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~ Leading the way in custom home manufacturing.

“Southern Energy Homes, Inc.



Dear Shareholder:

Qur new corporate logo, featured on the cover of this year's report, symbolizes the significant
changes we made last year and our focus on growing Southern Energy Homes in the future.
Qur mission is “to produce top quality manufactured homes with emphasis on customer
service and total customer satisfaction.” We believe our flexibility in offering. customized
manufactured homes, our innovation in new home design and commitment to quality will

be important in continuing to build market share and shareholder value.

We made significant progress during 2002 in strengthening our financial position and
refocusing our company on our core manufacturing operations. We also captured market
share during a tough economic climate that forced some industry competitors into bankruptcy.
While our competition is consolidating and limiting choices, we continue to increase custom
options to gain further market share. We believe we are well positioned to.improve our
market position because of our financial strength and ability to manufacture custom homes

that meet customers’ needs in today's demanding markets.

Strengthened Financial Condition in 2002

Cash at year-end rose to $7.0 million, up from $300,000 in 2001. We also have a tax refund due
of approximately $4.9 million, which will further strengthen our balance sheet and our cash
position. We enter 2003 as one of the very few companies in the industry with no long-term
debt and with cash in the bank to finance our continued growth. We accomplished our
goals of improving our financial condition and focusing on our manufacturing operations
in 2002 by closing the majority of our retail locations, selling our finance subsidiary, selling
aged inventory and resolving a number of outstanding legal cases. The closing of 11 retail
locations and the sale of older inventory at year-end allowed us to achieve a 59% reduction
in inventory to $7.3 million at January 3, 2003. We also substantially reduced our accounts
receivable through improved collection efforts.

We paid off our entire line of credit balance in the amount of $10.7 million in 2002. The
proceeds from selling inventory from the closed retail locations, combined with the cash
generated from the sale of the finance subsidiary, were used to pay off our debt in 2002
and build our cash reserves.

2002 Operating Results

Net revenues from continuing operations for the fiscal year 2002 rose 7.3% to $138.5 million
compared with $129.1 million in 2001. Our sales of wholesale units to independent
dealers rose 6.2% to 4,030 in 2002 compared with 3,794 in 2001. This compares with a
decline of 12.8% in industry shipments of manufactured homes in 2002 according to
Manufacturing Housing Institute Monthly. We believe that we captured market share
from our competitors that are not as flexible in providing custom changes to accommodate

customer demands.

Gross profit from continuing operations for 2002 was $25.6 million, compared with $26.7
million in 2001. Manufacturing operations was the major contributor to gross profit in 2002
with $21.2 million, followed by component supply with $2.2 million and retail operations
with $1.8 million.



Income from continuing operations was $0.9 million in 2002 compared with a loss of $2.0
million in 2001. Loss from discontinued operations, including closed retail stores and the
finance subsidiary that was sold, was $8.6 million (net of $4.5 million tax benefit) for 2002
compared with a loss of $3.1 million in 2001. Net loss for 2002 was $7.6 million, or $0.63
per share, compared with the 2001 net loss of $5.1 million, or $0.42 per share.

Focus on the Future

We expect 2003 to be a tough operating environment because of the soft economy and
continuing issues related to home financing. We believe our strong financial position, our
flexibility in customizing homes, our dedication to our independent dealers and our focus
on manufacturing quality homes will be important factors in continuing to improve our

market position during this next year.

Our focus for 2003 will be on enhancing our manufacturing facilities and supporting our
independent dealer network. In manufacturing, our goal is to improve guality. We believe
this will enhance customer satisfaction and reduce warranty costs. We have made excellent
progress in this area and our quality improvement programs continue to drive our steadily
improving customer service. With the closing of the majority of our retail centers last year,
our concentration is on supporting our 235 independent dealers in 425 locations. We are
also developing new marketing programs to support our independent dealers and our
manufacturing teams are in continual contact with our dealers to be sure we are meeting
their expectations on quality, customn features and delivery. We believe this closer working
relationship with dealers will improve cur market competitiveness, our overall quality, and

customer service.

We value your investment in Southern Energy Homes, look forward to reporting on our

progress in 2003, and we thank you for your loyalty and support.

Wendtlt, F. Gebhelon

Wendell L. Batchelor
Chairman

L

Keith O. Holdbrooks
President and Chief Executive Officer







The Company

Who We Are
Southern Energy introduced its first line of manufactured homes in 1982. Our

homes were immediately recognized in the market for their innovative floor plans
and décor. in addition, we were the first to offer custom modifications to our
homes. Customization has become a hallmark of Southern Energy homes and has
provided a distinct marketing advantage since our beginning.

QOur operations evolved over time, including our increased ability to provide custom
solutions in manufactured housing. In 1998, we implemented new quality training
programs and our service departments were restructured to ensure a more efficient

process to support our customers and dealers.

Today, quality and service are the key focus of our entire company. All of our
associates, from production personnel to corporate officers, share in our vision of
providing outstanding customer service and manufacturing the highest quality

homes in the industry.

Our new logo, SEhomes, combines a new look with the heritage of the Southern
Energy name. It symbolizes the changes we have made in our operations while

building on our history of providing innovation and exceptional customer service.

Mission
Southern Energy Homes' focus is on producing top quality manufactured homes

with an emphasis on customer service and total customer satisfaction.

Our mission statement has become an integrated way of doing business with our
entire team committed to enhancing customer service and satisfaction. We believe
the combination of quality products, custom options, and customer service and
satisfaction is key to our continued growth and leadership in the manufactured
housing industry. '

SEfoma:

www.sehomes.corr
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The Product

Manufactured Home

What is a manufactured home? At Southern Energy, a manufactured home is built
with quality components, to rigid government standards and customized to buyer’s'
specifications. We build homes to sell in all price segments of the market, from

single units with 672 square feet to multiple units that are over 3,260 square feet.

A manufactured home is built to the Manufactured Home Construction and Safety
Standards (HUD Code). The HUD Code standards make manufactured housing
the only component of the housing industry that is subject to a single national
standard. Factory certification is regulated and manufactured homes carry a HUD
seal stating that they are built in compliance with the federal code.

Manufactured homes that are built today are comparable to site-built homes in
terms of size, floor plans and quality building components. Manufactured homes
have a distinct price advantage in providing better value than site-built homes. Our
controlled factory environment assurés that waste is minimized, labor is consistent

and inclement weather does not interfere with the construction process.

Quality

Southern Energy’s goal is to produce a zero defect home. We continue to focus
on training programs, enhancements in construction processes and continuous
manufacturing reviews to advance this goal. We recognize that a quality product
enhances customer satisfaction, reduces warranty costs and solidifies dealer loyalty.
Qur HUD audit scores over the past three years demonstrate the significant
progress we have made in meeting high government standards and our superior

performance relative to our peers in the industry.

HUD Audit Scores Non-Conformances
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The Product

Customization

Southern Energy considers itself the leader in customized home manufacturing. We

have the manufacturing flexibility to customize any home to suit a customer’s plans.

Choices? The range of options spans the range from coler, type of wood for cabinets
to major customization in floor plans. The choice is yours to make!

Colors

Bath

Décor

Size

Roofs
Cabinets
Room Sizes

Audio/Video

Whatever it takes, we tailor make each home for the individual customer. We have
more options and custom features than most site-built homes that compete for our
customer. Over 85% of the homes manufactured at Southern Energy are custom
ordered for land/home purchases.

Full House Audit
Every house produced at Southern Energy undergoes a rigorous inspection process.
We hold ourselves to a higher level of quality because our customers deserve the

very best.

To assure that our quality goal is being achieved in our plants, we instituted a 'Full
House Audit’ that randomly selects a finished home and subjects it to an inspection
that examines every aspect of construction, fit, finish, electrical and plumbing
review. We are so thorough in our testing that we even run the dishwasher, check

the hot water heater and inspect every functional part of the house.

At Southern Energy, we are dedicated to producing quality homes and delivering
an outstanding product to every customer. Every step of the construction process
is inspected to assure that it meets our quality standards. Our focus on quality has
resulted in improved customer satisfaction based on survey results and lower

warranty costs.

SEfomas

www.sehomes.com
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Quality Suppliers .

We believe that strong relationships with our suppliers make a better product. The
homes we build are constructed with the best components. Whether it's the structure,
the décor, or the appliances and extras, the products and materials we use are
supplied from the most trusted and recognized suppliers in the home industry.
Qur strategic relationships with key suppliers support our goal of quality products

and value in our pricing.

Alcoa
Armstrong
Atlas

Broan

Delta faucets
Flowguard Gold Piping
Formica

GE
Georgia-Pacific
Intertherm
Owens Corning
State Industries
U.S. Gypsum
Weyerhaeuser
Wilson Art
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Customer Service

Consumer Satisfaction

We track customer satisfaction through surveys that highlight Southern Energy’s
performance. We continue to improve on surveys and believe the key to customer
satisfaction combines our custom manufacturing abilities with our intensely monitored
environment to yield a quality product. Allowing customers to select and modify
a home plan to fit their specific needs is a valued part of Southern Energy Homes'
process. We also believe our dedication to quality workmanship and customer

service advances our goal of increasing customer satisfaction.

Testimonials
Southern Energy Homes has allowed us to be very competitive and profitable
in our market area. With a wide range of product lines from the price leader,
with its many available options, there is a home to fit every customer’s needs.
Price, quality and total customer satisfaction makes it rewarding selling
Southern Energy Homes.

— James McGee - Action Homes, Inc. = Columbia, TN

Southern Energy Homes has grown to be our largest supplier of homes and
they earned this position by always delivering what they promise. Ultimately,
the customer decides what homes we sell and overwhelmingly they choose
Southern Energy Homes.

- Bobby Bross -~ Brophs Home Sales — St. Charles, MO

Southern Energy Homes enables us to give the customer the quality they
deserve at an affordable price. Southern Energy Homes builds high quatity
homes we can sell at a price the customer can afford. Great service. Great
people. Great homes. Thanks Southern Energy Homes!

- Ricky Love ~ South’s Finest Homes - Loxley, AL

SEhomas

www.sehomes.com



Information
For more information from Southern Energy Homes, Inc., or any of our four unique

divisions, contact us at the numbers below or by email at info@sehomes.com.

Corporate

Southern Energy Homes, Inc.
144 Corporate Way
P.O. Box 390
Addison, AL 35540
Toll Free 866 896 2737
Fax Line 256747 1183

. SEhomes Southern
PO. Box 639
455 Highway 33
Double Springs, AL 35553

Toll Free 877 489 3433
Fax Line 205 489 3447

SEhomes Texas
8701 Harmon Road
Ft. Worth, TX

Toll Free 866 847 1355
Fax Line 817 847 0332

SEhomes Energy

P.O. Box 269

18025 County Road 41
Addison, AL 35540

Toll Free 866 736 3252
Fax Line 256 747 1183

SEhomes Lifestyles
P.O. Box 269

18025 County Road 41
Addison, AL 35540

Toll Free 866 736 3252
Fax Line 256 747 1183

www.sehomes.com
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Selected Financial Data

Five-Year Selected Financial Data

Southern Energy Homes, Inc. and subsidiaries .

(Dollars in thousands, except share and per share data)

Year Ended

January 3,  December 28, December29, December3l, ' January 1,
' 2003 o 2001 ' ‘ 2000 ) 1999 1999
Operating Data o : C : -
Net revenues -~ © . $138,514 ‘$l29,105' ‘.,-'$156,347, "$233,012 $289,222. .
Gross profit 25,628 26,682 126,552 43,188 - 59,457
Selling, general and IR ‘ "
administrative 24,914 25,360 32,862 36,175 39,591
Amortization of intangibles (1) 53 .. 0299 . 425 320 607
Impairment charges (2). - 2,240, 5818 - 1,073 934
Start-up costs (3) - B ‘ - o 739
Operating income (loss) from :
continuing operations 661 (1,217) (12,553) (380) 17,586
Interest expense 593 893 1,464 1,058 1:541
Interest income . 41 412 Lo w234 130 - 709
Income taxes (benefit). . £ (800) - - (325) - 1(1,020) 6,089
Income (loss) from continuing™ S A T : o ‘
operations 909 (1,998) (13,458) (288) 10,665
Income (loss) from discontinued “
operations: - ‘ (8,550) (3,074) " . 7(3;654) (1,305) (862)
Cumuilative effect of accountmg--:-' C I SR o : ‘
charige (3) - S S R SR (507) - -
Net income (loss) - N (7,641) v (5,072) 0 na . -(175112) (1,593). ., - - : 9,296,
Net income (loss) from Y ; Lo L . :
continuing operations per share: L G e _— s T
Basic $ 0.07 $0.17  $(an " ${0.02) $0.79.
Diluted $ 0.07 $0.17) $(1.11) $(0.02) $0.78
Net income (loss) per share: ‘ .
Basic $(0.63) $(0.42) $(1.41) - $(0.13) $0.69 o
'Diluted $(0.63) - $(0.42) ©$(1.41) - $(0:13) $0.68 7
Weighted average shares T SR S - Co
outstaniding: K ChE L Lo
.. Basic 12, 133 865 12,133,298 12,132,990 12,176,705 13,440,607
;Diluted - - 12,133,865 . 12,133,298 12,132,990 12,176,705 .. . 13,647,216
Balance Sheet Data
Total assets $51,728 $73,659 $96,571 $122,014 $121,656
Short-term debt 32 10, 677 10 964 28,049 29,182
Long-term debt o : 2,464 3,569
Stockholders equxty 38 960 46, 601 R 51 672 68 784 73,449 0w

'Ihe ﬁnancnal mformauon for the penods above has been restated to reﬂcct the reclassrﬂcauon of the 2002 retall center closmgs and the consumer fmance

segment as discontinued operations.,

(1) On Decémber 29; 200] the Company ‘adopted FASB' Statement of Financial Accounting Standards (SFAS) No. 142/ Goodw:ll and Other Intangzble
Asaet.\, which. ellmmates amomtauon of goodwnll and requrres an annual 1mparnnent test. - . RS

B

“(2). Dunng 2001, the Company recorded a pre-tax charge of 31 6 mxlllon assoclated thh the lmparrment of mtangxble assets related to certain of the
Company’s retail centers and a pre-tax charge of $602,000 related to impairment of a joint venture. During 2000, the Company recorded a pre-tax charge of
$6.0 mlllron associated with the impairment of intangible assets and exit costs related to certain of the Company’s retail centers. Dunng 1999, the Compauy
recorded pre-tax charges of $7.1 million associated with’ closmg of its manufactunng facrllty in North Carolina and three retail centers, one in Kentucky' and
two in South' Carolina. Daring 1998, thé Company recorded an additional pre-tax charge 0f'$934,000 due to addmonal warranty, workmen's! compensauon

and other costs incurred related to the:closing of its Pennsylvania facility. - .

