $114 million and for
stafe purposes in varying amounts, which are available fo offset future
federal taxable income, iF any, in varying amounts through June 2025.
IF an "ownership change” for federal income tax purposes were 1o
occur in the future, our ability to use our pre-ownership change fed-
eral and slate net operafing loss carryforwards {and certain builin
losses, if any) would be subject io an annual usage limitation, which
under certain circumstances may prevent us from being able fo utilize
a portion of such loss camyforwards in future tax periods and may
reduce our aftertax cash flow. In addition, a portion of our future tax-
able income may be subject to the aliernative minimum tax ["AMT").

We confinue o evaluate the necessity of o deferred tax asset valua-
tion allowance. Deferred income taxes reflect the benefits of net oper-
ating loss caryforwards and the net tax effects of temporary
differences between the carrying amaunts of assefs and liabilities for
financial reporting purposes and the omounts used for income tax
purposes. Our deferred fax assets include the benefit of loss carryfor
wards incurred through fiscal 2005, In assessing the realizability of
deferred tax assets, we consider whether it is more likely than not that
some portion or all of the deferred fox assets will not be realized.
Among other matters, realization of the enfire deferred fax assef is
dependent on our ability to generate sufficient taxable income prior
to the expiration of the carryforwards.

As of June 30, 2005, after consideration of all available positive and
negative evidence, we concluded that the deferred tax asset relating
fo our net operafing loss camryforwards will more likely than not be
realized in the future. Thus, the entire valuation allowance was
reversed and reported as a component of the fiscal 2005 income tax
provision. See "Critical Accounting Policies and Significant Estimates.”
Accordingly, we recognized a $19.6 income tax benefit in fiscal
2005. During fiscal 2004, we recognized $0.1 million for AMT and
state/local faxes.

While we anlicipate recognizing a full tax provision in future periods,
we expec! 1o pay only AMT and state/local taxes until such time thot
our net operating loss carmyforwards are fully utilized.

Net Income

For the reasons described above, net income increased from $2.2

million 2004 to $25.6 million in 2005.

EBITDA

Earnings before interest, taxes, depreciation and amortization
{"EBITDA) is one of the principal financiol measures by which we
measure our financial performance. EBITDA is o widely accepted
financial indicator used by mony invesiors, lenders and analysts to
anclyze and compare companies on the basis of operating perfor
mance, and we believe that EBITDA provides useful information
regarding our ability to service our debt and other obligations. How-
ever, EBITDA does not represent cash flow from operations, nor has it
been presented as a substitute to operating income or net income as
indicators of our operating performance. EBITDA excludes significant
costs of doing businass and should not be considered in isclation or
as a substitute for measures of performance prepored in accordance
with accounting principles generally accepted in the United States of
America. In addition, our caleulation of EBITDA may be different from
the calculation used by our competitors, and therefore comparability
may be affected. In addifion, our lenders also use EBITDA to assess
our compliance with debt covenants. These financial covenants are
based on a measure that is not consistent with accounting principles
generally accepted in the United States of America. Such measure is
EBITDA (as defined) as modified by certain defined adiustments.

EBITDA, as set forth in the table below (in thousands), increased by
$7.7 million, or 278%, from $27.6 million in 2004 1o $35.3 million
in 2005 and increcsed s o percentage of total revenues from

34.2% to 36.3%.

Fiscal Year Ended June 30, 2005 2004
Net income $25591 $ 2180
Interest expense 6,985 7,947
Depreciation and amortizafion 16,484 15,234
Provision for [benefit from) income taxes (19,558) 142
Unrealized loss on financial instrument — 177
Loss on early extinguishment of debt 5,817 1,964
EBITDA $ 35319 % 27644
Cash flows provided by {used in):

Operating activities $ 29,651 $ 210657

Invesfing activities $(38,781) ${16,5%5)

Financing activities $ 9,593 $ (5012

Fiscal Year Ended June 30, 2004
Compared to Fiscal Year Ended June 30, 2003

Total Revenues

Total revenues increased by $6.4 million, or 8.6%, from $74.4 mil
fion in 2003 to $80.8 million in 2004. Revenues derived from our
bulk service plans increased by $72 million, or 10.0%, of which
$5.8 million was due o an increase in the number of accounts and
$1.4 million was due to an increase in the sale of gases and services
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other than CO,. These increcses were partially offset by the net
impact of a $0.8 million decrease in revenue derived from a slight
decrease in pricing of CO,. This decrease in pricing wos due in
large part to incentive pricing provided to mulliple national restaurant
organizations utilizing both our equipment lease/product purchase,
and product only purchase plans.

The following fable sefs forth, for the periods indicated, the percent-
age relationship which our service plans bear to total revenues:

Fiscal Year Ended June 30, 2004 2003
Service Plan
Bulk budget plan' 61.5% 65.5%
Equipment lease/product purchase plan? 12.0 8.7
Product purchase plan® 8.8 8.4
High pressure cylinder* 6.0 6.1
Other revenves® 1.7 11.3
100.0%  100.0%

' Combined fee for bulk CO; tank and bulk COx.

2 fee for bulk CO2 tank and, separately, bulk CO: usage.
® Bulk COz only,

* High pressure CO» cylinders and non-COz gases.

5 Surcharges and other charges

The high pressure cylinder category includes all high pressure cylinder rental and gos
related revenues, including those revenues for high pressure cylinders provided as o
peripheral product to customers utilizing @ bulk CO2 plan and those customers that use
only high pressure cylinders. During fiscal 2002, we adopted a plan o phase out those
customers that use only high pressure cylinders and who do not utilize one of our bulk
CO:» service plans, Revenues derived from our stand-clone high pressure cylinder cus-
tomers may not be fully eliminated from our ongoing revenues inasmuch as our goal is
to convert these customers to a bulk COz service plan. Accordingly, the expected declin-
ing revenues derived from stand-a one high pressure cylinder customers are not expected
fo have a material impact on our results of operations.

Product Sales—Revenues derived from the product sales portion of
our service confracts increased by $4.1 million, or 89%, from $45.8
million in 2003 1o $499 million in 2004. The increase in revenues is
due to an 8.2% increase in the average number of customer locations
serviced and a 1.0% increase in CO, used by the average customer.
In addition, sales of gases and services other than CO;, increased
by $1.4 million or 11.0% compared to last year. All of this was par
tially offset by @ 1.7% decrease in pricing of COs. This decrease in
pricing was due in large part fo incentive pricing provided to multiple
national restaurant organizations utilizing both our equipment lease/
product purchase, and product only purchase plans.

Equipment Rentals—Revenues derived from the lease portion of our
service contracts increased by $2.3 million, or 8.3%, from $28.6 mil-
lion in 2003 to $30.9 million in 2004, primarily due to a 7.3%
increase in the average number of customers leasing equipment from
us and price increases o a significant number of our customers, con-
sistent with the Consumer Price Index, partially offset by incentive
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pricing provided to mulfiple national restaurant organizations ulilizing
our equipment under the equipment lease,/product purchase plan.

Cost of Products Sold, Excluding Depreciation and Amortization

Cost of products sold, excluding depreciation and amortization,
increased from $32.0 million in 2003 to $33.9 million in 2004,
while decreasing as o percentage of product sales from 699% to
679%. Product costs increased by $1.4 million from $109 million in
2003 to $12.3 million in 2004. The base price with our primary sup-
plier of CO;, increased by the Producer Price Index, while the volume
of CO; sold by us increased by 10.2%, primarily due to an 8.2%

increase in our average customer baose.

Operational costs, primarily wages and benefits related to cost of
products sold, increased from $12.4 million in 2003 to $13.3 million
in 2004, primarily due fo an increase in route driver costs, As of
June 30, 2004, we had 270 drivers as compared to 249 in 2003,
primarily representing the filling of open positions. However, some of
the headcount increase in drivers wos offset by o reduction in depot
and regional management headcount. In addition, while we have
realized a substantial savings in workers” compensation costs due fo
a reduction in claims and severity, we continue o experience higher
health care costs, generally due fo market conditions.

Truck delivery expenses decreased from $5.5 million in 2003 fo
$5.2 million in 2004. Increases in lease related costs were more than
offset by @ decrease in insurance and repair costs. In addition, we
have been able to minimize the impact of increased fuel costs and
variable lease costs associated with truck usage by contfinuing to
improve efficiencies in the fiming and routing of deliveries. Unsched-
uled deliveries in 2004 improved over the same period in 2003 by
16.3% while total miles driven increased by just 1.4% on an average
customer base that increased by 8.2%. In addition, improvements in
our safety record during 2004 have resulied in a significant reduc-
fion in the amount of workers' compenzation and vehicle accident
claims expense.

Occupancy and shop costs related fo cost of products sold decreased
from $3.2 million in 2003 to $3.1 million in 2004. The improvement
is primarily the result of strategic relocation of targeted depors,
improved insurance and communication costs.

Coust of Equipment Rentals, Excluding Depreciation
and Amortization

Cost of equipment rentals, excluding depreciation and amortization,
decreased by $1.1 million from $3.5 million in 2003 to $2.3 million
in 2004, while deceasing as a percentage of equipment rental rev-
enue from 12.3% 1o 7.6%. The reduction in cost of equipment renfals




reflecied in expense is primarily affributable to a greater percentage
of costs being capitalized in connection with our bulk CO; systems
due to increased efficiency of our technical installers and the number
of new activations. In addition, occupancy and shop costs related fo
cost of equipment rentals decreased from $2.0 million in 2003 to
$1.6 million in 2004, as we continue to reclize savings in tank refur-
bishment and repair costs.

Selling, General and Admintstrative Expenves

Selling, general and administrative expenses decreased by $1.8 mil-
lion from $17.5 million in 2003 to $15.7 million in 2004, while
decreasing as a percentage of tofal revenues from 23.5% in 2003 to
19.4% in 2004.

Selling related expenses decreased by $0.2 million, from $3.5 million
in 2003 to $3.3 million in 2004, primarily the result of o decrease in
wages and related benefits due 1o a reduction in the headcount of
our sales organization in February 2003. During the fourth quarter of
2004, we began o increase our sales force, primarily by adding
independent sales represeniatives, fo take advantage of opportunities
for growth in the market place.

General and administrative expenses decreased by $1.6 million, or
10.8%, from $14.0 million in 2003 1o $12.4 million in 2004. This
improvement is due to a $0.8 million reduction in executive wages, a
$0.5 million reduction in expenses related to uncollectible accounts
receivable, a $0.2 million reduction in outside contract labor, and o
$0.7 million reduction in consuliing and professional fees. These
were offset by o $0.3 million increase in administrative wages, pri-
marily related to achieving incentive related targets, and $0.3 million
in other general expenses. During fiscal 2003, we initiated numerous
procedures to improve our review and collection of outstanding
accounts receivable. Consulting fees decreased, primarily due o non-
recurring fees incurred during the first seven months of fiscal 2003 for
repairs of cerfain systems, improvements in our processes to track and
collect customer receivables, and other process improvements.

Depreciation and Amortization

Depreciation and amortization decreased from $17.2 million in 2003
fo $15.2 million in 2004. As a percentage of tofal revenues, depre-

ciation and amortization expense decreased from 23.1% in 2003 to
18.8% in 2004,

Depreciation expense decreased from $13.8 million in 2003 to
$13.2 million in 2004. As we confinue with our plan to replace all
50 and 100 Ib. tanks over the next two years, depreciation expense
from these tanks, whose expected useful lives were shortened to coin-
cide with the replacement plan, resulred in depreciation expense of
$0.2 million in 2004, down from $1.2 million in 2003. In addition,

certain cosfs associated with the initial direct placement of bulk CO,
customer sites, which are capitalized, are fully depreciated upon the
completion of the initial contract ferm, and upon contract renewal, no
such costs are incurred.

Amortization expense decreased from $3.4 million in 2003 to $2.0
million in 2004. This decrease is due fo a reduction in the amortiza-
tion of deferred charges from our current financing arrangements
effective August 25, 2003 as compared 1o the amortization of fees
related fo our previous financing arrangements, and to the amorti-
zation of customer lists, many of which were fully amortized as of
March 31, 2003.

Loss on Asset Disposal

loss on assef disposal decreased from $1.7 million in 2003 to $1.2
million in 2004, while decreasing s a perceniage of total revenues
from 2.2% 10 1.6%.

Operating Income

For the reasons previously discussed, operafing income increased by
$99 million from $2.5 million in 2003 to $12.4 million in 2004. As
a percenfage of fotal revenues, operating income improved from
3.4% in 2003 to 15.4% in 2004.

Loss on Early Extinguishment of Debt

In the first quarter of fiscal 2004, we accelerated the recognition of
$1.5 million in deferred financing costs associated with the refinanc-
ing of our longderm debt. In addition, we acceleroted the recognition
of the unamoriized portion of the Original Issue Discount associated
with our 12% Senior Subordinated Promissory Notes, $0.4 million,
and paid $0.1 million in conjunction with the early termination of an
interest rate swap agreement.

Unrealized Loss on Financial Instrument

In order to reduce our exposure to increases in Eurodollar interest rates,
and consequen?\y fo increases in interest payments, on October 2,
2003, we enfered info an interest rate swap fransaction {the “Swap’)
in the amount of $20.0 million (the "Notional Amount”) with an effec-
tive date of March 15, 2004. Pursuant to the Swap, we pay a fixed
interest rate of 2.12% per annum and receive a Eurodollarbased
floating rate. The effect of the Swap is to neutralize any changes in
Eurodollar rates on the Notional Amount. As the Swap waos not effec-
tive until March 15, 2004 and no cash flows were exchanged prior
to that date, the Swap did not meet the requirements to be desig-
nated as a cash flow hedge. As such, an unrealized loss of $177000
was recognized in our results of operations during the nine months
ended March 31, 2004, reflecting the change in fair value of the
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Swap from inception to ite effective date. As of March 15, 2004,
the Swap met the requirements to be designated as a cash flow
hedge and is deemed a highly effeciive transaction.

Interest Expenae

Interest expense increased from $7.5 million in 2003 to $79 million
in 2004, while decreasing as a percentage of total revenues from
10.0% in 2003 to 9.8% in 2004. The effective interest rate of our
debt increased from 9.8% 1o 11.4% per annum, primarily due fo the
terms of our refinancing in August 2003.

Income (Loss) Before Income Taxes

See discussion of Net Income [Loss).

Provesion for Income Taxes

As of June 30, 2004, we had net operafing loss carryforwards for
federal income tax purposes of approximately $108.9 million and for
state purposes in varying amounis, which are available to offset future
taxable income, if any, in varying amounts through June 2024. If an
“ownership change” for federal income tax purposes were to occur in
the future, our ability to use our pre-ownership change federal and
state net operating loss carryforwards {and certain builFin losses, if
any) would be subject to an annual usage limitation, which under
cerlain circumstances may prevent us from being able to utilize a por
tion of such loss carryforwards in future tax periods and may reduce
our aftertox cash flow. In addition, a portion of cur taxable income is
subject to the AMT, whick is reflected in our statements of operations
for 2004 along with a provision for state income taxes. Our provi-
sions for income faxes in 2004 was $0.1 million. No provision was
made for income tax expense in 2003 due to our net loss.

Net Income (Loas)

For the reasons described above, net income (loss] improved by
$71 from a $4.9 million net loss in 2003 to net income of $2.2
million in 2004.

EBITDA

Earnings before interest, taxes, depredoﬁon and amortization
["EBITDA") is one of the principal financial measures by which we
measure our financicl performance. EBITDA is o widely accepted
financial indicator used by many investors, lenders and andlysts 1o
anclyze and compare companies on the basis of operating perfor
mance, and we believe that EBITDA provides useful information
regarding our ability to service our debt and other obligations. How-
ever, EBITDA does not represent cash flow from operations, nor has it
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been presented as a substitute fo operating income or net income as
indicators of our operating performance. EBITDA excludes significant
costs of doing business and should not be considered in isolafion or
os a subsfitute for measures of performance prepared in accordance
with accounting principles generally accepted in the United States of
America. In addition, our calculation of EBITDA may be different from
the calculation used by our competitors, and therefore compaorability
may be affected. In addition, cur lenders also use EBITDA 1o assess
our complionce with debt covenants. These financial covenants are
based on o measure that is not consistent with accounting principles
generally accepted in the United States of America. Such measure is
EBITDA {cs defined} as modified by certain defined adjusiments.

