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A i rga s ,  I n c . 2007

Net Sales
(In millions of dollars)

Return on Capital(1)(2)Diluted Earnings Per Share
from Continuing Operations

Free Cash Flow(1)

(In millions of dollars)

(1) Definitions of and reconciliations between these financial metrics and their most comparable measure under Generally Accepted Accounting Principles (“GAAP”) are presented on pages 70 and 71.

(2) Certain gains and charges highlighted in this annual report under “Selected Financial Data” and “Management’s Discussion and Analysis” have been excluded from the computation of Return on
Capital presented above. The excluded items consist of restructuring charges and subsequent recoveries in fiscal years 2004 and 2003.
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Selected financial data for the Company are presented in the table below and

should be read in conjunction with Management’s Discussion and Analysis and the

Company’s Consolidated Financial Statements and notes thereto included herein.

S e l e c t e d  F i n a n c i a l  D a t a

(1) As discussed in Management’s Discussion and Analysis and in the notes to the Company’s
Consolidated Financial Statements, the results for fiscal 2007 include stock-based compensation
expense of $15.4 million ($10.9 million after tax), or $0.13 per diluted share, due to adopting
Financial Accounting Standard No. 123R, Share-Based Payment, utilizing the modified prospective
method. No stock-based compensation expense was reflected in prior periods. Fiscal 2007 results
also include a charge of $12.1 million ($7.9 million after tax), or approximately $0.10 per diluted
share, for the early extinguishment of debt and a one-time tax benefit of $0.02 per diluted share
related to a change in the state income tax law in Texas.

(2) As discussed in Management’s Discussion and Analysis and in the notes to the Company’s
Consolidated Financial Statements, the results for fiscal 2006 include an after-tax charge of $2.5
million as a result of the adoption of Financial Accounting Standards Board Interpretation No. 47,
Accounting for Conditional Asset Retirement Obligations, an interpretation of FASB Statement No.
143, which was recorded as a cumulative effect of a change in accounting principle, an after-tax
loss of $1.9 million on the divestiture of Rutland Tool, which was reported as a discontinued oper-
ation, and an estimated loss of $2.2 million ($1.4 million after tax) related to hurricanes Katrina
and Rita. Working capital decreased in fiscal 2006 compared to 2005 primarily due to an increase
in the current portion of long-term debt.

(3) As discussed in Management’s Discussion and Analysis and in the notes to the Company’s
Consolidated Financial Statements, the results for fiscal 2005 include integration costs related to
the acquisition of the U.S. packaged gas business of The BOC Group, Inc. and employee separation
costs of $6.4 million ($4 million after tax). Fiscal 2005 also reflected a full year of National Welders
as a consolidated affiliate. See Note 15 to the Consolidated Financial Statements for the effect of
the consolidation of National Welders on the Consolidated Financial Statements.

(4) The results for fiscal 2004 include a fourth quarter special charge recovery of $776 thousand ($480
thousand after tax) reflecting lower estimates of the ultimate cost of prior years’ restructuring
activities. Fiscal 2004 results also include the fourth quarter consolidation of the National Welders
joint venture in accordance with Financial Accounting Standards Board Interpretation No. 46R,
Consolidation of Variable Interest Entities, (“FIN 46R”). Prior to the adoption of FIN 46R, the
Company used the Equity Method of Accounting for its investment in National Welders.
Accordingly, the consolidation of National Welders under FIN 46R did not have an impact on the
Company’s net earnings.

(5) The results for fiscal 2003 include special charges of $2.7 million ($2.1 million after tax) consisting
of a restructuring charge related to the integration of the business acquired from Air Products &
Chemicals, Inc.

(6) During fiscal 2007, 2006, 2005 and 2004, the Company paid its stockholders regular quarterly
cash dividends of $0.07, $0.06, $0.045 and $0.04 per share, respectively. In addition, on May 8,
2007, the Company’s Board of Directors declared a regular quarterly cash dividend of $0.09 per
share payable June 29, 2007 to stockholders of record as of June 15, 2007. Future dividend decla-
rations and associated amounts paid will depend upon the Company’s earnings, financial
condition, loan covenants, capital requirements and other factors deemed relevant by management
and the Company’s Board of Directors.

(7) Certain reclassifications have been made to prior period financial statements to conform to the cur-
rent presentation. The reclassifications reflect the presentation of Rutland Tool as discontinued
operations.

(In thousands, except per share amounts):

Years Ended March 31, 2007 (1) 2006 (2)(7) 2005( 3)(7) 2004 (4)(7) 2003 (5)(7)

Operating Results
Net sales $ 3,205,051 $ 2,829,610 $ 2,367,782 $ 1,855,360 $ 1,745,891
Depreciation and amortization 147,343 127,542 111,078 87,447 79,279
Special charges (recoveries), net — — — (776) 2,694
Operating income 341,452 268,758 202,454 168,544 156,336
Interest expense, net 60,180 53,812 51,245 42,357 46,374
Discount on securitization of trade receivables 13,630 9,371 4,711 3,264 3,326
Loss on debt extinguishment 12,099 — — — —
Other income, net 1,601 2,462 1,129 1,472 2,132
Income taxes 99,883 77,866 54,261 47,659 41,571
Minority interest in earnings of 

consolidated affiliate (2,845) (2,656) (1,808) (452) —
Equity in earnings of unconsolidated affiliate — — — 4,365 2,684
Income from continuing operations 154,416 127,515 91,558 80,649 69,881
Income (loss) from discontinued operations, 

net of tax — (1,424) 464 (457) (1,776)
Cumulative effect of a change in accounting

principle, net of tax — (2,540) — — —
Net earnings $ 154,416 $ 123,551 $ 92,022 $ 80,192 $ 68,105

Net Earnings (Loss) per Common Share
Basic

Earnings from continuing operations $ 1.98 $ 1.66 $ 1.22 $ 1.11 $ 0.99
Earnings (loss) from discontinued operations — (0.02) 0.01 (0.01) (0.02)
Cumulative effect of a change in 

accounting principle — (0.03) — — —
Net earnings per share $ 1.98 $ 1.61 $ 1.23 $ 1.10 $ 0.97

Diluted
Earnings from continuing operations $ 1.92 $ 1.62 $ 1.19 $ 1.08 $ 0.96
Earnings (loss) from discontinued operations — (0.02) 0.01 (0.01) (0.02)
Cumulative effect of a change in 

accounting principle — (0.03) — — —
Net earnings per share $ 1.92 $ 1.57 $ 1.20 $ 1.07 $ 0.94

Dividends per common share 
declared and paid (6) $ 0.28 $ 0.24 $ 0.18 $ 0.16 $ —

Balance Sheet Data at March 31:
Working capital $ 121,543 $ (17,138) $ 132,969 $ 88,826 $ 66,027
Total assets 3,333,457 2,474,412 2,291,863 1,960,606 1,726,004
Current portion of long-term debt 40,296 131,901 6,948 6,140 2,229
Long-term debt 1,309,719 635,726 801,635 682,698 658,031
Deferred income tax liability, net 373,246 327,818 282,186 253,529 207,069
Other non-current liabilities 39,963 30,864 24,391 28,756 33,657
Minority interest in affiliate 57,191 57,191 36,191 36,191 —
Stockholders’ equity 1,125,382 947,159 814,172 691,901 596,933
Capital expenditures for years ended March 31, 243,583 214,193 167,977 93,749 67,969
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September 15, 2006 and the remaining $500 million for the Linde

bulk gas acquisition that closed on March 9, 2007. The Credit

Facility matures on July 25, 2011.

On October 27, 2006, the Company redeemed its $225 million

9.125% senior subordinated notes due October 1, 2011 (the

“Notes”) at a premium of 104.563% of the principal amount with

borrowing under the Company’s Credit Facility. In conjunction

with the redemption of the Notes, the Company recognized a

charge on the early extinguishment of debt of $12.1 million ($7.9

million after tax), or approximately $0.10 per diluted share. The

charge related to the redemption premium and the write-off of

unamortized debt issuance costs.

Acquisitions

During fiscal 2007, the Company completed 13 acquisitions with

combined annual sales of approximately $336 million. These

acquisitions include the September 2006 purchase of Houston,

Texas-based Aeriform Corporation, a distributor of industrial

gases and related hardgoods. Aeriform, with 29 locations and 240

employees in Texas, Louisiana, Oklahoma and Kansas, generated

annual revenue of $65 million. In November 2006, the Company

purchased the Union Industrial Gas Group, a distributor of

industrial gases and related hardgoods. The Union Industrial Gas

Group, with 14 locations and 100 employees in New Mexico, Texas

and Louisiana, had annual revenue of $38 million. In January

2007, the Company purchased CFC Refimax, a leading full-service

refrigerant supplier and reclamation company. CFC Refimax,

based in Atlanta, Georgia with 50 employees, generated annual

revenue of $19 million. In March 2007, the Company acquired

Linde’s divested U.S. bulk gas assets. The Linde bulk gas business,

consisting of eight air separation units (ASUs) and 300 employees,

produced annual revenue of $176 million for the year ended

December 31, 2006.

With the acquisition of the Linde bulk gas business, the Company

formed a new business unit, Airgas Merchant Gases, to manage

production, distribution and administrative functions for seven of

the air separation plants. One air separation plant and its aligned

sales was transferred to the Company’s National Welders joint

venture. In connection with the transaction, most of the acquired

bulk gas customers and related service equipment were transferred

to existing Distribution business units. Airgas Merchant Gases

principally operates as an internal supplier of bulk oxygen,

nitrogen and argon to the business units in the Distribution

business segment.

Pending Acquisition

On March 29, 2007, the Company announced a definitive

agreement to acquire, for $310 million in cash, a significant part of

the U.S. packaged gas business of Linde AG. The operations to be

acquired include branches, warehouses, packaged gas fill plants,

and other operations involved in distributing packaged industrial

and specialty gases and related hardgoods. The business includes

130 locations in 18 states, with more than 1,400 employees, which

Results of Operations: 2007 Compared to 2006

Overview

Airgas, Inc. (the “Company”) had net sales for the fiscal year

ended March 31, 2007 (“fiscal 2007” or “current year”) of $3.20

billion compared to $2.83 billion for the fiscal year ended March

31, 2006 (“fiscal 2006” or “prior year”). Net sales increased by 13%

driven by strong same-store sales growth and the impact of

acquisitions. Same-store sales growth contributed 8% to the

increase in total sales. Same-store sales growth was driven equally

by pricing initiatives and higher sales volumes. Price increases

were initiated in response to rising product, operating and

distribution costs. Higher sales volumes resulted from the

continued strength of the industrial economy, the non-residential

construction environment, and the continued success of the

Company’s growth initiatives. Acquisitions continue to be an

important component of the Company’s growth contributing 5%

to the overall increase in net sales. Operating income margin

expanded 120 basis points in the current year to 10.7% compared

to 9.5% in the prior year reflecting continued operating leverage.

Solid sales growth and operating expense discipline resulted in

income from continuing operations of $154.4 million or $1.92 per

diluted share, compared to $127.5 million, or $1.62 per diluted

share in fiscal 2006.

Accounting Change

Effective April 1, 2006, the Company adopted Statement of

Financial Accounting Standards No. 123R, Share-Based Payment,

(“SFAS 123R”) using the modified prospective method. The new

standard requires the Company to estimate the value of stock

options issued to employees, including options to purchase shares

under its Employee Stock Purchase Plan, and recognize stock-

based compensation expense over the period in which the options

vest. Prior to the adoption of SFAS 123R, the Company used the

intrinsic value method outlined in Accounting Principles Board

Opinion No. 25 to account for stock-based compensation. For the

fiscal year ended March 31, 2007, the Company recognized stock-

based compensation expense of $15.4 million ($10.9 million after

tax) or $0.13 per diluted share. Since the Company adopted 

SFAS 123R using the modified prospective method, no stock-

based compensation expense was reflected in earnings prior to

April 1, 2006.

Financing

Effective July 25, 2006, the Company amended and restated its

senior credit facility with a syndicate of lenders. Subject to

compliance with certain covenants, the $1.6 billion senior

unsecured credit facility (the “Credit Facility”) permits the

Company to borrow up to $966 million under a U.S. dollar

revolving credit line, up to C$40 million (U.S. $34 million) under

a Canadian dollar revolving credit line and up to $600 million

under two or more term loans. The Company used borrowings

under the term loan provision of the Credit Facility to finance the

$100 million maturity of its 7.75% medium-term notes on
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generated $346 million in revenues in the year ended December

31, 2006. Approximately 50 percent of the revenue was from gas

sales and cylinder rent, with the remainder from sales of welding

equipment and supplies. The acquisition will be financed under

the Company’s Credit Facility.

Looking Forward

The Company anticipates that fiscal 2008 will be another

productive year. The Company expects further expansion of the

industrial economy during fiscal 2008 and estimates fiscal 2008 net

earnings to be between $2.33 to $2.41 per diluted share. For the

first quarter of fiscal 2008, the Company estimates that it will earn

between $0.52 to $0.54 per diluted share. The estimate of fiscal

2008 net earnings anticipates a supportive sales environment and

continued success of pricing actions designed to offset rising costs.

The annual earnings guidance does not reflect anticipated earnings

from the pending acquisition of Linde’s U.S. packaged gas

business. In accordance with the Company’s standard practice, the

earnings guidance, noted above, does not reflect any impact from

acquisitions that have not closed at the time the guidance is issued.

However, the acquired Linde business, net of integration costs, is

expected to be slightly accretive in the first twelve months of

operation.

Income Statement Commentary

Net Sales

Net sales increased 13% in fiscal 2007 compared to fiscal 2006

driven by strong same-store sales growth of 8% and acquisition

growth of 5%. Same-store sales growth reflected pricing initiatives,

volume growth, and strategic product sales gains, driven by the

continued strength of the industrial production, energy and non-

residential construction markets served by the Company. The

Company estimates same-store sales based on a comparison of

current period sales to prior period sales, adjusted for acquisitions

and divestitures. The pro-forma adjustments consist of adding

acquired sales to, or subtracting sales of divested operations from,

sales reported in the prior period. The table below reflects actual

sales and does not include the pro-forma adjustments used in

calculating the same-store sales metric. The intercompany

eliminations represent sales from All Other Operations to the

Distribution segment.

(In thousands) 2007 2006 Increase

Distribution $ 2,691,814 $ 2,395,938 $ 295,876 12%
All Other Operations 579,671 493,430 86,241 17%
Intercompany 

eliminations (66,434) (59,758) (6,676)
$ 3,205,051 $ 2,829,610 $ 375,441 13%

The Distribution segment’s principal products include industrial,

medical and specialty gases; cylinder and equipment rental; and

hardgoods. Industrial, medical and specialty gases are distributed

in cylinders and bulk containers. Equipment rental fees are

generally charged on cylinders, cryogenic liquid containers, bulk

and micro-bulk tanks, tube trailers and welding equipment.

Hardgoods consist of welding consumables and equipment, safety

products, and maintenance, repair and operating (“MRO”)

supplies.

Distribution segment sales increased 12% compared to the prior

year driven by same-store sales growth of $200 million (8%) and

sales contributed by both current and prior year acquisitions of

$96 million (4%). The increase in Distribution same-store sales

resulted from higher hardgoods sales of $82 million (8%) and gas

and rent sales growth of $105 million (8%). Broad demand from

industrial, energy infrastructure and non-residential construction

sectors helped the Company’s core gas and welding hardgoods

business. Several of the Company’s business units reported

double-digit growth. Sales growth was also driven by double-digit

growth of strategic products sales. Strategic products are identified

by the Company as those expected to grow at a faster rate than the

overall industrial economy and include safety products, medical,

specialty, and bulk gases, as well as carbon dioxide products, such

as dry ice. Accordingly, the Company has initiatives focused on

promoting these products. Approximately 75% of the Distribution

segment’s $96 million sales growth contributed by acquisitions was

the result of current year acquisitions. Current year acquisitions

attributable to the Distribution segment historically generated

annual revenue of approximately $300 million. The largest of the

current year acquisitions closed in the second half of the fiscal

year, with the Linde bulk gas acquisition closing in March 2007.

Fiscal 2007 acquisitions are expected to contribute more than $200

million to the Distribution segment’s sales growth in fiscal 2008.

Additionally as noted in the overview section, the pending

acquisition of a significant part of the U.S. packaged gas business

of Linde, with annual revenues of $346 million, approximately $50

million of which will be acquired by the Company’s joint venture

National Welders (which is accounted for in the All Other

Operations segment), should also be a significant contributor to

fiscal 2008 sales growth.

The Distribution segment’s gas and rent same-store sales of 8%

reflects both price increases and volume growth. The impact of

price increases reflects pricing actions implemented in June 2006

and November 2005. Sales of industrial gases during the current

year remained strong reflecting demand from the Company’s core

industrial markets. Sales of strategic gas products increased 11% in

the current year driven by bulk, medical and specialty gas sales

gains. Bulk gas sales volumes were up related to growth in micro-

bulk and the signing of new bulk customer contracts. Medical gas

sales growth was attributable to higher demand from the hospital

sector as well as success of the Walk-O2-Bout® medical cylinder

program. Rental revenues benefited from the Company’s rental

welder business that generated 33% same-store sales growth in the

current year. The rebuilding effort in the Gulf Coast area, power

plant construction projects and the strong non-residential

construction market contributed to the increase in demand for

welding machines, gases and consumables.
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Hardgoods same-store sales growth reflects continued volume and

pricing gains. The Company’s successful Radnor® private label

brand of products generated sales growth of 11% in the current

year, reaching a total of $128 million. Same-store sales of safety

products increased 10% reflecting the success of the telemarketing

operations (telesales) and effective cross-selling of safety products

to new and existing customers.

The All Other Operations segment consists of the Company’s Gas

Operations Division, Airgas Merchant Gases and the National

Welders joint venture. The Gas Operations Division produces and

distributes certain gas products, principally carbon dioxide, dry

ice, nitrous oxide, specialty gases, anhydrous ammonia and related

supplies, services and equipment. Airgas Merchant Gases was

formed with the acquisition of the Linde bulk gas business to

manage production, distribution and administrative functions for

the acquired air separation plants. National Welders is a producer

and distributor of industrial, medical and specialty gases and

hardgoods based in Charlotte, North Carolina. All Other

Operations’ sales increased $86 million (17%) compared to the

prior year resulting from same-store sales growth and acquisitions.

Same-store sales growth of 8% was driven by continued sales gains

of National Welders and growth in carbon dioxide products. Sales

of dry ice and liquid carbon dioxide were strong contributors to

sales growth in the current year reflecting success in the food pro-

cessing and industrial carbon dioxide markets and the Company’s

nationwide network of Penguin® Brand Dry Ice retail locations.

Sales growth from acquisitions primarily reflects a prior year

acquisition of a packaged gas distributor by National Welders.

Current year acquisitions reflected in the All Other Operations

business segment include CFC Refimax and the Linde bulk gas

business. Current year acquisitions did not significantly impact the

current years’ sales growth as they closed in the fourth quarter.

However, the fiscal 2007 acquisitions are expected to have a signifi-

cant impact on the All Other Operations sales growth in fiscal

2008. The most significant contributor to the All Other Operations

sales growth will be Airgas Merchant Gases. However, Airgas

Merchant Gases will principally be a wholesale supplier to the

business units in the Distribution business segment. Therefore, the

sales of Airgas Merchant Gases to the Distrubution segment will be

eliminated when preparing the consolidated financial statements

of the Company. Third-party sales from the fiscal 2007 acquisi-

tions are expected to contribute approximately $55 million to

fiscal 2008 sales growth. As noted above, upon closing the pending

acquisition of a significant part of the U.S. packaged gas business

of Linde, operations with approximately $50 million in annual

revenue would be acquired by the Company’s National Welders

joint venture, also contributing to the fiscal 2008 sales growth.

Gross Profits

Gross profits do not reflect depreciation expense and distribution

costs. As disclosed in Note 1 to the Consolidated Financial

Statements, the Company reflects distribution costs as elements of

Selling, Distribution and Administrative Expenses and recognizes

depreciation on all its property, plant and equipment on the

income statement line item “Depreciation.” Other companies may

report certain or all of these costs as elements of their Cost of

Products Sold, and as such the Company’s gross profits discussed

below may not be comparable to those of other entities.

Gross profits increased 15% principally from sales growth and

acquisitions. The gross margin in the current period was 51.1%

compared to 50.5% in the prior year period.

(In thousands) 2007 2006 Increase

Distribution $ 1,336,447 $ 1,172,503 $ 163,944 14%
All Other Operations 301,514 255,129 46,385 18%

$ 1,637,961 $ 1,427,632 $ 210,329 15%

The Distribution segment’s gross profits increased $164 million

(14%) compared to the prior year. The Distribution segment’s

gross margin was 49.6% versus 48.9% in the prior year. The

increase in the gross margin of 70 basis points reflected the impact

of price increases as well as a favorable shift in product mix toward

and within gas and rent. Gas and rent as a percentage of the

Distribution segment’s sales was 52.0% in the current year as

compared to 51.7% in the prior year.

The All Other Operations segment’s gross profits increased $46

million (18%) primarily from strong sales growth at National

Welders and sales volume growth of carbon dioxide products. The

segment’s gross margin increased 30 basis points to 52.0% versus

51.7% in the prior year period driven by improvement in pricing

and margin expansion particularly with respect to the anhydrous

ammonia product line acquired in June 2005.

Operating Expenses

Selling, distribution and administrative expenses (“SD&A”) consist

of labor and overhead associated with the purchasing, marketing

and distribution of the Company’s products, as well as costs

associated with a variety of administrative functions such as legal,

treasury, accounting, tax and facility-related expenses.

As a percentage of net sales, SD&A expense decreased 50 basis

points to 35.9% compared to 36.4% in the prior year reflecting

improved cost leverage and effective cost management. The

decrease in SD&A expense as a percentage of sales occurred

despite $15.4 million or approximately 50 basis points of stock-

based compensation expense in the current year (as described in

the Overview section). There was no stock-based compensation

expense in the prior year. SD&A expenses increased $118 million

(11%) primarily from higher variable expenses associated with the

growth in sales volumes and the operating costs of acquired

businesses. Acquisitions contributed estimated incremental SD&A

expenses of approximately $30 million in the current year. The

increase in SD&A expense attributable to factors other than stock-

based compensation and acquisitions was approximately $72

million or an increase of 7% primarily attributable to salaries and
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segment business units. The business units in the Distribution

segment will manage the customer relationships and bill the new

bulk gas customers. Since the end customer is served by the

Distribution segment companies, the improved operating margin

will principally be reflected in the Distribution business segment.

Interest Expense and Discount on Securitization of Trade

Receivables

Interest expense, net, and the discount on securitization of trade

receivables totaled $74 million representing an increase of 17%

compared to the prior year. The increase primarily resulted from

higher average debt levels associated with acquisitions, a larger

securitization program and higher weighted-average interest rates

related to the Company’s variable rate debt instruments, partially

offset by the current year refinancing of higher fixed rate debt.

In July 2006, the Company amended and restated its senior credit

facility with a syndicate of lenders. The Credit Facility expanded

the Company’s borrowing capacity, subject to compliance with

certain covenants, to $1.6 billion principally at an effective interest

rate of LIBOR plus 75 basis points. The Company used the Credit

Facility to refinance the $100 million maturity of its 7.75%

medium-term notes on September 15, 2006. Additionally, on

October 27, 2006, the Company used the Credit Facility to redeem

its $225 million 9.125% senior subordinated notes. Based on

current interest rates under the revolving credit facility, interest

savings from these refinancings are estimated to be $700 thousand

per month.

The Company participates in a securitization agreement with three

commercial banks to sell up to $285 million of qualifying trade

receivables. The amount of outstanding receivables under the

agreement was $264 million at March 31, 2007 versus $244 million

at March 31, 2006. Net proceeds from the sale of trade receivables

were used to reduce borrowings under the Company’s revolving

credit facilities. The discount on the securitization of trade

receivables represents the difference between the carrying value of

the receivables and the proceeds from their sale. The amount of

the discount varies on a monthly basis depending on the amount

of receivables sold and market rates.

As discussed in “Liquidity and Capital Resources,” the Company

manages its exposure to interest rate risk through participation in

interest rate swap agreements. Including the effect of the interest

rate swap agreements and the trade receivables securitization, the

Company’s ratio of fixed to variable rate debt at March 31, 2007

was 21% fixed to 79% variable. A majority of the Company’s

variable rate debt is based on a spread over the London Interbank

Offered Rate (“LIBOR”). Based on the Company’s fixed to variable

interest rate ratio, for every 25 basis point increase in LIBOR, the

Company estimates that its annual interest expense would increase

approximately $3 million.

wages and distribution-related expenses. The increase in salaries

and wages reflected increased operational headcounts and

overtime to fill cylinders, deliver products and operate facilities to

meet increased customer demand. The increase in distribution

expenses was attributable to higher fuel and vehicle repair and

maintenance costs, which were up approximately $12 million

versus the prior year. Higher fuel costs were directly related to the

rise in diesel fuel prices over the past year and the increase in miles

driven to support related sales growth. Operating expenses in the

prior year include $2.2 million associated with hurricanes Katrina

and Rita.

Depreciation expense of $139 million increased $16 million (13%)

compared to the prior year. Acquired businesses contributed

depreciation expense of approximately $3.3 million. The

remainder of the increase primarily reflects the current and prior

year’s capital investments in revenue generating assets to support

customer demand, primarily cylinders, bulk tanks and rental

welders, as well as the addition of new fill plants and branch stores.

Amortization expense of $8.5 million was $3.4 million higher than

the prior year period driven by the amortization of customer lists

and non-compete agreements associated with acquisitions.

Operating Income

Operating income increased 27% in the current year driven by

higher sales levels and margin improvement. Improved cost

leverage on sales growth was the primary contributor to a 120

basis point increase in the operating income margin to 10.7%

compared to 9.5% in the prior year.

(In thousands) 2007 2006 Increase

Distribution $ 266,708 $ 208,466 $ 58,242 28%
All Other Operations 74,744 60,292 14,452 24%

$ 341,452 $ 268,758 $ 72,694 27%

Operating income in the Distribution segment increased 28% in

the current year. The Distribution segment’s operating margin

increased 120 basis points to 9.9% compared to 8.7% in the prior

year. The significant margin improvement was driven by

continued operating profit leverage on sales growth and effective

management of costs and pricing.

