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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K
(Mark One)
b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended August 31, 2002
or
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 1-3208.
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National Service Industries, Inc.
(Exact name of registrant as specified in its charter)
Delaware 58-0364900
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1420 Peachtree Street, N.E., Suite 200, Atlanta, Georgia 30309 3002
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Preferred Stock Purchase Rights New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:
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Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.  Yes b Noo
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Based on the closing price of $6.06 as quoted on the New York Stock Exchange on September 30, 2002, the aggregate market value of the
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PART I

Item 1.  Business

National Service Industries, Inc. (the Company or NSI ) operates in two business segments textile rental and envelope manufacturing. NSI
is headquartered in Atlanta, Georgia, and provides products and services throughout the United States. Of the Company s fiscal 2002 revenues of
$532.4 million, the textile rental segment contributed approximately 60 percent and the envelope segment contributed approximately 40 percent.

On November 7, 2001, the Board of Directors of NSI approved the spin-off, subject to certain conditions, of its lighting equipment and
chemicals businesses into a separate publicly-traded company with its own management and board of directors. The spin-off conditions were
met November 29, 2001 and the spin-off was effected on November 30, 2001 through a tax-free distribution ( Distribution ) of 100% of the
outstanding shares of common stock of Acuity Brands, Inc. ( Acuity ), a wholly-owned subsidiary of NSI owning and operating the lighting
equipment and chemicals businesses. Each NSI stockholder of record as of November 16, 2001, the record date for the Distribution, received
one share of Acuity common stock for each share of NSI common stock held on that date. The historical financial statements of NSI have been
restated to reflect Acuity as a discontinued operation.

The Company s principal executive offices are located at 1420 Peachtree Street, N.E., Suite 200, Atlanta, Georgia 30309-3002 and the
telephone number is (404) 853-1000.

Business Segments

Textile Rental

National Linen Service ( NLS ) is a leading United States multi-service textile rental company, with fiscal 2002 revenues of $319.6 million.
NLS serves over 45,000 customers in the dining, lodging, and healthcare industries. Its customers include restaurants, hotels, country clubs,
retail stores, hospitals, clinics, and doctors offices. Operating in 21 states plus the District of Columbia, NLS delivers clean products including
napkins, table and bed linens, bath towels, pillowcases, bar towels, scrubs and surgical drapery, mats, mops, and restroom supplies, and retrieves
soiled linens for cleaning. NLS sells its services directly to end users through a salaried and commissioned sales force.

Envelope

Atlantic Envelope Company ( AECO ) is a leading United States manufacturer of custom envelopes, serving the energy, finance,
transportation, direct mail and package delivery markets. Products include custom business and courier envelopes, as well as specialty filing
products. AECO has seven state-of-the-art manufacturing facilities located throughout the United States. AECO s customers include major
airlines, banks, credit card companies and express delivery companies. Products are sold directly to end-users by a commissioned sales team.
Specialty products are also sold through dealers. Revenues for fiscal 2002 totaled $212.8 million.

Financial Results by Industry Segment

Sales and service revenues, operating profit (loss), total assets, and related data for each of the Company s business segments for the three
years ended August 31, 2002 are included in Note 11, Business Segment Information, in the Notes to the Consolidated Financial Statements
included in this filing.

Raw Materials

Paper comprises a significant portion of the envelope segment s material requirements. However, the Company purchases its paper from
numerous suppliers and there were no significant shortages of materials during the three years ended August 31, 2002. Fluctuations in paper
prices may impact the
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Company s margins. Generally, though, the Company passes fluctuations in the price of paper through to its customers.

Additionally, the primary raw material for the envelope segment s courier product is provided by a single supplier. The Company s
management believes that in the unlikely event there was a significant shortage of this raw material, an alternative product could be developed.
However, the length of time necessary to develop an alternative product could negatively impact the envelope segment s results of operations.

Seasonality

Financial results for any particular quarter are not necessarily indicative of results to be expected for the full year and, typically, the
Company s revenues are higher in the second half of its fiscal year.

Customers

No single customer accounted for more than 10 percent of consolidated revenues during the fiscal years ended August 31, 2002, 2001 and
2000. However, two customers of the envelope segment represented 27 percent of both fiscal 2002 and fiscal 2001 envelope revenues, and
18 percent of fiscal 2000 envelope revenues. The loss of either customer would adversely affect the segment.

