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Corporate Profile

Champion Industries, Inc., headquartered in Huntington, West Virginia, is a commercial
printer, business forms manufacturer and -office products and office furniture supplier.
With annual revenues of over $124 million, the Company operates in regional markets of
the United States, east of the Mississippi River.
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FINANCIAL HIGHLIGHTS GRAPHS
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A Letter from the Chairman

To Our Shareholders, Partners, & Friends . . .

ne year ago | started my annual Letter from the Chairman with the statement,
“In 2003, Champion made its largest property and equipment investments in
the Company?’ history.” The year 2004 was another landmark in that arena
for the Company as we surpassed our previous property and equipment
investment high water marks from the previous year. This was another
positive statement for the Company as we continued to strengthen our footholds in the
communities we serve with our core strengths and take an aggressive stance towards
growth.

We continued our equipment investment initiatives in 2004 with the purchase of a new
Heidelberg 6-color press at our Chapman Printing Company Parkersburg division and the
purchase of two new presses at Consolidated Graphics in Baton Rouge. In addition to
these equipment upgrades we finalized our building renovations in Baton Rouge and are
fully operational at our new facility. The Blue Ridge Knoxville operation was relocated to
Asheville during the second quarter of the year bringing additional production efficiencies
and capabilities to the Asheville focation.

We received positive news regarding our appeal of a legal action and judgment against
our Company in Jackson, Mississippi. The Mississippi Supreme Court upheld the Court of
Appeals reversal of the jury verdict and its remand for new trial. The net result is that the

4<¢

jury award had been eliminated and we are preparing for the possibility of a new trial and
the opportunity to vigorously defend our position.

We at Champion continue to focus on the future and although we continuously strive for
short term excellence we will not mortgage our future for short term goals. The completion
of initiatives such as those in Baton Rouge and in Asheville will consume management
focus during the implementation phase of these initiatives; however, upon completion
these initiatives will give management the capabilities and efficiencies to aggressively pursue
market share and profitability growth. The Blue Ridge initiatives will continue into 2005
with state of the art pre-press upgrades which will be completed in the first half of 2005.

As we enter 2005 we are enhancing our pre-press operations in New Orleans with a
fully electronic digital workflow and computer auto-plate output. We are also instituting
marketing initiatives through the change of our name in the Louisiana market. Our Louisiana
operations have utilized the names Bourque Printing, Transdata, Diez, Upton Printing and
Forms Control. We are changing our name in this market to Consolidated Graphics.

In addition, effective January 31, 2005 we have rearranged reporting responsibilities for
all of our divisions. Toney Adkins has been elected President and Chief Operating Officer,
while Mac Aldridge, Jim Rhodes, Doug McElwain and Todd Fry were all given the title of
Senior Vice President at the corporate level — and each has a new area of responsibility.
Also, with the purchase of Syscan we have brought Bill Williams into the fold at this level.
We feel they will all significantly improve the line of communication from the divisions, and
will render great assistance to them in achieving their goals in the year 2005.
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Directors & Officers

MARSHALLT. REYNOLDS PHILIP E. CLINE HARLEY F. MOONLY, JR.
CEO and Chairman of the Board President Brigadier General U.S. Army (Retired)
Champion Industries, Inc. River City Associates, Inc. Managing Partner

General Manager Mooney-Osborme & Associates

Radisson Hotel Huntington

A. MICHAEL PERRY NEAL W. SCAGGS GLENN W. WILCOX, SR.
Retired Chairman of the Board President CEO and Chairman of the Board
Bank One West Virginia, N. A. Baisden Brothers, Inc. Wilcox Trave) Agency, Inc.
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Comforting those that need it most.

Being away from home at any time is always a challenge. Be-
ing away because you are fighting a war is the ultimate test of
courage for the proud members of our United States Armed
Forces and their families.

Chapman Printing of Charleston, WV recognized that chal-
lenge and decided to make Christmas a bit more comfortable
for our men and women serving in Iraq. They took donations
from members of the division and purchased items such as
books, ornaments, personal care items and candy and made
care packages for our troops. Each of these care packages were
completed with personal notes of encouragement and support
for their efforts.

RRY REECE - BRYAH ARHOLD « KEVIH BROVIN « JAMES DAVIS - DOHNA MONIN - JACQUELVH SMITH - MICHAEL SiM
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L Future

Company” or *Champion”) we have continually strived for achievement in many areas and

At Champion Industries, Inc. (the
we have always operated with the mission of:

“Give the customer what they want, when they want it!”

Our focus has always been, and will always be, on our customers. Our business has been centered on the partnerships we have
developed with our customers and what it takes to exceed their expectations. We do this through constant evaluation and
improvement. of our processes, qur technologies and our people. We invest heavily in all our resources so that we can build a

foundation woq, the future and noyzccm to provide top-quality printing and office products and furniture to our customers.

, .
This annual mmmo: is centered on our S/Em:m:m%m which are our customers, our people, our communities, our growth and our

vision. These areas form the fabric of Champion and allow us to look forward to strong results year after year.
N ~. //
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fom Do the Future »>People | !

At Champion, we continue to operate our company based on a set of values. Those values include an unmatched work ethic, a
strong desire for achievement, an unwavering positive outlook and a strong sense of family and community. These values have
been the engine behind the growth of our organization and will be the constant for us as we move forward.

The worth of any nc:,_mm_:v\ cat be determined through the quality of the people behind their product or service. At Champion,
our people are second to none. They carry themselves in a professional manner, with pride in their jobs and their SEEE and
a true respect for our customners.

These same people who will do whatever it takes to exceed their customers’ expectations are the same people you will find
coaching a little league team, organizing successful community fundraisers or giving their energies in many different ways to
better their families and their communities. They are the type of people that we look for at Champion and we are proud to
call members of the m:mau_oz team. These are the people who make it happen for our Company, our communities and our
nation.

The true spirit of the holidays. , o ,,,

Christmas is a special time of the year for all of us. We enjoy | T .
time spent with our families, our friends and our colleagues. N D

Two divisions of Champion captured the spirit of the holidays ,
| " oo R i ENTWHEELER « MARY WALKER « EARL ROHRH

by giving of themselves and their resources to make Christmas
a joyous time for families in their communities that couldn’t
afford to do so.

i

Chapman Printing of Huntington, WV went to the local Salva-
tion Army and chose to help a family that could not afford
gifts of any kind for their three children. Team members from
the entire division dug a little deeper to donate and those do-
nations led to multiple gifts of toys, clothing and sports equip-
ment for each of the children.

Consolidated Graphics of Baton Rouge, LA makes it 2 point
to give back to their community every year at Christmas by
sponsoring a family that can't afford gifts, volunteering at locai
soup kitchens, and just reaching out to those in need. This
year the team at Consolidated Graphics chose to sponsor three
children that live in a local children’s home. Through their
donations and efforts, these three children were able to enjoy
a Christmas that they otherwise could not.

=

+ KARITA FERGUSON -

LTER ZALE - PAUL SCANLOY, JR. « JAMES BARKER » ALLEN AUGUSTINE - ROBERT GIBSOH - MARY RAMSEY - SCOTT PRICHARD -
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Rallying the support of the
community.

Finding the time to see to the challenges of everyday life can
be a daunting task. One couple in our Consolidated Graphics,
New Orleans division has found the energy to not only attend
to their own needs but the needs of their community through
leadership in many fundraising events.

This husband and wife team has volunteered their time and
talents to raise funds for a local Alzheimer’s Adult Daycare
Center, the State of Louisiana’s American Heart Assodiation,
regional environmental causes, and found the time to organize
golf tournaments that have hosted over 150 individuals from
throughout the area.

;e

1

-contributions but also by giving of oE,:Em. our energy and our talents. Customers and employees of n:msu_oz are con-*,

The Foundation for the Future vvﬁ@gggs_?;

_ At.the heart of every company are its customers, its nmoc_m m:a its an:nw An'equally _Suo:m—: part of the mEHmmm oQ:
oﬁmms_Nm:o: is the community in which it does _Em_:mmm B : RN
. v . . ///, / * .
Asa mom_m__v\ %8% m:m_ ethically amuozm_zm U:m_:mmm we play an active role in our communities by :oS:_v\ making m:m:n_m_ h

tinually giving of themselves towards the bettermerit of the area in which they live. While the initiatives in each SEE__:_Q , N
may be different, the passion for improvement is a constant E.‘: m_san_o: m:o:m_v\ m:ao:ammm its team members 8 actively
EEQEE in. N :
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Giving back.

We all value our vacation time. It is a time that we can relax with
our families and recharge for the challenges that lie ahead for
us. One of our Customer Service Representatives from Chapman
Printing in Huntington, WV used his vacation time to work even
harder.

