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Management's Discussion and Analysis of Financial Condition and Results of Operations 
 
Cautionary Statement 
 
The Private Securities Litigation Reform Act of 1995 provides a "safe harbor" for forward-looking statements.  Information in 
this Item 7, "Management's Discussion and Analysis of Financial Condition and Results of Operations" and elsewhere in this 10-
K that does not consist of historical facts are "forward-looking statements."  Statements accompanied or qualified by, or 
containing, words such as "may," "will," "should," "believes," "expects," "intends," "plans," "projects," "estimates," "predicts," 
"potential," "outlook," "forecast," "anticipates," "presume," "assume" and "optimistic" constitute forward-looking statements and, 
as such, are not a guarantee of future performance.  The statements involve factors, risks and uncertainties, the impact or 
occurrence of which can cause actual results to differ materially from the expected results described in such statements.  Risks 
and uncertainties can include, among others, fluctuations in general business cycles and changing economic conditions; variations 
in timing and amount of customer orders; changing product demand and industry capacity; increased competition and pricing 
pressures; advances in technology that can reduce the demand for the Company's products, as well as other factors, many or all of 
which may be beyond the Company's control.  Consequently, investors should not place undue reliance on forward-looking 
statements as predictive of future results.  The Company disclaims any obligation to release publicly any updates or revisions to 
the forward-looking statements herein to reflect any change in the Company's expectations with regard thereto, or any changes in 
events, conditions or circumstances on which any such statement is based. 
 
Application of Critical Accounting Policies and Estimates 
 
The Company's consolidated financial statements and accompanying notes are prepared in accordance with U.S. generally 
accepted accounting principles.  The preparation of the Company's financial statements requires management to make estimates, 
assumptions and judgments that affect the amounts reported.  These estimates, assumptions and judgments are affected by 
management's application of accounting policies, which are discussed in Note 1, "Summary of Significant Accounting Policies", 
and elsewhere in the accompanying consolidated financial statements. As discussed below, our financial position or results of 
operations may be materially affected when reported under different conditions or when using different assumptions in the 
application of such policies.  In the event estimates or assumptions prove to be different from actual amounts, adjustments are 
made in subsequent periods to reflect more current information.  Management believes the following critical accounting policies 
affect the more significant judgments and estimates used in the preparation of the Company's financial statements. 
 
Accounts Receivable 
 
Our ability to collect outstanding receivables from our customers is critical to our operating performance and cash flows.  
Accounts receivable are stated at an amount management expects to collect from outstanding balances.  Management provides for 
probable uncollectible accounts through a charge to earnings and a credit to a valuation allowance based on its assessment of the 
current status of individual accounts after considering the age of each receivable and communications with the customers 
involved.  Balances that are collected, for which a credit to a valuation allowance had previously been recorded, result in a 
current-period reversal of the earlier transaction charging earnings and crediting a valuation allowance.   Balances that are still 
outstanding after management has used reasonable collection efforts are written off through a charge to the valuation allowance 
and a credit to accounts receivable in the current period.  The actual amount of accounts written off over the five year period 
ended May 31, 2016 equaled less than 0.1% of sales for that period.  The balance of the valuation allowance has increased since 
May 31, 2015 to the current level of slightly less than $20,000.  Management does not expect the valuation allowance to 
materially change in the next twelve months for the current accounts receivable balance. 
 
Inventory 
 
Inventory is stated at the lower of average cost or net realizable value. Average cost approximates first-in, first-out cost. 
 
Maintenance and other inventory represent stock that is estimated to have a product life-cycle in excess of twelve-months.  This 
stock represents certain items the Company is required to maintain for service of products sold, and items that are generally 
subject to spontaneous ordering. 
 
This inventory is particularly sensitive to technical obsolescence in the near term due to its use in industries characterized by the 
continuous introduction of new product lines, rapid technological advances and product obsolescence.  Therefore, management of 
the Company has recorded an allowance for potential inventory obsolescence.  Based on certain assumptions and judgments made 
from the information available at that time, we determine the amount in the inventory allowance.  If these estimates and related 
assumptions or the market changes, we may be required to record additional reserves.  Historically, actual results have not varied 
materially from the Company's estimates. 



 
The provision for potential inventory obsolescence was $180,000 for each of the years ended May 31, 2016 and 2015. 
 
Revenue Recognition 
 
Sales are recognized when units are delivered or services are performed.  Sales under fixed-price contracts are recorded as 
deliveries are made at the contract sales price of the units delivered.  Sales under certain fixed-price contracts requiring substantial 
performance over several periods prior to commencement of deliveries, are accounted for under the percentage-of-completion 
method of accounting whereby revenues are recognized based on estimates of completion prepared on a ratio of cost to total 
estimated cost basis.  Costs include all material and direct and indirect charges related to specific contracts.  Other expenses are 
charged to operations as incurred.  Total estimated costs for each of the contracts are estimated based on a combination of 
historical costs of manufacturing similar products and estimates or quotes from vendors for supplying parts or services towards 
the completion of the manufacturing process.  Adjustments to cost and profit estimates are made periodically due to changes in 
job performance, job conditions and estimated profitability, including those arising from final contract settlements.  These 
changes may result in revisions to costs and income and are recognized in the period in which the revisions are determined.  Any 
losses expected to be incurred on contracts in progress are charged to operations in the period such losses are determined.   
 
If total costs calculated upon completion of the manufacturing process in the current period for a contract are more than the 
estimated total costs at completion used to calculate revenue in a prior period, then the revenue and profits in the current period 
will be lower than if the estimated costs used in the prior period calculation were equal to the actual total costs upon completion.  
Historically, actual results have not varied materially from the Company's estimates.  In the fiscal year ended May 31, 2016, 66% 
of total revenue recognized was accounted for using the percentage-of-completion method of accounting while the remaining 
34% of revenue was recorded as deliveries were made to our customers.  In the fiscal year ended May 31, 2015, 70% of total 
revenue recognized was accounted for using the percentage-of-completion method of accounting while the remaining 30% of 
revenue was recorded as deliveries were made to our customers. 
 
For financial statement presentation purposes, the Company nets progress billings against the total costs incurred on uncompleted 
contracts.  The asset, "costs and estimated earnings in excess of billings," represents revenues recognized in excess of amounts 
billed.  The liability, "billings in excess of costs and estimated earnings," represents billings in excess of revenues recognized. 
 
