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Quanex Corporation’s 75-Year Anniversary — Quanex Corporation began in 1927 as
Michigan Seamless Tube in South Lyon, Michigan. The Company recycled used
boiler and condenser tubes by redrawing them for resale as tubing for the new and
exciting refrigeration market.’

During World War 1I, the Company served as a vital defense supplier and was
recognized by the United States War Department with the Army-Navy “E” for pro-
duction excellence, with four subsequent “star” awards for continued excellence.

In 1965, with sales of $45 million, the Company’s common stock was officially
listed on the New York Stock Exchange.

In 1972, under the direction of Carl Pfeiffer, the Company announced plans to
build a unique steel mill in Jackson, Michigan, to produce bar rounds from scrap
metal using a unique centrifugal continuous casting process. The new plant,
named MACSTEEL®, began production in 1974.

In 1977, the Company celebrated 50 years in business with sales of $145 mil-
lion, changed its name to Quanex Corporation and moved its headquarters to
Houston, Texas.

Because of MACSTEELs success at Jackson, Quanex announced plans to build
a higher capacity version of the rotary continuous cast mini-mill in Fort Smith,
Arkansas. The facility began production in 1985.

In 1989, as sales reached $500 million, Quanex acquired Nichols Homeshield,
a manufacturer of aluminum products for home building and remodeling. To meet
growing customer demand, in 1990 Quanex initiated construction of an aluminum
continuous cast mini-mill which began production in 1992.°

Over the last half-dozen years, Quanex has acquired Piper Impact, Inc., Nichols
Aluminum Golden, Imperial Products, Temroc Metals and COLONIAL CRAFT.

Today, with sales at $1 billion and record earnings, Quanex has evolved and
grown through internal éxpansion and acquisitions to become a premier supplier of
custom engineered materialls and components serving the Vehicular Products and

Building Products markets.
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CONSOLIDATED FINANCIAL HIGHLIGHTS

($ in millions, except per share data)

For The Year (ended Octcber 31) 2002 2001 2000 ‘
 NetSales $994.4 $924.4 $964.5
+ Operating Income before unusual items 83.3 57.3 66.6}
Operating Income (Loss) 83.3 57.3 (4.0)2
. Interest Expense 14.8 16.6 15.3
. Net Income (Loss) 55.5 29.2 (9.7)
EBITDAS 129.1 104.6 116.1
Basic Eamings per common share
(excludes unusual items) - 3.13¢ 2.18 2.641
Basic net earnings (Loss) per share 3.74 2.18 (0.70)
Dituted net egrnings per share before unusual items 2.96% 2.07 2.46!
At Year End 2002 2001 2000
' Working Capital 101.0 102.3 104.9
} Total Assets 689.1 697.6 645.9
Long-term Debt® 75.6 220.0 191.9
Stockholders Equity 421.4 280.0 266.5

, 1 Excludes unusual charges for asset Impalrment/restructuring at Piper Impact U.S. and the loss on the sale of Piper Impact Europe.

i 2 Includes an asset impairment/restructuring charge and loss of $56.3 million (pre-tax} and $14.3 mittion (pre-tax) 1oss on sale of Piper Impact Europe.
3 Includes $36.6 million after tax asset impairment charge and $9.3 million after tax loss on the sale of Piper Impact Europe.

4 Exciudes retiredlexecutive life insurance benefit of $9.0 million, or $0.56 per share.

5 Includes current portion of long-term debt.

6 EBITDA is defined as earnings before interest, taxes, depreciation and amortization, excluding unusual items.

This annual report to our shareholders contains forward-looking statements. These statements involve risks, uncertainties and other important
factors that may cause the actual results of Quanex and its divisions to be materially different from any future results expressed or implied by
such forward-looking statements. information identifying such risks, uncertainties and other important factors is contained in Item 7 in the
section entitled “Private Securities Litigation Reform Act” in our annual report on form 10-K for the year ended October 31, 2002, as filed
with the Securities and Exchange Commission and included as part of this annual report to sharehaclders.
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. Quanex Corporate Mission

+ Quanex Corporation will maximize ‘ Net Sales Operating Income’
. shareholder value by earning a return . ($ in millions) ($ in millions)
* over the business cycle in excess of its
" cost of capital. ' $965
The Company will protect, nurture,
| and grow its core businesses serving sa0p 9835
. the Vehicular Products and Building '
* Products markets. $61 o
Disciplined processes will underpin !—: ,i
" fundamental operating principles: robust ! ‘
safety and compliance; meeting cus- r
tomer needs for quality, service, value E
I

$994 $83

$924

$72

. and innovation; lean thinking as corner-
stone for productivity improvements;

« urgent “we can do it better” culture.

N Associate training and develop-

. rent will be efnphasized, performance

i standards set high, and everyone will : :

+ be treated with dignity and respect. ' |

| |
1998 1999 2000 2001 2002 1988 1999 2000 2001 2002

e

(1) Excludes asset impairment/
restructuring charge in 1998 and
2000, and excludes loss on sale of
Piper Impact Europe in 2000.




Vehicular Products

Quanex engineered steel and aluminum
components can be found in the major-
ity of vehicles on the road today and
some off-road vehicles as well.

|
|
|
|
l
|
l

(% in millions) ; 2002

Net Sales | $ 459.5
Operating Income $ 576
Operating Cash $ 853
Assets | $ 3636

Building Products

Quanex aluminum sheet-based products
and fabricated door and window compo-

nents can be found on the exterior of
homes and commercial buildings.

($ in millions) 2002
Net Sales $ 5349
Operating Income $ 380
Operating Cash $ 535
Assets l $ 2835

Dituted Net Earnings Per Share'

from continuing operations

$2.96

$2.59

,———x$2 46

|
)

$2 07

1998 1999 2000 2001 2002

(1) Excludes asset impairment/
restructuring charge in 1998 and
2000, loss on sale of Piper Impact
Europe in 2000, and retired executive
life insurance benefit in 2002.

EBITDA'

($ in millions)

$129

$118 $116
\:Jf;ﬁ

B
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1898 1899 2000 2001 2002

|
1
|

(1) Excludes asset impairment/
restructuring charge in 1998 and 2000,
loss on sale of Piper Impact Europe in
2000, and retired executive life
insurance benefit in 2002.

Capital Expenditures
($ in mitlions)

$56

$35

1898 1999 2000 2001 2002




“We delivered a record year due to the efforts of

hard working, dedicated employees. What better

way for us to celebrate our 75th year.”

Raymond A. Jean

Chairman, President and Chief Executive Officer

FS [ QUANEX CORPORATION

TO OUR SHAREHOLDERS,

We are pleased to répon this record-setting performance for fiscal
2002, but what g'rvés us a particular source of pride is the significant
improvement in our balance sheet. We entered the year with a debt
ratio of 44% and ended it with 15%. If we do not make any acquisi-
tions, we could be debt free within six months. Clearly, we have the
financial means to éapitalize on our organic growth opportunities and
to make acquisitions that build upon aur strong competitive positions.

A Different @Juanex; Last year we started to redefine the Company
for our employees, ¢ur customers, and our shareholders. We laid out
strategic guidelines for our future based on the concept of core busi-
nesses serving targét markets. People responded ~ both externally
and internally. They;began to see opportunities and ways to grow the
Company they never saw before.

People began tb realize that Quanex is naot a steel company, or
an aluminum compény, or an operations-driven company. Rather, we
are a market-driven ?manufacturing enterprise, one that strives to
achieve unigue pos'ftions and distinctive product offerings in two mar-
ket segments ~ Vehicular Products and Building Products. With that
view of who we are énd what we aspire to, people better understand
our economic driveré and outstanding potential for growth.

Internally, we are also transforming our management philosophy
from that of a holdiné company to that of an operating company. As
a holding company, it is our view that value is created by business
units’” management 6perating close to the customer. While it is impor-
tant to maintain this iprecept, we also believe additional value for our
shareholders can be‘jcreated through the aggressive pursuit of opera-
tional and strategic H;nkages among our business units. Perhaps most
important, this apprqach makes it easier for our people to share
ideas and ingenuity &bout solving business problems. it is a way to
recognize and embrace better ideas and develop ways to leverage
them across our bus%nessesi

Quanex’s emerging strength as an enterprise lies in our ability to
deliver added value to our customers in our served markets, while
impraving our intemél processes — how work gets done — to drive
productivity gains. W%e call it beiné market driven and process based.

What it Means to be Market Driven The true power of Quanex is
only partly rooted in our unigue metal processing capabilities. If we
based our business model solely on our metallurgical know-how,
we'd be little more than a collection of skilled engineers pouring an
shaping metal. What really drives us is a focus on understanding
what our customers need, how we can improve the functicnality of
what we sell them, and increasing the productivity of their processe
At MACSTEEL, our core Vehicular Products business, we

recently completed capital projects to increase our value-added
capabilities, such as bar turning and cutting to spheroidized anneal
ing, in order to optimize the supply chain by shortening lead times,
reducing costs and lowering inventory levels. We continue to seek
ways to reconfigure the value chain beyond the cbvious to not only

create new market opportunities, but to ultimately strengthen the
competitive advantage of our customers as well.

At our Engineered Products Division, our core Building Produc
business, Quanex provides proprietary products, along with
aluminum and wood component design support for iarge door and
window OEMs (original equipment manufacturers). We partner with
them to develop more value-added products as a way to help make
their products work and look better.

That's what being market driven is all about: we don't just sell
products — we market increased productivity and performance.

On Being Process Based Customer focus alone doesn't ensure su
cess. Excellent customer satisfaction can only be achieved through
excellent operational execution. To live up o our extraordinary poten
tial, Quanex is committed to robust and disciplined operating princi-
ples that create continuity and inspire new levels of achievement.

Implementation of lean manufacturing principles is the corner-
stone of our corporate culture, and it continues to broaden and
deepen its impact on our organization. We apply the Kaizen mindset
- continuous improvement - to all functions: from manufacturing to
accounting to sales to engineering, to drive real improvements in all
of our processes.

We are intensifying our training and doing more value mapping.
Our use of “Six Sigma” as a tool is gaining momentum, particularly ¢
our large metal businesses, where we have considerable aopportunity

to reduce process variation. Emphasis on the arsenal of lean tools
varies, but all our businesses are in the game to produce tangible
benefits in 2003 and beyond.




Your company had a remarkable 2002 - A RECORD YEAR:

Net income increased to $46.5 million, up 59% from prior year.

Diluted earnings per share increased 43% to a record $2.96.

Sales increased to a record $994 million, up 8%.
Operating cash flow of $127 million was a record.
Return on invested capital reached 11.36%.

Your investment in Quanex stock increased in value 37% year over year.

Figures are records from continuing operations and exclude a 2002 executive life insurance benefit.

The human resources development process is also coming
under closer scrutiny, as we mave to improve our pipeline of talent.
We must identify and develop more leaders of process change to
firmly establish and sustain the “we can do it better” culture we seek
and are determined to have. ldentifying and developing our future
leaders is a priority for me.

Growth Growth is also & top pricrity for Quanex. Our invigorated
focus on our customers and target markets is driving internal growth
initiatives. We also seek sound strategic acquisitions to complement
these initiatives, thereby accelerating our overall growth and strength-
ening our competitive advantages. Our powerful cash flow generation
gives us the ability to pursue an active acquisition program; however,

’recognize that superior cash flow generation, without disciplined
allocation of capital, does not benefit shareholders.

Qur acquisition criteria are clear. First, we look for acquisitions
where we can leverage the competitive advantages of our core busi-
nesses, or where the addition would add to our current advantages
and more quickly create value. Secondly, we carefully consider the
return on invested capital (ROIC) on all acquisitions, fully expecting
that investments must be capable of earning more than their cost of
capital, generally within three years.

Growing our core businesses is imperative, and the acquisition
of COLONIAL CRAFT in February 2002 is a great example of how we
want to go about it. We are now seeing other reasonably priced
acquisition prospects that fit our acquisition guidelines.

Developing new products and new processes is another key to
growing Quanex. Since we are much more attuned to our customers
and their needs, we now have a focused process to help us turn that
knowledge into successful new products and value-adding
pracesses.

Governance Chairman Emeritus Carl Pfeiffer succumbed to a long
illness in July, but not without a valiant fight. It took lots of the “right
ff” to bring on a unique, low-cost steelmaking process and Carl
d the courage and willfulness about him to see it through! We will
miss his counsel.
In my experience, most public companies value the trust placed
in them by employees, customers and shareholders. It is therefore
very upsetting to witness the breach of that trust by the leadership of

a few large companies. This behavior is simply unthinkable at

Quanex. We value the trust you place in us to do the right thing and
to tell it like it is. | appreciate the guidance and encouragement of
our independent Board of Directors as we continue to raise the bar
on our excellent governance practices.

Outlook Quanex’s primary demand drivers are light and heavy-
duty vehicle builds, along with building and construction activity,
primarily residential housing starts and remodeling expenditures. We
are a consumer durables-driven firm, and we believe the favorable
demographic trends for housing, coupled with increasing innovative

designs for light vehicles, provide us with solid fundamentals for
growth. These markets ended the year on a very strong note,
although we do expect the consumers’ appetite for new vehicles and
homes to moderate somewhat next year.

But with a focus on increasing our content-per-vehicle built in
North America and new products and programs in our Building
Products segment, we have the ability to dutpace the underlying
performance of our target markets. Furthermore, should there be a
sharper drop in demand from our primary customer base than we
expect, our low-cost metal businesses are nimble enough to move
products to less strategic and perhaps more buoyant end-markets.
We are indeed well positioned to outperform our markets and com-
petitors in 2003 and beyond, and we are determined to do just that.

In 2002, perhaps more than ever before, we counted on tal-
ented, passionate people to drive us forward. And drive they did . . .
to record levels! | thank them for their contributions.

We are working diligently to ensure that our strategy is clear, our
operational principles are broadly understood, and their execution is
increasingly crisp. We remain confident that our drive for growth and
operational excellence will result in continued opportunities for our
employees, quality solutions for our customers, and value for our
shareholders. We are committed to making this 75-year old Company
a lot better.

Sincerely,

RV

Raymond A. Jean
Chairman, President and Chief Executive Officer
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T-E VZEICULAR PRODUCTS SEGMENT USES INNOVATIVE TECHNOLOGY
10 D=VE 02 AND MANUFACTURE PRODUCTS FOR LIGHT, HEAVY-DUTY,
RECREATIONAL AND OFF-ROAD VEHICLES, CONSTRUCTION AND CAPITAL
EQCIPMENT,

Operating MACSTEEL, Fort Smith, Arkansas

Locations MACSTEEL, Jackson, Michigan

MACSTEEL Heat Treating, Huntington, Indiana
MACSTEEL NitroSteel, Pleasant Prairie, Wisconsin
| Piper Impact (2), New Albany, Mississippi

Temroc Metals, Hamel, Minnesota , Ve

Products Engineered carbon and alloy hot-rolled steel bars, MACPLUS® cold-finished steel bars, bearing and aircraft
guality ultra-clean steel bars, heat treated bars and tubes, corrosion resistant bars and tubes, steel and alu-

minum impact extrusions and lineal aluminum extrusions and components.

. Steel Bar Engine and motor components — camshafts, connecting rods, crankshafts, and gears;
and Extruded | wheel assembilies — hubs, spindles and brake cams;
Com[?onc'em Steering systems and drivetrain parts — axle shafts, C.V. joints, torsion bars, ring gears; \\
Applications

Safety related and other — air bags, suspension parts, heat exchangers, hydraulic applications.

Technology MACSTEEL engineered bar mills use a continuous cast process and highly refined melting and finishing prac-
tices. The process technology utilizes electric arc furnaces for melting, ladle furnaces for chemistry refining,
vacuum arc degassing for cleanliness, advanced rotary continuous casting, turning and heat treating.
NitroSteel carbon and alloy steel bars and tubes are surface hardened by the Nitrotec process. This is an
atmospheric furnace treatment that combines the high surface hardness and corrosion resistance of nitriding
with the additional corrosion resistance gained by oxidation and quenching.

Heat Treating is a technically advanced induction heating facility that specializes in bar and tube heat treating.
Full support equipment for customized cutting, straightening, tensile testing and sophisticated metallographic
analysis is part of this in-line process, which can handle lengths up to 60 feet.

Piper Impact has high volume capacity and tool and die design capabilities to produce high strength compo-
nents using aluminum and steel. Using impact presses to 2,000 tons, components require little outside finish-
ing as Piper can complete secondary machining, plating, painting and heat treating in-house.

Temroc Metals produces quality aluminum extrusions and coamponents using liquid nitrogen injection, thermal

processing and machining.




Operating Principle - Robust Safety and Compliance

Safety is a priority in all Quanex businesses. At Vehicular Products, the Heat

Treating division serves as a model of what can be achieved by emphasizing and

applying rigorous safety programs. An empowered safety team, workplace audits

and professional safety counseling contributed to improvements resulting in zero
fost time accidents during 2002, compared to four in 2001.

A FOCUS ON OPERATING PRINCIPLES...

Robust Safety and Compﬂﬁamce Disciplined execution of basic
operating principles |s critical for success in every Quanex

business. Safety proérams are extremely important in the day to day
operations with workj rules and programs developed and implemented
to avoid accidents. |n addition, all manufacturing is done using
equipment and systems that are optimized for safety, efficiency and
quality production.

Meeting Customer Needs with Quality, Service, Value and Innovation
Quanex is committed to bringing increased value to its customers. The
Vehicular Products segment is recognized by OEM customers for pro-
ducing custom desighed, high quality products that can be delivered
on a just-in-time basi;s. To assure customers are consistently provided
superior quality and unmatched service, capital expansion and
improvement projecté are ongoing.

MACSTEEL is a%custom steel bar producer where scrap material
for each heat lot is ihdividually blended, poured, cast and rolled for a
specific customer or;der. Chemistry, dimensional tolerance, and sur-
face requirements are strictly adhered to for each intended end use
application. This strétegy continues to serve them well within this
niche market.

MACSTEEL is récognized for its responsive service to customers,
employs a highly involved and participative work force, and thrives on
innovation. To satisfyj their customers’ ever-increasing quality and
service requirementé, MACSTEEL has continucusly improved its
value-added capabilities. Since 1990, over $285 million has been
invested to enhancevj its steel bar manufacturing and refining
processes and imprdve its rolling and finishing capabilities. Shipping
capacity has been iﬁcreased to 720,000 tons per year with more than
a third of that capacity representing value-added bar products. Phase
VI, the group’s Iatestf value-added project, was finished in December
2002 and increasedjthe production of their premium product,
MACPLUS, by 50%.‘3 MACSTEEL now has six bar turning lines,
capable of produciné some 270,000 tons of its highest guality
MACPLUS cold—fimshed steel bars. The capital expansion also added

heat treating, automated inspection equipment and a bar cutting
facility at the Jackson plant, which enables them to perform blank
cutting, end preparation, inspection and packaging.

This year, Autormotive Industries magazine recognized MAC-
STEEL as a “Quest for Excellence Winner” in the ferrous material ce
egory. The magazine determines which OEM suppliers are the “best
of the best”, based on rankings by customers. Companies are judge
on critical issues of quality, delivery, service, innovation and price.

In addition, for the 10th consecutive year, MACSTEEL received
top ratings as the best SBQ (special bar quality) supplier in surveys
conducted by Jacobson & Associates. These surveys determine
results based on quality, delivery, price, service and overall perform-
ance. The survey also ranked MACSTEEL as Number One in Overa‘
Customer Service.

During August, MACSTEEL entered into an agreement with
Sanyo Special Steel Company, LTD. to collaborate on a variety of
technical and manufacturing issues related to producing specialty
steel for transportation markets. MACSTEEL and Sanyo will use theil
combined knowledge to define and implement mutually beneficial
projects. Under the agreement, the companies will exchange their
respective expertise on production methods to develop high quality
steel products for the future. Of particular focus is the Japanese
automotive and related component manufacturers in the North
American market. This partnership will put both MACSTEEL and
Sanyo in a better position to serve this growing segment.

NitroSteel is a bar and tube processor offering an environmen-
tally safer alternative to chrome plating. During 2002, the plant
expanded its value-added manufacturing capabilities by installing
grinding operations. Along with newly installed overhead cranes to
increase throughput, these investments will enable NitroStee! to
increase its value propasition to its customers.

Piper Impact performs custom parts design and tool develop-
ment for the high volume impact extrusion presses it uses to make
near-net shaped components for customers in the automotive, or
nance and commercial markets. The near-net shaped extrusions are
work hardened in the extrusion process, making them stronger,
lighter and more cost effective than other design options. Piper is

committed to being the “supplier of choice” and works closely with




Operating Principle - Quality, Service, Value and Innovation

Japanese automotive and related components manufacturing markets are growing in
North America and MACSTEEL's recent agreement with Sanyo Special Steel Co., LTD.
will better position both companies to meet that demand. Under the partnership,

process technologies will be shared.

its customers’ engineers early in the product design stage to provide facilities resulting in increased labor productivity and reduced
technical and metallurgical expertise. Strong relationships and a manufacturing lead times. Cellular processes at Piper are designed
growing customer base are gaining momentum as the development to improve the flexibility of operations and replace the more tradi-
and qualification of new programs continue. tional “batch” production methods. Space on the shop floor is used
This year Piper received the Excellence Award from the more effectively, changeover times are reduced, and product quality
Mississippi Quality Award Program. The Awards Program provides is enhanced.
organizational self-assessment using a structure similar to the Temroc’s lean manufacturing journey will raise its production
Malcolm Baldridge National Quality Award, which is often considered flexibility, improve the quality of the alloy extrusions, increase /
to be the best measure of performance excellence in the world. The machine efficiency and reduce material handling. Investments will l
annual awards encourage the application of continuous improvement continue to be made to support lean improvements, such as the |
principles and sharing of best practices. recent purchase of a five-axis machining center being installed in-line
Temroc Metals produces value-added aluminum extruded prod- with an injection molding press. This will substantially raise through-
ts in many different shapes and alloys for a diverse market base, put and reduce cycle times.
ith the majority of sales to the recreational vehicle market.

Equipped with a complete in-house fabrication facility, the Company “We Can Do It Belter” Culture Both MACSTEEL engineered bar |
focuses on developing capabilities that can provide solutions to its facilities are certified 1SO 9001 and QS 9000. MACSTEELs Heat \
customers’ specific needs. Treating division received a recommendation for 1ISO 9002 certifica-
tion this year. And most recently, the NitroSteel plant successfully

Lean Thinking Lean manufacturing practices are the cornerstone of completed the last necessary audit and has now received 1SO 9002
production improvement programs throughout the Quanex organiza- certification. They are now planning to move to 1SO 9001.
tion. The Vehicular Products segment of Quanex embraces the con- Temroc Metals is expected to gain I1ISO 9001 in 2003, which will
cept of lean, including value definition and mapping, pull, flow, and open up market opportunities with prospective vehicular customers.
pursuit of perfection in every aspect of the business, from the admin- Training on the new procedures is underway and activities to attain
istrative offices to the production lines, all in an effort to eliminate certification have been scheduled.
waste and increase productivity. ‘ The Vehicular Products group is at the top of its class in many

MACSTEEL is an engineered steel bar producer with world-class ways, but continues to stretch to meet the pressures of an increas-
manufacturing and processing plants that are inherently lean. The ingly competitive global environment. Giving customers what they
continuous cast process employed by MACSTEEL allows them to need is the top priority, but can only be accomplished with superior
make high quality steel bars at less than half the man hours per ton operating processes and a dedication o excellence.

than the industry average. With few layers of management and supe-
rior customer service, MACSTEEL effectively uses its plants and
processes as marketing tools.
In addition, recent MACSTEEL lean initiatives have further

proved yields through modifications of the melting, casting and rolling
practices. The MACSTEEL Heat Treating facility continues to work on
lean projects to improve the finishing and inspection areas that, when
completed, will result in increased throughput and single-piece flow.

Over the past several years, Piper Impact has restructured its







THE BUILDING PRODUCTS SEGMENT REMAINS A LEADER AND
PREFERRED SUPP_IER IN THE NICHES T SERVES WITE MATERIALS
AND COMPCONENTS USED IN THL BUILDING AND REMODEZLING OF
RESIDENTIAL AND CCMMERCIAL STRUCTURES.

Operating Nichols Aluminum Casting, Davenport, lowa
Locations Nichols Aluminum Davenport, Davenport, lowa
Nichols Aluminum Lincolnshire, Lincolnshire, lllinois
Nichols Aluminum Alabama, Decatur, Alabama
Nichols Aluminum Golden, Fort Lupton, Colorado
AMSCO, Rice Lake, Wisconsin

HOMESHIELD (2), Chatsworth, Illinois

' IMPERIAL PRODUCTS, Richmond, Indiana
COLONIAL CRAFT, Mounds View, Minnesota

COLONIAL CRAFT, Luck, Wisconsin

Products (Mill finished aluminum sheet, painted aluminum sheet, a broad line of custom-designed wood and

metal components for windows and doors, and hardwood architectural mouldings.

+—

Aluminum Sheet | Windows — spacers, cladding, screens, stiffeners, muntins and wood grilles;
Applications and

Aluminum and
Wood Products Siding accessories and other — roof edgings, soffits, fascias, trim, trimcoils and wood mouldings.

Entry doors — astragals, thresholds, patio door screens and sills, cladding and surrounds;

Technology Nichols Aluminum mini-mill in Davenport uses both traditional and rotary melt furnaces to process
blended grades of scrap. The molten metal is processed using a unique dross press system that allows
for the maximum recovery of aluminum throughout the melting process and state-of-the-art thin slab,
continuous casters that produce high quality sheet. Nichols Aluminum sheet finishing capabilities
include rolling equipment, annealing, slitting and custom coating.

Engineered Products incorporates custom tooling, roll forming and other fabricating processes, along

with value-added services such as product design, engineering support and line sequencing capabilities.
Wood mouldings are custom designed and expertly machined in the Luck, Wisconsin, facility, from pre-

mium hardwoods and softwoods.




Operating Principle - Lean Thinking

Lean practices are the cornerstone of Quanex’s productivity improvement strategy. Taking

waste out of an operation not only improves efficiencies on the shop floor, it also allows

for higher revenues and improved margins. Nichols Aluminum is pushing lean thinking

practices - with an emphasis on deploying “Six Sigma” throughout the arganization - to

drive equipment utilization rates and reduce inventory.

[N) | QUANEX CORPORATION

\

A FOCUS ON OPERATING PRINCIPLES...

Robust Safety and Compﬂﬁance All Quanex businesses share
safety as a top priori%ty. All the Building Products businesses strive to
avoid lost time accidlents by providing ergonomically safe processes,
thorough workforce {raining and instructions, and behavior-based
recognition plans. |

Nichols Alumim,)m Golden exemplifies the progress that can be

. made by applying rigbrous safety programs. Gelden significantly
|

improved both its indident and severity rates over the last two years
and has reported resﬂults Jess than half of the industry's norms. Golden's
safety programs involtve heightened communications with all associates,
awareness training, inicreased enforcement and an incentive opportunity.
Both Nichols Algminum casting operations are currently putting
systems and procedleres in place to meet the new EPA environmental
standards and minirﬁize any future cost impact associated with compli-
ance. Further beneﬂfs of the upgrades will include a cleaner plant envi-
ronment and a modeét increase in melting capacity. All of the
Engineered Products’; locations have excellent, pro-active environmen-
tal monitoring and prévention programs in place to assure compliance

to existing 5tandards.,§

Meeting Customer Nieeds with Quality, Service, Value, and [nnovation
Quanex businesses fécus on nurturing strong relationships with cus-
tomers. All the operaiing principles support and reinforce each other
to drive costs down a‘fnd enhance value propositions to customers.
Customers have partrijered with business units within the Building
Products segment to iappky lean practices and add value throughout
the supply chain.

Nichols’ processés include three coil coating lines with the capa-
bility of applying a wide selection of coatings and finishes. The coating

line at the Nichols Algminum Alabama plant was upgraded this year

to increase wide painted capacity by 10 million pounds annually.
This project not only increased utilization and paint line speed, it
also improved first pass yields.

The February 2002 acquisition of COLONIAL CRAFT is a great
example of the application of Quanex’s new market focused strategy
COLONIAL was already serving one of Engineered Products’ larger
customers in the fenestration market, so the acquisition of this wood
window component manufacturer is a perfect fit. COLONIAL special-
izes in high quatity wood components delivered within short lead

times, and a great variety of styles and wood species. Engineered

Products is now leveraging the cross-selling and market developmen
opportunities that have resulted from its successful integration. ‘

An additional benefit of the close relationships that Engineerec
Products’ division enjoys with its customers is the opportunity to
partner with them to develop products and launch new programs.
The manufacturing processes are also flexible enough to accommo
date new product and process trials that support the focus on
customer service.

An innovative and unique fabricating process perfected by
Engineered Products is RoliTrusion, which bonds a plastic skin or
profile to roll-formed metal substrate components. The RollTrusion
process can achieve improvements in properties such as thermal
resistance, carrosion, structural integrity, weatherability and texture.
RollTrusion is gaining acceptance within our target customer base,
and business development is gaining momentum.

The HOMESHIELD facility fabricates aluminum coil into soffits,
exterior housing trim, roofing accessory products and a variety of cus-
tom window and door components. The plant utilizes precision roll-
forming processes and an advanced coating lab to develop custom
colors. HOMESHIELD redefined its marketing philosophy and, in thei
process, realized its business model did not fit all customers. By
objectively evaluating all accounts, they have been able to direct more

attention 1o those customers they can most effectively service.




Operating Principle - “We Can Do It Better”

Our team at AMSCO exemplifies a “we can do it better” culture. Productivity is
more than an operational priority - it’s a way of life. They are forever raising the bar

on themselves with ambitious operating goals. They enthusiastically benchmark

against “best in class” and embrace change as they reach for excellence.

Lean Tools Implementation of lean tocls remains at the forefront to
improving productivity throughout the Building Products segment.
Lean projects driven by value mapping have helped Nichols and
Engineered Products redefine performance metrics and improve the
value they bring to their customers, while cutting costs internally. “Six
Sigma” methodologies drive reductions in process variability, improve
utilization rates, and raise the reliability of delivery commitments.

