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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
IMAGISTICS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF INCOME
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

(UNAUDITED)
FOR THE THREE MONTHS ENDED FOR THE
SEPTEMBER 30,
2003 2002 200
Revenue:
Sales $ 84,298 $ 77,081 S 23
Rentals 54,239 58,088 16
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Support services 21,012 20,900 6
Total revenue 159,549 156,069 46
Cost of sales 52,328 47,236 14
Cost of rentals 17,952 20,991 5
Selling, service and administrative expenses 76,017 78,707 23
Operating income 13,252 9,135 3
Interest expense 4,289 2,240
Income before income taxes 8,963 6,895 2
Provision for income taxes 3,833 2,740 1
Net income S 5,130 S 4,155 S 1

Earnings per share:
Basic $ 0.31 $ 0.23 $

Diluted $ 0.30 $ 0.22 S

Shares used in computing earnings per share:
Basic 16,471,877 17,989,310 16,85

Diluted 17,067,336 18,537,611 17,33

See Notes to Consolidated Financial Statements
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IMAGISTICS INTERNATIONAL INC.

CONSOLIDATED BALANCE SHEETS
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

SEPTEMBER 30, DECEMER
2003 200
(UNAUDITED)
ASSETS
Current assets:
Cash $ 25,071 $ 31
Accounts receivable, net of allowances of $9,650 and $5,792
at September 30, 2003 and December 31, 2002, respectively 72,172 84
Accrued billings 27,508 26
Inventories 98,148 106
Current deferred taxes on income 19,492 20
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Other current assets and prepaid expenses

Total current assets
Property, plant and equipment, net
Rental equipment, net
Goodwill, net
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Current portion of long-term debt
Accounts payable and accrued liabilities
Advance billings

Total current liabilities
Long-term debt
Deferred taxes on income
Other liabilities

Total liabilities
Commitments and contingencies (see Note 8)
Stockholders' equity:
Preferred stock ($1.00 par value; 10,000,000 shares authorized,
none issued at September 30, 2003 and December 31, 2002)
Common stock ($0.01 par value; 150,000,000 shares authorized,
19,857,935 and 19,813,517 issued at September 30, 2003 and
December 31, 2002, respectively)
Additional paid-in-capital
Retained earnings
Treasury stock, at cost (3,063,186 and 1,936,760 at
September 30, 2003 and December 31, 2002, respectively)
Unearned compensation
Accumulated other comprehensive income (loss)

Total stockholders' equity

Total liabilities and stockholders' equity

See Notes to Consolidated Financial Statements
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IMAGISTICS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(DOLLARS IN THOUSANDS)

(UNAUDITED)

245,501
53,214
66,470
55,447

4,652

163,885

199
294,904
29,444

(61,215)
(2,302)
369
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Cash flows from operating activities:

Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Provision for bad debt
Provision for inventory obsolescence
Deferred taxes on income
Change in assets and liabilities, net of acquisitions:
Accounts receivable
Accrued billings
Inventories
Other current assets and prepaid expenses
Accounts payable and accrued liabilities
Advance billings
Other, net

Net cash provided by operating activities
Cash flows from investing activities:
Expenditures for rental equipment assets
Expenditures for property, plant and equipment
Other investing activities

Net cash used in investing activities
Cash flows from financing activities:
Exercises of stock options, including sales
under employee stock purchase plan
Purchases of treasury stock
Repayments under term loan
Repayments under revolving credit facility

Net cash used in financing activities

(Decrease) increase in cash
Cash at beginning of period

Cash at end of period

See Notes to Consolidated Financial Statements
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IMAGISTICS INTERNATIONAL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE NINE MONTHS EN
SEPTEMBER 30,

s 14,922

56,547
5,686
5,147
4,195

7,015
(1,383)
3,664
2,088
(14,720)
(1,343)
2,552

(28,022)
(13,679)
(4,139)

(45,840)

1,964
(26,186)
(20,562)

(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS AND AS OTHERWISE INDICATED)

(UNAUDITED)
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1. BACKGROUND AND BASIS OF PRESENTATION
Background

Imagistics International Inc. (the "Company" or "Imagistics") is a large
independent direct sales, service and marketing organization offering document
imaging solutions, including copiers, facsimile machines and multifunctional
products, primarily to large corporate and government customers, as well as to
mid-size and regional businesses. In addition, the Company offers specialized
document imaging options including digital, analog, color and/or networked
products and systems.

