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~ Results for 2002

|'am pleased to report an operating profit of $264,000. ~ Although small, it should be considered an : j
~ achievement when considering the significant, continued downturn in our industry, and competltrve prlce i
. pressures due to the sluggish market conditions. - [
v - We began the year in the aftermath of the September 2001 terrorist attacks.  Consequently, booklngs in
. the first: quarter of the year were severely impacted, but improved in every subsequent quarter. For the'year, : _
P booklngs of $12,845, 000 were down 8% compared to the previous year. Shipments of $12,942:000 were |

i - down 13% from the prevrous year. -

- We are performing much better than many companies inour industry. Industry orders for conveyor equlp- ;

: rnent were reported to be down 25. 2% in 2001 and are projected to be down an additional 15. 6% i in 2002,

fora twc -year decline greater than 40%. Comparatrvely, our:shipments were down only 18% over the last b
i ftwoyears , .
L Durrng the year the Company repurchased 11 % (1 96, 765 shares) of rts outstanding common stock from i P

“We belleve that Company repurchases and retirement of its stock beneﬁts our shareholders and we will .con- ?
. sider further repurchases in the coming year as additional shares become available. In October of 2002 the |
: Company initiated a small-lot buy-back program that offered to repurchase its stock from shareholders own- -
ing less than 100 shares Under the program which ended on December20 2002, the company repurchased D

: >3145 shares ,
Outlook and Strategy for 2003

. H i H .

. Weare optlmrstrc about the potentlal for achrevrng S|gnlf cant growth in sales of our Prab chrp processrng ;
- systems products in 2003, based upon the early bookings success and high interest level that we recelved L _3

; wrth the launch of our second-generation briquetter models in the latter part of 2002.

,,,,,

: Weare embarklng on a major, new initiative to increase sales for our Hapman products. Comprehensave
P programs include development of the Hapman brand, realignment of the sales organization, trarnrng of our
. sales personnel, product development, creation of a new advertlsrng and promotional campaign, and expand—

n ing the business into new, selected foreign markets.

. An acquisition remains a part of our growth strategy. During the year, we looked seriously at two acqur- LB
'~ sition candidates, but after careful analysrs decrded that nerther met our criteria. We will continue to look for Sk
» the right opportunity. - ; Lo Do
 In 2003, The OTC Bulletln Board (OTCBB}), where Prabs stock is currently quoted, is berng phased out |
and a new market the Bulletin Board Exchange (BBX) wrll be launched. The BBX will be a listed marketplace Co

Prab remams very strong frnancrally, havrng no debt and with significant operating cash on hand On-
L gorng cost reduction and improvement programs have reduced operating expenses and costs of many of our f
L products In 2003 we will continue to work towards improving all of our processes beginning wrth theiquo- | © |
tation process and contlnurng through englneerrng and manufacturing. Industry analysts: belleve that the L
- decline in our industry that started over two years ago has finally bottomed out, and that growth will begin in b
. the second half of 2003. We hope that they are right. We have lowered our break-even point without weak- 1|
‘ enlng our orgamzatlon and feel that we are in an excellent position to benefit from the economic rebound {
- when it occurs. '

%ﬁmqm

N Gary _A.;Herder :
Chairrnan; President & CEO
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The Company
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The Company is a Michigan corporation organized in 1961. The Company S operatrons consist of desrgn-
. ing and manufactunng conveyors, metal scrap reclamation systems and bulk material handling equipment.

: The Company sells its products worldwide through a network of factory sales engineers and manufactur- : g

ers' agents: These products are used in a variety of manufacturing processes to reduce labor costs
increase productrvrty, improve qualrty and save materlals and energy resources. ‘ :

The Company desrgns and. manufactures complete metal scrap reclamation systems whrch rt sells to die
casting, metal stamping, general metal working, and other industries. These systems reduce labor, manu- -
facturing and transportation costs associated with metal scrap disposal, reclaim cutting fluids, and increase
the value of metal scrap. The Company's scrap metal reclamation systems are priced from: $50,000 t0
$1,500,000 ‘and range from a single machine to a complex group of machlnes mcludlng conveyors -
crushers centrrfuges briquetters, and related equipment. I N R P

: Fleclamatlon systems are specrfrcally desrgned for each customer and in general are used to collect and
transfer metal scrap, crush the scrap into.a more convenient chip size for handling, clean the scrap of
flurds and other rmpuntles and reclalm oil used as a machining coolant dunng the manufacturmg process

The Company also designs and manufactures to meet customer specrflcatlons for prrces rangrng from :
$3,000 to $100,000, stand-alone conveyors for transporting aluminum, brass, cast iron and steel scrap. "
These conveyors, ‘include HarpoonTM drag, tubular oscrllatmg, screw, hinged steel: belt magnetlc and
pneumatlc models . :

The Company also deS|gns and manufactures to meet customer specrflcatlons conveyors and systems
under the trade name of Hapman™, which are used primarily to transport bulk materials, such as powders -
and chemicals. These tubular, flexible screw (Hellxm) and pneumatic conveyors, bulk bag unloaders, bulk ;
- bag fillers, and bag dumping stations (also known as "bulk material handling equrpment") are used in the

chemical, pharmaceutical, food, plastics and other processlng industries and sell in the pnce range of
$2, 000 to $250 000. o :

The Company s business is not seasonal; however fluctuatrons in sales are common due to Iarge system |
orders, which is typical of the capital equipment industry. Foreign sales and license fees accounted for 9%,
7%, and 11% of the Company's net sales for each of the fiscal years 2002, 2001 and 2000, respectlvely f
The Company sisales are not dependent on one or a few major customers.

