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Selected Financial Data

The following selected consolidated financial data should be read in conjunction with the Company’s consolidated financial statements
and related notes included elsewhere herein.

Years Ended December 31,
2001 2000 1999 1998 1997
(in thousands, except per share data)

Consolidated Statement of

income Data :

Sales $ 115,480 $ 141,371  $ 120383 § 144,560 $ 149515

Gross profit 3.214 18,621 21,773 22,365 28,533

{Loss) income from operations (3,586) 11,969 14,355 11,971 17,776
{Loss} Income from Continuing Operations Data :

(Loss) income befare incame taxes {3,190) 14,652 16,101 13,504 18,751

(Benefit) provision for income taxes (900) 5,903 6,582 5,672 7,875

{Loss) income from continuing operations {2,290) 8,748 9,519 7832 10,876
{Loss} Income from Continuing Operations

Per Share — Basic $§ (030 $ 115§ 121§ 091§ 1.2
{Loss) Income from Continuing Operations

Per Share — Diluted $ (030 $ 112 ¢ 120 § 082 ¢ 122
Dividend Per Share § 026 § 500 §$§ 000 § 000 § 0.0
Weighted Average Shares Qutstanding — Basic 7,661 7,613 7,892 8,638 8,798
Weighted Average Shares Qutstanding — Diluted 7,661 7,795 7,924 8,837 8,924

As of December 31,
2001 2000 1999 1998 1997
(in thousands)

Consolidated Balance Sheet Data:

Warking capital § 25052 $ 27640 § 57755 § 46717 § 56,79
Total assets 57,431 99,350 92,316 83,673 90,025
Long-term liabilities 1,728 828 541 295 1,614
Shareholders” equity 48,255 52,739 83,290 77142 78,381

Organization and Operations — Coastcast Corporation is incorporated under the laws of the State of California. The Company’s
principal business is the production of investment-cast golf clubheads, precision investment castings and related engineering for the
medical industry. The Company sells its products to customers of varying strength and financial resources, principally located in the
United States. The Company has three whally-owned subsidiaries, two are incorporated under the laws of the Mexican maquiladora
program and their principal activities are the production of golf clubheads, and the other is incorporated in the State of California and
manufactures aluminum compressor wheels (which ceased operations in December 2001).




To Our Shareholders

The entire year 2001 was very difficult for our company. We lost money in the first and second quarters, showed a small profit in the
third quarter and a loss for the fourth quarter and the entire year. It was the first time since we started the company in 1980 that we
had a losing year. Qur revenues for the year declined by 18% from $141 million to $115 million.

The general economic conditions of last year affected our industry and our customers negatively and the events of September 11th had
an additional slowing effect on our business. We are also adversely impacted by competition from China. Our business is very labor
intensive which lends itself to be moved to low cost labor areas anywhere in the world. We had shifted much of our work to Mexico
but find that alone still not sufficient.

Our last competitor as an American based company that furnished a complete line of golf clubheads was forced to close its doors this
past Christmas. Today, we are the only U.S. based company left making titanium and stainless stee! metal wood, iron and putter golf
clubheads for the golf manufacturers. This could be of some help for us in the future.

At present we are adjusting to current realities of greater competition from China and a shrinking market for our products. We are
consolidating into fewer plants and passibly fewer locations. Our effort is to convert our operations to a lesser reliance on labor and
mechanize wherever possible. We have made good progress in these areas.

We have our processes under control and are producing products at lower cost and much shortened lead times. By providing better
and faster service at reduced costs, we fee! we have an opportunity to continue as a viable supplier to our customers. We still enjoy

goodwill among our customers and emplayees and will do our best to use it to build a prosperous future.

Again | want to extend much appreciation to those that supported Coastcast during the past year: our customers, employees, suppliers,
directors and our shareholders.

Hans H. Buehler
Chairman and CEO

Coastcast
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Results of Operations

The following table sets forth for the periods indicated operating results expressed in thousands of dollars and as a percentage of sales.

Years Ended December 31,

2001 2000 1999

Amount Percent Amount Percent Amount  Percent

Sales $ 115,480 100.0 $ 141,371 100.0 $ 120,383 100.0

Cost of sales 112,266 97.2 122,750 86.8 98,610 819

Gross profit 3,214 2.8 18,621 13.2 21,773 18.1

Selling, general and administrative 6,800 59 6,652 47 7,418 6.2

(Loss) income from continuing operations (3,586) {3.1) 11,969 8.5 14,355 119

Other income, net 396 3 2,683 1.9 1,746 1.5
(Loss) income from continuing operations

before income taxes (3,190) (2.8) 14,652 104 16,101 13.4

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

Sales decreased $25.9 million, or 18%, to $115.5 million for 2001 from $141.4 million for 2000. The decrease in sales was mainly due
ta a 40% decrease in sales of steel clubheads. The Company believes that this decrease in sales of steel clubheads resulted partly
from loss of market share to Chinese competitors which are able to offer lower prices because of their lower labor costs. Titanium
clubhead sales represented 57% and 45% of total sales for 2001 and 2000, respectively. Sales to Callaway Golf Company represented
50% of total sales for both 2001 and 2000. There is no assurance that sales to Callaway will represent similar percentages of total
sales in the future.

Gross profit decreased $15.4 million, or 83%, to $3.2 million for 2001 from $18.6 million for 2000. The gross profit margin decreased to
3% in 2001 from 13% in 2000. The decrease in gross margin was mainly due to the decrease in sales of steel clubheads and increased
casts, and high titanium clubhead scrap rates in the first half of 2001. In addition, gross margins were impacted by costs associated
with the cessation of the aluminum turbocharger compressor wheels operation, and the abandonment of one of our four facilities in
Mexicali, Mexico.

Non-operating income decreased $2.3 million, to $0.4 million for 2001 from $2.7 million in 2000. The decrease was due to lower cash
and cash eguivalent balances, coupled with lower interest rates, in 2001 compared to 2000.

