


To Our Shareholders

1996 was a pivotal year for AAON. Our
reliance upon national accounts diminished as
we continued our customer base expansion

with more diverse installations. Although still

6.7 percent. Development of a broader
customer base enabled us to minimize the
reduction in sales during a time of diminishing

national account shipments.

Tulsa Plant

shipments and resulted in a year end backlog of
$14,700,000, more than a 20 percent increase
over [995,

used on low-rise structures, the customers

Shipments
10 Million 7 Million

buildings than ever before. .
8 Mitiion

6 Million ; /\ 5 Million

+ Million

included more schools, office and industrial

Despite a rapid decline in sales to national

accounts, which stabilized in the third and

2 Million 3 Million
fourth quarters, total sales decreased by only ; '

In contrast to total sales, orders increased 12 Promisingly, the second half of 1996 saw

percent in 1996 as compared with 1995. QOur increases in both sales and shipments when

increase in orders was not fully translated into compared with the same period in 1995.

== . : - : For 1996, we developed product displays

utilizing full-sized equipment that were sent
+ ' Al : . il : T Mg 1/ around the country to assist our sales
: | - representatives in their efforts. In addition to
our displays, we developed enhancements to
our product selection software and sales
literature, The most notable development in

What a differ R . R
bat g difference software was the creation of a coil selection

a year makes . . . . .
program to assist representatives in selling coils
in addition to air conditioning equipment.

The traveling displays will continue to be a part

of our promotional efforts along with constant

software and literature upgrades.




The effort to expand our customer base,
combined with modest inflation, required us to
minimize price increases in 1996. However, in
spite of our aggressive customer base expansion,
we were able to increase profits as a percentage
of sales. The increase in profitability is due to a
number of factors, some of which may not apply
in future years. First, copper and aluminum
prices experienced substantial decreases in 1996
as compared with 1995.  Second, capital
expenditures made in earlier years allowed us to
increase efficiency in manufacturing.  Third,
there was a change in unit sizes sold to our new
customer mix. We will continue our customer

base expansion efforts in 1997.

With facility expansions completed in 1995,
capital expenditures during 1996 focused upon
productivity enhancing equipment.  We
developed a method of manufacturing gas
furnace components which resulted in a more
efficient product for the customer, requiring less
manufactuting expense. Automated sheet metal
processing equipment was installed in our coil
products facility, reducing labor requirements
while improving product quality.  New
production lines were installed in the Tulsa
facility to handle demand for larger sized
equipment, The effect of these changes in
manufacturing only slightly impacted 1996 due to
the timing of their implementation, yet they will
greatly assist our operations in 1997. Production
methods and plant capacity are now
present to enable us to handle

sizable increases in

demand efficiently.

o —

Longview Plam

New products and revisions to existing products
were started in 1996, Development of an air
handler product line was initiated and will result
in a new offering during the spring of 1997, An
air-cooled chiller product was tested and will
complement the air handler products being
developed. A new blower design was created
which is quieter, more efficient and easier to
assemble. We are continually reevaluating our
product in light of new market manufacturing
developments in an attempt to offer a product
with custom-style features built in a production-

Jine manner for a value-conscious customer.

In 1997, we look forward to renewed growth in
volume and profitability with an increase in sales
to our entire customer base, new products,
improved manufacturing methods and margins,
and a favorable economic environment. We are
optimistic about our prospects in spite of the
normal challenges in our industry. As always,
your employees, listed on the inside cover of
this report, thank you for your continuing

support.

Sincerely,

Norman H. Asbjornson
President

April 16, 1997
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, General Development of Busmess AAON lnc a Nevada corporat]on (“AAON Nevada” or,
: 1nclud|ng its subsndlanes the ”Company) wasmcorporated on August 18, 1987 ' :

~ AAON, lnc an Oklahoma corporahon ("AAON- Oklahoma) wis mcorporated on August 15;
1988, for the purmpose: of acquiring the assets, subject to certam liabilities, of the Heating, Ventrlatron and Air-

- Conditioning ("HVAC ) Division of John Zink Company in Tulsa Oklahoéma. On June 16, 1989, pursuant to
a Conversron/Exchange Agreement AAON ‘Oklahoma became a wholIy owned subsrdlary of AAON Nevada :

- AAON: Oklahoma is- engaged in the manufacture and sale of commercral rooftop air- condltloners
* and heating eqtupmcm : : : : -

. On Deccml}cr 30 1991, CWAAON lnc ('CP/AAONY, a Texas corpor'llinn orgamzed I a
“‘wholly owned subsidiary of AAON.- N(.vada for such purpose, purchased mst of theassets of Coils Flus Inc;,.

of Longview, Texas whlch manufactures coils: used in the products of AAON Oklahoma .

Produ cts an d Ma rkets The Company engmeers manufactures and markets cofmirercial rooftop air-

s condmonmg, heating and. heat recovery equipment and- air- condrtlonmg conls lIts” products serve, the -
. commercial and industrial new-construction, and rcplat.ement markets. Whllc to date virtually all ol the .
_ Company's sales have been to the'domestic market, concerted efforts began in 1993 to deévelop foreign sales
5 whrch accounted for approxrmately 2% of its sales last vear and are 1)m;cctcd o mcmase in commg years. ©

The rooftop market cansists of unlts mstalled on commemal or mdustnal structures of generally
less than 10 stories in helght ' '

el CP/AAONs coil sales are made to air-conditioning unit manufacturers mcludmg AAON
Oklahoma and to the commercnal/mdustnal genelal building market,

The size of these markets is r.luen'nmed pnmanly by the’ number. of commercial and mdw;mal :
buildmg completions. * Fhe. replact,mcnt market “consists of pmducts‘ installed" to n:placc ﬂ!slmg -
umts/componenls which are worn or damaged Hlstoncally, approx1mately half of the mdustrys market hasA

con51sted of R.placement umts

. The commercral and’ mdustnal new constructron market is sub)ect to cycllcal fluctuatlons in that it-
is genefally ued to housi ng starts, but has a lag factor of 6-18 months. Housing starts; in turn, are affected by
~such ‘factors as interest rates, the state of the econory, -population growth and ‘the relative age of the .~

population. When new construction is tinwn the Company. emphaq]zc_q thc replac.tmem market. -

: - Pased on its 1996 level ol sah:s approximately $63 mrlllon the Company his'a 7%. share of the :
E rooftop market and'a 2% shale of the coil. market. “Approkimately 65% of. the Company’s sales.now come

from aiew construction and 35% from renovatloru’rcplacements The percentage of sales (for'new construction

W replacerent) to particular customers is relaicd to their. stage of development eg “Target; 80% new5 :

construction and 20% replacement

The Company purchases certain components fabncates sheet metal and tubmg and then’
_ assembles and tests its fintished products. The finished products of AAON.- Oklahoma consist of a single unit, °

system contammg heatmg, cooling and/or heat recovery. components in a self-contained cabinet; referred.to

“inthe mdustry as umtary " products. The finished products of CP/AAON are corls con51st|ng of a sheet metal'

_casi ng with tub1 ng and fins contamed therein:




.- The Company now has four groups of rooftop products: its RH Series, which'is offered in 18
cooling sizes ranging from 3 'to 60 tans; its RF Series, which is offered in nine cooling sizes ranging from 40 to

130 tons; its RG Series, whichis a heat pump variation of the RH Series; andits HA Series, whichisa hon‘zontal :

dlscharge package for cither r{:-oflop or ground rnsmllauon offered | in nine 5tzcsrangmg from 4 to 50 tons.

AAON Oklahomas engineers have developed a heat recovery wheel for its RH, RF and RG units.

* The product responds to requirements of the LS. Clean Air Act which - mandate increased fresh air-in

commercial structures. This product, which s marketed under the name AAONNRE‘ increases the capacity

: of AAON HVAC units by up to 50% with no additional energy cost, The Company has been granted patent

pending status on this unique product. This enhancement was introduced in January 1995.. The energy
savings ‘and comfort improvement afforded by the heat recovery wheel. have been proven by nttmeruu:
installations during the past year, but sales to date, while i mcreasmg, account for a minor part of revenues

AAON Oklahomas products are'designed to compete on the high side of standardized, packaged -
rooftop products; Accordingly, its prices rangze frony$300 and $550 per ton of cooling, which is approxrmately-

5%, an average, higher than other standardized products. Performance characteristics of these products range

“in cooling capacity from 32,900- 1,563,469 BTUs and.in heatrng capacity from 65,000-1,680,000 BIUs, All
~of the Compan)'s rooftop products meet the Department of Energys efficiency standalds which are clcsrgned
x to sct the maxrmum amount of energy to be used in producmg a grven. amount of cooling.

A typlcal commercral bulldlng mstallatron requrres aton, of air- condrtromng for every 300-400 square
feet or, for a 100 OOO square foot burldmg, 250 tons of air- condrtronmg, whrch would mvolve multrple umts

Ma jor Customer The Company’s largest customer last year was Target Stores Inc: Sales to Target were
14% of total sales in 1996 compared t0:17% in 1995." The Caompany has no wntten contract with Target. -

The loss of Target as a customer would have a material adve'rs‘e effect on the Company However,

‘with the Company’s emphasis on marketmg to other customers, management belreves that the extent of its

dependence on sales to Target wrll drmmrsh overa perjod of time.

