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PART I FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

SI TECHNOLOGIES, INC.
Consolidated Balance Sheets

(In Thousands Except Share Data)

ASSETS
Current assets:
Cash
Trade accounts receivable, less allowance for doubtful accounts of $178 and $251 respectively
Inventories, net
Other current assets

Total current assets
Property and equipment, net

Deferred income taxes
Intangible and other assets, net

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Revolving lines of credit
Current maturities of long-term debt
Accounts payable
Accrued liabilities

Total current liabilities

Long-term debt, less current maturities
Other liabilities

Total Liabilities

Stockholders equity

Preferred stock, par value $0.01 per share; authorized, 2,000,000 shares; none outstanding

Common stock, par value $.01 per share; authorized 10,000,000 shares; 3,886,309 issued and outstanding
Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss

April 30, July 31,
2003 2002
(Unaudited)
$ 159 $ $238
5,741 5,570
12,023 9,665
796 842
18,719 16,315
1,819 1,968
831 446
7,075 7,053
$ 28,444 $25,782
$ 7,955 $ 7,300
1,923 2,148
4,635 3,307
2,415 2,435
16,928 15,190
3,534 4,039
165 360
20,627 19,589
39 36
10,914 10,377
(3,085) (3,995)
51) (225)
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Total stockholders equity 7,817 6,193

$ 28,444 $ 25,782

See condensed notes to consolidated financial statements
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SI TECHNOLOGIES, INC.
Consolidated Statements of Operations
(In Thousands Except Share Data)

(Unaudited)

For the three months ended
For the nine months ended

April 30 April 30
2003 2002 2003 2002

Net sales $ 8,663 $ 7,759 $ 24729 $ 24310
Cost of sales 5,786 5,068 15,765 15,858
Gross profit 2,877 2,691 8,964 8,452
Operating expenses:
Selling, general and administrative 2,044 1,919 6,338 5,762
Research, development and engineering 432 289 1,125 1,011
Amortization of intangibles 8 90 24 275

2,484 2,298 7,487 7,048
Earnings from operations 393 393 1,477 1,404
Interest expense (235) (201) (738) (690)
Other income, net 61 57 142 54
Earnings before income tax (expense) benefit 219 249 881 768
Income tax (expense) benefit 24 52) 29 (52)
NET INCOME $ 243 $ 197 $ 910 $ 716
Earnings per common and common equivalent share-basic $ .07 $ 0.05 $ 25 $ 0.20
Earnings per common and common equivalent share-diluted $ .07 $ 0.05 $ .25 $ 0.20
Weighted average shares outstanding basic 3,599,456 3,579,935 3,586,442 3,579,935
Weighted average shares outstanding-diluted 3,664,301 3,579,935 3,621,394 3,579,935

See condensed notes to consolidated financial statements
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SI TECHNOLOGIES, INC.
Consolidated Statements of Cash Flows
(In Thousands Except Share Data)

(Unaudited)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization

Deferred lease cost

Deferred income taxes

Changes in operating assets and liabilities:
Trade accounts receivable

Inventories

Income taxes receivable/payable

Other current assets

Accounts payable

Accrued liabilities and customer advances

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Purchase of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Net borrowings on line of credit
Proceeds from sale of common stock
Payments on long-term debt

Net cash provided by (used in) financing activities
Effect of translation adjustments on cash

Net increase (decrease) in cash
Cash at beginning of period

Cash at end of period

Cash paid during period for:

For the nine months ended

April 30
2003 2002
$ o910 716
496 842
(196) (144)
(384)
172) 378
(2,358) (1,383)
364
25 384
1,329 398
(361) (830)
(347) 361
(209) (108)
(209) (108)
654 879
540
(730) (1,034)
464 (155)
13 11
(79) 109
238 380
$ 159 489
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Interest $ 734 $ 650

See condensed notes to consolidated financial statements
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SI TECHNOLOGIES, INC.
Condensed Notes to Consolidated Financial Statements
(In Thousands Except Share Data)

(Unaudited)

Note 1. Financial Statements

The unaudited consolidated financial statements of SI Technologies, Inc. and its subsidiaries ( the Company ) have been prepared pursuant to the
rules and regulations of the Securities and Exchange Commission. These financial statements reflect all adjustments, consisting of only normal
recurring adjustments which, in the opinion of management, are necessary to fairly present the financial position of the Company at April 30,
2003 and the results of operations for the three months and nine months ended April 30, 2003 and 2002 and the cash flows for the nine months
ended April 30, 2003 and 2002. Certain information and footnote disclosures normally included in financial statements prepared in accordance
with generally accepted accounting principles have been condensed or omitted pursuant to such rules and regulations. The results of operations
for interim periods are not necessarily indicative of the results to be expected for the entire fiscal year ending July 31, 2003. This Form 10-Q
should be read in conjunction with the Company s Annual Report and Form 10-K for the year ended July 31, 2002.

Note 2. Significant Accounting Policies

SI Technologies, Inc. designs, manufactures and markets high performance industrial sensors, weighing and factory automation equipment, and
related products. SI products incorporate devices, equipment and systems for the handling, inspection and measurement of goods and materials.
Key markets served by SI include aerospace/aviation, food, forestry, manufacturing, mining, transportation/distribution and waste management.
Additional disclosure regarding components of the Company s businesses is in Note 5- Segment Information.

