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(State or other jurisdiction of (LR.S. Employer

incorporation or organization) Identification No.)

23500 - 64th Avenue South
Kent, Washington 98032

(253) 850-3500

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. Yes x No ~

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

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x.

The number of shares outstanding of common stock, as of December 9, 2005 is 34,647,085 shares.
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FLOW INTERNATIONAL CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(unaudited; in thousands, except share amounts)

October 31, April 30,
2005 2005
(restated)
Current Assets:
Cash and Cash Equivalents $ 24,436 $ 12,976
Restricted Cash 921 469
Receivables, Net 28,150 38,325
Receivable from Purchaser of Avure Business 13,049
Inventories, Net 19,402 24,218
Prepaid Expenses 4,340 6,046
Other Current Assets 549 2,632
Total Current Assets 90,847 84,666
Property and Equipment, Net 10,111 12,634
Intangible Assets, Net 3,057 14,644
Goodwill 2,764 2,764
Deferred Income Taxes 63 1,532
Other Assets 2,020 2,227

$ 108,862 $ 118,467

LIABILITIES AND SHAREHOLDERS EQUITY

Current Liabilities:

Notes Payable $ 1,011 $ 3,531
Current Portion of Long-Term Obligations 426 9,912
Accounts Payable 17,224 20,842
Accrued Payroll and Related Liabilities 5,372 8,819
Taxes Payable and Other Accrued Taxes 2,736 2,291
Deferred Income Taxes 49 609
Deferred Revenue 3,487 4,646
Customer Deposits 7,582 10,606
Warrant Obligation 11,531 6,696
Other Accrued Liabilities 5,901 10,481
Total Current Liabilities 55,319 78,433
Long-Term Obligations 23,538 5,704
Other Long-Term Liabilities 1,321 3,219
Total Liabilities 80,178 87,356

Commitments and Contingencies
Minority Interest 2,401

Shareholders Equity:
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Series A 8% Convertible Preferred Stock  $.01 par value, 1,000,000 shares authorized, none issued
Common Stock  $.01 par value, 49,000,000 shares authorized, 34,614,261 shares outstanding at October 31,

2005 and 33,495,479 shares outstanding at April 30, 2005 346 335

Capital in Excess of Par 114,614 112,512

Accumulated Deficit (78,602) (80,581)
Accumulated Other Comprehensive Loss

Cumulative Translation Adjustment, net of income tax of $0 (7,674) (3,506)
Unrealized Loss on Cash Flow Hedges, net of income tax of $0 and $19 (50)
Total Shareholders Equity 28,684 28,710

$ 108,862 $ 118,467

See Accompanying Notes to

Condensed Consolidated Financial Statements
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FLOW INTERNATIONAL CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited; in thousands, except per share data)

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

2005 2004 2005 2004
Revenues $50,685 $ 44,087 $92,671 $ 82,386
Cost of Sales 28,552 28,897 52,804 53,223
Gross Margin 22,133 15,190 39,867 29,163
Expenses:
Sales and Marketing 7,860 7,043 15,424 13,267
Research and Engineering 1,586 1,149 3,359 2,666
General and Administrative 7,053 4,756 13,186 9,332
Restructuring 487 585
Financial Consulting 623

16,986 12,948 32,554 25,888
Operating Income 5,147 2,242 7,313 3,275
Interest Expense, Net 437) (3,700) (1,363) (6,712)
Other (Expense) Income, Net (1,129) 2,655 (2,914) 2,561
Income (Loss) Before Provision for Income Taxes 3,581 1,197 3,036 (876)
Provision for Income Taxes (1,126) (242) (1,698) (948)
Income (Loss) From Continuing Operations 2,455 955 1,338 (1,824)
(Loss) Income From Operations of Discontinued Operations, Net of Income Tax of $194,
$216, $499 and $216 (237) (1,230) 902 (791)
Loss on Sale of Discontinued Operations, Net of Income Tax of $334 (261) (261)
Net Income (Loss) $ 1,957 $ @275 $ 1,979 $ (2,615)
Income (Loss) Per Share From Continuing Operations  Basic: $ 0.07 $ 0.06 $ 0.04 $ (0.12)
Income (Loss) Per Share From Discontinued Operations  Basic: $ (0.01) $ (0.08) $ 002 $ (0.05)
Net Income (Loss) Per Share  Basic: $ 0.06 $ (002 $ 0.06 $ (0.17)
Income (Loss) Per Share From Continuing Operations  Diluted: $ 0.07 $ 0.06 $ 0.04 $ (0.12)
Income (Loss) Per Share From Discontinued Operations  Diluted: $ (0.02) $ (0.08) $ 0.01 $ (0.05)
Net Income (Loss) Per Share  Diluted: $ 0.05 $ (0.02) $ 0.05 $ (0.17)
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Weighted Average Shares Used in Computing Basic and Diluted
Net Income (Loss) Per Share

Basic 34,597 15,905 34,448 15,796
Diluted 36,137 17,073 36,065 15,796

See Accompanying Notes to

Condensed Consolidated Financial Statements
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FLOW INTERNATIONAL CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities:
Net Income (Loss)

