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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended March 31, 2005

¨ TRANSITION PERIOD PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934.

For the transition period from              to             .

0-20727

(Commission File Number)

Novoste Corporation
(Exact Name of Registrant as Specified in Its Charter)
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Florida 59-2787476
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification No.)

4350 International Blvd. Norcross, GA 30093
(Address of Principal Executive Offices) (Zip Code)

(770) 717-0904

(Registrant�s telephone, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such requirements for the past 90 days.

(Item 1)    Yes  x    No  ¨

(Item 2)    Yes  x    No  ¨

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

As of May 2, 2005 there were 16,334,705 shares of the registrant�s common stock outstanding.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

NOVOSTE CORPORATION

CONSOLIDATED BALANCE SHEETS

(in thousands, except number of shares data)

March 31,

2005

December 31,

2004

(unaudited)
ASSETS

Current assets:
Cash and cash equivalents $ 20,559 $ 19,082
Short-term investments 4,103 9,978
Accounts receivable, net of allowance of $202 and $125, respectively 894 1,928
Inventory, net 203 1,206
Assets held for sale 462 �  
Prepaid expenses and other current assets 634 807

Total current assets 26,855 33,001
Property and equipment, net 188 700
Other assets �  1

Total assets $ 27,043 $ 33,702

LIABILITIES AND SHAREHOLDERS� EQUITY

Current liabilities
Accounts payable $ 1,137 $ 1,511
Accrued expenses 4,755 3,823
Unearned revenue 1,345 1,914

Total current liabilities 7,237 7,248
Shareholders� equity:
Preferred stock, $.01 par value, 5,000,000 shares authorized; no shares issued and outstanding �  �  
Common stock, $.01 par value, 25,000,000 shares authorized; 16,377,634 shares issued 164 164
Additional paid-in capital 187,848 187,894
Accumulated other comprehensive income 744 826
Accumulated deficit (168,777) (162,223)
Treasury stock, at cost, 42,929 shares (172) (172)
Unearned compensation (1) (35)

Total shareholders� equity 19,806 26,454
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Total liabilities and shareholders� equity $ 27,043 $ 33,702

See accompanying notes.
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NOVOSTE CORPORATION

UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per-share data)

Three Months Ended

March 31,

2005 2004

Net sales $ 3,413 $ 7,025
Cost of sales 4,118 3,953

Gross margin (loss) (705) 3,072
Operating expenses:
Research and development 434 2,475
Sales and marketing 2,702 3,489
General and administrative 2,878 1,800

Total operating expenses 6,014 7,764

Loss from operations (6,719) (4,692)
Interest income 140 87
Other income (expense) 25 (9)

Total other income 165 78

Net loss $ (6,554) $ (4,614)

Net loss per share - Basic and Diluted $ (0.40) $ (0.28)

Weighted average shares outstanding - Basic and Diluted 16,335 16,331

See accompanying notes.
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NOVOSTE CORPORATION

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Three Months Ended

March 31,

2005 2004

Cash flows from operating activities:
Net loss $ (6,554) $ (4,614)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization of property and equipment �  637
Amortization of capitalized disposal costs 33 33
Stock based compensation expense (12) 26
Depreciation of radiation and transfer devices �  1,099
Provision for doubtful accounts 84 (55)
Changes in assets and liabilities:
Accounts receivable 930 2,361
Inventory 993 (184)
Prepaid expenses and other current assets 152 111
Other assets 22 164
Accounts payable (342) (439)
Accrued expenses 935 (1,454)
Unearned revenue (568) (46)

Net cash used in operating activities (4,327) (2,361)
Cash flows from investing activities:
Maturity/sale of short-term investments 7,158 3,504
Purchase of short-term investments (1,283) (2,035)
Purchase of property and equipment, net �  (152)
Purchase of radiation and transfer devices �  (573)

Net cash provided by investing activities 5,875 744
Cash flows from financing activities:
Proceeds from issuance of common stock �  7

Net cash provided by financing activities �  7
Effect of exchange rate changes on cash (71) (73)

Net increase (decrease) in cash and cash equivalents 1,477 (1,683)
Cash and equivalents at beginning of period 19,082 33,177

Cash and cash equivalents at end of period $ 20,559 $ 31,494

See accompanying notes.
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

NOTE 1. BASIS OF PRESENTATION

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting principles generally accepted
in the United States for interim financial information and in accordance with instructions to Article 10 of Regulation S-X. Accordingly, such
consolidated financial statements do not include all of the information and disclosures required by accounting principles generally accepted in
the United States for complete financial statements. All normal and recurring adjustments considered necessary for a fair presentation of
Novoste�s financial results and condition have been included.

The operating results of the interim periods presented are not necessarily indicative of the results to be achieved for the year ending December
31, 2005. The accompanying unaudited consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and notes thereto for the year ended December 31, 2004, included in Novoste�s 2004 Annual Report on Form 10-K filed with the
Securities and Exchange Commission.

The consolidated financial statements include the accounts of Novoste Corporation and its wholly owned subsidiaries incorporated in August
1998 in the Netherlands, in December 1998 in Belgium, in February 1999 in Germany, in January 2000 in France and in March 2002 a dedicated
sales corporation incorporated in the state of Florida. Significant inter-company transactions and accounts have been eliminated.

On February 22, 2005, Novoste announced that the Board of Directors had determined that its vascular brachytherapy (VBT) business, which is
its only business line, is no longer viable and, as a result, has authorized a staged wind-down of the business. As described in the notes that
follow, assets have been stated at estimated net realizable value and accruals have been recorded to reflect the business assumptions of the
wind-down in accordance with FAS 146, Accounting for Costs Associated with Exit or Disposal Activities.

6
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

Novoste�s significant accounting policies are included in the audited financial statements and notes thereto for the year ended December 31, 2004
included in Novoste�s 2004 Annual Report on Form 10-K (2004 10-K) filed with the Securities and Exchange Commission. The items below
supplement the information presented in the 2004 10-K.

Stock Options

Novoste accounts for grants of stock options and restricted stock under the recognition and measurement principles of Accounting Principles
Board Opinion No. 25, Accounting for Stock Issued to Employees, and related interpretations. The following table illustrates the effect on net
income (loss) and earnings (loss) per share if Novoste had applied the fair value recognition provisions of Statement of Financial Accounting
Standards No. 123, Accounting for Stock-Based Compensation, as amended by SFAS No. 148, Accounting for Stock-Based
Compensation-Transition and Disclosure (in thousands, except per share amounts):

Three Months Ended

March 31,

2005 2004

Net loss, as reported $ (6,554) $ (4,614)
Add: Total stock-based employee compensation expense (income) included in net loss (12) 26
Deduct: Total stock-based employee compensation expense determined under fair value based method for all awards (197) (576)

Pro forma net loss $ (6,763) $ (5,164)

Loss per share (Basic and Diluted):
As reported $ (0.40) $ (0.28)

Pro forma $ (0.41) $ (0.32)

In December 2004, the FASB issued FASB Statement No. 123(R), Share Based Payment. SFAS 123(R) addresses the accounting for
share-based payment transactions in which an enterprise receives employee services in exchange for (a) equity instruments of the enterprise or
(b) liabilities that are based on the fair value of the enterprise�s equity instruments or that may be settled by the issuance of such equity
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instruments. SFAS 123(R) requires an entity to recognize the grant-date fair-value of stock options and other equity-based compensation issued
to employees in the income statement. The revised Statement generally requires that an entity account for those transactions using the
fair-value-based method, and eliminates the intrinsic value method of accounting in APB 25, which was permitted under SFAS 123, as
originally issued. The revised Statement requires entities to disclose information about the nature of the share-based payment transactions and
the effects of those transactions on the financial statements. All public companies must use either the modified prospective or the modified
retrospective transition method.

The Company previously disclosed that it planned to adopt SFAS 123(R) on July 1, 2005. Pursuant to an SEC Amendment to Regulation S-X
effective April 21, 2005, the revised date for adopting SFAS 123(R) is the first interim reporting period of a registrant�s first fiscal year beginning
on or after June 15, 2005. As a result, the Company now plans to adopt SFAS 123(R) on January 1, 2006. As of March 31, 2005, we have not
determined the effect that the adoption of SFAS 123(R) will have on our financial position and results of operations or the method under which
we will apply SFAS 123(R).

