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Corporate Profile

Insurance Auto Auctions (“IAA” or
the “Company”) is a leading provider
of customer-valued automobile
salvage and claim services to insur-
ance companies and other suppliers.
The Company uses a network of
72 salvage centers and cooperative
agreements to provide services
throughout the U.S. market. To its
thousands of suppliers and buyers,
the Company is known for its innov-
ative methods in streamlining the
total loss vehicle process and in
finding ways to save money and
improve returns to its customers.
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Consolidated Financial Highlights

December 29,

December 30,

% Increase

(dollars in thousands, except per share amounts) 2002 2001 (Decrease)
REVENUES . . . o o $234,197 $292,990 (20.1)
Earnings (loss) from operations .. . ..................... 7,426 (5,209 242.6
Net earnings (10SS) . ... ... .. .. ... 4,008 (4,360) 191.9
Basic earnings (loss) pershare .. ........ .. ... ... .. .. 33 37 189.2
Diluted earnings (loss) per share . ............... ... .... .32 37 186.5
Cash and cash equivalents . . ... ................ ....... $ 10,027 $ 24,467 (539.0)
Working capital . ....... ... ... 23,787 25,286 (5.9)
Total @SSELS . . . oo i 259,650 278,204 6.7)
Shareholders’ equity . ........ .. . ... . ... 194,102 188,994 2.7
Gross Proceeds Net Revenue* Net Earnings
dollars in millions dollars in millions dollars in millions
$800 $160 $10— -
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. = 0 : 5
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*Net revenue equals revenue less vehicle cost.




To Our Stockholders

n last vear’s Letter to Shareholders we outlined the key strategic
initiatives we put in place to position Insurance Auto Auctions for
future growth and profitability. These initiatives included: exiting
under performing purchase agreement contracts; standardizing
business procedures and operations; building a new enterprise-wide
information system; and expanding strategically. During 2002, we
executed on each of those initiatives in an effort to benefit our

Strategic Initiatives

[AA's operating history has created a foundation of strong customer
and supplier relationships. With that in mind, our goal in 2002 was to
strengthen and grow these relationships further by improving the way
in which we do business. [n addition to continuing to serve our cus-
tomers to the high level they have come to expect, the company’s
strategic initiatives were the focal point of both the management
team and IAA's employees in 2002. As mentioned earlier, all four of
the key initiatives were intended to improve the company’s profitabil-

custorners, our.employees and, uitimately, our shareholders.
As we enter 2003, several of the transition and transformation

initiatives we undertook last year are complete, and
we are confident in our ability to grow the company
efficiently and effectively from this point forward. Our
technology and Internet capabilities have significantly
improved and our customer and supplier relation-
ships remain strong, Importantly, we have also
continued to build the business through acquisitions
and new greenfield facilities and are encouraged with
our market share trend. Our financial results have
already begun to demonstrate our goal of unleashing
potential profitability, and our accomplishments in
2002 were vital to that effort.

2002 in Review
The past vear was difficult for nearly every industry,
as the general economy continued 1o struggle.
Although the auto salvage industry was less impacted
by this overall market deterioration, consistent with
custormer trends, total volumes and industry growth
were still down from prior years. We were, however,
comfortable with our market share trend during the
year, which was driven by our continued expansion
strategy and ability to attract new custorners. In addi-
tion, we were pleased to see gross proceeds improve
again during the year, a trend we have witnessed over
the past five years as we continue to demonstrate
value for our customers.

The environment for publicly owned companies
changed considerably in 2002 as accounting issues
and corporate impropriety among a number of

“I bave worked with
IAA for nearly 20
years because of
their ability to

. enbance our salvage

returns as well as
their outstanding

‘level of customer

service. In the past
year I bhave seen that
level of service

- improve yet again,

as they bave become
even movre efficient
and responsive to
our needs. We ha‘ve‘
also been very
pleased with their

' CSAToday product

and look forwavd to
the additional

Internet capabilities

they plan to add in
the upcoming

quarters, IAA is

clearly tbe leader

. in the automotive

salvage industry.”

John Bierer

Corporate Property
Claim Manager

215t Century Insurance

ity and operational efficiency in order to set the table for future
growth. These initiatives included the following

Exiting under performing purchase agreement
contracts

In an effort to improve the inherent risk in IAA'S rev-
enue mix, we took aggressive steps during the past
year to exit the purchase agreement method of sale
by converting those customers to less risky, more pre-
dictable consignment-based contracts. The purchase
agreement method accounted for less than 10 per-
cent of the total vehicles sold during 2002 versus

19 percent for the prior year. More importantly, by
vear-end we had successfully completed the exit of
purchase agreement contracts and we expect pur-
chase agreement volume to come in under five
percent by vear-end 2003.

The vear-over-year decline in revenue this vear is
due to the way revenue is recognized using the pur-
chase agreement method of sale. Under the purchase
agreement method, the entire purchase price of the
vehicle is recorded as revenue, compared to the lower-
risk, consignment fee-based arrangements, where
only the fees collected on the sale of a vehicle are
recorded as revenue. As 4 result, [AA's revenue
declined during the vear primarily as a result of this
transition o consignment-based contracts.

The transition away from the purchase
agreement method of sale was completed with a
minimal impact on our customer base. We have
begun recognizing the economic benefits of the con-
versions in the form of greater revenue consistency

and stable margins.

large-name firms took center stage, fueling investor concerns and
skepticism. We, however, continued to make corporate governance
and accounting accuracy a priority at TAA, as we always have, demon-
strating to shareholders that our financial results are clearly reflective
of our operations.

We were satisfied with our financial performance and profitabil-
ity results, in addition to our ability to generate cash during the
year, which demonstrated the positive effects of the strategic initiatives
we continue to carry out. We believe our 2003 financial results
should continue to improve as these initiatives take hold throughout
the company.

Standardizing company-wide operations through a business
Drocess re-engineering project

As we discussed in last vear’s Shareholder Letter, we hired Synergetics
Installations Worldwide, Inc., a management consulting firm based
in New Hampshire, to work in conjunction with a number of IAA
employees to develop and implement efficient operating standards
and “best practices” throughout the company. The new standards and
practices aimed to improve [AA's operational efficiency, standardize
processes and implement tools to measure performance within
critical areas of field operations.
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During the first phase of the project, Synergetics and several
members of the IAA team performed an in-depth evaluation of all
company-wide operating procedures. Their particular areas of focus
included branch staffing, productivity in the yard and office, and
service center and national/regional network consolidation opportu-
nities. In addition, they completed a top-to-bottom evaluation of the
company’s yard layout, vehicle assignment, enhancements, title pro-
cessing, auction process, and transaction processing, in addition to
establishing metrics to measure all of the above
processes. This evaluation was conducted in order to
improve workflow efficiencies and eliminate redun-
dancies throughout IAA. The Synergetics tearmn went
on to develop a comprehensive set of standards and
operating procedures that were rolled out to all the
branches during the first six months of 2002.

The implementation phase went extremely well
with regard to timing, cost and benefits, and our
employees and customers have embraced the new
process. In addition to recognizing greater customer
and employee satisfaction levels, our financial
results have clearly begun to reflect the savings from
the new operating procedures as well. These results
include lower variable costs related to labor and tow-
ing expenses as well as other lower branch costs. In
the future we will continue to leverage best practices
to consistently improve operations and add value to
our customers through improved returns, lower cycle
times and enhanced service offerings.

Initiating an enterprise-wide information systems

redesign project

When [AA's new management team came on board in mid-2001, we
recognized that in order to truly grow the business and compete on a
national level, we needed to improve our technology. As a result, we
hired SEI Information Technology, a Chicago-based IT solution
provider and professional services firm, to develop a new enterprise-
wide application to manage the salvage and auction process. The new
system that SEI developed is designed to deliver better, faster service to
our insurance company clients and vehicle buyers, to provide superior
tools and applications to the branch operations, to speed up and
streamline internal operations and to improve IAA's competitive
standing within the industry.

In June 2002, we completed the successful system rollout to our
first branch in Appleton, Wisconsin. During the second half of 2002
and into the first half of 2003, our team began implementing the sys-
tem in all of our branches and training the employees on its
operating capabilities. As of January 1, 2003, we had converted 14 of
the 28 original databases and implemented the new system in each of
the four newest branches.

We are extremely pleased with the system’s capabilities and are
excited about the impact it will ultimately have on our business.
Some early advantages are improved Internet functionality, increased
management visibility and more consistent data and reporting for our

“I've been working
with IAA for a
number of years and
the new operating

- processes they bave
put in place bave
saved me time, money
and the aggravation
of a slow auction

" process. In addition,

the branch managers
at IAA bave been able
to give us much more
special attention than
they bad in the past,
which-is a benefit
you just don’t see at
other auto salvage
dealers.”

Mike Miller
TAA Customer

customers. [n the first quarter of 2003, we had Internet bidding
activity on vehicles representing almost 60 percent of our total gross
proceeds sold. This level of activity was more than double that of the
first quarter of 2002 and demonstrates buyers” increased comfort
levels with our Internet technology, as well as our commitment to
making [AA a preferred product supplier that is continuously improv-
ing its service offering. Furthermore, over 20 percent of our total
proceeds were either sold to or directly pushed by Internet buyers
during the quarter, and our success rate continues to
grow as we add branches on the new system.

Although we haven't seen it reflected in the
financials yet, we expect much lower costs due to the
elimination of back office support and greater tech-
nological efficiencies. We expect the combined cost
savings of the new business processes and system
to be between $10 million to $15 million annually
for IAA. Part of those savings, as mentioned earlier,
has already been recognized through the new operat-
ing procedures.

Phase two of the new system, which is set to
begin immediately following the implementation
phase, will focus on additional operating efficiencies,
the integration of real-time bidding, enhanced
EDI interfaces and a variety of other services that
insurance customers have requested. This next
generation of the system will leverage the infrastruc-
ture and technology platform that is already being
put in place.

Expanding Strategically

Our final initiative during 2002 was to continue strategically expand-
ing the company, either by acquisition or through the addition of new
greenfield facilities. Our growth strategy during the year focused on
three primary goals:

1) Look for organic growth in existing markets where our current
facilities are at or approaching capacity. This allows us to bet-
ter service our existing customers and gives us the necessary
capacity to add new customers in current markets.

2) Expand logically into adjacent markets where we can leverage
existing relationships and infrastructure. During the year we
expanded our reach with four new strategic sites throughout
the U.S,, including Oklahoma City, Oklahoma; Duluth,
Minnesota; Springfield, Missouri; and Baton Rouge,
Louisiana. These additions brought our total number of sites
across the country to 66 at the end of 2002, following the
addition of seven sites in 2001 and six sites in 2000.

3) Evaluate specific regions that are largely under penetrated to
determine if they offer a potential growth opportunity. While
all of the branches we added in 2002 leveraged existing facili-
ties and relationships, this expansion strategy remains a viable
option in the future.




The new enterprise-wide technology system can be installed in
new branches in a relatively short period of time, and we are able to
train new employees on our standard operating procedures immedi-
ately. As a result, we are able to begin operating new locations much
more quickly than ever before.

As you can see, the strategic initiatives we unveiled a little more
than a year ago have been successfully implemented and the com-
pany is much stronger and better positioned for the future, We are

customer focus will strengthen IAA through the introduction of a
greater supply of vehicles for our buyers,

In addition, as part of our ordinary course of business we are
constantly evaluating our sales progress by analyzing client wins and
losses. In doing so, we are able to better comprehend our strengths
and weaknesses and gauge the number of customer contacts we have
made, which should translate into more revenue in the long run. Our
new enterprise-wide system has been instrumental in allowing us to

generating higher returns and offer more services for
our customers than we have in the past, we are
encouraged with our market share trend, we have a
more favorable mix of business and our overall cost
structure has been streamlined throughout the
country. Looking forward, we have additional oppor-
tunities to enhance the business and expect to
generate higher earnings and cash flow in the quar-
ters ahead. We are proud of what we have
accomplished to date and are excited about the
future of IAA.

Looking Ahead

Since mid-2001 we have talked about transforming
the business to position [AA to compete more effec-
tively for the long term. With most of our business
transformation initiatives behind us, we entered
2003 with a very positive outlook for IAA's future
and believe we are ready to capitalize on our reputa-
tion for adding quality services to the automotive

“Over the past year
IAA4 bas become a
much more efficient
company in a variety
of areas, from its
policy on auction
admiittance to
improved loading
procedures. The
employees bave
always been very
[friendly and belpful,
and the operating
improvements they

. implemented during

the past year are just
another benefit of
purchbasing vebicles
Srom IAA”

Tony Catalano

_ Bionic Auto Parts

' TIAA Customer

better track this sales progress.

