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PART I - FINANCIAL INFORMATION
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS
GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
Three Months Ended
October 31
In thousands. except per share data 2003 2002
Revenue:
Product sales $ 115,747 $ 114,869
Service sales 14,538 13911
130,285 128.780
Costs and Expenses:
Cost of products sold 77,701 75,799
Cost of services sold 7,820 7,145
Selling, general and administrative 32,714 32,417
Research and development 6,435 6,516
Restructuring charges (Note 3) 486 o
125.156 121.877
Operating income 5,129 6,903
Other income (expense) (1,137) (340)
Interest expense (3.212) (2.146)
Earnings before income taxes 780 4,417
Provision (benefit) for income taxes 1.982 1.300
Net earnings $ 2,762 $ 3,117
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Earnings per share of common stock:

Basic $ 12 $ .14
Diluted $ 12 $ 14
Dividends $ - ) -

Average shares outstanding:
Basic 22,193 22,137
Diluted 22,455 22,137

See accompanying notes to consolidated financial statements.
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GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
Six Months Ended
October 31,
In thousands. except per share data 2003 2002
Revenue:
Product sales $ 230,436 $ 227,096
Service sales 28.806 27.562
259.242 254.658
Costs and Expenses:
Cost of products sold 155,336 150,613
Cost of services sold 15,314 14,337
Selling, general and administrative 65,747 64,130
Research and development 12,626 12,792
Restructuring charges (Note 3) 486 (100)
249.509 241.772

Operating income 9,733 12,886
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Other income (expense) (2,153) (1,206)
Interest expense (6.315) (4.377)
Earnings from continuing operations before income taxes 1,265 7,303
Provision (benefit) for income taxes (1.860) 1.964
Earnings from continuing operations 3,125 5,339

Discontinued operations (Note 9):

Income from operations of disposed business, net of

taxes of $92 in fiscal 2003 - 172
Gain on sale of disposed business, net of taxes of

$2,244 in fiscal 2003 — 1.222

Net earnings $ 3,125 $ 6,733

Earnings per share of common stock:

Basic:
Earnings from continuing operations $ 14 $ 24
Discontinued operations — .06
Net earnings $ 14 $ .30
Diluted:
Earnings from continuing operations $ 14 $ 24
Discontinued operations — .06
Net earnings $ 14 $ 30
Dividends $ --- $ ---

Average shares outstanding:
Basic 22,183 22,123
Diluted 22,464 22,123

See accompanying notes to consolidated financial statements.
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GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Unaudited)
October 31,
In thousands. except share data 2003
Assets:
Current Assets:
Cash and cash equivalents $ 9,680
Accounts receivable, net of allowance for doubtful
accounts of $8,251 and $7,277, respectively 89,938
Inventories 52,736
Deferred income taxes 3,855
Prepaid expenses and other current assets 10.330
166.539
Property, Plant and Equipment 122,368
Less accumulated depreciation 77.614
44,754
Intangible Assets:
Goodwill 50,231
Prepaid pension cost 8,483
Patents and other intangible assets, net of
accumulated amortization 6.718
65.432
Deferred Income Taxes 17,779
Other Assets 8913
$303,417

Liabilities and Shareholders' Equity

April 30,

2003

$ 20,697

89,657
51,982
5,300
— 8327
175.963
122,674
75.309

47.365

48,912

8,483

6.777
64.172
14,855

4.336

$ 306,691
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Current Liabilities:

Current maturities of long-term debt $ 10,941 $ 14,807
Accounts payable 39,917 45,024
Accrued compensation and benefits 13,766 23,167
Other accrued liabilities 22,646 18,202
Deferred revenue 11,153 10,000
Advances on sales contracts 1.045 945

99.468 112.145

Noncurrent Liabilities:

Accrued pension benefit liability 23,549 23,549
Other liabilities 5,517 5,534
Long-term debt 69.704 71.000
98.770 100,083

4

Contingencies and Commitments (Note 10)

Shareholders' Equity:

Preferred stock, no par value;
authorized 10,000,000 shares; no shares issued --- ---

Common stock, $1.00 par value;
authorized 65,000,000 shares; issued

22,933,421 and 22,908,180 shares, respectively 22,933 22,908
Paid-in capital 43,624 43,703
Retained earnings 71,037 67,912

Treasury stock, at cost (730,635
and 745,184 shares, respectively) (15,024) (15,323)
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Unamortized value of restricted stock grants (151) (211)
Accumulated other comprehensive loss (17.240) (24.526)
105.179 94.463

$303,417 $306,691

See accompanying notes to consolidated financial statements.
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GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Six Months Ended
October 31.
In thousands 2003 2002
Cash Provided by (Used for):
Operating Activities:
Net earnings $ 3,125 $ 6,733
Adjustments to reconcile net earnings
to cash provided by (used for) operating activities:
Depreciation and amortization 5,926 6,751
Restructuring charges 486 (100)
Gain on sale of disposed business, net of taxes --- (1,222)
Deferred income taxes (1,855) 289
Other non-cash items 1,370 550
Changes in operating accounts:
Receivables 1,101 1,360

Inventories 677 (380)
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Prepaid expenses
Accounts payable and accrued expenses
Provided by (Used for) Operating Activities:
Investing Activities:
Additions to property, plant and equipment
Intangible and other assets
Proceeds from sales of assets
Proceeds from sale of disposed business
Proceeds from settlement of promissory note
Provided by (Used for) Investing Activities:
Financing Activities:
Borrowings under term loans
Repayments of borrowings under term loans
Net change in revolver
Net short-term financing
Debt issue costs
Exercise of stock options
Other common stock activity

(Used for) Financing Activities:

Effect of exchange rate changes on cash

Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Period

Cash and Cash Equivalents, End of Period

See accompanying notes to consolidated financial statements.

(1,520)
—0.671)
(361)

(1,654)

(567)

994

1.227)

65,000
(81,103)

10,941

(5,604)

71

44

(10.651)

1,222

(11,017)
20.697

$ 9,680

2,903

(4.198)

12.686

(900)
(480)
3,937

6,595

152

3,000

(16,673)

(205)

(376)

53

(14.201)

889

8,526
16.220

$ 24,746
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GERBER SCIENTIFIC, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
NOTE 1. Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America for interim financial statements and with the instructions
to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes
required by accounting principles generally accepted in the United States of America for complete financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary for a fair presentation have been included. Operating results for the three- and six-month periods ended
October 31, 2003 are not necessarily indicative of the results that may be expected for the year ending April 30, 2004.
The financial information included in this quarterly report on Form 10-Q should be read in conjunction with the
consolidated financial statements and notes in the Company's annual report on Form 10-K for the fiscal year ended
April 30, 2003, filed with the SEC on July 29, 2003. The balance sheet at April 30, 2003 has been derived from the
audited consolidated financial statements at that date but does not include all the information and footnotes required
by accounting principles generally accepted in the United States of America for complete financial statements.

NOTE 2. Inventories

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

October 31. 2003 April 30. 2003

Raw materials and purchased parts $31,187 $28,796
Work in process 1,395 1,859
Finished goods _20.154 _21.327

$52,736 $51,982

NOTE 3. Restructuring Charges

In fiscal 2004, 2003 and 2002, the Company recorded restructuring charges, consisting of employee separation and
facility consolidation costs, associated with ongoing efforts to reduce costs. For further information on the fiscal 2003
and 2002 charges, refer to the consolidated financial statements and footnotes thereto included in the Company's
annual report on Form 10-K for the year ended April 30, 2003, filed with the SEC on July 29, 2003.

In fiscal 2004, the Company recorded restructuring charges of $0.5 million. The Sign Making and Specialty Graphics

segment incurred $0.2 million of these charges and the Ophthalmic Lens Processing segment incurred $0.3 million of
these charges.

11
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The Sign Making and Specialty Graphics segment charges consisted of employee separation costs related to an
insignificant product line that was exited. The Ophthalmic Lens Processing segment's charges consisted of employee
separation costs associated with the transition of segment operations to the shared services program and costs
associated with a facility consolidation. Both segments' employee separations will be completed during the third
quarter of fiscal 2004. There will be an insignificant amount of future costs related to these activities.

7

The following table displays a roll forward of the accruals established during the second quarter of fiscal 2004 by

segment (in thousands):

Sign Making and Specialty Graphics
Fiscal 2004 charge
Utilization

Ending balance at October 31, 2003

Ophthalmic Lens Processing
Fiscal 2004 charge
Utilization

Ending balance at October 31, 2003

Employee
Separation
Accrual

$ 172

(155)

17

Facility
Consolidation
Accrual Total
$ - $ 172
- (155)
- 17
135 314
- (19)
135 295
$ 135 $ 312

Of the remaining balance at October 31, 2003, $0.2 million is expected to be paid in fiscal 2004, and $0.1 million in

fiscal 2005.

