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Financial Highlights

INcoME DATA ($000)

Net Sales

Gross Profit

Operating Income

Interest Expense

eciation and Amortization

Pretax Income

Net Income

Weighted Average Shares Outstanding
and Common Share Equivalents*
Earnings Per Common

and Common Equivalent Share*

BALANCE SHEET ($000)

Current Assets

Net Fixed Assets
Accumulated Depreciation
Total Assels

Current Liabilities
Long-Term Debt
Stockholder's Equity

Funps FLow DATA ($000)

From (To) Operations
From (To) Investment
From (To) Financing

From (To) Cash

RATIO ANALYSIS

Return on Equity

Return on Assets

Net Margin

Total Liabilities to Equity
Long-Tenn Debt to Equity
Interest Coverage
Current Ratio

NET SALEs (MiLLIONS)

* Adjusted for one-for-four reverse split effective September 15, 1993 and fo

1995 1994 1993 19982 1991

67,346 79,542 45,394 37,026 26,678
10,818 17,878 11,486 7,302 4,282
4,500 9,957 5,308 3.241 1,345
815 806 809 785 756
2,705 1,714 1,130 806 302
3,233 8,706 4,240
2,069 5101 2,665

6,105 6,301

.34

21,149 15,862 , 7,576
10,312 7427 ; 5,502

5,831 2,117 ; 699
32,212 24,083 14,309

7,97 6,578 : 6,774
10,695 10,648 11,008 ! 5,343
13,546 11,461 6,350 ! 2,092

5,161 2,749 (32) (291) 3700
(4,593)  (2376)  (2575) (603)  (391)
69 (519) 2655 663 (3370)
637 (87) 48 (231) (61)

80.3% 72.3% 76.1% 22.1%

21.2% 17.0% 1.1% 2.6%

6.4% 5.9% 4.3% 1.4%
1.8 2.8 3.3 5.8
9 1.7 1.1 2.6
118 6.2 41 17
2.3 2.4 1.2 1.1

NET INcomME (MILLIONS)

ercent stock dividend issued on March 27, 1995.

(,Jom?dn\
Highlights

AuvucusTt 1988
AAON, an Oklahoma corporation,
founded.

SEPTEMBER 1988
Purchase ol John Zink Air
Conditioning Division.

SPRING 1989

AAON purchased, renovated and
moved info a 184,000 square foot
plant in Tulsa, Oklahoma. Introduced
a new product line of rooftop heating
and air conditioning units 2-140 tans,

SummER 1989

Became a publicly traded company
with the reverse acquisition of
Diamond Head Resources (now
“AAON, Inc.”, a Nevada corporation),

DeEcemBER 1990
Listed on NASDAQ Smali
Cap—Symbol “AAON".

DeEcemBeER 1991

Formed CP/AAQN, a Texas
Corporation, as a subsidiary to
AAQN, Inc. (Nevada). and purchased
coil making assets of Coils Plus.

SPRING 1993

CP/AAON purchased, renovated
and moved into a 110,000 square
foot plant in Longview, Texas.

SEPTEMBER 1993
One-tor-four reverse stock split.
Retired $1.927,000 of subordinated
debt,

NovemBerR 1993
Listed on the NASDAQ National
Market System,

JANUARY 1995

Introduced a desiccant heat recovery
wheel option available an all AAON
rooftop units.

MaRcH 1995

Purchase of property with 26.000
square f. building adjacent to
CP/AAON’s plant in Longview, TX.
Issued a ten percent stock dividend.

SEPTEMBER 1995
Completed expansion of the Tulsa
facility to 332,000 square feet.




T o O UR FELLOW S HAREHOLDERS::

was a year of challenges for AAON. Although difficult, during 1995 we
were able to expand our customer base, strengthen our representative
network, improve our products and create the infrastructure necessary
for renewed expansion. Unfortunately, revenues shrank by 16% and
earnings by 61% as we dealt with three difficult issues. Our backlog of
orders also decreased by 44% to $11,432,580 as our business shifted from accounts
with long lead times toward shorter turnaround orders. These shorter lead times have resulted

inan increase in the cyclical nature of our business.

