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PART I
ITEM 1. BUSINESS
GENERAL

Corrpro Companies, Inc. was founded in 1984 and is organized under the laws
of the State of Ohio. As used in this report, the terms "Corrpro" and the
"Company" mean Corrpro Companies, Inc. and its consolidated subsidiaries unless
the context indicates otherwise.

RECENT EVENTS

The Company has retained an investment banking firm to assist in its
efforts to recapitalize its balance sheet and refinance its currently
outstanding Senior Notes and Revolving Credit Facility. The refinancing process
is ongoing and the Company is currently having discussions with various parties
in order to effect a refinancing transaction. There can be no assurance,
however, that the Company will be able to obtain other financing or as to the
terms and conditions under which such financing may be available.

The Company is currently in default of certain financial ratios required to
be maintained under it Senior Note and Revolving Credit Facility agreements. In
addition, the Revolving Credit Facility is scheduled to expire on July 31, 2003
and the Company is required to make a $7.6 million principal payment on the
Senior Notes by July 31, 2003. The Company is also, at the current time, not
able to provide any assurances regarding its ability to make the $7.6 million
Senior Note principal payment that is due on July 31, 2003. Further information
about our Long-Term Debt is included in Note 3, Long-Term Debt, Notes to
Consolidated Financial Statements included in Item 8 of this Form 10-K.

The Company has had preliminary discussions with its lenders regarding an
amendment to the Revolving Credit Facility which would, among other things,
extend the maturity date of the Revolving Credit Facility beyond July 31, 2003.
The Company intends to continue its efforts to obtain such an amendment,
however, there can be no assurances that the Company will be able to negotiate
such an amendment at all or under terms and conditions acceptable to it.

Until such time when the Company is able to refinance the Senior Notes and
Revolving Credit Facility it will attempt to negotiate arrangement with its
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lenders to, among other things, waive the covenant violations under the Senior
Notes and Revolving Credit Facility agreement, extend the maturity of the
Revolving Credit Facility beyond July 31, 2003 and defer the principal payments
due under the Senior Notes. If the Company is not able to negotiate mutually
acceptable arrangements with its existing lenders, events could occur that would
have a material adverse effect on the Company's liquidity and financial
condition and could result in its inability to operate as a going concern. If
the Company is unable to operate as a going concern, it may file, or have no
alternative but to file, bankruptcy or insolvency proceedings or pursue a sale
or sales of assets to satisfy creditors.

PRODUCTS AND SERVICES

Corrpro provides corrosion control related services, systems, equipment and
materials to the infrastructure, environmental and energy markets. Our products
and services include (i) corrosion control engineering services, systems and
equipment ("corrosion control"), (ii) coatings services ("coatings") and (iii)
pipeline integrity and risk assessment services.

CORROSION CONTROL. Corrpro's specialty in the corrosion control market is
cathodic protection. We offer a comprehensive range of services in this area,
which include the design, manufacture, installation, maintenance and monitoring
of cathodic protection systems. Cathodic protection is an electrochemical
process that prevents corrosion for new structures and stops the corrosion
process for existing structures. It can provide a cost-effective alternative to
the replacement of corroding structures. In order to understand how cathodic
protection works, it is helpful to first understand the corrosion process.
Steel, the most common metal protected by cathodic protection, is produced from
iron ore. To produce steel, the iron ore is subjected to a refining process that
adds energy. Once the steel is put back into the environment, it begins to
revert back to

its original state (i.e., iron ore) by releasing the added energy back into the
surrounding environment. This process of dispersing energy is called corrosion.
Cathodic protection electrodes, called anodes, are placed near, and connected
to, the structure to be protected (i.e., the cathode). Anodes are typically made
from cast iron, graphite, aluminum, zinc or magnesium. A cathodic protection
system works by passing an electrical current from the anode to the cathode.
This process maintains the energy level on the cathode, thus stopping it from
corroding. Instead, the anode corrodes, sacrificing itself to maintain the
integrity of the structure. In order for the electrical current to pass from the
anode to the cathode, they both must be in a common environment. Therefore,
cathodic protection can only be used to protect structures that are buried in
soil, submerged in water or encased in concrete. Structures commonly protected
against corrosion by the cathodic protection process include oil and gas
pipelines, offshore platforms, above and underground storage tanks, ships,
electric power plants, bridges, parking garages, transit systems and water and
wastewater treatment equipment.

In addition to cathodic protection, our corrosion control services include
corrosion engineering, material selection, inspection services, advanced
corrosion research and testing. We also sell a variety of materials and
equipment including anodes, rectifiers and corrosion monitoring probes used in
cathodic protection and corrosion monitoring systems. Corrosion control
represented approximately 79%, 65% and 74% of our revenues in fiscal years 2003,
2002 and 2001, respectively.

COATINGS. Corrpro offers a wide variety of coatings-related services
designed to provide our customers with longer coatings life, reduced corrosion,
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improved aesthetics and lower life-cycle costs for their coated structures.
Coatings services include research, testing, evaluation and application of
coatings. In addition, we provide project management services for coatings
maintenance programs, including condition surveys, failure analysis, selection
of site surface preparation methods and selection and application of coatings.
We also provide specialized coatings application services for structures with
aggressive corrosion conditions such as the inside and outside of storage tanks
and pipelines. Coatings represented approximately 16%, 30% and 21% of our
revenues in fiscal years 2003, 2002 and 2001, respectively.

PIPELINE INTEGRITY AND RISK ASSESSMENT SERVICES. Corrpro offers a
comprehensive line of pipeline integrity, risk assessment and inspection
services, including assessment, surveys, inspection, analysis, repairs and
ongoing maintenance. By offering a wide range of services, we are able to
provide pipeline owners with one-stop shopping for the preservation of their
pipeline systems. Pipeline integrity and risk assessment services represented
approximately 5% of our revenues in fiscal years 2003, 2002 and 2001.

DISPOSITIONS

In July 2002, the Company's Board of Directors approved a formal business
restructuring plan. The multi-year plan includes a series of initiatives to
improve operating income and reduce debt. The Company intends to sell non-core
business units and use the proceeds to reduce debt. The Company has engaged
outside professionals to assist in the disposition of the domestic and
international non-core business units. Prior to the quarter ended September 30,
2002, the Company's non-core domestic and international units were reported as
the Other Operations and International Operations reporting segments. Effective
as of the quarter ended September 30, 2002, the Other Operations and the
International Operations reporting segments have been eliminated and the
non-core domestic and international units are reported as discontinued
operations. Prior-year financial statements have been reclassified to reflect
these non-core units as discontinued operations, which are also referred to as
"assets and liabilities held for sale."

During fiscal 2003, four non-strategic business units were sold. These
dispositions included Rohrback Cosasco Systems, Bass Trigon Software and two
smaller international offices. The proceeds from these dispositions were used to
pay down debt. For further information about our discontinued operations see
Note 2, Assets and Liabilities held for Sale, Notes to Consolidated Financial
Statements included in Item 8 of this Form 10-K.

On March 20, 2002, the Company announced that it had discovered accounting
irregularities caused by apparent internal misconduct in its Australian
subsidiary. The accounting irregularities involved the overstatement of revenues
and understatement of expenses by the Australian companies. The irregularities
were discovered by Corrpro management in connection with an internal review of
the subsidiary's working capital

management practices and cash flow problems inconsistent with the subsidiary's
reported results. Upon discovering the irregularities, the Company immediately
began an internal investigation conducted under the direction of the Audit
Committee of its Board of Directors. The Audit Committee subsequently retained
special counsel in connection with the investigation and retained the forensic
investigation unit of the accounting firm Deloitte Touche Tohmatsu.

The Australian subsidiary appointed an administrator and commenced
voluntary administration proceedings, a process under Australian law providing
relief from creditors of Australian companies. As a result of the appointment,
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the Company no longer controlled the Australian subsidiary and the Company
recorded a charge to earnings in the fiscal fourth quarter ended March 31, 2002
for its loss on investment related to the subsidiary.

On April 24, 2002, the creditors of the Australian subsidiary resolved that
the Administrators of the Australian subsidiary should enter into a Deed of
Company Arrangement. The Deed of Company Arrangement became effective May 1,
2002. The arrangement required the Australian subsidiary to make unsecured
payments to the Administrators for the Administrator's fees, certain employee
benefit programs and unsecured creditors. The Company is not required to fund
any of these unsecured payments. The Company did guarantee payment of the
Australian subsidiary's bank debt, which totaled $1.1 million at March 31, 2003.
This amount is classified as current portion of Long-Term Debt.

On October 1, 2002, the Australian subsidiary sold its business assets
(excluding cash, accounts receivable and certain trademarks) for a purchase
price of $0.6 million. The cash proceeds (except amounts held in escrow) from
the business asset sale were remitted to the Administrator of the Australian
subsidiary in accordance with the Deed of Company Arrangement. The remaining
assets (primarily accounts receivable) are also being liquidated and those
proceeds have been remitted to the Administrator. After satisfying the
obligations under the Deed of Company Arrangement, the Administrator remitted
back to the Australian subsidiary excess funds. The excess funds were used by
the Australian subsidiary to pay post-petition creditors.

During fiscal 2003, the Administrator issued a payment to all unsecured
creditors. The Company is an unsecured creditor for intercompany balances due
from the Australian subsidiary. The Company received $0.6 million on February 7,
2003 from the Administrator.

SEGMENTS

We have organized our operations into two business segments: Domestic Core
Operations and Canadian Operations. Our non-core domestic and international
operations are reported as discontinued operations. Our business segments and a
description of the products and services they provide are described below:

DOMESTIC CORE OPERATIONS. Our Domestic Core Operations segment consists of
operations that service the United States. Products and services include
corrosion control, coatings, pipeline integrity, risk assessment and inspection
services. This segment provides corrosion control products and services to a
wide-range of customers in a number of industries, including energy, utilities,
water and wastewater treatment, chemical and petrochemical, pipelines, defense
and municipalities. In addition, this segment provides coatings services to
customers in the entertainment, aerospace, transportation, petrochemical and
electric power industries, as well as the United States military. Finally, the
Domestic Core Operations segment includes a production facility in the United
States that assembles and distributes cathodic protection products, such as
anodes, primarily to the United States market. Revenues relating to this segment
totaled $85 million (or 82% of consolidated revenues), $102 million (or 83% of
consolidated revenues) and $96 million (or 80% of consolidated revenues) during
fiscal 2003, 2002 and 2001, respectively.

CANADIAN OPERATIONS. Our Canadian Operations segment provides corrosion
control, pipeline integrity and inspection services to customers in Canada which
are primarily in the oil and gas industry. These customers include pipeline
operators and petrochemical plants and refineries. The Canadian Operations
segment also includes production facilities that assemble products such as
anodes and rectifiers. Revenues relating to this segment totaled $19 million (or
18% of consolidated revenues), $21 million (or 17% of
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consolidated revenues) and $24 million (or 20% of consolidated revenues) during
fiscal 2003, 2002 and 2001, respectively.

Further information about our business segments is included in Note 9,
Business Segments, Notes to Consolidated Financial Statements included in Item 8
of this Form 10-K.

SALES AND MARKETING

We market our products and services in the United States and Canada
primarily through our sales personnel. The technical nature of our products and
services requires a highly trained, professional sales force, and, as a result,
many of our sales personnel have engineering or technical expertise and
experience. Due to the problem solving experience of our engineering staff,
potential and existing customers regularly seek out advice from our technical
personnel, which can result in business opportunities on an ongoing basis.