Fiscal Year 2003 Restructuring Update

The following table displays a roll forward of the accruals established in fiscal 2003 by segment (in thousands):

Employee
Separation
Accrual

Facility
Consolidation
Accrual

Total

12
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Sign Making and Specialty Graphics

Balance at April 30, 2003 $ 666 $ - $ 666
Utilization (666) — (666)

Ending balance at October 31, 2003 — — —--

Apparel and Flexible Materials

Balance at April 30, 2003 602 401 1,003
Utilization 599 (90) 689
Ending balance at October 31, 2003 3 311 314
$ 3 $ 311 $ 314

8

Of the remaining balance at October 31, 2003, $0.1 million is expected to be paid in fiscal 2004, $0.1 million in fiscal
2005, and $0.1 million in fiscal 2006.

Fiscal Year 2002 Restructuring Update

As of April 30, 2003, accruals of approximately $1.0 million for severance costs remained, all of which represented
severance and other amounts payable to the former Chief Executive Officer. In the three and six months ended
October 31, 2003, approximately $0.1 million and $0.7 million, respectively, in cash payments were charged against
this accrual, reducing the balance to $0.3 million at October 31, 2003. Of this remaining balance, $0.1 million is
expected to be paid in fiscal 2004 and $0.2 million in fiscal 2005.

NOTE 4. Goodwill and Other Intangible Assets

Goodwill and other intangible assets include (in thousands):

As of October 31, 2003 As of April 30, 2003
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization

Amortized intangible
assets:

13
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Patents $ 9,969 $3,711 $ 10,300 $ 3,886
Other 1.112 652 1.073 710
11,081 4,363 11,373 4,596

Unamortized intangible

assets:
Goodwill 50,231 --- 48,912 —
Prepaid pension cost _ 8483 I _ 8483 R
$ 69,795 $ 4,363 $ 68,768 $ 4,596

Intangible amortization expense was $0.2 million and $0.5 million for the three and six months ended October 31,
2003, respectively, and $0.3 million and $0.6 million for the three and six months ended October 31, 2002,
respectively. Intangible amortization expense is estimated to be approximately $0.8 million for fiscal 2004 and
approximately $0.7 million for fiscal 2005, and approximately $0.6 million annually for fiscal years 2006 through
2009.

The following table displays the changes in the carrying amount of goodwill by operating segment for the six months
ended October 31, 2003 (in thousands):

Sign Making Apparel and  Ophthalmic

and Specialty Flexible Lens
Graphics Materials Processing Total
Balance as of May 1, 2003 $19,276 $12,640 $16,996 $48.912
Effects of currency translation _1.271 48 - 1.319
Balance as of October 31, 2003 $20,547 $12,688 $16,996 $50,231
9

During the first six months of fiscal 2004, the Company reviewed its goodwill for impairment in the Sign Making and
Specialty Graphics and Ophthalmic Lens Processing segments. Based on this review, the Company was not required
to record any additional goodwill impairments.

NOTE 5. Derivative Instruments and Hedging Activities
The Company is exposed to fluctuations in foreign currency exchange rates due to its global presence and

international sales and purchase activities. These foreign currency exposures are identified and managed at the
operating unit level. To manage some of these risks, the Company uses forward exchange contracts. These contracts

14
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are viewed as risk management tools, involve little complexity, and are not used for trading or speculative purposes.
Counterparties to forward exchange contracts are major international commercial banks. The Company does not
anticipate non-performance by the counterparties.

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

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

As of October 31, 2003, the Company was party to approximately $22.0 million in forward exchange contracts
providing for the delivery of the various currencies in exchange for others over the succeeding 12 months. The fair
value of the contracts outstanding at October 31, 2003 was a $1.5 million net liability.

For the six months ended October 31, 2003, the Company recognized in earnings realized losses of $0.1 million
related to the ineffectiveness of settled cash flow hedges. Also, as of October 31, 2003, the Company reclassified into
earnings an unrealized loss of $0.2 million as a result of the discontinuance of cash flow hedges because it became
probable that the original forecasted transactions would not occur.

10

Year to Date Activity

The changes in shareholders' equity associated with hedging activity for the six months ended October 31, 2003 and
2002 were as follows:

Six Months Ended
October 31
(In thousands) 2003 2002
Balance -- May 1, 2003 and 2002 $ (1,420) $ (669)
Cash flow hedging loss (608) (2,160)

15
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Net loss reclassified to income statement 1.215 1.164
Balance -- October 31, 2003 and 2002 $ (813) $ (1,665)

Of the amount recorded in shareholders' equity at October 31, 2003, a $0.8 million loss is expected to be reclassified
into earnings over the next twelve months.

NOTE 6. Segment Information

The Company's operations are classified into three operating segments: Sign Making and Specialty Graphics, Apparel
and Flexible Materials, and Ophthalmic Lens Processing. Those segments are determined based on management's
evaluation of the Company's businesses. Financial data for the three- and six-month periods ended October 31, 2003
and 2002 are shown in the following tables.

Three Months Ended Six Months Ended
October 31, October 31.
In thousands 2003 2002 2003 2002
Segment revenue:
Sign Making and Specialty $ 71,472 $ 68,872 $144,313 $135,266
Graphics
Apparel and Flexible Materials 38,378 37,806 75,985 76,484
Ophthalmic Lens Processing 20.435 22.102 38.944 42908
$130,285 $128,780 $259,242 $254,658
Segment profit:
Sign Making and Specialty $ 4,509 $ 5431 $ 9,578 $ 9,920
Graphics
Apparel and Flexible Materials 4,178 3,712 7,151 7,706
Ophthalmic Lens Processing ___ 392 _1.626 351 _ 2707
$ $ 10,769 $ 17,080 $ 20,333
9,079

16
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A reconciliation of total segment profit to consolidated income from continuing operations before income
taxes follows:

Three Months Ended Six Months Ended
October 31, October 31,

In thousands 2003 2002 2003 2002
Segment profit $ 9,079 $10,769 $17,080 $20,333
Corporate expenses, net of other

income/(expense) (5.087) (4.206) (9.500) (8.653)
Earnings from continuing operations

before interest and taxes 3,992 6,563 7,580 11,680
Interest expense (3.212) (2.146) (6.315) (4.377)
Earnings from continuing operations

before income taxes $ 780 $ 4417 $ 1,265 $ 7,303

Segment profit for the three and six months ended October 31, 2003 included restructuring charges of $0.2 million
incurred in the Sign Making and Specialty Graphics operating segment and $0.3 million incurred in the Ophthalmic
Lens Processing operating segment.

Segment profit for the six months ended October 31, 2002 included reversals of previously established restructuring
reserves of $0.1 million for the Apparel and Flexible Material operating segment.

There were no material changes in segment assets, the measure of segment profit, or differences in the basis of
segmentation since the Company's last annual report on Form 10-K for the fiscal year ended April 30, 2003, filed with
the SEC on July 29, 2003.

NOTE 7. Comprehensive Income

The Company's total comprehensive income was as follows:

Three Months Ended Six Months Ended
October 31, October 31,
In thousands 2003 2002 2003 2002
Net earnings $ 2,762 $ 3,117 $ 3,125 $ 6,733

Other comprehensive income:

17
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Foreign currency translation

adjustments 5,800 929
Cash flow hedging gain (loss), net 275 79
Total comprehensive income $ 8,837 $ 4,125

NOTE 8. Earnings Per Share

6,679

607

$10,411

6,890

(996)

$12,627

The following table sets forth the computation of basic and diluted earnings per share for the periods indicated:

12

Three Months Ended
October 31

In thousands. except per share amounts 2003 2002

Numerator:
Earnings from continuing operations $2,762 $3,117
Discontinued operations:

Income from operations of disposed
business, net of tax — —

Gain on sale of disposed business,
net of tax === ===

Net earnings $2,762 $3,117

Denominators:

Denominator for basic earnings per
share--weighted-average shares
outstanding 22,193 22,137

Effect of dilutive securities:
Stock options 262 -
Denominator for diluted earnings per

share--adjusted weighted-average
shares outstanding 22,455 22,137

Six Months Ended

October 31

2003

$3,125

22,183

22,464

2002

$5,339

172

22,123

22,123

18
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Basic earnings per share from

continuing operations $ 12 $ .14 $ .14 $ 24
Discontinued operations - - - .06
Basic earnings per share $ .12 $ .14 $ .14 $ .30

Diluted earnings per share from

continuing operations $ .12 $ .14 $ .14 $ 24
Discontinued operations - - - .06
Diluted earnings per share $ 12 $ .14 $ .14 $ .30

For both the three- and six-month periods ended October 31, 2003, 2.4 million common stock equivalents were
antidilutive and not included in the above calculation. For both the three- and six-month periods ended October 31,
2002, 4.4 million common stock equivalents were antidilutive and not included in the above calculation.