(3) During 1998, the Company recorded pre-tax charges of $739,000 for the year and $825,000 ($507,000 net of tax) for the comulative effect of accounting
change due to the Company adopting a change in accounting principle requiring the expensing of start-up costs m accordance wrth AlCPA Statement of
Position 98-5 Reporting on the Cost of Start-Up Acnvmes




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

Critical Accounting Policies R
The Company uses accounting policies that it believes are appropriate to accurately ‘and’ farrly report 1ts results of
operations and financial position, and it applies those accounting policies ‘in a consistent ‘hanner. The preparatron of the
Company’s financial statements in conformity with generally accepted accounting principles requires that the Company’s
management make estimates and assumptions that may affect .the  reported ‘amounts of assets, liabilities, revenues and
expenses. These estimates and 'assumptions are based on historical and other factors believed to be reasonable -under. the
circumstances.: - The.Company . evaluates these ‘estimates and:assuniptions on an:engoing basis. Actual results.can- and
frequently will differ from these estimates. It is possible that materially dlfferent amounts would be reported under different
conditions or usmg different methods or assumptlons

The Company believes that the following accountmg pohcres are the most crmcal ones used in the preparanon of "its

financial statements because these are the ones that involve the most significant judgments and estimates about the effe ot of
" ll
matters that are inherently uncertain.

Product Warrantles :

The Company warrants its products against certam manufacturmg defects for a perrod of one year commen(‘mg at the tlme
of retail sale. The estimated cost.of such warranties is accrued at the time of saleto the independent dealer based on: ‘historical
warranty costs incurred. Periodic adjustments to the accrual are made when events occur that indicate.changes are. necessary.

Litigation : R
The Company:is a party to various legal proceedings incidertal to its business. The Company typrcally issuessa one-year
warranty on new manufactured homes. The majority of these legal proceedings are claims,related to - warranty. on’
manufactured homes or employment issues such as workers' compensation claims. Management believes that -adequate
reserves are maintained for such claims. In thé:opinion of management, after consultation with legal counsel;ithe.ultimaté
liability, if any, with respect to these proceedings will not materially affect the financial position or results of Operations ef
the Company; however, the ultrmate resolutlon of these matters, wh1ch could occur within one year, could result in losse in
excess of the amounts reserved

vy

Insurance Arrangements P

The Company .is partially self—msured for workers compensatron and health msurance clarms The: Company purchases
insurance coverage for all workers compensation claims in excess of $350,000 per occurrence, and for all ‘health care. claims
in excess of $75,000 per occurrence, with an annual aggregate stop-loss limit of approximately $5.3 million for-all;claims.
Amounts are accru'ed currently for: the 'e'stimate"d costs of claims incu‘rred including related expenses. Management considé‘rs
from the ultimate amounts incurred upon final drsposmon of all outstanding claims. As a result, periodic adjustments to the
reserves will be made as events occur that indicate changes are necessary.

Repurchase Agreements

Substantially, all-of the Company 5 mdependent dealers ﬁnance therr purchases through “floor plan” arrangements under
which a financial institution provides the dealer- with a loan for the purchase .price of the home and maintains. a. security
interest in the home as collateral. In connection with a floor plan arrangement, the financial institution which provrdes the
‘indépendent ‘dedler - financing customarily requires  the Company to entér into a separate ‘repurchasesagreement: with the
financial institution, under which the Company is obligated, upon default by the independent dealér, to repurchdse thé hornes
at.the Company’s original invoice price less cost of all damaged or missing items and less certain curtailments,.plus.certain
administrative and shipping expenses. Repurchases were $2.0 million,.$4.2. million and $8.7-million for .the years ended
2002, 2001 and 2000 respectively. Losses on homes repurchased under these agreements were $0.5 million, $0.9 million and
_f$0 9 million‘in 2002;2001 and 2000, respectively. -At January 3;°2003, the Company’s contingent repurchase liability sinder
floor* plan ﬁnancmg arrangements through ‘independent dealers - Was' approx1mately $38- millior."Amounts “aré accrued
jcurrently for the estrmated losses to be mcurred on homes repurchased Management consid accrued lrabrlmes for
losses.on home; repurchases to be adequate However the ultimate - resolution could result in.amounts different than ‘the
amounts reserved. As a resuit, periodic adjustments to the reserves will be:made as events:occur which indicate.changes ‘are
necessary :

;Imparrment of Long-leed Assets o S
The Company records impairment losses on long-lived assets used in operations when events and crrcumstances mdrcate
that the assets might be impaired and the undiscounted cash flows estimated to be generated by those assets are less than the.

2




'carrymg amount’ of those items. The Companys cash ﬂow estimates are based oh historical results adjusted to reﬂect the
Companys best ‘estimate of future' market and operaung Conditions. Any materral change affectmg the assumptlons used to
project the estimated” undlscounted cash flows or our expectatron of future Tharket” conditions eould result m "drfferent
conclusion.* Assets for which the carrying value is not fully recoverable are reduced to fair value. AR

Recoverablhty of Investments R ]

‘Management’ perrodrcally assesses' the recoverabrlrt of the Companys lnvestments in Jomt ventures The srgmﬁcant
judgment requrred inm "agements recoverabrhty assessment is the determmatlon of the fair value of the mvestment Since
the mvestments are n- publrcly traded mvestments,_managements assessment of fair’ value is based on the Companys
analysis “of the' investee's’ estimates of future oper; mg results and the resultmg cash ﬂows Managements abrlrty to
accurately predrct future cash ﬂows lS crmcal to’ the determmatlon of farr value w

i . [ : . . ook

"In the ‘event a declme i far value' of 4n mvestment occurs management may 'be requrred to make a determmatton a5 to
whether the decline in market valie is othes than temporary. Management § assessment as’to the nature of 2 dechne m fair
value is largely based on the Company's estimates of future operating results, the resultmg ‘cash flows ahd intent 16 hold the
investment. If an investment is considered to be 1mpa1red and the declme in value is consrdered to be other than temporary,
an appropriate write-down is recorded.

Discontinued Operations and Restructuring Reserves

Durmg 2002, ‘the’ Company establtshed restructunng reserves for exit “and’ severance cost at a ‘number of . closed fetail
operations. These tesérves required the lisé 6f estimates. Though the Company be]reves that these esttmates accurately ‘eﬂect
the ultimate costs that will be incurred, actual results may be différent.

. 4 ‘
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RESULTS OF OPERATIONS

General
“The Company contmues to face’ a~
retarl sales expansron result sdjm an 1ncrease m the overall number of dealers
increase in the number of ,' o
those ifiventories led-to'increased | price competmon and reduced profits that havé adversely affected the' entrre mdustry (
the past four years. Fiscal 2002 saw further credit tightening and declines in overall’ economic conditions thiat” have
compounded the situation, resulttng in a significant reductron in the avar]abrlrty of ﬁnancmg, at both the wholesale and retarl
levels and mcreasmg reposs : =

The Company has responded to these adverse industry and general economic conditions by taking a fiumber of steps-that
have been effective in decreasing costs and improving efficiency. In 2001 and 2002, these steps included closing less
efficient manufacturing facilities, consolidating divisions, and selling unprofitable retail centers, as well as improving
efficiency in the remaining manufacturing plants, lowering labor costs and turnover, decreasing plant injuries, and lowering
warranty expenses by improved quality. Weak market conditions still persist, however, including industry-wide excess retail
inventory and more restrictive retail financing conditions for consumers.

In 2002, the Company made a strategic decision to redirect its efforts to its core manufacturing business. Eleven retail
centers that formerly comprised the bulk of the retail segment were closed, leaving only three retail centers remaining. The
closed retail centers had been negatively affected by both weak market conditions and restrictive retail financing conditions,
principally as a result of the withdrawal of several lenders from the market. These centers were sold or closed by the end of
December 2002. The decision to close the retail centers was based primarily on management’s evaluation of recent operating
results and future prospects, and was also part of the determination that, in light of those results and prospects, the
Company’s human and financial resources could be more productively and efficiently deployed in the primary base of its
business, manufacturing. Five of these eleven centers were in Alabama, three were in South Carolina, two in Tennessee and
one in Kentucky. These centers had operating losses of $1.9 million, $2.9 million and $2.4 million for the fiscal years ended
January 3, 2003, December 28, 2001 and December 29, 2000, respectively.




The Company also sold its consumer financing segment, principally consisting of the Wenco loan portfolio in December
2002. The Wenco loan portfolro had a book value of approxrmately $ll 8 million.. The loan portfolro was sold for $6 1
mrllxon in a cash transact1on The ‘decision to sell the loan- portfolro was also prompted by and was a part of managements
plan to eliminate unproﬁtable busmess lmes and thereby allow the Company to focus on. 1ts core manufactunng business.

Accordingly, as required by FASB Statement No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”
("FASB 144") the operaung results and drsposal of the eleven, retail centers and, the Wenco loan portfolro which were
prevrously reported i in_the retail and consumer, ﬁnancmg segments have been classrﬁed in dlscontlnued operations for all
prior periods. presented herem The Company , recogmzed a, $13 1 rmllron loss ($8.5 million net of tax benefit) on
discontinued operations in the year. ended January 3, 2003, whrch i luded $2 7 ‘million of operating Tosses dunng the year
(including $0.3 million for interest allocated to retail centers based on‘ average monthly inventory. balances) $3.6 million to
write down the carrying value of unsold homes in retail inventory, $1°1 million for leasehold, severance, termination of leases
and other related costs and the $5.7 million loss on sale of the Wenco loan portfolio., As required by FASB 144, any further
operatmg losses as, well as adJustments to exrt costs accruals (if any) wrll be reported in dlscontrnued operations as 1ncurred
or when crrcumstances warrant revrsrons of the related accounts

Year Ended Januiary 3, 2003 as Compared with Year Ended De‘céinh'éf 28,2001

Net Revenues
Total net revenues (consisting of gross revenues less volume drscounts dealer 1nterest retums and allowances) for the
year ended January 3, 2003 from contmurng operatrons were $138 5 mlllron whtch represented an mcrease of 7. 3% from
2001 revenues of $129.1 million from continuing operatrons o ey
Net revenues from the manufactured home segment were $132.9 million (including intersegment revenues of $6.7 million)
for the year ended January 3, 2003 as compared with $133.6 million (including mtersegment revenues of $18. 4 rmlhon) for
the prior year penod a decrease of $0.8 million, or 0, 6% Total homes shipped in the year ended January 3, 2003 were
4,203, down 4.7% from the number of ho és shrpped in the prror year perrod The decrease in homes sold was atmbutable
-to an overall industry decline in the Company"s core market areas and increased competition within these market areas.” The

average wholesale price per home in 2002 was $30,012, as compared with $28,826 in 2001, an Jncreasevoffl 1%.

Net revenues from the retail sales segment from continuing operations were $9.2 million for the year ended January 3,
2003 as compared with $10.5.million for the prior year period, a decrease of $13 million, or 12%. The decline in_retail
revenue reﬂects both tighter consumer ﬁnancmg and other general economrc factors ‘The number. “of total homes (new and
used) sold by the retall segment from contmumg operatlons in.the, year ended January 3, 2003 was 246, down 19.6% from the
number of homes sold in. the prlor year period. The average retarl prtce per new home m 2002 was, $47 977 as, compared
w1th $46 593 in 2001 an mcrease of 3. 0% :

Net revenues from the component supply segment were $24.6 mrllron (mcludmg mtersegment revenues of $21 8 mrllron)
for the year ended January 3, 2003, as compared with $23.3 million (including intersegment revenues of $20.3 mrllron) for
the prior year period, an increase of $1,3 million, or 3.5%. . .
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‘Operating facts R

R S Porige Lo Fiscal years ended " -

- - “January'3; 7 " Décember 28,
2003 2001 (1)

(continuing operations)
Rétail units sold:
“ ‘New Single-section
" New Multi-section"
| /Usédhomes
Wholesale nits sold: « - F e T e
~ ' External customers T T g 037 e e 3,794
Intercompany 173 617
4,203

Company owned retail centers

iy
e

T

' ‘,100% ‘

Average sales prices - retail (new) © U gamorr Y gagheyt
Average sales price — wholesale $30,012 $28,826
Floor sections produced e e o334 51,620

(1) Summary operating data for the fiscal year ended December 28, 2001 have been restated to exclude discgpt‘irj}le_d‘ .
. operations of retail centers closed in 2002. e

(2)" Represents the percentage of riew Homes sold at fetail that are’also ianufactured by the Company. *~ ‘

Gross Profit

. Gross profit consists of net revenues less the cost of sales, which includes labor, materials and overhead. Gross profit for
the year ended January 32003 from continuing ‘operations was $25.6 million,, or 18.5% of net revenies, as compared with
$26.7 illion; o 20.7% of net revenues, in the prior year period. This decline in the gross profit percentage was aftributable
primarily to higher labor costs and rﬁiif'er_ia]‘fﬁficpsi‘;"offset slightly by higher sales prices and lower warranty expenses.

Sellfg, General and Kdilistrative Expenses ~* © o o R
‘general and administrative expenses include primarily salés commissions, advertising expenses, freight dosts,

" Selling, géneral and adminisirative | s, feig

salaries for silpport personnel, administrative compensation, insurarice costs, and professional fees. Seiling, general and
administrative expenses from continuing operations were $24.9 million. of ‘18.0% ‘of net revenues, during the Vear ended
January 3, 2003, as compared with $25.4 million, or 19.6% of et revenues, for the same period of the prior year. The
decreasé in Sellifig, general and aministrative e Xpenses as a percehtage of sales was attributable to the, following factors:
lower' dealer ifiterest payments and Iower administrative salaries, offsét slightly by higher insurarice expenses.”* |

R

ey

Tmpairnient and Other Charges =~~~ - & “7i:ew o T B
During 2001, the Company recorded an impairment charge of $1.6 million for the remaining goodwill related to its retail
operations segment. The decision was based primarily on continued losses at the two retail centers where the goodwill was
recorded, "Fiir valie was determined by managément based on the best information available such’as the value received in
connection with the closure of other retail centers. The Company also 'recorded 4 charge related to its investment in'one of
the’Company's manufactaring joint véntures of $602,000 e to losses of this joint venture. There was 1o impairmmienit charge
recognized in continuing operations in 2002. R T L s

Interes_t_Egpense R _ o A S
Interest expense for ‘the ‘year ended January 3, 2003 from continiling operations was $0.6 million as comipared with $0.9

‘million for the yeat ended December 28, 2001. “Thé decline in interest éxpense in the current year was “a result of ]'va‘éf

intereSt rates, 5.7% comipared'to 7.6%, through'the Company’s line of ¢redit and Ioter average borrowings.

