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2002 ANNUAL REPORT

ANNUAL MEETING

The Annual General Meeting of Shareholders will be held at 2:00 P.M. on March 31, 2003, in the
Bennett Room at the offices of Bennett Jones LLP, 45" Fioor, 855 - 2 Street, S.W., Calgary, Alberta.

Shareholders and other interested parties are encouraged to attend.

CORPORATE PROFILE

International Utility Structures inc. ("IUSI” or the "Company”) is a world leader in the manufacturing
and marketing of metal overhead lighting, powerline, and telecommunications support structures.
|USH's broad range of environmentally friendly products are sold to customers in over 100 countries
through its established and experienced worldwide sales and distribution network. The Company’s
low cost, proprietary steel pole manufacturing process provides a significant cost advantage in the
manufacture of round tapered hydro, lighting and telecommunications poles compared to poles

manufactured using conventional technology.

IUSI has manufacturing, design and engineering capacity in the United States, France, and Ireland.
{USI is traded on The Toronto Stock Exchange under the symbaol |US.
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PRESIDENT'S MESSAGE TO SHAREHOLDERS

Dear Fellow Shareholder,

Fiscal 2002 was clearly a disappointing and
unpredictable year for {US! as our customers
reacted to turbulent economic and political
conditions around the world. The greatest
impacts were seen in both the North American
utility and the global telecommunications mar-
ketplace. Contrary to his-
toric experience, these
two industries faced a se-
ries of challenges, the
most serious being the
exodus of investment
capital which had in the
past been readily avail-
able to them for funding
expansions of their system
infrastructure. Addition- :
aily, North American utili-
ties had to deal with the
effects of poorly coordi-
nated de-regulation and
total uncertainty regard-
ing the U.S. government’s
timing and implementa-
tion of its National Energy

Pian.

Furthermore, we believe that the events of and
subsequent to, September 17, 2001, have fo-
cused much of the U.S. government'’s attention
and financial resources on national security
and potential military conflict, thereby delay-
ing the provision of economic incentives which
could stimulate prompt commencement of a
comprehensive electrical infrastructure build-
out program. All of these factors contributed
to a major reduction in utility line construction
and refurbishment in the latter half of 2002,

Budgets were curtailed causing postponement

of hundreds of miilions of dollars of powerline
construction projects and routine preventive

maintenance programs were deferred.

The effect of the foregoing on our industry has

- been a significant reduction in North Ameri-

can utility structure production orders in the
latter half of 2002. We estimate that North

American utility industry

i

- orders for overhead line
( structures, of anytype, are
down by more than 25%,
as compared to the same
time frame the previous
year and we do not ex-
pect to see a change in
this trend until late spring
of 2003. {USI's largest glo-
bal competitor recently
reported a similar decline
in its utility pole business
whichresulted inan over-
all reduction in its global

pole sales revenues.

In Europe, our sales for
lighting products have
remained stable ai-
though our product mix has changed dramati-
cally since we purchiased Petitjean Industries in
1998. Our strong design credentiais and early
success in our decorative lighting line caused
us to focus our sales and marketing resources
on this unique higher value-added product
range and reduce our presence in less attrac-
tive, more competitive basic lighting products.
As a resulit, decorative lighting sales have
grown almost four-fold since the beginning of

1998 and this strategy has allowed us to main-
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nomically depressed market while, at the same
time, increasing our lighting product’s market
share. Our employees commitment to the high-
est quality standards has further strengthened
our position with lighting customers.

In spite of the utility sector downturn, IUSI was
able to repart an overall

net gain in sales of 3.7%
(normalized excluding
Stainton Metal Company
Ltd., which was sold in
October 2001) largely due
to an increase in interna-
tional utility product sales
during the year. These
sales, however, could not
off-set the negative im-
pact on margins we expe-
rienced due to both
record increases in steel
prices as well asthe down-
ward competitive pricing
pressures which evolved
as suppliers fought to se- .
cure and maintain basic :
production volume levels

for their plants. A combi-

nation of new U.S. tariffs on foreign steel im-
ports and the financial failure of several North

American steel companies caused steel deliv-

ery lead times to be hyper-extended and steel

tain our revenue and strong levels in an eco-

steel price volatility on our cost of sales to ap-
proximately 4%, although steel typically repre-
sents approximately 35% of our annual cost of
sales. As U.S. prices rose and import tariffs took
effect, European steel mills saw fit to raise their

prices as they in-turn reduced their total capac-

ity. The subsequent delays in shipments from

mills on both sides of the ocean further exacer-

bated the downward pressure on margins as

many manufacturers, like

{USI, had to incur high tev-

els of overtime in order to
meet rigid customer deliv-
ery schedules and avoid

expensive late delivery
penaities.

In spite of the somber
conditions which over-
shadowed the North
American utility market
sector in 2002, we have
recently seen improve-
ments in utility market
conditions internation-

ally. Projects, which were
'delayed or deferred by
utilities and/or foreign

governments due to

other financing priorities, began to be released
for both tender and subsequent production.
This resulted in a much stronger transmission
and distribution production backlog position
prices to peak atover 60% higher thanthe same at year end as compared to fiscal 2001.
period in 2001.
Steel prices overall ended up at an average of
44% higher on a year-over-year basis, as com-
pared to 2001. Through careful management,

Utitity product orders scheduled for fiscal 2003
we were able to control the overaii impact of

production, with more than 25 countries, rep-

resents a significantincrease in volume as com-
pared to last year at this time. Additionally, the
recent European Union (EU) legislation against
2
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the use of CCA (Chromate Copper Arsenate)
has accelerated decisions towards transitioning
to steel poles with several EU utilities. These
utilities have both proactively approached the
environmental issue as well as have acknowl-
edged the enhanced value and performance
features steel structures will provide them.
Conseguently, many of them have elected not
to delay the migration to-
wards steel structures and
are negotiating supply
contracts wellin advance

of the EU's requirements

Environmental pressure *
on chemically treated
wood in North America
continuesto increase as a
result of increased aware- -
ness by the public at large .
as well as industry related
workers due to broad
coverage by the news -
media in the United
States. Litigation against
the EPA (Environmental .
Protection Agency) by
both a major environmen-
tal group and a major util-
ity worker's union as well as the re-introduc-
tion of legislation aimed at prohibiting the use
of treated wood, for any reason, in the state of
California, have recently stimulated some ma-
jor U.S. utilities to adopt their own pro-active
approach towards evaluating a possible accel-
erated transition away from preservative
treated wooden utility poles. Recognized
health care and scientific professionals have
also raised their voices in unison, objecting to

seeing the current practice continued.

We expect any major shift in purchasing prac-
tices by utilities to lag behind the initiatives we
are seeing in Europe, predominantly due to
funding availability as well as the fact that many
customers may elect to await a formal response
by the EPA prior to initiating any significant
changes in their current practices. We are
hopefu! that the California legislation will be
passed in early 2003 and trigger a domino ef-
fect both with other states
aswell as with the federal

. government.

As you are aware, we
have made some key capi-

tal equipment invest-
" ments in both of our pro-
duction facilities over the
past few years. These in-
vestments are strategic if
we are to be able to sat-
isfy anticipated growth in
steel utility structure de-
mand. As aresuit of these
investments, we believe
we are well positioned to
address future growth,
" for some time, with little

additional investment in
capital expenditures. Of particular note is the
commissioning of our Kansas facility in 2002,
This plant, which incorporates our proprietary
Centaurus technology, effectively became op-
erationalin the last quarter of fiscal 2002 and is
producing excellent quality ERW (Electric Resis-
tance Welding) welded product in much larger
diameters and thicker wall sections than we

had previously been capable of.

In addition to opportunistically pursing in-
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creases in our market share through strategic
supply relationships with key utilities, both do-
mestically and internationally, IUSI will actively
pursue initiatives aimed at strengthening its
balance sheet and improving liquidity. ltis our
goalto achieve successin these endeavors over

the course of the 2003 fiscal year.

Our business model con-
cept was not flawed but
it was ahead of its time,
One should not lose sight
of the fact that the future |
growth needs in our mar-
ketplace are real and are
well documented by inde-
pendent government au-
thorities. It is also openly
acknowledged that main-
tenance of the North
American electrical grid
has been severely under-
funded for several years
and the U.S. Department
of Energy recognizes
how fragile overall system
integrity is. Furthermore,
the environmental issues
related to pesticide
treated wooden utility structures have notgone
away — nor are they likely to. In fact, these struc-
tures have been dealt a death blow in Europe
and | do not believe we will accept North
American governments setting a lower stan-
dard of public health protection for much

longer.

Lastly, the American Society of Civil Engineers
{ASCE) is finally about to release its long awaited

new design standards manual for distribution

poles, thereby correcting a safety factor
anomaly which has wrongfully penalized steel
distribution poles in more than 50% of North
American purchases for many years, We will
now be able to offer a superior performing,
environmentally inert, recyclable product at a

more competitive price than ever before.