NOTE 9. Discontinued Operations

On July 1, 2002, the Company completed the sale of Stereo Optical Company, Inc. (Stereo Optical), which was
included in the Ophthalmic Lens Processing operating segment, for $7.5 million in cash less an amount held in escrow
for purchase price adjustments, the majority of which has been collected. Stereo Optical was accounted for as a
discontinued operation beginning with the fiscal 2003 consolidated financial statements. This accounting recognition
was required by the Company's adoption of Statement of Financial Accounting Standards No. 144, "Accounting for
the Impairment or Disposal of Long-Lived Assets." The gain on disposition was $3.5 million before income taxes and
$1.2 million after taxes, or $.06 per diluted share. Stereo Optical's revenue and pre-tax income reported in
discontinued operations were $0.7 million and $0.3 million, respectively, for the six-month period ended October 31,
2002.

13

NOTE 10. Commitments and Contingencies
SEC Enforcement Investigation

In September 2000, the Division of Enforcement of the Securities and Exchange Commission initiated an
investigation relating to possible insider trading activity with respect to the Company's securities. In October 2001, the
SEC expanded its investigation to encompass the Company's inventory and reserve accounting practices and related
disclosures. The Enforcement staff has since asked for information and documents relating to various accounting and
other matters (including matters that have been addressed through the restatement of the Company's prior annual
financial statements for fiscal years 2000 and 2001). In addition, the staff has taken the testimony of current and
former officers and employees of the Company. The Company believes that it has cooperated fully with the staff

19
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during the course of this investigation. If the SEC's investigation results in any formal adverse findings, the
Company's financial condition, results of operations, and business could be adversely affected. The Company has
incurred, and may continue to incur, significant legal and other costs in connection with this investigation. As the
investigation is ongoing, the Company cannot predict the length nor the potential outcome of the investigation, nor the
potential impact on the Company.

Claims Which May Be Asserted Under the Company's 401(k) Plan

In December 1997, the Company registered 350,000 shares of the Company's common stock to be purchased by an
independent trustee in the open market for the benefit and at the direction of Company employees pursuant to the
Gerber Scientific, Inc. and participating Subsidiaries 401(k) Maximum Advantage Program and Trust (the "Plan").
Approximately 1,100,000 shares were acquired by Plan participants before this option was discontinued on July 15,
2002.

The purchase of shares under the Plan in excess of the number of shares registered may have been exempt from
registration under the Securities Act of 1933. The Company understands, however, that the staff of the Securities and
Exchange Commission takes the position that one possible exemption, under Section 3(a)(2) of the Securities Act,
would not apply to shares of an employer-sponsored plan acquired in the open market by an independent trustee at the
direction and for the benefit of employee participants pursuant to plans of this type (i.e., plans in which employee
contributions can be directed toward the purchase of a company's stock and the company's matching contributions
may be less than 1-for-1).

If the acquisitions of these shares are found not to have been exempt from registration, the Company could be liable
under Section 12(a)(1) of the Securities Act for rescission or damages to the employees who purchased these shares.
Under Section 13 of the Securities Act, a rescission right, which is the effective equivalent to a "put" right, can be
maintained to enforce liability under Section 12(a)(1) at any time within one year after the violation on which it is
based but not more than three years after the relevant securities were first offered to the public. A rescission right
would entitle the employee purchasers of these shares to receive the return of the amounts paid for these shares,
together with interest from the date of purchase.

14

The current members of the Plan's administrative committee, on the advice of counsel, requested the Company to toll
(effective July 25, 2002), any statutes of limitations with respect to claims which might be made by or on behalf of
Plan participants alleging that the Company should have registered these shares. The Company acceded to this request
and entered into a tolling agreement, which has been extended, most recently to December 31, 2003, to allow the
independent fiduciary described below adequate time to study the issue. The prices paid for shares acquired during the
one year prior to July 25, 2002 aggregated approximately $2.1 million. The prices paid for all of the unregistered
shares which were acquired under the Plan aggregated approximately $7.3 million. In July 2003, the Company
appointed an independent fiduciary under the Plan to deal with all matters on behalf of the Plan related to the facts
described above.

In addition to any claims that may be asserted under the Securities Act, claims may also be asserted under the
Employee Retirement Income Security Act of 1974 for recovery of losses incurred with respect to the purchase of the
unregistered shares.

The Company does not currently intend to offer rescission to the purchasers of these shares and intends to defend
against any claim for either rescission or damages. However, the possibility of such a claim gives rise to a contingent
liability that, if realized, could adversely affect the financial condition of the Company. Given the current status of this
unasserted claim, the Company cannot reasonably estimate a loss.

20
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Product Liability Litigation

The Company is the defendant in a legal claim alleging that one of its machines caused a fire on the claimant's
premises. The Company believes that it has substantial legal defense; however, there is no assurance that the
Company will be successful in asserting defense against this claim. As of October 31, 2003, the potential exposure
for an unfavorable outcome is estimated to range from $0 - $0.5 million. The consolidated financial statements do not
include an accrual for this contingency because the Company does not believe that an unfavorable settlement is
probable.

Other

The Company currently has others lawsuits, as well as claims and government proceedings, pending. Management
believes that the ultimate resolution of these other lawsuits, claims, and proceedings will not have a material effect on
the Company's consolidated financial condition, results of operations, liquidity, or competitive position.

NOTE 11. Guarantees

In December 2002, the Company adopted Financial Accounting Standards Board Interpretation No. 45 ("FIN 45"),
"Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness
of Others." FIN 45 requires that a liability be recorded in the guarantor's balance sheet upon issuance of a guarantee.
FIN 45 also requires disclosures by a guarantor in its interim and annual financial statements about the obligations
associated with guarantees issued, including a roll forward of product warranty liabilities. The initial recognition and
measurement provisions of FIN 45 were effective for any guarantees that met certain criteria under FIN 45 that were
issued or modified after December 31, 2002. Adoption of the initial recognition and measurement provisions of FIN
45 did not materially impact the Company's financial position or results of operations. The Company adopted the
disclosure requirements of FIN 45 as of January 31, 2003.
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The Company extends financial and product performance guarantees to third parties. There have been no material
changes to guarantees outstanding since April 30, 2003.

The changes in the carrying amount of product warranties for the six months ended October 31, 2003, are as follows:

In thousands

Beginning balance, May 1, 2003 $ 4372

Reductions for payments made (2,581)

Changes in accruals related to warranties

issued in the current period 2.473
Ending balance, October 31, 2003 $ 4,264

NOTE 12. Stock Option Plans
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The Company has stock option plans authorizing grants to officers and employees. The Company applies APB
Opinion No. 25, "Accounting for Stock Issued to Employees," and related interpretations in accounting for its stock
options. No stock-based compensation cost related to stock options is reflected in net earnings because all options
granted under these plans had an exercise price equal to the market value of the underlying common stock on the date
of the grant.

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

Three Months Ended Six Months Ended
October 31, October 31,

In thousands. except per share amounts 2003 2002 2003 2002
Net earnings, as reported $2,762 $ 3,117 $3,125 $ 6,733
Less: Total stock-based employee

compensation expense determined

under Black-Scholes option pricing

model, net of tax effects 320 620 655 (1.381)
Pro forma net earnings $2,442 $ 2,497 $ 2,470 $ 5,352
Earnings per share

Basic, as reported $ .12 $ .14 $ .14 $ .30

Basic, pro forma 11 11 11 .24

Diluted, as reported $ .12 $§ .14 $ .14 $ .30

Diluted, pro forma A1 A1 A1 24
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NOTE 13. Credit Facility

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

The lenders under these arrangements have been granted security interests in selected assets of the Company and its
subsidiaries including certain real estate and leasehold interests in the U.S. and elsewhere; inventory and accounts
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receivable in the U.S., Canada, U.K., Germany, and the Netherlands; intangible assets; intellectual property; and other
assets.