A group from his church organized a mission trip to the town of
Punta de Piedra on the coast of Venezuela for ten days. During
a time of political turmoil and social unrest in that country, this
group was instrumental in improving the lives of an impoverished
society by teaching, building, providing medical assistance and
enriching the lives of over 300 people through their efforts.

ANDRA FIRLEY - KEITH MARCUM - DWIGHT TRIPLETT - ROCKE THOMPSOH « DANIEL KURI, SR. - CHRISTOPHER RAGUSA

JOSEPH §T°

The Foundation for the Future >> Vision

At Champion, we see the future as potential opportunities waiting to be seized. We have committed ourselves to continu-
ing to build on the foundation of our business in order to grasp those opportunities. We will do so by focusing on our core
strengths, our people, our processes, our communities and most importantly, our customers.

We have invested heavily in many areas of our business in order to be poised for present and future opportunities in all
of our divisions. We have combined resources throughout our company to create the economies of scale needed in busi-
ness today. We have been strong partners in each of our communities throughout the United States. We have positioned
our company for continued strong performance by growth through acquisition. We have continually improved upon our
internal processes to be more efficient in our business practices.

We continue to create strong opportunities through progressive practices. We are confident that we have a strong founda-
tion for the future and will welcome the positive impact that this foundation affords us. Finally, we have instituted the
appropriate management changes as the key component to our senior leadership foundation.

DONALD SPUDE « MARGARE
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“I have had the privilede
of working with this group
of leaders over mamny years

and look forward to
worlking with our new
management team as we

drive forward into 2005.”

> TONEY K. ADKINS, President and COO

(EVIN KEITH « PAMELA JACHSON
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Toney K. Adkins, President and COO

As I look toward the future for Champion Industries, Inc. | feel a great sense of confidence
in the direction we are maving. [t is our goal to work together, as a team, to project our
company into a class that will be the envy of the industry.

We have put together a management team that provides many years of experience and
expertise in the printing, office supplies and furniture markets. No one person can propel us
to these heights, it will be through the hard work of each of these managers. We must make
sure that we have the right people in the right positions and that everyone is accountable
for their results.

With the consolidations that were made during a downturn in the economy, we were able to
withstand economic pressures that were devastating to others in the printing and office supplies industry. Now we must focus
on increasing our revenues by providing our wide line of products and superior service to our customers. We must focus on
maximizing the machine utilization that we have available to us in many of our facilities, while at the same time eliminating or
reducing all unnecessary costs. If we focus on these goais we will continue to grow and we will enhance our profits.

We must stay focused on making each of our facilities the “first call” provider to our customers for their printing, office supplies,
or furniture needs.

e LN

Toney K. Adkins, President and COO . .- -
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“Our success will rely on
continuing to do what we
do best-creating value for

our customers by expanding
our printing capabilities.”

» R, DOUGLAS MCELWALN, Senior Vice President
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R. Douglas McElwain, Senior Vice President .

The need for printing will always exist. As m:mEEos Industries evolves, | believe we will find
business coming from many new sources. As | see it, our continued growth will depend upon
our response to the changing needs of our customers.

The restructuring of Champion’s new management team provides a more streamlined, and
more efficient network for successfully meeting our customers’ needs. My experience has
been that periods of change have served to energize and motivate employees. 1 look forward
to the daily challenges and relationships to be forged with my new assignment. My belief is
that the most valuable companies are managed by those who listen and inspire. My moa is
to be such a leader.

The companies that will be under my supervision are: Consotidated Graphics located in New Orleans and Baton Rouge, Loui-
siana; Blue Ridge Printing in Knoxville, Tennessee, and Ashville, North Carolina; Champion Industries in Jackson, _,\_am_mm_uu_
and The Merten Company in Cincinnati, Ohio. Each of these companies has distinct printing capabilities. Our companies in
New Orleans, Ashville, and Cincinnati produce the highest quality color printing that a customer may. s :mmn_ "The growth of the
Baton Rouge based Consolidated Graphics has been based on consistent market penetration and the N_S:_m_:o: oﬁ Transdata
“Systems. This network of companies will provide the resources for-us to be successful in the printing industry. Our success will
rely on continuing to do what we do best--creating value for our customers by expanding our printing capabilities. | see our
progress as a direct result of staying focused on our n__m:m needs. The lines of communication must remain open and constant
to anticipate their needs. A

o

“"The main reason customers maintain a relationship with their printer is a combination of trust, honesty, and service. For me,

these three traits are representative of what each of us should strive to be. The goal is to have those companies mentioned
above reflect these ideals.

I believe this new management team recognizes that Champion Industries is as strong as ever and is committed to a vision for
the future. We believe and recognize that a thirst for success begins in the heart and that hard work, determination,-and steady
progress produces results. We all share the belief that it is our responsibility to inspire others to achieve more than they ever
thought was possible.

I look forward to our growth in the years ahead. [ believe our job is to lead people to a purpose, the purpose of cm_:m the
absolute best at what we do. Without embellishment, let the journey to the future begin today.

R. Douglas McElwain, Senior Vice President
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“To achieve our goal of
being one of the top two
companies in our industry in
each of our regional markets,
we must embrace a change-
orfented philosophy as we
offer our customers more an-
cillary products and
value-added services.”

>» WILLIAM G. WILLIAMS, JR., Senior Vice President

0B KAMIA - DOROTHY KEITH « DONALD HUGHES - JAMES MCCARTT - IRK BCCONNELL - AMANDA HIEHAUS - RITA REMETH - WILSON SH:
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William G. Witliams, Jr., Senior Vice President

Implementing a Change Culture and Accelerating Organic Growth

Champion Industries is poised for growth and high performance in 2005. To achieve our
goal of being one of the top two companies in our industry in each of our regional markets,
we must embrace a change-oriented philosophy as we offer our customers more ancillary
products and value-added services.

The recent acquisition of Syscan Corporation is central to our client-focused business strat-
egy. First, we are converting the Syscan manufacturing plant in Charleston into a Customer
Solutions Center. The center will provide digital printing on demand, kitting, mailing and
distribution solutions for our customers nationwide. Also, the consolidation of the Chap-
man Printing and Syscan sales offices in the Charleston market will provide significant synergy to our profit model while
strengthening our competitive position.

Our Morgantown and North Central West Virginia markets are growing and vibrant. We will continue to focus on increasing
our print sales while building upon our experience and increased buying power in furniture and office supplies to expand into
surrounding markets.

Our central Kentucky region is well positioned with new leadership and additional print management solutions. We will lever-
age our fulfillment capabilities as we provide a comprehensive supply management solution for our customers.

As a truly marketing-led organization, we will refine our sales strategies to focus on high-growth product lines and value-added
services to increase utilization of our fixed assets and drive profitability. We are committed to creating a “Champion University”
to foster an environment of continued learning as we create a high-performance sales organization. We will align our sales
force with key customer groups, specifically clients in the banking and insurance, healthcare, industrial, transportation and
trade association segments.

The key to execution will be the integration of our key business applications into one shared database that interfaces with our
print management portal. The addition of office supplies and advertising specialties to our electronic portal will provide our
customers a Total Supply Chain solution that extends well beyond ink on paper. Clearly, to make this happen we must embrace
new technology and automation. The result will be improved customer satisfaction, more efficient workflows, and increased
profitability for our shareholders.

x§§ \§,§J

William G. Williams, Jr., Senior Vice President




V1 SUBayIO MaN
soydein pajepijosuo)

V1 ‘98noy uojeg

soiydesn pajepijosuo) -

SI ‘uosyoe(
uosxpef sapgsnpuy uorduseyy =

DN ‘JjjiAdysy
Sunuug a3py anjg

N ‘Hodsgury
sonydein aylueq -

A ‘uoiduixal
Auedwo) gunung uewdey) -

AM ‘uojsunuUNY
geLsn

AM ‘uojdununy

Auedwo) Sunuird uewidery -

AM ‘uojuguny
5133YS 1) puljoIR) O

AM UOISRLD
uonelodio) ueisks - B
AM UOJs3lzRYD ,
fuedwo) gunuugd uewdey)y <

AM ‘BIngsinied
fuedwo) gupund uewdey) -

HO ‘“neaupu)
Auedwio) uaysay ayy < -

vd ‘3|j1Aagpug
SUOHNR[OS Wi0JAU] -

vd maBpug G
nopenunwwo) Jydein pajepiosuo)

e
‘ //

e

L
m

\o

)
N

%=

o

N -~
A

i
il

\
/

7

suoisialg Sunutid -duj ‘saLysnpuj uoidwey)



) .
ONSOLIDATED INTERFORM

A Ditakon of Champion tocestrier, M. P ——
A DIVESION OF CHALIPHON INOUSTRIES, 5.