(unaudited; in thousands)

Adjustments to Reconcile Net Income (Loss) to Cash Provided by Operating Activities:

Depreciation and Amortization

Foreign Currency Gains

Amortization of Debt Discount

Fair Value Adjustment on Warrants Issued
Non-Cash Interest Expense

Stock Compensation

Loss on Sale of Discontinued Operations
Minority Interest

Restructuring Charges

Other Non-Cash Items

Changes in Operating Assets and Liabilities:
Receivables

Inventories

Other Operating Assets

Customer Deposits

Accounts Payable

Deferred Revenue

Other Operating Liabilities

Cash Provided by Operating Activities

Cash Flows from Investing Activities:
Expenditures for Property and Equipment
Restricted Cash

Cash in Disposed Businesses

Other

Cash (Used In) Provided By Investing Activities

Cash Flows from Financing Activities:
Borrowings under Line of Credit Agreements, Net
Payments on Senior Credit Agreement
Borrowings on Senior Credit Agreement
Payments of Long-Term Obligations

Dividends Paid to Joint Venture Partner

Proceeds from Exercise of Warrants

Table of Contents

Six Months Ended
October 31,
2005 2004
(restated)
$ 1,979 $ (2,615
2,337 2,546
(1,324) (1,124)
528
4,835
2,625
1,304 492
261
135 153
585
(136) (152)
(1,180) 1,801
(4,122) (1,166)
(261) (1,165)
4,652 2,605
(288) 1,630
915) 1,321
1,381 (737)
9,243 6,742
(880) (446)
(469) 330
(2,930)
181 593
(4,098) 477
(545) 624
(30,059) (25,228)
38,849 19,430
67) 12
(989)
9
8
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Cash Provided By (Used In) Financing Activities
Effect of Changes in Exchange Rates on Cash

Increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

Supplemental Disclosure of Noncash Financing Activity
Issuance of warrants to lenders

Issuance of compensatory common stock on executive incentive compensation plan

See Accompanying Notes to

Condensed Consolidated Financial Statements
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7,198 (5,162)

(883) 276

11,460 2,333

12,976 11,734

$24.,436 $14,067

$ 960

$ 799 680
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FLOW INTERNATIONAL CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited; in thousands)

Supplemental Non-Cash Disclosure on Disposition of the Avure Business

On October 31, 2005, the Company received in exchange for the assets and liabilities of the Avure Business notes receivable totaling $9.3
million of which $1.3 million is long-term, as well as a promise to pay $5.1 million. The $5.1 million was received on November 1, 2005. As
such, the disposed assets and liabilities of the Avure Business as well as the consideration received on the transaction is non-cash as of
October 31, 2005 and has been excluded from the balances presented in the Condensed Consolidated Statement of Cash Flows.

Table of Contents
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FLOW INTERNATIONAL CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY (DEFICIT)

Balances, April 30, 2004

AND COMPREHENSIVE LOSS

(unaudited, in thousands)

Common Stock

Components of Comprehensive Loss:

Net Loss

Unrealized Gain on Cash Flow Hedges, Net of Income

Tax of $100

Cumulative Translation Adjustment, Net of Income Tax

of $0
Total Comprehensive Loss

Issuance of Warrants
Stock Compensation

Balances, October 31, 2004

Balances, April 30, 2005

Components of Comprehensive Loss:

Net Income

Unrealized Loss on Cash Flow Hedges, Net of Income

Tax of $155

Reclassification Adjustment for Settlement of Cash
Flow Hedges, Net of Income Tax of $174
Reclassification of Cumulative Translation Adjustment
to Income, Net of Income Tax of $0

Cumulative Translation Adjustment, Net of Income Tax

of $0
Total Comprehensive Loss

Exercise of Warrants
Stock Compensation

Balances, October 31, 2005

Table of Contents

Accumulated Total

Capital Other Shareholders

Par In Excess Accumulated Comprehensive Equity

Shares Value of Par Deficit Loss (Deficit)
15510 $156 $ 54,686 $ (59,965 $ (4429 $ (9,552)
(2,615) (2,615)
256 256
717 717
(1,642)
960 960
366 3 1,170 1,173
15876 $159 $ 56,816 $ (62,580) $ (3,456) § (9,061)
33,495 $335 $112512 $ (80,581) $ 3,556) $ 28,710
1,979 1,979
(398) (398)
448 448
(1,845) (1,845)
(2,323) (2,323)
(2,139)
908 9 9
211 2 2,102 2,104
34,614 $346 $114,614 $ (78,602) $ (7,674) $ 28,684
11
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See Accompanying Notes to

Condensed Consolidated Financial Statements
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FLOW INTERNATIONAL CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Six Months Ended October 31, 2005

(unaudited)

1.  Basis of Presentation

In the opinion of the management of Flow International Corporation (the Company ), the accompanying unaudited condensed consolidated
financial statements contain all adjustments, consisting of normal recurring items and accruals necessary to fairly present the financial position,
results of operations and cash flows of the Company. These interim financial statements do not include all information and footnote disclosures
normally included in financial statements prepared in accordance with accounting principles generally accepted in the United States, and should
be read in conjunction with the April 30, 2005 consolidated financial statements included in the Company s Annual Report filed with the
Securities and Exchange Commission on Form 10-K/A (Amendment No. 1) as filed with the SEC on November 23, 2005. The preparation of
these financial statements requires management to make estimates and judgments that affect the reported amount of assets and liabilities,
revenues and expenses, and related disclosure of contingent assets and liabilities at the date of the Company s financial statements. Actual results
may differ from these estimates under different assumptions or conditions. Operating results for the six months ended October 31, 2005 may not
be indicative of future results.