Income Taxes 
 
The provision for income taxes provides for the tax effects of transactions reported in the financial statements regardless of when 
such taxes are payable.  Deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary 
differences between the tax and financial statement basis of assets and liabilities.  The deferred tax assets relate principally to 
asset valuation allowances such as inventory obsolescence reserves and bad debt reserves and also to liabilities including warranty 
reserves, accrued vacation, accrued commissions and others.  The deferred tax liabilities relate primarily to differences between 
financial statement and tax depreciation.  Deferred taxes are based on tax laws currently enacted with tax rates expected to be in 
effect when the taxes are actually paid or recovered.   
 
Realization of the deferred tax assets is dependent on generating sufficient taxable income at the time temporary differences 
become deductible.  The Company provides a valuation allowance to the extent that deferred tax assets may not be realized.  A 
valuation allowance has not been recorded against the deferred tax assets since management believes it is more likely than not 
that the deferred tax assets are recoverable.  The Company considers future taxable income and potential tax planning strategies in 
assessing the need for a potential valuation allowance.  In future years the Company will need to generate approximately $2.8 
million of taxable income in order to realize our deferred tax assets recorded as of May 31, 2016 of $965,000.  This deferred tax 
asset balance is 12% ($106,000) more than at the end of the prior year.  The amount of the deferred tax assets considered 
realizable however, could be reduced in the near term if estimates of future taxable income are reduced.  If actual results differ 
from estimated results or if the Company adjusts these assumptions, the Company may need to adjust its deferred tax assets or 
liabilities, which could impact its effective tax rate.  Historically, actual results have not varied materially from the Company's 
estimates. 
 
The Company's practice is to recognize interest related to income tax matters in interest income / expense and to recognize 
penalties in selling, general and administrative expenses. 
 
The Company and its subsidiary file consolidated Federal and State income tax returns.  As of May 31, 2016, the Company had 
State investment tax credit carryforwards of approximately $262,000 expiring through May 2022. 
 
 



Results of Operations 
 
A summary of the period to period changes in the principal items included in the consolidated statements of income is shown 
below: 
 

Summary comparison of the years ended May 31, 2016 and 2015  

  Increase /  

  (Decrease)  

Sales, net  $    5,091,000 
Cost of goods sold  $    1,399,000 

Selling, general and administrative expenses  $    1,005,000 
Income before provision for income taxes  $    2,692,000 

Provision for income taxes  $       659,000 
Net income  $    2,033,000 

 
For the year ended May 31, 2016 (All figures being discussed are for the year ended May 31, 2016 as compared to the year 
ended May 31, 2015.) 

 Year ended May 31   Change  

2016  2015  Amount   Percent  

Net Revenue $   35,680,000 $   30,589,000 $   5,091,000    17% 

Cost of sales 23,243,000 21,844,000 1,399,000      6% 

Gross profit $   12,437,000 $     8,745,000 $   3,692,000    42% 

… as a percentage of net revenues 35% 29% 
 

 
The Company's consolidated results of operations showed a 17% increase in net revenues and an increase in net income of 93%. 
Gross profit increased by 42%. The growth in net revenue is due to increased construction activity in the U.S. for new and 
retrofitted buildings and bridges requiring seismic protection.  In the current period, revenues accounted for under the percentage-
of-completion method of accounting increased by 11% from the level recorded in the prior year.  Revenues recorded for all other 
product sales increased by 29% from last year.  The gross profit as a percentage of net revenues for the current and prior year 
periods was 35% and 29%, respectively.   This difference is primarily due to a combination of a.) certain larger construction 
Projects in the current period for which the Company was able to negotiate higher than typical selling prices; b.) several smaller, 
aerospace / defense Projects in the current period that have margins higher than the Company’s average; and c.) greater total 
volume of product sales in the current period to cover non-variable manufacturing costs. 
 
The number of projects in-process fluctuates from period to period, as does the average value of projects in-process.  The changes 
from the prior period to the current period are not necessarily representative of future results. 
 
The mix of customers buying our products changed from last year.  Sales of the Company's products are made to three general 
groups of customers: industrial, construction and aerospace / defense.  A 26% increase from last year’s level in sales to 
construction customers who were seeking seismic / wind protection for either construction of new buildings and bridges or 
retrofitting existing buildings and bridges far surpassed a 3% increase in sales to customers in aerospace / defense and a 22% 
increase in sales to customers using our products in industrial applications.  A breakdown of sales to these three general groups of 
customers is as follows:  
 

 Year ended May 31 
 2016 2015 

Industrial   6%   7% 
Construction 59% 54% 

Aerospace / Defense 35% 39% 
 
At May 31, 2015, we had 139 open sales orders in our backlog with a total sales value of $25.2 million.  At May 31, 2016, we had 
115 open sales orders in our backlog and the total sales value is $21.5 million.  $11.7 million of the current backlog is on projects 
already in progress.  $16.0 million of the $25.2 million sales order backlog at May 31, 2015 was in progress at that date.  38% of 
the sales value in the backlog is for aerospace / defense customers compared to 44% at the end of fiscal 2015.  As a percentage of 



the total sales order backlog, orders from customers in construction accounted for 61% at May 31, 2016 and 55% at May 31, 
2015.  
 
The Company's backlog, revenues, commission expense, gross margins, gross profits, and net income fluctuate from period to 
period.  Total sales in the current period and the changes in the current period compared to the prior period, are not necessarily 
representative of future results. 
 
Net revenue by geographic region, as a percentage of total net revenue for fiscal years ended May 31, 2016 and 2015 is as 
follows: 
 

 Year ended May 31 
 2016 2015 

North America 73% 66% 
Asia 22% 31% 

Other   5%  3% 
 
Selling, General and Administrative Expenses 
 

 Year ended May 31  Change  

 2016  2015  Amount   Percent  
Outside Commissions  $   2,068,000 $   1,748,000 $     320,000    18% 

Other SG&A 4,620,000 3,935,000 685,000    17% 

Total SG&A $   6,688,000 $   5,683,000 $  1,005,000    18% 

… as a percentage of net revenues 19% 19% 
 

 
Selling, general and administrative expenses increased by 18% from the prior year.  Outside commission expense increased 18% 
from last year's level.  This fluctuation was primarily due to the increase in the level of sales from last year to this.  Other selling, 
general and administrative expenses increased by 17% from last year.  This increase is primarily due to an increase in incentive 
compensation expense from the prior period related to the higher level of sales and operating results. 
 
The above factors resulted in operating income of $5,748,000 for the year ended May 31, 2016, up 88% from the $3,061,000 in 
the prior year.  
 
