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Highlights
2007 2006
Net Sales and Lease Revenue. . . ........... . ... ........... $37,776,264  $40,369,977
NetInCome. . ... .. i et ittt it 1,267,072 1,120,627
NetIncome PerShare .. . .. ... ... . . ... . ... 1.31 1.16
Dividends PerShare . ..... ... ... ... ... .. . . . . .72 72
Net Cash Provided by Operating Activities . . . ................ 2,835,633 2,036,841
Expenditures for Property, Plant and Equipment . ............. 424,509 1,451,756
Working Capital . ........... ... . .. e 16,452,963 15,242,183
Total Shareholders’ Equity .. .............................. 24,574,625 24,003,168
Common Shares Outstandingat Year-End. . . ... .............. 966,132 966,132
Shareholders’ Equity Per Common Share .. .................. 25.44 24.84

Annual Meeting

The annual meeting of shareholders

will be held on May 13, 2008 at 10:00 a.m. at
901 Frontenac Road

Napenrville, lllincis

Chicago Rivet & Machine Co. * 901 Frontenac Road + P.O. Box 3061 « Naperviile, lllincis 60566 * www.chicagorivet.com




Management’s Report

on Financial Condition and Results of Operations
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To Our Shareholders:

RESULTS OF OPERATIONS

Net income in 2007 was $1.31 per share compared with
$1.16 per share in 2006. Although net revenues declined
6.4 percent, from $40,369,977 in 2006 to $37,776,264 in
2007, lower operating expenses and the absence of signifi-
cant plant closing expenses in 2007 helped achieve improved
bottomn line results.

2007 Compared to 2006

The decline in revenues in 2007 affected both the fas-
tener and assembly equipment segments. Fastener segment
revenues amounted to $33,083,907 during the year, com-
pared to $34,421,398 in 2006. Throughout the year we expe-
rienced reduced overall demand from our automotive
customers as domestic automobile manufacturers, who are
the end users for a large portion of our automotive customer
base, reduced production in response to import brand market
share gains while also attempting to reduce their reliance on
less profitable fleet sales. Increases in sales to certain non-
automotive customers during 2007 allowed us to limit the net
fastener segment sales decline to 3.9 percent. The impact of
lower net sales was offset by reductions in certain operating
expenses. Tooling expenses for the year were $163,000 lower
than in 2006 due to higher than normal tooling associated with
new parts incurred in 2006. Due to a change in proeduct mix, as
well as investments in equipment during the last year that
have expanded our capabilities, certain machining and parts
sorting procedures that were formerly outsourced are now
being performed internally, contributing to a $571,000 reduc-
tion in these outside production costs compared to last year.
We also benefited from the reduction in certain fixed overhead
items as fastener segment depreciation declined $510,323,
due to certain equipment becoming fully depreciated in 2006,
and expediling and rejection expenses declined $55,000. The
most notable increase incurred during 2007 related to higher
prices for non-ferrous metals used in some of the parts we
manufacture. The transfer of production activities from Jef-
ferson, lowa to Tyrone, Pennsylvania that began in the third
quarter of 2006 resulted in expense reductions due to the
elimination of certain costs in the current year. The net decline
in operating expenses during 2007 effectively offset the rev-
enue decling, resulting in an improvement in the fastener
segment gross margin to $5,788,153 compared with
$5,583,254 reported in 2006.

Assembly equipment segment revenues were
$4,692,357 in 2007, a decline of $1,256,222, or 21.1 percent,
compared to the $5,948,579 recorded in 2006. Demand for
our products in this segment continues to be weak, and we
have taken steps to reduce and control expenses wheraver
possible, including reductions in both staffing levels and work
schedules. The cumulative effect of these actions did not fully

offset the effects of reduced volume and, as a result, the
assembly equipment gross margin declined to $1,572,312
from $2,257,258 last year.

Selling and administrative expenses for 2007 were
$5,816,802, a decline of $216,897, or 3.6 percent, compared
with 20086. Salaries and related benefits account for approx-
imately $94,000 of the net decline due to reduced headcount.
Legal fees declined $47,000, primarily due to services in 2008
refated to the Jefferson plant closing. Profit sharing expense
declined $24,000 as a result of lower profits in the current
year, afler 1aking the plant closing expenses into consider-
ation, and sales commissions declined $25,000 due to the
lower sales leve! in 2007. The balance of the net reduction is
made up of a variety of smaller expense items.

In May of 20086, the closing of our Jefferson, lowa fastener
operation and transfer of production activities to our facility in
Tyrone, Pennsylvania, was announced. The move was made
to better utilize available manufacturing capacity. During the
fourth quarter of 2006, manufacturing activities in Jefferson
concluded. Total charges of $422,934 were recorded in 2006
related to the plant closing. During 2007, additional charges of
$20,337 were recorded.