Operations Excellence
The standardized operating procedures we imple-
mented throughout the company in 2002 were
desigried to improve the way we operate while pro-
viding more benefits for our customers and
shareholders. These new business processes are help-
ing our employees better serve customers by
streamlining operations and enhancing their overall
return.

One underlying goal for 2003 is to increase the
number of buyers that participate in our auctions
in order to raise the average vehicle selling price for
our insurance company customers. We have insti-
tuted a more aggressive buyer-marketing program
and are putting additional tools in the hands of our
branch managers, giving them the ability to better
serve the buyer market. Furthermore, improving our
titling capabilities is another current area of focus at

salvage market.

Outlined below are [AAs five core strategies
going forward, which are designed to grow the company by providing
better service to our customers, strengthening our infrastructure and
expanding our geographical reach:

@ Sales Excellence

® Operations Excellence

® Systems Initiatives

® Human Resources Excellence
@ National Expansion

All of these strategies are designed to accomplish one unified
goal — to profitably grow 1AA over the long term by adding new cus-
tomers. We have outlined the components of each category in the
following sections.

Sales Excellence

Our first strategy designed to grow the company over the next year is
to develop better relationships with both our current and potential
customers by improving the way in which we do business. [AA has
always been known as a leader in providing automotive salvage ser-
vices to large insurance companies. However, it is clear that we have
overlooked a good market opportunity by not focusing more on
small- and mid-size insurance companies as well. Expanding this

IAA. The quick and efficient transfer of title is critical

to the rapid sale of salvage vehicles, and our exper-
tise in the area of title transfer plays a critical role in our ability to
minimize cycle time.

Systems [nitiatives :

As previously discussed, we have built a new state-of-the-art informa-
tion system designed to improve the ease and efficiency of doing
business with IAA. However, we have yet to realize the full potential
this new systern has to offer. This year we are focused on upgrading
and strengthening the system by tying in other components of

the business.

To better serve our customers, one of our strongest commitments
in 2003 and beyond is to expand our Internet capabilities. Our new
system will provide us with the technological platform to grow the
business by making IAAs auctions accessible to any customer, regard-
less of location. By further leveraging our new system through the
Internet, the depth and breadth of our buyer market will continue to
grow. As mentioned earlier, in the first quarter of 2003 we had
Internet bidding activity on vehicles representing almost 60 percent
of our total gross proceeds sold, which was more than double that of
the first quarter of 2002. These are encouraging statistics and we
expect to see this trend continue as our Internet capabilities grow in
the years ahead.
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Another strength of our new system is that it has allowed us to
improve our C84Today™ product. This interactive Web function pro-
vides our customers with an easily accessible tool to enter vehicles
into the salvage system and then to track their performance in terms
of both time and salvage recovery dollars. With this enhanced tool,
customers have 24/7 access to a comprehensive data management
solution that provides accurate, timely data for individual vehicles as
well as entire claims offices or regions, Insurance company customers
are using CS47Today to better manage the salvage disposition process
and reduce cycle times. In addition, the systern produces quarterly
and annual trendline performance comparisons in virtually every cat-
egory, providing salvage managers with the information needed to

In addition to building or acquiring new facilities, in
2003 we expect to grow organically by improving our exist-
ing facilities. To do this, we are spending approximately $40
million over a four-year period to enhance our existing
facilities, which will include improvements to increase
capacity, add vehicle inspections centers and improve yard
and office functionality. A portion of this was spent in 2002
and more will be spent in 2003, with the remainder occur-
ring through 2005. We remain focused on preserving and
deploying capital in ways that provide the best return to our
shareholders. The decision to allocate capital to new and improved
facilities and locations is a dynamic process and is based on custormer

Thomas C. O'Brien
Chlef Executive Officer

improve results.

Human Resource Excellence

At TAA, we have always taken the necessary steps to
ensure we have the right people in the right place. In
addition to making sure our people are put in the
position that best fits their individual skill set, we
have initiated an incentive program throughout the
company that aligns part of employees’ compensa-
tion with company results. We are also enhancing
our company-wide training program to make sure
our customers continue to have access to the most
knowledgeable people in the industry.

National Expansion

You've likely already seen the steps we have taken
recently to grow the company through strategic
expansion, with the announcement of four new
branches in 2002 and six more in the first four
months of 2003, including Dothan, Alabama;
Buffalo and Rochester, New York; Little Rock,
Arkansas; Wichita, Kansas; and Salt Lake City, Utah.
With our new system and operating procedures in
place, we are now able to get new locations up and

running in only a fraction of the time it has taken historically. From
start to finish, opening a new facility can take less than six months.

From 2000 through 2002 our primary business focus was on
internal initiatives that would help pave the way for future growth.
Using our new system and business processes, we believe the company
is much better positioned today to grow and leverage our national

' F"W}J.L"n bqth the econoniy,
_ and the used car markets

are down, as they were
in 2002, it was gratifying

" to see that our salvage

returns with IAA were

- not only consistent with
- prior years, but were
‘actually better than-we

bad anticipated. With

.- that in mind, it is quite
- possible that their new ..

-operating procedures are

. already having a positive
. impact on returns. IAAs

reporting function bas ‘
gotten better in the past
year as well, providing

us with additional detall
.. and clarity regarding oui

salvage returns.” .

Steve Williams
. VP of Claims "~ .

Texas Farm Bureau
Insurance

needs, expected return on the capital and a thorough
risk analysis.

Conclusion
The changes we implemented in 2002 as well as those
currently underway have significantly changed our
organization for the better. We are more efficient from
top to bottom because we now have the ability to
process vehicles for our customers much easier and
faster than ever before. Also, our industry-leading
technology, online bidding capabilities and expand-
ing geographic reach continue to position us as a
stronger and more prominent national player in the
automotive salvage industry. Going forward we will
remain focused on improving the way we do business
in order to solidify our relationships with customers.
It has been a long and challenging turnaround
process, and we couldn’t have come as far as we have
without the hard work, dedication and teamwork of
our employees. Although our turnaround is not
entirely complete, we are confident in our competitive
position and remain poised for long-term growth.
Over the next few years shareholders will see more
tangible financial results and economic success as we

continue to unlock hidden value within the business. We look forward
to updating you, our shareholders, on this success throughout 2003
and beyond.

Wlisruawe OV

capability. New facilities are being added with a more measured, cost
effective use of capital to minimize the investment cycle and acceler-
ate profit and cash flow characteristics. Taking that into account, we
are looking to add anywhere from six to 10 new branches per year
over the next three vears, made up of a combination of acquisitions
and greenfields. Our overall company goal is to be in the top

75 national markets in the next three years.

Thomas C. O'Brien
Chief Executive Officer




Letter from the Chairman

The corporate governance programs of publicly owned companies were a

" major area of focus in 2002, Management teams from a number of com-

panies were exposed for engaging in illegal or unethical practices, putting

additional downward pressure on an already weak stock market. It was

readily apparent that, in many situations, inappropriate actions could

have been avoided if a proper corporate governance program had been
in place. ‘

It should go without saying that a company’s Board of Directors has a

- duty to ensure the best interests of shareholders are repre-

its cost structure into vehicle cost, branch cost, selling; _géneral and

administration expense and business transformation costs to improve the
transparency of its financial results. We have also increased the amount of

_ information provided about gross proceeds, which reveals the increased

value we.are providing for our customers.

 Auditor Independence

Many investors becorne concerned about potential conflicts of interest
when accountants earn consulting revenue from companies whose books

sented in all of the company’s major decisions, as well as in
its day-to-day compensation and governance policies. Your
Board at 1A places that duty at the top of its list of priorities,
and to that end, has spent considerable time ensuring that
[AA has a sound set of checks and balances throughout the
organization. We have taken steps, and will continue to take
steps, to maintain an independent Board of Directors, with
members possessing 2 broad range of skills and back-
grounds. Going forward, we will continue to enforce 4 strong

Joseph F Mazzella
Chairman of the Board

they audit. To that end, [AA has made a conscious effort to -
ensure our independent auditor does not perform other con-
sulting activities for the company, outside of tax advisory
services. To support our policy, a recent study conducted by
the Investor Responsibility Research Center (IRRC) showed
that 1AA was one of only six companies among those sur-
_veyed that did not pay any fees to their accountants for
non-audit services. These six companies represented less
than one percent of the U:S. companies that were analyzed,
which puts IAA in a class by itself. We will continue to keep

corporate governance program that goes above and beyond
recent legislation to ensure IAA shareholder rights are protected. I have out-
lined below some of the key areas of our corporate governance program.

Independence of Directors

~ Currently, only one of the company’s nine dxrectors is an ofﬁcer or
employee of IAA, and seven of the nine members on our Board of Directors
are considered “independent” according to the Nasdaq Stock Exchange’s
definition. In addition, all members. of the Audit Committee, the
Governance Committee and the Compensation Committee are indepen-
dent directors.

- Diverse Experience Among Board Members
IAAS Board of Directors possess an extensive and diverse collection of
knowledge and experience, both from our industry and others. Qur mem-
bers have strong operational, financial and human resource backgrounds
that are constantly leveraged by management when laying out and
executing IAAs strategy. A perusal of director biographies shows financial
expertise, industry knowledge, legal and SEC experience, and accounting
talent. Open discussion and communication ensures that all such e experl—
ence is brought to bear on issues.

Separation of Chairman and CEO Duties -
Though it has recently become a new “best practice,” the roles of
‘Chairman of the Board and the Chief Executive Officer have been separate

positions at TAA for several vears. Tom O'Brien, 1A% Chief Executive
Officer, is responsible for all matters related to the business strategy and

day-to-day operations of the business. In contrast, the duties of the
Chairman are not focused on day-to-day operations, but on providing
consistent input and oversight from the perspective of the Board of
Directors and shareholders. By keeping these functions separate, ‘we have
been able to ensure a solid set of checks and balances among [AA's man-
agement team and Board of Directors.

}Financiall Statement Tmnsparemy
Recently we chose to release more information about IAXs financial

results than we had historically in an effort to make shareholders more -

informed about IAA financial improvements. The company breaks down

these duties separate in order to ensure complete ob|ect1ve— _
ness on the part of our independent auditors.

Ethics and Conduct Policies
We currently maintain a Business Ethics and a Concluct Policy for [AA,
which establish standards of ethical conduct-with respect to legal compli-

“ance, conflicts of interest and other matters of importance to employees

and shareholders. Also, we are updating these. policies to include all
provisions found in the Sarbanes-Oxley Act of 2002.

Audit Committee “Financial Expert”

As mentioned, TAA has several members ori the Board of Directors with vast
financial experience, including former or current CFO's, securities law
professionals and investment managers. Also, one member of 1AA's Audit
Committee meets the strict “financial expert” requirement defined W1thm
the original proposal of the Sarbanes-Oxley Act ‘

Freguent Audit Committee Meetings

In an effort to stay on top.of the latest company activities, [AA's Audit
Committee meets on a quarterly basis, at 2 minimum, to go over the
company’s SEC filings and other material events. By staying in touch with
the. management team, the Audit Committee is better able to monitor
zictivity and ensure reporting accuracy. ‘

Al these steps are key to protect shareholder interests, but are not an
end in themselves. They help assure that proper actions are being taken,
and important decisions are made for the right reasons and interests. At
the same time, the Board will continue to emphasize the most important
shareholder protection: we will continue to entrust your company only
to-officers and managers who have demonstrated, and adhere to “high
standards of personal and busmess ethics. ‘

Joseph F. Mazzella
Chairman of the Board
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Selected ﬁllancial Data

The tables below summarize the selected consohdated f1nar1c1al data of the Company as of and for each of the last five
‘fiscal years., This selected financial -information should be read in conjunction with the Company’s Consolidated
Financial Statements and Notes thereto and “Management’s Discussion and Analysis of Financial Condition and Results
of Operations” included elsewhere in this report. The statement of earnings data for 2002, 2001 and 2000 and the
balance sheet data as of December 29, 2002 and December 30, 2001 below have been derived from the Company’s
Consolidated Financial Statements that have been audited by KPMG LLP, independent certified public accountants,

whose report is included herein. The statement of earnings data for 1999 and 1998 and the balance sheet data for 2000,
1999 and 1998 are derived from audited Consohdated financial statements not included herein.