Operating income in the All Other Operations segment increased

24% compared to the prior year. The segment’s operating income

margin of 12.9% was 70 basis points higher than 12.2% in the

prior year. The increases in operating income and operating

margin were driven by the strong business momentum of National

Welders and the improved anhydrous ammonia business.

The acquired Linde bulk gas business is expected to improve the

Company’s consolidated fiscal 2008 operating income and

operating margin. The newly formed Airgas Merchant Gases,

accounted for in the All Other Operations segment, will

principally act as an internal wholesale supplier to the Distribution
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Net Earnings

Net earnings were $154.4 million, or $1.92 per diluted share,

compared to $123.6 million, or $1.57 per diluted share, in the

prior year.

Pursuant to a joint venture agreement between the Company and

the holders of the preferred stock of National Welders, until June

30, 2009, the preferred stockholders have the option to exchange

their 3.2 million shares of National Welders voting redeemable

preferred stock either for cash at a price of $17.78 per share or to

tender them to the joint venture in exchange for approximately 2.3

million shares of Airgas common stock. If Airgas common stock

has a market value of $24.45 per share, the stock and cash

redemption options are equivalent. The weighted shares used in

the fiscal 2007 and 2006 diluted earnings per share calculations

include the assumed conversion of National Welders’ preferred

stock to Airgas common stock. Also see Note 4 to the Consolidated

Financial Statements.

Results of Operations: 2006 Compared to 2005

Overview

The Company had net sales for fiscal year ended March 31, 2006

(“fiscal 2006”) of $2.83 billion compared to $2.37 billion for fiscal

year ended March 31, 2005 (“fiscal 2005”). Net sales increased by

20% driven by strong same-store sales growth and the impact of

acquisitions. Same-store sales growth contributed 11% to the

increase in total sales. Acquisitions contributed 9% to the overall

increase in net sales. The operating income margin expanded 90

basis points in fiscal 2006 to 9.5% compared to 8.6% in fiscal 2005

reflecting improving cost leverage. Solid sales growth and operating

expense discipline resulted in income from continuing operations of

$127.5 million, or $1.62 per diluted share, compared to $91.6 mil-

lion, or $1.19 per diluted share, in fiscal 2005, a 36% increase.

Accounting Change

Effective March 31, 2006, the Company adopted Financial

Accounting Standard Board Interpretation No. 47, Accounting for

Conditional Asset Retirement Obligations, an interpretation of FASB

Statement No. 143, (“FIN 47”), and recorded a $2.5 million 

after-tax charge ($0.03 per diluted share) as a cumulative effect of

a change in accounting principle. The ongoing annual expense

resulting from the adoption of FIN 47 is not material.

Discontinued Operations

On December 1, 2005, the Company divested its subsidiary,

Rutland Tool. Rutland Tool distributed metalworking tools,

machine tools and MRO supplies from seven locations and had

approximately 180 employees. Rutland Tool generated annual sales

of approximately $50 million and an insignificant amount of

operating income. As a result of the divestiture, the Company

reflected fiscal 2006 and fiscal 2005 operating results of Rutland

Tool as “discontinued operations.” The fiscal 2006 loss from

Loss on Debt Extinguishment

On October 27, 2006, the Company redeemed its $225 million

9.125% senior subordinated notes at a premium of 104.563% with

borrowings under the Company’s revolving credit facility. In

conjunction with the redemption, the Company recognized a third

quarter charge on the early extinguishment of debt of $12.1

million ($7.9 million after tax) or approximately $0.10 per diluted

share. The charge related to the redemption premium and the

write-off of unamortized debt issuance costs.

Income Tax Expense

The effective income tax rate was 38.8% of pre-tax earnings in the

current year compared to 37.4% in the prior year. The effective

income tax rate in the current year reflects a one-time tax benefit

associated with changes in state income tax law in Texas.

Additionally, the current year’s tax rate reflects the limited

deductibility of stock-based compensation associated with the

Company’s Employee Stock Purchase Plan and the absence of state

tax benefits associated with the loss on the extinguishment of debt.

The lower tax rate in fiscal 2006 reflected favorable changes in

valuation allowances associated with state tax net operating loss

carryforwards and a favorable adjustment to previously recorded

tax liabilities. The Company expects the overall effective tax rate

for fiscal 2008 to range from 39% to 39.5% of pre-tax earnings.

Income from Continuing Operations

Income from continuing operations in the current year was $154

million, or $1.92 per diluted share, which reflects an after-tax loss

of $7.9 million from the early extinguishment of debt, or $0.10 per

diluted share, stock-based compensation expense of $10.9 million

after tax, or $0.13 per diluted share, and $1.8 million, or $0.02 per

diluted share, one-time tax benefit associated with changes in state

income tax law. Income from continuing operations in the prior

period was $128 million, or $1.62 per diluted share. Stock-based

compensation expense was not recognized in the prior year.

Income (loss) from Discontinued Operations

In December 2005, the Company divested its business unit

Rutland Tool & Supply Co., Inc. (“Rutland Tool”). Consequently,

the operating results of Rutland Tool for fiscal 2006 and fiscal 2005

are reflected as discontinued operations. For fiscal 2006, the loss

from discontinued operations, net of tax, was $1.4 million, which

principally represented a loss on the sale of the business.

Cumulative Effect of a Change in Accounting Principle

Effective March 31, 2006, the Company adopted Financial

Accounting Standards Board Interpretation No. 47, Accounting for

Conditional Asset Retirement Obligations, an interpretation of FASB

Statement No. 143, (“FIN 47”), and recorded a $2.5 million after-

tax charge ($0.03 per diluted share) as a cumulative effect of a

change in accounting principle. The ongoing annual expense

resulting from the adoption of FIN 47 is not material.
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growth in the Gulf Coast and southwestern portions of the U.S.

was particularly strong reflecting post-hurricane demand for

equipment, safety products and welding machines. Sales growth

was also driven by sales of strategic products. Strategic products

were identified by the Company as those expected to grow at a

faster rate than the overall industrial economy and include safety

products, medical, specialty, and bulk gases, as well as carbon

dioxide products, such as dry ice.

The Distribution segment’s same-store sales growth for gas and

rent of 10% was driven by price increases and volume growth.

Broad pricing actions were initiated in March 2005 and November

2005 in response to rising product and delivery costs. Sales growth

was achieved across nearly all major product lines, including the

largest product line, industrial gases (e.g., nitrogen, oxygen, argon,

acetylene, etc.). Sales of strategic products, particularly related to

bulk, medical and specialty gases, also helped drive the growth in

gas and rent same-store sales. Sales of bulk, medical, and specialty

gases generated combined same-store sales growth of 12%. Same-

store sales growth was also helped by a 31% increase in welding

equipment rentals.

The increase in Distribution same-store sales from hardgoods of

$131 million (13%) is attributable to strong volume gains in sales

of safety and Radnor private label products. Same-store sales of

safety products grew 17% in fiscal 2006 benefiting from excellent

execution in cross-selling and in our telesales operation, the strong

industrial economy and reconstruction efforts along the Gulf

Coast. Radnor products grew 26% reflecting the rollout of new

products and expansion of the Company’s branch-store core

stocking program to acquired locations. Same-store sales of

hardgoods also benefited from pricing actions taken during fiscal

2006 to offset rising product costs.

In fiscal 2006 and fiscal 2005, the All Other Operations segment

consisted of the Company’s Gas Operations Division and its

National Welders joint venture. The Gas Operations Division

produces and distributes certain gas products, principally carbon

dioxide, dry ice, nitrous oxide and specialty gases. Beginning in

June 2005, the division also began distributing anhydrous

ammonia and related supplies, services and equipment. National

Welders is a producer and distributor of industrial, medical and

specialty gases and hardgoods based in Charlotte, North Carolina.

All Other Operations’ sales, net of intercompany eliminations,

increased $101 million compared to fiscal 2005. The acquisition of

the anhydrous ammonia business from LaRoche and the

subsequent formation of Airgas Specialty Products in June 2005

contributed sales of $67 million in fiscal 2006. Same-store sales

growth was primarily attributable to National Welders and pricing

actions taken by Airgas Specialty Products. Sales of liquid carbon

dioxide and dry ice also increased modestly.

discontinued operations, net of tax, was $1.4 million, or $0.02 per

diluted share, which principally represented a loss on the sale of

the business. Proceeds from the divestiture were approximately $15

million. The operating results of Rutland Tool were previously

reflected in the Distribution business segment.

Acquisitions

During fiscal 2006, the Company completed 13 acquisitions

(including three businesses acquired by the Company’s joint

venture, National Welders) with combined annual sales of

approximately $141 million. The largest of these acquisitions

included the June 2005 purchase of the Industrial Products

Division of LaRoche Industries, Inc. (“LaRoche”). LaRoche was a

leading distributor of anhydrous ammonia in the U.S. with annual

sales of approximately $65 million. The LaRoche operations were

incorporated into a new business unit, “Airgas Specialty Products,”

that was added to the All Other Operations business segment.

Income Statement Commentary

Net Sales

Net sales increased 20% in fiscal 2006 compared to fiscal 2005

driven primarily by strong same-store sales growth of 11% and

acquisitions. The Company estimates same-store sales based on a

comparison of current period sales to prior period sales, adjusted

for acquisitions and divestitures. The pro-forma adjustments

consist of adding acquired sales to, or subtracting sales of divested

operations from, sales reported in the prior period. The table

below reflects actual sales and does not include the pro-forma

adjustments used in calculating the same-store sales metric. The

intercompany eliminations represent sales from All Other

Operations to the Distribution segment.

(In thousands) 2006 2005 Increase

Distribution $ 2,395,938 $ 2,035,112 $ 360,826 18%
All Other Operations 493,430 385,611 107,819 28%
Intercompany

eliminations (59,758) (52,941) (6,817)
$ 2,829,610 $ 2,367,782 $ 461,828 20%

Distribution segment sales increased 18% compared to fiscal 2005

driven by same-store sales growth of $245 million (11%) and sales

contributed by both fiscal 2006 and fiscal 2005 acquisitions of

$116 million. Incremental sales from acquisitions were driven by

nine fiscal 2006 acquisitions and the impact of a full year of

operations of the July 2004 acquisition of the packaged gas

business of The BOC Group, Inc. (“BOC”). Same-store sales

growth was driven approximately equally by pricing initiatives and

higher sales volumes. Price increases were initiated in response to

rising product, operating and distribution costs as well as other

factors. Higher sales volumes resulted from the continued strength

of the industrial economy and the continued success of the

Company’s growth initiatives. Same-store sales growth of

hardgoods was 13%, and gas and rent was 10%, with a majority of

the Company’s business units reporting double-digit growth. Sales
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Higher fuel costs were directly related to the rise in diesel fuel

prices and the increase in miles driven to support the higher sales

volumes. The increase in selling expenses is attributable to higher

sales levels.

Depreciation expense of $122 million increased $17 million (16%)

compared to $105 million in fiscal 2005. Fiscal 2006 and fiscal

2005 acquisitions contributed depreciation expense of

approximately $8 million. The remainder of the increase primarily

reflects fiscal 2006’s and fiscal 2005’s capital expenditures to

support growth, including purchases of cylinders, bulk tanks and

rental welders. Amortization expense of $5 million in fiscal 2006

was consistent with fiscal 2005.

Operating Income

Operating income increased 33% in fiscal 2006 compared to fiscal

2005 driven by higher sales levels. Cost leverage and the improved

operations of the BOC business acquired in fiscal 2005

contributed to a 90 basis point increase in the operating income

margin to 9.5% compared to 8.6% in fiscal 2005.

(In thousands) 2006 2005 Increase

Distribution $ 208,466 $ 157,239 $ 51,227 33%
All Other Operations 60,292 45,215 15,077 33%

$ 268,758 $ 202,454 $ 66,304 33%

Operating income in the Distribution segment increased 33% in

fiscal 2006. The Distribution segment’s operating income margin

increased 100 basis points to 8.7% compared to 7.7% in fiscal

2005. The increase in the operating income margin reflects the

lower operating expenses as a percentage of net sales, described

above. Fiscal 2005 was negatively impacted by integration costs

and initial lower margins of the business acquired from BOC.

Operating income in the All Other Operations segment increased

33% resulting primarily from the strong business momentum of

National Welders as well as the acquisition of the anhydrous

ammonia business from LaRoche. The segment’s operating income

margin increased 50 basis points to 12.2% in fiscal 2006 compared

to 11.7% in fiscal 2005. The higher operating income margin

principally relates to lower operating expenses as a percentage of

net sales, partially offset by the lower operating margin of the

anhydrous ammonia business.

Interest Expense and Discount on Securitization of Trade

Receivables

Interest expense, net, and the discount on securitization of trade

receivables totaled $63 million representing an increase of 13%

compared to fiscal 2005. The increase in interest expense primarily

resulted from higher debt levels associated with acquisitions and

higher weighted-average interest rates.

The Company participates in a securitization agreement with

commercial banks to sell qualifying trade receivables. The amount

of outstanding receivables under the agreement was $244 million

and $190 million at March 31, 2006 and 2005, respectively. Net

Gross Profits

Gross profits increased 17% resulting from higher sales volumes,

acquisitions and price increases. The gross profit margin decreased

90 basis points to 50.5% in fiscal 2006 compared to 51.4% in fiscal

2005. The decrease in the gross profit margin reflects the

acquisition and subsequent growth of the lower margin anhydrous

ammonia product line and a shift in sales mix.

(In thousands) 2006 2005 Increase

Distribution $ 1,172,503 $ 1,004,828 $ 167,675 17%
All Other Operations 255,129 211,172 43,957 21%

$ 1,427,632 $ 1,216,000 $ 211,632 17%

The Distribution segment’s gross profits increased $168 million

(17%) compared to fiscal 2005. Distribution’s gross profit margin

of 48.9% decreased 50 basis points from 49.4% in fiscal 2005. The

lower gross profit margin reflects a shift in gas sales mix, including

the impact of higher sales growth of lower margin bulk gases, as

well as higher same-store sales growth of lower margin hardgoods.

The Distribution segment’s sales consisted of 51.7% gas and rent

compared to 51.9% in fiscal 2005. Pricing actions taken by the

Company in fiscal 2006 helped to mitigate the impact of rising

product costs.

The All Other Operations segment’s gross profits increased $44

million primarily from strong sales at National Welders and the

addition of the anhydrous ammonia business in fiscal 2006.

Although the gross profit dollars for the segment increased, the

gross profit margin declined by 310 basis points to 51.7% from

54.8% in fiscal 2005. The gross profit margin decline reflects the

acquisition of the anhydrous ammonia product line, which carries

a lower margin than other products in this segment, and

competitive pressures in the market for dry ice.

Operating Expenses

As a percentage of net sales, SD&A expenses decreased 170 basis

points to 36.4% compared to 38.1% in fiscal 2005 resulting from

improved cost leverage. SD&A expenses increased $129 million

(14%) primarily from operating costs of acquired businesses and

higher variable expenses associated with the growth in sales

volumes. As compared with fiscal 2005, acquisitions contributed

an estimated additional $62 million to SD&A expenses. The SD&A

expenses contributed by fiscal 2006 acquisitions reflect acquisition

integration costs that were $1.9 million in fiscal 2006. Fiscal 2005

SD&A expenses reflect a total of $6.4 million of costs associated

with integrating the BOC acquisition as well as employee

separation costs. The balance of the increase in SD&A expenses is

primarily attributable to higher labor costs, distribution-related

expenses, selling expenses and approximately $2.2 million of

incremental costs resulting from hurricanes Katrina and Rita. The

increase in labor costs reflected costs to fill cylinders and operate

facilities to meet increased demand for products as well as normal

wage inflation. The increase in distribution expenses is attributable

to higher fuel costs and vehicle repair and maintenance expenses.
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million shares of Airgas common stock. If Airgas common stock

has a market value of $24.45 per share, the stock and cash

redemption options are equivalent. The weighted shares used in

the fiscal 2006 diluted earnings per share calculation include the

assumed conversion of National Welders’ preferred stock to Airgas

common stock. In fiscal 2005, the conversion of National Welders

preferred stock to Airgas common stock was anti-dilutive. Also see

Note 4 to the Consolidated Financial Statements.

Liquidity and Capital Resources

Fiscal 2007 Cash Flows

Net cash provided by operating activities was $318 million in fiscal

2007 compared to $352 million in fiscal 2006. Net earnings

adjusted for non-cash items provided cash of $384 million versus

$304 million in the prior year. Working capital resulted in a use of

cash of $86 million versus a use of $8 million in the prior year. The

use of cash for working capital in fiscal 2007 principally reflects a

higher level of trade receivables associated with sales growth, a

higher level of income tax payments, and the timing of payments

to vendors. The Company also increased the amount of receivables

sold under its trade receivables securitization program providing

cash of $20 million in the current year versus $54 million in the

prior year. Cash flows of National Welders, in excess of a

management fee paid by National Welders to the Company, are not

available to the Company. Cash provided by operating activities in

the current year included $34 million of cash provided by National

Welders versus $23 million in the prior year. Consolidated cash

flows provided by operating activities were used to fund investing

activities, such as capital expenditures and acquisitions.

Net cash used in investing activities in fiscal 2007 totaled $923

million and primarily consisted of cash used for acquisitions and

capital expenditures. Cash of $688 million was paid in the current

year for 13 acquisitions, including the acquisition of Linde’s bulk

gas business, and holdback settlements. Capital expenditures were

$244 million in the current period (including $18 million at

National Welders). Capital expenditures reflect investments to

support the Company’s sales growth initiatives. For example,

investments in rental welders by the Company’s Red-D-Arc

subsidiary supported its fiscal 2007 same-store sales growth of

33%. The Company has also continued to invest in its core

business through purchasing cylinders and bulk tanks. Other

significant investments included a new carbon dioxide plant and

fill plant expansions. The Company expects that fiscal 2008 capital

expenditures will approximate 7% of net sales.

Financing activities provided net cash of $596 million primarily

from net borrowings under the Company’s Credit Facility. The

additional borrowing was principally used to fund acquisitions.

Other sources of cash effectively offset the use of cash within

financing activities.

proceeds from the sale of trade receivables were used to reduce

borrowings under the Company’s revolving credit facilities. The

discount on the securitization of trade receivables represents the

difference between the carrying value of the receivables and the

proceeds from their sale. The amount of the discount varies on a

monthly basis depending on the amount of receivables sold and

market rates.

As discussed in “Liquidity and Capital Resources,” the Company

manages its exposure to interest rate risk through participation in

interest rate swap agreements. Including the effect of the interest

rate swap agreements and the trade receivables securitization, the

Company’s ratio of fixed to variable rate debt at March 31, 2006

was 53% fixed to 47% variable.

Income Tax Expense

The effective income tax rate was 37.4% of pre-tax earnings

compared to 36.8% in fiscal 2005. The lower tax rate in fiscal 2005

resulted from favorable changes in valuation allowances associated

with state tax net operating loss carryforwards and the realization

of federal and state tax credits.

Income from Continuing Operations

Income from continuing operations was $127.5 million, or $1.62

per diluted share, compared to $91.6 million, or $1.19 per diluted

share in fiscal 2005.

Income (loss) from Discontinued Operations

As a result of the divestiture of Rutland Tool in December 2005,

the Company reflected fiscal 2006 and fiscal 2005 operating results

of Rutland Tool as “discontinued operations.” The fiscal 2006 loss

from discontinued operations, net of tax, was $1.4 million, or

$0.02 per diluted share, which principally represented a loss on the

sale of the business. Proceeds from the divestiture were

approximately $15 million. In fiscal 2005, income from

discontinued operations was $464 thousand. The operating results

of Rutland Tool were previously reflected in the Distribution

business segment.

Cumulative Effect of a Change in Accounting Principle

In conjunction with the adoption of FIN 47 on March 31, 2006,

the Company recorded an after-tax charge of $2.5 million as a

cumulative effect of a change in accounting principle. The ongoing

annual expense resulting from the adoption of FIN 47 is not

material.

Net Earnings

Net earnings were $123.6 million, or $1.57 per diluted share,

compared to $92 million, or $1.20 per diluted share, in fiscal 2005.

Pursuant to a joint venture agreement between the Company and

the holders of the preferred stock of National Welders, until June

30, 2009, the preferred stockholders have the option to exchange

their 3.2 million shares of National Welders voting redeemable

preferred stock either for cash at a price of $17.78 per share or to

tender them to the joint venture in exchange for approximately 2.3
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rates on the U.S. dollar borrowings, the term loans and the

Canadian dollar borrowings were 6.09%, 6.10% and 5.20%,

respectively.

The Company’s domestic subsidiaries, exclusive of a bankruptcy

remote special purpose entity (the “domestic subsidiaries”),

guarantee the U.S. and Canadian borrowings. The Canadian

borrowings are also guaranteed by the Company’s foreign

subsidiaries. The guarantees are full and unconditional and are

made on a joint and several basis. The Company has pledged 100%

of the stock of its domestic subsidiaries and 65% of the stock of its

foreign subsidiaries as surety for its obligations under the Credit

Facility. The Credit Facility provides for the release of the

guarantees and collateral if the Company attains an investment

grade credit rating and a similar release on all other debt.

Total Borrowing Capacity and Acquisition Financing

At March 31, 2007, approximately $461 million remained unused

under the U.S. dollar revolving credit line and approximately C$18

million (U.S. $16 million) remained unused under the Canadian

dollar revolving credit line. As of March 31, 2007, the financial

covenants of the Credit Facility permitted the Company increase

its total borrowings under the Credit Facility or through other

debt instruments by approximately $538 million. The Credit

Facility contains customary events of default, including

nonpayment and breach of covenants. In the event of default,

repayment of borrowings under the Credit Facility may be

accelerated.

The Company continues to look for acquisition candidates. The

financial covenant calculations of the Credit Facility include the

pro forma results of acquired businesses. Therefore, total

borrowing capacity is not reduced dollar-for-dollar with

acquisition financing. The Company intends to finance the

pending acquisition (purchase price of $310 million) of the U.S.

packaged gas business of Linde AG with borrowings under the

revolving credit line of the Credit Facility. A portion of the

business to be acquired will be sold by the Company to National

Welders. National Welders will secure financing necessary to

acquire their portion of the business.

The Company believes that it could obtain financing on

reasonable terms if its requirements exceed amounts available

under the Credit Facility. The terms of any future financing

arrangements depend on market conditions and the Company’s

financial position at that time.

Money Market Loan

The Company has an agreement with a financial institution that

provides access to short-term advances not to exceed $30 million

for a maximum term of three months. The agreement expires on

November 30, 2007, but may be extended subject to renewal

provisions contained in the agreement. The amount, term and

interest rate of an advance are established through mutual

Dividends

During fiscal 2007, 2006 and 2005, the Company paid its

stockholders regular quarterly cash dividends of $0.07, $0.06 and

$0.045 per share, respectively. On May 8, 2007, the Company’s

Board of Directors declared a regular quarterly cash dividend of

$0.09 per share, which is payable on June 29, 2007 to stockholders

of record as of June 15, 2007. Future dividend declarations and

associated amounts paid will depend upon the Company’s

earnings, financial condition, loan covenants, capital requirements

and other factors deemed relevant by management and the

Company’s Board of Directors.

Stock Repurchase Plan

Due to certain contemplated acquisitions, in July 2006, the

Company suspended the three-year share repurchase plan that it

initiated in November 2005. No shares of Company common stock

were repurchased during fiscal 2007. Since inception, 195,400

shares have been repurchased under the plan and $137.2 million of

the original $150 million authorization remains available. The

Company continues to focus on using its cash flow for investing in

growth opportunities, including future acquisitions, paying down

debt and growing its dividend.

Financial Instruments

Debt Refinancing

Effective July 25, 2006, the Company amended and restated its

senior credit facility with a syndicate of lenders. Subject to

compliance with certain covenants, the $1.6 billion senior

unsecured credit facility (the “Credit Facility”) permits the

Company to borrow up to $966 million under a U.S. dollar

revolving credit line, up to C$40 million (U.S. $34 million) under

a Canadian dollar revolving credit line and up to $600 million

under two or more term loans. The Company used borrowings

under the term loan provision of the Credit Facility to finance the

$100 million maturity of its 7.75% medium-term notes on

September 15, 2006. The remaining $500 million term loan was

used to finance the previously announced Linde bulk gas

acquisition that closed on March 9, 2007. The Credit Facility will

mature on July 25, 2011.

As of March 31, 2007, the Company had approximately $1,067

million of borrowings under the Credit Facility: $471 million

under the U.S. dollar revolver, C$22 million (U.S. $18 million)

under the Canadian dollar revolver and a $578 million under the

term loan. The term loans are repayable in quarterly installments

of $22.5 million between March 31, 2007 and June 30, 2010. The

quarterly installments then increase to $71.2 million from

September 30, 2010 to June 30, 2011. The Company also had

letters of credit of $34 million outstanding under the Credit

Facility. The U.S. dollar borrowings and the term loans bear

“interest” at LIBOR plus 75 basis points and the Canadian dollar

borrowings bear interest at the Canadian Bankers’ Acceptance Rate

plus 75 basis points. As of March 31, 2007, the effective interest
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agreement with the financial institution when the Company

requests such an advance. At March 31, 2007, the Company had an

outstanding advance under the agreement of $30 million for a

term of 90 days bearing interest at 5.75%.

Senior Subordinated Notes

At March 31, 2007, the Company had $150 million of senior

subordinated notes (the “2004 Notes”) outstanding with a

maturity date of July 15, 2014. The 2004 Notes bear interest at a

fixed annual rate of 6.25%, payable semi-annually on January 15

and July 15 of each year. The 2004 Notes have an optional

redemption provision, which permits the Company, at its option,

to call the 2004 Notes at scheduled dates and prices. The first

scheduled optional redemption date is July 15, 2009 at a price of

103.125% of the principal amount.

The 2004 Notes contain covenants that could restrict the payment

of dividends, the repurchase of common stock, the issuance of

preferred stock, and the incurrence of additional indebtedness and

liens. The 2004 Notes are fully and unconditionally guaranteed

jointly and severally, on a subordinated basis, by each of the wholly

owned domestic guarantors under the Credit Facility. The stock of

the Company’s domestic subsidiaries is also pledged to the note

holders on a subordinated basis.