A. Principles of Consolidation

The consolidated financial statements include the accounts of SI Technologies, Inc. and its subsidiaries; AeroGo, Inc., Allegany Technology,
Inc., Evergreen Weigh, Inc., NV Technology, Inc., Revere Transducers, Inc., Revere Transducers Europe B.V., AeroGo Export, Inc., and
IDEAutomation International, Inc. All significant intercompany accounts and transactions have been eliminated in consolidation.

B. Revenue Recognition and Accounts Receivable

The Company recognizes revenue only when all of the four following criteria are met: 1) Persuasive evidence of an arrangement exists, usually

in the form of a written purchase order; 2) Delivery has occurred (or a shipment has been made, depending upon the terms of the purchase order)
or services have been rendered; 3) The Company s price to the buyer is fixed or determinable, usually evidenced by a written purchase order; and
4) Collectability is reasonably assured, based on credit evaluation and history with the customer.
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Additionally, on long-term contracts, sales are recorded based on the percentage that incurred costs bear to the total estimated costs at
completion. Estimated cost to complete is based on the budget, incurred cost, risk assessment of the cost, and is then adjusted for
normal/historical variance of project actual versus budget. Estimated losses are recorded in total when they become evident. These contracts are
generally billed and collected based on contractual milestones throughout the project.

Accounts receivables are reviewed regularly by management and written off against the uncollectable reserve when it is determined that the
account can not reasonably be expected to be collected. Reserve balances are determined by management through analysis of past payment
history and current financial status of the customers.

C. Inventories

Inventories are stated at the lower of cost or market. Cost is determined using the first-in, first-out method. Uncompleted contracts are included
in inventory at the accumulated cost of each contract not in excess of realizable value. Quantities on hand are evaluated compared to recent
usage and recent changes in sales trends. Reserves for obsolescence and excess quantities are established based upon this evaluation.
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D. Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is provided in amounts sufficient to relate the cost of
depreciable assets to operations over their estimated service lives, principally on a straight-line basis. Leasehold improvements are amortized
over the lives of the respective leases or the service lives of the improvements, whichever is shorter. Estimated service lives of property and
equipment are as follows:

Machinery and equipment 2 to 10 years
Buildings 35 years
Leasehold improvements 2 to 10 years

The straight-line method of depreciation is followed for substantially all assets for financial reporting purposes, while accelerated methods are
used for tax purposes.

E. Intangible Assets

Intangible assets primarily represent the excess costs of acquiring subsidiaries over the fair value of net assets acquired at the date of acquisition.
The Company adopted Statement of Financial Accounting Standards No. 142 Goodwill and Other Intangible Assets ( SFAS 142 ) effective
August 1, 2002. In accordance with SFAS 142, the Company no longer amortizes goodwill. The Company has preliminarily completed its initial
impairment test of goodwill and management has determined that none of the goodwill recorded as of August 1, 2002 was impaired. The fair
value of the subsidiaries was determined using an estimate of future cash flows of the subsidiaries and a risk adjusted discount rate to compute a
net present value of future cash flows.

As of April 30, 2003, the Company had the following amounts related to intangible assets (in thousands):

Gross Carrying Accumulated Net Intangible
Amount Amortization Assets
Goodwill $8,586 $1,586 $7,000
Other intangible assets 844 769 75
$9,430 $2,355 $7,075

The balance of other intangible assets is estimated to be amortized at $23 for the year ended July 31, 2003, and $15 per year in 2004-2007.

The following is reconciliation of reported net income adjusted for adoption of SFAS No. 142 for the nine months ended April 30, 2003 and
2002:

10
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Reported net income
Addback goodwill amortization

Adjusted net income

Basic earnings per share:
Reported net income
Goodwill amortization

Adjusted net income

Diluted earnings per share:
Reported net income
Goodwill amortization

Adjusted net income

: SITECHNOLOGIES INC - Form 10-Q

2003

$ 910

2002

$ 716
275

$ 991

11
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F. Impairment of long lived assets

The Company continually monitors events or changes in circumstances that could indicate that the carrying amount of long-lived assets to be
held and used, including goodwill and intangible assets, may not be recoverable. The determination of recoverability is based on an estimate of
discounted future cash flows resulting from the use of the asset and its eventual disposition. When impairment is indicated for a long-lived asset,
the amount of impairment loss is the excess of net book value over fair value. Long-lived assets to be disposed of are reported at the lower of
carrying amount or fair value less costs to sell. The Company does not believe any impairment has occurred related to its long-lived assets at
April 30, 2003.

G. Product Warranty

Product warranty costs are estimated and accrued at the time sales are recorded and are based upon actual operating history and changes in
product mix. When specific warranty risks are identified, specific reserves are estimated and accrued.

H. Comprehensive Income

Foreign currency assets and liabilities are translated into their U.S. dollar equivalents based on year end exchange rates. Revenue and expense
accounts are translated at average exchange rates for the appropriate fiscal year. Aggregate exchange gains and losses arising from the
translation of foreign assets and liabilities are included in stockholders equity. Transaction gains and losses are included in income and have not
been significant in amount.