. The followrng table sets forth the range of hlgh and low bld mforrnatron for the Company S two most recent

. frscal years:

_ 2002 ot 2001
© First = Second | Third & Fourth L I First Second Third Fourth
G - Quarter Quarter Quarter Quarter =~ Quarter ‘Quarter Quarter Quarter
R Stock Prlce(brd) ' 1 . Stock Price(bid) o :
. High 14410 11710 11710 11710  High 1-7/8 1-5/8 1- 110 90

u Low 165/100 8/10 ’88/1003 12/1’00 .~ Low 112 58 710 85/100

» The Common Stock IS regularly quoted on the OTC Bulletln Board (OTCBB]. The above b|d prices are
- quotations reflecting inter-dealer prices, without retail markup, markdown or commissions, and may not

necessarily represent actual transactions. At December 31, 2002 there were approxrmately 892 record ;
holders of the Common Stock. '

~ The Company has pald no dlvrdends onits: Common Stock The payment of d|V|dends in the future will be :
- dependent upon the financial condition, capital reqmrements earnings of the Company and such other - ‘

B factors as the Board of Directors may deem relevant

3




Prab Conveyors And Hapman

- of standard conveyors and integrated with other:scrap processing components to produce

a custom system for the productlon mach|n|ng, metal stamplng and die castlng mdustnes N

and the uncertaln economy, while spare parts sales remained constant. _ Do g ; L
An expanded network of well-trained representatlves the mtroductlon of a new enclosed tube scrap
conveyor, the strengthened presence of our new website (www.prab.com) and a focused trade show

\\\\\

schedule for 2003 should position us for growth as the economy rebounds _ b

envrronmental compllance These systems automate scrap handling, improve productvvrty and‘
' housekeepmg while Iowenng the cost of doing busrness in our'new century. IR A

L HAPM AN HAPMAN is one of the world’s foremost providers of conveyors and matenal
. m handling equipment for the efficient | .handling of powders and bulk : SO|IdS‘
. ldeasthatmove, - ' Industries such as food, pharmaceutical, plastic, and chemlcal rely upon

_/ HAPMAN for unsurpassed expertise and service. A B A

H

P rcally mcreasmg over the previous year : : : b
' Towards the end of 2002 HAPMAN embarked on an aggresswe branding strategy for our complete prc'd-*
~ uct line.  The strategy encompasses the creation of both external and internal plans for. promotmg
- HAPMAN as - “Ideas that move.” Product development, increased efficiencies, internal communication;
. extensive sales training, and end-user focus; along with an expanded advertising and promotlonal
: campargn W|II enhance and grow the Hapman brand N O

lfz,r
1';

P Product I|ne extensrons in our Tubular and MrmVac categones have beenimplemented, expandlng our core
products to better. meet the operational and financial needs of the market. Our Helix™ flexible screw line
- has been a solid performer and our line of Bulk Bag handhng equipment will continue to grow and expand

2002 prowded HAPMAN with a strong platform Wl'[h on which we will oontlnue to grow.

initial steps for openlng the European: market have been iinstituted. Contlnued expansmn of the%export ;

markets will contlnue along with product development tailored to the local needs of the world: markets P
A B A '; ‘

| . pegpegenyg Prab is one of the world’s leading manufacturers of conveyors and systems for the collec-f B
f PRAB tion and processing of metal scrap. Complete systems are engineered from a wide selection |

P T S AR S T |

v ,ln 2002 HAPMAN recognlzed a growth i ln new equrpment sales wrth fourth quarter unit booklngs dramat-




Management S Dlscussmn And Analysis
| Or Plan Of Operatlon

OVERVIEW OF RECENT SIGNIFICANT EVENTS

:' Net sales in 2002 decreased 13% and new order booklngs decreased 8% when compared to 2001.
Operating i income decreased 68% primarily from increased outsourcing on large orders combined with an ‘
increase in warranty expense of $123,000 from the prlor year

The Company, in August, 2002, repurchased 166,457 shares of its common stock from the estate of a for- L
mer officer of the Company at a price of $1.13 per share. The repurchased shares were returned to autho- |
rized but unissued status. The Company also began a small share buy back program in October of 2002 to =

repurchase the shares of shareholders owning fewer than 100 shares. The program resulted in the purchase EE:

of 3,145 shares which were returned to authorized but unissued status. An additional 29,366 shares were . |
purchased from other Shareholders and returned to authorized but unissued status. - “

Booklngsln:t" scal year 2002 contlnued to be low asa result of a weak USA economy. |

: The Company slgned an equipment purchase agreement wrth a manufacturer of brlquetter equrpment Wthh f |

- allows the Company to purchase and sell their briquetters under the Prab name. The Company has already _

5 booked orders for several of these briquetters as weII as supplyrng conveyor equrpment to thrs suppller for :
: systems they market. . , : r

2002 COMPARED T0 2001

| Net sales decreased 13% in 2002 to $12, 942 000 from $14 847,000 in 2001 Part sales were 23% of total 3
: sates in 2002 and 22% in 2001, $l 388,000 of 2002 sales was for a single order requrrlng the 'Company to .

The Company S busmess is highly oompetltrve and very sensitive to price. The decreasein net sales in 2002 o

was pnmanly due to decreased sales of Prab conveyors and Hapman systems.  The actual sales ﬂuctuatlon [
due to prlce is not known. ;

|ty Selllng general and admlnlstratlve expenses were 34% of net sales:in 2002 and 2001

Warranty expense was $400,000 in fiscal year 2002 compared to $277 000 a year ago. The increase result- » :
. ed pnmanly from a few large jobs requrrlng significant on site labor to correct equnpment pen‘ormance prob- P
o Iems.- : . ‘

As part of the Companys normal accountlng procedures the management team has analyzed aII jObS for o ,
future warranty exposure and believes the amount of the reserve at the end of fiscal year 2002 lS adequate |

to cover sales through the end of that penod

‘ E Durlng frscal 2002, the Company reserved an additional $40, 000 to cover it's share of costs relatlng to the |
, clean up of a local landfill. There may be future additional costs not yet resolved in:the consent decree

| ETRENDS
The Companys backlog of ‘orders:at October 31, 2002 is 3% lower than the prior year, however manage- o

- ment is hopeful of increasing sales in 2003 due to relatively strong bookings in September and October :
comblned wrth the recent increase in bnquetter bookings.