On October 27, 2006, the Company redeemed its $225 million

9.125% senior subordinated notes in full at a premium of

104.563% of the principal amount with proceeds from the

Company’s revolving credit line. In conjunction with the

redemption of the Notes, the Company recognized a charge on the

early extinguishment of debt of approximately $12.1 million ($7.9

million after tax) in October 2006. The charge related to the

redemption premium and the write-off of unamortized debt

issuance costs.

Acquisition and Other Notes

The Company’s long-term debt also included acquisition and

other notes principally consisting of notes issued to sellers of

businesses acquired and are repayable in periodic installments. At

March 31, 2007, acquisition and other notes totaled approximately

$17 million with interest rates ranging from 4% to 8.5%.

Financial Instruments of the National Welders Joint Venture

Pursuant to the requirements of the FASB’s Financial

Interpretation No. 46 (revised December 2003), Consolidation of

Variable Interest Entities, (“FIN 46R”), the Company’s

Consolidated Balance Sheets at March 31, 2007 and 2006 include

the financial obligations of National Welders. National Welders’

financial obligations are non-recourse to the Company, meaning

that the creditors of National Welders do not have a claim on the

assets of Airgas, Inc.

The National Welders Credit Agreement (the “NWS Credit

Agreement”) provides for a revolving credit line of $100 million, a

Term Loan A of $26 million, a Term Loan B of $21 million, and a

Term Loan C of $9 million. At March 31, 2007, National Welders

had borrowings under its revolving credit line of $73 million and

under Term Loan A of $12 million. There were no amounts

outstanding under Term loans B or C at March 31, 2007. National

Welders also had $681 thousand in acquisition notes and other

debt obligations.

The NWS revolving credit borrowings mature in August 2009.

Term Loan A is repayable in monthly amounts of $254 thousand

plus accrued interest with a lump-sum payment of the outstanding

balance at maturity in March 2011. The variable interest rate on

the revolving credit line and Term Loan A ranges from LIBOR plus

70 to 145 basis points varying with National Welders’ leverage

ratio. At March 31, 2007, the effective interest rate for the revolving

credit line and Term Loan A was 6.02%. The NWS Credit

Agreement also contains certain covenants which, among other

things, subject National Welders to minimum net worth

requirements, limit the ability of National Welders to incur and

guarantee new indebtedness, and limit its capital expenditures,

ownership changes, merger and acquisition activity, and the

payment of dividends. National Welders had additional borrowing

capacity under the NWS Credit Agreement of approximately $27

million at March 31, 2007. Term Loans B and C were previously

repaid and provide no additional borrowing capacity.

As of March 31, 2007, the revolving credit line and Term Loan A

are secured by certain current assets, principally trade receivables

and inventory, totaling $38 million, non-current assets, principally

equipment, totaling $119 million, and Airgas common stock with a

market value of $39 million classified as treasury stock and carried

at cost of $370 thousand.

Trade Receivables Securitization

The Company participates in a securitization agreement with three

commercial banks to sell up to $285 million of qualifying trade

receivables. The agreement expires in March 2010, but may be

renewed subject to provisions contained in the agreement. During

fiscal 2007, the Company sold, net of its retained interest, $2.70

billion of trade receivables and remitted to bank conduits,

pursuant to a servicing agreement, $2.68 billion 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 agreement was $264

million at March 31, 2007 and $244 million at March 31, 2006.

Interest Rate Swap Agreements

The Company manages its exposure to changes in market interest

rates. At March 31, 2007, the Company had six fixed interest rate

swap agreements with an aggregate notional amount of $150

million. These swaps effectively convert $150 million of variable

interest rate debt associated with the Company’s Credit Facility to

fixed rate debt. At March 31, 2007, two swap agreements with a

total notional amount of $50 million required the Company to

make fixed interest payments based on a weighted average effective

rate of 4.15% and receive variable interest payments from its

counterparties based on a weighted average variable rate of 5.32%.
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The four other swap agreements with a total notional amount of

$100 million required the Company to make fixed interest

payments based on a weighted average effective rate of 5.39% and

receive variable interest payments from its counterparties based on

a weighted average variable rate of 5.35%. The remaining terms of

each of these swap agreements are between 15 months to 26

months. The Company monitors its positions and the credit

ratings of its counterparties and does not anticipate non-

performance by the counterparties.

National Welders was a party to one interest rate swap agreement

with a major financial institution with a notional principal

amount of $27 million. National Welders is required to make fixed

interest payments of 5.36% and receive variable interest payments

from its counterparty based on one month LIBOR, which was

5.36% at March 31, 2007. The remaining term of the swap

agreement is 26 months.

Including the effect of the interest rate swap agreements, the debt

of National Welders, and the trade receivables securitization, the

Company’s ratio of fixed to variable rate debt at March 31, 2007

was 21% fixed to 79% variable. A majority of the Company’s

variable rate debt is based on a spread over LIBOR. Based on the

Company’s fixed to variable interest rate ratio, for every 25 basis

point increase in LIBOR, the Company estimates that its annual

interest expense would increase approximately $3 million.

Other

Critical Accounting Estimates

The preparation of financial statements and related disclosures in

conformity with U.S. generally accepted accounting principles

requires management to make judgments, assumptions and

estimates that affect the amounts reported in the Consolidated

Financial Statements and accompanying notes. Note 1 to the

Consolidated Financial Statements describes the significant

accounting policies and methods used in the preparation of the

Consolidated Financial Statements. Estimates are used for, but not

limited to, determining the net carrying value of trade receivables,

inventories, goodwill, other intangible assets and business

insurance reserves. Uncertainties about future events make these

estimates susceptible to change. Management evaluates these

estimates regularly and believes they are the best estimates,

appropriately made, given the known facts and circumstances. For

the three years ended March 31, 2007, there were no material

changes in the valuation methods or assumptions used by

management. However, actual results could differ from these

estimates under different assumptions and circumstances. The

Company believes the following accounting estimates are critical

due to the subjectivity and judgment necessary to account for

these matters, their susceptibility to change and the potential

impact that different assumptions could have on operating

performance.

Trade Receivables

The Company maintains an allowance for doubtful accounts,

which includes sales returns, sales allowances, and bad debts. The

allowance adjusts the carrying value of trade receivables to fair

value based on estimates of accounts that will not ultimately be

collected. An allowance for doubtful accounts is generally

established as trade receivables age beyond their due date. As past

due balances age, higher valuation allowances are established

lowering the net carrying value of receivables. The amount of

valuation allowance established for each past due period reflects

the Company’s historical collections experience and current

economic conditions and trends. The Company also establishes

valuation allowances for specific problem accounts and

bankruptcies. The amounts ultimately collected on past due trade

receivables are subject to numerous factors including general

economic conditions, the condition of the receivable portfolio

assumed in acquisitions, the financial condition of individual

customers, and the terms of reorganization for accounts emerging

from bankruptcy. Changes in these conditions impact the

Company’s collection experience and may result in the recognition

of higher or lower valuation allowances. Management evaluates

the allowance for doubtful accounts monthly. The Company has a

low concentration of credit risk due to its broad and diversified

customer base across multiple industries and geographic locations,

and its relatively low average order size. No individual customer

accounts for more than 0.5% of the Company’s annual sales.

Historically, the Company’s sales returns, sales allowances, and bad

debts have been in the range of 1.4% to 1.7% of sales.

Inventories

The Company’s inventories are stated at the lower of cost or

market. The majority of the products the Company carries in

inventory have long shelf lives and are not subject to technological

obsolescence. The Company writes its inventory down to its

estimated market value when it believes the market value is below

cost. The Company estimates its ability to recover the costs of

items in inventory by product type based on its age, the rate at

which that product line is turning in inventory, its physical

condition as well as assumptions about future demand and market

conditions. The ability of the Company to recover its cost for

products in inventory can be affected by factors such as future

customer demand, general market conditions and the relationship

with significant suppliers. Management evaluates the

recoverability of its inventory at least quarterly. In aggregate,

inventory turns approximately four times per year.

Goodwill and Other Intangible Assets

The Company accounts for goodwill and other intangible assets in

accordance with SFAS 142, Goodwill and Other Intangible Assets.

Under SFAS 142, goodwill and other intangible assets with

indefinite useful lives are not amortized, but are instead tested for

impairment at least annually. The Company has elected to perform

its annual tests for indications of goodwill impairment as of
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October 31 of each year or whenever indicators of impairment

exist. Goodwill impairment is recognized when the carrying value

of a reporting unit exceeds its “implied fair value.” Implied fair

value is estimated based on a discounted cash flow analysis for

each reporting unit. The discounted cash flow analysis requires

estimates, assumptions and judgments about future events. The

Company’s analysis uses internally generated budgets and long-

range forecasts, which are the same budgets and forecasts used for

managing operations, awarding management bonuses and seeking

alternative or additional financing. The Company’s discounted

cash flow analysis uses the assumptions in these budgets and

forecasts about sales trends, inflation, working capital needs, and

forecasted capital expenditures along with an estimate of the

reporting unit’s terminal value (the value of the reporting unit at

the end of the forecast period) to determine the implied fair value

of each reporting unit. The Company’s assumptions about

working capital needs and capital expenditures are based on

historical experience. Terminal values reflect an assumed perpetual

growth rate consistent with long-term expectations for inflation.

The discount rate used to determine the present value of the

estimated future cash flows is a risk adjusted rate consistent with

the weighted average cost of capital of peer group companies for a

term equal to the forecast period.

The Company believes the assumptions used in its discounted cash

flow analysis are appropriate and result in reasonable estimates of

the implied fair value of each reporting unit. However, the

Company may not meet its sales growth and profitability targets,

working capital needs and capital expenditures may be higher than

forecast, changes in credit markets may result in changes to the

Company’s discount rate and general business conditions may

result in changes to the Company’s terminal value assumptions for

its reporting units. Based on the October 31, 2006 assessment, the

Company does not expect that such changes would result in the

recognition of goodwill impairment in the Company’s reporting

units.

Business Insurance Reserves

The Company has established insurance programs to cover

workers’ compensation, business automobile, and general liability

claims. During fiscal 2007, these programs had self-insured

retention of $1 million per occurrence. During fiscal 2006 and

2005, the Company’s self-insured retention was $500 thousand per

occurrence with an additional aggregate retention of $2.2 million

in fiscal 2006 and $1.7 million in fiscal 2005, for claims in excess of

$500 thousand. For fiscal 2008, the self-insured retention will

remain $1 million per occurrence with no additional aggregate

retention. The Company reserves for its self-insured retention

based on individual claim evaluations performed by a qualified

third-party administrator. The third-party administrator

establishes loss estimates for known claims based on the current

facts and circumstances. These known claims are then “developed,”

through actuarial computations, to reflect the expected ultimate

loss for the known claims, as well as incurred but not reported

claims. Actuarial computations use the Company’s specific loss

history, payment patterns, insurance coverage, plus industry trends

and other factors to estimate the required reserve for all open

claims by policy year and loss type. Reserves for the Company’s

self-insurance retention are evaluated monthly. Semi-annually, the

Company obtains a third-party actuarial report to validate that the

computations and assumptions used are consistent with actuarial

standards. Certain assumptions used in the actuarial computations

are susceptible to change. Loss development factors are influenced

by items such as medical inflation, changes in workers’

compensation laws, and changes in the Company’s loss payment

patterns, all of which can have a significant influence on the

estimated ultimate loss related to the Company’s self-insured

retention. Accordingly, the ultimate resolution of open claims may

be for amounts more or less than the reserve balances. The

Company’s operations are spread across a significant number of

locations, which helps to mitigate the potential impact of any

given event that could give rise to an insurance-related loss. Over

the last three years, business insurance expense has generally been

in the range of 0.8% to 0.9% of sales.
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pay supply agreement, in effect through September 1, 2017, under which Air Products and
Chemicals, Inc. (“Air Products”) will supply at least 35% of the Company’s bulk liquid nitrogen,
oxygen and argon requirements, exclusive of the volumes produced by the Company and those
purchased under the Linde supply agreements noted below. Additionally, the Company purchases
helium under the terms of the supply agreement. Based on the volume of fiscal 2007 purchases,
the Air Products supply agreement represents approximately $50 million annually in liquid bulk
gas purchases. The purchase commitments for future periods contained in the table above reflect
estimates based on fiscal 2007 purchases.

The Company and Linde AG as successor to BOC entered into a long-term take-or-pay supply
agreement to purchase oxygen, nitrogen and argon. The agreement will expire in July 2019 and
represents approximately $3 million in annual bulk gas purchases. In September and October
2006, the Company and Linde AG entered into long-term take-or-pay supply agreements to pur-
chase helium. The total annual commitment amount under the Linde agreements is approximately
$28 million.

The Company also participates in a long-term agreement with Praxair to swap production of bulk
nitrogen, oxygen, and argon through 2014. The Praxair agreement represents approximately $7
million annually.

The supply agreements above contain periodic adjustments based on certain economic indices
and market analysis. The Company believes the minimum product purchases under the agree-
ments are within the Company’s normal product purchases. Actual purchases in future periods
under the supply agreements could differ materially from those presented in the table due to fluc-
tuations in demand requirements related to varying sales levels as well as changes in economic
conditions.

(9) The Company is a party to long-term take-or-pay supply agreements for the purchase of liquid
carbon dioxide. The aggregate obligations under the supply agreements represent approximately
20% of the Company’s annual carbon dioxide requirements. The purchase commitments for future
periods contained in the table above reflect estimates based on fiscal 2007 purchases. The
Company believes the minimum product purchases under the agreements are within the
Company’s normal product purchases. Actual purchases in future periods under the carbon diox-
ide supply agreements could differ materially from those presented in the table due to
fluctuations in demand requirements related to varying sales levels as well as changes in eco-
nomic conditions. Certain of the liquid carbon dioxide supply agreements contain market pricing
subject to certain economic indices.

(10) The Company purchases ammonia from a variety of sources. With one of those sources, the
Company has minimum purchase commitments under supply agreements, which is perpetual
pending a 180-day written notification of termination from either party.

(11) Other purchase commitments primarily include property, plant and equipment expenditures.

(12) Construction commitments represent outstanding commitments to customers to build and oper-
ate air separation plants in Carrollton, KY and New Carlisle, IN. The projects are expected to begin
operating in the spring of 2009.

(1) The less than one year relates to obligations due in fiscal 2008. The 1 to 3 years column relates to
obligations due in fiscal years ended March 31, 2009 and 2010. The 3 to 5 years column relates
to obligations due in fiscal years ended March 31, 2011 and 2012. The more than 5 years column
relates to obligations due in fiscal years ended March 31, 2013 and beyond. Aggregate long-term
debt instruments are reflected in the Consolidated Balance Sheet as of March 31, 2007. Long-
term debt includes capital lease obligations, which were not material and, therefore, did not
warrant separate disclosure. See Note 9 to the Consolidated Financial Statements for more infor-
mation regarding long-term debt instruments.

(2) The future interest payments on the Company’s long-term debt obligations were estimated based
on the current outstanding principal reduced by scheduled maturities in each period presented
and interest rates as of March 31, 2007. The estimated interest payments may differ materially
from those presented above based on actual amounts of long-term debt outstanding and actual
interest rates in future periods.

(3) Payments or receipts under interest rate swap agreements result from changes in market interest
rates compared to contractual rates and payments to be exchanged between the parties to the
agreements. The estimated receipts in future periods were determined based on interest rates as
of March 31, 2007. Actual receipts or payments may differ materially from those presented above
based on actual interest rates in future periods.

(4) The Company’s operating leases include approximately $140 million in fleet vehicles under long-
term operating leases. The Company guarantees a residual value of $18 million related to its
leased vehicles.

(5) The Company participates in a securitization agreement with three commercial banks to sell up to
$285 million of qualifying trade receivables. The agreement expires in March 2010, but may be
renewed subject to provisions contained in the agreement. Under the securitization agreement,
on a monthly basis, trade receivables are sold to three commercial banks through a bankruptcy-
remote special purpose entity. Proceeds received from the sale of receivables were used by the
Company to reduce its borrowings under its Credit Facility. The securitization agreement is a form
of off-balance sheet financing. Also see Note 12 to the Consolidated Financial Statements.

(6) The discount on the securitization of trade receivables represents the difference between the car-
rying value of the receivables and the proceeds from their sale. The amount of the discount varies
on a monthly basis depending on the amount of receivables sold and market interest rates. The
estimated discount in future periods is based on receivables sold and interest rates as of March
31, 2007. The actual discount recognized in future periods may differ materially from those pre-
sented above based on actual amounts of receivables sold and market rates.

(7) Letters of credit are guarantees of payment to third parties. The Company’s letters of credit
principally back obligations associated with the Company’s self-insured retention on workers’
compensation, automobile and general liability claims. The letters of credit are supported by the
Company’s Credit Facility.

(8) In addition to the gas volumes supplied by the recently formed Airgas Merchant Gases, the
Company purchases industrial, medical and specialty gases pursuant to requirements contracts
from national and regional producers of industrial gases. The Company has a long-term take-or-

The following table presents the Company’s contractual obligations and off-balance sheet arrangements as of March 31, 2007:

(In thousands) Payments Due by Period

Contractual and Off-Balance Sheet Obligations Total Less than 1 Year 1 to 3 Years 3 to 5 Years More than 5 Years

Obligations reflected on the 

March 31, 2007 Balance Sheet:

Long-term debt (1) $ 1,350,015 $ 40,296 $ 268,753 $ 889,186 $ 151,780

Estimated interest payments on

long-term debt (2) 313,849 80,649 137,900 76,300 19,000

Estimated payments (receipts) on

interest rate swap agreements (3) (1,200) (500) (700) — —

Off-balance sheet obligations 

as of March 31, 2007:

Operating leases (4) 212,889 59,757 90,817 49,546 12,769

Trade receivables securitization (5) 264,400 — 264,400 — —

Estimated discount on securitization (6) 44,814 14,938 29,876 — —

Letters of credit (7) 34,426 34,426 — — —

Purchase obligations:

Liquid bulk gas supply agreements (8) 808,021 89,015 165,716 158,750 394,540

Liquid carbon dioxide supply agreements (9) 180,072 15,981 23,700 17,851 122,540

Ammonia supply agreements (10) 87,557 18,469 34,544 34,544 —

Other purchase commitments (11) 43,996 17,121 11,562 7,983 7,330

Construction commitments (12) 64,974 44,810 20,164 — —

Total $ 3,403,813 $ 414,962 $ 1,046,732 $ 1,234,160 $ 707,959
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New Accounting Pronouncements

In February 2006, the FASB issued SFAS No. 155, Accounting for

Certain Hybrid Financial Instruments – an amendment of FASB

Statements No. 133 and 140 (“SFAS 155"). SFAS 155 addresses the

application of SFAS 133 to beneficial interests in securitized

financial assets. SFAS 155 is effective for fiscal years beginning

after September 15, 2006. The Company is currently evaluating the

requirements of SFAS 155 and has not yet determined the impact

on its consolidated financial statements.

In March 2006, the FASB issued SFAS No. 156, Accounting for

Servicing of Financial Assets – an amendment of FASB Statement

No. 140 (“SFAS 156”). SFAS 156 requires that an entity recognize a

servicing asset or liability each time it undertakes an obligation to

service a financial asset by entering into a service contract under

certain situations. SFAS 156 is effective for fiscal years beginning

after September 15, 2006. The Company is currently evaluating the

requirements of SFAS 156 and has not yet determined the impact

on its consolidated financial statements.

In June 2006, the FASB issued EITF No. 06-3, How Taxes Collected

from Customers and Remitted to Governmental Authorities Should

Be Presented in the Income Statement (“EITF 06-3”). EITF 06-3

requires companies to disclose the presentation of any tax assessed

by a governmental authority that is directly imposed on a revenue-

producing transaction between a seller and a customer (e.g. sales

and use tax) as either gross or net in the accounting principles

included in the notes to the financial statements. EITF 06-3 is

effective for annual reporting periods beginning after December

15, 2006. The Company will disclose its policy when EITF 06-3 

is adopted.

In June 2006, the FASB issued Interpretation No. 48 (“FIN 48”),

Accounting for Uncertainty in Income Taxes. FIN 48 prescribes

detailed guidance for the financial statement recognition,

measurement and disclosure of uncertain tax positions in an

enterprise’s financial statements. FIN 48 prescribes a recognition

threshold and measurement attribute for the financial statement

recognition and measurement of a tax position taken or expected

to be taken in a tax return. Tax positions must meet a more-likely-

than-not recognition threshold at the effective date in order to be

recognized upon the adoption of FIN 48 and in subsequent

periods. FIN 48 also provides guidance on derecognition,

classification, interest and penalties, accounting in interim periods,

disclosure and transition. FIN 48 is effective for fiscal years

beginning after December 15, 2006 and the provisions of FIN 48

will be applied to all tax positions accounted for under FASB

Statement No. 109, Accounting for Income Taxes, upon initial

adoption. The cumulative effect of applying the provisions of FIN

48 will be reported as an adjustment to the opening balance of

retained earnings in the period of adoption. The Company has not

completed its final assessment of the impact of FIN 48, but

adoption is not expected to have a significant impact on the

consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value

Measurements (“SFAS No. 157”). This standard defines fair value,

establishes a framework for measuring fair value in accounting

principles generally accepted in the United States of America, and

expands disclosure about fair value measurements. SFAS 157

applies to the fair value requirements as applicable in other

accounting standards that require or permit fair value

measurements. Accordingly, this statement does not require any

new fair value measurement. SFAS 157 is effective for fiscal years

beginning after November 15, 2007, and interim periods within

those fiscal years. The Company is currently evaluating the

requirements of SFAS 157 and has not yet determined the impact

on the consolidated financial statements.

In February of 2007, the FASB issued SFAS No. 159, The Fair Value

Option for Financial Assets and Financial Liabilities-Including an

amendment of FASB Statement No. 115 (“SFAS 159”). SFAS 159

permits entities to choose to measure many financial instruments

and certain other items at fair value. Unrealized gains and losses

on items for which the fair value option has been elected will be

recognized in earnings at each subsequent reporting date. SFAS

159 is effective as of the beginning of an entity’s first fiscal year

that begins after November 15, 2007. The Company is currently

evaluating the requirements of SFAS 159 and has not yet

determined the impact on its consolidated financial statements.

Forward-looking Statements

This report contains statements that are forward looking within

the meaning of the Private Securities Litigation Reform Act of

1995. These statements include, but are not limited to, statements

regarding: the closing of the pending acquisition of Linde’s U.S.

packaged gas business and the related financing of the acquisition

under the Company’s Credit Facility; the Company’s belief that

fiscal 2008 will be another productive year; the expansion of the

industrial economy in fiscal 2008; the Company’s estimate of net

earnings of $2.33 to $2.41 per diluted share for fiscal 2008 and

$0.52 to $0.54 per diluted share in the first quarter of fiscal 2008;

a supportive sales environment in fiscal 2008 and continued

success of pricing actions designed to offset rising costs; the

Company’s expectation that Linde’s packaged gas business will be

a significant contributor to fiscal 2008 sales growth and will be

slightly accretive to earnings in the first twelve months of

operation; the expectation that fiscal 2007 acquisitions will

contribute more than $200 million to the Distribution segment’s

sales growth in fiscal 2008; the expectation that the Linde bulk gas

business will improve the Company’s consolidated fiscal 2008

operating income and operating margin; the expectation that the

fiscal 2007 acquisitions will contribute approximately $55 million

to fiscal year 2008 sales growth in the All Other Operations

segment; the expectation that the most significant contributor to

the All Other Operations sales growth in fiscal 2008 will be Airgas

Merchant Gases; the expectation that third-party sales from the
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fiscal 2007 acquisitions of CFC Refimax and the Linde U.S.

packaged business to be transferred to National Welders will

contribute to fiscal 2008 sales growth in the All Other Operations

segment; the expectation that fiscal 2008 operating income and the

operating income margin will improve, principally in the

Distribution segment; the expectation that Airgas Merchant Gases

will have a lower operating income margin than the other

businesses in the All Other Operations segment; interest savings

from the fiscal 2007 refinancings; the ability of the Company to

manage its exposure to interest rate risk through participation in

interest rate swap agreements; the Company’s estimate that for

every 25 basis point increase in LIBOR, annual interest expense

will increase approximately $3 million; the expectation that the

overall effective tax rate for fiscal 2008 will range from 39% to

39.5% of pre-tax earnings; the expectation that fiscal 2008 capital

expenditures will be approximately 7% of net sales; the ongoing

annual expense resulting from the adoption of FIN 47 will not be

material; the future payment of dividends; the continued use of

cash flow for investing in growth opportunities, future

acquisitions, paying down debt and growing the dividend; the

Company’s ability to identify acquisition opportunities and

expand its business; the ability of National Welders to secure the

necessary financing to acquire their portion of Linde’s packaged

gas business; the Company’s belief that it could obtain financing at

reasonable terms in excess of amounts available under its Credit

Facility; the performance of counterparties under interest rate

swap agreements; the Company’s low concentration of credit risk

associated with its customers; the reasonableness and accuracy of

estimates of the implied fair value of the Company’s reporting

units; the Company’s belief that future goodwill impairment

would not result from changes in the assumptions utilized in the

annual impairment analysis; the estimated ultimate loss related to

the Company’s self-insured retention; the estimate of future

interest and principal payments for financial instruments

contained in “Contractual Obligations and Off-Balance Sheet

Arrangements”; the Company’s estimates of purchase

commitments associated with product supply agreements and the

belief that the minimum product purchases under the agreements

are within the Company’s normal product purchases; and the

Company’s cost estimates and in-service dates associated with the

construction of certain air separation plants.

These forward-looking statements involve risks and uncertainties.

