Notes to Consolidated Financia tatements

Airgas, Inc. and Subsidiaries

Note 1
Summary of Significant Accounting Policies

(a) Description of the Business

Airgas, Inc. and subsidiaries (the “Company”) is the largest U.S.
distributor of industrial, medical and specialty gases (delivered in
“packaged” or cylinder form), process chemicals, and welding,
safety and related products. The Company also produces dry ice,
liquid carbon dioxide, nitrous oxide and specialty gases for distri-
bution throughout the United States. The Company was founded
in 1982 and became publicly traded on the New York Stock
Exchange in 1986.

(b) Basis of Presentation

The consolidated financial statements include the accounts of
Airgas, Inc. and subsidiaries. Unconsolidated affiliates are
accounted for on the equity method and generally consist of 50%
owned operations. Intercompany accounts and transactions are
eliminated in consolidation.

The Company has made estimates and assumptions relating to the
reporting of assets and liabilities and disclosure of contingent
assets and liabilities to prepare these statements in conformity
with accounting principles generally accepted in the United States
of America. Estimates are used for, but not limited to, determin-
ing the net carrying value of trade receivables, inventories, plant
and equipment, goodwill, other intangible assets and loss contin-
gencies. Actual results could differ from those estimates.

(c) Inventories

Inventories are stated at the lower of cost or market. Cost is deter-
mined using the first-in, first-out (FIFO) method for approxi-
mately 90% of the inventories at both March 31, 2003 and 2002,
respectively. Cost for the remainder of inventories is determined
using the last-in, first-out (LIFO) method.

(d) Plant and Equipment

Plant and equipment are initially stated at cost. Depreciation is
computed using the straight-line method based on the estimated
useful lives of the related assets. The carrying values of long-lived
assets, including plant and equipment, are reviewed for impair-
ment whenever events or changes in circumstances indicate that
the recorded value cannot be recovered from undiscounted future
cash flows. When the book value of an asset exceeds associated
expected future cash flows, it is considered to be impaired and is
written down to fair value, which is determined based on either
future cash flows or appraised values.

(e) Other Intangible Assets and Deferred Financing Costs
Costs and payments pursuant to non-competition arrangements
entered into in connection with business acquisitions are amor-
tized over the terms of the arrangements, which are principally
over five years. The Company assesses the recoverability of non-
competition arrangements by determining whether the amortiza-
tion of the asset balance can be recovered through projected
undiscounted future cash flows of the related business over its
remaining life.
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Costs related to the issuance of long-term debt are deferred and
amortized over the term of the related debt.

(f) Commitments and Contingencies

The Company’s policy is to accrue estimated legal fees to defend
the Company through the resolution of the outstanding litigation
when probable and reasonably estimable. Liabilities for loss con-
tingencies arising from claims, assessments, litigation and other
sources are recorded when it is probable that a liability has been
incurred and the amount of the claim, assessment or damages can
be reasonably estimated.

The Company maintains business insurance programs with signifi-
cant self-insured retention, which covers workers’ compensation,
business automobile and general products liability claims. The
Company accrues estimated losses using actuarial models and
assumptions based on historical loss experience. The actuarial cal-
culations used to estimate business insurance reserves are based on
numerous assumptions, some of which are subjective. The
Company will adjust its business insurance reserves, if necessary, in
the event future loss experience differs from historical loss patterns.

The Company maintains a self-insured health benefits plan, which
provides medical benefits to employees electing coverage under
the plan. The Company maintains a reserve for incurred but not
reported medical claims and claim development. The reserve is
an estimate based on historical experience and other assumptions,
some of which are subjective. The Company will adjust its self-
insured medical benefits reserve as the Company’s loss experience
changes due to medical inflation, changes in the number of plan
participants and an aging employee base.

(g) Income Taxes

Income taxes are accounted for under the asset and liability
method. Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the
financial statement carrying amounts of assets and liabilities and
their respective tax bases and operating loss and tax credit carry
forwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years
in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that
includes the enactment date. Valuation allowances are recorded to
reduce deferred tax assets when it is more likely than not that a
tax benefit will not be realized.

(h) Foreign Currency Translation

The functional currency of the Company’s foreign operations is the
applicable local currency. The translation of foreign currencies into
U.S. dollars is performed for balance sheet accounts using current
exchange rates in effect at the balance sheet date and for revenue
and expense accounts using average exchange rates during each
reporting period. The gains or losses resulting from such transla-
tions are included in stockholders’ equity as a component of
“Accumulated other comprehensive loss.” Gains and losses arising
from foreign currency transactions are reflected in the consolidated
statements of earnings as incurred.
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(i) Concentrations of Credit Risk

Financial instruments that potentially subject the Company to
concentrations of credit risk consist principally of trade receiv-
ables. Concentrations of credit risk are limited due to the
Company’s large number of customers and their dispersion across
many industries throughout North America. Credit terms granted
to customers are generally net 30 days.

(j) Financial Instruments

In managing interest rate risk exposure, the Company enters into
interest rate swap agreements. An interest rate swap is a contrac-
tual exchange of interest payments between two parties. A stan-
dard interest rate swap involves the payment of a fixed rate times
a notional amount by one party in exchange for a floating rate
times the same notional amount from another party. As interest
rates change, the difference to be paid or received is accrued and
recognized as interest expense over the life of the agreement.
These instruments are not entered into for trading purposes and
the Company has the ability and intent to hold these instruments
to maturity. Counterparties to the Company’s interest rate swap
agreements are major financial institutions. With the adoption of
the Financial Accounting Standards Board (“FASB”) Statement of
Financial Accounting Standards (“SFAS”) No. 133, Accounting for
Derivative Instruments and Certain Hedging Activities, as amended
by SFAS No. 137 and 138, in fiscal 2002 (see Note (1) (q)), the
Company recognizes interest rate swap agreements on the balance
sheet at fair value. The interest rate swap agreements are marked
to market with changes in fair value recognized in either other
comprehensive income (loss) or in the carrying value of the
hedged portions of the medium—term and senior subordinated
debt notes.

The carrying amounts for trade receivables and accounts payable
approximate fair value based on the short-term maturity of these
financial instruments.

(k) Employee Benefits Trust

The Company established a grantor trust (the “Trust”) to fund
future obligations of the Company’s employee benefit and com-
pensation plans. Shares are purchased by the Trust from the
Company at fair market value and are reflected as a reduction of
stockholders’ equity in the Company’s Consolidated Balance
Sheets under the caption “Employee benefits trust.” Shares are
transferred from the Trust to fund compensation and employee
benefit obligations based on the original cost of the shares to the
Trust. The satisfaction of compensation and employee benefit
plan obligations is based on the fair value of shares transferred.
Differences between the original cost of the shares to the Trust
and the fair market value of shares transferred is charged or cred-
ited to capital in excess of par value.

(I) Revenue Recognition

Revenue from sales of gases and hardgoods products is recognized
when products are delivered to customers. Rental fees on cylinders,
cryogenic liquid containers, bulk gas storage tanks and other equip-
ment are recognized when earned. Under long-term lease agree-
ments in which rental fees are collected in advance, revenues are
deferred and recognized over the terms of the lease agreements.
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(m) Cost of Products Sold

Cost of products sold for the Distribution segment principally con-
sists of direct material costs and freight-in for bulk gas purchases
and hardgoods (welding supplies and equipment, safety products
and industrial tools and supplies). Maintenance costs associated
with cylinders, cryogenic liquid containers and bulk tanks are also
reflected in Cost of products sold.

Cost of products sold for the Gas Operations segment, which pro-
duces much of the gas it sells, consists of direct material costs,
direct labor, manufacturing overhead, freight-in and internal trans-
fer costs associated with the production of certain gas products,
principally, dry ice, carbon dioxide, nitrous oxide and specialty
gases.

(n) Selling, Distribution and Administrative Expenses

Selling, distribution and administrative expenses consist of labor
and overhead associated with the purchasing, marketing and distri-
bution of the Company’s products, as well as costs associated with
a variety of administrative functions such as legal, treasury,
accounting and tax, and facility-related expenses.

(o) Depreciation
The Company recognizes depreciation expense on all its property,
plant and equipment in the income statement line item “depreciation.”

(p) Shipping and Handling Fees and Distribution Costs

The Company recognizes delivery and freight charges to customers
as elements of net sales. Costs of third-party freight are recognized as
cost of products sold. The majority of the costs associated with the
distribution of the Company’s products, which include direct labor
and overhead associated with filling, warehousing and delivery by
Company vehicles, is reflected in selling, distribution and adminis-
trative expenses and were $258 million, $217 million and $209 mil-
lion for the fiscal years ended March 31, 2003, 2002 and 2001,
respectively. The Company conducts multiple operations out of the
same facilities and does not allocate facility-related expenses to each
operational function. Accordingly, there is no facility-related
expense in the distribution costs disclosed above. Depreciation
expense associated with the Company’s delivery fleet of $4.5 million,
$4.9 million, and $4.8 million was recognized in depreciation for the
fiscal years ended March 31, 2003, 2002 and 2001, respectively.

(q) Accounting and Disclosure Changes

SFAS 133

On April 1, 2001, the Company adopted SFAS No. 133, which
requires all derivatives to be recorded on the balance sheet at fair
value. In accordance with the transition provisions of SFAS 133,
on April 1, 2001, the Company recorded the cumulative effect of
this accounting change as a liability and a deferred loss of $6.7 mil-
lion in the accumulated other comprehensive loss component of
stockholders’ equity to recognize, at fair value, interest rate swap
agreements that are designated as cash flow hedging

instruments. Additionally, the Company recorded an asset and
adjusted the carrying value of the hedged portion of its fixed rate
debt by $6 million to recognize, at fair value, interest rate swap
agreements that are designated as fair value hedging instruments.
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SFAS 141

Effective July 1, 2001, the Company adopted SFAS No. 141,
Business Combinations. SFAS 141 requires that the purchase
method of accounting be used for all business combinations initi-
ated after June 30, 2001 The adoption of SFAS 141 did not have an
impact on the historical results of operations, financial position or
liquidity of the Company.

SFAS 142

In July 2001, the FASB issued SFAS No. 142, Goodwill and Other
Intangible Assets. As permitted under the Statement, the Company
adopted SFAS 142 retroactively to April 1, 2001. SFAS 142
requires goodwill and intangible assets with indefinite useful lives
to no longer be amortized, but instead be tested for impairment at
least annually. Upon adoption of SFAS 142, the Company per-
formed an evaluation of goodwill, which indicated that goodwill
recorded in the Distribution segment associated with its industrial
tool reporting unit was impaired as of April 1, 2001. Accordingly,
the Company recognized a $59 million non-cash charge, recorded
as of April 1, 2001, as the cumulative effect of a change in
accounting principle for the write-down of goodwill to its fair
value. The impaired goodwill was not deductible for taxes, and as
a result, no tax benefit was recorded in relation to the charge.

With the adoption of SFAS 142, the Company reassessed the use-
ful lives and residual values of all acquired intangible assets to
make any necessary amortization period adjustments. Based on
that assessment, no adjustments were made to the amortization
period or residual values of other intangible assets. Additionally,
certain reclassifications were made to previously issued financial
statements to conform to the presentation required by SFAS 142
(see Note 7).

SFEAS 142 also requires goodwill to be tested annually and between
annual tests if events occur or circumstances change that would
more likely than not reduce the fair value of a reporting unit
below its carrying amount. The Company has elected to perform
its annual tests for indications of goodwill impairment as of
October 31 of each year. As of October 31, 2002 and 2001, the
Company’s annual assessment of each of its reporting units indi-
cated that goodwill was not impaired.

SFAS 144

On April 1, 2002, the Company adopted SFAS No. 144, Accounting
for the Impairment or Disposal of Long-Lived Assets, as required.
SFAS 144 addresses financial accounting and reporting for the
impairment or disposal of long-lived assets, including discontin-
ued operations. The adoption of SFAS 144 did not have a materi-
al impact on the Company’°s consolidated financial position,
results of operations or liquidity.
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SFAS 146

On January 1, 2003, the Company adopted SFAS No. 146,
Accounting for Costs Associated with Exit or Disposal Activities, as
required, which is effective for exit or disposal activities initiated
after December 31, 2002. SFAS 146 nullifies Emerging Issues Task
Force (“EITF”) Issue No. 94-3, Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring). SFAS 146
addresses financial accounting and reporting for costs associated
with exit or disposal activities, including restructuring activities.
The Statement requires that a liability for a cost associated with an
exit or disposal activity be recognized when the liability is
incurred as opposed to at the time the Company commits to an
exit plan as previously permitted under EITF 94-3. The adoption
of SFAS 146 did not have a material impact on the Company’s
consolidated financial position, results of operations or liquidity.

