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Explanation of Amendment

We are filing thisamendment to our Quarterly Report on Form 10-Q for the quarter ended September 30, 2002
to restate the way we account for the tax sharing agreement between RadioShack Corporation and us.

In response to a comment letter from the Securitiesand Exchange Commission, we, after consulting with our
independent accountants, determined to revise our method of accounting for the tax sharing agreement. Under the
revised method of accounting, we recorded the deferred tax asset created by the increased tax basis in our assets as a
result of elections under Sections 338(g) and 338(h) of the Internal Revenue Code by RadioShack and O’ Sullivan as
of February 1994. Simultaneously, we also recorded our total obligation to RadioShack under the tax sharing
agreement. Each of these amounts was approximately $147.9 million as of February 1994. These amounts were
reduced as we realized benefits from the increased deductions from our increased basis and made payments to
RadioShack. In March 2002, we placed a vduation allowance against our net deferred tax assets debiting tax
expense for theamount of the valuation allowance.

This report reflects the revised method of accounting. We are in the process of amending our quarterly report
on Form 10-Q for the quarter ended December 31, 2002.



PART |
Item 1. Financial Statements.
O'SULLIVAN INDUSTRIES HOLDINGS, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED BALANCE SHEETS
(in thousands, except for share data)

September 30, June 30,
Assets 2002 2002
(Restated) (Restated)
Current assets:
Cash and cash equivalents $ 13,327 $ 15,777
Trade receivables, net of allowance for doubtful accounts
of $4,302 and $4,101, respectively 34,028 37,035
Inventories net 57,006 52,397
Prepaid expenses and other current assets 3,478 2,765
Total current assets 107,839 107,974
Property, plant and equipment, net 77,373 79,144
Other assets 18,749 19,226
Goodwill, net of accumulated amortizaion 38,088 38,088
Total assets $ 242,049  $ 244,432
Liabilities and Stockholders’ Deficit
Current liabilities:
Accounts payable $ 11,908 $ 10,887
Current portion of long-term debt 8,495 4,430
Accrued advertising 12,901 11,680
Accrued liabilities 15,472 18,399
Payable to RadioShack 10,337 11,020
Total current liabilities 59,113 56,416
Long-term debt, less current portion 225,399 230,206
Other liabilities 6,621 6,040
Payable to RadioShack 67,940 70,354
Total liabilities 359,073 363,016
Commitmentsand contingent liabilities (Notes 2, 4,7, 8 and 9)
Mandatorily redeemable senior preferred stock, $0.01 par value; $34,312 and
$33,312 liquidation vdue induding accumul ated dividends at September 30,
2002 and June 30, 2002, respectively; 17,000,000 shares authorized, 16,431,050
issued 19,182 18,319
Stockholders’ deficit:
Junior preferred gock, Series A, $0.01 par value 100,000 shares authorized,
none issued - -
Junior preferred stock, Series B, $0.01 par value; at liquidation value including
accumulated dividends; 1,000,000 shares authorized, 529,009.33 issued 77,457 74,838
Common stock, $0.01 par value; 2,000,000 shares authorized, 1,368,000
issued 14 14
Additional paid-in capital 13,053 13,053
Retained deficit (226,109) (224,166)
Notes receivable from employees (329) (337)
Accumulated other comprehensive loss (292) (305)
Total stockholders’ deficit (136,206) (136,903)
Total liabilities and stockholders’ deficit $ 242,049  $ 244,432

The accom panying notes are an integral part of these consolidated financial statements.



O'SULLIVAN INDUSTRIES HOLDINGS, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands)

Three months ended
September 30,

2002 2001
(Restated)
Net sales $ 71,557 $ 82,193
Cost of sales 51,584 61,725
Gross profit 19,973 20,468
Operating expen ses:

Selling, marketing and administrative 12,059 14,171
Operating income 7,914 6,297
Other income (expense):

Interest expense (6,433) (8,600)

Interest income 58 91
Income (loss) beforeincome tax provision 1,539 (2,212)
Income tax provision (benefit) - (776)
Net income (loss) 1,539 (1,436)
Dividends and accretion on preferred stock (3,482) (3,002)
Net loss attributable to common stockholders $ (1,943) $ (4,438)

The accompanying notes are an integral part of these consolidated financial statements.



O'SULLIVAN INDUSTRIES HOLDINGS, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows provided (used) by operating activities:
Net income (loss)
Adjustments to reconcile net loss to net cash provided (used) by operating
activities:
Depreciation and amortization
Amortization of debt issuance cost
Amortization of debt discount and accrued interest on senior note
Interest rate collar
Bad debt expense
Loss on disposal of assets
Accrual of special payment on options to purchase Series A junior
preferred stock
Changes in assets and liabilities:
Trade receivables
Inventories
Other assets
Payable to RadioShack
Accounts payable, accrued liabilities and other liabilities
Net cash provided (used) by operating activities

Cash flows used for investing activities:
Capital expenditures

Cash flows used for financing activities:
Repayment of borrowings

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Non-cash investing and financing activities:
Capital expenditures included in accounts payable
Dividends accrued but not paid

$

$

Three months ended
September 30,

2002 2001
(Restated)
1539 $ (1,436)
3,264 3,421
403 403
738 653
(584) 1,201
448 349
11 117
300 262
2,559 (169)
(4,609) (653)
(693) 331
(3,097) -
(286) 11,872
(7) 16,351
(1,557) (4,084)
(886) (5,886)
(2,450) 6,381
15,777 7,060
13,327 $ 13,441
160 $ 671
3,619 3,170

The accompanying notes are an integral part of these consolidated financial statements.



O'SULLIVAN INDUSTRIES HOLDINGS, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS DEFICIT
5 For the three months ended Septembe 30, 2002
(in thousands)

) _— Notes Accumulated
Series B junior Additional receivable other Total stock- Compre-
preferred stock Common stock paid-in Retained from comprehensive holders’ hensive
Shares  Dollars  Shares  Dollars capital deficit employees loss deficit loss
Balance, June30, 2002 (Restated) 529 $ 74,838 1,368 $ 14  $ 13,053 $ (224,166) $ (337) ¢ (305) $ (136,903)
Net income (Restated) 1,539 1539 $ 1,539
Other comprehensive income 13 13 13
L oans to employees—interest income (@) @)
Repayment d employee loans 15 15
Dividends and accretion on senior preferred
stock (863) (863)
Dividends and accretion on junior preferred
stock 2,619 (2,619) -
Balance, September 30, 2002 (Restated) 529 $ 77,457 1,368 $ 14 3 13,053 $ (226,109) $ (329) $ (292) $ (136,206) $ 1,552

The accompanying notes arean integral part of these cansolidated financial statements.



O'SULLIVAN INDUSTRIES HOLDINGS, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2002

Note 1—Basis of Presentation

The unaudited consolidated financial statements of O’ Sullivan Industries Holdings, Inc. and subsidiaies
(*O’sullivan™) included herein have been prepared in accordancewith generally accepted accounting principles for
interim financial information and with instructions to Form 10-Q and Article 10 of Regulation S-X. Certain informa-
tion and footnote disclosures normally included in financial statements prepared in accordance with generally
accepted accounting principles have been condensed or omitted pursuant to such rules and regulations. In the
opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for afair
presentation have been included. The financial statementsshould be read in conjunction with the audited financial
statements and notes thereto included in O'Sullivan's amended Annual Report on Form 10-K/A (A mendment
No. 1) for the fiscal year ended June 30, 2002. The interim results are not necessarily indicative of the results that
may be expected for afull year.

Note 2—Revised Accounting for Tax Sharing Agreement with RadioShack

In 1994, RadioShack, then Tandy Corporation, completed an initial public offering of O’ Sullivan. In
connection with the offering, O’ Sullivan entered into a tax sharing and tax benefit reimbursement agreement with
RadioShack. O’Sullivan Holdings and RadioShack made elections under Sections 338(g) and 338(h)(10) of the
Internal Revenue Code with the effect that the tax basis of O’ Sullivan’s assets was increased to the deemed purchase
price of the asets, and an equal amount of such increase wasincluded as taxable income in the consolidated federal
tax return of RadioShack. The result was that the tax basis of O’ Sullivan’s assets exceeded the historical book basis
O’ Sullivan used for financial reporting purposes.

The increased tax basis of O’ Sullivan’s assets resultsin increased tax deductions and accordingly reduced
its taxable income or increased its net operating loss. U nder the tax sharing agreement, O’ Sullivan is contractually
obligated to pay RadioShack nearly all of the federal tax benefit expected to be realized with respect to such
additional basis. The payments under the agreement represent additional consideration for the sock of O’ Sullivan
Industries, Inc. and further increase the tax basis of O’ Sullivan Industries’ assets from the 1994 initial public offering
when payments are made to RadioShack.

