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was required to file such reports), and (2) has been subject to such filing requirements for the past

90 days. Yesp No: o
Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange

Act).  Yesb No: o
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References throughout this document to the Company include Party City Corporation and its wholly-owned
subsidiary. In accordance with the Securities and Exchange Commission s Plain English guidelines, this Quarterly
Report on Form 10-Q has been written in the first person. In this document the words we, our, ours and us refer onl
to Party City Corporation and its wholly-owned subsidiary and not to any other person.

Our website www.partycity.com provides access, free of charge, to our Securities and Exchange Commission (the

SEC ) reports, as soon as reasonably practicable after we electronically file such reports with, or furnish such reports
to, the SEC, including proxy statements, Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current
Reports on Form 8-K and amendments to these reports.

You may also read and copy any materials we file with the SEC at the SEC s Public Reference Room at 450 Fifth
Street, NW, Washington, DC 20549. You may obtain information on the operations of the Public Reference Room by
calling the SEC at 1-800-SEC-0330. The SEC maintains a website that contains reports, proxy and information
statements and other information regarding issuers that file electronically with the SEC, including us, at
http://www.sec.gov.
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PART I.
FINANCIAL INFORMATION

Item 1. Financial Statements
PARTY CITY CORPORATION AND SUBSIDIARY

Current assets:
Cash and cash equivalents
Merchandise inventory
Deferred income taxes
Other current assets, net

Total current assets
Property and equipment, net
Goodwill
Other assets

Total assets

Current liabilities:
Accounts payable

January 1,

ASSETS

$

LIABILITIES AND STOCKHOLDERS

$

Accrued expenses and other current liabilities

Total current liabilities
Long-term liabilities:

Deferred rent and other long-term liabilities
Commitments and contingencies (see Notes 7 and 9)

Stockholders equity:

Common stock, $0.01 par value; 40,000,000 shares
authorized; 17,938,479 shares issued and
17,191,467 shares outstanding at January 1, 2005;
17,835,778 shares issued and 17,088,766 shares
outstanding at July 3, 2004; and 17,721,850 shares
issued and 16,974,838 shares outstanding at

December 27, 2003
Additional paid-in capital
Retained earnings

Treasury stock, at cost (747,012 shares)

Total stockholders equity

Table of Contents

2005

CONDENSED CONSOLIDATED BALANCE SHEETS

July 3,
2004

December 27,

2003

(In thousands, except share information)

49,182
69,585

9,601
17,089

145,457
45,774
18,614

4,561

214,406

59,257
36,291

95,548

9,477

179
47,606
67,536

(5,940)

109,381

(Unaudited)

$ 27,845
57,357
9,298
11,371

105,871
48,762
18,614

4,170

$ 177,417

EQUITY

$ 38,3064
32,689

71,053

9,526

178
46,683
55,917

(5,940)

96,838

$

20,550
60,281

7,428
17,835

106,094
48,715
18,614

5,201

178,624

34,458
36,062

70,520

9,905

177
44,611
59,351

(5,940)

98,199
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Total liabilities and stockholders equity $ 214,406 $ 177,417 $ 178,624

See accompanying notes to condensed consolidated financial statements.
3
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PARTY CITY CORPORATION AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Fiscal Quarter Ended Six Months Ended
January 1, December 27, January 1, December 27,
2005 2003 2005 2003

(In thousands, except per share amounts)