DIVIDENDS

tn determining to pay dividends, the Board considers
current profitability, the outlook for longer-term profitability,
known and potential cash requirements and the overall finan-
cial condition of the Company. The Company paid four regular
quarterly dividends of $.18 per share during 2007, for a total
dividend distribution of $.72 per share for the year. On Feb-
ruary 18, 2008, your Board of Directors declared a regular
quarterly dividend of $.18 per share, payable March 20, 2008
to shareholders of record on March 5, 2008. This continues
the uninterrupted record of consecutive quarterly dividends
paid by the Company to its shareholders that extends over
74 years. At that same meeting, the Board also declared an
extra dividend of $.15 per share to be paid April 18, 2008 to
shareholders of record on Aprit 4, 2008.

PROPERTY, PLANT AND EQUIPMENT

Total capital expenditures in 2007 were $424,509. Of the
total, $390,258 was invested in fastener segment additions,
including $123,000 for cold-heading equipment upgrades,
$93,000 for secondary equipment, $61,000 for inspection
and other equipment, and $113,000 for certain buildings
and grounds improvements. Assembly equipment segment
additions totaled $34,251, with approximately $25,000
expended for building heating units and the balance for a
riveting machine used for lease purposes.
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Capital expenditures during 2006 totaled $1,451,756, of
which $1,374,009 was invested in equipment for our fastener
operations. Approximately $680,000 was spent on cold-head-
ing equipment to expand our capabilities to make larger parts
and approximately $233,000 was spent on equipment for
performing secondary operations, such as grinding and shav-
ing of parts. Additionally, approximately $346,000 was spent
on inspection equipment. The remaining additions were for
computer hardware and other equipment not specifically
assigned to a single segment.

Depreciation expense amounted to $1,136,806 in 2007
and $1,659,834 in 2006.

LIQUIDITY AND CAPITAL RESOURCES

The Company’s working capital increased approximately
$1.2 million between December 31, 2006 and December 31,

2007. The Company’s holdings in cash, cash equivalents and’

certificates of deposit amounted to approximately $7.5 million
at the end of 2007, an increase of $1.8 millicn compared with
the prior year-end. The increase was mainly due to a
$900,000 reduction in capital outlays during 2007 compared
to 2006 and a $300,000 reduction in income tax payments.
Inventories were reduced by nearly $.5 million in 2007, as
stock on hand was adjusted due to reduced demand.
Accounts receivable decreased $.6 million compared with
the prior year-end, primarily due to the lower level of sales
during the year. Accrued expenses declined $.2 million com-
pared to the prior year, primarily due to the payment of
accrued plant closing expenses. The Company’s investing
activities in 2007 primarily consisted of capital expenditures of
$.4 million and the net investment in certificates of deposit of
$1.5 million. The only financing activity during 2007 was the
payment of $.7 million in dividends. The Company has a
$1.0 million line of credit, which expires May 31, 2008. This
ling of credit remains unused.

Off-Balance Sheet Arrangements

The Company has not entered into, and has no current
plans to enter into, any off-balance sheet financing
arrangements.

Management believes that current cash, cash equiva-
lents, operating cash flow and available line of credit will be
sufficient to provide adequate working capital for the foresee-
able future,

APPLICATION OF CRITICAL ACCOUNTING
POLICIES

The preparation of financial statements and related dis-
closures in conformity with accounting principles generally
accepted in the United States of America reguires manage-
ment to make estimates and assumptions that affect the
reported amounts of assets and liabilities at the date of the
financial statements and the amounts of revenue and
expenses during the reporting period. A summary of critical
accounting policies can be found in Note 1 of the financial
statements.

NEW ACCOUNTING STANDARDS

The Company's financial statements and financial con-
dition were not, and are not expected to be, materially
impacted by new, or proposed, accounting standards. A sum-
mary of new accounting pronouncements can be found in
Note 1 of the financial statements.

PERSONNEL

On February 18, 2008, Nirendu Dhar, General Manager
of H & L Tool Company, Inc. and member of the Company’s
Board of Directors, notified the Company of his intention to
retire. Mr. Dhar's retirement from his position as General
Manager of H & L Tool will be effective April 30, 2009. In
connection with his decision to retire, Mr. Dhar also resigned
from the Board effective as of the 2008 Annual Meeting of
Shareholders of the Company.