Income Taxes o e
~Income taxes are provided for based on the tax effect of revenue and expense transactions included. in the determination of
pre-tax book income. “Because the Company has operated at a loss in recent fiscal 'years, management beligves that under the
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provisions of SFAS No. 109, it is no longer appropriate to record deferred income tax benefits on current losses in excess, of
anticipated refunds of taxes previously paid. In fiscal 2001, the Company established valuation allowances against the tax

benefits of substantially all net operating loss carry forwards and deductrble temporary differences between financial and
taxable income.

provisions in the stlmulus bill extended the net operating loss ("NOL") carryback period to five years for NOLs ansmg m tax
years ending in 2001 and 2002, and allowed use of NOL carrybacks and carryforwards to offset 100 percent of altematrve
minimum taxable income (AMTI). These NOL carryback provisions allowed the Company to carry its 2002 and 2001 losses
back to 1996 and the years following. The bill also allows an additional first-year depreciation deduction equa] to 30 percent
of the adjusted basis of ‘qualified property acquired after-September 10, 2001, and before September 11, 2004, and placed in
service before 2005 (2006 for certain property with recovery period of 10 years or longer and certain transportatlon property)

Qualified property includes MACRS property. w1th a recovery perlod of 20 years or less, computer software water utlllty
property and leasehold improvement property ‘ :

During the fiscal year ended January 3, 2003 in which the Company recognized significant losses from the closing of retail
centers and the sale of the Wenco Finance loan portfolio, the Company.recorded a $4.5 million current.tax benefit. from
discontinued operations. The Company expects-to file a federal carryback refund claim in the second quarter of fiscal 2003.
Recorded income tax benefits for the year-end January 3, 2003 from continued operations was $0.8 million compared to no
income tax benefit from continuing operations recorded for the year ended December 28, 2001. The tax' benefit otherwise

applicable to the 2001 net operating losses was completely offset by the valuatron allowance for deferred tax assets drscussed
above.

Year Ended December 28, 2001 as Compared with Year Ended December 29, 2000 o R

Net Revenues .
Total net revenues (gross revenues less. volumc dlscounts, dealer 1nterest,' ' 5 and allowances) for the year -ended

December 28, 2001 from continuing operatrons ‘were $129.1 million, which represented a decline of 17. 4% from 2000
revenues of $156.3 million.

Net revenues from the manufactured home segment were, $133 6 mlllJon (mcludmg mtersegment revenues of $184

mrlllon) for the prlor year perlod a decrease of $17 1 rrullron or. 11 3% The declme in sales to dealers was prrmanly
attributable to decreased demand and the closure of one Alabama manufacturmg plant in December 2000 and one in February
2000 Total homes shrpped in the year ended December 28, 2001 were 4,411, down 19 9% from the number of homes

Net revenues from the retail salés segment from contmumg operatlons were $,10 5, mrlhon for the year ended December 28
2001 as compared wrth $22 9 mrlllon for the pnor year perlod a decrease of $12 4 rmlllon, or 54% The declme in retall
fewer retail centers in 2001 than it did in 2000. The average retail price per new home in 2001 was $46,593 as compared wrth
$42,174 in 2000, a increase of 10.5%. r ‘ , i S

Net revenues from the component supply segment were $23. 3 m1]lron (mcludmg mtersegment revenues of $2O 3 rrulllon)
for the year ended December 28, 2001, as ‘compared, with $3O 1 mnllron (mcludmg intersegment revenues of $25 6, mrlllon)
for the prror year perlod a declme of $6 8 mrlllon, or 22 6%. The declrne m supply sales was mamly due to the declme in
sales volume in the manufactured home segment. »

Gross Profit

Gross profit consists of net revenues less the cost of sales, which includes labor, materials, and overhead. Gross proﬁt for
the year ended’ December 28, 2001 from contmunng operatrons was $26 7 mrllron, or 20.7% of net revenues,, as compared
with $26.6 million, or '17.0% of net revenues, in the prior year perlod This increase in the gross proﬂt percentage was
attributable primarily to increased sales prices, lower labor costs, lower warranty expenses and lower material prices.
Selling, General and Administrative Expenses

Sellmg, general and admmlstratlve expenses mclude pnmarlly sales commrssmns advertlsmg expenses frelght costs
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salaries for support personnel, administrative compensation, insurance costs, and professional fees. Selling, general and
administrative expenses from continuing operations were ‘$25.4 million, or 19.6% ‘of net revenues, during the year ended
December 28, 2001, as-compared with.$32.9 million;-or 21.0% of net revenues, for the same period of the prior year. The
decrease in- selling, general and administrative expenses. as a percentage of salés was attributable to the following factors:
-decreased dealer interest payments lower commissions, lower admrmstratrve salar1es, lower advertrsmg and promotrons
expenses ; : ‘

'Impalrment Charges ' oo T SRS SRR
-Impairment charges of $2.2 mlll1on in 2001 were $3 6 mlllron less- than similar charges of $5.8 million in 2000 During
2000 the Company decided to close eleven of its 28 retail centers. In connection with the decision to close these retail
centers, the Company recorded a pre-tax charge of $5.8 million cons1st1ng of the 1mparrment of the mtanglble assets, exit
costs related to! rental comm1tments and leasehold 1mprovements l
InterestExpense oLt Lo g : e ‘
Interest expense for the year ended December 28, 2001 from contmumg operatrons was $0.9 million as compared with $l 5
million for the year ended December 29, 2000. The decline in interest expense in the current year was a result of lower
interest rates and lower average borrowings.
Interest Income SIESTRTI s g : :
Interest income for the year ended December 28 2001 from contmumg operatrons was $0 1 mrllron as compared wrth $O 2
million for the year ended December 29, 2000. The decline in mterest income reﬂects lower average cash and cash equrvalent
‘balances durmg the year ended December 28 2001 Sl e i R

Provrsron forzlncome Taxes ‘ a . s ; 5 :
:-No income:tax benefits were recorded for the year-end December 28 2001 compared to an income tax beneﬁt ‘for the year
ended-December. 29, 2000 of $325,000. The tax benefit-applicable to continuing operations in fiscal 2000 was substantially
less than'the applicable:federakand state statutory-tax rate because the Company established during fiscal 2000, a valuation
allowancé of $4:4 ‘million related'to deferfed income. tax assets in accordance’ with the provisions of Statement of Financial
“Accounting Standards’ ("SFAS")::No.:109. - During 2001, “the valuation “allowance ‘was increased by $701,000 which
effectively offset the tax benefit from the loss on continuing operations. The:Company has established valuation allowances
against the tax benefits of substantially all its net operating loss carry forwards and deductible temporary drfferences between
ﬁnancral ‘and: taxable income for all perrods reﬂected 1in the accompanymg ﬁnancral statements ¢ Con

Contractual Obllgatlons and Commercnal Commltments P

- The- Company "has- various  contractual -“obligations and commercral commitments- arising- from operatrons ~These
oblrgatrons ‘and‘commitments are ‘more fully describéd: in this Annual:Réport on Form 10:K under various ‘headings in
“Management’s Discussion and Analysis™ as well as in the'notes toithe audited financial statements. The following table lists
the ‘aggregate maturities of various classes of obligations and- explratlon amounts of various classes of commrtments related
to continuing operations at January 3, 2003 (in millions): :

Contractal‘Obligations . -/ +: “© 4 .. Total . : v LessthanlYear: ...« 13 Years: © . 45 Years ... Afters Years

OpematingLeases~ .- . .. -, . 304 e we 0 BOL 0 00§03 5 -

I PR e RN
g

Total Amounts ) TS

Other Commercial Commitments Committed Less Than 1 Year 1-3 Years 4-5 Years Qver 5 Years

Lettersof Credit -, -+ - - - i 1306 SR 0.6 R T A T cer8
,ySubstantlally all of the Company s mdependent dealers ﬁnance thelr purchases through “ﬂoor plan arrangements under
WhICh a ﬁnancral institution.provides the dealer with a-loan for the purchase price of the home and. maintains a security
mterest in the home as. collateral In connection, with a “floor, plan arrangement, the financial institution whrch provides .the
mdependent dealer fmancmg customarrly requires., the Company - to enter,into a separate repurchase agreement with the
financial. ipstitution, under. whrch the Company-is oblrgated upon default by.the independent dealer, to repurchase the.homes
at the Company,s ongmal invoice. price less.cost of all damaged/mrssmg items and less certain curtailments,, plus certain
administrative and shipping expenses. Repurchases were $2.0 million, $4.2 million, and $8.7 million for the years ended
2002, 2001, and 2000 respectively. Losses on homes repurchased under these agreements were $0.5 million, $0.9 million,
and: $0.9 -million in 2002, 2001, and 2000, respectively. At January 3, 2003, the Company’s.contingent repurchase liability
under floor plan flnancmg arrangements through independent dealers was approximately $38 million.

Poes b7 . P T T
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Joint Ventures . .. . T S . T N o PO
The Company owns' interests in five joint ventures. .Ownership. interests. range -from 30%. 1o 50%. These joint. ventures
‘have total assets:of $36.1 million and total liabilities of $27.2> Because the Compady is.a limited partner or has an.interest in
a.limited liability company, the Company's: exposure:to_ loss is generally:limited to its investments and advances and any
commitments to fund operations of the investees. The Company and. certain of its: equity. partners-have guaranteed certain
debt for companies in which the Company owns various equity interests. The guarantees are limited to various percentages of
the outstanding debt. At January 3, 2003, $4.0 million was outstanding under the various guarantees, of which the Company
had guaranteed $1.3 million. One of the companies has a lease purchase agreement with a third party to sell:a facility
financed by debt that the' Company. has_guaranteed. The Company expects the proceeds from the exercise of -the pugchase
option to be used to pay off the-debt and to be released from the guaranty upon payoff in2003:: - - TV

& . : b - : . T

’ Thé Compéﬁy‘}s a]sb obligaiéd to” répﬁrbhase hdmes“f"ir‘)anc‘c;,.d By;Weh,co 2.,1’ LLC-upo_hﬂ a-;thi}d pa&méﬁtaélf:;ﬁlf-fqr;‘.50%:of
the outstanding loan balance. The Company's potential exposure under this commitment is approximately $4.5 million.
Losses on homes repurchased under this obligation were not significant in fiscal 2002, 2001 and 2000. SCRTRE

LIQUIDITY AND CAPITAL RESOURCES .

ECE LTy L R - Lo

Since its organization, the Company has financed its operations primarily with cash generated from a combination of

operations, stock offerings and borrowings. The Company lowered its outstanding balance on its line of credit from $10.6
million to-zero.during 2002, ¢+ o e o cabinaen D T L e e O B TS

cyk

1.

gt o - Dbl D L W R Ly e BRI T R A B L AT B F 545
During the year ended January 3, 2003, net cash provided by operating activities: of - continuing: ;gperations‘;;Was
approximately $0.8 million. Net income from continuing operations for the year was $0.9 million. Included in net income
were the following non-cash charges: amortization expenses of $0.4 million, provision for doubtful accounts.of: $0-2 million
and depreciation expense of $2.2 million. .Cash provided by operating.activities also, reflected decreased accounts receivable
.0f.$1.5:million, decreased inventories of $0.9 million, and:an increase in:accountspayable of $0.4.million, which were.offset
by an increase.in refundable income taxes of $3.8-million and a decrease-in accrued. liabilities.of.$1:4: million. . In:addition to
cash provided; by operating activities, other:significant items affecting cash flows from continging opgrations.included capital
expenditures of $2.0 million, proceeds: from the :sale. of property; plant and equipment:of $0.8 million, inet repayments-of
notes payable of $10.6.million; and:net cash:from joint ventures of $0:9 million: -, <1 .+, 2 R R T T

LIRS T

ate .3

s

In accordance with the Company's current revolving. credit facility; the Company applies.all cash receipts:to reduce the line
of credit. At January 3, 2003 the balance of the revolving credit facility was $0 and the Company's net working capital from
continuing operations was $13.2 million, including $7.0 million.in; cash-and cash ‘equivalents; as compased:with; a-negative
-working capital of $6.6 million;at December. 28, 2001 including $0.3;million in cash and-cash equivalenits. ;;Ti)gi;incrqase in
net _.wor-ki-'ng .capital was. primarily -attributable-to’ an .increase.in.cash and- cash; equivalents. of :$6:6. million, -an 'ingr’kca__§e «n
refundable income taxes and-other assets.of '$3.8 ‘million,-a decrease in-accrued Jiabilities .of .$1.4-million and-a-decrease. in
notes.payable of $10.6-million, partially offset by.a decrease in'accounts receivable-of:$1.5:million; a decrease in: inventories
of $0.9 million, and an increase in accounts payable of $0.4 million. .« - o Gniae

B N TR IR o T SR TY

«1:%‘During the year ended January 3, 2003, the Company’s net cash:flow.from discontinued operations was $16:7:miillion:«The

sale of the Wenco loan portfolio for $6.1 million and sale ‘of inventory and other"assets from the closure of élevén-rétail
centers were the main contributing factors to the increase in cash flow, offset by a net loss from discontinued operations of
$8.6 million. . L

During the year ended December 28, 2001, the Company's net cash provided by operating activities from-continting
operations was approximately $14.7 million. Although net loss from continuing operations for the year was $2.0 million, this
loss included the following non-cash charges: »imphiﬁﬁépbchéﬁ"g’és of $2:2 million, dépreiation ‘expense of '$2:3milliofi and
amortization- expense of $0.6' million. - Cash provided by operating activities-also ‘inchided‘decreased" inventories of '$54
million, " increased accounts receivable of $0:8 ‘million, incréased-accounts payable - of $671*'millién and a"détredse in
prepayment aiid other asséts of $6.5 million, partially offset by‘increased accrued tiabilities of '$ 1:3-millio: Ini-addition"to
cdsh provided by operating activities frém continuing‘opérationis, other significant itéms affecting cash flows included capital
‘expenditires of $1.0 million; net repayments of notes payable of $12:2'million"and payments for debt issuaricé ¢osts ‘of $1:0

At December 28, 2001, the: Company's net -working capital from ‘continiuing operations' was a negative $6:67 millioh,
including $0.3 million in cash and cash equivaleiits, as' compared " Wwith 2 negative: $470 ‘illion"at” December-29: 2000,
including $6.0 million in cash and cash equivalents. The decrease in net working capital was primarily attributable to a
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decrease in cash of $5.7 million, a décrease in inventories of $5.4 million and a decreasé in prepayments of $5.7 million,
partially offset by increased accounts receivable of $0.8 million, decreased notes payable of $12.2 mrllron, accounts payablc
of $0.1 million and accrued liabilities of $1.3 million.

