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PART I. FINANCIAL INFORMATION
 Item 1. Financial Statements
 ACUITY BRANDS, INC.

CONSOLIDATED BALANCE SHEETS (Unaudited)
(In thousands, except share and per-share data)

 

   

NOVEMBER 30,
2003

  

AUGUST 31,
2003

 
ASSETS          
Current Assets:          

Cash and cash equivalents   $ 13,056  $ 16,053 
Receivables, less allowance for doubtful accounts of $9,311 at November 30, 2003 and $8,634 at August 31,

2003    308,926   302,276 
Inventories    202,377   188,799 
Deferred income taxes    25,413   23,047 
Prepayments and other current assets    28,753   28,377 

    
Total Current Assets    578,525   558,552 

    
Property, Plant, and Equipment, at cost:          

Land    14,047   14,060 
Buildings and leasehold improvements    165,391   164,974 
Machinery and equipment    356,205   350,549 

    
Total Property, Plant, and Equipment    535,643   529,583 

Less: Accumulated depreciation and amortization    315,341   307,025 
    

Property, Plant, and Equipment, net    220,302   222,558 
    
Other Assets:          

Goodwill    347,481   345,676 
Other intangibles    129,047   129,843 
Other long-term assets    29,827   31,590 

    
Total Other Assets    506,355   507,109 

    
Total Assets   $ 1,305,182  $1,288,219 

    
LIABILITIES AND STOCKHOLDERS’ EQUITY          
Current Liabilities:          

Current maturities of long-term debt   $ 1,398  $ 1,339 
Short-term secured borrowings    57,000   48,000 
Revolving credit facility    —     5,000 
Accounts payable    153,562   165,656 
Accrued salaries, commissions, and bonuses    49,896   49,217 
Other accrued liabilities    97,962   90,239 

    
Total Current Liabilities    359,818   359,451 

    
Long-Term Debt, less current maturities    391,356   391,469 
    
Deferred Income Taxes    15,317   15,190 
    
Self-Insurance Reserves, less current portion    16,083   16,126 
    
Other Long-Term Liabilities    100,788   97,689 
    
Commitments and Contingencies (Note 10)          

Stockholders’ Equity:          
Preferred stock, $0.01 par value, 50,000,000 shares authorized, none issued    —     —   
Common stock, $0.01 par value, 500,000,000 shares authorized, 41,786,112 and 41,674,996 shares issued

and outstanding at November 30, 2003 and August 31,2003    418   417 
Paid-in capital    409,853   407,621 
Retained earnings    51,407   44,755 
Unearned compensation on restricted stock    (2,152)   (1,734)
Accumulated other comprehensive loss items    (37,706)   (42,765)

    
Total Stockholders’ Equity    421,820   408,294 

    
Total Liabilities and Stockholders’ Equity   $ 1,305,182  $1,288,219 



    
 

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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ACUITY BRANDS, INC.
CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

(In thousands, except per-share data)
 

   

THREE MONTHS ENDED
NOVEMBER 30,

   

2003

  

2002

Net Sales   $ 517,538  $ 505,226
Cost of Products Sold    302,831   298,266
    
Gross Profit    214,707   206,960

Selling, Distribution, and Administrative Expenses    186,109   180,678
    
Operating Profit    28,598   26,282

Other (Income) Expense:         
Interest expense, net    8,717   9,774
Miscellaneous (income) expense, net    (302)   118

    
Total Other Expense    8,415   9,892

    
Income before Provision for Income Taxes    20,183   16,390

Provision for Income Taxes    7,266   5,900
    
Net Income   $ 12,917  $ 10,490

    
Earnings Per Share:         

Basic Earnings per Share   $ 0.31  $ 0.25

    
Basic Weighted Average Number of Shares Outstanding    41,581   41,391

    
Diluted Earnings per Share   $ 0.30  $ 0.25

    
Diluted Weighted Average Number of Shares Outstanding    42,594   41,432

    
Dividends Declared per Share   $ 0.15  $ 0.15

    
 

The accompanying notes to the consolidated financial statements are an integral part of these statements.
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ACUITY BRANDS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(In thousands)
 

   

THREE MONTHS
ENDED

NOVEMBER 30,

 

   

2003

  

2002

 
Cash Provided by (Used for) Operating Activities:          

Net income   $ 12,917  $ 10,490 
Adjustments to reconcile net income to net cash provided by (used for) operating activities:          

Depreciation and amortization    11,373   11,766 
Gain on the sale of property, plant, and equipment    (102)   (50)
Gain on sale of business    (722)   —   
Provision for losses on accounts receivable    1,118   1,206 
Other    1,056   47 
Change in assets and liabilities, net of effect of acquisitions and divestitures-          

Receivables    (9,400)   13,579 
Inventories    (14,232)   418 
Deferred income taxes    (2,239)   1,420 
Prepayments and other current assets    (26)   (1,722)
Accounts payable    (12,094)   (12,206)
Other current liabilities    11,625   (14,316)
Other    5,122   3,483 

    
Net Cash Provided by Operating Activities    4,396   14,115 

    
Cash Provided by (Used for) Investing Activities:          

Purchases of property, plant, and equipment    (9,881)   (7,257)
Proceeds from sale of property, plant, and equipment    1,238   375 
Proceeds from sale of business    2,200   —   

    
Net Cash Used for Investing Activities    (6,443)   (6,882)

    
Cash Provided by (Used for) Financing Activities:          

Proceeds from notes payable, net    —     20 
Repayments on revolving credit facility, net    (5,000)   (40,000)
Proceeds from short-term secured borrowings, net    9,000   20,800 
Proceeds from issuance of long-term debt    —     20,000 
Repayments of long-term debt    (70)   (84)
Proceeds from issuances of stock    964   439 
Dividends    (6,265)   (6,216)

    
Net Cash Used for Financing Activities    (1,371)   (5,041)

    
Effect of Exchange Rate Changes on Cash    421   (212)
    
Net Change in Cash and Cash Equivalents    (2,997)   1,980 
Cash and Cash Equivalents at Beginning of Period    16,053   2,694 
    
Cash and Cash Equivalents at End of Period   $ 13,056  $ 4,674 

    
Supplemental Cash Flow Information:          

Income taxes paid during the period   $ 7,645  $ 6,128 
Interest paid during the period   $ 10,759  $ 11,629 

 
The accompanying notes to the consolidated financial statements are an integral part of these statements.
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ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 
1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION
 Acuity Brands, Inc. (“Acuity Brands” or the “Company”) operates in two business segments – lighting equipment and specialty products. The lighting
equipment segment designs, produces, and distributes a full range of indoor and outdoor lighting fixtures for commercial and institutional, industrial, and
residential applications for various markets throughout the United States, Canada, Mexico, and overseas. The specialty products segment produces and distributes
specialty chemical products including cleaners, deodorizers, sanitizers and pesticides for industrial and institutional, commercial, and residential applications
primarily for various markets throughout North America and Western Europe.
 

The unaudited interim consolidated financial statements included herein have been prepared by the Company in accordance with accounting principles
generally accepted in the United States and present the financial position, results of operations, and cash flows of Acuity Brands and its wholly-owned
subsidiaries, including Acuity Lighting Group, Inc. (“Acuity Brands Lighting” or “ABL”) and Acuity Specialty Products Group, Inc. (“Acuity Specialty
Products” or “ASP”). These interim consolidated financial statements reflect all normal and recurring adjustments which are, in the opinion of management,
necessary to present fairly the consolidated financial position as of November 30, 2003 and August 31, 2003, the consolidated results of operations for the three
months ended November 30, 2003 and 2002, and the consolidated cash flows for the three months ended November 30, 2003 and 2002. Certain reclassifications
have been made to the prior year financial statements to conform to the current year presentation. Certain information and footnote disclosures normally included
in the Company’s annual financial statements prepared in accordance with accounting principles generally accepted in the United States have been condensed or
omitted. The Company believes that the disclosures are adequate to make the information presented not misleading. These financial statements should be read in
conjunction with the consolidated financial statements of Acuity Brands as of and for the three years ended August 31, 2003 and notes thereto included in the
Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission on October 31, 2003.
 

The results of operations for the three months ended November 30, 2003 are not necessarily indicative of the results to be expected for the full fiscal year
because the net sales and net income of the Company are generally higher in the second half of its fiscal year and because of the continued uncertainty of general
economic conditions impacting the key end markets of the Company.
 
2. ACCOUNTING STANDARDS YET TO BE ADOPTED
 On December 31, 2002, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS”) No. 148,
Accounting for Stock-Based Compensation – Transition and Disclosure - an Amendment of FASB Statement No. 123. SFAS No. 148 amends SFAS No. 123,
Accounting for Stock-Based Compensation, to provide alternative methods of transition to the fair value method of accounting for stock-based employee
compensation. The alternative methods include the prospective method, the modified prospective method, and the retroactive restatement method. SFAS No. 148
also amends the disclosure provisions of SFAS No. 123 to require prominent disclosure of the effects of an entity’s accounting policy with respect to stock-based
employee compensation on reported net income and earnings per share in annual and interim financial statements, regardless of the method used to account for
stock-based employee compensation. The Company anticipated adopting certain recognition provisions of SFAS No. 148 in the first quarter of fiscal 2004, which
would have required stock options to be expensed. In light of recent public communications from the FASB, the Company has elected to delay the recognition of
expense related to stock options until the final standard is promulgated. The Company continues to evaluate the impact the adoption of these recognition
provisions will have on the Company’s results of operations. See Note 11 of Notes to Consolidated Financial Statements for further information.
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ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 
3. GOODWILL AND INTANGIBLE ASSETS
 Summarized information for the Company’s acquired intangible assets is as follows:
 

   

November 30, 2003

  

August 31, 2003

 

   

Gross Carrying
Amount

  

Accumulated
Amortization

  

Gross Carrying
Amount

  

Accumulated
Amortization

 
Amortized intangible assets:                  

Trade names and trademarks   $ 13,030  $ (1,891)  $ 13,030  $ (1,782)
Distribution network    53,000   (7,658)   53,000   (7,216)
Other    11,857   (4,305)   17,080   (9,283)

        
Total   $ 77,887  $ (13,854)  $ 83,110  $ (18,281)

        
Unamortized intangible assets:                  

Trade names   $ 65,014      $ 65,014     

              
 

The Company amortizes trade names with definite lives, trademarks, and the distribution network over their estimated useful lives of 30 years. Other
amortized intangible assets consists primarily of patented technology which is amortized over its estimated useful life of 12 years. The Company recorded
amortization expense of $0.8 million related to intangible assets with definite lives in the first three months of fiscal 2004 and fiscal 2003. Projected amortization
expense is approximately $3.2 million in each of the next five years.
 

The changes in the carrying amount of goodwill during the current quarter are summarized as follows:
 

   

ABL

  

ASP

  

Total

Balance as of August 31, 2003   $ 315,196  $ 30,480  $ 345,676
Currency translation adjustments    1,395   410   1,805
       
Balance as of November 30, 2003   $ 316,591  $ 30,890  $ 347,481

       
 

ABL and ASP each test goodwill and intangible assets with indefinite useful lives for impairment on an annual basis, as required by SFAS No. 142, using a
combination of valuation techniques including the expected present value of future cash flows, a market multiple approach, and a comparable transaction
approach. This analysis did not result in an impairment during fiscal 2003. However, if these assets are deemed impaired in the future, it could have an adverse
effect on the Company’s Consolidated Financial Statements.
 