The Company's effective tax rate (ETR) is calculated based upon current assumptions relating to the year's operating results and 
various tax related items.  The ETR for the fiscal year ended May 31, 2016 is 27.0%, slightly less than the ETR for the prior year 
of 29.2%.  A reconciliation of provision for income taxes at the statutory rate to income tax provision at the Company's effective 
rate is as follows: 
 

 2016  2015  
Computed tax provision at the expected statutory rate $ 1,961,000 $ 1,045,000 
Tax effect of permanent differences:   

Research tax credits (266,000) (101,000) 
Other permanent differences (166,000) (44,000) 

Other 29,000 (1,000) 
 $ 1,558,000 $    899,000 

 
Stock Options 
 
The Company has stock option plans which provide for the granting of nonqualified or incentive stock options to officers, key 
employees and non-employee directors.  Options granted under the plans are exercisable over a ten year term.  Options not 
exercised by the end of the term expire.   
 
The Company measures compensation cost arising from the grant of share-based payments to employees at fair value and 
recognizes such cost in income over the period during which the employee is required to provide service in exchange for the 
award.  The Company recognized $151,000 and $116,000 of compensation cost for the years ended May 31, 2016 and 2015.     
 



The fair value of each stock option grant has been determined using the Black-Scholes model.  The model considers assumptions 
related to exercise price, expected volatility, risk-free interest rate, and the weighted average expected term of the stock option 
grants.  The Company used a weighted average expected term.  Expected volatility assumptions utilized in the model were based 
on volatility of the Company's stock price for the thirty month period immediately preceding the granting of the options.  The 
Company issued stock options in August 2015 and April 2016.  The risk-free interest rate is derived from the U.S. treasury yield.   
The following assumptions were used in the Black-Scholes model in estimating the fair market value of the Company's stock 
option grants: 

August 2015 April 2016 
Risk-free interest rate: 1.50% 1.50% 

Expected life of the options: 3.3 years 3.2 years 
Expected share price volatility: 25.69% 25.91% 

Expected dividends: zero zero 
These assumptions resulted in estimated fair-market value per stock option: $2.62 $3.33 

 
The ultimate value of the options will depend on the future price of the Company's common stock, which cannot be forecast with 
reasonable accuracy.  A summary of changes in the stock options outstanding during the year ended May 31, 2016 is presented 
below. 

Weighted- 
Number of Average 

Options Exercise Price 
Options outstanding and exercisable at May 31, 2015: 240,750       $   8.16 

Options granted: 49,500       $ 14.98 
Less: Options exercised: 46,750      $   8.22 

Options outstanding and exercisable at May 31, 2016: 243,500       $   9.53 
Closing value per share on NASDAQ at May 31, 2016:      $ 16.70 

 
 

Capital Resources, Line of Credit and Long-Term Debt 
 
The Company's primary liquidity is dependent upon its working capital needs.  These are primarily inventory, accounts 
receivable, costs and estimated earnings in excess of billings, accounts payable, accrued commissions, billings in excess of costs 
and estimated earnings, and debt service.  The Company's primary sources of liquidity have been operations and bank financing.   
 
Capital expenditures for the year ended May 31, 2016 were $1,939,000 compared to $746,000 in the prior year.  The Company 
has commitments to make capital expenditures of approximately $550,000 as of May 31, 2016.   
 
The Company has a $6,000,000 demand line of credit from a bank, with interest payable at the Company's option of 30, 60, 90 or 
180 day LIBOR rate plus 2.5% or the bank's prime rate less .25%.  There is no outstanding balance at May 31, 2016.  There was 
no outstanding balance as of May 31, 2015.  The outstanding balance on the line of credit fluctuates as the Company's various 
long-term projects progress.  The line is secured by accounts receivable, equipment, inventory, and general intangibles, and a 
negative pledge of the Company's real property.  This line of credit is subject to the usual terms and conditions applied by the 
bank and is subject to renewal annually.  In conjunction with this line of credit, the Company agreed to the following covenants: 
 

Covenant 
Minimum per 

Covenant Current Actual When Measured 
Minimum level of working capital $3,000,000 $20,973,000 Quarterly 
Minimum debt service coverage ratio 1.5:1 n/a Fiscal Year-end 

 
The bank is not committed to make loans under this line of credit and no commitment fee is charged. 
  



 
Inventory and Maintenance Inventory 

 May 31, 2016   May 31, 2015 Increase /(Decrease) 
Raw materials $     512,000 $     520,000 $      (8,000 )      -2% 

Work in process 8,639,000 7,657,000 982,000      13% 
Finished goods 454,000 485,000 (31,000 )      -6% 

Inventory 9,605,000 93% 8,662,000 91% 943,000      11% 
Maintenance and other inventory 697,000 7% 890,000 9% (193,000 )    -22% 

Total $10,302,000 100% $  9,552,000 100% $    750,000        8% 
 

Inventory turnover 2.3 2.3  
 
Inventory, at $9,605,000 as of May 31, 2016, is 11% more than the prior year-end.  Of this, approximately 90% is work in 
process, 5% is finished goods, and 5% is raw materials.  All of the current inventory is expected to be consumed or sold within 
twelve months.  The level of inventory will fluctuate from time to time due to the stage of completion of the non-project sales 
orders in progress at the time.  
 
The Company continues to rework slow-moving inventory, where applicable, to convert it to product to be used on customer 
orders.  There was approximately $397,000 of slow-moving inventory used during the year ended May 31, 2016.  The Company 
disposed of approximately $133,000 and $260,000 of obsolete inventory during the years ended May 31, 2016 and 2015, 
respectively.   
 
Accounts Receivable, Costs and Estimated Earnings in Excess of Billings (“CIEB”) and Billings in Excess of Costs and 
Estimated Earnings (“BIEC”) 
 

 May 31, 2016   May 31, 2015 Increase /(Decrease) 

Accounts receivable $    3,992,000 $    4,755,000 $    (763,000) -16% 
CIEB 5,501,000 5,170,000 331,000    6% 

Less: BIEC 1,464,000 2,723,000 (1,259,000) -46% 

Net $    8,029,000 $    7,202,000 $     827,000  11% 
 

Number of an average day’s sales outstanding in 
accounts receivable (DSO) 40 40 

 

 
The Company combines the totals of accounts receivable, the asset CIEB, and the liability BIEC, to determine how much cash the 
Company will eventually realize from revenue recorded to date.  As the accounts receivable figure rises in relation to the other 
two figures, the Company can anticipate increased cash receipts within the ensuing 30-60 days.   
 
Accounts receivable of $3,992,000 as of May 31, 2016 includes approximately $531,000 of amounts retained by customers on 
long-term construction projects.  The Company expects to collect all of these amounts, including the retained amounts, during the 
next twelve months.  The number of an average day's sales outstanding in accounts receivable (DSO) stayed constant at 40 days at 
May 31, 2016 and May 31, 2015.  The level of accounts receivable at the end of the current year is 16% less than at the end of the 
prior year.  The decrease in the level of accounts receivable was due to a significant decrease (49%) in the amount of billings to 
customers on projects in April and May 2016 from April and May 2015. 
 
