
 

Itron Reports Third Quarter Financial Results 

Q3 04 EPS of 8 cents (GAAP) and 32 cents (Pro forma) on Revenues of $122.5 Million $20.4 Million of Cash 
Flow from Operations in Q3 04

SPOKANE, WA. — November 2, 2004 — Itron, Inc. (NASDAQ:ITRI), today reported its financial results for the quarter ended 
September 30, 2004. 

On July 1, 2004, we completed the acquisition of Schlumberger’s Electricity Metering Business (SEM). The SEM acquisition 
included Schlumberger's electricity meter manufacturing and sales operations in the United States and the electricity meter 
operations of certain foreign affiliates of Schlumberger in Canada, Mexico, Taiwan and France. This acquisition now represents 
our Hardware Solutions Electricity Metering operating segment.

Third quarter total Company revenues were $122.5 million compared with $82.1 million in the third quarter of 2003. For the 
nine months ended September 30, total Company revenues were $267.7 million in 2004, compared with $237.0 million in 2003. 

■ Hardware Solutions Electricity Metering revenues in the quarter were $54.2 million.
■ Hardware Solutions Meter Data Collection revenues declined 18% and 10% in the third quarter and year-to-date periods in 

2004, compared with 2003, due to lower handheld meter reading revenues and lower shipments of automatic meter reading 
(AMR) hardware.

■ Software Solutions revenues declined 13% and 7% in the third quarter and year-to-date periods in 2004, compared with 2003, 
due to lower license fees for certain commercial and industrial software products and fewer implementation and consulting 
services.

■ Excluding Electricity Metering, third quarter results continued to reflect the trend we have experienced over the past twelve to 
eighteen months – industry-wide order activity from large investor owned utilities has slowed compared to prior periods, 
primarily due to a lower level of capital spending by utilities. However, our estimated share of the AMR market remained 
essentially constant.

■ New order bookings for Meter Data Collection and Software Solutions were $45 million for the quarter compared with $67 
million in the third quarter of 2003. Year-to-date, new order bookings for these businesses increased slightly and were $177 
million compared with $168 million in 2003.

■ Total Meter Data Collection and Software Solutions backlog at September 30, 2004 was $140 million compared with $169 
million a year ago. Twelve-month backlog, which represents the portion of backlog that will be earned over the next twelve 
months, was $67 million at September 30, 2004, compared with $69 million a year ago.

■ At September 30, 2004, our Electricity Metering segment had meter purchase orders in hand of $36.9 million for shipments that 
extend through the first quarter of 2005. 

■ In the first week of October, we signed a $15 million order with Xcel Energy for 50,000 meters and approximately 200,000 AMR 
endpoints along with installation and contract management services.

On a GAAP basis, Itron had net income of $1.7 million in the quarter, or 8 cents per diluted share, compared with $5.0 million, 
or 23 cents per diluted share in the third quarter of 2003. Year-to-date GAAP net income was $1.8 million, or 8 cents per 
diluted share, compared with $12.1 million, or 56 cents per diluted share in 2003.

Pro forma net income for the third quarter was $7.1 million, or 32 cents per diluted share, compared with $6.8 million, or 31 
cents per diluted share in the third quarter of 2003. Year-to-date pro forma net income was $11.5 million, or 52 cents per 
diluted share, compared with $19.5 million, or 90 cents per diluted share in 2003. Pro forma earnings exclude intangible asset 
and debt placement fee amortization expenses, restructurings, in-process R&D and extraordinary litigation accruals. A 
schedule reconciling income between GAAP and pro forma is attached to this release. 

Total company gross margin for the third quarter was 40% in 2004 compared with 48% in 2003. Year-to-date gross margin was 
43% in 2004 compared with 49% in 2003.

■ Electricity Metering gross margin was 39% for the quarter and year-to-date. Segment gross margin would have been 
approximately 4% higher except for a purchase accounting adjustment of finished goods inventory sold in the quarter which 
valued finished goods inventory at net realizable value. The $2.3 million purchase accounting adjustment resulted in lower 
GAAP and pro forma EPS in the third quarter of approximately 6 cents. 