To the extent the benefit of these basis step-up deductions caused O’ Sullivan to have a federal taxable loss,
O’ Sullivan was only obligated to pay RadioShack to the extent that the benefits were used to reducetaxable income
to zero. Any additional tax deductions resulting from the step-up create a net operatingloss (“NOL") carryforward
on O’ Sullivan’s federal income tax return. Under the terms of the tax sharing agr eement, if O’ Sullivan utilized this
NOL carryforward to generate future tax savings, O’ Sullivan was also obligated to remit that benefit received to
RadioShack.

Since 1994, O’ Sullivan has treated the amount due to RadioShack as income tax expense when such
amounts become payable and to the extent that O’ Sullivan had sufficient consolidated taxable income. Thus,
O'Sullivan’s tax expense approximated what it would have been in the absence of the Section 338(h)(10) step-up in
basis and the tax sharing agr eement.

Under this accounting method, the deferred tax asset from the step-up in bas's, the obligation to RadioShack
and O’ Sullivan’s payments to RadioShack were not recorded on O’ Sullivan’s consolidated balance sheets because
O’ Sullivan deemed the benefits to be an asset of RadioShack. When the tax benefits were received and paid to
RadioShack, O’ Sullivan recorded the payment as tax expense snce thisamount would have been paid as federal
income tax es in the absence of the step-up in basis and the tax sharing agreement.



In November 1999, O’ Sullivan Holdings completed a leveraged recapitali zation transaction which
significantly increased the debt of O’ Sullivan. As aresult of the higher debt levels, O’ Sullivan also experienced
increased interest expense, which reduced the taxable income of O’ Sullivan and al reduced the tax benefits used
from the deductions arising from the step-up in basis. O’Sullivan reduced its payments to RadioShack accordingly.
RadioShack claimed that the deductions arising from the increased interest payments should not impact tax benefit
paymentsdue RadioShack under thetax agreement. RadioShack pursued thismatter and prevailed in an arbitration
ruling in March 2002. O’ Sullivan reached a settlement agreement with RadioShack in May 2002. Pursuant to the
settlement agreement, O’ Sullivan paid RadioShack $24.6 million in May 2002 and an additional $3.1 million in June
2002. The sum of these two payments ($27.7 million) represented the amount due RadioShack under the settlement
agreement through June 30, 2002. These amounts represent the calculation of what benefits O’ Sullivan would have
realized had it not had the additional interest expense from the recapitalization and merger. The settlement
agreement requirescalculations into thefuture and quarterly paymentsto RadioShack if O’ Sullivan’s taxableincome
adjusted for the additional intereg expense shows that it would have realized the benefits had it not incurred the
additional interest expense. If on this basis, O’ Sullivan could have used the deductions from the step-up in basis, it
isrequired to make a payment to RadioShack even though O’ Sullivan may not be receiving any current tax benefit
from these deductions on its federal income tax return.

Following thedecision in the arbitration and the settlement agreement with RadioShack, O’ Sullivan
recorded the $24.6 million payment to RadioShack as a deferred tax asset at March 31, 2002. O’ Sullivan believed
that this was appropriate a the payment represented the tax benefit O’ Sullivan could realize from future use of net
operating losses on its consolidated federal income tax return if it had sufficent taxable income in the future. After
recording atax provision of $3.2 million for the quarter ended March 31, 2002 and offsetting its deferred tax
liabilities of $8.0 million, O’ Sullivan had a net deferred tax asset of $13.4 million at M arch 31, 2002.

Under SFAS 109, Accounting for Income Taxes, O'Sullivan must determine if itis more likdy than not that
its net deferred tax asset will be realized as areduction in tax liabilitiesin the future. SFAS 109 requires objective
evidence to support the more likely than not conclusion. The arbitration decision dramatically affected O’ Sullivan’s
liquidity, which reduced the amountsiit could inved in sdes efforts or cost improvements, as most free cash flow
would now be used to pay RadioShack or repay O’ Sullivan’s indebtedness. In addition, it became evident to
O’ Sullivan by March 2002 that the prolonged economic slowdown that sarted prior to September 11, 2001 was
continuing. T his, coupled with the adver se effect on O’ Sullivan’s liquidity of the settlement, caused O’ Sullivan to
lower its projections of future taxable income. Accordingly, management projected O’ Sullivan’s expected future
taxable income utilizing operating performance it achieved in fiscal 2002 assuming O’ Sullivan’s performance would
be no better or worse over an extended period of time. Such projections indicate that O’ Sullivan would not have
taxable income until 2009 when substantially all the tax benefit deductions had been taken. At that point, the
projections indicated that the net operating losses existing at that time would be utilized before they expire.

Howev er, O'Sullivan currently has and is expected to have taxable |osses for a number of yearsin the future.
Projections over along time are inherently uncertain, and O'Sullivan cannot provide objective evidence that its
operations in 2009 and beyond will produce suffident taxable income. Asaresult, O'Sullivan provided a valuation
allowance in its March 2002 quarter of $13.4 million against all of its net deferred tax assets with a corresponding
charge to income tax expense. Consistent with O’ Sullivan’s prior accounting, both before and after the
recapitalization and merger, O’ Sullivan did not record any deferred tax assets related to future deductions from the
step-up in basis or any future obligations to RadioShack as they were still contingent upon its taxable income in the
future.

Similarly, in O’ Sullivan’s June, September and December 2002 financial statements it accounted for each
payment to RadioShack in the same manner as the initial $24.6 million payment under the settlement agreement by
recording a deferred tax asset to the extent that O’ Sullivan could not benefit currently from the increased deductions.
O’ Sullivan then provided a valuation allowance against the additional deferred tax asset with a corresponding charge
to income tax expense on a quarter by quarter basis. O’Sullivan believed this method was in conformity with
accounting principles generally accepted inthe United States and consistent with its accounting for the tax sharing
agreement since 1994.



In the third quarter of fiscal 2003, O’ Sullivan received a comment letter from the staff of the Securities and
Exchange Commission (“SEC”) on the accounting for the tax sharing agreement. In the course of preparing the
response to the SEC staff’s comment | etter, O’ Sullivan, in consultation withits independent accountants, reassessed
the accounting for the tax sharing agreement in light of the arbitration settlement with RadioShack and concluded
that the method of accounting for the tax sharing agreement should be changed. O’ Sullivan determined that the
deferred tax asset created by the step-up in basis and the additional basis from the probable future payments to
RadioShack should be recorded as of February 1994. At the same time, O’ Sullivan recorded its obligation to
RadioShack under the tax sharing agreement. T he amounts of the deferred tax asset and the obligation to
RadioShack were each $147.9 million at February 1994. From 1994 through December 2001, the amounts of the
deferred tax asset and the obligation to RadioShack were reduced as O’ Sullivan realized the benefits of the deferred
tax asset and paid Radio Shack amounts due under the tax sharing agreement.

At March 31, 2002, a full valuation allowance was provided against the $97.9 million net deferred tax asset,
which consists of the $13.4 million valuation allowance originally recorded in the March 2002 quarter plus an
additional $84.5 million representing the balance of the deferred tax asset at that time. The valuation allowance at
June 30, 2002 of $97.4 million, together with the $3.5 million tax provision for the fiscal year, represent the $100.9
million recorded as tax expense for the year ended June 30, 2002. O’ Sulliven recorded the val uation allowance
because it was unable to determine, based on objective evidence, that it is more likely than not that O’ Sullivan would
be able to utilize its net operating losses prior to their expiration. |f at a futuredate O’Sullivan determines that some
or all of the deferred tax asset will more likely than not be realized, O’ Sullivan will reverse the appropriae portion of
the valuation allowance and credit income tax expense.

The remaining maximum obligation to RadioShack was $109.1 million & March 31, 2002. The obligation
to RadioShack was reduced by subsequent payments and was$78.3 million and $81.4 million & September 30, 2002
and June 30, 2002, respectively. We currently believe thatit isprobable that future payments to RadioShack will be
made.

In summary, instead of accounting for O’ Sullivan’s deferred tax assets resulting from the step-up in basisas
tax expense through a valuation allowance on a quarter by quarter basis as O’ Sullivan mak es payments to
RadioShack under the tax sharing agreement, O’ Sullivan revised its accounting to record the aggregate deferred tax
asset and theobligation to RadioShack in February 1994. The deferred tax asset has been reduced as O’ Sullivan
realized the benefits from 1994 to M arch 2002 and was fully offset by the M arch 2002 valuation allowance.
Therefore, this revised method of accounting will increase O’ Sullivan’s net income (or reduce O’ Sullivan’s net 10ss)
and increase netincome attributable to common stockholders (or reduce the loss) by the amount we pay RadioShack
for each quarterly period after March 31, 2002 through the quarter ending March 31, 2009 or until O’ Sullivan can
determine, based on objective evidence that it is more likely than notthat O’ Sullivan will be able to utilize its net
operating losses prior to their expiration and reversesall or a portion of the valuation allowance on its deferred tax
assets.

The expected timing or amounts of O’ Sullivan’s payments to RadioShack are not affected by the revised
method of accounting, although the future paymentsto RadioShack are contingent upon O’ Sullivan’s achieving
taxable income calculated on the basis stipulated in the settlement agreement.