The initial borrowings under the Credit Facilities have been or will be used:

¢ to repay all borrowings under and terminate the Company's multi-currency revolving credit facility of
approximately $80.0 million;

¢ to pay fees and expenses; and
¢ for general working capital purposes.
Revolver

Under the Revolver, there are no required principal payments prior to maturity, though the amount of the revolving
credit commitment is subject to reduction. Commitment reductions or termination, at the Company's option, under the
Revolver are permitted at any time without fee, except in the case of commitment reductions or termination before
May 9, 2004, for which a fee in the amount of 1 percent is required.

Borrowings are subject to a borrowing base formula based upon eligible accounts receivable and inventories.
Obligations under the Revolver bear interest at a floating rate, which is, at the Company's option, either a base rate or
LIBOR, in each case plus an applicable margin. The base rate is Fleet National Bank's base rate. The initial applicable
margin for borrowings under the Revolver is 1.25 percent over the base rate and 2.75 percent over LIBOR. After
October 31, 2003, the applicable margins under the Revolver are subject to adjustment based on the relationship
between the Company's total funded debt to EBITDA, as defined in the Credit Facilities.

Under the Revolver, the Company is required to pay a commitment fee on the difference between the total committed
amount of the facility and the amount borrowed by the Company. The initial commitment fee is 0.50 percent per year.
The commitment fee is subject to adjustment based on the relationship of the Company's total funded debt to
EBITDA.

The Company is required to maintain certain financial covenants set forth in the agreement including certain fixed
charge coverage ratios, total liabilities to tangible capital base ratios, and consolidated EBITDA, as well as limitations
on capital expenditures. The agreement also includes limitations on additional indebtedness and liens, contingent
liabilities, asset sales and dividends, investments and hedging activities, transactions with affiliates, legal entity
changes, and other customary covenants and representations. At October 31, 2003 the Company was in compliance
with these covenants.
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The Revolver agreement requires the Company to maintain a lock-box arrangement with Fleet National Bank whereby
amounts received into the lock-boxes are applied to reduce the Revolver debt outstanding. The Revolver agreement
also contains certain subjective acceleration clauses in the event of a material adverse event. EITF 95-22, "Balance
Sheet Classification of Borrowings Outstanding under Revolving Credit Agreements That Include both a Subjective
Acceleration Clause and a Lock-Box Arrangement," requires the Company to classify outstanding borrowings under
the Revolver as short-term obligations due to the existence of both a lock-box arrangement and subjective acceleration
clauses.

Term Loans
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Voluntary prepayments of principal under the Term Loans are permitted at any time without penalty or premium and
with the consent of the Revolver lender. Subject to certain exceptions, mandatory principal prepayments under the
Term Loans are required with cash proceeds of debt issuances, asset sales, casualty events, and excess cash flow.

Obligations under the Term Loans bear interest at a floating rate of 6 percent over prime rate for Term A Loan
borrowings and 7.5 percent over prime rate for Term B Loan borrowings. The prime rate is JP MorganChase Bank's
prime rate, except at no time will the prime rate be lower than 4.25 percent or higher than 7.25 percent. The Term
Loans also accrue interest that can either be added to the loan principal ("PIK") or paid in cash of 2 percent per year.
In addition, an annual fee amounting to 1.75 percent of the average monthly balance of the Term Loans is required to
be paid on each anniversary of the loan closing date. The PIK interest rate and the anniversary fee are subject to 1
percent and 0.50 percent reductions, respectively, when certain EBITDA levels are achieved.

The Company is required to maintain certain financial covenants as set forth in the agreement including certain
leverage ratios, fixed charge coverage ratios, and consolidated EBITDA levels, as well as limitations on capital
expenditures. The agreement also includes limitations on additional indebtedness and liens, contingent liabilities, asset
sales, dividends, issuance of capital stock, investments and hedging activities, transactions with affiliates, legal entity
changes, and other customary covenants and representations. At October 31, 2003, the Company was in compliance
with these covenants.
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GERBER SCIENTIFIC, INC. AND SUBSIDIARIES

With respect to the unaudited consolidated financial statements of Gerber Scientific, Inc. and subsidiaries at October
31, 2003 and for the three- and six-month periods ended October 31, 2003 and 2002, KPMG LLP has made a review
(based on procedures adopted by the American Institute of Certified Public Accountants) and not an audit, as set forth
in their separate report dated November 24, 2003 appearing on page 20. That report does not express an opinion on
the interim unaudited consolidated financial information. KPMG LLP has not carried out any significant or additional
audit tests beyond those which would have been necessary if their report had not been included. Accordingly, such
report is not a "report" or "part of the Registration Statement" within the meaning of Sections 7 and 11 of the
Securities Act of 1933 and the liability provisions of Section 11 of such Act do not apply.
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INDEPENDENT ACCOUNTANTS' REVIEW REPORT

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

We have reviewed the accompanying consolidated balance sheet of Gerber Scientific, Inc. and subsidiaries as of
October 31, 2003, the related consolidated statements of operations for the three- and six-month periods ended
October 31, 2003 and 2002, and the related consolidated statements of cash flows for the six-month periods ended
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October 31, 2003 and 2002. These consolidated financial statements are the responsibility of the Company's
management.

We conducted our review in accordance with standards established by the American Institute of Certified Public
Accountants. A review of interim financial information consists principally of applying analytical review procedures
and making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than
an audit conducted in accordance with auditing standards generally accepted in the United States of America, the
objective of which is the expression of an opinion regarding the financial statements taken as a whole. Accordingly,
we do not express such an opinion.

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

We have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the consolidated balance sheet of Gerber Scientific, Inc. and subsidiaries as of April 30, 2003, and the
related consolidated statements of operations, changes in shareholders' equity, and cash flows for the year then ended
(not presented herein); and in our report dated May 28, 2003, we expressed an unqualified opinion on those
consolidated financial statements. In our opinion, the information set forth in the accompanying consolidated balance
sheet as of April 30, 2003, is fairly stated, in all material respects, in relation to the consolidated balance sheet from
which it has been derived.

/sl KPMG LLP

Hartford, Connecticut
November 24, 2003
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

Gerber's operating results for the second quarter and first six months of fiscal 2004 reflected continued weak global
economic conditions and competitive pressures. Adjusting for the favorable effect of foreign currency translation,
each of our segments reported lower revenues in this year's second quarter and first six months than in the prior year
comparable periods. Our capital equipment product revenues were lower due to the weak economic conditions,
competition from inkjet imaging products, and prior year sales to large ophthalmic market customers that were not
duplicated in the current periods. Sales of aftermarket products continued to be steady.

The following table shows equipment and aftermarket supplies and service revenue as a percentage of total revenue
during the second quarter and first six months of fiscal 2004 compared to the same periods of fiscal 2003:

Three Months Ended Six Months Ended
October 31 October 31
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2003 2002 2003 2002

Equipment revenue 31% 34% 31% 34%
Aftermarket supplies and service

revenue 69% 66% 69% 66%

Gerber's operating income levels for the second quarter and first six months of fiscal 2004 were lower than in the
comparable prior year periods because of competitive pricing, lower business volume, a higher proportion of lower
margin products in our total sales, higher pension and insurance expenses, and restructuring charges. These factors
more than offset benefits we realized in the first six months of fiscal 2004 from our cost reduction initiatives, lower
bonus expense, and lower legal and professional expenses. Higher interest expense and losses incurred from the
translation of accounts payable balances denominated in foreign currency also reduced operating income compared to
the prior corresponding periods. The favorable resolution of a prior year foreign tax issue in the second quarter of
fiscal 2004 partially offset the negative effects of the foregoing factors.

Despite the lower operating income, we generated $8.3 million of operating cash flow in the second quarter of fiscal
2004 and repaid $9.0 million of our debt.

Our focus for future periods continues to be the execution of our stated turnaround plan. The principal elements of the
plan are to reduce debt, improve Spandex's operations, implement shared services, and reinvigorate innovation. In
support of this plan, we implemented our information technology system, SAP, throughout our Ophthalmic Lens
Processing segment on November 1, 2003. This enables us to complete the transition of that business to our shared
services program. We also implemented SAP in Spandex's Italian distribution business on November 1, 2003.

21

We believe we are ahead of our plan in achieving the $10.0 million annualized cost reduction target we established
one year ago when we launched our shared services initiative. We expect that ultimately we will exceed our cost
reduction target from this initiative. However, we recognize that these cost savings have been offset by declines in our
revenue and profitability as discussed above.

