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Company (hrofile

L B. Foster Company is engaged in the
manufacture, fabrication and distribution
of products to serve the nation’s surface
transportation infrastructure.

For rail markets, Foster provides a full line of
new and used rail, trackwork and accessories

to railroads, mines and industry. The Company
also designs and produces concrete railroad
products, insulated rail joints, power rail, track
fasteners, coverboards cnd special accessories for
mass transit and other rail systems worldwide.

Dinancial Highlights

For the construction industry, the Company sells
steel sheet, H-bearing and pipe piling and rents
steel sheet piling for foundation and earth retention
requirements. In addition, Foster supplies bridge
decking, expansion joints, mechanically stabilized
earth wall systems, precast concrete products and
other products for highway construction and repair.

For tubular markets, the Company supplies pipe
coatings for natural gas pipelines and utilities.
The Company also produces threaded products
for industrial water well and irrigation markets.

2002(1) 2001(2) 2000(2)
Net Sales $ 257,950,000 $ 282,119,000 $ 264,614,000
Operating Profit $ 2,992,000 S 5,098,000 § 7,960,000
(Loss) Income from Continuing Operations $ (5,029,000) $ 1,303,000 $ 3,743,000
Loss from Discontinued Operations,

Net of Tax $ (20035000) S (6660000 $  (253,000)
Cumulative Effect of Change in Accounting Principle $ (4,390,000) S — S —
Net (Loss) Income $ (11,424,000) $ 637,000 $ 3,490,000
Basic and Diluted (Loss) Earnings Per Common Share:

Continuing Operations $ (0.53) S 0.14 $ 0.39

Discontinued Operations $ (0.21) S .07 S (0.03)

Cumulative Effect of Change in Accounting Principle $ (0.48) S — S —
Basic and Diluted (Loss) Earnings Per Common Share $ (1.20) S 0.07 S 0.37

New Orders Entered

$ 255,160,000

$ 268,748,000

$ 310,807,000

Backlog $ 109,740,000 $ 125,756,000 $ 141,349,000
Current Ratio 24810 1 246t01 244101
Numbers of Employees 712 686 743

(1) 2002 inciudes the following non-cash charges: a $5,050.000 write-down of advances made to the Company's specialty trackwork supplier
which are not expected to be recovered; a §1.893,000 charge related to an "other than temporary” impairment of the Company'’s equity
investment in that trackwork supplier; o §765,000 charge for depreciation expense from assets that had been classified as heid for resale, but
the sale did not materialize; a $660,000 impairment charge to adjust assets related to the Company's rail signaling business, classified as a
discontinued operation, to their expected fair value; a $4,390,000, net of tax, charge from the cumulative effect of a change in accounting
principle as a result of the adoption of Financial Accounting Standards No. 142, “Gooawill and Other intangible Assets:” and a $2,232,000

charge related to mark-to-market accounting for derivative instruments.

(2) 2001 and 2000 were restated to reflect the classification of the Company’s rail signaling business as a discontinued operation.
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In 1902, America was on the move. It was a
country addressing its infrastructure needs,
building up to meet the challenges and real
demands of the new century.

Into this world of expansion and change

L.B. Foster Company first sold used rail to

the logging camps and coal mines that badly
needed rail, but were unable to afford new rail.
Better yet, and practically unheard of in those
days, Foster sold it with a guarantee. Simply
put, if the rail you purchased was not what

it was represented to be, Foster would take it
back and pay the freight both ways.

It was an ideal recipe for success. Find a

need, and then meet it with the right products,
reliable delivery, dependable service and an
uncompromising cornmitment to customer
satisfaction.

As the country grew, L B. Foster grew with it,
expanding into piling, pipe and construction
and highway products. All backed by the same
customer commitment first demonstrated

in 1902.
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The year 2002 was one s
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L. B. Goster Company.

We continmed to eliminate
reduce adminisbiative and
the same time, improve oun
financial condition dmring a

We continued to stress working capital management to

our operating units, yielding impressive results. Carrying
significantly lower levels of inventory and focusing our
accounts receivable collection efforts has generated approx-
imately $40 million in positive cash flows over the last two
years. This has allowed us to reduce debt by $23 million, or
45%, while funding over $11 million in business expansion
and capital improvements in our operations. These actions
allowed us to successfully refinance our revolving credit
facility in September.

Results for last year were mixed. Top line growth in
Geotech, operational improvement at the CXT rail plants,
and another excellent performance by CXT buildings at
Spokane, Washington were offset by start-up problems at
our Hillsboro, Texas facility and a five-month delay in the
award of a new contract by USDA Forest Service for precast
buildings. This contract, awarded last fall, will provide
much needed volume for both Spokane and Hillsboro,

and will facilitate the continued growth of our buildings
business over the next five years.

Critical to CXT rail’s future success is the negotiation of a
new tie contract with a Class I railroad. The current contract
expires September 30, 2003. Discussions are currently taking
place and we anticipate obtaining an extension.

Continued lack of capital expansion by the Class I rail-
roads, a depressed industrial market caused by a prolonged
weak economy, and the inability of shortline and regional
railroads to obtain needed financing plagued our rail sector
performance in 2002. In light of current economic conditions,
we do not look for market improvement in 2003. However,
changes implemented throughout last year should improve
bottom line performance this year. These changes include
new business models in new and relay rail driven by
improved asset management, and process improvement
initiatives to lower costs at our Niles, Chio trackwork
facility and Pueblo, Colorado panel plant.

The tubular products group continued to generate positive
results in 2002, though not at the strong level of 2001

due to significantly less volume in coated pipe. (The total
square footage coated declined 54% when compared to the
previous year as a result of the financial crisis in the energy
industry and downward pressure on demand.) However,
our Birmingham facility entered 2003 with a backlog
equal to its total production in 2002.

We remain bullish about coated pipe. Long-range annual
natural gas consumption in North America is expected to
reach 30 trillion cubic feet by 2015. To meet this demand,
production in the U.S. must increase at a rate of 6% per
year and will require substantially increased spending in
pipeline construction.




We made great strides last year in construction
products. Our fabricated products group combined
the acquisition of Greulich Bridge in january with
a major facility expansion of our Bedford plant
into their most profitable year ever.

In December 2002, piling products received Z-shaped
piling from our strategic partner, TXI Chaparral
Steel. Reliable supply of this key product, coupled
with the expected rollout of additional, improved
sections later in the year, will drive top-line growth
in 2003.

Vital to the future success of construction products
is the passage of an improved successor to TEA-21,
the $220 billion bill, which has driven federally
funded highway and transit projects over the past
six years. The current bill will expire September

30, 2003. Equal in importance to the authorization
of a new bill is the ability of both the deficit-ridden
federal and state governments to provide adequate
funds.

During 2002 there was significant activity from
the Dakota, Minnesota & Eastern Railroad
{DM&E), in which the Company holds a 13.6%
stake. First, in January 2002, the Surface
Transportation Board issued its long-awaited
approval of the DM&E’s Powder River Basin
Project (PRB), ending over four years of costly
regulatory process. Then, in june 2002, the DM&E
purchased the I&MRL, a railroad with comple-
mentary lines. This created a 2,500-mile regional
railroad operating in eight states. This acquisition,
in which the Company contributed $500,000 of
new equity, not only improved the DM&E'’s balance
sheet and diversified the railroad’s customer and
product base, but it also enhanced the PRB project
by increasing the railroad’s direct haul opportunities
for low sulfur coal. All in all, 2002 was a watershed
year for the DM&E.

Though we expect our markets and the economy
to remain at the same levels as 2002, we are
optimistic about the prospects for 2003. This is due
in large part to our ongoing change management
initiative, a program that has positively affected
nearly every aspect of L.B. Foster Company. As
such, we are fully prepared to achieve profitability
in the current market while positioning ourselves
to maximize the potential of future market upturns.

On a final note, this year L. B. Foster Company
celebrated its 100th anniversary. Achieving a
century of successful operation is a testament to
the capability, commitment and experience dis-
played by the employees, shareholders, customers
and suppliers of L.B. Foster Company every day. It
is a collective effort of which we should be proud
and one we all look forward to continuing and
building upon in the century to come.

g gt

Lee B. Foster II

Chairmaon of the Board

S oL L ng L g
Stan L. Hasselbusch

President and Chief Executive Officer

The Company wishes to caution readers that the preceding
letter contains forward-looking statements. Readers are
referred to the “Forward-Looking Statements” section of
“Management’s Discussion and Analysis of Financial
Condition and Results of Operations” on page 17 of

this document,
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Results of Operations

Three Months Ended
December 31,

Twelve Months Ended
December 31,

Dollars in thousands 2002 2001(1) 2002 2001(1) 2000(1)
Net Sales:

Rail Products $ 30,717 $ 35,360 $ 128,249  $.145,054 $ 138,635

Construction Products 24,288 29,527 116,748 115,600 106,280

Tubular Products 2,001 4,668 12,933 21,055 19,611

Other — 409 — 410 188

Total Net Sales $ 57,008 $ 69,964 $ 257,950 S 282,119 S 264,614
Gross Profit:

Rail Products $ 2,887 S 2,977 $ 12,643 S 12,728 S 16,762

Construction Products 3,382 3,978 18,296 16,167 18,157

Tubular Products 256 1,028 2,389 4,968 3,411

Other (897) 319 (1,861) (367) (496)

Total Gross Profit 5,628 8,302 29,467 33,496 37,834
Expenses:

Selling and Administrative Expenses 6,852 6,507 26,475 28,398 29,874

Inferest Expense 816 768 2,592 3,664 4,227

Other Expense (Income):

Impairment of Equity Investment and Advances 5,150 — 6,943 — —

Other (434) (74) 1,097 (694) (2,506)

Total Expenses 12,184 7,201 37,107 31,268 31,685
(Loss) Income from Continuing Operations,

Before Income Taxes (6,556) 1,101 (7,640) 2,228 6,239
Income Tax (Benefit) Expense (2,881) 462 (2,611) 925 2,496
(Loss) Income From Continuing Operafions (3,675) 639 (5,029) 1,303 3,743
Loss from Discontinued

Operations, Net of Tax (1,054) (158) (2,003) (666) (253)
Cumulgative Effect of Change in

Accouniing Principle, Net of Tax — — (4,320) — —
Net (Loss) Income (¢ 4729) S 481 ($ 11,424) S 637 S 3,490
Gross Profit %:

Rail Products 2.4% 8.4% 9.9% 8.8% 12.1%

Construction Products 13.9% 13.5% 14.0% 14.0% 17.1%

Tubular Products 12.8% 22.0% 18.4% 23.6% 17.5%
Total Gross Profit % 8.9% 11.9% 11.4% 11.9% 14.3%

(1) Foster Technologies, the Company’s rail signafing and communication business, was classified as a disconfinued operafion on
December 31, 2002. Prior period resulfs have been adjusted fo reflect this classification.

Fourth Quarter of 2002 vs.

Fourth Quarter of 2001

The Company had a loss from continuing
operations of $3.7 million, or $0.39 per share in
the fourth quarter of 2002 on net sales of $57.0
million. Income from continuing operations for
the fourth quarter of 2001 was $0.6 million, or
$0.07 per share on net sales of $70.0 million.

A fourth quarter loss from the discontinued
operations of Foster Technologies was $1.1 million,
or $0.11 per share, compared to a loss of $0.2
million, or $0.02 per share in the prior year fourth
quarter. See Note 5 “Discontinued Operations” for
more details. The fourth quarter 2002 net loss of
$4.7 million includes one-time, non-cash charges
totaling $6.6 million, or $4.2 million, net of tax.

The non-cash charges recorded in the fourth
quarter of 2002 include a $5.1 million ($3.1
million, net of tax) charge related to the impairment

of the Company’s investment in and advances to
its principal specialty trackwork supplier which
are not expected to be recovered. The expected
sale of the Company’s Newport, KY pipe coating
assets did not materialize, resulting in a non-cash
charge of $0.8 million ($0.4 million, net of tax).
Also in the fourth quarter of 2002, the Company
started negotiations and committed to a plan to
sell the assets related to its rail signaling and
communication device business and recorded a
$0.7 million non-cash impairment charge to
adjust these assets to their expected realizable
value. The operations of this business qualified as
a “component of an entity” and thus, have been
classified as a discontinued operation. See “Other
Matters” for more details on these fourth quarter
2002 non-cash charges.

Results for the fourth quarter of 2001 included
pretax nonrecurring charges of $0.4 million
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related to the Company’s plan to improve its
financial performance by consolidating sales and
administrative functions and plant operations.

Sales for the fourth quarter of 2002 declined 18.5%
to $57.0 million from the same period a year ago.
Rail products’ net sales declined 13.1% to $30.7
million compared to the 2001 fourth quarter.

This decline is related to a general decline in the
market due to spending cutbacks for rail projects.
Construction products’ net sales declined 17.7% to
$24.3 million primarily due to a downturn in
sales of H-bearing pile and pipe piling as a result
of high raw material prices for pipe and increased
competition for beams. Tubular products’ net
sales declined 57.1% to $2.0 million as a result

of poor market conditions for pipe coating and
threaded products.

The gross margin perceritage for the Company
declined to 9.9% in the fourth quarter of 2002
from 11.9% in the same period of 2001. Gross
margin for the fourth quarter of 2002 includes

a nonrecurring charge of $0.8 million, which
represents depreciation expense for the assets
related to the Newport, KY pipe-coating facility
that had been suspended while these assets were
classified as “property held for resale.” Gross
margin for the fourth quarter of 2601 includes
nonrecurring charges totaling $0.1 million related
to the closing of the St. Marys, WV mine tie facility.
Excluding these nonrecurring charges, the gross
margin percentage for the fourth quarter of

2002 declined to 11.2% from 12.0%. The

gross margin percentage for the Rail products’
segment improved to 9.4% from 8.4% due to

the Company'’s efforts to scale back certain
unprofitable operations and improve efficiencies
at already profitable operations. The gross margin
percentage for the Construction segment improved
slightly to 13.9% from 13.5% primarily due to the
Company exiting its unprofitable sign structure
business. Tubular products’ gross margin percentage
declined to 12.8% from 22.0% due to low volume
inefficiencies at the plant facilities caused by the
poor market conditions mentioned above.

Excluding the prior year’s fourth quarter
amortization of goodwill of $0.2 million, as a
result of the adoption of Statement of Financial
Accounting Standards No. 142, “Goodwill and
Other Intangible Assets” (SFAS 142), and other
non-recurring pretax charges of $0.3 million,
selling and administrative expense increased 12.7%,
or $0.8 million over the same period a year ago.
This change was due in part to bad debt recoveries
experienced in the fourth quarter of 2001. Interest
expense decreased by 19.8% primarily as a result
of more efficient asset utilization, which enabled
the Company to reduce its corporate borrowings by
$10.8 million, or 27.9% from the same period in
2001. Other expense (income) in the 2002 fourth
quarter includes the $5.1 million charge related
to the impairment of the Company’s investment
in and advances to its principal specialty trackwork
supplier, mentioned above, and $0.2 million accrued
dividend income on DM&E Preferred stock.

The income tax provision related to continuing
operations for the fourth quarter of 2002 was
43.9%. The income tax provision related to
continuing operations for the fourth quarter of
2001 was recorded at 42.0%. See Note 14,
“Income Taxes,” to the consolidated financial
statements for more information.

