Edgar Filing: MATERIAL SCIENCES CORP - Form 10-K

MATERIAL SCIENCES CORP
Form 10-K
May 15, 2003

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

X ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended: February 28, 2003

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 1-8803

MATERIAL SCIENCES CORPORATION

(Exact name of registrant as specified in its charter)

Delaware 95-2673173
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

2200 East Pratt Boulevard,

Elk Grove Village, lllinois 60007

(Address of principal executive offices) (Zip Code)



Edgar Filing: MATERIAL SCIENCES CORP - Form 10-K

Registrant s telephone number, including area code: 847-439-8270

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange

Title of each class on which registered

Common Stock, $.02 par value (including New York Stock Exchange

Preferred Stock Purchase Rights)

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such

reports), and (2) has been subject to such filing requirements for the past 90 days. Yes X No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not
be contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part ll|
of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act). Yes
X No




Edgar Filing: MATERIAL SCIENCES CORP - Form 10-K
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PART I

Item 1. Business

Overview

Material Sciences Corporation (unless otherwise indicated by the context, including its subsidiaries, MSC or Company ) designs,
manufactures and markets material-based solutions. The Company is organized under two business segments MSC Engineered
Materials and Solutions Group ( EMS ) and MSC Electronic Materials and Devices Group ( EMD ). The Company is re-evaluating the
strategic position, growth and Economic Value Added ( EVAR ) potential of portions of its business. Depending on available options,
the Company may decide to invest or disinvest with the objective of creating additional value for shareowners. In fiscal 2001, MSC
operated under four segments: Coated Products and Services; Engineered Materials; Specialty Films; and Pinole Point Steel. The
Specialty Films segment was sold on June 29, 2001, and the Pinole Point Steel business was sold on May 31, 2002. Both of these
segments have been reported as discontinued operations since August 31, 2001. In November 2001, the Company announced a
reorganization and new operating structure whereby the previous business units and management structures were eliminated,
resulting in one reportable segment, EMS. In fiscal 2003, the Company significantly increased its investment in field-effect

technology for sensors, switches, displays and interface solutions in the consumer electronics and transportation markets. This
business is now operating as a separate business segment, EMD. For more information concerning the Company s operating

results by segment, see  Management s Discussion and Analysis of Financial Condition and Results of Operations on pages 13 24,
and Note 15 of the Notes to the Consolidated Financial Statements entitled Business Segments, on page 49).

EMS, which represented 99.9% of the Company s fiscal 2003 net sales, focuses on providing material-based solutions for
electronic, acoustical/thermal and coated metal applications. The electronic material-based solutions include coated and laminated
noise reducing materials used in electronic applications to solve customer specific problems and enhance performance. The
acoustical/thermal material-based solutions include multilayer composites consisting of metals, polymeric coatings and other
materials used to manage noise and thermal energy. The coated metal material-based solutions include coil coated and
electrogalvanized ( EG ) protective and decorative coatings applied to coils of metal in a continuous, high-speed, roll-to-roll process.
The Company s material-based solutions are designed to meet specific customer requirements for the automotive, building and
construction, electronics, lighting and appliance markets. The electronic and acoustical/thermal products are primarily

manufactured and marketed as EMS s own products. With coated metal applications, EMS generally acts as a toll coater by
processing its customers metal for a fee, without taking ownership of the metal.

EMD s primary focus to date is commercializing the technology licensed from TouchSensor Technologies, LLC ( TST ). On January
31, 2002, the Company, in an effort to expand its electronic material-based solutions, entered into an exclusive license agreement

with TST. This agreement provides EMD the right to manufacture, use and sell TST s patented field-effect technology for sensors,
switches, displays and interface solutions in the consumer electronics and transportation markets. Royalty payments to TST, per

the license agreement, consist of a certain percentage of net sales of licensed products plus a certain percentage of sublicense

profits subject to a minimum annual royalty amount (see Management s Discussion and Analysis of Financial Condition and Results
of Operations on pages 13 24, and Note 14 of the Notes to the Consolidated Financial Statements entitled Contractual Commitment
on page 48). In general, the exclusive license period ends on February 28, 2006, subject to the Company s right to extend the
exclusive license period in certain circumstances.

Headquartered near Chicago, the Company, through its subsidiaries Material Sciences Corporation, Engineered Materials and
Solutions Group, Inc., ( EMS ), MSC Walbridge Coatings Inc. ( MSCWC ), MSC Laminates and Composites Inc. ( MSCLC ) and
Material Sciences Corporation, Electronic Materials and Devices Group, Inc. ( EMD ), operates six manufacturing plants in the

United States and Europe. EMS operates two facilities in Elk Grove Village, lllinois, one facility in Morrisville, Pennsylvania, one

facility in Middletown, Ohio and one facility in Eisenach, Germany. MSCWC, a subsidiary of EMS, operates a facility in Walbridge,
Ohio, that until May 7, 2003 was owned by a partnership (the Partnership ) between MSCWC and a subsidiary of Bethlehem Steel
Corporation ( BSC ). MSCLC has a 51% ownership interest in a joint-venture partnership in Brazil with Tekno S.A. ( Tekno ), formed
in November 2000. EMD currently does not operate any manufacturing facilities, but instead obtains its products from a number of
contract subassemblers.
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Additional information concerning certain transactions and events is set forth in Management s Discussion and Analysis of Financial
Condition and Results of Operations included under ltem 7 below.

MSC, a Delaware corporation, was founded in 1971 and has been a publicly traded company since 1984. The principal executive
offices of the Company are located at 2200 East Pratt Boulevard, Elk Grove Village, lllinois 60007, and its telephone number is
(847) 439-8270.

Available Information

MSC s annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 are available free of charge on
MSC s website af www.matsci.com as soon as reasonably practicable after electronically filing such reports with the Securities and
Exchange Commission.