During the year ended December 28, 2001, the Company’s net cash flow from discontinued operations was a negative $7.5
million.” A net loss from discontinued operations of $3.1 million and a decrease in accounts payable and accrued expenses of
$4.4 million were the main contributing factors to the decrease in cash flow. '

At January 3, 2003 the Company had a $40 million secured line of credit, which matures on March 8, 2004 and bears"
interest at the prime rate plus 1%, which amounted to 5.25% at January 3, 2003. At January 3, 2003 the Company's
availability on the line of credit (based on an asset base limitation) was $11 million. The Company's ability to draw upon this
line of credit is dependent” upon its continued compliance with certain financial ratios and covenants. ' The’ Company had
outstandmg borrowings of $0 and $10 7 million at January 3, 2003 and December 28, 2001, respectively.

Capital Expenditures
The Company does not. currently plan to.make any material capital expenditures during the next twelvé months:

Inflation T L

The Company believes that the-relatively moderate rate of inflation over the past few years has not had a i gmf cant lmpact
on its sales-or profitability. The Company has in the past been able to pass on most of the increases in its costs by i increasing
selling prices, although there-can be no assurance that the Company will be able to do so in the future.

Quantitative and Qualitative Disclosures Regarding Market Risk. o ' ‘
The following discussion ‘about.the Company’s interest rate risk includes “forward ]ookmg statements” that'involve risks
and uncertainties. Actual results.could differ materially from those projected in the forward looking statements.

Historically the Company has’ not entered into derivatives contracts to either hedge existing risk or for speculative
purposes. The Company alSo :does not and has not entered into contracts involving derivative financial instruments or
derivative commodlty instruments. - Pemnent provisions of Regulation S-K call for disclosures to clarify exposures to market

risk associated with activities in derivative financial instruments, other financial instruments and derivative commodity
" instruments. The Regulation defines “other financial instruments” to include trade accounts receivable; loans: and structured
notes. The Company does not utilize derivative instruments to manage such risks. The Company’s principal credit agreement -
bears. a floating interest rate: of 1.0% over prime. Accordingly, the Company is subject to market risk associated with
changes in interest rates. AtJanuary 3, 2003, nothing was outstanding under the credit agreement. With respect to.accounts
receivable, most of the Company’s sales of manufactured homes are pre-sold, such that orders exist before-construction
begins.- When manufactured homes are sold to dealers as inventory, such homes are generally paid from availability under
the dealer’s floor plan financing arrangement. In the typical case, funds are wired to the Company from the dealer’s floor
plan lender within 21 days of-delivery to the dealer’s lot. Management thus does not perceive that the Company is subject to
a matenal market risk with respect to its non-interest bearing accounts receivable.

“SAFE HARBOR” STATEMENT 'UNDER THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995
Forward-looking statements in this ‘Annual Report on Form 10-K, including without limitation,: statements -relating to - the
adequacy of the Company’s resources, are made pursuant to the safe harbor provisions of the Private Securities Litigation
Reform Act of 1995. Investors are cautioned that such forward-looking statements involve risks and uncertainties,. which.
could cause actual results to differ materially .from-those in any-forward looking: statements, including-without limitation:
general economic conditions; the cyclical and seasonal nature of housing markets; competitive pricing pressures at both the
wholesale and retail levels; changes in market demand; recent management changes; the impact of cost reduction programs
and other _management rmtratwes, availability of financing for prospective purchasers of the Company’s homes and
avar]ablhty of floor plan financing for dealers; availability and pricing of raw materials; concentration of the Company’s
business in certain.regional: markets; adverse weather conditions that reduce retail sales; the possibility of plant shutdowns
from weather or other causes; avarlabrhty of labor for the Company to meet operating requirements; the highly competitive
nature of the manufactured housing industry; Federal, state and local regulation of the Company’s business; the Company’s
contingent repurchase liabilities with respect to dealer financing; the Company’s reliance on independent dealers; and other
risks indicated from time to time in the Company s filings with the Securities and Exchange Commission.




‘Consohdated Fmanc1al Statements and Notes to Consolidated. Fmancnal Statements
‘ Consolidated Balance Sheets U
Southern Energy Homes, Inc. and Subsidiaries

e G " ECE T . O .:",-xf» R Y R R R . January3’

2003

December 28,
2001 .

Assets

Current Assets:

Cash. and cash equnvalents e e ;

Accounts recelvable less allowance for doubtfu] accounts of ‘
$323 OOOand $l60 000 respectively el e e e . .6, 740 OOO

Inventories R e T e T e 7 280 OOO

Refundable income taxes 14,191,000

Prepayments and other 483,000

Current assets of discontinued operations . .= .. . . oo e 800,000

. (Restated —see

Note 2)

$328000‘.-

8,178,000 ...

8,166,000 ..

349,000

440,000 .
11981000-,,

26,454,000

29,442,000

Property, plant, and equipment:
‘Property, plant and equipment, at cost. .., i
:Less accumulated, deprecxation and amortizanon :

(15 613 000)...

. 31,899 ooo'f”,"
*(14.881,000). .

L '163023?000 A

17018000, ..

Intangibles and other non-current assets
Goodwill, net e e e
Investment1nJomtventures E T S e S BRI 044,300,000
Other assets i 958,000

P

13305000 .

o 688,000 . o

1,509,000

3305000
4,908,000 -

17,477,000,

Non:currentassets of discontinued:operations. - - I
C gl 9,251,000

~.27,199,000 .- -

«:$51,728,0005 -

Llabilmes and Stockholders Equlty

Current liabilities::. sl
Notes payable:
Accounts-payable. v s
Volumetineentive payable -
Acerued:payroll related expenses
Accrued:workers’ compensation
Accruedrwarranty ¢ e
Accrued other

$10 677 OOO» IR

. 8-73,659;000.:-

271,000 0

i :.-3,760,000
cotaet 119390000

L 277,000

T 2:440;000 ¢ -
'1:692,;000-

3,002,000

Current liabilities of discontinued operations

Comnutments and contmgenmes (Note 8)

ST v L

ke

Stockholders equity : AU o W sat o aed im
Preferred stock $ 0001 par value l ;0003 000 shares authorlzed none outstandm :

shares issued and outstandmg
Capital in‘éxcess of par

S 000
" 8330000

- 27,058,000

5 T
sALLRYSE

1,000
8,330,000 -
138.270,000:

Retamed earmngs

301629000 -

"46,601,000 -

- $73,659,000 -

“The accompunying riotes are an’integral part of these consolidated financial statements.
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Consolidated Statements of Operations
Southern Energy Homes, Inc. and Subsidiaries

Net revenues

Cost of sales '
Gross profit

Operating expenses:

Selling, general and administrative
Amortization of intangibles

Operating income (loss) from continuing operations

Interest expense
Interest income

Income (loss) from continuing operations before income taxes
Benefit for income taxes
Income (loss) from continuing operations

Loss from discontinued operations, net of tax benefit of $4.5
miilion for the fiscal year ended January 3, 2003

Net loss

Per share data:

Basic and diluted net income (loss) per share:
Income (loss) from continuing operations
Loss from discontinued operations

Net loss

Weighted average number of common shares outstanding:
Basic and diluted

The accompanying notes are an integral part of these consolidated financial statements.
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Year Ended
January 3, .. December 28, December 29,
052003 ‘ 2001 2000
(53.Weeks) . = (52 Weeks).. -+ (52 Weeks)» 7
(Restated — (Restated —
- see Note 2) see Note.2).1
$138,514,000 -:.. - $129,105;000.=¢ - +i$156,347,000::- ;
112,886,000 102,423,000 129,795,000
25,628,000 . 26,682,000 ... ....26;552;000
249140007 25360,000 5 .. 32,862,000
53,000 299,000 425,000
o : - 2,240,000 5,818,000. :
CosE 24967000 27899000 o 2+.39,105,000
661,000 (1,217,000) (12,553,000)
(593,000) (893,000) (1,464,000)
41,000 112,000 234,000
109,000 (1,998,000) (13,783,000)
800,000 - 325,000
909,000 (1,998,000) (13,458,000)
(8,550,000) (3,074,000) (3,654,000)
$(7,641,000) $(5,072,000) $(17,112,000)
$ 0.07 $ (0.17) 3 (1.11)
(0.70) (0.25) (0.30)
$ (0.63) $ (0.42) $ (1.41)
12,133,865 12,133,298 12,132,990




Consolidated Statements of Stockholders' Equity

Southern Energy Homes, Inc. and Subsidiaries T .
L _ . Capital
Common Stock. in Excess Retained
.. .. ... Shares  Amount  ofPar Earnings Total

Balance, December 31, 1999" 112,132,990 ¢ $1,000  $8,329,000 $60,454,000  $68,784,000

Net loss - , : T - - - (17,112,600) (17,112,000)

Balance, December 29 2000_’-" 12,132,990 - 1,000 - 8,329,000 43,342,000 51,672,000

Exercnse of stock optlons T 875, - 1,000 - 1,000 f
Net loss - - - (5,072,000) (5,072,000) :

Balance, December 28 2001 12,133,865 : - 1,000 8,330,000 38,270,000 46,601, 000 i

Net loss R - - - (7,641,000) (7, 641 000)
Balance,January3 2003 . 12,133,865+ $1,000  $8,330,000 $30,629,000  $38,960,000

The accompanying are an integral part of these consolidated financial statements.

12




Consolidated Statements of Cash Flows
Southern Energy Homes, Inc. and Subsidiaries

P T Ve

.. YearEnded. .. N
January3, . December 28, December 29,
S 2003 L. 2001 - .. 2000
- (53 Weeks) - (52 Weeks) . ... (52 Weeks)
R e . (Restated—see_ .. «(Restated — see
Cash ﬂows from operatmg actmtles. Note2) .. .. . Note 2)
Income (loss) from continuing operations $ 909.000 $(1,998,000) $(13 458,000)
~Adjustments to reconcile income (loss). from. contmumg : -
operations to net cash provided by operating activities: - . ... oo O o
Equity (income) loss of joint ventures ' (329 OOO) (365,000) 293,000
.1 - Non-cash:impairment charges.;. .. ' g T L T 2,240,000, . 5,818,000
Deprecxatlon of property, plant ¢ and eqmprnent B R T ) 2 240 000 2, 327 000 .. .. -2, 379 000
(Gain) loss on sale of property, plant and equtpment ) (44,000) 351,000 . .. - 273,000
Amortization of debt issuance costs 370,000 290 000
s=+/Amortization of intangibles;: ; ‘ - -53,000. 299,000, .. 425 000

. Provision for doubtful accounts ece’
b _.,Change in assets. and, habllmes, E

8,000).

(302 000)

‘Accounts receivable ) B Lhie 1 478 ooo 83@000 e 5,,102 000
Inventories 886,000 5,414,000 10,372,000
- Prepayments and other (89,000) 6,497,000 .. . ;... (6:,935,000)
.+ Refundable income taxes...., -~ v .oy ; - i USRI % 542,000
! . _ lll 000 L (2 230,000)
d e e R qs:(l 354 OOO) (1 304 000) - .. (3,454,000)
A Net cash prov1ded, by operatlng actwmes oy 831, OOO ;v,.11.4,6:90,000, - 5,725,000
Cash flows from mvestmg activities: ' '
=-/Capital expenditures .. . - £2,023,000) - A1,072,000) ... (1,294,000
;= Investments-in-joint ventures (549,000). - . (146 OOO)v S (445 ,000)
- - Proceeds-from sale-of Jomt venture . . 1,250,000 .:, - .
Distributions from joint ventures .. - ;v e vt e i 235,000 s 371 OOO SRR 442000
Proceeds from sale of property, plant and equlpment 823,000 1 155,000 41,000
.. - =Net cash provided by (used in) mvestmg activities,, . 7 >« (264 000) : -308,000; - ... -(1 256 000)
o :Cash flows-from financing activities:;. L el B
i - Net-repayments-on' notesipayable”: .- (10 645 000) (12,170,000)-. ~—~(8 208 000)
.1, ‘Payment:of debt.issuance costs - * (29 OOO) l,OOZ;OOO)v\-;v o
Pmceeds from exercise-of stock-options: P 1000 - s e -
-Net cashused in. ﬁnancmg activities i booon (lO 674 000) (13 171 009) RO v:(8 208 000)
.Net increase (decrease) in-cash and: cash equlyaients' T
i fromin continuing operations + ¥ 13 % (10 107 000) 1 827 000
-.-Net:cash: prov1ded by: (used m) dlscontmue ; e
w1y lopefattonss i ad irans Ty Wl 16 739 000 (7 544 000).;& e
Net increase (decrease) in cash and cash equlvalents 016,632,000 . (5,717,000) :-. (2 870 ;000)
Cash and cash equivalents at beginning of year 328,000 6,045,000 8,915,000
Cash and cash equivalents at end of year* Foowresad 86, 960'000 $ 328,000 $ 6,045,000
Supplemental cash flow information: - . e e E Fo
Cash paid for interest o L $ 612 000 $ 1,947,000 i-:$1:993,000

The accompanying notes are an tntegral part of these consoltdated ﬁnanc;al statements
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Notes to Consolidated Financial Statements

=1 The Company and Basns of Presentation- - - -~ -

" iSouthern Energy Homes;"Inc. (the "Company ") has three reportable segments: manufacturing, retail and component
- supply.. The Company produces manufactured homes, primarily on a custom basis, for wholesale to dealers located primarily
“in’the_southeastern and: south. central regions. of the United States. Retail sales are concentrated in the southeastern United
S * States!® The component supply segment sells various supply products to the Company s manufacturmg segment and to thlrd-
o party customers. '_ g