2002 2001 ZOOO 1999 1998
" (in thousands except per share amounts)
Selected Statement of Earnings Data: : - \ )
REVENUE . & ... oot 0. $234,197 $202990  $333,176  $317,391  $287,063
Earnings (loss) from opérations™ . . . . . VR | 7,426, (5,209 17,894 23,904 14,081
Net earnings (10ss) . ... ............. L 4,008 (4,360) 10,480 = 13,705 - 7,181
Earnings (loss) per share — diluted . ... ... ...... W32 37 .88 1.18 . 63

Weighted average common shares - diluted 12,531 - 11,940. 11,950 11,623 11,437

, 2002 | 2001 2000 1999 1998
(in thousands) o ‘
Selected Balance Sheet Data: . . o -
Working capital .. ......... . ...... R " 8§ 23,787  $ 25286  $ 53204 $ 46989 $ 26,593
Total @SSELS .« . 259,650 278,204 205,707 248,132 227,543
Long-term debt, excluding current installments . . .. - 59 103 20,141 20,180 20,315
Total shareholders’ equity . ........ R, 194,102 188,094 187,741 175,286 158,755

(1) Amount is after special bbarges of $8.0 million, $4.8 million, and $1.6 million in 2001, 2000 and 1998, respectively.

Common Stock Information

The Company’s. Common Stock is traded on Thé
Nasdaq National Market under the symbol TAAI. The

following table sets forth the range of high and low per

share sales information, available on Nasdaq Online™
for each quarter of 2002 and 2001. At March 14, 2003,

the Company had 280 holders of record of its Common.

Stock, approximately 1,303 beneficial owners and
11,548,719 shares outstanding.

Fiscal 2002 Fiscal 2001
High  Low High Low |
First Quarter ... ...... $17.33 §14.30 $14.25  $9.00 -
Second Quarter . ...... 2238 16,53 = 17.00 11.75
Third Quarter ... ...:. 20.36 14.51 . 16.55 11.70

Fourth Quarter . . ... ... 18.35 ' 14.63 . 1605 1076

The Company has never declared or paid any cash
dividends on its common stock and does not anticipate
paying any cash dividends in the foreseeable future.
The Company currently intends to retain any future
earnings to finance the growth and development of its
business. In addition, the Company’s new financing

agreement limits the Company s ability to pay cash

d1v1dends




Mmmgement’s Dlscussmn and Analysm of Fmanmal Condmon and Results of Opemtlons

vT he dzscusszon in tbz's sectzon contams Jorward- Zookmg mformatzon that 15 sub]ect to certain risks, trends )
and uncertainties that could cause actual results to differ materially from those projected, expressed, or
implied by such forward- lookmg information. In some cases, you can identify forward-looking statements
by our use of words. such as “may, will, should, antzczpcztes believes, expects, plans, future, intends, could, -
'estzmate predict, projects, targeting, potentml or contingent,” the negative of these terms or otber similar
expresstons The Company’s actual results could differ materially from those discussed or implied berein.
- Factors tbat could cause or contribute to such differences include, but are not limited to, those discussed in
the Companys anniial veport on Form 10-K for the physzcal year ended December 29, 2002. Among these
risks are: changes in the market value of salvage the quality and quantity of inventory available from
© suppliers; the ability to pass through increased towing costs; that vebicle processing time will improve;
‘legzslatzve or regulatory acts; competition; the availability of suitable acquisition candidates and greenfield
“opportumtzes the ability to bring new facilities to expected earnings targets; the dependence on key insur- .

. ance compcmy suppliers; the abzlzty of the Company and its outside consultants to successfully complete

the re-design of the Company’s information systems, both in a 'timely manner and accordmg to costs and
: opemtzonal speczfzcatzons and the level of energy and labor costs. '

‘ Overvrew :
Insurance Auto Auctrons Inc. provides insurance com-
‘panies and other vehicle suppliers cost-effective salvage -

processing solutions principally on a consignment or -

purchase agreement method of sale. The consignment
‘method includes both a percentage of sale and fixed fee
" basis. The percentage of sale consignment method offers
potenually increased profits over fixed fee consignment

by providing incentives to both the Company and the - ~

salvage -provider to invest in vehicle "enhancements,
- thereby, maximizing vehicle selling prices. Under the

percentage of sale and fixed fee consignment methods,

‘the vehicle is not owned by the Company and only the
fees associated with processing the vehicle are recorded .
“as revenue. The proceeds from the sale of the vehicle
‘itself are not included in. revenue. Under the purchase
- agreement sales method, the vehicle is owned by the

Company,-and the proceeds from the sale of the vehicle | -

are recorded as révenue,

The Company’s operating results are sub]ect to fluc-
tuations, -including quarterly fluctuations, that can result
froma number of factors, some of which are more sig-
“nificant for sales under the purchase agreement method.

" Refer to the section “Factors That May Affect Future- -

‘ ‘Results for a further discussion ‘of some of the factors.

that affect or could affect the Company s busmess oper- o

ating results and f1nanc1al condrtron ,

Acqunsmons and New ()peratlons

Since its initial public offenng in 1991, the Company has

. grown through a series of acquisitions and opening of

new sites to include 70 sites as of March 14, 2005 In

12002, the Company announced the acquisition of

Southern Missouri Insurance Pool in Sprmgfreld,'

~ Missouri.- The acquisition was accounted for using the.

purchase method of accounting. The Company opened
new operatrons in fiscal 2002 in° Oklahoma City,
Oklahoma; Duluth, Minnesota and Baton Rouge,

“Louisiana. In the first two months of 2003, the Company
: acquired two branches in Buffalo and Rochester; New

York and' also opened 'new. operations in Dothan- B
Alabama and Little Rock Arkansas

Results of Operatlons

Year Ended December 29, 2002 Compared to the Year Ended '
December 30, 2001

Revenues decreased 20% to $234 2 mrlhon for the year

" ended December 29, 2002, from $293.0 million in 2001.
S The decline in révenues is  primarily due to the

Company's continued - shift away from Vehrcles sold -

" .under the purchase agreement method. Under the pur-
- chase agreement metho__d, the entire purchase price. of .
‘the’ vehicle ‘is recorded as’ revenue compared to only

- recording the fees collected on the sale of a vehicle

under the lower risk' consignment fee based arrange-

" ments, - Vehicles. sold under the purchase agreement -
method accounted for less than 10% of the total vehicles
-sold in 2002, versus approxrmately 19% in 2001. Fee S
“income for 2002 increased 5% to $162.8 million versus |
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$154.6 million in 2001. Fee income increased due to
both. unit volume and price increases during the year.
' Gross proceeds from the sale of salvage vehicles at auc-
tion were $739.8 million during. the year ended

h December 29, 2002, an increase of $64.0 mi hon or 9%

- over the same period.last yeat.

Cost of sales decreased $63.6 million to $191 0 million

for the year ended December 29, 2002, versus $254.6
million for last year. Vehicle cost of $65.5 million is $66.2
million less than last year’s amount of $131.7 million.

. This- decrease is primarily related to the Company’s shift

away from vehicles sold under the purchase agreement

‘method. Branch cost of $125.5 million for 2002

increased $2.9 million from $122.9 million for last year.
New branches opened in 2002 account for approxi-
mately $4.0 million of additional branch costs. Excluding

the impact of new branches, branch costs decreased

$1.1 million primarily in tow, auction and yard costs.
In 2001, the Company recorded an unusual charge of

$1.2 million for losses on vehicles under terminated-
agreements and still in inventory at the end of the year.
This amount was included within cost of sales for fiscal

2001. During 2002, the entire $1.2 million allowance was

absorbed to offset losses relating to these vehlcles al lof

which were sold in 2002.
Gross profit . of $43.2 million for the year ended

December 29, 2002 increased $4.8 m1lhon or 12%, from

$38.4 million for 2001.
Selling, general and’ admlmstratlve expense of $27 4

million for 2002 is slightly less than the expense of $28.1 - ‘
'million in 2001. This decrease is the result of lower infor- "

mation services and general overhead .expenses.
Amortization of intangible - assets decreased signifi-

cantly from' $4.1 million in 2001 to $0.3 million in the

current year. See Note 2 of the notes to consolidated

financial statements 1ncluded herem for further discus-

sion of this change.

Business transformation costs for - the year ended‘
December 29, 2002 were $8.1 million versus $3.5 million -

for last year. Business transformation costs include

expenses related to the. systems redesign project, the :
business process re-engineering project, severance costs-’
~and .accelerated depleC1at1on associated - with- the”
" Company’s existing computer infrastructure. The
Company began recording business transformation.costs
_during the second quarter of 2001. As part of. its sub-
stantial business transformation, the Company - is
providing v151b111ty to several 51gn1f1cant components of " -
©its cost structure: Business transformation costs and -.-

other unusual charges are discussed in- detail i
“Unusual Charges” on page 10.- ‘ ‘

Interest expense of $0.7 million for the y‘earg ended .. -
December 29, 2002, decreased $1.1 million from 2001.
Included in interest expense for 2002 was a non-cash

charge of $0.3 million to recognize the ongoing cost of

the interest rate swap on the Company’s unused credit
facility. In' February 2002, the Company used excess
cash and proceeds from investments to repay its $20.0
million 8.6% Senior Notes that matured on February 15,
2002 and entered into a new $30.0 million five-year

‘unsecured credit facility. At December 29, 2002, there

was no outstanding balance related to this credit facility.
~ Income tax expense for-the year 2002 of $3.0 million

-increased $4.6 million from the income tax benefit of

$1.6 million for 2001. The Company’s effective tax rate
for the years 2002 and 2001 was 43% and 27%, respec-

~ tively.

The Company’s net earnings- for the year 2002 was
$4.0 million, an increase of $8.4 million from a $4.4 mil-
lion loss for the fiscal year 2001.

Gross proceeds from vehicle sales for the year 2002

_ 'of $739.8 million increased $64.0 million from the prior

year. The increase was a resut of higher volumes and
improved pricing. ‘

Year Ended December 30, 2001 Compared to the Year Ended
December 31, 2000

Revenues decreased to $293.0 m1lhon for the year ended
December 30, 2001, from $333.2 million in 2000, a 12%
decrease. This decline in revenues was primarily a result
of .reduced volume under the purchase agreement
method of sale. Purchase agreement volume decreased
from 26% of the rotal vehicles sold in 2000 to 19% of the
total vehicles sold in 2001. Revenue from vehicle sales. -

_of $138.4 million in fiscal 2001 decreased $62.5 million

from $200.9 million in fiscal 2000. This decrease in rev-
enue was partially offset by an increase in revenue

- related to salvage provider and buyer fees. Total volume
- increased slightly -from 2000. .Combined with unit vol-.
© ume and price increases, the conversion of contracts to

con51gnment arrangements and the resulting change in

. contract mix contributed to a significant increase in fees
for fiscal 2001. Revenue associated with fees increased
~ $22.3 million'in 2001 to $154.6 million versus $132.3 mil-

lion in 2000. Gross proceeds from the sale of salvage
vehicles at auction were $675.8 million for 2001, an
increase of $2.9 million over the previous year amount

i of $672.9 million.

‘Cost of sales decreased $51 6 rrulhon to $254.6 rml ion
for:the year ended December 30, 2001, .versus $286.2

‘mﬂhon for last year. Vehicle cost of $131.7 m1ll1on is
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$51.7 million less than last year’s amount of $183.4 mil-
lion. This decrease is primarily related to the Company’s
shift away from vehicles sold under the purchase agree-
ment method. Branch cost of $122.9 million in 2001
increased $20.1 miillion  from $102.8 million for 2000.
This increase, occurring primarily in the first half-of the
year, is the result of incremental variable cost associated
with higher unit volumes along with operating costs
related to new branch facilities.

Gross profit decreased 18% to $38.4 million for the

year ended December 30, 2001, from $47.0 million for

the year ended December 31, 2000.
Selling, general and administrative expense of $28.2
million for 2001 increased $7.7 million from the 2000

amount of $20.4 million. This overall increase is the -

result of increased expenses.in sales and marketing,
information services and general overhead expense.
Amortization of intangible assets increased slightly
from $3.9 million in 2000 to $4.1 million in 2001.
Business transformation costs for the year ended
December 30, 2001 were $3.5 million. Business transfor-
mation costs include expenses related to the systems
redesign project, the business process re-engineering
project, severance costs and accelerated depreciation
associated with the Company’s existing computer infra-
structure. The Company began recording business
transformation costs during the second quarter of 2001.
As part of its substantial business transformation, the
Company is providing visibility to several significant

components' of its cost structure. Business transforma- .

tion costs and other unusual charges are discussed in
detail in “Unusual Charges” below. '

Interest- expense for the year ended December 30,
2001, remained unchanged from the $1.8 million in
2000. Interest income ‘decreased to $1.0' million for the
yvear ended December 30, 2001, from $1.7 million in
2000. This reduction in interest income reflects lower
levels of amounts invested throughout the vear in addi-
tion to slightly lower interest rates. ' '

Gross proceeds from vehicle sales for the year 2001

of $675.8 million increased slightly from- the- prior year

results of $672.9 million. _ .
Income tax benefit for the year 2001 of $1.6 million

decreased $8.9 million from the income tax expense of

$7.3 million for 2000. The Company’s effective tax rate
for the years 2001 and 2000 was 27% and. 41%, respec-
tively. ,

The Company’s net loss for the year 2001 was $4.4
million, a decrease of $14.9 million from $10.5 million of
earnings for the fiscal year 2000.