4. BUSINESS SEGMENT INFORMATION
 

Three Months Ended November 30, 2003

  

Net
Sales

  

Operating
Profit
(Loss)

  

Depreciation

  

Amortization

  

Capital
Expenditures

ABL   $ 391,027  $ 27,911  $ 8,476  $ 790  $ 7,356
ASP    126,511   7,409   1,913   6   2,525
Corporate    —     (6,722)   188   —     —  
          
Total   $ 517,538  $ 28,598  $ 10,577  $ 796  $ 9,881
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ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 

Three Months Ended November 30, 2002

  

Net
Sales

  

Operating
Profit
(Loss)

  

Depreciation

  

Amortization

  

Capital
Expenditures

ABL   $ 382,658  $ 26,067  $ 8,773  $ 790  $ 4,921
ASP    122,568   3,671   1,973   13   2,331
Corporate    —     (3,456)   217   —     5
          
Total   $ 505,226  $ 26,282  $ 10,963  $ 803  $ 7,257

          
 

   

Total Assets

   

November 30,
2003

  

August 31,
2003

ABL   $ 1,048,639  $ 1,033,532
ASP    217,372   215,116
Corporate    39,171   39,571
     
Total   $ 1,305,182  $ 1,288,219

     
 
5. INVENTORIES
 Inventories are valued at the lower of cost (on a first-in, first-out basis) or market and consist of the following:
 

   

November 30,
2003

  

August 31,
2003

 
Raw materials and supplies   $ 75,165  $ 74,091 
Work-in-process    24,903   22,201 
Finished goods    114,315   104,932 
    
    214,383   201,224 
Less: reserves    (12,006)  (12,425)
    
Total   $ 202,377  $188,799 

    
 
6. EARNINGS PER SHARE
 The Company computes earnings per share in accordance with SFAS No. 128, Earnings per Share. Under this statement, basic earnings per share is
computed by dividing net earnings available to common stockholders by the weighted average number of common shares outstanding during the period. Diluted
earnings per share is computed similarly but reflects the potential dilution that would occur if dilutive options were exercised and all restricted stock awards were
vested. The following table calculates basic earnings per common share and diluted earnings per common share for the three months ended November 30, 2003
and 2002:
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ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 

   

Three Months Ended
November 30,

   

2003

  

2002

Basic earnings per common share:         
Net income   $ 12,917  $ 10,490
Basic weighted average shares outstanding    41,581   41,391

     
Basic earnings per common share   $ 0.31  $ 0.25

     
Diluted earnings per common share:         

Net income   $ 12,917  $ 10,490
Basic weighted average shares outstanding    41,581   41,391

Add – Shares of common stock issuable upon assumed exercise of dilutive stock options    957   15
Add – Unvested restricted stock    56   26

     
Diluted weighted average shares outstanding    42,594   41,432

     
Diluted earnings per common share   $ 0.30  $ 0.25

     
 
7. DERIVATIVE FINANCIAL INSTRUMENTS
 During November 2003, the Company entered into certain foreign currency contracts to hedge its exposure to variability in exchange rates on certain
anticipated intercompany transactions with a Canadian business unit. At November 30, 2003, the Company had foreign currency contracts outstanding with an
aggregate notional amount of $27.0 million. These contracts mature monthly in $3.0 million increments beginning in December 2003. The fair value of these
contracts represented a pre-tax loss of approximately $0.1 million at November 30, 2003.
 

The Company accounts for these contracts in accordance with SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended
by SFAS No. 137 and SFAS No. 138. The Company’s foreign currency contracts have been designated as foreign currency cash flow hedges and, accordingly,
gains or losses resulting from changes in the fair value of these contracts are included in Accumulated Other Comprehensive Loss until the hedged transaction
occurs, at which time the related gains or losses are recognized. Amounts included in future earnings related to these contracts may differ from amounts currently
recorded in Accumulated Other Comprehensive Loss.
 
8. COMPREHENSIVE INCOME
 The Company accounts for comprehensive income as prescribed by SFAS No. 130, Reporting Comprehensive Income. SFAS No. 130 requires the
reporting of a measure of all changes in equity that result from recognized transactions and other economic events other than transactions with owners in their
capacity as owners. Other comprehensive income includes foreign currency translation adjustments and unrealized losses on foreign currency contracts. The
Company does not provide income taxes on foreign currency translation adjustments, as the Company is considered to be permanently invested in its foreign
operations. The calculation of comprehensive income is as follows:
 

   

Three Months Ended
November 30,

 

   

2003

  

2002

 
Net income   $ 12,917  $10,490 
Unrealized loss on foreign currency contracts, net of tax of $45    (80)   —   
Foreign currency translation adjustments    5,140   (1,459)
    

Comprehensive Income   $ 17,977  $ 9,031 

    
 

Foreign currency translation adjustments for the three months ended November 30, 2003 resulted primarily from the weakening of the U.S. dollar against
certain currencies from the beginning of the quarter through November 30, 2003, particularly the Euro and the Canadian Dollar. The unrealized loss on foreign
currency contracts for the three months ended November 30, 2003 resulted from a decrease in the fair value of the foreign currency contracts discussed in Note 7
above.
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ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 
9. SECURED BORROWINGS AND LONG-TERM DEBT
 The Company maintains an agreement (“Receivables Facility”) to borrow, on an ongoing basis, up to $150.0 million secured by undivided interests in a
defined pool of trade accounts receivable of the lighting equipment and specialty products segments. Borrowings under the Receivables Facility are subject to the
annual renewal of a supporting line of credit. Net trade accounts receivable pledged as security for borrowings under the Receivables Facility totaled $271.1
million at November 30, 2003. Borrowings at November 30, 2003 under the Receivables Facility totaled $57.0 million. Interest rates under the Receivables
Facility vary with commercial paper rates plus an applicable margin. The interest rate, including the commitment and usage fee was approximately 1.84 percent at
November 30, 2003.
 

The Company also maintains certain financing agreements (“Revolving Credit Facility”) with a group of domestic and international banks that have two
components allowing for borrowings of up to $197.5 million. The first component is a $92.5 million, 364-day committed credit facility that is scheduled to
mature in April 2004. The second component is a three-year credit facility that allows for borrowings up to $105.0 million and is scheduled to mature in April
2005.
 

The Revolving Credit Facility contains financial covenants including a leverage ratio (“Maximum Leverage Ratio”) of total indebtedness to EBITDA
(earnings before interest, taxes, depreciation and amortization expense), as such terms are defined in the Revolving Credit Facility, and a minimum interest
coverage ratio. These ratios are computed at the end of each fiscal quarter. The Maximum Leverage Ratio, currently at 3.25, decreases to 3.00 at May 31, 2004.
At November 30, 2003, the Company was in compliance with all financial covenants and had no outstanding borrowings under the Revolving Credit Facility. The
Company had additional borrowing capacity of $77.1 million under the Revolving Credit Facility under the most restrictive covenant in effect at November 30,
2003.
 

The Company’s Receivables Facility and Revolving Credit Facility each contain “Material Adverse Effect” provisions. Generally, if the Company were to
experience an event causing a material adverse effect on the Company’s financial condition, operations, or properties, as defined in the agreements, additional
future borrowings under either facility may be denied. None of the Company’s existing debt instruments include provisions that would require an acceleration of
repayments based solely on changes in the Company’s credit ratings.
 

At November 30, 2003, the Company had outstanding letters of credit totaling $31.5 million primarily for the purpose of securing collateral requirements
under the casualty insurance programs for both Acuity Brands and National Services Industries, Inc. (“NSI”) (see Note 10 for further information) and for
providing credit support for the Company’s industrial revenue bonds. A total of $19.8 million of the letters of credit were issued under the three-year component
of the Revolving Credit Facility, thereby reducing the total availability under the line by such amount.
 
10. COMMITMENTS AND CONTINGENCIES
 Litigation
 Acuity Brands is subject to various legal claims arising in the normal course of business, including patent infringement and product liability claims. Based
on information currently available, and except as described below, it is the opinion of management that the ultimate resolution of pending and threatened legal
proceedings will not have a material adverse effect on the financial condition or results of operations of Acuity Brands. However, in the event of unexpected
future developments, it is possible that the ultimate resolution of such matters, if unfavorable, could have a material adverse effect on the results of operations of
Acuity Brands in future periods. Acuity Brands establishes reserves for legal claims when the costs associated with the claims become probable and can be
reasonably estimated. The actual costs of resolving legal claims may be substantially higher than the amounts reserved for such claims.
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ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 
Environmental Matters
 The operations of the Company are subject to numerous comprehensive laws and regulations relating to the generation, storage, handling, transportation,
and disposal of hazardous substances and solid and hazardous wastes and to the remediation of contaminated sites. In addition, permits and environmental
controls are required for certain of the Company’s operations to limit air and water pollution, and these permits are subject to modification, renewal, and
revocation by issuing authorities. Acuity Brands believes that it is in substantial compliance with all material environmental laws, regulations, and permits. On an
ongoing basis, Acuity Brands incurs capital and operating costs relating to environmental compliance. Environmental laws and regulations have generally
become stricter in recent years. The cost of responding to future changes may be substantial. Acuity Brands establishes reserves for known environmental claims
when the costs associated with the claims become probable and can be reasonably estimated. The actual cost of environmental issues may be higher than that
reserved due to difficulty in estimating such costs and potential changes in the status of government regulations.
 

Certain environmental laws can impose liability regardless of fault. The federal Superfund law is an example of such an environmental law. However,
management believes that the Company’s potential liability under Superfund is mitigated by the presence of other parties who will share in the costs associated
with the clean up of sites. The extent of liability is determined on a case-by-case basis taking into account many factors, including the number of other parties
whose status or activities also subjects them to liability regardless of fault.
 

Acuity Brands is currently a party to, or otherwise involved in, legal proceedings in connection with state and federal Superfund sites. Based on
information currently available, the Company believes its liability is immaterial at each of the currently active sites which it does not own where it has been
named as a responsible party or a potentially responsible party (“PRP”) due to its limited involvement at the site and/or the number of viable PRPs. For example,
the preliminary allocation among 48 PRPs at the Crymes Landfill site in Georgia indicates that Acuity Brands’ liability is not significant, and there are more than
1,000 PRPs at the M&J Solvents site in Georgia, which has included Acuity Brands as a PRP. For property that Acuity Brands owns on Seaboard Industrial
Boulevard in Atlanta, Georgia, the Company has conducted an investigation on its property and adjoining properties and submitted a Compliance Status Report
(“CSR”) and a proposed Corrective Action Plan (“CAP”) to the State of Georgia Environmental Protection Division (“EPD”) pursuant to the Georgia Hazardous
Site Response Act. The Company is currently addressing specific requests by EPD that EPD requires to finalize the CSR and CAP under the Georgia Rules for
Hazardous Site Response. Until the EPD approves the CSR and CAP, Acuity Brands will not be able to determine whether corrective action will be required and
what the costs of such action will be.
 

