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Our Business

CPI Aerostructures Is engaged in
contract production of structural
alreraft parts and sub-assembltes
for the commercial and military
segments of the aircroft industry.
This consists primarily of incarporat-
ing component aircraft parts sup-
plied by third parties intc complex
sub-assemblies to sotlsfy specific
customer requirements, and preci-
slon certlfication standards. The
Company provides engineering.
technical and program manage-
ment services to its customers. At
present, CPI's major customers

are the Defense Supply Center in
Richmond, Virginia, and various
U.S. military bases.

The alrcraft segment of CPI

has, over the years, adjusted to
market variatlons in both the
military and commercial sectors.
Each of these markets operates
independently of the other. The
commercial segment s driven by
economic forces that dictate the
need for replacement aircraft or
new products to meet a specific
demand. Over the past several
years, commercial aircraft manu-
facturers have noft introduced any
significant new products. They
continue to produce existing
designs. with some modifications,
and rely on the in-place suppller
base. In the early 1990’s CP was
able to paricipate in providing
assemblies for newly infroduced
aircraft and its revenue was main-
ly derived from such programs.

AT RN b

During that fime, the military
market was in @ steady decline.
However, in the past five 10 six
years, CPl noted a change In

the political and national defense
priorities that signaled an uptrend
in milltary spending while commer-
cial alrcraft opportunities were

in decline. The CPI military market
plan has consistently been
focused on replacement spares
for aircraft already In the military
inventory. This is @ more pre-
dictable market, based on the
need of the military to maintain

its operational readiness, which
has become even mors apparent
since September 11, 2001,

By shifting its focus to the mili-
tary marketplace, CPl became
well posifioned to take advan-
tage of its background, the rise
in military aircraft structures, and
its investment in computer tech-
nology. The U.S, Government has
modified its procurement proce-
dures in the last five years. relying
more heavily on electronic com-

munications methods in the bid-

ding and contract award procsss.

With the Introduction of these
new precedures, CPl was ready.
In 2000, CPI was awarded 185
contracts valued at just over

$13 million. In 2001, the company
received 250 contract awards
valued in excess of §19 million,
and the frend has continued to
be even stronger thus far in 2002,
providing a measure of confi-

dence in our marketing strategy.

CPI technicians working on a
C-5A wing fip (left), and an £-3
infet assembly (right).
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T-38 Programs

In May of 2001, CPI was awarded
a major multi-year contract to
build the structural inlets for the
T-38 Proputsion Modernization
Program. This contract Is the
most significant one that the
company has ever won for four
mgjor reasons. First, it is the largest
dolkar-value contract in our history
- $61 milion If all of the annual
planned options are exercised.
Second, as most of our existing
contracts are for spares and
range in length from 6 - 18
months, this contract s significant
because it helps us to develop a
long-term backlog which con-
tributes to the efficiency, stabiiity
and planning capabllities of the

company.

The left ond right inlet assemblies
for the 7-38 trainer circraft,
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Third, this program differs from
our other military programs in that
it Is really @ modification program
rother than a spares contract. This
should help to open new doors for
us fo larger and longer programs
now that we have demonstrated
our abllity to compete and per-
form successfully.

Fourth, and perhaps most
significantly, we believe itis a
validation of our "mini-prime”
concept which has always been
the heart and souf of the compa-
ny‘s strategic plan. The ability
fo run this program as a prime
contractor is the single most
important characteristic that is
required, In analyzing the T-38
PMP requirements, and under-
standing that the Government
needed a low risk program, it
was essential that the contractor
be experienced in all facets of

B

program rmanagement, program
integration, logistics control and
assembly operations.

CPtis o small business with
prime contractor mentality, orga-
nizational structure and capablli-
ties. Therefore, CPI offers the best
value to the Government. We did
not become a mini-prime just for
this proposal. It is what CPl hos
been doing for 20 years. Our key
people come from large aero-
space primes and have many
years expefience running large,
tachnically complex programs,
This, we believe, Is our greatest
strength.

The U.S. Alr Force, Aeronautical
Systems Center, Wright-Patterson
Alr Force Base is the customer
and the contract is for a firm

fixed price. The source selection

The Air Force 1-38 trainer;, CPI’s

largest contract to date.

process was a price performance
trade-off ameng technically
capable offerors. Although not
the lowest price, CPI was awarg-
ed the contract based on its
outstanding past performance on
similar contracts, CP! delivered the
initial first article for the left-hand
assembply on December 10, 2001,
35 days ahead of schedule, in
spite of encountering @ manufac-
turing quality issue on a criticat
component. Working with the
compaonent vendor to Investigate
the cause of the prablem, CPL
and the vendor were able to
efficiently correct the problem.
The first article for the righi-hond
assembly was delivered on
January 8. 2002, one week chead
of schedule. All subsequent deliv-
erigs have been on or ahead of
schedule, with no quality issues.




C-5A Programs

CPI Aercstructures is one of the
leading suppliers of structural
spare parts and assemblles In sup-
port of the C-5A aircraft. We hove
completed over 660 contracts,
representing approximately 590
C-5A replacement parts at a
value in excess of §35 million.
Eighty percent of these contracts
have been delivered upon

within the past five years. These
contracts were with the U.S.
Government, Lockheed Martin
Logistlcal Services in support of

its C-5A Virtual Prime Vendor
Program, and Marianna Airmotive
in support of Its C-5A structural
repairs contract,

CPl's extensive C-5A experi-
ence began in September 1995
when we were awarded a three-
year structural spares contract
from the San Antonio Air Logistics
Center (Kelly Air Force Base).
Included in this contract were

those items for which Kelly could

qudlity circroft parts.

CPI's high standards and ISO certifi-
cation moke it a reliable supplier of

not find a qualified source, or
the previous suppliers were
unsuccessful in their aftempts to
deliver a quality preduct in a
fimely fashion, or for which the
Government did not possess all
of the necessary technical data.
included among these items
were the C-5A Wing Tips.