SOURCES AND AVAILABILITY OF RAW MATERIALS

We assemble certain components of cathodic protection systems, which
include aluminum, zinc, magnesium and other metallic anodes. We do not believe
that we are dependent upon any single outside vendor as a source of supply and
we believe that sufficient alternative sources of supply for the same, similar
or alternative products are available.

PATENTS AND LICENSES

We own patents, patent applications and licenses relating to certain of our
products and processes. While our rights under the patents and licenses are of
importance to individual components of our operations, our business as a whole
is not materially dependent on any one patent or license or on the patents and
licenses as a group.

SEASONAL TRENDS

Our business is somewhat seasonal as winter weather can adversely impact
our operations. Therefore, our revenues during the fourth quarter of our fiscal
year (i.e., January through March) are typically lower than revenues during each
of the other three fiscal quarters.

FOREIGN OPERATIONS

The Company's foreign operations are subject to the usual risks of
operating in foreign jurisdictions. They include, but are not limited to,
exchange controls, currency restrictions and fluctuations, changes in local
economics and changes in political conditions. The realization of the Company's
foreign net assets held for sale are also affected by currency restrictions and
fluctuations.

CUSTOMERS

Sales are made to a broad range of customers. During the fiscal year ended
March 31, 2003, no one customer accounted for more than 10% of our sales. We do
not believe that the loss of any one customer would have a materially adverse
effect on our business.

We sell products and services to the U.S. government and agencies and
municipalities thereof, including the U.S. Navy. Sales to these customers
accounted for approximately 9%, 16% and 10% of our net sales in fiscal 2003,
2002 and 2001, respectively. Our contracts with the U.S. government contain
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standard provisions permitting the government to terminate these contracts
without cause. In the event of termination, we are entitled to receive
reimbursement on the basis of the work completed (cost plus a reasonable
profit). These contracts are also subject to renegotiation of profits. In
addition, government procurement programs are subject to budget cutbacks and
policy changes that could impact the revenue for, or alter the demand for, our
products or services. Accordingly, our future sales to the government are
subject to these budgetary and policy changes.

BACKLOG

Our backlog of unshipped orders was approximately $45 million, $44 million
and $46 million as of March 31, 2003, 2002 and 2001, respectively. We estimate
that a substantial portion of our backlog of orders at March 31, 2003 will be
filled during fiscal 2004.

COMPETITIVE CONDITIONS

Within the corrosion control market, we face competition from a large
number of domestic and international companies, all of which we believe are
considerably smaller than Corrpro. Only a few of these competitors offer a broad
range of corrosion control engineering services, systems and products and we do
not believe that any of our competitors offer the comprehensive range of
products and services that we provide. In the service area, we compete
principally on the basis of quality, technical expertise and capabilities and
customer service, although price is a consideration, particularly when we are
providing construction and installation services. In the product area, we
typically compete on the basis of quality, service and price.

RESEARCH AND DEVELOPMENT

Our engineering and product development activities are primarily directed
toward designing new products and services to meet customers' specific
requirements. Product development costs were minimal in fiscal 2003 and 2002 and
amounted to approximately $0.7 million in fiscal 2001.

GOVERNMENT REGULATIONS

We believe that our current operations and our current use of property,
plant and equipment conform in all material respects to applicable laws and
regulations. Other than as disclosed under "Item 3 —-- Legal Proceedings", we
have not experienced, nor do we anticipate, any material claim or material
capital expenditure in connection with environmental laws and other regulations
impacting our operations.

EMPLOYEES

As of March 31, 2003, we had 948 employees, 418 of whom were located
outside the United States.

FACTORS INFLUENCING FUTURE RESULTS AND ACCURACY OF FORWARD LOOKING INFORMATION

This document includes certain statements that may be deemed
"forward-looking statements" within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934. These
forward-looking statements are based on management's expectations and beliefs
concerning future events and discuss, among other things, anticipated future
performance and revenues, expected growth and future business plans. Words such
as "anticipates," "expects," "intends," "plans," "believes," "seeks,"
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"estimates" or variations of such words and similar expressions are intended to
identify such forward-looking statements. We believe that the following factors,
among others, could affect our future performance or the price and liquidity of
our common shares and cause our actual results to differ materially from those
that are expressed or implied by forward-looking statements, or diminish the
liquidity of our common shares: our ability to further extend, amend or
refinance our existing debt, including the availability to us of external
sources of financing and capital (the failure to receive such financing would
have a material adverse effect on our results of operations and financial
condition) and the terms and timing thereof; our ability to successfully divest
our non-core and international business units and the timing, terms and
conditions of such divestitures; the ultimate outcome of the SEC's and the
Australian Securities and Investment Commission's investigation of accounting
irregularities; the impact of any litigation or regulatory process related to
the financial statement restatement process, including the class action
litigation already filed (the dismissal of which has been appealed); our mix of
products and services; the timing of jobs; the availability and value of larger
jobs; qualification requirements and termination provisions relating to
government jobs; the impact of inclement weather on our operations; the impact
of energy prices on us and our customers' businesses; adverse developments in
pending litigation or regulatory matters; the impact of existing, new or changed
regulatory initiatives; our ability to satisfy the listing and trading
requirements of the AMEX (which, if not satisfied,

could result in the suspension of trading -- as occurred in August 2002 -- or
delisting of our shares from the exchange, which could diminish the liquidity of
our common shares) or any other national exchange on which our shares are or
will be listed or otherwise provide a trading venue for our shares; and the
impact of changing global political and economic conditions. In addition, any
forward-looking statement speaks only as of the date on which such statement is
made and we do not undertake any obligation to update any forward-looking
statements, whether as a result of new information, future events or otherwise.

All phases of our operations are subject to a number of uncertainties,
risks and other influences, many of which are beyond our control. Any one of
such influences, or a combination, could materially affect the accuracy of the
forward-looking statements and the assumptions on which the statements are
based. Some important factors that could cause actual results to differ
materially from the anticipated results or other expectations expressed in our
forward-looking statements include the following:

OUR ABILITY TO OBTAIN EXTENSIONS, AMENDMENTS AND WAIVERS UNDER OUR DEBT
AGREEMENTS AND AVATLABILITY OF ADDITIONAL SOURCES OF FINANCING AND CAPITAL. The
Company is currently in default of certain financial ratios required to be
maintained under the current debt agreements which includes its net worth
covenant and its operating income before depreciation and amortization financial
covenant. During fiscal 2003, we had amended our Revolving Credit Facility and
Senior Notes in September 2002 because we were not in compliance with the
provisions, including certain financial covenants, of these agreements as a
result of matters related to the accounting irregularities at our Australian
subsidiary. As amended, the Revolving Credit Facility expires on July 31, 2003,
and it will be necessary for us to amend this Revolving Credit Facility to
extend the expiration date. If we are unable to negotiate a further amendment to
the Revolving Credit Facility, which, among other things, extends the maturity
of the Revolving Credit Facility beyond July 31, 2003, it will be necessary for
us to refinance or repay this debt. We cannot assure that we will be able to
accomplish such a transaction on terms acceptable to us or at all. Failure to do
so would have a material adverse effect on our liquidity and financial condition
and could result in our inability to operate as a going concern. If we are
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unable to operate as a going concern, we may file, or may have no alternative
but to file, bankruptcy or insolvency proceedings or pursue a sale or sales of
assets to satisfy creditors. In addition, the Senior Notes, as amended, require
a principal payment of $7.6 million by July 31, 2003 and monthly principal
payments of $0.4 million commencing on August 15, 2003. We cannot assure that we
will be able to make these payments when due, which will result in our being in
default under the Senior Notes and, in that event, the Senior Notes lender may
pursue its remedies against us for such a default, including acceleration of
principal, which would have a material adverse effect on our liquidity and
financial condition and could result in our inability to operate as a going
concern. If we are unable to operate as a going concern, we may file, or may
have no alternative but to file, bankruptcy or insolvency proceedings or pursue
a sale or sales of assets to satisfy creditors. We intend to seek other
financing during fiscal 2004 to pay down the Senior Notes and the Revolving
Credit Facility. There can be no assurance, however, that we will be able to
obtain other financing or as to the terms and conditions under which such
financing may be available.

THE EFFECTIVENESS OF OUR BUSINESS RESTRUCTURING PLAN. In July 2002, our
Board of Directors approved a formal business restructuring plan. The multi-year
plan includes a series of initiatives to improve operating income and reduce
debt. We intend to sell non-core business units and use the proceeds to reduce
debt. To assist, we have engaged the firm of Carl Marks Consulting Group LLC and
a managing director of Carl Marks has joined us in the role of Chief
Restructuring Officer to manage the plan's implementation. While we expect that
operating income improvements combined with debt reduction will result from the
business restructuring plan in the long term, it is uncertain at this time to
what extent such operating income improvements and debt reduction will be
achieved as a result of the business restructuring plan and the terms and/or
timing thereof. We cannot assure that the business restructuring plan will be
successful in enhancing our ability to pursue financing alternatives acceptable
to us. During fiscal 2003, four non-strategic business units were sold. These
dispositions included Rohrback Cosasco Systems, Bass Trigon Software and two
smaller international offices. The proceeds from these dispositions were used to
pay down debt. For further information about our discontinued operations see
Note 2, Assets and Liabilities Held for Sale, Notes to Consolidated Financial
Statements included in Item 8 of this Form 10-K.

OUR REPUTATION AND FINANCIAL CONDITION COULD BE AFFECTED BY THE SECURITIES
LITIGATION AND RELATED INVESTIGATIONS AND/OR A RESTATEMENT OF FINANCIAL
STATEMENTS. On March 20, 2002, we first announced that we had become aware of
accounting irregularities caused by apparent internal misconduct in our
Australian subsidiary and that, to the extent that the accounting irregularities
materially affect previously filed financial statements, we restated our audited
financial statements for our fiscal year which ended March 31, 2001 as well as
unaudited financial information for the first nine months through December 31,
2001 of our fiscal year ended March 31, 2002, as previously released. In
addition, we recorded a charge to earnings for our loss on investment related to
the subsidiary. This charge was taken in the Company's fiscal fourth quarter
ended March 31, 2002. Subsequent to this announcement, a purported class action
lawsuit was filed against us and certain of our current and former directors and
officers, asserting claims under the federal securities laws, which was
dismissed with prejudice in May 2003. In June 2003, the plaintiffs filed a
notice of appeal from the order of dismissal. In addition to significant
expenditures we may have to make to defend ourselves in these matters and the
related significant financial penalties that might be imposed on us if the
plaintiffs prevail, the publicity surrounding the litigation and the SEC inquiry
of these matters could affect our reputation with our customers and suppliers
and have an impact on our financial condition and results of operations.
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OUR COMPLIANCE WITH THE LISTING STANDARDS AND REPORTING REQUIREMENTS OF THE
STOCK EXCHANGE ON WHICH OUR COMMON SHARES TRADE. We are required by the stock
exchange on which we list our common shares for trading to maintain certain
listing standards and meet certain reporting requirements in order to continue
trading and to remain listed on that exchange. The exchange does not use any
precise mathematical formula to determine whether a security warrants continual
trading on the exchange. Each case is considered on the basis of all relevant
facts and circumstances. The exchange has adopted certain guidelines under which
it will normally give consideration to suspending dealings in, or removing, a
security from listing. The exchange will normally consider suspending dealings
in, or removing from the list, securities of a company which does not meet such
guidelines. We do not currently have a sufficient amount of shareholders' equity
to meet the guidelines. If we cannot demonstrate that we will be in compliance
within a limited time frame, our common shares may not be allowed to trade on
the stock exchange, although we would pursue an alternative national trading
venue and it may make it more difficult for us to raise funds through the sale
of our securities. In addition, it may make it more difficult for an investor to
dispose of, or to obtain accurate quotations of, our common shares and
negatively impact the market price. Our shares had been suspended from trading
on the American Stock Exchange in August 2002, because of, among other reasons,
the late filing of our Form 10-K/A for the fiscal year ended March 31, 2002.
There can be no assurances that trading will not be suspended again and if so,
that trading would be permitted to resume.