Sales of bulk material handling parts and equipment in’ 2002 decreased 16% from 2001 sales Sales of
- metal scrap processrng conveyors, parts and chip systems in 2002 decreased 10% from 2001 sales '

pricing pressures, increased outsourcmg, mcreased warranty expense and under utilization of plant capac- o




. : The Company s pnmary cash requirements in 2002 were operating expenses, capital expend|tures and

In 2002 the Company S operatlons provided $948 000 of cash and the Company had workrng capltal at i

n 2003

T $22,523. The Company believes this financing, combined with cash generated by operatlons in 2003 WI|| o

L SUMMARY |

‘Management’s Discussion And Analysis
v g y

_Or Plan Of Operation (Cont.)

In LIQUIDITYAND FINANCIAL CONDITION R SRR

o repurchase of Company common stock.. | ' ; j ;

ing a reserve at the end of fiscal year 2002. There have been no changes to the Companys credrt poh- (
cres The customers credlt worthiness is evaluated at the trme it issues the Company a purchase order

The decrease in mventory resulted from the higher shipments in October combined with Iower schedu!ed :
shrpments in November2002 3 : ;’ ' ; _: C

>>>>>

: 'rnto a note agreement for the balance of $86, 086 which is to be pard over the next elghteen months wrth 5
| interest at 8.5%. The Company did receive the first payment due under this agreement on! January 3

xxxxxx

rnstatlatron charges accrued ona large job shrpped in 2002 P o ; # f :

The Company has a $1 000,000 I|ne of credit which is subject toa borrowrng formula based updn certain
. asset levels of the Company. Payment of the line of credit is secured by liens on all:of the assets of the
3 Company As of December 31, 2002, $977,477 was available to the Company under the line of credit and
- the Company had borrowed $0 of such amount. The line of credit supports two letters of: credlt that total

o provrde suffrcrent funds to finance workrng capital requrrements and capital additions. = © RN

;
Do

S Management is optrmlstlc that 2003 sales will i |mprove based upon the recent rmprovement |n bookrngs ‘=

| and the potential for increasing bnquetter sales. We will continue to work towards improving all process- | ;|

S es beginning with the quotation and continuing through engineering and manufacturing to ehmrnate and @ || I
- reduce warranty expense. Building reliable, quality products has always been and will contmue to be our A

! performance standard forgrowrng the Company.
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Cvons?o‘lidaed Balancer Sheet

October 31 : .
2002 2001

ASSETS = | i

. Current Assets REREREEEE RN NN
o Cah s 120017 621,795
Accounts }ecevéblg, net of allowance for doubtful accounts
| 0f$52,707 in 2002 and $68,257 in 2001 2030476 1,846,566
Inventories (Note 2) RN 1173304 1504818
Note receivable (Note 4) EREREEER . us700 -

Defer?ed income taxes (Note 8) | L o 316,259 3288,910;

Other current assets o EENEREEE 216,456 245,321 ;

 Total current assets P 5122812 4,507,410

 Property, Plantand Equipment (Note 790204 79108 |

Other Assets | _ i RERERRERRRRN!
f :Def:er"ec:i income taxes (Note 8) - n R 185,620 . 228058 |

© Unamortized pension cost (Note ) 99,008 110578 |
| R sazor. o

~ Notes recéiyable (Note 4) ; | _ P
Other assets JEBEEEEEEE _ 13,806 13114

Totalother assets 334,041 351,745

. Totalassets $ 6247077 § 5738263




October 31 !

2002

: ; Liabilities and Stockholders' Equity
QCurrent Llabllrtles ” L o

L Accounts payable : - 8
o »Customer deposrts |
Salaries, wages and vacation

- Commissions =

735,109
227,500
347,715
316,113
288,840

| §326350; o

111240

. 385801

~ Other accrued expenses

Tdtal current liabilities:

Noncurrenf L;abilities'

Deferred;cdrnpensation {Note 6)

1,915,277

22,232
490,524

B 316322 |

,,,,,
H ;

ATV

: ACcrued pension cost (Note 6)
Total noncurrent liabilifies .

L Stockho|dlers Eqmty : o
’ Non convertlb!e preferred stock (Note 11) $.50 par \ralue: .
_ Authorlzed 600,000 shares | :
f Issued and outstandrng 0 shares at October 31, 2002 and 2001
Convemble preferred stock (Note 11) - $.75 par value
) Authorized - 2,000,000 shares
Issued and outstandlng 0 shares at October 31, 2002 and 2001
o Common stock - $.10 par value: '
‘ Authorlzed 7,000,000 shares = - : S .
Q Issued and outstanding - 1,572, 028 shares at October 31 2002
and 1, 768 793 shares at October 31 2001
. Addmonal pald in capital

. Retained earnlngs since November 1 1995

512,756

2052460 |
AR

226140

Accumulated other comprehensive i income (loss)

Total stockholders' equity

i P
157,203 176879
853,442 1@57 556 | ‘,
3107612 2,961 M9
(209,213) (135 557);% 2N
3810044 '4660227% »
6247077 $ 573863

T 5 738 263 ‘

Total liabilities and stockholders' equity - _$

8




Consohdated Statement Of Changes »
In Stockholders’ Equlty

‘CommOnStock:;__‘_v‘

Additional
: . _ ~Paid-in  Retained
Shares  __ Amount Capital = __Earnings.

. Balance - October 31,2001 1767339 $ 176734  $ 1080202  § 2419492

lssuance of common'stock 66555 6655 45833

Repurchase ofconﬂnﬁon stock (65,101): N (6,510) ﬁ (68,479)f

Comprehensive income:

‘Netincome EENS NN o sa1gsT

Mrmmum pension hablllty adjustnenf i ‘ - i - e

Net comprehensnve income _

Baiaﬁce-october‘m,'zoozj 1768793 176879 1057556 2961340

. Issuance of common stock L ] P . N R

 Repurchase of common stock (196,765 CopeeTe o4ty -

- Comprehensive mcome (loss);

Netancome: 3 3 RN - - _»% 146263

ernmum pen5|on liability adjustment .- - P - f L.

