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Business Description

Photo Control Corporation designs, manufactures, and markets professional cameras, package printers, electronic flash equipment,
lens shades and photographic accessories. In 2000 it added a second line of business, the Bookendz docking station for Apple
PowerBook and IBook computers. The principal market for the camera equipment is the sub-segment of the professional
photography market which requires high-volume equipment, such as school photographers. The market for photographic package
printers is photographic processing labs which specialize in producing photographic color print packages such as wedding and
school photography. The market for the electronic flash equipment and lens shades extends to all professional and to more
experienced amateur photographers. The market for Bookendz is all owners of the Apple PowerBook and IBook computers. The
geographic area in which the equipment is marketed consists of the entire United States and to some foreign countries. All products
are sold by employees with the exception of the lens shades, where eight independent representatives are used.
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To Our Stockholders:

2001 was a year of change. Jack Helmen became Chairman, having held the position of President and CEQ for the last four years.
Curt Jackels became President and CEO, having been the Vice President-Finance. Bob Leidlein joined the Company as Vice
President-Marketing. The Board added two new members, Dick Kiphart, a Principal at William Blair and Company, L.L.C. and
John McMillan, the President of Scotia Technology, LLC. We feel that we have built a strong team for the future.

Although 2001 was a successful year, our performance was not as good as in 2000. Our sales were $10,809,000 and our net income
before taxes was $1,081,000. Our total sales decreased by $1,540,000 in 2001 from 2000. Sales of the camera product line
decreased by 33,147,000 in 2001 from 2000 because of completing a six million dollar contract during 2001 that was not renewed.
However, this decrease was partially offset by sales of $1,665,000 of our two new product lines, the Bookendz docking stations and
the Lindahl lighting shades. We feel we have made two good product line acquisitions. Cur net income before taxes was
$1,081,000 in 2001 as compared to $1,298,000 in 2000. Although, our income before income taxes declined by $217,000 because
of the decrease in sales, we became a more efficient company in that our gross profit increased to 32.2% in 2001 from 28.7% in
2000.

We introduced three new digital camera products at the Photo Marketing Association trade show in February 2002. We hope these
new products along with the two product lines, Bookendz and Lindahl, will increase our sales. We are continually looking to make
more acquisitions. Because of our strong cash position, no debt and over $8,000,000 in stockholders equity, we are in an
outstanding position to pursue growth through acquisition and to expand our existing product lines.

Sincerely,

S

xecutive Officer

Curt Jackels

President and Chie
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PART I

Item 1. Business

(a) General Development of Business.

Photo Control Corporation (the "Registrant" or the "Company") was organized as a Minnesota corporation in 1959. The Registrant
acquired all of the outstanding stock of Norman Enterprises, Inc. ("Norman"), a California corporation, in 1973. In June 1983, the
Registrant acquired all of the outstanding stock of Nord Photo Engineering, Inc. ("Nord"), a Minnesota corporation. In October
1997, Norman’s manufacturing operations were moved to Minnesota and the land and building in California was sold. In October
1998 the remaining sales and service facility was closed and moved to Minneapolis. Effective January 1, 1998 the Registrant
liquidated both subsidiaries and transferred the assets to Photo Control Corporation, the parent company.

The Company designs, manufactures, and markets professional Camerz cameras, long-roll film magazines, photographic
accessories, Norman electronic flash equipment, Nord photographic package printers and Lindahl photographic accessories. In
October 2000, the Company acquired a non-photographic line, the Bookendz docking station for Apple PowerBook and IBook
computers.

(b) Financial Information About Segments.

During the year ended December 31, 1999, the Registrant was engaged in one industry which consisted of designing,
manufacturing, and marketing professional photographic equipment. In 2000 the Company purchased a second preduct line, the
Bookendz docking station for the Apple PowerBook computers. See Footnote 11 to Financial Statements for information about
industry segments for the years ended December 31, 2001 and 2000.

(c) Narrative Description of Business.

(c) ()(i) Principal Products, Services and Markets. The Registrant designs, manufactures and markets Camerz professional
cameras, long-roll film magazines, photographic accessories, Norman electronic flash equipment, and Nord photographic package
printers. In November 2000 this product line was expanded by the purchase of the Lindahl product line which consists of lens
shades, light filters and flash brackets. The Lindahl product line is manufactured in our existing facilities and distributed by use of
our employee salesmen and eight independent representatives to the Lindahl dealers. In Cctober 2000 the Company purchased the
Bookendz docking station for Apple PowerBook computers. The Bookendz product line is manufactured in our existing facilities
and distributed by use of our employee salesmen to end users and resellers of Apple products.

The principal market for the Registrant's Camerz long-roll camera equipment is the sub-segment of the professional photography
market requiring high-volume equipment, such as elementary and secondary school photographers. The market with respect to the

‘Norman electronic flash equipment and Lindahl lens shades is broader, extending to all professional photographers and to

experienced amateur photographers. The market for Nord photographic package printers is photographic processing labs which
specialize in producing photographic color print packages such as those often produced for weddings and school photography. The
market for the Bookendz docking station is the owner of the Apple PowerBook or IBook computer. The geographic market in
which the Registrant competes with respect to long-roll camera equipment, flash equipment, printers and lens shades consists of the
entire United States and, to a lesser extent, some foreign countries, The Bookendz docking station is sold internationally, although
substantially all sales are in the United States.

The Registrant markets most of its Camerz cameras, film magazines, Norman electronic flash and lighting equipment, Lindahl lens
shades and photographic accessories through its three employee salesmen and through the part-time use of service employees. In
addition, eight independent representatives are used to sell the Lindahl product line. These products are marketed primarily under
the tradenames, "Camerz", “Norman”, “Nord” and “Lindahl”. Bookendz products are marketed by use of the same employees that
are used for the photographic products. It is expected that the sales force will remain at the current level during 2002.




(c)(1)(i1) New Products and Services. In 2001 the Company introduced an updated version of the ZIII digital split view preview
system which increased the size of the digital camera from 1.3 mega pixels to 2 mega pixels. A new 120 film size short roll film
back for the ZII and ZIII cameras was also released. In the Norman product line a new higher powered battery charger for the 200C
and 400B battery portable electronic flash system was introduced. The Allure C1000, a constant light source for video, digital and
still imagery, was marketed in June 2001. A dock for the Apple IBook laptop computer was introduced in December 2001.

(c)(1)(1ii) Sources and Availability of Raw Materials. Materials required for the Registrant's photographic equipment consist
primarily of fabricated parts, lenses, electronic components, and lights, most of which are readily available from numerous sources.
Material for the Bookendz product consist primarily of electronic components and fabricated parts which are readily available.

(c)(1)(iv) Patents, Trademarks, Licenses, Franchises and Concessions. When the Company acquired the Bookendz product line in
2000, it also acquired the exclusive license right to patent number 5,186,646. Upon payment of the amount due under the purchase
agreement the Company will own the patent. The patent provides for multiple ports or connections which allows for easy and quick
connection between two devices. Also in 2000, utility patent number 6,024,461 and design patent number 428,661 were issued for
a lamphead having a multi-positional base and removable mountable reflector flashtube assembly. The patented lamphead is used
in the Norman flash equipment product line and allows for interchange of the flashtube assembly on the lamphead. The Registrant
received U.S. Patents Nos. 5,294,950 on March 15, 1994 and 5,812,895 on September 22, 1998 for an identification system for
automated film and order processing including machine and human readable code.

