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PART T

ITEM 1. BUSINESS
THE COMPANY

RTI International Metals, Inc. is a leading U.S. producer of titanium mill
products and fabricated metal parts for the global market. The Company conducts
business in two segments: the Titanium Group and the Fabrication and
Distribution Group. The Titanium Group melts and produces a complete range of
titanium mill products, which are further processed by its customers for use in
a variety of aerospace and industrial applications. The Fabrication and
Distribution Group is comprised of companies that process and distribute
titanium and other specialty metals. Its products, many of which are engineered
parts and assemblies, serve aerospace, o0il and gas, power generation, and
chemical process industries, as well as a number of other industrial and
consumer markets.

On September 30, 1998, the shareholders of the Company's now wholly-owned
subsidiary RMI Titanium Company ("RMI"), approved a proposal to reorganize into
a holding company structure (the "1998 Reorganization"). Pursuant to this
reorganization, the Company became the parent company of RMI, and shares of RMI
Common Stock were automatically exchanged on a one-for-one (1l:1) basis for
shares of RTI. Shares of RTI began trading on the New York Stock Exchange on
October 1, 1998.

The Company is a successor to entities that have been operating in the
titanium industry since 1951. In 1990, USX Corporation ("USX") and Quantum
Chemical Corporation ("Quantum") transferred their entire ownership interest in
RMI's immediate predecessor, RMI Company, an Ohio general partnership, to the
Company in exchange for shares of the Company's common stock (the "1990
Reorganization) . Quantum sold its shares of common stock to the public while
USX retained ownership of its shares.

In November, 1996, USX completed a public offering of its 6 3/4% notes (the
"Notes") which were exchangeable in February, 2000, for 5,483,600 shares of RTI
common stock owned by USX. On February 1, 2000, the trustee under the note
indenture delivered 5,483,600 shares of RTI common stock to the note holders in
exchange for the Notes terminating USX's ownership interest in RTI.

On July 3, 1997, the Company acquired 90% of the common stock of Galt
Alloys, Inc. ("Galt"), a manufacturer of ferro titanium and a producer and
worldwide distributor of specialty alloys to ferrous and nonferrous customers.
Subsequent to the 90% acquisition of Galt, new facilities were constructed at
Galt that provide low cost feedstock to the Company's Niles, Ohio facility. Galt
conducts business as part of the Titanium Group.

On October 1, 1998, RTI acquired all of the capital stock of New Century
Metals, Inc. ("NCM") of Solon, Ohio. NCM was a manufacturer and distributor of
high temperature and corrosion resistant alloys including titanium, stainless
steel and nickel, in long bar form, for use in the aerospace, chemical
processing, oil exploration and production, and power generation industries. In
addition to manufacturing facilities acquired as part of the NCM capital stock
acquisition, the Company built and installed a 5,000 ton press in leased space
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in Houston, Texas. This project, which operates as part of the Company's
Fabrication unit, was completed in the fall of 2001. NCM operated four
distribution centers which now operate as part of the Distribution unit of the
Fabrication and Distribution Group.

Also on October 1, 1998, RTI acquired the assets of Weld-Tech Engineering,
L.P. ("Weld-Tech"). Weld-Tech, based in Houston, Texas operates as part of the
Energy unit of the Fabrication and Distribution Group. Weld-Tech provides
engineered and fabricated products, systems and services for the oil and gas
industry, including weld design, fabrication and repair, as well as materials
engineering and testing services.

On December 14, 2000, the Company purchased the remaining 60% of the
outstanding shares of Reamet, S.A. ("Reamet"). Since 1992, the Company had owned
40% of the outstanding shares of Reamet. Reamet, located in Villette, France, 1is
a premier distributor of titanium products to the French market, serving
aerospace, military and industrial customers. Reamet's largest customer is
Airbus, with which it has a contract to supply titanium, principally in the form
of cut plate. Reamet, a wholly owned subsidiary of RTI France, S.A.S., now
operates as part of the Fabrication and Distribution Group.

2

INDUSTRY OVERVIEW

Titanium is one of the newest specialty metals. Its physical
characteristics include high strength-to-weight ratio, high temperature
performance and superior corrosion and erosion resistance. The first major
commercial application of titanium occurred in the early 1950's when it was used
in components in aircraft gas turbine engines. Subsequent applications were
developed to use the material in other aerospace component parts and in airframe
construction. Historically, a majority of the U.S. titanium industry's output
has been used in aerospace applications. However, significant quantities of the
industry's output are currently used in nonaerospace applications, such as the
global chemical processing industry, oil and gas exploration and production,
geothermal energy production, consumer products and armor plate for military
applications.

The terrorists attacks of September 11, 2001 and their effect on the
general economy have had a significant influence on overall business conditions.
If a Middle East war occurs, commercial air travel is expected to be affected,
adding to further airline losses, and reduced aircraft production.

COMMERCIAL AEROSPACE AND DEFENSE

Aerospace demand originates from two sectors: commercial and defense
programs. Demand from these segments comprises about 50% of the global demand
for titanium products, and 65% or more of the U.S. demand. The greatest impact
of the events of September 11 has been on commercial aerospace markets, which
provide approximately 30% of RTI's revenues. Airline operators experienced a
dramatic drop in travel immediately following September 11, which resulted in
significant losses within their industry causing a reduced demand for new
aircraft. The primary builders of large commercial aircraft, Boeing and Airbus,
adjusted their build rates in 2002 and 2003 downward to reflect the change in
demand. According to the Airline Monitor, the drop in commercial aircraft
production in 2002 from 2001 was reported to be 27% for Boeing and 7% for
Airbus, or a total combined reduction of approximately 19%. For 2003 Boeing is
projecting a further drop in production of approximately 25%, and Airbus less
than 5% for a combined reduction of approximately 15%. All build schedules are
subject to change, and are highly dependent on airline passenger travel and
airline profitability. Therefore, the exact magnitude of the downturn on
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commercial aerospace remains somewhat uncertain for 2003 and beyond.

Longer term, the commercial aerospace sector is expected to continue to be
a very significant consumer of titanium products due to the expected long-term
growth of worldwide traffic and the need to repair and replace aging commercial
fleets over the next 20 years.

Defense markets represent approximately 30% of RTI's revenues. The major
programs that require extensive use of titanium in the jet engine and airframe
structure are fighter aircraft such as the F-15, F/A-18, F-22, and Joint Strike
Fighter (F-35) and Eurofighter, and in military transports like the C-17. The
importance of the military demand is expected to grow in 2003 and beyond due to
increased defense budgets and increased hardware purchases by the U.S.
Government and European nations, partially brought about by the events of
September 11. It is estimated that global military demand for titanium will
increase, and become as much as 20% of the total titanium market, but it is not
expected to completely offset the drop in the commercial aerospace sector. RTI
supplies products to all the programs mentioned above.

