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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For The Quarterly Period Ended September 30, 2006
or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number: 001-32407

AMERICAN REPROGRAPHICS COMPANY

(Exact name of Registrant as specified in its Gimart

Delaware 20-1700361
(State or other jurisdiction of (I.LR.S. Employer
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700 North Central Avenue, Suite 550
Glendale, California 91203
(818) 500-0225
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Registrant’s principal executive offices)

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports), and (2)
has been subject to such filing requirements ferghst 90 days. Yéd NoO

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, noa-accelerated filer. See definition
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Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the A¢8sO No M
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Item 1.

PART I. FINANCIAL INFORMATION

Assets
Current assets:
Cash and cash equivalents

Restricted cash

Accounts receivable, net

Inventories, net

Deferred income taxes
Prepaid expenses and other current assets

Total current assets

Property and equipment, net
Goodwill
Other intangible assets, net
Deferred financing costs, net
Deferred income taxes
Other assets

Total assets

Liabilities and Stockholders' Equity
Current liabilities:

Accounts payable

Accrued payroll and payroll-related expenses
Accrued expenses
Current portion of long-term debt and capital |Isase

Total current liabilities

Long-term debt and capital leases

Total liabilities

Commitments and contingencies (Note 6)

Stockholders' equity:

Preferred stock, $.001 par value, 25,000,000 stzargrized; zero and zero shart
issued and outstanding

Common stock, $.001 par value, 150,000,000 shaitee@zed; 44,598,815 and
45,262.030, shares issued and outstanding

Additional paid-in capital

Deferred stock-based compensation

Retained earnings

Accumulated other comprehensive income
Total stockholders' equity

Financial Statements

AMERICAN REPROGRAPHICS COMPANY
CONSOLIDATED BALANCE SHEETS
(Dollars in thousands)

(Unaudited)

December 31, September 30,
2005 2006

22,64 $ 13,52(
- 7,497
71,06: 92,317
6,817 8,22¢
4,27 9,66¢
6,42¢ 6,452
111,21¢ 137,67¢
45,77 59,82:
245,27: 285,60:
21,387 48,67
92z 94¢
16,21¢ 9,28:
1,57¢ 1,641
442,36: $ 543,64
20,81 $ 24,35
15,48¢ 13,75:
18,68« 46,44¢
20,44: 18,68
75,42: 103,24
253,37 270,54t
328,79 373,79.
44 45
56,82t 74,07
(1,909 (1,34%
58,56 97,11¢
42 (393
113,56¢ 169,85!




Total liabilities and stockholders' equity $ 442,36. $ 543,64°

The accompanying notes are an integral part oktheasolidated financial statements.
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AMERICAN REPROGRAPHICS COMPANY
CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in thousands, except per share data)
(Unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2005 2006 2005 2006

Reprographics services $ 94,73 $ 111,17¢  $ 277,13 $ 330,65:
Facilities management 21,577 25,81« 61,82t 73,437
Equipment and supplies sales 11,18( 15,54¢ 30,55¢ 40,77¢

Total net sales 127,48° 152,53¢ 369,511 444,86
Cost of sales 74,96 85,53! 215,01: 251,68t
Gross profit 52,52: 67,007 154,50: 193,18:
Selling, general and administrative expel 28,31t 34,51¢ 83,33¢ 99,11:
Litigation reserve - - - 11,26:
Amortization of intangible assets 602 1,57¢ 1,41¢ 3,227
Income from operations 23,60« 30,91% 69,74 79,57¢
Other income (expense), net 63 (35¢) 287 442
Interest expense, net (6,13)) (5,810 (20,649 (17,270
Income before income tax provision

(benefit) 17,53¢ 24,74¢ 49,38t 62,75
Income tax provision (benefit) 7,01¢ 8,99 (8,079 24,19:
Net income $ 10,51¢ $ 15,75¢ $ 57,46¢ 38,55¢
Earnings per share:

Basic $ 024 $ 0.3t $ 1.37 0.8¢

Diluted $ 0.2: $ 0.3t % 1.3 0.8t
Weighted average common shares

outstanding:

Basic 44,170,22 45,177,62 42,080,40 44,923,88

Diluted 45,014,36 45,663,04 43,058,17 45,483,70

The accompanying notes are an integral part oktheasolidated financial statements.
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Balance at December 31, 20

Stock-based compensation
Issuance of common stock
under Employee Stock
Purchase Plan
Issuance of common stock ir
connection with accrued
bonuses
Issuance of stock in connect
with acquisitions
Stock options exercised
Tax benefit from exercise of
stock options
Comprehensive Income:
Net income
Foreign currency
translation
adjustments
Fair value adjustment of
derivatives, net of ta
effects

Comprehensive income
Balance at September 30, 2(

AMERICAN REPROGRAPHICS COMPANY
CONDENSED CONSOLIDATED STATEMENT OF
CHANGES IN STOCKHOLDERS'’ EQUITY
(Dollars in thousands)

(Unaudited)
Accumulated

Common Stock Additional Other Total
Par Paid-In Deferred Retained  Comprehensive Stockholders

Shares Value Capital Compensatior Earnings Income Equity
44,598,81 $ 14 $ 56,82F $ (1,909 $ 58,56 $ 42 $ 113,56
- - 89¢ 55E - - 1,45¢
9,03z - 29C - - - 29C
80,65 2,16( 2,16(
246,27 8,50( 8,50(
327,25: 1 1,807 - - - 1,80¢
- - 3,591 - - - 3,591
- - - - 38,55¢ - 38,55¢
25 25
; . - - - (200 (100
38,48:
45,262,03 $ 45 $ 74,072 $ (1,349 $ 97,11¢ $ (33)% 169,85!

The accompanying notes are an integral part oktheasolidated financial statements.
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AMERICAN REPROGRAPHICS COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

(Unaudited)

Nine Months Ended
September 30,

2005 2006
Operating activities
Net income 57,46 $ 38,55¢
Adjustments to reconcile net income to net ¢ asiiged by operating activities:
Accretion of yield on preferred equity 44¢ -
Allowance for doubtful accounts 1,052 10¢
Reserve for inventory obsolescence 76 (14
Depreciation 12,48¢ 16,24(
Amortization of intangible assets 1,41¢ 3,22
Amortization of deferred financing costs 1,21z 294
Deferred income taxes (24,987 (1,339
Write-off of deferred financing costs 1,68: 117
Stock based compensation 44¢ 1,45¢
Changes in operating assets and liabilities, neffett of business acquisitions:
Accounts receivable (7,150 (13,759
Inventory 211 90¢
Prepaid expenses and other assets 1,67¢ 507
Accounts payable and accrued expenses (3,460) 26,27¢
Net cash provided by operating activit 42,587 72,58(
Investing activities
Capital expenditures (3,376 (6,049
Payments for businesses acquired, net of cashradguid including other cash payme
associated with the acquisitions (16,299 (59,179
Restricted cash - (7,460
Other (35) (209
Net cash used in investing activit| (19,710 (72,885
Financing activities
Proceeds from initial public offering, net of undeiting discounts 92,69( -
Proceeds from stock option exercises 1,03¢ 1,807
Proceeds from issuance of common stock under ESPP 1,95¢ 29C
Direct costs of initial public offering (1,487 -
Excess tax benefit related to stock options exedcis - 3,591
Redemption of preferred units (28,267) -
Proceeds from borrowings under debt agreements 13,00( 41,00(
Payments on long-term debt under debt agreements (94,209 (55,077
Payment of loan fees (359 (43%)
Member distributions (8,249 -
Net cash used in financing activiti (23,875 (8,819
Net decrease in cash and cash equiva (99¢) (9,129
Cash and cash equivalents at beginning of period 13,82¢ 22,64
Cash and cash equivalents at end of period 12,82¢ $ 13,52(

Noncash investing and financing activities:




Capital lease obligations incurred $ 9,191 $ 17,33¢
Issuance of subordinated notes in connection Wighacquisition of businesses $ 8,23C $ 11,43:
Stock issued for acquisition - 8 8,50(
Change in fair value of derivatives ($152) ($100

The accompanying notes are an integral part oktheasolidated financial statements.
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AMERICAN REPROGRAPHICS COMPANY
Notes to Consolidated Financial Statements
(Unaudited)

1. Description of Business and Basis of Presetitm

American Reprographics Company (ARC or the Companihe leading reprographics company in the Un8&ates providing
business-to-business document management serwities architectural, engineering and constructimustry, or AEC industry. ARC also
provides these services to companies in non-AEQsimis, such as technology, financial servicdajlr@ntertainment, and food and
hospitality that require sophisticated document agament services. The Company conducts its opesattwough its wholly-owned
operating subsidiary, American Reprographics Complan..C., a California limited liability companyQpco), and its subsidiaries.

Reorganization and I nitial Public Offering

Prior to the consummation of the Company’s initiablic offering on February 9, 2005, the Companyg weorganized (the
Reorganization) from a California limited liabiligopmpany (American Reprographics Holdings, L.L.€Holdings) to a Delaware
corporation (American Reprographics Company). Imnextion with the Reorganization, the members dflidgs exchanged their common
member units for common stock of ARC. Each optgsued to purchase Holdings’ common member uniterddlding’s equity option plan
was exchanged for an option exercisable for shafréKRC’s common stock with the same exercise praras vesting terms as the original
grants. In addition, all outstanding warrants tochase common units of Holdings were exchangedtiares of ARC’s common stock.

On February 9, 2005, the Company closed an iptialic offering (IPO) of its common stock at $13 @ share, consisting of
7,666,667 newly issued shares sold by the compathyp 83,333 outstanding shares sold by the sedtimgkholders.

Basis of Presentation

The accompanying consolidated financial statemamprepared in accordance with accounting priasigkenerally accepted in the
United States of America (GAAP) for interim finaatinformation and in conformity with the requirente of the Securities and Exchange
Commission. As permitted under those rules, ceftaitnotes or other financial information requiled GAAP for complete financial
statements have been condensed or omitted. In rear@a’'s opinion, the interim consolidated finansi@tements presented herein reflect all
adjustments of a normal and recurring nature treahacessary to fairly present the interim constdid financial statements. All material
intercompany accounts and transactions have baaimated in consolidation. The operating resultstfe nine months ended September 30,
2006, are not necessarily indicative of the reghtis may be expected for the year ending Deceibe2006.

The preparation of financial statements in confeymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assas it affect the amounts reported in the conatdififinancial statements and
accompanying notes. We evaluate our estimatesssuirgtions on an ongoing basis and rely on histbexperience and various other
factors that we believe to be reasonable undecitbemstances to determine such estimates. Actsalts could differ from those estimates
and such differences may be material to the cames@d financial statements.

These interim consolidated financial statementsrantds should be read in conjunction with the cbdated financial statements a
notes included in the Company’s 2005 Annual ReporEorm 10-K. The accounting policies used in pr@gathese interim consolidated
financial statements are the same as those dedénitmeir 2005 Annual Report on Form 10-K.

2. Stock-Based Compensation

The Company adopted the American Reprographics @oynp005 Stock Plan, or Stock Plan, in connectiigh the Companys IPO
in February 2005. The Stock Plan provides for ttagof incentive and non-statutory stock optiagteck appreciation rights, restricted stock
purchase awards, restricted stock awards, andctestistock units to employees, directors and dtensis of the Company. The Stock Plan
authorizes the Company to issue up to 5,000,00@ sl common stock. The maximum amount of autkedrghares under the Stock Plan
will automatically increase annually on the firstycdbf the Company’s fiscal year, from 2006 throagil including 2010, by the lesser of
(i) 1.0% of the Company’s outstanding shares ordie of the increase; (ii) 300,000 shares; drgiich smaller number of shares determined
by the Company’s board of directors. At Septemlier2B06, 3,053,230 shares remain available fortgrader the Stock Plan.
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Options granted under the Stock Plan generallyrexps later than ten years from the date of griére years in the case of an
incentive stock option granted to a 10% stockhgldeptions generally vest and become fully exefilssaver a period of four or five years,
except options granted to non-employee directong veat over a shorter time period. The exerciseepof options must be equal to at least
100% (110% in the case of an incentive stock opgi@mted to a 10% stockholder) of the fair marlatie of the Company’s common stock
as of the date of grant. This plan is discussedadre detail in the company’s December 31, 2005 FHirK, Note 2.

