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PART I - FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Three Months Ended
January 31,
In thousands. except per share data 2005 2004
Revenue:
Product sales $ 107,899 $ 104,518
Service sales 16.889 16.372
124.788 120.890
Costs and Expenses:
Cost of products sold 75,378 70,631
Cost of services sold 9,289 9,606
Selling, general, and administrative 32,461 30,547
Research and development 6,509 6,021
Restructuring charges (Note 4) 349 1.996
123.986 11 1
Operating income 802 2,089
Other expense, net (1,164) (1,355)
Interest expense (1.576) (3.013)
(Loss) before income taxes (1,938) (2,279)

(Benefit) for income taxes (1.557) (1.134)
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Net (loss) $ (381 $ (1,145)
(Loss) per share of common stock:

Basic $ (02 $ (.05

Diluted (.02) (.05)

Dividends $ - $ -—-
Average shares outstanding:

Basic 22,263 22,205

Diluted 22,263 22,205

See accompanying notes to consolidated financial statements.
2
GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
Nine Months Ended

In thousands. except per share data 2005 2004
Revenue:

Product sales $ 333,848 $ 334,954

Service sales 50.042 45.178

_383.890 _380.132

Costs and Expenses:

Cost of products sold 227,757 225,967

Cost of services sold 28,634 24,920

Selling, general, and administrative 100,660 96,294

Research and development 18,730 18,647

Restructuring charges (Note 4) 2.594 2.482
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378.375 368.310
Operating income 5,515 11,822
Other expense, net (2,600) (3,508)
Interest expense (5.326) (9.328)
(Loss) before income taxes 2,411) (1,014)
(Benefit) for income taxes (1.639) (2.994)
Net (loss) earnings $ (772 $ 1,980
(Loss) earnings per share of common stock:
Basic $ (.03) $ .09
Diluted (.03) .09
Dividends $ --- $ ---
Average shares outstanding:
Basic 22,255 22,190
Diluted 22,255 22,378

See accompanying notes to consolidated financial statements.

GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Unaudited)
January 31, April 30,
In thousands. except share data 2005 2004
Assets:
Current Assets:
Cash and cash equivalents $ 4,169 $ 6371

Accounts receivable, net of allowance for doubtful
accounts of $10,039 and $7,812, respectively 83,134 90,453
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Inventories 54,965
Deferred income taxes 4,422
Prepaid expenses and other current assets 1.747
154,437

Property, Plant and Equipment 130,504
Less accumulated depreciation 89.045
41.459

Intangible Assets:
Goodwill 52,153
Prepaid pension cost 1,989

Patents and other intangible assets, net of
accumulated amortization 5.667

59.809
Deferred Income Taxes 22,005
Other Assets 6.481

$ 284,191

Liabilities and Shareholders' Equity:

Current Liabilities:

$ —

Short-term line of credit
Current portion of long-term debt 20,704
Accounts payable 38,755
Accrued compensation and benefits 17,016
Other accrued liabilities 19,254

Deferred revenue 14,446

49,696
3,930
1.377

157.827
124,385
81.811

42.574

50,910

1,989

6.111
59.010
19,738

7.737

$ 286,886

$ 124

12,509
43,397
14,334
17,135

13,514
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Advances on sales contracts

Noncurrent Liabilities:
Accrued pension benefit liability
Other liabilities

Long-term debt

Commitments and Contingencies (Note 10)

Shareholders' Equity:
Preferred stock, $0.01 and no par value, respectively;

authorized 10,000,000 shares; no shares issued

Common stock, $0.01 and $1.00 par value,
respectively; authorized 100,000,000 and
65,000,000 shares, respectively, issued
22,981,320 and 22,935,638 shares, respectively

Paid-in capital
Retained earnings

Treasury stock, at cost (688,125 and
713,853 shares, respectively)

Unamortized value of restricted stock grants

Accumulated other comprehensive income (loss)

674

110.849

17,716
5,624
24.495

47.835

230

65,971

72,674

(14,150)

(143)
925
125.507

$ 284,191

1.028

102.041

15,264
5,467
46.512

67.243

22,936

43,408

73,446

(14,679)
(81)

(7.428)
117.602

$ 286,886
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See accompanying notes to consolidated financial statements.

GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

In thousands
Cash Provided by (Used for):
Operating Activities:

Net (loss) earnings

Adjustments to reconcile net (loss) earnings
to cash provided by operating activities:

Depreciation and amortization
Restructuring charges
Deferred income taxes
Other non-cash items
Changes in operating accounts:
Receivables
Inventories
Prepaid expenses
Accounts payable and accrued liabilities
Provided by Operating Activities:

Investing Activities:

Nine Months Ended
January 31,

2005 2004
$ (772 $ 1,980
8,575 8,803
2,594 2,482
(2,742) (6,129)
1,679 2,111
12,180 6,899
(3,764) 1,027
316 1,029
2.527 —(9.644)
15.539 8.558
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Additions to property, plant and equipment (4,322) (3,056)
Intangible and other assets (369) (864)
Proceeds from sale of promissory note — 994
(Used for) Investing Activities: (4.691) (2.926)

Financing Activities:

Borrowings under term loans -— 65,000
Repayments of borrowings under term loans (22,017) (8,790)
Net change in revolvers 8,195 (72,195)
Net short-term financing (126) ——
Debt issue costs - (5,604)
Exercise of stock options 150 114
Other common stock activity (88) 5
(Used for) Financing Activities: (13.886) (21.480)
Effect of exchange rate changes on cash 836 2,375
Decrease in Cash and Cash Equivalents (2,202) (13,473)
Cash and Cash Equivalents, Beginning of Period 6.371 20.697
Cash and Cash Equivalents, End of Period $ 4,169 $ 7,224

See accompanying notes to consolidated financial statements.

GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

NOTE 1. Basis of Presentation
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The accompanying unaudited consolidated financial statements of Gerber Scientific, Inc. and its subsidiaries
(collectively, the "Company") have been prepared in accordance with accounting principles generally accepted in the
United States of America for interim financial statements and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by accounting
principles generally accepted in the United States of America for complete financial statements. In the opinion of
management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair presentation
have been included. Operating results for the three- and nine-month periods ended January 31, 2005 are not
necessarily indicative of the results that may be expected for the year ending April 30, 2005. The financial information
included in this quarterly report on Form 10-Q should be read in conjunction with the consolidated financial
statements and notes in the Company's annual report on Form 10-K for the fiscal year ended April 30, 2004, filed with
the Securities and Exchange Commission (the "SEC") on July 14, 2004. The consolidated balance sheet at April 30,
2004 has been derived from the audited consolidated financial statements at that date but does not include all of the
information and footnotes required by accounting principles generally accepted in the United States of America for
complete financial statements.

Included in the results for the nine-month period ended January 31, 2005 are adjustments related to prior periods of
$0.6 million ($0.4 million after tax, or $0.02 per share). Of this amount, $0.4 million was attributable to incorrect
accounting in fiscal 2001 for an intercompany transaction. The Company has concluded that the adjustments related to
prior periods are not material and do not affect, either individually or in the aggregate, the trends of the financial
statements for those periods affected or a fair presentation of the Company's results of operations and financial
condition. Accordingly, results for prior periods have not been restated.

Certain reclassifications have been made to the prior period amounts to conform to the current year presentation.
NOTE 2. Stock Option Plans

The Company has stock option plans authorizing grants to employees and officers. The Company applies Accounting
Principles Board (APB) Opinion No. 25, "Accounting for Stock Issued to Employees," and related interpretations in
accounting for its stock options. No significant stock-based compensation cost related to stock options is reflected in
net (loss) earnings because all options granted under these plans had an exercise price equal to the market value of the
underlying common stock on the date of the grant.

In December 2004, the Financial Accounting Standards Board ("FASB") issued SFAS No. 123R, "Share-Based
Payment" ("SFAS 123R"), which requires companies to measure and recognize compensation expense for all
stock-based payments at fair value. SFAS 123R is effective for all interim periods beginning after June 15, 2005 and
will be adopted by the Company on May 1, 2005 using the modified prospective method. The Company is currently
evaluating the impact of SFAS 123R on its consolidated financial position and results of operations.

7

The following table illustrates the effect on net (loss) earnings and (loss) earnings per share if the Company had
applied the fair value recognition provisions of SFAS No. 123, "Accounting for Stock-Based Compensation":

Three Months Ended Nine Months Ended
January 31, January 31,
In thousands. except per share amounts 2005 2004 2005 2004

11
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Net (loss) earnings, as reported $ (381 $(1,145) $ (772 $ 1,980

Less: Total stock-based employee com-
pensation expense determined under
Black-Scholes option pricing model,

net of tax effects (128) (233) (622) (888)
Pro forma net (loss) earnings $ (509) $(1,378) $(1,394) $ 1,092

(Loss) earnings per share

Basic, as reported $ (02 $ (.05) $ (.03) $ .09
Basic, pro forma (.02) (.06) (.06) .05
Diluted, as reported $ (02 $ (.05) $ (.03) $ .09
Diluted, pro forma (.02) (.06) (.06) .05

The weighted-average assumptions used in estimating the fair value of stock options granted in the three and nine
months ended January 31, 2005 were as follows: risk-free interest rate of 3.5 percent and 3.7 percent, respectively;
expected option life of 4.7 years; expected volatility of 74 percent; and no expected dividend yield.