ﬁ@@w/ Donihe Graphics

\ A DIVISION OF CHAMPION INDUSTRIES, INC.

Consolidated Graphics - Baton Rouge Division
10848 Airline Highway >> Baton Rouge, LA 70816

Phone: 225.291.9090 >> Toll Free: 800.552.4610 >>
Fax: 225.291.0900 >> E-Mail: cgsales@bellsouth.net

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

Consolidated Graphics - New Orleans Division
746 Carondelet Street >> New Orleans, LA 70130

Phone: 504.525.8283 »> Toll Free: 800.807.9688 >>
Fax: 504.569.0715 >> E-Mail: cgsales@bellsouth.net

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

Donihe Graphics
766 Brookside Drive >> Kingsport, TN 37660

Phone: 423.246.2800 >> Toll Free; 800.251.0337 »>
Fax: 423.246.7025 >> E-Mail: donihesales@champion-industries.com

Medium- to long-run half-web color printer with full digital pre-press fea-
turing full color separations >> 5-color 2-sided Harris M110 press up to

17 3/4in. x 26 1/2 in. with UV coating >> 6-color sheetfed press up to

28 in. x 40 in. with coater and full bindery

Interform Solutions
1901 Mayview Road >> Bridgeville, PA 15017

Phone: 412.221.3300 >> Toll Free: 800.255.3370 >>
Fax: 412.221.6585 >>E-Mail: info@interformsolutions.com

Leading manufacturer of business forms and direct mail printing to the
trade >> Roll-fed presses up to 8-color >> Full bindery > Mailer and blown-
on labels >> Direct mail printing and in- house mailing services > Bar
coding for inventory contro! >> Variable imaging and personalization >
Forms management programs >> Foil embossing and registered holograms
»> Warehousing

The Merten Company
1515 Central Parkway >> Cincinnati, OH 45214

Phone: 513.721.5167 >> Toll Free: 800.255.8638 >
Fax: 513.241.2219 »> E-Mail: sales@mertenco.com

Mid-sized commercial printer with full digital pre-press >> 1- to 6-color
presses up to 28 in. x 40 in. with in line aqueous coating > Full bindery
> Fulfillment services

Syscan Corporation
Syscan Business Park > Suite 100 >> 2800 7th Avenue >
Charleston, WV 25312

Phone: 304.744.4686 >> Toll Free: 800.999.2471
Fax: 304.744.4980 » E-Mail: info@syscancorp.com

Full line printing and services distributor >> Print management > Fulfill-
ment > B2B e-commerce solutions >> Mail >> Digital print

US Tag
2450-90 1st Avenue >> Huntington, WV 25703

Phone: 304.691.5046 >> Toll Free: 800.638.1018 >
Fax: 304.691.5060 >> Fax Toll Free: 800.625.6076 >>
E-Mail: ustag@champion-industries.com

Stock and custom tag manufacturer >> Small-sized commercial printer with

full digital pre-press > 1- to 3-color presses up to 14 in. x 20 in. >> Letter-
press up to 18 in. x 22 in. > Full bindery

22
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Stationers, Inc.
1945 5th Avenue >> Huntington, WV 25703

Phone: 304.528.2780 > Toll Free: 800.862.7200 >
Fax: 304.528.2795 >> E-mail: e-champ@champion-industries.com

Full line of office products and supplies > Data products and supplies >
Office furniture: A-Grade; Mid-range; Budget; Pre-owned > Design ser-
vices

Smith & Butterfield Company
2800 Lynch Road > Evansville, IN 47711

Phone: 812.422.3261 >> Toll Free: 800.321.6543 >
Fax: 812.429.0532

Smith & Butterfield Company
115 East 3rd Street >> Owensboro, KY 42303

Phone: 270.683.3555 > Fax: 270.683.3556
Full line of office products and supplies >> Data products and supplies >>

Office furniture: A-Grade; Mid-range; Budget; Pre-owned >> Design ser-
vices > Printing Sales

Syscan Corporation
Syscan Business Park >> Suite 100 >> 2800 7th Avenue >>
Charleston, WV 25312

Phone: 304.744.4686 >> Toll Free: 800.999.2471
Fax: 304.744.4980 >> E-Mail: info@syscancorp.com

Office product sales > Office furniture distributor
1704 Mileground Road >> Suite 1 > Morgantown, WV 26505

Phone: 304.284.0200 >> Toll Free: 800.999.2471
Fax: 304.284.0209 >> E-Mail: info@syscancorp.com

Office product sales >> Office furniture distributor

26¢¢




WO saLsnpul-uotdwep@Raydada :iew-3 << SINAIIS JunuLy << SDIA
135 UBIS3IQ << PAUMO-ald 13Zpng ‘aBueL-piy BPRIN-Y RIMILNG DO
<« salddns pue spnpoud ejeq <« saiddns pue spnpoid 30y;o jo auj N4

CLILETY0ObL Xy
<< 9658'851°008 9944 |I0L << 9658'981 V0L BUOYd

LO19Z AM ‘SIngs1ayied << 139115 ULy S0t

13MaIg UOSLLIET.

138png ‘aguel-pIY :InNuIng DYWO
<< sa|ddns pue spnpoid eleq <« sayddns pue spnpoid 31130 Jo 3u| N4

1RUYINOS||Pq@s3|eSIRI IBW-T << D060"L6T STT XB
<« Q19b'C55°008 9314 ]|0L << 0606'L6C LT BUOYd

9180 V1 ‘a8noy uojeg << Aemysiy u:__h_<$mo_
uoisiAlg 3gnoy uojey - soyde1s pajepijosuo)

ssaid-aid [e)3ip yum ssapenbpeay sajes gunuild AA s3jes spnpoad 2o

90PE"SSELOT XES
< [L9L71£9°008 331 |IOL << LESH'SSE™L09 BUOLd

SOZ6E SW 'UOSYIE( << 13315 UONIWEH JSET £7€
uosye( sausnpuq uordwey)

DA S IULENONT MOLITHD 40 NOIBAD ¥
N CUINOUVAB 4O NS ¥

»ST

S3]es SunuLg <« SadlA
<135 UBISIQ << PAauUmO-ald ‘1a3png PFUBL-PI DPeIN-Y Buniuiny YO
<< salddns pue spnpoid eleQ <« saddns pue spnposd 3yjo o auy ny

8902°908°008 &4
<«|8/¥'€1€°998 3311 |01 <« 8899 €T HOE duoYd

LOEIZ AM BINGSHR]D << 1330S U3y ULION 00
singsytep) uoidwey)

ugisap pue Bujuueld eds <« SWAISAS DPEID-y NIy YO

; 9988'tETH0E X4
<< 659£'796'008 9914 [I0L << 0888"EE£CPOE duoud

. . £0097 AM “BUIIFAYM << 1390 UIBW 1T
s101131u] ssauisng joyde)

0SEEIVEHOE XEy
<< 088£'8C9°008 3311 |IOL << 09SLEVEHOE Auoyd

Z0EST AM ‘UOISILLBLD) << INUIAY BUBIPU] [ |/
s1oua3u] ssauisng jopde)

TR s

TCRBIgUOSHIIeY) =3)

P —— “ONI "SHINOU VLS 40 NOISIAND V
SHavID) DM NSV I
@a1variosNod NOIJINY HL)
SIS MINI oy
NOIANVEO mM%u_u_mM%m_
T01LtEdVvV D

&

(rlfﬁ/{{{)

N

B

R

IS S
T




MITH - HEATHER SPRADLING -

Financial Table of Contents

29 » Selected Consolidated Financial Data 30 >> Management’s Discussion and Analysis of Financial Condition and Results of Operations 36 >> Report of Independent Registered
Public Accounting Firms 37 >> Consolidated Balance Sheets 38 »> Consolidated Statements of Operations 38 > Consolidated Statements of Shareholders’ Equity 39 »>> Consolidated
Statements of Cash Flows 40 »> Notes to Consolidated Financial Statements 53 >> Shareholders’ Information

MOIH OIAYG * HONYANIXIH WIX - WYHNAG AWIUI0 + NY30 13YHIYI < TLLAH SY1D000 « IT138Y) MIYORY - I 'ATTIVE DNIWAYT * HIHYDINGdY AYYD + $31D3IZ GNOWAYY * SKVITTIM NYOT