In addition, the Stock Plan provides for automgtiants, as of each annual meeting of the Compatgtkholders commencing with
the first such meeting, of non-statutory stock @pmsito directors of the Company who are not emm@sy#, or consultants to, the Company or
any affiliate of the Company (non-employee diregfoEach non-employee director automatically velleive a non-statutory stock option
with a fair market value, as determined under tteel8Scholes option pricing formula, equal to $80,@or 55.56%) of such non-employee
director’s annual cash compensation (exclusiveoairittee fees). Each non-statutory stock optiotheaer the non-employee director’s
service since either the previous annual meetirtheodate on which he or she was first electecpomted. Options granted to nemployee
directors vest in 1/12 increments for each moramfthe date of grant.

During 2004, the Company granted 307,915 optionqmitchase common membership units to employeesexgtcise prices rangil
from $5.62 to $6.85 per unit. The fair market vadfighe Company’s common member units on the daggamt was $16 per unit. In
connection with the issuances, the Company recaacdizferred compensation charge of $3.1 milliorabiee the exercise price of the units
was less than the estimated fair market valueeftbmpany’s membership units as of the date oftgféer giving consideration to the
anticipated fair value of the membership units nigithe one-year period preceding the Company’mlimitblic offering which was
consummated on February 9, 2005. The Company midirtize the deferred compensation charge overék#ng period of the options,
generally five years. As of September 30, 2006 Gbmpany has cumulatively amortized $1.7 milliorthef deferred compensation charge.

Prior to the January 1, 2006, adoption of Finang@ounting Standards Board (“FASB”) Statement M23(R), “Share-Based
Payment” (“SFAS 123R"), the Company accounted focls-based compensation using the intrinsic valeéhod prescribed in Accounting
Principles Board (“APB”) Opinion No. 25, “Accountrfor Stock Issued to Employees,” and related priations. Accordingly, because the
stock option grant price equaled the market prit¢he date of grant, no compensation expense wagmeed for Company-issued stock
options issued prior to fiscal year 2004. As péediby SFAS 123, “Accounting for Stock-Based Congadion” (“SFAS 123"), stock-based
compensation was included as a pro forma discldautee Notes to the Consolidated Financial Stateme

Effective January 1, 2006, the Company adopted SEZ8R using the modified prospective transitionhodtand, as a result, did
retroactively adjust results from prior periods.dégnthis transition method, stock-based compensatas recognized for: (i) expense related
to the remaining unvested portion of all stock optawards granted in 2005, based on the granffaiatealue estimated in accordance with
the original provisions of SFAS 123; and (ii) expemelated to all stock option awards granted assubsequent to January 1, 2006, based on
the grant date fair value estimated in accordaritfetive provisions of SFAS 123R. In accordance \8#&B 107, the remaining unvested
options issued by the company prior to their ihjiablic offering are not included in their SFAS3R option pool. As a result unless
subsequently modified, repurchased or cancellezh savested options will not be included in stoelséd compensation. We apply the
Black-Scholes valuation model in determining the ¥alue share-based payments to employees, whittten amortized on a straight-line
basis over the requisite service period.

Compensation expense is recognized only for thpierss expected to vest, with forfeitures estimdiaged on our historical
experience and future expectations. Prior to tteptoin of SFAS 123R, the effect of forfeitures be pro forma expense amounts was
recognized as the forfeitures occurred.

As a result of adopting SFAS 123R, the impact eo@lonsolidated Statement of Operations for theethmenths ended September
2006, on income before income taxes and net inawae$0.4 million and $0.2 million, respectivelsgnd $0.005 on basic and diluted earn
per share . The impact to the Consolidated Stateaiédperations for the nine months ended Septer@®e2006, on income before income
taxes and net income was $1.1 million and $0.7ionillrespectively, and $0.015 on basic and dile@chings per share. In addition, upon the
adoption of SFAS 123R, the net tax benefit resglfiom the exercise of stock options, which wermvjously presented as operating cash
inflows in the Consolidated Statement of Cash F|aws classified as financing cash inflows.
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The adjusted table below reflects net income amsittend diluted net income per share for the tareknine months ended
September 30, 2005, had we applied the fair vadaegnition provisions of SFAS 123.

Three Months Nine Months
Ended Ended
September 30, 2005 September 30, 2005
(Unaudited)
(Dollars in thousands, except per share data)
Net income;
As reported $ 10,51¢ $ 57,46«
Equity-based employee compensation cost, net afe@ltax effects, included in as
reported net income 83 26&

Equity-based employee compensation cost, net afeltax effects, that would ha
been included in the determination of net incomaeffair value method had

been applied (10€) (350)
Adjusted $ 10,49t $ 57,37¢
Basic earnings per share:
As reported $ 0242 % 1.37
Equity-based employee compensation cost, net afegltax effects, included in as
reported netincome — 0.01

Equity-based employee compensation cost, net afagltax effects, that would ha
been included in the determination of net incomaeffair value method had

been applied — (0.0
Adjusted $ 024 $ 1.37
Diluted earnings per share:
As reported $ 0.2: $ 1.3
Equity-based employee compensation cost, net afaltax effects, included in as
reported net income — 0.01

Equity-based employee compensation cost, net afegltax effects, that would ha
been included in the determination of net inconthéffair value method had
been applied — (0.09)

Adjusted $ 0.2 $ 1.32

Adjusted disclosure for the three and nine montttied September 30, 2006, are not presented betteuamounts are recognizec
the consolidated financial statements.

The weighted average fair value at the grant datefftions issued in the nine months ended Septegthe006, was $9.96 . There
were no options granted during the nine months @és#ptember 30, 2005. The fair value of optiordas of grant was estimated using the
following weighted average assumptions for thedtaed nine months ended September 30, 2006, @yitend yield on our stock, (b)
expected stock price volatility of 25.88% and 284l Tespectively, (c) a risk-free interest rate @386 and 4.89%, respectively and (d) an
expected option term of 6.25 years for optionsimgsdver a 4 year period, 6.5 years for optiongingover a 5 year period, and 5.5 years for
options vesting over a 1 year period under the péifred” method as provided in Staff Accounting Batin (“SAB”) 107.

For fiscal 2006, expected stock price volatilitb&sed on a combined weighted average expectedmtice volatility of three
publicly traded peer companies deemed to be similtities whose share or option prices are pubéelilable. Until such time that the
Company has enough historical data, it will congina rely on peer companies’ volatility and willseme that the selected peer companies are
still appropriate. The risk-free interest rate &séd on the U.S. Treasury yield curve in effethatiime of grant with an equivalent remaining
term. The Company has not paid dividends in thé gad does not currently plan to pay dividendhrear future.
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The following is a summary of the Company’s stopkian activity during the nine month period endeghe@mber 30, 2006.

Nine Months Ended
September 30, 2006
(Dollars in thousands, except per share data)

Weighted Weighted
Average Average Aggregate
Exercise Contractual Intrinsic
Shares Price Life Value
Outstanding at beginning of the period 1,422,58" $ 5.9C
Granted 524,98! $ 26.47
Exercised (327,25) $ 5.52
Forfeited (30,900 $ 15.5]
Outstanding at end of the period 1,589,411 $ 12.5¢ 7C $ 31,03t
Exercisable at end of the period 884,08. $ 6.0¢ 44 $ 22,96:

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value (theeddhce between our closing stock
price on September 30, 2006, and the exercise, prigkiplied by the number of in-the-money optiotts&t would have been received by the
option holders had all the option holders exercibedt options on September 30, 2006. This amairanges based on the fair market value
of our stock. Total intrinsic value of options esised for the three and nine months ended Septe3ih&006, was $0.9 million and $9.3
million.

A summary of the Company’s non-vested stock optamef September 30, 2006, and changes duringrikeenwonths then ended is
as follows:

Weighted

Average
Non-vested Options Shares Exercise Price
Non-vested at December 31, 2005 390,40: $ 8.07
Granted 524,98! $ 26.47
Vested (180,65) $ 11.0¢
Forfeited (29,400 $ 16.02
Non-vested at September 30, 2006 705,33 $ 20.7¢

As of September 30, 20086, total unrecognized sbaded compensation expense related to nonvestddagitions was
approximately $5.8 million, which is expected torbeognized over a weighted average period of aqupeately 4.1 years

3. Employee Stock Purchase Plan

The Company adopted the American Reprographics @oynp005 Employee Stock Purchase Plan (the ESRi®nhimection with th
consummation of its IPO in February 2005. UnderB8&P, purchase rights may be granted to eligibl@@/ees subject to a calendar year
maximum per eligible employee of the lesser ofi() shares of common stock, or (ii) a number ofeshaf common stock having an
aggregate fair market value of $25,000 as detemnamethe date of purchase.

Prior to the adoption of SFAS 123R, the Companyrated its ESPP such that common stock purchasesplpgees in fiscal 2006
will not give rise to recognizable compensationtcdbe purchase price of common stock offered utfieAmended ESPP is equal to 959
the fair market value of such shares of commonksbocthe purchase date. Accordingly, no compensaiist was recognized for employee
stock purchases under the ESPP during the ninehmenided September 30, 2006.

-10-




4, Long-Term Debt

Long-term debt consists of the following:

December 31, September 30,
2005 2006
(Unaudited)

(Dollars in thousands)

Borrowings from senior secured First Priority — Rkang Credit Facility; variable

interest payable quarterly (8.25% and 9.25% intaede at December 31, 2005 an

September 30, 2006,repectively);any unpaid prin@pd interest due December 1

2008 $ 5,00C $ =
Borrowings from senior secured First Priority — ieltoan Credit Facility; variable

interest payable quarterly (weighted average 6.8867a2% interest rate at Decem

31, 2005 and September 30, 2006, respectively)cipal payable in varying

quarterly installments; any unpaid principal angtiast due June 18, 2009 230,42: 233,48t
Various subordinated notes payable; interest ranfgirm 5% to 7.1%; principal and

interest payable monthly through July 2011 11,26: 19,64:
Various capital leases; interest rates ranging)td%,; principal and interest payable

monthly through May 2012 27,127 36,10«

273,81. 289,23!

Less current portion (20,44 (18,68)

$ 253,37. $ 270,54¢

In December 2005, the Company entered into a Sedorehded and Restated Credit and Guaranty AgreefttenSecond Amend
and Restated Credit Agreement). The Second AmeaédRestated Credit Agreement provided the Compab8/10.6 million Senior
Secured Credit Facility, comprised of a $280.6iomiliterm loan facility and a $30 million revolvirgedit facility. In July 2006, to finance an
acquisition, the Company drew down $30 million e favailable $50 million in the term loan facility.

Subsequent to drawing down the $30 million, the @any entered into a First Amendment to Second Arereohd Restated Credit
and Guaranty Agreement (the First Amendment) ireiotd facilitate the consummation of certain pragbacquisitions. The First
Amendment provided the Company with a $30 millioarease to its Term Loan Facility, thus resarailability of the term loan facility to
$50 million, in addition to amending certain otberms including the following:

« Anincrease in the aggregate purchase price liitdbr business acquisitions commencing with fisear ending
December 31, 2006;
« Anincrease in the threshold for capital expenéiuduring any trailing twelve-month period; and

« Permit the Company to issue certain shares obitsngon stock in connection with certain proposedigitipns.