■ Meter Data Collection gross margin was 42% and 46% for the quarter and year-to-date periods in 2004, compared with 52% 



for the same periods in 2003. The decrease in gross margin in 2004 reflects a mix shift in hardware, including the mix of AMR 
units, as well as increased sales through indirect channels.

Software Solutions gross margin was 36% and 35% for the quarter and year-to-date periods in 2004, compared with 31% for 
the same periods in 2003. Improved margin resulted from staffing reductions earlier in 2004 and higher maintenance revenues 
due to a higher installed base.

Sales and marketing, product development and general and administrative expenses were 27% and 33% of revenues for the 
third quarter and year-to-date periods in 2004, compared with 35% for the same periods in 2003. The decreases as a 
percentage of revenues in 2004 reflect the lower level of spending required for Electricity Metering marketing and product 
development due to its more narrowly focused product line.

The purchase price for SEM was approximately $256 million which consists of approximately $249 million in cash plus 
approximately $7 million of capitalized direct transaction costs. In addition, we incurred approximately $14 million of debt related 
costs which will be amortized over the life of the borrowings. We used proceeds from a new $185 million senior secured credit 
facility term loan and $125 million in Senior Subordinated Notes to finance the acquisition, pay related fees and expenses and 
repay approximately $50 million of outstanding debt under our existing credit facility. The preliminary allocation of the SEM 
purchase price includes, among other items, approximately $58 million for the fair value of net assets acquired, approximately 
$97 million of intangible assets and approximately $101 million of goodwill. The preliminary values of intangible assets, and the 
consequent value of goodwill, are based on a high level analysis completed prior to closing the acquisition of SEM.

We are in the process of completing a more comprehensive valuation analysis that is based on more detailed information that 
was not available to us prior to the closing. The initial indication from that analysis is that a significantly higher amount will be 
allocated to identifiable intangible assets, with a significantly lower amount of resulting goodwill. In addition, a portion of the 
purchase price will be allocated to in-process R&D, which will be expensed. Allocating a higher amount of the purchase price to 
identifiable intangible assets, and the allocation to in-process R&D, will have a material impact on the amount of our reported 
GAAP net income and EPS but will not have an impact on pro forma net income or EPS. We expect to issue an 8-K in the fourth 
quarter that reflects an updated reallocation of the SEM purchase price when our review of the more detailed valuation analysis 
is completed and expect the anticipated higher figures will result in negative GAAP net income and GAAP EPS for the fourth 
quarter.

Higher intangible amortization expenses and interest expenses for the quarter and year-to-date periods in 2004 are attributable 
to the SEM acquisition. Approximately $4.4 million of the $5.1 million in interest expense for the third quarter represents interest 
to be paid in cash with the balance representing amortization of debt fees and debt discount amortization. Year-to-date interest 
to be paid in cash was $7.0 million of the $8.2 million in interest expense.

Operating activities generated $20.4 million in cash during the quarter compared to $7.0 million in the third quarter of last year. 
Year-to-date, cash generated by operations was $27.5 million in 2004 compared with $16.2 million in 2003. The higher 
operating cash flow in 2004 results partially from our new Electricity Metering operations, but as well, from higher collections on 
accounts receivable, offset by inventory build ups and the use of cash for a warranty issue accrued for during 2003.

We made an optional $10 million repayment at the end of the quarter on the term loan issued on July 1, 2004 in connection 
with the SEM acquisition. At September 30, 2004 the term loan balance was $174.5 million, $1.9 million of which was reflected 
as current. On October 18, 2004, we made an additional optional repayment on the term loan of $10 million.

“We exceeded our third quarter earnings forecast with a strong performance from our electricity metering operations,”  said 
LeRoy Nosbaum, chairman and CEO. “We are also achieving better performance in other areas of our business as some of 
our recent cost cutting actions begin to yield results. We are very pleased with our strong execution and financial results in the 
first quarter following a major acquisition. We believe we have positioned the company for improved profitability despite what 
continues to be a challenging environment for utility capital spending.” 

