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CRILEY ) THE RILEY COMPANY

...A New Name Combining Old Strengths

The Riley Company Is the new name, adopted November 1, 1971,
combining the former Riley Stoker Corporation, the SCAM
instrument Corporation, and the SCAM subsidiaries

Including Medelco, Inc.

Riley Stoker, now a wholly-owned subsidiary, is one of the four
leading manufacturers of steam generators and accessory
equipment for the electric power and other industries. The
SCAM Instrument Division manufactures automatic annunciator
systoms and componenis which perform alarm work for the
process industries. Medelco, Inc., Is the developer and marketer
of a system of data accumulation and retrieval for hospitals.
{Cover design depicts Riley’s role in steam generators,

pollution control, instrumentation, and hospital information.)

Financial Highlights 1972 1971*
Sales and contractrevenues . ........... $ 86,186,887 $ 91,103,117
Income before income taxes and

extraordinaryitems ................. $ 2,304,060 $ 5277842
Income before extraordinaryitems .. ..... $ 1,345,973 $ 2,382,567
Extraordinary items, netoftax . .......... (1,290,000) (241,000)
Netincomefortheyear................ $ 55,973 $ 2,141,567
Income (loss) per share:

Income before extraordinary item .. .. .. $ .9 $ 1.69

Extraordinary items ................. (87) _ (1

Netincome ............c.cocvvuunn,s $ .04 $1.52
Average shares outstanding . ........... 1,485,106 1,416,050
Stockholders’ investment .............. $ 17,548,320 $ 15,759,822
Stockholders' investment per share

outstandingatendofyear ............ $ 11.81 $11.15
Working capital ...................... $ 12,883,286 $ 13,598,535
Currentratio ........................ _15 15
Shares outstandingat June 30 .......... 1,485,357 1,412,916

*Restated to include results of Environeering, Inc.,
acquired in February, 1972 in a pooling of interests.
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RIS TH o
Stockhoidars:

Earnings roiuviis

This is our first report to you under our new corporate name, The Riley Company.

This is a report covering a most significant year in our history, in which

the culmination of a three-year relationship resulted in the merger of Riley Stoker
Corporation and The SCAM Instrument Corporation. Through that merger,

The Riley Company was born on November 1, 1971.

SCAM had first invested in Riley Stoker in April, 1969, acquiring 51 per cent

of its common stock. It acquired another 42 per cent in October, 1970, and the
final 7 per cent as of November 1, 1971. The decision to adopt the name,

The Riley Company, reflects the fact that the Riley Stoker business represents 80 per
cent of the sales of the combined company. Additionally, Riley had been building

a following since 1913 as a supplier of steam generators to the electric

utility and other industries.

During the year we also acquired Environeering, Inc., of Skokie, lllinais, for
80,960 shares of Riley common stock, in order to add equipment and system
capability in the air pollution control field for industrial and utility applications. We
also closed the unprofitable Detroit foundry.

In July, 1972, we purchased the privately-owned Abbott Heat Exchanger
Corporation, headquartered at Supulpa, Oklahoma, a suburb of Tulsa. It is now a
subsidiary of Riley Stoker Corporation, and is renamed ‘‘Riley Southwest
Corporation”. The company designs and manufacturers steam generator components
for electric utilities and other industries. Riley Southwest plans an immediate 50%
expansion of its manufacturing facilities which will provide Riley Stoker

additional modern production capabilities required to handle its increasing backlog.

The full benefits of these changes are not reflected in the results for our
fiscal year ended June 30, 1972.

Net sales and contract revenues totaled $86,186,887 in fiscal 1972, compared
with $91,103,117 a year ago.

Income before extraordinary items amounted to $1,345,973 in the year

ended June 30, 1972, compared with $2,382,567 in the preceding year. After an
extraordinary charge of $2,480,000, before taxes, to cover estimated costs and
expenses due to the permanent closing of the Cornwells Heights, Pa., plant,

net income in fiscal 1972 was $55,973. In fiscal 1971, after a charge of $241,000,
net of taxes, in connection with the closing of the Detroit foundry,

total net income was $2,141,567.

On a per share basis, income before extraordinary item was .91 cents in

fiscal 1972 compared with $1.69 a year earlier. After extraordinary items, net
income in the latest year was 4 cents per share against $1.52 in fiscal 1971. All 1971
figures have been restated to inciude results of Environeering, Inc., acquired

on a pooling of interests basis in February, 1972.
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HOWARD C WARK -

Our order backlog at the end of the fiscal year climbed to $180 million, compared
with $148 million at the end of fiscal 1971.

Principal factor in the lower results is the strike which began March 17, 1972, at our
Cornwells Heights, Pa., plant, a large Riley facility for the manufacture of steam
generating boilers for the electric power companies.

After extensive but unsuccessful attempts to achieve a settlement with the union, on
August 4, 1972, we announced the permanent closing ot the plant. Despite concerted
efforts to operate this plant profitably, it had become economically impractical.
About 800 employees were affected, and termination settlements have been made
with the unions as to severance pay, relocations, and related matters.

The immediate effect of the strike was the delay of production of generator
components in process when the strike began, and attendant unabsorbed plant
overhead expense. As the strike continued, orders were placed with qualified
subcontractors to duplicate some materials in the struck plant and reduce,

as much as possible, delays to customer schedules.

Components for projects starting in the manufacturing phase after the strike began
have been assigned to the company'’s plant at Erie, Pa., and to those

of subcontractors. Concurrently, the company has undertaken a modificafion

and expansion of the Erie facility which has doubled its output of waterwall panels
since the strike began and it is planned to double such production again by
December of this year. This modification will also increase its capacity for production
of economizer, superheater and reheater element sections for utility generators.

The reported operating results for fiscal 1972, reflect the losses due to the strike,
including unabsorbed manufacturing overhead expense during the period,
increased construction costs-to be experienced, material duplication,

higher fabrication cost, some inventory obsolescence and the costs associated
with carrying and handling inventories excessive to current requirements.

The extraordinary charge in the amount of $2,480,000 before taxes is a non-recurring
provision for costs incident to the permanent closing of the Cornwells Heights plant.

There has been caution on the part of electric utilities, our principal customer
industry, in contracting for new facilities. This stems from concern about the
ecology, as a result of strong statements from consumers and from government
agencies. Also delaying construction has been a need for rate increases for

the electric utility industry. Because electric power is such a vital industry,

these problems have never been allowed to remain for any extended period of time,
and we expect that they will be solved in this instance.

Petroleum companies, which are important customers for our annunciator systems,
have been reluctant to construct new plants in the face of the controversy over
high-lead or low-lead fuels, and new fuels that might be required for the proposed
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Curreny Sl ot

Wankel engine. But Texaco recently announced it was going ahead with five new.
refineries in various parts of the country, and we expect this to signal renewal

of construction by the oil companies. SCAM was awarded the annunciator contract on
the first of the plants to be started. Throughout this period of lower construaion

our SCAM operation continued to maintain high sales and profit levels and

continued its full research and development program during the year and brought
out several significant new products. o e

Hospitals traditionally troubled with financial problems, are the market for Medeloo
This subsidiary has the lead in data accumulation and retrieval systems for

the hospital industry. Despite hospitals’ current problems, Medelco has _(_:Ilmbed
from a_tbtat of 22 hospitals under contract a year ago to 28 today, leading us to
believe that the system is no longer to be regarded as merely a concept, but as an
accomplished producer of savings in hospital operations.