The weighted-average assumptions used in estimating the fair value of stock options granted in the three and nine
months ended January 31, 2004 were as follows: risk-free interest rate of 3.1 percent; expected option life of 4.7 years;
expected volatility of 74 percent; and no expected dividend yield.

NOTE 3. Inventories

The classification of inventories was as follows (in thousands):

anuary 31. 2 April 2004
Raw materials and purchased parts $ 43,792 $ 37,460
Work in process 1,284 1,096
Finished goods 9.889 11.140
$ 54,965 $ 49,696

8

NOTE 4. Restructuring Charges

12
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For the nine months ended January 31, 2005, the Company recorded restructuring charges of $2.6 million. The
restructuring charges primarily consisted of employee separation costs of $1.5 million in the Ophthalmic Lens
Processing segment, $0.6 million in the Sign Making and Specialty Graphics segment, and $0.1 million in the Apparel
and Flexible Materials segment. The restructuring charges also included an adjustment to the fiscal 2004 facility
consolidation accrual of $0.4 million in the Sign Making and Specialty Graphics segment. The employee separation
charges in the Ophthalmic Lens Processing segment were attributable to the relocation of its Oklahoma manufacturing
operations. The employee separation charges in the Sign Making and Specialty Graphics segment were primarily
associated with efforts to reduce Spandex's costs.

In fiscal 2004 and 2003, the Company recorded restructuring charges, consisting of employee separation and facility
consolidation costs, associated with efforts to reduce costs. A provision for costs associated with a vacant facility
through the remainder of its lease term was included in the facility consolidation charge. The charge was based on
market assumptions when the provision was recorded. In June 2004, the Company sublet this facility and a fiscal 2005
charge of $0.4 million was recorded to adjust the original assumptions to the terms of the sublease agreement.

The following table presents a rollforward of the accruals established in fiscal 2005 by segment (in thousands):

Employee
Separation
Accrual
Sign Making and Specialty Graphics
Fiscal 2005 charge $ 555
Cash payments _ 42
Ending balance at January 31, 2005 513
Apparel and Flexible Materials
Fiscal 2005 charge 108
Cash payments 108
Ending balance at January 31, 2005 -
Ophthalmic Lens Processing
Fiscal 2005 charge 1,503
Cash payments 291
Ending balance at January 31, 2005 1.212
$ 1,725

The remaining balance at January 31, 2005 of $1.7 million is expected to be paid through fiscal 2006.
9

13
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Fiscal Year 2004 Restructuring Update

The following table presents a rollforward of the accruals established in fiscal 2004 by segment (in thousands):

Employee Facility
Separation Consolidation
Accrual Accrual _Total
Sign Making and Specialty Graphics
Balance at April 30, 2004 $ -— $ 1,754 $ 1,754
Fiscal 2005 adjustment - 428 428
Cash payments e 287 287
Ending balance at January 31, 2005 - 1.895 _1.895
Ophthalmic Lens Processing
Balance at April 30, 2004 9 133 142
Cash payments ) _ 48 _ (N
Ending balance at January 31, 2005 - 85 85
$ - $ 1,980 $ 1,980

Of the remaining balance at January 31, 2005, $0.2 million is expected to be paid in fiscal 2005, $0.4 million in fiscal
2006, $0.3 million in fiscal 2007, $0.1 million in fiscal 2008 and $1.0 million thereafter.

Fiscal Year 2003 Restructuring Update
An accrual related to a fiscal 2003 facility consolidation charge of $0.2 million remained at April 30, 2004. Of this
amount, $0.1 million was paid during the nine months ended January 31, 2005, resulting in an ending balance at

January 31, 2005 of $0.1 million.

Of the remaining balance at January 31, 2005, a minimal amount is expected to be paid in the balance of fiscal 2005
and $0.1 million in fiscal 2006.

Fiscal Year 2002 Restructuring Update
As of April 30, 2004, there remained an accrual of approximately $0.3 million for severance and other amounts

payable to a former Chief Executive Officer. No cash payments were charged against this accrual during the nine
months ended January 31, 2005. These amounts are expected to be paid within the next 12 months.

14
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10

NOTE 5. Goodwill and Other Intangible Assets

Goodwill and other intangible assets include (in thousands):

As of January 31. 2005 As of April 30. 2004
Gross Net Gross Net
Carrying Accumulated  Intangible Carrying  Accumulated  Intangible
Amount Amortization Assets Amount Amortization Assets
Amortized
intangible assets:
Patents $ 8,444 $ 3,262 $ 5,182 $ 9,042 $ 3,460 $ 5,582
Other 750 265 485 691 162 529
9.194 3.527 5.667 9.733 3.622 6.111
Unamortized
intangible assets:
Goodwill 52,153 - 52,153 50,910 - 50,910
Prepaid pension 1.989 - 1.989 1.989 - 1.989
cost
54.142 - 54.142 52.899 - 52.899
$ 63,336 $ 3,527 $ 59,809 $ 62,632 $ 3,622 $59,010

Intangible amortization expense was $0.1 million and $0.4 million for the three and nine months ended January 31,
2005, respectively, and was $0.2 million and $0.7 million for the three and nine months ended January 31, 2004,
respectively. Intangible amortization expense is estimated to be approximately $0.6 million annually for fiscal 2005
through 2010.

The following table presents the changes in the carrying amount of goodwill by operating segment for the nine months
ended January 31, 2005 (in thousands):

Sign Making Apparel Ophthalmic
and Specialty and Flexible Lens
Graphics Materials Processing Total
Balance as of April 30, 2004 $21,211 $ 12,703 $16,996 $50910
Effects of currency translation 1.170 73 o 1.243

15
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Balance as of January 31, 2005 $ 22,381 $ 12,776 $ 16,996 $52,153

During the nine months ended January 31, 2005, the Company reviewed its goodwill for impairment in all segments
in accordance with its annual goodwill impairment review schedule. Based on this review, the Company was not
required to record any additional goodwill impairments.

NOTE 6. Derivative Instruments and Hedging Activities

The Company is exposed to fluctuations in foreign currency exchange rates because of its global presence and
international sales and purchase activities. These foreign currency exposures are identified and managed at the
operating unit level. To manage some of these risks, the Company uses forward exchange contracts. These contracts
are viewed as risk management tools, involve little complexity, and are not used for trading or speculative purposes.
Counterparties to forward exchange contracts are major international commercial banks. The Company does not
anticipate non-performance by the counterparties.

11

The Company formally documents all relationships between hedging instruments and hedged items, as well as its risk
management objectives and strategies for undertaking various hedge transactions. In this documentation, the
Company identifies the forecasted transactions that have been designated as a hedged item and states how the hedging
instrument is expected to hedge the risks related to that item. The Company formally measures effectiveness of its
hedging relationships both at the hedge inception and on an ongoing basis. The Company discontinues hedge
accounting prospectively when it determines that the derivative is no longer effective in offsetting changes in the cash
flows of a hedged item; when the derivative expires or is sold, terminated or exercised; when it is probable that the
forecasted transaction will not occur; or when management determines that designation of the derivative as a hedge
instrument is not appropriate.

The Company's forward exchange contracts are designated as a hedge of the cash flow variability arising from
forecasted foreign currency denominated purchases. Accordingly, changes in the cash flows of these contracts must be
highly correlated with changes in the cash flows of the underlying hedged item at inception of the hedge and over the
life of the hedge contract. Gains and losses on these derivatives are recorded in shareholders' equity to the extent they
are effective as hedges and reclassified into earnings in the period in which the hedged transaction settles. To the
extent that the derivatives are not effective as hedges, gains and losses on these derivatives are recorded immediately
into current earnings in other expense, net.

As of January 31, 2005, the Company was party to forward exchange contracts providing for the delivery of various
currencies in exchange for approximately $4.9 million over the succeeding three months. The fair value of the
contracts outstanding at January 31, 2005 was a $0.3 million net liability.

Year to Date Activity

The changes in shareholders' equity associated with hedging activity for the nine months ended January 31, 2005 and
2004 were as follows:

(in thousands) 2005 2004
Balance at April 30, 2004 and 2003 $ (149) $ (1,420)

16
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Cash flow hedging loss, net of tax (642) (1,585)
Net loss reclassified to (loss) earnings 616 1.990
Balance at January 31, 2005 and 2004 $ (75 $ (1,015)

The balance recorded in shareholders' equity at January 31, 2005 is expected to be reclassified into earnings in fiscal
2005.

NOTE 7. Segment Information

The Company's operations are classified into three operating segments: Sign Making and Specialty Graphics, Apparel
and Flexible Materials, and Ophthalmic Lens Processing. Those segments are determined based on management's
evaluation of the Company's businesses. Segment financial data for the three and nine months ended January 31, 2005
and 2004 are shown in the following tables.