(Unaudited)
Revenues:
Net sales $ 166,779 $ 175,304 $ 265,381 $ 277,924
Royalty fees 7,511 7,216 11,338 11,123
Franchise fees 40 120 488
Total revenues 174,290 182,560 276,839 289,535
Expenses:
Cost of goods sold and occupancy costs 100,884 104,705 172,741 179,033
Company-owned store operating and
selling expense 36,277 36,290 60,536 62,169
Franchise expense 1,772 1,562 3,620 3,221
General and administrative expense 10,661 7,498 20,383 15,657
Total expenses 149,594 150,055 257,280 260,080
Operating income 24,696 32,505 19,559 29,455
Interest income (164) (26) (219) (30)
Interest expense 139 138 251 342
Interest (income) expense, net (25) 112 32 312
Income before income taxes 24,721 32,393 19,527 29,143
Provision for income taxes 10,011 13,103 7,908 11,803
Net income $ 14,710 $ 19,290 $ 11,619 $ 17,340
Basic earnings per share $ 0.86 $ 1.14 $ 0.68 $ 1.03
Weighted average shares
outstanding  basic 17,151 16,867 17,128 16,856
Diluted earnings per share $ 0.74 $ 0.98 $ 0.59 $ 0.88
Weighted average shares
outstanding  diluted 19,845 19,624 19,813 19,620

See accompanying notes to condensed consolidated financial statements.
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PARTY CITY CORPORATION AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flow from operating activities:
Net income

Adjustments to reconcile net income to net cash provided by

operating activities:
Depreciation and amortization
Amortization of financing costs
Deferred rent
Deferred taxes
Stock-based compensation
Provision for doubtful accounts
Other
Tax-effect on non-qualified stock options
Changes in assets and liabilities:
Merchandise inventory
Accounts payable
Accrued expenses and other current liabilities
Other long-term liabilities
Other current assets and other assets

Net cash provided by operating activities
Cash flow from investing activities:
Purchases of property and equipment
Proceeds from the sale of assets

Net cash used in investing activities
Cash flow from financing activities:
Proceeds from exercise of stock options
Repayment of Capital Lease
Net payments on Loan Agreement
Change in cash overdrafts

Net cash provided by (used in) financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosure of cash flow information:

Table of Contents

$

$

Six Months Ended
January 1, December 27,
2005 2003
(In thousands)
(Unaudited)
11,619 $ 17,340
8,888 7,692
80 80
412) (240)
(866)
11 148
49) (140)
(95) 10
62
(12,228) 5,627
20,893 (3,551)
3,940 11,065
58 (119)
(5,842) (3,188)
26,059 34,724
(5,481) (3,529)
250
(5,231) (3,529)
564 1,289
(55)
(11,229)
4,077)
509 (14,017)
21,337 17,178
27,845 3,372
49,182 $ 20,550
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Income taxes paid $ 1,296 $ 1,047

Interest paid $ 172 $ 262
Supplemental disclosure of non-cash financing activity:

Issuance of shares under employee stock purchase plan $ 236 $ 244

Issuance of shares under management stock purchase plan $ $ 99

Capital lease obligation used to purchase fixed assets for the

logistics initiative $ 566 $

See accompanying notes to condensed consolidated financial statements.

5

Table of Contents



Edgar Filing: PARTY CITY CORP - Form 10-Q

Table of Contents

PARTY CITY CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of Presentation

Party City Corporation (together with its wholly-owned subsidiary, the Company ) is incorporated in the State of
Delaware and operates retail party supply stores within the United States and sells franchises on an individual store
and area basis throughout the United States and Puerto Rico. The condensed consolidated unaudited financial
statements have been prepared in accordance with the rules and regulations established by the Securities and
Exchange Commission (the SEC ). In the opinion of management, the accompanying condensed consolidated
unaudited financial statements fairly present, in all material respects, the financial position of the Company as of
January 1, 2005 and December 27, 2003 and the results of operations for the quarters and six months ended January 1,
2005 and December 27, 2003 and cash flows for the six months ended January 1, 2005 and December 27, 2003. All
significant intercompany accounts and transactions have been eliminated. Because of the seasonality of the party
goods industry, operating results of the Company on a quarterly basis may not be indicative of operating results for
the full fiscal year.

These condensed consolidated unaudited financial statements should be read in conjunction with the Company s
audited consolidated financial statements for the year ended July 3, 2004, which are included in the Company s Annual
Report on Form 10-K filed with the SEC on September 14, 2004 (the 2004 10-K ). The July 3, 2004 condensed
consolidated unaudited balance sheet amounts included herein are derived from the Company s audited consolidated
financial statements.