EBITDA, as set forth in the table below {in thousands), increased by
$79 milion, or 40.2%, from $19.7 million in 2003 to $27.6 million
in 2004 and increcsed os o percentage of tofal revenues from 26.5%
to 34.2%.

Fiscal Year Ended June 30, 2004 2003

Net income (loss) $ 2180 $ (4,939
Interest expense 7,947 7,487
Depreciation and amortization 15,234 17,167
Provision for income faxes 142 —
Unrealized loss on financial instrument 77 —
loss on early extinguishment of debt 1,964 —
EBITDA $27644 $19715

Cash flows provided by (used in):
Operaiing activities
Investing activities
Financing activities

$21.657 $15826
$(16,595)  $(13,891]
$ (5012) $ (3,042

Recent Accounting Pronouncements

In Aprit 2002, the Financial Accounting Standards Board (the “FASB”]
issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44, and
64, Amendment of FASB Statement No. 13, and Technical Cornec-
tions” {"SFAS 145"). Among other things, SFAS 145 rescinds the
provisions of SFAS No. 4 that require companies fo classify certain
gains and losses from debt extinguishments as exiraordinary items.
The provisions of SFAS 145 related to classification of debt extinguish-
ments are effective for fiscal vears beginning after May 15, 2002.
Cains and losses from extinguishment of debt will be classified as
extroordinary items only if they meef the criferia in APB Opinion
No. 30 ("APB 30"); otherwise such losses will be classified as a
component of continuing operations. We adopted SFAS 145 during
the quarter ended September 30, 2002,




In December 2002, FASB issued SFAS No. 148, "Accounting for
Stock-Based Compensation—Transition and Disclosure” {"SFAS 148").
SFAS 148 amends SFAS No. 123, "Accounting for Stock-Based Com-
pensation” ("SFAS 123"), 1o provide aliernative methods of fransition
for o voluntary change fo the fair value based method of accounting
for stock-based employee compensation. In addition, SFAS 148
omends the disclosure requirements of SFAS 123 o require prominent
disclosure in both annual and interim financial statements about the
method of accounting for stockbased employee compensation and
the effect of the method used on the reported results. The provisions
of SFAS 148 are effective for financial statements for fiscal years end-
ing cfter December 15, 2002, The adoption of SFAS 148 had no
impact on our financial position, results of operations or cash flows
for the periods presented.

In December 2004, FASB revised SFAS No. 123, "Accounting for
Stock-Based Compensation” through the issuance of SFAS 123,
"Share-Based Payments” ["SFAS 123-R"}. SFAS 123R supersedes APB
Opinion No. 25, "Accounting for Stock Issued to Employees,” and its
related implementation guidance. SFAS 123-R requires all share-
based payments to employees, including grants of employee stock
options, to be recognized in the stafement of operafions based on
their fair value and vesting schedule. However, SFAS 123R doss not
change the accounting guidance for share-based payment trans-
aclions with parties other than employees provided in SFAS 123 as
originally issued and EiTF lssue No. 96-18, "Accounting for Equity
Instruments That Are Issued o Other Than Employees for Acquiring, or
in Conjunciion with Selling, Goods or Services.” We will adopt
SFAS 123-R effective with the fiscal quarter beginning July 1, 2005,
at which time pro forma disclosure of net income and earnings per
share will no longer be an alternative 1o recognition in the statement
of operations.

In April 2003, the FASB issued SFAS No. 149, “Amendment of State-
ment 133 on Denivative Instruments and Hedging Activifies” {"SFAS
149"). SFAS 149 amends and clarifies financial accounting and
reporting for derivative instruments, including cerfain derivative instru-
menifs embedded in other contracts {collectively referred to as deriva-
tives) and for hedging activities under SFAS No. 133, SFAS 149 is
effective for contracts entered into or modified affer June 30, 2003,
ond designated hedges affer June 30, 2003, except for those provi-
sions of SFAS 149 which relate to SFAS No. 133 implementation
issues that have been effective for fiscal quarters that began prior to
June 15, 2003. For those issues, the provisions that are currently in
effect should continue 1o be applied in accordance with their respec-
tive effective dates. In addition, cerfain provisions of SFAS 149, which
relate o forward purchases or sales of when-issued securities or other
securities that do not vet exist, should be applied 1o both existing

contracts and new contracts entered into after June 30, 2003. The
adoption of SFAS 149 had no material impact on our financial posi-
tion, resulis of operations or cash flows.

On July 1, 2003, we adopted EITF Issue No. 00-21, “Revenue
Arangements with Mulliple Deliverables” ("EITF 00-21"). EITF 00-21
addresses cerfain aspects of the accounting by a vendor for arrange-
ments under which the vendor will perform multiple revenue generat-
ing activities. As of June 30, 2005, approximately 65,000 of our
customer locations utilized a plan agreement that provides for o fixed
monthly payment to cover the use of a bulk CO; system and @ prede-
fermined maximum quantity of CO> ("budget plan”). Prior to July 1,
2003, os lessor, we recognized revenue from leasing CO; systems
under our budget plan agreements on a straightline basis over the life
of the related leases. We have developed a methodology for the
purpose of separating the aggregate revenue siream between the
rental of the equipment and the sale of the CO;. Effective July 1,
2003, revenue ailributable fo the lease of equipment, including
equipment leased under the budget plan, is recorded on o straight
line basis over the term of the lease and revenue attributable to the
supply of CO, and other gases, including CO, provided under the
budget plan, is recorded upon delivery to the cusiomer.

We elected to apply EITF 00-21 refroactively 1o all budget plan
agreemenis in existence as of July 1, 2003. Based on our analysis,
the aggregate amount of CO, actually delivered under budget plans
during the quarter ended June 30, 2003 was not materially different
than the corresponding portion of the fixed charges attributable o
CO;. Accordingly, we believe the cumulative effect of the adoption
of EITF 0021 as of July 1, 2003 was not significant,

Under the budget plan, each cusiomer has a maximum CO; allow-
ance that is measured and reset on the confract anniversary date. At
that date, it is appropriate to record revenue for contract billings in
excess of actual deliveries of CO,. Because of the large number of
customers under the budget plan and the fact that the anniversary
dates for determining maximum quantities are spread throughout the
vear, our methodology involves the use of estimates and assumptions
fo separate the aggregate revenue siream derived from equipment
renfals to budget plan customers, and also to approximate the recog-
nition of revenue from CO; sales to budget plan customers upon
delivery. We believe that the adoption of EITF 0021 has the most
impact on the recagpnition of revenue on a quarierly basis as CO;
usage fluctuates during a fiscal year based on factors such as
weather, and tradifional summer and holiday perieds. Over a twelve-
month period, we believe that the effect is less significant since sec-
sonal variations are largely eliminated and CO; allowances under
budget plan agreements are measured and reset annudlly.
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Liquidity and Capital Resources

Our cash requirements consist principally of {1) capital expenditures
associoted with purchasing ond placing new bulk CO; systems info
service at customers’ sites; (2] payments of principal and interest on
outstanding indebledness; and (3] working capital. Whenever possi-
ble, we seek to obtain the use of vehicles, land, buildings, and other
office and service equipment under operating leases as a means of
conserving capital. We anticipate making cash capital expenditures
of approximately $30.0 million for internal growth over the nex
twelve manths, primarily for purchases of bulk CO; systems for new
customers, the replacement with larger bulk CO; systems of 50 and
100 Ib. bulk CO; systems in service at existing customers and replace-
ment unifs for our truck fleet. In June 2002, we adopted a plan to
replace all 50 and 100 Ib. bulk CO; systems in service at customers
over a fhree o four year period. While this decision may not increase
revenues generated from these customers, it is expecied to improve
operating efficiencies, gross margins and profitability. Once bulk
CO;, systemns are placed into service, we generally experience posi-
tive cash flows on a per unit basis, as there are minimal additional
capital expenditures required for ordinary operations.

In addiiion to capital expenditures related to internal growth, we
review opportunities o acquire bulk CO; service accounts, and may
require cash in an omount diciated by the scale and terms of any
such transactions. On October 1, 2004, we purchased the bulk CO,
beverage carbonation business of privately-owned Pain Enterprises,
Inc., of Bloomingion, Indiana, for total cash consideration of $15.7
million. The transaction involved the acquisition of approximately
2,000 cusfomer accounts, including approximately 6,300 fanks in
service, vehicles, parts, and supplies. Pain Enterprises’ bulk CO; bev-
erage carbonation business operated in 12 Midwestern and South-
eastern sftates: Florida, Georgia, lllinois, indiana, lowa, Kentucky,
Michigan, Missourl, Minnesota, Chio, Tennessee and Wisconsin.

Long-Term Debt

On September 24, 2001, we entered into a $60.0 million second
cmended and restated revolving credit facility with a syndicate of
banks {"Amended Credit Facility"). On August 25, 2003, we termi-
nated the Amended Credit Facility and entered info a $50.0 million
senior credit facility with a syndicate of banks (the “Senior Credit
Facility”). The Senior Credit Facility initially consisted of a $30.0 mil-
lion A term loan facility {the “A Term loan™}, a $10.0 million B term
loan facility (the “B Term loan”), and a $10.0 million revolving loan
facility [the "Revolving loan Facility”). On October 1, 2004, in con-
junction with the Pain Enterprises, Inc. transaction, the Senior Credit
Facility was amended 1o, among other things, increase the B Term
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loan to $23.0 million and to modify certain financial covenants. The
A Term loan and Revolving loan Facility were due to mature on
August 25, 2007, while the B Term loan was due to mature on
August 25, 2008, We were entitled 1o setect either Eurodollar Loans
{os defined) or Base Rate Loans {as defined), plus opplicable margin,
for principal borrowings under the Senior Credit Facility. Applicable
margin was determined by a pricing grid based on our Consolidated
Total leverage Ratio |as defined). interest was payable periodically
on borrowings under the Senior Credit Facility. In addition, commenc-
ing on December 31, 2003 and on the last day of each quarter
thereafter, we were required to make principal repayments on the A
Term loan in increasing amounts and on December 31, 2004 and
on the last day of each quarter thereafter, we were required to make
principal paymenis on the B Term loan in the amount of $57,500
until August 25, 2008 when we were required to make a final pay-
ment of $22,137500. The Senior Credit Facility was collateralized
by all of our assefs. Additionally, we were precluded from declaring
or paying any cash dividends.

We were also required to meet certair affirmative and negative
covenonts, including but not limited fo financicl covenants. We were
required to assess our compliance with these financial covenants
under the Senior Credit Facility on o quarterly basis. These financial
covenants were based on a measure that is not consistent with
accounting principles generally accepted in the United States of
America. Such measure is EBITDA las defined], which represents
earnings before interest, taxes, depreciation and amortization, as fur
ther modified by certain defined adjusiments. The failure to meet these
covenanis, absent a waiver or amendment, would have placed us in
default and cause the debt outstanding under the Senior Credit
Facility to immediafely become due and payable. We were in
compliance with all covenants under the Senior Credit Facility as
of September 30, 2003 and all subsequent quarters up to and
including March 31, 2005.

In connection with the termination of the Amended Credit Facility, dur
ing the first quarter of fiscal 2004, we recognized a loss of $0.9
million from the write-off of unamortized financing costs associated
with the Amended Credit Facility and recorded $2.3 million in financ-
ing costs associated with the Senior Credit Facility. Such cosfs were
being amortized over the life of the Senior Credit Facility.

On May 27, 2005, we terminated the Senior Credit Facility and
entered info a $60.0 million revolving credit facility with Bank of
America, N.A. {the "2005 Credit Facility”). The 2005 Credit Facility
matures on May 27, 2010. We are entitled 1o select sither Base Rate
loans |as defined) or Eurodollar Rate Loans {as defined), plus appli-
cable margin, for principal borrowings under the 2005 Credit Facility.




Applicable margin is determined by o pricing grid based on our
Consolidated leverage Ratio {as defined) as follows:

Pricing Consolidated Euiodollar Rate | Base Rate
tevel leverage Ratio Lloans loans
l Creater than or equal to 2.250% 0.750%
2.50x
| less than 2.50x but greater 2.000% 0.500%
than or equal to 2.00x
If less than 2.00x but greater 1.750% 0.250%
than or equal to 1.50x%
v Less than 1.50x but greater 1.500% 0.000%
than or equal to 0.50x
v less than 0.50x 1.250% 0.000%

Inferest is payable periodically on borrowings under the 2005 Credit
Facility. The 2005 Credit Focility is uncollateralized. We are required
fo meet ceriain affirmative and negative covenants, including finan-
cial covenants. We are required to assess our compliance with these
financial covenants under the 2005 Credit Facility on a quarterly basis.
These financial covenants are based on a measure that is not consis:
tent with accounting principles generally accepied in the United States
of America. Such measure is ERITDA {as defined), which represents
eamings before interest, taxes, depreciation and amortization, as fur-
ther modified by certain defined adjustments. The failure to meet these
covenants, absent a waiver or amendment, would place us in default
and cause the debt outstanding under the 2005 Credit Agreement to
immediately become due and payable. We were in compliance with
all covenants under the 2005 Credit Facility as of June 30, 2003,

In connection with the fermination of the Senior Credit Facility, during
the fourth quarter of fiscal 2005, we recognized a loss of $1.7 mil-
lion from the write-off of unamortized financing costs associoted with
the Senior Credit Facility and recorded $0.4 million in financing costs
associated with the 2005 Credit Facility. Such costs are being amor
tized over the life of the 2005 Credit Facility.

As of June 30, 2005, a total of $32.0 million was outstanding pursu-
ant fo the 2005 Credit Facility with a weighted average inferest rafe
of 4.8% per annum.

Subordinated Debt

In Ociober 1997 we issued $30.0 million of our 12% Senior Subor-
dinated Promissory Notes (1997 Notes'] with interest only payable
semi-annually on April 30 and October 31, due October 31, 2004
On May 4, 1999, we sold an odditional $10.0 million of our 12%
Senior Subordinated Promissory Notes {"1999 Notes'). Except for their

October 31, 2005 maturity date, the 1999 Noies were substantially
identical to the 1997 Notes. As of June 30, 2002 and at various
dates in the past, we have been unable to meet certain covenants
under the 1997 Notes and 1999 Notes and have had to obiain
waivers or modifications. On September 27, 2002, concurrently with
the amendment fo the Amended Credit Facility, certain financic! cov-
enants of the 1997 Notes and 1999 Notes were omended fo adjust
certain financial covenants for the quarter ended June 30, 2002, and
prospectively. On February 7, 2003, the interest coverage ratio
governing the 1997 Notes and 1999 Notes was amended for the
quarter ending March 31, 2003 and prospectively. As of March 31,
2003 and June 30, 2003, we were in compliance with all of the
financial covenants under the 1997 Notes and 1999 Notes.