In order to drversrfy its’ customer base the Company has added to and/or upgraded its sales
representation in varlous markets, - -

Sources and Availability of Raw Materials The most important materials p'urchas_ed by the

Company are steel, copper and aluminum, which are obtained from domestic suppliers: “The Company-also’

purchases from other domestic manufacturers certain components, incluting compressors, electric motors and

electrical eontmls used in its products, - The Company. endeavors to obtain the lowest possible cost in its
 purchases of raw, materials: and components consistent wrth meetrng specrhed quality " standards The -

Company i not dependent upon any . one source for its raw material 6r the major components' of its

..manufactured products, but AAON- Oklahoma purchases all of its coils from CP/AAON, By having multiple
supplrers the Company: believes that it will have adequate sources of wpplres to meet its manufacturing

requrrements for the foreseeable future g

Further the Company attempts to. limit the impact of increases in raw materials and plrchased

“component pnces on its profit: margin by negotratmg wrth each of its' major suppllers on a term basis from

six months to a year,

ey A e

Distribution The Company utilizes, a drrect sales staff ‘of 12 mdrvrduals and approx1mately 76

) 1ndependent manufacturer Tepresentatives’ orgamzatlons to market iits products in the United States.” The
" .Company also has one international sales representative and utilizes six drstnbutors in other countries.- Sales

are made directly to the contractor or end user, ‘with shlpments being made from the Companys Thilsa and
Longview plants to the JOb site. Billings are to the contractor or end user, with a commrssron pard directly to
the manufacturer representatrve

“ AAON- Oklahorms products and sales strategy focus on a "niche" market, The tmgeted market‘
for its Tooftop equipment is customers seekmg a prodtict of better quality than offered and/or optrons not -
offered, by standardized manufacturers.

- To support and service its customers and the tiltimate consumer, AAGON- Oklahoma prcwldes parts
availability through six mdepcndenr parts d:stnbutom and hasa factory service onganization atits Tulsa plant. Also,
a number of the manufacturer representatives utrlrzed by the Company have their own service organizations,
whrch together with the Company, provide the necessary warranty work and/or normal service to customers.

"The Company’s warranty on its products is: for parts only, the earlier of onc year from the date of
first-use or 15 months from date of shrpment compressors, an additional four, years, and on gas- fired heat

= exchangers (if applicable), 10 yeals

Research and Development: Al RaD activities of the Company are company-sponsored, rather
than customer-sponisored: Ongoing work involves the HA Series, component evaluation and refinement, and
development of controk systems and new product development This work wrll cost approximately $200,000 °

. per year and is budgeted as 4 normal; recurting expense. -

‘Backlog The Company had a current bacl(lo'g as of March 1 b 1~99_7; of $1 4,7ﬁ,000, compared to $10,4‘7.8,000 :

at March 1, 1996, The current backlog consists of orders copsidered by managemient to be firm and substanitially

all of which will be filled by July 1, 1997; however, the orders are subject to cancellation by, the customers.

i Worklng Capltal Practlces \X/orkmg capltal practrces in the 1ndustry center on inventories and
dccourits - recervable The- Company regularly reviews its working capital components with a view to
* maintaining the lowest level consistent with requirements of antrcrpaled levels of operation, Its gréatest needs

arise during the months of July-NovembEI the peak season for inventory (primarily, purchased material) and
accounts receivable, The Companys working capital réquirements are generally met through a bank revolving

. credit facrlrty, which currently permits borrowrngs up to $12,150,000. The’ Company believes that it will have i
- sufficient bank credrt available to meet its working caprtal needs through 1997 and bcyond ) o

Seasona I_It}r Sales of the Company’s products are’ modemtcly s.ea';onal warh the pcak period being July-
November of each year.

Competltlon ln the domestrc market, the Company competes pnmanly wrth Trane Company, a division

“of American Standard Inc,, Lennox lndustnes Inc., York lntematronal Corporatron arid Carrier Corporatlon a

subsrdrary of United Technologres Corporation, All of these competrtors are substantially. larger and have greater
resources than the Company: The Company competes primarily on the basis of total value, qualrty, function;
serviceability; efficiency, availability of product; product line recognition and acceptability of sales outlet, However,
in new: constriiction where the contractor is the purchasing decis'run :naker,-AAON-OklahoniaﬂoftcnL'is at a:_
compefitive disadvantage on sales of rooftop units because of the emphasis placed on iniitial cost; whereas, ini the
replacement market and other owner- controlled purchases.of such units, the Company- has a better chance of
getting the bw.ln@r. since qrmllly and long—tenn cost are generally takeri lnto ac(:ount
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Employees As olMarch 1, 1997 the Company had 556 employees and 157 temporaries, none ofwhom
are represented by unions. Management consrders its relations W|th its employees to be good.

"Patents, Trademarks Llcanses and Concessions The Company daes not consudcr any ,
. patents, trademarks, licenses Gr concessions. held by it to he material to its business operations, other than'

possibly the patent pending on the heat recovery wheel opnon known as AAONAIRE® dlscussed under

”Products and Markets n % y

e ‘Environ méntal M atters Laws concemmg tl'le environiment that allea..t ar could 1fl§.‘ct the Campany’s

_ regulations goverriing environmental matters, The Company ‘believes that it prcscnlly complies with these Jaws'

" domestic operations mclude, among others, the Clean Watet Act, the Clean Air Act, the Resource Conservation

and Recovery Act, thé Occupational Safety and Health Act, the National D)Vlmnmcnml Pol'icy Act, the Toxic
Substari¢es Control Act, regulations promulgated under these Acts, and any other fedéral, state or local laws or

and that future compliance will not materially ‘adversely affect the Company$ eamings or competitive position,

ITEm 2. PROPERTIES.-

The plant and office bulldmg of AAON Dk]ahoma is of sheet metal constructron conlalmng 3

337,000 square feet (322 000 sq. ft. of manufactunngfwnrclrcuse space and 15,000 sq. ft. of office spa{.e) located
ona 12-acfe tract of land at 2425 South Yukon, Tulsa, Oklahoma, The manufacturing area is in a heavy industrial
type building, with total coverage by: bndge cranes,. contaifing manulactunng equipmerit designed for sheet

. metal fabrication and metal stampmg Assembly lines consist of four cart- -type conveyor lines with variable lme
_speed ad}ustment three of which are motor dnven Subassembly areas and production line manning are based
" upori line speed. The' manufactunng facrhty is 1,140 feet in length and varies in-width from 390 feet to 220-feet. .

" Production at this facility averaged approxrmately $45 milliod per monthin 1996, whichis 27% of the estimated
.capacrty of the-plant. Management deems this plant to be nearly ideal for the type of r:ooftop prodiicts being

ITEm 3. LEGAL PROCEEDINGS. . ' N

manufactured by the Company The office space is belleved to be adequate for the foreseeable luture

The operatlons of CP/AAON are conducted ina plant/offrce bulldmg at 203- 207 Gum Spnngs
~ Roadin Longview, Texas, contammg 138 000 square - feet on' ‘14 acres. The manulactunng area (apprommately
131,000 square feet) is located in two 120-foot wide sheet metal buildings connécted by an adjoining structure -
fand a 28,000 square foot building adjacent thereto The factllty is built for llght mdustnal manulactunng

Bank borrowings of the Company, totallmg $6 609,000 at March 1 1997, are secured, in part, by
: 1ts Longwew bulldmgs

The Company isnota party t0 any pendmg legal proceedrng which management believes is lrl(ely

to result in a material liability and no such action is contemplated by or, to the best ofits knowledge has been
threat’ened against the Company. ;

ITEM 4. SuBMl'ssmN;_OF MATTERS TO A VOTE OF SECURITY HoLDERS.

- No matter was submitted 10 a vote of security holders through sollcrtatron of proxles or otherwise,
dunng the penod from October 1 1996, through December 31, 1996,

|TIE'M 5.

.—EART"" = L Ol L et L

MARKET FOR: REGISTRANT .S, COMMON Eounrv AND RELATED
STOCKHOLDER MATTERS.' 2 b

The Com‘pany's Common Stock is traded on the NASDAQ National Market under the symbol
"AAON'". The range of sales prices for the Companys Comifnon Stock duitng the last two years, as reported
.by Natlonal Association of Secuntres Dealers Inc.; was as follows: - .

Quansn_ ENDED - ~HMiGH BID

D . Low 'B-'I.D :

March-31, 195" G NS ) LA TSR (0 ok

Jine 30, 1995 DR 78 e S i 675.
“September30, 1995 < C ' §°775 “.$ 630 ;
. Decemiber 30, 1995 ' $ : -qu' 4 4':50‘. 3
March 31; 1996 - (5 5.325 <$ 450

June 30, 1996 600 8 475

§ September 30, 1996 i 6.375. § 425
_DecemberSl, 1996 S -6.00 ‘B 4';625.

