
November 24, 2004

After several additional months of difficulty in our company

and industry in general, we have finally begun to witness a

turnaround. Although we experienced sales declines and

further losses in fiscal 2004, we are pleased to report that

during the first six months of the current fiscal year 2005

the company broke even and experienced a slight sales

increase over the same period last year.

Similar to last year, due to the timing of the audit this

mailing includes both the audited 2004 report and the

unaudited six-month report for the period ended

September 30, 2004. To summarize the financial results,

2004 sales declined 27.5 percent, from $1,006,063 to

$729,392, but we were able to reduce our losses from

$381,032 to $309,195. During the first six months of the

new fiscal year 2005 sales stabilized and increased slightly

for the period, from $367,360 to $371,300. Through 

significant cost-cutting we were able to improve upon last

year’s losses of $204,934 and produce a slight profit.

We attribute the improved results entirely to our own

efforts of cost-cutting and improving efficiencies of the

operation. Unfortunately, we cannot say that industry 

conditions have improved. Rather, we have changed our

company to conform to the new situation, and we continue

to look for opportunities for new sales wherever we can.

For those who may be unfamiliar with our product line, we

have devoted this year’s report to the technologies we offer

to the plastic molding industry. This information and more

can also be found on our website, www.solidcontrols.com.

We look forward to the continued improvement of our 

business in the months and years ahead.

Sincerely,

Ronald A. Kokesh Kevin R. Kokesh 
President Vice President
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SCI manufactures microprocessor-based electronic control

systems for injection molding machines. Our customers

include manufacturers of injection molding machines

(OEMs), as well as custom and captive processors of 

injection molded parts (end users). In the case of end users,

we supply retrofit systems (control conversions) which

include the appropriate hardware, software programming

and installation services.

SCI systems control the total machine, including 

sequencing (PLC functions), timing, barrel temperature 

control, speed and pressure control (closed loop via 

transducer feedback or open loop via proportional valves),

linear positioning (via replacement of limit switches with

linear transducers) system diagnostics, data collection and

monitoring (via RS232 or RS485 ports on the controls), and

statistical process control (SPC). Systems are available in

various models and configurations which allow the user to

obtain the appropriate level of control commensurate with

the needs of the application and budgetary constraints.

For machinery manufacturers, SCI is capable of 

custom-designing control packages to individual 

specifications. In many cases we allow private-labeling of

our standard or reconfigured control packages to be 

incorporated into the manufacturer’s existing line of

machines. We are able to assist in this process to a 

significant level so as to reduce design and development

costs.

S O L I D  C O N T R O L S ,  I N C .  

SmartSet is an economical
package available to molders
who want to retrofit old 
controls. The basic hardware
costs less than a pump or a
valve.

Trailblazer is a total machine
control system with mid-range
features for basic molding
applications.

ScoremasterPlus offers 
sophisticated control, monitoring,
diagnostics and communications
capabilities in a single, 
retrofittable package. It's
designed for demanding, high-
value, or difficult molding 
applications. 

SmartHeat temperature 
controllers, in 5-zone and 
8-zone models, precisely 
control all heat zones at once
for less cost than single-zone 
controllers. 

Control Systems
F O R  I N J E C T I O N  M O L D I N G  M A C H I N E S
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B A L A N C E  S H E E T S

March 31, 2004 and 2003

ASSETS 2004 2003

Current Assets:

Cash and cash equivalents (Note 1) $22,739 $110,816
Accounts receivable:

Trade (less allowance for doubtful accounts
of $5,000 in 2004 and $35,000 in 2003) 131,118 112,417

Inventories of material and work-in-process 
(Note 1) 305,105 432,111

Prepaid expenses 11,424 15,876
Deferred income taxes (Note 2) 26,000 30,000

Total Current Assets 496,386 701,220

Marketable Equity Securities (Note 1) 121 6,988
Software Development Costs (Note 4) 26,828 66,244
Cash Surrender Value of Life Insurance 211,974 206,690
Property and Equipment - at cost

(less accumulated depreciation of $993,173 
in 2004 and $992,862 in 2003) (Note 1) 24,305 39,851

Deferred Income Taxes (Note 2) 183,500 132,000

$943,114 $1,152,993

LIABILITIES AND STOCKHOLDERS’  EQUITY 2004 2003

Current Liabilities:

Note payable - bank (Note 6) $327,000 $317,000
Note payable - Stockholder (Note 7) 49,650 0
Accounts payable - trade 46,654 71,740
Accrued expenses 117,740 52,029

Total Current Liabilities 541,044 440,769

Stockholders’ Equity:

Common stock - $0.05 par value (authorized 
1,500,000 shares, outstanding 966,055 
shares in 2004 and 2003) (Note 12) 48,303 48,303

Additional paid-in capital (Note 12) 341,448 341,448
Retained earnings (Note 12) 13,081 322,276
Accumulated other comprehensive income (loss) (762) 197

Total Stockholders’ Equity 402,070 712,224

$943,114 $1,152,993

See Notes to Financial Statements

To the Stockholders of Solid Controls, Inc.:

We have audited the accompanying balance sheets of Solid

Controls, Inc. as of March 31, 2004 and 2003 and the 

related statements of operations, changes in stockholders’

equity and cash flows for the years then ended. These 

financial statements are the responsibility of the Company’s

management. Our responsibility is to express an opinion on

these financial statements based on our audits.

We conducted our audits in accordance with U.S. generally

accepted auditing standards. Those standards require that we

plan and perform the audits to obtain reasonable assurance

about whether the financial statements are free of material

misstatement. An audit includes examining, on a test basis,

evidence supporting the amounts and disclosures in the

financial statements. An audit also includes assessing the

accounting principles used and significant estimates made 

by management, as well as evaluating the overall financial

statement presentation. We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, the financial statements referred to above

present fairly, in all material respects, the financial position of

Solid Controls, Inc. at March 31, 2004 and 2003 and the

results of its operations and its cash flows for the years then

ended in conformity with U.S. generally accepted accounting

principles.

The accompanying financial statements have been prepared

assuming that the Company will continue as a going concern.

As discussed in Note 11 to the financial statements, the

Company has suffered losses from operations that raises 

substantial doubt about its ability to continue as a going 

concern. Management’s plans in regard to these matters are

also described in Note 11. The financial statements do not

include any adjustments that might result from the outcome

of this uncertainty.

Boeckermann Grafstrom & Mayer, LLC

Minneapolis, Minnesota

May 4, 2004

I N D E P E N D E N T  A U D I T O R ’ S  R E P O R T
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S T A T E M E N T S  O F  O P E R A T I O N S  

For the years ended March 31, 2004 and 2003

2004 2003

Net Sales $729,392 $1,006,063
Cost of Sales 671,737 878,133

Gross Profit 57,655 127,930
Selling and Administrative Expenses 370,614 436,120

Operating Loss (312,959) (308,190)
Other Income (Expense) - Net (43,436) (72,842)

Loss Before Taxes (356,395) (381,032)
Income Tax Benefit (Note 2) 47,200 0

Net Loss ($309,195) ($381,032)

Basic and Diluted Loss Per Share ($0.32) ($0.39)

Weighted Average Number of Common Shares 966,055 966,055

See Notes to Financial Statements
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For the Years Ended March 31, 2004 and 2003

Accumulated Other Total
Common Shares

Additional Retained Comprehensive Stockholders’

Number Amount Paid-in Capital Earnings Income Equity

Balance, April 1, 2002 967,404 $48,370 $341,925 $702,764 ($269) $1,092,790
Prior Period Adjustment (1,349) (67) (477) 544 0

Balance, April 1, 2002 966,055 $48,303) $341,488 $703,308 ($269) $1,092,790

Comprehensive income (loss):
Net loss (381,032) (381,032)
Other comprehensive income (loss):
Net unrealized holding loss on marketable equity 
securities arising during the period, net of tax 466 466

Total comprehensive loss (380,566)

Balance, March 31, 2003 966,055 48,303) 341,448 322,276 197 712,224
Comprehensive income (loss):

Net loss (309,195) (309,195)
Other comprehensive income (loss):
Net unrealized holding gain on marketable equity 
securities arising during the period, net of tax (959) (959))

Total comprehensive income (loss) (310,154)

Balance, March 31, 2004 966,055 $48,303) $341,448) $13,081) ($762)) $402,070)