< TERRY LEWS - JUDITH KLOS - HATTIE MORROW « MARYAKN NEFF - PATRICK VANHORN - MITCHELL TIBBITS « JANE WESSEL +MICHAEL YESENCZI] - TONEY ADIINS - ERNIE BALL 1t + TIMOTHEY DONNELLY + JAMES DELBRUGGE » DIAN KANON » RYAN JARRELL « CYNTHIA PIERSON - MICHAEL OVIENS « DAVID REED « JACQUELYN SMITH « WILMA SHIFLETT . K

» 28 |




67 <<

‘K1oey npasd Buinjoaas sAuedwo? syl Japun sBUIMOLI0Q JUBLINI-UOU SBPNIAUY

"SISBQ PaIN|Ip PUe 21Seq B U0 aieys 1ad yy 0 J0 Xe) J0 13U uoiw g F$ 10 uolpw |9 Jo
ab1eyo xe1-a1d e papiodas Auedwos ayy ‘uejd siyy jo 3nsal e Sy 00z Jauenb payy ayl uy
uejd Juawadueyus Anjigelrjoid pue Bunoniisal apim-aieiodion e pateiiiul Auedwog ay]

9219 L09'zy 998'Zy 169°Zy 155°Ly Aunba s1apjoyaseys
0.0'8 BYS'y Go8'l 996°¢ [57'8  (z{uomiod Juaund jo 1au)
1gap wial-buo]

69G'LL 056°€9 805'65 698G 051'p9 sjasse |ejo]

0L0'6Z W0'97 2092 LL6'97  EI6'9T (ended Buniop
b’ $ S9LS $ L0SY $ 21T S shLL $ S)us|emnba ysed
pue ysen
(spuesnoy: uj) ‘eje( 1aays aosuejeg
0002 L00Z 2002 £002 p00Z
‘L€ 8G90
000'vLL'6  000°WLL'6 000'9ZL'6 000°L9L'6  000'GZ8'6 pan|ig
000VLL'6  DOD'PLLE 000'WLLE O000WLL6 O00D'6ZL6 aiseq

-Buipueisino saseys
uowwod abeisae pajyblapg

020 $§ 020 ¢ 020 $ 0c0 § ozo0 $ aleys Jad spusping

vl B82S A 0l 882 awoaut Jayig

(8Lo't} (168) {98€) {£91) (10¢g) asuadxa 1salalu|

LL ¥9 i 14 L aW0IU! 1S3133U)
GOv'y Clrard £L0'Y 951'e 8EE’l suonesado

wouj ($S0]) B0

- 190¢ — — — $1502 JuauLedun 188SYy

— 2502 — — — $1500 Buunionnsay

129°2¢ 008'LE 095°0¢ 727’1 S9L'EE  SAsuddx® aajelsiutwpe
pue |esauab ‘Buijjag

920'LE (99'%E £89'7E 8LEVE  £0G'PE 1youd ssoi9

£0€'68 LLY'06 157’88  G08'/8  668'68 $8|es J0 1500 |ejo|

(2661 199'8L 08761 £5p'/1 069’61 anjiting 830 pue
syonpoud 8010

9/£'69 aL8’LL L£2'89 26601 60Z'0L Bunug
:$9]2$ J0 1507

6292l vp1'GZL v88'zZ1  €817Z1  Tob'beL Sanuaaal [e10]

219'6¢ 86692 069'/Z ar9'Ge L10'62 almiuiny 8310 pue
sjonpoid 9914Q

(G996 $ 9vL'86$ ¥61'G6 $ [EG96$ GZE'GH S Bunuugy
270 {zz0) £20 8lL0 800 paing ‘sanuanay
Z¢co $ (zzo) $ ez0 $ 810 $ 800 $ Jiseg
:aleys Jad (sso|) sbuluey (evep aieys Jad pue aleys 1deoxa ‘spuesnoly u))  :eyeq yuawayelg bunesadg
0Lz $ (28L'Z7) $ 80ZZ $ 89LL $ o0& 0§ (ss0]) Bwodul 18N 0002 1002 2002 £00Z 002
‘L€ 180190 papug Jeap

{eav't) £9€ (995°L)  (8EZ'L) (285) 1j3usq
(asuadxa) xe1 awoou)
LR {5v52) vLLE £00°c zee’l $8xe) aWwoaul

21048 (SSO|) WO,

0002 wlooe z00z £002 00z
‘L€ 180019() papud Jesp

(QINNILNQD) WIWa TWIONVYNIZ 0ILVAINOSNOD GILIN3S

‘uialay a1symas|a Buitesdde suoneladq jo synsay pue
uo?) |BI1JUBULI JO SISA|BUY PUB UOISSNISI] S uswabeuepy ul paUIRILIOD uolRLLIOL
3} pue ‘salou paje|al ‘SIUBWBLeLS [EIJUBUI{ PB1EP)0SUOY) PalpNY 8yl Yum uonaunfuod
Ul pesal aq pinoys mo|aq Y0} 18S uoiewloul ay) Auedwo?) ay) Jo SIUSWaLeIS (eloueuly
palepliosuoy) palipny ayl Woly paAtap usaq aAeY 00z ‘LE 4qoioQ papua pouad
B Ul SIB9A DAY BU} JO YIBD J0) BIEP |BIJUBUY) PAIBPI|OSUDI Pa1a|as Buimojjo} sy

Yi¥Q TYIINWNIZ a31¥aIT0OSN0D a3LIIS

* RLWS QIAYE = SHIN VNHSOF + SIA08 NOSTIN - ONLINITVA INVIQ * STIOVA TUY) - SLLI TIVHIIN - 433N AWWOL - NOSYIVT VIIWYd * THSAH AWWIF - 431504 QIAYO * SYIT3 AHOD - NYSSOY) SYWORL + ¥3QITHISHIVS YHIL - SNINQY AS0SIHD - TIMNIHIS 1411 + OI99IY ANOHLNY * DYTIVM WVITUM « AINUYA JIWYT - AGINNIN NIT3H « NOIHSOH 301 - AGHSY TYLSAYM - ATIONNO3 Hd3SO( -

- BROOKE GUILLORY - JOHN LAMPE, JR. « BILLY SLAGLE - PHIL SNODGRASS - STEVEN TURPAC




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINAMCIAL CONDITION
AND RESULTS OF OPERATIONS

OVERVIEW

The Company is a commercial printer, business forms manufacturer and office
products and office fumiture supplier in regional markets of the United States of
America, east of the Mississippi River. The Company has grown through strategic
acquisitions and internal growth. Through such growth, the Company has realized
regional economies of scale, operational efficiencies, and exposure of its core products
to new markets. The Company has acquired fifteen printing companies, eight office
products and office furniture companies, one Company with a combined emphasis on
both printing and office products and office furniture and a paper distribution division
{which was subsequently sold in 2001) since its initial public offering on January 28,
1993.

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

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

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

CRITICAL ACCOUNTING POLICIES INVOLVING SIGNIFICANT ESTIMATES

The Company's significant accounting policies are described in Note 1 to the
consolidated financial statements. The discussion and analysis of the financial
statements and results of operations are based upon the Company's consolidated
financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States. The preparation of these financial
statements requires management to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related disclosure of
contingent assets and liabilities. The following critical accounting policies affect the
Company’s more significant judgments and estimates used in the preparation of the

30<<

consolidated financial statements. There can be no assurance that actual results will
not differ from those estimates.

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

The Company believes that the accounting estimate related 1o an asset impairment
is a “critical accounting estimate” because it is highly susceptible to change from period
to period because it requires management to make assumptions about future cash flows
over future years and that the impact of recognizing an impairment could have a
significant effect on operations. Management's assumptions about future cash flows
requires significant judgment because actual operating levels have fluctuated in the past
and are expected to continue to do so in the future. Management has discussed the
development and selection of this critical accounting estimate with the audit committee
of our board of directors and the audit committee has reviewed the Company's disclosure
relating to it in the MD&A.