7

Edgar Filing: NOVOSTE CORP /FL/ - Form 10-Q

Table of Contents 11



Table of Contents

Asset Impairment

Novoste evaluates the carrying value of long-lived assets in accordance with the provisions of SFAS 144, Accounting for the Impairment or
Disposal of Long-Lived Assets, whenever events or circumstances indicate that the carrying value of an asset may not be recoverable.
Recoverability of assets to be held and used is determined based on the carrying value of an asset exceeding the future undiscounted net cash
flow expected to be generated by the asset. If an asset is not recoverable, impairment is measured by the excess of the discounted future cash
flows over the carrying value of the asset (see also Note 14 to the unaudited consolidated financial statements).

Assets Held for Sale

Following the announcement of a staged wind-down and subsequent determination as of the timing thereof, Novoste committed to a plan for the
sale of certain assets in accordance with the wind-down plan. The plan includes actively identifying and seeking buyers for these assets. In
accordance with the provisions of SFAS 144, assets held for sale are stated at estimated net realizable value and depreciation on these assets has
been suspended (see also Note 6 to the unaudited consolidated financial statements).

Employment Termination costs

As part of the wind-down plan, Novoste has provided incentives to certain employees to remain with the Company to manage the wind-down.
To receive these incentive payments, they are required to remain with the Company until their employment is terminated. Novoste accounts for
these termination benefits in accordance with FAS 146, Accounting for Costs Associated with Exit or Disposal Activities (see also Note 15 to the
unaudited consolidated financial statements).

8
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 3. CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

Cash equivalents are comprised of certain highly liquid investments acquired with maturities of less than three months. In addition to cash
equivalents, Novoste has investments in commercial paper and other securities that are classified as short-term. All securities are considered as
available-for-sale and reported at fair value, with the unrealized gains and losses reported as a component of Other Comprehensive Income
(Loss) on the consolidated statements of shareholders� equity (see Note 13 to the unaudited consolidated financial statements). The amortized
cost of debt securities in this category, if significant, is adjusted for amortization and included in interest income. Realized gains and losses and
declines in value judged to be other-than-temporary on available-for-sale securities, of which there were none, would be included in interest
income. Realized gains and losses are included in interest income and are determined on a specific identification basis. Interest and dividends on
securities classified as available-for-sale are included in interest income.

NOTE 4. ACCOUNTS RECEIVABLE

Accounts receivable at March 31, 2005 and December 31, 2004 include receivables due from product sales and amounts due under lease and
maintenance or service agreements with customers relating to radiation and transfer devices (see Note 7 to the unaudited consolidated financial
statements). The carrying amounts reported in the consolidated balance sheets for accounts receivable approximate their fair value. Management
records estimates of expected credit losses based on periodic credit evaluations of its customers� financial condition.

Accounts receivable is comprised of the following (in thousands):

March 31,

2005

December 31,

2004

Accounts receivable, gross $ 1,096 $ 2,053
Less: Provision for doubtful accounts (202) (125)

Accounts receivable, net $ 894 $ 1,928

There were no significant concentrations of credit risk at March 31, 2005.
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NOTE 5. INVENTORIES

Inventories are stated at the lower of cost or market value on a first-in, first-out (FIFO) basis and are comprised of the following (in thousands):

March 31,

2005

December 31,

2004

Raw materials $ 1,963 $ 1,922
Work in process 79 133
Finished goods 691 871

Inventory, gross 2,733 2,926
Less: Inventory reserve (2,530) (1,720)

Inventory, net $ 203 $ 1,206

An inventory reserve is established based on expected usage over the term of the wind-down. In this regard, all inventory in excess of estimated
sales and service needs is fully reserved. For the quarter ended March 31, 2005, approximately $837,000 of expenses was recorded in cost of
sales for inventory estimated to be in excess of needs projected in the wind-down plan.

9
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NOTE 6. PROPERTY AND EQUIPMENT

Property and equipment are comprised of the following (in thousands):

March 31,

2005

December 31,

2004

Furniture and fixtures $ 789 $ 791
Office equipment 1,873 1,979
Laboratory equipment 533 553
Leasehold improvements 542 542
Production equipment 5,051 5,092

Property and equipment, gross 8,788 8,957
Less: Accumulated depreciation and amortization (8,138) (8,257)
Less: Assets held for sale (462) �  

Property and equipment, net $ 188 $ 700

Included in the property plant and equipment is capitalized disposal costs of approximately $188,000, which relates to the Company�s obligation
for decommissioning the radiation source train production facility.

During the fourth quarter of 2004, Novoste recorded an impairment charge to reflect the reduced carrying value of all assets that support the
VBT business (see Note 14 to the unaudited consolidated financial statements).

Assets Held For Sale

Following the announcement of a staged wind-down of the Company�s VBT business and subsequent determination as to the timing thereof, the
Company committed to a plan to sell certain assets in accordance with the terms of the wind-down plan. Based on the provisions of SFAS 144,
the Company determined that these assets, valued at $462,000 and included in the unaudited consolidated balance sheet, met the criteria for
classification as held for sale at March 31, 2005. Assets held for sale at March 31, 2005 were comprised of property and equipment and are
recorded at net realizable value.

10
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 7. RADIATION AND TRANSFER DEVICES

Novoste retains ownership of the radiation source trains (RSTs) and transfer devices (TDs). Depreciation of the costs of these assets is taken
over the estimated economic life using the straight-line method and is recorded in cost of sales. Depreciation begins at the time the Beta-Cath�

System is placed into service. Novoste classifies the annual agreements with Novoste�s customers to license the use of radiation and transfer
devices as operating leases. Income is recognized ratably over the length of the agreement. At March 31, 2005, unearned revenue under these
agreements approximated $1,345,000 compared to $1,914,000 at December 31, 2004.

Radiation and transfer devices, stated at cost net of impairment, less accumulated depreciation, are comprised of the following (in thousands):

March 31,

2005

December 31,

2004

Radiation and transfer devices, gross $ 10,889 $ 14,977
Less: Accumulated depreciation (10,889) (14,977)

Radiation and transfer devices, net $ �  $ �  

During the quarter ended December 31, 2004, Novoste concluded that these assets were fully impaired and recorded an impairment charge
bringing their net book value to zero. During the first quarter of 2005, approximately 900 of the devices, with an acquired cost net of impairment
of $4,088,000, were decommissioned because they had no foreseeable use. These assets were fully depreciated, thus, there was no effect on net
income for the three months ended March 31, 2005.

11
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 8. OTHER ASSETS

At March 31, 2005 other assets consist mainly of license agreements and other intangibles. On April 22, 2004, Novoste signed an asset purchase
agreement with Guidant Corporation pursuant to which Novoste acquired information regarding Guidant�s vascular brachytherapy business,
including the customer list of Guidant in the United States and Canada. Under the terms of the agreement, during a six-month transition period
beginning on April 22, 2004, Guidant and Novoste cooperated jointly to transition the Guidant customers to Novoste products for any customer
that wished to continue vascular brachytherapy. Guidant discontinued its vascular brachytherapy business in the United States and Canada over
the six-month period. Additionally, Guidant agreed to not compete in the vascular brachytherapy market in the United States and Canada for a
period of five years. Novoste paid the sum of $2,500,000 to Guidant at the signing of the transaction and agreed to pay Guidant an additional 5%
on net sales to customers on the Guidant customer list that transition to Novoste�s products for a period of six months after April 22, 2004. After
this six-month transition period, Novoste pays an additional 5% on all U.S. and Canadian net sales of Novoste vascular brachytherapy products
up to a maximum of $4,000,000. The initial payment was being amortized over twenty-four months. During the quarter ended December 31,
2004, Novoste concluded that these assets were fully impaired and recorded an impairment charge bringing the net book value to zero. No
amortization expense was recorded during the quarter ended March 31, 2005.