ADVERSE DEVELOPMENTS IN PENDING LITIGATION OR REGULATORY MATTERS. From time
to time, we are involved in litigation and regulatory proceedings, including
those disclosed in "Legal Proceedings" of this annual report and in our other
periodic reports filed with the Securities and Exchange Commission. There are
always significant uncertainties involved in litigation and regulatory
proceedings and we cannot guarantee the result of any action. Regulatory
compliance is often complex and subject to variation and unexpected changes,
including changing interpretations and enforcement agendas affecting the
regulatory community. We may need to expend significant financial resources in
connection with legal and regulatory procedures and our management may be
required to divert attention from other portions of our business. If, as a
result of any proceeding, a judgment is rendered, decree is entered or
administrative action is taken against us or our customers, it may materially
and adversely affect our business, financial condition and results of
operations.

OUR PROFITABILITY CAN BE IMPACTED BY OUR MIX OF PRODUCTS AND
SERVICES. Given that our selling, general and administrative costs are largely
fixed in terms of dollars, our profitability is dependent upon the amount of
gross profit that we are able to realize. We typically generate higher gross
profit margins on pure engineering service Jjobs than on those jobs that include
a material or installation component. In addition, our gross profit margins also
can be negatively impacted when we utilize subcontractors. Therefore, a shift in
mix from engineering services to more construction and installation type work or
an increase in the amount of subcontracting costs could have a negative impact
on our operating results. In addition, certain of the products that we sell have
gross profit margins that are considerably lower than our overall average gross
profit margin.

A shift in mix which results in a greater percentage of revenues relating to
these lower margin products would also have a negative impact on our operating
results.

THE TIMING OF JOBS CAN IMPACT OUR PROFITABILITY. There are a number of

10
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factors, some of which are beyond our control, that can cause projects to be
delayed and thus negatively impact our profitability for the related period.
These factors include the availability of labor, equipment or materials,
customer scheduling issues, delays in obtaining required permits and weather. In
addition, when we are working as a subcontractor on a project, our portion of
the project can be delayed as a result of factors relating to other contractors.

THE AVAILABILITY AND VALUE OF LARGER JOBS CAN IMPACT OUR
PROFITABILITY. While the majority of our jobs are relatively small, we can have
a number of individual contracts in excess of $1 million in progress at any
particular time. These larger contracts typically generate more gross profit
dollars than our average size jobs. Therefore, the absence of larger jobs, which
can result from a number of factors, including market conditions, can have a
negative impact on our operating results.

QUALIFICATION REQUIREMENTS AND TERMINATION PROVISIONS RELATING TO
GOVERNMENT JOBS. We derive revenues from contracts with the United States, its
agencies and other governmental entities. Government contracting is subject to
competitive bidding processes and there can be no assurance that we will be the
successful bidder for future contracts. Fluctuations in government spending and
the amount of government contracts received also could adversely affect our
revenues and profitability. In addition, it is the policy of the United States
that certain small businesses and other concerns have the maximum practicable
opportunity to participate in performing contracts let by any federal agency. To
the extent that we do not meet applicable criteria for government jobs, we could
be limited in our ability to participate directly in contracts being let by the
United States and other governmental entities with similar requirements. Certain
contracts with governmental entities contain provisions permitting the
governmental entities to terminate the contract for convenience prior to
completion of the contract. To the extent that any of our contracts with a
government entity are so terminated, our revenues and profitability could be
adversely impacted.

OUR OPERATIONS CAN BE IMPACTED BY INCLEMENT WEATHER. A large portion of
our service work is performed in the field. Therefore, excessive amounts of
rain, snow or cold, as well as other unusual weather conditions, including
hurricanes and typhoons, can result in work stoppages. Also, working under
inclement weather conditions can reduce our efficiencies, which can have a
negative impact on our profitability.

OUR BUSINESS IS IMPACTED BY CHANGES IN ENERGY PRICES. The products and
services we provide to our customers in the energy markets are, to some extent,
deferrable in the event that these customers reduce their capital and
discretionary maintenance expenditures. The level of spending on these types of
expenditures can be influenced by o0il and gas prices and industry perceptions of
future prices. Our experience indicates that our energy customers react to
declining o0il and gas prices by reducing their capital and discretionary
maintenance expenditures. This reaction has in the past, and may in the future,
have a negative impact on our business. We are unable to predict future oil and
gas prices. However, we believe that a prolonged period of low energy prices
could have a negative impact on our business. Typically, there is a delay
between the time prices decline and when we start to experience a negative
impact on our results of operations. Conversely, there is also a delay between
the time energy prices increase and when we start to experience a positive
impact on our results of operations.

THE IMPACT OF CHANGING GLOBAL, POLITICAL AND ECONOMIC CONDITIONS. Changing
political and economic conditions regionally or worldwide can adversely impact
our business. Deteriorating political and general economic conditions may result
in customers delaying or canceling contracts and orders for our products and
services, difficulties and inefficiencies in the performance of our services
including work stoppages, and difficulties in collecting payment from our
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customers. As a result, such conditions can negatively impact our results of
operations and our cash flows. Moreover, we have operations in the Middle East
region with revenues totaling $11.6 million for fiscal 2003 and net assets of
approximately $6.3 million at March 31, 2003. These operations can be negatively
impacted by changing economic and political conditions. All of our international
operations except Canada are a part of the Company's net assets held for sale.

EXISTING, NEW OR CHANGED REGULATORY INITIATIVES CAN IMPACT OUR
BUSINESS. Corrpro and its customers are subject to federal, state and local
environmental and other laws and regulations. These laws and regulations affect
our operations by imposing standards for the protection of health, welfare and
the environment. Such laws and regulations, and applicable interpretations
thereof, could expose us to liability for acts which are or were in compliance
at the time such acts were performed. We cannot predict whether future
legislative or regulatory developments may occur which would have an adverse
effect on Corrpro.

These risks must be considered by any investor or potential investor in the
Company .

ITEM 2. PROPERTIES

As of March 31, 2003, our continuing operations utilized five locations and
are owned by The Company as well as, over forty locations were leased from
unrelated third parties. Certain property locations may contain multiple
operations, such as an office and warehouse facility. Owned and leased
facilities with greater than 5,000 square feet are listed below.

LOCATION SEGMENT DESCRIPTION

Bakersfield, California... Domestic Core Office and Warehouse Facility

Belle Chasse, Louisiana... Domestic Core Office and Warehouse Facility

Brampton, Ontario......... Canadian Ops. Office and Warehouse Facility

Conyers, Georgia.......... Domestic Core Office and Warehouse Facility

Dorval, Quebec............ Canadian Ops. Office and Warehouse Facility

Edmonton, Alberta......... Canadian Ops. Office, Production and Warehouse Facility

Nisku, Alberta............ Domestic Core Office and Warehouse Facility

Estevan, Saskatchewan..... Canadian Ops. Office and Warehouse Facility

Glendale, Arizona......... Domestic Core Office and Warehouse Facility

Houston, TeXaS............ Domestic Core Office and Warehouse Facility

Medina, Ohio.............. Corporate Corporate Headquarters

Medina, Ohio.............. Domestic Core Office and Warehouse Facility

Ocean City, New Jersey.... Domestic Core Office Facility

San Leandro, California... Domestic Core Office, Production and Warehouse Facility

Sand Springs, Oklahoma.... Domestic Core Office, Production and Warehouse Facility

Santa Fe Springs, Domestic Core Office and Warehouse Facility
California..............

Schaumburg, Illinois...... Domestic Core Office and Warehouse Facility

West Chester, Domestic Core Office and Warehouse Facility
Pennsylvania............

We consider the properties owned or leased by us to be generally sufficient
to meet our requirements for office, production and warehouse space. We do not
consider any one of our properties to be significant, since we believe that if
it becomes necessary or desirable to relocate any of our office, production and

OWNED/LEAS

Leased
Leased
Leased
Leased
Leased
Owned
Owned
Owned
Leased
Leased
Owned
Owned
Leased
Leased
Leased
Leased

Leased
Leased
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warehouse facilities, other suitable properties could be found. Our owned
properties are subject to mortgages or other security interests under our senior
secured credit agreement and senior note facility and other bank credit
arrangements.

ITEM 3. LEGAL PROCEEDINGS

As previously reported, in January 2000, the Michigan Department of
Environmental Quality ("MDEQ") issued an administrative decision which
effectively limited the scope of MDEQ's 1995 approval of certain assessment
methodologies utilized by Corrpro in determining whether certain underground
storage tanks meet Michigan's regulatory requirements for upgrade by means of
cathodic protection. The MDEQ decision also would have required us to conduct
further assessments and provide certain information. The assessment
methodologies at issue have been and remain recognized by the Environmental
Protection Agency ("EPA") and the other states in which we utilized such
methodologies for virtually identical purposes. We

believed that MDEQ's decision was in error and on January 24, 2000, filed a
complaint and claim of appeal in the Circuit Court for the County of Ingham,
Michigan seeking declaratory relief and appealing the decision on several
grounds. In its November 14, 2000 ruling, the Ingham Circuit Court reversed
MDEQ's decision that directed we take certain actions and provide certain
information, however, the court also found that MDEQ had not approved the full
use of the assessment methodologies we utilized in Michigan.

We believed that the circuit court's finding that MDEQ had not approved
full use of the methodologies was not supported by the evidence, and was
contradicted by evidence contained in the administrative record. On December 5,
2000, we filed, in the Michigan Court of Appeals, an application for leave to
appeal the circuit court's finding that MDEQ did not approve the full use of the
assessment methodologies we utilized in Michigan. By order dated February 14,
2001, the Michigan Court of Appeals denied our application for leave to appeal
the circuit court's finding. On March 7, 2001, we filed an application for leave
to appeal with the Supreme Court of the State of Michigan. On August 28, 2001,
the Michigan Supreme Court denied our application for leave to appeal.

As a result of these proceedings, the MDEQ's administrative decision
finding that certain of our assessment methodologies were not approved in full
was upheld, but the MDEQ was found not to have jurisdiction to enforce its
decision against us. In July 2002, the MDEQ sent certain underground storage
tank owners and operators who may have relied on our method of assessment a
notice informing them that certain of such owners and operators' tanks were
improperly upgraded, that such owners and operators are to provide to MDEQ upon
request evidence that they have conducted state required tank tightness testing,
and certain of such tanks must be internally inspected. MDEQ also advised that
internally inspected tanks that do not satisfy applicable criteria should be
taken out-of-service and removed from the ground. There can be no assurance that
the MDEQ will not take further action against underground storage tank owners or
operators.