Net comprehensive loss | HEREE : REEE B

© Balance:October 31,2002 | 1572028 § 157203  $ 853442 § 3107612




Other

Accumulated

Total

Comprehenisive ' Stockholders’

. (135557)

Income (Loss)  __ Equity.

| 2(74',939) ;

541,857
. (135,557)

- (135,557) -

(163,656)

- 4,060,227

(223,790)

146,263
_ (163,656)

$ (209,213)

L (17,399)

. $ 3819,044

$ 3676428

52,488

408300
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Consolidated Stte'nt'Of Income: |

!
L
;
i
g
!
|
£
;

~ October 31
2002 2001

Net Sales | ; C$ 12042000  §14,847,178

Cost of Sales o | 8286416 8,954,179

Gross Profit | | 4,655,674 5892909 |

Seiling, Geﬁe'a[ and Administrative Expenées ‘ ? Z 4,392,089 | §5.:()61,;'227é |

Operating Income | N 263,585 e 831,772

 Other Income (Exbens;es)

Interest expense . : . S (s49y (8,814)

Interest income o mes 1048
Litigation settlement (Note 12) = N . worrny

Other a5 (ges

Incorﬁne-%Béfdre: income taxes IR o : 263467 831,554;

Income Téx Expense (Note 8)

117004 280607

Netincome | 5 146263 $ 541857 I

:Eafniingsgpér Common and Common Share Equivalent : . L
. Basic EEEEEEEE RN 009 _$ 030

. Dited 8% o008 _$ 030




Consolidated Statement Of Cash Flows |

- Year Ended'October, 31 | |

| 2002 2001
Cash Flows from Operating Activities S ' 5 i i » ;
Net income % 146263  § 541

Ad ustments to reconcrle net i ancome toret cash S '

~ from operatmg activities: o . i . .
Depreciation L - 198249 1200

(Gain) loss on disposal of fixed assetsz v ; o (1,285 . ¢ B

Bad debt expense SRR EEER o A1886 65

Deferred taxes N u r 99,397 | | 12809

(Increase) decrease in assets N : o L

Accounts receivable .  (225776) . | 14104
Inventories S ' 330,914 : 3230501;O(
Notes Receivable R | (180,407) ’ |
. Other current and noncu rent assets i - 76,152
: Increase (decrease) in habrhtres o o v - P
- Accounts payable 422926 | (16,324)
~ Customer deposits ; ; 116,260 | (138,226).
 Accrued expenses | (75808) | |110)873

 Deferred compensaton - 1.338 ‘ 1

o

e - Net cash provided by operating activities 948092 1,100/001

- Cash Flows from Investrng Actlvmes o ; ; ' .
 Proceeds from sale of equipment | - T 182 Do

Purchase of equipment - o RS (117,642) (99,

o Net cash used in investing activities, : (106,080) e,

;Cash Flows from Flnancmg Actlvrtres L ' o '
~ Net repayments on line of credt RN - (425, '
lssuance of common stock : : L - ; 32j499i ‘
Repurchase of common stock v 3 (223,790) j (5§5.(00f0)5
, Net cash used in financing activites ~  (223,790) | (447,501);

A

| :Ne'tlhcre:aseéinc,ashf | R . 8222 5533152 |

~ Cash - Beginning of year u . e21795 . 68480 |

: QCa:‘sh-Er;rdof‘y‘aa,r » _ : n $ 1.240017 $ 621

12
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Notes to Financial Statements

October 31, 20025and 2001

NOTE ‘I NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Basns of Consolldatlon Effective November 1, 1988, the Company formed a whoIIy owned subsrdlary, b
Prab lelted to conduct certain of rts operations. The subsndlary is essentially inactive at the present time. i :
The consolrdated financial statements include the accounts of Prab Inc andits subsrdrary, after eltmrnatron _ :
of all sngnmcant mtercompany transactlons and: accounts '

Reve'nue'Rec‘ognition Asa manufacturer the Company recognizes revenue when the actlvrtles that con- o
stitute its ‘major or central operations are complete Wthh is generally upon shrpment Inmdental actrvntres P
mcurred after shipment, if any, are accrued when revenue is recognlzed : -

The Company is not in the business of installation. The Company S products are generally mstatled by sub-
contractors hired by: its customers or occasronally by the Company Generatly title passes at shappmg B
ipomth‘ , 1

Inventones Inventones are stated at the lower of cost or market Costis determrned by the |ast -in, flrst- ?
out (LIFO) method : -

The Companys pohcy is'to review its rnventory for specrflc usage and future utrlrty Estlmates for rmpalr- 1.
ment of |nd|V|dua| items of mventory are recorded to reduce the item to the lower of cost or market :

Property, Plant and Equupment Property plant and equrpment are recorded at cost.. Costs for mamte-
nance and repa|rs are charged to expense when incurred. Depreciation is provided usrng the stralght -line |
method over the estimated useful Irves of the assets. | :

B Warranties- The Company s products are generally under warranty against defects in matenal and work- "
j manship for a penod of one year. The Company has established a reserve of approxrmately $ 115 000 and 5
B $97,000 at October 31, 2002 and 2001, respectwely, for these antrcrpated future warranty costs :




Notes to Financial Statements RERE
October 31,' 2002 ,an_d 2001 ,

o NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES (Contlnued)

. Advertlsmg Advemsmg expense was approxmately $ 336, OOO and $321 000 for the years ended Octaber 31 2002
and 2001 respectlvely, mostly for trade shows and publlcataons o

Ne’g Income Per Common and Common Equwalent Share The Company calculates earnings per share acco dtng
tbtheprovnsnonsofSFAS128: HEEEEEE RN D N E

The calqulation of basic and§di uted earnings per share for the years ended October 31, 2002 and 2001 is as follows:

SRS i "'2002 , i§:200§I
~ Basic  Diuted - Basic | | Diluted
- Earnings Per  Eamings Per . Earnings Per Eern'ngsFer
HE ‘ . . - Share . Share Share | ; Share
: Net income - available to common shareholders $ 146263 '$ 146263 ' § 541 857$ 541,857
% - ' R EENEEEE
: | ' ; : | d 1 I
>+ Gommon and common equivalent shares outstanding =~ 1,716,032 1,734,473 1802 467 . 1:834,329 3
: Lo : H [ : n 2 : i
. Earnings per common and common equivalent shares $ 009§ 008 $ .0.30 $ 1 0.30
< . :Ar;econciliation of cdmmon and common equivalent shares outstanding is as follows: EEEE
a0 2002 | 2001
i 3 . , ; ~__Basic _ Diluted . Basic . | Diluted
- Weighted average number of outstanding common shares. = 1,716,032 = 1,716,032 1,802,4673 1‘802 467
 Incremental shares from outstanding options dated 02/22/91 - - I 8937
 Incremental shares from o'utgtanding options dated 05/26/94 - 17812 ERE 22605
Incremental shares from outstanding options dated 07/25/01 = - = 829 | 320
BEEEEEEE RN RN RERENEE RN ’;2;%%
j jGommon and common eduivalent shares outstanding C 21716032 1734473 1802 467, ‘834 ’329
o é f