NOTE 9. ACCRUED EXPENSES

Significant items of accrued expenses are as follows (in thousands):

March 31,

2005

December 31,

2004

Salaries, wages and benefits $ 1,539 $ 1,216
Purchase commitments 1,324 �  
Radiation and disposals 709 891
Operating expenses and royalties 363 433
Professional fees 535 892
Clinical trials 155 205
Due to customers 69 104
Sales and use taxes 61 82

$ 4,755 $ 3,823
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The accrued purchase commitments in the table above represent the present value of minimum payment obligation under a current supply
contract (see Note 14 of the unaudited consolidated financial statements).

NOTE 10. LINE OF CREDIT

In August 2001, the Company obtained a $10 million revolving line of credit, which was extended by agreement from time to time. On May 27,
2004, Novoste replaced previous borrowing arrangements with a one-year agreement, which provided a $5,000,000 revolving line of credit and
the availability of letters of credit. On December 22, 2004, in view of declining business needs, Novoste terminated the borrowing agreement
with the financial institution and no obligations related to the agreement exist at March 31, 2005. At March 31, 2005, the Company had $75,000
in outstanding letters of credit, which are secured by a certificate of deposit.

12
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 11. SEGMENT INFORMATION

SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information, requires the reporting segment information based on the
information provided to Novoste�s chief operating decision maker for purposes of making decisions about allocating resources and assessing
performance. Novoste�s business activities are represented by a single industry segment, the manufacture and distribution of medical devices. For
management purposes, Novoste is segmented into two geographic areas: United States and the Rest of the World (Europe, Canada, Asia and
South America).

The following is a summary of selected financial information by reportable segment as of, and for the three months ended, March 31, 2005 and
2004 (in thousands):

Net sales

United States Rest of World Consolidated

2005 $ 2,323 $ 1,090 $ 3,413
2004 5,959 1,066 7,025

Net loss

United States Rest of World Consolidated

2005 $ (6,552) $ (2) $ (6,554)
2004 (4,566) (48) (4,614)

Long-lived assets

United States Rest of World Consolidated

2005 $ 114 $ 74 $ 188
2004 11,499 754 12,253

Total assets

United States Rest of World Consolidated
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2005 $ 25,050 $ 1,993 $ 27,043
2004 51,604 3,178 54,782

Novoste�s total assets outside of the United States consist principally of cash and cash equivalents, accounts receivable and office equipment.
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 12. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share for the three months ended March 31, 2005 and 2004 (in
thousands, except per-share data):

Three Months Ended

March 31,

2005 2004

Numerator:
Net loss $ (6,554) $ (4,614)
Denominator:
Weighted-average shares outstanding 16,335 16,331

Net loss per share:
Basic and Diluted $ (0.40) $ (0.28)

The basic and diluted loss per share is computed based on the weighted average number of common shares outstanding. Weighted average
shares outstanding, assuming dilution, includes the incremental shares that would be issued upon the assumed exercise of stock options. For the
calculation of the three months ended March 31, 2005 and 2004, all stock options, representing approximately 2,778,000 and 2,928,000 shares
of Novoste common stock, respectively, were excluded, as they would be anti-dilutive. Of these, approximately 2,778,000 and 1,847,000 shares
had an exercise price higher than the average price of Novoste�s common stock for the three-month periods ended March 31, 2005 and 2004,
respectively.
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 13. SHAREHOLDERS� EQUITY

Changes in shareholders� equity consisted of the following (in thousands):

Three Months Ended

March 31,

2005 2004

Shareholders� equity at beginning of period $ 26,454 $ 53,244
Proceeds from exercise of stock options ranging from $3.20 to $6.65 per share �  7
Amortization of unearned compensation �  27
Amortization of fair market value of stock options to non employees (5) (4)
Cancellation of stock options to non employees (7) 3
Comprehensive income:
Unrealized gain on held-for-sale securities 3 �  
Translation adjustment (85) (93)
Net loss (6,554) (4,614)

Total comprehensive loss (6,636) (4,707)

Shareholders� equity at end of period $ 19,806 $ 48,570
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

NOTE 14. IMPAIRMENT AND OTHER CHARGES

During the third quarter of 2004, Novoste suspended production of radiation source trains at its supplier, AEA Technologies QSA GmbH
(AEA). This suspension was due to the existence of sufficient radiation source train inventory levels that were determined to be adequate to meet
the needs of Novoste for the foreseeable future. This situation was due to (a) the reduction in the number of vascular brachytherapy sites and
procedures as a result of the declining vascular brachytherapy market, and (b) fewer replacements of 3.5F radiation source trains than expected.
As a result of the suspension and continued declines in the Company�s current and projected future revenues and cash flows, Novoste assessed
the recoverability of carrying value of the Company�s long-lived assets in relationship to the expected undiscounted cash flows to be generated
from revenues. Based on this evaluation, Novoste concluded that the value of the AEA plant was no longer fully recoverable and recorded an
impairment charge.

During the fourth quarter of 2004, the Company updated an economic study regarding the value of all long-lived assets supporting the VBT
business. The impairment analysis was based on expected future net cash flows to be generated by the assets during their remaining service
lives, using undiscounted cash flows. Because the Company only has one product line, all enterprise-wide, long-lived assets were included. The
study concluded that the assets were impaired, and the carrying value of all long-lived assets was reduced and expensed in the functions where
the assets were used. At December 31, 2004, all of the specialized assets relating to the Beta-Cath� product line were considered to have zero fair
value due to their specialized nature and lack of alternative uses. Property and equipment, much of which is more versatile in nature, was
reduced to estimated net realizable value.

In connection with changes in the Company�s forecasted needs for radiation source trains resulting from the timing of the staged wind-down of
the Company�s VBT business, it is unlikely that additional radiation source trains will be purchased during the remaining life of the supply
contract with AEA, which expires in September 2006. Under the agreement, Novoste is obligated to make minimum payments through the end
of the contract. Given that Novoste will most likely not receive future economic benefit from these required payments, we have accrued the
present value of these contractual payments, which aggregate $1,324,000, and included them in cost of sales for the quarter ended March 31,
2005.

NOTE 15. EMPLOYMENT TERMINATION COSTS

On February 22, 2005, Novoste announced that the Board of Directors had determined that its VBT business, which is its only business line, is
no longer viable and, as a result, has authorized a staged wind-down of the business. The staged plan is necessary to maximize the value of the
remaining assets of Novoste. In summary, the total of personnel related termination costs, which consist of severance pay, outplacement
assistance and retention incentives, are expected to aggregate approximately $4,407,000 through the execution of the wind-down plan which will
be completed in late 2005. Approximately $555,000 relate to personnel in Europe with the remaining applicable to U.S. operations.
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During the quarter ended March 31, 2005, the Company eliminated approximately 50 positions and recorded expenses of $1,451,000 related to
the employees who left Novoste prior to March 31, 2005 and an additional $950,000, which is a prorated portion of termination costs, related to
the remaining employees who will manage the wind-down. The costs associated with terminated employees are included within operating
expenses in the unaudited consolidated statement of operations for the three months ended March 31, 2005.

Previously, in March 2004, Novoste announced a reduction in force, eliminating 84 positions, to align Novoste�s staffing with current market
conditions. Fifty-nine of the employees involved in the reduction terminated employment with Novoste during the three months ended March
31, 2004.
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NOVOSTE CORPORATION

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

MARCH 31, 2005

(continued)

Termination cost activity consisted of the following (in thousands):

Three Months Ended

March 31,

2005 2004

Incurred and expensed $ 2,401 $ 470
Paid and settled (1,401) (359)

Liability at end of period (included with accrued salaries) $ 1,000 $ 111

NOTE 16. RELATED PARTY TRANSACTIONS

On December 23, 2002, the Company signed a Distribution Agreement with Orbus Medical Technologies, Inc., a manufacturer of cardiology
products. The Company�s President and Chief Executive Officer, Mr. Alfred J. Novak, was previously the Chairman of Orbus.

