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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
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ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable (net of allowance for doubtful accounts
of $268 and $140 as of December 31, 2000 and June 30,
2001, respectively)

Inventories

Prepaid expenses

Other current assets

Total current assets
Property and equipment, net
Other assets
Goodwill and other intangibles, net

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Current installments of long-term debt
Accounts payable
Accrued liabilities
Deferred revenue

Total current liabilities
Long-term debt, less current installments
Deferred revenue

Total liabilities

Stockholders' equity:

Preferred stock, $.01 par value; Authorized 5,000,000 shares;
no shares issued or outstanding

Common stock, $.01 par value; Authorized 25,000,000 shares; issued
and outstanding 9,743,573 at December 31,
2000 and 9,747,526 shares at June 30, 2001

Additional paid-in capital

Accumulated deficit

Total stockholders' equity

97
52,834

(46,383)

See accompanying notes to condensed consolidated financial statements.

LITRONIC INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE DATA)
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(UNAUDITED)

Revenues:
Product
License and service

Total revenues

Costs and expenses:
Cost of sales—--products
Cost of sales—-license and service
Selling, general and administrative
Research and development
Amortization of goodwill and other intangibles

Operating loss

Total other expense (income), net

Loss before income taxes
Provision for income taxes

Net loss
Net loss per share--basic and diluted

Shares used in per share computations--basic
and diluted

See accompanying notes to condensed consolidated financial

THREE MONTHS ENDED
JUNE 30, JUNE 30,
2000 2001
S 8,418 $ 5,895

632 454
9,050 6,349
6,383 4,616

228 117
2,803 1,681
1,404 1,682

703 23
(2,471) (1,770)

(53) 13
(2,418) (1,783)

2 2

S (2,420) $ (1,785)

$  (0.24) $ (0.18)

9,881 9,747
statements.

LITRONIC INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)

(UNAUDITED)

Cash flows from operating activities:

SIX MONTHS ENDED

JUNE 30,
2000

JUNE 30,
2001

SIX MONTHS

JUNE 30,
2000



Edgar Filing: LITRONIC INC - Form 10-Q
Net loss S (5,881)
Adjustments to reconcile net loss to net cash
used in operating activities:
Provision for losses on receivables 192
Depreciation and amortization 1,703
Changes in assets and liabilities:
Accounts receivable 1,596
Inventories (147)
Prepaid expenses (264)
Other current assets (49)
Other assets (621)
Notes receivable (3)
Accounts payable 1,833
Accrued liabilities (262)
Deferred revenue 532
Net cash used in operating activities (1,371)
Cash flows used in investing activities:
Purchases of property and equipment (766)
Restricted cash related to line of credit 612
Net cash used in investing activities (154)
Cash flows from financing activities:
Stock options exercised 20
Borrowings on revolving note payable 838
Proceeds from insurance financing 748
Repayment on insurance financing (169)
Principal payments on revolving note payable
and long-term notes payable to bank (856)
Net cash provided by (used in) financing activities 581
Net decrease in cash (944)
Cash and cash equivalents at beginning of period 6,441
Cash and cash equivalents at end of period $ 5,497
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest $ 64
Income taxes 5

See accompanying notes to condensed consolidated

LITRONIC INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2000 AND 2001

(UNAUDITED)

(IN THOUSANDS, EXCEPT PER SHARE DATA)

(1) GENERAL INFORMATION:

financial statements.
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Condensed Consolidated Financial Statements

In the opinion of the Company, the accompanying unaudited condensed
consolidated financial statements contain all adjustments (which are normal
recurring accruals) necessary to present fairly the financial position as of
June 30, 2001; the results of operations for the three and six months ended June
30, 2000 and 2001; and the statements of cash flows for the six months ended
June 30, 2000 and 2001. Interim results for the six months ended June 30, 2001
are not necessarily indicative of the results that may be expected for the year
ending December 31, 2001. The interim financial statements should be read in
conjunction with the Company's consolidated financial statements for the year
ended December 31, 2000, included in the Company's Form 10-K/A, filed in April
2001.

Goodwill and Other Intangibles

The Company amortizes intangible assets relating to businesses acquired and
costs in excess of the fair value of net assets of businesses acquired
("goodwill and other intangibles") using the straight-line method over the
estimated useful lives of the intangible assets and business acquired.
Amortization of goodwill and other intangibles was $1,406 and $46 for the six
months ended June 30, 2000 and June 30, 2001, respectively.