With a length of 247 feet, @
height of 65 feet, and a wing span
of 223 feet, the C-56 Galaxy is one
of the woild’s largest aircraft,
Therefore, the Wing Tip is a large
structure consisting of three major
sub-assemblies. The center box
assembly is 16 feet long, 4 feet
wide, and 19 feet deep. and is
made of aluminum and honey-
comb bonded upper and lower
skin panels, bonded web assem-
bligs and ribs, all of which are
mechanically fastened. The lead-
ing edge assembly is an 8 foot by
3 foot by 1.5 foof flbergicss shell
with @ truss tube and sheet metal
formed detail inferior structure.
The trailing edge is a fypical sheet
metat alrcraft assembly consisting

of a front beam, upper and lowser
skins and a series of ribs. When
fully assembled, the troiing edge
measures 8 feet by 2.5 feef by 0.5
feet atf the front beam. The Wing
Tips are currently being assembled
in CPl designed and fatricated
tooling.

CPI has besn, and continues
to be, the only supplier of C-5A
Wing Tips to the U.S. Government,
since the aircraft completed pro-
duction. The Air Force is currently
engaged In a C-5 modernization
program which wilf restore aircraft
reliabitity and maintainability,
solldify structural and system
integrity, reduce cost of ownership

and increase operational capabil-

ity well into the 21st Century. CPl is
in an excellent position to capture
a large share of the structural
ports and assembiies to support
this effort,

Commitment to Quality
For over 20 years CPI has been

steadfast in its commitment to

E Skiled cerospace mechanics enable
i CPI to build very farge struciures. like
i this C-5A wing 1ip.
|

quality. Evidence of this commit-
ment is continued success in
mesting a varlety of customer
quality requirements, while main-
taining @ high level of custormer
satisfaction. CPI has mainfained a
quality and delivery rafing atove
99% with its largest customer,

The Defense Supply Center in
Richmond, for the past two years,
This status is @ measurement of the
commitment and investment in
quality at CPI.

In Aprll of 2002, we further
exemplified our commitrnent to
quality by transitioning from our
previous quality system to achieve
15O 9001 certification along with
AS?100 Aerospace Standard com-
plionce. This tronsiﬂdn iniflative
was done without any interruption
in quality or customer satisfaction.
15O certification allows CP! to fur-
ther its commitment by improving
the effectiveness of its quality
management sysiem and fo
enhance customer satistaction
by consistently meeting custorner

reguirements.

The world’s largest cargo plane,
the C-5A. for which CPI has
produced necrly 600 parfs.
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CPI Agrostructures, Inc. and Subsidiary

management’s discussion and analysis

The fallowing discussion and analysis should be read in conjunction with
the Financial Statements and Notes thereto appearing in this Report.
Certaln statermnents discussed in this Report include forward-locking

staternents that involve risks and uncertainties that could cause actual
results fo differ materially from those in the forward-looking staternents.
Including the timely delivery and acceptonce of the Company's prod-
ucts, the timing of commerclal and government funding approvals, and
the other risks detalled from time fo time In the Company's SEC reports.

General

Consistent with industry practice, CP! uses the percentage of comple-
tion mathod of accounting for its business. Under this mathod, CPI ree-
ognizes revenues as costs are incurred under Its contracts, measured by
the percentage of actual costs incurred o date ogainst estimated total
costs. Under CPI's commercial contracts, CPl doss not receive cash
payments until products are shipped. Accordingly, revenues may be
recognized by CPl even though associated cash payments have not
been received, Provisions for estimated losses on uncompleted con-
tracts are made in the period in which such losses are determined.
Changes in contract performance may result in revisions to costs and
income, which are recognized In the period in which revislons are deter-
mined to be requlred, CPI's recorded revenues may be written-off in
later periods in the event CPI's cost estimates prove to be inaccurate or
a contract Is terminated.

As a result of the Company’s decislon to close the Kolar facllities and
liquidate its assets, Kolar's operations have been classifled as discontin-
ued, and the following discussion does not take Kolar into effect unless
otherwise stated.

Results of Operations

Year Ended December 31, 2001 as Compared fo the Year Ended
December 31, 2000

The Company’s revenus for the year ended December 31, 2001
(72001") was §15.024,027 comparad to $8.261,351 for the year ended
December 31, 2000 ("2000"), representing an increase of §6,762,676, or
82%. This is a result of the Company winning approximately 250 con-
tracts totalling $19 milion.

Gross profit for 2001 was $4,068,763 compared to $2,585,122 for 2000,
representing an increase of $1,483,641. Gross profit as a percentage of
ravenus for 2001 was 27%, compored to 31% for 2000. The reduction in
gross profit percentage Is due primarlly te a less profitable sales mix.

Selling, general and administrative expenses for 2001 were $1,479,421
compared to $1,421,758 for 2000, representing an increase of §57,663.
This increase is primarily aftributable to the increased level of sales.
Selling. general and administrative expenses as a percentage of
revenue for 2001 and 2000 were 10% and 17%. respectively. Interest
expense for 2001 was $155.825, compared fo $106,157 for 2000,
representing an increase of $49,668.

Net income before discontinued operations was $2,431,897 for 2001
compared to net income before discontinued oparations of $949,779
for 2000, representing an increase of $1,482,118.

The net ioss for 2001 was $11,638,119 compared to net Income of
$1.929,206 for 2000, representing a decrease in net income of
$13,567,325, which was primarily due to the liquidation of Kolar, Basic
1033 per share was $4.39 on 2,653,538 average shares outstanding com-
pared to net Income of $0.73 on 2,648,509 average shares outstanding
for flscal 2000, Diluted earnings (loss) per share in 2001 was the same as
baslc because the effect of options and warrants is anti-dilutive. Diluted
earmnings per share was $0.70 In 2000 on 2,763,888 weighted average
shares outstanding.

Liquidify and Capital Resources

General

The Company historically uses a portion of its cash for costs incurred

on various commercial contracts that are in process. These costs are
components of *Costs and estimated earnings in excess of billings on
uncompleted contracts” and represents the aggregate costs and retat-
ed earnings for uncompleted contracts for which the customer has naot
yet been billed, These costs and earnings are recovered upon shipment
of products and presentation of bilings In accordance with contract
terms, CPI's continued requirement to incur significant costs, in advance
of receipt of associated cash for commercial contracts has caused an

Increase in the gop between aggregate costs and earnings and the

related bliings to date.