SFAS 148

In December 2002, the FASB issued SFAS No. 148, Accounting for
Stock-Based Compensation — Transition and Disclosure. Based on
the Statement’s effective date of fiscal years ending after December
31,2002, the Company adopted the provisions of SFAS 148 in fis-
cal 2003. SFAS 148 amends SFAS 123, Accounting for Stock-Based
Compensation, to provide alternative methods of transition for an
entity that voluntarily changes to the fair value basis of account-
ing for stock-based employee compensation. The Statement also
amends the disclosure provisions of SFAS 123 to require promi-
nent disclosure about the effects on reported net income of an
entity’s accounting policy decisions with respect to stock-based
employee compensation. The Company has elected to continue to
account for its stock-based compensation plans using the intrinsic
value method of accounting as permitted by Accounting
Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees, but has adopted the disclosure requirements of SFAS
148 (see Note 14).

FASB Financial Interpretation No. 45

In November 2002, the FASB issued Financial Interpretation No.
45, Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others,
(“FIN 45”). FIN 45 elaborates on the disclosures to be made by a
guarantor in its interim and annual financial statements about its
obligations under certain guarantees that it has issued. It also
clarifies that a guarantor is required to recognize, at the inception
of a guarantee, a liability for the fair value of the obligation
undertaken in issuing the guarantee. The initial recognition and
measurement provisions of FIN 45 are applicable on a prospective
basis to guarantees issued or modified after December 31, 2002.

Based on a review of the Company’s material contracts and
finance agreements, the only additional disclosure required by the
interpretation relates to the Company’s residual value guarantee
associated with certain leased vehicles (see Note 20).
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FASB Financial Interpretation No. 46

In January 2003, the FASB issued a Financial Interpretation of
Accounting Research Bulletin No. 51 (“ARB 51”) entitled,
Consolidation of Variable Interest Entities (“FIN 46”). The inter-
pretation is effective for the first interim period beginning after
June 15, 2003. It defines a variable interest entity as a legal struc-
ture, such as a corporation, partnership or joint venture, created
to conduct activities or hold assets. The interpretation introduces
the concept of a “Primary Beneficiary” and requires variable inter-
est entities, which do not effectively disperse risk among parties
associated with the variable interest entity, to be consolidated by
the party deemed to be the Primary Beneficiary. The Primary
Beneficiary approach is a departure from the voting interest
approach typically used under ARB 51 when determining which
of the parties associated with a variable interest entity should con-
solidate it.

As disclosed in Notes 15 and 20, the Company participates in a
joint venture with National Welders Supply Company, Inc.
(“National Welders”) and a sale-leaseback arrangement of real
estate and equipment with a grantor trust. The Company is
reviewing the applicability of FIN 46 to its National Welders
investment to determine if, as the only common stockholder and
with only a 50% voting interest in the joint venture, the Company
is disproportionately exposed to risk of loss. If National Welders is
determined to be a Variable Interest Entity and the Company is
determined to be the primary beneficiary, as defined by the FIN
46, the Company will consolidate the joint venture. The grantor
trust associated with the sale-leaseback arrangement has been
determined to be a variable interest entity as defined by FIN 46.
In accordance with FIN 46, the Company will consolidate the
grantor trust for financial reporting purposes effective July 1, 2003.

(r) Reclassifications
Certain reclassifications have been made to prior period financial
statements to conform to the current presentation.

Note 2
Acquisitions & Divestitures

(a) Acquisitions

Acquisitions have been recorded using the purchase method of
accounting and, accordingly, results of their operations have been
included in the Company's consolidated financial statements since
the effective dates of the respective acquisitions. The purchase
price for business acquisitions was allocated to the assets acquired
and liabilities assumed based on their estimated fair values at the
date of acquisition. Such allocations were based on preliminary
estimates of fair value at the date of acquisition, which may be
revised at a later date.
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Fiscal 2003

During fiscal 2003, the Company purchased four businesses that
distribute packaged gases and related equipment and hardgoods
products with combined annual revenues of $33 million. The
largest of these businesses and their effective dates of acquisition
included Welding Metals, Inc. (November 27, 2002) and Union
Industrial Gas and Supply, Inc. (March 31, 2003). The aggregate
purchase price of all four acquisitions was $23.8 million, including
assumed liabilities. The Company negotiated the respective pur-
chase prices of the businesses based on the cash flow expected to
be derived from their operations after integration into the
Company’s existing distribution network. The Company acquired
the businesses to expand and strengthen its national network of
branch store locations. The acquired businesses have been includ-
ed in the Distribution segment from their effective dates of acqui-
sition.

For the fiscal 2003 acquisitions, additional work related to the
performance of asset appraisals needs to be completed to finalize
the allocation of the purchase price to net assets, identified intan-
gibles and goodwill acquired. The entire purchase price ultimate-
ly assigned to goodwill will be deductible for income taxes. The
Company does not expect the final allocation of the purchase
price to differ materially from the amounts included in the
accompanying consolidated financial statements. Costs in excess
of net assets acquired (“goodwill”) related to fiscal 2003 acquisi-
tions amounted to $6.4 million.

Fiscal 2002

On February 28, 2002, the Company purchased the majority of
Air Products and Chemicals, Incs (“Air Products”) U.S. packaged
gas business, excluding its electronic gases and magnetic reso-
nance imaging-related helium operations, for cash of approxi-
mately $247 million, including transaction costs. The transaction
was financed entirely with senior bank debt. The acquisition
included 88 facilities in 30 states associated with the filling and
distribution of cylinders, liquid dewars, tube trailers, and other
containers of industrial gases and non-electronic specialty gases,
and the selling of welding hardgoods, including customer service
centers, warehouses, and other related assets. The Company
acquired the business based on its strategic fit with the Company’s
existing packaged gas distribution business and to strengthen its
national network by giving it a presence in important geogra-
phies. Additionally, the acquisition strengthened the core compe-
tencies of the Company’s Specialty Gas Operations, enabling it to
enhance its competitiveness. These operations historically generat-
ed annual revenues of approximately $220 million and had 1,100
employees. Air Products also sold its packaged gas operations in
the Carolinas and southern Virginia to National Welders Supply
Company, Inc. ("National Welders"), with which the Company has
a joint venture.
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Below is a rollforward of the Air Products acquisition purchase price
allocation, as revised, to each major asset and liability caption of the
acquired packaged gas business. Such allocations have been based
on estimates of fair value determined primarily through third-party
appraisals, which resulted in revisions to the preliminary allocation
at March 31, 2002. In fiscal 2003, $25.9 million of purchase price
allocation adjustments were made as cylinder fixed asset counts and
valuations were finalized and other fixed asset appraisals were com-
pleted. Additionally, the revisions include $5.6 million of transac-
tion costs paid subsequent to March 31, 2002.

(In thousands)

Years Ended March 31, 2002 Revisions 2003
Current assets $ 27,049 $  (1,006) $ 26,043
Property, plant and

equipment, net 197,674 (25,255) 172,419
Goodwill 22,208 25,889 48,097
Intangible assets 3,786 (470) 3,316
Current liabilities (8,635) 5,967 (2,668)
Long-term liabilities (812) 435 (377)
Total $ 241,270 $ 5560 $ 246,830

Additionally, in September 2001, the Company acquired six retail
distributor locations from Air Liquide America Corporation (“Air
Liquide”). The purchase price of $11 million was paid to Air
Liquide on October 1, 2001 and resulted in goodwill of approxi-
mately $7 million. The amount of goodwill associated with the Air
Liquide transaction is consistent with similarly sized gas distribu-
tion acquisitions and is entirely deductible for income taxes. These
operations added annual revenues of approximately $10 million.

Fiscal 2001
During fiscal 2001, the Company purchased one business for
approximately $2 million, including goodwill of $600 thousand.

Pro Forma Operating Results

The following presents unaudited pro forma operating results as if
the fiscal 2003 and 2002 acquisitions had occurred on April 1, 2000.
The pro forma results were prepared from financial information
obtained during the due diligence process associated with the acqui-
sitions. The pro forma operating results include financial informa-
tion related to the Air Products acquisition reflecting that company’s
historic cost structure, which included a significant allocation of
corporate overhead. Pro forma adjustments to the historic financial
information of businesses acquired were limited to those related to
the Company’s stepped-up basis in acquired assets and adjustments
to reflect the Company’s borrowing and tax rates. The pro forma
results have been prepared for comparative purposes only and do
not purport to be indicative of what would have occurred had the
acquisitions been made as of April 1, 2000 or of results that may
occur in the future.
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Unaudited
Years Ended March 31,

(In thousands,
except per share amounts) 2003 2002 2001

Net sales $1,816,045 $1,878,832  $1,896,079
Income before the cumulative
effect of a change in

accounting principle 69,459 54,033 27,632
Net earnings (loss) 69,459 (4,967) 27,632
Diluted earnings (loss) per share $ .96 $ 07) % 41

(b) Divestitures

In December 2001, the carrying values of the net assets of
Kendeco, Inc. (“Kendeco”), an industrial tool business in the
Distribution operating segment, were reduced by $3.6 million to
their net realizable value based on the estimated selling price less
cost to sell of $3.5 million. The loss, reflected in “Other income
(expense), net,” included the write-off of $3.1 million of non-tax
deductible goodwill. The Company completed the sale of
Kendeco in May 2002 and recognized a loss on the sale of $1.7
million. Kendeco’s operating results for fiscal 2002 and 2001 are
included in the table below. Kendeco’s fiscal 2003 operating
results were insignificant.

In fiscal 2000, the Company divested its investment in a Polish gas
distributor. As part of the sale agreement, the Company made
representations and warranties about the business being sold.
Subsequently, the acquirer presented the Company with an
indemnity claim as a breach of the representations and warranties
provided for under the sale agreement. In fiscal 2002, the
Company recorded a liability and related expense of $1.9 million
associated with the indemnity claim. In May 2002, the Company
favorably resolved the indemnity claim and reversed $1.5 million
of expense, net of legal fees paid, and the related liability. These
items are reflected in “Other income (expense), net” in the respec-
tive fiscal years.

In October 2001, the Company sold two of its nitrous oxide pro-
duction facilities to Air Liquide. The Company retained its
remaining four nitrous oxide production facilities to meet its
requirements as a major producer and distributor of nitrous
oxide. After-tax proceeds from the sale of approximately $10 mil-
lion were used to reduce borrowings under the Company’s revolv-
ing credit facilities. The Company recognized a gain on the
transaction of $7.4 million in “Other income (expense), net” in
fiscal 2002. The nitrous oxide facilities were reflected in the oper-
ating results of the Gas Operations segment.

In January 2001, the Company divested its Jackson Dome carbon
dioxide reserve and associated pipeline for cash proceeds of
approximately $42 million resulting in an insignificant gain. The
Jackson Dome carbon dioxide reserve and associated pipeline was
reflected in the operating results of the Gas Operations segment.
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In May 2000, the Company completed the sale of its equity invest-
ment in Bhoruka Gases Ltd., a regional industrial gas distributor
in India. Proceeds from the sale, including a note receivable, were
$1.1 million. The investment was sold for a loss of approximately
$1.7 million, which had been provided for under the Company’s
1998 special charges. In August 2000, the Company completed
the sale of Superior Air Products Ltd., also located in India.
Proceeds from the sale were $6.4 million and resulted in an
insignificant gain. The equity investments in India were reflected
in the operating results of the Distribution segment.

Results of Divested Operations

The following table sets forth selected financial data, by business
segment, related to the divested operations in fiscal 2002 and
2001. As noted above, the fiscal 2003 operating results for
Kendeco, which was divested in May 2002, were insignificant.

(In thousands)

Years Ended March 31, 2002 2001
Net sales:
Distribution $ 17,808 $ 22,215
Gas operations 3,467 11,194
Total net sales 21,275 33,409
Operating income:
Distribution 158 1,171
Gas operations 1,233 5,277
Total operating income $ 1,391 $ 6,448
Note 3

Special Charges, Net

During the first quarter of fiscal 2003, the Company recorded spe-
cial charges of $2.7 million (the “2003 Special Charges”) consisting
of a restructuring charge related to the integration of the business
acquired from Air Products during the fourth quarter of fiscal 2002
and costs related to the consolidation of certain hardgoods procure-
ment functions. The special charges included facility exit costs
associated with the closure of certain facilities and severance for
approximately 130 employees. The facilities exited and the affected
employees were part of the Company’s existing operations prior to
the acquisition of the Air Products business.