All indicators continue to point favorably to-
wards a North American
shift towards steel, atrend
which has only just com-
menced in earnest in Eu-
rope. We hope that in-
vestor confidence willre-
turn to financial markets
and in particular this sec-
tor, and provide the mon-
. etary resources necessary
to create a strong electri-
cal infrastructure system
which will be critical to
support both economic
stability and growth.

- On benhalf of IUSI's Board
- of Directors, | thank you
for your participation,
patience and support as
we move ahead in what we all hope will be

better times.

Sincerely,

JRIARA

Robert G.J. Jack
President and Chief Executive Officer
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Products

Of key note is the expansion of the product
offering range from our new North American
manufacturing plantin El Dorado, Kansas. Pre-
viously we had to source light duty transmis-
sion structures from Petitjean due to the physi-
cal limitations inherent to our Batesville, Arkan-
sas, production line. This was costly and re-
duced our competitiveness in this product line
in North America. With the full commissioning
of our Centaurus system in Kansas, in the latter
half of fisca! year 2002, we
are now capable of ser-
vicing this established,
pro-stee! structures mar-
ketplace domestically.
This capability also has al-
lowed us to begin offer-
ing a weathering steel
(non-gaivanized, corro-
sive resistant) alternative
to North American cus-

tomers.

This is a critical opportunity for IUSI as the cus-
tomer base, who generally purchase light duty
transmission poles, began atransition towards
steel several years ago and is not only predomi-
nantly pre-disposed towards specifying "steel”
but in 2 majority of cases also specifies weath-
ering steel. Weathering steel poles cost less in
North America than galvanized poles and have
performed extremely well over the years. In
Europe, weathering steel is not used and, be-
cause itisa "custom order” from steel mills there,
it is exceptionally expensive resulting in it be-
ing more costly than an equivalent Et;lropean

galvanized pole.

OPERATIONS

The Centaurus system allows 1USI to build steel
utility poles that are 50% larger, in diameter,
wall thickness, and overall height as compared
to what could be produced previously in our
Batesvilie plant. Possessing this capability was
a key factor in lUS!'s being able to secure the
two multi-year U.S. utility contracts we previ-

ously reported.

All large custom monopole transmission prod-
ucts will continue to be built at Petitjean for all
marketplaces. During the fiscal year, we un-
dertook to design a self-
erecting wind turbine
tower for a significant
U.S. wind energy com-
pany. The structure was
designed to accommo-
date heightrequirements
of up to 100 meters (328
feet) and a turbine/blade
system mass of over 100
tons and capable of pro-
ducing powerinthe 1.5-
2.0 megawatt range. Additionally, we devel-
oped and offered a smaller, crane-erectable
tower for a European wind turbine manufac-
turer for turbines up to .3 megawatt. Deliver-
ies, as part of a multi-year contract with this

customer have commenced.

Upon completion of the commissioning of the
newly re-located Batesville ERW line to
Petitjean, we will be able to offer a round ta-
pered steel PTT (small dedicated telephone fine)
pole to the marketplace. Petitjean historically
offered only octagonal PTT poles to the mar-
ketplace but requests from new customers for

a round tapered product will soon be able to
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be accommodated. This second ERW line will

also allow Petitjean the additional capacity to
respond to requests for "black” (non-galva-
nized) seamiess round tapered steel shafts from
various regional manufacturers. Petitjean
hopesto develop tapered tube supply relation-
ships with local lighting pole manufacturers in
nations where importation restrictions for fin-

ished product already exist.

Marketing and Sales
Lighting

Our European sales and
marketing resources for
lighting products will
continue to focus on
expanding their market
presence in the
decorative product
range. The current plan
is to broaden the
geographic area we & .

currently sell these products to and to build on
our pre-eminent market leadership position in

this sector.

Utility Products

Distribution - As a result of the recent increase
in both international orders and tenders, we
are in the process of expanding both market-
ing support staff and engineering staff in the
Européan utility products group. Since 1999,
64 countries have approved Distripoles® (steel
distribution poles) and 58 have purchased vary-
ing quantities, from a few units for test pur-
poses to a 70,000 pole order (fiscal year 2000).
Due to the EU environmentat legislation, sev-

eral utilities have recently announced upcom-
ing tenders for steel poles in significant quanti-

ties.

Domestically, we are suitably staffed to deal
with current market demand and reasonable
growth. In addition to maintaining and grow-
ing our position in the distribution pole mar-
ket, we will be increasing our presence in the
light duty transmission pole sector and lever-

aging off of our newly expanded Kansas pro-

duction capabilities.

Subject to satisfactory pro-
cess development and
testing on our Centaurus
system, we will test mar-
ket stainless steel distribu-
tion poles to select cus-
tomers later this year. We
had achieved significant
success in the U.K. when
we introduced a similar
productand we feel it will
generate substantial sales
to those customers with a high level of aesthetic
requ‘irements as well as customers who are {o-

cated in highly corrosive environments.

Transmission - Petitjean will continue expand-
ing its presence in the international transmis-
sion marketplace. During fiscal 2002, Petitjean
succeeded in securing transmission structure
contracts with more than 15 new customers
and increased its market share position accord-
ingly. For fiscal 2003, we do not expect to see
significant activity for Petitjean in the U.S. mar-
ket predominantly due to the increase in both
foreign exchange rates and overseas freight

Ccosts.
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During fiscal 2002, we developed a program
we call "interset” with one of our U.S. custom-
ers. This concept involves inserting light duty
H-Frame and monopoles structures spaced
equidistantly between existing structures
thereby allowing the utility to increase its line
capacity by either transmitting more power
through the existing lines or by upgrading its
conductor size. Due to
the success of the first in-
stailation, we now have
several utilities evaluating
it as a very low cost alter-
native to compiete re-
placement of existing
transmission lines and

structures.

Telecommunications - In
spite of the fact that we
did not lose any market
share in this sector inter-
nationally, and we were
strategically aligned with "
EEl, a strong sector part-;
ner, our sales for fiscal;
year 2002 were down by
more than 60%. The key
contributors to this have
been the well publicized melt-down in the cel-
lular sector, the weak financial status of the key
industry players, and the civil war in the lvory
Coast. We have heard that the next genera-
tion of cellular system implementation will be
delayed untit 2004, although we have recently
supplied some prototype towers for test pur-
poses. For 2003, we expect increases in PTT
sales as a result of environmental legisiation as

well as worker safety issues.

Manufacturing and Technology

During 2000 and 2001, the U.S. government
realized the urgent need to expand the energy
sector’s transmission infrastructure grids in or-
der to meet the growing market demands. In
order to compete in this market, US| com-
menced the development of a third genera-
tion ERW welding technology, the Centaurus,
which has the capacity to
produce the heavier wall
steel pole shafts for these
structures. The
Company's Batesville Ar-
kansas manufacturing fa-
cility, which was produc-
ing distribution pole
structures, did not have
the capacity to handlethe
new, larger equipment

for transmission poles.

In 20071 the Company
made the decision to build
a new manufacturing
plant and by June 2002,
the Company's entire U.S.
operations were moved
to Ei Dorado, Kansas.
Numerous upgrades and equipment were
added to the Kansas plant to allow for the
manufacture of distribution, transmission and
H-frame structures for the North American util-
ity industry. These included a new Cut-to-
Length Line, Press Brake, Electrica! Resistance
Welding Machine and a Computer Controlled
Material Handling System.

To allow the use of 60,000 Ib master cails, while

negating the need for high capacity fork-lift
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trucks inside the building, the existing coit car
was upgraded and converted to propane
power. This conversion allows master coils to
be loaded outside the building; the caris then
self propelled to the single mandrel uncoiler
on the cut-to-length line. By instaliing an edge
trimmer and associated double helix scrap
chopper, IUSI now has the ability to optimize
savings on steel pur-
chases by using mill-edge
coils. By reworking the ex-
isting leveller and inte-
grating it into the new
cut-to-length line, the
Company has increased
its maximum shaft diam-
eter from 16" (Batesville
maximum) to 24". These
larger sizes can be
welded on the "Centau-
rus” welding machine
without any appreciable

loss of time.

By incorporating the cut- »
to-length line with the ex-
isting automated slitter/
stacker and material trans-
fer equipment, IUSI has
been able to create a seamless material flow
system that takes a coil of steel from inventory
to a stack of precision cut trapezoids that are
subsequently delivered "on demand”, at the
press brake. With product data loaded into
the "Centaurus” computer, the operator selects
the pole from an on screen library and, once
brake formed, the unwelded poles are trans-
ferred to the "Centaurus” welding machine.
The weld seam is closed, the welding genera-

tor is energised and the pole is drawn through

the machine and welded at speeds of up to
145 ft/min. The pole is "scarfed” to produce
the appearance of being seamless, immediately
after the weld and then automatically sent to
the straightening machine. Once the pole con-
forms to our rigid tolerances for straightness it
is sent to a fully automated tip and butt cut-off
machine where the pole is cut to length before

being sent to inventory.