The effective tax rate for 2001 was 28.2% compared to 40.3% for 2000. The decrease in effective tax rate was mainly due ta non-
deductible expenses for Mexico and non-deductible goodwill amortization in the U.S.
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Year Ended December 31, 2000 Compared to Year Ended December 31, 1999

an 18% increase in sales volume of clubheads. Titanium clubhead sales represented 45% and 42% of total sales for 2000 a
respectively. Sales to Callaway Golf Company, represented 50% of total sales for 2000 compared to 47% in 1999

Gross profit decreased $3.2 million, or 15%, to $18.6 million for 2000 from $21.8 million for 1999. The gross profit margin decreased to
13% in 2000 from 18% in 1999. The decrease in gross margin was mainly due to a significant decrease in sales of steel clubheads
during the last half of 2000 and increased costs. In addition, gross margins were impacted by new product start up problems and high
scrap rates during the fourth quarter of 2000.

Selling, general and administrative expense decreased by $.7 million, or 9%, to $6.7 million for 2000 from $7.4 million for 1999,
The decrease in selling, general and administrative expense was partially due to a decrease in bad debt expense.

Subsequent Event

The Company has announced that it is in the early stages of planning to consolidate manufacturing operations into less space in fewer
locations with the expectation of not limiting production capacity. The Company believes that this consolidation will improve
manufacturing performance and cut costs but will result in substantial non-recurring consolidation charges during 2002 and possibly
into 2003.

Critical Accounting Policies

The consolidated financial statements include accounts of the Company and its wholly-owned subsidiaries. The preparation of
financial statements in conformity with accounting principles generally accepted in the United States of America requires management
to make estimates and assumptions in certain circumstances that affect amounts reported in the accompanying consolidated financial
statements and related footnotes. In preparing these financial statements, management has made its best estimates and judgements
of certain amounts included in the financial statements, giving due consideration to materiality. The Company does not believe there is
a great likelihood that materially different amounts would be reported related to the accounting policies described below. However,
application of these accounting policies invalves the exercise of judgment and use of assumptions as to future uncertainties and, as a
result, actual results could differ from those estimates.

Revenue recognition — The Company recognizes revenue when the following conditions are met: persuasive evidence of an
arrangement exists, delivery has occurred or services have been rendered, the price is fixed or determinable, and collectability is
reasonably assured. Generally, these criteria are met at the time products are shipped.

Inventories — The Company values inventories at the lower of cost (determined on a first-in, first-out basis) or market.
Income taxes — The Company’s income tax policy records the estimated future tax effects of temporary differences between the tax

bases of assets and liabilities and amounts reported in the accompanying consolidated balance sheets, as well as operating {oss and
tax credit carryforwards, using presently enacted tax rates.
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Liquidity and Capital Resources

The Company’s cash and cash equivalents position at December 31, 2001 was $13.2 million compared to $52.2 million on December 31,
2000, a decrease of $39.0 million. Net cash provided by operating activities was $3.8 million for the year ended December 31, 2001.
Depreciation and amortization of $4.3 million, and a decrease in prepaid expenses and other current assets of $1.2 million, were
partially offset by a net loss of $2.3 million. Cash used in investing activities of $2.8 million consists primarily of $3.6 million of capital
expenditures partially offset by proceeds from sale of fixed assets of $1.1 million. Net cash used in financing activities of $40.2 million
consists of cash dividends paid of $40.4 million, repurchase of common stock of §.2 million offset by procgeds from stack option
exercises net of related tax benefit of $.4 million.

The Company maintains an unsecured revolving line of credit which allows the Company to borrow up to $5 million and which had no
outstanding balance at December 31, 2001. This line of credit, which expires on May 31, 2002, bears interest at the bank's prime rate
or LIBOR plus 2%.

On October 27, 2000, the Board of Directors of the Company declared an extraordinary dividend of $5.00 per share to shareholders of
record on December 19, 2000, and paid a total of $38.2 million to such sharehalders on January 9, 2001. On April 27, 2001, the Board
of Directors declared a cash dividend of $0.26 per share of common stock, paid on May 25, 2001 to shareholders of recard as of May 4,
2001, No other cash dividends were declared for the year ended December 31, 2007. The amount of future dividends, if any, will
depend upon the Company’s financial position, results of operations and the needs of the business.

The Company has operating lease commitments and other contractual commitments for purchases of raw materials and capital
equipment arising in the ordinary course of business (see Note 9). As of December 31, 2001, the total operating lease commitments
are $6.5 million: 2002 — $1.7 million, 2003 — $1.6 million, 2004 and 2005 — $.8 million, 2006 — $.7 million, and 2007 and thereafter —
$.9 million. As of December 31, 2001, the Company has non-cancelabie commitments to purchase raw materials totaling $2.6 million
and capital equipment of $0.7 million.

In December 1999, the Board of Directars authorized the repurchase of up to one million shares of Coastcast common stock from time
to time in the open market or negotiated transactions. The Company has repurchased a total of 252,158 shares pursuant to this
authorization, including 41,000 shares which were purchased in 2001 at a cost of $.2 million.

The Company believes that its current cash position, the working capital generated by future operations and the ability to borrow
should be adequate to mest its financing requirements for current operations and the foreseeable future.