Nichols Aluminum is one of the most efficient and environmentally
friendly aluminum sheet producers in Narth America. Mini-mill opera-
tions and the use of recycled aluminum offer operating advantages
such as lower energy consumption, reduced emissions and higher

.alds. This year’s shop floor performance improvements have con-
tributed to achieving numerous operating records.

Nichols Aluminum has adopted “Lean Six Sigma” to raise the
capability of processes, reduce delays and increase customer satisfac-
tion. The result is improved quality and lead-time improvements.
Processes are examined through value stream mapping and when
opportunities are identified, improvement “blitzes” or “Kaizen events”
are conducted. Some successes and cost savings have already been
realized using this “creativity before capital”

The HOMESHIELD unit within Engineered Products made out-

approach.

standing improvements in throughput and cost levels by using lean
manufacturing concepts. In analyzing a particular process, they
focus on the workflow and the non-productive elements that can be
eliminated to increase efficiencies. For example, by using concepts
and tool designs that improve material flow and position components
at the operator’s fingertips, unnecessary motion and handling are sig-
nificantly reduced or eliminated. These improvements have allowed

HOMESHIELD to significantly increase production output while

ucing labor costs.

“We Can Do It Belter” Culture The Building Products group bench-
marks itself against competitor and industry performance to reach for
superior results. Innovative technigues are employed for continuous
improvement. The group partners with its major customers to cross-
train and understand what is happening in each cther's facilities to
better configure the value chain.

Building Products has assembled teams and completed value /
mapping for all locations. Value mapping is a step-by-step process
that identifies and improves that which adds va]ﬂe within the busi-
ness, communicates those value drivers and links them tec the
desired outcomes. Value mapping ensures process changes are

directed to high impact areas and waste is eliminated.

Enthusiasm for continuous improvement is gaining momentum at
all levels of the operation. Training efforts have involved local commu- \
nity colleges, universities and consultants in lean manufacturing.

Associates are trained to identify problems and are gualified and
empowered to take the appropriate corrective actions by applying their

newly gained knowledge.




Selected Financial Data ;
FINANCIAL SUMMARY 1997-2002

($ thousands, except per share data)

Fiscal years ended October 31, 2002 2001 2000 1999 1998 1997
REVENUE i

Net sales ** ; 994,387 924,353 964,518 834,802 821,507 768,743
Cost of sales including operating depreciation and amortization 855,177 809,027 841,047 706,607 707,971 666,691
Gross profit | 139,210 115,326 123,471 128,295 113,536 102,052
Piper Impact Asset Impairment Charge — — 56,300 ? — 58,500 ? —
Loss on sale of Piper Impact;Europe — — 14,280 ¢ — p— —
Other depreciation and amortization 1,502 3,808 3,308 3,434 5,059 3,669
Selling, general and administrative expenses 54,408 54,202 53,545 53,104 47,713 43,375
Operating income (loss) 83,300 57,316 (3,962) 71,757 2,264 55,008
Percent of net sales® | 8.4 6.2 (0.4) 8.6 0.3 7.2
Retired executive life insurance benefit (See Note 5 to financial statements) 9,020

Other income - net 2,227 3,195 2,420 2,021 2,278 1,637
Interest expense - net : 12,933 14,889 13,314 12,791 10,506 14,002
Income (loss) before income‘taxes and income from discontinued operations 81,614 45622 (14,856) 60,987 (5,964) 42,643
income taxes (credit) : 26,132 16,428 (5,191) 21,271 (2,087} 14,925
Income (loss) from continuiné operations 55,482 29,194 (9,665) 39,716 (3,877) 27,718
Income from discontinued operations — — — — — 5,176
Gain on sale of discontinued. operations — — — — 13,046 36,290
Net income (foss) i 55,482 29,194 (9,665) 39,716 9,169 69,184
Percent of net sales ® ) 5.6 3.2 . (1.0 4.8 1.1¢ 9.0°

PER SHARE DATA
Basic earnings per share: !
Income (loss) from continuing operations 3.74 2.18 (0.70) 2.79 0.27) 2.01

Income from discontinued operations —_ - — — — 0.37

Gain on sale of discontinued operations — — — — 0.92 2.63

Net earnings (loss) 3.74 2.18 (0.70)" 2.79 0.65 ¢ 5.01
Cash dividends declared 0.64 0.64 0.64 0.64 0.64 C.61
Book value 3 25.67 20.88 19.90 21.24 19.19 19.13
Average shares outstanding (COO) 14,823 13,399 13,727 14,234 14,149 13,807
Market closing price range ‘

High : 44.15 27.38 26.56 28.94 33.50 36.50

Low ; 25.89 17.00 14.38 15.50 16.00 23.38
FINANCIAL POSITION - YEAR END
Warking capital \ 100,997 102,288 104,944 76,247 62,979 52,818
Property, plant and equipmeht - net 353,132 357,635 338,248 406,841 395,054 379,071
Other assets 100,207 103,118 71,665 71,218 69,422 119,738
Total assets i 689,140 697,631 645,859 690,446 674,288 685,705
Noncurrent deferred income ;taxes 29,210 29,282 27,620 43,910 . 33,412 48,111
Long-term debt 75,131 219,608 191,657 179,121 188,302 201,858
Stockholders' equity ; 421,395 279,877 266,497 301,061 272,044 268,823
Total capitalization 496,526 499,585 458,154 480,182 460,346 470,681
Long-term debt percent of capitalization 15.2 44.0 41.8 37.3 40.9 42.9
OTHER DATA |
Asset turnover ® ! 1.4 1.4 1.4 1.2 1.2 1.2
Current ratio 17t 1 18to1l 18to1l l6tol l.4to 1 l4tol
Return on average investment - percent 12.8 8.1 ©.2) , 10.0 3.4° 16.7°
Return on average common equity - percent 15.8 10.7 (3.4)7 13.9 34°¢ 29.7 ®
EBITDA? ? 129,092 104,567 116,061 118,217 102,439 92,541
Depreciation and amortizatidn 43,987 43,910 48,445 45,883 42,400 37,865
Capital expenditures f 34,513 -+ 55,640 42,355 60,934 60,936 69,146
Backlog for shipment in next 12 months 325,000 185,000 157,830 164,128 183,847 225,498
Number of stockholders 5,030 5,313 5,697 5113 5,720 5,488
Average number of employees 3,378 3,340 3,361 3,393 3,261 2,994

Sales per emplaoyee & . 294 277 287 246 252 257

Note: Several acquisitions and divestitures have been made in past years. See Notes 2 and 3 to the financial statements of the year 2002 10K for a description of these transactions.

1 Excludes sales from discohtinued operations for the fiscal year 1997 of $187,123.

2 During fiscal 2000 and fiscal 1998, Piper Impact recorded a $56.3 million and $58.5 million, respectively, asset impairment charge as described by Statement of Financial Accounting
Standards No. 121. See Note 4 to the financial statements of the year 2002 10K for further information.

3 See Note 3 to the financial statements for further information regarding the loss on the sale of Piper Impact Europe.

4 EBITDA is defined as earnings before interest, taxes, depreciation and amortization, excluding unusual items such as the retired executive life insurance benefit, Piper Impact asset
impairment charges and the loss on the sale of Piper impact Europe.

5 Includes gain on sale of d%scontinued operations.

6 Includes effect of Piper lrhpact‘s asset impairment charge ($58.5 miltion in fiscal 1998) and gain on sale of discontinued operations ($13 million in fiscal 1998).

7 Includes effect of Piper Impact's asset impairment charge ($56.3 million in fiscal 2000) and the loss on sale of Piper Impact Europe ($14.3 million in fiscal 2000).

8 Beginning in fiscal 2001, freight costs are no longer netted against sales, they are included in cost of sales. Prior year's net sales and sales ratios have been restated to conform to this
presentation. i
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CORPORATE AND SHAREHOLDER INFORMATION

NX ;
Quanex stock is listed on the New York Stock

NYSE Exchangé under the symbol NX.

Annual Sharehoﬁcﬁelr’s Meeting

The Annual Meeting of Shareholders will be held at 8:00
a.m. on Thursday, February 26, 2003, at Quanex corpo-
rate offices. Shareholders are cordially invited to attend.

Corporate Offices;
Quanex Corporatidn
1900 West Loop South
Suite 1500 |
Houston, Texas 77027
Local: (713) 961-4600
Toll-free: (800) 231-8176

Direct Stock Purchase and Dividend Reinvestment Plan
Quanex offers indiyiduals the option to purchase stock
directly through the Company’s Direct Stock Purchase
and Dividend Reirivestment Plan (DSP Plan). The DSP
Plan’s initial minirﬁum purchase reguirement is $250.
Subsequent purcHases can be made for & minimum of
$50. Other options featured in the Quanex DSP Plan
include full or partial dividend reinvestment, direct
deposit of dividends, certificate safekeeping, and auto-

. matic monthly investments from savings or checking

|
accounts. }

For enroliment forhws, contact American Stock Transfer &
Trust Company at (800) 278-4353 or visit the Quanex
website at www.quanex.com.

Dividend Policy

The payment of dividends is reviewed quarterly and dec-
laration is made at the discretion of Quanex's Board of
Directors. The Quénex quarterly dividend is currently
$.16 per share. At-f the end of fiscal 2002, the Company
had paid a dividend to shareholders of its common stock
for 58 consecutivej quarters.

Internet Access
Additional information about Quanex is located at the ‘
Company's website at www.quanex.com. The site is contin-

ually updated and includes Company news releases and

current stock quotes. Visitors can register to automatically

receive news by e-mail as it is released, send e-mail directly

to the corporate offices, or fink to the home pages of some

of the Quanex operating units (www.macsteel.com,

www. piperimpact.com, www.amscol.com,

www.nicholsal.com, www.impprod.com, www.temroc.com,

and www.home-shield.com).

Investor Communications

Stockbrokers, financial analysts and others seeking
additional information about Quanex should contact the
Investor Relations Department at the Corporate Offices or
by e-mail at inquiry@quanex.com.

Transfer Agent, Shareholder Records

and Dividend Disbursing Agent

Shareholders who wish to change the name, address, or
ownership of stock, report lost certificates, or combine
accounts should contact:

American Stock Transfer & Trust Company ‘
59 Maiden Lane

Plaza Level

New York, NY 10038

(800) 937-5449

www.Amstock.com
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PART I

. Item 1. Business

General

Quanex was organized in 1927 as a Michigan corporation under the name Michigan Seamless Tube
Company. The Company reincorporated in Delaware in 1968 under the same name and then changed its name to
Quanex Corporation in 1977. The Company’s executive offices are located at 1900 West Loop South, Suite 1500,
Houston, Texas 77027. References made to the “Company” or “Quanex” include Quanex Corporation and its
subsidiaries unless the context indicates otherwise.

The Company’s businesses are managed on a decentralized basis. Each operating division has administrative,
operating and marketing functions. The Company measures each division’s return on investment, and seeks to
reward superior performance with incentive compensation, which is a significant portion of total compensation
for salaried employees. Intercompany sales are conducted on an arms-length basis. Operational activities and
policies are managed by corporate officers and key division executives. Also, a small corporate staff provides
corporate accounting, financial and treasury management, tax, and human resource services to the operating
divisions.

Quanex is a technological leader in the production of engineered carbon and alloy steel bars, aluminum
flat-rolled products, and precision-formed metal and wood products which primarily serve the vehicular products
and building products markets. The Company uses state-of-the-art manufacturing technologies, low-cost
production processes, and engineering and metallurgical expertise to provide customers with specialized products
for specific applications. Quanex believes these capabilities also provide the Company with unique competitive
advantages. The Company’s growth strategy is focused on the continued penetration of its two target markets,
vehicular products and building products, and protecting, nurturing and growing its two core businesses,
MACSTEEL and Engineered Products, that serve those markets.

' Busimess Developments in Fiscal 20602

In February 2002, Quanex completed the purchase of Colonial Craft, Inc. (“COLONIAL CRAFT”), a
leading manufacturer of value-added, wood and door (fenestration) related wood products, located in Roseville,
Minnesota (relocated to Mounds View, Minnescta in December 2002). COLONIAL CRAFT manufactures
custom wood window accessories and their two primary product lines are hardwood architectural mouldings and
wood window grilles used by wood window manufacturers. The company compliments Quanex’s other Engineered
Products businesses by serving a similar customer base.

In the Company’s MACSTEEL operations, rotary centrifugal continuous casters are used with an in-line
manufacturing process to produce bearing grade quality, seam-free, engineered carbon and alloy steel bars that
enable Quanex to participate in higher margin markets within its vehicular products market. Since 1990, the
Company has invested approximately $285 million to enhance its steel bar manufacturing and refining processes,
to improve rolling and finishing capability, and to expand shipping capacity at its MACSTEEL operations to
approximately 720,000 tons per year. Phases I through VI of the MACSTEEL expansions have been completed.
Phase V, completed in December 2000, included projects at MACSTEEL Heat Treating, based in Huntington,
Indiana, where a third processing line was buili, and at Pleasant Prairie, Wisconsin-based MACSTEEL
NitroSteel, where efficiency enhancing equipment has been installed. In Phase VI, finished in December 2002, the
Company installed additional equipment at each of the MACSTEEL plants in Jackson, Michigan, and Ft. Smith,
Arkansas to increase their bar cutting capability and value-added turning capacity. This project increased
MACPLUS engineered steel bar shipping capacity by approximately 13% to 270,000 tons annually with the
installation of two additional bar turning and polishing lines, one at the plant in Jackson, which was completed in
December of 2001 and the cther at the Ft. Smith plant, which was completed in December 2002. MACSTEEL
now has a total of six value-added MACPLUS lines.




Manufacturing Processes, Markets, and Product Sales by Business Segment

Quanex operates 18 manufacturing facilities in ten states in the United States. These facilities feature
efficient plant design and flexible manufacturing processes, enabling the Company to produce a wide variety of
custom engineered products and materials for the Company’s vehicular products and building producis markets.

The Company is generally able to maintain minimal levels of finished goods inventories at most locations because
it typically manufactures products to customer specifications upon order.

During the latter portion of the fiscal year ended October 31, 2001, the Company completed a strategic
review of its business, which resulted in a shift of strategy away from primarily a manufacturing “process” oriented
enterprise to a more “market-focused” enterprise. As expected, the review underscored a high concentration of
sales in two market segments—vehicular products and building products. Beginning in fiscal 2002, the Company
realigned its management, strategy and tactics tc support this new focus and now reports operations in those two
market-focused segments.

The majority of the company’s products are sold intc the vehicular products and building products markets
with minimal sales to the industrial machinery and capital equipment markets.

For financial information regarding each of Quanex’s business segments, see “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” herein and Note 14 to the Consolidated Financial
Statements. For net sales of the Company by major product lines see Note 14 to the Consolidated Financial
Statements. For the years ended October 31, 2002, 2001 and 2000, no one customer accounted for 10% or more of
the Company’s sales.

Vehicular Products Segment

The vehicular preducts segment is comprised of MACSTEEL, Piper Impact and Temroc Metals. The
segment includes engineered steel bar operations, impact-extrusion operations, steel bar and tube heat-treating
services, steel bar and tube corrosion and wear resistant finishing services, and aluminum extrusion and fabricated

metal products. e .

MACSTEEL

The Company’s engineered steel bar operations, which represent the majority of the segment’s sales and
operating income, are conducted through its MACSTEEL division. MACSTEEL includes two plants, one located
in Ft. Smith, Arkansas, and the other in Jackson, Michigan, which in the aggregate are capable of shipping up to
720,000 tons annually of hot finished, precision engineered, carbon and alloy steel bars. The Company believes
that MACSTEEL has the only two plants in North America using scrap-fed continuous rotary centrifugal casting
technology. This casting process produces seam-free bars, without surface defects or inclusions, thereby reducing
the need for subsequent surface conditioning. The continuous casting and automated in-line manufacturing
operations at the MACSTEEL plants substantially reduce labor and energy costs by eliminating the intermittent
steps that characterize manufacturing operations at most larger, and particularly integrated steel mills. The
Company typically sells only complete heat lots, or batches, which are made to specific customer requirements.

MACSTEEL produces various grades of customized, engineered steel bars by melting steel scrap and casting -
it in a rotary centrifugal continuous caster. MACSTEEL’s molten steel is further processed through secondary
refining processes that include argon stirring, ladle injection, and vacuum arc degassing prior to casting. These
processes enable MACSTEEL to produce higher guality, “cleaner” steel.

As a result of its state-of-the-art continuous manufacturing technology, which reduces labor and energy costs
and process yield loss, the Company believes that MACSTEEL is one of the lowest cost producers of engineered
carbon and alloy steel bars in North America. The Company believes that energy costs at MACSTEEL are
significantly lower than those of its competitors because its bars are moved directly from the caster to the rolling
mill before cooling, eliminating the need for costly reheating. MACSTEEL’s low unit labor costs are achieved
with its highly automated manufacturing process, enabling it to produce finished steel bars using less than two




man-hours of labor per ton compared with an estimated average of four to five man-hours per ton for U.S.
integrated steel producers.

MACSTEEL products are custom manufactured primarily for the vehicular product markets serving the
passenger car, light truck, sport utility vehicle, heavy truck, anti-friction bearing, off-road and farm equipment,
and seamless tubular industries. These industries use engineered steel bars in critical applications such as
camshafts, crankshafts, transmission gears, wheel spindles and hubs, bearing components, steering components,
hydraulic mechanisms and seamless tube production. Also, MACSTEEL engineered steel bars are used for the
manufacture of components for safety critical steel air bag inflators at the Company’s Piper Impact plant in New
Albany, Mississippi.

Also included in the MACSTEEL division is a heat treating plant in Huntington, Indiana (“Heat Treat”) and
a plant in Pleasant Prairie, Wisconsin that improves the wear and corrosion resistance properties of steel bars and
tubes (“NitroSteei”).

The Heat Treat facility uses custom designed, in-line equipment to provide tube and bar heat-treating and
related services, such as quench and temper, stress relieving, normalizing, “cut-to-length”, and metallurgical
testing. This plant primarily serves customers in the vehicular products and energy markets.

The NitroSteel plant processes steel bars and tubes using the patented Nitrotec treatment to improve
corrosion and wear resistance while providing an environmentally friendly, non-toxic alternative to chrome
plating. NitroSteel’s products are made for specific customer applications and are used for fluid power
applications in primarily the vehicular products markets.

Piper Impact

Piper Impact includes two impact-extrusion facilities in New Albany, Mississippi, dedicated to aluminum and
steel impact-extruded products.

Piper Impact is a manufacturer of custom designed, impact extruded aluminum and steel parts primarily for
vehicular and defense applications. Piper Impact’s operations use impact extrusion technology to produce highly
engineered near-net shaped components from aluminum and steel slugs. The pressure resulting from the impact
of the extrusion presses causes metal to flow into the desired shape. This cost efficient cold forming of the metal
results in a high quality, work hardened product with a superior finish. Products may be further processed with
heat-treating and precision machining. The parts are then delivered to customers’ assembly lines, requiring little
or no additional processing. Though down from prior years, one customer remains a majority of Piper’s sales for
use in the automotive air bag systems.

Temroc Metals

Temroc Metals is located in Hamel, Minnesota. Temroc Metals is an aluminum extruder and fabricator of
metal products. The single facility manufactures engineered products that primarily serve the outdoor
recreational vehicular products market.

Building Products Segment

The building products segment is comprised of the Engineered Products and Nichols Aluminum divisions.
The segment includes four fabricated metal components operations, two wood fenestration product operations,
two aluminum sheet casting and three stand alone finishing operations.

Engineered Products

The Engineered Products division, which includes AMSCO in Rice Lake, Wisconsin, HOMESHIELD, with
two plants in Chatsworth, [llinois, IMPERIAL PRODUCTS in Richmond, Indiana, and COLONIAL CRAFT in
Roseville and Maplewood, Minnesota (relocated tc Mounds View, Minnesota in December 2002) and Luck,
Wisconsin, produces various engineered products for the building products markets. These products include




aluminum window and patio door screens, window frames, residential exterior door products, custom wood
window grilles and accessories, and a broad line of custom designed, roll-formed aluminum products and stamped
aluminum shapes for manufacturers of premium wood windows and vinyl windows for the home improvement, ,
residential, and commercial construction markets. AMSCO combines strong product design and development
expertise with reliable, just-in-time delivery. HOMESHIELD also coats and/or paints aluminum sheet in many
colors, sizes, and finishes, and fabricates aluminum coil into rain carrying systems, soffit, exterior housing trim and
roofing products. IMPERIAL PRODUCTS produces sophisticated residential exterior door thresholds, astragals,
patio door systéms and other miscellanecus door components. COLONIAL CRAFT produces custom hardwood
architectural moulding and window and door accessories for premium wocd window manufacturers.

Nichols Aluminum

Nichols Aluminum manufactures mill finished and coated aluminum sheet for the building products market
and the food packaging market. The division comprises five plants: a thin-slab casting and hot rolling mill
(“NAC”) located in Davenport, Iowa, three cold rolling and finishing plants located in Davenport, Iowa
(“NAD”), Lincolnshire, Hlinois (“NAL”), and Decatur, Alabama (“NAA”), and Nichols Aluminum-Golden
(“NAG”), an aluminum production facility located in Fort Lupton, Celorado.

NAC’s mini-mill uses an in-line casting process that can produce 400 million pounds of reroll (hot-rolled
aluminum sheet) annually. The mini-mill converts aluminum scrap tc sheet through melting, continuous casting,
and in-line hot rolling processes. NAC has shredding and blending capabilities, including two rotary barrel
furnaces and dross recovery system that broaden its sources of raw material, allow it to melt cheaper grades of
scrap, and improve raw material yields. Delacquering equipment improves the quality of the raw material before
it reaches the melting furnaces by burning off combustibles in the scrap. Scrap is blended using computerized
processes to most economically achieve the desired molten aluminum alloy composition.

The Company believes the combination of base capacity increases and technological enhancements directed
at producing higher quality reroll results in a significant manufacturing advantage with savings derived from
reduced raw material costs, optimized scrap utilization, reduced unit energy cost, reduced cold rolling
requirements and lower labor costs. .

Further processing of the reroll occurs at NAD, NAL or NAA, where customers’ specific product
requirements can be met through cold rolling to various gauges, annealing for additional mechanical and
formability properties, tension leveling to improve the flatness of the sheet, and slitting to specific widths.
Products at the NAD and NAA plants can also be custom painted, an important value-added feature for the
applications of certain customers in the building products market.

Operations at NAG include melting and casting aluminum into sheet, cold rolling to specific gauge,
annealing, leveling, custom coating and slitting to width. NAG manufactures high quality aluminum sheet from
scrap, then finishes the sheet for specialized applications primarily for food packaging markets.

Raw Materials and Supplies

The Company’s MACSTEEL plants purchase their principal raw material, steel scrap or substitutes such as
pig iron, beach:iron and hot briquetted iron on the open market. Collection and transportation of these raw
materials to the Company’s plants can be adversely affected by extreme weather conditions. Prices for scrap also
vary in relation: to the general business cycle, typically declining in periods of slow economic activity.

Temroc Metal's raw material consists primarily of aluminum billet, which it purchases from several suppliers
on the open market.

Piper Impact’s raw material consists of aluminum bars and slugs that it purchases on the open market, and
steel bars that it purchases from MACSTEEL.

AMSCO and HOMESHIELD'’s primary raw material is coated and uncoated aluminum sheet purchased
primarily from Nichols Aluminum. Raw materials utilized at IMPERIAL PRODUCTS include aluminum, wood




and vinyl that are available from a number of suppliers. Prices for aluminum are typically set on a monthly basis
based upon market rates. In addition, IMPERIAL PRODUCTS purchases two types of wood materials—
hardwood and softwood, which it purchases at market prices.

COLONIAL CRAFT’s primary raw material is kiln-dried hardwood and scftwood lumber. This is purchased
from sawmills and lumber concentration yards throughout North America at market prices.

Nichols Aluminum’s principal raw material is aluminum scrap purchased on the open market, which can also
be adversely affected by extreme weather conditions. Nichols purchases and sells aluminum ingot futures
contracts on the London Metal Exchange to hedge against fluctuations in the price of aluminum scrap required to
manufacture products for fixed-price sales contracts.

Backlog

At October 31, 2002, Quanex’s backlog of orders to be shipped in the next twelve months was approximately
$240 million. This compares to approximately $165 million at October 31, 2001. Because many of the markets in
which Quanex operates have short lead times, the Company does not believe that backlog figures are reliable
indicators of annual sales volume or operating results.

Competition

The Company’s products are sold under highly competitive conditions. Quanex competes with a number of
companies, some of which have greater financial and other resources than the Company. Competitive factors
include product quality, price, delivery, and the ability to manufacture to customer specifications. The amounts of
enginecered steel bars, aluminum mill sheet products, engineered products and impact extruded products
manufactured by the Company generally represent a small percentage of annual domestic production.

MACSTEEL competes primarily with one large integrated steel producer and two large non-integrated steel
producers. Although these producers may be larger and have greater resources than the Company, Quanex
believes that the technology used at MACSTEEL facilities permits it to compete effectively in the markets it
serves.

Piper Impact competes with several other impact extrusion companies, and companies that offer other
technologies that can provide similar products, on the basis of design, quality, price and service. Temroc Metals
competes largely with other small aluminum extrusion and machining facilities.

Engineered Products competes with many small and midsize metal and wood fabricators and wood moulding
facilities, primarily on the basis of custom engineering, product development, quality, service, and price. The
division also competes against in-house operations of vertically integrated fenestration original equipment
manufacturers (“OEM”s).

Nichols Aluminum competes with many small and large aluminum sheet manufacturers. Some of these
competitors are divisions or subsidiaries of major corporations with substantially greater resources than the
Company. The Company also competes with major aluminum producers in coil-coated and mill finished products,
primarily on the basis of the breadth of product lines, the quality and responsiveness of its services, and price.

Sales and Distribution

The Company has sales organizations with sales representatives in many parts of the U.S. MACSTEEL selis
engineered steel bars primarily to tier-one or tier-two suppliers through its sales organization and manufacturers’
representatives. Piper Impact and Temroc Metals sell directly to OEMs. The Engineered Products division’s
products are sold primarily to OEMs, except for some residential building products, which are also sold through
distributors. Nichols Aluminum products are sold directly to OEMs and through metal service centers.




Seasonal Nature of Busimess

Sales for Engineered Products and Nichols Aluminum are seasonal. The primary markets of these divisions
are in the Northeast and Midwest regions of the United States, where winter weather typically reduces
homebuilding and home improvement activity. These divisions typically experience their lowest sales during the
Company’s first.fiscal quarter. Profits tend to be lower in quarters with lower sales because a high percentage of
their manufacturing overhead and cperating expense is due tc labor and other costs that are generally
semi-variable throughout the year.

Sales for the other businesses in which the Company competes are generally not seasonal. However, due to
the number of holidays in the Company’s first fiscal quarter, sales have historically been lower in this period as
some customers reduce build schedules. As a result of reduced production days, combined with the effects of
seasonality, the Company generally expects that, absent unusual activity, its lowest sales will occur in the first
fiscal quarter.

Service Marks, Trademarks, Trade Names, and Patemts

The Company’s Quanex, Quanex design, Seam-Free design, NitroSteel, MACGOLD, MACSTEEL,
MACSTEEL design, MAC+, Ultra-Bar, Homeshield, Homeshield design, and “The Best Alloy & Specialty Bars”
marks are registered trademarks or service marks. The Company’s Piper Impact name is used as a service mark,
but is not yet registered in the United States. The trade name Nichols-Homeshield and the Homeshield design
trademarks are used in connection with the sale of the Company’s aluminum mill sheet products and residential
building products. The Homeshield, Piper Impact, Colonial Craft, MACSTEEL and Quanex word and design
marks and associated trade names are considered valuable in the conduct of the Company’s business. The
businesses conducted by the Company generally do not depend upon patent protection. Although the Company
holds numerous patents, in many cases, the proprietary technology that the Company has developed for using the
patents is more important than the patents themselves.

Research and Development

Expenditures for research and development of new products or services during the last three years were not
significant. Although not technically defined as research and development, a significant amount of time, effort
and expense is devoted to custom engineering and qualifying the Company’s products for specific customer
applications.

Environmental Matters

Quanex is subject to extensive laws and regulations concerning the discharge of materials into the
environment and the remediation of chemical contamination. To satisfy such requirements, Quanex musi make
capital and other expenditures on an ongoing basis. The cost of envircnmental matters has not had a material
adverse effect oh Quanex’s operations or financial condition in the past, and management is not aware of any
existing conditions that it currently believes are likely to have a material adverse effect on Quanex’s operations or
financial condition.

Under applicable state and federal laws, the Company may be responsible for, among cther things, all or part
of the costs required to remove or remediate wastes or hazardous substances at locations Quanex has owned or
operated at any time. The Company is currently involved in environmental investigations or remediation at
several such locations.

From time to time, Quanex also has been alleged to be liable for all or part of the costs incurred to clean up
third-party sites where it is alleged to have arranged for disposal of hazardous substances. The Company’s
allocable share of liability at those sites, taking into account the likelihood that other parties will pay their shares,
has not been material to its operations or financial condition.

Total remediation reserves, at October 31, 2002, for Quanex’s current plants, former operating locations, and
disposal facilities were approximately $17 million. Of that, approximately 80% is allocated to the cleanup of




historical soil and groundwater contamination and other corrective measures at the Piper Impact division in New
Albany, Mississippi. Depending upon such factors as the nature and extent of contamination, the cleanup

. technologies employed, and regulatory concurrences, final remediation costs may be more or less than amounts
accrued; however, management believes it has established adequate reserves for all probable and reasonably
estimable remediation liabilities.

Environmental agencies continue to develop regulations implementing the Federal Clean Air Act.
Depending on the nature of the regulations adopted, Quanex may be required to incur additional capital and
other expenditures sometime in the next several years for air pollution control equipment, to maintain or obtain
operating permits and approvals, and to address other air emission-related issues. In fiscal 2003, the Company
plans to have capital expenditures for equipment upgrades in order to comply with secondary aluminum
production emissions standards at two of its Nichols Aluminum facilities. Based upon its analysis and experience
to date, Quanex does not believe that its compliance with Clean Air Act requirements will have a material effect
on its operations or financial condition.

