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PART I

Item 1. Business

General

Quanex was organized in 1927 as a Michigan corporation under the name Michigan Seamless Tube Company.
The Company reincorporated in Delaware in 1968 under the same name and then changed its name to Quanex
Corporation in 1977. The Company's executive oÇces are located at 1900 West Loop South, Suite 1500, Houston,
Texas 77027. References made to the ""Company'' or ""Quanex'' include Quanex Corporation and its subsidiaries
unless the context indicates otherwise.

The Company's businesses are managed on a decentralized basis. Each operating group has administrative,
operating and marketing functions. Financial reporting systems measure each group's return on investment, and the
Company seeks to reward superior performance with incentive compensation, which is a signiÑcant portion of total
employee compensation. Intercompany sales are conducted on an arms-length basis. Operational activities and
policies are managed by corporate oÇcers and key division executives. Also, a small corporate staÅ provides
corporate accounting, Ñnancial and treasury management, tax, and human resource services to the operating
divisions.

Quanex is a technological leader in the production of engineered carbon and alloy steel bars, aluminum Öat-
rolled products, and precision-formed metal products which primarily serve the vehicular products and building
products markets. The Company uses state-of-the-art manufacturing technologies, low-cost production processes,
and engineering and metallurgical expertise to provide customers with specialized products for speciÑc applications.
Quanex believes these capabilities also provide the Company with unique competitive advantages. The Company's
growth strategy is focused on the continued penetration of its two core markets: vehicular products and building
products.

Business Developments in Fiscal 2001

In November 2000, Quanex completed the purchase of Temroc Metals, Inc. (""Temroc''), an aluminum
extrusion and fabrication company based in Hamel, Minnesota. Temroc's products are used primarily in the outdoor
recreational vehicle market. Temroc expands the Company's oÅerings in its core vehicular products market. The
Company also has invested signiÑcant capital internally to grow its technologically advanced, low-cost continuous
manufacturing processes to meet growing demand in its vehicular products and building products markets.

In the Company's MACSTEEL operations, rotary centrifugal continuous casters are used with an in-line
manufacturing process to produce bearing grade quality, seam-free, engineered carbon and alloy steel bars that
enable Quanex to participate in higher margin markets within its vehicular products market. Since 1992, the
Company has invested approximately $257 million to enhance its steel bar manufacturing and reÑning processes, to
improve rolling and Ñnishing capability, and to expand manufacturing capacity at its MACSTEEL operations to
approximately 700,000 tons per year. Phases I through V of the MACSTEEL expansions have been completed. In
Phase V, Ñnished in December 2000, the Company installed additional equipment at each of the MACSTEEL
plants in Jackson, Michigan, and Ft. Smith, Arkansas to increase their capacity. This project increased engineered
steel bar shipping capacity by approximately 13% to 700,000 tons annually. Phase V also included projects at
MACSTEEL Heat Treating, based in Huntington, Indiana, where a third processing line was built, and at Kenosha,
Wisconsin-based MACSTEEL NitroSteel, where eÇciency enhancing equipment has been installed. In May 2000,
the Company announced Phase VI, a project that will boost capacity for MACPLUS cold-Ñnished steel bars. The
project includes installation of two additional bar turning and polishing lines, one at the plant in Jackson, which was
completed in December of 2001 and the other at the Ft. Smith plant, which is scheduled for completion by 2002
year-end. After the project is complete, MACSTEEL will have a total of six value-added MACPLUS lines capable
of producing 270,000 tons of cold Ñnished steel bars for its vehicular products markets.

