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430 Bedford Street, Lexington, MA 02420

(Address of Principal Executive Offices)

(781) 861 7000

(Issuer s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant; (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yesx No~

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2.) Yesx No~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act.): Yes " Nox

The number of shares outstanding of the registrant s common stock as of November 4, 2005 was 28,284,028.

Table of Contents 2



Edgar Filing: CENTRA SOFTWARE INC - Form 10-Q

Table of Conten

TABLE OF CONTENTS

Page
No.
PART I. FINANCIAL INFORMATION
Item 1. Consolidated Financial Statements:
Consolidated Balance Sheets as of December 31, 2004 and September 30. 2005 (unaudited) 3
Consolidated Statements of Operations for the three and nine months ended September 30. 2004 and 2005 (unaudited) 4
Consolidated Statements of Cash Flows for the nine months ended September 30. 2004 and 2005 (unaudited) 5
Notes to Consolidated Financial Statements (unaudited) 6
Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations 13
Item 3. Quantitative and Qualitative Disclosures about Market Risk 26
Item 4. Controls and Procedures 27
PART II. OTHER INFORMATION
Item 1. Legal Proceedings 27
Item 4. Submission of Matters to a Vote of Security Holders 28
Item 5. Other Information 28
Item 6. Exhibits 30
Signatures 31

Table of Contents 3



Edgar Filing: CENTRA SOFTWARE INC - Form 10-Q

Table of Conten

PART I. FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements

CENTRA SOFTWARE, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(In Thousands, Except Share and Per Share Data)

Assets

Current assets:

Cash and cash equivalents
Short-term investments
Restricted cash

(unaudited)

Accounts receivable, net of reserves of $347 and $225, respectively

Prepaid expenses
Other current assets

Total current assets

Property and equipment, at cost:
Computers and equipment
Furniture and fixtures
Leasehold improvements

Less: Accumulated depreciation and amortization

Long-term investments
Restricted cash
Other assets

Total assets

Liabilities and Stockholders Equity

Current liabilities:
Current maturities of long-term debt
Accounts payable

Table of Contents

December 31,

2004

$ 11,779
13,356

233

7,887

1,093

281

34,629

5,898
1,164
675

7,737
6,297

1,440

743
400
16

$ 37,228

$ 1,049
939

September 30,

2005

$ 21,892
2,644

5,703

1,797
180

32,216

6,220
1,217
680

8,117
6,979

1,138

400
15

$ 33,769

$ 759
376
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Accrued expenses
Deferred revenue

Total current liabilities
Long-term debt, net of current maturities

Commitments and contingencies (Note 4)

Stockholders equity:

Common stock, $0.001 par value; Authorized 100,000,000 shares at December 31, 2004 and
September 30, 2005; Issued 28,404,561 shares at December 31, 2004 and 28,713,290 shares at
September 30, 2005; Outstanding 27,664,298 shares at December 31, 2004 and 27,973,027 shares
at September 30, 2005

Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive (loss) income

Treasury stock (740,263 shares of common stock, at cost)

Total stockholders equity

Total liabilities and stockholders equity

See accompanying notes to consolidated financial statements.
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5,677
14,360

22,025

1,012

28
113,456
(99,211)

21
(61)

14,191

$ 37,228

4,796
12,330

18,261

784

29
113,923
(99,228)

61

(61)

14,724

$ 33,769



Edgar Filing: CENTRA SOFTWARE INC - Form 10-Q

Table of Conten

CENTRA SOFTWARE, INC. AND SUBSIDIARIES

Revenues:

License

Software services

Maintenance and professional services

Total revenues

Cost of revenues:

License

Amortization of acquired developed technology
Software services

Maintenance and professional services

Total cost of revenues
Gross profit

Operating expenses:

Sales and marketing
Product development
General and administrative
Restructuring charges

Total operating expenses

Operating (loss) income
Interest income

Interest expense

Other income (expense), net

Net (loss) income

Net (loss) income per share
Basic and diluted

Table of Contents

Consolidated Statements of Operations

(In Thousands, Except Per Share Data)

(unaudited)