The impact of the restatement on the consolidated statements of operations and consolidated balance sheets
is presented below. The amounts previously reported are derived from O’ Sullivan’s original quarterly report on
Form 10-Q for the quarter ended September 30, 2002 filed November 14, 2002.



For the three months ended September 30, 2002

Amounts
previously
reported As restated
(in thousands)
Consolidated statement of operations:
Income before income tax provision (benefit) $ 1,539 $ 1,539
Income tax provision (benefit) 3,097 -
Net income (l0ss) (1,558) 1,539
Net income (loss) attributable to common
stockholders (5,040) (1,943)
September 30, 2002 June 30, 2002
Amounts Amounts
previously previously
reported As restated reported As restated
(in thousands) (in thousands)
Consolidated balance sheets:
Total assets $ 242,049 $ 242,049 $ 244,432 $ 244,432
Payable to RadioShack - 78,277 - 81,374
Total liabilities 280,796 359,073 281,642 363,016
Retained deficit 147,832 226,109 142,792 224,166
Total stockholders’ deficit 57,929 136,206 55,529 136,903

Note 3—D erivative Financial I nstruments

As required under O’ Sullivan’ ssenior credit facility, O’ Sullivan hedged one-half of itsterm loans with an
initial notional amount of $67.5 million with a three-year, costless interest rate collar. The collar, which expiresin
March 2003, is based on three-month LIBOR and has a floor of 6.43% and a ceiling of 8.75%. O’Sullivan recorded
additional (reduced) interest expense of $(584,000) and $1.2 million for the quarters ended September 30, 2002 and
September 30,2001, repectivdy. These amounts represent the changesin fair value of theinterest ratecollar. To
terminate this contract at September 30, 2002 and June 30, 2002, O’ Sullivan would have been required to pay the
counter-party approximately $1.5 million and $2.1 million, respectively. The fair value of the interest rate collar is
included in accrued liabilities in the accompanying consolidated balance sheets.

Note 4—New Accounting Standards

In April 2001, the Emerging Issues T ask Force (“EITF”) reached a consensus on EITF No. 00-25, Vendor
Income Statement Characterization of Consideration Paid to a Reseller of the Vendor’s Products. Thisissue
addresses the income statement classification of slotting fees, cooperative advertising arrangements and buydowns.
The consensus requires that certain customer promotional payments that O’ Sullivan previously classified as selling
expenses be classified as a reduction of revenue. O’ Sullivan adopted EITF 00-25 effective January 1, 2002 and
reclassfied certain selling, marketing and administrative expenses as a reduction of netsales. Its adoption by
O’ Sullivan had no impact on operaing income (losg or net income (los9. As aresult of the adoption of EITF 00-
25, for the three months ended September 30, 2001, $4.1 million wasreclassified as a reduction in revenue rather
than as selling, marketing and administrative expense

In June 2001, the Financial Accounting Standards Board (“FASB”) isaued Statement of Financial
Accounting Standards (“SFA S”) 143, Accounting for Asset Retirement Obligations. This pronouncement, which is
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effective for fiscal years beginning after June 15, 2002, addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs. O’ Sullivan
adopted this pronouncement effective July 1, 2002. The adoption of SFAS 143 did not have an impact on

O’ Sullivan’s financial results.

In August 2001, the FASB issued SFA S 144, Accounting for the Impairment or Digposal of Long-Lived
Assets. This pronouncement, which is effective for fiscal years beginning after December 15, 2001, addresses
financial accounting and reporting for the impairment of long-lived assets and for long-lived assets to be disposed of.
O’ Sullivan adopted this pronouncement effective July 1,2002. The adoption of SFAS 144 had no efect on
O’ Sullivan’s resultsof operations but did impact its balance sheet presentation as described below.

In January 2001, O’ Sullivan closed its Cedar City, Utah production facility. O’Sullivan is actively
attempting to sell the Utah land, building and excess equipment as soon as practicable. Certain equipment hasbeen
relocated to the Missouri and Virginia plants. Fixed assets with a net book value of $20.3 million were valued at the
lower of their carrying amount or fair value less cost to sell, resulting in an impairment charge of approximately $8.7
million in the second quarter of fiscd 2001. The costs of the long-lived assets held for sale and the associated
accumulated depreciation have been reclassified from property, plant and equipment to other assets on the
accompanying consolidated balance sheets. There are no other significant assets or liabilities relating to the
discontinued Utah operation. The fair value less cost to sell is an estimate and the impairment may be adjusted in the
future.

In April 2002, the FA SB issued SFAS 145, Rescission of FASB Statements No. 4, 44 and 64, Amendment of
FASB Statement No. 13 and Technical Corrections. This pronouncement updates, clarifies and simplifies existing
accounting pronouncements. The pronouncement, in part, addresses the accounting for gains and losses from the
extinguishment of debt. O’Sullivan adopted SFA S 145 effective July 1, 2002. There was no impact on O’ Sullivan’s
financial position or results of operations.

In June 2002, the FA SB issued SFAS 146, Accounting for Costs Associated with Exit or Disposal
Activities. This pronouncement addressesfinandal accounting and reporting for coss associated with exit or
disposal activities and nullifies EITF 94-3, Liability Recognition for Certain Employee Termination Benefitsand
Other Coststo Exit an Activity (including Certain Costs Incurred in a Restructuring). SFAS 146 requires that a
liability for a cost associated with an exit or disposal activity be recognized when the liability is incurred rather than
the date of an entity’s commitment to an exit plan and egablishesthat fair value is the objective forinitid
measurement of the liability. The provisions of thispronouncement are effective for exit or disposal activities that
are initiated after D ecember 31, 2002. O’ Sullivan does not believe SFA S 146 will have a material impact on its
financial position or results of operations.

Note 5—Shipping and Handling Costs
O’ Sullivan reports amountsbilled to customers as revenue, the cost for warehousng operations in cost of
sales and freight out costs as part of selling, marketing and administrative expenses. Freight out costs included in

selling, marketing and administrative expenses in the first quarters of fiscal 2003 and fiscal 2002 wer e approximately
$2.1 million and $2.4 million, respectively.
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Note 6—Inventory
Inventory, net, consists of the following:

September 30, June 30,
2002 2002
(in thousands)
Finished goods $ 40,932 $ 39,199
Work in process 5,175 5,158
Raw materials 10,899 8,040
$ 57,006 $ 52,397

Note 7—Income Taxes

O’ Sullivan recorded no tax expense for the three months ended September 30, 2002 because of the
valuation allowance recorded in the quarter ended March 31, 2002. See Note 2.

Note 8—Related Party Transactions

O'Sullivan Industries entered into a management services agreement with Bruckmann, Rosser, Sherrill &
Co., Inc. (“BRS") for strategic and financial advisory services on November 30, 1999. The fee for these servicesis
the greater of (a) 1% of O'Sullivan Industries' consolidated cash flow (as defined in the indenture related to the
O’ Sullivan Industries senior subordinated notes) or (b) $300,000 per year. Under the management services
agreement, BRS can also receivereimbursment for expenses which arelimited to $50,000 a year by the senior
credit facility.

The senior credit facility and the management services agreement both contain certain restrictions on the
payment of the management fee. The management services agreement provides that no cash payment for the
management fee can be made unless the fixed charge coverage ratio (as defined in the indenture relating to the
O’ Sullivan Industries senior subordinated notes) for O'Sullivan Industries' most recently ended four full fiscal
quarters would have been at least 2.0 to 1.0. All fees and expenses under the management services agreement are
subordinated to the senior subordinated notes.

The management fees and reimbursable expensesof $110,000 and $97,000 recognized in thefirst quarter of
fiscal years 2003 and 2002, respectively, are included in slling, marketing and administrative expense in the
accompanying consolidated statements of operations O’ Sullivan Industries paid BRS $713,000 in the first quarter
of fiscal 2003 for the balance owed through June 30, 2002 and $305,000 as aprepayment of the fiscal 2003
management fee. The prepaid balance at September 30, 2002 was $195,000 and is included in prepaid expenses and
other current assets on the consolidated balance sheet. The amount due BRS at June 30, 2002 approximated
$719,000 and isincluded in accrued liabilities on the consolidated balance sheet.

At September 30, 2002, O'Sullivan held two notes receiv able with a balance of approximately $329,000
from employees of O'Sullivan. O'Sullivan loaned the employees money to purchase common stock and Series B
junior preferred stock of O'Sullivan in the November 1999 recapitalization and merger. The notesbear intereg at
the rate of 9% per annum and mature on November 30, 2009, or earlier if there is a change of control, and are with
full recourse to the employees. The receivables are recorded on O'Sullivan’ sconsolidated balance sheets as an
increase in stockholders' deficit.

Note 9—Commitments and Contingencies

Tax Sharing Agreement with RadioShack. Future tax sharing agreement payments are contingent on
taxable income. See Note 2. The maximum payments are fiscal 2003, including $3.1 million paid in the three
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months ended September 30, 2002— $11.0 million; fiscal 2004 — $9.9 million; fiscal 2005 — $10.5 million; fiscal
2006 — $11.3 million; and thereafter — $38.6 million.