In February 2005, Novoste and Orbus mutually agreed to terminate the Distribution Agreement. Orbus paid Novoste $346,000 and assumed
$36,000 in obligations to repurchase inventory, refund an unused deposit and reimburse Novoste for market development expenses. Novoste
ceased distributing Orbus product by the end of the first quarter of 2005 and all inventory was returned.

Novoste had net sales of $37,000 and $135,000 from this product line in the quarters ending March 31, 2005 and 2004, respectively.
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

In this Form 10-Q, �Novoste,� �the Company,� �we,� �us� and �our� refer to Novoste Corporation. Novoste®, Beta-Cath�, and the Novoste® logo are
trademarks of Novoste.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

The forward-looking statements in this Form 10-Q are made under the safe harbor provisions of Section 21E of the Securities Exchange Act of
1934, as amended. Our operating results and financial condition have varied and may in the future vary significantly depending on a number of
factors. Statements in this Form 10-Q which are not strictly historical statements, including, without limitation, statements regarding
management�s expectations regarding the staged wind-down of our VBT products business, future strategic alternatives, if any, possible
liquidation and dissolution and future revenues from the sale of our VBT products, as well as statements regarding our strategy and plans,
constitute forward-looking statements that involve risks and uncertainties. In some cases these forward-looking statements can be identified by
the use of words such as �may,� �will,� �should,� �expect,� �project,� �predict,� �potential� or the negative of these words or comparable words. The factors
listed under �Certain Factors Which May Affect Future Results� in this Form 10-Q, among others, could cause actual results to differ materially
from those contained in forward-looking statements made in this report and presented elsewhere by management from time to time. Such
factors, among others, may have a material adverse effect upon our business, financial condition, and results of operations. We undertake no
obligation to update publicly or revise any forward-looking statements, whether as a result of new information, future global events or otherwise.
Accordingly, you are cautioned not to place undue reliance on forward-looking statements, which speak only as of the date on which they are
made.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Novoste�s discussion and analysis of its financial condition and results of operations are based upon our consolidated financial statements, which
have been prepared in accordance with accounting principles generally accepted in the United States. The preparation of our financial statements
requires that we adopt and follow certain accounting policies. Certain amounts presented in the financial statements have been determined based
upon estimates and assumptions. Although we believe that our estimates and assumptions are reasonable, actual results will differ and could be
material.

We have included below a discussion of the critical accounting policies that we believe are affected by our more significant judgments and
estimates used in the preparation of our financial statements, how we apply such policies and how results differing from our estimates and
assumptions would affect the amounts presented in our financial statements. Other accounting policies also have a significant effect on our
financial statements, and some of these policies also require the use of estimates and assumptions.

Revenue Recognition

Revenue from the sale of products is recorded when an arrangement exists, delivery has occurred and services have been rendered, the seller�s
price is fixed and determinable and collectability is reasonably assured. Novoste earns revenue from sales of catheters and stents, and from
service agreements for the use of radiation source trains and transfer devices included in the Beta-Cath� System.
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Novoste uses distributors in countries where the distributors� experience and knowledge of local radiation and medical device regulatory issues is
considered beneficial by Novoste�s management. Under the distributor arrangements, there are generally no purchase commitments and no
provisions for cancellation of purchases. Novoste or the distributor may cancel the distributor agreements at any time.

Revenue from sales of catheters directly to hospitals is recognized upon shipment after the hospital has received a Beta-Cath� System and
completed all licensing and other requirements to use the system. Novoste recognizes revenue from sales of catheters and stents at the time of
shipment. Novoste sells its catheters with no right of return except in cases of product defect or shipping errors.

Novoste retains ownership of the radiation source trains and transfer devices and enters into a service agreement with its customers. Revenue
recognition begins when an agreement has been executed, the system has been shipped, and all licensing and other requirements to use the
system have been completed. The revenue is recognized ratably over the term of the agreement. Under the terms of the agreement signed with
customers located in the United States, replacement and servicing of the radiation source train and transfer device is required at six-month
intervals or twelve-month intervals, depending on the model of the device. This replacement and servicing cost is included in cost of sales as
incurred. No other post-sale obligations exist.
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Radiation and Transfer Devices and Amortization of Costs

Novoste has invested significant resources to acquire radiation source trains and transfer devices that make up the Beta-Cath� System and offers
multiple treatment options using either the standard length or the XL version of the 3.5F catheter, which can accommodate a 30mm, 40mm or
60mm radiation source train.

Novoste retains ownership of the radiation source trains and transfer devices that are used by customers. The costs to acquire, test and assemble
these assets are recorded as incurred. Novoste has determined that based upon the manufacturer�s data, the estimated economic life for radiation
source trains is more than one year, and transfer devices is three years. Accordingly, Novoste classifies these assets as long-term assets.
Depreciation of the costs of these assets is included in cost of sales and is recognized over their estimated economic lives using the straight-line
method. Depreciation begins at the time the Beta-Cath� System is placed into service. Valuation reserves are recorded for the balance of
unamortized costs of transfer devices and radiation source trains that are on hand but not available for use by a customer.

During the fourth quarter of 2004, Novoste evaluated the recoverability of the carrying value for radiation devices and other assets to determine
if an impairment charge was necessary. Novoste performed this evaluation in accordance with the provisions of SFAS No. 144, Accounting for
the Impairment or Disposal of Long-Lived Assets. Based on this evaluation, Novoste determined that the radiation devices were impaired with
no fair value due to their specialized nature and recorded an impairment charge bringing their net book value to zero. Subsequent to December
31, 2004, no depreciation was recorded.

Asset Impairment

Novoste evaluates the carrying value of long-lived assets in accordance with the provisions of SFAS 144 whenever events or circumstances
indicate that the carrying value of an asset may not be recoverable. Recoverability of assets to be held and used is determined based on the
carrying value of an asset exceeding the future undiscounted net cash flow expected to be generated by the asset. If an asset is not recoverable,
impairment is measured by the excess of the carrying value of the asset over the fair value of the asset.

During the fourth quarter of 2004, the Company updated an economic study regarding the value of all long-lived assets supporting the VBT
business. The impairment analysis was based on expected future net cash flows to be generated by the assets during their remaining service
lives, using undiscounted cash flows. Because the Company only has one product line, all enterprise-wide, long-lived assets were included. The
study concluded that the assets were impaired, and the carrying value of all long-lived assets was reduced and expensed in the functions where
the assets were used. At December 31, 2004, all of the specialized assets relating to the Beta-Cath� product line were considered to have zero fair
value due to their specialized nature and lack of alternative uses. Property and equipment, much of which is more versatile in nature, was
reduced to estimated net realizable value. At March 31, 2005, the carrying value of all long-lived assets is recorded at their estimated net
realizable value.

Assets Held for Sale

Following the announcement of a staged wind-down, Novoste committed to a plan for the sale of certain assets in accordance with the
wind-down plan. The plan includes actively identifying and seeking buyers for these assets. In accordance with the provision of SFAS 144,
assets held for sale are stated at estimated net realizable value and depreciation on these assets has been suspended (see also Note 6 to the
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unaudited consolidated financial statements).

Employment Termination Costs

As part of the wind-down plan, Novoste has provided incentives to certain employees to remain with the Company to manage the wind-down.
To receive these incentive payments, they are required to remain with the Company until their employment is terminated. Novoste accounts for
these termination benefits in accordance with SFAS 146, Accounting for Costs Associated with Exit or Disposal Activities (see also Note 15 to
the unaudited consolidated financial statements).

Stock-Based Compensation

Novoste uses the intrinsic value method for valuing its awards of stock options and restricted stock and recording the related compensation
expense, if any, in accordance with APB No. 25, Accounting for Stock Issued to Employees, and related
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interpretations. Novoste grants stock options generally for a fixed number of shares to employees, directors, consultants and independent
contractors with an exercise price equal to the fair market value of the shares at the date of grant. Compensation expense (expense reduction) is
recognized for increases (decreases) in the estimated fair value of common stock for any stock options with variable terms. No compensation
expense is recognized for stock option grants to employees for which the terms are fixed and the exercise price is equal to the fair market value
of the shares at the date of the grant.