Except as described above, all other material tenmisconditions, including the maturity dates & @ompany’s existing senior
secured credit facilities remained similar to thasedescribed in Note 5-“Long Term Dehi"our consolidated financial statements incluah
our 2005 Annual Report on Form 10-K.

During the nine months ended September 30, 20@6Ctmpany made payments totaling $25.4 million|ueskee of contractually
scheduled payments, on its $230 million senior setuoredit facility. As a result of this prepaymehie Company wrote off $117,000 of
deferred financing costs during the nine monthsedrsieptember 30, 2006, which is included in intezgpense in the accompanying
consolidated financial statements.
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5. Income Taxes

Prior to the consummation of the Company’s IPO ehrkary 9, 2005, the Company was reorganized fr@aldornia limited
liability company (American Reprographics Holding&C or Holdings) to a Delaware Corporation (AmaricReprographics Company). A
result of the reorganization to a Delaware corponaiour total earnings are subject to federatestad local taxes at a combined statutory
of approximately 40% excluding a one-time tax bara#f$27.7 million due to the reorganization.

The Company'’s effective income tax rate, excluding onetime benefit as a result of our reorganizationeéfaary 2005, decreas
from 40% in the three and nine months ended SepmeB) 2005 to 36.3% and 38.6% for the three and mionths ended September 30,
2006, respectively. The decrease is due to thaselef a tax reserve for a prior year as the statuimitations had closed.

6. Commitments and Contingencies

Operating Leases. We have entered into various non-cancelable tipgreeases primarily related to facilities, equgmhand
vehicles used in the ordinary course of our busines

Contingent Transaction Consideration. The Company entered into earnout agreements inection with prior acquisitions. If the
acquired businesses generate operating profitscess of predetermined targets, the Company igateld to make additional cash payments
in accordance with the terms of such earnout agea&snAs of September 30, 2006, the Company hanpai future earnout obligations
aggregating to approximately $12 million through QGf the operating profits exceed the predeterchiaegets. Earnout payments are
recorded as additional purchase price (as goodwifilhn the contingent payments are earned and begayadle and consist of a combinat
of cash and notes payable issued to the seller.

State Sales Tax. The Company was involved in a state tax authoigpute related to unresolved sales tax issues verimbe from
such state tax authority’s audit findings from thegiles tax audit of certain of our operating dons for the period from October 1998 to
September 2001. Those unresolved issues relabte tpplication of sales taxes on certain discoilvatiswere granted to customers. Based on
the position taken by the state tax authority @s¢éhunresolved issues, they claimed that an addit®1.2 million of sales taxes were due for
the period in question, plus $489,000 of interAstan appeals conference held on December 14, 2084ppeals board ruled that the
Company was liable in connection with one comporétiie dispute involving approximately $40,000,iethwas previously paid. The
Company paid the tax in May of 2005 but strongbagireed with the state tax authority’s position filed a petition for redetermination
requesting an appeals conference to resolve theged. The Company was granted another appeakrencé in April 2006 to resolve the
remaining issues. The Company lost on appeal, aitdip July 2006 the interest related to this stdgdssue.

LouisFrey Case. On August 16, 2006 a judgment was entered agdiastompany in the previously disclosed Louis Frey
Company bankruptcy litigation in the United StaBaskruptcy Court, Southern District of New York.&judgment awarded damages to the
plaintiff in the principal amount of $11.06 millipmterest, totaling $2.48 million through Septem®@, 2006, and $0.20 million in preference
claims. The Company continues to believe its pmsiis meritorious, and commenced an appeal fronuthggment in the United States
District Court, Southern District of New York. lit@rdance with generally accepted accounting pplaesi(GAAP), the Company has
accounted for the judgment by recording a one-tmo@-recurring litigation charge of $13.74 millitmat includes a $11.26 million litigation
reserve ($11.06 million in awarded damages andO$@illion in preference claims), and interest exgeeof $2.48 million. These charges are
offset by a corresponding tax benefit of $5.50 i) resulting in a net impact of $8.24 millionttee net income during the three and nine
months ended September 30, 2006. In order to ktagxtecution of the Louis Frey judgment pendingeapghe Company posted a bond in
the United States Bankruptcy Court, South Diswfdew York, collateralized by $7.5 million in casich is recorded as restricted cash on
the September 30, 2006 Balance Sheet.

The Company may be involved in litigation and otlegral matters from time to time in the normal c®uof business. Management

does not believe that the outcome of any of thestens will have a material adverse effect on tbenany’s consolidated financial position,
results of operations or cash flows.
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7. Comprehensive Income

Comprehensive income includes foreign currencysteion adjustments, and changes in the fair vafweertain financial derivative
instruments, net of taxes, which qualify for hedgeounting. The differences between net incomecantprehensive income for the three
nine months ended September 30, 2005 and 2006 doHaws:

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2006 2005 2006
(Unaudited) (Unaudited)
(Dollars in thousands) (Dollars in thousands)

Net income $ 10,51¢ $ 15,75¢ $ 57,46¢ $ 38,55¢
Foreign currency translation adjustments -- 56 - 25
Increase (Decrease) in fair value of financ

derivative instruments, net of tax effec (139 (381) (152 (100

Comprehensive income $ 10,38 % 1543. % 57,31 $ 38,48

8. Earnings Per Share

The Company accounts for earnings per share irrd@onoe with SFAS No. 128, “Earnings per Share."i@aarnings per share is
computed by dividing net income by the weightedrage number of common shares outstanding for thegeiluted earnings per share is
computed similar to basic earnings per share exbapthe denominator is increased to include timaber of additional common shares that
would have been outstanding if the potential comsitares had been issued and if the additional consinares were dilutive. Common
stock equivalents are excluded from the computatitheir effect is anti-dilutive. There were nommon stock equivalents excluded for anti-
dilutive effects for the three and nine months eéh8eptember 30, 2005. There are 29,985 common sfimns excluded for anti-dilutive
effects for the three and nine months ended Septe8() 2006. The Company’s common stock equivalemtsist of stock options issued
under the Company’s equity option plan, as wellvasrants to purchase common stock issued during &D6ertain creditors of the
Company. All of such warrants were exchanged fareshof common stock of the Company in connectih the Company’s reorganization
in February 2005.

Basic and diluted earnings per share were calaulaang the following common shares for the thmeg @ine months ended
September 30, 2005 and 2006:

Three Months Ended Nine Months Ended
September 30, September 30,
2005 2006 2005 2006
(Unaudited) (Unaudited)

Weighted average common shares outstandir

during the period -- basic 44,170,22 45,177,62 42,080,40. 44,923,88
Effect of dilutive stock options 844,13 485,41 844,13 559,81
Effect of dilutive warrants == 133,63° -
Weighted average common shares outstandir

during the period -- diluted 45,014,36 45,663,04 43,058,17 45,483,70
9. Recent Accounting Pronouncements

On July 13, 2006, the FASB issued Interpretation 48(FIN No. 48) "Accounting for Uncertainty indome Taxes: an
interpretation of FASB Statement No. 109." Thigiptetation clarifies the accounting for uncertaintincome taxes recognized in an enti
financial statements in accordance with SFAS N@®, I8ccounting for Income Taxes." FIN No. 48 prélses a recognition threshold and
measurement principles for financial statementldgaoe of tax positions taken or expected to berian a tax return. This interpretation is
effective for fiscal years beginning after Decemb®gy 2006, or fiscal year 2007 for the Company. Thepany is assessing the impact, if
any, the adoption of FIN No. 48 will have on then@many's consolidated financial position and resaflisperations.



On September 13, 2006, the Securities and Exch@ogenission (SEC) issued Staff Accounting Bulle®AB) No. 108,
Considering the Effects of Prior Year Misstatemeavtien Quantifying Misstatements in Current YeaiaRtial Statementsyhich provides
interpretive guidance on the consideration of tifeces of prior year misstatements in quantifyingrent year misstatements for the purpose
of a materiality assessment. SAB No. 108 is effector fiscal years ending after November 14, 2@@86iscal year 2006 for the Company.
Early application is encouraged, but not requik¥'d. are currently assessing the impact, if anyattaption of SAB No. 108 will have on the
Company'’s consolidated financial position and ressaf operations. The cumulative effect, if anyapplying the provisions of SAB No. 108
will be reported as an adjustment to beginningedyretained earnings.
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On September 15, 2006, the FASB issued SFAS Nq.R&bi7Value MeasurementSFAS NO. 157 defines fair value, establishes a
framework for measuring fair value in generallyguted accounting principles and expands disclosboat fair value measurements. This
Statement applies under other accounting pronouactnthat require or permit fair value measuremenésFASB having previously
concluded in those accounting pronouncements #iravdlue is the relevant measurement attributeofdingly, this Statement does not
require any new fair value measurements. SFAS Ho.id effective for fiscal years beginning aftercBmber 15, 2007, or fiscal year 2008
the Company. The Company is currently evaluatirgitipact, if any, the adoption of SFAS No. 157 Wwdlve on the Comparg/consolidate
financial position and results of operations.

On September 29, 2006, the FASB issued SFAS Nq."EB&ployers’ Accounting for Defined Benefit Pensamd other
Postretirement Plar” an amendment of FASB Statements No. 87, 88, 1@5138R (“SFAS 158"). SFAS 158 requires an empldager
recognize the over-funded or under-funded stat@sdsfined benefit postretirement plan (other thamultiemployer plan) as an asset or
liability in its statement of financial position @mo recognize changes in that funded status iryehe in which the changes occur through
comprehensive income. SFAS 158 also requires ttasunement of defined benefit plan assets and digigaas of the date of the employer’
fiscal year-end statement of financial positiontfWimited exceptions). Under SFAS 158, the Compaiilybe required to recognize the
funded status of its defined benefit postretirenpdain and to provide the required disclosures conuing as of December 15, 2006, or fiscal
year 2006 for the Company. The Company is curreatbluating the impact, if any, that SFAS 158 Wwilve on its consolidated financ
position and results of operations.

10. Goodwill and Other Intangibles Resulting fran Business Acquisitions
In connection with its acquisitions subsequentuly 1, 2001, the Company has applied the provisaBFAS No. 141 “Business
Combinations”, using the purchase method of acéegnThe assets and liabilities assumed were recoatl their estimated fair values. The

excess purchase price over those fair values weasded as goodwill and other intangible assets.

The changes in the carrying amount of goodwill fldecember 31, 2005 through September 30, 2006uanenarized as follows:

Goodwill

(Dollars in

thousands)
Balance at December 31, 2005 $ 245,27
Additions $ 40,33:
Balance at September 30, 2006 $ 285,60:

The additions to goodwill include the excess puseharice over fair value of net assets acquirdderamount of $39.8 million, and
certain earnout payments in the amount of $0.5amill

Other intangible assets that have finite usefiddiare amortized over their useful lives. An imgeéiasset is written down to fair
value. Intangible assets with finite useful livemsist primarily of not-to-compete covenants, tradmes, and customer relationships and are
amortized over the expected period of benefit whaiges from two to twenty years using the straligiet and accelerated methods. Custc
relationships are amortized under an acceleratédadevhich reflects the related customer attritiates, and trade names are amortized t
the straight-line method.
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The following table sets forth the Company’s otimangible assets resulting from business acqoistat December 31, 2005 and
September 30, 2006, which continue to be amortized:

December 31, 2005 Septe mbe r 30, 2006
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
(Dollars in thousands) (Dollars in thousands)
Amortizable other
intangible assets:
Customer relationships $ 25,58¢ $ 6,241 $ 19,347 $ 52,25¢ $ 9,267 $ 42,98¢
Trade names and
trademarks $ 2,36¢ $ 32¢ $ 2,040 $ 6,26 $ 58C $ 5,68¢
$ 27,957 $ 6,57C $ 21,387 $ 58,52( $ 9,847 $ 48,67

Based on current information, estimated future dixation expense of other intangible assets far fiscal year, and each of the n
four fiscal years are as follows:

2006 $ 1,81:
2007 5,697
2008 5,29¢
2009 4,63:
2010 4,18
Thereafter 27,05(

$ 48,67
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Item 2. Management’s Discussion and Analysis of Financial@dition and Results of Operations

The following discussion should be read in conjiomctvith our consolidated financial statements éimel related notes and other
financial information appearing elsewhere in théport as well as Managem(s Discussion and Analysis included in our 2005 dain
Report on Form 1-K, our final prospectus for our recent secondaffgiong dated April 5, 2006, our 2006 first quarteport on Form 10-Q
dated May 15, 2006, and our 2006 second quarteontegn Form 10-Q dated August 14, 2006.