New Accounting Standards

In July 2001, the Financial Accounting Standards Board issued Statement
141, "Business Combinations", and Statement 142, "Goodwill and Other Intangible
Assets." Statement 141 requires that all business combinations be accounted for
under a single method -- the purchase method. Use of the pooling-of-interests
method is no longer permitted. Statement 141 requires that the purchase method
be used for business combinations initiated after June 30, 2001. Statement 142
requires that goodwill no longer be amortized to earnings, but instead be
reviewed for impairment. Under Statement 142, the amortization of goodwill
ceases upon adoption of the Statement, which is effective for fiscal years
beginning after December 15, 2001, which for calendar year-end companies, will
be January 1, 2002. Early application is permitted for entities with fiscal
years beginning after March 15, 2001, provided that the first interim financial
statements have not been previously issued. In all cases, the provisions of
Statement 142 shall be initially applied at the beginning of a fiscal year.

The Company has historically amortized its goodwill and other intangible
assets over their estimated useful lives. Beginning with the adoption of
Statement 142, the Company will cease amortizing goodwill. The Company
anticipates adopting Statement 142 as of the beginning of fiscal year 2002 (i.e.
January 1, 2002).

The Company recorded an impairment charge of $31,415 in the fourth quarter of
2000, related to unamortized goodwill and other intangible assets acquired in
the purchase of Pulsar Data Systems, Inc. ("Pulsar"). Included in the impairment
charge was $10,737 related to goodwill. The goodwill included in the impairment
charge represented all the Company's remaining unamortized goodwill, at December
31, 2000 there was no unamortized goodwill included on the Company's books. No
expense related to the amortization of goodwill has been included in either the
quarter ended March 31, 2001, or the three and six-month periods ended June 30,
2001. The Company will continue to amortize the other intangible assets over the
remaining useful lives subsequent to the adoption of Statement 142.
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(2) INVENTORIES

A summary of inventories follows:

DECEMBER 31, JUNE 30,
2000 2001
Raw materials $258 $336
Work—in-process 86 52
Finished goods 351 432
$695 $820

(3) LONG TERM DEBT

A summary of long-term debt follows:

DECEMBER 31,

2000
Revolving note payable to bank with maximum availability of $5,000, bearing
interest at prime plus .625% (10.125% at December 31, 2000 and 7.375% at
June 30, 2001) interest payable monthly through maturity on May 10, 2002;
secured by substantially all assets of the Company 1,509
Note payable for insurance financing due in nine monthly payments beginning
July 9, 2000 at an annual percentage rate of 7.15% 12
Note payable for insurance financing due in eighteen monthly payments beginning
July 9, 2000 at an annual percentage rate of 8.18% 484
2,005
Less current installments 1,986
$ 19

In June 1999 the Company entered into a three-year lending agreement with
Guaranty Business Credit Corporation ("GBCC") permitting borrowings under a
$20,000 secured revolving line of credit facility that commenced on June 14,
1999. The agreement provided for an annual interest rate of prime plus .625%;
and a pledge of substantially all of the Company's personal and real property as
collateral. On April 18, 2001 the Company and GBCC amended the revolving line of
credit facility. Although the amended credit facility was for borrowings up to
$5,000, under the terms of the agreement the amount of borrowing available to
the Company is subject to a maximum borrowing limitation based on eligible
collateral. Under the terms of the amended agreement eligible collateral
includes 35% of eligible accounts receivable. As a result, the amount that was
actually available to the Company at any particular time may have been
significantly less than the full $5,000 credit facility due to the maximum



Edgar Filing: LITRONIC INC - Form 10-Q

borrowing limitation calculation. Borrowings related to this agreement are
included in current installments of long-term debt in the condensed consolidated
financial statements.

The agreement with GBCC included a number of covenants and restrictions
that the Company was required to adhere to. These covenants and restrictions
included maintenance of minimum levels of working capital, tangible net worth,
and profitability. In addition, the agreement did not allow the Company to pay
dividends or enter into merger agreements. The Company was not in compliance
with the adjusted covenants at June 30, 2001, however, the Company has obtained
a waiver of those covenant violations as of June 30, 2001.