On July 25, 2002, a summons and complaint was issued from the Circuit Court
for the County of Ingham, Michigan. The action was commenced by Blogett 0il
Company, Inc. and other owners and operators of underground storage tanks
systems on behalf of themselves and others similarly situated. The complaint
relates to the MDEQ regulatory proceeding described immediately above and names
both the Company and MDEQ. The plaintiffs seek an unspecified amount of damages
in excess of $25,000 from Corrpro. The plaintiffs also seek injunctive relief
prohibiting the MDEQ from declaring that underground storage tanks upgraded by
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the Company do not meet the current requirement for corrosion protection set
forth by law. On November 18, 2002, the court issued an order certifying the
underlying class. The Michigan Court of Appeals denied the Company's application
for leave to appeal the Circuit Court's order certifying the underlying class.
The Company 1is unable at this time to make a determination as to whether an
adverse outcome is likely and whether an adverse outcome would have a materially
adverse affect on its operations or financial condition.

During fiscal 2001, the Company discovered that a former employee used an
incorrect assessment standard in connection with the evaluation of whether
certain underground storage tanks located at as many as 67 sites were eligible
for upgrade using cathodic protection. Such evaluations were done using one of
the approved assessment methodologies. The tanks at these sites, which are
located in five states, were subsequently upgraded using cathodic protection,
which arrests corrosion. These tanks are also subject to ongoing leak detection
requirements. Based on the Company's review of available information and
governmental records, the Company believes that there have not been any releases
from the affected tanks as a result of the actions of the former employee. The
Company has contacted, and in October and November 2000 met with, officials from
the EPA and officials from the corresponding environmental protection agencies
of the five states involved to discuss this matter. It is the Company's
understanding that none of the states nor the EPA intend to take any enforcement
action as a result of the use of the inaccurate standard by the former employee.
The Company 1is currently working with the states and the EPA to develop and
implement field investigation procedures to assess the current status of the
affected sites. Based on currently available information, the Company does not
believe that the cost of field investigation procedures for this matter will
have a material effect on the future operations, financial position or cash
flows of the Company.

The Company is a defendant in a purported class action suit filed on June
24, 2002, in the United States District Court, Northern District of Ohio,
Eastern Division. The complaint also names certain former and

10

current officers and directors of the Company as defendants. The complaint was
purportedly filed on behalf of all persons who purchased Corrpro Common Shares
during the period April 1, 2000 through March 20, 2002 and alleges violations of
the federal securities laws resulting in artificially inflated prices of the
Company's Common Shares during the class period. The complaint relates to the
Company's announcement that it had discovered accounting irregularities caused
by apparent internal misconduct in its Australian subsidiary. The complaint
seeks unspecified compensatory damages, fees and expenses on behalf of the
putative class. On or about May 27, 2003, the District Court granted, with
prejudice, the defendants motions to dismiss the amended and consolidated class
action complaint. On June 24, 2003, the plaintiffs filed a notice of appeal to
the United States Circuit Court of Appeals for the 6th Circuit from the order of
dismissal. The Company is unable at this time to make a determination as to
whether an adverse outcome is likely and whether an adverse outcome would have a
materially adverse affect on its operations or financial condition.

Company management discovered accounting irregularities at the Australian
subsidiary in early calendar 2002 and upon discovery immediately began an
internal investigation, which has been conducted under the direction of the
Audit Committee of its Board of Directors. The Australian Securities and
Investments Commission has commenced an independent investigation of the
accounting irregularities. Corrpro voluntarily disclosed this matter to the SEC,
which has commenced a formal inquiry. Corrpro is cooperating with both
commissions.
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In January 2003, the Company received a Consolidated Compliance Order and
Notice of Potential Penalty from the Louisiana Department of Environmental
Quality pursuant to which the department alleges that the Company's foundry
operations failed to submit required storm water monitoring information as
required by law. The alleged failure relates to periods subsequent to the
cessation of the Company's foundry operations. The Company has appealed the
matter and the department has agreed to engage an informal resolution of the
matter. Based on current available information, the Company does not believe
that this matter will have a material effect on the future operations, financial

position or cash flows of the Company.

The Company is subject to other legal proceedings and claims which arise in

the ordinary course of business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders during the

fourth quarter of fiscal 2003.

ITEM 4A. EXECUTIVE OFFICERS OF THE COMPANY

The following table sets forth the names of all executive officers of the
Company as of March 31, 2003 and certain other information relating to their
position held with the Company and other business experience.

EXECUTIVE OFFICER AGE
Joseph W. ROG. .t iiii it iinenneenennn 63
Michael K. Baach......... ... ... 48
George A. Gehring, Jr. .............. 59
David H. KroON......vtiiweeeeeeennnnn 53
11
EXECUTIVE OFFICER AGE
Barry W. Schadeck............. ... 52

RECENT BUSINESS EXPERIENCE

Chairman of the Board of Directors since June 1993 a
Chief Executive Officer since the Company's formatio
1984. President of the Company since June 1995 and f£
January 1984 to June 1993.

Executive Vice President since April 1993 and Senior
Vice President from 1992 until April 1993. Prior to
that, Mr. Baach was Vice President of Sales and
Marketing since the Company's formation in 1984.
Executive Vice President since April 1993 and Senior
Vice President from 1991 until April 1993. Prior to
that, Mr. Gehring served as President of Ocean City
Research Corporation, a wholly-owned subsidiary of t
Company, since 1987.

Executive Vice President since April 1993 and Senior
Vice President from the Company's formation in 1984
April 1993.

RECENT BUSINESS EXPERIENCE

Executive Vice President since June 1995 and Preside
of Corrpro Canada, Inc., a wholly-owned subsidiary o
the Company, since its formation in May 1994. Prior
that, Mr. Schadeck served as President since April 1
and Chief Financial Officer since 1979 of Commonweal
Seager Group, a wholly-owned subsidiary of the Compa
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Robert M. Mayer

John D. Moran...

since 1993.

..................... 40 Senior Vice President, Chief Financial Officer and

Treasurer since November 2002. Prior to that, Mr. Ma
served as the Company's Vice President and Corporate
Controller since August 2000, Assistant Treasurer si
January 2002 and Assistant Corporate Controller from
January 1998 until August 2000. Prior to that, Mr. M
was with Premier Farnell PLC, an industrial distribu
of electronic components, most recently as Director
Finance. Mr. Mayer had prior experience with Ernst &
Young, where he was an Audit Manager.

..................... 45 General Counsel since December 1996, Secretary since

January 2002, Senior Vice President since July 2000.
Assistant Secretary from December 1996 to January 20
and Vice President from October 1998 until July 2000
Prior to that, Mr. Moran was in-house counsel for Se
Corporation, a bedding manufacturer, for 10 years an
served as Secretary. Mr. Moran also has prior experi
with Grant Thornton.

PART II

ITEM 5. MARKET FOR COMPANY'S COMMON EQUITY AND RELATED STOCK HOLDER MATTERS

PRICE RANGE OF COMMON SHARES

Our Common Shares are listed on the American Stock Exchange ("AMEX") under
the symbol "CO." Prior to February 13, 2002, our Common Shares were listed on
the New York Stock Exchange ("NYSE") under the symbol "CO."

The following table sets forth the high and low sale prices for the Common
Shares on the AMEX and NYSE for the fiscal periods indicated.

First Quarter...
Second Quarter..
Third Quarter...
Fourth Quarter..

FISCAL 2003 FISCAL 2002

HIGH LOW HIGH LOW

................................... $1.80 $1.08 $3.95 $1.20
................................... 1.15 0.58 2.90 1.80
................................... 0.75 0.38 2.80 1.50
................................... 0.80 0.30 3.15 1.01

We are required by the stock exchange to maintain certain listing standards
and meet certain reporting requirements in order to continue trading and to
remain listed on the exchange. The exchange does not use any precise
mathematical formula to determine whether a security warrants continual trading

on the exchange.
The exchange has adopted certain guidelines under which it will

circumstances.

Each case is considered on the basis of all relevant facts and

normally give consideration to suspending dealings in, or removing, a security
from listing. The exchange will normally consider suspending dealings in, or
removing from the list, securities of a company which does not meet such
guidelines. As of March 31, 2003 we did not have a sufficient amount of
shareholders' equity to meet the guidelines. If we cannot demonstrate that we
will be in compliance within a limited time frame, our Common Shares may not be
allowed to trade in the stock exchange, although we would pursue an alternative
national trading venue.
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HOLDERS OF RECORD

On June 23, 2003, there were 195 holders of record of our Common Shares.
DIVIDENDS

We have not paid any cash dividends on our Common Shares. We currently
anticipate that we will retain all future earnings for use in our business and
do not anticipate paying any cash dividends in the foreseeable future.
Provisions within our senior secured credit agreement and senior notes facility
limit our ability to pay cash dividends.

EQUITY COMPENSATION PLAN INEFORMATION

The following table provides certain information with respect to all of the
Company's equity compensation plans in effect as of March 31, 2003.

EQUITY COMPENSATION PLAN INFORMATION TABLE

NUMBER OF SECURITIES WEIGHTED-AVERAGE

TO BE ISSUED UPON EXERCISE PRICE
EXERCISE OF OF OUTSTANDING
OUTSTANDING OPTIONS, OPTIONS, WARRANTS
PLAN CATEGORY WARRANTS AND RIGHTS AND RIGHTS

Equity compensation plans approved by

shareholders. .. ..ttt it tiieneenn 1,399,027 $3.1258
Equity compensation plans not approved by

shareholders (2) « vt ittt it it et e e eeeeen —= -

(1) Includes 46,875 Common Shares available for issuance under the Non-Employee
Directors' Stock Option Plan.

(2) Does not include the Company's 2001 Non-Employee Directors' Stock
Appreciation Rights Plan which has not been approved by its shareholders.
Under this plan, non-employee directors received a one-time grant of vested
stock appreciation rights as part of their compensation for serving as
directors. The stock appreciation rights entitle each eligible director to
be paid in cash, subject to the applicable terms and conditions of the
grant, on or after May 17, 2006, the amount of appreciation in the fair
market value of 10,000 Common Shares between May 17, 2001 and May 17, 2006.
Currently, three such non-employee directors hold such stock appreciation
rights. Moreover, this does not include shares authorized for payment of
bonuses totaling 25,000 of which 22,500 are still available. Also, this does
not include the Company's Employee Stock Purchase Plan, which has been
suspended, with authorized shares totaling 375,000 of which 300,068 shares
are still available.
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233,5

17



Edgar Filing: CORRPRO COMPANIES INC /OH/ - Form 10-K

ITEM 6. SELECTED FINANCIAL DATA

The financial data presented below for each of the five years ended March
31 should be read in conjunction with Management's Discussion and Analysis of
Financial Condition and Results of Operations and the Consolidated Financial
Statements and Notes to Consolidated Financial Statements included elsewhere in
this Form 10-K.