The Company s fiscal year ends the Saturday nearest to June 30. As used herein, the term Fiscal Year or Fiscal
refers to the 52- or 53-week period, as applicable, ending the Saturday nearest to June 30. Fiscal 2005 is a 52-week
period ending July 2, 2005, while Fiscal 2004 is a 53-week period that ended July 3, 2004. However, the financial
results for the fiscal quarter ended and six months ended January 1, 2005 and December 27, 2003 are each based on a
13-week period and 26-week period, respectively.

Certain reclassifications have been made to the condensed consolidated unaudited financial statements in prior
periods to conform to the current period presentation.

2. Accounting Policies

The Company s significant accounting policies are described in Note 1 to the consolidated financial statements
included in the 2004 10-K.

During the first quarter of Fiscal 2005, the Company launched its logistics initiative, which includes modifying its
business operations to vertically integrate certain logistics and distribution activities, and therefore adopted a new
specific accounting policy for the treatment of the costs associated with the modified distribution network. The
Company has outsourced the operations of its modified distribution network to a third party. Distribution costs include
the third party fees and expenses of operating the distribution centers and the freight expense related to transporting
merchandise to the stores. These distribution costs are initially capitalized into merchandise inventory and expensed
when the merchandise is sold in the stores.

3. Stock-Based Compensation

The Company periodically grants stock options to employees. In December 2004, the Financial Accounting
Standards Board (the FASB ) published Statement of Financial Accounting Standards ( SFAS ) No. 123R, Share-Based
Payment ( SFAS No. 123R ), an amendment of FASB Statements No. 123 and No. 95. Under SFAS No. 123R, all
forms of share-based payment to employees, including employee stock options, would be treated as compensation and
recognized in the income statement. SFAS No. 123R is effective beginning the first quarter of Fiscal 2006. The
Company is continuing to evaluate the full impact of SFAS No. 123R for its adoption in the first quarter of fiscal
2006. We currently account for stock options under Accounting Principles Board Opinion No. 25, Accounting for
Stock Issued to Employees .

6
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PARTY CITY CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Pursuant to APB No. 25, the Company accounts for stock-based employee compensation arrangements using the
intrinsic value method. If the options are granted to employees below fair market value, compensation expense is
recognized.

The Company has adopted the disclosure only provisions of SFAS No. 123, Accounting for Stock Based
Compensation ( SFAS No. 123 ), as amended by SFAS No. 148, Accounting for Stock Based Compensation
Transition and Disclosure, an Amendment of SFAS No. 123 ( SFAS No. 148 ). If compensation cost for the Company s
stock option plans had been determined in accordance with the fair value method prescribed by SFAS No. 148, the
Company s net income would have been:

Fiscal Quarter Ended Six Months Ended
January 1, December 27, January 1, December 27,
2005 2003 2005 2003

(In thousands, except per share amounts)
Net income as reported $ 14,710 $ 19,290 $ 11,619 $ 17,340
Add: Stock-based employee
compensation expense determined
under APB 25, net of tax 3 14 11 36
Deduct: Total stock-based employee
compensation expense determined
under fair value based method of

SFAS No. 148, net of tax(1) (665) (521) (1,053) (662)

Pro-forma net income $ 14,048 $ 18,783 $ 10,577 $ 16,714
Basic and diluted earnings per share:

Basic earnings per share as reported $ 0.86 $ 1.14 $ 0.68 $ 1.03

Basic earnings per share pro forma $ 0.82 $ 1.11 $ 0.62 $ 0.99

Diluted earnings per share as reported ~ $ 0.74 $ 0.98 $ 0.59 $ 0.88

Diluted earnings per share pro forma $ 0.71 $ 0.96 $ 0.53 $ 0.85

(1) In accordance with SFAS No. 123, the fair value of each option grant is estimated on the date of grant using the
Black-Scholes option-pricing model using the following assumptions for grants in the respective periods:

Fiscal Quarter and

Six Months Ended
January 1, December 27,
2005 2003
Expected volatility 55% 55%
Expected lives 4.0 years 4.0 years
Risk-free interest rate 3.3% 2.5%
Expected dividend yield 0.0% 0.0%

Table of Contents 11
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The weighted average fair value of options granted during the second quarter of Fiscal 2005 and 2004 were $5.71
and $6.48, respectively.
The weighted average fair value of options granted during the first six months of Fiscal 2005 and 2004 were $5.65
and $5.61, respectively.
7
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PARTY CITY CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

4. Earnings Per Share
The following table sets forth the computations of basic and diluted earnings per share:

Fiscal Quarter Ended Six Months Ended
January 1, December 27, January 1, December 27,
2005 2003 2005 2003
(In thousands, except per share amounts)

Net income $ 14,710 $ 19,290 $ 11,619 $ 17,340
Earnings per share basic $ 0.86 $ 1.14 $ 0.68 $ 1.03
Earnings per share diluted $ 0.74 $ 0.98 $ 0.59 $ 0.88
Weighted average common shares
outstanding 17,151 16,867 17,128 16,856
Dilutive effect of stock options(a) 380 439 375 464
Dilutive effect of warrants 2,301 2,301 2,297 2,278
Dilutive effect of restricted stock units 13 17 13 22
Weighted average common and
potentially dilutive common shares
outstanding 19,845 19,624 19,813 19,620

(a) Options to purchase 915,629 and 1,004,973 common shares with exercise prices ranging from $13.55 to

$30.88 per share were outstanding for the fiscal quarter and six months ended January 1, 2005, and options to

purchase 577,908 and 703,391 common shares with exercise prices ranging from $13.80 to $30.88 per share were

outstanding for the fiscal quarter and six months ended December 27, 2003, each of which were not included in

the computation of diluted earnings per share for the fiscal quarter and six months ended January 1, 2005 and

December 27, 2003, respectively, because to do so would have been anti-dilutive.
5. Financing Agreement

In January 2003, the Company entered into a $65 million revolving credit facility (the Loan Agreement ) with

Wells Fargo Retail Finance, LLC, as the arranger, collateral agent and administrative agent, and Fleet Retail Finance,
Inc., as the documentation agent. Under the terms of the Loan Agreement, the Company may borrow amounts based
on a percentage of its eligible inventory and credit card receivables, subject to certain borrowing conditions and
customary sub-limits, reserves and other limitations. The Company has the option, based on its liquidity needs, to
borrow at (i) the adjusted Eurodollar rate per annum plus the applicable margin, which is currently at 1.25% (which in
the aggregate under the Loan Agreement was 3.65% for a 1 month term at January 1, 2005), or (ii) the prime rate per
annum less the applicable margin, which is currently 0.25% (which in the aggregate under the Loan Agreement was
5.0% at January 1, 2005). The Loan Agreement matures on April 30, 2006 and is secured by a lien on substantially all
of the Company s assets. Pursuant to the terms of the Loan Agreement, the Company had a standby letter of credit of
$3.7 million outstanding at January 1, 2005. At January 1, 2005 and January 27, 2005, the Company had no
borrowings outstanding under the Loan Agreement. Based on a percentage of current eligible inventory and credit
card receivables, the Company had $23.3 million and $24.9 million available to be borrowed under the Loan
Agreement at January 1, 2005 and January 27, 2005, respectively.
6. Stockholders Equity

Table of Contents 13
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Shares Outstanding
The Company s authorized capital stock consists solely of shares of its common stock, $0.01 par value per share.
The authorized common stock was increased from 25,000,000 shares to 40,000,000 shares at the annual shareholders
meeting on November 12, 2003. At January 1, 2005 and December 27, 2003, there were
8
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PARTY CITY CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
17,938,479 shares and 17,721,850 shares, respectively, of the Company s common stock issued. At January 1, 2005
and December 27, 2003, there were 747,012 shares of the Company s common stock held as treasury stock. At
January 1, 2005 and December 27, 2003, there were 17,191,467 shares and 16,974,838 shares, respectively, of the
Company s common stock outstanding.

