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CORPORATE PROFILE

Champion Industries, Inc., headquartered in Huntington, West Virginia, is a major
commercial printer, business forms manufacturer and supplier of office products
and office furniture. With annual revenues of over $122 million, the Company
primarily serves the geographical area east of the Mississippi through regional

divisions.
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FINANCIAL HIGHLIGHTS GRAPHS
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TO OUR SHAREHOLDERS, PARTNERS, & FRIENDS...

A Letter from the Chairman and President We have concluded another year at
Champion and fought through a difficult economy to maintain an acceptable market
share. Our key operating segments have been affected by both the overall state of
the economy and the positive results from our prior vear restructuring efforts. We
have rationalized our cost structure while fighting nationwide industry downturns.
Printing sales are down on an industry-wide basis approximately 7% while office
product sales remained challenging. The largest decrease has been an extremety
depressed office furniture segment with industry sales down over 20%. We have
held steady against those losses and either outperformed the industry or our prior
year results in certain areas. We feel confident that we are uniquely positioned to
capitalize on a rebounding economy when the situation arises.

While continually striving to increase market share we have also made on-
going investments in our equipment and other capital investments including state-
of-the-art pre-press equipment, information technology, integrated communication
and telephone systems, mailing and bar coding equipment, a tag press, and real
estate. Our continuing investments in our business have aflowed Champion to
provide the highest guality products and services to our customer base.

The pride we feel as a Company is ultimately reflected in our batance sheet. As
economic conditions nationally have worsened over the last three years many
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companies have seen their inventary, receivables and debt grow. At Champion,
since 1999, we have reduced accounts receivable by $5.4 million, inventories by
$2.6 million, and debt by over $9.0 million. Thus, in this challenging economy
Champion stands above many of its peers as it continues to generate sutficient
cash to pay dividends, reduce debt and maintain strong working capital and cash
positions. Champion is poised to ultimately leverage its balance sheet for growth
as the appropriate opportunities are identified and explored.

The year of 2002 was unique in that Champion did not make an acquisition.
However, it was a year in which the Company focused on increasing profitability
and completing our restructuring and profitability enhancement plan initiated in
2001. It was a year in which even in extremely difficult sales markets we were able
to generate an eamings increase over 2001 and 2000 primarily through cost
controls and proper management of our balance sheet. We continued to see
improvements in our key fourth quarter earnings per share, increasing these
amounts from $0.05 per share in 2000 to $0.09 in 2001 and to $0.10 this year.

Our annual report this year focuses on the processes of preparing the highest
guality job in the most timely and efficient manner for our customer. It is a series
of steps and interactions between numerous internal and external personnel all
carefully choreographed to assure that the final product exceeds the customer’s
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“IT 1S NO USE SAYING “WE ARE DOING OUR
@%ﬂ YOU WAV G0 TO SUCCEED IN € DOING
CESSARY,”

WWWWWWWW ~SIR WINSTON CHURCHILL
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DAY 3 _ 4:00 PM.

Afinal film proof (blue-line) of the
project is produced by the press
professionals and readied for final
customer approval.

INTEGRATION

DAY 4 _910AM.

Champion Industries’ press
professionals produce the printing
plates and ready the presses far the
project.

p_1N

DAY 4 _10:00 A.M.

Raw matenials such as ink, paper, and
coatings are prepared for the printing
project by experienced printing
veterans.

DAY 4 _
During the actual printing, Champion’s
press professionals are always
prasent to review the progress of the
printing project.

A salesperson, press professional,
and the customer will often perform
an an-site press check to review the

At Champion Industries, our customers benefit daily from the strategic business decisions we make at a corporate level. tn the printing industry, it is often necessary to complete
~. a project using resources that are available both internally and by utilizing other companies and their professionals. At Champion Industries, our family of companies allows us
8 oosu_ma any u::::@ project by tapping the human, technological, financial and 9:2 ccm_:mmm resources <<::5 our own oﬁm::mzo: A customer’s printing project Bm,\ cm@_:

DAY 4 _3:00 PM.

Throughout the run of the presses,
Champion’s press professionals will
perform random spot checks to review
the z:m_:< of the printed piece.
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BOURQUE
PRINTING, INC.

SION OF CHAMPION INDUSTRIES, INC.

ADIVISION OF GHAMPION INDUSTRIES. ING.

CHHAPMAN CHAPMAN
PRINTING PRINTING
COMPANY COMPANY
[~ LexingTon | | cHarcESTON |

CHAMPION INDUSTRIES, INC. PRINTING DIVISIONS

Blue Ridge Printing 544 Haywood Road, Asheville, NC 28806
Phone: 828 _ 254 _ 1000 | Toll Free: 800 _ 633 _ 4298 | Fax: 828 _ 252 _ 6455
E-Mail: asheville@brprinting.com

Specializing in super-critical color catalogs, brochures, and annual reports for
fashion, furniture, and financial clientele as well as ad agencies | Highest quality
commercial printer with full digital pre-press | Utilizes proprietary UltraRaster™
color separation process | 4- and 6-color presses up to 20 in. x 26 in. | Full bindery |
Die cutting

Blue Ridge Printing 1485 Amherst Road, Knoxville, TN 37909
Phone: 865 _ 584 1195 | Toll Free: 800 _ 566 _ 6194 | Fax: 865 _ 588 _ 6022
E-Mail: knoxville@brprinting.com

Specializing in super-critical color catalogs, brochures, and annual reports for
fashion, furniture, and financial clientele as well as ad agencies | Highest quality
commercial printer with full digital pre-press | Utilizes proprietary UltraRaster™
color separation process | 6-color press up to 28 in. x 40 in. with in-line coating |
Full bindery | Die cutting

Bourque Printing, Inc. 13112 South Choctaw Drive, Baton Rouge, LA 70815
Phone: 225 _ 272 _ 9254 | Toll Free: 800 _ 552 _ 4610 | Fax: 225 _ 273 _ 2535
E-Mail: bourque@champton-industries.com

