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The Company’s publishing business is organized
into Bible and book imprints and conferences. All
of the Company’s business units produce similar
products for a similar customer base; however, the
following information regarding the Company’s
publishing business is provided to demonstrate
the breadth of its product offerings.
-

Fiscal year 2002 saw a refinement of strategic
direction for Nelson Books. “We are recommitted to
excellence and to achieve growth through that
pursuit. To that end, we reduced the number of
titles we published last year by 30% and still
achieved more than 20% growth in dollar sales,”
explains Michael S. Hyatt, Executive Vice President
and Publisher of Thomas Nelson Books. “We have
an ongoing effort to publish the highest quality
works from the most gifted Christian writers, and
to join with those authors and their ministries to
reach more people with the Good News.”

The commitment to both the messenger and
the message is evident in the repeated success of
many key Nelson authors. Dr. Charles Stanley
released three titles last year, all of which earned
a place on the best-seller lists—Walking Wisely,
Gift of Love and When Tragedy Strikes.
Tommy Tenney, in his first year with Thomas
Nelson, placed two titles on best-seller

lists, The God Catchers and Experiencing Hia

Presence. Stormie Omartian’s Praying God
Will for Your Life, and Lord, I Want to Be
Whole have consistently placed high on the

CBA paperback best-seller list since their release.
The works of John Eldredge have had a powerful
impact on the market and on individual lives.
While his earlier releases, Sacred Romance and
Journey of Desire, continue to appear on best-seller
lists, John's newest release, Wild at Heart, has
climbed the CBA and the Publisher’s Weekly
religion charts at an impressive rate and is still
going strong. “We are all inspired by the stories we
hear from people who are deeply moved by Nelson
books, none more than those by John Eldredge. He
is still a relative newcomer, but his message is
resonating with men and women in a powerful way.
It is especially gratifying to hear from people
whose lives have been changed by the books we
publish,” said Hyatt.

Thomas Nelson has seen growth in numerous
publishing genres. We are a leader in motivational
and personal growth books and have published
several significant new titles, including The 17

Indisputable Laws of Teamwork and The 17 Easential

wat inG ST
W 1SE L ST

Qualities of a Team Player, both from John C.
Maxwell and both of which hit the New York Times
business best-seller list. A focus on health and
fitness titles, led by What Would Jesus Eat? by Dr.
Don Colbert, enjoyed success in the market. Among
Nelson’s fiction best-sellers are Devills lsland,
the first novel from perennial non-fiction best-
selling author John Hagee, and Heart of the
Sandhills from Christy® award finalist Stephanie
Grace Whitson. Charismatic best-sellers include
Forever Ruined for the Ordinary by Joy Dawson,
Under Cover by John Bevere and Tommy Tenney’s
The God Catcheras.

Several Nelson titles were singled out for
awards last year. Christian Retailing’s Retailer’s
Choice Awards honored The God Catchers, Wild at
Heart and Lord, I Want to be Whole. Selected as
Evangelical Christian Publishers Association Gold
Medallion finalists are How fo Live Through a Bad
Day by Jack Hayford, In the Secret Place of the Moat
High by Cynthia Heald, and Wild at Heart.

“We are thankful for our success this past
year and we are encouraged about our future,” says
Hyatt. “Next year, we are planning to release works
from many of the authors with whom we have
already enjoyed so much success, and we will
introduce several compelling works from
authors new to Thomas Nelson, including
Erwin Raphael McManus, Angela Thomas
Guffey and Stan Mitchell. It is an exciting
time to be in Christian publishing and with

Nelson Books.”
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Last year, our Gentlemanners series grew
both in number of titles and sales. One of the
authors was profiled in the New York Times and
People Magazine, and the books sold well in the
Brooks Brothers chain of men’s stores as well as
on QVC.

Fiscal year 2003 looks promising with the
release of Duty, Honor, Country: The Legacy of
Preacott Bush; Something Worth Leavin’
Behind, a new NoteBook that coincides with the
release of Lee Ann Womack’s newest CD and
Remembering Patay, a gift book tribute to Patsy
Cline. In fiscal year 2003, Rutledge Hill Press
will launch a new series of books in part-
nership with iVillage.com, a leading web site

for women.
e

Thomas Nelson added Cool Springs Press™ in June
2001. Cool Springs Press is a leading publisher of
gardening books that are customized for specific
states and regions. An integral aspect of Cool
Springs Press’ success is its affiliation with
expert gardening communicators in each
state who can reco-
mmend the best
plants for their
areas. This approach
offers home gard-
eners the assur-

ance of relevant

advice that they can implement with con-
fidence and success.

Cool Springs Press offers three unique
series of gardening books and each is designed
to compliment the others. Gardener’s Guides
recommend the top-performing landscape plants
for individual states. Advice on seasonal
gardening maintenance is featured in the Month-
by-Month Gardening series. For those who also
desire edible gardens, Cool Springs Press offers
Fruit and Vegetable titles for Midwestern and
Southern states. We offer titles for more than
eighty percent of the U.S. population. Our
authors are regularly seen on national television
programs including Home and Garden Tele-
vision. In addition, Cool Springs Press’ authors
can be heard across the country on radio call-in
programs dedicated to gardening.

For fiscal year 2003, Cool Springs Press plans
to expand into new states with established and new
products. Anew line of state-specific Lawna books
will be published in the fall. Initially, this series
will cover the South and is expected to be expanded
into the Midwest by fiscal 2004.

C B
Fiscal year 2002 saw the birth of a company-wide
initiative to organize much of our publishing
and marketing activity around key company
brands, including many properties managed by
Nelson Bibles. Anchored by our best-selling
family Bible, Thomaa Kinkades Lighting the

Way Home, we continue to enjoy strong sales of
Kinkade products, thanks to innovative design
and consistent marketing.

Nelson Bibles continues to enjoy sales

®

success with our Precious Momenta® brand. In
fiscal year 2002, Nelson passed the 10,000,000
unit mark with our Precious Moments® Bible line
and signed a new agreement with Precious
Moments, Inc., giving us another five years as the
exclusive Precious Moments® Bible publisher.

Building on the enormous success of the
Extreme Teen™ Bible, Xt4)™ (Extreme for Jesus)
has emerged as the leading teen publishing
brand in our market. In fiscal year 2002, we
achieved a major success through the placement
of permanent Xt4/ merchandising in 400 stores
while passing the million-mark in sales for the
brand in November.

With more than 1,000,000 Bibles and
1,500,000 units of reference products sold, Spirit
Filled Life (under the leadership of Jack Hayford)
has become our leading product line for the rapidly
growing Charismatic and Pentecostal segments of
the Church. We launched the brand with the New
Spirit Filled Life Bible in August 2001 and added
all-new reference and electronic ancillaries for
fiscal year 2003. These products position our
Company to serve this market for years to come.