(IN THOUSANDS, EXCEPT PER SHARE DATA)

2003 2002 2001 2000 1999

STATEMENT OF OPERATIONS DATA:
REVENUES .« et vttt e e e eneeeeeeseeenennneens $104,220 $123,058 $120,489 $119,133 $123,00601
Operating income (loss) (1) .....ccveve.... 2,825 3,405 (371) 5,046 15,666
Interest eXPEeNSe. .. it ittt tneeeeeeeenns 5,907 5,055 4,401 3,444 2,247
Income (loss) before income taxes from

continuing operations................. (3,082) (1,650) (4,772) 1,602 13,419
Income tax provision (benefit) (3)....... (331) 10,669 (934) 943 4,813
Income (loss) from continuing

OPETALI0NS e vt e ettt ettt (2,751) (12,319) (3,838) 659 8,606
Net income (1oSS) (2) v v v ettt i e $(28,825) $(18,217) S (8,281) S (2,668) S 4,251
EARNINGS (LOSS) PER SHARE FROM

CONTINUING OPERATIONS ——

BaASIC e ittt ittt e e e e $ (0.33) s (1.52) s (0.50) s 0.09 S 1.10

0 T S =Y o (0.33) (1.52) (0.50) 0.08 1.05
NET INCOME (LOSS) -—-—

== I S (3.43) s  (2.24) $ (1.07) $ (0.35) s 0.54

Diluted. ..ttt ettt e e e, (3.43) (2.24) (1.07) (0.34) 0.52
OTHER DATA:
Total ASSEeLS . iii ittt ittt eeeeneeennnens $ 76,983 $109, 963 $137,200 $140,864 $146,050
Working Capital, excluding net assets

held for sale. ...ttt eennnneens (28,095) (40,939) 28,501 28,639 35,569
Net Assets Held for Sale................ 7,364 35,783 38,439 43,226 47,631
Total debt. vttt ittt et e 51,241 62,686 68,124 62,150 62,686
Shareholders' equity.....oviiiieeennn. 1,199 23,857 41,518 54,235 58,056

(1) Includes charges totaling $2,868 in fiscal 2001 and $2,000 in fiscal 2000.
See Note 1, Summary of Significant Accounting Policies, Notes to
Consolidated Financial Statements for further information.

(2) Includes a cumulative effect of change in accounting principle of $18,238 in
fiscal 2003, related to our evaluation of goodwill. See Note 1, Summary of
Significant Accounting Policies, Notes to Consolidated Financial Statements
for further information.

(3) Includes a valuation allowance of $10,472 in fiscal 2002, related to our
deferred tax asset. See Note 1, Summary of Significant Accounting Policies,

Notes to Consolidated Financial Statements for further information.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

GENERAL

The following discussion and analysis contains certain statements that
constitute "forward-looking statements" within the meaning of the Private
Securities Litigation Reform Act of 1995. Such forward-looking statements
involve known and unknown risks, uncertainties and other factors that may cause
actual results, performance or achievements of the Company to be materially
different from any future results, performance or achievements expressed or
implied by such forward-looking statements. See "Business ——- Factors Influencing
Future Results and Accuracy of Forward Looking Information."

CRITICAL ACCOUNTING POLICIES

The Company's critical accounting policies, including the assumptions and
judgments underlying them, are more fully described in "Note 1 -- Summary of
Significant Accounting Policies" to the accompanying consolidated financial
statements of this Form 10-K. Some of the Company's accounting policies require
the application of significant judgment by management in the preparation of the
Company's financial statements. In applying these policies, the Company's
management uses its best judgment to determine the underlying assumptions that
are used in calculating the estimates that affect the reported values on its
financial statements. Management bases its estimates and assumptions on
historical experience and other factors that the Company considers relevant.
Corrpro's critical accounting policies include the following:

REVENUE RECOGNITION

The Company records income from construction and engineering contracts
under the percentage-of-completion method. Under this method, revenues are
recognized in proportion to the ratio of costs incurred to currently estimated
total contract costs. Estimated earnings and costs on contracts are subject to
revision throughout the terms of the contracts, and any required adjustments are
recorded in the periods in which revisions are made. The Company recognizes
revenue from product sales upon shipment and transfer of ownership.

ACCOUNTS RECEIVABLE

The Company records estimated allowances for uncollectible accounts
receivable based upon the number of days the accounts are past due, the current
business environment, and specific information such as bankruptcy or liquidity
issues of customers. Historically, losses for uncollectible accounts receivable
have been within management's estimates. Corrosion control services and products
are provided to a large number of customers with no substantial concentration in
a particular industry or with an individual customer.

INVENTORIES

Inventories are valued at the lower of cost or market with cost being
determined on the first-in, first-out method.

Management periodically reviews inventories for excess and obsolete goods
based upon a combination of historical and forecasted usage. Additionally,
discrete provisions are made when facts and circumstances indicate that
particular inventories will not be utilized. If future market conditions are
different than those estimated, a change to the wvaluation of inventory may be
required and would be reflected in the period the conditions change.

ASSET IMPAIRMENT
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The Company periodically evaluates whether events and circumstances have
occurred that indicate the remaining estimated useful life of any long-lived or
intangible asset may warrant revision or that the remaining balance of the asset
may not be recoverable. If factors indicate that the long-lived assets should be
evaluated for possible impairment, the Company uses an estimate of the related
asset's net undiscounted cash flows from

15

operations over the remaining life to determine recoverability. The measurement
of the impairment would be based on the amount by which the carrying value of
the asset exceeds its fair value.

During fiscal 2003, the Company recorded an impairment charge relating to
its Asia Pacific operations totaling $1.6 million based on current market value
of these operations and additionally recorded impairment charges totaling $0.9
million based on market value analysis for its European and Middle East
operations. The Asia Pacific, European and Middle East operations are all
reported as discontinued operations.

In July 2001, Statement of Financial Accounting Standards No. 141,
"Business Combinations" ("SFAS 141"), and Statement of Financial Accounting
Standards No. 142, "Goodwill and Other Intangible Assets" ("SFAS 142"), were
issued by the Financial Accounting Standards Board. SFAS 141 eliminates the
pooling-of-interests method for business combinations and requires the use of
the purchase method. SFAS 142 changes the accounting for goodwill and indefinite
life intangibles from an amortization approach to a non-amortization approach,
and require periodic tests for impairment of these assets. Upon the Company's
adoption of SFAS 142 on April 1, 2002, the provisions of SFAS 142 required the
discontinuance of amortization of goodwill and indefinite life intangibles that
had been recorded in connection with previous business combinations. The
adoption of SFAS 142 reduced amortization expense approximately $1.7 million for
the year ended March 31, 2003 as compared to the year ended March 31, 2002. The
Company has completed its impairment testing under SFAS 142 and recorded an
impairment loss, as of April 1, 2002, totaling $18.2 million of which $11.8
million related to discontinued operations and $6.4 million related to
continuing operations. The loss is being recognized as the cumulative effect of
a change in accounting principle. This impairment testing is also done annually
in the fourth quarter and such testing resulted in no additional impairment as
of March 31, 2003.

INCOME TAXES

The Company uses the liability method whereby income taxes are recognized
during the fiscal year in which transactions enter into the determination of
financial statement income. Deferred tax assets and liabilities are recognized
for the expected future tax consequences of temporary differences between
financial statement and tax basis of assets and liabilities. The Company
recorded a valuation allowance for its net domestic deferred tax assets
carryforwards of $10.5 million in the fourth quarter of fiscal 2002. The Company
maintained a valuation allowance at March 31, 2003 and intends to maintain a
full valuation allowance for its net deferred tax assets and net operating loss
carryforwards until sufficient positive evidence exists to support the reversal
of the remaining reserve. Until such time, except for foreign tax provisions,
the Company expects to have no reported tax provision, net of valuation
allowance adjustments. In the event the Company was to determine, based on the
existence of sufficient positive evidence, that it would be able to realize its
deferred tax assets in the future in excess of its net recorded amount, an
adjustment to the valuation allowance would increase income in the period such
determination was made. See Note 5 of Notes to Consolidated Financial Statements
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of the Company for additional information regarding income taxes.
RESULTS OF OPERATIONS

In July 2002, the Company's Board of Directors approved a formal business
restructuring plan. The multi-year plan includes a series of initiatives to
improve operating income and reduce debt. The Company intends to sell non-core
business units and use the proceeds to reduce debt. The Company has engaged
outside professionals to assist in the disposition of the domestic and
international non-core business units. Prior to the quarter ended September 30,
2002, the Company's non-core domestic and international units were reported as
the Other Operations and International Operations reporting segments. Effective
as of the quarter ended September 30, 2002, the Other Operations and the
International Operations reporting segments have been eliminated and the
non-core domestic and international units are reported as discontinued
operations. Prior-year financial statements have been reclassified to reflect
these non-core units as discontinued operations, which are also referred to as
"assets and liabilities held for sale."
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YEAR ENDED MARCH 31, 2003 COMPARED TO YEAR ENDED MARCH 31, 2002
REVENUES

Revenues for fiscal 2003 totaled $104.2 million, compared with $123.1
million for fiscal 2002, a decrease of 15.3%.

Of the $85.0 million in revenues generated by our Domestic Core Operations,
$42.7 million was for corrosion control products and services for fiscal 2003, a
decrease from 2002 of 7.8%. The decrease was caused by our decision to close our
offices in New Mexico and South America and by lower federal government
contracts for coating services.

Revenues relating to our Canadian Operations segment totaled $19.3 million,
compared to $21.3 million in fiscal 2002, a decrease of 9.4%. The decrease is
due primarily to lower material and rectifier sales and the closure of our
office in Taiwan. The Canadian Operations continue to experience weakness in the
energy segment of its business.

GROSS PROFIT

On a consolidated basis, gross profit margin (defined as revenues less cost
of sales items) for fiscal 2003 totaled $32.6 million (31.3 % of revenues)
compared to $35.7 million (29.0% of revenues) for fiscal 2002, a decrease in
gross profit dollars of $3.1 million or 8.7%. The higher gross profit as a
percent to revenue (a 2.3% increase) can be attributed to our cost containment
program under which we attempted to better match our workforce to our job
activity level.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative ("S,G&A") expenses for fiscal 2003
totaled $29.8 million (28.6% of revenues), compared with $32.3 million (26.3% of
revenues) for fiscal 2002, a decrease of 7.7%. The fiscal 2003 amount of $29.8
million includes severance and consultant expenses totaling $3.4 million. The
improvement in S,G&A was brought about by our concerted effort to eliminate
non-value added costs throughout the Company. Savings were achieved through head
count reductions at all levels, office closures, reduced travel and
entertainment and other administrative costs.
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OPERATING INCOME (LOSS)

Operating income for fiscal 2003 totaled $2.8 million, compared to $3.4
million for fiscal 2002, a decrease of $0.6 million. However, despite a
reduction in revenue of $18.9 million from fiscal 2002, our efforts to
restructure the Company and reduce our operating costs and expenses kept
operating income as a percent to revenue even with fiscal 2002.

INTEREST EXPENSE

Interest expense for fiscal 2003 totaled $5.9 million, compared to $5.1
million for fiscal 2002. The increase was related primarily to a provision for
yield maintenance of $1.0 million in our Senior Notes. See Note 3, Long-Term
Debt, Notes to Consolidated Financial Statements.

INCOME TAX PROVISION

We recorded an income tax benefit of $0.3 million for fiscal 2003, compared
to an income tax provision of $10.7 million in fiscal 2002. Our effective rate
is based on the statutory rates in effect in the countries in which we operate.
See Note 5, Income Taxes, Notes to Consolidated Financial Statements included in
Item 8 for a reconciliation of our effective tax rates. Within the fiscal 2002
tax provision is an increase in valuation allowance for our domestic deferred
tax asset of $10.5 million.
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LOSS FROM CONTINUING OPERATIONS

As a result of the foregoing, loss from continuing operations in fiscal
2003 totaled $2.8 million, compared with a loss from continuing operations of
$12.3 million in fiscal 2002, a decrease of $9.5 million. The decrease is
primarily attributable to the valuation allowance for our deferred tax assets
taken in fiscal 2002 and lower operating costs and expenses.