Unusual Charges :

Unusual char_ges were recorded by the Company in
2002, 2001 and 2000. In addition, the Company recorded
amortization of goodwill in. both 2001 and 2000, which
ceased in 2002. The unusual charges and amortization
impacted earnings from operations and . net earnings
(loss) as follows (in thousands): '

2002 2001 2000

Provision for losses on vehicles
purchased under terminated
agreements (included in i .
costof sales)® , .. ... . ... ...... $ — $1248 % —

Business transformation costs™ . . .. .. 8,067 - . 3,451 —
Special charges® . . ... ..... DI ‘ — 8016 4,772
Unusual charges ............ L 8,067 12715 - 4772
Amortization of intangible assets® . . . . 307 4,055 - 3942
Impact on earnings (foss) '
from operations . .......... .. 8,374 16,770 8,714
Tax benefits relating to above items . . 3,601 4,528 3,573
‘ Impact_on net earnings (loss) .. ... $4,773 $12,242 $ 5141
Net earnings (loss) as reported . . . . .. $4,008 $(4,360) $10,489

Net earnings excluding above items $8,781 S 7,882 $15630

(a) The Company successfully transitioned several large purchase
agreement customers to consignment-based contracts. At the end
of 2001, the Company recorded a provision of $1.2 million for
anticipated losses on vehicles remaining to be sold under the old
agreements, ‘

(b) Business transformation costs ihclude expenses relating to the
systems redesign project, the business process re-engineering
project, severance costs and accelerated depreciation pertaining to
the Company’s existing computer infrastructure,

(c) Special charges recorded during 2001 include: (1) $2.0 million for

-binvolumary severance costs; (2) $2.5 million for abandonment of

facilities " including cancellation of a planned headquarters
expansion; (3) $1.1 million for repositioning the Company’s towing
operations and other restructuring charges; (4) the write-off of $1.4 ~
million of unamortized leasehold improvements due to changes in
the estimated useful lives of specific assets; and (5) a $1.0 million
“write-off of amounts due from the Company’s previous insurance
“carrier, which was placed in liquidation.
Special ‘charges recorded in 2000 included $3.0 million resulting
from the -abandonment or disposal of computer hardware and
software, $1.2 million to cover expenses resulting from a plane
crash at a Company facility in California, and other charges of $0.6
million. . .

(d) Intangible assets, primarily goodwill which was recorded in
connection with business combinations, has been amortized in
accordance with APB Opinion No. 17. Commencing in 2002, in
accordance with FASB Statement No. 142, amortization of goodwill

. will no longer be required, but the carrying value of goodwill will
be subject to write-down in the event of their impairment.
Substantially all of the 2000 and 2001 amorttization was for
goodwill. Noncompete agreements and other intangible assets will
continue to be amortized in the future.
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Financial Condition and Liquidity

At December 29, 2002, the Company had current 4ssets
of $70.4 million, including $10.0 million of cash-and cash
_ equivalents, current liabilities of $46.6 million and work-
ing capital of $23.8 million, a $1.4 million decrease from
December.30, 2001.

The Company’s accounts receivable decreased $9.1
million from $54.7 million in 2001 to $45.6 million in
2002. Accounts-receivable consists of balances duefrom
the Company’s salvage providers, typically large insur-

ance companies. Accounts receivable includes advance

charges paid for by the Company on behalf of salvage
providers. These charges typically include storage and
tow fees incurred at a temporary storage or ‘repair shop
prior to the Company moving the Vehlcle to one of its
facilities.

At December 29, 2002, the Companys mventory bal-

ance of $11.2 million was $2.3 million less than in 2001.
The Company records purchase agreement vehicles at

the lower of their cost or estimated realizable value. The'
Company also capitalizes towing charges related to vehi-

cles sold under the percentage of. sale method as a
component of inventory. In 2002, the decrease in inven-

tory was due to a reduction in purchase agreement .

inventory partially offset by the increase in inventoried
tow costs associated with the mcrease in consignment
vehicles on hand.

At December 29, 2002, the Company’s ‘long-term debt
consisted of $0.1 million in notes payable bearing inter-
est at a rate of 8.0%. Other long-term liabilities include a
post-retirement  benefits liability that relates to the
Company’s prior acquisition of Underwriters Salvage
Company. The amount recorded at December 29, 2002
for the post-retirement benefits hablhty is approxnn&tely
$2.7 million.

In February 2002, the Company’s $20.0 million Senior -

Notes matured. This debt was repaid with available cash

and proceeds from investments. The Company also

entered into a new five-year $20.0 million unsecured
credit facility that was expanded to $30.0 million in the
second quarter of 2002, The credit facility is a one-year

revolver that converts into a four-year term loan carrying

a variable rate based on LIBOR. During the first quarter
of 2002, the Company entered into an interest fate swap
to mitigate'its exposure to interest rate fluctuations. As of
March 14, 2003, the Company has borrowed. the full
$30.0 million.

In the second quarter of 2002, the Company entered

into a capital lease agreement to secure new computer
equipment required as part of the Company’s new oper-
ating system. The capital lease terms are three years or
less depending on the nature of the equipment. At
December 29, 2002, the Company’s total future bbliga—
tion under the capital lease is $3.9 million.

Capital expenditures were approximately $15.2 mil-
lion for the year ended December 29, 2002. These
capital expenditures include capitalization of certain
development costs related to the Company’s new infor-
mation system, along with various branch improvements
including upgrades to existing branches and the addition
of capacity in key markets. The capital expenditure

‘amount excludes the $4.7 million total amount related to
the capital lease agreement entered into during 2002,

In July 2002, the Company acquired. Southern
Missouri Insurarice Pool for $1.5 million. This acquisition
was accounted for as a purchase business combination.
The results of its operations are included in the
Company’s consolidated financial statements - from the
date of acquisition.

On September 7, 2000, the Company’s Board of

" Directors authorized the purchase of up to 1,500,000

shares of its common stock. Purchases may be made
from time to time in the open market, subject to the
requirements of applicable laws, and, if made will be
financed with existing cash and cash equivalents, mar-
ketable securities, and cash from operations. In March
2003, the Company purchased approximately 757,000
shares for $7.4 million pursuant to this authorization.
The Company believes that cash generated from
operations and its borrowing capacity will be sufficient

to fund capital expenditures and provide adequate

working capital for operations for at least the next
twelve months. Part of the Company’s plan is continued
growth through a combination of new facility start-ups,
acquisitions, and the development of new claims pro-
cessing services. At some time in the future, the
Company may require additional financing. There can.
be no assurance that additional financing, if requued
will be avallable on favorable terms.

- Critical Accounting Policies

The preparation of the consolidated financial statement
in conformity with accounting principles generally
accepted in.the United States requires management to
make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues, expenses, as well

as the related disclosures. The Company bases its esti-

mates on historical experience and on various
assumptions that are believed 1o be reasonable under
the circumstances, the results of which form the basis for
making judgments about the carrying values of assets
and liabilities that are not-readily apparent from other
sources. Actual results may differ from these estimates,
As such, the Company continuously evaluates its esti-
mates. The Company believes the following critical
accounting policies affect its more significant judgments
and estimates used in the preparation of its consolidated
financial statements.
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Goodwill ‘ g I N :
The Company has significant goodwill recorded in its
consolidated financial statements.: In accordance with .

‘Statement of Financial Accounting Standards (SFAS) No,
142, -

“Goodwill and Other Intangible Assets”, the
Company assesses goodwill for possible impairment on
an annual basis or whenever events or changes in cir-
cumstances indicate that the carrying value of this asset .
may not be recoverable. Important factors that could

~ trigger an impairment review include srgmﬁcant under-
' performance relative to expected: historical or- pro;ected
‘future operating results; significant negative industry or

economic trends; significant decline in the Company’s

- stock price for a sustained period; and ‘the Companys ‘
~ market capitalization relative to. net book value. If the -

Company determines that the carrying value of goodwill
rnﬁay’ not be recoverable based upon the existence of one "
or more of the above indicators of’ impairment, .the

- Company would measure any 1mpa1rrnent based upon a
. prO]ected drscounted cash flow.

Deferred Income Taxes :
The Company has. recorded deferred tax assets related
to net operating losses. incurred in several of the states

" where it opetates. Fhe: Company has determined that it |

may not realize the full tax benefit related to certain of -

the deferred tax assets. As such, 3 valuation -allowance
to reduce the carrying value of the deferred tax assets -

has'been recorded

“Long- -Lived Assets and Certain Identiﬁable Inttmgtbles .

The Company .evaluates. long-lived assets and certain -
identifiable intangibles for impairment whenever events .

~or changes in- circumstances Aindicat€ that- ‘the carrying
-~ amount -

of an. asset may not bé .recoverable.
Recoverability of assets is measured by a comparison of .
the asset’s carrying amount to the estimated undis-
counted future cash flows.expected to be generated by

the asset. If the.-estimated undiscounted future cash -

flows change in the future, the Company may be
required to reduce the carrying amount of an- asset to its

e

RecentAccounting Pronouncements :

In June 2001, the Financial Accountmg Standards Board -
(“FASB”) issued SFAS No. 143, “Accounting for Asset
Retirement Obligations.” SFAS No. 143 addresses finan-
cial accounting and reporting for obligations associated -

with the retirement-of tangible long-lived dssets and the:

associated asset retirement costs. ThisStatement applies. -

farr value. - o : =

" In June 2002,

to-legal obligations associated with retirement of long-

~ lived assets that result from the acquisition, construction,

development or normal use of the asset. At December
30, 2002, the Company adopted the provisions of SFAS
No. 143 and it is not expected to have a material impact
on the Company’s consolidated fihancial statements.

the FASB' issued SFAS No. -146,.
“Accounting for Costs Associated with Exit or Disposal
Activities.” SFAS No. 146 requires that a liability for a cost
associated with an exit or dispOsal activity be recognized

- and measured initially at fair value ‘only when the liabil-

ity is incurred. SFAS No. 146 will be applied

prospectively to exit and disposal activities initiated after .

December 30, 2002, and is not ‘expected to have a-mate-

rial impact on the Companys consolidated financial

statements. -
In -November released - FASB -

2002, ,the FASB

" Interpretation No. 45 (FIN 45), “Guarantor’s Accounting
and Disclosure Requiréments for Guarantees, Including

Indirect Guarantees of Indebtedness of Others”. FIN 45
requires that a guarantor recognize ‘a liability for the fair

“value of an obligation assumed under a guarantee. This

interpretation also identifies additional disclosures to be
made in the interim and annual financial statements of -

* the. guarantor about obligations under certain guaran-
tees. .

. The ' initial . measurement and recognition -
requirements of FIN 45 are effective prospectively for
guarantees issued or -modified after December 31, 2002.