See Notes to Financial Statements

S T A T E M E N T S  O F  C H A N G E S  I N  S T O C K H O L D E R S ’  E Q U I T Y



N O T E S  T O  F I N A N C I A L  S T A T E M E N T S
For the Years Ended March 31, 2004 and 2003

1. Summary of Significant

Accounting Policies

Financial Statements and Business
Segment Information
Solid Controls, Inc. (SCI) designs and 
manufactures a diversified line of integrated
machine controls that are sold primarily to
manufacturers of plastic parts for the 
automotive, household products and 
electronics industries worldwide. 
Use of Estimates
The preparation of financial statements in
conformity with U.S. generally accepted
accounting principles requires manage-
ment to make estimates and assumptions
that affect the reported amounts of assets
and liabilities at the date of the financial
statements and the reported amounts of
revenues and expenses during the period.
Actual results could differ from those 
estimates.
Revenue Recognition
Revenues are recognized when products
are shipped.
Cash
The Company places its temporary cash
investments with two financial institutions.
At such times these investments may be in
excess of the FDIC insurance limit.
Cash Equivalents
Cash equivalents consist of commercial
paper and money markets with original
maturities of 90 days or less.
Accounts Receivable
The Company extends unsecured credit to
its customers in the normal course of 
business. The Company uses the allowance
method to account for bad debts. This
method provides allowances for doubtful
receivables equal to the estimated losses
that will be incurred in the collection of
receivables. The estimated losses are based
on historic collection experience coupled
with a review of the current status of exist-
ing receivables. The Company writes off
uncollectible accounts after they have
exhausted the collection process. The
Company extends unsecured credit to their
customers in the normal course of business.
Inventories
Material and work-in-process inventories
are valued at the lower of cost (first-in,
first-out) or market.

Material inventories were $280,636 and
$378,332 at March 31, 2004 and 2003,
respectively, and work-in-process was
$24,469 and $53,779 at March 31, 2004
and 2003, respectively.
Marketable Equity Securities
Marketable equity securities are available
for sale and carried at market value. Net
unrealized gains (losses) on marketable
equity securities are $(762) in 2004 and
$197 in 2003. Unrealized gains (losses) on
marketable equity securities, net of tax, are
reported as a separate component of 
accumulated other comprehensive income
(loss) in stockholders’ equity. Realized
gains or losses are computed based on 
specific identification of the securities sold
and included in earnings. Management
intends to hold the securities long-term.

Property and Equipment
Equipment used in the design and 
manufacture of the Company’s products is
depreciated over estimated useful lives
ranging from 5 to 7 years using 
accelerated methods.
Shipping and Handling Costs
Shipping and handling costs are included
in cost of sales.
Advertising Costs
Advertising costs are charged to expense
when incurred. Advertising costs were
$38,309 and $56,280 for 2004 and 2003,
respectively.
Earnings Per Common Share
The Company follows Statement of
Financial Accounting Standards (SFAS) No.
128, Earnings per Share. The statement
requires dual presentation of basic and
diluted EPS by entities with complex 
capital structures. Basic EPS includes no
dilution and is computed by dividing
income (loss) available to common stock-
holders by the weighted-average number
of common shares outstanding for the
period. Diluted EPS reflects the potential
dilution of securities that could share in
the earnings of an entity.
Concentration of Credit Risk
The Company had certain concentrations
of credit risk whereby $18,150 (13%) of
unsecured receivables were from one 
customer at March 31, 2004 and $56,794
(39%) of unsecured receivables were from
three customers at March 31, 2003.
Fair Value Disclosures 
of Financial Instruments
For most instruments, including receiv-
ables, accounts payable and accruals, the
carrying amount approximates fair value,
as these instruments are short-term in
nature. The fair value of the Company’s
note payable approximates its carrying
value as of March 31, 2004 and 2003.
Stock Option Plan
In 1998 the Company adopted a Stock
Option Plan, which authorizes the 
granting of non-qualified and incentive
stock options to key employees. The plan
is administered by the Board of Directors
and allows the granting of up to 300,000
shares of common stock. The option price
is determined by the Board of Directors,
however, the incentive stock options can
be granted at a price no less than fair
market value at the date of grant. The
options have a maximum term of ten
years. There were 287,442 options 
outstanding under the plan at March 31,
2004 and March 31, 2003, respectively.