Your management believes that the profits generated by our original process
instrumentation business should continue, and we anticipate a more normal year

for Riley Stoker. The Medelco subsldiary continues to be a problem but we

believe that the coming year will reduce the losses Medelco experienced previously.

Some signs of upturn are visible in utility construction, in capital spending
for industry, and in the outlook for the hospital industry.

As we start our first full year as The Riley Company, we pledge to you a renewed
aggressiveness in pursuing profitable programs for the company. We have
combined many strengths in the new organization, and we hope that our efforts to
take maximum advantage of these strengths will win your continued approval.

Sincerely,

HOWARD C. WARREN
Chairman

Chicago, lllinois
September 26, 1972
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The Riley Stoker Gorporatlon operatsng asa subsrdlary of The Riley Company,
continued its improvemem for the first 8 months of the fiscal year, prior to a strike
at one of its manufactunng facilities whlch halted shiprents from that plant.

it also added fundamental new strength for supplying today s utrllty market with
the acqursmon of. Envrroneerlng, Inc.

: Through the ﬁrst 8 rnonths. Rtley Stoker operatlons were' profitable at approximately
- the levels pro;ected for the' perlod and a highly liquid fmanclal condltton
has been maintained rlght up to the. present time. ‘

During thts year Rlley Stoker Corporation had announced important new orders

for-large ‘steam generators from Centra! Hllinois Light Company, Gonsumers

- Power Company and Western Farmers Electric Cooperative which, together with other
orders brought rts backlog to a record level just over $180 mllllon from

$148 mittion at the year end a year earller S

New generators had been cornpleted and were in routine start-up phase for

a number of customers, including | Publlc Service Electnc and Gas Company, South
Carolina Electrlc and Gas, Jacksonvrlle Publlc Sérvice Authonly Arkansas

Eiectric Cooperattve. Lourstana Electnc Cooperative, and Brazos Electric Cooperative.

Initial planmng was completed to establish a Gas Systems Dlvlslon to design

" and market complete particulate and sulphur oxide removal systems for utility and
mdustnal customers, adaptmg the wet scrubber component technology
developed by Envn‘oneerlng
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Recenily acqured
AGDt Heal Exchanyger
Corporation, niuw ienamed
Filey Soutnwest
Corporation, near Twsd,
Oklahoma. Huge metal
forming machunery 1s 1or
manutacture of botler
comoonents The piant s
alrgasy undergsing

5C per Cent expanz.on.

Mew Strengihs
in Evidence

in short the new strengths built into Riley Stoker Corporatton inr
it bogan a tumaround toward protltabmty. were againlm evidence

$1, 1 mmlon fmm operatmns the followmg year and lost $3 rmlhon om’ operattons B
in the first half of 1969 Present management made its ﬂrst mvestment in:

Riley Stoker in April, 1969, -acquiring 51 per, oent of the stock and a tumatound

was started Forthe year ended June 30 1971 the revrtalizatton efforts had produced

a profit from operations of $1,750, 000 on record sales of $71 319 000 "

Principal factors in the rebullding have been a pro;ect orlented managernent
structure, a results conscious product improvement program, stronger maintenance
and service program, adherence to contract schedules, more aggressive
marketing, and a resultant favorable evaluation of Riley Stoker as a future supplier
of large generators by utilities which it has not served in recent years.

In the period immediately ahead, the subsidiary expects to meet schedule
commitments with the improved Erie, Pa., facility and the expanded facility of

the acquired Abbott Heat Exchanger Corp. which has been renamed Riley Southwest
Corporation, and the available capacity of proven, qualified subcontractors.

The acquisition of additional manufacturing facilities will be made as required for our
growing backlog. Dependence on subcontractors will become nominal in the second
half of fiscal 1973 and at its end, the subsidiary expects to be able to manufacture its
requirements of steam generator companents in its own facilities.

While these actions do imply a challenge for management in the near term,
their long-range effects can only be viewed as positive. Current planning of its
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Environeering
Systems Under Study

customers appears {o favor fossil fired steam generators, due to delay and escalatnon
in costs associated with nuclear programs.

All authoritative sources look to long-term unbroken growth for the electric

power industry The Depanment of Commerce. reporis that public utilities were the
strongest category in private construction (asnde from resndenual) in 1971

and are continuing strong in 1972, - B

Electric powef shortages in many local areas, together with wamings of
"brownouts" by utnlity executives and other competent observers, are spurring
the construcnon of new power generating facilities. The 1970 National Power
Survey recently released by the Federal Power Commission backs up general
estimates of a 7.2% average annual growth in the 1970’s. For the 1980’s the Report
estimates growth at 6.6%, and says other staff studies put the growth

in the 6 to 8% annual range.

Proposals to provide air poliution control systems for generators of Riley Stoker
design are under active consideration by a number of utility and industrial customers.

Electric utilities are feeling increased government and public pressure for
installation of such systems and Riley Stoker, with the acquisition of Environeering
in February, 1972, now has the capability of supplying them as part of a total package.

Environeering—formerty the National Dust Collector Corporation—has more

than 20 years experience In research and engineering, and has designed

more than 1,000 pollution control systems. It is a pioneer in sulfur dioxide and
particulate removal, and its scrubbers have been used commercially for this purpose
since 1968. Over 500 emission control systems have been supplied to foundries, and
its systems have been used on municipal incinerators, fertilizer plants, other
chemical plants, and also in the mining industry. It also sponsors schools

and seminars on pollution control. '

Proprietary products include absorbers, scrubbers, water pollution control equipment,
odor and noise control equipment and stack sampling equipment. Environeering
designs and engineers its products and systems, and subcontracts

the manufacturing to various fabricators.

While Environeering's early work was based on a marble-bed scrubber, its new
generation is based on the Ventri-Rod® hydro-filter. The Ventri-Rod® scrubber

uses a series of cylindrical rods combined with water injection to remove sulfur dioxide
and dust. Tests have shown that it has substantial maintenance and performance
advantages over the former methad of removal. These advantages are believed

to be in part responsible for the ordering of this scrubber by the Philadeiphia Electric
Company for a major installation.

Fundamental breakthroughs offering much potential have been achieved in the
research program, which represents an investment of millions of dollars over the last
12 years. Basic and applied research to further develop pollution

control systems continues.
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SCARE Division The process instrumentation business of The Riley Company, now operated as a

Continuss Profitable division, continued its series of profitable performances in fiscal 1972, and
Periormance ., developed several new products that continue its leadership as
New Compact the innovator in the industry.
Alarm Products

Operating the first four months of the fiscal year as the original SCAM Instrument
Corporation, and the final eight months under the new corporate organization,

the SCAM Instrument Division business turned in a gratifying performance in the face
of severe competition and a softness in volume of new business,

Introducerns

SCAM'S principal products are instant alarming systems for industry.

These products—called annunciators—perform sentry work in plants by detecting
“off-normal’” occurrences on an assembly line, or in process machinery, or In other
areas of a plant's operation. For example, in monitoring the flow of material

through a pump, the sensor may record an abnormally high rate of flow, or a.pressure
reading which is below normal level. It sends a message automatically to the
annunciator, which alerts the human operator visually through a light alarm

and audibly through a hom or bell.