2. Restatement

As reported in the Company s April 30, 2005 Form 10-K/A, the Company identified errors in the Consolidated Financial Statements related to
the impairment of goodwill, the valuation of anti-dilution warrants, additional costs incurred on percentage-of-completion contracts and the
presentation of percentage-of-completion related balances on the Consolidated Balance Sheet, the computation of stock compensation expense,
the allocation of the valuation allowance to deferred tax asset and liability balances, the recording of straight-line rent expense, and the
classification of technical service expenses. The Company restated its consolidated financial statements as of and for the year ended April 30,
2005 as described in the Form 10-K/A.

The Company also determined that there was an error in the Condensed Consolidated Statement of Cash Flows for the six months ended
October 31, 2004 related to its balance sheet presentation of accounts receivable and cash receipts relating to contracts accounted for using the
percentage-of-completion method. The Company recorded a reduction in receivables and customer deposits of $6.2 million. The effect of this
error does not impact total cash flows from operating, investing and financing activities.

3. Liquidity

On July 8, 2005, the Company executed a new $30 million, three year senior credit agreement (the Credit Agreement ) with Bank of America
N.A. and U.S. Bank N.A. This credit agreement expires July 8, 2008 and bears interest at the bank s prime rate (6.75% at October 31, 2005) or is
linked to LIBOR plus a percentage depending on the Company s leverage ratios, at the Company s option. The agreement sets forth specific
financial covenants to be attained on a quarterly basis, which we believe, based on our financial forecasts, are achievable.

Table of Contents 13
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The Company s Credit Agreement is its primary source of external funding. At October 31, 2005, the balance outstanding on the Credit
Agreement was $18.5 million against a maximum available borrowing of $30 million. The available credit at October 31, 2005, net of $2.3
million in outstanding letters of credit, was $9.2 million.

Table of Contents
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FLOW INTERNATIONAL CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Six Months Ended October 31, 2005

(unaudited)

We believe that our existing cash, cash from operations, and credit facilities at October 31, 2005 are adequate to fund our operations through
April 30, 2006. If we fail to achieve our planned revenues, costs and working capital objectives, management believes it has the ability to curtail
capital expenditures and reduce costs to levels that will be sufficient to enable us to meet our cash requirements and debt covenants through
April 30, 2006. The Company was in compliance with all covenants as of October 31, 2005.

4.  Restructuring and Financial Consulting

In fiscal 2005, the Company completed the execution of a restructuring plan, begun in May 2003, intended to return the Company to profitability
through reductions in headcount, consolidation of facilities and operations, and closure or divestiture of selected operations.

In June 2005, under a new initiative, the Company announced the closing and relocation of its Wixom, Michigan facility to its Burlington,
Ontario facility. The Company terminated 25 employees and recorded associated severance benefits of $175,000 which were paid in the six
month period. The Company also wrote off $24,000 of inventory with no future value. In October 2005, once the facility was vacated, the
Company recorded restructuring charges related to lease termination costs of $278,000, net of expected sublease income, and wrote-off
leasehold improvements of $108,000 related to this leased space.

The remaining accrued facility exit costs for all segments of $587,000, which consist of long-term lease commitments, net of expected sublease
income, will be paid primarily over the next several years.

Table of Contents 15
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FLOW INTERNATIONAL CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

For the Six Months Ended October 31, 2005

(unaudited)

The following table summarizes accrued restructuring activity (in thousands):

Balance, April 30, 2004
QI restructuring charge
Q1 cash payments

Balance, July 31, 2004
Q2 restructuring charge
Q2 cash payments

Balance, October 31, 2004
Q3 restructuring charge
Q3 cash payments

Balance, January 31, 2005
Q4 restructuring charge
Q4 cash payments

Balance, April 30, 2005
QI restructuring charge
QI cash payments

Q1 charge-offs

Balance, July 31, 2005
Q2 restructuring charge
Q2 cash payments

Q2 charge-offs

Balance, October 31, 2005

Table of Contents

North Other
America International Discontinued
Waterjet Waterjet Other Operations Consolidated
Facility Facility
Facility Exit Exit Costs
Facility Exit Severance Costs and Severance Facility Severance
Exit Costs Costs Benefits Other Benefits Exit Costs Benefits and Other  Total
$ 139 3§ 333§ $ $244 $ 191 $244 $ 663 $ 907
©)) “) (68) 3) (68) (16) (84)
130 329 176 188 176 647 823
©)) “) (64) 3) (64) (16) (80)
121 325 112 185 112 631 743
120 119 120 119 239
©)) (10) (56) (42) (56) (61 (117
112 315 176 262 176 689 865
©) (31 (89) (20) (89) (60)  (149)
103 284 87 242 87 629 716
74 24 74 24 98
) 30) (74) (83) (20) (157) (59) (216)
24) 24) (24)
94 254 4 222 4 570 574
101 386 101 386 487
) 30) (101) “4) (20) (105) (59) (164)
(108) (20) (310) (310)
$ 8 $ 224§ $ 278 $ $ $ $ 587 §$ 587
16
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FLOW INTERNATIONAL CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the Six Months Ended October 31, 2005