12
Three Months Ended Nine Months Ended
January 31. January 31
In thousands 2005 2004 2005 2004
Segment revenue:
Sign Making and Specialty Graphics $ 65,290 $ 61,291 $ 203,433 $ 205,604
Apparel and Flexible Materials 42,629 40,829 126,326 116,814
Ophthalmic Lens Processing 16.869 18.770 54.131 57.714
$ 124,788 $ 120,890 $ 383,890 $ 380,132
Segment (loss) profit:
Sign Making and Specialty Graphics $ (432 $ (2,306) $ 1,049 $ 7272
Apparel and Flexible Materials 4,555 5,832 15,292 12,983
Ophthalmic Lens Processing (690) 364 (2.092) 715
$ 3433 $ 3,890 $ 14,249 $ 20,970

17
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A reconciliation of total segment profit to consolidated loss before income taxes follows:

In thousands

Segment profit

Corporate expenses, net of other income
(Loss) earnings before interest and taxes
Interest expense

(Loss) before income taxes

Three Months Ended
January 31,

2005 2004

$ 3,433 $ 3,890
(3.795) (3.156)

(362) 734

(1.576) (3.013)

$(1,938) $(2,279)

Nine Months Ended
January 31.

2005 2004
$ 14,249 $ 20,970
(11.334) (12.656)
2,915 8,314
(5.326) (9.328)
$2411) $ (1,014)

There were no material changes in the measure of segment profit or differences in the basis of segmentation since the
Company's most recent annual report on Form 10-K, filed with the SEC on July 14, 2004.

NOTE 8. Comprehensive Income

The Company's total comprehensive income was as follows:

In thousands

Net (loss) earnings

Other comprehensive income:
Foreign currency translation adjustments
Minimum pension liability, net
Cash flow hedging gain (loss), net

Total comprehensive income

Three Months Ended
January 31,
2005 2004

2,251 7,709

4,833

55 01)

$ 1,925 $ 11,196
13

Nine Months Ended
January 31

2005 2004
$ (772) $ 1,980
8,379 14,389
4,833
__(26) 405
$ 7,581 $21,607

18



Edgar Filing: GERBER SCIENTIFIC INC - Form 10-Q
NOTE 9. (Loss) Earnings Per Share

The following table sets forth the computation of basic and diluted (loss) earnings per share:

Three Months Ended Nine Months Ended
January 31, January 31,
In thousands, except per share amounts 2005 2004 2005 2004
Numerator:
Net (loss) earnings $ (381 $ (1,145) $ (772 $ 1,980
Denominators:
Denominator for basic (loss) earnings
per share - weighted-average
shares outstanding 22,263 22,205 22,255 22,190
Effect of dilutive securities:
Stock options - - o 188
Denominator for diluted (loss) earnings
per share - adjusted weighted-
average shares outstanding 22,263 22,205 22,255 22,378
Basic (loss) earnings per share $ (02 $ (05 $ (.03) $ .09
Diluted (loss) earnings per share $ (02 $ (05 $ (03) $ .09

For the three and nine months ended January 31, 2005, stock options exercisable for 2.2 million and 2.6 million shares
of common stock, respectively, were excluded from the calculation of diluted (loss) earnings per share because the
exercise price of the stock options exceeded the average market price of the Company's common stock, and, therefore,
would have been antidilutive.

For the three and nine months ended January 31, 2005, stock options exercisable for an additional 0.2 million and 0.1
million shares, respectively, of common stock were excluded from the calculation of diluted (loss) earnings per share
because the Company reported a net loss.

For the three and nine months ended January 31, 2004, stock options exercisable for 2.3 million and 2.4 million shares
of common stock, respectively, were excluded from the calculation of diluted (loss) earnings per share because the
exercise price of the stock options exceeded the average market price of the Company's common stock and, therefore,
would have been antidilutive.

19
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For the three months ended January 31, 2004, stock options exercisable for an additional 0.3 million shares of
common stock were excluded from the calculation of diluted (loss) earnings per share because the Company reported
a net loss.

14

NOTE 10. Commitments and Contingencies

During the three months ended January 31, 2005, the Company settled a legal action alleging that one of its machines
caused a fire on the claimant's premises. The Company incurred an expense of $0.2 million in connection with the
settlement.

NOTE 11. Guarantees

The Company extends financial and product performance guarantees to third parties. There have been no material
changes to guarantees outstanding since April 30, 2004.

The changes in the carrying amount of product warranties for the nine months ended January 31, 2005 and 2004 are as
follows:

Nine Months Ended
In thousands January 31
2005 2004
Beginning balance $ 4,970 $ 4,372
Reductions for payments made (4,095) (4,125)
Changes in accruals related to warranties
issued in the current period 4,608 4,529
Changes in accruals related to pre-existing
warranties 109 —
Ending balance $ 5,374 $ 4,776

NOTE 12. Employee Benefit Plans

Components of net periodic benefit cost for the three and nine months ended January 31, 2005 are presented below.

Three Months Ended January 31

Qualified Pension Plan Non-Qualified Pension Plan
In thousands 2005 2004 2005 2004

20
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Service cost $ 653 $ 714 $ 39 $ 58

Interest cost 1,337 1,188 123 161

Expected return on plan assets (1,331) (1,112) (111) (118)

Amortization of prior service cost 74 121 --- 16

Amortization of net loss 233 298 42 53

Net periodic benefit cost $ 966 $ 1,209 $ 93 $ 170
15

Nine Months Ended January 31,

Qualified Pension Plan Non-Qualified Pension Plan
In thousands 2005 2004 2005 __ 2004
Service cost $ 1,961 $ 2,423 $ 120 $ 148
Interest cost 4,011 3,859 369 387
Expected return on plan assets (3,994) (3,282) (333) (314)
Amortization of prior service cost 222 634 2) 97
Amortization of net loss 698 _1.159 125 173
Net periodic benefit cost $ 2,898 $4,793 $ 279 $ 491

Employer Contributions

For the nine months ended January 31, 2005, $0.7 million of cash contributions were made to the Gerber Scientific,

Inc. and Participating Subsidiaries Pension Plan. The Company expects total cash contributions to this plan in fiscal
2005 to be $1.6 million.

NOTE 13. Long-Term Debt

On May 9, 2003, the Company entered into a four-year $110.0 million senior credit facility arranged by Fleet
Securities, Inc. The financing consisted of a $45.0 million asset-based, multi-currency revolving credit facility (the
"Revolver") led by Fleet Capital Corporation, and two term loan facilities, each in the amount of $32.5 million
(collectively, the "Term Loans"), led by Ableco Finance LLC, a fund affiliated with Cerberus Capital Management,
L.P. (the Revolver and Term Loans being collectively referred to as the "Credit Facilities").



Edgar Filing: GERBER SCIENTIFIC INC - Form 10-Q

At January 31, 2005, the Company had $45.2 million of total debt outstanding, which consisted of outstanding
Revolver borrowings of $20.7 million, Term Loan borrowings of $18.5 million, and industrial revenue bonds
outstanding of $6.0 million. The Revolver and Term Loan borrowings mature on May 9, 2007, with no principal
repayments required prior to that date. Voluntary prepayments of principal under the Term Loans that do not result in
the termination of the Term Loans agreement are permitted without penalty or premium as long as the Company
maintains minimum liquidity levels as defined in the Revolver agreement. At January 31, 2005, the Company had
excess availability of $15.0 million under its Revolver.

Effective July 9, 2004, the Company entered into amendments of its current Credit Facilities that, among other
changes, reduced the interest rates accruing on its outstanding Term Loans and modified certain operating and
financial covenants. The weighted-average interest rates under the Credit Facilities, inclusive of deferred debt issuance
costs amortized, were 13.6 percent for both the three- and nine-month periods ended January 31, 2005 and 16.6
percent and 15.7 percent for the three- and nine-month periods ended January 31, 2004, respectively. At January 31,
2005, the Company was in compliance with all covenants under its Credit Facilities.

The amendments reduced the annual interest rates under both Term Loans by eliminating the 2.0 percent annual
payment-in-kind interest rate, reducing the annual fee to 1.0 percent from 1.75 percent of average monthly balances,
reducing the minimum prime or base rate to 4.0 percent from 4.25 percent, and fixing the annual interest rate at 6.0
percent over the prime rate. The effect of these changes as of July 9, 2004 was to reduce by 2.75 percent the annual
rate of interest accruing on Term Loan A, which had an outstanding principal balance of $20.1 million, and to reduce
by 4.25 percent the annual rate of interest accruing on Term Loan B, which also had an outstanding principal balance
of $20.1 million.
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The amendments modified operating covenants to permit the Company, within specified limits, to prepay the Term
Loans more frequently, make business acquisitions, pay dividends, and repurchase its common stock.

The amendments also eliminated, beginning with the fiscal quarter ended July 31, 2004, the financial covenant
requiring the Company to maintain minimum levels of EBITDA (as defined) as of the end of each fiscal quarter. In
addition, the amendments increased the proportion of maximum total funded debt (as defined) the Company may have
as of the end of each fiscal quarter compared to EBITDA, by increasing the maximum total funded debt to EBITDA
ratio from 2:1 to 2.5:1 for the fiscal quarters ended July 31, 2004, October 31, 2004, and January 31, 2005; from 1.5:1
to 2:1 for the fiscal quarter ending April 30, 2005 and for the first three quarters of fiscal 2006; and from 1.5:1 to
1.75:1 for the fiscal quarter ending April 30, 2006 and for each fiscal quarter thereafter.