The Year 2002 Compared

to the Year 2001

For the year ended December 31, 2002, the
Company recorded a loss from continuing
operations of $5.0 million, or $0.53 per share

on net sales of $258.0 million. This compares

to income from continuing operations of §1.3
million, or $0.14 per share on net sales of $282.1
million for 2001. In 2002, a loss from the discon-
tinued operations of Foster Technologies was
recorded at $2.0 million, or $0.21 per share,
compared to a loss of $0.7 million, or $0.07 per
share in the prior year. See Note 5, “Discontinued
Operations,” for more details.

In addition to the previously mentioned fourth
quarter 2002 non-cash charges, the twelve month
results include a $4.4 million, net of tax, non-cash
charge from the cumulative effect of a change in
accounting principle. Other non-cash charges
recorded in the first nine months of 2002 include
$2.2 million ($1.3 million net of tax) related to
mark-to-market accounting for derivative
instruments as a result of the Company entering
into a new credit agreement, and $1.8 million
related to an “other than temporary” impairment
of the Company's equity investment in its principal
specialty trackwork supplier.

Results for 2001 included the following non
recurring pretax charges related to the Company’s
plan to improve its financial performance:
employee severance and facility exit costs of $0.9
million, asset impairments of $0.6 million, and
other related costs of $0.4 million. Substantially
all components of the restructuring charges were
paid in the period incurred.

Rail products’ 2002 net sales declined 11.6% to
$128.2 million from the prior year. This decline in
sales can be primarily attributed to a continued
depressed market for rail distribution products
and rail projects. In addition, management’s
decision to sell off large quantities of used rail
inventory in 2001 contributed to an increase in
2001 rail sales. Despite the unavailability of steel
sheet piling from the Company’s supplier for most
of 2002, Construction products’ net sales
increased 1.0% to $116.7 million from $115.6
million in 2001. The increase resulted from a
strong year-end 2001 backlog of fabricated bridge
products and the additional backlog received with
the Greulich Bridge Products acquisition. The
Company expanded its Bedford, PA fabricated
bridge product facility to accommodate the
increase in backlog. The start-up of precast concrete
building production at the Company’s new
Hillsboro, TX facility also contributed to an
increase in 2002 sales. Tubular products’ net sales
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declined 38.5% due primarily to lower demand
for pipe coating and threaded products. Spending
for new pipeline capital projects has decreased
significantly due to uncertainties in the energy
markets.

Gross margin for the Company was 11.4% in
2002 compared to 11.9% in 2001. Excluding the
current and prior years’ non-recurring pretax
charges of $0.8 million and $1.0 million, respec-
tively, gross margin fell to 11.7% in 2002 from
12.2% in 2001. Rail products’ gross margin
improved to 9.9% from 8.8% in the prior year.
Excluding non-recurring pretax charges in 2001,
rail products’ gross margin was 9.3%. The prior
year was negatively impacted by costs associated
with the shutdown of the Company’s trackwork
facility in Pomeroy, OH and the reduction of used
rail inventory through low margin sales.
Construction products’ gross margin did not
change from the prior year. Tubular products’
gross margin declined to 18.4% from 23.6% due
to low volume inefficiencies at plant facilities
caused by poor market conditions.

Excluding the prior year’s amortization of good-
will of $0.6 million and non-recurring pretax
charges of $0.9 million, selling and administra-
tive expense decreased by $0.5 million, or 1.7%.
Other expense (income) includes $1.1 million
accrued dividend income on DM&E Preferred
stock and the previously mentioned non-cash
charges of $2.2 million related to mark-to-market
accounting for derivative instruments, and $6.9
million related to the impairment of the
Company'’s investment in and advances to its
principal specialty trackwork supplier. Interest
expense declined 27.3% from the prior year as a
result of the previously mentioned reduction in
corporate borrowings. The income tax provision
from continuing operations for 2002 was recorded
at (34.2%) compared to 41.5% in the prior year.
See Note 14, “Income Taxes,” for more information.

The Year 2001 Compared

to the Year 2000

Income from continuing operations in 2001 was
$1.3 million or $0.14 per share on net sales of
$282.1 million. This compares to income from
continuing operations in 2000 of $3.7 million, or
$0.39 per share, on net sales of $264.6 million.
The loss from discontinued operations in 2000
included operating losses from the Monitor Group
of $0.5 million and Foster Technologies of $0.6
million, and a $0.9 million gain on the sale of
the Monitor Group.

Rail products’ 2001 net sales were $145.1 million,
an increase of 4.6% over the prior year, due
primarily to increases in shipments of new rail
products and concrete ties. Construction products’
net sales increased to $115.6 million, an 8.8%
improvement over the prior year. This increase in
sales can be attributed primarily to sales of certain
fabricated bridge products and precast concrete
buildings, and an improved market for H-bearing
pile. Tubular products’ sales increased 7.9% to

$21.1 million, in 2001. The sales improvement
was primarily due to increased volume at the
Company’s Birmingham, AL pipe-coating facility.

The gross profit margin for the Company was
11.9% in 2001 compared to 14.3% in 2000. Rail
products’ gross margin declined to 8.8% from
12.1%, a 3.3 percentage point reduction from the
previous year. The decline was primarily due to
the competitive environment in the rail supply
industry. Costs associated with the closing of the
Company’s Pomeroy, OH trackwork facility also
reduced Rail products’ margin. Construction
products’ 2001 gross profit declined to $16.2
million, a 3.1 percentage point reduction from
the prior year. Sales of low margin piling prod-
ucts, and costs associated with the closing of the
Company'’s Ephrata, PA sign structure plant

and the start-up of the Company’s Hillsboro, TX
precast concrete buildings facility all contributed
to the reduction in Construction products’ margin.
Tubular products’ margin improved 6.1 percentage
points in 2001, due primarily to greater efficiencies
at the Birmingham, AL pipe-coating fadility.

The 2001 results included the following pretax
charges associated with the Company's previously
mentioned plan to improve its financial perform-
ance: employee severance and facility exit costs
of $0.9 million, asset impairments of $0.6 million,
and other related costs of $0.4 million. Results for
2000 also included pretax charges as follows:
employee severance and facility exit costs of $1.0
million, and asset impairments and other related
costs of $0.3 million. This plan, along with
reduced travel and entertainment expenditures,
resulted in a 4.9% decline in selling and adminis-
trative expense during 2001. Other income in
2001 consisted primarily of accrued dividend
income on DM&E Preferred stock. The income tax
provision for continuing operations in 2001 was
recorded at 41.5% compared to 40.0% in 2000.
See Note 14, “Income Taxes,” for more information.

Liguidity and Capital Rescurces

The Company generates operational cash flow
from the sale of inventory and the collection of
accounts receivable. The Company’s 2002 average
turnover rate for accounts receivable improved
compared to 2001, primarily due to higher
turnover for receivables related to the Rail segment.
The 2002 average turnover rate for inventory

also improved compared to 2001. Again, the Rail
segment showed the most improvement over the
prior year. Working capital at December 31, 2002
was $46.7 million compared to $62.0 million at
the end of 2001. Management’s emphasis on
improving working capital utilization was a primary
factor in a $13.7 million reduction in accounts
receivable from December 31, 2001 and a $10.4
million reduction in inventory for the same period.

The Company’s Board of Directors has authorized
the purchase of up to 1,500,000 shares of its
Common stock at prevailing market prices. No
purchases were made in 2002. During 2001, the
Company purchased 25,000 shares at a cost of
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$75,000. From August 1997 through December
31, 2002, the Company had repurchased 973,398
shares at a cost of approximately $5.0 million. The
timing and extent of future purchases will depend
on market conditions and options available to the
Company for alternate uses of its resources.

Including the Greulich acquisition, discussed

in “Other Matters,” the Company had capital
expenditures of approximately $6.9 million
during 2002. Capital expenditures excluding
acquisitions, in 2003, are expected to be approxi-
mately $5.0 million, and funded by cash flow from
operations and available external financing sources.

A summary of the Company's required payments
under financial instruments and other commitments
are presented in the following table:

Daokota, Minnesota & Eastern Railroad
The Company maintains a significant investment
in the Dakota, Minnesota & Eastern Railroad
Corporation (DM&E), a privately held, regional
railroad, which controls over 2,500 miles of track
in eight states.

At December 31, 2002, the Company’s investment
was comprised of $0.2 million of DM&E common
stock, $1.5 million of Series B Preferred Stock and
warrants, $6.0 million of Series C Preferred Stock
and warrants, $0.8 million of Preferred Series C-1
Stock and warrants, and $0.5 million of Series D
Preferred Stock and warrants.

On July 30, 2002, the DM&E announced the
acquisition of a 1,400 mile regional railroad
formerly owned by the 1&M Rail Link, LLC. The

Less

Than 1-3 4-5 Affer 5
In thousands Total 1 Year Years Years Years
Contractual Cash Obligations
Total debt including copital leases $ 27,816 S 825 $ 23,775 S 378 $ 2,838
Operating fease obligations 8,728 3,119 4,029 1,643 37
Other Financial Commitments
Standby lefters of credit 2,762 2,762 — — —

On September 26, 2002, the Company entered
into a new credit agreement with a syndicate of
three banks led by PNC Bank, N.A. The new
agreement provides for a revolving credit facility
of up to $60.0 million in borrowings to support
the Company's working capital and other liquidity
requirements. The revolving credit facility, which
matures in September 2005, is secured by substan-
tially all of the inventory and trade receivables
owned by the Company. Availability under this
agreement is limited by the amount of eligible
inventory and accounts receivable applied
against certain advance rates. Proceeds from the
new facility were used to repay and retire the
Company’s previous credit agreement, which was
to mature in July 2003. Interest on the new credit
facility is based on LIBOR plus a spread ranging
from 1.75% to 2.5%.

The agreement includes financial covenants
requiring a minimum net worth and a minimum
fixed charge coverage ratio. The agreement also
restricts investments, indebtedness, and the sale
of certain assets. As of December 31, 2002, the
Company was in compliance with all of the
agreemert’s covenants.

Total revolving credit agreement borrowings at
December 31, 2002 were $23.0 million, a decrease
of $12.0 miilion from the end of the prior year.

At December 31, 2002, the Company had
approximately $11.6 million in unused borrowing
commitment. Outstanding letters of credit at
December 31, 2002 were approximately $2.8
million. The letters of credit expire annually

and are subject to renewal. Management believes
its internal and external sources of funds are
adequate to meet anticipated needs.

Company participated in the financing of this
acquisition with a $0.5 million investment in
Series D Preferred Stock and warrants. On a fully
diluted basis, the Company’s ownership of the
DM&E is approximately 13.6%. In addition, the
Company has a receivable for accrued dividend
income on Preferred Stock of approximately
$3.7 million.

In June 1997, the DM&E announced its plan to
build an extension from the DM&E’s existing line
into the low sulfur coal market of the Powder
River Basin in Wyoming, and to rebuild approxi-
mately 600 miles of its existing track (the Project).
The estimated cost of this project is expected to be
in excess of $2.0 billion. The Project received final
approval by the Surface Transportation Board
(STB) in January 2602. Litigation has been initiated
appealing the STB’s approval of the Project. It is
expected that the appeal will be decided during
the third quarter of 2003. In addition, the State of
South Dakota has elected to appeal a federal
court decision to enjoin it from enforcing an emi-
nent domain statute. No time frame for a decision
is yet known,

If the Project proves to be viable, management
believes that the value of the Company’s investment
in the DM&E could increase significantly. If the
Project does not come to fruition, management
believes that the value of the Company’s investment
is supported by the DM&E's existing business.

Other Matters

Specialty trackwork sales of the Company’s
Rail segment depend primarily on one supplier.
In August 2000, the Company contributed a
note, having a principal and interest value of
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approximately $2.7 million, to a limited liability
company created by the Company and this track-
work supplier (the LLC) in exchange for a 30%
ownership position. Of the $2.7 million initial
investment, approximately $1.7 million represented
goodwill. At January 1, 2002, the Company’s net
equity investment in the LLC, net of goodwill
amortization prior to the adoption of SFAS 142,
was approximately $1.9 million. During 2002, the
Company recognized an impairment loss of the
entire $1.9 million to write off this investment.
The loss in value of this investment was driven by
the continued deterioration of certain rail markets
and was determined to be “other than temporary”
based on discounted cash flow projections. Equity
earnings from this investment during the three
years ended December 31, 2002, 2001 and 2000
were immaterial.

The Company has historically advanced progress
payments to its principal trackwork supplier for
the purpose of supporting working capital require-
ments and funding raw material purchases and
product fabrication costs for Company projects.
The timing differential created by these cash flows
has resulted in a significant asset related to these
advances. At December 31, 2002 and 2001, the
Company had advanced to the LLC approximately
$5.4 million and $2.6 million, respectively. As

a result of the operating and financial issues
experienced by the LLC, concerns regarding the
recoverability of the advances led management
to conclude that a full reserve was necessary. A
charge for this reserve was recorded in the fourth
quarter of 2002. The Company acknowledges the
risk of loss that exists relative to these advances
and believes that substantial uncertainty exists
relative to the Company’s ability to realize any
measurable amounts of these advances. During
2002, 2001 and 2000, the volume of business the
trackwork supplier conducted with the Company
was approximately, $13.4 million, $13.6 million,
and $12.8 million, respectively. The Company
has approximately $10.0 million of contractual
supply obligations with certain customers related
to specialty trackwork. If, for any reason, this
supplier is unable to perform, it could have a
negative impact on earnings and cash flows.

Operations at the Company’s Newport, KY pipe
coating facility were suspended in 1998 in
response to unfavorable market conditions. In
1999, the Company recorded an impairment loss
to reduce these assets to their anticipated market
value. The anticipated 2002 sale of these assets
did not materialize. Therefore, during the fourth
quarter of 2002, the Company removed the “held
for resale” designation of these assets, reclassified
them as “in service”, and immediately recorded
a $0.8 million write-down to reflect depreciation
not recorded while under the “held for resale”
designation. The Company’s efforts to sell these
assets continues.

In 1998, the Company purchased assets, primarily
comprised of intellectual property related to the
business of supplying rail signaling and commu-

nication devices, for approximately $1.7 million.
To date, this operation (Foster Technologies),
headquartered in Canada, has not generated
significant revenues. During the fourth quarter of
2002, the Company began negotiations for the
sale of substantially all assets of this business. At
December 31, 2002, the Company recorded an
impairment charge of approximately $0.7 million
for the excess of the book value over the expected
realizable value. In February 2003, the Company
sold assets related to this business for $0.3 million.

The Company sold all of the assets related to its
St. Marys, WV mine tie operation in the fourth
quarter of 2002 for $0.2 million, and recorded a
nominal gain on this sale.

On January 4, 2002, the Company acquired
substantially all of the equipment, inventory,
intellectual property, and customer backlog of
the Greulich Bridge Products Division of Harsco
Corporation. The purchase price of approximately
$2.2 million consisted of: equipment of $1.0
million, inventory (net of trade payables) of $0.5
million, intangible assets of $0.5 million, and
goodwill of $0.2 million. These assets are being
utilized in the Company'’s fabricated bridge
products operations in the Construction products’
segment, and the results of operations of these
assets have been included in the consolidated
finandal statements since the date of the acquisition.

Management continues to evaluate the overall
performance of its operations. A decision to
downsize or terminate an existing operation
could have a material adverse effect on near-term
earnings but would not be expected to have a
material adverse effect on the financial condition
of the Company.