MSC Engineered Materials and Solutions Group

EMS laminates, coats and electrogalvanizes various types of metal. EMS also manufactures composites typically consisting of
steel or other metals in combination with polymers or other materials to achieve specific properties, such as noise and vibration
reduction and thermal insulation, also known as electronic and acoustical/thermal materials. These products consist of functionally
engineered materials that are designed to meet specific customer requirements. Products largely result from EMS s research and
development efforts and the proprietary equipment and processes designed and implemented by its engineering and
manufacturing organizations. EMS supplies its electronic, acoustical/thermal and coated metal materials to a variety of markets
both in the United States and internationally. The majority of these materials are used in the automotive, building and construction,
electronics, lighting and appliance markets. The major products included in the electronic material-based solutions product group
are computer hard disk drives, storage racks and electronic cabinets and boxes. The major products included in the
acoustical/thermal material-based solutions product group are disc brake noise dampers and Quiet Steel® for automotive body
panels, oil pans, valve covers, front engine covers and heat shields. The major products included in the coated metal
material-based solutions product group are coil coated and electrogalvanized protective and decorative coatings for use as
automotive body skins, metal building skins, appliance cabinets (refrigerators, freezers and other appliances), heating and
ventilation applications, lighting fixtures and metal furniture.

Electronic Material-Based Solutions

NRGDamp™ is EMS s proprietary laminated metal used to manufacture disk drive covers to reduce vibrational noise and improve
performance. Although hard drives are best known for storing data in computers, they are quickly being adopted for a number of
other products such as set-top boxes, home servers, television receivers, audio/video juke boxes and digital video recorders. The
need for vibration damping in data-storage applications also extends to storage racks and brackets.

Acoustical/Thermal Material-Based Solutions

The disc brake noise damper market developed as manufacturers moved to asbestos-free brake linings. The increased brake noise
these linings produce can be virtually eliminated by the composite materials pioneered by EMS. The Company believes that EMS s
material is used in over 50% of the domestic disc brake noise dampers manufactured for the original equipment market and the
aftermarket.

Quiet Steel is a multilayer composite consisting of various metals, coatings and other materials, typically consisting of metal outer
skins surrounding a thin viscoelastic core material. Quiet Steel is engineered to meet a variety of needs. The Company believes
that EMS is a leader in developing and manufacturing continuously processed coated materials that reduce noise and vibration and
create thermal barriers. The automotive industry is currently the largest market for metal composites, which are being used to
replace solid sheet metal parts, including body panels, oil pans, valve covers, front engine covers and heat shields. Quiet Steel is
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also being evaluated for use in wheel wells, floor pans and other internal components to help reduce road noise. Quiet Steel is also
found in a number of other products, including lawn mower engines, appliances and air conditioners. Other uses are under
evaluation. EMS produces Quiet Steel at both its Elk Grove Village, lllinois location and at the Walbridge Coatings location in Ohio.

Coated Metal Material-Based Solutions

The Company believes that coil coating is the most environmentally safe and energy-efficient method available for applying paint
and other coatings to metal. This continuous, roll-to-roll, highly automated,
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high-speed process applies coatings to coiled metal of varying widths and thicknesses. In the process, sheet metal is unwound
from a coil, cleaned, chemically treated, coated, oven-cured and rewound into coils for shipment to manufacturers that fabricate the
coated metal into finished products that are sold into a variety of industrial and commercial markets. The coatings are designed to
produce both protective and decorative finishes. Through techniques such as printing, embossing and striping, special finishing
effects can also be created. The finished product (i.e., prepainted or coil coated metal) is a versatile material capable of being
drawn, formed, bent, bolted, riveted, chemically bonded and welded. EMS generally acts as a toll coater by processing coils for
steel mills or their customers, without taking ownership of the metal. EMS charges by weight or surface area processed.

EMS s coil coated products are used by manufacturers in building products, appliances, heating and air conditioning, lighting,
automotive and other products. EMS s strategy in coil coating has been to produce high-volume, competitively coated products at
low cost, as well as to identify, develop and produce specialty niche products meeting specific customer requirements.

Coil coating technology reduces the environmental impact of painting and reduces manufacturers energy needs. In coil coating
processes, over 98% of the coating material is applied, in contrast with the significant waste from overspray typical in
post-fabrication painting. The energy required to cure coil coated metal is substantially less than that required by other coating
methods. These savings are achieved because of high-speed material processing and because 90% to 95% of the coatings volatile
organic compounds are recycled back into the curing ovens and/or used as fuel.

Manufacturers that use prepainted materials can eliminate or significantly reduce on-site post- fabrication paint lines and the
associated costs of compliance with complex environmental and other regulations. Prepainted materials facilitate the adoption of
just-in-time and continuous process manufacturing techniques that can result in improvements to work-in-process inventory, plant
utilization and productivity. Since prepainted metal is cleaned, treated and painted while flat, the result is a more uniform and higher
quality finished part than can be achieved by even the best post-fabrication painting operation. There are no hidden areas where
paint is difficult to reach and where corrosion can begin after the product has been marketed. As a result, companies using
prepainted material generally benefit from lower manufacturing costs and improved product quality. Use of prepainted metal may,
however, require product design or fabrication changes and more stringent handling procedures during manufacturing.

The Partnership has primarily served the automotive market by electrogalvanizing steel coils. On May 7, 2003, MSCWC purchased
the remaining 33.5% ownership interest in the Partnership and, as of that date, has a 100% controlling interest in the Partnership s
electrogalvanizing facility in Walbridge, Ohio (see Note 17 of the Notes to the Consolidated Financial Statements entitled
Subsequent Events, on pages 50 and 51). Electrogalvanized steel ( EG ) is the primary corrosion-resistant steel product used to
manufacture automobile and light-truck body skins. Domestic demand for EG began in 1985, and the Company believes that it will
continue to serve the automotive market through its own marketing efforts (including Quiet Steel) and through tolling agreements.
However, the use of automotive quality hot-dip galvanized steel has been introduced by the steel industry and continues to make
inroads into the EG market. The Company is unable to determine the effect, if any, on the market resulting from the existence of
excess capacity, the entrance of additional capacity, changes in galvanizing technology or the substitution of other materials.