DISCONTINUED OPERATIONS

Loss from discontinued operations, net of income taxes totaled $9.9 million
for fiscal 2003, compared with a loss from discontinued operations, net of
income taxes, of $5.9 million for fiscal 2002. This incremental loss is mainly
attributable to currency translation adjustments, pension liability and
impairment charges.

In fiscal 2003 four non-strategic business units were sold for a gain, net
of taxes of $2.1 million.

CUMULATIVE EFFECT OF A CHANGE IN ACCOUNTING PRINCIPLE

During fiscal 2003, the Company, with the assistance of independent
valuation experts, completed its initial assessment test and concluded that
certain of its goodwill was impaired. Effective April 1, 2002, the Company has
recognized a transitional impairment charge of $18.2 million as the cumulative
effect of a change in accounting principle to reduce the carrying values of
certain indefinite lived intangible assets and goodwill to estimated fair values
as required by SFAS No. 142. This is a non-cash charge and does not impact
compliance with the financial covenants contained in our lender agreements.

NET LOSS

The net loss for fiscal 2003 totaled $28.8 million, compared with a net
loss of $18.2 million in fiscal 2002. The net loss increase reflects the impact
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of the change in accounting principle and increased losses from discontinued
operations due to currency translation adjustments. Diluted loss per share
increased to a loss of $3.43 in fiscal 2003 compared with a loss of $2.24 in
fiscal 2002.

YEAR ENDED MARCH 31, 2002 COMPARED TO YEAR ENDED MARCH 31, 2001
REVENUES

Revenues for fiscal 2002 totaled $123.1 million, compared with $120.5
million for fiscal 2001, an increase of 2.2%. Fiscal 2002 revenues relating to
our Domestic Core Operations segment totaled $101.8 million, compared to $96.2
million in fiscal 2001, an increase of 5.8%. Revenues continued to increase for
our coatings services business, which was partially offset by declines in our
core cathodic protection business as a result of the sluggish energy-related
markets. Revenues from government contract awards totaled approximately $10.0
million during fiscal 2002.

Revenues relating to our Canadian Operations segment totaled $21.3 million,
compared to $24.3 million in fiscal 2002, a decrease of 12.3%. This decrease was
primarily due to lower levels of construction and material revenues.

GROSS PROFIT

On a consolidated basis, gross profit (defined as revenues less cost of
sales items) for fiscal 2002 totaled $35.7 million (29.0% of revenues) compared
to $35.2 million (29.2% of revenues) for fiscal 2001, an increase in gross
profit dollars of $0.5 million or 1.4%. Included in fiscal 2002 was $1.0 million
of expenses for the cessation of certain Mexican foundry operations.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative ("S,G&A") expenses for fiscal 2002
totaled $32.3 million (26.3% of revenues), compared with $35.5 million (29.5% of
revenues) for fiscal 2001, a decrease of 9.0%. In fiscal 2001 S,G&A expenses
included $1.9 million for the disposition of a small non-core business unit, the
consolidation
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of district offices, severance pay and other costs associated with the Company's
cost reduction programs and expenses accrued in connection with state regulatory
proceedings and anti-trust litigation involving the Company. See "Item

3 —— Legal Proceedings" for a discussion of the ongoing regulatory and
litigation matters.

OPERATING INCOME (LOSS)

Operating income for fiscal 2002 totaled $3.4 million, compared to an
operating loss of $0.4 million during fiscal 2001, an increase of $3.8 million.
The increase 1is the result of a number of cost reduction programs we implemented
in the latter part of fiscal 2001 and our continuing efforts to reduce our S,G&A
expenses.

INTEREST EXPENSE
Interest expense for fiscal 2002 totaled $5.1 million compared to $4.4
million in fiscal 2001. The decrease in debt year-over-year was offset by

increased interest rates in the latter fiscal year.

INCOME TAX PROVISION
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We recorded an income tax provision of $10.7 million for fiscal 2002,
compared to an income tax benefit of $0.9 million for fiscal 2001. Within the
fiscal 2002 tax provision is an increase in valuation allowance for our domestic
deferred tax asset of $10.5 million. Our effective rate is based on the
statutory rates in effect in the countries in which we operate. See Note 5,
Income Taxes, Notes to Consolidated Financial Statements included in Item 8 for
a reconciliation of our effective tax rates.

LOSS FROM CONTINUING OPERATIONS

As a result of the foregoing, loss from continuing operations in fiscal
2002 totaled $12.3 million, compared with a loss from continuing operations of
$3.8 million in fiscal 2001, a decrease of $8.5 million. The decrease is
primarily attributable to the valuation allowance for our deferred tax assets
taken in fiscal 2002 which was partially offset by our reduction in S,G&A
expense.

DISCONTINUED OPERATIONS

Loss from discontinued operations, net of income taxes totaled $5.9 million
for fiscal 2002, compared with a loss from discontinued operations of $4.4
million for fiscal 2001. The fiscal 2002 loss included a loss on investment in
our Australian subsidiary of $2.5 million.

NET LOSS

As a result of the foregoing, net loss for fiscal 2002 totaled $18.2
million, compared with a net loss of $8.3 million in fiscal 2001, an increase of
$9.9 million. The increase is primarily attributable to the valuation allowance
for our deferred tax assets taken in fiscal 2002 which was partially offset by
our reduction in S, G&A. Diluted loss per share increased to a loss of $2.24 in
fiscal 2002 compared with a loss of $1.07 in fiscal 2001.

LIQUIDITY AND CAPITAL RESOURCES

At March 31, 2003, we had working capital deficit of $28.1 million,
compared to a deficit of $40.9 million at March 31, 2002, an improvement of
$12.8 million. This improvement in working capital is due to a $6.2 million note
receivable related to the disposition of a non-strategic business unit and our
reduction in debt.

During fiscal 2003, cash provided by operating activities totaled $0.2
million, compared to $9.4 million in fiscal 2002. Cash provided by investing
activities totaled $0.2 million during fiscal 2003, which included $0.3 million
for capital expenditures that were offset by $0.5 million of proceeds from the
disposal of capital assets; while cash used by investing activities totaled $0.1
million during fiscal 2002, which included
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$0.6 million for capital expenditures partially offset by $0.5 million of
proceeds from the disposal of capital assets. Cash used by financing activities
totaled $11.5 million, substantially all of which was used to pay down debt
during fiscal 2003 compared to $5.3 million that was also used to pay down debt
during fiscal 2002.

In March 1999, the Company entered into an $80 million revolving credit
facility that expires on July 31, 2003 (the "Revolving Credit Facility").
Initial borrowings were used to repay existing domestic bank indebtedness.
Through a series of subsequent amendments, including an amendment executed by
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the Company on September 23, 2002 ("September 2002 Amendment") the size of the
Revolving Credit Facility was reduced to $37.5 million. In addition, the
September 2002 Amendment provides that any cash proceeds from the disposition of
targeted Company assets will be used to reduce the Revolving Credit Facility and
the Senior Notes in a ratio of 56% and 44%, respectively. Any net asset
disposition payments to reduce the Revolving Credit Facility will result in a
proportionate reduction in the lender's commitments in the Revolving Credit
Facility. Borrowings under the Revolving Credit Facility are further limited to
borrowing base amounts as defined. The September 2002 Amendment provides for
interest on borrowings at prime plus 5.00%. In addition, the September 2002
Amendment requires the Company to pay a facility fee of 1.00% on the commitment
amount . The Company executed another amendment on November 1, 2002 (the "Seventh
Amendment") which contained additional provisions for the improvement period and
also reset the net worth covenant. The Company also executed an amendment on
February 10, 2003 (the "Eighth Amendment") to modify certain terms and
conditions under which facility letters of credit may be issued.

In connection with the September 2002 Amendment, the Revolving Credit
Facility lender group received a warrant ("Revolving Credit Facility Warrant")
to purchase 467,000 of the Company's Common Shares at a purchase price of $0.01
per share exercisable at any time after July 31, 2003 until September 23, 2012.
The Revolving Credit Facility Warrant can be reduced up to 50% if the Company
partially pays the Revolving Credit Facility principal amount prior to July 31,
2003 or by up to 10% if targeted asset dispositions are completed and the
proceeds are used to paydown the debt levels but this is highly unlikely to be
fully utilized by July 31, 2003. Borrowings under the Revolving Credit Facility
are secured by the Company's domestic accounts receivable, inventories, certain
intangibles, machinery and equipment and owned real estate as well as certain
assets in Canada. The Company also has pledged slightly less than two-thirds of
the capital stock of two of its foreign subsidiaries. The Revolving Credit
Facility, as amended, requires the Company to maintain certain financial ratios
and places limitations on the Company's ability to pay cash dividends, incur
additional indebtedness and make investments, including acquisitions. The
Company was not in compliance with its net worth covenant and its operating
income before depreciation and amortization financial covenant of the Revolving
Credit Facility as of March 31, 2003 and there can be no assurance that the
Company will receive a waiver for these violations. At March 31, 2003, the
Company had $22.2 million outstanding under the Revolving Credit Facility. Total
availability under the Revolving Credit Facility at March 31, 2003 was
approximately $1.6 million, after giving consideration to the borrowing base
limitations under, the Revolving Credit Facility but this availability can be
revoked at any time due to the debt covenant violations.

Due to the fact that the Company's Revolving Credit Facility expires on
July 31, 2003, it will be necessary for the Company to amend this Revolving
Credit Facility to extend the expiration date. If the Company is unable to
negotiate an amendment to the Revolving Credit Facility, it will be necessary
for the Company to refinance or repay this debt. The Company cannot assure that
it will be able to accomplish such a transaction on terms acceptable to the
Company or at all. Failure to do so would have a material adverse effect on the
Company's liquidity and financial condition and could result in the Company's
inability to operate as a going concern. If the Company is unable to operate as
a going concern, it may file, or may have no alternative but to file, bankruptcy
or insolvency proceedings or pursue a sale or sales of assets to satisfy
creditors.

In January 1998, the Company issued, through a private placement, $30
million of Senior Notes due 2008 (the "Senior Notes"). The Senior Notes, as
amended, bear interest at 11.35% until July 31, 2003 and 11.85% on and after
July 31, 2003. In addition, the agreement relating to the Senior Notes, as
amended, provides for an additional fee of 1.00% per annum on the outstanding
principal amount of the Senior Notes. In connection with the September 2002
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Amendment, the Senior Notes lender received a warrant ("Senior Notes Warrant")
to purchase 467,000 of the Company's Common Shares at a purchase price of $0.01
per share exercisable at any time after July 31, 2003 until September 23, 2012.
The Senior Notes Warrant can be
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reduced up to 50% to the extent the Company partially pays the Revolving Credit
Facility principal and the Senior Notes principal prior to July 31, 2003 or by
up to 10% if targeted asset dispositions are completed and the proceeds are used
to paydown the debt levels but this is highly unlikely to be fully utilized by
July 31, 2003. The Senior Notes, as amended, require a principal payment of $7.6
million by July 31, 2003 and monthly principal payments of $0.4 million
commencing on August 15, 2003 ("Notes Principal Repayments") and are secured
equally and ratably with debt under the Revolving Credit Facility. In addition,
the Senior Notes provide that any cash proceeds from the disposition of targeted
Company assets will be used to reduce the Revolving Credit Facility and the
Senior Notes in a ratio of 56% and 44%, respectively. Any such additional
payments used to reduce the Senior Notes will result in an equal reduction in
the Notes Principal Repayments. The Company cannot assure that it will be able
to make Notes Principal Repayments when due. Failure to do so would result in a
default under the Senior Notes, in which case, the Senior Notes lender could
pursue its remedies for default, including acceleration of principal, which
would have a material adverse effect on the Company's liquidity and financial
condition and could result in the Company's inability to operate as a going
concern. If the Company is unable to operate as a going concern, it may file, or
may have no alternative but to file, bankruptcy or insolvency proceedings or
pursue a sale or sales of assets to satisfy creditors.