During the fourth quarter of fiscal 2002, the Company announced
the outsourcing of certain administrative functions to a financial
shared services center to be managed and operated by an outside
firm. The Company recorded a special charge of approximately
$1.0 million (the “2002 Special Charges”) for severance costs (work-
force reduction of 125 employees) and costs related to exiting one
facility associated with the fiscal 2003-2004 transition to the shared
services center.
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During the fourth quarter of fiscal 2001, the Company recorded net
special charges of $3.6 million. The net special charges (the "2001
Special Charges") included a charge of $8.5 million related to a cost
reduction plan focused on improving results at certain business
units partially offset by special charge recoveries of $4.9 million
principally consisting of a favorable insurance settlement. The
insurance settlement related to a fiscal 1997 special charge associat-
ed with the fraudulent breach of contract by a third-party supplier
of refrigerant gases. The cost reduction plan included severance
costs from a reduction in workforce; facility exit costs, primarily
non-cancelable lease obligations, for the closure of 30 branch
locations; and impairment write-downs associated with the planned
divestiture of certain non-core businesses.

At March 31, 2003, 2002, and 2001, accrued liabilities associated
with the special charges were as follows:

Severance Facility exit

(In thousands) costs costs Divestitures Total

2001 Special Charges $ 3,880 $ 2,464 $ 2,188 $ 8,532
Cash payments (913) (34) — (947)
Incurred losses (240) — (2,188) (2,428)
March 31, 2001 liability ~ $ 2,727 $ 2,430 $ — $ 5,157
2002 Special Charges 916 41 — 957
Cash payments (2,162) (289) — (2,451)
Change in estimates (565) (392) — (957)
March 31, 2002 liability $ 916 $ 1,790 $ — $ 2,706
2003 Special Charges 1,326 1,368 — 2,694
Cash payments (1,269) (758) — (2,027)
March 31, 2003 liability $ 973 $ 2,400 $ — $ 3,373

During fiscal 2002, the Company reduced its estimate related to
severance and facility exit costs associated with the 2001 cost
reduction plan by approximately $1.0 million. The change in esti-
mate was recorded as a recovery in fiscal 2002 through the
“Special charges, net” line in the Consolidated Statement of
Earnings.

The severance liability at March 31, 2003 will be utilized during
fiscal 2004 as the remaining subsidiaries of the Company transi-
tion into the financial shared services center and consolidation of
certain procurement functions are completed. The liability for
facility exit costs at March 31, 2003 relates to non-cancelable lease
obligations that will be reduced over future periods as lease pay-
ments are made over the remaining terms of the leases.
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Note 4 Note 5
Earnings (Loss) Per Share Inventories, Net
Basic earnings (loss) per share is calculated by dividing net earn- Inventories, net, consist of:

ings (loss) by the weighted average number of shares of the

Company's common stock outstanding during the period. (In thousands)

Outstanding shares consist of issued shares less treasury stock March 31, 2003 2002
and common stock held by the Employee Benefits Trust. Diluted Hardgoods $ 136,347 $ 139,034
earnings (loss) per share is calculated by dividing net earnings Gases 15,058 15,011
(loss) by the weighted average common shares outstanding $ 151,405 $ 154,045
adjusted for the dilutive effect of common stock equivalents Net inventories determined by the LIFO inventory method totaled
related to stock options, warrants and contingently issuable $15.7 million and $15.2 million at March 31, 2003 and 2002,
shares. respectively. If the FIFO inventory method had been used for
The table below reconciles basic weighted average common these inventories, they would have been $1.4 million and $1.3
shares outstanding to diluted weighted average common shares million higher at March 31, 2003 and 2002, respectively.
outstanding for the three years ended March 31, 2003, 2002 and Substantially all of the inventories are finished goods.
2001:

Note 6

(In thousands)

Years Ended March 31, 2003 2002 2001 Plant and Equipment

Weighted average common The major classes of plant and equipment, at cost, are as follows:

shares outstanding:

Basic 70,500 68,100 66,000 (In thousands) Depreciable
Stock options and warrants 1,800 1,800 600 March 31, Lives (Yrs) 2003 2002
Contingently issuable shares — — 600
Diluted 72’300 69,900 67,200 Land and land impl’OVemeﬂtS — $ 35,929 $ 36,452
Buildings and leasehold
Pursuant to a joint venture agreement between the Company and improvements 25 121,303 118,243
the holders of the preferred stock of National Welders, between Cylinders 30 633,436 645,298
June 30, 2006 and June 30, 2009 the preferred shareholders have M.achine.ry and equipment,
the option to exchange their 3.2 million preferred shares of including bulk tank‘s /1030 384,425 352,368
. . . Computers and furniture
National Welders elthe.r .for cash at a price of $17.78 per sh.are or and fixtures 31010 102,557 86.234
to tender them to the joint venture in exchange for approximate- Transportation equipment 31015 58,868 60,818
ly 2.38 million shares of Airgas common stock (see Note 15). Construction in progress _ 9,265 9,588
When Airgas common stock is at a market value of approximate- $1,345,783  $1,309,001

ly $24.00 per share, the stock and cash redemption options are
equivalent. As of March 31, 2003, there were no contingently
issuable shares included in the diluted weighted average common
shares calculation (the “diluted computation”).

Additionally, there were 2 million, 2.6 million and 5.4 million
outstanding stock options at March 31, 2003, 2002, and 2001,
respectively, with an exercise price above market, excluded from
the Company’s diluted computation as their effect would be anti-
dilutive. As the market value of the Company’s stock increases
above the respective exercise prices of the options, these options
will be included in the diluted computation as common stock
equivalents.
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Note 7

Goodwill and Other Intangible Assets

As described in Note 1, the Company adopted SFAS 142 as of April net income for fiscal 2001 to their respective pro forma balances
1,2001. The following table reconciles the reported operating adjusted to exclude goodwill amortization expense, which is no
income, equity in earnings of unconsolidated affiliates, earnings longer recognized under the provisions of SFAS 142. Fiscal 2003
before the cumulative effect of a change in accounting principle and ~ and 2002 results, adjusted for a cumulative effect of a change in

accounting principle, are presented for comparative purposes.

(In thousands, except per share amounts)
Years Ended March 31, 2003 2002 2001

Operating income:

Distribution segment $ 130,534 $ 103,430 $ 85,907
Gas Operations segment 25,348 21,603 22,042
Total reported operating income 155,882 125,033 107,949
Add back: Distribution goodwill amortization — — 12,320
Add back: Gas Operations goodwill amortization — — 2,117
Add back: Total goodwill amortization — — 14,437
Adjusted Distribution operating income 130,534 103,430 98,227
Adjusted Gas Operations operating income 25,348 21,603 24,159
Adjusted total operating income $ 155,882 $ 125,033 $ 122,386

Equity in earnings of unconsolidated affiliates:

Reported equity in earnings of unconsolidated affiliates $ 3,768 $ 3,835 $ 2,260
Add back: equity method goodwill amortization — — 1,701
Adjusted equity in earnings of unconsolidated affiliates $ 3,768 $ 3,835 $ 3,961

Earnings before the cumulative effect of a change in accounting principle:
Reported earnings before the cumulative effect of a change

in accounting principle $ 68,105 $ 48,585 $ 28,223
Add back: goodwill amortization after tax — — 13,740
Adjusted earnings before the cumulative effect of a change

in accounting principle $ 68,105 $ 48,585 $ 41,963

Net income:
Reported net income (loss) $ 68,105 $ (10,415) $ 28,223
Add back: goodwill amortization after tax — 13,740
Cumulative effect of a change in accounting principle — 59,000 —
Adjusted net income $ 68,105 $ 48,585 $ 41,963

Basic earnings (loss) per share:

Reported net income (loss) $ .97 $ (.15) $ 43
Goodwill amortization after tax — — 21
Cumulative effect of a change in accounting principle — .86 —
Adjusted basic earnings per share $ .97 $ 71 $ 64

Diluted earnings (loss) per share:

Reported net income (loss) $ .94 $ (.15) $ A2
Goodwill amortization after tax — — .20
Cumulative effect of a change in accounting principle — .84 —
Adjusted diluted earnings per share $ .94 $ .69 $ 62
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Changes in the carrying amount of goodwill for fiscal 2003 and
2002 were as follows:

Gas
Distribution = Operations
(In thousands) Segment Segment Total
Balance at March 31, 2001 $ 364,943 $ 75,114 $ 440,057
Acquisitions 29,616 — 29,616
Divestitures (3,146) (811) (3,957)
Cumulative effect of a change
in accounting principle (59,000) — (59,000)
Other adjustments (88) (80) (168)
Balance at March 31, 2002 $ 332,325 $ 74,223 $ 406,548
Acquisitions 31,208 1,096 32,304
Divestitures (1,560) — (1,560)
Other adjustments 427 (10) 417
Balance at March 31, 2003 $ 362,400 $ 75,309 $ 437,709

Other intangible assets amounted to $19.8 million (net of accu-
mulated amortization of $87.8 million) and $25.7 million (net of
accumulated amortization of $77.6 million) at March 31, 2003
and 2002, respectively. These intangible assets primarily consist of
non-compete agreements entered into in connection with busi-
ness combinations and are amortized over the term of the agree-
ments, principally five years. There are no expected residual
values related to these intangible assets. Estimated future amorti-
zation expense by fiscal year is as follows: 2004 - $5.6 million;
2005 - $5.4 million; 2006 - $3.1 million; 2007 - $2.5 million; 2008
- $1.8 million and $1.4 million thereafter.

Note 8
Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities include:

(In thousands)

March 31, 2003 2002
Accrued payroll and employee benefits ~ $ 33,548 $ 32,443
Business insurance reserves 15,272 13,266
Health insurance reserves 9,828 7,628
Accrued interest expense 12,000 17,255
Litigation reserves 336 11,292
Taxes other than income taxes 12,972 10,441

Other accrued expenses and
current liabilities 37,336 44,065
$ 121,292 $ 136,390

The litigation reserves in fiscal 2002 primarily related to defense
and settlement costs associated with the Praxair, Inc. litigation
(see Note 21).
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Note 9
Indebtedness

(a) Long-term Debt
Long-term debt consists of:

(In thousands)

March 31, 2003 2002

Revolving credit borrowings $ 145,143 $ 229,309
Term loan 87,500 100,000
Medium-term notes 185,202 181,275
Senior subordinated notes 232,478 222,864
Acquisition and other notes 9,937 33,132
Total long-term debt 660,260 766,580
Less current portion of long-term debt (2,229) (2,456)
Long-term debt, excluding current portion $ 658,031 $ 764,124

Revolving Credit Facilities

The Company has unsecured revolving credit facilities with a syn-
dicate of lenders totaling $367.5 million and $50 million
Canadian (US $33.9 million). The revolving credit facilities will
mature on July 30, 2006. At March 31, 2003, the Company had
borrowings under the revolving facilities of approximately $124
million and $31 million Canadian (US $21 million). The
Company also had commitments under letters of credit supported
by the revolving credit facilities of approximately $31 million at
March 31, 2003. Based on restrictions related to certain leverage
ratios, the Company had additional borrowing capacity under the
revolving facilities of approximately $197 million at March 31,
2003. The variable interest rates of the U.S. and Canadian revolv-
ing credit facilities are based on the London Interbank Offered
Rate (“LIBOR”) and Canadian Bankers’ Acceptance Rates, respec-
tively. At March 31, 2003, the effective interest rates on borrowings
under the revolving facilities were 3.52% on U.S. borrowings and
3.08% on Canadian borrowings. Certain of the Company’s
domestic subsidiaries guarantee borrowings under the revolving
facilities and foreign subsidiaries also guarantee Canadian bor-
rowings. During the fourth quarter of fiscal 2002, the Company's
credit rating as determined by third-party credit rating agencies
was lowered in response to additional indebtedness related to the
Air Products acquisition (see Note 2). The lower credit rating
required the Company to pledge 100% of the stock of its domestic
guarantor subsidiaries and 65% of the stock of its foreign guaran-
tor subsidiaries for the benefit of the syndicate of lenders. If the
Company's credit rating is further reduced, the Company will be
required to grant a security interest in substantially all of the tan-
gible and intangible assets of the Company for the benefit of the
syndicate of lenders. The revolving credit facilities also contain
covenants, which include the maintenance of certain leverage
ratios, a fixed charge ratio, and potential restrictions on certain
additional borrowings, the amount of dividends declared and
paid, and the repurchase of common stock.
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In May 2003, the Company obtained an amendment to its credit
agreement associated with its revolving credit facilities. Subject to
existing financial covenants, the amendment allows for the
issuance of up to an additional $200 million of senior public debt
and for the expansion of its senior credit facilities by up to $150
million. The amendment also provided the Company with addi-
tional flexibility to pay dividends and repurchase shares as well as
invest in acquisitions.