In addition to historical information, this repooin Form 10-Q contains certain forward-looking stagnts within the meaning of
Section 21E of the Securities Exchange Act of 18&34mended. These statements relate to futureésemefuture financial performance, and
include statements regarding the Company’s busiseategy, timing of, and plans for, the introdoctiof new products and enhancements,
future sales, market growth and direction, compmstitmarket share, revenue growth, operating maggind profitability. All forwarelooking
statements involve known and unknown risks, uricéi¢a and other factors that may cause our acteaults, levels of activity, performance
or achievements to be materially different from &rtyre results, levels of activity, performanceashievements, expressed or implied, by
these forward looking statements. In some casescgo identify forward-looking statements by temhiigy such as “may,” “will,”
“should,” “expects,” “intends,” “plans,” “anticipat es,” “believes,” “estimates,” “predicts,” “potentid,” “continue,” or the negative of
these terms or other comparable terminology. Tists®ments are only predictions and are based upfonmation available to the Compa
as of the date of this report. We undertake no angyobligation, other than that imposed by lawutmlate these forward-looking statements.

LI ” o ” ”u ”ou ” w

Actual results could differ materially from our cent expectations. Factors that could cause actesllts to differ materially from
current expectations, include among others, thieiohg: (i) general economic conditions, such aardes in non-residential construction
spending, GDP growth, interest rates, employmetgs;eoffice vacancy rates, and government expawedit(ii) a downturn in the
architectural, engineering and construction indyst(iii) competition in our industry and innovatidsy our competitors; (iv) our failure to
anticipate and adapt to future changes in our indygv) failure to continue to develop and intraunew products and services successf
(vi) our inability to charge for value-added sermicwe provide our customers to offset potentialimies in print volume; (vii) adverse
developments affecting the State of Californialuiding general and local economic conditions, macanomic trends, and natural disaste
(viii) our inability to successfully identify andamage our acquisitions or open new branches; (ix)inability to successfully monitor and
manage the business operations of our subsidiamesuncertainty regarding the effectiveness ofrfaial and management policies and
procedures we established to improve accountingrotsy (x) adverse developments concerning ourtieteships with certain key vendol
(xi) the loss of key personnel and qualified techhstaff, and (xii) failure to prevail upon appealthe Louis Frey Company litigatian

Although we believe that the expectations reflestdte forward-looking statements are reasonabie cannot guarantee future
results, levels of activity, performance or achieeats. These forward-looking statements are sutjauimerous risks and uncertainties,
including, but not limited to, the risks and uneémties described in the “Risk Factors” sectionaafr 2005 Annual Report on Form 10-K and
our first quarter report on Form 10-Q dated May 2806, and our second quarter report on Form 10a@ed August 14, 2006. You are
urged to carefully consider these factors. All fardrlooking statements attributable to us are esphg qualified in their entirety by the
foregoing cautionary statemen

Executive Summary

American Reprographics Company is the leading gamhics company in the United States. We provigeress-to-business
document management services to the architectmgineering and construction industry, or AEC indyshrough a nationwide network of
independenthyranded service centers. The majority of our custsrknow us as a local reprographics provider, llyswith a local brand an
a long history in the community. We also serve et of clients and businesses outside the AE@stg in need of sophisticated document
management services.

Our services apply to time-sensitive and graphierisive documents, and fall into four primary catégs:
« Document management;
« Document distribution & logistics;
e  Print-on-demand; and
« On-site services, frequently referred to as faegitmanagement, or FMs, (any combination of thevalservices supplied at
a customer’s location).

We deliver these services through our specializetirtology, more than 775 sales and customer seswiqioyees interacting with
our customers every day, and more than 3,000 erssitvices facilities at our customers’ locatighsof our local service centers are
connected by a digital infrastructure, allowingtaisleliver services, products, and value to appnaxely 73,000 companies throughout the
country.
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Our divisions operate under local brand names. Baamhd name typically represents a business ompgobbusinesses that has been
acquired in our 17-year history. We coordinate ¢hgserating divisions and consolidate their seroiterings for large regional or national
customers through a corporate-controlled “Premiggcdints” division.

A significant component of our growth has come fraoquisitions. In the first nine months of 2006, pad $78.6 million for twelve
new acquisitions. In 2005, we acquired 14 busirefse$32.1 million. We acquired six businesse2004 for $3.7 million, and acquired five
businesses for $.9 million in 2003. Each acquisiti@as accounted for using the purchase methodassdch, our consolidated income
statements reflect sales and expenses of acquistddsses only for post-acquisition periods. Afwsition amounts include acquisition-
related costs.

As part of our growth strategy, in 2003 we begaguaing or opening branch service centers, whichvieer as a relatively low co:
rapid form of market expansion. New, or so callgdetnfield”branches require modest capital expenditures ta.opeey are expected
generate operating profit within 12 months from mipg. Branch acquisitions are generally profitafiem their purchase date and
frequently acquired at low multiples. Over a hdnth period, the economics of such branch acdpnsitare equivalent to new brai
openings. We opened or acquired 14 branches imdakets in 2005. We opened or acquired 14 brandhgag the first nine months
2006. The Company expects to open or acquire appadely 15 branches in 2006. To date, we beliea¢ ¢lach branch that has been opi
least 12 months has generated operating profit.

In the following pages, we offer descriptions of\nwe manage and measure financial performance ghat the company. Our
comments in this report represent our best esterateurrent business trends and future trendsatbahink may affect our business. Actual
results, however, may differ from what is preseritece.

Evaluating our Performance.We evaluate our success by delivering value tosbareholders through:

« Creating consistent, profitable revenue growth;

» Maintaining our industry leadership as measuredoygeographical footprint, market share and regegeneration;

« Continuing to develop and invest in our produatsyiges, and technology to meet the changing nekdsr customers;

« Maintaining the lowest cost structure in the indgsand

« Maintaining a flexible capital structure that proes for both responsible debt service and the fiwkacquisitions and
other high-return investments.

Primary Financial MeasuresWe use net sales, costs and expenses, and operasinglow as operational measures and to asse
performance of our business. We identify reportallgments based on how management internally g¢galfinancial information, business
activities and management responsibility. On tleetidy we operate in a single reportable businegpaesat. Please refer to our 2005 Annual
Report on Form 10-K, for more information regardmg primary financial measures.

Other Common Financial Measures . We also use a variety of other common financialsuess as indicators of our performance,
including:

« Netincome and earnings per sh

« EBIT;

« EBITDA;

» Revenue per geographical region;

« Material costs as a percentage of net sales; and

» Days Sales Outstanding/Days Sales Inventory/Dayeémas Payable.

In addition to using these financial measures atctirporate level, we monitor some of them dailg lxcation-by-location through
use of our proprietary company intranet and repgrtools. Our corporate operations staff also cotsda monthly variance analysis on the
income statement, balance sheet, and cash floeaabf operating division.

Not all of these financial measurements are reptesgadirectly on the Company’s consolidated finahstatements, but meaningful
discussions of each are part of our quarterly digales and presentations to the investment comynunit
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Measuring revenue by other meansWe also measure revenue generation by geogragianred manage the performance of our
local and regional business units. This offers pesrational insights into the effectiveness of ales and marketing efforts and alerts us to
significant business trends.

We estimate approximately 80% of our net sales cloame the AEC market, while 20% come from non-AEises. We believe
this mix is optimal because it offers us the adagas of diversification without diminishing our fecon our core competencies.

Our six geographic operating regions are:

« East Coast - includes New England and the Mid-Aittsstates;

« Midwest - includes Canadian operations as wellasmonly considered Midwestern states;
« Southern - our broadest region, spans Florida @3 and north into Las Vegas;

«  Southern California - with the Monterey Bay areaasugh dividing line;

« Northern Californie- includes Silicon Valley, the San Francisco Bag#and the Greater Sacramento/Central Valley area;
and
« Pacific Northwest - includes Oregon, Washington British Columbia, Canada.

. Midwest

Pacific

MNorthwest

. MNorthem

California

D Southern
California

Acquisitions. Our disciplined approach to complementary acquois#tihas led us to acquire reprographics businésaest our
profile for performance potential and meet strategiteria for gaining market share. In most capesiormance of newly acquired businesses
improves almost immediately due to the applicatibfinancial best practices, significantly gregterchasing power, and productivity-
enhancing technology.

According to the International Reprographics Asation (IRgA), the reprographics industry is higitggmented and comprised
primarily of small businesses of less than $5 onillin annual sales. Our own experience in acquigépgographics businesses over the past
ten years supports this estimate. Although norteefndividual acquisitions we made in the pastehyears are material to our overall
business, each was strategic from a marketingegidimal market share point of view.

When we acquire businesses, our management typicsdls the previous year’s sales figures as amiafiobasis for estimating

future revenues for our company. We do not useapsoach for formal accounting or reporting pugsolut as an internal benchmark with
which to measure the future effect of operatingesgies, best practices and sound financial managieonethe acquired entity.
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We also use previous year’s sales figures to assist determining how the company will be integdainto the overall management
structure of our company. We categorize newly aegubusinesses in one of two ways:

1. Standalone AcquisitionsPost-acquisition, these businesses maintain éixéting local brand and act as strategic platifon the
company to acquire market share in and aroundpéeific geographical location.

2. Branch/Folcin Acquisitions These are equivalent to our opening a new orefgfield” branch. They support an outlying portion «
larger market and rely on a larger centralized petidn facility nearby for strategic managemenaddalancing, for providing
specialized services, and for administrative ameotback office” support. We maintain the stafflaaguipment of these businesses
to a minimum to serve a small market or a singlgdaustomer, or we may physically integrate (floldstaff and equipment into a
larger nearby production facility.

New acquisitions frequently carry a significant ambof goodwill in their purchase price, even ie ttase of a low purchase
multiple. This goodwill represents the purchaseunf an acquired business less tangible assetslamiified intangible assets. We test our
goodwill annually for impairment on September 3BeTethodology for such testing is detailed furtirepage 29 of this report.

Economic Factors Affecting Financial PerformanceWe estimate that sales to the AEC market accounte®D% of our net sales
for the year ended December 31, 2005, with the iing20% consisting of sales to non-AEC marketséa on our annual review of the top
30% of our customers, and designating customeestzer AEC or non-AEC based on their primary usewfservices). As a result, our
operating results and financial condition can lgmificantly affected by economic factors that irfhce the AEC industry, such as non-
residential construction spending, GDP growth,regderates, employment rates, office vacancy rates,government expenditures. Similar to
the AEC industry, the reprographics industry tyfyckags a recovery in the broader economy.