The Company isona 52/53 week year wnh the ﬂsca] year ending-on the' Fnday closest to the 1ast day of December The
» 2002 fiscal year mcluded 53 weeks. The 2001 and 2000 fiscal years included 52 weeks _ e

= The preparatlon of ﬁnancnal statements" n conformnty with accounting principles generally accepted fn- the nited- ‘States
I( et
““requires management to make estimates-“and " assumptions that affect the reported ‘dmounts of' assets “and habllmes and
dlsclosure of cont’mgent assets and habllmes at the date of the financial statements and the reported amounts “of revenues and

BRI LS O Z{ A AR TEN
i The Company also s0ld its consumer ﬁnancmg ‘segment, principally consisting of the Wenco loan “portfolio, -in“December
2002: The Wenco loafi portfolio had a ‘book 'value of approximately $11.8 million. The loan portfolio’ wa$ sold for $6.1
“million in a cash transaction. The dedision” to sell the loan portfolio was promptediby managements strategrc plan to
ehmmate unproﬁtable busmess lines and’ thereby allow the Company to focus on lts core manufacturmg busmess* E

AT v it

X »_“Accordmgly, as requnred by FASB Statement ‘No 144 Accounting for the: Impalrment ‘or Dlsposal of Long leed Assets
("SFAS 144", the operating results and disposal of the eleven retail centers and: the' ‘Wenco loan portfolioy whichzWere

- - ¥préviously reportéd in‘the retail and consiimer findncing segments, have been classified“in:discontinued operations for all
prior- periods présented-‘berein. The Company recognized a $13.1 million loss ($8.5:/million::net of: tax “benefit) on

- _ discontinued operations_in the year ended January 3, 2003, which included $2.7 millionzof ‘operating losses during:the year
* (in¢luding $0.3 mill; linterest allocited to. these retail centers based on-.average: monthly inventory: balances), $3.6
million to write-down the carrying value of unsold homes in retail: inventory;.:$1:1: million- for leasthold,. severance,
("{*termination of leases @nd other related costs'and the:$5.7 million loss on sale of the Wenco loan-portfolio. . As tequired by
SFAS 144, any further operatmg losses, as well as adjustments to exit costs aécruals. (if any), will:be/réported:in discontiniied
¥:operations as inclirred} 'of. when circumstarices: warrant revisions of the re]ated accounts Historical operatmg results,of the
dlscontmued operanons were as follows for years ended: PTG et B oL e A

. December29, --
2001 ;. 5o

roo(Inthousands) o o R o
Net revenues $ 16,836 $ 27 888 $ 27,803 L
Operational loss o (2662) o (3 074) “‘(3,‘6“54') o e
Disposal loss (10,388) -
Net loss before tax $  (13,050) 3 (3,074) 3 (3,654)

Assets and liabilities of the discontinued operations have been reflected in the consolidated balance sheets as current or
non-current based on the original classification of these accounts, net of any necessary valuation allowances. Although we
believe we have appropriately reduced the carrying value of the assets to their estimated recoverable amounts, net of disposal
cost where appropriate, actual results could be different and the difference will be reported in discontinued operations in
future periods.
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Net assets of the discontinued operations are as follows:

' J,‘avnuzi‘t»y 3, - De;:ember 28,

» - 2003 .. - 2001
(In thousands) . g :
Current Assets: . B R L
Inventories $ 675 $ 11,473
Prepayments and other I . 125 508
Total current assets: ‘ 800 11,981
Non -Current Assets: ’ S S e T
Installment contracts receivable | - ' L 342 13,165
Property, plant and equipment - - . 344 : 2,251
Other assets 2 2,061
Total non - current assets: . .~ ° ‘ 688 17,477 B
Current liabilities - - (3200 (3,002)
Net assets of discontinued operatxons ‘ $ - 1,168 ' $ 26456

.~ There are no.material contingent liabilities, including environmental. liabilities or lmgatnon related to the closed retall
centers or the consumer finance business discontinued:in, 2002 ‘ .

3. Summary of Significant Accounting Policies

Consolidation : : T / o : '
The : consolidated ﬁnancnal statements mclude the accounts of the Company and - its wholly owned subSIdlarles All
. s1gmﬁcant mtercompany transactlons have been ehmmated in the. consohdated financial statements.:

zInvestments in Jomt Ventures i ' SRR : ‘ v N

The Company accounts for its mvestments of 50% or less in Jomt ventures where-it does not have the abthty to control on
the equity basis of accounting. Therefore, the Company's share of i mcome or loss is recorded as equlty income or loss from its
. ventures inv the aceompanying consolidated statements of operatlons (see Note 5)

Cash and Cash Equivalents

For purposes of reporting cash:flows, the Company considers cash and cash equivalents to include cash on hand and hlghly
liquid debt instruments and investments purchased with an-original maturity of three months or less.

Advertising Costs

Advertising costs are expensed as mcurred and totaled $1, 631 OOO $1, 493 OOO and $l 916 OOO for 2002 2001. and 2000,
respectively.

JInventories g Lo N o B
Inventories are valued at ﬁrst -in, ﬁrst-out ("F[FO") cost Wthh is not in excess of market. An analysis of inventories
;- {excluding those reported in dlscontmued operations) fo)lows . :

IR

January 3 . December 28,
2003 2001
Raw materials $ 3,725,000 : $ 4,657,000
Work in progress .. ... 570,000 . . ... 592000 .
Finished goods-. . . .. 2985000 . . - ©2917,000. -
o . $7,280,000 . $ 8,166,000

%
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Property, Plant and Equipment o R .o L

Property, plant and equipment are recorded at cost. Depreciation is computed on the straight-line, accelerated cost
recovery system or modified accelerated cost recovery system methods over the estimated service lives of depreciable assets
(5-39 years for buildings and improvements, 3-10 years for machinery and equipment, 5-10 years for office and computer

equipment, and 7-10 years for leasehold improvements, which is the lesser of the lease term or the asset's useful hfe) Cost of
property, plant and equipment (excludmg those reported in discontinued operations) is as follows: :

, January 3, December 28,
- 2003 2001
Land ’ $ 403,000 $ 411,000
Buildings and improvements o 13,900,000 14,827,000
Machinery and equipment L : 9,715,000 10,567,000
Office and computer equipment T o 4,665,000 4,733,000
Leasehold improvements e 1,302,000 1,307,000 - = - -
Construction-in-progress CE L 11,651,000 54,000
$31,636,000 $31,899,000

.~ Maintenance and repairs-are charged. to expense as:incurred; expenditures:forirenewals :and:betterments are capitalized.
When assets are retired or otherwise disposed of, the property, :plant: and equipment-accounts are: relieved of cost ‘and
accumulated depreciation and any resulting gain or loss is credited or charged to income.
Goodwill

On December 29, 2001, the Company adopted FASB Statement of Financial Accounting Standards (SFAS) No.:142,
Goodwill and Other Intangible Assets, which eliminates amortization of goodwilland requires an annual impairment test.
SFAS No. 142 requires that.impairment be -tested :at- the. reporting ‘unit level,-using a two-step approach.:- The first :step
determines if goodwill is impaired by comparing the fair value of the reporting unit as a whole to the book value. If a
deficiency exists, the second step measures the amount of the lmparrment loss as the drfference between the 1mplled fair
value of: goodwrll and its carrymg value SR : : - SR

L - H K

The followmg table presents the 1mpact of SFAS No 142 on-net: loss and net loss per share had the standard been in effect
throughout each fiscal year presented (in thousands, except per share amounts).

Reported net loss Cow e $(T6AL Y o o$(5,072) 0 s $(17A12) o A, e e ,
Pro forma adjustments
Amortization of goodwill - 248 369 s Tmegmo 0
{'Adjusted-net loss” Sl (7,640 U $(4,824) fe (16, 743) . o L
Reported net loss per share $(0.63) $(0.42) $(1.41)

Adjusted net loss per share $(0 63) ) $(O 40) L $(l 38) B B l i

The Company has completed both the transrtlonal and annual 1mpatrment tests-of goodw1ll as requrred by ‘SFAS*142 and
concluded that the remaining goodwill which has a carrying value of $3.3 million at January 3, 2003 (which is net of
accumulated amortization of $2.7million), was not impaired.

Long-Lived Assets =~ . R S .
The Company continually evaluates whether events and circumstances have occurred that indicate that the remaining

asset and its eventual dlsposmon ‘When this evaluation indicates the asset has been impaired, the Company will measure
such impairment based on the asset's fair value and the amount of such impairment is charged to earnings (see Note 10).

Computer Software Costs

The Company capitalizes external direct costs of materials and services, payroll and payroll-related costs for employees
directly associated with developing or obtaining computer software. Capitalized costs of computer software developed or
obtained for internal use are amortized on a straight-line basis.
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Volume Incentive Payable. ... : L 57 , :
The.Company provides:rebates. to-dealers based upon.a predetcrrmned formula apphed to: the volume of homes sold to the

.dealer during the year. Such rebates (reﬂected as a reduction of gross revenues) are. recorded at the time sales to mdependent
dealers are recognized. : ;

Product Warranties ' R

The Company warrants its- products against certain manufacturmg defects for a period of one year commencing at thetime
of retail sale. The estimated cost of such warranties is accrued at the time of sale to the independent dealer based on historical
warranty costs incurred. Periodic adjustments to the accrual are made when events: occur: whrch 1ndtcate changes are
necessary :

Insurance Arrangements S : ‘ .

" The Company is partially self—msured for workers compensauon and health insurance claims. The Company purchases
insurance coverage for all workers' compensation claims in.excess of $350,000 per occurrence, and for all-health-care-claims
in excess of $75,000 per occurrence (with an annual aggregate stop-loss limit of approximately. $5.3. million for all claims).
Amounts are accrued currently for the estimated costs of claims incurred, including related expenses. Management considers
accrued liabilities for unsettled claims to be adequate; however, there is no assurance that the amounts accrued will not vary
from the-ultimate amounts incurred upon final disposition of all outstanding.claims. As a result; penodrc ad_]ustments to the
reserves. wrll be made as events occur Wthh indicate changes are necessary. - . ... .o o = e

Fair Value of Financial Instruments
The carrying value of the Company's cash equivalents, accounts receivable, accounts payable, accrued expenses’ and .notes
. payable approximates fair value because of the short-term nature of these instruments. }

Revenue\Recognmon i
The Company: manufactures its homes pursuant to dealer orders, and sales to 1ndependent dealers and related transit costs
are recognized upon delivery of the home to the dealer’s lot. Almost all of the Company's sales to its independent dealers are
under floor-plan financing arrangements. Under these floor-plan financing arrangements, the Company bills the dealers upon
completion of manufacture and at the same time transfers title. Consistent with these arrangements, the Company typically
.does not allow: independent dealers to cancel a purchase after manufacture. by the Company has commenced. The Company
. carries-insurance which covers possible damage to a home while on the Company’s premises prior to.shipment and during
shipment. independent trucking -companies transporting the :Company's homes carry insurance to cover, damage during
‘ shrpment : - . e -
Pnor to the fourth quarter of 2001 the Company recorded a retanl home sale when the customer srgned ‘an mstallment
contract for the purchase of a manufactured home, the Company received the appropriate down payment, construction of the
home was complete, and-the home buyer had inspected and accepted the home.: Effective with the beginning of the fourth
quarter of 2001, the Company revised its.criteria for recognizingrevenue from retail operations.to:require that the buyers'
purchases be fully funded, in. addmon to meetmg all other purchase cnterla prevrously required by the Company The. effect

Stock Based Compensatlon ” Ce

_ Under, fixed stock option plans, stock opuons may be granted to employees and dlrectors .at exercxse pnces that are equal
to, less than or greater than the fair market value of the Company's stock on the date of grant. Compensation expense;, equal
to the difference in exercise price and fair market value on the date of grant, is recognrzed over the vesting perrod for options
-, granted at less than fair,market value, .. . . S T o o
. In accordance wnth the dtsclosure provisions of SFAS No l23 Accountmg for Stock Based Compensatton the Company
 has elected to apply Accountmg Principles- Board Op1mon No: 25, Accounting for Stock, Issued to Employees, and related
Interpretations in accounting for its stock based plans.. Accordmgly, the Company has recognized no compensation expense
for these. plans during; the three-year..period ended January. 3,.2003; Had the. Company accounted for its stock-based

compensation plans based on.the fair value of awards granted consxstent w1th the methodology of SFAS 123, therCompany ]
" reported net income and income per share for each of the three-years.ended January 3,:2003 .would have been affected as
indicated below. The effects of applying SFAS 123 on a pro forma basis for the three-year period ended J anuary 3, 2003, are
not likely to be representative of the effects on reported pro forma net income, for future years as options vest over several
years and as it is anticipated that additional grants will-be made in future years..
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The Company accounts for all forms of stock compensation granted to directors and employees under APB: Opinion No.
25, under which no compensation cost is recognized for options that-are issued with.exercise prices that-equal or exceed the
-fair market value of the Company’s common stock.on the date of grant. Had compensation expense for the Company's stock
options been determined under SFAS No. 123, Accounting for Stock-Based Compensation, the Company's net-loss and- net
loss per share would have been as follows:

2002 2001 . 02000 .
-. Net loss - as reported . oo 1 $(7,641,000) - $(5,072,000)- -~ - $(17;112,000)
Deduct: Total stock-based employee K R Co e e
. compensation expense determined = - - e P O IR :
under fair value based method for all _ _ 2
awards (191,000) (350,000) (325,000
Net loss -pro forma $ (7 832 OOO) $ (5,422,000) - - - $ (17 437 OOO):a
‘As reported <net loss'pershare - - T $(O 63) S 5042 0 $(1 41)
’Pro forma- net loss per share B S T 0$(0:65) S L $045) T $(1.44)