Backlog

Sales order backlog at August 31, 2002 and 2001 was $13.6 million and $27.8 million, respectively, in the envelope segment.
Competition

While each of the Company s businesses is highly competitive, the competitive conditions and the Company s relative position and market
share vary widely from business to business. In each of the Company s businesses, the principal method of competition includes price, quality
and customer responsiveness.

The textile rental segment has numerous locations primarily throughout the southeast United States. Market share in each location varies;
however, the Company is typically one of the larger competitors in the market. While there are several other large companies in the markets in
which the Company competes, most competitors are smaller companies that specialize in one segment of the industry or operate in a limited
geographic area, which in many instances increases the intensity of competition.

In the envelope segment, the Company competes with several other large envelope manufacturers in the various geographic markets it
serves. Additionally, in each geographic market the Company also competes with a number of smaller manufacturers.

Research and Development

The Company conducts research and development related to present and future products for its businesses. Research and development
expenses amounted to $0.4 million, $0.7 million and $0.5 million during 2002, 2001 and 2000, respectively.

Environmental Matters

Management does not anticipate that compliance with current environmental laws and regulations will materially affect the capital
expenditures or results of operations of the Company or its subsidiaries during the fiscal year ending August 31, 2003. See Note 6,
Commitments and Contingencies, in the Notes to the Consolidated Financial Statements included in this filing.

Table of Contents 8
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As of August 31, 2002, the Company employed approximately 7,100 people.
Copyrights, Trade Secrets, Trademarks and Service Marks

The Company is the owner of numerous copyrights, trademarks, service marks, licenses and trade secrets relating to its products and
services. These intellectual property rights, particularly the service marks for National Linen Service and Atlantic Envelope, are important
factors in the Company s business. To protect these proprietary rights, the Company relies on copyright, trade secret and trademark laws.
Generally, trademarks are valid as long as they are in use and their registrations are properly maintained. Registrations of trademarks can
generally be renewed indefinitely as long as the trademarks are in use. Management is not aware of any unauthorized use of the Company s
intellectual property or of any claim that the Company does not have the right to use any intellectual property material to its business.

Item 2.  Properties

The general offices of the Company are located in Atlanta, Georgia. Because of the diverse nature of the operations and the large number of
individual locations, it is neither practical nor meaningful to describe each of the operating facilities owned or leased by the Company. The
following listing summarizes the significant facility categories by business:

Number of
Facilities
Division Owned Leased Nature of Facilities
Textile Rental 31 6 Linen Processing Plants
1 28 Linen Service Centers
Envelope 6 1 Manufacturing Plants
2 Warehouses
1 Offices
1

Corporate Office Corporate Headquarters

None of the Company s individual properties is considered to have a value that is significant in relation to the Company s assets as a whole.
The Company believes that its properties are well maintained, are in good working condition, and are deemed to be suitable and adequate for its
present needs. The Company believes that it has additional capacity available at most of the Company s production facilities and that it could
significantly increase production without substantial capital expenditures.

Item 3. Legal Proceedings
See Note 6, Commitments and Contingencies, in the Notes to the Consolidated Financial Statements included in this filing, which is

incorporated herein by reference.

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

No matters were submitted to a vote of security holders during the three months ended August 31, 2002.

PART II

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

Table of Contents 9



Edgar Filing: NATIONAL SERVICE INDUSTRIES INC - Form 10-K

The Company s common stock is listed on the New York Stock Exchange under the symbol NSI.
stockholders of record. The following table sets forth the New York Stock

At August 31, 2002, there were 3,849
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Exchange high and low stock prices and the dividend payments for NSI s common stock for the fiscal periods indicated.