ITEM 2. MANAGEMENT'SDISCUSSION AND ANALYS S OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Overview

We are aleading ready-to-assemble furniture manufacturer in North America with over 45 years of
experience. We design, manufacture and distribute abroad range of RTA furniture products—computer
workcenters, desks, entertainment centers, audio stands, bookcases and cabinets—with retail prices ranging from $20
to $999. W e have committed substantial resources to the development and implementation of a diversified sales,
marketing and product strategy in order to capitalize on opportunities presented by large retail channelsof
distribution and changes in consumer demographics and preferences. We have structured our business to offer a
wide variety of RTA furniture products through po pular retail distribution channels, including office superstores,
discount mass merchants, electronic superstores, home improvement centers and home furnishings retailers. We
continue to strive towards building long-term relationships with quality retailers in existing and emerging high
growth distribution channels to develop and sustain our future growth.

After several years of robust growth, theNorth American RTA furniture industry stalled in 2001. Our sales
declined 11.5% in fiscal 2001 and 2.7% in fiscal 2002. Thisdeclinecontinued in thefirst quarter of fiscal 2003,
when our sales declined 12.9%. Our sales declined for several reasons:

. the lack of growth in sales of personal computers, which reduced the need for computer desks and
workcenters;
. the slowdown of economic growth and consumer spending in the United States, particularly in the

office superstore channel;

. liquidations and bankruptcies by a number of customers, including Montgomery Ward, Ames and
Kmart;

. inventory reductions by our customers;

. the decline in price of theaverage unit sold, reflecting a trend toward more promotional

merchandise and increased competition;
. increasing competition from imported furniture, particularly from China; and
. the retrenchment in business capital outlays, which reduced purchases of office furniture.
These factors will continue to affect our business throughout the remainder of fiscal 2003.

As aresult of the lower saleslevels, coupled with the revised accounting for the tax sharing agreement, our
net income before dividends and accretion on preferred stock was $1.5 million for the first quarter of fiscd 2003
compared to a net loss of $1.4 million for the first quarter of fiscal 2002. Even with the lower sales level, we were
able to increase our operating income to $7.9 million in the first quarter of fiscal 2003 from $6.3 million in the first
quarter of fiscal 2002. Our earnings before interest, tax es, depreciation and amortization also increased to $11.2
million in fiscal 2003 from $9.7 million in the same period of fiscal 2002 due principally to lower raw material
prices and reduced selling and administrative expenses.

We purchase large quantities of raw materials, including particleboard and fiberboard. We are dependent
on our outsde suppliers for all of our raw materials Therefore, we are subject to changes in the prices charged by
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our suppliers. In fiscal 2000, our operating income was reduced by price increases for these commodities. In fiscal
2001, particleboard and fiber board prices declined, increasing our operating income in the latter portion of the year.
Industry pricing for particleboard was flat to slightly lower in fiscal 2002, and prices declined slightly in the first
quarter of fiscd 2003 from the fourth quarter of fiscal 2002. Prices for fiberboard increased in the fourth quarter of
fiscal 2002, but remained flat for the first quarter of fiscal 2003. We did, however, experience a priceincrease from
several suppliers of another commodity in the second quarter of fiscal 2003. We cannot assure you that raw material
prices will notincrease in thefuture. If the demand for particleboard increases, prices may rise in 2003.

Several manufacturers, including O’ Sullivan, have excess manufacturing capacity due to the current decline
in salesin the RTA furniture segment and increasingimports. This excess capacity is causing increased competition
that is expected to continue, and perhaps to intensify, through the remainder of fiscal 2003. This adversely affected
our margins and results of operations in fiscal 2002, and is continuingto affect sales, margins and results of
operationsin fiscal 2003.

While we have confidencein the long-term future of the RTA furniture industry, salesin the second quarter
of fiscal 2003 are anticipated to be the same as or slightly lower than sales in the second quarter of fiscal 2002. We
anticipate our operating earningsand EBITDA will be dightly higher than those reported for the second quarter of
fiscal 2002. We cannot yet predict when our sales will return to a pattern of sales growth.

RadioShack Arbitration and Revised Accounting for Tax Sharing Agreement with RadioShack

In 1994, RadioShack, then Tandy Corporation, completed an initial public offering of O’ Sullivan. In
connection with the offering, w e entered into atax sharing and tax benefit reimbursement agreement with
RadioShack. RadioShack and O’ Sullivan made elections under Sections 338(g) and 338(h)(10) of thelInternal
Revenue Code with the effect that the tax basis of our assets was increased to the deemed purchase price of the
assets, and an equal amount of such increase was included as taxable income in the consolidated federal tax return of
RadioShack. The result was that the tax basis of our assets exceeded the historical book basiswe used for financial
reporting purposes.

The increased tax basis of our assets results in increased tax deductions and, accordingly, reduced our
taxable income or increased our net operating loss. Under the tax sharing agreement, we are contractually obligated
to pay RadioShack nearly all of the federal tax benefit ex pected to be realized with respect to such additional basis.
The payments under the agreement represent additional consideration for the stock of O’ Sullivan Industries, Inc. and
further increase the tax basis of our assets from the 1994 initial public offering when payments are made to
RadioShack.

To the extent the benefit of these basis step-up deductions caused us to have a federal taxable loss we were
only obligated to pay RadioShack to the extent that the benefits were used to reduce taxable income to zero. Any
additional tax deductions resulting from the step-up create a net operating loss (“NOL") carryforward on our federal
income tax return. Under the terms of the tax sharing agreement, if we utilized this NOL carryforward to gener ate
future tax savings, we were also obligated to remit that benefit received to RadioShack.

Since 1994, we hav e treated the amount due to Radio Shack as income tax ex pense when such amounts
become payable and to the extent that we had sufficient consolidated taxable income. T hus, our tax expense
approximated what it would have been in the absence of the Section 338(h)(10) step-up in basis and the tax sharing
agreement.

Under this accounting method, the deferred tax asset from both the step-up in basis and the future liability
to RadioShack was not recorded on our consolidated bal ance sheets because we deemed the benefits to be an asset of
RadioShack. When the tax benefits were received and paid to RadioShack, we recorded the payment as tax expense
since this amount would have been paid as federal income taxes in the absence of the gep-up in basis and the tax
sharing agreement.
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In November 1999, we completed a leveraged recapitalization transaction which significantly increased our
debt. Asaresult of the higher debt levels, we also experienced increased interest expense, which reduced our
taxable income and also reduced the tax benefits used from the deductions arising from the step-up in basis. We
reduced our payments to RadioShack accordingly. RadioShack claimed that the deductions arising from the
increased interest payments should not impact tax benefit payments due RadioShack under the tax agreement.
RadioShack pursued this matter and prevailed in an arbitration ruling in March 2002. We reached a settlement
agreement with RadioShack in May 2002. Pursuant to the sttlement agreement, we pad RadioShack $24.6 million
in May 2002 and an additional $3.1 million in June 2002. The sum of these two payments ($27.7 million)
represented the amount due RadioShack under the settlement agreement through June 30, 2002. T hese amounts
represent the calculation of what benefits we would have realized had we not had the additional interest expense
from the recapitalization and merger. The settlement agreement requires calculations into the future and quarterly
payments to RadioShack if our taxable income adjusted for the additional interest expense shows that we would have
realized the benefits had we not incurred the additional interest expense. If on this basis, we could have used the
deductionsfrom the step-up in basis, we arerequired to make a payment to RadioShack even though we may not be
receiving any current tax benefit from these deductions on our federal income tax return.

Following the decision in the arbitration and the settlement agreement with RadioShack, we recorded the
$24.6 million payment to RadioShack as a deferred tax asset at March 31, 2002. We believed that this was
appropriate as the payment represented the tax benefit we could realize from future use of net operating losses on our
federal income tax return if we had sufficient taxableincome inthe future. After recording atax provision of
3.2 million for the quarter ended March 31, 2002 and offsetting our deferred tax liabilities of $8.0 million, we had a
net deferred tax asset of $13.4 million at M arch 31, 2002.

Under SFAS 109, we must determine if it ismore likely than not that we will realize the net deferred tax
asset as areduction in our tax liabilities in the future. SFAS 109 requires objective evidence to support the more
likely than not conclusion. T he arbitration decision dramatically affected our liquidity, which reduced the amounts
we could investin sales efforts or costimprovements, asmost free cash flow would now be used to pay RadioShack
or repay our indebtedness. In addition, it became evident to us by March 2002 that the prolonged economic
slowdown that started prior to September 11, 2001 was continuing. This, coupled with the adverse effect on our
liquidity of the settlement, caused us to lower our projections of future taxable income. Accordingly, we projected
our expected future taxable income utilizing operating performance we achieved in fiscal 2002 assuming our
performance would be no better or worse over an extended period of time. Such projections indicate that we would
not have tax able income until 2009 when substantially all the tax benefit deductions had been taken. At that point,
the projections indicated that our net operating losses existing at that time would be utilized before they expire.
However, we currently have and expect to have taxable losses for a number of years in the future. Projections over a
long time are inherently uncertain, and we cannot provide objective evidence that our operations in 2009 and beyond
will produce sufficient taxableincome. Asaresult, we provided a valuation dlowancein our March 2002 quarter of
$13.4 million against all of our net deferred tax assets with a corresponding charge to income tax expense.
Consistent with our prior accounting, both before and after the recapitalization and merger, we did not record any
deferred tax assets related to future deductions from the gep-up in basis or any future obligations to RadioShack as
they were still contingent upon our taxable income in the future.