Mid-sized commercial printer with full digital pre-press | Office product sales |
1- to 5-color presses up to 26 in. x 40 in. | Full bindery featuring automated saddie
stitching and perfect binding | Fulfillment

Carolina Cut Sheets P0. Box 299, Huntington, WV 25707
Phone: 304 _ 691 _ 5041 | Toll Free: 800 __ 745 _ 5301 | Fax: 888 _ 747 _ 5287
E-Mail: ccsart@champion-industries.com

Roll to cut sheet business forms manufacturer with digital pre-press | 1- to 5-color
presses up to 14 in. x 17 in. | Capabilities include folding, drilling, and padding

Champion Industries Jackson 323 East Hamilton Street, Jackson, MS 39205
Phone: 601 _ 355 _ 4531 | Toll Free: 800 _ 677 _ 7677 | Fax: 601 _ 355 _ 3406

Office products sales | Printing sales headquarters with digital pre-press
Chapman Printing Company 830 Russell Cave Road, Lexington, KY 40505
Phone: 859 _ 257 _ 2661 | Toll Free: 800 _ 432 _ 0959 | Fax: 859 _ 231 _ 8341
E-Mail: cpco@mis.net

Printing sales office with full digital pre-press | Office product sales
Chapman Printing Company 1565 Hansford Street, Charleston, WV 25311
Phone: 304 _ 341 _ 0676 | Toll Free: 800 _ 824 _ 6620 | Fax: 304 _ 341 _ 0688

E-Mail: cpcchas@champion-industries.com

Printing sales headquarters with full digital pre-press | Office product sales
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UPTON

PRINTING

A DIVISION OF BOURQUE SRINTING, INC.

Transdata Systems, Inc. 7868 Anselmo Lane, Baton Rouge, LA 70810
Phone: 225 _ 766 _ 4400 | Toll Free: 800 _ 349 _ 4400 | Fax: 225 _ 767 _ 3359
E-Mail: transdata@aol.com

Transdata Systems, Inc. 746 Carondelet Street, New Orleans, LA 70130
Phone: 504 _ 525 _ 8283 | Fax: 504 _ 569 _ 0739
E-Mail: transdata@aol.com

Specializing in business forms and specialty products

Upton Printing 746 Carondelet Street, New Orleans, LA 70130
Phone: 504 _ 525 _ 8283 | Toll Free: 800 _ 807 _ 9688 | Fax: 504 _ 569 _ 0715
E-Mail: uptonprt@belisouth.net

Mid-sized commercial printer with full digita! pre-press | 1- to 6-color presses up to
26 in. x 40 in. | Full bindery featuring automatic saddle stitching and perfect
binding | Fulfillment services

US Tag 7217 Robb Street, Baltimore, MD 21218
Phone: 410 _ 467 _ 2633 | Toll Free: 800 _ 638 _ 1018 | Fax: 410 _ 467 _ 4579
E-Mail: ustag@champion-industries.com

Stock and custom tag manufacturer | Small-sized commercial printer with full
digital pre-press | 1- to 3-color presses up to 14 in. x 20 in. | Full bindery |
Letterpress up to 18 in. x 22 in.
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FURNITURE " .PRODUCTS : \ E-COMMERCE
Champion provides office furniture in Our office products divisions pride Champion has implemented an
hundreds of makes and styles to meet themselves with the ability to provide e-commerce Internet sofution for its
the needs of business customers businesses with the supplies they customers to order at their
need in a :Sm,_< manner. convenience. .
EFFICIENCY : :

The ability to function efficiently without interruption is paramount to the success of any business. The office products and furniture divisions of Champion Industries provide
much more than office furniture, paper products and other supplies. We provide businesses with the ability to succeed. We do this by meeting the needs of our customers on a
timely, cost-effective basis and with exemplary customer service before and after the sale. -

The value that we bring to our customers in our office products and furniture divisions is demonstrated by our customers” ability to focus on their business demands without
concem about their needs being met. At Champion Industries we provide our customers with tools in all the areas of our business. These tools help companies become more
effective, efficient and profitable. One of these tools is the e-commerce ordering interface implemented for our office products customers. This tool has allowed our customers

to complete their ordering efficiently, at their convenience and in a secure environment. As technologies continue to add avenues. for increased efficiency in business, so wi
Champion.

PRODUCTS - E-COMMERCE PRODUCTS
Whether you need one pen or ten Champion’s office products team Our office products teams waork with
thousand, Champion’s office products works with each customer to tailor you and your team to insure cost-

divisions will get your order to you their e-commerce interface to meet effectiveness, timely service, and
without delay. the needs of the individual business. quality products.
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S CHAMPION
IORS CLARKSBURG

A DIVISION OF STATIONERS, INC.

& GarrisonBrewer

A DIVISION OF STATIONERS, ING.

A DIVISION OF STATIONERS, INC.

g@ﬁ% PION = A
ORGANTOWRN CHAMPION
A DIVISION OF STATIONERS, INC. INDUSTRIES

{NCORPORATED (o

G Olfice Swpplicr

CHAMPION INDUSTRIES, INC. OFFICE PRODUCTS & FURNITURE DIVISIONS

Capitol Business Interiors 711 Indiana Avenue, Charleston, WV 25302
Phone: 304 _ 343 _ 7550 | Toll Free: 800 _ 628 _ 7880 | Fax: 304 _ 346 _ 3350
E-Mail: offices@capbizint.com

Office furniture: A-Grade; Systems | Space planning and design

Champion Clarksburg 700 North 4th Street, Clarksburg, WV 26301
Phone: 304 _ 623 6688 | Fax: 304 _ 623 _ 0267

Full line of office products and supplies | Data products and supplies | Office
furniture: A-Grade; Mid-range; Budget; Pre-owned | Design services | Printing sales

Champion Industries Jackson 323 East Hamilton Street, Jackson, MS 39205
Phone: 601 _ 355 _ 4531 | Toll Free: 800 _ 677 _ 7677 | Fax: 601 _ 355 _ 3406

Office products sales | Printing sales headquarters with digital pre-press
Champion Morgantown 163 Kirk Street, Morgantown, WV 26505
Phone: 304 _ 296 _ 2511 Toll Free: 800 _ 834 _ 6310 | Fax: 304 _ 291 _ 3860

E-Mail: hpthompsens@etcom.net

Full fine of office products and supplies | Data products and supplies | Office
furniture: A-Grade; Mid-range; Budget; Pre-owned | Design services | Printing sales

A DIVISION OF CHAMPION INDUSTRIES, INC.