Net cash provided by operating activities for 2001 was $1,090,777
compared to $586,111 for 2000. This increase in cash was primarily affrib-
utable to net income before discontinued operations of $2,431,897,
depreciation and amortization of $35,653, warranis Issued for consulting
faes of $47,354, deferred portion of provision for income taxes of §92,.000
and an increase in accounts payable and accrued expenses of
$2,475,199, This was offset by an increase in accounts recelvable of
$1,336,061, an increase In costs and estimated earmnings in excess of
bilings on uncompleted contracts of $2,563,606, an increase in prepaid
expenses and other current assets of $63,816 and a decrease in Income
taxes payable of $33,000.

Net cash used in investing activities was $17,507 in 2001, and $70.838
in 2000 resulting from the Company’s upgrads in their computer sysfem.
Net cash used in financing activities was $5,480 compared to net cash
provided by financing activities of $1,320,178 in 2000 which was the
result of proceeds from the Company's line of credit. The Company
repoid long-term debt of $5,480 in 2001, as compared 1o $4,822 in 2000,

Net cash by provided by continuing operations was $§1,067,790 in
2001 compared to $1,835.45). In 2000, net cash used for discontinued
operations was $950,191 in 2001 compared to $1,940.118 in 2000.

As a resuit of the foregoing, the Company’s cash af December 31,
2001 increqsed by §117.599 from the prior year to $180.578. The
Company believes it will have sufficient cash flow for 2002 to satisfy its
cash requirements, if the Company is successful in restructuring its exist-
ing debt (see below).

Financing Arrangements
The Company has an agreement with JP Morgan Chase and GE
Capital CFE, Inc. (as assignee of Malion Bank) providing a line of credit
through June 30, 2002, which is used for working capital and other cor-
porate purposes as needed. [nterest is at the bank’s prime rate (4.75%
at December 31, 2001) plus 3.5%. The line of credit is secured by sub-
stantially all assets of the Company and Kalar. As of March 31, 2002,
there was an outstanding balance of §1,700,000 on this Ine of credit.
Gn October 9. 1997, the Company, as a co-borower with Kolar and
as guarantor, incurred significant indebtednass to facilitate its acquisi-
fion of the assets of Kolar Machine, Inc. (now known as Ralok, Inc.). At
that time, the Company and Kolar entered into ¢ term loan agreement
with JP Morgan Chase and Mellon Bank in the amount of $9,400,000. As
of March 31, 2002, the outstanding balance on this loan was $1,189,717,
with proceeds from the auction sale being used to reduce the principal.
The loan matures on June 30, 2002 and is collateralized by all of the
assets of the Company and Kolar, The Melion Bank portion of the loan

has been assigned to GE Capital CFE, Inc.

At 1t s S et Y e o P R N T

In 1997, Kolar entered into @ mortgage loan agreement with JP
Morgan Chase [n the ariginal principal amount of $975,000. The princ-
pat amount has been reduced by periodic payments and also by the
application of the proceeds of sale of certain of the properties subject
to it and was approximately $285,000 as of March 31. 2002, This toan is
payable in monthly instaliments of $9,487, including interest at 8.3% per
annum, and matures on October 31, 2007. The Company is & guarantor
of the morigage debt. Amortization of the current principal amount of
the loan at Ifs present monthly rate will retire it prior 1o ifs scheduled
maturity date,

Additionatly, the Company and Kotar entered into a purchass
money note agreement with Ratok in the amount of $4.000,000. The
note Issued under this agreement is also due on June 30, 2002 and is
secured by a security inferest on alf of the assets of the Company and
Kolar that is subordinate to the security interest of the bank lenders.
The note is cutrently convertible, at Ralok's option, into 333,334 shares
of Commen Stock of the Company. Pursuant to the terms of the
subordination agreement between the bank lenders and Ralok.

Ralok is presently prohibited from receiving current payments of
interest on its note.

The auction of Kolar's machinery and equipment and the sale of its
reql estate were intended to provide funds to pay the debt owed to
the bank lenders. However, the proceeds of the sales were not sufficient
to provide for payment in full. The Company is not iIn compliance with
certain of the financial covenants in its agreements with the bank
lenders and has also borrowed more under its Iine of credit than is
permitted by those agreements. The Company is presently negotiating
with the bank lenders and Ralok to restructure and extend the terms
of the iIndebtedness described above and to obtain waivers of its
current defaults. If satisfactory terms are not agreed upon. ofl of the
indebtedness, including the mortgage indebtedness, will be due on
June 30, 2002. At present, the Company does not have the resources
available to repay such indebtedness in full and would be required to
find substitute sources. There can be no assurance that arrangements
will be made elther to restructure the terms of the Indebtedness or fo

find replacement capital,

Inflation
Inflation has historically not had o material effect on the Company’s
operations.

impact of Accounting Standards Adopted by the Company
The impact of recently adopted accounting standards Is discussed in
Note 1 of Notes to Financlal Statements.
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CPi Aerostructures, Inc. and Subsidiary

consolidated balance sheet

December 31, 2001

Assets
Current Assets:

Cash $ 180,578
Accounts receivable 2,168,369
Costs and estimated earnings in excess of bilings on uncompleted contracts 6,967,385
Deferred income faxes 758,000
Prepaid expenses and other current assets 84,895
Assets held for sole - discontinued operations 3.217,984
Total current assets 13,.377.211
Property, Plant and Equipment, net 101,260
Deferred Income Taxss, net of valuation allowance of $2,074,000 172.000
Other Assets 180,226
Total Assets $ 13,830,697
Liabilities and Shareholders' Deficlency
Current Liabliities:
Accounts payable $ 4,195,530
Accrued sxpenses 835.054
Line of credit 1,700.000
Debt 9,607,284
Deferred Income taxes 147,000
Total current liabilities 14,184,868
Commitments and Contingencies
Shareholders’ Deficlency:
Common stock - $.001 par value; authorlzed 50,000,000 shares,
issued and outstanding 2,657,045 shares 2,657
Additional pald-in capltal 12.367.020
Accumulated deficit (14,723,848)
Shareholders' deficiency (2,354,171
Total Liabllitles and Sharsholders’ Deficiency $ 13.830.697