Stock Repurchase

In September 2001, the Board of Directors authorized the Company to repurchase up to $15 million of its
outstanding common stock at a price not to exceed $7.00 per share, which was amended on February 7, 2003 to a
price not to exceed $10.00 per share. Stock repurchases are made at the discretion of management. There were no
stock repurchases during Fiscal 2004 or during the first six months of Fiscal 2005. As of January 1, 2005, the
Company had purchased 747,012 shares for an aggregate amount of $5.9 million or 39.6% of the total amount to be
purchased.

Warrants

There were no warrant exercises in Fiscal 2004 or during the first six months of Fiscal 2005. As of January 1,
2005, the Company had 2,496,000 warrants outstanding with an exercise price of $1.07 per share.

Stock Options

On October 19, 1999, the Company s Board of Directors adopted the Company s 1999 Stock Incentive Plan ( 1999
Plan ). This adoption was approved by the Company s stockholders on November 15, 1999. A total of 500,000 shares
of the Company s common stock were reserved for issuance under the 1999 Plan.

On October 5, 2000, the Board approved an amendment and restatement of the 1999 Plan, increasing the number
of shares of common stock reserved for issuance thereunder from 500,000 to 2,000,000. This adoption was approved
by the Company s stockholders on November 15, 2000. On October 17, 2003, the Board approved an amendment and
restatement of the 1999 Plan, increasing the number of shares of common stock reserved for issuance under the Plan
from 2,000,000 to 7,500,000, and increasing the limit on the number of shares of the Company s common stock which
may be subject to options or stock appreciation rights granted to a single participant in any given year from 400,000 to
750,000. This adoption was approved by the shareholders on November 12, 2003. A total of 7,500,000 are currently
reserved for issuance under the 1999 Plan.

The purpose of the 1999 Plan is to promote the long-term financial success of the Company by enhancing the
ability of the Company to attract, retain and reward individuals who can and do contribute to such success and to
further align the interest of the Company s key personnel with its stockholders. Key employees, directors and
consultants of the Company are eligible to receive options under the 1999 Plan.

The 1999 Plan provides for the grants of options and restricted stock and other stock-based awards as the
compensation committee of the Board of Directors may from time to time deem appropriate. Such awards may
include stock appreciation rights, phantom stock awards, bargain purchase of stock and stock bonuses. Vesting and
other terms of stock options awarded are set out in the agreements between the Company and the individuals receiving
such awards. The exercise price of the options is determined by the compensation committee at the time of grant and
may not be less than the fair market value of the Company s common stock on the date of grant. Options granted under
the 1999 Plan vest over four to seven years from date of grant, and expire in ten years.

The Company also maintains the Amended and Restated 1994 Stock Option Plan ( 1994 Plan ) pursuant to which
options were granted to employees, directors and consultants for the purchase of common stock of the Company. The
1994 Plan, as amended, permitted the Company to grant incentive and non-qualified stock options to purchase a total
of up to 1,800,000 shares of the Company s common stock at an

9

Table of Contents 15



Edgar Filing: PARTY CITY CORP - Form 10-Q

Table of Contents

PARTY CITY CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
exercise price not less than fair value at date of grant. No additional grants of options under the 1994 Plan are
permitted. The original terms of the agreements between the Company and the individuals receiving the grants under
the 1994 Plan with respect to vesting, expiration and exercise price remain unchanged.

Management Stock Purchase Plan

In June 2001, the Company established a Management Stock Purchase Plan ( MSPP ). The MSPP provides certain
management employees of the Company the opportunity to defer a portion of their incentive compensation to acquire
and maintain ownership of the Company s common stock, with the intent to strengthen their commitment to the
welfare of the Company and to promote an identity of interest among Company stockholders and these employees.