Quanex incurred approximately $4 million and $3 million during fiscal 2002 and 2001, respectively, in
expenses in order to comply with existing environmental regulations. For 2003, the Company estimates expenses
at various of its facilities will be approximately $3 million for continuing environmental compliance. Capital
expenditures for compliance with existing or proposed environmental regulations were approximately $1.5 million
during fiscal 2002 and were immaterial in 2001. For fiscal 2003, the Company estimates that capital expenditures
for environmental compliance will be approximately $6 million, which includes amounts for upgrades related to
secondary aluminum production emissions standards at two of its Nichols Aluminum facilities. Future
expenditures relating to environmental matters will necessarily depend upon the application to Quanex and its
facilities of future regulations and government decisions. Quanex will continue to have expenditures in connection
with environmental matters beyond 2003, but it is not possible at this time to reasonably estimate the amount of
those expenditures.

Employees

‘ At October 31, 20062, the Company employed 3,476 perscns. Of the total employed, 31% were covered by
collective bargaining agreements. A five-year collective bargaining agreement for Temroc Metals was ratified by
the United Automobile Workers International Union of Americas in February, 2002. A five year collective
bargaining agreement for Nichols Aluminum Casting and Nichols Aluminum Davenport was ratified by the
International Brotherhood of Teamsters in November 2002. MACSTEEL Arkansas’ collective bargaining
agreement expires January 31, 2003 and negotiations for the renewal of that agreement will begin in January.

Financial Informaiion Aboui Foreign and Domestic Operations

For financial information on the Company’s foreign and domestic operations, see Note 14 of the Financial
Statements contained in this Annual Report on Form 10-K.
Website

The Company’s required Securities and Exchange Act filings such as Annual Reports on Form 10-K and
Quarterly Reports on Form 10-Q are accessible free of charge on its website at www.Quanex.com.




item 2. Properties

The following table lists Quanex’s principal plants together with their locations, general character and the .
indusiry segment which uses the facility. (See Item 1, “Business”, for some discussion of capacity of various
facilities.) '

Square
Location Plant footage
Owned: : Vehicular Products
Fort Smith, Arkansas . . . ... .. ... ... . i e MACSTEEL 614,000 i
Jackson, Michigan . .. ... ... . i MACSTEEL 386,000 -
Huntington, Indiana .. ... ......co ittt Heat Treating 99,821 2
Pleasant Prairie, Wisconsin .. ........... ... NitroSteel 35,000 i
New Albany, MiSSisSiPP « « « « o« vt vveent et e Piper Impact (twc plants) 683,000 n
Hamel, Minnesota . . .. .. ..o it e e Temroc Metals 240,000
Owned: Building Products
Lincolnshire, IIiNoiS . ... ... ... . . i e Nichols Aluminum 142,000
Davenport, Iowa . .. ..o vt Nichols Aluminum 236,000
Davenport, Iowa . ... ... e Nichols Aluminum Casting 300,000
Fort Lupton, Colorado. . . ....... . o i i Nichols Aluminum Golden 240,400
Rice Lake, WISCONSIN . . .. .o i ittt it i e AMSCO 336,000
Chatsworth, TINOIS . ... ..o v i i i e HOMESHIELD (two plants) 218,000
Richmond, Indiana . ... ... it IMPERIAL PRODUCTS 92,600
Luck, WISCOnSIN .. .. vttt it e i e e COLONIAL CRAFT 105,000
Leased (3 leases expiring 2003, 2003 and 2008, respectively): .
Maplewood, Minnesota® . . .. ... ... .. .. . COLONIAL CRAFT 35,000 -
Roseville, Minnesota® . . ... COLONIAL CRAFT 48,000 3
Mounds View, MINNESOta .. ... ..., COLONIAL CRAFT 125,000 ‘
Leased (4 leases expiring 2003, 2004, 2005 and 2018):
Decatur, Alabama . . ... .. e e Nichols Aluminum Alabama 410,000
Leased (expires 2010): Executive Offices
Houston, Texas . . ...t Quanex Corporation 21,000

(1) These leases expire during fiscal 2003, COLONIAL CRAFT consolidated these facilities into the Mounds View, Minnesota facility in
December 2002.

Item 3. Legal Proceedings

Other than. the proceedings described under Item 1, “Environmental Matters”, there are no material legal
proceedings to which Quanex, its subsidiaries, or their property is subject. —

Item 4. Submission of Matters to Vote of Security Holders

None.




PART II
. Item 5. Market for Registrans’s Common Equity and Related Stockholder Matters

Quanex’s common stock, $.50 par value, is traded on the New York Stock Exchange, under the ticker symbol:
NX. Quarterly stock price information and annual dividend information for the common stock is as follows:

Quarterly Common Stock Dividends

Quarter Ended o2 2001 2000 1599 1998
JaNUAIY . .. A6 .16 16 .16 .16
ADTI . e Jd6 16 16 16 .16
July . e A6 16 16 16 .16
0 T o) o1~ A6 .16 .16 .16 .16
Total . . e e 64 64 64 64 64

Quarterly Common Stock Sales Price (High & Low)

Quarter Ended 2002 2001 2000 1999 1998
JanuAry . ... 29.04 21 26.5625  23.875 30.4375
25.71 16375 19.0625 16.8125 27.0625
April L 3835 21.15 23.6875 26.25 33.8125
2863 17.35 16125  15.375 28.50
July o 4419 2755 18.625 29 32.1875
31.01 20,76 14375 25125 27.25
October . ... . 40.55 2748 20.6875 27375 27875
. 3318 2075 17.0625  20.125  15.625

The terms of Quanex’s new revolving credit agreement, which was entered into in November 2002, does not
specifically limit the total amount of dividends and other distribution on its stock. However, the covenant to
maintain a certain fixed charge coverage ratio indirectly impacts the Company’s ability to pay dividends. As of
October 31, 2002, the aggregate amount available for dividends under the new credit facility was approximately
$33 million.

There were 5,006 holders of Quanex common stock (excluding individual participants in securities positions
listings) on record as of November 30, 2002.




The following table summarizes as of October 31, 2002, certain information regarding equity compensation
to our employees, officers, directors and other persons under our equity compensation plans.

Eguity Compensation Plan Information

Number of securities
remaining available
for future issuance

Number of securities  Weighted-average under equity
to be issued exercise price of compensation plans
upon exercise of ouistanding (excluding securities
. outstanding options,  cptions, warrants reflected in
Plan Category ‘ warranis and rights and rights column (2))
: (® (®) ()
Equity compensation plans approved by security
holders ... i 777,137 $23 593,143
Equity compensation plans not approved by security
hotders® . . e 163,465 23 130,454
TOtAl .« o e 940,602 $23 723,597

(1) The Quanex Corporation 1997 Key Employee Stock Plan was approved by the Company’s Board of Directors in October 1997. This plan
provides for the granting of stock options to eligible persons employed by the Company who are not executive officers of the Company.
Under the plan, the total number of stock options which may be granted is 400,000 shares. Stock options may be granted at not less than
the fair market value (as defined in the plan) on the date the options are granted and generally become exercisable after one year in
3344 percent annual increments. The options expire ten years after the date of grant. The Board of Directors may amend, terminate or
suspend the plan at any time.

Item 6. Selected Financial Data
Glossary of Terms

The exact definitions of commonly used financial terms and ratios vary somewhat among different companies
and investment analysts. The following list gives the definition of certain financial terms that are used in this
report:

Capital expenditures: Additions to property, piant and equipment.

Book value per common share:  Stockholders’ equity less the stated value of preferred stock divided by the
number of common shares cutstanding.

Asset turnover: Net sales divided by average total assets.
Current ratio:  Current assets divided by current liabilities.
EBITDA: Earnings before interest, taxes, depreciation and amortization, excluding unusual items.

Return on investment: The sum of net income and the after-tax effect of interest expense less capitalized
interest divided by the sum of the averages for long-term debt and stockholders’ equity.

Return on common stockholders’ equity: Net income atiributable to common stockholders divided by
average common stockholders’ equity.
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. Fiscal years ended October 31,

Financial Summary 1997-2002

2002 2001 2000 1999 1998 1997
(% thousands, except per share data)

Revenues and Earnings
Netsales®® . ... .. ... .. ... ... ..., 994,387 924,353 964,518 834,902 821,507 768,743
Cost of sales including operating depreciation

and amortization . .. ........ . ... ... 855,177 809,027 841,047 706,607 707,971 666,691
Grossprofit . ....... ... ... ... .., 139,210 115,326 123,471 128,295 113,536 102,052
Piper Impact Asset Impairment Charge ... ... — —_ 56,300 @ — 58500 @ —
Loss on sale of Piper Impact Europe . .. .. ... — — 14,280 @ — —_— —
Other depreciation and amortization . ....... 1,502 3,808 3,308 3,434 5,059 3,669
Selling, general and administrative expenses . . . 54,408 54,202 53,545 53,104 47,713 43,375
Operating income (loss) ................. 83,300 57,316 (3,962 71,757 2,264 55,008
Percent of met sales® .. ................. 8.4 6.2 (0.4 8.6 0.3 7.2
Retired executive life insurance benefit (See

Note 5 tc financial statements). . ......... 9,020
Other income—net . .. ........cveennn.. 2,227 3,195 2,420 2,021 2,278 1,637
Interest expense—net .. ................. 12,933 14,889 13,314 12,791 10,506 14,002
Income (loss) before income taxes and income

from discontinued operations . . . ......... 81,614 45,622 (14,856) 60,987 (5,964) 42,643
Income taxes {credit) ................... 26,132 16,428 6,191y 21,271 (2,087) 14925
Income (loss) from continuing operations. . . . . 55,482 28,194 9,665y 39,716  (3,877) 27,718
Income from discontinued operations ....... 0 — — — — 5,176
Gain on sale of discontinued operations. . . ... 0 —_ — — 13,046 36,290
Net income (loss) . . ....ovv ... 55,482 29,194 (9,665) 39,716 5,169 69,184
Percent of net sales® .. ... ... ........... 5.6 3.2 (1.0M 48 1.1©® 90
Per Share Data
Basic Earnings per share:

Income (loss) from continuing operations . . . 3.74 2.18 (0.76) 278 (0.27) 2.01

Income from discontinued operations . .. ... — — — — — 0.37

Gain on sale of discontinued operations . . . . — — — — 0.92 2.63

Net earnings (I0SS) ... .........c...... 3.74 2.18 0.7000  2.79 0.65©® 3501
Cash dividends declared . ................ 0.64 0.64 0.64 0.64 0.64 0.61
Bookvalue............ .. ... ... L. 25.67 20.88 19.90 21.24 19.19 19.13
Average shares outstanding (000) .......... 14,823 13,399 13,727 14234 14,149 13,807
Market clesing price range:

High. ... ... i 4415 27.38 26.56 28.94 33.50 36.50

Low ..o 25.89 17.00 14.38 15.50 16 23.38
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Fiscal years ended Cctober 31, 2002 2001 2000 1999 1998 1997

1 ($ thousands, except per share data)
Financial Position—Year End
Working capital . ....... ... ... .. ... 100,997 102,288 104,944 76,247 62,979 52,818
Property, plant and equipment—net. .. ... ... 353,132 357,635 338,248 406,841 395,054 379,071
Other assets . ..o .o 100,207 103,118 71,665 71,218 69,422 119,738
Total assets. .. ... e 689,140 697,631 645,859 690,446 674,288 685,705
Noncurrent deferred income taxes ... ....... 20,210 29,282 27,620 43910 33,412 48,111
Long-termdebt ................. ... .. 75,131 219,608 191,657 179,121 188,302 201,858
Stockholders’ equity . ............ ... ..... 421,395 279,977 266,497 301,061 272,044 268,323
Total capitalization . .................... 496,526 499,585 458,154 480,182 460,346 470,681
Long-term debt percent of capitalization .. ... 152 44.0 41.8 373 40.9 42.9
Other Data
Asset turnover® .. ... . 1.4 14 1.4 1.2 1.2 1.2
Current 1atio . ... oo v it e e e 1.7t01 18to1l 18tol 16tol 14tol1l 14tol
Return on average investment—percent . . . . . . 12.8 8.1 (0.2)7  10.0 349 167
Return on average common equity—percent . . 15.8 10.7 BH7 139 34© 297
EBITDA® .. . 129,092 104,567 116,061 118,217 102,439 92,541
Depreciation and amortization ............ 43,987 43,910 48445 45883 42400 37,865
Capital expenditures . . . ................. 34,513 55,640 42,355 60,934 60,936 69,146
Backlog for shipment in next 12 months. . . . .. 325,000 185,000 157,830 164,128 183,847 225,498
Number of stockholders . ................ 5,030 5,313 5,697 5,113 5,720 5,488
Average number of employees. . .. ......... 3,378 3,340 3,361 3,393 3,261 2,994
Sales per employee® ... ... ... ... ... ... 294 277 287 246 252 257

Note:

M
@

(€]
©)

©)
(6)

@)

®)

Several acquisitions and divestitures have been made in past years. See Notes 2 and 3 to the financial statements for a description of
these transactions.

Excludes sales from discontinued operations for the fiscal year 1997 of $187,123.

During fiscal 2000 and 1998, Piper Impact recorded a $56.3 million and $58.5 million, respectively, asset impairment charge as described
by Statement of Financial Accounting Standards No. 121. See Footnote 4 to the financial statements for further information.

See Note 3 to the financial statements for further information regarding the loss on the sale of Piper Impact Europe.

EBITDA is defined as earnings before interest, taxes, depreciation and amortization, excluding unusual items such as the Retired
executive life insurance benefit, Piper Impact asset impairment charges and the Loss on the sale of Piper Impact Europe.

Includes gain on sale of discontinued operations.

Includes effect of Piper Impact’s asset impairment charge ($58.5 million in fiscal 1998) and gain on sale of discontinued operations
(313 million in fiscal 1998).

Includes effect of Piper Impact’s asset impairment charge (356.3 million in fiscal 2000) and the loss on sale of Piper Impact Europe
($14.3 million in fiscal 2000).

Beginning in fiscal 2001, freight costs are no longer netted against sales, they are included in cost of sales. Prior year’s net sales and sales
ratios have been restated to conform to this presentation.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
General

The discussion and analysis of the Company’s financial condition and results of operations should be read in
conjunction with the Selected Financial Data and the Consolidated Financial Statements of the Company and the
accompanying notes.

Private Securities Litigation Reform Act

Certain of the statements contained in this document and in documents incorporated by reference herein,
including those made under the caption “Management’s Discussion and Analysis of Results of Operations and
Financial Condition” are “forward-looking” statements as defined under the Private Securities Litigation Reform
Act of 1995. Generally, the words “believe,” “expect,” “intend,” “estimate,” “anticipate,” “project,” “will” and
similar expressions identify forward-looking statements, which generally are not historical in nature. All
statements which address future operating performance, events or developments that we expect or anticipate will
occur in the future, including statements relating to volume, sales, operating income and earnings per share, and
statements expressing general optimism about future operating results, are forward-looking statements. Forward-
looking statements are subject to certain risks and uncertainties that could cause actual results to differ materially
from our Company’s historical experience and our present expectations or projections. As and when made,
management believes that these forward-looking statements are reasonable. However, caution should be taken
not to place undue reliance on any such forward-looking statements since such statements speak only as of the
date when made and there can be no assurance that such forward-looking statements will occur. The Company
undertakes no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise.

Factors exist that could cause the Company’s actual results to differ materially from the expected results
described in or underlying our Company’s forward-looking statements. Such factors include domestic and
international economic activity, prevailing prices of steel and aluminum scrap and other raw material costs, energy
costs, interest rates, construction delays, market conditions, particularly in the vehicular and home building and
remodeling markets, any material changes in purchases by the Company’s principal customers, labor supply and
relations, environmental regulations, changes in estimates of costs for known environmental remediation projects
and situations, world-wide political stability and economic growth, the Company’s successful implementation of its
internal operating plans, and acquisition strategies, performance issues with key customers, suppliers and
subcontractors, and regulatory changes and legal proceedings. Accordingly, there can be no assurance that the
forward-locking statements contained herein will occur or that objectives will be achieved. All written and verbal
forward-looking statements attributable to the Company or persons acting on its behalf are expressly qualified in
their entirety by such factors.
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Results of Operations

Overview ‘

Summery Information as % of Sales

Fiscal Year Ended October 31, -
2002 2001 2000 S

Dollar % of 1Dollar %of Dollar % of -
Amount{ Sales Amount Sales Amount Sales =00

(Dollars in millions)

NEt SAIES . .. vle e et $994.4 100% $924.3 100% $964.5 100%

Costof Sales . ...t i e 813.0 82 7693 83 7964 83
Selling, general and admin. .. ............c.ooiinan.... 54.4 6 54.2 6 535 5
Depreciation and amortization . . ... ......... . ... 437 4 43.5 5 479 5
Piper Impact Impairment Charge . . .................... - = - — 56.3 6
Loss on sale of Piper Impact Euiope .. ................. — - - - 14.3 1
Operating Income (LoSS) . . .. . oo i et 83.3 8% 573 6% (3.9 0%
Interest EXPENSE . . .. oottt e e e (148) (1) (166) (1) (153) (2
Capitalized Interest . ... ... .ot i 19 0 1.7 0 1.9 0
Retired executive life insurance benefit. . . ............... 9.0 1 — 0 — 0
Other,met ... ... i e 22 0 3.2 0 24 0
Income tax benefit (expense) . ......... . ... . .. 26.1) (2 (164 (2) 52 1
Net income (I058) o vt v n e e $ 555 6% $ 292 3% 8 07 (W% —

The Company achieved record level net sales and operating income in fiscal 2002 and demonstrated its
ability to generate healthy results notwithstanding the somewhat weak broad-based economic climate. The
Company also ended the year with a strong balance sheet as the total debt to capitalization ratio decreased from
44% as of October 31, 2001 to 15.2% at October 31, 2002.

Acguisitions/Divestitures Since October 31, 1999

In January 2000, the Company purchased from Alcoa, Inc. the Golden Aluminum production facility based
in Fort Lupton, Colorado. Quanex acquired the assets of the facility for $9 million plus working capital valued at
approximately $13 million. The newly acquired facility became part of Quanex’s flat-rolled aluminum sheet
division—Nichols Aluminum in the building products segment. It was renamed Nichols Aluminum-Golden, Inc.,
(“Nichols Aluminum-Golden™), a wholily owned subsidiary of Quanex.

Operations at Nichols Aluminum-Golden include melting and casting aluminum into sheet made from a
blend of primary P1020 ingot and selected grades of scrap metal, cold rolling it to specific gauge, annealing,
leveling, custom coating and slitting to width. Nichols Aluminum—~Golden can produce up to 60 million pounds ‘
annually of high quality metal for engineered applications in niche markets, such as end and tab stock for food -
and beverage packaging, metal components for computer disks, and home accessory products.

In April 2600, the Company acquired the stock of Imperial Products, Inc., a leading manufacturer of value-
added exterior door components based in Richmond, Indiana, for approximately $15 million. Imperial
Products, inc., (“IMPERIAL PRODUCTS”), operates as a wholly owned subsidiary of Quanex. This acquisition
expands the specialized design and manufacturing operations of Quanex’s Engineered Products division in the
building products segment.

In July 2000, the Company sold Piper Impact Europe, an impact-extrusion facility based in The Netheriands,
to the plant’s existing management group for a nominal amount. The transaction was structured as a sale of stock.
As a result of this transaction, the Company recorded a pretax charge of $14.3 million for the fiscal third quarter
ending July 31, 2000. In connection with the sale, the Company’s range forward foreign currency agreement with a
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notional amount of 30 million Guilders was closed. This agreement was entered into to protect the Company’s
investment in Piper Impact Europe from foreign currency fluctuations. The settlement of this agreement resulted
in a gain, which was offset against the charge on the sale of Piper Impact Europe.

On November 30, 2000, the Company completed the purchase of all of the capital stock of Temroc
Metals, Inc. (“Temroc”), a Minnesota corporation for approximately $22 million in cash. Temroc, as a surviving
corporation, became a wholly owned subsidiary of the Company. Temroc has production facilities in Hamel,
Minnesota, where it manufactures customized aluminum extrusions and fabricated metal products for
recreational vehicles, architectural products, electronics and other markets. Temroc has become part of the
Company’s vehicular products segment and will continue to operate as a manufacturer of aluminum extrusions
and fabricated metal products.

On February 12, 2002, Quanex completed the purchase of certain assets and assumption of certain liabilities
of Ekamar, Inc., formerly known as Colonial Craft, Inc., a Minnesota corporation, through its wholly owned
subsidiary, Quanex Windows, Inc., for approximately $17.3 million in cash, $1.5 million of which has been set
aside in an escrow fund for environmental and certain other issues that may arise. The business operates as a
wholly owned subsidiary of the Company and has been renamed Colonial Craft, Inc. (“COLONIAL CRAFT”).
COLONIAL CRAFT is a leading manufacturer of value-added, fenestration related wood products based in
Roseville, Minnesota (relocated to Mounds View, Minnesota in December 2002). COLONIAL CRAFT
manufactures custom wood window accessories with two primary product lines: wood window grilles and
hardwood architectural mouldings. COLONIAL CRAFT has become part of the Engineered Products division
within the building products business segment. COLONIAL CRAFT provides direct synergy with one of the
Company’s two core businesses, sharing a similar customer base with Engineered Products.

Business Segments

Business segments are reported in accordance with Statement of Financial Accounting Standards (“SFAS”)
No. 131, SFAS No. 131 requires that the Company disclose certain information about its operating segments
where operating segments are defined as “components of an enterprise about which separate financial
information is available that is evaluated regularly by the chief operating decision maker in deciding how to
allocate resources and in assessing performance”. Generally, financial information is required to be reported on
the basis that it is used internally for evaluating segment performance and deciding how to allocate resources to
segments.

The Company completed a strategic review of its business during fiscal 2001, which resulted in a shift of
strategy away from primarily a manufacturing “process” oriented enterprise to a more “market focused”
enterprise. The chief executive officer believes the focus on customers will provide a more effective corporate
strategy to drive growth and shareholder value. As expected, the review underscored a high concentration of sales
in two market segments—vehicular products and building products. The Company has made organizational and
reporting changes aligned to this new strategy. The chief executive officer evaluates performance and allocates the
Company’s resources under this segment structure.

The vehicular products segment is comprised of MACSTEEL, Piper Impact (US operations only) and
Temroc. That segment’s main driver is North American light vehicle builds. MACSTEEL’s sales and operating
income for fiscal 2002 represented approximately 80% and 95%, respectively of the segment’s results. The
building products segment is comprised of Engineered Products and Nichols Aluminum, The main drivers of this
segment are residential housing starts and remodeling expenditures. For fiscal 2002, Engineered Products’ sales
and operating income represented about 30% and 65% of the segment’s results.




The following table sets forth selected operating data for the Company’s two business segments:

Years Ended October 31, 0
2002 2001 2880

(In thousands)

Vehicular Products; @@

Netsales. .. ... e $459,531 $439,307 $444,124
Operating inComIE . . .. ..ttt it it i iia e 57,606 47,466 {(8,052)
Depreciation and amortization . .. .. ............ ... . ... 27,849 25,905 28,769
Identifiable assets . . ........ ... $363,559 $362,442 $321,204
Building Products: (V®)
Net Sales . . oo it $534,856 $485,046 $502,562
Operating iNCOME . . . . ...ttt i 37,985 23,662 35,830
Depreciation and amortization .. ... ....... ... L. 15,492 17,061 16,408
Identifiable asSets . .. ... it e $283,475 $269,387 $291,164

(1) Fiscal 2000 results include Nichols Aluminum-Golden operations acquired January 25, 2000 and IMPERIAL PRODUCTS operations,
acquired April 2000. See Note 2 to the consolidated financial statements.

(2) Fiscal 2001 results include Temroc operations, acquired November 2000. See Note 2 to the consolidated financial statements.

(3) Fiscal 2000 results include the $56.3 million asset impairment charge relating to Piper Impact facilities in New Albany, Mississippi. See
Note 4 to the consolidated financial statements.

(4) Fiscal 2002 results include Colonial Craft operations, acquired February 2002. See Note 2 to the consolidated financial statements.

Within the vehicular products segment, sirong North American light vehicle builds continued to drive
demand for MACSTEEL’s engineered steel bar products. This year’s light vehicle builds, which had been
estimated to be about 15.2 million builds at the beginning of fiscal 2002, will finish the calendar year closer to
16.6 million, exceeding 2001 builds by approximately 8%. On top of these build rates, MACSTEEL remains the
supplier of cheice and continues to capture new business. Ongoing lean manufacturing initiatives also contribute
to MACSTEEL’s success. The other businesses within the vehicular producis segment alsc earned positive
operating income for fiscal year 2002. However, Piper Impact experienced approximately a $1 million loss in the ‘
fiscal fourth quarter as aluminum airbag sales continued to decline and new business was slower than expected.

New business prospects lock promising, but meaningful sales volumes are slow to materialize.

Within the building products segment, strong residential housing starts and remodeling expenditures during
fiscal 2002 resulted in strong demands and operating results for both Engineered Products and Nichols
Aluminum. For Engineered Products, this strong level of demand, combined with improved productivity through
lean manufacturing efforts, resulted in record net sales and operating income even without the results of the
COLONIAL CRAFT acquisition.

Outlook

For 2003, Quanex believes it is in a position to outperform the markets it serves. The Company expects its
primary drivers to be down slightly for fiscal 2003 when compared tc 2002 levels. However, it expects to offset
nominal market weakness with more value-added products at both MACSTEEL and Nichols Aluminum, price
relief at MACSTEEL and new programs at Engineered Products. Market share gains at several business units
should also bolster revenues. On the cost side, lean manufacturing initiatives are expected to contribute to margin
improvement.

Quanex will continue to explore both internal and external growth opportunities in fiscal 2003. The Company
has purposely built a tough set of prerequisites for any acquisition candidate recognizing the fact that acquisitions
have inherent risks. Generally, acquisition candidates must support one of the two core businesses: MACSTEEL
or Engineered Products. An acquisition candidate should have projections to earn in excess of its cost of capital by
at least the third year. Quanex will continue to look for opportunities for internal growth. Currently the Company
is looking at ways to further increase both base load and value-added capabilities of MACSTEEL and ways to add
more painted production at Nichols Aluminum with small investments.
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The Company’s fiscal first quarter (November, December and January) is historically its least profitable as
there are fewer production days due to the holidays, customers manage year-end inventories tightly and the winter
months reduce building product sales. Because this year’s strong inventory replenishment activity during the first
quarter is not expected to repeat in fiscal 2003, the diluted earnings per share for the fiscal first quarter 2003 may
be near the results of this year’s first quarter. Assuming a slowly recovering economy, the Company would expect
to report sequentially better operating results for the other quarters of fiscal 2003 compared to 2002.

2002 Compared to 2001

Net Sales—Consolidated net sales for fiscal 2002 were $994.4 million representing an increase of
$70.0 million, or 8%, when compared to consolidated net sales for fiscal 2001. Both the vehicular and building
products segments experienced increased net sales.

Net sales from the Company’s vehicular products segment for fiscal 2002 were $459.5 million representing an
increase of $20.2 million, or 5%, when compared to the prior year due to increases at MACSTEEL, offset
somewhat by lower net sales at both Piper and Temroc. MACSTEEL'’s net sales increase was due largely to a 13%
increase in volume, which more than offset lower selling prices compared to the fiscal 2001. Over half of
MACSTEEL’s business is based on fixed contracts, so their ability to change pricing was limited on a near term
basis. Piper experienced lower net sales as aluminum airbag component sales declined from its prior year levels.
This decline was only partially offset by sales of new products, as meaningful sales volumes of these products have
been slower to materialize than expected.

Net sales from the Company’s building products segment for fiscal 2002 were $534.9 million, representing an
increase of $49.8 million, or 10%, when compared to fiscal 2001. Engineered Products’ net sales increases were
due largely to the acquisition of COLONIAL CRAFT in February. Nichols Aluminum’s net sales also increased
from the prior year due to increased volume resulting from continuing strength in the building construction
markets, despite lower selling prices.

Operating income—Consolidated operating income for fiscal 2002 was $83.3 million, representing an increase
of $26.0 million, or 45%, when compared to last year. Both the vehicular and building products segments
experienced increased operating income.

Operating income from the Company’s vehicular products segment for fiscal 2002 was $57.6 million,
representing an increase of $10.1 million, or 21%, when compared to last year. This increase was due to higher
operating income at MACSTEEL compared to the prior year’s results, partially offset by lower operating income
at Piper and Temroc. The higher net sales volume combined with productivity gains and lower conversion costs at
MACSTEEL more than offset the impact of lower spreads between selling prices and scrap prices. Piper and
‘Temroc had lower operating income for the periods due largely to lower net sales and volume. Depreciation
expense for the vehicular products segment was higher with the completion of MACSTEEL capital projects.

Also contributing to the improvement in the vehicular products segment is the elimination of goodwill
amortization in accordance with the adoption of Statement of Financial Accounting Standards (“SFAS”) No. 142,
“Goedwill and Other Intangible Assets” effective the beginning of the current fiscal year. The vehicular products
segment had goodwill amortization of approximately $500 thousand in the prior year ended October 31, 2001.

Operating income from the Company’s building products segment for fiscal year 2002 was $38.0 million,
representing an increase of $14.3 million, or 61%, when compared to the prior year. This increase was a result of
record operating income at Engineered Products, as well as improved results at Nichols Aluminum. Engineered
Products benefited from the acquisition of COLONIAL CRAFT in February 2002, however it achieved record
operating income levels without COLONIAL CRAFT's contribution due largely to strong demand for its
products, productivity improvements and new product development and cost reduction efforts. Nichols Aluminum
also had increased operating income. This increase was largely a result of increased volume and cost reduction
initiatives, as well as a $1.6 million business interruption insurance recovery collected during the year (See
Note 20 to the financial statements). Although spreads between selling price and raw material costs improved
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during the second half of the year, as compared to the same prior year period, for the year ended October 31,
2002, spreads were lower as scrap prices rose more quickly than Nichol’s ability to raise selling prices.