The Registrant is the owner of the registered trademark, "Camerz," and the logo-type used in connection with the sale of
photographic equipment under the name Camerz. Also, the Registrant owns the registered trademarks “Smart System,” "Portrait
Express,” "Nord,” "ESP,” “Lindahl” and a logo-type design referred to as the "Micrometer." Upon payment of the amounts due
under the purchase contract, the Company will own the registered trademark “Bookendz” and now has the exclusive license to the
name until the contract is paid.

Although the Registrant's patents and trademarks are valuable, they are not considered to be essential to the Company's success.
Innovative application of existing technology along with providing efficient and quality products are of primary importance.

The Registrant has entered into agreements with employees which agreements grant the Registrant a exclusive right to use, make
and sell inventions conceived by employees during their employment with the Registrant. The Registrant believes that the right to
use, make and sell such inventions adequately protects the Registrant against any employee who might claim an exclusive
proprietary right in an invention developed while the employee was employed by the Registrant.

(c)(1)(v) Seasonal Fluctuations. The photographic equipment business is somewhat seasonal, with a larger volume of sales from
March through October. Historically, the Bookendz product has less sales volume in the summer months.

(c)(1)(vi) Working Capital Practices. The Registrant believes that its working capital needs are typical to the industry. The nature
of the Registrant's business does not require that it provide extended payment terms to customers. The Registrant maintains an
inventory of raw material and finished products and permits customers to return only defective merchandise.

{c)(1){vii) Single Customer. During the years ended December 31, 2001, 2000 and 1999, the Company derived 27.7%, 50.0% and
16.5%, respectively, of its sales from an unaffiliated customer, Lifetouch Inc. and its affiliates. During the years ended December
31, 2001, 2000 and 1999, 15.5%, 4.8% and 10.8%, respectively, of the Company’s sales were from another unaffiliated customer,
CPI Corp. During the years ended December 31, 2001, 2000, and 1999, 2.8%, 0.5% and 10.0%, respectively, of it sales were from
a third unaffiliated customer, PCA National, Inc.

(c)(1)(viii) Backlog. The dollar amount of backlog believed by the Registrant to be firm at the years ended December 31, 2001,
2000 and 1999, is $965,000, $2,872,000 and $6,217,000, respectively. The Registrant anticipates that it will be able to fill all
current backlog orders during the fiscal year ending December 31, 2002 except for $104,000 which will be shipped in 2003 at the
customers request. :

(c)(1)(ix) Government Contracts. No material portion of the Registrant's business is subject to renegotiation of profits or

termination of any contract or subcontract at the election of the Government.




(c)(1)(x) Competition. Primary methods of competition for the Company's products are product performance, reliability, service,
and delivery. The Registrant's two primary competitors with respect to such equipment are Sienna Imaging, Incorporated, acquired
by Gretag Imaging Group in 2000, which sells photographic printers, and Beattie Systems, Inc., which sells long-roll cameras.
Because of varying product lines, the Registrant is unable to state accurately its competitive position in relation to such competitors.
In the somewhat broader market in which the Norman professional studio electronic flash equipment competes, there are
approximately ten significant competitors, several of which are well established. The Registrant is unable to state accurately
Norman's overall competitive position in relation to such competitors. Norman's dominant competitors are Broncolor, Dynalite,
White Lighting, Photogenic, ProFoto and Speed-O-Tron. The Lindahl lens shades and Bookendz docking station have no known
competitors.

(c)(1)(xi) Research and Development. For the years ended December 31, 2001, 2000 and 1999, the Registrant spent $713,000,
$551,000 and $588,000, respectively, on research activities relating to the development of new products, services, and production
engineering. The Company intends to maintain its level of spending on research and development.

(c)(1)(xii) Environmental Regulation. Federal, state and local laws and regulations with respect to the environment have had no
material effect on the Registrant's capital expenditures, earnings, or respective competitive positions.

(c)(1)(xiii) Employees. As of December 31, 2001, the Registrant had 58 full time employees and 6 part time employees. The
Registrant utilizes subcontract personnel on a temporary basis to supplement its regular work force which totaled 5 people as of
December 31, 2001.

(d) Financial Information About Foreign and Domestic Operations and Export Sales. The Registrant has no operations based

outside of the United States. During each of the last three years ended December 31, 2001, slightly more than 5% of the
Registrant's consolidated sales were derived from export sales.




Item 2. Properties

The Registrant's principal property is located at 4800 Quebec Avenue North, Minneapolis, Minnesota. The building at that location
consists of 60,000 square feet and is located on 3 1/2 acres of land. The building was constructed in 1971 and was purchased in
1980. Extensive remodeling has been done to meet the specific needs of the Company. The Registrant first occupied the building
during the fall of 1980, and uses the building for the manufacturing of all its products and as corporate offices.

A 5,000 square foot building in Hinckley, Minnesota, on one acre of land is leased to a retail organization which has an option to
purchase at various points during a five year lease. Prior to 1996, the building housed the optical manufacturing which was moved
to Minneapolis.

The Registrant leases a four thousand square foot building in Burbank, California which housed a service and sales department.
The facility was closed in October 1998 and the activities moved to Minnesota. The building is now sublet to a third party for the

remainder of the lease term which expires on September 30, 2002.

The Registrant believes its present facilities are adequate for its current level of operation and provide for a reasonable increase in
production activities.
Item 3. Legal Proceedings

The Registrant is not a party to, and none of its property is the subject of, any material pending legal proceedings.

Item 4. Submission of Matters to & Vote of Security Holders

No matter was submitted to a vote of the Registrant's shareholders during the Registrant's quarter ending December 31, 2001.




Executive Officers of the Registrant

Name, Age and
Present Position of Officer

Business Experience

John R. Helmen, 61
Chairman

Curtis R. Jackels, 55
Chief Executive Officer
President and Director

Robert A, Leidlein, 52
Vice President-Marketing

Mark J. Simonett, 45
Secretary

Mr. Helmen was appointed Chairman of the Registrant in June 2001 when he resigned
from his positions of President and CEQ. He was the President of the Registrant since
April 1997. In August 1997, the Board of Directors appointed him CEO and a director of
the Registrant. Mr. Helmen was employed by Supra Color Labs, Inc. as Vice President,
Director of Sales and Marketing from 1977 through 1979, President from 1979 through
1993, and General Manager after the sale of Supra Color to Burrel Professional Labs in
1993 '

Mr. Jackels was appointed CEC and President of the Registrant in June 2001. He had
been Vice President-Finance of the Registrant since August 1985 and Treasurer since
November 1980. He has been a director since May 2001. Mr. Jackels was controller
from June 1978 to November 1980. Prior to June, 1978, Mr. Jackels was employed by
two public accounting firms.

Mr. Leidlein joined the Registrant in August 2001. From May 1995 to July 2001, Mr.
Leidlein was the Group Executive International Operations of Photo Marketing
Association International. From August 1985 to April 1995, Mr. Leidlein had been
President of Photoquip.

Mr. Simonett has served as the Registrant’s General Counsel and Personnel Director since
September 1992, as Secretary since May 1993, and as Vice President from May 1998 to
June 30, 1999. He also served as a director of the Registrant from April 2000 to May
2001. Beginning July 1, 1999, Mr. Simonett continued to serve part-time as General
Counsel and Secretary. Mr, Simonett also works as an attorney on contract with the Law
Department of Schwan’s Sales Enterprises, Inc.

The term of office for each executive officer is from one annual meeting of directors until the next annual meeting or until a
successor is elected. There are no arrangements or understandings between any of the executive officers and any other person
(other than arrangements or understandings with directors or officers acting as such) pursuant to which any of the executive officers
were selected as an officer of the Registrant. There are no family relationships between any of the Registrant’s directors or
executive officers.