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

As discussed in the notes to the financial statements, goodwill and other intangibles
are recorded at the adjusted book value and were analyzed for impairment with the
implementation of Statement No. 142. The fair value of the Company’s goodwill and
other intangibles was estimated using discounted cash flow methodologies. Based on
the analysis, the Company determined that fair value relating to goodwill and other
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RESULTS OF OPERATIONS RESULTS OF OPERATIONS (CONTINUED)

The following table sets forth for the periods indicated information derived from the Year Ended October 31,
Company’s Consolidated Statements of Operations, including certain infermation ($ In thousands)
presented as a percentage of total revenues. 2004 2003 2002
Year Ended October 31, Other income
($ In thousands) (expense):
2004 2003 2002 Interest income 7 00 4 00 14 0.0
Interest expense (301) (0.2) (167) {0.1) (386) (0.3)
Revenues: Other income 288 02 10 00 73 0.1
Printing $95325 766% $ 96537 790% § 95194 775%
Office products Income before
and office income taxes 1332 11 3003 24 3,774 31
furniture 29,077 234 25646 210 27,690 225 Income tax expense (582) (0.5) (1.235) (1.0 (1,566) {1.3)
Total revenues 124,402 100.0 122,183 100.0 122,884 100.0 Net income $ 750 06% $ 1768 149% § 2208 1.8%
Cost of sales:
Printing 70,209 56.4 70,352 578 68,771 56.0 YEAR ENDED OCTOBER 31, 2004 COMPARED Y0 YEAR ENDED
Office products OCTOBER 31, 2003
and office
furniture 19,690 15.8 17,453 143 19,480 158 REVEMUES
Total cost of sales 89,899 72.2 87805 719 88,251 718 Consolidated net revenues were $124.4 million for the year ended October 31, 2004
compared to $122.2 million in the prior fiscal year. This change represents an increase
Gross profit 34,503 278 34378 281 34633 282 in revenues of approximately $2.2 million or 1.8%. Printing revenues decreased by $1.2
million or 1.3% from $96.5 million in 2003 to $95.3 million in 2004. The decrease in
Selling, general printing sales was reflective of an industry wide sluggish print economy as well as
and administrative competitive market factors partially offset by two months of sales from the Syscan
EXpenses 33,165 26.7 31,222 256 30,560 249 acquisition. Office products and office furniture revenue increased $3.4 million or 13.4%
from $25.6 million in 2003 to $29.1 million in 2004. The increase in revenues for the
Income from office products and office furniture segment was primarily attributable to a full year
operations 1,338 11 3156 25 4073 33 sales in 2004 for Contract Business Interiors and two months of sales from the Syscan
acquisition.
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OTHER INCOME (EXPENSE)

Interest expense decreased $219,000 to ($167,000) in 2003 from ($387,000) in 2002
primarily as a result of a decrease in interest rates and lower outstanding borrowings.

INCOME TAXES

Income taxes as a percentage of income before taxes were 41.5% in 2002 compared
with 41.1% in 2003.

The effective income tax rate in 2003 and 2002 approximates the combined federal
and state, net of federal benefit, statutory income tax rate.

NET INCOME

For reasons set forth above, net income for 2003 decreased $440,000 to $1.8 million,
or $0.18 per share on a basic and diluted basis, from net income of $2.2 million for 2002,
or $0.23 per share on a basic and diluted basis.

LIQUIDITY AND CAPIVAL RESOURCES

As of October 31, 2004, the Company had $1.7 million of cash and cash equivalents,
a decrease of $426,000 from the prior year. Working capital as of October 31, 2004 was
$26.9 million, a 0.2% decrease from $27.0 million at October 31, 2003.

The Company has historically used cash generated from operating activities and debt
to finance capital expenditures and the cash portion of the purchase price of
acquisitions. Management plans to continue making significant investments in
equipment and to seek appropriate acquisition candidates. However, to fund the
Company's continued expansion of operations, additional financing may be necessary.
The Company has two available lines of credit totaling $11.0 million {See Nate 3 of the
Consolidated Financial Statements). For the foreseeable future including through Fiscal
2005, management believes it can fund operations, meet debt service requirements and
make the planned capital expenditures based on the available cash and cash
equivalents, cash flow from operations and lines of credit.

Additionaily, the Company has minimal amounts of future contracted obligations (See
Note 3 and Note 6 of the Consolidated Financial Statements). The Company is not a
guarantor of indebtedness of others. The Company’s off balance sheet arrangements at
October 31, 2004 relate to the Syscan acquisition and are associated with potential
contingent purchase price consideration of $1.5 million payable in October 2006 and a
put option from Williams Land Corporation to sell a building to the Company for $1.5
million. This option may be exercised no later than 60 days prior to the end of the lease
and closing of said purchase cannot exceed 45 days from the end of the lease.
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As of October 31, 2004 the Company had contractual obligations in the form of leases
and debt as follows:
Payments Due by Fiscal Year

Contractual Obligations 2005 2006 2007 2008 2009 Residual Total
Non-cancelable operating

leases $1.399.647 $1,220998 $ 945183 §$ 701,474°§ 253,340 $ —  $4520,642
Revolving line of credit — 2,300,000 — — — — 2,300,000
Term credit 1,565,911 1,561,364 1,580,206 1583979 300328 914446 7,496,234
Obligations under capital

leases 132,518 16,484 e — — — 149,002

$3,088076 $5,098,846 $2525389 $2,285453 $553,668 $ 914,446 § 14,465,878

CASH FLOWS FROM OPERATING ACTIVITIES

Cash flows from operating activities for the years ended October 31, 2004, 2003 and
2002 were $4.8 million, $4.6 million and $5.8 million. Cash flows from operating
activities for the fiscal year 2004 compared to 2003 were reflective of additional cash
generated in 2004 from changes in assets and liabilities, increased depreciation and
amortization expense and higher bad debt expense partially offset by a reduction in net
income.

CASH FLOWS FROWM INVESTING ACTIVITIES

Cash used in investing activities was ($7.5) million, ($3.7) million and ($1.1) million
for the years ended October 31, 2004, 2003 and 2002. Cash flows used in investing
activities increased due to capital expenditures associated with equipment purchases,
building improvements and expansion as well as the acquisition of Syscan Corporation.
These expenditures were partially offset by proceeds from the sale of two buildings in
2004. Cash flows used in investing activities increased in 2003 compared to 2002 due
to the purchase of a building in Baton Rouge, Louisiana and the purchase of additional
equipment including several new presses, coupled with a decrease in proceeds from
asset sales in 2003. In 2002, the Company sold two buildings which were reflected as
proceeds from the sale of fixed assets.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Audit Committee, Board of Directors and Stoclholders
Champion Industries, Inc.
Huntington, West Virginia

We have audited the accompanying consolidated balance sheet of Champion
Industries, Inc. and Subsidiaries (the “Company”} as of October 31, 2004, and the related
consolidated statements of operations, stockholders’ equity, and cash flows for the year
then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements
based upon our audit.

We conducted our audit in accordance with the standards of the Public Company
Accounting Oversight Board {United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly,
in all material respects, the financial position of the Company at October 31, 2004, and
the results of its operations and its cash flows for the year ended October 31, 2004 , in
conformity with accounting principles generally accepted in the United States of
America.

\ﬁ»w \A.w\ I ot

Evansville, Indiana
January 6, 2005

REPORT OF INOEPENDENT REGISTERED PUBLIC ACCOUNTING FIRWA
{CONTINUED)

The Board of Directors and Shareholders
Champion Industries, Inc.

We have audited the accompanying consolidated balance sheets of Champion
industries, Inc. and Subsidiaries as of October 31, 2003, and the related consolidated
statements of operations, shareholders’ equity, and cash flows for each of the two years
in the period ended October 31, 2003. These financial statements are the responsibility
of the Company’s management. Our responsibility is to express an opinion on these
financial statements based upon our audits.

We conducted our audits in accordance with auditing standards of the Public
Company Accounting Oversight Board {United States). Thase standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our cpinion, the consclidated financial statements referred to above present fairly,
in all material respects, the consolidated financial position of Champion Industries, Inc.
and Subsidiaries at October 31, 2003, and the consolidated results of their operations
and their cash flows for each of the two years in the period ended October 31, 2003, in
conformity with U.S. generally accepted accounting principles.