2. Income Taxes

The Company accounts for income taxes
in accordance with SFAS No.109,
Accounting for Income Taxes.

The asset and liability method requires
the recognition of deferred tax liabilities
and assets for the expected future tax con-
sequences of temporary differences
between tax bases and financial reporting
bases of other assets and liabilities.
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S T A T E M E N T S  O F  C A S H  F L O W S  

For the years ended March 31, 2004 and 2003

2004 2003

Cash Flows From Operating Activities

Net loss ($309,195) ($381,032)

Adjustments to reconcile net income (loss) to 
net cash provided (used) by operating activities:

Depreciation and amortization 54,746) 56,695
Deferred income taxes (47,500) 0 
Gain on sale of marketable securities (2,078)) 0
Loss on sale of fixed assets 566) 3,516
(Increase) decrease in operating assets:

Accounts receivable (18,701) (5,822)
Inventory 127,006) 162,559
Prepaid expenses 4,452) 8,474

Increase (decrease) in operating liabilities:
Accounts payable (25,086)) 50,902
Accrued expenses 65,711 (29,441)

Total adjustments 159,116) 246,883

Net Cash Provided (Used) by Operating 

Activities (150,079) (134,149)

Cash Flows From Investing Activities:

Property and equipment acquisitions (350) (5,229)
Proceeds from marketable securities 7,986) 0
(Increase) Decrease in cash surrender 
value of life insurance (5,284)) 12,462

Net Cash Provided (Used) by Investing 

Activities 2,352) 7,233

Cash Flows From Financing Activities:

Net change on note payable - bank 10,000) 72,000
Net change on note payable - officer 49,650 0

Net Cash Provided (Used) by Financing 

Activities 59,650) 72,000

Net Increase (Decrease) in Cash and 

Cash Equivalents (88,077) (54,916)

Cash and Cash Equivalents at Beginning 

of Year 110,816) 165,732)

Cash and Cash Equivalents at End of Year $22,739) $110,816

See Notes to Financial Statements



9. Stock Options

During 1998, the Company adopted a stock
option plan. Under the plan, the Company
may grant options to its key employees in
shares of common stock. Options expire in
ten years from grant date as determined at
issuance of the option.

The Company applies APB Opinion 25
and related interpretations in accounting
for its plan. Accordingly, compensation
costs are recognized as the difference
between the exercise price of each option
and the market price of the Company’s
stock at the date each grant becomes 
further vested. Compensation costs of $0
were charged to income in 2004 and
2003. If the Company had used the 
minimum value based method of accounting
for its employee stock option plan, as 
prescribed by Statement of Financial
Accounting Standards No. 123, compensa-
tion cost in net (loss)/income would have
increased by $0 and $0 resulting in net

losses of $309,195 and $381,032 for the
years ended March 31, 2004 and 2003,
respectively. The corresponding basic and
diluted loss per share would have been
($0.32) and ($0.39) for the years ended
March 31, 2004 and 2003, respectively.

The calculation of fair value of each
option is estimated on the date of the
grant under the minimum value method.
The calculation assumes that no corporate
dividends will be issued prior to exercise
of the options, and that the options will be
exercised immediately prior to the 
exercise expiration date. The following
weighted-average assumptions were used
for grants in 2002: expected risk-free
interest rate of 5.75% and an expected life
of ten years.

A summary of the status of the
Company’s fixed stock option plan as of
and for the year ended March 31, 2004 is
presented below:

Expense or 
Before Tax (Deferred) Tax Net of Tax

Unrealized Holding Loss Arising
Unrealized Losses Now Realized in Net Loss ($959) $0 ($959)

Net Change of Unrealized Holding Gain (Loss) ($959) $0 ($959)

Net unrealized holding loss on marketable securities is recognized in other 
comprehensive income for the year ended March 31, 2003:

Expense or 
Before Tax (Deferred) Tax Net of Tax

Unrealized Holding Gain Arising 
During the Period $466 $0 $466

Net Change of Unrealized Holding Gain (Loss) $466 $0 $466

Weighted Average
Shares Exercise Price

Outstanding at Beginning of Year 287,442 $0.10
Granted 0 0.00
Exercised 0 0.00
Canceled 0 0.00