Alsc contributing to the improvement in the building products segment is the elimination of goodwill
amortization in accordance with the adoption of Statement of Financial Accounting Standards (“SFAS”) No. 142,
“Goodwill and Other Intangible Assets” effective the beginning of the current fiscal year. The building products
segment had goodwill amortization of approximately $1.8 million in the prior year ending October 31, 2001.

In addition to the two operating segments mentioned above, corporate level operating expenses for fiscal
2002 decreased by approximately $1.5 million. Included in corporate and other are the consolidated inventory
LIFC adjustments, corporate office expenses and inter-segment eliminations. (See Note 8 to the financial
statements regarding LIFO valuation method of inventory accounting.)

Selling, general and administrative expense was $54.4 million for fiscal 2002, representing an increase of
$206 thousand, less than 1%, when compared to last year. This increase results primarily from the acquisition of
COLONIAL in February 2002.

Depreciation and amortization—Depreciation and amortization expense (excluding goodwill amortization)
increased $2.5 million in fiscal 2002 as compared to the prior year. Most of the increase came from the vehicular
products segment due largely to recently completed capital projects at MACSTEEL.

Effective November 1, 2001, the Company adopted SFAS No. 142, “Goodwill and Other Intangible Assets”.
Under SEAS No. 142, goodwill is no longer amortized. Goodwill amertization, on a consolidated basis, for the
year ended October 31, 2001, was $2.3 million. (See Note 6 to the financial statements for further information.)

Interest expense for fiscal 2002 was $14.8 million compared to $16.6 million last year. The decrease in interest
expense is due largely to the Company’s cutstanding debt balance substantially decreasing year over year as 1) the
6.88% convertible subordinated debentures were converted to Company stock or redeemed in June of 2002 and
2) the Company paid down its bank revolver and other interest bearing debt and notes. See Note 12 to the
financial statements for further information.

Another factor affecting interest expense was the discontinuance of hedge accounting under SFAS No. 133
“Accounting for Derivative Instruments and Hedging Activities” for the interest swap agreements. Based on
future cash flow projections that were prepared during the second fiscal quarter ended April 30, 2002, it was
determined there was a high likelihood the Company would pay down its variable rate debt under the Bank
Agreement Revolver to approximately $65 million by the end of this fiscal year. Based on these projections, a
portion of the future projected cash flow being hedged (interest payments) would not occur. Therefore, during
the period ended April 30, 2002, the Company discontinued hedge accounting under SFAS 133 for $35 million of
the interest swap agreement and reclassified the related portion of other comprehensive income, a loss of
$1.3 million, to interest expense. Additionally, during the fourth fiscal quarter ended October 31, 2002, the timing
of the finalization of the new bank agreement was determined. Since the swaps were designated as hedges of the
Bank Agreement Revolver, which was expected to terminate upon completion of the new bank agreement, the
swap no longer qualified as a hedge, as those specific forecasted transactions would not occur {future interest
paymentis). As a result, the Company discontinued hedge accounting under SFAS No. 133 on the swaps based on
the projected new bank agreement date and reclassified the related portion of other comprehensive income, a loss
of $2.1 million, to interest expense. The Company however has not terminated or closed any of the $100 million
swap agreement and therefore the entire swap agreement’s fair market value is reflected on the balance sheet.
(See Note 18 to the financial statements for further explanation.)

Capitalized interest increased $213 thousand for fiscal 2002 compared to 2001. The entire amount of
capitalized interest is due to the long-term capital expansion programs that were underway at MACSTEEL. These
capital projects have been completed and the capitalization of interest ceased after the third fiscal quarter of
2002.

Other, net decreased $968 thousand from fiscal 2001. During fiscal 2002, as a result of the redemption of the
subordinated debentures, a loss of $922 thousand was recognized due to the early extinguishment of debt. This
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loss resulted from the write-off of the remaining debt issuance costs associated with the subordinated debentures,
as well as the .688% premium paid on the $1.3 million of debentures which were redeemed. Fiscal 2001 included a
$573 thousand gain on the early extinguishment of debt. In accordance with SFAS No. 145, “Rescission of FASB
Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections”, which was
adopted by the Company in the period ended July 31, 2002, these early extinguishment of debt items were
classified as ordinary instead of extraordinary items, net of tax. Also included in other, net is investment income
and the amortization of debt issuance costs.

Net income was $55.5 million for fiscal 2002 compared to $29.2 million for fiscal 2001. In addition to the items
mentioned above, fiscal 2002 included a non-taxable $9.0 million retired executive life insurance benefit. (See
Note 5 to the financial statements.)

2001 Compared to 2000

Net sales—Consoclidated net sales for fiscal 2001 were $924.4 millicn, representing a decrease of
$40.2 million, or 4%, when compared to fiscal 2000. Both operating segments experienced decreased net sales.

Net sales from the Company’s vehicular products segment for fiscal 2001 were $439.3 million, representing a
decrease of $4.8 million, or 1%, when compared to fiscal 2000. MACSTEEL experienced lower volume resulting
from weaker markets in the transportation and capital goods industries as well as lower sales prices. The business
continued to experience pricing pressures; however, due to the increased proportion of MACPLUS volume, a
value added product, the impact on overall average sales price was lessened. Piper (US operations) net sales
decreased 3% over the same prior year period. These results were impacted by declining aluminum air bag
product sales and competitive pricing pressures. Comparable net sales of Piper’s operations, excluded Piper
Europe. Also included in the vehicular products was the net sales of Temroc which was acquired in
November 2000.

Net sales for fiscal 2001 from the Company’s building products segment decreased by $17.5 million, or 3%, to
$485.0 million when compared to fiscal 2000. Nichols Aluminum’s results for fiscal 2001 included a full year of
Nichols Aluminum Golden, which was acquired January 25, 2000. The decrease in net sales at Nichols Aluminum
was due to lower volume as well as lower sales prices. Volume was affected by more severe winter weather during
the first fiscal quaiter than was experienced in the prior year, as well as a general economic slowdown. These
factors negatively affected the building and construction and truck-trailer markets that Nichols Aluminum serves.
Sales prices were also negatively impacted by the extremely competitive pricing environment, and the fact that
other mills were aggressively seeking available business during the economic slowdown. The lower net sales at
Nichols Aluminum was offset however by increased net sales from Engineered Products. The increase was largely
due to the acquisition of IMPERIAL PRODUCTS in April of 2000. Engineered Products’ net sales also benefited
from the capital expansion project at AMSCO, which was completed in November 2000, and new product
development initiatives.

Corporate and Other for the period ending October 31, 2000 included net sales from Piper Impact Europe
which was sold in July of 2000.

Operating income—Consolidated operating income for fiscal 2001 was $57.3 million, compared to
$66.6 million in 2000, excluding the $14.3 million loss on the sale of Piper Impact Europe and the $56.3 million
asset impairment charge. This represents a decrease of $9.3 million, or 14% as both the vehicular products and
building products segments had lower operating income compared to fiscal 2060.

Operating income from the Company’s vehicular products segment was $47.5 million for fiscal 2001,
representing a decrease of $782 thousand, or 2%, excluding the $56.3 million asset impairment charge, when
compared to fiscal 2000. At MACSTEEL, the decrease was due largely to lower net sales resulting from the
sluggish demand in the transportation and capital goods markets as well as competitive pricing pressures. Lower
material scrap prices helped offset some of the impact of reduced volume and lower selling price. The
MACSTEEL division experienced increased utility costs as energy prices rose and recognized higher depreciation
expense with the completion of capital projects. Comparative cperating income for Piper Impact US, excluding
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the fiscal 2000 $56.3 million asset impairment charge improved $12.7 million from the prior year’s results, despite
a decline in net sales. This improvement is a result of lower costs realized from cellular manufacturing and cost
cutting efforts as well as a $6.3 million reduction of depreciation expense. Depreciation expense decreased due to
the asset impairment charge recorded in the fourth quarter of fiscal 2000. Also included in vehicular products
were the operational results of Temroc which was acquired in November 2000.

Operating income for fiscal 2001 from the Company’s building products segment was $23.7 million,
representing a decrease of $12.2 million, or 34%, from last year. Nichols Aluminum experienced a decrease
largely due to significantly lower net sales, lower spreads and higher energy costs. On the other hand, Engineered
Products experienced a 40% increase in operating income from fiscal 2000. The increase at Engineered Products
was due in part to the acquisition of IMPERIAL PRODUCTS, acquired in April of 2000. Additionally, operating
income increased at the other facilities as a resuit of new product development initiatives, higher net sales and
improved productivity.

In addition to the two cperating segments mentioned above, operating expenses for corporate and other for
fiscal 2001 were:$13.8 million, representing a decrease of $17.9 million from the $31.7 million recorded in fiscal
2000. Included in corporate and other are the corporate office expenses, impact of inventory accounting using
LIFO method and inter-segment eliminations. Also included in corporate and other are the results of Piper
Europe, which was sold in July 2000 for a loss of $14.3 million dollars. See Note 8 to the financial statements
regarding LIFO valuation method of inventory accounting.

Selling, general and administrative expenses—Selling, general and administrative expenses increased by
$657 thousand, or 1%, in fiscal 2001 as compared to last year. This increase largely resulted from the following
items: 1) acquisitions of IMPERITAL PRODUCTS in April 2000 and Temroc in November 2000 2) write-down of
assets held for disposition to estimated realizable value in the corporate and other segment and 3) severance
costs. These increases were partially offset, however, by 1) reduced expenses due to the sale of Piper Eurgpe in
July 2000, and 2) cost cutting initiatives throughout the Company.

Depreciation and amortization—Depreciation and amortization decreased by $4.4 million, or 9%, in fiscal
2001 as compared to last year. MACSTEEL, Nichols Aluminum and Engineered Products all experienced
increased depreciation expense compared to last year due to the completion of capital projects as well as recent
acquisitions. Piper Impact’s depreciation and amortization decreased substantially from the prior year due to the
sale of Piper Europe in July of 2000, as well as the reduced asset base, which resulted from the asset impairment
charge recorded in the fourth quarter of fiscal 2000.

Interest expense—Interest expense increased by $1.3 million, or 9%, in fiscal 2001 as compared to the prior
year. The increase was primarily due to 1) higher outstanding debt balances during fiscal 2001 (resulting largely
from the Temroc acquisition) and 2) the ineffective portion of the loss on certain interest rate swap derivatives
recognized during that period. (See Note 12 and 18 to the financial statements.)

Capitalized interest—Capitalized interest decreased by $275 thousand in fiscal 2001 as compared to fiscal 2000
primarily due to the completion of the Phase V capital project at MACSTEEL in December of 2000.

Other, net—"“Other, net” increased by $775 thousand in fiscal 2001 as compared to last year primarily as a
result of increased investment income. Additionally, fiscal 2001 included a $573 thousand gain on the early
extinguishment of debt, compared to a $551 thousand gain in fiscal 2000.

Net incomefloss—Fiscal 2001 net income was $29.2 million, compared to a net loss of $9.7 million for fiscal
2000. In addition to the items mentioned above, fiscal 2000 included a $9.3 million after-tax loss on the sale of
Piper Impact Europe and a $36.6 million after-tax impairment charge associated with Piper Impact.

Liquidity and Capital Resources

Total capitalization at October 31, 2002 was $497.0 million, consisting of $75.6 million of debt and
$421.4 million of equity. The debt-to-capitalization ratic at the end of fiscal 2002 was 15.2% compared with 44.0%
and 41.9% at the end of fiscal years 2001 and 2000, respectively. The lower debt-to-capitalization ratio in fiscal
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2002 resulted from 1) the conversion of $57.4 million aggregate principal amount of the subordinated debentures
to 1.8 million shares of Company stock combined with redemption of the remaining balance in fiscal year 2002
and 2) paying down approximately $85 million of other debt instruments during fiscal year 2002. Quanex was able
to reduce the debt level as a result of cash provided from operations, cash received from the exercise of stock
options and cash received from a retired executive life insurance policy.

At October 31, 2002, the Company had commitments of $5 million for the purchase or construction of capital
assets. The Company plans to fund these capital expenditures through cash flow from operations and, if
necessary, additional borrowings.

The Company’s principal sources of funds are cash on hand, cash flow from operations, and borrowings
under the new secured $200 million Revolving Credit Agreement described below. The Company believes that it
has sufficient funds and adequate financial sources available to meet its anticipated liquidity needs. The Company
also believes that cash flow from operations, cash balances and available borrowings will be sufficient for the
foreseeable future to finance anticipated working capital requirements, capital expenditures, debt service
requirements, envircnmental expenditures and dividends and the stock purchase program.

Moody’s Investor Services announced on May 10, 2002, that it upgraded its ratings for Quanex. The following
ratings were upgraded: $250 million unsecured revolving credit facility to Bal from Ba2, the $58.7 million of
6.88% convertible subordinated debentures due 2007 to Ba3 from Bl(these debentures have subsequently been
converted/redeemed), its senior implied rating to Bal from Ba2, and senior unsecured issuer rating to Bal from
Ba2. In support of the upgrade, Moody’s cited the Company’s strong performance in a difficult industry and its
prospects for further improved financial performance.

Debt Structure and Activity

Old Bank Agreement “Revolver”—In July 1996, the Company entered into an unsecured $250 millicn
Revolving Credit and Term Loan Agreement {“Bank Agreement”). This Bank Agreement consisted of a revolving
line of credit (“Revolver”). In July 1997, the term loan provisions of the Bank Agreement expired. The Bank
Agreement had an expiration date of July 23, 2003, and provided for up to $25 million for standby letters of
credit, limited to the undrawn amount available under the Revolver. All borrowings under the Revolver bore
interest, at the option of the Company, at either (a) the prime rate or the federal funds rate plus one percent,
whichever is higher, or (b} a Eurodollar based rate. At October 31, 2002 and 2001, the Company had $65 and
$140 million, respectively, outstanding under the Revolver. This Bank Agreement was replaced with a new Bank
Agreement which is described below. The intent and ability to refinance the outstanding balance on this bank
agreement on a long-term basis was evidenced by the signing of the new bank agreement in November 2002.
Therefore, the outstanding balance under the old bank agreement revolver was classified as non-current as of
October 31, 2002.

New Bank Agreement “Revolver”—In November 2002, the Company entered into a secured $200 million
Revolving Credit Agreement (“new Bank Agreement”). The new Bank Agreement is secured by all Company
assets, excluding land and buildings. The new Bank Agreement expires November 2005 and provides for up to
$25 million for standby letters of credit, limited to the undrawn amount available under the new Bank Agreement.
All borrowings under the new bank agreement bear interest, at the option of the Company, at either (a) the prime
rate or federal funds rate plus one percent, whichever is higher, or (b) a Eurodollar based rate. The Bank
Agreement requires facility fees, which are not significant, maintenance of certain financial ratios and
maintenance of a minimum consolidated tangible net worth. As of October 31, 2002, the Company was in
compliance with all new Bank Agreement covenants.

Convertible Subordinated Debentures—The Company accepted unsolicited block offers to buy back $4.6 and
$10.4 million principal amount of the 6.88% Convertible Subordinated Debentures for $3.9 and $9.6 million in
cash during the years ended October 31, 2001 and 2000, respectively.

On May 9, 2002, the Company announced that it would redeem the remaining $58.7 million principal amount
of its 6.88% Convertible subordinated debentures. The Company set a redemption date of June 12, 2002 for all
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debentures outstanding. Notice of the redemption was mailed on May 10, 2002 to the current holders. The
redemption price was 100.688% of the principal amount plus accrued interest to the redemption date. Holders of
the debentures had the right, as an alternative to redemption, to convert the debentures into shares of common
stock of Quanex Corporation at a conversion price of $31.50 per share of common stock. The right to convert the
debentures expired at the close of business on June 5, 2002. As of June 5, 2002, $57.4 million aggregate principal
amount of the subordinated debentures were converted to 1.8 million shares of Company stock and $1.3 million
aggregate principal amount of the subordinated debentures was redeemed on June 12, 2002.

Other Debt—During the year ended October 31, 2002, the Company made an early payment in the amount of
$7.0 million on a contingent note payable as well as an early retirement in the amount of $1.6 million for one of
the industrial réevenue and economic development bonds.

See Note 12 to the financial statements for further details of all of the Company’s debt instruments,
outstanding balances and aggregate maturities over each of the next five years and beyond.

Stock Purchase Program

On December 9, 1999, the Company anncunced that its Board of Directors approved a program to
repurchase shares of the Company’s common stock. Under terms of the program, the Company would
periodically purchase up to a total of 2 miliion shares of its common stock in the open market or in privately
negotiated transactions. Funds for the program would be provided from the Company’s available working capital
and bank credit line. During the fiscal year ended October 31, 2001, the Company repurchased 119,000 shares for
$2.2 million. During the fiscal year ended October 31, 2000, the Company repurchased 834,300 shares for
$17.2 million. No shares were purchased during fiscal 2002 and the stock purchase program was suspended. On
December 5, 2002, the Board of Directors again approved a program to purchase up to a total of one 1 million
shares (6%) of iis common stock in the open market or in privately negotiated transactions. The Company
indicated that it would be active in the buyback program during the first fiscal quarter 2003. See Note 16 to the
financial statements.

Operating Activities

Cash provided by operating activities during fiscal 2002 was $81.1 million, compared to $85.0 million in the
prior year. This represents a decrease of $3.8 million, or 5%, compared to fiscal 2001. Net income, adjusted for
non-cash items, in fiscal 2002 provided approximately $8¢ million compared to appreximately $75 million of cash
in fiscal 2001. However, the pericd ended Cctober 31, 2002 had an increase in working capital and other
operating requirements as compared to the prior year.

Investment Activities

Net cash used by investment activities in fiscal 2002 was $29.8 million compared to a use of cash of
$77.1 million in fiscal 2001. Fiscal 2002 cash from investing activities included the receipt of $26.1 million of
retired executive life insurance proceeds and the use of $17.3 million for the acquisition of COLONIAL CRAFT,
whereas fiscal 2001 cash from investing activities included the acquisition of Temroc Metals for $17.9 million. Net
capital expenditures decreased from $55.6 million in 2001 to $34.3 million in 2002. The Company estimates that
fiscal 2002 capital expenditures will be approximately $35 million.

Financing Activities

Net cash used by financing activities for fiscal 2002 was $62.6 millicn, compared to $692 thousand in the prior
year. During fiscal 2002, the Company made net bank repayments of $75 million as well as other debt payments of
$9.8 million. During fiscal 2001, the Company had net bank borrowings of $30 million, however it used
$3.9 million to' purchase subordinated debentures and $2.2 million to purchase Quanex common stock.
Additionally, in:fiscal 2001, Quanex repaid $17.3 million of life insurance cash surrender value policy loans.
Dividend payments amounted to $9.6 million in fiscal 2002 compared to $8.6 million in fiscal 2001. Proceeds from
the issuance of Company common stock in fiscal 2002 totaled $33.9 million, largely due to the exercise of stock
options, compared to $2.5 million in fiscal 2001.
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Contractual Obligations and Commercial Commitments

The following tables set forth certain information concerning the Company’s unconditional obligations and
commitments to make future payments under contracts with remaining terms in excess of one year, such as debt
and lease agreements, and under contingent commitments.

Payments Due by Period

Less than After
Contractual Cash Obligations Total 1 Year 1-3 Years 4-5 Years 5 Years
($ In thousands)
LongTerm Debt ...... ... ... i, $ 75565 § 434 $ 4,654 $65,928 $ 4,549
Operating Leases . ..... ..ot 8,552 2,428 2,764 2,162 1,198
Unconditional Purchase Cbligations . . ... ........... 26,218 9,748 8,267 2,678 5,525
Total Contractual Cash Obligations. .. .............. $110,335 $12,610 $15,685 $70,768 $11,272

Amount of Commitment Expiration Per Period

Angg?its Less than After
Other Commercial Commitments Committed 1 Year 1-3 Years 4-5 Years 5 Years
($ In thousands)
Standby Letters of Credit. ... ............. .. ..... $ 28% $281 $§ 35 § — § —
GUATANMIEES + v v v et et e it et e e 1,050 — — — 1,050
Total Commercial Commitments. . ................. $ 3946 $281 $ 35 $§ — $ 1,050

Effects of Inflation

Inflation has not had a significant effect on earnings and other financial statement items.

Critical Accounting Policies

The preparation of these financial statements requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying footnotes. Estimates and assumptions
about future events and their effects cannot be perceived with certainty. Estimates may change as new events
occur, as more experience is acquired, as additional information becomes available and as the Company’s
operating environment changes. Actual results could differ from estimates.

The Company believes the following are the most critical accounting policies used in the preparation of the
Company’s consolidated financial statements as well as the significant judgments and uncertainties affecting the
application of these policies.

Revenue Recognition and Allowance for Doubtful Accounts

The Company recognizes revenue when the products are shipped and the title and risk of ownership pass to
the customer. Selling prices are fixed based on purchase orders or contractual agreements. Inherent in the
Company’s revenue recognition policy is the determination of collectibility. This requires management to make
frequent judgments and estimates in order to determine appropriate amount of allowance needed for doubtful
accounts. The Company’s allowance for doubtful accounts is estimated to cover the risk of loss related to accounts
receivable. This allowance is maintained at a level the Company considers appropriate based on historical and
other factors that affect collectibility. These factors include historical trends of write-offs, recoveries and credit
losses, the careful monitoring of portfolio credit quality, and projected economic and market conditions. Different
assumptions or changes in economic circumstances could result in changes to the allowance.
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fnventory

The Company records inventory valued at the lower of cost or market value. Inventory quantities are
regularly reviewed and provisions for excess or cbsolete inventory are recorded primarily based on the Company’s
forecast of future demand and market conditions. Significant unanticipated changes to the Company’s forecasts
could require a change in the provision for excess or obsolete inventory.

Risk Management and Derivative Instruments

The Company’s current risk management strategies include the use of derivative instruments to reduce
certain risks. The critical strategies include: (1) the use of commodity futures and options to fix the price of a
portion of anticipated future purchases of certain raw materials and energy to offset the effect of fluctuations in
the costs of those commodities, and (2) the use of interest rate swaps to fix the rate of interest on a portion of
floating rate debt. These hedges have been designated as cash flow hedges. The effective poition of gains and
losses is recorded in the accumulated other comprehensive income (loss) component of stockholders’ equity in
accordance with SFAS No. 133. The Company evaluates all derivative instruments each quarter to determine if
they are highly effective. Any ineffectiveness (as defined by SFAS No. 133) is recorded in the statement of income.
if the anticipated future transactions are no longer expected to occur, the unrealized gains and losses on the
related hedge are reclassified to the consolidated statement of income. (See Note 18 to the financial statements
for further explanation.)

Long-Lived Assets

Long-lived assets, which include property, plant and equipment, goodwill and other intangibles, and other
assets, comprise -a significant amount of the Company’s total assets. The Company makes judgments and
estimates in conjunction with the carrying value of these assets, including amounts to be capitalized, depreciation
and amortization methods and useful lives. Additionally, carrying values of these assets are periodically reviewed
for impairment and further reviewed whenever events or changes in circumstances indicate that carrying value
may be impaired. The carrying values are compared with the fair value of such assets calculated based on the
anticipated future cash flows related to those assets. If the carrying value of a long-lived asset exceeds its fair
value, an impairment charge is recorded in the period in which such review is performed. This requires the
Company to make long-term forecasts of its future revenues and costs related to the assets subject to review.
Forecasts require assumptions about demand for the Company’s products and future market conditions.
Significant and unanticipated changes to assumptions could require a provision for impeairment in a future period.

Income Taxes

The Company records the estimated future tax effects of temporary differences between the tax basis of
assets and liabilities and the amounts reported in the Company’s consolidated balance sheet, as well as operating
loss and tax credit carry forwards. The carrying value of the net deferred tax liability reflects the Company’s
assumption that the Company will be able to generate sufficient future taxable income in certain jurisdictions to
realize its deferred tax assets. If the estimates and assumptions change in the future, the Company may be
required to record a valuation allowance against a portion of its deferred tax assets. This could result in additional
income tax expense in a future period in the consolidated statement of income.

Retirement and Pension Plans

The Company sponsors a number of defined benefit pension plans and an unfunded postretirement plan that
provides health care and life insurance benefits for eligible retirees and dependents. The measurement of
liabilities related to these plans is based on management’s assumptions related to future events, including
expected return on plan assets, rate of compensation increases and health care cost trend rates. The discount rate,
which is determined using a model that matches corporate bond securities, is applied against the projected
pension and postretirement disbursements. Actual pension plan asset investment performance will either reduce
or increase unamortized pension losses at the end of any fiscal year, which ultimately affects future pension costs.
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New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 141 “Business
Combinations”. SFAS No. 141 addresses financial accounting and reporting for business combinations. The
provisions of this statement apply to all business combinations initiated after June 30, 2001. This statement alsc
applies to all business combinations accounted for using the purchase method for which the date of acquisition is
July 1, 2001, or later. The Company followed the guidance of this statement for the business acquisition
completed in fiscal 2002. See Note 2 to the consolidated financial statements.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets.,” This statement
addresses financial accounting and reporting for acquired goodwill and other intangible assets. It addresses how
intangible assets that are acquired individually or with a group of other assets (but not those acquired in a
business combination) should be accounted for in financial statements upon their acquisition. This statement also
addresses how goodwill and other intangible assets should be accounted for after they have been initially
recognized in the financial statements. Under SFAS No. 142, goodwill is no longer amortized, but reviewed for
impairment annually, or more frequently if certain indicators arise. The Company adopted this statement on
November 1, 2001 for its fiscal year ended October 31, 2002. In accordance with SFAS 142, the Company
completed the transitional impairment test of goodwill during the second quarter ended April 30, 2002, which
indicated that goodwill was not impaired. The Company again reviewed goodwill for impairment as of August 31,
2002, which indicated that goodwill was not impaired. The Company plans to perform this impairment test as of
August 31 each year or more frequently if certain indicators arise. The assessments were based on assumptions
regarding estimated future cash flows and other factors, including the discount rate. If these estimates or their
related assumptions change in the future, because of changes in events and circumstances, the Company may be
required to record impairment charge in a future period.

In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS
No. 143 addresses financial accounting and reporting for obligations associated with the retirement of tangible,
long-lived assets and the asscciated asset retirement costs. This Statement requires that the fair value of a liability
for an asset retirement obligation be recognized in the period in which it is incurred by capitalizing it as part of
the carrying amount of the long-lived assets. The provisions of this statement are required to be applied starting
with fiscal years beginning after June 15, 2002 (Quanex’s fiscal year beginning November 1, 2002). The Company
does not anticipate any material impact on the Company’s financial position, results of operations, or cash flows
as a result of adoption.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” This Statement establishes a single accounting model for the impairment or disposal of long-lived assets.
The provisions of this Statement are effective for financial statements issued for fiscal years beginning after
December 15, 2001 (Quanex’s fiscal year beginning November 1, 2002). The Company does not anticipate any
material impact on the Company’s financial position, results of operations, or cash flows as a result of adoption.

In April 2002, the FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44 and 64, Amendment
of FASB Statement No. 13, and Technical Corrections”. The rescission of Statement 4 is the only portion of this
SFAS which currently has an impact on the Company. Under Statement 4, all gains and losses from
_extinguishment of debt were required to be aggregated and, if material, classified as an extraordinary item, net of
related income tax effect. SFAS No. 145 eliminates Statement 4. As a result, gains and losses from extinguishment
of debt should be classified as extraordinary items only if they meet the criteria in Accounting Principles Board
Opinion 30, “Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business,
and Extraordinary Unusual and Infrequently Occurring Events and Transactions”. The provisions of SFAS
No. 145 related to the rescission of Statement 4 shall be applied in fiscal years beginning after May 15, 2002. Any
gain or loss on extinguishment of debt that was classified as an extraordinary item in prior periods presented that
does not meet the criteria in Opinion 30 for classification as an extraordinary item shall be reclassified. Early
application of the provisions of this Statement related to the rescission of Statement 4 was encouraged. The
Company adopted this pronouncement effective the third quarter ended July 31, 2002 and restated prior periods.
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In June 2002, the FASB issued SFAS No. 146 “Accounting for Costs Associated with Exit or Disposal
Activities”. SFAS No. 146 addresses financial accounting and reporting for costs associated with exit or disposal
activities and nullifies Emerging Issues Task Force (“EITF”) Issue No. 94-3 “Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring).” The provisions of this Statement are effective for exit or disposal activities that are initiated after
December 31, 2002, with early application encouraged. The Company does not anticipate any material impact on
the Company’s financial position, results of operations, or cash flows as a result of adoption.

Ttem 7A. Quantitative/Qualitative Disclosure

The following discussion of the Company and its subsidiaries’ exposure to various market risks contains
“forward looking statements” that involve risks and uncertainties. These projected results have been prepared
utilizing certain assumptions considered reasonable in light of information currently available to the Company.
Nevertheless, because of the inherent unpredictability of interest rates, foreign currency rates and metal
commodity prices as well as other factors, actual results could differ materially from those projected in such
forward looking information. For a description of the Company’s significant accounting policies associated with
these activities, see Notes 1 and 18 to the Consolidated Financial Statements.

Interest Rate Risk

The Company and its subsidiaries have a Bank Agreement, interest rate swap agreements and other
long-term debt which subject the Company to the risk of loss associated with movements in market interest rates.

At October 31, 2002 and 2001, the Company had fixed-rate debt totaling $4.4 million and $72.9 million,
respectively. This debt is fixed-rate and, therefore, does not expose the Company to the risk of earnings loss due
to changes in market interest rates. See Notes 12 and 18 to the Company’s Consolidated Financial Statements.