MSCWC electrogalvanizes zinc and zinc-alloy coatings and applies organic coatings onto sheet metal in coil form. MSCWC offers
a full complement of pure zinc and zinc-nickel plated products with or without organic coatings or top coats that offer corrosion,
forming or cosmetic advantages over competitive products, such as plastic and hot-dip galvanized, to the automotive as well as
other markets. Demand for coatings over the electrogalvanized plating has increased due to greater corrosion expectations for
steel products and enhanced cosmetic requirements. The MSCWC facility is the only facility in North America capable of meeting,
in a single pass through its line, the demand for this full complement of products. During fiscal 2001, laminating capability was
added to the facility in order to produce Quiet Steel for acoustical/thermal applications.

From July 23, 1999 to May 13, 2002, a subsidiary of the LTV Steel Company, Inc. ( LTV ) owned a 16.5% equity interest in the
Partnership, providing LTV with access to 33% of the facilities available line time. A subsidiary of BSC owned 33.5% and MSCWC
owned 50% of the Partnership during this period. On December 29, 2000, LTV commenced bankruptcy proceedings and on May
13, 2002, the Company acquired all the LTV interests in the Partnership ( LTV Transaction ). There were no sales to LTV through
the Partnership in fiscal 2003.
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On October 15, 2001, BSC also commenced bankruptcy proceedings. On May 7, 2003, International Steel Group Inc. ( I1SG )
purchased substantially all of BSC s assets, including BSC s 33.5% interest in the Partnership, and the Company purchased this
Partnership interest from ISG (collectively, the ISG Transactions ). As a result of the ISG transactions, the Company has a 100%
controlling interest in the Partnership interests and will consolidate the results of operations of the MSCWC facility on a prospective
basis. In connection with the purchase, MSCWC entered into a tolling agreement with ISG to provide EG and other coating and
ancillary services to ISG until December 31, 2004, and ISG assumed all amounts payable by BSC to the Partnership. Through the
expiration of the tolling agreement, ISG has priority production rights for up to 25% of the available line time at the MSCWC facility.
The EG products processed by MSCWC for ISG are expected to be sold primarily to the automotive industry.

On December 15, 2001, a major fire destroyed an electrogalvanizing facility owned by the Double Eagle Steel Coating Company

( DESCO ), ajoint venture between U.S. Steel Corporation and Rouge Steel Company. The Partnership serviced both U.S. Steel
Corporation and Rouge Steel Company, in addition to BSC, ISPAT Inland Inc. and other customers with EG and other services in
fiscal 2002 and 2003. The DESCO facility resumed production in September 2002, and EMS does not expect to continue to supply
U.S. Steel Corporation s and Rouge Steel Company s long-term requirements. For fiscal 2003, EG sales to U.S. Steel Corporation
and Rouge Steel Company was a total of $7.4 million ($4,235 through the Partnership and $3,140 direct from the Company) and
they utilized 8% of the Partnership s available line time. In addition, the Company expects that MSCWC s sales to ISG for fiscal
2004 will not be as great as the Partnership s fiscal 2003 sales to BSC ($37.4 million). Based upon the loss of DESCO s business,
the expected decline in ISG s utilization of the facility, partially offset by increased production of Quiet Steel, the Company
anticipates that the MSCWC facility will operate at approximately 60% of capacity for the next six to twelve months. MSCWC s
current and future production levels, however, are dependent, in large part, upon economic conditions in the industries that use EG
and other coated sheet steel products, including the automotive and appliance industries.

ISG and the other mills utilizing the MSCWGC facility are major suppliers of sheet steel to the United States automobile industry. The
orders for MSCWC s toll coating services are primarily and independently generated by ISG and MSC for their respective
customers. Partnership sales to non-partners prior to the LTV Transaction were $6.1 million from March 1, 2002 to May 13, 2002.
Subsequent to May 13, 2002, MSC sold $16.8 million of EG services directly to non-partner customers. For reporting periods
ending on or before the date of the ISG Transactions, EMS s net sales for electrogalvanizing primarily consisted of various fees
charged to the Partnership for operating the facility. Net sales to the Partnership represented 20%, 21% and 20% of MSC s net
sales in fiscal 2003, 2002 and 2001, respectively. The fees consisted of a variable portion, based on the production volumes and
product mix, and a fixed portion, including taxes, rent, insurance and the fixed portion of electricity. The overall profitability to EMS
depended on MSCWC s processing skill and efficiency. MSCWC s pricing of services to ISG is contractually fixed, while pricing of
services to other customers is market driven.

MSC Electronic Materials and Devices Group

EMD is now offering the transportation and consumer electronics markets the world s only field-effect sensor that may be
implemented as a 5-volt, digital, stand-alone, software-free switch, recognized by Underwriter Laboratories, Inc. Products using the
switch/sensor include interface control panels for high-definition televisions, and fluid-level sensing devices for recreational vehicles
and marine markets. The switch/sensor operates by generating an electronic field above and below the substrate that covers it
typically glass or plastic. When the field is disrupted, the switch/sensor is triggered. Since the switch/sensor has adjustable
sensitivity levels, it can be fine-tuned to meet the requirements of each application. Because the switch/sensor is solid-state with no
moving parts and the switch/sensor is mounted entirely behind the glass or plastic, it is protected from environmental conditions
and operating abuse that often damages ordinary mechanical or membrane switch/sensors. These switch/sensors can be
integrated into new or current user interfaces, reducing time-to-market and developmental costs. Since this technology also can be
configured to detect non-human machine and material movements, EMD also is developing product solutions for proximity and
displacement sensing and fluid-level sensing applications.