The strong growth in sales over the past 24
months of our proprietary New King James

Veraion has convinced us that Nelson Bibles
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They are Word Biblical Commentary, Vol. 34B:
Mark by Craig Evans, The Century of the Holy
Spirit by Vinson Synan, Understanding Lslam by
James Beverley, Step Off by Justin Lookadoo and
Paul on Trial by John Mauck.

The latest, most dramatic release of the year
was eBible™, a new generation of Bible software
hailed as “the easiest Bible software in the world.”
Its One Click™ technology allows the user to
quickly compare books, create reports, integrate
texts and search all books. eBible is designed to
look, feel and run like a favorite website.

Other highlights of the year for Electronic
Publishing included the ] Vernon McGee
Electronic Library and four Best of CD-ROMs:
John Maxwell on Leadership, John Maxwell on
Attitude, Charles Stanley on Character and Max
Lucado on Jeaua.

This year the division built upon its strong
foundation by adding new titles to the Word
Biblical Commentary, the A-to-Z series, and the

Everything in the Bible series.

It strengthened its list by releasing innovative
four-color fuat the FAQa (Frequently Asked
Questions) About God, About Jesus, About the
Holy Spirit and About the Bible.

The division plunged into a new area,
breathing new life into the sermon annuals
category that has been dominated by other
publishers for half a century. Nelsons Annual
Preacher’s Sourcebook has a fresh, user-friendly
look and a CD-ROM tucked in the back of each
volume. Both of these features target the
younger, more computer-savvy pastor. The more
than 160 sermons and outlines provide a rich
resource for this year and the future.

- -
Thomas Nelson acquired Editorial Caribe in
1991 and Editorial Betania in the following year.
These two imprints are the nucleus of our
Spanish-language publishing group.

Caribe-Betania Editores’ contribution to
Spanish-language evangelical literature has been
notable. In addition to publishing Spanish
translations of titles by Max Lucado, John C.
Maxwell and other best-selling authors, we
publish the most recognized and established
Latin American communicators. OQur titles won
“best book” and “Bible of the year” designation
by SEPA (Spanish Evangelical Publishers
Association): Diario Vivir (Life Application Bible),
and ;Como llego a fin de mea? (How do T make it

until month's end?) by author Andrés Panasiuk.

i ¥ -
CESCOLID

e e

{ BIBLIA
| PLENITUD

¢

Some of our flagship products are Spanish
versions of Nelson best-sellers. These include:
Diccionario lustrado de la Biblia (Nelaon's
Illustrated Dictionary of the Bible), VINE
(Vine’a Expository Dictionary of the Old and
New Teastaments), BECA (Caribe’sa Electronic
Library), PLENITUD (Spirit-Filled Life Bible),
DIARIO VIVIR (Life Application Bible) and,
recently, a Spanish translation of Strongla
Exhauative Concordance. We expect that these
important works will continue to serve the
scholar as well as the general reader for
generations to come.

- -

We publish close to 50% of the best-selling
inspirational books in the CBA, making
J. Countryman” the largest inspirational gift book
publisher in the CBA market. Under the leadership
of founder and publisher Jack Countryman, the
entire Countryman team is committed to touching
and changing lives, one book at a time, by
producing the highest quality gift products.

A major success of this past fiscal year was
the continued growth of our innovative line of

daily devotionals. This series was launched two

—
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market). In addition, Tommy entered into the

world of DVDs with the release of editions of
our most popular video projects.

Fiscal year 2003 will include major releases
from Tommy’s top communicators. Frank Peretti
will release his highly anticipated follow-up to
Hangman’ Curae with the hardcover premier of
Veritas 2: Nightmare Academy. To enhance the
growing line of Wild and Wacky products, Tommy
Nelson will unveil a Wild and Wacky Bible Story
Book complete with an enhanced audio CD.

Other high-powered releases for the new
year include Secrets of the Vine books for
children. These four kids' books are based on the
#1 best-selling book of 2001 by the #1 best-selling
author of 2001, Bruce Wilkinson. There will also
be new projects from Max Lucado, Hank
Hanegraaff, Thomas Kinkade and Mary Lou
Retton, as well as some new projects featuring
Jay Jay the Jet Plane®, Adventures in Odyssey®
and a new children’s praise and worship music

series titled God’s Kida Worahip.

The inspirational children’s market has
changed dramatically over the last five years,
shifting from being dominated by books to a
market filled with video, music, toys and
interactive products. Tommy Nelson will focus
on strengthening its industry leadership
position by meeting market demands for wide
product breadth while continuing to focus on
profitability for each brand and product.

I

Through its Women of Faith® division, the
Company hosts inspirational and motivational
conferences for women across North America.
These events encourage women spiritually and
emotionally. The conferences feature some of the
best-known authors, speakers and musical
artists in the CBA market.

During fiscal year 2002, Women of Faith
hosted 26 events and had over 332,000 women in
attendance, compared to 22 events and
297,000 attendees in fiscal year
2001. These events provide an
excellent opportunity for us
to sell our products.

Women of Faith exper-
ienced over 29,000 decisions
for Christ during fiscal year 2002,
noicwﬂma to 23,000 in fiscal year 2001.

In addition, Women of Faith helped women sponsor
over 13,000 children and their families from

third world countries through our partnership

with World Vision during each of fiscal years
2002 and 2001.

Women of Faith.com is an on-line com-
munity of women who gather to build rela-
tionships with one another and with God.
Founded in’June 1999, the site creates a place
where Christian women from all over the world
come to share their life experiences and faith
with one another.

Children of Faith™ is a new way for
parents to show the life-changing love of God
to their children through our books, videos and
music products. The mission of Children of
Faith is to provide resources to parents to
teach their children that God loves them,
provides for them and is always in control.
Children of Faith is linked with key partners,
including Tommy Nelson, to provide for the

successful merchandising of the Children
of Faith brand. During fiscal

year 2002, Women of Faith
launched the Children
of Faith brand via
books, plush toys and

a video/DVD at its

conferences. Providing

a children’s line at the
conferences added a new dimen-

sion, allowing attendees to purchase quality,
Christian-based products for both themselves

and their children.