See Notes to Consolidared Financiat Statements
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CPi Aarostructures, Inc. and Subsidiary
consolidated statement of operations

Year ended December 31, 2001 2000
Revenue $ 15,024,027 $8,261,351
Cost of sales 10,955,264 5,676,229
Gross profit 4,068,763 2,585,122
Sefling, general and administrative expenses 1,479,421 1,421,758
Income from operations 2,589,342 1,163,364
Other (income) expense:
K Interest income (2,431) -
:] Interest expense 155,825 106,157
Other (income) expense, net 4,051 233,428
Total other expenses, net 157,445 339,585
Income from continuing operations before benefit for income taxes 2,431,897 823,779
Benefit for income taxes - (126,000)
Income before operations of discontinued segment 2,431,897 949,779
Income (Ioss) from operations of discontinued segment {3,647,200) 979,427
Loss on disposal of assets - discontinued segment (10,422,816) -
Net income (loss) $(11,638,119) $1,929,206

Basic net income (loss) per common share:

Income before discontinued opsrations $ .92 $ 36
Income (loss) from operations of discontinued segment (1.37) 37
Loss on disposal of assets - discontinued segment (3.94) -
Earnings (loss) per common share - basic $ {4.39) $ 73

Diluted net Income per common share:

Income before discontinued operations - S 34
Income from operations of discontinued segment .36
Earnings (Ioss) per common share - dituted - S 70

Shares used in computing earnings per commaon share:
Basic 2,653,538 2,648,509
Diluted - 2,763,888

See Notes to Consolidated financial Statements




CPI Aerostructures, inc, and Subsidlary
consolidated stalements of shareholders’ deficiency

Additionat Totel
Common Paid-in - (Accumulated Shareholders’
Years ended December 31, 2000 and 2001 Shares Amount Copital Deficify Deficlency
Balance at January 1, 2000 2,648,500 $2,649  $12,206024 $ (5014938 § 7.193,738
Net Income - - - 1,929,206 1.929.206
Amortization of falr value of ' .
warrants Issued in conjunction
with consuiting agreement - - 113,650 - 113.650
Bdlance ot December 31, 2000 2,648,509 2,649 12,319,674 (3.085.729) 9,236,594
Net loss - - - (11,638.119)  (11.638.119)
Arnortization of fair value of
warrants issued in conjunction
with consulting agreement 8,637 8 47,346 - 47,354
Balance at December 31, 2001 2,657,046 $2.657 512,367,020  §(14,723,848) S (2.354.171)

See Notes to Consolidated Financial Statemsnts
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CPI Aerostructures, Inc. ond Subsidiory

consolidated statement of cash flows

Yeor ended December 31, 2001 2000

Cash flows from operating activities:
Net income befare operations of discontinued segment §2431,897 § 949,779
Adjustments to reconcile net income before operations of discontinued

segment to net cash provided by (used in) operating activitles:

Depreciation and amortization 35,653 30,194

Warrants issued for consulting fees 47,354 113,650

Loss on disposal of fixed assets 6,157 -

Deferred portion of provislon (benefit) for income taxes 92,000 (879.000)
Bad debts - 301.377

Changes In operating assets and liabilities:

Increase in accounts receivable (1,336,061) (410,591)
Decrease In income tax refund receivable - 29,597

Increase in costs and estimated earnings in excess of bilings

on uncompleted contracts (2,563,606) (465,250)
(Increase) decrease In prepald expenses and other current assets (63,816) 761,672
increass in other assets (1,000) (70.259)
Increase in accounts payable and accrued expenses 1,028,720 144,878
Decrease in income taxes payable (33,000) (13.383)

Net cash provided by (used in) operating activities (355,702) 492,664

Cash flows from investing activities:

Purchase of property. plant and equipment (19,307 (70.838)
Proceeds from sale of fixed assefs 1,800 -
Net cash used In investing activities (17,507} (70.838)
Cash flows from financing activities:
Proceeds from fine of credit - 1,325.000
Net repayment of long-ferm debt {895,958) (1,056,959
Net cash provided by (used In) financing activities (895,958) 268,041
Net cash from continuing operations (1,269,167) 689,867
Net cash provided by (used in) discontinued operations 1,386,766 (814,534)
Net Increase (decrease) in cash 117,599 (124,667)
Cash atf beglnning of year 62,979 187.646
Cash at end of year $ 180,578 $ 62979

See Notes to Conselidated Financial Statements




CPI Aegrostructures, inc, and Subsidiary
notes fo consolidated financial siatements

principal business activity and summary

of significant accounting policies:
The Company consists of CPI Aerostructures, Inc, ("CPI”) and its wholly
owned subsidiary, Kolar, Inc. (*Kolar™), coliectively, the ‘Compcr\y,"

CPi’s oparations consist of the design and production of complex
aerospace structural subassemblies under U.S. govemment and com-
mercial contracts, The length of the Company’s contracts varies but is
typically between one and two years for U.S, government confracts
cond up to 10 years for commercial contracts,

Kolar's principal business was the precision computer numerical
control machining of metal products on a contract-order basis.

CPl's revenuae Is recognized bosed on the percentage of completion
method of accounting for long-term contracts measured by the
percentage of fotal costs incurred to date to estimated total costs at
completion for each contract. Contract costs include ali direct moteri-
al, labor costs, tooling and those indirect costs related to contract
‘performance, such as indirect iabor, supplies, tools, repairs and depreci-
ation costs. Selling, general and administrative costs are charged fo
expense os incurred. Estimated losses on uncompleted contracts are
recognized in the period in which such losses are determined. Changes
in job performance may result in revisions to costs and Income and are
recognized in the perlod in which revisions are detarmined to be
requlred. In accordance with industry practice, costs and estimated
earnings in @xcess of bilings on uncompleted contracts, included in the
accompanylng consolidoted balonce sheet, contain omounts relofing
to contracts and programs with long production cycles, a portion of
which will not be realized within one year. CPi's recorded revenue may
be adjusted in later periods In the event that CPI's cost estimates prove
to be inaccurate or a contract Is terminated.

Koltar's revenue was recognized when goods were shipped 1o
customers.