On August 25, 2003, concurrently with the closing of the Senior
Credit Facility, we prepaid the 1997 Notes and 1999 Notes and
issued $30.0 million of our 16.3% Senior Subordinaled Notes Due
February 27 2009 (the "New Notes’) with interest only payable
quarterly in arrears on February 28, May 31, August 31 and Novem-
ber 30 of each year, commencing November 30, 2003. Interest on
the New Notes was 12% per annum payable in cash and 4.3% per
annum payable “in kind” by adding the amount of such interest o the
principal amount of the New Notes then ouisianding. Ten year
warrants fo purchase an aggregate of 425,000 shares of our com-
mon stock af an exercise price of $8.79 per share were issued in
connection with the New Notes. Utilizing the Black-Scholes Model,
the warrants issued in connection with the New Notes were valued
at $3.70 per warront, or an aggregate value of $1,573,000. In
addition, the maturity date of 665,403 existing warrants, 335,101
due io expire in 2004 and 330,302 due to expire in 2005, was
extended io February 2009, resulting in additional value of $1.31
and $0.97 per warrant, respectively, or an aggregate value of
$760,090. At the date of issuance, in accordance with APB 14,
"Accounting for Convertible Debt and Debl Issued with Purchase
Warrants,” we allocated proceeds of $277 million to the debt and
$2.3 million to the warrants, with the resuling discount on the debt
referred 1o as the Original Issue Discount. The Qriginal Issue Discount
was being amortized as interest expense over the life of the debt. As
with the Senior Credit Facility, we were required to meet certain affirm-
ative and negative covenanis under the New Noles, including but
not limited to financial covenonts. We were in compliance with all
covenants under the New Notes as of Sepfember 30, 2003 and all
subsequent quarters up to and including March 31, 2005.

In connection with the early repayment of the 1997 Notes and 1999
Notes, during the first quarter of fiscal 2004, we recognized a loss of
$1.1 million attributable to the unamorized financing costs and original
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issue discount associated with the 1997 Notes and 1999 Notes, and
recorded $0.6 million of financing costs and original issue discount
associated with New Notes. Such fees were being amortized over
the life of the New Notes. The weighted average effective interest
rate of the New Notes, including the amortization of deferred financ-
ing costs and original issue discount, was 18.0% per annum.

On April 4, 2005, we used $34.3 million of the net proceeds from
the sale of 2,041,713 shares of our common stock in an underwritten
public offering in March 2005 1o redeem the New Notes at 106% of
the original principal amount plus accrued interest. In oddition, during
the quarter ended June 30, 2005, we recognized a loss on the early
termination of debt associated with the New Notes of approximately
$4.1 million, which includes the prepayment penalty, unamortized
fees and the amortized portion of the original issue discount.

Shareholders’ Equity

On March 30, 2005, we sold 2,041,713 shares of our common
stock in an underwritten public offering. Based on the public offering
price of $24.17 per share and after deducting underwriing discounts
and commissions, net proceeds were approximaiely $46.6 million.
On March 31, 2005, we reduced the outstanding principal amount
of the Senior Credit Facility by $11.2 million and on April 4, 2005,

The table below sefs forth our confraciual abligations [in thousands):

we used approximately $34.3 million of the net proceeds from the
offering to redeem all of the New Notes.

In May 2000, we sold 5,000 shares of Series A 8% Cumulative
Convertible Preferred Stock, no par value {the “Series A Preferred
Stock”), for $1,000 per share. Shares of the Series A Preferred Stock
were converfible info shares of common stock af any time at a conver-
sion price of $9.28 per share. In addition, in November 2001, we
sold 2,500 shares of Series B 8% Cumulative Convertible Preferred
Stock, no per value (the “Series B Preferred Stock”), for $1,000 per
share. Shares of the Series B Preferred Stock were convertible into
shares of common stock at any time at a conversion price of $12.92
per share. Effective August 18, 2004, the holder of the Series A Pre-
ferred Stock converted its shares into 754,982 shares of our common
stock. Effective December 7 2004, the holder of the Series B Preferred
Stock converted its shares into 247420 shares of our common stock.

During the fiscal year ended June 30, 20035, our capital resources
included cash flows from operations, available borrowing capacity
under the Senior Credit Facility and 2005 Credit Facility and the net
proceeds of the sale of 2,041,713 shares of our common stock in
March 2005. We believe that cash flows from operations and avail-
able borrowings under the 2005 Credit Facility will be sufficient to
fund proposed operations for af least the next twelve months.

Less than

Contractual Obligations Total 1 Year 2-3 Years 4-5 Years Thereafter
2005 Credit Facility

Principal $32,000 $ - $ — $32,000 $ —

Inferest 8,000 1,600 3,200 3,200 —
Total 2005 Credit Facility 40,000 1,600 3,200 35,200 —
Employment agreements 2,359 1,167 Q72 220 —
Operafing leases 15,522 4,656 7,032 3,499 335
Total obligations $57,881 $7.423 $11,204 $38,919 $335

In addition, in May 1997 we enfered into an exclusive bulk CO;
requirements coniract with The BOC Group, Inc., which expires in
May 2011,

Working Capital—At June 30, 2005, we had working capital of
$11.2 million compared to a working capital deficit of $4.6 million o
June 30, 2004. Improvements in working capital were due to
improvements from operctions, the reversal of the net deferred tox
asset valuation allowance, the replacement of the Senior Credit Facil-
ity with the 2005 Credit Facility under more favorable terms, and the
redemption of the Subordinated Notes.

Cash Flows from Operating Activities—Cash Hows provided by
operatfions increased by $8.0 million from $21.7 million in 2004 to
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$29.7 million in 2005. The improvement is primarily due to our
improvement in nef income [excluding non-cash charges) of $8.6

million, while cash used by the working capital compeonents of our
balance sheet increased by $0.6 million from 2004 to 2005.

During 2003, we enacted a deliberate plan to strengthen cash flows
generated by operations by improvements to operating income and
the management of working capilal assels. For example, improvements
were made in the colleciion of cur outstanding accounts receivable,

primarily the resuli of process improvements. While we continue to
make improvements in the management of working capital assets, the
most dramatic improvement was seen prior to the end of fiscal 2003,
as compared to 2002, In contrast, an increase in working capital
assets from 2004 to 2005 was directly atiributable to growth in




customer sales from approximately 18,000 account activations
and customer acquisitions, offset by a reduction of amounts placed
in escrow by contractual requirements with our business insurance
carrier, the maijority of which is refundable upon continued favorable
claims experience.

Cash Flows from Investing Activities—During 2005 and 2004, net
cash used in investing activities was $38.8 million and $16.6 million,
respectively. Investing activities in 2005 included $15.7 million paid
for the acquisition of the bulk CO; beverage carbonation business of
Pain Enterprises, Inc. and related acquisition expenses on Oclober 1,
2004. Such purchase price was allocated among tangible assets,
infangible assets, and goodwill as follows: $6.7 million for tangible
assels, $6.2 million for intangible assets and $2.8 million for good-
will. In addition, we acquired ceriain bulk CO; customer accounts
and equipment from Coca-Cola Enterprises, Inc. on June 30, 2005
for $1.4 million allocated as follows: $1.0 million was aliocated to
tangible assets and $0.4 million for intangible assets. Exclusive of
acquisition purchases, investing activities are primarily aftributable
to the acquisition, installation and direct placement costs of bulk
COy; systems.

Cash Flows from Financing Activities—During fiscal 2005, cash
flows provided by financing activities was $9.6 million compared to
$5.0 million used in financing activifies in 2004.

During fiscal 2005, concurrent with the acquisition of the bulk CO;
beverage carbonation business of Pain Enterprises, Inc., the B Term
loan of our Senicr Credit Facility was increased by $13.0 million
from $10.0 million to $23.0 million. In addition, on March 30, 2005,
we sold 2,041,713 shares of our common stock in an underwritten
public offering. Based on the public offering price of $24.17 per
share and after deducting underwriting discounts and commissions,
net proceeds were approximotely $46.6 million. On March 31,
2005, we reduced the outstanding principal amount of the Senior
Credit Facility by $11.2 million and on April 4, 2005, we used
approximately $34.3 million of the net proceeds from the offering o
redeem all of the New Notes.

During fiscal 2004, we terminated the Amended Credit Facility,
retired the 1997 Notes and 1999 Notes, entered into the Senior
Credit Facility and issued the New Notes.

In 2003, we completed the private placement of 1,063,846 shares
of our common stock to 24 accredited investors at a price of $9.75
per share realizing net cash proceeds of approximately $15.1 million
after $1.1 million of issuance costs. Pursuant to the requirements of the
Amended Credit Facility, we used $14.5 million of the proceeds o
pay down outsianding debt under the Amended Credit Facility.

Inflation

The modest levels of inflation in the general economy have not
affected our results of operations. Additionally, our customer contracts
generally provide for annual increases in the monthly rental rate
bosed on increases in the consumer price index. We believe that
inflation will not have a material adverse effect on our future results
of operations.

Our bulk CO; exclusive requirements contract with The BOC Group,
Inc. ("BOC") provides for annucl adjusiments in the purchase price for
bulk CO; based upon increases or decreases in the Producer Price
Index for Chemical and Allied Products or the average percentage
increase in the selling price of bulk merchant carbon dioxide pur-
chased by BOC's large, multi-location beverage customers in the
United States, whichever is less.

As of June 30, 2005, we operated a tofal of 295 specialized bulk
CO, delivery vehicles and technical service vehicles that logged
approximately 13 million miles in fiscal 2005. While significant
increases in fuel prices impact our operating cosfs, such impact is
largely offset by fuel surcharges billed to the majority of our customers.

Critical Accounting Policies and Significant Estimates

In preparing our financial statements, we make esiimates, assumptions
and judgments that can have a significant impact on our revenue,
operating income and net income, as well as on the reported amounts
of certain assets and fiabiliiies on our balance sheet. We believe that
the estimates, assumptions and judgmenis involved in the accounting
policies described below have the greatest potential impact on our
financial siatements, so we consider these to be our critical account
ing policies. Estimates in each of these areas are based on historical
experience and a variety of assumptions that we believe are appro-
priate. Actual results may differ from these estimates.

Valuation of Long-Lived Assets

We review our longlived assets for impairment, principally property
and equipment, whenever events or changes in circumstances indi-
cate that the carrying amount of the assefs may not be fully recover-
oble. To determine recoverability of our long-lived assets, we evaluate
the probability that fuiure undiscounted net cash flows will be greater
than the carrying amount of our assets. Impairment is measured based
on the difference between the camying amount of our assets and their
estimated fair value,

Certain events may occur that would materially offect our estimates
and assumptions related to depreciation. Unforeseen changes in
operations or technology could subsiantially alter management’s
assumptions regarding our ability fo realize the return of our investiment
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in operating assefs and therefore affect the amount of depreciation
expense o charge against both current and future revenues. Because
depreciation expense is a function of historical experiences, analyti-
cal studies and professional judgments made of property, plant and
equipment, subsequent studies could result in different estimates of
useful lives and net salvage values. If fulure depreciation studies yield
results indicating that our assets have shorter lives as a result of obso-
lescence, physical condifion, changes in technology or changes in
net salvoge volues, the estimate of depreciation expense could
increase. Likewise, if siudies indicate that assets have longer lives, the
estimate of depreciotion expense could decrease. For the year ended
June 30, 2005, depreciation expense was $13.8 million, representing
17.5% of operating expenses. If the estimated lives of all asseis being
depreciated were increased by one year, depreciation expense
would have decreased by approximately $0.9 million or 6.7%. Con-
versely, if the estimated lives of all assets decreased by cne vear,
depreciafion expense would have increased by $1.1 million or 7.7%.

Goodwill represents the cost in excess of the fair value of the fangible
and identifiable intangible net assets of businesses acquired and,
prior fo July 1, 2001, was amortized on a siraightline method over
20 years. Effeciive July 1, 2001, we adopted Statement of Financial
Accounting Standards Ne. 142, ‘Goodwill and Other Intangible
Assets,” pursuant fo which, goodwill and indefinite life intangible
assets are no longer amortized but are subject to annual impairment
tests. Other intangible assets with finite lives confinue to be amortized
on a straight-ine method over the periods of expected benefit. Other
intangible assets consist of customer lists and non-competition agree-
ments, principally acquired in connection with certain asset acquisi-
fions. Customer lists are being amortized on @ straightline method
over five fo ten years, and non-compeiition agreements, which gener
ally preclude the other party from competing with us in a designated
geographical area for a stated period of time, are being amortized
on a straightline method over their confractual lives which range from
thirty to one hundred and twenty months.

Reoserves for Uncollectible Accounts Recelvable

We make ongoing assumptions relating to the collectibility of our
accounts receivable, The accounts receivable amount on our balance
sheet includes o reserve for accounts that might not be paid. Such
reserve is evaluoted and adjusted on o monthly basis by examining
our historical losses and collections experience, aging of our trade
receivables, the creditworthiness of significant customers based on
ongoing evaluations, and current economic trends that might impact
the level of credit losses in the future. The composition of receivables
consists of on-time payers, “slow” payers, and atrisk receivables, such
as receivables from customers who no longer do business with us, are
bankrupt, or are out of business. While we believe that our current
reserves are adequate to cover potential credit losses, we cannot
predict future changes in the financial stability of our customers and
we cannot guarantee that our reserves will continue to be adequate.
If actual credit losses are significantly greater than the reserve we
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have established, that would increase our general and administrative
expenses and reduce our reported net income. Conversely, if actual
credit losses are significantly less than our reserve, this would eventu-
ally decrease our general and administrative expenses and increase
our reported net income.

Deferred Income Taxes

Deferred income taxes reflect the net tox effecis of net operating loss
carryforwards and temporary differences between the corrying
amounts of assefs and liabilities for financial reporting purposes and
the amounts used for income tox purpases. Our deferred tax assefs
include the benefit of net operating loss carryforwards incurred
through june 30, 2005. While we atiained profitability during fiscal
year 2004, based on the consideration of all of the available evi-
dence including the recent history of losses, management concluded
as of June 30, 2004 that it was more likely than not that the net
deferred tax assets would not be realized. Accordingly, we recorded
a valuation allowance equal to the amount of our net deferred tax
assets at that time,

However, as of June 30, 2005, after consideration of all available
positive and negative evidence, we concluded that the deferred tax
asset relating to our net operating loss carryforwards will more likely
than not be realized in the future. Thus, the entire valuation allowance
was reversed and reported as o component of the fiscal 2005
income tax provision. In considering whether or not o valuation allow-
ance was appropriate at June 30, 2005, we considered several
aspects, including, but not limited fo the following items:

* Cumulative pretax book income during the three years ended
June 30, 2005

¢ Both positive and negative evidence as fo our ability to utilize
our federal net operating loss carryforwards prior o expiration,
such as current and projected generafion of taxable income,
our position in the market place (servicing approximately 70%
of customers currently utilizing bulk CO»), existence of long-erm
customer contracts (generally for five to six years in duration],
growth opportunities and conversion of restaurants currently uti-

lizing high pressure CO; 1o beverage grade bulk CO;

Future reversals of toxable temporary differences

¢ Tax planning strategies, including the option of an alternctive
method of cepreciating assets for tax purposes

e The refinancing of our senior borrowing facilities at more favor-
able terms and condifions and the refirement of our 16.3% Senior
Subordinated Notes, lowering our cost of borrowing from
10.5% 1o 4.8%

In future years we will continue to evaluate whether or not our net
deferred tax assets will be fully realized. Should it become more likely
than not that all or a portion of the net deferred tax assets will not be
realized prior to expiration, a valuation allowance will be recorded.