In August 2003, ASP received a grand jury subpoena from the United States Attorney for the Northern District of Georgia concerning the operation of
ASP’s wastewater pretreatment plant and ASP’s management of hazardous waste at a facility in Atlanta, Georgia. The grand jury investigation appears to relate to
the discharge of wastewater from the facility to the City of Atlanta’s sanitary sewer system and ASP’s practices in connection with the sampling of the facility’s
wastewater discharges for permitting purposes. ASP is cooperating with the investigation by the U.S. Attorney’s Office and has completed the collection of the
required documents. The U.S. Attorney’s Office investigation follows an inquiry by the City of Atlanta, which regulates the wastewater discharge at the facility.
The Company has settled with the City of Atlanta all issues arising from the inquiry. As of November 30, 2003, the Company had reserved approximately $2.5
million to cover various costs including off-site disposal, the settlement with the City of Atlanta, the estimated costs of resolution of proceedings with the U.S.
Attorney’s Office, and the estimated legal expenses to be incurred by the Company for these matters. The proceedings with the U.S. Attorney are at a preliminary
stage, and developments in the investigation and the terms of any final settlement or adjudication of these matters could cause the Company to record additional
charges in future periods.
 
Guarantees and Indemnities
 The Company is a party to contracts entered into in the normal course of business in which it is common for the Company to agree to indemnify third
parties for certain liabilities that may arise out of or relate to the subject matter of the contract. In some cases, the Company cannot estimate the potential amount
of future payments under these indemnities until events arise that would result in a liability under the indemnities.
 

In connection with the sale of assets and the divestiture of businesses, the Company from time to time agrees to indemnify the purchaser from liabilities
relating to events occurring prior to the sale and conditions existing at the time of the sale. These indemnities generally include potential environmental liabilities,
general representations and warranties concerning the asset or business, and certain other liabilities not assumed by the purchaser. Indemnities associated with the
divestiture of businesses are
 

11



Table of Contents

ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 
generally limited in amount to the sales price of the specific business or are based on a lower negotiated amount and expire at various times, depending on the
nature of the indemnified matter, but in some cases do not expire until the applicable statute of limitations expires. The Company does not believe that any
amounts that it may be required to pay under these indemnities will be material to the Company’s results of operations, financial position, or liquidity.
 

Prior to November 30, 2001, Acuity Brands was a wholly owned subsidiary of NSI owning and operating the lighting equipment and specialty products
businesses. Acuity Brands was spun off from NSI into a separate publicly traded company with its own management and board of directors through a tax-free
distribution (“Distribution”) of 100 percent of the outstanding shares of common stock of Acuity Brands on November 30, 2001. Each NSI stockholder of record
as of November 16, 2001, the record date for the Distribution, received one share of Acuity Brands common stock for each share of NSI common stock held at
that date.
 

In conjunction with the separation of their businesses, Acuity Brands and NSI entered into various agreements that addressed the allocation of assets and
liabilities and defined the Company’s relationship with NSI after the Distribution, including a distribution agreement, a transition services agreement, and a tax
disaffiliation agreement. The Company has previously accrued for those liabilities existing at the time of the Distribution that were considered probable and
reasonably estimable. The Company has not accrued any additional amounts as a result of the following indemnities:
 Distribution Agreement-
 The distribution agreement provides that Acuity Brands will indemnify NSI for pre-Distribution liabilities related to the businesses that comprise

Acuity Brands and previously owned businesses in the lighting equipment and specialty products segments. This indemnity does not expire and there is no
stated maximum potential liability.

 To satisfy its obligations under the distribution agreement with respect to the lighting equipment and specialty products segments, Acuity Brands
provides letters of credit on behalf of NSI for collateral requirements under NSI’s casualty programs for incurred and projected losses resulting from those
segments prior to the Distribution which are covered by NSI casualty programs. This collateral is $2.4 million for fiscal year 2004.

 
Transition Services Agreement-

 In addition to other services described in the agreement (all of which are complete), the transition services agreement provides that Acuity Brands
will, for a fee, provide letters of credit to secure NSI’s obligations under various casualty insurance programs of NSI not to exceed the following amounts:

 
Period

  
Beginning

 

Ending

 

Letters of Credit

November 1, 2002  October 31, 2003  $ 8.0 million
November 1, 2003  October 31, 2004  $ 5.0 million
November 1, 2004  October 31, 2005  $ 2.0 million

 
Under this provision, at November 30, 2003, Acuity Brands had $5.0 million of outstanding standby letters of credit that were issued for the benefit

of NSI. In the event NSI is unable to fulfill its obligations under certain of its casualty insurance programs, the standby letters of credit could be drawn
upon and Acuity Brands would be required to fund the drawn amount. In such event, NSI would be obligated to reimburse Acuity Brands for such
amounts. The management of Acuity Brands currently believes it is unlikely that these letters of credit will be drawn upon.

 
Tax Disaffiliation Agreement-

 The tax disaffiliation agreement provides that Acuity Brands will indemnify NSI for certain taxes and liabilities that may arise related to the
Distribution and, generally, for deficiencies, if any, with respect to federal, state, local, or foreign taxes of NSI for periods before the Distribution.
Liabilities determined under the tax disaffiliation agreement terminate upon the expiration of the applicable statute of limitation for such liability. There is
no stated maximum potential liability included in the tax disaffiliation agreement.
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ACUITY BRANDS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

(Amounts in thousands, except share and per-share data and as indicated)
 

The Company does not believe that any amounts that it may be required to pay under these indemnities will be material to the Company’s results of
operations, financial position, or liquidity. The Company cannot estimate the potential amount of future payments under these indemnities until events arise that
would result in a liability under the indemnities.
 

Product Warranty
 Acuity Brands records an allowance for the estimated amount of future warranty claims when the related revenue is recognized, primarily based on
historical experience. Although historical warranty costs have been within expectations, there can be no assurance that future warranty costs will not exceed
historical amounts. If actual future warranty costs exceed historical amounts, additional allowances may be required, which could have a material adverse impact
on the Company’s operating results in future periods.
 

The changes in product warranty reserve during the three months ended November 30, 2003 are summarized as follows:
 

Balance as of August 31, 2003   $4,289 
Warranty expense during the period    297 
Payments made during the period    (983)
   
Balance as of November 30, 2003   $3,603 

   
 
11. STOCK-BASED COMPENSATION
 The Company issues stock options to employees and directors under certain of its benefit plans. Under all stock option plans, the options expire no later
than 10 years from the date of grant and have an exercise price equal to the fair market value of the Company’s stock on the date of grant. The Company accounts
for the employee and director plans under the Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees and related interpretations.
Additionally, Acuity Brands has adopted the disclosure provisions portion only of SFAS No. 148, Accounting for Stock-Based Compensation – Transition and
Disclosure an Amendment to FASB Statement No. 123. Accordingly, no compensation expense has been recognized for these stock option plans in the
Consolidated Financial Statements. Had compensation cost for the Company’s stock option plans been determined based on the fair value at the grant date for
awards subsequent to the Distribution, consistent with the recognition provisions of SFAS No. 123, the Company’s net income and earnings per share would have
been impacted as follows:
 

   

Three Months Ended
November 30,

   

2003

  

2002

Net income, as reported   $ 12,917  $ 10,490
Less: Compensation expense related to the Employee Stock Purchase Plan, net of tax    65   83
Less: Stock-based compensation determined under fair-value-based method for stock option awards,

net of tax    610   555
     
Net income, pro forma   $ 12,242  $ 9,852

     
Earnings per share:         

Basic earnings per share – as reported   $ 0.31  $ 0.25
Basic earnings per share – pro forma   $ 0.29  $ 0.24

Diluted earnings per share – as reported   $ 0.30  $ 0.25
Diluted earnings per share – pro forma   $ 0.29  $ 0.24

 
The above pro-forma calculations only include the effects of options granted subsequent to the Distribution. Accordingly, the pro forma effect of applying

SFAS No. 123 may not be representative of the effect on reported net income in future years because options vest over several years and varying amounts of
awards are generally made each year.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
 The following discussion should be read in conjunction with the Consolidated Financial Statements and related notes. References made to years are for fiscal
year periods.
 
Overview
 Purpose
 The purpose of this discussion and analysis is to enhance the understanding and evaluation of the results of operations, financial position, cash flows,
indebtedness, and other key financial information of Acuity Brands and its subsidiaries for the quarters ended November 30, 2003 and 2002. For a more complete
understanding of this discussion, please read the Notes to Consolidated Financial Statements included in this report. Also, please refer to the Company’s Annual
Report on Form 10-K for the fiscal year ended August 31, 2003, filed with the Securities and Exchange Commission on October 31, 2003 (File No. 001-16583),
for additional information regarding the Company.
 
Company
 Acuity Brands is a holding company that owns and manages two business units, each operating a collection of businesses and product lines with well-known
brands that design, produce, and distribute products and provide services to customers in numerous channels, primarily for consumer, commercial, institutional,
and industrial applications. The business units of Acuity Brands operate in two distinct segments based on the different products produced and the customers
served: Acuity Lighting Group (“Acuity Brands Lighting” or “ABL”) and Acuity Specialty Products Group (“Acuity Specialty Products” or “ASP”). ABL
produces a full range of indoor and outdoor lighting fixtures for commercial and institutional, industrial, and residential applications for markets throughout the
United States, Canada, Mexico, and overseas. The Company believes ABL is one of the world’s leading producers and distributors of lighting fixtures, with a
broad, highly configurable product offering consisting of roughly 500,000 active products as part of over 2,000 product groups that are sold to approximately
5,000 customers. ABL operates 30 factories and distribution facilities to serve its extensive customer base. ASP is a leading producer of specialty chemical
products including cleaners, deodorizers, sanitizers, and pesticides for industrial and institutional, commercial, and residential applications primarily for markets
throughout North America and Western Europe. ASP sells, through its salaried and commissioned direct sales force, over 9,000 different products, operates six
plants, and serves over 300,000 customers through a network of distribution centers and warehouses. Acuity Brands, with its principal office in Atlanta, Georgia,
has approximately 11,400 employees worldwide.
 
Liquidity and Capital Resources
 Principal sources of liquidity for the Company are operating cash flows generated primarily from its business segments and various sources of borrowings,
primarily from banks. The ability of the Company to generate sufficient cash flow from operations and to be able to access certain capital markets, including
banks, is necessary for the Company to meet its obligations as they become due and maintain compliance with covenants contained in its financing agreements.
The Company’s ongoing liquidity will depend on a number of factors, including available cash resources, cash flows from operations, and the Company’s ability
to comply with covenants contained in certain of its financing agreements.
 
Based on current earnings projections and prevailing market conditions, both for customer demand and various capital markets, the Company believes that during
fiscal 2004 it will have sufficient liquidity and availability under its financing arrangements to fund its operations as currently planned and its anticipated capital
investment and profit improvement initiatives, to repay borrowings as currently scheduled, to pay the same quarterly stockholder dividends in 2004 as were paid
in 2003, and to make required contributions into the Company’s pension plans. The Company expects to invest between $50 million and $55 million for new
plant and equipment during fiscal 2004, as compared to $28 million in fiscal 2003. The increase in capital spending in fiscal 2004 compared to fiscal 2003 is due
primarily to expenditures related to the consolidation of certain manufacturing facilities and enhancements to information technology capabilities at ABL and
investments to improve manufacturing and waste management capabilities at ASP. The Company expects total indebtedness to increase by up to 10 percent in the
first half of 2004 from $445.8 million reported at August 31, 2003, due primarily to the timing of certain expenses and capital spending associated with the
consolidation of the manufacturing network at ABL. Overall, the Company expects to reduce total debt by the end of fiscal 2004 to approximately $400 million.
 