(4) CONCENTRATION OF RISK AND SIGNIFICANT CUSTOMERS

Financial instruments that potentially subject the Company to concentration
of credit risk are trade receivables. Credit risk on trade receivables is
limited as a result of the Company's customer base and their dispersion across
different industries and geographic regions. As of December 31, 2000 and June
30, 2001, accounts receivable included $3,732 and $2,594 respectively, due from
the U.S. Government and related agencies. Sales to federal government agencies
represented 67% and 64% of the Company's revenues for the six months ended June
30, 2000 and 2001, respectively.

The Company had sales to one customer that was an agency of the U.S.
Government and represented 28% of the total revenues for the six months ended
June 30, 2000. The Company had sales to two customers, which were agencies of
the U.S. Government, which represented 17% and 13%, respectively, of total
revenues for the six months ended June 30, 2001. No other customers accounted
for more than 10% of total revenues during the six months ended June 30, 2000
and June 30, 2001. Trade accounts receivable totaled $1,191 and $1,306 from
these major customers as of December 31, 2000 and June 30, 2001 respectively.

At June 30, 2001, the Company's investment portfolio consisted of $1,976 in
cash equivalents. The Company does not believe that it has a concentration of
investment risk due to the diversification of the investment portfolio. All
amounts are invested in a money market account with a major financial services
firm.

(5) 1999 STOCK OPTION PLAN

During the quarter ended June 30, 2001, the Company granted options to
purchase 22,500 shares at an exercise price of $2.46 per share, the then current
fair market value, under the Company's 1999 Stock Option Plan (the "1999 Plan"),
which was established in April 1999.

(6) LOSS PER SHARE

The computation of diluted net loss per share for the three months ended
June 30, 2000 and 2001 and the six months ended June 30, 2000 and 2001 excluded
the dilutive effect of 751,195, and 915,142, respectively, of incremental common
shares attributable to the exercise of outstanding common stock options and
warrants as a result of the antidilutive effect.

(7) CONTINGENT LIABILITIES
As the Company provides engineering and other services to various

government agencies, it i1s subject to retrospective audits, which may result in
adjustments to amounts recognized as revenues, and the Company may be subject to
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investigation by governmental entities. Failure to comply with the terms of any
governmental contracts could result in civil and criminal fines and penalties,
as well as suspension from future government contracts. The Company is not aware
of any adjustments, fines or penalties, which could have a material adverse
effect on its financial position or results of operations.

The Company has cost reimbursable type contracts with the Federal
Government. Consequently, the Company is reimbursed based upon its direct
expenses attributable to the contract, plus a percentage based upon overhead,
material handling, and general and administrative expenses. The overhead,
material handling, and general and administrative rates are estimates.
Accordingly, 1if the actual rates as determined by the Defense Contract Audit
Agency were below the Company's estimates, a refund for the difference would be
due to the Federal Government. It is management's opinion that no material
liability will result from any contract audits.

On January 16, 1998, G2 Resources Inc. (G2) filed a complaint against
Pulsar in the Circuit Court, Fifteenth Judicial Circuit, Palm Beach County,
Florida. G2 claimed that Pulsar breached a contract under which G2 agreed to
provide services related to the monitoring of government contracts available for
bid and the preparation and submission of bids on behalf of Pulsar. The contract
provided that Pulsar pay G2 $500 in 30 monthly installments of $16 and an
additional fee of 2% of the gross dollar amount generated by awards. In its
complaint, G2 alleged that Pulsar failed to make payments under the contract and
claimed damages in excess of $525 plus interest, costs and attorneys fees. In
the course of discovery G2 asserted that its losses/costs arising out of its
claim amounted to approximately $10,300. Pulsar asserted that G2 failed to
perform the services required under the contract and Pulsar filed a claim for
compensatory damages, interest and attorneys fees against G2. Classical
Financial Services, LLC intervened in the case. Classical claimed that G2
assigned its accounts receivable to Classical under a financing program and that
Pulsar breached its obligations to Classical by failing to make payments under
the contract with G2. Pulsar asserted defenses to Classical's claim. On April
20, 2001, a court hearing was held and G2's complaint against Pulsar was
dismissed without prejudice on the basis of no prosecution activity for more
than 12 months. On May 22,2001, G2 filed a new complaint against Pulsar. The
Company believes that the claims made by G2 against Pulsar are without merit and
intends to vigorously defend against these claims.