Non-GAAP Measures

EBIT and EBITDA and related ratios presented is tieiport are supplemental measures of our perfaentnat are not required by
or presented in accordance with GAAP. These messueenot measurements of our financial performander GAAP and should not be
considered as alternatives to net income, incoora fsperations, or any other performance measurgsgeddn accordance with GAAP or as
an alternative to cash flow from operating, inuegtbr financing activities as a measure of ouridigy.

EBIT represents net income before interest andstaxBITDA represents net income before interegsgdadepreciation and
amortization. EBIT margin is a non-GAAP measuregkited by subtracting depreciation and amortizafiom EBITDA and dividing the
result by net sales. EBITDA margin is a non-GAAPaswge calculated by dividing EBITDA by net sales.

We present EBIT and EBITDA and related ratios beeaue consider them important supplemental measfi@as performance ar
liquidity. We believe investors may also find th@seasures meaningful, given how our managementsnade of them. The following is a
discussion of our use of these measures.

We use EBIT to measure and compare the performafnmer divisions. We operate our divisions as safgabusiness units but
manage debt and taxation at the corporate leveh vesult, EBIT is the best measure of divisiomafimbility and the most useful metric by
which to measure and compare the performance afigisions. We also use EBIT to measure performdocdetermining division-level
compensation and use EBITDA to measure performéoragetermining consolidateldvel compensation. We also use EBITDA as a méd
manage cash flow from our divisions to the corpotavel and to determine the financial health ahedivision. As noted above, since debt
and taxation are managed at the corporate levektakh flow from each division should be equahtdorresponding EBITDA of each
division, assuming no other changes to a divisibalsince sheet. As a result, we reconcile EBITD&ash flow monthly as one of our key
internal controls. We also use EBIT and EBITDA taleate potential acquisitions and to evaluate tdreto incur capital expenditures.

EBIT, EBITDA and related ratios have limitationsasalytical tools, and you should not consider tlisolation, or as a substitute
for analysis of our results as reported under GA3&me of these limitations are as follows:

« They do not reflect our cash expenditures, or futequirements for capital expenditures and cotutehcommitments;

« They do not reflect changes in, or cash requiresnfemt our working capital needs;
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« They do not reflect the significant interest expers the cash requirements necessary, to sentieest or principal
payments on our debt;

« Although depreciation and amortization are non-adsrges, the assets being depreciated and andowiteften have to
be replaced in the future, and EBITDA does noetfhny cash requirements for such replacemends; an

« Other companies, including companies in our ingusiray calculate these measures differently thadaeydimiting their
usefulness as comparative measures.

Because of these limitations, EBIT, EBITDA, andatel ratios should not be considered as measurdisarétionary cash available
to us to invest in business growth or to reduceidebtedness. We compensate for these limitabgnelying primarily on our GAAP resul
and using EBIT and EBITDA only as supplements. frore information, see our consolidated financialesnents and related notes
elsewhere in this report. Additionally, please refeour 2005 Annual Report on Form 10-K.

We have presented adjusted net income and adjeatathgs per share for the three and nine monttisce8eptember 30, 2006, to
reflect the exclusion of the one-time litigatiorache related to the Louis Frey bankruptcy litigatidhis presentation facilitates a meaningful
comparison of the Comparsybperating results for the three and nine momhdee@ September 30, 2006, to the same period in, 26@4uding
a one-time income tax benefit taken in FebruarQfi5 (refer to the Income Taxes section of Pdtem 2 of this report for more
information).

The following is a reconciliation of cash flows pited by operating activities to EBIT, EBITDA, andt income:

Three Months Ended September 30, Nine Months Ended September 30,
2005 2006 2005 2006
(Dollars in thousands) (Dollars in thousands)
Cash flows provided by operating
activities $ 17,99¢ $ 30,18 $ 42,587 $ 72,58(
Changes in operating assets and
liabilities (97€) (4,929 8,72: (13,939
Non-cash (expenses) income,
including depreciation and
amortization (6,509 (9,500 6,154 (20,087
Income tax provision (benefit) 7,01¢ 8,99: (8,079 24,19:
Interest expense 6,131 5,81( 20,64¢ 17,27(
EBIT 23,667 30,55¢ 70,03 80,02:
Depreciation and amortization 5,01¢ 7,461 13,90" 19,46"
EBITDA 28,68t 38,02( 83,94 99,48¢
Interest expense (6,137 (5,810 (20,649 (7,270
Income tax (provision) benefit (7,019 (8,999 8,07¢ (24,199
Depreciation and amortization (5,019 (7,46)) (13,90 (19,467
Net income $ 10,51¢ $ 15,75¢ $ 57,46¢ $ 38,55¢
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The following is a reconciliation of net incomeE®ITDA:

Three Months Ended September 30, Nine Months Ended September 30,
2005 2006 2005 2006
(Dollars in thousands) (Dollars in thousands)

Net income $ 10,51¢ $ 15,75¢ $ 57,46 $ 38,55¢
Interest expense, net 6,131 5,81( 20,64¢ 17,27(
Income tax provision (benefit) 7,01¢ 8,99: (8,079 24,19:

EBIT 23,667 30,55¢ 70,03« 80,02:
Depreciation and amortization 5,01¢ 7,461 13,907 19,467

EBITDA $ 28,68F $ 38,02( $ 83,94: $ 99,48t¢

The following is a reconciliation of our net incommeargin to EBIT margin and EBITDA margin:

Three Months Ended September 30, Nine Months Ended September 30,
2005 2006 2005 2006
Net income margil 8.2% 10.2% 15.€% 8.7%
Interest expense, net 4.8% 3.8% 5.€% 3.%
Income tax provision (benefit) 5.504 5.C04 (2.2% 5.4%
EBIT margin 18.6% 20.(% 18.9% 18.(%
Depreciation and amortization 3.% 4.S% 3.8% 4.4%
EBITDA margin 22.5% 24.%% 22.1% 22.4%

The following is a reconciliation of net incomeadjusted net income and earnings per share totadjearnings per share:

Three Months Ended September 30, Nine Months Ended September 30,
2005 2006 2005 2006
(Dollars in thousands, (Dollars in thousands,
except per share data) except per share data)

Net income $ 10,51¢ $ 15,75¢ $ 57,46 $ 38,55¢
Litigation reserve - 11,26:
Interest expense due to litigation

reserve 204 2,481
Income tax benefit due to litigatio

reserve (82 (5,499
Income tax benefit due to

reorganization -- -- (27,707 --
Unaudited adjusted incremental

income tax provision - - (339 --

Unaudited adjusted net income $ 10,51¢ $ 15,87¢ $ 29,43( $ 46,80«

Earning Per Share (Actual):

Basic $ 024 $ 0.3t $ 137 $ 0.8¢€
Diluted $ 02: $ 03 $ 132 $ 0.8t

Earning Per Share (Adjusted):

Basic $ 024 $ 0.3t $ 0.7C $ 1.04
Diluted $ 0.2: $ 0.3t $ 0.6¢ $ 1.0z

Weighted average common shares
outstanding:



Basic 44,170,22 45,177,62 42,080,40 44,923,88
Diluted 45,014,36 45,663,04 43,058,17 45,483,70
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Results of Operations for the Three and Nine Month&nded September 30, 2006 and 2005

The following table provides information on the gamtages of certain items of selected financiad dampared to net sales for the
periods indicated:

As Percentage of Net Sales

Three Months Ended September 30, Nine Months Ended September 30,
2005 2006 2005 2006

Net Sale: 100.(% 100.% 100.(% 100.(%
Cost of sales 58.¢ 56.1 58.2 56.€
Gross profit 41.2 43.¢ 41.¢ 43.4
Selling, general and administrative

expenses 22.2 22.¢ 22.€ 22.%
Litigation reserve - - - 2.5
Amortization of intangibles 0.5 1.C 04 0.7
Income from operations 18.t 20.2 18.¢ 17.¢
Other income - 0.3 0.1 0.1
Interest expense, net 4.9 (3.9 (5.6) (3.9
Income before income tax provisior

(benefit) 13.¢ 16.Z 13.4 14.1
Income tax provision (benefit) 5.E 5.8 (2.2 5.4
Net income 8.2% 10.2% 15.6% 8.7%

Three and Nine Months Ended September 30, 2006 Coraged to Three and Nine Months Ended September 30025

Three Months Ended Nine Months Ended
September 30, Increase (decrease) September 30, Increase (decrease)
2005 2006 (In dollars)  (Percent) 2005 2006 (In dollars)  (Percent)
(In millions) (In millions)
Reprographics services $ 924.7 $ 1112 $ 16.5 17.0% $ 2771 $ 330.7 $ 53.€ 19.2%
Facilities management 21.¢ 25.¢ 4.2 19.0% 61.¢ 73.4 11.€ 18.8%
Equipment and supplies
sales 11.2 15.F 4.2 38.4% 30.€ 40.¢ 10.Z 33.2%
Total net sales 127.k 152.¢ 25.C 19.6% 369.5 444 ¢ 75.4 20.4%
Gross profit 52.t 67.C 14.F 27.€% 154.t 193.2 38.7 25.(%
Selling, general and
administrative
expenses 28.5 34.t 6.2 21.9% 83.: 99.1 15.¢ 19.(%
Litigation reserve 0.C 0.C - - - 11.2 11.2 100.(%
Amortization of
intangibles 0.€ 1.€ 1.C 166.71% 1.4 3.2 1.8 128.%
Interest expense, net 6.1 5.€ 0.3 (4.€%) 20.€ 17.2 3.3 (16.0%)
Income taxes 7.C 9.C 2.C 28.€% (8.1 24.2 32.2 (398.71%)
Net Income 10.t 15.¢ .3 50.5% 57.t 38.¢ (18.9) (32.9%)

EBITDA 28.1 38.C & 32.4% 83.¢ 99.5 15.€ 18.€%
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Net Sales.

Net sales increased by 19.6% for the three momttisceSeptember 30, 2006, compared to the threehsientled September 2005.
Net sales increased by 20.4% for the nine montte@&®eptember 30, 2006, compared to the same prRrADS5.

In the three months ended September 30, 2006, \ppately 11% of the 19.6% net sales increase wasekto our standalone
acquisitions since September 30, 2005. (See pagéth® document for an explanation of acquisitigoe.)

In the nine months ended September 30, 2006, ajpppataly 9.5% of the 20.4% net sales increase watedkto our standalone
acquisitions since September 30, 2005.

Reprographics serviceblet sales during the three months ended Septenth@086, increased compared to the same period(ds 2
by $16.5 million due to increased non-residentiaistruction spending throughout the U.S. and tipaesion of our market share through
branch openings and acquisitions. We acquireddusnesses during the three month period ende@®bptr 30, 2006, each with a primary
focus on reprographics services. Significant sale®ases were reported in Southern Californiathadsouthern region that was both market-
driven and due to a continued focus on best sadaipes. Additionally, we experienced significgnbwth in Northern California resulting
from strong growth in the San Francisco Bay area.

During the nine months ended September 30, 200&cqeired a total of twelve businesses, each wathrimary focus on
reprographics services. In addition to significeales increases in the Southern region and Sou@wgifornia noted above, Northern
California also showed strong sales growth duriregrtine months ended September 30, 2006.

Company-wide, pricing remained at similar levelshte same period in 2005, with the exception oféased fuel and energy costs
surcharges, indicating that revenue increases eaggrimarily to volume.