Outstanding at End of Year 287,442 0.10

Options Exercisable at Year End 287,442 $0.10

The following table summarizes information about fixed options 
outstanding at March 31, 2003:

Options Outstanding

Number Outstanding Remaining Exercise
at 3/31/2004 Contractual Life Price

287,442 8 Years $0.10

Options Exercisable

Number Exercisable Exercise
at 3/31/2004 Price

287,442 $0.10

10. Supplemental Cash Flow Disclosures

Cash flows applicable to interest expense resulted in net payments of $19,535 and
$13,320 in 2004 and 2003, respectively.

2004 2003

Decrease in the Unrealized Gain on Available 
for Sale Marketable Equity Securities, Net of Taxes ($959) $4660

11. Going Concern

As shown in the accompanying financial
statements, the Company incurred a net
loss of $309,195 and $381,032 for the
years ended March 31, 2004 and 2003,
respectively. The ability of the Company to
continue as a going concern is 
dependent on being able to increase sales.
Management of the Company plans to
focus on increasing sales. The financial
statements do not include any adjustments
that might be necessary if the Company is
unable to continue as a going concern.

Deferred income taxes result from the
temporary differences between the 
carrying amount of assets and liabilities
for financial reporting and the amounts
used for income tax reporting. The principal
sources of these differences are vacation
accrual, allowances for inventories, 
uncollectible receivables, warranties and
accrued shareholder wages which are 
offset by expenses for software develop-
ment, prepaid expenses and unrealized
gains on marketable equity securities.
These temporary differences net to a
$209,500 and $162,000 asset as of March
31, 2004 and 2003, respectively. Realization
of deferred tax assets is dependent upon
future earnings, the timing and amount of
which are uncertain. A valuation
allowance of $180,000 and $128,000 as of
March 31, 2004 and 2003, respectively
have been recorded to reduce the deferred
tax asset to an amount whose realization
is more likely than not. As of March 31,
2004, the Company had tax net operating
loss carryforwards of approximately
$1,300,000. The Company also had a 
federal tax credit carryforward of approxi-
mately $12,000. If not utilized, the carry-
forwards will expire beginning in 2011.

The overall effective income tax
expense rates differ from the Federal
statutory rates principally because of the
effect of non-deductible expenses, state
income taxes and graduated tax rates.

The provision (benefit) for income
taxes primarily represents current Federal
and State income taxes of $300 for 2004
and a deferred tax benefit of $47,500 for
2004.

3. Defined Contribution Plans

The Company maintains a defined contri-
bution profit sharing plan which covers
employees over 18 years of age and who
have completed one year of service. The
Company’s policy is to fund the plan, with
a trustee, annually based on amounts
determined by the Board of Directors, not
in excess of amounts allowable as 
currently deductible for income tax 
purposes. Profit sharing expense was $0 in
2004 and 2003, respectively.

The Company also maintains a salary
savings plan which qualifies under Section
401(k) of the Internal Revenue Code. The
plan covers employees, who elect to 
participate, who are over 21 years of age
and who have completed one year of 
service. The Company may make match-
ing contributions of up to 50% of the first
3% of salary. The Company made match-
ing contributions of $0 in 2004 and 2003,
respectively.

4. Software Development Costs

The Company capitalized software 
development costs applicable to its
Scoremaster, Trailblazer, SmartSet and
SmartHeat product lines. The Company is
amortizing such costs on a straight-line
basis over a period of 60 months.
Amortization of software development
costs begins when the product is available
for sale to its customers. Amortization
expense was $39,416 and $41,876,
respectively for 2004 and 2003.

5. Commitments and Contingencies

Leases
The Company has an operating lease
agreement for its office and production
facilities which expires in October 2008.
The lease contains provisions requiring
the Company to pay property taxes and
operating expenses over base period
amounts. Rent expense for the years
March 31, 2004 and 2003 was $86,865
and $122,319, respectively. The company
also has operating leases for equipment.