"How‘ever,‘the disclosure recjuirements are effective for
- the Company for the year ended December 29, 2002.
Adoption of the disclosure provisions of FIN 45 did not

have a material effect on the CompanY’s consolidated
financial statements. The Company is currently evaluat- -
ing the impact of the measurement and recognition
provisions - of FIN" 45, but ‘does not expect that their

adoption will have a significant effect on the consolr—

dated financial statements"

In December 2002, the FASB issued SFAS No 1148,
‘Accountmg for Stock-Based Compensatron Transition
and Disclosure, anr amendment to SFAS No. 123.” SFAS -

*. .No. 148 provides alternative methods of transition for a
- voluntary change to the fair value based method of
‘accounting for stock-based employee compensation. In
. addition, SFAS No. 148 requires prominent disclosures
~-about the method of accounting for stock-based -

emplovee compensation and the effect of stock- based
employee compensation .on- reported results in both
annual and interim financial statements. SFAS No. 148 is

" effective for fiscal years beginning after December 15,
2002, and the Company has included the required dis-- .
.closures in its consolidated financial statements.
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- Consoldated Blace Sheets

December 29,

December 30,

(dollars in thousands except per share amounts)” 2002 2001
ASSETS
. Current assets: ‘
Cash and cash equivalents. . ... ....... L P . $ 10,027 $ 24,467
Accounts receivable, net ... ...... e e [ S 45,594 - 54,674
Inventories . . ... ...... PP I DI o 11,158 13,505
Short-term investments .. ....... e I P — 2,131
Other current assets . .. ......... S o L 3,571 4,165-
Total current assets ... .. ............. P e -70,350 - 98,942
Property and equipment, net: ] - ' ‘ :
‘Land and buildings ... ......... .. S ORI . 15,883 11,358
Furniture and fixtures . .. ... [ TR e 1,900 1,804
Machinery and equipment . . ... . .. ... ... ... [P SO 29,823 29,305
Leasehold improvements . ... ........ PR 29,027 29,737
' » o : 76,633 72,204
Less accumulated depreciation and amortization ... .......... . .. ... 27,291 32,549
Net property and equipment .. ... e e T " 49,342 39,635
Deferred income taxes ... ... ........ e U e 7,663 7,827
Investments in marketable securities ... . ........ I R [P — 512
Intangible assets, net ., .......... e e e 1,710 1,617 - -
Goodwill, net .. ... i EP S 130,474 129,522
Other assets .. .. ..... . ......... S 111 129
' $259,650 $278,204
. LIAB]IITIES AND SHAREHOLDERS’ EQUITY'
Current liabilities: N .
Accounts.payable .. .. .. ... N e e 8 28,656 $ 41,451
‘Accrued liabilities ... ... . .. e i I P 15,312 12,165
Obligations urider capital leases — current ... .. .. PRI PR Lo 2 552 =
Current installments of long-term debt .. . .. e TR A e 43 20,040
Total current liabilities’ . ... ... .. .. i e 46,563 73,656
Deferred income taxes . . ... .......... R U 14,835 . 212,172
Other liabilities. .+ . .- ... ..\..... el SR A e 2,736 3,279
Obligation under capital leases - non-current . ..... . . e .. . . 1,355 Co-
Long-term debt, excluding current mstallments PP e e 59 103. _
Total liabilities . . .. ... .. ..., . e A L 65,548 89,210 -
-Shareholders’ equity: ) : : ' ' o o
Preferred Preferred stock, par Value of $ 001 per share : :
Authorized 5,000,000 shares; none issued .. ... .:...... S — —
Common stock, par value of $.001 per share ' '
Authorized 20,000,000 shares; issued and outstanding |
12,292,599 and 12;162,290 shares as of =~ . S _
Decernber 29, 2002 and December 30 2001 respecuvely e L 12 S22
- Additional paid-in capital -. . . . . e F 144,420 142,575
Accumulated other comprehensxve mcome (loss) .' e P — - (745) —
. Retained earnings . ........: S R 50,415 46,407
Total shareholders’ equity . . .. .. ... [P A L e . . 194,102 188,994
' S ' - $259,650 $278,204 .

See accompanying Notes to Consolidated Financial Statements
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Consolidated Statements of Opemﬁons

(dollars in thousands except per share amounls) : ' 2002 2001 2000
Revenues: o ' o . L ‘ ‘
Vehicle sales . .. .......... I e S 8 71,352 $138,427 $200,858
Fee income .. ..... AT DA e . 162,845 . 154563 - 132318
, ' S o 234,197 292,990 333,176
Cost of sales: . ‘ ‘ - T » o :
Vehicle cost .. .. ............. e T 65,463 131,683 - 183,404
Branch cost .......... S e L 125,530 122.867 102,791
, S ’ : .. 190,993 254,550 286,195
, 'Gross profit . .. . .. e P P 43,204 38,440 46,981
Operating expense: " ‘ ' ‘ N
Selling, general and administration +. . ... ... PR R - 27,404 - 28,127 - 20,373
Amortization of intangible assets . . ... ....... ... ... _ o307 4,055 3,942
- Business transformation costs . ... ... ... i e 8,067 © 3451 —
Special charges . . . ... ..o . — 8,016 4,772
Earnings (loss) from operations . .. . . .. e 7,426 © (5,209 17,894
Other (income) expense: 4 .
Interest expense . . ........... DR P 678 1,788 1,833
INterest MNCOME | .\ v v i i R . ' (275 - (1,025 1,71
‘Earnings (loss) before income taxes .. ......... AR : 7,023 - (5972 17,778
Provision (benefit) for income taxes ... ............. PR - 3,015 (1,612) 7,289
Net earnings (oss) .. . .. ... . ... ... . ... R S 4,008 < $ (4,360) $ 10,489
Earnings (loss) per share: . ‘ R ' ‘
Basic .. ...... KIS AR S e 8 .33 $ (3 8 90
Diluted . ... ... S S o8 32 s (3D 5 88
Weighted average shares outsﬁanding': 2 ' . A ‘ :
Basic ........ R RETP . 12,235 11,940 11,660
Effect of dilutive securities - stock options . . . . . . [ . 296 - 290
Diluted ........ e PR 12,531 © 11,940 11,950

See accompanying j\’otes to Consolidated Financial Statements
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ConsoldtedSetements ofShareholders By

. Accumulated -
__~Common Stock Additional- Other Total
) Number | Paid-in Comprehensive  Retained  Shareholders’
(doliars in thousands) - . of shares Amount  Capital Income (Loss)  Earnings Equity
Balance at December 31,1999 ... ... .. 11,575,010  $12 3 134,996 $ — $ 40,278  $ 175,286
Net earnings ... .. R e o - - — — 10,489 10,489
Stock options exercised - . ... .. .. ... 131,714 — 1,406 — — 1,406
Deferred tax related to stock : . -
options exercised ... ............ — — 389 — — 389
Shares issued for the employee ‘ :
stock purchase plan . ... ... e \ 9,212 — 171 — — 171
Balance at December 31, 2000 . . . . . . .. 11715936 $12  '$ 136,962  — $50,767 _$ 187,741
Netloss ............ P | — - — — (4,360) (4,360)
Stock options exercised .. ... .. . - 431,305 — 4,904 - — — . 4,904
Deferred tax related to stock ' ‘ .
options exercised . ... ... ... ... .. — — 539 — — 539
Shares issued for the employee \
stock purchase plan . ............ 15,049 — 170 — — 170
Balance at December 30, 2001 . .. .. ... 12,162,290 $12 $ 142,575 $ — $ 46,407  $ 188,994
Net earnings . . ......... ... ... — — — — 4,008 4,008
Other comprehensive income -
Change in fair value of
interest rate swap contract
(net of tax benefit, $467) ... ... .. — — —_ (743 — (745)
Comprehensive income . . ... ..... R o 3,263
" Stock options exercised ... ... ... ... 115,555 — 1,341 — — 1,341
Deferred tax related to stock
options exercised: . . ... ... ... — - 247 — — 247
Shares. issued for the employee’ : : : o
stock purchase plan . ...... L 14,754 — 257 — — 257
Balance at December 29, 2002 . . . . . . 12,292,599 $12  $144,420 $(745) $50,415  $194,102

See accompanying Notes to Consolidated Financial Statements -

15



Consoliated StmtelnentS‘ ofCash Flows

(dollars in tbousands) L , » o 2002 2001 2000
. Cash flows frorn operating activities: : : : o '
Net earnings (loss) .. ....... . e P - § 4,008 - § (4,360) $ 10,489

Adjustments to reconcile net earnings (loss) to net cash.

provided by operating activities: : , ‘ A ’ _

- Depreciation and amortization © . . .. .............. oo, .. o 9,901 10,649 - 9,641
Deferred income taxes .. ... SR S oo 3,292 o (970) 1,050
Gain on disposal of property and equipment . . ... ... ... ... ... (104 - . (439 O (98)
Special charges . ... ....................... e - — . 8016 4,772
Loss on change in fair market Value of der1vanve .......... . 307 — .-

Changes in assets and liabilities
(excluding effects of acqu1red comparues)
- (Increase) decrease in:

Accounts receivable, net .. ... ... P T . 9,180 (6,673) (8,323)
‘Inventories . ....... PR o 2,347 (291D 1,410
Other current assets . . ... ... o 594 (1,053) (1,457)
Other assets . . .. ............. P T (-3 113 109
Increase (decrease) in: . ' \ ‘ . : : L
Accounts payable ... ... ... P P P L (12,795) 3,221 4,183
© Accrued liabilities .. .. ... A 2,289 612" (318)
Deferred income taxes -. . ... .... U o o (465) L _
INCOME TAXES '+ . v v v v et e S e C— . — (1,226)
Total adjustments . .. ........ PP DT E PR 14,482 . 10,559 9,743
Net cash provided by operatmg acuvmes e ) 18,490 6,199 20,232
"Cash flows from investing activities: - - ) - S S s o
Capital expenditures ... ... ... ..... e e e §(15,241)  $(20,765) $(12,246)
Proceeds from sale of investments - ... . ... ... ... A L 2,643 4,456 . 3,082
' Proceeds from disposal of property and equipment . .". . ... . . .. .o 187 0 4,094 780
Payments made in connection w1t11 acquired compames, o ‘ o -
netof cashacquired ... ... .. (15100 (6,033 (9925
. ‘Net cash used in investing activities . Ceee [ - (13,921) (18,248 (18,309)
Cash flows from financing actmties S ) I e : S
Proceeds from issuance of common stock L, - 1,845 5613 0 1,966 ¢
. Piincipal payments of long-term debt . . .. ... .., ... .. .. Lo (20,041) (3% 137 -
Principal payments - capital leases . . ... ... e I _ (813) =~ — e
' Net cash (used in) provided by financing activities . ... .......... - (19,009) - 5578 1,829
Net increase (decrease) in cash and cash equivalents ... ......... ... C L (14,4400 0 (647D 3752
- Cash and cash equivalents at beginning of year ... ........... . 24,467 30938 . 27,186
Cash and cash equivalents atend of year . . ..., ... ... ... .. S $10,027 $ 24467  $ 30,938

Supplemental disclosures of cash ﬂow mformatlon

Cash paid during the year for: . / : e AU S -
~ Interest ... ET U e e o e, 81,433 $ 1,733 $ 1,738
" Income taxes paid ... ... .. e R S Lo 82492 0 8 7 $: 7,972
Income taxes refunded .. ... .. ... ...... e e . $°3860 5§ — $ - —
o vNon -cash financing act1v1ues _ I B AR R ‘ oo e
Capxtalleases s s 4720 08— T

See accompanying Notes to Consolidated Financial Statements




Insurance Auto Auctions, Inc. and Subsidiaries / 2002 Annual Report

Notes o ConSolidated'Fnaricial Sutemerts

(1) Summary of Srgmﬁcant Accountmg Prmcxples
Background

Insurance Auto Auctions; Inc. (the “Company’ o) operates ind smgle busi-

- ness segment — providing insurance companies and other vehicle
suppliers cost-effective salvage processing solutions mcludmg selling
total loss and recovered theft vehicles.

Principles of Consolidation

The accompanying consolidated financial staternents inc ude the
accounts of the Company and its wholly owned subsidiaries. All signifi- -
cant intercompany transactions and balances have been ehmmated in

consolidation.

" Reclassifi Scations
Certain reclassifications have been made to the pnor vear financial infor-
mation to conform with the current year presentation.

Beginning in the first quarter of this year, the Company adopted anew
presentation format for the Consolidated Statement of Operations. The
purpose.of this change is to provide greater clarity to current and historic

results. The primary change relates to the breakdown of the Company's

cost structure among purchase agreement vehicle cost, branch cost and

selling, general and administrative operating expenses. The cost of the:

purchase agreement vehicles sold during the period is presented in the
vehicle cost component. Branch cost represents those expenses related to
operating individual branches including towing; yard-and office labor,
- branch-management, real estate and other related éxpenses. Selling, gen-
eral and administrative EXpenses are now presented separately as well

Fiscal Periods
‘Fiscal years 2002, 2001 and 2000 each consisted of 52 weeks and ended

on DPecember 29, 2002 December 30 2001 and December 31, 2000,

- respectively.