Balance Sheets

(In thousands, except share amounis)

June 30, 2005 2004 *
Avoets
Current assets:
Cash and cash equivalents $ 968 $ 505
Trade accounts receivable; net of allowance for doubtful accounts of $1,850 and $2,095, respectively 8,568 6,147
Inventories 259 226
Prepaid insurance expense and deposils 1,281 2,193
Prepaid expenses and other current assets 854 685
Deferred tax assets—current portion 7,596 —
Total current assefs 19,526 Q,750
Property and equipment, nef 104,787 92,969
Other assets:
Goodwill, net 22,094 19,222
Deferred financing costs, net 402 2178
Customer lists, net 5,760 41
Non-compelition agreements, net 836 703
Deferred lease acquisition costs, net 4,429 3,458
Deferred tax assets 39,321 —
Other assets 175 181
73,017 25,783
Total assets $197,330 $128,502
Liabilities and Sharebolders” Equity
Current liabilities:
Current maturities of long-term debt $ — % 6048
Accounts payable 5178 4,579
Accrued expenses 608 483
Accrued insurance 596 430
Accrued interest 112 440
Accrued payroll 1,464 2,030
Orher current liabilities 366 343
Total current liahilities 8,324 14,353
long-ferm debt, excluding current maturities 32,000 30,962
Subordinated debt — 29163
Deferred tax liability 24,198 —
Customer deposits 3,624 3,247
Total liabilities 68,146 77,725
Commitments and contingencies
Redeemable preferred stock — 10,021
Shareholders’ equity:
Preferred stock; no par value; 5,000,000 shares authorized; issued and
outstanding O shares at June 30, 2005 and 7,500 shares at June 30, 2004 - —
Common stock; par value $.001 per share; 30,000,000 shares authorized; issued and
outsianding 15,300,305 shares at June 30, 2005 and 10,840,831 at June 30, 2004 15 11
Additional paid-in capitol 159,040 96,185
Accumulated deficit (30,113)  (55,704]
Accumulated other comprehensive income 242 264
Total shareholders' equity 129,184 40,756
$197,330 $128,502

See accompanying nofes fo financial stotements.
*Restated o canform to current year presentation.
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Statements of Operations

{in thousands, except per share amounts)

Fiscal Year Ended June 30, 2005 2004+ 2003*
Revenues:

Product sales $ 61,602 $49,000 $45,833

Fquipment rentals 35,738 30,936 28,576
Total revenues 97,340 80,836 74 409
Costs and expenses:

Cost of products sold, excluding depreciation and amortization 41,147 33,883 32,047

Cost of equipment renfals, excluding depreciation and amortization 2,522 2,345 3,513

Selling, general and administrative expenses 17,020 15,722 17,484

Depreciation and amortization 16,484 15,234 17,167

loss on asset disposal 1,332 1,242 1,650

78,505 68,426 71,861

Operating income 18,835 12,410 2,548
Loss on early extinguishment of debt 5,817 1,964 —
Unrealized loss on financial instrument ~ 177 —
Interest expense 6,985 7,947 7 A87
Income [(loss] before income taxes 6,033 2,322 (4,939)
Provision for [benefit from) income taxes (19,558) 142 —
Net income (loss) $25591 $ 2,180 $1(4,939)
Weighted average number of common and common equivalent shares outstanding

Basic 12,808 10,689 10,396

Diluted 14,295 11,822 10,396
Net income {loss} per basic share $§ 198 $ 013 $ [0.54)
Net income (loss) per diluted share $ 179 $ 012 $ (0.54)

See accompanying nofes to financial statements.
*Restated to conform to current year presentation.
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Statements of Shareholders’ Equuty

(In thousands, except shore amounts)

Accumulated
Additional Other Total
Common Stock Paid-n Accumulated  Comprehensive  Shareholders’
Shares Amount  Capital Deficit Income {Loss) Equity
Balance, June 30, 2002 8,969 050 $ 9 $ 78,584 $(52,945) $(429) $ 25219
Comprehensive {loss):
Nef (loss) - — (4,939) — 4,939
Other comprehensive income:

Interest rate swap transaction — — — — 300 300
Total comprehensive {loss) (4,639)
Redeemable preferred stock dividend — — [706] — — [706]
Issuance of 500 shares of common stock—

exercise of opfions 500 — 6 — — 6
Issuance of 1,663,846 shares of common sfock 1,663,846 2 15,054 — — 15,056
Balance, June 30, 2003 10,633,405 11 92,938 (57,884) (129} 34,936
Comprehensive income:

Net income — — — 2,180 — 2,180

Other comprehensive income:

Inferest rate swap transaction, including

reclassification adjustment of $86 — — — — 393 393
Tetal comprehensive income 2,573
Redeemable preferred stock dividend — — [763) — — [763)
Issuance of 425,000 warrants to purchase

shares of common stock — — 1,573 — — 1,573
Extension of 665,403 warrants 1o purchase

shares of common stock — — 760 — — 760
fssuance of 107,331 shares of common stock—

exercise of warrants 107,331 — 675 — — 675
Issuance of 100,095 shares of common stock—

exercise of options 100,095 — 1,002 — — 1,002
Balance, june 30, 2004 10,840,831 11 Q6,185 {55,704) 264 40,756
Comprehensive income:

Net income — — — 25,591 — 25,591

Cther comprehensive {loss):

Interest rate swap transaction — — — — (22) (22)
Total comprehensive income 25,56%
Conversion of 5,000 shares of Redeemable

Preferred Stock 754,982 1 7,006 — — 7,007
Conversion of 2,500 shares of Redeemable

Preferred Stock 247,420 — 3,196 — — 3,196
Issuance of 953,285 shares of common stock—

exercise of warrants 953,285 ] 742 — — 743
lssuance of 462,674 shares of common stock—

exercise of options 462,674 — 3,500 — — 3,500
Tox effect of disqualifying dispositions—

exercise of opfions — — 3,080 — — 3,080
lssuance of 2,041,713 shares of common stock 2,041,713 2 45513 — — 45515
Redeemable preferred stock dividend — — (182) — — [182)
Balance, June 30, 2005 15,300,905 $15 $159,040 $(30,113) $ 242 $129,184

See accompanying notes to financial statements.
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Statementys of Cash Flows

(In thousands)

Years Ended June 30, 2005 2004* 2003~
Cash flows from operating activities:
Net income (loss} $25591 $ 2,180 $ (4,939
Adijustments to reconcile net income {loss) to net cash provided by operating activities:
Depreciation and amortization of property and equipment 13,751 13,255 13,836
Amortization of other assets 2,733 1,979 3,331
Amortization of original issue discount 318 406 210
Paid-in-kind interest 1,014 1,107 —
loss on asset disposal 1,332 1,242 1,650
loss on early extinguishment of debr 5,817 1,964 —
Change in net deferred tax asset (19,638) — —
Unrealized loss on financial instrument — 177 —
Changes in operating assets and liabilities:
Decrease (increase) in:
Trade accounts receivable (2,427) 76 Q54
Inventories (33) (16) 25
Prepcid insurance expense and deposits 912 (1,119) (460)
Prepaid expenses and other current assets (191) [188) 821
Increase |decrease) in:
Accounts payable 599 483 743
Accrued expenses 201 229 (855)
Accrued insurance 166 {155) —
Accrued payrol (566) 381 203
Accrued interest (328) (413) (198)
Other current liakilities 23 13 {42)
Customer deposils 377 56 547
Net cash provided by operating activities 29,651 21,657 15,826
Cash flows from investing activities:
Proceeds from disposal of property and equipment — i 19
Purchase of property and equipment (19,371)  (14,962] (12,752
Increase in non-competition agreements - — (160
Increase in deferred lease acquisition costs (2,244) (1,624] (1,125]
Acquisition of businesses (17,172) — —
Decrease (increase) in cther assets 6 (10) 127
Nef cash used in investing activifies $(38,781) $(16,595) $(13,891)
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St[l[fmgﬂ[d Uf C(ld/? F [()WJ (continued)

{in thousands)
Years Ended June 30, 2005 2004+ 2003*
Cash flows from financing activities:
Net proceeds from issuance of long-erm debt and subordinated debt and warrants $59350 $74150 % —
Repayment of long-ferm debt and subordinated debt (98,281) (78,094) (17,340)
Proceeds from issuance of common sfock 46,632 — 16,222
[ssuance costs—common stock (1,117} — (1,168}
Increase in deferred financing costs (1,234) (2,745) [762)
Exercise of opfions and warranis 4,243 1,677 '}
Net cash provided by [used in} financing activities 9,593 (5,012} (3,042)
Increase (decrease) in cash and cash equivalents 463 50 (1,107}
Cash and cash equivalents, beginning of year 505 455 1,562
Cash and cash equivalents, end of year $ 968 $ 505 $ 455
Supplemental disclosure of cash flow information:
Cash paid during the year for:
Interest $ 5981 $ 6760 $ 7475
Income taxes $ 125 % 80 % —

Supplemenial disclosure of non-cash investing and financing activifies:

In 2005, 2004 and 2003, the Company increased the carrying amount of the redeemable preferred stock by $182, $763 and $706, respec-
tively, for dividends that were not paid and accordingly reduced additional paid-in capital by a like amounl.

See accompanying noles o financial siatements.
*Restated to conform to current year presentation.
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Noted to Financial Statements

{In thousands, except per share amounts]

Note 1~Description of Business and Summary of
Significant Accounting Policies

{a) Description of Business

NuCOs; Inc. (the "Compary’} is a supplier of bulk CO; dispensing
systems fo customers in the focd, beverage, lodging and recrectional
industries in the United States.

(b} Cash and Cash Equivalents

The Company considers all highly liquid debt instruments purchased
with an original maturity of three months or less to be cash equivalents.
The Company maintains cash balances with a financial institution in
an amount that exceeds the federal government deposit insurance.

{c) Inventories

Inventories, consisting primarily of carbon dioxide gas, are stated
af the lower of cost or market. Cost is determined by the first-in,
first-out method.

(d) Property and Equipment

Property and equipment is stafed at cost. The Company does not
depreciate bulk systems held for installation until the systems are in
service and leased to customers. Upon installation, the systems, com-
ponent parts and direct costs associated with the installation are
transferred fo the leased equipment account. These direct cosfs are
associated with successful placements of such systems with customers
under non-cancelable confracts and which would not be incurred by
the Company but for a successful placement. Upon early service ter
mination, the unamortized portion of direct costs associated wilh the
installation are expensed. Depreciation and amortization are com-
puled using the straightline method over the estimated useful lives of
the respective assets or the lease terms for leasehold improvements,
whichever is shorter.

The depreciable lives of property and equipment are as follows:
Estimated Life

leased equipment 5-20 vears
Equipment and cylinders 3-20 years
Vehicles 3-5 years
Computer equipment 3-7 years
Office furniture and fixtures 5-7 years
leasehold improvements lease term

(e} Goodwill and Other Intangible Assets

Goodwill, net of accumulated amortization of $5,006, represents the
cost in excess of the fair value of the tangible and identifiable intan-
gible net assets of businesses acquired and, prior fo July 1, 2001, was
amortized on a straightline method over 20 years. Effective July 1,
2001, the Company adopted Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Infangible Assefs,” pursuant
fo which, goodwill and indefinite life intongible assets are no longer
amortized but are subject to annual impairment tests. Other intangible
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assefs with finite lives confinue fo be omortized on a siraightline
method over the periods of expected benefit. The Company's other
intangible assets consist of customer lists and non-competition
agreements, principally acquired in 1995 through 1998 and during
2005 in connection with certain asset accuisitions. Customer lists are
being amortized on o straightline method over five to ten years, and
non-competition agreements, which generclly preclude the other party
from competing with the Company in @ designated geographical
area for a siated period of time, are being amortized on a straight
line mathod over their coniractual lives which range from thirty to one
hundred and twenty months. Non-competition agreements also
include an agreement entered info in January 2001, for $480, with
the Company’s former Chief Executive Officer and Chairman of the
Board of Directors, precluding this former officer from competing with
the Company for a period of five years.

(f] Impairment of long-Lived Assets

longlived assets, other than goodwill, consist of property and equip-
ment, customer lists, and non-competition agreements. Long-lived
assets being refained for use by the Company are tested for recover-
ability whenever events or changes in circumstances indicate that
their carrying values may not be recoverable by comparing the carry-
ing value of the cssefs with the estimated future undiscounied cash
fows that are directly associated with and that are expected 1o arise
as a direct result of the use and eventual disposition of the asset.
Impairment losses are recognized only if the carrying amount of @
long-lived asset is nof recoverable and exceeds the assef’s fair value.
The impairment loss would be calculated as the difference between
asset carrying values and the fair value of the asset with fair value
generally estimated based on the present value of the estimated future
net cash flows,

longlived assets to be disposed of by abandonment continue to
e classified as held and used until they cease to be used. If the
Company commits to a plan to abanden a long-lived asset before
the end of its previously estimated useful life, depreciafion estimates
are revised 1o reflect the use of the asset over its shortened useful life.
long-lived assets fo be disposed of by sale that mest certain criteria
ore classified as held for sale and are reported at the lower of their
carrying amounts or fair values less cost fo sell.

{g) Deferred Financing Cost, Net

Financing costs are amortized on a straightline methad over the term
of the related indebtedness. Accumulated amortization of financing
costs was $14 and $566 ot June 30, 2005 and 2004, respectively.

(h} Deferred lease Acquisition Costs, Net

Deferred lease acquisition costs, nel, consist of commissions assock-
ated with the acquisition of new leases and are being amortized over
the life of the related leases, generally five to six years on a straight-
line method. Accumulated amertization of deferred lease acquisition



costs was $6,826 and $6,079 at June 30, 2005 and 2004, respec-
tively. Upon early service termination, the unamortized porfion of
deferred lease acquisifion costs are expensed as a component of
operating expenses.

(i) Revenue Recognition

The Company earns its revenues from the leasing of CO» systems
and related gas sales. The Company, os lessor, recognizes revenue
trom leasing of CO- systems over the life of the related leases. The
majority of CO; system agreements generally include payments for
leasing of equipment and a confinuous supply of CO, unlil usage
reaches o pre-determined maximum annual level, beyond which the
customer pays for CO; on a per pound basis. Other CO, ond gas
sales are recorded upon delivery to the cusfomer.

On July 1, 2003, the Company adopted EITF 00-21. EITF 0021
addresses certain aspects of the accounting by a vendor for arrange-
ments under which the vendor will perform multiple revenue generat-
ing activities. The Company’s bulk CO, budget plan agreements
provide for a fixed monthly payment to cover the use of a bulk CO;
system and a predetermined maximum quantity of CO4. As of June 30,
2005, approximately 65,000 of the Company's cusiomer locations
utilized this plan. Prior 1o July 1, 2003, the Company, cs lessor, rec-
ognized revenue from leasing CO; systems under its budget plan
agreements on o straightline basis over the life of the related leases.
The Company developed a methodology for the purpose of separat
ing the aggregate revenue stream between the rental of the equipment
and the scle of the CO,. Effective July 1, 2003, revenue attributable
to the lease of equipment, including equipment leased under the bud-
get plan, is recorded on @ straight-line basis over the term of the lease
and revenue attributable to the supply of CO, and other gases,
including CO; provided under the budget plan, is recorded upon
delivery to the customer.

The Company elected to apply EITF 0021 refrooctively fo all budget
plan agreements in existence as of July 1, 2003. Based on the Com-
pany's analysis, the aggregate amount of CO» actually delivered
under budget plans during the quarter ended June 30, 2003 was not
materially different than the corresponding portion of the fixed charges
attributable to CO,. Accordingly, the Company believes that the
cumulative effect of the adoption of EITF Q0-21 as of July 1, 2003
was not significant.

Under the budget plan, each customer has a maximum CO; allow-
ance that is measured and reset on the contract anniversary date. At
that dote, it is appropriofe to record revenue for contract billings in
excess of actual deliveries of CO». Because of the large number of
cusiomers under the budget plan and the fact that the anniversary
dates for determining maximum quantities are spread throughout the
year, the Company’s methodology necessarily involves the use of
estimates and assumptions to separate the aggregate revenue stream
derived from equipment rentals to budget plan customers, and also 1o

approximate the recognition of revenue from CO; sales to budget
plan customers upon delivery. The Company believes that the adop-
tion of EITF 0021 has the most impact on the recognition of revenue
on a quarterly basis as CO; usage Huctuates during e fiscal year
based on factors such as weather, and fraditional summer and holi-
day periods. Solely for comparalive purposes, the Company has
separated equipment renials and CO; sales in the statements of oper
afions for the year ended June 30, 2003; however, the aggregate
revenue derived from budget plan agreements for those periods is
recognized on a straightline basis. The Company believes that if the
guidance of E[TF 00-21 had been applied wetroactively, the effect on
fotal revenues and net loss for that period would be immaierial as the
impact of applying EITF 0021 over a twelve-month period is insignifi-
cant as seasonal variations are largely eliminated and CO; allowances
under budget plon agreements ore measured and reset annually.