T T T T T T T T T P T T T T T T LT T T T T T T T T T
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{Dollara in thouaandas, except per share data)

Years Ended March 31, 2002 2001 2000 1999 1998
Operating Results®
Net revenues® $ 215,552 $ 214,147 182,001 $ 173,903 $ 168,815
Operating income $ 16,188 $ 17627 18,358 $ 17,234 $ 19,592
Income from continuing operations $ 7821 $ 8977 10,657 $ 8615 $ 11,070
Income (loss) from discontinued
operationst© {16,862) (11,811) (716) 240 1,603
Cumulative effect of a change in
accounting principle® {40,433) - - - -
Net income (loss) $  (49,474) $  (2,834) 9,941 $ 8855 $ 12,673
Cash Flow
Net cash provided by
continuing operating activities $ 24314 $ 508 8,781 $ 1,485 $ 4,992
Net cash provided by (used in}
discontinued operating activities $  (3,092) $ 57 (12,692) $ (1,215) $ {791)
Net cash provided by (used in)
investing activities $ 33,662 $ (666) (15,299) $ 1,093 $ (2,708)
Net cash provided by (used in)
financing activities $ (56,543) $ 1414 19,757 $ (39,734) $  (6,101)
EBITDA from continuing ovmﬂm:o:wi $ 19,213 $ 20,626 21,035 $ 22,705 $ 25313
Financial Poaition
Total assets $ 183,476 $ 285,266 284,349 $ 242,499 $ 277,857
Working capital 83,683 140,466 145,897 117,841 140,911
Total debt 56,374 111,800 107,941 84,307 83,209
Shareholders’ equity 71,576 127,437 131,732 125,649 156,396
Long-term debt to total capitalization 42.1% 46.7% 45.0% 40.2% 34.7%
Per Share Datal®
Income per share from
continuing operations $ 0.55 $ 063 0.75 $ 0.56 $ 0.65
Income (loss) per share from
discontinued operations( (1.18) (0.83) (0.05) 0.02 0.09
Cumulative effect of a change
in accounting procedure @ (2.82) - - - -
Net income (loss) per share $  (3.45) $  (0.20) 0.70 $ 0.58 $ 0.74
Dividends declared per share $ 0.04 $ 016 0.16 $ 0.16 $ 0.16
EBITDA per share(© 1.34 144 1.48 1.49 1.48
Book value per share 5.41 8.91 9.25 8.22 9.14
Weighted average number
of shares outstanding
(in thousands)® 14,348 14,299 14,242 15,279 17,113

(a) For all periods presented,
operating results and per share
data have been restated for
discontinued operations.

(b} The increase in net revenues
during fiscal 2001 was primarily
attributable to the full year of
operations of fiscal zo00
acquisitions.

{c) Discontinued operations include
Ceres Candles and Gifts, Remuda
Ranch Center for Anorexia and
Bulimia, Inc. and The C.R. Gibson
Company.

(d) The Company adopted SFAS No.
142, “Goodwill and Other
Intangible Assets”, as of April1,
2001. The election of SFAS No.
142 resulted in a $40.4 million
cumulative effect of a change in
accounting principle charge to
write-oft goodwill assoctated
with the Company’s gift division,
which was discontinued and sold
during fiscal 2002.

(e) EBITDA, carnings from
continuing operations before
interest cxpense, income taxes
and depreciation and
amortization expense, is a
common measure not based in
accounting principles generally
accepted in the United States.

(f) Represents basic weighted
average number of shares
outstanding in accordance with
SFAS No. 128.
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common stock to acquire an additional 10% of
the outstanding shares of NLTC, and has
accepted additional shares of NLTC in lieu of
debt payments from a third party. At March 31,
2002, the Company owned approximately 99% of

the outstanding shares of NLTC.

Critical Accounting Policies

The Company’s discussion and analysis of its
financial condition and results of operations are
based upon the Company’s consolidated
financial statements, which have been prepared
in accordance with accounting principles
generally accepted in the United States. The
preparation of these financial statements
requires the Company to make estimates and
judgments that affect the reported amounts of
assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and
liabilities. The Company bases its estimates on
historical experience and on various assum-
ptions that are believed to be reasonable under
the circumstances, the results of which form the
basis for making judgments about the carrying
values of assets and liabilities that are not
readily apparent from other sources. Actual
results may differ from these estimates under
different assumptions or conditions. The
Company believes the following critical
accounting policies affect its more signifi-

cant judgments and estimates used in the

preparation of its consolidated financial
statements. These policies are common with
industry practice and are applied consistently
from period to period.

Revenue Recognition: The Company has
four primary revenue sources: sales of
publishing product, attendance fees and product
sales from its Women of Faith seminars, royalty
income from licensing copyrighted material to
third parties and billed freight. Revenue from
the sale of publishing product is recognized
upon shipment to the customer. A reserve for
sales returns is recorded where return privileges
exist. The returns reserve is determined by using
a 12-month rolling average return rate, mul-
tiplied by gross sales occurring over the previous
four-month period by market sales channel.
Historical experience reflects that product is
generally returned from and credited to
customers’ accounts within the first 120 days of
the original sale. The Company’s current analysis
indicates that its experience changed during
fiscal 2002 from 9o days to 120 days, which
resulted in an increase in the returns reserve for
the period. This change in accounting estimate
effectively reduced reported sales by $1.9 million
for the fourth quarter and the fiscal year. The
full amount of the returns reserve, net of
inventory and royalty costs (based on current
gross margin rates), is shown as a reduction

of accounts receivable in the accompanying

TTTT L] TT]

consolidated financial statements. Returns of
publishing products from customers are
accepted in accordance with standard industry
practice. Generally, products that are designated
as out-of-print are not returnable go days after
notice of out-of-print status is given to the
customer. Also, certain high discount sales are
not returnable. Revenue from seminars is
recognized as the seminars take place. Cash
received in advance of seminars is included in
the accompanying financial statements as
deferred revenue. Royalty income from licensing
the Company’s publishing rights is recorded as
revenue when earned under the terms of the
applicable license, net of amounts due to
authors. Billed freight consists of shipping
charges billed to customers and is recorded as
revenue upon shipment of product.

Allowance for Doubtful Accounta: The
Company records an estimated reserve for bad
debts as a reduction to accounts receivable in
the accompanying consolidated financial state-
ments. The reserve for bad debts has two
components: a general reserve and a specific
reserve. The general reserve is calculated using
a 10-year rolling bad debt history applied to the
accounts receivable balance, less specific
reserves. Our credit department identifies
specific reserves for each customer which is
deemed to be a collection risk or may have filed

for bankruptcy protection.

[14]
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Accounting Standards (“SFAS”) No. 142,
“Goodwill and Other Intangible Assets.” SFAS
No. 142 requires that goodwill no longer be
amortized, but tested for impairment by
comparing net book carrying values to fair
market values upon adoption and periodically
thereafter. The Company has adopted the
provisions of SFAS No. 142 as of April 1, 2001.
The election of SFAS No. 142 resulted in a
S40.4 million cumulative effect of a change in
accounting principle charge to write-off
goodwill associated with the Company’s gift
division, which was discontinued and sold
during fiscal 2002. The election of this new
pronouncement had a favorable impact on
continuing operations by eliminating amor-
tization of remaining goodwill attributable to
continuing operations, which amounted to a
pre-tax impact of $1 million. In accordance
with SFAS No. 142, goodwill was tested for
impairment by the Company’s reporting units:
Core Publishing, Women of Faith and Gift. The
fair value for the assets of the Core Publishing
and Women of Faith reporting units was
evaluated using discounted expected cash
flows and current market multiples, and it was
determined that no impairment existed during
fiscal 2002. The fair value of the Gift assets
was determined by the actual sales price for

that division.