The first issue was that in contrast with 1994, our margins were hindered by unusual increas-
es in the cost of raw materials such as copper and aluminum. A substantial portion of the cost
increases occurred in our coil manufacturing division. Raw material costs plateaued in early
1995 while we required the entire year to pass along most price increases.

The second problem was that the competitive pressures which we encountered as a result of
our price increases reduced orders for coils by 7%. In an effort to improve the profitability of
this operation, we have undertaken significant streamlining measures, including changes in
the management of this division.

RF 40-130 ton The third issue was that orders of packaged ai mMMmpng equipment from two lrarnﬂnahmml

assembly area.
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During 1995 we reviewed the performance of our representatives and took additional actions to
enable this group to provide a large source of orders for our business. The growth in orders
from our representatives consists of a more diverse customer base including schoals, office
buildings, shopping malls and industrial applications. By developing a broader customer base,
we will reduce our dependence upon a particular type of customer and reduce the volatility
which that can produce.

Orders from our representative network have increased from 49% of our business in 1994 to
65% in 1995. Considerable sales tools, both printed and electronic, have been improved to
assist our representatives. These tools are available for both operationat divisions and have
helped to broaden our market penetration.

The building expansion and acquisition initiated in 1994 has been finished. With this expansion,
alarge portnon of foreseeable capital expenditures has been completed as we have developed the
mfrastruetmr reuned to service a larger pomon ofthe q arket For the |mmed|ate future, capital
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In addition to the positive outlook for our large tonnage equipment and representative network
sales, AAONAIRE™ is developing its place in the market. AAONAIRE™, our energy recovery
wheel product, is currently being tested by some large customers for use in their construction.
These units have also been favorable accepted by our representative network.

We expect that 1996 will continue to present us with a number of challenges and epportunities.
Challenges will abound in the slowing of retail building construction. However, we believe that
with our building completed, our product line expanded and our representative sales force
strengthened, we have positioned ourselves well to exploit the opportunities which will also
develop in 1996.

As always, your employees, listed on the inside cover of this report, thank you for your
ongoing support.

it

. Asbjornson

Sincerely,

President
April 8, 1996
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Item 1. Business.

General Development of Business

AAON, Inc., formerly Diamond Head Resources, Inc., a Nevada corporation (“AAON-Nevada” or, including its subsidiaries, the “Company”), was
incorporated on August 18, 1987. In early 1988, Diamond Head Resources, Inc., made a public offering of its stock in furtherance of the objective of
seeking and acquiring an interest in a prospective business opportunity.

AAON, Inc., an Oklahoma corporation (“AAON-Oklahoma”), was incorporated on August 15, 1988, for the purpose of acquiring the assets, subject
to certain liabilities, of the Heating, Ventilation and Air-Conditioning (“HVAC") Division of John Zink Company in Tulsa, Oklahoma. AAON-
Oklahoma's purchase of the HVAC business was consummated on September 30, 1988, at which time AAON-Nevada made a loan of virtually all of
its assets ($580,000) to AAON-Oklahoma to partially finance the purchase. An integral part of that transaction was a Conversion/Exchange
Agreement by and among AAON-Nevada, AAON-Oklahoma and the stockholders of AAON-Oklahoma, which was “triggered” on June 16, 1989. As
a result, the $580,000 loan was converted to equity, the former stockholders of AAON-Oklahoma became the owners of 80% of the outstanding
stock of AAON-Nevada and AAON-Oklahoma became a wholly-owned subsidiary of AAGN-Nevada.

AAON-Oklahoma is engaged in the manufacture and sale of commerciaf rooftop air- conditioners and heating equipment.

On December 30, 1991, CP/AAON, Inc. (“CP/AAON"), a Texas corporation organized as a wholly-owned subsidiary of AAON-Nevada for such pur-
pose, purchased most of the assets of Coils Plus, Inc. (“CP"), of Longview, Texas, which manufactures coils used in the products of AAON-
QOklahoma. In connection with the purchase of assets from CP, CP/AAON entered into a non-compete agreement with the former stockholder of CP.
The agreement requires payments equal to 20% of CP/AAON's pre-tax income for years 1992-1996. In addition, a lump-sum equal to five times the
average of the payments for 1995 and 1996, subject to a maximum of $4,000,000, will be payable in April 1997. Aiso, the agreement requires
CP/AAON to make monthly advances of $20,000 through December 1996 against amounts becoming due thereunder. '

Products and Markets

The Company engineers, manufactures and markets commercial rooftop air-conditioning, heating and heat recovery equipment and air-conditioning
coils. fts products serve the commercial and industrial new construction and replacement markets. While to date virtually alf of the Company's
sales have been 1o the domestic market, concerted efforts began in 1993 to develop foreign sales which accounted for approximately 2% of its saies
|ast year and are projected to increase in coming years.