L. Use of Estimates

In preparing the Company s financial statements, management is required to make estimates and assumptions that affect the reported amounts of
assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

J. Stock-Based Compensation Plans

The Company accounts for the plans under APB Opinion No. 25, under which no compensation cost has been recognized. Had compensation
cost for these plans been determined using the fair value method under SFAS No. 123, the Company s net income and income per share would
have been the following pro forma amounts (unaudited):

Three Months Ended

April 30, 2003 April 30, 2002

12



Net Income:
As Reported
Pro Forma

Basic and diluted income per share:

As Reported
Pro Forma

Net Income:
As Reported
Pro Forma

Basic and diluted income per share:

As Reported
Pro Forma
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$ 243
$ 168
.10
.07
Nine Months
Ended

April 30, 2003

$ 910
$ 835
25
.25

197
197

@D P

.05
.05

April 30,
2002

$ 716
$ 716

.20
.20

The fair value of each option and warrant grant is estimated on the date of grant using the Black-Scholes option pricing model with the following
weighted-average assumptions: risk-free interest rate of approximately 3% and 4.05%; expected dividend yields of O percent; expected lives of 5
years and expected volatility of 72 % and 69% percent. The weighted-average fair value of options granted during the periods ending April 30,
2003, and 2002, for which the weighted average exercise price equals the market price on the grant date was $1.17 and $.88, respectively. The
option or warrant exercise price is equal to or more than the stock s market price on date of grant.

13



Edgar Filing: S| TECHNOLOGIES INC - Form 10-Q

Note 3. Recent Accounting Pronouncements

In June 2002, the Financial Accounting Standards Board ( FASB ) approved for issuance SFAS 146, Accounting for Costs Associated with Exit or
Disposal Activities. This Statement provides financial accounting and reporting guidance for costs associated with exit or disposal activities and
nullifies EITF Issue 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring). Early application is encouraged. Previously issued financial statements should not be restated. The
provisions of EITF Issue 94-3 continue to apply for an exit activity initiated under an exit plan that met the criteria in EITF Issue 94-3 before the
Statement s initial application. SFAS 146 is effective for exit or disposal activities initiated after December 31, 2002. Management believes
implementation of this standard will not have a material effect upon the Company s financial statements.

In December 2002, the FASB has issued SFAS 148, Accounting for Stock-Based Compensation-Transition and Disclosure, an amendment of
FASB Statement No. 123. The disclosure requirements of Statement 123, Accounting for Stock-Based Compensation, which apply to stock
compensation plans of all companies, are amended to require certain disclosures about stock-based employee compensation plans in an entity s
accounting policy note. Those disclosures include a tabular format of pro forma net income ands, if applicable, earnings per share under the fair
value method if the intrinsic value method is used in any period presented. Pro forma information in a tabular format is also required in the notes
to interim financial information if the intrinsic value method is used in any period presented.

The FASB has issued Interpretation No. 46, Consolidation of Variable Interest Entities  an interpretation of Accounting Research Bulletin

( ARB ) No. 51. This Interpretation defines a variable interest entity and provides that if a business enterprise has a controlling financial interest in
a variable interest entity, the assets, liabilities, and results of the activities of the variable interest entity should be included in consolidated

financial statements with those of the business enterprise. Furthermore, the Board indicates that the voting interest approach of ARB No. 51 is

not effective in identifying controlling financial interests in entities that are not controllable through voting interest or in which the equity

investors do not bear the residual economic risk. This Interpretation applies immediately to variable interest entities created after January 31,

2003, and to variable interest entities in which an enterprise obtains an interest after that date. It applies in the first fiscal year or interim period
beginning after June 15, 2003, to variable interest entities in which an enterprise holds a variable interest that it acquired before February 1,

2003. Management believes the implementation of this Interpretation will not have a material effect upon the Company s consolidated financial
statements.

Note 4. Inventories

Inventories are stated at the lower of cost (on a first-in, first-out basis) or market and consist of the following at:

April 30, 2003 July 31,2002
(Unaudited)

Raw Materials $ 5,706 $ 4,767
Work in Process 1,350 1,162
Finished Goods 5,605 4,349
12,661 10,278

Less reserve for excess and obsolete inventories (638) (613)
$ 12,023 $ 9,665
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Note 5. Segment Information

The Company operates in two reportable business segments (1) industrial measurement, and (2) industrial automation. The Company s
reportable segments are strategic business units that offer different products. They are managed separately based on the fundamental differences
in their operations.

Included in the industrial measurement segment are industrial sensors and control products consisting of a wide range of NTEP and OIML
approved, EX, Factory Mutual and IP rated load cells, transducers, translators and sensors. When matched with microprocessor-controlled
digital electronics, they measure forces such as pressure, weight, mass and torque. Weighing Systems products constitute the combination of
load cells and microprocessor-controlled digital electronics that in combination provide for an integrated system providing weight data in both
dynamic and static industrial weighing applications.

The industrial automation segment consists of load handling, moving and positioning equipment and systems for applications in manufacturing,
construction and other environments in which heavy bulky materials are being transported and positioned.