Historically, the cyclical nature of the aerospace and defense industries
has been the principal cause of the fluctuations in performance of companies
engaged in the titanium industry. Over the past 20 years, U.S. titanium mill
products shipments registered cyclical peaks of 65 million pounds in 1997 to a
low of 32 million pounds in 1983. The U.S. titanium industry's reported
shipments were approximately 48 million pounds in 1999 and 52 million pounds in
2000 and 2001. The estimate for 2002 is approximately 36 million pounds,
although published figures have not been issued at the time of printing.

Lead times of titanium mill products, combined with those for fabricated
components, can aggregate from 6 months to 18 months, with an average of 12
months overall. Therefore, shipments of mill products in 2002 for the aerospace
markets are more a function of demand from aerospace production in 2003. Mill
product shipments for aerospace markets in 2003 will more directly reflect
aircraft production rates for 2004.

INDUSTRIAL AND CONSUMER

RTI manufactures and distributes high temperature and corrosion resistant
alloys such as titanium, stainless steel and nickel based alloys to the chemical
processing, oil and gas, power generation, and consumer markets for sports and
recreation industries. The Company also provides engineered and fabricated parts
and provides services to the o0il and gas industry, including weld design,
fabrication repair, as well as materials engineering and testing services. It is
estimated that the global demand for non-aerospace markets industry-wide is
approximately 50% of the total mill product market.

Industrial and Consumer markets provided approximately 40% of RTI's revenue
in 2002. In 2002 RTI expanded its non-aerospace business in two major markets:
mining and energy. In the mining market RTI was selected to provide the
titanium, with its unique corrosion resistance, for a major nickel-cobalt
facility developed by Inco, Ltd., in New Caledonia named Goro. Follow-on
business may materialize from this application but is not expected over the next
year or two. In the energy market, the demand for oil and gas increased
deepwater exploration and production in 2002, and resulted in much higher demand
for the Company's products produced and marketed through RTI Energy Systems,
Inc. located in Houston, Texas. This demand is expected to grow over the next
several years.

PRODUCTS AND MARKETS
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The Company's products are produced and marketed by two operating segments:
(1) the Titanium Group; and (2) the Fabrication and Distribution Group.

The Titanium Group's products consist primarily of titanium mill products
and specialty alloys for use in the ferrous and nonferrous metals industries.
Titanium mill products consist of basic mill shapes such as ingot, slab, bloom,
billet, bar, sheet, plate, strip and welded tube. These products are sold to a
customer base consisting primarily of manufacturing and fabrication companies in
the aerospace and nonaerospace markets such as prime aircraft manufacturers and
subcontractors including metal fabricators, forge shops, machine shops and metal
distribution companies. Titanium mill products are semi-finished goods and most
often represent the raw or starting material for these customers, who then form,
fabricate, machine or further process them into finished or semi-finished parts.
A significant amount of titanium mill products are sold to the Company's
Fabrication and Distribution Group (over 30% in 2002) where value-added services
are performed for ultimate shipment to the public customer. This Group also
manufactures titanium powders and sells specialty alloys used by the ferrous and
nonferrous metal industries.

The Fabrication and Distribution Group consists primarily of businesses
engaged in the fabrication and distribution of titanium and other specialty
metals such as stainless steel and nickel-based alloys in both the United States
and Europe. Fabricated products include pipe, engineered tubular products,
hot-formed and superplastically formed parts, cut shapes, and various
specialized cut-to-size programs. The Fabrication unit extrudes numerous shapes
and sizes of specialty metals for use in aerospace and nonaerospace
applications. The Energy unit fabricates components such as connectors, subsea
manifolds and riser systems which are used in offshore oil and gas production.
The Energy unit also designs and markets offshore riser systems, stress joints
and drill pipe. The Distribution unit operates a number of domestic metal
distribution facilities, which stock and deliver cut-to-size titanium products,
as well as other specialty metals. The RTI Europe business unit operates
distribution facilities in Europe which stock and deliver cut-to-size titanium
products and other specialty metals.

The amount of sales and the percentage of the Company's consolidated sales
represented by each Group during each of the years beginning in 2000 were as
follows (dollars in millions):

2002 2001
$ % $ %
Titanium Group (L) c v v vttt i e i ittt ettt e eeneaeeenns $110.4 41% $126.9 44%
Fabrication and Distribution Group............... 143.2 53 144.9 51
Other (2) vttt i e e e e e e e e e e e 17.3 6 14.1 5
o= $270.9 100% $285.9 100%

Operating profit and the percentage of consolidated operating profit
contributed by each Group during each of the years beginning in 2000 were as
follows (dollars in millions):

2000
$ s
$124.2 50%
108.4 43
16.8 7
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2002 2001 2000
$ % $ % S %
TitaANIUM GrOUP . v v v ettt e e e e e e eeaeeeeseeeeenenaeeeeeenns $ 9.0 59% $4.0 41% $5.6 84%
Fabrication and Distribution GrouUp.......c.eeeeeeeeeenn. 5.1 33 4.7 48 - -
LT (2) ittt it e e e e e e e e e e 1.2 8 1.1 11 1.1 16
= $15.3 100% $9.8 100% $6.7 100%

The amount of the Company's consolidated assets identified with each Group
for each of the years ended December 31 were as follows (dollars in millions):

2002 2001 2000
TitANIUM GrOUP . o o e et vt e e e e e e aeee e seeneennnaeeeseeeenennnnees $217.7 $218.0 $228.4
Fabrication and Distribution GroUP. .. ... ie ettt eenennennn 146.2 157.2 149.5
General Corporate (3) c v i ittt ittt et ettt eaneeaeees 32.3 12.6 8.4
= $396.2 $387.8 $386.3

(1) Excludes approximately $55 million, $48 million and $46 million of
intercompany sales to Fabrication and Distribution in 2002, 2001 and 2000,
respectively. The Company's longer term strategy includes continued
marketing efforts to increase the utility to the end customer by delivering
products more suitable to end uses by eliminating the customer's need to
provide additional processing steps to the metal.

(2) Includes United States Department of Energy ("DOE") remediation and
restoration contract.

(3) Consists primarily of unallocated cash, short-term investments and deferred
tax assets.

TITANIUM GROUP

The Titanium Group produces a full range of titanium mill products which
are used in both the aerospace and nonaerospace markets.

Commercial Aerospace. Approximately 43% of the Group's 2002 mill product
sales were commercial aerospace-related compared with approximately 55% in 2001
and 59% in 2000. The Group's products are certified and approved for use by all
major domestic and most international manufacturers of commercial aircraft and
jet engines. Products such as sheet, plate, strip, bar, billet and ingot, are
fabricated into parts and are utilized in aircraft structural sections such as
landing gear parts, fasteners, tail sections, wing support and carry-through
structures and various engine components including rotor blades, vanes, discs,
rings and engine cases.

According to The Airline Monitor, at December 31, 2002, the leading
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manufacturers of commercial aircraft, Boeing and Airbus, reported an aggregate
of 2,649 aircraft under firm order which represents a 9.2% decrease when
compared to the backlog at December 31, 2001 of 2,919 aircraft.