Ennet ¥ %?s,mi%

Charleston, West Virginia
December 31, 2003

ONNA TINSLEY « JOSEPH REED - LAWRENCE BAILEY, JR. - JAMES BOYER « VIRGIL WORKMAR - SHERRI CARO - TERRY FLORA - {(EVIN KEITH - HENRY MCGEE 11 - SUSAN MARSHALL - DAVID KATRUSKA - JULIE MYERS - SHIRLEY FLEMING - DAREN CARNEY « KENNETH DRIVER - MICHAEL GRAHAM - KAREN LYSAGHT « FREDERICI OTIENO + ROBERT SANDERS - TERRY LEWIS - MARK SHULL « DA!
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CONSOLIDATED STATERMENTS OF OPERATIONS COMSOLIDATED STATEMENTS OF OPERATIONS (CONTINUED)

Champion Indusiries, Inc. and Subsidiaries Champion Industries, Inc. and Subsidiaries
Year Ended October 31, Year Ended October 31,
2004 2003 2002 2004 2003 2002
Revenues: Farnings per share:
Printing $ 95324314 § 96536601 § 95,194,288 Basic $ 008 § 018 3§ 023
Office products Diluted 0.08 0.18 0.23
and office furniture 29,077,258 25,646,031 27,689,621
Dividends paid per share $ 020 § 020 § 0.20
Total revenues 124,401,572 122,182,637 122,883.909
Weighted average shares
Cost of sales: outstanding:
Printing 70,209,212 70,351,496 68,770,628 Basic 9,729,000 9,714,000 9,714,000
Office products Diluted 9,825,000 9,761,000 9,726,000
and office furniture 19,689,542 17.453,228 19,480,400
Total cost of sales 89,898,754 87,804,724 88,251,028 CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY
Champion Indusiries, Inc. and Subsidiaries
Gross profit 34,502,818 34,377,908 34,632,881
Additional
Selling, general and Common Stock Paid-In Retained
administrative expenses 33,164,699 31,221,692 30,560,289 Shares Amount Capital Earnings Total
Income from operations 1,338,119 3,156,216 4,072,592 Balance, October 31,2001 9713913 $9,713.913  $22,242,047  $10,644,926  $42.600,886
Other income {expense). Net income for 2002 — — — 2207,704  27207,704
Interest income 6,663 3.899 14,376 Dividends ($0.20 per share) — — —  {1,942,780)  (1,942,780)
Interest expense (300,742) (167,442) (386.699)
Other 281,750 10,216 73,326 Balance, October 31,2002 9713913 9713913 22242047 10909850 42,865,810
(6,329) (163,327) (298,997) Net income for 2003 — — — 1767803 1,767,803
Dividends ($0.20 per share) — — —  {1,942,779) (1,942,779}
Income before income taxes 1,331,790 3,002,889 3,773,595
Balance, October 31, 2003 9,713,913 9713913 22,242,047 10734874 42,690,834
Income tax expense (582,092) (1,235,086) (1,565,891}
Net income for 2004 — — — 749,698 749,698
Net income $ 749698 § 1767803 $§ 2,207,704 Dividends ($0.20 per share) — — —  (1,945,783)  (1,945,783)
Stock options exercised 20,000 20,000 36,063 — 56,063

Balance, October 31,2004 9,733913  $9,733913 $22278,110  $9,538,789  $41,550,812

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATERIENTS
Champion Industries, Iinc. and Subsidiaries

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

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

RINC!

LES OF CONSOLIDATION

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

Significant intercompany transactions have been eliminated in consolidation.

CASH AMD CASH EQUIVALENTS

Cash and cash equivalents consist principally of cash on deposit with banks,
repurchase agreements for government securities, and a money market account, all
highly liquid investments with an original maturity of three months or less. At October
31, 2004 and 2003, the Company held overnight repurchase agreements for $834,000
and $1,415,000 of government securities with stated interest rates of 1.44% and 0.30%.

ACCOUNTS RECEIVABLE
Accounts receivable are stated at the amount billed to customers. Accounts

receivable are ordinarily due 30 days from the invoice date.
The Company encounters risks associated with sales and the collection of the

Champion Industries, Inc. and Subsidiaries
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associated accounts receivable. As such, the Company records a monthly provision for
accounts receivable that are considered to be uncollectible. In order to calculate the
appropriate monthly provision, the Company primarily utilizes a historical rate of
accounts receivables written off as a percentage of total revenue. This historical rate is
applied to the current revenues on a monthly basis. The historical rate is updated
periodically based on events that may change the rate such as a significant increase or
decrease in collection performance and timing of payments as well as the calculated
total exposure in relation to the allowance. Periodically, the Company compares the
identified credit risks with the allowance that has been established using historical
experience and adjusts the allowance accordingly.

During 2004, 2003 and 2002 $488,000, $336,000 and $363,000 of bad debt expense
was incurred and the allowance for doubtful accounts was $1,422,000, $1,191,000 and
$1,397,000 as of October 31, 2004, 2003 and 2002. The actual write-offs for the periods
were $464,000, $543,000 and $398,000 during 2004, 2003 and 2002. General economic
conditions and specific geographic and customer concerns are major factors that may
affect the adequacy of the allowance and may result in a change in the annual bad debt
expense.

INVENTORIES

Inventories are principally stated at the lower of first-in, first-out, cost or market.
Manufactured finished goods and work-in-process inventories include material, direct
labor and overhead based on standard costs, which approximate actual costs.

PROPERTY AND EQUIPMENT

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

Buildings and improvements 5 - 40 years
Machinery and equipment 3 - 10 years
Furniture and fixtures 5- 10 years
Vehicles 3-5years

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

- EDWARD GATES, JR. - WILLIAM BOURDIER - JAMES CRAWFORD - ANGELA CHAPMAN - JANICE GASPARD « PHILLIP PERCIAVALLE - AMANDA NIEHAUS - LARRY REECE - PAUL SCANLON JR. - JEFF VARNEY - ANTOINETTE KUCHERA - BARBARA LINIOUS - CHARLES GAMBLE « PHILLIP BELL - CYNDEE BEDILION + LEONA JEFFRIES - LIN PARSONS - ROBERT WOODSON, JR.

DAVID BLACK - LI

JAMES BECKER « KEVIN HORN - JOSEPH HAELIN - CYNTHIA JOHNSON - STEVE MACMILLAN - DOUG MCELWAIN - DAVID NUTTER « TERRY PENLAND « MICHAEL NORMAN - LIZABETH REFOSCO - DEBORAH REESE - MARK THOMPSON « BEVERLY PLUTE - KEVIN QUINLAR
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REVENUE RECOGNITION

Revenues are recognized when products are shipped or ownership is transferred and
when services are rendered to customers. The Company acts as a principal party in sales
transactions, assumes title to products and assumes the risks and rewards of ownership
including risk of loss for collection, delivery or returns. The Company typically recognizes
revenue for the majority of its products upon shipment to the customer and transfer of
title. Under agreements with certain customers, custom forms may be stored by the
Company for future delivery. In these situations, the Company may receive a logistics and
warehouse management fee for the services provided. In these cases, delivery and bi
schedules are outlined with the customer and product revenue is recognized when
manufacturing is complete and the product is received into the warehouse, title transfers
to the customer, the order is invoiced and there is reasonable assurance of collectibiity.
Since the majority of products are customized, product returns are not significant.
Therefore, the Company records sales on a gross basis. Shipping and handling costs are
recorded as a component of cost of sales.

ACCOUNTING FOR COSTS ASSOCIATED WITH EXIT OR DISPOSAL ACTIVITIES

In July 2002, the FASB issued SFAS No. 146 “Accounting for Costs Associated with
Exit or Disposal Activities” (Statement No. 146), which supercedes EITF No. 94-3,
“Liability Recognition for Certain Employment Termination Benefits and Other Costs to
Exit an Activity.” Statement 146 requires companies to record liabilities for costs
associated with exit or disposal activities to be recognized only when the fiability is
incurred instead of at the date of commitment to an exit or disposal activity. Adoption
of this standard is effective for exit or disposal activities that are initiated after
December 31, 2002. The Company recognized costs for severance, lease termination and
travel of approximately $123,000 during the fourth quarter of 2003, under the
requirements of this standard, relating to the consolidation of the Company’s U.S. Tag
facility into the Company’s existing Huntington, West Virginia location. During the
second quarter of 2004 the Company recognized costs associated with facility
consolidations of approximately $150,000 and personne! severance related costs of
approximately $37,000.

ACCOUNTING FOR STOCIK-BASED CORMPENSATION

In December 2004, the FASB issued SFAS No. 123R (revised 2004),
“Share-Based Payment.” This statement revises SFAS No. 123, "Accounting for Stock-
Based Compensation,” and requires companies to expense the value of employee stock
options and similar awards. The effective date of this standard is interim and annual
periods beginning after June 15, 2005.

Champion Industries, Inc. and Subsidiaries
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The Company has elected to follow the intrinsic value method in accounting for its
employee stock options. Accordingly, because the exercise price of the Company's
employee stock options equals the market price of the underlying stock on the date of
grant, no compensation expense is recognized.

The fair value of these options was estimated at the date of grant using a Black-
Scholes option pricing mode! with the following weighted-average assumptions for
2004, 2003 and 2002 respectively: risk-free interest rates of 4.03%, 4.30% and 3.91%;
dividend yields of 4.21%, 4.80% and 8.03%; volatility factors of the expected market
price of the Company's common stock of 54.0%, 48.6% and 45.4%; and a weighted-
average expected life of the option of 4 years.