The rooftop market consists of units installed on commercial or industrial structures of generally less than 10 stories in height.

CP/AAON's coil sales are made to air-conditioning unit manufacturers, including AAON-Oklahoma, and to the commercial/industrial general
building market.

The size of these markets is determined primarily by the number of commercial and industrial building completions. The replacement market
consists of products installed to replace existing units/components which are worn or damaged. Historically, approximately half of the industry's
market has consisted of replacement units. x

The commercial and industrial new construction market is subject to cyclical fluctuations in that it is generally tied to housing starts, but has a lag
factor of 6-18 months. Housing starts are, in turn, affected by such factors as interest rates, the state of the economy, population growth and the
relative age of the population. When new construction is down, the Company emphasizes the replacement market.

Based on its 1995 level of sales, approximately $67 million, the Company has a 7% share of the rooftop market and a 2% share of the coil market.
Approximately 65% of the Company's sales now come from new construction and 35% from renovation/replacements. The percentage of sales (for
new construction vs. replacement) to particular customers is related to their stage of development, e.g., Wai-Mart, 90% new construction and 10%
replacement.




The Company purchases certain components, fabricates shest metal and tubing and then assembles and tests its finished products. The finished
products of AAON-Oklahoma consist of a single unit system containing heating, cooling and/or heat recovery components in a self-contained cabi-
net, referred to inithe industry as “unitary” products. The finished products of CP/AAON are coils, consisting of a sheet metal casing with tubing
and fins contained 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 tons; its RF Series,
which is offered in nine cooling sizes ranging from 40 to 140 tons; its RG Series, which is a heat pump variation of the RH Series; and its HA Series,
which is a horizontal discharge package for either rooftop or ground installation, offered in nine sizes ranging from 4 to 40 tons.

AAQON-Oklahoma's engineers have developed a new heat-wheel option for its RH, RF and RG units. The product responds to new requirements of
the U.S. Clean Air Act which mandate increased fresh air in commercial structures. This product, which will be marketed under the name “AAON-
AIRE”, 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
heatwheel-have been proven by numerous installations during the past year, but sales to date have been modest.

AAON-Oklahoma's products are designed to compete on the high side of standardized, packaged rooftop products. Accordingly, its prices range
from $300 and $550 per ton of cooling, which is approximately 5%, on average, higher than other standardized products. Performance characteris-
tics of these products range in cooling capacity from 32,900-1,569,200 BTU's and in heating capacity from 65,000-1,680,000 BTU's. All of the
Company's rooftop products meet the Department of Energy’s efficiency standards, which are designed to set the maximum amount of energy to be
used in producing a given amount of cooling.

A typical commercial building installation requires a ton of air-conditioning for every 300-400 square feet or, for a 100,000 square foot building,
250 tons of air-conditioning, which would involve multiple units.

Major Customers

The Company’s two largest customers are Wal-Mart and Target. Wal-Mart accounted for approximately 27% of the Company’s sales in 1995,
compared to 40% in 1994. Sales to Target were 17% of total sales in 1995 and less than 10%in 1994.

Sales to Wal-Mart are made pursuant to calendar year contracts, now effective for 1995, which are by letter agreement providing for automatic
renewal for additional terms of one year each, unless terminated by either party upon ninety days’ notice prior to the end of the existing year term.
Wal-Mart has been a significant customer of the Company and its predecessor since 1971. The Company has no written contract with Target.

The loss of Wal-Mart as a customer would have a material adverse effect on the Company. However, with the Company’s emphasis on marketing to
other customers, management believes that the extent of its dependence on sales to Wal-Mart will diminish over a period of time.

In order to diversify its customer base, the Company plans to add to and/or upgrade its sales representation in various markets, sesk general trade
business, as well as other national accounts, and penetrate additional trade areas, both domestic and foreign.