Cash Flow
 Acuity Brands generated $4.4 million of cash flow from operations during the first three months of 2004 compared to $14.1 million generated in the prior year
period. Cash flow from operations declined $9.7 million due primarily to higher operating working capital (defined as accounts receivable, net, plus inventory,
minus accounts payable), partially offset by higher earnings and the timing of certain payroll distributions. Operating working capital increased by approximately
$32.3 million to $357.7 million at November 30, 2003 from $325.4 million at August 31, 2003. The increase in operating working capital was due primarily to
higher inventory and accounts receivable and lower accounts payable at ABL. Inventory increased at ABL to better enable the
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Company to meet customer service requirements while consolidating manufacturing facilities and implementing new information systems at certain of ABL’s
manufacturing facilities. Higher accounts receivable and lower accounts payable at ABL related primarily to the timing of certain payments from customers and
payments to vendors, respectively.
 
Capital expenditures were $9.9 million in the first three months of 2004, an increase of approximately $2.6 million from the same period in the prior year. The
Company continues to invest in new tooling and equipment primarily to improve productivity and product quality, increase manufacturing efficiencies, and
enhance customer service capabilities in each segment. The increase in capital expenditures was due primarily to higher investment at ABL as the Company
continues to consolidate certain manufacturing facilities and enhance its information technology capabilities. The Company used its available cash flow in the
first three months of 2004 and 2003 primarily to fund capital expenditures and to pay dividends.
 
Capitalization
 The capital structure of the Company is comprised principally of an asset-backed securitization program, borrowings from banks, senior notes, and the equity of
its stockholders. Total debt outstanding increased modestly to $449.8 million at November 30, 2003 from $445.8 million at August 31, 2003.
 
Borrowings under the Company’s primary bank financing agreement (“Revolving Credit Facility”) are limited by financial covenants, the most restrictive of
which is a leverage ratio calculated at the end of each fiscal quarter. The leverage ratio is calculated by dividing total indebtedness at the end of the quarter by
EBITDA (earnings before interest, taxes, depreciation and amortization expense), as such terms are defined in the Revolving Credit Facility, for the trailing four
quarters. At November 30, 2003, there were no outstanding borrowings under the Revolving Credit Facility.
 
Under the terms of the Revolving Credit Facility, the Company’s maximum permitted leverage ratio, currently at 3.25, decreases to 3.00 at May 31, 2004.
Generally, the financial covenants included in the Company’s other financing agreements are consistent with the financial covenants contained in the Revolving
Credit Facility. The Company was in compliance with all financial covenants contained in its financing agreements at November 30, 2003 and had additional
borrowing capacity under the Revolving Credit Facility of $77.1 million at November 30, 2003 under the most restrictive covenant in effect at that time.
 
During fiscal 2004, the Company’s consolidated stockholders’ equity increased $13.5 million to $421.8 million at November 30, 2003. The increase was due
primarily to net income earned during the period and fluctuations in foreign exchange rates, partially offset by the payment of dividends. The Company’s debt to
total capital ratio was 51.6 percent at November 30, 2003, down from approximately 52.2 percent at August 31, 2003.
 
Dividends
 The Company paid cash dividends on common stock of $6.3 million ($0.15 per share) during the first three months of fiscal 2004. The Company expects to pay
annual stockholder dividends of $0.60 per share during fiscal 2004, consistent with fiscal 2003.
 
Results of Operations
 First Quarter of Fiscal 2004 Compared to First Quarter of Fiscal 2003
 Consolidated Results
 Net sales for the quarter ended November 30, 2003 were $517.5 million compared to $505.2 million reported in the year ago period, an increase of $12.3 million,
or 2.4 percent. The growth in net sales, which occurred in both of the Company’s segments, was due primarily to greater shipments to the home improvement and
retail channels. Overall, consolidated gross profit margins increased to 41.5 percent of net sales in the first quarter of fiscal 2004, from 41.0 percent reported in
the year-ago period, due primarily to improvements in pricing, the mix of products sold, and the impact of initiatives to reduce product cost, partially offset by
higher raw materials costs and expenses associated with the consolidation of certain manufacturing facilities at ABL. Consolidated operating expenses increased
slightly to 36.0 percent of net sales in the first quarter of fiscal 2004, compared to 35.8 percent of net sales in the same period one year earlier. The increase was
due primarily to higher corporate expenses, partially offset by the impact of programs to reduce operating expenses and improve efficiencies. Consolidated
operating profit of $28.6 million was $2.3 million higher in the first quarter of fiscal 2004 compared to the year-ago period due primarily to higher sales and gross
profit margin, partially offset by the increased operating expenses. Consolidated operating profit margins were 5.5 percent of net sales in the first quarter of fiscal
2004 compared to 5.2 percent reported in the prior year. Net income for the first quarter of fiscal 2004 increased 22.9 percent to $12.9 million from $10.5 million
reported in the first quarter of fiscal 2003. The increase in net income resulted primarily from the increase in operating profit noted above, lower interest expense
associated with the decrease in outstanding borrowings, and a gain recognized on the sale of a small product line at ASP. Earnings per share in the first quarter of
2004 was $0.30 compared to $0.25 reported in the first quarter of 2003, an increase of 20.0 percent.
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Acuity Brands Lighting
 Net sales at ABL in the first quarter of fiscal 2004 were $391.0 million compared to $382.7 million reported in the year-ago period, an increase of $8.3 million, or
2.2 percent. The increase was due primarily to greater shipments of products to the home improvement channel. While net sales increased during the first quarter
of 2004, incoming orders remained soft, reflecting continued weak economic conditions, particularly in the commercial and industrial construction channel. This,
along with process improvement initiatives to reduce order cycle times and shorten lead times to customers, resulted in a modestly lower backlog at November
30, 2003. The backlog at ABL decreased approximately $12.8 million, or 9.4 percent, to $123.3 million at November 30, 2003 from August 31, 2003.
 
Operating profit at ABL increased $1.8 million to $27.9 million in the first quarter of fiscal 2004 from $26.1 million reported in the prior year. Operating profit
margins improved to 7.1 percent of net sales in the first quarter of 2004 from 6.8 percent reported in the same period a year ago. The increase in operating profit
and margins was due primarily to favorable product mix, better pricing, and benefits from initiatives to reduce product costs and contain expenses. The
improvement in operating profit was partially offset by costs associated with the consolidation of certain manufacturing facilities.
 
Acuity Specialty Products
 Net sales at ASP in the first quarter of fiscal 2004 were $126.5 million compared to $122.6 million reported in the year-ago period, representing an increase of
$3.9 million, or 3.2 percent. The increase in net sales was due primarily to greater shipments through the retail channel and to institutional and industrial
customers in key domestic and international markets. Operating profit at ASP in the first quarter of fiscal 2004 increased to $7.4 million from $3.7 million
reported in the year-ago period. Operating margins advanced to 5.9 percent of net sales from 3.0 percent of net sales a year ago. The improvement in operating
profit and margin was due primarily to the higher sales noted above, the impact of recently implemented price increases, lower product costs, and the reduction of
costs associated with new product introductions and logistics programs in the prior year.
 
Corporate
 Corporate expenses were $6.7 million in the first quarter of fiscal 2004 compared to $3.5 million in the year-ago period. The increase was primarily due to greater
expense for Company-wide restricted stock incentives and other share-based programs, reflecting, in part, the 33 percent appreciation in the Company’s stock
price during the quarter. Corporate expenses also included expenditures to facilitate compliance with the Sarbanes-Oxley Act.
 
Other (Income) Expense
 Other (income) expense for Acuity Brands consisted primarily of interest expense and other miscellaneous non-operating activity including gains or losses on the
sale of assets and foreign currency transactions. Interest expense, net was $8.7 million, a decrease of $1.1 million, or 11.2 percent, from the year-ago period. This
decrease was due to a reduction in outstanding debt, partially offset by a higher weighted-average interest rate. During the first quarter of fiscal 2004,
miscellaneous income (expense), net, included a pre-tax gain of approximately $0.7 million related to the sale of a small product line at ASP and a pre-tax loss of
approximately $0.6 million related to the impairment of certain long-lived assets associated with the consolidation of certain manufacturing facilities at ABL.
 
Stock Option Expense
 The Company anticipated adopting certain provisions of Statement of Financial Accounting Standards No. 148 in the first quarter of fiscal 2004, which would
have required stock options to be expensed. In light of recent public communications from the Financial Accounting Standards Board, the Company has elected to
delay the recognition of expense related to stock options until the final standard is promulgated. The recognition of stock option expense was projected to reduce
earnings in fiscal 2004 by approximately $0.02 per share for each quarter beginning with the second quarter. See Note 2 of Notes to Consolidated Financial
Statements contained in this Form 10-Q.
 
Outlook
 Management remains optimistic about the long-term potential of the businesses that comprise Acuity Brands. However, management continues to be cautious
about near-term results due to continued softness in demand and uncertainties that exist in the Company’s key markets, particularly non-residential construction.
Although it appears that certain sectors of the economy are showing signs of renewed growth and some economists are again predicting growth in portions of the
non-residential construction market starting in calendar year 2004, the Company has yet to benefit from such a rebound. Therefore, management expects that the
second quarter of fiscal 2004 will be very challenging. Further, as indicated by the Company’s most recent Form 10-K, management expects earnings for the first
half of fiscal 2004 to approximate those reported in the same period in 2003. Adjusting for the delay in accounting for stock option expense noted above,
management expects full year earnings for fiscal 2004 to be in the range of $1.31 to $1.51 per share.
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Critical Accounting Policies
 Management’s Discussion and Analysis of Financial Condition and Results of Operations addresses the financial condition and results of operations as reflected
in the Company’s Consolidated Financial Statements, which have been prepared in accordance with accounting principles generally accepted in the United
States. The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and reported amounts of revenues and expenses during the reporting period. On an ongoing basis, management evaluates its estimates and judgments,
including those related to inventory valuation; depreciation, amortization and the recoverability of long-lived assets, including intangible assets; medical, casualty,
product warranty, and other reserves; litigation; and environmental matters. Management bases its estimates and judgments on its substantial historical experience
and other relevant factors, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent
from other sources. Actual results could differ from those estimates. For a detailed discussion of significant accounting policies that may involve a higher degree
of judgment, please refer to the Company’s Form 10-K for the year ended August 31, 2003.
 
Cautionary Statement Regarding Forward-Looking Information
 This filing contains forward-looking statements, within the meaning of the Private Securities Litigation Reform Act of 1995, that involve risks and uncertainties.
Consequently, actual results may differ materially from those indicated by the forward-looking statements. Statements made herein that may be considered
forward-looking include statements that relate to future performance or results of the Company, including without limitation: (a) the Company’s expectations
regarding liquidity and availability under its financing arrangements to fund its operations, capital investments, profit improvement initiatives, debt payments,
dividend payments, and required contributions into its pension plans; (b) planned spending of between $50 million and $55 million for new plant and equipment
during 2004; (c) expected changes in total indebtedness (including the timing of the changes in total indebtedness); and (d) future revenue and earnings (including
the timing of the future revenue and earnings within fiscal 2004). A variety of risks and uncertainties could cause the Company’s actual results to differ materially
from the anticipated results or other expectations expressed in the Company’s forward-looking statements. The risks and uncertainties include without limitation
the following: (a) the uncertainty of general business and economic conditions, including the potential for a more severe slowdown in non-residential construction
and other industrial markets, changes in interest rates, and fluctuations in commodity and raw material prices or foreign currency rates; (b) the Company’s ability
to realize the anticipated benefits of initiatives expected to reduce costs, improve profits, enhance customer service, increase manufacturing efficiency, reduce
debt, and expand product offerings and brands in the market through a variety of channels; (c) the risk that the Company will be unable to execute its various
initiatives within expected timeframes; (d) unexpected developments in the Company’s legal and environmental matters, including the matter related to the
operation of ASP’s wastewater pretreatment plant and ASP’s management of hazardous waste at a facility in Atlanta, Georgia; (e) the risk that projected future
cash flows from operations are not realized; (f) the possibility that a new accounting standard related to the recognition of expense associated with stock-based
compensation will be promulgated by the Financial Accounting Standards Board; (g) the impact of competition; and (h) unexpected changes in the Company’s
share price.
 