,,,,,
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Notes to F Inancial Statements
October 31 2002 and 2001

Nons- iNATunE oF BUSINESSANDjSIGNIFICANTACCOUNTING POLICIES (Continued). EEREE

Ehmmatlon of Deficit in Retamed Earmngs On October 31, 1995, the Company eliminated the earmngs -
deflcrt amount on rts balance sheet through a quasi- reorganrzatlon in accordance with the state laws of ;

Mlch|gan The capital surplus (additional paid-in caprtal) was used to eliminate in its entrrety a defrcn of

$4 228 :988 in the balance sheet under stockholders :eqwty‘ Retained earnings shown on the: balance sheet
refteots; earnin'gs s_ince November 1, 1995. o ' ' S o

Use of Esttmates The preparatlon of flnanC|al statements in conformlty with generally accepted account- ?
|ng prlnCIples requnres management to make estlmates and assumptlons that affect the reported amounts
of assets and Irabrllttes and disclosure of contrngent assets and liabilities at the date of the consolldated ,

financial statements and the reported amounts of revenue and expenses dunng the repomng penod Actual f
resutts could d|ﬁer from those estimates.

Concentratlon of Labor Approxrmately 43 percent of the Company s workforce is subject toa collectrve D o

bargarnlng agreement The collective bargalntng agreement exprres October 31, 2005.

Stock Optlons ‘ The Company has f0ur stock option plans (see Note 7) The Company accounts for its |
stock options usrng the intrinsic value method Under that method, compensation expense is recognrzed f
to the extent the fair value of the common stock exceeds the exercrse price of the options at the date the

opttons are: granted Under the Companys plans the exercise price of options granted must equal or v

exceed the value of the stock at the grant date Accordrngly, no amounts are: recorded as compensaﬂon
expense for optrons granted. . : ‘

5 Other Comprehensuve Income Accountmg prtnmples generally require that recognrzed revenue, expens-
' es, gatns and Iosses be mctuded in net income; although certain changes in-assets and lrab|l|t|es such as
. minimum pensron Ilabrhty amounts, are reported asa separate component of the equity section of the bal-
ance: sheet. Such items, along with net income, are components of comprehensrve income.: Accumulated :
other comp'ehensrve income at October 31, 2002 and 2001consrsts solely of pension Iosses not yet rec-
ognrzed rn pensmn expense WhICh are reported net of taxes of $154 140 in 2002 and $69 832 in 2001
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Ih\rehtories consist of the following:

. Raw materials
Work |n process;

Frnrshed goods and drsplay unrts

Tot'al 'invehtories

Inventones are stated at the lower. of cost,

Notes to Financial Statements

 NOTE 2 - INVENTORIES

B Depreciation"e*pens'e totaled approximat

October 31, 2002 and 2001

:::::

H :
il

2002

2f001 i

- $

739,712
114,171

B 1036253

76 661
391 904

320,021

$ 1,173,904

determlned by the LIFO method orimarket.

.((i){

,,,,,

method had been used for the entrre consolrdatec group, inventories, after an adjustment to the lower of
cost or market would have been approximately $1,525,000 and $1,850,000 at October 31, 2002 and:
A U T T . [ I . ; 5
2001, respectlvely _ ‘ j ; _ ’ i
The reserve for rnventory obsolescence was approximately $ 226 OOO_and $236,000 as Of’Octéber 3{,
: v I L
2002 and 2001 respectrvely o
NOTE 3 - PROPERTY, PLANT AND EQUIPMENT nE
t of5property,fpl:ant and equipment and depreciable lives are summarized as follows: ’
2002 2001 Deprec]able’
BN Life - years
L EEEREEEREEE .
tand -~ $ 28939 $ 28939 %
~ Buidings and improvements. _ 1846307 1,830,786
~ Machinery and equipment 2,361,826 2,823,681
 Total cost 4237072 4,683,406
Less accumulated depreciation v 3446848 3,804,298
~ Net camying amount $ 790224 $ 879,108

ly $196,000 and $201 000 at October 31, 2002 and 2ooi respectively..

£
H




Notes to Financial Statements

October 31, 2002 and 2001

 NOTE 4 - NOTE RECEIVABLE EER R ok
Durlng the year ended October 31, 2002 the Company entered into a note agreement to f inance a purchase i

of equrpment made by a customer. ' Under the terms of the agreement, the customer is requrred to pay a -
lump sum of $100, 000 in November 2002, including accrued interest, followed by elghteen monthly pay-
ments of $5 091, mcludlng interest at 8.5 percent, commencrng in December 2002 and endlng in May 2004 P
' ; The note is coIIateraIlzed by the related equrpment : [ I NI

 NOTE 5 NOTE PAYABLE - N P
At October 31, 2002, the Company has avallable a$1,000,000 line of credit under a commercral revolvmg :
. note, explrlng Aprll 30, 2004, bearing interest at.75 percent below the bank's prime rate for an effectrve rate
of 4 percent at October 31, 2002. The line of credit i collateralized by essentially all asssts of the Com pany
: Avarlable borrowrngs are based on a formula of ellgrble accounts recervable and mventory The line of cred-
it supports two letters of credit totalrng $22 523 at October 31 2002 - o

| Pursuant to the line of credlt agreement the Company has agreed to marntaln certarn levels of tanglble net j
~ worth and marntaln minimum ratios of current assets to current liabilities and debt to tangrble net worth The
Company has also agreed not to create, incur, assume, or guarantee indebtedness, merge, sell or lease a
substantlal part of the busmess or make loans. : ' '