Three Months Ended Nine Months Ended
September 30, September 30,
2004 2005 2004 2005
$ 2,829 $ 2,564 $ 7,972 $ 7,654
2,670 2,502 7,671 7,874
4,202 4,306 11,951 13,159
9,701 9,372 27,594 28,687
63 158 194 415
233
555 548 1,784 1,674
1,208 1,003 3,244 3,253
1,826 1,709 5,455 5,342
7,875 7,663 22,139 23,345
4,763 3,060 16,815 10,487
2,313 2,134 7,889 6,716
2,443 1,838 6,583 6,553
241 788
9,760 7,032 32,075 23,756
(1,885) 631 (9,936) 411)
88 192 273 480
(23) (27) (60) (55)
13 @) 61) (€28
$ (1,807) $ 795 $ (9,784) $ (17)
$ (0.7 $ 0.03 $ (0.36) $
6
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Basic weighted average shares outstanding 27,410 27,951 27,299 27,844
Diluted weighted average shares outstanding 27,410 28,546 27,299 27,844

See accompanying notes to consolidated financial statements.
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CENTRA SOFTWARE, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
(In Thousands)

(unaudited)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Provision for bad debts

Compensation charge related to stock options
Changes in assets and liabilities:

Accounts receivable

Prepaid expenses and other current assets
Accounts payable

Accrued expenses

Deferred revenue

Net cash used in operating activities

Cash flows from investing activities:

Purchases of property and equipment

Purchases of short-term and long-term investments
Maturities of short-term investments

(Increase) decrease in restricted cash

Decrease in other assets

Net cash provided by investing activities

Cash flows from financing activities:
Proceeds from issuance of common stock
Proceeds from term loans

Payments on term loans

Net cash provided by (used in) financing activities
Effect of foreign exchange rate changes on cash and cash equivalents

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents, beginning of period
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Nine Months Ended
September 30,
2004 2005
$ (9,784) $ an
1,333 704
%9) 42
17
2,185 2,066
(262) 610)
(259) (558)
(584) (822)
(56) (1,894)
(7,469) (1,089)
(1,001) (396)
(38,119) (4,062)
45,087 15,517
(200) 233
38
5,805 11,292
667 468
1,382 369
(1,562) (887)
487 (50)
13 40)
(1,164) 10,113
13,357 11,779
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Cash and cash equivalents, end of period $ 12,193 $21,892

Supplemental disclosure of cash flow information:
Cash paid during the period for interest $ 58 $ 71

See accompanying notes to consolidated financial statements.
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CENTRA SOFTWARE, INC. AND SUBSIDIARIES

Notes to Unaudited Consolidated Financial Statements

(1) Operations and Significant Accounting Policies

Centra Software, Inc., together with its wholly-owned subsidiaries (Centra or the Company), is a provider of solutions software and services for
online learning and training. Centra s solutions increase productivity and lower operational costs for global corporations, government agencies
and universities by creating workforce efficiencies that enable organizations to share and exchange business-critical information with
geographically distributed customers, partners, prospects and employees. Centra enables groups to work faster and more effectively by
automating critical learning and training initiatives online through virtual classrooms, online meetings and Web conferences. Centra s solutions
address enterprise-application training and support, workforce development, customer, sales and channel training and compliance training.

On October 5, 2005, Centra entered into an Agreement and Plan of Reorganization with Saba Software, Inc. (Saba), and two wholly-owned
subsidiaries of Saba. Under the merger agreement, holders of Centra common stock will receive 0.354 shares of Saba and $.663 for each share
of Centra common stock outstanding at the time of the merger. The merger, which is expected to close in the first calendar quarter of 2006, is
subject to certain conditions including the approval of the merger by Centra s stockholders and the approval by Saba s stockholders of the
issuance of Saba shares in the merger. The merger is intended to qualify as a tax-free reorganization within the meaning of Section 368 of the
Internal Revenue Code of 1986, as amended, and will be accounted for as a purchase transaction by Saba.

Centra is subject to certain business risks that could affect future operations and financial performance. These risks include, but are not limited
to, failure to complete our proposed merger with Saba, failure to successfully execute its strategic plan, the effect of cost-cutting measures on
operations, demand for and acceptance of the Centra 7.5 platform and new add-on modules, significant competition, changes in senior
management, dependence on key individuals, quarterly performance fluctuations, evolution and growth of the online business communications
and collaboration market and Centra s ability to enhance existing products and services and to develop new products and services.

The accompanying consolidated financial statements reflect the application of certain accounting policies, as described in this note and more
fully in the notes to the audited consolidated financial statements included in the Company s Annual Report on Form 10-K for the year ended
December 31, 2004.