. A second ERW machine,
formally installed in the
Company's USA manufac-
turing plant, has been dis-
mantled and transported
to Petitjean. Although
older than the first ma-
chine installed in
Petitjean, it maintains the
high speed welding ad-
vantage afforded by this
proprietary technology.
: ldeally suited to high vol-
ume smaller shaft size
- production, this ERW ma-
chine will be fully recon-
ditioned and will compli-
ment the existing ma-

chine.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

General

IUS! cormmenced business in 1997 and contin-
ues to focus on the use and benefits of steel
distribution poles as a viable alternative to his-
torically dominating wood and concrete. Steel
has dominated the market for transmission and
lighting for the last 40 years and has been
proven for its durability but the Narth Ameri-
can pole market has
proven to be slow to
break into with wood be-
ing the product used for
The

Company's challengeisto -

over 100 years.

accelerate this move to
steel poles with competi-
tive pricing and market

education promoting the :
advantages of steel poles
over wood poles. Recent
and ongoing develap
ments highlighting the
serious concerns relating
to the chemical treating of
wood poles, will give us
continued opportunity to
penetrate this market.
Up-coming changes to
national specification standards, that recognize
the greater strength and consistency of steel

poles, will also increase our competitiveness.

During 1994, [USI developed a proprietary
welding technology capable of producing a
45 foot round tapered steel pole shaftevery 80
seconds. Over the past six years, we have made
considerable technological improvements to
our welding process. Our latest third genera-

tion process, called the "Centaurus” allows us

0 IHISEANINL AL

to increase pole shaft diameters and, where
dictated by design, increase pole shaft wall thick-
ness, while maintaining the high speed weld-
ing advantage, up to 20 times faster than com-
peting welding techniques.

In 1998, IUSI expanded its markets for steel dis-
tribution poles by acquiring Petitjean Industries,
located in Troyes, France, for their strong glo-
bal presence and reputa-
tion for quality. Petitiean
is an international leader
in the manufacture of
lighting, transmission and
cellutar structures and
now includes distribution
potes, which are being
produced using IUS!'s
ERW technology.

International markets
have accepted the steel
distribution pole and all
of Petitjean’s product
lines continue to increase
their market share, mak-
ing IUSI a global leader in
the manufacturing and
marketing of metal over-
head light, powerline and telecommunications

support structures.

Concurrently with the acquisition of Petitjean
in 1998, 1US! issued 10.75% Senior Subordinated
Notes due 2008, for aggregate proceeds of $75
million. In addition to the Notes, IUSI also is-
sued $20 million of Units, with each Unit con-
sisting of one 13% Senior Exchangeable Pre-
ferred Shares and one Common Share Pur-

chase Warrant. The Common Share Purchase

REPORT 2002
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Warrants entitle the holders to purchase an
aggregate of 600,000 common shares, at
CDN$1.98 per share. These warrants expired
on February 1, 2003. The Company, at its op-
tion, has paid semi-annual dividends in addi-
tional Senior Exchangeable Preferred Shares
to February 1, 2001, The proceeds were used
for the acquisition of Petitjean, the re-payment
of long-term debt, the in-
stallation of ERW steel

pole production equip
ment at Troyes, France,
for working capital and
other general corporate

purposes.

Commencing August 1,
2001, the Senior Ex-
changeable Preferred
Shares were exchanged
for Subordinated Notes
allowing for an annual ;
cash flow saving of $1.8

miilion.

As part of the Company's
business plan strategy,
the Union Metal Group
and Stainton Metal Com-
pany, which were acquired as part of the
Petitjean acquisition, were soid in fiscal 2000
and 2001 respectively. The Company used the
proceeds to re-invest in the Company and
strengthen the balance sheet giving it a stron-

ger base for future growth,

During fiscal 2002, our North American manu-
facturing moved from Batesville, Arkansas to
Ed Dorado, Kansas. Numerous upgrades and

equipment were added to the Kansas plant to

allow for the manufacture of distribution, trans-
mission and H-frame structures for the North
American utility industry. These included a
new Cut-to-Length Line, Press Brake, Electrical
Resistance Welding Machine and a Computer
Controlled Material Handling System. These
improvements have allowed the Company to
increase its maximum shaft diameter from 16"
(Batesville maximum) to 24", These larger sizes
can be welded on the
“Centaurus” welding ma-
chine without any appre-

ciable loss of time.

By incorporating the cut-
' to-lengthiine with the ex-
isting automated slitter/
stacker and material trans-
fer equipment, IUSI has
been able to create a
* seamless material flow sys-
tem that takes a coil of
¢ steel from inventory to a
stack of precision cuttrap-
ezoids that are subse-
quently delivered "on de-
mand”, atthe press brake.
With product data loaded
into the "Centaurus” com-
puter, the operator selectsthe polefroman on
screen library and, once brake formed, the
unwelded poles are transferred to the "Cen-
taurus” welding machine. The weld seam is
closed, the welding generator is energised and
the pole is drawn through the machine and
welded at speeds of up to 145 ft/min. The pole
is "scarfed” to produce the appearance of be-
ing seamiess, immediately after the weld and
then automatically sent te the straightening

machine. Once the pole conforms to our rigid
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tolerances for straightness it is sent to a fully
automated tip and butt cut-off machine where
the pole is cut to length before being sent to

inventory.

Our leased facility in Kansas covers an area of
12.5 acres, with 186,000 square feet dedicated
to manufacturing. The lease is for a term of five
years until June 1, 2006 and is renewable for
three additional terms of

five years.

Our new Kansas facility is
in the process of being ISO
certified.

Outside of North America,
we manufacture steel and
aluminium poles for over-
head lighting, powerline
transmission, traffic and
telecommunications sup-
port structures. Globally, :
we are one of the largest
manufacturers of steel
lighting and monopole
powerline structures. We
distribute our products to
utilities and municipal en-
tities in over 100 countries through our estab-
lished worldwide sales and distribution net-

work.

Our subsidiary, Petitjean, produces steel and
aluminium lighting poles, decorative lighting
poles and high mast lighting structures, as well
as powerline transmission and telecommuni-
cations support structures. Petitjean's main
production facility is located in Troyes, France.
In addition, the production facility at Troyes,

France was equipped in 1998 with a produc-
tion line utilizing our second generation pro-

prietary technology.

Our Troyes facility has completed ISO 9002 cer-
tification in its galvanizing plant and 150 9001
in its high mast shop. The plant, which we own,
is divided into three separate facilities: (i) one
which produces standard overhead lighting
support structures, (ii)
one which produces
2 high mast lighting struc-
tures and (i) a galvaniz-
‘ing facility. The facility
' that produces the light-
ing support structures
k. has 190,000 square feet
of workshops and of-
. fices and an annual esti-
mated capacity of
150,000 tonnes. The
. high mast facility, which
has 120,000 square feet
of workshop area and
. offices, has an estimated
- annual production ca-
- pacity of 50,000 tonnes.
The galvanizing facility,
which has a total work-
ing area of 104,000 square feet, has an annual
estimated production capacity of 150,000
tonnes. The galvanizing facility is an internal
supplier of both the standard lighting facility
and the high mast facility, as most of the poles
produced at our manufacturing site in France
are galvanized. These capacities are depen-

dant on product mix.

We believe that our facilities and properties are

generally very well maintained and in excel-

12 HISEANNI AL RFPORT 2002



lent operating condition. While we maintain
adequate insurance coverage on all proper-
ties, the loss of those facilities could have an

adverse effect on our operations.

Results of Operations

In fiscal 2002, net sales were $78.2 million, com-
pared to $88.4 million for the year ended Sep-
tember 30, 2001. This de-
crease relates primarily to
the sale of Stainton Metal
whose sales of $12.9 mil-
lion were included in fiscai
2001 resuits. On a com-
parative basis, after adjust-
ing for the disposition of
Stainton Metal, the Com-
pany posted a 3.6% in-
crease on year-over-year

sales.

We did not see the growth
in the North American
markets that we had ex-
pected due to the effect of
deregulation, economic
recession, energy sector fi-
nancing issues in conjunc- ‘
tion with the decrease in activity levels in the
capital markets and the uncertainty as to how
the U.S. federal government intends to imple-
ment its National Energy Plan. Simiiarly, we
have seen a reduction in spending in Europe
in the transmission pole market. Since Septem-
ber 2002, we have seen a significant increase
in Europe for the distribution pole market and

we anticipate growth during fiscal 2003.