The operator silences the sound, while the light continues signalling until it is
acknowledged and a correction made. SCAM's annunciator components and systems
detect variations in remote areas of a plant and enclosed sections of conveyors

and other mechanical operations that would be awkward or impossible

for a human being to monitor. It can also automatically shut down related equipment.

R P T SCAM has one of the most varied product lines in the industry. Variety of annunciators
: e is required in such factors as window size; in the method of operation—either
‘ through electro-mechanical relays or through solid state circuitry; in the
degree of safety required in an operation; and in the manner and sequence in which
the various visual and audible signals are to be activated.

llustrative of a commercial building instailation is the John Hancock Center in
Chicago, which is using annunciator panels in three separate locations to monitor
such things as heating, air conditioning, water pressure, elevator controls,

and some items related to security.

s s
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SCAM, with important markets in petroleum, chemical, public utllity. food and paper
industries, also makes temperature monitors activated by pﬂmary sensing devices—
thermocouples and resistance-temperature-detectors (HTD s). Whale the RTD
temperature monitor has been manufactured for quite some time, it is now being
repackaged as part of a new (Series 80} line and will be compatible in’ appearance and
monitoring with thermocouple and voltage monitors as well as new annunciator
products—rounding outa recognizable “famity"” of products

In addition to the Panalarm annunciators, the SCAM operation consists of four
subsidiaries—SIOC, Limited, of Toronto, Ontario; Scama, Ltd., of England,
Panellit Service Corporation of Skokie, |llin0ts and Cashco, Inc. of Decatur lllinois.

Cashco manufactures control vaives, regulators and related products Thelr reputation
for quality and reliability in this field is widespread. Recent dévelopments include the
expans:on of the valve line into larger sizes so as to en!arge the market they can serve.

Panellit Service Corporatlon performs construction, installation, and maintenance
service on all types of instrumentation. For example, Panellit may install piping

and wiring between the sensing and control devices, check out the final installation,
and then perform contract maintenance and in-hourse repair. it operates from
regional headquarters in Los Angeles, Houston, Atlanta, and Wilmington.

The service subsidiary's success is directly correlated to the pace of heavy
construction in the petroleum and chemical industries. Neither-has been moving ata
strong rate in recent months, and with this pace slowed some growth of
self-service has been noted in these industries.

The Canadian subsidiary (SI0C, Ltd.) participated in the development

of the principal new product offered this past year by SCAM. The product is a

new annunciator—the Panaplex 120—which permits the display of alarm messages
in an extremely compact area.

Former practice required a separate display window for each new event to be
displayed. in 1964 SCAM began to theorize that through use of a cathode ray tube of
the type used in television, display space could be re-used. The project was assigned
to the SIOC subsidiary in Toronto, and in 1972, the Panaplex was introduced

to the market.

With the Panaplex, space for display of no more than 12 alarm messages is required.
A buffer memory stores up to 796 alarm events, each of which automatically is
called into view when a variation from normal occurs in the function it monitors. The
sequence of events is also monitored and reported.

In monitoring a bearing, for example, the rate of oil flow, the temperature of the ail, the
temperature of the bearing, and the motor pumping the oil are monitored. Failure

in one could cause failure in the four, as well as subsequent failures at related points
through the pilant. The Panaplex 120 prints out the sequence in which the
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Markets

failures occurred, an important contribution in helping the operator to |dentify the
cause of the initial failure and then to make a prompt correction.-

Another new product introduced late in the fiscal year was a new Model 88 solid
state Milli-Trip monitor, which features compact packaging in contmuous

: monitormg of milllvoit inputs.

A new time delay ssgnal input was introduced during the seoond quarter of the year.
Built for solid ‘state annunciator systems, the plug-in module provides an adjustable
time delay for e«ther normally open or normally closed contacts

New products were brought into the SCAM line through the integtatton mto SCAM of
Cashco, Inc., of Decatur, lllinois, which came into the corporation. as a subsidiary

of Riley Stoker on November 1, 1971, Cashco designs and manufactures at its

plant in Decatur a line of pressure regulating and fluid control valves, sold under

the trade name “'Cashco.” They are used principally in air, water and steam lines with
application in steam ‘generating and distribution, chemical prooess water

treatment, sewerage disposal and related industries.

Petroteum industry construction has been at a lower rate in the past year or

more, due to industry caution over whether to build for fow-lead or h:gh—lead gasoline,
and what major investments need be made to respond to changed fuel needs

in the event of a breakthrough by the Wankel engine now being discussed.

An encouraging sign in this regard was the announcement by Texaco that it plans
to go ahead with construction of five major refinery projects in various parts of
the country. SCAM was awarded the annunciation on the first of the five to be started.

For the utility market, SCAM in the past year completed compilation and publication
of a detailed bulletin listing all the various optional annunciation inputs, with a
summary of those most used and those least used. SCAM is hopeful this will lead

to a greater degree of standardization among utility customers, with a resultant

saving to the utilities and greater production efficiencies for SCAM.

Improvement in the chemical market is tied to the national economy, and currently no
major stimulants or depressants are apparent. This market is advancing at a
nominal pace, in step with the need for new chemical products.

It has also been found that SCAM instrumentation is used to an additional
degree—rather than to a smaller degree—with installation of computers. While
computers can perform alarming functions, most operators feel that the computer
should not be checking itself, while doing its direct digital control job.

An additional independent annunciator alarm is preferred.

New in the current year at SCAM is a unified reporting system among the

Canada, England, and United States operations in the area of quality control, covering
rejects before shipment and why the failures occurred. Competition among the

three groups has resulted in significant improvement in quality control.

R8-002257
117102
NUECES



g e e e

‘
i

!
3
H

t

A TREND?
RATES GO DOWN

With hospital costs having
risen astronomically in recent
years, from an average of $44
a day in 1965 to $81 a day
in 1971, it may be a hopeful
sign that one Medelco user,
Fort Sanders Presbyterian
Hospital in Knoxville, Tenn.,
reduced its daily charge by
$1.00 a day, and attributes the
reduction to saving from in-
stallation of the Medelco
system.

Another Medelco user has re-
turned $70,000 into its build-
ing fund. Over-all, Medeico
studies show that its system
can reduce the length of hos-
pital stays from one-half day
to one full day.

From its start at St. John's Hospital in Joplin, Missouri, in 1967 to the most recent
installation underway at Parkview Episcopal Hospital in Pueblo, Colorado, this year,
the Medelco subsidiary has been breaking new ground in hospital

information systems.

The contract with the Pueblo hospital is the 28th for Medelco’s unique hospital data
accumulation and retrieval system. Through good years and bad for the hospital
business, all 28 have remained in the system. This indication of proven performance
is encouraging as Medelco enters what it regards as a new phase of its program.

Beginning in the current fiscal year, the information system will be marketed and
promoted not as a new untried concept, but as an on-going, proven method
of reducing hospital costs and the length of hospital stays.

Supporting the contention that hospital data accumulation and retrieval is now an
established business, is the recent or emerging entry into the field of increased

competition. Medelco previously had the only proven system of its kind in operation.