Pinole Point Steel

On May 31, 2002, the Company completed the sale of substantially all of the assets of its Pinole Point Steel business. The
Company is in the process of liquidating the remaining assets and liabilities of the business. As of February 28, 2003, the Company
has received $47.8 million related to the disposition and
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liquidation of the business, consisting of $31.2 million of sale proceeds from Grupo IMSA S.A. de C.V. and $16.6 million from
liquidating the Pinole Point Steel operations. In addition, as of February 28, 2003, there is $16.0 million in net assets remaining to
be liquidated. The net assets consist primarily of the expected tax refund due to a loss carryback offsetting a portion of the gain on
sale of its Specialty Films business in fiscal 2002. The remaining net assets include accounts receivable, offset, in part, by
severance expenses and other liabilities not assumed by Grupo IMSA S.A. de C.V. Pinole Point Steel has been reported as a
discontinued operation, and the Consolidated Financial Statements have been reclassified to segregate the net assets and
operating results of the business.

Competition

The market for electronic (both EMS and EMD) and acoustical/thermal material-based solutions is competitive, both domestically
and internationally. There are competitors in each product market served by the Company, some of which have greater resources
than the Company. The Company believes, however, that its technology, product development capability, technical support and
customer service place it in a strong competitive position in these markets.

The coated metal material-based solutions process competes with other methods of producing coated sheet metal, principally
post-fabrication finishing methods such as spraying, dipping and brushing. The Company expects that, although there can be no
assurance in this regard, the market penetration of coated metal (coil coating) will increase as a result of more stringent
environmental regulation and the energy efficiency, quality and cost advantages provided by prepainted metal as compared to
post-fabrication painting, particularly in high-volume manufacturing operations. The Company believes it is one of the largest coil
coaters, with approximately 10% of the total tons processed in the United States in calendar 2002. Competition in the coil coating
industry is heavily influenced by geography, due to the high costs involved in transporting sheet metal coils. Within geographic
areas, coil coaters compete on the basis of quality, price, customer service, technical support and product development capability.

Competition in the production and sale of EG steel for the automotive industry comes from other steel companies that, either
directly or through joint ventures, produce EG steel on seven manufacturing lines in the United States. Limited quantities of EG
steel also are imported into the United States from foreign steel suppliers. The Company believes that the Walbridge facility is
well-positioned to serve the current and expected end-users of EG steel, however, the use of automotive quality hot-dip galvanized
steel has been introduced by the steel industry and continues to make inroads into the EG market. The Company is unable to
determine the effect, if any, on the market resulting from the existence of excess capacity, the entrance of additional capacity,
changes in galvanizing technology or the substitution of other materials.

International

The Company believes that significant opportunities exist internationally, particularly for the Company s computer hard disk drive
materials, disc brake noise dampers and Quiet Steel products. As a percentage of net sales, direct export sales represented 8%,
15% and 11% in fiscal 2003, 2002 and 2001, respectively.

The Company has certain distribution agreements and licensing and royalty agreements with agents and companies in Europe,
Latin America and the Far East that cover computer hard disk drive covers, disc brake noise dampers, Quiet Steel, lighting
products and electronic materials. These agreements provide the Company with opportunities for market expansion in those
geographic areas.

The Company is pursuing a variety of other business relationships, including direct sales, distribution agreements, licensing,
acquisitions and other forms of partnering to increase its international sales and expand its international presence.

Marketing and Sales

The Company markets its electronic (both EMS and EMD), acoustical/thermal and coated metal products, services and
technologies primarily through its in-house sales and marketing organization and also through independent distributors, agents and
licensees. The Company focuses its sales efforts on manufacturers, but also sells to steel mills and their intermediaries, metal
service centers and metal brokers. In fiscal 2003, BSC was the primary marketing partner for EG steel. ISG is requesting to

11
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continue to market EG steel processed by MSCWC under a tolling agreement. EMS itself markets EG and other products
(including Quiet Steel) using the MSCWC production rights to 75% of the available line time at the MSCWC facility. EMS has the

right to utilize available line time to the extent that ISG does not provide firm orders for EMS services. In fiscal 2003, EMS utilized
34% of the total available line time and BSC utilized 49%.

12
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All of the Company s selling activities are supported by technical service departments that aid the customer in the choice of
available materials and their use in the customer s manufacturing process.

The Company estimates that customers in the building products market were the end-users for approximately 18%, 22% and 22%
of MSC s net sales in fiscal 2003, 2002 and 2001, respectively. The Company also estimates that the original equipment and
aftermarket segment of the transportation industry were the end-users for approximately 51%, 48% and 51% of MSC s net sales in
fiscal 2003, 2002 and 2001, respectively. Due to concentration in the automotive industry, the Company believes that sales to
individual automotive companies, including indirect sales, are significant. However, no individual customer (other than the
Partnership) accounted for more than 10% of the Company s consolidated net sales in fiscal 2003, 2002 and 2001.

The Company s backlog of orders as of February 28, 2003, was approximately $23.0 million, all of which is expected to be filled
during the remainder of the current fiscal year. The Company s backlog was approximately $22.6 million as of February 28, 2002.

MSC is generally not dependent on any one source for raw materials or purchased components essential to its business for which
an alternative source is not readily available, and it is believed that such raw materials and components will be available in
adequate quantities to meet anticipated production schedules.

MSC believes that its business, in the aggregate, is not seasonal. Some of its products, such as materials used for building
products and swimming pools, however, sell more heavily in some seasons than others.

Environmental Matters

The Company believes it operates its facilities and conducts its business, in all material respects, in accordance with all
environmental laws presently applicable to its facilities. The Company spent approximately $2.9 million in fiscal 2003, and has
budgeted approximately $3.2 million for fiscal 2004, for maintenance or installation of environmental controls at its facilities. For
additional information regarding the Company s environmental matters, see Legal Proceedings on pages 10 and 11 and Note 4 of
the Notes to the Consolidated Financial Statements entitled Contingencies , on pages 38 and 39.