Cost of sales for fiscal 2002 was $53.5 million,

compared with $60.3 million for fiscal 2001. This
decrease relates to the lower sales level for
2002. Cost of sales, as a percentage of revenue
was basically unchanged at 68.4% for 2002
compared to 68.3% for 2001, even though there
were significant steel price increases and short-

ages.

Plant operating costs for fiscal 2002 were $8.2
million compared with
$8.0 miftion in fiscal 2001.
Selling and administra-
tive expenses for fiscal
- 2002 were $19.7 mitlion,
- compared with $18.0
million for fiscal 2001,
These increases include
$1.8 million of expenses
to relocate and start up
our new manufacturing
. facility in Kansas and in-
% creased costs relating to

marketing strategies.

Depreciation and amor-
tization for fiscal 2002
-was $6.1 million, com-
. pared to $6.7 million for
fiscal 20017, which in-
cluded Stainton Metal.

Net loss in fiscal 2002 was $15.5 million ($1.31
per common share), compared with a loss of
$6.6 million ($0.55 per common share) reported
in 2001. This significant decrease is due to the
loss of operating profits due to the sale of
Stainton Metal, the cost of the U.S. plant reloca-
tion, the adjustment {reduction) in the gain on
the sale of the Union Metal Group relating to

the escrow settlement and the write down of
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deferred financing costs. These are partiaity
offset by the gain on the sale of Stainton Metat.
Also during 2001, the Company had a signifi-
cant gain relating to the purchase of its Notes,
thereby improving (reducing) the loss for fiscal
2001. During fiscal 2002, the Euro gained
strength against the U.S. dollar which reduced
the cumulative foreign currency translation ad-
Jjustment by $3.3 million. This in turn reduced
the shareholder deficiency by the same

amount.

As at September 30, 2002 cash balance stood
at $5.2 million, compared
with $4.6 million at Sep~
tember 30, 2001.

Liquidity and Capital

Resources

Net cash used in opera-
tions was $13.1 million in
fiscal 2002 compared to
$6.3 million in fiscal 2007, .
The increase in cash used relates primarily to
increased losses from operations due to lower
sales and increased fixed costs including the

cost of the plant relocation in the U.S.

Historically, the Company's primary cash needs
have been for capital expenditures, the acqui-
sition of Petitjean, working capital and to fund
operating losses. The Company has satisfied its
cash requirements through the sale of assets

and cash generated from operations.

The Company currently has credit facilities in
Europe totalling $5.7 million, bearing interest
at average rates of 4.9% per annum and are

repayable on demand. These credit facilities

are secured primarily by customer invoices. At

December 317, 2002, the European subsidiaries
were using $5.3 million of the $5.7 miltion credit
facilities. Our Petitjean subsidiary hasin place a
EUR 15.0 million factoring agreement with a
bank in France, which allows Petitjean to sell
certain of its French customer invoices on a non-
recourse basis. At December 31, 2002, Petitiean
was using EUR 12.6 million of this EUR 15.0 mil-
lion facility. On January 30, 2003, after obtain-
ing the consents of holders of a majority of the
aggregate principal amount outstanding of
each of the Senior Subordinated and Subordi-
nated Notes to certain
amendments to the inden-
tures pursuant to which
such Notes were issued,
the Company's subsid-
iary, IUS France SAS, en-
tered into a five (5) year
term loan agreement
with a bank in France.
The initial advance was
funded in the amount of
EUR 4.0 million, which
was used to partially repay an inter-company
loan granted by US| in connection with the
Petitjean acquisition. The funds were used to
pay the February 1, 2003 interest payment on
the Notes and for working capital purposes.
Subject to satisfaction of certain conditions pre-
cedent, the agreement contemplates a further
advance of EUR 7.0 million to be used for inter-
company loan repayment and working capital

purposes.

On January 30, 1998, the Company issued
10.75% Senior Subordinated Notes
(the "Notes") due 2008 for aggregate proceeds
of $75 million. Interest on the Notes is payable
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semi-annually. The Notes are redeemable at
the option ofthe Company, inwhole crin part,
atany time on or after February 1, 2003 at speci-
fied redemption prices (see Note 8 to our con-
solidated financial statements). During fiscal
2002, the Company repurchased $1 million
(2001 - $37.5 million and 2000 - $2.0 million)
face amount of the Notes in the open market
atacost of approximately $602,000 (2001 - $28.1
million andg 2000 - $1.5 million), resulting in a
gain of $398,000 (2007 - $9.4 million and 2000 -
$5.0 million) which has been included in other
income (see Note 16 to our consolidated finan-

cial statements).

The Notes are unsecured
obligations of the Com-
pany and are subordi-
nated inright of payment |
to all existing and future
senior debt of the Com- :
pany. The Notes are ef- :
fectively subordinated to

all existing and future in- |
debtedness and all other liabilities, including

trade payables of the Company's subsidiaries.

During fiscal 2001, the Company exchanged
its 13% Senior Exchangeable preferred shares
for 13% Subordinated Notes due in 2008 (see
Note 9(b){ii) to our consolidated financial state-
ments). This exchange of preferred shares for
subordinated notes took place at face value.
For accounting purposes, the exchange was
accounted for as a debt modification and the
difference between the redemption value of
the subordinated notes, being $20 mitlion plus
accrued dividends in kind of $9.1 million, and
the book value upon exchange, being $27.9

million, is being amortized on a straight-line
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basis over the remaining term of the subordi-
nated notes as an adjustment to interest ex-
pense. These Notes are unsecured debt obli-
gations and are subordinate to the 10.75% Se-
nior Subordinated Notes.

Included in other long-term debt are two capi-
tal lease obligations for buildings in the
Company's European subsidiaries. The obliga-
tions are denominated in Euro, bear interest at
rates ranging from 7.90% to 9.65%. Tota! pay-
ments, including principal and interest, to be
paid over the remainder of the leases are Euro
3,298

The Company had previ-
ously entered into an in-
terest rate swap which
remainsin place and that
fixed the interest rate on
Euro 2.3 million ($2.2 mil-
lion) of debt at 7.90% un-
til June 30, 2011.

The Carpany has anun-
furded pension obliga-
timrelatirgtnitsemp byees inFrace. AtSep- -
tarber 30, 202, theestima ted presertvalie -
of theddligationwas $2.0m ilin (2001 - §1.7
m ilion and 2000 - £l.1m i) .

The Conparty expects to Inr asts in fithwe
rericds toconp lyw ih changig erviromen - -
=l raguilatbiasataeof itsplats, however no
amount Ies been recorded in these cxneali-
dated firercial statamentsastheamountisnot
determ nable.

COn2August 7, 2000 the Garparny sold itsiter-
ests in the “WhicnMet=ElGroyp”’. Rraat to
e sof the saleagreement, the Company was



required to depasit $6.0 miilion of the net pro-
ceeds with an escrow agent in a general ac-
count and $1.0 milion for a specific environ-
mentai liability which has been accrued in the
accounts of the Company at September 30,
2000. These general funds were to be used for
future claims arising from the sale. On July 13,
2001, the purchaser of the Union Metal Group
notified the escrow agent
of certain disputed items
in connection with the
parties’ entitiements to
the escrow funds and on
May 23, 2002, the Com-
pany reached a settle-
ment with the purchaser
under which $4.0 million
of the escrow fund was
repaid to the purchaser 3
and $2.0 mitlion plus $449 .
thousand of interest was
released to the Company.”
The $4.0 mitlion payment’
together with $413 thou- =
sand of legal and miscel-
laneous costs incurred to
settle the claim was!

charged to income.

On October 3, 2001, the Company sold its in-
terest in Stainton Metal Company Limited, a
wholly owned subsidiary located in the United
Kingdom. The sale resulted in a gain, after de-

ducting the costs of disposition, of $7.4 million.

Our capital expenditures for the year ended
September 30, 2002 were $2.8 million. We ex-
pect capital expenditures for the next twelve
months will be approximately $3.0 million
based upon our budget. Such expenditures

relate to the installation of equipment to in-
crease capacity and add further automation,
improve material handling and general equip-

ment upgrades at our facilities.

Management, with the full endorsement of the
board, is now actively engaged in formuiating
strategies to strengthen the Company's bafance
sheet and improve liquidity. Where appropri-
ate, professional advisors
have been engaged to
assist in the analysis. It is
management’s goal to
complete both the formu-
lation and implementa-
tion of a strategy during
the 2003 fiscal year.

We believe that our cash
on hand and cash flow
from operating activities,
together with borrow-
ings available under local
working capital facilities
and 1US France's term
loan will be sufficient to
fund our anticipated
working capital needs
and capital spending re-
quirements as well as debt service requirements

in the foreseeable future.