The Company and certain of its subsidiaries’ floating-rate obligations total $71.2 million and $147.1 million at
October 31, 2002 and 2001, respectively. See Note 12 to the Company’s consolidated financial statements. The
Company has $160 million of swap agreements to limit the exposure of these obligations to increases in
short-term interest rates. These swap agreements effectively fix the interest rate, thus limiting the potential impact
that increasing interest rates would have on earnings. Under these swap agreements, payments are made based on
a fixed rate ($50 million at 7.025%, and $50 million at 6.755%) and received on a LIBOR based variable rate
(1.82% and 2.31% at October 31, 2002 and 2001, respectively). At October 31, 2002 and 2001, the fair market
value related to the interest rate swap agreements was a loss of $4.0 million and a loss of $7.3 million, respectively.
If the floating rates were to change by 10% from October 31 levels, the fair market value of these swaps would
change by approximately $79 thousand and $411 thousand as of October 31, 2002 and 2001, respectively.
However, it should be noted that any change in value of these contracts, real or hypothetical, would be
substantially offset by an inverse change in the value of the underlying hedged item.

As mentioned above, $100 million of the floating rate obligations are protected by interest swap agreements.
To the extent these obligations are in excess of or less than $100 million, the Company is subject to changes in the
underlying interest rates. For the year ended October 31, 2002, the Company’s floating rate obligations were
$28.8 million less than the $100 million swap agreement. Increases or decreases in the underlying interest rate of
the swap agreement would have a direct impact on interest expense for this differential in balances. For the year
ended October 31, 2001, the Company’s floating rate obligations exceeded the amount covered by the swap
agreements by $47.1 million. Increases or decreases in the underlying interest rates of the obligations would have
a direct impact on interest expense for those uncovered balances.

Commeodity Price Risk

The Company’s aluminum mill sheet products segment, Nichols Aluminum, uses various grades of aluminum
scrap as well as prime aluminum ingot as a raw material for its manufacturing process. The price of this aluminum
raw material is subject to fluctuations due to many factors in the aluminum market. In the normal course of
business, Nichols Aluminum enters into firm price sales commitments with its customers. In an effort to reduce
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the risk of fluctuating raw material prices, the Company enters into firm price raw material purchase
commitments as well as forward contracts on the London Metal Exchange (“LME”). The Company’s risk
management policy as it relates to these LME contracts is to enter into contracts to cover the raw material needs
of the Company’s committed sales orders, net of fixed price purchase commitments.

With the use of firm price raw material purchase commitments and LME contracts, the Company aims to
protect the gross margins from the effects of changing prices of aluminum. To the extent that the raw material
costs factored into the firm price sales commitments are matched with firm price raw material purchase
commitments, changes in aluminum prices should have no effect on the Company. Where firm price sales
commitments are matched with LME contracts, the Company is subject to the ineffectiveness of LME contracts
to perfectly hedge raw material prices.

At Cctober 31, 2002, the Company had nc open LME forward contracts and therefore no asset or liability
associated with metal exchange derivatives. During the year ended October 31, 2002, Nichols Aluminum used
firm price raw material purchase commitments instead of LME forward contracts to lock in raw material prices.

At October 31, 2001, the Company had open futures contracts for aluminum pounds with a fair value of
$27.1 million. The contracts had fair value losses of $1.8 million at October 31, 2001 and covered a notional
volume of 45,415,185 pounds of azluminum. A hypothetical 10% change from the October 31, 2001 average
London Metal Exchange (“LME") ingot price on open contracts of $.596 per pound would increase or decrease
the unrealized pretax gains/losses related to these contracts by approximately $2.7 million. However, it should be
noted that any change in the value of these contracts, real or hypothetical, would be substantially offset by an
inverse change in the cost of purchased aluminum scrap. See Note 18 to the financial statements for further
information.
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Item 8. Financial Statements and Supplementary Data

INDEPENDENT AUDITORS’ REPORT

Board of Directors and Stockholders
Quanex Corporation
Houston, Texas

We have audited the accompanying consolidated balance sheets of Quanex Corporation and subsidiaries as
of October 31, 2002 and 2001, and the related consolidated statements of income, stockholders’ equity and cash
flows for each of the three years in the period ended October 31, 2002. Our audits also included the financial
statement schedule listed in the index at [tem 15. These financial statements and financial statement schedule are
the responsibility of the Company’s management. Our responsibility is to express an opinion on the financial
statements and financial statement schedule 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 Quanex Corporation and subsidiaries as of October 31, 2002 and 2001, and the results of their
operations and their cash flows for each of the three years in the period ended October 31, 2002 in conformity
with accounting principles generally accepted in the United States of America. Also, in our opinion, such financial
statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

/s/ Deloitte & Touche LLP
Deloitte & Touche LLP

Houston, Texas H
November 22, 2002
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RESPONSIBILITY FOR FINANCIAL REPORTING

The accompanying consolidated financial statements of Quanex Corporation and subsidiaries were prepared
by management, which is responsible for their integrity and objectivity. The statements were prepared in
accordance with accounting principles generally accepted in the United States of America and include amounts
that are based on management’s best judgments and estimates.

Quanex’s system of internal controls is designed to provide reasonable assurance, at justifiable cost, as to the
reliability of financial records and reporting and the protection of assets. The system of controls provides for
appropriate division of responsibility and the application of policies and procedures that are consistent with high
standards of accounting and administration. Internal controls are monitored through recurring internal audit
programs and are updated as our businesses and business conditions change.

The Audit Committee, composed solely of outside directors, determines that management is fulfilling its
financial responsibilities by meeting periodically with management, Deloitte & Touche LLP, and Quanex’s
internal auditors, to review internal accounting control and financial reporting matters. The internal and
independent auditors have free and complete access to the Audit Committee.

We believe that Quanex’s system of internal controls, combined with the activities of the internal and
independent auditors and the Audit Committee, provides reasonable assurance of the integrity of our financial
reporting.

/s/ RAYMOND A. JEAN /s/ TERRY M. MURPHY
Raymond A. Jean Terry M. Murphy
Chairman of the Board, President and Vice President—Finance and
Chief Executive Officer Chief Financial Officer
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QUANEX CORPUORATION

CONSOLIDATED BALANCE SHEETS ‘
October 3%,
2492 2001
(In thousands)
ASSETS
Current assets:
Cash and eqQUIVAIENTS . . . ..ottt et e e $ 18,283 $ 29,573
Accounts and notes receivable, less allowance for doubtful accounts of $6,877,000 in
2002 and $8,953,000 in 2001 . . ... ... e 116,122 109,706
VeI O ES . . o vt e 90,756 83,109
Deferred InCOmME taXES . . . ot vttt it it et it et e e e 9,302 10,907
Other CUITERE @858S « & v i vttt ittt st ettt et et et e e e 1,338 3,583
Total CUTTEME BSS8LS .« v v v v vt e et e et et et e e e e e e e 235,801 236,878 a2
Property, plant and equipment, D€t . ... . ... . L i e 353,132 357,635 ‘
Goodwill, et . .. 66,436 59,226
Cash surrender value insurance policies, BEt . ... .. ... . i i e 25,799 37,300
Intangible @ssets . .. v e 2,870 — -
OBT @858S & . vt o e e e e 5,102 6,592 g

$689,146  $697,631 -

Current liabilities:

ACCOUNLS PAYADLE . . . vt $ 76,588 § 76,831
ACCIUC EXPEISES & .« o ¢ v ittt ettt e e e 48,973 50,659
Income taxes payable .. ... ... .. e 4,839 1,087
Other CUITEIE @8SETS & v v v vt v ettt it ittt ettt e ettt ittt an e 3,970 5,593

Current maturities of long-term debt . . . ... .. ... . e e 434 420 ‘
Total current Habilities . . . . .. . o i i e e 134,804 134,590
Long-term debt . . . ...ttt e 75,131 219,608
Deferred pension credits . .. ... e e 4,960 7,962
Deferred postretirement welfare benefits. .. ...... ... ... o o ool L. 7,928 7,777
Deferred INCOME 1aXES . . o o ot i it e e e e e e e e 29,210 29,282
Other Habilities . . vt e e e 15,712 18,435
Total Habilities . . . . ot e e e e e 267,745 417,654

Stockholders’ equity:
Preferred stock, no par value, 1,000,000 shares authorized; issued and outstanding—

none in 2002.and 2001 .. ... ... — —
Common stock, $.50 par value, 50,000,000 shares authorized; 16,455,633 and

14,085,642 shares issued in 2002 and 2001, respectively ... .................. 8,227 7,043
Additional paid-in capital . ... ... ... 185,972 108,314
Retained earmimgs. . . .. oo v vt ot i e e e 232,074 186,274 3
Unearned COMPENSATION . . . . ..ttt e oo (418} (897)
Accumulated other comprehensive INCOME . . . .. v v ittt e e (3,479)  (7,212)

422,376 293,522
Less common stock held by rabbi trust—<42,538 and 42,484 shares in 2002 and 2001,

TESPECLIVELY, & . (981) (873)
Less cost of shares of common stock in treasury (no shares in 2002 and 633,935 -

shares in 2001) . ... —  (12,672)

Total stockholders’ equity . . . ... ... L 421,395 279,977

$689,140  $697,631

See notes to consolidated financial statements.
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QUANEX CORPORATION

. CONSOLIDATED STATEMENTS OF INCOME
Years ended October 31,
2002 2001 2000
(In thousands, except per share
amounts)
Netsales .. ... e $994,387 $924,353 $964,518
Costs and expenses:
Cost Of SalS . . . vt e e 812,949 769,328 796,434
Seiling, general and administrative .......... ... .. .. .. .. ..., 54,408 54,202 53,545
Depreciation and amortization . . . ... ...ttt ittt 43,730 43,507 47921
Loss on sale of Piper Impact Europe . ........... ... ... ... ... ... — — 14,280
Piper Impact asset impairment charge . . ............. .. ... ... .... — — 56,300
Operating income (l0SS) . .. ... ... e 83,300 57,316 (3,962)
Other income (expense):
INtETeSt EXPEMSE . « ¢ o v v it ettt e (14,812 (16,555}  (15,255)
Capitalized interest . ......... .. .. . . 1,879 1,666 1,941
Retired executive life insurance benefit . . . .......... ... ... . ... ... 9,020 — —
Other, Det . ... e e 2,227 3,195 2,420
Income (loss) before income taxes .. ...ttt 81,614 45,622 (14,856)
Income tax benefit (EXpense) . ... ... (26,132)  (16,428) 5,191
Net income {loss) attributable to common stockholders . .. ............. $ 55482 $ 29,194 § (9,665)
Earnings (loss) per common share:
Basic net earnings (10SS) . . . ... oo $ 374 $ 218 $§ (0.70)
‘ Diluted net earnings (Ioss) . ... ... ot § 352 % 207 § (0.70)
Weighted average number of shares outstanding
BasiC. . . e e 14,823 13,399 13,727
Diluted . . ..o e 16,237 15,426 13,727

See notes to consclidated financial statements.
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QUANEX CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated Other
Comprehensive Income

Additional Minimum  Foreign  Derivative Treasory Total
Comprehensive | Common  Paid-in  Retained Pension  Currency Gain Stock and Stockholders’
Years Ended October 31, 2002, 2001, and 2000 Income Stock Capital Earpings Liability Translation (Loss) Gther Equity
(Dollar amounts in thousands) R
Balance at October 31,1999 . . . .. .. ... .. $7,135  $110,317 $186,867 § (462) §(303) $ —  $(2493) $301,061
Comprehensive loss:
Netloss . ......... e $(9,665) (9,665) (9,665)
Adjustment for minimum pension liability
(net of tax expense of $103) . ... ... .. 161 161 161
Foreign currency translation adjustment . . . . 303 303 303
Total Comprehensive loss . . .. ... . ..... $(9,201)
Common dividends ($.64 per share) .. ... .. (8,884) (8,884)
Common stock held by Rabbi Trust . . ... .. (1,027) (1,027)
Cost of common stock in treasury ... ... .. (13,398) (13,398)
Other . . ........... e (25) 744 (2,477) (296) (2,054)
Balance at October 31,2000 . . . .. .. ... .. $7,110  $111,061 $165841 § (301) $ — $  —  $(17.214)  $266,497
Comprehensive income:
Netincome . .. ... ... ... ... ... .. $29,194 29,194 29,194
Adjustment for minimum pension liability
(net of tax expense of $965) . ... ... .. (1,508) (1,508) (1,508)
Derivative transactions:
Current period hedging! transactions (net of
taxes of $4,264) . . .. ... ... ... (6,669) (6,669) (6,669)
Reclassifications into earnings (net of taxes
of $809) . ... ... L 1,266 1,266 1,266
Total Comprehensive income . . .. ... .... $22,283
Common dividends (8.64 per share} ... .... (8,621) (8,621)
Common stock held by Rabbi Trust 2,476 2,476
Cost of common stock in treasury . . ... ... 726 726
Other . .. ... ... ... ... ... ... (67) (2,747) (140) (430) (3,384)
Balance at October 31,2001 . . . .. ... .. .. $7,043  $108,314 $186,274  $(1,809) § — $(5,403)  $(14,442)  $279,977
Comprehensive income:
Net income . . ...... P $55,482 55,482 55,482
Adjustment for minimum pension lability
(net of tax expense of $798) . .. ... ... (1,247) (1,247) (1,247)
Derivative transactions:
Current period hedging transactions (net of
taxes of $511) .. . ... ... (798) (798) (798)
Reclassifications into earnings (net of taxes
of $3,694) .. ... .. L 5,778 5,778 5,778
Total Comprehensive income . . ... ... ... $59,215
Common dividends ($.64 per share) . ... ... (9,637) (9,637)
Common stock held by Rabbi Trust . . .. ... (108) (108)
Cost of common stock in treasury . ....... 12,672 12,672
Other . ... .. ... ... . ... . .. ... 1,184 77,658 (45) 479 79,276
Balance at October 31,2002 . . . . ... ... .. $8,227  $185,972 $232,074  $(3,056) $ — $ (423) $(1,399)  $421,395

See notes to consolidated financial statements.
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’ CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (Continued)
Years Ended October 31, 2002, 2001 and 2000
Preferred Common Shares
Shares Rabbi Net
Issued Issued Treasury Trust QOutstanding
Balance at October 31,1999 . . ............... — 14,269,800 —  (94,606) 14,175,194
Shares purchased and cancelled. . . .. .......... (156,700) (156,700)
Treasury shares purchased . . . ................ (677,600) (677,600)
Stock issued—options exercised (net of trade-ins). . 3,337 74 3,411
Stock issued—compensation plans . . . ... ... ... 104,229 104,229
Rabbi Trust ........... .. .. ... . ... (53,083) (53,083)
Balance at October 31,2000 . .. .............. — 14,220,666 (677,526) (147,689) 13,395,451
Treasury shares purchased . .. ................ {119,000) (119,000)
Stock issued—options exercised (net of trade-ins). . 47,960 47,960
Stock issued—compensation plans . . . .......... 84,812 84,812
Rabbi Trust . ... i (135,024) 29,819 105,205 —
Balance at October 31,2001 ................. — 14,085,642 (633,935) (42,484) 13,409,223
Stock issued—options exercised (net of trade-ins). . 562,926 597,284 1,160,210
Stock issued—compensation plans . . . .......... (1,902) 22,797 20,895
Stock issued—conversion of subordinated
debentures . ......... ... ... 1,822,594 173 1,822,767
Rabbi Trust .. ... i (13,627) 13,681 (54) —
Balance at October 31,2002 . . ............... — 16,455,633 —  (42,538) 16,413,095

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOW ‘

Years Ended Gctober 31,
2002 2001 2000
(In thousands)

OPERATING ACTIVITIES: -

Net Income (LosS) . oot v et et e e e $55482 $29,194 § (9,665) -
Adjustments to reconcile net income (loss) to cash provided by operating
activities: ‘
Piper Impact asset impairment charge (net of deferred taxes of $19,705 in
fiscal 2000 . . . . .. e — — 36,595
Loss on sale of Piper Impact Europe (net of taxes of $4,998) .......... — — 9,282
Loss (Gain) on early extinguishment of debt. ... ................... 922 (573) (551)
Adjustment for retired executive life insurance benefit ............... (8,020}
Depreciation and amortization . . . .. ..ot 43,987 43,910 48,445
Deferred INCOME TAXES . o v v v v vttt e et ettt e ts e e i 2,330 4,154 11,839
Deferred pension and postretirement benefits . . . ......... ... ... ... (4,734)  (1,231) 659
Changes in assets and liabilities net of effects from acquisitions and
dispositions:
Increase in accounts and notes receivable . .. ... ... .. L ... (5,144  (7917)  (9,149)
Decrease (increase) in INVENOTY . . o o oo vttt it iii et et e eeiien e as (5,249) 20,808  (12,474)
Increase (decrease) in accounts payable . ......................... (857) (2,569 5,412
Decrease in accrued €Xpenses .. ... ...t (3,655) 911)  (6,314)
Other, net (including income tax refund) .. ...... ... ... ... ... ... ... 7,049 85 3,791

Cash provided by operating activities . . . .. ................ Ce 81,111 84,950 77,870

INVESTMENT ACTIVITIES:
Acquisition of Colonial Craft, net of cash and equivalents acquired . . . . .. .. (17,283) — —
Acquisition of Temroc Metals, Inc., net of cash and equivalents acquired . . . . —  (17,922) —
Acquisition of Golden Aluminum, net of cash and equivalents acquired. . . .. — —  (20,148) ‘
Acquisition of Imperial Products, net of cash and equivalents acquired . .. .. — —  (15,303)
Capital expenditures, net of retirements. . .. .......... ... . ... . ... .. (34,271)  (55,575) (42,327}
Retired executive life insurance proceeds . ... ... ... ... o o oo 26,111 — -
Other, Bel . . oot it e e e e e 4,365) (3,597) (1,809

Cash used by investment activities . . . ... ... .. ... .. (29,808) (77,094) (79,587)

Cash provided (used) by operating and investment activities . ....... 51,303 7,856 1,717}
FINANCING ACTIVITIES:
Bank borrowings (repayments), Dt . ... ... ... (75,000)  30,00C 33,394 -
Repayment of borrowing on insurance policies . . . . ................... — (17,273} —
Prepayment of note payable ... ........ ... i (7,029) — —
Purchase of subordinated debentures. . .. ....... .. .. .. . . oL (1,314)  (3,942)  (9,586)
Purchase of Cuanex common StOCK . . . .. o v ittt e — (2,226) (17,185)
Common stock dividends paid . . . .. ..... ... ... . . . i (9,637)  (8,621)  (8,884)
Issuance of common StOCK, Nt . . . . . i i e 33,948 2,473 1,002
Other, BBt . . .o e e e e (3,561)  (1,103) (556)

Cash used by financing activities . . ....... . ... v, (62,593) (692)  (1,815)
Effect of exchange rate changes on cash and equivalents ............... — — 67
Increase {decrease) in cash and equivalents . ........................ (11,290) 7,164 (3,465)

Cash and equivalents at beginning of pericd . ............... ... ..... 29,573 22,409 25,874
Cash and equivalents at end of period . . .......... ... ... ... L $ 18,283 § 29,573 $ 22,409

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

1, Significant Accounting Pelicies

The preparation of these financial statements requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying footnotes. Estimates and assumptions
about future events and their effects cannot be perceived with certainty. Estimates may change as new events
occur, as more experience is acquired, as additional information becomes available and as the Company’s
operating environment changes. Actual results could differ from estimates.

The Company believes the following are the most critical accounting policies used in the preparation of the
Company’s consolidated financial statements as well as the significant judgments and uncertainties affecting the
application of these policies.

Revenue Recognition and Allowance for Doubtful Accounts

The Company recognizes revenue when the products are shipped and the title and risk of ownership pass to
the customer. Selling prices are fixed based on purchase orders or contractual agreements. Inherent in the
Company’s revenue recognition policy is the determination of collectibility. This requires management to make
frequent judgments and estimates in order to determine the appropriate amount of allowance needed for
doubtful accounts. The Company’s allowance for doubtful accounts is estimated to cover the risk of loss related to
accounts receivable. This allowance is maintained at a level the Company considers appropriate based on
historical and other factors that affect collectibility. These factors include historical trends of write-offs, recoveries
and credit losses, the careful monitoring of portfolio credit quality, and projected economic and market
conditions. Different assumptions or changes in economic circumstances could result in changes to the allowance.

Inventory

The Company records inventory valued at the lower of cost or market value. Inventory quantities are
regularly reviewed and provisions for excess or obsolete inventory are recorded primarily based on the Company’s
forecast of future demand and market conditions. Significant unanticipated changes to the Company’s forecasts
could require a change in the provision for excess or obsolete inventory.

Risk Management and Derivative Instruments

The Company’s current risk management strategies include the use of derivative instruments to reduce
certain risks. The critical strategies include: (1) the use of commodity futures and options to fix the price of a
portion of anticipated future purchases of certain raw materials and energy to offset the effect of fluctuations in
the costs of those commodities, and (2) the use of interest rate swaps to fix the rate of interest on a portion of
floating rate debt. These hedges have been designated as cash flow hedges. The effective portion of gains and
losses is recorded in the accumulated other comprehensive income (loss) component of stockholders’ equity in
accordance with Statement of Financial Accounting Standards (“SFAS”) No. 133 “Accounting for Derivative
Instruments and Hedging Activities”. The Company evaluates all derivative instruments each quarter to
determine if they are highly effective. Any ineffectiveness is recorded in the statement of income. If the
anticipated future transactions are no longer expected to occur, the unrealized gains and losses on the related
hedge are reclassified to the consolidated statement of income. (See Note 18 to the financial statements for
further explanation.)

Long-Lived Assets

Long-lived assets, which include property, plant and equipment, goodwill and other intangibles, and other
assets, comprise a significant amount of the Company’s total assets. The Company makes judgments and
estimates in conjunction with the carrying value of these assets, including amounts to be capitalized, depreciation
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and amortization methods and useful lives. Additionally, carrying values of these assets are periodically reviewed
for impairment and further reviewed whenever events or changes in circumstances indicate that carrying value
may be impaired, The carrying values are compared with the fair value of such assets calculated based on the
anticipated future cash flows related to those assets. If the carrying value of a long-lived asset exceeds its fair
value, an impairment charge is recorded in the period in which such review is performed. This requires the
Company to make long-term forecasts of its future revenues and costs related to the assets subject to review.
Forecasts require assumptions about demand for the Company’s products and future market conditions.
Significant and unanticipated changes to assumptions could require a provision for impairment in a future period.

Property, plant and equipment is stated at cost and is depreciated using the straight-line method over the
estimated useful lives of the assets. The estimated useful lives of certain categories are as follows:

‘ Years
Land improvements . ... .o v ittt it e 10 to 25
Buildings . . ........... ... ... . e e e 10 to 40
Machinéry and equipment ... .. ... ... .. e 3t0 20

Income Taxes

The Company records the estimated future tax effects of temporary differences between the tax basis of
assets and liabilities and the amounts reported in the Company’s consolidated balance sheet, as well as operating
loss and tax credit carry forwards. The carrying value of the net deferred tax liability reflects the Company’s
assumption that the Company will be able to generate sufficient future taxable income in certain jurisdictions to
realize its deferred tax assets. If the estimates and assumptions change in the future, the Company may be
required to record a valuation allowance against a portion of its deferred tax assets. This could result in additional
income tax expense in a future period in the consclidated statement of income.

Retirement and Pension Plans

The Company sponsors a number of defined benefit pension plans and an unfunded postretirement plan that
provides health care and life insurance benefits for eligible retirees and dependents. The measurement of
liabilities related to these plans is based on management’s assumptions related to future events, including
expected return on plan assets, rate of compensation increases and health care cost trend rates. The discount rate,
which is determined using a model that matches corporate bond securities, is applied against the projected
pension and postretirement disbursements. Actual pension plan asset investment performance will either reduce
or increase unamortized pension losses at the end of any fiscal year, which ultimately affects future pension costs.

Principles of Consolidation

The consolidated financial statements include the accounts of Quanex Corporation and its subsidiaries (the
“Company” or “Quanex’), all of which are wholly owned. All significant intercompany balances and transactions
have been eliminated in consolidation.

Earnings Per Share Data

Basic earnings per share excludes dilution and is computed by dividing net income available to common
stockholders by the weighted average number of common shares outstanding for the period. Diluted earnings per
share reflects the potential dilution that could occur if securities or other contracts to issue common stock were
exercised or converted into common stock or resulted in the issuance of common stock that then shared in the
earnings of the entity.
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Scope of Operations

The Company operates primarily in two industry segments: vehicular products and building products. The
Company’s products include engineered steel bars, coiled aluminum sheet (mill finish and coated), aluminum and
steel fabricated products, impact extrusions and hardwood architectural moulding and window and door
accessories. The Company’s manufacturing operations are conducted primarily in the United States.

Statements of Cash Flows

The Company generally considers all highly liquid debt instruments purchased with a maturity of three
months or less to be cash equivalents. Similar investments with original maturities beyond three months are
considered short-term investments. For fiscal years 2002, 2001, and 2000, cash paid for income taxes was
$17,666,000, $11,324,000, and $10,650,000, respectively. These amounts are before refunds of $135,000, $219,600,
and $7,290,000, respectively. Cash paid for interest for fiscal 2002, 2001, and 2000 was $13,070,600, $15,894,600,
and $14,421,000, respectively.

Foreign Currency Translation

Assets and liabilities of foreign subsidiaries are translated into U.S. dollars at year-end exchange rates, and
income and expense items are translated at the average exchange rates for the year. Resulting translation
adjustments are reported as a separate component of stockholders’ equity.

Reclgssification

Certain amounts for prior periods have been reclassified in the accompanying consolidated financial
statements to conform to fiscal 2002 presentations.

Mew Accounting Proncuncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 141 “Business
Combinations”. SFAS No. 141 addresses financial accounting and reporting for business combinations. The
provisions of this statement apply to all business combinations initiated after June 30, 2001. This statement also
applies to all business combinations accounted for using the purchase method for which the date of acquisition is
July 1, 2001, or later. The Company followed the guidance of this statement for the business acquisition
completed in fiscal 2002. See Note 2.

In June 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible Assets.” This statement
addresses financial accounting and reporting for acquired goodwill and other intangible assets. It addresses how
intangible assets that are acquired individually or with a group of other assets (but not those acquired in a
business combination) should be accounted for in financial statements upon their acquisition. This statement also
addresses how goodwill and other intangible assets should be accounted for after they have been initially
recognized in the financial statements. Under SFAS No. 142, goodwill is no longer amortized, but reviewed for
impairment annually, or more frequently if certain indicators arise. The Company adopted this statement on
November 1, 2001 for its fiscal year ended October 31, 2002. In accordance with SFAS 142, the Company
completed the transitional impairment test of goodwill during the second quarter ended April 30, 2002, which
indicated that goodwill was not impaired. The Company again reviewed goodwill for impairment as of August 31,
2002, which indicated that goodwill was not impaired. The Company plans to perform this impairment test as of
August 31 each year or more frequently if certain indicators arise. The assessments were based on assumptions
regarding estimated future cash flows and other factors, including the discount rate. If these estimates or their
related assumptions change in the future, because of changes in events and circumstances, the Company may be
required to record impairment charges in a future period.
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In August 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS
No. 143 addresses financial accounting and reporting for obligations associated with the retirement of tangible,
long-lived assets and the associated asset retirement costs. This Statement requires that the fair value of a liability
for an asset retirement obligation be recognized in the period in which it is incurred by capitalizing it as part of
the carrying amount of the long-lived assets. The provisions of this statement are required to be applied starting
with fiscal years beginning after June 15, 2002 (Quanex’s fiscal year beginning November 1, 2002). The Company
does not anticipate any material impact on the Company’s financial position, results of operations, or cash flows
as a result of adoption.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” This Statement establishes a single accounting model for the impairment or disposal of long-lived assets.
The provisions of this Statement are effective for financial statements issued for fiscal years beginning after
December 15, 2001 (Quanex’s fiscal year beginning November 1, 2002). The Company does not anticipate any
material impact on the Company’s financial position, results of operations, or cash flows as a resuli of adoption.

In April 2002, the FASB issued SFAS No. 145 “Rescission of FASB Statements No. 4, 44 and 64, Amendment
of FASB Statement No. 13, and Technical Corrections”. The rescission of Statement 4 is the only portion of this
SFAS which currently has an impact on the Company. Under Statement 4, all gains and losses from
extinguishment of debt were required to be aggregated and, if material, classified as an extraordinary item, net of
related income tax effect. SFAS No. 145 eliminates Statement 4. As a result, gains and losses from extinguishment
of debt should be classified as extraordinary items only if they meet the criteria in Accounting Principles Board
Opinion 30, “Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business,
and Extraordinary Unusual and Infrequently Occurring Events and Transactions”. The provisions of SFAS
No. 145 related to the rescission of Statement 4 shall be applied in fiscal years beginning after May 15, 2002. Any
gain or loss on extinguishment of debt that was classified as an extraordinary item in prior periods presented that
does not meet the criteria in Opinion 30 for classification as an extraordinary item shall be reclassified. Early
application of the provisions of this Statement related to the rescission of Statement 4 was encouraged. The
Company adopted this pronouncement effective the third quarter ended July 31, 2002 and restated prior periods.

In June 2002, the FASB issued SFAS No. 146 “Accounting for Costs Associated with Exit or Disposal
Activities”. SFAS No. 146 addresses financial accounting and reporting for costs associated with exit or disposal
activities and nullifies Emerging Issues Task Force (“EITF”) Issue No. 94-3 “Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring).” The provisions of this Statement are effective for exit or disposal activities that are initiated after
December 31, 2002, with early application encouraged. The Company does not anticipate any material impact on
the Company’s financial position, results of operations, or cash flows as 2 result of adoption.

2. Acquisitions
Nichols Aluminum=-Golden

Cn January 25, 2000, the Company completed the purchase from Alcoa, Inc. of the Golden Aluminum
production facility based in Fort Lupton, Colorado. Quanex acquired the assets of the facility for $9 million plus
working capital valued at approximately $13 million. The newly acquired facility has become part of Quanex’s
flat-rolled aluminum sheet division—Nichols Aluminum in the building products segment. It has been renamed
Nichols Aluminum-Golden, Inc., (“Nichols Aluminum-Golden™), a wholly owned subsidiary of Quanex.