Quarterly Information and Seasonality

Set forth below is certain unaudited quarterly financial information. The Company believes that all other necessary adjustments,
consisting only of normal recurring adjustments, have been included in the amounts stated below to present fairly, and in accordance
with accounting principles generally accepted in the United States of America, the selected guarterly information when read in
canjunction with the consolidated financial statements included elsewhere herein.
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Year Ended Year Ended
December 31, 2001 December 31, 2000
1st 2nd 3rd 4th 1st 2nd 3rd 4th

Quarter  Quarter Quarter  Quarter Quarter  Quarter Quarter Quarter
{in thousands, except per share data)

Sales $ 27303 $32184 §$ 31197 $ 24796 $ 37230 § 46,705 $ 32,539 § 24,897
Gross profit {loss) 527 1,636 3,255 [2,204) 6,481 8,838 3,390 (88)
(Loss) income before taxes (1.132) {140) 1,713 (3,631) 5,075 7.052 2,751 (226)
(Benefit) provision for

income taxes (475) 192 525 {1,142) 2,123 2,920 1,155 {295)
Net {loss) income {657) {332) 1,188 {2,489) 2,952 4132 1,596 69
Net {loss) income per share — Basic (.09) (.04) 16 {33) .38 54 21 01
Net {loss) income per share — Diluted (.09) (.04) 16 {.33) .38 52 21 0

The Company’s customers have historically built inventory in anticipation of purchases by goifers in the spring and summer, the
principal selling season for golf equipment. The Company's operating results have been impacted by seasonal demand for golf clubs,
which generally results in higher sales during the six manth period that include the secand and third quarters. The timing of large new
product orders from customers and fluctuations in demand due to a sudden increase or decrease in popularity of specific golf clubs
have contributed to quarterly or other periadic fluctuations. No assurances can be given, however, that these factors wilf mitigate the
impact of seasonality.

Backlog

As of December 31, 2001, the Company had a backlog of approximately $15.1 million as compared to a backlog of approximately $23.1
million as of December 31, 2000. The Company believes that its current backlog is scheduled to be shipped in the ensuing four months.
Although many of the Company’s customers release purchase orders months prior to the requested delivery date, these orders are
generally cancelable without penalty pravided that no production has commenced. f production has commenced, an order is
cancelable upon payment of the cost of production. Historically, the Company’s backlog generaliy has been the highest in the second
and third quarters due principally to seasonal factors. Backlog is not necessarily indicative of future operating results.

Forward Looking Information

This report and other reports of the Company cantain or may contain certain forward-looking statements and information that are
based on betliefs of, and information currently available to, the Company’'s management as well as estimates and assumptions made by
the Company’s managemeant. When used, the words “anticipate,” “believe,” "estimate,” “expect,” “future,” "intend,” “plan” and
similar expressions as they relate to the Company or the Company’s management, are used to identify forward-looking statements.
Such statements reflect the current views of the Company with respect to future events and are subject to certain risks, uncertainties
and assumptions relating to the Company’s operations and results of operatians, competitive factars and pricing pressures, shifts in
market demand, the performance and needs of the industries served by the Company, the costs of product development and other risks
and uncertainties, including, in addition to any uncertainties specifically identified in the text surrounding such statements,
uncertainties with respect to changes or developments in social, economic, business, industry, market, legal and regulatory
circumstances and conditions and actions taken or omitted to be taken by third parties, including the Company's stockholders,
customers, suppliers, business partners, competitors, and legislative, regulatory, judicial and other governmental authorities and
officials. Should ane or more of these risks or uncertainties materialize, or should the underlying assumptions prove incorrect, actual
results may vary significantly from those anticipated, believed, estimated, expected, intended or planned.
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CONSOLIDATED BALANCE SHEETS

December 31,

2001 2000
ASSETS
Current assets:
Cash and cash equivalents $ 13,248,000 $ 52,168,000
Trade accounts receivable, net of allowance for doubtful accounts
of $200,000 at December 31, 2001 and 2000 (Note 12) 7,293,000 7,298,000
Inventories (Note 2) 9,319,000 9,538,000
Prepaid income taxes 951,000 2,093,000
Prepaid expenses and other current assets 1,425,000 1,437,000
Deferred income taxes (Note 7) 264,000 889,000
Total current assets 32,500,000 73,423,000
Praperty, plant and equipment, net (Note 3) 21,127,000 23,434,000
Deferred income taxes (Note 7) 2,346,000 960,000
Investments 981,000 953,000
Other assets, net 477,000 580,000
$ 57,431,000 $ 99,350,000
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 3,196,000 $ 3,763,000
Dividend payable — 38,209,000
Accrued liabilities (Note 5) 4,252,000 3,805,000
Total current liabilities 7,448,000 45,783,000
Deferred compensation (Note 6) 1,097,000 828,000
Pension liahility (Note 6) 631,000 —
Total liabilities 9,176,000 46,611,000
Commitments and contingencies {Notes 9)
Shareholders’ equity {(Notes 8 and 10};
Series A Preferred stock, no par value, 200,000 shares authorized;
None issued and outstanding
Preferred stock, no par value, 1,800,000 shares authorized;
None issued and outstanding
Common stock, no par value, 20,000,000 shares authorized;
7,635,042 and 7,641,769 shares issued and outstanding as of
December 31, 2001 and 2000, respectively 26,067,000 25,847,000
Retained earnings 22,435,000 26,892,000
Accumulated other comprehensive loss (247,000) —
Total shareholders’ equity 48,255,000 52,739,000
3 57,431,000 $ 93,350,000

See accompanying notes to consolidated financial statements.




CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2001 2000 1999

Sales (Nate 12) $ 115,480,000 $ 141,371,000 $ 120,383,000
Cost of sales 112,266,000 122,750,000 98,610,000
Gross profit 3,214,000 18,621,000 21,773,000
Selling, general and administrative 6,800,000 6.652,000 7,418,000
(Loss} income from operations (3,586,000) 11,969,000 14,355,000
Other income, net 396,000 2,683,000 1,746,000
{Loss} income before income taxes {3,190,000) 14,652,000 16,101,000
{Benefit) provision for income taxes (Note 7) {900,000) 5,903,000 6,582,000
Net {loss) income $ (2,290,000) $ 8,749,000 $ 9,519,000
NET (LOSS) INCOME PER SHARE (Note 11)

Net {loss) income per share — basic $ (0.30) $ 1.15 $ 1.21
Weighted average shares outstanding 7,661,496 7,613,357 7,892,360
Net (loss) income per share —~ diluted $ (0.30) $ 112 $ 1.20
Diluted weighted average shares outstanding 7,661,496 7,794,854 7,923,957

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Years Ended December 31, 2001, 2000 and 1999
Accumulated