OUTLOOK FOR 2008

We began 2007 ¢n a cautious note as demand from our
automotive customers was expected to be restrained, due to
production cuts that began in the second half of 2006, and was
not expected to rebound significantly. This caution was well
founded as 2007 saw further reductions in domestic automo-
bile production. As we begin 2008, end-users of our products
are planning additional production cuts for the first half of the
year due to ongoing restructuring and the general economic
outlook which currently provides for little growth. While we did
achieve greater sales to customers in certain non-automotive
markets, which partially offset our automotive declines, our
concentration in the autornotive market resulted in the net
decline in fastener segment sales discussed above.
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The assembly equipment segment, which recorded a
modest increase in sales in 2006 on lower unit volume,
recorded lower sales in 2007 on a further drop in volume.
The economic data currently available provides no reascn to
expect any significant improvement in this segment in the
near-term. We will continue to concentrate on cost controls
while pursuing profitable cpportunities in this segment.

The outtook for 2008 is more challenging than a year ago.
With the possibility of a recession that would likely affect all the
markets we serve, we expect customers will continue to
demand higher quality and lower prices as their operations
cope with a difficult economic environment. Our ability to

Given the challenging circumstances we face, we will
continue our efforts to increase our sales revenuas in all
markets by emphasizing value over price and will focus on
more complex products for which our expertise, service and
unsurpassed quality are important factors in our customers’
purchasing decisions. At the same time, we will continue to
pursue solutions that help improve our operations at all levels.

Our future success is dependent on many factors. We
believe that the valuable contributions of our employees and
our sound financial condition will help us face the chalienges
ahead in 2008. While many of our customers are facing the

same challenges, we would like to thank them for their loyalty,

increase revenues while diversifying our customer base will
and also thank our shareholders for their continued support.

be significant factors determining our future success.

/d./ %wf

John A. Morrissey
Chairman

MM%BMJ

Michael J. Bourg
President

March 20, 2008

FORWARD-LOOKING STATEMENTS

This discussion contains certain ‘forward-looking statements” which are inherently subject to risks and uncer-
tainties that may cause actual events to differ materially from those discussed herein. Factors which may cause such
differences in events include, those disclosed under “Risk Factors” in our Annual Report on Form 10-K and in the other
filings we make with the United States Securities and Exchange Commission. These factors, include among other
things: conditions in the domestic autormotive industry, upon which we rely for sales revenue, the intense competition in
our markets, the concentration of our sales to two major customers, the price and availability of raw materials, labor
relations issues, losses refated to product liability, warranty and recall claims, costs relating to environmental laws and
reguiations, and the loss of the services of our key employees. Many of these factors are beyond our abilily to control or
predict. Readers are cautioned not to place undue reliance on these forward-looking statements. We undertake no
obligation to publish revised forward-looking statements to reflect events or circumstances after the date hereof or to
reflect the occurrence of unanticipated events.
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Consolidated Balance Sheets

December 31 2007 2006
Assets
Current Assets
Cashand Cash Equivalents . ........................... $ 665,072 $ 367,581
Certificatesof Deposit ........... .. . i 6,880,000 5,405,000
Accounts Receivable — Less allowances of $95,000 and

$150,000, respectively. . . ....... ... . .. e 5,329,413 5,902,628
INVENIONIES . . .. e e 4,975,833 5,481,309
Deferred INCOME TAXES. . . ..o oo et ettt e 451,191 499,191
Prepaid Income Taxes . ...............ccivuriiinnn.. 211,025 118,914
Other Current Assets . ......... ... ... 287,542 294,593
Total Current ASSEIS . . ... ... .. i e 18,800,076 18,069,216

Property, Plant and Equipment, net . .. ..................... 9,106,937 9,837,260
Total ASSES . . . v s e $27,907,013 $27,906,476
Liahilities and Shareholders’ Equity
Current Liabilities
Accounts Payable. . ... ... .. ... .. . ... . i $ 1,147,014 S 1,431,468
Accrued Wages and Salaries . .............. .. ... ... ... 679,233 693,442
Accrued Profit Sharing Plan Contribution . . ................ 201,000 225,000
Accrued Plant Closing Expense .. ...............c . — 217,443
Other AccruedExpenses . ............................. 319,866 ____ 259,680
Total Current Liabilities . . . .. ........ ... . . . 2,347,113 2,827,033
DeferredIncome Taxes . ...ttt et 985,275 1,076,275
Total Liabilities .. ....... ... . e 3,332,388 3,903,308
Commitments and Contingencies (Note 10) . .. ............... — —
Shareholders’ Equity
Preferred Stock, No Par Value, 500,000 Shares Authorized:

None Quistanding. . ......... ... .. —_ —
Common Stock, $1.00 Par Value, 4,000,000 Shares Authorized:

1,138,096 Shares Issued . . .......................... 1,138,096 1,138,096
Additional Paid-inCapital . . .......... ... ... ............. 447,134 447 134
Retained Earnings ... .......... ... ... . . L. 26,911,493 26,340,036
Treasury Stock, 171,964 Sharesatcost . .................. (3,922,098) (3,922,098)
Total Shareholders' Equity . ............................ 24,574,625 24,003,168