Segment Information

Industrial Industrial

Measurement Automation SI Consolidated
Three months ended April 30, 2003:
Net sales $ 6,796 $ 1,867 $ 8,663
Cost of sales 4,639 1,147 5,786
Gross profit 2,157 720 2,877
Gross profit % 32% 39% 33%
Operating expenses 1,977 507 2,484
Earnings from operations 180 213 393
Interest expense (235)
Other income, net 61
Earnings before income tax benefit 219
Income tax benefit 24
Net income $ 243
Assets $ 23834 $ 4610 $ 28,444

16
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Three months ended April 30, 2002:

Net sales
Cost of sales

Gross profit
Gross profit %
Operating expenses

Earnings from operations
Interest expense
Other income, net

Earnings before income tax expense
Income tax expense

Net income

Assets

Nine months ended April 30, 2003:

Industrial

Measurement

Net sales
Cost of sales

Gross profit
Gross profit %
Operating expenses

Earnings from operations
Interest expense
Other income, net

Earnings before income tax benefit
Income tax benefit

Net income

$ 19617
12,712

6,905
35%
5,979

926

10

$ 6,097 $ 1,662
4,116 952

$ 7,759
5,068

1,981 710
32% 43%
1,697 601

2,691
35%
2,298

284 109

$21,012 $4,925

393
(201)
57

249
(52)

$ 197

$ 25,937

Industrial

Automation SI Consolidated

$ 5112
3,053

2,059
40%
1,508

551

$

24,729
15,765

8,964
36%
7,487

1,477
(738)
142

881
29

910

17
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Nine months ended April 30, 2002:

Net sales $ 18,801 $5,509 $24,310
Cost of sales 12,704 3,154 15,858
Gross profit 6,097 2,355 8,452
Gross profit % 32% 43% 35%
Operating expenses 5,167 1,881 7,048
Earnings from operations 930 474 1,404
Interest expense (690)
Other expense, net 54
Earnings before income tax expense 768
Income tax expense (52)
Net income $ 716
Note 6. Debt

Revolving lines of credit and current maturities of long term debt were $9,878 as of April 30, 2003 and consisted of $2,285 owed on the
Company s European line of credit, $5,670 owed on the Company s U.S. line of credit and the current portion of the Company s long-term debt of
$1,923.

In June 2003, the Company executed an extension to the principal credit agreement with its bank to August 31, 2003. The Company is current
with all provisions of the current debt agreement and had excess borrowing capacity of $830 at April 30, 2003. The inventory component of the
borrowing base will be reduced monthly from $4,000 to $3,750, with the available credit line unchanged at $6,500. The terms provide for a
revolving line of credit up to a maximum of $6,500 with interest at prime (4.25% at April 30, 2003) plus 2.75% (balance at April 30, 2003 of
$5,670). Monthly payments on the line are interest only with principal due August 31, 2003. The credit agreement continues the $1,500 term
note (balance at April 30, 2003 of $1,250) with interest at prime plus 3.25%. Monthly payments are $25 principal plus interest with the balance
due August 31, 2003. Monthly payments on the second note payable of $4,207 are $56 plus interest at prime plus 1.75%. The line and both notes
are secured by substantially all of the Company s assets and are cross-collateralized and cross-defaulted. The Company is required to maintain
certain levels of earnings before interest, taxes, depreciation and amortization, tangible net worth and fixed charge coverage and may not pay
any cash dividends.

Note 7. Comprehensive Income/L.oss

Foreign currency assets and liabilities are translated into their U.S. dollar equivalents based on period end exchange rates. Revenue and expense
accounts are translated at average exchange rates for the appropriate fiscal period. Aggregate exchange gains and losses arising from the
translation of foreign assets and liabilities are included in stockholders equity. Transaction gains and losses are included in income and have not
been significant. As a result of translation adjustments, the Company s comprehensive income for the three months ended April 30, 2003 and
2002 was $269 and $261, respectively, vs. reported net income of $243 and $197 for those same periods. Additionally, the Company s
comprehensive income for the nine months ended April 30, 2003 and 2002 was $1,084 and $757, respectively, vs. reported net income of $910
and $716 for those same periods.
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Note 8. Income Tax Expense

The Company had deferred tax assets of $831 and $446 at April 30, 2003 and July 31, 2002, respectively. As a result of improved operating
results, management reduced the valuation allowance against deferred tax assets by $353 during the three months ended April 30, 2003.

For the nine months ended April 30, 2003, income tax expense was recorded at the statutory rate of $356, net of the recognition of $385 of the
deferred tax asset. The asset was recognized at this time because of the valuation allowance related to the Company s deferred tax assets was
deemed available to apply against current taxable earnings.

Note 9. Basic and Diluted Income Per Common and Common Equivalent Share

For the nine months ended April 30, 2003 and 2002, there was no dilutive effect on earnings per common and common equivalent share.
Excluded from the computation of diluted earnings per share are 34,835 options for the nine months ended April 30, 2003 and none for April 30,
2002.

For the three months ended April 30, 2003 and 2002, there was no effect of dilutive securities on income per common and common equivalent
share. Excluded from the computation of diluted earnings per share are 64,125 options at April 30, 2003 and none for April 30, 2002.

Note 10. Changes in Securities and Use of Proceeds

During the 3" Quarter, stock options were exercised for 25,000 shares at a total price of $40,025.