Facilities managementThe increase in on-site or facilities managensentices continued to post solid dollar volume pedod-
over-period percentage gains in the three andmioreths ended September 30, 2006. Specificallys $atehree and nine months ended
September 30, 2006, compared to the same peri@BOmincreased by $4.2 million and $11.6 milliespectively. This revenue is derived
from a single cost per square foot of printed makesimilar to our “Reprographics Services” revenAs convenience and speed continue to
characterize our customers’ needs, and as prirtjugpment continues to become smaller and moredsffite, the trend of placing equipment
(and sometimes staff) in an architectural studioarstruction company office remains strong asendéd by an increase of 298 facilities
management contracts in the third quarter of 200& represents an 11% increase from the secontequéd 2006. By placing such
equipment on-site and billing on a per use ancppgect basis, the invoice continues to be issyedd) just as if the work were produced in
one of our centralized production facilities. Tlesulting benefit is the convenience of on-site paobidn with a pass-through or reimbursable
cost of business that many customers continuatbditractive.

Equipment and supplies sal&uring the three month period ended September@@6,20ur equipment and supplies sales increased
by 38.4% as compared to the same period in 2005.

In the nine month period ended September 30, 28Qfipment and supply sales increased by 33.3%.

During the past four years, our facilities managetsales efforts made steady progress againsuithigiut sale of equipment and
supplies by converting such sales contracts taterssrvice agreements. Two acquisitions in thevivist in 2005 and one late in 2004
continue to reverse this trend, as each possestemng equipment and supply business unit. Tréndmaller, less expensive and more
convenient printing equipment are gaining popwaniith customers who want the convenience of indgoproduction, but have no
compelling reimbursable invoice volume to offset tiost of placing the equipment.

Gross Profit.

Our gross profit and gross profit margin increasefi67.0 million and 43.9% during the three morghded September 30, 2006,
compared to $52.5 million and 41.2% during the speréd in 2005, on sales growth of $25.0 million.
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During the nine month period ended September 306 2§ross profit and gross profit margin increase$i193.2 million and 43.4%
compared to $154.5 million and 41.8% for the nirmths ended September 30, 2005, on sales groviiisoft million.

Increases in revenues coupled with the fixed cagire of some of our cost of goods sold expenses, & machine cost and facility
rent, contributed to increases in gross profitmiyithe three and nine months ended September 86, @doss margins reflected the added
revenue and leverage benefit therefore increasadgdthe three and nine months ended Septembe&(08®, Also contributing to the increase
in the gross profit margin was the increase intdigiervices and facilities management revenutheyscarry higher gross margins than other
services provided to clients. These increases pateally offset by lower gross margins of acquitesnpanies and new branch openings that
tend to depress gross margins temporarily.

Our increased purchasing power as a result of xpareding geographical footprint continues to keeproaterial cost and
purchasing costs low by industry standards. Pradlu¢abor cost as a percentage of net sales dedtetightly from 23.0% in the nine month
period ended September 30, 2005 to 22.7% in the g@mod in 2006 due to our increased use of outsoluabor, particularly for our
delivery services. Production overhead as a pesgentf revenue decreased from 16.9% in the firet months of 2005 to 15.1% in 2006 due
to the fixed cost nature of the expense couplel thi¢ net sales increase.

Selling, General and Administrative Expenses.

Selling, general and administrative expenses ise@dy $6.2 million or 21.9% during the third qeaif 2006 over the same period
in 2005.

Selling, general and administrative expenses isedy $15.8 million, or 19.0% in the nine monthded September 30, 2006, over
the same period in 2005.

Increases during the three and nine month periddeéSeptember 30, 2006, are attributable to threase in our sales volume dur
the same period and increased fees due to ourrgari@axley compliance work. Specifically, expensesemprimarily due to increases in
administrative and sales salaries and commissib$3.4 and $6.8 million which were partly due ta &wemier Accounts initiative, incentive
payments and bonus accruals of $0.3 and $1.4 milfiat accompany sales growth, $0.1 and $0.9 miblicadvertising costs which included
our efforts to promote our new Sithib technology, and $0.5 and $1.5 million of legadl accounting fees due to compliance costs abl&
company during the three and nine months endeceBéyar 30, 2006, respectively. Additionally, in A@@2006, the company completed a
secondary stock offering, primarily to facilitateetsale of shares owned by its financial spon€&wde Hennessy & Simmons LLC, of
Chicago. Administrative and legal fees for the seleoy offering amounted to approximately $0.7 roiili

Selling, general and administrative expenses,@s@ntage of net sales increased from 22.2% ithtteequarter of 2005 to 22.6%
in the third quarter of 2006 partly due to increhfees related to our Sarbanes Oxley complianc&.widre decline from 22.6% in the nine
months ended September 30, 2005 to 22.3% in the panind of 2006 was a result of continued regiooakolidation of accounting and
finance functions, and a maturing regional managesteucture. Our regional management structustditined in 2003, continues to bear
positive results in the dissemination of best besspractices, better administrative controls,gredter consolidation of common regional
resources.

Litigation Reserve.

In accordance with GAAP, we have accounted fojudgment entered by the United States Bankruptaydo the Louis Frey
Company litigation by recording a one-time, nonureinig litigation charge of $13.74 million that indes a $11.26 million litigation reserve
($12.06 million in awarded damages and $0.20 mmilliopreference claims), and interest expense @8billion. These charges are offsel
a corresponding tax benefit of $5.50 million, réisig in a net impact of $8.24 million to the net@me during the nine months ended
September 30, 2006. This one-time, non-recurritigglion reserve of $11.26 million represents 2&®het sales for the nine months ended
September 30, 2006.

Amortization of Intangibles.
Amortization of intangibles increased $1.0 millidaring the three months ended September 30, 200&ared to the same perio«

2005 primarily due to an increase in identifiedamgible assets such as customer relationshipgraae names associated with acquired
businesses.
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Amortization of intangibles increased $1.8 millidaring the nine months ended September 30, 20@6tadithe same reason noted
above.

Interest Expense, Net.

Net interest expense decreased to $5.8 milliomdtthie three months ended September 30, 2006, cethfta$6.1 million during
the same period in 2005, a decrease of 4.9%. Biterpense in the three months ended Septemb2086, included $.2 million of interest
related to the Louis Frey litigation reserve whodmtinues to accrue interest as we enter intoppeal stage.

Net interest expense decreased to $17.3 milliomduhe nine months ended September 30, 2006, aetipa $20.6 million during
the same period in 2005, a decrease of 16.0% elttexpense in the nine months ended Septemb20@6, included $2.5 million of interest
related to the Louis Frey litigation reserve.

The decrease in interest expense for the thremiaednonths ended September 30, 2006, was duengyintathe refinance of our
second lien debt in December of 2005 at more fdleraterest rates, partially offset by interegpenxse related to the Louis Frey litigation
reserve.

Income Taxes.

Our effective income tax rate, excluding our omaetibenefit as a result of our reorganization inr&aty 2005, decreased from 40%
in the three and nine months ended September 88, 18036.3% and 38.6% for the three and nine moskded September 30, 2006,
respectively. The decrease is due to the releasdadf reserve for a prior year as the statuterofdtions had closed.

Additionally, a $0.08 million tax benefit was reded in the three months ended September 30, 268&54 million in the nine
months ended September 30, 2006, due to the afatemed Louis Frey litigation charge.

Net Income.

Net income increased to $15.8 million during thee¢hmonths ended September 30, 2006, compared1b #illion in the same
period in 2005 primarily due to the increase iresal

Net income decreased to $38.6 million during threemhonths ended September 30, 2006, primarily @aeone time tax benefit of
$27.7 million as a result of our reorganizatiorFgbruary 2005, and the litigation charge takeméndecond quarter of 2006 associated with
the Louis Frey litigation. Excluding the one-tinextbenefit of $27.7, and the litigation charge, ofdtaxes, of $8.2 million, net income
increased by $17.4 million during the nine monthdesl September 30, 2006, compared to the samelper&®05 primarily due to increased
sales and lower interest expense resulting fromefieance of our debt.

The litigation charge, net of taxes, of $8.2 millisad a $0.18 adverse impact on basic and dilitedrg per share for the nine
months ended September 30, 2006. For a reconailiafi net income to adjusted net income and adjusaening per share, please see “Non-
GAAP Measures” above.

EBITDA.

EBITDA margin increased to 24.9% during the thremnths ended September 30, 2006, compared to 225%gdhe same period
in 2005 primarily due to the increase in sales gmods profit margin.

The EBITDA margin decreased to 22.4% during the mronths ended September 30, 2006, compared t&%2furing the same
period in 2005 due to the Louis Frey litigation e partially offset by the increase in sales grugss profit margin. The litigation charge t
a 2.5% adverse effect on EBITDA margin during theemnmonths ended September 30, 2006.

For a reconciliation of EBITDA to net income, pleaee “Non-GAAP Measures” above.

Impact of Inflation

Inflation has not had a significant effect on opemtions. Price increases for raw materials ssgiager typically have been, and
expect will continue to be, passed on to custornmetise ordinary course of business.
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Liquidity and Capital Resources

Our principal sources of cash have been operatindorrowings under our bank credit facilitieslebt agreements. Our historical
uses of cash have been for acquisitions of reppbiga businesses, payment of principal and intenestutstanding debt obligations, capital
expenditures and tax-related distributions to membéHoldings. Supplemental information pertainiogur historical sources and uses of
cash is presented as follows and should be reagnjunction with our consolidated statements ohdémwvs and notes thereto included
elsewhere in this report.

Nine Months Ended
September 30, 2006
2005 2006

(Unaudited)
(Dollars in thousands)

Net cash provided by operating activit $ 42587 $ 72,58(
Net cash used in investing activiti ($19,710 ($72,88)Y
Net cash used in financing activiti ($23,87Y ($8,81%)

Operating Activities

Net cash of $72.6 million provided by operating\aties for the nine months ended September 3062(#presents a year-over-year
increase primarily related to net income of $38ilian for the nine months ended September 30, 200fso includes depreciation and
amortization of intangible assets of $19.5 millaord an increase in accounts payable and accrueshse® of $26.3 million primarily due to
the litigation charge related to the Louis Freylraptcy case and the timing of tax payments. Tliesmrs were partially offset by the grov
in accounts receivable, net of effect of businespisitions, of $13.8 million, primarily related tocreased sales.

Investing Activities

Net cash of $72.9 million for the nine months en8egtember 30, 2006, used in investing activitranarily relates to the
acquisition of businesses, capital expendituredl aur operating divisions, and cash collateratpd ($7.5 million) to stay the execution of
the Louis Frey judgment pending appeal. Paymemtsfsinesses acquired, net of cash acquired aheling other cash payments and
earnout payments associated with the acquisitamgunted to $59.2 million during the nine monthdezhSeptember 30, 2006. Cash
payments for capital expenditures totaled $6.0iamilfor the nine months ended September 30, 2006.

Financing Activities

Net cash of $8.8 million used for financing acirgt during the nine months ended September 30,, 2006arily relate to the net
repayment of debt and capital lease obligatiorfsldf1 million, offset by proceeds from issuance@hmon stock under our Employee Stock
Purchase Plan and stock option exercises of $2libmiAlso included in financing activities is 8% million excess tax benefit related to
stock options exercised.

Our cash position, working capital, and debt olilages as of September 30, 2006, are shown belovshadld be read in conjuncti
with our consolidated balance sheets and notesttheontained elsewhere in this report.

December 31, 2005 September 30, 2006
(Unaudited)

(Dollars in thousands)

Cash and cash equivalents $ 22,64: $ 21,01%
Working capital 35,797 34,43¢
Borrowings from senior secured credit facilities 235,42: 233,48t

Other debt obligations 38,38¢ 55,74%




Total debt obligations $ 273,81: $ 289,23!