The newer entries will have a mixed effect on Medeico, with an over-all net

benefit foreseen. While increased competition normally is undesirable, in this case

it may be the key to new orders. Medelco has been the trailblazer, building to its total )
of 28 hospitals since its inception. Yet one of the principal retardants to sales a
has been the lack of other sources against which to compare costs and effectiveness,

and the lack of alternate sources should the hospital be dissatisfied with its supplier.
Thus Medelco has been selling against skepticism of the concept, working almost

atone in proving its value, While 28 hospitals is a gratifying number, it has not

even dented the market. Medelco estimates that at least 3,000 hospitais in

the United States, having 300 beds or more, would be logical users of the system.

The potential market is about $1.5 billion.

Each Medelco system costs between $350,000 and $800,000. This is a major
expenditure for any hospital, and the hospital industry has been slow to make major
commitments in recent years. This has been due to a cash flow problem, caused

by slowed-up payments under many government and other programs, increased labor
costs, and also, as some evidence suggests, that in a period of a slower national
economy, people simply postpone attending to their health needs.

Hospital occupancy rates for 1970 and 1971 were lower than those of 1969, partly
reflecting the above factors and also partly as a result of overbuilding in some areas.
The U.S. Department of Commerce, which forecasts an 11 per cent increase in
spending for medical and health services in 1972, also notes a “‘mounting concern
among professional medical groups, consumers, legislators, and the business
community about the need for improved management and cost control in the medical
services industry, and the desirability of making available better

medical care to more people.”

Both of these goals should be helpful to Medelco, which has invested heavily in its
development program over the last five years. While it has not operated profitably in

any of those years, interest in the system is continuing to increase, and the 8
record of proven performance is expected to aid Medelco as j)
information systems become more common.
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- -an optical card reader, and a teisprinter) 4

The Medelco hoepital informatnon handling system is called T.H.L. S (Total Hosprtal
Information System). T.H.L.S. basically consists of a central processing- unit and’ a )
Medelco terminal at each nursing station and at ‘ancillary departments o
(The terminal consists of a file of re-usable punched cards

~Toordera product or a semce ior a panent a nurse selec!s a “patient " card from
~ the file at her desk and an “action”" card for the service required and drops

. raduoiogy procedure that requirés medicatton.

the cards through the card reader.. The message is instantly’ transmitted- to all statrons
in the hospital that need the mtormation For example, if the order is fora,
the message will be printed i m both

Radiology and Pharmacy. It is also printed at the. oﬁginatlng station as an accuracy

* check and as-an entry for the patient’ § chart, By cuttmg down on the smount of ..

protessuonal staff time otherwise taken in routlne clerical chores T H LS. mcreases
hospital revenues. eirminates dsclphenng of hand-written and hand-dellvsred B
messages updates inventory records ,updates patuent charges, prevents deiays and
makes beds. avartabie eartier than oth Srwige. It. aiso affords ad ‘:nistrstors an =
additronai measure of control in running the hospital h

Among the managing personnet of the 28 hospltais using the system are represented
both the president and: immediate past president of the Americen Huspital ‘Association,

. mdlcattng the appeal which the Medelco system has to the

trend-setters within the industry.

P
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The Riley Company and Subsidiaries e

12

OTHER ASSETS:

Costs in excess of net assets of acquired companies (Notes 2 and 5) . ...

$ 2222645

$ 2,779,737

486,359 715,259
$ 2,709,004 $ 3,494,996
$ 52,325,202 $ 51,799,558 J

The accompanying notes are an integral part of these balance sheets.
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Consolidated Balance Sheets — June 30, 1971 and 1972 1971 1972
(As Restated
Assets Note 3)
CURRENT ASSETS:
CaSh L e $ 4,658,517 $ 2714870
Marketable securities, at cost (which approximates market price)
(NOtE 1) . e e e 9,794,895 11,268,295
Receivables, less reserves of $68,137 in 1971
and$81,871in1972(Note12) .. ... coiiiiiiiii it 15,622,098 12,924,742
Current portion of lease contracts receivable . . ...................... 375,628 316,583
Unbilled contractwork (Note 1) .. ... 2,632,097 3,924,891
Inventories, at lower of cost (first-in, first-out basis) or market (Note 1)—
Work in process and finished products .............. ... ... ... 1,221,943 2,550,991
Raw materials and purchased parts ........................... 6,003,214 3,658,263
Prepaid Federal income taxes ................. i _ 1,328,356
Prepaid eXpenses .. ..ottt et 644,798 529,157
Total current assets .. .......c.c.viinniineinninn. $ 40,953,190 $ 39,216,148
LEASE CONTRACTS RECEIVABLE, less current portion )
included above (Note 1) .. ... . . i i e $ 1,187,083 $ 653,465
RESIDUAL VALUE OF LEASED EQUIPMENT (Note 1) .................. $ 90,000 $ 69,000
INVESTMENTS, at estimated realizable value (Note 12) ................. $ 259,935 $ 259,935
PROPERTY HELD FOR SALE, net of accumulated depreciation (Note4) .... § _— $ 1,216,849
PLANT AND EQUIPMENT, at cost (Notes 1 and 12):
AN L. e $ 535933 $ 322,084
Buildingsandimprovements . ..................... S 7,827,973 4,079,534
Machinery and equipment .. ... ... . ... e 11,219,636 12,073,793
$ 19,583,542 $ 16,475,411
Less—Accumulated depreciation ............ ... .. .. ... ... ... (12,457,552) (9,586,246)
Total plant and equipment, net . ........................ $ 7,125,990 $ 6,889,165

N
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1971 1972
(As Restated
Liabilities Note 3)
CURRENT LIABILITIES:
Notespayabletobank .............. oottt i i, $ 1,262,822 $ S
Current portion of long-termdebt ............ .. ... ... . .. ... 160,531 171,756
Accounts payable .......... .. . i i e e 5,462,472 3,776,287
Advances and deferred contractrevenue (Note 1) ................... 15,619,080 16,175,044
Reserve for costs and expenses of plant shutdown (Note4) ............ _— 2,206,061
ACCTUBH BXPENSES .. .\ttt it e ettt ie e e te et ea e 4,546,241 4,003,714
Incometaxes (Note 5) ........... . i 303,509 —_—
Total current liabilities .. ............. ... ... ... ... ... $ 27,354,655 $ 26,332,862
LONG-TERM DEBT, less current portion included above:
Note payable, 8% (Note 2) ....... ..o, $ 4,814,143 $ 4,695,782
First mortgage, 6¥2 %, payable in monthly installmentsto 1984 .. .. ... .. 467,335 440,473
: Second mortgage, 2%, payable in monthly installmentsto 1984 . . ... ... 353,450 326,917
(, Convertible subordinated notes, 6%, duein 1979 (Note 9) ............. 2,000,000 2,000,000
Other notes payable, including deferred interest .. .............. ... .. 165,364 173,204
Totallong-termdebt .......... ... ... ... ............ $ 7,800,292 $ 7,636,376
DEFERRED FEDERAL INCOME TAXES (Note 1) .. ..................... $ 416,000 $ 282,000
MINORITY INTEREST IN RILEY STOKER CORPORATION (Note 2):
Minority interest in common stock and capital surplus .. .............. $ 200,121 $ —_
Minority interest in retained earnings ............ ... .o i, 794,312 —_—

$ 994433 $ —

STOCKHOLDERS' INVESTMENT:

Preferred stock, no par value; 100,000 shares authorized; no shares issued $ — $ —_—
Common stock, $1 par value; 1,900,000 shares authorized; 1,460,402

shares issued in 1971 and 1,485,357 in 1972 (Notes 7and 10) ........ 1,800,263 1,485,357
Capital SUIPIUS .. ... .. e e 5,624,873 7,529,846
Retained eamings . ........c.ooiiiiiiii i 8,477,144 8,533,117

$ 15,902,280 $ 17,548,320

Deduct—Treasury common stock, at cost (47,486 shares in 1971
andnonein 1972 (Note 2) ... ... i (142,458) —_—

) Total stockholders' investment .. ....................... $ 15,759,822 $ 17,548,320
& $52,325202  $ 51,799,558

The accompanying notes are an integral part of these balance sheets.
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Consolidated Statements of Income For the Five Years Ended June 30, 1972

Net sales and contract revenues (Note 2) .......
Cost of sales and work performed .............
Grossprofit .......................
Selling, general and administrative expenses . . . .
Income from operations .............