In November 2000, Quanex completed a $4 million capital project at AMSCO, which provides an additional
40,000 square feet of manufacturing space and equipment to expand existing lines and produce new products for its
building products markets.
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Manufacturing Processes, Markets, and Product Sales by Business Segment

Information with respect to major markets for the Company's products, expressed as a percentage of
consolidated net sales, is shown under the heading ""Sales by Major Markets'' on the following table. Although
Quanex has attempted to estimate its sales by product and market categories, many products have multiple end uses
for several industries and sales are not recorded on the basis of product or market categories. A portion of sales is
made to distributors who sell to diÅerent industries. Net sales by principal market are based upon the total dollar
volume of customer invoices. For the years ended October 31, 2001 and 2000, no one customer accounted for 10%
or more of the Company's sales. For the year ended October 31, 1999, one customer, Autoliv Inc., accounted for
12% of Company's sales.

Sales by Major Markets

Sales

Fiscal Year Ended October 31,

Markets Market Description Quanex Products 2001 2000 1999 1998 1997

($ Millions)

Vehicular Auto/Truck Steel bars, impact-extruded components,
aluminum sheet ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $332.1 $408.8 $396.9 $364.1 $332.7

35.9% 42.4% 47.5% 44.3% 43.3%

Other Transportation Steel bars, treated tubes and bars,
(including ship/ aluminum sheet ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 35.7 $ 35.6 $ 31.4 $ 33.2 $ 34.2
railroad, recreational 3.9% 3.7% 3.8% 4.1% 4.4%
vehicles and military
transportation)

Total Vehicular ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $367.8 $444.4 $428.3 $397.3 $366.9
39.8% 46.1% 51.3% 48.4% 47.7%

Building Products Residential and Aluminum sheet, fabricated aluminum
Commercial products, aluminum coil, coated
Building Materials, aluminum coilÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $336.6 $326.7 $301.6 $343.7 $335.9
Other 36.4% 33.9% 36.1% 41.8% 43.7%

Industrial Machinery General Industrial Specialized forgings, impact-extruded
and Capital Machinery products, steel bars ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 34.6 $ 47.3 $ 39.1 $ 31.2 $ 26.0
Equipment (including mining, 3.7% 4.9% 4.7% 3.8% 3.4%

agriculture and
construction)

Capital Equipment Steel bars, treated bars and tubes,
(including material partition products, impact-extruded
handling, machine productsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 32.9 $ 17.5 $ 13.0 $ 11.0 $ 18.5
tools, and oÇce/ 3.6% 1.8% 1.6% 1.3% 2.4%
household)

Total Industrial Machinery and Capital EquipmentÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 67.5 $ 64.8 $ 52.1 $ 42.2 $ 44.5
7.3% 6.7% 6.3% 5.1% 5.8%

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $152.5 $128.6 $ 52.9 $ 38.3 $ 21.4
16.5% 13.3% 6.3% 4.7% 2.8%

Total Sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $924.4 $964.5 $834.9 $821.5 $768.7
100.0% 100.0% 100.0% 100.0% 100.0%

Quanex operates 16 manufacturing facilities in ten states in the United States. These facilities feature eÇcient
plant design and Öexible manufacturing processes, enabling the Company to produce a wide variety of engineered
products and materials for the Company's vehicular products and building products markets. The Company is
generally able to maintain minimal levels of Ñnished goods inventories at most locations because it typically
manufactures products to customer speciÑcations upon order.

During Ñscal 2001, the Company's operations were grouped into four business segments: (1) engineered steel
bars, (2) aluminum mill sheet products, (3) engineered products, and (4) Piper Impact. General corporate
expenses are classiÑed as ""Corporate and Other''. During the latter portion of the Ñscal year ending October 31,
2001, the Company completed a strategic review of its business, which resulted in a shift of strategy away from
primarily a ""process'' oriented enterprise to a more ""market focused'' enterprise. The review underscored a high
concentration of sales in two market segments Ì vehicular products and building products. Beginning in Ñscal 2002,
the Company will report operations in those two market focused segments. For Ñnancial information regarding each
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of Quanex's business segments, see ""Management's Discussion and Analysis of Financial Condition and Results of
Operations'' herein and Note 13 to the Consolidated Financial Statements.