PART II
Item 5: Market for Registrant’s Common Equity and Related Shareholder Matter

Selected Common Stock Data

The Company's Common Stock is listed on the National Association of Securities Dealers Automated Quotation System
(NASDAQ) . The Company has never paid any cash dividends. It intends to retain earnings to finance the development of its
business. Stockholders of record on December 31, 2001 numbered 307. The Company estimates that an additional 400
stockholders own stock held for their account at brokerage firms and financial institutions. The following table sets forth the high
and low sales prices for the periods set forth below. The source of the prices is the NASDAQ Historical Trade Tables.

2001 2000
Quarter Ended High Low High Low
March 31 3.87 2.12 2.97 2.00
June 30 3.25 2.56 3.81 243
September 30 3.30 2.05 3.94 2.38
December 31 2.51 1.40 3.44 2.38




Item 6: Selected Financizl Data

Net Sales .ovvvieveniiiiiececeenereeennens
Net Income (LoSS) .ooveevvecviccnviennnnne.
Net Income (Loss) Per Share..............
Return on Sales .....coooveviieniiinennennn
Retum on Beginning Net Worth ........
Return on Beginning Assets...............
Working Capital ......cccccoveevvevirncennnen,
Plant and Equipment .........cccccvevriine
Total ASSEtS...ccivceerereircernienne e
Long-Term Debt.......coocviiviiincnnnns
Stockholders' EQUity.......c.cocceinviiiiunnn,
Book Value Per Share........ccconeveenene
Shares OQutstanding.....................

Year Ended December 31

2001

$10,809,359
721,741
45

6.7%

9.8%

7.2%
$7,327,956
1,451,023
10,318,997
0
8,091,741
5.04
1,604,163

2000

$12,349,983

1,118,805
70

9.1%

17.9%

13.8%
$4,949,100
1,571,239
10,075,619
504,240
7,370,000
4.60
1,604,163

1939

$9,335,077
300,533
19

3.2%
51%
4.0%

$4,846,502
1,621,675
8,109,810
0
6,251,195
3.90
1,604,163

1998

$10,014,685
(1,017,170)
(.63)
(10.2)%
(14.6)%
(12.4)%
$4,364,249

1,757,246
7,452,931
0
5,950,662
371
1,604,163

1997

$10,423,244
(2,259,251)

(1.41)

(21.7%%

(24.5)%
(20.0)%
$5,166,898
1,879,280
8,181,990
0
6,967,832
434
1,604,163




Item 7: Management's Discussion and Analysis of Financial
Condition and Results of Operations

General

Photo Control Corporation is a manufacturer of professional photographic equipment and the Bookendz docking stations. There are
four photographic product lines: long-roll cameras, photographic package printers, electronic flash equipment and lens shades. The
cameras, electronic flash equipment and lens shades are used primarily for portrait, commercial and school photography. The
package printers are used by photographic processing labs which specialize in producing color print packages such as wedding and
school photography. The Bookendz product line is a docking station for the Apple Powerbook and Ibook computers.

In recent years there has been a consolidation in the markets served by our photographic equipment, resulting in excess capacity and
sales to fewer customers. In addition, the technology related to many areas of image processing is rapidly changing and as a result,
customers are reluctant to purchase new equipment. Because of this decline in the number of our traditional customers, two product
acquisitions, the Lindahl lens shades and Bookendz docking station were made in 2000. The Lindahl line was purchased at a total
cost of $355,864 and consisted primarily of inventory and certain related equipment and tooling. This line compliments our current
photography accessory products and the end users are primarily portrait studios. The Bookendz product was purchased for a total
cost of $1,760,000 of which $1,655,000 was the cost of the patent rights and $105,000 for inventory and tooling. This product is a
docking station for the Apple PowerBook computer and all owners of the PowerBook are potential customers. In 2001 a docking
station for the Apple IBook Computer was designed and was sold beginning in December 2001. All products are sold by employees
with the exception of the lens shades where eight independent representatives are used.

Results of Operations
The following table presents selected items from the Company's Statements of Operations expressed as percentages of sales for the

year indicated. YEAR ENDED DECEMBER 31

2001 2000 1999
Sales 100.0% 100.0% 100.0%
Gross Margin 322 29.7 28.7
Marketing & Administrative 15.6 14.7 19.2
Research, Development & Engineering 6.6 4.5 6.3
Income Before Taxes 10.0 10.5 3.2
Net Income 6.7 9.1 3.2
Sales

Total sales in 2001 decreased $1,540,000 compared to 2000. Camera sales decreased by $3,147,000 in 2001, primarily due to the
completion of a $6,200,000 camera contract that wasn’t renewed. Sales of the new Bookendz product line increased $1,067,000.
This product line was purchased in October 2000 and 2001 sales reflect a full year of operation. Sales of the Lindahl product line
increased $487,000. This product line was purchased in November 2000 and 2001 sales reflect a full year of operations. Lighting
sales increased by $269,000 primarily reflecting pricing increases. Package printer sales decreased by $126,000. Sales of the printer
product line are under $300,000 annually. No new optical package printers have been sold in the last two years. The Company sells
printer service parts to the extent that they are available.

Total sales in 2000 increased $3,014,000 or 32.3% as compared to 1999. Camera sales increased $4,424,000 primarily due to a
$6,200,000 contract under which shipments began in December 1999 and continued until August 2001. Also, sales of the zoom
camera and the digital splitview increased in 2000. Sales of the two new products, Bookendz and lens shades, contributed
$110,000. Sales of printer products declined $668,000 and the electronic flash equipment decreased $852,000. The decline of the
printer product sales is attributed to the consolidation and technology changes discussed above. The flash equipment decline is due
to one large OEM customer who did net reorder in 2000.
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Gross Margins

The gross margins were 32.2%, 29.7% and 28.7% for the years ended December 31, 2001, 2000 and 1999, respectively. It is
expected that gross margins in 2002 will remain at approximately 30.0% if sales volume does not significantly change. However,
gross margins are expected to fluctuate on a quarterly basis because of product mix changes and the seasonality of sales.

Marketing and Administrative

Marketing and administrative expenses were $1,687,717, $1,821,165 and $1,796,139 for the years ended December 31, 2001, 2000
and 1999, respectively. As a percentage of sales, marketing and administrative expenses have changed to 15.6% in 2001 from 14.7%
in 2000 and from 19.2% in 1999. Market and administrative expense increased as a percentage of sales from 2001 to 2000 because
the expenses did not decrease proportionally with the sales decrease.

Research, Development and Engineering

Research, development and engineering expenses were $713,112, $551,457 and $588,194 for the years ended December 31, 2001,
2000 and 1999, respectively. In 2001, the Company developed three new digital camera products and a docking station for the Apple
[Book Computer.

Quarterly Results
The three years ended December 31, 2001 reflects the seasonal demand for the Company’s products of relatively high sales in the
second and third quarters.

Income Taxes

In 2001, the Company’s provision for current income taxes was $200,000. In addition, the Company fully reserved its deferred
income tax assets of $846,000 with a $846,000 valuation allowance, resulting in a $160,000 deferred income tax provision for a total
income tax provision of $360,000. In 2000, the Company used all of its tax loss carry forwards which resulted in an effective tax rate
of 13.8% and a provision of $180,000 for income taxes. In 1999, the Company used its tax loss carry forwards to offset its income
resulting a zero provision for income taxes.