.iShlPngFeosand Costs ; T N B S T A R SRR

-Shipping revenues are included ‘as a component of net revenues: Total- shipping costs, which were included’ in selling,

general and administrative expenses were $6,840,000,7$7,224,000, and $9,575,000, during 2002, 2001 and 2000,
respectively.
- 'Déaler Interest Paymerits LR P : -
The Company has agreements wrth certain’ independent’ dealers to retmburse them for their interést costs incurred in
connection with floor-plan financing. Payments related to these agreements are treated as customer incentives and are
classified as a reduction of revenues in the accompanying consolidated statements of operations. For the’ years- ended January
3,2003; December 28 2001 and December 29, 2000;- such 1ncentrves amounted to $827 000 $954 000 and $1 238 000
o respectrvely : ,

test

FIEN

__Recent Accounting Pronouncements S o Lo LT
~+Ih:June 2001, the FASB issue SFAS~143; Accountmg for ‘Asset Ret1rement Obllganon SFAS 143 addresses ﬁnancral
‘raccounting and: reportmg for obligations associated with the retirement of tangible“long-lived assets-and the associated asset
retirement costs.’ It ‘applies to legal obligations associated “With the retirement of long- -lived -assets: that -result from‘the
acquisition, construction, development and/or the normal operation of a long-lived asset, except for certain obllgattons -of
lessees. SFAS 143 is effective for financial statements issued for fiscal years beginning after June 15, 2002. The Company
has not yet determmed the effect of the standard on the Company s ﬁnancral posmon results of operatlons or cash’ ﬂows
S S L Joomi Ly
“In July 2002, the FASB 1ssued SFAS 146 Accountmg for Costs Assocrated wrth Exit or Disposal Activities. SFAS 146
'addresses the recognition, measufement-and reporting of costs that are associated  with: éxit arid dlsposal activities, including
restructurmg activities that are curréntly “accounted” for- pursuant ‘to the giidarnice -set-forth in 'EITF No 94-3; Llabrllty
‘Recognition for Certain Employee Terniination -Benefits* and Other Costs*to ‘Exit’ an- Activity SFAS 146-revises: the
accounting for certain lease termination costs and employee termination benefits, ‘which ‘are generally recogmzed m
connection with restructurmg activities. The adoption of SFAS 146 will be prospective as of the beginning of fiscal:2003.*
““Accordingly, the Company* cannot predlct the effect of the standard on 'the Company s future ﬁnancral posmon results of
operatrons or cash ﬂows - : : : :
On December 31, 2002, the FASB 1ssued SFAS 148 Accountmg for Stock Base Compensatron - Transition and"*
Disclosure. SFAS 148 amends SFAS 123, Accounting for Stock-Based Compensation, to provide alternative methods of
frafisition to SFAS 123's fair value method of accounting for stock-base employee compensation. SFAS 148 ‘also ‘amends the-
< disclosute provisions of SFAS'123 and APB: Oplmon 28, Interim Financial Reporting, to require disclosure in thé summary
* of significant accounting policies of the‘effects of an eritity's accountmg ‘policy- with respect to stock-base compensation.
“* While SFAS 148 require companies to"account for employee- stock -Options using the fair valug: method, the disclosure
provisions of SFAS-148 are applrcable o all companies with stock-based employee compensation, regardless of whether they
: account for that compensatron usmg the fair value method of SFAS 123 or the mtrmsrc method of APB No. 25 v
In November 2002, the’ FASB issued Interpretatron No 45, Guarantor's Accountmg and Disclosure Requirements ‘for
Guarantees, Including Indirect Guarantees of Indebtedness ‘of Others, an Interpretation of FASB Statements No. '5; 57, and
107 and Rescission of FASB Interpretation No. 32 ("FIN 45"). FIN 45 clarifies the requirements of FASB Statement No. 5,
Accounting for Contingencies, relating to a guarantor's accounting for, and disclosure of, specified types of guarantees. FIN
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45 requires that upon issuance of a guarantee, the entity (i.€', the guarantor) must recognize:a tiability:for-the fair value of the
obligation it assumes under that guarantee. The disclosure provisions of FIN 45 are effective for financial statements of
interim or annual periods that end after December 15, 2002. FIN 45's provisions for initial recognition and measurement
must be applied on a-prospective-basis to guarantées ‘issued or modified after December 31, 2002, irrespective of the
guarantor's fiscal year.end. The guarantor's previous accounting for guarantees that were issued before the date of FIN'45's
initial application may:not:be revised or restated to reflect the effect of the recognition and measurement: provisions-of FIN
45. The Company has guarantees that are subject to the disclosure provisions of FIN 45. See Note 8, "Contingencies and
Commitments.” The adoption of the prospective recognition and measurement aspects of FIN 45 is not expected to have a
matenal effect on the Company s financial position, results of operattons or cash flows. TR TNCTS

In August 2001, the. FASB 1ssued SFAS 144, Accountmg for the Impairment or Disposal of Long hved Assets whrch
superseded both SFAS 121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be‘Disposed
Of, and the accounting and reporting provisions for the disposal of a segment of a business contained-in :APB, Opinion:No.
30, Reporting the Results of Operations—Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events.and Transactions. SFAS 144 establishes a single accounting model for long-
lived:assets -to-be disposed of by sale-and broadens the presentauon for discontinued operations. The Company adopted
SFAS: 144 at the beginning of-fiscal 2002. As a result; the:closing of eleven retail centers and the sale of the Company's
- consumer; ﬁnancmg busmess m 2002 are reported as dtscontmued operatlons Those operations would not have met.the

Prior Year Reclassifications . . - g
Certain.prior year amounts, have been reclassified to conform to the current year presentation.

4. Earnings Per Share
«.-AtJanuary 3, 2003, December 28; 2001 and December 29, 2000, .1,448,141; 1,222,871 and, 928,871, outstandmg opnons
were excluded from the weighted average number of common shares, on a diluted basis, because they were, antrdtlutrve

5. Investments inJoint Ventures

The Company owns interests in five joint ventures. The Company owns a 39% interest in.WoodPerfect, Ltd.,-a
manufacturing joint venture, which produces rafters used in the production of homes manufactured by. the Company and
others. The Company owns a:50% interest in Wenco:21, LLC, an entity:that origirates installment loans for the purchase of
homes manufactured; by the Company and. others The Company: owned 33% of Ridge Pointe Mfg., LLC, which
manufactures cabingt, doors:for sale to participants in the joint ventufe. ‘as Well as third-party customers. The Rxdge Pointe
Mfg., LLC interest was sold in May 2002 . The Company also owns 30% of WoodPerfect.. of Texas,..Inc., -which
manufactures rafters used in the production-of manufactured homes. The Company owns a 33% interest in, Hlllsboro
Manufacturing, Inc:;; which manufactures lammate wallboard. The Company owns 32% of Lamraft LLP which is.a. Teal
estate holding company that leases facrhtres to" ”thlrd party (see Note 9)

The Company's investments in and advances to unconsolidated joint ventures amounted to $4.3 million,and $4.9 million at
January 3, 2003 and December 28, 2001, respectively. The Company's equity in the net earnings (loss these ventures
was $0.3 million, $0.4 million and $(0.3) million in 2002, 2001 and 2000 respectively. The Compan ‘CCGIVCd cash
distributions from joint venture investments of $1.5 million, $0.4 million and $0.4 million in 2()024 2001 and 2000
respectively. Retained earnings at January 3, 2003 and December 28 2001 included undrstrtbuted earnings of Jornt ventures
of $0.7 million and $1.3 million, respectively: -~ BT

The Company s srgmﬁcant Jomt ventures, "'e Wenco 21 and WoodPerfect Lid. Wenco 21 50% owned :'y the Company,
originates installment loans’ for the ‘purchase of ‘mantifactured homes. WoodPerfect, Ltd. a 39% “owned' joint* Ventire,
produges rafters used in the producnon of manufactured homes. The Company accounts for both investments by the equity
method of accounting. S
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»Asummary’of the joint'veritures: financial information is-as follows: - oo e L e e

T As of . R
January 3,2003 - .- . . December 28,2001
'5,855,000... - - 5,378,000 = - oo
24,787,000 - 226,302,000 e e
30,642,000 - Lo ~ 31,680,000 .. i T =

~Current Assets: =%
Non current assets
Total assets NEA

Current llabllmes o o 2.470,000 LU 2,645,000
Non current liabilities 20,674,000 22,083,000
vTotal liabilities -~ . : e 23,144,000 T 24,728,000 -
"Shareholder's equity: - -7 e 7.498,000° - 7 i 6,952,000 5 Co
Company equity.investment: o 4,419,000 o Lo 4240,000 e Gt by

a

ot n 0 oo For the Years Ended _ SRR R IR
. e o January 35,2003 - . December 28, 2001 47 December 29, 2000 -
"Reveénues -7 i e e 3RRT40000 ¢t S 37,291,000 ¢ 429,536,000
“Costof sales "7 Dit e T ARTY L 33506,0000 L 32.377,000 s 625,296,000
Gross profit -+ 5,368,000 ¢ ~ 4914000 & - 74,240/000+

Operating Income 983,000 ‘ 912,000 -

Net income ST e e e TOBG:000 0 T e e 879.000: T

- 381,000

Gt

6 Income Taxes o

- “The prov1s1on (beneﬁt) for mcome taxes for the ﬁscal years ended J anuary 3, 2003 December 28 2001 and December 29
2000-was 4 folfows:* e ok :

) ) B » 2002 . 2001 PR 2000 O
“‘Continuing df)e'ranons ‘ T cLT e T T e e
Current (beneﬁt) expense

“$(751;000y < © - $(304’000) T U§(3,737,000) 0 e

£ (49,000). < (45,0000 T (550,000 v

AR CTET(R00000) T (349000) 0 T (42870000 LR

Deferred(beneﬁt)expense e e T S PO AP}
Federal e ST (SR 1)

“Stafe

304000 4 T 1,704,000 7 5 e
PRSI N C 5000 v 2’,258,000"3 ‘ S

(800 000),{;-_; o o (325i,0t}9) '

“Total income tax expense (benefit)” ¢ $(5,300,000)‘ e g e g '('3“25,,0"00)'

The provrslon.;(beneﬁt) for iincome taxes appllcable to. contmumg operanons dnffered from the amounts computed by

Federal taxes (benefit) at statutory rate on income s e
from continuing operations before income taxes $ 37,000 $ (679,000) $ (4,686,000)
Change in valuation allowance (171,000) 701,000 4,412,000
State taxes (benéfit), net of federal income tax effect (382,000) {59,000) (401,000)
Goodwill amortization and other (284,000) 37,000 350,000
; $(300,000) ; $ (325,000
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The deferred tax effects of temporary dlfferences at] anuary 3 2003 and December 28 2001 are as follows:

January 3,0 ' December 28,
22003 . : 2001 .
Deferred tax beneﬁts » L . . R ‘
.~ Warranty accrual S -=$ 793,000 - - - $ 903,000
Workers' compensation. accrual pee S 698,000 o 843,000
©+ Accrued expenses - - 1 i o T 0 .. . 988,000 s 1,271,000
State operatmg loss carry forwards e Lo lee 002,597 000 o o 2,244,000
Other G doeknanen St o4 - - 518,000 - - R - 560,000
h T T s 5504000 ¢ T w0 . 5,821,000
'Deferred tax llablhtles ’ : L
Depreciation *. "~ - oo T e s y(381,000) ‘ S (467,000)
~Other -+ o e e (2714000) - R (241,000)
. PRI T e (52,0000 <0 ¢ o o (708,000)
Net deferred tax benefits . 4,942,000 5,113,000
Valuation allowance "=« ' 00 0 T T (4,942,000 0 0 ©(5,113,000)

'-Net deferred taxes =~ - ¢ o - R T e R

Because the Company has operated at a loss in recent fiscal years, management believes that under the provisions of SFAS
109, it is not appropriate to record income tax benefits on current losses in excess of anticipated refunds of taxes previously

_paid. * As a result ‘the Company has established valuanon allowances agamst the net deferréd tax benefits related to net

operatmg loss carry’ forwards and" other net deductlble ‘temporary dlfferences between financial and taxable income.’ The
valuation allowance may be feversed in fiiture yeats'if the Company retums to proﬁtabrhty ’

At January 3, 2003, the Company had no federal net operating loss carry forward. State net operating loss carryforwards
amountmg to $48.2 million are available to offset future taxable income in number of states and they expire at various dates
in'2006 through 2022 The tax [osses generated in 2002 and 2001 for federal income ‘tax purposes have been carried back
under the temporary 5 year net operatmg loss carry back rules appllcable 1o 2002 and 2001 Accordmgly, the Company will
file a carryback refund clalm in'2003 and expects to receive federal income tax refunds 'of $5.0 million' with respect to the

. ’2002 net operatmg loss Approxrmately $4 5 mllhon of the 2002 refund claxm relates to ]osses mcurred in 2002 on

drscontmued operanons Accordmgly, this portion of the 2002 carryback beneﬁt has been allocated to d]SCODt]nUCd

. operatrons in the consoltdated statements of operatlons

'7 Notes Payable o

The Company finances a portlon of its mventory ‘of homes held by 1ts reta11 centers through ﬂoor-plan notes payable with
various financial institutions. The notes normally require periodic payments of prmcrpal and ‘ifiterest, and full payments
when the hiome i is sold to a customer. No inventory was financed durmg 2002. The weighted average mterest rates on these

: amounted to $401 000

EERE T

Durmg ﬁscal 2002 and’ 2001 the Company ﬁnanced a portton of its retarl inventory with ‘a $40 ‘million secured bank line
of ‘credit, whrch matures on March 8, 2004 and bears intérest at.the ane Rate plus 1% (5. 25% at January 3, 2003). The

'welghted average interest rates on these borrowmgs durmg 2002 and 2001 were 5.7% and 7.6%, respectlvely The line of

credit is secured by substantlally all of the Company s assets. At January 3, 2003 the Company s avallabrllty on the line of
credit was $11,027,000. In February 2003 the Company reduced the avarlabthty under its line of credit from $40 miillion to

‘$10 rmlhon because of its improved ﬁnanc1a1 condmon and to reduce ongomg commltment fees.’ The Company 8 abxhty to
draw upon thrs line of credit is dependent upon its contmued compllance with certain ﬁnancral ratios ‘and covenants and i is
subject to a borrowmg “base limitation based on accounts Teceivable and mventones The Company had outstandmg

borrowings under the secured line of credit of $0 and $10.7 million at January 3, 2003 and Deceémber 28,2001, respectlvely

.8. Commitments and Contingencies .