-26-




We expect a positive effect on our liquidity anduks of operations going forward due to lowerriegt expense as net proceeds of
approximately $92.7 million from our initial publaffering were used to reduce our existing debigaltlons. Our overall interest expense
may also be reduced as rates applicable to fumm®wings on our revolving credit facility may deese since the margin for loans made
under the revolving facility is based on the ratiour consolidated indebtedness to our consolidB®ITDA (as defined in our credit
facilities). The applicable margin on our revolvifagility ranges between 2.00% and 2.75% for LIB@E loans and ranges between 1.00%
and 1.75% for index rate loans.

These positive factors will be temporarily offsetet certain extent by any additional debt borrowjnget of pay downs, on our Term
Loan Facility. The positive factors will also berfally offset by rising market interest rates air debt obligations under our senior secured
credit facilities, which are subject to variabl¢eirest rates. As discussed in “Quantitative andi@tige Disclosure about Market Risk” on
page 30, we had $289.2 million of total debt outdiag as of September 30, 2006, of which $233.5anilvas bearing interest at variable
rates. A 1.0% change in interest rates on our blrieate debt would have resulted in interest egpéluctuating by approximately $0.6
million and $1.8 million during the three and nmenths ended September 30, 2006, respectively.

We believe that our cash flow provided by operatiniill be adequate to cover our 2006 working capitds, debt service
requirements, and planned capital expenditureheg@xtent such items are known or are reasonaiyrminable based on current business
and market conditions. However, we may elect tarfoe certain of our capital expenditure requiresiéimough borrowings under our credit
facilities or the issuance of additional debt.

We continually evaluate potential acquisitions. éfitsa compelling strategic reason, we target pialeatquisitions that would be
cash flow accretive within six months. Currentlye are not a party to any agreements or engaged/inegotiations regarding a material
acquisition. We expect to fund future acquisitions through désiv provided by operations, additional borrowings the issuance of our
equity. The extent to which we will be willing oble to use our equity or a mix of equity and caanpents to make acquisitions will depend
on the market value of our shares from time to tiama the willingness of potential sellers to at@suity as full or partial payment .

Debt Obligations

Senior Secured Credit Facilities. On December 21, 2005, the Company entered iStecand Amended and Restated Credit and
Guaranty Agreement (the Second Amended and ResTaeslit Agreement). The Second Amended and ResGredit Agreement provided
the Company a $310.6 million Senior Secured Cifedlitlity, comprised of a $280.6 million term loacility and a $30 million revolving
credit facility. In July 2006, to finance an acqtiis), the company drew down $30 million of the gafale $50 million in the term loan
facility.

Subsequent to drawing down the $30 million, the @any entered into a First Amendment to Second Amereohd Restated Credit
and Guaranty Agreement (the First Amendment) ireiotd facilitate the consummation of certain praggbacquisitions. The First
Amendment provided the Company with a $30 millincrease to its Term Loan Facility, thus restoringilability of the term loan facility to
$50 million, in addition to amending certain otlems including the following:

« Anincrease in the aggregate purchase price limitdor business acquisitions commencing with fisesar ending
December 31, 2006;
« Anincrease in the threshold for capital expeneuturing any trailing twelve-month period; and

« Permit the Company to issue certain shares obitsncon stock in connection with certain proposediitions.

Except as described above, all other material tenmisconditions, including the maturity dates & @ompany’s existing senior
secured credit facilities remained similar to thasedescribed in Note 5-“Long Term Dehi"our consolidated financial statements incluah
our 2005 Annual Report on Form 10-K.

Seller Notes. As of September 30, 2006, we had $19.6 milliosedfer notes outstanding, with interest ratesiranbgetween 5%
and 7.1% and maturities between 2006 and 2011 eTinates were issued in connection with prior actjois .

Off-Balance Sheet Arrangements
As of December 31, 2005 and September 30, 200@ljdveot have any relationships with unconsolidastities or financial

partnerships, such as entities often referred girastured finance or special purpose entitieschvivould have been established for the
purpose of facilitating off-balance sheet arrangater other contractually narrow or limited purgss
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Contractual Obligations and Other Commitments

Operating Leases. We have entered into various non-cancelable tipgreeases primarily related to facilities, equgmhand
vehicles used in the ordinary course of our busines

Contingent Transaction Consideration. We have entered into earnout agreements in commmewith prior acquisitions. If the
acquired businesses generate operating profitsciess of predetermined targets, we are obligatetaiee additional cash payments in
accordance with the terms of such earnout agreemastof September 30, 2006, we have potentiatéutarnout obligations aggregating to
approximately $12 million through 2010 if the op@rg profits exceed the predetermined targets. @arpayments are recorded as additional
purchase price (as goodwill) when the contingeghpents are earned and become payable and consistomfibination of cash and notes
payable issued to the seller.

State Sales Tax. We were involved in a state tax authority dispefated to unresolved sales tax issues which aroseduch state
tax authority’s audit findings from their sales txdit of certain of our operating divisions foetperiod from October 1998 to September
2001. Those unresolved issues related to the apiplicof sales taxes on certain discounts we gdaieteur customers. Based on the position
taken by the state tax authority on these unredaksues, they claimed that an additional $1.2ionilbf sales taxes were due from us for the
period in question, plus $489,000 of interest. Aaapeals conference held on December 14, 2004piheals board ruled that we were liable
in connection with one component of the disput@inng approximately $40,000, which we had previgymid. We paid the tax in May of
2005 but we strongly disagreed with the state taRka@ity’s position and filed a petition for redeténation requesting an appeals conference
to resolve these issues. We were granted anotpeabgpconference in April 2006 to resolve the rerngiissues. We lost on appeal, and in
July 2006 paid the interest related to this sa&sdsue.

Impact of Conversion from an LLC to a Corporation

Immediately prior to our initial public offering iRebruary 2005, we reorganized from a Californiaitkd liability company to a
Delaware corporation, American Reprographics Compbmthe reorganization, the members of Holdingshanged their common units and
options to purchase common units for shares otoommon stock and options to purchase shares afa@umon stock. As required by the
operating agreement of Holdings, we used a podfdhe net proceeds from our initial public offegito repurchase all of the preferred equity
of Holdings upon the closing of our initial pubbiffering. As part of the reorganization, all outstang warrants to purchase common units
were exchanged for shares of our common stock. d\eotiexpect any significant effect on operatiawesthe reorganization apart from an
increase in our effective tax rate due to corpelatel taxes, which will be offset by the elimirati of tax distributions to our members and
the recognition of deferred income taxes upon ouversion from a California limited liability compgto a Delaware corporation .

Income Taxes

Prior to the consummation of the Company’s IPO ehrkary 9, 2005, the Company was reorganized fr@aldornia limited
liability company (American Reprographics Holding&C or Holdings) to a Delaware Corporation (AmaricReprographics Company). A
result of the reorganization to a Delaware corponaiour total earnings are subject to federatestad local taxes at a combined statutory
of approximately 40% excluding a one-time tax bama#f$27.7 million due to the reorganization.

Critical Accounting Policies

Our management prepares financial statements ifooity with accounting principles generally acasghin the United States. This
requires us to make estimates and assumptionaffeat the amounts reported in the consolidategifiial statements and accompanying
notes. We evaluate our estimates and assumptioas ongoing basis and rely on historical experiearakother factors that we believe are
reasonable under the circumstances. Actual resoiltisl differ from those estimates and such diffeesnmay be material to the consolidated
financial statements. We believe the critical actimg policies and areas that require more sigaifigudgments and estimates used in the
preparation of our consolidated financial statemémte the following: goodwill and other intangilssets; allowance for doubtful accounts;
and commitments and contingencies.
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Goodwill and Other I ntangible Assets

Effective January 1, 2002, we adopted StatemeRtr@ncial Accounting Standard (SFAS) No. 142, “Geilidand Other Intangible
Assets,” which requires, among other things, treeafsa nonamortization approach for purchased gdbamd certain intangibles. Under a
nonamortization approach, goodwill and intangilttes have an indefinite life are not amortized instead will be reviewed for impairment
at least annually, or more frequently should amewecur or circumstances indicate that the cagrgimount may be impaired. Such events or
circumstances may be a significant change in basinkmate, economic and industry trends, legdbfacnegative operating performance
indicators, significant competition, changes in stuiategy, or disposition of a reporting unit graation thereof. Goodwill impairment testing
is performed at the reporting unit level .

SFAS 142 requires a two-step test for goodwill impant. The first step identifies potential impaént by comparing the fair value
of a reporting unit with its carrying amount, inding goodwill. If the fair value exceeds its camyiamount, goodwill is not considered
impaired and the second step of the test is unsapedf the carrying amount exceeds its fair vathe second step measures the impairment
loss, if any. The second step compares the imfidiedalue of goodwill with the carrying amounttbiat goodwill. The implied fair value of
goodwill is determined in the same manner as theuanof goodwill recognized in a business combaonratif the carrying amount goodwiill
exceeds the implied fair value of that goodwill,iaapairment loss is recognized in an amount equ#iat excess .

The goodwill impairment test requires judgmentjuding the identification of reporting units, assigent of assets and liabilities to
such reporting units, assignment of goodwill tohsteporting units, and determination of the failueaof each reporting unit. The fair value
each reporting unit is estimated using a discouoésth flow methodology. This requires significardgments, including estimation of future
cash flows (which is dependent on internal forex)aststimation of the long-term growth rate for business, the useful life over which cash
flows will occur, and determination of our weightaderage cost of capital. Changes in these estnaaig assumptions could materially af
the determination of fair value and/or goodwill iamment for each reporting unit .

We have selected September 30 as the date we mpesforannual goodwill impairment test. Based onwvaluation of goodwill, no
impairment charges related to the write-down ofdyail were recognized for the nine months endedi&aper 30, 2006, and the year ended
December 31, 2005 .

Other intangible assets that have finite usefiddiare amortized over their useful lives. An imgeéiasset is written down to fair
value. Intangible assets with finite useful livemsist primarily of not-to-compete covenants, tradmes, and customer relationships and are
amortized over the expected period of benefit, Whanges from two to twenty years using the stitaigle and accelerated methods.
Customer relationships are amortized under an aated method that reflects the related custonttia rates, and trade names are
amortized using the straight-line method .

Allowance for Doubtful Accounts

We perform periodic credit evaluations of the fio@hcondition of our customers, monitor collec8emd payments from custome
and generally do not require collateral. Receivable generally due within 30 days. We providetierpossible inability to collect accounts
receivable by recording an allowance for doubtfidaunts. We write off an account when it is consdeauncollectible. We estimate our
allowance for doubtful accounts based on histogsglerience, aging of accounts receivable, andrimdton regarding the creditworthines:
our customers. To date, uncollectible amounts l@es within the range of management’s expectations

Commitments and Contingencies

In the normal course of business, we estimate fiatdature loss accruals related to legal, tax atiger contingencies. These
accruals require managemenjtidgment on the outcome of various events basetenbest available information. However, duehtanges i
facts and circumstances, the ultimate outcomegidditfer from management’s estimates .

Recent Accounting Pronouncements

On July 13, 2006, the FASB issued Interpretation 48(FIN No. 48) "Accounting for Uncertainty indome Taxes: an
interpretation of FASB Statement No. 109." Thigiptetation clarifies the accounting for uncertaintincome taxes recognized in an enti
financial statements in accordance with SFAS N@®, I8ccounting for Income Taxes." FIN No. 48 prélses a recognition threshold and
measurement principles for financial statementldgoe of tax positions taken or expected to berian a tax return. This interpretation is
effective for fiscal years beginning after Decemb®gy 2006, or fiscal year 2007 for the Company. Tohenpany is assessing the impact, if
any, the adoption of FIN No. 48 will have on then@many's consolidated financial position and resaflisperations.
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On September 13, 2006, the Securities and Exch@ongenission (SEC) issued Staff Accounting Bulle®AB) No. 108,
Considering the Effects of Prior Year Misstatemevtien Quantifying Misstatements in Current Yeamhirial Statementsyhich provides
interpretive guidance on the consideration of tifeces of prior year misstatements in quantifyingrent year misstatements for the purpose
of a materiality assessment. SAB No. 108 is effector fiscal years ending after November 14, 2@@86iscal year 2006 for the Company.
Early application is encouraged, but not requik¥'d. are currently assessing the impact, if anyattaption of SAB No. 108 will have on the
Company’s consolidated financial position and rssof operations. The cumulative effect, if anyapplying the provisions of SAB No. 108
will be reported as an adjustment to beginningedyretained earnings.