Sources and Availability of Raw Materials

The most important materials purchased by the Company are steel, copper and aluminum, which are obtained from domestic suppliers. The
Company also purchases from other domestic manufacturers certain components, including compressors, electric motors and electrical controls
used in its products. The Company endeavors to obtain the lowest possible cost in its purchases of raw materials and components, consistent with
megting specified quality standards. The Company is not dependent upon any one source for its raw material or the major components of its manu-
factured products, but AAON-Oklahoma purchases all of its coils from CP/AAON. By having multiple suppliers, the Company believes that it will
have adequate sources of supplies to meet its manufacturing requirements for the foreseeable future.

Further, the Company attempts to limit the impact of increases in raw materials and purchased component prices on its profit margins by
negotiating with each of its major suppliers on a term basis from six months to’a year.

Distribution

The Company utilizes a direct sales staff of 10 individuals and approximately 70 independent manufacturer representatives' organizations to market
its products in the United States. The Company also has one international sales representative and utilizes six distributors in other countries. -Sales
are made directly to the contractor or end user, with shipments being made from the Company’s Tulsa and Longview plants to the job site. Billings
are to the contractor or end user, with a commission paid directly to the manufacturer representative.

AAON-Oklahoma's products and sales strategy focus on a “niche” market. The targeted market for its rooftop equipment is customers seeking a
product of better quality than offered, and/or options not offered, by standardized manufacturers.

To support and service its customers and the ultimate consumer, AAON-Qklahoma provides parts availability through six independent parts distrib-
utors and has a factory service organization at its Tulsa plant. Also, a number of the manufacturer representatives utilized by the Company have their
own service organizations, which, 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 one year from the date of first use or 15 months from date of shipment;
compressors, an additional four years; and on gas-fired heat exchangers (if applicable), 10 years.

Research and Development

All R&D activities of the Company are company-sponsored, rather than customer-sponsored. Ongoing work involves the HA Series, component
evaluation and refinement, and development of control systems and new product development. This work will cost approximately $200,000 per year
and is budgeted as a normal, recurring expense.

Backlog

The Company had a current backlog as of March 1, 1996, of $10,478,000, compared to $22,352,000 at March 1, 1995. The current backlog
consists of orders considsred by management to be firm and substantially all of which will be filled by July 1, 1996; r]owever, the orders are subject
to cancellation by the customers.

Working Capital Practices

Working capital practices in the industry center on inventories and accounts receivable. The Company regularly reviews its working capital compo-
nents with a view to maintaining the lowest level consistent with requirements of anticipated levels of operation. Its greatest needs arise during the
months of July-November, the peak season for inventory (primarily purchased material) and accounts receivable. The Company's working capital
requirements are generally met through a bank revolving credit facility, which currently permits allowable borrowings up to $8,150,000. The
Company believes that it will have sufficient bank credit available to meet its working capital needs through 1996 and beyond.

Seasonality

Sales of the Company’s products are moderately seasonal with the peak period being July-November of each year.

Competition

In the domestic market, the Company competes primarily with Trane Company, a division of American Standard, Inc., Lennox Industries, Inc., York
International Corporation and Carrier Corporation, a subsidiary of United Technologies Corporation. Al of these competitors are substantially larger
and have greater resources than the Company. The Company competes primarily on the basis of total value, quality, function, serviceability,
efficiency, availability of product, product line recognition and acceptability of sales outlet. However, in new construction where the contractor is the
purchasing decision maker, AAON-Oklahoma often is at a competitive disadvantage on sales of rooftop units because of the emphasis placed on
initial cost; whereas, in the replacement market and other owner-controlled purchases of such units, the Company has a better chance of getting the
business since quality and long-term cost are generally taken into account.




Employees

As of March 1, 1996, the Company had 480 employees and 94 témporaries, none of whom are represented by unions. Management considers its
relations with its employees to be good.

Patents, Trademarks, Licenses and Concessions

The Company dogs not consider any patents, trademarks, licenses or concessions held by it to be material to its business operations, other than
possibly the patent pending on the heat-wheel option known as “AAONAIRE™" discussed under “Products and Markets” and “Major Customers”
above.