Operations at Nichols Aluminum-Golden include melting and casting aluminum into sheet made from a
blend of primary P1020 ingot and selected grades of scrap metal, cold roliing it to specific gauge, annealing,
leveling, custom coating and slitting to width. Nichols Aluminum-Golden can produce up to 60 million pounds
annually of high quality metal for engineered applications in niche markets, such as end and tab stock for food
and beverage packaging, metal components for computer disks, and home accessory products.

38




QUANEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

IMPERIAL PRODUCTS

On April 3, 2000, the Company acquired the stock of Imperial Products, Inc., a leading manufacturer of
value-added exterior door components based in Richmond, Indiana, for approximately $15 million. Imperial
Products, Inc., (“IMPERIAL PRODUCTS”), operates as a wholly owned subsidiary of Quanex. This acquisition
expands the specialized design and manufacturing operations of Quanex’s building products segment. Goodwill
associated with IMPERIAL PRODUCTS is approximately $11 million.

Temroc

On November 30, 2000, Quanex completed the purchase of all of the capital stock of Temroc Metals, Inc.,
(“Temroc™), a Minnesota corporation, for approximately $22 million in cash. Temroc, as a surviving corporation,
became a wholly owned subsidiary of the Company. Goodwill associated with Temroc is approximately
$14 million.

Temroc is a leading aluminum extrusion and fabrication company based in Hamel, Minnesota where it
manufactures customized aluminum extrusions and fabricated metal products for recreational vehicles,
architectural products, electronics and other markets. Temroc has become part of the Company’s vehicular
segmenti and will continue to operate as a manufacturer of aluminum extrusions and fabricated metal products. To
finance the acquisition, the Company borrowed against its existing $250 million unsecured revolving credit and
term loan facility with a group of six banks.

COLONIAL CRAFT

This transaction and the following disclosure are in accordance with SFAS No. 141, which was effective for all
business combinations initiated after June 30, 2001.

On February 12, 2002, Quanex completed the purchase of certain assets and assumption of certain liabilities
of Ekamar, Inc., formerly known as Colonial Craft, Inc., a Minnesota corporation, through its wholly owned
subsidiary, Quanex Windows, Inc., for approximately $17.3 million in cash. Approximately $1.5 million of this
purchase price was set aside in an escrow fund for environmental and certain other issues that may arise. To date,
no claims have been made against this escrow fund, and as such, $500 thousand was released in August of 2002.

The acquired business operates as a wholly owned subsidiary of the Company and has been renamed
-Colonial Craft, Inc. (“COLONIAL CRAFT”). COLONIAL CRAFT’s financial results since February 12, 2002
have been included in the consolidated financial statements of Quanex.

COLONIAL CRAFT is a manufacturer of value-added fenestration related wood products based in
Roseville, Minnesota and Luck, Wisconsin (relocating Roseville facility to Mounds View, Minnesota in
December 2002). COLONIAL CRAFT manufactures custom wood window accessories with twc primary product
lines: wood window grilles and hardwood architectural mouldings. COLONIAL CRAFT has become part of the
Engineered Products division within the building products business segment. COLONIAL CRAFT provides
direct synergy with one of the Company’s two core businesses, sharing a similar customer base with Engineered
Products.

Within the terms of the purchase agreement, both selling and purchasing parties acknowledged that
environmental reports showed evidence of minimal soil contamination at the Luck, Wisconsin facility, one of
three COLONIAL CRAFT f{acilities. During the fiscal quarter ended July 31, 2002, the Company received
notification from the Wisconsin Department of Commerce which stated that the residual soil and groundwater
contamination was at levels below state regulatory limits and that they had determined that this site does not pose
a significant threat to the environment or human health. During the fourth fiscal quarter of 2002, the Company
closed the monitoring wells, as required, and received a notification from the Wisconsin Department of
Commerce in November 2002 that the site was now listed as “closed”.
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Below is a condensed balance sheet of the acquired entity disclosing the amounts preliminarily assigned to
each major asset and liability at the acquisition date (dollars in thousands):

February 12,

Condensed Balamce Sheet _2?@2_
LT (= -1 7T S $ 3,806
Property plant and equipment. . . . ... .. e 4,775
Goodwill . . ... e e e e e 7,210
TRadENaAIE . . o vt e e e e e e 2,200
PatemlS . . e e e e e e e 443
Non-compete agreements . . . .. .ottt ittt e e e e 313
Other NON-CUITENt @S8ELS . . . . v i ottt ittt e e e e e e e e e e e e e e e 29
BOTAl A8SEES .\ ot i e e e $18,776
Current Habilities . . . . . o e e $ 1,265
Non-current Habilities . . . . . ot e e e e e 30
Total HabilitieS . . o o v e e e e 1,295
IV St . . . o e e e e e 17,481
Total liabilities and eqUITY - . . . - oo ottt e e e e $18,776

The patents, which were valued at $443 thousand, will be amortized on a straight-line basis over a weighted
average period of approximately 11 years. The non-compete agreements valued at $313 thousand will be
amortized on the straight-line basis over 5 years. The tradename and goodwill are not subject to amortization, but
will be evaluated periodically in accordance with SFAS 142,

Goodwill for COLONIAL CRAFT is deductible for tax purposes. The tax basis of goodwill for COLONIAL
CRAFT is approximately $12 million.

3. Disposed Operations

On July 19, 2000, the Company sold Piper Impact Europe, an impact-extrusion facility based in The
Netherlands, to the plant’s existing management group for a nominal amount. The transaction was structured as a
sale of stock. As a result of this transaction, the Company recorded a pretax charge of $14.3 million for the fiscal
third quarter ending July 31, 2000. In connection with the sale, the Company’s range forward foreign currency
agreement with a notional amount of 30 million Guilders was cashed in. This agreement was entered into to
protect the Company’s investmment in Piper Impact Europe from foreign currency fluctuations. The settlement of
this agreement resulted in a gain, which was offset against the loss on the sale of Piper Impact Europe.

4. Piper Impact Impairment Disclosure

Under SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed Of”, companies must review the carrying amount of long-lived assets and certain intangibles, including
related goodwill, whenever events or changes in circumstances indicate that the carrying amount of an asset or a
group of assets may not be recoverable.

An asset impairment charge in the amount of $56.3 million was recorded in the fourth quarter of fiscal 2600
related to the property, plant and equipment of Piper Impact. The impairment charge resulted in an after-tax
impact on net income of $36.6 million or $2.67 per share.

Piper Impact experienced declines in sales and operating cash flow during fiscal 1999 and fiscal 2000. The
declining results were primarily due to decreased demand for aluminum airbag components from Piper Impact’s
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most significant customer. Although the management of Piper Impact conducted negotiations with this customer
in an attempt to obtain a price increase and a commitment for future sourcing of impacted aluminum and steel
airbag components, management became less optimistic about any near-term prospects for price increase without
losing a significant amount of business from this customer. Additionally, opportunities for new products did not
materialize at a rate necessary to offset the continued declining volume of airbag components. Consequently, in
the fourth quarter of fiscal 2000, it became necessary to assess Piper Impact for asset impairment as required
under SFAS No. 121.

Management performed an evaluation of the recoverability of all of the assets of Piper Impact as described in
SFAS No. 121. Management concluded from the results of this evaluation that a significant impairment of
long-lived assets had cccurred. An impairment charge was required because the estimated fair value was less than
the carrying value of the assets. Fair value of Piper Impact’s net assets was determined by discounting estimated
future cash flows using a discount rate commensurate with the risks involved. Considerable management
judgment is necessary to estimate fair value. Accordingly, actual results may vary significantly from management’s
estimates.

5. Executive Life Insurance Benefit

During the fiscal year ended October 31, 2602, one of the Company’s former executives, on whose life it held
life insurance policies, died. As a result, the Company received life insurance proceeds totaling $26.1 million.
Estimates of the cash surrender value of these life insurance policies amounting to $15.9 million were previously
recognized in “Cther assets” on the financial statements. The excess of the proceeds over the previously recorded
cash surrender value and the liability to the beneficiaries of the executive amounting to $9.0 million was
recognized as a non-taxable benefit on the income statement during the period ended October 31, 2002. The
impact on Gctober 31, 2002 earnings per share of this benefit was $0.61 basic and $0.56 diluted.

6. Goodwill and Acguired Intangible Assets

As of November 1, 2001, the Company adopted SFAS No. 142 “Goodwill and Other Intangible Assets”.
Under SFAS 142, goodwill is no longer amortized, but is reviewed for impairment annually or more frequently if
certain indicators arise. In accordance with SFAS 142, the Company completed the transitional impairment test of
goodwill during the second quarter ended April 30, 2002, which indicated that goodwill was not impaired. The
Company again reviewed goodwill for impairment as of August 31, 2002, which indicated that goodwill was not
impaired. The Company plans to perform this annual impairment test as of August 31 each year or more
frequently if certain indicators arise.

The changes in the carrying amount of goodwill for the twelve months ended October 31, 2002 are as follows:

Building
Vehicular Products
Segment  Segment Total
Balance as of October 31, 2001 . . . ... . . i e $13,496 $45,730 $59,226
Goodwill acquired during year ... ... ..... .. — 7,210 7,210
Balance as of October 31, 2002 . . . . . ... ... .. $13,496 $52,940 $66,436
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Intangible assets consist of the following (dollars in thousands):

As of Octeber 31, 2002

Gross Carrylmg  Accumulated
Amount Amortization

Amortized intangible assets:

Non-compete AGrEEMENtS. . . o\ v vt vttt et e ettt et e $ 313 $51
Patents ... ... .. 443 35
Total . e $ 756 $86
Unamortized intangible assets:
Tradename . . . ot e $2,200

The aggregate amortization expense for intangible assets for the year ended October 31, 2002 is
$86 thousand. Estimated amortization expense for the next five years follows (dollars in thousands):

Estimated

Fiscal years ending October 31, Amortization

2003 e U $115

2004 e e $115

2005 e e $100

P $ 86

00T e e e e $ 46

Below is a presentation of the prior period’s results excluding amortization expense related to assets that are
no longer being amortized in accordance with SFAS 142: ‘ .
For the Year Ended October 31,
2602 2091 2069

Reported Net income (l0SS) . ... vv vttt $55,482  $29,194  $(9,665)
Add back: Goodwill amortization (netoftaxes) ........... ... ... ..... — 1,487 1,245
Adjusted Net income (J0SS) . .. ..ot i $55,482 $30,681  $(8,420)
Basic earnings per share:
Reported Net income (I0SS) .. .. ...ttt e e $ 374 § 218 §$ (0.70)
Goodwill amortization (netof taxes) .. ......... . . i — 011 0.09
Adjusted Net income (10SS) . . . ... v ittt $ 374 § 229 $ (0.61)
Diluted earmings per share: '
Reported Net income (loss) . ........ ...t $ 3352 § 207 $ (0.70) —
Goodwill amortization (net of taxes) . ... ... ... ... . ... — 0.10 0.09
Adjusted Net income (108S) . . . . oottt e e $ 352 §$§ 217 $ (0.61)
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7. Earnings Per Share

The computational components of basic and diluted earnings (loss) per share are as follows (shares and
dollars in thousands except per share amounts):

For the Year Ended October 31, 2002
Numerator Denominator Per Share

(Income) (Shares) Amount
BASIC EPS
Total basic NELIMCOME . . o v v vttt et e e et $55,482 14,823 $3.74
EFFECT OF DILUTIVE SECURITIES
Effect of common stock equivalents arising from stock options . . . . .. .. — 284
Effect of common stock held by rabbitrust . . .. ....... ... ..., ... — 40
Effect of conversion of subordinated debentures . ................. 1,610 1,090
DILUTED EPS
" Total diluted NETINCOMIE. . . . . .\ttt ettt e e $57,092 16,237 $3.52
For the Year Ended Qctober 31, 2001
Numerator Denominator Per Share
(Income) (Shares) Amount
BASIC EPS
Total basiC NELINCOME . . . . ot vt e e ittt et et et e $29,194 13,399 $2.18
EFFECT OF DILUTIVE SECURITIES
. Effect of common stock equivalents arising from stock options . . . . .. .. — 58
Effect of common stock held by rabbitrust .. .................... — 74
Effect of conversion of subordinated debentures ... ............... 2,810 1,895
DILUTED EPS
Total diluted NELINCOME . « . v vttt et e et et et e e $32,004 15,426 $2.07

For the Year Ended October 31, 2000

Numerator Denominator Per Share
(Income) (Shares) Amount

BASIC AND DILUTED® EPS
Total basicand diluted met loss . . . . ... . i i $(9,665) 13,727 $(0.70)

(1) The effect of certain securities or debentures are anti-dilutive and, therefore, not included in the diluted earnings per share calculation.
As a result, diluted EPS is the same as basic EPS.
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8. Imventories -

Inventories consist of the following:

October 31,
2002 2001
(In thousands)
Raw materialS . . . . o e e $24,307 $20,097
Finished goods and work in process . . . .. ..t e 58,108 55,757
: 82,415 75,854
Other .. .... T 8,341 7,255
otal . $90,756  $83,109

The values of inventories in the consclidated balance sheets are based on the following accounting methods:

LIE O L e $64,269  $56,691
Bl O 26,487 26,418
Total ... .. e e e e e $90,756  $83,109

With respect to inventories valued using the LIFO method, replacement cost exceeded the LIFQO value by
approximately $7,884,000 and $5,400,000 at October 31, 2002 and 2001, respectively.
9. Property Plant and Equipment

Property, plant and equipment consists of the following:
” QOctober 31,

2002 2001
(In thousands)
Land and land improvements . . . ... .. .. .. $ 22339 $ 20,389
Buildings . .. e e 125,510 106,876
Machinery and equipment . . . ... .. e 609,888 564,300
Construction N PIOGTESS . . v v vt vttt et e et et e et 16,118 45,387
; 773,855 736,952
Less accumulated depreciation and amortization . . ... ... ... i (420,723)  (379,317)

$ 353,132 $ 357,635

The Company had commitments for the purchase or construction of capital assets amounting to
approximately $5 million at October 31, 2002.
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10. Accrued Expenses

Accrued expenses consist of the following:

October 31,
2002 2001
(In thousands)
Payroll, payroll taxes and employee benefits . ... ... ... ... . ... i e, $31,127  $28,609
Accrued coniribution to pension funds . .. ... ... o o o o o o 1,518 1,760
IS . . 3,940 3,359
Interest . o e e e e e e e e e 196 1,653
State and Iocal 1aXeS . . . . o i e e e 3,257 3,892
01 1T 8,935 11,386

$48,973  $50,659

11. Income Taxes
Income taxes are provided on taxable income at the statutory rates applicable to such income.

Income tax expense (benefit) consists of the following:

Years Ended October 31,
2002 2001 2606
(In thousands)

Current:
Federal .. ... . e $15,043 §$ 8,101 $11,082
] 7 1,410 1,105 847
BTN . . e e — —  (1,067)
16,453 9,206 10,862
DEfEITEd . . o v et e e 9679 7222 (16,053)
Income tax expense (benefit) . ....... ... ... . .. i $26,132  $16,428 $(5,191)
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Deferred income taxes reflect the net tax effects of temporary differences between the cairrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.

Significant components of the Company’s net deferred tax liability are as follows:

October 3L,
2002 2608
(In thousands)

Deferred tax liability:
Property, plant and equipment .. ......... . . . i $43,794  $ 40,791
18 2T 11,767 21,050

55,561 61,841

Deferred tax assets:

Intangibles . . . ... o 12,680 13,800
Postretirement benefit obligation . . . ....... ... .. 3,363 3,472
Other employee benefit obligations . . ....... ... ... .. i i 7,004 9,535
Environmental accruals . . .. oo i e e e 6,518 7,583
L 1T 6,088 9,076
35,653 43,466
Net deferred tax liability ... ... ... .. $19,908 $ 18,375
Deferred income tax non-current lability . ....... ... ... . i $29,210 § 29,282
Deferred tax CUITENt @8SELS . & . v v v vt it et et e et e et e e (8,302) (10,807
Net deferred tax lability . . . ... .. e $19,908 § 18,375 .

No U.S. deferred taxes were provided on the Company’s foreign subsidiary’s cumulative undistributed losses
of $(1,782,000). The foreign subsidiary was sold in July 2000.

Income tax expense (benefit) differs from the amount computed by applying the statutory federal income tax
rate to income before income taxes and extraordinary gain for the following reasons:

Years Ended October 31,

2002 2001 2000
(In thousands)
Income tax expense (benefit) at statutory taxrate . . ............ ... ... .. $28,565 $15,968  $(5,200)
Increase (decrease) in taxes resulting from:
State income taxes, net of federaleffect . .......... ... ... . .. .. ... 2,339 772 (148}
Life insurance proceeds . . .. . .ot i ittt (3,157)
Goodwill. . . ... — 664 420
Other HtemS, Dt . . .ttt e e e (1,615) (676} (263)

$26,132  $16,428 $(5,191)

The Company reached a settlement with the Internal Revenue Service with respect to the tax audits of fiscal
year 1996 and certain portions of fiscal years 1997 and 1998. The Company has filed a petition in Tax Court
regarding the disallowance of a capital loss realized in 1997. Fiscal year 1999 is currently under audit.

During 2002, the Company made tax payments of $8,304,000 related to the audits. Adequate provision had _
been made in prior years and the payments did not have a material effect on earnings. .
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12. Long-Term Debt and Financing Arrangements

Long-term debt consists of the following:

Qctober 31,
2002 2001
(In thousands)

“Bank Agreement” Revolver .. ... ... ... .. $ 65,000 $140,000

Convertible subordinated debentures .. ... .. .ot e e — 58,727
Industrial Revenue and Economic Development Bonds, unsecured, principle due in the

years 2005 and 2010, bearing interest ranging from 6.50% to 8.375%............. 1,665 3,275

State of Alabama Industrial Development Bonds . . ................... ... .... 3,800 4,500

Scott County, lowa Industrial Waste Recycling Revenue Bonds. . ................. 2,400 2,600

Temroc Industrial Development Revenue Bonds . ....... ... ... ... o o L. 2,425 2,608

71 4T 275 8,318

$ 75,565 $220,028

Less maturities due within one year included in current liabilities . . . .............. 434 420

$ 75,131 $219,608

Old Bank Agreement “Revolver”

In July 1996, the Company entered into an unsecured $250 million Revolving Credit and Term Loan
Agreement (“Bank Agreement”). The Bank Agreement consisted of a revolving line of credit (“Revolver”). In
July 1997, the term loan provisions of the Bank Agreement expired. The Bank Agreement had an expiration date
of July 23, 2003, and provided for up to $25 million for standby letters of credit, limited to the undrawn amount
available under the Revolver. All borrowings under the Revolver bore interest, at the option of the Company, at
either (a) the prime rate or the federal funds rate plus one percent, whichever is higher, or (b) a Eurodollar based
rate. At October 31, 2002 and 2001, the Company had $65 and $140 million, respectively, outstanding under the
Revolver. The weighted average interest rates on borrowings under the Revolver were 2.64%, 6.03%, and 7.0%, in
2002, 2001 and 2000, respectively. This Bank Agreement was replaced with a new Bank Agreement which is
described below. The intent and ability to refinance the outstanding balance on this bank agreement on a
long-term basis was evidenced by the signing of the new bank agreement in November 2002. Therefore, the
outstanding balance under the old bank agreement revolver was classified as non-current as of October 31, 2002.

New Bank Agreement

In November 2002, the Company entered into a secured $200 million Revolving Credit Agreement (“Bank
Agreement”). The new Bank Agreement is secured by all Company assets, excluding land and buildings. The new
Bank Agreement expires November 2005 and provides for up to $25 million for standby letters of credit, limited
to the undrawn amount available under the new Bank Agreement. All borrowings under the new bank agreement
bear interest, at the option of the Company, at either (a) the prime rate or federal funds rate plus one percent,
whichever is higher, or {(b) a Eurodollar based rate. The new Bank Agreement requires facility fees, which are not
significant, maintenance of certain financial ratios and maintenance of a minimum consolidated tangible net
worth. As of October 31, 2002, the company was in compliance with all new Bank Agreement covenants.

Convertible Subordinated Debentures

On June 30, 1995, the Company exercised its right under the terms of its Cumulative Convertible
Exchangeable Preferred Stock to exchange such stock for the 6.88% Convertible Subordinated Debentures due
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June 30, 2007 (“Debentures™). Interest was payable semi-annually on June 30 and December 31 of each year. The
Debentures were subordinate to all senior indebtedness of the Company and were convertible, at the option of
the holder, intc shares of the Company’s common stock at a conversion price of $31.50 per share.

During fiscal 2001 and 2000, respectively, the Company accepted unsolicited block offers to buy back $4.6
and $10.4 million, respectively, principal amount of its Convertible Subordinated Debentures.

On May 9, 2002, the Company announced that it would redeem the remaining $58.7 million principal amount
of its 6.88% Convertible Subordinated Debentures. The Company set a redemption date of June 12, 2002 for all
debentures outstanding. Notice of the redemption was mailed on May 10, 2002 to the current holders. The
redemption price was 100.688% of the principal amount plus accrued interest to the redemption date. Holders of
the debentures had the right, as an alternative to redemption, to convert the debentures intc shares of common
stock of Quanex Corporation at a conversion price of $31.50 per share of common stock. The right to convert the
debentures expired at the close of business on June 5, 2002. As of June 5, 2002, $57.4 million aggregate principal
amount of the subordinated debentures were converted to 1.8 million shares of Company stock and $1.3 million
of the subordinated debentures were redeemed on June 12, 2002,

As a result of the redemption of the subordinated debentures, a loss of $930 thousand was recognized due to
the early extinguishment of debt. This loss resulted from the write-off of the remaining debt issuance costs
associated with the subordinated debentures, as well as the .688% premium paid on the $1.3 million of
debentures, which were redeemed. In accordance with SFAS 145, which was early adopted by the Company in the
fiscal year ended; October 31, 2002, this loss was classified as ordinary instead of an extraordinary item, net of tax.

Other Debt Instruments

The State of Alabama Industrial Development bonds were assumed as part of the Nichols Aluminum
Alabama acquisition. These bonds mature August 1, 2004 with interest payable monthly. The bonds bear interest
at the weekly interest rate as determined by the remarketing agent under then prevailing market conditions to be
the minimum interest rate, which, if borne by the bonds on the effective date of such rate, would enable the
remarketing agent to sell the bonds on such business day at a price (without regard to accrued interest) equal to
the principal amount of the bonds. The interest rate, however, may not exceed 13% per annum. Interest rates
during the year ended October 31, 2002 ranged from 1.25% to 2.05%. These bonds are secured by a Letter of
Credit.

On June 1, 1999, the Company borrowed $3 million through Scott County, Iowa Variable Rate Demand
Industrial Waste Recycling Revenue Bonds Series 1999. The bonds require 15 annual principal payments of
$200 thousand beginning on July 1, 2000. The variable interest rate is established by the remarketing agent based
on the lowest weekly rate of interest that would permit the sale of the bonds at par, on the basis of prevailing
financial market conditions. Interest is payable on the first business day of each calendar month. Interest rates on
these bonds during fiscal 2002 have ranged from 1.4% to 2.3%. These bonds are secured by a Letter of Credit.

The Temroc Industrial Development Revenue Bonds were obtained as part of the acquisition of Temroc.
These bonds are due in annual installments through Cciober 2012. Interest is payable semi-annually at fixed rates
from 4.5% to 5.6% depending on maturity {average rate of 5.1% over the term of the bonds). These bonds are
secured by a mortgage on Temroc’s land and building.

During the year ended October 31, 2001, the Company borrowed on the Revolver to pay back $17.3 million
of loans taken against the cash surrender value of various officer life insurance policies. These loans had
previously been netted as an offset to the cash surrender value and classified as “Other assets” on the balance
sheet.
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During the twelve month period ended October 31, 2002, the Company made an early payment in the
amount of $7.0 million on a contingent note classified in “Other” above as well as an early retirement in the
amount of $1.6 million for one of the industrial revenue and economic development bonds.

Aggregate maturities of long-term debt at October 31, 2002, are as follows (in thousands):

2003 . § 434
2004 . . e 4,226
200 . L 428
2000 . . 65,478
2007 . o 450
B 1S5 = 1 (=7 (O 4,549

$75,565

13. Pension Plans and Other Postretirement Benefits

The Company has a number of retirement plans covering substantially all employees. The Company provides
both defined benefit and defined contribution plans. In general, the plant or location of his/her employment
determines an employee’s coverage for retirement benefits. The single employer defined benefit pension plans
pay benefits to employees at retirement using formulas based upon years of service and compensation rates near
retirement. The Company’s funding policy is generally to make the minimum annual contributions required by
applicable regulations. However, in fiscal 2002, the Company made the maximum income tax deductible
contribution amount allowed. The plans invest primarily in marketable equity and debt securities.

The Company also provides certain healthcare and life insurance benefits for certain eligible retired
employees employed prior to January 1, 1993. Certain employees may become eligible for those benefits if they
reach normal retirement age while working for the Company. The Company continues to fund benefit costs on a
pay-as-you-go basis. For fiscal year 2002, the Company made benefit payments totaling $458,000, compared to
$411,000 and $422,000 in fiscal 2001 and 2000, respectively.

A reconciliation of the beginning benefit obligation to the ending benefit obligation follows:

Pension Postretirement
Bemefits Benefits
Qctober 31,

2002 20601 2002 2001
(In thousands)

Benefit obligation at beginning of year. ... ..................... $37,151 $31,900 $7,321 $7,098
SeIVICE COSt. o . v ittt e e, 2,170 1,976 101 100
Interest COSt . .. vttt e e 2,617 2,450 560 521
AmMendments. .. ... .. 19 — (25) (2)
Actuarial 108S . . vt e 2,734 1,653 935 15
Benefits paid. . . ... ... (743) (533) (458) (411
Administrative eXpenses . . . . . .o v et s (365) (295) — —

Benefit obligation atend of year .. .......... .. ... ... . .. $43,583 $37,151 $8434 $7,321
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A reconciliation of the beginning fair value of plan assets to the ending fair value of plan assets follows:

Pension Benefits
October 31,

2002 2001
(In thousamds)

Fair value of plan assets at beginning of year .. .......... ... ... $22,760  $23,996

Actual 10SS ON Plan @SSELS. . . .. v v\ et (1,407) (3,517)

Employer contributions . . ... ...t e 8,182 3,109 -

Benefits pald .. . . ... e (743) (533) —

AdMINISTative EXDEIISES « . . . v v v vttt e e e e (365) (295) :
Fair value of plan assets at end of year. . ... ... i e $28,427 $22,760

A reconciliation of the funded status of the plans with the amounts recognized in the accompanying balance
sheets is set forth below:

Postretirement
Pension Benefits Benefits
October 31,
2502 2001 2002 2001
(In thousands)
Funded Status . .. ov vt v e $(15,156) $(14,391) $(8,434) $(7,321)
Unrecognized transition asset . .. . ... ..ot it i ann.. (268) (379) — —
Unrecognized prior service cost .. .. .. oot oo 1,305 1,450 (595) (628)
Unrecognized netloss .. ... ... o i 13,953 8,032 1,131 200
0 41T O 5 — (30) (28) ‘
Accrued benefit cost. . ... ... ... $ (161) $ (5,288} $(7,928) $(7,777)
Amounts recognized in the Balance Sheet:
Deferred benefitcredit .......... ... ... . i ... $ (4,960) $ (7,962) $(7,928) $(7,777)
Accrued contribution topension . . ... . ... .. oo .. (1,518)  (1,760) — —
Intangible asset ... ... .. e 1,305 1,467 — —
Accumulated other comprehensive income .. ................. 5,012 2,967 — —
Accrued benefit CoSt. . .. ..o it $ (161) $ (5,288) $(7,928) $(7,777)

Below is data related to pension plans in which the accumulated benefit obligation exceeds plan assets.

Postretirement
Pension Benefits Benefits
QOctober 31,
2002 2401 2002 2601
(In thouwsands)
Accumulated benefit obligation . . ........ ... ... .o L $34,910 $29,699 $8,434 $7,321

Fair value of plan assets . ..... .. ..., 28,427 22,760 — —
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Below are the assumptions used.

Postretirement
Pension Bepefits Benefits
Octobker 31,

2002 2001 2000 2002 2801 2000

- T (In thousands) T —_
Discountrate .. ...t 6.75%  1.25% 7.75% 6.75% 1.25% 7.75%
Expected return on plan assets . ................. 8.50% 10.00% 10.00% — — —
Rate of compensation increase .................. 400% 400% 450%  — — —

The assumed health care cost trend rate was 6.92% in 2002, decreasing uniformly to 4.75% in the year 2008
and remaining level thereafter. If the health care cost trend rate assumptions were increased by 1%, the
accumulated postretirement benefit obligation as of October 31, 2002 would be increased by 1.12%. The effect of
this change on the sum of the service cost and interest cost would be an increase of 1.00%. If the health care cost
trend rate assumpiions were decreased by 1%, the accumulated postretirement benefit obligation as of
Cctober 31, 2002 would be decreased by 1.01%. The effect of this change on the sum of the service cost and
interest cost would be a decrease of 0.90%.