(unaudited)

5. Discontinued Operations

During the second quarter of fiscal 2006, the Board of Directors approved the Company s plan to sell certain of its non-core businesses as a result
of the strategy to divest itself of operations that are not part of its core ultra-high-pressure water pump business. On September 30, 2005, the
Company entered into an agreement to divest its General Press operations, which consist of the North America Press and the International Press
segments, as well as the non-ultrahigh-pressure portion of the Food segment. The ultrahigh-pressure portion of the Food segment will be shown
in North America Waterjet on a go-forward basis. The business, collectively hereafter referred to as the Avure Business, was acquired by

Quintus Holdings, LLC, an affiliate of Gores Technology Group, LLC ( Gores ), a Los Angeles-based private equity firm. On October 31, 2005,
the Company consummated the sale. The consideration included cash of $6 million, less a working capital adjustment of $951,000 received on
November 1, 2005, a promissory note of $8 million payable 90 days after closing at a simple interest rate of 10% per annum. These amounts are
included in the Receivable from Purchaser of Avure Business on the October 31, 2005 Consolidated Balance Sheet. In addition, the Company
received a promissory note of $2 million payable at 3 years after closing at a simple interest rate of 6% per annum. The $2 million promissory
note was reduced by 50% of the pension balance of the International Press segment as of October 31, 2005 or $687,500 and is included in Other
Assets on the October 31, 2005 Consolidated Balance Sheet. The Company recorded a loss of $261,000, net of income taxes of $334,000, on the
sale.

The Company has classified the financial results of its Avure Business as discontinued operations on the Condensed Consolidated Statement of
Operations for the all periods presented.

Summarized financial information for the discontinued operations is set forth below (dollars in thousands):

Three Months Ended Six Months Ended
October 31, October 31,
2005 2004 2005 2004
Net sales $ 8,344 $11,380 $ 16,087 $22,063
(Loss) income before income taxes 43) (1,014) 1,401 (575)
Income tax provision (194) (216) (499) (216)
Net (loss) income from discontinued operations (237) (1,230) 902 (791)

6.  Net Income (IL.oss) Per Share and Stock-Based Compensation

Table of Contents 18
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Basic net income (loss) per share represents net income (loss) available to common shareholders divided by the weighted average number of
shares outstanding during the period. Diluted net income (loss) per share represents net income (loss) available to common shareholders divided
by the weighted average number of shares outstanding including the potentially dilutive impact of stock options and warrants, where
appropriate. Potential common share equivalents of stock options and warrants are computed by the treasury stock method and are included in
the denominator for computation of earnings per share if such equivalents are dilutive.

11 -

Table of Contents 19



Edgar Filing: FLOW INTERNATIONAL CORP - Form 10-Q

Table of Conten

FLOW INTERNATIONAL CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

For the Six Months Ended October 31, 2005

(unaudited)

The following table sets forth the computation of basic and diluted income (loss) from continuing operations per share for the three and six

months ended October 31, 2005 and 2004:

Numerator:
Income (loss) from continuing operations

Denominator:

Denominator for basic income (loss) from continuing operations per
share weighted average shares

Dilutive potential common shares from employee stock options
Dilutive potential common shares from warrants

Denominator for diluted income (loss) from continuing operations per
share weighted average shares and assumed conversions

Basic income (loss) from continuing operations per share
Diluted income (loss) from continuing operations per share

Three Months Ended Six Months Ended
October 31, October 31,
2005 2004 2005 2004
$ 2,455 $ 955 $ 1,338 $ (1,824)
34,597 15,905 34,448 15,796
102 93
1,438 1,168 1,524
36,137 17,073 36,065 15,796
$ 007 $ 0.06 $ 0.04 $ (0.12)
$ 007 $ 0.06 $ 0.04 $ (0.12)

The dilutive potential common shares from employee stock options exclude 1,547,122 and 1,567,122 options which were out of the money for
the three and six months ended October 31, 2005, respectively and 2,074,769 for both the three and six months ended October 31, 2004. In
addition, the 2,074,769 options have been excluded from the dilutive weighted average share denominator for the six months ended October 31,

2004, as their effect would be anti-dilutive. The effect of all warrants (a total of 1,160,000 shares as of October 31, 2004) have been excluded

from the diluted weighted average share denominator for the six months ended October 31, 2004, as their effect would be anti-dilutive.

The Company engaged an independent third party in a Consulting Agreement effective March 1, 2003 to provide executive coaching and
organizational services. In partial consideration for such services, the Company issued 20,608 unregistered shares of common stock, valued at

$55,000 which was expensed during the six months ended October 31, 2004.