Diez Office Products 1733 North Airline Highway, Gonzales, LA 70737
Phone: 225 _ 644 _ 8608 | Fax: 225 _ 647 _ 6068

Full line of office products and supplies | Data products and supplies | Office
furniture: Mid-range; Budget

Garrison Brewer 405 Ann Street, Parkersburg, WV 26101
Phone: 304 _ 485 _ 8596 | Toll Free: 800 _ 458 _ 8596 | Fax: 740 _ 423 _ 1612

Full tine of office products and supplies | Data products and supplies | Office
furniture: A-Grade; Mid-range; Budget; Pre-owned | Design services | Printing
services

Smith & Butterfield Company 2800 Lynch Road, Evansville, IN 47733
Phone: 812 _ 422 _ 3261 | Toll Free: 800 __ 321 _ 6543 | Fax: 812 _ 429 _ 0532

Full line of office products and supplies | Data products and supplies | Office
furniture: A-Grade; Mid-range; Budget; Pre-owned | Design services | Printing sales

Smith & Butterfield Company 115 East 3rd Street, Owensboro, KY 42301
Phone: 270 _ 683 _ 3555 | Fax: 270 _ 683 _ 3556

Stationers, Inc. / Rose City Press 1945 5th Avenue, Huntington, WV 25703
Phone: 304 _ 528 _ 2780 | Toll Free: 800 _ 862 _ 7200 | Fax: 304 _ 528 _ 2795
E-Mail: stationers@citynet.net

Full line of office products and supplies | Data products and supplies | Office
furniture: A-Grade; Mid-range; Budget; Pre-owned | Design services
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

OVERVIEW

The Company is a commercial printer, business forms manufacturer and office
products and office furniture supplier in regional markets east of the Mississippi
River. The Company has grown through strategic acquisitions and internal growth.
Through such growth, the Company has realized regional economies of scale,
operationa! efficiencies, and exposure of its core products to new markets. The
Company has acquired fifteen printing companies, seven office products and office
furniture companies and a paper distribution division (which was subsequently
sold) since its initial public offering on January 28, 1993.

The Company’s net revenues consist primarily of sales of commercial printing,
business forms, tags, other printed products, office supplies, office furniture, data
products and office design services. The Company recognizes revenues when
products are shipped or services are rendered to the customer. The Company’s
revenues are subject to seasonal fluctuations caused by variations in demand for
its products.

The Company’s cost of sales primarily consists of raw materials, including
paper, ink, pre-press supplies and purchased office supplies, furniture and data
products, and manufacturing costs including direct labor, indirect labor and
overhead. Significant factors affecting the Company’s cost of sales include the
costs of paper in both printing and office supplies, the costs of labor and other raw
materials.

The Company’s operating costs consist of selling, general and administrative
expenses. These costs include salaries, commissions and wages for sales,
customer service, accounting, administrative and executive personnel, rent,
utilities, legal, audit, information systems equipment costs, software maintenance
and depreciation.

CRITICAL ACCOUNTING POLICIES INVOLVING SIGNIFICANT ESTIMATES

The Company's significant accounting policies are described in Note 1 to the
consolidated financial statements. The discussion and analysis of the financial
statements and results of operations are based upon the Company’s consolidated
financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States. The preparation of these
financial statements requires management to make estimates and judgments that
affect the reported amounts of assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and liabilities. The following critical
accounting policies affect the Company’s more significant judgments and
estimates used in the preparation of the consolidated financial statements. There
can be no assurance that actual results will not differ from those estimates.

p_25

Asset Impairment The Company is required to test for asset impairment relating
to property and equipment whenever events of changes in circumstances indicate
that the carrying value of an asset might not be recoverable. The Company applies
Statement of Financial Accounting Standards No. 144, "Accounting for the
impairment or Disposal of Long-Lived Assets” (Statement No. 144) in order to
determine whether or not an asset is impaired. This standard requires an
impairment analysis when indicators of impairment are present. If such indicators
are present, the standard indicates that if the sum of the future expected cash
flows from a company’s asset, undiscounted and without interest charges, is less
than the carrying value, an asset impairment must be recognized in the financial
statements. The amount of the impairment is the difference between the fair value
of the asset and the carrying value of the asset.

The Company believes that the accounting estimate related to an asset
impairment is a “critical accounting estimate” because it is highly susceptible to
change from period to period because it requires management to make
assumptions about future cash flows over future years and that the impact of
recognizing an impairment could have significant effect on operations.
Management's assumptions about future cash flows requires significant judgment
because actual operating levels have fiuctuated in the past and are expected to
continue to do so in the future. Management has discussed the development and
selection of this critical accounting estimate with the audit committee of our board
of directors and the audit committee has reviewed the Company's disclosure
relating to it in this management discussion and analysis (MD&A).

Beginning in fiscal year 2002, goodwill is required to be evaluated annuatly for
impairment, according to Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets.” {(Statement No. 142). The standard
requires a two-step process be performed to analyze whether or not goodwill has
been impaired. Step one is to test for potential impairment, and requires that the
fair value of the reporting unit be compared to its book value including goodwill. If
the fair value is higher than the book vatue, no impairment is recognized. If the fair
value is lower than the book value, a second step must be performed. The second
Step is to measure the amount of impairment loss, if any, and requires that a
hypothetical purchase price allocation be done to determine the implied fair value
of goodwill. This fair value is then compared to the carrying value of goodwill. If
the implied fair value is lower than the carrying value, an impairment must be
recorded.