Within the Prudential Senior Notes Agreement is a yield maintenance amount
provision which ensures that the lender is paid the entire interest amount of
the note. The make-whole provision states that the Notes shall be subject to
prepayment, in whole at any time or from time to time in part, at the option of
the Company, at 100% of the principal amount so prepaid plus interest thereon to
the prepayment date and the yield maintenance amount, if any, with respect to
each Note. Any partial prepayment of the Notes which meets certain criteria
shall be applied against the principal amount of the Notes scheduled to become
due in the inverse order of maturity thereof. Fiscal 2003 results include an
interest charge of approximately $1.0 million relating to the yield maintenance
amount provisions of our Senior Notes agreement. The yield maintenance amount
provisions apply to certain optional prepayments of principle under the Senior
Notes. The Company does not agree with and is disputing the Note holder's
interpretation that certain payments from the proceeds of sales of certain
non-core and international business assets made during and after fiscal 2003 are
subject to the yield maintenance amount provisions. Further information about
the yield maintenance amount provisions is included in Note 3, Long-Term Debt,
Notes to Consolidated Financial Statements included in Item 8 of this Form 10-K.

During fiscal 2003, four non-strategic business units were sold. These
dispositions included Rohrback Cosasco Systems, Bass Trigon Software and two
smaller international offices. The proceeds from these dispositions were used to
pay down debt. For further information about our discontinued operations see
Note 2, Assets and Liabilities Held for Sale, Notes to Consolidated Financial
Statements included in Item 8 of this Form 10-K.

The Company is required to maintain certain financial ratios under the
Senior Notes. The Company was not in compliance with the financial covenants
under the Senior Notes as of March 31, 2003 and there can be no assurance that

the Company will receive a waiver for these violations.

The Company is negotiating agreements with its lenders to amend the current
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Revolving Credit Facility and Senior Note agreements and to address existing
violations. In addition to other terms and conditions, we expect to incur
interest rates on borrowings under the Revolving Credit Facility at a higher
applicable margin than under its existing provisions. We also intend to seek
during fiscal 2004 other financing to retire the Senior Notes and Revolving
Credit Facility. There can be no assurance however that we will be able to amend
the existing agreements or obtain other financing.

EFFECTS OF RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS
No. 143, "Accounting for Asset Retirement Obligations." Statement No. 143
requires entities to record the fair value of a liability for an asset
retirement obligation in the period in which it is incurred. When the liability
is initially recorded, the entity capitalizes the cost by increasing the
carrying amount of the related long-lived asset. Over time, the liability is
accreted to its present value each period and the capitalized cost is
depreciated over the remaining
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useful life of the related asset. Upon settlement of the liability, the entity
either settles the obligation for the amount recorded or incurs a gain or loss.
Statement No. 143 is effective for fiscal years beginning after June 15, 2002
(i.e. our fiscal year 2004). The adoption of SFAS No. 143 is not expected to
have a material effect on the Company's results of operations or financial
position.

In June 2002, the FASB issued Statement of Financial Accounting Standards
(SFAS) No. 146, "Accounting for Costs Associated with Exit or Disposal
Activities," which addresses financial accounting and reporting for costs
associated with exit or disposal activities and nullifies Emerging Issues Task
Force (EITF) Issue No. 94-3, "Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (including Certain
Costs Incurred in a Restructuring)." SFAS No. 146 is effective for exit and
disposal activities that are initiated after December 31, 2002.

In December 2002, SFAS No. 148, "Accounting for Stock-Based
Compensation ——- Transition and Disclosure —-- an amendment of FASB Statement No.
123" was issued. SFAS No. 148 amends FASB Statement No. 123, "Accounting for
Stock-Based Compensation," to provide alternative methods of transition for an
entity that voluntarily changes to the fair value based method of accounting for
stock-based employee compensation. In addition, SFAS No. 148 amends the
disclosure requirements of SFAS No. 123 to require prominent disclosures in both
annual and interim financial statements about the effects on reported net income
of an entity's method of accounting for stock-based employee compensation. SFAS
No. 148 is effective for the Company in its second fiscal quarter of 2003. The
Company does not intend to effect a voluntary change in accounting to the fair
value method, and accordingly, does not anticipate the adoption of SFAS No. 148
to have a significant impact on the Company's future results of operations or
financial position. The Company has adopted the disclosure provisions of SFAS
No. 148 as of March 31, 2003.

In April 2003, the FASB issued SFAS No. 149, "Amendment of Statement 133 on
Derivative Instruments and Hedging Activities," and in May 2003 SFAS No. 150 was
issued, "Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity." We have not yet determined the impact, if any, on
our financial statements of SFAS No. 149 and SFAS No. 150, which are effective
in our fiscal year 2004.

In November 2002, the FASB issued Interpretation No. 45 "Guarantor's
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Accounting and Disclosure requirements for Guarantees, Including Indirect

Guarantees of the Indebtedness of Others." Interpretation 45 expands on the
accounting guidance of Statements No. 5 "Accounting for Contingencies," No. 57
"Related Party Disclosures," and No. 107 "Disclosures about Fair Value of

Financial Instruments" and incorporates without change the provisions of
Interpretation No. 34 "Disclosure in Indirect Guarantees of Indebtedness of
Others, an Interpretation of FASB Statement No. 5" which is being superceded.
Interpretation 45 elaborates on the existing disclosure requirements for most
guarantees, including loan guarantees such as standby letters of credit. It also
clarifies that at the time an entity issues a guarantee, the entity must
recognize an initial liability for the fair value, or market value, of the
obligations it assumes under that guarantee and must disclose that information
in its interim and annual financial statements. The initial recognition and
measurement provisions of Interpretation 45 apply on a prospective basis to
guarantees issued or modified after December 31, 2002, regardless of an entity's
year—-end. The disclosure requirements of Interpretation 45 are effective for
financial statements of interim or annual periods ending after December 15,
2002. Accordingly, the Company adopted the disclosure requirements of
Interpretation 45 for the year ended March 31, 2003 and the interpretation in
its entirety as of January 1, 2003. The adoption of Interpretation 45 did not
have a material impact on the Company's results of operations or financial
position.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
MARKET RISK DISCLOSURES

In the normal course of business, our operations are exposed to continuing
fluctuations in foreign currency values and interest rates that can affect the
cost of operating and financing.
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INTEREST RATE RISK

Our primary interest rate risk exposure results from our Revolving Credit
Facility, Senior Notes and various smaller lines of credit that we maintain with
foreign banks. If interest rates were to increase 200 basis points (2%) from
March 31, 2003 rates, and assuming no changes in debt from the March 31, 2003
levels, the additional annual interest expense would be approximately $1.0
million.

FOREIGN OPERATIONS AND FOREIGN CURRENCY EXCHANGE RISK

Our foreign subsidiaries generally conduct business in local currencies.
During fiscal 2003, the Company recorded a favorable foreign currency
translation adjustment of $1.6 million in equity related to net assets located
outside the United States. This foreign currency translation adjustment resulted
primarily from the weakening of the United States dollar in relation to the
Canadian dollar. Our foreign operations are also subject to other customary
risks of operating in a global environment, such as unstable political
situations, the affect of local laws and taxes, tariff increases and regulations
and requirements for export licenses, the potential imposition of trade or
foreign exchange restrictions and transportation delays. We have international
operations excluding those in Canada that are reported as net assets held for
sale in the consolidated balance sheets and these assets can be effected by
foreign currency exchange risk that could effect the selling price of these
assets. Also during fiscal 2003, discontinued operations recorded charges to
selling, general and administrative expenses totaling $3.7 million related to
currency translation.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors and Shareholders
Corrpro Companies, Inc.:

We have audited the accompanying consolidated balance sheets of Corrpro
Companies, Inc. and subsidiaries (Company) as of March 31, 2003 and 2002, and
the related consolidated statements of operations, shareholders' equity, and
cash flows for each of the years in the three-year period ended March 31, 2003.
These consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the financial position of Corrpro
Companies, Inc. and subsidiaries as of March 31, 2003 and 2002, and the results
of their operations and their cash flows for each of the years in the three-year
period ended March 31, 2003, in conformity with accounting principles generally
accepted in the United States of America.

The accompanying consolidated financial statements have been prepared
assuming that the Company will continue as a going concern. As discussed in note
3 to the consolidated financial statements, at March 31, 2003, the Company has
suffered recurring losses from operations and was not in compliance with certain
financial covenants contained in its banking agreements. These matters raises
substantial doubt about the Company's ability to continue as a going concern.
Management's plan in regard to these matters is also described in note 3. The
consolidated financial statements do not include any adjustments that might
result from the outcome of these uncertainties.

As discussed in note 1, to the accompanying consolidated financial
statements, effective April 1, 2002, the Company adopted the provisions of
Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other
Intangible Assets.

/s/ KPMG LLP

Cleveland, Ohio
June 20, 2003
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CORRPRO COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
MARCH 31, 2003 AND 2002
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(IN THOUSANDS)

ASSETS

CURRENT ASSETS:
Cash and cash equivalents...........

Accounts receivable, less allowance for doubtful accounts
of $531 and $1,779 at March 31, 2003 and 2002,

respectively. ...ttt
Note receivable....... ... ..
Inventories. . vt ittt ettt eeeeeen
Prepaid expenses and other..........
Assets held for sale................

Total current assets..............
PROPERTY, PLANT AND EQUIPMENT:

Buildings and improvements..........
Equipment, furniture and fixtures...

Less accumulated depreciation.......
Property, plant and equipment, net..

OTHER ASSETS:
Goodwill, net......ii it
Deferred income taxes...............
Other assets. .ottt

Total other assets................

LTABILITIES AND

CURRENT LIABILITIES:
Short-term borrowings...............
Current portion of long-term debt...
Accounts payable..........ci...
Accrued liabilities and other.......
Liabilities held for sale...........

Total current liabilities.........