~ On March I 1997 there were 225 holders of record and 2, 173 beneﬁc:al owners, of the
Companys Common Stock. "

) Smce its mceptron no cash d1v1dends have been paid on the Companys Common Stock and the
Company does not anticipate paying cash dwrdends in the foreseeable future. -There is a riegative covenant ,
under the. Company’s Revolving Credit and Term Loan Agreement which prohibits the declaration or
payment of such dividends, 'if following such action ll‘lCR.. would result & Default or Event of Default
thereunder The Company: pzud 2-10% stock! dw;c!end on March 27,.1995.
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£ o S : ITeEm 7. MANAGEMENT s I‘.hscusstou AND ANAwsns oF FmANcmL
1 ITem 6. SELECTED FiINANCIAL DATA.
: I _ ; . CONDITION AND RESULTS OF OPERATIONS.
The following seiccted financial data should be read in con;unctmn with the fmancra] statements: * 'Sct farth below is income statemient information with respect to the Company for years 1996, 1995 and 1994:
and rehter.l fiotes thereto for the petiods indicated, whn.h are m(.Iuchl elsewhere in this report, 3 : g : : ; :

— e

3 . '_ b _ S 2 SE [YEARS ENDED DECEMBER 3118 __gntiaousahd'sj ; 5 et ey
s ccptemispos) e e e R s
| : ¥ o | S e oie R e B e o \ageel \i995] \dggd

RESULTS OF QPERATIONS: i S N3 B s R R U S e T o i : A o
LTS SR : ! i @ - 1_9 ' : e ) I . Net sales a5 - B e Titinden et coon $62,845 $67.346 $79,542
: : S Tl ora < : ' i : e += Costdfsales, | "= oL Dot i e 51,797 56,528 61,664 .-
o Y : ) al iy Hetl Tl Tk A ; s Gross profit - = . - RO R h L o 11;048.-_- 10,818 17,878 s
«. Net 531.65 v i Lo $62:$15 ) $6'-.75346' _$‘79"_542 $45,304 $372026 : ' : S e S Se]hng, general and admlnrstratrve EXPENSES ~ Fiu s it e e 6,413 6318 7921 - i
T e Pt QIR 3 o ! 5 ' ' “© " Income from operatrons A e ST N e B e b T GREE 4500 9,957
: i : ; 2,06 5,101 2,665 51,593 _ : e oy _ 22
AL , § 2-'975 $ ol 5 ¥ 0k M~ b1 _ : ; o Interest expense . T - TR A . 838 . 815 . 806
Eamingspershare (1) © . "x . < $ 34 § 34§ 8§ M § 26 oS g i - Lt Otheriexpense [ o A _. 406, ., 450 445
prt . . R : - T Ty 5L e : . Income before income taxes : . e AT 3,391 3233 8,706
£ - : : e ¥y _ & . Qi ’ Ea . ; s 152, BLEE lncome tax pr0vrsron o o U g e B e o 1,316 - 1,164 . 3,605 ‘
! ol el ; (e _ G T ' L X . S - S : . " Netincome . - . e T bk b st .. $2075° % 2069 $5, 101

; W ) ; T (In thousands) - E - : .
; 2 . e . ) : Results of Operatlons Net sales decreased by approx1mately 7%.in 1996 as compared t0 1995, and :
1995 sales were 15% less than i in 1994. The reductions in'sales in 1996 anid 1995 were primarily attributable
.. toadrop in sales to two of the Companyfs largest customers. The out]ook for 1997:is for increased sales to
its entire customer hase, ; i

BALANCE SHEET DATA: : S 996 \1994 1983 '\'199‘2_',

4 U R . N : 0% L I ; Gmss profit mcmsed in ICIQG to I/G% eompared to 16:1%.iri 1995 but was less than:the 22.5% g
Total assets ) e R $3,5'1569 $32:212 $32,562 $?,4:083' $15,705 . ; | Sl ~ w7 ndarginin 1994, The 1.5% increase in margin in’ 1996 compared to 1993 resulted primarily hom higher selling. - -
: ' ) P . . 7. prices;whereas the lower margm in 1995 mmparecl to 1994 mamly reﬂected substantial increases in copper and

Long term abioh _ " : $ S _$'10’695 i $'1'0’648_ A 1'_008 $ _4'08'7 : _ : a|l.nn|num prices. The Company Expects to realize annther modest increase in gross proﬁt in: 1997 .
Stockholders equlty g R i $15640 §1 3'546‘ $:‘ 1'46,] ; $6350 $ 3"68_5 - 1 S0 I. \Whlle SG&A experises mcreased shghtiy in: 1996 cqmparc(l to 1995 sr.lch cxpen'..es were: s &
' ' : s . ' § 5 e considerably hlgher in 1994 pnmanly because of. the greater volume af busmess ie. warmmy and selling costs. .
£l =D : i1y, L s A ' ‘_ . W itatse . ' - A Interest expense has’ remamed at approxrmatt.ly lhc same Iew:l for three years, despite stlbsl'lnual_ ' J
. ' ' 3 ooz ) : : ! e W e e Y howii capital expr:ndltw'es in:1995 and the significant increase in salés in 1994. Profits in years 1994 1996 also Py
' 5 : ' e : '.helpcd to cumam borrOngs, as dld eHccuvc control of lnw:ntones = 1¢ : : 2
lncome before mcome taxes were comparabfe the last two years whereas such |nc0me in 1995 :
decreased 63% compared to 1994 prrmanly due to cost increases exceedmg selling price increases.* '
) A PV . S ; : A _' i : : : D2 _Fihahciél Condition and Liquidity The $3.7 million increase in'accounts receivable at December
(1) . Earnings per share for the years ended Decémber 31, 1996, 1995, 1994, 1993 and 1992 are based on 6,118,697, < 3 3 T g . * 31, 1996, compared to year end 1995, was primarily attributable to slower colléctions and, to a lesser estent, to
© 6,104,666, 6,301,088; 6,091,392 and 6,091,392 common. shares and corfimon share equivalents, reSpeclrvely - SEE : s e increased sales in the fourth qarter of 1996 “Accounts feceivable in 1995 were comparablé to. 1994 asa pcmentage
. Common share equivalents represent shares issuable upon, assurhed exercise of stock dptions which wouid have a :* ' T - T, = A ; ; of sales. Inventones at, December 31, 1996 and 1995 were at approxnmately the same level but were hlgher at

- dilutive effect. Ccmmon share equivalents har.l 1o matenal effect on the comnulauon in 1996, 1995, 1993 or 1992, y '.Year end 1994 duc 0] greﬂrer sales, -

: Pnoputy, Plant 1nd Equlpmentat December 31 1996 3nd 1995 were appro\lmatdy the same amount
with depreciation being only slightly more thanadditions during 1996. There was a $2 million increase in PP&E
. in. 1995, net of depreciation, which was attribtitable to'major expansions of the Companys Tu]sa and Long\rle“f
; : : : : . - i S e . Texas, manufacturing facilities.” All capital expenditures in 1995 were fi nanced out of that years cash flow and a
| ; S GiF T S > e L : S 3 = -1 " minoramount of borrowings undet the Companys revolving credit bank loan, except for the Longv:w land and
. e 1 & - _ ' : - S . W T . .. Improvemeis purchases which weré hnanced bya bank term loan '

The size of accolints. payab]e at December 31, 1996 and 1995 pnmanly reﬂect the mventones and
sales volumes in each of those years and the tlmmg of payments to credltors '
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" Also, accrued liabilities at year-end- 1996 and 1995 reflect the amount of reserves (warranty and
commrssrons) related to sales and the nrnmg of estrmated income tax payments:

The capltal needs of ‘the Company are met pnmanly by its bank revolvmg credlt faci]rty'
'Management believes this bank debt (or comparable financing), term loans: and projected profits from
operationis will provide the necessary liquidity and capital resaurces to the Compnny for at least ‘the next flve

- years. The Company's belief that it will have the necessary liquidity and capital resources is based upon its
. knowledge of the HVAC industry and its place in that industry, its ability to limit the growth of its bUsrness if
necessary and its relationship, with its existing bank lender.

- The Company's revolvmg credit line (whlch currently extends to June 30, 1998) provides for

maximum borrowings of $12; 150,000. Interest on this line is payable monthlyat the Wall Street Journal prime
rate or LIBOR plus 1.85%, at the election of the Company.- This loan is collateralized by the accounts.

 receivable, inventory and general intangibles of the Companys two operating subsrdlanes

-Forwa rd- l.ooklng Staterrlents The outlookfcxpectatlon for increases in m!cs and gross proflt in
1997 expressed under Results of Opcmnons above constitute forward-looking statements within the meaning
of Section 27A of the Securities Act of 1933 and Section 21E of the Sccunncs Ext.hange Actof 1934, The
Company believes that these forecasts are based on reasonable assumptions, No assurances, however, can be
given that these goals will be achieved.. Important factors that could cause actual results to di ffer materially

. from those in the forward- lookmg statements include (1) the umlng and extent of changes in material prices,

(2) the effects of ﬂuctuatlons in the. commercra]/lnduslna] new construction market, and (3 ( ) the timing and'

-extent of changes in interest rates, as well as other competltlve factors durmg the yeat.

- ITEm 8. FlNANCIAL STATEMENTS AND sUPPLEMENTARY DATA.
! The fmanc1al statements and’ supp]ementary data aré included at page 12.

ITEM 9. CHANGEs IN AND DISAGREEMENTS WITH ACCOUNTANTS oN
ACCOUNTlNG AND FINANCIAL DISCLOSURE-'
None.