Results of Operationa

The following table sets forth, for the periods
indicated, certain selected statement of oper-
ations data of the Company expressed as a
percentage of net revenues and the percentage

change in dollars of such data from the prior

fiscal year.
Fiscal
Year-to Year
Years Ended Increase
March 31, (Decrease)
2002 2001 2000 2001 2000
—2002 —2001
Net revenues 100.0 100.0 1000 0.7 177
Costs and expenses:
Cost of goods sold 60.2 603 585 05 213

Selling, general .
and administrative 30.9 301 299 34 182
Depreciation and

amortization 14 1.4 1.5 09 120
Total costs and
expenses 925 918 899 14 201
Operating income 7.5 82 10.1 { 8.2) ( 4.0)
Interest expense 1.7 1.6 1.8 72 6.0

Income from
continuing operations 3.6 4.2 5.9 (12.9) (15.8)

Loss from
discontinued operations {7.8) {5.5) (0.4)

Cumulative effect
of change in
accounting principle (18.8) - -

NET INCOME (LOSS)  (23.0) (1.3) 55

The Company's net revenues fluctuate
seasonally, with revenues in the first fiscal
quarter historically being less than the remaining
quarters of the year. Seasonality is the result of

increased consumer purchases of the Company’s

products during the traditional calendar year-end
holidays. Due to this seasonality, the Company has
historically incurred a loss or recognized only a
small profit during the first quarter of each fiscal
year. In addition, the Company’s quarterly
operating results may fluctuate significantly due
to new product introductions, the timing of selling
and marketing expenses and changes in sales and
product mixes.

The following discussion includes certain
forward-looking statements. Actual results could
differ materially from those in the forward-
looking statements, and a number of factors may
affect future results, liquidity and capital
resources. These factors include, but are not
limited to, softness in the general retail
environment, the timing of products being
introduced to the market, the level of product
returns experienced, the level of margins
achievable in the marketplace, the collectibility
of accounts receivable, recoupment of royalty
advances, effects of acquisitions or dispositions,
financial condition of our customers and
suppliers, realization of inventory values at
carrying amounts, access to capital and reali-
zation of income tax and intangible assets. Future
revenue and margin trends cannot be reliably
predicted and may cause the Company to adjust
its business strategy during the 2007 fiscal year.
The Company disclaims any intent or obligation to

update forward-looking statements.
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outstanding, and $34.1 million available for
borrowing, compared to $93.1 million in bor-
rowings outstanding and $16.9 million available
for borrowing at March 31, 2001.

Net cash provided by (used in) operating
activities was $21.3 million, $0.6 million and ($3.9)
million in fiscal 2002, 2001 and 2000, respectively.
The cash generated by operations during fiscal
2002 was principally attributable to reductions in
inventories and income from continuing
operations. The cash provided by operations
during fiscal 2001 was principally attributable to
income from continuing operations, partially
offset by an increase in core Bible inventory. The
cash used in operations during fiscal 2000 was
principally attributable to cash used in funding the
losses of discontinued operations.

The Company received net proceeds from
the sale of discontinued operations during fiscal
2002 in the amount of $37.8 million. All of these
proceeds were used to pay down the Company’s
debt under its Credit Agreements.

During fiscal 2002, capital expenditures
totaled approximately $1.1 million. The capital
expenditures were primarily for computer and
warehousing equipment. In fiscal 2003, the
Company anticipates capital expenditures of
approximately $5.0 million, consisting primarily
of office renovations, warehouse expansion,
computer equipment, computer software and

warehousing equipment. The Company is also

obligated to pay $2.5 million under the terms of a
“put option” from the Asset Purchase Agreement
between CRG Acquisition and Thomas Nelson for
the sale of C.R. Gibson. This option gives CRG the
right to require Thomas Nelson to repurchase
the Beacon Falls Distribution Center. CRG has
given notice that in October 2002, the Company
must repurchase the land and building at Beacon
Falls for $2.5 million. The Company has engaged
the services of a commercial real estate broker to
list the property for sale.

During fiscal 2001, the Company paid
approximately $0.8 million in cash and issued
approximately 108,000 shares of Common stock
to acquire additional minority shares of NLTC.

The Company’s bank credit facilities are
unsecured and consist of a revolving credit facility
and a $10 million credit facility (collectively, the
“Credit Agreements”). The revolving credit facility
bears interest at either the prime rate or, at the
Company’s option, LIBOR plus a percentage,
subject to adjustment based on certain financial
ratios. The average interest rate for the revolving
credit facility was approximately 4.92% at March
31, 2002. On June 29, 2001, the revolving credit
facility was amended and included provisions to
approve certain asset sales, to amend certain
financial covenants, to adjust the interest rate
structure, to recommend the cessation of the cash
dividend and to change the maturity date to April

1, 2003. The $10 million credit facility bears

interest at LIBOR plus a percentage, subject to
adjustment based on certain financial ratios, and
matures on July 31, 2002. The $10 million credit
facility is used for temporary cash needs on a daily
basis and is classified as long-term debt, as long
as the revolving credit facility has the capacity to
fund the outstanding balance. Effective July zs,
2001, the revolving credit facility was reduced
from $100 million to $92.8 million with the sale of
Remuda Ranch. Effective November 7, 2001, the
revolving credit facility was further reduced to
$68.2 million due to the sale of C.R. Gibson. At
March 31, 2002, the Company had $44.1 million
outstanding under the Credit Agreements, and
$34.1 million available for borrowing. Due to the
seasonality of the Company’s business,
borrowings under the Credit Agreements typically
peak during the third quarter of the fiscal year.
On June 28, 2002, the Credit Agreements
were replaced by a new $65 million Senior
Unsecured Revolving Credit Facility (the “Credit
Facility”). The Credit Facility bears interest at
either the lenders’ base rate or, at the Company’s
option, the LIBOR plus a percentage, based
on certain financial ratios. The Company has
agreed to maintain certain financial ratios and
tangible net worth, as well as, to limit the pay-
ment of cash dividends. The Company expects to
be in compliance with such covenants during
fiscal 2003. The Credit Facility has a term of

three years and matures on June 28, 2005.
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Conasolidated Statements of Operationas
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1 HOMAS NELSON, iNC., AND SUBSIDIARKIES

(Dollars in thousanda, except per share dara)