Term Loan

In connection with the fiscal 2002 Air Products acquisition, the
Company obtained a $100 million term loan from a syndicate of
lenders. The term loan is due in quarterly installments with a
final payment due July 30, 2006. Principal payments on the term
loan are classified as “Long-term Debt” in the Company’s
Consolidated Balance Sheets based on the Company’s ability and
intention to refinance them with borrowings under its long-term
revolving credit facilities. The term loan is unsecured and bears a
variable interest rate based on LIBOR plus a spread related to the
Company's credit rating. At March 31, 2003, the Company had
$87.5 million outstanding under the term loan at an effective
interest rate of 3.29%.

Medium-Term Notes

At March 31, 2003, the Company had the following medium-term
notes outstanding: $75 million of unsecured notes due March
2004 bearing interest at a fixed rate of 7.14% and $100 million of
unsecured notes due September 2006 bearing interest at a fixed
rate of 7.75%. The medium-term notes due in March 2004 are
classified as “Long-term debt” based upon the Company’s ability
and intention to refinance the medium-term notes with borrow-
ings under its long-term revolving credit facilities. Additionally,
the medium-term notes are guaranteed by each of the domestic
guarantors under the revolving credit facilities.

Acquisition and Other Notes

Acquisition and other notes principally represent notes issued to
sellers of businesses acquired and are repayable in periodic install-
ments. At March 31, 2003, acquisition and other notes of $10
million had interest rates ranging from 7.00% to 9.00%.

Senior Subordinated Notes

The Company has $225 million of senior subordinated notes (the
"Notes") outstanding with a maturity date of October 1, 2011.
The Notes bear interest at a fixed annual rate of 9.125%, payable
semi-annually on April 1 and October 1 of each year. The notes
contain covenants that restrict the amount of dividends declared
and paid, the issuance of preferred stock, and the incurrence of
additional indebtedness and liens. The notes are guaranteed on a
subordinated basis by each of the domestic guarantors under the
revolving credit facilities.
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Aggregate Long-term Debt Maturities

The aggregate maturities of long-term debt are as follows:

(In thousands)

Years Ended March 31, Aggregate Maturity

2004 $ 2,229
2005 658
2006 5,834
2007 418,640
2008 81
Thereafter 232,818

$ 660,260

(b) Interest Rate Swap Agreements

In managing interest rate exposure, the Company participates in
nine interest rate swap agreements with a total notional principal
amount of $245 million at March 31, 2003. Counterparties to the
interest rate swap agreements are major financial institutions. The
Company monitors its positions and the credit ratings of its coun-
terparties, and does not anticipate nonperformance by the coun-
terparties.

Four swap agreements with approximately $90 million in notional
principal amount require the Company to make fixed interest pay-
ments based on an average effective rate of 4.55% and receive vari-
able interest payments from its counterparties based on
three-month LIBOR (average rate of 1.36% at March 31, 2003).
The remaining terms of these swap agreements range from
between sixteen and thirty-one months. Five swap agreements
with approximately $155 million in notional principal amount
require the Company to make variable interest payments based
primarily on six month LIBOR (average rate of 3.05% at March 31,
2003) and receive fixed interest payments from its counterparties
based on an average effective rate of 8.05% at March 31, 2003.

The remaining terms of these swap agreements range from
between one and nine years. The effect of the swap agreements
was to decrease interest expense by approximately $3.4 million in
2003 and increase interest expense by $2.9 million and $1.6 mil-
lion in 2002 and 2001, respectively.

The aggregate maturities of the Company's interest rate swaps by
type of swap for the five years ending March 31, 2008 and there-
after are as follows:

(In thousands) Notional Principal Amounts

Years Ended March 31, Pay-Fixed Pay-Variable
2004 $ — $ 30,000
2005 40,000 —
2006 50,000 —
2007 — 50,000
2008 — —
Thereafter — 75,000

$ 90,000 $ 155,000
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Note 10
Fair Value of Financial Instruments

Summarized below are the carrying and fair values of the
Company’s financial instruments at March 31, 2003 and 2002.

The fair value of the Company’s financial instruments is based on
estimates using standard pricing models that take into account the
present value of future cash flows as of the balance sheet date.

The computation of fair values of these instruments is generally
performed by the Company. The carrying amounts reported in
the balance sheet for trade receivables and payables, accrued liabil-
ities, accrued income taxes, and short-term borrowings approxi-
mate fair value due to the short-term nature of these instruments.
Accordingly, these items have been excluded from the table below.

2003 2003 2002 2002
Carrying Fair Carrying Fair
(In thousands) Value Value Value Value
Financial Instruments:
Revolving credit borrowings $145,143 $145,143 $229,309 $229,309
Senior subordinated notes 232,478 247,136 222,864 234,000
Term loan 87,500 87,500 100,000 100,000
Medium-term notes 185,202 186,024 181,275 175,000
Acquisition and other notes 9,937 10,372 33,132 33,094
Prepaid interest rate
swap agreements — — 424 680
Interest rate swap
agreements:
Fair value hedge (17,681)  (17,681) (4,140) (4,140)
Cash flow hedge 4,452 4,452 4,924 4,924

Note 11
Derivative Instruments and Hedging Activities

The Company’s involvement with derivative instruments is limit-
ed to highly effective fixed and floating interest rate swap agree-
ments used to manage well-defined interest rate risk exposures.
Interest rate swap agreements are not entered into for trading
purposes. As described in Note 1, the Company adopted SFAS
133 as of April 1, 2001.

At March 31, 2003, the Company had a notional amount of $90
million in fixed interest rate swap agreements that effectively con-
vert a corresponding amount of variable interest rate borrowings
under the revolving credit facilities and operating leases to fixed
interest rate instruments. In fiscal 2003 and 2002, the Company
recorded a net change in the fair value of the fixed interest rate
swap agreements of $565 thousand and $1.7 million as accumu-
lated other comprehensive income (loss), respectively. The net
additional interest payments made under these swap agreements
during the fiscal 2003 were recognized in interest expense. Over
the next 12 months, the Company expects to reclassify $2.9 mil-
lion of the deferred loss from accumulated other comprehensive
income (loss) to interest expense as the related interest payments
that are being hedged are recognized.
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At March 31, 2003, the Company also had a notional amount of
$155 million in variable interest rate swap agreements that
effectively converts a corresponding amount of fixed rate medi-
um-term and senior subordinated notes to variable rate debt. The
fair value of these variable interest rate swap agreements and the
increased carrying value of the hedged portions of the medium-
term and senior subordinated notes at March 31, 2003 was $17.7
million. The changes in the fair value of the swap agreements are
offset by changes in the fair value of the hedged portions of the
medium-term and senior subordinated notes.

Note 12
Trade Receivables Securitization

The Company participates in a securitization agreement with two
commercial banks to sell up to $175 million of qualifying trade
receivables. The agreement was originally to expire in December
2003, but the agreement was extended to December 2005, and
remains subject to additional renewal provisions contained in the
agreement. During fiscal 2003, the Company sold, net of its
retained interest, $1,879 million of trade receivables and remitted
to bank conduits, pursuant to a servicing agreement, $1,720 mil-
lion in collections on those receivables. The net proceeds were
used to reduce borrowings under the Company's revolving credit
facilities. The amount of outstanding receivables under the agree-
ment was $159 million at March 31, 2003 and $134 million at
March 31, 2002.

The transaction has been accounted for as a sale under the provi-
sions of SFAS No. 140, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities. Under the secu-
ritization agreement, eligible trade receivables are sold to bank
conduits through a bankruptcy-remote special purpose entity,
which is consolidated for financial reporting purposes. The dif-
ference between the proceeds from the sale and the carrying value
of the receivables is recognized as discount on securitization of
trade receivables in the accompanying Consolidated Statements of
Earnings and varies on a monthly basis depending on the amount
of receivables sold and market rates. The Company retains a sub-
ordinated interest in the receivables sold, which is recorded at the
receivables' previous carrying value. A subordinated retained
interest of approximately $45 million and $41 million is included
in trade receivables in the accompanying Consolidated Balance
Sheets at March 31, 2003 and 2002, respectively. The Company’s
retained interest is generally collected within 60 days. On a
monthly basis, management measures the fair value of the
retained interest at management’s best estimate of the undiscount-
ed expected future cash collections on the transferred receivables.
Changes in the fair value are recognized as bad debt expense.
Actual cash collections may differ from these estimates and would
directly affect the fair value of the retained interest. In accordance
with a servicing agreement, the Company will continue to service,
administer and collect the trade receivables on behalf of the bank
conduits. The servicing fees charged to the bank conduits approx-
imate the costs of collections.
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Note 13
Stockholders’ Equity

(a) Common Stock

The Company is authorized to issue up to 200 million shares of
common stock with a par value of $.01 per share. At March 31,
2003, the number of shares of common stock outstanding was 72.4
million, excluding 547 thousand shares of common stock held as
treasury stock and 3.4 million shares of common stock held in a
grantor trust as described below. At March 31, 2002, the number of
shares of common stock outstanding was 70.3 million, excluding
547 thousand shares of common stock held as treasury stock and
4.3 million shares of common stock held in the grantor trust.

(b) Preferred Stock and Redeemable Preferred Stock

The Company is authorized to issue up to 20 million shares of
preferred stock. Of the 20 million shares authorized, 200 thou-
sand shares have been designated as Series A Junior Participating
Preferred Stock and 200 thousand shares have been designated as
Series B Junior Participating Preferred Stock (see further discus-
sion below). At March 31, 2003 and 2002, no shares of the pre-
ferred stock were issued or outstanding. The preferred stock may
be issued from time to time by the Company's Board of Directors
in one or more series. The Board of Directors is authorized to fix
the dividend rights and terms, conversion rights, voting rights,
rights and terms of redemption, liquidation preferences, and any
other rights, preferences, privileges and restrictions of any series
of preferred stock, and the number of shares constituting each
such series and designation thereof.

Additionally, the Company is authorized to issue 30 thousand
shares of redeemable preferred stock. At March 31, 2003 and 2002,
no shares were issued or outstanding.

(c) Treasury Stock

In March 1999, the Company’s Board of Directors authorized the
repurchase of up to seven million shares of the Company’s out-
standing common stock. The authorization provided for the
repurchase of shares in the open market or in privately negotiated
transactions depending on market conditions and other factors.
In accordance with the March 1999 share repurchase authoriza-
tion, the Company acquired 31 thousand and 1.4 million shares of
common stock in fiscal 2002 and 2001, respectively. The
Company’s stock repurchase program was completed in fiscal
2002. In fiscal 2001, the Company reissued 2 million shares of
common stock to the Company’s Employee Benefits Trust (the
“Trust”), as discussed below. No shares were reissued from treas-
ury in fiscal 2003 or 2002. When treasury shares are reissued, the
Company uses an average cost method with the difference
between the repurchase cost and the reissuance price accounted
for as a charge to capital in excess of par value.
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(d) Shares in Employee Benefits Trust

In March 1999, the Company established the grantor Trust to
fund certain future obligations of the Company’s employee bene-
fit and compensation plans. The Company, pursuant to a
Common Stock Purchase Agreement, sold shares of common
stock to the Trust. The Company holds promissory notes from
the Trust in the amount of each purchase. Shares held by the
Trust serve as collateral for the promissory notes and are available
to fund employee benefit plan obligations as the promissory notes
are repaid. The shares held by the Trust are not considered out-
standing for earnings per share purposes until they are released
from serving as collateral for the promissory notes. An independ-
ent third-party financial institution serves as the Trustee. The
Trustee votes or tenders shares held by the Trust in accordance
with instructions received from the participants in the employee
benefit and compensation plans to be funded by the Trust. Since
inception of the Trust in fiscal 1999, the Trust purchased from the
Company approximately seven million shares of common stock,
previously held as treasury stock, for approximately $54 million.
Approximately 909 thousand, 1.4 million and 1.2 million shares
were issued from the Trust for employee benefit programs during
fiscal 2003, 2002 and 2001, respectively.

(e) Stockholder Rights Plan

Effective April 1, 1997, the Company’s Board of Directors adopted
a stockholder rights plan (the “1997 Rights Plan”). Pursuant to the
1997 Rights Plan, the Board of Directors declared a dividend dis-
tribution of one right for each share of common stock. Each right
entitles the holder to purchase from the Company one one-thou-
sandth of a share Series B Junior Participating Preferred Stock at
an initial exercise price of $100 per share.