Other income or (expense)—
Royalty, interest and leasing income, etc. ... ..
Interestexpense ...............viiininn
Total other income (expense), net . . ...

Income before income taxes and
extraordinary items . ....... ... iiiinn,

Provision for income taxes—
Federal (Notes 1 and 5)—
Current provision
Deferred ........oiviniiiiinnnnannnn,

Foreign ......... ... i,
Total provision for income taxes .. . ...

Income before minority interest
and extraordinary items ...........

Minority interest before extraordinary items
Note2) ... i

Income before extraordinary items . ...
Extraordinary items—

Patent settlement proceeds, net of income
taxesof $152500 ........... ... . ...,

Estimated costs and expenses for plant
shutdowns, net of related income tax
benefits and minority interest (Note 4) .. ...

Net income fortheyear .............
Income (loss) per share (Note 6)—
Primary—
Income before extraordinary items ........
Extraordinaryitems ....................
Netincome ................ ... .......
Fully diluted—
Income before extraordinary items ........
Extraordinaryitems ....................
Netincome ...........................

The accompanying notes are an integral part of these statements.

Year Ended June 30
As Restated for Pooling (Note 3)

1968 1969 1970 1971 1972
$ 12,326,487 $ 15,133,270 $69,019441 $ 91,103,117 $ 86,186,887
7,475,258 9,133,388 58,857,541 76,653,443 73,291,941
$ 4851229 §$ 5999882 $ 10,161,900 $ 14,449674 $ 12,804,946
3,188,084 3,839,435 9,296,834 9,732,142 11,277,868
$ 1663,145 $ 2,160,447 $ 865066 $ 4,717532 $ 1,617,078
$ 36330 $ 227646 $ 875838 $ 1,103,190 $ 1,344,340
(27,281) (28,212) (876,946) (542,880) (657,358)
$ 9049 § 199434 § (1,108) $§ 560,310 $ 686,982
$ 1672194 $ 2359881 $ 863958 § 5277842 $ 2,304,060
$ 716000 $ 1,104000 $ 520495 § 2,082013 $ 732,833
_ —_— 88,300 327,700 (134,000)
_ —_— 112,218 106,810 100,672
134,000 156,796 151,487 134,866 219,050
$§ 850000 §$ 1260796 $ 872500 $ 26513889 $ 918,555
$ 822194 $ 109908 § (8,542) § 2,626,453 $ 1,385,505
— —_— 235,443 (243,886) {39,532)
$ 822194 §$ 1099085 §$§ 226901 $ 2382567 $ 1345973
152,500 —_ —_ —_— —_
_ —_— _ (241,000) (1,290,000)
$ 974694 §$ 1,099085 $ 226901 § 2,141,567 $ 55,973
$ 68 $ 84 $ .16 $1.69 $ 91
12 — — (17) (.87)
$ .80 $ 84 $ .16 $1.52 $ .04
$1.52 $ 82
(.14) (.79)
$1.38 $ .03
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Consolidated Statements of Common Stock, Capital Surplus and Retained Earnings

For the Five Years Ended June 30, 1972

Balance, July 1, 1967, as previously reported .. ...............

Amounts applicable to pooling of
Environeering, Inc. (Note 3)

Balance, July 1, 1967, as restated

Netincomefortheyear ....... ... ... ... ... ... ... .....

Balance, June 30, 1968

Net income for the year

Excess of market price over cost of treasury stock issued
(principally in connection with public offering) ............

Balance, June 30, 1969

Net income for the year

Balance, June 30, 1970

Net income for the year

Balance, June 30, 1971

Net income for the year

Excess of market price over cost of treasury shares
issued and par value of original shares issued
in purchase of 7.4% of Riley Stoker (Note 2)

Transfer in connection with change from no par value
to $1 par value (Note 10)

Balance, June 30, 1972

The accompanying notes are an integral part of these statements.

Common Capital Retained
Stock Surplus Earnings
$ 1,719,303 $ 242267 $3,907,620
80,860 288,118 127,277
$ 1,800,263 $ 530,385 $4,034,897
_ —_ 974,694
$ 1,800,263 $ 530,385 5,009,591
—_— _— 1,099,085
—_— 5,094,488 —_—
$ 1,800,263 $5,624,873 $6,108,676
_ —_ 226,901
$ 1,800,263 $5,624,873  $6,335,577
— — 2141567
$1,800,263 $5,624,873 $8,477,144
—_— —_— 55,973
24,955 1,565,112 —_—
(339,861) 339,861 _—
$ 1,485,357 $7,529,846  $8,533,117
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The Riley Company and Subsidiaries

Consolidated Statements of Changes in Financial Position
For the Two Years Ended June 30, 1972

16

1971 1972
(As Restated
WORKING CAPITAL WAS OBTAINED FROM: Note 3)
Operations—
Net income before extraordinary items .......................... $ 2,382,567 $ 1,345,973
Add (deduct)—
Provisions for depreciation and amortization (straight-line method) . . 846,983 964,153
Deferred Federalincometaxes ...........o e iinenneann 327,700 (134,000)
Minority interest in net income of Riley Stoker, including $154,819
of tax benefits relating to loss carry-forwards used in 1971 . ... . .. 378,705 39,532
Total from operations .......... ... ... .. ... .. .. $ 3,935955 $ 2,215,658
Decrease in cost of Riley Stoker resulting from tax benefits of
preacquisition loss carry-forwards .. .......... ... ... L 1,227,385 128,685
Sale of investMeNts .. ... ... ... ..ciiiiiiit i 2,768,825 —_—
Additional long-termdebt . . ... . . ... 4,814,143 —_—
Retirements of plantand equipment .. ............ ... ... ... 117,795 480,141
Other, net ....... e e e e e e 50,125 B —
Total funds obtained ............ ... ..o, $ 12,914,228 $ 2,824,484
WORKING CAPITAL WAS USED FOR:
Costs and expenses relating to plant shutdowns, net of
income tax benefit and minority interest .. ...... ... ... ... .. $ 241,000 $ 1,290,000
Additionsto plantandequipment . ........ ... .. i, 1,106,520 2,375,000
Purchase of Riley Stoker Corporation .. ............ ... .. o, 6,000,000 _
Increase (decrease) in—
Residual value of leased equipment .................. ... ... ... 61,000 {(21,000)
Noncurrent portion of lease contracts receivable .................. 720,929 (533,618)
Reductioninnotespayable .. ....... ... ... i 68,810 163,916
(0] (7= 0 271 RSO _— 265,435
TJotal funds used ...... ...t $ 8,198,259 $ 3,539,733
INCREASE (DECREASE) IN WORKING CAPITAL ...................... $ 4715969 $ (715,249)
CHANGES IN WORKING CAPITAL:
Increase (decrease) in current assets—
Cash .. e e .. % 1,294,808 $(1,943,647)
Marketable securities . ......... ... .. . e 9,765,225 1,473,400
ReCEIVADIES .. .ot 795,636 (2,756,401)
Inventories and unbilled contractwork .. ............ .. .. ... .. ..., (2,277,693) 276,891
Prepaid Federal income taxesand expenses . ............... e 330,890 1,212,715
$ 9,908,866 $(1,737,042)
(Increase) decrease in current liabilities—
Notespayabletobank ......... .. ... ..o i $ (137,623) $ 1,262,822
Accountspayable .. ... .. ... . (1,241,065) 1,686,185
Advances and deferred contractrevenues ........................ (2,425,317) (555,964)
Current portion of long-termdebt ............. ... . ... ... ..., (111,442) (11,225)
IO tAXES . ittt it e e e e (93,385) 303,509
Accrued expenses and reserves for plant shutdowns .. ............. (1,184,065) (1,663,534)
$ (5,192,897) $ 1,021,793
INCREASE (DECREASE) INWORKING CAPITAL .. ........ ... ... $ 4715969 $ (715,249)