Net pension costs for the single employer defined benefit pension plans were as follows:

Years Ended Qctober 31,

2002 2001 20060
(In thousands)

SETVICE €05t & v vt e et e $2176 $1,976 $ 2,000
INerest COSt . ottt e e e e e 2,617 2,450 2,215
-Expected return on plan @sSelS . . . . ..ot e (2,044) (2,421) (2,228)
Amortization of unrecognized transition asset . .. ............... ... (111) (111) (111)
Amortization of unrecognized prior service cost . ....... ... . o i 163 109 109
Amortization of unrecognized net loss . ....... ... ... 263 — —
OtheT e 2) — 104

Net periodic Pension COSt . . o v v v vttt e e e $3,056 $2003 $ 2,089

Net periodic costs for the postretirement benefit plans other than pensions were as follows:

Years Ended
October 31,

2802 2601 2060
(In thousands)

Net periodic postretirement benefit cost:

SEIVICE COSE & v v v vt ettt et et e et e e e e e e $102 $100 $109
IntereSt COSt . o L e e 560 521 516
Net amortization and deferral . ... ... .. .. . i e e (54) (65) (60)
O her. L e e e e e e — — —
Net periodic postretirement benefit cost. . .. ........ ... ... .. .. . L. $608 $556 3565

One of the Company’s subsidiaries, Piper Impact Europe, which was sold in July of 2000, participated in two
multi-employer plans. The plans provided defined benefits to substantially all of Piper Impact Europe’s
employees. Amounts charged to pension cost and contributed to the plans for the year ended October 31, 2000,
totaled approximately NLG 1,302,000, or approximately $575,000.
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The Company has various defined contribution plans in effect for certain eligible employees. The Company
makes contributions to the plans subject to certain limitations outlined in the plans. Contributions to these plans
were approximately $5,456,000, $4,696,000, and $3,978,000, during fiscal 2002, 2001, and 2000, respectively.

The Company has a Suppiemental Benefit Plan covering certain key officers of the Company. Earned vested
benefits under the Supplemental Benefit Plan were approximately $2,234,000, $5,456,000, $5,923,000, at
October 31, 2002, 2001 and 2000, respectively. These benefits are funded with life insurance policies purchased by
the Company.

14. Industry Segment Information

The Company reports segment information in accordance with SFAS No. 131, “Disclosures about Segments
of an Enterprise and Related Information”. SFAS No. 131 requires that the Company disclose certain information
about its operating segments where operating segments are defined as “compoenents of an enterprise about which
separate financial information is available that is evaluated regularly by the chief operating decision maker in
deciding how to allocate resources and in assessing performance”. Generally, financial information is required to
be reported on the basis that it is used internally for evaluating segment performance and deciding how to allocate
resources to segments.

During the latter portion of the fiscal year ending October 31, 2001, the Company completed a strategic
review of its business, which resulted in a shift of strategy away from primarily a manufacturing “process” criented
enterprise to a more “market focused” enterprise. The chief executive officer, who is the chief operating decision
maker of Quanex, believes the focus on customers will provide a more effective corporate strategy to drive growth
and shareholder value. As expected, the review underscored a high concentration of sales in two market
segments—vehicular products and building products. The Company has made organizational and reporting
changes aligned to this new strategy in fiscal 2002. The chief executive officer evaluates performance and allocates
the Company’s resources under this new segment structure.

Beginning in 2002, Quanex began reporting under these two market focused segments. The vehicular
products segment is comprised of MACSTEEL, Piper Impact (US operations only) and Temroc. The building
products segment is comprised of Engineered Products and Nichols Aluminum. Corporate and other will include
corporate office charges and intersegment eliminations as well as Piper Impact Europe, which was sold in the
fiscal year ended October 31, 2000.

The accounting policies of the segments are the same as those described in the summary of significant
accounting policies, with the exception of the inventory valuation method. Quanex measures its inventory at the
segment level on a FIFO basis, however at the consolidated Quanex level, the majority of the inventory is
measured on a LIFQ basis. See Note 8 to the financial statements for more information. The Company accounts
for intersegment sales and transfers as though the sales or transfers were to third parties, that is, at current market
prices.
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For the years ended October 31, 2002, 2001 and 2000, no one customer represented 10% or more of the
consolidated net sales of the Company.
For the Years Ended October 31,
2002 2001 2000
($ in thousands)

Net Sales

Vehicular Products® . . ... e $459,531 $439,307 $444,124

Building Products@®®) 534,856 485,046 502,562

Corporate and Other™ .. .. . . ... ... . . . e — — 17,832
Consolidated . . .. ... e $994,387 $924,353 $964,518

Operating Income (Loss):

Vehicular Products® D . . . . e $ 57,606 $ 47,466 $ (8,052)

Building Products™O® 37,985 23,662 35,830

Corporate & Other®D® . . . (12,291)  (13,812)  (31,740)
Consolidated . .. ... .ottt $ 83300 $ 57,316 § (3,962)

Depreciation amd Amortization:

Vehicular Products® . ... ... . . e $ 27,849 § 25905 $ 28,769

Building Products®®® 15,492 17,061 16,408

Corporate & Other) . .. ... .. . . 646 944 3,268
Consolidated . .. ... ... e $ 43,987 §$ 43910 $ 48,445

Capital Expenditures:®

Vehicular Products® . .. ... . $ 22931 § 47234 $ 31,196

Building Products®®® 11,464 8,241 8,295

‘ Corporate & Other™ ... .. . . . . 118 165 2,864

Consolidated . . ... ... e $ 34513 $ 55,640 $ 42,355

Identifiable Assets:

Vehicular Products®® . . ... $363,559 $362,442 $321,204

Building Products®®®) 283,475 269,387 291,164

Corporate & Other) . .. ... . . . . . . 42,106 65,802 33,491
Consolidated . . ...... i e e $689,140 $697,631 $645,859

Goodwill, Net

Vehicular Products . ... .. 0 $ 13,496 § 13,496

Building Products . ... ... o e 52,940 45,730

$ 66,436 $ 59,226

(1) Included in “Corpdrate and Other” are intersegment eliminations, corporate expenses and Piper Impact Europe’s results until its sale in
fiscal 2000.

(2) Includes capitalized interest.
(3) Fiscal 2001 results include Temroc operations since the acquisition date of November 30, 2000. See Note 2 to the financial statements.

(4) Fiscal 2000 results include Nichols Aluminum-~Golden operations since the acquisition date of January 25, 2000. See Note 2 to the
financial statements.

(5) Fiscal 2000 results include IMPERIAL PRODUCTS operations since the acquisition date of April 3, 2000. See Note 2 to the financial
statements.

(6) Fiscal 2000 results include the $14.3 million pretax loss on the sale of Piper Impact Europe. See Note 3 to the financial statements.
(7) Fiscal 2000 results include the $56.3 million pretax asset impairment charge on Piper Impact. See Note 4 to the financial statements.

(8) Fiscal 2002 results include COLONIAL CRAFT operations since the acquisition date of February 12, 2002. See Note 2 to the financial
statements.
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Net Sales by Product Information

Years Ended October 3%,
2002 2001 2080
($ In thousands)

Net Sales

Engineered Steel Bars . . ... .. .. . $365,393  $330,692 $355,540

Aluminum Mill Sheet Products ... ... .. e 383,864 361,660 395,697

Window and Door COmMPONENtS . . ..ottt iae e ettt ieean e ey 150,992 123,386 106,865

Extruded and Fabricated Products . ... ........... ... 94,138 108,615 106,416
Total . ...... e e e e e e e $994,387 $924,353 $964,518

Geographic Information

Years Ended October 31,
2802 2601 2080
($ In thousands)

Net Sales(®

United States . ..o vttt e e e $930,734 $870,163 $895,702
MEXICO . v v vttt e et e 19,242 16,148 24,336 -
Canada. . .. e e e 32,797 26,176 18,712
ASIAN COUMITIES . & v v v v it e et et et et et et et e e 7,882 7,128 4,415
EUropean CoUNIIies . . . . .o v vt it ittt e et it e e e 3,533 4,315 20,423
Other foreign countries . ... ... ..o e 199 423 930
TOtAl . o ot e $994,387 $924,353 $964,518 .

Years Ended October 31,
2002 2001 20990
($ in thousands)

Net Sales®
United States . ... oot e e e $994,387 $924,353  $946,686
The Netherlands . . . .. ... . i i i i e e i e e — — 17,832

$994,387 $924,353 $964,518

Years Ended October 31,
2602 2801 28090
($ In thousands)

Operating Income (Loss)®
UnIted STATES . o« o v vttt e e et e e e e $83,300 $57,316 $12,754®
The Netherlands .. ...ttt e e — —  (16,716)®

$83,300 $57,316 $(3,962)

All identifiable assets are located in the United States.

(1) Net Sales are attributed to countries based on location of customer.

(2) Net sales are attributed to countries based on location of operations.

(3) Including the asset impairment charge of $56.3 million in FY 2000. See Note 4.
(4) Operating income (loss) is attributed to countries based on location of operations.

(5) Including the loss on sale of Piper Impact Europe. See Note 3.
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15, Preferred Stock Purchase Rights

The Company declared a dividend in 1986 of one Preferred Stock Purchase Right (a “Right”) on each
outstanding share of its common stock. This action was intended to assure that all shareholders would receive fair
treatment in the event of a proposed takeover of the Company. On April 26, 1989, the Company amended the
Rights to provide for additional protection to shareholders and to provide the Board of Directors of the Company
with needed flexibility in responding to abusive takeover tactics. On April 15, 1999, the Second Amended and
Restated Rights Agreement went into effect. Each Right, when exercisable, entitles the holder to purchase
1/100th of a share of the Company’s Series A Junior Participating Preferred Stock at an exercise price of $90.
Each 1/16G0th of a share of Series A Junior Participating Preferred Stock will be entitled to a dividend equal to the
greater of $.01 or the dividend declared on each share of common stock, and will be entitled to 1/100th of a vote,
voting together with the shares of common stock. The Rights will be exercisable only if, without the Company’s
prior consent, a person or group of persons acquires or announces the intention to acquire 20% or more of the
Company’s common stock. If the Company is acquired through a merger or other business combination
transaction, each Right will entitle the holder to purchase $120 worth of the surviving company’s common stock
for $90. Additionally, if someone acquires 20% or more of the Company’s common stock, each Right, not owned
by the 20% or greater shareholder, would permit the holder to purchase $120 worth of the Company’s common
stock for $90. The Righis are redeemable, at the option of the Company, at $.02 per Right at any time until ten
days after someone acquires 20% or more of the common stock. The Rights expire April 15, 2009.

As a result of the Rights distribution, 150,000 of the 1,000,000 shares of authorized Preferred Stock were
reserved for issuance as Series A Junior Participating Preferred Stock.

16. Stock Repurchase Program and Treasury Stock

In December 1999, Quanex announced that its Board of Directors approved a program to repurchase up to
2 million shares of the Company’s common stock in the open market or in privately negotiated transactions.
During the fiscal year ended October 31, 2000, the Company repurchased 834,300 shares at a cost of
$17.2 million. During the fiscal year ended October 31, 2001, the Company repurchased 119,000 shares at a cost
of $2.2 million. The Company retired 156,700 of these shares purchased at a cost of approximately $3.8 million.
No shares were purchased during fiscal 2002 and the stock purchase program was suspended.

For shares purchased by the Company and retired: 1} Common stock is charged for the par value of the
shares, 2) additional paid-in capital is charged for the pro-rata portion associated with those shares and
3) retained earnings is charged for the remainder of the cost of the retired shares. For the shares purchased and
retired in the year ended October 31, 2000, the equity was reduced as shown below:

Common Additional Retained

Repurchase Cost Stock Paid-in Capital Earnings
(In thousands)

$3,785 $78 $1,222 : $2,485

The Company accounted for the remaining shares purchased as treasury stock. The cost of such shares of
$12.7 million at October 31, 2001 was reflected as a reduction of stockholders’ equity in the balance sheet.

During the twelve months ended Gctober 31, 2002, the Company issued 1,166,250 shares for stock option
exercises (See Note 17). The balance of the shares held in treasury stock was used for the exercise of some of
these options and therefore as of October 31, 2002, there were no treasury shares.

On December 5, 2002, the Board of Directors again approved a program to purchase up to a total of one
1 million shares (6%) of its common stock in the open market or in privately negotiated transactions. The
Company indicated that it would be active in the buyback program during the first fiscal quarter 2003.
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17. Restricted Steck and Steck Option Plans
Key Employee Plans:

The Company has restricted stock and stock option plans which provide for the granting of common shares
or stock options to key employees. Under the Company’s restricted stock plan, common stock may be awarded to
key employees. The recipient is entitled 1o all of the rights of a shareholder, except that during the forfeiture
period the shares are nontransferable. The awards vest over a specified time period. Upon issuance of stock under
the plan, unearned compensation equal to the market value at the date of grant is charged to stockholders’ equity
and subsequently amortized to expense over the restricted period. There were 0, 44,000, and 22,750 restricted
shares granted in 2002, 2001 and 2000, respectively. The amount charged to compensation expense in 2002, 2001
and 2000 was $479,000, $368,000 and $57,000, respectively, relating to restricted stocks granted in 2001, 2000 and
1999.

Under the Company’s option plans, options are granted at prices determined by the Board of Directors
which may not be less than the fair market value of the shares at the time the options are granted. Unless
otherwise provided by the Board at the time of grant, options become exercisable in 334% increments maturing
cumulatively on each of the first through third anniversaries of the date of grant and must be exercised no later
than ten years from the date of grant. There were 391,597, 388,145, and 650,194 shares available for granting of
options at Gctober 31, 2002, 2001, and 2000, respectively. The exercise price for the outstanding options as of
Cctober 31, 2002 range from $18.19 to $36.00 per share.

Stock option transactions for the three years ended October 31, 2002, were as follows:

Shares Shares Under  Average Price
Exercisable Option Per Share
Balance at October 31, 1999 . .. .. ... . . e 966,391 1,421,271 23
GIANLEA . .o vv vt e e e e e 244,250 18
Exercised. .. . (3,000) 9
Cancelled .. ... . e e (40,418) 26
Balance at October 31,2000 .. ...... .. .. . . . . . . 1,139,546 1,622,103 22
Granted ... ... 382,000 24
Exercised. ... ... .. (70,048 20
Cancelled/Lapsed . . . ....... .. . . i i (23,751) 21
Balance at October 31, 2001 . . ... ... . . 1,291,129 1,910,304 23
Granted . ...... ... .. 15,000 36
Exercised. . . ... o e (1,085,259) 23
Cancelled/Lapsed . . . ... ... it e (18,452) 22
Balance at October 31, 2002 . . ...ttt 489,366 821,602 $23

In December 2002, subsequent to the fiscal year ended October 31, 2002, the Company granted 240,500
options to certain officers and employees at an exercise price of $32 per share.
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Non-Employee Director Fians:

The Company has various nen-employee Director plans, which are described below:

1987 Non-Employee Directors Plan

The Company’s 1987 Non-employee Directors stock option plan provides for the granting of stock options to
non-employee Directors to purchase up to an aggregate amount of 100,000 shares of common stock. The plan
provides that each non-employee Director and each future non-employee Director, as of the first anniversary of
the date of his/her election as a Director of the Company, will be granted an option to purchase 10,000 shares of
common stock at a price per share of common stock equal to the fair market value of the common stock as of the
date of the grant. During 1998, the Board of Directors passed a resolution, which reduced the number of options
to be granted from 10,000 to 6,000.

Options become exercisable in 33%% increments maturing cumulatively on each of the first through third
anniversaries of the date of the grant and must be exercised no later than 10 years from the date of grant. No
options may be granted under the plan after June 22, 1997. There were no shares available for granting of options
at October 31, 2002, 2001, or 2000. The exercise price of the all of the shares outstanding as of October 31, 2002
was $19.88. Stock option transactions for the three years ended October 31, 2002, were as follows:

Shares Average
Shares Under Price

Exercisable Option Per Share
Balance at October 31, 1999 . . .. ... . e 20,000 20,000 20
Granted . .. e e — —
Exercised . . . o e e e — —_
Cancelled . ... e e e — —_
Balance at October 31,2000 . ... .. ... . . . e e 20,000 20,000 20
Granted . ... e e — —
Exercised . . .o e e e — —
Cancelled . ... e — _
Balance at October 31, 2001 . ... ... . . e 20,000 20,000 20
Granted . ..ot e e — —
(5 (o4 1=« O (15,000) 20
Cancelled . ... e — —
Balance at October 31, 2002 . ... . i i e 5,000 5,000 $20

1989 Non-Employee Directors Plan

The Company’s 1989 Non-employee Directors stock option plan provides for the granting of stock options to
non-employee Directors to purchase up to an aggregate of 210,000 shares of common stock. Each non-employee
Director as of December 6, 1989 was granted an option to purchase 3,000 shares of common stock at a price per
share of common stock equal to the fair market value of the common stock as of the date of grant. Also, each
non-employee Director who is a director of the Company on any subsequent October 31, while the plan is in
effect and shares are available for the granting of options hereunder, shall be granted on such Cctober 31, an
option to purchase 3,000 shares of common stock at a price equal to the fair market value of the common stock as
of such October 31. During 1998, the Board of Directors passed a resolution, which decreased the number of
options to be granted annually as prescribed above from 3,000 to 2,000. Options become exercisable at any time
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commencing six months after the grant and must be exercised no later than 10 years from the date of grant. No
option may be granted under the plan after December 5, 1999. There were no shares available for granting of
options at October 31, 2002, 2001 or 2000. The exercise price of the options outstanding as of October 31, 2002
ranged from $16.88 to $28.50. Stock option transactions for the three years ended October 31, 2002, were as
follows:

Shares Average
Shares Under Price

Exercisable Option Per Share
Balance at October 31, 1999 . .. . .. ... . .. . e 124,000 136,000 23
Granted . .. i e e e e e e — —
BXETCISEA .+ . vv ettt et e (1,000) 17
Cancelled .. ... 0 i e e e e —_ —
Balance at October 31, 2000 . ... .. ... e 135,000 135,000 23
GIanted ... .ttt — —
EXercised ...\ e e (14,000) 20
Cancelled .. ... .. .. e (6,000} 22
Balance at October 31, 200L . ... .. . e 115,000 115,000 24
GIanted .o vttt — —
BXerCised . .. (51,600) 23
Cancelled . ... ... e (3,000) 9
Balance at October 31, 2002 ... ... . . . e 61,000 61,000 $25

1997 Non-Employee Directors Plan

The Company’s 1997 Non-Employee Directors stock option plan provides for the granting of stock options to
non-employee Directors to purchase up to an aggregate of 400,000 shares of common stock. There are two types
of grants under this plan which are described below:

Automatic Annual Granis

While this plan is in effect and shares are available for the granting of options hereunder, each non-employee
Director who is a director of the Company on October 31 and who has not received options under the 1989
Non-Employee Director plan shall be granted on such Cctober 31, an option to purchase such number of shares
of common stock as is determined by the Board of Directors at a price equal to the fair market value of the
common stock as of such October 31. These options are exercisable in full immediately upon the date of grant.

New Director Grants

While this plan is in effect and shares are available for the granting of options hereunder, there shall be
granted to each non-employee Director who was not granted an option under the 1987 Non-Employee Director
Stock Option Plan as of the date upon which such director shall have continuously served as a director of the
Company for a period of one year an option to purchase such number of Quanex Corporation shares of stock as is
determined by the Board of Directors. These Plan options become exercisable in 33%% increments maturing
cumulatively on each of the first through third anniversaries of the date of the grant and must be exercised no
later than 10 years from the date of grant.
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There were 332,000, 350,000 and 364,000 shares available for granting of options at October 31, 2002, 2001
and 2000, respectively. The exercise price of the options outstanding as of October 31, 2002 ranged from $18.25 to
$35.85. Stock option transactions for the three years ended October 31, 2002, were as follows:

Shares Average
Shares Under Price

Exercisable Option Per Share
Balance at October 31, 1999 . . . . ... . .. . ... 2,000 18,000 21
Granted . ... e e 18,000 20
Exercised . . . . e _— —
Cancelled . ... .. ... .. . — —
Balance at Cctober 31,2000 . ... ... . 25,333 36,000 21
Granted .. ...t e e e e 14,000 26
Exercised . . .ot e e e — —
Cancelled . ... e e — —
Balance at October 31, 2001 . ... .. . e 44,666 50,000 22
Granted ...t e e e 18,000 36
Exercised . . . ... oo (15,000} 21
Cancelled .. ... .. e e —_ —
Balance at October 31, 2002 . ... ... . . . e e 47,000 53,000 $27

Stock Based Compensation

In accordance with SFAS No. 123, “Accounting for Stock-Based Compensation”, the Company continues to
apply the rules for stock-based compensation contained in Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees” and discloses the required pro forma effect on net income and
earnings per share of the fair value based method of accounting for stock-based compensation as required by
SFAS No. 123.

The following pro forma summary of the Company’s consolidated results of operations have been prepared
as if the fair value based method of accounting for stock based compensation as required by SFAS No. 123 had
been applied:

Years Ended October 31,

2002 2001 2060
(In thousands)
Net income (loss) attributable to common stockholders . ... .............. $55,482  $29,194 $ (9,665)
SFAS No. 123 adjustment .. ... ... .oru ettt (1,407) (1,154)  (1,042)
Pro forma net income (loss) attributable to common stockholders .. ........ $54,075 $28,040 $(10,707)
Earnings (loss) per common share:
Basic @s rePOIted . . . . o vttt e e $ 374 § 218 § (0.70)
Basic pro fOrma. . . oo vt e $ 365 $§ 209 $ (0.78)
Diluted as reported . . . ... ot e $ 352 § 207 $ (0.70)
Diluted pro forma . . . ... .ottt e $ 343 § 200 $ (0.78)
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Fair value of the options was estimated at the date of grant using a Black-Scholes option pricing model with
the following weighted average assumptions.

2002 2691 2000
Risk-free Interest rate. . . . ...t it i e 358% 4.28% 5.75%
Dividend yield .. .. ... . 201% 3.10% 3.33%
Volatility factor . ... ... e 44.14% 42.87% 42.89%
Weighted average expected life . . . ...... ... .. . .. i 5 years 5 years 5 years

18. Fimancial Instruments and Risk Management

Effective November 1, 2000, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities”, as amended by SFAS No. 138, which requires the Company to measure ail derivatives at
fair value and to recognize them in the balance sheet as an asset or liability, depending on the Company’s rights or
obligations under the applicable derivative contract. If certain conditions are met, a derivative may be specifically
designated as (a) a hedge of the exposure to changes in the fair value of a recognized asset or liability or an
unrecognized firm commitment, (b) a hedge of the exposure to variable cash fiows of a forecasted transaction, or
(c) a hedge of the foreign currency exposure of a net investment in a foreign operation, an unrecognized firm
commitment, an. available-for-sale security, or a foreign-currency-denominated forecasted transaction. The
accounting for changes in the fair vailue of a derivative depends on the intended use of the derivative and the
resulting designation.

Metal Exchange Forward Contracts

The Company’s aluminum mill sheet products segment, Nichols Aluminum, uses various grades of aluminum
scrap as well as prime aluminum ingot as a raw material for its manufacturing process. The price of this aluminum
raw material is subject to fluctuations due to many factors in the aluminum market. In the normal course of
business, Nichols Aluminum enters into firm price sales commitments with its customers. In an effort to reduce
the risk of fluctuating raw material prices, the Company enters into firm price raw material purchase
commitments (which are designated as “normal purchases” under SFAS No. 133) as well as forward contracts on
the London Metal Exchange (“LME”). The Company’s risk management policy as it relates to these LME
contracts is to enter into contracts to cover the raw material needs of the Company’s committed sales orders, net
of fixed price purchase commitments.

With the use of firm price raw material purchase commitments and LME contracts, the Company aims to
protect the gross margins from the effects of changing prices of aluminum. To the extent that the raw material
costs factored intc the firm price sales commitments are matched with firm price raw material purchase
commitments, changes in aluminum prices should have no effect on the Company. Where firm price sales
commitments are matched with LME contracts, the Company is subject to the ineffectiveness of LME contracts
to perfectly hedge raw material prices.

The Company grouped LME contracts into two types: customer specific and non-customer specific. The
customer specific contracts have been designated as cash flow hedges of forecasted aluminum raw material
purchases in accordance with SFAS No. 133. The non-customer specific LME contracts that were used to manage
or balance the raw material needs were designated as hedges and, therefore, did not receive hedge accounting
under SFAS No. 133. Both types of contracts were measured at fair market value on the balance sheet.

Accounting before adoption of SFAS No. 133: As the Company did not adopt SFAS No. 133 until
November 1, 2000, hedging gains and losses were included in “Cost of sales” in the income statement
concurrently with the related sales of inventory.
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Accounting after adoption of SFAS No. 133:  On November 1, 2000, when the Company adopted SFAS 133, it
recorded a derivative liability of $372 thousand representing the fair value of these contracts as of that date. A
corresponding amount, net of taxes of $145 thousand, was recorded to other comprehensive income.

At October 31, 2002, the Company had no open LME forward contracts and therefore no asset or liability
associated with metal exchange derivatives. During the year ended October 31, 2002, Nichols Aluminum used
more firm price raw material purchase commitments instead of LME forward contracts to lock in raw material
prices. At October 31, 2001, open LME contracts covered notional volumes of 45,415,185 pounds and had a fair
value net loss of approximately $1.8 million, which is recorded as part of other current and non-current assets and
liabilities in the financial statements.

The effective portion of the gains and losses related to the customer specific forward LME contracts
designated as hedges are reported in other comprehensive income. These gains and losses are reclassified into
earnings in the periods in which the related inventory is sold. As of October 31, 2002, losses of approximately
$428 thousand ($261 thousand net of taxes) are expected to be reclassified from other comprehensive income into
earnings over the next twelve months. Gains and losses on these customer specific hedge contracts, including
amounts related to hedge ineffectiveness, are reflected in “Cost of sales” in the income statement. For the year
ended October 31, 2002 and 2001, a net gain of $136 thousand and a net loss of $283 thousand, respectively, was
recognized in “Cost of sales” representing the amount of the hedges’ ineffectiveness. (No components of these
gains and losses were excluded from the assessment of hedge effectiveness. Additionally, no hedge contracts were
discontinued due to the determination that the original forecasted transaction would not occur. Therefore, there
was no income statement impact related to that action.)

The entire amount of gains and losses of the non-customer specific forward LME contracts not designated as
hedges were reflected in “Cost of sales” in the income statement in the period in which they occurred. These
gains and losses included the changes in fair market value during the period for all open and closed contracts.

Interest Rate Swap Agreements

In fiscal 1996, the Company entered into interest rate swap agreements, which effectively converted
$100 million of its variable rate debt under the Bank Agreement Revolver to fixed rate. The Company’s risk
management policy related to these swap agreements is to hedge the exposure to interest rate movements on a
portion of its long-term debt. Under the swap agreements, payments are made based on a fixed rate ($50 million
at 7.025% and $50 million at 6.755%) and received on a LIBOR based variable rate (1.82% at October 31, 2002).
Differentials to be paid or received under the agreements are recognized as interest expense. The agreements
mature in 2003. The Company has designated the interest rate swap agreements as cash flow hedges of future
interest payments on its variable rate debt under the Bank Agreement Revolver.

Accounting before adoption of SFAS No. 133: Prior to the adoption of SFAS No. 133 on November 1, 2000,
hedging gains and losses were included in “Interest Expense” in the income statement based on the quarterly
swap seftlement.

Accounting after adoption of SFAS No. 133: On November 1, 2000, the Company recorded a derivative
liability of $918 thousand, representing the fair value of the swaps as of that date. A corresponding amount, net of
income taxes of $358 thousand, was recorded to other comprehensive income.

The fair value of the swaps as of October 31, 2002 and 2001 was a loss of $4.0 million and $7.3 million,
respectively, which is recorded as part of other current liabilities. Gains and losses related to the swap agreements
will be reclassified into earnings in the periods in which the related hedged interest payments are made. As of
October 31, 2002, losses of approximately $257 thousand ($156 thousand net of taxes) are expected to be
reclassified into earnings over the next twelve months, Gains and losses on these agreements, including amounts
recorded related to hedge ineffectiveness, are reflected in “Interest expense” in the income statement. A net loss
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of $386 thousand and $730 thousand, respectively, was recorded in interest expense in the year ended Gctober 31,
2002 and 2001, respectively, representing the amount of the hedge’s ineffectiveness. (No components of the swap
instruments’ losses were excluded from the assessment of hedge effectiveness.)

Discontinuance of cash flow hedge: Based on future cash flow projections that were prepared during the
second fiscal quarter period ended April 30, 2002, it was determined that it was probable that the Company would
pay down its variable rate debt under the Bank Agreement Revolver to approximately $65 million by the end of
this fiscal year. Based on these projections, a porticn of the future projected cash flow being hedged (interest
payments) would not occur. Therefore, during the period ended April 30, 2002, the Company discontinued hedge
accounting under SFAS 133 for $35 million of the interest swap agreement and reclassified the related portion of
other comprehensive income, 2 loss of $1.3 million to interest expense. Additionally, during the fourth fiscal
quarter ended October 31, 2002, the timing of the finalization of the new bank agreement was determined. Since
the swaps were designated as hedges of interest payments under the old Bank Agreement Revolver, which
terminated upon completion of the new Bank Agreement Revolver, the swap no longer gualified as a hedge, as
those forecasted transactions will not occur (future interest payments). As a result, the Company discontinued
hedge accounting under SFAS 133 on the swaps after the projected new bank agreement date and reclassified the
related portion of other comprehensive income, a loss of $2.1 million to interest expense. The Company however
has not terminated or closed any of the $100 million swap agreement and therefore the entire swap agreement’s
fair market value is reflected on the balance sheet as indicated in the previcus paragraph. Any change in the fair
market value, in fiscal 2003, will be recorded in interest expense.

If the floating rates were to change by 10% from October 31, 2002 levels, the fair market value of these swaps
would change by approximately $79 thousand. In terms of the impact on cash flow to the Company, as floating
interest rates decline, the market value of the swap agreement rises, thus increasing the quarterly cash settlement
of the swaps paid by the Company. However, the interest paid on the floating rate debt balance decreases. The
inverse situation occurs with rising interest rates.

Foreign Currency Contracts

In December 1997, the Company entered into a zero-cost range forward (foreign cuirency swap) agreement
on a notional value of 30 million Guilders with a major financial institution to hedge its initial equity investment
in its Netherlands subsidiary, Piper Impact Europe. This agreement limited the Company’s exposure to large
fluctuations in the US Dollar/Dutch Guilder exchange rate. Under the terms of the agreement, Quanex had the
option to let the agreement expire at no cost if the exchange rate remained within an established range on the
expiration date of October 25, 2000. At October 31, 1999, the Company booked a $378 thousand gain to the
stockholders’ equity cumulative foreign currency translation adjustment. During the third quarter ended July 31,
2000, the Company sold the Piper Impact Europe subsidiary. As such, this range forward agreement was closed,
realizing a gain of approximately $1.7 million. This gain was offset against the loss on the sale of Piper Impact
Europe as the investment in Piper Impact Europe was the underlying hedged item.