. ?There were no borrowrngs outstandlng underthls note at October 31 2002 or2001. REREE

NOTE 6 PENSION AND PROFIT—SHARING PLANS ' N |
As of October 31, 2002 and 2001, the Company is partrcrpatrng ina deflned benefit plan for thelr collectlve
bargalnlng unit. The followrng table sets forth the funded status of the Company's deflned beneflt pensron
plan and amounts recognlzed in the balance sheet at October 31 2002 and 2001: ’

2002 2000

: Actuanal present value of accumulated benefrt oblrgatlon |nclud|ng ‘ . R
. vested beneﬁts of 8950 482 and $915,379 in 2002 and 2001, respectwely $ 1128 296 $ 1,,087;,830 n

Prolected benefrt obllgatlon for service rendered to date - $(1,204,561) f E$(1 087 830) 5

Plan assets at fair value - Primarily nongovernment obllgatlons o -
. and listed stock | ; IR 637,772 L 882 584 i

Underfunded status ” o , (566,789) | . (205,246) R
- Unrecognized net loss from experience drfferent than that assumed ‘ ' SR

» or‘change in assumptions . L 529,618 f205,389 .

' Unrecognlzed prror service cost due to plan amendment being : ' ’
| amortized over 15 years ' 99,908 114 303

: Unrecogntzed net asset at November 1, 1987 belng recognrzed over15 years - ch 7300
L Mlnlmum Ilabllrty adjustment . IR (553.261) = l315 ,962) NN

T T Accrued pension cost | 18 (490524) - $ (205 246) |

17




Notes to Financial Statements

zPrOJected beneflt obligation - Beglnnlng of year '
- ?Actuarlal gain (loss) during year ;
~ Senvice cost
' Interest cost
Dlstnbutlons to plan part|C|pants
; fCurrent year pnor service costs - unrecognlzed ‘
' - Projected benefit obligation - End of year

- Areconciliation of fair value of plan assets is as follows:

~ Fair value of plan assets - Beginning of year
) . Dlstnbutlons to plan participants

. Actual return on plan assets » v
" Fair value of plan assets - End of year

» Pension expense inctuded the following components: .

Serwce cost Benef ts earned during the year
Interest cost on pI‘OjeCted benefit obhgatlon 1
Expected return on plan assets _
: Amortlzat|on of unrecognlzed transition asset
Amortlzat|on of unrecognlzed (gains) losses
Amorhzatlon of prior service cost '

: Net periodic pension cost

; 2001

appllcable regulattons

NOTE 6 - PENSION AND PROFIT-SHARING PLANS (Contl nued) -

October 31, 2002 and 2001

it

Z A reconcmatnon of the projected: benefit obllgatlon is as follows:

2001E r

- 2002 2R

$(1,087,830)  ${1,045054) |
35733 28 692
(29,836) 27, 606)
(72,650) (70,149)
26,287 | 26,287
(76,265) BERE

$(1,204,561)

( 5087,’83 0)

2002 2001 '

$ 882,584 1,269,878
(26,287) (26 287)
(218,525) 361 007)

$ 637,772 - 882, 584

N

| 12001

2002

$ 29836 27,606
72,650 || 70,149
(69,468) ! '(90,774)
(3,730) (4 074)
4,296 ; (753)
14,395 . 14395

~$ 47979

| | 16,549

H Py
[ S
[ S

‘ The dlscount rate used in determining the actuarlat present value of the prolected benefit obllgatnon was
7 percent for 2002 and 2001. The expected long- term rate of return on assets was 8 percent for 2002 cmd

T The Company:made no cbntributions in 2002 or 2001 to the pensmn plan for.hourly employees covered by
its collective bargaining agreement The Company s pohcy is to make annual contributions as reqmred by

[

L Due to the unrecognlzed net loss from experlence drfferent than that assumed, the Company was reqwred .

to record an additional pension liability of $ 553, 261 and $31 5,962 as of October 31, 2002 and 2001 resp=c-
tively. That adJustment which reflects pension cost not yet recognized in pension expense, resulted in;an
5 mtanglble asset for unamortlzed pensron costs of $99, 908 and $110,573 as of October 31 2002 and 2001

H




Notes to Financial Statements

October 31, 2002 and 2001

NOTE 6 PENSION AND PROFIT-SHARING PLANS (Contlnued)

The Company S salaned employees profrt sharing planis a combination defined contrrbutron proflt shanng . :
s and 401(k) plan. The profit-sharing plan covers substantially all employees of the Company other than P L
- . those covered by the collective bargaining agreement. ' It provides for an annual contribution of not less
- than 5 percent of the Company's income before income taxes, proceeds from life insurance pollcres and

. gainon sale of capital assets. Begrnnlng in.2002, contributions for the. profrt shanng plan have been lnvest- 5 .»
ed at the discretion of individual employees. The stock under this plan is allocated to salaried employees o
o based on their pro-rata compensation. Salaried employees vest in the shares of the Company basedona | o f
5 year schedule, 10 percent in year 1,:20 percent in year 2,40 percent in year 3,70 percent in year 4 and : ;
100 percent in year 5. As of October 31, 2002, there were 216,549 shares held in the plan. Contributions - ,{:_
calculated by the Company in accordance with the profit- sharlng plan were approxmately $15 000 for 2002 | o
and $44,000 in 2001. Employer matching contributions are made to the 401(k) plan in an amount equal to s
5 25 percent of the Iesser of: the amount desrgnated by the employee for wrthholdlng and contnbutlon to the ‘

: tnbutlon equal to one percent of each eligible employee's compensatron who performs: 500 or. more hours 5 :
- of service for the Company during the plan year. The cost of thls plan was approximately $59 000 and ? : (

| $42 000 in 2002 and 2001, respectively.