On December 11, 2000, the board of directors of Pitney Bowes Inc. ("Pitney
Bowes") initiated a plan to spin-off substantially all of its office systems
businesses to its stockholders as an independent publicly traded company. On
February 28, 2001, the Company was incorporated in Delaware as Pitney Bowes
Office Systems, Inc., a wholly owned subsidiary of Pitney Bowes, at which time
100 shares of the Company's common stock, par value $.01 per share, were
authorized, issued and outstanding. On October 12, 2001, the Company changed its
name to Imagistics International Inc. On December 3, 2001, Imagistics was spun
off from Pitney Bowes pursuant to a contribution by Pitney Bowes of
substantially all of its office systems businesses to the Company and a
distribution (the "Distribution") of the stock of the Company to stockholders of
Pitney Bowes based on a distribution ratio of 1 share of Imagistics stock for
every 12.5 shares of Pitney Bowes stock held at the close of business on
November 19, 2001. At the Distribution, the Company's authorized capital stock
consisted of 10,000,000 shares of preferred stock, par value $1.00 per share and
150,000,000 shares of common stock, par value $.01 per share. The Company issued
19,463,007 shares of common stock in connection with the Distribution.

Pitney Bowes has received a tax ruling from the Internal Revenue Service
stating that, subject to certain representations, the Distribution qualifies as
tax—free to Pitney Bowes and its stockholders for United States federal income
tax purposes.

Basis of presentation

The unaudited interim consolidated financial statements of the Company have
been prepared in accordance with accounting principles generally accepted in the
United States of America and the rules and regulations of the Securities and
Exchange Commission (the "SEC") and, in the opinion of the Company, include all
adjustments (consisting of normal recurring accruals) necessary for a fair
presentation of results of operations, financial position and cash flows as of
and for the periods presented. Certain previously reported amounts have been
reclassified to conform to the current year presentation.

The Company believes that the disclosures contained in the unaudited
interim consolidated financial statements are adequate to keep the information
presented from being misleading. The results for the three and nine months ended
September 30, 2003 are not necessarily indicative of the results for the full
year. These unaudited interim consolidated financial statements should be read
in conjunction with the audited consolidated financial statements and notes
thereto included in the Company's latest Annual Report on Form 10-K for the year
ended December 31, 2002 filed with the SEC on March 28, 2003.

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual results could differ
from those estimates.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Revenue recognition

Revenue on equipment and supplies sales is recognized when contractual
obligations have been satisfied, title and risk of loss have been transferred to
the customer and collection of the resulting receivable is reasonably assured.
For copier equipment, the satisfaction of contractual obligations and the
passing of title and risk of loss to the customer occur upon the installation of
the copier equipment at the customer location. For facsimile equipment and
facsimile supplies, the satisfaction of contractual obligations and the passing
of title and risk of loss to the customer occur upon the delivery of the
facsimile equipment and the facsimile supplies to the customer location. The
Company records a provision for estimated sales returns and other allowances
based upon historical experience.
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IMAGISTICS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

Rental contracts, which often include supplies, are generally for an
initial term of three years with automatic renewals unless the Company receives
prior notice of cancellation. Under the terms of rental contracts, the Company
bills its customers a flat periodic charge and/or a usage-based fee. Revenues
related to these contracts are recognized each month as earned, either using the
straight-line method or based upon usage, as applicable.

Support services contracts, which often include supplies, are generally for
an initial term of one year with automatic renewals unless the Company receives
prior notice of cancellation. Under the terms of support services contracts, the
Company bills its customers either a flat periodic charge or a usage-based fee.
Revenues related to these contracts are recognized each month as earned, either
using the straight-line method or based upon usage, as applicable.

Certain rental and support services contracts provide for invoicing in
advance, generally quarterly. Revenue on contracts billed in advance is deferred
and recognized as earned revenue over the billed period. Certain rental and
support services contracts provide for invoicing in arrears, generally
quarterly. Revenue on contracts billed in arrears is accrued and recognized in
the period in which it is earned.

The Company enters into arrangements that include multiple deliverables,
which typically consist of the sale of equipment with a support services
contract. The Company accounts for each element within an arrangement with
multiple deliverables as separate units of accounting. Revenue is allocated to
each unit of accounting based on the residual method, which requires the
allocation of the revenue based on the fair value of the undelivered items. Fair
value of support services is primarily determined by reference to renewal
pricing of support services contracts when sold on a stand-alone basis.