Outlook

The Company is TXI Chaparral’s exclusive
distributor of steel sheet piling. Steel sheet piling
production commenced in 2001 at TXI Chaparral'’s
Petersburg, VA facility, but the quantity produced
had not materially impacted results for 2002

or 2001. In December 2002, the Company
announced the availability of a full range of
Z-pile sheet piling products. The Company expects
the availability of Z-piling to have a positive
effect on 2003 earnings for the Construction
products segment. However, if TXI Chaparral
fails to produce substantial quantities of Z-piling
products, earnings could be adversely impacted.

The Company’s CXT subsidiary and Allegheny
Rail Products division are dependent on one cus-
tomer, which is a Class I railroad, for a significant
portion of their business. CXT has a contract with
this railroad for a minimum of 420,000 concrete
ties per contract year, expiring in September of
2003. The Company is currently negotiating a
renewal of this contract with the railroad. If this
contract is not renewed, it could have a negative
impact on the operating results of the Company.
In addition, a substantial portion of the
Company’s operations is heavily dependent on

L.B. Foster Company and Subsidiaries




governmental funding of infrastructure projects.
Significant changes in the level of government
funding of these projects or the failure to negoti-
ate contract renewals could have a favorable or
unfavorable impact on the operating results of
the Company. Additionally, governmental actions
concerning taxation, tariffs, the environment

or other matters could impact the operating
results of the Company. The Company’s operating
results may also be affected by adverse weather
conditions.

Although backlog is not necessarily indicative of
future operating results, total Company backlog
at December 31, 2002 was approximately $109.1
million. The following table provides the backlog
by business segment:

December 31,

In thousands 2002 2001 2000
Backlog:
Rail Products $ 45,371 S 64,641 § 86,351
Construction Products 39,774 59,808 52,779
Tubular Products 3,295 1,307 2,219
Total Backlog $109,140 $125756 $141,349

The reduction in Rail segment backlog reflects
the weakness in the current rail market as well
as the absence of firm renewal commitments on
contracts under negotiation.

Critical Accounting Policies

The Company’s significant accounting policies are
described in Note 1 to the consolidated financial
statements. The accompanying consolidated
financial statements have been prepared in
conformity with accounting principles generally
accepted in the United States. When more than
one accounting principle, or the method of its
application, is generally accepted, management
selects the principle or method that is appropriate
in the Company’s specific circumstance. Application
of these accounting principles requires manage-
ment to make estimates that affect the reported
amount of assets, liabilities, revenues, and
expenses, and the related disclosure of contingent
assets and liabilities. The following critical
accounting policies related to the Company’s more
significant judgments and estimates used in the
preparation of its consolidated financial statements.
There can be no assurance that actual results will
not differ from those estimates.

Asset Impairment—The Company is required

to test for asset impairment whenever events

or changes in circumstances indicate that the
carrying value of an asset might not be recoverable.
The Company applies Statement of Financial
Accounting Standards No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets”
(SFAS 144) in order to determine whether or not
an asset is impaired. This Statement indicates
that if the sum of the future expected cash flows
associated with an asset, undiscounted and
without interest charges, is less than the carrying
value, an asset impairment must be recognized

di-Rie ofiOpe

in the financial statements. The amount of the
impairment is the difference between the fair
value of the asset and the carrying value of the
asset. The Company believes that the accounting
estimate related to an asset impairment is a
“critical accounting estimate” as it is highly
susceptible to change from period to petiod, because
it requires management to make assumptions
about cash flows over future years. These assump-
tions impact the amount of an impairment, which
would have an impact on the income statement.
Management'’s assumptions about future cash
flows require significant judgment because actual
operating levels have fluctuated in the past and
are expected to do so in the future.

During the fourth quarter of 2002, as a result of
an ongoing evaluation of Foster Technologies, the
Company’s rail signaling and communication
device business, the Company determined that
it would pursue a potential sale of the business
technology and long-lived assets. Utilizing a
negotiated sales price as an indicator of fair
market value for these assets, the Company
determined that an impairment of $0.7 million’
was required and recorded this charge in the
fourth quarter of 2002.

Goodwill—Beginning in fiscal year 2002, goodwill
is required to be evaluated annually for impair-
ment, in accordance with Statement of Financial
Accounting Standards No. 142, “Goodwill and
Other Intangible Assets,” (SFAS 142). SFAS 142
requires a two-step process be performed to analyze
whether or not goodwill has been impaired. Step
one is to test for potential impairment, which
requires that the fair value of the reporting unit
be compared to its book value. If the fair value is
higher than the book value, no impairment
occurs. If the fair value is lower than the book
value, step two must be performed. Step two
requires measurement of the amount of impair-
ment loss, if any, and requires that a hypothetical
purchase price allocation be done to determine
the implied fair value of goodwill. The resulting
fair value is then compared to the carrying

value of goodwill. If the implied fair value of the
goodwill is lower than the carrying value of the
goodwill, an impairment must be recorded.

The Company believes that the accounting estimate
related to the goodwill impairment is a “critical
accounting estimate” because the underlying
assumptions used for the discounted cash flow
can change from period to period and these
changes could cause a material impact to the
income statement. Management’s assumptions
about discount rates, inflation rates and other
internal and external economic conditions, such
as expected growth rate, require significant judg-
ment regarding fluctuating rates and anticipated
future revenues. Additionally, SFAS 142 requires
that the goodwill be analyzed for impairment
on an annual basis using the assumptions that
apply at the time the analysis is updated.

As discussed in the notes to the consolidated
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financial statements, goodwill recorded in the
Company’s Rail and Construction segments was
analyzed for impairment with the implementa-
tion of SFAS 142. The fair value of the goodwill
associated with these segments was estimated
using discounted cash flow methodologies and
market comparable information. Based on the
analysis, the implied fair value of the goodwill for
certain product groups within these segments was
less than the book value recorded for the good-
will. Therefore, the Company recognized a pretax
impairment charge of $4.9 million, representing

a complete write-off of goodwill for those product
groups for which an impairment was determined
to exist. In the fourth quarter of 2002, the Company
performed the required annual impairment test of
the carrying amount of goodwill for the product
groups and concluded that no further impairment
was required.

Prior to the adoption of SFAS 142, the Company
assessed the impairment of goodwill whenever
events or changes in circumstances indicated that
the carrying value might not be recoverable. No
such events or indicators occurred, as prescribed
by previous accounting guidance, which required
the Company to perform such an assessment.

Allowance for Bad Debts—The Company’s
operating segments encounter risks associated
with the collection of accounts receivable. As
such, the Company records a monthly provision
for accounts receivable that are considered to be
uncollectible. In order to calculate the appropriate
monthly provision, the Company reviews its
accounts receivable aging and calculates an
allowance through application of historic reserve
factors to overdue receivables. This calculation

is supplemented by specific account reviews
performed by the Company’s credit department.
As necessary, the application of the Company's
allowance rates to specific customers are reviewed
and adjusted to more accurately reflect the credit
risk inherent within that customer relationship.
The reserve is reviewed for reasonableness on a
monthly basis. An account receivable is written
off against the allowance when management
determines it is uncollectible.

The Company believes that the accounting
estimate related to the allowance for bad debts

. is a “critical accounting estimate” because the
underlying assumptions used for the allowance
can change from period to period and the
allowance could potentially cause a material
impact to the income statement and working
capital. Specific customer circumstances and
general economic conditions may vary significantly
from management’s assumptions and may
impact expected earnings. At December 31, 2002,
the Company maintained an allowance for bad
debts of $1.1 million, and, for the year ended
December 31, 2002, the Company recognized bad
debt expense of $0.3 million.

Pension Plans—The calculation of the Company's
net periodic benefit cost (pension expense) and
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benefit obligation (pension liability) associated
with its defined benefit pension plans (pension
plans) requires the use of a number of assumptions
that the Company deems to be “critical accounting
estimates.” Changes in these assumptions can
result in different pension expense and liability
amounts, and future actual experience can differ
significantly from the assumptions. The Company
believes that the two most critical assumptions
are the expected long-term rate of return on plan
assets and the assumed discount rate.

The expected long-term rate of return reflects the
average rate of earnings expected on funds invested
or to be invested in the pension plans to provide
for the benefits included in the pension liability.
The Company establishes the expected long-term
rate of return at the beginning of each fiscal

year based upon information available to the
Company at that time, including the plan's
investment mix and the forecasted rates of return
on these types of securities. Any differences
between actual experience and assumed experience
are deferred as an unrecognized actuarial gain or
loss. The unrecognized actuarial gains or losses
are amortized in accordance with Statement No.
87. Although the long-term rate is intended to be
fairly consistent, the Company has reevaluated
and reduced the rate in 2002. The expected
long-term rates of return determined by the
Company for 2002 and 2001 were 7.75% and
8.00%, respectively. Pension expense increases as
the expected long-term rate of return decreases.
Therefore, the decline in this assumption had

the effect of increasing the Company’s pension
obligation and future pension expense.

The assumed discount rate reflects the current rate
at which the pension benefits could effectively be
settled. In estimating that rate, Statement No. 87
requires that the Company looks to rates of return
on high quality, fixed income investments. The
Company discounted its future pension liabilities
using rates of 6.75% and 7.00% as of December
31, 2002 and 2001, respectively. The Company’s
pension liability increases as the discount rate is
reduced. Therefore, the decline in this assumption
had the effect of increasing the Company'’s
pension obligation and future pension expense.

Deferred Tax Assets—The recognition of deferred
tax assets requires management to make judg-
ments regarding the future realization of these
assets. As prescribed by Statement of Financial
Accounting Standards No. 109 (SFAS 109),
valuation allowances must be provided for those
deferred tax assets for which it is more likely than
not (a likelihood of more than 50 percent) that
some portion or all of the deferred tax assets will
not be realized. SFAS 109 requires management to
evaluate positive and negative evidence regarding
the recoverability of deferred tax assets.
Determination of whether the positive evidence
outweighs the negative and quantification of the
valuation allowance requires management to
make estimates and judgments of future financial
results. The Company believes that these estimates




and judgments are “critical accounting estimates.”
Cumulative losses in recent periods and other
negative evidence further complicate these
assessments.

The Company’s financial results in recent periods
have generated operating loss carryforwards,
particularly with regard to the operations of the
Company’s discontinued foreign operation, Foster
Technologies. Management has determined that
it is more likely than not that the Company may
not realize a portion of the deferred tax assets
generated by these losses. Therefore, the Company
has provided a valuation allowance for this
deferred tax asset. At December 31, 2002, the
Company maintained net operating loss carryfor-
wards and a valuation allowance of $2.7 million
and $2.6 million, respectively. See Note 14, “Income
Taxes.” The Company’s future ability to realize
the tax benefit from these net operating loss
carryforwards may affect the Company's reported
income tax expense (benefit) and net income.

New Accounting Promouncements

In June 2001, the FASB issued Statement of
Financial Accounting Standards No. 143,
“Accounting for Asset Retirement Obligations”
(SFAS 143), effective for fiscal years beginning
after June 15, 2002. SFAS 143 provides accounting
requirements for retirement obligations associated
with tangible long-lived assets. The obligations
affected are those for which there is a legal obliga-
tion to settle as a result of existing or enacted law.
The Company does not believe this standard will
impact its consolidated financial statements.

In August 2001 the FASE issued Statement of
Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of
Long-Lived Assets (SFAS 144), effective for fiscal
years beginning after December 31, 2001. This
statement supersedes FASB Statement No. 121,
“Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed
Of” (SFAS 121), and provides a single accounting
model for long-lived assets to be disposed of. On
January 1, 2002, the Company adopted SFAS
144 and the adoption did not have a material
impact on the Company’s consolidated financial
statements.

In June 2002, the FASB issued Statement of
Financial Accounting Standards No. 146
“Accounting for Costs Associated with Exit or
Disposal Activities” (SFAS 146), effective for exit
or disposal activities initiated after December 31,
2002, with early application encouraged. This
statement supercedes 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).” SFAS 146 requires that a liability
for a cost associated with an exit or disposal activity
be recognized when the liability is incurred, rather
than at the date of an entity’s commitment to

an exit plan. The Company does not expect this
standard to have a material effect on the

Company’s consolidated financial statements.

In January 2003, the FASB issued FASB
Interpretation No. 46, “Consolidation of Variable
Interest Entities, and Interpretation of ARB No.
51", (FIN 46). FIN 46 requires certain variable
interest entities to be consolidated by the primary
beneficiary of the entity if the equity investors in
the entity do not have the characteristics of a con-
trolling financial interest or do not have sufficient
equity at risk for the entity to finance its activities
without additional subordinated financial support
from other parties. FIN 46 is effective for all new
variable interest entities created or acquired after
January 31, 2003. For variable interest entities
created or acquired prior to February 1, 2003, the
provisions of FIN 46 must be applied for the first
interim or annual period beginning after June 15,
2003. Management is currently evaluating the
effect that the adoption of FIN 46 will have on

its results of operations and financial conditions.
The Company has not identified any off balance
sheet arrangements for which consolidation
under FIN 46 is reasonably possible.

Market Risk and Risk Management
Polictes

The Company uses derivative financial instruments
to manage interest rate exposure on variable-rate
debt, primarily by using interest rate collars and
variable interest rate swaps. Effective September
26, 2002, in conjunction with the Company’s debt
refinancing, the Company discontinued cash flow
hedge accounting treatment for its interest rate
collars and recorded a cumulative charge to reflect
mark-to-market accounting. The application of
mark-to-market accounting for the year ended
December 31, 2002 has resulted in the recognition
of a non-cash charge of $2.2 million which

is recorded in other expense (income) on the
Consolidated Statements of Operations. The
Company continues to apply cash flow hedge
accounting to its other interest rate swap.

The Company recognizes all derivative instruments
on the balance sheet at fair value. Fluctuations in
the fair values of derivative instruments designated
as cash flow hedges are recorded in accumulated
other comprehensive income, and reclassified into
earnings as the underlying hedged items affect
earnings. To the extent that a change in interest
rate derivative does not perfectly offset the change
in value of the interest rate being hedged, the
ineffective portion is recognized in earnings
immediately.

The Company attempts to maintain a reasonable
balance between fixed-rate and floating-rate debt
to keep financing costs as low as possible. The
Company’s primary source of variable-rate debt
comes from its revolving credit agreement (See
Note 8 to the consolidated financial statements).
At December 31, 2002, the Company had approx-
imately $23.0 million of floating rate debt out-
standing under this agreement with an average
interest rate of approximately 3.84%. While not
specifically correlated with the revolving credit
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agreement, the Company maintains an economic
hedge of this variable rate through the mainte-
nance of two interest rate collar agreements with
a weighted average minimum annual interest
rate of 4.99% to a maximum weighted average
annual interest rate of 5.42% (See Note 9 to the
consolidated financial statements). As discussed in
Note 9, these derivatives do not qualify for hedge
accounting, as defined by Statement of Financial
Accounting Standards No. 133, “Accounting for
Derivative Instruments and Hedging Activities”
(SFAS 133). Since the interest rate on this debt
floats with the short-term market rate of interest,
the Company is exposed to the risk that these
interest rates may decrease below the minimum
annual interest rates on the two interest rate collar
agreements. The effect of a 1% decrease in rate

of interest below the 4.99% weighted average
minimum annual interest rate on $23.0 million
of outstanding floating rate debt would result in
increased annual interest costs of approximately
$0.2 million.

The Company is not subject to significant
exposures to changes in foreign currency
exchange rates.