Item 3. Quantitative and Qualitative Disclosures about Market Risk
 General. Acuity Brands is exposed to market risks that may impact the Consolidated Balance Sheets, Consolidated Statements of Income, and Consolidated
Statements of Cash Flows due primarily to changing interest rates and foreign exchange rates. The following discussion provides additional information regarding
the market risks of Acuity Brands.
 
Interest Rates. Interest rate fluctuations expose the variable-rate debt of Acuity Brands to changes in interest expense and cash flows. The variable-rate debt of
Acuity Brands, primarily short-term secured borrowings and amounts outstanding under the Company’s term loan, amounted to $89.8 million at November 30,
2003. Based on outstanding borrowings at quarter end, a 10 percent increase in market interest rates at November 30, 2003 would have resulted in additional
annual after-tax interest expense of approximately $0.1 million. A fluctuation in interest rates would not affect interest expense or cash flows related to the $360.0
million publicly traded notes, Acuity Brands’ primary fixed-rate debt. A 10 percent increase in market interest rates at November 30, 2003 would have decreased
the fair value of these notes by approximately $10.9 million. See Note 9 of the Notes to Consolidated Financial Statements for additional information regarding
the Company’s long-term debt.
 
Foreign Exchange Rates. The majority of the net sales, expense, and capital purchases of Acuity Brands are transacted in U.S. dollars. Acuity Brands does not
believe a 10 percent fluctuation in average foreign currency rates would have a material effect on its consolidated financial position or results of operations.
However, during November 2003, the Company entered into certain foreign currency forward contracts to hedge its exposure to variability in exchange rates on
certain anticipated intercompany transactions with a Canadian business unit. At November 30, 2003, the Company had foreign currency contracts outstanding
with an aggregate notional amount of $27.0 million. These contracts mature monthly in $3.0 million increments beginning in December 2003. The fair value of
these contracts represented a pre-tax loss of approximately $0.1 million at November 30, 2003.
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Item 4. Controls and Procedures
 Disclosure controls and procedures are controls and other procedures that are designed to reasonably ensure that information required to be disclosed in the
reports filed or submitted by the Company under the Securities Exchange Act is recorded, processed, summarized, and reported within the time periods specified
in the Securities and Exchange Commission’s (“Commission”) rules and forms. Disclosure controls and procedures include, without limitation, controls and
procedures designed to reasonably ensure that information required to be disclosed by the Company in the reports filed under the Securities Exchange Act is
accumulated and communicated to management, including the principal executive officer and principal financial officer as appropriate to allow timely decisions
regarding required disclosure.
 

As required by Commission rules, the Company has evaluated the effectiveness of the design and operation of its disclosure controls and procedures as of
November 30, 2003. This evaluation was carried out under the supervision and with the participation of management, including the principal executive officer
and principal financial officer. Based on this evaluation, these officers have concluded that the design and operation of the Company’s disclosure controls and
procedures are effective at a reasonable assurance level. However, because all disclosure procedures must rely to some degree on actions or decisions made by
employees throughout the organization, such as reporting of material events, the Company and its reporting officers believe that they cannot provide absolute
assurance that all control issues and instances of fraud, if any, within the Company will be detected. Limitations within any control system, including the
Company’s control system, include faulty judgments in decision-making or simple errors or mistakes. In addition, controls can be circumvented by an individual,
by collusion between two or more people, or by management override of the control. Because of these limitations, misstatements due to error or fraud may occur
and may not be detected.
 

Internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles and includes those policies and procedures
that: (a) pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the assets of the issuer; (b)
provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the issuer are being made only in accordance with appropriate authorizations of management and
directors of the issuer; and (c) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the issuer’s
assets that could have a material effect on the financial statements. There were no significant changes to the Company’s internal control structure over financial
reporting during the first quarter of fiscal 2004 that materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial
reporting.
 

18



Table of Contents

PART II. OTHER INFORMATION
 
Item 1. Legal Proceedings
 Acuity Brands is subject to various legal claims arising in the normal course of business, including patent infringement and product liability claims. Based
on information currently available, and except as described below, it is the opinion of management that the ultimate resolution of pending and threatened legal
proceedings will not have a material adverse effect on the financial condition or results of operations of Acuity Brands. However, in the event of unexpected
future developments, it is possible that the ultimate resolution of such matters, if unfavorable, could have a material adverse effect on the results of operations of
Acuity Brands in future periods. Acuity Brands establishes reserves for legal claims when the costs associated with the claims become probable and can be
reasonably estimated. The actual costs of resolving legal claims may be substantially higher than the amounts reserved for such claims. Except as described in
Note 10 to the Notes to the Consolidated Financial Statements contained in this Form 10-Q, no material change has occurred with respect to the Company’s
litigation during the quarter ended November 30, 2003.
 
Item 4. Submission of Matters to a Vote of Security Holders
 At the annual meeting of stockholders held on December 18, 2003, all nominees to the Company’s board of directors were elected to the board without
opposition. The board members elected by the Company’s stockholders were James S. Balloun, Jay M. Davis, and Julia B. North.
 

The vote on this proposal was:
 

   

For

  

Withheld

James S. Balloun   35,098,959  2,269,318
Jay M. Davis   34,157,378  3,210,899
Julia B. North   34,005,440  3,362,837

 
In addition, the stockholders approved the amended and restated Acuity Brands, Inc. Long-Term Incentive Plan. The result of the vote was 19,432,783

shares for, 13,448,970 shares against, with 239,884 abstentions and 4,246,640 broker non-votes. On December 16, 2003, the Company announced that it will not
issue more than three million of the additional shares authorized under the amended and restated Long-Term Incentive Plan without seeking further approval of
stockholders.
 

The stockholders also ratified the appointment of the Corporation’s independent auditors. The result of the vote was 36,226,932 shares for, 1,073,254
shares against, with 68,091 abstentions.
 
Item 6. Exhibits and Reports on Form 8-K
 (a) Exhibits are listed on the Index to Exhibits (page 21).
 
(b) The Company filed Current Reports on Form 8-K on October 3, 2003 under Item 12 thereof related to the Company’s fourth quarter earnings release and on
October 21, 2003 under Item 9 thereof related to earnings projections for fiscal 2004.
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SIGNATURES
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
 
    ACUITY BRANDS, INC.
    REGISTRANT

DATE: January 14, 2004
   

/s/ James S. Balloun

    JAMES S. BALLOUN
 

   

CHAIRMAN, PRESIDENT AND
CHIEF EXECUTIVE OFFICER

DATE: January 14, 2004
   

/s/ Vernon J. Nagel

    VERNON J. NAGEL
 

   

EXECUTIVE VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER
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INDEX TO EXHIBITS
 
EXHIBIT 3

  

(a) Restated Certificate of Incorporation of
Acuity Brands, Inc.

  

Reference is made to Exhibit 3.1 of registrant’s Form 8-K as
filed with the Commission on December 14, 2001, which is
incorporated herein by reference.

 

  

(b) Amended and Restated By-Laws of Acuity
Brands, Inc.

  

Reference is made to Exhibit 3.2 of registrant’s Form 8-K as
filed with the Commission on December 14, 2001, which is
incorporated herein by reference.

EXHIBIT 10(iii)A
  

(1)
  

Severance Agreement between Acuity Brands, Inc. and
James H. Heagle.   Filed with the Commission as part of this Form 10-Q.

 

  

(2)

  

Amended and Restated Acuity Brands, Inc. Long-Term
Incentive Plan.

  

Reference is made to Exhibit A of registrant’s proxy
statement for the Annual Meeting of Stockholders as filed
with the Commission on November 7, 2003, which is
incorporated herein by reference.

EXHIBIT 31
  

(a)
  

Certification of the Chief Executive Officer of the Company
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.   

Filed with the Commission as part of this Form 10-Q.

 

  

(b)
  

Certification of the Chief Financial Officer of the Company
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002   

Filed with the Commission as part of this Form 10-Q.

EXHIBIT 32

  

(a)

  

Certification of the Chief Executive Officer of the Company
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.   

Filed with the Commission as part of this Form 10-Q.

 

  

(b)

  

Certification of the Chief Financial Officer of the Company
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.   

Filed with the Commission as part of this Form 10-Q.
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EXHIBIT 10(iii)A
 

ACUITY BRANDS, INC.
SEVERANCE AGREEMENT

 
THIS AGREEMENT (the “Agreement”), made and entered into as of this              day of January, 2004, by and between ACUITY BRANDS, INC., a

Delaware corporation (the “Company”), and James H. Heagle (the “Executive”).
 

W I T N E S S E T H:
 

WHEREAS, Executive is a key employee of the Company and an integral part of the Company’s management; and
 

WHEREAS, the Company desires to provide the Executive with certain benefits if the Executive’s employment is terminated involuntarily under certain
circumstances; and
 

WHEREAS, the Company and the Executive have determined that it is in their mutual best interests to enter into this Agreement;
 

NOW, THEREFORE, the parties hereby agree as follows:
 1. TERM OF AGREEMENT.
 Unless earlier terminated as hereinafter provided, this Agreement shall commence on the date hereof and shall extend through July 15, 2010. This
Agreement shall not be considered an employment agreement and in no way guarantees Executive the right to continue in the employment of the Company or its
affiliates. Executive’s employment is considered employment at will, subject to Executive’s right to receive payments and benefits upon certain terminations of
employment as provided below.
 

As of the date hereof, this Agreement is intended to, and shall, supersede and replace in their entirety the severance benefits provided under that Acuity
Brands, Inc. Severance Agreement between the Company and Executive effective as of June 25, 2003, which superseded that Employment Letter Agreement
between National Services Industries, Inc. and Executive, dated March 28, 2000, as assumed by the Company pursuant to that Assumption Letter dated
November 28, 2001.
 
2. DEFINITIONS. For purposes of this Agreement, the following terms shall have the meanings specified below:
 2.1 “Board” or “Board of Directors”—The Board of Directors of Acuity Brands, Inc., or its successor.
 

2.2 “Cause”—The involuntary termination of Executive by the Company for the following reasons shall constitute a termination for Cause:
 (a) If termination shall have been the result of an act or acts by the Executive which have been found in an applicable court of law to constitute a

felony (other than traffic-related offenses);



(b) If termination shall have been the result of an act or acts by the Executive which are in the good faith judgment of the Company deemed to be in
violation of law or of written policies of the Company and which result in material injury to the Company;

 (c) If termination shall have been the result of an act or acts of dishonesty by the Executive resulting or intended to result directly or indirectly in gain
or personal enrichment to the Executive at the expense of the Company; or

 (d) Upon the continued failure by the Executive substantially to perform the duties reasonably assigned to Executive given Executive’s training and
experience (other than any such failure resulting from incapacity due to mental or physical illness not constituting a Disability, as defined herein), after a
demand in writing for substantial performance of such duties is delivered by the Company, which demand specifically identifies the manner in which the
Company believes that the Executive has not substantially performed his duties, and such failure results in material injury to the Company.