While the total backlog has declined, it remains at a level in excess of
2,600 units which at today's production rate equates to over 4 years of
production for Boeing and Airbus. There can be no assurance that it will remain
at this level, but a significant production backlog is expected to be in place
over the next few years. The long term outlook for this segment over the next 20
years 1is that approximately 20,000 large jets and 4,300 regional jets for new
and replacement aircraft will be required to support the demand of increased
passenger travel.

Defense. Approximately 31% of the Group's 2002 mill product sales were
defense related, compared with approximately 25% in 2001 and 2000. The Company's
products are certified and approved for use by all major and most international
manufacturers of military aircraft and jet engines. The various mill products
are fabricated into parts and are utilized in aircraft structural sections, wing
skins, fasteners, wing carry-through structures and various engine components
including rotor blades, vanes, discs, rings and engine cases, and armor for
military vehicles. Product from this segment is utilized in programs such as the
C-17 military transport, fighter aircraft
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such as the F-18, F-15, F-16, F-22, and the Joint Strike Fighter (F-35).
Internationally it is used on the European fighters such as the Tornado, Mirage,
Eurofighter, and the A-400 transport.

Industrial and Consumer. Principal mill products for these markets include
commercially pure (unalloyed) strip, welded tube and plate used for chemical
processing and pulp and paper equipment. The Group is also a supplier of
commercially pure titanium plate and strip, which offers superior corrosion
resistance and ductility for critical forming and metal expansion required in
applications such as heat exchangers and anodes for the chlorine industry.
Industrial and consumer markets accounted for 26% of the Group's mill product
sales in 2002, 20% in 2001 and 16% in 2000.

Other. The Company has a long-term agreement with the DOE covering the
remediation and restoration of certain of the Company's closed facilities in
Ashtabula, Ohio, for which the DOE is responsible as a result of work performed
there by the Company for the U.S. Government. The Company is serving as the
prime contractor during the remediation and restoration period. Year-to-year
revenues and the time of completion of the project will depend on DOE funding.
In 2002, the Company recognized $17.3 million in revenues under this program
compared to $14.1 million in 2001 and $16.8 million in 2000. As the prime
contractor, the Company provides management services necessary to complete
assessment, clean-up and remediation activities.

FABRICATION AND DISTRIBUTION GROUP

Fabricated products include value added activity, seamless and welded pipe,
engineered tubular products and extrusions for oil and gas exploration and
production and geothermal energy production industries. Fabricated products also
include hot-formed and superplastically formed parts and cut shapes and
extrusions for aerospace (commercial and defense) applications.

The Company owns and operates a number of distribution facilities, both
foreign and domestic. These centers stock titanium as well as other nonferrous
and ferrous metals to fill customer needs for smaller quantity, quick delivery
orders. These centers also provide cutting and light fabrication services. In
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addition, four locations, St. Louis, Los Angeles, Birmingham, England, and
Paris, France, operate significant stocking and cut-to-size programs designed to
meet the needs of commercial aerospace, defense, and industrial and consumer
product customers for multi-year requirements.

The Fabrication and Distribution Group was the largest customer for RTI's
Titanium Group's mill products in 2002, utilizing over 30% of its shipments.
This number is expected to grow to over 50% in the near future.

In an effort to expand the fabrication and distribution business, the
Company made two strategic acquisitions during the fourth quarter of 1998. On
October 1, RTI acquired NCM of Solon, Ohio. NCM manufactured and distributed
high temperature and corrosion resistant alloys such as titanium, stainless
steel and nickel to the aerospace, chemical processing, o0il exploration and
production, and power generation industries. In addition to the manufacturing
facilities acquired as part of the NCM capital stock acquisition, the Company
built and installed a 5,000 ton press in leased space in Houston, Texas in late
2001.

Additionally, in order to enhance and further expand its already
significant efforts to develop new markets for titanium in the oil and gas
exploration and production and geothermal energy production industries, RTI
acquired the assets of Weld-Tech of Houston, Texas on October 1, 1998. RTI
Energy Systems (Weld-Tech), operating as part of the Energy unit of the
Fabrication and Distribution Group, provides engineering and fabrication
services to the o0il and gas industry, including weld design, fabrication and
repair, as well as materials engineering and testing services. RTI increased its
investment in RTI Energy Systems with the addition of a machining center. This
addition expanded capabilities and provided additional fabrication services to
its expanding customer base in titanium and other specialty metals, as well as
various steels. RTI Energy Systems specializes in the design, engineering and
marketing of offshore riser systems, connectors, stress joints and drill pipe
made of titanium and other metals.

The Company continues to work closely with a number of oil companies and
engineering concerns to develop other titanium projects and applications in the
0il and gas and geothermal energy production industries. Customer funded
programs and continued research is an ongoing activity to support new growth
expected in this market in years to come.

EXPORTS

The majority of the Company's exports consist of titanium mill products and
extrusions used in aerospace markets. Other exports include slab, commercially
pure strip, plate and welded tubing used in nonaerospace markets. The Company's
export sales were 17% of sales in 2002, 20% in 2001 and 23% in 2000. Such sales
were made primarily to the European market, where the Company is a leader in
supplying flat-rolled titanium alloy mill products. Most of the Company's export
sales are denominated in U.S. dollars, which minimizes exposure to foreign
currency fluctuations.

The Company supplies flat-rolled titanium alloy mill products to the
European market, through RTI Europe, the Company's network of European
distribution companies, which secures contracts to furnish mill products to the
major European aerospace manufacturers. In order to enhance its presence in the
European market, in 1992 the Company acquired a 40% ownership interest in its
French distributor, Reamet. In 2000, RTI purchased the remaining 60% of Reamet.
In addition, the Company expanded its operations in the United Kingdom to
include a distribution and service center facility in Birmingham, England. RMI,
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through its French subsidiary, Reamet, was chosen by Airbus as a major supplier
of the titanium flat rolled products through 2004.

BACKLOG

The Company's order backlog for all market segments decreased to $100.0
million as of December 31, 2002, from $142.6 million at December 31, 2001,
principally due to a dropoff in titanium mill products as a result of decreased
demand from commercial aerospace markets.

RAW MATERIALS

The principal raw materials used in the production of titanium mill
products are titanium sponge, a porous metallic material; titanium scrap; and
alloying agents. RTI acquires its raw materials from a number of domestic and
foreign suppliers, under long-term contracts and other negotiated transactions.
Requirements for sponge and scrap vary depending upon the volume and mix of
final products. The addition of the Company's cold hearth melting facility
permits the Company to consume significantly more scrap in its primary melting
facility, thus reducing the need for purchased titanium sponge. Based on the
current levels of customer demand, current production schedules, and the level
of inventory on hand, the Company estimates its purchases of sponge and scrap
will decrease during 2003.