(i) Income Taxes

Income taxes are accounted for under Financial Accounting Standards
Board Statement No. 109, "Accouniing for Income Taxes.” Statement
No. 109 requires recognition of deferred tax assefs and liabilities for
the expected future tax consequences of events that have been
included in the financial stafements or tax returns. Under this method,
deferred tax assefs and liabiliies are determined based on the differ
ence befween the financial stalement and fax bases of assefs and
fiabilities using enacted tax rates in effect for the year in which the
differences are expected lo reverse. Under Statement No. 109, the
effect on deferred tax assets and liabiliies of a change in tox rates is
recognized in income in the period thot includes the enactment date.

(k] Net Income (Loss] Per Common Share

Net income {loss) per common share is presented in accordance with
SFAS No. 128, “Eamings Per Share.” Basic earnings per common
share is computed usin g the weighted average number of common
shares outsianding during the period. Diluted eamings per common share
incarporate the incremental shares issuable upon the assumed
exercise of stock options and warrants to the extent they are not
antidilutive.

(I} Use of Estimates

The preparation of financial statfements in conformity with generally
accepled accounting principles requires management to make esti-
mates and assumptions that affect the reported amounts of assets and
liabiliies and disclosure of confingent assets and liobilities of the date
of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Estimates used when account-
ing for items such as allowances for doubtful accounts, depreciation
and amortization periods, valuation of long lived assets and income
taxes are regarded by management as being particularly significant.
These estimates and assumptions ore evaluated on an ongoing basis
and may require adjusiment in the near lerm. Actual resulis could dif-
fer from those estimates.
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Notes to Financial Statements ontined)

{In thousands, except per share amounts)

(m) Employee Benefit Plan

On June 1, 1996, the Company adopted a deferred compensation
plan under Section 4011k) of the Internal Revenue Code, which cov-
ers all eligible employees. Under the provisions of the plan, eligible
employees may defer a perceniage of their compensation subject to
the internal Revenue Service limits. Coniributions to the plan are made
by employees and maiched af the Company's discretion, up fo a
maximum of 1% of employee’s wages. For the years ended June 30,
2005, 2004 and 2003, the Company contributed $94, $0 and
$0, respectively.

(n) Stock-Based Compensation

At June 30, 2005, the Company had two stock-based compensation
plans which are more fully described in Note 8. The Company
accounts for these plans under the recognition and measurement
principles of APB Opinion No. 25, "Accouniing for Stock Issued o
Employees,” and related interpretations. No stock-based compensa-
tion cost is reflected in net income {loss), as all options granted under
these plans had an exercise price equcl to the market value of the
underlying common stock on the date of grant. The following table
illustrates the effect on nef income (loss) and earnings (loss) per share
if the Company had applied the fair value recognition provisions of
SFAS No. 123, “Accounting for Stock-Based Compensation,” to stock-
based compensation.

Fiscal Years Ended June 30, 2005 2004 2003
Net income {loss), as reported $25,591 $2.180 $(4,939)
less:
Stock-based compensation—
fair value measurement (2,287) (1,272) {1,085)
Net income {loss], pro forma 23,304 Q08 16,024)

Preferred stock dividends (182) [763) (706)

Net income {loss) available to

common shareholders pro forma $23,122 $ 145 $(6,730)
Basic earnings (loss)

per share—reporied $ 1.98 $ 013 $ 10.54)
Basic earnings (loss)

per share—pro forma $ 181 $ 007 $ 0.64]
Diluted earnings [loss}

per share—reported $ 1.79 $ 012 $ 10.54)
Diluted earnings (loss)

per share—pro forma $ 1.63 $ 0.0 $ (0.64)

Expected volatility 30%-32% 28%-40% 40%
Risk-free interest rate 3.6%-3.7% 2.6%-3.2% 3.7%-4.8%
Expected dividend vield 0% 0% 0%
Expected lives 3—4d years 3~4vyears 1-5 years

In December 2004, the FASB revised SFAS No. 123, "Accounting for
Stock-Based Compensation” through the issuance of SFAS 123-R,
"Share-Based Payments” {"SFAS 123-R"). SFAS 123-R supersedes
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APB 25 and its related implementation guidance. SFAS 123-R requires
all share-based payments to employees, including grants of employee
stock opfions, to be recognized in the siatement of operations based
on their fair value and vesting schedule. However, SFAS 123-R does
not change the accounting guidance for share-based payment trans-
actions with parties other than employees provided in SFAS 123 as
originally issued and EITF lssue No. 96-18, “Accounting for Equity
Instruments That Are Issued fo Other Than Employees for Acquiring, or
in Conjunction with Selling, Goods or Services.” The Company will
adopf SFAS 123-R effective with the fiscal quarter beginning July 1,
2005, af which time pro forma disclosure of net income and eamings
per share, as provided, will no longer be an alternative o recognition
in the statement of operations.

[o] Vendor Rebates

Pursuant to EITF 02-16, "Accounting by a Customer {(Including o
Reseller} for Certain Consideration Received from o Vendor,” the
Company recognizes rebates received from its suppliers of bulk CO,
tanks as a reduction of capitalizable cost. The Company received
rebates of $886, $548 and $393 during the fiscal years ended
June 30, 2005, 2004 ond 2003, respectively.

[p) Trade Receivables and Allowance for Doubtful Accounts

The Company invoices its customers on a monthly basis, with pay-
ment due within 30 days of the invoice date. The Company does not
provide discounts for early payment.

In conjunction with its trade receivables, the Company hos established
o reserve for accounts that might not be collectible. Such reserve is
evaluated and adjusted on a monthly basis by examining the Com-
pany’s historical losses, aging of its trode receivables, the credit
worthiness of significant customers based on ongoing evaluations,
and current economic trends that might impact the level of credit
losses in the future. The composition of receivables consists of on-time
pavers, ‘slow” payers, and atrisk receivables, such os receivables
from customers who no longer do business with the Company, are
bankrupt, or are out of business.

(q) Recent Accounting Pronouncements

In April 2002, the Financial Accounting Standards Board (“FASB')
issued SFAS No. 145, “Rescission of FASB Statements No. 4, 44,
and &4, Amendment of FASB Statement No. 13, and Technical
Corrections” {"SFAS 145"). Among other things, SFAS 145 rescinds
the pravisions of SFAS No. 4 that require companies to classify cer
tain gains and losses from debt extinguishments as extraordinary
items. The provisions of SFAS 145 reloted to clossification of debt
extinguishments are effective for fiscal years beginning after May 15,
2002. Cains and losses from extinguishment of debt will be classi-
fied as extraordinary items only if they meet the criteria in APB Opin-
ion No. 30 [“APB 30"); otherwise such losses will be classified as a
component of continuing operations. The Company adopted SFAS
145 during the quarter ended September 30, 2002.

!—Q



In December 2002, the FASB issued SFAS No. 148, "Accounting for
Stock-Based Compensation—Transition and Disclosure” {"SFAS 148").
SFAS 148 omends SFAS No. 123, "Accouniing for Stock-Bosed Com-
pensation” |“SFAS 123), to provide alternative methods of transition
for & voluntary change 1o the fair value based method of occounting
for stock-based employee compensation. In addition, SFAS 148
amends the disclosure requirements of SFAS 123 to require prominent
disclosure in both annual and interim financial statements about the
method of accounting for sfockbased employee compensation and
the effect of the method used on the reported resulls. The provisions
of SFAS 148 are effective for financial siatements for fiscal years end-
ing affer December 15, 2002. The adoption of SFAS 148 had no
impact on the Company's financial position, results of operations or
cash flows for the periods presented.

in April 2003, the FASB issued SFAS No. 149, “Amendment of State-
meni 133 on Derivative Instruments and Hedging Activifies” ["SFAS
149"). SFAS 149 omends and clarifies financial accounting and
reporting for derivative instruments, including certain derivalive instru-
ments embedded in other contracts {collectively referred to as derivar
fives] and for hedging activities under SFAS No. 133. SFAS 149 is
effective for contracts entered into or modified after june 30, 2003,
and designoted hedges after June 30, 2003, except for those provi-
sions of SFAS 149 which relate to SFAS No. 133 implementation
issues that have been effective for fiscal quarters that began prior to
June 15, 2003, For those issues, the provisions that are currently in
effect should continue fo be applied in accordance with their respec-
tive effective dates. In addition, certain provisions of SFAS 149, which
relate to forward purchases or sales of when-issued securities or other
securities that do not yet exisi, should be applied fo both existing
contracts and new confracts entered into ofter June 30, 2003. The
adoption of SFAS 149 had no material impact on the Company's
financial position, results of operations or cash flows,

Note 2 ~Property and Equipment, Net

Property and equipment, net consists of the following:

As of June 30, 2005 2004
leased equipment $156,160 $137,124
Equipment and cylinders 19,585 17,707
Tanks held for installation 5,498 4,557
Vehicles 1,044 285
Computer equipment and software 5,103 4,407
Office fumiture and fixtures 1,671 1,658
teasehold improvements 1,978 1,963
191,439 167,695
less accumuloted depreciation and amortization 86,652 74,726
$104,787 § 92,969

Included in leased equipment is capitalized component parts and
direct costs associated with installation of equipment leased to others
of $46,812 and $41,485 at June 30, 2005 and 2004, respectively.
Accumulated depreciation and amortization of these costs was
$28922 ond $25,450 of June 30, 2005 and 2004, respectively.
Upon early service termination, the Company writes off the remain-
ing net book value of direct cosfs associated with the installation
of equipment.

Depreciation and amertization of property and equipment was
$13,751, $13,255 and $13,834 for the years ended June 30, 2005,
2004 and 2003, respectively.

Note 3 —Acquisitions

On October 1, 2004, the Company purchased the bulk CO; bever
age carbenation business of privately owned Pain Enterprises, Inc., of
Bloomington, Indiana {"Pain”), for total cash considerction of $15.7
million. The Company acquired approximately 9,000 net customer
accounts, including 6,300 tanks in service, vehicles, parts, and sup-
plies. The acquisition of Pain Enterprises’ bulk CO, beverage carbon-
ation business, which operated in 12 Midwestern and Southeastern
states: Florida, Ceorgla, lllinois, Indiana, lowa, Kentucky, Michigan,
Missouri, Minnesota, Ohio, Tennessee and Wisconsin, provides fur-
ther penetration and increased operating efficiencies in markets in
which the Company operates.

The purchase price was dllocated between tangible assefs, intangi-
ble assets, and goodwill as follows: $6.7 million for tangible assets,
$6.2 million for intangible assets and $2.8 million for goodwill. Tan-
gible assets are being deprecicied over o weighted average life of
10 years, while intangible assets, excluding goodwill, are being
amortized over a weighted average life of eight years.

Goodwill was recorded as the purchase price of the acquisition
exceeded the fair market value of the fangible and infangible assets
acquired and is a direct result of synergies arising from the trans-
action. Both the purchase price allocation and the useful lives of
purchased tangible and intangible assets were derived with the ossis-
tance of an independent valuation consuliant and ofther independent
sources as appropriate.

In conjunction with this transaction, the Senior Credit Facility was
amended to, omong other things, increase the B Term loan from
$10.0 million to $23.0 million and to medify certain covenants.

In addifion, on June 30, 2005, the Company acquired approximaiely
1.200 customer accounts and 1,000 bulk CO; tanks, most of which
were in service from Coca-Cola Enterprises, Inc. {"CCE’} for approxi-
mately $1.4 million. Subject to completion of an analysis of the
purchase price allocation and useful lives of tangible and intangible
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assets by September 30, 2005, the purchase price is being allocated
between tangible and intangible assets: $1.0 million for tangible
assefs, and $0.4 million for customer lists. Tangible assets are being
depreciated over a weighted average life of 12 years, while intangi-
ble assets are being amortized over a weighted average life of
8.5 years.

The results of operations for the Pain acquisition are included in the
statements of operations for the period of October 1, 2004 through
June 30, 2005. However, the following unaudited pro forma results
of operations have been prepared assuming the acquisitions
described above had occurred as of the beginning of the periods
presented in the Company's historical financial statements, including
adjustments to the financial statements for additional depreciation of
tangible assets, amortization of intangible assets, and increased inter-
est on borrowings to finance the acquisitions. The unaudited pro
forma operating results are not necessarily indicative of operaiing
results that would have occurred had these acquisitions been consum-
mated os of the beginning of the periods presented, or of future oper-
ating results. In cerfain cases, the operating results for periods prior to
the acquisitions are based on [a) unaudited financial data provided
by the seller or {b} an esfimate of revenues, cost of revenues and,/or
selling, general and administrative expenses based on information
provided by the seller or otherwise available o the Company. Inas-
much as the Company accuired customer accounts, fanks af customer
sites and other assets related to the beverage carbonation business of
Pain, certain operational and support costs provided for by the seller
are not applicable to the Company's cost of servicing these customers
and were therefore eliminated; however, the Company incurred
approximately $500 in non-recurring costs during the integration phase
of Pain acquisition that are included in the unaudited pro forma resulis
presented below. Integration costs associated with CCE were minimal.

Unaudited Pro Forma:

For the Year Ended June 30, 2005 2004 2003
Total revenues $100,863 $91,623 $85,196
Operating income 20,135 15,784 5,022
Net income 26,594 4,555 [2,564)
Preferred stock dividends (182) (763) [706)
Net income available o

common shareholders $ 26412 §$ 3,792 §$ (3,270}
Bosic income per share $ 206 $ 035 $ (0.31

Diluted income per share $ 1.86 $ 032 $ (037}
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Note 4—Goodwill and Other Intangible Assets

The Company adopted SFAS 142 as of July 1, 2003, sesulting in no
goodwill amortization expense for the years ended June 30, 2005,
2004 and 2003. Goodwill and indefinite life intangible assets are
no longer amortized buf are subject to annual impairment tests. The

Company determined that there was no impairment of goodwill dur-
ing 2005, 2004 and 2003.

information regarding the Company’s gocdwill and other intangible
assets is as follows:

Accumulated  Net Book
Cost Amortization Value
As of June 30, 2005:
Goodwill $ 27,099 $5,006 $ 22,094
Non-competition agreements 2,865 2,029 836
Customer lists 6,347 587 5,760
$ 36,311 $7,622 $ 28,690
As of June 30, 2004:
Goodwill $24,228 $5,006 $10,222
Non-competition agreements 2,315 1,612 703
Customer lists 627 21 41
$26,605 $6,639 $19,266

Changes in goodwill are summarized as follows:

Year Ended June 30, Beginning  Additons  Disposals  Ending

2003 $24,228 — — $24,228
2004 $24,228 — — $24,228
2005 $24,228 $2,871 — $27,099

Amortization expense for other intangible assets was $986, $291
and $552 for the years ended June 30, 2005, 2004 and 2003,
respectively.

Estimated omortization expense for each of the next five years is
$1171, $1,085, $818, $754 and $495 for fiscal years ending
June 30, 2006, 2007, 2008, 2009 and 2010, respectivaly.

Note 5 —Leases

The Company leases equipment to its customers generally pursuant to
five-year or sixyear non-cancelable operating leases which expire on
varying dates through June 2011, At June 30, 2005, future minimum
payments due from customers include, where applicable, amounts for
a continuous supply of CO, under the budget plan, which provides




bundled pricing for tank rental and CO,. The revenue siream has
been segregated in conformity with EITF 0021 belween the esti-
mated rental of equipment and the sale of CO,. The following table
presents the separate revenue streams affributable to the lease of the
equipment and the sale of the CO;:

Year Ended June 30, Equipment COs

2006 $ 30,965 §$18,883
2007 25,120 15,318
2008 19,489 11,884
2009 14,435 8,803
2010 8,956 5,461
Thereafter 3,256 1,986
$102,221  $62,335
Note 6 —Long-Term Debt
long-term debt consists of the following:
As of June 30, 2005 2004
Notes payable to banks under credit focility.
Drawings at June 30, 2005 and 2004
are at a weighted average interest rate
of 4.8% and 6.4%, respectively. $32,000 $36,800
Cther note payable - 210
32,000 37,010
less current maturities of longerm debt -~ 6,048
long-term debt, excluding current maturities $32,000 $30,962

Previous Facilities

In September 2001, the Company entered info a $60.0 million sec-
ond amended and restated revolving credit facility with a syndicate
of banks ["Amended Credit Facility'].