Years Ended March 31, 2002 2001 2000
NET REVENUES $ 215,552 $ 214,147 $ 182,001
Costs and Expenses
Cost of goods sold 129,691 129,095 106,457
Selling, general and administrative 66,648 64,426 54,509
Depreciation and amortization 3,025 2,999 2,677
Total costs and expenses 199,364 196,520 163,643
Operating Income 16,188 17,627 18,358
Other expense 132 - -
Interest expense 3,740 3,490 3,294
Income from continuing operations
before income taxes 12,316 14,137 15,064
Provision for income taxes 4,495 5,160 4,407
Income from continuing operations 7,821 8,977 10,657
Discontinued operations:
Operating loss, net of applicable tax benefit of
$395 and $2,719 and tax provision of $378, respectively (766) (4,547) (716)
Loss on disposal, net of applicable tax benefit of
$8,359 and $4,175, respectively (16,096) (7,264) -
Total loss from discontinued operations (16,862) (11,811) (716)
Income (loss) before cumulative effect of a change
in accounting principle (9,041) (2,834) 9,941
Cumulative effect of change in accounting principle (40,433) - -
Net income (loss) $ (49,474) $ (2,834) $ 994
Weighted average number of shares outstanding:
Basic 14,348 14,299 14,242
Diluted 14,488 14,535 14,244
Net Income (Loss) per Share:
Basic:
Income from continuing operations $ 0.55 $ 0.63 $ 0.75
Loss from discontinued operations (1.18) (0.83) (0.05)
Cumulative effect of a change in accounting principle (2.82) - -
Net income (loss) per share $  (3.45) $  (0.20) $ 0.70
Diluted:
Income from continuing operations $ 0.54 $ 0.62 $ 0.75
Loss from discontinued operations (1.16) (0.82) (0.05)
Cumulative cffect of a change in accounting principle (2.79) - -
NET INCOME (LOSS) PER SHARE $  (3.41) $  (0.20) $ 0.70

See Notea to Consolidated Financial Statements
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Consolidated Statements of Shareholders’ Equity

(Dollara in thousanda, except per share data)

Class B Additional
Common Stock Common Stock Paid-In Capital Retained Earnings Total
Balance at April 1, 1999 $ 13,287 $ 1,104 $ 44,537 $ 66,721 $ 125,649
Net income 9,941 9,911
Class B stock converted to common 18 (18) -
Common stock issued:

Option plans—3,132 common shares 3 57 60
Common stock repurchased—

165,400 common shares (165) (1,483) 1,648)
Dividends declared - $0.16 per share (2,287) (2,287)
Incentive plan stock awards—

1,635 common shares 2 15 17
Balance at March 31, 2000 $ 13,145 $ 1,086 $ 43,126 $ 74,375 $ 131,732
Net loss (2,834) (2,834)
Class B stock converted to common 25 (25) -
Common stock issued:

Acquisition of additional minority

interest of consolidated subsidiary 108 652 760

Option plans—2,424 common shares 2 58 60
Dividends declared—$0.16 per share (2,292) (2,292)
Incentive plan stock awards—

1,635 common shares 2 9 11
Balance at March 31, 2001 $ 13,282 $ 1061 $ 43,845 $ 69,249 $ 127,437
Net (income) loss (49,474 (49,474)
Class B stock converted to commeon 24 (24) -
Common stock issued:

Option plans—23,999 common shares 24 163 187
Dividends declared - $0.04 per share (574) (574)
Balance at March 31, 2002 $ 13,330 $ 1,037 $ 44,008 $ 19,201 $ 71576

See Notes to Consolidated Financial Statements
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INC.O AND OUDBbOSIVIARIEDS

ITRUMAS INBLOSUIN,

Note A—Deascription of the Business and
Summary of Significant Accounting Policies

Deascription of the Busineaa: Thomas Nelson, Inc. (a Tennessee corporation)
and subsidiaries (the “Company”), is a publisher, producer and distributor of
Bibles, books, videos and CD-ROM products emphasizing Christian,
ingpirational and family value themes, as well as a host of inspirational
seminars for women. The principal markets for the Company’s products are
Christian bookstores, general bookstores, mass merchandisers and direct
marketing to consumers in English-speaking countries.

Principles of Conasolidation: The consolidated financial statements
consist of the accounts of the Company including its subsidiaries, Worthy,
Incorporated, The C.R. Gibson Company (“Gibson”) and New Life Treatment
Centers, Inc. (“NLTC”). All inter-company transactions and balances have been
eliminated. NLTC has minority shareholders that own approximately 0.8% of
the outstanding equity shares of NLTC at March 31, 2002. Minority interest,
where material, will be presented as a reduction of net income (loss) on the
consolidated statements of operations and as a separate caption between
liabilities and shareholders’ equity on the consolidated balance sheets. At
the time of acquisition, NLTC had a net deficit in shareholders’ equity, and
post-acquisition operations, excluding Remuda Ranch (see Notes B, C
and F), were approximately breakeven for fiscal 2002, 2001 and 2000.

Revenue Recognition: The Company has four primary revenue sources:
sales of publishing product, attendance fees and product sales from its
Women of Faith seminars, royalty income from licensing copyrighted material
to third parties and billed freight. Revenue from the sale of publishing product
is recognized upon shipment to the customer. A reserve for sales returns is
recorded where return privileges exist. The returns reserve is determined by
using a 12-month rolling average return rate, multiplied by gross sales
occurring over the previous four-month period by market sales channel.

Historical experience reflects that product is generally returned from and

credited to customers’ accounts within the first 120 days of the original sale.
The Company’s current analysis indicates that its experience changed during
fiscal 2002 from 9o days to 120 days, which resulted in an increase in the
returns reserve for the period. This change in accounting estimate etfectively
reduced reported sales by $1.9 million for the fourth quarter and the fiscal
year. The full amount of the returns reserve, net of inventory and royalty costs
(based on current gross margin rates), is shown as a reduction of accounts
receivable in the accompanying consolidated financial statements. Returns of
publishing products from customers are accepted in accordance with standard
industry practice. Generally, products that are designated as out-of-print are
not returnable go days after notice of out-of-print status is given to the
customer. Also, certain high discount sales are not returnable. Revenue from
seminars is recognized as the seminars take place. Cash received in advance of
seminars is included in the accompanying financial statements as deferred
revenue. Royalty income from licensing the Company’s publishing rights is
recorded as revenue when earned under the terms of the applicable license, net
of amounts due to authors. Billed freight consists of shipping charges billed to
customers and is recorded as revenue upon shipment of product.

Inventoriea: Inventories are stated at the lower of cost or market using the
first-in, first-out (FIFO) valuation method. The FIFO method of accounting for
inventory was selected to value our inventory at the lower of market or current
cost because the Company continuously introduces new products, eliminates
existing products and redesigns products. Therefore, inflation does not have a
material effect on the valuation of inventory. Costs of producing publishing
products are included in inventory and charged to operations when product is
sold or otherwise disposed. These costs, when applicable, include paper,
printing, binding, outside editorial, international freight and duty costs. The
Company policy is to expense all internal editorial, production,
warehousing and domestic freight-in costs as incurred, except for certain
indexing, stickering, typesetting and assembly costs, which are capitalized into

inventory. Costs of abandoned publishing projects are charged to operations

y
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Accounting Eastimates: The preparation of financial statements in
conformity with accounting principles generally accepted in the United States
requires management to make estimates and assumptions that affect the
reported amounts of 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.