Price per Share*

Dividends
High Low per Share*
Fiscal 2002
First Quarter $ 95.2000 $62.3200 $ .64
Second Quarter 9.8000 6.5200 .04
Third Quarter 11.7500 8.0900 .04
Fourth Quarter 9.6900 6.5600 .04
Fiscal 2001
First Quarter $ 83.2500 $73.2500 $1.32
Second Quarter 104.0800 82.2500 1.32
Third Quarter 102.8000 86.1600 1.32
Fourth Quarter 102.9200 80.0000 1.32

* Price per share information does not reflect any adjustment as a result of the spin-off of the Company s lighting equipment and chemicals
businesses, which was effective November 30, 2001. Based on the trading prices of NSI shares and Acuity shares at the time of the spin-off,
the allocation of tax basis in pre-spin NSI shares between NSI shares and Acuity shares received in the distribution was established as 14.78%
for NSI shares and 85.22% for Acuity shares. On January 3, 2002, the Company s stockholders approved a one-for-four reverse stock split of
NSI common stock, which began trading on a reverse split basis on January 7, 2002. All references to per share amounts have been restated to

reflect the one-for-four common stock reverse split on a retroactive basis.

Disclosure with Respect to the Company s Equity Compensation Plans

The Company maintains the National Service Industries, Inc. Long-Term Incentive Program, the National Service Industries, Inc.

Long-Term Achievement Incentive Plan, the National Service Industries, Inc. 2001 Nonemployee Directors

Stock Option Plan, and Employee

Stock Purchase Plan, (collectively, the Plans ), pursuant to which it may grant equity awards to eligible persons. For additional information, see
Note 5, Common Stock and Related Matters, in the Notes to the Consolidated Financial Statements included in this filing. The following table

gives information about equity awards under the Company s Plans.

(a)

(b)

(c)

Number of securities to
be issued upon exercise
of outstanding options,

Plan Category warrants and rights

Weighted-average
exercise price of
outstanding options,
warrants and rights

Number of securities remaining
available for future issuance
under equity compensation
plans (excluding securities
reflected in column (a))

Equity compensation plans

approved by security holders 1,237,395%

Equity compensation plans not

approved by security holders

Total 1,237,395
L]

$16.51

$16.51

1,085,496**

1,085,496

Table of Contents
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* Included in this number are outstanding options issued under the National Service Industries 1992 Nonemployee Directors Stock Option
Plan, which was terminated on September 19, 1999. Additionally, at August 31, 2002 there were 621,134 unvested restricted shares issued

which are not included in this number.

** Of these shares, 224,910 remain available for purchase under the Employee Stock Purchase Plan.

Item 6. Selected Financial Data

Operating Results(1)

Revenue from continuing operations:
Service revenues

Net sales of products

Total revenues

Net (loss) income:

(Loss) income from continuing operations
Discontinued operations, net of tax
Cumulative effect of a change in accounting
principle, net of tax

Net (loss) income

Per-Share Data

Basic earnings per share(1)(2)(3):

(Loss) income from continuing operations
Discontinued operations, net of tax
Cumulative effect of a change in accounting
principle, net of tax

Net (loss) income

Diluted earnings per share(1)(2)(3):

(Loss) income from continuing operations
Discontinued operations, net of tax
Cumulative effect of a change in accounting
principle, net of tax

Net (loss) income

Cash dividends
Stockholders equity
Total Assets(1)
Continuing operations
Discontinued operations

Total

Total Debt(1)
Continuing operations
Discontinued operations

Table of Contents

2002 2001 2000 1999 1998
(Dollar amounts in thousands, except per-share data)
$319,669 $ 334,820 $ 321,522 $ 309,115 $ 312,746
212,761 228,462 225,190 204,510 161,037
$532,430 $ 563,282 $ 546,712 $ 513,625 $ 473,783
I I I I I
$ (6,935) $ (15,291) $ 17,073 $ 34918 $ 27,169
(7,535) 42,304 82,797 89,425 81,551
(17,602)
$ (32,072) $ 27,013 $ 99,870 $ 124,343 $ 108,720
I I I I I
$ (0.67) $ (1.49) $ 1.68 $ 3.41 $ 2.56
(0.73) 4.12 8.13 8.75 7.68
1.71)
$ 31D $ 2.63 $ 9.81 $ 12.16 $ 10.24
I I I I I
$ (0.67) $ (1.49) $ 1.68 $ 3.40 $ 2.53
(0.73) 4.12 8.13 8.70 7.58
1.71)
$ 31D $ 2.63 $ 9.81 $ 12.10 $ 10.11
I I I I I
$ 0.76 $ 5.28 $ 5.24 $ 5.08 $ 4.92
$ 20.12 $ 64.30 $ 66.74 $ 61.95 $ 57.06
$519,098 $ 498,098 $ 398,904 $ 364,218 $ 319,690
1,330,575 1,422,880 1,337,038 700,112
$519,098 $1,828,673 $1,821,784 $1,701,256 $1,019,802
I I I I I
$ 2,077 $ 5,000 $ 5,000 $ 5,000 $ 5,000
608,830 636,434 544,577 81,073