The status of the projects in-progress at the end of the current and prior fiscal years have changed in the factors affecting the year-
end balances in the asset CIEB, and the liability BIEC: 
 

 2016 2015 
Number of projects in progress at year-end 25 36 

Aggregate percent complete at year-end 59% 49% 
Average total value of projects in progress at year-end $1,062,000 $862,000 

Percentage of total value invoiced to customer 43% 41% 
 
There are 11 fewer projects in-process at the end of the current fiscal year as compared with the prior year end and the average 
value of those projects has increased by 23% between those two dates.   



 
As noted above, CIEB represents revenues recognized in excess of amounts billed.  Whenever possible, the Company negotiates a 
provision in sales contracts to allow the Company to bill, and collect from the customer, payments in advance of shipments.  
Unfortunately, provisions such as this are often not possible.  The $5,501,000 balance in this account at May 31, 2016 is a 6% 
increase from the prior year-end.  Generally, if progress billings are permitted under the terms of a project sales agreement, then 
the more complete the project is, the more progress billings will be permitted.  The Company expects to bill the entire amount 
during the next twelve months.  29% of the CIEB balance as of the end of the last fiscal quarter, February 28, 2016, was billed to 
those customers in the current fiscal quarter ended May 31, 2016.  The remainder will be billed as the projects progress, in 
accordance with the terms specified in the various contracts. 
 
As of May 31, 2016, there are sales orders for five projects that are not yet in progress.  These projects average $431,000 each in 
value upon completion.  This compares to four such projects as of the prior year end with an average value of $253,000. 
 
The year-end balances in the CIEB account are comprised of the following components: 
 

 May 31, 2016  May 31, 2015 
Costs $  8,080,000  $  7,005,000 

Estimated earnings 3,191,000  3,185,000 
Less: Billings to customers 5,770,000  5,020,000 

CIEB $  5,501,000  $  5,170,000 
Number of projects in progress 19  25 

 
As noted above, BIEC represents billings to customers in excess of revenues recognized.  The $1,464,000 balance in this account 
at May 31, 2016 is in comparison to a $2,723,000 balance at the end of the prior year.  The balance in this account fluctuates in 
the same manner and for the same reasons as the account "costs and estimated earnings in excess of billings", discussed above.   
Final delivery of product under these contracts is expected to occur during the next twelve months. 
 
The year-end balances in this account are comprised of the following components: 
 

 May 31, 2016  May 31, 2015 
Billings to customers $   5,886,000  $   7,556,000 

Less:  Costs 3,362,000  3,434,000 
Less: Estimated earnings 1,060,000  1,399,000 

BIEC $   1,464,000  $   2,723,000 
Number of projects in progress 6  11 

 
Accounts payable, at $1,767,000 as of May 31, 2016, is significantly (35%) less than the prior year-end.  This decrease is due to a 
lower level of purchased materials required to fill existing customer sales orders at the end of the current year, compared to the 
end of last year. The Company expects the current accounts payable amount to be paid during the next twelve months.   
 
Commission expense on applicable sales orders is recognized at the time revenue is recognized.  The commission is paid 
following receipt of payment from the customers.  Accrued commissions as of May 31, 2016 are $684,000.  This is 10% less than 
the $763,000 accrued at the prior year-end.  The Company expects the current accrued amount to be paid during the next twelve 
months.   
 
Other accrued expenses of $2,734,000 increased by 96% from the prior year of $1,395,000.  This increase is primarily due to 
increases in a.) accrued tax obligations, b.) accrued incentive compensation, and c.) customer prepayments.  The increases in 
accrued taxes and compensation are both related to an increase in revenue and earnings of the Company.   
 
Management believes that the Company's cash on hand, cash flows from operations and borrowing capacity under the bank line 
of credit will be sufficient to fund ongoing operations, capital improvements and share repurchases (if any) for the next twelve 
months.   
 
 
 
 
 
 





 
 

TAYLOR DEVICES, INC. AND SUBSIDIARY     

Consolidated Balance Sheets   

May 31, 2016 2015 
    
Assets   
Current assets: 

 Cash and cash equivalents    $      6,086,080    $      4,895,898 
 Short-term investments            1,000,000                          - 
 Accounts receivable, net (Note 2)            3,992,214            4,754,757 
 Inventory (Note 3)            9,604,956            8,662,056 
 Prepaid expenses               273,204               375,129 
 Prepaid income taxes               199,077                 14,977 
 Costs and estimated earnings in excess of billings (Note 4)            5,500,771            5,169,956 
 Deferred income taxes (Note 10)               965,100               858,900 
  Total current assets          27,621,402          24,731,673 
  
Maintenance and other inventory, net (Note 5)               697,043               889,929 
Property and equipment, net (Note 6)            8,994,504            7,873,511 
Cash value of life insurance, net               175,350               169,995 
     $    37,488,299    $    33,665,108 
Liabilities and Stockholders' Equity 
Current liabilities: 
 Accounts payable    $      1,767,017    $      2,703,065 
 Accrued commissions               683,600               763,463 
 Other accrued expenses            2,733,847            1,395,341 
 Billings in excess of costs and estimated earnings (Note 4)            1,463,621            2,723,472 
  Total current liabilities            6,648,085            7,585,341 
  
Deferred income taxes (Note 10)               682,985               628,785 
 
Stockholders' Equity: 
 Common stock, $.025 par value, authorized 8,000,000 shares, 
   issued 3,949,556 and 3,901,397 shares                 98,738                 97,535 
 Paid-in capital            8,529,542            7,975,397 
 Retained earnings          24,185,133          19,976,908 
           32,813,413          28,049,840 
 Treasury stock - 541,296 and 537,733 shares at cost           (2,656,184)          (2,598,858) 
  Total stockholders' equity          30,157,229          25,450,982 
       $    37,488,299    $    33,665,108 

    

See notes to consolidated financial statements.  
 
  



TAYLOR DEVICES, INC. AND SUBSIDIARY      
 

Consolidated Statements of Income  

 

For the years ended May 31, 2016  2015 
 

 

Sales, net (Note 9)  $ 35,680,449   $ 30,589,266
 

Cost of goods sold 23,243,451  21,844,715
 

     Gross profit 12,436,998  8,744,551
 

Selling, general and administrative expenses 6,688,591  5,683,108
 

     Operating income 5,748,407  3,061,443
 

Other income   

   Interest, net 10,748 3,988

   Miscellaneous     7,070      8,517

Total other income  17,818 12,505
 

     Income before provision for income taxes 5,766,225  3,073,948
 

Provision for income taxes (Note 10) 1,558,000  899,000

    

     Net income $   4,208,225  $   2,174,948 
 

Basic earnings per common share (Note 11)     $ 1.24      $ 0.65 

Diluted earnings per common share (Note 11)     $ 1.21      $ 0.64 

 

See notes to consolidated financial statements.  