The Term Loans amendment added a premium for the prepayment in full of the loans that result in the termination of
the Term Loans agreement. This premium is subject to reduction over the life of the loans and was 1.375 percent of
the principal balance based on the $18.5 million principal balance of the term loans outstanding on January 31, 2005.
NOTE 14. Shareholders' Equity

On September 22, 2004, the shareholders of the Company approved a charter amendment to reduce the par value of
the common stock from $1.00 per share to $0.01 per share and to change the no par value preferred stock to par value

of $0.01 per share.

On September 22, 2004, the shareholders of the Company approved a charter amendment to increase the number of
authorized shares for common stock from 65.0 million to 100.0 million shares.

NOTE 15. Income Taxes
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The Company's consolidated tax rate was a benefit of 80.3 percent and 68.0 percent in the three- and nine-month
periods ended January 31, 2005, respectively. The Company's effective tax rates for the fiscal 2005 third quarter and
first nine months were determined based on actual year-to-date results. For the fiscal 2004 third quarter and first nine
months, the Company recorded tax benefits of $0.7 million and $2.8 million, respectively, for a change in the tax law
in a foreign jurisdiction and the favorable resolution of a prior year foreign tax issue. Adjusting for these benefits, the
consolidated tax rate would have been 21.0 percent and 14.8 percent, respectively, for the fiscal 2004 third quarter and
first nine months. The Company's effective tax rate for the fiscal 2004 third quarter and first nine months were
determined based on an estimated full-year tax rate. The changes in the year-over-year effective tax rates were
primarily attributable to the favorable impact of permanent tax benefits, which are associated with foreign tax
planning strategies and export sales, applied to lower year-to-date earnings.
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On October 22, 2004, the American Job Creation Act (the "AJCA") was signed into law. The AJCA includes a
deduction of 85 percent of certain foreign earnings that are repatriated, as defined in the AJCA. The Company has
evaluated the effects of the repatriation provision and, at this time, does not plan to repatriate its unremitted foreign
earnings.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Gerber Scientific, Inc.:

We have reviewed the accompanying consolidated balance sheet of Gerber Scientific, Inc. and subsidiaries as of
January 31, 2005, the related consolidated statements of operations for the three- and nine-month periods ended
January 31, 2005 and 2004, and the related consolidated statements of cash flows for the nine-month periods ended
January 31, 2005 and 2004. These consolidated financial statements are the responsibility of the Company's
management.

We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board
(United States). A review of interim financial information consists principally of applying analytical procedures and
making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an
audit conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to the consolidated
financial statements referred to above for them to be in conformity with U.S. generally accepted accounting principles.

We have previously audited, in accordance with standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet of Gerber Scientific, Inc. and subsidiaries as of April 30, 2004, and the
related consolidated statements of operations, changes in shareholders' equity and cash flows for the year then ended
(not presented herein); and in our report dated July 13, 2004, we expressed an unqualified opinion on those
consolidated financial statements. In our opinion, the information set forth in the accompanying consolidated balance
sheet as of April 30, 2004, is fairly stated, in all material respects, in relation to the consolidated balance sheet from
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which it has been derived.

/s/ KPMG LLP

Hartford, Connecticut
March 9, 2005
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the Consolidated Financial Statements for the three- and
nine-month periods ended January 31, 2005 (the "fiscal 2005 third quarter” and "fiscal 2005 first nine months,"
respectively) and for the three- and nine-month periods ended January 31, 2004 (the "fiscal 2004 third quarter" and
"fiscal 2004 first nine months," respectively) and related notes to the Consolidated Financial Statements included
elsewhere herein, as well as with our annual report on Form 10-K for the fiscal year ended April 30, 2004, filed with
the SEC on July 14, 2004.

OVERVIEW

Our fiscal 2005 third quarter results reflected continued progress in the implementation of our turnaround plans. While
the third quarter is traditionally the weakest quarter in terms of revenue performance, we recorded a modest operating
profit. During the quarter, we completed the relocation of the Ophthalmic Lens Processing segment's manufacturing
facility from Muskogee, Oklahoma and continued the restructuring of our Sign Making and Specialty Graphic
segment's European based operations. We anticipate further structural changes in the fiscal 2005 fourth quarter,
primarily in our European operations, and expect to incur related restructuring charges of approximately $1.4 million.

We generated $7.5 million of cash from operations in the fiscal 2005 third quarter and repaid $8.5 million of our debt.
This was the sixth consecutive quarter of positive cash generation, with cumulative operating cash flow of $43.5
million. As a result of this performance, we reduced our debt obligations from $89.9 million at May 9, 2003, the date
we refinanced those obligations, to $45.2 million at January 31, 2005. The reduced debt balances and lower interest
rates resulted in lower interest expense of $1.4 million and $4.0 million in the fiscal 2005 third quarter and first nine
months, respectively, from the prior year comparable periods.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements requires management to make estimates and assumptions that affect amounts
reported. We described the critical accounting policies that require management's most difficult, subjective, or
complex judgments in our annual report on Form 10-K for the fiscal year ended April 30, 2004, filed with the SEC on
July 14, 2004.
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RESULTS OF OPERATIONS
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Three Months Ended Nine Months Ended
January 31, January 31,

In thousands 2005 2004 2005 2004
Revenue $ 124,788 $ 120,890 $ 383,890 $ 380,132
Cost of sales 84.667 80.237 256.391 250.887
Gross profit 40.121 40.653 127.499 129.245
Operating expenses 39,319 38,564 121,984 117,423
Other expense, net a.164) (1.355) (2.600) (3.508)
(Loss) earnings before interest expense

and (benefit) for income taxes $ (362 $ 734 $ 20915 $ 8314
Gross profit % 32.2% 33.6% 33.2% 34.0%

Revenue.

Consolidated revenue in the fiscal 2005 third quarter and first nine months was $124.8 million and $383.9 million,
respectively, which represented increases of $3.9 million and $3.8 million over the fiscal 2004 comparable periods.
Foreign currency translation had the effect of increasing revenue by approximately $5.3 million and $15.2 million in
the fiscal 2005 third quarter and first nine months, respectively, over the fiscal 2004 comparable periods. Adjusting
for the effect of foreign currency translation, revenue increased in our Apparel and Flexible Materials segment and
decreased in our Ophthalmic Lens Processing segment from the fiscal 2004 comparable periods. Currency-adjusted
revenue in our Sign Making and Specialty Graphics segment was substantially the same in the fiscal 2005 third
quarter and lower in the fiscal 2005 first nine months compared to the fiscal 2004 comparable periods.

The following table shows equipment and aftermarket supplies and service revenue as a percentage of total revenue
during the fiscal 2005 third quarter and first nine months and the fiscal 2004 comparable periods:

Three Months Ended Nine Months Ended
January 31 January 31
2005 2004 2005 2004
Equipment revenue 30% 32% 29% 31%
Aftermarket supplies and service
revenue 70% 68% 71% 69%
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On a geographic basis and adjusted for foreign currency translation, our business volume in the fiscal 2005 third
quarter and first nine months was lower in the North American region and higher in the Rest of World region than in
the fiscal 2004 third quarter and first nine months. Our business volume in the European region was higher in the
fiscal 2005 third quarter and lower in the fiscal 2005 first nine months than in the fiscal 2004 comparable periods.

The North American decrease in business volume occurred primarily in the Sign Making and Specialty Graphics and
Ophthalmic Lens Processing segments. The Sign Making and Specialty Graphics segment's sales were adversely
affected by ink jet imaging product development delays, difficulties associated with O.E.M.-supplied ink jet imaging
products, and lower sales of thermal imaging products attributable to ink jet competition and anticipated new
products. Equipment sales to Kinkos in the fiscal 2004 third quarter and first nine months of $0.2 million and $3.3
million, respectively, that did not, and were not expected to, recur in the fiscal 2005 comparable periods also
adversely affected the current period results. The Ophthalmic Lens Processing segment's lower sales were primarily
attributable to delays in the launch of new products and, in the fiscal 2005 third quarter, to a sales force transition and
a backlog increase caused by the relocation of a manufacturing facility.
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The European business volume decline in the fiscal 2005 first nine months occurred primarily in the Sign Making and
Specialty Graphics segment. In addition to the factors affecting this segment's North American equipment sales,
business volume was adversely affected by management turnover in Italy, lower business levels in France following
last year's warehouse consolidation, and the discontinuation of a non-strategic product line in fiscal 2004. The
European volume increase in the fiscal 2005 third quarter reflected higher sales of aftermarket supplies and service
revenue, which more than offset the lower equipment sales volume.

The higher business volume in the Rest of World region was largely attributable to the continued migration of apparel
production to emerging markets in the Apparel and Flexible Materials segment. In particular, our business volume in
China increased significantly, reflecting both our market development efforts and the strength of end user markets.

Operating Charges.