Research and Development

Management estimates that it spent approximately $3.9 million in fiscal 2003, $6.1 million in fiscal 2002 and $6.3 million in fiscal
2001 for product and process development activities.

While the Company considers its various patents, licenses and trademarks to be important, it does not believe that the loss of any
individual patent, license or trademark would have a material adverse effect upon its business as a whole. However, the loss of

EMD s license with TST would have a material adverse effect on EMD s business and operating results. EMD represented less than
1% of the Company s net sales in fiscal 2003.

Employees

As of February 28, 2003, the Company had 740 full-time employees. Of these, approximately 503 were engaged in manufacturing,
58 in marketing and sales, 167 in administrative and clerical positions and 12 in process and product development.

The employees at the Walbridge, Ohio and the Eisenach, Germany facilities are not represented by a union. Hourly manufacturing
employees at Elk Grove Village, lllinois; Morrisville, Pennsylvania; and Middletown, Ohio are covered by separate union contracts
expiring in February 2007, November 2005 and May 2007, respectively.

Executive Officers to the Registrant

13



Edgar Filing: MATERIAL SCIENCES CORP - Form 10-K

The executive officers of the Company as of April 28, 2003, are as follows:

Name Age Position(s) Held

Michael J. Callahan 64 President and Chief Executive Officer, MSC since April 2003 and a director of MSC since 1999. Prior to
joining the Company, Mr. Callahan was a business consultant from 1999 to 2003. Mr. Callahan served as
Executive Vice President and Chief Financial Officer of FMC Corporation from 1994 to 1999.

James J. Waclawik, Sr. 44 Vice President, Chief Financial Officer and Secretary, MSC since October 1996.

14
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Name Age Position(s) Held

Frank J. Lazowski, Jr. 63 Senior Vice President, Human Resources, MSC since March 1999; and Vice President, Human
Resources, MSC from July 1991 to March 1999.

David J. DeNeve 34 Assistant Secretary, MSC and Vice President, Finance, EMS since November 2001; from Vice President
and Controller, MSC from March 2001 to November 2001; and Controller, MSC from October 1996 to
March 2001.

Robert J. Mataya 60 Vice President, Business Planning and Development, MSC since July 1991.

Ronald L. Millar, Jr. 52 President, EMS since November 2001; and Group Vice President and General Manager, MSCLC from

November 1995 to November 2001.

James W. Carlen 50 Vice President, Sales, EMS since November 2001; and Vice President, Sales, MSCLC from December
1997 to November 2001.

John M. Klepper 56 Vice President, Human Resources, EMS since November 2001; and Director of Corporate Human
Resources, MSC from March 2000 to November 2001. Prior to joining the Company, Mr. Klepper was
Vice President, Human Resources for Fluid Management, Inc. since 1997.

Clifford D. Nastas 40 Vice President, Marketing, EMS since November 2001; and Vice President, Marketing, MSCLC from
January 2001 to November 2001. Prior to joining the Company, Mr. Nastas was Global Automotive
Business Director for Honeywell International Inc. since 1995.

Andrew G. Blake 45 President, EMD since July 2002. Prior to joining the Company, Mr. Blake was a Management Consultant
for MSC since 1999; President for Innovative Manufacturing Solutions Corporation since 1998; and
President and CEO for Exton Corporation since 1997.

John J. Glazier, Jr. 41 Vice President Administration and Finance, EMD since July 2002; Director Corporate Procurement, from
April 2000 to July 2002; and Plant Manager, Pre Finish Metals (EGV) Inc. from September 1996 to April
2000.

Gayle L. Schaeffer 45 Vice President Consumer Electronics, EMD since February 2003. Prior to joining the Company, Ms.

Schaeffer was Vice President, Marketing for Elo TouchSystems, Inc. since 1997.

Item 2. Properties

The Company owns or leases facilities with an aggregate of approximately 1,373,000 square feet of space. In addition to the
principal physical properties used by the Company in its manufacturing operations as summarized in the table below, the Company
leases insignificant sales and administrative offices pursuant to short-term leases. The Company considers all of its principal
facilities to be in good operating condition and sufficient to meet the Company s near-term operating requirements.

Approximate

Area in Square Lease Expiration Primary Business

Location Feet (or Ownership) Segment Served  Description
Elk Grove Village, 58,000 Owner EMS  Coil Coating Facility (Currently Idle)
llinois Plant No. 1
Elk Grove Village, 223,000 Owner EMS Laminating and Coil Coating Facility
lllinois Plant No. 2
Elk Grove Village, 312,000 Owner EMS  Coil Coating Facility
lllinois Plant No. 3
Morrisville, Pennsylvania 121,000 Owner EMS  Coil Coating Facility
Middletown, Ohio 170,000 Owner EMS  Coil Coating Facility

15
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Edgar Filing: MATERIAL SCIENCES CORP - Form 10-K

465,000 June 2008 (1) EMS  Electrogalvanizing, Laminating and
Coil Coating Facility

11,000 Owner EMS  Stamping and Testing Facility
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(1) This facility is held under a capital lease until June 30, 2003. The Company has extended the lease for five years until June 30, 2008 and this
extension period will be treated as an operating lease. The lease may be further extended in five year increments, at the option of the
Company, through June 30, 2023. From April 1, 1986 to May 7, 2003, this facility was subleased to the Partnership (see Note 6 of the Notes to
the Consolidated Financial Statements entitted Leases, on pages 40 and 41).

Item 3. Legal Proceedings

Environmental Matters

MSC is a party to various legal proceedings in connection with the remediation of certain environmental matters. The most
significant proceedings relate to the Company s involvement in Superfund sites in Kingsbury and Gary, Indiana. MSC has been
named as a potentially responsible party ( PRP ) for the surface, soil and ground water contamination at these sites.