As discussed in the notes to the financial statements, goodwill is recorded at
the adjusted book value and was analyzed for impairment with the implementation
of Statement No. 142. The fair value of the Company’s goodwill was estimated
using discounted cash flow methodologies. Based on the analysis, the Company
determined that fair value relating to goodwill resulted in an implied fair value
greater than the book value recorded for the corresponding goodwill, and therefore
no impairment was recognized.
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RESULTS OF OPERATIONS

The following table sets forth for the periods indicated information derived from
the Company's Consolidated Statements of QOperations, including certain
information presented as a percentage of total revenues.

Year Ended October 31,
(In thousands)
2002 2001 2000
Revenues:

Printing $95194 775% §$ 98146 784% § 96,657 765%
Office products

and office

furniture 27,690 225 26,998 21.6 28,672 235

Total revenues 122,884 100.0 125,144 100.0 126,329 100.0

Cost of sales:

Printing 68,771 56.0 71816 574 69,376 549
Office products
and office
furniture 19480 158 18,661 149 19,927 158
Total cost of sales 88,251 718 90,477 723 89,303 70.7
Gross Profit 34,633 282 34,667 277 37,026 293
Selling, general
and administrative
expenses 30560 249 31,800 254 32621 258
Restructuring
charges -_ — 2052 16 —_ —
Asset impairment
charges — — 3061 25 — —
Income (loss) from
operations 4073 33 (2,246) (1.8) 4405 35

RESULTS OF OPERATIONS (CONTINUED)

Year Ended October 31,
(In thousands)
2002 2001 2000

Other income

(expense):

interest income 14 00 64 0.1 7101

Interest expense (386) (0.3) (831} (0.7) (1,018) (0.8}

Other income 3 01 528 04 14 01
Income (loss) before

income taxes 37714 31 (2.545) (2.0) 3572 29
Income tax benefit

(expense) {1,566) (1.3) 363 03 (1,463) {1.2)

Netincome (loss) $ 2208 1.8% $ (2182) {(1.7)% $ 2109 17%

YEAR ENDED OCTOBER 31, 2002 COMPARED TO YEAR ENDED
OCTOBER 31, 2001

REVENUES

Consolidated net revenues were $122.9 million for the year ended October 31, 2002
compared to $125.1 million in the prior fiscal year. This change represents a
decrease in revenues of $2.3 million or 1.8%. Printing revenues decreased by $3.0
million or 3.0% from $98.1 million in 2001 to $95.2 million in 2002. The decrease
in printing sales was primarily the result of an overall sluggish market in most of
the geographic regions served by the Company partially offset by additiona
printing sales from the Company's acquisition of Transdata for a full year in 2002.
Office products and office furniture revenue increased $691,000 or 2.6% from $27.0
million in 2001 to $27.7 million in 2002. The increase in revenues for the office
products and office furniture segment was primarily attributable to higher furniture
sales, primarily in one of the Company’s geographic regions. Gross margin dollars
declined in office products and office fumiture divisions while the printing divisions
posted an increase in gross margin dollars. This increase relates to the prior year
gross margin dotlars being reduced by charges taken as part of the restructuring
and profitability enhancement plan that were not present in the current year.
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OPERATING EXPENSES AND INCOME

Seliing, general and administrative {S,G&A) expenses decreased $822,000 to $31.8
million in 2001 from $32.6 million in 2000. S,G&A as a percentage of net salgs
represented 25.4% of net sales in 2001 compared with 25.8% of net sales in 2000.
This decrease is related, in part, to decreases in corporate overhead expenses, and
lower payroll related costs partially offset by increased health insurance costs,
travel costs and bad debt expenses.

The Company initiated a corporate-wide restructuring and profitability
enhancement plan in the third quarter of 2001. The plan was implemented to
effectuate certain key initiatives including plant and office consolidations,
headcount reductions, asset impairment issues and a general response 1o a
deteriorating economic environment. The Company followed the applicable
provisions of Financial Accounting Standards Board No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of,” to
compute the tangible and intangible impairment portions of the restructuring
charges. As a result of the restructuring plan, the Company recorded a pre-tax
charge of $6.1 million or $4.3 million net of tax or $0.44 per share. The charges
were composed of the following components: write-down of goodwill, facilities
and equipment of $3,060,000; employee severance and termination benefits of
$55,000 and restructuring and other charges of $2,976,000. The restructuring and
other charges included charges related to increases and related write-offs in the
allowance for doubtful accounts, inventory obsolescence reserves and inventory
valuation modifications related to excess quantities, costs related to duplicative
facility leases, computer systems related charges, termination fees of a pension
plan of an acquired company, and other general charges to implement the above
mentioned plan.

The charges are classified on the statement of operations as components of
income from operations. Inventory obsolescence and valuation reserves are
classified as a component of cost of sales in the amount of $978,000.

OTHER INCOME (EXPENSE)

Interest expense decreased $127,000 to $300.000 in 2001 from $1.0 million in 2000
primarily as a result of a decrease in interest rates.

Other income increased approximately $400,000 primarily due to a gain
resulting from the strategic alliance with Xpedx.

INCOME TAXES

Income taxes as a percentage of income before taxes were a benefit of 14.3% in
2001 compared with income tax expense of 41.0% in 2000.

p_29

The Company recorded a tax benefit in the third quarter of 2001 as a result of
restructuring and asset impairment charges. The effective income tax rate in 2001
is reflective of certain tax attributes of non-deductible goodwill resulting from
asset impairment charges.

The effective income tax rate in 2000 approximates the combined federal and
state, net of federal benefit, statutory income tax rate.

NET INCOME (LOSS)

For reasons set forth above, net income for 2001 decreased $4.3 million to a net
loss ${2.2} million, or $(0.22) per share on a basic and diluted basis, from net
income of $2.1 million for 2000, or $0.22 per share on a basic and diluted basis.

LIQUIDITY AND CAPITAL RESOURCES

As of October 31, 2002, the Company had $4.5 million of cash and cash
equivalents, a decrease of $1.3 million from the prior year. Working capital as of
October 31, 2002 was $26.1 million, a slight increase from $26.0 million at October
31, 2001. The decrease in cash and cash equivalents is primarily attributable to a
decrease in cash provided from operations partially offset by proceeds from the
sale of fixed assets.