On April 22, 2003, the Company sold an aggregate of 281,374 shares of the Company s common stock (the Common Stock ) to two accredited
investors, Ralph E. Crump (Chairman of the Board, Treasurer, and Director of the Company) and his wife, Marjorie Crump, for a total sale price
of $500,000. The sale was made in reliance upon the private placement exemption contained in Section 4(2) of the Securities Act of 1933, as
amended, and Rule 506 of Regulation D.

In connection with the offering the Company also issued a five-year warrant to purchase 56,275 shares of Common Stock to Ralph E. Crump
and five-year warrant to purchase 56,275 shares of Common Stock to Marjorie Crump. The warrants have an exercise price of $2.50 per share.

12
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(Dollars in Thousands)

General

SI Technologies, Inc. and Subsidiaries ( SI orthe Company ) is a designer, manufacturer and marketer of high-performance industrial sensors,
weighing and factory automation systems, and related products. Acquisitions over the past five years have diversified the Company s revenue
base and positioned SI Technologies as an integrator of technologies, products and companies that are enabling SI to become a leading global
provider of devices, equipment and systems that handle, measure and inspect goods and materials. SI products are used throughout the world in

a wide variety of industries, including aerospace, agriculture, aviation, food processing and packaging, forestry, manufacturing, mining,
transportation/distribution and waste management.

Products and Services

Industrial Measurement

The Company s industrial sensor and control products consist of a wide range of NTEP and OIML approved, EX, Factory Mutual and IP rated
load cells, transducers, translators and sensors. These devices, representing a core SI technology, are electromechanical components that convert
a physical force to an electrical signal. When matched with microprocessor-controlled digital electronics, they measure forces such as pressure,
weight, mass and torque. Commercially, the products are used for measurement, inspection and control. SI sensor and control products are
principally used in electronic weighing equipment; batching, blending, mixing, fill-by-weight and product inspection operations and, machinery
operation and control systems. SI controls/instrumentation is normally designed as an integral part of a complete weighing system. In recent
years, SI instrumentation has been expanded to provide users with the ability to acquire, record in memory and download to management
information systems operational information other than weight information. In this expanded capacity, SI instrumentation becomes a critical link
between operations and management information systems.

SI designs and manufactures dynamic and static electronic weighing equipment and systems for use in a wide array of industrial applications. As
a result of the uniqueness of the Company s combined sensor, weighing and automation system technologies, SI is one of few manufacturers in
the industry who design and manufacture all three of the primary components of an electronic scale. These components are the load-handling
structure, sensors and instrumentation. Many manufacturers of conventional scale systems manufacture only load-handling structures,
outsourcing to industry suppliers their sensor and instrumentation requirements. The Company utilizes its expertise and manufacturing
know-how in each of these critical components to competitive advantage and believes its broad expertise can be exploited through its
acquisition/integration growth strategy.

Industrial Automation

SI s industrial automation products consist of load handling, moving and positioning equipment and systems. These products often utilize highly
specialized air-bearing movement systems to move loads of any weight efficiently and with extreme precision. Air bearings are air-cushion
devices that are used to float heavy loads on a thin film of air. Additionally, the Company manufactures systems utilizing water bearings for use
in large outdoor applications where water is used as the flotation medium rather than air. These products, marketed under the trade names
AeroCaster, AeroGo, AeroPallets, AeroPlanks and AirShuttle are the world leaders in practical and efficient methods of movement, transfer,
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location, rotation and alignment of materials and products weighing from several hundred pounds to more than 6,000 tons.

The Company s industrial automation product line comprises two distinct categories. The first is a standard product line of rugged, industrial,
off-the-shelf air-cushion devices that allow a single person to easily and safely move loads weighing from a few hundred pounds to many tons.
Standard products routinely move manufacturing fixtures, printing press bulky paper rolls, jet engines, and other heavy loads. The other category
of the product line consists of engineered products. Engineered products and specialized systems designed and manufactured by the Company in
recent years are currently moving 100,000-pound dies, launching ships, moving 4,500-ton stadium sections, transporting aerospace booster
rockets moving and positioning large aircraft in constrained environments and moving large assemblies in and out of assembly line operations in
numerous heavy equipment manufacturing facilities.

13
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Changes in Securities and Use of Proceeds

On April 22, 2003, the Company sold an aggregate of 281,374 shares of the Company s common stock (the Common Stock ) to two accredited
investors, Ralph E. Crump (Chairman of the Board, Treasurer, and Director of the Company) and his wife, Marjorie Crump, for a total sale price
of $500,000. The sale was made in reliance upon the private placement exemption contained in Section 4(2) of the Securities Act of 1933, as
amended, and Rule 506 of Regulation D.

In connection with the offering the Company also issued a five-year warrant to purchase 56,275 shares of Common Stock to Ralph E. Crump
and five-year warrant to purchase 56,275 shares of Common Stock to Marjorie Crump. The warrants have an exercise price of $2.50 per share.

CRITICAL ACCOUNTING POLICIES

The discussion and analysis of the Company s financial condition and results of operations is based upon the Company s consolidated financial
statements which have been prepared in accordance with accounting principles generally accepted in the United States of America. The
preparation of these financial statements requires the Company to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosures of contingent assets and liabilities. On an on-going basis, the Company evaluates
estimates, including those related to the valuation of inventory and stock adjustments, for reasonableness. The Company bases its estimates on
historical experience and on various other assumptions that management believes to be reasonable under the circumstances, the results of which
form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates under different assumptions and conditions.