Table of Contents
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On July 28, 2004, in connection with the execution of amendments to its senior credit agreement, the Company issued to the senior lenders
150,000 detachable warrants to purchase common stock at $.01 per share as a fee. The 150,000 warrants were valued at $480,000 and were
amortized to interest expense during the period from August 1, 2004 through July 31, 2005 which was the maturity date of the amended senior
credit agreement. Also, in connection with the July 28, 2004 amendment of its subordinated debt agreement, the Company issued to the
subordinated lender 150,000 detachable warrants to purchase common stock at $.01 per share as a fee. All of these warrants were fully vested.
The 150,000 warrants were valued at $480,000 and were deferred to debt issue costs to be amortized to interest expense during the period from
August 1, 2004 through the original term of the subordinated debt. In conjunction with the payoff of the subordinated debt on April 28, 2005, the
Company recorded charges of $2.0 million to expense the remaining unamortized fees including the unamortized costs related to these warrants.
The issuance of shares and warrants was exempt from registration under Section 4(2) of the Securities Act of 1933 because these were not
transactions involving a public offering.

S12-
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FLOW INTERNATIONAL CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

For the Six Months Ended October 31, 2005

(unaudited)

The following table illustrates the effect on net income (loss) and net income (loss) per share if the Company had applied the fair value

recognition provisions of Financial Accounting Standards No. 123 ( FAS 123 ),

Accounting for Stock Based Compensation to stock-based

employee compensation. Because the Company has a full valuation allowance against its deferred tax assets there are no tax effects related to the

stock-based compensation items below.

(in thousands, except per share data)

Net income (loss), as reported

Add: Employee stock-based compensation under APB 25 included in
net income (loss), net of related tax effects

Deduct: Total employee stock-based compensation expense
determined under fair value based method for all awards, net of tax
related effects

Pro forma net income (loss)

Net income (loss) per share:
As reported basic

As reported diluted

Pro forma basic

Pro forma diluted

To determine compensation expense under FAS 123, the Company used the following assumptions:

Risk-free interest rates
Expected lives

Table of Contents

Three Months Ended Six Months Ended
October 31, October 31,
2005 2004 2005 2004
$1,957 $ (275) $ 1,979 $(2,615)
592 129 1,304 438

(605) (149) (1,331) (483)
$1,944 $ (295) $ 1,952 $ (2,660)
$ 0.06 $(0.02) $ 0.06 $ (0.17)
$ 0.05 $(0.02) $ 0.05 $ (0.17)
$ 0.06 $(0.02) $ 0.06 $ (0.17)
$ 0.05 $(0.02) $ 0.05 $ (0.17)
Fiscal 2006 Fiscal 2005
4.01% 4.34%
Five years Six years
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Expected dividend yields
Expected volatility

During the three and six months ended October 31, 2005 and 2004, the Company recorded total employee non-cash compensation expense

0% 0%
62.8% 62.0%

related to various compensatory arrangements which provide common stock or restricted stock units, rather than options, to the Board of
Directors and executive management. The table below presents the expense components related to the various common stock arrangements for

the three and six months ended October 31, 2005 and 2004. Please refer to the Company s Amended Annual Report on Form 10-K/A for a

further discussion of compensatory arrangements.

Accrual for annual compensatory stock award to Board members

Executive employment and retention contracts

Table of Contents
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Three Months Ended Six Months Ended
October 31, October 31,
2005 2004 2005 2004

$ 60 $ 60
532 69

$ 120 $120
1,184 318

$ 592 $ 129

$ 1,304 $438
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FLOW INTERNATIONAL CORPORATION
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7. Segment Information

Commensurate with the disposition of the Avure Business in the second quarter of fiscal 2006, the Company classified its Avure Business as a
discontinued operation. The Avure Business was reported as three separate reportable segments, which are Food, North America Press and
International Press. See Note 5 for additional information about the Company s discontinued operations.

The Company retains four reportable segments after the sale of Avure Business. These segments, North America Waterjet, Asia Waterjet, Other
International Waterjet and Other (together known as Waterjet), utilize the Company s released pressure technology. The Waterjet operation
includes cutting and cleaning operations, which are focused on providing total solutions for the aerospace, automotive, job shop, surface
preparation and paper industries. Segment operating results are measured by the Company s Chief Executive Officer based on operating income
(loss). The accounting policies of the segments are the same as those described in the Summary of Significant Accounting Policies included in
the Company s April 30, 2005 Amended Annual Report filed with the Securities and Exchange Commission on Form 10-K/A.

A summary of operations by reportable segment is as follows:

(in thousands)

Three Months Ended Six Months Ended
October 31, October 31,
2005 2004 2005 2004
Sales
North America Waterjet $ 28,644 $ 20,663 $51,571 $ 36,563
Asia Waterjet 7,468 6,453 13,236 12,804
Other International Waterjet 8,789 8,396 17,242 15,532
Other* 5,784 8,575 10,622 17,487

$ 50,685 $ 44,087 $92,671 $ 82,386
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Operating Income (Loss)

North America Waterjet $ 2,259 $ 1,366 $ 2,726 $ 1,031
Asia Waterjet 2,016 1,579 3,361 3,243
Other International Waterjet 344 (1) 627 (398)
Other* 528 (702) 599 (601)

$ 5,147 $ 2,242 $ 7313 $ 3,275

* The Other segment is comprised of divisions which do not make primary use of the Company s ultrahigh-pressure water pump technology.
These divisions provide automation and robotic system solutions to the automotive market.