The Company has historically used cash generated from operating activities and
debt to finance capital expenditures and the cash portion of the purchase price of
acquisitions. Management plans to continue making significant investments in
equipment and to seek appropriate acquisition candidates. However, to fund the
Company’s continued expansion of operations, additional financing may be
necessary. The Company has two avaifabie lines of credit totaling $11.0 million
(see Note 3 of the Consolidated Financial Statements). For the foreseeable future
including through Fiscal 2004 when most of the Company's interest bearing
obligations are due, management befieves it can fund operations, meet debt
service requirements, and make the planned capital expenditures based on the
available cash and cash equivalents, cash flow from operations, and lines of credit.

Even though the Company believes that the legal contingency (see Note 7 of the
Consolidated Financial Statements) that it faces will be resolved favorahly, the
possibility for an adverse decision on appeal is also inherent in the legal process.
The Company believes that adequate liquidity is available to fund this contingency,
if required.

Additionally, the Company has minimal amounts of future contracted
obligations {see Note 3 and Note 6 of the Consolidated Financial Statements). The
Company is not a guarantor of indebtedness of others.
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MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

Champion common stock has traded on the National Association of Securities
Dealers, Inc. Automated Quotation System (“NASDAQ") National Market System
since 1993 under the symbol “"CHMP”

The following table sets forth the high and low closing prices for Champion
common stock for the period indicated. The range of high and low closing prices is
based on data from NASDAQ and does not include retail mark-up, mark-down or
commission.

Fiscal Year 2002 Fiscal Year 2001
High Low High Low

$315 $228

First quarter $294 $203
Second quarter 3.25 282 3.06 2.50
Third quarter 3.04 230 3.51 2.70
Fourth quarter 284 2.25 3.45 2.10

At the close of business on January 10, 2003, there were 458 shareholders of
record of Champion common stock.

The following table sets forth the quarterly dividends per share declared on
Champion common stock.

Fiscal Years
2003 2002 2001

First quarter $005 $005 $005

Second quarter — 0.05 0.05
Third quarter — 0.05 0.05
Fourth quarter — 0.05 0.05

p_3

REPORT OF INDEPENDENT AUDITORS
The Board of Directors and Shareholders
Champion industries, Inc.

We have audited the accompanying consolidated balance sheets of Champion
Industries, Inc. and Subsidiaries as of October 31, 2002 and 2001, and the related
consolidated statements of operations, shareholders’ equity, and cash flows for
each of the three years in the period ended October 31, 2002. These financial
statements are the responsibility of the Company’s management. Our responsibility
is to express an opinion on these financial statements based upon our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States. 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
statermnent presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the consolidated financial position of Champion
Industries, Inc. and Subsidiaries at October 31, 2002 and 2001, and the
consolidated results of their operations and their cash flows for each of the three
years in the period ended October 31, 2002, in conformity with accounting
principles generally accepted in the United States.

SEanct ¥ Eh%

Charleston, West Virginia
December 20, 2002
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CONSOLIDATED STATEMENTS OF OPERATIONS
Champion Industries, Inc. and Subsidiaries

Year Ended October 31,

2002 2001 2000
Revenues:
Printing $ 95,194,288 $ 98,146,114  § 96,656,679
Office products
and office furniture 27,689,621 76,998,196 29,672,727
Total Revenues 122,883,909 125,144,310 126,329,406
Cost of sales:
Printing 68,770,628 71,815,872 69,376,266
Office products
and office furniture 19,480,400 18,661,472 19,927,207
Total cost of sales 88,251,028 90,477,344 89,303,473
Gross profit 34,632,881 34,666,966 37,025,933
Selling, general and
administrative expenses 30,560,289 31,799,557 32,621,339
Restructuring costs — 2,052,692 —
Asset impairment costs — 3,060,706 —
Income (loss) from
aperations 4,072,592 (2,245,989) 4,404,594
Other income (expense):
Interest income 14,376 63,700 71,094
Interest expense (386,699) (890,787) (1,017,618)
Other 73.326 528,013 113,710
(298,997} {299,074} (832,814}
income (loss) before
income taxes 3,773,595 (2,545,063) 3,571,780
Income tax benefit (expense) {1,565,891) 362,974 (1,463,109)
Net income (loss) $ 2202,704 $ (2182,089) $ 2,108,671

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS (CONTINUED)
Champion Industries, Inc. and Subsidiaries

Year Ended October 31,
2002 2001 2000
Earnings {loss) per share:
Basic $0.23 $(0.22) $0.22
Diluted 0.23 (0.22) 0.22
Dividends paid per share $0.20 $0.20 $0.20
Weighted average shares
outstanding:
Basic 9,714,000 9,714,000 9,714,000
Diluted 9,726,000 9,714,000 9,714,000
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
Champion Industries, Inc. and Subsidiaries
Additional
Common Stock Paid-In Retained
Shares Amount Capital Earnings Total
Balance, October 31, 1999 9713913  $9,713,913  $22,242.047  $14,603,909  $46,559,869
Net income for 2000 — — — 2,108,671 2,108,671
Dividends ($0.20 per share} — — — (1,942,782) (1,942,782
Balance, October 31, 2000 9,713,913 971393 22,242,047 14,769,798 46,725,758
Net loss for 2001 — — — (2,182,089)  (2.182,089)
Dividends ($0.20 per share) — — — (1,942,783)  (1,942,783)
Balance, October 31, 2001 9,713,913 9,713,913 22,242 047 10,644,926 42,600,886
Net income for 2002 — — — 2,207,704 2,207,704
Dividends {$0.20 per share) — — —  (1,942,780) (1,942,780)

Balance, October 31,2002 9,713,913  $9,713913 $22,242,047 $10,909,850 $42,865,810
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Champion Industries, Inc. and Subsidiaries

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Champion is a commercial printer, business forms manufacturer and office
products and office furniture supplier in regional markets east of the Mississippi.