Revenue Recognition

The Company recognizes revenue only when all of the four following criteria are met: 1) Persuasive evidence of an arrangement exists, usually

in the form of a written purchase order; 2) Delivery has occurred (or a shipment has been made, depending upon the terms of the purchase order)
or services have been rendered; 3) The Company s price to the buyer is fixed or determinable, usually evidenced by a written purchase order; and
4) Collectability is reasonably assured, based on credit evaluation and history with the customer.

In addition, the Company occasionally incurs a sale through a long-term contract. Revenues are recorded based on the percentage that incurred
costs bear to the total estimated costs at completion. Estimated cost-to-complete is based on the budget, actual incurred cost to date, risk
assessment of the balance of the costs, and is then adjusted for normal/historical variance of project actual versus budget. Estimated losses are
recorded in total when they become evident.

Reserves

Valuation allowances are maintained for doubtful accounts for estimated losses from the inability of the Company s customers to make required
payments. If the financial condition of the Company s customers were to deteriorate, resulting in an impairment of their ability to make
payments, additional allowances may be required. All receivable accounts are reviewed regularly by management and written off against the
uncollectable reserve when it is determined that the account cannot reasonably be expected to be collected.

23



Edgar Filing: S| TECHNOLOGIES INC - Form 10-Q

Inventories are stated at the lower of cost or market. Each quarter, the Company evaluates its inventories for excess quantities and obsolescence.
These estimates are dependent on the Company s assessment of current and expected orders from its customers. Management estimates a reserve
percentage for the estimated net realizable value of slow moving product based upon the number of years sales on hand. The Company reserves
for potential excess and obsolete inventory based upon historical usage. Those items considered strategic inventory used to support a fifty-year
plus product base are carried at cost. Items supporting reactivated product lines are carried at cost. Inventories that are considered obsolete are
written off. This reserve account increased to $638,083 as of April 30, 2003 from $612,854 as of July 31, 2002 due to additional provisions for
obsolete inventory in excess of the liquidation of old inventory through auction sales. Remaining inventory balances are adjusted to approximate
the lower of cost or market value. The valuation of inventories at the lower of cost or market requires the use of estimates as to the amounts of
current inventories that will be sold.

Warranty reserves are set using recent costs to provide service at no charge for products within warranty period.

14
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Management also records a valuation allowance to reduce the Company s deferred tax assets to the amount that is more likely than not to be
realized. Management considers estimated future taxable income and ongoing prudent and feasible tax planning strategies in assessing the need
for the valuation allowance.

Stock-Based Compensation Plans

The Company accounts for its stock option and warrant plans under APB Opinion No. 25, using the intrinsic value method, under which no
compensation cost has been recognized for issuances to employees. Options and Warrant issued to non-employees (other than directors) are
accounted for based on the fair value of the equity instrument issued. The fair value is determined based on the Black-Scholes method. The
resulting value is amortized over the service period

Results of Operations-Quarter ended April 30, 2003 vs. April 30, 2002

Sales

Net sales increased by 11.7% to $8,663 for the quarter ended April 30, 2003 from $7,759 for the same period in the prior fiscal year. The
industrial measurement product line increased 11.5% to $6,796 at April 30, 2003 from $6,097 at April 30, 2002 and the industrial automation
line increased 12.3% from $1,662 at April 30, 2002 to $1,867 at April 30, 2003. The increase in the measurement product line occurred in the
truck scale product lines and specialty scales because of the Company s marketing efforts in these specific areas. The increase in industrial
automation sales is in the standard products evidencing a turnaround of the global manufacturing recession in capital equipment markets.

Gross Profit

Gross profit in the third quarter increased by 7% to $2,877 from $2,691 when compared to the gross profit reported for the same period in the
prior fiscal year. Gross profit as a percentage of sales however was 33% in this year s third quarter, as compared to 35% for the same period of
the prior fiscal year. The gross profit increase resulted from higher level of sales, while in the Company s industrial measurement product line
gross margin held steady at 32%. The industrial automation gross margin declined 4% from 43% in April 2002 to 39% in April 2003 due to a
change in mix to lower margin custom products.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased 6.5% to $2,044 in the quarter ended April 30, 2003 as compared to $1,919 for the same
period in the prior fiscal year. The expense increase of $125 is the result of the Company s expanded marketing efforts including staff additions
of $55 and new promotional programs of $11. Also contributing to the increase is $62 for reclassifying of certain staff members from
manufacturing overhead positions to administrative functions because of the change in the manufacturing function.

Research, Development and Engineering Expenses

Research, development and engineering expenditures increased by 49.8% to $432 for the quarter ended April 30 2003, as compared to $289 for
the same period in the prior fiscal year. Salary for engineering support of manufacturing accounted for the increase in these costs from similar
levels of the prior year.

Interest Expense
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For the three months ended April 30, 2003, larger line of credit borrowings accounted for the increase in interest expense to $235 as compared to
$201 for the same period in the prior fiscal year, while interest rates remained relatively stable.