Novoste accounts for equity instruments issued to non-employees in accordance with the provisions of SFAS No. 123, Accounting for
Stock-Based Compensation, and as amended by SFAS 148, Accounting for Stock-Based Compensation � Transition and Disclosure, and
Emerging Issues Task Force Issue No. 96-18, Accounting for Equity Instruments that Are Issued to Other than Employees for Acquiring, or in
Conjunction with Selling, Goods or Services.

Any compensation expense related to grants that do not vest immediately is amortized over the vesting period of the stock options using the
straight-line method as that method most closely approximates the way in which the option holder vests in those options.

Allowance for Doubtful Accounts

Novoste maintains allowances for doubtful accounts for the estimated losses resulting from the inability of our customers to make required
payments. Most of our customers are hospitals located in the U.S.; however, some are distributors of our products in foreign countries or
hospitals located in Europe. The amount recorded in the allowances is based primarily on management�s evaluation of the financial condition of
the customers. If the financial condition of any of the customers deteriorates, additional allowances may be required. Actual losses from
uncollectible accounts are charged against the allowance when it is determined that the account cannot be collected.

Inventories

Inventories are stated at the lower of cost or market value on a first-in, first-out (FIFO) basis. Provisions are recorded for excess or obsolete
inventory equal to the cost of the inventory. Shelf-life expiration or replacement products in the marketplace may cause product obsolescence. If
actual product demand and market conditions are less favorable than those projected by management, additional provisions might be required
which would negatively impact operating profits. Novoste evaluates the adequacy of these provisions quarterly.

RESULTS OF OPERATIONS

Overview

The success of drug-eluting stents, which were introduced in 2003, continues to reduce the need for VBT in treating in-stent restenosis, the
market served by Novoste�s Beta-Cath� system. In view of the continued decline in revenue, Novoste has determined that the VBT business,
which is its only business line, is no longer viable and has authorized a staged wind-down of the VBT operations.
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On February 22, 2005, Novoste announced the staged wind-down as a necessary action to preserve the company�s cash resources while potential
options are evaluated. Following the announcement, Novoste commenced the first stage of the wind-down and terminated employment of
approximately 50 employees. Further reductions in employees and other cost reduction measures are being implemented on a regular basis.

The net loss for the quarter was $6,554,000 on revenues of $3,413,000. The loss in the quarter includes a charge of $2,401,000 for employment
termination costs, as well as other wind-down related costs, and $1,324,000 to recognize the estimated remaining minimum purchase
commitments due to a supplier. Offsetting these charges is a favorable effect on cost of sales from the elimination of depreciation and
amortization expense due to reductions and write-offs of capitalized assets resulting from impairments and other write-downs recorded in the
last 6 months. We expect continued losses as operations wind down and revenues continue to decline while we review potential options.

As previously disclosed, we have been actively seeking new product opportunities, as well as a merger, business combination or other
disposition of our business or assets. As part of our ongoing review of potential options, we retained an investment banking and strategic
advisor, Asanté Partners LLC, in April 2004, to assist us in our efforts to identify and implement strategic and financial alternatives. We are
continuing these efforts and, based on the outcome, will determine in the near term how best to respond to the challenges facing Novoste. If a
suitable transaction resolving our future on acceptable terms does not become available in the relatively near term, we will need to consider
other alternatives, which could include liquidation and dissolution.
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Net Sales and Gross Margin

Net sales and gross margin consisted of the following (in thousands):

Three Months Ended

March 31,

2005 2004

Increase

(decrease)

Net sales:
United States $ 2,323 $ 5,959 (61.0)%
Rest of World 1,090 1,066 2.3%

Total net sales 3,413 7,025 (51.4)%
Cost of sales 4,118 3,953 4.2%

Gross margin (loss) $ (705) $ 3,072 N/A

Net sales decreased 51% in the first quarter from the same period in the prior year. This decrease is due to the effectiveness of drug-coated stents
in reducing in-stent restenosis during the early months following the implant of the stents, thus reducing the demand for Novoste�s products. The
completion of the Guidant transaction in the second quarter of 2004 had a positive effect in the United States on the first quarter of 2005, with
revenue from radiation devices increasing 700% above the first quarter of 2004 due to the addition of former Guidant customers and existing
customers who paid for service contracts. Catheter revenue in the United States for the quarter ended March 31, 2005 was down 79% from the
same period in the prior year. Rest of World sales have increased slightly because drug-eluting stents are not as prevalent within the European
medical community and several former Guidant customers converted to the Beth-Cath� system. We expect revenue from all sources to decline as
the wind-down proceeds into the completion phase.

In the quarter ended March 31, 2005, cost of sales increased approximately 4.2% from the same period of the prior year due to an accrual of
$1,324,000 to recognize the estimated remaining minimum purchase commitments due to a supplier. Absent this accrual, costs would have
declined 29% from the significant reduction in revenues and the corresponding reduction of costs variable to sales. However, the reduction in
total costs was not proportionate to the decline in revenues due to the relatively high fixed costs associated with the manufacturing and service
operations. During the fourth quarter of 2004, Novoste recorded an impairment charge, which reduced all long-lived assets to net realizable
value (see Note 14 to the unaudited consolidated financial statements). This action has a favorable effect on cost of sales, eliminating
approximately $1,000,000 of depreciation and amortization cost per quarter. However, cost of sales for the quarter ended March 31, 2005
includes increases of $761,000 for reserves for slow moving and excessive inventory and $275,000 for minimum payments to AEA for
contractual obligations under the AEA Supply Agreement compared to the quarter ended March 31, 2004.

The 80% decline in gross margin for the first quarter of 2005 was a result of the revenue decline coupled with relatively high fixed costs
associated with manufacturing and service operations. With the elimination of depreciation and amortization associated with long lived assets,
which are now fully expensed as a result of the impairment charges, and the cost reductions associated with the wind-down plan being
implemented, we expect gross margin to remain relatively constant as a percentage of revenue, but to decline in dollar terms due to a further
decline in sales.
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Operating Expenses

Operating expenses consisted of the following (in thousands):

Three Months Ended

March 31,

2005 2004

Increase

(decrease)

Operating expenses:
Research and development $ 434 $ 2,475 (82.5)%
Sales and marketing 2,702 3,489 (22.6)%
General and administrative 2,878 1,800 59.9%

Total operating expenses $ 6,014 $ 7,764 (22.5)%
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At the end of the first quarter of 2004, Novoste implemented a reduction in force, eliminating 84 positions across all functions. This reduction
lowered annual operating costs by approximately $6,000,000. During the first quarter of 2004, approximately 59 of the individuals left Novoste,
with the remaining individuals leaving during the second and third quarters. As part of the wind-down plan announced in February 2005,
approximately 50 additional positions were eliminated in the first quarter 2005. Employment termination costs of $2,023,000 are included in the
operating costs for the three months ended March 31, 2005.

The 83% decrease in research and development expenses for the first quarter of 2005, compared to the same period of the prior year, is in the
area of clinical trials and product development. All clinical trials and product development activity have been discontinued and the only activity
is post- procedure monitoring. The internal product development staff was released with the reduction in force in March 2004, and development
efforts using outside firms have been suspended. We expect costs of this area to decline as the monitoring of closed clinical trials is completed.

The 23% decrease in sales and marketing expense for the first quarter ended March 31, 2005, compared to the same period of the prior year, is
due to reduced sales and marketing personnel, and to significantly lower variable expenses related to lower revenues, principally commissions
and travel expenses. All sales and marketing positions in the U.S. were eliminated in February 2005. We expect these expenses to decline, as
sales personnel in Europe will exit the Company over the next several months.

The 60% increase during the first quarter of 2005, compared to the same period of the prior year, for general and administrative expenses is due
to employment termination costs (see Note 15 to the unaudited consolidated financial statements) and professional fees associated with the
evaluation of strategic alternatives.

Other Income and Expenses

Other income for the first quarter of 2005 was $165,000 compared to $78,000 for the same period in the prior year. This net increase for the
three months ended March 31, 2005 arose primarily from slightly higher interest rates and a shift to slightly longer maturities, which enjoy
higher returns.