 
  



 
 

  

TAYLOR DEVICES, INC. AND SUBSIDIARY         

      

Consolidated Statements of Stockholders' Equity    

      

For the years ended May 31, 2016 and 2015         

  Common Paid-In Retained Treasury 

  Stock Capital Earnings Stock 

      

Balance, May 31, 2014     $   96,824      $    7,682,170    $   17,801,960     $  (2,498,983)

     

 Net income for the year ended May 31, 2015                   -                           -          2,174,948                          -

      

 Common stock issued for employee stock     

     option plan (Note 14)               669               159,939                         -             (99,875)

      

 Common stock issued for employee stock     

     purchase plan (Note 13)                 42                 17,219                         -                        -
      

 Stock options issued for services                   -               116,069                         -                         -

      

Balance, May 31, 2015          97,535            7,975,397         19,976,908        (2,598,858)

      

 Net income for the year ended May 31, 2016                   -                           -          4,208,225                        -

      

 Common stock issued for employee stock     

     option plan (Note 14)            1,168               383,157                         -             (57,326)

      

 Common stock issued for employee stock     

     purchase plan (Note 13)                 35                 19,804                         -                        -

      

 Stock options issued for services                   -               151,184                         -                        -

      

Balance, May 31, 2016     $   98,738     $     8,529,542     $  24,185,133    $  (2,656,184)

      
      

See notes to consolidated financial statements.    



 
TAYLOR DEVICES, INC. AND SUBSIDIARY     

Consolidated Statements of Cash Flows   

For the years ended May 31, 2016 2015 

Operating activities:   
 Net income     $     4,208,225     $     2,174,948
 Adjustments to reconcile net income to net cash flows from 
   operating activities: 
  Depreciation               818,385               740,844
  Stock options issued for services               151,184               116,069
  Bad debts expense                   10,000                         - 
  Provision for inventory obsolescence               180,000               180,000
  Deferred income taxes                 (52,000)               310,000
  Changes in other current assets and liabilities: 
   Accounts receivable               752,543            (1,860,413)
   Inventory               (930,014)                 82,886
   Prepaid expenses               101,925                 48,103
   Prepaid income taxes               (184,100)                 (14,977)
   Costs and estimated earnings in excess of billings               (330,815)            (2,796,165)
   Accounts payable               (936,048)            1,536,903
   Accrued commissions                 (79,863)               333,624
   Other accrued expenses            1,338,506               136,576
   Billings in excess of costs and estimated earnings            (1,259,851)            1,872,941
   Accrued income taxes                          -                 (85,023)
    Net operating activities            3,788,077            2,776,316

Investing activities: 
 Acquisition of property and equipment            (1,939,378)               (746,627)
 Increase in short-term investments            (1,000,000)                         - 
 Increase in cash value of life insurance                   (5,355)                   (5,427)
    Net investing activities            (2,944,733)               (752,054)

Financing activities: 
 Proceeds from issuance of common stock               346,838                  77,994
    Net financing activities               346,838                   77,994

    Net change in cash and cash equivalents            1,190,182             2,102,256  

Cash and cash equivalents - beginning            4,895,898             2,793,642

        Cash and cash equivalents - ending $         6,086,080   $         4,895,898

See notes to consolidated financial statements. 
 
  



TAYLOR DEVICES, INC. AND SUBSIDIARY 
 
Notes to Consolidated Financial Statements 
 

1.  Summary of Significant Accounting Policies: 
 
Nature of Operations: 
 
Taylor Devices, Inc. (the Company) manufactures and sells a single group of very similar products that have many different 
applications for customers.  These similar products are included in one of six categories; namely, Seismic Dampers, 
Fluidicshoks®, Crane and Industrial Buffers, Self-Adjusting Shock Absorbers, Liquid Die Springs, and Vibration Dampers for 
use in various types of machinery, equipment and structures, primarily to customers which are located throughout the United 
States and several foreign countries.  The products are manufactured at the Company's sole operating facility in the United States 
where all of the Company's long-lived assets reside. Management does not track or otherwise account for sales broken down by 
these categories. 
 
73% of the Company's 2016 revenue was generated from sales to customers in the United States and 22% was from sales to 
customers in Asia.  Remaining sales were to customers in other countries in North America, Europe and South America. 
 
65% of the Company's 2015 revenue was generated from sales to customers in the United States and 31% was from sales to 
customers in Asia.  Remaining sales were to customers in other countries in North America, Europe and South America. 
 
Principles of Consolidation: 
 
The accompanying consolidated financial statements include the accounts of the Company and its wholly owned subsidiary, 
Tayco Realty Corporation (Realty).  All inter-company transactions and balances have been eliminated in consolidation. 
 
Subsequent Events: 
 
The Company has evaluated events and transactions for potential recognition or disclosure in the financial statements through the 
date the financial statements were issued. 
 
Use of Estimates: 
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of 
America requires management to make estimates and assumptions that affect the amounts reported in the financial statements and 
accompanying notes.  Actual results could differ from those estimates. 
 
Cash and Cash Equivalents: 
 
The Company includes all highly liquid investments in money market funds in cash and cash equivalents on the accompanying 
balance sheets.  
 
Cash and cash equivalents in financial institutions may exceed insured limits at various times during the year and subject the 
Company to concentrations of credit risk. 
 
Short-term Investments: 
  
At times, the Company invests excess funds in liquid interest earning instruments. Short-term investments at May 31, 2016 
include “available for sale” corporate bonds stated at fair value, which approximates cost. The bonds (20) mature on various dates 
during the period September 2017 to December 2021. Unrealized holding gains and losses would be presented as a separate 
component of accumulated other comprehensive income, net of deferred income taxes. Realized gains and losses on the sale of 
investments are determined using the specific identification method. 
  
The bonds are valued using pricing models maximizing the use of observable inputs for similar securities. This includes basing 
value on yields currently available on comparable securities of issuers with similar credit ratings. 
  



Accounts Receivable: 
 
Accounts receivable are stated at an amount management expects to collect from outstanding balances.  Management provides for 
probable uncollectible accounts through a charge to earnings and a credit to a valuation allowance based on its assessment of the 
current status of individual accounts.  Balances that are still outstanding after management has used reasonable collection efforts 
are written off through a charge to the valuation allowance and a credit to accounts receivable. 
 
Inventory: 
 
Inventory is stated at the lower of average cost or net realizable value. Average cost approximates first-in, first-out cost. 
 