Accounting Pronouncementa: In June 2001, the FASB issued SFAS No. 141,
“Business Combinations.” SFAS No. 141 supersedes APB Opinion No. 16,
“Business Combinations,” and requires all business combinations to be
accounted for using the purchase method of accounting. In addition, SFAS No.
141 requires that identifiable, intangible assets be recognized apart from
goodwill, based on meeting certain criteria. Implementation of SFAS No. 141 did
not have a material impact on the Company’s consolidated financial statements.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets.” SFAS No. 144 supersedes SFAS
No. 121, “Accounting for the Impairment of Long-Lived Assets and tor Long-
Lived Assets to be Disposed of.” Implementation of SFAS N. 144 is not expected
to have a material impact on the Company’s consolidated financial
statements,

Reclaaasificationa: Certain reclassifications of prior period amounts have

been made to conform to the current year’s presentation.

Note B—Acquisitions

On June 24, 1999, the Company acquired substantially all of the assets of Ceres
LLC (“Ceres”) for approximately $6.2 million, which included the assumption of
certain liabilities. Ceres manufactured and marketed candles, primarily under
private labels for the specialty and department store markets, and was
headquartered in Hayward, California. The purchase price was allocated to the
net assets acquired based on their estimated fair values, including identified
intangible assets related to trademarks and customer lists in the amount of
approximately $1 million. After final purchase price allocations during fiscal

2001, the excess of the purchase price over the fair value of the net assets

Notea to Conasolidated Financial Statementa, cont.

acquired {(goodwill) was approximately $7.2 million. In December 2000, the
Company discontinued Ceres. The accompanying consolidated financial
statements reflect the results of Ceres as a discontinued operation (see Note C).

On December 30, 1999, the Company acquired substantially all of the
assets of Rutledge Hill Press, Inc. for approximately $4.5 million including the
assumption of certain liabilities. Rutledge Hill Press is a Nashville, Tennessee-
based publisher that specializes in cooking, quilting, regional interest and
Civil War titles. The purchase price was allocated to the net assets acquired
based on their estimated fair values, including identified intangible assets
related to trademarks and customer lists in the amount of approximately $o.1
million. After final purchase price allocations during fiscal 2001, the excess of
the purchase price over the fair value of the net assets acquired {goodwill) was
approximately So.g million.

On January 28, 2000, the Company acquired approximately 70% of the
outstanding shares of NLTC from a group of investors for approximately S15.4
million in cash. NLTC, headquartered in Plano, Texas, operates two primary
businesses. One, Women of Faith, hosts inspirational conferences for
women at venues throughout the United States, and the other, Remuda
Ranch Center for >:Owo.x5 and Bulimia, Inc. ("Remuda Ranch”), operates
therapeutic centers in Arizona for women with eating disorders. During fiscal
2001, the Company paid approximately $0.8 million in cash and issued
approximately 108,000 shares of the Company's Common Stock to acquire an
additional 10% of the outstanding minority shares of NLTC, and, as of March
31, 2001, accepted additional minority shares of NLTC, representing 15% of the
outstanding minority shares of NLTC, in lieu of notes receivable from a third
party. The 2001 acquisition of the additional minority interest representing
25% of the outstanding shares of NLTC resulted in additional goodwill of
approximately $3.7 million. At March 31, 2002, the Company owns
approximately 99% of the outstanding shares of NLTC.

At the date of acquisition, the Company declared its intent to sell Remuda
Ranch. Accordingly, the accompanying consolidated financial statements

reflect Remuda Ranch as an asset held for sale, and the Remuda Ranch
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operation. For periods prior to April 1, 2001, Remuda Ranch net assets are
reflected as assets held for sale in accordance with Emerging Issues Task
Force Issue No. 87-11, “Allocation of Purchase Price to Assets to be Sold.”
Remuda Ranch was part of the NLTC acquisition during fiscal 2000 and
was considered as assets held for sale from the acquisition date through
March 31, 2001. The Company closed the sale of the Remuda Ranch net
assets in July 2001 for approximately $7.2 million in cash and a $2 million
note receivable. This sale resulted in a loss on disposal of $(0.3) million
during fiscal 2002. Interest expense allocations to Remuda Ranch totaled
So0.2 million in fiscal 2002. The fiscal 2002 operations of Remuda Ranch
have been accounted for as discontinued operations and accordingly, their
assets, liabilities and results of operations are segregated in the
accompanying consolidated statements of operations and cash flows.
Remuda Ranch net assets for periods prior to April 1, 2001 are classified as
assets held for sale, and the results of operations and cash flows for periods
up to April 1, 2001, are not included in the accompanying consolidated
financial statements.

All discontinued operations have been sold as of March 31, 2002. Assets
and liabilities of discontinued operations as of March 31, 2001, are sum-

marized below:

2001
Receivables $ 23,846
Inventories 29,090
Other current assets 609
Less: Accounts payable and accrued expenses,

including estimated disposal costs (14,620)
Net current assets of discontinued operations 38,925
Net property, plant and equipment 6,626
Goodwill 40,435
Other assets 1,991

Net non-current assets of discontinued operations 49,052

Note D—Inventoriea

Inventories consisted of the following at March 31 (in thousands):

2002 2001

Finished goods $ 36,736 $ 46,941
Work in process

and raw materials 2,459 4,467

$ 39,195 $ 51,408

Note E-Prepaid Expenses

Prepaid expenses consisted of the following at March 31 (in thousands):

2002 2001

Royalties $ 12,089 $ 11,979
Prepaid production costs 2,135 919
Other 855 1,793
$ 15,079 $ 14,691

Note F-Aaasets Held for Sale

Assets held for sale at March 31, 2001 include Remuda Ranch (see Notes B and
C), which was sold in July, 2001 for approximately $7.2 million in cash and a $2
million note receivable. In accordance with EITF No. 87-11, during 2001 (the
“holding period”), cash flows from operations, interest on incremental debt
and the estimated proceeds from the sale were considered in the allocation of
the purchase price to the net assets of Remuda Ranch. Accordingly, during
2001, the Company reallocated approximately $3.0 million to goodwill from
Remuda Ranch’s original purchase price allocation, based on the current
estimated sales proceeds. During 2001, Remuda Ranch had pre-tax income of
$0.6 million, including interest allocations of $1.3 million, which have been

excluded from the accompanying consolidated statements of operations.

