


is an international manufacturer and distributor

of heavy-duty off-highway power transmission
equipment. Company engineers work hand-in-hand
with customers and engine manufacturers to design
products with characteristics unique to their specific
applications. Twin Disc supplies the commercial,
pleasure craft and military segments of the marine
market with transmissions, surface and waterjet
drives and electronic controls. Its off-highway
transmission products are used in agricultural, all-
terrain specialty vehicle and military applications.
Twin Disc also sells industrial products such as power
take-offs, mechanical, hydraulic, and modulating
clutches and control systems to the agricultural,
environmental and energy and natural resources
markets. The Corporation, which is a multinational
organization headquartered in Racine, Wisconsin,
currently has a diverse shareholder base with
approximately one-third of the outstanding shares
held by management, active and retired employees

and other long-term investors.



Net Sales

Net Earnings

Basic Earnings Per Share

Diluted Earnings Per Share

Dividends Per Share

Average Shares Outstanding For The Year
Fully Diluted Shares Outstanding For The Year

Net Sales

Gross Profit

Net Earnings (Loss)

Basic Earnings (Loss) Per Share
Diluted Earnings (Loss) Per Share
Dividends Per Share

Stock Price Range (High-Low)

Net Sales

Gross Profit

Net Earnings

Basic Earnings Per Share
Diluted Earnings Per Share
Dividends Per Share

Stock Price Range (High-Low)

$179,385
2,058
0.73

0.73

0.70
2,807,832
2,807,832

$40,631
8,546

272

0.10

0.10

0.175
16.20-14.16

$41,349
9,744

906

0.32

0.32

0.175
17.81-15.75

$180,786
6,169
2.20

2.20

0.70
2,807,832
2,807,955

$43,986
9,962

423

0.15

0.15

0.175
14.55-12.25

$44,025
10,456

960

0.34

0.34

0.175
17.31-14.25

2002

$177,987
3,773
1.34

1.34

0.70
2,820,534
2,820,730

$41,928
9,614

(37)

(0.01)

(0.01)

0.175
16.75-14.00

$47,642
11,878
4,033

1.44

1.44

0.175
15.09-13.06
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$52,840
12,117
1,400

0.49

0.49

0.175
16.95-14.00

$47,770
11,617

270

0.10

0.10

0.175
17.30-14.25

In thousands of dollars except per share and stock price range statistics.

$179,385
40,239
2,058

0.73

0.73

0.70
16.95-12.25

$180,786
43,695
6,169

2.20

2.20

0.70
17.81-13.06



SHAREHOLDERS

Fiscal 2002 proved to be noteworthy

in many respects for Twin Disc as we
introduced a new product line — our
QuickShift" high-performance marine
transmissions — and generated increased
cash flow in a soft economic environment.
Despite the slowdown, we improved our
customer response time and continued
sharpening the skills and competencies of

our associates around the world.

Net sales of $179.4 million for the full
fiscal year were approximately flat com-
pared with $180.8 million in fiscal 2001.
However, revenues would have declined by
about 8 percent were it not for the addi-
tion of first-year revenues from our NICO
Transmission Company (NTC) joint venture

established at the end of fiscal 2001.

Net earnings were $2.1 million, or $0.73
per share, compared with $6.2 million, or
$2.20 per share, in fiscal 2001. Last year’s
financial results reflected two significant
unusual events: a pretax gain associated
with the sale of the company’s minority
ownership position in Niigata Converter
Company; and a pretax charge related to
restructuring and other unusual events.
These offsetting factors resulted in a net
pretax gain of approximately $500,000,
which added $0.06 per share to fiscal
2001 reported earnings.

2002
2001

2000

1999

Fiscal 2002 earnings were reduced by
lower operating margins that resulted from
the year’s sales mix, new-product
investments that were expensed as
incurred, uneven order levels throughout
the year, and currency fluctuations. These
factors were partially mitigated by lower

interest rates.

Operations Review The easing of

demand that started late in fiscal 2001
continued through most of fiscal 2002.

A sharp contraction in orders for pleasure
craft marine transmissions was offset by
the addition of revenues from the newly
formed NTC joint venture that supplies
marine transmissions to the Japanese,
Korean and other international commercial
marine markets. Elsewhere, commercial
marine activity remained constant along
the U. S. Gulf Coast, while demand for
propulsion products improved during the

year. Land-based transmissions

2002
2001
2000

1999

held steady, as the second half benefited
from shipments of specialized cross-drive
transmissions used in tracked vehicles by
the U.S. military. Industrial power take-off
shipments maintained volumes consistent

with the previous year.

On slightly reduced revenues, our domestic
manufacturing facilities reported improved
operating income for the 12 months
reflecting a favorable product mix, the
restructuring taken at the end of fiscal
2001 and further cost-reduction activities
initiated during the year. This was not

the case, however, in Europe where our
Belgian facilities were unable to offset the
impact of lost volume with cost improve-
ments. Our Italian operations continued to

show improved sales and earnings.

Results from our marketing subsidiaries
reflected regional economic activity with
our operations experiencing weaker mar-
ket conditions and more intense competi-
tion caused by the continuing strength of
the U.S. dollar.

Cash Flow and Financial Condition

Operating cash flows increased to

$13.1 million in fiscal 2002, up from $7.4
million the previous year due primarily to
inventory reductions and lower pension
contributions. As a result, total debt was
reduced by $7.9 million during the year
and stood at $23.1 million at June 30,
2002, or 28% of total capitalization.

Dividends



Capital expenditures for the year totaled
$2.1 million compared with $3.5 million in
fiscal 2001. Spending has been targeted at
core competency manufacturing cells and
will be increased in the coming year to

support further development of key cells.

The company’s balance sheet remains

strong and there are no off balance sheet
arrangements. We continue to have suffi-
cient liquidity for near-term requirements

as well as capacity for longer-term needs.

During this recessionary
period, the addition of NTC results allowed
us to maintain flat revenues for the year;
but, we are not satisfied with the lack of
growth during the past three years. More
aggressive sales activity along with new
product introductions, such as the high-
performance QuickShift marine transmis-
sions and the Z Drive submerged propeller
propulsion system, is creating improved
expectations for our core businesses. In
addition, we expect a cyclical recovery will

add to our top line in the coming months.

Beyond these core products and markets,
we have been actively seeking acquisi-
tions that will add value to the company,
and we continue to pursue opportunities
for strategic alliances to enhance our
product offering and improve competitive-
ness. As value buyers, we intend to add
complementary products and distribution
channels that will be accretive to earnings

within one year.

Developing our employees to
meet the changing needs of the global
business community in an increasingly

smaller world continues to be the primary

focus for our human resource management.

Working together with our worldwide cus-
tomers and company associates requires
new skills and competencies so that we
can continue to operate productively and
effectively. Evolving technologies require
that our employees continue to learn and
develop quickly in order to maintain and

advance the company’s expertise.

We are pleased to report that nearly 100%
of our employees now participate in our
performance management system, recently
implemented to encourage individual
growth and development. Focus in the
coming year will be on achieving substan-
tive improvements in personal develop-

ment based on this program.

2002 + TWIN DISC, INCORPORATED

Employment in these competitive times
requires flexibility. At all levels of the
organization - from the production floor
to the corporate offices - our employees
are adapting to new ideas and processes.
We appreciate their willingness to accept
change and applaud their efforts in
response to this new and challenging

business environment.

Our commitment to qual-
ity requires that our customers receive
exemplary service and support and that
our products meet the highest standards of
technical excellence. Maintaining the same
high standards in our procurement and
production activities is critical to exceeding
the market’s quality expectations. In short,

we strive for total customer satisfaction.

Over the past few years, our focus has
been on improving delivery and lead times
to our customers. We are pleased to report
that improvements already made allow our
customers to now operate with minimal
inventories. A further result has been that,
with shorter lead times, our backlog of

orders has dropped.

Due to the cyclical
recession being experienced, we have not
achieved the performance objectives we set
for ourselves. Rather than grow, our earn-
ings decreased this past year and return
on net assets employed (RONAE) declined.
Nevertheless, productivity improvements
and cost reductions were made -
especially in our domestic operations

where margins improved during the year.



We remain committed to providing
consistently improving earnings per

share and returns on capital. While

top line growth will be an important
ingredient in that improvement, better
gross margins are critical to accomplishing
our goals. New cost-reduction initiatives
are underway to build on the improve-
ments already made in recent years,

and we will continue to explore margin

enhancing opportunities.

During the year,
several officer appointments were
made to strengthen the Twin Disc

management team for the future.

The following were named to new corpo-
rate officer positions: James E. Feiertag
was elected Executive Vice President
responsible for global manufacturing
operations and engineering. Previously,
he was Vice President - Manufacturing.
John H. Batten, formerly Commercial
Manager - Propulsion, was promoted

to Vice President & General Manager -
Marine responsible for strategic

planning, product development and

sales. Fred H. Timm, previously Controller
and Secretary, was named Vice President
Administration & Secretary responsible for

corporate control, accounting and taxes.

In conjunction with these moves, Lance
J. Melik continued as Vice President

& General Manager - Industrial and
Transmission and Vice President —
Corporate Development. Remaining as
Vice President - Global Distribution
was H. Claude Fabry.

As we move into fiscal 2003, our outlook

is guarded.

Twin Disc’s consolidated backlog of

new orders to be shipped in the next six
months was $31 million at June 30, 2002,
versus $39 million at the end of fiscal
2001. The reduction in backlog reflects
not only the softness in the current
economy, but also the improved respon-

siveness of our manufacturing operations.

s

Michael H. Joyce
President, Chief Operating Officer

Market indicators, as well as our
historical patterns, are signaling that a
cyclical recovery may be underway;
however, we cannot confidently predict
the turnaround at this point. We have
warned of a potential seasonal loss for
the first quarter, and the second quarter
also may be slow. However, we expect
improving results for the second half of

the year.
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Michael E. Batten

Chairman, Chief Executive Officer



MARINE TRANSMISSIONS

After very strong sales in FY 2001,
Twin Disc sales of marine transmissions into world pleasure craft
markets softened in FY 2002. This slowdown, which began in the
fourth quarter of last year, primarily was due to global decline in new

boat production.

North America, the largest pleasure craft market, was especially hard
hit as the U.S. economy slowed. Lower new boat production, coupled
with the strengthening of the Euro versus the U.S. dollar, negatively

impacted marine transmission output in our Belgium facility.

However, there were some positive signs in marine activity. Boat
builders in Australia and Southeast Asia, who export a high
percentage of product to North America, and the sport fishing boat
manufacturers in North America were beginning to show sales growth

in the second half of the year.

In addition, the introduction of the
new QuickShift™ marine transmis-
sion line at the Miami International
Boat Show in February generated
much enthusiasm from boat build-
ers and buyers. A 48’ demonstration pleasure craft equipped with
QuickShift showed how this product allows much faster and smoother
shifting than any other transmissions in the market. In addition, a
trolling “go slow” feature improves speed control during slow speed
operation. This permits better maneuverability under slow speed oper-
ations such as docking and undocking. Boat owners of all levels of
experience will immediately appreciate the benefits of more responsive

boat handling.

Our current line of pleasure craft marine transmissions is being
redesigned to offer the QuickShift configuration. A number of boat
builders have already placed significant orders for our initial two
models, helping to stimulate increased cash flow in this current soft
economic environment. Sales for QuickShift products will begin in

early FY 2003.

2002 + TWIN DISC, INCORPORATED

Marine transmission sales into work boat and
fishing boat markets in FY 2002 continued to experience growth over
previous years. Sales to global markets were mixed, but stronger sales
in the North American markets contributed to an overall favorable

year for our work boat marine transmissions.

Sales in Southeast Asia were off considerably from the previous year
due to economic and political conditions in this sector. Since most of
the Twin Disc products sold into the Southeast Asian market are made
in our Racine manufacturing facility, we continue to be challenged
by the advantage the weak Euro affords European manufactured
products. However, this regional dynamic was partially mitigated by
the addition of revenues from the newly formed NTC joint venture
that supplies marine transmissions to the Japanese, Korean and other

international commercial marine markets.

Construction of high horsepower
trawler style fishing boats, during

the first three quarters of FY 2002,
continued to be our best heavy-duty
fishing boat market. Most of this
activity occurs in the U. S. Gulf Coast,

a traditionally strong market for Twin



Disc products. Fishing boat construction remains very slow in the U.S.
West Coast market due to depressed prices for several of the dominant
commercial fish species. During the fourth quarter our trawler boat
business also began to decline. New shrimp trawler production has
traditionally been a very cyclical market with steep declines after a

saturation point occurs.

Sales of marine transmissions into the crew boat market remained
steady with moderate levels of new crew boat construction. The
number of crew boats produced is in decline while the size and horse-
power of the new generation of crew boats continues to grow. Our
ongoing introduction of larger model marine transmissions has helped
us maintain a healthy market share. Twin Disc continues to lead

the market with new technology for the control of vessel operation

through advances in marine transmission and control system design.

MARINE PROPULSION PRODUCTS

Twin Disc propulsion products accomplished additional sales growth
this year. Arneson Surface Drives sales showed steady improvement
in large high performance pleasure craft and patrol boat applications
around the world. The Arneson Surface Drive is recognized as the
most advanced product of its kind in design and reliability in the fast

boat markets.

Also this year, we completed an agreement
to produce a new lower horsepower range
of stern drives that directly connect to
Twin Disc marine transmissions. This prod-
uct line will enable us to compete with

stern drive manufacturers in additional

high performance boat markets. = =

While we made significant new applications with both pleasure craft
and commercial boat builders, our marine electronic control sales this
year were impacted by the general decline of the pleasure craft mar-
ket. The development of our new EC-251 control product, used with
the new QuickShift marine transmissions, will add to future marine

electronic controls sales, as the QuickShift systems gain popularity.

Twin Disc waterjet sales continued to grow in the commercial and
military markets. Our initial penetration of the military and law
enforcement agency markets in the United States is the result of a
long-term aggressive sales initiative that is beginning to pay
dividends. With the buildup of port security and intervention
capabilities around this country, Twin Disc should experience more

waterjet business in the coming years.

INDUSTRIAL PRODUCTS

Twin Disc’s industrial business continued to demonstrate good results,
maintaining near record volume levels, while our key irrigation, oil-

field, construction and recycling markets had varied demand patterns.
Pump drives manufactured by Twin Disc Technodrive continue to gain

new business by adding some new customers in North America.

During the year we introduced the new 1G5202
hydraulic reduction gear with good initial orders
from the recycling market. We also gained busi-
ness with our 4-2600 gas turbine drive, because
of increasing requirements for new electrical
energy supplies. Demand for Universal Control
Drives (UCDs) improved, thanks to Russian

pumping applications in pure water plants.

Twin Disc automatic transmission systems are targeted
at the global “All-Wheel-Drive” on/off-highway vehicle market. This last
year we developed new transmission system applications for commercial
vehicles at new customers. Plus we added another Aircraft Rescue and
Fire Fighting (ARFF) vehicle manufacturer to our ever-expanding list of
transmission customers. We continued to support military tactical

demonstration vehicles to enhance future business potential.

Our combat vehicle military business continued at high levels with

ongoing contracts for cross-drive transmissions and steer units.

During this last year we continued the successful market introduction
of our 3000-horsepower 8500 transmission used for oilfield fracturing

service, and we see good future demand for this product.
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PART I

Item 1. Business

Twin Disc was incorporated under the laws of the state of Wisconsin in 1918. Twin Disc designs, manufactures and sells heavy duty off-high-
way power transmission equipment. Products offered include: hydraulic torque converters; power-shift transmissions; marine transmissions and
surface drives; universal joints; gas turbine starting drives; power take-offs and reduction gears; industrial clutches; fluid couplings and control
systems. The Company sells its products to customers primarily in the construction equipment, industrial equipment, government, marine, energy
and natural resources and agricultural markets. The Company’s worldwide sales to both domestic and foreign customers are transacted through a
direct sales force and a distributor network. There have been no significant changes in products or markets since the beginning of the fiscal year.
The products described above have accounted for more than 90% of revenues in each of the last three fiscal years.