Coemmon Stack Other
Number of Retained  Comprehensive Comprehensive
Shares Amount Earnings  Income (Loss) Total Income (Loss)
BALANCE AT JANUARY 1, 1999 7,989,404 30,309,000 § 46,833,000 ¢ — $77,142000 $ —
Stack options exercised, including related
income tax benefit (Note 10) 4,667 48,000 48,000
Repurchase of common stock (292,500)  (3,393,000) {3,393,000)
Unrealized loss on investments, net of
income tax benefit of $19,000 {26,000) (26,000} {26,000)
Net income 9,519,000 9,519,000 8.519,000
BALANCE AT DECEMBER 31, 1999 7,701,571 26,964,000 56,352,000 (26,000) 83,290,000 9,493,000
Stock options exercised, including related
income tax benefit (Note 10) 315,856 4,476,000 4,426,000
Repurchase of common stock {375,658)  (5,543,000) (5,543,000)
Unrealized gain on investments, net of
incame tax expense of $19,000 26,000 26,000 26,000
Cash dividend declared (38,209,000) (38,209,000)
Net income 8,749,000 8,743,000 8,749,000
BALANCE AT DECEMBER 31, 2000 7,641,769 25,847,000 26,892,000 — 52,739,000 8,775,000
Stack options exercised, including related
income tax benefit (Note 10) 34,273 443000 443,000
Repurchase of common stock {41,000) {223,000) (223,000)
Unrealized gain on investments, net of
income tax expense of $1,000 1,000 1,000 1,000
Excess of additional pension liability aver
unrecognized prior service cost, net of
income tax benefit of $176,000 (248,000 (248,000) (248,000)
Cash dividend declared (2,167,000) (2,167,000)
Net loss {2,290,000) (2,290,000}  {2,290,000)
BALANCE AT DECEMBER 31, 2001 7,635,042 $ 26,067,000 § 22435000 § (247,000) $ 48,255,000 $ (2,537,000)

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

Years Ended December 31,

2001 2000 1999
CASH FLOWS FROM OPERATING ACTIVITIES:
Net {loss) income $ (22900000 $ 8,749,000 $ 9,519,000
Adjustments to reconcile net (loss) income to net cash provided by operating activities:
Depreciation and amartization 4,347,000 4,428,000 4,089,000
Boodwill amortization and impairment 231,000 28,000 18,000
Loss on disposal of machinery and equipment 487,000 21,000 91,000
(Gain} loss on investments (6,000) 50,000 20,000
Deferred compensation 269,000 287,000 246,000
Pensian liability 99,000 — —
Beferred income taxes (685,000) (144,000) (469,000)
Changes in operating assets and liabilities:
Trade accounts receivable 5,000 1,881,000 (1,621,000)
fnventories 219,000 1,621,000 (728,000
Prepaid expenses and other current assets 1,154,000 (1,573,000) 4,331,000
Accounts payable and accrued liabilities (126,000 (911,000) 2,127,000
Net cash provided by operating activities 3,804,000 14,337,000 17,623,000
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment (3,589,000) {3,735,000) {4,247,000)
Proceeds from disposal of machinery and equipment 1,062,000 22,000 80,000
Surrender of life insurance policies — — 6,215,000
Purchase of investments (1,010,000) {794,000) (1,107,000)
Sales/maturities of investments 989,000 742,000 136,000
Purchase of business, net of cash acquired — — (233,000)
Other assets {20,000) {27,000) 67,000
Net cash (used in) provided by investing activities (2,568,000 (3,792,000} 911,000
CASH FLOWS FROM FINANGCING ACTIVITIES:
Proceeds from issuance of common stack upon exercise of options 443,000 4,426,000 48,000
Dividends paid (40,376,000 — —
Repurchase of common stock [223,000) {5.543.000) {3,393.000)
Net cash used in financing activities (40,156,000) {1,117.000) {3,345,000)
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (38,920,000) 9,428,000 15,189,000
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 52,168,000 42,740,000 27 551,000
CASH AND CASH EQUIVALENTS AT END QF YEAR $ 13,248,000 $ 52,168,000 $ 42,740,000
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash refunded during year for income taxes $ 2467000 — § —
Cash paid during year for income taxes $ 998000 $ 7234000 § 3,436,000
NON-CASH INVESTING AND FINANCING ACTIVITIES:
Cash dividend declared 3 — $ 38209000 $ —

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

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation — The accompanying consolidated financial statements include the accounts of Coastcast Corporation
(the “"Company”) and its wholly owned subsidiaries. All material intercompany transactions have been eliminated in consolidation.

Organization and Operations — Coastcast Corporation is incorporated under the laws of the State of California. The Company
principal business is the production of investment-cast golf clubheads, precision investment castings and related engineering for the
medical industry. The Company sells its products to customers of varying strength and financial resources, principally located in the
United States. The Company has three wholly-owned subsidiaries, two are incorporated under the laws of the Mexican maguiladora
program and their principal activities are the production of golf clubheads, and the other is incorporated in the State of California and
manufactures aluminum compressor wheels {which ceased operations in December 2001).

Use of Estimates — The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires the Company's management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Revenue Recognition — Revenue is recognized when goods are shipped to the customer.

Cash Equivalents — Cash equivalents consist of short-term investments with original maturities of three manths or less.
Concentration of Credit Risk — The Company’s financial instruments that are exposed to credit risk consist primarily of accounts
receivable. The Company grants credit to substantially all of its custamers, performs ongoing credit evaluations of its customers’
financial condition and maintains an allowance for potential credit losses. The Company’s top two customers represented 77% and
74% of the accounts receivable balance as of December 31, 2001 and 2000, respectively. See also Note 12.

Inventories — Inventories are stated at the lower of cost (determined on a first-in, first-out basis) or market.

Property, Plant and Equipment — Praperty, plant and equipment are stated at cost. Depreciation and amortization are provided
using primarily the straight-line method over the estimated useful lives of the related assets as follows:

Building and improvements 5-31 years
Machinery and equipment 5-7 years
Transpartation 5-7 years
Furniture, fixtures and computers 3-7 years

Impairment of Long-Lived Assets — The Company reviews long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. If the sum of expected future cash flows
(undiscounted and without interest charges) is less than the carrying amount of an asset, an impairment loss is recognized. During the first
quarter of 2001, the Company recognized an impairment of goodwill of $231,000 relating to its California subsidiary purchased in 1999.