Prior to June 30, 2002, the Amended Credit Facility was amended fo
adjust certain financial covenanis for the quarter ended March 31,
2002 ond prospectively, and non-compliance with the minimum
EBITDA covenant for the three months ended March 31, 2002 was
waived. As of June 30, 2002, the Company was not in compliance
with certain of its financial covenants. On September 27, 2002, the
Amended Credit Facility wos amended 1o adjust certain financial
covenants for the quarter ended June 30, 2002, and prospectively,
and the maturity of the Amended Credit Facility was extended to
November 17, 2003. As of Seplember 30, 2002, the Company was
in compliance with all of the financial covenants under the Amended
Credit Facility. On February 7, 2003, the Amended Credit Facility was
amended to adjust certain financial covenanis for the quarter ended
December 31, 2002 and prospectively, non-compliance with the
minimum EBITDA covenant for the three months ended December 31,
2002 was waived, the maturity of the Amended Credit Facility was
extended to April 29, 2004, and the Amended Credit Facility was
reduced to $45.0 million. As of March 31, 2003 and June 30,
2003, the Company was in compliance with alt of the financial cov-
enants under the Amended Credit Facility.

On August 25, 2003, the Company terminated the Amended Credit
Facility and entered into a $50.0 million senior credit facility with @
syndicate of banks (the "Senior Credit Facility’]. The Senior Credit
Facility initially consisted of a $30.0 million A term loan facility (the
‘A Term loan”}, a $10.0 million B term loan facility (the "B Term
loan’}, and @ $10.0 million revolving loan facility {the “Revolving
Lloan Facility"}). On Ociober 1, 2004, the Senior Credit Facility was
amended to, among other things, increase the B Term lean to $230
million and to medify cerfain financial covenants. The Senior Credit
Facility was colloteralized by all of the Company’s assets. Addition-

ally, the Company was precluded from declaring or paying any
cash dividends.

The Company was entitled fo select either Eurodollar Loans (as defined) or Base Rate Loans (as defined), plus applicable margin, for principal
borrowings under the Senior Credit Facility. Applicable margin was determined by o pricing grid based on the Company’s Consclidated Total

leverage Ratio (as defined) as follows:

A Term loans

Consolidated Total Maintained as

B Term loans
Maintained as

B Term loans
Maintained as

A Term loans
Maintained as

Revolving Lloans
Maintained as

Revolving loans
Maintained as

level leverage Ratio Base Rate loans  Base Rate loans  Base Rate loans  Eurodollar loans  Eurodollar loans  Eurodallar Loans
] less than 2.50:1.00 2.50% 2.75% 2.50% 3.50% 3.75% 3.50%
2 Greater than or
equal fo 2.50:1.00
but less than 3.00:1.00 2.75% 3.00% 2.75% 3.75% 4.00% 3.75%
3 Greater than or
equal to 3.00:1.00 3.00% 3.25% 3.00% 4.00% 4.25% 4.00%
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The Company was also required to meet certain offirmative and neg-
afive covenants, including but not limited 1o financial covenanis. The
Company was required fo assess compliance with these financial
covenants under the Senior Credit Facility on a quarterly basis. These
financial covenants were based on o measure that is not consistent
with accounting principles generally accepted in the United States of
America. Such measure was EBITDA {(as defined), which represents
earnings before inferest, toxes, depreciation and amortization, os fur
ther modified by certain defined adjusiments. The failure to meet these
covenants, absent a waiver or amendment, would have placed the
Company in default and cause the debt outstanding under the Senior
Credit Facility fo immediately become due and payable. The Com-
pany was in compliance with all covenants under the Senior Credit
Facility as of September 30, 2003 and all subsequent quarters up 1o
and including March 31, 2005.

In connection with the termination of the Amended Credit Facility, dur
ing the first quarter of fiscal 2004, the Company recognized a loss
of $0.9 million from the write-off of unamortized financing costs asso-
ciated with the Amended Credit Facility and recorded $2.2 million in
financing costs associated with the Senior Credit Facility. Such costs
are being amortized over the life of the Senior Credit Facility.

Current Facility

On May 27, 2005, the Company terminated the Senior Credit Facil-
ity and entered into a $60.0 million revolving credit facility with Bank
of America, N.A. lthe "2005 Credit Facility”], maturing May 27,
2010. The Company is entiled to select either Base Rate Loans las
defined) or Eurodollar Rate Loans {as defined), plus applicable margin,
for principal borrowings under the 2005 Credit Facility. Applicable
margin is determined by a pricing grid based on the Company's
Consolidated leverage Ratio (as defined) as follows:

Pricing Consolidcted Eurodollar Rate | Base Rate
level leverage Ratio loans loans
[ Greater than or equal to 2.250% 0.750%
2.50x
I Less than 2.50x but greater 2.000% 0.500%
than or equal to 2.00x
11 Less than 2.00x but greater 1.750% 0.250%
than or equal to 1.50x
v Less than 1.50x but greater 1.500% 0.000%
than or equal to 0.50x%
% Less than 0.50x 1.250% 0.000%

Interest is payable periodically on borrowings under the 2005 Credit
Facility. The 2005 Credit Facility is uncollateralized.

The Company is required to meet ceriain affirmative and negative
covenants, including financial covenants. The Company is required to
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assess our compliance with these financial covenants under the 2005
Credit Facility on o quarterly basis. These financiol covenants are
based on a measure that is not consistent with accounting principles
generally accepted in the United Stafes of America. Such measure is
EBITDA las defined}, which represents eamnings before inferest, taxes,
depreciation and amortization, as further modified by certain defined
adjustments. The failure to meet these covenants, absent a waiver or
amendment, would place the Compaony in defoult and cause the
debt outstanding under the 2005 Credit Agreement fo immediately
become due and payable. As of June 30, 2005, the Company was
in compliance with all covenants under the 2005 Credit Facility.

In connection with the termination of the Senior Credit Facility, during
the fourth quarter of fiscal 2005, the Company recognized a loss of
$1.7 million from the write-off of unamortized financing costs assock-
ated with the Senior Credit Facility and recorded $0.4 million in
financing costs ossociated with the 2005 Credit Facility. Such costs
are being amoriized aver the life of the 2005 Credit Facility.

As of June 30, 2005, a total of $32.0 million was outstanding pursu-
ant fo the 2005 Credit Facllity, due in full in May 2010, with o
weighted average interest rate of 4.8% per annum.

Hedging Activities

Effective July 1, 2000, the Company adopted SFAS No. 133,
"Accounting for Derivative Insirumenis and Hedging Activities,” as
amended, which, among other things, establishes accounting and
reporting standards for derivative instruments, including certain deriva-
tive insfruments embedded in other coniracts and for hedging activities.
All derivatives, whether designated in hedging relationships or nof,
are required to be recorded on the balance sheet at fair value. For o
derivative designated os a cash flow hedge, the effective portions of
changes in the fair value of the derivative are recorded in other com-
prehensive income and are recognized in the income statement when
the hedged item offects eamings. Ineffective portions of changes in
the fair value of cash flow hedges are recognized in eamings.

The Company uses derivative insiruments to manage exposure o
interest rate risks. The Company's objectives for holding derivaiives
are to minimize the risks using the most effective methods to eliminate
or reduce the impact of this exposure. Prior fo August 25, 2003, the
Company was a party to an inferest rate swap agreement {the “Prior
Swap'} with a notional amount of $12.5 million and a termination
date of September 28, 2003. Under the Prior Swap, the Company
paid a fixed inferest rate of 5.23% per annum and received a LIBOR-
based floating rate. In conjunction with the termination of the Prior
Swap prior fo maturity, the Company paid $86, which represented
the fair value of the swap liability. The $86 was reclassified from
other comprehensive income and recognized as a component of the
loss on early extinguishment of debt.



The Prior Swap, which was designated as o cash flow hedge, was
deemed to be a highly effective transaction, and accordingly the loss
on the derivative instrument was reporied as a component of other
comprahensive income (loss). Prior to termination of the Prior Swap in
August 2003, the Company recorded $43, net of the reclassification
adjusiment of $86, representing the change in fair value of the Prior
Swap, as other comprehensive income.

In order to reduce the Company's exposure to increases in Eurcdollar
rafes, and consequently fo increases in interest payments, the Com-
pany enfered info an inferest rate swap transaction [the "Swap’) on
October 2, 2003, in the amount of $20.0 million {“Notional Amount”)
with an effective date of March 15, 2004 and @ maiurity date of
September 15, 2005. Pursuant 1o the Swap, the Company pays @
fixed interest rate of 2.12% per annum and receives a Eurcdollar-
based floating rate. The effect of the Swap is fo neutralize any changes
in Eurodollar rates on the Nofional Amount. As the Swap was not
effective until March 15, 2004 and no cash flows were exchanged
prior o that date, the Swap did not meet the requirements to be des-
ignated as o cash flow hedge. As such, an unreclized loss of $177
was recognized in the Company's results of operations for the fiscal
year ended June 30, 2004, reflecting the change in fair value of the
Swop kom inception to the effective date. As of March 15, 2004,
the Swap mel the requirements to be designated as a cash flow
hedge and is deemed o highly effective fransaction. Accordingly, the
Company recorded $264 representing the change in fair value of the
Swap from March 15, 2004 through June 30, 2004, as other com-
orehensive income. During fiscal 2003, the fair value of the Swap
decreased by $22 to $65.

Note 7—Subordinated Debt

In Ociober 1997, the Company issued $30.0 million of its 12%
Senior Subordinated Promissory Notes (the “1997 Notes”] with inter-
est only payable semi-annually on April 30 and October 31, due
October 31, 2004. The 1997 Notes were sold with detachable
seven-year warranis fo purchose an aggregate of 635,738 shares of
common stock at an exercise price of $16.40 per share. At the date
of issuance, in occordance with APB 14, “Accounting for Convertible
Debt and Debi Issued with Purchase Warrants,” the Company allo-
cated proceeds of $29.7 million 1o the debt and $0.3 million to
warrants, with the resulfing discount on the debt referred to as the
original issue discount. Prior to August 25, 2003, the original issue
discount was being amortized as interest expense over the life of the
debi, resuling in an effective inferest rate on the 1997 Notes of
12.1% per annum. The amount allocated to the warrants was credited
to additional poid-in capital. in conjunction with the issuonce of the
1997 Notes, the Company was required fo meet cerfain affimative
and negative covenanis.

On May 4, 1999, the Company sold an additional $10.0 million of
its 12% Senior Subordinated Promissory Notes {the 1999 Notes”}.
Except for their October 31, 2005 maturity date, the 1999 Notes
wete substantially identical to the 1997 Notes described abaove. The
1999 Notes were sold with detachable 6Y2-yvear warrants to purchase
an aggregate of 372,892 shares of common stock at an exercise
price of $6.65 per share.

In return for modifying certain financial covenants governing the 1997
Notes, the exercise price of 612,053 of the warrants issued in con-
nection with the 1997 Notes was reduced to $6.65 per share. On
May 4, 1999, the trading range of the Compony's common stock
was $6.44 1o $6.88 per share. To assist with the valuation of the
newly issued warrants and the repriced warranis, the Company hired
an outside consultant. Utilizing the Black-Scholes Model, the warrants
issued with the 1997 Noles were valued at $1.26 per warrant, or an
aggregate value of $774 and the warrants issued with the 1999
Notes at $1.47 per warrant, or an aggregate value of $549. Both
amounts were recorded as additional paid-in capital, offset by the
original issue discount, which is netted against the outstanding bal-
ance of the 1997 Notes and 1999 Notes. After giving effect to the
amortization of the original issue discouni, the effective interest rafe
on the 1999 Notes was 13.57% per annum.

As of December 31, 2002, the Company was in compliance with all
of the financial covenarts under the 1997 Notes and 1999 Notes.
On February 7, 2003, the interest coverage ratio governing the 1997
Notes and 1999 Notes was omended for the quarter ending
March 31, 2003 and prospectively. As of March 31, 2003 and
June 30, 2003, the Company was in compliance with all of the
financial covenants under the 1997 Notes and 1999 Notes.

On August 25, 2003, concurrently with the closing of the Senior Credit
Facility, the Company prepaid the 1997 Noites and 1999 Notes
and issued $30.0 million of the Company's 16.3% Senior Subordi
nated Notes due February 27, 2009 (the "New Notes”) with interest
only payable guartedy in arrears on February 28, May 31, August 31
and November 30 of each year, commencing November 30, 2003.
Inferest on the New Notes was 12% per annum payable in cash and
4.3% per annum payable “in kind” by adding the amount of such
interest to the principal amount of the New Notes then outstanding.
Ten year warrants fo purchase an aggregate of 425,000 shares of
the Company's common stock at an exercise price of $8.79 per
share were issued in connection with the New Notes. Utilizing the
Black-Scholes Model, the warrants issued in connection with the New
Notes were valued af $3.70 per warrant, or an aggregate value of
$1,573. In addition, the maturity date of 665,403 existing warrants,
335,101 due to expire in 2004 and 330,302 due 1o expire in 2005,
was extended to February 2009, resuliing in additional value of
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$1.31 and $0.97 per wariant, respectively, or an aggregate value of
$760. At the date of issuance, in accordance with APB 14, "Account
ing for Convertible Debt and Debt [ssued with Purchase Warrants,”
the Company allocated proceeds of $27.7 million to the debt and
$2.3 million to the warrants, with the resulting discount on the debt
referred 1o as the original issue discount. The original issue discount
was being amortized as interest expense over the life of the debi.

In connection with the early repayment of the 1997 Notfes and 1999
Notes during the first quarter of fiscal 2004, the Company recog-
nized a loss of $1.0 million aifributable fo the unamortized financing
costs and original issue discount associated with the 1997 Nofes
and 1999 Notes, and recarded $0.6 million of financing costs asso-
ciated with the New Notes. Such fees were being amortized over
the life of the New Notes. The weighted average effective interes
rate of the New Notes, including the amortization of original issue
discount, was 18.0% per annum.

As with the Senior Credit Facility, the Company wos required fo meet
cerfain affirmative and negafive covenants under the New Nofes,
including but not limited to financial covenants. In conjunction with the
modification of the Senior Credit Facility on Ocfober 1, 2004, cerfain
financial covenants of the New Notes were modified. The Company
was in compliance with all covenants under the New Notes as of
September 30, 2003 ond all subsequent quarters up o and including
the quarter ended March 31, 2005.

On April 4, 2005, the Company used $34.3 million of the net pro-
ceeds from the sale of 2,041,713 shares of its common stock in an
underwritten public offering in March 2005 to redeem the New
Notes at 106% of the original principal amount plus accrued interest.
In addition, during the quarter ended June 30, 2005, the Company
recognized a loss on the early termination of debt associated with
the New Notes of approximately $4.1 million, which included a pre-
payment penalty, unamortized fees and the unamortized portion of
the original issue discount.

During the fiscal year ended June 30, 2002, 65,574 of the warrants
issued in connection with the 1997 Notes were exercised and con-
verted info shares of the Company’s common stock. On August 22,
2002, in conjunction with the private placement of 1,663,846 shares
of the Company's common stock, the remaining warrants issued in
conjunction with the 1997 Notes and the warrants issued in connec-
fion with the 1999 Notes were adijusted pursuant fo anfi-dilution pro-
visions o provide for the purchase of an additional 21,906 shares of
the Company's common stock. During fiscal 2004, warrants to pur
chase 30,831 shares of the Company’s common stock issued in con-
necfion with the 1997 Notes and 1999 Notes were exercised
pursuant to the cashless exercise provision contained in the warrants.
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In connection with the cashless exercise, warrants to purchase 50,647
shares of the Company's common stock were canceled. In addition,
in fiscal 2004, warranis to purchase 75,000 shares of the Company's
common stock issued in connection with the New Notes were exer-
cised for proceeds of $659, recorded as additional paidin capital
on the Company's balance sheet as of June 30, 2004. During fiscal
2005, warrants to purchase 893956 sharss of the Company’s com-
mon stock issued in connection with the 1997 Notes, 1999 Notes
and New Notes were exarcised for proceeds of $743. In connection
with certain cashless exercises, warrants to purchase 389 528 shares
of the Company’s common stock were canceled. As of June 30,
2005, no warrants issued in connection with the 1997 Notes, 1999
Notes or New Notes were outstanding.