Managing Risk

JUSY's key risk continues to be the ability to in-
crease sales and market share to increase prof-
itability. Our earnings are directly dependant
upon the amount of purchasing activities oc-
curring for our products and our ability 1o ob-

tain orders for these products.
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Generally, IUS| does not engage in hedging
activities or utilize other market-risk sensitive in-
struments, At September 30, 2002, 1USI did not
believe that market risk financia! instruments
would have a material affect on future opera-
tions or cash flows nor did it view currency ex-
change risk or interest rate risk as material. Op-
erational currency exchange risk would arise if
{USI priced products in
one currency while mate-
rial costs and expenses
were denominated in a
different currency. 1USI
does not believe it is sub-
ject to any material cur-
rency exchange risk as it
typically matches the cur-
rency of operating ex-
penses with the currency
of our revenues. How-
ever, from time to time,
{USI enters into a contract
denominated in a cur-
rency other thanthe cur-
rency of operating ex-
penses and, in such cases,
may enter into currency
forward arrangements
with respect to and for
the period covering such contract. At Septem-
ber 30, 2002, IUSI had not entered intoc any
material foreign exchange contracts.

In addition, IUSI does have significant long term
currency exchange risk as its European opera-
tions have significant assets and liabilities de-
nominated in Euros that generate revenues
and incur expenses. These assets and liabilities
being restated into U.S. dollars result in the for-

eign currency translation adjustment that ap-

pears on |USI's balance sheet.

IUSI also does not believe it is subject to any
material interest rate risk as interest on debt
obligations are primarily fixed rate instruments.
1USI believes its interest rate risk, due to variable

interest rates, is not significant.

Steel is 1USI's primary raw material. Like most
commodities, steel prices
rise and fall according to
the interaction of supply
and demand forces. in
many cases, the market
price for steel-based prod-
ucts follows that of the
raw material from which
they are made. The Com-
pany also utilizes its buy-
ing power to build rela-
tionships with its suppli-
ersto ensure that the steel
it requires is constantly
available at competitive
prices. The Company aiso
ensures that it does not
rely upon a single sup-
plier for any critical raw
material. Although the
Company endeavors to mitigate the effect of
significant steel price increases, there is always

the possibility that it could affect our profitabil-
ity.
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MANAGEMENT'S RESPONSIBILITY

The consolidated financial statements of International Utility Structures Inc. have been prepared by
management which is responsible for the integrity and objectivity of this information. These financial
statements have been prepared in conformity with Canadian generally accepted accounting prin-
ciples. The financial and operating information presented in this annual report is consistent with that

shown in the consolidated financial statements.

KPMG LLP, the auditors appointed by the shareholders, have conducted an independent examination
of the corporate and accounting records in order to express their opinion on the consolidated finan-

cial statements. Their report is set out on the following page.

The Board of Directors, through its Audit Committee, oversees management’s responsibilities for
financial reporting and internal control. The Audit Committee meets with the independent auditors
and management to discuss auditing and financial matters and to review the consolidated financial
statements and the independent auditors’ report. The Audit Committee reports its findings to the

Board for consideration in approving the consolidated financial statements for issuance to the share-

holders.
Robert G.J. Jack Gerald A. Diener
President and Chief Executive Officer Vice-President Finance and Chief Financial Officer

Calgary, Canada
November 29, 2002
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AUDITORS' REPORT TO THE SHAREHOLDERS

We have audited the consolidated baiance sheets of International Utility Structures Inc. as at Septem-
ber 30, 2002 and 2007 and the consolidated statements of operations and deficit and cash flows for
the years then ended. These financial statements are the responsibility of the Company’s manage-

ment. Our responsibility is to express an opinion on these financial statements based on our audits.

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

evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at September 30, 2002 and 2001 and the results of its operations
and its cash flows for the years then ended in accordance with Canadian generally accepted account-

ing principies.

fF6 AL

Chartered Accountants
Vancouver, Canada
November 29, 2002
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CONSOLIDATED BALANCE SHEETS

Years Ended September 30, 2002 and 2001

(Expressed in thousands of United States doliars}

2001
Assets
Current Assets:
Cash and cash equivalents $ 4,552
Cash in escrow {note 3) 653
Accounts receivable (note 4 & 15(b)) 28,079
Inventories {note 5) 22,593
Prepaid expenses and other 2731
58.608
Property. plant and equipment (note 6) 42,913
Cash in escrow {note 3) 6,352
Deferred financing costs 3,750
Other assets 626
$ 112,249
Liabilities and Shareholders' Deficiency
Current liabiilties:
Operating ioans (note 7) $ 8.755
Accounts payable and accrued liabilities 33,205
Current portion of long-term debt (note 8) 197
42157
Long-term debt (note 8) 66.825
Other long-term liabitities (note 14(c)) 2.405
Future income taxes {note 13) 2,191
113,578
Shareholders’ deficiency:
Common share (note 10} 18,617
Warrants (note 10(c)) 1,612
Cumulative foreign currency translation adjustment (6,631)
Deficit (14.927)
(1,329)
$ 112,248

Future operations (note 1)
Commitments and contingencies {note 14)

See accompanying notes to consolidated financial statements

Approved on behalf of the Board:

Director Director
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CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT

Years ended September 30, 2002 and 2001

(Expressed in thousands of United States doltars, except per share amounts)

2001
Sales, net of commission and transportation $ 88,365
Less:
Cost of sales 60,335
Selling and administrative expenses 18,000
Plant operating costs 8.021
Depreciation and amortization 6.671
93,027
{4.662)
Other expense (income):
Interest expense 8,682
Dividends on redeemable preferred shares (note 9) 1,457
Amortization of deferred financing costs 2,024
Other income (note 16} {10,535)
1,628
Loss before income taxes (6.290)
Income taxes (note 13}
Current 1178
Future (889)
289
Loss for the year (6,579)
Deficit, beginning of year (8,348)
Deficit, end of year 3 (14.927)
Loss per share for the year (note 11):
Basic $ (0.55)
Diluted (0.55)

- See accompanying notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended September 30, 2002 and 2001

(Expressed in thousands of United States dollars)

2001
Cash provided by (used in):
Net cash from {used in) operations {(note 17) $ (6,312)
Investments:
Cash in escrow (note 3) (61)
Purchase of property, plant and equipment (6.077)
Proceeds on sale of Stainton Metal Company Limited,
net of cash sold of $1,184 -
Other 1,054
_ (5.084)
Financing:
Repurchase of 10.75% senior subordinated notes (28,060)
Repayment of long-term debt (62)
Loan to trustee for the purchase of common shares
pursuant to second ancillary stock option plan (note 10(d)( (373)
Repayment of operating loans (2.001)
Deferral financing costs incurred (1.421)
Redemption of preferred shares, Series 2 (169)
{32,086)
Increase {decrease) in cash and cash equivalents (43.482)
Cash and cash equivalents, beginning of year 48,034
Cash and cash equivalents, end of year $ 4,552
Non-cash financing:
During the year ended September 30, 2001, the Company
issued additional 13% Senior Exchangeable Preferred Shares
pursuant to the payment of dividends on 13% Senior
Exchangeable Preferred Shares of $1.771. In addition, during
the year ended September 30, 2001, the Company exchanged
13% Senior Exchangeable Preferred Shares for13%
Subordinated Notes.
Supplementary information:
Interest $ 6.816
Taxes 1,612

See accompanying notes to consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Expressed in thousands of United States doliars, except per share amounts and number of shares)
Years ended September 30, 2002 and 2001

1.

Future operations:

The Company and its wholly owned subsidiaries are engaged in the manufacture and sale of metal over-
head lighting, powerline and telecommunications support structures throughout the world.

These financial statements have been prepared on the going concern basis in accordance with Canadian
generally accepted accounting principles. The going concern basis of presentation assumes that the
Company will continue in operation for the foreseeable future and be able to realize its assets and discharge
its liabilities and commitments in the normal course of business. At September 30, 2002, the Company has
a deficiency in assets of $13,769 (2001 - $1,329), has experienced a loss for the year of $15,469 (2001 -
$6,579) and has generated negative cash flow from operations of $13,149 (2001 - $6,312). The applica-
tion of the going concern concept is dependent on the Company's ability to generate future profitable
operations and to obtain additional financing to meet commitments as they come due. Management is of
the opinion that sufficient working capital will be obtained from operations and/or externa! financing to
meet the Company's liabilities and commitments as they become payable. The financial statements do not
reflect adjustments that would be necessary if the going concern assumption were not appropriate. if the
going concern basis was not appropriate for these financial statements, then adjustments would be neces-
sary in the carrying value of assets and liabilities, the reported revenues and expenses and the balance sheet
classifications used.

Significant accounting policies:

The consolidated financial statements of the Company have been prepared in accordance with Canadian
generally accepted accounting principles ("GAAP") and, except where otherwise indicated, are presented in
U.S. doltars. Material differences in amounts and disclosures from the generally accepted accounting prin-
ciples in Canada applied in the basic consolidated financial statements to accounting principles generatly
accepted in the United States are set out in note 18.