Future minimum lease commitments
under non-cancelable operating leases at
March 31, 2004 are as follows:

Year Ending March 31:
2005 $22,675
2006 23,451
2007 24,389
2008 25,365
2009 15,136

$111,016
Litigation
A contract with a leasing company was
terminated in 2003. The leasing company
sued the Company for certain amounts
consisting of leasing fees and fees for
other related services. The Court granted
partial summary judgment in favor of the
leasing company in the amount of
$75,703, which is included in accrued
expenses as of March 31, 2004.

6. Note Payable – Bank

The Company has a revolving line of 
credit agreement, which was renewed in
April 2004, for working capital purposes
which expires in September 2004. The
agreement allows the Company to borrow
up to $400,000 at 2% above prime (4.00%
at March 31, 2004). Under no circum-
stances will the interest rate be less than
6% per annum. The note payable is
secured by the accounts receivable, 
inventory, equipment and other assets of
the Company per a security agreement
dated October 10, 2001 and collateral
assignment agreements dated October 10,
2003. Interest is due monthly. At March
31, 2004 and 2003, the Company had net
outstanding borrowings of $327,000 and
$310,000, respectively.

Borrowings under this note are subject
to certain covenants. These covenants
include, among other things, that the
Company present annual financial state-
ments within 90 days, interim financial
statements within 30 days and is subject
to a borrowing base. At the date of the
independent auditor’s report, the
Company was in violation of these
covenants, which makes the line of credit
due on demand. A bank waiver was
obtained.

7. Related Party Transactions

The Company issued a due on demand
note payable to a stockholder for $49,650
with an interest rate of 9.5%. The balance
outstanding at March 31, 2004 was
$49,650. Interest expense was $380 for
2004.

8. Marketable Securities

Net unrealized holding gain on marketable
securities is recognized in other 
comprehensive income for the year ended
March 31, 2004:

1 0 1 1

12. Prior Period Adjustment

An error in the financial statements before
the year ended March 31, 2003 was dis-
covered during the year ended March 31,
2004. The number of shares outstanding
was reported as 967,404. The actual 
number is 966,055.

The net effect was an overstatement
of $67 for common stock, an overstate-
ment of $477 for additional paid in 
capital and an overstatement of $544 for
retained earnings as of and for the year
ended March 31, 2003.



B A L A N C E  S H E E T S

September 30, 2004 compared to March 31, 2004 (unaudited)

ASSETS 9/30/04 3/31/04
(FY 2005) (FY 2004)

Current Assets:

Cash and cash equivalents $2,993 $22,739
Accounts receivable - trade, net 133,824 131,118
Inventories of material and work-in-process 285,249 305,105
Prepaid expenses 21,371 11,424
Deferred income taxes 26,000 26,000

Total Current Assets 469,438 496,386

Marketable Equity Securities 121 121
Software Development Costs - Net 15,469 26,828
Cash Surrender Value of Life Insurance 217,687 211,974
Property and Equipment - Net 17,437 24,305
Deferred Income Taxes 183,500 183,500

$903,653 $943,114

LIABILITIES AND STOCKHOLDERS’  EQUITY

Current Liabilities:

Note payable - bank $257,000 $327,000
Note payable - officer 47,744 49,650
Credit line - finance company 62,779 –
Accounts payable - trade 46,382 46,654
Accrued expenses 87,527 117,740

Total Current Liabilities 501,431 541,044

Stockholders’ Equity:

Common stock 48,303 48,303
Additional paid-in capital 341,448 341,448
Retained earnings 13,233 13,081
Accumulated other comprehensive income (762) (762)

Total Stockholders’ Equity 402,221 402,070

$903,653 $943,114

S T A T E M E N T S  O F  O P E R A T I O N S

For the six month periods ended September 30, 2004 and 2003 (unaudited)

2004 2003

Net Sales $371,300 $367,360
Cost of Sales 219,356 365,789

Gross Profit 151,944 1,571
Selling and Administrative Expenses 134,168 184,294

Operating Income (Loss) 17,776 (182,723)
Other Expense (Income) - Net (17,624) (22,211)

Income (Loss) Before Taxes 152 (204,934)
Income Tax Benefit (Expense) 0 0

Net Income (Loss) $152 ($204,934)

Weighted Average Number of Common Shares 966,055 967,404

Basic and Diluted Loss Per Share $0.00 ($0.21)

1 2 1 3

S I X  M O N T H  F I N A N C I A L  I N F O R M A T I O N  