Vehicular Products

The vehicular products segment is comprised of the former engineered steel bar segment (MACSTEEL),
Piper Impact and Temroc. The segment includes engineered steel bar operations, impact extrusion operations, steel
bar and tube heat-treating services, steel bar and tube corrosion and wear resistant Ñnishing services, and aluminum
extrusion and fabricated metal products.

MACSTEEL

The Company's engineered steel bar operations are conducted through its MACSTEEL division, consisting of
two plants, one located in Ft. Smith, Arkansas, and the other located in Jackson, Michigan. These plants can
manufacture up to 700,000 tons of hot Ñnished, precision engineered, carbon and alloy steel bars. The Company
believes that MACSTEEL has the only two plants in North America using continuous rotary centrifugal casting
technology. This casting process produces seam-free bars, without surface defects or inclusions, thereby reducing
the need for subsequent surface conditioning. The continuous casting and automated in-line manufacturing
operations at the MACSTEEL plants substantially reduce labor and energy costs by eliminating the intermittent
steps that characterize manufacturing operations at most larger, and particularly integrated steel mills. The
Company typically sells only complete heat lots, or batches, which are made to speciÑc customer requirements.

MACSTEEL produces various grades of customized, engineered steel bars by melting steel scrap and casting it
in a rotary centrifugal continuous caster. MACSTEEL's molten steel is further processed through secondary
reÑning processes that include argon stirring, ladle injection, and vacuum arc degassing prior to casting. These
processes enable MACSTEEL to produce higher quality, ""cleaner'' steel.

As a result of its state-of-the-art continuous manufacturing technology, which reduces labor, energy and
process yield loss, the Company believes that MACSTEEL is one of the lowest cost producers of engineered carbon
and alloy steel bars. The Company believes that energy costs at MACSTEEL are signiÑcantly lower than those of
its competitors because its bars are moved directly from the caster to the rolling mill before cooling, eliminating the
need for costly reheating. MACSTEEL's low unit labor costs are achieved with its highly automated manufacturing
process, enabling it to produce Ñnished steel bars using less than two man-hours of labor per ton compared with an
estimated average of four to Ñve man-hours per ton for U.S. integrated steel producers.

MACSTEEL products are custom manufactured primarily for the vehicular product markets serving the
passenger car, light truck, sport utility vehicle (SUV), heavy truck, anti-friction bearing, oÅ-road and farm
equipment, and seamless tubular industries. These industries use engineered steel bars in critical applications such
as camshafts, crankshafts, transmission gears, wheel spindles and hubs, bearing components, steering components,
hydraulic mechanisms and seamless tube production. Also, MACSTEEL engineered steel bars are used for the
manufacture of components for safety critical steel air bag inÖators at the Company's Piper Impact plant in
New Albany, Mississippi.

Also included in the MACSTEEL division are a heat treating plant in Huntington, Indiana (""Heat Treat'')
and a plant in Kenosha, Wisconsin that improves the wear and corrosion resistance properties of steel bars and tubes
(""NitroSteel'').

The Heat Treat facility uses custom designed, in-line equipment to provide tube and bar heat-treating and
related services, such as quench and temper, stress relieving, normalizing, ""cut-to-length'', and metallurgical testing.
This plant primarily serves customers in the vehicular products and energy markets.

The NitroSteel plant processes steel bars and tubes using the patented Nitrotec treatment to improve corrosion
and wear resistance while providing an environmentally friendly, non-toxic alternative to chrome plating.
NitroSteel's products are made for speciÑc customer applications and are used for Öuid power applications in
primarily the vehicular products markets.

Piper Impact

The Piper Impact division of the vehicular products segment includes two impact-extrusion facilities in
New Albany, Mississippi, dedicated to aluminum and steel impact-extruded products.