Liquidity and Capital Resources
Cash increased to $3,019,781 at December 31, 2001 from $1,254,660 at December 31, 2000. Working capital increased to $7,327,956
at December 31, 2001 from $6,387,669 at December 31, 2000 as a result of an increase in cash.

Capital expenditures were $215,354 in 2001, $243,638 in 2000 and $181,606 in 1999. The Company also spent $1,655,000 to
acquire the Bookendz patent rights in 2000. The Company estimates that additional capital investments for property and equipment
will be approximately $300,000 in 2002.

The Company has an unsecured line of credit for $1,000,000 at the prime rate of interest. At December 31, 2001, there were no
borrowings under the line.

The Company believes that its current cash position, its cash flow from operations and amounts available from bank borrowing
should be adequate to meet its anticipated cash needs for working capital and capital expenditures during 2002,
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Cautionary Statemenmnt

Statements included in this management’s discussion and analysis of financial condition and results of operations, in the letter to
stockholders, elsewhere in the Company’s Form 10-K and in future filings by the company with the Securities and Exchange
Commission which are not historical in nature are identified as “forward looking statements” for the purposes of the safe harbor
provided by Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended. The Company cautions readers that forward looking statements, including without limitations, those relating to the
Company’s future business prospects, revenues, gross profit margins, working capital, liquidity, capital needs, interest costs, and
income, are subject to certain risks and uncertainties that could cause actual results to differ materially from those indicated in the
forward looking statements. The risks and uncertainties include, but are not limited to, economic conditions, product demand and
industry capacity, competitive products and pricing, manufacturing efficiencies, new product development and market acceptance,
the regulatory and trade environment, and any other risks indicated.

Item 7A: Quantitative and Qualitative Disclosures About Market Risk

The Company’s line of credit described in Footnote 4 to the Financial Statements carries interest rate risk. Amounts borrowed
under this agreement are subject to interest charges at a rate tied to the lending base rate which is generally prime rate. There were
no borrowings under the line in 2001 or 2000. The Company’s cash and cash equivalents consist of cash and money market funds.
All amounts are placed with creditworthy financial institutions, however the rate of return will fluctuate with the change in market

interest rates.
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Item 8: Financial Statements and Suppiementary Data
Independent Auditor's Report

Board of Directors and Stockholders
Photo Control Corporation

We have audited the accompanying balance sheets of Photo Control Corporation as of December 31, 2001 and 2000, and the
related statements of changes in stockholders' equity, operations and cash flows for each of the three years in the period ended
December 31, 2001. These financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Photo Control Corporation as of December 31, 2001 and 2000 and the results of operations and cash flows for each of the three
years in the period ended December 31, 2001, in conformity with accounting principles generally accepted in the United States of
America.

Minneapolis, Minnesota Virchow, Krause & Company, LLP
January 18, 2002
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Statements of Operations

Year Ended December 31
2001 2000 1999
NELSALES ooiiiiriiieeciei et st sabe e $10,809,359 $12,349,983 $9,335,077
COSt OF SAlES ...ocvviiviiiei it et 7,326,789 8,678,556 6,650,211
Gross Profit...c..ccceeeiiiiiiieiiiiecree et 3,482,570 3,671,427 2,684,866
B P EIISES . . ettt
Marketing and Administrative...................ooeienan. 1,687,717 1,821,165 1,796,139
Research, Development and Engineering....................... 713,112 551.457 588.194
2,400,829 2,372,622 2,384,333
Income Before INCOme TaxeS......oovvivvierveeiieeniieiicie s iecee e 1,081,741 1,298,805 300,533
INCOME TaAX....viiiiiiiicec e 360.000 180,000
NETINCOME ..o $721,741 31,118,805 $300,533
Net Income Per Common Share-Basic ............coovvevieeiniviinnnn, $ 45 $ .70 3 19
Net Income Per Common Share-Diluted ..............cooivee i $ 43 $ .67 $ 18
See accompanying Notes to Financial Statements
Statements of Changes in Stockhelders' Equity
Commen Steck
Number Additional
of Paid-In Retained
Shares Ameount Capital Farnings
Balance at December 31, 1998 .....ccoiioviiiie e, 1,604,163  $128,333 $1,393,484 $4,428,845
Net InCoOme. ..o 300,533
Balance at December 31, 1999.......covvvviivviiiiiieceieeeve e, 1,604,163 128,333 1,393,484 4,729,378
NetInCome. ..o e 1,118.805
Balance at December 31, 2000.............coveevvimriivieccncirieecen, 1,604,163 128,333 1,393,484 5,848,183
Net InCOmME. ..o e 721,741
Balance at December 31, 2001...........ccooiiiiinin e, 1,604,163 3128333 $1,393.484  $6,569,924

See accompanying Notes to Financial Statements
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Balance Sheets

Decembem’ 31

Assets 2001 2000
Current Assets
Cash and Cash EQUIVALENIS ......c..cecveeeriiiciieeicn e sis s st st cvenens $3,019,781 $1,254,660
Accounts Receivable, Less Allowance of $40,000 .........cccoveveinni e, 490,939 1,283,855
INVENIOTIES oooovreeieisereceer ettt ie e e s e e e esseas e s et e s ssas st ssssessssrsrines 3,574,479 3,771,263
Prepaid EXPenses ... vrnincnicnecicencncsicnsciscreeccnesnnenerees et - 154,977 77,891
Refundable Income Taxes ......c.ccovvinnii e 87,780
TO1a] CUITENE ASSELS.......ovieieeeeeieeeeeeeereestereseeeeeseeteessereseesesaessesesereseneseseens 7.327.956 6.387.669
Other Assets
Patent Right, Net of AMOTtZation .......cccooveveioinineninirienine s 1,448,122 1,625,446
Cash Value of Life INSULANCE. ........couicoirereneecrenrieeeaeseessesseeveesassressesaesressessassessees 91,896 331,266
Deferred INCOME TAXES ...ovvverevereereieeceesie s ieessss s v eb ettt st sttt veressnaenn 160.000
TOtAl OthEr ASSEES.....civivciiiii e iieeree ettt estr st ee st e stee et e sra s e e erssneeerrssreens 1,540,018 2,116,712
Plant and Equipment
Land and Buildifg .....c..cccovviiriieiiicienie it e st e ve s sssanes 2,310,823 2,310,823
Machinery and EQUIPIMENT.........cccoviiiiriieiieeiicnr st et ssae s v enos 2,525,536 2,542,133
Accumulated DePreciation.........occvuveveerivierrnierenneeenere e rceresesesreeseseeaeseenens (3.385.336) (3.281.718)
Total Plant and EQUIPIMENL.........cocvevivreeieevierieienecsecsee e st ensnnas 1,451,023 1,571,238
$10,318,997 $10,075.619
Liabilities and Stockholders’ Equity
Current Liabilities
Current Portion of Purchase COontract..........ovevvemnvensevisiormsisresseersesesresssssseenns $507,840 - $240,000
Accounts Payable........occviecviivicieiiectiesieies ettt 132,181 377,164
Accrued Payroll and Employee Benefits ........c..ccoveeevrcovcrenrrinvornncrncnrnrreneneans 336,153 387,896
ACCTUEA BXPENSES....eiiiiiriciieictieie ettt er et eae et setesteessetsarestterssreaseesesresaestsans 338,386 249,679
Accried INCOME TAXES .....ooviviiiiiieecciccre st e s b sraesrre e e sreesnesaesevesetessbean 183,830
Total Current Liabilities . .....cocvivvviiiireieriiceesiesereesae e sres e e esanesanne e 1,314,560 1,438,569
Other Accrued Expense ,
Retirement Benefit........ccccocoiiivre ittt rb e e s na e b s eae s 912,696 762,810
Amount Due on Purchase COntract........co.vvvvvvveenrecririeenieriorene e e seeesvesessaeseans : 504,240
912.696 1,267,050
- Stockholders' Equity
| Common Stock
Par Value $.08 Authorized 5,000,000
Shares Issued 1,604,163, .. ..ot esbe e e ere e eae s 128,333 128,333
Additional Paid-In Capital.........c.cccooeiviniierenic i eenieree s sneie e sre e sese e 1,393,484 1,393,484
Retained Earnings........ooooiiiiiiiiiiiiii et s 6,569,924 5.848.183
Total Stockholders' EQUItY .....c.cceveiieiieeectesere ettt cnesneas 8,091,741 7.370.000
1031 7 10,0 1