Similarly, in our June, September and December 2002 financial statements, we accounted for each payment
to RadioShack in the same manner as the initial $24.6 million payment under the settlement agreement by recording
a deferred tax asset to the extent that we could not benefit currently from the increased deductions We then
provided a valuation allowance against the additional deferred tax asset with a corresponding charge to income tax
expense on a quarter by quarter basis We believed thismethod was in conformity with accounting principles
generally accepted in the U nited States and consistent with our accounting for the tax sharing agreement since 1994.

In the third quarter of fiscal 2003, O’ Sullivan received a comment letter from the staff of the SEC on the
accounting for the tax sharing agreement. In the course of preparing our response to the SEC staff’scomment | etter,
we, in consultation with our independent accountants, reassessed our accounting for the tax sharing agreement in
light of the arbitration settlement with RadioShack and concluded that our method of accounting for the tax sharing
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agreement should be changed. O’ Sullivan determined that the deferred tax asset created by the step-up in basis and
the additiond basis from the probable future payments to RadioShack should berecorded as of February 1994. At
the same time, we recorded our obligation to RadioShack. The amounts of the deferred tax asset and obligation to
RadioShack were each $147.9 million at February 1994. From 1994 through 2001, we reduced the amount of the
deferred tax asset and the obligation to RadioShack as we realized the benefits of the deferred tax asset and paid
RadioShack amounts due under the tax sharing agreement.

At March 31, 2002, afull valuation allowance w as provided against the $97.9 million net deferred tax asset,
which consists of the $13.4 million valuation allowance originally recorded in the March 2002 quarter plus an
additional $84.5 million representing the balance of the deferred tax asset at that time. The valuation allowance at
June 30, 2002 of $97.4 million together with the $3.5 million tax provision for the fiscal year represent the
$100.9 million recorded as tax expense for the year ended June 30, 2002. We recorded the valuation allowance
because we were unable to determine, based on objective evidence, that it was more likely than not we would be able
to utilize our net operating losses prior to their expiration. If at a future date we determine that some or all of the
deferred tax asset will more likely than not be realized, we will reverse the appropriae portion of thevaluation
allowance and credit income tax expense.

The remaining maximum obligation to RadioShack was $109.1 million & March 31, 2002. The obligation
to RadioShack was reduced by subsequent payments and was$78.3 million and $81.4 million & September 30, 2002
and June 30, 2002, respectively. We currently believe thatit isprobable that future payments to RadioShack will be
made.

In summary, instead of accounting for our deferred tax asset resulting from the step-up in basisas tax
expense through a valuation allowance on a quarter by quarter basis aswe make payments to RadioShack under the
tax sharing agr eement, we revised our accounting to record the aggregate deferred tax asset and the obligation to
RadioShack in February 1994. Our deferred tax asset has been reduced as we realized the benefits from 1994 to
March 2002 and was fully offset by the March 2002 valuation dlowance Therefore, this revised method of
accounting will increase our net income (or reduce our net loss) and will increase our net income attributable to
common stockholders (or reduce the loss) by the amount we pay RadioShack for each quarterly period after March
31, 2002 through the quarter ending March 31, 2009 or until we can determine, based on objective evidence, that it
is more likely than not that we will be able to utilize our net oper ating losses prior to their expiration and reverse all
or a portion of the valuation allowance on our deferred tax assets.

The expected timing or amounts of our payments to RadioShack will not be affected by the revised method
of accounting, although the future payments to RadioShack are contingent upon our achieving taxable income
calculated on the basis stipulated in the settlement agreement. For the three months ended September 30, 2002 we
paid RadioShack $3.1 million.

We funded the back payment and subsequent payments from cash on hand. W e expect to fund future
payments from cash flows from operating activities, cash on hand or borrowings under our senior credit facility.
Payments under the tax sharing agreement for fiscal 2003 are expected to be about $11.0 million.

We amended our senior credit facility in March 2002 as a result of the arbitration settlement. The
amendment excludes from the definition of consolidated fixed charges $27.0 million of the total paid by us pursuant
to the tax sharing agreement through the period ended June 30, 2002.

See "Cautionary Statement Regarding Forward L ooking Information."

Results of Operations
Net Sales. Net salesfor thequarter ended September 30, 2002 decreased by $10.6 million, or 12.9%, to

$71.6 million from $82.2 million for the quarter ended September 30, 2001. During the quarter, sales declined in
every major sales channel asthe economic weaknessin the United States continued.
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In January 2002, Kmart Corporation, which accounted for around 9% of our gross sales infiscal 2002, filed
for Chapter 11 bankruptcy court protection. As part of its reorganization, Kmart has closed 283 storesand has
secured financing of $2 billion to help thecompany’scash flow while it restructures. Kmart hopes to emerge from
Chapter 11in 2003. We resumed shipments to Kmart on a post-petition basis after the filing and anticipate
significant sales to Kmart in the future. However, there can be no assurance that we will ship asmuch to Kmart as
we did in prior periods or that Kmart will be successful in its restructuring efforts.

In August 2002, Ames Department Stores, Inc. decided to close all of itsstores and liquidate. We had
anticipated sales to Ames would be less than 2% of our gross sales infiscd 2003.

Gross Profit. Gross profit decreased to $20.0 million, or 27.9% of sales, for the three month period ended
September 30, 2002, from $20.5 million, or 24.9% of sales, for the comparable prior year quarter. Fiscal 2003 first
quarter gross profit dollar s declined because of lower sales. T he gross margin percentage increased primarily
because of lower material costs, particularly for particleboard, as compared to prices in the same period in fiscal
2002.

Selling, M arketing and Administrative Expenses. Selling, marketing and administrative expenses decreased
to $12.1 million, or 16.9% of sales, for the three month period ended September 30, 2002, from $14.2 million, or
17.2% of sales, for the quarter ended September 30, 2001. In fiscal 2003, incentive compensation and profit sharing
expenses decreased because of our lower sales and financial performance. Legal fees increased costs infiscd 2002
due to the RadioShack arbitration. Freight out,commissions and store display expense were also lower in fiscd
2003 compared to the prior year.

Depreciation and Amortization. Depreciation and amortization expenses decreased to $3.3 million for the
first quarter of fiscal 2003 compared to $3.4 million for the first quarter of fiscal 2002.

Operating Income. Operating income increased $1.6 million to $7.9 million for the quarter ended
September 30, 2002 from $6.3 million in the quarter ended September 30, 2001. Lower material prices were
partially offset by lower sales in the three months ended September 30, 2002. Reduced incentive compensation and
profit sharing expense as well as lower freight out expense, commission costs and store display expense contributed
to the increased operating income during the quarter.

Net Interest Expense. Net interest ex pense decreased from $8.5 million in the first quarter of fiscal 2002 to
$6.4 million in the firg quarter of fiscal 2003. Interest expense decreased due to the change in fair value of our
interest rate collar as well as our repayment of debt and lower variable interest rates on a portion of our debt. The
following table describes the components of net interest expense.

Three months ended
September 30,

(in thousands)

2002 2001
Interest expense on senior credit facility,
industrial revenue bondsand senior
subordinated notes $ 5,876 $ 6,343
Interest income (58) (91)
Non-cash items:
Interest expense on O’ Sullivan Holdings note 594 528
Interest rate collar (584) 1,201
Amortization of debt discount 144 125
Amortization of loan fees 403 403
Net interest expense $ 6375 $ 8,509
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Income Tax Provision (Benefit). We recorded no tax expense for the first quarter of fiscd 2003 because of
the valuation allowance recorded in the quarter ended March 31, 2002. See “RadioShack Arbitration and Revised
Accounting for Tax Sharing Agreement with RadioShack.”

Net Income (Loss). Net income increased $2.9 million from a loss of $1.4 million in thefirst quarter of
fiscal 2002 to net income of $1.5 million in the first quarter of fiscal 2003 due to the revised accounting for thetax
sharing agreement, lower raw material costs, decreased selling and ad ministrative expenses and |ower interest
expense, partially offset by our lower sales and operating levels.

EBITD A. EBITDA, which we define as earnings before interest income and interest expense, income taxes,
depreciation and amortization, increased by $1.5 million to $11.2 million for the quarter ended September 30, 2002
from $9.7 million for the prior year quarter. EBIT DA for the fiscal 2003 first quarter increased primarily due to
lower material costs and lower selling and administrative expenses, partially offset by lower sales.