Our financial results for the fiscal 2005 first nine months included pre-tax operating charges of $3.9 million that were
recorded in the fiscal 2005 second quarter. Of this amount, $3.6 million related to costs incurred through improving
the operations of our Spandex business, which is part of our Sign Making and Specialty Graphics segment, and the
remaining charges of $0.3 million were incurred by our Ophthalmic Lens Processing segment. The charges included
$1.5 million of inventory write-downs, $0.8 million of fixed asset impairments, $0.7 million of additional bad debt
expense, and $0.9 million of other operating charges. The inventory charge primarily related to changes in market
value estimates of used equipment inventory, which were largely caused by the shorter product life cycle of ink jet
imaging products. The balance of the inventory charge related to changes in market value estimates for aftermarket
inventory identified as in excess of Spandex's requirements. The bad debt expense was related to management
turnover at Spandex's Italian business. Other operating charges of $0.9 million included adjustments relating to prior
periods in the amount of $0.6 million. We have concluded that the adjustments related to prior periods were not
material and do not change, either individually or in the aggregate, the earnings trends for those periods affected or a
fair presentation of our results of operations and financial condition. Of the aggregate pre-tax charges, $0.2 million
were recorded as a reduction of product sales, $1.9 million in cost of products sold, and $1.8 million in selling,
general, and administrative ("S,G,&A") expenses.

Gross Profit Margins.
Gross profit as a percentage of revenue in the fiscal 2005 third quarter and first nine months was 32.2 percent and 33.2

percent, respectively, compared with 33.6 percent and 34.0 percent, respectively, in the fiscal 2004 comparable
periods. The profit decreases were primarily attributable to lower business volume and, with respect to the third
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quarter, a change in sales mix reflecting a lower proportion of equipment and software shipments. These factors had
the effect of reducing gross profit in the fiscal 2005 third quarter and first nine months by approximately $1.3 million
and $4.0 million, respectively, from the fiscal 2004 comparable periods. The fiscal 2005 second quarter operating
charges totaling $2.1 million also significantly lowered gross profit in the fiscal 2005 first nine months. Gross profit in
the fiscal 2005 third quarter and first nine months was also adversely affected by lower pricing of $1.1 million and
$1.8 million, respectively, primarily in targeted growth markets to gain market share, higher inventory write-downs of
$0.7 million and $1.5 million, respectively, primarily at Spandex, and transitional costs associated with the
Ophthalmic Lens Processing segment's factory relocation of $0.7 million. The negative impact of these factors was
offset in part by the favorable effects of foreign currency translation and cost reduction savings.
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An improved classification of service costs to cost of services sold that were previously included in S,G,&A expenses
decreased the gross profit margin in the fiscal 2005 first nine months by 0.5 percentage points. This adjustment did not
affect the fiscal 2005 third quarter gross profit margin. This improved classification was made possible by the
implementation of our information technology system, SAP, for the Ophthalmic Lens Processing segment on
November 1, 2003.

Selling, General, and Administrative Expenses.

S,G,&A expenses as a percentage of revenue were 26.0 percent and 26.2 percent, respectively, in the fiscal 2005 third
quarter and first nine months compared with 25.3 percent in the fiscal 2004 comparable periods.

Adjusting for the effect of foreign currency translation and the service cost of sales classification improvement noted
above, S,G,&A expenses increased $0.6 million and $2.2 million in the fiscal 2005 third quarter and first nine months,
respectively, from the fiscal 2004 comparable periods.

The increase in the fiscal 2005 third quarter was primarily attributable to Sarbanes-Oxley compliance expenses of $0.6
million. For the fiscal 2005 first nine months, the increase of $2.2 million was primarily attributable to the operating
charges of $1.8 million incurred during the fiscal 2005 second quarter, Sarbanes-Oxley compliance expenses of $1.1
million, and higher expenses of $0.9 million associated with multi-ply cutter installation and training. The effect of
these factors was offset in part by a decrease of $1.3 million in pension expense attributable to pension plan
amendments and a decrease of $0.5 million in legal expenses.

Research and Development.

Research and development ("R&D") expenses as a percentage of revenue were 5.2 percent and 4.9 percent in the
fiscal 2005 third quarter and first nine months compared with 5.0 percent and 4.9 percent in the fiscal 2004
comparable periods. Higher R&D expenses in the fiscal 2005 third quarter reflected higher new product development
Ccosts.

Restructuring Charges

. During the fiscal 2005 first nine months, we incurred $2.6 million of restructuring charges in accordance with our
turnaround plan. Of these charges, $1.5 million was incurred by the Ophthalmic Lens Processing segment and related
to the relocation of a manufacturing facility. The remaining charges were primarily incurred by the Sign Making and
Specialty Graphics segment and consisted of charges of approximately $0.5 million related to employee separations in
our European operations and an adjustment of approximately $0.4 million to a prior year leased facility cease-use
accrual.
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We expect the Ophthalmic Lens Processing segment's manufacturing facility relocation to result in employee
separation related cost savings of $0.6 million in fiscal 2005 and $1.9 million annually thereafter. Total annual cost
savings related to this facility relocation are expected to be $3.0 million. We paid $0.3 million of the facility
relocation charge in the fiscal 2005 first nine months, which was funded by cash generated from operations. Of the
Sign Making and Specialty Graphics segment charge related to fiscal 2005, we expect to realize cost savings of $0.7
million. All future cash payments that relate to fiscal 2005 charges are expected to be made by the end of fiscal 2006
and will be funded by cash generated from operations. We anticipate additional restructuring charges for the
remainder of fiscal 2005 of approximately $1.4 million in connection with restructuring of our European operations.
We are considering other opportunities for facility consolidations within the Ophthalmic Lens Processing segment that
may result in additional restructuring expense of up to $1.0 million in fiscal 2006. If the estimated amount or timing of
our sublease estimates or employee separations varies from our estimates at January 31, 2005, the difference will be
recorded within restructuring expense.
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Fiscal 2004 Charges.

During the fiscal 2004 first nine months, we recorded restructuring charges of $2.5 million. These charges consisted
primarily of the net present value of expected future lease costs of $2.0 million when we ceased to use a facility within
the Sign Making and Specialty Graphics segment because of a facility consolidation. We expect to realize cost savings
from these charges of $0.5 million in fiscal 2005, $0.4 million in fiscal 2006 and 2007, and approximately $0.2
million annually thereafter over the life of the lease, primarily through decreased S,G,&A expenses. In addition, we
anticipate cash flow savings of approximately $0.3 million in each of fiscal 2005, 2006, and 2007 and $0.6 million
annually thereafter over the life of the lease.

The Ophthalmic Lens Processing segment incurred fiscal 2004 charges of $0.3 million primarily related to employee
separations associated with the transition of segment operations to the shared services program. We expect to realize
related cost savings of $1.2 million during fiscal 2005, primarily through decreased S,G,&A expenses. The employee
separations were completed during fiscal 2004.

The Sign Making and Specialty Graphics segment incurred charges of $0.2 million, which consisted of expenses to
exit a non-strategic product line. We expect to realize related cost savings of $0.5 million annually, primarily through
decreased cost of sales and S,G,&A expenses. The employee separations were completed and the related severance
was paid during fiscal 2004 from cash generated from operations.

Other Expense, Net.

Other expense, net of $1.2 million and $2.6 million in the fiscal 2005 third quarter and first nine months, respectively,
decreased $0.2 million and $0.9 million from the fiscal 2004 comparable periods. The decreases were primarily
attributable to reduced foreign currency transaction losses incurred in the current periods. The United States dollar
weakened significantly more in the fiscal 2004 third quarter and first nine months against the British Pound and Euro
than in the fiscal 2005 comparable periods. We recognize foreign currency transaction gains and losses on the
translation of accounts receivable and payable balances that are reported in one currency and paid in another.

Interest Expense.

Interest expense decreased $1.4 million and $4.0 million in the fiscal 2005 third quarter and first nine months,
respectively, from the fiscal 2004 comparable periods. The decreases were the result of lower average debt balances
and lower term loan interest rates resulting from the credit facility amendments we completed on July 9, 2004.
Average debt balances under our credit facilities were $44.5 million and $50.1 million in the fiscal 2005 third quarter
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and first nine months, respectively, compared with $71.6 million and $79.2 million in the fiscal 2004 comparable
periods. The weighted average interest rates of our credit facility debt, inclusive of deferred debt issue costs
amortized, were 13.6 percent for both the fiscal 2005 third quarter and first nine months compared with 16.6 percent
and 15.7 percent for the fiscal 2004 comparable periods, respectively.
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Income Tax Benefit.

Our consolidated tax rate was a benefit of 80.3 percent and 68.0 percent in the fiscal 2005 third quarter and first nine
months, respectively. Our effective tax rates for such periods were determined based on actual year-to-date results.
For the fiscal 2004 third quarter and first nine months, we recorded tax benefits of $0.7 million and $2.8 million,
respectively, as a result of a change in the tax law in a foreign jurisdiction and the favorable resolution of a prior year
foreign tax issue. Adjusting for these benefits, the consolidated tax rates would have been 21.0 percent and 14.8
percent, respectively, for the fiscal 2004 third quarter and first nine months. Our effective tax rates for the fiscal 2004
third quarter and first nine months were determined based on an estimated full-year tax rate. The changes in the
year-over-year effective tax rates were primarily attributable to the favorable impact of permanent tax benefits, which
are associated with foreign tax planning strategies and export sales, applied to lower year-to-date earnings.