4



PART II

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

Quanex's common stock, $.50 par value, is traded on the New York Stock Exchange, under the ticker symbol:
NX. Quarterly stock price information and annual dividend information for the common stock is as follows:

Quarterly Common Stock Dividends

Quarter Ended 2001 2000 1999 1998 1997

January ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ .16 .16 .16 .16 .15

April ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ .16 .16 .16 .16 .15

July ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ .16 .16 .16 .16 .15

OctoberÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ .16 .16 .16 .16 .16

TOTALÏÏÏÏÏÏÏÏÏ .64 .64 .64 .64 .61

Quarterly Common Stock Sales Price

(High & Low) Quarter Ended 2001 2000 1999 1998 1997

January ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 26.5625 23.875 30.4375 29.125

16.375 19.0625 16.8125 27.0625 24.25

April ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21.15 23.6875 26.25 33.8125 27.875

17.35 16.125 15.375 28.50 23.375

July ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.55 18.625 29 32.1875 34.125

20.70 14.375 25.125 27.25 25.125

OctoberÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.48 20.6875 27.375 27.875 36.50

20.75 17.0625 20.125 15.625 26.25

The terms of Quanex's revolving credit arrangements with certain banks limit the total amount of common and
preferred stock dividends and other distributions on such stock. Under the most restrictive test under such credit
facilities, the total common stock dividends the Company may declare and pay is limited to $21 million, plus 50% of
consolidated net income earned after October 31, 1989, adjusted for other factors as set forth in the credit
agreement. As of October 31, 2001, the aggregate amount available for dividends and other restricted payments
under its credit facilities was approximately $26 million.

There were 5,538 holders of Quanex common stock on record as of December 31, 2001.

Item 6. Selected Financial Data

Glossary of Terms

The exact deÑnitions of commonly used Ñnancial terms and ratios vary somewhat among diÅerent companies
and investment analysts. The following list gives the deÑnition of certain Ñnancial terms that are used in this report:

Capital expenditures: Additions to property, plant and equipment.

Book value per common share: Stockholders' equity less the stated value of preferred stock divided by the
number of common shares outstanding.

Asset turnover: Net sales divided by average total assets.

Current ratio: Current assets divided by current liabilities.

Return on investment: The sum of net income and the after-tax eÅect of interest expense less capitalized
interest divided by the sum of the averages for long-term debt and stockholders' equity.
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Return on common stockholders' equity: Net income attributable to common stockholders divided by average
common stockholders' equity.

Item 6. Selected Financial Data

Financial Summary 1996 Ì 2001

Fiscal Years Ended October 31,

2001 2000 1999 1998 1997 1996

($ Thousands, except per share data)

Revenues and Earnings

Net sales(1),(8)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 924,353 964,518 834,902 821,507 768,743 640,121

Cost of sales including operating depreciation and
amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 809,027 841,047 706,607 707,971 666,691 546,938

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 115,326 123,471 128,295 113,536 102,052 93,183

Piper Impact Asset Impairment Charge ÏÏÏÏÏÏÏÏ Ì 56,300(2) Ì 58,500(2) Ì Ì

Loss on sale of Piper Impact EuropeÏÏÏÏÏÏÏÏÏÏÏ Ì 14,280(3) Ì Ì Ì Ì

Other depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏ 3,808 3,308 3,434 5,059 3,669 1,791

Selling, general and administrative expensesÏÏÏÏÏ 54,202 53,545 53,104 47,713 43,375 44,959

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57,316 (3,962) 71,757 2,264 55,008 46,433

Percent of net sales(8) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.2 (0.4) 8.6 0.3 7.2 7.3

Other income Ì netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,623 1,870 1,383 2,278 1,637 4,544

Interest expense Ì netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,889 13,314 12,791 10,506 14,002 11,360

Income (loss) before income taxes, extraordinary
items, cumulative eÅect of accounting change,
and income from discontinued operations ÏÏÏÏÏ 45,050 (15,406) 60,349 (5,964) 42,643 39,617

Income taxes (credit) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,228 (5,383) 21,048 (2,087) 14,925 16,639

Income (loss) from continuing operations ÏÏÏÏÏÏ 28,822 (10,023) 39,301 (3,877) 27,718 22,978

Income from discontinued operations ÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì 5,176 9,912