.-—-PT_AIR]—LLL‘—"-—_ e .. : s ., : . —

ITEM 10. DIRECTORS AND. EXECUTIVE OFFICERS OF. REGISTRANT.v g
Incorporated by reference to the Company’s definitive Proxy Statement to be filed with the Secuntres

and Exchange Cornmlss;on in- connectlon with the Gompanys 1997 Annual Meetmg of Stockholders. -~ ¢ _

ITEM 11. EXECUTIVE COMPENSATION. :
: lncorporated by reference to the Companys defrnrtwe mey Statement to be filec with the Sect_mtres
and: Exchange Commlssnon in connection wuh the Companys 1997 Anmnf Mcctmg of Stod(holders

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

. Incorporated by réference to the Company’s definitive Proxy Statement tobe fjled_mrith the Seaurities

and Exchange Commission in connection with the Company 1997 Annual Meeting of Stockholders,

ITEM-13. CERTAIN RELATloszhlps' AND RELATED TRANSA:CTIO"NS.
lncorporated by reference to the Companys definitive Proxy Staterment to be ﬁfcd with the Securities
- and Exchange Commission in conpection with the Companys-1997 Annual Meeting of Stockholders.-

p— P_ARTIVI ) i S I a8

ITEM 14 EXHIBITS—, FINANCIAL STATEMENT SCHEDULES AND
i REPORTS ON FORM 8 K. :

.

(a') 1. Finaneial étatements. Sie Index 10 Consolidated Fin'andaf Statements ow page 11.

2. Exhibits: » :
(3) 2 ®  Articles of Incorboratlon (i)
' (A1) _ . Article Amendments (ii)
2 (B)) " Bylaws (i)
“ B . Amendment of Bylaws (m)
_ (4) @A) :Restated Revolymg Credit and Term Loan Agreement .
- (“Loan Agreement”) and related docurents (lll,)
(A-1) - Latest amendment of Loan Agreemcnt (lv) l
(1'0). i 1 . AAON Inc. 1992 Stock Optron Plan as amended (v)
) . (21) List of Sub_srdlanes _(y)
or Finncial Data Sehedule i

10 : lncorporatcd herein-by reference to the- exhibits to the Companys Form S- 18
308 Regrsrr’anon Statement No. 33- 18336-LA. :

) ; o Incorporated hemm by rf.femnce to the cxhrbnts to thf: Companys Annuai Repcrt on .
! : N " Form 10-K for the fiscal year ended December 31, 1990, and to the Company’s
il ) © " Forms 8K dated M'm.h 21, 1994 ami Marché 1997 ;
“(iii) ‘ . Incorporated herein by reference to the Companys Form 8- K dated]une o0, 1992

or éxhibits thereto, .

(iv) " Incorporated herein by reference to exhlblt to the Companys Form 8K dated l
: 'Septembcr 11, 1996. . = :

gR

v) S lncorporated herein by reference to exhibits to the Companys Annual Report on :
Form 10-K for the fiscal year ended December 31,1991, and to the Companys Form
S 8 Regrstratlon Statement No. Sk 78520, as amended o :

.(b) Thc Comp'my clid not file any reports on Farm 8-K dunng the period from Octaber 1, 1996, to
December 31, 1996
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Signatures. -

. * Pursuant to the rt.duumht:nt of Section 13 or 15(cl) of the Securities Exchange Act of 1934, a5 . ST ey n -
: amended, the Registrant has duly cal.lscd this mport to, bc s|gncd on its behalf by the un{!e:mlgncd herf.unto epiicr fla=s: “ (
duly authorized. y : !

AAON, INC.

DATED:. MARGH 10, 1997 . By /¢ NomanH: Asbjomson -
: = - ; Norman H. Asbjomson, President -

Purstiant to ‘the requirements of the Secunlles [}.changc Act of 1934, as amended this reporthas
beei signed below by the following persons on bchaﬂ of lhe chlslranl and in the capac1t|es and on the dates
. mdmatcd :

. DATED: MARCH 10, 1997 {5/~ Norman H. Asbjormson
= . 2N ; -Nommian'H. Asbjornson, -
President and.Direetor &
' 1(pnhcrpa| executlve ‘officer)

DaTED;: MARCH 10, 1997 fal WilliamA Bowen -

SN SRR © o7+ William A Bowen
Vice Pre51dent Finapce and Dlrector
(principal® financial officer -
and pnnc1pal accoummg ofﬁcer)

~

DATED: MARCH 1_6,'1-9‘_97 e fg.__)g.}.?ﬂl}.sjﬂbi@&l& e
- E 2 . John B. Jehnsori, Jr.

Director

) /sz' ngllagi E_rimshgi_ " s

. Richard E. Mmshall
Dmector

DATED: MARCH 10,-1§9f
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Report of Independent Public dccountants | Consolrdated @alance Sheets :
: ' . P s ¢ | (In thousands, except share amounts)
> . :
- 7 _ . 4 ] RSN (. . v ) : { M ; : : ‘. : _‘ o s < i s ‘December 31, _
.. e pia e L 1996 1995 |
» of b . = Y - i - . 1 |
2 S AT : R k o5 = ‘ S : CURRENT ASSETS: '8 ' P : 5, ?
To.the Stockholders of AAON, Inc.: : : : . : 2 5 : ¢ ] A ST s : e v :
- , 2 : 3 B e “Cash : AN o s SR $ 138§ - 663
| T 7 Accounts receuvable net (Notés 2 and 4) TR e R Ay : 13,539 9,846
lnventorles net (Notes. 2 and 4)’ e .......... A e . 9,140 ? 9,061
We hay .d m o S b fAAON I'- (e Nevada 8 g of i =t B Prepaldexpensesandother SRR e R SRR (o) 475
e have audited the accompanying consolidated balance sheets o nc. (a Nevada corporation) and . . ° i ) 3 ; . : .
. . Df di t i( A AT DT e A AL : 604 1,104
subsidiaries as of December 31, 1996 and 1995, and the related consohdated statements of operatrons : : cistircintonle axes (No 4 5J Cae T LT - L —
. stockholders equity and cash flows for each of the three years in the penodended December 31, 1996: These Total current assets iy : SO N 5 . 24,581 J 2-1-‘149,
¢ finaricial statements are the responsibility of the Company's management Our responsrblhty isto express an . o Tt ! '
. oplmon on these ﬁnancral statements based on our audlts T : i , 2 WLE PROPERTY, PLANT AND EQUIPMENT, et (Notes 3 and e B R ey P 10,133 ° 10312 °
We condUCted our atldits in accordance with generally-accepted auditing standards, Those standards require . o Ay . : 5 N OTHER ASSFTS net (N"" 2) 5, L y IR AR 3 et ‘855 A : 751
- that we plan and perform the audit to obtain reasonab]e assurance about whether the firiancial statements are © © ET R B, Total assets : St Sesiata $ 35,569 TS 32212
 free of material misstatement, An audit includes ¢ exammmg, on a test basis, ewdence supportmg the amounts ; . _ = . . !
and disclosures in the financial statements, An audit also inclides assessing the accountmg pnnuplesusedand' i . _ . _ i : : : ' : : : . : ‘
srgnlflcant estimates made by management, as well as evaluating the overall financial statement presentation, _ ) _ ; : : : ;
We believe that our audits orovrde a reasonab]e basns for our opmron : a AplaG I‘ I.A.BHILI.T;LE'S;A sto QJ&H._O.LDERS_ ) E S Ly A | Sem - L}
* In our opln[on the financial statements mfen'cd to abuvc pregcnl falrly, in all material respects, the financidl ' 5 e -_ ) CURRENT LlAf.“UT‘ES: et SO {0 it : 3 . o
position'of AAON, Inc. andsubsrdranes as of December 31, 1996and 1995, and the results f lhelropcmtrom y . - : ’ " Accounts payable | ; : e S e e AR : - % .- 6097 $° 4424
and their cash’flows for.cach of the thie years in the period entled December 31, 1996, in conformity with i Accrued liabilities (Note 2) N S e o e e 4765 " 2605
generally ar.'cepted aceotinting principles, ' e v - )
Current: matuntles of long term debt (Note 4) Sl ST s e 91 -t . 942 . _ '
e : i o : P A : : S Total cirrent liabilities * . . . ke U © 10,953 7971
A 2 o=l b 7 iy SR . a/.)dw\ O«AM = I LP Fo LN © ° +  -LONG-TerM DEBT (Note 4) T e bt e e e 8,976 . 10,695
' ; . Tulsa Oklahoma . L P | g : ' 7 STOCKHOLDERS EQUITY per accompamymg statements‘
February 7,1997 _ : ' - : b i ' ' ol N e Preferred stock $ 001 par value, 5 000 000 shares authonzed
) : ; . . ] A : ke : - no shares issued ; e A } bl S e e !
' - _ : - ! L] : s o= SR : j S S S . S Common stock $.004 par value 50 000,000 = Rt
250 ) : = : - o : shares authorized, 6,128,574and 6,113 449 isued ~ ~ w s 1S e
i SAREE oa December 31,1996 and 1995, respectlvely P A B e 25 el 24
3 - R © . -~ . Additional pﬁld -in capltal i - 2 DA AT R 7,705 7,687
: ' ' - Retained earnings- - . =0 L A A . 7,910, : 5835 :
Total stockholders’ equity * A R < A, - 15,640 - 13,546 L ST
: Total liabilities and stockholders' equity e R et s $ 35569 - $ 8321 7 .
- X The accompanyihg,hotés are an integral part of thcse balance sbeé'ts\r
: 12 13
( -,
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Consalzdated Statemems of Operatsons A e b e Consolzdated Statements

Tt bausmtds except share amotints - 2 HI
s G e S g Bkt s e s, S e Stoekhialderns SC]uth
: i L P : AR ) B o ] (I thowsands)