The United States District Court for the Northern District of Indiana has entered a Consent Decree between the government and
certain PRPs on the scope of its remediation work at the Kingsbury site. The participating PRPs account for approximately 75% of
the waste volume sent to this site. In December 2001, the PRPs established and funded a trust that has contracted with a
remediation contractor to undertake all foreseeable activities necessary to achieve cleanup of the site pursuant to the decree. The
trust has purchased an annuity that will pay the remediation contractor the anticipated expenses and oversight costs, including the
purchase of stop-loss insurance coverage to reimburse the trust in the event of unforeseen cleanup expenses. The Company
contributed $2.0 million to the trust in December 2001, with no impact to income (loss) before income taxes, and expects that this
payment will conclude its financial obligations with respect to the Kingsbury site. The Company also expects that it will receive its
pro rata share of the funds remaining in the site s group litigation account. In addition, the trust is receiving periodic payments by a
non-participating PRP equal to such PRP s share of the trust s ongoing remediation expenses, and the Company will receive credits
in the amount of its pro rata share of such periodic payments. The Company has not recorded any amounts for such potential
recoveries. Moreover, should site closure be achieved ahead of schedule, the Company will be entitled to receive its pro rata share
of the computed value of the annuity less a 25% early closure incentive bonus payable to the remediation contractor.

The United States District Court for the Northern District of Indiana also has entered a Consent Decree between the government
and certain PRPs on the scope of the remediation work at the Gary site. The estimate of the Company s liability for this site is $0.9
million to $1.1 million. This work has begun, and MSC has maintained a letter of credit for approximately $1.2 million to secure its
obligation to pay its currently estimated share of the remediation expenses at this site.

MSC believes its range of exposure for all known sites, based on allocations of liability among PRPs and the most recent estimate
of remedial work, is $1.1 million to $1.8 million. The Company s environmental reserves were approximately $1.3 million as of
February 28, 2003.

On February 27, 2002, the Company received a notice of alleged violations of environmental laws, regulations or permits from the
lllinois EPA related to VOM air emissions and other permitting issues at its Elk Grove Village facility. The Company has filed a
response and performed stack testing for one of its production lines ( Tested Line ) under the supervision of the lllinois EPA. Those
recent stack test results, when considered with stack test results from the facility s other production lines taken in the past, indicate
the Company s Elk Grove Village facility is in compliance with the overall VOM emission limitations in its Clean Air Act permit.
However, the Company s VOM coating application volume on its Tested Line is in excess of the permit limit. To address that issue,
the Company has filed a permit modification request to reflect the current VOM application rates on the facility s production lines,
which the lllinois EPA recently granted. The lllinois EPA has indicated that resolution of the matters alleged in the February 27,
2002 Notice of Violation may require referral to the office of the lllinois Attorney General for potential enforcement action, which
could lead to the imposition of penalties on the Company.

The Company believes that the ultimate outcome of its environmental legal proceedings will not have a material adverse effect on
the Company s financial condition or results of operations, given the reserves recorded as of February 28, 2003 and, where
applicable, taking into account contributions from other PRPs. However, there can be no assurance that the Company s
environmental legal proceedings, individually or in the aggregate, will not have a material adverse effect on the Company s financial
condition or results of operations due to a number of uncertainties, including without limitation, the costs of site cleanup, the
discretionary authority of the lllinois Attorney General in bringing enforcement actions and other factors.
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Other Matters

The Company is also party to various legal actions arising in the ordinary course of its business. These legal actions cover a broad
variety of claims spanning the Company s entire business. The Company believes that the resolution of these legal actions will not,
individually or in the aggregate, have a material adverse effect on the Company s financial condition or results of operations.

On May 26, 2000, a settlement agreement was executed regarding a class action lawsuit related to accounting irregularities
announced in April 1997. The plaintiff claimed that the Company and certain of its current and former officers violated the federal
securities laws and were aware of, or recklessly disregarded, material misstatements that were made in MSC s publicly filed
financial reports. The Court entered an order preliminarily approving the agreement on May 31, 2000 and ordered that the class be
advised of the proposed settlement. On August 1, 2000, the class members were afforded the opportunity to present any objections
at a fairness hearing, at which time the settlement was approved with no objections, and the case was dismissed. The costs of the
settlement and related legal fees were covered under the Company s insurance policies, net of retention and were expensed in
fiscal 1998.

Item 4. Submission of Matters to a Vote of Security Owners

There were no matters submitted to the Company s shareowners during the fourth quarter of fiscal 2003.

PART Il

Item 5. Market for the Registrant s Common Equity and Related Shareowner Matters

The Company s common stock, $.02 par value, is listed on the New York Stock Exchange under the symbol MSC. The table below
sets forth, by fiscal quarter, the high and low sales prices of the Company s common stock during its past two fiscal years.

Fiscal Year Fiscal Quarter High Low

2003 st  § 12.3000 $ 9.9700
2nd 15.6500 12.4000

3rd 14.1200 9.6300

4th 14.9400 10.2600

Fiscal Year Fiscal Quarter High Low

2002 st 9.0000 $ 6.7000
2nd 10.9600 8.0800

3rd 10.2200 7.9000

4th 10.5000 9.4000

There were 826 shareowners of record of the Company s common stock at the close of business on April 28, 2003.
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On April 22, 2003, the Company announced that the Board of Directors voted to terminate the Company s shareholder rights
agreement. The agreement will be terminated by redeeming all of the outstanding rights at a price of $0.01 per right, payable in
cash. There is currently one right attached to each outstanding share of common stock. The redemption payment will be mailed on
or about May 16, 2003 to shareowners of record on April 28, 2003. As a result of the redemption, the rights cannot become
exercisable, and the shareholder rights agreement will be terminated (see Note 17 of the Notes to the Consolidated Financial
Statements entitled Subsequent Events, on pages 50 and 51).