Factors that could cause actual results to differ materially from

those predicted in any forward-looking statement include, but are

not limited to: the inability to close the acquisition of Linde’s U.S.

packaged gas business; dilution to earnings from Linde’s packaged

gas business or Linde’s bulk gas business; the impact on sales

growth, operating income and operating income margin that

differs from the Company’s estimates resulting from, among other

things, the loss of customers, integration problems and higher

than expected expenses; the inability of National Welders to obtain

additional financing due to debt covenants, credit risk, and other

factors, that prevent it from purchasing its portion of the Linde

packaged gas business; an economic downturn (including adverse

changes in the specific markets for the Company’s products);

higher or lower interest savings from the fiscal 2007 refinancings

versus the Company’s estimates due to higher interest rates and/or

a change in the Company’s credit rating; higher or lower capital

expenditures versus the Company’s estimate resulting from

available cash flow, the completion of capital projects, and other

factors; adverse customer response to the Company’s products

and/or the inability to identify products that will grow at a faster

rate than the overall economy; the identification of new asset

retirement obligations and/or the valuation of asset retirement

obligations in future periods and the effect on the materiality of

FIN 47 to the financial statements; the inability to identify

acquisition candidates and consummate and successfully integrate

acquisitions; rising product costs and the inability to pass those

costs on to customers and the impact on gross profit margin;

customer acceptance of price increases; the inability to obtain

alternate supply sources of hardgoods products; higher than

estimated interest expense resulting from increases in LIBOR

and/or changes in the Company’s credit rating; the inability to

obtain alternative supply sources to adequately meet customer

demand and the effect on customer relationships; the Company’s

inability to control operating expenses and the potential impact of

higher operating expenses in future periods; adverse changes in

customer buying patterns; disruption to the Company’s business

from integration problems associated with acquisitions; a lack of

available cash flow necessary to pay future dividends; changes in

the Company’s debt levels and/or credit rating, which prevent the

Company from arranging additional financing; the inability to

manage interest rate exposure; defaults by counterparties under

interest rate swap agreements; the effects of competition from

independent distributors and vertically integrated gas producers

on products, pricing and sales growth; future goodwill impairment

due to changes in assumptions used in the annual impairment

analysis; changes in actuarial assumptions and their impact on the

ultimate loss related to the Company’s self-insured retention;

changes in customer demand and the impact on the Company’s

ability to meet minimum purchases under take-or-pay supply

agreements; uncertainties regarding accidents or litigation, which

may arise in the ordinary course of business; and the effects of,

and changes in, the economy, monetary and fiscal policies, laws

and regulations, inflation and monetary fluctuations and

fluctuations in interest rates, both on a national and international

basis. The Company does not undertake to update any forward-

looking statement made herein or that may be made from time to

time by or on behalf of the Company.
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Statement of Management’s Financial Responsibility

A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Management of Airgas, Inc. and subsidiaries (the “Company”) 

has prepared and is responsible for the consolidated financial

statements and related financial information in this Annual

Report. The statements are prepared in conformity with U.S.

generally accepted accounting principles. The financial statements

reflect management’s informed judgment and estimation as 

to the effect of events and transactions that are accounted for 

or disclosed.

Management maintains a system of internal control, which

includes internal control over financial reporting, at each business

unit. However, this system of internal control does not extend to

the Company’s consolidated affiliate, National Welders Supply

Company, Inc. (“National Welders”). As disclosed in Note 15 to the

accompanying financial statements, National Welders is a joint

venture formed in 1996 that has been consolidated since the

Company adopted FASB Interpretation No. 46R, Consolidation of

Variable Interest Entities, on December 31, 2003. Although the

Company does receive audited financial statements for National

Welders, the joint venture agreement does not permit the

Company to dictate, modify or assess the effectiveness of the

internal controls of National Welders. The Company acquired the

U.S. bulk gas business of Linde AG (“Linde”) on March 9, 2007,

and management excluded Linde’s internal control over financial

reporting from its assessment of the effectiveness of the

Company’s internal control over financial reporting as of March

31, 2007. The Company’s system of internal control is designed to

provide reasonable assurance that records are maintained in

reasonable detail to properly reflect transactions and permit the

preparation of financial statements in accordance with U.S.

generally accepted accounting principles, that transactions are

executed in accordance with management’s and the Board of

Directors’ authorization, and that unauthorized transactions are

prevented or detected on a timely basis such that they could not

materially affect the financial statements. The Company also

maintains a staff of internal auditors who review and evaluate the

system of internal control on a continual basis. In determining the

extent of the system of internal control, management recognizes

that the cost should not exceed the benefits derived. The

evaluation of these factors requires estimates and judgment by

management.

Management has evaluated the effectiveness of the Company’s

internal control over financial reporting, as of March 31, 2007,

based on criteria established in Internal Control – Integrated

Framework, issued by the Committee of Sponsoring Organizations

of the Treadway Commission. Management’s Report on Internal

Control Over Financial Reporting, which does not extend to the

internal control of National Welders or the acquired U.S. bulk gas

business of Linde, is included herein. KPMG LLP, an Independent

Registered Public Accounting Firm, has also audited management’s

assessment of the effectiveness of the Company’s internal control

over financial reporting, as well as the Company’s financial

statements. The Reports of Independent Registered Public

Accounting Firm, which express opinions on both management’s

assessment of the Company’s internal control over financial

reporting and the fair presentation of the Company’s financial

position at March 31, 2007 and 2006 and the results of operations

and cash flows for the three-year period ended March 31, 2007,

appear herein.

The Audit Committee of the Board of Directors, consisting solely

of independent Directors, meets regularly (jointly and separately)

with the Independent Registered Public Accounting Firm, the

internal auditors and management to satisfy itself that they are

properly discharging their responsibilities. The Independent

Registered Public Accounting Firm has direct access to the Audit

Committee.

Airgas, Inc.

Peter McCausland

Chairman, President and

Chief Executive Officer

Robert M. McLaughlin

Senior Vice President and

Chief Financial Officer

May 29, 2007
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Management’s Report on Internal Control Over
Financial Reporting

A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Management of Airgas, Inc. and subsidiaries (the “Company”) is

responsible for establishing and maintaining an adequate system

of internal control over financial reporting. This responsibility,

however, does not extend to the Company’s consolidated affiliate,

National Welders Supply Company, Inc. (“National Welders”),

which represented approximately 9% of total assets and 7% of net

sales. The system of internal control over financial reporting of

National Welders, which has been consolidated by the Company

since the December 31, 2003 adoption of FASB Interpretation No.

46R, Consolidation of Variable Interest Entities, is the responsibility

of National Welders’ management. Although the Company does

receive audited financial statements for National Welders, the joint

venture agreement does not permit the Company to dictate,

modify or assess the effectiveness of the internal controls of

National Welders and the Company does not, in practice, have the

ability to assess those controls. Accordingly, management’s

assessment of internal control has been limited to the system of

internal control of Airgas, Inc. and its subsidiaries. The Company

acquired the U.S. bulk gas business of Linde AG (“Linde”) on

March 9, 2007, and management excluded Linde’s internal control

over financial reporting from its assessment of the effectiveness of

the Company’s internal control over financial reporting as of

March 31, 2007.

Management, under the supervision and with the participation of

the Company’s Chief Executive Officer and Chief Financial

Officer, conducted an assessment of the Company’s internal

control over financial reporting based on the framework

established by the Committee of Sponsoring Organizations 

of the Treadway Commission in Internal Control – Integrated

Framework. Based on this assessment, management concluded

that, as of March 31, 2007, the Company’s internal control over

financial reporting was effective. KPMG LLP, an Independent

Registered Public Accounting Firm, as stated in their report,

has audited management’s assessment of the effectiveness of the

Company’s internal control over financial reporting as of

March 31, 2007.

Airgas, Inc.

Peter McCausland

Chairman, President and

Chief Executive Officer

Robert M. McLaughlin

Senior Vice President and

Chief Financial Officer

May 29, 2007
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A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders

Airgas, Inc.:

We have audited the accompanying consolidated balance sheet of

Airgas, Inc. and subsidiaries (the Company) as of March 31, 2007

and 2006, and the related consolidated statements of earnings,

cash flows and changes in stockholders’ equity for each of

the years in the three-year period ended March 31, 2007. These

consolidated financial statements are the responsibility of

the Company’s management. Our responsibility is to express 

an opinion on these consolidated financial statements based 

on our audits.

We conducted our audits in accordance with the standards of the

Public Company Accounting Oversight Board (United States).

Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit includes

examining, on a test basis, evidence supporting the amounts and

disclosures in the financial statements. An audit also includes

assessing the accounting principles used and significant estimates

made by management, as well as evaluating the overall financial

statement presentation. We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to

above present fairly, in all material respects, the financial position

of Airgas, Inc. and subsidiaries as of March 31, 2007 and 2006, and

the results of their operations and their cash flows for each of the

years in the three-year period ended March 31, 2007, in

conformity with U.S. generally accepted accounting principles.

As discussed in Note 2 to the consolidated financial statements, the

Company adopted the provisions of Statement of Financial

Accounting Standards (SFAS) No. 123R, Share-Based Payment,

using the modified prospective transition method, effective April

1, 2006 and Securities and Exchange Commission Staff Accounting

Bulletin No. 108, Considering the Effects of Prior Year Misstatements

when Quantifying Misstatements in Current Year Financial

Statements, effective April 1, 2006. Effective March 31, 2006, the

Company adopted FASB Interpretation No. (FIN) 47, Accounting

for Conditional Asset Retirement Obligations an interpretation of

Statement of Financial Accounting Standards (SFAS) No. 143,

Accounting for Asset Retirement Obligations.

We also have audited, in accordance with the standards of

the Public Company Accounting Oversight Board (United States),

the effectiveness of the Company’s internal control over 

financial reporting as of March 31, 2007, based on criteria

established in Internal Control-Integrated Framework issued by 

the Committee of Sponsoring Organizations of the Treadway

Commission (COSO), and our report dated May 29, 2007,

expressed an unqualified opinion on management’s assessment 

of, and the effective operation of, internal control over 

financial reporting.

Philadelphia, Pennsylvania

May 29, 2007
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A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders

Airgas, Inc.:

We have audited management’s assessment, included in the

accompanying Management’s Report on Internal Control Over

Financial Reporting appearing herein, that Airgas, Inc. and

subsidiaries (the Company) maintained effective internal control

over financial reporting as of March 31, 2007, based on criteria

established in Internal Control-Integrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway

Commission (COSO). The Company’s management is responsible

for maintaining effective internal control over financial reporting

and for its assessment of the effectiveness of internal control over

financial reporting. Our responsibility is to express an opinion on

management’s assessment and an opinion on the effectiveness of

the Company’s internal control over financial reporting based on

our audit.

We conducted our audit in accordance with the standards of the

Public Company Accounting Oversight Board (United States).

Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether effective internal

control over financial reporting was maintained in all material

respects. Our audit included obtaining an understanding of

internal control over financial reporting, evaluating management’s

assessment, testing and evaluating the design and operating

effectiveness of internal control, and performing such other

procedures as we considered necessary in the circumstances. We

believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process

designed to provide reasonable assurance regarding the reliability

of financial reporting and the preparation of financial statements

for external purposes in accordance with generally accepted

accounting principles. A company’s internal control over financial

reporting includes those policies and procedures that (1) pertain

to the maintenance of records that, in reasonable detail, accurately

and fairly reflect the transactions and dispositions of the assets of

the company; (2) provide reasonable assurance that transactions

are recorded as necessary to permit preparation of financial

statements in accordance with generally accepted accounting

principles, and that receipts and expenditures of the company are

being made only in accordance with authorizations of

management and directors of the company; and (3) provide

reasonable assurance regarding prevention or timely detection of

unauthorized acquisition, use, or disposition of the company’s

assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial

reporting may not prevent or detect misstatements. Also,

projections of any evaluation of effectiveness to future periods are

subject to the risk that controls may become inadequate because of

changes in conditions, or that the degree of compliance with the

policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company

maintained effective internal control over financial reporting as of

March 31, 2007, is fairly stated, in all material respects, based on

criteria established in Internal Control-Integrated Framework issued

by the Committee of Sponsoring Organizations of the Treadway

Commission (COSO). Also, in our opinion, the Company

maintained, in all material respects, effective internal control over

financial reporting as of March 31, 2007, based on criteria

established in Internal Control-Integrated Framework issued by

Committee of Sponsoring Organizations of the Treadway

Commission (COSO).

Management’s assessment did not extend to the Company’s

consolidated affiliate, National Welders Supply Company, Inc.

(National Welders), which has been consolidated by the Company

in accordance with FIN 46R, Consolidation of Variable Interest

Entities. National Welders’ total assets and net sales represent 9%

and 7%, respectively, of the related consolidated amounts as of and

for the year ended March 31, 2007. Although the Company does

receive audited financial statements for National Welders, the joint

venture agreement does not permit the Company to dictate,

modify or assess the effectiveness of the internal controls of

National Welders and the Company does not have the ability in

practice to assess those controls. Management’s assessment also

did not extend to the U.S. bulk gas business of Linde AG, which

was acquired on March 9, 2007, and whose financial statements

constitute approximately 15% of total assets and less than 1% of

revenues and net income as of and for the year ended March 31,

2007. Our audit of internal control over financial reporting of

Airgas, Inc. and subsidiaries also excluded an evaluation of the

internal control over financial reporting of National Welders and

the U.S. bulk gas business of Linde AG.

We also have audited, in accordance with the standards of the

Public Company Accounting Oversight Board (United States), the

consolidated balance sheets of Airgas, Inc. and subsidiaries as of

March 31, 2007 and 2006, and the related consolidated statements

of earnings, cash flows, and changes in stockholders’ equity for

each of the years in the three-year period ended March 31, 2007

and our report dated May 29, 2007, expressed an unqualified

opinion on those consolidated financial statements.

Philadelphia, Pennsylvania

May 29, 2007
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Consolidated Statements of Earnings

(In thousands, except per share amounts)
Years Ended March 31, 2007 2006 2005

Net Sales $ 3,205,051 $ 2,829,610 $ 2,367,782

Cost and Expenses

Cost of products sold (excluding depreciation expense) 1,567,090 1,401,978 1,151,782

Selling, distribution and administrative expenses 1,149,166 1,031,332 902,468

Depreciation 138,818 122,396 105,614

Amortization (Note 7) 8,525 5,146 5,464

Total costs and expenses 2,863,599 2,560,852 2,165,328

Operating Income 341,452 268,758 202,454

Interest expense, net (Note 16) (60,180) (53,812) (51,245)

Discount on securitization of trade receivables (Note 12) (13,630) (9,371) (4,711)

Loss on the extinguishment of debt (Note 9) (12,099) — —

Other income, net 1,601 2,462 1,129

Earnings from continuing operations before income taxes,

minority interest and change in accounting principle 257,144 208,037 147,627

Income taxes (Note 17) (99,883) (77,866) (54,261)

Minority interest in earnings of consolidated affiliate (Note 15) (2,845) (2,656) (1,808)

Income from continuing operations before the cumulative effect of

a change in accounting principle 154,416 127,515 91,558

Income (loss) from discontinued operations, net of tax (Note 3) — (1,424) 464

Cumulative effect of a change in accounting principle, net of tax (Note 2) — (2,540) —

Net Earnings $ 154,416 $ 123,551 $ 92,022

Net Earnings Per Common Share (Note 4)

Basic

Earnings from continuing operations before the cumulative effect of

a change in accounting principle $ 1.98 $ 1.66 $ 1.22

Earnings (loss) from discontinued operations — (0.02) 0.01

Cumulative effect of a change in accounting principle — (0.03) —

Net earnings per share $ 1.98 $ 1.61 $ 1.23

Diluted

Earnings from continuing operations before the cumulative effect of

a change in accounting principle $ 1.92 $ 1.62 $ 1.19

Earnings (loss) from discontinued operations — (0.02) 0.01

Cumulative effect of a change in accounting principle — (0.03) —

Net earnings per share $ 1.92 $ 1.57 $ 1.20

Weighted average shares outstanding:

Basic 78,025 76,624 74,911

Diluted 82,566 81,152 76,957

Comprehensive income $ 153,848 $ 125,693 $ 97,197

See accompanying notes to consolidated financial statements.
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A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Consolidated Balance Sheets

(In thousands, except per share amounts)
March 31, 2007 2006

Assets

Current Assets

Cash $ 25,931 $ 34,985

Trade receivables, less allowances for doubtful accounts of $15,692 in 2007

and $14,782 in 2006 (Note 12) 193,664 132,245

Inventories, net (Note 5) 250,308 229,523

Deferred income tax asset, net (Note 17) 31,004 30,141

Prepaid expenses and other current assets 48,592 31,622

Total current assets 549,499 458,516

Plant and equipment at cost (Note 6) 2,755,747 2,191,673

Less accumulated depreciation (890,329) (792,916)

Plant and equipment, net 1,865,418 1,398,757

Goodwill (Note 7) 832,162 566,074

Other intangible assets, net (Note 7) 62,935 26,248

Other non-current assets 23,443 24,817

Total assets $ 3,333,457 $ 2,474,412

Liabilities and Stockholders’ Equity

Current Liabilities

Accounts payable, trade $ 146,385 $ 143,752

Accrued expenses and other current liabilities (Note 8) 241,275 200,001

Current portion of long-term debt (Note 9) 40,296 131,901

Total current liabilities 427,956 475,654

Long-term debt, excluding current portion (Note 9) 1,309,719 635,726

Deferred income tax liability, net (Note 17) 373,246 327,818

Other non-current liabilities 39,963 30,864

Minority interest in affiliate (Note 15) 57,191 57,191

Commitments and contingencies (Note 21)

Stockholders’ Equity (Note 13)

Preferred stock, no par value, 20,000 shares authorized, no shares issued or

outstanding in 2007 and 2006 — —

Common stock, par value $0.01 per share, 200,000 shares authorized,

79,960 and 78,569 shares issued in 2007 and 2006, respectively 799 786

Capital in excess of par value 341,101 289,598

Retained earnings 792,433 665,158

Accumulated other comprehensive income 4,183 4,751

Treasury stock 1,292 common shares at cost at March 31, 2007 and 2006 (13,134) (13,134)

Total stockholders’ equity 1,125,382 947,159

Total liabilities and stockholders’ equity $ 3,333,457 $ 2,474,412

See accompanying notes to consolidated financial statements.
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A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Consolidated Statements of Stockholders’ Equity

Years Ended March 31, 2007, 2006, and 2005

Shares of Accumulated
Common Capital in Other Employee

Stock $0.01 Common Excess of Retained Comprehensive Treasury Benefits Comprehensive
(In thousands) Par Value Stock Par Value Earnings Income (Loss) Stock Trust Income

Balance – March 31, 2004 77,159 $ 772 $233,574 $481,677 $ (2,566) $ (4,658) $ (16,898)

Net earnings 92,022 $ 92,022

Foreign currency translation adjustment 2,314 2,314

Shares issued in connection with

stock options exercised (Note 14) 308 3 10,278 10,095

Shares issued from treasury stock associated

with warrants exercised (Note 13) (893) 893

Dividends paid on common stock

($0.18 per share) (Note 13) (13,643)

Tax benefit associated with exercise

of stock options and warrants 8,435

Shares issued from Employee Benefits Trust

for Employee Stock Purchase Plan (Note 14) 5,648 4,258

Net change in fair value of interest rate swap

agreements 2,894 2,894

Net change in fair value of National Welders’

interest rate swap agreement 1,583 1,583

Net tax expense of comprehensive income items (1,616) (1,616)

Balance – March 31, 2005 77,467 $ 775 $257,042 $560,056 $ 2,609 $ (3,765) $ (2,545) $ 97,197

Net earnings 123,551 123,551

Foreign currency translation adjustment 1,012 1,012

Shares issued in connection with

stock options exercised (Note 14) 570 6 14,136 3,402 2,545

Purchase of treasury stock (Note 13) (12,771)

Dividends paid on common stock

($0.24 per share) (Note 13) (18,449)

Tax benefit associated with exercise

of stock options 7,891

Shares issued in connection with the

Employee Stock Purchase Plan (Note 14) 532 5 10,529

Net change in fair value of interest rate swap

agreements (Note 10) 867 867

Net change in fair value of National Welders’

interest rate swap agreement (Note 10) 885 885

Net tax expense of comprehensive income items (622) (622)

Balance – March 31, 2006 78,569 $ 786 $289,598 $665,158 $ 4,751 $ (13,134) $ — $125,693

Cumulative adjustment to retained earnings for

adoption of SAB 108, net of tax (Note 2) (5,161)

Net earnings 154,416 154,416

Foreign currency translation adjustment 2 2

Shares issued in connection with

stock options exercised (Note 14) 960 10 15,097

Dividends paid on common stock

($0.28 per share) (Note 13) (21,980)

Tax benefit associated with exercise

of stock options 9,013

Shares issued in connection with the

Employee Stock Purchase Plan (Note 14) 431 3 11,948

Expense related to stock-based compensation 15,445

Net change in fair value of interest rate swap

agreements (Note 10) (1,222) (1,222)

Net change in fair value of National Welders’

interest rate swap agreement (Note 10) 372 372

Net tax benefit of comprehensive income items 280 280

Balance – March 31, 2007 79,960 $ 799 $341,101 $792,433 $ 4,183 $ (13,134) $ — $153,848

See accompanying notes to consolidated financial statements.
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A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Consolidated Statements of Cash Flows

(In thousands)
Years Ended March 31, 2007 2006 2005

Cash Flows From Operating Activities
Net earnings $ 154,416 $ 123,551 $ 92,022

Adjustments to reconcile net earnings to net cash provided by

operating activities:

Depreciation 138,818 122,396 105,614

Amortization 8,525 5,146 5,464

Deferred income taxes 51,911 47,148 31,639

Loss (gain) on divestiture — 1,900 (360)

Loss (gain) on sales of plant and equipment 39 (1,330) (321)

Minority interest in earnings 2,845 2,656 1,808

Stock-based compensation expense 15,445 — —

Loss on debt extinguishment 12,099 — —

Cumulative effect of a change in accounting principle — 2,540 —

Changes in assets and liabilities, excluding effects of business

acquisitions and divestitures:

Securitization of trade receivables 20,200 54,300 27,300

Trade receivables, net (37,687) (17,021) (39,583)

Inventories, net (1,491) (14,087) (32,356)

Prepaid expenses and other current assets (23,326) 12,603 (8,149)

Accounts payable, trade (23,351) 1,533 27,984

Accrued expenses and other current liabilities 266 9,323 (574)

Other non-current assets 1,809 3,340 4,107

Other non-current liabilities (2,363) (2,363) (2,185)

Net cash provided by operating activities 318,155 351,635 212,410

Cash Flows From Investing Activities
Capital expenditures (243,583) (214,193) (167,977)

Proceeds from sales of plant and equipment 8,685 8,202 5,361

Proceeds from divestitures — 14,562 828

Business acquisitions and holdback settlements (687,892) (153,428) (191,820)

Other, net (474) 170 171

Net cash used in investing activities (923,264) (344,687) (353,437)

Cash Flows From Financing Activities
Proceeds from borrowings 1,591,464 568,379 621,450

Repayment of debt (1,008,186) (606,532) (494,684)

Purchase of treasury stock — (12,771) —

Financing costs (5,103) — (2,531)

Premium paid on call of senior subordinated notes (10,267) — —

Termination of interest rate hedge — — 3,948

Minority interest in earnings (2,845) (2,656) (1,808)

Minority stockholder note prepayment — 21,000 —

Proceeds from the exercise of stock options 15,107 19,707 20,374

Stock issued for employee stock purchase plan 11,951 10,534 9,907

Tax benefit realized from the exercise of stock options 9,013 — —

Dividends paid to stockholders (21,980) (18,449) (13,643)

Cash overdraft 16,901 16,185 5,592

Net cash provided by (used in) financing activities 596,055 (4,603) 148,605

Change in Cash $ (9,054) $ 2,345 $ 7,578

Cash – Beginning of year 34,985 32,640 25,062

Cash – End of year $ 25,931 $ 34,985 $ 32,640

For supplemental cash flow disclosures see Note 22.

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Note 1
Summary of Significant Accounting Policies

(a) Description of the Business

Airgas, Inc. and subsidiaries (“Airgas” or the “Company”) became

a publicly traded company on The New York Stock Exchange in

1986. Since its inception, the Company has made over 350 acquisi-

tions to become the largest U.S. distributor of industrial, medical,

and specialty gases, and hardgoods, such as welding equipment

and supplies. Airgas is also the third-largest U.S. distributor of

safety products, the largest U.S. producer of nitrous oxide and dry

ice, the largest liquid carbon dioxide producer in the Southeast,

and a leading distributor of process chemicals, refrigerants, and

ammonia products. More than 11,500 employees work in over 900

locations including branches, retail stores, gas fill plants, specialty

gas labs, production facilities and distribution centers. Airgas mar-

kets its products and services to its diversified customer base

through multiple sales channels including branch-based sales rep-

resentatives, retail stores, strategic customer account programs,

telesales, catalogs, eBusiness and independent distributors.

(b) Basis of Presentation

The consolidated financial statements include the accounts of

Airgas, Inc. and subsidiaries, as well as the Company’s consolidated

affiliate, National Welders Supply Company, Inc. (“National

Welders”) (see Note 15). Intercompany accounts and transactions,

including those between the Company and National Welders, 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 U.S. generally accepted accounting principles. Estimates are

used for, but not limited to, determining the net carrying value of

trade receivables, vendor rebates, inventories, plant and

equipment, goodwill, other intangible assets, asset retirement

obligations, business and health insurance reserves, loss

contingencies and deferred tax assets. Actual results could differ

from those estimates.

(c) Reclassifications

Certain reclassifications have been made to prior period financial

statements to conform to the current presentation.

(d) Cash and Cash Overdraft

On a daily basis, all available funds are swept from depository

accounts into a concentration account and used to repay debt

under the Company’s revolving credit facilities. Cash principally

represents the balance of customer checks that have not yet cleared

through the banking system and become available to be swept into

the concentration account, and deposits made subsequent to the

daily cash sweep. The Company does not fund its disbursement

accounts for checks it has written until the checks are presented to

the bank for payment. Cash overdrafts represent the balance of

outstanding checks and are classified with other current liabilities.

There are no compensating balance requirements or other

restrictions on the transfer of cash associated with the Company’s

depository accounts.