Forward-Looking Statememnts
Statements relating to the potential value or
viability of the DM&E or the Project, or
management’s belief as to such matters, are
forward-looking statements and are subject

to numerous contingencies and risk factors.

The Company has based its assessment on
information provided by the DM&E and has

not independently verified such information. In
addition to matters mentioned above, factors
which can adversely affect the value of the
DM&E, its ability to complete the Project or the
viability of the Project include the following: labor
disputes, the outcome of certain litigation, any
inability to obtain necessary environmental and
government approvals for the Project in a timely
fashion, the DM&E's ability to continue to obtain
interim funding to finance the Project, the
expense of environmental mitigation measures
required by the Surface Transportation Board,
an inability to obtain financing for the Project,
competitors’ response to the Project, market
demand for coal or electricity and changes in
environmental laws and regulations.

The Company wishes to caution readers that
various factors could cause the actual results of
the Company to differ materially from those
indicated by forward-looking statements made
from time to time in news releases, reports, proxy
statements, registration statements and other
written communications (including the preceding
sections of this Management’s Discussion and
Analysis), as well as oral statements, such as ref-
erences made to future profitability, made from
time to time by representatives of the Company.
The inability to negotiate the sale of certain assets
could result in an impairment in future periods.
The inability to successfully negotiate a new sales
contract with a current Class I railroad customer
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could have a negative impact on the operating
results of the Company. Except for historical
information, matters discussed in such oral and
written communications are forward-looking
statements that involve risks and uncertainties,
including but not limited to general business
conditions, the availability of material from
major suppliers, the impact of competition,

the seasonality of the Company’s business, the
adequacy of internal and external sources of
funds to meet financing needs, taxes, inflation
and governmental regulations. Sentences
containing words such as “anticipates,” “expects,”
or “will” generally should be considered forward-
looking statements.

Ok —

David ]. Russo
Senior Vice President, Chief Financial Officer and Treasurer
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Linda K. Patterson
Conftroller




Stock Market Information
The Company had 762 common shareholders of record on January 31, 2003. Common stock prices are
quoted daily through the National Association of Security Dealers, Inc. in its over-the-counter NASDAQ
quotation service (Symbol FSTR). The quarterly high and low bid price quotations for common shares

(which represent prices between broker-dealers and do not include markup, markdown or commission
and may not necessarily represent actual transactions) follow:

2002 2001
Quarter High Lows High Low
First $ 6.07 $ 4.2 $ 3.65 $ 2.63
Second 6.05 5.03 4.30 3.40
Third 5.83 3.86 4.45 3.47
Fourth 4.64 3.75 5.00 4.10
Dividemnds

No cash dividends were paid on the Company’s Common stock during 2002 and 2001.

The following table sets forth information as of December 31, 2002 with respect to compensation plans
under which equity securities of the Company are authorized for issuance.

@ an dmn

Number of Number of

securities fo be securities

issued upon Weighted- remaining

exercise of average exercise available for

outstanding price of  future issuance under

oplions, outstanding plans [excluding

warrants options, warrants securities listed in

Plan Category and rights and rights column ()]
Equity compensation plans apptoved by shareholders 1,635,500 $4.27 182,550
Equity compensation plans not approved by shareholders — — —
Total 1,635,600 $4.27 182,550

The Company has awarded shares of its common stock to its outside directors on a biannual basis
since June, 2000 under an arrangement not approved by the Company’s shareholders. A total of
22,984 shares of common stock have been so awarded. The Company does not contemplate issuing
additional shares under this program and has submitted for shareholder approval at the Company’s
2003 Annual Shareholders’ Meeting a new plan under which outside directors will receive 2,500 shares
of the Company’s common stock at each annual shareholder meeting at which such outside director is
elected or re-elected, commencing with the Company’s 2003 Annual Shareholders’ Meeting.
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Selected Fimanciael Data

All amounts are in thousands, except per share data Year Ended December 31,

Income Statement Data 2002(1) 2001 (2)(3)  2000(2)(4) 1889(2) 1998(2)(5)
Net sales $ 257,950 $ 282,119 S 264,614 $ 241,902 $ 219,412
Operating profit 2,992 5,098 7,960 10,078 8,758
(Loss) income from continuing operations (3,029) 1,303 3,743 5,091 5,230
Loss from discontinued operations, net of tax (2,003) (666) (253) (2,588) (853)
Cumulative effect of change in accounting principle (4,320) — — — —
Net (loss) income (11,424) 637 3,490 2,503 4,377
Basic (loss) earnings per common share:

Continuing operations (0.33) 0.14 0.39 0.53 0.53

Discontinued operations (0.21) ©0.07) (0.03) 0.27) 0.09

Cumulative effect of change in accounting principle (0.46) — — — —
Basic (loss) earnings per common share (1.20) 0.07 0.37 0.26 0.44
Diluted (loss) earmings per common share:

Continuing operations (0.33) 0.14 0.39 0.51 0.52

Discontinued operations (0.21) .07 (0.03) (0.26) (0.09)

Cumulative effect of change in accounting principle (0.46) — — — —
Diluted (loss) earnings per common share (1.20) 0.07 0.37 0.25 0.43

December 31,

Balance Sheet Data 2002 2001 2000 1999 1998
Total assets $ 133,984 S 160,042 S 177,147 S 164,731 $ 119,434
Working capital 46,694 62,011 71,477 67,737 54,604
Long-term debt 26,991 32,758 43,484 44,136 13,829
Stockholders’ equity 66,013 77,145 77,359 74,650 73,494

(1) 2002 includes the following non-cash charges: a 5,050,000 write-down of advances made to the Company’s principal specialfy frackwork
supplier which are not expected to be recovered; a $1,893,000 charge reiated to an “other than temporary” impairment of the Company’'s equity
investment in that frackwork supplier; a $765,000 charge for depreciation expense from assets that had been classified as held for resale, but the
sale did not materialize; a $660,000 impairment charge to adjust assefs related to the Company’s rail signaling business, clossified as a discontinued
operation, to their expected fair value; a $4,390,000, net of tax, charge from the cumuiative effect of a change in accounting principle as a

result of the adoption of Financial Accounting Standards No. 142, “Goodwill and Other intangible Assets;” and a $2,.232.000 charge related to
mark-to-market accounting for derivafive instruments.

(2) 2001, 2000, 1999 and 1998 were restated to reflect the classification of the Company s raif signaling business as a discontinued operation.

(3 2001 includes pretax charges of approximately §1,879,000 related fo the Company’s plan fo consolidate sales and administrative functions
and plant operafions.

(4) 2000 includes pretax charges of approximately $1,349,000 related fo the Company’s plan to consolidate sales and adminisirative functions
and plant operations; a pretax gain of approximately $800,000 on the sale of an undeveloped 62-ccre property located in Houston, TX: and an
after-fax gain on the sale of the Monitor Group, classified as a discontinued operation, of $900,000.

(5) In 1998, the Company recognized a pretax gain on the sale of the Fosterweld division of the Tubular segment of approximately $1, 700,000, a

write-down of approximately $900.000 on property subject to a sale negotiation; and a provision for losses of approximately $900,000 relating to
certain sign structure confracts in the Construction segment.
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ASSETS

In thousands 2002 2001
CURRENT ASSETS:
Cash and cash equivalents $ 3,653 S 4,222
Accounts receivable-net 39,363 53,036
Inventories—net 32,925 43,369
Current deferred tax assets 1,494 1,491
Other current assets 6986 806
Property held for resale —_ 1,333
Current assets of discontinued operations 138 m
Totat Current Assets 78,269 104,368
PROPERTY, PLANT AND EQUIPMENT-NET 36,083 33,819
ASSETS OF DISCONTINUED OPERATIONS 196 1,037
OTHER ASSETS:
Goodwill and other intangibles—net 1,088 5,650
Invesiments 12,718 11,104
Deferred tax assets 4,454 1,184
Other assets 1,178 2,980
Total Other Assets 19,438 20,818
TOTAL ASSETS $ 133,984 $ 160,042
LIARILITIES AND STOCKHOLDERS' EQUITY
in thousands, except share data
CURRENT LIABILITIES:
Current maturities of long-term debt $ 823 S 809
Short-term borrowings —_ 5,000
Accounts payable-trade 24,094 29,269
Accrued payroll and employee benefits 2,413 2,645
Current deferred fax ligbilities 1,474 1,201
Other accrued liabilities 2,693 3,624
Liabilities of discontinued operations 74 9
Tota! Current Liabilities 31,575 42,357
LONG-TERM DEBT 26,991 32,758
DEFERRED TAX LIABILITIES 4,185 4,968
OTHER LONG-TERM LIABILITIES 5,210 2,814
COMMITMENTS AND CONTINGENT LIABILITIES (vote 17)
STOCKHOLDERS' EQUITY:
Common stock, issued 10,228,739 shares in 2002 and 2001 102 102
Paid-in capital 35,143 35,233
Retained earnings 35,208 46,632
Treasury stock—at cost, Common stock, 703,822 shares

in 2002 and 762,613 shares in 2001 (3.629) (3,926)
Accumulated other comprehensive loss ®11) (896)
Total Stockholders' Equity 66,013 77,145
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 133,084 S 160,042

See Notes to Consolidated Financial Statements.
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In thousonds, except per share data 2002 2001 2000
NET SALES $ 257,950 $ 282,119 S 264,614
COSTS AND EXPENSES:
Cost of goods sold 228,483 248,623 226,780
Selling and administrative expenses 26,473 28,398 29,874
Inferest expense 2,592 3,564 4,227
Other expense (income):
Impairment of equity investment and advances 6.243 — —
Other 1,097 (694) (2,506)
265,520 279,891 258,375
(LOSS) INCOME FROM CONTINUING OPERATIONS,
BEFORE INCOME TAXES AND CUMULATIVE EFFECT
OF CHANGE IN ACCOUNTING PRINCIPLE (7.640) 2,228 6,239
INCOME TAX (BENEFIT) EXPENSE (2.611) 925 2,496
(LOSS) INCOME FROM CONTINUING OPERATIONS,
BEFORE CUMULATIVE EFFECT OF CHANGE IN
ACCOUNTING PRINCIPLE (5,029) 1,303 3,743
DISCONTINUED OPERATIONS (SEE NOTE 5):
LOSS FROM DISCONTINUED OPERATIONS (2,003) (1,134) 422)
INCOME TAX BENEFIT — (468) 169)
LOSS FROM DISCONTINUED OPERATIONS,
NET OF TAX (2.005) (666) (253)
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING
PRINCIPLE, NET OF TAX (4,380) — —
NET (LOSS) INCOME $ (11,424) S 637 § 3,490
BASIC AND DILUTED (LOSS) EARNINGS PER COMMON SHARE:
FROM CONTINUING OPERATIONS BEFORE CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE $ (0.53) S 0.14 S 0.39
FROM DISCONTINUED OPERATIONS, NET OF TAX 0.21) .07 (0.03)
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE (0.48) — —
NET (LOSS) EARNINGS PER COMMON SHARE $  (1.20) S 0.07 S 0.37

See Notes to Consolidated Financial Statements.
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In thousands 2002 2001 2000
CASH FLOWS FROM OPERATING ACTIVITIES:
(Loss) income from continuing operations $ (5.029) $ 1,303 $ 3,743

Adjustments fo reconcile net (loss) income fo net cash
provided (used) by operating activities:

Deferred income taxes (3,290) 12 (442)
Depreciation and amortization 5,851 5,414 5,114
Loss (gain) on sale of property, plant and equipment 42 41 (879)
Impairment of equity investment and advances 6,943 — —
Unrealized loss on derivative mark-to-market 2,232 — —
Change in operating assefs and liabilifies:
Accounts receivable 13,646 4,597 (4,494)
Inventories 8,531 16,393 (14,205)
Other current assets 11¢ (442) 611
Other noncurrent assets (3,689) 44 1,258
Accounts payable—trade (5,.370) (3,669) 8,499
Accrued payroll and employee benefits (132) (638) (149)
Other current liabilities (829) (293) 1,001
Other liabilities 324 (110) (166)
Net Cash Provided (Used) by Continuing Operations 19,340 22,652 (109
Net Cash (Used) Provided by Discontinued Operafions (1,126) (564) 628
Net Cash Provided by Operating Activities 18,214 22,088 519
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the sale of property, plant and equipment 483 219 2,428
Capital expenditures on property, plant and equipment (4.724) (4,807) (4,063)
Purchase of DM&E stock (500) (800) —
Acquisition of business (2,.214) — —
Net Cash Used by Investing Activities (6,955) (5.388) (1,635)
CASH FLOWS FROM FINANCING ACTIVITIES:
(Repayments) proceeds of revolving credit agreement borrowings (12,000) (11,500) 1,500
Exercise of stock options and stock awards 207 85 185
Treasury share transactions — (75) (901)
Repayments of long-ferm debt (54) (945) (1,207)
Net Cash Used by Financing Activities (11,847) (12,435) (423)
Effect of exchange rate changes on cash 12 “43) 19
Net (Decrease) Increase in Cash and Cash Equivalents (569) 4,222 (1,558)
Cash and Cash Equivalents at Beginning of Year 4,222 — 1,658
Cash and Cash Equivalents at End of Year $ 3,633 S 4,222 S -
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Inferest Paid $ 2,791 $ 3,986 S 4,266
Income Taxes Paid $ 749 S 713 $ 1,932

During 2002, 2001 and 2000, the Company financed certain capital expenditures totaling $1,303,000, $102,000 and
$340,000, respactively, through the execution of capifal leases.

See Notes to Consolidated Financial Staterents.
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Ecnselidalt 0 gl 2
Accumulated
Other
Common Paid-in Retained Treasury ~ Comprehensive
In thousands, except share datfa Stock Capital Earnings Stock Income (Loss) Total
Balance, January 1, 2000 $102 §$35377 $42505 S (3364) $ 30 $ 74,650
Net income 3,490 3,490
Other comprehensive loss nef of fax:
Foreign currency tfranslation adjustment (45) 45)
Minimum pension liability adjustment (20) (20)
Comprehensive income 3,425
Exercise of options to purchase 35,500
shares of Common stock an 256 185
Treasury sfock purchases of 223,100 shares 901 (801
Balance, December 31, 2000 102 35,306 45,995 (4,009 (35) 77,369
Net income 637 637
Other comprehensive loss net of fax:
Foreign currency translation adjustment (24) 24)
Minimum pension liability adjustment (200) (200)
Cumulative fransition adjustment of a change in
accounting principle (48 (48)
Unrealized derivative losses on cash flow hedges (589) (689)
Comprehensive loss (224)
Issuance of 28,014 Common shares (73) 158 85
Treasury stock purchases of 25,000 shares 75) (75)
Balance, December 31, 2001 102 35,233 46,632 (3,926) (896) 77,145
Net loss (11,424) (11,424)
Other comprehensive loss net of tax:
Foreign currency translation adjustment an a7n
Minimum pension liability adjustment 434) (434)
Unrealized derivative losses on cash flow hedges (686) (686)
Reclassification adjustment for derivative losses
included in net losses 1,222 1,222
Comprehensive loss (11,339
Issuance of 58,791 Common shares (90) 297 207
Balance, December 31, 2002 $ 102 $ 35143 $ 35208 $ (3,629) $ (811) $ 66,013

See Notes to Consolidated Financial Statements.

Notes to Consolidated Financial
Statements

Note 1.