The Company maintains cash in bank deposit accounts which,
at times, may exceed federally insured limits. The Company has not
experienced any losses in such accounts, The Company believes it is
not exposed to any significant cradit risk on cash.

Depreciation and amortization of propenty, plant and equipment
is provided for by the straight-line method over the estimated useful
lives of the respective assets or the life of the Isase, for leasehold

improvements,

The preparation of financlal statements in conformity with account-
ing principles generally accepted in the United States of America
requires the use of estimates by management. Actual resulfs coutd
differ from these estimates.

In accordance with the provisions of Staternent of Financia!
Accounting Standards ("SFAS™) No. 123, Accounting for Stock-Based
Compensation, the Company has slected to apply APB Oplnion No.
25 and related interpretations in accounting for ifs stock options Issued
to employees and, accordingly, does not recognize additional com-
pensation cost as required by SFAS No. 123, The Company, however
has provided the pro forma disclosures os If the Company had adopted
the cost recognition requirements.

Basic earnings per common share is computed using the weighted-
average number of shares outstanding. Dituted earnings per commoen
share Is computed using the weighted-average number of shares out-
standing adjusted for the Incremental shares attributed to outstanding
options and warrants to purchase common stock. Incremental shares
of 115,379 were used in the calculation of dlluted earnings per common
share in 2000. In 2001, diluted earnings per share is not presented as the
resuit is antidiiutive,

In July 2001, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 141, "Business
Combinatlons” (SFAS No.141) and Statement of Financiat Accounting
Standards No. 142, “Goodwill and Other Intangitle Assets” (SFAS No.
142).

SFAS No. 141 addresses financial accounting and reporting for busi-
ness combinations. This statement requires the purchase method of
accounting to be used for alt business combinations, and prohibits the
pooting-of-interests method of accounting. This statement is effective for
all business combinations initiated affer June 30, 2001 and supercedes
APB Opinion ("APB") No. 14, "Business Combinations” as well as FASB
Statement of Financial Accounting Standards No. 38, “Accounting for
Preacquisition Contingencies of Purchased Enterprises”.

SFAS No, 142 addresses how infangible assefs that are acquired
indlvidually or with a group of other assets should be accountad for in
financial statements upon ftheir acquisition. This statement requires
goodwill to be pericdically reviewed for impairment rather than amor-
flzed, beginning on January 1. 2002. SFAS No. 142 supersedes APB
Opinion No. 17, “intangible Assets”.

- P
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The Company beligves that SFAS No. 142 will not be applicabte to
their future financial statements because all goodwill has been entiraly
written down in conjunction with the sale of Kotar's assets (Note 5).

In August 2001, the Financial Accounting Standards Board issued
Staternent of Financial Accounting Standards No. 144, "Accounting for
the Impairment or Disposal of Long-Lived Assets” (SFAS No. 144), This
Statement addresses financial accounting and reporting for the impal-
ment or disposal of tong-lived assets. This Statement supersedes SFAS
No. 121, "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of”, and amends the accounting
and reporting provisions of APB Opinion Na. 30, “Reporting the Results
of Operations Reporting the Effect of Disposal of a Segment of a
Business, and Extraordinary, Unusual and infrequently Occurring Events
and Transactions”, for the disposal of a segment of @ business. The
provisions of SFAS No. 144 wiil be effective for flscal years beginning
after December 15, 2001,

Pursuant to the effective dates and transitions stated in SFAS No. 144,
the Company is currently evatuating the implications of its adoption,
and anticipates adopting the provislons for its fiscal year beginning
January 1, 2002.

costs and estimated earnings in excess of
biliings on uncompleted contracts:
At December 31, 2001, costs and estimated earnings in excess of billngs

on uncompleted contracts consist of:

us,
Govermnment Commercial Total
Costs Incurred on
uncompleted
contracts $7,359,234  $12,485,185 19,844,419
Estimated earnings 2,040,413 6,728,158 8,768,571
9.399.647 19,213,343 28,612,990
Less bilings to date 5,425,681 16,219,924 21,645,605
Costs and estimated
earnings in excess of
billings on uncompleted
contracts $3.973.966 § 2993419 $ 6,967,385

Unbilled costs and estimated earnings are billed in accordance with
applicable contract terms. As of December 31, 2001, approximately
§1,203,000 of the batances above are not expected to be collected

within one year.

property, plant and equipment:

Property, plant and equipment, at cost, consists of the following:

Estimated
December 31, 200} Useful Life
Machinery and equipment $304,306 5to 10 years
Computer equipment 134,019 ? years
Furniture and fixtures 19,504 7 years
Automobiles and trucks 23,488 Syears
Leasehold improvements 71.591 3 years
552,908
Less accumulated depreciction
and amortization 451,648
$101,260

Depreciation and amortization expense for the years ended December
31, 2001 and 2000 was $35,653 and $30,194, respectively.

A refated party translations:

In October 2000, the Company adopted a Greit Plan for the purpose of
offering senior management a deferred compensation death benefit
plan (the "Plan”) that provides a tax-free benefit and which is tax-neu-
tral to the Company. Pursuant 1o the plan, the Company made o non-
interest bearing loan to an employee in the amount of $150,000, which
was used to purchase the Plan. This plan has since been terminated
and the surrender value has been returned to the employee who has
placed the proceeds from the surrender value in an annuity, which

wlill mature to $150,000. Simultaneously. the employee purchased an
insurance policy. of which the Company will be the sole beneficiary,

in the amount of $150,000 until the date upon which the annuity
matures to $180,000, and is inciuded in other assets at December 31,
2001. Accordingly, the loan to the employee will be repaid upon the
maturity date of the annuity or upon the death of the employee,
whichever occurs first.




discontinued operations:

On January 22, 2002, the Company announced a decision made by
the Board of Directors as of Decernber 31, 2001 to close the Kolar focili-
ties located in lthaca, New York, and liquidate its assets through a pub-
lic auction of its machinery and equipment and the private sale of ifs
real estate, On February 21, 2002, Kolar sold & substantial portion of its
machinery and equipment at an auction conducted by Daley-Hodkin
Corporation at Kolar's main facility In Ithaca, New York. [n connection
with the discontfinuance of Ketar's operations, the Company incurred a
one-time charge of $10,422,816 related to the wiite-off of Kolar's assets,
net of expected proceeds, and an accrual for estimated losses during

the phase-out period. Proceeds from actual and future sales of machin-

ery. equipment and real property are estimated to be approximately
$3,970.000. The disposition of Kolar's operations represents a disposal of
a business segment under Accounting Principles Board ("APB”) Opinion

No. 30. Accordingly, results of the operation have been classified as dis-

continued, and pricr periods have been restated. For business segment
reporting purposes, Kolar's businass resuits were previously classified as
the “Machining” segment.