(a) Basis of Presentation

The consolidated financial statements include the accounts of Centra and its wholly-owned subsidiaries, Centra Software Europe Limited, which
was incorporated in the United Kingdom, Centra Software Securities Corporation, a Massachusetts securities corporation, Centra RTP, Inc., a
Delaware corporation, and Centra Software Australia Pty. Ltd, which was incorporated in Australia. Centra Software Southern Europe SAS was
incorporated in France and was included in the consolidated financial statements until it was dissolved in January 2005. Centra Software Nordic
ApS was incorporated in Denmark and was included in the consolidated financial statements until it was dissolved in February 2004. All
significant intercompany transactions and balances have been eliminated in consolidation.
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The accompanying consolidated financial statements for the three and nine months ended September 30, 2004 and 2005 are unaudited, have
been prepared on a basis consistent with the December 31, 2004 audited consolidated financial statements, and include normal recurring
adjustments that, in the opinion of management, are necessary for the fair presentation of the results of these periods. These unaudited interim
consolidated financial statements do not include all of the footnote disclosures required in audited financial statements for the full year and,
accordingly, should be read in conjunction with the audited consolidated financial statements and notes thereto included in the Company s
Annual Report on Form 10-K for the year ended December 31, 2004. The consolidated balance sheet information as of December 31, 2004
included herein was derived from those audited consolidated financial statements. The results of operations for the three and nine months ended
September 30, 2005 are not necessarily indicative of results to be expected for the entire year or any other period.

(b) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to
make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ
materially from those estimates.
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(c) Revenue Recognition

Centra follows the specific guidelines of the Securities and Exchange Commission (SEC) Staff Accounting Bulletin (SAB) No. 104 (SAB 104),
Revenue Recognition in Financial Statements, American Institute of Certified Public Accountants Statement of Position (SOP) No. 97-2,
Software Revenue Recognition, and SOP No. 98-9, Modification of SOP 97-2, Software Revenue Recognition, with Respect to Certain
Transactions, and related authoritative literature.

Centra derives its revenues from the sale of software licenses, application service provider (ASP) and hosting services, maintenance
(post-contract support) and professional services. Maintenance includes telephone support, error correction or bug fixes and rights to upgrades
and enhancements on a when-and-if available basis. Centra executes contracts that govern the terms and conditions of all software licenses,
ASP, hosting, and maintenance arrangements and other professional services arrangements. These contracts may be elements in a
multiple-element arrangement. Revenue under multiple-element arrangements, which may include several different software products and
services sold together, is allocated to each element based on the residual method in accordance with SOP No. 98-9. As described below,
significant management judgments and estimates must be made and used in connection with the revenue recognized in any accounting period.
Management analyzes various factors, including a review of specific transactions, historical experience, creditworthiness of customers and
current market and economic conditions. Changes in judgments based upon these factors could impact the timing and amount of revenue and
cost recognized and thus affect the Company s results of operations and financial condition.

Centra generally licenses its software products on a perpetual basis. Centra applies the provisions of SOP No. 97-2, as amended by SOP

No. 98-9, to all transactions involving the sale of software products. Centra recognizes revenue from the sale of software licenses when
persuasive evidence of an arrangement exists, the product has been delivered, the fees are fixed or determinable and collection of the resulting
receivable is reasonably assured. This policy is applicable to all direct sales to end-users. License sales to distributors or to value-added resellers
through a distribution agreement are recognized when an end-user customer has been identified and all other revenue recognition criteria have
been met. License sales to U.S. government agencies through teaming arrangements with third-party partners are recognized when a signed
order from the partner and evidence of a purchase order from the government agency to the partner is received and all other revenue recognition
criteria have been met. The Company does not offer a right of return on its products.