(e) Allowance for Doubtful Accounts

The Company maintains an allowance for doubtful accounts,

which includes sales returns, sales allowances, and bad debts. The

allowance adjusts the carrying value of trade receivables to fair

value based on estimates of accounts that will not ultimately be

collected. An allowance for doubtful accounts is generally

established as trade receivables age beyond their due date. As past

due balances age, higher valuation allowances are established

lowering the net carrying value of receivables. The amount of

valuation allowance established for each past due period reflects

the Company’s historical collections experience and current

economic conditions and trends. The Company also establishes

valuation allowances for specific problem accounts and

bankruptcies. The amounts ultimately collected on past due trade

receivables are subject to numerous factors including general

economic conditions, the condition of the receivable portfolio

assumed in acquisitions, the financial condition of individual

customers, and the terms of reorganization for accounts exiting

bankruptcy. Changes in these conditions impact the Company’s

collection experience and may result in the recognition of higher

or lower valuation allowances.

(f) Inventories

Inventories are stated at the lower of cost or market. Cost is

determined using the first-in, first-out (FIFO) method for

approximately 85% of the inventories at March 31, 2007 and 2006.

Cost for the remainder of inventories is determined using the last-

in, first-out (LIFO) method.

(g) 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

impairment 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.

(h) Goodwill, Other Intangible Assets and Deferred 

Financing Costs

Goodwill represents the excess of the purchase price of an acquired

entity over the amounts assigned to the assets acquired and

liabilities assumed. Goodwill and intangible assets with indefinite

useful lives are tested for impairment at least annually. 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, 2006 and 2005, the Company’s annual assessment of each of its

reporting units indicated that goodwill was not impaired.
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Other intangible assets primarily include non-competition

agreements and customer lists resulting from business

acquisitions. Both non-competition agreements and customer lists

are valued using third-party appraisals and are amortized using

the straight-line method over their estimated useful lives, which

range from 2 to 11 years. The Company assesses the recoverability

of other intangible assets by determining whether the

amortization of the asset balance can be recovered through

projected undiscounted future cash flows of the related business

over its remaining life.

Financing costs related to the issuance of long-term debt are

deferred and recognized in other long-term assets. Deferred

financing costs are amortized as interest expense over the term of

the related debt instrument.

(i) Asset Retirement Obligations

The fair value of a liability for an asset retirement obligation is

recognized in the period when the asset is placed in service. The

fair value of the liability is estimated using discounted cash flows.

In subsequent periods, the retirement obligation is accreted to its

future value or the estimate of the obligation at the asset

retirement date. When the asset is placed in service a

corresponding retirement asset equal to the fair value of the

retirement obligation is also recorded as part of the carrying

amount of the related long-lived asset and depreciated over the

asset’s useful life. Also see Note 2.

(j) Commitments and Contingencies

Liabilities for loss contingencies 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 self-

insured retention, which covers workers’ compensation, business

automobile and general liability claims. The Company accrues

estimated losses using actuarial models and assumptions based on

historical loss experience. The actuarial calculations 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.

(k) 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 carryforwards.

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.

(l) 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

translations are included in stockholders’ equity as a component of

“Accumulated other comprehensive income (loss).” Gains and

losses arising from foreign currency transactions are reflected in

the consolidated statements of earnings as incurred.

(m) Concentrations of Credit Risk

Financial instruments that potentially subject the Company to

concentrations of credit risk consist principally of trade

receivables. 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.

(n) 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

standard 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 inter-

est rates change, the difference to be paid or received is accrued

and recognized as interest expense or income over the life of the

agreement. These instruments are not entered into for trading

purposes. Counterparties to the Company’s interest rate swap

agreements are major financial institutions. In accordance with

Statement of Financial Accounting Standards (“SFAS”) No. 133,

Accounting for Derivative Instruments and Certain Hedging

Activities, as amended by SFAS No. 137 and 138, the Company rec-

ognizes 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 comprehen-



44

A i rga s ,  I n c . 2007

Management’s Discussion and Analysis continuedNotes to Consolidated Financial Statements continued

A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

the Company’s property, plant and equipment in the Consolidated

Statement of Earnings line item “Depreciation.”

(t) 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 administrative expenses and were $444 million, $395 million

and $338 million for the fiscal years ended March 31, 2007, 2006

and 2005, 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 $11 million, $9.4 million and $6.6 million was

recognized in depreciation for the fiscal years ended March 31,

2007, 2006 and 2005, respectively.

Note 2
Accounting and Disclosure Changes

SFAS 123 (Revised 2004)

Effective April 1, 2006, the Company adopted SFAS No. 123

(revised 2004), Share-Based Payment, (“SFAS 123R”), which super-

seded Accounting Principles Board Opinion No. 25, Accounting for

Stock Issued to Employees, (“APB 25”). SFAS 123R requires that

grants of employee stock options, including options to purchase

shares under employee stock purchase plans, be recognized as

compensation expense based on their fair values. The Company

adopted SFAS 123R using the “modified prospective” method in

which compensation cost is recognized from the date of adoption

forward for both new awards and the portion of any previously

granted awards that vest after the date of adoption.

Prior periods are not restated under the modified prospective

method of adoption. Prior to April 1, 2006, the Company

accounted for its stock-based compensation using the intrinsic

value method outlined in APB 25, which provides that

compensation expense is recorded on the date of grant only if the

current market price of the underlying stock exceeds the exercise

price. See Note 14 for additional disclosures associated with the

adoption of SFAS 123R.

In November 2005, the Financial Accounting Standards Board

(“FASB”) issued FASB Staff Position (“FSP”) No. FAS 123(R)-3,

Transition Election Related to Accounting for the Tax Effects of

Share-Based Payment Awards. This FSP provides an elective alter-

native simplified (“shortcut”) method for calculating the pool of

excess tax benefits (the “APIC pool”) available to absorb tax defi-

ciencies recognized subsequent to the adoption of SFAS 123R and

reported in the Consolidated Statements of Cash Flows. The short-

sive income (loss) or in the carrying value of the hedged portions

of fixed rate debt, as applicable.

The carrying amounts for trade receivables and accounts payable

approximate fair value based on the short-term maturity of these

financial instruments.

(o) Employee Benefits Trust

The Company maintained an Employee Benefits Trust to fund

obligations of the Company’s employee benefit and compensation

plans. Shares were purchased by the Employee Benefits Trust from

the Company at fair market value and were reflected as a reduction

of stockholders’ equity. Shares were transferred from the Employee

Benefits Trust to fund compensation and employee benefit obliga-

tions based on the original cost of the shares to the trust. The

satisfaction of compensation and employee benefit plan obliga-

tions was based on the fair value of shares transferred. Differences

between the original cost of the shares to the Employee Benefits

Trust and the fair market value of shares transferred were charged

or credited to capital in excess of par value. During fiscal 2005, the

remaining shares held in the Employee Benefits Trust were used

for employee stock option exercises and the Trust was terminated.

(p) 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

equipment are recognized when earned. For cylinder lease agree-

ments in which rental fees are collected in advance, revenues are

deferred and recognized over the terms of the lease agreements.

(q) Cost of Products Sold

Cost of products sold for the Distribution segment principally

consists of direct material costs and freight-in for bulk gas

purchases and hardgoods (welding supplies and equipment, safety

products 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 All Other Operations, which produce

much of the gas sold, consists of direct material costs, direct labor,

manufacturing overhead, freight-in and internal transfer costs

associated with the production of gas products.

(r) Selling, Distribution and Administrative Expenses

Selling, distribution and administrative expenses consist of labor

and overhead associated with the purchasing, marketing and

distribution 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.

(s) Depreciation

The Company determines depreciation expense using the straight-

line method based on the estimated useful lives of the assets. The

Company uses accelerated depreciation methods for tax purposes

where appropriate. Depreciation expense is recognized on all of
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The Company adopted SAB 108 as of March 31, 2007, as required.

Prior to adoption, the Company used the income statement

approach in which only the effect of misstatements on the current

year’s consolidated statement of earnings was considered. Thus,

the effect of correcting the balance sheet for misstatements that

originated in prior years was not considered. Upon adoption of

SAB 108, the Company applied both the balance sheet and income

statement approaches to assess the effect of misstatements,

regardless of when they originated. As a result of this dual

approach, the Company corrected two cumulative misstatements,

which included accounting for real estate lease expense and

deferred cylinder rental income associated with cylinder leases

with a term of one year or less.

The adjustment for real estate lease expense was recorded to

change a non-GAAP accounting policy for rent expense that his-

torically was recognized as paid. Under SFAS 13, Accounting for

Leases, when a lease contains fixed rent escalation terms, rent

expense should be recorded using a straight-line method over the

term of the lease. This effectively spreads contractual rental escala-

tions stated in the lease agreements evenly over the lease term.

The adjustment for deferred cylinder rental income was recorded

to change a non-GAAP accounting policy and establish a liability

for deferred cylinder rental revenue associated with rental agree-

ments with customers for periods of one year or less. Historically,

the Company recognized revenue from these agreements when

rent was billed rather than over the term of the agreement.

In accordance with SAB 108, the cumulative effect adjustment of

these accounting changes was recorded to beginning retained

earnings as of April 1, 2006. The accounting changes are not

expected to have a material affect on future earnings. The table

below summarizes the effect on the Company’s April 1, 2006

balance sheet:

Beginning
Straight-Line Retained

Deferred Real Estate Earnings
Cylinder Rent Leases Balance

(In thousands) Dr (Cr) Dr (Cr) Dr (Cr)

Beginning Retained Earnings 
as of April 1, 2006 $ (665,158)

Deferred Tax Asset $ 5,581 $ — (5,581)
Goodwill 5,351 — (5,351)
Accrued Real Estate Leases — (3,269) 3,269
Deferred Cylinder 

Rental Income (14,091) — 14,091
Long-Term Portion Deferred 

Tax Liability — 1,267 (1,267)
Cumulative Adjustment to 

Beginning Retained Earnings 5,161
Adjusted Beginning 

Retained Earnings as of 
April 1, 2006 $ (659,997)

cut method includes simplified procedures to establish the begin-

ning balance of the APIC pool and to determine the subsequent

effect on the APIC pool and the Statement of Cash Flows of the tax

effects of employee stock-based compensation awards that were

outstanding upon adoption of SFAS 123R. The Company has

elected to adopt the shortcut method established by the FSP.

SFAS 151

In November 2004, the FASB issued SFAS No. 151, Inventory Costs,

as an amendment to the guidance provided on Inventory Pricing in

FASB Accounting Research Bulletin 43 (“SFAS 151”). SFAS 151

clarifies the accounting for abnormal amounts of idle facility

expense, freight, handling costs and wasted material. This

statement requires that if the costs associated with the actual level

of spoilage or production defects are greater than the normal

range of spoilage or defects, the excess costs should be charged to

current period expense. The Company adopted SFAS 151 effective

April 1, 2006, as required. Since the Company performs limited

manufacturing, the adoption of SFAS 151 did not have a material

impact on its results of operations, financial position or liquidity.

SFAS 153

In December 2004, the FASB issued SFAS 153, Exchanges of

Nonmonetary Assets, as an amendment to Accounting Principles

Board Opinion No. 29, Accounting for Nonmonetary Transactions

(“SFAS 153”). SFAS 153 requires nonmonetary exchanges to be

accounted for at fair value, recognizing any gains or losses, if the

fair value is determinable within reasonable limits and the

transaction has commercial substance. The Company adopted

SFAS 153 effective April 1, 2006, as required. The adoption of SFAS

153 did not have a material impact on its results of operations,

financial position or liquidity.

SFAS 154

On September 1, 2005, the FASB issued SFAS 154, Accounting

Changes and Error Corrections (“SFAS 154”), which requires 

retrospective application to prior periods’ financial statements of

voluntary changes in accounting principle, unless it is impractical

to do so. The Company adopted SFAS 154 effective April 1, 2006,

as required.

SAB 108

In September 2006, the SEC issued Staff Accounting Bulletin 

No. 108, Considering the Effects of Prior Year Misstatements when

Quantifying Misstatements in Current Year Financial Statements,

(“SAB 108”). SAB 108 provides interpretive guidance on how the

effects of the carryover or reversal of prior year misstatements

should be considered in quantifying a current year misstatement.

Prior to SAB 108, either a balance sheet approach (“iron curtain”)

or an income statement approach (“rollover”) was utilized to

quantify the materiality of misstatements. Although either

approach could result in a different conclusion about materiality,

both approaches were acceptable. Under SAB 108, both the balance

sheet and the income statement approach must be considered

when evaluating the materiality of misstatements.
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operations of Airgas Merchant Gases have been included in the All

Other Operations business segment. Also included in the All Other

Operations business segment are the specialty gas business

acquired from the Union Industrial Gas Group and the refrigerant

products and services business acquired from CFC Refimax, LLC,

with combined annual revenues of approximately $27 million. The

acquisitions were integrated into the operations of Airgas Specialty

Gases and Airgas Specialty Products, respectively. The remaining

current year acquisitions, with annual revenues of approximately

$140 million, were assumed by regional operating companies in

the Distribution business segment. The Company acquired the

businesses to expand its geographic coverage and strengthen its

national network of branch-store locations.

Purchase Price Allocation

The aggregate cash paid for the fiscal 2007 acquisitions and the

settlement of holdback liabilities associated with certain prior year

acquisitions was $688 million. The Company negotiated the

respective purchase prices of the businesses based on the expected

cash flows to be derived from their operations after integration

into the Company. The purchase price of each acquired business

was allocated to the assets acquired and liabilities assumed based

on their estimated fair values as of the dates of each respective

acquisition. The purchase price allocations were based on

preliminary estimates of fair value and are subject to revision as

the Company finalizes appraisals and other analyses. In addition,

the purchase agreement provides that for federal income tax

purposes Linde and the Company agree on the purchase price

allocation within 180 days from the acquisition closing date.

Therefore, the final purchase price allocation may differ from the

amounts included in the accompanying consolidated financial

statements. Goodwill associated with the fiscal 2007 acquisitions is

deductible for income taxes. The table below summarizes the

allocation of purchase price of all fiscal 2007 acquisitions as well as

adjustments related to prior year acquisitions. Transaction costs of

approximately $5 million associated with the Linde bulk gas

acquisition are reflected in current liabilities below.

Linde Bulk Gas Remaining
Acquisition Acquisitions

All Other All Other
Distribution Operations Distribution Operations

(In thousands) Segment Segment Segment Segment Total

Current assets, net $ 18,220 $ 8,704 $ 26,694 $ 9,745 $ 63,363
Property and equipment 79,471 222,917 66,572 1,653 370,613
Goodwill 86,705 80,215 70,194 23,480 260,594
Other intangible assets 12,715 3,985 20,400 7,442 44,542
Current liabilities (70) (16,184) (23,303) 264 (39,293)
Long-term liabilities (1,491) (377) (5,682) (4,377) (11,927)

Total cash
consideration $ 195,550 $ 299,260 $ 154,875 $ 38,207 $ 687,892

FASB Financial Interpretation No. 47

Effective March 31, 2006, the Company adopted FASB

Interpretation No. 47, Accounting for Conditional Asset Retirement

Obligations, an interpretation of FASB Statement No. 143, (“FIN

47”). FIN 47 clarifies that the term conditional asset retirement

obligation refers to a legal obligation to perform an asset retirement

activity in which the timing and/or method of settlement are

conditional on a future event that may or may not be within the

control of the entity. The obligation to perform the asset

retirement activity is unconditional even though uncertainty exists

around the timing or method of settlement. FIN 47 also provides

guidance on estimating an asset retirement obligation’s fair value,

as required under SFAS 143, and clarifies when an entity has

sufficient information to reasonably estimate the fair value of an

asset retirement obligation.

In accordance with the adoption of FIN 47 at March 31, 2006, the

Company recognized a $6 million non-current liability for asset

retirement obligations and $1.9 million in capitalizable costs net of

accumulated depreciation. A charge of $2.5 million, net of a

deferred tax benefit of $1.6 million, was also recorded as the

cumulative effect of a change in accounting principle. The

Company’s asset retirement obligations are primarily associated

with requirements to remove bulk gas storage tanks from customer

locations upon the termination of gas supply contracts and from

leased facilities upon the termination of lease agreements. The

ongoing expense on an annual basis resulting from the adoption of

FIN 47 is not material.

Note 3
Acquisitions and 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 date of each respective acquisition.

Fiscal 2007

During fiscal 2007, the Company purchased 13 businesses. The

largest of the acquisitions was the U.S. bulk gas business of Linde,

purchased March 9, 2007. The acquisition included eight air

separation units and related bulk gas business with about 300

employees and approximate annual revenues of $169 million, net

of sales to the Company. With the acquisition, the Company

formed a new business unit, Airgas Merchant Gases, to manage

production, distribution and administrative functions for the air

separation plants. In connection with the transaction, most of the

acquired bulk gas customers and related service equipment were

transferred to existing Distribution business units. Airgas

Merchant Gases will operate principally as an internal supplier to

the business units in the Distribution business segment. The
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Pro Forma Operating Results

The following presents unaudited pro forma operating results as if

the fiscal 2007 and 2006 acquisitions had occurred on April 1,

2005. The pro forma results were prepared from financial

information obtained during the due diligence process associated

with the acquisitions. 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, 2005 or of

results that may occur in the future.

Unaudited
Years Ended March 31,

(In thousands, except per share amounts) 2007 2006

Net sales $ 3,449,150 $ 3,188,787
Net earnings 162,029 128,302
Diluted earnings per share $ 2.01 $ 1.63

Fiscal 2006

During fiscal 2006, the Company purchased 13 businesses

(including three businesses acquired by National Welders)

associated with the distribution of packaged gases and related

hardgoods products, dry ice, and anhydrous ammonia. The largest

of the acquisitions included that of the Industrial Products

Division of LaRoche Industries (“LaRoche”), a leading distributor

of anhydrous ammonia and related services in the U.S. The

anhydrous ammonia business acquired from LaRoche in June 2005

generated aggregate annual revenues of approximately $65 million.

The LaRoche operations were incorporated into a new business

unit, “Airgas Specialty Products,” that was added to the All Other

Operations business segment. The Company believes the bulk

ammonia customers served by LaRoche represent a cross-selling

opportunity for the Company’s complimentary product lines. In

addition to the LaRoche business, three businesses were acquired

with aggregate annual revenues of approximately $17 million and

were included in the All Other Operations segment. The remaining

nine acquired businesses had aggregate annual revenues of $59

million and were included in the Distribution segment. The

Company acquired the businesses to expand its geographic

coverage and strengthen its national network of branch store

locations.

Purchase Price Allocation

The aggregate cash paid for the fiscal 2006 acquisitions was $128

million. The Company negotiated the respective purchase prices of

the businesses based on the expected cash flows to be derived from

their operations after integration into the Company’s existing

distribution network. The purchase price of each acquired

business was allocated to the assets acquired and liabilities

assumed based on their estimated fair values as of the dates of each

respective acquisition. Approximately $45 million of the purchase

price assigned to goodwill will be deductible for income taxes. The

table below summarizes the allocation of purchase price of all

acquisitions categorized by segment.

All Other
Distribution Operations

(In thousands) Segment Segment Total

Current assets, net $ 13,146 $ 17,045 $ 30,191
Property and equipment 23,668 23,757 47,425
Goodwill 21,409 32,723 54,132
Other intangible assets 7,328 7,519 14,847
Current liabilities (4,817) (6,926) (11,743)
Long-term liabilities (6,286) (266) (6,552)
Total cash consideration $ 54,448 $ 73,852 $ 128,300

In addition, during fiscal 2006, the Company paid approximately

$25 million in acquisition-related holdback contingent payments.

The contingent payments included $20 million paid to The BOC

Group, Inc. (“BOC”) associated with the July 2004 purchase of

BOC’s U.S. packaged gas business. The contingent consideration

paid to BOC was determined based on the Company achieving

certain financial targets that were set forth in the asset purchase

agreement as well as other factors associated with the transaction.

Pro Forma Operating Results

The following presents unaudited pro forma operating results as if

the fiscal 2006 and 2005 acquisitions had occurred on April 1,

2004. The pro forma results were prepared from financial

information obtained during the due diligence process associated

with the acquisitions. 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, 2004 or of

results that may occur in the future.

Unaudited
Years Ended March 31,

(In thousands, except per share amounts) 2006 2005

Net sales $ 2,884,110 $ 2,645,122
Net earnings 123,444 94,440
Diluted earnings per share $ 1.57 $ 1.23

Fiscal 2005

During fiscal 2005, the Company purchased sixteen businesses

(including two businesses acquired by National Welders)

associated with the distribution of packaged gases and related

hardgoods products and dry ice. The largest of the acquisitions

was that of BOC’s U.S. packaged gas business in July 2004. The



48

A i rga s ,  I n c . 2007

Management’s Discussion and Analysis continuedNotes to Consolidated Financial Statements continued

A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

The net sales and earnings (loss) before income taxes of Rutland

Tool (including the loss on sale) for the years ended March 31,

2006 and 2005, which were segregated and reported as discontin-

ued operations, are outlined below:

Years Ended March 31,

(In thousands) 2006 2005

Net sales $ 32,738 $ 43,627
Earnings (loss) before income taxes (2,391) 786

Fiscal 2005

In May 2004, the Company divested a janitorial products

distribution business for cash proceeds of $828 thousand and

recognized a gain of $360 thousand. Proceeds from the divestiture

were used to reduce borrowings under the Company’s revolving

credit facilities. The business was included in the Distribution

segment and generated annual sales of approximately $5 million.

(c) Pending Acquisition

On March 29, 2007, the Company announced a definitive

agreement to acquire, for $310 million in cash, a significant part of

the U.S. packaged gas business of Linde AG. The operations to be

acquired include branches, warehouses, packaged gas fill plants,

and other operations involved in distributing packaged industrial

and specialty gases and related equipment. The business includes

130 locations in 18 states, with more than 1,400 employees, which

generated $346 million in revenues in the year ended December

31, 2006. This acquisition will be financed under the Company’s

Credit Facility and is expected to close, subject to regulatory

review and customary closing conditions, before the end of the

fiscal year end.

Note 4
Earnings Per Share

Basic earnings per share is calculated by dividing net earnings by

the weighted average number of shares of the Company’s common

stock outstanding during the period. Outstanding shares consist of

issued shares less treasury stock. Diluted earnings per share is

calculated by dividing net earnings by the weighted average

common shares outstanding adjusted for the dilutive effect of

common stock equivalents related to stock options and warrants.

The calculation of diluted earnings per share in fiscal 2007 and

2006 also assumes the conversion of National Welders’ preferred

stock to Airgas common stock.

aggregate purchase price of the fiscal 2005 acquisitions was $227

million, including assumed liabilities. Thirteen of the businesses

had aggregate annual revenues of approximately $257 million and

were included in the Distribution segment. Three acquired

businesses generated aggregate annual revenues of approximately

$3 million and were included in the All Other Operations segment.

The Company acquired the businesses to expand its geographic

coverage and strengthen its national network of branch store

locations. Goodwill associated with the fiscal 2005 acquisitions was

deductible for income taxes. The table below summarizes the

allocation of the BOC purchase price as well as the combined

consideration of the fifteen other acquisitions, settlements and

adjustments related to prior year acquisitions.

Other
Acquisitions

and Holdback
(In thousands) BOC Settlements Total

Current assets, net $ 47,394 $ 1,437 $ 48,831
Property and equipment 159,080 12,627 171,707
Goodwill — 6,494 6,494
Other intangible assets 1,105 1,119 2,224
Current liabilities (7,154) (616) (7,770)
Contingent consideration (25,000) — (25,000)
Long-term liabilities (1,225) (3,441) (4,666)

Total cash consideration $ 174,200 $ 17,620 $ 191,820

(b) Divestitures

Fiscal 2006

On December 1, 2005, the Company sold its Rutland Tool &

Supply Co. (“Rutland Tool”) subsidiary. Rutland Tool distributed

metalworking tools, machine tools and MRO supplies from seven

locations and had approximately 180 employees. Proceeds of the

sale were approximately $15 million. As a result of the divestiture,

the Company reflected the operating results of Rutland Tool as

“discontinued operations” and recognized a loss of approximately

$3.1 million, $1.9 million after-tax, or $0.02 per diluted share, on

the sale. The loss principally relates to the write-off of leasehold

improvements and lease termination costs for long-term lease

commitments that are not being assumed by the purchaser. No

portion of consolidated interest expense was allocated to the

discontinued operations. The operating results of Rutland Tool

were previously reflected in the Distribution business segment.
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The table below presents the computation of basic and diluted earnings per share for the years ended March 31, 2007, 2006 and 2005:

(In thousands, except per share amounts)
Years Ended March 31, 2007 2006 2005

Basic Earnings per Share Computation

Numerator:

Income from continuing operations $ 154,416 $ 127,515 $ 91,558

Income (loss) from discontinued operations — (1,424) 464

Cumulative effect of a change in accounting principle — (2,540) —

Net earnings $ 154,416 $ 123,551 $ 92,022

Denominator:

Basic shares outstanding 78,025 76,624 74,911

Basic earnings per share from continuing operations $ 1.98 $ 1.66 $ 1.22

Basic earnings (loss) per share from discontinued operations — (0.02) 0.01

Cumulative effect of a change in accounting principle — (0.03) —

Basic net earnings per share $ 1.98 $ 1.61 $ 1.23

Years Ended March 31, 2007 2006 2005 (4)

Diluted Earnings per Share Computation

Numerator:

Income from continuing operations $ 154,416 $ 127,515 $ 91,558

Plus: Preferred stock dividends (1)(2) 2,845 2,845 —

Plus: Income taxes on earnings of National Welders (3) 1,166 730 —

Income from continuing operations assuming preferred

stock conversion 158,427 131,090 91,558

Income (loss) from discontinued operations — (1,424) 464

Cumulative effect of a change in accounting principle — (2,540) —

Net earnings assuming preferred stock conversion $ 158,427 $ 127,126 $ 92,022

Denominator:

Basic shares outstanding 78,025 76,624 74,911

Incremental shares from assumed conversions:

Stock options and warrants 2,214 2,201 2,046

Preferred stock of National Welders (1) 2,327 2,327 —

Diluted shares outstanding 82,566 81,152 76,957

Diluted earnings per share from continuing operations $ 1.92 $ 1.62 $ 1.19

Diluted earnings (loss) per share from discontinued operations — (0.02) 0.01

Diluted loss from the cumulative effect of a change 

in accounting principle — (0.03) —

Diluted net earnings per share $ 1.92 $ 1.57 $ 1.20

(1) Pursuant to a joint venture agreement between the Company and the holders of the preferred stock of National Welders, until June 30, 2009, the preferred stockholders have the option to exchange their
3.2 million shares of National Welders voting redeemable preferred stock with a 5% annual dividend either for cash at a price of $17.78 per share or to tender them to the joint venture in exchange for
approximately 2.3 million shares of Airgas common stock (see Note 15). If Airgas common stock has a market value of $24.45 per share, the stock and cash redemption options are equivalent.