Investments — Investments are included in an irrevocable rabbi trust and are considered available for sale and carried at fair value.
Fair value for fixed-maturity investments and equity securities is based on quoted market prices. Unrealized appreciation or
depreciation on fixed-maturity investments and equity securities is included in accumulated other comprehensive income (loss).

(ains and losses on sales of investments are computed on the specific identification method and are reflected in other income, net.

Income Taxes — Deferred income taxes are recognized based on differences between the financial statement and tax basis of assets
and liabilities using presently enacted tax rates (see Note 7).
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Earnings Per Share — Basic net {loss) income per share is based on the weighted average number of shares of common stock
outstanding. Diluted net (loss) income per share is based on the weighted average number of shares of common stock outstanding and
dilutive potential common shares from stock options {using the treasury stack method).

Fair Value of Financial Instruments — The carrying amounts of cash and cash equivalents, accounts receivable and accounts
payable approximate fair value because of the short maturities of these instruments.

Accounting Pronouncements — In July 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards (“SFAS”) No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141
replaces Accounting Principles Board Opinion No. 16, "Business Combinations,” and eliminates pooling-of-interests accounting,
prospectively. It also provides guidance on purchase accounting refated to the recognition of intangible assets and accounting for
negative goodwill. SFAS No. 142 changes the accounting for goodwill from an amortization method to an impairment-only approach.
Under SFAS No. 142, goodwill will be tested annually and whenever gvents or circumstances occur indicating that goodwill might be
impaired. SFAS No. 141 is effective for all business combinations completed after June 30, 2001. Upon adoption of SFAS No. 142,
amartization of goodwill recorded for business combinations consummated prior to July 1, 2001 will cease, and intangible assets
acquired prior to July 1, 2001 that do not meet the criteria for recognition under SFAS No. 141 will be reclassified as goodwill.
Companies are required to adapt SFAS No. 142 for fiscal years beginning after December 15, 2001. In connection with the adaption of
SFAS No. 142, companies will be required to perform a transitional goodwill impairment assessment. As of December 31, 2001, the
Company has no goodwill on its consolidated balance sheet. Management does not expect the adoption of SFAS No. 142 to have a
significant impact on the financial position and results of operations of the Company.

SFAS No. 143, "Accounting for Asset Retirement Obligations,” which becomes effective for the Company on January 1, 2003,
addresses the obligations and asset retirement costs associated with the retirement of tangible long-lived assets. It requires that the
fair value of the liability for an asset retirement obligation be recorded when incurred instead of over the life of the asset. The asset
retirement costs must be capitalized as part of the carrying value of the long-lived asset. If the liability is settled for an amount other
than the recorded balance, either a gain or loss will be recognized at settlement. The Company is currently assessing the impact of the
adoption of this statement on its financiaf position and results of operations.

SFAS No. 144, "Impairment or Disposal of Long-Lived Assets,” will become effective for the Company on January 1, 2002. SFAS No.
144 addresses financial accounting and reporting for the impairment or disposal of long-lived assets and provides guidance on
implementation issues related to SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of,” and addresses the accounting for a segment of a business accounted for as a discontinued operation. The Company is
currently assessing the impact of the adoption of this statement on its financial position and results of operations.

2. INVENTORIES

Inventories consist of the following:
December 31,

2001 2000
Raw materials and supplies $ 5,009,000 $ 3,854,000
Tooling 245,000 268,000
Work-in-process 3,658,000 5,038,000
Finished goods 407,000 378,000
$ 9,319,000 $ 9,538,000

Included above are costs incurred for the production of tooling which is subsequently sold to customers upon acceptance of the first
production unit.
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3. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of the following:
December 31,

2001 2000

Land $ 2,186,000 $ 2,186,000
Buildings and improvements 11,168,000 11,252,000
Machinery and equipment 31,546,000 31,560,000
Transportation 1,197,000 2,526,000
Furniture, fixtures and computers 3,063,000 3,972,000
49,161,000 51,496,000

Less accumulated depreciation and amortization 28,034,000 28,062,000
$ 21,127,000 $ 23,434,000

Depreciation and amortization expense for 2001, 2000 and 1993 was $4,347,000, $4,428,000 and $4,089,000, respectively.

4. SHORT-TERM BORROWINGS

The Company maintains an unsecured revolving line of credit which allows the Company to borrow up to $5,000,000 and which had no
outstanding balance at December 31, 2001 and 2000. This line of credit, which expires on May 31, 2002, bears interest at the bank’s
prime rate or LIBOR plus 2%.

5. ACCRUED LIABILITIES

Accrued liabilities consist of the following:

December 31,
2001 2000
Accrued payroll and related expenses $ 1,518,000 $ 1,460,000
Accrued vacation 839,000 1,077,000
Accrued insurance 375,000 717,000
Accrued cessation reserve 775,000 —
Accrued lease reserve 375,000 —
Other accrued expenses 370,000 551,000
$ 4252000 $ 3,805,000

The accrued cessation reserve as of December 31, 2001 represents the estimated cost associated with the cessation of the aluminum
turbocharger compressor wheels operation. The accrued lease reserve as of December 31, 2001 represents the estimated total lease
obligation, net of estimated sublet income resulting from the abandanment of ane of the Company's four leased facilities in Mexicali, Mexico.




6. RETIREMENT PLANS

The Company has a defined benefit plan which covers substantially all of its hourly union employees. The plan provides for a monthly
benefit payable for the participant’s lifetime commencing the first day of the month following the attainment of age sixty-five in an
amount equal to $9.50 to $11.40 multiplied by the participant's credited service.