For all sales, except those to U.S. government agencies as described above, Centra uses a signed master license, distribution or service
agreement, a signed sales order or contract amendment and/or a binding purchase order as evidence of an arrangement. For arrangements with
multiple elements (i.e. the sale of a product license along with the sale of maintenance and support, training and consulting to be delivered later),
Centra allocates revenue to each component of the arrangement using the residual value method. Under the residual value method, revenue is
recognized in a multiple element arrangement in which vendor-specific objective evidence (VSOE) of fair value exists for all of the undelivered
elements in the arrangement, but does not exist for one or more of the delivered elements in the arrangement. Centra defers revenue from the
arrangement equivalent to the fair value of the undelivered elements and recognizes the remaining amount from the total arrangement fee at the
time of the shipment of the last element for which VSOE does not exist, assuming all other revenue recognition criteria have been met. The
VSOE of fair values for professional services, training and other products sold by Centra are based upon prices realized when these services and
products are sold separately. VSOE for maintenance and support obligations is based on either historical renewal rates calculated as a percentage
of net discounted license or customer-specific, contractually stated renewal rates for maintenance and support upon expiration of the initial term.

Centra also sells its suite of products and services in a bundled package on a multi-year subscription basis for broader use by its customers. In
the third quarter of 2004, the Company began to offer a bundled package of products and services for an annual fee based on a multi-year
purchase commitment of two to three years. The annual fee, which is typically paid at the beginning of each year, provides for unlimited use of
the specified software products within a specific department, division or entity of a corporation or for use by the entire enterprise. The suite of
products and services may include a term license for the software products, ASP or hosting services, maintenance and support, consulting and
training. Centra recognizes revenue from these multi-year subscriptions either ratably over the entire length of the subscription term or over each
annual payment term. For classification purposes in the statement of operations, Centra allocates revenue to each of the license, software
services, maintenance and professional services based on their relative fair values supported by VSOE if available or a reasonable estimate of
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fair value made by management based on the average discount offered on products or services when sold separately. Centra s customers may
choose to purchase the enterprise-wide subscription without a term license for the software and instead utilize Centra s ASP service over the term
of the agreement. Centra recognizes revenue for ASP enterprise-wide subscriptions ratably over the subscription term according to SAB 104.
Revenue is allocated for classification purposes to software services and professional services based on their relative fair values supported by
verifiable objective evidence.
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At the time of entering into a transaction, Centra assesses whether the fee associated with the transaction is fixed or determinable, including the
payment terms associated with the transaction. Standard payment terms granted to customers are from 30 to 90 days. If extended payment terms
are granted, Centra recognizes revenue when payments become due and payable. Centra assesses whether collection is probable based on the
creditworthiness of the customer. Initial creditworthiness is assessed through Dun & Bradstreet, similar credit rating agencies or the customer s
SEC filings. Creditworthiness for transactions to existing customers is assessed through a review of their prior payment history. Centra does not
request collateral from its customers. If the Company determines that collection of a fee is not probable, the Company will defer the fee and
recognize revenue at the time collection becomes probable, which is generally upon the receipt of payment.

Revenues from start-up fees associated with the ASP service are recognized over the estimated life of the ASP relationship. Revenues related to
ASP services are recognized ratably on a straight-line basis over the period that the ASP services are provided, or on an as-used basis if defined
in the contract. Revenues for hosting services are recognized ratably on a straight- line basis over the term that the hosting services are provided.
Also, in instances where Centra hosts a customer s purchased software on its server and network, Centra provides the customer a copy of the
licensed software in addition to one that is kept on the Centra server and recognizes the license revenue for the purchased software in accordance
with its revenue recognition policy for licensed software as discussed above and in accordance with the Emerging Issues Task Force Issue
(EITF) No. 00-3, Application of SOP 97-2 to Arrangements that Include the Rights to Use Software Stored on Another Entity s Hardware.

Revenues from maintenance and support services are recognized ratably on a straight-line basis over the term that the maintenance service is
provided. Revenues from consulting and education services are recognized either as the services are performed or ratably over a subscription
period if bundled as part of a subscription. Generally, consulting and education services, including implementation, are not considered essential
to the functionality of Centra s software as these services do not alter the software s capabilities, do not require specialized skills and may be
performed by the customer or other vendors.

Centra records as deferred revenues any billed amounts due from customers in excess of revenues recognized. Deferred revenues consist
principally of license subscriptions, maintenance and support, ASP and hosting services and consulting and education services.