(2) If the preferred stockholders of National Welders convert their preferred stock to Airgas common stock, the 5% preferred stock dividend, recognized as “Minority interest in earnings of consolidated affil-
iate,” would no longer be paid to the preferred stockholders, resulting in additional net earnings for Airgas.

(3) The earnings of National Welders for tax purposes are treated as a deemed dividend to Airgas, net of an 80% dividend exclusion. Upon the assumed conversion of National Welders preferred stock to
Airgas common stock, National Welders would become a wholly owned subsidiary of Airgas. As a wholly owned subsidiary, the net earnings of National Welders would not be subject to additional tax at
the Airgas level.

(4) In Fiscal 2005, the assumed conversion of National Welders preferred stock to Airgas common stock is not presented because it was anti-dilutive.
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Note 7
Goodwill and Other Intangible Assets

Changes in the carrying amount of goodwill for fiscal 2007 and

2006 were as follows:

All Other
Distribution Operations

(In thousands) Segment Segment Total

Balance at March 31, 2005 $ 380,468 $ 130,728 $ 511,196
Acquisitions 21,409 32,723 54,132
Other adjustments 705 41 746

Balance at March 31, 2006 $ 402,582 $ 163,492 $ 566,074
Acquisitions 156,899 103,695 260,594
Other adjustments (157) 300 143
SAB 108 adjustments 5,351 — 5,351

Balance at March 31, 2007 $ 564,675 $ 267,487 $ 832,162

Other intangible assets amounted to $62.9 million (net of

accumulated amortization of $51.9 million) and $26.2 million (net

of accumulated amortization of $43.8 million) at March 31, 2007

and 2006, respectively. These intangible assets primarily consist of

acquired customer lists amortized over 7 to 11 years and non-

compete agreements entered into in connection with business

combinations amortized over the term of the agreements. There

are no expected residual values related to these intangible assets.

Intangible assets also include a trade name with an indefinite

useful life valued at $1 million acquired in the BOC acquisition.

Estimated future amortization expense by fiscal year is as follows:

2008 – $10.1 million; 2009 – $8.9 million; 2010 – $8.3 million;

2011 – $8 million; 2012 – $7 million and $19.6 million thereafter.

Note 8
Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities include:

(In thousands)
March 31, 2007 2006

Accrued payroll and employee benefits $ 71,685 $ 57,555
Business insurance reserves 26,390 20,930
Health insurance reserves 8,446 9,734
Accrued interest expense 4,721 14,910
Taxes other than income taxes 14,771 13,590
Cash overdraft 57,056 40,155
Other accrued expenses and current 

liabilities 58,206 43,127
$ 241,275 $ 200,001

The decrease in accrued interest reflects the refinancing of the

9.125% senior subordinated notes in October 2006 with the

Company’s Credit Facility. Interest on the senior subordinated

notes was due semi annually on October 1 and April 1. Interest on

the Credit Facility is payable monthly.

Outstanding stock options that are anti-dilutive are excluded from

the Company’s diluted computation. There were approximately

780 thousand, 3 thousand and 2 thousand outstanding stock

options that were not dilutive at March 31, 2007, 2006, and 2005,

respectively.

Note 5
Inventories, Net

Inventories, net consist of:

(In thousands)
March 31, 2007 2006

Hardgoods $ 218,348 $ 202,894
Gases 31,960 26,629

$ 250,308 $ 229,523

Net inventories determined by the LIFO inventory method totaled

$37 million at both March 31, 2007 and 2006, respectively. If the

FIFO inventory method had been used for these inventories, they

would have been $7.5 million and $6 million higher at March 31,

2007 and 2006, respectively. Substantially all of the inventories are

finished goods.

Note 6
Plant and Equipment

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

(In thousands) Depreciable
March 31, Lives (Yrs) 2007 2006

Land and land improvements — $ 89,521 $ 75,528
Buildings and leasehold 

improvements 25 265,146 219,229
Cylinders 30 972,487 890,789
Machinery and equipment, 

including bulk tanks 7 to 30 1,101,674 719,086
Computers and furniture 

and fixtures 3 to 10 130,755 133,821
Transportation equipment 3 to 15 178,152 142,466
Construction in progress — 18,012 10,754

$ 2,755,747 $ 2,191,673
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Note 9
Indebtedness

Long-term debt consists of:

(In thousands)
March 31, 2007 2006

Revolving credit borrowings $ 489,398 $ 112,009
Term loan 577,500 81,250
Money market loans 30,000 25,000
Medium-term notes — 100,751
Senior subordinated notes 150,000 376,532
Acquisition and other notes 17,440 3,025
National Welders debt 85,677 69,060
Total long-term debt 1,350,015 767,627
Less current portion of long-term debt (40,296) (131,901)
Long-term debt, excluding current portion $1,309,719 $ 635,726

Debt Refinancing

Effective July 25, 2006, the Company amended and restated its

senior credit facility with a syndicate of lenders. Subject to

compliance with certain covenants, the $1.6 billion senior

unsecured credit facility (the “Credit Facility”) permits the

Company to borrow up to $966 million under a U.S. dollar

revolving credit line, up to C$40 million (U.S. $34 million) under

a Canadian dollar revolving credit line and up to $600 million

under two or more term loans. The Company used borrowings

under the term loan provision of the Credit Facility to finance the

$100 million maturity of its 7.75% medium-term notes on

September 15, 2006. The remaining $500 million of term loan was

used to finance the Linde bulk gas acquisition that closed on

March 9, 2007. The Credit Facility will mature on July 25, 2011.

As of March 31, 2007, the Company had approximately $1,067

million of borrowings under the Credit Facility: $471 million

under the U.S. dollar revolver, C$22 million (U.S. $18 million)

under the Canadian dollar revolver and a $578 million under the

term loans. The term loans are repayable in quarterly installments

of $22.5 million between March 31, 2007 and June 30, 2010. The

quarterly installments then increase to $71.2 million from

September 30, 2010 to June 30, 2011. The Company also had

letters of credit of $34 million outstanding under the credit

facility. The U.S. dollar borrowings and the term loans bear

interest at LIBOR plus 75 basis points and the Canadian dollar

borrowings bear interest at the Canadian Bankers’ Acceptance Rate

plus 75 basis points. As of March 31, 2007, the effective interest

rates on the U.S. dollar borrowings, the term loans and the

Canadian dollar borrowings were 6.09%, 6.10% and 5.20%,

respectively.

At March 31, 2007, approximately $461 million remained unused

under the U.S. dollar revolving credit line and approximately C$18

million (U.S. $16 million) remained unused under the Canadian

dollar revolving credit line. As of March 31, 2007, the financial

covenants of the Credit Facility permitted the Company increase

its total borrowings under the Credit Facility or through other

debt instruments by approximately $538 million. The Credit

Facility contains customary events of default, including

nonpayment and breach of covenants. In the event of default,

repayment of borrowings under the Credit Facility may be

accelerated.

The Company’s domestic subsidiaries, exclusive of a bankruptcy

remote special purpose entity (the “domestic subsidiaries”),

guarantee the U.S. and Canadian borrowings. The Canadian

borrowings are also guaranteed by the Company’s foreign

subsidiaries. The guarantees are full and unconditional and are

made on a joint and several basis. The Company has pledged 100%

of the stock of its domestic subsidiaries and 65% of the stock of its

foreign subsidiaries as surety for its obligations under the Credit

Facility. The Credit Facility provides for the release of the

guarantees and collateral if the Company attains an investment

grade credit rating and a similar release on all other debt.

Money Market Loan

The Company has an agreement with a financial institution that

provides access to short-term advances not to exceed $30 million

for a maximum term of three months. The agreement expires on

November 30, 2007, but may be extended subject to renewal

provisions contained in the agreement. The amount, term and

interest rate of an advance are established through mutual

agreement with the financial institution when the Company

requests such an advance. At March 31, 2007, the Company had an

outstanding advance under the agreement of $30 million for a

term of 90 days bearing interest at 5.75%.

Senior Subordinated Notes

At March 31, 2007, the Company had $150 million of senior

subordinated notes (the “2004 Notes”) outstanding with a

maturity date of July 15, 2014. The 2004 Notes bear interest at a

fixed annual rate of 6.25%, payable semi-annually on January 15

and July 15 of each year. The 2004 Notes have an optional

redemption provision, which permits the Company, at its option,

to call the 2004 Notes at scheduled dates and prices. The first

scheduled optional redemption date is July 15, 2009 at a price of

103.125% of the principal amount.

The 2004 Notes contain covenants that could restrict the payment

of dividends, the repurchase of common stock, the issuance of

preferred stock, and the incurrence of additional indebtedness and

liens. The 2004 Notes are fully and unconditionally guaranteed

jointly and severally, on a subordinated basis, by each of the wholly

owned domestic guarantors under the Credit Facility. The stock of

the Company’s domestic subsidiaries is also pledged to the note

holders on a subordinated basis.

On October 27, 2006, the Company redeemed its $225 million

9.125% senior subordinated notes in full at a premium of

104.563% of the principal amount with proceeds from the

Company’s Credit Facility. In conjunction with the redemption of

the notes, the Company recognized a charge on the early
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extinguishment of debt of approximately $12.1 million ($7.9

million after tax) in October 2006. The charge relates to the

redemption premium and the write-off of unamortized debt

issuance costs.

Acquisition and Other Notes

The Company’s long-term debt also included acquisition and

other notes principally consisting of notes issued to sellers of

businesses acquired and are repayable in periodic installments. At

March 31, 2007, acquisition and other notes totaled approximately

$17 million with interest rates ranging from 4% to 8.5%.

Debt of the National Welders Joint Venture

Pursuant to the requirements of FIN 46R, the Company’s

Consolidated Balance Sheets at March 31, 2007 and 2006 include

the financial obligations of National Welders. National Welders’

financial obligations are non-recourse to the Company, meaning

that the creditors of National Welders do not have a claim on the

assets of Airgas, Inc. in settlement of the joint venture’s financial

obligations. The National Welders Credit Agreement (the “NWS

Credit Agreement”) provides for a revolving credit line of $100

million, a Term Loan A of $26 million, a Term Loan B of $21

million, and a Term Loan C of $9 million. The debt of National

Welders consists of:

(In thousands)
March 31, 2007 2006

Revolving credit borrowings $ 73,004 $ 51,393
Term loan A 11,992 15,042
Term loan C — 1,622
Acquisition notes and other debt obligations 681 1,003
Total long-term debt 85,677 69,060
Less current portion of long-term debt (3,652) (5,589)
Long-term debt, excluding current portion $ 82,025 $ 63,471

The NWS revolving credit borrowings mature in August 2009.

Term Loan A is repayable in monthly amounts of $254 thousand

with a lump-sum payment of the outstanding balance at maturity

in March 2011. The variable interest rate on the revolving credit

line and Term Loan A ranges from LIBOR plus 70 to 145 basis

points varying with National Welders’ leverage ratio. At March 31,

2007, the effective interest rate for the revolving credit line and

Term Loan A was 6.02%. The NWS Credit Agreement also

contains certain covenants which, among other things, subject

National Welders to minimum net worth requirements, limit the

ability of National Welders to incur and guarantee new

indebtedness, and limit its capital expenditures, ownership

changes, merger and acquisition activity, and the payment of

dividends. National Welders had additional borrowing capacity

under the NWS Credit Agreement of approximately $27 million at

March 31, 2007. Term Loans B and C were previously repaid and

provide no additional borrowing capacity.

As of March 31, 2007, the revolving credit borrowings and Term

Loan A are secured by certain current assets, principally trade

receivables and inventory, totaling $38 million, non-current assets,

principally equipment, totaling $119 million, and Airgas common

stock with a market value of $39 million classified as treasury

stock and carried at cost of $370 thousand.

Aggregate Long-term Debt Maturities

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

(In thousands) National
Years Ending March 31, Airgas, Inc. (1) Welders Total

2008 $ 36,644 $ 3,652 $ 40,296
2009 95,469 3,048 98,517
2010 94,184 76,052 170,236
2011 236,294 2,925 239,219
2012 649,967 — 649,967
Thereafter 151,780 — 151,780

$1,264,338 $ 85,677 $1,350,015

(1) The Company has the ability and intention of refinancing current maturities related to the term
loan under its Credit Facility with its long-term revolving credit line. Therefore, the term loan
has been reflected as long term in the aggregate maturity schedule.

Note 10
Fair Value of Financial Instruments

Summarized below are the carrying and fair values of the

Company’s financial instruments at March 31, 2007 and 2006.

The fair value of the Company’s publicly traded financial instru-

ments is based on market pricing. The fair value of other

non-publicly traded 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 compu-

tation 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 liabilities, accrued

income taxes, and short-term borrowings approximate fair value

due to the short-term nature of these instruments. Accordingly,

these items have been excluded from the following table:

2007 2007 2006 2006
Carrying Fair Carrying Fair

(In thousands) Value Value Value Value

Financial Instruments:
Revolving credit borrowings $ 489,398 $ 489,398 $ 112,009 $ 112,009
Term loan 577,500 577,500 81,250 81,250
Money market loans 30,000 30,000 25,000 25,000
Medium-term notes — — 100,751 101,050
2001 senior

subordinated notes — — 226,532 237,938
2004 senior

subordinated notes 150,000 146,250 150,000 147,750
Acquisition and other notes 17,440 17,440 3,025 3,025
Interest rate swap 

agreements:
Cash flow hedge – 

(asset) liability (379) (379) (1,441) (1,441)



53

A i rga s ,  I n c . 2007

Notes to Consolidated Financial Statements continued

A i r g a s ,  I n c .  a n d  S u b s i d i a r i e s

Comprehensive Income” of approximately $1 million. Including

the effect of the interest rate swap agreements, the debt of National

Welders, and the trade receivables securitization, the Company’s

ratio of fixed to variable rate debt at March 31, 2007 was 21% fixed

to 79% variable.

Note 12
Trade Receivables Securitization

The Company participates in a securitization agreement with two

commercial banks to sell up to $285 million of qualifying trade

receivables. The agreement will expire in March 2010, but may be

renewed subject to renewal provisions contained in the agreement.

During fiscal 2007, the Company sold, net of its retained interest,

$2.70 billion of trade receivables and remitted to bank conduits,

pursuant to a servicing agreement, $2.68 billion in collections on

those receivables. The net proceeds were used to reduce

borrowings under the Company’s Credit Facility. The amount of

outstanding receivables under the agreement was $264 million at

March 31, 2007 and $244 million at March 31, 2006.

The transaction has been accounted for as a sale under the

provisions of SFAS No. 140, Accounting for Transfers and Servicing

of Financial Assets and Extinguishments of Liabilities. Under the

securitization agreement, trade receivables are sold to bank

conduits through a bankruptcy-remote special purpose entity,

which is consolidated for financial reporting purposes. The

difference 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 subordinated interest in the

receivables sold, which is recorded at the receivables’ previous

carrying value.

A subordinated retained interest of approximately $80 million and

$63 million is included in “Trade receivables” in the accompanying

Consolidated Balance Sheets at March 31, 2007 and 2006,

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

undiscounted 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 continues to

service, administer and collect the trade receivables on behalf of

the bank conduits. The servicing fees charged to the bank conduits

approximate the costs of collections.

The carrying and fair values of the National Welders joint

venture’s financial instruments at March 31, 2007 and 2006 are

listed below:

2007 2007 2006 2006
Carrying Fair Carrying Fair

(In thousands) Value Value Value Value

National Welders’
Financial Instruments:

Revolving credit borrowings $ 73,004 $ 73,004 $ 51,393 $ 51,393
Term loan A 11,992 11,992 15,042 15,042
Term loan C — — 1,622 1,631
Acquisition notes and 

other debt obligations 681 681 1,003 1,003

Note 11
Derivative Instruments and Hedging Activities

The Company manages exposure to changes in market interest

rates. The Company’s use of derivative instruments is limited to

highly effective fixed and floating interest rate swap agreements

used to manage well-defined interest rate risk exposures. The

Company monitors its positions and the credit ratings of its

counterparties and does not anticipate non-performance by the

counterparties. Interest rate swap agreements are not entered into

for trading purposes.

At March 31, 2007, the Company had six fixed interest rate swap

agreements with a notional amount of $150 million. These swaps

effectively convert $150 million of variable interest rate debt asso-

ciated with the Company’s Credit Facility to fixed rate debt. At

March 31, 2007, two swap agreements with a total notional

amount of $50 million required the Company to make fixed inter-

est payments based on a weighted average effective rate of 4.15%

and receive variable interest payments from its counterparties

based on a weighted average variable rate of 5.32%. The four other

swap agreements with a total notional amount of $100 million

required the Company to make fixed interest payments based on a

weighted average effective rate of 5.39% and receive variable inter-

est payments from its counterparties based on a weighted average

variable rate of 5.35%. The remaining terms of each of these swap

agreements are between 15 months to 26 months.

National Welders was a party to one interest rate swap agreement

with a notional principal amount of $27 million. The counterparty

to the swap agreement is a major financial institution. National

Welders is required to make fixed interest payments of 5.36% and

receive variable interest payments from its counterparty based on

one month LIBOR, which was 5.35% at March 31, 2007. The

remaining term of the swap agreement is 26 months.

During fiscal 2007, the Company and National Welders recorded a

net decrease in the fair value of the fixed interest rate swap

agreements and a corresponding decrease to “Accumulated Other
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stockholders receive fair and equal treatment in the event of any

proposed takeover of the Company and to protect stockholders’

interests in the event the Company is confronted with partial ten-

der offers or other coercive or unfair takeover tactics.

Rights become exercisable only after 10 days following the

acquisition by a person or group of 15% (or 20% in the case of

Peter McCausland and certain of his affiliates) or more of the

Company’s outstanding common stock, or 10 business days (or

later if determined by the Board of Directors in accordance with

the plan) after the announcement of a tender offer or exchange

offer to acquire 15% (or 20% in the case of Peter McCausland 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

circumstances, the rights may be redeemed by the Company at an

initial redemption price of $0.0001 per right. If not redeemed, the

rights will expire on May 8, 2017.

The 2007 Rights Plan replaced the 1997 Rights Plan that expired

on April 1, 2007. The 1997 Rights Plan had substantially the same

terms and conditions as the 2007 Rights Plan.

(e) 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 had a term of

three years and exercise prices in excess of market value of the

Company’s stock on the date of grant. The exercise prices ranged

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. During fiscal 2005, all 324,000 warrants were exercised

at prices ranging from $21.54 to $26.47 per share. The holder of

the warrants elected a “net issue exercise” provision under the

warrant agreement. The net issue exercise provision allowed the

holder, without the payment of additional consideration, to receive

shares of the Company’s common stock, equal to the value of the

warrants. As a result, the Company issued 114 thousand treasury

shares to redeem the warrants.

(f) Share Repurchase Plan

Due to certain contemplated acquisitions, in July 2006, the

Company suspended the three-year share repurchase plan that it

initiated in November 2005. No shares of Company common stock

were repurchased during fiscal 2007. Since inception, 195,400

shares have been repurchased under the plan and $137.2 million of

the original $150 million authorization remains available. The

Company continues to focus on using its cash flow for investing in

growth opportunities, including future acquisitions, paying down

debt and growing its dividend.

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 $0.01 per share. At March 31,

2007, the number of shares of common stock outstanding was 78.7

million, excluding 1.3 million shares (923 thousand of shares

owned by National Welders) of common stock held as treasury

stock. At March 31, 2006, the number of shares of common stock

outstanding was 77.3 million, excluding 1.3 million shares (923

thousand of shares owned by National Welders) of common stock

held as treasury stock.

(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 thousand

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 Stockholder

Rights Plan below). At March 31, 2007 and 2006, no shares of the

preferred 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, 2007 

and 2006, no shares of redeemable preferred stock were issued 

or outstanding.

(c) Dividends

During fiscal 2007, 2006 and 2005, the Company paid its stock-

holders regular quarterly cash dividends of $0.07, $0.06 and $0.045

per share, respectively. On May 8, 2007, the Company’s Board of

Directors declared a regular quarterly cash dividend of $0.09 per

share payable June 29, 2007 to stockholders of record as of June 15,

2007. Future dividend declarations and associated amounts paid

will depend upon the Company’s earnings, financial condition,

loan covenants, capital requirements and other factors deemed rel-

evant by management and the Company’s Board of Directors.

(d) Stockholder Rights Plan

On May 8, 2007, the Company’s Board of Directors adopted a

stockholder rights plan (the “2007 Rights Plan”). Pursuant to the

2007 Rights Plan, on May 25, 2007, the Board of Directors declared

a dividend distribution of one right for each share of common

stock. Each right entitles the holder to purchase from the Company

one ten-thousandth of a share of Series B Junior Participating

Preferred Stock at an initial exercise price of $230 per share. The

2007 Rights Plan is intended to assure that all of the Company’s
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Stock options granted prior to fiscal 2007 vest 25% annually and

have a maximum term of ten years. Stock options granted during

fiscal 2007 also vest 25% annually and have a maximum term of

eight years.

Fair Value

The Company utilizes the Black-Scholes option pricing model to

determine the fair value of stock options under SFAS 123R, which

is consistent with that used for pro forma disclosures in prior

periods. The weighted-average grant date fair value of stock

options granted during the fiscal years ended March 31, 2007, 2006

and 2005 was $13.75, $9.35 and $9.28, respectively. The following

assumptions were used by the Company in valuing the stock

option grants issued in each fiscal year:

Fiscal 2007 Fiscal 2006 Fiscal 2005

Expected volatility 36.2% 35.3% 38.9%
Expected dividend yield 0.80% 0.83% 0.85%
Expected term 5.4 years 6.4 years 7.3 years
Risk-free interest rate 5.0% 3.9% 3.9%

The expected volatility was determined based on anticipated

changes in the underlying stock price over the expected term using

a weighting of historical and implied volatility. The expected

dividend yield was based on the Company’s history and

expectation of future dividend payouts. The expected term

represents the period of time that the options are expected to be

outstanding prior to exercise or forfeiture. The expected term was

determined based on historical exercise patterns. The risk-free

interest rate was based on U.S. Treasury rates in effect at the time

of grant commensurate with the expected term.

Summary of Stock Option Activity

The following table summarizes the stock option activity during

the three years ended March 31, 2007:

Weighted
Average

Number of Exercise Aggregate
Stock Price Intrinsic

Options Per Share Value

Outstanding at March 31, 2004 8,126,403 $ 13.64
Granted 1,067,500 $ 21.18
Exercised (1,648,368) $ 12.21
Forfeited (182,234) $ 18.56

Outstanding at March 31, 2005 7,363,301 $ 14.95 $ 65,827,911
Granted 1,063,200 $ 24.30
Exercised (1,337,944) $ 14.73
Forfeited (94,739) $ 17.86

Outstanding at March 31, 2006 6,993,818 $ 16.37 $ 158,899,545
Granted 991,440 $ 36.19
Exercised (967,590)(1) $ 15.91
Forfeited (134,694) $ 26.09

Outstanding at March 31, 2007 6,882,974 $ 19.12 $ 158,514,891
Vested or expected to vest as of

March 31, 2007 6,194,677 $ 19.12 $ 142,663,411

(1) Actual shares issued associated with stock option exercises was 960 thousand due to a net
share issue exercise.

Note 14
Stock-Based Compensation

The Company adopted SFAS 123R effective April 1, 2006 using the

modified prospective method. Under the modified prospective

method, stock-based compensation recognized since the date of

adoption includes: (a) any share-based payments granted

subsequent to the date of adoption; and (b) any portion of share-

based payments granted prior to the date of adoption that vests

subsequent to the date of adoption. Prior periods have not been

restated.

The Company recorded stock-based compensation of $15.4

million ($10.9 million after tax), or $0.13 per diluted share, in the

year ended March 31, 2007. The pre-tax compensation expense

was included in Selling, Distribution and Administrative expenses

in the Consolidated Statement of Earnings. The stock-based

compensation expense relates to stock options and options to

purchase common stock under the Employee Stock Purchase Plan.

Prior Period Pro Forma Earnings

The following table presents the effect on net earnings and

earnings per share as if the Company had applied the fair value

recognition provisions of SFAS 123, Accounting for Stock-Based

Compensation, in fiscal 2006 and 2005:

(In thousands, except per share amounts)
Years Ended March 31, 2006 2005

Net earnings, as reported $ 123,551 $ 92,022
Deduct: Total stock-based employee 

compensation expense determined under 
fair value based methods for all awards, 
net of related tax effects (8,035) (6,868)

Pro forma net earnings $ 115,516 $ 85,154

Earnings per share:
Basic – as reported $ 1.61 $ 1.23
Basic – pro forma $ 1.51 $ 1.14

Diluted – as reported $ 1.57 $ 1.20
Diluted – pro forma $ 1.47 $ 1.11

2006 Equity Incentive Plan

At the Company’s August 2006 Annual Meeting of Stockholders, the

stockholders approved the 2006 Equity Incentive Plan (the “2006

Equity Plan”). The 2006 Equity Plan replaced both the Company’s

1997 Stock Option Plan for employees and the 1997 Directors’ Stock

Option Plan. Outstanding stock options and stock options available

for grant under the prior stock option plans were carried forward to

the 2006 Equity Plan. Future grants of stock options to employees

and directors will only be issued from the 2006 Equity Plan to the

extent that shares are available for issuance. At March 31, 2007, a

total of 11.8 million shares were authorized under the 2006 Equity

Plan and predecessor plans, of which 4.5 million shares of common

stock were available for issuance under the 2006 Equity Plan.
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The aggregate intrinsic value represents the difference between the

Company’s closing stock price on the last trading day of each fiscal

year and the weighted-average exercise price multiplied by the

number of stock options outstanding as of that date. The total

intrinsic value of stock options exercised during the years ended

March 31, 2007, 2006 and 2005 was $22.7 million, $19.5 million

and $18.5 million, respectively.

As of March 31, 2007, $16.7 million of total unrecognized

compensation expense related to non-vested stock options is

expected to be recognized over a weighted-average vesting period

of 2.5 years.