The preparation of financial statements in accordance with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. [n the consolidated financial statements of the Company, the most
significant areas where management is required to make near term estimates is in the assessment of under-
lying value and depreciation periods of property, plant and equipment. Actual amounts could differ from
those estimates.

The following significant accounting policies have been applied in the preparation of these consolidated
financial statements.

(@) Principles of consolidation:

These financial statements consolidate the accounts of the Company and its subsidiaries all of which
are wholly owned. All material intercompany balances and transactions have been eliminated.

(b) Cash equivalents:

Cash equivalents are comprised of highly liquid investments having original terms to maturity of three
months or less when acquired.

(c) Inventories:
Inventories of finished goods and work-in-process, which include direct production materials and

labour, are valued at the lower of cost, determined on a weighted average basis, and net realizable
value.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. Significant accounting policies (continued):

(d)

(e)

(f)

()

Inventories of materials and supplies are vaiued at the lower of average cost and replacement cost.
Property, plant and equipment;
Property, plant and equipment are carried at cost.

The rates of depreciation applied to depreciate the cost less estimated saivage values of plant and
equipment over their estimated useful lives are as foliows:

Asset Basis Rate
Buildings Straight-line 2% - 10%
Machinery and equipment Straight-line 8% - 33.3%
Furniture and office equipment Straight-line 10% - 33.3%
Leasehold improvements Straight-line Duration of lease

The Company monitors the recoverability of property, plant and equipment based on factors such as
future utilization, business climate and the future undiscounted cash flows expected to resuit from the
use of the related assets. The Company's policy is to record an impairment [oss in the period when the
Company determines that the carrying amount of the asset will not be recoverabie. At this time, the
carrying amount is written down to the undiscounted future cash flows. To September 30, 2002, the
Company has not recorded any such impairment losses.

Deferred financing costs:

Deferred financing costs consist of legal and other fees, relating to the financing of the Company’s
indebtedness. These costs are being amortized over the term of the related debt.

Revenue recognition:

Revenue is recognized pursuant to contractual arrangements when title passes to the purchaser and
there is reasonable certainty as to the collectibility of the proceeds.

Income taxes:

The Company follows the asset and liability method of accounting for income taxes. Under this
method, future tax assets and liabilities are recognized for future tax consequences attributable to
differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases.

Future tax assets and liabilities are measured using enacted or substantively enacted tax rates expected
to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on future tax assets and liabilities of a change in tax rates is recognized
in income in the period that includes the substantive enactment date. To the extent that it is not
considered to be more likely than not that a future income tax asset will be realized, a valuation
aliowance is provided.

Foreign currency:
The functional currency of the Company's North American operations is the U.S. dollar, which is aiso
the Company’s reporting currency. Monetary items denominated in Canadian dollars are transiated to

U.S. dollars at exchange rates in effect at the balance sheet date and non-monetary items are translated
at rates of exchange in effect when the assets were acquired or obligations incurred. Revenues and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -

2.

e

Significant accounting policies {continued}:

expenses are translated at rates in effect at the time of the transactions. Foreign exchange gains and
losses are included in income.

The functional currency of the Company's operations outside of North America is considered to be the
local currency. Balance sheet items initially measured in foreign currencies are translated into U.S.
dollars using the period end exchange rate. Income statement transactions are translated into us.
dollars using average exchange rates for the reporting period. Adjustments from translating foreign
operations into the U.S. dollar are included in the cumulative foreign currency translation adjustment
component of shareholders' equity.

Stock options:

The Company has a stock-based compensation plan and two ancillary stock option plans both of
which are described in note 10(d). No compensation expense is recognized for these plans when stock
or stock options are issued to employees. Any consideration paid by employees on exercise of stock
options or purchase of stock is credited to share capital. If stock or stock options are repurchased from
employees, the excess of the consideration paid over the carrying amount of the stock or stock option
cancelled is charged to retained earnings.

Earnings per share:

Basic earnings per share are calculated using the weighted average number of common shares out-
standing during the year. The Company uses the treasury stock method to calculate the dilutive effect
of options and warrants. Under the treasury stock method, the number of net additional shares to be
issued pursuant to options and warrants is calculated by assuming that dilutive outstanding stock
options and warrants are exercised and that the proceeds from such exercises were used to acquire
shares of common stock at the average market price during the year.

Comparative figures:

Certain of the prior year's comparative figures have been reclassified to conform with the presentation
adopted for the current year.

Business divestitures:

{a

(b)

Union Metal Group:

On August 7, 2000 the Company sold its interests in the "Union Metal Group”. Pursuant to terms of the
sale agreement, the Company was required to deposit $6,000 of the net proceeds with an escrow
agent in a general account and $1,000 for a specific environmental liability which has been accrued in
the accounts of the Company at September 30, 2000. These general funds were to be used for future
claims arising from the sale.

On July 13, 2001, the purchaser of the Union Metal Group notified the escrow agent of certain
disputed items in connection with the parties’ entitlements to the escrow funds and on May 23, 2002,
the Company reached a settlement with the purchaser under which $4,000 of the escrow fund was
repaid to the purchaser and $2,000 plus $449 of interest was released to the Company. A $4,000
payment together with $413 of legal and miscellaneous costs incurred to settle the claim was charged
to income (note 16).

Stainton Metal:
On October 3, 2001, the Company sold its interest in Stainton Metal Company Limited, a wholly

owned subsidiary located in the United Kingdom. The sale resulted in a gain, after deducting the costs
of disposition, of $7,378.
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Accounts Receivable:
Included in accounts receivable are two interest-free loans to officers and directors of the Company totaling
$194 (20017 - $145) to purchase shares of the Company. The loans are secured by the shares and are

repayable on demand.

Inventories:

2002 2001
Materials and supplies $ 8,700 $ 7.355
Work-in-process 3,760 7.987
Finished goods ] 7,874 7,251
$ 20,334 $ 22,593

Property, plant and equipment:
Accumulated Net book
2002 Cost depreciation value
Land $ 2,702 $ - $ 2,702
Buildings 11,488 3,517 7,967
Machinery and equipment 48,418 22,104 26,314
Furniture and office equipment 2,800 2,268 532
$ 65,408 $ 27,893 3 37.515
Accumutated Net book
2001 Cost depreciation value
Land $ 3218 $ : $ 3218
Buildings 11,754 3,579 8,175
Machinery and equipment 51,097 20,678 30,419
Furniture and office equipment 2,807 1,802 1,005
Leasehold improvements 164 68 96
$ 69,040 $ 26,127 $ 42,913

Operating loans:

Operating loans are unsecured, bear interest at average rates of 4.9% per annum (2001 - 4.8%) and are
repayable on demand. The operating loans are drawn under demand lines of credit aggregating $5,784
(2001 - $21,200) based on exchange rates in effect at year end.

Long-term debt:

2002 2001

10.75% Senior Subordinated Notes (a) $ 34,525 3 35,525
13% Subordinated Notes (b) 28,173 27,991
Other (c) 3,548 3,506
66,246 67,022

Current portion of long-term debt 237 197
$ 66,009 '3 66,825

{a) 10.75% Senior Subordinated Notes:
On January 30, 1998, the Company issued 10.75% Senior Subordinated Notes (the "Notes") due 2008

for aggregate proceeds of $75,000. Interest on the Notes is payable seri-annually. The Notes are
redeemable at the option of the Company, in whole or in part, at any time on or after February 1, 2003
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8. Long-term debt {continued):

at specified redemption prices. During fiscal 2002, the Company repurchased $1,000 (2001 - $37,475)
face amount of the Notes in the open market at a cost of approximately $602 (2001 - $28,060),
resulting in a gain of $398 (2001 - $9,415) which has been included in other income (note 16).

Upon the sale of the Union Metal Group and Stainton Metal Group, the Note Indenture governing the
10.75% Senior Subordinated Notes due 2008 requires the Company to, within 360 days of the closing
of such sales, invest the net proceeds in assets related to the business and, 1o the extent not done, to
make an offer to purchase Notes at par in an amount equal to 25% of the aggregate principal amount
of the Notes. On the 5" anniversary of the original issuance of the Notes (January 30, 2003). the
Company is required to make a second offer to purchase Notes at par in an amount egual to the
aggregate amount of the net proceeds of the sales in excess of the assets purchased during the 360
days following the closing of the sales and the original offer to purchase Notes at par.

The Notes are unsecured obligations of the Company and are subordinated in right of payment to all
existing and future senior debt of the Company. The Notes are effectively subordinated to all existing
and future indebtedness and all other liabilities, inciuding trade payables of the Company's subsidiar-
ies.