Note 8 —Redeemable Preferred Stock

in May 2000, the Company sold 5,000 shares of its Series A 8%
Cumulative Convertible Preferred Stock, no par value {the "Series A
Preferred Stock”}, for $1,000 per share {the initia! “liquidation Prefer-
ence’). Cumulative dividends were payable quarterly in arrears at the
rate of 8% per annum on the liquidation Preference, and, fo the extent
not paid in cash, were added 1o the liguidation Preference. Shares of
the Series A Preferred Stock were convertible into shares of common
stock at any time at a conversion price of $9.28 per share. in connec-
tion with the sale, costs in the amount of $65 were charged to addi-
tional paidin capital. In August 2004, the holder of the Series A
Preferred Stock converted its shares into 754,282 shares of common
stock, and $7007, representing the liquidation Preference, was
raclassified to common sfock and additional paid-in capital on the
Company’s balance sheet.

In November 2001, the Company sold 2,500 shares of its Series B
8% Cumulative Converiible Preferred Stock, no par value {the “Series
B Preferred Stock’), for $1,000 per share [the initia! “liguidation Praf-
erence’]. Cumulative dividends were payable quarterly in arrears ot
the rate of 8% per annum on the liquidation Preference, and, io the
extent not paid in cash, were added fo the liquidation Preference.
Shares of the Series B Preferred Stock were convertible into shares of
common stock af any fime at a conversion price of $1292 per share.
In December 2004, the holder of the Series B Preferred Stock con-
verted its shares into 247420 shares of common stock, and $3,197,
representing the liguidafion Preference, was reclossified to common
stock and additional paid-in capital on the Company’s balance shest.

During the fiscal years ended June 30, 2005, 2004 and 2003, the
carrying amount {and liquidation Preferences) of the Series A Preferred
Stock and Series B Preferred Stock (“Preferred Stock”) was increased
by $182, $7623 and $706, respectively, for dividends accrued.



Note 9—Shareholders’ Equity

[a) Offering

On March 30, 2005, the Company sold 2,041 713 shares of its
common stock in an underwritten public offering. Based on the public
offering price of $24.17 per share and after deducting underwriting
discounts and commissions, net proceeds were approximately $46.6
million. On March 31, 2005, the Company reduced the oufstanding
principal amount of the Senior Credit Facility by $11.2 million and on
April 4, 2005, the Company used approximately $34.3 million of
the net proceeds from the offering to redeem all of the New Notes
{see Note 7). In addition, the Company incurred $1.1 million in legal,
accounting, printing and ofher expenses which were recorded as a
reduction of addifional paid in capital.

(b) Non-Qualified Stock Options and Warrants

In May 1997, the Company entered into a supply agreement with
The BOC Group, Inc. {"BOC") by which BOC commitied fo provide
the Company with 100% of its CO, requirements af competifive prices.
In connection with this agreement, the Company granted BOC ¢
warrant to purchase 1,000,000 shares of its common stock. The war-
rant was exercisable at $17 per share from May 1, 1999 to May 1,
20072 and thereafter at $20 per share until April 30, 2007, In May
2000, the Company solicited BOC to purchase 1,111,111 shares of
its common stock at $9.00 per share. In connection with this pur-
chase of common stock, the ouistanding warrant was reduced 1o
400,000 shares, with an exercise price of $17 per share. On the
date of issuance of the common stock, the closing price of the com-
mon stock on the Nasdag National Market was $8.00 per share. In
addition, in March 2005, warrants to purchase 59,329 shares of
common stock were exercised pursuant 1o the cashless exercise provi
sions conioined in the warrants. In connection with this cashless exer-
cise, warrants to purchase 140,671 shares of the Company’s common
stock were canceled. As of June 30, 2005, 200,000 warrants fo
purchase shares of the Company’s common siock were outstanding.

In Jonuary 2001, the Company granted to each non-employee direc-
tor opfions for 10,000 shares of common stock. An aggregate of
50,000 options were granted at an exercise price equal to $782.
In March 2003, the Company granted to each non-employee direc-
tor options for 6,000 shares of common stock, or an aggregate of
36,000 options af an exercise price of $4.85. In September 2003,
the Company granted to two of its non-employee directors options for
22,000 shares of common stock, or an aggregate of 44,000 options
at an exercise price of $891. In addition, in March 2004, the Com-
pany granted a non-employee director options for 6,000 shares of

common sfock af an exercise price of $16.25. The exercise price for
all grants is equal fo the averoge closing price of the common stock
on the Nosdag National Market for the 20 trading days prior to the
grant date. All options vest in three 1o five equal annual installments
commencing upon issuance, ond have a ien-year term, and os of
June 30, 2005 and 2004, options for 52,267 and 58,533 shares,
respectively, were exercisable. During the year ended June 30, 2003,
51,333 shares were exercised.

{c] Stock Option Plans

The Board of Directors of the Company adopted the 1995 Cption
Plan [the "1995 Plan’). Under the 1995 Plan, the Company has
reserved 2,400,000 shares of common stock for employees of the
Company. Under the terms of the 1995 Plan, opfions granted may
be either incentive stock options or non-qualified stock opticns. The
exercise price of incentive options shall be at least equal to 100% of
the fair market value of the Company's common stock af the date of
the grant, and the exercise price of non-qualified stock options issued
to employees may not be less than 75% of the fair market value of the
Company's common siock ot the date of the grant. The maximum
term for all options is fen years. Options granted to date generally
vest in equal annual installments from one to five years, though a lim-
ited number of grants were parfially vested af the grant date. The
weighted average fair value per share of options granted during the
years ended June 30, 2005, 2004 and 2003 was $780, $4.11
and $2.41, respeciively.

The following summarizes the fransactions pursuani o the 1995 Plan:

Weighied
Average
Options ~ Exercise Price Options
Outstanding ~ Per Option  Exercisable
Qutstanding atf June 30, 2002 1,162,450 $10.15 503,072
Granted 326,350 687 -
Expired or canceled [199,780) 11.36
Exercised {500} 11.25
Qutstanding af June 30, 2003 1,288,520 ©.13 640,373
Granted 379,300 15.61
Expired or canceled (73,288) 12.18
Exercised [90,009) 1017
Outstanding at June 30, 2004 1,504,523 10.55 865,653
Granted 290,500 25.42
Expired or canceled (12,713] 13.50
Exercised (362,408) 7.66
Outstanding at
June 30, 2005 1,419,902 $14.31 896,444
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The following table sefs forth certain information as of june 30, 2005

Options Qutstanding

Options Exercisable

Options Weighted Average Weighted Average Options Weighted Average

Range of Exercise Prices Outsianding Remaining Life {Years) Exercise Price Exerciscible Exercise Price
$ 0.00-% 5.00 20,673 7.02 $ 472 16,270 $ 479
$ 5.01-$10.00 463,299 6.06 767 371,028 742
$10.01-$15.00 468,754 6.60 12.52 348,183 12.32
$15.01-$20.00 177,676 8.90 19.20 88,588 19.29
$20.01-$26.00 289,500 Q.99 25.44 72,375 25.44

1,419 902 742 $14.31 806,444 $11.90

The Board of Direciors of the Company adopted the Directors’ Stock
Option Plan (the "Directors’ Plan”]. Under the Directors’ Plan, each
non-employee director will receive options for 6,000 shares of com-
mon stock on the date of his or her first election to the Board of Direc-
tors. In addition, on the third anniversary of each director’s first election
to the Board, and on each three-year anniversary thereafter, each
non-employee director will receive an additional opfion fo purchase
6,000 shares of common stock. The exercise price per share for all
options granted under the Directors’ Plan will be equal to the fair
market value of the common stock as of the date of grant. All options
vest in three equal annual installments beginning on ihe first anniver-
sary of the date of grant. The maximum term for all options is fen
years. The weighted average fair value per share of options granted
during the years ended June 30, 2005, 2004 and 2003 was $5.94,
$390 and $1.82, respectively.

The following table sets forth certain information as of June 30, 2005:

Options Qutstanding

The following summarizes the transactions pursuant fo the Directors’ Plan:

Weighted
Average
Options Exercise Price Options
Quisfanding  FPer Option  Exercisable
Outstanding at June 30, 2002 60,000 $ 9.15 34,000
Granted 6,000 8.69
Qutstanding af June 30, 2003 66,000 Q. 45 997
Granted 24,000 13.71
Exercised (10,086} 8.63
Outstanding at June 30, 2004 79,914 10.55 53,904
Granted 6,000 22.70
Expired or canceled [3,981) 7.94
Exercised (48,933) 8.90
Outstanding at June 30, 2005 33,000 $15.53 24,998

Options Exercisable

Opfions Weighted Average Weighted Average Options Weighted Average
Range of Exercise Prices Qutstanding Remaining Life [Years) Exercise Price Exercisable Exercise Price
$10.01-$15.00 15,000 4.60 $12.50 15,C00 $12.50
_$15‘O]—$20.00 12,000 8.69 1574 8,000 1574
$20.01-325.00 6,000 %.46 22.70 1,698 22.70

33,000 697 $15.53 24,598 $14.35
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Note 10 —Earnings Per Share

The Company calculates eamings per share in accordance with the
requirements of SFAS No. 128, “Earmings Per Share” ["SFAS 128”).
The following toble presents the Company’s net income (loss) avail
able to common shareholders and income {loss) per share, basic and
diluted (in thousands, except per share amounts):

Fiscal Year Ended June 30, 2005 2004 2003

Net income {loss) $25,591 $2,180 $i4,939)
Redeemable preferied stock dividends (182) (763) {706}

Net income (loss}—

available to common shareholders $25,409 $1,417  ${5,645)
Weighted average outstanding shares

of common stock:

Basic 12,808 10,689 10,396

Diluted 14,295 11,822 10,396
Basic income (loss) per share $ 198 3 013 % (0.54)
Diluted income [loss) per share $ 179 3012 $ (0.54)

In August 2004, 5000 shares of the Company’s redeemable pre-
ferred stock were converted into 754,982 shares of common stock.
The remaining 2,500 shares of redeemable preferred siock were
converied into 247,420 shares of common stock in December 2004
(see Note 8). In accordance with SFAS 128, diluted shares of common
stock in fiscal 2005 includes 209,812 common stock ecuivalents as
it the Redeemable Preferred Stock, prior to exercise [Nofe 8], had
been converted to shares of common stock as such conversion would
had been dilutive to diluled income per share. Accordingly, the calcu-
lation of diluted income per share for the year ended June 30, 2005
excludes redeemable preferred stock dividends.

The weighted average shares outsianding used to calculate basic
ond diluted earnings {loss] per share were calculated as follows:

Fiscal Year Ended June 30, 2005 2004 2003

Weighted overage shares
outstanding—basic

Outstanding options and
warranis to purchase
shares of common stock—
remaining shares after
assuming repurchase with
proceeds from exercise

12,808,025 10,688,802 10,396,352

1,486,514 1,133,033 —

Weighted average shares

outstanding—diluted 14,294,539 11,821,835 10,396,352

Excluded from caleulation of
loss per common share:
Cutstanding options and
warranis o purchase
shares of common
stock—remaining
shares after assuming
repurchase with

proceeds from exercise -~ — 287,915

During the year ended June 30, 2005, the Company excluded the
equivalent shares listed as these options and warrants to purchose
common stock were anti-dilutive. In addition, for the years ended
June 30, 2004 and 2003, the Company excluded the effects of the
conversion of its outstanding redeemable preferred stock using the “if
converted” method, as the effect would be anti-dilutive (Note 8). The
Company's redeemable preferred stock was convertible into 973,104
and 910983 shares of common stock as of june 30, 2004 and
2003, respectively.

The following table lists options and warrants outsianding os of the
periods shown which were not included in the computation of diluted
EPS because the options ond warranis exercise price was greater
than the average market price of the common shares:

As of June 30,

Range of Exercise Prices 2005 2004 2003

$ 5.01-$10.00 —_— — 160,370

$10.01-$15.00 - 112,200 646,087

$15.01-$20.00 — 046,779 444,679

$20.01-$26.00 295,500 — —
295,500 758,979 1,251,136

Note 11 —Income Taxes

The Company accounts for income taxes under SFAS No. 109,
"Accounting for Income Taxes” ["SFAS 109”). Deterred income taxes
reflect the net fax effects of net operating loss caryforwards and
temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for
income fax purposes. The tax effects of temporary differences that
give rise to significant portions of deferred tax assets and deferred tax
liabilities are as foliows:

As of June 30, 2005 2004+
Deferred tax assets:
Current
Allowance for doubtful accounts $ 725 $ 821
Net operating loss carryforwards 6,871 -
7,596 821
Non-current
Intangible assets 1,407 1,531
Other 75 74
Net operating loss carryforwards 37,839 42,688
39,321 44,293
Total gross deferred tax assets 46,917 45114
less: Valuation allowance — [22,684)
Net deferred tax assets 46,917 22,430
Deferred tax liabilities:
Goodwill (3,217) (2,542]
Fixed assets (20,981) {19,888
Total gross deferred liabilities (24,198)  (22,430)
Net deferred taxes $22719 % —

*Compoenents of net deferred taxes have been reclossified.
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Notes to Financial Statements (ontinaed)

{In thousands, except per share amaunts)

The Company's deferred tax assets include the benefit of net operat-
ing loss carryforwards incurred by the Company through the fiscal
year ended June 30, 2005. While the Company atiained profifability
during the year ended june 30, 2004, based on the consideration of
all of the available evidence including the recent history of losses,
management concluded as of June 30, 2004 that it was more likely
than not that all of the net deferred iax assets would not be realized.
Accordingly, the Company recorded @ valuation allowance equal o
the nef deferred tax assefs af that fime.

However, as of June 30, 2005, after consideration of all available
positive and negaiive evidence, it was concluded that the deferred tax
asset relating to the Company's net operating loss carryforwards will
more likely than not be reclized in the future. Thus, the entire valuation
allowance was reversed and reported as a component of the fiscal
2005 income fax provision. In considering whether or not a valuation
allowance was appropricie af June 30, 2005, the Company consid-
ered several ospects, including, but not limited to the following items:

* Cumulative pretax book income during the three years ended

June 30, 2005

* Both positive and negative evidence as to the Company’s abil-
ity to utilize its fedenal net operating loss carmyforwards prior to
expiration, such as the projected generation of taxable income,
the Company's position in the market place, existence of long-
term customer confrocts, and growth opportunities

* Future reversals of toxable temporary differences

* Tax planning strafecies

In future years the Company will continue to evaluate whether or not
its net deferred tax assets will be fully realized prior 1o expiration.
Should it become more likely than not that all or @ portion of the net
deferred tax assefs will not be realized a valuation allowance will
be recorded.