The accompanying notes are an integral part of these statements.
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Notes to Consolidated Financial Statements / e Riley Company and Supsidiaiies

1) Sumimary of Accounting Bolicres:

Consolidation—

The consolidated financial statements include the ac-
counts of the Company and all subsidiaries, including
Riley Stoker Corporation for 1970, 1971 and 1972 (as
explained in Note 2) and Environeering, Inc. for all pe-
riods (acquired on a pooling of interests as explained
in Note 3). All significant intercompany transactions
have been eliminated in consolidation. The fiscal years
of SIOC Limited (Canada), as well as SIOC's wholly
owned subsidiary, SCAMA Limited (England), end on
March 31 and May 31, respectively, and accordingly
the results of their operations, which are not material,
have been included in the accompanying consolidated
statements of income on the basis of their respective
fiscal years and their accounts have been translated into
U. S. dollars at the appropriate exchange rates.

The Company's investment in consolidated subsidiaries
exceeds its equity therein by $4,675,753 and $8,530,955
at June 30, 1971 and 1972, of which $2,222,645 and
$2,779,737, respectively is reflected in the consolidated
balance sheets as ‘‘costs in excess of net assets of
acquired companies.” The remainder, $2,453,108 and
$5,751,218 at June 30, 1971 and 1972, respectively,
represents accumulated losses of subsidiaries since
dates of acquisition which, together with certain related
accumulated tax benefits realized in the Company’s
consolidated tax returns are included in consolidated
retained earnings.

it is not the Company's policy to amortize the costs in
excess of net assets of acquired companies arising
prior to October 31, 1970 ($2,160,637, principally relat-
ing to Riley Stoker), unless in the opinion of manage-
ment, there has been a diminution in the value. The cost
of Riley Stoker in excess of net assets arising out of
the purchase of the remaining 7.4% interest in Riley
Stoker in November, 1971 ($698,372) is being amortized
over a 40-year period in accordance with the require-
ment of Opinion No. 17 of the Accounting Principles
Board of the American Institute of Certified Public
Accountants.

Accounting tor Long-Term Contracts—

Riley Stoker Corporation recognizes income on long-
term contracts on the ‘‘percentage-of-completion’ ac-
counting method. The percentage of completion is
determined by relating the actual cost of work performed
to date to the current estimated total cost of the respec-
tive contracts. However, no profits are recorded until a
significant amount of actual contract work has been
accomplished. When the estimate on a contract indi-
cates a loss, the Company's practice is to record the
entire loss. Unbilled contract work represents the excess
of costs incurred and recorded profit or losses to date
over billings to date on certain contracts. Advances and
deferred contract revenue represent the excess of bill-

ings to date over costs incurred and recorded profit or
losses to date on the remaining contracts.

Accounting tor Lease Contracts—

The Company uses the finance method of accounting
for full payout leases for hospital systems. Under this
method, manufacturing profit, representing the excess
of the regular selling price of the systems over the re-
lated manufacturing and installation costs, is recognized
upon completion of installation of the systems. The ex-
cess of the aggregate amount of lease receivables over
the regular selling price (net of estimated residual value)
is recorded as unearned lease income which is amor-
tized over the terms of the lease using the sum of the
months-digits method.

For Federal income tax purposes, lease payments are
reported as income when earned, and the cost of leased
hospital system is depreciated over the estimated useful
life of the system on the declining-balance method.
Deferred Federal income taxes are provided for the dif-
ference in tax and accounting methods.

Depreciation Policy—

The companies follow the practice of providing depre-
ciation on plant and equipment on the straight-line
method for book purposes and accelerated methods for
tax purposes. The estimated useful lives are as follows:

Asset Description Asset Life
Building and improvements ........................... 20 to 40 years
Machinery and equipment ............ ... ... ... ... .... 2 to 10 years

Maintenance and repairs are charged to expense when
incurred. Cost of major renewals or betterments is capit-
alized by charges to the appropriate property account.

The cost of property retired or otherwise disposed of is
removed from the property account, the accumulated
depreciation is removed from the related reserve, and
the net gain or loss is credited or charged to income.

Inventories—

Inventories used in the determination of cost of sales,
priced at the lower of cost (first-in, first-out basis) or
market, were as follows (restated to include Environeer-
ing, Inc. on a pooling-of-interests basis):

Work in
Raw Materials Process and
and Purchased Finished
Parts Goods Total

June 30—
1970 ... $6,302,713 $2,350,129 $8,652,842
1971 ................ 6,003,214 1,221,943 7,225,157
1972 ... .. 3,658,263 2,550,991 6,209,254

Investment Credit—

The Company uses the flow-through method of account-
ing for the investment tax credit.

RS-002265
117102
NUECES



18

The Company acquired 50.9% of the common stock of
Riley Stoker Corporation during April and May, 1969,
for $7,470,000 in cash and 41.7% in October, 1970 for
$6,000,000 pursuant to an agreement with Pennsylvania
Engineering Corporation. The Company made an initial
cash payment of $1,000,000 and issued subordinated
8% notes for the remaining $5,000,000. The notes are
payable in equal quarterly installments of $125,000 (prin-
cipal and interest), with a final payment of $3,614,950
on September 1, 1980 and are fully subordinated to any
other present or future indebtedness of the Company.
During November, 1971, the Company acquired the re-

in February, 1972, the Riley Company acquired ail of
the issued and outstanding shares of Environeering, Inc.
in exchange for 80,960 shares of the Company's com-
mon stock. This transaction was accounted for as a
pooling of interests and, accordingly, the accompany-
ing consolidated financial statements have been restated
to include the accounts of Environeering on a June 30
fiscal-year basis. Also, the common stock issued as of
June 30, 1971, has been retroactively stated to give
effect to the issuance of 80,960 shares. There were no

The following table summarizes the effect of the Environeering

maining 7.4% of common shares of Riley Stoker in
exchange for 72,441 common shares of the Company
(47,486 of treasury common shares and 24,955 com-
mon shares previously unissued) which had a quoted
market price of $24.00 per share at that time.