The following table summarizes information about options

outstanding and exercisable at March 31, 2007:

March 31, 2007:

Stock Options Outstanding

Weighted
Number of Average Remaining Weighted 

Stock Options Contractual Life Average
Outstanding of Options – Years Exercise Price

1,294,949 3.51 $ 7.34
852,294 2.12 $ 13.12

1,040,224 3.69 $ 16.32
853,095 6.09 $ 19.13
793,026 7.15 $ 21.15
154,703 7.36 $ 21.59
878,268 8.15 $ 24.09

1,016,415 7.23 $ 35.77
6,882,974 5.33 $ 19.12

Stock Options Exercisable

Weighted
Number of Average

Stock Options Exercise Price
Exercisable Per Share

1,294,949 $ 7.34
852,294 $ 13.12

1,039,899 $ 16.32
633,999 $ 19.09
366,081 $ 21.15
106,528 $ 21.55
203,303 $ 24.09
114,603 $ 32.63

4,611,656 $ 14.84

Employee Stock Purchase Plan

The Company has an Employee Stock Purchase Plan (the “ESPP”)

to encourage and assist employees in acquiring an equity interest

in the Company. The ESPP is authorized to issue up to 3.5 million

shares of Company common stock, of which 1.8 million shares

were available for issuance at March 31, 2007.

Under the terms of the ESPP, eligible employees may elect to have

up to 15% of their annual gross earnings withheld to purchase

common stock at 85% of the market value. Employee purchases

are limited in any calendar year to an aggregate market value of

$25,000. Market value under the ESPP is defined as either the

closing share price on The New York Stock Exchange as of an

employee’s enrollment date or the closing price on the first

business day of a fiscal quarter when the shares are purchased,

whichever is lower. An employee may lock-in a purchase price for

up to 12 months. The ESPP effectively resets at the beginning of

each fiscal year at which time employees are re-enrolled in the plan

and a new 12-month purchase price is established. The ESPP is

designed to comply with the requirements of Sections 421 and 423

of the Internal Revenue Code.

Compensation expense under SFAS 123R 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 per

share of options granted under the ESPP in fiscal 2007, 2006 and

2005 was $8.30, $5.57 and $5.14, respectively. In fiscal 2007, the

Company recognized stock-based compensation expense

associated with the ESPP of $3.3 million. The fair value of the

employees’ option to purchase shares of common stock was

estimated using the Black-Scholes model. The following

assumptions were used by the Company in valuing the employees’

option to purchase shares of common stock under the ESPP:

Fiscal 2007 Fiscal 2006 Fiscal 2005

Expected volatility 30.8% 27.1% 29.7%
Expected dividend yield 0.73% 0.90% 0.83%
Expected term 2 to 8 months 3 to 12 months 3 to 12 months
Risk-free interest rate 5.0% 3.1% 1.1%

The following table summarizes the activity of the ESPP during

the three years ended March 31, 2007:

Weighted
Average

Number of Exercise Aggregate
Purchase Price Intrinsic
Options Per Share Value

Outstanding at March 31, 2004 148,198 $ 15.70
Granted 552,841 $ 17.37
Exercised (564,681) $ 17.54
Forfeited — $ —

Outstanding at March 31, 2005 136,358 $ 18.45 $ 741,788
Granted 533,245 $ 20.33
Exercised (531,916) $ 19.80
Forfeited — $ —

Outstanding at March 31, 2006 137,687 $ 20.50 $ 2,559,601
Granted 395,587 $ 31.10
Exercised (430,519) $ 27.76
Forfeited — $ —

Outstanding at March 31, 2007 102,755 $ 30.86 $ 1,160,104
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Note 15
Consolidated Affiliate and Minority Interest

The Company’s consolidated affiliate, National Welders, is a

producer and distributor of industrial gases based in Charlotte,

North Carolina. The joint venture owns and operates

approximately 50 branch stores, two acetylene plants, a specialty

gas lab, and four air separation plants that produce approximately

90% of its oxygen and nitrogen and over 65% of its argon

requirements. The joint venture also distributes medical and

specialty gases, process chemicals and welding equipment and

supplies. Ownership interests in National Welders consist 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. The

payment of dividends on the common stock is subordinate to the

payment of a 5% dividend on the preferred stock. Additionally, the

common stock dividends must be declared by a vote of the joint

venture’s board of directors. A family holds approximately 3.2

million shares of redeemable preferred stock and controls the

balance of the voting interest.

Through June 30, 2009, the preferred stockholders 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 2.3 million shares of Airgas common stock (See

Note 19 Related Parties for a fiscal 2006 transaction with the

preferred stockholders). The common stock and cash redemption

options are equivalent when Airgas’ common stock has a market

value of $24.45 per share. If the preferred stockholders elect to

exchange their shares for Airgas common stock, the Company is

obligated to provide the necessary shares to the joint venture by

capital contribution or other means the Company deems

reasonably appropriate. The Company may purchase shares on the

open market or may issue new or treasury shares to meet its

exchange obligation. The preferred stockholders may also elect to

retain their interest in the preferred stock beyond June 30, 2009.

In fiscal 2004, the Company determined that its joint venture with

National Welders met the definition of a “Variable Interest Entity”

under FIN 46R, Consolidation of Variable Interest Entities. The

Company, as the only common stockholder, was determined to be

the primary beneficiary of the joint venture. Therefore, effective

December 31, 2003, the Company adopted FIN 46R, as it applies to

the joint venture, and consolidated this previously unconsolidated

affiliate. The Company has participated in the joint venture with

National Welders since June 1996 and prior to the adoption of FIN

46R, the Company used the “equity method of accounting” to

report its interest in the joint venture. Under the equity method of

accounting, the Company recognized its proportionate share of the

joint venture’s net assets and liabilities as an “Investment in

Unconsolidated Affiliate” and its proportionate share of the

operating results as “Equity in the Earnings of Unconsolidated

Affiliate.” As permitted by FIN 46R, the Company applied the

interpretation prospectively from the date of adoption (prior

periods were not restated). With the adoption of FIN 46R, the

operating results of the joint venture were reflected broadly across

the income statement with minority interest expense reflecting the

preferred stockholders’ proportionate share of the joint venture’s

operating results. The liabilities of the joint venture are non-

recourse to the Company (See Note 9 for a description of National

Welders debt). Likewise, cash flows in excess of a management fee

paid by National Welders are not available to the Company. The

tables below outline elements of the consolidated financial

statements of the Company applicable to National Welders:

(In thousands)
Years Ended March 31, 2007 2006

Total assets of National Welders $ 302,597 $ 267,240
Total liabilities of National Welders $ 213,222 $ 190,276

(In thousands)
Years Ended March 31, 2007 2006 2005

Net sales $ 228,320 $ 188,314 $ 167,473
Operating income 32,490 22,046 15,662
Earnings before income taxes,

minority interest and
equity earnings 29,514 19,919 12,418

Income taxes (12,037) (8,536) (4,712)
Minority interest in earnings

of consolidated affiliate (2,845) (2,656) (1,808)
Income from continuing

operations $ 14,632 $ 8,727 $ 5,898

Note 16
Interest Expense, Net

Interest expense, net, consists of:

(In thousands)
Years Ended March 31, 2007 2006 2005

Interest expense $ 62,095 $ 55,740 $ 52,836
Interest and finance charge 

(income) (1,915) (1,928) (1,591)
$ 60,180 $ 53,812 $ 51,245

Note 17
Income Taxes

Earnings from continuing operations before income taxes,

minority interest and change in accounting principle were derived

from the following sources:

(In thousands)
Years Ended March 31, 2007 2006 2005

United States $ 246,699 $ 200,039 $ 140,662
Foreign 10,445 7,998 6,965

$ 257,144 $ 208,037 $ 147,627
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Current deferred tax assets and current deferred tax liabilities have

been netted for presentation purposes. Non-current deferred tax

assets and non-current deferred tax liabilities have also been

netted. Deferred tax assets and liabilities are reflected in the

Company’s consolidated balance sheets as follows:

(In thousands)
March 31, 2007 2006

Current deferred tax asset, net $ 31,004 $ 30,141
Non-current deferred tax liability, net (373,246) (327,818)
Net deferred tax liability $ (342,242) $ (297,677)

The Company has recorded tax benefits amounting to $9.0

million, $7.9 million, and $8.4 million in fiscal 2007, 2006 and

2005, 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

realization 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, at March 31, 2007, 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.

Valuation allowances primarily relate to certain state tax net

operating loss carryforwards. In fiscal 2007, the Company revised

its estimates of the realizability of certain tax benefits associated

with state tax net operating loss carryforwards. Those revisions,

along with changes due to the utilization and expiration of net

operating loss carryforwards, resulted in a $900 thousand

reduction in the related valuation allowances.

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

contributions up to two percent of participants’ wages. Amounts

expensed under the 401(k) plan for fiscal 2007, 2006, and 2005

were $5.8 million, $5.5 million and $4.6 million, respectively.

Certain subsidiaries of the Company participate in multi-employer

pension and post-retirement plans, which provide defined benefits

to union employees. Contributions are made to the plans in accor-

dance with negotiated labor contracts. If the Company elected to

withdraw from these plans at March 31, 2007, the withdrawal lia-

bility would have been approximately $3.3 million. Amounts

expensed under the pension plans for fiscal 2007, 2006 and 2005

were $1.2 million, $1.3 million and $858 thousand, respectively.

Income tax expense from continuing operations consists of:

(In thousands)
Years Ended March 31, 2007 2006 2005

Current:
Federal $ 41,760 $ 26,551 $ 19,666
Foreign 2,725 2,673 2,027
State 3,487 1,494 929

47,972 30,718 22,622

Deferred:
Federal 46,440 43,672 29,327
Foreign 491 98 303
State 4,980 3,378 2,009

51,911 47,148 31,639
$ 99,883 $ 77,866 $ 54,261

Significant differences between taxes computed at the federal

statutory rate and the provision for income taxes were:

Years Ended March 31, 2007 2006 2005

Taxes at U.S. federal 
statutory rate 35.0% 35.0% 35.0%

Increase/(decrease) in 
income taxes resulting from:

State income taxes, 
net of federal benefit 2.9% 2.2% 1.9%

Stock-based compensation 
expense 0.5% — —

Change in state tax law (0.8%) — —
Other, net 1.2% 0.2% (0.1%)

38.8% 37.4% 36.8%

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, 2007 2006

Deferred Tax Assets:
Inventories $ 9,177 $ 9,586
Deferred rental income 12,468 5,347
Insurance reserves 10,466 9,554
Litigation settlement and other reserves 2,745 1,972
Asset retirement obligations 792 2,361
Net operating loss carryforwards 20,217 36,592
Stock-based compensation 4,263 —
Other 10,204 7,865
Valuation allowance (5,432) (6,347)

64,900 66,930
Deferred Tax Liabilities:

Accounts receivable (2,683) (1,785)
Plant and equipment (338,431) (307,036)
Intangible assets (49,323) (39,993)
Other (16,705) (15,793)

(407,142) (364,607)
$ (342,242) $ (297,677)
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Note 19
Related Parties

The Company purchases and sells goods and services in the

ordinary course of business with certain corporations in which

some of its directors are officers. The Company also leases certain

operating facilities from employees who were previous owners of

businesses acquired. The amounts of these transactions are not

material to the Company.

Transactions by National Welders

In the first quarter of fiscal 2006, National Welders entered into an

agreement with its preferred stockholders under which the

preferred stockholders prepaid their $21 million note receivable

owed to National Welders. National Welders used the proceeds

from the prepayment of the preferred stockholders’ note to repay

its $21 million Term Loan B, which had been collateralized by the

preferred stockholders’ note. The preferred stockholders’ note

payable to National Welders had been reflected as a reduction of

“Minority interest in affiliate” on the Consolidated Balance Sheet.

Consequently, the prepayment of the preferred stockholders’ note

resulted in a $21 million increase to the Company’s “Minority

interest in affiliate.” Additionally, Term Loan B was subject to an

interest rate swap agreement, which was terminated in conjunction

with the debt repayment. The fee of $700 thousand to unwind the

interest rate swap agreement was reimbursed to National Welders

by the preferred stockholders.

In the third quarter of fiscal 2005, National Welders purchased the

assets of National Realty Sales Corporation for $11.4 million.

Members of the Turner family, who have a 50% voting interest in

National Welders, also owned National Realty Sales Corporation.

The assets purchased included 22 properties previously leased from

National Realty Sales Corporation. The purchase price of National

Realty Sales Corporation was established through an independent,

third-party appraisal. National Welders’ Board of Directors,

through which the Company holds a 50% voting interest, approved

the transaction.

Separation Agreement

In the fourth quarter of fiscal 2005, the Company and its former

Chief Operating Officer, entered into a separation agreement,

which terminated his employment. Under the agreement, the

former Chief Operating Officer received a payment of $1.4 million

and accelerated vesting of 15,000 stock options.

Note 20
Leases

The Company leases certain distribution facilities, fleet vehicles and

equipment under long-term operating leases with varying terms.

Most leases contain renewal options and in some instances, pur-

chase options. Rentals under these long-term leases for the years

ended March 31, 2007, 2006, and 2005, amounted to approximately

$71 million, $68 million, and $61 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,

2007 and 2006. Associated with the fleet vehicle operating leases,

the Company guarantees a residual value of $18 million, represent-

ing approximately 13% of the original cost.

At March 31, 2007, future minimum lease payments under non-

cancelable operating leases were as follows:

(In thousands) National
Years Ended March 31, Airgas, Inc. Welders Total

2008 $ 57,739 $ 2,018 $ 59,757
2009 47,832 1,775 49,607
2010 39,624 1,586 41,210
2011 28,648 1,483 30,131
2012 18,074 1,341 19,415
Thereafter 10,582 2,187 12,769

$ 202,499 $ 10,390 $ 212,889

Note 21
Commitments and Contingencies

(a) Legal

The Company is involved in various legal and regulatory

proceedings 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

management, have a material adverse effect upon the Company’s

consolidated financial position, results of operations or liquidity.

(b) Insurance Coverage

The Company has established insurance programs to cover

workers’ compensation, business automobile, and general liability

claims. During fiscal 2007, these programs had self-insured

retention of $1 million per occurrence. During fiscal 2006 and

2005, the Company’s self-insured retention was $500 thousand per

occurrence with an additional aggregate retention of $2.2 million

in fiscal 2006 and $1.7 million in fiscal 2005, for claims in excess of

$500 thousand. For fiscal 2008, the self-insured retention will

remain $1 million per occurrence with no additional aggregate

retention. The Company believes its insurance reserves are

adequate. The Company accrues estimated losses using actuarial

models and assumptions based on historical loss experience. 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, such suits

could have a material adverse effect on the Company’s financial

position, results of operations or liquidity.

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
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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.

(c) Supply Agreements

In addition to the gas volumes supplied by the recently formed

Airgas Merchant Gases, the Company purchases industrial,

medical and specialty gases pursuant to requirements contracts

from national and regional producers of industrial gases. The

Company has a long-term take-or-pay supply agreement, expiring

September 1, 2017, under which Air Products and Chemicals, Inc.

(“Air Products”) will supply at least 35% of the Company’s bulk

liquid nitrogen, oxygen and argon requirements, exclusive of the

volumes produced by the Company and those purchased under

the Linde/BOC supply agreements noted below. Additionally, the

Company purchases helium under the terms of the supply

agreement. Based on the volume of fiscal 2007 purchases, the Air

Products supply agreement represents approximately $50 million

in annual liquid bulk gas purchases.

The Company and Linde AG as successor to BOC entered into a

long-term take-or-pay supply agreement to purchase oxygen,

nitrogen and argon. The agreement will expire in July 2019 and

represents approximately $3 million in annual bulk gas purchases.

In September and October 2006, the Company and Linde AG

entered into long-term take-or-pay supply agreements to purchase

helium. The total annual commitment amount under the Linde

agreements is approximately $28 million.

The Company also participates in a long-term agreement with

Praxair to swap production of bulk nitrogen, oxygen, and argon

through 2014. The Praxair agreement represents approximately $7

million annually.

The Company is also party to other long-term take-or-pay supply

agreements with other major suppliers of oxygen, nitrogen and

argon (approximately $1 million in annual purchases), liquid

carbon dioxide ($16 million in annual purchases), and refrigerants

($2.5 million in annual purchases). The Company has purchase

commitments for ammonia which require a 180-day notice prior

to termination. Annual purchase commitments for ammonia are

approximately $18 million.

The supply agreements above contain periodic adjustments based

on certain economic indices and market analysis. The Company

believes the minimum product purchases under the agreements

are within the Company’s normal product purchases. Actual

purchases in future periods under the supply agreements could

differ materially due to fluctuations in demand requirements

related to varying sales levels as well as changes in economic

conditions.

(d) Construction Commitments

Construction commitments represent outstanding commitments

to customers to build and operate air separation plants in

Carrollton, KY and New Carlisle, IN. The projects will cost

approximately $65 million and are expected to begin operating in

the spring of 2009.

(e) Commitments and Contingencies of National Welders

National Welders is involved in various claims and legal actions

arising in the ordinary course of business. In the opinion of

National Welders’ management, the ultimate disposition of these

matters will not have a material or adverse effect on the entity’s

financial position, results of operations, or liquidity.

National Welders is self-insured for medical and workers’

compensation claims in North Carolina and South Carolina.

Medical claims are self-insured up to a $110 thousand limit per

person annually. Workers’ compensation claims are self-insured up

to $500 thousand per person annually. Provisions for expected

future payments for medical and workers’ compensation are

accrued based on estimates of the aggregate liability for claims

incurred plus an estimate for incurred but not reported claims

using historical experience.

Note 22
Supplemental Cash Flow Information

Cash paid for interest expense, discount on securitization and

income taxes was as follows:

(In thousands)
Years Ended March 31, 2007 2006 2005

Interest expense $ 72,418 $ 56,361 $ 49,480
Discount on securitization 13,630 9,371 4,711
Income taxes (net of refunds) 50,021 21,641 30,104

Significant non-cash investing and financing transactions were 

as follows:

(In thousands)
Years Ended March 31, 2007 2006 2005

Acquisition liabilities assumed $ 51,220 $ 18,295 $ 37,436

Cash flows, in excess of a management fee, associated with the

Company’s consolidated affiliate, National Welders (see Note 15),

are not available for the general use of the Company. Rather these

cash flows are used by National Welders for operations, capital

expenditures, and acquisitions and to satisfy financial obligations,

which are non-recourse to the Company. The Consolidated

Statement of Cash Flows at March 31, 2007, 2006 and 2005 reflect

the following sources and uses of cash associated with National

Welders:
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(In thousands)
Years Ended March 31, 2007 2006 2005

Net cash provided by 
operating activities $ 34,455 $ 23,497 $ 19,612
Net cash used in 

investing activities (47,507) (45,628) (29,240)
Net cash provided by

financing activities 13,527 21,309 9,500
Change in cash $ 475 $ (822) $ (128)

Management fee paid 
to the Company,
which is eliminated
in consolidation $ 1,454 $ 1,234 $ 1,089

Note 23
Summary by Business Segment

The Company aggregates its operations, based on products and

services, into two reportable segments, Distribution and All Other

Operations. The Distribution segment’s principal products are

packaged and less than truck load bulk gases, rent and hardgoods.

Gas sales include industrial, medical and specialty gases such as:

nitrogen, oxygen, argon, helium, acetylene, carbon dioxide, nitrous

oxide, hydrogen, welding gases, ultra high purity grades and

special application 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 supplies and equipment, safety products, and MRO

supplies. During fiscal years 2007, 2006 and 2005, the Distribution

segment accounted for approximately 85% of consolidated sales.

The All Other Operations segment consists of the Company’s Gas

Operations Division, the newly formed Airgas Merchant Gases and

the National Welders joint venture. The Gas Operations Division

produces and distributes certain gas products, principally carbon

dioxide, dry ice, nitrous oxide, anhydrous ammonia, and specialty

gases. Airgas Merchant Gases primarily produces oxygen, nitrogen,

and argon, most of which is supplied to business units in the

Distribution segment. National Welders is a producer and distribu-

tor of industrial, medical and specialty gases based in Charlotte,

North Carolina. The joint venture structure limits the Company’s

control over the National Welders operations and cash flows and is

the primary factor that led the Company to conclude that National

Welders is most appropriately reflected in the All Other Operations

segment. The business units reflected in the All Other Operations

segment individually are not material enough to meet the thresh-

olds to be reported as separate business segments. The elimination

entries represent intercompany sales from the Company’s All Other

Operations segment to its Distribution segment.

The Company’s operations are predominantly in the United States.

The Company’s customer base is diverse with no single customer

accounting for more than 0.5% of total net sales.

The accounting policies of the segments are the same as those

described in the Summary of Significant Accounting Policies (Note

1). Additionally, corporate operating expenses are allocated to each

segment based on sales dollars. However, sales associated with

National Welders are excluded from the corporate operating

expense allocation to All Other Operations as National Welders

maintains its own corporate functions. Corporate assets have been

allocated to the Distribution segment, intercompany sales are

recorded on the same basis as sales to third parties, and

intercompany transactions are eliminated in consolidation. See

Note 3 for the impact of acquisitions and divestitures on the

operating results of each segment.

Management utilizes more than one measurement and multiple

views of data to measure segment performance and to allocate

resources to the segments. However, the dominant measurements

are consistent with the Company’s consolidated financial

statements and, accordingly, are reported on the same basis below:

All Other
(In thousands) Distribution Operations Eliminations Combined

Fiscal 2007

Gas and rent $1,399,186 $ 485,209 $ (60,934) $1,823,461

Hardgoods 1,292,628 94,462 (5,500) 1,381,590

Total net sales 2,691,814 579,671 (66,434) 3,205,051

Cost of products sold,

excluding depreciation 

expense 1,355,367 278,157 (66,434) 1,567,090

Selling, distribution, and

administrative expenses 953,858 195,308 — 1,149,166

Depreciation expense 109,455 29,363 — 138,818

Amortization expense 6,426 2,099 — 8,525

Operating income 266,708 74,744 — 341,452

Assets 2,401,500 931,957 — 3,333,457

Capital expenditures 196,569 47,014 — 243,583

All Other
(In thousands) Distribution Operations Eliminations Combined

Fiscal 2006

Gas and rent $ 1,238,612 $ 415,560 $ (54,242) $1,599,930

Hardgoods 1,157,326 77,870 (5,516) 1,229,680

Total net sales 2,395,938 493,430 (59,758) 2,829,610

Cost of products sold, 

excluding depreciation

expense 1,223,435 238,301 (59,758) 1,401,978

Selling, distribution, and 

administrative expenses 864,192 167,140 — 1,031,332

Depreciation expense 95,615 26,781 — 122,396

Amortization expense 4,230 916 — 5,146

Operating income 208,466 60,292 — 268,758

Assets 1,931,205 543,207 — 2,474,412

Capital expenditures 176,019 38,174 — 214,193
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All Other
(In thousands) Distribution Operations Eliminations Combined

Fiscal 2005

Gas and rent $1,056,661 $ 318,748 $ (49,300) $1,326,109

Hardgoods 978,451 66,863 (3,641) 1,041,673

Total net sales 2,035,112 385,611 (52,941) 2,367,782

Cost of products sold, 

excluding depreciation 

expense 1,030,284 174,439 (52,941) 1,151,782

Selling, distribution, and 

administrative expenses 761,227 141,241 — 902,468

Depreciation expense 81,419 24,195 — 105,614

Amortization expense 4,943 521 — 5,464

Operating income 157,239 45,215 — 202,454

Assets 1,872,213 419,650 — 2,291,863

Capital expenditures 133,310 34,667 — 167,977

Note 24
Supplementary Information (Unaudited)

This table summarizes the unaudited results of operations for each

quarter of fiscal 2007 and 2006:

(In thousands, except 
per share amounts) First Second Third Fourth

2007

Net sales $ 773,036 $ 790,747 $ 787,407 $ 853,861

Operating income (b) 78,906 84,263 85,330 92,953

Net earnings (b),(c) 38,652 39,547 32,483 43,735

Basic earnings 

per share (a),(b),(c) $ 0.50 $ 0.51 $ 0.42 $ 0.56

Diluted earnings 

per share (a),(b),(c) $ 0.48 $ 0.49 $ 0.40 $ 0.54

2006

Net sales $ 678,125 $ 702,182 $ 702,407 $ 746,896

Operating income (d) 63,004 63,023 68,989 73,742

Net earnings (d),(e) 29,647 29,622 30,825 33,458

Basic earnings 

per share (a),(d),(e) $ 0.39 $ 0.39 $ 0.40 $ 0.43

Diluted earnings 

per share (a),(d),(e) $ 0.38 $ 0.38 $ 0.39 $ 0.42

a) Earnings per share calculations for each of the quarters are based on the weighted average
number of shares outstanding in each quarter. Therefore, the sum of the quarterly earnings per
share does not necessarily equal the full year earnings per share disclosed on the Consolidated
Statement of Earnings.

b) The quarterly results for fiscal 2007 include stock-based compensation expense of approxi-
mately $3.9 million ($2.7 million after tax), or $0.03 per diluted share per quarter, due to the
adoption of SFAS 123R, Share-Based Payment, utilizing the modified prospective method, no
stock-based compensation expense was reflected in prior periods. Additionally, the results
include a charge of $12.1 million ($7.9 million after tax), or approximately $0.10 per diluted
share, in the fiscal third quarter for the early extinguishment of debt.

c) The quarterly results for fiscal 2007 also include a one-time tax benefit in the first fiscal quar-
ter of $1.8 million, or $0.02 per diluted share, related to a change in the state income tax law
in Texas.

d) The quarterly results for fiscal 2006 include a second quarter loss of $2.8 million ($1.7 million
after tax), or $0.02 per diluted share, from hurricanes Katrina and Rita.

e) The quarterly results for fiscal 2006 also include a third quarter loss of $3.1 million ($1.9 mil-
lion after tax), or $0.02 per diluted share, from the divestiture of Rutland Tool; and a fourth
quarter after-tax charge of $2.5 million, or $0.03 per diluted share, recorded as a cumulative
effect of a change in accounting principle reflecting the adoption of FIN 47.