LONG-TERM DEBT, NET OF CURRENT PORTION
DEFERRED INCOME TAXES........cciveen..
COMMITMENTS AND CONTINGENCIES.........
SHAREHOLDERS' EQUITY:

SHAREHOLDERS EQUITY

Serial Preferred Shares, voting, no par value; 1,000

shares authorized and unissued....
Common Shares, voting, no par wvalue,

at stated value;

40,000 shares authorized; 8,538 shares issued in 2003

and 2002; 8,439 and 8,288 shares outstanding in 2003 and

Additional paid-in capital..........
Accumulated earnings (deficit)......
Accumulated other comprehensive loss

2003 2002
$ 5,514 $ 3,959
16,809 22,575
6,232 -
7,066 8,469
3,713 3,371
14,600 40,936
53,934 79,310
443 592
4,897 6,158
15,312 15,030
20,652 21,780
(13,969) (13,389)
6,683 8,391
13,343 18,859
3,023 3,403
16,366 22,262
$ 76,983 $109, 963
$ 61 $ -
50,415 61,668
7,282 8,636
9,671 9,009
7,236 5,153
74,665 84,466
765 1,018
354 622
2,276 2,276
46,560 46,993
(45,076) (16,251)
(1,597) (7,002)
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Common Shares in treasury, at cost; 99 and 250 shares held
in 2003 and 2002. ..ttt ittt et ettt e e e e (964) (2,159)

Total shareholders' eqUity ... .t ii ittt eeenns 1,199 23,857

The accompanying Notes to Consolidated Financial Statements
are an integral part of these statements.
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CORRPRO COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED MARCH 31, 2003, 2002 AND 2001
(IN THOUSANDS, EXCEPT PER SHARE DATA)

2003 2002 2001

REVENUE S ¢ v v v v v e e e e e eae e e s eeeeeeaneeeesseeeneeeaeeeeeneenennas $104,220 $123,058 $120,489
Operating costs and expenses:

COST Of SALES . it ittt ittt ettt et e ettt ettt et et eeeeaeaeas 71,607 87,326 85,325

Selling, general and administrative expenses.............. 29,788 32,327 35,535
Operating InComME (L1OSS) c v v vttt ine ettt eeeeeeeeeeaaeeeeenns 2,825 3,405 (371)
TNt EresSt EXPEN S . ¢ ittt ettt et e et ettt eae et 5,907 5,055 4,401
Loss from continuing operations before income taxes......... (3,082) (1,650) (4,772)
Provision (benefit) for income taxes.......uiiiiiiniennnenn (331) 10,669 (934)
Loss from continuing operationsS.........ciiiiittennnnennnn (2,751) (12,319) (3,838)
Discontinued operations:

Loss from operations, net of income taxes................. (9,931) (5,898) (4,443)

Gain on disposals, net of income taxes..........iieunnnnn.. 2,095 - -
Loss before Cumulative effect of change in accounting

e Y 1§ = 0 (10,587) (18,217) (8,281)
Cumulative effect of change in accounting principle......... (18,238) - -
L= S Y0 == T $(28,825) $(18,217) $ (8,281)
Loss per share —-- Basic:

Loss from continuing operations.........ueieenneeeeeeennnsn $ (0.33) $ (1.52) $ (0.50)

Discontinued operations:

Loss from operations, net of income taxes................. (1.18) (0.72) (0.57)

Gain on disposal, net of income taxes.........iiiinnenann. 0.25 - -
Loss before Cumulative effect of change in accounting

o3t I oW 1§ o 8 (1.26) (2.24) (1.07)
Cumulative effect of change in accounting principle......... (2.17) - -
LS N Y0 7= S (3.43) S (2.24) S (1.07)
Weighted average shares outstanding —-- Basic................ 8,387 8,119 7,736
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Loss per share —-- Diluted:
Loss from continuing operations........iueiienneeeeeeennnsn $ (0.33) $ (1.52) $ (0.50)
Discontinued operations:
Loss from operations, net of income taxes................. (1.18) (0.72) (0.57)
Gain on disposal, net of income taxes.........iiiiiiiiinn 0.25 - -

Loss before Cumulative effect of change in accounting

o3t I oW 1§ o (1.26) (2.24) (1.07)
Cumulative effect of change in accounting principle......... (2.17) - -
L= N Y0 7= S (3.43) S (2.24) S (1.07)
Weighted average shares outstanding —-- Diluted.............. 8,387 8,119 7,736

The accompanying Notes to Consolidated Financial Statements
are an integral part of these statements.
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CORRPRO COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
FOR THE YEARS ENDED MARCH 31, 2003, 2002 AND 2001
(IN THOUSANDS)

ACCUMULATED
OTHER COMM
SERTIAL ADDITIONAL COMPREHENSIVE SHAR
PREFERRED COMMON PATD-IN ACCUMULATED INCOME IN
SHARES SHARES CAPITAL EARNINGS (LOSS) TREAS
March 31, 2000............ S—-— $2,276 $51,486 $ 10,247 $(1,699) $(8,0
Comprehensive Loss:
Net 10oSS. ... —— —— —— (8,281) ——
Minimum pension
liability, net of
tax of $142......... - - - - (366)
Cumulative translation
adjustment.......... —— —— —— —— (4,614)
Total Comprehensive
LOSS ettt it iiiinnnn —= —= —= - -
Exercise of 2 stock
options............... - - 4 - -
Issuance of 208 Treasury
Shares. ..., —— —— (1,511) —— —— 2,0
March 31, 2001............ - 2,276 49,979 1,966 (6,679) (6,0
Comprehensive Loss:
Net 10SS. ... —— —— —— (18,217) ——
Minimum pension
liability, net of
tax of $74.......... - - - - (132)
Cumulative translation
adjustment.......... —— —— —— —— (191)
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Total Comprehensive

Issuance of 391 Treasury
Shares. ..., —— —— (2,986) —=

March 31, 2002............ - 2,276 46,993 (16,251
Comprehensive Loss:
Net 1oSS. ... —— —— —— (28,825
Write-off Translation
adjustment related
to Discontinued
operations.......... - - - -
Write-off of minimum
pension liability
related to
Discontinued
operations.......... - - - -
Cumulative translation
adjustment.......... - - - -

Total Comprehensive

LOSS et i ittt i i eee e - - - -
Issuance of 934 Stock
Warrants.............. - - 626 -
Issuance of 151 Treasury
Shares. ..., —— —— (1,059) —=
March 31, 2003............ S—— $2,276 $46,560 $(45,076

The accompanying Notes to Consolidated Financial Statements
are an integral part of these statements.
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CORRPRO COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED MARCH 31, 2003, 2002 AND 2001
(IN THOUSANDS)

Cash flows from operating activities:
1 LS 1N 7= $(28,825)
Adjustments to reconcile net loss to net cash provided
(used) by continuing operations:

Loss on discontinued operations...........ccoiiiieeeenn. 7,836
Depreciation and amortization...........c..ciiiiiiinnnn.. 3,027
401K matching contributions in Treasury shares......... 136
Deferred IinNCOME LaAXES ... u ittt teeeeeeeeeeeeeneeneeneean (344)
Loss on sale Of asSSeL S . it i ittt ittt et teeteeeneeanns (11)
Cumulative effect of change in accounting principle.... 18,238

Changes in operating assets and liabilities, net of effects
of acquisitions:
Accounts and notes receivable........ ittt 176
598 ol sl X == 1,752

3,301

498

1,606

$(18,217)

5,898

4,142
841

6,737
(87)

4,898
4,323

$(8,281)

4,443

4,201

360
(2,576)
(82)

(3,417)
625
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Prepaid expenses and other....... ... iinnnnn. (314) 2,821
(O] ol o TS Al = S it (698) (1,174)
Accounts payable and accrued EXPEeNSEeS . ...t eeenneeeeeeenns (744) (832)
Total adjustment s . vttt ittt e ettt e eaeenn 29,054 27,567
Net cash provided (used) by continuing
[0 TS a1 il I ) o = R 229 9,350
Cash flows from investing activities:
Additions to property, plant and equipment................ (351) (588)
Proceeds from disposal of property, plant and equipment... 507 495
Net cash provided (used) by investing
P T w0 v 1wl I == 156 (93)
Cash flows from financing activities:
Net payment under revolving credit facility and lines of
Credit . v e e e e e e e (11,534) (5,362)
Net proceeds from issuance of Common Shares............... - 40
Net cash provided (used) by financing
PRl e I v 1 e == (11,534) (5,322)
Effect of changes in foreign currency exchange rates on
[ =2 o 1 154 (5)
Cash provided by (used for) discontinued operations......... 12,550 (3,174)
Net increase In Cash. ...ttt ittt ittt et ettt ee e e 1,555 756
Cash and cash equivalents at beginning of year.............. 3,959 3,203
Cash and cash equivalents at end of year.........ccuvueennn.. $ 5,514 $ 3,959

The accompanying Notes to Consolidated Financial Statements
are an integral part of these statements.
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CORRPRO COMPANIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED MARCH 31, 2003, 2002 AND 2001
(In Thousands, Except Per Share Data)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
CONSOLIDATION AND BASIS OF PRESENTATION

The consolidated financial statements include the accounts of Corrpro
Companies, Inc. and its subsidiaries (the "Company"). All significant
intercompany accounts and transactions have been eliminated in consolidation.
Certain fiscal 2002 and 2001 amounts have been reclassified to conform with the
fiscal 2003 presentation.

The Company's operations provide corrosion control engineering and
services, systems and equipment to the infrastructure, environmental and energy
markets throughout the world.

In July 2002, the Company's Board of Directors approved a formal business
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restructuring plan. The multi-year plan includes a series of initiatives to
improve operating income and reduce debt. The Company intends to sell non-core
business units and use the proceeds to reduce debt. The Company has engaged
outside professionals to assist in the disposition of the domestic and
international non-core business units. Prior to the quarter ended September 30,
2002, the Company's non-core domestic and international units were reported as
the Other Operations and International Operations reporting segments. Effective
as of the quarter ended September 30, 2002, the Other Operations and the
International Operations reporting segments have been eliminated and the
non-core domestic and international units are reported as discontinued
operations. Prior-year financial statements have been reclassified to reflect
these non-core units as discontinued operations, which are also referred to as
"assets and liabilities held for sale."

CASH AND CASH EQUIVALENTS

Cash and cash equivalents consist of cash and highly liquid investments
with an original maturity of three months or less.

ACCOUNTS RECEIVABLE

The Company records estimated allowances for uncollectible accounts
receivable based upon the number of days the accounts are past due, the current
business environment and specific information such as bankruptcy or liquidity
issues of customers. Historically, losses for uncollectible accounts receivable
have been within management's estimates. Corrosion control services and products
are provided to a large number of customers with no substantial concentration in
a particular industry or with an individual customer. The Company performs
ongoing credit evaluations of its customers' financial condition.

Accounts receivable are presented net of allowances for doubtful accounts
of $531 and $1,779 at March 31, 2003 and 2002, respectively. Bad debt expense
totaled $452, $532 and $813 in fiscal 2003, 2002 and 2001, respectively. Trade
receivables written off, net of recoveries of prior years write-offs, totaled
$1,700, $873 and $393 in fiscal 2003, 2002 and 2001, respectively.

INVENTORIES
Inventories are valued at the lower of cost or market with cost being

determined on the first-in, first-out method. Inventories consist of the
following at March 31, 2003 and 2002:

2003 2002
Component parts and raw materialsS. ... . e e e e e e eeeennnnns $5,005 $5,624
Finished goods . . vt it i ittt ittt e ettt ettt e et e eaaeeaeaes 2,061 2,845
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Disposals of obsolete inventory, net of proceeds, totaled $149, $183 and
$1,728 in fiscal 2003, 2002 and 2001, respectively.

PROPERTY, PLANT AND EQUIPMENT
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Property, plant and equipment are stated at cost. Major renewals and
improvements are capitalized, while maintenance and repairs are expensed when
incurred. The cost and accumulated depreciation for property, plant and
equipment sold, retired or otherwise disposed of are removed from the accounts
and resulting gains or losses are reflected in income.

Substantially all of the Company's operations compute depreciation on the
straight-line method. Depreciation for the Company's Canadian Operations segment
is computed on the declining balance method. Estimated useful lives range from
25 to 40 years for buildings and from 4 to 10 years for equipment, furniture and
fixtures. Leasehold improvements are depreciated over the term of the lease. For
income tax reporting purposes, depreciation is computed principally using
accelerated methods.

Depreciation expense totaled $1,937, $2,429 and $2,
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