Summary of Significant Accounting Policies
Basis of financial statement presentction

The consolidated financial statements include
the accounts of the Company and its wholly
owned subsidiaries. All significant inter-company
transactions have been eliminated. The term
“Company” refers to L. B. Foster Company and
its subsidiaries, as the context requires.

Cash equivaients

The Company considers securities with maturities
of three months or less, when purchased, to be
cash equivalents.

Inventeries

Inventories are generally valued at the lower of
the last-in, first-out (LIFO) cost or market.
Approximately 24% in 2002 and 18% in 2001,

of the Company’s inventory is valued at average
cost or market, whichever is lower. The reserve for
slow-moving inventory is reviewed and adjusted
regularly, based upon product knowledge, physical
inventory observation, and the age of the inventory.

Property, plant and equipment

Maintenance, repairs and minor renewals are
charged to operations as incurred. Major renewals
and betterments which substantially extend the
useful life of the property are capitalized. Upon
sale or other disposition of assets, the cost and
related accumulated depreciation and amortiza-
tion are removed from the accounts and the
resulting gain or loss, if any, is reflected in income.

Depreciation and amortization are provided on a
straight-line basis over the estimated useful lives
of 30 to 40 years for buildings and 3 to 10 years
for machinery and equipment. Leasehold
improvements are amortized over 2 to 7 years
which represent the lives of the respective leases
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or the lives of the improvements, whichever is
shorter. The Company reviews long-lived assets
for impairment whenever events or changes in
circumstances indicate that the carrying amount
of an asset may not be recoverable.

Allowance for doubftful accounts

Judgement is required to assess the ultimate
realization of the Company’s accounts receivable,
including assessing the probability of collection
and the credit-worthiness of certain customers.
Reserves for uncollectible accounts are recorded as
part of selling, general and administrative expense
on the Statements of Consolidated Operations.
The Company records a monthly provision for
accounts receivable that are considered to be
uncollectible. In order to calculate the appropriate
monthly provision, the Company reviews its
accounts receivable aging and calculates an
allowance through application of historic reserve
factors to overdue receivables. This calculation

is supplemented by specific account reviews
performed by the Company’s credit department.
As necessary, the application of the Company’s
allowance rates to specific customers are reviewed
and adjusted to more accurately reflect the credit
risk inherent within that customer relationship.
The reserve is reviewed for reasonableness on a
monthly basis.

Goodwill and other intangible assets

In June 2001, the Financial Accounting Standards
Board (FASB) issued Statement of Financial
Accounting Standards No. 142, “Goodwill and
Other Intangible Assets” (SFAS 142). SFAS 142

establishes new accounting and reporting require-
ments for goodwill and intangible assets, including
new measurement techniques for evaluating the
recoverability of such assets. Under SFAS 142, all
goodwill amortization ceased as of January 1,
2002. Goodwill attributable to each of the
Company’s reporting units was tested for
impairment by comparing the fair value of

each reporting unit with its carrying value. As a
result of the adoption of SFAS 142, the Company
recognized a total pre-tax charge of $4,931,000,
of which $3,664,000 related to the Rail products
segment (primarily from the 1999 acquisition of
CXT Incorporated), and $1,267,000 related to the
Construction products segment (from the 1997
acquisition of the Precise Fabricating Corporation).
The fair values of these reporting units were
determined using discounted cash flows based

on the projected financial information of the
reporting units. On an ongoing basis (absent

of any impairment indicators), the Company
expects to perform its impairment tests during
the fourth quarter.

Under SFAS 142, the impairment charge recognized
at adoption is reflected as a cumulative effect of a
change in accounting principle, effective January
1, 2002. Impairment adjustments recognized on
an ongoing basis are generally recognized as a
component of continuing operations.

The carrying amount of goodwill attributable to
each segment, after the non-cash charges for the
adoption of SFAS 142 at January 1, 2002 is
detailed as follows:

Rait Construction Tubular
Products Products Products
In thousands Segment Segment Segment Total
Balance as of December 31, 2001 S 3,664 $ 1,467 — $ 5,131
Goodwill Impairment-January 1, 2002 (3,664) (1.267) — (4,931)
Goodwill Acquired—Greulich Bridge — 150 — 150
Balance as of December 31, 2002 — $350 — S 350

As required by SFAS 142, the Company reassessed the useful lives of its identifiable intangible assets

and determined that no changes were required. As

the Company has no indefinite lived intangible

assets, all intangible assets will continue to be amortized over their remaining useful lives ranging
from 5 to 10 years, with a total weighted average amortization period of less than seven years. The
components of the Company's intangible assets are as follows:

December 31, 2002 December 31, 2001

Gross Gross
Carrying Accumulated Carrying Accumulated
In thousands Amount Amerlization Amount Amortization
Licensing agreements $ 400 $ (@7 $ 375 S @23
Non-compete agreements 350 (70) — —
Patents 200 (54) 100 (33)
Total $ 950 $ (21 S 475 S (56)
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Amortization expense for the year ended
December 31, 2002, 2001 and 2000 was $155,000,
$61,000 and $43,000, respectively. Future estimated
- amortization expense is as follows:

Estimated
In thousands Amortization Expense

For the year ended December 31,

2003 $ 155
2004 165
2005 155
2006 155
Thereafter 119

Had the Company been accounting for goodwill
under SFAS 142 for all periods presented, the
Company’s net (loss) income and basic and
diluted (loss) earnings per common share for the
years ended December 31, 2002, 2001 and 2000
would have been as follows:

In thousands, except
per share amounts

2002 2001 2000

Reported net (loss)
income

Goodwill amortization,
net of tax —

$(11.424) § 637 $3490

423 372

Adjusted net (loss)

income $ (11.424) $1,060 S 3,862

Basic (loss) earnings

per common share:
Reported net (loss)

income $
Goodwill amortization,

net of tax —

(1.20) S 007 § 037

0.04 0.04

Adjusted basic (loss)
earnings per

common share $ (.20 S 011 S 04

Diluted (loss) earnings

per common share:
Reported net (loss)

income $
Goodwill amortization,

net of tax —

(1.20) $ 007 $ 037

0.04 0.04

Diluted (loss) earnings

per common share $ (1.20) S 0.11 S 040

Environmental remediation and compliance

Environmental remediation costs are accrued
when the liability is probable and costs are
estimable. Environmental compliance costs, which
principally include the disposal of waste generated
by routine operations, are expensed as incurred.
Capitalized environmental costs are depreciated,
when appropriate, over their useful life.

Earmings per share

Basic earnings per share is calculated by dividing
net income (loss) by the weighted average of com-
mon shares outstanding during the year. Diluted
earnings per share is calculated by using the
weighted average of common shares outstanding
adjusted to include the potentially dilutive effect
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of outstanding stock options utilizing the treasury
stock method.

Revenue recognition

The Company’s revenues are composed of product
sales and products and services provided under
long-term contracts. The Company recognizes
revenue upon shipment of material from stock
inventory or upon billing of material shipped
directly to the customer from a Company vendor.
Title passes to the customer upon shipment.
Revenue is reported net of freight for sales from
stock inventory and direct shipments. Freight
recorded for the years ended December 31, 2002,
2001 and 2000 amounted to $11,340,000,
$11,332,000 and $8,903,000, respectively.
Revenues from long-term contracts are generally
recognized using the percentage-of-completion
method based upon the proportion of actual costs
incurred to estimated total costs. For certain prod-
ucts, the percentage of completion is based upon
actual labor and engineering costs to estimated
total labor and engineering costs. For certain
other products, the Company recognizes revenues
based upon the units delivered compared to total
units ordered by the customer.

As certain long-term contracts extend over one or
more years, revisions to estimates of costs and
profits are reflected in the accounting period in
which the facts that require the revisions become
known. At the time a loss on a contract becomes
known, the entire amount of the estimated loss is
recognized on the financial statements. The
Company has historically made reasonable
dependable estimates of the extent of progress
towards completion, contract revenues, and
contract costs on its long-term contracts. However,
due to uncertainties inherent in the estimation
process, actual results could differ materially from
those estimates.

Revenue from contract change orders and claims
is recognized when the settlement is probable and
the amount can be reasonably estimated.
Contract costs include all direct material, labor,
subcontract costs and those indirect costs related
to contract performance. Costs in excess of billings,
and billings in excess of costs are classified as a
current asset.

Fair volue of financiai instrumenis

The Company’s financial instruments consist of
accounts receivable, accounts payable, short-term
and long-term debt, and interest rate agreements.

The carrying amounts of the Company'’s financial
instruments at December 31, 2002 and 2001
approximate fair value.

Use of estimates

The preparation of financial statements in
conformity with accounting principles generally
accepted in the United States requires management
to make estimates and assumptions that affect
the amounts reported in the financial statements
and accompanying notes. Actual results could
differ from those estimates.
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Stock-based compensation

In December 2002, the FASB issued Statement

of Financial Accounting Standards No. 148,
“Accounting for Stock-Based Compensation-
Transition and Disclosure-an amendment of FASB
Statement No. 123" (SFAS 148) effective for fiscal
years ending after December 31, 2002 and for
interim periods beginning after December 15,
2002. This statement amends Statement of
Financial Accounting Standards No. 123,
“Accounting for Stock-Based Compensation”
(SFAS 123), to provide alternative methods of
transition for a voluntary change to the fair value
based method of accounting for stock-based
employee compensation. In addition, SFAS 148
amends the disclosure requirements of SFAS 123
to require prominent disclosures in both annual
and interim financial statements about the
method of accounting for stock-based employee
compensation and the effect of the method used
on reported results.

The Company has adopted the disclose-only
provisions of SFAS 123, but applies the intrinsic
value method of Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to
Employees” (APB 25) and related interpretations
in accounting for its stock option plans.
Accordingly, no compensation expense has
been recognized.

The following table illustrates the effect on the
Company’s (loss) income from continuing operations
and (loss) earnings per share had compensation
expense for the Comparny’s stock option plans
been applied using the method required by SFAS
123. Refer to Note 12, “Stock Options,” for more
information regarding stock based compensation.

In thousands, except
per share amounts

2002 2001 2000

Net (loss) income from continuing

operations, as reporied $ (5,029) $1,303 §$3,743
Add: Stock-based employee

compensation expense included

in reported net (loss) income,

net of relafed tax effects — — —
Deduct: Total stock-based employee

compensation expense determined

under fair value method for all

awards, net of relafed fax effects 270 260 315

Pro forma (loss) income from

confinuing operafions $ (5,209) $1,043 §3428

(Loss) earnings per share from
continuing operations:
Basic and dilufed,
as reported $§ (033) S 0.14
Basic and diluted, pro forma § (0.56) $ 0.11

$ 0.39
$ 0.36

Derivative financial insfruments and hedging
activities

The Company uses detivative financial instruments
to manage interest rate exposure on variable-rate
debt, primarily by using interest rate collars and
variable interest rate swaps. Effective September
26, 2002, in conjunction with the Company’s debt

refinancing, the Company discontinued cash flow
hedge accounting treatment for its interest rate
collars and has applied mark-to-market account-
ing prospectively. Adjustments in the fair value of
these instruments are recorded as Other Expense
(Income). The Company continues to apply cash
flow hedge accounting to the interest rate swap.

At contract inception, the Company designates its
derivative instruments as hedges. The Company
recognizes all derivative instruments on the balance
sheet at fair value. Fluctuations in the fair values
of derivative instruments designated as cash flow
hedges are recorded in accumulated other com-
prehensive income, and reclassified, as adjustments
to interest expense, as the underlying hedged
items affect earnings. To the extent that a change
in interest rate derivative does not perfectly offset
the change in value of the interest rate being
hedged, the ineffective portion is recognized in
earnings immediately.

The Company is not subject to significant
exposures to changes in foreign currency
exchange rates. The Company does, however,
hedge the cash flows of operations of its Canadian
subsidiary. The Company manages its exposures
to changes in foreign currency exchange rates on
firm sales and purchase commitments by entering
into foreign currency forward contracts. The
Company’s risk management objective is to
reduce its exposure to the effects of changes in
exchange rates on these transactions over the
duration of the transactions. At December 31,
2002 and 2001, the Company did not have any
foreign currency forward contracts outstanding.

New accounting pronouncements

In June 2001, the FASB issued Statement of
Financial Accounting Standards No. 143,
“Accounting for Asset Retirement Obligations”
(SEAS 143), effective for fiscal years beginning
after June 15, 2002. SFAS 143 provides accounting
requirements for retirement obligations associated
with tangible long-lived assets. The obligations
affected are those for which there is a legal obli-
gation to settle as a result of existing or enacted
law. The Company does not believe this standard
will impact its consolidated financial statements.

In August 2001 the FASB issued Statement

of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of
Long-Lived Assets (SFAS 144), effective for fiscal
years beginning after December 31, 2001. This
statement supersedes FASB Statement No. 121,
“Accounting for the Impairment of Long-Lived
Assets and for Long-Lived Assets to Be Disposed
Of” (SFAS 121), and provides a single accounting
model for long-lived assets to be disposed of. On
January 1, 2002, the Company adopted SFAS 144
and the adoption did not have a material impact
on the Company’s consolidated financial statements.

In June 2002, the FASB issued Statement of
Financial Accounting Standards No. 146
“Accounting for Costs Associated with Exit or
Disposal Activities” (SFAS 146), effective for exit
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or disposal activities initiated after December 31,
2002, with early application encouraged. This
statement supercedes 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).” SFAS 146 requires that a liability
for a cost associated with an exit or disposal
activity be recognized when the liability is
incurred, rather than at the date of an entity’s
commitment to an exit plan. The Company does
not expect this standard to have a material effect
on the Company’s consolidated finandial statements.

In January 2003, the FASB issued FASB
Interpretation No. 46, “Consolidation of Variable
Interest Entities, and Interpretation of ARB No.
517, (FIN 46). FIN 46 requires certain variable
interest entities to be consolidated by the primary
beneficiary of the entity if the equity investors in
the entity do not have the characteristics of a con-
trolling financial interest or do not have sufficient
equity at risk for the entity to finance its activities
without additional subordinated financial support
from other parties. FIN 46 is effective for all new
variable interest entities created or acquired after
January 31, 2003. For variable interest entities
created or acquired prior to February 1, 2003, the
provisions of FIN 46 must be applied for the first
interim or annual period beginning after June 15,
2003. Management is currently evaluating the
effect that the adoption of FIN 46 will have on

its results of operations and financial condition.
The Company has not identified any off balance
sheet arrangements for which consolidation
under FIN 46 is reasonably possible.

Note 2.

Accounts Receivable

Accounts receivable at December 31, 2002 and
2001 are summarized as follows:

In thousands 2002 2001
Trade $ 40,357 S 53,542
Aliowance for doubtful accounts (1,083) 812)
Other 69 306

$ 39,363 $ 53,036

The increase in current year reserves is due to fully
reserved accounts. Bad debt expense (income) was
$256,000, $(20,000), and $108,000 in 2002, 2001
and 2000, respectively.

The Company'’s customers are principally in the
Rail, Construction and Tubular segments of the
economy. As of December 31, 2002 and 2001,
trade receivables, net of allowance for doubtful
accounts, from customers in these markets were
as follows:

In thousands 2002 2001
Rail $ 19,016 $ 28,168
Construction 18,793 22,732
Tubular 1,485 1,840

$ 39,294 $ 52,730
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Credit is extended on an evaluation of the
customer'’s financial condition and generally
collateral is not required.

Note 3.