Net Loss

Net loss consisted of the following (in thousands, except per share amounts):

Three Months Ended

March 31,

2005 2004

Increase

(decrease)

Net loss $ (6,554) $ (4,614) $ (1,940)
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Net loss per share - Basic and Diluted $ (0.40) $ (0.28) $ (0.12)
Weighted average shares outstanding - Basic and Diluted 16,335 16,331

The increase in net loss of $(0.12) per share for the first quarter ended March 31, 2005, compared to the same period of 2004, was the net result
of significantly lower revenues, the accrued estimated remaining minimum purchase commitments due to a supplier and the impact of
employment termination costs and other expenses related to the evaluation of strategic alternatives and the wind-down of the VBT business. Net
loss in the first quarter ended March 31, 2005 was positively effected by the elimination of depreciation and amortization expense along with the
lower overhead cost structure resulting from the cost reduction initiatives implemented in earlier periods, and that are ongoing. During execution
of the wind-down plan, we expect to continue to incur net losses.
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LIQUIDITY AND CAPITAL RESOURCES

Operating

Net cash provided by (used in) operating activities consisted of the following (in thousands):

Three Months Ended

March 31,

2005 2004

Cash flows from operating activities:
Net loss $ (6,554) $ (4,614)
Depreciation and amortization of property and equipment �  637
Amortization of capitalized disposal costs 33 33
Depreciation of radiation and transfer devices �  1,099
Other non cash items 72 (29)
Net change in operating assets and liabilities 2,122 513

Net cash used in operating activities $ (4,327) $ (2,361)

The net loss in the first three months of 2005 consumed $4,357,000 of cash to fund operating activities. This compares to $2,361,000 of cash
used in the same period of 2004. The changes in operating assets and liabilities are consistent with the decline in business volume. Depreciation
of property and equipment has been eliminated as all assets are considered to be impaired and held for sale. Included in the change in operating
assets for the first three months of 2005 was $930,000 generated from a reduction in receivables, compared to $2,361,000 for the same period of
2004. Receivables are being collected faster than they are replaced by declining billing. Inventory declined due to the suspension of production
in the face of declining demand, and increase of inventory reserves associated with surplus materials. Offsetting funds generated by the
collection of receivables were payments of accrued expenses and accounts payables of $731,000 and $1,893,000 for the three months ended
March 31, 2005, and 2004, respectively. Unearned revenue related to the billing of service agreements (see Note 7 to the unaudited consolidated
financial statements) decreased by $569,000 in the first quarter of 2005, due to the declining VBT activity.

Investing

Net cash provided by (used in) investing activities consisted of the following (in thousands):

Three Months Ended

March 31,
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2005 2004

Cash flows from investing activities:
Maturity/sale of short-term investments $ 7,158 $ 3,504
Purchase of short-term investments (1,283) (2,035)
Purchase of property and equipment, net �  (152)
Purchase of radiation and transfer devices �  (573)

Net cash provided by investing activities $ 5,875 $ 744

Investments have been liquidated to fund losses in operations. No cash was used to purchase property and equipment in the three months ended
March 31, 2005, as compared to the same period of 2004, primarily due to lower revenue and the implementation of the wind-down plan. Also,
no cash was used to purchase radiation source trains and transfer devices compared to the same period in the prior year due to the declining
vascular brachytherapy business. This decrease in purchases is due to the existence of radiation source train inventory levels that will be
adequate to meet the needs of Novoste for the foreseeable future.

Financing

During the quarter ended March 31, 2005, Novoste had no proceeds from the issuance of its common stock as a result of option exercises,
compared to $7,000 in the first quarter of 2004 when employees exercised stock options.
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In August 2001, the Company obtained a $10 million revolving line of credit, which was extended by agreement from time to time. On May 27,
2004, Novoste replaced previous borrowing arrangements with a one-year agreement, which provided a $5,000,000 revolving line of credit and
the availability of letters of credit. On December 22, 2004, in view of declining business needs, Novoste terminated the borrowing agreement
with the financial institution and no obligations related to the agreement exist at March 31, 2005. At March 31, 2005, the Company had $75,000
in outstanding letters of credit, which are secured by a certificate of deposit.

Commitments

At March 31, 2005, Novoste had commitments to purchase $2,432,000 of products and services, primarily arising from contractual obligations
related to radiation production stand-by fees and decommissioning of the radiation production facility. Of this amount, $1,913,000 has already
been recorded as an accrued expense as of March 31, 2005. The decline in commitments compared to $10,992,000 at March 31, 2004, is
consistent with the trend of our contracting business that requires less replacement of inventories and radiation devices and settlement of other
obligations, such as Bebig (see below).

On October 14, 1999, Novoste signed a development and manufacturing supply agreement with AEA for a source of radioactive supply and for
the development of a smaller diameter radiation source. The agreement provided for the construction of a production line that was placed into
service in October 2002. In addition, the agreement provides for joint ownership of all intellectual property arising from the development work
and requires that AEA manufacture vascular brachytherapy sources only for Novoste. The agreement contains minimum payment obligations,
which Novoste has accrued $1,324,000 for the quarter ending March 31, 2005 and expensed in cost of sales, due to the determination that the
remaining contractual payments will not likely result in any economic benefit to Novoste (see Note 14 to unaudited consolidated financial
statements). On March 9, 2005, Novoste provided the required notification to terminate the contract eighteen months prior to expiration of the
agreement, in September 2006. At the termination of this agreement, Novoste is obligated for the expense of decommissioning the production
facility. These expected costs have been accrued and are being expensed in cost of sales in accordance with SFAS 143, Accounting for Asset
Retirement Obligations.

On June 20, 2001, Novoste amended its manufacturing and supply agreement with Bebig Isotopen-und Medizintechnik GmbH (Bebig), a
German corporation, to manufacture and supply Novoste with radioactive sealed Strontium-90 seed trains. During each calendar year of the
four-year contract, Novoste guaranteed minimum annual payments to Bebig of varying amounts over the term of the agreement and will provide
up to $250,000 for decommission expense of the production facility. All product purchases are credited against the annual guaranteed payment.
At March 31, 2005, all purchase obligations have been satisfied and $150,000 of the obligation for decommissioning remains to be paid. The
term of this agreement will end on June 19, 2005.

Novoste has entered into a license agreement with a physician pursuant to which he is entitled to receive a royalty on the net sales of the
Beta-Cath� System (excluding consideration paid for the radioactive isotope), subject to a maximum aggregate payment of $5,000,000. Royalty
fees earned by the physician were $22,000 and $69,000 for the three months ended March 31, 2005 and 2004, respectively. Earned royalties are
paid within 60 days following the end of the quarter. As of March 31, 2005, an aggregate amount of $2,185,000 has been earned under the
license agreement and has been expensed as costs of sales.

On January 30, 1996, Novoste entered into a license agreement whereby Emory University assigned its claim to certain technology to Novoste
for royalties based on net sales (as defined in the agreement) of products derived from such technology, subject to certain minimum royalties.
After the first commercial sale of royalty bearing products by Novoste, which occurred in 1998, minimum royalties were due to Emory
University in the following amounts: year 2 after the first commercial sale�$10,000; year 3�$15,000; year 4�$25,000; and years 5-10, $50,000 per
year. The royalty agreement term is consistent with the life of the related patent and applies to assignments of the patent technology to a third
party. Royalty fees earned by Emory University were $60,000 and $142,000 for the three months ended March 31, 2005 and March 31, 2004
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respectively, and have been expensed as cost of sales. Earned royalties are paid within 60 days following the end of the quarter.

On April 22, 2004, Novoste signed an asset purchase agreement with Guidant pursuant to which Novoste acquired information regarding
Guidant�s vascular brachytherapy business, including the customer list of Guidant in the United States and Canada. Novoste paid the sum of
$2,500,000 to Guidant at the signing of the transaction and has agreed to pay 5% on its net sales of all vascular brachytherapy products in the
U.S. and Canada, up to an additional payment of $4,000,000 (see Note 8 to unaudited consolidated financial statements). Under this agreement,
Guidant has earned $98,000 for the three months ended March 31, 2005 and $287,000 since the execution of the contract.