Stock-based employee compensation

The Company accounts for its stock-based employee compensation plans under
the recognition and measurement provisions of Accounting Principles Board
Opinion ("APB") No. 25, "Accounting for Stock Issued to Employees," and related
interpretations. The Company recognizes stock-based compensation expense on its
restricted stock on a straight-line basis over the vesting period. The Company
does not recognize stock-based compensation expense on its stock options in its
reported results as all options granted, other than adjustment options in
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connection with the Distribution, had an exercise price equal to the market
value of the underlying common stock on the date of grant.

The following table illustrates the effect on net income and earnings per
share if the Company had applied the fair value recognition provisions of
Statement of Financial Accounting Standards ("SFAS") No. 123, "Accounting for
Stock-Based Compensation," to stock-based employee compensation:

FOR THE THREE MONTHS ENDED

FOR THE NINE

SEPTEMBER 30, SEPTE
2003 2002 2003
Net income, as reported S 5,130 S 4,155 $ 14,922
Compensation expense based on the
fair value method, net of related tax benefits 533 448 1,650

Pro forma net income S 4,597 S 3,707 S 13,272
Basic earnings per share:

As reported S 0.31 S 0.23 $ 0.89

Pro forma S 0.28 S 0.21 $ 0.79
Diluted earnings per share:

As reported S 0.30 S 0.22 $ 0.86

Pro forma S 0.27 S 0.20 $ 0.77
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IMAGISTICS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

Recent accounting pronouncements

In April 2003, the Financial Accounting Standards Board ("FASB") issued
SFAS No. 149 "Amendment of Statement 133 on Derivative Instruments and Hedging
Activities." SFAS No. 149 amends and clarifies accounting for derivative
instruments, including certain derivative instruments embedded in other
contracts and for hedging activities under SFAS No. 133, "Accounting for
Derivative Instruments and Hedging Activities." SFAS No. 149 is effective for
contracts entered into or modified after June 30, 2003 and hedging relationships
designated after June 30, 2003 and all provisions should be applied
prospectively. The provisions of SFAS No. 149 that relate to SFAS No. 133
implementation issues that have been effective for fiscal quarters that began
prior to June 15, 2003, should continue to be applied in accordance with their
respective effective dates. Certain provisions relating to forward purchases or
sales of when-issued securities or other securities that do not yet exist,
should be applied to existing contracts as well as new contracts entered into
after June 30, 2003. The adoption of SFAS No. 149 did not have a material impact
on the Company's financial position, results of operations or cash flows.

In September 2002, the FASB issued SFAS No. 146, "Accounting for Costs
Associated with Exit or Disposal Activities." SFAS No. 146 is effective for exit
and disposal activities that are initiated after December 31, 2002 and provides
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guidance on the recognition and measurement of liabilities associated with
disposal activities. The Company adopted SFAS No. 146 on January 1, 2003. The
adoption of SFAS No. 146 did not have a material impact on the Company's
financial position, results of operations or cash flows.

In November 2002, the FASB Emerging Issues Task Force reached a consensus
on issue No. 00-21 "Accounting for Revenue Arrangements with Multiple
Deliverables" ("EITF 00-21"). EITF 00-21 applies to certain contractually
binding arrangements under which a company performs multiple revenue generating
activities and requires that all companies account for each element within an
arrangement with multiple deliverables as separate units of accounting if (a)
the delivered item has value on a stand-alone basis, (b) there is objective and
reliable evidence of fair value and (c) the amount of the total arrangement
consideration is fixed or determinable. EITF 00-21 is effective for revenue
arrangements entered into in fiscal periods beginning after June 15, 2003. The
adoption of EITF 00-21 did not have a material impact on the Company's financial
position, results of operations or cash flows.

3. GOODWILL AND GOODWILL AMORTIZATION

The Company accounts for goodwill in accordance with SFAS No. 142 "Goodwill
and Other Intangible Assets," which requires that goodwill and certain other
intangible assets having indefinite lives no longer be amortized to earnings,
but instead be tested for impairment annually and on an interim basis if events
or changes in circumstances indicate that goodwill might be impaired. The
Company performed its annual test for impairment using the discounted cash flow
valuation method as of October 1, 2003, and, based on that review, has
determined that its recorded goodwill was not impaired. For the three and nine
months ended September 30, 2003 and 2002, there was no goodwill amortization.
The carrying value of goodwill as of September 30, 2003 increased $2.8 million
as a result of the Company's acquisition (see Note 10). The carrying value of
goodwill of $55.4 million as of September 30, 2003 is attributable to the United
States geographic segment.