3 The Cdmpany also s'ponsors a union 401(k} plan that covers all employees of the. Company covered by the ‘

At Y i e

I TR AT T

. collective bargalnrng agreement. Partrcrpatlon in the 401(k )plan is optional. Employer matchlng contribu- :

L trons are made to the 401(K) plan in an amount equal to 25 percent of the lesser of: the amount: desrgnat- :

ed by the employee for withholding and contribution to the 401(k ) plan; or 4 percent of employee s total ;

! compensatron Contributions to the plan totaled approximately $7,000 and $9,000 for the years ended

: October 31 2002 and 2001 respectlvely

v The Company has entered into deferred compensation and salary continuation agreements wrth a key
L employee callrng for periodic payments totallng $48,000 at retirement or death of the employee. The nor- :

o mal retlrement date occurs during 2012. The liability has been recorded using the present value method




Notes to F 1nan01al Statements

October 31, 2002 and 2001

NOTE 6 STOCK OPTION PLANS

f on common stock by the Board of Directors to officers and key employees.

n Transac]tiOns involving the plans for years ended October 3;1, are summarized as follows:

[

[ I A ¢

2002 ' 2001 RENN
~ Weighted
_ ~ Average ,
Option Exercise Option
Shares ~ __ Price Shares
 Outstanding - Beginning of year f 86,000 $  1.39 235,000
~ Exercised -8 - (66,555)
. Granted . ﬁ - % - 4,000 -
; 'E:xoirfedé : o . - $ - (86,445)
, 'Outst‘anding,-End‘ofiyear 86,000 . 1.39 86,000
© Bligible for exercise at end of year 86000 $  1.39 86,000
- Outstanding b ;
Option Shares Issue Date Expiration Date Exercrse Pnce |
30000 05/26 94 05/26/04 05703
16,000  11/19/97 11/19/07 :
36,000 - 01/18/00 01/18/10
'4,_000 7/25/01 7/25/11

Under the terms of the stock opt|on plans optlons for an addltnonal 110 000 shares may be granted to

employees and directors. The stock optlons are exercrsable from

none of the optuons involved compensatron expense

20
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Notes to Flnan(:lal Statements

October 31, 2002 and 2001

| NOTE 7 STOCK OPTION PLANS (Contlnued)

| The werghted average falr value of optlons granted dunng 2001 was $. 28 per share. |n determlmng the »
vatue of the options granted, the: Company assumed a risk free interest rate of 6 percent, an. expected Cod

optron term of approximately 2 years, no dividends and volatility of approximately 52 percent based ond n
years of the Company s stock price hlstory .

Had the Company used the fair value method of accountrng for its stock optrons its net income for the -
years ended October 31, 2002 and 2001 would have been reduced by approxrmately $500 and $150 P
respectrvely, and there woutd have been no rmpact on earnlngs per share in either year. '

T e T e T o ¥y Y o e T e T

NOTE 8 - INCOME TAXES

K The provision for income taxes is as follows: -

2002 2001

fCurrent-expense v | : L v - $ 17,807 § ‘8,:742; ,v
Deferred expense P I A 99,397 - . . 280,955
' - Total income tax expense = o $ 117,204 $ 289,697

A recor cmatlon ofii mcome tax expense on pretax income at;statutpry rates to.income tax expense at the ‘ :

L2t

Companyseffectuve rate is as follows: -
2002 v 2001
| Taxes cor_nputed at statutory rates 8 89,579 $ 282,‘72:8‘ :
. State income taxes (benefat) net of federal beneﬂt . 11,73 8697
Nondeductlble expenses and other adjustments - 15872 . (1,728) i
L Total income tax expense ﬁ - $ 117204 _§ : 289,697
The details of the net deferred tax asset are as follows:
BN SRR 2002 . 2001
 Total deferred tax assets s 574485 592,274 |
- Total deferred tax liabilities ' " ' ' (72,606) (75,306) i
N Net deferred tax asset $ 501,879

. 516,968
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Notes to Financial Statements = |

October 31, 2002 and 2001 ERREEEEN

' NOTE 8 - INCOME TAXES (Continued) SRR SRR
| iT‘he follpvl/lng items affected deferred taxes durlng the years ended October 31, 2002 andEQfZ)Oglzr : l [
2002
~ et operating loss caryforward . § (109245 $ (331 443;)
~ Alternative minimum tax - L ; ' - 10,000 | |
: §Deprecrat|on : o v 2,700 3?93 ;
- ;Expenses deductible against flnanC|al statement : : L * 3
' mcome but not for tax purposes (deductible 1 for tax. | B |
| purposes but not against financial statement income) 7,148 - _ 36,695
. C A : N
. Total deferred tax expense . v ' $  (99,397)  $ (280,955) |
- The deferred tax llabllltles result from using accelerated deprecratlor for tax purposes. Deferred tax assets

. result from expenses not deductible for tax purposes until pald alternative minimum tax credlts pensnon

Poor Lk

C losses not yet recognlzed and net operating loss carryforwards. For tax purposes, the Company 'has net
operatlng loss carryforwards of apprcxmately $ 150,000 that explre at various times through 2014 and .
P alternatlve minimum tax credit carryforwards of approxrmately $100 000 that do not explrek These carry-

» fon/vards have been rncluded as deferred tax assets for financial reportmg purposes As of October 31
- 2002 and 2001, management concluded that it was more lrkely than nat all deferred tax assets would b

L

recognlzed and, accordlngly, has not recorded a valuatlon allowance as of those dates. :3

i

H [
Por 3
I B

| Under the Internal Revenue Code, a change in ownershlp in excess of 50 percentage pornts‘ Irmrts orielim-
inates the nght to use the net operating loss carryforward as an offset to taxable income and unused cried{-

n lt carryovers to reduce federal tax liabilities. ‘On October 30, 1992, October 31, 1996, and Decerr ber 28
- 1999, the Company undertook restructuring transactrons that involved a change in ownershlp *Whi e the :
Company believes |t is not subject to any such limitation as a result of these transactions, any addmonal

‘ ownershlp change oran adverse decrsron by the Internal Revenue Servrce regarding the restructurlng ,ould

: result |n a lrmltatlon

NOTE 8 - R'ELATED PARTY TRANSACTIONS

‘ A dlrector of the Company is-a senior principal in the law firm that has:been general legal counsel to the

,,,,,

‘ Company smce 1961. The Company incurred legal fees of approxumately $28,000 and $34 000 to the avl/ '
L firmin 2002 and 2001, respectrvely i P . : l L
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o Cash pard during the years ended October 31, 2002 and 2001 for interest expense apprOXtmated $ 1 000 :