Income Tax Expense

Income tax benefit (expense) for the three months ended April 30, 2003 and 2002 was $24 and ($52) due to tax accrued at statutory rates net of
the reduction of the valuation allowance for the deferred tax assets.

Results of Operations-Nine months ended April 30, 2003 vs. April 30, 2002

Sales

Net sales increased by 1.7% to $24,729 for the nine months ended April 30, 2003 from $24,310 for the same period in the prior fiscal year. The
industrial measurement product line increased 4.3% to $19,617
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from $18,801 while industrial automation line declined 7.2% to $5,112 from $5,509. The increase in the measurement product line occurred in
the truck scale product lines while the decrease in industrial automation sales is primarily attributable to continuation of the global
manufacturing recession s impact on capital equipment markets through the first two quarters of the fiscal year, but noted a marked turnaround
during the most recent third quarter.

Gross Profit

Gross profit through nine months increased by 6% to $8,964 from $8,452 when compared to the gross profit reported for the same period in the
prior fiscal year. Gross profit as a percentage of sales was 36% through April 30, 2003, as compared to 35% for the same period of the prior
fiscal year. The gross profit increase resulted from the benefits of the cost reductions and outsourcing of manufacturing in the Company s
industrial measurement product line resulting in a 3% improvement in gross margin. The industrial automation gross margin declined 3% due to
a change in mix to lower margin custom products.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased 10% to $6,341 in the nine months ended April 30, 2003 as compared to $5,762 for the
same period in the prior fiscal year. The increase of $579 is the result the expansion of the Company s marketing efforts including staff additions
of $382 and new promotional programs of $32. Also contributing to the increase is $165 for reclassifying of certain staff members from
manufacturing overhead positions to administrative functions because of the change in the manufacturing function.

Research, Development and Engineering Expenses

Research, development and engineering expenditures increased by 11% to $1,126 for the nine months ended April 30 2003, as compared to
$1,011 for the same period in the prior fiscal year. Engineering support of manufacturing and related travel to installation sites accounted for all
of the increase in these costs from similar levels of the prior year.

Interest Expense

For the nine months ended April 30, 2003, larger line of credit borrowings accounted for the increase in interest expense to $738 as compared to
$690 for the same period in the prior fiscal year, while interest rates remained relatively stable.

Income Tax Expense

Income tax benefit (expense) for the nine months ended April 30, 2003 and 2002 was $2 and ($52) respectively due to tax accrued at statutory
rates net of the reduction of the valuation allowance for deferred tax assets.

Inflation

Historically, the impact of inflation has been negligible, as the Company has been able to offset the effects through efficiency improvements.
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Liquidity and Capital Resources

At April 30, 2003 the Company s cash position was $159 compared to $238 at July 31, 2002. Cash required in excess of that provided for general
corporate purposes is provided by borrowings under the Company s line of credit. Working capital improved to $1,791 at April 30, 2003 from
$1,125 at July 31, 2002.

The Company s existing capital resources consist of cash balances and funds available under its line of credit, which are increased or decreased
by cash provided by or used in operating activities. Cash used in operating activities for the nine months ended April 30, 2003 was $347 as
compared with $361 provided by operations in the same period in the prior fiscal year. Cash provided by or used in operating activities consists
of net income, primarily increased or decreased by the collection of trade accounts receivable, inventories and accounts payable. The Company s
trade accounts receivable are generally collectable within 60 days. The decrease in cash provided by operations from July 2002 to April 2003

due to approximately $2.4 million is increase in inventory.

The Company s cash requirements consist of its general working capital needs, capital expenditures, and obligations under its leases and notes
payable. Working capital requirements include the salary costs of employees and related overhead and the purchase of material and components.
The Company anticipates capital expenditures of approximately $250 in fiscal 2003 as compared to $108 in fiscal 2002.

In June 2003, the Company executed an extension to the principal credit agreement with its bank to August 31, 2003. The Company is current
with all provisions of the current debt agreement and had excess borrowing capacity of $830 at April 30, 2003. The inventory component of the
borrowing base will be reduced monthly from $4,000 to $3,750 with the available credit line unchanged at $6,500. The credit agreement provide
for a revolving line of credit up to a maximum of $6,500 with interest at prime (4.25% at April 30, 2003) plus 2.75% (balance at April 30, 2003
of $5,670). Monthly payments on the line are interest only with principal due August 31, 2003. The credit agreement continues the $1,500 term
note (balance at April 30, 2003 of $1,250) with interest at prime plus 3.25%. Monthly payments are $25 principal plus interest with the balance
due August 31, 2003. Monthly payments on the second note payable of $4,207 are $56 plus interest at prime plus 1.75%. The line and both notes
are secured by substantially all of the Company s assets and are cross-collateralized and cross-defaulted. The Company is required to maintain
certain levels of earnings before interest, taxes, depreciation and amortization, tangible net worth and fixed charge coverage and may not pay
any cash dividends

On April 22, 2003, the Company sold an aggregate of 281,374 shares of the Company s common stock (the Common Stock ) to two accredited
investors, Ralph E. Crump (Chairman of the Board, Treasurer, and Director of the Company) and his wife, Marjorie Crump, for a total sale price
of $500,000. The sale was made in reliance upon the private placement exemption contained in Section 4(2) of the Securities Act of 1933, as
amended, and Rule 506 of Regulation D.