(d) Stock-Based Compensation

The Company grants stock options to its employees and outside directors. Such grants are for a fixed number of shares with an exercise price
equal to the fair value of the shares at the date of grant. The Company accounts for stock-based employee compensation using the intrinsic value
method under the recognition and measurement principles of the Accounting Principles Board (APB) Opinion No. 25 (APB 25), Accounting for
Stock Issued to Employees, and related interpretations and has elected the disclosure-only alternative under Financial Accounting Standards
Board (FASB) Statement of Financial Accounting Standards (SFAS) No. 123 (FAS 123), Accounting for Stock-Based Compensation, as
amended by SFAS No. 148, Accounting for Stock-Based Compensation  Transition and Disclosure ~An Amendment of FASB Statement

No. 123. The fair value of the Company s stock options was estimated using the Black-Scholes option-pricing model. This model was developed
for use in estimating fair value of traded options that have no vesting restrictions and are fully transferable. This model requires the input of
highly subjective assumptions including the expected stock price volatility. Because the Company s stock options have characteristics
significantly different from those of traded options, and because changes in the subjective input assumptions can materially affect the fair value
estimates, in management s opinion, the Black-Scholes model does not necessarily provide a reliable single measure of the fair value of its stock
options. The following table illustrates the effect on net (loss) income and net (loss) income per share on a pro forma basis as if the Company
had applied the fair value recognition provisions of FAS 123 to stock-based employee compensation (in thousands, except per share data):

Three Months Ended Nine Months Ended
September 30, September 30,
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2004 2005 2004 2005
Net (loss) income, as reported $(1,807) $ 795 $ 9,784) $ (A7)
Add back: Stock-based compensation included in net loss, as reported 2 17
Deduct: Total stock-based employee compensation expense determined under fair value
based method for all awards, net of related tax effects (758) 422) (3,046) (1,355)
Pro forma net (loss) income $(2,563) $ 373 $(12,813)  $(1,372)
Basic and diluted net (loss) income per share
As reported $ 0.07) $0.03 $ (036 $
Pro forma $ (0.09) $0.01 $ (©047) $ (0.05)
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The Company has computed the pro forma disclosures above as required under FAS 123 for stock options granted to employees and directors
using the Black-Scholes option pricing model using the following assumptions:

Three Months Ended Nine Months Ended
September 30, September 30,

2004 2005 2004 2005
Risk free interest rate 34% 3.7% 3.8% 31% 3.5% 3.6% 3.8%
Expected dividend yield
Expected lives 5.0 years 5.0 years 5.0 years 5.0 years
Expected volatility 77% 19% 60% 7% 81% 60% 67%
Weighted average fair value of options granted during the period $0.96 $0.98 $1.23 $1.11

(e) Cash, Cash Equivalents, Short- and Long-Term Investments

Centra considers all highly liquid investments purchased with original maturities of three months or less to be cash equivalents. Cash equivalents
consist of money market accounts. Centra considers investments purchased with maturities at the balance sheet date of more than three months
but less than 12 months to be short-term investments and investments purchased with maturities at the balance sheet date of 12 months or more
to be long-term investments. Centra accounts for its short-term and long-term investments in accordance with SFAS No. 115, Accounting for
Certain Investments in Debt and Equity Securities. Under SFAS No. 115, investments for which Centra has the positive intent and the ability to
hold to maturity are reported at amortized cost, which approximated fair market value at September 30, 2005. Cash, cash equivalents, short- and
long-term investments consisted of the following at December 31, 2004 and September 30, 2005 (in thousands):

December 31, September 30,
2004 2005

Cash, cash equivalents and short-term investments:
Cash $ 2,995 $ 2,494
Money market accounts and bonds classified as cash equivalents 8,784 19,398
Bonds (average 99 and 98 remaining days to maturity on December 31, 2004 and
September 30, 2005, respectively) 13,356 2,644
Cash, cash equivalents and short-term investments 25,135 24,536
Long-term investments:
Bonds (average 500 remaining days to maturity on December 31, 2004) 743
Total cash, cash equivalents, short- and long-term investments $ 25,878 $ 24,536

(f) Comprehensive (Loss) Income

The Company applies the provisions of SFAS No. 130, Reporting Comprehensive Income, which establishes standards for reporting and
displaying comprehensive (loss) income and its components in the consolidated financial statements. Comprehensive (loss) income is defined as
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the change in equity of a business enterprise during a period from transactions and other events and circumstances from non-owner sources. The
only components of comprehensive (loss) income reported by the Company are net (loss) income and foreign currency translation adjustment

and are as follows for the three and nine months ended September 30, 2004 and 2005 (in thousands):