Business Outlook
We have slightly reduced our expectations for revenues but are maintaining the low end of the range of our previous 
expectations for pro forma earnings for the second half of 2004. For the fourth quarter of 2004, we expect revenues to be 
between $122 and $125 million resulting in revenues for the full year 2004 between $390 and $393 million. We expect pro 
forma net income for the fourth quarter of 2004 to be between $8.4 and $9.1 million, or 38 to 41 cents per diluted share, 
resulting in full year 2004 pro forma net income between $19.9 and $20.6 million, or 90 to 93 cents per share.

The company intends to provide guidance on its 2005 outlook early in 2005. “While we believe we are seeing signs that the 
capital spending environment is improving for some of our customers, we need to get further through the fourth quarter and 
our planning process for 2005 before we will be ready to provide more specifics about our outlook for 2005,”  added Nosbaum.  

Use of Pro Forma Financial Information
To supplement our consolidated financial statements presented in accordance with GAAP, we use pro forma measures of 



operating results, net income and earnings per share. Pro forma results are adjusted from GAAP-based results to exclude 
certain costs, expenses and expense reversals that we believe are not indicative of our core operating results. In the current 
quarter, we modified our calculation of pro forma results to exclude the amortization of debt placement fees, as the fees 
capitalized in connection with the SEM acquisition are significant, the amount of debt placement fee amortization can vary from 
period to period depending on the amount of optional repayments of the debt, and we believe our results without that 
amortization are a more meaningful measure of our business performance.

Pro forma results are one of the primary indicators management uses for evaluating historical results and for planning and 
forecasting future periods. We believe the pro forma results provide useful information to investors that enhance their overall 
understanding of our current financial performance as well as our future prospects. We have historically provided pro forma 
results and believe the inclusion of them provides investors with consistency in our financial reporting. Pro forma results should 
be viewed in addition to, and not in lieu of, GAAP results. 

Earnings Conference Call
Itron will host a conference call to discuss the financial results for the quarter at 1:45 p.m. PT on November 2, 2004. The call 
will be webcast in a listen only mode by Thomson/CCBN and can be accessed online at www.itron.com, “About Itron – Investor 
Events.”  Investors may also listen to the live call through Thomson’s StreetEvents Network at www.fulldisclosure.com or 
www.streetevents.com. The live webcast will begin at 1:45 p.m. (PT) and webcast replays will begin shortly after the conclusion 
of the live call and will be available for two weeks. A telephone replay of the call will also be available approximately one hour 
after the conclusion of the live call, for 48 hours, and is accessible by dialing (888) 203-1112 (Domestic) or (719) 457-0820 
(International), and entering passcode #911864.

Forward Looking Statements
This release contains forward-looking statements concerning Itron’s operations, financial performance, sales, earnings and 
cash flow. These statements reflect our current plans and expectations and are based on information currently available. They 
rely on a number of assumptions and estimates, which could be inaccurate, and which are subject to risks and uncertainties 
that could cause our actual results to vary materially from those anticipated. Risks and uncertainties include the rate and timing 
of customer demand for the Company’s products, potential disruptions in operations associated with further integration of the 
SEM acquisition, rescheduling of current customer orders, changes in estimated liabilities for product warranties, changes in 
laws and regulations, and other factors which are more fully described in our Annual Report on Form 10-K for the year ended 
December 31, 2003 and Form 10-Qs for the quarters ended March 31, 2004 and June 30, 2004 on file with the Securities and 
Exchange Commission. Itron undertakes no obligation to update publicly or revise any forward-looking statements. 

About Itron
Itron is a leading technology provider and critical source of knowledge to the global energy and water industries. More than 
3,000 utilities worldwide rely on Itron technology to deliver the knowledge they require to optimize the delivery and use of 
energy and water. Itron delivers value to its clients by providing industry-leading solutions for electricity metering, meter data 
collection, energy information management, demand side management and response, load forecasting, analysis and 
consulting services, distribution system design and optimization, Web-based workforce automation, commercial and industrial 
customer care and residential energy management. To know more, start here: www.itron.com. 

For additional information, contact:
Mima Scarpelli
Vice-president, Investor Relations and Corporate Communications 
(509) 891-3565 
mima.scarpelli@itron.com 

Statements of operations, reconciliation between reported and pro forma income and EPS, balance sheets and segment 
information follow.
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