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

Year Ended October 31,
2004 2003 2002

Net income as reported $ 749698 § 1,767,803 $2207.704
Deduct: Total stock-based

employee compensation expense

determined under the fair value

method for all awards, net of

related tax effects 109,962 62,250 38,704

Pro forma net income $ 639736 $ 1,705,553 $2,169,000

Earnings per share:

Basic, as reported $ 008 § 018 § 0.23
Basic, pro forma 0.07 018 0.22
Diluted, as reported 0.08 018 023
Diluted, pro forma 0.07 0.17 022

RECLASSIFICATIONS

Certain prior-year amounts have been reclassified to conform to the current year
financial statement presentation.
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The unsecured term note agreements contain restrictive financial covenants
requiring the Company to maintain certain financial ratios. The Company was in
compliance with these covenants at October 31, 2004.

Maturities of long-term debt for each of the next five years follow:

Netes Capita!
Payable Leases Total
2005 $ 1.555.91 $ 132518 $ 1,688,429
2006 1,561,364 16,484 1,577,848
2007 1,580,206 — 1,580,206
2008 1,583,979 — 1,583,979
2009 300,328 — 300,328
Thereafter 914,446 — 914,446
$ 7,496,234 $ 149,002 $ 17.645236

On August 1, 2003 the Company obtained an unsecured revolving line of credit with
a bank for borrowings to a maximum of $10,000,000 with interest payable monthly at the
prime rate of interest. The line of credit expires in July 2006 and contains certain
restrictive financial covenants. The line of credit essentially replaced a previous
$10,000,000 facility with another bank. The Company had cutstanding borrowings of
approximately $2.3 million and $1.7 million under this facility at October 31, 2004 and
2003 of which approximately $1.2 million was used to pay off an existing term loan prior
to maturity in 2003.

The Company has an unsecured revolving line of credit with a bank for borrowings to
a maximum of $1,000,000 with interest payable monthly at the Wall Street Journal
prime rate. The line of credit expires in October 2005 and contains certain financial
covenants. There were no borrowings outstanding under this facility at October 31, 2004
or 2003.

The prime rate, the base interest rate on the above loans, approximated 4.75% and
4.00% at October 31, 2004 and 2003. Interest paid during the years ended October 31,
2004, 2003 and 2002 approximated $320,000, $230,000 and $385,000. The Company
capitalized interest of $19,000 and $33,000 during fiscal 2004 and 2003 related to the
purchase of a building in Baton Rouge, Louisiana.

The Company's non-cash activities for 2004, 2003 and 2002 included equipment
purchases of approximately $0, $36,000 and $288,000, which were financed by a bank
and the purchase in 2003 of a buitding in Baton Rouge, Louisiana of which $1,440,000 of
the purchase price was financed by a bank.

Champion Industries, Inc. and Subsidiaries

4. EMIPLOYEE BENEFIT PLANS

The Company had a Profit Sharing Plan that covered all eligible employees and
qualified as a Savings Plan under Section 401(k} of the Internal Revenue Code. Effective
January 1, 1998, the Profit Sharing Plan was merged into The Champion Industries, Inc.
401(k) Plan (the "Plan”). The Plan covers all eligible employees who satisfy the age and
service requirements. Each participant may elect to contribute up to 15% of annual
compensation, and the Company is obligated to contribute 100% of the participant’s
contribution not to exceed 2% of the participant’s annual compensation. The Company
may make discretionary contributions to the Plan. The Company’s expense under these
Plans was approximately $383,000, $365,000 and $346,000 for the years ended October
31, 2004, 2003 and 2002.

The Company's 1993 Stock Option Plan provides for the granting of both incentive and
non-qualified stock options to management personnel for up to 762,939 shares of the
Company's common stock. In March 2004, the Company’s 2003 stock option plan was
adopted to provide for the granting of both incentive and non-qualified stock options to
management personnel for up to 475,000 shares of the Company’s common stock. The
option price per share for incentive stock options shall not be lower than the fair market
value of the common stock at the date of grant. The option price per share for non-
qualified stock options shall be at such price as the Compensation Committee of the
Board of Directors may determine at its sole discretion. All options to date are incentive
stock options. Exercise prices for options outstanding as of October 31, 2004 ranged from
$2.49 to $4.29. Options vest immediately and may be exercised within five years from
the date of grant. The weighted average remaining contractual life of those options is
2.84 years.

A summary of the Company’s stock option activity and related infermation for the
years ended October 31 follows:

Weighted Weighted
Average Average
Exercise Exercise

2004  Price 2003  Price

2002

Weighted

Average

Exercise
Price

Outstanding — beginning of year 312,000 $ 3.25 230,000 $5.4

Granted 123,000 4.29 125,000 277 126,000
Exercised (20,000) 2.80 — — —
Forfeited or expired (36,000) 6.26 (43,000) 13.42 (26,000)

130,000 $10.63

249

17.38

Outstanding — end of year 379,000 $ 3.33 312,000 $ 3.25

230,000 § 541

Weighted average fair value of

options granted during the year $  1.49 $ 083 $

0.52
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Income taxes paid during the years ended October 31, 2004, 2003 and 2002
approximated $1,119,000, $1,758,000 and $659,000.

The Company has available for income tax purposes net operating loss carryforwards
from acquired companies of approximately $1,089,000, of which $157,000 expires in
2011, $899,000 in 2012 and $33,000 in 2013. The Company has available for state
income tax purposes net operating loss carryforwards from acquired companies of
approximately $2,992,000 of which $144,000 expires in 2012, $108,000 expires in 2013,
$435,000 expires in 2014, $1,012,000 expires in 2015, $872,000 expires in 2016, $48,000
expires in 2018 and $373,000 expires in 2019. The Company established valuation
allowances against certain net operating loss carryforwards during 2003 the valuation
allowance decreased by $259,197 resulting from changes in the estimated realizability
of an acquired subsidiary's deferred tax assets. There was no change in the valuation
allowance in 2004.

6. RELATED PARTY TRANSACTIONS AMD OPERATING LEASE COMMITRIENTS

The Company leases operating facilities from entities controlled by its Chief
Executive Officer, his family and affiliates as well as facilities controlled by a Company
vice president pursuant to the acquisition of Syscan (see note 8). The ariginal terms of
these leases, which are accounted for as operating leases, range from two to fifteen
years.

A summary of significant related party transactions follows:

October 31,
2004 2003 2002

Rent expense paid to affiliated

entities for operating facilities $ 394,000 $ 424,000 $ 424,000
Sales of office products, office

furniture and printing services

to affiliated entities $ 929,000 $590,000 $803,000

In addition, the Company leases property and equipment from unrelated entities
under operating leases. Rent expense amounted to $862,000, $960,000 and $881,000 for
the years ended October 31, 2004, 2003 and 2002.

Under the terms and conditions of the above-mentioned leases, the Company pays all
taxes, assessments, maintenance, repairs or replacements, utilities and insurance.

- MICHELE CAMPBELL - GEORGE BROWN « RONALD CONTE - THOMAS DENK - RAYMOND DASHOFY « SCOTT GARNER - BRYAN {{(OONTZ - KATHLEEN MONTAGNA
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- WILLIAM BOURDIER

Future minimum rental commitments for all noncancelable operating leases including
related party commitments with initial terms of one year or more consisted of the
following at October 31, 2004:

2005 $ 1,399,647
2006 1,220,998
2007 945,183
2008 701,474
2009 253,340
Thereafter —

$ 4,520,642

The Company participates in a self-insurance program for employee health care
benefits with affiliates controiled by its Chief Executive Officer and as such is
responsible for paying claims of company participants as required by the plan document.
The Company is allocated costs primarily related to the reinsurance premiums based on
its proportionate share to provide such benefits to its employees. The Company's
expense related to this program for the years ended October 31, 2004, 2003 and 2002
was approximately $3,197,000, $2,999.000 and $2,267,000.

In the first quarter of 2002, the Company made a deposit to purchase a fractional
ownership in an aircraft from an entity controlled by its Chief Executive Officer for
approximately $1.2 million of which $875,000 had been paid as of October 31, 2002. The
Company had previously anticipated the transaction to be completed during the fourth
quarter of 2002. The Company’s Board of Directors further evaluated the transaction,
and prior to its completion determined that it would be in the Company's best interests
to rescind the transaction. Therefore, the transaction has been terminated and a full
refund of the deposit has been made.

During 2004, 2003 and 2002 the Company utilized this aircraft and reimbursed the
controlled entity for the use of the aircraft, fuel, air crew, ramp fees and other expenses
attendant to the Company’s use, in amounts aggregating $95,000, $79,000 and
$118,000. The Company believes that such amounts are at or below the market rate
charged by third-party commercial charter companies for similar aircraft.