Most of the Company’s products are machined from cast iron, forgings, cast aluminum and bar steel which generally are available from
multiple sources and which are believed to be in adequate supply.

The Company has pursued a policy of applying for patents in both the United States and certain foreign countries on inventions made in the
course of its development work for which commercial applications are considered probable. The Company regards its patents collectively as
important but does not consider its business dependent upon any one of such patents.

The business is not considered to be seasonal except to the extent that employee vacations are taken mainly in the months of July and August
curtailing production during that period.

The Company’s products receive direct widespread competition, including from divisions of other larger independent manufacturers. The
Company also competes for business with parts manufacturing divisions of some of its major customers. Primary competitive factors for the
Company’s products are performance, price, service and availability. Ten customers accounted for approximately 44% of the Company’s consoli-
dated net sales during the year ended June 30, 2002. Sewart Supply, Inc., an independent distributor of Twin Disc products, accounted for approxi-
mately 11% of consolidated net sales in 2002.

Unfilled open orders for the next six months of $31,484,000 at June 30, 2002 compares to $39,405,000 at June 30, 2001. Since orders are
subject to cancellation and rescheduling by the customer, the six-month order backlog is considered more representative of operating conditions
than total backlog. However, as procurement and manufacturing “lead times” change, the backlog will increase or decrease; and thus it does not
necessarily provide a valid indicator of the shipping rate. Cancellations are generally the result of rescheduling activity and do not represent a
material change in backlog.

Management recognizes that there are attendant risks that foreign governments may place restrictions on dividend payments and other move-
ments of money, but these risks are considered minimal due to the political relations the United States maintains with the countries in which the
Company operates or the relatively low investment within individual countries. The Company’s business is not subject to renegotiation of profits or
termination of contracts at the election of the Government.

Engineering and development costs include research and development expenses for new product development and major improvements
to existing products, and other charges for ongoing efforts to refine existing products. Research and development costs charged to operations
totaled $1,887,000, $1,929,000 and $1,852,000 in 2002, 2001 and 2000, respectively. Total engineering and development costs were $6,569,000,
$5,791,000 and $6,322,000 in 2002, 2001 and 2000, respectively.

Compliance with federal, state and local provisions regulating the discharge of materials into the environment, or otherwise relating to the pro-
tection of the environment, is not anticipated to have a material effect on capital expenditures, earnings or the competitive position of the Company.

The number of persons employed by the Company at June 30, 2002 was 936.

A summary of financial data by segment and geographic area for the years ended June 30, 2002, 2001 and 2000 appears in Note K to the
consolidated financial statements on pages 21 through 23 of this form.

On April 2, 2001, the Company entered into a Joint Venture Agreement with Niigata Engineering Co. LTD., Japan to form NICO Transmissions
Co., Inc. (NTC). NTC is an engineering and marketing company supporting the Company’s expanding global marine product line as well as a
distribution company for Niigata’s family of transmission products.

Pursuant to the terms of the Joint Venture Agreement, the Company contributed $0.7 million in exchange for a controlling 66% ownership
interest in NTC and Niigata contributed $0.3 million for a 34% ownership interest. NTC contributed $12.2 million in net sales and $0.3 million in
net earnings to the Company in 2002. See Item 8 and Note F to the consolidated financial statements.

Item 2. Properties

The Company owns two manufacturing, assembly and office facilities in Racine, Wisconsin, U.S.A. and one in Nivelles, Belgium. The aggregate
floor space of these three plants approximates 677,000 square feet. One of the Racine facilities includes office space which is the location of the
Company’s corporate headquarters. The Company leases additional manufacturing, assembly and office facilities in Decima, Italy.



Jacksonville, Florida, U.S.A.
Miami, Florida, U.S.A.
Coburg, Oregon, U.S.A.
Kent, Washington, U.S.A.
Edmonton, Alberta, Canada

Chambery, France

Brisbane, Queensland, Australia
Perth, Western Australia, Australia
Singapore

Shanghai, China

The Company also has operations in the following locations, all of which are used for sales offices, warehousing and light assembly or product
service. The following properties are leased:

Vancouver, British Columbia, Canada Capezzano Planore, Italy

The properties are generally suitable for operations and are utilized in the manner for which they were designed. Manufacturing facilities are
currently operating at less than 65% capacity and are adequate to meet foreseeable needs of the Company.

Item 3. Legal Proceedings
Twin Disc is a defendant in several product liability or related claims considered either adequately covered by appropriate liability insurance or
involving amounts not deemed material to the business or financial condition of the Company.

The Company has joined with a group of potentially responsible parties in signing a consent decree with the Illinois Environmental Protection
Agency (“IEPA”) to conduct a remedial investigation and feasibility study at the Interstate Pollution Control facility in Rockford, Illinois. The IEPA
issued its record of decision in September 1999, selecting a remedy with an estimated cost of $2.4 million (in year 1999 dollars), but the United
States Environmental Protection Agency (“USEPA”) has not formally approved that decision. The actual remedy cost may be higher due to addition-
al monitoring that may be required by the USEPA. The Company’s total potential liability on the site cannot be estimated with particularity until a
final decision is reached on that aspect of the remedy, and until an allocation scheme is adopted by the parties. Based upon current assumptions,
however, the Company anticipates potential liability of approximately $200,000.

The Company has also joined with a group of potentially responsible parties in signing a consent decree with the Illinois Environmental
Protection Agency to conduct a remedial investigation and feasibility study at the MIG\DeWane Landfill in Rockford, Illinois. The consent decree
was signed on March 29, 1991, and filed with the federal court in the Northern District of Illinois. The IEPA issued its record of decision for the site
in April 2000, selecting a remedy with an estimated cost of $18 million (in year 2000 dollars). The Company’s total potential liability on the site
cannot be estimated with particularity until an allocation scheme is adopted by the parties. Based upon current assumptions, however, the Company
anticipates potential liability of approximately $300,000.

Item 4. Submission of Matters to a Vote of Security Holders
None.

Executive Officers of the Registrant

Pursuant to General Instruction G(3) of Form 10-K, the following list is included as an unnumbered Item in Part I of this Report in lieu of
being included in the Proxy Statement for the Annual Meeting of Shareholders to be held on October 18, 2002.

Name Principal Occupation Last Five Years Age
Michael E. Batten Chairman, Chief Executive Officer since 1983 62
Michael H. Joyce President — Chief Operating Officer since 1995 61
James O. Parrish Vice President - Finance and Treasurer since 1982 62
Lance J. Melik Vice President and General Manager - Transmission and Industrial products since 59

October 2001; formerly Vice President - Transmission and Industrial Products
since 1999 and Vice President — Corporate Development since September 1995

Paul A. Pelligrino Vice President - Engineering since 1996 63

Henri Claude Fabry Vice President — Global Distribution since October 2001; formerly Vice President — 56
Marine and Distribution since June 1999; formerly Director of Marketing and Sales,
Twin Disc International S.A. since February 1997

James E. Feiertag Executive Vice President since October 2001; formerly Vice President - Manufacturing 45
since November 2000; formerly Vice President of Manufacturing for the Drives and
Systems Group, Rockwell Automation Group since 1999; formerly Director of
Manufacturing for the Drives Group, Rockwell Automation Group

Fred H. Timm Vice President - Administration and Secretary since October 2001; 56
formerly Corporate Controller and Secretary since 1995

John H. Batten Vice President and General Manager - Marine since October 2001; formerly Commercial 37
Manager - Marine and Propulsion since 1998; formerly Application Engineer since 1997

Officers are elected annually by the Board of Directors at the Board meeting held preceding each Annual Meeting of the Shareholders. Each
officer holds office until his successor is duly elected, or until he resigns or is removed from office. John H. Batten is the son of Michael E. Batten.



PART Il

Item 5. Market for the Registrant’s Common Stock and Related Stockholder Matters
The Company’s common stock is traded on the New York Stock Exchange under the symbol TDI. The price information below represents the
high and low sales prices for each period:

Fiscal Year Ended June 30, 2002 Fiscal Year Ended June 30, 2001

High Low High Low
First Quarter 16.20 14.16 First Quarter 17.81 15.75
Second Quarter 14.55 12.25 Second Quarter 17.31 14.25
Third Quarter 16.75 14.00 Third Quarter 15.09 13.06
Fourth Quarter 16.95 14.00 Fourth Quarter 17.30 14.25

Quarterly dividends of $0.175 per share were declared and paid for each of the quarters above. As of June 30, 2002 there were 1,003
shareholder accounts. The sales price of Twin Disc common stock as of August 30, 2002 was $13.75.

Pursuant to a shareholder rights plan (the “Rights Plan”), on April 17, 1998, the Board of Directors declared a dividend distribution, payable
to shareholders of record at the close of business on June 30, 1998, of one Preferred Stock Purchase Right (“Rights”) for each outstanding share
of Common Stock. The Rights will expire 10 years after issuance, and will be exercisable only if a person or group becomes the beneficial owner
of 15% or more of the Common Stock (or 25% in the case of any person or group which currently owns 15% or more of the shares or who shall
become the Beneficial Owner of 15% or more of the shares as a result of any transfer by reason of the death of or by gift from any other person
who is an Affiliate or an Associate of such existing holder or by succeeding such a person as trustee of a trust existing on the record date) (an
“Acquiring Person”), or 10 business days following the commencement of a tender or exchange offer that would result in the offeror beneficially
owning 25% or more of the Common Stock. A person who is not an Acquiring Person will not be deemed to have become an Acquiring Person
solely as a result of a reduction in the number of shares of Common Stock outstanding due to a repurchase of Common Stock by the Company
until such person becomes beneficial owner of any additional shares of Common Stock. Each Right will entitle shareholders who received the Rights
to buy one newly issued unit of one one-hundredth of a share of Series A Junior Preferred Stock at an exercise price of $160, subject to certain
anti-dilution adjustments. The Company will generally be entitled to redeem the Rights at $.05 per Right at any time prior to 10 business days after
a public announcement of the existence of an Acquiring Person. In addition, if (i) a person or group accumulates more than 25% of the Common
Stock (except pursuant to an offer for all outstanding shares of Common Stock which the independent directors of the Company determine to be
fair to and otherwise in the best interests of the Company and its shareholders and except solely due to a reduction in the number of shares of
Common Stock outstanding due to the repurchase of Common Stock by the Company), (ii) a merger takes place with an Acquiring Person where the
Company is the surviving corporation and its Common Stock is not changed or exchanged, (iii) an Acquiring Person engages in certain self-dealing
transactions, or (iv) during such time as there is an Acquiring Person, an event occurs which results in such Acquiring Person’s ownership interest
being increased by more than 1% (e.g., a reverse stock split), each Right (other than Rights held by the Acquiring Person and certain related parties
which become void) will represent the right to purchase, at the exercise price, Common Stock (or in certain circumstances, a combination of securi-
ties and/or assets) having a value of twice the exercise price. In addition, if following the public announcement of the existence of an Acquiring
Person the Company is acquired in a merger or other business combination transaction, except a merger or other business combination transaction
that takes place after the consummation of an offer for all outstanding shares of Common Stock that the independent directors of the Company
have determined to be fair, or a sale or transfer of 50% or more of the Company’s assets or earning power is made, each Right (unless previously
voided) will represent the right to purchase, at the exercise price, common stock of the acquiring entity having a value of twice the exercise price at
the time.

The Rights may have certain anti-takeover effects. The Rights will cause substantial dilution to a person or group that attempts to acquire the
Company without conditioning the offer on a substantial number of Rights being acquired. However, the Rights are not intended to prevent a take-
over, but rather are designed to enhance the ability of the Board of Directors to negotiate with an acquirer on behalf of all of the shareholders. In
addition, the Rights should not interfere with a proxy contest.

The Rights should not interfere with any merger or other business combination approved by the Board of Directors since the Rights may be
redeemed by the Company at $.05 per Right prior to 10 business days after the public announcement of the existence of an Acquiring Person.

The news release announcing the declaration of the Rights dividend, dated April 17, 1998, filed as Item 14(a)(3), Exhibit 4(b) of Part IV of the
Annual Report on Form 10-K for the year ended June 30, 1998 is hereby incorporated by reference.

Recent Sales of Unregistered Securities

During the period covered by this report, the Company offered participants in the Twin Disc, Incorporated - The Accelerator 401(k) Savings Plan
(the “Plan”) the option to invest their Plan accounts in a fund comprised of Company stock. Participation interests of Plan participants in the Plan,
which may be considered securities, were not registered with the SEC. During the fiscal year ended June 30, 2002, 68 Plan participants allocated
an aggregate of $81,000 toward this investment option. Participant accounts in the Plan consist of a combination of employee deferrals, Company
matching contributions, and, in some cases, additional Company profit-sharing contributions. No underwriters were involved in these transactions.
On September 6, 2002, the Company filed a Form S-8 to register 100,000 shares of Company common stock offered through the Plan, as well as an
indeterminate amount of Plan participation interests.



Item 6. Selected Financial Data
Financial Highlights
(dollars in thousands, except per share amounts and shares outstanding)

For the years ended June 30,

Statement of Operations Data: 2002 2001 2000 1999 1998
Net sales $179,385  $180,786  $177,987  $168,142  $202,643
Net earnings (loss) 2,058 6,169 3,773 (1,018) 9,363
Basic earnings (loss) per share .73 2.20 1.34 (.36) 3.30
Diluted earnings (loss) per share .73 2.20 1.34 (.36) 3.24
Dividends per share .70 .70 .70 .805 .76

Balance Sheet Data (at end of period):

Total assets 157,280 156,734 174,190 176,900 160,954
Total debt 23,148 31,058 38,682 40,127 20,225
Total long-term obligations 18,583 23,404 31,254 17,112 19,949

On April 2, 2001, the Company entered into a Joint Venture Agreement with Niigata Engineering Co. LTD., Japan to form NICO Transmissions
Co., Inc. (NTC). NTC’s balance sheet and statement of operations as of and for the year ended March 31, 2002 is consolidated with the Company’s
balance sheet and statement of operations as of and for the year ended June 30, 2002. NTC contributed $12,217 in net sales, $263 in net earnings,
$.09 in both basic and diluted earnings per share, $6,169 in assets and $0 in long-term obligations to the Company in 2002 (dollars in thousands,
except per share amounts).

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Note on Forward-Looking Statements

Statements in this report (including but not limited to certain statements in Items 1, 3 and 7) and in other Company communications that are
not historical facts are forward-looking statements, which are based on management’s current expectations. These statements involve risks and
uncertainties that could cause actual results to differ materially from what appears here.

Forward-looking statements include the Company’s description of plans and objectives for future operations and assumptions behind those
plans. The words “anticipates, estimates,” and “expects,” or similar anticipatory expressions, usually identify forward-look-
ing statements. In addition, goals established by Twin Disc, Incorporated should not be viewed as guarantees or promises of future performance.
There can be no assurance the Company will be successful in achieving its goals.

” o« ” s

believes,” “intends,

” o«

In addition to the assumptions and information referred to specifically in the forward-looking statements, other factors could cause actual
results to be materially different from what is presented here.

Results of Operations

Net Sales, New Orders and Backlog

Net sales for the last three fiscal years have been very stable. Sales of $181 million in fiscal 2001 were 2 percent ahead of the previous fiscal
year and then declined by a lesser amount to $179 million in fiscal 2002. However, the drop in fiscal 2002 would have been about 8 percent were it
not for the addition of first-year revenues from NICO Transmission Company (NTC), a Japanese marketing and engineering joint venture established
at the end of fiscal 2001, that offsets declines in our continuing core business. Order rates for most of our products were down throughout much of
the past two fiscal years, contributing, along with improved deliveries, to a steady decline in backlog. The backlog of orders scheduled for shipment
during the next six months (six-month backlog) dropped 26 percent to $39 million between June 2000 and June 2001 and another 20 percent, to
$31 million at end of fiscal 2002.