The Notes have certain covenants which include limiting the Company’s ability to incur certain types
of new debt if. after giving effect to the incurrence of such debt, the ratio of consolidated cash flow to
fixed charges as defined is less than 2.0:1.

G 13% Sibardiratedrotes:

SibadiratedNotes A e in 2008 (see algorcte 9 ()  This exchange of preferred shares for subor-
dinated notes took place at face value. For accounting purposes, the exchange was accounted for as
a debt modification and the difference between the redemption value of the subordinated notes, being
$20,000 plus accrued dividends in kind of $9,139, and the book value upon exchange, being $27,871,
is being amortized on a straight-line basis over the remaining term of the subordinated notes as an
adjustment to interest expense. These Notes are unsecured debt obligations and are subordinate to the
10.75% Senior Subordinated Notes.

(¢) Other:
Included in other long-term debt are two capital lease obligations for buildings in the Company's
European subsidiaries. The obligations are denominated in Euro, bear interest at rates ranging from
7.90% to 9.65%. Total payments, including principal and interest, to be paid over the remainder of the

leases are Euro 3,298. Annual payments in each of the next five years are included in the table below.

The Company had previously entered into an interest rate swap which remains in place and that fixed
the interest rate on Euro 2,287 ($2,237) of debt at 7.9% until June 30, 2011.

(d) Repayments:

Payments of principal on long-term debt required during the next five years:

2003 $ 237
2004 263
2005 294
2006 328
2007 367
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9. Redeemable preferred shares:

(a)

(b)

Authorized:

The Company is authorized to issue:

0]

an unlimited number of preferred shares in series; and

(i)} 30,000 Senior Exchangeable Preferred Shares.

Issued:

(i)

(i)

Redeemable Preferred Shares, Series 2:

The Company is authorized to issue 5,000 shares designated as fixed, cumulative Redeemable
Preferred Shares, Series 2, with preferential dividends at an annual rate of 6% of the subscription
price. During fiscal 2001, 250 shares were redeemed for cash, and no shares are outstanding at
September 30, 2002 {2001 - nil).

13% Senior Exchangeable Preferred Shares:

Number
of shares Amount
Balance as at September 30, 2000 27,368 3 26,039
Dividends in kind 1,771 1,771
Accretion of redemption value 61
Exchanged for 13% Subordinated Notes {note 7(b)) (29,139) (27.871)
Balance as at September 30, 2001 and 2002 - $ -

On January 30, 1998, the Company issued 20,000 Units each consisting of a 13% (in addition the
Company was responsible for the payment of a 15% withholding tax to the Canadian govern-
ment) Senior Exchangeable Preferred Share, having a redemption amount of $1,000 and one
warrant to purchase 30 common shares of the Company at a per share price of $1.98 Canadian.
The preferred shares were mandatorily redeemable on February 1, 2008. The proceeds of $20,000
were allocated $18,188 to the preferred shares and $1,812 to the warrants. The difference
between the redemption value of the preferred shares and the assigned value was being amortized

on a straight-line basis over 10 years.

During fiscal 2001, the Company exchanged its 13% Senior Exchangeable Preferred Shares for
13% Subordinated Notes due in 2008 (see also note 8(b)). This exchange of preferred shares for
subordinated notes was accounted for as a debt modification and recorded at the 13% Senior
Exchangeable Preferred Shares book value of $27,871.

10. Common shares:

(a) Authorized:

Unlimited common shares, without par value
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10. Common shares (continued):

(b) Issued:
Anciliary Number
Issued Plans of shares Amount
Balance, September 30, 2000 12,446,802 - 12,446,802 $ 18,990

Common shares repurchased pursuant

to ancillary stock option plan

(note 10(d)(ii)) - (500,000)  (500,000) (374)
Common shares issued pursuant to stock

option exercise under ancillary stock

option plan (note 10(d) (i) - 1,100 1,100 1

Balance at September 30, 2007 12,446,802 (498,900) 11,947,902 18,617

Common shares repurchased pursuant to
second ancillary stock option plan
{note 10(d)(iii)) - (554,400) (554,400) (250)

Balance, September 30, 2002 12,446,802 (1,053,300) 11,393,502 $ 18,367

(c) Warrants:

In January 1998, the Company granted warrants to purchase, in aggregate, 600,000 common shares
at $1.98 Canadian per common share. These warrants were not exercisable prior to February 1, 1999
and will expire on February 1, 2003 (see also note 9(b)(ii)). At September 30, 2002 these warrants
remain unexercised.

(d) Stock options:
(i) Stock-based compensation plan:

In November 1995, the Company implemented a stock option plan for directors, officers and key
employees. Stock options are granted at exercise prices based on the market price of the Company's
common shares at the date of grant. Stock options vest and become exercisable as to 20% per
annum for a five year period commencing with the year of grant. Stock options expire 10 years
from the date of grant.

The Company is authorized to issue 1,344,500 shares under the stock option plan and has out-
standing stock options as follows:

Weighted Weighted

average price average price

2002 (Cdn $) 2001 (Can $)

Qutstanding. beginning of year 1,309,500 $3.88 1.319,500 $3.87
Granted - - - -
Cancelled or expired ' (40,000) 2.69 (10,000) 3.05
Qutstanding, end of year 1,269,500 $3.92 1,309,500 $3.88
Exercisable, end of year 1,241,500 $ 3.97 1,193,500 $4.01

29 IUSIANNUAL REPORT 2002




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

10. Common shares (continued):

G

Stock options {continued):

(i) Stock-based compensation plan {continued):

(ii)

Weighted ~ Weighted Weighted

average average average

Range of remaining exercise exercise
exercise prices Number contractual life price Number price
$1.60 70,000 7.81 years $1.60 42,000 $1.60
$3.05t0 $ 3.45 260,000 5.41 3.08 260,000 3.08
$4.2510 4.50 939,500 3.50 4.32 938,500 4.32
1,269,500 4.13 years $3.82 1,241,500 $ 3.97

Ancillary stock option plan:

During fiscal 2001, the Company implemented an ancillary stock option plan ("Ancillary Plan”) for
directors, officers, consultants and key employees.

Under a trust indenture dated November 29, 2000, the Company advanced by way of loan $575
Canadian to the trustee of the Ancillary Plan and the trustee applied these loan proceeds to the
purchase of 500,000 common shares of the Company. At the direction of the Company, the
trustee grants to eligible participants an option to purchase common shares of the Company at an
exercise price of $1.15 Canadian per common share and for a term not to exceed 10 years from the
date of grant. Upon exercise of the options, the participant is obligated to deliver payment to the
trustee who then executes the transfer of applicable common shares from the trust. In addition,
the trustee remits to the Company the proceeds received upon exercise of the shares as a partial
repayment of the original loan.

In no circumstances shall the trustee have any liability for such remaining outstanding balance of
the amounts advanced or for any amount of deficiency over and above the value the Company is
able to realize from the sale of the shares held under the Ancillary Plan. Accordingly, the outstand-
ing loan advance and corresponding common shares in the Ancillary Plan have been recorded as
a reduction in issued common shares of the Company.

The Company is authorized to issue 500,000 shares under the stock option plan and has outstand-
ing stock options as follows:

Weighted Weighted

average price average price

2002 (Cdn $) 2001 (Cdn $)

Outstanding, beginning of year 296,900 - $1.15 - $ -

Granted 222,400 1.15 298.000 1.15

Exercised - - (1,100} 1.15
Cancelled or expired (65,400) 1.15 -

Qutstanding, end of year 453,900 $1.15 296,900 $1.15

Exercisable, end of year 151,780 $1.15 74,500 $1.15

As at September 30, 2002, the weighted average remaining contractual life of the options out-
standing is 8.75 years (2001 - 9.32 years).
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10. Common shares (continued):

{(d) Stock options {continued):
(iii) Second anciliary stock option plan:

During fiscat 2002, the Company implemented a second ancillary stock option plan ("Second
Ancillary Plan") for directors, officers, consultants and key employees.

Under a trust indenture dated May 31, 2002, the Company advanced by way of loan $250 to the
trustee of the Second Ancillary Plan and the trustee applied these ioan proceeds to the purchase of
554,400 common shares of the Company. Atthe direction of the Company, the trustee grants to
eligible participants an option to purchase common shares of the Company at an exercise price of
$0.72 Canadian per common share and for a term not to exceed 10 years from the date of grant.
Upon exercise of the options, the participant is obligated to deliver payment to the trustee who
then executes the transfer of applicable common shares from the trust. In addition, the trustee
remits to the Company the proceeds received upon exercise of the shares as a partial repayment of
the original loan. In no circumstances shall the trustee have any liability for such remaining
outstanding balance of the amounts advanced or for any amount of deficiency over and above the
value the Company is abie to realize from the sale of the shares held under the Second Ancillary
Plan.