The Company has entered into two long-term sponge supply agreements. One of
the agreements is with a Japanese supplier and permits the Company to purchase
up to four million pounds of sponge per year through 2005, either at market
price or the price in effect under the contract plus changes in certain of the
supplier's costs. In addition, this contract permits the Company to purchase up
to an additional four million pounds of sponge at negotiated prices. The other
agreement is with a supplier from Kazakhstan and permits the Company to purchase
up to eight million pounds of sponge annually through 2006.

In addition, the Company makes spot purchases of raw materials from other
sources. The Company believes it has adequate sources of supply for titanium
sponge, scrap, alloying agents and other raw materials.

Companies in the Fabrication and Distribution group obtain the majority of
their titanium mill product requirements from the Titanium Group. These
transactions are priced at amounts approximating arm's length prices. Metallic
requirements are generally sourced from the best available producer at
competitive market prices.

COMPETITION AND OTHER MARKET FACTORS

The titanium metals industry is highly competitive on a worldwide basis.
Titanium competes with other materials of construction, including certain
stainless steel, nickel-based high temperature, and corrosion resistant alloys,
and composites. A metal manufacturing company with rolling and finishing
facilities could participate in the mill product segment of the industry. It
would either have to acquire intermediate product from an existing source, or
further integrate to include vacuum melting and forging operations to provide
the starting stock for further rolling. In addition, many end use applications,
especially in aerospace, require rigorous testing and approvals prior to
purchase, which would require a significant investment of time and capital,
coupled with extensive technical expertise.

The aerospace consumers of titanium products tend to be highly
concentrated. The Boeing Company and Airbus, through direct purchase and their

10
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families of subcontractors, consume most of the aerospace products. Shipments of
aerospace products represented approximately 60% of RMI's mill product shipments
in 2002, half of which were used in defense applications. Producers of titanium
mill products are located primarily in the U.S., Japan, Russia, Europe and
China.

Imports of titanium mill products from countries that receive the normal
trade relations ("NTR") tariff rate are subject to a 15% tariff. The tariff rate
applicable to imports from countries that do not receive NTR treatment is 45%.
However, under the Trade Act of 1974, as amended, certain countries may be
designated for tariff preferences under the Generalized System of Preferences
program ("GSP"). The U.S. Trade Representative ("USTR") administers the GSP
program and makes recommendations to the President through an interagency
committee that conducts annual reviews of petitions by interested parties, and
by self initiated actions, to add or remove GSP eligibility for individual
products or countries. Effective October 18, 1993, the USTR extended the
benefits of GSP treatment to Russia. Consequently, certain wrought titanium
products from Russia, including sheet and plate, were granted duty free access
into the U.S. markets, up to a Competitive Needs Limit ("CNL"), which
effectively restricts the volume of imports of these products. Unwrought
products from Russia, such as sponge and ingot, were not granted GSP status.

In the fall of 1997, VSMPO, the integrated Russian titanium manufacturer,
petitioned the USTR for a waiver of the CNL on the wrought products, and also
filed a petition seeking to have unwrought products granted GSP status. The CNL
was actually exceeded by this producer in 1997, 1998, 1999, 2000, and 2001, but
not for 2002. In July of 1998, the USTR granted the waiver of the CNL on the
wrought products, allowing unlimited imports of Russian mill products into the
domestic market. The petition on the unwrought products remains in a "pending"
status, however due to the outdated information in the petition, it is highly
doubtful the petition will be acted upon.

On December 3, 2002, Titanium Metals Corporation ("Timet") and RTI filed a
joint petition before the USTR seeking removal of GSP status for the Russian
wrought products and/or a reinstatement of the CNL. Allegheny Technologies
Incorporated is actively supporting this petition. In addition, a sponge
manufacturer from the Commonwealth of Independent States also filed a petition
on December 2, 2002, seeking GSP status of unwrought titanium products from
Kazakhstan. RTI supports the granting of this petition. Both of these petitions
are filed and awaiting review by the GSP committee. The Company believes that
the increase in duty-free imports of titanium mill products from Russia has
increased competition in the domestic titanium industry, and without the benefit
of similar treatment for needed imported sponge, has negatively impacted the
domestic producers.

The United States Government is required by the Berry Amendment Specialty
Metals Clause of 1973 to require the use of domestically melted titanium in the
production of military aircraft. Several waivers of this requirement were
recently granted. If substantive waivers of this type were to continue to be
granted, or the requirements of the Berry Amendment were to be modified, it
could have a negative effect on future military business, and would allow
foreign titanium to be used on military aircraft. RTI believes waivers under the
law are improper and could be harmful to national defense and, along with other
domestic companies, is challenging the granting of future waivers, as well as
any legislative attempt to weaken the Berry Amendment.

Competition in the Fabrication and Distribution Group is primarily on the
basis of price, quality, timely delivery and customer service. RTI Energy
Systems competes with a number of other fabricators, some of which are
significantly larger, in the offshore o0il and gas exploration and production
industry. The Company believes the businesses in the Fabrication and
Distribution group are well positioned to remain competitive and grow in size
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due to the range of goods and services offered and the increasing synergy with
the Titanium Group for product and technical support.

MARKETING AND DISTRIBUTION

RTI markets its titanium mill products and related products and services
worldwide. The majority of the Company's sales are made through its own sales
force and lesser amounts through independent distributors. RTI's domestic sales
force has offices in Niles, Ohio; Houston, Texas; Brea, California; Washington,
Missouri; and Salt Lake City, Utah. Technical marketing personnel are available
to service these offices and to assist in new product applications and
development. In addition, the Company's Customer Technical Service and Research
and

Development departments, both located in Niles, Ohio, provide extensive customer
support. Sales of products and services provided by companies in the Fabrication
and Distribution Group are made by personnel at each plant location as well as a
group level sales force. Fabrication and Distribution Group locations include:
Hartford, Connecticut; Indianapolis, Indiana; Los Angeles, California; Houston,
Texas; Sullivan and Washington, Missouri; Birmingham, England; Villette, France;
Dusseldorf, Germany; and Milan, Italy.

RESEARCH, TECHNICAL AND PRODUCT DEVELOPMENT

The Company conducts research, technical and product development activities
for the Titanium Group, as well as for other RTI subsidiaries, at its facilities
in Niles, Ohio. The principal goals of the Company's research program are
advancing technical expertise in the production of titanium mill and fabricated
products and providing technical support in the development of new markets and
products. Research, technical and product development costs totaled $1.4 million
in 2002, $1.7 million in 2001 and $1.3 million in 2000.

PATENTS AND TRADEMARKS

The Company possesses a substantial body of technical know-how and trade
secrets and owns a number of U.S. patents applicable primarily to product
formulations and uses. The Company considers its know-how, trade secrets and
patents important to conduct its business, although no individual item is
considered to be material to the Company's current business.

EMPLOYEES

As of December 31, 2002, the Company and its subsidiaries employed 1,202
persons, 438 of whom were classified as administrative and sales personnel. 852
of the total number of employees were in the Titanium Group, while 350 were
employed in the Fabrication and Distribution Group.