Demand continued at a steady pace for the first part of fiscal 2001, but eased somewhat by mid-year. Shipments followed the same pattern
with favorable year-to-year comparisons during the first half in all forward-market product lines as well as aftermarket service parts. As fiscal 2001
progressed, we experienced softening demand for power-shift transmissions and torque converters and for power take-offs used in irrigation and
waste recycling applications. These declines were partially offset by the increased volume of shipments for military applications, surface drive marine
propulsion units, and the continuing steady demand for marine transmissions produced overseas. Indicative of a modest recovery in certain of the
Company’s markets, fourth quarter shipments of power take-offs were approximately equal to year ago levels.

The contraction in global economic activity continued into fiscal 2002 and was most significantly reflected in the declining shipments of pleasure
craft marine transmissions. Marine market softness persisted throughout the year and was the largest single factor in the lower core business sales.
While there were minor upturns in demand for most products, there also were unanticipated declines that resulted in overall relatively soft demand
and reduced shipments across the board. The exception to that was a modest increase in propulsion product sales.

Shipments from our wholly owned distribution companies, primarily those offshore, continued to register sales gains in fiscal 2001 as recovering
economies, particularly in the Pacific Rim, were a positive influence. In fiscal 2002, shipments declined as a result of weak market conditions and
stronger foreign competition caused by the continuing strength of the U.S. dollar.



The U.S. dollar strengthened against most currencies in fiscal years 2000 and 2001 and maintained that edge until the final months of fiscal 2002.
As a result, through most of the past three fiscal years there has been increased pricing pressure from non-dollar based competition, and sales from
our offshore subsidiaries have been reported at lower levels when translated into U.S. dollars. Until the fiscal 2002 drop in shipments from our Belgian
subsidiary, there was an offsetting favorable impact caused by higher margins realized on dollar-denominated sales. Price increases, implemented
selectively in each year, generated revenues about equal to the rate of inflation.

At the end of fiscal 2001, the six-month backlog was $39 million, a substantial reduction from the prior year-end. The decline was due primar-
ily to reduced orders for marine and industrial products. As fiscal 2002 opened, order rates generally remained weak but longer-term military orders
rolling into the six-month window and irregular order peaks helped to stabilize the six-month backlog through most of the year. During the fourth
quarter, those contracts were completed and weaker seasonal order patterns were seen. In addition, customers continued to adjust to the shorter lead
times achieved over the past two years. As a result, the six-month backlog at the end of fiscal 2002 had declined to $31 million, 20 percent below
the prior year-end.

Margins, Costs and Expenses

A strong focus on continuous improvement in manufacturing methods and processes enabled us to improve domestic manufacturing margins
throughout the past three fiscal years. With the exception of our Belgian operation, which was hampered by reduced volume during the past year,
similar efforts in Europe have led to better margins in that area as well. We also have maintained pressure on fixed costs to help sustain our profit-
ability during cyclical downturns.

In fiscal 2001, incremental improvements in all aspects of our manufacturing operations from on-time delivery to inventory reduction and
cellular layout led the way to higher gross margins. During the fourth quarter, we provided for approximately $1 million of inventory obsolescence
and $500,000 for a marine transmission warranty program. Although the fourth-quarter margin was down somewhat from the comparable period a
year earlier, it was consistent with previous fiscal 2001 quarters.

Despite declining production volume in fiscal 2002, domestic manufacturing margins improved due to a more favorable product mix and the
increased efficiencies mentioned previously. However, we were unable to overcome the volume induced margin declines at our principal plant in
Europe and the lower margins on NTC sales into its home market. As a result, the consolidated gross margin declined by almost two percentage points
in the most recently completed fiscal year.

Marketing, engineering, and administrative (ME€A) expense declined four percent in fiscal 2000 as a result of previous-year staff reductions,
continued attention to cost, and closure of our South African distribution operation. In fiscal 2001, ME&A was virtually unchanged from the previous
year. Approximately one-half of the $2.9 million increase in fiscal 2002 spending was due to the first-year expenses of NTC, and the balance consisted
of added marketing and engineering expenses related to the development and introduction of new marine and electronic controls products.

Early in fiscal 2001, we closed our wholly owned distribution company in Spain and engaged an independent company to represent Twin Disc
in that market. The impact on revenues and profitability was not significant. During the third fiscal quarter, we sold our minority interest in Niigata
Converter Company to our joint-venture partner and recorded a gain of $3.9 million in Other income. Most of the proceeds were applied to the out-
standing debt, but a portion was used to capitalize a new marketing and engineering joint venture that will support our global marine product line.
Recognizing the reduced order activity in the latter half of fiscal 2001, severance and voluntary separation programs to reduce the domestic manu-
facturing workforce were implemented in the fourth quarter. In addition, representing about one-third of the $1.5 million fourth quarter restructuring
charge (see Footnote Q to the consolidated financial statements), reserves were taken for the closure of two sales offices and one assembly facility
whose activities will continue to be handled from other locations. The facilities were closed in fiscal 2001 and early fiscal 2002. In addition, there
were manpower adjustments at several other facilities. It is anticipated that the restructuring will result in annual pretax savings of approximately
$1,600,000 when fully effective in fiscal 2003. The savings are generated primarily by the reduction in manpower.

The Company adopted the Statement of Financial Accounting Standards Board No. 142, “Goodwill and Other Intangible Assets,” at the
beginning of fiscal 2002. On review, it was determined that there is no impairment in these assets and thus no losses were recorded for the fiscal year.
The favorable after-tax impact on earnings due to discontinuing the amortization of goodwill and other intangible assets was $171,000, or $.06 per
share for the fiscal year.

Interest, Taxes and Net Earnings

Interest expense declined in fiscal 2001 as debt was reduced by $8 million and, although a large portion of our debt is in fixed-rate notes,
we benefited from the drop in U.S. interest rates. Additionally, settlement of a federal tax issue in the fiscal fourth quarter allowed the reversal of
previously accrued interest expense. In fiscal 2002, rates remained low and debt was reduced a further $8 million, resulting in another large drop in
interest expense.

In each of the past three fiscal years, limitations on foreign tax credit utilization, the relatively high proportion of foreign earnings, and settle-
ment of some state tax issues resulted in an unusually high effective tax rate. The effective rate in fiscal 2002 was increased further by two third-
quarter adjustments totaling about $300,000. A tax incentive provided by the Belgian government several years ago was disallowed by the European
Commission and was repaid, and the United States tax provision was adjusted upward for the taxes due on an asset sale gain recorded in last year’s
third quarter. Statutory rates generally have not changed.

Liquidity and Capital Resources

The net cash provided by operating activities in fiscal 2001 remained at about the same $7 million level as the previous year. In both years,
positive cash flows from earnings, depreciation, and working capital reductions were partially offset by taxes and by increased contributions to the
Company pension fund. In fiscal 2002, operating cash flows increased to $13 million with the favorable impact of inventory reductions and reduced
pension contributions.



Expenditures for capital equipment for the past three fiscal years have been held to a level of about one-half depreciation. While the desire to
conserve cash has been one consideration, we also have been more selective in adding major machine tools and have focused on our core competency
manufacturing cells. Plans are for increased spending in the coming year to provide for further development of key cells.

Liquidity has improved in each of the last two years. Cash balances have risen, debt has been reduced, working capital has remained at about $50
million, and the current ratio has been unchanged at 2.2. The Company’s balance sheet is strong, there are no off-balance sheet arrangements, and
we continue to have sufficient liquidity for near-term needs.

The Company has obligations under non-cancelable operating lease contracts and loan and senior note agreements for certain future payments.
A summary of those commitments follows (in thousands):

Less than 1-3 4-5 After
Contractual obligations Total 1 Year Years Years 5 Years
Short-term debt $1,708 $1,708 — — —
Revolving loan borrowing $10,000 — $10,000 - —
Long-term debt $11,440 $2,857 $5,726 $2,857 —
Operation leases $7,890 $2,605 $2,981 $1,152 $1,152

The Company believes the capital resources available in the form of existing cash, lines of credit (see Footnote H to the consolidated finan-
cial statements), and funds provided by operations will be adequate to meet anticipated capital expenditures and other foreseeable future business
requirements.

Other Matters

Environmental Matters

The Company is involved in various stages of investigation relative to hazardous waste sites on the United States EPA National Priorities List.
It is not possible at this time to determine the ultimate outcome of those matters; but, as discussed further in Footnote P to the consolidated finan-
cial statements, they are not expected to affect materially the Company’s operations, financial position, or cash flows.

Critical Accounting Policies

The preparation of this Annual Report requires management’s judgment to make estimates and assumptions that affect the reported amounts
of assets and liabilities, disclosure of contingent assets and liabilities at the dates of the financial statements, and the reported amounts of revenues
and expenses during the reporting period. There can be no assurance that actual results will not differ from those estimates.

Twin Disc’s significant accounting policies are described in Note A to the consolidated financial statements on pages 16 and 17 of this form.
Not all of these significant accounting policies require management to make difficult, subjective, or complex judgments or estimates. However, the
policies management considers most critical to understanding and evaluating our reported financial results are the following:

Revenue Recognition

Twin Disc recognizes revenue from product sales at the time of shipment and passage of title. While we respect the customer’s right to return
products that were shipped in error or do not function properly, historical experience shows those types of adjustments have been immaterial and
thus no provision is made. With respect to other revenue recognition issues, management has concluded that its policies are appropriate and in
accordance with the guidance provided by Securities and Exchange Commission’s Staff Accounting Bulletin (SAB) No. 101, “Revenue Recognition.”

Accounts Receivable

Twin Disc performs ongoing credit evaluations of our customers and adjusts credit limits based on payment history and the customer’s credit-
worthiness as determined by review of current credit information. We continuously monitor collections and payments from our customers and
maintain a provision for estimated credit losses based upon our historical experience and any specific customer-collection issues. In addition, senior
management reviews the accounts receivable aging on a monthly basis to determine if any receivable balances may be uncollectible. Although our
accounts receivable are dispersed among a large customer base, a significant change in the liquidity or financial position of any one of our largest
customers could have a material adverse impact on the collectability of our accounts receivable and future operating results.

Inventory

Inventories are valued at the lower of cost or market. Cost has been determined by the last-in, first-out (LIFO) method for the parent company,
and by the first-in, first-out (FIFO) method for all other inventories. Management specifically identifies obsolete products and analyzes historical
usage, forecasted production based on future orders, demand forecasts, and economic trends when evaluating the adequacy of the reserve for excess
and obsolete inventory. The adjustments to the reserve are estimates that could vary significantly, either favorably or unfavorably, from the actual
requirements if future economic conditions, customer demand or competitive conditions differ from expectations.

Warranty

Twin Disc engages in extensive product quality programs and processes, including actively monitoring and evaluating the quality of its
suppliers. However, its warranty obligation is affected by product failure rates, the extent of the market affected by the failure and the expense
involved in satisfactorily addressing the situation. The warranty reserve is established based on our best estimate of the amounts necessary to settle
future and existing claims on products sold as of the balance sheet date. When evaluating the adequacy of the reserve for warranty costs, manage-
ment takes into consideration the term of the warranty coverage, historical claim rates and costs of repair, knowledge of the type and volume of
new products and economic trends. While we believe the warranty reserve is adequate and that the judgment applied is appropriate, such amounts
estimated to be due and payable in the future could differ materially from what actually transpires.



Income Taxes

As part of the process of preparing our consolidated financial statements, income taxes in each of the jurisdictions in which we operate must
be estimated. This process involves estimating the actual current tax exposure and assessing the realizability of temporary differences. A valuation
allowance is recorded if it is deemed more likely than not that a temporary difference will be realized.

Recently Issued Accounting Standards
During fiscal 2002, the Financial Accounting Standards Board issued several statements of accounting standard that are discussed in Note A to
the consolidated financial statements on pages 16 and 17 of this form.

Item 7(a). Quantitative and Qualitative Disclosure About Market Risk

The Company is exposed to market risks from changes in interest rates, commodities and foreign exchange. To reduce such risks, the Company
selectively uses financial instruments and other pro-active management techniques. All hedging transactions are authorized and executed pursuant
to clearly defined policies and procedures, which prohibit the use of financial instruments for trading or speculative purposes. Discussions of the
Company’s accounting policies and further disclosure relating to financial instruments is included in Note A to the consolidated financial statements
on pages 16 and 17 of this form.

Interest rate risk — The Company’s earnings exposure related to adverse movements of interest rates is primarily derived from outstanding float-
ing rate debt instruments that are indexed to the prime and LIBOR interest rates. Those debt facilities bear interest predominantly at the prime inter-
est rate minus .5% or LIBOR plus 1%. Due to the relative stability of interest rates, the Company did not utilize any financial instruments at June
30, 2002 to manage interest rate risk exposure. A 10 percent increase or decrease in the applicable interest rate would result in a change in pretax
interest expense of approximately $30,000.

Commodity price risk — The Company is exposed to fluctuation in market prices for such commodities as steel and aluminum. Due to the
relative stability of these commodities, the Company does not utilize commodity price hedges to manage commodity price risk exposure.

Currency risk — The Company has exposure to foreign currency exchange fluctuations. Approximately one-third of the Company’s revenues
in the years ended June 30, 2002 and 2001 were denominated in currencies other than the U.S. dollar. Of that total, approximately two-thirds was
denominated in euros with the balance composed of Japanese yen and the Australian and Singapore dollars. The Company does not hedge the
translation exposure represented by the net assets of its foreign subsidiaries. Foreign currency translation adjustments are recorded as a component
of shareholders’ equity. Forward foreign exchange contracts are used to hedge the currency fluctuations on significant transactions denominated in
foreign currencies.

Derivative Financial Instruments — The Company has written policies and procedures that place all financial instruments under the direction
of the company corporate treasury and restrict derivative transactions to those intended for hedging purposes. The use of financial instruments for
trading purposes is prohibited. The Company uses financial instruments to manage the market risk from changes in foreign exchange rates.

In the first quarter of fiscal 2001, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as
amended by SFAS No. 137 and No. 138. The statement requires all derivative instruments to be recorded in the statement of financial position at
fair value. The change in the fair value of a derivative is required to be recorded each period in current earnings or other comprehensive income,
depending on whether the derivative is designed as part of a hedge transaction and, if so, the type of hedge transaction. Initial adoption and subse-
quent application of SFAS No. 133 did not have a material effect on the Company’s statement of financial position or results of operations.

The Company primarily enters into forward exchange contracts to reduce the earnings and cash flow impact of non-functional currency denom-
inated receivables and payables. These contracts are highly effective in hedging the cash flows attributable to changes in currency exchange rates.
Gains and losses resulting from these contracts offset the foreign exchange gains or losses on the underlying assets and liabilities being hedged.

The maturities of the forward exchange contracts generally coincide with the settlement dates of the related transactions. Gains and losses on these
contracts are recorded in Other income (expense), net in the Consolidated Statement of Operations as the changes in the fair value of the contracts
are recognized and generally offset the gains and losses on the hedged items in the same period. The primary currency to which the Company was
exposed in 2002 was the Euro. At June 30, 2002 the Company had net outstanding forward exchange contracts to purchase Euros in the value
of $2,053,000 with a weighted average maturity of 40 days. The fair value of the Company’s contracts was approximately $0.2 million at June
30, 2002. The primary currencies to which the Company was exposed in 2001 were the Belgian Franc and the Italian Lira. The fair value of the

Company’s contracts to purchase Belgian Francs and sell Italian Lira was approximately $0.1 million and $0.0 million, respectively at June 30, 2001.



Item 8. Financial Statements and Supplementary Data
See consolidated financial statements and Financial Statement Schedule on Pages 10 through 28 of this form.