The Company is involved from time to time in various other litigations that
arise in the ordinary course of business. We are not currently involved in any
litigation that we believe will have a material impact on our results of
operations, financial condition or liquidity.

(8) BUSINESS SEGMENTS AND PRODUCT LINES

In 1998 and prior to the acquisition of Pulsar in June 1999, the Company
operated in one business segment. Subsequent to the acquisition of Pulsar, the
Company operates in two industry segments, the information security segment and
the network solutions segment. Following are the revenues, cost of sales, and
identifiable assets of these segments as of and for the three and six months
ended June 30, 2000 and 2001.

THREE MONTHS ENDED SIX MONTHS ENDED

JUNE 30, JUNE 30, JUNE 30, JUNE 30
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2000 2001 2000 2001
Revenue
Information Security Products and Services $ 2,139 $ 1,945 $ 3,559 $ 3,895
Network Solutions Market 6,911 4,404 10,213 6,932
Cost of sales
Information Security Products and Services 709 757 1,242 1,679
Network Solutions Market 5,902 3,976 9,156 6,253
DECEMBER 31, JUNE 30,
2000 2001
Identifiable assets
Information Security Products and Services $ 1,373 $ 1,405
Network Solutions Market 4,370 3,114

As the Chief Operating Decision Maker does not review operating expenses by
segment beyond cost of sales or assets, except as identified, additional segment
information is not available.

During the three and six months ended June 30, 2000, the Company had four
distinct product lines: network deployment products, data security products,
license and service, and electric security systems. During the three and six
months ended June 30, 2001, the Company had three distinct product lines:
network deployment products, data security products and license and service.
Following is a summary of total revenues by product line.

THREE MONTHS ENDED SIX MONTHS
JUNE 30, JUNE 30, JUNE 30,
2000 2001 2000
Network deployment products $ 6,759 $ 4,404 $10,000
Data security products 1,659 1,491 2,770
License and service 480 454 788
Electric security systems 152 - 214
Total net product, license and service revenues $ 9,050 $ 6,349 $13,772

In July 2000 the Company discontinued the electric security systems product
line. The Company has not and does not anticipate incurring any significant
expense as the result of this decision.

(9) BIZ INTERACTIVE ZONE MERGER
In February 2001, the Company signed a Term Sheet with BIZ Interactive
Zone, Inc. ("BIZ"), relating to the Company's proposed merger whereby Litronic

Merger Corp., a Delaware corporation and a wholly owned subsidiary of the
Company, will merge with and into BIZ. BIZ will become a wholly owned subsidiary

10
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of the Company. On February 12, 2001, the Company issued a press release
regarding the proposed merger with BIZ. On July 3, 2001, the Company and BIZ
signed a definitive Agreement and Plan of Reorganization. Concurrent with the
signing of the definitive Agreement and Plan of Reorganization the majority
shareholders of both the Company and BIZ signed a voting agreement agreeing to
vote their shares in favor of the merger. The total number of shares of common
stock to be issued to the BIZ shareholders (other than the Company's CEO) in the
merger is 10,209,954. The Company's CEO will receive 665,124 shares of common
stock in the merger. The Company expects the merger to be completed in the third
quarter of 2001.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements based on our current
expectations, estimates and projections about our industry, management's beliefs
and certain assumptions we have made. Words such as "anticipates," "expects,"
"intend," "plans," "believes," "may," "will," or similar expressions are
intended to identify forward-looking statements. In addition, any statements
that refer to expectations, projections, forecasts or other predictions
regarding future events or circumstances, including any underlying assumptions,
are forward-looking statements. These statements may include, but are not
limited to, statements concerning projected revenues, expenses and income or
loss, the need for additional capital, acceptance of our products, growth of the
Internet, our ability

10

to identify and consummate acquisitions and integrate these operations
successfully, our ability to integrate previously acquired businesses
successfully, the status of evolving technologies and their growth potential,
our production capacity, and the outcome of pending and threatened litigation.
These statements are not guarantees or assurances of future performance and are
subject to various risks, uncertainties, and assumptions that are difficult to
predict. Therefore, our actual results could differ materially and adversely
from those expressed in any forward-looking statements. The section labeled
"Business Environment and Risk Factors" set forth in this Form 10-Q and similar
sections in our other Securities and Exchange Commission ("SEC") filings discuss
some of the important risk factors that may affect our business, results of
operations and financial condition. You should carefully consider those risks,
in addition to the other information in this report and in our other SEC
filings, before deciding to buy or sell our Common Stock. We undertake no
obligation to revise or update publicly any forward-looking statements for any
reason.