Net (loss) earnings.

As a result of the foregoing operating results, the net loss in the fiscal 2005 third quarter and first nine months was
$0.4 million ($0.02 loss per diluted share) and $0.8 million ($0.03 loss per diluted share), respectively, compared with
a net loss of $1.1 million ($0.05 loss per diluted share) and net earnings of $2.0 million ($0.09 earnings per diluted
share), respectively, in the fiscal 2004 comparable periods.

Segment Review

Sign Making and Specialty Graphics

Three Months Ended Nine Months Ended
January 31 January 31
In thousands 2005 2004 2005 2004
Revenue $ 65,290 $ 61,291 $203,433 $ 205,604
Cost of sales 48.890 44.300 148.868 146.103
Gross profit 16.400 16991 54.565 59.501
Operating expenses 16,498 18,558 52,603 50,559
Other expense, net 334 739 913 (1.670)
Segment (loss) profit $ 432 $ (2,306) $ 1,049 $ 7,272
Gross profit % 25.1% 27.7% 26.8% 28.9%
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Segment revenue for the fiscal 2005 third quarter and first nine months increased $4.0 million and decreased $2.2
million, respectively, from the fiscal 2004 comparable periods. Adjusting for the effect of foreign currency
translation, segment revenue for the fiscal 2005 third quarter and first nine months increased $0.1 million and
decreased $13.5 million, respectively, from the fiscal 2004 comparable periods. Equipment sales were lower because
of continued ink jet imaging product development delays, difficulties associated with O.E.M.-supplied ink jet imaging
products, and lower sales of thermal imaging products attributable to ink jet competition and anticipated new
products. Equipment sales to Kinkos in the fiscal 2004 third quarter and first nine months of $0.2 million and $3.3
million, respectively, that did not, and were not expected to, recur in the fiscal 2005 comparable periods also
adversely affected revenue. Higher aftermarket supplies and service revenue in Europe offset the lower equipment
volume in the fiscal 2005 third quarter but, for the fiscal 2005 first nine months, aftermarket supplies and service
revenue were lower because of management turnover in Italy, lower business levels in France following warehouse
consolidation, and the discontinuation of a non-strategic product line in fiscal 2004.
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The transition of sign and specialty graphics production to lower cost imaging systems (including ink jet systems),
calendared vinyl materials, and digital media systems significantly changed this market. This segment's future
performance depends on our success in addressing the effects of competitive products and technological
developments. Our strategy includes expanding our product portfolio with internally engineered products and
continuing to make use of advanced technological solutions developed by our partners. We have experienced delays in
the market launch of our own ink jet products, as well as our O.E.M.-supplied ink jet products.

Segment loss for the fiscal 2005 third quarter was $1.9 million lower than for the fiscal 2004 third quarter. This
improvement was primarily attributable to a restructuring charge of $2.0 million recorded in fiscal 2004 related to a
vacated leased facility. The effects of favorable foreign currency of approximately $0.9 million and savings from cost
reductions largely offset the effect of the lower equipment volume.

Segment profit for the fiscal 2005 first nine months was $6.2 million lower than for the fiscal 2004 first nine months.
The decrease was primarily attributable to the effects of lower business volume of approximately $7.4 million,
Spandex operating charges of $3.6 million incurred in the fiscal 2005 second quarter, and higher inventory
write-downs of $1.0 million. The favorable effects of foreign currency of approximately $1.9 million, lower
restructuring charges of $1.2 million, lower pension expense of $1.0 million, and savings from cost reductions
partially offset the segment profit decline.

Apparel and Flexible Materials

Three Months Ended Nine Months Ended
January 31, January 31.
In thousands 2005 2004 2005 2004
Revenue $ 42,629 $ 40,829 $ 126,326 $116,814
Cost of sales 23211 22.003 67.688 63.756
Gross profit 19418 18.826 58.638 53.058
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Operating expenses 14,269 12,679 42,261 39,444
Other expense, net (594) (315) (1.085) (631)
Segment profit $ 4,555 $ 5,832 $ 15,292 $ 12,983
Gross profit % 45.6% 46.1% 46.4% 45.4%

Segment revenue for the fiscal 2005 third quarter and first nine months increased $1.8 million and $9.5 million,
respectively, over the fiscal 2004 comparable periods. Foreign currency translation had the effect of increasing
segment revenue by approximately $1.1 million and $2.9 million in the fiscal 2005 third quarter and first nine months,
respectively, over the fiscal 2004 comparable periods. Revenue growth generally occurred across all product lines,
although fiscal 2005 third quarter sales of higher margin software products decreased, and was particularly strong in
targeted growth markets, including China. Growth continued in Asia and was stimulated by strength in end-user
markets attributable to apparel production migration from mature markets.
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Our primary objective for this segment remains to increase market share in growth markets, particularly China. To
achieve this objective, we have significantly increased our investment in China by adding product design, engineering,
and manufacturing personnel and expanding the range of products that are engineered specifically for the Chinese
market. The lifting of the quotas mandated by the World Trade Organization, which occurred on December 31, 2004,
is expected to have a significant favorable impact on the success of our China initiative, since it is anticipated to
benefit China at the expense of other apparel producing countries.

Segment profit for the fiscal 2005 third quarter was $1.3 million lower than for the fiscal 2004 third quarter. The
decrease was attributable to lower pricing of approximately $1.0 million in targeted growth markets implemented to
gain market share and to higher new product and market development costs related to those markets. The favorable
impact of foreign currency of approximately $1.1 million partially offset the effect of the lower pricing.

Segment profit for the fiscal 2005 first nine months was $2.3 million higher than for the fiscal 2004 first nine months.
This increase was primarily attributable to higher business volume of approximately $4.5 million and the effect of
favorable foreign currency of approximately $2.6 million. These factors were offset in part by price reductions of
approximately $1.9 million in targeted growth markets implemented to gain market share, higher new product and
market development costs related to those markets, and higher installation and training expenses reflecting higher
multi-ply cutting equipment shipments of approximately $0.9 million.

Ophthalmic Lens Processing

Three Months Ended Nine Months Ended
January 31, January 31
In thousands 2005 2004 2005 2004
Revenue $ 16,869 $ 18,770 $ 54,131 $ 57,714
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Cost of sales 12.566 13.934 39.835 41.028
Gross profit 4.303 4.836 14.296 16.686
Operating expenses 4,860 4,340 15,933 15,698
Other expense, net (133) (132) (455) (273)
Segment (loss) profit $  (690) $ 364 $ (2,092) $ 715
Gross profit % 25.5% 25.8% 26.4% 28.9%

Segment revenue for the fiscal 2005 third quarter and first nine months decreased $1.9 million and $3.6 million,
respectively, from the fiscal 2004 comparable periods. Foreign currency translation had the effect of increasing
segment revenue by approximately $0.3 million and $1.0 million, respectively, in the fiscal 2005 third quarter and first
nine months over the fiscal 2004 comparable periods. The revenue decreases were attributable to new product launch
delays, the transition to an in-house sales force for a market segment, and an order backlog increase caused by a
manufacturing facility relocation.
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We announced in the fiscal 2005 first quarter our plan to relocate the manufacturing operations of this segment
located in Oklahoma. This move, which was completed in the fiscal 2005 third quarter, is expected to generate $0.6
million in savings in fiscal 2005 and approximately $3.0 million of annual savings thereafter. In the fiscal 2005 first
nine months, we recorded $1.5 million of restructuring charges for employee separations related to this action.

Segment (loss) profit for the fiscal 2005 third quarter was $1.1 million lower than for the fiscal 2004 third quarter. The
decrease resulted from higher costs of approximately $0.7 million associated with relocating our manufacturing
operations and the lower business volume of $0.4 million.

Segment (loss) profit for the fiscal 2005 first nine months was $2.8 million lower than for the fiscal 2004 first nine
months. The decline was primarily attributable to higher restructuring charges of $1.2 million, lower business volume
of approximately $1.2 million, and higher costs associated with relocating our manufacturing operations of
approximately $0.7 million.

An improved classification of service costs to cost of services sold that were previously included in S,G,&A expenses
decreased this segment's gross profit margin in the fiscal 2005 first nine months by 3.3 percentage points, but had no
impact on segment loss. This adjustment did not affect the fiscal 2005 third quarter segment results. This improved
classification was made possible by our implementation of SAP in this segment on November 1, 2003.

Corporate and Other Expenses

Three Months Ended Nine Months Ended
January 31 January 31
In thousands 2005 2004 2005 2004
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Operating expenses $ 3,692 $ 2,987 $11,187 $11,722
Other expense, net (103) (169) 147 (934)
Corporate expenses, net $ 3,795 $ 3,156 $11,334 $ 12,656

Corporate expenses, net, for the fiscal 2005 third quarter were $0.6 million higher than for the fiscal 2004 third
quarter. This increase was attributable to Sarbanes-Oxley compliance expenses.