Inventiories

Inventories at December 31, 2002 and 2001 are
summarized as follows:

In thousands 2002 2001
Finished goods $ 21,700 S 33,995
Work-in-process 6,343 5,651
Raw materials 8,731 5,756
Total inventories at current costs 34,774 45,302
Less:
Current cost over LIFO
stated values (1,249) (1,333)
Inventory valuation reserve (500) (600)
$ 32,925 S 43,369

At December 31, 2002 and 2001, the LIFO
carrying value of inventories for book purposes
exceeded the LIFO value for tax purposes by
approximately $5,082,000 and $5,034,000,
respectively. During 2002, inventory quantities
were reduced resulting in a liquidation of certain
LIFO inventory layers carried at costs which were
higher than the costs of current purchases. The
effect of these reductions in 2002 was to increase
cost of goods sold by $714,000. During 2001,
liquidation of LIFO layers carried at costs that
were lower than current purchases resulted in a
decrease to cost of goods sold of $307,000. During
2000, liquidation of LIFO layers carried at costs
that were higher than current purchases resulted
in an increase to cost of goods sold of $18,000.

Note 4.

Property Held for Resale

Property held for resale at December 31, 2002 and
2001 consists of the following:

In thousandis 2002 2001
Location:

Birmingham, AL $ — $ 1,333
Property held for resale $ — $ 1,333

Operations at the Tubular segment’s Newport, KY
pipe coating facility were suspended in 1998 in
response to unfavorable market conditions. In
1999, the Company recorded an impairment loss
to reduce these assets to their anticipated market
value. In 2000, the machinery and equipment
from this operation was dismantled and trans-
ferred to the Company’s Birmingham, AL location.
The expected sale of these assets did not materialize
in 2002. In accordance with Statement of
Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of
Long-Lived Assets”, these assets were reclassified
as held and used and a $765,000 non-cash
charge was recognized representing depreciation
that had been suspended while these assets were
classified as held for resale.




Note §.
Discontinued Operations

During the fourth quarter of 2002, the Company
started negotiations and committed to a plan to
sell the assets related to the Rail segment’s rail
signaling and communications device business in
2003 and recorded a $660,000 non-cash impair-
ment loss to adjust these assets to their fair value.
The operations of the rail signaling and commu-
nication device business qualify as a “component
of an entity” under Statement of Financial
Accounting Standards No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets”
and thus, have been reclassified as discontinued
operations in the fourth quarter of 2002, and
prior periods have been restated.

The rail signaling and communications device
business was sold effective February 28, 2003.

In the fourth quarter of 1999, the Company made
the decision to discontinue the operations of the
Monitor Group, a developer of portable mass
spectrometers. In September 2000, the Company
sold the assets of the Monitor Group for
$1,500,000 cash. The disposition of the Monitor
Group represented the disposal of a business
segment under Accounting Principles Board
“APB” Opinion No. 30. Accordingly, results of the
operation were classified as discontinued, and
prior periods have been restated.

The following table reconciles net (loss) income
from continuing operations before the cumulative
effect of a change in accounting principle to net
(loss) income before the cumulative effect of a
change in accounting principle:

In thousandis 2002 2001 2000
Net (loss) income from continuing operations (before the

cumulative effect of a change in accounting principle) $ (5.029) $ 1,303 S 3,743
Discontinued operations

Loss from operations of the rail signaling and communication

device business (including a prefax provision for the

disposal of assets in 2002 of $660,000) (2,005) 1,134) (1,040)

income from the operations of the Monitor Group,

(including a pretax gain on disposal of $1,500,000) — — 618

Income tax benefit — 468 169

Loss from discontinued operafions (2,003) (666) (253)
Net (loss) income before cumulative effect

of a change in accounting principle $ (7.034) $ 637 S 3,490

The 2002 non-cash impairment loss to adjust the assets of the rail signaling and communication
device business to fair value was recorded to the following asset classes:

In thousands

Intangibles $§ 8N
Equipment 49
Total impairment loss $ 880

The following table details balance sheet information for discontinued operations:

In thousands 2002 2001
Current assets
Accounts receivable $ 1 S 28
Inventory 118 75
Other current assets 19 8
Total current assets 138 m
Other assefs
Property, plant and equipment-net 95 132
Infangibles-net 107 905
Total other assefs 196 1,037
Total assets 334 1,148
Current liabilities
Accounts payable—frade 89 21
Accrued payroll and employee benefits 1 1
Other accrued liabilities 4 a3
Total current liabilities 74 9
Net assets of discontinued operations $ 260 S 1,139
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Note 6.
Property, Plant and Equipment

Property, plant and equipment at December 31,
2002 and 2001 consists of the following:

In thousands 2002 2001
Land $§ 6,541 S 6,352
Improvements fo land and feaseholds 7,438 6,465
Buildings 7,675 6,060
Machinery and equipment,
inciuding equipment under
capifalized leases 50,188 44,676
Construction in progress 181 717
72,023 64,270
Less accumulated depreciation
and amortization, including
accumulated amortization of
capitalized leases 35,240 30,451
$ 36,083 $ 33,819

Depreciation expense for the years ended
December 31, 2002, 2001 and 2000 amounted to
$5,696,000, $5,353,000 and 5,071,000, respectively.

Note 7.
Other Assets and invesiments

The Company holds investments in the stock of
the Dakota, Minnesota & Eastern Railroad
Corporation (DM&E), which is recorded at its
historical cost of $8,993,000 and $8,493,000 at
December 31, 2002 and 2001, respectively. This
investment is comprised of $193,000 of DM&E
Common stock, $1,500,000 of DM&E Series B
Preferred Stock and Common stock warrants,
$6,000,000 in DM&E Series C Preferred Stock and
Common stock warrants, $800,000 in DM&E
Series C1 Preferred Stock and Common stock
warrants, and $500,000 in DM&E Series D
Preferred Stock and Common stock warrants.
The Company accrued dividend income on these
issuances of $1,114,000, $881,000 and $813,000
in 2002, 2001 and 2000, respectively. The Company
had a receivable for accrued dividend income on
these issuances of $3,725,000, $2,611,000 and
$1,730,000 in 2002, 2001 and 2000, respectively.
Although the market value of the investments

in DM&E stock are not readily determinable,
management believes the fair value of this
investment exceeds its carrying amount.

In August 2000, the Company contributed a note,
having a principal and interest value of approxi-
mately $2,700,000, to a limited liability company
created by the Company and its principal trackwork
supplier in exchange for a 30% ownership position.
Of the $2,700,000 initial investment, approxi-
mately $1,700,000 represented goodwill. During
2002, the Company recognized an impairment
loss of approximately $1,893,000 to write off this
investment. The loss in the value of this investment
was driven by the continued deterioration of
certain rail markets and was determined to be
“other than temporary” based on discounted cash
flow projections. The Company’s proportionate

share of the unaudited financial results for this
investment was immaterial for the years ended
December 31, 2002, 2001 and 2000.

Note 8.
Borrowings

On September 26, 2002, the Company entered
into a new credit agreement with a syndicate of
three banks led by PNC Bank, N.A. The new
agreement provides for a revolving credit facility
of up to $60,000,000 in borrowings to support the
Company’s working capital and other liquidity
requirements. The revolving credit facility, which
matures in September 2005, is secured by substan-
tially all of the inventory and trade receivables
owned by the Company. Availability under the
agreement is limited by the amount of eligible
inventory and accounts receivable, applied
against certain advanced rates. Proceeds from
the new facility were used to repay and retire the
Company’s previous credit agreement, which was
to mature in July 2003. Interest on the new credit
facility is based on LIBOR plus a spread ranging
from 1.75% to 2.5%.

The agreement includes financial covenants
requiring a minimum net worth, a minimum
level for the fixed charge coverage ratio and a
maximum level for the consolidated capital
expenditures. The agreement also restricts
investments, indebtedness, and the sale of
certain assets. As of December 31, 2002, the
Company was in compliance with all the
agreement’s covenants.

At December 31, 2002, 2001 and 2C00, the weighted
average interest rate on short-term borrowings
was 3.84%, 5.41% and 8.12%, respectively. At
December 31, 2002 the Company had borrowed
$23,000,000 under the agreement, which was
classified as long-term (See Note 9). Under the
agreement, the Company had approximately
$11,645,000 in unused borrowing commitment

at December 31, 2002.
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Note 9.
Long-Term Debt and Related Matters

Long-term debt at December 31, 2002 and 2001
consists of the following:

2002 2001

In thousands

Revolving Credit Agreement with
weighted average interest rate of
3.84% at December 31, 2002 and
5.41% at December 31, 2001,
expiring September 26, 2005

$ 23,000 S 30,000

Lease obligations payable in
instaliments through 2012 with a
weighted average interest rate of
7.33% of December 31, 2002 and
8.30% af December 31, 2001

1,897 1,622

Massachusetts Indusirial Revenue
Bond with an average interest
rate of 1.58% at December 31,
2002 and 2.89% at December 31,
2001, payable March 1, 2013

2,045 2,045

Pennsylvania Economic Development
Financing Authority Tax Exempt
Pooled Bond payable in instaliments
from 2005 through 2021 with an
average inferest rafe of 1.63% at
December 31, 2002 400 —

Pennsyivania Depariment of
Community and Economic Develop-
ment Machinery and Equipment
Loan Fund payable in installments
through 2009 with a fixed interest
rate of 3.76% 474 —

27,816 33,567
Less current maturities 825 809

$ 26,981 $§ 32,758

The $23,000,000 revolving credit borrowings
included in long-term debt were obtained under
the revolving loan agreement discussed in Note 8
and are subject to the same terms and conditions.
The borrowings are classified as long-term because
the Company does not anticipate reducing the
borrowings below $23,000,000 during 2003.

The Massachusetts Industrial Revenue Bond is
secured by a $2,085,000 standby letter of credit.

The Pennsylvania Economic Development
Financing Authority Tax-Exempt Pooled Bond is
secured by a $410,000 standby letter of credit.

The Company uses interest rate collars to manage
interest rate exposure on variable-rate debt. The
Company has a LIBOR-based interest rate collar
agreement, which became effective in March
2001 and expires in March 2006, with a notional
value of $15,000,000, a maximum annual interest
rate of 5.60%, and a minimum annual interest
rate of 5.00%. The counterparty to the collar
agreement has the option, on March 6, 2005, to
convert the $15,000,000 collar to a one-year,
fixed-rate instrument with interest payable at an

annual rate of 5.49%. The Company also has a
LIBOR-based interest rate collar agreement, which
became effective in April 2001 and expires in
April 2006, with a notional value of $10,000,000,
a maximum annual interest rate of 5.14%, and a
minimum annual interest rate of 4.97%. The
counter-party to the collar agreement has the
option, on April 18, 2004, to convert the
$10,000,000 collar to a two-year fixed-rate instru-
ment with interest payable at an annual rate of
5.48%. Other expense (income) for 2002 includes
a non-cash charge of $2,232,000 related to the
mark-to-market accounting for these derivative
instruments as a result of the Company entering
into a new credit agreement late in the third
quarter. The new agreement, as discussed in Note
8, discontinued the hedging relationship of the
Company's interest rate collars with the underlying
debt instrument. Although these derivatives are
not deemed to be effective hedges of the new
credit facility, in accordance with the provisions
of SFAS 133, the Company has retained these
instruments as protection against interest rate
risk associated with the new credit agreement
and the Company will continue to record the
mark-to-market adjustments on the interest

rate collars, through 2006, in its consolidated
income statement.

The Company also has an interest rate swap
agreement related to variable rate borrowings,
which expires in December 2004, has a notional
value of $2,453,000 at December 31, 2002, and is
designed to fix the total interest rate at 7.42%.
The Company is obligated to pay additional interest
on the swap if LIBOR exceeds 7.249%. The fair
value of the swap at December 31, 2002 is a
$171,000 liability and is classified within other
long-term liabilities on the Consolidated Balance
Sheets. At the current fair value based on prevailing
interest rates as of December 31, 2002, the $101,000
of other comprehensive loss related to this
derivative, which is net of tax, will be reclassified
into earnings as the underlying hedged items
affect earnings, over the term of the agreement.

The maturities of long-term debt for each of the
succeeding five years subsequent to December 31,
2002 are as follows: 2003~$825,000; 2004-
$461,000; 2005-$23,314,000; 2006-3329,000;
2007 and after-$2,887,000.

Note 10.
Stockholders’ Equity

At December 31, 2002 and 2001, the Company
had authorized shares of 20,000,000 in Common
stock and 5,000,000 in Preferred stock. No
Preferred stock has been issued. The Common
stock has a par value of $.01 per share. No par
value has been assigned to the Preferred stock.

The Company’s Board of Directors has authorized
the purchase of up to 1,500,000 shares of its
Common stock at prevailing market prices. As of
December 31, 2002, the Company had repurchased
973,398 shares at a total cost of approximately
$5,016,800. No purchases were made in 2002.
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The timing and extent of future purchases will
depend on market conditions and options available
to the Company for alternative uses of its resources.

No cash dividends on Common stock were paid in
2002, 2001, or 2000.

Note 11.
Accumulated Other Comprehensive Loss

The components of accumulated other compre-
hensive loss, net of tax, for the years ended
December 31, 2002 and 2001, are as follows:

In thousands 2002 2001
Cumulative fransition adjustment

of a change in accounting

principle (SFAS 133) $ — S (48)
Unrealized derivative losses

on cash flow hedges (io1) (589)
Foreign currency franslation

adjustment (36) (39)
Minimum pension liability

adjustment (634) (220)

$ (811) $ (896)

Note 12.

Stock Options

The Company has two stock option plans currently
in effect under which future grants may be issued:
The 1985 Long-Term Incentive Plan (1985 Plan)
and the 1998 Long-Term Incentive Plan for
Officers and Directors (1998 Plan).

The 1985 Plan, as amended and restated in
March 1994, provides for the award of options to
key employees and directors to purchase up to
1,500,000 shares of Common stock at no less than
100% of fair market value on the date of the
grant. The 1998 Plan as amended and restated in
May 2001, provides for the award of options to
key employees and directors to purchase up to
900,000 shares of Common stock at no less than
100% of fair market value on the date of the
grant. Both Plans provide for the granting of
“nonqualified options” and “incentive stock
options” with a duration of not more than ten
years from the date of grant. The Plans also pro-
vide that, unless otherwise set forth in the option
agreement, options are exercisable in installments
of up to 25% annually beginning one year from
date of grant. Stock to be offered under the Plans
may be authorized from unissued Common stock
or previously issued shares which have been
reacquired by the Company and held as Treasury
shares. At December 31, 2002, 2001 and 2000,
Common stock options outstanding under the
Plans had option prices ranging from $2.75 to
$6.00, with a weighted average price of $4.27,
$4.05 ond $4.26 per share, respectively.

The weighted average remaining contractual life
of the stock options outstanding for the three
years ended December 31, 2002 are: 2002-6.4
years; 2001-6.7 years; and 2000 -7.1 years.
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The Option Committee of the Board of Directors
which administers the Plans may, at its discretion,
grant stock appreciation rights at any time prior
to six months before an option's expiration date.
Upon exercise of such rights, the participant
surrenders the exercisable portion of the option in
exchange for payment (in cash and/or Common
stock valued at its fair market value) of an
amount not greater than the spread, if any, by
which the average of the high and low sales
prices quoted in the Over-the-Counter Exchange
on the trading day immediately preceding the
date of exercise of the stock appreciation right
exceeds the option price. No stock appreciation
rights were issued or outstanding during 2002,
2001 or 2000.