Riley Stoker's operations are included in the accom-
panying consolidated statements of income for fiscal
years 1970, 1971 and 1972 and the income or loss ap-
plicable to the appropriate minority interests is deducted
in the respective periods. Net sales and contract reve-
nues of Riley Stoker amounted to $52,890,000 in 1970,
$71,319,000 in 1971 and $68,478,000 in 1972.

transactions between the companies prior to the com-
bination.

In fiscal 1972, Environeering had sales of $1,938,000
and a net loss of $143,000 for the period prior to the
date the acquisition was consummated. Environeering
did not record tax benefits on losses prior to the date
of acquisition. A tax benefit of $134,000 has been re-
flected for losses subsequent to January, 1972, when
it was included in the consolidated tax return of the
Company (Note 5). '

Year Ended June 30

pooling of interests on the accompanying consolidated statements
of income: 1968 1969 1970 1971 1972
Net sales and contract revenues—
Before pooling ........... ... ..., $10,684,615 $11,877,911 $66,470,517 $88,023,310  $83,449,385
Aterpooling ...........o i 12,326,487 15,133,270 69,019,441 91,103,117 86,186,887
Income before extraordinary items—
Before pooling .............cc i $ 866,109 $ 1,244,979 $ 506,472 $ 2,639,907 $ 1,635,145
After pooling ............ ... ... ... 822,194 1,099,085 226,901 2,382,567 1,345,973
Net income—
Before pooling ............... ..o $ 1018600  § 1,244,979 $ 506,472 $ 2,398,807 $ 345145
After pooling ......... ... ... 974,694 1,099,085 226,901 2,141,567 55,973

In August, 1972, the Company, for business and eco-
nomic reasons, decided to permanently shut down the
operations of its Cornwells Heights, Pennsylvania, plant
and transfer the operations to other locations. Employ-
ees at the Cornwells Heights plant had been on strike
since March 17, 1972. The estimated costs and ex-
penses of $2,480,000 related to the shutdown of this
operation, net of related income tax effect of $1,190,000,
are shown as an extraordinary item in the 1972 con-
solidated statement of income. The costs and expenses

The Company and its subsidiaries file a consolidated
income tax return. As of June 30, 1972, Riley Stoker
Corporation has available as a deduction from its own
future taxable income the following items:

(a) Net operating loss carry-forward of approximately
$2,600,000 which expires in 1974.

will be deductible for tax purposes in the year in which
they are expended. The Cornwells Heights property is
shown as “'Property Held for Sale" in the accompanying
consolidated balance sheet.

in July, 1971, the Company ceased activities at its De-
troit foundry and the expenses related to this shutdown
($501,000), net of related income tax effect ($240,000)
and minority interests ($20,000), are shown as an ex-
traordinary item in the 1971 consolidated statement of
income.

(b) Pension fund provisions of approximately $343,000
recorded in the accounts but not reportable for tax
purposes until the amounts are funded.

(c) Approximately $154,000 of investment tax credits
expiring in varying amounts through 1976 and subject
to certain limitations.

RS-002266
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For tax purposes the above items, which are subject
to review by the Internal Revenue Service, can only be
used in future consolidated tax returns to the extent of
Riley Stoker's own taxable income or taxes payable
since they were incurred prior to the Company acquiring
an interest in excess of 80% of Riley Stoker.

The Company and its subsidiaries have available capital
loss carry-forwards of approximately $1,800,000 which
expirein 1976.

As of June 30, 1972, for financial reporting purposes,
approximately $2,500,000 of Riley Stoker's operating
loss carry-forward and unfunded pension provisions and
$1,800,000 of capital loss carry-forward relate to pe-
riods prior to the Company's acquisition of Riley Stoker.
Accordingly, any future tax benefits relating to these
items will be recorded as a reduction of the cost of sub-
sidiary in excess of underlying net assets.

Environeering, Inc., acquired in 1972, also has available
approximately $700,000 of net operating loss carry-
forwards, subject to review by the Internal Revenue
Service, which expires in varying amounts through 1977
and can only be used in future consolidated tax returns
to the extent of Environeering's own taxable income.

{&) Eamings Per Share:

Primary earnings per share for the five years ended
June 30, 1972, have been determined based on the
shares outstanding during the periods after giving effect
to (1) a two-for-one split in September, 1967, (2) com-
mon stock equivalents assuming the exercise of the
Company’s stock options under the treasury stock
method (based on average market price) where and to
the extent such exercise would be dilutive, and (3) the
80,960 common shares of the Company issued in the
acquisition of Environeering, Inc. in February, 1972,
which was accounted for as a pooling of interests. The
average number of common shares or common stock
equivalent shares used in computing primary earnings
per share was as follows: 1,212,416 (1968), 1,304,954
(1969), 1,412,050 (1970), 1,416,050 (1971), and
1,485,106 (1972).

Fully, diluted earnings per share have been determined
assuming:

(1) The 6% convertible subordinated notes of Riley
Stoker Corporation (Note 9) were converted.

(2) All dilutive stock options (Note 7) were exercised
under the treasury stock method.

Riley Stoker Corporation had a net loss for the year
ended June 30, 1970, and therefore the assumed con-
version of the 6% convertible subordinated notes and
exercise of Riley Stoker's stock options would have an
antidilutive effect. The average number of common
shares and common stock equivalent shares used in
computing fully diluted earnings per share was
1,417,931 in 1971 and 1,621,816 in 1972.

(7) Stock Option Plans:

Under its qualified stock option plan, 74,250 shares of
the Company's common stock are reserved for issuance
to executives and key employees. The qualified stock
option plan provides that the option price shall be at
least 100% of the fair market value of the stock on the
date of grant, that the options become exercisable two
years from date of grant and expire five years from the
date of grant, and that certain other requirements be
met. On November 1, 1971, the Company assumed the
outstanding Riley Stoker options equal to 30,000 shares
of the Company's common stock at an option price of
$7.20 per share. No options were exercised in 1971 or
1972 and 27,250 shares remain available for granting
of options under this plan at June 30, 1972.

A summary of the Company’s stock options under this
plan for the two years ended June 30, 1972, is as follows:

Numfber Option Price
0

Shares  PerShare  Aggregate
Options outstanding at June 30, 1970 11,000 $15.00-$27.00 $252,000
Canceled due to terminations (4,000) $27.00 (108,000)
Options outstanding at June 30, 1971 7,000 $15.00-$27.00 $144,000
Options granted 10,000 $26.50-$28.50 272,500
Riley Stoker options assumed 30,000 $7.20 216,000
Options outstanding at June 30, 1972 47,000 $632,500

An additional 10,000 shares are also reserved under an
option granted in 1970 to the Secretary and a director
of the Company to purchase such shares at $13.50 per
share, which was the fair market value at date of grant.

No accounting is made with respect to the Company’s
options until they are exercised, at which time the par
value will be credited to common stock and the differ-
ence will be credited to capital surplus.