Net sales and incoeme (loss) from the discontinued operations are as

follows:
Yaar ended December 31, 2007 2000
Net sales § 8,291,690  $20.360,330

Pretax incoms (loss) from

discontinuad operations $ {3,647,200) $ 729,427
Pretax loss on disposal of

business segment (10,422,816} -
Income tax benefit - 250,000
Net Income (foss) from

discontinued operations $(14,070,016) § 979,427
Assets of the discontinued operations were s follows:
Year endsd December 31, 2001
Current assets S 610492
Property, plant and equipment, net 2,607,492
Total assets of discontinued operations § 3,217,984

Proceeds from the auction sale were approximately $1,350,000 for the
machinery and eguipment owned by Kolar. These proceeds have been
applied to the reduction of certain bank debt having a principal
amount of §2,260,000 oursfcnafng immaediately prior to the auction.
After giving effect to the applications of the proceeds to the bank
debt, the remaining outstanding principal of the bank debt is $910,000.

debt:

Debt consists of the following:

Note payable - bank (@) $ 2,438,500
Note payable - bank (b) 805.320
Note payable - selier (¢) 4,691,202
Capitalized lease obligations payable () 1,672,262

$9,607.284

() The note, as amended in December 2001, is payable to a commaer-
cial bank in monthly instaliments from $50,000 to $100,000 through May
30, 2002, and $2,088,500 at June 30, 2002, plus monthly interest at the
bank's published prime rate (4.75% ot December 31, 2001) plus 3.5%.
This note collateralized by substantially all of the assets of the Company.
As discussed above, $1.350.000 of this loan was repaid upen the sale of
certaln assets at auction. The note requires the Company to maintain
speclfied levels of working capital and other financlal ratios. as defined.
At December 31, 2001 the Company was not in compllance with cer-
tain covenants, Additionally, the Company was not in compliance with
certain covenants on March 31, 2002, the next compliance measure-
ment dote. As a result, the note has been classified as a current liabllity,
The Company, the bank and the Selier ars in the process of amending
the covenants and the payment terms of the debrf.

() The note is payable to a commeircial bank in monthly installments

of $9.847, including interest at 8.3%. This note Is collateralized by Kolar’s
land and building. The Company sold certaln of the underlying land
and building during 2002 ¢t an aggregate selling price of cpproximately
$555,000. The Compeny estimates that the sale of the remaining land
and buitding will vield proceeds sufficient 1o repay the note in full.

(c) In 1997, the Company acquired substantially all of the assets of

Kolar Machine Inc. The acquisition was partially financed through a
$4,000.000 note payable to the seller ("Seller™) of Kelar Machine Inc.

The note payable to the Seller bears interest at 8% per annum. The Selter
deferred the Company’s payment of Interest on this note durng 1999,
and the accrued Interest through December 1999 will be poyable upon
maturity of the Seller's note. Monthly interast payments began again in
Jonuary 2000. The note payable - Selier is convertibie into 333,334
shares of the Company’s common stock at any fime prior to the maturi-
ty of the note. The note is subordinated to the notes payable - bank.
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(d) The Company leases equipment and automobiles under capital
leases which expire at various dates. The leases require monthly pay-
ments of principal and interest, Imputed at interest rates ranging from
7.75% to 16.2%. Subsequent to December 31, 2001, proceeds of approxi-
mately $750,000 were received upon the sale of certain leased equip-
ment, which amount was remitted to the owners of the equipment.

; line of credit:

The Company has an aggregate $1,700,000 line of credit agreement,
expiiing June 30, 2002, with JP Morgan Chase and Melion Bank for work-

ing capital and other corporate purposes as needed. Borrowings are
subject to limits based on amounts of accounts receivable, as defined.
Interest is gt the banks’ prime rate (4.75% at December 31, 2001) plus
3.5%. The line of credit is collateralized by substantially ali of the assets

of the Company.

commitments:

The Company has employment agreements with four employees. The

aggregate future commitment under these agreements is as follows:

Year ending Decerabar 31,

2002 $ 765,200
2003 495,100
2004 468,280

$1,728,580

These agreements provide for additional bonus payments that are cal-

culated as defined.

income taxes:

The benefit for income taxes consists of the following:

Year ended December 31, 2000

Current:

Federal $ 4000
State and tocat 10,000
14,000

Defered:
Federal (101,000)
State and local (39.,000)
(140,000)
$(126.000)

3 sedp

The difference between the income tax provision (Denefif) computed
at the federal statutory rate and the actual tax provision (benefit) is

accounted for as follows:

Year ended December 31, 2001 2000
Taxes (benefity computed at the
federal statutory rate $(3,957,000) $ 280.000
State income taxes, including
deferred, net of federal benefit - 7,000
Other, including officers’ life Insurance
and various permanent differences - 59,000
Utilization of net operating
foss carryforward - (472,000)
Valuation allowance 3,957,000 -
$ -0 $ (126,000)
The compaonents of deferred income tax assets and fiability at
Dscember 31, 2C01 are ¢s follows:
Current Noncurrent
Assets:
Federal and state net operating
loss carryforwards $758,000 $ 2,246,000
Valuation allowance - (2.074,000)
$758.0C0 S 172,000
Liablity - Long-term contracts $147,000 $ 0

As of December 31, 2001, the Company had net operating loss carryfor-
wards of approximately $8,035,000 and $85,672,000 for federal and state
income tax purposes, respectively, expiring through 2021,




employee stock oplion plans:

In April 1992, the Company adopted the 1992 Stock Option Plan (the
"1992 Plan®). The 1992 Plan, for which 83,334 common sharss are
reserved for issuance, provides for the issuance of either incentive stock
options of nongucifled stock options to employees, consultants or oth-
ers who provide services fo the Company. The Initicl options granted to
employees and directors with three or more ysars of service became
exerclsaple as to one-third of the shares each year beginning on
Septamber 16, 1992. The initial options granted to those with less than
three years of service became exarcisable as to one-third of the shares
each year baginning on September 16, 1993. The options may not be
exercised more than five years from the date of issuance. In 1995, the
option price for aif outstanding employees’ and director’s stock options
was lowered to §9.00.