4. SUPPLEMENTAL INFORMATION
Inventories

Inventories consisted of the following at September 30, 2003 and December
31, 2002:

SEPTEMBER 30, DECEMBER 31,

2003 2002
Finished products S 61,971 S 77,447
Supplies and service parts 36,177 28,555
Total inventories S 98,148 S 106,002
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IMAGISTICS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

Fixed assets
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Fixed assets consisted of the following at September 30, 2003 and December
31, 2002:

SEPTEMBER 30, DECEMBER 31,
2003 2002

Land S 1,356 S 1,356
Buildings and leasehold improvements 10,722 10,088
Machinery and equipment 22,684 21,372
Computers and software 45,980 36,483
Property, plant and equipment, gross 80,742 69,299
Accumulated depreciation (27,528) (25,487)
Property, plant and equipment, net S 53,214 S 43,812
Rental equipment, gross $ 348,169 S 365,793
Accumulated depreciation (281,699) (277,360)
Rental equipment, net S 66,470 S 88,433

Depreciation and amortization expense was $18.5 million and $56.5 million
for the three and nine months ended September 30, 2003, respectively, and $19.8
million and $60.1 million for the three and nine months ended September 30,
2002, respectively. Unamortized software costs totaled $27.3 million as of
September 30, 2003 and $19.6 million as of December 31, 2002. Amortization
expense on account of capitalized software totaled $0.2 million and $0.6 million
for the three and nine months ended September 30, 2003, respectively.
Amortization expense on account of capitalized software totaled $0.2 million and
$0.5 million for the three and nine months ended September 30, 2002,
respectively.

Current liabilities

Accounts payable and accrued liabilities consisted of the following at
September 30, 2003 and December 31, 2002:

SEPTEMBER 30, DECEMBER 31,

2003 2002
Accounts payable S 22,558 S 21,553
Accrued compensation and benefits 7,287 8,631
Other non-income taxes payable 6,152 6,973
Other accrued liabilities 27,858 40,433
Accounts payable and accrued liabilities S 63,855 S 77,590

Comprehensive income

Comprehensive income consisted of the following for the three and nine
months ended September 30, 2003 and 2002:

FOR THE THREE MONTHS FOR THE NINE MONTHS

ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,

2003 2002 2003 2002
Net income $ 5,130 $ 4,155 S 14,922 $ 12,392
Translation adjustment 864 998 1,736 1,289

10
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Unrealized gain (loss) on

cash flow hedges 791 (1,995) 868 (3,762)
Reclassification adjustment for

realized loss on cash flow

hedges included in net income 2,841 - 2,841 -

Comprehensive income $ 9,626 $ 3,158 $ 20,367 $ 9,919
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IMAGISTICS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
Treasury stock
The following table summarizes the Company's treasury stock transactions:

TREASURY STOCK

SHARES COST
Balance at December 31, 2002 1,936,760 $ 36,549
Purchases under stock
buy back program 1,205,900 26,186
Sales to employees under
employee stock purchase plan (79,474) (1,520)
Balance at September 30, 2003 3,063,186 $ 61,215

Cash flow information

Cash paid for income taxes was $12,513 and $2,846 for the nine months ended
September 30, 2003 and 2002, respectively. Cash paid for interest was $7,303 and
$6,605 for the nine months ended September 30, 2003 and 2002, respectively.

5. BUSINESS SEGMENT INFORMATION
The Company operates in two reportable segments based on geographic area:

the United States and the United Kingdom. Revenues are attributed to geographic
regions based on where the revenues are derived.

FOR THE THREE MONTHS FOR THE NINE MONTHS
ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,
2003 2002 2003 2002
Revenues:

United States $ 154,778 $ 150,368 $ 451,180 $ 453,388
United Kingdom 4,771 5,701 15,207 16,133
Total revenues $ 159,549 $ 156,069 $ 466,387 $ 469,521

Income before income taxes:
United States S 8,172 S 6,129 $ 23,021 $ 18,226
United Kingdom 791 766 2,778 2,334

Total income before

11
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income taxes S 8,963 S 6,895 $ 25,799 $ 20,560
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IMAGISTICS INTERNATIONAL INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
Revenues from Pitney Bowes, substantially all of which are generated in the
United States segment, consisted of the following for the three and nine months

ended September 30, 2003 and 2002:

FOR THE THREE MONTHS FOR THE NINE MONTHS

ENDED SEPTEMBER 30, ENDED SEPTEMBER 30,
2003 2002 2003 2002
Revenues from Pitney Bowes:
Pitney Bowes Canada $ 8,714 S 4,725 $ 21,396 $ 18,163
Other subsidiaries of
Pitney Bowes 5,849 9,642 19,210 22,776
Sub-total 14,563 14,367 40,606 40, 939
Pitney Bowes Credit
Corporation 23,470 22,717 68,830 65,387
Total $ 38,033 $ 37,084 $ 109,436 $ 106,326

For the periods presented, Pitney Bowes Credit Corporation ("PBCC") was the
Company's primary lease vendor and the Company expects PBCC to continue as the
Company's primary lease vendor in the future. However, if PBCC were to cease
being the Company's primary lease vendor, the Company is confident that it could
obtain a replacement primary lease vendor with substantially the same lease
terms as PBCC. No other single customer or controlled group represented 10% or
more of the Company's revenues.

The following tables show identifiable long-lived assets and total assets
for each reportable segment at September 30, 2003 and December 31, 2002.

SEPTEMBER 30, DECEMBER 31,

2003 2002
Identifiable long-lived assets:
United States $ 175,741 S 187,310
United Kingdom 4,043 4,311
Total identifiable long-lived assets $ 179,784 S 191,621
Total assets:
United States $ 398,448 $ 440,508
United Kingdom 26,836 24,398
Total assets $ 425,284 S 464,906

Identifiable long-lived assets in the United States at September 30, 2003
included goodwill of $55.4 million and at December 31, 2002 included goodwill of

12
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$52.6 million.
Concentrations

Concentrations of credit risk with respect to accounts receivable are
limited due to the large number of customers and relatively small account
balances within the majority of the Company's customer base and their dispersion
across different businesses. The Company periodically evaluates the financial
strength of its customers and believes that its credit risk exposure is limited.

Most of the Company's product purchases are from overseas vendors, the
majority of which are from a limited number of Japanese suppliers who operate
manufacturing facilities in Japan and China. Although the Company currently
sources products from a number of manufacturers throughout the world, a
significant portion of new copier equipment is currently obtained from three
suppliers. If these suppliers were unable to deliver products for a significant
period of time, the Company would be required to find replacement products from
an alternative supplier or suppliers, which may not be available on a timely or
cost effective basis. The Company's operating results could be adversely
affected if a significant supplier is unable to deliver sufficient product.
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IMAGISTICS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)
6. EARNINGS PER SHARE CALCULATION

Basic earnings per share was calculated by dividing net income available to
common stockholders by the weighted average number of common shares outstanding
during the period. Diluted earnings per share was calculated by dividing net
income available to common stockholders by the weighted average number of common
shares outstanding plus all dilutive common stock equivalents outstanding during
the period. The calculation of diluted earnings per share did not include 2,700
options for the three months ended September 30, 2003, since they were
antidilutive for the periods presented. There were no antidilutive options for
the three months ended September 30, 2002. The calculation of earnings per share
did not include 344,500 and 54,445 options for the nine months ended September
30, 2003 and 2002, respectively, since they were antidilutive for the periods
presented.

A reconciliation of the basic and diluted earnings per share computation is
as follows:

FOR THE THREE MONTHS FC

ENDED SEPTEMBER 30, EN

2003 2002 200

Net income available to common stockholders $ 5,130 $ 4,155 1
Weighted average common shares outstanding 16,822,907 18,336,310 17,20
Less: non-vested restricted stock 351,030 347,000 34
Weighted average common shares for basic earnings per share 16,471,877 17,989,310 16,85
Add: dilutive effect of restricted stock 186,106 347,000 18

13
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Add: dilutive effect of stock options 409,353 201,301 29
Weighted average common shares and equivalents
for diluted earnings per share 17,067,336 18,537,611 17,33
Basic earnings per share $ 0.31 $ 0.23
Diluted earnings per share $ 0.30 $ 0.22

7. LONG-TERM DEBT

Long-term debt consisted of the following at September 30, 2003 and
December 31, 2002:

SEPTEMBER 30, DECEMBER 31,
2003 2002
Term loan S 53,586 S 74,148
Less: current maturities 545 749
Total long-term debt S 53,041 S 73,399

On November 9, 2001 the Company entered into a Credit Agreement with a
group of lenders (the "Credit Agreement") that provided for secured borrowings
and the issuance of letters of credit in an aggregate amount not to exceed $225
million, comprised of a $125 million Revolving Credit Facility (the "Revolving
Credit Facility") and a $100 million Term Loan (the "Term Loan"). The Credit
Agreement required the Company to manage its interest rate risk with respect to
at least 50% of the aggregate principal amount of the Term Loan for a period of
at least 36 months. Accordingly, the Company entered into two interest rate swap
agreements in notional amounts of $50 million and $30 million to convert the
variable interest rate payable on the Term Loan to a fixed interest rate in
order to hedge the exposure to variability in expected future cash flows. These
interest rate swap agreements were designated as cash flow hedges.