Sales and Earnings by Quarter (dollars in thousands, except per share amounts)

2002 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr. Year
NEESALES « « v e et e e e e e e e e e e e e $40,631 $43,986 $41,928 $52,840 $179,385
Gross profit. . ... e 8,546 9,962 9,614 12,117 40,239
NEt @ATTHIES .+« ¢ v v ettt et et e e e e e e 272 423 37) 1,400 2,058
Basic earnings pershare . ......... .. .. .. i i .10 .15 (.o1) .49 .73
Diluted earnings pershare. .. ........ ...ttt .10 .15 (.01) .49 .73
Dividends per share. . . ........ci. ittt .175 .175 .175 .175 .70
2001 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr. Year
Ot SAlES .« v vttt e $41,349 $44,025 $47,642 $47,770 $180,786
Gross Profit. . ..ottt e 9,744 10,456 11,878 11,617 43,695
Net earnings . . .ottt e e e e 906 960 4,033 270 6,169
Basic earnings pershare . . ......... ... .. i 32 34 1.44 .10 2.20
Diluted earnings pershare. .. .......... ... 32 34 1.44 .10 2.20
Dividends per share. .. .. ...ttt 175 175 175 175 .70

During the third quarter of 2001, the Company sold its investment in Niigata Converter Company, Ltd., resulting in a net gain of $2,288,000 or
$.81 per share. See Note D to the consolidated financial statements.

On April 2, 2001, the Company entered into a Joint Venture Agreement with Niigata Engineering Co. LTD., Japan to form NICO Transmissions
Co., Inc. (NTC). See Note F to the consolidated financial statements. NTC’s balance sheet and statement of operations as of and for the year ended
March 31, 2002 is consolidated with the Company’s balance sheet and statement of operations as of and for the year ended June 30, 2002. The
impact of NTC on the Company in 2002 (dollars in thousands, except per share amounts) is as follows:

1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr. Year
NEt SALES .+« v v v vttt e et e e e e e e $2,609 $3,058 $2,881 $3,669 $12,217
Net @aIMINGS . . o v vttt e et e e 45 22 94 102 263
Basic earnings pershare .. ......... ... .. i .01 .01 .03 .04 .09
Diluted earnings per share. . ............ ... ... .01 .01 .03 .04 .09

Item 9. Change in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

PART Il

Item 10. Directors and Executive Officers of the Registrant

For information with respect to the executive officers of the Registrant, see “Executive Officers of the Registrant” at the end of Part I of this
report. For information with respect to the Directors of the Registrant, see “Election of Directors” in the Proxy Statement for the Annual Meeting of
Shareholders to be held October 18, 2002, which is incorporated into this report by reference.

For information with respect to compliance with Section 16(a) of the Securities Exchange Act of 1934, see “Section 16(a) Beneficial Ownership
Reporting Compliance” in the Proxy Statement for the Annual Meeting of Shareholders to be held October 18, 2002, which is incorporated into this
report by reference.

Item 11. Executive Compensation

The information set forth under the captions “Compensation of Executive Officers”, “Stock Options”, “Retirement Income Plan”, “Supplemental
Retirement Benefit Plan”, “Compensation of Directors” and “Employment Contracts” in the Proxy Statement for the Annual Meeting of Shareholders
to be held on October 18, 2002 is incorporated into this report by reference. Discussion in the Proxy Statement under the captions “Board Executive
Selection and Salary Committee Report on Executive Compensation” and “Corporate Performance Graph” is not incorporated by reference and shall
not be deemed “filed” as part of this report.

Item 12. Security Ownership of Certain Beneficial Owners and Management
Security ownership of certain beneficial owners and management is set forth in the Proxy Statement for the Annual Meeting of Shareholders to be
held on October 18, 2002 under the caption “Principal Shareholders, Directors and Executive Officers” and incorporated into this report by reference.



There are no arrangements known to the Registrant, the operation of which may at a subsequent date result in a change in control of the

Registrant.

The following table summarizes certain information regarding the Company’s equity-based compensation plans:

# of securities to be issued Weighted average price # of securities remaining

upon exercise of outstanding of outstanding options, available for future issuance

Plan category options, warrants and rights warrants and rights under equity compensation plans
Equity compensation plans

approved by shareholders ................. 248,350 $20.63 $76,950
Equity compensation plans

not approved by shareholders .............. 0 n/a 0

Total 248,350 $20.63 $76,950

Item 13. Certain Relationships and Related Transactions

None.

PART IV
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Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a)(1) Consolidated Financial Statements

See “Index to Consolidated Financial Statements and Financial Statement Schedule” on page 10, the Report of Independent Accountants on

page 11 and the Consolidated Financial Statements on pages 12 to 28, all of which are incorporated by reference.

Individual financial statements of the 50% or less owned entities accounted for by the equity method are not required because the 50% or less

owned entities do not constitute significant subsidiaries.

(a)(2) Consolidated Financial Statement Schedules

See “Index to Consolidated Financial Statements and Financial Statement Schedule” on page 10, the Report of Independent Accountants on

Financial Statement Schedule on page 29 and the Consolidated Financial Statement Schedule on page 29, all of which are incorporated by reference.

(a)(3) Exhibits. See Exhibit Index included as the last page of this form, which is incorporated by reference.

Copies of exhibits filed as a part of this Annual Report on Form 10-K may be obtained by shareholders of record upon written request directed

to the Secretary, Twin Disc, Incorporated, 1328 Racine Street, Racine, Wisconsin 53403.

(b) No reports on Form 8-K were filed during the last quarter of fiscal 2002.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND FINANCIAL STATEMENT SCHEDULE

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS Page
Report of Independent ACCOUNTANES . . . . .o .ttt ittt et e et et et e e e e e e e et e e e e e e e e ettt 11
Consolidated Balance Sheets as of June 30, 2002 and 2001 . . . . ... ittt ettt ettt e e e 12
Consolidated Statements of Operations for the years ended June 30, 2002, 2001 and 2000. . . . ..ottt ettt et e e eeeeeenn 13
Consolidated Statements of Cash Flows for the years ended June 30, 2002, 2001 and 2000 . . . .. ..ottt ittt 14
Consolidated Statements of Changes in Shareholders’ Equity and . ... ... ... .t e ettt 15

Comprehensive Income for the years ended June 30, 2002, 2001 and 2000

Notes to Consolidated Financial Statements . . . ... ...ttt ittt ettt ettt ettt ettt ettt et e et e e 16-28

INDEX TO FINANCIAL STATEMENT SCHEDULE

Report of Independent Accountants on Financial Statement Schedule. . ... .. ... ... . e et 29

Schedule IT - Valuation and Qualifying ACCOUNTS. . . . . .ottt et e e e e e e e e e et et ettt et e 29

Schedules, other than those listed, are omitted for the reason that they are inapplicable, are not required, or the information required is shown in

the financial statements or the related notes.



REPORT OF INDEPENDENT ACCOUNTANTS

To the Shareholders
Twin Disc, Incorporated
Racine, Wisconsin

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of operations, changes in sharehold-

ers’ equity and comprehensive income and cash flows present fairly, in all material respects, the financial position of Twin Disc, Incorporated and
Subsidiaries at June 30, 2002 and 2001, and the results of their operations and their cash flows for each of the three years in the period ended June
30, 2002, in conformity with accounting principles generally accepted in the United States of America. These financial statements are the responsi-
bility of the Company’s management; our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits of these statements in accordance with auditing standards generally accepted in the United States of America which 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, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for the opinion expressed above.

Al At T

PricewaterhouseCoopers LLP

Milwaukee, Wisconsin
July 19, 2002
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TWIN DISC, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

JUNE 30, 2002 and 2001

(Dollars in thousands) 2002 2001
ASSETS

Current assets:
Cash and cash equivalents. . . . ... ... .t et e $ 7,313 $ 5,961
Trade accounts receivable, Met. . . . . ... . e e 29,006 27,058
Inventories, et . ... ... e 44,504 46,492
Deferred INCOME taAXeS. . . v v vttt e 4,505 5,689
(013 6T~ 4,126 3,925
Total CUITENT @SSETS . . . o vt ittt ettt e e e e 89,454 89,125
Property, plant and equipment, Net. . ... ... ...ttt e 29,549 31,584
Investment in affiliate. . . ... oot 2,439 2,358
GOOAWILL TIET. .« . 12,311 13,719
Deferred ICOME taXeS. « o v v vttt ettt ettt e 12,246 8,943
Intangible PeNSION ASSEt . . . . oottt et e 1,383 1,988
[0 6T G Tl €3 9,898 9,017
$157,280 $156,734

LIABILITIES and SHAREHOLDERS’ EQUITY
Current liabilities:

Notes payable . . ... e $ 1,708 $ 4,797
Current maturities on long-term debt . .. ... ... . . 2,857 2,857
Accounts Payable . . ... e 13,042 10,368
Accrued Habilities . . ..ot e 22,312 23,428
Total current liabilities. . . . ... o 39,919 41,450
Long-term debt . . .. ... e 18,583 23,404
Accrued retirement Denefits. . . . ... e 39,797 33,121
98,299 97,975

MINOrity INTEIEST . . . . ottt e e 472 337

Shareholders’ equity:
Common shares authorized: 15,000,000;

issued: 3,643,630; 10 PAT VAlUC. . . . o oottt ettt e 11,653 11,653
Retained @arnings . . . . ..ottt e 87,524 87,431
Accumulated other comprehensive (l0ss) INCOME . .. ..... ..ttt i (23,187) (23,181)

75,990 75,903

Less treasury Stock, at COSt . . ...ttt e 17,481 17,481
Total shareholders’ @QUILY . ... .. ..ottt e e 58,509 58,422
$157,280 $156,734

The notes to consolidated financial statements are an integral part of these statements.



TWIN DISC, INCORPORATED and SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

for the years ended June 30, 2002, 2001 and 2000

(In thousands, except per share data)

Nt SAlES .« v vttt e e e e
Cost 0f 00ds SOId. . . ..o vt e e

Gross profit. . .. ..o e

Marketing, engineering and

administrative @XPenses. . .. ..ottt e
Restructuring of operations. . ... ..... ..ttt

Earnings from operations. . ........ ... ... .. . i

Other income (expense):

Interest income . ... .. . i
Interest eXPense. . . ...t e

Equity in net earnings

(loss) of affiliates . .. ....coo i e e e e
Gain on sale of affiliate. . ........ ... ... . i
Other, Met. . e e

Earnings before income taxes and minority interest ...............

INCOme taXes. . ...t
Earnings before minority interest............... ... ... .. .. ...,
Minority interest. . ... e e

Net @armings. . .« vt vttt e

Earnings per share data:

Basic earnings pershare . ......... .. .
Diluted earnings pershare. .. ....... ...ttt

Weighted average shares outstanding data:

Basic shares outstanding . . . ... .. i i
Dilutive stock OPtioNS . . . oottt e

Diluted shares outstanding . .............. it

The notes to consolidated financial statements are an integral part of these statements.

2002

$179,385
139,146

40,239

34,638

5,601

(1,700)

526

422

(458)

5,143

2,950

2,193
(135)

$ 2,058

$ 073
0.73

2,808

2,808

2001 2000
$180,786 $177,987
137,091 136,629
43,695 41,358
31,716 31,476

1,453 -

10,526 9,882

262 244
(2,194) (2,979)

820 906

3,935 -

(258) 14

2,565 (1,815)
13,091 8,067

6,922 4,294

6,169 3,773
$ 6,169 $ 3,773
$ 220 $ 134

2.20 1.34

2,808 2,821

2,808 2,821
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TWIN DISC, INCORPORATED and SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

for the years ended June 30, 2002, 2001 and 2000

(In thousands)

Cash flows from operating activities:

Net @armings .« . o v vttt e e e

Adjustments to reconcile to net cash
provided by operating activities:

Depreciation and amortization. .. .......... ... ... . i
(Gain) loss on sale of plant assets . .. .......uueuiinenneneinennen ..
Gain on sale of affiliate. .. .......... ... ... i
Minority interest . ... .. e e
(Gain) loss on restructuring of operations . ..............cvuvuvuin...
Equity in net earnings of affiliate . .. ....... ... ... ... ... ... ... .. ...
Provision for deferred income taxes ........... ... ...
Dividends received from affiliate. ............. ... ... ... ... ... .....

Changes in operating assets and liabilities

Trade accounts receivable, net............. ... ..
Inventories, net .. ........ i
Other @SSetS & v v vttt ettt e
Accounts payable. ... ... .. e
Accrued liabilities. . . ... .. e
Accrued/prepaid retirement benefits. ... ....... ... o L.

Net cash provided by

operating activities . ... ... ... . e

Cash flows from investing activities:

Proceeds from sale of plant assets. .. ..........ouintieinnnnennn..
Proceeds from sale of affiliate. .. ....... ... ... ... ... ... . ..
Acquisitions of plant assets. .. ...t e
Investment in joint venture. . ....... ... ... .. i

Net cash provided (used) by

investing activities. . . ... ... . e e

Cash flows from financing activities:

Decreases in notes payable, Net. . ...ttt
Proceeds from long-term debt. . ...... ... ... .. . i i
Payments of long-term debt . .......... ... ... ... . .
Acquisition of treasury stock. . ... ...
Proceeds from exercise of stock options . .............. ... ... . ...,
Dividends paid. . . .. ..ot

Net cash used by

financing activities . ... ... .. . e
Effect of exchange rate changesoncash .......... ... ... ... ... ... ... ...

Net change in cash and cash equivalents . ......... ... ... ... ... ... ......

Cash and cash equivalents:

Beginning of year. .. ... .. e

End of year. . ... e

Supplemental cash flow information:
Cash paid during the year for:

Interest. . ..o e
Income taxes . . ..o v i e

The notes to consolidated financial statements are an integral part of these statements.

(1,082)
3,724
112
2,456
(3,702)

3,375

13,074

25

(2,063)

(2,038)

(3,082)

(4,857)

(1,965)

(9,904)

220

1,352

5,961

$ 7,313

$ 1,882
1,908

2001 2000
$ 6,169 $ 3,773
6,392 6,980
10 (3)
(3,935) -
1,262 -
(820) (906)
(4,680) (284)
632 600
672 (2,922)
1,483 3,211
3,535 (770)
(1,677) 2,402
1,210 168
(2,869) (5,364)
7,384 6,885
52 92
7,173 -
(3,492) (2,134)
(654) -
3,079 (2,042)
- (15,000)

- 18,000
(7,857) (3,857)
(34) (343)
- 2
(1,966) (1,974)
(9,857) (3,172)
(296) (156)
310 1,515
5,651 4,136
$ 5,961 $ 5,651
$ 2,078 $ 3,008
5,155 4,401



TWIN DISC, INCORPORATED and SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
AND COMPREHENSIVE INCOME

for the years ended June 30, 2002, 2001 and 2000

(In thousands)

Common stock
Balance, JUne 30 . ... ..

Retained earnings
Balance, JULy 1 ...t e e
Net @armiNgS . o ottt e e
Cash dividends. . . . ..ottt e
Stock options eXercised. . . ... ...ttt e

Balance, JUNe 30 . . ..ot e

Accumulated other comprehensive (loss) income
Balance, July 1 ... ..o e

Foreign currency translation adjustment
Balance, July 1. ... ... e
Current adjustment. . .. ... .. e

Balance, JUne 30 . ...

Minimum pension liability adjustment, net
Balance, JUuly 1. .. ... ottt e
Current adjustment, net of related income
taxes ($2,497 in 2002, $11,356 in 2001
and ($7,547) in 2000) . . .ottt e

Balance, June 30 . ...