Information Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. All statements other than statements of historical facts included in the preceding discussion
regarding the Company s financial position, business strategy and plans of management for future operations are forward-looking statements.
Although the Company believes that the expectations reflected in such forward-looking statements are reasonable, it can give no assurance that
such expectations will prove to be correct.

Controls and Procedures.
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The Company maintains disclosure controls and procedures that are designed to ensure that information required to be disclosed in the

Company s Exchange Act reports is recorded, processed, summarized and reported within the time periods specified in the SEC s rules and forms,
and that such information is accumulated and communicated to the Company s management, including its Principal Executive Officer and
Principal Accounting Officer, as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating the disclosure
controls and procedures, management recognizes that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving the desired control objectives, and management necessarily was required to apply its judgment in evaluating

the cost-benefit relationship of possible controls and procedures.

Within 90 days prior to the date of this report, the Company carried out an evaluation, under the supervision and with the participation of the
Company s management, including the Company s Principal Executive Officer and the Company s Principal Accounting Officer, of the
effectiveness of the design and operation of the Company s disclosure controls and procedures. Based on the foregoing, the Company s Principal
Executive Officer and Principal Accounting Officer concluded that the Company s disclosure controls and procedures were effective.

There have been no significant changes in the Company s internal controls or in other factors that could significantly affect the internal controls
subsequent to the date the Company completed its evaluation.
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PART II OTHER INFORMATION

Item 6 _Exhibits and Reports on Form 8-K

(a) Exhibits to Part IT
None

(b) Reports on Form §-K
There were no reports on Form 8-K filed during the quarter.

The items omitted are either inapplicable or are items to which the answer is negative.

Signatures

Pursuant to the requirements 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.

SI TECHNOLOGIES, INC.

By: /s Rick A. BEETs

Rick A. Beets

President, CEO and Principal Executive Officer
June 23, 2003

By: /s/ Davip M. GERNAK

David M. Gernak

Corporate Controller and Principal Accounting Officer
June 23, 2003
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CERTIFICATE

I, Rick A. Beets, certify that:

1y

2)

3)

4)

5)

0)

I have reviewed this quarterly report on Form 10-Q of SI Technologies;

Based on my knowledge, this quarterly 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 quarterly report;

Based on my knowledge, the financial statements, and other financial information included in this quarterly 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
quarterly report;

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

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

b) evaluated the effectiveness of the registrant s disclosure controls and procedures as of a date within 90 days prior to the filing date of
this quarterly report (the Evaluation Date ); and

c)  presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based upon our
evaluation as of the Evaluation date;

The registrant s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant s auditors and the audit
committee of registrant s board of directors:

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

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant s
internal controls; and

The registrant s other certifying officer and I have indicated in this quarterly report whether or not there were significant changes in internal
controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation, including
any corrective actions with regard to significant deficiencies and material weaknesses.

Date: June 23, 2003
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/s/  Rick A. Beets

Rick A. Beets

President, CEO and Principal Executive Officer
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Certificate

I, David M. Gernak, certify that:

1y

2)

3)

4)

5)

0)

I have reviewed this quarterly report on Form 10-Q of SI Technologies;

Based on my knowledge, this quarterly 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 quarterly report;

Based on my knowledge, the financial statements, and other financial information included in this quarterly 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
quarterly report;

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

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

b) evaluated the effectiveness of the registrant s disclosure controls and procedures as of a date within 90 days prior to the filing date of
this quarterly report (the Evaluation Date ); and

c)  presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and procedures based upon our
evaluation as of the Evaluation date;

The registrant s other certifying officer and I have disclosed, based on our most recent evaluation, to the registrant s auditors and the audit
committee of registrant s board of directors:

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

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant s
internal controls; and

The registrant s other certifying officer and I have indicated that in this quarterly report whether or not there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent evaluation,
including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: June 23, 2003
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/s/  David M. Gernak

David M. Gernak

Corporate Controller and Principal Accounting Officer

20

35



Edgar Filing: S| TECHNOLOGIES INC - Form 10-Q

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

(SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002)

In connection with the Quarterly Report of SI Technologies, Inc. (the Company ) on Form 10-Q for the period ending April 30, 2003 as filed
with the Securities and Exchange Commission on the date hereof (the Report ), I, Rick A. Beets, President and Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 1350, that:

1. The Report fully complies with the requirements of section 13(a) or 15(d) 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 result of operations of the
Company.

Date: June 23, 2003

/s/  Rick A. Beets

Rick A. Beets

President, CEO and Principal Executive Officer
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

(SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002)

In connection with the Quarterly Report of SI Technologies, Inc. (the Company ) on Form 10-Q for the period ending April 30, 2003 as filed
with the Securities and Exchange Commission on the date hereof (the Report ), I, David M. Gernak, Corporate Controller of the Company,
certify, pursuant to 18 U.S.C. § 1350, that:

1. The Report fully complies with the requirements of section 13(a) or 15(d) 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 result of operations of the
Company.

Date: June 20, 2003

/s/  David M. Gernak

David M. Gernak

Corporate Controller and Principal Accounting Officer
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