The information contained in this report is not a complete description of
our business or the risks associated with an investment in our Common Stock. You
should carefully review and consider the various disclosures made by us in this
report and in our materials filed with the SEC that discuss our business in
greater detail and that also disclose various risks, uncertainties and other
factors that may affect our business, results of operations or financial
condition.

GENERAL

We provide professional Internet data security services and develop and
market software and microprocessor-based products needed to secure electronic
commerce and communications over the Internet and other communications networks
based on Internet protocols. Our primary technology offerings use public key

11
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infrastructure ("PKI"), which is the standard technology for securing
Internet-based commerce and communications. In addition, Pulsar,
subsidiary,
focuses on resales to government agencies,
and local governments.
shares of our common stock.

In February 2001, we signed a Term Sheet with BIZ Interactive Zone,
("BIZ"), relating to our proposed merger whereby Litronic Merger Corp., a
Delaware corporation and a wholly owned subsidiary of the Company,
with and into BIZ.
2001, we issued a press release regarding our proposed merger with BIZ.
3, 2001,
Concurrent with the signing of the definitive Agreement and Plan of
Reorganization the holders of a majority of our shares and of BIZ signed
voting agreement agreeing to vote their shares in favor of the merger.
the merger to be completed in the third quarter of 2001.

10
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RESULTS OF OPERATIONS

The following table sets forth the percentage of net revenues represented

by selected items from the unaudited Condensed Consolidated Statements of
Operations. This table should be read in conjunction with the Condensed
Consolidated Financial Statements included elsewhere herein.

PERCENTAGE OF
TOTAL REVENUES

JUNE 30, JUNE 30,

2000 2001
Revenues:
Product 93.0% 92.8%
License and service 7.0 7.2
Total revenues 100.0 100.0
Costs and expenses:
Cost of sales—--products 70.5 72.7
Cost of sales--license and service 2.5 1.8
Selling, general and administrative 31.0 26.5
Research and development 15.5 26.5
Amortization of goodwill and other intangibles 7.8 0.4
Operating loss (27.3) (27.9)
Total other expense (income), net (0.06) 0.2
Loss before income taxes (26.7) (28.1)
Provision for income taxes 0.0 0.0
Net loss (26.7)% (28.1)

Inc.

will merge
BIZ will become our wholly owned subsidiary. On February 12,
On July
we and BIZ signed a definitive Agreement and Plan of Reorganization.

a

a wholly owned
is an established computer and networking product reseller that
large corporate accounts and state

We acquired Pulsar in June 1999 in exchange for 2,169,938

We expect

PERCENTAGE OF
TOTAL REVENUES

JUNE 30, JUNE
2000 200
92.7% 92.
7.3 7
100.0 100.
72.6 71.
2.9 2.
37.6 31.
19.8 32.
10.2 0.
(43.1) (38.
(0.5) 0
(42.7) (38.
0.0 0
(42.7)% (38

12
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RESULTS OF OPERATIONS -- COMPARISON OF THE THREE MONTHS ENDED JUNE 30, 2000
AND 2001

TOTAL REVENUE. Total revenues decreased 30% from $9.1 million during the
three months ended June 30, 2000 to $6.3 million during the three months ended
June 30, 2001. The decrease was primarily attributable to a decrease in product
revenues of $2.4 million related to network deployment products and a decrease
of $178,000 in revenues related to license and service and primarily
attributable to the discontinuation of the electric security systems product
line.

During the three months ended June 30, 2000, we derived 29% and 10% of our
revenue from sales to U.S. Immigration & Naturalization Service and the U.S.
Patent & Trademark Office, respectively. During the three months ended June 30,
2001, we derived 23% and 14%, respectively, of our revenue from sales to the
U.S. Immigration and Naturalization Service and the National Institute of
Health. Sales to Federal government agencies accounted for approximately 67% and
69% of our sales during the three months ended June 30, 2000 and 2001,
respectively.