Accumulated other comprehensive (loss) income
Balance, June 30 . .. ...t e

Treasury stock, at cost
Balance, July 1 .. ... e
Shares acqUIred . . . . . ..ottt e
Stock OPtioNS eXeICISed . . . v vt vttt et e

Balance, June 30 . . ... .. e

Shareholders’ equity balance, June 30 . .........o ittt

Comprehensive income (loss)
Net @aIMINGS . . . . vttt e ettt ettt e e e
Other comprehensive income (loss)
Foreign currency translation adjustment. .............. .. ...
Minimum pension liability adjustment . .......... ... .. . i

Other comprehensive (loss) inCome .. ....... ... ittt

Comprehensive income (10SS). « . v v v vt vttt et et et et e et

The notes to consolidated financial statements are an integral part of these statements.

2002

$ 11,653

87,431
2,058
(1,965)

87,524

(23,181)

(5,420)
3,900

(1,520)

(17,761)

(3,906)

(21,667)

(23,187)

(17,481)

(17,481)
$ 58,509

$ 2,058

3,900

(3,906)

2001 2000

$ 11,653 $ 11,653
83,228 81,430
6,169 3,773
(1,966) (1,974)
- (1)
87,431 83,228
799 (8,516)

799 3,288
(6,219) (2,489)
(5,420) 799
- (11,804)
(17,761) 11,804
(17,761) -
(23,181) 799
(17,447) (17,107)
(34) (343)

- 3
(17,481) (17,447)
$ 58,422 $ 78,233
6,169 3,773
(6,219) (2,489)
(17,761) 11,804
(23,980) 9,315
$(17,811) $ 13,088
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TWIN DISC, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. SIGNIFICANT ACCOUNTING POLICIES
The following is a summary of the significant accounting policies followed in the preparation of these financial statements:

Consolidation Principles — The consolidated financial statements include the accounts of Twin Disc, Incorporated and its wholly and partially
owned domestic and foreign subsidiaries. Certain foreign subsidiaries are included based on fiscal years ending March 31 or May 31, to facilitate
prompt reporting of consolidated accounts. All significant intercompany transactions have been eliminated.

Translation of Foreign Currencies — The financial statements of the Company’s non-U.S. subsidiaries are translated using the current exchange
rate for assets and liabilities and the weighted average exchange rate for the year for revenues and expenses. Foreign currency translation adjustments
are recorded as a component of shareholders’ equity. Gains and losses from foreign currency transactions are included in earnings. Included in other
income (expense) of the consolidated statement of operations are foreign currency transaction (gains) losses of ($170,000), $145,000 and $144,000
in 2002, 2001 and 2000, respectively

Cash Equivalents — The Company considers all highly liquid marketable securities purchased with a maturity date of three months or less to be
cash equivalents.

Receivables — Trade accounts receivable are stated net of an allowance for doubtful accounts of $782,000 and $699,000 at June 30, 2002 and
2001, respectively.

Fair Value of Financial Instruments — The carrying amount reported in the consolidated balance sheets for cash and cash equivalents, accounts
receivable, accounts payable, notes payable and current maturities on long-term debt approximate fair value because of the immediate short-term
maturity of these financial instruments. The carrying amounts reported for long-term debt approximate fair value because the underlying instruments
bear interest at, or near, a current market rate.

Derivative Financial Instruments — The Company has written policies and procedures that place all financial instruments under the direction of
the Company corporate treasury and restrict all derivative transactions to those intended for hedging purposes. The use of financial instruments for
trading purposes is prohibited. The Company uses financial instruments to manage the market risk from changes in foreign exchange rates.

In the first quarter of 2001, the Company adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”, as amended
by SFAS No. 137 and No. 138. The statement requires all derivative instruments to be recorded in the statement of financial position at fair value.
The change in the fair value of a derivative is required to be recorded each period in current earnings or other comprehensive income, depending
on whether the derivative is designed as part of a hedge transaction and if so, the type of hedge transaction. Initial adoption and subsequent appli-
cation of SFAS No. 133 did not have a material effect on the Company’s statement of financial position or results of operations.

The Company primarily enters into forward exchange contracts to reduce the earnings and cash flow impact of non-functional currency
denominated receivables and payables. These contracts are highly effective in hedging the cash flows attributable to changes in currency exchange
rates. Gains and losses resulting from these contracts offset the foreign exchange gains or losses on the underlying assets and liabilities being hedged.
The maturities of the forward exchange contracts generally coincide with the settlement dates of the related transactions. Gains and losses on these
contracts are recorded in Other income (expense), net in the Consolidated Statement of Operations as the changes in the fair value of the contracts
are recognized and generally offset the gains and losses on the hedged items in the same period. The primary currency to which the Company was
exposed in 2002 was the Euro. At June 30, 2002, the Company had net outstanding forward exchange contracts to purchase Euros in the value of
$2,053,000 with a weighted average maturity of 40 days. The fair value of the Company’s contracts was approximately $0.2 million at June 30, 2002.
The primary currencies to which the Company was exposed in 2001 were the Belgian Franc and the Italian Lira. At June 30, 2001, the Company had
outstanding forward foreign exchange contracts to purchase $4,500,000 of Belgian Francs with a weighted average maturity of 48 days and contracts
to sell $345,000 of Italian Lira with a weighted average maturity of 21 days. The fair value of the Company’s contracts to purchase Belgian Francs
and sell Italian Lira was approximately $0.1 million and $0.0 million, respectively at June 30, 2001.

Inventories — Inventories are valued at the lower of cost or market. Cost has been determined by the last-in, first-out (LIFO) method for parent
company inventories, and by the first-in, first-out (FIFO) method for all other inventories.

Property, Plant and Equipment and Depreciation — Assets are stated at cost. Expenditures for maintenance, repairs and minor renewals are charged
against earnings as incurred. Expenditures for major renewals and betterments are capitalized and amortized by depreciation charges. Depreciation is
provided on the straight-line method over the estimated useful lives of the assets for financial reporting and on accelerated methods for income tax
purposes. The lives assigned to buildings and related improvements range from 10 to 40 years, and the lives assigned to machinery and equipment range
from 5 to 15 years. Upon disposal of property, plant and equipment, the cost of the asset and the related accumulated depreciation are removed from the
accounts and the resulting gain or loss is reflected in earnings. Fully depreciated assets are not removed from the accounts until physically disposed.

The Company reviews the carrying value of property, plant and equipment for impairment whenever events and circumstances indicate that the
carrying value of an asset may not be recoverable from the estimated future cash flows expected to result from its use and eventual disposition. In
cases where undiscounted expected future cash flows are less than the carrying value, an impairment loss is recognized equal to an amount by which
the carrying value exceeds the fair value of assets.



Investments in Affiliates — The Company’s investments in 20% to 50%-owned affiliates in which they have significant influence are accounted
for using the equity method. Investments in less than 20%-owned affiliates are accounted for using the cost method.

Revenue Recognition — Revenue is recognize by the Company when all of the following criteria are met: persuasive evidence of an arrangement
exists; delivery has occurred and ownership has transferred to the customer; the price to the customer is fixed or determinable; and collectability is
reasonably assured. In December 1999, the Securities and Exchange Commission (SEC) released Staff Accounting Bulletin No. 101 (SAB 101), “Revenue
Recognition in Financial Statements.” SAB 101 was effective for the Company in the fourth quarter of 2001 and did not have a material effect on
the Company’s financial statements.

Goodwill and Other Intangibles — In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets,” to establish accounting and reporting standards for goodwill and intangible
assets. According to SFAS No. 142, goodwill and intangible assets deemed to have indefinite lives will no longer be amortized. Other intangible assets
will continue to be amortized over their useful lives. The Company adopted the new rules for accounting for goodwill and other intangible assets on
July 1, 2001.

Under SFAS No. 142, goodwill will be tested for impairment at least annually and more frequently if an event occurs which indicates the goodwill
may be impaired. Impairment of goodwill is measured according to a two step approach. In the first step, the fair value of a reporting unit, as defined
by the statement, is compared to the carrying value of the reporting unit, including goodwill. If the carrying amount exceeds the fair value, the second
step of the goodwill impairment test is performed to measure the amount of the impairment loss, if any. In the second step the implied value of the
goodwill is estimated as the fair value of the reporting unit less the fair value of all other tangible and intangible assets of the reporting unit. If the
carrying amount of the goodwill exceeds the implied fair value of the goodwill, an impairment loss is recognized in an amount equal to that excess,
not to exceed the carrying amount of the goodwill.

Deferred Taxes — The Company recognizes deferred tax liabilities and assets for the expected future income tax consequences of events that have
been recognized in the Company’s financial statements. Under this method, deferred tax liabilities and assets are determined based on the temporary
differences between the financial statement carrying amounts and the tax bases of assets and liabilities using enacted tax rates in effect in the years
in which the temporary differences are expected to reverse.

The Company does not provide for taxes which would be payable if undistributed earnings of its foreign subsidiaries or its foreign affiliate
were remitted because the Company either considers these earnings to be invested for an indefinite period or anticipates that if such earnings were
distributed, the U.S. income taxes payable would be substantially offset by foreign tax credits.

Management Estimates — The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent liabilities at
the dates of the financial statements and the reported amounts of revenues and expenses during the reporting periods. Actual amounts could differ
from those estimates.

Shipping and Handling Fees and Costs — The Company adopted the provisions of the Emerging Issues Task Force (EITF) Issue No. 00-10
“Accounting for Shipping and Handling Fees and Costs” EITF 00-10 was effective for the Company in the fourth quarter of 2001 and did not have a
material effect on the Company’s financial statements.

Reclassification — Certain amounts in the 2001 financial statements have been reclassified to conform to the presentation in the 2002 financial
statements.

Recently Issued Accounting Standards — In August 2001, the FASB issued SFAS No. 143, “Accounting for Obligations Associated with the
Retirement of Long-Lived Assets” and SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS No. 143 establishes
accounting standards for the recognition and measurement of an asset retirement obligation. SFAS No. 144 addresses accounting and reporting for
the impairment or disposal of long-lived assets, superceding SFAS No. 121 and Accounting Principles Board Opinion No. 30. SFAS No. 143 and No.
144 are effective for the Company in the first quarter of 2003. The Company does not believe that the implementation of these statements will have
a material effect on its consolidated financial statements.

In May 2002, the FASB issued SFAS No. 145 “Rescission of FAS Nos. 4,44 and 64, Amendment of FAS 13 and Technical corrections as of April
2002.” This Statement rescinds SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt,” and amends SFAS No. 64, “Extinguishments
of Debt Made to Satisfy Sinking-Fund Requirements.” This statement also rescinds SFAS No. 44 “Accounting for Intangible Assets of Motor Carriers.”
This statement amends SFAS No. 13, “Accounting for Leases,” to eliminate an inconsistency between the required accounting for sale-leaseback
transactions and the required accounting for certain lease modifications that have economic effects that are similar to sale-leaseback transactions.
This statement also amends other existing authoritative pronouncements to make various technical corrections, clarify meanings, or describe their
applicability under changed conditions. The provisions of this statement related to SFAS 13 are effective for transactions occurring after May 15,
2002 with early application encouraged. All other provisions of this statement are effective for the Company in 2003 with early application encour-
aged. The Company does not believe that the implementation of this statement will have a material effect on its consolidated financial statements.

On July 29, 2002, the FASB issued SFAS No. 146, “Accounting for Exit or Disposal Activities.” SFAS 146 addresses significant issues regarding
the recognition, measurement, and reporting of costs that are associated with exit and disposal activities, including restructuring activities that are
currently accounted for pursuant to the guidance that the Emerging Issues Task Force (EITF) has set forth in EITF Issue No. 94-3, Liability Recognition
for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring). SFAS 146 will
be effective for exit or disposal activities that are initiated after December 31, 2002. Early application is encouraged. The Company does not believe
that the implementation of this statement will have a material effect on its consolidated financial statements.
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B. INVENTORIES
The major classes of inventories at June 30 were as follows (in thousands):

2002 2001

FInIShed Parts . . . ..ottt et e e e e e e e $ 35,485 $ 37,711
WOTK-IN-PIOCESS . . o ot ettt e et e e e e e e e e e e e e e e e e e e e e e 5,668 4,931
Raw materials . . . . oottt e 3,351 3,850
$ 44,504 $ 46,492

Inventories stated on a LIFO basis represent approximately 22% and 29% of total inventories at June 30, 2002 and 2001, respectively. The
approximate current cost of the LIFO inventories exceeded the LIFO cost by $20,776,000 and $20,565,000 at June 30, 2002 and 2001, respectively.

C. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment at June 30 were as follows (in thousands):

2002 2001

Land .o e $ 1,407 $ 1,403
BUIldINgS . . .ot e 23,428 22,407
Machinery and equipment. . . . .. ...ttt e 89,086 91,773
113,921 115,583

Less accumulated depreciation . ... ... ... ... e 84,372 83,999
$ 29,549 $ 31,584

D. INVESTMENT IN AFFILIATE

In January of 2001, the Company sold its remaining 19.5% investment in Niigata Converter Company, LTD., Japan (Niigata). The total proceeds
from the transaction were $7.2 million, including the elimination of a $1.7 million note receivable, resulting in a pre-tax gain of $3.9 million
recognized in 2001.

The Company’s investment in affiliate consists of a 25% interest in a domestic distributor of Twin Disc products. Combined condensed financial
data for the investment in affiliate accounted for under the equity method of accounting are summarized below (in thousands). The statement of
operations information includes the results of operations of the domestic distributor from June 1 through May 31.

2002 2001

CUITEIE @SSELS & & v v v vttt ettt e et e e e et e e et e et e e e e e e e e e e $ 11,070 $ 11,485
OtET @SSO . v vttt ettt 5,457 5,458
$ 16,527 $ 16,943

Current HabilIties. . . oottt e e $ 6,673 $ 7,363
Other Habilities . . . ..ottt e e e e 97 149
Shareholders” @QUILY . . . . o . vttt ettt e e e e 9,757 9,431
$ 16,527 $ 16,943

2002 2001 2000

NEE SAIES .+« v v v vttt e e et e e e e $ 23,774 $ 27,516 $ 23,866
Gross Profit. . . ..o e 8,300 9,832 9,813
Net @aIMINGS . .« vttt ettt e e e e 1,925 3,281 3,624

At June 30, 2002 and 2001, trade receivables from the 25% owned distributor were $1,147,000 and $1,565,000, respectively.

Sales to the Company’s 25% owned domestic distributor are the same terms and conditions as sales to independent distributors. Sales to this
distributor were $9,250,000, $11,259,000 and $11,159,000 in fiscal 2002, 2001 and 2000, respectively.



E. GOODWILL AND OTHER INTANGIBLES

In June 2001, the FASB issued SFAS 141, “Business Combinations”, which requires all business combinations initiated after June 30, 2001 to
be accounted for under the purchase method. SFAS 141 also sets forth guidelines for applying the purchase method of accounting in the determina-
tion of intangible assets, including goodwill acquired in a business combination and expands financial disclosures concerning business combina-
tions consummated after June 30, 2001. On July 1, 2001, the Company transferred $1,600,000 of finite lived intangible assets from goodwill to
other assets in accordance with the provisions of this statement.

Goodwill is tested for impairment at least annually and more frequently if an event occurs which indicates the goodwill may be impaired. The
Company performed impairment tests of its goodwill at July 1, 2001 and June 30, 2002 and determined that no impairment of the recorded good-
will existed.