We cannot provide assurance that the foregoing components of our turnaround plan will yield the results management
expects. There are risks involved in implementing the shared services initiative, consolidating warehouses, and
developing new products. These measures may raise product costs, delay product production and service delivery,
result in strained relations with our employees or customers, or create inefficiencies in the business. Further, they
could give rise to unforeseen costs that could wholly, or partially, offset any expected expense reductions or other
financial benefits of our plan.

We do not anticipate meaningful improvement in the current economic outlook and demand for our capital equipment
products through the balance of fiscal 2004. Given this expectation, our cost reduction initiatives are of critical
importance.

RESULTS OF OPERATIONS

Revenues.

26



Edgar Filing: GERBER SCIENTIFIC INC - Form 10-Q

Consolidated fiscal 2004 revenues were $130.3 million and $259.2 million in the second quarter and first six months,
respectively, which represented an increase of $1.5 million and $4.6 million over the prior year comparable periods.
Foreign currency translation had the effect of increasing revenues by approximately $8.2 million and $18.3 million in
the second quarter and first six months of fiscal 2004, respectively, compared to the comparable periods in fiscal
2003. Adjusting for the effect of foreign currency translation, revenue declines occurred in each of our operating
segments as a result of lower capital equipment shipments. Steady levels of aftermarket supplies revenue partially
offset these revenue declines in each of the segments.

On a geographic basis, our business volume in the second quarter of fiscal 2004 was higher in all regions, consisting
of the United States, European, and Rest of World regions, than in the second quarter of fiscal 2003, and in the first
six months of fiscal 2004 was higher in all regions but the U.S. region. Most of the increases occurred in the European
region as the result of foreign currency translation. U.S. business volume increased in the second quarter primarily due
to higher Apparel and Flexible Materials segment capital equipment shipments. Although encouraged by this apparent
change from the previous trend of decreasing U.S. business for this segment, we attribute the increased activity to
pent-up demand caused by weakness in the U.S. economy, which seems to be in recovery. U.S. Ophthalmic Lens
Processing segment business volume was lower in both of the current year periods because of the absence in fiscal
2004 of equipment shipments to retail and discount eyewear chains that occurred in fiscal 2003.

Gross Profit Margins.

Gross profit margin as a percentage of revenue in the second quarter and first six months of fiscal 2004 was 34.4
percent and 34.2 percent, respectively, compared to 35.6 percent and 35.2 percent, respectively, in the prior year
comparable periods. The margin decreases were primarily attributable to competitive pricing, lower sales volume, a

sales mix favoring lower margin products, and higher pension expense.

22

Selling, General & Administrative Expenses.

Selling, general and administrative, or S,G&A, expenses as a percentage of revenue were 25.1 percent and 25.4
percent in the second quarter and first six months of fiscal 2004 compared to 25.2 percent in both prior year
comparable periods.

Adjusting for the effect of foreign currency translation, S,G&A expenses decreased $1.5 million and $2.4 million in
the fiscal 2004 second quarter and first six months, respectively, from the prior year comparable periods. The
decreases were primarily attributable to cost reductions from shared services, lower legal and professional expenses,
and lower incentive compensation expense. Higher current year pension expense and insurance expenses partially
offset the effect of these decreases.

Research and Development.

Research and development, or R&D, expenses as a percentage of revenue were 4.9 percent in the second quarter and
first six months of fiscal 2004 compared to 5.1 percent and 5.0 percent in the prior year comparable periods.

R&D expenses in the fiscal 2004 second quarter and first six months of $6.4 million and $12.6 million, respectively,
were essentially the same as in the prior year comparable periods. The steady level of R&D spending despite the

current business climate reflects our continuing commitment to new product development.

Restructuring Charges.
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Fiscal 2004 Charges. In fiscal 2004, we recorded restructuring charges of $0.5 million. These charges consisted of
employee separations and facility consolidation associated with the transition of the Ophthalmic Lens Processing
segment's operations to the shared services program and costs to exit an insignificant product line within the Sign
Making and Specialty Graphics segment.

The transition of the Ophthalmic Lens Processing segment to our shared services program was completed on
November 1, 2003 as part of the our ongoing cost reduction strategy. We expect to realize $0.5 million of cost savings
from this plan in the remainder of fiscal 2004 and $1.2 million in fiscal 2005, primarily through decreases in S,G&A
expenses. Pre-tax severance charges of $0.2 million were recorded in the second quarter of fiscal 2004 and represent
the majority of the expected severance charges related to this action. The employee separations will be completed
during the third quarter of fiscal 2004. Additionally, a facility consolidation occurred in the Netherlands during the
second quarter of fiscal 2004. Pre-tax facility consolidation costs of $0.1 million primarily reflect the net present value
of expected future lease costs at the date we ceased use of a dormant facility.

The Sign Making and Specialty Graphics segment exited a product line during the second quarter of fiscal 2004 to
enhance profitability. We expect to realize cost savings from this action of $0.2 million in fiscal 2004 and $0.5 million
in fiscal 2005, primarily through decreases in cost of sales and S,G&A expenses. Pre-tax severance charges of $0.2
million were recorded in the second quarter of fiscal 2004 for termination of the employees that supported the product
line. The employee separations will be completed during the third quarter of fiscal 2004. During fiscal 2004, we
incurred cash outflows related to this plan of $0.2 million, which were funded by cash generated from operations.
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Fiscal 2003 Charges.

During fiscal 2003, we recorded pre-tax restructuring charges of $1.4 million associated with the implementation of
our shared services program between Gerber Technology and Gerber Scientific Products. Additionally, we recorded
charges of $0.5 million as restructuring costs to consolidate Sign Making and Specialty Graphics segment warehouses
in France and Germany. Charges associated with operating segments were $1.2 million for Apparel and Flexible
Materials and $0.7 million for Sign Making and Specialty Graphics. During fiscal 2004, we incurred cash outflows
relating to the fiscal 2003 actions of $1.4 million, which were funded by cash generated from operations. As of April
30, 2003, the fiscal 2003 program was completed, although cash payments will continue through fiscal 2006.

In the fiscal 2003 first quarter, we reversed previously established restructuring reserves totaling $0.1 million before
income taxes. The reversal of these reserves was recorded in the Consolidated Statement of Operations as
restructuring charges, which is where the reserves were originally recorded. See Note 3 to the consolidated financial
statements appearing elsewhere in this report and our annual report on Form 10-K filed with the SEC on July 29, 2003
for further discussion of the restructuring charges recorded in previous fiscal years.

Fiscal 2002 Charges.

During fiscal 2002, we recorded pre-tax restructuring charges of $5.0 million associated with ongoing efforts to
reduce costs. Charges associated with operating segments and corporate headquarters were $1.5 million for Apparel
and Flexible Materials, $1.0 million for Sign Making and Specialty Graphics, $0.3 million for Ophthalmic Lens
Processing, and $2.2 million for general corporate. The corporate level charges, as well as those of certain operating
segments, were incurred as a result of our strategy to pursue a corporate shared services model for our operating units.
In fiscal 2004, we incurred cash outflows related to the fiscal 2002 program of $0.7 million, which were funded by
cash generated from operations. As of April 30, 2002, the fiscal 2002 program was complete, although cash payments
will continue into fiscal 2005.

Other Income (Expense).
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Other expense of $1.1 million and $2.2 million in the second quarter and first six months of fiscal 2004, respectively,
was higher than in the prior year comparable periods primarily because of higher foreign currency transaction losses
in the current periods, reflecting weakness of the U.S. dollar. These losses were $1.1 million and $1.5 million in the
second quarter and first six months of fiscal 2004, respectively, compared to $0.2 million and $1.1 million in the prior
year comparable periods. We recognize foreign currency transaction gains and losses on the translation of accounts
receivable and payable balances that are reported in one currency and paid in another. Also included in the fiscal 2004
first quarter was a loss of approximately $0.3 million resulting from the write-off of deferred debt issuance costs
related to the previous credit facility that was in place through May 9, 2003.

Interest Expense.

Interest expense increased $1.1 million and $1.9 million in the fiscal 2004 second quarter and first six months,
respectively, compared to the prior year periods. The increases were the result of higher interest rates associated with
the senior credit facilities entered into on May 9, 2003. The effect of higher rates was partially offset by lower

weighted average debt balances in the fiscal 2004 periods.
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Income Tax Expense.