PRODUCT REVENUE. Product revenue decreased 30% from $8.4 million during the
three months ended June 30, 2000 to $5.9 million during the three months ended
June 30, 2001. The decrease was primarily attributable to a $2.4 million
decrease in revenues related to network deployment products along with a
$168,000 decrease in revenues related to data security products.

LICENSE AND SERVICE REVENUE. License and service revenue decreased 28% from
$632,000 during the three months ended June 30, 2000 to $454,000 during the
three months ended June 30, 2001. The decrease was primarily attributable to a
$152,000 decrease in revenues related to electric security systems and a $26,000
decrease in revenues related to license and services. The electric security
systems product line was discontinued in July 2000.

PRODUCT GROSS MARGIN. Product gross margins decreased as a percentage of
net product revenue from 24% during the three months ended June 30, 2000 to 22%
during the three months ended June 30, 2001. The decrease was primarily
attributable to a decrease in gross margins related to network deployment
products. Margins on network deployment products decreased from 15% during the
three months ended June 30, 2000 to 10% during the three months ended June 30,
2001.

LICENSE AND SERVICE GROSS MARGIN. License and service gross margin
increased as a percentage of license and service revenue from 64% during the
three months ended June 30, 2000 to 74% during the three months ended June 30,
2001. This increase was primarily attributable to the discontinued electric
security systems product line. Gross margins related to the electric security
systems product line were significantly less than those related to other types
of licenses and services that we provide.

11
12

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES. Selling, general and
administrative expenses decreased 40% from $2.8 million during the three months
ended June 30, 2000 to $1.7 million during the three months ended June 30, 2001.
The decrease was primarily attributable to a reduction in selling, general and
administrative ("S,G&A") related payroll expenses at Pulsar. The average S,G&A
headcount at Pulsar decreased by 18 or 47% during the three months ended June

13
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30, 2001 as compared to the three months ended June 30, 2000. As a percentage of
revenue, selling, general and administrative expenses decreased from 31% during
the three months ended June 30, 2000 to 27% during the three months ended June
30, 2001. The percentage decrease was also primarily attributable to reduced
S,G&A related payroll expenses at Pulsar.

RESEARCH AND DEVELOPMENT EXPENSES. Research and development expenses
increased 20% from $1.4 million during the three months ended June 30, 2000 to
$1.7 million during the three months ended June 30, 2001. The increase was
primarily attributable to increased staffing related to product development,
including development efforts related to the Forte microprocessor, Maestro,
ProFile Manager, NetSign and token reader/writers. As a percentage of revenue,
research and development expenses increased from 16% during the three months
ended June 30, 2000 to 27% during the three months ended June 30, 2001. The
percentage increase was primarily attributable to an increase in research and
development spending combined with a decrease in total revenue.

AMORTIZATION OF GOODWILL AND OTHER INTANGIBLES. In June 1999, we acquired
Pulsar. All of the outstanding shares of Pulsar were exchanged for 2,169,938
shares of our common stock. The acquisition was accounted for using the purchase
method of accounting. In the fourth quarter of 2000 we determined the
integration of Pulsar would not be completed as planned and the anticipated
operating synergies would not be realized, therefore, we are currently exploring
various alternatives for the Pulsar operations. As a result, in accordance with
Statement 121, "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of", we analyzed the recoverability of the
goodwill and other intangibles relating to the acquisition of Pulsar. In order
to evaluate the recoverability of the remaining goodwill and other intangible
assets, we engaged the services of an independent valuation firm to perform a
valuation. During the fourth quarter of 2000, based on the results of the
independent valuation, we recorded an impairment charge of $31.4 million related
to unamortized intangible assets acquired in the purchase of Pulsar. Based on
the independent valuation, management believes that after the impairment charge
of $31.4 million, no further impairment exists. The remaining unamortized
intangible assets acquired in the purchase of Pulsar will be amortized over the
remainder of their 10-year life.

The amortization of goodwill and other intangibles decreased 97% from
$703,000 during the three months ended June 30, 2000 to $2