Goodwill at June 30, 2002 and 2001 of $12,311,000 and $13,719,000, respectively, is net of accumulated amortization of $1,017,000 and
$1,397,000, respectively. There were no other indefinite lived intangible assets identified by the Company at June 30, 2002 or 2001. Included in
Other assets on the Company’s Consolidated Balance Sheet as of the end of June 30, 2002 and 2001, respectively, are the following acquired
intangible assets (in thousands):

Intangible assets with finite lives: 2002 2001
LiCeNSING QBIEEIMEIITS . .« . o vttt ettt ettt ettt et e e e e e e e e e e e e e e e $ 5,490 $ 5,490
{014 1T PP 1,259 1,259

6,749 6,749
Accumulated amoTtization . . ... ... e 3,611 2,885
TOtAl © vttt $ 3,138 $ 3,864

Intangible amortization expense for the year ended June 30, 2002 was $726,000. Estimated intangible
amortization expense for each of the subsequent five fiscal years is as follows (in thousands):
Fiscal Year

2003 e e e e e e e e e e e $ 726
2004 . i e e e e e e e e 667
200D e e e e e e e e e e e e e e 482
200D . i e e e e e e e e e e e e 214
2007 e e e e e e e e e e e e 60
1 (¥ U (P 989

$ 3,138

The following proforma information reconciles the net income and earnings per share reported for the fiscal year ended June 30, 2001 and
June 30, 2000 to adjusted net income and earnings per share to reflect the adoption of SFAS No. 142

(in thousands except earnings per share data): 2001 2000
Net income, as TePOTTEA. . . . o\ vttt ettt ettt e e e e e e e et e e e e $ 6,169 $ 3,773
Goodwill amortization (Net OF taX) . . ..ot v ittt e e 171 168
Net income, as adjusted . . ... ..ottt e $ 6,340 $ 3,941
Basic earnings per share, as repOTted . ... . ... vttt ittt e $ 220 $ 134
Goodwill amortization (Net OF taX) . . ..ot v ittt e e e .06 .06
Basic earnings per share, as adjusted ... ... ... ... . e $ 226 $ 140
Diluted earnings per share, as reported. . . .. .. ..ottt e $ 220 $ 134
Goodwill amortization (Net OF taX) . . . . o vttt et e e e .06 .06
Diluted earnings per share, as adjusted . ... ... ...ttt e $ 226 $ 140
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F. JOINT VENTURE

On April 2, 2001, the Company entered into a Joint Venture Agreement with Niigata Engineering Co. LTD., Japan to form NICO Transmissions
Co., Inc. (NTC). NTC is an engineering and marketing company supporting the Company’s expanding global marine product line as well as a distri-
bution company for Niigata’s family of transmission products.

Pursuant to the terms of the Joint Venture Agreement, the Company contributed $0.7 million in exchange for a controlling 66% ownership inter-
est in NTC and Niigata contributed $0.3 million for a 34% ownership interest. NTC’s balance sheet and statement of operations as of and for the year
ended March 31, 2002 is consolidated with the Company’s balance sheet and statement of operations as of and for the year ended June 30, 2002.

In 2002, Niigata filed for creditor protection in Japan under the local bankruptcy code. The bankruptcy trustee is currently negotiating with another
company to assume the operations of Niigata. Based upon current information, management believes that Niigata will continue to participate in the joint
venture. During 2002 the Company fully reserved for its receivable from Niigata in the amount of $237,000 as a result of this filing.

G. ACCRUED LIABILITIES
Accrued liabilities at June 30 were as follows (in thousands):

2002 2001

Salaries and WaES . . . ..o u vttt e e e e e e e e e e e e $ 4,875 $ 4,533
Retirement Denefits . . ..o oo e 4,666 4,944
WaITaNtY . . ot e e e 5,582 4,604
{0144 1<) 7,189 9,347
$ 22,312 $ 23,428

H. DEBT

Notes payable consists of amounts borrowed under unsecured line of credit agreements. Unused lines of credit total $23,195,000 at June 30,
2002. These lines of credit are available predominantly at the prime interest rate minus 0.5% and may be withdrawn at the option of the banks.
The weighted average interest rate of the lines outstanding at June 30, 2002 and 2001 was 4.6% and 5.6%, respectively.

Included in long-term debt is $11,429,000 and $14,286,000 of 7.37% ten-year unsecured notes at June 30, 2002 and 2001, respectively. These
notes contain certain covenants, including the maintenance of a current ratio of not less than 1.5 and consolidated net worth must be at least equal
to the sum of $61,810,000 plus 35% of consolidated net earnings for each quarter from July 1, 1996. As of June 30, 2002, the Company was in
compliance with all debt covenants.

During 2000, the Company entered into a $20,000,000 revolving loan agreement which expires on September 30, 2003. This agreement
contains certain covenants, including restrictions on investments, acquisitions and indebtedness. As of June 30, 2002, the Company was in compli-
ance with all debt covenants. The outstanding balance of $10,000,000 and $12,000,000 at June 30, 2002 and 2001, respectively, is classified as
long-term debt. Notes under this agreement bear interest on a schedule determined by the Company’s leverage ratio and the LIBOR interest rate.
The rate was 2.9% and 4.9% at June 30, 2002 and 2001, respectively.

The aggregate scheduled maturities of outstanding long term debt obligations in subsequent years are as follows:

Fiscal Year

2003 . e $ 2,857,000
2004 e 12,869,000
2005 . e 2,857,000
2006 vt 2,857,000

$ 21,440,000

I. LEASE COMMITMENTS
Approximate future minimum rental commitments under noncancellable operating leases are as follows (in thousands):

Fiscal Year
7710101 N $ 2,605
2004 e e e e e e e e e e e e e e e e e e 1,912
12710101 1,069
2006 .o e e e e e e e e e e e e e e e e 653
2007, .« e e e e e e e e e e e 499
B TS G-V 1,152

Total rent expense for operating leases approximated $ 3,135,000, $3,444,000 and $3,023,000 in 2002, 2001 and 2000 respectively.



J. SHAREHOLDERS’ EQUITY

At June 30, 2002 and 2001, treasury stock consisted of 835,788 shares of common stock. The Company issued 150 shares of treasury stock in
2000 to fulfill its obligations under stock option plans. The difference between the cost of treasury shares issued and the option price is recorded in
retained earnings. The Company acquired 2,058 shares of treasury stock in 2001.

Cash dividends per share were $.70 in 2002, 2001 and 2000.

In 1998, the Company’s Board of Directors established a Shareholder Rights Plan and distributed to shareholders one preferred stock purchase
right for each outstanding share of common stock. Under certain circumstances, a right may be exercised to purchase one one-hundredth of a share
of Series A Junior Preferred Stock at an exercise price of $160, subject to certain anti-dilution adjustments. The rights become exercisable ten (10)
days after a public announcement that a party or group has either acquired at least 15% (or at least 25% in the case of existing holders who cur-
rently own 15% or more of the common stock), or commenced a tender offer for at least 25% of the Company’s common stock. Generally, after the
rights become exercisable, if the Company is a party to certain merger or business combination transactions, or transfers 50% or more of its assets
or earnings power, or certain other events occur, each right will entitle its holders, other than the acquiring person, to buy a number of shares of
common stock of the Company, or of the other party to the transaction, having a value of twice the exercise price of the right. The rights expire
June 30, 2008, and may be redeemed by the Company for $.05 per right at any time until ten (10) days following the stock acquisition date. The
Company is authorized to issue 200,000 shares of preferred stock, none of which have been issued. The Company has designated 50,000 shares of
the preferred stock for the purpose of the Shareholder Rights Plan.

K. BUSINESS SEGMENTS AND FOREIGN OPERATIONS

The Company and its subsidiaries are engaged in the manufacture and sale of power transmission equipment. Principal products include
industrial clutches, hydraulic torque converters, fluid couplings, power-shift transmissions, marine transmissions, universal joints, power take-offs
and reduction gears. The Company sells to both domestic and foreign customers in a variety of market areas, principally construction, industrial,
energy and natural resources and marine and agricultural.

The Company has two reportable segments: manufacturing and distribution. These segments are managed separately because each provides dif-
ferent services and requires different technology and marketing strategies. The accounting practices of the segments are the same as those described
in the summary of significant accounting policies. Transfers among segments are at established inter-company selling prices.

Information about the Company’s segments is summarized as follows (in thousands):

Manufacturing Distribution Total
2002
Net Sales ..ot e, $155,730 $61,848 $217,578
Intra-segment Sales ... .. ...ttt 6,696 1,870 8,566
Inter-segment sales . . ... ...ttt e 22,784 6,843 29,627
Interest income . ... e 468 43 511
Interest eXPense . . . ..o vt e 1,783 131 1,914
INCOME TaXeS .« vttt et it e e e e e e e 1,940 1,362 3,302
Depreciation and amortization .............. .. .. it 5,409 210 5,619
Segment €arnings .. ..... ... e 2,247 2,366 4,613
SeEMENt @SSELS . . vttt e e 139,810 30,275 170,085
Expenditures for segment assets . ............otiitiitiit e 1,851 212 2,063
2001

Net SaleS . oottt e e e $171,439 $45,337 $216,776
Intra-segment sales. .. ...ttt e 7,953 304 8,257
Inter-segment Sales . . . .. vvu vttt e 27,009 724 27,733
Interest inCome . . .. ... o e e e 393 76 469
Interest eXPense. . .. ..ottt e e e 2,796 107 2,903
INCOME BaXeS . & vttt e e 4,072 851 4,923
Depreciation and amortization . ............. . i i 5,997 269 6,266
Segment earnings . . ... ... e 5,562 1,365 6,927
SeEMENt @SSELS . v v vttt e 141,737 24,822 166,559

Expenditures for segment assets . . ... ...ttt e 3,245 247 3,492
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Nt SALES & o vttt ettt e e e e e $166,067 $46,726 $212,793
Intra-segment sales. . . .. ...ttt e 7,176 613 7,789
Inter-segment sales . . ... ..ottt e 26,327 690 27,017
Interest iINCOME . . . . ..ot e ettt 321 73 394
INterest EXPENSE. . . o v vttt s 3,159 125 3,284
INCOMMIE TaXES .« v ittt et e e e 3,904 916 4,820
Depreciation and amortization .. ........... ..ottt 6,589 264 6,853
Segment earnings . . . . ..ottt e 3,464 1,587 5,051
SegMENt ASSELS . . o .ttt e 154,971 24,518 179,489
Expenditures for segment assets . . .. ......iuit i e 1,766 368 2,134
The following is a reconciliation of reportable segment net sales, earnings and assets,
to the Company’s consolidated totals (in thousands):
2002 2001 2000
Net sales
Total net sales from reportable SEgMeENts. . ... ..ottt et $217,578 $216,776 $212,793
Elimination of inter-company sales. .. ........ ..ottt (38,193) (35,990) (34,806)
Total consolidated net Sales . .. ... oottt $179,385 $180,786 $177,987
Earnings
Total earnings from
reportable SEGMENTS. . . . ottt e $ 4,613 $ 6,927 $ 5,051
Other COTPOTAte EXPEIISES. . « o v vt vttt et et et e e e et et e et e e et eeeeennn (2,555) (758) (1,278)
Total consolidated net €arnings. . ... ......couinetn et e ie e $ 2,058 $ 6,169 $ 3,773
Assets
Total assets for reportable segments ... ....... ...ttt $170,085 $166,559
Elimination of inter-company assets. . .. ... ... .ouuuuunten e enenen.. (18,831) (16,802)
COTPOTate @SSELS. « o v v vttt ettt e 6,026 6,977
Total consolidated assets . .. ..t vvi et e e $157,280 $156,734
Other significant items:
Segment Consolidated
2002 Totals Adjustments Totals
INterest IMCOMIE . . .\ vttt ettt et e et e et e e $ 511 $  (217) $ 294
INTETESt @XPEIISE. .« . ¢ ettt ettt et et e et e e e e e e 1,914 (214) 1,700
TCOMIE TAXES .« o ot ettt e et e e e e e e e e 3,302 (352) 2,950
Depreciation and amortization .. ..........outinti i e 5,619 90 5,709
Expenditures for sSegment assets . . ... v.v vttt e 2,063 — 2,063
2001
INterest INCOME . . . oottt ettt e e $ 469 $  (207) $ 262
INTETEST @XPEIISE. .+« o et vt ettt et e e e e e e e e e e e e e 2,903 (709) 2,194
B0 T0) 40 L D (3 4,923 1,999 6,922
Depreciation and amortization ............ . i e 6,266 126 6,392
Expenditures for segment assets . . ... ..c vttt e 3,492 — 3,492
2000
INTErest INCOME « . . v vttt ettt e et e e e e e e e $ 394 $  (150) $ 244
INTEIESt EXPEIISE. « o\ vttt ettt ettt et e e e ettt e e e e e 3,284 (305) 2,979
D T0) 4L D= 4,820 (526) 4,294
Depreciation and amortization .. ... ...... ...ttt e 6,853 127 6,980
Expenditures for segment assets . . ... ...ttt e 2,134 — 2,134

All adjustments represent inter-company eliminations and corporate amounts.



Geographic information about the Company is summarized as follows (in thousands):

2002 2001 2000
Net sales
UNHEA STALES - -+« v v e e e e e e e e e e e e e e e e e e e e $108,288 $120,522 $113,377
Other COUNTIIES . .\ e e e e e e s 71,097 60,264 64,610
Total. . .o e e $179,385 $180,786 $177,987
Long-lived assets
United StatesS . . . v $ 59,530 $ 59,249
Belgium . . ..o e 10,596 8,221
Other COUNTIIES . . o vttt et e ettt e et e e e e e e et 5,178 5,078
Elimination of inter-company assets. . . ... .....ouuueuneen e enenen.. (7,478) (4,939)

Total. ..o $ 67,826 $ 67,609

One customer accounted for approximately 11%, 11% and 10% of consolidated net sales in 2002, 2001 and 2000, respectively.

L. STOCK OPTION PLANS

During fiscal 1999, the Company adopted the Twin Disc, Incorporated 1998 Stock Option Plan for Non-Employee Directors, a non-qualified
plan for non-employee directors to purchase up to 35,000 shares of common stock, and the Twin Disc, Incorporated 1998 Incentive Compensation
Plan, a plan where options are determined to be non-qualified or incentive at the date of grant, for officers and key employees to purchase up to
165,000 shares of common stock. The plans are administered by the Executive Selection and Compensation Committee of the Board of Directors
which has the authority to determine which officers and key employees will be granted options. The grant of options to non-employee directors is
fixed at options to purchase 1,000 shares of common stock per year or 600 at time of appointment. Except as described in the following sentence,
all options allow for exercise prices not less than the grant date fair market value, immediately vest and expire ten years after the date of grant.
For options under the Incentive Compensation Plan, if the optionee owns more than 10% of the total combined voting power of all classes of the
Company’s stock, the price will be not less than 110% of the grant date fair market value and the options expire five years after the grant date. In
addition, the Company has 69,550 incentive stock option plan options and 55,750 non-qualified stock option plan options outstanding at June 30,
2002 under the Twin Disc, Incorporated 1988 Incentive Stock Option plan and the Twin Disc, Incorporated 1988 Non-Qualified Stock Option Plan
for Officers, Key Employees and Directors, respectively. The plans terminated during 1999.