Property and Equipment: 
 
Property and equipment is stated at cost net of accumulated depreciation.  Deprecation is provided primarily using the straight-
line method for financial reporting purposes, and accelerated methods for income tax reporting purposes.  Maintenance and 
repairs are charged to operations as incurred; significant improvements are capitalized. 
 
Cash Value of Life Insurance: 
 
Cash value of life insurance is stated at the surrender value of the contracts. 
 
Revenue Recognition: 
 
Sales are recognized when units are delivered or services are performed.  Sales under fixed-price contracts are recorded as 
deliveries are made at the contract sales price of the units delivered.  Sales under certain fixed-price contracts requiring substantial 
performance over several periods prior to commencement of deliveries, are accounted for under the percentage-of-completion 
method of accounting whereby revenues are recognized based on estimates of completion prepared on a ratio of cost to total 
estimated cost basis.  Costs include all material and direct and indirect charges related to specific contracts.  Other expenses are 
charged to operations as incurred.  Total estimated costs for each of the contracts are estimated based on a combination of 
historical costs of manufacturing similar products and estimates or quotes from vendors for supplying parts or services towards 
the completion of the manufacturing process.  Adjustments to cost estimates are made periodically, and losses expected to be 
incurred on contracts in progress are charged to operations in the period such losses are determined.  If total costs calculated upon 
completion of the manufacturing process in the current period for a contract are more than the estimated total costs at completion 
used to calculate revenue in a prior period, then the revenue and profits in the current period will be lower than if the estimated 
costs used in the prior period calculation were equal to the actual total costs upon completion.  In the fiscal year ended May 31, 
2016, 66% of total revenue recognized was accounted for using the percentage-of-completion method of accounting while the 
remaining 34% of revenue was recorded as deliveries were made to our customers.  In the fiscal year ended May 31, 2015, 70% 
of total revenue recognized was accounted for using the percentage-of-completion method of accounting while the remaining 
30% of revenue was recorded as deliveries were made to our customers. 
 
For financial statement presentation purposes, the Company nets progress billings against the total costs incurred on uncompleted 
contracts.  The asset, "costs and estimated earnings in excess of billings," represents revenues recognized in excess of amounts 
billed.  The liability, "billings in excess of costs and estimated earnings," represents billings in excess of revenues recognized. 
 
Shipping and Handling Costs: 
 
Shipping and handling costs are classified as a component of selling, general and administrative expenses.  The amounts of these 
costs were $272,353 and $247,077 for the years ended May 31, 2016 and 2015. 
 
Research and Development Costs: 
 
Research and development costs are classified as a component of cost of sales.  The amounts of these costs were $428,000 and 
$268,000 for the years ended May 31, 2016 and 2015. 
 
 
 
 
  



Income Taxes: 
 
The provision for income taxes provides for the tax effects of transactions reported in the financial statements regardless of when 
such taxes are payable.  Deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary 
differences between the tax and financial statement basis of assets and liabilities.  Deferred taxes are based on tax laws currently 
enacted with tax rates expected to be in effect when the taxes are actually paid or recovered.  
 
The Company's practice is to recognize interest related to income tax matters in interest income / expense and to recognize penalties in 
selling, general and administrative expenses.  The Company did not have any accrued interest or penalties included in its consolidated 
balance sheets at May 31, 2016 or 2015.  The Company recorded no interest expense or penalties in its consolidated statements of 
income during the years ended May 31, 2016 and 2015. 
 
The Company believes it is no longer subject to examination by federal and state taxing authorities for years prior to May 31, 2013. 
 
Sales Taxes: 
 
Certain jurisdictions impose a sales tax on Company sales to nonexempt customers.  The Company collects these taxes from 
customers and remits the entire amount as required by the applicable law.  The Company excludes from revenues and expenses 
the tax collected and remitted. 
 
Stock-Based Compensation: 
 
The Company measures compensation cost arising from the grant of share-based payments to employees at fair value and 
recognizes such cost in income over the period during which the employee is required to provide service in exchange for the 
award. The stock-based compensation expense for the years ended May 31, 2016 and 2015 was $151,184 and $116,069. 
 
New Accounting Standards: 
 
In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No. 2014-09, 
Revenue from Contracts with Customers.  ASU 2014-09 is a comprehensive new revenue recognition model that requires a 
company to recognize revenue to depict the transfer of goods or services to a customer at an amount that reflects the consideration 
it expects to receive in exchange for those goods or services.  ASU 2014-09 also requires additional disclosure about the nature, 
amount, timing and uncertainty of revenue and cash flows arising from customer contracts, including significant judgments and 
changes in judgments and assets recognized from costs incurred to obtain or fulfill a contract.  ASU 2014-09, as amended, is 
effective for annual reporting periods, and interim periods within that period, beginning after December 15, 2017 (fiscal year 
2019 for the Company).  Companies may use either a full retrospective or a modified retrospective approach to adopt ASU 2014-
09.  The Company has not yet determined the potential effects of the adoption of ASU 2014-09 on its Consolidated Financial 
Statements. 
 
In November 2015, the FASB issued ASU No. 2015-17, Balance Sheet Classification of Deferred Taxes. ASU 2015-17 simplifies 
the presentation of deferred taxes by requiring deferred tax assets and liabilities be classified as noncurrent on the balance sheet. 
ASU 2015-17 is effective for public companies for annual reporting periods beginning after December 15, 2016 and interim 
periods within those fiscal years. The guidance may be adopted prospectively or retrospectively, and early adoption is permitted. 
Adoption of this guidance would affect the balance sheets as of May 31, 2016 and 2015 as follows: 

Decrease current assets by $965,100 and $858,900 
Increase noncurrent assets by $282,115 and $230,115 
Decrease noncurrent liabilities by $682,985 and $628,785 

 
Other recently issued Accounting Standards Codification (ASC) guidance has either been implemented or are not significant to 
the Company. 
 