12



Edgar Filing: NATIONAL SERVICE INDUSTRIES INC - Form 10-K

Total $ 2,077 $ 613,830 $ 641,434 $ 549,577 $ 86,073

(1) On November 7, 2001, the Board of Directors approved the spin-off, subject to certain conditions, of the Company s lighting and chemical
businesses. The spin-off conditions were met November 29, 2001 and
5
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the spin-off was effected on November 30, 2001. Accordingly, the Company s results of operations have been prepared with the net assets,
results of operations, and cash flows related to the lighting and chemical businesses presented as discontinued operations. Prior period
amounts have been restated to conform to this presentation.

On January 3, 2002, the Company s shareholders approved a one-for-four reverse stock split of NSI common stock, which began trading on
a reverse split basis on January 7, 2002. All references to per share amounts have been restated to reflect the one-for-four common stock
reverse split on a retroactive basis.

In July 2001, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting Standard ( SFAS ) 142, Goodwill
and Other Intangible Assets. The textile rental and envelope reporting units each tested goodwill for impairment during the first quarter of

fiscal 2002 as required by SFAS 142 upon adoption, utilizing a combination of valuation techniques including the expected present value of

future cash flows, a market multiple approach and a comparable transaction approach. As a result of this valuation process, as well as the
application of the remaining provisions of SFAS 142, the Company recorded a pre-tax transitional impairment loss of $28.4 million.

Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with the consolidated financial statements and related notes.

National Service Industries is a diversified service and manufacturing company operating in two segments: textile rental and envelopes.

In July 2001, the FASB issued SFAS 142, Goodwill and Other Intangible Assets. SFAS 142 requires companies to cease amortizing

goodwill that existed at June 30, 2001 and establishes a new method for testing goodwill for impairment on an annual basis (or an interim basis
if an event occurs that might reduce the fair value of a reporting unit below its carrying value). Any goodwill resulting from acquisitions
completed after June 30, 2001 will not be amortized. SFAS 142 also requires that an identifiable intangible asset that is determined to have an
indefinite useful economic life not be amortized, but separately tested for impairment using a fair value based approach.

The textile rental and envelope reporting units each tested goodwill for impairment during the first quarter of fiscal 2002 as required by

SFAS 142 upon adoption, utilizing a combination of valuation techniques including the expected present value of future cash flows, a market
multiple approach and a comparable transaction approach. As a result of this valuation process, as well as the application of the remaining
provisions of SFAS 142, the Company recorded a pre-tax transitional impairment loss of $28.4 million, representing the write-off of all of the
Company s existing goodwill. This write-off was reported as a cumulative effect of a change in accounting principle, on a net of tax basis, in the
Company s Consolidated Statement of Income for the year ended August 31, 2002 (see Note 1, Summary of Accounting Policies, in the Notes to
the Consolidated Financial Statements included in this filing).

On November 7, 2001, the Board of Directors of NSI approved the spin-off, subject to certain conditions, of its lighting equipment and

chemicals businesses into a separate publicly-traded company with its own management and board of directors. The spin-off conditions were
met November 29, 2001 and the spin-off was effected on November 30, 2001 through a tax-free distribution of 100% of the outstanding shares
of common stock of Acuity Brands, Inc., a wholly-owned subsidiary of NSI owning and operating the lighting equipment and chemicals
businesses. Each NSI stockholder of record as of November 16, 2001, the record date for the Distribution, received one share of Acuity common
stock for each share of NSI common stock held at that date. The historical financial statements of NSI have been restated to reflect Acuity as a
discontinued operation.