See accompanying Notes to Financial Statements
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Statements of Cash Flows

Year Ended December 31
2001 2000 1999
Cash flows from operating activities:
Net income from Operations............ccoeeevinecrerrnrecnsreneeenans $721,741 $1,118,805 $300,533
Items not affecting cash-
Depreciation......c.coecereeeeeriirisiinieieeneeeeeneeeesie e 283,848 230,739 270,323
AMOTHZAON ...vveeieeeccee et e 177,324 29,554
Deferred retirement benefit.......c...ccveevviivievieiicieennns 151,241 147,626 139,214
Loss on sale of equipment........cococovervicrennnernnienens 10,374 54,361 36,354
Provision for inventory obsolescence..........c..ccoveennnn. 157,936 395,487 235,750
Deferred income taxes.........ooovvviviniviineriniiinnnns 160,000
Payment of deferred compensation............ccocveerrenveverernne (216,688) (69,964) (69,965)
Change in operating assets and liabilities:
Receivables ..o 792,916 (636,258) (308,704)
N N5 11003 ¢ L1 PO SRR 38,848 311,890 (599,735)
Prepaid expenses.................. s (77,086) (3,461) (8,785)
Accounts payable .........coovceveieiiiieiree et (244,982) 95,747 177,509
Accrued EXPEnSES . ...ovvivriiiiiesrene e etae e errea e eerees 36,964 (254,475) 109,588
Accrued and refundable income taxes..............coc...... 271.610) 183.830
Net cash provided by
OPETAtiNg ACHVIIES ..ocvvveeereierneerrereeiseeieeerarene s 1.720,826 1.603.881 282,082
Cash flows from investing activities:
Purchase of patent right ........coovniveniiii e (895,000)
Proceeds from sale of equipment.........cocoeveevvviniiininnnnnnn, 41,346 8,975 10,500
Additions to plant and equipment.............cc.ccoooeiciirninninnn (215,354) (243,638) (181,606)
Proceeds from life insurance.................cooeiiiiiiiininnn, 458,951
Additions to cash value of life insurance.............ocooveeeennnn. (3.888) (23.100) (23.100)
Net cash provided (used)
i N INVESting aCtiVIties .....cocvoiviievrinereerereereeens 280.695 (1,152.763) (194.206)
E Cash flows from financing activities:
] Payment on purchase Contract ...........coocovcvirereeererieinnenenns (236.450) (15,760)
1 Change in cash and cash equivalents..........c.coceeinericrrncviviniennnenns 1,765,121 435,358 87,876
Cash and cash equivalents at beginning of year............cococecerernen. 1,254,660 819,302 731,426
Cash and cash equivalents at end of year..........ccocoveeneiiicneenenn, $3,019,781 $1,254 660 819,302
Supplemental disclosure information:
INncome tax PAYIMENLS ....co.oeviiriiirierieieie e eeeereene s 471,61 $ 7532 $ 4464
Non-cash investing and finance activity:
Purchase of patent right with contract..........c.cocccevvvirevnnennns b $760,000 $

See accompanying Notes to Financial Statements
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Notes to
Financial Statements

Note 1. Business Description

Photo Control Corporation (the Company) designs, manufactures and markets professional cameras, photographic package printers,
electronic flash equipment, and related photographic accessories. In November 2000 the Company expanded its photographic line
by purchasing the Lindahl product line which consists of lens shades, light filters and flash brackets. Also in October 2000, the
Company purchased a second line of business, the Bookendz docking station for the Apple PowerBook computer.

The principal market for the Company’s long-roll camera equipment is the sub-segment of the professional photography market
requiring high-volume equipment, such as elementary and secondary school photographers. The market with respect to electronic
flash equipment and the Lindahl products is broader, extending to all professional and commercial photographers and to
experienced amateur photographers. The market for photographic package printers is photographic processing labs which
specialize in producing photographic color print packages such as those often produced for weddings and school photography. The
market for Bookendz is all owners of the Apple PowerBook and IBook computers. The geographic market in which the Company
competes consists of the entire United States and, to a lesser extent, some foreign countries.

In 2001, sales of camera equipment was the highest followed by flash equipment, Bookendz and Lindahl sales. In 2000, sales of
camera equipment was highest followed by flash equipment and printer sales. No new printer equipment has been sold in the last
two years and sales for this product line consist of service parts. There has been a consolidation of school photography and studio
portrait photography in recent years which has concentrated the Company’s sales to fewer customers. It is expected that this trend
will continue. In 2001, three customers accounted for 46.0% of the Company’s sales, in 2000 55.3% and in 1999 37.3%. Due to
the rapidly changing technology related to many areas of image processing, the Company has discontinued manufacturing of many
products and is replacing them with newer, updated equipment.

Note 2. Significant Accounting Policies

Use of Estimates - Management uses estimates and assumptions in preparing financial statements in accordance with accounting
principles generally accepted in the United States of America. Those estimates and assumptions affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities, and the reported revenues and expenses. Actual results could
vary from the estimates that were assumed in preparing the financial statements,

Revenue Recognition - Sales are recorded when the product is shipped and returns are permitted only for defective equipment.

Inventories - Inventories of raw materials, work in process and finished goods are valued at the lower of cost (first-in, first-out) or
market. Market represents estimated realizable value in the case of finished goods and replacement or reproduction cost in the case
of other inventories. Because of changing technology and market demand, inventory is subject to obsolescence. An annual review
is made of all inventory to determine if any obsolete, discontinued or slow moving items are in inventory. Based on this review,
inventory is disposed of or an allowance for obsolescence established to cover any future disposals.

Plant and Equipment - Plant and equipment are stated at cost. Depreciation is computed primarily on the straight-line method
over the estimated useful lives of 35 years for the building and 3 to 7 years for machinery and equipment. Ordinary maintenance
and repairs are charged to operations, and expenditures which extend the physical or economic life of property and equipment are
capitalized. Gains and losses on disposition of property and equipment are recognized in operations and the related asset and
accumulated depreciation accounts are adjusted accordingly. The Company assesses long-lived assets for impairment under FASB
Statement 121 using estimates of undiscounted future cash flows. Under those rules, long-lived assets are included in impairment
evaluations when events or circumstances exist that indicate the carrying amount of those assets may not be recoverable.

Fair Value of Financial Instruments - The carrying amounts for cash, receivables, accounts payable and accrued liabilities
approximate fair value because of the short maturity of these instruments. The company does not have any derivative financial
instruments.
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Amortization of Patent Right — Patent cost of $1,655,000 is being amortized over nine years. As of December 31, 2001 the
unamortized balance is $1,448,122. ‘

Research and Development - Expenditures for research and development are charged against operations as incurred.