Gain on sale of discontinued operations ÏÏÏÏÏÏÏÏ Ì Ì Ì 13,046 36,290 Ì

Extraordinary items Ì early extinguishment of
debt, net of taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 372 358 415 Ì Ì (2,522)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,194 (9,665) 39,716 9,169 69,184 30,368

Percent of net sales(8) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.2 (1.0)(7) 4.8 1.1(6) 9.0(5) 4.7

Per Share Data

Basic Earnings per share:

Income (loss) from continuing operations ÏÏÏÏ 2.15 (0.73) 2.76 (0.27) 2.01 1.70

Income from discontinued operations ÏÏÏÏÏÏÏÏ Ì Ì Ì Ì 0.37 0.73

Gain on sale of discontinued operations ÏÏÏÏÏÏ Ì Ì Ì 0.92 2.63 Ì

Extraordinary items and cumulative eÅect of
accounting change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.03 0.03 0.03 Ì Ì (0.19)

Net earnings (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.18 (0.70)(7) 2.79 0.65(6) 5.01 2.24

Cash dividends declared ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.64 0.64 0.64 0.64 0.61 0.60

Book valueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.88 19.90 21.24 19.19 19.13 14.50

Average shares outstanding (000) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,399 13,727 14,234 14,149 13,807 13,524

Market closing price range

HighÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.38 26.56 28.94 33.50 36.50 28.63

Low ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17.00 14.38 15.50 16 23.38 18.38
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Fiscal Years Ended October 31,

2001 2000 1999 1998 1997 1996

($ Thousands, except per share data)

Financial Position Ì Year End

Working capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,288 104,944 76,247 62,979 52,818 88,238

Property, plant and equipment Ì netÏÏÏÏÏÏÏÏÏÏÏ 357,635 338,248 406,841 395,054 379,071 319,165

Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103,118 71,665 71,218 69,422 119,738 117,142

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 697,631 645,859 690,446 674,288 685,705 638,948

Noncurrent deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,282 27,620 43,910 33,412 48,111 40,454

Long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 219,608 191,657 179,121 188,302 201,858 253,513

Stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 279,977 266,497 301,061 272,044 268,823 197,009

Total capitalizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 499,585 458,154 480,182 460,346 470,681 450,522

Long-term debt percent of capitalizationÏÏÏÏÏÏÏÏ 44.0 41.8 37.3 40.9 42.9 56.3

Other Data

Asset turnover(8)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.4 1.4 1.2 1.2 1.2 1.2

Current ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.8 to 1 1.8 to 1 1.6 to 1 1.4 to 1 1.4 to 1 1.8 to 1

Return on average investment Ì percent ÏÏÏÏÏÏÏ 8.1 (0.2)(7) 10.0 3.4(6) 16.7(5) 9.8

Return on average common equity Ì percent ÏÏÏ 10.7 (3.4)(7) 13.9 3.4(6) 29.7(5) 16.4

Working capital provided by operations(4)ÏÏÏÏÏÏ 73,858 90,441 94,905 82,830 73,321 60,378

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,910 48,445 45,883 42,400 37,865 36,499

Capital expendituresÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55,640 42,355 60,934 60,936 69,146 34,737

Backlog for shipment in next 12 monthsÏÏÏÏÏÏÏÏ 185,000 157,830 164,128 183,847 225,498 123,382

Number of stockholdersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,313 5,697 5,113 5,720 5,488 3,425

Average number of employees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,340 3,361 3,393 3,261 2,994 1,950

Sales per employee(8)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 277 287 246 252 257 328

Note: Several acquisitions and divestitures have been made in past years. See Notes 2 and 3 to the Ñnancial
statements for a description of these transactions.

(1) Excludes sales from discontinued operations for the years 1997 and 1996, respectively of $187,123 and
$275,641.

(2) During Ñscal 2000 and 1998, Piper Impact recorded a $56.3 million and $58.5 million, respectively, asset
impairment charge as described by Statement of Financial Accounting Standards No. 121. See Footnote 4 to
the Ñnancial statements for further information.