Total Liabilities and Shareholders’ Equity .. .................. $27,907,013 $27,906,476

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Consolidated Statements of Income
For The Years Ended December 31 2007 2006
Net SalesandLease Revenue. . . ....... ... . . it iinnnn- $37,776,264 $40,369,977
Cost of Goods Sold and Costs Related to Lease Revenue . . . ....... 30,415,799 32,529,465
GrossProfit . . ... . e 7,360,465 7,840,512
Selling and Administrative Expenses . ......... .. ... ... oL 5,816,802 6,033,699
Plant Closing Expenses . .. ... ...ttt i 20,337 422,934
Operating Profit . . ... 1,623,326 1,383,879
Other Income, net . . ... i e e 323,746 264,748
Income Before Income Taxes . . ... .. it 1,847,072 1,648,627
ProvisionforIncome Taxes .. ........ .. i iimannenn.. 580,000 528,000
Net INCOmMe . ... e e $ 1,267,072 $ 1,120,627
NetIncome PerShare ....... ... ... . . .. s 1.31 1.16
Consolidated Statements of Retained Earnings
For The Years Ended December 31 2007 2006
! Retained Earnings at Beginningof Year .. ...................... $26,340,036 $25,915,024
| NEtINCOME . vttt ettt e ettt e e e e 1,267,072 1,120,627
| Cash Dividends Paid, $.72 Per Share in 2007 and 2006. ........... (695,615) (695,615)
Retained Earnings at Endof Year. ... ......... ... ... ... .. $26,911,493 $26,340,036

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

For The Years Ended December 31 2007

Cash Flows from Operating Activities:
Net INCOME . . e e $ 1,267,072 $ 1,120,627
Adjustments to Reconcile Net Income to Net Cash Provided by

Operating Activities:

Depreciation and Amortization . ............... ... ... .. ... 1,136,806 1,659,834
Net Gainon the Sale of Properties. . . ...................... (20,740) {16,830)
DeferredIncome Taxes. . . ... ... ... .. . i ., {43,000) (176,000)
Changes in Operating Assets and Liabilities:
Accounts Receivable,net . ........ ... ... .. ... ... . .. . ... 573,215 (532,017)
INVENIOMIES . . . . . e e 505,476 490,386
OtherCurrent Assets ... ... o it i et {(85,060) (181,365)
Accounts Payable . . ... ... . ... .. .. ... e (302,670) (145,120}
Accrued Wagesand Salaries ............. ... ... ot {14,209} 12,473
Accrued Profit Sharing Plan Contribution. . . ................ (24,000) 100,000
Other Accrued Expenses . ........... ... .. ... (157,257) (295,147)
Net Cash Provided by Operating Activities . . . ........... 2,835,633 2,036,841
Cash Flows from Investing Activities;
Capital Expenditures ... ........ ... .. .. . ... ... . ... . ... ... (406,293) (1,327,482)
Proceeds from the Sale of Properties . . . ... ... ............ 38,766 23,000
Proceeds from Certificates of Deposit. . ... ............ ... ... 18,135,000 13,425,000
Purchases of Certificates of Deposit. .................... ... {19,610,000} (17,825,000)
Net Cash Used in Investing Activities. . . .. ............... (1,842,527) (5,704,482)
Cash Flows from Financing Activities:
Cash Dividends Paid . ............ ... .. .. {695,615) (695,615)
Net Cash Used in Financing Activities . . . . ............... {695,615) {695,615)
Net Increase (Decrease) in Cash and Cash Equivalents .......... 297,491 {4,363,256)
Cash and Cash Equivalents:
Beginningof Year. . . ........ ... . ... ... . ... 367,581 4,730,837
Endof Year . ... ... . e $ 665072 $ 367,581
Cash Paid During the Year for:
1 gTole 1 1= F- (= - $ 715111 $ 1,015,091
Supplemental Schedule of Non-cash Investing Activities:
Capital Expenditures in Accounts Payable . .................. $ 18,216 § 124,274

The accompanying hotes are an integral part of the Consolidated Financial Statements.
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Notes to Consolidated
Financial Statements

1—Nature of Business and Significant Accounting
Policies

Nature ot Business—The Company operates in the fastener indus-
try and is in the business of producing and selling rivets, cold-tormed
fasteners, screw machine products, automatic rivet setting machines,
parts and tools for such machines, and the leasing of automatic rivet
setting machines.

A summary of the Company’s significant accounting policies
follows:

Principles of Consolidation—The consolidated financial state-
menis include the accounts of Chicago Rivet & Machine Co. and
its wholly-owned subsidiary, H & L Tool Company, Inc. (H & L Tool). All
significant intercompany accounts and transactions have been
eliminated.