EBITDA is presented to provide additional information aout our operations. This item should be
considered in addition to, but not asa substitute for or superior to, operating income, net income, operating cash flow
and other measures of financial performance prepared in accordance with generally accepted accounting principles.
EBITDA may differ inthemethod of calculation from similarly titled measuresused by other companies EBITDA
provides another measure of the operations of our business prior to the impact of interest, taxes and depreciation and
of our liquidity. Further, EBITDA isa common method of vaduing companies such as O’ Sulivan, and EBITDA,
with adjustments, is a component of each of the financial covenantsin our senior credit facility.

The following tablereconciles net income (loss) to EBITDA for thethree months ended September 30,
2002 and 2001.

Three months ended
September 30,
(in thousands)

2002 2001
Net income (loss) $ 1539 $ (1,436)
Income tax provision (benefit) - (776)
Interest expense, net 6,375 8,509
Operating income 7,914 6,297
Depreciation and amortization 3,264 3,421
EBITDA $ 11,178 $ 9,718

Liquidity and Capital Resources

Our primary sourcesof liquidity are cash flows from operations and borrowings under our senior secured
credit facility, which is discussed below. Our liquidity requirements will be to pay our debt, including interest
expense under the senior credit facility and notes, to pay RadioShack amounts due under the tax sharing agreement
and to provide for working capital and capital expenditures. Decreased demand for our products could decrease our
cash flow from operations and the availability of borrowings under our credit facility.

Working Capital. As of September 30, 2002, cash and cash equivalents totaled $13.3 million. Net working
capital was $48.7 million at September 30, 2002 compared to $51.6 million at June 30, 2002.

Operating Activities. Net cash used by operating activities for the three months ended September 30, 2002
was $7,000 compared to net cash provided of $16.4 million for the three months ended September 30, 2001. Cash
flow from operations decreased year-over-year for the following reasons.

. During the first quarter of fiscal 2002, accounts payable increased $5.9 million from unusually low levels
on June 30, 2001 when production was shut down for two weeks. Accounts payable increased
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$1.0 million during the first quarter of fiscal 2003 due to a shutdown of only one week. Accounts payable
balances at September 30, 2002 are lower than the balances at September 30, 2001 because of lower
production levels this year and the timing of alarge purchase last year.

. Profit sharing and incentive compensation payments during the first quarter of fiscal 2003 were
approximately $3.0 million higher than in the first quarter of fiscal 2002 because of the respective prior
year financial results. Changes in the accrued balances for profit sharing and incentive compensation
decreased the cash provided by operations an additional $1.1 million.

. Increases in accrued advertising provided net cash of $1.2 million in fiscal 2003 compared to $3.9 million
during the first quarter of fiscal 2002. The decrease this year was due to |lower sales and associated
decreases in vendor incentive programs. Cash payments were also accelerated for a particular customer
that changed its pattern of claiming certain incentives.

. In fiscal 2003, increases in inventories absorbed $4.6 million of cash, compared with only $653,000 in
fiscal 2002.

. During the September 2002 quarter, we paid RadioShack $3.1 million under the tax sharing agreement.

. In fiscal 2003, the liability associaed with the interest rate collar declined by $584,000 as opposed to a
$1.2 million increase in fiscal 2002.

. Trade receivables declined $2.8 million in fiscal 2003 as opposed to a $1 69,000 increase in fiscal 2002.
The decline was due to lower sales in fiscal 2003 and shorter terms.

Investing Activities. We invested $1.6 million for capital expenditures for the three months ended
September 30, 2002 compared to $4.1 million for the prior year three month period. We currently estimate that the
total capital expenditure requirementsfor the remainder of the fiscal year will be approximately $5.0 to $8.0 million,
which we expect to fund from cash flow from operationsor cash on hand. Our ability to make future capitd
expenditures is subject to certain restrictions under our senior credit facility.

Financing Activities. On November 30, 1999 we completed our merger and recapitalization. Our
consolidated indebtedness at September 30, 2002 was $241.4 million consisting of:

e $111.6 million in a senior secured credit facility condsting of afive year $24.6 million term loan A, a seven
and one-half year $87.0 million term loan B and a $40.0 million revolving line of credit, with no
borrowingsat September 30, 2002. The current portion of these term loanswas approximately $8.5 million
at September 30, 2002. The revolving line of credit hasa $15.0 million sub-limit for lettersof credit, of
which we are currently utilizing approximately $13.9 million.

e $100.0 million in 13-3/8% senior subordinated notes due 2009 issued with warrants to purchase 6.0% of
our common and Series B junior preferred stock on a fully diluted basis. These warrantswere assgned a
value of $3.5 million. These notes were issued at a price of 98.046% providing $98.0 million in cash
proceeds before expensesrelated to the issuance.

* $10.0 million in variable rate industrial revenue bonds.
e $19.8 million, including $4.8 million of interest added to the principal of the note, in a senior note issued

with warrants to purchase 6.0% of our common and Series B junior preferred stock on afully diluted basis.
These warrants were assigned a value of $3.5 million.
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The reconciliation of consolidated indebtedness to recorded book value at September 30, 2002 is as follows:

Original
Issue
Discount Warrants
Consolidated  Current Net of Net of Recorded
Indebtedness Portion Accretion Accretion Book Value

(in thousands)

Term loan A $ 24,583 $ (6,572) % - $ - $ 18,011
Termloan B 87,063 (1,923) — — 85,140
Senior secured credit 111,646 (8,495) - - 103,151
Senior subordinated note 100,000 - (1,633) (2,926) 95,441
Industrial revenue bonds 10,000 - - - 10,000
Senior note 19,789 - - (2,982) 16,807
Total $ 241,435 $ (8,495) $ (1,633) $ (5,908) $_ 225,399

During the three months ended September 30, 2002, we made regularly scheduled principal payments of
$886,000 against the term loans included in our senior secured credit facility. We expect to fund principal and
interest payments on our debt from cash flow from operations, cash on hand or borrowings under our revolver. Our
borrowing availability under our credit facility was approximately $21.4 million at September 30, 2002. Decreased
demand for our products could decrease our cash flow from operations and the availability of borrowings under our
credit facility. In October 2002, we paid an additional $4.1 million of principal on the amountsoutstanding under
the senior credit facility and increased the revolving creditline borrowings by $4.1 million.

The credit facility and notes are subj ect to certain financial and operational covenants and other restrictions,
including among others, requirements to maintain certain financial ratios and restrictions on our ability to incur
additional indebtedness. The financial covenants contained in the credit facility, as amended, are as follows:

* Our consolidated leverage ratio must be less than 4.35. The ratio at September 30, 2002 was 3.87. At June
30, 2003, our consolidated lev erage ratio must be |less than 4.00.

» Our consolidated interest coverage ratio must be greater than 2.00. The ratio at September 30, 2002 was
2.26. At June 30, 2003, our consolidated interest cover age ratio must be greater than 2.00.

» Our consolidated fixed charge coverage raio must be greater than 1.10. The ratio at September 30, 2002
was 1.57. At June 30, 2003, our consolidated fixed charge coverage ratio must be greater than 1.10.

e Our senior debt coverage ratio must be less than 2.50. The ratio at September 30, 2002 was 2.13. At June
30, 2003, our senior debt cov erage ratio must be less than 2.35.

* Our consolidated EBITD A must be at least $53 million for the fiscal year ending June 30, 2003.

EBITDA and consolidated interest expense as defined in the credit facility for the twelve monthsended

September 30, 2002 were $57.2 million and $25.3 million, respectively. O’ Sullivan Industries is the borrower under
the credit facility, so the covenants do not include the $19.8 million senior note of O’ Sullivan Industries Holdings,
Inc. or interest on the note. Pursuant to an amendment to our senior credit facility, $27.0 million of our payments to
RadioShack under the tax sharing agreement through the period ending June 30, 2002 are excluded from the
definition of consolidated fixed chargesand thusfrom cal culations of the consolidated fixed charge coverage raio.

In addition, the agreementseffectively prohibit the payment of dividends on our stock. At September 30,
2002, we were in compliance with all applicable debt covenants.
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Asrequired under the senior credit facility, we hedged one-half of our term loans with an initial notional
amount of $67.5 million with acostless interest rae collar. The collar isbased on three-month LIBOR with a floor
of 6.43% and aceiling of 8.75%. To terminate this contract at September 30, 2002, we would have been required to
pay the counter-party approximately $1.5 million. The counter-party to our interest rate collar provides us with the
payment amount that would be required to terminate the collar as of the end of each quarter. We recorded the
change infair value of the collar as increased or decreased interest expense in the consolidated statements of
operations and included the resulting liability in accrued liabilities on the consolidated balance sheets.

See the portion of the overview sction of this Management’ s Discussion and Analysis of Financial
Condition and Results of Operations entitled “ RadioShack Arbitration and Revised Accounting for tax Sharing
Agreement with RadioShack” for a discussion of the impact of the Settlement Agreement with RadioShack on our
liquidity and financial condition.