Environmental Matters

Laws concerning the environment that affect or could affect the Company’s domestic operations include, among others, the Clean Water Act, the
Clean Air Act, the Resource Conservation and: Recovery Act, the Occupational Safety and Health Act, the National Environmental Policy Act, the
Toxic Substances Controt Act, regulations promulgated under these Acts, and any other federal, state or local laws or regulations governing envi-
ronmental matters. The Company believes that it presently complies with these laws and that future compliance will not materially adversely affect
the Company's earnings or competitive position.

tem 2. Properties.

The plant and office building of AAON-Oklahoma is of sheet metal construction, containing 332,000 square feet (317,000 sq. ft. of
manufacturing/warehouse space and 15,000 sq. ft. of office space), located on a 12-acre fract of land at 2425 South Yukon, Tulsa, Oklahoma. The
manufacturing area is in a heavy industrial type building, with total coverage by bridge cranes, containing manufacturing equipment designed for
sheet metal fabrication and metal stamping. Assembly lines consist of three cart-type conveyor lines with variable line speed adjustment, two of
which are motor driven. Subassembly areas and production line manning are based upon line speed. The manufacturing facility is 1,140 fest in
length and varies in width from 390 feet to 220 feet. “Production at this facility averaged approximately $4.8 million per month in 1995, which is
29% of the estimated capacity of the plant. Management deems this plant to be nearly ideal for the type of rooftop products being manufactured by
the Company. The office space is believed to be adequate for the foreseeable future.

The operations of CP/AAON are conducted in a plant/office building at 203-207 Gum Springs Road in Longview, Texas, containing 138,000 square
feet on 14 acres. The manufacturing area (approximately 131,000 square feet) is located in two 120-foot wide shest metal buildings connected by
an adjoining structure and a 28,000 square foot building adjacent thereto. The facility is built for light industrial manufacturing.

Bank borrowings of the Company, totalling $7,860,000 at March 1, 1996, are secured, in part, by its Tulsa and Longview fagilities (buildings and
equipment).

Iltem 3. Legal Proceedings.

The Company is not a party to any pending legal proceeding which management believes is likely to result in a material liability and no such action
is contemplated by or, to the best of its knowledge, has been threaténed against the Company.

Item 4. Submission of Matters to a Vote of Security Holders. e s L

No matter was submitted to a vote of security holders, through solicitation of proxies or otherwise, during the period from October 1, 1995, through
December 31, 1995.

PART Il

ltem 5. Market for I}igi_stgnt’s Common Equity and Related Stockholder Matters.

The Company's Common Stock is traded on the NASDAQ National Market under the symbol “AAON". The range of sales prices for the Company's
Common Stock during the last two years, as reported by the National Association of Securities Dealers, Inc., was as follows:

March 31, 1994 $ 14125 $§ 725
June 30, 1994 $ 18.00 $ 10.75
September 30, 1994 $ 16.75 $ 12125
December 30, 1994 $ 14.875 $ 1075
March 31, 1995 $ 15.00 $ 1050
June 30, 1995 $ 11.75 $ 675
September 30, 1995 $ . 775 $ 650
December 31, 1995 $ 7.00 $ 450

On March 1, 1996, there were 250 holders of record, and 2,533 beneficial owners, of the Company’s Common Stock.

Since its inception, no cash dividends have been paid on the Company’s Common Stock and the Company does not anticipate paying cash divi-
dends in the foreseeable future. There is a negative covenant under the Company’s Revolving Credit and Term Loan Agreement which prohibits the
declaration or payment of such dividends, if following such action there would result a Default or Event of Default thereunder. The Company paid a
10% stock dividend on March 27, 1995.

Item 6. Seleitec_l Financial Data.

The following selected financial data should be read in conjunction with the financial statements and related notes thereto for the periods indicated,
which are included elsewhere in this report.