8.  Restricted Cash

The Company maintains amounts which are restricted in a separate bank account to provide customer performance guarantees as well as vendor
guarantees. At October 31, 2005 and April 30, 2005, the Company had $955,000 and $526,000 of cash pledged on such guarantees of which
$921,000 and $469,000 have restrictions which will lift within the next twelve months, respectively. The remaining restricted cash balances have
been reported in Other Assets on the Condensed Consolidated Balance Sheets.

_14-
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9.  Receivables
Receivables consist of the following:
(in thousands)
October 31, 2005
Trade Accounts Receivable $ 28,281
Unbilled Revenues 3,402
31,683
Less Allowance for Doubtful Accounts (3,533)
$ 28,150

Receivables at April 30, 2005 included $11.8 million related to the Avure Business.

10. Inventories

Inventories consist of the following:

(in thousands)

October 31, 2005

Table of Contents

April 30, 2005

(restated)
$ 37,157
5,027

42,184
(3,859)

$ 38,325

April 30, 2005
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Raw Materials and Parts $ 11,008 $ 15,500
Work in Process 2,330 4,799
Finished Goods 7,673 6,852
21,011 27,151
Less Provision for Slow-Moving and Obsolete Inventories (1,609) (2,933)
$ 19,402 $ 24,218

Inventories at April 30, 2005 include $6.2 million related to the Avure Business.

11. Income Taxes

For the three and six months ended October 31, 2005 and 2004, the tax provision consists of current expense related to operations in foreign
jurisdictions which are profitable and without loss carryforwards. In addition, certain operations in jurisdictions (principally Germany and the
US) reported net operating losses for which no benefit was recognized as it is more likely than not that such benefit will not be realized.

Due to a history of losses and uncertainty of future earnings, the Company continues to provide a full valuation allowance against its net
operating losses and other net deferred tax assets, arising in all tax jurisdictions because the realization of such assets is not more likely than not.
The domestic net operating losses can be carried forward 20 years to offset domestic profits in future periods and expire from fiscal 2022
through fiscal 2024 and other foreign net operating losses do not have an expiration date.

In fiscal 2004, the Company determined it was no longer able to permanently defer foreign earnings and recorded a $1.9 million liability for
withholding taxes payable on future repatriation of foreign earnings.

~15-
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The Company has continued to record liabilities for withholding taxes on earnings of these foreign operations. During the three and six months
ended October 31, 2005, the Company repatriated $0 million and $1.4 million from certain foreign subsidiaries and plans to continue to
repatriate additional earnings in the future.

12.  Notes Payable and Long-Term Obligations

October 31, 2005 April 30, 2005
Long Term Obligations:
Senior Credit Agreement $ 18,486 $ 9,695
Term Loans Payable 5,478 5,921
23,964 15,616
Less Current Portion (426) (9,912)
$ 23,538 $ 5,704
Notes Payable $ 1,011 $ 3,531

On July 8, 2005, the Company signed the Credit Agreement. The Company expensed $489,000 of fees during the three and six months ended
October 31, 2005 related to the prior credit agreement. The Credit Agreement provides for a revolving line of credit of up to $30 million with a
maturity date of July 8, 2008 and is collateralized by a general lien on all of the Company s assets. Interest rates under the Agreement are at
LIBOR plus a percentage depending on leverage ratios or at the Bank of America s prime rate in effect from time to time, at the Company s
option. LIBOR and the prime rate at October 31, 2005 were 4.09% and 6.75%, respectively. The rate in effect on the balance outstanding at
October 31, 2005 was 6.75%. The Credit Agreement requires compliance with funded debt, tangible net worth and liquidity ratios. The
Company also pays an annual letter of credit fee equal to 2.5% of the amount drawn under each outstanding letter of credit. The annual letter of
credit fee is payable quarterly in arrears. In addition, the Credit Agreement, similar to prior agreements, includes a subjective acceleration clause
which permits the lenders to demand payment in the event of a material adverse change. The prior credit agreement, however, included a process
whereby the Company s current excess cash receipts directly reduce the outstanding senior credit facility balance. Therefore, at April 30, 2005,
the balance outstanding was classified as a current liability. The Credit Agreement does not include this provision, therefore, the outstanding
balance is classified in Long-Term Obligations.
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The Company makes use of its credit facility to fund its operations during the course of the year. During the six months ended October 31, 2005,
the Company borrowed an aggregate of $38.8 million on the prior and current credit facility while repaying $30.1 million. As of October 31,
2005, the Company had $9.2 million of domestic unused line of credit, net of $2.3 million in outstanding letters of credit and $18.5 million in
outstanding borrowings.

The Company was in compliance with all covenants as of October 31, 2005 and for the quarter then ended.