The United Steelworkers of America represents 385 of the hourly clerical
and technical employees at RMI's plant in Niles, Ohio and 15 hourly employees at
FEarthline Technologies in Ashtabula, Ohio. No other Company employees are
represented by a union.

In 1999 the Company and the United Steel Workers of America, after a
strike, agreed to a forty-two month contract which expires in October, 2003. The
contract for the hourly employees at the facilities in Ashtabula expires in
January, 2006.

EXECUTIVE OFFICERS OF THE REGISTRANT
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Listed below are the executive officers of the Company, together with their
ages and titles as of December 31, 2002.

NAME AGE TITLE
Timothy G. Rupert........ .o 56 President and Chief Executive Officer
John H. Odle. ...ttt iieeeeeaeanns 60 Executive Vice President
Lawrence W. JacCoObs. ...t iiennneenn. 47 Vice President, Chief Financial Officer,
Treasurer
Dawne S. Hickton.............. i, 45 Vice President and General Counsel
Gordon L. Berkstresser..........c.oeeeiee... 55 Vice President and Controller

Mr. Rupert was elected President and Chief Executive Officer in July 1999
and had served as Executive Vice President and Chief Financial Officer since
June of 1996 and Vice President and Chief Financial Officer since September
1991. He is also a Director of the Company.

Mr. Odle was elected Executive Vice President in June 1996. He previously
was Senior Vice President-Commercial of RMI and its predecessor since 1989 and
served as Vice President-Commercial from 1978 until 1989. Prior to that, Mr.
Odle served as General Manager-Sales. He is also a Director of the Company.

Mr. Jacobs was elected Vice President, Chief Financial Officer, and
Treasurer in July 1999, having served as Vice President and Treasurer since
March 1998. Mr. Jacobs had been Senior Vice President of PNC Bank, N.A. in
Pittsburgh, Pennsylvania, where he was the segment executive for the bank's
metal industry clients.

Mrs. Hickton was elected Vice President and General Counsel in June 1997.
Mrs. Hickton had been an Assistant Professor of Law at The University of
Pittsburgh School of Law and was associated with the Pittsburgh law firm of
Burns, White and Hickton.

Mr. Berkstresser was elected Vice President and Controller in October 1999.
Mr. Berkstresser joined RTI in February 1999 as Group Controller of the
Fabrication and Distribution Group. Prior to that, he was Senior Vice President
Finance and Administration of ERI Services Inc., a wholly owned subsidiary of
Equitable Resources Inc. Formerly, he worked for Aristech Chemical Corporation,
Pittsburgh, Pennsylvania. Mr. Berkstresser is a Certified Public Accountant.

AVAILABLE INFORMATION

Our Internet address is www.rti-intl.com. We make available, free of charge
through our website, our annual report 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(a) of the Securities Exchange Act of
1934, as amended, as soon as reasonably practicable after such documents are
electronically filed with or furnished to, the SEC.
ITEM 2. PROPERTIES
MANUFACTURING FACILITIES

The Company has approximately 1.2 million square feet of manufacturing
facilities, exclusive of distribution centers and office space. The Company's
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principal manufacturing plants, the principal products produced at such plants
and their aggregate capacities, are set forth below.

MANUFACTURING FACILITIES

ANNUAL RAT
LOCATION PRODUCTS CAPACITY

TITANIUM GROUP

Niles, OH Ingot (Million POUNAS) v v v vt ittt et ittt eeeeeeeeeenns 36.0
Niles, OH Mill products (million pounds) ......c.eeeeeeeennnnn. 22.0
Hermitage, PA Tube (Million POUNAS) ¢t v v ittt ittt ettt eeeeeeennn 0.8
Salt Lake City, UT Powders (million pouUnds) .. .. iiiii it ineeeeeeeenns 1.5
Canton, OH Ferro titanium and specialty alloys (million

POUNAS) & e e e et ettt a e e e et eeeeeeeeeeaeeeeeeseeaeeens 16.0
FABRICATION AND DISTRIBUTION GROUP
Washington, MO Hot-formed and superplastically formed components

(thousand Press hoUTS) v v vt ittt ittt it eieeeeeeenns 50.0
Sullivan, MO Cut parts (thousand man hours)...........ccciieo... 23.0
Houston, TX Extruded products (million pounds).........oeeeen.. 1.8
Houston, TX Machining & fabrication oil and gas products

(thousand man hoULS) « v it ittt it e e e et et et e eeeeenn 246.0
Birmingham, England Cut parts and components (thousand man hours)...... 21.0
Villette, France Cut parts and components (thousand man hours)...... 9.0
Los Angeles, CA Metal warehousing and distribution................. N/A
Hartford, CT Metal warehousing and distribution................. N/A
Houston, TX Metal warehousing and distribution................. N/A

The Company leases the facilities in Sullivan, Missouri; Houston, Texas;
Los Angeles, California; Hartford, Connecticut; Birmingham, England and certain
buildings and property at Washington, Missouri and Canton, Ohio. All other
facilities are owned. The plants have been constructed at various times over a
long period, many of the buildings have been remodeled or expanded and
additional buildings have been constructed from time to time.

10

CONVERSION SERVICES

The Company utilizes third-party converters to melt and/or finish
approximately 35% of its mill products. The use of these converters raises the
Company's effective processing capacity. Certain mill products, such as hot band
and cold rolled strip and oversized plate, are produced entirely by such
converters using semi-finished titanium mill products supplied by the Company.
However, the Company is responsible for inspecting and delivering these products
to customers. The Company maintains long-term relationships with many of these
conversion companies. The Company believes that, if necessary, it could provide
these products by utilization of other methods and sources of conversion.

ITEM 3. LEGAL PROCEEDINGS

From time to time, the Company is involved in litigation relating to claims
arising out of its operations in the normal course of business. Given the
critical nature of many of the aerospace end uses for the Company's products,
including specifically their use in critical rotating parts of gas turbine
engines, the Company maintains aircraft products liability insurance of $250
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million, which includes grounding liability. There are currently no material
pending or threatened claims against the Company, other than the environmental
matters discussed below.

ENVIRONMENTAL

The Company is subject to federal, state and local laws and regulations
concerning environmental matters. During 2002, 2001, and 2000, the Company spent
approximately $1.1 million, $1.6 million and $1.2 million, respectively, for
environmental remediation, compliance, and related services. The Company
estimates environmental-related expenditures, including capital items and
compliance costs, will total approximately $1.5 million annually for 2003 and
2004.

In connection with the 1990 Reorganization, the Company assumed all
responsibility for environmental matters relating to RMI Company and its
immediate predecessor, Reactive Metals, Inc., which commenced business on April
1, 1964, and agreed to indemnify Quantum and USX against any liability relating
to such environmental matters. Quantum initially acquired the Company's now
closed Ashtabula facilities in 1950, which it owned until 1964, when they were
acquired by Reactive Metals, Inc.

Active Investigative or Cleanup Sites. The Company is involved in
investigative or cleanup projects at certain waste disposal sites, including
those discussed below.