  



2.  Accounts Receivable: 
 

 2016 2015 
Customers $  3,480,781 $  4,534,143
Customers - retention 531,189 230,370
 4,011,970 4,764,513
Less allowance for doubtful accounts 19,756 9,756
 $  3,992,214 $  4,754,757

 
3.  Inventory:  
 

 2016 2015 
Raw materials $     511,530 $     519,598
Work-in-process 8,639,068 7,657,720
Finished goods 554,358 584,738
 9,704,956 8,762,056
Less allowance for obsolescence 100,000 100,000
 $  9,604,956 $  8,662,056

 
4.  Costs and Estimated Earnings on Uncompleted Contracts: 
 

 2016 2015 
Costs incurred on uncompleted contracts $11,441,874 $10,439,879
Estimated earnings 4,251,018 4,584,090
 15,692,892 15,023,969
Less billings to date 11,655,742 12,577,485
 $  4,037,150 $  2,446,484

 
Amounts are included in the accompanying balance sheets under the following captions: 
 

 2016 2015 
Costs and estimated earnings in excess of billings $  5,500,771 $  5,169,956
Billings in excess of costs and estimated earnings  1,463,621 2,723,472 
 $  4,037,150 $  2,446,484

 
5.  Maintenance and Other Inventory: 
 

 2016 2015 
Maintenance and other inventory $ 1,956,626 $ 2,102,494
Less allowance for obsolescence 1,259,583 1,212,565
 $    697,043 $    889,929

 
Maintenance and other inventory represent stock that is estimated to have a product life-cycle in excess of twelve-months.  This 
stock represents certain items the Company is required to maintain for service of products sold, and items that are generally 
subject to spontaneous ordering. 
 
This inventory is particularly sensitive to technical obsolescence in the near term due to its use in industries characterized by the 
continuous introduction of new product lines, rapid technological advances and product obsolescence.  Therefore, management of 
the Company has recorded an allowance for potential inventory obsolescence. 
 
The provision for potential inventory obsolescence was $180,000 for each of the years ended May 31, 2016 and 2015. 
 
  



6.  Property and Equipment: 
 

 2016 2015 
Land $      195,220 $      195,220 
Buildings and improvements 8,741,209 7,908,653 
Machinery and equipment 8,498,997 7,566,026 
Office furniture and equipment 1,398,016 1,328,806 
Autos and trucks 84,256 73,331 
Land improvements 402,022 379,432 
 19,319,720 17,451,468 
Less accumulated depreciation 10,325,216 9,577,957 
 $   8,994,504 $   7,873,511 

 
Depreciation expense was $818,385 and $740,844 for the years ended May 31, 2016 and 2015. 
 
The Company has commitments to make capital expenditures of approximately $550,000 as of May 31, 2016. 
 
7.  Short-Term Borrowings: 
 
The Company has a credit facility with a $6,000,000 demand line of credit from a bank, with interest payable at the Company's 
option of 30, 60, 90 or 180 day LIBOR rate plus 2.5% or the bank's prime rate less .25%.  The line is secured by accounts 
receivable, equipment, inventory, general intangibles, and a negative pledge of the Company's real property.  This line of credit is 
subject to the usual terms and conditions applied by the bank and subject to renewal annually.  
 
There is no amount outstanding under the line of credit at May 31, 2016 or May 31, 2015.   
 
The Company uses a cash management facility under which the bank draws against the available line of credit to cover checks 
presented for payment on a daily basis.  Outstanding checks under this arrangement totaled $517,960 and $618,974 as of May 31, 
2016 and 2015.  These amounts are included in accounts payable. 
 
8.  Legal Proceedings:  
 
There are no legal proceedings except for routine litigation incidental to the business. 
 
9.  Sales: 
 
The Company manufactures and sells a single group of very similar products that have many different applications for customers.  
These similar products are included in one of six categories; namely, Seismic Dampers, Fluidicshoks®, Crane and Industrial 
Buffers, Self-Adjusting Shock Absorbers, Liquid Die Springs, and Vibration Dampers.  Management does not track or otherwise 
account for sales broken down by these categories.  Sales of the Company's products are made to three general groups of 
customers: industrial, construction and aerospace / defense.  A breakdown of sales to these three general groups of customers is as 
follows:   
 

 2016  2015 
Construction $21,009,587  $16,658,555 
Aerospace / Defense 12,320,818  12,009,356 
Industrial 2,350,044  1,921,355 

 $35,680,449  $30,589,266 
 
Sales to seven customers approximated 55% (10%, three at 8% and three at 7%, respectively) of net sales for 2016. Sales to seven 
customers approximated 62% (14%, 12%, 11%, 9%, 6% and two at 5%, respectively) of net sales for 2015. 
 
  



10.  Income Taxes: 
 

 2016 2015  
Current tax provision:  

Federal  $ 1,609,500 $  588,700 
State 500 300 

 1,610,000 589,000 
Deferred tax provision:  

Federal (51,500) 308,900 
State (500) 1,100 

 (52,000) 310,000 
 $ 1,558,000 $  899,000 

 
A reconciliation of provision for income taxes at the statutory rate to income tax provision at the Company's effective rate is as 
follows: 
 

 2016 2015 
Computed tax provision at the expected statutory rate $1,960,500 $1,045,200 
State income tax - net of Federal tax benefit 400 200 
Tax effect of permanent differences:  

Research tax credits (266,000) (101,000)
Other permanent differences (165,700) (44,700)

Other 28,800 (700)
 $ 1,558,000 $   899,000 
Effective income tax rate 27.0% 29.2%  

 
 
Significant components of the Company's deferred tax assets and liabilities consist of the following: 
 

 2016 2015  
Deferred tax assets:  
Allowance for doubtful receivables $       6,700 $       3,300 
Tax inventory adjustment 95,500 77,700 
Allowance for obsolete inventory 463,600 447,700 
Accrued vacation 73,700 63,900 
Accrued commissions 7,200 9,300 
Warranty reserve 45,400 12,400 
Stock options issued for services 273,000 244,600 

 965,100 858,900 
Deferred tax liabilities:  
Excess tax depreciation (682,985) (628,785)

Net deferred tax assets $   282,115 $   230,115 
 
Realization of the deferred tax assets is dependent on generating sufficient taxable income at the time temporary differences 
become deductible.  The Company provides a valuation allowance to the extent that deferred tax assets may not be realized.  A 
valuation allowance has not been recorded against the deferred tax assets since management believes it is more likely than not 
that the deferred tax assets are recoverable.  The Company considers future taxable income and potential tax planning strategies in 
assessing the need for a potential valuation allowance.  The amount of the deferred tax assets considered realizable however, 
could be reduced in the near term if estimates of future taxable income are reduced.  The Company will need to generate 
approximately $2.8 million in taxable income in future years in order to realize the deferred tax assets recorded as of May 31, 
2016 of $965,100. 
 
The Company and its subsidiary file consolidated Federal and State income tax returns.  As of May 31, 2016, the Company had 
State investment tax credit carryforwards of approximately $262,000 expiring through May 2022. 
 
  



11. Earnings Per Common Share:  
 
Basic earnings per common share is computed by dividing income available to common stockholders by the weighted-average 
common shares outstanding for the period.  Diluted earnings per common share reflects the weighted-average common shares 
outstanding and dilutive potential common shares, such as stock options. 
 