The Company has five unsecured credit facilities in Taiwan with a commitment totaling 268 million New Taiwanese Dollars (US$8.0 million at
October 31, 2005), bearing interest at rates ranging from 1.8% to 2.845% per annum. The credit facilities have maturities between 12 and 36
months and can be extended for like periods, as needed, at the bank s option. At October 31, 2005, the balance outstanding under these credit
facilities amounts to US$2.2 million, $1.0 million of which is shown under Notes Payable while the remaining $1.2 million is classified under
Term Loans Payable.

- 16 -
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The Company has also obtained a seven-year collateralized long-term loan, expiring in 2011, in the amount of 145 million New Taiwanese
Dollars (US$4.3 million at October 31, 2005) bearing interest at an annual rate of 2.83%. The loan is collateralized by the Company s recently
completed manufacturing facility in Taiwan. In June 2004, the Company borrowed $4.1 million against this facility and repatriated $3.5 million
to the U.S. to reduce amounts outstanding under the senior credit facility. The balance of $4.1 million at October 31, 2005 is included in Term
Loans Payable.

As a result of the disposition of the Avure Business as described in Note 5, the purchaser assumed credit facility in Sweden totaling 25 million
Swedish Krona (US$3.2 million at October 31, 2005), which was collateralized by trade receivables and inventories of the Company s former
Swedish subsidiary.

13.  Warranty Obligations

The Company s estimated obligations for warranty are accrued concurrently with the revenue recognized. The Company makes provisions for its
warranty obligations based upon historical costs incurred for such obligations adjusted, as necessary, for current conditions and factors. Due to
the significant uncertainties and judgments involved in estimating the Company s warranty obligations, including changing product designs and
specifications, the ultimate amount incurred for warranty costs could change in the near term from the current estimate.

The following table shows the fiscal 2006 year-to-date activity for the Company s warranty obligations:

(in thousands)

Accrued warranty balance as of April 30, 2005 $1,710
Accruals for warranties 783
Adjustment for Avure Business see Note 5 (326)
Warranty costs incurred (949)
Accrued warranty balance as of October 31, 2005 $1,218

14. Other Income (Expense). Net
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On March 21, 2005, in a Private Investment in Public Equity Transaction ( PIPE Transaction ), the Company sold 17,473,116 equity units at
$3.72 per unit for gross proceeds of $65 million, and net proceeds of more than $59 million. A unit consists of one share of common stock and
one warrant to buy 1/10% of a share of common stock. Ten warrants give the holder the right to purchase one share of common stock for $4.07.

Under terms of the PIPE Transaction, the Company was required to file an initial Form S-1 registration of the shares issued and issuable in the
PIPE Transaction on or before May 20, 2005 and was required to cause the Form S-1 to become effective on or before September 17, 2005. The
Company subsequently amended the Registration Rights Agreement to grant an extension until December 31, 2005 for the effective date of the
registration of the shares and warrants issued in the PIPE Transaction. The Company is subject to liquidated damages of $650,000 per month, if
it fails to meet the December 31, 2005 deadline.

Under EITF 00-19 Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company s Own Stock (EITF
00-19 ), the fair value of the warrants issued under the PIPE Transaction have been reported initially as a liability due to the requirement to
net-cash settle the transaction until the

-17 -
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Company s Form S-1 is declared effective. The reason for this treatment is that there are cash payment penalties of 1% of the gross proceeds per
month ($650,000) should this Form S-1 not be declared effective prior to December 31, 2005. Upon effectiveness of the Form S-1, these
amounts will be reclassified into Capital in Excess of Par in the Equity section of the Consolidated Balance Sheet. The warrants are considered a
derivative financial instrument and are being marked to fair value quarterly until the Form S-1 is declared effective. The changes in fair value of
the warrants are recorded to the Condensed Consolidated Statement of Operations as Other Income (Expense), net. The Company reported $4.2
million and $4.8 million of expense in the three and six months ended October 31, 2003, respectively, associated with the change in the fair
value of the warrants. There was no fair value adjustment in any other periods presented.

The Company s subsidiaries have adopted the local currency of the country in which they operate as the functional currency. All assets and
liabilities of these foreign subsidiaries are translated at year-end rates. Income and expense accounts of the foreign subsidiaries are translated at
the average rates in effect during the year. Assets and liabilities (including inter-company accounts that are transactional in nature) of the
Company which are denominated in currencies other than the functional currency of the entity are translated based on current exchange rates and
gains or losses are included in the Consolidated Statement of Operations.

The following table shows the detail of Other Expense, net, in the accompanying Consolidated Statements of Operations:

(in thousands)

Three Months Six Months
Ended October 31, Ended October 31,
2005 2004 2005 2004
Realized Foreign Exchange (Losses) Gains, Net $ (237) $ 726 $ (220) $ 1,339
Unrealized Foreign Exchange Gains (Losses), Net 631 1,927 (458) 1,251
Fair Value Adjustment on Warrants Issued (4,157) (4,835)
Gain on Barton Sale (Note 17) 2,500 2,500
Other 134 2 99 (29)

$(1,129)  $2,655 $(2,914)  $2,561

15. Commitments and Contingencies
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At any time, the Company may be involved in certain legal proceedings in addition to the Omax matter described below. As of October 31,
2005, the Company has accrued its estimate of the probable costs for the resolution of these claims. This estimate has been developed in
consultation with legal counsel and is based upon an analysis of potential outcomes, assuming a combination of litigation and settlement
strategies. The Company does not believe these proceedings will have a material adverse effect on its consolidated financial position. However,
it is possible that future results of operations or cash flows for any particular quarterly or annual period could be materially affected by changes
in the Company s assumptions, or the effectiveness of its strategies, related to these proceedings.