The amount deferred by the individual is held in restricted stock units. The restricted stock units are converted into the
Company s common stock on a one-to-one basis upon vesting. These restricted stock units are purchased at a discount
of 20% or 25%, depending on the amount of the individual deferral, from the average price of Company s common
stock on the determination date. Such discounts vest at the end of three years or seven years, selected by the
participant, after the determination date. To date, all participants have selected three-year vesting periods for all
deferrals. The amortization of the discount is charged to compensation expense over the deferral period. The
compensation expense attributable to the MSPP for the second quarter of Fiscal 2005 and Fiscal 2004 was
approximately $3,000 and $1,000, respectively, and during the six months of Fiscal 2005 and Fiscal 2004 was
approximately $6,000 and $16,000, respectively. Based on management participation in the MSPP from June 2002
until the end of the second quarter of Fiscal 2005, the Company was obligated to issue 13,567 shares of common
stock, which represents $151,000 of deferred compensation as of the end of the second quarter of Fiscal 2005, upon
vesting and conversion. Based on management participation in the MSPP from June 2001 until the end of the second
quarter of Fiscal 2004, the Company was obligated to issue 16,012 shares of common stock, which represents
$134,000 of deferred compensation as of the end of the second quarter of Fiscal 2004, upon vesting and conversion.

Employee Stock Purchase Plan

In June 2001, the Company established an Employee Stock Purchase Plan ( ESPP ). The ESPP provides employees
of the Company with an opportunity to purchase shares of the Company s common stock at a discount of 15% through
accumulated payroll deductions. This plan qualifies as an Employee Stock Purchase Plan under Section 423 of the
Internal Revenue Code.

7. Legal Proceedings

A lawsuit was filed on September 25, 2001 against Party City Corporation in Los Angeles Superior Court by an
assistant manager in one of the Company s California stores for himself and on behalf of other members of an alleged
class of Party City store managers (the Class ) who claimed the Company misclassified the Class members as exempt
from California overtime wage and hour laws. The Class members sought the disgorgement of overtime wages
allegedly owed by the Company to them but not paid and they also sought punitive damages and statutory penalties.

On March 30, 2004, the parties reached an agreement-in-principle to settle this lawsuit for $5.5 million ona claims
made basis, which means that a payout to class members will only occur when claims are actually made by Class
members. Previously, the Company recorded a pre-tax charge of $1.4 million related to this lawsuit. In connection
with the agreement-in-principle, the Company recorded an additional pre-tax charge of $4.1 million during the third
quarter of Fiscal 2004 to fully cover the settlement payments, attorneys fees and the estimated expenses of
administering the settlement.

On September 27, 2004, the Company entered into a final settlement agreement which contained no material
changes from the aforementioned agreement-in-principle.

10
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PARTY CITY CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
In addition to the foregoing, from time to time the Company is involved in routine litigation incidental to the
conduct of the business. The Company is aware of no other material existing or threatened litigation to which the
Company is or may be a party.

8. Segment Information

The Company reports two business segments retail and franchising. The retail segment generates revenue
primarily through the sale of third-party branded party goods through Company-owned stores. The franchising
segment generates revenue through the imposition of an initial one-time franchise fee that is paid upon the grant of a
new franchise and ongoing royalty payments by franchisees based on retail sales.

SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information , establishes standards for
reporting information about operating segments. This standard requires segmentation based on the Company s internal
organization and reporting of revenue and operating income based upon internal accounting methods. The Company s
segments are designed to allocate resources internally and provide a framework to determine management
responsibility. Additionally, the Company s financial reporting systems present various data by segment for
management to run the business, including internal profit and loss statements prepared on a basis consistent with
accounting principles generally accepted in the United States of America.