"Repurchase Agreements

Substantially all of the Company s mdependent dealers finance their purchases through’ “floor plan” arrangements under
whlch a, financial mst1tut10n provrdes the ‘dealer wrth a loan for the purchase price of the home and maintains a security
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interest in the home as collateral.. In connection with a-floor plan.arrangement, the financial:institution which provides the
independent dealer financing customarily requires the Company to enter into a separate repurchase agreement with the
financial institution, under which the Company-is obligated, upon default by the independent dealer, to repurchase the homes
at the Company’s original invoice price less cost of all damaged/missing items and less certain curtailments, plus certain
administrative and shipping expenses. Repurchases were $2.0 million, $4.2 million, and $8.7 million. for the years .ended
2002, 2001 and 2000 respectively. Losses on homes repurchased under these agreements were $0.5 million; $0.9 million, and
$0.9 million in 2002, 2001 and 2000, respectively. At January 3, 2003 the Company had a reserve of. $250,000.for future
repurchase losses. . At January 3, 2003, the .Company’s contingent repurchase liability under .floor plan. financing
arrangements through independent dealers was approximately ‘$38 million. While homes that have been repurchased by the
Company will be able to sell to other dealers homes which it may be obligated to repurchase in the future under such floor-
plan financing arrangements, or that the Company will not suffer losses with respect to, and as a consequence:of, those
arrangements.. The Company is also obligated to:repurchase homes financed by Wenco 21, LLC upon a third payment
default for 50% ofthe outstanding loan balance. The Company's potential exposure under this commitment is approximately
$4.5 millio'nf7 Lo’sses on homes repurchased under this-obligation were not significant in fiscal 2002, 2001 and 2000.

Letters of Credit : - S b PE

The Company | has prov1ded a letter of credrt for $0 5 mmillion to a lending institution to provide addmonal wholesale ﬂoor
plan resources for the Company's independent dealers and $0 l mlllron letter of credit to an insurance.company:. to secure a
bond to do business in a particular state. .

V'Operatmg Leases )
‘ The Company leases, certam manufacturmg facrlmes and retarl sal centers under operatmg leases. Rent'expense under all
leases was $0. 7 mrllron for the ‘year ended January 3, 2003 $1 1 million for the year ended ﬁecember 28 2001 and_,$l 5
million for the year “ended December 29, 2000 Future mrmmum lease payments for each of the next ﬁve years at January
2003, are $0.1 million, $0.1 million, $0.2 million, $0 and'$0;’ respectlvely ‘

ﬂthrgatron
. The Company isa party to varrous legal proceedmgs mcrdental to 1ts busmess The Company typrcally 1ssues’a one-year
' warranty on new manufactured homes The Company provrdes for warranty costs at the time of sale in the oldmary course
“based on hrstorrcal warranty experrence as described in Note 2. The majority of the Company s outstanding legal proceedmgs
“are claims related to wananty on manufactured homes ‘or employment issues such as workers co, .
:Management bel1eves that adequate lreserves are mamtamed for such claims,’ In the oplmon of management
consultation with legal counsel, the ultimate lrabrlrty, if any, with respect to these proceedmgs will) not matenally a
financial position or results of operations of the Company; however, the ultimate resolution of these matters, ‘which could
occur within one year, could result in losses in excess of the amounts reserved. For the years ended January 3)7 2003 and
December 28, 2001, accrued litigation, reserves, (in addmon to normal Warranty , and workmens comp :
) reserves) were $0.9 mrlhon and $0 8 mrllron respectrvely

-9 Employee Benefit Plans L
" The Company has employee stock optrons outstandrng under 1ts 1993 Stock Optron Plan and 2002 .\Incentrve Award Plan
The 1993 Plan (which has now terminated although outstanding options granted thereunder remain exercrsable) authorized a
total of .1 ,500,000 shares of Company common stock for issuance to key, employees and advisors upon, exercise of. optrons
‘and’ the 2002 Plan authorizes a total” of 1 OOO OOO shares for. i 1ssuance upon exercise of optrons or an the form of restrlcted
stock awards The Company granted. optrons 1o acqutre 220 000, 319,250, and 330 250 ‘shares of common stocl( m 2002
12001, and 2000, respectrvely The Company has not to. date made any’ restrrcted stock awards The exercise pr1ces [\ "the
options under both plans approxrmated the fair market 'value of the Company s common stock at the date of grant. Of the
1, 500000 shares authorized and reserved for 1ssuance under the 1993 Plan at January 3 2003 a total of 1,116, 391 were
sub_]ect to outstandmg optlons of whrch 1,074, 391 were then exercrsable No further grants wrll be made under the 1993
" Plan. Of the 1,000,000 shares author1zed and, reserved for rssuance ‘under_the’ 2002 ‘Plan, at Ianuary 3 2003 a'total of
"‘219 250 were sub]ect to outstandmg optrons of whrch 26 OOO were exercrsable on that date and 780 750 remarned avarlable
for issuance or grant.

The Company also maintains a stock option plan, which authorizes a total of 100, 000 shires of Company Coriimon stock
for issuance to the Company's non-employee directors. Under the plan, outside directors each year are automatically granted
_options to purchase 3,750 shares. In 2002, 2001, and 2000, the Company granted options to acqurre 18,750, 22, 500 and

- 22 500 shares, respectlvely, of common stock to its non- employee directors. The grants in 2002 mcluded 6, 250 shares under
the plan, and 12,500 shares granted by the board on the same terms and conditions as under the plan. The exercise prices of
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the options approximated the fair market value of the Company's common stock at the date.of. grant. . At January. 3, 2003, :
options to purchase 100,000 shares were outstanding and exercisable under the plan, and 12,500 shares were reserved for
issuance-upon, exercrse of the optrons granted by.1 the board of drrectors on the same terms and conditions as under the plan

The followmg table summarrzes the changes in the number of shares under optron pursuant to the plans descrrbed above

Welghted ‘,Wetghted. L L Werghted

Average Average Average

‘January-3,-- . .Exercise. - - : -December 28,: Exercise- ‘December29,  -Exercise

R Lt Lt o..2003 . Price..s ... . » -.2001. - -Price . ..t ..:2000 .  Price

Outstanding at beginning of year 1,222,871 $3.24. - . 928871 .~ $3.83 .. - 604,708 ... --$5.19

Granted 238,750 2 ll 341 ,750 1.61 352,750 1.06

Exercised - - .o L R AT : : CA875) - 165 SRR -

Forfeited (13,480) l 64 S L (46875): oo 348 . (28,587). ... .~4.08

Outstanding at end of year 1,448,141 $2.75 1,222,871 $3.24 928,871 $3.83

Exercisable at end of year 1,212,891 $3.275' Lo 1,091,684 $3.44 789,144 $4.17
Weighted average fair value of BT . : O T S S TR SUANT LI

opttons ‘granted during the year $1 7O.v~-:~1 $1.03 L e 80475

The followmg table summarlzes mformatron about stock options'outstanding at January 3, 2003':" ERER

I
[

’)\. L

Opttons Outstanding Options Exercrsable

A ~Number 5.~ =~ Weighted- . BRI TR cevig o+ coue; Numbers o s B SRR T
Range of Outstanding at Average Weighted- Exercisable .. .- Weighted- T T
Exercise January 3, Remaining Average January 3, Average

Prices 2003 Contractual Life . -Exercise.Price -~ - i . -5.2003.. . . Exercise Price = 7. 2

Under 2.04 626,250 6.85 $ 130 584,250 $ 129

205-243 " 238,000 /.: 9.18 44,750 2.08

2.44-452 91,800 6.66 91,800 2860

4.53-549 11,250 .. 6.41 11,250 - = 2 483, n e

5.50-9.49 443,341 4.47 443,341 « 5.50 -
9.49 and above 37,500 4.46 : 37,500 © . 10.800

1,448,141 6.09 1,212,891 $- 327 o oo

S N SETL L ST T

The fair value of each option grant is estimated on the date:of grant.using the Black-Scholes option-pricing model with.the..: .
following weighted average assumptions used for grants in 2002, 2001, and 2000:

A R e 2002 0 L - B 2001 e, 12000, C
Dividend yield - s 0%y e v 0% ‘ v 0% e Y
Expected volatility . . .. . i 2% w0 s T4% oo n. 50%
Risk-free.interestrate .+ .~ 0 5.10% - - . oot 5.09%. P L .647% .

Expected lrfe(years) CoE oy lO e e T e 10 e 100

Of the optrons granted in 2002 43 750 optrons were exercrsable rmmedrately, 100 000 shares become exercrsable equally
over four years and the remainder become exercisable equally over: two years. Vesting.of the 2001 grants-is. 247,500-options: -
vesting immediately and the remainder vesting equally over two years. Vestmg of the’ 2000 grants is 247,500 optrons vestmg
1mmedrately and the remamder vestlng equally over two years o . N E R S ST

The Company offers -a. 401(k) retrrement plan to employees havmg completed one year of servrce, whereby el1g1ble~s-,.
employees may contribute up. to 20% of their annual compensation subject to limitations by the Internal Revenue Service:«
The:Company. may match up:to 100% of .the employee contributions as limited by:the Internal Revenue:Service. For the::
years ended January 3, 2003, December 28, 2001, and December 29, 2000, Company. contributions to the-plan were $75,000,,
$84,000 and $98,000, respectively.
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recorded. This 1mparrment charge is reported in continuing operauons in the accompanying statement of operations because
under the accounting‘rules governing discontinued operations in 2001 (APB"30), these retail ¢énters did riot méet the criteria
for classification as discontinued operatrons The Company also recorded a $602,000 impairment charge related to its
' -mvestment in an unprofitable joifit’ venture W

Z-L{ oo

Crk g s f
ENCENEY

Durmg 2000,:the*Company decrded to close eleven retail centeis: HIn connectron wrth the decrsron to close these retatl

tie

52000 .

Restructunng l1ab11mes at begmnmg of year $ 29,000 § 227000 ¢ ;o $ 1,397,000 v
" Exit costs accrued il , 832,000" - e '427:000
Employee termination costs accrued 103,000 - -
Payments charged to the liability.accounts:. :::% io ; oriprs(620000) 00, o -, (198;000) . - - - . ' (1,597,000) =
Restructuring liabilities at end of year ' $ 344,000 . $ 29,000 $ 227,000

A substantial 'portion of the i ,
assets and did not requtre »cash payment

o T

A summary of non- cash related components of the spec1al charges follows

2000 - -

Impairment of:facilities Lot $ > m429,000 : $ Sl 0§ 153,000 ¢
Impairment of intangible assets *** .; ° Bk - R 1,638,000 . 4; 978 0001.
Inventory writé down t L - @
Leasehold impairments ¢~ o v 206 000 :
Other 602,000 481,000
Total non-casH charges ¢ ¢ $ 2,240,000:. - =0 § 5,818,000
These non-cash charges are reflected in:

Continuing operations $ - $ 2,240,000 $ 5, 818 000

Discontinued:operations - 7+ fb o dn ot e e AT

11. Segment and Related Information
The Company has three repoitable segments; manufactiiing, retail operations and component supply. The manufacturing
segment produces manufactired homes for sale to indépendent and company-owned retail centers. Although each '’
manufacturing facility is an ¢perating segment, they are-aggregated into one segment for reporting purposes:because they::.
produce similar products using similar production techniques and they sell their products to the same class of.customer” In .
addition, they are subject to''the same regulatory environment and their economic characteristics (measured:on terms of * -
profitability) are similar. The retail operations segment sells homes to retail customers which have been produced by the
Company's manufacturing segment-and various other- manufacturers:..The component supply ségment: sells various supply*

products to’ the Company s manufactunng segmenl and 1o thrrd party customers IR L T Cae

R .

st o

FATTINe iy NR L Te atroniy LI BN R CLE d : PRRRI I o .
The accountmg polrcres of the segments are the same as those descnbed mthe summary of si gmﬁcant accountmg polrcres o
The Company evaluates performance based on total (external and intersegment) revenues, gross profit and segment operating
incomme. .- The Company:'accoants:for intersegment sales. and transfers:as-if the sales or‘transfers were:to .third-parties,-at
current-market pricés. The Company does not:allocate ihcome taxes to its segments.” The Company's reportable segments are. -
stratégic “business units “that offer.:different products and servrces" They are:” managed separate]y because each- busmess ‘
requires different opérating and marketing strategies: .77 . shai ERUNET Do

Revenue from segments below the quantitative thresholds are attributable to two other operating segments of the Company
which include a trucking business (closed in July 2001) and a small insurance business. These segments have never met the
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quantitative thresholds for determining reportable: segments::; The: Corporate segment does not generate any revenues, but
does incur certain administrative expenses that are not allocated to reportable.segments:

CoRee e, UL T

The financial information: for the periods.ended December 28, 2001:.and.December 29, 2000 concerning reportable
segments has been restated :to reflect the reclassnﬁcatlo_n of the eleven retall centers closed in 2002 and the consumer

financing business as dlscontmued operatlons (Note 2)

TR

The following tab]es presents mformat10n about segment revenues gross proﬂt and operating proﬁt or loss (dollars in

thousands): 25 s
2002 2001 2000
Revenues: » Y SRR
Manufacturing e e $0132,862 ~ $.133,640 $.150,725. -
Retail Operations 9,234 - 10,487 22900 . Yy
ComponentSupply ' 24,632 23,342 130,007 o e
All Other e T T289 e 3439 8,091 .~
Eliminations for mtersegment révenues: o T
Manufacturing (6,735) (18,395) (22,426)
Component Supply.- -, - A, (21,768) - .(20,327) (25,596), .. -,
All Other : - . (3,081) (7444)., . .
Total revenues $ 138,514 . $ 129,105 $ 156,347
Gross Profit:
Manufacturing et $ 21,195 s $ 21,324 $ 19875 .. .
Retail Operations i ;. 1,774 vr 3,940 5,545 L L
Component Supply _ 2,187 -y 2,065 2376.. .
All Other (672) o .o 2,674 RN T 5 & TRV S
Eliminations T T e LR UTTLLI44 T e, (3,321) (6,957)- ., ~. oy

Gross profit

'\‘("':""""'“"‘$'“'"’2‘5',"628 R

3" 26,682

$ 26,552

Segment operating mcome (loss) before tax

$ 22535‘;.

0 (13,692),, .

1,064
91 oo
..486.. .