In the second quarter of fiscal 2004, we recorded a $2.2 million tax benefit, which was the result of the favorable
resolution of a prior year foreign tax issue. Adjusting for this benefit, our consolidated tax rate from continuing
operations would have been 26.4 percent and 25.9 percent for the fiscal 2004 second quarter and first six months
compared to a statutory rate of 35.0 percent. The difference from the statutory rate was primarily attributable to
benefits related to foreign tax planning strategies.

Discontinued Operations.

On July 1, 2002, we completed the sale of Stereo Optical Company, Inc., which was included in the Ophthalmic Lens
Processing operating segment, for $7.5 million in cash less an amount held in escrow for purchase price adjustments.
The majority of the cash proceeds have been collected by us. Stereo Optical was accounted for as a discontinued
operation beginning with the fiscal 2003 consolidated financial statements. This accounting recognition was required
by our adoption of Statement of Financial Accounting Standards No. 144, "Accounting for the Impairment or Disposal
of Long-Lived Assets." The gain on disposition was $3.5 million before taxes and $1.2 million after taxes, or $.06 per
diluted share. Stereo Optical's revenue and pre-tax income reported in discontinued operations were $0.7 million and
$0.3 million, respectively, for the six-month period ended October 31, 2002.

Net earnings.

As a result of the foregoing operating results, net earnings in the fiscal 2004 second quarter and first six months were
$2.8 million ($0.12 per diluted share) and $3.1 million ($0.14 per diluted share), respectively, compared to net
earnings of $3.1 million ($0.14 per diluted share) and $6.7 million ($0.30 per diluted share), respectively, in the prior
year comparable periods. Excluding the income and a gain from discontinued operations in the six-month period
ended October 31, 2002, diluted earnings per share for the first six months of fiscal 2003 was $0.24.

Segment Review

Sign Making and Specialty Graphics
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Three Months Ended Six Months Ended
October 31, October 31,
In thousands 2003 2002 2003 2002
Revenue $71,472 $68,872 $144,313 $135,266
Cost of sales 50,506 48.434 101.803 96.189
Gross margin 20,966 20.438 42.510 39.077
Operating expenses 15,826 14,795 31,829 28,643
Restructuring charges 172 - 172 -
Other income/(expense) 459 212 931 514
Segment profit $ 4,509 $ 5,431 $ 9,578 $ 9,920
Gross margin % 29.3% 29.7% 29.5% 28.9%
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Segment revenue for the second quarter and first six months of fiscal 2004 increased $2.6 million (3.8 percent) and
$9.0 million (6.7 percent), respectively, over the corresponding periods in fiscal 2003. Foreign currency translation
had the effect of increasing segment revenue by approximately $6.4 million and $14.2 million in the fiscal 2004
second quarter and first six months, respectively, compared to the prior year comparable periods. Holding foreign
currency translation rates constant, the lower segment revenues occurred largely in Europe and resulted from weak
economic conditions, competition from inkjet imaging products, and business disruption caused by our re-engineering
efforts, particularly in France. Segment revenues in the United States were also affected by competitive pricing
pressure from inkjet imaging products.

The transition of sign and specialty graphics production to lower cost imaging systems (including inkjet systems),
calendared vinyl materials, and digital media systems is expected to continue. The segment's future performance will
depend on its success in addressing the effects of competitive products and technological developments. The
re-engineering of the segment's distribution business (Spandex) includes the implementation of our information
technology system, or SAP, and warehouse consolidation. Through October 31, 2003, we have implemented SAP in
five Spandex locations and have consolidated two warehouses. In some cases, our operating focus has been diverted to
these activities, resulting in business disruption. Although management seeks to minimize this disruption as it
continues to re-engineer Spandex, there is no assurance that the segment's business will not continue to be adversely
affected.

The current year segment profit decreases were generally attributable to the effects of lower sales volume, competitive

pricing, higher pension expense, and higher foreign currency transaction losses. These decreases were partially offset
by cost reductions associated with our shared services and restructuring initiatives and lower bonus expense.
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We exited a product line in this segment during the fiscal 2004 second quarter to enhance profitability. We expect to
realize cost savings from this action of $0.2 million in fiscal 2004 and $0.5 million in fiscal 2005, primarily through
decreases in cost of sales and S,G&A expenses. Pre-tax severance charges of $0.2 million were recorded in the fiscal
2004 second quarter for the termination of the employees that supported the product line.

Apparel and Flexible Materials

Three Months Ended Six Months Ended
October 31, October 31,
In thousands 2003 2002 2003 2002
Revenue $38,378 $37,806 $75,985 $76,484
Cost of sales 20916 19.736_ 41,753 40,057
Gross margin 17.462 _18.070 34232 36.427
Operating expenses 13,088 14,251 26,765 28,191
Restructuring charges - --- - (100)
Other income/(expense) 196 107 316 630
Segment profit $ 4,178 $ 3,712 $ 7,151 $ 7,706
Gross margin % 45.5% 47.8% 45.1% 47.6%
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Segment revenues for the second quarter and first six months of fiscal 2004 were comparable to the segment revenues
in the corresponding periods in fiscal 2003. Foreign currency translation had the effect of increasing segment revenue
by approximately $1.5 million and $3.5 million in the fiscal 2004 second quarter and first six months, respectively,
compared to the prior corresponding periods. Holding foreign currency translation rates constant, revenue increased in
the U.S. region and declined in the European and Rest of World regions. The increase in U.S. business volume in the
second quarter of fiscal 2004 was primarily the result of higher multi-ply cutting equipment business. Although
encouraged by this apparent change from the previous trend of decreasing business in the U.S. for this segment, we
attribute this increase to the pent-up demand caused by the prolonged weakness in the U.S. economy. European
revenue continued to be lower than in the prior year comparable periods due to weak economic conditions and the
continued apparel production migration to emerging overseas markets. The production migration is accompanied by
an automation lag in many of these emerging markets, which, along with economic uncertainty, caused segment
revenue shortfalls in the Rest of World region from fiscal 2003 levels. Recent apparel trade quota developments may
have the effect of extending this factory automation lag.

Gross margin as a percentage of revenue decreased significantly from the corresponding periods in fiscal 2003. The
decrease were primarily attributable to competitive pricing; lower sales volume; unfavorable sales mix favoring lower
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margin multi-ply cutting equipment products versus higher margin software, service, and single-ply cutting equipment
products; and higher pension expense.

Segment profit increased in the fiscal 2004 second quarter over the prior corresponding quarter despite the lower gross
margin. The increase was primarily attributable to significant cost reductions associated with our shared services
program and lower current year bonus expense. Higher pension expense partially offset the effects of these reductions.
These factors also affected segment profit in the first six months of fiscal 2004 compared to the fiscal 2003 six-month
period, except that competitive pricing had a greater effect on the current year's first quarter results.

Ophthalmic Lens Processing

Three Months Ended Six Months Ended
October 31, October 31,
In thousands 2003 2002 2003 2002
Revenue $20,435 $22.102 $38,944 $42.908
Cost of sales 14,099 14774 27.094 28.704
Gross margin _6.336 _7.328 11.850 14.204
Operating expenses 5,541 5,657 11,044 11,373
Restructuring charges 314 - 314 -
Other income/(expense) _ @89 _ 45 141 124
Segment profit $ 392 $ 1,626 $ 351 $ 2,707
Gross margin % 31.0% 33.2% 30.4% 33.1%
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Segment revenue for the second quarter and first six months of fiscal 2004 decreased $1.7 million (7.5 percent) and
$4.0 million (9.2 percent), respectively, from the corresponding periods in fiscal 2003. Foreign currency translation
had an insignificant effect on segment operating results in each period. The results of the second quarter and first six
months of fiscal 2003 included $2.9 million and $4.8 million, respectively, of automated lens processing equipment
sales to large U.S. retail and discount chains that were not repeated, and were not anticipated to be repeated, in fiscal
2004. This fluctuation indicates the segment's dependence on the capital spending of a relatively small number of
large retail and discount chain customers. Excluding these incremental sales, equipment revenue increased over the
prior year comparable periods because of increased capital equipment sales to wholesale optical laboratories.
Aftermarket consumables sales remained steady. Geographically, most of the revenue declines were in the United
States and were caused by last year's incremental sales.

The decreased segment profit in the fiscal 2004 periods was primarily attributable to the lower sales volume and, to a
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lesser extent, higher materials cost. Restructuring and other charges associated with the November 1, 2003 transition
of segment operations to our shared services and information technology system platforms also contributed to the
second quarter decrease. The effects of these factors were offset in part by lower bonus expense and by cost reductions
associated with the lower sales volume.