In 1995, the Company adopted the 1995 Stock Option Plan (the
“1995 Plan™), as amended, for which 200,000 commen shares are
reserved for issuance. The 1995 Plan provides for the issuance of either
incentive stock options or nonguallfied stock options to employees, con-
sultants or others who provide services to the Company. The options’
exarcise price is equal to the closing price of the Company's shares on
the day of issuance, except for incentlve stock options granted o the
Company's president, which are exercisable at 110% of the closing
price of the Company's shares on the date of issuance.

In 1998, the Company adopted the 1998 Stock Option Pian (the
1998 Plan ™). The 1998 Pian, as amended, reserved 463,334 common
shares for issuance. The 1998 Plan provides for the issuance of sither
incentive stock optlons or nonqualified stock options to employees, con-
sultants or others who provids services to the Company. The options’
axercise price is equal to the closing price of the Company’s shares on
fhe day of issuance, except for incentive stock options granted to the
Cormpany’s president, which are exercisable at 110% of the closing
price of the Company’s shares on the date of issuance.

In 2000, the Company adopted the 2000 Stock Optlon Plan (the
*2000 Plan™). The 2000 Plon, as amended, reserved 830,000 common
shares for Issucnce, The 2000 Plan provides for the lssuance of either
incentive stock options or nonguclified stock options to ernployees, con-
sultants or others who provide services to the Company. The options’
exercise price is equal to the closing price of the Company’s shares on
the day of issuance, except for Incentive stock options granted fo the
Company's president, which are exercisable at 110% of the closing

price of the Company’s shares on the date of issuance.

The Company has 6,779 options avallable for future grant under the
1992 Pian, 40,640 optlons avaiiable for grant under the 1995 Plan, 12,332
options avaliable for grant under the 1998 Pian, and 250,000 options
available for grant under the éOOO Plan.

If the Company had elected to recognize compensation cost based
on the fair value of the options granted at grant date as prescrived by
SFAS No, 123, net income (loss) and earnings (foss) per share would
have been adjusted to the pro forma amounts indicated in the table

below:

As Reported Pro Forma

2001 2000 2001 2000
Nefincome
{lossy $¢11,638,119)  $1,929,206  $(11,937,395)  §1,832.000
Earnings (loss) per share:
Baslc $ (4.39) § 73 $ 450 ¢ .69
Diiuted $ 439§ 70§ @500 § 66

A summary of the status of the Company’s four stock option plans as of
December 31, 2001 and 2000 and changes during those years is as fol-

lows:
2001 2000
Weighted- Weighted-
average average
) Exercise Exerclse
Fixed Options Options Price Options Price
Qutstanding at
beginning of year 894,312 $3.54 515,313 $4,27
Granted during year 225,000 1.29 408,000 2.67
Exercised - - - -
Forfeited 20,640 4.95 25,001 4.1
Cutstanding at
end of year 1,098,672  $3.06 894.312 $3.54

The following fable summarizes information about stock options out-

standing and exercisable at December 31, 2001:

Numbsr Welghted-
of Optlons Average Weighted-
Qutstanding Remalning . average
Rangs of and Contractual Exercise
Exercise Price Exercisable Life price
$1.20 - $8.46 1.098,672 4,99 years $3.06
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The Company's assumptions used te calculate the fair values of options
issued were (f) risk-free Inferest rate of 6.25%, (i) expected life of five
years, (il) expected volatllity of 174.71%, and (iv) expected dividends

of zero.

ﬂ warrants and options:

In Feoruary 1997, the Company issued optlons to purchase 3,334 snares
of common stock to two directors at an exercise price of $6.18 per
share of common stock. These options explire in 2002,

In January 1998, the Company Issued options to purchase 25,000
shares of common stock 1o a consultant, who was also a director, at an
exercise price of $7.50 per share of commaon stock. In February 1998, the
Company issued options to purchase 3,334 shares of common stock to
two directors at an exerclse price of $6,93 per share of common stock.
These options explre in 2003.

In March 1998, the Company issued 33,334 warrants to Gaines
Berland, Inc, as compensation for acting as the Company’s investment
banker pursuant to a consulting agreement. These warrants entitle the
investment banker to purchase 33,334 shares of common stock at an
exercise price of $7.50 during the five-yaar period commencing April 1,
1998. This agreement was terminated in 1999, In 1999, the Company
recoided @ charge to operations of §198,734 to write off the unamaor-
tized portion of warrants issued under thls agresment.

In May 1999, the Company issued 100,000 warrants to Catalyst
Financial Corp. as partial compensation In the amount of $227,300 for
acting as the Company’s investment banker pursuant o a consulting
agresment, These warrants entitle the investment banker to purchase
100,000 shares of common stock at an exercise price of $1.875 during
the five-year period commencing May 4, 1999. in 2001, 8,537 of these
warrants were exercised. (n December 1999, the Company issued
options fo purchase 15,000 shares of common stock to a consuftant
at the exercise price of $2.53 per share of common stock. Also in
December 1999, the Company issued options to purchase 10,000 shares
of common stock to fwo directors at an exercise price of $2.53 per

share of common stock.
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’H employee benefit plans:

On September 11, 1996, CPI's board of directors instituted a defined
contribution plan under Section 401(k) of the Internal Revenue Code
(the “Code"), On October 1, 1998, the Company amended and stan-
dardized both the CPl and Kolar plans as required by the Code.
Pursuant to the amended plan, qualified employees may contribute a
percentage of their pretax eligible compensation to the Pian and the
Company will match a percentage of each employse’s contribution.
Addittondlly, the Company has a profit-sharing plan covering all eligible
employees. Contributions by the Company are af the discretion of
management. The amount of contributions recorded by the Company
in 2001 and 2000 amounted to $88,412 and $184,373, respectivaly.