Options for 55,500 shares were exercised during
2002 with a weighted average exercise price of
$3.45. No options were exercised in 2001;
however, during 2000, options exercised totaled
35,500 shares with a weighted average exercise
price of $3.32.

Certain information for the three years ended
December 31, 2002 relative to employee stock
options is summarized as follows:

2002 2001 2000
Number of shares under
Incentive Plan:
Outstanding at
beginning of year 1,402,750 1,187,500 950,500
Granted 251,300 356,000 462,500
Canceled (63,250) (140,750) (190,000)
Exercised (35,300) — (35,500)
Outstanding at
end of year 1,535,500 1,402,750 1,187,600
Exercisable at
end of year 1.,040,50C 916,250 721,375
Number of shares available
for future grant:
Beginning of year 370,800 136,050 408,550
End of year 182,550 370,800 136,050

Pro forma information regarding net income and
earnings per share for options granted is required
by SFAS 123, and has been determined as if the
Company had accounted for its employee stock
options under the fair value method of SFAS 123,
The fair value of stock options used to compute
pro forma net income and earnings per share
disclosures is the estimated present value at grant
date using the Black-Scholes option-pricing model
with the following weighted-average assumptions
used for grants in 2002, 2001 and 2000, respec-
tively: risk-free interest rates of 4.94%, 5.24% and
6.02%; dividend yield of 0.0% for all three years;
volatility factors of the expected market price of
the Company’s Common stock of .32, .31 and .29;
and a weighted-average expected life of the
option of ten years. The weighted average fair
value of options granted at December 31, 2002,
2001, and 2000 was $2.75, $1.91 and $2.26,
respectively.




Had compensation expense for the Company’s
stock option plans been determined in accordance
with SFAS 123, the Company’s net (loss) income
from continuing operations and diluted (loss)
earnings per share would have been: $(5,299,000)
or $(0.56) per share in 2002, $1,043,000 or $0.11
per share in 2001, and $3,428,000 or $0.36 per
share in 2000.

Note 13.
(Loss) Earnings Per Commen Share
The following table sets forth the computation of

basic and diluted (loss) earnings per common
share:

in thousands, except

per share amounts Years ended December 31,

Weighted average shares issuable upon the
exercise of stock options which were antidilutive
and were not included in the calculation were
352,000, 684,000 and 791,000 in 2002, 2001
and 2000, respectively.

Note 14.
Income Taxes

At December 31, 2002 and 2001, the tax benefit
of net operating loss carryforwards available

for foreign and state income tax purposes was
approximately $2,666,000 and $2,166,000,
respectively. For financial reporting purposes,

a valuation allowance of $1,974,000 has been
recognized to offset the deferred tax assets related
to the state and foreign net operating loss carry-
forwards. The Company’s valuation allowance

2002 2001 2000 for deferred tax assets was increased by $411,000
Numerator. during 2002 and $357,000 during 2001 to reflect
Numerafor for basic the uncertainty regarding the Company’s ability
and diluted earnings to utilize state and foreign net operating loss
per common share— carryforwards, which begin to expire in 2005.
nef (loss) income available Additionally, at Decembqr 3.1, 2002, the Company
o common stockholders: wrote down.the. value pf its investment and_
(Loss) income from ’ advances with its specialty trackwork supplier by
confinuing operations § (5,028) $1,303 §3743  50:743000, creating a deferred tax assetof
Loss from disconfinued ! ’ ’ approximately $2,491,000. For financial reporting
operations (2,005) (666) (253) Ppurposes, a valuation allowance of $667,000 has
Cumuiative sffect of ! been recognized to offset a portion of the deferred
change in accounfing tax asset due to the uncertainty of the Company’s
principle (4,390) N _ability to utilize the entire deferred tax asset. The
’ change in the net deferred tax asset (liability)
Nef (loss) income $(11,424) § 637 $34980  reflects $541,000 in deferred tax assets related
Denominator: to adoption of SFAS 142 in which the Company
Weighted average shares 9,404 9429 9,490  recognized $4,931,000 in goodwill impairment as
Denominator for basic earnings the anﬁu}fatlge elgfect of a change llln act(?l)unﬁmg
rinciple for book purposes, as well as the change
per common share 8484 9429 9430 ipn mirPl)imum pensi%nql)iability and derivative ?
Effect of dilutive securifies: instruments which are recorded, net of tax, in
Contingent issuable shares 13 44 5 gccumulated other comprehensive loss. Significant
Employee stock options 146 34 15 components of the Company’s deferred tax
Dilutive potential common liabilities and assets as of December 31, 2002
shares 153 78 68 and 2001 are as follows:
Diz?r:?l:;gtgrerfocrocrj#rﬁgi in thousands 2002 2001
share—adjusted weighted Deferred tax liabilities:
average shares and Depreciation $ 4,105 S 4,968
assumed conversions 9,647 9,507 9,558 Inventories 1,474 1,201
Basic and diluted (loss) Total deferred fax liabilities 5,669 6,169
eorgings per common Deferred tax assets:
share: .
Confruing operaions § (283) § 014§ 039 (O E BN s 290
Discontinued operations (0.21) .07 (0.03) carryforwards 2,666 2,166
Cumulafive effect of Minimum pension fiability 453 139
change in accounting Derivative insfruments 70 442
principle (0.46) - - Writedown of investment
Basic and diluted (loss) and advances 2,491 —
earnings per common Goodwill 541 —
share $ (1.20) § 007 S 0.37 Other-net 2,008 1,196
Total deferred tax assets 8,589 4,238
In 2002, the Company did not include dilutive Valuation allowance for
securities in the calculation of weighted average deferred tax assefs 2,641 1,563
common shares because of their anti-dilutive Deferred fax assefs 5.048 2675
effect due to the net loss incurred. - .
Net deferred fax asset (liability) $§ 279 $ (3,494)
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Significant components of the provision for income
taxes from continuing operations are as follows:

Assets recorded under capital leases are as follows:

in thousands 2002 2001
In thousands 2002 2001 2000 Machinery and equipment af cost $ 3,029 S 2,827
Current: Buildings 289 —
Federal $ 815 S 757 $§ 2777 Land 219 —
State 64 156 161 3,647 2,827
Total current 679 913 2,938 Less accumulated amortization 1,377 1,367
Deferred: Net property, plant and equipment 2,278 1,460
Federal (2.904) @ (398)  Machinery and equipment held
State (38%) 14 (44)  for resale, at cost — 2,033
Total deferred (3,290) 12 (442) Less accumulated amortization/valuation — 827
Total income tax expense  $ (2,611) S 926 § 2,49 Net property held for rescale L= 1,206

The reconciliation of income tax from continuing
operations computed at statutory rates to income
tax expense (benefit) is as follows:

2002 2001 2000
Statutory rate (34.0%) 34.0% 34.0%
State income tax (2.8) 11.8 0.8
Foreign income tax — — 5.1
Nondeductible expenses (1.9) 1.8 0.1
Other 4.3 ®.1n —

(34.2%) 41.5% 40.0%

(Loss) income from continuing operations before
income taxes included $(12,571,000) from domestic
operations in 2002, and income of $2,228,000 in
2001, and $6,239,000 in 2000.

Note 18.
Rental and Lease Information

The Company has capital and operating leases
for certain plant facilities, office facilities, and
equipment. Rental expense for the years ended
December 31, 2002, 2001, and 2000 amounted
to $4,008,000, $4,145,000 and $4,058,000,
respectively. Generally, the land and building
leases include escalation clauses.

The following is a schedule, by year, of the future
minimum payments under capital and operating
leases, together with the present value of the net
minimum payments as of December 31, 2002:

Capital Operating
In thousands Leases Leases
Year ending December 31,
2003 S 868 § 3119
2004 457 2,537
2006 264 1,492
2006 264 1,236
2007 and thereafter 361 344
Total minimum lease payments $ 2,214 $ 8,728
Less amount represeniing interest 317
Total present value of minimum payment 1,897

Less current portion of such obligations 761

Long-term obligations with
inferest rates ranging from
3.66% 10 11.42%

$ 1,136

Net prepaid expenses 77 67
Net capital lease assets $ 2,353 § 2,733

Note 16.
Retirement Plans

Substantially all of the Company’s hourly paid
employees are covered by one of the Company'’s
noncontributory, defined benefit plans and a
defined contribution plan. Substantially all of the
Company’s salaried employees are covered by a
defined contribution plan established by the
Company.

The hourly plan assets consist of various mutual
fund investments. The following tables present

a reconciliation of the changes in the benefit
obligation, the fair market value of the assets and
the funded status of the plan, with the accrued
pension cost in other non-current liabilities in the
Company’s balance sheets:

In thousands 2002 2001
Changes in benefit obligation:
Bensfit obligation at beginning of year  § 2,688 S 2,747
Service cost 54 75
Interest cost 183 175
Actuarial losses (gains) 151 (224)
Benefits paid (1e1) (105)
Benefit obligation at end of year $ 2,855 S 2,668
Change tfo plan cssets:
Fair value of assets af beginning of year § 2,013 $ 2,383
Actual loss on plan assets (380) (328)
Employer contribution 108 63
Benefits paid (en (105)
Fair value of assets atend of year  $ 1,640 § 2,013
Funded status $ (1,315) S (655)
Unrecognized actuarial loss 1,181 473
Unrecognized net transition asset (45) (65)
Unrecognized prior service cost 53 62
Accrued benefit cost $ (138) S (75
Amounts recognized in the statement

of financial position consist of:
Accrued benefit liability $ (1,313) S (655

Intangible asset 33 62
Accumulated other
comprehensive loss

1,108 418
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Net amount recognized $ S (175)




The Company’s funding policy for defined benefit
plans is to contribute the minimum required by
the Employee Retirement Income Security Act of
1974. Net periodic pension costs for the three
years ended December 31, 2002 are as follows:

In thousands 2002 2001 2000
Components of net
periodic benefit cost:
Service cost $ 54 § 75 § 61
Interest cost 183 175 179
Actuat loss on

plan assets 380 328 204
Amortization of prior

service cost ©® (©)] (16
Recognized net actuarial loss  (519) (631) 420)
Net periodic

benefit cost $ 8 S 38 S 8

Assumptions used to measure the projected benefit
obligation and develop net periodic pension costs
for the three years ended December 31, 2002 were:

2002 2001 2000

Assumed discount rate 8.75% 7.00% 7.00%
Expected rafe of return on

plan assets 7.75% 8.00% 8.00%

Amounts applicable to the Company’s pension
plans with accumulated benefit obligations in
excess of plan assets are as follows:

In thousands 2002 2001 2000
Projected benefit

obligation $ 2955 $2668 $2747
Accumulated benefit

obligation 2,855 2,668 2,718
Fair value of plan assets 1,640 2,013 2,383

The Company’s defined contribution plan,
available to substantially all salaried employees,
contains a matched savings provision that permits
both pretax and after-tax employee contributions.
Participants can contribute from 2% to 15% of their
annual compensation and receive a matching
employer contribution up to 3% of their annual
compensation.

Further, the plan requires an additional matching
employer contribution, based on the ratio of the
Company’s pretax income to equity, up to 3% of
the employee’s annual compensation. Additionally,
the Company contributes 1% of all salaried
employees’ annual compensation to the plan with-
out regard for employee contribution. The defined
contribution plan expense was $373,000 in 2002,
$558,000 in 2001, and $877,000 in 2000.

Note 17.

Commitments and Contingent Liabilities

The Company is subject to laws and regulations
relating to the protection of the environment, and
the Company’s efforts to comply with increasingly
stringent environmental regulations may have an
adverse effect on the Company’s future earnings. In

the opinion of management, compliance with the
present environmental protection laws will not
have a material adverse effect on the financial
condition, results of operations, competitive position,
or capital expenditures of the Company.

The Company is subject to legal proceedings

and claims that arise in the ordinary course of

its business. In the opinion of management, the
amount of ultimate liability with respect to these
actions will not materially affect the financial con-
dition or liquidity of the Company, although the
resolution in any reporting period of one or more of
these matters could have a material effect on the
Company'’s results of operations for that period.

At December 31, 2002, the Company had outstand-
ing letters of credit of approximately $2,762,000.

Note 18.
Risks and Uncertainties

The Company’s future operating results may be
affected by a number of factors. Deteriorating
market conditions could have a material adverse
impact on any of the Company’s operating
segments. The Company is dependent upon a num-
ber of major suppliers. If a supplier had operational
problems or ceased making material available to
the Company, operations could be adversely affected.

Specialty trackwork sales of the Company’s Rail
segment depend primarily on one source, in which
the Company maintains a 30% ownership position.
During the third quarter of 2002, the Company
recorded a $1,793,000 “other than temporary”
impairment charge related to its equity investment
in this supplier. On December 31, 2002, the
Company wrote down $5,050,000 of advances
made to this supplier and the remaining $100,000
in its equity investiment. These advances are not
expected 1o be recoverable. The Company has
approximately $10.0 million of contractual supply
obligations with certain customers related to
specialty trackwork. If, for any reason, this supplier
is unable to perform, the Company could experience
a negative impact on earnings and cash flows.

The Company is TXI Chaparral’s exclusive North
American distributor of steel sheet piling. Steel sheet
piling production commenced in 2001 at TXI
Chaparral's Petersburg, VA facility, but the quantity
produced has not materially impacted results for
2002 or 2001. In December 2002, the Company
announced the availability of a full range of Z-pile
sheet piling products. The Company expects the
availability of Z-piling to have a positive effect on
2003 earnings for the Construction products seg-
ment. However, if TXI Chaparral fails to produce
substantial quantities of Z-piling products, earnings
could be adversely impacted.

The Company’s CXT subsidiary and Allegheny Rail
Products division are dependent on one customer
for a significant portion of their business. In addition,
a substantial portion of the Company’s operations
are heavily dependent on governmental funding of
infrastructure projects. Significant changes in the
level of government funding of these projects or the
failure to negotiate contract renewals, could have a
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favorable or unfavorable impact on the operating
results of the Company. Additionally, governmental
actions concerning taxation, tariffs, the environ-
ment or other matters could impact the operating
results of the Company. The Company’s operating
results may also be affected by adverse weather
conditions.

Note 19.
Business Segments

L. B. Foster Company is organized and evaluated by
product group, which is the basis for identifying
reportable segments.

The Company is engaged in the manufacture,
fabrication and distribution of rail, construction
and tubular products.

The Company’s Rail segment provides a full line of
new and used rail, trackwork and accessories to rail-
roads, mines and industry. The Rail segment also
designs and produces concrete ties, insulated rail
joints, power rail, track fasteners, coverboards and
special accessories for mass transit and other rail
systems. Foster Technologies, the Company’s rail
signaling and communication business, was classi-
fied as a discontinued operation on December 31,
2002. Prior period results have been adjusted to
reflect this classification. See Note 5, “Discontinued
Operations.”

The Company'’s Construction segment sells and
rents steel sheet piling, H-bearing pile, and other

piling products for foundation and earth retention
requirements. In addition, the Company’s
Fabricated Products division sells bridge decking,
heavy steel fabrications, expansion joints and other
products for highway construction and repair. The
Geotechnical division designs and supplies mechan-
ically-stabilized earth wall systems while the Buildings
division produces precast concrete buildings.

The Company’s Tubular segment supplies pipe
coatings for pipelines and utilities. Additionally, this
segment produces pipe-related products for special
markets, including water wells and irrigation.

The Company markets its products directly in
all major industrial areas of the United States,
primarily through a national sales force.