Manufacturing - $ 3971
Retail Operations .y , - - T (2474)
Component Supply 1,346
All Other 100
Eliminations Capn A 1,144
Total segment operating income (loss) " 4,087

Income / expenses not a]located to segments "
Corporate expenses ™ - - (3.978)
Tax benefit 200

T(9.498) . -
@25y T
325

Income (loss) from continuing operations .. . . ...
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“+- A summary of segment assets, deprcc1atlon and amomzatxon and capltal addltxons for the years endcd 2002 2001 a
and 2000, is as follows for continued operations:*. R : :

L

R

$ 95,187,000

IR 2 ‘Segment " : ”Déprebihtion ande 0 0 Capital© o
~ Assets Amomzatlon v Addmons
2002: WLk '

Manufacturing $ 16,561,000 $ 852 000 $ 277 000
u* RefailOperations. -~ .37 o 90 10 54,368,000 0 S0t 14,000 - 9,000
Component Supply 3,583,000 199,000 999,000

Total repoftablé segments 24,512,000 1,165,000 1,285,000
All Other 9,000 - - a
Corporate (unallocated) 116,725,000 STEE T 1,498,000 738,000 i -
Eliminations "/ - (1,006,000) - - ‘
Discontinued operations "~ 1,488,000 - S
Consolidated ™ "~ --$ 51,728,000 $ 2,663,000 $ 2,023,000 »'

2001: et S e
Manufacturing " - 1 $19.252,000 $ 925,000 $ 60800007 1
Retail Operatibns_,._. il . 6,748,000 - 238,000 68,000 e
Component Supply-,' . L 05.3,601,000 234,000 2,000 ‘

Total reportable segmcnts 29,601,000 1,397,000 678,000 .
AllOther " ST 48,000 2,000 S
Corporate (unallocated) VT 17,654,000 1,517,000 394,000 st
Eliminations * (3,102,000) - L u
Discontinued operations 29,458,000 v - -

Consolidated * 2. $73,659,000 ... $ 2,916,000 $ 1,072,000 B

2000:

Manufacturing $ 23,624,000 $ 1,141,000 - $ 244,000
Retail Operations 13,773,000 . 433,000¢ T 168,0000 T
Component Supply o 4147,000 ¢ 246,000 109,000 e

Total rcportable ‘Segments - 1/41,544,000 1,820,000 521,000 < e
All Other ™ 336,000 8,000 -
Corporate (unallocated) 20 .27.906,000 ..976,000 773,000
Eliminations * o ¢ (2,683,000) - o S
Discontinued operations 28,084,000 - -

Consolidatcd ) $2,804,000 - ¢ 7 0§.204,000 e oS

12. Concentration of Credit Risk - e -

Financial instruments which potentlally Sl.JlbjeCt the Company to concentration of credit risk, consist prmcxpally of
temporary cash investments.and trade receivables.. The Company. places.its temporary cash’ investiments With crédit-worthy, *
high-quality financial institutions.

The Company's customer base is concentrated in the manufactured home industry. Customers are located in the
southeastern and southwestern United States. The Company tequires no collateral or other security to support customer
receivables. An allowance for doubtful accounts has been established for potential credit losses.

13. Related Party Transactions

The Company sold homes to a development company affiliated with certain stockholders who were also executive officers
of the Company during the years ended January 3, 2003, December 28, 2001, and December 29, 2000, which amounted to
$42,000, $52,000, and $44,000, respectively.
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14, Summary of Unaudited Quarterly Financial Data
Unaudited quarterly financial information is as follows:

Net revenues -
Gross profit: -. - -
Income tax benefit
Income (loss) from contmumg
operations-
Loss-from discontinued ., .
operations. (3)(4).
Net incame (loss)
Income:(loss) per share:
Income (loss) from
continuing operations

Lossfromdiscontinued ...« w0 i &

operations; . ;.

Net..income (loss) .. .- 7

Weighted average number of
common shares outstanding

.

Net revenues
Gross profit
Income taxes (benefit)
Income (loss) from continuing
operations (5)
Loss from discontinued
operations
Net income (loss)
Income:(loss)-per share: .
Income (loss) from™ > = -
_continuing:operations -
Loss:from dlscontmued\ :
~‘operations::: “
Net loss
Weighted average number of
common; shares outstanding

HIn the thlrd quarter of 2002 the Company made the decrsron to Close seven retall centers and in the fourth quarter of 2002 the Company closed an
addmonal four retall centers ‘and sold its Wenco Fmance loan portfolro

t

Quarter Ended » Yea}rlEnded
March 29, June 28, September 27, January 3, January 3,
2000 2002@. - 2002 (1) 2003 (1), 2003
$31.105,000 o 396 656, 000 . $34522000 $33231.000 -  $138.514.000
-1 5,718,000, - e, 755,000 6,969,000 - 5,186,000 -25,628,000
. . ) 800,000 800,000
- 103,000 - 1,272,000 647,000 . (1,115,000) | 909,000
L (903000) . (101,000 . . (35140000 (3.116,000)  (8,550,000)
ao (798,000). - - 255,000 - 1(2,867,000) . -(4,231,000) (7,641,000)
$ 010 $ 005 § (009 s 007
;-f“?}*(ﬁo,ds>”"‘ L (029) (026 L (070)
52002 5 020 $ . .(0.35), $  (0.63)
12,133 865 12133, 865 12133, 865 12133865 12,133,865

Quarter Ended o vY,e‘arh;Ended
March 30, June 29, September 28, December 28, December 28,
2001 ©) 2001 (2) 2001 (2) 2001 (2) 2001 (2)
“ '$27 384000 $34.161,000 $33,551,000 $34,009,000 $129,105,000
5.415.000 7.192.000 7,420,000 6.655,000. 26,682,000
(1,255,000) 558,000 698,000 (1,999,000) (1,998,000)
(207,000) (433 ,000) 968.000). . (1466.000) (3,074,000)
(1,462.000) 125,000 (270.,000) (3.465.000) (5.072,000)
$ - (0:10) . S . 004 $ 005, . 16) $ 0 (0.17)
C(002) e - (0.03). . (0.08). L 012) (0.25)
$(0.12) $ 00l $ (0.03) $ (0.28) (0.42)
© 12032990 .- 12,132:990. 12,133,350 12,133 865 12,133298

2) The ﬁnancral mformatron for the periods shown above has been restated to reﬂect the reclassification of closed retail centers and the consumer ﬁnance
business as discontinued operations (see note 2).

(3) In the third quarter'of 2002, the Compaiiy closed seven retail céfiters. The Company recognized a loss o discontinued opérations in the third quarter of
$3.3 million (net of a tax benefit of $1.8 million) or $0.27 per share consisting of operating losses during the quarter, a write-down of the carrying value of . - .

unsold homes in current retail inventory, severance, exit costs associated with rental commitments, and write-down of equipment and leasehold

unprovemems

4) [n the fourth quarter of 2002, the Company sold its Wenco loan portfolio. The Company recoghized a pre-tax Joss on discontinued opefations in the

fourth quarter from the sale of the loan portfolio of $5.7 million.

(5) During the fourth quarter of 2001, the Company recorded charges of $2.5 million associated with the impairment of intangjble assets related to the
Company's retail centers ($1.6 million), a reserve for the 1mpamnent of a _lOll’ll venture ($602 000) and loss on sale of the North Carolma manufactunng plant

($321,000).
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Report of Ernst & Young LLP, Independent Auditors A

The Board of Directors and Shareholders I
© Southérn Energy Homes, Inc. .~ . R - . i
- We have audited the accompanying consolidated balance sheets of Southern Energy Homes, Inc. (a Delaware Corporation)
and subsidiaries as of January 3, 2003 and December 28, 2001, and the related consolidated statements of operations, -
“stockholders' equity, and cash flows for each of the three fiscal 'years"in the pé‘r‘i'o‘d ended January 3, 2003. These financial =
“'statements are the résponsibility of the:Company's management. Our responsibility is to* express an opinion on these ﬁnancral‘ s P
" ‘statements based on our audits. ~ _ S cor '
AR : Do e
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 statemients- are free of -
- material misstatement. An audit includes exammlng, on a test-basis, evidence supporting the amounts and disclosures in the: -
“#'financial statements.“An audit also inchides"assessing the acéounting principlés’used and significant estimates made by '
management, as well as evaluating the overall ﬁnancral statement presentation. We believe that our audrts provrde a s

reasonab]e basis for our opinion. , L
Tugt S ' N ; i : e

In our opinion, the financial statements referred to above present fairly, in all material respects, the' ﬁnancral posmon iof .
Southern Energy Homes, Inc. and subsidiaries as of January 3, 2003 and December 28, 2001, and the resultsof-their !

" .operations and their cash flows for €ach of the three fiscal years in the period ended January 3, 2003 1n conformrty wrth
accountmg prmcrples genera]ly accepted in the Umted States STk :

f vt Y A . .‘§»,,\. Ly o

v
B L

As drscussed in Note 3 to the consolrdated ﬁnanc1a1 statements, in fiscal 2002 the Company changed its method of
accountmg for goodwill. i

' /s/ ERNST & YOUNG LLP
Birmingham, Alabama HIRRES S Do : o T
February 26, 2003 IR gl

AN

Statement of Management's Responsibility ‘ G TR T L
Southern Energy Homes Inc. and subsrdrarxes DR TR S P
The consolidated ﬁnancral statements and related mformatron herein were prepared by the Company ard ‘were based on -«
accounting principles generally accepted in the United States, appropriate in the circumstances to reflect in all matenal
respects the consolidated -financial position: of the Company as of January ‘3, 2003 and December 28, 2001, ‘and  the
consolidated results of operations and cash flows for each of the years ended January 3, 2003 and December. 28,:2001 :and
‘December 29, 2000. The financial information presented elsewhere in this Annual Report on Form 10-K has been? prepared in
a manner consistent with the financial statement disclosures. - " Co

Management is responsible for the reliability and integrity of these statements. In meeting this responsibility, managenient :
maintains an accountmg system and related internal controls to_provide reasonable assurance that the ﬁnancral records are
reliable for preparing financial statements and maintaining accountablllty for assets. The Company s systems and controls are
also designed to provide reasonable assurance that assets are safeguarded and those transactrons are executed in accordance
with management's-authorizations and recorded properly. - : - ' , : :

i

The Board of Directors has appomted an Audrt Committee that meets. perlodlcally with management and the, mdependent
public accountants: G . . - L e e r -

Tl .

Ernst & Young LLP has audited the consolrdated ﬁnanc1al statements in accordance w1th audmng standards generally
accepted in the United States and their report appears herein. W e .

Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
On Aprrl 16, 2002, the Companjr determined not to renew the engagement of its independent accountants, Arthur }Andersen'
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LLP (“Andersen”) and on April 17, 2002 appointed Ernst & Young LLP (“Ernst & Young™). as.its’ new -independent
accountants, effective immediately. This determination followed the Company’s decision to seek proposals from independent
accountants to audit its financial statements for the fiscal year ending January 3, 2003. The decision: not to renew :the
engagement of Andersen and to retain Ernst & Young was approved by the Company’s- Board .of. Directors - upon:the
recommendation of its Audit Committee. Andersen’s report on the Company’s fiscal 2001 financial statements was issued
earlier in March 2002, in conjunction with the filing of the Company’s Annual Report on Form lO K for the year ended
December 28, 2001. e e

During the Company’s two most recent fiscal years ended December 28, 2001, and the subsequent interim:period through
April 16, 2002, there were no disagreements between the Company and Andersen on any matter of accounting principles-or
practices, financial statement disclosure, or auditing scope or procedure, which disagreements, if not resolvéed to- Andersen’s
satisfaction, would have caused Andersen to make reference to the subject matter of the disagreement in connecnon w1th 1ts
reports.

The audit reports of Andersen on the Company’s financial statements as of and for the fiscal years ended December 29,
2000 and December 28, 2001 did not contain any adverse opinion or disclaimer of opinion, nor:iwere:they-qualified-or
modified as to uncertainty, audit scope, or accounting principles. A letter from Andersen is 1ncorporated by reference heréin
as indicated in Item 15 (a) (3). ,

s “.‘Aw‘

None of the reportable events described under Item 304(a)(1)(v) of Regulation S-K occurred w1thm the Company 8 two
most recent fiscal years and the subsequent interim period through April 16, 2002.

During the Company’s most recent fiscal years ended December 28, 2001, and the subsequent interim period through-Aprik
16, 2002, neither the Company nor anyone on its behalf consulted with Ernst & Young regarding any of the:matters:or events
set forth in Item 304(a)(2)(i) and (ii) of Regulation S-K.
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SHAREHOLDERS INFORMATION

Corporate Headquarters
Southern Energy Homes, Inc.
144 Corporate Way

P. 0. Box 390

Addison, AL 35540

(256) 747-8589

Annual Meeting

The 2003 Annual Meeting of the Stockholders of SOUTHERN ENERGY HOMES, INC. will be held on Tuesday, May 20,
2003, at 10:00 A.M. at the offices of the Company, located at 144 Corporate Way, Addison, Alabama 35540.

Transfer Agent and Registrar
EquiServe Trust Company, N.A.

P. 0. Box 9187

Canton, MA 02021

Shareholders Inquires: (877) 282-1169

Independent Auditors

Ernst & Young LLP

AmSouth Harbert Plaza, Suite 1900
Birmingham, AL 35203

General Counsel

Ritchie Duncan & Goodwin, LLC
312 North 23™ Street
Birmingham, AL 35203

Record Holders

As of March 19, 2003, there were 112 record holders. This number does not include those stockholders holding stock in
“nominee” or “street name”.

Publication for Stockholders

Stockholders who wish to obtain Company reports on Form 10-K, Form-Q, Notice of Annual Meeting, and Proxy Statements
may do so without charge by writing to James L. Stariha, Chief Financial Officer, Southern Energy Homes, Inc., 144
Corporate Way, P. O. Box 390, Addison, AL 35540.

Stockholder and Investor Relations Contact
James L. Stariha
Chief Financial Officer and Treasurer (256) 747-8589

Stock Price Performance

The Company’s Common Stock is publicly traded on the NASDAQ Stock Market National Market System. The following
table represents the last two fiscal years.

2002 » 2001
Bid Price Range ..~ -Bid Pr1ce Range
High .~Low ngh Low
First Quarter $2.75 - $225-- $1:69 . 750,81
Second Quarter $2.65 ~ $201 ¢ $2.85. . . $1.28
Third Quarter $2.41 $1.25 $3.15 $1.26

Fourth Quarter $1.75 $l 04 $2.70 $1.l_8

Dividends .

It is the Company’s current policy to retain any future carmngs to ﬁnance the continuing development of its business and not
_to pay dividends. The Company has not paid any d1v1d nds since the initial publlc offering of its stock.

EC

NASDAQ Symbol: SEHI
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