Fields Brook Superfund Site. The Company is involved in a superfund site
known as Fields Brook in Ashtabula, Ohio. Cleanup was completed in 2002. The
Company estimates its share of the remaining Operation, Maintenance and
Monitoring work to cost $0.3 million. The Company has accrued an amount for this
matter. See Note 15 to the consolidated financial statements.

Resource Conservation and Recovery Act ("RCRA") Proceedings-Ashtabula
Sodium Plant. In July 2002, Ohio EPA issued to the Company an RCRA permit
renewal requiring repair of the closed landfill cap. Work plans prepared by the
Company are under review by Ohio EPA. The estimated cost of the work is $0.1
million. It is possible that the EPA will require additional work. The Company
has accrued an amount for this matter. See Note 15 to the consolidated financial
statements.

Ashtabula River. The Ashtabula River and Harbor has been designated one of
43 Areas of Concern on the Great Lakes by the International Joint Commission.
Fields Brook empties into the Ashtabula River, which in turn flows into Lake
Erie. The State of Ohio has appropriated $7 million in state funds to the
Ashtabula River dredging project to assist in securing federal funds needed to
conduct the dredging.

The Company believes it i1s most appropriate to use public funds to cleanup
a site with regional environmental and economic development implications such as
the Ashtabula River and Harbor. The Ashtabula River Partnership ("ARP"), a
voluntary group of public and private entities including, among others, the
Company, the EPA, the Ohio EPA, and the U.S. Army Corps of Engineers was formed
to bring about the remediation of the river. The ARP is working both to design a
cost—-effective remedy and to secure public funding. Phase 1, the Comprehensive
Management Plan, 1s complete and Phase 2, the Detailed Design, is underway. To

11
fund Phase 3, the Remedial Action, and to resolve Natural Resource Damages, the

Company has estimated the private contribution to the project could approximate
$15 million, of which roughly 10% is allocated to the Company (before
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contributions from third parties). It is possible that the EPA could determine
that the Ashtabula River and Harbor should be designated as an extension of the
Fields Brook Superfund site, or, alternatively, as a separate Superfund site.
The Company has accrued an amount for this matter based on its best estimate of
its share of the currently proposed remediation plan. See Note 15 to the
consolidated financial statements.

Given the status of the proceedings at certain of these sites, and the
evolving nature of environmental laws, regulations, and remediation techniques,
the Company's ultimate obligation for investigative and remediation costs cannot
be predicted. It is the Company's policy to recognize environmental costs in its
financial statements when an obligation becomes probable and a reasonable
estimate of exposure can be determined. At December 31, 2002 and 2001, the
amount accrued for future environmental-related costs was $1.7 million. Of the
total amount accrued at December 31, 2002, $0.3 million is expected to be paid
out during 2003 and is included in the Other accrued liabilities line of the
balance sheet. The remaining $1.4 million is recorded in Other non current
liabilities. Based on available information, RMI believes that its share of
potential environmental-related costs, before expected contributions from third
parties, i1s in a range from $3.3 to $7.3 million in the aggregate. The amount
accrued is net of expected contributions from third parties (which does not
include any amounts from insurers) in a range of approximately $0.6 to $2.1
million which the Company believes are probable. The Company has been receiving
contributions from such third parties for a number of years as partial
reimbursement for costs incurred by the Company. As these proceedings continue
toward final resolution, amounts in excess of those already provided may be
necessary to discharge the Company from its obligations for these sites.

The ultimate resolution of the foregoing contingencies could, individually
or in the aggregate, be material to the consolidated financial statements.
However, management believes that RMI will remain a viable and competitive
enterprise even though it is possible these matters could be resolved
unfavorably.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.
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PART II

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED STOCKHOLDER
MATTERS

COMMON STOCK DATA:
Principal market for common stock: New York Stock Exchange
Holders of record of common stock at January 31, 2003: 867

RANGE OF COMMON STOCK PRICES AND DIVIDENDS FOR 2002

QUARTER HIGH LOW

e T T $12.65 $ 9.00
FS TS @70 o L Y 14.00 9.85
A o e 12.66 8.51
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RANGE OF COMMON STOCK PRICES AND DIVIDENDS FOR 2001

QUARTER HIGH LOW

e o $17.75 $11.87
S TS @@ o X Y 16.20 12.05
A o e o 15.27 5.60
03 5 o 10.95 7.60
D 4T $17.75 $ 5.60

The Company has not paid dividends on its Common Stock since the second
quarter of 1991. The declaration of dividends is at the discretion of the Board
of Directors of the Company. The declaration and payment of future dividends and
the amount thereof will be dependent upon the Company's results of operations,
financial condition, cash requirements for its business, future prospects and
other factors deemed relevant by the Board of Directors.
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ITEM 6. SELECTED FINANCIAL DATA

YEARS ENDED DECEMBER 31,

(DOLLARS IN THOUSANDS EXCEPT FOR PER SHARE DATA)

INCOME STATEMENT DATA:

= B = $270,890 $285,900 $249,382 $243,309 $337,476
Operating income........cooiieeeen.. 15,334 9,781 6,741 4,769 67,996
Income before income taxes.......... 24,395(1) 20,112 (2) 11,409 (3) 3,527 70,101
Net dncome. ...ttt eeeeennnnnn 15,125 12,078 6,731 2,223 68,143 (4)

NET INCOME PER COMMON SHARE:

AS OF DECEMBER 31,

(DOLLARS IN THOUSANDS)

BALANCE SHEET DATA:

Working capital......oviiiiieenenn. $216,216 $201,257 $208,388 $209,174 $196,225
Total ASSEeLS . iiie et eeeeennnnneens 396,220 387,751 386,279 400,243 396,020
Long-term debt........ ... —— —— 19,800 36,200 20,080
Total shareholders' equity.......... 311,173 306,975 301,859 295,604 292,765
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(1) Includes the effect of an approximately $7 million gain from the settlement
of a contractual claim and a $2.1 million gain resulting from the sale of
common stock received by the Company in connection with the demutualization
of one of its insurance carriers.

(2) Includes the effect of an approximately $6 million gain from the settlement
of a contractual claim and a $5.2 million gain related to a stock
distribution to the Company in connection with the demutualization of one of
its insurance carriers in which it was a participant.

(3) Includes the effect of an approximately $6 million gain from the settlement
of a contractual claim.