The following table illustrates revenues, profits/loss-
es, assets, depreciation/amortization and capital
expenditures of the Company by segment. Segment
profit is the earnings before income taxes and
includes internal cost of capital charges for assets
used in the segment at a rate of, generally 1% per
month. The accounting policies of the reportable
segments are the same as those described in the
summary of significant accounting policies except
that the Company accounts for inventory on a
First-In, First-Out (FIFO) basis at the segment level
compared to a Last-In, First-Out (LIFO) basis at the
consoclidated level.

In thousands 2002
Expenditures
Met Segment Segment  Depreciation/ for Long-Lived
Soles  Profit/(Loss) Assels Amorizalion Assels
Rail Preducts $ 128,249 $ (1.B11) § 57475 $ 2,429 $ 909
Censiruction Products 116,748 1,007 44,385 1.71¢ 4,705
Tubular Products 12,853 714 8,243 350 1,149
Totel $ 257,930 $ 210 $ 108,103 $ 4,498 $ 6,763
In thousands 2001
Expenditures
Net Segment Segment Depreciation/  for Long-Lived
Sales  Profit/(Loss) Assels Amortization Assets
Rail Products S 145,054 $ (3,122) $§ 71,083 *§ 3,001 $ 1,750
Construction Products 115,600 1,807 49,018 1,617 2,526
Tubular Products 21,055 2,850 8,236 603 263
Total $ 281,709 § 1,635 $ 128,337 S 5,221 S 4,539
In thousands 2000
Expenditures
Net Segment Segment Depreciation/  for Long-Lived
Sales Profit Assetfs Amortization Assets
Rail Products S 138,635 S 99 § 84,395 S 2,346 S 1,572
Construction Products 106,280 4,429 53,944 1,391 2,261
Tubular Products 19,611 1,631 9,058 630 211
Total S 264,426 $ 6,069 S 147,397 S 4,367 S 4,044

One customer accounted for more than 11% of consolidated net sales in 2002. While the Company expects
this relationship to continue, the loss of this customer could affect the operations of the Rail segment. No
customer accounted for more than 10% of consolidated sales in 2001 or 2000. Sales between segments are

immaterial.

L.B. Foster Company and Subsidiaries
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Reconciliations of reportable segment net sales, profit, assets, depreciation and amortization, and
expenditures for long-lived assets to the Company’s consolidated totals are illustrated as follows:

in thousands 2002 2001 2000
Net Sales from Confinuing Operations
Total for reportable segments $ 257,950 $ 281,709 $ 264,426
Other net sales — 410 188
$ 257,950 $ 282,119 $ 264,614
(Loss) Income from Continuing Operations
Total for reportable segments $ 210 S 1,535 $ 6,059
Adjustment of inventory fo LIFO 84 357 162
Unallocated other (expense) income (8,040) 694 2,606
Other unallocated amounts 108 (358) (2,488)
(Loss) income from continuing operations,
before income taxes and cumulative
effect of change in accounting principle $ (7.640) S 2228 S 6239
Assetfs
Total for reporiable segments $ 108,103 S 128,337 S 147,397
Unallocated corporate assets 20,429 25,558 23,913
LIFO and market value inventory reserves (1.849) (1,933) (2,290)
Unallocated property, plant and equipment 8,987 6,934 6,816
Net assets of disconfinued operations 334 1,148 1,311
Total assets $ 133,084 $ 160,042 $ 177,147
Depreciation/Amortization
Total reporfable for segments $ 4,498 S 5221 S 4,367
Other 1,353 193 747
$§ 585) S 5414 S 5114
Expenditures for Long-Lived Assets
Total for reportable segments $ 6,763 S 4,539 S 4,044
Expenditures included in acquisition of business (1,025) — —
Expenditures financed under capital leases (1,303) (102) (340)
Expenditures included in property held for sale — — ©9
Other expenditures 289 370 458
§ 4,724 S 4,807 $ 40863

Approximately 97% of the Company’s total net
sales were to customers in the United States, and a
majority of the remaining sales were to other North
American countries.

All of the Company's long-lived assets are located
in North America and almost 100% of those assets
are located in the United States.

Note 20.

Restruciuring, impairmeni, and Other
Non-Recurring Charges

The expected sale of the Company’s Newport, KY
pipe coating assets did not materialize, resulting in
a 2002 fourth quarter non-cash charge of $765,000.
This charge represents depreciation expense that
had been suspended while these assets were classi-
fied as held for resale.

Also during the fourth quarter of 2002, the
Company started negotiations and committed to a
plan to sell the assets related to its rail signaling
business. The Company recorded a $660,000
non-cash impairment loss to adjust these assets to
their fair value. The operations of the rail signaling
business qualify as a “component of an entity” and
thus, have been classified as discontinued operations
in 2002. See Note 5, “Discontinued Operations.”

Both of these transactions were recorded in
accordance with the provisions of Statement of

Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal
of Long-Lived Assets.”

Other non-cash charges that were recorded in 2002
include: $6,943,000 impairment of the Company’s
investment in and advances to its principal specialty
trackwork supplier; $4,390,000 (net of tax) from the
cumulative effect of a change in accounting principle,
as a result of the adoption of Statement of Financial
Accounting Standards No. 142, “Goodwill and
Other Intangible Assets”; and $2,232,000 related to
mark-to-market accounting for derivative instru-
ments, as a result of the Company entering into a
new credit agreement, which discontinued the
hedging relationship of the Company’s interest

rate collars with the underlying debt instrument.

A two-year plan to improve the Company’s
financial performance by consolidating sales and
administrative functions, and plant operations was
implemented during 2001 and 2000. Results for
2001 included pretax charges of $1,879,000 related
to the plan. These charges consisted of employee
severances and facility exit costs of $845,000; asset
impairments of $606,000; and other related costs
of $428,000.

Results for 2000 also induded pretax charges related
to the above-mentioned plan of $1,349,000. These
charges consisted of employee severances and fadility

L.B. Foster Company and Subsidiaries



exit costs of $1,011,000; asset impairments of with the consolidation of plant operations, including
$173,000; and other related costs of $165,000. substantially all impairment charges, were included
in cost of sales, on the Company’s Consolidated
Statements of Operations. Substantially all compo-
nents of the restructuring charges were paid in the
period incurred.

Costs associated with the consolidation of sales and
administrotive functions were charged to selling
and administrative expense, while costs associated

Note 21.
Quarterly Financial information (Unaudited)
Quarterly financial information for the years ended December 31, 2002 and 2001 is presented below:

In thousandss, except per share amounts 2002
First Second Third Fourih
Quarter(1) Quarter  Quarier(2)(3)  Quarter(4)(5)(8) Total

Nef seles $ 63,173 $ 70,806 $ 66,965 $ 57,006 § 257,950
Gross profit $ 6,793 $ 8,700 $ 8,344 $§ 5,628 $ 20,4867
Income (loss) from continuing operations $ 28 $ 1,083 $ (2.445) $ (3873 $ (5.029)
Loss from discontinued operations $ (31D $ (332) $ (302 $ (1,054) $ (2,005)
Cumulative effect of change in

gccounting principle $ (4,3%90) $ — $ — $ — § (4,3%0)
Mef (ioss) income $ (4,679) $ A $ (3,747 $ (4,729) § (11.424)
Bosic and diluted (loss) earnings

per common shore:

From continuing operations $ — $ 0.1 $ (0.26) $ (039 $ (053
From discontinued operaiions $ (0.03) $ (0.03) $ (0.03) $ (6.11) § (0.2D)
Frem cumulative effect of change in

accouniing principie $ (0.46) $ — $ — $ — § (0.48)
Basic and diluted (loss) earnings per

commeon share $ (0.50) $§ 008 § (0.29) $ (050) $ (1.20)

(1) During the third quarter of 2002, the Company completed its goodwill impairment testing required by the adoption of Statement of Financial
Accounting Standards No. 142, “Goodwill and Other intangible Assets™ and recordect a $4,390,000 non-cash chorge. In accordance with this stan-
dard, this charge was recognized as the cumulative effect of o change in accounting principle as of the date of adoption, January 1, 2002, and
accordingly. previously recorded amounts hove been restated to reflect the adoption of this standard. (2) Includes a non-cash charge of $2,.260,000
related to the mark-to-market accounting for derivative instruments as a result of the Company entering into o new credit agreerent late in the third
quarter which discontinued the hedging relationship of the Company's interest rate collars with the underlying debt instrument. (3) Includes ¢
$1,793,000 "other than temporary” impairment charge relafed to the Company’s equity investment in its principal speciaity trackwork supplier.

(4) Includes a $5,050.000 writs-down of uncollectible advances made fo the Company’s principal specialty trackwork supplier and the remaining
$100.000 balance in its equity investment. (5) Includes a 5765,000 charge for depreciation expense that had been suspended while the Company’s
Newport, KY pipe-coating assets were classified as held for resale. (&) During the fourth quarter the Company committed fo a plan to sell the assets
related fo ifs rail signaling business and recorded a $660,000 impairment Joss to adjust the assets to their expected realizable value. Accordingly.

this business was reclassified as a discontinued operation and pricr periods’ continuing operations have been restated by the amount reflected as
discontinued operations.

In thousands, except per share amounts 2001
First Second Third Fourth

Quarter(1)(2)  Quarter(1)(2)  Quarter(1)(2) Quarter(1)(2) Total
Net soles $ 56,090 S 80,274 $ 75,791 $ 69,964 $282,119
Gross profit S 5,340 $ 10,135 S 9,718 S 8302 § 33,496
(Loss) income from confinuing operations S (1,685) S 1,176 S 1173 $ 639 $§ 1,303
Loss from discontinued operations S  (80) S (185 S (143) S (158) § (666)
Net (foss) income S (1,865) S 981 $ 1,030 $ 481  § 637
Baosic (loss) earnings per common share:
From continuing operations S (018 $ 012 S 012 § 007 § 014
From discontinued operations S (0.02) S (0.02) S (0.02) § (002 § (OO
Basic (loss) earnings per common share S (0.20) S 011 S 01 S 005 § 0.07
Diluted (loss) earnings per common share:
From continuing operations S (0.18 S 012 S 012 $ 007 § 0.14
From discontinued operations S (0.02 S (002 S (0.02 $ (002 $  (0.07
Diluted (loss) earnings per common share S (0.20) $ 010 R $ 005 S 0.07
(1) The quartery resulfs include charges related to the Cornpany’s previously announced plan of consolidating sales and administrafive functions and
plant operations. For the first, secona, third and fourth quarters, these pretax charges were $1,356,000, §140,000, $10,000 and $373,000, respectively,
(2) The previously reported continuing operations have been restated o reflect the classification of the Company ‘s rail signafing business as a
discontinued operation.
Note 22.
Subsequent Event
In February 2003, the Company sold assets related to its rail signaling and communications device

business (Foster Technologies) for $300,000. These assets, classified as a discontinued operation on
December 31, 2002, were comprised of a patent, associated intellectual property, inventory and
equipment.

L.B. Foster Company and Subsidiaries




To the Board of Directors amnd
Stockholders of L. B. Foster Compamny:

We have audited the accompanying consolidated
balance sheets of L. B. Foster Company and
Subsidiaries at December 31, 2002 and 2001, and
the related consolidated statements of operations,
common stockholders’ equity, and cash flows for
each of the three years in the period ended
December 31, 2002. These financial statements
are the responsibility of the Company’s manage-
ment. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with
auditing standards generally accepted in the
United States. 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 cverall financial staterment
presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred
to above present fairly, in all material respects,
the consolidated financial position of L. B. Foster
Company and Subsidiaries at December 31, 2002
and 2001, and the consolidated results of their
operations and their cash flows for each of the
three years in the period ended December 31,
2002 in conformity with accounting principles
generally accepted in the United States.

As described in Note 1 to the consolidated financial
statements, the Company adopted the provisions
of Statement of Accounting Standards No. 142,
“Goodwill and Other Intangible Assets,” effective
January 1, 2002.

As described in Note 1 to the consolidated financial
statements, the Company adopted the provisions
of Statement of Accounting Standards No. 133,
“Accounting for Derivatives and Hedging
Activities,” effective January 1, 2001.

Samait ¢ WLLP

Pittsburgh, Pennsylvania
January 28, 2003

To the Stockholders of L. B. Foster
Compamny:

The management of L. B. Foster Company is
responsible for the integrity of all information

in the accompanying consolidated financial
statements and other sections of the annual
report. Management believes the financial state-
ments have been prepared in conformity with
accounting principles generally accepted in the
United States that reflect, in all material respects,
the substance of events and transactions, and
that the other information in the annual report
is consistent with those statements. In preparing
the financial statements, management makes
informed judgments and estimates of the expected
effects of events and transactions being accounted
for currently.

The Company maintains a system of internal
accounting control designed to provide reasonable
assurance that assets are safeguarded and that
transactions are executed in accordance with
management’s authorization and are properly
recorded to permit the preparation of financial
statements in accordance with accounting
principles generally accepted in the United States.
Underlying the concept of reasonable assurance
is the evaluation of the costs and benefits derived
from control. This evaluation requires estimates
and judgments by the Company. The Company
believes that its internal accounting controls
provide an appropriate balance between costs
and benefits.

The Board of Directors pursues its oversight role
with respect to the financial statements through
the Finance and Audit Committee which is
composed of outside directors. The Finance and
Audit Committee meets periodicaily with man-
agement, the internal audit department and our
independent auditors to discuss the adequacy of
the internal accounting control, the quality of
financial reporting and the nature, extent and
results of the audit effort. Both the internal audit
department and the independent auditors have
free access to the Finance and Audit Committee.

Stan L. Hasselbusch

President and Chief Executive Officer

o

David J. Russo
Senior Vice President, Chief Financial Officer and Treasurer
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L. B. Foster Company

Alec C. Bloem

Senior Vice Presideni, Concrete

Progucis Henry J. Massman 1V

President and Chief Executive Officer
s | K. Eish Massrian Construction Company
gmuel K. risner

Senior Vice Presidenti, Rail .
Diano B. Owen
. Vice Fresident—Corporate Audit
Rcbeﬁ -j. HOWG!‘d H. } Heinz Company

Vice President, Humai Resources

. Jehn W, Puth
Gregory W. Lippard J. W. Puth Associates

Vice President, Rail Product Sales

Willicm H. Rackoff
President and Chief Executive Officer
ASKG, INC.

Linda K. Patierson
Controlier

David J. Russo
Senior Vice President, Chief Financiai
Officer and Treasurer

David L. Voltz
Vice President, General Counsel and
Secretary

Donaid F. Vukmanic
Vice President, Piling Products

David J. A. Walsh
Vice President, Fabricated Producis

Annudl Meeling

The annual mecting of the
stockhoiders will be held at the
Green Trez Radisson on Tuesday,
May 13, 2003, ot 11:00 om,

form 10-K

A copy of the Company's
Annuai Report to the Securities
and Exchange Cemmission on
Form 10-K is available upon
request from Foster’s Investor
Relations Department or from
the L. B. Foster Company web
site at www.ibfoster.com.

Stock Trading

L. B. Foster Company’s common
stock is traded over-the-counter

on NASDAQ. The ticker symbol

is FSTR.

Transfer Agent
American Stock Transfer & Trust
Company

Corporate Headquarters
415 Holiday Drive
Pittsburgh, PA 15220-2793
412-928-2417

1-800-255-4500

(Toll-free nationwide sales number)

www.Ibfoster.com
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