Revenue Recognition—Revenues from product sales are recog-
nized upon shipment and an allowance is provided for estimated
retums and discounts based on experience in accordance with
SEC Staff Accounting Bulletin No. 104, Cash received by the Com-
pany prior to shipment is recorded as deferred revenue. The Com-
pany experiences a certain degree of sales returns that varies over
time. in accordance with Statement of Financial Accounting Stan-
dards No. 48 (“FAS 48"), “Revenue Recognition When Right of Return
Exists,” the Company is able to make a reasonable estimation of
expected sales returns based upon history and as contemplated by
the requirements of FAS 48. The Company records all shipping and
handling fees billed to customers as revenue, and related costs as
cost of sales, when incurred, in accordance with Emerging Issues
Task Force “EITF" Abstract 00-10, “Accounting for Shipping and
Handling Fees and Costs”

Lease income—Automatic rivet setting machines are available to
customers on either a sale or lease basis. The ieases are generally for
a quarterly or one-year term, are cancelable at the option of the
Company or the customer and are accounted for under the operating
method, whereby the Company recognizes lease revenue over the
term of the lease. Rentals are billed in advance, and revenues attrib-
utable to future periods are included in uneamed revenue in the
consolidated balance sheets. Costs related 1o lease revenue, other
than the cost of the machines, are expensed as incurred.

Credit Risk—The Company extends credit on the basis of terms that
are customary within our markets to various companies doing busi-
ness primarily in the automotive industry. The Company has a con-
centration of credit risk primarily within the autometive industry and in
the Midwestern United States. The Company has established an
allowance for accounts that may become uncollectible in the future.
This estimated allowance is based primarily on management's eval-
uation of the financial condition of the customer and historical expe-
rience. The Company monitors its accounts receivable and charges to
expense an amount equal to its estimate of potential credit losses.
The Company considers a number of factors in determining its esti-
mates, including the length of time its trade accounts receivable are
past due, the Company’s previous loss history and the customer’s
current ability to pay its obligation. Accounts receivable balances are

charged off against the allowance when it is determined that the
receivable will not be recovered.

Cash and Cash Equivalents—The Company considers all highly
liquid investments, including certificates of deposit, with a maturity of
three months or less when purchased to be cash equivalents. The
Company maintains cash on deposit in several financial institutions.
Attimes, the account balance may be in excess of FDIC insured limits.

Fair Value of Financial Instruments—The carrying amounts
reported in the consolidated balance sheets for cash and cash equiv-
alents and certificates of deposit approximate fair vatue.

Inventories—Inventories are stated at the lower of cost or net real-
izable value, cost being determined by the first-in, first-out method.

Property, Plant and Equipment—Properties are stated at cost and
are depreciated over their estimated useful lives using the straight-line
method for financial reporting purposes. Accelerated methods of
depreciation are used for income tax purposes. Direct costs related
to developing or obtaining software for internal use are capitalized as
property and equipment. Capitalized software costs are amortized
over the software’s useful life when the software is placed in service.
The estimated usefu! lives by asset category are:

Asset category Estimated useful life

Land improvements .. ............... 15 to 25 years
Buildings and improvements ... ........ 10 to 35 years
Machinery and equipment. .. .......... 7 10 15 years
Automatic rivet sefting machines on lease . . 10 years
Capitalized software costs . . ... ..... ... 3to 5 years

Othereguipment . . ................. 31to 15 years

The Company reviews the carrying value of property, plant and
equipment for impairment whenever events and circumstances indi-
cate that the carrying value of an assel may not be recoverable from
the estimated future cash flows expected to result from its use and
eventual disposition. In cases where undiscounted expected future
cash flows are less than the carrying value, an impairment loss is
recognized equal to an amount by which the carrying value exceeds
the fair value of assets.

When properties are retired or sold, the related cost and accumulated
depreciation are removed from the respective accounts, and any gain
or loss on disposition is recognized in current operations. Mainte-
nance, repairs and minor betterments that do not improve the related
asset or extend its useful lite are charged to operations as incurred.

Income Taxes—Deferred income taxes are determined under the
asset and liability method in accordance with Statement of Financial
Accounting Standards No. 108, “Accounting for Income Taxes.”
Deferred income taxes arise from temporary differences between
the income tax basis of assets and liabilities and their reported
amounts in the financial statements.

The Company adopted the provisions of Financial Accounting Stan-
dards Board interpretation No. 48 “Accounting for Uncertainty in
Income Taxes” (“FIN 48%), on January 1, 2007. There was no effect
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on retained earnings related to this adoption. Consistent with FIN 48,
the Company classifies interest and penalties related to unrecognized
tax benefits as a component of income tax expense.