Corporate expenses, net, for the fiscal 2005 first nine months were $1.3 million lower than the fiscal 2004 first nine
months. This decrease was primarily attributable to lower pension expense of $0.6 million, lower legal expenses of
$0.5 million, lower foreign currency transaction losses of $0.4 million, and the fiscal 2004 write-off of $0.3 million of
deferred debt issuance costs related to the previous credit facility. Partially offsetting these items were Sarbanes-Oxley
compliance expenses of $1.1 million. We anticipate that we will incur Sarbanes-Oxley compliance expenses of
approximately $1.0 million in the fiscal 2005 fourth quarter.
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LIQUIDITY AND CAPITAL RESOURCES

Our primary ongoing cash requirements, both in the short and long terms, will be to fund operating and capital
expenditures, product development, completion of our restructuring plans, expansion in China, pension plan funding,
and debt service. Our primary sources of liquidity are internally generated cash flows and borrowings under our
revolving credit facility. Our sources of liquidity are subject to all of the risks of our business and could be adversely
affected by, among other factors, a decrease in demand for our products; a deterioration in certain of our financial
ratios; additional charges that may be required because of the ongoing restructuring of our business, weak market
conditions, market changes, and delayed product introductions; and our ability to complete our ongoing efforts to
improve operational efficiencies.

We believe that cash on hand, cash flow we expect from operations, and borrowings we anticipate to be available
under our revolving credit facility will enable us to meet our primary ongoing cash requirements for at least the next
12 months. Thereafter, significant operating, capital, and product development expenditures may be required to meet
expected growth in the demand for products. We currently expect that we will fund our future expenditures primarily
from operations and revolving credit facility borrowings. We may determine, however, that it is necessary or desirable
to obtain financing for such expenditures through additional debt financing or the issuance of equity securities. There
can be no assurance as to whether, or as to the terms on which, we will be able to obtain such debt or equity financing.

The following table shows information about our capitalization as of the dates indicated:

January 31, April 30,
Dollars in thousands 2005 2004
Cash and cash equivalents $ 4,169 $ 6,371
Total debt 45,199 59,021
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Net debt (total debt less cash and cash

equivalents) 41,030 52,650
Shareholders' equity 125,507 117,602
Total capital (net debt plus shareholders'

equity) 166,537 170,252
Net debt-to-total capital ratio 24.6% 30.9%

Cash Flows.

Cash generated from operating activities was $15.5 million in the fiscal 2005 first nine months compared with $8.6
million in the fiscal 2004 first nine months. The increase was primarily attributable to incentive compensation
payments (based on fiscal 2003 results) in fiscal 2004 that did not recur in fiscal 2005 and the collection of accounts
receivable balances resulting from strong fiscal 2004 fourth quarter shipments. The positive impact of these factors
was offset in part by higher inventory balances, which were primarily attributable to new product requirements, the
Ophthalmic Lens Processing segment's manufacturing facility relocation, an increase in new order backlog, and the
delay in shipment of an O.E.M.-supplied ink jet printer.

We used fiscal 2005 cash provided by operating activities to reduce our debt and short-term lines of credit by $13.9
million and to fund capital expenditures and intangible asset additions of $4.7 million.
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Cash balances decreased $13.5 million in the fiscal 2004 first nine months from the level at April 30, 2003. We used
this cash, as well as cash provided by operating activities and proceeds from the sale of a promissory note of $1.0
million, to reduce debt by $16.0 million, pay debt issue costs of $5.6 million, and fund capital expenditures and
intangible asset additions of $3.9 million.

Financial Condition.

Net accounts receivable decreased to $83.1 million at January 31, 2005 from $90.5 million at April 30, 2004. The
decrease was primarily attributable to the collection of accounts receivable resulting from strong fiscal 2004 fourth
quarter shipments and to higher allowance for doubtful accounts requirements. The impact of these factors was offset
in part by the effect of foreign currency translation resulting from the weaker United States dollar at January 31, 2005
versus April 30, 2004, which increased the January 31, 2005 balance by approximately $4.5 million. Days sales
outstanding in ending accounts receivable were 60 at January 31, 2005 and at April 30, 2004.

Net inventories increased to $55.0 million at January 31, 2005 from $49.7 million at April 30, 2004. The higher
inventory balances were attributable to the factors noted in the cash flow discussion above and the effect of foreign
currency translation, which increased the January 31, 2005 balance by approximately $2.9 million. Higher inventory
write-downs, particularly at Spandex, partially offset the effect of the foregoing factors. Annual inventory turnover
decreased to 6.3 times at January 31, 2005 from 7.1 times at April 30, 2004.

Accounts payable and other accrued liabilities, excluding the current portion of long-term debt, increased to $90.1
million at January 31, 2005 from $89.5 million at April 30, 2004. The increase was primarily attributable to the effect
of foreign currency translation, which increased the January 31, 2005 balances by approximately $3.5 million. Fiscal
2005 restructuring accruals of $2.1 million (net of fiscal 2005 cash payments) also contributed to the higher January
31, 2005 balances. Lower accounts payable balances resulting from the timing of vendor payments and lower accrued
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interest of $1.2 million reflecting lower debt balances and interest rates partially offset the effect of the foregoing
factors.

Capital expenditures and pension contributions are expected to be approximately $1.0 million and $0.9 million,
respectively, in the fiscal 2005 fourth quarter. We expect to fund these expenditures from operating cash flow and
borrowings under our revolving credit facility.

Credit Facilities.

On May 9, 2003, we entered into a four-year $110.0 million senior credit facility arranged by Fleet Securities, Inc.
The financing consisted of a $45.0 million asset-based, multi-currency revolving credit facility (the "Revolver") led by
Fleet Capital Corporation, and two term loan facilities, each in the amount of $32.5 million (collectively, the "Term
Loans"), led by Ableco Finance LLC, a fund affiliated with Cerberus Capital Management, L.P. (the Revolver and
Term Loans being collectively referred to as the "Credit Facilities").

At January 31, 2005, we had $45.2 million of total debt outstanding, which was comprised of outstanding Revolver
borrowings of $20.7 million, Term Loan borrowings of $18.5 million, and industrial revenue bonds outstanding of
$6.0 million. The Revolver and Term Loan borrowings mature on May 9, 2007, with no principal repayments required
prior to that date. Voluntary prepayments of principal under the Term Loans that do not result in the termination of the
Term Loans agreement are permitted without penalty or premium as long as we maintain minimum liquidity levels as
defined in the Revolver agreements. At January 31, 2005, we had excess availability of $15.0 million under our
Revolver.
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On July 9, 2004, we amended our Revolver and Term Loans agreements. The amendments:

¢ Reduced the annual interest rates under both Term Loans by eliminating the 2.0 percent payment-in-kind
interest rate, reducing the annual fee to 1.0 percent from 1.75 percent of average monthly balances, reducing
the minimum prime rate to 4.0 percent from 4.25 percent, and fixing the annual interest rate at 6.0 percent
over the prime rate;

¢ Added a premium for prepayment in full of the Term Loans that result in the termination of the Term Loans
agreement. This premium is subject to reduction over the life of the loans and was initially 1.375 percent of
the principal balance based on the $40.1 million principal balance of the Term Loans outstanding on July 9,
2004;

¢ Modified covenants to permit us, within specified limits, to prepay the Term Loans more frequently, make
business acquisitions, pay dividends, and repurchase our common stock;

¢ Eliminated, beginning with the fiscal quarter ended July 31, 2004, the financial covenant requiring us to
maintain minimum EBITDA (as defined in the Credit Facilities) levels as of the end of each fiscal quarter; and

¢ Increased the proportion of maximum total funded debt to EBITDA (leverage ratio) we may have as of the
end of each fiscal quarter by increasing the leverage ratio from 2:1 to 2.5:1 for the fiscal quarters ended July
31, 2004, October 31, 2004, and January 31, 2005; from 1.5:1 to 2:1 for the fiscal quarter ending April 30,
2005 and for the first three quarters of fiscal 2006; and from 1.5:1 to 1.75:1 for the fiscal quarter ending April
30, 2006 and for each fiscal quarter thereafter.

The amended Credit Facilities require us to satisfy certain financial covenants, including fixed charge coverage ratios,
total liabilities to tangible capital base ratios, and total funded debt to EBITDA leverage ratios and impose limitations
on our capital expenditures. Our compliance with these ratios is measured at the end of each of our fiscal quarters.

The following table summarizes the financial covenant requirements under our Credit Facilities and our compliance
with these covenants as of January 31, 2005:

35



Edgar Filing: GERBER SCIENTIFIC INC - Form 10-Q

Covenant Requirement Actual

Minimum Fixed Charge

Coverage Ratio 1.50to 1.0 1.94t0 1.0
Maximum Total Liabilities to

Tangible Capital Base Ratio 420t0 1.0 3.00to 1.0
Maximum Total Funded Debt

to EBITDA (Leverage) Ratio 2.50t0 1.0 222t01.0
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We were in compliance with the financial covenants under our Credit Facilities at January 31, 2005. Our ability to
continue to comply with these covenants will depend primarily on our success in generating substantial operating
earnings and cash flow and realizing the cost savings anticipated to result from our restructuring initiatives. Our future
compliance with the covenants may be adversely affected by various economic, financial, and industry factors and is
subject to the risks of our business. Noncompliance with the covenants would constitute an event of default under the
Credit Facilities, allowing the lenders to accelerate the repayment of any outstanding borrowings. In the event of any
prospective failure by us to continue to be in compliance with any covenants, we would seek to negotiate amendments
to the applicable covenants or to obtain compliance waivers from our lenders. To obtain such amendments or waivers,
we might be required to make financial concessions to the lenders.