Rights become exercisable only following the acquisition by a per-
son or group of 15% (or 20% in the case of the Chairman and
certain of his affiliates) or more of the Company’s common stock
or after the announcement of a tender offer or exchange offer to
acquire 15% (or 20% in the case of the Chairman and certain of
his affiliates) or more of the outstanding common stock. If such a
person or group acquires 15% or more (or 20% or more, as the
case may be) of the common stock, each right (other than such
person’s or group’s rights, which will become void) will entitle the
holder to purchase, at the exercise price, common stock having a
market value equal to twice the exercise price. In certain circum-
stances, the rights may be redeemed by the Company. If not
redeemed, they will expire on April 1, 2007.

(f) Warrants

During fiscal 2002, the Company granted warrants to purchase
324,000 shares of the Company’s common stock to an outside
consulting firm for services rendered. The warrants have a term of
three years from the date of grant and have exercise prices in
excess of market value on the date of grant ranging from $11.98
to $18.78 per share. The aggregate value of the warrants on the
dates of grant, as determined by the Black-Scholes model, was
$1.1 million, which the Company expensed during fiscal 2002.

No additional warrants were granted during fiscal 2003.
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Note 14
Stock-Based Compensation

The Company has elected to continue to account for its stock-
based compensation plans in accordance with Accounting
Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees, as permitted by SFAS No. 123, Accounting for Stock-
Based Compensation, as amended by SFAS No. 148. Accordingly,
no compensation expense has been recognized for its stock option
and employee stock purchase plans. The following table illustrates
the effect on net income and earnings per share for fiscal 2003,
2002 and 2001 as if the Company had applied the fair value recog-
nition provisions of SFAS 123 to stock-based compensation.

(In thousands, except per share amounts)

Years Ended March 31, 2003 2002 2001
Net earnings (loss), as reported $ 68,105 $ (10,415 $ 28,223
Deduct: Total stock-based

employee compensation

expense determined under

fair value based methods for

all awards, net of related

tax effects (6,820) (6,670) (6,081)
Pro forma net earnings (loss)  $ 61,285 $ (17,085 $ 22,142
Earnings (loss) per share:

Basic — as reported $ 97 $ (15) § 43

Basic — pro forma $ .87 $ (25) % 34

Diluted - as reported $ 94 $ (15) § 42

Diluted - pro forma $ .85 $ (24) % 33

The Company’s stock-based compensation plans are described
below.

(a) Employee Stock Option Plans

The Company has a stock plan under which officers and key
employees may be granted options. In May 1997, the Company
adopted the 1997 Stock Option Plan (the “1997 Plan”). The 1997
Plan replaced the previous 1984 Stock Option Plan. In May 2002,
the Company amended the 1997 Plan to increase the total number
of shares of common stock reserved for sale upon the exercise of
stock options and restricted stock granted under the 1997 Plan
from 8 million to 11.2 million. The amendment was approved by
the Company’s stockholders in July 2002.

Options granted under the 1997 Plan vest 25% annually and have
a maximum term of ten years. Under the 1997 Plan, at March 31,
2003, 2002 and 2001, 4.7 million, 2.6 million and 3.7 million
options, respectively, were available for issuance. In fiscal 2003,
2002 and 2001, 1.2 million, 1.5 million and 1.7 million options,
respectively, were granted with an exercise price equal to market
price at the date of grant. Options under the 1997 Plan are gener-
ally granted in May of each year.
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The fair value of each option grant is estimated on the date of
grant using the Black-Scholes option pricing model with the fol-
lowing weighted average assumptions used for fiscal 2003, 2002
and 2001 option grants, respectively: expected volatility of 40.3%,
48.8% and 51.1%, risk-free interest rate of 4.3%, 4.7% and 6.5%,
and expected life of 7.5, 7.2 and 5.6 years. The weighted average
fair value per share of the options granted during fiscal 2003, 2002
and 2001 was $8.42, $5.31 and $3.13, respectively.

The following table summarizes the activity of the employee stock
option plans during the three years ended March 31, 2003:

Exercise
Number Price Per
of Shares Share
March 31, 2001
Outstanding, beginning of year 7,269,661 $1.83 - 23.25
Granted 1,734,215 5.71
Exercised (397,494) 1.83 - 850
Expired (300,421) 521 - 22.00
March 31, 2002
Outstanding, beginning of year 8,305,961 1.83 - 2325
Granted 1,525,120 9.29
Exercised (1,049,173) 1.83 - 19.00
Expired (556,798) 550 - 22.00
March 31, 2003
Outstanding, beginning of year 8,225,110 330 - 2325
Granted 1,168,250 16.52
Exercised (1,098,851) 3.30 - 17.31
Expired (109,353) 550 - 22.00
Outstanding, end of year 8,185,156 $463 - $23.25

Options for 5.1 million, 4.7 million and 4.9 million shares were
exercisable at March 31, 2003, 2002 and 2001, respectively.

(b) Board of Directors Stock Option Plans

The Company also maintains stock option plans covering direc-
tors who are not employees. In May 1997, the Company adopted
the 1997 Directors’ Stock Option Plan (the “1997 Directors’
Plan”). The 1997 Directors’ plan replaced the previous 1989 Stock
Option Plan for Directors. The 1997 Directors’ Plan reserved 500
thousand shares for issuance. Options under the 1997 Directors’
Plan are exercisable in full on the date of grant.

Under the 1997 Directors’ Plan, at March 31, 2003, 109,500
options were available for issuance. During fiscal 2003, 2002 and
2001, 64,000, 80,000 and 100,000, respectively, were granted with
an exercise price equal to the market price at the date of grant and
have a maximum term of ten years.

The fair value of each option grant is estimated on the date of
grant using the Black-Scholes option pricing model with the fol-
lowing weighted average assumptions used for fiscal 2003, 2002
and 2001 option grants, respectively: expected volatility of 41.5%,
51.1% and 51.1%, risk-free interest rate of 3.6%, 4.6% and 6.1%,
and expected life of 5.9, 5.7 and 5.6 years. The weighted average
fair value per share of the stock options granted during fiscal
2003, 2002 and 2001 was $6.70, $6.61 and $2.85, respectively.
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The following table summarizes the activity of the Board of
Directors stock option plans during the three years ended March
31, 2003:

Exercise
Number Price Per
of Shares Share
March 31, 2001
Qutstanding, beginning of year 360,500 $2.09 - $19.25
Granted 100,000 5.25
Exercised (32,000) 2.09 - 2.14
March 31, 2002
Qutstanding, beginning of year 428,500 209 - 19.25
Granted 80,000 12.40
Exercised (32,000) 209 - 13.82
March 31, 2003
Outstanding, beginning of year 476,500 416 - 19.25
Granted 64,000 14.85
Exercised (48,000) 416 - 8.56
Outstanding, end of year 492,500 $5.25 - $19.25

Options for 492,500, 476,500 and 428,500 shares were exercisable
at March 31, 2003, 2002 and 2001, respectively.

The following table summarizes information about options out-
standing and exercisable for the employee and Board of Directors
stock option plans at March 31, 2003:

Options Outstanding

Exercise
Weighted Average Number Price Per
Remaining Life-Years Outstanding Share
6.94 1,289,704 $463 - $ 550
4.25 965,119 556 - 8.50
8.00 1,281,682 8.54 - 8.99
5.30 1,161,809 9.29 - 1240
3.71 1,383,085 12.57 - 15.63
7.58 1,750,951 1594 - 16.52
3.53 845,306 16.76 - 23.25
5.86 8,677,656 $4.63 - $23.25

Options Exercisable

Number of Options

Weighted Average

Exercise Price

Exercisable Per Share
683,738 § 544
825,845 7.38
311,407 8.96
938,572 11.57

1,332,710 14.62
675,126 15.94
777,119 20.43

5,544,517 $ 12.56
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(c) Employee Stock Purchase Plans

In August 2001, the Company established the Airgas, Inc. 2001
Employee Stock Purchase Plan (the “2001 Plan”) to encourage and
assist employees in acquiring an equity interest in the Company.
The 2001 Plan replaced the previous 1998 Employee Stock
Purchase Plan (the "1998 Plan"). During fiscal 2002, the remain-
ing shares of common stock authorized under the 1998 Plan were
issued. The 2001 Plan is authorized to issue up to 1.5 million
shares of common stock. Eligible employees may elect to have up
to 15% of their annual gross earnings withheld to purchase com-
mon stock at 85% of the market value. Market value under the
2001 Plan is defined as either the closing share price on the New
York Stock Exchange as of the employees’ enrollment date or the
closing price on the last business day of a fiscal quarter, whichever
is lower. An employee may lock-in a purchase price for up to 27
months. The 2001 Plan is designed to comply with the require-
ments of Sections 421 and 423 of the Internal Revenue Code. The
terms of the Company’s previous 1998 Plan were substantially
identical to the terms of the 2001 Plan. During fiscal 2003 and
2002, the Company issued 809 thousand shares and 1.1 million
shares, provided from the Employee Benefits Trust, to fund pur-
chases made by employees under the 2001 and 1998 Plans. The
average purchase price per share in fiscal 2003 and 2002 was
$11.06 and $6.58, respectively. During fiscal 2001, the Company
issued 1.2 million shares from the Employee Benefits Trust under
the 1998 Plan at an average purchase price of $4.86 per share.

Compensation expense under SFAS 123 is measured based on the
fair value of the employees’ option to purchase shares of common
stock at the grant date and is recognized over the future periods in
which the related employee service is rendered. The fair value of the
employees’ option to purchase shares of common stock is estimated
using the Black-Scholes model. The assumptions used to estimate
the fair value of the employees’ option to purchase shares of com-
mon stock at grant dates in fiscal 2002 and 2001, respectively, were:
average expected volatility of 61% and 63%, average risk-free inter-
est rate of 2.6% and 5.4%, and expected option terms ranging from
3 to 27 months. Had the Company adopted SFAS 123, compensa-
tion expense related to the Employee Stock Purchase Plans would
have been $3.6 million, $4.1 million and $1.7 million in fiscal 2003,
2002 and 2001, respectively. Fiscal 2003 expense is related to the fis-
cal 2002 grant and represents the value of the options as they would
vest over the employee service period.
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Note 15
Investments in Unconsolidated Affiliates

The Company accounts for investments in unconsolidated affili-
ates by the equity method of accounting, as described in Note
1(b). The Company’s investments in unconsolidated affiliates
totaled approximately $66 million at March 31, 2003, and $65 mil-
lion at March 31, 2002. The Company's investments principally
consist of two corporate joint ventures. The most significant
investment, totaling approximately $59 million at March 31, 2003
and $57 million at March 31, 2002, is with National Welders.
National Welders, which is reported in the Distribution segment,
is a producer and distributor of industrial gases based in
Charlotte, North Carolina. National Welders owns and operates
46 branch stores, two acetylene plants, a specialty gas lab, and
three air separation plants that produce over 95% of the joint ven-
ture’s oxygen, nitrogen and argon requirements. The joint venture
also distributes medical and specialty gases, process chemicals and
welding equipment and supplies.

Ownership interest in the National Welders joint venture consists
of voting common stock and voting redeemable preferred stock
with a 5% annual dividend. The Company owns 100% of the
joint venture’s common stock, which represents a 50% voting
interest. A family is the holder of approximately 3.2 million
shares of redeemable preferred stock and controls the balance of
the voting interest. Between June 30, 2006 and June 30, 2009, the
preferred shareholders have the option to redeem their preferred
shares for cash at a price of $17.78 per share or to tender them to
the joint venture in exchange for approximately 2.38 million
shares of Airgas common stock. If Airgas common stock has a
market value of approximately $24.00 per share, the common
stock and cash redemption options are equivalent. If the pre-
ferred shareholders elect to exchange their shares for Airgas com-
mon stock, the Company is obligated to provide the necessary
shares to the joint venture by capital contribution or other means
the Company reasonably deems appropriate. The Company may
purchase shares on the open market or may issue new or treasury
shares to meet its exchange obligation. Following such redemption
or exchange, the Company would be the sole owner of National
Welders and the earnings available to the Company (i.e., the com-
mon shareholder) would be expected to increase by the amount of
the annual preferred dividend, or $2.9 million per year. Following
a cash redemption, the additional income related to the preferred
dividend savings would be partially offset by higher interest
expense on the additional debt incurred to finance the redemp-
tion. The preferred shareholders may also elect to retain their
interest in the preferred stock beyond June 30, 2009.

As disclosed in Note 1(q), the Company is reviewing whether its
investment in National Welders meets the definition of a Variable
Interest Entity under the newly released FASB Financial
Interpretation No. 46 (“FIN 46”). The Company is reviewing the
applicability of FIN 46 to its National Welders investment to
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determine if, as the only common stockholder and with only a
50% voting interest in the joint venture, the Company is dispro-
portionately exposed to risk of loss. If National Welders is deter-
mined to be a Variable Interest Entity and the Company is
determined to be the primary beneficiary, as defined by the FIN
46, the Company will consolidate the joint venture. The
Company believes the consolidation of the joint venture would
not have a material impact on the net earnings of the Company.