Novoste has made commitments to the approximately 40 employees who remain at March 31, 2005, to manage the wind-down of the VBT
business. Of the $4,407,000 expected costs for employment termination (see Note 15 to the unaudited consolidated financial statements),
approximately $2,956,000 relate to these commitments, of which $950,000 has been recorded as an accrued expense as of March 31, 2005 and
cover severance pay, outplacement assistance, and retention incentives. These expenses are being accrued over the period of expected
employment.

24

Edgar Filing: NOVOSTE CORP /FL/ - Form 10-Q

Table of Contents 39



Table of Contents

Liquidity

Novoste�s principal source of liquidity at March 31, 2005, consisted of cash, cash equivalents and short-term investments of $24,662,000,
compared to $29,060,000 at December 31, 2004.

During the remainder of 2005, Novoste expects to allocate resources to implement the VBT wind-down plan including funding contractual
obligations, and advisory services including accounting and legal matters related to evaluation of our strategic options. We expect that our
existing cash reserves will be sufficient to fund any cash used by operations and to meet our liquidity and spending needs at least through the
end of the wind-down plan, sometime in late 2005.

Novoste�s future liquidity and capital requirements will depend upon numerous factors, mainly the risks discussed at �Certain Factors Which May
Affect Future Results� below.

CERTAIN FACTORS WHICH MAY AFFECT FUTURE RESULTS

In connection with the safe harbor provisions of the Private Securities Litigation Reform Act of 1995, set forth below are cautionary statements
identifying important factors that could cause actual events or results to differ materially from any forward-looking statements made by or on
behalf of us, whether oral or written. We wish to ensure that any forward-looking statements are accompanied by meaningful cautionary
statements in order to maximize to the fullest extent possible the protections of the safe harbor established in the Private Securities Litigation
Reform Act of 1995. Accordingly, any such statements are qualified in their entirety by reference to, and are accompanied by, the following
important factors that could cause actual events or results to differ materially from our forward-looking statements. For additional information
regarding forward-looking statements, please read the �Cautionary Note Regarding Forward-Looking Statements� of this report.

On February 22, 2005, we announced that our Board of Directors has determined that our vascular brachytherapy products business is no longer
viable and, as a result, has authorized a staged wind-down of our business. On such date, we announced that, pursuant to the first stage of our
wind-down, we are terminating 68 of our remaining 97 worldwide employees in an effort to further reduce our costs. Our Board has determined
that this decision is necessary to preserve our cash resources and arises as a result of the continuing decline in revenue for our vascular
brachytherapy products. Upon completion of our wind-down, we will no longer have an operating VBT business.

As part of our ongoing review of potential options, we retained an investment banking and strategic advisor, Asanté Partners LLC, in April
2004, to assist us in our efforts to identify and implement strategic and financial alternatives. Based on the outcome of this process, we expect to
determine in the near term how best to proceed to maximize shareholder value. However, we cannot predict whether, or when, a transaction will
result from this process. In addition, we may need to seek additional funds to finance potential strategic transactions, but may not be able to
obtain such funds on satisfactory terms, if at all. If a suitable transaction resolving our future on acceptable terms does not become available in
the relatively near term, we will need to consider other alternatives, which could include liquidation and dissolution.

Difficulties efficiently implementing our staged wind-down of business operations could reduce the amount of our remaining corporate assets.
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Our Board of Directors has authorized the staged wind-down of our VBT products business, which is our only business line. Our Board has
determined that this decision is necessary to preserve our cash resources. During the wind-down of our business, we will need to negotiate the
orderly extinguishment of our obligations to creditors. Effectively implementing the wind-down of our business will depend on our ability to
maximize the consideration we receive for our assets, minimize the amount we must expend to settle our debts and other liabilities, minimize our
contingent liabilities, minimize our operating expenses during the wind-down process and expedite the wind-down process. In the event that we
are unable to efficiently implement the wind-down of our business, our corporate assets may be further depleted.

If we were to liquidate and dissolve, any cash amount distributed to shareholders could be significantly lower than prices at which our common
stock has traded in the recent past.

If we were to liquidate and dissolve, we cannot predict when, or if, we would be able to make a distribution to our shareholders. However, in the
event that one or more cash distributions were made after dissolution, we expect that the amount distributed could be significantly lower than
some prices at which our common stock has traded in the recent past, and there can be no assurance that such amount, if any, would equal the
prices at which our common stock could trade in the future.
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In the event that we liquidate and dissolve and have assets available to distribute to the shareholders, our board will need to make provision for
the satisfaction of all of our known and unknown liabilities, which could substantially delay or limit our ability to make any distribution to
shareholders.

In the event that we liquidate and dissolve, our Board of Directors will be required to make adequate provision to satisfy our liabilities, including
known and unknown claims against us, prior to authorizing any distributions to shareholders after dissolution. The process of accounting for our
liabilities, including those that are presently unknown, may involve difficult valuation decisions, which could adversely impact the board�s ability
to make any such distribution after dissolution in a timely manner. Substantial time may be required for us to determine the extent of our
liabilities to known and unknown third party creditors and claimants. Furthermore, pursuant to the Florida Business Corporations Act, we may
be liable for known and unknown claims for a substantial period of time in the future. As a result, there can be no assurance that we would have
sufficient cash available to make any distributions to shareholders after dissolution. If we were to have sufficient remaining cash, a substantial
period may elapse after dissolution before we would be able to make any such distribution to shareholders, and such distribution, if any, may be
made in more than one installment over an extended period of time.

In the event that we make one or more distributions after dissolution, our shareholders could be liable to the extent of distributions received if
contingent reserves are insufficient to satisfy our liabilities.

In the event of our liquidation and dissolution, if we fail to create an adequate contingency reserve for payment of our expenses and liabilities,
each shareholder receiving a distribution after dissolution could be held liable for the payment to creditors of such shareholder�s pro rata portion
of any shortfall, limited to the amounts previously received by the shareholder in distributions from the Company.

If a court holds at any time that we have failed to make adequate provision for our expenses and liabilities or if the amount ultimately required to
be paid in respect of such liabilities exceeds the amount available from the contingency reserve, our creditors could seek an injunction against
the making of distributions after dissolution on the grounds that the amounts to be distributed are needed to provide for the payment of our
expenses and liabilities. Any such action could delay or substantially diminish the amount of any cash distributions to shareholders after
dissolution.

We may continue to incur the expense of complying with public company reporting requirements.

We have an obligation to continue to comply with the applicable reporting requirements of the Securities Exchange Act of 1934, as amended,
even though compliance with such reporting requirements is economically burdensome. In the event that we liquidate and dissolve, in order to
curtail such expenses, after filing our certificate of dissolution upon shareholder approval of a plan of liquidation, we might seek relief from the
SEC for a substantial portion of the periodic reporting requirements under that Act.

Product liability suits against us could result in expensive and time-consuming litigation and the payment of substantial damages.

The past and future sale and use of our products could lead to the filing of product liability claims if someone were to allege that one of our
products contained a design or manufacturing defect. A product liability claim could result in substantial damages and be costly and
time-consuming to defend, either of which could materially harm our business or financial condition. We cannot assure that our product liability
insurance would protect our assets from the financial impact of defending a product liability claim.
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We have substantially reduced our workforce as part of our wind-down of operations.

During 2004, we engaged in a restructuring of our management organization and significantly reduced our work force. In February 2005, we
announced that we were reducing our remaining United States workforce in the first quarter of 2005 by 52 employees, from 81 employees.
Additionally, we have notified all of our employees outside of the U.S. (16) that they will be terminated in accordance with their contracts and
the relevant country�s employment regulations. As a result, we currently have extremely limited personnel resources, which may make it difficult
for us to efficiently implement the staged wind-down of our business.

We are highly dependent on key management personnel.