The accounting and reporting policies of Champion conform to accounting
principles generally accepted in the United States. The preparation of the financial
statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported
in the financial statements and accompanying notes. Actual results could differ
from these estimates. The following is a summary of the more significant
accounting and reporting policies.

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements of Champion Industries, Inc.
and Subsidiaries (the “Company”) include the accounts of The Chapman Printing
Company, Inc., Bourque Printing, Inc., Dallas Printing Company, Inc., Stationers,
Inc., Carolina Cut Sheets, Inc., U.S. Tag & Ticket Company, Inc., Donihe Graphics,
Inc., Smith and Butterfield Co., Inc., The Merten Company, Interform Corporation,
Blue Ridge Printing Co., Inc., CHMP Leasing, Inc., Rose City Press, Capitol Business
Equipment, Inc., Thompson's of Morgantown, Inc., Independent Printing Service,
Inc., Diez Business Machines and Transdata Systems, Inc.
Significant intercompany transactions have been eliminated in consolidation.

CASH EQUIVALENTS

Cash and cash equivalents consist principally of cash on deposit with banks,
repurchase agreements for government securities, and a money market account, all
highly liquid investments with an original maturity of three months or less. At
October 31, 2002 and 2001, the Company held overnight repurchase agreements

-for $845,000 and $1,495,000 of government securities with stated interest rates of

0.65% and 1.0%.

INVENTORIES

Inventories are principally stated at the lower of first-in, first-out, cost or market.
Manufactured finished goods and work-in-process inventories include material,

direct labor and overhead based on standard costs, which approximate actual
costs.

Champion Industries, Inc. and Subsidiaries

p_35

PROPERTY AND EQUIPMENT

Depreciation of property and equipment and amortization of leasehold
improvements and equipment under capital leases are recognized primarily on the
straight-line and declining-balance methods in amounts adequate to amortize
costs over the estimated useful lives of the assets as follows:

Buildings and improvements 5 — 40 years

Machinery and equipment 3 — 10 years
Furniture and fixtures 5—10 years
Vehicles 3 - Syears

The Company leases certain equipment under financing agreements that are
classified as capital leases. These leases are for a term of five years and contain
purchase options at the end of the original lease term. Amortization of assets
recorded under capital lease agreements is included in depreciation expense.

Major renewals, betterments, and replacements are capitalized while
maintenance and repair costs are charged to operations as incurred. Upon the sale
or disposition of assets, the cost and related accumulated depreciation are
removed from the accounts with the resulting gains or losses reflected in income.
Depreciation expense approximated $4,139,000, $4,267,000, and $3,975,000 for
the years ended October 31, 2002, 2001 and 2000.

Long-lived property and equipment are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of the asset
may not be recoverable. This evaluation includes the review of operating
performance and estimated future undiscounted cash flows of the underlying
assets or businesses.

The Company had two buildings classified as assets held for sale that were sold
at their approximate recorded value during 2002 and related to the Company’s
Cordage division {See Note 8) and to the Company's implementation of
restructuring and profitability enhancement plan in 2001 {See Note 10).

GOODWILL

The excess cost over fair value of net assets of acquired businesses, goodwill, was
previously in years prior to 2002 being amortized by the straight-line method over
periods ranging from 15 to 25 years. Amortization expense approximated $181,000
and $242,000, for the years ended October 31, 2001 and 2000.

in June 2001, the Financial Accounting Standards Board issued Statements of
Financial Accounting Standards No. 141, “Business Combinations,” and No. 142,
“Goodwill and Other Intangible Assets {FAS 142).” The Company adopted these
standards with its fiscal year beginning November 1, 2001. Under the new rules,
goodwilt (and intangible assets deemed to have indefinite lives) will no longer be
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ACCOUNTING FOR STOCK-BASED COMPENSATION

In December 2002, the FASB issued SFAS No. 148 “Accounting for Stock-Based
Compensation—Transition and Disclosure.” Statement 148 amends FASB
Statement No. 123, Accounting for Stock-Based Compensation, to provide
alternative methods of transition to Statement 123's fair value method of
accounting for stock-based employee compensation.

The Company has elected to follow the intrinsic value method in accounting for

its employee stock options. Accordingly, because the exercise price of the
Company’s employee stock options equals the market price of the underlying stock
on the date of grant, no compensation expense is recognized.
The fair value of these options was estimated at the date of grant using a Black-
Scholes option pricing model with the following weighted-average assumptions for
2002 and 2000, respectively: risk-free interest rates of 3.91% and 6.00%; dividend
yields of 8.03% and 4.71%; volatility factors of the expected market price of the
Company's common stock of 45.4% and 39.9%; and a weighted-average expected
life of the option of 4 years.

The following pro forma information has been determined as if the Company
had accounted for its employee stock options under the fair value method. For
purposes of pro forma disclosures, the estimated fair value of the options is
expensed in the year granted since the options vest immediately. The Company's
pro forma information for the years ended October 31 are as follows:

Year Ended December 31,

2002 2001 2000

Net Income (loss), as reported $2,207,704 $(2,182,089)  $2,108,671
Deduct: Total stock-based

employee compensation expense

determined under fair value

method for all awards, net of

related tax effects 38,704 — 33,671
Pro Forma net income (loss) $2,169,000 $(2,182,089)  $2.075,000
Earnings (loss) per share:

Basic, as reported $ 023 § 022y § 0.22

Basic, pro forma 0.22 {0.22} 0.21

Diluted, as reported 0.23 (0.22) 022

Diluted, pro forma 0.22 (0.22) 0.21

Champion Industries, Inc. and Subsidiaries
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RECLASSIFICATIONS

Certain prior-year amounts have been reclassified to conform to the current-year
Financial Statement presentation.