Shares available for future options as of June 30 were as follows:

2002 2001
1998 Stock Option Plan for Non-Employee Directors. . .. .. ... ..ottt 14,650 20,650
1998 Incentive Compensation Plan. .. ... i e 62,300 100,350
Stock option transactions under the plans during 2002, 2001 and 2000 were as follows:
Weighted Weighted Weighted
Average Average Average
2002 Price 2001 Price 2000 Price
Non-qualified stock options:
Options outstanding
at beginning of year .............. ... ... ... 88,350 $21.31 83,600 $22.06 84,600 $22.55
Granted . .. ...t 14,500 15.05 15,750 17.47 12,000 19.94
Canceled ............ .. i (500) 14.00 (11,000) 21.47 (13,000) 23.31
Options outstanding at June 30.................... 102,350 $20.46 88,350 $21.31 83,600 $22.06

Options price range ($15.05 - $20.00)

Number of shares. . ............. ... ... ... ... 66,650
Weighted average price .. ..........ccovvniun... $ 18.07
Weighted average remaining life................. 6.25 years

Options price range ($21.875 - $28.75)
Number of shares. . ............. ... .. 35,700
Weighted average price .. ............c.ocuven... $ 24.93
Weighted average remaining life................. 5.84 years



Weighted Weighted Weighted

Average Average Average
2002 Price 2001 Price 2000 Price
Incentive stock options:
Options outstanding
at beginning of year ...........coiiiiiiiiiin... 125,650 $22.29 119,400 $23.24 132,250 $23.70
Granted . ......o i 30,200 15.25 26,800 17.81 22,800 20.20
Canceled ......... ..o (9,850) 23.47 (20,550) 21.95 (35,500) 23.25
Exercised . ... ..ot e - - - - (150) 14.00
Options outstanding at June 30.................... 146,000 $20.75 125,650 $22.29 119,400 $23.24
Options price range ($15.05 - $20.00)
Number of shares. . . ...... ... i, 92,700
Weighted average price .. .........cooviiunnenan.n. $ 17.70
Weighted average remaining life................... 7.53 years
Options price range ($21.875 - $31.625)
Number of shares. . . .......... .. 53,300
Weighted average price ... ........ooviininnenann. $ 26.07
Weighted average remaining life................... 6.05 years

The Company accounts for its stock option plans under the guidelines of Accounting Principles Board Opinion No. 25. Accordingly, no com-
pensation cost has been recognized in the statement of operations. Had the Company recognized compensation expense determined based on the
fair value at the grant date for awards under the plans, consistent with the method prescribed by FAS 123, the net earnings and earnings per share
would have been as follows (in thousands, except per share amounts):

2002 2001 2000

Net earnings

AS TEPOTTEA . . ottt e $ 2,058 $ 6,169 $ 3,773

Pro forma . .....o. i e 1,954 6,028 3,648
Basic earnings per share

AS TEPOTTEA . o v o ettt ettt et e e e e e $ 073 $ 220 $ 134

Pro forma ... ... e 0.70 2.15 1.29
Diluted earnings per share

AS TEPOTTEA . . ottt e $ 0.73 $ 220 $ 134

Pro forma . .....o. i e 0.70 2.15 1.29

The above pro forma net earnings and earnings per share were computed using the fair value of options at the date of grant (for options grant-
ed after June 1995) as calculated by the Black-Scholes option-pricing method and the following assumptions: 23% volatility, 4.5% annual dividend
yield, risk free interest rate of 4.53%, a 5 year term and an exercise price equal to the fair market value on the date of grant except for incentive
options granted to greater than 10% shareholders which are calculated using a 3 year term and an exercise price equal to 110% of the fair market
value on the date of grant. For those options granted during 2002, 2001 and 2000 with exercise prices equal to the grant date fair market value, the
exercise prices and weighted average fair values of the options were $15.05 and $2.37 in 2002, $17.54 and $3.38 in 2001 and $19.94 and $3.70
in 2000, respectively. For those options granted with exercise prices greater than the grant date fair market value, the exercise prices and weighted
average fair values of the options were $16.56 and $1.83 in 2002, $19.59 and $2.50 in 2001 and $21.93 and $2.43 in 2000, respectively.

M. ENGINEERING AND DEVELOPMENT COSTS

Engineering and development costs include research and development expenses for new products, development and major improvements to
existing products, and other charges for ongoing efforts to refine existing products. Research and development costs charged to operations totaled
$1,887,000, $1,929,000 and $1,852,000 in 2002, 2001 and 2000 respectively. Total engineering and development costs were $6,569,000, $5,791,000
and $6,322,000 in 2002, 2001 and 2000 respectively.



N. RETIREMENT PLANS

The Company has non-contributory, qualified defined benefit pension plans covering substantially all domestic employees and certain foreign
employees. Domestic plan benefits are based on years of service, and, for salaried employees, on average compensation for benefits earned prior
to January 1, 1997 and on a cash balance plan for benefits earned after January 1, 1997. The Company’s funding policy for the plans covering
domestic employees is to contribute an actuarially determined amount which falls between the minimum and maximum amount that can be con-
tributed for federal income tax purposes. Domestic plan assets consist principally of listed equity and fixed income securities.

In addition, the Company has unfunded, non-qualified retirement plans for certain management employees and directors. Benefits are based on
final average compensation and vest upon retirement from the Company.

In addition to providing pension benefits, the Company provides health care and life insurance benefits for certain domestic retirees. All
employees retiring after December 31, 1992, and electing to continue coverage through the Company’s group plan, are required to pay 100% of the
premium cost.

The following table sets forth the Company’s defined benefit pension plans’ and other postretirement benefit plan’s funded status and the
amounts recognized in the Company’s balance sheets and income statements as of June 30 (dollars in thousands):

Pension Other Post retirement
Benefits Benefits
2002 2001 2002 2001

Change in benefit obligation:

Benefit obligation, beginning of year . ............ .. .. ... .. ... ... $114,025 $109,087 $ 31,967 $ 30,227

Y V4 (& 0 3 1,361 1,284 17 16

Interest CoSt. . .o v vttt e e e 8,203 8,333 2,281 2,298

Actuarial 10SS. . ... 908 4,094 2,277 3,110

Benefits Paid . . ..o v vttt e (9,350) (8,773) (3,543) (3,684)

Benefit obligation, end of year . ........ ... ... . i $115,147 $114,025 $ 32,999 $ 31,967
Change in plan assets:

Fair value of assets, beginning of year . ........................... $ 98,352 $112,689 $ - $ -

Actual return on plan assets . . ...t e 1,209 (11,560) - -

Employer contribution. .. ....... ... . L 2,194 5,996 3,543 3,684

Benefits paid ... .ovvt i e (9,350) (8,773) (3,543) (3,684)

Fair value of assets,end of year . ......... .. ... i, $ 92,405 $ 98,352 $ - $ -
Funded Status . .. .ov vttt e $(22,742) $(15,673) $(32,999) $(31,967)

Unrecognized net transition obligation............... ... ... ... .... 388 375 — —

Unrecognized actuarial 10SS. . ... ..ottt 36,339 30,008 11,279 9,582

Unrecognized prior SEIvice COSt. . ... ...vuuv ittt 1,178 1,823 — —
Net amount recognized . . . ... .ottt e $ 15,163 $ 16,533 $(21,720) $(22,385)
Amounts recognized in the balance sheet consist of:

Prepaid benefit cost. .. ... ... ... i $ - $ 6 $ - $ -

Accrued benefit lability ........ ... ... . (21,739 (14,578) (21,720 (22,385

Intangible asset . . . ... e 1,383 1,988 — —

Deferred tax asSel . .o v v v vttt ettt 13,852 11,356 - -

Minimum pension liability adjustment . ............... .. ... .. .... 21,667 17,761 - -
Net amount recognized . . . . ... ittt it e $ 15,163 $ 16,533 $(21,720) $(22,385)
Weighted average assumptions as of June 30:

Discount rate. .. ...ttt e e 7.50% 7.50% 7.50% 7.50%

Expected return on plan assets .. ...t 9.00% 9.00%

Rate of compensation increase ..............oiuinininnennennan.. 5.00% 5.00%
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Pension Benefits

2002 2001 2000
SOIVICE COST . & e e $ 1,361 $ 1,284 $ 1,518
B ] 0 1] P 8,203 8,333 8,028
Expected return on plan @ssets . . ... vv vt vttt e e e (8,476) (9,837) (8,532)
Amortization of prior SErvice COSt. . ... vt v it e 124 151 672
Amortization of transition obligation .. ......... ... ... . . L . 49 181 179
Unrecognized Net L0SS . . . .o v ittt e 1,802 — —
Recognized net actuarial 10Ss ... ... ..ot e 501 456 699
Net periodic benefit CoSt. .. ...ttt et $ 3,564 $ 568 $ 2,564

Postretirement Benefits

2002 2001 2000
SOIVICE COST . v vttt et et et e e e e e e e e e e e e e e e e e e $ 17 $ 16 $ 19
IntereSt COST. . o vttt e e e e 2,281 2,298 2,265
Recognized net actuarial 10SS . .. ... ..ot 580 345 457
Net periodic benefit CoOSt. .. ...ttt e e e ettt $ 2,878 $ 2,659 $ 2,741

The pension plans held 62,402 shares of Company stock with a fair market value of $873,000 and $989,000 at June 30, 2002 and 2001, respectively.

The assumed weighted average health care cost trend rate was 10% in 2002, declining to 6% in 2006. A 1% increase in the assumed health
care cost trend would increase the accumulated postretirement benefit obligation by approximately $2.2 million and the service and interest cost by
approximately $160,000. A 1% decrease in the assumed health care cost trend would decrease the accumulated postretirement benefit obligation by
approximately $2.0 million and the service and interest cost by approximately $150,000.

The Company sponsors defined contribution plans covering substantially all domestic employees and certain foreign employees. These plans
provide for employer contributions based primarily on employee participation. The total expense under the plans was $1,780,000, $1,591,000 and
$1,699,000 in 2002, 2001, and 2000 respectively.

0. INCOME TAXES
United States and foreign earnings (loss) before income taxes were as follows (in thousands):

2002 2001 2000
United STateS . o o vttt ettt e e e $ 568 $ 3,457 $ 367
FOreign . . e e 4,440 9,634 7,700
$ 5,008 $ 13,091 $ 8,067
The provision (credit) for income taxes is comprised of the following (in thousands):

2002 2001 2000

Currently payable:
Federal. ..ottt $ 168 $ 2,552 $ 664
12 P 70 101 6
Foreign. . .. e e 2,334 4,455 3,908
2,572 7,108 4,578

Deferred:

Federal. . ..ot e 441 (564) (137)
SEALE. + + o v v e e e e e e (83) 494 220
FOTRIgIN. . o et e 20 (116) (367)
378 (186) (284)

$ 2,950 $ 6,922 $ 4,294




The components of the net deferred tax asset as of June 30, were as follows (in thousands):

2002 2001
Deferred tax assets:
Retirement plans and employee benefits. . ... ... .. ... e $ 16,371 $ 13,241
Alternative minimum tax credit
CaITY OTWATAS. . . o ottt ettt et e e e 690 1,453
Foreign tax credit carryforwards. . . .. ... it 920 2,414
State net operating loss and other
state credit carryforwards ... ... ... e 519 531
L0100 P 3,791 4,124
22,291 21,763
Deferred tax liabilities:
Property, plant and equipment . ... ... ... e 4,620 5,631
L0104 TS) — —
4,620 5,631
Valuation alloWanCe . . . ...ttt et e e (920) (1,500)
Total net deferred taxX aSSEtS . . . . vt vttt ittt et e e e e e e e e $ 16,751 $ 14,632

Management believes that it is more likely than not that the results of future operations will generate sufficient taxable income to realize
deferred tax assets except for certain foreign tax credit carryforwards. Of the $920 in foreign tax credit carryforwards at June 30, 2002, $146 will
expire in 2003, $258 will expire in 2005, $223 will expire in 2006 and $293 will expire in 2007. The alternative minimum tax credit carryforwards
will be carried forward indefinitely. Of the $467 of state net operating loss carryforwards at June 30, 2002, $444 will expire in 2014 and $23 will
expire in 2015. Of the $52 of state credit carryforwards, $18 will expire in 2014, $17 will expire in 2015 and $17 will expire in 2016.

Following is a reconciliation of the applicable U.S. federal income taxes to the actual income taxes reflected in the statements of operations:

2002 2001 2000
U.S. federal income tax at 3400, . . . oot vttt ettt e $ 1,749 $ 4,451 $ 2,743
Increases (reductions) in tax resulting from:
Foreign tax items. . . . . ..o i e 144 234 1,387
ST TAXES v v v vttt e et e e e e e e (298) 351 149
Valuation allowancCe . ... ... ittt e 920 1,500 -
Disposition of investment in subsidiary. .......... .. .. .. . . i, 522 286 —
OtheT, MBt. . ettt e e (87) 100 15

$ 2,950 $ 6,922 $ 4,294

The Company has not recorded deferred income taxes applicable to undistributed earnings of foreign subsidiaries that are indefinitely rein-
vested in foreign operations. The undistributed earnings amount to approximately $16.8 million at June 30, 2002. If these earnings were remitted
to the U.S., they would be subject to U.S. income tax. However this tax would be substantially less than the U.S. statutory income tax because of
available foreign tax credits.

P. CONTINGENCIES

The Company is involved in various stages of investigation relative to hazardous waste sites, two of which are on the United States EPA
National Priorities List (Superfund sites). The Company’s assigned responsibility at each of the Superfund sites is less than 3%. The Company has
also been requested to provide administrative information related to two other potential Superfund sites but has not yet been identified as a
potentially responsible party. Additionally, the Company is subject to certain product liability matters in the normal course of business.

At June 30, 2002 and June 30, 2001, the Company has accrued approximately $632,000 and $1,050,000, respectively which represents
management’s best estimate available for possible losses related to these contingencies. This amount has been provided over the past several years.
Based on the information available, the Company does not expect that any unrecorded liability related to these matters would materially affect the
consolidated financial position, results of operations or cash flows.
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Q. RESTRUCTURING OF OPERATIONS

During the fourth quarter of 2001, the Company recorded a pre-tax restructuring charge of $1.5 million in connection with the reduction of
its workforce and consolidation of facilities. These actions were taken in an effort to streamline the Company’s cost structure and utilization of
available capacity at other locations. The charge included $1.0 million in employee termination and severance benefits, $0.3 million for remaining
costs related to pre-existing leases, $0.1 million for the estimated loss on fixed assets which were held for disposal, and $0.1 million in miscel-
laneous costs. Approximately $0.7 million of the charge for employee termination and severance benefits was classified to cost of goods sold with
the remaining $0.3 million charged to marketing, engineering and administrative expenses. A total of 46 employees were terminated; 22 production
employees and 24 salaried employees. In 2001, the Company made cash payments of $0.1 million and also charged the $0.1 million loss on fixed
assets against the reserve. As of June 30, 2001, the reserve had a balance of $1.3 million. In 2002, cash payments of $1.1 million were charged
against the reserve and $0.1 million was reversed against cost of goods sold. As of June 30, 2002, a balance of $0.1 million remains, consisting
primarily of reserves for idle leased facilities.



REPORT OF INDEPENDENT ACCOUNTANTS ON FINANCIAL STATEMENT SCHEDULE

To the Board of Directors
Twin Disc, Incorporated
Racine, Wisconsin

Our audits of the consolidated financial statements referred to in our report dated July 19, 2002 appearing on page 11 of this form 10-K also
included an audit of the information set forth in the Financial Statement Schedule listed in Item 14(a)(2)of this Form 10-K. In our opinion, this
Financial Statement Schedule presents fairly, in all material respects, the information set forth therein when read in conjunction with the related
consolidated financial statements.

G AT

PricewaterhouseCoopers LLP

Milwaukee, Wisconsin
July 19, 2002

TWIN DISC, INCORPORATED AND SUBSIDIARIES
SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS

for the years ended June 30, 2002, 2001 and 2000 (in thousands)

Additions

Balance at Charged to Balance at

Beginning costs and end of
Description of Period Expenses Deductions(1) of Period
2002:
Allowance for losses on accounts receivable. . ............... $ 699 $ 336 $ 253 $ 782
Reserve for inventory obsolescence. . ...................... $ 3,346 $ 2,178 $ 931 $4,593
2001:
Allowance for losses on accounts receivable. . ............... $ 704 $ 157 $ 162 $ 699
Reserve for inventory obsolescence. . ...................... $ 1,371 $ 2,470 $ 495 $3,346
2000:
Allowance for losses on accounts receivable. . ............... $ 534 $ 371 $ 201 $ 704
Reserve for inventory obsolescence. . ...................... $ 1,161 $ 1,212 $ 1,002 $ 1,371

(1) Accounts receivable written-off and inventory disposed of during the year and other adjustments (primarily foreign currency translation
adjustments).
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this Report to be
signed on its behalf by the undersigned, thereunto duly authorized.