(3) See Note 3 to the Ñnancial statements for further information regarding the loss on the sale of Piper Impact
Europe.

(4) Working capital provided by operations is a supplemental Ñnancial measurement used in the company's
business and should not be construed as an alternative to operating income or cash provided by operating
activities since it excludes the eÅects of changes in working capital. Working capital from operations is
calculated as income from continuing operations, net of taxes, adjusted for non-cash and nonrecurring items.

(5) Includes gain on sale of discontinued operations.

(6) Includes eÅect of Piper Impact's asset impairment charge ($58.5 million in FY 1998) and gain on sale of
discontinued operations ($13 million in FY 1998).

(7) Includes eÅect of Piper Impact's asset impairment charge ($56.3 million in FY 2000) and the loss on sale of
Piper Impact Europe ($14.3 million in FY 2000).

(8) Beginning in Ñscal 2001, freight costs are no longer netted against sales, they are included in cost of sales. Prior
year's net sales and sales ratios have been restated to conform to this presentation.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

General

The discussion and analysis of the Company's Ñnancial condition and results of operations should be read in
conjunction with the Selected Financial Data and the Consolidated Financial Statements of the Company and the
accompanying notes.

Private Securities Litigation Reform Act

Certain of the statements contained in this document and in documents incorporated by reference herein,
including those made under the caption ""Management's Discussion and Analysis of Results of Operations and
Financial Condition'' are ""forward-looking'' statements as deÑned under the Private Securities Litigation Reform
Act of 1995. Generally, the words ""believe,'' ""expect,'' ""intend,'' ""estimate,'' ""anticipate,'' ""project,'' ""will'' and
similar expressions identify forward-looking statements, which generally are not historical in nature. All statements
which address future operating performance, events or developments that we expect or anticipate will occur in the
future, including statements relating to volume, sales, operating income and earnings per share, and statements
expressing general optimism about future operating results, are forward-looking statements. Forward-looking
statements are subject to certain risks and uncertainties that could cause actual results to diÅer materially from our
Company's historical experience and our present expectations or projections. As and when made, management
believes that these forward-looking statements are reasonable. However, caution should be taken not to place undue
reliance on any such forward-looking statements since such statements speak only as of the date when made and
there can be no assurance that such forward-looking statements will occur. The Company undertakes no obligation
to publicly update or revise any forward-looking statements, whether as a result of new information, future events or
otherwise.

Factors exist that could cause the Company's actual results to diÅer materially from the expected results
described in or underlying our Company's forward-looking statements. Such factors include domestic and
international economic activity, prevailing prices of steel and aluminum scrap and other raw material costs, energy
costs, interest rates, construction delays, market conditions for the Company's customers, any material changes in
purchases by the Company's principal customers, environmental regulations, changes in estimates of costs for
known environmental remediation projects and situations, world-wide political stability and economic growth, the
Company's successful implementation of its internal operating plans, performance issues with key customers,
suppliers and subcontractors, and regulatory changes and legal proceedings. Accordingly, there can be no assurance
that the forward-looking statements contained herein will occur or that objectives will be achieved. All written and
verbal forward-looking statements attributable to the Company or persons acting on its behalf are expressly qualiÑed
in their entirety by such factors.
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Results of Operations

Overview

Summary Information as % of Sales

Fiscal Year Ended October 31,

2001 2000 1999

Dollar % of Dollar % of Dollar % of
Amount Sales Amount Sales Amount Sales

(Dollars in millions)

Net Sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $924.3 100% $964.5 100% $834.9 100%

Cost of Sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 769.3 83 796.4 83 664.7 80

Selling, general and adminÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54.2 6 53.5 5 53.1 6

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43.5 5 47.9 5 45.3 5

Piper Impact Impairment ChargeÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 56.3 6 Ì Ì

Loss on sale of Piper Impact Europe ÏÏÏÏÏÏÏÏÏÏ Ì Ì 14.3 1 Ì Ì

Operating Income (Loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 57.3 6% (3.9) 0% 71.8 9%