In conjunction with the spin-off, the Company and Acuity entered into various agreements that address the allocation of assets and liabilities

between them and that define their relationship after the separation, including a distribution agreement, a tax disaffiliation agreement, an
employee benefits agreement, a
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transition services agreement and a lease agreement. Under the tax disaffiliation agreement, Acuity will indemnify NSI for certain taxes and
liabilities that may arise related to the Distribution. The agreement also sets out each party s rights and obligations with respect to deficiencies
and refunds, if any, of federal, state, local, or foreign taxes for periods before and after the Distribution. The transition services agreement
provides that NSI and Acuity will provide each other services in such areas as information management and technology, employee benefits
administration, payroll, financial accounting and reporting, claims administration and reporting, legal, and other areas where NSI and Acuity
may need transitional assistance and support. In addition to other services described in the agreement, the transition services agreement provides
that Acuity will, for a fee, provide collateral associated with various property and casualty insurance programs of NSI as follows:

Period
Beginning Ending Letters of Credit
September 1, 2002 October 31, 2002 $10.4 million
November 1, 2002 October 31, 2003 $ 8.0 million
November 1, 2003 October 31, 2004 $ 5.0 million
November 1, 2004 October 31, 2005 $ 2.0 million

At August 31, 2002, standby letters of credit of $10.4 million were in use. Management believes the amounts paid or received associated
with these services are representative of the fair value of the services provided.

In addition, Acuity and NSI entered into a put option agreement, whereby NSI had the option to require Acuity to purchase the property
where NSI s corporate headquarters are located for a purchase price equal to 85 percent of the agreed-upon fair market value of the property. On
May 23, 2002 the Company completed the cash sale of the property where NSI s corporate headquarters is located. Subsequent to the sale, NSI
executed a release of the put option agreement, thereby extinguishing any rights that NSI had under the agreement.

As a result of the spin-off, the net assets and results of operations of the lighting equipment and chemicals businesses have been reflected as
discontinued operations for all periods presented herein. The Company s continuing operations consist of its textile rental and envelope segments.

On January 3, 2002, the Company s shareholders approved a one-for-four reverse stock split of NSI common stock, which began trading on
areverse split basis on January 7, 2002. As a result of the stock split, every four shares of NSI common stock were replaced with one share of
NSI common stock. The reverse split did not change the number of authorized shares of NSI common stock or the par value per share of NSI
common stock. All references to common stock, common shares outstanding, average numbers of common stock shares outstanding and per
share amounts in these Consolidated Financial Statements, Notes to Consolidated Financial Statements and Management s Discussion and
Analysis of Financial Condition and Results of Operations prior to the effective date of the reverse stock split have been restated to reflect the
one-for-four common stock reverse split on a retroactive basis.

Critical Accounting Policies

NSI s financial statements have been prepared in accordance with accounting principles generally accepted in the United States. The
preparation of the financial statements requires the Company to make estimates and assumptions that affect the reported amounts of assets,
liabilities, revenues and expenses, and the disclosure of contingent assets and liabilities. The Company reviews its estimates on a regular basis
including those related to litigation, insurance receivable and environmental matters. The Company s estimates are based on historical experience
and other assumptions management believes are reasonable under current circumstances. Actual results may differ from these estimates under
different assumptions or circumstances.

In December 2001, the Securities and Exchange Commission ( SEC ) requested that all registrants include their critical accounting policies in
Management s Discussion and Analysis. The SEC indicated
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that a critical accounting policy is one which is both important to the portrayal of the company s financial condition and results of operations and
requires management s most difficult, subjective or complex judgments, often as a result of the need to make estimates about the effect of matters
that are inherently uncertain. NSI believes the following represent its critical accounting policies:

Litigation

The Company is subject to various legal claims arising in the normal course of business out of the conduct of its current and prior
businesses, including product liability claims. The Company accrues for legal claims when payments associated with the claims become
probable and can be reasonably estimated for financial statement purposes. While management believes that its accruals are appropriate based on
information currently available, the actual costs of resolving legal claims may be substantially different from the amounts accrued.