{8) Pension Plans:

Riley Stoker Corporation and Cashco, Inc. have various
pension plans covering substantially all of their em-
ployees. Pension costs included in the consolidated
statement of income amounted to $690,000 in 1970 and
$1,169,000 in 1971, and $686,000 in 1972, which in-
cluded, as to certain of the plans, amortization of past-
service costs over periods ranging from 10 to 30 years.
Pension costs include $381,000 in 1971, representing
previously unfunded past-service costs recorded in
connection with the shutdown of a plant and have been
included in the extraordinary item in the consolidated
statement of income for 1971.

It is the Company’s policy to fund the pension contribu-
tions as required by collective bargaining agreements
and based on tax and other considerations.

The unfunded past-service cost as of June 30, 1971, the
date of the most recent actuarial review, was approxi-
mately $883,000.

4y A% Lonverlible Dubordinatad poles
The 6% Convertible Subordinated Notes due November
R6-002267
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1, 1979, are convertible into the Company’s common
shares at $9.80 per share at any time to maturity, which
conversion price is subject to adjustment under certain
conditions. The notes are subordinated to senior in-
debtedness outstanding or hereafter incurred. There are
204,082 shares of the Company’'s common stock re-
served for conversions of these notes. The notes are
payable to Mr. Howard C. Warren, the Chairman of the
Board and maijority stockholder of the Company.

(i0) Common Stock:

The stockhoiders voted to amend the Certificate of In-
corporation of the Company providing for a reduction
in the number of common shares which the corporation
has authority to issue from 4,900,000 shares to 1,900,000
shares and a change to $1.00 par value (previously no
par value). As of June 30, 1972, the Company had
1,485,357 shares of common stock outstanding, includ-
ing 80,960 shares issued in 1972 in the acquisition of
Environeering, Inc. and 72,441 shares (47,486 treasury
shares and 24,955 previously unissued shares) issued
in 1972 in the purchase of the remaining 7.4% of Riley
Stoker Corporation.

{11} Subsequent Acyuisition:

In July, 1972, the Riley Stoker Corporation purchased all
of the outstanding stock of Abbott Heat Exchanger Cor-
poration for cash of $200,000, and the guarantee of
certain debt by the Riley Stoker Corporation. This trans-
action will be accounted for as a purchase in fiscat 1973.
The amount by which the purchase price exceeds the
fair value of the net assets acquired will be allocated
to "‘costs in excess of net assets of acquired compan-
ies."” Prior to its acquisition Abbott Heat Exchanger
Corporation (which name has been changed to Riley
Southwest Corporation), had available Federal income
tax loss carry-forwards presently estimated at
$1,900,000 and expiring in varying amounts through
1977 which, subject to audit by the Internal Revenue
Service, will be available to offset its own future taxable
income. The costs in excess of net assets of acquired
companies will be reduced by the amount of the tax
benefits derived from these tax loss carry-forwards.

{12} Suppiemental ntormation:
Marketable securities and other security investments—

Principal Value Based
Amount on Current
Name of issuer or Number Market

and Title of Issue of Shares Cost Quotations

U.S. Treasury bills due on
various dates ................. $8,295,000 $ 8,232,545 $ 8,237,148
Ist mortgage bonds .............. 2,450,000 2,191,250 2,187,313
Other bonds .................... 300,000 812,250 803,500
Other marketable securities ....... 1,000 32,250 36,500
$11,268,295 $11,270,461

Various preferred stock at
estimated realizable value .. ... 22836 ¢ 259,935 § 271,200

Property and Equipment—
Buildings Machinery
and and
CosT tand Improvements  Equipment
Balance, July 1, 1970, as
previously reported ........... $535,933  $7.,651,411  $10,646,050
Amount applicable to pooling of
Environeering, Inc. (Note 3).... — — 82,902
Balance, July 1, 1970, restated. ... $535,933  $7,651,411  $10,728,952
Additions, at cost ............. - 237,575 868,945
Sales and retirements ......... - (50,826) (388,448)
Transfers between accounts .... — (10,187) 10,187
Balance, June 30, 1971..... ... ... $535,933  $7,827,973  $11,219,636
Additions, at cost ............. — 442,380 1,832,620
Sales and retirements (A) . ... ... {125,000 (723,145} (1,078,463
Transfers to property held
forsale ® ................ (88,849) (3,467,679 —
Balance, June 30, 1972 .......... $322,084 $4,079534  $12,073,793
Buildings Machinery
ACCUMULATED and and
DEPRECIATION Improvements Equipment
Balance, July 1, 1970, as
previously reported ................... $4,155,419 $ 7,793,399
Amount applicable to pooling of
Environeering, Inc. .................. — 26,148
Balance, July 1, 1970, restated............. $4,155,419 $ 7,819,547
Provision charged to profit and loss. ... ... 222,635 581,430
Sales and retirements . ................. (17,419 (304,060)
Transfers between accounts ............. (2,960 2,960
Balance, June 30,1971 ................... $4,357,675 $ 8,099,877
Provision charged to profit and loss....... 228,414 686,421
Sales and retirements (A) ............... {661,997) (784,470)
Transfer to property heid for sale (B)..... (2,339,674 —
Balance, June 30,1972 ................... $1,584,418 $ 8,001,828

(A) Principally relates to sale of Detroit foundry (Note 4)
(B) Represents Cornwells Heights, Pennsylvania, property (Note 4).

Reserves—
Reserve to Reduce
Investments
Reserve for of Riley Stoker
Doubtful  to Estimated

Accounts Realizable Value

Balance, July 1, 1970, as

previously reported ..................... $64,647 $2,571,134
Amounts applicable to pooling
of Environeering, Inc. ................. 3,211 —
Balance, July 1, 1970, restated ........... .. $67,858 $2,571,134
Provisions charged to income ............ 6,144 —
Write-off of doubtful accounts ............ (5,865) —
Reserve applicable to investments sold. . ... — (2,347,959
Balance, June 30, 1971 ................... $68,137 $ 223,175
Provisions charged to income ............ 28,104 —
Write-off of doubtful accounts .. ... ...... (14,370) —
Balance, June 30,1972 ........ ... ........ $81,871 $ 223,115
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THE RILEY COMPANY
Costof  Other ' o
Goods Sold  Expense  Total

$ 864444 s s 975457
691 907 155 076 846,983

an .
lated consolidated statements of - ancoma ”common
capif urplus and retamed earnmgs ‘for the five
| zyears. ended ‘June “30,:1972, ‘and the staternents “of
”‘changes in financial position for the two 'years ended

Flrat National Bank of Chicago

Jung 30, 1972. Our examination was made in accord- 1

"ance ‘with” generally accepted auditing standards, and ohicago.lhnons

accordingly included such tests of the accounting rec- Morgan Guaranty Trust Company
ords and such other auditing procedures as we con- ©of New York

sidered necessary in the circumstances. New York, New York

In our opinion, the accompanying consolidated financial Registrars

statements present fairly the consolidated financial posi-
tion of The Riley Company and Subsidiaries as of June
30, 1971 and 1972, and the results of their operations
for the five years ended June 30, 1972, and changes

Continental lllinois National Bank
and Trust Company of Chicago
Chicago, lllinois

in financial position for the two years then ended, First National Gity Bank
conformity with generally accepted accounting pnn- New York, New York
ciples consistently applied during the periods. Audito
rs
] ARTHUR ANDERSEN & CO. Arthur Andersen & Co.
Chicago, lllinois,
September 1, 1972. Legal Counsel
Pedersen & Houpt
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