YEARs EnpDeED DEceEmBER 31, <l . et T . :
. - S - — : ._,___._I

1996] - . \d%8 + 2994

COMMON Stock Paid-in Retained

%! : i R = i St N . : e o ‘ : s e R - Shates Amount Capital ' Earnings - "Tota[-
NELSAES(Noteg) e einiod $ 62,8457 | §67346 - G 79542 e L o 5 L x bt e _ g :
COSTOFSALES *' 4 0 Gl oo s e bussartis 7 51,797 yv"56,528 61664 i P BALANCE, JANUARY 1,1994 = ......... i 5838 § 22§ oosd 5344 § 6350 ..
Gross Profit - AE ek e AT e T - 1,048, TR OIS ST 8T8 e o A NETINCOMERAIS™ & *o = Sany 55 il ey Neie” R R A L S 501 5101 -
.SELLING GENERALANDADM!NISTRATIVE EXPENSES ........ 1 M B 6413 . 6318 . 7921 L : k _STOCK OPTIONS EXERCISED (Nm 7) bk . g 5 iR '._ < w00
.. Income From Operations - .. .-, .. .. - o R e P 4,635 4,500 9,957 2 i ' R 1ol Sl M . 3 g
- % S Shosic LN S B o e P ; , STOCKDIVIDEND {Nete 8) i A T SEN e e ) LG 6T (6,679)
INTERESTERBENGE=" = &8 et ke s s 838 - L 806 . 5 e : e A : =—— —
OTHER EXPENSE ©~ .« ........... 406" Lt gmph. - 445 i e : _ : o . 'I
lncome Before Income Taxes ~ .- .. A e R O 3,391 3,233 T R8s SIS | Ny = , BALANCE, DECEMBER 31, 1994 Ly B S . 6,101 24 7,671 3,766 11,461 |
INCOMETAX PROYISION(Notesj D B i IR K T S o A3l _ 1,164 3,@5 : .- T A 0 £y " NET INCOME: , S A _ 49 = . e '-2,'069' 2,069 & |
NetIncome S e R e S e 8 20750 0§ 2069 - $ 5,101 o B . i = : : X o |
T 47 _ - . — - T - Stock OPTIONS EXERCISED (Note 7) ... . ©, el ULy L. 16: - - 16 |
EARNINGS PER SHARE I i B e St § P34 §. 34 $ .81 - R el W S R '- NS ' — —= :
: WEIGHTED AVERAGE SHARES OUTSTANDING. LN o Sy . 6,119° - 6,105 © 6,301 ' S e 2 25 il S e : .
' ‘ ' ' : ' ' * BALANCE; DE¢EM‘BER31, 199575 ¥ 3. i et 6,113 24 - 7687 ' . 5835 ° 13546 .
NETINCOME « ot it s o e b ea b s S e E 2075 2075 -
; S_TQCK_OPTTQN_S'EXERC.!SED-(que 7) M ' e I oy | 18 : - 19_ '
BALANCE, DECEMBER 31, 1996, ~ »+ i veenonn . 61280 $725  $7705 § 7910 ‘$15,640
i
ol :
) I -T’..'-'!.’.'I{JCC{?HIP{HI)VI'H!?' noles tlﬂfa an I'Ilft'ﬂ..r‘ﬂ'} part of these s:tal_cmc?lts'. = L : : . : : ' B ; | R B e SR %re ot integﬁil’ paril‘ of thesg sidbements,
14 e | 53 =
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Consolzdated Statements of Cash J”lows

{fn thousands)

"

™ YEaARS ENDED DECEMBER 31, : . ',' L B __,‘____.

\i296] - . \1395]

CASH FLOWS FROM OPERATING ACT[VITIES

$ 2,075

- Netincome = - A TR A $ 2,069 $ 5,101
Adjustments to reconcrle net mcome to net : ' -
cash provnded by operatmg actlvmes P :
Deprectatlon and amortlzatlon ........ 2,457 '2,7{{)5‘ - L714
Prowsron for losses on accounts recervable S 450 ) T 157
Provnsron for excess and obsolete inventories : = SR e 0 15
Loss on d1spos1t1on ofassets .- : o i . She % ,‘ Lz . .38
Deferred mcome taxes ' gl (BSG)- ©(146) - ( 1,051)
Change in assets and liabilities- >  Sn . I : :
(lncrease) decrease in accounts recetvable = e (4,143) 1,930 (3,941)
(lncrease) decrease in. mventorles ey ; (59) - 14,184, . (3,347)
_ (Increase) decrease in prepald expenses and- other T Y - 286 21e) 0L (66)
i lncrease (decrease) in accounts payable 3 es T e e 1,673 L (1,428) = 971
lncrease (decrease) i 1n accrued ltab1ht1es. ........ 2,160 (1,060) - 2,073 .
Total adjustments: - . R LN SRR NS e 2,004 . - 3092 (2,352)
Net cash provided by (used m) operatnng activities .. ..., " 4,079 : 5,_[(;1 2,749
CasH FLows FROM' lNVESTlNC. ACTIVITIES:.* o : _ o
Proceeds from sale of: property, plant and equlpment i TSI SR R -3 59
Caprtal expend1tures : ot : TSy _(2,25}) * (4,596) (2,376)
. Net cash used in rnvestmg actrvrtles BT YRl (2,053), " (4,593) (2,317)
CASH FLows FrROM FINANCING AcrlvrnEs : Y
Borrowmgs under revolving credlt ag'reemen{ e o 32,651 10,276 35,130:
Payments under revolvmg credit agreement . e (31,899) ('39',6535 0 u(34,542)
Proceeds from long-term debt . e A . - 400 - Lo s
Payments on long-term debt " V : e (3,322) (970). (1,117) .
Stock optlons exercised AR - NP .19 C 16 vl
Net cash provrded by (used in) hnancmg act|v1t1es ....... F{2E5I ) 69 (519)
NET INCREASE (DECREASE)IN CASi -~ Soo(s28): &7 o {87)
CASH, BEGINNING'OF YEAR - SR S 663 vt OB ita. 48

CASH,:END OF‘YE/_;R B

The gccorﬁpaﬁyfﬂg notes are an integral part of these statemments.

16

s 18, b RBBE Bl 6631 L b 2.

JVotes ‘To Consolzdamd J’mancxai Statements
DECEZMBER 31,1996 AND 1995 {(Dollar-amoiints i Il)mmrrrls, except ‘lmrr andipershare ulfum:n!lou:l '

2

e - O PERATIONS OPERATI AND ORGANIZATION:

- industrial new consttuctlon and replacement markets ’

manufacturer [n connection w1th the purchase from CP. CP/AAON entered into.a rioncompetition agreerent

‘AAON; ‘Inc. (the Company, a Nevada corporatlon) is engaged in the manufacture and sale of
commercnal rooltop air condmoners, heat:ng equipment and air condmomng coils through its wholly owned :

subsiliaries AAON Inc. (AAON an Oklahoma cotporation) and CP/AAON Inc: (CP/AAON,; a Texas

corporatlon) Products are pnmanly sold to bulldlng OWner/operators in the domestlc commercral and

~

In December 1991, CP/AAON _acquired certam assets of COllS Plus Inc (CP) an air c01l

with the former stockholder of CP. The agreement required payments equal t0 20 percent of CP/AAON:s pre-
tax income for each of the years endmg December 31; 1992 through 1996 Also, the agréement requrred
CP/AAON to make monthly advances of $20 through December 1996. There were no addltlonal amounts
payable exceedmg the monthly advances - -

_AQ.'S;.Q_U.N_IJM_EM,EE: :

Consolldatiorl The consohdamd fmancml smlements znclude the accounts of the Company and its

" subsidiaries, AAON and CPAAON. All 5|gn|ﬁcant mten:umpany accounts and transactions have been elumnated i | el

Revanue Recognltlon Revmuesart’recogmzedatthe'tlmeofslllpment © o e -

“upon assumed exercise of stock opt:ons which would have a dilutive effect. Common share equlvalents had rio

'.17

. out (Fll'O) method.

- straight-line mcthcd over.the lollowmg e:.trmared useful lwes.’

: avemge number of common:shares and common share equivalents cutstanding, restated for the ten percent -

-ar:coummg pnnmples requires management to make estimates and assumptions that affect the- rcported 0

lnva ntorlas lnw,nmnes are valied at the lower of cost or marker Cost is determmcd by the first-in, first-

Property, Plant and Equipment Pmpcnty, plant and equipment EI.FL si.atecl at (.‘QSI: Malnfenance
repairs and betterments, including: replaccmcnt of minor items of physical properties; are chargf.d o expense;

majoradditions to phyf.tcal properties are capitalized, l’ropcny, plant a and equipmentare clepreqatedusmg tl!.e o

) : Years
Burldlngs....':..fl...»...:....: ........ e S 1020 e

Machinery and'equipment .. . ... ., et s s v 3

Fumltureandhxtures..'....'.;._....-.,...I.....:....'.,' ........ : 235,

.