Nct assets of discontinued operations $ 87977
At April 1, 2001, the Company determined the holding period had expired,
in accordance with EITF No. 87-11. As a result, the Company applied the
T T T T T T LI T T T T T T TTLT T I
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Notes to Consolidated Financial Statementas, cont.

revolving credit facility was approximately 4.92% at March 31, 2002. On June
29, 2001, the revolving credit facility was amended and included provisions to
approve certain asset sales, to amend certain financial covenants, to adjust the
interest rate structure, to recommend the cessation of the cash dividend and to
change the maturity date to April 1, 2003. The S10 million credit facility bears
interest at LIBOR plus a percentage, subject to adjustment based on certain
financial ratios, and matures on July 31, 2002. The $10 million credit facility is
used for temporary cash needs on a daily basis and is classified as long-term
debt, as long as the revolving credit facility has the capacity to fund the
outstanding balance. Effective July 25, 2001, the revolving credit facility was
reduced from $100 million to $92.8 million with the sale of Remuda Ranch.
Effective November 7, 2001, the revolving credit facility was further reduced to
$68.2 million due to the sale of C.R. Gibson. At March 31, 2002, the Company
had $44.1 million outstanding under the Credit Agreements, and $34.1 million
available for borrowing. Due to the seasonality of the Company’s business,
borrowings under the Credit Agreements typically peak during the third
quarter of the fiscal year.

On June 28, 2002, the Credit Agreements were replaced by a new $65
million Senior Unsecured Revolving Credit Facility (the “Credit Facility”). The
Credit Facility bears interest at either the lenders’ base rate or, at the Com-
pany’s option, the LIBOR plus a percentage, based on certain financial ratios.
The Company has agreed to maintain certain financial ratios and tangible net
worth, as well as, to limit the payment of cash dividends. The Company expects
to be in compliance with such covenants during fiscal 2003. The Credit Facility
is for three years and matures on June 28, 2005.

The Company has outstanding Industrial Revenue Bonds, which bear
interest at rates from 7.35% to 8.1% and are due through 2005. At March 31, 2002,
the Industrial Revenue Bonds were secured by property, plant and equipment
with a net book value of approximately $1.3 million.

The Company has outstanding $11.4 million in Senior Notes, which bear

interest at rates from 6.68% to 8.31% and are due through fiscal 2006. Under

8 0 6 T O A A
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the terms of the Senior Notes, the Company has agreed, among other things,
to limit the payment of cash dividends and to maintain certain interest
coverage and debt-to-total-capital ratios. At March 31, 2002, the Company was
in compliance with all covenants of the Senior Notes.

Maturities of long-term debt for the years ending March 31, reflecting the

Credit Facility dated June 28, 2002, are as follows (in thousands):

20073 $ 3322
2004 3,322
2005 3,322
2006 46,408

2007 and thereafter -

$ 56,374

Note K—Leases
Total rental expense for operating leases associated with continuing
operations, including short-term leases of less than a year, amounted to
approximately $3.2 million in 2002, $3.0 million in 2001 and $2.5 million in
2000. Generally, the leases provide that, among other things, the Company
shall pay for utilities, insurance, maintenance and property taxes in excess of
base year amounts.

Minimum rental commitments under non-cancelable operating leases for

the years ending March 31 are as follows (in thousands):

Operating Leases

2003 $ 2,074
2004 1,637
2005 1,507
2006 1,035
2007 319 i
2008 and thereafter 1,237
Total minimum lease payments $ 7809
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THOMAS NELSON, INC. AND SUBSIDIARIES

2002 2001 2000
Net income {loss):
As reported $ (49,474) $ (2,834) $ 9,941
Pro forma $ (49667) $ (2987) § 9,750
Net income {loss) per share:
Basic—  Asreported $ (3.45) $ (0.20) $ 070
Pro forma $ (3.46) $  (0.21) $ 0.68
Diluted—  As reported $ (341 $  (0.20) $ 070
Pro forma $ (343) $ (0.21) $ 0.68

Because the SFAS No. 123 method of accounting has not been applied to
options granted prior to April 1, 1995, the resulting pro forma compensation cost
may not be representative of that to be expected in future years.

The fair value of each option on its date of grant has been estimated for pro
forma purposes using the Black-Scholes option pricing model using the following

weighted average assumptions:

2002 2001 2000
Expected dividend payment $ - $ 016 $ 0.16
Expected stock price volatility 35.40% 34.45% 11.83%
Risk free interest rate 5.38% 6.27% 5.45%
Expected life of options 9 years 9 years 9 years

1997 Deferred Compenaation Plan for Non-Employee Directora: The
Company adopted the 1997 Deferred Compensation Plan for Non-Employee
Directors (the “Deferred Compensation Plan”), which is administered by the
Compensation Committee. The Deferred Compensation Plan is a non-qualified
plan that allows eligible non-employee members of the Company’s Board of
Directors to elect to defer receipt of all or any portion of annual base fees payable
to them for services rendered to the Company as Directors. The participating
Directors are awarded performance units of the Company’s Common Stock at fair
market value on the deferral dates and dividend payment dates. Distributions at
age 65 or 70 are paid in cash, based on the value of the performance units at the
time of distribution, payable in a lump sum or in installments. Compensation

expense is recognized on deferral dates, dividend payment dates, and based on

changes in the quoted price of the Company’s Common Stock. During fiscal
years 2002, 2001 and 2000, compensation expense in relation to the Deferred
Compensation Plan, was recorded in the amounts of approximately $o.3 million,

So.1 million and $0.1 million, respectively.

Note M—Retirement Plana

The Company administers the Thomas Nelson, Inc. Savings and Investment
Plan (“Company Plan”), which includes an ESOP and a 401(k) salary deferral
feature. In addition, Gibson maintains The C.R. Gibson Company Employee
Stock Ownership Plan (“Gibson ESOP”) and The C.R. Gibson Company Savings
and Investment Plan (“Gibson 401(k) Plan”). The Company Plan covers all
eligible officers and employees other than those employed by Gibson. The
Company, at its discretion, matches each employee’s 401(k) contribution
annually and, in addition, may make retirement contributions to the ESOP at
its discretion. The Gibson ESOP and Gibson 401(k) Plan benefit all eligible
Gibson employees. Gibson matches, at its discretion, each Gibson employee’s
401(k) contributions annually and contributes 4% of the first $6,600 of each
participant’s compensation in the Gibson goi1(k) Plan. The Company’s
contributions to these retirement plans, including matching contributions,
totaled $2.4 million in 2o000.

In fiscal 2001, the Gibson ESOP and Gibson 4o01(k) plans were merged
into the Company Plan. The surviving plan continued to allow employer
discretionary contributions to a stock bonus feature and continued to have a
401(k} feature. The surviving plan allows all eligible employees to elect deferral
contributions of between 1% and 15% of their eligible compensation. The
Company will match 100% of each participant’s salary deferral contributions up
to 3% of eligible compensation and 50% of the next 2% of eligible compensation.
The new go1(k) matching schedule was retroactive to January 1, 2000, in order
for the surviving plan to qualify as a “safe harbor” 401(k) plan under applicable
Internal Revenue Code Sections. The Company’s contributions under this plan,
including matching contributions, totaled $0.7 million and $2.5 million during

fiscal 2002 and 2001, respectively.