As part of our ongoing cost reduction strategy, we completed the transition of segment operations to our shared
services program on November 1, 2003. Pre-tax severance charges of $0.2 million were recorded in the second quarter
and represent the majority of the expected severance expense related to this action. As part of this plan, this segment's
facility in the Netherlands and the related operations were relocated to one of our existing locations. Pre-tax facility
consolidation costs of $0.1 million were recorded in the second quarter of fiscal 2004 primarily related to the net
present value of expected future lease costs at the date we ceased to use a dormant facility. We expect to realize cost
savings from this program of $0.5 million in the remainder of fiscal 2004 and $1.2 million in fiscal 2005, primarily
through decreases in S,G&A expenses.

Corporate and Other Expenses

Three Months Ended Six Months Ended
October 31, October 31,
In thousands 2003 2002 2003 2002
Operating expenses $ 4,694 $ 4,230 $ 8,735 $8,715
Other income/(expense) 393 24 765 _ 62
Corporate expenses, net $ 5,087 $ 4,206 $ 9,500 $ 8,653

Corporate expenses incurred in the second quarter and first six months of fiscal 2004 were higher than in the prior
year comparable periods primarily because of higher pension expense. Corporate expenses for the second quarter of
fiscal 2004 also included higher expense under our self-insurance programs. These effects were partially offset by
lower legal and professional expenses and lower incentive compensation expense.
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Other income/(expense) was unfavorable to the prior year in this year's second quarter and first six months because of
foreign exchange transaction losses incurred and the write-off in the first quarter of fiscal 2004 of deferred debt
issuance costs related to the previous credit facility that was in place through May 9, 2003.

LIQUIDITY AND CAPITAL RESOURCES

We assess our liquidity in terms of our ability to generate cash to fund our operating and investing activities.
Significant factors affecting the management of our liquidity include cash flows generated from operating activities,
capital expenditures, adequacy of available bank lines of credit, and the ability to attract long-term capital with
satisfactory terms. Our short-term liquidity at October 31, 2003 was adequate for our current cash requirements and
we expect that cash on hand, operating cash flow, and borrowings available or expected to be available under our
existing credit facilities will be sufficient to meet our anticipated operating cash requirements over the next twelve
months. We cannot provide assurance, however, that we will not need to obtain additional financing within this
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period. We may need new financing if the demand for our products is adversely affected by weak economic
conditions, market changes, and delayed product introductions, or if we are unable to complete our ongoing efforts to
improve operational efficiencies. Any additional financing we seek may not be available on favorable terms, or at all,
and may be dilutive to our shareholders.

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

October 31, April 30,

Dollars in thousands 2003 2003
Cash and cash equivalents $ 9,680 $ 20,697
Total debt 80,645 85,807
Net debt (total debt less cash and cash

equivalents) 70,965 65,110
Shareholders' equity 105,179 94,463
Total capital (net debt plus shareholders'

equity) 176,144 159,573
Net debt to total capital 40.3% 40.8%

Cash Flows.

Cash used for operating activities was $0.4 million in the first six months of fiscal 2004 compared to cash generated
from operating activities of $12.7 million in the fiscal 2003 six-month period. The decrease was the result of lower
operating earnings, a tax refund received in fiscal 2003 of approximately $4.0 million, and a reduction in accounts
payable and accrued liabilities. Lower accounts payable and accrued liabilities were primarily the result of higher
incentive compensation payments (based on fiscal 2003 results) and timing of payments.

Cash used for investing activities was $1.2 million in the first six months of fiscal 2004 compared to cash generated
from investing activities of $9.2 million in the fiscal 2003 six-month period. The decrease was the result of the
absence in the fiscal 2004 six-month period of proceeds from prior year asset sales of $3.9 million and the sale of a
discontinued operation of $6.6 million. This was partially offset by current year proceeds from the sale of a
promissory note of $1.0 million. Capital expenditures in the first six months of fiscal 2004 were $1.7 million and are
expected to be approximately $5.0 million for the full fiscal year. Funding for these capital expenditures is expected to
come from our senior revolving credit facility.

29

Cash used for financing activities was $10.7 million in the first six months of fiscal 2004 compared to $14.2 million in
fiscal 2003. The decrease was the result of lower current year credit facility repayments, which was partially offset by
higher payments of debt issuance costs.

Financial Condition.
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Our ratio of current assets to current liabilities was 1.7 to 1 at October 31, 2003 compared to 1.6 to 1 at April 30,
2003. Net working capital at October 31, 2003 was $67.1 million, which represented an increase of $3.3 million from
the beginning of the fiscal year. The increase in working capital was primarily attributable to the reduction in current
maturities of long-term debt and accounts payable and accrued expense balances during the first six months of fiscal
2004. These effects were partially offset by the decrease in cash balances.

Credit Facilities.

On May 9, 2003, we entered into a four-year $110.0 million senior credit facility arranged by Fleet Securities, Inc.
The financing consisted of a $45.0 million asset-based, multi-currency revolving credit facility (the "Revolver") led by
Fleet Capital Corporation, and two term loan facilities, each in the amount of $32.5 million (collectively, the "Term
Loans"), led by Ableco Finance LLC, a fund affiliated with Cerberus Capital Management, L.P. (the Revolver and
Term Loans being collectively referred to as the "Credit Facilities"). The Credit Facilities enabled us to meet our
primary objectives by refinancing our debt without shareholder dilution and prepayment penalties after the first year
and have provided us with the liquidity and flexibility needed to support our ongoing turnaround efforts. For
information about the terms of the Credit Facilities, see Note 13 to the consolidated financial statements appearing
elsewhere in this report.

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

The following table summarizes the financial covenant requirements under our Credit Facilities and our compliance
with these covenants as of October 31, 2003:

Actual at
Covenant Requirement October 31. 2003

Minimum EBITDA (rolling

four quarters) $ 29.0 million $30.0 million
Minimum Fixed Charge

Coverage Ratio 1.50 to 1.0 27210 1.0
Maximum Total Liabilities to

Tangible Capital Base Ratio 5.30t0 1.0 440t01.0
Maximum Total Funded Debt

to EBITDA (Leverage) Ratio 3.10t0 1.0 2.77t0 1.0
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We were in compliance with the financial covenants above under our Credit Facilities at October 31, 2003. Our ability
to continue to comply with these covenants will depend primarily on our success in generating substantial operating
cash flow and realizing the cost savings anticipated to result from our initiatives described above. Our future
compliance with the covenants may be adversely affected by various economic, financial, and industry factors.
Noncompliance with the covenants would constitute an event of default under the Credit Facilities, allowing the
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lenders to accelerate the repayment of any outstanding borrowings. In the event of any prospective failure by us to
continue to be in compliance with any covenants, we would seek to negotiate amendments to the applicable covenants
or to obtain compliance waivers from our lenders. To obtain such amendments or waivers, we might be required to
make financial concessions to the lenders including those that may be dilutive to our existing shareholders.

OBLIGATIONS, COMMITMENTS, AND CONTINGENCIES

There were no material changes to our cash obligations or commercial commitments from those disclosed in our
annual report on Form 10-K, filed with the SEC on July 29, 2003.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements requires management to make estimates and assumptions that affect amounts
reported. We described the critical accounting policies that require management's most difficult, subjective, or
complex judgments in our annual report on Form 10-K, filed with the SEC on July 29, 2003.

NEW ACCOUNTING PRONOUNCEMENTS

In November 2002, the EITF reached a consensus on Issue No. 00-21, "Revenue Arrangements with Multiple
Deliverables." EITF Issue No. 00-21 provides guidance on how to account for arrangements that involve the delivery
or performance of multiple products, services, and/or rights to use assets. The provisions of EITF Issue No. 00-21
applied to revenue arrangements entered into in fiscal periods beginning after June 15, 2003. The adoption of EITF
Issue No. 00-21 did not have a material impact on our financial position or results of operations.