As of June 30, 20035, the Company had net operating loss carryfor-
wards for federal income tox purposes of approximately $114 million
and for state purposes ir varying amounts. The federal net operating
carryforwards expire in varying amounts through June 2025 as follows:

Year of Expiration

2007-2011 $ 8,207
2012-2016 18,864
2017-2021 59,539
Thereafter 27,435

$114,039

If an “ownership chonge” for federal income tox purposes were o
oceur in the future, the Company's ability to use its pre-ownership
change federal and state net operating loss carryforwards [and
certain builtin losses, if any) would be subject o on annual usage
fimitation, which under certain circumstances may prevent the Com-
pany from being able 1o ufilize o portion of such loss carryforwards
in future tax periods and may reduce its aftertax cash flow.
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The significant components for income taxes attributable to continuing
operations for the years ended June 30, 2005, 2004 and 2003
were as follows:

Years Ended June 30, 2005 2004 2003
Current
Federal $ —_ $ &3 $—
State 80 79 —
Total—current $ 80 $142  $—
Deferred
Federal $(16,397) $ — $—
State (3,241) - _
Total—deferred $(19,638) $ —  $—
Total $(19,558) $142 $—

The income tax provision differs from that which would result from
applying the U.S. statutory income tox rate of 35% as follows:

Tax at U.S. statutory rate $ 2,112 $813  $(1,729)
State taxes, net of federal benefir 301 14) (183
Non-deductible items 445 M6 —
Change in valuaticn allowance (22,416} (928) 1o

$119,558) $142 § —

The change of the net deferred tax valuation allowance of $22,416
during the vear ended June 30, 2005 is net $268 iax impact of the
disqualifying dispositions of incentive stock options reflected as add-
fional paid-in capital. In addition, during the year ended June 30,
2005, the fax impact of the disqualifying dispositions of incentive
stock options reflected as additional paid-in capital was $2,777
recorded as additional poid-in copital.

Note 12 —Lease Commitments

The Company leases office equipment, trucks and warehouse/depot
and office facilities under operating leases that expire af various dates
through June 2012, Primarily alf of the leases contain renewal options
and escalations for real estate taxes, common charges, efc. Future
minimum lease payments under non-cancelable operating leases
{that have initial non-cancelable lease terms in excess of one year)
are as follows:

Year Ending June 30,

2006 $ 4,656
2007 3,991
2008 3,041
2009 2,103
2010 1,394
Thereafter 335

$15,522

Total rental costs under non-cancelable operating leases were approx-
imately $5,650, $5,377 and $5,359 in 2005, 2004 and 2003,

respectively.



Note 13— Concentration of Credit and Business Risks

The Company's business activity is with customers located within the
United States. For each of the years ended June 30, 2005, 2004 and
2003, the Company's sales o customers in the food and beverage
industry were approximately 95%.

There were no customers that accounted for greaier than 5% of tofal
sales for each of the three years ended June 30, 2005, nor were
there any customers that accounted for greater than 5% of total
accounts receivable at June 30, 2005 or 2004.

The Company purchases new bulk CO; systems from the two major
monufacturers of such systems. The inability of either or both of these
manufacturers 1o deliver new systems to the Company could cause @
delay in the Company's ability to fulfill the demand for its services and

o possible loss of sales, which could adversely affect operating results. -

Note 14— Commitments and Contingencies

In May 1997, the Company entered into an exclusive carbon dioxide
supply agreement with The BOC Group, Inc. {"BOC") {see Nofe 8).
The agreement ensures readily available high quality CO; as well as
relatively stable liquid carbon dioxide prices. Pursuant to the agree-
ment, the Company purchases virtually all of its liquid CO; require-
ments from BOC. The agreement contains annual adjustments over
the prior contract year for an increase or decrease in the Producer
Price Index for Chemical and Allied Products {"PPI") or the average
perceniage increase in the selling price of bulk merchant carbon diox
ide purchased by BOC's large, multi-location beverage customers in
the United States, whichever is less.

The Company is a defendant in legal actions which arise in the nor-
mal course of business. In the opinion of management, the cutcome
of these matters will not have a material effect on the Company's
financial position or results of operations.

Note 15~Related Party Transactions

Robert L. Frome, a Director of the Company, is a member of the law
firm of Olshan Grundman Frome Rosenzweig & Wolosky LLP, which
law firm has been retained by the Company. Fees paid by the Com-
pany fo such law firm during fiscal 2005, 2004 and 2003 were
$631, $117 and $184, respectively.

In connection with the Refinancing described in Note 6, 55,000 of
the ten year warranis to purchase an aggregate of 425,000 shares
of the Company's common stock af an exercise price of $8.79 per
share were issued to Craig L. Bur, then a Director of the Company,
and one of the purchasers of the New Notes, an cffiliate of Mr.
Burr's. Such warrants were exercised in May 2004,

In connection with the Refinancing described in Note 6, 250,000 of
the ten year warranis fo purchase an aggregate of 425,000 shares
of the Company's common stock at an exercise price of $8.79 per
share were issued to dffiliates of |.P. Morgan Partners (BHCA|, LP,
purchasers of a portion of the New Notes. In addition, the expiration
date of warrants to purchase an aggregate of 665,403 shares of the
Company's common stock at an exercise price of $6.65 per share
previously issued to |.P. Morgan Pariners (BHCA, LP. in connection with
the 1997 Noies and 1999 Noles was extended until February 27,
2009 (see Note 6]. Richard D. Waters, Jr., then a Director of the
Company, is an affiliate of J.P. Morgan Partners (BHCAJ, LP. All such
warrants were exercised in December 2004,

Note 16 —Disclosures About Fair Value of
Financial Instruments

The following methods and assumptions were used to estimate the
fair value of each class of financial instruments.

{a) Cash and cash equivalents, accounts receivoble and accounts
payable and accrued expenses

The carrying amounts approximate fair value due fo the short maturity
of these instruments.

{b} Llong-term and subordinated debt

The fair value of the Company's long-ferm and subordinated debt has
been estimated based on the current rates offered to the Company
for debt of the some remaining maturities.

The carrying amounts and fair values of the Company’s financial
instruments are as follows:

As of June 30, 2005 2004

Cash and cash equivalents $ 968 $ 505
Accounts receivable 8,568 6,141
Accounts payable and accrued expenses 7,958 7,996
long-term debt, including current maturities 32,000 37,010
Subordinated debt - 29,163
Fair value of swap—assel/{liability) 65 87
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Note 17—Selected Quarterly Financial Data (unaudited)

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
2005 2004 2005 2004 2005 2004 2005 2004

Total revenues $21,881 $20,238 $24,680 $19,454 $24,611 $20,072 $26,168 $21.072
Gross profit 11,921 10,784 14,049 10,688 13,383 11,084 14,318 12,052
Operating income 3,948 2,447 4,717 2,824 4,881 3,229 5,289 3,915
Net income {loss) 1,854 (1,419) 2,437 774 2,710 1.072 18,590 1,753
Earnings (loss) per sharefe:

Basic $ 015 $ (015 $ 020 $ 005 $ 021 § 008 $ 198 § 0.4

Diluted $ 014 $ (015 $ 018 $ 005 $ 020 $ 00O $ 179 $ 013

(@) Per common share amounts for the quarters have each been calculated separately. Accordingly, quarterly amounts may not add to total year sarings per share because of differ-

ences in the average common shares outstanding during each period.

Note 18 —Subsequent Event

The Company is in the precess of evaluating the impact of Hurricane
Katrina, a major hurricane, which directly or indirectly impacted the
Company's operations and assets in northwest Florida and in portions
of Alabama, louisiana and Mississippi. Several cities along the coast
of the Gulf of Mexico were devastated, including New Orleans,
louisiana and Biloxi, Mississippi. Along these coastal areas, the Com-
pany has 500 to 1,500 customers that may have been impacted. In
addition, the Company has 1anks and other assels af cusfomer sifes
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and at depot distribution sites which may nof be recoverable. Accord-
ingly, during the first quarter of fiscal 2006, the Company anicipates
recognizing a reserve for unrecoverable or impaired assets, unamor
tized tank installation and placement cos's, and accounts recsivable
deemed not collectible. Based on prelirinary estimates, we expect
such reserve to be $0.5 million to $1.0 million. However, as we are
able o examine the recoverability of assets and evaluate each
impacted customer, actual losses may differ from our estimate.



Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders
NuCO; Inc.
Stuart, Florida

We have audited the accompanying balance sheets of NuCO; Inc.
as of June 30, 2005 and 2004, and the relared statements of opera-
fions, shareholders’ equity and cash flows for each of the three years in
the period ended June 30, 2005, These financial statements are the
responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial siatements based on our audits.

We conducted our audifs in accordance with the standards of the
Public Company Accounting Oversight Board {United States). Those
siandards require that we plan and perform the audit to obiain rea-
sonable assurance about whether the financial statements are free of
material misstatement. An oudit includes examining, on « test basis,
evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as
evaluating the overcll financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present
fairly, in all material respects, the financial position of NuCO Inc. as of
June 30, 2005 and 2004, and the resulls of its operations and its cash

flows for each of the three years in the period ended June 30, 2005,
in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 1o the financial statements, effective July 1,
2003, the Company changed the manner in which it accounts for
multiple deliverable revenue arrangements as a result of the adoption
of Emerging lssues Task Force Issue No. 00-21.

We also have audited, in accordance with the standards of the Pub-
lic Company Accounting Oversight Board {United States), the effec-
tiveness of the Company's internal control over financial reporting as
of June 30, 2005, based on criteria established in Internal Control—
Integraied Framewaork issved by the Commitiee of Sponsoring Organi-
zations of the Treadway Commission and our report dated August 17,
2005, expressed an ungudlified opinion thereon.

Z{dyoL, h/m/*g'«,, Lip
MARGOLUIN, WINER & EVENS P

Garden City, New York
August 17, 2005
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Report of Independent Registered Public Accounting Firm on Internal Control

To the Beard of Director and Shareholders
NuCO; Inc.
Stuart, Florida

We have audited management's assessmeni, included in the accom-
panying Managemeni’s Report on Internal Control Over Financial
Reporting, that NuCO; inc. mainfained effective internal control over
financial reporting as of June 30, 2005, based on criteria established
in Intemnal Control—Iniegrated Framework issued by the Commitiee of
Sponsoring Organizations of the Treadway Commission (COSO).
The Company's mancgement is responsible for maintaining effective
internal confrol over financial reporting and for ifs assessment of the
effectiveness of internal control over financial reporting. Our responsi-
bility is to express an opinion on managemeni's assessment and an
opinion on the effectiveness of the Company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the
Public Company Accounting Oversight Board {United States). Those
standards require that we plan and perform the audit to obtain rea-
sonable assurance about whether effective internal control over finan-
cial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial
reporting, evaluating management's assessment, testing and evaluar-
ing the design and operating effectiveness of internal coniral, and
performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis
for our opinion.

A company's internal control over financial reporting is a process
designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting
principles. A company's internal control over financial reporting
includes those policies and procedures that {1} pertain to the mainte-
nance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable assurance that transactions are recorded as
necessary to permit preparation of financial statements in accordance
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with generdlly accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance
with authorizations of management and directors of the company;
and (3] provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the
company’s assefs that could have o maferial effect on the financial
statements.

Because of its inherent limitations, internal control over financial report
ing may not prevent or defect misstatemens. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that
confrols may become inadequate because of changes in conditions,
or that the degree of compliance with the policies or procedures
may deteriorate.

In our opinion, managemens's assessment that NuCOy» Inc. main-
tained effective internal control over financial reporting as of June 30C,
2005, is fairly stated, in all material respects, based on the COSO
criferia. Also in our opinion, NuCO; Inc. maintained, in all material
respects, effective internal control over financial reporting as of
June 30, 2005, based on the COSO criteria.

We also have audited, in accordance with the siandards of the Pub-
lic Company Accounting Oversight Board (United States), the bal-
ance sheet of NuCQ; Inc. as of June 30, 2005, and the related
statements of operations, cash flows, and changes in shareholders'
equity for the year then ended, and our report dated August 17,
2005 expressed an ungqualified opinion thereon.

}/@er' ”Wv-g‘w, Lep
MARGOLUN, WINER & EVENS LLP

Garden City, New York
August 17, 2005



Managements Report on Internal Control Over Financial Reporting

Under Section 404 of the Sarbanes-Oxley Act of 2002, our manage-
ment is required 1o assess the effectiveness of the Company's internal
conirol over financial reporting as of the end of each fiscal year and
report, based on that assessment, whether the Company's internal
conirol over financial reporting is effective.

Management of the Company is responsible for establishing and
maintaining adequate internal control over financial reporting. The
Company's infernal control aver financial reporting is designed to
provide reasonable assurance as fo the reliability of the Company's
financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted account
ing principles.

Infernal control over financial reporting, no matter how well designed,
has inherent limitations. Therefore, infernal control over financial report-
ing determined fo be effective can provide only reasonable assurance
with respect 1o finoncial statement preparation and may not prevent
or defect all misstatements. Moreover, projections of any evaluation of
effectiveness fo fuure periods are subject fo the risk that controls may
become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

The Company's management has assessed the effectiveness of the
Company's internal conirol over financial reporting as of june 30,
2005. in making this assessment, the Company used the criteria of
the Integrated Framework adopted by the Committee of Sponsaring
Organizations of the Treadway Commission {COSO). These crileria
are in the areas of control environment, risk assessment, control activi-
fies, information and communication and monitaring. The Company's
assessment included extensive documenting, evaluating and testing
the design and operating effectiveness of its internal control over
financial reporting.

Based on the Company's processes and assessment, as described
above, management has concluded that, as of june 30, 2005, the
Company’s infernal control over financial reporting was effective.

Margolin, Winer & Evens LLP, the registered public accounting firm
that has audited the Company's financial statements included in this
annual report has issued their attestation report on monagement's
assessment of the Company's internal conirol over financial reporting,
which is included herein.
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Market for Registrants Common Equity, Related Stockholder Matters and

losuer Purchases of Equity Securities

Our common stock trades on the Nasdag National Market under the
symbol "NUCC." The following table indicates the high and low sale
prices for our common stock for each quarterly period during fiscal

2004 and 2005, os reported by the Nasdag National Market.

High Low

Calendar 2003

Third Quarter $11.48 $ 8.50
Fourth Quarter 13.20 10.94
Calendar 2004

First Quarter $18.70 $11.80
Second Quarter 2017 16.70
Third Quuarter 20.58 15.28
Fourth Quarter 25.00 18.58
Calendar 2005

First Quarter $26.62 $20.70
Second Quarter 27.87 22.73

At September 10, 2005, there were approximately 200 halders of
record of our common stock, although there is a much larger number
of beneficial owners.

We have never paid cash dividends on cur common stock and we
do nof anficipate declaring any cash dividends on our common stock
in the foreseeable future. We intend fo retain all future earnings for
use in the development of our business.

Quantitative and Qualitative Disclosures About Market Risk

As discussed under "Management's Discussion and Analysis of Finan-
cial Condition and Results of Operations—Liquidity and Capital
Resources,” as of June 30, 2005, a total of $32.0 million was out
standing under the 2005 Credit Facility with o weighted average
interest rate of 4.8%. Based upon the $32.0 million outstanding under
the 2005 Credit Facility at June 30, 2005, our annual interest cost
under the 2005 Credit Facility would increase by $0.3 million for
each 1% increase in Eurodollar interest rates.

In order to reduce our exposure to increases in Buradollar interest rates,
and consequently fo increases in inferest payments, on Oclober 2,
2003, we entered into an inferest rate swap transaction (the “Swag”)
in the amount of $20.0 million (the “Notional Amount’} with an effec-
five date of March 15, 2004. Pursuant to the Swap, we pay a fixed
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interest rate of 2.12% per annum and receive @ Eurodollarbased
floating rate. The effect of the Swap is fo neulralize any changes in
Eurodollar rates on the Notional Amount. We do not, on a routine
basis, enter into speculative derivative transactions or leveraged swap
transactions, except as disclosed. As the Swap was not effective until
March 15, 2004 and no cash flows were exchanged prior fo that
date, the Swap did not meet the requirements to be designated as o
cash flow hedge. As such, an unreclized loss of $177000 was recog-
nized in our results of operations for the nine months ended March 31,
2004, reflecting the change in fair value of the Swap from inception
to the effective date. As of March 15, 2004, the Swap met the
requirements to be designated as a cash flow hedge and is deemed
a highly effective transaction.
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