Revenue Recogmtzon :
Revenues (including vehlcle sales and fee income) are generaﬂv recog

nized at the date the vehicles are sold at auction. Revenue not recognized -
at the date the vehicles are sold at auction includes certain buyer- related o

fees, which are recognrzed when payment is recerved

~ Cash Equivalents R .
* Cash equivalents consist prmcrpallv of commerc1a1 paper. The Company

~~considers all highly liquid investments with ongrnal matuntres of three ,

months or- ess tobe cash equrvalents

Inventorzes o :
Tnventories are stated at the ower of cost or estrmated reahzable value

Cost includes the cost of acquiring ownership of total loss and recovered

" theft vehicles, charges for towing and,. less frequently, recondmomng

specific- 1dent1f1catron method

costs. The costs of inventories are charged to operauons based' upon the . '

Asset Impazmzent

 As part of an ongoing review of the valuation and amortization of assets,
+ mariagement assesses the carrying value of the Company's assets if facts

and circumstances suggest that such assets may be impaired. If this
review indicates that an asset will not be recoverable, as determined by an

. analysis of undiscounted cash flow over the remaining amortization
- period, the carrying value of the asset would be reduced to its estimated
fair market value. In 2002, the Company adopted SFAS No. 142. In accor- .

dance ‘with SFAS No. 142, the Company completed the transitional
impairment test of intangible assets during the second quarter of fiscal
2002. The result of this test did not indicate any impairment.

Use of Estimates

The Company has made a number of estimates and assumptions relating
to the reporting of assets and liabilities and the disclosure of contingent

liabilities to prepare these consolidated financial statements in confor-
mity with accounting principles generally accepted in the United States .

of America. Actual results will likely differ from these estimates, but

+ management believes that such differences are not matenal

- Depreciation and Amortization

Depreciation of property and equipment is computed using the straight-

line. method over the estimated useful lives of the related assets ranging .

from three to ten years. Leasehold improvements are amortized on a

 straight-line basis over their estimated economic usefu life or the hfe of

the lease whichever is less.

g [ncome Taxes

The Company accounts for income taxes under the asset and liabil 1ty

‘method, whereby deferred tax assets and liabilities are recognized for
- the future tax consequences  attributable to differences between the

financial statement carrying amounts of existing assets and liabilities
and their respectrve tax bases, as well as operatrng loss and tax credit

“carty. forwards

Credzt stle

" Vehicles are sold genera ly ' for cash; therefore very little credrt nsk is

incurred from the selling of vehicles. Receivables arising from advance

- charges made on behalf of vehicle suppliers, most of which are insurance
 companies, are generally satisfied from the net proceeds payable to the
vehicle suppliers. A small percentage of vehicles sold do not have sufficient

net proceeds to satisfy the related eceivables, and in these cases, the receiv-

" able is due from the vehicle- -suppliers. Management performs regular

evaluations concerning the ability of its customers and suppliers to satisfy

. their obligations and records a provision for doubtful accounts based upon

these evaluations. The Company’s credit losses for the periods presented are
insignificant and have not exoeeded management’s estimates.

- Stock Options ;e .
~*The Company accounts for its fixed plan stock options under the intrin-

sic value-based method of accounting prescribed by Accounting

*+ Principles Board (APB) Opinion No. 25, “Accounting for Stock Issued to

- Employees”, and related interpretations. As such, compensation expense
would be recorded on the date of grant and amortized over the period of:
' 'servrce only 1f the current market value of the underlying stock exceeded




the exercise price. No stock-based employee compensation cost is reflected

in net earnings (loss), as all options granted under those plans had an
exercise price equal to the market value of the underlying common stock
on the date of grant.

The following table illustrates the effect on net eammgs (loss) if the
Company had applied the fair value recognition provisions of SFAS No.
123, “Accounting for- Stock-Based Compensation”, to stock-based
employee compensation, including straight-line recognition of comipen-

sation cost over the related vesting periods for fixed awards:
2002 2001 2000
(dollars in thousands)

Net earnings (loss) as veported . ....... PO L. $4,008  $(4360) 810489

Deduct: Total stock-based employee compensation
expense determined under the fair value based . .
. method for all awards, net of related tax effects ...... .. 1,288 1,339 649

Pro forma net eamnings (10ss) ... $2,720  $(5609) §$ 9,840 -
Pro forma earnings (loss) per share ‘

CoBaslc ..o e $ 22 § (47) § 84
Diluted .........iioe L S $ 22 § (4) 5 &

Pro forma information regarding net earnings has been prepared as

if the company had accounted for its stock options under the fair value -

‘method.

The per share weighted average fair value of stock options granted
during 2002, 2001 and.2000 was $10.13, $9.20 and $6.73, respectively,
based upon grant date valuations using the Black-Scholes option pricing
model with the following weighted average assumptions in 2002, 2001

- and 2000: expected dividend yield of 0.0% in all years; expected volatility

of .83, .88 and .64, respectively; risk-free interest rate of 2.8%, 43%
and 5.1%, respectively; and an average expected option life of 4.9, 4.9 and
5.1 years, respectively.

The pro forma net earnings and earnings per share amounts reflect .

only those options granted since January- 1, 1995. Therefore, the full
impact of calculating compensation cost for stock options under
Statement No. 123 is not reflected in the pro forma net earnings and earn-
ings per share information presented above because compensation cost
is generally recorded over the options’ vesting period, generally four
vears, and compensation cost for OpthIlS granted prior to January 1, 1995
is not con51dered

Earnings Per Sbare
The Company incusred a net loss for the vyear ended Decembet 50 2001,
therefore, stock options were excluded from the calculation of diluted

tive. The number of shares used to calculate diluted per share amounts
othenvnse would have been mcreased by 408,000 shares. :

Capzmhzed Software Costs

The Company capitalizes certain computer software costs, after techno-
logical feasibility has been established, which are amortized utilizing the
straight-line method over the economic lives of the related products not

*'to exceed three years.

Derivative Financial Instmment ,
In 2002, the Company entered into an interest rate swap to mitigate its
exposure to interest rate fluctuations, and does not, as a matter of policy,

enter into hedging contracts for trading or speculative purposes. The

interest rate swap has been accounted for in accordance with the provi-
sions-of Statement of Financial Accounting Standards (SFAS) No. 133,
“Accounting for Derivative Instruments and. Hedging Activities,” as
amended. The swap has been designated s a cash flow hedge. Changes
in fair value of the swap are recorded in other comprehensive income to -
the extent that the swap is effective as a hedge, until earnings are affected
by the variability in-cash flows of the hedged item.

New Accounting Pronouncements
In June 2001, the Financial Accounting Standards Board (“FASB”) issued
SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS No.

143 addresses financial accounting and reporting for obligations associ- .. .

ated with the retirement of tangible long-lived assets and the associated
asset retirement costs. This Statement applies to legal obligations associ-
ated with retirement of long-lived assets that result from the acquisition,
construction, development or normal use of the asset. At December 30,
2002, the Company adopted the provisions of SFAS No. 143 and it is not

* . expected to have a material 1mpact on the Company’s consolidated finan-

cial statements.
In June 2002, the FASB 1ssued SFAS No. 146, “Accountmg for Costs
Associated with Exit or Disposal Activities.” SFAS No. 146 requires that a

- liability for a cost associated with an exit or disposal activity be recog-

nized and measured initially at fair value only when the liability is
incurred. SFAS No. 146 will be applied prospectively to exit and disposal
activities initiated by the Company after December 30, 2002 and is not
expected to have a material impact on the Company’s consolidated finan-
cial statements.

In November 2002, the FASB released Interpretation No 45 (FIN 45),

. “Guarantor’s Accounting and Disclosure Requirements for Guarantees,

Including Indirect Guarantees of Indebtedness of Others”, FIN 45
requires that a guarantor recognize a liability for the fair value of an
obligation assumed under a guarantee. This interpretation also identifies
additional disclosures to be'made in the interim and annual financial
statements of the guarantor about obligations under certain guarantees.
The initial measurement and recognition requirements of FIN 45 are
effective prospectively for guarantees issued or modified after December
31, 2002, However, the disclosure requirements are effective for the
Company for the year ended December 29, 2002. Adoption of the disclo-
sure provisions of FIN 45 did not have a material effect on the Company’s
consolidated financial statements. The Company is currently evaluating
the impact of the measurement and recognition provisions of FIN 45, but

earnings per share amounts because the effect would have been anti-dilu-. ~does not expect that their adoption will have a significant effect on the

consolidated financial statements.

In December 2002, the FASB issued SFAS No. 148, “Accounting for
Stock-Based Compensation - Transition and Disclosure, an amendment
to SFAS No. 123.” SFAS No, 148 provides alternative methods of transition
for a voluntary change to the fair value based method of accounting for
stock-based employee compensation. In addition, SFAS No. 148 requires
prominent disclosures about the method of accounting for-stock-based

_ employee.compensation and the effect of stock-based employee compen-

sation on reported results in both annual and interim financial

‘'statements. SFAS No. 148 is effective for fiscal years beginning after

December 15, 2002, and the Company has included the required disclo-

sures in its consolidated financial statements.
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(2) Goodwill and Intanglbles

In July 2001, the FASB issued SFAS No. 142, “Goodwill and “Other
Intangible Assets”, which changes the accounting for goodwill and
~ intangibles with an indefinite life from an amortization method to an
impairment only approach. The Company adopted SFAS No. 142 at the

beginning of 2002 and ceased amortization of goodwill resulting from

acquisitions made prior to June 30, 2001. On that date, goodwill recorded
as a result of acquisitions made subsequent to June 30, 2001 was not
subject to amortization and, accordingly, the Company did not record
any amortization related to goodwill resulting from the October 2001

acquisition of Austin Salvage Pool. In accordance with SFAS No. 142, the .

Company completed the transitional impairment test of intangible assets
during the second quarter of 2002. The results of this test did not indicate

any impairment. This transitional test will also be used as the Company’s.

annual test. As such, the next annual impairment test will-be performed
as of January 1, 2003 and will be completed by the end of the first
quarter 2003.

Goodwill and other intangibles are recorded at cost and consist of the

following at December 29, 2002 and December 30, 2001:

Assigned Life 2002 2001 -

. (doltars in miliions)

Goodwill ......................... woveero. - Indefinite $130.5 $1295
Covenants not to compete .. .. .. EE R T 5to 15 years 1.7 16
’ $132.2  $1311

Amortization expensé for the year ended December 29, 2002 is $0.3 .

million. Based on existing intangibles, the projected annual amortiza-
tion expense for 2003, 2004, 2005 and 2006 is $0 4 million and $0:3
million for 2007.

The following table presents the consolidated results adjusted as

though the adoption of SFAS No. 142 occurred at the begmmng of each

of the fiscal years displayed below.
2002 2001 200

(in thousands except
per share amounts)

Net earnings (loss): ‘ )
ASTEPOMEG .ot $4,008  $(4,360)° $10,489

Goodwill amortization, netof taxeffect ........ Lo - 2,847 2,247
Adjusted net earnings (loss) ... ... TSR $4,008 $(1513) $12,736
Basic eamings (loss) per share: ,' )

Asteported .. ... $ 33 § (3D s 9%

Goodwill amortization, net of taxeffect .............. _ 24 19
Adjusted basic earnings (loss) pershare ............ ... $ 33 & (13 $ 109
Diluted earnings (loss) per share: o ’

Asreported L. et $ 3238 (3§ 88

Goodwill amortization, net of tax effect .............. e 24 .19
Adjusted diluted earnings (loss) per share ... ... 1...... $ 32 5 (13) § 107

>

(3) Credit Facilities
Long-term debt is summarized as follows

2002 2001
(doliars in
) thousands)
Senior notes payable, unsecured, interest payable
at:8.6% in semiannual installments through maturity o
on February 15,2002, ..o oo $ — $20000
Notes pavable issued in connection with the acquisition ‘
of a subsidiary, interest payable at 8%. . ............ ... .. 102 143
. 102 20,143
Less current installments ... ... oo © 43 20040
‘ $ 59 § 13

Total principal repayments required for each of the next five years

under all long- term debt agreements are summarized as follows:
(dollars in thousands)

2003......... e SR $4
2004 ... PUTT e 47
W05 .. P 2

smv

* In February 2002, the Company’s $20.0 million Senior Notes
matured. This debt was repaid with available cash, cash equivalents, and
proceeds from the sale of investments. The Company also entered into a
new five-year $20.0 million unsecured credit facility that was expanded
to $30.0 million in the second quarter of 2002. The credit facility is a one-
year revolver that converts into a four-year term loan carrying a variable
rate based on LIBOR. During the first quarter of 2002, the Company
entered into an interest rate swap to mitigate its exposure to interest rate
fluctuations (see Note 4). In February 2003, the Company borrowed the
full $30.0 million related to this credit facility.
~ The credit facility requires the Company to comply with certain
covenants such as maintenance of net worth and limitations on debt. As
of December 29, 2002, the Company was in compliance with these
covenants :

(4) Financial Instruments and Hedgmg Activities
The Cornpany, as a matter of policy, does not enter into derivative con-

tracts for trading or speculative purposes. During the first quarter of 2002,

the Company entered into an interest rate swap to mitigate its exposure
to- interest rate fluctuations and to effectively fix its borrowing rate at
5.0%. The interest rate swap agreement has a notional amount of
$30.0 million under which the Company pays a fixed rate of interest of
5.6% and receives a LIBOR-based floating rate. During the year, the

Company recorded a non-cash charge of $0.3 million related to the -

change in fair value for the portion of its interest rate swap agreement
which does not qualify for hedge accounting. The Company also recorded

~ $0.7 million as a comprehensive loss related to the change in fair market
. value of the remaining portion of its interest rate swap agreement Wthh
- qualifies for hedge accounting.
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(5) Income Taxes

Income tax expense (benefrt) is summarized as follows ‘
2002 2000 2000
(doltars in thousands) . .-

Cufrent: s R ;
CFederal Lol $(162). 8 (530) $5345
SHAE e S (116) - (1) 900
T 277) (4D 6245
Deferred: - S '
Federal ...t C 2,756 - (878) - 865
Stale ... 536 . (93) 179
; 3,292 (971) 1,044
$3,015 $(1,612) $7,289

 Deferied income taxes are composed of the effects of the components |

llsted below. A valuation allowdnce has been recorded to reduce the car-

rying value of deferred tax assets for which the Company believes it is -

- more likely than not that a tax benefit will not be realized.