In January 2003, the FASB issued Interpretation No. 46 ("FIN 46"), "Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51." FIN 46 requires certain variable interest entities to be consolidated by the primary
beneficiary of the entity if the equity investors in the entity do not have the characteristics of a controlling financial
interest or do not have sufficient equity at risk for the entity to finance its activities without additional subordinated
financial support from other parties. FIN 46 is effective for all new variable interest entities created or acquired after
January 31, 2003. The adoption of FIN 46 for variable interest entities created or acquired after January 31, 2003 did
not have an impact on our financial position or results of operations. For variable interest entities created or acquired
prior to February 1, 2003, the provisions of FIN 46 must be applied for the first reporting period ending after
December 15, 2003 in accordance with FASB Staff Position FIN 46-6. We do not believe that the adoption of FIN 46
will have an impact on our financial position or results of operations.
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In April 2003, the FASB issued SFAS No. 149, "Amendment of Statement 133 on Derivative Instruments and
Hedging Activities." SFAS No. 149 amends and clarifies SFAS No. 133, including the expansion and clarification of
scope exceptions, clarifications to the character-based definitions of a derivative instrument, an embedded derivative,
and net settlement contracts, and requires additional disclosure in the statements of cash flows associated with a
derivative having a significant financing element. SFAS No. 149 is generally effective for contracts entered into or
modified after June 30, 2003. The adoption of SFAS No. 149 did not have an impact on our consolidated financial
position, results of operations or cash flows.

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity." SFAS No. 150 establishes standards for measuring and classifying certain financial
instruments with characteristics of both liabilities and equity. Financial instruments that are within the scope of SFAS
No. 150 must be classified as a liability (or asset). The adoption of SFAS No. 150 did not have an impact on our
consolidated financial position, results of operations, or cash flows.
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FORWARD-LOOKING STATEMENTS

This quarterly report on Form 10-Q contains statements which, to the extent they are not statements of historical or
present fact, constitute "forward-looking statements" under the securities laws. From time to time, oral or written
forward-looking statements may also be included in other materials we release to the public. These forward-looking
statements are intended to provide management's current expectations or plans for our future operating and financial
performance, based on assumptions we currently believe to be valid. Forward-looking statements within this quarterly
report can be identified by the use of words such as "believe," "expects" or "expected to,"” "intends," "foresee," "may"
or "should," "plans," "anticipate,”" and other words of similar meaning in connection with a discussion of future
operating or financial performance. Forward-looking statements contained in this quarterly report relate to, among
other things:

nn

e prospective product developments (and the timing of introduction), product development focus, and new
business opportunities;

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

¢ demand for certain of our products and services;

¢ methods of and costs associated with potential geographic expansion;

e restructuring initiatives;

e efforts to enhance operating performance;

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

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

e growth opportunities for certain of our products or in certain geographic markets;
e the availability of raw materials;

e future earnings and other measurements of financial performance;

e cost saving initiatives, including efforts to reduce working capital and headcount;
e future cash flows and uses of cash; and

¢ the outcome of contingencies.

32

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

For additional information identifying factors that may cause actual results to vary materially from those stated in the
forward-looking statements, see our reports on Forms 10-K, 10-Q, and 8-K filed with the SEC from time to time. Our
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annual report on Form 10-K for fiscal 2003, which we filed with the SEC on July 29, 2003, includes important
information about risk factors in the "Business" section under the heading "Risk Factors."

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

No material changes have occurred in the quantitative and qualitative market risk disclosures for the Company during
the first six months of fiscal 2004. For a discussion of the Company's exposure to market risk, refer to Note 5 to the
consolidated financial statements of the Company appearing elsewhere in this report and to Item 7a, Quantitative and
Qualitative Disclosures about Market Risk, presented in the Company's annual report on Form 10-K for the year
ended April 30, 2003, filed with the SEC on July 29, 2003.

ITEM 4. CONTROLS AND PROCEDURES

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

Disclosure controls and procedures refer to controls and other procedures of an issuer that are designed to ensure that
information required to be disclosed by the issuer in the reports that it files or submits under the Securities Exchange
Act of 1934 is recorded, processed, summarized and reported, within the time periods specified in the SEC's rules and
forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure
that information required to be disclosed by an issuer in the reports that it files or submits under the Securities
Exchange Act of 1934 is accumulated and communicated to the issuer's management, including its principal executive
and principal financial officers, or persons performing similar functions, as appropriate to allow timely decisions
regarding required disclosure.
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An evaluation of the effectiveness of the design and operation of the Company's disclosure controls and procedures as
of the end of the fiscal quarter covered by this report was carried out by the Company under the supervision and with
the participation of the Company's management, including the CEO and CFO. Based on that evaluation, the CEO and
CFO have concluded that the Company's disclosure controls and procedures are effective in timely alerting them to
material information relating to Gerber Scientific, Inc., including its consolidated subsidiaries, required to be included
in this report and other reports that the Company files or submits under the Securities Exchange Act of 1934.

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

control over financial reporting.
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PART II - OTHER INFORMATION
ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

(c) On September 30, 2003, the Company committed to issue 7,042 shares of common stock to non-employee

38



Edgar Filing: GERBER SCIENTIFIC INC - Form 10-Q

members of its Board of Directors under its Non-Employee Director's Stock Grant Plan (the "Director's Plan"). These
grants were made as partial compensation for the recipients' services as directors in accordance with the terms of the
Director's Plan. The offer and issuance of these securities are exempt from registration under Section 4(2) of the
Securities Act of 1933 as transactions by an issuer not involving a public offering.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
(a) On September 18, 2003, the Company held its annual meeting of shareholders.

(c) The following sets forth information regarding each matter voted upon at the annual meeting. There were
22,083,735 shares of common stock outstanding as of the record date for, and entitled to vote at, the annual meeting.
The holders of 84.7% of the shares of common stock entitled to vote at this meeting were present either in person or

by proxy.

Proposal 1. The shareholders elected directors to hold office until the annual meeting to be held in the years in the
table below with the following votes:

Serve Until — For Withheld
Marc T. Giles 2006 15,765,801 2,939,095
William Jerome Vereen 2006 15,506,523 3,198,373
John R. Lord 2006 16,317,473 2,387,423
Randall D. Ledford 2005 16,327,224 2,377,672
Edward G. Jepsen 2004 15,843,637 2,861,259

The terms of office of the other directors, consisting of A. Robert Towbin, David J. Logan,
Carole F. St. Mark, George M. Gentile, David J. Gerber, and Donald P. Aiken, continued
after the meeting.

Proposal 2. The shareholders voted to approve the Gerber Scientific, Inc. 2003 Employee Stock Option Plan. The
votes on this were as follows:

Shares For: 12,931,751
Shares Against: 4,520,513
Shares Abstained: 1,252,629

Proposal 3. The shareholders voted to approve the Gerber Scientific, Inc. Non-Employee Director's Stock Grant Plan.
The votes on this matter were as follows:

Shares For: 13,830,781

Shares Against: 3,611,715
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Shares Abstained: 1,262,397
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Proposal 4. The shareholders voted on a proposal presented by a shareholder requesting the Board of Directors to take
necessary steps to declassify the Board. The votes on this proposal were as follows:

Shares For: 10,718,570
Shares Against: 4,795,878
Shares Abstained: 106,486

ITEM 5. OTHER INFORMATION

As previously announced on November 25, 2003, upon recommendation of the Nominating and Governance
Committee, the Board of Directors unanimously voted to recommend to shareholders for a vote at the Company's
2004 annual meeting of shareholders, charter and bylaw amendments to eliminate the Board's classified structure. If
this recommendation should be adopted by at least 80% of the outstanding shares entitled to vote at the Company's
2004 annual meeting, all directors would stand for election or re-election each year beginning at the Company's 2005
annual meeting.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits

See the Exhibit Index following the Signature page of this quarterly report.
(b) Reports on Form 8-K

On August 28, 2003, the Company filed a Report on Form 8-K in which it furnished, under Item 12 of the Form, a
press release reporting the Company's operating results for its first quarter of fiscal 2004.
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SIGNATURE

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

Gerber Scientific, Inc.

(Registrant)
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Date: December 11, By: /s/ Shawn M. Harrington
2003
Shawn M. Harrington
Executive Vice President and
Chief Financial Officer
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EXHIBIT INDEX
Exhibit
Index
Number

10.1

10.2

10.3

15

31.1

31.2

32.1

322

Gerber Scientific, Inc. 2003 Employee Stock Option Plan (incorporated
herein by reference to Appendix B to the Company's Proxy Statement
filed on August 8, 2003, as amended on August 18, 2003, in connection
with the Annual Meeting of Shareholders held September 18, 2003).

Gerber Scientific, Inc. Non-Employee Director's Stock Grant Plan
(incorporated herein by reference to Appendix C to the Company's Proxy
Statement filed on August 8, 2003, as amended on August 18, 2003, in
connection with the Annual Meeting of Shareholders held September 18,
2003).

Letter Agreement dated as of September 22, 2003 between the Company
and William V. Grickis, Jr.

Letter regarding unaudited interim financial information.

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

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

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

Supplemental segment information.
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