The following table sets forth the plan's change in benefit obligation, change in plan assets and components of net pension cost:

December 31,

2001 2000
CHANGE IN BENEFIT OBLIGATION:
Benefit obligation at beginning of year $ 2,287,000 $ 2,154,000
Service cost 88,000 55,000
Interest cost 157,000 146,000
Actuarial loss from change in assumptions 97,000 28,000
Increase in plan benefits — 40,000
Benefits paid {94,000) {136,000
Benefit obligation at end of year 2,535,000 2,287,000
CHANGE IN PLAN ASSETS:
Fair value of plan assets at beginning of year 2,156,000 2,207,000
Actual return on plan assets (158,000 85,000
Employer contribution 80,000 —
Benefits paid {94,000) {136,000}
Fair value of plan assets at end of year 1,984,000 2,156,000
Funded status (551,000) {131,000}
Unrecognized actuarial loss 469,000 63,000
Unrecognized prior service cost 108,000 117,000
Unrecognized transition obligation (45,000) (70,000)
Accrued benefit cost $ {19,000) $ (21,000)
Year Ended December 31,
2001 2000 1999
COMPONENTS OF NET PENSION COST:
Service cost $ 88,000 $ 55000 $ 48,000
Interest cost 157,000 146,000 140,000
Return on plan assets 158,000 {85,000 {114,000)
Amortization and deferral {325,000) {83,000) {56,000)
Net pension cost $ 78,000 $§ 33,000 $§ 18,000

The weighted average discount rate used in determining the actuarial present value of the projected benefit obligation was 7% in both
2001 and 2000. The expected long-term rate of return on assets was 7% for both 2001 and 2000. As of December 31, 2001, the
Company has a liability for the employer contribution of $80,000, payable on or prior to June 15, 2002. An additional lability of
$532,000 was recorded to reflect the required minimum pension liability. Since the additional liability was greater than the
unrecagnized prior service cost, an intangible asset of $108,000 was recognized for the amount of additional liability up to the amount
of unrecognized prior service cost and shareholders’ equity {other comprehensive loss) was charged $424,600 for the excess of the

additional liability over unrecognized prior service cost (less income tax benefit of $176,000).
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Effective January 1, 1996, the Company adopted a retirement savings plan (the “401(k) Plan”) pursuant to which all U.S. employees who satisfy
the age and service requirements under the plan and who are not covered by callective bargaining agreements may defer compensation for
income tax purposes under section 401(k) of the Internal Revenue Code of 1986. Participants may contribute up to 15% of their compensation
up to the maximum permitted under federal law. The Company is obligated to contribute annually an amount equal t0 25% of each participant's
contribution up to 6% of that participant's annual compensation. In accordance with the provisions of the 407(k) Plan, the Company matched
employee contributions in the amount of $101,000, $112,000 and $93,000 during 2001, 2000 and 1999, respectively.

On September 1, 1996, the Company adopted a supplemental executive retirement plan {the “SERP”) for certain key employees. Benefits
generally accrued at a rate of 7% of final average salary per year of participation in the plan, up to 10 years. In general, participants in
the plan only become fully vested with respect to their accrued benefits upen completion of 5 years of plan participation. The benefits
under this plan were frozen effective December 31, 1997, except for the Chairman and Chief Executive Officer who voluntarily
relinquished all of his rights under this plan. An amended and restated supplemental executive retirement plan was approved effective
January 1, 1998. The amended plan revises the benefit formula for participants and provides additional flexibility with respect to funding.
Under the amended plan, benefits generally accrue ratably over 25 years of service at 2% per year (up to @ maximum of 25 years of
service} with the actual benefit being dependent on years of service with Company subject to the social security offset.

The following table sets forth the plan’s change in benefit obligation, change in plan assets and components of net pension cost:

December 31,

2001 2000

CHANGE IN BENEFIT OBLIGATION:

Benefit obligation at beginning of year $ 1,243,000 $ 1,351,000

Service cost 130,000 134,000

Interest cost 87,000 94,000

Actuarial gain {99,000) {336,000
Benefit abligation at end of year 1,361,000 1,243,000
CHANGE IN PLAN ASSETS:

Funded status {1,361,000) (1,243,000)

Unrecognized actuarial loss (279,000) {187,000

Unrecognized prior service cost 165,000 184,000

Unrecognized transition abligation 378,000 418,000
Accrued benefit cost $ (1,097,000) $ (828,000)

Year Ended December 31,
2001 2000 1999

COMPONENTS OF NET PENSION COST: '

Service cost $ 130,000 $ 134,000 $ 94,000

Interest cost 87.000 94,000 83,000

Amortization and deferral 53,000 59,000 69,000
Net pension cost § 270,000 $ 287,000 $ 246,000

The weighted average discount rate used in determining the actuarial present value of the projected benefit obligation was 7% for
both 2001 and 2000. To fund this plan, the Company prior to December 31, 1998 purchased whole-lifg insurance contracts on certain
participants. All the whole-life insurance contracts were surrendered for cash during 1999. A portion of the cash received from the
surrender of the contracts is invested in marketable securities in an irrevacable rabbi trust and is presented as an asset of the Company
in the accompanying consolidated balance sheets.

The Company dages nat provide any other post-retirement benefits to its employees.
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7. INCOME TAXES

The {benefit) provision for income taxes is as follows:

Years Ended December 31,

2001 2000 1999

Current:
Federal $ (1,523,000 $ 4,159,000 $ 5,553,000
State 175,000 949,000 1,173,000
Foreign 984,000 958,000 306,000
{364,000) 6,066,000 7,032,000

Deferred:
Federal 123,000 (74,000) (377.,000)
State {174,000 (29,000) (73,000
Foreign (485,000) (60,000) —
{536,000} {163,000) {450,000
$ {900,000) $ 5.903.000 $ 6,582,000

The actual (benefit) provision an income before income taxes differs from the statutory federal income tax rate due to the following:

Years Ended December 31,

2001 2000 1999
Federal $ (1,523,000) $ 4,159,000 $ 5,553,000
Federal income taxes at the statutory rate $ (1,117,000} $ 5,128,000 $ 5,635,000
State income taxes, net of federal benefit {74,000 650,000 735,000
California investment tax credit (59,000} (95,000 {18,000
Non-deductible Mexico expenses 237,000 202,000 110,000
Other items 113,000 18,000 120,000
$ {900,000) $ 5,803,000 $ 6,582,000
The tax effects of items comprising the Company's net deferred income tax asset are as fallows:
December 31,
2001 2000
Allowance for doubtful accounts $ 83.000 $ 84,000
Deferred compensation 455,000 346,000
Accrued expenses 573,000 505,000
Inventory reserve 225,000 437,000
State income taxes {154,000) 199,000
Depreciation 1,295,000 445,000
Other items 33,000 {167,000)
$ 2,610,000 $ 1,843,000
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8. SHAREHOLDERS' RIGHTS PLAN

On October 27, 2000, the Board of Directors approved the adeption of a Shareholders’ Rights Plan (“the Plan”). In connection with the
Plan, preferred stock purchase rights were distributed as a dividend at the rate of one right for each share of common stock. In general,
the rights will not be exercisable or transferable apart from the common stock, unless a person or group (i) acquires beneficial
ownership of 15% or more of the outstanding comman stock, or (ii) commences a tender offer or commences or files a registration
statement with respect to an exchange offer, to acquire beneficial ownership of 15% or more of the outstanding stock.

When exercisable, each right will entitle the holder to buy at a §75 exercise price {the "Exercise Price”) 1/100th of a share of Series A
Preferred Stock of the Company. Following an event described in (i} or (i} above, each right will entitle the holder to purchase fram the
Company, at the Exercise Price, comman stock {or under certain circumstances, other securities or assets of the Company) having a
value of twice the Exercise Price. Further, if after the rights become exercisable the Company ar a majority of its assets or earning
power are acquired by merger or otherwise, each right will thereafter represent the right to purchase that number of shares of the
surviving corporation or (in certain circumstances) its parent having a market valuge of twice the Exercise Price. In general, no acquiring
person, nor the person or group whose purchase transaction or tender or exchange offer triggers the exercisability of the rights, nor any
of that person or group’s transferees may exercise rights held by them.

At any time prior to the 10th day following an event described in (i) ar (i} gbave, the Board of Directars may redeem all outstanding
rights at a price of $.01 per right, and may amend the Plan and the rights in any and all respects. The rights will expire at the earlier
date of their redemption or October 27, 2010.

9. COMMITMENTS AND CONTINGENCIES

Operating Leases — The Company leases certain facilities under various operating leases with terms ranging from five to ten years.
The leases contain renewal options for additional five or ten year periods which have not been included in the rental commitment
schedule below. In general, these leases provide for payment of property taxes, maintenance and insurance by the Company and
include rental increases based on the Consumer Price Index.

The future minimum lease payments required under these leases as of December 31, 2001 are as follows:

Year Ending December 31,

2002 $ 1,687,000
2003 1,562,000
2004 779,000
2005 779,000
2006 750,000
Thereafter 959,000

$ 6,516,000

Rent expense for 2001, 2000 and 1999 was $2,234,000, $1,816,000 and $1,710,000, respectively. As of December 31, 2001, the
Company has non-cancelable commitments to purchase raw materials totaling $2.6 million and capital equipment of $0.7 million.

The Company is a party to legal actions arising in the ordinary course of business, none of which, individually or in the aggregate, in
the opinion of management, after consultation with counsel, will have a material adverse effect on the business or financial condition
of the Company.




10. STOCK OPTION PLANS

Under the Company's 1996 Amended and Restated Employee Stock Option Plan {1996 Employee Stack Option Plan”), a maximum of
1,950,000 shares of common stock may be issued pursuant to exercise of options granted to officers and key employees under the
plan. Options may be granted under the plan at prices which are equal to or greater than the fair market value of the shares at the
date of grant. The options become exercisable over a period of time as determined by the Board of Directors or a committee of
directors and generally expire ten years from the date of grant or earlier following termination of employment. As of December 31,
2001, an aggregate of 869,489 shares had been purchased pursuant to the exercise of options granted under the plan, options to
purchase an aggregate of 948,106 shares were outstanding (including options which were then exercisable to purchase 392,893
shares}, and 132,405 shares were available for additional grants of options under the plan.

Under the Company's 1995 Amended and Restated Non-Employee Director Stock Cption Plan {*1995 Director Stock Option Plan”), a
maximum of 200,000 shares of common stock may be issued pursuant to exercise of options granted under the plan to certain non-
employee directors. Options are granted under the plan at prices equal to the fair market valug of the shares at the date of grant. The
aptions generally become exercisable over a three-year period of time and expire at the earlier of one year after the optionee ceases
to be a director or ten years from the date of grant. As of December 31, 2001, an aggregate of 109,999 shares had been purchased
pursuant to the exercise of options granted under the plan and options to purchase an aggregate of 66,667 shares were outstanding
(including options which were then exercisable to purchase 63,333 shares), and no shares were available for additional grants of
options under the plan, since on June 20, 2007, the Company shareholders approved the 2001 Non-Employes Director Stock Option
Plan (“2001 Director Stock Option Plan”}.

On June 20, 2001, the shareholders approved the 2001 Director Stock Option Plan, a maximum of 200,000 shares of common stock
may be issued pursuant to exercise of options granted under the plan to certain non-employee directors. The options generally become
exercisable over a three-year period of time and expire at the earlier of ane year after the optionee ceases to be a director or ten years
from the date of grant. As of December 31, 2001, no shares had been purchased pursuant to the exercise of aptions granted under the
plan and options to purchase an aggregate of 90,000 shares were outstanding {including options which were then exercisable 1o
purchase 20,000 shares), and 110,000 shares were available for additional grants of optians under the plan.