Note 25
Subsequent Event

On May 8, 2007, the Company announced that its Board of

Directors declared a regular quarterly cash dividend of $0.09 per

share. The dividend is payable June 29, 2007 to stockholders of

record as of June 15, 2007. See Note 13 for the May 8, 2007

adoption of the stockholders rights plan.

Note 26
Condensed Consolidating Financial Information of
Subsidiary Guarantors

The obligations of the Company under its senior subordinated

notes (“the Notes”) are guaranteed by the Company’s domestic

subsidiaries (the “Guarantors”). The guarantees are made fully and

unconditionally on a joint and several basis. The Company’s joint

venture operations, foreign holdings and bankruptcy remote

special purpose entity (the “Non-guarantors”) are not guarantors

of the Notes. The claims of creditors of Non-guarantor

subsidiaries have priority over the rights of the Company to

receive dividends or distributions from such subsidiaries.

Presented below is supplementary condensed consolidating

financial information for the Company, the Guarantors and the

Non-guarantors as of March 31, 2007 and March 31, 2006 and for

each of the years ended March 31, 2007, 2006 and 2005. As

disclosed in Note (3) Acquisitions and Divestitures, the Company

divested its subsidiary, Rutland Tool & Supply Co. (“Rutland

Tool”), in December 2005. Accordingly, the operating results of

Rutland Tool, which was a guarantor of the Company’s senior

subordinated notes, have been reclassified in the Consolidating

Statements of Earnings as discontinued operations for the years

ended March 31, 2006 and 2005. Additionally, intercompany

receivables and payables as of March 31, 2006 have been

reclassified to conform to the current period presentation and

stock issued for the employee stock purchase plan, previously

reflected as net cash provided by operating activities for the years

ended March 31, 2006 and 2005, has been reclassified as a source

of cash from financing activities.
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(In thousands) Non- Elimination
March 31, 2007 Parent Guarantors Guarantors Entries Consolidated

Assets

Current Assets

Cash $ — $ 24,652 $ 1,279 $ — $ 25,931

Trade receivables, net — 8,885 184,779 — 193,664

Intercompany receivable/(payable) — 1,177 (1,177) — —

Inventories, net — 232,790 17,518 — 250,308

Deferred income tax asset, net 22,342 10,383 (1,721) — 31,004

Prepaid expenses and other current assets 17,878 27,156 3,558 — 48,592

Total current assets 40,220 305,043 204,236 — 549,499

Plant and equipment, net 15,990 1,642,278 207,150 — 1,865,418

Goodwill — 742,114 90,048 — 832,162

Other intangible assets, net — 58,037 4,898 — 62,935

Investments in subsidiaries 2,558,871 — — (2,558,871) —

Other non-current assets 8,408 12,176 2,859 — 23,443

Total assets $ 2,623,489 $ 2,759,648 $ 509,191 $(2,558,871) $ 3,333,457

Liabilities and Stockholders’ Equity

Current Liabilities

Accounts payable, trade $ 849 $ 129,179 $ 16,357 $ — $ 146,385

Accrued expenses and other current liabilities 89,651 128,366 23,258 — 241,275

Current portion of long-term debt 30,000 5,915 4,381 — 40,296

Total current liabilities 120,500 263,460 43,996 — 427,956

Long-term debt, excluding current portion 1,198,400 9,910 101,409 — 1,309,719

Deferred income tax liability, net (3,704) 333,599 43,351 — 373,246

Intercompany (receivable)/payable 176,448 (70,778) (105,670) — —

Other non-current liabilities 6,463 25,712 7,788 — 39,963

Minority interest in affiliate — — 57,191 — 57,191

Commitments and contingencies

Stockholders’ Equity

Preferred stock, no par value — — — — —

Common stock, par value $0.01 per share 799 — — — 799

Capital in excess of par value 341,101 1,294,816 71,952 (1,366,768) 341,101

Retained earnings 792,433 902,320 286,138 (1,188,458) 792,433

Accumulated other comprehensive income 4,183 609 3,406 (4,015) 4,183

Treasury stock (13,134) — (370) 370 (13,134)

Total stockholders’ equity 1,125,382 2,197,745 361,126 (2,558,871) 1,125,382

Total liabilities and stockholders’ equity $ 2,623,489 $ 2,759,648 $ 509,191 $(2,558,871) $ 3,333,457
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(In thousands) Non- Elimination
March 31, 2006 Parent Guarantors Guarantors Entries Consolidated

Assets

Current Assets

Cash $ — $ 30,061 $ 4,924 $ — $ 34,985

Trade receivables, net — 7,149 125,096 — 132,245

Intercompany receivable/(payable) — (4,113) 4,113 — —

Inventories, net — 211,319 18,204 — 229,523

Deferred income tax asset, net 21,988 9,239 (1,086) — 30,141

Prepaid expenses and other current assets 7,289 20,713 3,620 — 31,622

Total current assets 29,277 274,368 154,871 — 458,516

Plant and equipment, net 18,285 1,194,523 185,949 — 1,398,757

Goodwill — 488,317 77,757 — 566,074

Other intangible assets, net — 22,362 3,886 — 26,248

Investments in subsidiaries 1,940,670 — — (1,940,670) —

Other non-current assets 15,491 6,394 2,932 — 24,817

Total assets $ 2,003,723 $ 1,985,964 $ 425,395 $(1,940,670) $ 2,474,412

Liabilities and Stockholders’ Equity

Current Liabilities

Accounts payable, trade $ 3,057 $ 122,078 $ 18,617 $ — $ 143,752

Accrued expenses and other current liabilities 112,396 66,241 21,364 — 200,001

Current portion of long-term debt 125,751 561 5,589 — 131,901

Total current liabilities 241,204 188,880 45,570 — 475,654

Long-term debt, excluding current portion 549,382 2,450 83,894 — 635,726

Deferred income tax liability, net 4,372 280,404 43,042 — 327,818

Intercompany (receivable)/payable 257,995 (148,123) (109,872) — —

Other non-current liabilities 3,611 25,242 2,011 — 30,864

Minority interest in affiliate — — 57,191 — 57,191

Commitments and contingencies

Stockholders’ Equity

Preferred stock, no par value — — — — —

Common stock, par value $0.01 per share 786 — — — 786

Capital in excess of par value 289,598 894,898 71,955 (966,853) 289,598

Retained earnings 665,158 741,623 228,662 (970,285) 665,158

Accumulated other comprehensive income 4,751 590 3,312 (3,902) 4,751

Treasury stock (13,134) — (370) 370 (13,134)

Total stockholders’ equity 947,159 1,637,111 303,559 (1,940,670) 947,159

Total liabilities and stockholders’ equity $ 2,003,723 $ 1,985,964 $ 425,395 $(1,940,670) $ 2,474,412
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(In thousands) Non- Elimination
March 31, 2007 Parent Guarantors Guarantors Entries Consolidated

Net Sales $ — $ 2,939,912 $ 265,139 $ — $ 3,205,051

Costs and Expenses

Costs of products sold

(excluding depreciation) — 1,454,162 112,928 — 1,567,090

Selling, distribution and

administrative expenses 6,593 1,039,066 103,507 — 1,149,166

Depreciation 6,074 115,202 17,542 — 138,818

Amortization — 7,958 567 — 8,525

Operating Income (Loss) (12,667) 323,524 30,595 — 341,452

Interest (expense) income, net (74,369) 19,146 (4,957) — (60,180)

(Discount) gain on securitization

of trade receivables — (81,487) 67,857 — (13,630)

Loss on the extinguishment of debt (12,099) — — — (12,099)

Other income (expense), net (82) (1,543) 3,226 — 1,601

Earnings (loss) before income taxes 

and minority interest (99,217) 259,640 96,721 — 257,144

Income tax benefit (expense) 34,555 (98,941) (35,497) — (99,883)

Minority interest in earnings of

consolidated affiliate — — (2,845) — (2,845)

Equity in earnings of subsidiaries 219,078 — — (219,078) —

Net Earnings $ 154,416 $ 160,699 $ 58,379 $ (219,078) $ 154,416

(In thousands) Non- Elimination
March 31, 2006 Parent Guarantors Guarantors Entries Consolidated

Net Sales $ — $ 2,608,146 $ 221,464 $ — $ 2,829,610

Costs and Expenses

Costs of products sold

(excluding depreciation) — 1,306,924 95,054 — 1,401,978

Selling, distribution and

administrative expenses 24,135 912,700 94,497 — 1,031,332

Depreciation 7,518 98,984 15,894 — 122,396

Amortization — 4,992 154 — 5,146

Operating Income (Loss) (31,653) 284,546 15,865 — 268,758

Interest (expense) income, net (72,767) 22,781 (3,826) — (53,812)

(Discount) gain on securitization

of trade receivables — (73,990) 64,619 — (9,371)

Other income (expense), net 19,784 (18,006) 684 — 2,462

Earnings (loss) before income taxes

and minority interest (84,636) 215,331 77,342 — 208,037

Income tax benefit (expense) 29,623 (79,415) (28,074) — (77,866)

Minority interest in earnings of

consolidated affiliate — — (2,656) — (2,656)

Equity in earnings of subsidiaries 178,564 — — (178,564) —

Loss from discontinued

operations,net of tax — (1,424) — — (1,424)

Cumulative effect of a change in

accounting principle, net of tax — (2,296) (244) — (2,540)

Net Earnings $ 123,551 $ 132,196 $ 46,368 $ (178,564) $ 123,551
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(In thousands) Non- Elimination
March 31, 2005 Parent Guarantors Guarantors Entries Consolidated

Net Sales $ — $ 2,173,444 $ 194,338 $ — $ 2,367,782

Costs and Expenses

Costs of products sold

(excluding depreciation) — 1,069,711 82,071 — 1,151,782

Selling, distribution and

administrative expenses 31,690 786,050 84,728 — 902,468

Depreciation 7,410 84,093 14,111 — 105,614

Amortization 99 5,269 96 — 5,464

Operating Income (Loss) (39,199) 228,321 13,332 — 202,454

Interest (expense) income, net (70,493) 23,228 (3,980) — (51,245)

(Discount) gain on securitization

of trade receivables — (61,185) 56,474 — (4,711)

Other income (expense), net 21,249 (20,686) 566 — 1,129

Earnings (loss) before income taxes

and minority interest (88,443) 169,678 66,392 — 147,627

Income tax benefit (expense) 30,955 (61,538) (23,678) — (54,261)

Minority interest in earnings of

consolidated affiliate — — (1,808) — (1,808)

Equity in earnings of subsidiaries 149,510 — — (149,510) —

Income from discontinued

operations,net of tax — 464 — — 464

Net Earnings $ 92,022 $ 108,604 $ 40,906 $ (149,510) $ 92,022
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(In thousands) Non- Elimination
March 31, 2007 Parent Guarantors Guarantors Entries Consolidated

Net cash provided by (used in)

operating activities $ (102,808) $ 390,032 $ 30,931 $ — $ 318,155

Cash Flows from Investing Activities

Capital expenditures (4,012) (215,532) (24,039) — (243,583)

Proceeds from sale of plant and equipment 177 6,835 1,673 — 8,685

Business acquisitions, holdbacks and other

settlements of acquisition related liabilities — (657,286) (30,606) — (687,892)

Other, net (572) 25 73 — (474)

Net cash used in investing activities (4,407) (865,958) (52,899) — (923,264)

Cash Flows from Financing Activities

Proceeds from borrowings 1,480,984 15,743 94,737 — 1,591,464

Repayment of debt (926,827) (2,930) (78,429) — (1,008,186)

Financing costs (5,103) — — — (5,103)

Premium paid on call of senior

subordinated notes (10,267) — — — (10,267)

Minority interest in earnings — — (2,845) — (2,845)

Proceeds from the exercise of stock options 15,107 — — — 15,107

Stock issued for employee stock purchase plan — 11,951 — — 11,951

Tax benefit realized from the exercise 

of stock options 9,013 — — — 9,013

Dividends paid to stockholders (21,980) — — — (21,980)

Cash overdraft 16,901 — — — 16,901

Inter-company (450,613) 445,753 4,860 — —

Net cash provided by financing activities 107,215 470,517 18,323 — 596,055

Change In Cash $ — $ (5,409) $ (3,645) $ — $ (9,054)

Cash – Beginning of year — 30,061 4,924 — 34,985

Cash – End of year $ — $ 24,652 $ 1,279 $ — $ 25,931 
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(In thousands) Non- Elimination
March 31, 2006 Parent Guarantors Guarantors Entries Consolidated

Net cash provided by (used in)

operating activities $ (13,484) $ 261,618 $ 103,501 $ — $ 351,635

Cash Flows from Investing Activities

Capital expenditures (3,161) (183,651) (27,381) — (214,193)

Proceeds from sale of plant and equipment 104 5,143 2,955 — 8,202

Proceeds from divestiture — 14,562 — — 14,562

Business acquisitions, holdbacks and other

settlements of acquisition related liabilities — (128,742) (24,686) — (153,428)

Other, net 749 (390) (189) — 170

Net cash used in investing activities (2,308) (293,078) (49,301) — (344,687)

Cash Flows from Financing Activities

Proceeds from borrowings 478,848 2,363 87,168 — 568,379

Repayment of debt (512,718) (6,388) (87,426) — (606,532)

Purchase of treasury stock (12,771) — — — (12,771)

Minority interest in earnings — — (2,656) — (2,656)

Minority stockholder note repayment — — 21,000 — 21,000

Proceeds from exercise of stock options 19,707 — — — 19,707

Stock issued for employee stock purchase plan — 10,534 — — 10,534

Dividends paid to stockholders (18,449) — — — (18,449)

Cash overdraft 16,530 — (345) — 16,185

Inter-company 44,645 25,672 (70,317) — —

Net cash provided by (used in)

financing activities 15,792 32,181 (52,576) — (4,603)

Change In Cash $ — $ 721 $ 1,624 $ — $ 2,345

Cash – Beginning of year — 29,340 3,300 — 32,640

Cash – End of year $ — $ 30,061 $ 4,924 $ — $ 34,985
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(In thousands) Non- Elimination
March 31, 2005 Parent Guarantors Guarantors Entries Consolidated

Net cash provided by (used in)

operating activities $ (35,408) $ 234,841 $ 12,977 $ — $ 212,410

Cash Flows from Investing Activities

Capital expenditures (3,890) (136,231) (27,856) — (167,977)

Proceeds from sale of plant and equipment 50 3,761 1,550 — 5,361

Proceeds from divestiture — 828 — — 828

Business acquisitions, holdbacks and other

settlements of acquisition related liabilities — (186,000) (5,820) — (191,820)

Other, net 267 — (96) — 171

Net cash used in investing activities (3,573) (317,642) (32,222) — (353,437)

Cash Flows from Financing Activities

Proceeds from borrowings 547,762 2,069 71,619 — 621,450

Repayment of debt (436,768) (1,321) (56,595) — (494,684)

Financing costs (2,531) — — — (2,531)

Termination of interest rate hedge 3,948 — — — 3,948

Minority interest in earnings — — (1,808) — (1,808)

Proceeds from exercise of stock options 20,374 — — — 20,374

Stock issued for employee stock purchase plan — 9,907 — — 9,907

Dividends paid to stockholders (13,643) — — — (13,643)

Cash overdraft 5,592 — — — 5,592

Inter-company (85,753) 77,917 7,836 — —

Net cash provided by financing activities 38,981 88,572 21,052 — 148,605

Change In Cash $ — $ 5,771 $ 1,807 $ — $ 7,578

Cash – Beginning of year — 23,569 1,493 — 25,062

Cash – End of year $ — $ 29,340 $ 3,300 $ — $ 32,640
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Reconciliation of Net Cash Provided by Operating Activities to Free Cash Flow

(In thousands)

Years Ended March 31, 2003 2004 2005 2006 2007

Net cash provided by operating activities $ 187,012 $ 203,790 $ 212,410 $ 351,635 $ 318,155

Less: Net cash provided by operating 

activities of National Welders (1) — (9,831) (19,612) (23,497) (34,455)

Plus: Management fees paid by 

National Welders (1) — 249 1,089 1,234 1,454

Proceeds from sale of plant

and equipment 4,260 5,347 5,361 8,202 8,685

Operating lease buyouts — 4,011 24,130 14,558 9,509

Stock issued for employee stock

purchase plan 8,951 6,889 9,907 10,534 11,951

Tax benefit realized from exercise

of stock options — — — — 9,013

Less: Cash provided by the securitization

of trade receivables (24,900) (3,700) (27,300) (54,300) (20,200)

Capital expenditures (67,969) (93,749) (167,977) (214,193) (243,583)

Add back capital expenditures

of National Welders (1) — 2,265 24,584 21,362 18,449

Free Cash Flow $ 107,354 $ 115,271 $ 62,592 $ 115,535 $ 78,978

(1) National Welders Supply Co. (“National Welders”) is a corporate joint venture meeting the definition of a variable interest entity and for which the Company is the primary beneficiary as described under
FIN 46R. National Welders was consolidated effective December 31, 2003. Prior to January 1, 2004, the Company reported the results of National Welders in “Equity in Earnings of Unconsolidated Affiliate.”
The liabilities of National Welders are non-recourse to the Company. Likewise, the cash flows in excess of the management fee paid by National Welders are not available to the Company. Accordingly, the
cash flows of National Welders have been excluded from the Company’s non-GAAP liquidity measures.

The Company believes that free cash flow provides investors meaningful insight into the Company’s ability to generate cash from operations, which can be used at management’s discretion for acquisitions,
the prepyament of debt or to support other investing and financing activities.

Reconciliation of EPS from Continuing Operations to Adjusted EPS from Continuing Operations

Year Ended March 31,

2007 2006
Diluted EPS Diluted EPS

Earnings per diluted share (EPS) from continuing operations, as reported $ 1.92 $ 1.62

Plus charge for early extinguishment of debt, net of tax 0.10 —

Less tax benefit related to state tax law change (0.02) —

Plus losses related to hurricanes, net of tax — 0.02

Less stock-based compensation not recognized in prior period, net of tax — (0.10)

Adjusted EPS from continuing operations $ 2.00 $ 1.54

Year-over-year increase in adjusted EPS from continuing operations 30%

The Company believes the Adjusted EPS from Continuing Operations measure provides meaningful insight into earnings growth by adjusting for significant unusual items and the prospective implementation
of SFAS 123R.
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Nineteen Year Reconciliation of Operating income to Adjusted EBITDA to Cash from Operations

(In thousands)
Years Ended March 31, 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Operating income 15,958 23,221 17,286 26,316 34,367 48,667 72,600 92,987 80,480 111,709 112,607 105,461 106,728 124,938 156,336 168,544 202,454 268,758 341,452
Add:
Depreciation & amortization 11,147 17,387 21,158 23,420 28,042 30,571 36,868 45,762 64,428 82,227 83,839 85,262 82,796 71,757 79,279 87,447 111,078 127,542 147,343
Adjusted EBITDA 27,105 40,608 38,444 49,736 62,409 79,238 109,468 138,749 144,908 193,936 196,446 190,723 189,524 196,695 235,615 255,991 313,532 396,300 488,795

(Uses)/sources of cash 
excluded from Adjusted 
EBITDA, included in 
Cash from Operations:

Interest expense, net (12,245) (16,198) (15,179) (12,838) (11,403) (12,486) (17,625) (24,862) (39,367) (52,603) (59,677) (56,879) (59,550) (46,775) (46,374) (42,357) (51,245) (53,812) (60,180)
Discount on securitization of 

receivables — — — — — — — — — — — — (1,303) (4,846) (3,326) (3,264) (4,711) (9,371) (13,630)
Current income taxes 404 1,700 (599) (3,591) (5,653) (7,838) (12,345) (17,654) (20,012) (16,502) (17,244) (16,902) (13,402) 4,546 (33,174) (24,623) (22,622) (30,718) (47,972)
Other income (expense) 215 157 870 214 546 453 1,607 781 1,695 9,811 29,491 18,625 1,324 5,987 2,132 1,472 1,129 2,462 1,601
Equity in earnings of Elkem 

joint venture 1,415 1,435 2,009 2,019 (897) (1,258) (840) (1,428) (1,356) (1,478) (869) — — — — — — — —
(Gains)/losses on divestitures — — — — — — (560) — — (1,452) (25,468) (17,712) (1,173) (5,548) 241 — (360) 1,900 —
(Gain)/losses on sale of PP&E (32) 2 (715) (76) (292) (63) 110 (12) 616 (504) (222) (915) 502 405 (257) (837) (321) (1,330) 39
Stock-based compensation

expense — — — — — — — — — — — — — — — — — — 15,445
Income(loss) on discontinued 

operations — — — — — — — — 478 (635) (871) (335) (400) (3,529) (1,776) (457) 464 (1,424) —
Other non-cash charges 260 308 252 250 — — — — 3,930 11,422 — 458 2,281 1,068 — — — — —
Cash provided (used) by 

working capital 4,379 702 6,712 15,968 13,608 6,752 (2,030) (6,948) (14,801) (13,548) (25,273) (22,686) 78,329 95,691 33,931 17,865 (23,456) 47,628 (65,943)

Net Cash Provided by 
Operating Activities 21,501 28,714 31,794 51,682 58,318 64,798 77,785 88,626 76,091 128,447 96,313 94,377 196,132 243,694 187,012 203,790 212,410 351,635 318,155

The Company believes Adjusted EBITDA provides investors meaningful insight into the Company's ability to generate cash from operations to support required working capital, capital expenditures and financial obligations.
Certain reclassifications have been made to prior period financial statements to conform to the current presentation.

Reconciliation and Computation of Return on Capital

(In thousands)

Years Ended March 31, 2003 2004 2005 2006 2007

Operating Income $ 156,336 $ 168,544 $ 202,454 $ 268,758 $ 341,252

Plus (Less):

Restructuring/special charges (recoveries) , net 2,694 (776) — — —

Adjusted Operating Income $ 159,030 $ 167,768 $ 202,454 $ 268,758 $ 341,452

Five-Quarter Average of Total Assets $ 1,705,114 $ 1,776,185 $ 2,112,504 $ 2,378,324 $ 2,679,575

Five-Quarter Average of

Securitized Trade Receivables 147,680 157,400 183,300 216,360 246,240

Five-Quarter Average of

Current Liabilities (exclusive of debt) (219,153) (216,081) (269,975) (326,618) (354,623)

Five-Quarter Average of

Investment in Unconsolidated Affiliates (65,416) (39,793) — — —

Five-Quarter Average Capital Employed $ 1,568,225 $ 1,677,711 $ 2,025,829 $ 2,268,066 $ 2,571,192

Return on Capital 10.1% 10.0% 10.0% 11.8% 13.3%

The Company believes this return on capital computation helps investors assess how effectively the Company uses the capital invested in its operations.
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Independent Registered Public Accounting Firm

KPMG LLP
1601 Market Street
Philadelphia, PA 19103

Transfer Agent

The Bank of New York
101 Barclay Street
New York, NY 10286

Equal Opportunity at Airgas

Airgas is committed to providing equal opportunities in the 
workplace.

Forward-Looking Statements

All forward-looking statements are based on current expectations
regarding important risk factors, which include, but are not
limited to, the factors described in “Management’s Discussion and
Analysis of Financial Condition and Results of Operations”
contained in this Annual Report.

Code of Ethics and Business Conduct

The Company has adopted a Code of Ethics and Business Conduct
applicable to its employees, officers and directors. The Code of
Ethics and Business Conduct is available on the Company’s
website under “Company Information.” Amendments to and
waivers from the Code of Ethics and Business Conduct will also be
disclosed promptly on the website. In addition, stockholders may
request a printed copy of the Code of Ethics and Business
Conduct, free of charge, by contacting the Company’s Investor
Relations Department.

Corporate Governance Guidelines

The Company has adopted Corporate Governance Guidelines as
well as charters for its Audit Committee and Governance &
Compensation Committee. These documents are available on the
Company’s website under “Company Information.” Stockholders
may also request a copy of these documents, free of charge, by
contacting the Company’s Investor Relations Department.

Certifications

The Certification of the Company’s Chief Executive Officer
required by Section 303A.12(a) of The New York Stock Exchange
Listed Company Manual relating to the Company’s compliance
with The New York Stock Exchange’s Corporate Governance
Listing Standards was submitted to The New York Stock Exchange
on September 7, 2006. The Company submitted an interim written
affirmation to The New York Stock Exchange on October 11, 2006
following a change in the membership of the Company’s Board of
Directors. The Company also filed certifications of its Chief
Executive Officer and Chief Financial Officer pursuant to Section
302 of the Sarbanes-Oxley Act of 2002 as exhibits to its Annual
Report on Form 10-K for each of the years ended March 31, 2007,
2006, and 2005.

Corporate Office

259 North Radnor-Chester Road
Radnor, PA 19087-5283
Telephone: 800 255-2165
Fax: 610 687-1052

www.airgas.com

Annual Meeting

The 2007 Annual Meeting of Stockholders of Airgas, Inc. will be
held on Tuesday, August 7, 2007, at 11:00 a.m., Eastern Daylight
Time, at the Four Seasons Hotel, One Logan Square, Philadelphia,
Pennsylvania 19103.

Financial Information

The Company’s Annual Report on Form 10-K, Quarterly 
Reports on Form 10-Q, Current Reports on Form 8-K and any
amendments to those reports filed with or furnished to the
Securities and Exchange Commission are available free of charge
on the Company’s website (www.airgas.com) under the “Investors”
section or upon request. Requests for copies of Airgas’ publicly
filed documents and other stockholder inquiries should be
directed to:

Investor Relations Department
Airgas, Inc.
259 North Radnor-Chester Road
Radnor, PA 19087-5283
Telephone: 610 902-6206
Fax: 610 225-3271

E-mail: investor@airgas.com

Quarterly Stock Information

Dividend
High Low Per Share

Fiscal 2007
First Quarter $ 41.41 $ 33.79 $ 0.070
Second Quarter 38.12 34.11 0.070
Third Quarter 42.91 36.05 0.070
Fourth Quarter 42.72 39.31 0.070

Fiscal 2006
First Quarter $ 25.00 $ 21.58 $ 0.060
Second Quarter 29.75 24.73 0.060
Third Quarter 33.44 27.30 0.060
Fourth Quarter 39.58 31.83 0.060

Common Stock

Airgas’ common stock is listed on The New York Stock Exchange.
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