A reconciliation of weighted-average common shares outstanding to weighted-average common shares outstanding assuming 
dilution is as follows: 
 

 2016  2015 
Average common shares outstanding 3,393,919 3,350,033
Common shares issuable under stock option plans 82,508 52,176
Average common shares outstanding assuming dilution 3,476,427 3,402,209

 
12.  Related Party Transactions: 
 
The Company had no related party transactions for the years ended May 31, 2016 and 2015. 
 
13.  Employee Stock Purchase Plan: 
 
In March 2004, the Company reserved 295,000 shares of common stock for issuance pursuant to a non-qualified employee stock 
purchase plan.  Participation in the employee stock purchase plan is voluntary for all eligible employees of the Company.  
Purchase of common shares can be made by employee contributions through payroll deductions.  At the end of each calendar 
quarter, the employee contributions will be applied to the purchase of common shares using a share value equal to the mean 
between the closing bid and ask prices of the stock on that date.  These shares are distributed to the employees at the end of each 
calendar quarter or upon withdrawal from the plan.  During the years ended May 31, 2016 and 2015, 1,409 ($12.615 to $16.345 
price per share) and 1,688 ($8.925 to $12.02 price per share) common shares, respectively, were issued to employees. As of May 
31, 2016, 226,502 shares were reserved for further issue.  
 
14.  Stock Option Plans: 
 
In 2015, the Company adopted a stock option plan which permits the Company to grant both incentive stock options and non-
qualified stock options.  The incentive stock options qualify for preferential treatment under the Internal Revenue Code.  Under 
this plan, 160,000 shares of common stock have been reserved for grant to key employees and directors of the Company and 
2,250 shares have been granted as of May 31, 2016. Under the plan, the option price may not be less than the fair market value of 
the stock at the time the options are granted. Options vest immediately and expire ten years from the date of grant.   
 
Using the Black-Scholes option pricing model, the weighted average estimated fair value of each option granted under the plan 
was $3.05 during 2016 and $2.42 during 2015.  The pricing model uses the assumptions noted in the following table.  Expected 
volatility is based on the historical volatility of the Company's stock.  The risk-free interest rate for periods within the contractual 
life of the option is based on the U.S. Treasury yield curve in effect at the time of the grant.  The expected life of options granted 
is derived from previous history of stock exercises from the grant date and represents the period of time that options granted are 
expected to be outstanding.  The Company uses historical data to estimate option exercise and employee termination assumptions 
under the valuation model.  The Company has never paid dividends on its common stock and does not anticipate doing so in the 
foreseeable future. 

 2016 2015 
Risk-free interest rate 1.50% 2.30% 
Expected life in years 3.2 3.2 
Expected volatility  26% 28% 
Expected dividend yield 0% 0% 

 
  



The following is a summary of stock option activity: 
 

 
Shares 

Weighted 
Average 

Exercise Price 

Intrinsic 
Value 

Outstanding - May 31, 2014 219,500 $      7.31 $ 398,954 
     Options granted 48,000 $    10.82  
     Less: options exercised 26,750 $      6.00  
Outstanding - May 31, 2015  240,750 $      8.16 $ 1,134,531 
     Options granted 49,500 $  14.982  
     Less: options exercised 46,750 $    8.221  
Outstanding - May 31, 2016 243,500 $      9.53 $ 1,745,254 

 
We calculated intrinsic value for those options that had an exercise price lower than the market price of our common shares as of 
the balance sheet dates.  The aggregate intrinsic value of outstanding options as of the end of each fiscal year is calculated as the 
difference between the exercise price of the underlying options and the market price of our common shares for the options that 
were in-the-money at that date (243,500 at May 31, 2016 and 240,750 at May 31, 2015.)  The Company's closing stock price was 
$16.70 and $12.87 as of May 31, 2016 and 2015.  As of May 31, 2016, there are 157,750 options available for future grants under 
the 2015 stock option plan.  $384,325 was received from the exercise of share options during the fiscal year ended May 31, 2016.   
 
The following table summarizes information about stock options outstanding at May 31, 2016: 
 

Outstanding and Exercisable 
Range of  Number  Weighted Average Weighted 
Exercise  of  Remaining Years Average 
Prices Options of Contractual Life Exercise Price 

$2.00-$3.00 10,000 2.9 $  2.83 
$5.01-$6.00 40,000 2.6 $  5.52 
$6.01-$7.00 24,500 3.0 $  6.26 
$7.01-$8.00 25,000 6.9 $  7.74 
$8.01-$9.00 41,750 7.6 $  8.73 

$11.01-$12.00 25,000 5.9 $11.29 
$12.01-$13.00 47,250 9.0 $12.42 
$16.01-$17.00 30,000 9.9 $16.40 
$2.00-$17.00 243,500 6.4 $  9.53 

 
The following table summarizes information about stock options outstanding at May 31, 2015: 
 

Outstanding and Exercisable 
Range of  Number  Weighted Average Weighted 
Exercise  of  Remaining Years Average 
Prices Options of Contractual Life Exercise Price 

$2.00-$3.00 10,000 3.9 $  2.83 
$5.01-$6.00 45,000 3.3 $  5.56 
$6.01-$7.00 28,250 3.8 $  6.24 
$7.01-$8.00 25,000 7.9 $  7.74 
$8.01-$9.00 77,500 8.5 $  8.61 

$11.01-$12.00 25,000 6.9 $11.29 
$12.01-$13.00 30,000 9.9 $12.20 
$2.00-$13.00 240,750 6.7 $  8.16 

 
 15.  Preferred Stock: 
 
The Company has 2,000,000 authorized but unissued shares of preferred stock which may be issued in series.  The shares of each 
series shall have such rights, preferences, and limitations as shall be fixed by the Board of Directors. 
 
  



16.  Treasury Stock: 
 
Treasury shares increased from 537,733 at May 31, 2015 to 541,296 at May 31, 2016. 
 
17.  Retirement Plan: 
 
The Company maintains a retirement plan for essentially all employees pursuant to Section 401(k) of the Internal Revenue Code.  
The Company matches a percentage of employee voluntary salary deferrals subject to limitations.  The Company may also make 
discretionary contributions as determined annually by the Company's Board of Directors.  The amount expensed under the plan 
was $85,392 and $68,612 for the years ended May 31, 2016 and 2015. 
 
18.  Fair Value of Financial Instruments: 
 
The carrying amounts of cash and cash equivalents, accounts receivable, accounts payable, and accrued liabilities approximate 
fair value because of the short maturity of these instruments. 
 
The fair values of short-term investments were determined as described in Note 1. 
 
19.  Cash Flows Information: 
 

 2016 2015 
 
  Interest paid none none 
 
  Income taxes paid $ 1,794,100 $ 689,000  
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