The following summarizes the Company’s stock option activity under all arrangements for the three years ended December 31, 2001:

Weighted Average

Number Exercise Price
Balance, January 1, 1999 1,083,817 $ 1375
Granted 111,950 1133
Forfeited (179,944) 12.92
Exercised {4,667) 10.25
Balance, December 31, 1999 1,011,156 13.86
Granted ‘ 54,500 15.41
Forfeited {35,883) 14.52
Exercised {315,856) 12.13
Balance, December 31, 2000 713,917 1470
Granted 577700 7.56
Forfeited (122,571) 13.68
Exercised {34,273) 9.00
Balance, December 31, 2001 1,134,773 $ 1135
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The following table summarizes information about stock options outstanding at December 31, 2001:

Weighted Weighted Weighted

Number Average Average Number Average

Range of Outstanding Remaining Exercise Exercisable Exercise
Exercise Prices at 12/31/01 Contractual Life Price at 12/31/01 Price
$4.50-7.49 353,301 9.4 § 7.01 10,001 § 7.3
7.57-10.38 213,000 9.0 7.80 38,000 8.70
10.60-14.13 454,342 5.1 13.65 379,040 13.85
14.50 — 22.25 74,130 6.4 19.25 39,185 21.83
27.00 - 30.00 40,000 39 27.75 40,000 27.75
$4.50 — 30.00 1,134,773 7.2 $ 1135 506,226 $ 15.05

The Company applies Accounting Principles Board Opinion No. 25 and related interpretations in accounting for its stock option plans.
Accordingly, no compensation expense has been recognized for options granted under its 1996 Employee Stock Option Plan or its 1995
and 2001 Directar Stock Option Plan, except for stock options granted to directors on December 13, 1995, which were subject to
approval and subsequently approved by shareholders on June 12, 1996. Had compensation cost for the Company’s stock option plans
been determined based on the fair value at the grant dates for awards under thase plans consistent with the method of SFAS No. 123,
the Company’s net {loss} income and {loss) earnings per share would have been changed to the pro forma amounts indicated below:

Year Ended December 31,

2001 2000 1999

Net (loss) income: As reported $ (2,290,000) $ 8,749,000 $ 9,519,000
Pro forma (2,665,000) 8,368,000 9,184,000

Net (loss) income per share —
Basic As reported $ (0.30) $ 1.15 $ 1.21
Pro forma $ (0.35) $ 1.10 $ 1.16

Net {loss) income per share —
Diluted As reported $ {0.30) $ 1.12 $ 1.20
Pro forma $ (0.35) $ 1.06 $ 1.14

The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option pricing model. The following
weighted average assumptions were used in 2001, 2000 and 1999, respectively: dividend yield of 0%, 6.8% and 0%, expected
volatility of 63%, 64% and 67%, risk-free interest rate of 4.8%, 6.3% and 5.7%, and expected term of 4.0, 4.0 and 4.0 years.
The weighted average fair value per share of options granted in 2001, 2000 and 1999 was $3.93, $5.54 and $5.86, respectively.
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11. EARNINGS PER SHARE

The foflowing table sets forth the computation of basic and diluted earnings per share:

2007 2000 1999
Numerator:
Net (loss) income $ (2,290,000) $ 8,749,000 $ 9,519,000
Numerator for basic and diluted (loss) earnings per share —
(loss) income available 1o common stockholders (2,290,000) 8,749,000 9,519,000
Denominataor:
Denominator for basic {loss) earnings per share —
weighted average shares 7,661,496 7,613,357 7,892,360

Effect of dilutive securities:
Stock options — 181,497 31,697
Denominator for diluted (loss) earnings per share —
weighted average shares and

assumed conversions 7.661 496 7,794,854 7,823,957
Basic (loss) earnings per share $ {0.30) $ 1.15 $ 1.21
Diluted {loss} eamings per share $ {0.30) $ 1.12 $ 1.20

The anti-dilutive options as of December 31, 2001, 2000 and 1999 were 1,134,773, 95,930 and 758,639, respectively.

12. BUSINESS SEGMENTS

The Company is engaged principally in the business of manufacturing precision investment-cast titanium and stainless steel golf
clubheads, representing 90.3%, 90.7% and 90.6% of sales for the years ended December 31, 2001, 2000 and 1999, respectively.
The Company has determined that it has one reportable business segment.

The Company derived 50% and 33% of sales from its two top customers in 2001, 50% and 26% of sales from its two top customers in
2000.and 47%, 25% and 12% of sales from its three tap customers in 1999.

13. SUBSEQUENT EVENT

The Company has announced that it is in the early stages of planning to consolidate manufacturing operations into less space in fewer
locations with the expectation of not limiting production capacity. The Company believes that this consolidation will improve
manufacturing performance and cut-costs but will result in substantial non-recurring consolidation charges during 2002 and possibly
into 2003.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Coastcast Corporation:

We have audited the accompanying consolidated balance sheets of Coastcast Corporation and subsidiaries as of December 31, 2007 and
2000, and the related consolidated statements of operations, shareholders’ equity, and cash flows for each of the three years in the
period ended December 31, 2001. These financial statements are the respansibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes 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 opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Coastcast Corporation

and subsidiaries as of December 31, 2001 and 2000, and the results of their operations and their cash flows for each of the three years in
the period ended December 31, 2001 in conformity with accounting principles generally accepted in the United States of America.

/@ﬁ/éﬁ 7 owehe CCP
DELOITTE & TOUCHE LLP

Los Angeles, California
February 7, 2002
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Fiscal Year High Low
2001
First Quarter $ 17.63 $ 1050
Second Quarter 10.95 7.00
Third Quarter 8.00 425
Fourth Quarter 6.90 400
2000
First Quarter 17.13 13.25
Second Quarter 20.44 14.88
Third Quarter 18.19 13.00
Fourth Quarter 18.44 14.25

On October 27, 2000, the Board of Directors of the Company declared an
extraordinary dividend of $5.00 per share to shareholders of record on
December 19, 2000, and paid a total of $38.2 million to such shareholders on
January 9, 2001. On April 27, 2001, the Board of Directors declared a cash
dividend of $0.26 per share of common stock, paid on May 25, 2001 to
shareholders of record as of May 4, 2001. No other cash dividends were
declared for the year ended December 31, 2001. The amount of future
dividends, if any, will depend upon the Company’s financial position, results of
operations and the needs of the business.
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