 
2.3 “Company”—Acuity Brands, Inc., a Delaware corporation, or any successor to its business and/or assets.

 
2.4 “Date of Termination”—The date specified in the Notice of Termination (which may be immediate) as the date upon which the Executive’s

employment with the Company is to cease.
 

2.5 “Disability”—Disability shall have the meaning ascribed to such term in the Company’s long-term disability plan covering the Executive, or in the
absence of such plan, a meaning consistent with Section 22(e)(3) of the Internal Revenue Code of 1986, as amended.
 

2.6 “Notice of Termination”—A written notice from one party to the other party specifying the Date of Termination and setting forth in reasonable detail
the facts and circumstances relating to the basis for termination of Executive’s employment.
 

2.7 “Severance Period”—A period equal to the lesser of (i) forty-eight (48) months from the Executive’s Date of Termination; (ii) the number of months
(rounded to the nearest month) from the Executive’s Date of Termination through the date when Executive secures a comparable position with another employer
at a base salary of at least $200,000 per year; or (iii) the number of months (rounded to the nearest month) from the Executive’s Date of Termination until the date
he attains age 65; provided, however, that the Severance Period shall in no event be less than six (6) months.
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2.8 “Severance Protection Agreement”—An agreement between Executive and the Company providing for the payment of compensation and benefits to
Executive in the event of Executive’s termination of employment under certain circumstances following a “change in control” of the Company (as defined in such
agreement).
 
3. SCOPE OF AGREEMENT.
 This Agreement provides for the payment of compensation and benefits to Executive in the event his employment is involuntarily terminated by the
Company without Cause. If Executive is terminated by the Company for Cause, dies, incurs a Disability or voluntarily terminates employment, this Agreement
shall terminate, and Executive shall be entitled to no payments of compensation or benefits pursuant to the terms of this Agreement; provided that in such events,
Executive will be entitled to whatever benefits are payable pursuant to the terms of any health, life insurance, disability, welfare, retirement, deferred
compensation, or other plan or program maintained by the Company.
 

If, as a result of Executive’s termination of employment, Executive becomes entitled to compensation and benefits under this Agreement and under a
Severance Protection Agreement, Executive shall be entitled to receive benefits under whichever agreement provides Executive the greater aggregate
compensation and benefits (and not under the other agreement) and there shall be no duplication of benefits.
 
4. BENEFITS UPON INVOLUNTARY TERMINATION WITHOUT CAUSE BY THE COMPANY.
 If Executive’s employment is involuntarily terminated by the Company during the term of this Agreement without Cause (and such termination does not
arise as a result of Executive’s death or Disability), the Executive shall be entitled to the compensation and benefits described below, provided that Executive, as
described in Section 4.7, executes a valid release of claims in such form as may be required by the Company. In the event Executive is terminated without Cause,
the Compensation Committee of the Board of Directors may, in its discretion and to provide equitable treatment, grant benefits to Executive in addition to those
provided below in circumstances where Executive suffers a diminution of projected benefits as a result of Executive’s termination prior to attainment of age 65,
including without limitation, additional retirement benefits and acceleration of long-term incentive awards.
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4.1 Severance Salary. If Executive is terminated without Cause, the Company shall pay Executive a severance salary (“Severance Salary”), payable on a
monthly basis, beginning within fifteen (15) days of Executive’s Date of Termination and continuing for the entire Severance Period (as defined in Section 2.7
above) in accordance with the following payment schedule, to the extent applicable:
 Period Following Date of Termination

 

Annualized Payment (In Monthly Installments)

12 months       $350,000
13-24 months  $275,000
25-36 months  $200,000
37-48 months  $100,000

 
4.2 Annual Bonus. Executive shall be paid a bonus in an amount equal to the greater of (i) the annual incentive bonus that would be paid or payable to

Executive for the fiscal year of the Company during which Executive’s Date of Termination occurs under the Company’s annual incentive plan (“Incentive
Plan”), assuming the target level(s) of performance had been met for such fiscal year, multiplied by a fraction (the “Pro Rata Fraction”), the numerator of which is
the number of days that have elapsed in the then current fiscal year through Executive’s Date of Termination and the denominator of which is 365, or (ii) the
annual incentive bonus that would be paid or payable to Executive for the fiscal year of the Company during which Executive’s Date of Termination occurs under
the Incentive Plan based upon the Company’s actual performance for such fiscal year, multiplied by the Pro Rata Fraction. The bonus amount determined
pursuant to Section 4.2(i) shall be paid to Executive within ten (10) days of Executive’s Date of Termination and any additional amount payable pursuant to
Section 4.2(ii) shall be payable at the same time as bonuses are payable to other executives under the Incentive Plan.
 

4.3 Restricted Stock. Any Restricted Stock granted to Executive under the Acuity Brands, Inc. Long-Term Incentive Plan (“LTIP”) for which the specific
performance targets have been achieved and a Vesting Start Date (as defined in the agreement granting the Restricted Stock to Executive, the “Restricted Stock
Agreement”) has been established as of Executive’s Date of Termination shall become fully vested and nonforfeitable as of Executive’s Date of Termination and
subject to the proviso at the end of this sentence, all Restricted Stock for which a Vesting Start Date has not been established shall be immediately forfeited;
provided, that if the Restricted Stock Agreement granting the Restricted Stock to Executive provides for more favorable continued vesting after Executive’s Date
of Termination, the provisions of such Restricted Stock Agreement shall apply to the vesting of Executive’s Restricted Stock after Executive’s termination. The
Vested Value (as defined in the Restricted Stock Agreement) of the shares of Restricted Stock vesting pursuant to this Section 4.3 shall be delivered to Executive
in the manner provided in Section 2.2 of the Restricted Stock Agreement within ten (10) days of Executive’s Date of Termination, using Executive’s Date of
Termination as the date for determining the Vested Value.
 

4.4 Health Care, Life Insurance and Long-Term Disability Coverages. The health care (including dental and vision coverage, if applicable), term life
insurance and long-term disability coverages provided to Executive at his Date of Termination shall be continued at the same level as for active executives and in
the same manner as if his employment had not terminated, beginning on the Date of Termination and ending on the last day of the Severance Period. Any
additional coverages Executive had at termination, including dependent coverage, will also be continued for such period on the same terms, to the extent
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permitted by the applicable policies or contracts. Any costs Executive was paying for such coverages at the time of termination shall be paid by Executive by
separate check payable to the Company each month in advance or, at Executive’s election, may be deducted from his Severance Salary payments under Section
4.1. If the terms of any benefit plan referred to in this Section, or the laws applicable to such plan do not permit continued participation by Executive, then the
Company will arrange for other coverage(s) satisfactory to Executive at Company’s expense which provides substantially similar benefits or, at Executive’s
election, will pay Executive a lump sum amount equal to the annual costs of such coverage(s) for the Severance Period. Each benefit provided under this Section
4.2 shall cease if Executive obtains other employment and, as a result of such employment, such benefit is available.
 

4.5 Outplacement Services. Executive will be provided with customary outplacement services by an outplacement firm selected by the Company for the
Severance Period, provided that the Company’s total cost for such services shall not exceed an amount equal to ten percent (10%) of Executive’s Severance
Salary for the period during which such Severance Salary is paid.
 

4.6 Other Benefits. Except as expressly provided herein, all other fringe benefits provided to Executive as an active employee of the Company (e.g., 401(k)
plan, AD&D, car allowance, club dues, etc.), shall cease on his Date of Termination, provided that any conversion or extension rights applicable to such benefits
shall be made available to Executive at his Date of Termination or when such coverages otherwise cease at the end of the Severance Period. Except as expressly
provided herein, for all other plans sponsored by the Company, the Executive’s employment shall be treated as terminated on his Date of Termination and
Executive’s right to benefits shall be determined under the terms of such plans; provided, however, in no event will Executive be entitled to severance payments
or benefits under any other severance plan, policy, program or agreement of the Company, except to the extent Executive is covered by a Severance Protection
Agreement related to a change in control of the Company.
 

4.7 Release of Claims. To be entitled to any of the compensation and benefits described above in this Section 4, Executive shall sign a release of claims
substantially in the form attached hereto as Exhibit A. No payments shall be made under this Section 4 until such release has been properly executed and
delivered to the Company and until the expiration of the revocation period, if any, provided under the release. If the release is not properly executed by the
Executive and delivered to the Company within the reasonable time periods specified in the release, the Company’s obligations under this Section 4 will
terminate.
 
5. CONFIDENTIALITY, NON-SOLICITATION AND NON-COMPETITION.
 5.1 Purpose and Reasonableness of Provisions. Executive acknowledges that, prior to and during the Term of this Agreement, the Company has furnished
and will furnish to Executive Trade Secrets and Confidential Information which could be used by Executive on behalf of a competitor of the Company or other
person to the Company’s substantial
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detriment. Moreover, the parties recognize that Executive during the course of his employment with the Company may develop important relationships with
customers and others having valuable business relationships with the Company. In view of the foregoing, Executive acknowledges and agrees that the restrictive
covenants contained in this Section 5 and in Exhibit B hereto are reasonably necessary to protect the Company’s legitimate business interests and good will.
 

5.2 Trade Secrets and Confidential Information. Executive agrees that he shall protect the Company’s Trade Secrets (as defined in Section 5.10(b) below)
and Confidential Information (as defined in Section 5.10(a) below) and shall not disclose to any Person, or otherwise use or disseminate, except in connection
with the performance of his duties for the Company, any Trade Secrets or Confidential Information; provided, however, that Executive may make disclosures
required by a valid order or subpoena issued by a court or administrative agency of competent jurisdiction, in which event Executive will promptly notify the
Company of such order or subpoena to provide the Company an opportunity to protect its interests. Executive’s obligations under this Section 5.2 shall apply
during his employment and after his termination of employment, and shall survive any expiration or termination of this Agreement, provided that Executive may
after such expiration or termination disclose Confidential Information with the prior written consent of the then-serving Chief Executive Officer of the Company.
Executive’s post-employment obligations of confidentiality under this Section 5.2 shall commence on Executive’s Date of Termination and shall continue (a) with
respect to Trade Secret information (as defined in Section 5.10(b) below), at all such times thereafter as it so qualifies, and (b) with respect to Confidential
Information (as defined in Section 5.10(a) below), for a period of two (2) years after Executive’s Date of Termination.
 

The Executive, during employment with the Company, will not offer, disclose or use on Executive’s own behalf or on behalf of the Company, any
information Executive received prior to employment by the Company, which was supplied to Executive confidentially or which Executive should reasonably
know to be confidential, to any persons, organization or entity other than the Company without the written approval of such person, organization or entity.
 

5.3 Return of Property. Upon the termination of his employment with the Company, Executive agrees to deliver promptly to the Company all Company
files, customer lists, management reports, memoranda, research, Company forms, financial data and reports and other documents (including all such data and
documents in electronic form) supplied to or created by Executive in connection with his employment hereunder (including all copies of the foregoing) in his
possession or control, and all of the Company’s equipment and other materials in his possession or control. Executive’s obligations under this Section 5.3 shall
survive any expiration or termination of this Agreement.
 

5.4 Inventions. The Executive does hereby assign to the Company the entire right, title and interest in any Invention that is made and/or conceived, either
solely or jointly with others, during Executive’s employment with the Company. The Executive agrees to
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promptly disclose to the Company all such Inventions. The Executive will, if requested, promptly execute and deliver to the Company a specific assignment of
title for an Invention and will, at the expense of the Company, take all reasonably required action by the Company to patent, copyright or otherwise protect the
Invention.
 