The tax effects of temporary dlfferences that give rise to srgnrfrcant
portions of the deferred tax assets and deferred tax liabilities at December
29 2002 and December 30, 2001 are presented below:

2002 - 2001
S . ) " (dollars in thousands)
Deferred tax assets attributable to:

Depreciation ... ..l ........ % 4,017
State net operating losses carned forward ,,,,,, e 1,830 1,361
[OVERLOTIES oot e e 736 896

. Change in fair value of interest rate swap contract ......... ' 465 = —
Other ... o 2,076 .- 3501
Valuation allowance .. ................ T e 1,455 (1,147)
Net deferred tax assets . ........................ B ‘ 7,663 7827

Deferred tax lrabrlrues attributable to:” D . ’
Intangible assets . ... .. P .- (14,835) (12172) -
‘Net deferred tax liabilities .. ... ... O $ (7,172) § (4345

The actual income tax expense (benefit) differs from the “expected” '
tax expense (benefit) computed by applying the Federal corporate tax

- rate to earn1ngs (loss) before income taxes as follows:

2002 . 2001 2000
(dollars in thousands) )
“Expected” income tax expense (benefity ... . $2,388  $(2,030) §6,045
~ State income taxes, net of Federal effect .. ... ... [ | 277 (135) - 697
| Nondeductible portion of amortization of ' ' :
intangible 855615 ... ... ..o — 358 358
Other ... 350 195 189
$(1.612) $7.289

$3,015

(6) Employee Benefit Plans

- The Company adopted the Insurance Auto Auctions, Inc. 1991 Stock Optron Plan (the 1991 Plan) as amended covenng 3 100 000 shares of the Companvs

common stock. The 1991 Plan provides for the grant of incentive stock.options to key emplovees and nonqualified stock options and stock appreciation rights

" to key employees; directors, consultants and independent contractors. The 1991 Plan expires September 20, 2006. In general, new non-employee directors

will automatically receive grants of nonqualified options to purchase 10,000 shares and subsequent. grants to purchase 5,000 shares at specified intervals.
‘During 1995, the Company adopted the Insurance Auto Auctions, Inc. Supplemental Stock Option Plan (the 1995 Plan) covering 200,000 shares of the
Company's common stock. The 1995 Plan provides for the grant of nonqualified stock options to employees, other than executive officers, consultants and

' other independent advisors who provide services to the Company. The 1995 Plan will expire on October 1, 2005.

Under the Plans, as of December 29, 2002, options to purchase.an aggregate of 1,518, 075 shares were outstandrng at a werghted average exercise pnce

of $14.13 per share and 757,431 shares remained available for future grant.
Acnvrty under the Plans dunng 2002 2001 and 2000 is as follows: ‘

Weighted " Weighted

708"

‘Weighted
' ‘Average ‘ Average Average
2002 ¢ . Exercise 2001 Exercise 2000° Exercise
i Shares. " Price Shares ~- . Price Shares Price
b Balanceatbegrnnmgofyearl,.:l.r:._ ..... TS Ve 1,367,000 - $14.48 1,261,000 $14.20 1,087000. _$1501
Options granted .. ....,........... e Lo 37000 15.75 605000 1309 359,000 11.62
©Options CANCEIE .. ..\ i e (140,000) 2413 (38000). " 18.02 (54,000) 2212
Optionis exercised .. ...%............ SR S “(1?16 000) 1162 (431,000) 138 - - (131,000 1067
*Balance atend df year ... ........ RRURT DSOS DPPPEE - 1,518,000 $14.13 1,397,000 $14.48 1,261,000, $14.20
’AOptionsexercisableatendofyear 596,000 ‘ 568,000 - - ‘ © 775,000 ’
Addmonal mformatron about optrons outstandmg 4s.f December 29, 2002 is presented below o : .
: Opuons Qutstanding ) Options Exercisable L
‘ . o . Weighted Average . ’ o .
Rangs of - , - Number of -‘Remaining Contractual . Exercise - Nurriber of Weighted Average
Exercise Price Options ~ + Life (in vears) . .Price. Options Exercise Price
. $:7.0010:$1000 35,000 354 - 85 35000 839
- 103810 1395 " 937,000 .67 - 1209 416,000 1382 .
142510 2275 . 474,000 o897 . 1589 -0 17.12
12863403775 72000 ¢ 106 3199 72000 . 3L99
$70010$35.75 1,518,000 - 1413 - 596,000 -

1471

$3216
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The Company applies APBO No. 25 in accounting for its plans, and
accordingly, no compensation cost has been recognized for any stock
options in the accompanying consolidated financial statements. Had the
- Company determined compensation expense based upon the fair value at
the date of grant, as determined under.Statement No. 123, the Company’s

net earnings and net earnings per share would have been reduced to the:

pro forma amounts summarized below.
2002 2001 2000

Pro forma eamings (loss) {in thousands) .. .............. $2,720 $(5,699) $9.840
Pro forma earnings (loss) per share
BaSIC ..o $ 22 8 (4D ¢ &4
Diluted . I $ 22 § (4) § 8-

The per share weighted average fair value of stock options granted
during 2002, 2001 and 2000 was $10.13, $9.20 and $6.73, respectively,
based upon grant date valuations using the Black-Scholes option pricing
model with the following weighted average assumptions in 2002, 2001

and 2000: expected dividend yield of 0.0% in all years; expected volatility '
. of .83, .88 and .64, respectively; risk-free interest rate of 2. 8%, 4.3% and
5.1%, respectively; and an average expected optlon life of 4. 9, 4.9 and 5 1

years, respectively.

The pro forma net eafnings and earnings per share amounts reflect
only those options granted since January 1, 1995. Therefore, the full
impact of calculating compensation cost for stock options under

Statement No. 123 is not reflected in the pro forma net earnings and -
earnings per share information presented above because compensation.

cost is generally recorded over the options’ vesting period, generally four

years, and compensation cost for options granted pr1or to January 1, 1995

is not considered.

The Company has a 401(k) defined contribution plan covering all

full-time employees. Plan participants can elect to contribute up to 15%

of their gross payroll. Company contributions are determined at the dis- -

cretion of the Board of Directors; during the years 2000 to 2002, the
Company matched 100% of employee contributions up to 4% of eligible
earnings. Company contributions to the plan were $0.8 million in 2002,
$0.7 million in 2001 and $0.7 million in 2000.

(7) Related Party Transactions

The Company recorded fee income of $2.7 million and $6.4 mlllxon in
2001 and 2000, respectively, related to the consignment sale of vehicles
insured by Allstate Insurance Company (“Allstate”) and recorded vehicle

sales of $23.2 million and $28.8 million, respectively, and cost of sales of -
$21.8 million and $26.7 million, respectively, related to the purchase of

Allstate-insured vehicles under the purchase agreement method. Allstate
held 1,667,000 shares of the Company’s common stock during the years
ended December 31, 2000; such shares were sold by Allstate in February
2001.

See Note 8 for information about leases mvolvmg a member of the
Board of Directors.

(8) Commitments and Contingencies

The Company leases its facilities and certain equipment under operating
leases with related and unrelated parties, which expire through August
2021. Rental expense for the years ended December 29, 2002, December
30, 2001 and December 31, 2000, was $20.8 million, $20.3 million and
$15.9 million, respectively. The Company leases certain properties from a
member of its Board of Directors, The Company believes the terms of the

leases are no less favorable than those available from unaffiliated third

party lessors. Rental payments to the related party were $1.3 million,

*$1.3 million and $1.2 million for 2002, 2001 and 2000, respectively.

In 2002, the Company began leasing certain equipment under capi-
tal leases, Capital lease agreements entered into in 2002 totaled
$4.7 million.

Minimum annual rental commitments for the next five‘years under

noncancelable bperating and capital leases at December 29, 2002 are

as follows:

' Operating Leases
Unrelated Related Capital
parties  parties  Leases

B . (dollars in thousands)

‘2003 ““““““ R $18,607 $1,506  $1,941
2004 .00 15576 1442 1,904
2005 15t e 12206 1067 369
S2000 L ;o 10198 1,082 —
2007 .o P 7811 512 —
Thereafter .. .............. E 30,614 — —
» B5i0_GR  $42
Less amount representing interest expense . ............... _ 307
Future capital lease obligation ......................... M

The Company has compensation agreements with certain officers and
other key employess.

The Company is subject to certain miscellaneous legal clalms whnch
have arisen during the ordinary course of its business. None of these
claims are expected to have a material adverse effect on the Company’s

_ financial condition or operating results.

(9) Accumulated Postretirement Benefit Obligations
In connection with the acquisition of the capital stock of Underwriters

Salvage Company (USC), the Company assumed the obligation for cer-_

tain health care and death benefits for retired employees of USC. In
accordance with the provisions of Statement of Financial Accounting
Standards No. 106, “Employers’ Accounting for Postretirement Benefits
Other than Pensions,” costs related to the benefits are accrued over an
employee’s service life.

The accumulated post retirement benefit obligation was determined
using a discount rate of 6.75% at December 29, 2002, 7.0% at December
30, 2001 and 7.5% at December 31, 2000 and an average health cate cost
trend rate of approximately 8.5%, progressively decreasing to approxi-
mately 5.0% inthe year 2010 and thereafter. A one percentage point
change in the assumed health care cost trend rate would not have a

" material effect on the postretirement benefit obligation or on the aggre-
 gate service cost and interest cost components.
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Reconciliation of funded status as of fiscal year-end:
Dec. 29,  Dec.30,  Dec. 31,
2002 2001 2000
(dollars in thousands)

Medical ................. TR $(1,210)° $.(854) . § (74D
“Life INSUTANCe . . oo (296)  (330) (290)
Total APBO . .....oooitii e, DR ©O(1,506)  (1,186) © (1,037)
Planassels ... ...... ..o, PR — — —
Fundedstatus .............o.ocooo {1,506) 0 (L186) (LO3D)

Unrecognized net loss from past experience .. ... L (1,230)  (1652)  (1.964)
Accrued postretirement benefit cost included

in other liabilities . /. ... .. L DU

$(2736) Q89 3G

Reconciliation of accumulated postretirement

benefit cost: ~
+ Accrued benefit cost ........... ... . $(2,838) $(300D) $(3,260)
C o Income s SR 28 63 84
" Contributions/premium paid ..o 74 “100 177

Accumulated postretirement benefit cost .. .. .. . $(2,736)  5(2838) . $(3,001)

Effective January 20, 1994, the date of ‘acquisition, the Company
discontinued future participation for active employees.

(10) Special Charges

During the first quarter 2001, the Company announced an organiza- :

tional realignment and recorded special charges of $6.0 million. As
part of this plan, the Company recognized $2.4 million in employee
termination benefits associated with a'reduction in workforce along with

" $1.7 million related to the abandonment of certain facilities. The

remaining balance includes amounts related to repositioning the
Company's towing operations and other restructuring charges.

The Company also recorded special charges of $2.4 million in the
fourth quarter of 2001. This included the write-down of $1.4 million of

‘unamortized leasehold improvements due to changes in the estimated -
useful lives of the assets. Also included was a $1.0 million write-off of
amounts due-from the Company’s now bankrupt insurance carrier for

damages sustained as a result of the airplane crash at the Company’s

‘Sacramento, California facility. .