Waria nties A prov1s10n is made for the estlmated cost of warranty dbllgatlons at the time. the related
products are’sold. Warranty expense was $1, 547 $2 033 and $2 712 for the years ended December 31; 1996
1995 and 1994, respectrvely -

Earnings Per Share Earnings per share has been computed by dividing net income by thé welghted

stock dividend (See Note 8). Common share equivalents included in the comiputation represent shares issuable

material, effecl on the computation in 1996 or | 995
Use Of Estimates .The preparation of fmanmal stalem;znts in ccmfommy with generally accepted
amotints of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the rt.poned amouints of revenues and expenses during the reportmg penod Actual results }
cculd d1lfer from’ those estimates.  ~ . . : - :
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Details To Consolidated Balance Sheets - 1996 : 1995 WS __a‘_S_U‘E.E'L'EBTE'FML_CASH_'ELO'N‘_I'HECI’"RM"_“I'D'NJ_ Tk T L
np ACCOUNTS RECEIVABLE: S _ : ' 3 ! - Interest payments of $813,$815 and $760 were made dunng the years.ended December 31, 1996,
+ Accounts receivable - pod A s $ 14072 $ 10,050, 1995 and. 1994, respectively. Payments for income taxes of $652, $1 604-and $4;335 were made dunng the
LeEFO taalllor\:/eatnce f‘_’r doubtful accounts : S e SN T ’, ; ‘1 : g gg — S 9%— . years ended. December 31, 1996, 1995 and 1994, reSpectlvely
INVENTORIES: ., SR . y : e, " "‘_4_-.__0_&:5,1: B L
Raw materials = ) : A LA TR $ 5640 ' § 5451 ,
Work in process L N i Tl SYERR. LR I L i 1,385 . 1,366 : s Wt A - S e e
Finished gbod's L ‘ AR OREE B (e 2,245 '2.394 LONG-TERM DEBT AT DECEMBER 31, CON.SIST-S OF :['HE FOLLOWING: : - 1996 et 1995
' SIS e B e e LLeE 9970 AR ' T R S ' A
Less- allowance for excess and obsolete inventories. . . , . .. e i e 3O S e s TS ~ Three bank term-loari agreements, paid in 1996, R ORI _$ = $ 2930
Lo o _ ; S e N e e R : : 9‘961 $12 150 maximum bank lme of credit, with mterest
PROPFRT.Y, PLANT AND EQUIPMENT: : 2010 ! . " payable monthly at LIBOR plus 1.85% = g : 3
Dl e nE L p SRt SR E b > s $ 74 . $ 274 (7.50% at December 31,1996), due June 30, - ... - e o WL .
Buildings : " ST LR e e S e 70780 . 7,246 1998, collateralized by‘accounts receivable and IVENTONY st ol s evsncd e 8,690 - 7,938
Machinery and equipment B e Brslaas .- © 8933 7,523 i ' - - ' ' [
Fimnitureand fiaffess — -0 0t TRl e oo & g = . 1516 : {100 - Bank term-loan agreement, payable in monthly installments
=X e L O SR T 7Y : 16,143 " of $3; through March 2000, plus interest at the banks : : ;
Less- accumulated depreciation : 2 I e e T " 7,868 - % 5831 prime rate plus 1/4% (8.5% at December 31, 1996} i AR &
Total, net ; - T N s e 10133 . 1031 collaterallzed by:- real estate. _ . S LT OO R e S 367
OTHER ASSETS: : _ . : ; o Other A e " i 2 | R R ' 50 402
* Noncompetition agreement - o e e e, . ey K00 TS 1075 : Sl . : SRR ST Aol enagess 2067 637
Deferred income taxes* . - 116 i A e e 2809 Y st T 449 - Less-current maturities : ' AR Bt L L 942
Ofbien i b e s 1 S N e g S e 3t 46 07 : ' T et .. 3. 8976 % 10,695
: i TR ydoaias .| BB5] Ty et Buql53q . '
Less- accumulated arnortlzanon for noncompetmon agreement. A IR s =t 780 !

Total, net- - - IRl ool e g it el '8 cgss. 0 8 7t

- ACCRUED, LIAWLITIES:

Warranty : : ' Fein b s e i G300 = g e
Commissions - I A o . 1,441 555
Income taxes . N G TRV ST 15:)) | e S * 264"
Other . : W e T ALY TR I : 720 396
Total & 50 o _ o i e i $ 4765 - $ 605
i : ‘ S ' : : : . Decehtber 34,
1996 1995 1994
© ALLOWANCE FOR DOUBTFUL ACCOUNTS: -~ . = ; > RS ) I
* . . ‘Balance, beginning of period S = ST e e R $204 $145 $ 80~
Provision for losses on accounts receivable -~ ..ol L. i vz« 450 - 122 157
Accounts receivable written off net of TECOVETIES 55 iiaislwaca siavaras et (GG & S (R __(92)
Balance, end of penod : R T b S kb ...$ 533 . $ 204 $ 145
ALLOWANCE FOR F_xcr_ss AND OBSOLETE INVENTORY: . N : ST
Balance, beginning of périod i N ST s B S $ 240 $ 140
Provision for excess and obsolete mventones e F Sl = = W e 100
Inventories written off st A A el 13 ) Sl =
Balance; end of period . = e P R o R I $ 130 °  $.150- . $ 240
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COMBINED MATURITIES-OF DEBT FOR EACH OF THE YEARS ENDED DECEMBER 31, ARE 4S FOLLOWS:

1997, . ‘ : 4 91

) 1998 . i 8,730
. 1999, . oh 40

2000. BN, - 206

‘ ‘ $ 9,067

The revolvmg credit agreement requlrcs among other thmgs, that the Company maintain a
minimum tanglblc net worth, minimuni working capital and a minimufti debt to tangible net worth ratio, At
-December 31, 1996, the Company: was in compllance w1th the covenants of the revolvmg credlt agreement.

" Based on the borrowing rates currently a.vallable_ ta the Company for bank loans wnth similar terms
and average maturities, the fair value of the long-term debt approximates the carrying value. ‘

5 mcor.ua TAXES: *~ : N q,,- o

The Company applies the provisions of Stau,ment of Fmancxal A(‘munung Standards (SFAS) Nn §
109, "Accountmg for Income Taxes.” SFAS 109 requires recognition of deferred tax liabilities and:assets far’
expected future consequences of events that have been included in a company's fmancnal statéments or tax
return, Under: this method; deferred tax liabilities and. assets are determined based on the dlfference between
the financial statement and tax basis of assets and Habilities using enacted tax rates.. '

19-
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YEARsS ENDED DECEMBER 31, ) __

THE INCOME TAX PROVISION CONSISTS OF THE FOLLOWING:

W o

»

e e A e —

Al

O MatOR CUSTOMERS: :

. ElirentRaiistun Bl R o A i $2:176 $ 1,310 $ 4656
Deferred s A s O A T st (800 {146) ~ (1,051)
5w e (s $ 1316 $.1,164 ' $ 3,605
The RECONCILIATION OF THE FEDERAL STATUTORY lNeOME TAX RATE To‘ ' .
: THE EWECTIVE INCOME TAX R.r‘\]'[ TS AS IOLLOWS ....... bErer i T bt rle ST . : 0
Federal statutory rate . : 34% . 34%. " 349
; . State income taxes , T e e ] e @ 6
Olher S R oo e e ) e
5 e 2 e el L 39%:  36%  41%
: THE TAX EFEE (.T OF TLMI’ORARY Dlrlﬁm.NCES G!VINC RISE TO THE
pioe _ . COMPANY'S DEFERRED INCOME TAXES AT DE(.EMI]ER 31 ARE AS FOLLOWS: _ :
NET DEFERRED TAX ASSETS - _ E 0 : ' " . . 199_6 . 1995 .
Valuatron reserves X T Sy oL, $ 450 $ 213
Warranty acenaals o . e GRSty 535 556
 Otheracerals ™ . . o e o Y= TER7T L meRG)
 Depreciation and amortization - . . - . . RS e 126
Noncompetrtron agreement g VLRGN T TR ’ 420 ; 5220 -
' Other net RS N s 5 f ' $ 48 5 500

- $2413 $1553

Sales'to customers with greater than ten percent of total sales consist of the following:

YeEarRs ENDED DECEMBER 31, '_

Farget RS e L R T o 14% 17% 0" o F
Wal-Mart Stores, Inc By s s L e L e = 2%, . 40%

* Less fhan 10 percent

The Company maintains a stock option plan for key employees and directors and restncts 605,000 shares

"of common stock for i issuance under the plan. Under the terms of this plan, the exercise price of shares granted will

not be less than 85 percent of their fair market value at the date of the grant. Thevexercise price of all options granted

was equal to the market priceat the date of grant. Options granted vestata rate of20 percent per yea; cohimending: -
“one year after date of grant and are exertrsable for ten years. At December 31,.1996, 142,125 shares were avallable-’
for granting future optrons The number and exercrse pnce of optrons granted were as follows '

20

A e i

i .- i ; 1 - IPTQ._EDrma PR S $ 33"

! ‘ : Nunber " Price
) o Ak of Shares Per Share
i OUTSTANDING AT JANUARY 1, 1994 . 0i0 ioene o 237,500 - $125-$1.31 -
4 Stack'Dividend-"* M = e 0 S Ml . 23,750 g -
Granted®- S M R e s e e * 37,400 $13.01
0 e Exercisedetil bt B et e S S See T (8,250) g [ P
; OUTSTANDING AT DECEMBER 31, 1994 e (R e (el s 290,400  $1.19-%13.01- -
| - 'Exercised | ) e N T = (13,750) $.1.19
' T - OUTSTANDING AT DECEMBER 31, 1995 R e S Siwis 276,650  $1.19-$13.01
o Cranted SR TSR e W B 207,125, $4 50-$5:13 -
Exercrsed P e s e e et " (15,125) $1.19 -
e Cahce o e SR e MR S ez S B S =) (42,900) $13.01
OUTSTANDING AT DECEMBER 31, 1996 ....................... 425750  $1.19-$5.13-
ExERCISABus AT DECEMBER 31, 1996 S LR g e e 190,005 $1:19-85113
. The Company adomecl rhe dlsclnsurc 011ly provisions 6f SIAS 123, "Accountlng for Stock Based.’