The Company believes that the terms of its related party transactions are no less
favorable to the Company than could be obtained with an independent third party.
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Syscan Acquisition The table below presents information about reported segments for the years ended
October 31:
Current assets, net of cash received $ 1,846,000
Property, plant, and equipment 782,000 Office Products
Non-compete agreement 1,000,000 2004 Printing & Furniture  Total
Customer relationships 2,461,000
Other assets 127,000 Revenues $ 107,696,605 $ 34,918,102 $ 142,615,707
Tota! assets acquired 6,216,000 Elimination of intersegment revenue (12,372,291)  (5.841,844) (18,214,135)
Current liabilities {1,343,000)
Long-term debt {760,000) Consolidated revenues $ 95324314 $ 29,077,258 $ 124,401,572
Deferred tax (1,425,000) —
Total liabilities moD::ma Aw.mwmbog Otm_‘mﬁ_.:@._:no:)_m o M @wN.NuN % NOW.&&N % d.www.dﬂw
Depreciation & amortization 4,247,164 142,594 4,389,758
Net assets acquired $ 2,668,000 Capital expenditures 4,912,115 61,719 4,973,834
ldentifiable assets 54,378,626 9,771,258 64,149,384
Goodwili 1,774,344 286,442 2,060,786

The identifiable intangible assets of Syscan are being amortized on a straight line
basis over a period of 7 years for the non-compete agreement and 20 years for the
customer relationships. The weighted average life of the intangible assets at the
acquisition date was approximately 16 years.

On May 13, 2004, the Company acquired certain assets of Cincinnati, Ohio
Waesterman Print Company.

On July 1, 2003, the Company acquired certain assets of Pittsburgh based Integrated
Marketing Solutions, the direct sales division and distributorship of Datatel Resources

Office Products
2003 Printing & Furniture Total

Revenues $ 106,540,961 $ 30,771,361 $ 137,312,322
Elimination of intersegment revenue (10,004,360} (5,125,330) (15,129,690

Corporation Consolidated revenues $ 96,536,601 $ 25646031 § 122,182,632
0 t i rtai tract Busi Interi
n June 5»88. he Company acquired certain assets of Contract Business Interiors Operating income (loss) § 3262418 §  (106202) § 3156216
{CBI) of Wheeling, WV pursuant to acceptance by the U.S. Bankruptcy Court for the LY .
L A . . Depreciation & amortization 4,145,786 143,121 4,288,407
Northern District of West Virginia. As a result of this transaction, the Company also . ]
. T . . Capital expenditures 4572890 126,233 4,699,123
assumed certain customer deposit liabilities in the ordinary course of business. o .
o ) : . identifiable assets 48,387,601 10,081,234 58,468,835
Pro forma financial information and all disclosures required by SFAS 141 and SFAS Good 1 843,530 286447 1929977
142 related to these acquisitions has not been presented because such information oodw o ) e
would not be materially different from amounts reported herein or is not significant. Office Product
All of the above transactions have been accounted for using the purchase method of . ice qw ucts
accounting 2002 . Printing & Furniture Total
9. INDUSTRY SEGRIENT INFORRATION Revenues $ 104,767,231 § 31,529,434 $§ 136,296,665
) Elimination of intersegment revenue (9.572.943)  (3.839.813) (13,412,756
The Company operates principally in two industry segments organized on the basis of .
product lines: the production, printing and sale, principally to commercial customers, of Consolidated revenues § 95194288 § 27689621 § 122,883,903
printed materials (including brochures, pamphlets, reports, tags, continuous and other L
forms): and the sale of office products and office furniture including interior design o%&:.z@._:nosm o § 3955083 § 17509 § 407259
services. The Company employs approximately 830 people, of whom 78 or approximately _umu‘an_m:o: m..mso;_B:o: 4057172 124481 4,182,253
9% are covered by a collective bargaining agreement, which expires on May 31, 2006. nmu_@ expenditures 1,994,255 178,582 2,172,831
Identifiable assets 49,100,223 10,407,280 59,507,503
Goodwill 1,439,499 286.442 1,725,941

Champion Industries, Inc. and Subsidiaries
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VILLIAM DAZET -

12. ACOUIRED INTANGIBLE ASSETS AND GOODWILL The changes in the carrying amount of goodwill for the years ended October 31,
2004 and 2003 were:
2004 2003
Gross Gross 2004 2003
Carrying  Accumulated Carrying  Accumulated
Amount  Amortization  Amount Amortization Balance as of November 1, 2003 and 2002 $ 1,929972 $1,725,94
Goodwill acquired during the year

Amortizable intangible assets: additions 130,814 204,031
Non-compete agreement $1,000000 $ 23810 § — $ — impairment losses — —

Customer relationships 2,460,696 23,631 — — Goodwill written off related to sale
Other 467,621 68,825 196,274 11,856 of businesses — —
3.928,317 116,266 196,274 11,856 Balance as of October 31, 2004 and 2003 $ 2,060,786 $ 1,929.972

Unamortizable intangible

assets: The changes in the carrying amounts of goodwill and other intangibles attribute to
Goodwill 2,568,064 507.278 2,437,250 507,278 each segment at October 31, 2004 and 2003 are as follows:
Total goodwill and GOODWILL
other intangibles $ 6,496,381 $ 623544 $2633524 $ 519134 October  Amortization October
31, 2003 Expense Other 31, 2004
Amortization expense for the years ended October 31, 2004, 2003 and 2002 Printing $1643530 § — $ 130814 § 1774344
was $104,000, $12,000 and $0. Estimated amortization expense for each of the Office products and
following years is: furniture 286,442 — — 286,442
2005 $ 341,916
2006 341,916 Total $1929972 § — $ 130814 $ 2,060,786
2007 341,916
2008 336,810
2009 289,488 October  Amortization October
Thereafter 2,160,005 31, 2002 Expense Other 31, 2003
$ 3,812,051
Printing $ 1,433,499 5 — $ 204,031 $ 1643530
Office products and
furniture 286,442 — — 286,442
Total $1,725,94 $ — $ 204031 $ 1929972

Champion Industries, Inc. and Subsidiaries
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g E
3 &
m 14. EARNINGS PER SHARE 15. QUARTERLY RESULTS OF OPERATIONS (UNAURITED) m
3 S
M Earnings per share (EPS) were computed as follows: The following is a summary of the quarterly results of operations for the years ended m
: Weighted Per October 31, 2004 and 2003. 2
= Average Share g
= Income Shares Amount First Second Third Fourth m
g Quarter Quarter Quarter Quarter g
g Year Ended October 31, 2004 g
w Net income $ 749,698 Revenues &
3 Basic earnings per share 2004 $29,314,000 $30,501,000 $30,098,000 $ 34,489,000 m
g income available to common 2003 28,619,000 29,329,000 30,539,000 33,636,000 m.:.:;.s FARNS
S shareholders 749,698 9,729,000 $ 008
5 Effect of dilutive securities Gross profit
g stock options 96.000 2004 $ 7966000 $ 8888000 § 8334000 $ 9315000
E Diluted earnings per share 2003 7918000 8492000 8,217,000 9,751,000
g Income available to common
2 w:ma:o._%a and assumed Net income
g Sl L 207000 5008 2004 $ 14000 $ 161000 $ 77000 $ 498,000
m 2003 254,000 517,000 253,000 744,000
g Year Ended October 31, 2003
m Net income $ 1,767,803 Earnings per share
RAN MCCURRY - S Basic earnings per share Basic
Income available to common 2004 $ 000 $ 002 $ 001 $ 0.05
shareholders 1,767,803 9,714,000 $ 0.8 2003 0.03 0.05 0.03 0.08
Effect of dilutive securities
stock options 47,000 Dituted
o“rﬂﬁ%mm available m%n:oﬂ_ﬂss 2004 $ 000 § 002 $ 001 0.05
shareholders and assumed 2003 0.03 0.05 0.03 0.08
conversions $1,767.803 9,761,000 $ 0.18
Weighted average shares outstanding
Basic
Year Ended October 31, 2002 2004 9,717,000 9,731,000 9,734,000 9,734,000
Net income $ 2,207,704 2003 9,714,000 9,714,000 9,714,000 9,714,000
Basic earnings per share
Income available to common Diluted
shareholders 2,207,704 9,714,000 $ 0.23 2003 9,826,000 9,864,000 9,832,000 9,802,000
Effect of dilutive securities 2003 9,730,000 9,750,000 9,756,000 9,810,000
stock options 12,000
Diluted earnings per share
Income available to common
shareholders and assumed
conversions $2.207,704 9,726,000 $ 0.23

Champion Industries, Inc. and Subsidiaries
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