5.5 Non-Competition. The Executive agrees that while employed by the Company and for a period equal to eighteen (18) months thereafter, but only for
such period as Severance Salary is paid to Executive under Section 4.1 hereto, Executive shall comply with the non-competition restrictions attached hereto as
Exhibit B. The parties hereto recognize that Executive may experience periodic material changes in his job title and/or to the principal duties, responsibilities or
services that he is called upon to perform on the behalf of the Company. If Executive experiences such a material job change, the parties shall, as soon as is
practicable, enter into a signed, written addendum to Exhibit B hereto reflecting such material change. Moreover, in the event of any material change in corporate
organization on the part of the Direct Competitors set forth in Exhibit B hereto, the parties agree to amend Exhibit B, as necessary, at the Company’s request, in
order to reflect such change. Upon execution, any such written modification to Exhibit B shall represent an enforceable amendment to this Agreement and shall
augment and supplant the definitions of the terms Executive Services or Direct Competitor set forth in Exhibit B hereto, as applicable.
 

5.6 Non-Solicitation of Customers/Suppliers. The Executive agrees that during the course of employment with the Company, and for a period equal to
eighteen (18) months thereafter, but only for such period as Severance Salary is paid to Executive under Section 4.1 hereto, the Executive will not directly or
indirectly (i) divert or attempt to divert any person, concern or entity which is furnished products or services by the Company from doing business with the
Company or otherwise change its relationship with the Company; or (ii) induce or attempt to induce any customer, supplier or service provider to cease being a
customer, supplier or service provider of the Company or to otherwise change its relationship with the Company.
 

5.7 Non-Solicitation of Employees. The Executive agrees that during the course of employment with the Company, and for a period equal to eighteen (18)
months thereafter, but only for such period as Severance Salary is paid to Executive under Section 4.1 hereto, the Executive shall not, directly or indirectly,
whether on behalf of the Executive or others, solicit, lure or attempt to hire away any of the employees of the Company with whom the Executive interacted while
employed with the Company.
 

5.8 Injunctive Relief. Executive acknowledges that if he breaches or threatens to breach any of the provisions of this Section 5, his actions may cause
irreparable harm and damage to the Company which could not be compensated in damages. Accordingly, if Executive breaches or threatens to breach any of the
provisions of this Section 5, the Company shall be entitled to seek injunctive relief, in addition to any other rights or remedies the Company may have. The
existence of any claim or cause of action by Executive against
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the Company, whether predicated on this Agreement or otherwise, shall not constitute a defense to the enforcement by the Company of Executive’s agreements
under this Section 5.
 

5.9 Provisions Severable. If any provision in this Section 5 and/or Exhibit B hereto is determined to be in violation of any law, rule or regulation or
otherwise unenforceable, and cannot be modified to be enforceable, such determination shall not affect the validity of any other provisions of this Agreement, but
such other provisions shall remain in full force and effect. Each and every provision, paragraph and subparagraph of this Section 5, including Exhibit B hereto, is
severable from the other provisions, paragraphs and subparagraphs and constitutes a separate and distinct covenant.
 

5.10 Definitions. For purposes of this Section 5, the following definitions shall apply:
 (a) “Confidential Information” means any and all information regarding the business or affairs of the Company not generally known, including

information relating to research and development, operating systems, purchasing, accounting, engineering, customers, marketing, manufacturing, suppliers,
service providers, merchandising, selling, leasing, servicing, finance and business systems and techniques, information concerning customers of the
Company and their systems and applications. All information disclosed to Executive, or to which Executive obtains access, whether originated by
Executive or by others, during the period of Executive’s employment, which Executive has reasonable basis to believe to be Confidential Information, or
which is treated by the Company as being Confidential Information, shall be presumed to be Confidential Information.

 (b) “Trade Secrets” means information, without regard to form, relating to the Company’s business which is not commonly known by or available to
the public and which derives economic value, actual or potential, from not being generally known to other persons and is the subject of efforts that are
reasonable under the circumstances to maintain its secrecy or confidentiality, including, but not limited to, technical or nontechnical data, formulae,
patterns, compilations, programs, devices, methods, techniques, drawings, processes, financial data, financial plans, product plans, or lists of actual or
potential customers or suppliers.

 (c) “Inventions” means contributions, discoveries, improvements and ideas and works of authorship, whether or not patentable or copyrightable, and
(i) which relate directly to the business of the Company or (ii) which result from any work performed by Executive or by Executive’s fellow employees for
the Company or (iii) for which equipment, supplies, facility, Confidential Information or Trade Secrets of the Company are used, or (iv) which is developed
on the Company’s time.

 6. MISCELLANEOUS.
 

6.1 Mitigation; Offset of Severance Salary. Executive shall not be required to mitigate the amount of any payment provided for under this Agreement by
seeking other employment or otherwise, nor shall the amount of any payment provided for under this
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Agreement be reduced by any compensation earned by Executive as a result of employment by another employer after the Date of Termination or otherwise,
except as provided in Section 4.4 with respect to benefits coverages; provided, however, that, notwithstanding the foregoing, beginning eighteen (18) months
from Executive’s Date of Termination, the amount of any Severance Salary paid by the Company shall be offset by the amount of any base salary earned by
Executive as a result of any new employment Executive may obtain, unless the Chief Executive Officer of the Company, upon receipt of a written request from
Executive, shall provide express written permission to the contrary concerning the timing and/or amount of any such offset of Severance Salary.
 

6.2 Contract Non-Assignable. The parties acknowledge that this Agreement has been entered into due to, among other things, the special skills and
knowledge of Executive, and agree that this Agreement may not be assigned or transferred by Executive.
 

6.3 Successors; Binding Agreement.
 (a) In addition to any obligations imposed by law upon any successor to the Company, the Company will require any successor (whether direct or

indirect, by purchase, merger, consolidation or otherwise) to all or substantially all of the business and/or assets of the Company, or who acquires the stock
of the Company, to expressly assume and agree to perform this Agreement, in the same manner and to the same extent that the Company would be required
to perform it if no such succession had taken place.

 (b) This Agreement shall inure to the benefit of and be enforceable by Executive’s personal or legal representative, executors, administrators,
successors, heirs, distributees, devisees and legatees.

 
6.4 Notices. All notices, requests, demands and other communications required or permitted hereunder shall be in writing and shall be deemed to have been

duly given either when delivered or seven days after mailing if mailed first class, certified mail, postage prepaid, addressed as follows:
 

If to the Company:     Acuity Brands, Inc.
  Attention: General Counsel
  1170 Peachtree Street, Suite 2400
  Atlanta, Georgia 30309

 
If to the Executive:    To his last known address on file with the Company

 
Any party may change the address to which notices, requests, demands and other communications shall be delivered or mailed by giving notice thereof to the
other party in the same manner provided herein.
 

6.5 Provisions Severable. If any provision or covenant, or any part thereof, of this Agreement should be held by any court to be invalid, illegal or
unenforceable, either in whole or in part, such invalidity, illegality or unenforceability shall not affect the validity,
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legality or enforceability of the remaining provisions or covenants, or any part thereof, of this Agreement, all of which shall remain in full force and effect.
 

6.6 Waiver. Failure of either party to insist, in one or more instances, on performance by the other in strict accordance with the terms and conditions of this
Agreement shall not be deemed a waiver or relinquishment of any right granted in this Agreement or the future performance of any such term or condition or of
any other term or condition of this Agreement, unless such waiver is contained in a writing signed by the party making the waiver.
 

6.7 Amendments and Modifications. This Agreement may be amended or modified only by a writing signed by both parties hereto, which makes specific
reference to this Agreement.
 

6.8 Governing Law. The validity and effect of this Agreement shall be governed by and be construed and enforced in accordance with the laws of the State
of Georgia.
 

6.9 Pronouns; Including. Wherever appropriate in this Agreement, personal pronouns shall be deemed to include the other genders and the singular to
include the plural. Wherever used in this Agreement, the term “including” means “including, without limitation.”
 

6.10 Disputes; Legal Fees; Indemnification.
 (a) Disputes. All claims by Executive for compensation and benefits under this Agreement shall be in writing and shall be directed to and be

determined by the Compensation Committee of the Board. Any denial by the Compensation Committee of a claim for benefits under this Agreement shall
be provided in writing to Executive within 30 days of such decision and shall set forth the specific reasons for the denial and the specific provisions of this
Agreement relied upon. The Compensation Committee shall afford a reasonable opportunity to Executive for a review of its decision denying a claim and
shall further allow Executive to appeal in writing to the Board of Directors a decision of the Compensation Committee within sixty (60) days after
notification by the Compensation Committee that Executive’s claim has been denied. To the extent permitted by applicable law, any further dispute or
controversy arising under or in connection with this Agreement shall be settled exclusively by arbitration in Fulton County, Georgia, in accordance with the
rules of the American Arbitration Association then in effect for commercial arbitrations. Judgment may be entered on the arbitrator’s award in any court
having jurisdiction.

 (b) Legal Fees. If the Company involuntarily terminates Executive without Cause, then, in the event Executive incurs legal fees and other expenses in
seeking to obtain or to enforce any rights or benefits provided by this Agreement and is successful to a significant extent in obtaining or enforcing any such
rights or benefits through settlement, mediation, arbitration or otherwise, the Company shall promptly pay Executive’s reasonable legal fees and expenses
and related costs incurred in enforcing this Agreement, including, without limitation, attorneys’ fees and expenses, experts’ fees and expenses, and
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investigative fees. Except to the extent provided in the preceding sentence, each party shall pay its own legal fees and other expenses associated with any dispute
under this Agreement.
 

6.11 Entire Agreement. This Agreement, together with the exhibits hereto, constitutes the entire understanding between the parties with respect to the
subject matter set forth herein and supersedes any and all prior communications, agreements and understandings, written or oral, with respect thereto. No
agreements or representations, oral or otherwise, express or implied, with respect to the subject matter of this Agreement have been made by either party which
are not set forth expressly in this Agreement.
 

IN WITNESS WHEREOF, the parties have executed this Agreement as of the day and year first above written.
 

EXECUTIVE:

James H. Heagle
 

ACUITY BRANDS, INC.

By:   
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EXHIBIT A
TO ACUITY BRANDS, INC. SEVERANCE AGREEMENT

 RELEASE OF CLAIMS
 

The undersigned, an Executive of Acuity Brands, Inc. (the “Company”), having entered into that certain Acuity Brands, Inc. Severance Agreement (the
“Agreement”) dated                              , 20    , which Agreement is expressly incorporated herein by reference, hereby enters into the following Release of Claims
effective as of the date listed below. Capitalized terms contained herein shall have the same meaning as those defined terms set forth in the Agreement. This
Release must be executed and returned to the General Counsel of the Company, without modification, within ten (10) days of the date of Executive’s
Date of Termination in order for Executive to receive any of the compensation and benefits set forth in Section 4 of the Agreement.
 