Among the product liability claims to which the Company is subject are claims for personal injury or wrongful death arising from the
installation and distribution of asbestos-containing insulation, primarily in the southeastern United States, by a previously divested business of
the Company. Most claims against the Company seek both substantial compensatory damages and punitive damages. The Company believes that
many of the claims against it are without merit. The Company believes its conduct with respect to asbestos-containing insulation was consistent
with recognized safety standards at the relevant times, and the Company believes there is no basis for imposing punitive damages against it in
connection with asbestos claims. In addition, the Company believes that it has substantial legal defenses against many of these claims, including
that the Company did not manufacture any asbestos-containing building products, that the Company did not distribute or install products at
certain sites where exposure is alleged, and that statutes of repose in some states bar the claims. However, there is no assurance that the
Company will be successful in asserting defenses to these claims.

Prior to February 1, 2001, the Center for Claims Resolution (the CCR ) handled the processing and settlement of claims on behalf of the
Company and retained local counsel for the defense of claims. Pursuant to a written agreement among CCR members, the Company was
responsible for varying percentages of defense and liability payments on a claim-by-claim basis for each claim in which it was named in
accordance with predetermined sharing formulae. Substantially all of the Company s portion of those payments was paid directly by the
Company s insurers. Since February 1, 2001, the Company has retained trial counsel directly, rather than through the CCR, to defend
asbestos-related claims against the Company and has engaged another outside consultant to provide claims processing and administration
services for asbestos-related claims. The Company is more vigorously defending asbestos-related claims and will seek to dismiss without any
settlement payment claims arising in jurisdictions or involving worksites where the Company did not distribute or install asbestos-containing
products.

At August 31, 2001, the accrual for asbestos-related liabilities, before consideration of insurance recoveries, was based on the following: the
Company s estimate of indemnity payments and defense costs associated with pending and future asbestos-related claims; settlements agreed to
but not paid; the Company s expected payment on account of settlement obligations of defaulting CCR members; interest on settlement payments
that are subject to ongoing dispute resolution with certain insurance providers; and other legal fees and expenses. During 2002, as part of its
ongoing estimating process, consultation with outside experts, the nature of pending claims, the jurisdictions in which claims have been filed,
and in light of its gained experience in administration of its defense strategy and recent settlement activity, the Company reviewed its asbestos
claims liabilities and adjusted the balances in these accounts from its prior three year outlook to its estimate of the total probable liabilities from
pending and expected future asbestos claims over an approximate fifty year period, which takes into consideration the life expectancy of
individuals potentially exposed. The Company believes that a reasonable estimate of its expected future claims for approximately fifty years
could require an increase in its liabilities ranging from approximately $94 million to $139 million. Management does not believe that any
amount in the range is more accurate than any other. Therefore, as of August 31, 2002, the Company increased its liabilities for asbestos-related
costs by $94 million, the low end of the range and recorded an additional insurance recovery of $77 million.
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The Company s estimates of indemnity payments and defense costs associated with pending and future asbestos claims are based on the
Company s estimate of the number of future asbestos-related claims and the type of disease, if any, alleged or expected to be alleged in such
claims, assumptions regarding the timing and amounts of settlement payments, the status of ongoing litigation and settlement initiatives, and the
advice of outside counsel with respect to the current state of the law related to asbestos claims. The ultimate liability for all pending and future
claims cannot be determined with certainty due to the difficulty of forecasting the numerous variables that can affect the amount of liability.
There are inherent uncertainties involved in estimating these amounts, and the Company s actual costs in future periods could differ materially
from the Company s estimates due to changes in facts and circumstances after the date of each estimate. For additional information, see Note 6,
Commitments and Contingences, in the Notes to the Consolidated Financial Statements included in this filing.