NEW ACCOUNTING PRONOUNCEMENTS

In November 2004, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting
Standards ("SFAS") No. 151, "Inventory Costs, an Amendment of ARB No. 43, Chapter 4." SFAS No. 151 clarifies
the accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage)
and specifies the accounting for the allocation of fixed production overhead costs. SFAS No. 151 is effective for us

beginning May 1, 2006. We do not expect the adoption of SFAS No. 151 to have a material impact on our financial

position or results of operations.

In December 2004, the FASB issued SFAS No. 123R, "Share-Based Payment," which requires companies to measure
and recognize compensation expense for all stock-based payments at fair value. SFAS No. 123R is effective for all
interim periods beginning after June 15, 2005 and we are adopting the standard on May 1, 2005 using the modified
prospective method. We are currently evaluating the impact of SFAS No. 123R on our consolidated financial position
and results of operations. See Note 2 in the Notes to Consolidated Financial Statements included in this quarterly
report on Form 10-Q for information related to the pro forma effects on our reported net (loss) earnings and net (loss)
earnings per share of applying the fair value-recognition provisions of the previous SFAS No. 123, "Accounting for
Stock-Based Compensation," to stock-based employee compensation.

CAUTIONARY NOTE CONCERNING FORWARD-LOOKING STATEMENTS

This quarterly report on Form 10-Q contains statements which, to the extent they are not statements of historical or
present fact, constitute "forward-looking statements." These forward-looking statements are intended to provide our
current expectations or plans for our future operating and financial performance, based on assumptions we currently
believe to be reasonable. Forward-looking statements within (or incorporated by reference in) this quarterly report on
Form 10-Q can be identified by the use of words such as "believe," "
"may," or "should," "plans," "

"non:

expects," or "expected to," "intends," "foresee,"
anticipate," and other words of similar meaning in connection with a discussion of future
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operating or financial performance. Forward-looking statements contained in this quarterly report on Form 10-Q relate
to, among other things:
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¢ prospective product developments (and the timing of introduction), product development focus, and new
business opportunities;

¢ developments with respect to product development and product introductions by competitors;

¢ demand for certain of our products and services;

¢ methods of and costs associated with potential geographic expansion;

e restructuring initiatives and associated charges;

¢ efforts to enhance operating performance;

¢ regulatory and market developments and the impact of such developments on future operating results;

¢ expected levels of growth, or the future size (typically stated in revenue), of market segments or geographic
markets or future market conditions;

¢ growth opportunities for certain of our products or in certain geographic markets;

¢ the availability of raw materials;

¢ future earnings and other measurements of financial performance;

® cost saving initiatives, including efforts to reduce working capital and headcount;

e future cash flows and uses of cash; and

¢ the outcome of contingencies.

All forward-looking statements involve risks and uncertainties that may cause actual results to differ materially from
those expressed or implied in the forward-looking statements. Certain risk factors that could cause actual results to
differ from expectations are set forth in this quarterly report on Form 10-Q. We cannot assure you that the Company's
results of operations or financial condition will not be adversely affected by one or more of these factors.

For additional information identifying factors that may cause our actual results to vary materially from those stated in
the forward-looking statements, see our reports on Forms 10-K, 10-Q, and 8-K filed with the Securities and Exchange
Commission from time to time. Our Form 10-K for fiscal 2004, filed with the SEC on July 14, 2004, includes
important information concerning risk factors affecting the Company in the "Business" section under the heading
"Risk Factors."

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

The Company is exposed to financial market risks, including changes in currency exchange rates and interest rates.
Foreign Currency Exposures.

Foreign currency exposures are identified and managed at the operating unit level. To manage some of these risks, the
Company uses forward exchange contracts. These contracts are viewed as risk management tools and are not used for
trading or speculative purposes. As of January 31, 2005, the Company was party to forward exchange contracts
providing for the delivery of various currencies in exchange for approximately $4.9 million over the succeeding three
months. The counterparties to the forward exchange contracts are major international commercial banks. We
continually monitor our open forward exchange contract position and do not anticipate non-performance by the
counterparties. In management's opinion, these financial instruments do not represent a material off-balance sheet risk
in relation to the consolidated financial statements. As of January 31, 2005, the fair value of contracts outstanding was
a $0.3 million net liability. A five percent change in forward Euro and British Pound exchange rates compared to the
United States dollar as of January 31, 2005 would have changed the fair value of these contracts by $0.3 million. See
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Note 6 in the Notes to Consolidated Financial Statements included in this quarterly report on Form 10-Q for more
information about the Company's forward exchange contracts.
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Interest Rate Exposures.

The Company is subject to market risk from exposure to changes in interest rates because it finances its operations
through variable interest rate debt. At January 31, 2005, obligations under the Revolver bear interest at a floating rate,
which is, at the Company's option, either a base rate or LIBOR, in each case plus an applicable margin. The base rate
is Bank of America's base rate. The applicable margins under the Revolver are subject to adjustment based on the
relationship between the Company's total funded debt to EBITDA, as defined in the Credit Facilities. At January 31,
2005, obligations under the Term Loans bear interest at a floating rate of 6.0 percent over the prime rate. The prime
rate is JP MorganChase Bank's prime rate, except at no time will the prime rate be lower than 4.00 percent or higher
than 7.25 percent. A change of one percentage point in the interest rate applicable to the Company's $45.2 million of
variable-rate debt at January 31, 2005 would result in a fluctuation of approximately $0.4 million in its annual interest
expense.

ITEM 4. CONTROLS AND PROCEDURES

Rules adopted by the SEC to implement the provisions of Section 302 of the Sarbanes-Oxley Act of 2002 require the
Chief Executive Officer ("CEQO") and Chief Financial Officer ("CFQO") of the Company, in connection with the
Company's periodic reports filed with the SEC, to evaluate the Company's "disclosure controls and procedures" and to
disclose their conclusions based on this evaluation.

Disclosure controls and procedures refer to controls and other procedures of an issuer that are designed to ensure that
information required to be disclosed by the issuer in the reports that it files or submits under the Securities Exchange
Act of 1934 is recorded, processed, summarized and reported, within the time periods specified in the SEC's rules and
forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by an issuer in the reports that it files or submits under the Securities Exchange
Act of 1934 is accumulated and communicated to the issuer's management, including its principal executive and
principal financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding
required disclosure.

The Company's management, with the participation of its CEO, who is the Company's principal executive officer, and
its CFO, who is the Company's principal financial officer, has evaluated the effectiveness of the Company's disclosure
controls and procedures as of January 31, 2005. Based upon that evaluation, the CEO and CFO have concluded that
the Company's disclosure controls and procedures are effective as of January 31, 2005.

During the third fiscal quarter of 2005, there have been no changes in the Company's internal control over financial
reporting that have materially affected, or that are reasonably likely to materially affect, its internal control over

financial reporting.
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PART II - OTHER INFORMATION

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF
PROCEEDS
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(c) The following table provides information about the Company's purchases of its common stock during the quarter
ended January 31, 2005:

(d)
Maximum
Number (or
© Approximate
Total Number of Dollar Value) of
(a) Shares (or Units) Shares (or Units)
Total Number (b) Purchased as Part  that May Yet Be
of Shares Average Price of Publicly Purchased Under
(or Units) Paid per Share ~ Announced Plans the Plans or
Period Purchased (or Unit) or Programs Program
Nov. 1, 2004 - Nov. 30, - — —
2004
Dec. 1, 2004 - Dec. 31, 1,048 $6.66 Not applicable Not applicable
2004 (D
Jan. 1, 2005 - Jan. 31, 2005 - - —
1,048 $6.66 Not applicable Not applicable

(1)

Represents shares withheld by, or delivered to, the Company pursuant to provisions in agreements with recipients of
restricted stock granted under the Company's stock plan allowing the Company to withhold, or the recipient to deliver

to the Company, the number of shares having the fair value equal to tax withholding due.

ITEM 6.

EXHIBITS

Gerber Scientific, Inc. herewith files the following exhibits:

10.1

15

31.1

31.2
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Separation Agreement between Doris Skoch and Gerber Scientific, Inc.
Letter regarding unaudited interim financial information.

Certification of Chief Executive Officer pursuant to Rule 13a-14(a) under the
Securities Exchange Act of 1934.

Certification of Chief Financial Officer pursuant to Rule 13a-14(a) under the
Securities Exchange Act of 1934.
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Certification of Chief Executive Officer pursuant to Rule 13a-14(b) under the
Securities Exchange Act of 1934 and 18 U.S.C. § 1350.

32.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(b) under the
Securities Exchange Act of 1934 and 18 U.S.C. § 1350.

99 Supplemental segment information.
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

GERBER SCIENTIFIC. INC.

(Registrant)
Date: March 10, 2005 By: /s/ Jay Zager
Jay Zager
(Duly Authorized Officer and
Principal Financial Officer)
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