See the Statement of Stockholder’s Equity for components of comprehensive income and the disclosure of
accumulated other comprehensive income related to hedging transactions.

Other Financial A;ssezs and Liabilities

The fair values of the Company’s financial assets approximate the carrying values reported on the
consolidated balance sheet. The fair value and carrying value of long-term debt was $75.6 million and
$220.0 million, as of Octcber 31, 2002 and 2001, respectively. The fair value of long-term debt was based on the
quoted market price, recent transactions, or based on rates available to the Company for instruments with similar
terms and maturities.
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19. Leases

Quanex has operating leases for certain real estate and equipment. Rental expense for the years ended
October 31, 2002, 2001 and 2000 was $2.2 million, $2.1 million and $2.1 million, respectively.

Future minimum payments as of October 31, 2002, by year and in the aggregate under operating leases
having non-cancelable lease terms in excess of one year were as follows (in thousands):

Operating
Leases
2003 L e e e e e $2,428
2004 . e e e $1,521
2005 . e e $1,243
2006 . e $1,110
2007 e e e $1,052
Thereafter ... ..o e e w
dotal . . e $8,552

2¢. Contingencies

Quanex is subject to loss contingencies arising from federal, state, and local environmental laws.
Environmental expenditures are expensed or capitalized depending on their future economic benefit. The
Company accrues its best estimates of its remediation obligations and adjusts such accruals as further information
and circumstances develop. Those estimates may change substantially depending on information about the nature
and extent of contamination, appropriate remediation technologies, and regulatory approvals. Costs of future
expenditures for environmental remediation are not discounted to their present value. When environmental laws
might be deemed to impose joint and several liability for the costs of responding to contamination, the Company
accrues its allocable share of liability taking into account the number of companies participating, their ability to
pay their shares, the volumes and nature of the wastes involved, the nature of anticipated response actions, and
the nature of the Company’s alleged connections. It is management’s opinion that the Company has established
appropriate reserves for environmental remediation obligations at various of its plant sites and disposal facilities.
Those amounts are not expected to have a material adverse effect on the Company’s financial condition. Total
remediation reserves, at October 31, 2002, were approximately $17 million. These reserves include, without
limitation, the Company’s best estimate of liabilities related to costs for further investigations, envircnmental
remediation, and corrective actions related to the acquisition of Piper Impact, the acquisiticn of Nichols
Aluminum Alabama and the Company’s former Tubing Operations. Actual cleanup costs at the Company’s
current plant sites, former plants, and disposal facilities could be more or less than the amounts accrued for
remediation obligations. Because of uncertainties as to the extent of environmental impact and concurrence of
governmental authorities, it is not possible at this point to reasonably estimate the amount of any obligation for
remediation in excess of current accruals that would be material to Quanex’s financial statements because of
uncertainties as to the extent of environmental impact and concurrence of governmental authorities.

During the second quarter of fiscal 2001, some of Nichols Aluminum Casting’s aluminum reroll product was
damaged in a fire at a third-party offsite warehouse storage facility. The loss was covered under the Company’s
property insurance policy. As of October 31, 2001, only the Company’s cost in the material had been recovered.
The Company also filed a claim under the business interruption provisions of the policy to recover additional
costs, as well as lost profit sustained due to the fire. The Company received $858 thousand in the first fiscal
quarter ended January 31, 2002 and a final settiement of $1.6 million in the third fiscal quarter ended July 31,
2002 against the business interruption claim. These proceeds were recorded as a reduction of cost of sales.
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QUANEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) .

From time to time, the Company and its subsidiaries are involved in various litigation matters arising in the
ordinary course of their business. Although the ultimate resolution and impact of such litigation on the Company
is not presently determinable, the Company’s management believes that the eventual outcome of such litigation
will not have a material adverse effect on the overall financial condition or restlts of operations of the Company.
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QUANEX CORPORATION
SUPPLEMENTARY FINANCIAL DATA
Quarterly Results of Operations (Unaudited)
The following sets forth the selected quarterly information for the years ended October 31, 2002 and 2001.

First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands except per share amounts)
2002:
Netsales . ... 0 e e $204,243  $249,500 $266,891 $273,753
Gross profit . . ... .. e 22,305 34,123 39,493 43,289
Netincome ......... ... . .. i, 5,460 10,632 24,337 15,053
Earnings per share:
Basic earnings pershare .. ........ ... .. . i 0.41 0.77 1.56 0.92
Diluted earnings pershare . . ... ... vt $ 039 $ 070 $ 142 § 097
2001:
Net Ssales ..ot e e $199,942  $220,257 $248,121 $256,033
Gross profit . ... .. 20,845 23,762 32,761 37,958
NetinCOME . .. ...ttt e et 4,057 4,289 9,608 11,240
Earnings per share:
Basicnetearnings . .......... i 0.30 0.32 0.72 0.84
Diluted net earnings . .. ...... ...t $ 030 $ 032 $§ 067 $ 077
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Balance at Charged to Balance at
Beginning Costs & End
Description of Year Expenses Write-offs Other of Year

(In thousands)
Allowance for doubtful accounts:

Vear ended October 31,2002........... $ 8,953 $1,113 $(3,227) $§ 38 $ 6877
Year ended October 31,2001 ........... $11,240 $ 868 $(3,213) $ 58 $ 8,953
Year ended Gctober 31,2000. . ......... $12,154 $ 738 $(1,284)  $(368)  $11,240
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Quarteriy Financial Results

(from continuing operations)

Net Sales (millions)

JUly o e

July )
OCtObET ) L e e

JamUATY . . e

2602 2001 20060
20424 199.94  205.90
24950 22026  251.05
266.89 24812  262.65
27376 25603 24492
99439 92435  964.52
2231 2085 2224
3412 2376 3057
3949 3276  19.60
4329 3796  (19.51)
13921 11533 52.90
546 405 4.18
1063 429 938
2434 961 0.71
1505 1124  (23.94)
5548 2919  (9.67)
41 30 29
77 32 68
1.56 72 05
92 8 (178)
374 218 (0.70)
16 16 16
16 16 16
16 16 16
16 16 16
64 64 .64
29.64 21 26.5625
2571 16375 19.0625
3835 21.15 23.6875
2863 1735  16.125
4419 2755 18.625
3101 2070 14375
4055 2748 20.6875
3318 2075 17.0625

(1) Fiscal 2000 third'quarter income from continuing operations includes an after-tax loss of $9.3 million on the sale of Piper Impact Europe.

(2) Fiscal 2000 fourth quarter loss from continuing operations includes an after-tax asset impairment charge of $36.6 million or $2.67 per

share.

(3) Fiscal 2002 third quarter income from continuing operations includes a retired executive life insurance benefit of $9.0 million.
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Item 9. Disagreements on Accounting and Financial Disclosure

None

PART TIE
Item 10. Directors and Executive Officers of the Regisirant

Pursuant to General Instruction G(3) to Form 10-K, information on directors and executive cfficers of the
Registrant is incorporated herein by reference from the Registrant’s Definitive Proxy Statement to be filed
pursuant to Regulation 14A within 120 days after the close of the fiscal year ended October 31, 2002.

Item 1. Executive Compensation

Pursuant to General Instruction G(3) to Form 10-K, information on executive compensation is incorporated
herein by reference from the Registrant’s Definitive Proxy Statement toc be filed pursuant to Regulation 14A
within 120 days after the close of the fiscal year ended October 31, 2002.

item 12. Security Ownership of Certain Beneficial Owners and Management

Pursuant to General Instruction G(3) to Form 10-K, information on security ownership of certain beneficial
owners and management is incorporated herein by reference from the Registrant’s Definitive Proxy Statement to
be filed pursuant to Regulation 14A within 120 days after the close of the fiscal year ended October 31, 2002.

Item 13. Certain Relationskips and Related Transactions

Pursuant to General Instruction G(3) to Form 10-K, information on certain relationships and related
transactions is incorporated herein by reference from the Registrant’s Definitive Proxy Statement to be filed
pursuant to Regulation 14A within 120 days after the close of the fiscal year ended October 31, 2002.

Item 14. Conirols and Procedures

We have established disclosure controls and procedures to ensure that material information relating to the
Company, including its consolidated subsidiaries, is made known to the officers who certify the Company’s
financial reports and to other members of senior management and the Board of Directors.

Based on their evaluation as of a date within 90 days of the filing date of this Annual Report on Form 10-K,
the principal executive officer and principal financial officer of Quanex have concluded that the Company’s
disclosure controls and procedures (as defined in Rules 13a-14[c] and 15d-14[c] under the Securities Exchange
Act of 1934) are effective to ensure that the information required to be disclosed by the Company in reports that
it files or submits under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported
within the time periods specified in SEC rules and forms.

There were no significant changes in Quanex’s internal controls or in other factors that could significantly
affect those controls subsequent to the date of their most recent evaluation.



PART IV
Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K

Page
(a) 1. Financial Statements
Independent Auditors’ Report . ... ... 28
Consolidated Balance Sheet . . ... ... . . 30
Consolidated Statements of Income .. ... . . i 31
Consolidated Statements of Stockholders’ Equity . .. ....... ... ... ... . .. ... 32
Consolidated Statements of Cash Flow ... ... ... . . i 34
Notes to Consolidated Financial Statements .. ............... ... .. ... ... . ... .. 35
2. Financial Statement Schedule
Schedule II—Valuation and qualifying accounts . . . .......... ... . . i, 05
Schedules not listed or discussed above have been omitted as they are either inapplicable or the
required information has been given in the consolidated financial statements or the notes
thereto. :
3.0 Exhibits . .o e 69

68




Exhibit
Number

. 3.1

32

3.3

34

3.5

4.1

4.2

4.3

*4.4

110.1

110.2

110.3

Description of Exhibits

Restated Certificate of Incorporation of the Registrant dated as of November 10, 1995, filed as
Exhibit 3.1 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the fiscal
year ended October 31, 1995 and incorporated herein by reference.

Certificate of Amendment to Restated Certificate of Incorporation of the Registrant dated as of
February 27, 1997, filed as Exhibit 3.2 fiscal year ended October 31, 1999 and incorporated herein
by reference.

Amendment to Certificate of Designation, Preferences and Rights of Series A Junior Participating
Preferred Stock of the Registrant dated as of April 15, 1999, filed as Exhibit 3.3 of the Registrant’s
Annual Report on Form 10-K (Reg. No. 001-05725) for the fiscal year ended October 31, 1999 and
incorporated herein by reference.

Certificate of Correction of Amendment to Certificate of Designation, Preferences and Rights of
Series A Junior Participating Preferred Stock dated as of April 16, 1999, filed as Exhibit 3.4 of the
Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the fiscal year ended

October 31, 1999 and incorporated herein by reference.

Amended and Restated Bylaws of the Registrant, as amended through August 26, 1999 filed as
Exhibit 3 to the Registrant’s Quarterly Report on Form 10-Q (Reg. No. 001-05725) for the fiscal
quarter ended July 31, 1999, and incorporated herein by reference.

Form of Registrant’s Common Stock certificate, filed as Exhibit 4.1 of the Registrant’s Quarterly
Report on Form 10-Q (Reg. No. 001-05725) for the quarter ended April 30, 1987, and incorporated
herein by reference.

Second Amended and Restated Rights agreement dated as of April 15, 1999, between the
Registrant and American Stock Transfer & Trust Co. as Rights Agent, filed as Exhibit 4.1 to the
Registrant’s Current Report on Form 8-K (Reg. No. 001-05725) dated April 15, 1999, and
mcorporated herein by reference.

Form of Indenture relating to the Registrant’s 6.88% Convertible Subordinated Exhibit Debentures
due 2007 between the Registrant and Chemical Bank, as Trustee, filed as 19.2 to the Registrant’s -
Quarterly Report an Form 10-C (Reg. No. 001-05725) for the quarter ended April 30, 1992, and
incorporated herein by reference.

Revolving Credit Agreement dated as of November 26, 2002, by and among Quanex Corporation,
the financial institutions from time to time signatory thereto and Comerica Bank, as agent for the
banks. Certain schedules and exhibits to this Revolving Credit Agreement have not been filed with
this exhibit. The Company agrees to furnish supplementally any omitted schedule or exhibit to the
SEC upon request.

Quanex Corporation 1988 Stock Option Plan, as amended, and form of Stock Option year
Agreement filed as Exhibit 10.4 to the Registrant’s annual Report on Form 10-K for the year
ended October 31, 1988, together with the amendment filed as Exhibit 10.17 of the Registrant’s
Quarterly Report on Form 10-Q (Reg. No. 001-05725) for the quarter ended January 31, 1995, and
incorporated herein by reference.

Amendment to the Quanex Corporation 1988 Stock Option Plan, dated as of December 1997, filed
as Exhibit 10.2 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the fiscal
year ended October 31, 1999 and incorporated herein by reference.

Amendment to the Quanex Corporation 1988 Stock Option Plan, dated as of December 9, 1999,
filed as Exhibit 10.3 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the
fiscal year ended October 31, 1999 and incorporated herein by reference.
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Exhibit
Number

T10.4

+10.5

110.6

+10.7

+10.8

+10.9

110.10

110.11

110.12

+10.13

110.14

+10.15

110.16

Description of Exhibits

Quanex Corporation Deferred Compensation Plan, as amended and restated, dated September 29, 6
1999, filed as Exhibit 10.4 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725)
for the fiscal year ended October 31, 1999 and incorporated herein by reference.

First Amendment tc Quanex Corporation Deferred Compensation Plan, dated December 7, 1999,
filed as Exhibit 10.5 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725} for the
fiscal year ended October 31, 1999 and incorporated herein by reference.

Quanex Corporation Executive Incentive Compensation Plan, as amended and restated, dated
October 12, 1995, filed as Exhibit 10.8 of the Registrant’s Annual Report on Form 10-K
(Reg. No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by
reference.

Quanex Corporation Supplemental Benefit Plan, as amended and restated effective June 1, 1999,
filed as Exhibit 10.9 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the
fiscal year ended October 31, 1999 and incorporated herein by reference

Form of Change in Control Agreement, between the Registrant and each executive officer of the
Registrant, filed as Exhibit 10.10 of the Registrant’s Annual Report on Form 10-K (Reg. No.
001-05725) for the fiscal year ended Gctober 31, 1999 and incorporated herein by reference.

Quanex Corporation 1987 Non-Employee Director Stock Option Plan, as amended, and the related
form of Stock Option Agreement, filed as Exhibit 10.14 of the Registrant’s Annual Report on
Form 10-K (Reg. No. 001-05725) for the year ended October 31, 1988, together with the
amendment filed as Exhibit 10.14 of the Registrant’s Quarterly Report on Form 10-Q (Reg. No.
001-05725) for the quarter ended January 31, 1995, and incorporated herein by reference.

Amendment to the Quanex Corporation 1987 Non-Employee Director Stock Option Plan, dated
December 1997, filed as Exhibit 10.13 of the Registrant’s Annual Report on Form 10-K (Reg.
No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference. e

Amendment to the Quanex Corporation 1987 Non-Employee Director Stock Option Plan, dated
December 9, 1999, filed as Exhibit 10.14 of the Registrant’s Annual Report on Form 10-K (Reg.
No. $01-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference.

Quanex Corporation 1989 Non-Employee Director Stock Option Plan, as amended, filed as
Exhibit 4.4 of the Registrant’s Form S-8, Registration No. 33-35128, together with the amendment
filed as Exhibit 10.15 of the Registrant’s Quarterly Report on Form 10-Q (Reg. No. 001-05725) for
the quarter ended January 31, 1995, and incorporated herein by reference.

Amendment to the Quanex Corporation 1989 Non-Employee Director Stock Option Plan, dated
December 1997, filed as Exhibit 10.16 of the Registrant’s Annual Report on Form 10-K (Reg.
No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference.

Amendment to the Quanex Corporation 1989 Non-Employee Director Stock Option Plan, dated
December 9, 1999, filed as Exhibit 10.17 of the Registrant’s Annual Report on Form 10-K (Reg. )
No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference. -

Quanex Corporation Empioyee Stock Option and Restricted Stock Plan, as amended, filed as
Exhibit 10.14 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the year
ended October 31, 1994, and incorporated herein by reference.

Amendment to the Quanex Corporation Employee Stock Option and Restricted Stock Plan, dated
December 1997, filed as Exhibit 10.19 of the Registrant’s Annual Report on Form 10-X (Reg.
No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference.
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Exhibit
Number

+10.17

+10.18

+10.19

+10.20

t10.21

+10.22

$10.23

110.24

+10.25

110.26

110.27

110.28

110.29

110.30

Description of Exhibits

Amendment to the Quanex Corporation Employee Stock Option and Restricted Stock Plan, dated
December 9, 1999, filed as Exhibit 10.20 of the Registrant’s Annual Report on Form 10-K (Reg.
No. 001-05725) for the fiscal year ended October 31, 1995 and incorporated herein by reference.

Amendment to the Quanex Corporation Employee Stock Option and Restricted Stock Plan,
effective July 1, 2600 filed as Exhibit 10.18 of the Registrant’s Annual Report on Form 10-K (Reg.
No. 001-05725) for the fiscal year ended October 31, 2000 and incorporated herein by reference.

Retirement Agreement dated as of September 1, 1992, between the Registrant and Carl E. Pfeiffer,

filed as Exhibit 10.20 to the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for

the year ended October 31, 1992, and incorporated herein by reference.

Stock Option Agreement dated as of October 1, 1992, between the Registrant and Carl E. Pfeiffer,
filed as Exhibit 10.21 to the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for
the year ended October 31, 1992, and incorporated herein by reference.

Deferred Compensation Agreement dated as of July 31, 1992, between the Registrant and Carl E.
Pfeiffer, filed as Exhibit 10.22 to the Registrant’s Annual Report on Form 10-K (Reg. No.
001-05725) for the year ended October 31, 1992, and incorporated herein by reference.

Quanex Corporation Non-Employee Director Retirement Plan, filed as Exhibit 10.18 of the
Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the year ended October 31,
1994, and incorporated herein by reference.

Amendment to Quanex Corporation Non-Employee Director Retirement Plan dated May 25, 1995,
filed as Exhibit 10.3 of the Registrant’s Quarterly Report on Form 10-Q (Reg. No. §01-05725) for
the fiscal quarter ended January 31, 2000 and incorporated herein by reference.

Quanex Corporation 1996 Employee Stock Option and Restricted Stock Plan, filed as Exhibit 10.19
of the Registrant’s Annual Report on Form 10-K (Reg. No. 601-05725) for the year ended October
31, 1996, and incorporated herein by reference.

Amendment to Quanex Corporation 1996 Employee Stock Option and Restricted Stock Plan, dated
December 1997, filed as Exhibit 10.26 of the Registrant’s Annual Report on Form 10-K (Reg.
No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference.

Amendment to Quanex Corporation 1996 Employee Stock Option and Restricted Stock Plan, dated
December 9, 1999, filed as Exhibit 10.27 of the Registrant’s Annual Report on Form 10-K (Reg.
No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference.

Amendment to Quanex Corporation 1996 Employee Stock Option and Restricted Stock Plan,
effective February 23, 2000, filed as Exhibit 10.2 of the Registrant’s Quarterly Report on

Form 10-Q (Reg. No. 001-05725) for the fiscal quarter ended January 31, 2000 and incorporated
herein by reference.

Amendment to Quanex Corporation 1996 Employee Stock Option and Restricted Stock Plan,
effective July 1, 2000 filed as Exhibit 10.28 of the Registrant’s Annual Report on Form 10-K (Reg.
No. 001-05725) for the fiscal year ended October 31, 2000 and incorporated herein by reference.

Quanex Corporation Deferred Compensation Trust filed as Exhibit 4.8 of the Registrant’s
Registration Statement on Form S-3, Registration No. 333-36635, and incorporated herein by
reference.

Amendment to Quanex Corporation Deferred Compensation Trust, dated December 9, 1999, filed
as Exhibit 10.29 of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the
fiscal year ended October 31, 1999 and incorporated herein by reference.
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Exhibit
Number

110.31

110.32

110.33

110.34

110.35

110.36

110.37

110.38

110.39

*10.40

10.41

10.42

16.43

Description of Exhibits

Amendment and restatement of the Quanex Corporation Deferred Compensation Plan, effective
November 1, 2001 filed as Exhibit 10.5 of the Registrant’s Quarterly Report on Form 10-Q dated
March 7, 2002, and incorporated herein by reference.

Quanex Corporation 1697 Non-Employee Director Stock Option Plan filed as Exhibit 10.21 of the
Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the year ended October 31,
1997 and incorporated herein by reference.

Amendment to Quanex Corporation 1997 Non-Employee Director Steck Option Plan, dated
December 9, 1999, filed as Exhibit 10.31 of the Registrant’s Annual Report on Form 10-XK (Reg.
No. 001-05725) for the fiscal year ended October 31, 1999 and incorporated herein by reference.

Quanex Corporation 1997 Key Employee Stock Plan (formerly known as the Quanex Corporation

1997 Key Employee Stock Option Plan) as amended and restated, dated October 20, 1999, filed as -
Exhibit 10.1 of the Registrant’s Quarterly Report on Form 10-Q (Reg. No. 001-05725), dated i
June 11, 2001.

Amendment to Quanex Corporation 1997 Key Employee Stock Plan (formerly known as the

Quanex Corporation 1997 Key Employee Stock Option Plan) dated December 9, 1999, filed as |
Exhibit 10.2 of the Registrant’s Quarterly Report on Form 10-Q (Reg. No. 001-05725), dated
June 11, 2001 and incorporated herein by reference.

Amendment to Quanex Corporation 1997 Key Employee Stock Plan (formerly known as the
Quanex Corporation 1997 Key Employee Stock Option Plan) effective July 1, 2000, filed as Exhibit
10.3 of the Registrant’s Quarterly Report on Form 10-Q (Reg. No. 001-05725), dated June 11, 2001
and incorporated herein by reference.

Amendment to the Quanex Corporation 1997 Key Employee Stock Option Plan effective October
25, 2001, filed as Exhibit 10.36 of the Registrant’s Annual Report on Form 10-K (Reg. No. ‘
001-05725) for the year ended October 31, 2001 and incorporated herein by reference.

Quanex Corporation Long-Term Incentive Plan effective November 1, 2001, filed as Exhibit 10.37
of the Registrant’s Annual Report on Form 10-K (Reg. No. 001-05725) for the year ended October
31, 2001 and incorporated herein by reference.

Letter Agreement between Quanex Corporation and Raymond A. Jean, dated February 14, 2001,
filed as Exhibit 10.6 of the Registrant’s Quarterly Report on Form 10-Q, dated March 7, 2002 and
incorporated herein by reference.

First Amendment to Quanex Corporation Hourly Bargaining Unit Savings Plan, dated Cctober 30,
2002, and effective December 12, 1994.

Asset Purchase Agreement dated July 31, 1996, among the Company, Piper Impact, Inc., a
Delaware corporation, Piper Impact, Inc., a Tennessee corporation, B. F. Sammons and

M. W. Robbins, filed as Exhibit 2.1 of the Company’s Report on Form 8-K (Reg. No. 601-05725),
dated August 9, 1996, and incorporated herein by reference.

Stock Purchase Agreement dated April 18, 1997, by and among Niagara Corporation, Niagara Cold
Drawn Corp., and Quanex Corporation filed as Exhibit 2.1 to the Company’s Current Report on
Form 8-K (Reg. No. 001-05725), dated May 5, 1997, and incorporated herein by reference.

Purchase Agreement dated December 3, 1997, among Quanex Corporation, Vision Metals
Holdings, Inc., and Vision Metals, Inc., filed as Exhibit 2.1 to the Company’s Current Report on
Form 8-K (Reg. No. 001-05725), dated December 3, 1997, and incorporated herein by reference.
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Exhibit
Number

10.44

10.45

10.46

10.47

10.48

10.49

10.50

10.51

*10.52

*21
*23
*99.1

*99.2

Description of Exhibits

Acquisition Agreement and Plan of Merger, dated October 23, 2000, between Quanex Corporation
(“Company”), Quanex Five, Inc., a Delaware corporation and wholly owned subsidiary of the
Company, and Temroc Metals, Inc., a Minnesota corporation, filed as Exhibit 2.1 to the Company’s
Report on Form 8-K (Reg. No. 001-05725), dated November 30, 2000, and incorporated herein by
reference.

First Amendment to Agreement and Plan of Merger dated November 15, 2000 between Quanex
Corporation (“Company”), Quanex Five, Inc., a Delaware corporation and wholly owned subsidiary
of the Company, and Temroc Metals, Inc., a Minnesota corporation, filed as Exhibit 3.1 to the
Company’s Report on Form 8-K (Reg. No. 001-05725), dated November 30, 2000 and incorporated
herein by reference.

Lease Agreement between The Industrial Development Board of the City of Decatur and Fruehauf
Trailer Company dated May 1, 1963, filed as Exhibit 10.22 of the Registrant’s Annual Report on
Form 10-K (Reg. No. 001-05725) for the year ended October 31, 1998 and incorporated herein by
reference.

Lease Agreement between The Industrial Development Board of the City of Decatur and Fruehauf
Corporation dated May 1, 1964, filed as Exhibit 10.23 of the Registrant’s Annual Report on

Form 10-K (Reg. No. 001-05725) for the year ended October 31, 1998 and incorporated herein by
reference.

Lease Agreement between The Industrial Development Board of the City of Decatur and Fruehauf
Corporation dated October 1, 1965, filed as Exhibit 10.24 of the Registrant’s Annual Report on
Form 10-K (Reg. No. 001-05725) for the year ended October 31, 1998 and incorporated herein by
reference.

Iease Agreement between The Industrial Development Board of the City of Decatur {Alabama)
and Fruehauf Corporation dated December 1, 1978, filed as Exhibit 10.25 of the Registrant’s
Annual Report on Form 10-K (Reg. No. 001-05725) for the year ended October 31, 1998 and
incorporated herein by reference.

Assignment and Assumption Agreement between Fruehauf Trailer Corporation and Decatur
Aluminum Corp. (subsequently renamed Nichols Aluminum-Alabama, Inc.) dated October 9, 1998,
filed as Exhibit 10.26 of the Registrant’s Annual Report on Form 10-K (Reg. No. (01-05725) for
the year ended October 31, 1998 and incorporated herein by reference.

Agreement between The Industrial Development Board of the City of Decatur and Decatur
Aluminum Corp. (subsequently renamed Nichols Aluminum-Alabama, Inc.) dated September 23,
1998, filed as Exhibit 10.27 of the Registrant’s Annual Report on Form 10-X (Reg. No. 001-05725)
for the year ended October 31, 1998 and incorporated herein by reference.

Lease Agreement between Cabot Industrial Properties, L.P. and Quanex Corporation dated
August 30, 2002.

Subsidiaries of the Registrant.
Consent of Deloitte & Touche LLP.

Certification by chief financial officer pursuant to 18 U.S.C. Section 1350 as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

Certification by chief executive officer pursuant to 18 U.S.C. Section 1350 as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

+t  Management Compensation or Incentive Plan
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*  Filed herewith

As permitted by Item 601(b)(4)(ii1)(A) of Regulation S-K, the Registrant has not filed with this Annual
Report on Form 10-K certain instruments defining the rights of holders of long-term debt of the Registrant and its
subsidiaries because the total amount of securities authorized under any of such instruments does not exceed 10%
of the total assets of the Registrant and its subsidiaries on a consolidated basis. The Registrant agrees tc furnish a
copy of any such agreements to the Securities and Exchange Commission upon request.

(b) Reports on Form 8-K
No Reports on Form 8-K were filed by the Company during the quarter ended October 31, 2002.
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SIGNATURES
. Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

QUANEX CORPORATION

By: /s/ RAYMOND A. JEAN December 20, 2002

Raymond A. Jean
Chairman of the Board, President and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

Name Title Date
/s/ RAYMOND A. JEAN i : .
Chaxrmaq of thg Board, President and Chief December 20, 2002
Raymond A. Jean Executive Cfficer

/s/ DONALD G. BARGER, JR.

Director December 20, 2002
Donald G. Barger, Jr.
/s/ VINCENT R. SCORSONE .
- Director December 20, 2002
. Vincent R. Scorsone
/s/ MICHAEL J. SEBASTIAN .
- - DBirector December 20, 2002
Michael J. Sebastian
/s/ RUSSELL M. FLAUM i
Director December 20, 2002
Russell M. Flaum
/s/ SUSAN F. DAVIS i
- Director December 20, 2002
Susan F Davis
/s/ JosEPH J. ROSS
Director December 20, 2002
Joseph J. Ross
/s/ TERRY M. MURPHY Vice President—Finance and Chief
Financial Officer (Principal Financial December 20, 2002

Terry M. Murphy Officer)

/s/ VIREN M. PARIKH
Viren M. Parikh

Controller (Principal Accounting Cfficer) December 20, 2002




CERTIFICATIONS

I, Raymond A. Jean, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Quanex Corporation;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annual report;

The registraht’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a. Designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b. Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c. Presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the
equivalent functions):

a. All significant deficiencies in the design or operation of internal controls which could adversely affect
the registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b. Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control; and

The registrant’s other certifying officers and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to
significant deficiencies and material weaknesses.

/s/ RAYMOND A. JEAN December 20, 2002

Raymond A. J ean

Chairman of the Board, President and
Chief Executive Officer

(Principal Executive Officer)
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1.
' 2.

I, Terry M. Murphy, certify that:

I have reviewed this annual report on Form 10-K of Quanex Corporation;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a. Designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b. Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c. Presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the
equivalent functions):

a. All significant deficiencies in the design or operation of internal controls which could adversely affect
the registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b. Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control; and

The registrant’s other certifying officers and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to
significant deficiencies and material weaknesses.

/s/ TERRY M. MURPHY December 20, 2002

Terry M. Murphy
Vice President—Finance and
Chief Financial Officer

(Principal Financial Officer)
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