Net (loss) income

Foreign currency translation adjustment

Comprehensive (loss) income

(g) Net (Loss) Income per Share

Three Months Ended Nine Months Ended
September 30, September 30,

2004 2005 2004 2005

$ (17

$ (1,807) $ 795 $ (9,784) )

9 2 (12) 82

$ (1,798)  $ 797

$9,796) $ 65

Basic and diluted net (loss) income per share is presented in conformity with SFAS No. 128, Earnings Per Share, for all periods presented. In

accordance with SFAS No. 128, basic and diluted net (loss) income per share has been computed by
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dividing the weighted average number of shares of common stock outstanding during the period into the net (loss) income attributable to
common stockholders.

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

Three Months Ended Nine Months Ended
September 30, September 30,

2004 2005 2004 2005
Numerator:
Net (loss) income $ (1,807) $ 795 $ (9,784) $ a7
Denominator:
Basic weighted average shares outstanding 27,410 27,951 27,299 27,844
Add: dilutive employee stock options 595
Diluted weighted average shares outstanding 27,410 28,546 27,299 27,844
Basic and diluted net (loss) income per share $ (0.07) $ 0.03 $ (0.36) $

Options to purchase a total of 7,952,000 and 6,580,767 shares of common stock have not been included in the computation of diluted net loss per
share for the three and nine months ended September 30, 2004 and for the nine months ended September 30, 2005, respectively, as these shares
are considered antidilutive, due to the net loss during those periods. Options to purchase a total of 3,643,917 shares of common stock have not
been included in the computation of diluted net income per share for the three months ended September 30, 2005 since their exercise prices
exceeded the average market price of the common stock during the period.

(h) Recent Accounting Pronouncements

In March 2005, the SEC issued SAB No. 107 (SAB 107), which expresses the view of the staff regarding the interaction between the FASB s
FAS 123 and its revision SFAS No. 123R (FAS 123R), Share-Based Payment, and certain SEC rules and regulations, and provides the staff s
views regarding the valuation of share-based payment arrangements for public companies. Specifically, SAB 107 provides guidance on how to
determine the expected volatility and expected term inputs into a valuation model used to determine the fair value of share based payments under
FAS 123R. SAB 107 also provides guidance related to numerous aspects of the adoption of FAS 123R such as taxes, capitalization of
compensation costs, modification of share-based payments prior to adoption and the classification of expenses. The Company adopted SAB 107
in the quarter ended March 31, 2005, where guidance relates to transactions occurring prior to the adoption of FAS 123R. The adoption of SAB
107 did not have a material impact on the Company s consolidated financial statements. The Company has not determined the effect, if any, the
guidance provided in SAB 107 relating to FAS 123R upon adoption will have on the consolidated financial statements.

In April 2005, the SEC adopted a new rule that amends the compliance dates for FAS 123R which is now effective beginning the first annual
reporting period that begins after June 15, 2005. FAS 123R allows for two methods of accounting upon adoption; modified prospective
application and the modified retrospective application for all periods presented. The Company has not determined the effect the adoption of FAS
123R will have on the consolidated financial statements. However, the pro forma disclosure under Stock-Based Compensation above
approximates what would have been the impact of applying FAS 123R to the historical periods presented.
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In May 2005, the FASB issued SFAS No. 154 (SFAS 154), Accounting Changes and Error Corrections A Replacement of APB Opinion

No. 20 and FASB Statement No. 3, which requires that a voluntary change in accounting principle be applied retrospectively with all prior period
financial statements presented, unless it is impracticable to do so. SFAS 154 also provides that (1) a change in method of depreciating or
amortizing a long-lived nonfinancial asset be accounted for as a change in estimate (prospectively) that was effected by a change in accounting
principle, and (2) correction of errors in previously issued financial statements should be termed a restatement. The new standard is effective for
accounting changes and correction of errors made in fiscal years beginning after December 15, 2005. Early adoption of this standard is permitted
for accounting changes and correction of errors made in fiscal years beginning after June 1, 2005. The Company s adoption of SFAS 154 during
the three-month period ended June 30, 2005 did not have any effect on its consolidated financial statements.

In June 2005, the EITF issued No. 05-06, Determining the Amortization Period of Leasehold Improvements or Acquired in a Business
Combination (EITF 05-06). EITF 05-06 provides that the amortization period for lease hold improvements acquired in a bus