A summary of unaudited financial information for National
Welders for the years ended March 31, 2003 and 2002 follows:

(In thousands)

March 31, 2003 2002
Current assets $ 32,586 $ 34,024
Non-current assets 121,986 125,917

Total assets $ 154,572 $ 159,941
Current liabilities $ 22,729 $ 24,239
Non-current liabilities 93,612 99,798
Redeemable preferred stock 56,899 56,899
Preferred shareholder note (21,000) (21,000)
Common stockholder’s equity 2,332 5

Total liabilities and stockholder’s equity $ 154,572 $ 159,941
(In thousands)
Years Ended March 31, 2003 2002 2001
Net sales $ 142,048 $ 132,060 $ 138,376
Earnings before taxes 11,147 10,843 9,169
Net earnings before preferred

stock dividend 6,746 6,397 5,593
Preferred stock dividends (2,845) (2,845) (2,850)
Net earnings available to

common stockholder 3,901 3,552 2,743
Airgas equity earnings

adjustments (1,217) (691) (1,565)
Equity in earnings of

National Welders § 2,684 $ 2,861 $ 1,178

The Company’s investment in National Welders exceeds its under-
lying equity in the net assets of National Welders by approximate-
ly $57 million. The excess of the Company’s investment over its
underlying equity in the net assets is principally attributable to a
stepped-up basis in the assets, deferred taxes and goodwill. Prior
to the adoption of SFAS 142 on April 1, 2001, the Company
applied the amortization of goodwill against its equity in the
earnings of National Welders. The Company’s fiscal 2003 and
2002 equity in earnings from National Welders reflects the
Company’s adoption of SFAS 142 under which the goodwill asso-
ciated with the Company’s investment is no longer amortized.
See Note 7 for a reconciliation of prior period results as reported
to results adjusted to exclude this amortization expense.
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The Company’s other investments in unconsolidated affiliates
totaled approximately $7 million and $8 million at March 31,
2003 and 2002, respectively, and primarily consist of a 50% joint
venture interest in AC Industries, which is a carbon dioxide pro-
duction plant reported in the Gas Operations segment.

The Company’s share of earnings from AC Industries was $1.1
million, $1.0 million and $900 thousand for the years ended
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made in the first quarter of fiscal 2003 that resulted in approxi-
mately a $19 million reclassification between current and deferred
income taxes. The adjustment did not impact net earnings or
operating cash flows in the current period or in fiscal 2002.

Significant differences between taxes computed at the federal
statutory rate and the provision for income taxes were:

March 31, 2003, 2002, and 2001, respectively.

Note 16
Interest Expense, Net

Interest expense, net, consists of:

(In thousands)

Years Ended March 31, 2003 2002 2001
Interest expense $ 47,272 $ 48,035 $ 61,434
Interest and finance charge
income (897) (1,022) (1,227)
$ 46,375 $ 47,013 $ 60,207
Note 17

Income Taxes

Earnings before income taxes and the cumulative effect of a

change in accounting principle were derived from the following

sources:

(In thousands)

Years Ended March 31, 2003 2002 2001
United States $ 106,258 $ 74,947 $ 46,021
Foreign 3,046 3,444 2,920
$ 109,304 $ 78,391 $ 48,941
Income tax expense (benefit) consists of:
(In thousands)
Years Ended March 31, 2003 2002 2001
Current:
Federal $ 30,552 $ (6693 $ 12,286
Foreign 1,509 1,534 1,135
State 483 387 2,145
32,544 (4,772) 15,566
Deferred:
Federal 6,312 32,348 6,173
Foreign (640) 329 594
State 2,983 1,901 (1,615)
8,655 34,578 5,152
$ 41,199 $ 29,806 $ 20,718

Pursuant to an accelerated depreciation provision of a fiscal 2002

change in the tax law, the Company anticipated receiving a tax

refund of approximately $19 million during fiscal 2003 related to

the assets acquired in the Air Products acquisition. After further
review, it was concluded that the Company would not be eligible
for the refund in fiscal 2003, but instead would receive the cash
benefit over the next four years. As a result, an adjustment was

Years Ended March 31, 2003 2002 2001
Taxes at U.S. federal statutory rate  35.0% 35.0% 35.0%
Increase in income taxes resulting
from:
State income taxes, net of
federal benefit 2.1% 1.5% 1.1%
Amortization of non-
deductible goodwill 4.9%
Divestitures 0.4% 1.8% —
Equity accounting for
unconsolidated affiliates (0.6%) (1.2%) (1.1%)
Other, net 0.8% 0.9% 2.4%
37.7% 38.0% 42.3%

The decrease in the effective tax rate from fiscal 2001 is primarily

related to the Company no longer amortizing goodwill as

described in Notes 1 and 7.

The tax effects of cumulative temporary differences that gave rise

to the significant portions of the deferred tax assets and liabilities

were as follows:

(In thousands)

March 31, 2003 2002
Deferred Tax Assets:
Inventories 5,637 $ 5,955
Accounts receivable (589) (124)
Deferred rental income 1,872 959
Insurance reserves 7,320 7,573
Special charges (Note 3) 1,817 1,581
Litigation settlement and
other reserves 1,913 6,406
Net operating loss carry forwards 31,228 13,644
Other 1,390 721
Valuation allowance (9,646) (5,976)
40,942 30,739
Deferred Tax Liabilities:
Plant and equipment (204,645) (194,703)
Intangible assets (14,141) (5,907)
Other (13,608) (15,092)
(232,394) (215,702)
Net deferred tax liability $(191,452) $(184,963)
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Current tax assets and current tax liabilities have been netted for
presentation purposes. Non-current tax assets and non-current
tax liabilities have also been netted. Deferred tax assets and liabili-
ties are reflected in the Company’s consolidated balance sheets as
follows:

(In thousands)

March 31, 2003 2002

Current deferred tax asset, net $ 17688 $§ 13,210
Non-current deferred tax liability, net (209,140) (198,173)
Net deferred tax liability $(191,452) $ (184,963)

The Company has recorded tax benefits amounting to $5.8 mil-
lion, $4.3 million, and $800 thousand in fiscal 2003, 2002 and
2001, respectively, resulting from the exercise of stock options.
This benefit has been recorded in capital in excess of par value.

In assessing the realizability of deferred tax assets, management
considers whether it is more likely than not that some portion or all
of the deferred tax assets will not be realized. The ultimate realiza-
tion of deferred tax assets is dependent upon the generation of
future taxable income during the periods in which those temporary
differences become deductible. Management considers the reversal
of deferred tax liabilities and projected future taxable income in
making this assessment. Based upon the level of historical taxable
income and projections for future taxable income over the periods
which the deferred tax assets are deductible, management believes it
is more likely than not that the Company will realize the benefits of
these deductible differences, net of the existing valuation
allowances, at March 31, 2003. Valuation allowances, which
increased by $3.7 million in fiscal year 2003, primarily relate to cer-
tain state tax net operating loss carry forwards.

The Internal Revenue Service is currently conducting an examina-
tion of the Company’s federal income tax return for the fiscal year
ended March 31, 2000. Management believes that the results of
this examination will not have a material effect on the Company’s
earnings, financial position or liquidity.

Note 18
Benefit Plans

The Company has a defined contribution 401(k) plan (the “401(k)
plan”) covering substantially all full-time employees. Under the
terms of the 401(k) plan, the Company makes matching contribu-
tions up to two percent of participants' wages plus additional dis-
cretionary profit sharing contributions based upon the
profitability of the Company. Amounts expensed under the 401(k)
plan for fiscal 2003, 2002, and 2001 were $5 million, $4.7 million
and $5.8 million, respectively.
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Certain subsidiaries of the Company participate in multi-employ-
er pension and post-retirement plans which provide defined bene-
fits to union employees. Contributions are made to the plans in
accordance with negotiated labor contracts. During fiscal 2003
labor contract negotiations, the Company negotiated the with-
drawal from one plan effective in fiscal 2006. The potential with-
drawal liability under this plan was approximately $300 thousand
at March 31, 2003. The Company has not taken action to termi-
nate or withdraw from any other plans. Management believes that
the Company's liability, if any, for multi-employer plan withdraw-
al liability will not have a material effect on the Company's finan-
cial position, results of operations or liquidity. Amounts expensed
under the pension plans for fiscal 2003, 2002 and 2001 were $679
thousand, $642 thousand and $543 thousand, respectively.

Effective January 2002, the Company offered eligible employees
the opportunity to participate in a non-qualified deferred com-
pensation plan (the “Plan”). The Plan allows eligible employees to
defer a portion of their compensation until their retirement. The
Company has elected to fund the plan with Company owned life
insurance policies taken out on the plan participants. The costs
associated with the Plan during fiscal 2003 were $64 thousand. At
March 31, 2003, the Company had a liability of $1.6 million relat-
ed to compensation deferred under the Plan. At March 31, 2003,
the Company also had life insurance policies with a cash surren-
der value of $1.6 million available to fund the plan liability.

Note 19
Related Parties

During the years ended March 31, 2003, 2002 and 2001, National
Welders (see Note 15), an unconsolidated equity affiliate, paid
$4.7 million, $3.8 million and $3.8 million, respectively, to the
Company for gas products, hardgoods and services. In addition,
National Welders sold gas products and hardgoods to the
Company in the amounts of $1.1 million, $1.1 million and $787
thousand in fiscal 2003, 2002 and 2001, respectively. In connec-
tion with the Praxair litigation (see Note 21), the Company reim-
bursed National Welders for legal fees of $482 thousand and $260
thousand in fiscal 2002 and 2001, respectively.

The Company paid $ 9.0 million, $7.7 million and $7.9 million to
AC Industries (see Note 15), an unconsolidated equity affiliate, for
the purchase of liquid carbon dioxide during the years ended
March 31, 2003, 2002 and 2001, respectively. In addition, the
Company had a net payable balance to AC Industries totaling

$1.4 million, $1.2 million and $1.2 million at March 31, 2003,
2002 and 2001, respectively.

The Company purchases and sells goods and services in the ordi-
nary course of business with certain corporations in which some
of its directors are officers.
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Note 20
Leases

The Company leases certain distribution facilities and equipment
under long-term operating leases with varying terms. Most leases
contain renewal options and in some instances, purchase options.
Rentals under these long-term leases for the years ended March 31,
2003, 2002, and 2001, amounted to $54.7 million, $45.4 million,
and $43.7 million, respectively. Certain operating facilities are
leased at market rates from employees of the Company who were
previous owners of businesses acquired. Outstanding capital lease
obligations and the related capital assets are not material to the
consolidated balance sheets at March 31, 2003 and 2002.

The Company leases real estate and certain equipment from a
trust established by a commercial bank. The operating leases are
structured as a sale-leaseback transaction in which the trust holds
title to the properties and equipment included in the leases. The
rental payments are based on LIBOR plus an applicable margin
and the cost of the property acquired by the trust. At March 31,
2003, the non-cancelable lease obligation of the real estate and
equipment leases totaled approximately $42 million. The lease
terms expire in October 2004, but may be renewed subject to pro-
visions of the lease agreements. The Company has guaranteed a
residual value of the real estate and the equipment at the end of
the lease terms of approximately $30 million. A gain of approxi-
mately $12 million on the equipment portion of the transaction
has been deferred until the expiration of the Company’s guarantee
of the residual value. The trust established in connection with the
sale-leaseback arrangement has been determined to be a variable
interest entity as defined by FIN 46 (see Note 1(q)). In accordance
with FIN 46, the Company will consolidate the trust for financial
reporting purposes effective July 1, 2003. The Company also leases
approximately $37 million in fleet vehicles under long-term oper-
ating leases with varying terms. Associated with these operating
leases, the Company guarantees a residual value of $9.3 million.

At March 31, 2003, future minimum lease payments under non-
cancelable operating leases, including the residual value associated
with the sale-leaseback transaction, are as follows:

(In thousands)
Years Ended March 31,

2004 $ 37,941
2005 71,371
2006 23,081
2007 19,021
2008 13,625
Thereafter 18,442

$ 183,481
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Note 21
Commitments and Contingencies

(a) Legal

In the fourth quarter of fiscal 2002, the Company settled a lawsuit
brought in 1996 by Praxair, Inc. alleging tortious interference with
a right of first refusal in connection with the Company’s joint
venture investment in National Welders (see Note 15). As a result
of the settlement, Praxair agreed to early termination of the right
of first refusal, and in the fourth quarter of fiscal 2002, the
Company recorded a charge to earnings, net of previously estab-
lished reserves related to the litigation, of $8.5 million. In fiscal
2001, the Company recorded a charge of $6.9 million for costs
associated with defending the Praxair lawsuit.