Notes to F manmal Statements

October 31 2002 and 2001

cAsi-r FLOWS

1

NOTE :

and $9 ,000, respectlvely

Dunng the year ended October 31, 2001, the Company issued 26, 555 shares of common stock with a total ;
exercise prlce of $34,988 to certain employees upon their exercrse of stock options under the Companys .
stock optlon plans in exchange for. 15, 101 shares with a total market value of $34,988 on the date the D
optlons were exercised. ’ RN

NQTE 11- PRE:FERI:REDV STOCK

; Convertib e Preferred Stock - There are 2,000,000 shares of 75¢ par. convertrble preferred stock authorlzed 'f
f Holders of the corvertlble preferred stock would be entltled to quarterly cash d|V|dends at: 8 percent per I
annum ($ 06 per share) and would have a Ilqurdatlon prlorrty over common stock of $ 75 per share plusany =
accrued div dends. N v - EEEEEEERE

Ho 'ders of the conyertible preferred stock would be entitled to yo’te’as a class to elect one member of the |
Board of Directo'rs of the Company. - ol | L

As of October 31, 2002 and 2001, there were no shares of convertible preferred stock %islsu'ed: and .
outstandlng : : P : I

Nonconvertlble Preferred Stock - There are 600 000 shares of 50¢ par nonconvertlble preferred stock f b
authorrzed Holders of the nonconvertible preferred stock would be ‘entitled to quarterly cash dlvrdends u
equal to 9 percent per annum ($.045 per share re). As of October 31, 2002 and 2001, there were no shares b
of nonconvertrble preferred stock issued and outstandrng L

‘ NOTE 12 LITIGATION SETTLEMENT

The Company‘ was offered a settlement agree ment to prevent future legal action arising out of its dlsposal b
of waste at a local landfill. During Apnl 2000, the Company settled th|s matter for a total of $25 000 whrch Lo
was pald in May 2000. ’

Durlng 2002 the Company reserved approxmately $40 000 based on a series of consent decrees |ssued by .
. the State of Michigan for past costs incurred in a clean up. effort on the same local landfrll The Company s
. may recelve addmonal future charges to cover operatron momtonng, and malntenance and for assocrated |
. fmancnal requwements There may also be a future assessment for state: oversrght not resolved in these :

- consent decrees : '
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Independent Auditor’s Report

To the Dlrectors and Stockholders
: : Prab Inc

P

We have audrted the :accompanying consolrdated balance sheet of Prab, Inc. and subsrdrary as of October
- 31,2002 and 2001, and the related consolidated statements of income, stockholders' equity and cash;ﬂows
: for the years then ended These consohdated frnancrat statements are the responsrbrllty of the Company s

3
:onouraudrtSj » R RN , . §§ |

[ v

. : L
I We conducted our audrts in accordance wrth audrtlng standards generally accepted in the: Unlted States of
o Amenca Those standards require that we plan and perform the audits to obtain reasonable assurance
SN about whether the financial statements are free of material mrsstatement An audit rncludes‘examnmg, on
~ a test basis, evidence supporting the amounts and drsclosures in the financial statements. An audlt also
rncludes assessrng the accounting pnncrples used and signifi icant estimates made by management as wetl

- as evaluatrng the overall financial statement presentatron We belreve that our audits provide a reasonable

,,,,,,,

» ;basrsforouroplnlon o L : 0 3 P

' In our oprnron the consolidated fi nancral statements referred to above present fairly,:in-all matenal respects
- the consohdated financial position of Prab, Inc. and subsrdrary at October 31, 2002 and 2001 and the conj— |
o sohdated resutts of their operations and their cash flows for the years then ended, in conformrty wrth
5 3 accountlng pnncrples generally accepted in the United States of America. P L %

»y f M,fﬂ;z_c

‘ Kalamazoo,‘ Michigan
December 13, 2002

H
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o BOAVRD‘ OF DIRECTORS
' Gary A Herder Charrman of the Board Presrdent and Chref Executlve Officer (1)

: ‘ Erlc V Brown Jr = Secretary of the Company, Pnncrpal occupatlon attorney and senior pnncrpal wrth the .
N Iaw firm ofMlller Canﬂeld Paddock and Stone, PL.C. ,

| EerllamG Blunt Retired, Former Presrdent of Harborhte Corporation ‘of Vicksburg,; Michigan, fmanUfac; i
'turerof industrial mrnerals o _ L I A L

JamesH Haas Presrdent and Founder of Summlt Polyrners,vlnc.’,Kalamazoo, 3Michigan,aplastic lnjec ; |
tlonmoldmgcompanyv N

John W Garsrde Presrdent of Woodruff Coal Company of Kaiamazoo Mrchlgan, a djverslifiedfehejrgy
icompany ' . AR R b

FredenckJ Schroeder, Jr—Partner in Cooney, Schroeder&Go;, an investment ban_king'firmjspecializiné o
' fmmergersandacqu:srtrons : S I I R R A A I R

: (1) M. Herder and Robert Klinge, who is Treasurer Vce President of Finance, and Chief Financi‘alzolfﬁcer,
are the only executwe offlcers of the. Company. : o

B ADDITIONAL INFORMATION

Notrce of Annual Meetmg S ‘ ’ -
~ The Annual Meetlng of Stockholders of Prab Inc will be held at 10 00 a.m. on Thursday, March 27 2003 .
o at the Leeslnn on Falrheld Road, in Kalamazoo Mlchvgan. ; . _ RN

10-KSB Report - o
A copy of the annual report to the. Securltles and Exchange Commrssron form 10-KSB erI be L
provrded free to stockholders upon wntten request ' I :

: Contact
' Robert Klrnge Treasurer
. Prabinc.
 PO. Box 2121
| KalarhaZoo -Michigan, 49003

Transfer Agent
: i ; Ilinois Stock Transfer Company
NN Chlcago Ilhnors

o Audrtors
 Plante & Moran, LLP
. Kalamazoo,’ Mrchrgan '

Legal Counsel: ' ,
Miller, Canfleld Paddock and Stone, PL C.
- Kalamazoo Mrchrgan ;
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