T T T T T T T T T T T T T T T T T T LT T T T T T I
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THOMAS NELSON, INC. AND SUBSIDIARIES

During the fourth quarter of fiscal year 2000, the Company closed a foreign
subsidiary in the United Kingdom. This subsidiary distributed products
throughout Europe. The Company continues to sell products in Europe through
third-party distributor arrangements. This closure did not have a matertal impact
on the Company’s consolidated financial statements. While this foreign subsidiary
produced only nominal revenues and operating income over the last several years,
it did generate a substantial cumulative foreign currency translation loss over the
course of its existence. Upon the closure of this foreign subsidiary, the Company
realized a permanent tax benefit of approximately $0.6 million, related to the
cumulative foreign currency translation loss.

Cash payments for income taxes were $2.3 million, $5.2 million and $6.7

million in 2002, 2001 and 2000, respectively.

Note P—Quarterly Results (Unaudited)

Summarized results for each quarter in the fiscal years ended March 11, 2002 and

2001 are as follows (dollars in thousands, except per share data):

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

2002
Net revenue $ 45414 $ 68,710 $ 61,167 $ 50,261
Operating income 1,569 6,471 4,035 4,113
Income from continuing operations 540 3,294 1,875 2,112
Loss from discontinued operations (234) (15,239} - (1,389)

accounting principle (40,433) - - -
Net income {loss) (40,127) (11,945) 1,875 723
Income per share from continuing operations 0.04 0.23 0.13 Q.15
Loss per share from

discontinued operations (0.02) (1.06) — (0.10)
Loss per share from change in accounting principle (2.82) — — -
Net income (loss) per share (2.80) (0.83) 0.13 0.05
2001
Net revenue $ 49,202 $ 55,703 $ 54,372 $ 54,870
Operating income 4,016 5,885 4,202 3,524
Income from continuing operations 1,971 3,011 2,150 1,845
Income (loss) from discontinued operafions {1,158) 3 (7,3086) (3,350)
Net income (loss) 813 3,014 (5,156} {1,505)
Income per share from continuing operations 0.14 0.21 0.15 0.13
Loss per share from discontinued operations {0.08) . - (0.51) (0.24)
Net income (loss) per share 0.06 0.21 (0.36}) (0.11)

[34]

T%%:.:i:f[

The quarterly results for fiscal 2002 have been adjusted to reflect the
cumulative effect ot a change in accounting principle, associated with the
adoption of SFAS No. 142. The Company originally recorded the goodwill
impairment of $40.4 million as a loss from discontinued operations in the
second quarter. ln accordance with SFAS No. 142, the Company has restated
its results of operations to reflect the $S40.4 million as a cumulative effect of a

change in accounting principle in the first quarter.

Note Q—Commitments and Contingencies

The Company has commitments to provide advances to certain authors in
connection with products being developed for the Company. These
commitments totaled approximately $9.4 million at March 31, 2002. The
timing of payments will be dependent upon the performance by the authors of
conditions provided in the applicable contracts. It is anticipated that a
substantial portion of the commitments will be completed within the next
four years.

The Company is subject to various other legal proceedings, claims and
liabilities, which arise in the ordinary course of business. -In the opinion of
management, the amount of ultimate liability with respect to these actions
will not materially atfect the financial position or results of operations of

the Company.

Note R—Related Party Transactiona

Effective October 31, 2001, the Cormpany sold the assets of its gift division to CRG
Acquisition Corp., now known as C. R. Gibson, Inc. for consideration of $30.5
million, subject to adjustment. At the date of the sale, S. Joseph Moore became the
President of C. R. Gibson, Inc. Mr. Moore’s employment with the Company
terminated at the date of sale; however, he remains a member of the Company’s
board of directors. The Company and C. R. Gibson, Inc. are engaged in discussions
concerning the amount of the final purchase price adjustment related to minimum

working capital and accounts receivable under the Amended and Restated Asset
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Report of Independent Public Accountants

To Thomas Nelson, Inc. and Subsidiaries:

We have audited the accompanying consolidated balance sheets of Thomas Nelson, Inc. (a Tennessee cor-
poration) and Subsidiaries as of March 31, 2002 and 2001, and the related consolidated statements of operations,
shareholders’ equity and cash flows for each of the three years in the period ended March 31, 2002. These

financial statements are the responsibility of the Company's management. Our responsibility is to express

Annual Report 2002

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. 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, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Thomas Nelson, Inc. and Subsidiaries as of March 31, 2002
and 2001, and the results of their operations and their cash flows for each of the three years in the period
ended March 31, 2002, in conformity with accounting principles generally accepted in the United States.

As explained in Note A to the consolidated financial statements, upon adoption of a new accounting

THOMAS NELSON, INC. AND SUBSIDIARIES

pronouncement, effective April 1, 2001, the Company changed its method of accounting for goodwill and

other intangible assets.

A

Nashville, Tennessee

May 10, 2002 (except for Note |, as to which the date is June 28, 2002)
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THOMAS NELSON, INC. AND SUBSIDIARIES

The Common stock and the Class B Common stock are traded on the NYSE under the symbols “TNM” and

“TNMB” respectively. The following table sets forth, for the periods indicated, the high and low closing sales

prices as reported on the NYSE composite tape:

Common Stock

Class B Common Stock

Dividends Paid

High Low High Low Per Share
Fiscal 2002
First Quarter $ 74500 $ 6.3500 $ 7.5000 $  6.6000 $ .04
Second Quarter 8.5000 6.8000 8.5000 6.7500 .04
Third Quarter 11.1300 8.0900 11.0000 8.6000 —
Fourth Quarter 12.1500 9.9800 12.0000 10.6500 -
$ .08
Fiscal 2001t
First Quarter $  9.6250 $  6.2500 $ 11.2500 $ 7.5000 $ .04
Second Quarter 9.1875 7.6250 10.5000 9.5000 .04
Third Quarter 8.3750 5.2500 9.0000 6.1250 .04
Fourth Quarter 7.7500 6.0000 7.6250 6.3125 04
$ .16

As of June 24, 2002, there were 855 record holders of the Common stock and 562 record holders of the

Class B Common stock.

Declaration of dividends is within the discretion of the Board of Directors of the Company. The Board

considers the payment of dividends on a quarterly basis, taking into account the Company’s earnings and

capital requirements, as well as financial and other conditions existing at the time. Certain covenants of the

Company’s Credit Agreements and Senior Notes limit the amount of cash dividends payable based on the

Company’s cumulative consolidated net income.

On August 23, 2001, the Company’s Board of Directors adopted management’s recommendation to

suspend the payment of dividends on the Company’s Common and Class B Common stock.
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