Interest Expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16.6) (1) (15.3) (2) (14.4) (2)

Capitalized InterestÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.7 0 1.9 0 1.6 0

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.6 0 1.9 0 1.4 0

Income tax beneÑt (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (16.2) (2) 5.4 1 (21.1) (2)

Income (Loss) before extraordinary gain ÏÏÏÏÏÏÏÏ $ 28.8 3% $(10.0) (1)% $ 39.3 5%

Despite a slow business environment, Quanex achieved relatively strong earnings for the Ñscal year ended
October 31, 2001. The Company was able to achieve sequentially better earnings quarter-to-quarter during the year.
A focus on reducing conversion and overhead costs, coupled with the introduction of new products, were the three
key drivers, which helped the Company achieve these results.

Acquisitions/Divestitures Since October 31, 1998

In January 2000, the Company purchased from Alcoa, Inc. the Golden Aluminum production facility based in
Fort Lupton, Colorado. Quanex acquired the assets of the facility for $9 million plus working capital valued at
approximately $13 million. The newly acquired facility became part of Quanex's Öat-rolled aluminum sheet
business Ì Nichols Aluminum (the aluminum mill sheet products segment). It was renamed Nichols Alumi-
num Ì Golden, Inc., (""Nichols Aluminum Ì Golden''), a wholly owned subsidiary of Quanex.

Operations at Nichols Aluminum-Golden include melting and casting aluminum into sheet made from a blend
of primary P1020 ingot and selected grades of scrap metal, cold rolling it to speciÑc gauge, annealing, leveling,
custom coating and slitting to width. Nichols Aluminum-Golden can produce more than 50 million pounds annually
of high quality metal for engineered applications in niche markets, such as end and tab stock for food and beverage
packaging, metal components for computer disks, and home accessory products.

In April 2000, the Company acquired the stock of Imperial Products, Inc., a leading manufacturer of value-
added exterior door components based in Richmond, Indiana, for approximately $15 million. Imperial Products,
Inc., now doing business as Imperial Fabricated Products (""Imperial''), operates as a wholly owned subsidiary of
Quanex. This acquisition expands the specialized design and manufacturing operations of Quanex's Engineered
Products Group.

In July 2000, the Company sold Piper Impact Europe, an impact-extrusion facility based in The Netherlands,
to the plant's existing management group for a nominal amount. The transaction was structured as a sale of stock.
As a result of this transaction, the Company recorded a pretax charge of $14.3 million for the Ñscal third quarter
ending July 31, 2000. In connection with the sale, the Company's range forward foreign currency agreement with a
notional amount of 30 million Guilders was closed. This agreement was entered into to protect the Company's
investment in Piper Impact Europe from foreign currency Öuctuations. The settlement of this agreement resulted in
a gain, which was oÅset against the charge on the sale of Piper Impact Europe.
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On November 30, 2000, the Company completed the purchase of all of the Capital stock of Temroc Metals,
Inc., a Minnesota corporation for approximately $22 million in cash. Temroc, as a surviving corporation, became a
wholly owned subsidiary of the Company. Temroc has production facilities in Hamel, Minnesota, where it
manufactures customized aluminum extrusions and fabricated metal products for recreational vehicles, architectural
products, electronics and other markets. Temroc has become part of the Company's Engineered Products Group
and will continue to operate as a manufacturer of aluminum extrusions and fabricated metal products.

Business Segments

Business segments are reported in accordance with Statement of Financial Accounting Standards (""SFAS'')
No. 131. SFAS No. 131 requires that the Company disclose certain information about its operating segments where
operating segments are deÑned as ""components of an enterprise about which separate Ñnancial information is
available that is evaluated regularly by the chief operating decision maker in deciding how to allocate resources and
in assessing performance''. Generally, Ñnancial information is required to be reported on the basis that it is used
internally for evaluating segment performance and deciding how to allocate resources to segments.