During the fourth quarter of 2001, the Company reviewed the ade-
quacy of its accruals for special charges. The facilities closing accrual was
increased by $0.8 million. The accrual for workforce reduction was

decreased by $0.4 million and the accrual for the towing operations and

other charges was decreased by $0.8 million. The changes in the accru-
als for special charges related to the organizational reahgnrnent are
summanzed be OW,
~ Workforce  Facility .- Towing ]
Reduction . Closings  and Other  Total °
(dollars in thousands)

Special charges recorded in ] : )
first quarter of 2001 ©..... ... L. c $2376 S1L739 0 1932 §6,047

Utilization of accrual in 2001 ............. (1,878)  (1,016) - (1.067) * (396D
Adjustments recorded in ‘ ‘ ‘

fourth quarter of 2001 ................. (423) 838 (815) (400)
Total accrued special charges at . ' o

December 30,2001 ................ L8750 836l 50 $1,686
Utilization of accrual in 2002 ............. s 919 (7 (1,001
Other ... — — 21 21
Total Total accrued special charges at .

December 29,2002 .............. Lo $ —  S6d . 5 64§ 706

The accrued spe(:ial charges are included as a cornponent of accnled
liabilities as of December. 29 2002.

(1 1) Subsequent Events
On January 10, 2003, the Company acquired Salvage Management Inc.
(SMI), an operator of two auto salvage facilities in Buffalo and Rochester,
New York, for $2.1 million in cash. The acquisition agreement provides
for additional funds to be paid to the seller, in the future, depending upon
the achievement of various performance expectations. The acquisition
was accounted for as a purchase business combination, and the results of
operations will be included in the Company’s future consolidated finan-
cial statements from the date of acquisition.

On February 15, 2003, the Company borrowed $30.0 million under its

 credit facility. The credit facility was a one-year revolver that converted on

February 15, 2003, into a four-vear term loan carrying a variable rate
based upon LIBOR. During the first quarter of 2002, the Company entered
into an interest rate swap to mitigate its exposure to interest rate fluctua-
tions: The interest rate swap effectively fixes the Company’s interest rate
at 5.0%. The aggregate principal balance of the loan will be repaid in six-
teen consecutive equal quarterly installments commencing on March 31,
2003.
~ InMarch 2003, the Company si gned a purchase agreerment to acqune
a salvage pool for an initial investment of approximately $3.0 million.
The acquisition agreement provides for additional funds to be paid to the
seller, in the future, depending upon the achievement of various perfor-
mance expectations. The completion' of this agreement is contingent
upon the seller’s ability to satisfy certain operational requirements.

On March 5, 2003, the Company announced that it had initiated a

previously authorized share repurchase program. As of March 14, 2003,

the Company had purchased approximately 757,000 shares, of its com-
mon stock in the open market, or in b ock transactions, for a total cost of
$7.4 million.

(12) Quarter'iy Financial Data (Unaudited)

Summarized undudited financial data:for 2002.and 2001 are as follows:
© Finst Second Third = Fourth
Quarter Quarter Quarter  -Quarter
(dollars in thousands ei\'cepi per share amounts)

- 2002

Revenue ............. e $69,220 $59,750 $52,786  $52,441
Earnings from operaticns . .... 2,843 2,773 1,075 735
Neét earnings .................. 1,512 1,356 - 639 - 501
Basic earnings per share ... .. 12 a1 .05 .04
Diluted earnings per share .. .. 12 a1 .05 .04
2001 '

Revenue . ....................... $ 77844 § 75514 8 70966 § 68,666
Earnings (loss) from operations . . . ., @701 3837 25 (6,370)
Neteamings ....o............... S (06) ~ (4650)
Basic earninigs (loss) per share ..., .. (14) .18 (.02) (39)
Diluted earnings (loss) per share . ... (.14) 18 (02) (3

- The sum of earnings per share for the four quarters of 2002 does not
equal the full year amount due to rounding and the impact of changes
in the average shares outstanding.
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Independent Auditors’ Repoﬂ

The Board of Directors and Shareholders
Insurance Auto Auctions, Inc.:

We have audited the consolidated financial statements of

Insurance Auto Auctions, Inc. and subsidiaries, as listed
in Item 15(a)1. These consolidated financial statements
are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these
consolidated financial statements based on our audits..

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

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects,

~ the financial position of Insurance Auto Auctions, Inc.

and subsidiaries as of December 29, 2002 and December
30, 2001 and the results of their operations and
_their cash flows for each of the fiscal years in the three-
year period ended December 29, 2002 in conformity
with accountirig principles generally accepted in - the

United States of America.
As discussed in Note 6 to the consolidated financial

statements, the Company changed its method of .

. accounting for goodwill and other intangibles in 2002.
KPMG LLP

Chicago, 1llinois

February 28, 2003 -
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Fax:

. Phone:

 Locations

* Corporate

850 E. Algonquin.Road, Ste 100

“Schaumburg, IL 60173

847-839-3939
847-839-3678

Specialty Salvage

Phone:
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CPortland-Wost

+ OEugene

850 E. Algonquifi Road, Ste 100

Schaumburg, IL 60175 - .
847-839-4222 -

Fax: 847-839-4223

National Network
4226 E. Main Street

" Grand Prairie, TX 75050

Phone: -
Fax.

972- 642-9988
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Kanaog City &

Wichita O
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o
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Contral Now
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K OBouthern New Jersoy
i
c

- Alabama
.Birmingham i
Phone: 205-426-2300
Fax: - 205-428-5332
Dothan .
-Phone: 334-603-4910 -
Fax: - 334-693-4920
Huntsvilie
Phone: . 256-233-5899
Fax. 256-233-2366
Arizona
Phoenix - -
Phone: 602-305-5300
Fax: . 602-268-5242
Arkansas

" Litfle Rock o

- Phone: 501-961-2886
. Fax: 501-961-1805
California
Anaheim '
Phone; 714-630-5602
Fax: -~ . 714-630-8277
Colton .
Phone: - 909-784-2700
Fax: 909-784-5704

" Bast Bay :
Phone: 925-439-7087
Fax: 925-439-2885

- Phone: - 925-439-7087 . -

- Fax: - 925-439-2885
Fontana A

" Phone: 909-355-9400
-Fax: | 909-822-9311» -
Los Angeles .
Phone: 310-965-0499
Fax 310-965-0455
North Hollywood
‘Phone: 818-487-2222 -
Fax: 818-487-2402. -

' Sacramento S
Phone: .916-635-4271
Fax:

' 916‘-635-1637

Sén Diego. .
Phone: 619-710-2866
Fax: 619-710-2878
San jose :
-Phone: - 408-283-0530
* Fax: 408-283-0257,
Connecticut- -
Hartford )
Phone: 860-623-9760
. Fax - . 860-623-3873
Fiorida
Tampa Bay
Phone: 041-729-9393 -
Fax: 941-723-3934
- Georgia \
Atlanta .
" Phone: 770-784-5767
Fax: 770-787-4168
Hawaii
. Honolulu .
Phone: . '808-682-2858 -
Fax: ) 808-682-3088
Idaho K
Boise .
Phone: 208-455-1642
Fax:’ ) 208-455-1622
' Ilinois
Chicago-North :
 Phone: 847-541-4580
Fax: -, 847-541-2114
Chicago-Seuth
. ‘Phone: - 708-333-5700
Fax: "708-333-5756
. Chicago-West '
“Phone: "~ 630-896-5300
Fax: © 630-896-5699
‘Kansas
Kansas City ]
Phone: -~ .913-299-9522

Fax: 913-299-0571

Wichita. R
‘Phone: 316-832-1101
Fax. 316-832-1226
Louisiana
Baton Rouge )
Phone; »225—686—9197
Fax.  225-686-8197
Maryland-
Baltimore | :
Phone: 301-419-2865
Fax: 301-470-7079
Metro DC
Phone: 301-782-2000
Fax:© 3013728285
'Massaghuseits
Boston
Phone: - 508-588-7840
Faw  508:559-9539
Boston-North
Phone: . 508-588-7840
Fax: 508-559-9539
‘Michigan
. Detroit
Phone: = 734-946-6490
Faxi . 7349464944
Grand Rapids ‘
Phone: 616-877-1000
Fax, - 616-877-0300
Minnesota’
Duluth .
Phone: 218-786-0890
Fac. . 218-786-0802
Minneapolis/St. Paul
" Phoner  651-488-0381 -
Fax 651-488-3644 -
Missouri
Springfield o
- Phone; 417-863-8976

Fax = 417-865-5466

St. Louis

Phorie: - 314-436-0100
Fat 6187970001
Nebraska
Omaha '
Phone: 402-733-2424
Fax: 402-733-0483
. New Jersey
Northern New Jersey. .
Phone: 752-634-5601
Fax: -732-602-0259
" Central New Jersey
- Phone; 732-591-8173
Fax: 732-591-8393
Southern New Jersey -
Phone: 800-455-9414
Fax: 800-577-4631
New Mexico ‘
Albuguerque
Phone:  505-873-2081
Pax: 505-873-3029
New York
Buffalo -
Phone: 716-874-9890
Fax .. 716-874-9605
Long Island - .
Phone: 631-207-3477
Fax: 631-207-3386
- Rochester . -
Phone: 585-426-5420
Fax: 585-426-5413
-North Carolina .
- Charlotte. -
Phone: - 704-596-5854
Fa.f(: B 704-596-7492 »
Raleigh/Durham
Phorie; 336-226-4224
Fax:

336-226-4254

Oklahoma

Oklahoma City :
Phone: "405-680-9211"
Fax: 405-680-9204
Oregon

Eugene = . -
Phone: 541-689-4000
Fax - 541-689-0083
Portland

Phone: 503-253-1500
Fax: - 503-253-9359
Portland-West .
Phone: 503-625-5576
Fax: - 503-625-6642
Pennsylvania
Philadelphia

Phone: 610-277-0894
Fax: 610-277-9276
Pittsburgh

Phone: 724-443-7831
Fax: - 724-443-7888

- South Carolina

Charleston

Phone: 843-851-2854
Fax: 843-851-1172
Greenville/Spartaanrg
Phone: 864-242-3093

 Fax: 864-271-6510
Texas . ‘

' Auétin - :
Phone: 512-385-3126
Fax: 512:385-1141
Corpus Christi -
Phone: 361-881-9555
Fax: 361-887-8880 -
Dallas/Ft. Wotth
Phone: ©  972-642-4445
Fax: . 9726426283
Houston

- Phone: - - 713-721-5611. -

Fax: =

7137217530

Hoﬁstnn-North o
Phone: 281-540-6655
Fax: 281-540-9040
Longview ‘
Phone: 903-553-9248
Fax: 903-553-0210
San Antonio
‘Phone: 210-623-1111
Fax: 210-623-1227
Utah ‘
Salt Lake City
Phone: 801-399-2818
Fax: . 801-393-2325
Virginia
Northern Virginia
Phone: 540-373-7800
Fax: 540-371-4123
Richmond
Phone: 804-798-6091
Fax: 804-798-9327
" Tidewater
Phone: 757-595-8493
Fax: 757-595-8691
‘ Washington
Seattle
Phone: 253-735-2724
Fax: 253-735-3945
. Phone: 253-939-5968
_ Fax 253-939-5968
Seattle-North .
Phone: ~ 425-486-4289
Fax: 425-485-3011
Spokane .’ ‘
Phong:. 509-458-3244,
Fax: -+ 500-458-4112
Wisconsin ‘
Appleton :
Phone; 920-734-1446
Fax: 920-734-3603
Milwaukee :
Phione:’ 262-246-8822 ;
Fax: - 262-246-4411
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the level of energy and labor costs.

Saffe Harbor Statement

This Annual Report contains forward-looking information that is subject to certain risks, trends and uncertainties that could cause actual results to differ materially from those projected, expressed, or implied by
such forward-looking information. In some cases, you can identify forward-looking statements by our use of words such as “may, will, should, anticipates, believes, expects, plans, future, intends, could, estimate,
predict, projects, targeting, potential or contingent,” the negative of these terms or other similar expressions. The Company’s actual results could differ materially from those discussed or implied herein. Factors that
could cause or contribute to such differences include, but are not limited to, those discussed in the Company's annual report on Form 10-K for the fiscal year ended December 29, 2002. Among these risks are:
changes in the market value of salvage; the quality and quantity of inventory available from suppliers; the ability to pass through increased towing costs; that vehicle processing time will improve; legislative or regulatory
acts; competition; the availability of suitable acquisition candidates and greenfield opportunities; the ability to bring new facilities to expected earnings targets; the dependence on key insurance company suppliers;
the ability of the Company and its outside consultants to successfully complete the re-design of the Company's information systems, both in a timely manner and according to costs and operational specifications; and
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