The Company's federal income tax returns for the 2005 and 2006 tax
years are subject to examination by the Internal Revenue Service
(“IRS". While it may be possible that a reduction could occur with
respect to the Company's unrecognized tax benefits as an outcome of
an IRS examination, management does not anticipate any adjust-
ments that would result in a material change to the results of oper-
ations or financial condition of the Company. The 2004 federal income
tax return was examined by the IRS and no adjustments were made
as a result of the examination.

No statutes have been extended on any of the Company’s federal
income tax filings. The statute of limitations on the Company's 2005
and 2006 federal income tax returns will expire on September 15,
2009 and 2010, respectively.

The Company’s state income tax returns for the 2004 through 2006
tax years remain subject to examination by various state authorities
with the latest closing period on October 31, 2010, The Company is
currently not under examination by any state authority for income tax
purposes and no statutes for state income tax filings have been
extended.

Segment Information—The Company reports segment information
in accordance with Statement of Financial Accounting Standards
No. 131 {"FAS 131", “Disclosures about Segments of an Enterprise
and Related Information.” FAS 131 requires that segments be based
on the intemnal structure and reporting of the Company’s operations.

Net Income Per Share—Net income per share of common stock is
based on the weighled average number of shares outstanding of
866,132 in 2007 and 2006.

Use of Estimates—The preparation of financial statements in con-
formity with generally accepted accounting principles requires man-
agement to make estimates and assumptions that affect the amounts
reported in the consolidated financial statements and the accompa-
nying notes. Significant items subject to estimates and assumptions
include deferred taxes and valuation allowances for accounts receiv-
able and inventory obsolescence. Actual results could differ from
those estimates.

Recent Accounting Pronouncements—In September 2006, the
FASB issued Statement of Financial Accounting Standards No. 157
(“FAS 1577), “Fair Value Measurements.” FAS 157 defines fair value,
establishes a framework for measuring fair value in generally
accepted accounting principles and expands disclosures about fair
value measurements. This statement applies under other accounting
pronouncements that require or permit fair value measurements and,
accordingly, FAS 157 does not require any new fair value measure-
ments. The Company is currently evaluating the impact this standard
will have on its aperating income and statement of financial position.
This statement is effective for liscal years beginning after Novem-
ber 15, 2007, and interim periods within those fiscal years. The
Company will adopt FAS 157 as of January 1, 2008, as required.

In February 2007, the FASB issued Statement of Financial Account-
ing Standards No. 159 (*FAS 159"}, “The Fair Value Option for Finan-
cial Assets and Financial Liabilities." FAS 159 permits a company lo
choose to measure many financial instruments and certain other
items at fair value. The Company is currently evaluating the impact

this standard will have on its operating income and statement of
financial position. This statement is effective for fiscal years beginning
after November 15, 2007, and interim periods within those fiscal
years. The Company wili adopt FAS 159 as of January 1, 2008, as
required.

In May 2007, the FASB issued FASB Staff Position FIN 48-1 that
amends FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes" ("FSP FIN 48-17). FSP FiN 48-1 provides guidance on
how an enterprise should determine whether a tax position is efiec-
tively settled for the purpose of recognizing previously unrecognized
tax benefits. The Company has adopted FSP FIN 48-1 and the
provisions do not have a material impact on our consolidated financial
statements.

2—Balance Sheet Details

2007 2006
Inventories:
Rawmaterials . . ............ $ 1,275,595 $ 1,483,046
Workinprocess. ............ 1,597,483 1,907,653
Finishedgoods . ............ 2,577,755 2,546,610
5,450,833 5,937,309
Reserve for obsolescence . . . ... 475,000 456,000

$ 4,975,833 § 5,481,309

Property, Plant and Equipment, net:
Land and improvements . . ... .. $ 1,029,035 § 1,029,035

Buildings and improvements . ... 6,385,831 6,321,609
Machinery and equipment, leased

machines and other. . . . .. ... 28,124,007 29,411,746

35,538,873 36,762,390

Accumulated depreciation . . . . .. 26,431,936 26,925,130

$ 9,106,937 $ 9,837,260

Other Accrued Expenses:

Propertytaxes. . ............ $ 113261 § 116,250
Unearned revenue and customer

deposits . ............... 134,403 104,676
All otheritems. . ............ 72,202 38,754

$ 319866 § 259,680

3—Leased Machines—Lease revenue amounted 1o $97,895 in 2007
and $100,948 in 2006. Future minimum rentals on leases beyond one
year are not significant. The cost and carrying value of leased auto-
matic rivet setting machines at December 31 were:

2007 2006
Cost....... ... S 226465 § 232499
Accumulated depreciation. . ... ... 213,221 221,356
Carryingvalue .. ............. § 13244 § 11,143
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4—Income Taxes—The provision for income tax expense consists of

the following:

2007 2006
Current;
Federal .................. $ 616,000 $ 699,000
State . . ...... ..o 7,000 5,000
Deferred . .................. (43,000) (176,000}
$ 580,000 $ 528,000

The deferred tax liabilities and assets consist of the following:

2007 2006
Depreciation and amortization . . . . . $ (985,275) $(1,076,275)
Inventory .............. . ..., 268,415 292,133
Accrued vacation. . . ........... 147,350 152,993
Allowance for doubtfu! accounts. . . . 32,675 51,960
Other,net. .. ................ 2,751 2,105

451,191 499,191

$ (534,084) $ (577,084)

The following is a reconciliation of the statutory federal income tax rate
to the actual effective tax rate:

2007 20086
Amount % Amount R

Expected tax at U.S.

Statutoryrate . . . .. ... $628,000 34.0 $560,000 340
Permanent differences. . .. (53,000} (2.9} (35000} (2.1}
State taxes, net of federal

benefit. ............ 5000 3 3000 a1
Income tax expense . . . . . $680,000 314 §$528,000 32.0

§—Note Payable—The Company has a $1 million line of credit, which
expires May 31, 2008, and remained unused at December 31, 2007.
The line is unsecured and bears interest at a variable rate that is
based upon, at the election of the Company, Bank of America’s prime
rate less an applicable margin or the London Inter-bank Offering Rate
plus an applicable margin.

6—Profit Sharing Plan—The Company has a nencontributory profit
sharing plan covering substantially all employees. Total expenses
relating to the profit sharing plan amounted to approximately
$201,000 in 2007 and $225,000 in 2006.

7—0ther Income, net—consists of the following:

2007 2006
Interestincome . . ............. $ 306825 § 249,618
Other. ..o 16,921 15,130

$ 323746 85 264748

8—Segment Information—The Company operates, primarily in the
United States, in two business segments as determined by its prod-
ucts. The fastener segment, which comprises H & L Tool and the
parent company’s fastener operations, includes rivets, cold-formed
fasteners and screw machine products. The assembly eguipment
segment includes automatic rivet setting machines, parts and tools for

such machines and the leasing of automatic rivet setting machines.
Information by segment is as follows:

Assembly

Fastener  Equipment Other Consolidated
Year Ended December 31, 2007:
Net sales end lease
TRVENUB. . .. ... ... $33083,907 $4,692357 § — 837,776,264
Depreciation . . ...... 957,661 85,136 94,009 1,136,806
Segmentprofit . . . .. .. 2,774,062 906,774 — 3,680,836
Selling and administrative
expenses. . .. .. ... (2,120,252)  (2,120,252)
Plant closing expenses . . (20,337) — — {20,337)
Interest income . . . . . .. 306,825 306,825
Income bafare income
faxes ........... _1_&072
Capital expenditures . . . . 360,258 - 34,254 424 509
Segment assets:
Accounts receivable . . . 4,878,875 450,738 — 5329413
Inventory ... ... ... 3490840 1,475,993 — 4,975,833
Property, plant and
equipment . . .. . .. 7132439 1,126,300 B48,198 9,106,937
Other assets . . . .. .. — -— 8,494,830 8,494,830
27,907,013
Year Ended December 31, 2006:
Net sales and lease
revenue. . .. ... ... $34,421,308 $594857% § —  $40,369.977
Depreciation . . ... ... 1,467,984 101,210 90,640 1,659,834
Segmentprofit . ... ... 2,454,068 1,493,852 — 3,947,820
Selling and administrative
expenses . . .. .. ... (2,125,977) (2,125,977)
Plant closing expenses . . {422,934) — - (422.934)
Interest income . . .. ... 249,618 249618
Income before income
faxes . .. ....... . 1,648,627
Capital expenditures . . . . 1,374,009 — 77,747 1,451,756
Segment assets:
Accounts receivable . . . 5,363,451 539,177 — 5,902,628
Inventory .. ....... 3877545 1,603,764 - 5,481,309
Property, plant and
equipment . . . .. .. 7,712,639 1,182,414 942207 9,837,280
Otherassets . . . .. .. - - 6,685,279 6,685,279
27,906,476