During Ñscal 2001, the Company's operations were grouped into four business segments: (1) engineered steel
bars, (2) aluminum mill sheet products, (3) engineered products, and (4) Piper Impact. General corporate
expenses are classiÑed as ""Corporate and Other''. During the latter portion of the Ñscal year ending October 31,
2001, the Company completed a strategic review of its business, which resulted in a shift of strategy away from
primarily a ""process'' oriented enterprise to a more ""market focused'' enterprise. The review underscored a high
concentration of sales in two market segments Ì vehicular products and building products. Beginning in Ñscal 2002,
the Company will report operations in those two market focused segments. For Ñnancial information regarding each
of Quanex's business segments as well as a presentation under the new segments, see Note 13 to the Consolidated
Financial Statements.

The Company's engineered steel bar segment consists of manufacturing engineered steel bars, steel bar and
tube heat treating services and steel bar and tube wear and corrosion resistant Ñnishing services. The aluminum mill
sheet segment manufactures mill Ñnished and coated aluminum sheet. The engineered products segment manufac-
tures aluminum window and patio door screens, window frames, exterior door components and other roll formed
products and stamped shapes. The Piper Impact segment manufactures impact-extruded aluminum and steel parts.
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The following table sets forth selected operating data for the Company's four business segments:

Years Ended October 31,

2001 2000 1999

(In thousands)

Engineered Steel Bars:

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $336,318 $360,437 $311,342

Operating income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,955 57,702 60,446

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,017 18,775 16,293

IdentiÑable assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $291,220 $267,476 $241,783

Aluminum Mill Sheet Products:(1)

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $380,068 $415,777 $320,283

Operating income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,934 21,529 15,306

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,193 12,965 12,334

IdentiÑable assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $207,104 $227,365 $200,733

Engineered Products:(2)

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $146,487 $106,865 $ 94,476

Operating income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,983 14,301 13,006

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,070 3,443 3,349

IdentiÑable assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 88,424 $ 65,527 $ 46,977

Piper Impact:(3)

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 85,514 $106,416 $135,201

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,256 (82,470) (853)

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,686 12,362 12,836

IdentiÑable assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 47,490 $ 54,518 $162,176

(1) Fiscal 2000 results include Nichols Aluminum-Golden operations since the acquisition date of January 25,
2000. See Note 2 to the consolidated Ñnancial statements.

(2) Results include Imperial operations, acquired April 2000, and Temroc operations, acquired November 2000.
See Note 2 to the consolidated Ñnancial statements.

(3) Fiscal 2000 results include the one-time $14.3 million loss on the sale of Piper Impact Europe and
$56.3 million asset impairment charge relating to Piper Impact facilities in New Albany, Mississippi. See
Note 3 and 4 to the consolidated Ñnancial statements.

The engineered steel bar business, MACSTEEL, had a surprisingly strong fourth quarter Ñnish to the year.
Overall results for the year were excellent given the diÇcult steel market environment. MACSTEEL's sales for the
year are oÅ about 7% from the prior year, but the group gained market share within its vehicular products market.
MACSTEEL continues to be rated number one in customer service and quality in the engineered bar market and
remains the supplier of choice for bar products. One of MACSTEEL's strengths is its ability to adjust to a changing
marketplace. When business activity softens in its core market, as it did this year, MACSTEEL is able to shift into
secondary markets such as energy and defense. While these markets and products typically don't have as good of a
mix as traditional markets, these sales help improve overall results in diÇcult times. For Ñscal 2001, MACSTEEL
maintained strict control over its costs and the group beneÑted from favorable scrap pricing.

The aluminum mill sheet products business, Nichols Aluminum, operated proÑtably in a very diÇcult business
environment. The group not only reported its highest operating income for the year in the fourth quarter, it also
improved Ñnancial results sequentially throughout the year. Estimates from the Aluminum Association indicate that
Öat roll demand in our markets was down some 22% year over year, while at Nichols, output was oÅ about 10% for
the same period. Superior customer service along with excellent, consistent quality made the diÅerence with
customers.
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