For the consideration set forth in the Agreement, including the various actual and prospective benefits described therein, which are more than I would
otherwise have received in the event of my severance from the Company, I hereby release the Company, its current and former parents, subsidiaries, divisions,
and affiliates, and their current or former directors, employees and agents and related parties from all known or unknown claims, if any, that I presently could
have against any of them, including (but not limited to) all known or unknown claims arising out of my employment with the Company or my termination
therefrom, except Age Discrimination in Employment Act claims, of which I have none. I promise never to file any lawsuit based on a claim purportedly released
by this Release. I further promise never to seek any damages, remedies, or other relief for myself personally (any right to which I hereby waive) by prosecuting a
charge with any administrative agency with respect to any claim purportedly released by this Release. I acknowledge and understand that this Release is binding
upon my heirs and personal representatives. This Release, together with the Agreement, sets forth the entire agreement between the Company and me pertaining
to the subject matter hereof and fully supersedes any and all prior agreements or understandings between us pertaining thereto.
 

I have carefully read this Release, I fully understand what it means, and I am entering into it voluntarily.
 

Date                                      
 

 

 

 

 

 Signature of Executive

 

 

 

 

 

 Print Name



EXHIBIT B
TO ACUITY BRANDS, INC.
SEVERANCE AGREEMENT

 AGREED NON-COMPETITION RESTRICTIONS NEGOTIATED AND
CONSENTED TO IN CONSIDERATION FOR SEVERANCE AGREEMENT

 
1. DEFINITIONS
 Capitalized terms contained herein shall have the same meaning as those defined terms set forth in the Severance Agreement. In addition, the following
terms used in this Exhibit “B” shall have the following meanings:
 (A) “Direct Competitor” means the following entities: (1) Ecolab Inc.; (2) JohnsonDiversey Inc; (3) NCH Corporation; (4) State Industrial Products

Corporation; (5) Rochester Midland Corporation; (6) Amrep, Inc.; and (7) Ondeo Nalco Company, as well as any of their respective affiliates, subsidiaries
and/or parent companies that are either located or transact business within the United States of America, but only to the extent each engages in the
manufacture and/or sale of specialty chemical products, cleaners, degreasers, absorbants, sanitizers, deodorizers, polishes, floor finishes, sealants,
lubricants, disinfectants, janitorial supplies, paint strippers, paint removers, rust strippers, soaps and detergents, bleaches, fabric softeners, liquid sweeping
compounds, aerosol gasket forming compositions, non-slip adhesive film for brakes, tire and rubber mat dressings, floor waxes, asphalt and tar removers,
concrete removers, vehicle drying agents, vehicle rain repellant and glass treatment, steam cleaning compositions, chemical preparations for unclogging
pipes and septic tank cleaning, spill treatments, anti-seize compounds, treatment products for hazardous solvents, pesticides, pest control products and/or
drain care products, preparations for killing weeds, fungicides, herbicides, rodenticides, vermicides, insect repellants, ground control chemicals, power
operated industrial and commercial cleaning equipment (namely, sprayers, fog sprayers, steam cleaning machines, pressure washers, and air agitation
cleaners and pumps for use in connection therewith, steam cleaners, vacuum cleaners, carpet cleaning and shampooing machines, floor cleaning and
polishing machines and parts associated therewith), or manually operated cleaning equipment and accessories (namely, brooms, dustpans, scrubbing
brushes, mops, squeegees, dispensers for floor wax, buckets, mop wringers, sponges, scouring pads, plastic janitorial mats, wiping cloths, steel wool,
chamois skins, soap and chemical dispensers, towel and sanitary napkin dispensers, cleaning gloves, pails and parts therefore, and waste receptacles);

 (B) “Executive Services” means those principal duties and responsibilities that Executive performs on behalf of the Company and its subsidiary,
Acuity Specialty Products Group, Inc. (“ASPG”) during his employment as of the date hereof. As Executive Vice President of the Company and President
and Chief Executive Officer of ASPG, Executive, with respect to ASPG: (1) serves as group or executive head of a multi-profit center
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organization, with primary responsibility for the profitability of two or more distinct profit centers that have dedicated product line management functions;
(2) oversees and administers dedicated sales functions; (3) oversees and administers marketing functions; (4) oversees and administers manufacturing; (5)
oversees and administers research and development; (6) oversees and administers engineering functions; (7) oversees and administers staff functions; (8)
coordinates with departmental heads concerning material business issues; (9) analyzes operations to pinpoint opportunities and areas that may need to be
reorganized, down-sized, or eliminated; (10) confers with other executives to coordinate and prioritize planning concerning material business issues; (11)
studies long-range economic trends and projects prospects for future growth in overall sales and market share, opportunities for acquisitions or expansion
into new product areas; (12) serves as a member of the leadership team, reviewing, discussing, evaluating, and participating in decisions concerning
material business and management issues, cost structures, sales and growth opportunities, crisis management, strategic prospects, personnel issues,
litigation matters, leadership goals, and performance targets; and (13) provides support and analysis to corporate parent for key leadership analysis
requirements; and

 
(C) “Restricted Period” means a period equal to the lesser of (i) eighteen (18) months from the Executive’s Date of Termination or (ii) the number of

months (rounded to the nearest month) from the Executive’s Date of Termination until the date he attains age 65; provided, however, that the Restricted
Period shall in no event be less than six (6) months.

 
2. ACKNOWLEDGEMENTS
 Executive acknowledges that during the period of his employment with the Company, he has rendered and will render executive, strategic and managerial
services, including the Executive Services, to and for the Company throughout the United States, which are special, unusual, extraordinary, and of peculiar value
to the Company. Executive further acknowledges that the services he performs on behalf of the Company, including the Executive Services, are at a senior
managerial level and are not limited in their territorial scope to any particular city, state, or region, but instead have nationwide impact throughout the United
States. Executive further acknowledges and agrees that: (a) the Company’s business is, at the very least, national in scope; (b) these restrictions are reasonable and
necessary to protect the Confidential Information, business relationships, and goodwill of the Company; and (c) should Executive engage in or threaten to engage
in activities in violation of these restrictions, it would cause the Company irreparable harm which would not be adequately and fully redressed by the payment of
damages to the Company. In addition to other remedies available to the Company, the Company shall accordingly be entitled to injunctive relief in any court of
competent jurisdiction for any actual or threatened breach by Executive of the provisions of this Exhibit B. Executive further acknowledges that he will not be
entitled to any compensation or benefits from the Company or any of its affiliates in the event of a final non-appealable judgment that he materially breached his
duties or obligations under this Exhibit B.
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3. NON-COMPETITION
 Executive agrees that while employed by the Company and for a period equal to the Restricted Period thereafter, but only for such period as Severance
Salary is paid to Executive under Section 4.1 of the Severance Agreement, he will not, directly (i.e., as an officer or employee) or indirectly (i.e., as an
independent contractor, consultant, advisor, board member, agent, shareholder, investor, joint venturer, or partner), engage in, provide or perform any of the
Executive Services on behalf of any Direct Competitor anywhere within the United States. Nothing in this provision shall divest Executive from the right to
acquire as a passive investor (with no involvement in the operations or management of the business) up to 1% of any class of securities which is: (i) issued by any
Direct Competitor, and (ii) publicly traded on a national securities exchange or over-the-counter market.
 
4. SEPARABILITY
 Executive acknowledges that the foregoing non-competition covenant is a separate and distinct obligation of Executive and is deemed to be separable from
the remaining covenants of the Severance Agreement. If any of the provisions of the foregoing covenant should ever be deemed to exceed the time, geographic,
product, or other limitations permitted by applicable law in any jurisdiction, then such provisions shall be deemed reformed in such jurisdiction to the maximum
time, geographic, product, or other limitations permitted by applicable law. If any particular provision of the foregoing covenant is held to be invalid, the
remainder of the covenant and the remaining obligations of the Severance Agreement shall not be affected thereby and shall remain in full force and effect.
 
5. ENTIRE AGREEMENT
 This non-competition covenant, together with the provisions set forth in Section 5.5 of the Agreement, constitute the entire agreement between the parties
hereto with respect to non-competition, and supersede any and all prior communications, agreements and understandings, written or oral, with respect to
Executive’s non-competition obligations. No provision of this Exhibit B may be modified, waived or discharged unless such waiver, modification or discharge is
approved and agreed to in writing by both parties hereto. Failure of either party to insist, in one or more instances, on performance by the other in strict
accordance with the terms and conditions of this Exhibit B shall not be deemed a waiver or relinquishment of any right granted in this Exhibit B or the future
performance of any such term or condition or of any other term or condition of this Exhibit B, unless such waiver is contained in a writing signed by the party
making the waiver. No agreements or representations, oral or otherwise, express or implied, with respect to Executive’s non-competition obligations have been
made by either party which are not set forth expressly in this Exhibit B and/or in the Agreement.
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EXHIBIT 31(a)
 
I, James S. Balloun, certify that:
 1. I have reviewed this quarterly report on Form 10-Q of Acuity Brands, Inc.;
 2. Based on my knowledge, this quarterly report does not contain any untrue statement 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 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 officer and I are responsible for establishing and maintaining disclosure controls and procedures [as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)] for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 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 controls and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures as of the end of the period covered by this report based on such evaluation; and

 
 

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s first fiscal quarter
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 
 

(a) All significant deficiencies in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

 
 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 
Date: January 14, 2004
 
 
/s/ James S. Balloun

James S. Balloun
Chairman, President, and Chief Executive Officer
 
[A signed original of this written statement required by Section 302 of the Sarbanes-Oxley Act has been provided to Acuity Brands, Inc. and will be retained by
Acuity Brands, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.]



EXHIBIT 31(b)
 
I, Vernon J. Nagel, certify that:
 1. I have reviewed this quarterly report on Form 10-Q of Acuity Brands, Inc.;
 2. Based on my knowledge, this quarterly report does not contain any untrue statement 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 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 officer and I are responsible for establishing and maintaining disclosure controls and procedures [as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)] for the registrant and have:

 

 
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, 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 controls and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures as of the end of the period covered by this report based on such evaluation; and

 
 

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s first fiscal quarter
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

 5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

 
 

(a) All significant deficiencies in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

 
 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

 
Date: January 14, 2004
 
 
/s/ Vernon J. Nagel

Vernon J. Nagel
Executive Vice President and Chief Financial Officer
 
[A signed original of this written statement required by Section 302 of the Sarbanes-Oxley Act has been provided to Acuity Brands, Inc. and will be retained by
Acuity Brands, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.]



Exhibit 32(a)
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE

SARBANES-OXLEY ACT OF 2002
 

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and in connection with the Quarterly Report on Form 10-Q of Acuity Brands, Inc. (the
“Corporation”) for the quarter ended November 30, 2003, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the
undersigned, the Chairman, President, and Chief Executive Officer of the Corporation, certifies that:
 (1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Corporation.
 
 
/s/ James S. Balloun

James S. Balloun
Chairman, President, and Chief Executive Officer
January 14, 2004
 
[A signed original of this written statement required by Section 906 has been provided to Acuity Brands, Inc. and will be retained by Acuity Brands, Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.]



Exhibit 32(b)
 

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE

SARBANES-OXLEY ACT OF 2002
 

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and in connection with the Quarterly Report on Form 10-Q of Acuity Brands, Inc. (the
“Corporation”) for the year ended November 30, 2003, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned,
the Executive Vice President and Chief Financial Officer of the Corporation, certifies that:
 (1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Corporation.
 
 
/s/ Vernon J. Nagel

Vernon J. Nagel
Executive Vice President and
Chief Financial Officer
January 14, 2004
 
[A signed original of this written statement required by Section 906 has been provided to Acuity Brands, Inc. and will be retained by Acuity Brands, Inc. and
furnished to the Securities and Exchange Commission or its staff upon request.]