ﬂ 3 contingencies:

Kolar is currently in the process of liquidating all of its assets through an
auction of its fixed assets and the private sale of its real estate, The pro-
ceeds of this liquidation will be used to reduce Kolar's liabiities on cer-
tain bank debt. The bank debt and Kolar’s obligations to its previous
owner are secured by liens on the assets and real estate to be sold and
are guaranteed by the Company. Various creditors have made claims
against Kolar. There can be no assurance that satisfactory payment
terms will be made with any of Kolar's creditors or with the banks
regarding the balance of portions of the debt, which Is currently due
no later than June 30, 2002.

From time to time, the Company is subject to routine litigation incl-
dental 1o its business. The Company believes that the settlement of any
pending legal proceedings will not have a material adverse effect on
the Company’s financicl condition.

4 major customers:

Approximately 92% and 76% of the Company’s consolidated net sales

In 2001 and 2000 were to the U.S, government.

Sales to a significant commercial customer accounted for approxi-
mately 24% of the Company's consolidated net sales for the yeor
ended December 31, 2000.

At December 31, 2001, approximately 77% of accounts recelvable
was due from the U.S. government.




CPI Asrostructurss, Inc. and Subsidiary

independent auditor’s report

To the Board of Directors

CPl Aerostructures, Inc.

We have audited the accompanying consolidated balance sheet of CPI Asrostructures, Inc. and Subsidiary
as of December 31, 2001 and the related consolidated statements of operations, shareholders” deficiency.
and cash flows for each of the two years In the period ended December 31, 2001, These financlal statements

are the responsibllity of the Company’s management. Our responsibility is to express an opinion on these
financial statements based an our audits.

We conducted our audits In accordance with auditing standards generally accepted in the United States
of AMerica. Those standards requirs 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 basls, 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 weall as evaluat-
ing the cverall financial statement presentation. We belleve that our qudits provide a reasonable basls for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
raspects, the financial position of CPI Aerostructures, Inc. and Subsidiary as of December 31, 2001, and the
results of thelr operations and thelr cash flows for each of the two years in the period ended December 31,
2001 in conformity with accounting principies genercily accepted in the United States of America.

ooy SLAN ol T L P

GOLDSTEIN GOLUB KESSLER LLP
New York, New York

March 31, 2002
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market for common equity and related shareholder matters

Market information

The Company’'s Common Stock is listed on the American Stock Exchange ("Amex™), under the symbol CVU.
The stock symbol changed from CPIA to CVU on September 5, 2000, when CPI ceased trading on The Nasdag
SmaliCap Market, Inc. ("NASDAQ") and began trading on the Amex.

The following tables set forth for the last two fiscal years, the high and low last scles prices of CPI's Common
Stock for the periods indicated, as reported by the Nasdag (through September 4, 2000) and by the Amex
(from September 5, 2000 through December 31, 2001).

Period High Low
2000

Quarter Ended March 31, 2000 $3.875 $2,750
Quarter Ended June 30, 2000 §3.266 $2.125
Quarter Ended September 30, 2000 $3.750 $2.031
Quarter Ended December 31, 2000 $3.875 $2.625
2001

Quarter Ended March 31, 2001 $3.880 $1.860
Quarter Ended June 30. 2001 $3.000 $1.650
Quarter Ended September 30, 2001 $1.700 $1.150
Quarter Ended Decembper 31, 200} $2.000 $1.250

On April 10, 2002, the closing sale price for the Company’s Common Stock on the Amex was $1.61.

Holders

On Aprit 12, 2002, there were 133 holders of record of the Company’s Common Stock. The Company reason-
ably believes that there are in excess of 2,000 beneficial holders of its Common Stock.

Dividend Policy

To date, the Company has not paid any dividends on its Common Stock. The payment of dividends, if any, in
the future is within the discretion of the Board of Directors and will depend on the Company’s earnings, if any.
its capital requirements and financial condition and other relevant factors, The Board of Directors does not
Intend to declare any cash or other dividends in the foreseeable future, but instead Intends to retain earnings,
if any, for use in the Company’s business operations,

In addition, the Company's Credit Agreement with its several lenders provides that the Company may not
declare or pay any dividend on its Common Stock so long as any amounts are owing to the several lenders.
See “ltem 6. Management’s Discussion and Analysis - Financing Arrangements.”
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Officers

Arthur August
Chairman of the Board
and Chief Executive Officer

Edward J. Fred
President, Chisf Financial Officer
and Secretary

Frank Funicelii

Vice Presldent, Business Development

Board of Direciors

Arthur August
Chairman of the Board
and Chief Executive Officer

Edwarrd 1. Fred
President, Chief Financial Officer
and Secretary

Walter Paulick
Prasident
W.R. Paulick and Associates, Inc.

Financiat Consulting Firm

Kenneth McSweengy
Principal
K.F. McSweeney, Unlimited

Corporate Headquarters
CPI Aerostructures, Inc.
200A Exscutlve Drive
Edgewood, NY 11717
Tel: (631) 586-5200

Fax: (631) 586-5814

www.cpigero.com

Transter Agent

Communications regarding change of address.
fransfer of stock ownership, or lost stock certificates
should be directed fo:

American Stock Transfer

59 Maiden Lans

New York, NY 10038

Common Stock
CPl Agrostructures’ common stock trades on The
American Stock Exchange under the symbol CVU.

independent Auditors
Goldstein Golub Kesslar LLP
1185 Avenue of the Americas
New York, NY 10036

Stockholder Contact and Form 10-KSB
Stockholders are encouraged o contact the

Company with questions or requests for information,

A copy of the Company’s Annual Report on Form
10-KSB for the year ended Decemiber 31, 2001, as
filed with the Securitles and Exchange Commission,
will be sent to sfockholders free of charge upon

written raequest, Ingqulries shouid be directed to:

Chief Financial Offlcer

CPi Asrostructures, Inc.

200A Executlve Drive

Edgewood, NY 11717

(631) 586-5200

or contact the Company at its websits,

www,cplasro.com
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