We are highly dependent on the principal members of our management staff, particularly our President and Chief Executive Officer, Chief
Financial Officer and General Counsel. As a result of the staged wind-down of our business, it may be difficult
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for us to provide adequate incentives for these employees to remain employed with us. The loss of any of these employees could cause a
material adverse effect on our ability to efficiently implement the staged wind-down of our business.

The liquidity of our common stock depends in part on its continued listing on the NASDAQ Stock Market, and we have received notice that we
currently fail to satisfy NASDAQ�s continued listing requirements and may be delisted in the future.

In order to continue to have our shares of common stock listed on the NASDAQ Stock Market (�NASDAQ�), we must remain in compliance with
the NASDAQ�s listing standards, including standards related to the minimum bid price of our common stock. If we are unable to do so,
NASDAQ could delist our stock, in which case the liquidity and the value of our shares could be adversely impacted.

On April 21, 2005, we received a notice from NASDAQ indicating that we are not in compliance with the NASDAQ�s requirements for
continued listing because, for the last 30 consecutive business days, the bid price of our common stock had closed below the minimum $1.00 per
share requirement for continued inclusion under NASDAQ Marketplace Rule 4450(a)(5) (the �Minimum Bid Price Rule�). The notice did not by
itself result in immediate delisting of our common stock. NASDAQ stated in its notice that in accordance with the NASDAQ Marketplace Rules,
we would be provided 180 calendar days, or until October 18, 2005, to regain compliance with the Minimum Bid Price Rule. The notice also
stated that if, at any future time before October 18, 2005, the bid price of our common stock closes at $1.00 per share or more for a minimum of
10 consecutive business days, the NASDAQ staff will provide us written notification that we have achieved compliance with the Minimum Bid
Price Rule. However, the notice stated that if we do not regain compliance with the Minimum Bid Price Rule by October 18, 2005, the
NASDAQ staff will provide us with written notification that our common stock will be delisted from the NASDAQ Stock Market.

There can be no assurance that our common stock will satisfy NASDAQ�s $1.00 per share requirement for continued listing or that we will
otherwise continue to meet all of NASDAQ�s other listing requirements in the future. If our common stock is delisted by NASDAQ, there can be
no assurance that any liquid market for our common stock will exist in the future.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Derivative Financial Instruments, Other Financial Instruments, and Derivative Commodity Instruments

Novoste does not participate in derivative financial instruments, other financial instruments for which the fair value disclosure would be required
under SFAS No. 107, Disclosures about Fair Value of Financial Instruments, or derivative commodity instruments. All of Novoste�s investments
are in short-term, investment grade commercial paper, corporate bonds, certificates of deposit and U.S. Government and agency securities that
are carried at fair value on our books.

Interest Rate Risk

Novoste�s cash equivalents and short-term investments are subject to market risk, primarily interest rate and credit risk. Novoste�s investments are
managed by outside professional managers within investment guidelines set by Novoste. Such guidelines include security type, credit quality
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and maturity, and are intended to limit market risk by restricting Novoste�s investments to high credit quality securities with relatively short-term
maturities.

At March 31, 2005, Novoste had $20,559,000 in cash and cash equivalents with a weighted average interest rate of 2.3% and $4,103,000 in
available-for-sale investments with a weighted average interest rate of 2.4%. With $20,559,000 in cash and cash equivalents having less than 90
days to maturity, and the balance of the portfolio investments that are in a stable investment rate environment, we believe the risk to principal
associated with an increase in interest rates is minimal.

Foreign Currency Risk

International revenues from Novoste�s foreign direct sales and distributor sales comprised 30% and 15% of total revenues for the three-month
periods ended March 31, 2005 and 2004, respectively. Sales to customers outside Europe and Canada are denominated in U.S. dollars, while
European sales are denominated in Euros and British Pounds, and Canadian sales are in Canadian dollars. Novoste experienced an immaterial
amount of transaction gains and losses for the three months ended March 31, 2005 Novoste is also exposed to foreign exchange rate fluctuations
as the financial results of its Dutch, Belgian, German and French subsidiaries are translated into U.S. dollars in consolidation. As exchange rates
vary, these results, when translated, may vary from expectations and adversely impact overall expected profitability. The net effect of foreign
exchange rate fluctuations on Novoste during the three months ended March 31, 2005 was not material.

At March 31, 2005, Novoste�s total future purchase commitments include $2,064,000 denominated in Euros. Some of these purchase obligations
extend to 2006, and the actual settlement amount may be different from the amount presented, which is based on the conversion rate of 1.2916
USD to 1 Euro at March 31, 2005.
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ITEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures. As of the end of the period covered by this report, we carried out an evaluation under the
supervision and with the participation of our management, including our Chief Executive Officer and Chief Financial Officer, of the
effectiveness of our disclosure controls and procedures (as defined in Rules 13a�15(e) and 15d�15(e) of the Securities Exchange Act of 1934).
Based on this evaluation, our Chief Executive Officer and Chief Financial Officer have concluded that our disclosure controls and procedures
are effective in timely notification to them of information we are required to disclose in our periodic Securities and Exchange Commission
filings and in ensuring that this information is recorded, processed, summarized and reported within the time periods specified in the Securities
and Exchange Commission�s rules and regulations.

(b) Changes in Internal Control. During the period covered by this report, there have been no significant changes in our internal control over
financial reporting that have materially affected, or were reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Novoste is subject to legal claims and assertions in the ordinary course of business. Except for the matters described in the annual report on
Form 10-K for the year ended December 31, 2004, filed with the Securities and Exchange Commission, we are not aware of any such claims or
assertions that would have a material effect on Novoste.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

ITEM 5. OTHER INFORMATION

None.
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ITEM 6. EXHIBITS AND REPORT ON FORM 8-K

EXHIBIT

NUMBER DESCRIPTION

3.1 Amended and Restated Articles of Incorporation of Registrant, filed on May 28, 1996. (1)

3.2(a) Copy of First Amendment to Amended and Restated Articles of Incorporation of Registrant filed with the Department of State
of the State of Florida on November 1, 1996. (2)

3.3 Copy of Third Amended and Restated By-Laws of Registrant dated May 5, 2003. (3)

4.1 Form of Specimen Common Stock Certificate of Registrant. (4)

4.17(a) Amended and Restated Rights Agreement, dated as of July 29, 1999, between Novoste Corporation and American Stock
Transfer and Trust Company, which includes as Exhibit B thereto the Form of Right Certificate. (5)

4.17(b) Amended and Restated Summary of Rights to Purchase Preferred Shares of Novoste Corporation. (5)

4.20 Registration Rights Agreement dated as of March 28, 2000 by and between Novoste Corporation and the investors listed on the
signature pages thereto. (6)

31.1 Certification of Alfred J. Novak, Chief Executive Officer, pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities
Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. *

31.2 Certification of Subhash C. Sarda, Chief Financial Officer, pursuant to Rules 13a-14(a) and 15d-14(a) under the Securities
Exchange Act of 1934, as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. *

32.1 Statements of Alfred J. Novak, Chief Executive Officer, and Subhash C. Sarda, Chief Financial Officer, pursuant to 18 U.S.C.
Section 1350. *

(1) Filed as same numbered Exhibit to the Registrant�s Report on Form 10-K filed on March 11, 2004.
(2) Filed as same numbered Exhibit to the Registrant�s Report on Form 8-A filed on November 5, 1996.
(3) Filed as same numbered Exhibit to the Registrant�s Report on Form 10-Q filed on November 4, 2003.
(4) Filed as same numbered Exhibit to the Registrant�s Registration Statement on Form S-1 (File No. 333-03374).
(5) Filed as same numbered Exhibit to the Registrant�s Registration Statement on Form 8-A/A (File No. 000-20727).
(6) Filed as same numbered Exhibit to the Registrant�s Report on Form 8-K filed April 6, 2000.
 * Filed herewith

30

Edgar Filing: NOVOSTE CORP /FL/ - Form 10-Q

Table of Contents 48



Table of Contents

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 hereunto duly authorized.

NOVOSTE CORPORATION

/S/ SUBHASH C. SARDA

SUBHASH C. SARDA
Chief Financial Officer, Principal Financial and

Accounting Officer

May 10, 2005

Date
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