i Compcnsauon Accorﬂ:ngly. no compensation r.‘osl has Dbeen recognized: for the stock ¢ option plans. Had

——

comipensation cost for the Company’s stock. option p]ans been determined consistent with, the provisions of

amounts indicated below

1996 " 1995

SFAS 123, the Companys net income and eamrngs per share would have béen reduced to the pro forma. -

NET INCOME;
- As reported
Pro forma y ‘ .
4" . EARNINGS PER: SHARE:  * v, | 1 o
R As reported : : ' 2

i e SN 5 2| OIS crWie /D60
5 - 7§ 2,069

T am

.34
.34

o o

January 1, 1995, the resulting pro forma compensatron cost may not be representatrve of that to be expected
in future years g ; :

The fair value of each optron grant is estrmated on the date of grant usrng the Black Scholes option
R : pncrng model with the following weighted average assumptions: dividend yreld of 0% “expected volatility of
? - : : #.50.24% to 50. 79%; risk-free interest rate of 6. 14% to 6.78%; and expected ||ves of erght years.

The Company sponsors a defined contnbutltm bcnefrt p]an [:mpioyces can make ::onmbutrons at -
a mmrmum of one-percent and @ maxiinum of- 15 percent of compcnsatron The Company. may, on a':

, : _ +_discretionary basis, contribute a Company matching contributiort not to exceed six percent of compensatron
i S | 5 . Thr: Company made m"m:hmg contributions of $97, $84 and, $78in 1996, 1995 and 1994, respectrvely

L R “ 3 : - . The Company maintains.a*profit sharing bonus plan 1 under which ten percent of pre -tax profrt is
'  paid to efigible employees on a quarterly basis. Profit 5hanng expense was $303; $479 and $998 for the years

o ,ended Deccmber 31, 1996, 1995 and 1994, respectively. -

- . v 2 -

_alﬁlncx_mijn D

Dunng February 1995 the Company declared a ten pencent slock dividend, The eamlngs per share
- and aveérage shares outstanding amotmts in, the 1994 consolrdated statements of operations and the shares
outstandmg in the 1994 consolidated. statcments of stuekho]ders equrty were restated toreflect the stock drvrdend

»
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Because.of the SFAS 123 method of accountmg has not been apphed to optrons granted pnor to
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' . P SR - Officers s
A - : _ Norman H. Asbjornson
| et AN e _ ! President and Treasurer
| ;7 Board of Directors
f - e L 3 " : : Robert G. Fergus
| 3 % W _ Norman H. Asbjornson Vice President
: . i Presiderit and Treasurer o
i : AAON, Inc. William A. Bowen
. g . S . E Vice President — Finance
~ William A, Boweri

I ; President, The Bowen Company

. ' : " Tulsa, Oklahoma I

(Financial Cc‘méulting)

lohn B. Johnson, Jr.
Secretary :

Johri B. Johnson, Jr. * : N : | _ s
" Membgr, Johnson, Allen, , : T ) : 3 ;

. \ ‘l ) ! ] - _.
Jones & Domblaser CO f"]) orate (DICL ta

i R : + Tulsa, Oklahoma
(Law Firm) s : % j

: : / Transfer Agent and Registrar
Progressive Transfer Company

I - : . . loseph M. Klein
b . ; President, CCI Corporation Gt 1981 East Murray-Holladay Road
I : (Truck Parts & Service, OEM Heavy Diity [ Suite 200 :
| o = “ Thucks) : dl Salt Lake City, Utah 84117
1 : i T _ . Auditors’ '
= : Rlchard & Minshall . Arthur Andersen LLP.
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. S : * Anthony Pantaleoni

' < ) ‘Partner, Fulbright & Jaworski LL.P. gt
; e New York, New York ™ -
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General Counsel
Johson; Allen, Jones & Domblaser
900 Petroleum Club Building
: w® B 601 South Boulder
: : . Xk Tulss, Oklahoma 74119
. Charles C. Stephenson, Jr. : ' o
Chairman, Vintage Petroleum, Inc, Executive Offices
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. LR : : - S o : Tulsa, Oklahoma 74107 .~
_ 54 = e : s s . Common Stock ° -

NASDAQ-AAON

g e : : NS “. . . Website Address
- http://www.aaon.com

AAON Proudly Acknowledges

the Dedication and Determination

of Our Employees Whose Efforts

Contribute

To Our Success.

AMIN ABDELQADER
GARY ADAM
MICHAEL AICHELE |R
JOYCE ALFORD
JONNIE ALLEN
MICHAEL AMBURGEY
JIM AMENT
CHARLES ANDERSON JR
ERASMO ARENAS
LEWIS ARMSTRONG
NOKMAN ASBJORNSON
SCOTT ASRIORNSON
GARY ASHMORE
DWIGHT AUSTIN
ELOY AVILA

DAVID RAKER
PEARL BALDWIN
JOSEPH GARBERA
BARRY BARKINS
MICHAEL BASS
TERANCE RASSETT
CURTIS BATTLE
JIMMY BEAN

ERWIN BEAR
DERRICK RECK
NICHOLAS BECRAFT
AUSTIN BEIGHLE
JUSTIN BEIGHLE
TERRELL BELL
CARLA BELVEAL
MICHAEL BELVEAL
SHAWN RENDELE
ISAAC BENN

ROY RENTON
CARMEN BERROSPE
HANK BIERWIRTH
CARROL HIGGS
DEAN BIXLER

JAMES BLACK
BRANDON BLALOCK
JIM BLEVINS
RICHARD BOBO
MARCO BOCANEGRA
HAROLD BOGGS
JAMES IEOND

JOHN RONTCELLI
WILLIAM HOWEN
DEMECO BOWENS
CHARLESETTA BOWIE
JOHN BOYD
STEFMHEN BRAZELL
CUKTIS BRICE
CHARLES BRITTENHAM
GERALD RROOKS
TONY RROTHERTON
DARLENE BROWN
JOHN BROWN
RACHAEL BROWN
ROBERT BROWN
TED BROWN

JAMES BRU

WAYNE RRUNT
WILLIAM BRYANT
BANG BUI

CARLOS BUIRREA
ROBEKT BURCH
ROBRYE BURK
CHARLES BURRIS
CEDRIC DUSH

JOHN RUTLER
OSCAR CADENA
MARTHA CALDERAS
KENT CALLICOAT
ERASTO CANCHOLA
ARTHUR CANDLER
JUAN CASTRO
ROBIN CAVANAUGH

PHAYUANH CHAREUNSOUK

RUBEN CHAVEZ

DALE CHERRY

DANIEL CHERRY
GEORGE CHURCHILL
MORRIS CLARK
RAYMOND CLEVELAND
WILLIAM CLEVELAND

‘S e

JR

KENNETH COCHRAN
PENNY COLE

ROSE COLE

LEVI COLSTON
CLARENCE COOK
ELAINE CORKHILL
GLENNA CORNEJO
JERRY COSPER
RELINDA COX
CHRISTINE COX
JOHN COX
RICHARD CRAITE
LINDA CRAMER
MELVIN CRAMER
PRESTON EASON
MIKEL CREWS
DARRELL CROW
JEFF CRUMI"
WILLIAM CUMMING
RORBERT CUMMINGS
BRIAN CUNNINGHAM
GWENDOLYN DANIELS
RERNARD DANSRY
LORETTA DARLING
CARLA DAVIES
CARLA DAVIS
CAROLYN DAVIS
JOHN DAVIS
KIRKLIN DAVIS
MARK DAVIS
RICHARD DAVIS
RON DAVIS
STEWART DAVIS
LESLIE DAVISON
TUYET DAWSON
GWENDOLYN DECKARD
JUANA DELOBO
CHARLES DEWEESE
JESSIE DOBSON
HOMER DODD
KEVIN DODD
RICKEY DOBSON
CARRIE DONATHAN
PRINTISS DORSEY
RON DOTY
HAROLD DOUCGLAS
JOHN DOWNEY

THOMAS DREADFULWATER

MICHAEL DREW
JERROLD DUDLS
JOSEPH DURNS
THEODORE DUKE
RANDY DUNAWAY
RALPH DURBIN
GLENN DURHAM
RANDY DWIGGINS
JEFFERY EDELMAN
VICKI EDWARDS
BETTY ELI

ALFRED ELLIS
TINISHA ENGLISH
KENNETH ERVIN
MIGUEL ESPINOZA
GILDA ETUMUDOR
RONALD EVANS

BOB EWING

MARK EWING
CEOLAR FAGGANS
JAMES FARMER
DANA FELLOWS
ROBERT FERGU
DARRELL FERGUSON
PEDRO FERNANDEZ
"LEORNIS FITZPATRICK
HARRY FLETCHER
MARIA FLORES
RUBY FLOYD
CHRISTOPHER FOUE
RUDY FOGLE
KENNETH FONTENOT
SHARON FONTENOT
DON FORBES
ERNEST FORKEY
KENNETH FOYIL
MARY ELLEN FRANKLIN