Years ended December 31,
Results of Operations: 1995 1994 1993 1992 1991
*(In thousands, except earnings per share)

Netsales $67,346 $79,542 $45,394 $37,026 $26,678
Net income 2,069 5,101 2,665 1,593 379
Earnings per share (1) 34 81 44 .26 .06
December, 31,
Balance Sheet Data: 1995 1994 1993 1992 1991
(In thousanas)
Total assets $32,212 $32,562 $24,083 $15,705 $14,309
Long-term debt 10,695 10,648 11,008 4,087 5,343
Stockholders' equity 13,546 11,461 6,350 3,685 2,092

(1) Earnings per share for the years ended December 31, 1995, 1994, 1993, 1992 and 1991 are based on 6,104,666, 6,301,088, 6,091,392,
6,091,392, and 6,091,392 common shares and common equivalents, respectively. Common share equivalents represent shares issuable
upon assumed exercise of stock options which would have a dilutive effect. Common share equivalents had no material effect on the
computation in 1995, 1993, 1992 or 1991. The Company paid a 10% stock dividend on March 27, 1995. Effective September 15, 1993,
the Company completed a one-for-four reverse stock split. The shares outstanding and earnings per share disclosures have been restated
to reflect the stock dividend and the reverse-stock split.




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

Set forth below is income statement information with respect to the Company for years 1995, 1994 and 1993:

Years ended December 31,

1995 1994 1993
(Inthousands)
Net sales $67,346 $79,542 $45,394
Cost of sales pAD0; D28 _ 61,664 33,908
Gross profit 10,818 17,878 11,486
Selling, general and administrative expenses 6318 7,921 6,178
Income from operations 4,500 9,957 5,308
Interest expense 815 806 809
(Other expense : 452 445 259
Income before income taxes 3,233 8,706 4,240
[ncome tax provision 1,164 3605 1578

Net income $2.069 $5,101 $2,665

Results of Operations

Net sales decreased by approximately 15% in 1995 as compared to 1994, but were 33% greater than in 1993. The reduction in sales in 1995 as

_compared to 1994 was primarily attributable to a drop in sales to two of the Companyflargest customers, whereas the 75% increase in sales in
1994 as compared to 1993 reflected a nearly across the board growth in sales to all categories of customers. The differences in levels of sales in all
three years were mainly due to the volume of business (approximately 97%), rather than price changes. The outlook for 1996 is for sales compara-
ble to 1995 and for a continuation of the trend of less conceniration of sales to a few major, national account customers.

Gross profit declined in 1995 and 1994 to 16.1% and 22.5%, respectively, of net sales, compared to 25.3% in 1993, due to an inability to pass-on
increased costs, mitigated in part in 1994 by forward purchasing of material which enabled the Company to avoid substantial increases in copper
and aluminum prices. The Gompany expects continued difficulty in 1996 in passing on increased costs to existing customers, but anticipates
getting better margins on sales to new customers, with the net effect of achieving some overall improvement in margins.

SG&A expenses decreased 20% in 1995 compared to 1994, whereas these expenses increased 28% in 1994 compared to 1993, in both instances
being primarily attributable to the volume of business, i.e., warranty and selling costs:

Interest expense has remained at approximately the same level for three years, despite substantial capital expenditures in 1995 and the significant
increase in sales in 1994. Profits in 1995 and 1994 also helped to contain borrowings, as did effective control of inventories and accounts receivable.

Income before income taxes in 1995 decreased 63% compared to 1994 primarily due to cost increases exceeding selling price increases. Income
before income taxes in 1994 increased 105% over 1993 primarily due to a 75% increase-in sales and an increase in SG&A of only 28% as
compared to 1993.

Financial Condition and Liquidity

Accounts receivable and inventories in 1995 were comparable to 1994 as a percentage of sales. Accounts receivable and inventories were dispro-
portionately less than the increase in sales in 1994 as compared to 1993. i

The $2,082,000 increase in “Property, Plant and Equipment” in 1995, net of depreciation, was attributable to the major expansion of the Company’s
Tulsa and Longview, Texas, manufacturing facilities. All capital expenditures in 1995 were financed out of that year's cash flow and a minor amount
of borrowings under the Company’s revolving credit bank loan, except for the Longview land and improvements purchases which were financed by a
bank term loan.

The size of accounts payable at December 31, 1995 and 1994 primarily reflect the inventories and sales volumes in each of those years.

Also, accrued liabilities at year-end 1995 and 1994 reflect the amount of reserves (warranty, commissions and employee payroll and benefit accru-
als) related to sales.