Income Taxes - Deferred income taxes are provided for expenses recognized in different time periods for financial reporting and
income tax purposes. These differences consist primarily of deferred retirement benefit that is not deductible for taxes and
inventory which has a higher tax basis than for financial reporting purposes.

Advertising - Advertising costs are included in Marketing and Administrative Expenses and are expensed as incurred. Advertising
expense was $89,000, $57,000 and $114,000 for the years ended December 31, 2001, 2000 and 1999 respectively.

Cash Equivalents - The Company considers all highly liquid debt instruments purchased with a maturity of three months or less to
be a cash equivalent. Cash and cash equivalents consist of short-term securities and bank balances. The Company at December 31,
2001 and periodically throughout the year has maintained balances in various operating and money market accounts in excess of
federally insured limits. °

Net Income Per Share - Net income per common share was based on the weighted average number of common shares outstanding
during the period when computing the basic earnings per share. When dilutive, stock options are included as equivalents using the
treasury stock market method when computing the diluted earnings per share. The weighted average number of common shares
outstanding for the three years ended December 2001, was 1,604,163, The basic earnings per share was $.45, $.70 and $.19 for the
years ended December 31, 2001, 2000 and 1999 respectively. The dilutive earnings per share was $.43 and $.67 and $.18 for the
years ended December 31, 2001, 2000 and 1999 respectively which was computed usmg an additional 63,000, 71,000 and 63,000
shares for the dllutlve effect of stock options.

Impact of Recent Accounting Proreuncements — The Financial Accounting Standard Board (FASB) recently issued Statement of
Financial Accounting Standards (SFAS) 141, Business Combinations. This Staternent addresses financial accounting and reporting
for business combinations. It eliminates the pooling-of-interests method and requires that all business combinations be accounted
for using the purchase method. The provisions of this Statement apply to all business combinations initiated after June 30, 2001,

and to all business combmatmns accounted for using the purchase method for which the date of acquisition is July 1, 2001 or later.

Adoption of the*new"standard will have no initial effect on the Company’s financial statements. The FASB also recently issued
SFAS 142, Goodwill and Other Intangible Assets. This statement establishes accounting and reporting standards for acquired
goodwill and other intangible assets. The statement addresses how intangible assets that are acquired individually or with a group
of other assets (but not those acquired in a business combination) should be accounted for in financial statements upon their
acquisition. It also addresses how goodwill and other intangible assets should be accounted for after they have been initially
recognized in the financial statements. Under the new standard, amortization of existing goodwill ceases upon adoption of SFAS
142 and is replaced by periodic evaluation for impairment using specified methodology. SFAS 142 is effective for fiscal years
beginning after December 15, 2001. Early adoption is permitted for entities with fiscal years beginning after March 15, 2001. The
Company will apply SFAS 142 beginning with the first quarter of its fiscal year ending December 31, 2002, on a prospective basis.
The effects of adoption of SFAS 142 on the Company’s financial statements are not determinable currently for any future periods.

In March 2000, the Financial Accounting Standard Board issued FASB Interpretation No. 44, “Accounting for Certain Transactions
Involving Stock Compensation — an interpretation of APB Opinion No. 25” (“FIN 44”). The Company does not expect the
application of FIN 44 to have a material impact on the Company’s historical financial position or results of operations.

Revenue Recognition: In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 101,
“Revenue Recognition in Financial Statements” (“SAB 101”), which provides the staff’s views in applying accounting principles
generally accepted in the United States of America to selected revenue recognition issues. The effective date of SAB 101 for the
Company was the fourth quarter of 2000. SAB 101 had no impact on the Company’s financial position or results of operations in
2000 because the Company had been in compliance with the guidance of SAB 101,
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Note 3. Inventories
The following inventories were on hand at December 31:

2001 2000 1999
Raw Materials ....c..covovieriiiviercceccne e e $2,752,418 $3,337,770 $4,237,561
WOTK 1N PIOCESS.....ccvviciiitiiiiecire et cevn e e serennns 39,182 436,780 257,031
Finished GOOdS........c.coovovvviiiieiiecriieiscvieereseiveereeeenesve e 1,732,879 1,596,713 1,626,048
Reserve for ObsoleSCenCE. . uuivriiiiiinriiiiiiriereceerereneeveereens {950,000) (1,600.000) (1.642.000)

33,574,479 71,263 4,478

Note 4. Short-Term Line of Credit
The Company has a $1,000,000 unsecured line of credit agreement at the prime rate of interest. There were no borrowings under
the line of credit during the years ended December 31, 2001 and 2000.

Note 5. Commitments

The Company has retirement benefit agreements with key management personnel which are funded by life insurance. Under the
agreements, covered individuals become vested immediately upon death or if employed at age 65. Benefit costs are recognized
over the period of service and recorded as accrued retirement benefit.

Under the purchase contract for Bookendz, the Company is required to pay a fee for each Bookendz unit sold until a total of
$760,000 is paid. At year end December 31, 2001 there is an unpaid balance of $507,840.

The Company has a non-cancelable operating lease commitment for a sales and service facility in Burbank, California that expires
in 2002 with rent of $30,000 due in 2002. In 1998 the Company vacated the facility and subleased the property at the same rate of
rent it is paying the lessor. The Company has an employment agreement with the President of Lindahl Specialties, Inc. through
November, 2003 in the amount of $26,667 annually.

Note 6. Income Taxes
The income tax provision shown in the statement of operations is detailed below for each year ended December 31:

2001 2000 1999
Current
FEACTAL ..o et et vt eer e s se st e $168,000 $167,000
SEALE oorieeii et cec ettt e et e e bt e a e e e et e atte e e snees 32,000 13,000
I3 1531 o (=1« AU RSSO 160,000

$360,000 $180,000

The income tax provision for continuing operations varied from the federal statutory tax rate as follows for each year ended
December 31:

2001 2000 1999
U.S, Statutory Rate ..oeoverieeiieriieree e 34.0% 34.0% 34.0%
State Income Taxes, Net of Federal Income Tax Benefit ................... 2.0 2.5
Inventory DiISPosal......ccco it e e (20.0)
Utilization of Loss Carry Forward ........ccocoovieoinnieneennesenee e e (22.7) (34.0)
Valuation AHOWANCE ......ccociiiiiiiiei e crr e a e 14.8
L0744 155 PN T S OO S P U U O OO URRURRURU RPN 2.5

33.3% 13.8% 0%
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The following summarizes the tax effects of the significant temporary differences which comprise the deferred tax asset for each
year ended December 31:

' 2001 - 2600

Inventory COosts.........ccoviviererineeeirecrccnraennas $374,000 $604,000
Deferred Retirement Benefit..........c..cccveeee. 330,000 275,000
Bad Debt ReSErves........oveveeiriveecreiieveeineens 14,000 14,000
Accrued Benefits.......cooceeiniiriieeninecninnnennnens 28,000 39,000
ACCTUEA COSIS..vviiireeeeeriiee et rieeeserre e 72,000 40,000
Financial Amortization in Excess of Tax...... 28,000

Net Deferred Tax ASset...oveeveeerievecirenreeneens 846,000 972,000
Valuation Allowance.............oooevvveviennienninnn (846,000) (812,000)
Net Deferred Income TaX.....ococoooovvieveeviennnee, $160,000

Note 7. Prefit Sharing Plan

The Company has a 401K plan which covers qualified full-time employees. The Company matches the employees contributions to
8% of the employees salary at a rate of 25%. An additional 10% match is contributed if certain profit goals are achieved. The
Company contributed $59,979, $61,040 and $49,578 for the years ended December 31, 2001, 2000 and 1999, respectively.