The Company does not allocate certain selling and administrative
expenses for internal reporting, thus, no allocation was made for
these expenses for segment disclosure purposes. Segment assets
reported internally are limited to accounts receivable, inventory and
long-lived assets. Long-lived assets of one plant location are allocated
between the two segments based on estimated plant utilization, as
this plant serves both fastener and assembly equipment activities.
Other assets are not allocated to segments internally and to do so
would be impracticable. Sales to two customers in the fastener seg-
ment accounted for 29 and 28 percent and 14 and 13 percent of
consolidated revenues during 2007 and 2008, respectively. The
accounts receivable balances for these customers accounted for
30 and 37 percent of consolidaled accounts receivable for the larger
customer and 18 and 13 percent for the other customer as of Decem-
ber 31, 2007 and 2006, respectively.
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9—Sharehofder Rights Agreement—On November 22, 1898, the
Company adopted a shargholder rights agreement and declared a
dividend distribution of one right for each outstanding share of Com-
pany common stock to shareholders of record at the close of business
on December 3, 1999. Each right entitles the holder, upon occurrence
of centain events, to buy one one-hundredth of a share of Series A
Junior Participating Preferred Stock at a price of $90, subject to
adjustment. The rights may only become exercisable under certain
circumstances involving acquisition of the Company’s common stock,
including the purchase of 10 percent or more by any person or group.
The rights will expire on December 2, 2009 unless they are extended,
redeemed or exchanged.

10—Commitments and Contingencies—The Company recorded
rent expense aggregating approximately $38,000 and $48,000 for
2007 and 2006, respectively, Total future minimum rentals at Decem-
ber 31, 2007 are not significant.

The Company is, from time to time involved in litigation, including
environmental claims, in the normal course of business, While it is not
possible at this time to establish the ultimate amount of liability with
respect to contingent liabilities, including those related to legal pro-
ceedings, management is of the apinion that the aggregate amount of
any such liabilities, for which provision has not been made, will not
have a material adverse effect on the Company’s financial position.
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11—Piant Closing—The Company recorded various charges during
2006 and 2007 related to the closure of its Jefferson, lowa facility. The
facility had been operating below capacity, and afer the transfer of
production activities to Tyrone, Pennsylvania, operations ceased in
December 2006. As a result of the closure, the Company recorded
plant closing expenses of $422 934 in the year ended December 31,
2006, and $20,337 in the year ended December 31, 2007.

The following is a summary of liabifities recorded on the accompa-
nying balance sheet as accrued plant closing expenses at Decem-
ber 31, 2007 and 2006:
Facility
Severance Closure
and Benefits  Costs Total

Balance at January 1,2006 . .. .. $ - % -5 -
Charge ................ 347929 75,005 422934
Payments. .............. {170,855) (34,636) (205491)

Non-cash reduction. . . ... ... —

Balance at December 31,2006. .. $177074 540360 §$217,443

Charge ................ - 21,157 21,157
Payments. ... ........... (176,254)  (61,526) (237,780}
Non-cash reduction. , .. . .. .. (820) - (820)
Balance at Decamber 31,2007. .. § - $ -5 -

12—Subsequent Event—On February 18, 2008, the Board of Direc-
tors declared a regular quarterly dividend of $.18 per share, payable
March 20, 2008 to shareholders of record on March 5, 2008 and an
extra dividend of $.15 per share to be paid Aprit 18, 2008 to share-
holders of record on April 4, 2008.




Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
Chicago Rivet & Machine Co.

We have audited the accompanying consolidated balance shests of Chicago Rivet & Machine Co. (an lllinois
corporation) and subsidiary {the “Company”) as of December 31, 2007 and 2006, and the related consolidated
statements of income, retained earnings and cash flows for the years then ended. These financial statements are the
responsibility of the Company's management. Qur responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. The Company is not required to have, nor were we
engaged to perform an audit of its internal control over financial reporting. Cur audit included consideration of internal
controt over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Chicago Rivet & Machine Co. and subsidiary as of December 31, 2007 and 2006, and the results of
the Company’s operations and cash flows for the two years then ended in conformity with accounting principles
generally accepted in the United States of America.

ﬂm/ %W Lef?

Chicago, lllincis
March 14, 2008
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INFORMATION ON COMPANY'S COMMON STOCK
The Company's common stock is traded on the American Stock Exchange (trading privileges only, not registered.) The ticker
symbol is: CVR.

At December 31, 2007, there were approximately 240 shareholders of record.

The transfer agent and registrar for the Company's common stock is:

Computershare Trust Company, N.A,
PO. Box 43078
Providence, Rhode Island 02940-3078

The following table shows the dividends declared and the quarterly high and low prices of the common stock for the last two
years.

Dividends

Declared Market Range
Quarter 2007 2006 2007 2006
First .. ... $.18 $.18 $23.00 $21.25 $21.00 $17.50
Second..................... 18 18 $25.38 82175 $24.25 $19.45
Third .. ... .18 18 $25.50 $2250 $24.8% $22.00
Fourth . .................... 8 .18 $26.10 $19.40 $2455 $20.29
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