The following table contains key financial information of the Company s business segments (in thousands):

Fiscal Quarter Ended Six Months Ended
January 1, December 27, January 1, December 27,
2005 2003 2005 2003
Retail:
Net sales $ 166,779 $ 175,304 $ 265,381 $ 277,924
Cost of goods sold and occupancy
costs 100,884 104,705 172,741 179,033
Gross profit 65,895 70,599 92,640 98,891
Store operating and selling expense 36,277 36,290 60,536 62,169
Company-owned store profit
contribution 29,618 34,309 32,104 36,722
General and administrative expense 10,661 7,498 20,383 15,657
Retail profit contribution $ 18,957 $ 26,811 $ 11,721 $ 21,065
Identifiable assets $ 210,631 $ 175,545 $ 210,631 $ 175,545
Depreciation and amortization $ 4,556 $ 3,890 $ 8,388 $ 7,692
Capital expenditures $ 3,229 $ 2,081 $ 5,481 $ 3,529
Franchise:
Royalty fees $ 7,511 $ 7,216 $ 11,338 $ 11,123
Franchise fees 40 120 488
Total franchise revenue 7,511 7,256 11,458 11,611
Total franchise expense 1,772 1,562 3,620 3,221

Table of Contents 17



Franchise profit contribution

Identifiable assets
Depreciation and amortization
Capital expenditures

Edgar Filing: PARTY CITY CORP - Form 10-Q
5,739 5,694

$ 3,775 $ 3,079 $

11

7,838

3,775

$

8,390

3,079

Table of Contents

18



Edgar Filing: PARTY CITY CORP - Form 10-Q

Table of Contents

PARTY CITY CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Fiscal Quarter Ended Six Months Ended
January 1, December 27, January 1, December 27,
2005 2003 2005 2003

Total Company:
Operating income $ 24,696 $ 32,505 $ 19,559 $ 29,455
Interest (income) expense, net (25) 112 32 312
Income before income taxes 24,721 32,393 19,527 29,143
Provision for income taxes 10,011 13,103 7,908 11,803
Net income $ 14,710 $ 19,290 $ 11,619 $ 17,340
Identifiable assets $ 214,406 $ 178,624 $ 214,406 $ 178,624
Depreciation and amortization $ 4,556 $ 3,890 $ 8,388 $ 7,692
Capital expenditures $ 3,229 $ 2,081 $ 5,481 $ 3,529

The Company s accounting policies are described in Note 2 of the Company s condensed consolidated financial
statements included herein. The Company has no inter-segment sales. No single customer accounts for 10% or more
of total revenues. All assets of the Company are located in the United States and Puerto Rico.

9. Contractual Obligations and Commercial Commitments
As of January 1, 2005, the Company s contractual obligations and commercial commitments are as follows (in
thousands):

. . Logistics
Operating  Merchandise Initiative
Total Leases(1) Orders Obligations Auto Capital
Leases Lease
Fiscal year ending:
2005 $ 49,800 $ 23,161 $ 25270 $ 1,250 $ 146 $ 63
2006 48,525 45,719 2,500 181 125
2007 45,279 42,295 2,500 129 355
2008 33,831 33,824 7
2009 21,250 21,250
Thereafter 48,403 48,403
Total minimum
payments $ 247,178 $ 214,652 $ 25270 $ 6,250 $ 463 $ 543

(1) The Company is also obligated for guarantees, subleases or assigned lease obligations for 23 of the franchise
stores through 2011. The majority of the guarantees, subleases and assigned lease obligations were given when
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the Company sold stores in 1999 as part of its restructuring. The guarantees, subleases and assigned lease
obligations continue until the applicable leases expire. The maximum amount of the guarantees, subleases and
assigned lease obligations may vary, but is limited to the sum of the total amount due under the leases. As of
January 1, 2005, the maximum amount of the guarantees, subleases and assigned lease obligations was
approximately $13.9 million, which is not included in this table.

The Company leases real estate in connection with the operation of Company-owned retail stores as well as the
corporate offices. The store leases are for properties ranging in size from 6,