Note 8. Stock Options

Non-qualified stock options to purchase shares of the Company's common stock have been granted to certain officers, directors, and
key employees. Option prices of all the grants were not less than the fair market value of the Company's common stock at dates of
grants. ‘

The Company has elected to account for non-qualified stock options under Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” and related interpretations. Accordingly, no compensation expense has been

recognized for stock options.

The following summarizes the changes in the options for the years ended December 31:

2001 2080 1999
Number Exercise Number Exercise Number Exercise
of Shares Price of Shares Price of Shares Price
Balance at Beginning of Year.........cccc....o.... 227,000 $2.31 277,000 $2.43 160,000 $3.72
Granted ..o, 200,000 $3.20 15,000 $3.19 134,000 $1.19
EXPITed. oo oviiiiiiiicin e {68.000) $3.11 (65,000) $3.00 (17.000) $4.82
Balance at End of Year ... 359,000 $2.66 227,000 $2.31 277,000 $2.43

The following summarizes the outstanding and exercisable options as of December 31, 2001 and the potential realizable value
assuming annual rates of stock price appreciation for the option term:

Petential Realizable Value

at Assumed Annual Rates

Options Qutstanding Exercisable Options of Stock Price Appreciation

Range Number of Remaining Exercise Number Exercise for Option Term

of Price Shares Life (Years) Price of Shares Price 5%($) 10%(%)
$3.50 25,000 4 $3.50 25,000 $3.50 24,200 53,400
$2.80 23,000 1.1 $2.80 15,333 $2.80 17,900 39,300
$1.19 96,000 21 $1.19 62,000 $1.19 31,600 69,800
$3.19 15,000 3.6 $3.19 13,200 29,200
$2.20to 3.44 200,000 42 $3.11 177,100 391,600

359,000 102,333

Had compensation cost for options granted during the three years ended December 31, 2001 been measured by the fair value based
method, Company expense would have increased by approximately $142,000, $45,000 and $66,000, respectively. The option costs
measured using the fair value based method reduce earnings per share by $.09, $.03 and $.04, respectively. The weighted average
fair value of options granted was estimated using the Black-Scholes option pricing model and assuming a 6.5% risk-free interest
rate, S0% expected volatility, five year option term and no anticipated dividends.
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Note 9. Major Customers

During the years ended December 31, 2001, 2000, and 1999, the Company derived 27.7%, 50.0%, and 16.5%, respectively, of its
sales from one unaffiliated customer. A second unaffiliated customer accounted for 15.5%, 4.8% and 10.8% of sales for the years
ended December 31, 2001, 2000 and 1999, respectively. Also, a third unaffiliated customer accounted for 2.8%, .5% and 10.0%
of sales for the year ended December 31, 2001, 2000 and 1999, respectively.

Note 10. Quarterly Information (unaudited)
The following is a summary of the unaudited quarterly financial information for the years ended December 31, 2001, 2000 and

1999:

Year ended December 31, 2001 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Otr. Total
Sales ..o $3,093,996 $3,159,355 $2,953,330 $1,602,878  $10,809,359
Gross Profit ..o, 1,142,860 944,532 893,883 501,295 3,482,570
Net Income .....ccoovvceivrincicirennnne 271,641 183,322 194,564 72,214 721,741
Net Income Per Share...................... 17 11 12 .05 45

Year ended December 31, 2000 Ist Qtr. 2nd Qtr, 3rd OQtr. 4th Otr. Total
SaleS oo $2,108,592 $3,718,870 $3,720,897 $2,801,624  $12,349,983
Gross Profit........ccccevveiiiinieiennnn. 525,212 1,127,110 1,169,943 849,162 3,671,427
Net Income (L0SS)...ccovvreicrrecnennnnnn, (83,732) 505,493 599,354 97,690 1,118,805
Net Income (Loss) Per Share .......... (.05) 31 .38 .06 .70

Year ended December 31, 1999 1st Qtr. 2Znd Qtr, 3rd Otr. 4th Qtr, Total
SaleS ..o $1,829,552 $2,744,327 32,963,156 $1,798,042 $9,335,077
Gross Profit......coocceeeiiivncnninnnnn, 475,835 863,214 835,795 510,022 2,684,866
Net Income (L0SS)...ccccorverurvrinnnnnns (200,026) 283,224 264,118 (46,783) 300,533
Net Income (Loss) Per Share........ (.12) .18 17 (.04) 19

Note 11. Segment Reporting

In October 2000 the Company purchased the Bookendz product line which is a docking station for the Apple PowerBook computer.
All of its operations (sales and marketing, engineering, manufacturing and administration) were merged into Photo Control’s
existing structure. Accordingly, the only activity for Bookendz that is separately maintained is sales, cost of sales and the cost of its
related assets. The following summarizes the Bookendz operation:

Assets
Bookendz 12-31-01 12-31-00
Unamortized Patent Right............ $1,448,122 $1,625,446
Inventory.........cocovviiiiiiiniiinii 172,096 76,284
Tooling.........ocoeviiiiininine, 78,999 19,557
Total Bookendz.................... $1,699,217 $1,721,287
Total Company.........c.cccovevveieniennns $10,318,997 10 19
Sales
12-31-01 12-31-00
Bookendz.........coovveieiiniiiiiiinn, $1,140,005 $73.304
Total Company............cccevvveevennnnen. $10,809,359 $12.349,983
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ftem 9: Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None
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PART JII

Items 10, 11, 12 and 13 of Part III, except for certain information relating to Executive Officers included in Part I, are omitted
inasmuch as the Company intends to file with the Securities and Exchange Commission within 120 days of the close of the year
ended December 31, 2001, a definitive proxy statement containing information pursuant to Regulation 4A of the Securities
Exchange Act of 1934 and such information shall be deemed to be incorporated herein by reference from the date of filing such
document.




PART IV

Item 14. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a) Financial Statements. The following documents are filed as part of this report under Item 8&:

Independent Auditor's Report

Statements of Operations for the years ended December 31, 2001, 2000 and 1999

Statements of Changes in Stockholders' Equity for the years ended December 31, 2001, 2000 and 1999
Balance Sheets at December 31, 2001 and 2000

Statements of Cash Flows for the years ended December 31, 2001, 2000 and 1999

Notes to Consolidated Financial Statements

(a)(1) Financial Statement Schedule.

Auditor's Consent and Report on Schedules — filed as part of this report on page 25

Schedule IX Valuation and Qualifying Accounts for the years ended December 31, 2001, 2000 and 1999 - filed as part of this
report on page 26

All other schedules have been omitted because they are not applicable or are not required, or because the required information has
been given in the Consolidated Financial Statements or notes thereto.

(a)(3) Exhibits. See "Exhibit Index" on page following signatures.

(b) Reports on Form 8-K. No reports on Form 8-K were filed during the last fiscal quarter of the Registrant's 2001 fiscal year.

(c) Exhibits. Reference made to item 14 (A)(3)

(d) Schedules. Reference made to item 14 (A)(2)
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AUDITOR'S CONSENT AND REPORT ON SCHEDULES

Board of Directors and
Stockholders
Photo Control Corporation

We hereby consent to the incorporation by reference in this Annual Report on Form 10-K of Photo Control Corporation for the year
ended December 31, 2001 of our report, dated January 18, 2002, appearing in the Company's 2001 Annual Report to Shareholders.
We also consent to the incorporation by reference of such report in the registration statements on Form S-8 for the Photo Control
Stock Option Plan,

In the course of our audit of the financial statements referred to in our report, dated January 18, 2002, included in the Company's
2001 Annual Report to Shareholders, we also audited the supporting schedule listed in Item 14(a)(2) of this Annual Report on Form
10-K. In our opinion, the schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in
all material respects the information set forth therein.