The following table illugrates our contractual obligations due inthe future:

Payments Dueby Period

(in thousands)

Less
than 12 12-36 36-60 After
Contractual Obligations Total months months months 60 months

L ong-term debt $ 241435 % 8,495 $ 19,762 $ 83,389 $ 129,789
Tax Benefit payments to

RadioShack(1) 78,277 10,337 20,770 24,116 23,054
Capital lease obligations - - - - -
Operating leases—unconditional 4,534 1,479 2,666 389 —
Other long-term obligations 676 268 394 14 -

Total contractual cash obligations $ 324,922 $ 20,579 $ 43,592 $ 107,908 $ 152,843

(1) The timing and amounts of payments to RadioShack are contingent on actual taxable income adjusted to
exclude the increased interest expense arising from the recapitalization and merger. The amounts in the table above
represent the maximum amounts payable to RadioShack.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires us to make estimates and
judgmentsthat affect the reported amounts of assets liabilities, revenues and expenses, and related discloure of
contingent assets and liabilities.

On an on-going basis, we evaluate our estimates, including those related to customer programs and
incentives bad debts, inventories, intangible assets, income taxes, restructuring, assetimpairments, contingencies
and litigation. We base our estimates on historical experience and on various other assumptions that we believe are
reasonable under the circumstances. The results of these estimates form the basis for making judgments about the
carrying values of assets and liabilities that are not readily apparent from other sources Actual results may differ
from these estimates under different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates
used in the preparation of our consolidated financial statements.

. We derive our revenue from product sales. We recognizerevenue from thesale of productswhen
persuasive evidence of an arrangement exists, the product has been delivered, the priceis fixed and
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determinable and collection of the resulting receivable is reasonably assured. For all sales, we use
purchase orders from the customer, whether oral, written or electronically transmitted, as evidence that a
sales arangement exists. Generally, delivery occurs when product is delivered to a common carrier or
private carrier, with sandard terms being FOB shipping point. We assess whether the priceis fixed and
determinable based upon the payment terms associated with the transaction. We assess collection based
on a number of factors including past transaction history with the customer and the creditworthiness of
the customer. Collateral isnot requested from the customers.

We record estimated reductions to revenue for customer programs and incentive offerings including
special pricing agreements, price protection, promotions and other volume-based incentives. Market
conditions could require us to take actions to increase customer incentive offerings. These offerings
could result in our estimates being too small and reduce our revenues when the incentive is offered.

We maintain allowances for doubtful accounts for estimated lossesresulting from the inability of our
customers to make required payments. If the financial condition of our cusomers were to deteriorate,
resulting in an impairment of their ability to make payments, additiond allowances may berequired.

We write down our inventory for estimated obsolescence or unmarketable inventory equal to the
difference between the cost of inventory and its estimated market value based upon assumptions about
future demand and market conditions. If actual market conditions are less favorable than those
projected by us, additional inventory write-downs may be required. Obsolete and slow-moving
inventory reserves were approximately $5.8 million and $4.9 million at September 30, 2002 and 2001,
respectively.

We record our deferred tax assets at the amount that the asset is more likely than not to be realized.
While we have considered future taxable income and ongoing prudent and feasible tax planning
strategies in assessing the need for a valuation allowance, our determinations can change. If we
objectively determine it was more likely than not we would be able to realize our deferred tax assetsin
the future in excess of our recorded amount, we would reduce our valuation allowance, increasing
income in the period such determination was made.

We periodically review our long-lived assets, including property and equipment, for impairment and
determine whether an event or change in factsand circumstances indicatestheir carrying amount may
not be recoverable. We determine recoverability of the assets by comparing the carrying amount of the
assetsto the net future undiscounted cash flowsexpected to be generated by thoseassets |f the sum of
the undiscounted cash flows is less than the carrying value of the assets, an impairment chargeis
recognized. Adverseeconomic conditionscould cause us to record impairment charges in the future.

We assess goodwill regularly for impairment by gpplying a fair-value-based test, using the enterprise as
the reporting unit. If the book value of the reporting unit is below the fair value of the reporting unit,
there is no impairment loss. Adverse economic conditions could cause us to record impairment charges
in the future.

In the s=cond quarter of fiscal 2001, we recorded asset impairment charges, employee termination
benefits and other exit cods totaling $10.5 million related to a busness restructuring plan to reduce
production capacity and oper ating expenses. The restructuring plan included closing our Cedar City,
Utah facility and a reduction in our staff at our Lamar, Missouri facility. The asset impairment charges
related to land, building and equipment located in Cedar City, Uteh. The land and building and a
limited amount of equipment are €ill for sale. If market conditions deteriorate further, additional write-
downs on the land, building and equipment may be necessary.
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Cautionary Statement Regarding Forward L ooking Information.

Certain portions of this Report, and particularly the Notes to the Consolidated Financial Statements and the
Management's Discussion and Analysis of Financial Condition and Resultsof Operations, contain forward-looking
statements. T hese statements can be identified by the use of future tense or dates or terms such as "believe,"
"would," "expect," "anticipate" or "plan." These forward-looking statements involve risks and uncertainties. Actual
results may differ materially from those predicted by the forw ard-looking statements. Factors and possible events
which could cause results to differ include:

« lossof liquidity due to the arbitration panel’s opinion in RadioShack Corporation v. O’ Sullivan
Industries Holdings, Inc.;

» significant indebtedness that may limit our financial and operational flexibility;

» changes from anticipated levels of sales, whether due to future national or regional economic and
competitive conditions, including new domestic or foreign entrants into the indudry, customer
acceptance of existing and new products, terrorist attacks or otherwise, as we are experiencing now;

e pricing pressures due to excess capacity in the ready-to-assemble furniture industry, as occurred in
1995 and is occurring again now, or customer demand in excess of our ability to supply product;

e raw material costincreases, particularly in particleboard and fiberboard, asoccurred in 1994 and 1995
and to alesser extent in fiscal 2000;

e transportation cost increases, due to higher fuel cogs or otherwise;

* loss of or reduced sales to significant customers as a result of bankruptcy, liquidation, merger,
acquisition or any other reason, as occurred with the liquidation of Montgomery Ward in fiscal 2001,
the liquidation of Amesin 2002 and with the reorganization of Service Merchandise Co., Inc. in 2000;

e actions of current or new competitors, foreign or domestic, that increase competition with our products
or prices;

e theconsolidation of manufacturers in the ready-to-assemble furniture ind ustry;

e increased advertising costs associated with promotional efforts;

* increased interest rates;

e pending or new litigation or governmental regulations such as the recently sttled arbitration involving
RadioShack;

e other uncertainties which are difficult to predict or beyond our control; and

« therisk that we incorrectly analyze these risks and forces, or that the strategies we develop to address
them could be unsuccessful.

See also the Risk Factors section inour amended annual reporton Form 10-K/A for the year ended June 30, 2002.

Because these forward-looking statements involve risks and uncertainties, actud results may differ
significantly from those predicted in these forward-looking statements. Y ou should not place a lot of weight on these
statements These statements speak only asof the date of this document or, in the case of any document incorporated
by reference, the date of that document.

All subsequent written and oral forward-looking statements attributableto O’ Sullivan or any person acting
on our behalf are qualified by the cautionary statements in this section. We will have no obligation to revise these
forward-looking statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARK ET RISK.

Our mar ket risk isimpacted by changesin interest rates, foreign currency exchange rates and certain
commodity prices. Pursuant to our policies, we may use natural hedging techniques and derivative financid
instruments to reduce the impact of adverse changes in market prices. We do not hold or issue derivative
instruments for trading purposes. A change in interest rates of one percentage point would affect our cash interest
expense by about $600,000 per year.
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We have market risk in interest rate exposure, primarily in the United States. W e manage interest rate
exposure through our mix of fixed and floating rate debt. Interest rate swaps or collars may be used to adjust interest
rate exposures when appropriate based on market conditions. For qualifying hedges, the interest differential of
swapsisincluded in interest ex pense. W e believe that our foreign exchange risk is not material.

Due to the nature of our product lines, we have material snsitivity to some commodities, including
particleboard, fiberboard, corrugated cardboard and hardw are. We manage commodity price exposures primarily
through the duration and terms of our vendor contracts. A one percent change in our raw material prices would
affect our cost of sales by approximately $1.7 million annually.

As noted above, in fiscal 2000 we encountered price increases in certain commodities, which reduced our
gross margin. During fiscal 2001, prices for these products declined, which helped gross margins. Prices for these
and other commoditieswill continue to fluctuate.

ITEM 4. CONTROLSAND PROCEDURES.