(4) Includes a $22.8 million income tax benefit relating to NOL utilization and
the reduction in the deferred tax valuation allowance.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion should be read in connection with the information
contained in the Consolidated Financial Statements and Notes to Consolidated
Financial Statements. The following information contains "forward-looking
statements" within the meaning of the Private Securities Litigation Reform Act
of 1995, and are subject to the safe harbor created by that Act. Such
forward-looking statements may be identified by their use of words like
"expects," "anticipates," "intends," "projects," or other words of similar
meaning. Forward-looking statements are based on expectations and assumptions
regarding future events. In addition to factors discussed throughout this
report, the following factors and risks should also be considered, including,
without limitation, statements regarding the future availability and prices of
raw materials, competition in the titanium industry, demand for the Company's
products, the historic cyclicality of the titanium and aerospace industries,
increased defense spending, the success of new market development, long-term
supply agreements, the ultimate determination of pending trade petitions, global
economic conditions, the Company's order backlog and the conversion of that
backlog into revenue, labor relations, the long-term impact of the events of
September 11, and the continuing war on terrorism, and other statements
contained herein that are not historical facts. Because such forward-looking
statements involve risks and uncertainties, there are important factors that
could cause actual results to differ materially from those expressed or implied
by such forward-looking statements. These and other risk factors are set forth
below in the "Outlook" section, as well as in the Company's other filings with
the
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Securities and Exchange Commission ("SEC") over the last 12 months, copies of
which are available from the SEC or may be obtained upon request from the
Company .

OVERVIEW

Historically, a majority of the U.S. titanium industry's output has been
used in aerospace applications. The cyclical nature of the aerospace industry
has been the principal cause of the fluctuations in performance of companies
engaged in the titanium industry. Over the past 20 years, titanium mill product
shipments registered a cyclical peak of 65 million pounds in 1997 and a low of
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32 million pounds in 1983.

In the 1995-1997 period, most major commercial airlines reported stronger
operating profits and, during this same period, aircraft manufacturers increased
build rates. From a peak in 1997, demand was reduced in 1998 and again in 1999
primarily due to excess inventory within the supply network. In 2000, demand was
modestly improved compared to 1999 and improved again in 2001 as supply and
demand reached an equilibrium. Build rates were forecast to continue to improve
throughout 2001, however, because of the terrorist events of September 11, 2001,
and airline financial difficulties leading up to the events, the outlook changed
suddenly and dramatically. As a result, demand and production changed downward
for 2002 and 2003, as highlighted in the Outlook section. The latest figures on
the airline industry according to The Airline Monitor, at December 31, 2002,
indicate that the leading manufacturers of commercial aircraft, The Boeing
Company and Airbus, reported an aggregate of 2,649 aircraft under firm order,
which represents a 9.2% decrease when compared to the backlog at December 31,
2001 of 2,919 aircraft. While the total backlog has declined, it remains at a
level in excess of 2,600 units which at today's production rate equates to over
4 years of production for Boeing and Airbus. There can be no assurance that it
will remain at this level, but a significant production backlog is expected to
be in place over the next few years. The long term outlook for this segment over
the next 20 years is that approximately 20,000 large jets, and 4,300 regional
jets for new and replacement aircraft will be required to support the demand of
increased passenger travel, effectively doubling the current fleet of commercial
aircraft.

Demand from defense markets has been expanding in recent years. Defense
budgets are increasing, particularly in the U.S., where acquisition includes
numerous aircraft and ground support systems that utilize titanium and other
specialty metals. The major programs that require extensive use of titanium in
the jet engine and airframe structure are fighter aircraft such as the F-15,
F/A-18, F-22, and JSF(F-35), and in military transports like the C-17. In
Europe, the Eurofighter, a joint country and joint services aircraft, has also
been launched. Military ground and naval equipment programs using titanium are
also underway, with more being considered, in the U.S. and Europe. Military
demand is expected to continue its growth in 2003 and beyond. However, this
growth is not expected to completely offset the drop in the commercial aerospace
sector in the near term.

The Company estimates that total U.S. industry shipments of titanium mill
products in 2002 decreased to approximately 36 million pounds, from 52 million
pounds in 2001.

In recent years, the Company has devoted significant resources to
developing new markets for titanium in the o0il and gas and geothermal energy
production industries. In addition to designing and fabricating the world's
first all titanium high pressure drilling riser in 1995, the Company has also
produced significant quantities of seamless titanium pipe for use in geothermal
energy applications. The Company also supplied titanium stress joints for use in
production riser systems located in the Gulf of Mexico and in Indonesia. The
Company conducts its operations for oil and gas and geothermal energy from its
Houston, Texas facility under the name RTI Energy Systems, Inc. RTI Energy
Systems also engineers, designs and markets offshore riser systems, stress
joints, drill pipe and components.

On December 14, 2000, the Company purchased the remaining 60% of the
outstanding shares of Reamet. Since 1992, the Company had owned 40% of the
outstanding shares of Reamet. Reamet, located in Villette, France, 1is a premier
distributor of titanium products to the French market, serving aerospace,
military and industrial customers. Reamet's largest customer is Airbus with
which it has a contract to supply titanium, principally in the form of cut
plate. Reamet now operates as part of the Fabrication and Distribution Group.
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RTI's strategy is to build on its leading position in the worldwide
titanium industry while maintaining a strong financial condition and stringent
quality, safety and environmental standards. RTI is emphasizing higher
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margin products in its traditional markets, while continuing to develop new
markets and products that add value to traditional products by extruding,
fabricating, and distributing them to end users.

RESULTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2002 COMPARED TO YEAR ENDED DECEMBER 31, 2001
Net Sales

Net sales decreased 5.3% to $270.9 million for the year ended December 31,
2002 compared to net sales of $285.9 million in 2001. Sales for the Company's
Titanium Group amounted to $127.7 million for the year ended December 31, 2002
compared to $141.0 million in 2001. Shipments of titanium mill products were
10.0 million pounds in the year ended December 31, 2002, compared to 11.6
million pounds in 2001, a 13.8% decrease. Mill product shipments in the year
ended December 31, 2002 were lower than those in 2001 as commercial aerospace
demand for forged mill products declined. Average realized prices on mill
products for the year ended December 31, 2002 increased 7.4% to $14.36 per pound
from $13.37 per pound in 2001. The increase in average realized prices for mill
products resulted primarily from a decreased mix of lower value-added forged
mill products when compared to 2001. Sales for the Company's Fabrication and
Distribution Group amounted to $143.2 million in the year ended December 31,
2002, compared to $144.9 million in 2001, a decrease of $1.7 million, or 1.2%.
This decrease primarily reflects reduced demand in distribution sales in the
United States and Europe, partially offset by an increase in energy market
sales. In the case of the Company's distribution businesses, sales decreased
approximately $14.0 million while the Company's Energy business reflected a
$13.1 million increase.

Gross Profit

Gross profit amounted to $49.0 million, or 18.1% of sales for the year
ended December 31, 2002 compared to a gross profit of $43.4 million or 15.2% of
sales in 2001. This increase in gross margin of $5.6, or 12.9%, is primarily due
to the Titanium Group cost reduction efforts, increased sales in energy markets,
and the discontinuance of goodwill amortization in 2002 due to the adoption of
Statement of Financial Accounting Standards No. 142 ("SFAS No. 142"), "Goodwill
and Intangible Assets," partially offset by reduced volume in domestic and
European distribution sales.

Selling, General and Administrative Expenses

Selling, general and administrative expenses amounted to $32.3 million or
11.9% of sales for the year ended December 31, 2002, compared to $32.0 million
or 11.2% of sales in 2001. The increase in selling, general and administrative
expenses was $0.3 million, or 0.9%.