In fiscal 1997, the Company announced it was the victim of a
fraudulent breach of contract by a third-party supplier of refriger-
ant gases and recorded a special charge related to product losses
and costs associated with the Company's efforts to investigate the
fraud and pursue recoveries. In March 2001, the Company
reached a final settlement with its insurance carriers resulting in
insurance recoveries of $4.9 million (see Note 3). The insurance
settlement, net of associated legal expenses, was reflected in
“Special charges, net” in the Consolidated Statement of Earnings.

In fiscal 2000, the Company recorded a $7.5 million charge repre-
senting an estimate of the overall costs associated with the defense
and settlement of certain class action lawsuits pertaining to haz-
ardous material charges paid to the Company by customers. In
the fourth quarter of fiscal 2001, a settlement agreement and
approving court orders covering all such class actions against the
Company became final, and the Company reversed $1.1 million of
the previously accrued defense and settlement costs.

The Company is involved in various legal and regulatory proceed-
ings that have arisen in the ordinary course of its business and
have not been fully adjudicated. These actions, when ultimately
concluded and determined, will not, in the opinion of manage-
ment, have a material adverse effect upon the Company’s consoli-
dated financial condition, results of operations or liquidity.

(b) Insurance Coverage

The Company has established insurance programs to cover workers’
compensation, business automobile, general and products liability.
These programs have self-insured retention of $500 thousand per
occurrence and an annual aggregate limit of $1.7 million for claims
in excess of $500 thousand. The Company believes its insurance
reserves are adequate. The Company accrues estimated losses using
actuarial models and assumptions based on historical loss experience.
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The nature of the Company’s business may subject it to product
and general liability lawsuits. To the extent that the Company is
subject to claims that exceed its liability insurance coverage of $200
million, such suits could have a material adverse effect on the
Company's financial position, results of operations or liquidity.

(c) Supply Agreements

The Company purchases industrial, medical and specialty gases
pursuant to requirements contracts from national and regional
producers of industrial gases. In February 2002, the Company
entered into a 15-year take-or-pay supply agreement under which
Air Products and Chemical (“Air Products”) will supply at least
35% of the Company’s bulk liquid nitrogen, oxygen and argon
requirements. Additionally, the Company will purchase helium
from Air Products under the terms of the supply agreement.
Based on fiscal 2003 results, the Air Products supply agreement
represents approximately $40 million in annual liquid bulk gas
purchases. Effective December 1, 2002, the Company entered into
a 3-year take-or-pay supply agreement with BOC Gases to pur-
chase liquid nitrogen, oxygen and argon. Under the BOC Gases
agreement, BOC Gases will reserve specified production volumes
at certain plants and the Company will purchase at least 75% of
those volumes. At the conclusion of the initial 3-year term of the
BOC agreement, the Company may elect to extend it for an addi-
tional 3-year term. Purchases under the BOC Gases supply agree-
ment are anticipated to be approximately $10 million annually.
Both the Air Products and BOC Gases supply agreements contain
market pricing subject to certain economic indices and market
analysis. In addition, the Company is a party to other long-term
supply agreements primarily for the purchase of liquid carbon
dioxide, representing approximately $15 million, or 24% of the
Company's annual carbon dioxide requirements. The Company
believes the minimum product purchases under the agreements
are well within the Company’s normal product purchases.
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Note 22
Supplemental Cash Flow Information

Cash paid for interest expense and income taxes was as follows:

(In thousands)

Years Ended March 31, 2003 2002 2001
Interest $ 55,853 § 42,165 $ 65,167
Income taxes (net of refunds) 5,344 21,004 8,109

Significant non-cash investing and financing transactions were as
follows:

(In thousands)

Years Ended March 31, 2003 2002 2001

Acquisition liabilities assumed $ 2,606 $ 9917 $ 536

Note 23
Summary by Business Segment

The Company aggregates its operations, based on products and
services, into two reportable segments, Distribution and Gas
Operations. The Distribution segment accounts for over 90% of
consolidated sales. The segment’s principal products are pack-
aged and small bulk gases, rent on gas cylinders and welding
equipment, process chemicals and hardgoods. Gas sales include
industrial, medical and specialty gases such as: nitrogen, oxygen,
argon, helium, acetylene, carbon dioxide, nitrous oxide, hydro-
gen, welding gases, ultra high purity grades and special applica-
tion blends. Rent is derived from gas cylinders, cryogenic liquid
containers, bulk storage tanks, tube trailers and through the
rental of welding equipment. Hardgoods consist of welding sup-
plies and equipment, safety products, and industrial tools and
supplies.

The Gas Operations segment produces and distributes certain gas
products, principally dry ice, carbon dioxide, nitrous oxide and
specialty gases. The Company also operates two air separation
plants that produce oxygen, nitrogen and argon that are sold to
on-site customers and to the Distribution segment. The elimina-
tion entries represent inter-company sales from the Company’s
Gas Operations segment to its Distribution segment. The
Company previously reflected these elimination entries within
the Gas Operations segment.

The Company’s operations are predominantly in the United
States. The Company’s customer base is diverse and sales are not
dependent on a single or small group of customers.
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The accounting policies of the segments are the same as those Gas
described in the Summary of Significant Accounting Policies (Note (In thousands) Distribution  Operations Eliminations ~ Combined
1). Additionally, Corporate operating expenses are allocated to each  Fiscal 2002
segment, pro rata, based on sales dollars. Corporate assets have Gas and rent $ 707,435 $170,687 $ (31,163) $ 846,959
been allocated to the Distribution segment, inter-company sales are ~ Hardgoods 786,832 2,907 (651) 789,088
recorded on the same basis as sales to third parties, and inter-com-  10tal net sales 1494267 173,594 (31.814) 1,636,047
pany transactions are eliminated in consolidation. As a result of
dopti ffective April he fi ol Tts f Cost of products sold,
adopting SFAS 142 effective April 1, 2001, the financial results for excluding depreciation
the fiscal years ended March 31, 2003 and 2002 do not reflect good- expense 770,094 80,473  (31,814) 818,753
will amortization expense (see Note 1(q)). See Note 7 for a recon- Selling, distribution, and
ciliation of prior period financial results as reported to financial administrative expenses 559,468 59,848 — 619,316
results adjusted to exclude goodwill amortization expense. See Depreciation expense 53,701 11,084 - 64,785
Note 2 for the impact of acquisitions and divestitures on the oper- ~ Amortization expense 7,574 086 - 8,160
. Operating income 103,430 21,603 — 125,033
ating results of each segment. L .
Equity in earnings of
Management utilizes more than one measurement and multiple unconsolidated affiliates 2,878 957 - 3,835
views of data to measure segment performance and to allocate
. Assets 1,520,492 196,565 — 1,717,057
resources to the segments. However, the dominant measurements investrent in
are consistent with the Company’s consolidated financial state- unconsolidated affiliates 58,579 6,047 o 64,626
ments and, accordingly, are reported on the same basis herein. Capital expenditures 52,414 5883 _ 58,297
Gas
(In thousands) Distribution ~ Operations  Eliminations Combined o 'Gas L i
(In th ds) Distribution = Operations Eliminations Combined
Zscal ?1003‘[ $ 863,975 $178,622 $ (37,067) $1,005,530 Fiscal 2001
Hasda” ;e” o S227 (8o 7g1a3a GeSandrent $ 647,525 $171,218 $ (32,835) § 785,908
Tatr |goc; . 1,642,076 183,849  (38.961) 1786964  2ra900ds 839.897 2681 (585) 842,993
ol netsaies e ' ' e Total et sales 1487,422 174,899  (33,420) 1,628,901
Cost of products sold,
Cost of products sold, p o
«duding depreciation excluding depreciation
exdluding depreciatio expense 797,423 83,197  (33,420) 847,200
expense 806,320 82,957 (38,961) 850,316 . B
Seli distributi d Selling, distribution, and
€ (Ijng,’ ) |ts “t, SR el 634,580 63,648 698278 administrative expenses 525,261 58,094 — 583,355
Da m'h'i. fative expenses o s,  Deprecition expense 51,497 11,441 — 62938
Ae"retc,'a t',on expense S e - esey Amortization expense 21,055 2,761 — 23816
: mor :Zah'on expense s - oo,  Special charges 6,279 (2,636) — 3,643
pecial charges : : Operating income 85907 22,042 107,949
Operating income 130,534 25,348 — 155,882 o .
Equity in earnings of Equity in earnings of
q ) . unconsolidated affiliates 1,386 874 — 2,260
unconsolidated affiliates 2,682 1,086 — 3,768
Assets 1,406,928 174,362 — 1,581,290
Assets 1,494,363 205,880 — 1,700,243 .
Investment in nvestment in
lidated affiliat 60323 5 634 65.957 unconsolidated affiliates 56,671 6,591 — 63,262
unconsofidated atriates ; ; - : Capital expenditures 56,228 9,682 — 65910
Capital expenditures 51,751 16,218 — 67,969
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Note 24
Supplementary Information (Unaudited)

This table summarizes the unaudited results of operations for each
quarter of fiscal 2003 and 2002:

(In thousands, except

per share amounts) First Second Third Fourth
2003
Net sales $457,668 $451,053 $435,339 $442,904
Operating income (b) 36,210 42,424 38,090 39,158
Net earnings (b) 14,044 19,200 16,696 18,165
Basic earnings per

share (a),(b) $ 20 $ 27 % 24 % 26
Diluted earnings

per share (a),(b) $ 20 % 27 % 23 % .25
2002
Net sales $415675 $411,982 $392,433 $415,957
Operating income (c) 32,784 34,839 31,194 26,216
Net earnings (loss) (c) (45,549) 14,553 11,845 8,736
Basic earnings (loss)

per share (a),(c) $ (68) $ 21 9 A7 % 13
Diluted earnings (loss)

per share (a),(c) $ (67) $ 21 9 17 % 12

(a) Earnings per share calculations for each of the quarters are based on the weight-
ed average number of shares outstanding in each period. Therefore, the sum of
the quarters does not necessarily equal the full year earnings per share.

5

As discussed in the Notes to the Company’s consolidated financial statements,
operating income and net earnings for fiscal 2003 include first quarter special
charges of $2.7 million ($1.7 million after-tax) consisting of a restructuring charge
related to the integration of the business acquired from Air Products in the fourth
quarter of fiscal 2002, and costs related to the consolidation of certain of the
Company’s hardgoods procurement functions.

As discussed in the Notes to the Company’s consolidated financial statements, net
earnings (loss) for fiscal 2002 include in the first quarter, a non-cash charge of
$59 million, or $.86 per diluted share, as the cumulative effect of a change in
accounting principle for the write-down of goodwill to its fair value. Operating
income and net earnings (loss) include in the fourth quarter, a litigation charge of
$8.5 million ($5.7 million after-tax), or $.08 per diluted share, related to the
Praxair litigation settlement.

tatements continued
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and Subsidiaries

Note 25
Subsequent Event

On May 13, 2003, the Company announced that its Board of
Directors declared a quarterly cash dividend of $.04 per share to be
paid on June 30, 2003 to stockholders of record as of June 13, 2003.