Accordingly, the outstanding loan advance and corresponding common shares in the Second
Ancillary Plan have been recorded as a reduction in issued common shares of the Company.

During the year ended September 30, 2002, no options were granted under the Second Ancillary
Plan. At September 30, 2002, the plan holds 554,400 common shares towards settlement of
existing and future stock option grants.

11. Loss per share:

Basic loss per share of $1.31 (2001 - $0.55) has been calculated using the weighted average number of
common shares outstanding during the period, which consists of 11,780,779 common shares for the year

ended September 30, 2002 (2001 - 12,029,913).

12. Segmented information:

The Company operates in a single operating segment. The Company's net sales by geographic area of
customer are as follows: ’

2002 2001

United States $ 16,350 $ 17.232
France 24172 34,370
Other countries 37,706 36,763
$ 78,228 $ 88,365

The location of the Company’s property, plant and equipment by geographic area are as follows:

2002 2001

United States $ 7,597 3 9,711
France 29,431 30,133
Europe, excluding France 487 3,089
$ 37,515 $ 42,913
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13. Income taxes:

(a)

(c)

Provision for income taxes:

The reconciliation of income taxes calcutated at the statutory rate to the actual income tax provision is
as follows:

2002 2001
Statutory rate 38.9% 42.9%
Computed tax expense (recovery) $ (6.330) $ (2.700)
Increase {decrease) in tax expense resulting from:
Loss carry forwards benefit not recorded in the
financial statements 6,466 3,379
Non-deductible expenses 1,610 -
Non-deductible dividends - 625
Non-taxable capital gain (2,652} (2.019)
Tax on exchangeable preferred share dividends - 419
Effect of foreign income taxed at lower tax rates 614 585
Other (103) -
Provision for income taxes $ (395) 3 289

The tax effects of temporary differences that give rise to significant portions of the future tax assets and
future tax liabilities at September 30, 2002 are presented below:

2002 2001

Future tax assets:

Loss carrry forwards $ 17,136 $ 13,428

Other 856 921
Gross future tax assets 17,992 14,349
Valuation allowance (16,614) . (13,155)
Net future tax assets 1,378 1,194
Future tax liabilities:

Property, plant and equipment (2,055) - (3,074}

Deferred financing costs (911) (311)
Net future tax liabilities $ (1,588) $ (2,191}

At September 30, 2002, the Company has non-capital losses of approximately $50,000 (2001 - $30,000)
available for deduction against future years taxable income. These losses expire between 2003 and
2022. The potential benefit of the above losses has not been recognized in the financial statements.

14. Commitments and contingencies:

(@)

The minimum future annual commitments in respect of plant and offices leases, and operating leases
on machinery and equipment are as follows:

2003 $ 1,097
2004 1.025
2005 933
2006 877
2007 493
Thereafter 2,197

Rental expense for the current year was $944 (2001 - $1,021).
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14. Commitments and contingencies (continued}:

{b) The Company and its subsidiaries are involved in several lawsuits arising out of the ordinary course of
business. Although the outcome of such matters cannot be predicted with certainty, management
does not consider the Company’s exposure to lawsuits to be material to these consolidated financial
statements.

(c} The Company has an unfunded pension obligation relating to its employees in France. At September
30, 2002, the estimated present value of the obligation was $2,024 (2001 - $1,663).

{d) The Company expects to incur costs in future periods to comply with changing environmental regula-
tions at one of its plants, however, no amount has been recorded in these consolidated financial
statements as the amount is not determinable.

15. Financial instruments:

(@) Fair values:

Financial instruments of the Company are comprised of cash and cash equivatents, accounts receiv-
able, accounts payable and accrued liabilities, notes payable, interest rate swaps and forward ex-
change contracts. The fair values of the notes payable is estimated not to exceed $25,000. The fair

vaiues of all other financial instruments are estimated to not be materially different from their carrying
values either due to their ability for liquidation or settlement in the near term.

(o) Factoring Agreements:
At September 30, 2002 the Company had entered into a factoring agreement selling approximately
Euros 7,549 ($7,406) of its accounts receivable on a non-recourse basis. These transactions have been
accounted for as a sale of financial assets.

16. Other income:

Included in other income (expense) are:

2002 2001

Interest and other income $ 266 $ 1,120
Gain on repurchase of 10.75% Senior

Subordinated Notes (note 8(a)) 398 9,415
Gain on sale of Stainton Metal Company

Limited {note 3(b)) 7.378 -
Escrow funds repaid to purchaser of

Union Metal Group {note 3(a)) (4,413) .
Other income 3 3,629 $ 10.535
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S —

17. Reconciliation of net earnings (ioss) to net cash from (used in) operations:

The computation of net cash from {used in) operations is as follows:

2002 2001
Net earnings (loss) $ {15,469) $ (6.579)
Adjustments to reconcile net loss to net cash provided
by operating activities:
Depreciation and amortization 6,186 6.671
Amortization of deferred financing costs 1,681 2,024
Dividends settied by shares - 1.771
Accretion of preferred shares to redemption value . 61
Accretion of 13% Subordinated Note to redemption vaiue 182 -
Gain on repurchase of 10.75% Senior Subordinated Notes (398) (9,415)
Gain on sale of Stainton Metal Company Limited (7.378)
Other (74) (891)
Accounts receivable 8,965 (2.231)
Inventories 912 (1.195)
Prepaid expenses and other (220) (1.156)
Accounts payable and accrued liabilities (6,973) 5517
Future income taxes (563) (889)
Net cash used in operations : $ (13,149) $ 6.312)

18. United States accounting principles:

These financial statements have been prepared in accordance with Canadian generally accepted account-
ing principles ("Canadian GAAP"). A summary of material adjustments to United States generally accepted
accounting principles ("U.S. GAAP") are as follows:

(a) Deferred product development costs:
In accordance with Canadian GAAP, in years prior to fiscal 2001, the Company had capitalized devel-

opment costs meeting specified criteria and amortizes such costs over a five year period. Under U.S.
GAARP, all such development costs must be expensed as incurred.

(b) Sates:

As allowed by Canadian GAAP, the Company has disclosed sales net of sales commissions and trans-
portation costs. Under U.S. GAAP, the following amounts would have been included in cost of sales
and sales would have been reported gross of these amounts;

2002 2001

Commissions netted against sales under Canadian GAAP  $ 1,380 $ 1.267
Transportation costs netted against sales under Canadian

GAAP 6,694 7,402

3 8.074 $ 8,669

34 JUSI ANNUAL REPORT 2002

e
e



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -

18. United States accounting principles {continued):
{c} Dividends on redeemable preferred shares:
In accordance with Canadian GAAP, dividends incurred on redeemable preferred shares classified as a
liability are accounted for as an expense and deducted in the determination of net income (loss). Under
U.S. GAAP, such dividends are excluded from the determination of income and accounted for as a
direct charge against equity.

{(d) Application of U.S. GAAP:

The effect of the above items on net earnings (loss), total assets, and shareholders’ equity is as foliows:

Notes 2002 2001

Loss in accordance with Canadian GAAP $ (15.469) $ (6.579)
Deferred product development costs (a) - 119
Preferred share dividends {c) - 1.457
Loss in accordance with U.S, GAAP -~ (15,469) (5,003)
Preferred share dividends - (1.457)
Loss available to common shareholders 3 (15,469) $ (6.460)
2002 2001

Loss per share, U.S. GAAP:

Basic $ (1.31) $ (0.54)
Diluted (1.31) (0.54)

Statement of Other Comprehensive Income:

2002 2001
Loss in accordance with U.S. GAAP $ (15,469) $ (5.003)
Other comprehensive income {loss):

Foreign currency translation adjustment 3.279 1,043
Comprehensive loss $ (12,190) $ (3,960)
Total assets, in accordance with Canadian GAAP $ 87,249 $ 112,249
Total assets, in accordance with U.S. GAAP $ 87,249 3 112,249
Shareholders’ deficiency, in accordance with Canadian

GAAP $ (13,769) $ (1,329)
Shareholders’ deficiency, in accordance with U.S. GAAP  $ (13,769) $ (1.329)
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This annual report includes forward-looking statements within the meaning of the U.S. federal securities iaws.
Forward-looking statements attempt to predict future occurrences and are identified by words like "believes”,
"anticipates”, "expects” and similar words. Our predictions about future occurrences are subject to assumptions
and uncertainties, including general economic and business conditions and a number of known and unknown
risks including: a competitor may develop a manufacturing process which competes with our proprietary
technology. we are substantially leveraged and have a history of losses, we are subject to fluctuations in the cost
of raw materials; and we compete with other materials. These and other factors are discussed in greater detail in
IUSI" annual report on Form 20-F on file with the U.S. Securities and Exchange Commission. If any of these risks
or uncertainties materialize, or if our assumptions prove incorrect, our actual results may differ materially from

our projected results.