2. INVENTORIES

Inventories consisted of the following:

October 31,
2002 2001
Printing:
Raw materials $ 2,421,973 $ 2,460,218
Work in process 1,795,796 1,698,374
Finished goods 3,942,518 3,923,549
Office products and office furniture 3,267,294 3,682,054
$11,427,581 $11.764,195
3. LONG-TERM DEBT
Long-term debt consisted of the following:
October 31,
2002 2001
Unsecured term notes payable to a bank, due in monthly
principal installments of $148,810 plus interest approximating
the prime rate with the last note maturing April 2004 $2,678,733  $4,464,449
installment notes payable to banks, due in monthly installments
totaling $84,852 plus interest rates approximating the
the bank’s prime rate maturing in various periods ranging from
December 2002 — April 2006, collateralized by equipment, vehicles,
inventory and accounts receivable 1,382,526 2,859,733
Capital lease obligations, due in monthly installments totaling
$47.223 through October 2002 and $19,116 due in monthly installments
in periods through February 2005 and October 2005 including interest
at the bank's prime rate 554,062 1,078,830
4,615,321 8,403,012
Less current portion 2,810,457 3,853,943
Long-term debt, net of current portion $1,804,864 34,549,069
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A summary of stock options outstanding and exercisable at October 31, 2002,
follows:

Exercise Number Remaining
Price QOutstanding Life
$18.50 28,000 0.12
6.88 34,000 1.63
425 42,000 214
2.49 126,000 405

The Company has deferred compensation agreements with two employees of Blue
Ridge Printing Co., Inc. providing for payments totaling approximately $1,000,000
over a ten year period after retirement. During fiscal 2001, one of these employees
was paid out. The Company had accrued approximately $340,000 and $322,000 at
October 31, 2002 and 2001 relating to these agreements. The amount expensed for
these agreements for the years ended October 31, 2002, 2001 and 2000
approximated $18,000, $21,000 and $25,000. To assist in funding the deferred
compensation agreements, the Company has invested in life insurance policies,
which had a cash surrender value of approximately $364,000 and $322,000 for
years 2002 and 2001.

5. INCOME TAXES
Income tax expense (benefit) consisted of the following:

Year Ended October 31,

Deferred tax assets and liabilities are as follows:

October 31,
2002 2001

Assets:

Allowance for doubtful accounts $ 560957 § 572922

Deferred compensation 135,824 128,676

Net operating loss carryforward of acquired

companies 642,427 674,797

Accrued vacation 219,701 205,249

Other accrued liabilities 146,649 409,043

Other assets 84,229 213,670
Gross deferred tax assets 1,789,787 2,204,357

Property and equipment 3,443,400 4,093,045

Gross deferred liability 3,443,400 4,093,045

Valuation Allowance (544,447) (554,463)
Net deferred tax liabilities $2,198,060  $2,443,151

2002 2001 2000
Current expense:
Federal $1.460913  § 325728  $1,332.515
State 350,069 125318 369,714

Deferred (benefit) expense (245,091) (814,020) (239,120)

$1,565,891 $(362,974)  $1,463,109

Champion Industries, Inc. and Subsidiaries

A reconciliation of the statutory federal income tax rate to the Company’s effective
income tax rate is as follows:

Year Ended October 31,

2002 2001 2000
Statutory federal income tax rate 34.0% (34.0% 34.0%
State taxes, net of federal benefit 6.1 (1.1) 6.8
Restructuring permanent differences — 221 o
Other 14 (1.3) 0.2
Effective tax rate 41.5% (14.3)% 41.0%
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7. COMMITMENTS AND CONTINGENCIES

On February 16, 2002, a jury verdict was rendered against the Company in a civil
action brought against the Company in state court in Jackson, Mississippi.

The plaintiffs in this civil action asserted that the Company and its Dallas
Printing Company, Inc. subsidiary had engaged in unfair competition and other
wrongful acts in hiring certain of its employees. The jury awarded the plaintiffs
$1,745,000 in actual damages and $750,000 in punitive damages.

The Company has been advised that it has no insurance coverage for this
award. The Company under Mississippi law has a guaranteed right to appeal. The
Company has been advised by counsel that it has multiple grounds for an appeal
and a reasonable basis for believing that an appeal would be successful in
eliminating the jury award. However, there can be no assurance that the jury award
will be overturned upon appeal. If the verdict is not overturned, the impact on the
operating results of the Company could be material.

On March 1, 2002, the plaintiffs in the civil action filed a motion for attorney’s
fees and costs in the amount of $889,401. On July 16, 2002, the court entered an
order granting plaintiff $645,119 in attorney fees and expenses, and ordered that
interest on the amount of the jury award accrue from February 22, 2002.

On July 17, 2002, the Company filed a notice of appeal from the jury verdict. The
appeal involves both the jury award and the attorney’s fee and expense award. If
the Company is not successful on appeal, Mississippi taw provides that it is liable
for an additional 15% of the total award.

The Company is subject to the environmental laws and regulations of the United
States and the states in which it operates concerning emissions into the air,
discharges into the waterways and the generation, handling and disposal of waste
materials. The Company’s past expenditures relating to environmental compliance
have not had a material effect on the Company and are included in normal
operating expenses. These laws and regulations are constantly evolving, and it is
impossible to predict accurately the effect they may have upon the capital
expenditures, earnings, and competitive position of the Company in the future.
Based upon information currently available, management believes that
expenditures relating to environmental compliance will not have a material impact
on the financial position of the Company.

The Company is subject to various claims and legal actions, other than the claim
discussed above, that arise in the ordinary course of business. In the opinion of
management, after consulting with legal counsel, the Company believes that the
ultimate resolution of these claims and legal actions will not have a material effect
on the consolidated financial statements of the Company.

Champion Industries, Inc. and Subsidiaries
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8. ACQUISITIONS

On October 10, 2001, the Company acquired Transdata Systems, Inc. (“Transdata”)
of Baton Rouge and New Orleans, Louisiana. This transaction was accounted for
under the purchase method of accounting.