Research, Technical and Product Development Expenses
Research, technical and product development expenses amounted to $1.4
million in 2002 compared to $1.7 million in 2001. This decrease of $0.3 million,

or 17.6%, primarily reflects a reduction in amounts spent on research and
development for the energy market products.
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Operating Income

Operating income for the year ended December 31, 2002 amounted to $15.3
million, or 5.7% of sales compared to $9.8 million, or 3.4% of sales, in 2001.
This increase of $5.5 million, or 56.1%, consists of an increase in operating
income from the Titanium Group of $5.1 million primarily due to cost reduction
efforts. The Fabrication and Distribution Group generated an increase in
operating income of $0.5 million due to energy market sales and the
discontinuance of goodwill amortization in 2002 due to the adoption of SFAS No.
142, partially offset by a decrease in demand in domestic and European
distribution sales.

Other Income

Other income for the year ended December 31, 2002 amounted to $9.7 million,
compared to $11.0 million in the same period of 2001. The decrease reflects the
fact that the Company recognized a gain of $2.1 million on the
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sale of shares in 2002, that were received by the Company in 2001 as a result of
the demutualization of one of its insurance carriers in which it was a
participant, compared to $5.2 million on the initial receipt of those shares in
2001. This decrease was partially offset by an increase in the amount received
from Boeing of $0.8 million in settlement of contractually specified damages for
failing to meet minimum order volumes when compared to a similar payment
received in 2001 (refer to Outlook —-- Commercial Aerospace Markets for more
information on the Boeing contractual settlement).

Interest Expense

Interest expense for the years ended December 31, 2002 and December 31,
2001, which primarily reflected the amortization of certain fees associated with
the Company's credit agreement and capitalized leases, amounted to $0.7 million.
At December 31, 2002, the Company had no debt.

Income Taxes

In the year ended December 31, 2002, the Company recorded an income tax
expense of $9.3 million compared to a $7.8 million expense recorded in 2001. The
effective tax rates for the year ended December 31, 2002 and 2001 were
approximately 38% and 39%, respectively. The effective tax rate of 38% for the
year ended December 31, 2002 was greater than the federal statutory rate of 35%
primarily due to state income taxes. The effective tax rate of 39% for the year
ended December 31, 2001 was greater than the federal statutory rate of 35%
primarily due to state income taxes and non-deductible goodwill amortization.

Cumulative Effect of Change in Accounting Principle

The cumulative loss effect of a change in accounting principle for the year
ended December 31, 2001 of $0.2 million, net of $0.1 million in income taxes,
results from the Company's adoption of SFAS No. 133, "Accounting for Derivative
Instruments and Hedging Activities". The gross charge of $0.3 million represents
the recognition of the net liability for the fair value of a foreign currency
forward purchase contract upon adoption.

Net Income

Net income for the year ended December 31, 2002 amounted to $15.1 million
or 5.6% of sales, compared to $12.1 million or 4.2% of sales in the comparable
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2001 period. This change consists of an increase in operating income from the
Titanium Group of $5.1 million primarily due to continuing cost reduction
efforts. This increase was also due to an increase in operating income in the
Fabrication and Distribution Group of $0.5 million due to an increase in energy
market sales and the discontinuance of goodwill amortization in 2002 due to the
adoption of SFAS No. 142, partially offset by a decrease in demand in domestic
and European distribution sales. This increase also reflects an increase in the
amount received from Boeing of $0.5 million, net of tax, in settlement of
contractually specified damages for failing to meet minimum order volumes when
compared to similar amounts received in 2001. These increases are partially
offset by a decrease in gains recognized of $1.9 million, net of tax, on the
sale of shares received by the Company in 2001 as a result of the
demutualization of one of its insurance carriers in which it was a participant,
when compared to similar amounts in 2001.

YEAR ENDED DECEMBER 31, 2001 COMPARED TO YEAR ENDED DECEMBER 31, 2000
Net Sales

Net sales increased 14.6% to $285.9 million for the year ended December 31,
2001 compared to net sales of $249.4 million in 2000. Sales for the Company's
Titanium Group amounted to $141.0 million for the year ended December 31, 2001
compared to $141.0 million in 2000. Shipments of titanium mill products were
11.6 million pounds in the year ended December 31, 2001, compared to 9.4 million
pounds in 2000, a 23.4% increase. Mill product shipments in the year ended
December 31, 2001 were higher than those in 2000 as aerospace demand for forged
mill products improved. Average realized prices on mill products for the year
ended December 31, 2001 decreased 15.0% to $13.37 per pound from $15.73 per
pound in 2000. The decrease in average realized prices for mill products
resulted primarily from an increased mix of lower value-added forged mill
products when compared to 2000. Sales for the Company's Fabrication and
Distribution Group amounted to $144.9 million in the year ended December 31,
2001, compared to $108.4 million in 2000, an increase of $36.5 million, or
33.7%.
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This increase reflects the acquisition of Reamet, improvements in energy market
sales, and continued improvements in distribution sales in the United States and
Europe. Partially offsetting was a reduction in sales of fabricated products due
to the delayed startup of the new extrusion facility in Houston.

Gross Profit

Gross profit amounted to $43.4 million, or 15.2% of sales for the year
ended December 31, 2001 compared to a gross profit of $36.0 million or 14.4% of
sales in 2000. This increase in gross margin of $7.4, or 20.6%, is primarily due
to the acquisition of Reamet, increased sales in energy markets, and
improvements in demand for distribution products, partially offset by the impact
of a reduction in sales of fabricated products due to the delayed implementation
of the new extrusion facility in Houston.

Selling, General and Administrative Expenses

Selling, general and administrative expenses amounted to $32.0 million or
11.2% of sales for the year ended December 31, 2001, compared to $28.0 million
or 11.2% of sales in 2000. The increase in selling, general and administrative
expenses of $4.0 million, or 14.3%, reflects the impact of the Reamet
acquisition, higher than anticipated startup and relocation costs associated
with the installation of a new extrusion press in Houston, as well as increased
expenses in the distribution businesses as a result of increased sales volume.
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Research, Technical and Product Development Expenses

Research, technical and product development expenses amounted to $1.7
million in 2001 compared to $1.3 million in 2000. This increase of $0.4 million,
or 30.8%, primarily reflects amounts spent on research and development on
products for the energy market.

Operating Income

Operating income for the year ended December 31, 2001 amounted to $9.8
million, or 3.4% of sales compared to $6.7 million, or 2.7% of sales, in 2000.
This increase of $3.1 million, or 46.3%, consists of a decrease in operating
income from the Titanium Group of $1.6 million primarily due to a decrease in
realized prices as a result of an increased mix of lower value-added forged mill
products. This decrease was more than offset by an increase in operating income
in the Fabrication and Distribution Group of $4.7 million due to the acquisition
of Reamet and improved distribution and energy market sales, o