TWIN DISC, INCORPORATED

By /s/ FRED H. TIMM
Fred H. Timm, Vice President -
Administration and Secretary
(Chief Accounting Officer)

September 18, 2002

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

By /s| MICHAEL E. BATTEN
Michael E. Batten, Chairman,
Chief Executive Officer and Director

September 18, 2002 By /s| MICHAEL H. JOYCE
Michael H. Joyce, President,
Chief Operating Officer and Director

By /s| JAMES 0. PARRISH
James O. Parrish, Vice President -
Finance, Treasurer and Director
(Chief Financial Officer)

Paul J. Powers, Director
September 18, 2002 David L. Swift, Director

John A. Mellowes, Director
George E. Wardeberg, Director
David R. Zimmer, Director
David B. Rayburn, Director

By /s| JAMES 0. PARRISH
James O. Parrish, Attorney in Fact




CERTIFICATIONS

I, Michael E. Batten, certify that:

1. I have reviewed this annual report on Form 10-K of Twin Disc, Incorporated;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact necessary

to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report; and

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all material

respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this annual report.

September 18, 2002 /s| MICHAEL E. BATTEN
Michael E. Batten, Chairman,
Chief Executive Officer and Director

I, James O. Parrish, certify that:

1. I have reviewed this annual report on Form 10-K of Twin Disc, Incorporated;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a material fact necessary

to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this annual report; and

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

September 18, 2002 [s| JAMES 0. PARRISH
James O. Parrish, Vice President —
Finance, Treasurer and Director
(Chief Financial Officer)
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EXHIBIT INDEX
TWIN DISC, INCORPORATED

10-K for Year Ended June 30, 2002

Exhibit
3a)

b)

4a)

b)

Description
Articles of Incorporation, as restated October 21, 1988 (Incorporated by reference to Exhibit 3(a) of the
Company’s Form 10-K for the year ended June 30, 1989).

Corporate Bylaws, as amended through June 22, 1998 (Incorporated by reference to Exhibit 3(b) of the
Company’s Form 10-K for the year ended June 30, 1998).

Form of Rights Agreement dated as of April 17, 1998 by and between the Company and the Firstar Trust
Company, as Rights Agent, with Form of Rights Certificate (Incorporated by reference to Exhibits 1 and
2 of the Company’s Form 8-A dated May 4, 1998).

Announcement of Shareholder Rights Plan per news release dated April 17, 1998 (Incorporated by
reference to Exhibit 6(a), of the Company’s Form 10-Q dated May 4, 1998).

Material Contracts

10a)

b)

c)

d)

e)

J)

21
23

24

99b

32

The 1988 Incentive Stock Option Plan (Incorporated by reference to Exhibit B of the Proxy Statement for
the Annual Meeting of Shareholders held on October 21, 1988).

The 1988 Non-Qualified Stock Option Plan for Officers, Key Employees and Directors (Incorporated by
reference to Exhibit C of the Proxy Statement for the Annual Meeting of Shareholders held on October
21,1988).

Amendment to 1988 Incentive Stock Option Plan of Twin Disc, Incorporated (Incorporated by reference to
Exhibit A of the Proxy Statement for the Annual Meeting of Shareholders held on October 15, 1993).

Amendment to 1988 Non-Qualified Incentive Stock Option Plan for Officers, Key Employees and
Directors of Twin Disc, Incorporated (Incorporated by reference to Exhibit B of the Proxy Statement for
the Annual Meeting of Shareholders held on October 15, 1993).

Form of Severance Agreement for Senior Officers and form of Severance Agreement for Other Officers
(Incorporated by reference to Exhibit 10(c) and (d), respectively, of the Company’s Form 10-K for the year
ended June 30, 1989).

Supplemental Retirement Plan (Incorporated by reference to Exhibit 10(f) of the Company’s Form 10-K
for the year ended June 30, 1998).

Director Tenure and Retirement Policy (Incorporated by reference to Exhibit 10(f) of the Company’s Form
10-K for the year ended June 30, 1993).

Form of Twin Disc, Incorporated Corporate Short Term Incentive Plan (Incorporated by reference to
Exhibit 10(g) of the Company’s Form 10-K for the year ended June 30, 1993).

The 1998 Incentive Compensation Plan (Incorporated by reference to Exhibit A of the Proxy Statement
for the Annual Meeting of Shareholders held on October 16, 1998).

The 1998 Stock Option Plan for Non-Employee Directors (Incorporated by reference to Exhibit B of the
Proxy Statement for the Annual Meeting of Shareholders held on October 16, 1998).

Subsidiaries of the Registrant

Consent of Independent Accountants

Power of Attorney

Certification pursuant to 18 U.S.C. Section 1350

Certification pursuant to 18 U.S.C. Section 1350

Filed Herewith



EXHIBIT 21

SUBSIDIARIES OF THE REGISTRANT
Twin Disc, Incorporated, the registrant (a Wisconsin Corporation) owns directly or indirectly 100% of the following subsidiaries:

Twin Disc International, S.A. (a Belgian corporation)

Twin Disc Technodrive Srl (an Italian corporation)

Twin Disc Srl (an Italian corporation)

Twin Disc (Pacific) Pty. Ltd. (an Australian corporation)

Twin Disc (Far East) Ltd. (a Delaware corporation operating in Singapore and Hong Kong)

TD Electronics, Inc. (a Wisconsin corporation, dissolved as of July 1, 2002; now operating as a division of the Company)
Mill-Log Equipment Co., Inc. (an Oregon corporation)

Twin Disc Southeast, Inc. (a Florida corporation)

Technodrive SARL (A French corporation)

0 ENDE RN

Twin Disc, Incorporated also owns 66% of NICO Transmissions Co., Inc.

The registrant has no parent nor any other subsidiaries. All of the above subsidiaries are included in the consolidated financial statements.

EXHIBIT 23

CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference in the registration statements of Twin Disc, Incorporated on Form S-8 (Twin Disc, Incorporated
1988 Incentive Stock Option Plan , Twin Disc, Incorporated 1988 Non-Qualified Stock Option Plan for Officers, Key Employees and Directors, Twin
Disc, Incorporated 1998 Incentive Compensation Plan and Twin Disc, Incorporated 1998 Stock Option Plan for Non-Employee Directors, Twin Disc,
Incorporated - The Accelerator 401K Savings Plan) of our reports dated July 19, 2002, on our audits of the consolidated financial statements and
Financial Statement Schedule of Twin Disc, Incorporated as of June 30, 2002 and 2001 and for the years ended June 30, 2002, 2001 and 2000,
which reports are included in this Annual Report on Form 10-K.

&ﬁfﬂfm LT

PricewaterhouseCoopers LLP

Milwaukee, Wisconsin
September 18, 2002
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EXHIBIT 24

POWER OF ATTORNEY

The undersigned directors of Twin Disc, Incorporated hereby severally constitute Michael E. Batten and James O. Parrish , and each of them
singly, true and lawful attorneys with full power to them, and each of them, singly, to sign for us and in our names as directors the Form 10-K
Annual Report for the fiscal year ended June 30, 2002 pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934, and generally do all
such things in our names and behalf as directors to enable Twin Disc, Incorporated to comply with the provisions of the Securities and Exchange
Act of 1934 and all requirements of the Securities and Exchange Commission, hereby ratifying and confirming our signatures so they may be
signed by our attorneys, or either of them, as set forth below.

/s/ JOHN A. MELLOWES
John A. Mellowes, Director

/s/ PAUL J. POWER
Paul J. Powers, Director

/s/ DAVID B. RAYBURN
David B. Rayburn, Director

July 26, 2002 /s/ DAVID L. SWIFT
David L. Swift, Director

/s/ GEORGE E. WARDEBERG
George E. Wardeberg, Director

/s/ DAVID R. ZIMMER
David R. Zimmer, Director




EXHIBIT 99a

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Twin Disc, Incorporated (the “Company”) on Form 10-K for the fiscal year ending June 30, 2002, as
filed with the Securities and Exchange Commission as of the date hereof (the “Report”), I, Michael E. Batten, Chairman and Chief Executive Officer

of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best
of my knowledge:

(1) the Report fully complies with Section 13(a) of the Securities Exchange Act of 1934, and

(2) the information contained in the report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ MICHAEL E. BATTEN
Michael E. Batten

Chairman, Chief Executive Officer
September 18, 2002

EXHIBIT 99b

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Twin Disc, Incorporated (the “Company”) on Form 10-K for the fiscal year ending June 30, 2002, as
filed with the Securities and Exchange Commission as of the date hereof (the “Report”), I, James O. Parrish, Vice President - Finance, Treasurer and

Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, that to the best of my knowledge:

(1) the Report fully complies with Section 13(a) of the Securities Exchange Act of 1934, and

(2) the information contained in the report fairly presents, in all material respects, the financial condition and results of operations of the Company.

[s/ JAMES 0. PARRISH

James O. Parrish

Vice President - Finance, Treasurer, Chief Financial Officer
September 18, 2002
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TWIN DISC, INCORPORATED AND SUBSIDIARIES

TEN YEAR FINANCIAL SUMMARY

(In thousands of dollars, except where noted) 2 00 2 2 0 0 1 2 0 00

STATEMENT OF OPERATIONS

Net sales $179,385 $180,786 $177,987
Costs and expenses, including marketing, engineering

and administrative 173,784 170,260 168,105
Earnings (loss) from operations 5,601 10,526 9,882
Other income (expense) (458) 2,565 (1,815)
Earnings (loss) before income taxes and minority interest 5,143 13,091 8,067
Income taxes (credits) 2,950 6,922 4,294
Minority Interest (135) - -
Net earnings (loss) 2,058 6,169 3,773

BALANCE SHEET

Assets

Cash and cash equivalents 7,313 5,961 5,651
Receivables, net 29,006 27,058 28,828
Inventories, net 44,504 46,492 50,190
Other current assets 8,631 12,255 5,333
Total current assets 89,454 91,766 90,002
Investments and other assets 38,277 33,384 49,885
Fixed assets less accumulated depreciation 29,549 31,584 34,303
Total assets 157,280 156,734 174,190

Liabilities and Shareholders’ Equity

Current liabilities 39,919 41,450 40,908
Long-term debt 18,583 23,404 31,254
Deferred liabilities 39,797 33,121 23,795
Minority Interest 472 337 -
Shareholders’ equity 58,509 58,422 78,233
Total liabilities and shareholders’ equity 157,280 156,734 174,190

Comparative Financial Information
Per share statistics:

Basic earnings (loss) 0.73 2.20 1.34
Diluted earnings (loss) 0.73 2.20 1.34
Dividends 0.70 .70 .70
Shareholders’ equity 20.84 20.81 27.84
Return on equity 3.5% 10.6% 4.8%
Return on assets 1.3% 3.9% 2.2%
Return on sales 1.1% 3.4% 2.1%
Average shares outstanding 2,807,832 2,807,832 2,820,534
Diluted shares outstanding 2,807,832 2,807,955 2,820,730
Number of shareholder accounts 1,003 1,060 1,480
Number of employees 936 986 999
Additions to plant and equipment 2,063 3,492 2,134
Depreciation 5,012 5,316 5,766
Net working capital 49,535 50,316 49,094

1993 Net Earnings data and Return percentages reflect operating earnings before the effect of adopting Financial Accounting Standards 106 and 109.
The cumulative effect of their adoption was a net loss of $14.44 million or $5.16 per share.



1999 1998 1997 1996 1995 1994 1993
$168,142 $202,643 $189,942 $176,657 $164,232 $141,193 $139,403
164,816 186,607 177,342 164,486 154,347 136,244 135,284
3,326 16,036 12,600 12,171 9,885 4,949 4,119
(3,312) 9 80 (1,264) (1,301) 18 (95)
14 16,045 12,680 10,907 8,584 4,967 4,024
1,032 6,682 4,951 4,348 2,912 578 1,362
(1,018) 9,363 7,729 6,559 5,672 4,389 2,662
4,136 5,087 8,983 2,043 3,741 4,166 2,903
27,201 28,320 32,428 34,917 29,247 25,682 25,106
54,500 53,280 47,844 51,083 47,157 41,569 42,562
11,910 6,893 8,707 8,597 10,345 8,993 6,961
97,747 93,580 97,962 96,640 90,490 80,410 77,532
40,218 31,646 26,544 30,344 30,463 26,830 21,813
38,935 35,728 34,249 35,715 37,348 36,676 37,560
176,900 160,954 158,755 162,699 158,301 143,916 136,905
54,761 29,553 29,621 34,002 36,852 32,710 31,252
17,112 19,949 19,944 19,938 14,000 11,500 13,000
37,567 29,457 35,393 33,578 32,827 34,309 31,244
67,460 81,995 73,797 75,181 74,622 65,397 61,409
176,900 160,954 158,755 162,699 158,301 143,916 136,905
(.36) 3.30 2.78 2.36 2.03 1.57 .95
(.36) 3.24 2.75 2.34 2.02 1.56 .95
.805 .76 .70 .70 .70 .70 .70
23.79 28.94 26.48 27.07 26.75 23.36 21.93
(1.5 )% 11.4 % 10.5 % 8.7 % 7.6 % 6.7 % 4.3 %
(.6)% 5.8 % 4.9 % 4.0 % 3.6 % 3.0% 1.9 %
(.6)% 4.6 % 4.1 % 3.7 % 3.5% 3.1% 1.9 %
2,834,909 2,833,663 2,781,174 2,776,805 2,790,111 2,799,390 2,799,603
2,843,877 2,886,209 2,808,226 2,805,123 2,812,703 2,809,390 2,806,603
1,138 774 845 913 996 1,058 1,139
1,029 1,078 1,081 1,080 1,097 1,099 1,114
6,439 7,154 4,734 4,140 4,290 4,216 4,684
5,648 5,205 5,141 5,071 4,792 4,670 4,958
42,986 64,027 68,341 62,638 53,638 47,700 46,280




MIiIcHAEL E. BATTEN

Chairman, Chief Executive Officer

MICHAEL H. JOYCE
President, Chief Operating Officer

JOHN A. MELLOWES

Chairman and Chief Executive Officer

Charter Manufacturing Co.

(A privately held producer of bar, rod wire
and wire parts)

Mequon, Wisconsin

JAMES O. PARRISH

Vice President - Finance & Treasurer

PAuUL J. POWERS
Retired Chairman, President — Chief Executive Officer
Commercial Intertech Corp.
(Manufacturer of Hydraulic Components,
Fluid Purification Products, Pre-Engineered
Buildings and Stamped Metal Products)

Youngstown, Ohio

DIRECTORS

DAvVID B. RAYBURN

Executive Vice President of Operations
Modine Manufacturing Company
(Manufacturer of Heat Exchange Equipment)

Racine, Wisconsin

DAvID L. SWIFT

Retired Chairman, President — Chief Executive Officer
Acme-Cleveland Corporation

(Manufacturer of Diversified Industrial Products)

Pepper Pike, Ohio

GEORGE E. WARDEBERG

Vice Chairman

Wisconsin Energy Corp.

(A holding company with subsidiaries in electric,
natural gas, energy services and manufacturing)

Milwaukee, Wisconsin

DAvID R. ZIMMER

Chief Executive Officer

Twitchell Corporation

(A privately held manufacturer and marketer
of highly engineered, synthetic yarns,
fabrics, extrusions, and coatings)

Dothan, Alabama

MICHAEL E. BATTEN

Chairman, Chief Executive Officer

MICHAEL H. JOYCE
President, Chief Operating Officer

JAMES O. PARRISH

Vice President — Finance €& Treasurer

JAMES E. FEIERTAG

Executive Vice President

LANCE J. MELIK

Vice President and General Manager —
Transmission and Industrial Products;
Vice President — Corporate Development

OFFICERS

JOHN H. BATTEN

Vice President and General Manager — Marine

HENRI-CLAUDE FABRY
Vice President — Global Distribution

PAUL A. PELLIGRINO

Vice President — Engineering

FreD H. TiMM

Vice President — Administration and Secretary
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