On November 6, 2000, the Company acquired certain assets of the Huntington,
West Virginia paper distribution division of The Cincinnati Cordage Paper Company
(“Cordage”) for $1.2 million, pursuant to an auction held by the U.S. Bankruptcy
Court for the Southern District of Ohio. This transaction was accounted for under
the purchase method of accounting. On April 30, 2001, the Company entered into
a strategic alliance with Xpedx resulting in the assumption by Xpedx of the
Cordage customer list and certain inventory items. This strategic alliance has been
accounted for as a sale of a division with a gain recognized of approximately
$400,000.

On November 30, 1999, the Company acquired all of the issued and outstanding
common stock of Diez Business Machines, Inc. of Gonzales, Louisiana. This
transaction was accounted for under the purchase method of accounting.

Pro forma financial information and all disclosures required by FAS 141 and FAS
147 related to these acquisitions has not been presented because such information
would not be materially different from amounts reported herein.

9. INDUSTRY SEGMENT INFORMATION

The Company operates principally in two industry segments organized on the basis
of product lines: the production, printing and sale, principally to commercial
customers, of printed materials {including brochures, pamphlets, reports, tags,
continuous and other forms); and the sale of office products and office fumniture
including interior design services. The Company employs approximately 800
people, of whom 81 or approximately 10% are covered by a collective bargaining
agreement, which expires on May 31, 2006. The Company believes its relations
with employees are satisfactory.
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10. RESTRUCTURING CHARGE, ASSET IMPAIRMENT CHARGE
AND OTHER CHARGES

In the third quarter of 2001, the Company recorded charges related to a
restructuring and profitability enhancement plan. This plan was implemented to
effectuate certain key initiatives including plant and office consolidations,
headcount reductions, asset impairment issues and a general response to a
deteriorating economic environment. The pre-tax charge resulting from these
actions was $6.1 million {$4.3 miltion after-tax or $0.44 per share on a basic and
diluted basis.) The charge related to approximately $3.1 million from asset
impairments including goodwill, facility and equipment write-downs. The Company
recorded charges for restructuring and other speciat charges of $3.0 million
comprised primarily of severance payments, charge-offs related to duplicative
facility leases, increases in allowance for doubtful accounts and inventory
obsolescence and valuation reserves, costs related to the impairment of the
Company's information systems hardware and software, charges related to
termination and related fees of a pension plan of an acquired Company, and other
charges and expenses related to plant consolidations and restructuring.

As a result of the Company's restructuring plan, approximately 35 employees
were terminated from the Company primarily as a result of plant and office
consolidations at the Company’s Carolina Cut Sheets operation, Chapman Printing
Lexington location and the Garrison Brewer division of Stationers. In addition, the
Company anticipates the elimination of additional positions resulting from
retirements and normal attrition within the next 12 to 18 months. As of October 31,
2001, 35 employees were notified of their termination and one retired position was
eliminated.

The cash and non-cash elements of the Company’s restructuring charge, asset
impairment charge, and other unusual charges approximated $1.5 million in cash
and $4.6 million non-cash. The charges are classified on the statement of
operations as components of operating income. Inventory obsolescence and
valuation reserves are classified as a component of cost of sales. The printing
segment charges approximated $3.5 million consisting of goodwill write-downs of
$779,000, facilities and equipment write-downs of $235,000, severance costs of
$51,000, inventory obsolescence and valuation teserves of $978,000 and
restructuring and other charges of $1,457,000. The office products and furmniture
segment charges approximated $2.6 million consisting of goodwill write-downs of
$1,611,000, facilities write-downs of $436.000, severance costs of $4,000 and
restructuring and other charges of $541,000. Details of the approximated charges
are as follows as of October 31, 2002:

Champion Industries, Inc. and Subsidaries

Utilized
Original Balance at
Accrual Cash Noncash October 31, 2002
Write-down of goodwill,
facilities and equipment $3,060,000 $168,000  $2,892,000 8 —
Employee severance and
termination benefits 55,000 25,000 — 30,000
Inventory obsolescence
and valuation reserves 978,000 — 978,000 —
Restructuring and other
charges 1,998,000 797,000 768,000 433,000
Total $6,091,000 $990,000  $4.638.000 $463,000

11. FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amount reported in the balance sheet for cash and cash equivalents
approximates its fair value. The fair value of long-term debt was estimated using
discounted cash flows and it approximates their carrying value.
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SHAREHOLDERS’ INFORMATION
Corporate Headquarters Champion Industries, Inc.
Mailing Address P0. Box 2968, Huntington, WV 25728

Street Address 2450-90 First Avenue, Huntington, WV 25703
Phone: 304 _ 528 _ 2700 | Fax: 304 _ 528 _ 2765

Notice to Shareholders A copy of the Company’s annual report on Form 10-K for
the fiscal year ended October 31, 2002, as filed with the Securities and Exchange
Commission, including the financial statements and schedules thereto, is available
through EDGAR or upon written request to:

Champion Industries, Inc.
P0. Box 2968
Huntington, WV 25728

Annual Meeting The annual meeting of shareholders wil! be held at 1:00 PM. on
Monday, March 17, 2003, at the Radisson Hotel Huntington, 1001 3rd Avenue,
Huntington, WV.

Requests for Information Shareholders, analysts and others seeking financial
information are requested to contact our Chief Financial Officer at Corporate
Headquarters.

Stock Transfer Agent and wmamm:.m_. National City Bank, Cleveland, OH
Toll Free: 1 _ 800 _ 622 _ 6757

p_45

Shareholder correspondence and written transfer requests should be sent to:

National City Bank, Dept. 5352
Corporate Trust Operations
PO. Box 92301

Clevetand, OH 44193 _ 0900

Common Stock Listing Common stock of Champion Industries, Inc. is traded on
the NASDAQ National Market System {NMS} under the symbol CHMP. NASDAQ
Market Makers at October 31, 2002 were:

Advest, Inc.
Ferris Baker Watts, Incorporated

Auditors
Ernst & Young LLP
900 United Center
Charleston, WV 25301

Website Visit our website at: www.champion-industries.com
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CHAMPION INDUSTRIES, INC.

P0O. Box 2968

Huntington, WV 25728 _ 2968
304 528 _ 2700
www.champion-industries.com