On March 19, 2002, the Credit Agreement was amended to increase the total
amount of the Company's stock permitted to be repurchased from $20 million to
$30 million. On July 19, 2002, the Credit Agreement was amended to increase the
total amount of the Company's stock permitted to be repurchased from $30 million
to $58 million and to reduce the Term Loan interest rates to LIBOR plus a margin
of from 2.75% to 3.75%, from LIBOR plus a margin of from 3.50% to 3.75%,
depending on the Company's leverage ratio, or the Fleet Bank base lending rate
plus a margin of from 1.75% to 2.75%, from the Fleet Bank base
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IMAGISTICS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (CONTINUED)

lending rate plus a margin of from 2.50% to 2.75%, depending on the Company's
leverage ratio. On March 5, 2003, the Credit Agreement was amended to increase
the total amount of the Company's stock permitted to be repurchased from $58
million to $78 million, to reduce the minimum earnings before interest, taxes,
depreciation and amortization covenant to $100 million for the remainder of the
term of the Credit Agreement and to revise the limitation on capital
expenditures.

14
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On May 16, 2003, the Credit Agreement was further amended (the "Fourth
Amendment") to reduce the aggregate amount of the Revolving Credit Facility from
$125 million to $95 million, to delete the requirement that the Company maintain
interest rate protection with respect to at least 50% of the aggregate principal
amount of the Term Loan, to reduce and fix the Term Loan interest rate to LIBOR
plus a margin of 2.25%, from LIBOR plus a margin of from 2.75% to 3.75%,
depending on the Company's leverage ratio, or to the Fleet Bank base lending
rate plus a margin of 1.25%, from the Fleet Bank base lending rate plus a margin
of from 1.75% to 2.75%, depending on the Company's leverage ratio, to reduce and
fix the Revolving Credit Facility interest rate to LIBOR plus a margin of 1.25%,
from LIBOR plus a margin of from 2.25% to 3.00%, depending on the Company's
leverage ratio, or to the Fleet Bank base lending rate plus a margin of 0.25%,
from the Fleet Bank base lending rate plus a margin of from 1.25% to 2.00%,
depending on the Company's leverage ratio and to fix the commitment fee at
0.375% on the average daily unused portion of the Revolving Credit Facility from
0.375% to 0.500% on the average daily unused portion of the Revolving Credit
Facility, depending on the Company's leverage ratio.

During the third quarter of 2002, the Company revised its cash flow
estimates and prepaid $8 million of the amount outstanding under the Term Loan.
This prepayment was covered by a portion of the $30 million interest rate swap
agreement that had been designated as a cash flow hedge. Since it was no longer
probable that the hedged forecasted transactions related to the $8 million Term
Loan prepayment would occur, the Company recognized a loss related to that
portion of the swap agreement underlying the amount of the prepayment by
reclassifying $0.4 million from accumulated other comprehensive loss into
interest expense. The Company also unwound $8 million of the $30 million
interest rate swap agreement.

During the third quarter of 2003, the Company again revised its cash flow
estimates and prepaid $20 million of the amount outstanding under the Term Loan.
In light of this revision, the deletion of the interest rate protection
requirement resulting from the Fourth Amendment and the Company's consistent
historical positive cash flow and near term estimated operating and capital
expenditure requirements, the Company disposed of its two interest rate swap
agreements in the notional amounts of $50 million and $22 million. Accordingly,
the Company reclassified $2.8 million from accumulated other comprehensive loss
into interest expense because it was no longer probable that the hedged
forecasted transactions would occur.

8. COMMITMENTS AND CONTINGENCIES
Guarantees and indemnifications

The Company has applied the disclosure provisions of FASB Interpretation
("FIN") No. 45, "Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Direct Guarantees of Indebtedness of Others," to its
agreements that contain guarantee or indemnification clauses. FIN No. 45 expands
the disclosure provisions required by SFAS No. 5, "Accounting for
Contingencies, " by requiring