Insurance Receivable

The Company believes that it has insurance coverage available to recover most of its asbestos-related costs. With the exception of the
Company s payments on account of settlement obligations of defaulting CCR members, the Company has reached settlement agreements with
substantially all of its relevant insurers providing for payment of substantially all asbestos-related claims (subject to retentions) up to the various
policy limits, as discussed in Note 6, Commitments and Contingences, in the Notes to the Consolidated Financial Statements included in this
filing. The timing and amount of future recoveries from insurance carriers will depend on the pace of claims review and processing by such
carriers and on the resolution of any remaining disputes regarding coverage under such policies. In the event the Company s insurers dispute
amounts billed to them or pay on an untimely basis, the Company takes all practicable steps to secure payment, including alternative dispute
resolution procedures and litigation to resolve the issues. The Company has initiated alternative dispute resolution proceedings with two insurers
to resolve outstanding insurance policy interpretation issues, and, with respect to one of the insurers, to secure payment of past due amounts and
to ensure that the insurer s future obligations will be met in a timely fashion. Approximately $8.5 million of insurance recovery is under
alternative dispute resolution proceedings at August 31, 2002. The Company believes its recorded receivables, which includes both billed
amounts and estimates of future recoveries, from insurance catriers are collectible. The Company reached this conclusion after considering
various factors including its prior insurance-related recoveries in respect of asbestos-related claims, existing insurance policies, settlement
agreements with insurers, the apparent viability of its insurers, the advice of outside counsel with respect to the applicable insurance coverage
law relating to terms and conditions of those policies, and a general assessment by the Company and its advisors of the financial condition of the
relevant insurers. Although the Company believes these assumptions are reasonable, other assumptions could have been used that would result
in substantially lower recoveries. If expected insurance recoveries become unavailable, due to insolvencies among the Company s primary or
excess insurance carriers, disputes with carriers or otherwise, the Company s results of operations, liquidity and financial condition could be
materially adversely affected.

Environmental Matters

The Company s operations, as well as similar operations of other companies, are subject to comprehensive laws and regulations relating to
the generation, storage, handling, transportation, and disposal of hazardous substances and solid and hazardous wastes and to the remediation of
contaminated sites. Permits and environmental controls are required for certain of the Company s operations to limit air and water pollution, and
these permits are subject to modification, renewal, and revocation by issuing authorities. The Company believes that it is in substantial
compliance with all material environmental laws, regulations, and permits. On an ongoing basis, the Company incurs capital and operating costs
relating to environmental compliance. Environmental laws and regulations have generally become stricter in recent years, and the cost of
responding to future changes may be substantial.

The Company accrues for known environmental claims when payments associated with the claims become probable and the costs can be
reasonably estimated. The actual cost of environmental issues may
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be higher than that accrued due to difficulty in estimating such costs and potential changes in the status of government regulations.

Liquidity and Capital Resources

Net working capital increased to $83.0 million at August 31, 2002 as compared to $87.7 million at August 31, 2001, and the current ratio
decreased to 1.8 from 1.9. The Company held cash and cash equivalents of $21.0 million and had total debt of $2.1 million at August 31, 2002.

Operating Activities

Continuing operations provided cash of $19.8 million in fiscal 2002, compared with cash used of $29.1 million in fiscal 2001 and cash
provided of $40.9 million in fiscal 2000. The increase in fiscal 2002 related to a decrease in the loss from continuing operations, lower tax
payments, improved working capital reflected through reduced days sales outstanding in accounts receivable and days of inventory held, and
lower prepayments associated with the spin-off of the lighting and chemical businesses. These improvements were somewhat offset by a
decrease in accounts payable and other liabilities. The reduction in fiscal 2001 related to a decrease in net income, and increase in prepayments
and other current assets, an increase in payments related to employee medical and casualty insurance, and an increase in income tax payments.
Prepayments and other current assets increased over fiscal 2000 as the Company incurred costs related to the spin-off of the lighting and
chemical businesses. The increase in income tax payments related to the resolution of various tax matters, all of which were fully accrued in
prior periods.

Investing Activities

Investing activities provided cash of $4.2 million in fiscal 2002 compared to cash used of $24.7 million and $60.7 million in fiscal 2001 and
fiscal 2000, respectively. The change in fiscal 2002 is primarily due to the sale of the Company s headquarters building. Additionally, there were
decreases in capital expenditures and acquisition spending during fiscal 2002. Cash used for investing activities in fiscal 2001 decreased as
compared to fiscal 2000 primarily due to a decrease in capital expenditures and acquisition spending and an increase in cash provided by the sale
of businesses.

During May 2002, the Company completed the cash sale of the property where NSI s corporate headquarters is located for $22.5 million.
The sale transaction resulted in a gain of $8.0 million and a deferred gain of $3.4 million. In conjunction with the sale, the Company entered into
an agreement to lease up to five floors, or approx