O’ Sullivan maintains disclosure controls and procedures (as defined in Rule 13a-14(¢) of the Securities
Exchange Act of 1934) that are designed to ensure that infor mation required to be disclosed in O’ Sullivan’s
Exchange Act reports is recorded, processed, summarized and reported accurately within the time periods specified
in the SEC’ s rules and forms, and that such information is accumulated and communicated to O’ Sullivan's Chief
Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosures. In designing and evaluating the disclosure controls and procedures, management recognized that any
controlsand procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving the desired control objectives, and management was necessarily required to apply its judgment in
evaluating the cost-benefit relationship of possible controls and procedures.

Within 90 days prior to the date of this report, O’ Sullivan carried out an eval uation, under the supervision
and with the participation of O’ Sullivan’s management, including O’ Sullivan’ s Chief Executive Officer and Chief
Financial Officer, of the effectiveness of the design and operation of O’ Sullivan’s disclosure controls and
procedures. Based on the foregoing, O’ Sullivan’s Chief Executive Officer and Chief Financial Officer concluded
that O’ Sullivan’s disclosure controls and procedures were effective.

There have been no significant changesin O’ Sullivan’sinternal controls or in other factors that could

significantly affect the internal controls subsequent to the date O’ Sullivan completed its evaluation. Therefore, no
corrective actions were taken.
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PART Il — OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

On September 24, 2002, Montgomery Ward, LLC, et al., Debtor in Possession, filed suit againg O’ Sullivan
in the United States Bankruptcy Court, District of Delaware, alleging that payments made by Montgomery Ward
within 90 days prior to its bankruptcy constituted preferential transfers under the Bankruptcy Code that should be
recovered from O’ Sullivan by M ontgomery Ward, together with interest. The alleged payments aggregate $3.7
million. We received the summonsin this action on October 29, 2002.

O’ Sullivan plans to defend itself vigorously in this matter and is carefully reviewing its defenses.

ITEM 6. EXHIBITSAND REPORTS ON FORM 8-K.

(a) Exhibits:

A list of exhibits required to be filed as part of this Report isset forthin the Index to Exhibits, which
immediately precedes such exhibits, and isincorporated herein by reference.

(b) Reportson Form 8-K:

none
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
amended report to be signed on itshehalf by the undersigned, thereunto duly authorized.

O'SULLIVAN INDUSTRIES HOLDINGS, INC.

Date: September 9, 2003 By: /s/ Richard D. Davidson

Richard D. Davidson
President and
Chief Executive Officer
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CERTIFICATION
I, Richard D . Davidson, certify that:

1. | have reviewed this amended quarterly report on Form 10-Q/A (Amendment No. 1) of O’ Sullivan
Industries Holdings, Inc.;

2. Based on my knowledge, this quarterly report, as amended, does not contain any untrue statement of a
material fact or omit to date a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly
report, as amended, fairly present in all material respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this quarterly report;

4. The registrant’s other certifying officersand | are responsible for establishing and maintaining disclosure
controls and procedures(as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant’ s disclosure controlsand procedures as of adate within 90
days prior to thefiling date of this quarterly report (the “Evduation Date”); and

c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officersand | have disclosed, based on our most recent evaluation, to the
registrant’ s auditors and the audit committee of registrant' s board of directors (or persons performing the equivalent
function):

a) all significant deficienciesin the design or operation of internal controls which could adversely affect
the registrant’ sability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significantrole inthe registrant' s internal controls; and

6. The registrant’ s other certifying officersand | have indicated in this quarterly report whether or not there
were significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

Date: September 9, 2003 /s/ Richard D. Davidson

Richard D. Davidson
President and Chief Executive Officer

-27-



CERTIFICATION
I, Phillip J. Pacey, certify that:

1. I have reviewed this amended quarterly report on Form 10-Q/A (Amendment No. 1) of O’ Sullivan
Industries Holdings, Inc.;

2. Based on my knowledge, this quarterly report does not contain any untrue staement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this quarterly report;

3. Based on my knowledge, the financial statements, and other financial information included in this quarterly
report, fairly presentin all material regects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this quarterly report;

4. The registrant’s other certifying officersand | are responsible for establishing and maintaining disclosure
controls and procedures(as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness of the registrant’ s disclosure controlsand procedures as of adate within 90
days prior to thefiling date of this quarterly report (the “Evduation Date”); and

c) presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officersand | have disclosed, based on our most recent evaluation, to the
registrant’ s auditors and the audit committee of registrant' s board of directors (or persons performing the equivalent
function):

a) all significant deficienciesin the design or operation of internal controls which could adversely affect
the registrant’ sability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significantrole inthe registrant' s internal controls; and

6. The registrant’ s other certifying officersand | have indicated in this report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date:  September 9, 2003 /sl Phillip J. Pacey

Phillip J. Pacey
Senior Vice President and Chief Financial Officer
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Exhibit No.

31&4.1

32& 4.2

4.3

4.4

4.5

4.6

4.7

4.8

99.1

99.2

INDEX TO EXHIBITS

Page
Description No.
Amended and Restated Certificate of Incorporation of O’ Sullivan (incorporated by
reference from Exhibit 2.4(a) to Appendix A to Proxy Statement/Prospectusincluded in
Registration Statement on Form S-4 (File No. 333-81631))

Bylaws of O’ Sullivan (incorporated by reference from Exhibit 3.2 to Registration
Statement on Form S-1 (File No. 33-72120))

Specimen Senior Preferred Stock Certificae of O’ Sullivan (incorporated by referencefrom
Exhibit 3 to Registration Statement on Form 8-A (File No. 0-28493))

Indenture dated as of November 30, 1999, by O’ Sullivan Industries Inc., as Issuer,

O’ Sullivan Industries - Virginia, Inc., as Guarantor, and Norwest Bank Minnesota, National
Association, as Trustee, relating to O’ Sullivan Industries, Inc.'s $100,000,000 principal
amount of 13.375% senior subordinated notes (incorporated by reference to Exhibit 4.4 to
Quarterly Report on Form 10-Q for the quarter ended March 31, 1999

(File No. 0-28493))

Warrant Agreement dated as of November 30, 1999 between O’ Sullivan Industries
Holdings, Inc. and N orwest Bank Minnesota, National Association, as W arrant Agent,
relatingto warrants to purchase 39,273 shares of O’ Sullivan Industries Holdings, Inc.
Series B junior preferred stock, induding form of warrant certificae (incorporated by
reference to Exhibit 4.5 to Quarterly Report on Form 10-Q for the quarter ended March 31,
1999 (File No. 0-28493))

Warrant Agreement dated as of November 30, 1999 between O’ Sullivan Industries
Holdings, Inc. and N orwest Bank Minnesota, National Association, as W arrant Agent,
relatingto warrants to purchase 93,273 shares of O’ Sullivan Industries Holdings, Inc.
common stock, including form of warrant certificate (incorporated by reference to
Exhibit 4.6 to Quarterly Report on Form 10-Q for the quarter ended December 31, 1999
(File No. 0-28493))

Amended and Restated Warrant Agreement dated as of January 31, 2000 between

O’ Sullivan Industries Holdings, Inc. and the holder thereof relating to warrants to purchase
39,273 shares of O’ Sullivan Industries Holdings, Inc. Series B junior preferred stock,
including form of warrant certificate (incorporated by reference to Exhibit 4.7 to Quarterly
Report on Form 10-Q for the quarter ended December 31, 1999 (File No. 0-2849 3))

Amended and Restated Warrant Agreement dated as of January 31, 2000 between

O’ Sullivan Industries Holdings, Inc. and the holder thereof relating to warrants to purchase
93,273 sharesof O’ Sullivan Industries Holdings Inc. common stock, including form of
warrant certificate (incorporated by reference to Exhibit 4.8 to Quarterly Report on Form
10-Q for the quarter ended December 31, 1999 (File No. 0-28493))

Certificate of chief executive officer under Section 906 of the Sarbanes-Oxley Act of 2002 30

Certificate of chief financid officer under Section 906 of the Sarbanes-Oxley Act of 2002 31
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Exhibit 99.1

Certificaion of Chief Executive Officer under
Section 906 of the Sarbanes-Oxley Act of 2002

| hereby certify that the Quarterly Report on Form 10-Q/A of O’ Sullivan Industries Holdings, Inc. for the
quarter ended September 30, 2002 fully complieswith the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934, and tha the information contained in such quarterly report fairly presents, inall material
respects, the financid condition and results of operations of O’ Sullivan Industries Holdings, Inc.

Date: September 9, 2003 /sl Richard D. Davidson
Richard D. Davidson
President and Chief Executive Officer
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Exhibit 99.2

Certificaion of Chief Financial Officer under
Section 906 of the Sarbanes-Oxley Act of 2002

| hereby certify that the Quarterly Report on Form 10-Q/A of O’ Sullivan Industries Holdings, Inc. for the
quarter ended September 30, 2002 fully complieswith the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934, and that the information contained in such quarterly report fairly presents, inall material
respects, the financid condition and results of operations of O’ Sullivan Industries Holdings, Inc.

Date: September 9, 2003 /sl Phillip J. Pacey
Phillip J. Pacey
Senior Vice President
and Chief Financial Officer
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