MSC has not paid cash dividends other than a nominal amount in lieu of fractional shares in connection with stock dividends.
Management currently anticipates that all earnings will be retained for development of the Company s business. If business
circumstances should change, the Board of Directors may declare and instruct the Company to pay dividends. However, the
Company s ability to pay dividends on its common stock is limited by certain covenants contained in the Company s credit and
Senior Note agreements (see Note 5 of the Notes to the Consolidated Financial Statements entitled Indebtedness on pages 39 and
40).
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20



Edgar Filing: MATERIAL SCIENCES CORP - Form 10-K

Item 6. Selected Financial Data

The following selected financial data should be read in conjunction with the Company s Consolidated Financial Statements. The
information set forth below is not necessarily indicative of results of future operations, and should be read in conjunction with Item

7, Management s Discussion and Analysis of Financial Condition and Results of Operations and the Consolidated Financial
Statements and notes thereto included in Item 8, Financial Statements and Supplementary Data of this Form 10-K in order to fully
understand factors that may affect the comparability of the financial data below.

Fiscal Year
(Dollars and number of shares in thousands,
except per share data) 2003 2002 2001 2000 1999

Income Statement Data
Net Sales $ 266,818 $ 250,506 $ 273,860 $ 278,669 $ 257,218
Income (Loss) from Continuing Operations Before
Income Taxes 2,222 (7,621) 10,415 21,380 19,716
Net Income (Loss)(") 1,494 (25,083) (684) 16,715 7,947
Diluted Net Income (Loss) Per Share $ 0.11 $ (1.79) $ (0.05) $ 1.10 $ 0.52
Balance Sheet Data
Working Capital $ 63,398 $ 115,463 $ 162,735 $ 163,378 $ 164,614
Net Property, Plant and Equipment 93,188 102,915 118,464 124,922 131,398
Total Assets 237,809 299,474 345,539 350,564 353,007
Total Debt 55,503 105,262 137,465 120,667 138,117
Shareowners' Equity 121,887 128,624 149,736 158,982 149,338
Average Capital Employed 205,638 260,544 283,425 283,552 305,409
Cash Flow Data
Depreciation and Amortization $ 16,397 $ 17,826 $ 17,064 $ 16,803 $ 17,066
EBITDA®) 21,059 9,079 28,305 38,913 38,943
Net Cash Provided by (Used in) Operating Activities 33,622 (25,510) 12,450 47,730 70,473
Capital Expenditures 6,259 5,289 9,710 9,763 11,602
Free Cash Flow®) 27,363 (30,799) 2,740 37,967 58,871
Financial Ratios
Gross Profit as a % of Net Sales 17.8% 18.1% 19.7% 22.6% 21.8%
SG&A Expenses as a % of Net Sales 15.2% 16.9% 15.3% 14.0% 12.9%
Income (Loss) from Continuing Operations

Before Income Taxes as a % of Net Sales 0.8% (3.0%) 3.8% 7.7% 7.7%
Net Income (Loss) as a % of Net Sales 0.6% (10.0%) (0.2%) 6.0% 3.1%
Research and Development as a % of Net Sales 1.5% 2.4% 2.3% 1.9% 2.2%
Effective Income Tax Rate 7.8% 41.1% 37.4% 33.3% 38.1%
Return on Average Shareowners' Equity 1.2% (18.0%) (0.4%) 10.8% 5.5%
Return on Average Capital Employed 0.7% (9.6%) (0.2%) 5.9% 2.6%
Total Debt to Total Capital Employed 31.3% 45.0% 47.9% 43.1% 48.0%
Other Data
Per Share Information:
Net Cash Provided by (Used in) Operating Activities $ 2.36 $ (1.82) $ 0.88 $ 3.14 $ 4.59
Free Cash Flow $ 1.92 $ (2.20) $ 0.19 $ 2.50 $ 3.83
Book Value $ 8.57 $ 9.18 $ 10.59 $ 10.46 $ 9.72
Market Price:
High $ 15.65 $ 10.96 $ 14.31 $ 15.75 $ 13.13
Low $ 9.63 $ 6.70 $ 7.50 $ 6.38 $ 6.75
Close $ 10.26 $ 10.00 $ 8.80 $ 14.44 $ 7.19
P/E (High) 142.3x NM NM 14.3x 25.3x
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P/E (Low) 87.5x NM NM 5.8x 13.0x

Weighted Average Number of Common Shares

Outstanding Plus Dilutive Shares 14,226 14,007 14,141 15,200 15,364

Shareowners of Record 826 893 929 950 1,042

Number of Employees(® 740 745 815 808 793
12
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(1) In 2003, the Company recorded a gain on the sale of Pinole Point Steel of $1,934; a loss on the sale of Specialty Films of $101; a loss on early
retirement of debt of $2,388; and a pretax restructuring charge against income from continuing operations of $855.

In 2002, the Company recorded a gain on the sale of Specialty Films of $38,787; a loss on the sale of Pinole Point Steel of $53,287 (including a
provision of $12,278 for future operating losses); a pretax restructuring charge against income from continuing operations of $1,450; and a
pretax special charge against income from continuing operations of $8,361 for the impairment of certain assets.

In 1999, MSC recorded the cumulative effect of adopting SOP 98-5, which reduced net income by $2,207, net of income taxes.

(2) EBITDA represents income (loss) before discontinued operations, extraordinary loss on retirement of debt, provision (benefit) for income taxes,
interest (income) expense, net and depreciation and amortization expense. EBITDA is not a calculation based upon generally accepted
accounting principles. The amounts included in the EBITDA calculation, however, are derived from amounts included in the historical financial
statements. In addition, EBITDA should not be considered as an alternative to net income or operating income as an indicator of the
Company's operating performance, or as an alternative to net cash provided by (used in) operating activities as a measure of liquidity. The
Company regularly reviews EBITDA as a measure of the Company's ability to incur debt and invest or disinvest in portions of the business. The
Company also believes EBITDA assists investors in comparing the Company's performance on a consistent basis without regard to
depreciation and amortization, which can vary significantly depending upon many factors. However, the EBITDA measure presented in this
document may not always be comparable to similarly titled measures reported by other companies due to differences in the components of the
calculation. EBITDA is derived from the Consolidated Statements of Income (Loss) and the Consolidated Statements of Cash Flows.