Of

Immeasurably

LINDA FREEMAN
JOHNNY FRIESZ
RORY GARRIEL
RICHARD GALLEGOS
YOLANDA GALVAN
CURTIS GANN
LEON GANN

MARIA GARCIA
PEGGY GARLAND
DAVID GAYIRA
DAPHNE GEORGE
CARLTON GILFORD
TYLER GILLIAM
DAVID GILLILAND
MICHAEL GLASS
MICHAEL GLENN
HENRY GOLDSTON
ELPIDIO GOMEZ
MIGUEL GOMEZ
SUSANO GONZALEZ
JERRY GOODALE
BARRY GOODSON
JANA GORMAN
CHRISTOPHER GORTON
JACQUE GOSNELL
CYNTHIA GRANADO
JAMES GRAY

CASEY GREER
RONALD GREER
STEVE GRESHAM
JEWEL GRIFFITH
RONALD GRIMES
FRANKIE GROGAN
JEANNE HACKLER
NANCY HACKNEY
ANITA HALE
GLENDA HALL

JACK HALL

KELLY HALL

SCOTT HAMILTON
SAM HAMMOUD
PHILIP HAMIPTON
STEVEN HAMITON
ANDREA HARNACGE
MARSHALL HARNDEN
ARON HARRINGTON
DEBRA HARRIS
NORMA HARRIS
KENNETH HAVARD
RORERT HEARD
RYRON HENDERSON
DANIEL HENDERSON
OREN HENDERSON
JAMES HENSLEY
ARIEL HERNANDEZ
FRANCISCO HERNANDEZ
TAKEO HIGA
DEWAYNE HIGHTOWER
JACOB HILL
MARCELLA HILL
CHRISTOPHER HINDERS
JOSEPH HINES

JERRY HIRTH
ANTHONY HOLLINS
DONNA HOLLOWAY
DEBBIE HOLT
STANLEY HORTON
DAN HOSS

JERRY HOUST

LARRY HOWARD
LYDIA HUDSON
SCOTT HUDSPETH
DIMAS HUERTA
PDOUGLAS HUFFMAN
LLARRY HUFFMAN
RILLY HUGHART
RONALD HUTCHCRAFT
GARY HUTCHINS
SAMUEL INGRAM
LOREN IRONS

TIM IRWIN

AN

JIMMY I1SAAC
SELENA ISOME
RETTY IVY
RELINDA JACKSON
McKINLEY JAMES
CHRIS |ENTZSCH
JOHN JEWELL

ED JOHNSON
JANET JOHNSON
RUDOLPH JOHNSON
SHERRI JOHNSTON
DOUGLAS JONES
MICHAEL JONES
JERRY JORDAN
DON KAY
RICHARD KEATON
RANDALL KEENER
BRIAN KELLEY
BRENT KELLOGG
HAROLD KEMPKES
LARRY KENTON
RANDY KING
RUSSELL KING
SHONERIC KING
CHARLES KIRKHAM
DANA KIRKLANID
DONLE KIRKLAND
REBECCA KNIGHT
RAYMOND KOLLOCK
JAMES KOSS

UMAR KRISHNAN
JOHN LANCASTER
DENNIS LANE JR
RICK LARSON
GLEN HAN
RICHARD LAWSON
RONALD LAWSON
JACKIE LEE

PETE LEININGER
MARTHA LENARD
PATRICIA LENNOX
KEVIN LESTER
KIRBY LEWIS
NANCY LEWIS
JERRY LINCOLN
JUAN LISCANO
RAQUEL LISCANO
TOMMY LOFGREN
RICHARI} LONEY
MARGARITO LOPEZ

MATHEW MOORE
SHERRY MOORE
TONY MOORE
MARTIN MORENO
KATHRINE MORRISON
SANTONIO MORRISON
MARCUS MORROW
CLAYTON MOTE
KRISHNA MUPPAVARAPU
JOHNNY MUSGRAVE
ERIC NETTLES
SHAWN NEVELS
NITA NICHOLS
JERRY NOLAN
LINDA NOLAN
JAMES O'NEILL
JAMES O'NEILL. JR
GEORGE OEHMCKE
RAYMON OSBORN
STEPHEN PARGETER
SHIRLEY PARKER
MICHEAL PARNELL
JAMES PARRO
JASON PATE
RONNIE PATTON
VADEN PAULSEN
CODY PECHANE
CHIKETA PEGUES
WILLIAM PEGUES
JIMMY PENSE
CHARLES PEOPLES
BRIAN PERKINS
JACK PETRIN
RONALD PINGILLEY
KEVIN PITTSER
MARK POOL

WAID POOL

GUY. POTTER
OSCAR POUND
GREG POWERS
MARTIN PRADO
JOHN QUINTON
GARY RAINWATER
EVA RAMIREZ
JOSE'RAMON
ROBERT RANDALL
DIEGO REROLLAR
MIGUEL REBOLLAR
JAMES REED

LYNN REED

DENNIS SMITH
NILAH SMITH
DENNIS SNOW
KEVIN SOUVANNASING
JOE SOWERSBY
JOE SPEARS

LARRY SPEARS
DANIEL SPRINGS
PAUL SPURRIER
LAWANA STANE
LARRY STANTON
ARTIS STARLING. JR
JOHN STEVENS
ARIAN STEWART
CARL STEWART
NATALIE STEWART
STEVE STEWART
TEDDY STEWART
TOMMY STEWART
OLA STINSON
BRENT STOCKTON
SAMMIE STOKER
BILLY STRENGTH
NATHAN STRONG
GARY SWARER

JAMES TABER

JOE TART
ANTHONY TATE
CLINDELL TAYLOR
KEVIN TEAKELL
JANET THOMAS
JERONE THOMAS
LEE THOMAS
MARK THOMPSON
MERLENE TIGER
JAMES TORNBERG
JORGE TORRES
KATHERINE TULSA
JOSEPH TURNER
PERNELL UNDERWOOD
JOHN VANNESS
BLANCA VAZQUEZ
GARY VESPER
JOHN VILLALPANDO
DONNIE VOLKL
LINH vUu

JENNIFER WADE
JEREMY WADE
BRETT WALKER
RODERICK WALKER

PpPpreciation

RICARDO LOPEZ
RICHARD LUDWIG
CARL LUND
SHELDON MACK
CHARLES MADER
DON MADEWELL
DAVID MAGEE
DAVID MAGEE. JR
TT MAHAN
LATY MALAPHA
NANCY MARROQUIN
ERROL MARSHALL
ANTHONY MARTIN
KEITH MARTIN
MARY MARTIN
THOMAS MARTIN
GRACIELA MARTINEZ
IAMES MASON
CHRISTOPHER MASON
JANICE MASSA
RRANDEN McCALL
DORIS McCLOUD
JEARL McCOMBRS
ROY McCONNELL
JACKIE McCOO
RAY McCORMICK
THOMAS McCUNE
WILLIAM McDAVID
JAMES McMANUS
SUSIE MeWILLIAMS
CHARLES MEADOWS
KEVIN MENDENHALL
JUAN MERCADO
STEPHEN MINOR
ROY MINTON
CHARLOTTE MITCHELL
DOUGLAS MITCHELL
DANA MITCHELL 1V
TRACY MOULEY
JO ANN MONTGOMERY
JAN MOORE

JR

EVERETT REITZ
DAVID RENEAU
LORI REYNOLDS
MICKEY REYNOLDS
BALLARD RICE
ROBERT RICHARDS
MILDRED RICHARDSON
BOYCE RICHIE
JESUS RIVAS
MICHAEL ROARK
DIANA RODRIGUEZ
TIFEANY RODRICUEZ
CHRISTOPHER ROGERS
JERRY ROGERS

JEFF ROLLINS
TERRY ROMRACH
RORERT ROMO
JOHNNY ROSS
RONALD RUENGERT
AVA RUSSELL
FLOYD SALTSMAN
JOSE SANCHEZ
ROSA SANCHEZ
LUIS SANTILLANO
ROBERT SCHOOLEY
DWAYNE SCHWARTZ
CHARLES SEARL
SEAN SEELY

HENRY SHAMNURGER
STEVEN SHAW
KATHY SHEFFIELD
PDEUDRA SHELTON
VIRGINIA SHELTON
DARRELL SHEPHERD
VINSON SHIPP

TOI SIMPSON
JACOB SLIMP
BRENDA SLOAN
LARRY SLONE
ALLAN SMITH
RRETT SMITH
DAVID SMITH

NOLA WALTERS
KEVIN WARD
PERRY WARNER
JEANETTE WASHING T
GERALDINE WATSON
ARTHUR WATSON JR
ANTHONY WEBY
NORRIS WEND
SHAWN WELSH
CAROLYN WESLEY
DAVID WESLEY
SHARON WEST
LARRY WHINERY
WILLIAM WHINERY
DERORAH WHITAKER
CARRIE WHITE
GERRY WHITED
STEVEN WHORTON
JACKIE WILES
JERRY WILES
ANGELA WILLIAMS
CHRISTOPHER WILLIAMS
DONNIE WILLIAMS
TERRY WILLIAMS
THURMAN WILLIAMS
TONY WILLIAMS
WALTER WILLIAMS
JAMES WILLIAMSON
JERI WILLIS
JOE WILLIS

YNDA WOLF
DALE WRIGHT
JASON WRIGHT
JIM WYRICK
GEORGE YEBOAH
JESSE YOUNGRLOOD
BENNY ZUNIGA
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