Minneapolis, Minnesota Virchow, Krause & Company, LLP
January 18, 2002
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Schedule IX - Valuation and Qualifying Accounts and Reserves

Column A

Description

Year Ended December 31, 2001

Allowance for Doubtful
Accounts

Allowance for Inventory
Obsolescence
Year Ended December 31, 2000

Allowance for Doubtful
Accounts

Allowance for Inventory
Obsolescence
Year Ended December 31, 1999

Allowance for Doubtful
Accounts

Allowance for Inventory
Obsolescence

Column B Column C Column D
Additions
Charged Additions
Balance (Credited) Charged
at to Costs to Other
Beginning and Accounts Deductions
of Year Expenses Describe Describe
$_ 40,000 $ (3937 $ 359(a) 578
$ 1,600,000 $157,936 807,936)(c
$ 40,000 $ 2952 S 618(a) $_(3,570)(b)
$.1,642,000 3954 $(437,487)(c)
$ 40,000 $ (9,343) $ _4,492(a) $4,851(b)
$ 1,462,000 235,750 $(55,750)(c)

(a) Recoveries of amounts written off in prior years.

Column E

Balance
at End
of Year

$ 40,000

$950,000

$ 40,000

$1,600,000

3 40,000

$ 1,642,000

(b) Uncollectible accounts written off. In 2001 and 1999 write off of credits exceeded write off of uncollectible accounts.

(c) Inventory Disposed
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Signatures .

Pursuant to the requirements of Section 13 or 15(d) 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.

Photo Contrel Corporation

Date: March §, 2002 By/s/Curtis R. Jackels
Curtis R. Jackels
Chief Executive Officer,
President and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

Date: March 8, 2002 /s/Curtis R. Jackels
‘ Curtis R. Jackels, Chief Executive Officer, President and
Director
(principal executive officer)

Date: March 8, 2002 /s/ John R. Helmen
John R. Helmen, Chairman

Date: March 8, 2002 ‘ /s/ James R. Loomis .
James R. Loomus, Director

Date: March 8, 2002 /s/ Richard P. Kiphart
Richard P. Kiphart, Director
Date: March 8, 2002 /s/ Scott S. Meyers

Scott S. Meyers, Director

Date: March 8, 2002 /s/ John McMillan
John McMillan, Director
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Exhibit

3.1

. 3.2

10.1

10.2

10.3

10.4

10.5

10.6

Photo Control Corporation

Exhibit Index

Registrant's Restated Articles of Incorporation, as
amended-incorporated by reference to Exhibit 3.1 to
the Registrant's Annual Report on Form 10-K for the
fiscal year ended June 30, 1988

Registrant's bylaws as amended-incorporated by
reference to Exhibit 3.2 to the Registrant's
Annual Report on Form 10-K for the fiscal year
ended June 30, 1989

Executive Salary Continuation Plan adopted August 9, 1985
together with Exhibits - incorporated by reference to

Exhibit 10.4 to the Registrant's Annual Report on Form 10-K
for the year ended June 30, 1986

The Registrant's 1983 Stock Option Plan - incorporated by
reference to Exhibit 10.4 to the Registrant's

Annual Report on Form 10-K for the fiscal year

ended June 30, 1989

Form of Stock Option Agreement under the Registrant's
1983 Stock Option Plan - incorporated by reference to
Exhibit 5 to the Registrant's Registration Statement on
Form S-8, Reg. No. 2-85849

Cash bonus plan for officers and key employees
incorporated by reference to the Registrant’s Annual
Report on Form 10-K for the fiscal year ended December 31, 1999

Amendment to Stock Option Plan August 29, 1994 - incorporated
by reference to Exhibit 10.5 to the Registrant’s Annual Report on
Form 10-K for the fiscal year ended December 31, 1994

Amendment to Stock Option Plan, February 23, 1996-incorporated
by reference to Exhibit 10.6 to the Registrant’s annual report on
form 10-X for the fiscal year ended December 31, 1995

28

Page Number
in Sequential
Numbering
of all Form
10-K and

Exhibit Pages

e

#%

He

*

gk

By




10.7 Amendment to Stock Option Plan, November 7, 1997-incorporated ok

by reference to Exhibit 10.7 to the Registrant’s annual report on
form 10-X for the fiscal year ended December 31, 1997

10.8 Purchase and license agreement of Bookendz product line-incorporated
by reference to Exhibit 10.1 to the Registrants report on form 8-K dated
October 19, 2000 :

11 Statement of computation of per share earnings 30
23 Consent of Independent Auditors 31
25 Power of Attorney from Messrs. Helmen, Jackels, 32

Loomis, McMillan, Kiphart and Meyers

*Incorporated by reference

** Indicates management contracts or compensation plans or arrangements required to be filed as exhibits.
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Exhibit 13

Computation of Net Income Per Common Share

December 31

2001 2000 1999

Net Income $721,741 $1,118,805 $300,553
Weighted Average of Common
Shares Outstanding 1,604,163 1,604,163 1,604,163
Dilutive Effect of Stock Option 63.641 70,824 63,021

1,667,804 1,674,163 1,667,184
Basic Net Income Per Common Share 8 45 $ .70 $ 19
Dilutive Net Income Per Common Share $ 43 $ .67 3 18
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Exhibit 23

Auditor’s Consent and Report on Scheduies

Board of Directors and
Stockholders
Photo Control Corporation

We hereby consent to the incorporation by reference in this Annual Report on Form 10-K of Photo Control
Corporation for the year ended December 31, 2001, of our report, dated January 18, 2002, appearing in the
Company's 2001 Annual Report to Shareholders. We also consent to the incorporation by reference of such
report in the registration statements on Form S-8 for the Photo Control Stock Option Plan.

In the course of our audit of the financial statements referred to in our report, dated January 18, 2002,
included in the Company's 2001 Annual Report to Shareholders, we also audited the supporting schedule
listed in Item 14(a)(2) of this Annual Report on Form 10-K. In our opinion, the schedule, when considered
in relation to the basic financial statements taken as a whole, presents fairly in all material respects the
information set forth therein.

Minneapolis, Minnesota Virchow Krause, & Company ,LLP
January 18, 2002
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Exhibit 25

Power of Attorney Concerning Form 10-K Fiscal December 31, 2001

Each person whose signature appears below constitutes and appoints CURTIS R, JACKELS his true and lawful attorney-in-fact
and agent, with full power of substitution and resubstitution, for him and in his name, place, and stead, in any and all capacities to
sign the Annual Report on Form 10-K for the fiscal year ended December 31, 2001, and any or all amendments to such Annual
Report on other documents in connection therewith, with the Securities and Exchange Commission, granting unto said attorney-
in-fact and agent full power and authority to do and perform each and every act and thing requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he might or could do in person, ratifying and confirming all that
said attorney-in-fact and agent, or his substitute or substitutes, may lawfully do or cause to be done by virtue thereof.

Signature Date

/s/ Curtis R. Jackels, Chief Executive Officer, March 8, 2002

President and Director

/s/John R. Helmen, Chairman March 8, 2002
/s/James R. Loomis, Director March 8, 2002
/s/Richard P. Kiphart, Director March 8, 2002
/s/Scott S. Meyers, Director March §, 2002
/s/John McMillan, Director March 8, 2002
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