On November 18, 2004, Omax Corporation ( Omax ) filed suit against the Company alleging that the Company s products infringe on Omax s
patents. The suit also seeks to have a specific patent held by the Company declared invalid. The Company asserts that it does not infringe Omax s
patents and Omax s patents are invalid and unenforceable. In its counterclaim, the Company seeks damages from Omax for violation of antitrust
laws and injunctive relief and damages for infringement of the Company s patent. The

-~ 18-
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trial date has been set for September 2006. Although the Omax suit seeks damages of over $100 million, the Company believes Omax s claims
are without merit and intends not only to contest Omax s allegations of infringement but also to vigorously pursue its claims with regard to its
own patent. Accordingly, the Company has not provided any loss contingency accrual related to the Omax lawsuit as of October 31, 2005. The
Company will incur legal expenses as part of this lawsuit and will expense them as incurred. While an exact amount of legal fees is not known at
this time, the total fees are expected to be more than $1 million over the next year to two years.

16. New Accounting Pronouncements

During October 2004, the FASB ratified the consensus reached by the EITF with respect to EITF Issue No. 04-10, Determining Whether to
Aggregate Operating Segments That Do Not Meet the Quantitative Thresholds (EITF 04-10), which clarifies the guidance in paragraph 19 of
FAS No. 131, Disclosures about Segments of an Enterprise and Related Information (FAS No. 131). According to EITF 04-10, operating
segments that do not meet the quantitative thresholds can be aggregated under paragraph 19 only if aggregation is consistent with the objective
and basic principle of FAS No. 131, the segments have similar economic characteristics, and the segments share a majority of the aggregation
criteria listed in items (a)-(e) in paragraph 17 of FAS No. 131. The FASB staff is currently working on a FASB Staff Position (FSP) to provide
guidance in determining whether two or more operating segments have similar economic characteristics. The effective date of EITF 04-10 has
been delayed in order to coincide with the effective date of the anticipated FSP, with early application is permitted. The adoption of EITF 04-10
is not expected to have an impact on the Company s Consolidated Financial Statements.

In November 2004, the FASB issued Statement of Financial Accounting Standards No. 151, Inventory Costs an Amendment of ARB No. 43,
Chapter 4. This statement clarifies the accounting for abnormal amounts of idle facility expense, freight, handling costs and spoilage, requiring
these items be recognized as current-period charges. In addition, this statement requires that allocation of fixed production overheads to the costs
of conversion be based on the normal capacity of the production facilities. The provisions of this statement are effective for inventory costs
incurred during fiscal years beginning after June 15, 2005 and will become effective for the Company beginning in May 2006. The full impact
that the adoption of this statement will have on the Company s financial position and results of operations has not yet been determined.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 153, Exchanges of Nonmonetary Assets (FAS 153),
which eliminates the exception for nonmonetary exchanges of similar productive assets and replaces it with a general exception for exchanges of
nonmonetary assets that do not have commercial substance. FAS 153 will be effective for nonmonetary asset exchanges occurring in fiscal
periods beginning after June 15, 2005. The Company adopted FAS 153 during the three months ended October 31, 2005 without a material
impact on its consolidated financial statements.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123R, Share-Based Payment (Revised 2004). This
statement addresses the accounting for share-based payment transactions in which a company receives employee services in exchange for the
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company s equity instruments or liabilities that are based on the fair value of the company s equity securities or may be settled by the issuance of
these securities. SFAS 123R eliminates the ability to account for share-based compensation using APB 25 and generally requires that such
transactions be accounted for using a fair value method. The provisions of this statement are effective for financial statements issued for the first
interim period following the Company s fiscal year that begins on or after June 15, 2005 and will become effective for the Company beginning
with
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the first quarter of the fiscal 2007 year. The Company has not yet determined which transition method it will use to adopt SFAS 123R. The full
impact that the adoption of this statement will have on the Company s financial position and results of operations will be determined by
share-based payments granted in future periods.

In March 2005, the FASB also issued FASB Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations (FIN 47). FIN 47
clarifies that an entity must record a liability for a conditional asset retirement obligation if the fair value of the obligation can be reasonably
estimated. FIN 47 is effective no later than the end of fiscal years ending after December 15, 2005. The Company does not expect the adoption
of FIN 47 to have a material effect on its Consolidated Financial Statements.

17. Other Significant Event

On August 26, 2005, the Company entered into a Purchase Agreement (the Purchase Agreement ) with Barton Mines Company ( Barton ) to give
Barton exclusive rights to sell abrasive to the Company s customers for $2.5 million in cash at closing, future annual payments of up to $250,000
for the next three years based on achievement of system