On September 15, 2006, the FASB issued SFAS Nq.FEb7Value MeasurementSFAS NO. 157 defines fair value, establishes a
framework for measuring fair value in generallyguted accounting principles and expands disclosboat fair value measurements. This
Statement applies under other accounting pronouectnthat require or permit fair value measuremenésFASB having previously
concluded in those accounting pronouncements #iravdlue is the relevant measurement attributeofdingly, this Statement does not
require any new fair value measurements. SFAS HNp.i4 effective for fiscal years beginning aftercBmber 15, 2007, or fiscal year 2008
the Company. The Company is currently evaluatirgitipact, if any, the adoption of SFAS No. 157 Wwdlve on the Comparg/consolidate
financial position and results of operations.

On September 29, 2006 the FASB issued SFAS No.“Es8ployers’ Accounting for Defined Benefit Penseomd other
Postretirement Plar” an amendment of FASB Statements No. 87, 88, 1@b5138R (“SFAS 158"). SFAS No. 158 requires an erygido
recognize the over-funded or under-funded stat@sdsfined benefit postretirement plan (other thamultiemployer plan) as an asset or
liability in its statement of financial position @mo recognize changes in that funded status iyehe in which the changes occur through
comprehensive income. SFAS No. 158 also requiresiasurement of defined benefit plan assets dightibns as of the date of the
employer’s fiscal year-end statement of financ@dipon (with limited exceptions). SFAS No. 15&i$ective for fiscal years ending after
December 15, 2006, or fiscal year 2006 for the CaomppThe Company is currently evaluating the impidetny, the adoption of SFAS No.
158 will have on the Company’s consolidated finahpbsition and results of operations.

Item 3. Quantitative and Qualitative Disclosure About Market Risk

Our primary exposure to market risk is interest réigk associated with our debt instruments. Webasle fixed and variable rate de
as sources of financing. We have an interest @taragreement that will expire in December 20B%cept as set forth below, there have
been no material changes in market risk from tfarination reported in Item 7A “Quantitative and Qtaive Disclosures about Market
Risk” in our 2005 Annual Report on Form 10-K.

In March 2006, we entered into an interest rattacalgreement that becomes effective on Decemhe2®®, and has a fixed
notional amount of $76.7 million until December 2807, then decreases to $67.0 million until teation of the collar on December 23,
2008. The interest rate collar has a cap strikeetimonth LIBOR rate of 5.50% and a floor strikeethmonth LIBOR rate of 4.70%.

As of September 30, 2006, we had $289.2 milliototd] debt obligations of which $233.5 million wasaring interest at variable
rates approximating 7.1% on a weighted averages bAsi.0% change in interest rates on our varieddke debt would have resulted in interest

expense fluctuating by approximately $0.6 milliorda&1.8 million during the three and nine monthdezhSeptember 30, 2006, respectively.

We have not, and do not plan to, enter into anidtve financial instruments for trading or speatide purposes. As of September
30, 2006, we had no other significant material expe to market risk, including foreign exchang& ead commodity risks.

Item 4. Controls and Procedures
Disclosure Controls and Procedures

We maintain disclosure controls and proceduresatetiesigned to ensure that information requiveaketdisclosed in our reports
under the Securities Exchange Act of 1934 is rembrgrocessed, summarized, and reported withitinfeeperiods specified in the Securities

and Exchange Commission’s rules and forms, andstiat information is accumulated and communicaiesit management, including our
Chief Executive Officer and Chief Financial Officeis appropriate, to allow timely decisions regagdiequired disclosures.
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Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial
Officer we conducted an evaluation of the effeat®®s of our disclosure controls and procedureddfised in Rule 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934) as pfe®eber 30, 2006. Based on that evaluation, ouef@hecutive Officer and Chief
Financial Officer concluded that as of September2B06, these disclosure controls and procedures eféective.

Changes in Internal Controls Over Financial Reportng

There were no significant changes to internal adatver financial reporting during the third quarénded September 30, 2006, that
have materially affected, or are reasonably likelynaterially affect, our internal controls ovardhcial reporting.
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PART Il
Item 1. Legal Proceedings

LouisFrey Case. On August 16, 2006, a judgment was entered ageiasCompany in the previously disclosed Louis Frey
Company bankruptcy litigation in the United StaBaskruptcy Court, Southern District of New York.&fudgment awarded damages to the
plaintiff in the principal amount of $11.06 millipinterest, totaling $2.48 million through Septem®@, 2006, and $0.20 million in preference
claims. The Company continues to believe its pmsiis meritorious, and commenced an appeal fronudhgment in the United States
District Court, Southern District of New York. Ik@rdance with GAAP, the Company has accountethiojudgment by recording a one-
time, nonrecurring litigation charge of $13.74 million thatludes a $11.26 million litigation reserve ($18 1@illion in awarded damages ¢
$0.20 million in preference claims), and interegiense of $2.48 million. These charges are offget borresponding tax benefit of $5.50
million, resulting in a net impact of $8.24 millida the net income during the three and nine moatided September 30, 2006.

ltem 1A. Risk Factors

There have been no material changes to the riskrfadisclosed in our Annual Report on Form 10-Ktf® year ended December
31, 2005, except for the addition of the followirgk factor:

As described in Item 1 above, on August 16, 2006 United States Bankruptcy Court, Southern DistridNew York, entered
judgment against the Company in the Louis Frey Camggitigation. We continue to believe our position is meritas, and
remain committed to pursuing vigorously a revecddahe judgment against the Company through thelkgip process. We cannot predict the
final outcome of the appellate process, and if reeumsuccessful in our appeal, it could have arsdveffect on the Company's financial
position and results of operations.

Item 2. Unregistered Sales of Equity Securitieand Use of Proceeds

Our senior secured credit facilities contain resitre covenants which, among other things, proliméations on capital
expenditures, restrictions on indebtedness andelind distributions to our stockholders. Additiopalle are required to meet debt covenants
based on certain financial ratio thresholds, iniclgdninimum interest coverage, maximum leverageraimdmum fixed charge coverage
ratios. The credit facilities also limit our abyliand the ability of our domestic subsidiariesaimong other things, incur liens, make certain
investments, sell certain assets, engage in rea&mns or mergers, or change the character obosiness. We are in compliance with all
such covenants as of September 30, 2006.

Iltem 5. Other Information:

As disclosed in our report on Form 8-K, dated OetdD, 2006, the Company’s Chief Financial Offiddark Legg, notified the
Company of his decision to retire.
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Item 6. Exhibits
INDEX TO EXHIBITS
Number Description
31.1 Certification by the Chief Executive Officer pursiido Rules 13a-14(a)/15d-14(a) of the SecuritieshBnge Act of 1934, *
31.2 Certification by the Chief Financial Officer pursido Rules 13a-14(a)/15d-14(a) of the Securitieshange Act of 1934. *

32.1 Certification by the Chief Executive Officer andi€hFinancial Officer pursuant to 18 U.S.C. Secti@5b0, as adopted pursu
to Section 906 of the Sarbanes-Oxley Act of 2002. *

* Filed herewith
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SIGNATURE PAGE

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causisdeport to be signed on its
behalf by the undersigned, thereunto duly authdrize@ November 13, 2006.

AMERICAN REPROGRAPHICS COMPAN?

By: /s/ Sathiyamurthy Chandramohan

Chairman of the Board of Directors and
Chief Executive Officer

By: /s/ Mark W. Legg

Chief Financial Officer and Secrete
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CERTIFICATIONS

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT

I, Sathiyamurthy Chandramohan, certify that:
1. | have reviewed this report on Form 10-Q ofékitan Reprographics Company;

2. Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsgitéde a material fact necess
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid other financial information included in theport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this rej

4, The registrant's other certifying officer drate responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and proesdur caused such disclosure controls and procetiuiee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

b) Evaluated the effectiveness of the regissatisclosure controls and procedures and presénthis report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation; and

C) Disclosed in this report any change in thastegnt's internal control over financial reportithgt occurred during the registrant's
third fiscal quarter that has materially affectedis reasonably likely to materially affect, thegistrant's internal control over financial
reporting; and

5. The registrant's other certifying officer drithve disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the registrant's auditors and thataxmmittee of the registrant's board of direcf@nspersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which are
reasonably likely to adversely affect the registesaability to record, process, summarize and rtefpwaincial information; and

b) Any fraud, whether or not material, that inved management or other employees who have aisantifole in the registrant's

internal controls over financial reporting.

Date: November 13, 2006

/s/ Sathiyamurthy Chandramohan
Chairman of the Board of Directors and
Chief Executive Officer




CERTIFICATIONS

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT

I, Mark W. Legg, certify that:
1. | have reviewed this report on Form 10-Q ofékitan Reprographics Company;

2. Based on my knowledge, this report does not cortaynuntrue statement of a material fact or omsgitéde a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid other financial information included in theport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this rej

4, The registrant's other certifying officer drate responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and proesdur caused such disclosure controls and procetiuiee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

b) Evaluated the effectiveness of the regissatisclosure controls and procedures and preseantbis report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation; and

C) Disclosed in this report any change in thastegnt's internal control over financial reportithgt occurred during the registrant's
third fiscal quarter that has materially affectedis reasonably likely to materially affect, tlegistrant's internal control over financial
reporting; and

5. The registrant's other certifying officer drithve disclosed, based on our most recent evatuafiinternal control over financial
reporting, to the registrant's auditors and thatauainmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefraincial information; and

b) Any fraud, whether or not material, that inved management or other employees who have aisantifole in the registrant's
internal controls over financial reporting.

Date: November 13, 2006
/sl Mark W. Legg
Chief Financial Officer and Secretary




CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND
CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Amerid@eprographics Company (the "Company) on Form X6rGhe quarterly
period ended September 30, 2006, as filed wittStneurities and Exchange Commission on the date@h@he "Report), |1, Sathiyamurthy
Chandramohan, as Chief Executive Officer of the Gany, hereby certify, pursuant to 18 U.S.C. Secti®@b0, as adopted pursuant to Sec
906 of the Sarbanes-Oxley Act of 2002, to the bésty knowledge, that (1) the Report fully complieh the requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934am&nded, and (2) the information contained inRBport fairly presents in all material
respects, the financial condition and results @rafions of the Company.

Date: November 13, 2006

/s/ Sathiyamurthy Chandramohan
Chairman of the Board of Directors and
Chief Executive Officer

In connection with the Quarterly Report of Amerid@eprographics Company (the "Company) on Form X6rGhe quarterly
period ended September 30, 2006, as filed wittSéneurities and Exchange Commission on the datehg@he "Report), I, Mark W. Legg, as
Chief Financial Officer of the Company, hereby iferpursuant to 18 U.S.C. Section 1350, as adopteduant to Section 906 of the
Sarbane®xley Act of 2002, to the best of my knowledge tttig the Report fully complies with the requirertenf Section 13(a) or 15(d)
the Securities Exchange Act of 1934, as amendeb(2rthe information contained in the Report faptesents in all material respects, the
financial condition and results of operations & @ompany.

Date: November 13, 2006

[s/ Mark W. Legg
Chief Financial Officer and Secretary