Note 26
Condensed Consolidating Financial Information of
Subsidiary Guarantors

At March 31, 2003, the Company has $225 million of senior sub-
ordinated notes and $175 million of medium term notes (collec-
tively, the “Notes”). The obligations of the Company under the
Notes are guaranteed by the Company’s domestic subsidiaries
that guarantee the Company’s revolving credit facilities (the
“Guarantors”). The Company’s joint venture operations, foreign
holdings and bankruptcy remote special purpose entity (the
“Non-guarantors”) are not guarantors of the Notes. The guaran-
tees are made on a joint and several basis. The claims of creditors
of Non-guarantor subsidiaries have priority over the rights of the
Company to receive dividends or distributions from such sub-
sidiaries. Presented below is condensed consolidating financial
information for the Company, the Guarantors and the Non-guar-
antors as of March 31, 2003 and March 31, 2002 and for the years
ended March 31, 2003, 2002 and 2001.
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ondensed Consolidating Balance Sheet

Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
March 31, 2003 Parent Guarantors Guarantors Entries Consolidated
Assets
Current Assets:
Trade receivables, net $ — $ 4,543 $ 66,803 $ — $ 71,346
Intercompany

receivable/(payable) — (8,032) 8,032 — —
Inventories, net — 148,088 3,317 — 151,405
Deferred income tax asset, net 7,242 10,446 — — 17,688
Prepaid expenses and other

current assets 12,899 16,240 1,004 — 30,143

Total current assets 20,141 171,285 79,156 — 270,582
Plant and equipment, net 19,302 828,323 21,867 — 869,492
Goodwill — 426,474 11,235 — 437,709
Other intangible assets, net 545 19,070 217 — 19,832
Investments in unconsolidated

affiliates 60,239 5,718 — — 65,957
Investments in subsidiaries 1,347,897 — — (1,347,897) —
Intercompany

receivable/(payable) (186,852) 182,610 4,242 — —
Other non-current assets 30,549 5,099 1,023 — 36,671

Total assets $1,291,821 $1,638,579 $ 117,740 $(1,347,897) $1,700,243

Liabilities and Stockholders’ Equity
Current Liabilities:

Accounts payable, trade $ 2,406 $ 80,487 $ 2,482 $ — $ 85,375
Accrued expenses and other
current liabilities 54,737 64,320 2,235 — 121,292
Current portion of long-term debt — 2,141 88 — 2,229
Total current liabilities 57,143 146,948 4,805 — 208,896

Long-term debt, excluding

current portion 629,934 6,978 21,119 — 658,031
Deferred income tax liability, net 1,385 202,556 5,199 — 209,140
Other non-current liabilities 6,426 20,482 335 — 27,243

Commitments and contingencies — — = — -

Stockholders’ Equity:
Preferred stock, no par value — — — — —
Common stock, par value $.01

per share 764 — — — 764
Capital in excess of par value 216,275 838,340 8,224 (846,564) 216,275
Retained earnings 413,286 423,491 78,280 (501,771) 413,286
Accumulated other

comprehensive loss (3,302) (216) (222) 438 (3,302)
Treasury stock (4,289) — — — (4,289)
Employee benefits trust (25,801) — — — (25,801)

Total stockholders’ equity 596,933 1,261,615 86,282 (1,347,897) 596,933

Total liabilities and stockholders’ equity $1,291,821 $1,638,579 $ 117,740 $(1,347,897) $1,700,243
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Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
March 31, 2002 Parent Guarantors Guarantors Entries Consolidated
Assets
Current Assets:
Trade receivables, net $ — $ 25,088 $ 63,546 $ — $ 88,634
Intercompany

receivable/(payable) — (6,174) 6,174 — —
Inventories, net — 151,334 2,711 — 154,045
Deferred income tax asset, net 7,850 5,360 — — 13,210
Prepaid expenses and other

current assets 31,137 16,321 196 — 47,654

Total current assets 38,987 191,929 72,627 — 303,543
Plant and equipment, net 15,924 856,978 20,113 — 893,015
Goodwill — 396,242 10,306 — 406,548
Other intangible assets, net 997 24,721 — — 25,718
Investments in unconsolidated

affiliates 58,578 6,048 — — 64,626
Investments in subsidiaries 1,314,314 — — (1,314,314) —
Intercompany

receivable/(payable) (141,785) 168,176 (26,391) — —
Other non-current assets 19,765 2,921 921 — 23,607

Total assets $ 1,306,780 $1,647,015 $ 77,576 $(1,314,314) $1,717,057

Liabilities and Stockholders’ Equity
Current Liabilities:

Accounts payable, trade $ 5,047 $ 74,968 $ 2,470 $ — $ 82,485
Accrued expenses and other
current liabilities 60,385 75,582 423 — 136,390
Current portion of long-term debt — 2,375 81 — 2,456
Total current liabilities 65,432 152,925 2,974 — 221,331

Long-term debt, excluding

current portion 732,544 9,828 21,752 — 764,124
Deferred income tax liability, net 951 192,004 5,218 — 198,173
Other non-current liabilities 4,767 25,268 308 — 30,343

Commitments and contingencies — — — — -

Stockholders’ Equity:
Preferred stock, no par value — — — — —
Common stock, par value $.01

per share 752 — — — 752
Capital in excess of par value 198,500 907,765 8,224 (915,989) 198,500
Retained earnings 345,181 359,442 40,037 (399,479) 345,181
Accumulated other

comprehensive loss (4,401) (217) (937) 1,154 (4,401)
Treasury stock (4,289) — — — (4,289)
Employee benefits trust (32,657) — — — (32,657)

Total stockholders’ equity 503,086 1,266,990 47,324 (1,314,314) 503,086

Total liabilities and stockholders’ equity $1,306,780 $1,647,015 $ 77,576 $(1,314,314) $1,717,057
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ondensed Consolidating Statement of Earnings

Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
Year Ended March 31, 2003 Parent Guarantors Guarantors Entries Consolidated
Net sales $ — $ 1,767,274 $ 19,690 $ — $1,786,964

Costs and Expenses
Costs of products sold

(excluding depreciation) — 845,571 4,745 — 850,316
Selling, distribution and

administrative expenses 47,808 631,560 18,860 — 698,228
Depreciation 3,867 67,486 2,129 — 73,482
Amortization 64 6,298 — — 6,362
Special charges 145 2,549 — — 2,694

Operating Income (Loss) (51,884) 213,810 (6,044) — 155,882
Interest (expense) income, net (53,499) 8,211 (1,087) — (46,375)
(Discount) gain on

securitization of trade receivables — (67,446) 64,120 — (3,326)
Other income (expense), net 50,106 (51,834) 1,083 — (645)
Equity in earnings of

unconsolidated affiliates 2,668 1,100 — — 3,768
Earnings (loss) before taxes (52,609) 103,841 58,072 — 109,304
Income tax benefit (expense) 18,413 (39,783) (19,829) — (41,199)
Equity in earnings of

subsidiaries 102,301 — — (102,301) —

Net Earnings $ 68,105 $ 64,058 $ 38,243 $ (102,301) $ 68,105

ondensed Consolidating Statement o arnings

Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
Year Ended March 31, 2002 Parent Guarantors Guarantors Entries Consolidated
Net sales $ — $1,616,178 $ 19,869 $ — $1,636,047

Costs and Expenses
Costs of products sold

(excluding depreciation) — 813,485 5,268 — 818,753
Selling, distribution and

administrative expenses 57,631 541,201 20,484 — 619,316
Depreciation 3,419 59,317 2,049 — 64,785
Amortization 161 7,999 — — 8,160

Operating Income (Loss) (61,211) 194,176 (7,932) — 125,033
Interest (expense) income, net (53,788) 6,656 119 — (47,013)
(Discount) gain on

securitization of trade receivables — (59,840) 54,994 — (4,846)
Other income (expense), net 54,099 (54,621) 1,904 — 1,382
Equity in earnings of

unconsolidated affiliates 2,861 974 — — 3,835

Earnings (loss) before taxes and
a cumulative effect of a change

in accounting principle (58,039) 87,345 49,085 — 78,391
Income tax benefit (expense) 20,313 (32,363) (17,756) — (29,806)
Equity in earnings of

subsidiaries 27,311 — — (27,311) —
Cumulative effect of a change

in accounting principle — (59,000) — — (59,000)

Net Earnings (Loss) $ (10,415) $ (4,018) $ 31,329 $ (27,311) $ (10,415)
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ondensed Consolidating Statement of Earnings

Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
Year Ended March 31, 2001 Parent Guarantors Guarantors Entries Consolidated
Net sales $ — $1,606,965 $ 21,936 $ — $1,628,901

Costs and Expenses
Costs of products sold

(excluding depreciation) — 841,403 5,797 — 847,200
Selling, distribution and

administrative expenses 37,124 535,573 10,658 — 583,355
Depreciation 2,637 58,222 2,079 — 62,938
Amortization 249 23,175 392 — 23,816
Special Charge (Recoveries) — 3,643 — — 3,643

Operating Income (Loss) (40,010) 144,949 3,010 — 107,949
Interest (expense) income, net (63,555) 2,070 1,278 — (60,207)
(Discount) gain on

securitization of trade receivables — (10,143) 8,840 — (1,303)
Other income (expense), net 59,576 (59,366) 32 — 242
Equity in earnings of

unconsolidated affiliates 1,178 2,006 (924) — 2,260
Earnings (loss) before income taxes (42,811) 79,516 12,236 — 48,941
Income tax benefit (expense) 14,983 (30,700) (5,001) — (20,718)
Equity in earnings of subsidiaries 56,051 — — (56,051) —

Net Earnings $ 28,223 $ 48,816 $ 7,235 $ (56,051) $ 28,223

ondensed Consolidating Statement of Cas ows

Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination
Year Ended March 31, 2003 Parent Guarantors Guarantors Entries Consolidated
Net cash provided by (used in)

operating activities $ (21,608) $ 181,070 $ 34,937 $ — $ 194,399
Cash Flows From Investing Activities
Capital expenditures (7,211) (56,415) (4,343) — (67,969)
Proceeds from sale of plant and equipment 69 4,191 — — 4,260
Proceeds from divestiture — 3,167 — — 3,167
Business acquisitions, net of cash acquired — (21,179) — — (21,179)
Business acquisition holdbacks and

other settlements — (6,037) — — (6,037)
Dividends and fees from

unconsolidated affiliates 943 1,564 — — 2,507
Other, net 5,666 (8,051) 666 — (1,719)
Net cash used in investing activities (533) (82,760) (3,677) — (86,970)

Cash Flows From Financing Activities

Proceeds from borrowings 248,123 — 838 — 248,961
Repayment of debt (350,732) (15,160) (1,464) — (367,356)
Exercise of stock options 9,847 — — — 9,847
Cash overdraft 1,119 — — — 1,119
Inter-company 113,784 (83,150) (30,634) — —
Net cash provided by (used in) financing activities 22,141 (98,310) (31,260) — (107,429)
Change In Cash $ — $ — $ — $ = $ =
Cash — Beginning of year — — — — —
Cash — End of year $ — $ — $ — $ = $ =
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ondensed Consolidating Statement o as ows

Airgas, Inc. and Subsidiaries

(In thousands) Non- Elimination

Year Ended March 31, 2002 Parent Guarantors Guarantors Entries Consolidated

Net cash provided by (used in)

operating activities $  (44,830) $ 282,515 $ 11,696 $ — $ 249,381
Cash Flows From Investing Activities
Capital expenditures (9,901) (46,554) (1,842) — (58,297)
Proceeds from sale of plant and equipment — 3,216 — — 3,216
Proceeds from divestiture — 10,200 — — 10,200
Business acquisitions and holdbacks,

net of cash acquired — (257,556) — — (257,556)
Dividends and fees from

unconsolidated affiliates 954 1,629 — — 2,583
Other, net 16,329 (11,098) (78) — 5,153
Net cash provided by (used in)

investing activities 7,382 (300,163) (1,920) — (294,701)
Cash Flows From Financing Activities
Proceeds from borrowings 677,605 — 2,539 — 680,144
Repayment of debt (580,527) (26,619) (5,633) — (612,779)
Financing costs (12,461) — — — (12,461)
Exercise of stock options 7,442 — — — 7,442
Cash overdraft — (17,026) — — (17,026)
Inter-company (54,611) 61,293 (6,682) — —
Net cash provided by (used in)

financing activities 37,448 17,648 (9,776) — 45,320
Change In Cash $ — $ — $ — $ — $ —
Cash — Beginning of year — — — — —
Cash — End of year $ — $ — $ — $ — $ —
(In thousands) Non- Elimination
Year Ended March 31, 2001 Parent Guarantors Guarantors Entries Consolidated
Net cash provided by (used in)

operating activities $  (24,647) $ 255,815 $  (32,163) $ — $ 199,005
Cash Flows From Investing Activities
Capital expenditures (484) (62,221) (3,205) — (65,910)
Proceeds from sale of plant and equipment — 2,854 — — 2,854
Proceeds from divestiture — 42,123 7,506 — 49,629
Business acquisitions and holdbacks,

net of cash acquired — (5,758) — — (5,758)
Dividends and fees from

unconsolidated affiliates 947 2,721 — — 3,668
Other, net 6,333 (4,734) 3,066 — 4,665
Net cash provided by (used in)

investing activities 6,796 (25,015) 7,367 — (10,852)
Cash Flows From Financing Activities
Proceeds from borrowings 157,238 — — — 157,238
Repayment of debt (321,238) (15,044) (4,840) — (341,122)
Purchase of treasury stock (11,214) — — — (11,214)
Exercise of stock options 1,460 — — — 1,460
Cash overdraft — 5,485 — — 5,485
Inter-company 191,605 (221,241) 29,636 — —
Net cash provided by (used in)

financing activities 17,851 (230,800) 24,796 — (188,153)
Change In Cash $ — $ — $ — $ — $ —
Cash — Beginning of year — — — — —
Cash — End of year $ — $ — $ — $ — $ —