2003 2002 2001 2000 1999
EBITDA
Income (Loss) from Continuing Operations $ 2,049 $  (4,491) $ 6,523 $ 14,260 $ 12,204
Provision (Benefit) for Income Taxes 173 (3,130) 3,892 7,120 7,512
Interest (Income) Expense, Net 2,440 (1,126) 826 730 2,161
Depreciation and Amortization Expense 16,397 17,826 17,064 16,803 17,066
EBITDA $ 21,059 $ 9,079 $ 28,305 $ 38,913 $ 38,943

(3) The amounts included in the free cash flow calculation are net cash provided by (used in) operating activities less capital expenditures. The
Company regularly reviews free cash flow as a measure of cash generated after capital expenditures in the ordinary course to fund other
investing and financing activities. The Company believes that free cash flow assists investors in understanding our ability to meet our primary
operating obligations. Free cash flow is derived from the Consolidated Statements of Cash Flows.

2003 2002 2001 2000 1999
Free Cash Flow
Net Cash Provided by (Used in) Operating Activities $ 33,622 $ (25,510) $ 12,450 $ 47,730 $ 70,473
Capital Expenditures (6,259) (5,289) (9,710) (9,763) (11,602)
Free Cash Flow $ 27,363 $ (30,799) $ 2,740 $ 37,967 $ 58,871

(4) This figure represents employees from continuing operations.
NM: Not meaningful.

Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operationgin thousands)

The following discussion should be read in conjunction with the Consolidated Financial Statements and the related notes that
appear elsewhere in this Form 10-K.

Material Sciences Corporation ( MSC or Company ) reports segment information based on how management disaggregates its
businesses for evaluating performance and making operating decisions. As a result of the Company s restructuring program in fiscal
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2002 and its significant increase in expense related to field-effect switches/sensors, MSC is reporting results for all periods on the
basis of two business segments, MSC Engineered Materials and Solutions Group ( EMS ) and MSC Electronic Materials and
Devices Group ( EMD ). EMS s electronic material-based solutions consist primarily of coated metal and laminated noise reducing
materials used in the electronics market. EMS s acoustical/thermal material-based solutions consist of layers of metal and other
materials used to manage noise and thermal energy for the automotive, lighting and appliance markets. EMS s coated metal
material-based solutions include coil coated and electrogalvanized ( EG ) products primarily used in the automotive, building and
construction, appliance and lighting markets. EMD s electronic material-based solutions include field-effect technology for sensors,
switches, displays and interface solutions in the consumer electronics and transportation markets.

As a result of the sale of substantially all of the assets of the Company s Specialty Films segment, including MSC Specialty Films,

Inc. ( MSC/SFI ), to Bekaert Corporation and its affiliates ( Bekaert ) in the second quarter of fiscal 2002, and the sale of substantially
all of the assets of the Company s Pinole Point Steel business, including MSC Pinole Point Steel Inc. and MSC Pre Finish Metals

(PP) Inc., to Grupo IMSA S.A. de C.V. ( IMSA ) and other third parties in the first quarter of fiscal 2003, both Specialty Films and
Pinole Point Steel are reported as discontinued operations for all periods presented.
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Results of Operations  Fiscal 2003 Compared with Fiscal 2002

Net sales for continuing operations of MSC increased 6.5% in fiscal 2003 to $266,818 from $250,506 in fiscal 2002. MSC s gross
profit margin was 17.8%, or $47,575, in fiscal 2003 as compared with 18.1%, or $45,231, in the prior year. Selling, general and
administrative ( SG&A ) expenses of $40,476 were 15.2% of net sales in fiscal 2003 as compared with $42,333, or 16.9%, of net
sales in fiscal 2002.

On April 17, 2003, the Chairman, President and Chief Executive Officer resigned and was replaced by a non-executive Chairman
of the Board and a new President and Chief Executive Officer. MSC entered into a separation agreement with the former officer,
resulting in a pretax charge to earnings of $1,777 in the first quarter of fiscal 2004. (See Note 17 of the Notes to the Consolidated
Financial Statements entitted Subsequent Events, on pages 50 and 51.)

MSC Engineered Materials and Solutions Group

Net sales for EMS increased 6.4% in fiscal 2003 to $266,546 from $250,506 in fiscal 2002. Sales of electronic-based materials

grew 13.5% to $22,540 in fiscal 2003 from $19,856 in the prior year. The growth was due to increased sales of NF~’.GDampTNI for
computer disk drive covers as well as set-top box sales. In fiscal 2003, acoustical/thermal materials sales declined 2.2% to $61,938
from $63,306 in fiscal 2002 primarily due to lower sales to the aftermarket brake and lighting markets, somewhat offset by higher
shipments to the body panel laminate and engine markets. Coated metal materials sales increased 8.8% in fiscal 2003 to $182,068
from $167,344 recorded in the prior year primarily due to higher electrogalvanizing sales as a result of supplying a portion of

Double Eagle Steel Coating Company s ( DESCO ) requirements, whose coating line capabilities were interrupted by a major fire at
the DESCO facility in December 2001. In addition, higher sales to the appliance, swimming pool, clutch plate and gas tank markets
were somewhat offset by lower sales to the building and construction and lighting markets.

EMS s gross profit margin was 17.8%, or $47,540, in fiscal 2003 as compared with 18.1%, or $45,231, in the prior year. Higher
capacity utilization and a favorable product mix were offset by additional resources being focused at the manufacturing facilities as
a result of the Company s restructuring programs