The capital needs of the Company are met primarily by its bank revolving credit facility. Management believes this bank debt (or comparable financ-
ing), term loans and projected profits from operations will provide the necessary liquidity and capital resources to the Company for at least the next
five years, including a lump-sum payment, if any (pursuant to a noncompete agreement with the former stockholder of Coils Plus, Inc., the assets of
which were acquired by CP/AAON in December, 1991) equal to five times the average of 20% of CP/AAON's pre-tax income for 1995 and 1996,
which will be payable in April, 1997. The Company's belief that it will have the necessary liquidity and capital resources is based upon its know!-
edge of the HVAC industry and its place in that industry, its ability to limit the growth of its business if necessary and its relationship with its existing
bank lender.

The Company's revolving credit line (which currently extends to July 31, 1997) provides for maximum borrowings of $8,150,000. Interest on this
line is payable monthly at the Chase Manhattan Bank prime rate or LIBOR plus 2.4%, at the election of the Company. Availability of funds under the
agreement is based on 80% of eligible accounts receivable, plus 50% of raw materials and finished goods inventories, with inventories not to
exceed 50% of the borrowing base. Its term loans were in the original principal amounts of $2,550,000 and $1,450,000, providing for monthly
principal payments of $25,000 and $15,000, respectively (which commenced Jung 30, 1992), and $1,000,000, providing for monthly principal pay-
ments of $10,000 (which commenced February 28, 1994). Interest on these loans is payable monthly at the Chase Manhattan Bank prime rate plus
1/2%. The maturity of all three term loans is January 31, 1999.

ltem 8. Financial Statements and Supplementary Data.

The financial statements and supplementary data are included at page 12.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.




PART I

Item jO._ I_VIanagemgnt Rggort.___ LT et _ S & T |

Incorporated by reference to the Company's: definitive Proxy Statement to be filed with the Securities and Exchange Commission in connection with
the Company’s 1996 Annual Meeting of Stockholders.

Item 11. Executive Compensation.

Incorporated by reference to the Company's definitive Proxy Statement to be filed with the Securities and Exchange Commission in connection with
the Company’s 1996 Annual Meeting of Stockholders. ‘

ltem 12. Security Ownership of Certain Beneficial Owners and Management.

Incorporated by reference to the Company’s definitive Proxy Statement to be filed with the Securities and Exchange Commission in connection with
the Company's 1996 Annual Megting of Stockholders.”

!tem 13_. _(:grta_lin_ﬂela_ti_qnghlp_s and Related Transactions.

Incorporated by reference to the Company's dsfinitive Proxy Statement to be filed with the Securities and Exchange Commission in connection with
the Company’s 1996 Annual Meeting of Stockholders.

. PART IV

(@) 1. Financial statements.

2. Exhibits:

(i)
(iv)

(v)

See Index to Consolidated Financia! Statements on page 11.

(A) Articles of Incorporation (i)
(A-1)  Article Amendments (ii)
(B) Bytaws (i)

(B-1)  Amendment of Bylaws (i)

{4 (A) Restated Revolving Credit and Term Loan Agreement
(“Loan Agreement”) and refated documents (iii)
(A-1y  Latestamendment of Loan Agreement (iv)

(10)  (A)  Letter Agreement with Wal-Mart Stores, Inc. (ii)
(B) AAON, Inc. 1992 Stock Option Plan, as amended (v)

(21) - List of Subsidiaries (v)

(27)  Financial Data Schedule

Incorporated herein by reference to the exhibits to the Company’s
Form S-18 Registration Statement No. 33-18336-LA.

Incorporated herein by reference ta the exhibits to the Company's Annual
Report on Form 10-K for the fiscal year ended December 31, 1990, and to the
Company's Form 8-K dated March 21, 1994.

Incorporated herein by reference to the Company’s Form 8-K dated
Junge 22, 1992, or exhibits thereto. ;

Incorporated herein by reference to exhibit to the Company's Form 8-K
dated March 18, 1996. '

Incorporated herein by reference to exhibits to the Company's Annual Report
on Form 10-K for the fiscal year ended December 31, 1991, and to the
Company's Form S-8 Registration Statement No. 33-78520. -

(b) The Company did ot file any reports on Form 8-K during the period from October 1, 1995, to
December 31, 1995.
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Director
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS . AAON, INC.

CONSOLIDATED BALANCE SHEETS

To the Stockholders of AAON, Inc.; . ‘ _ (Inthousands, except share amounts)
We have audited the accompanying consolidated balance sheets of AAON Inc. (a Nevada corporation) and subsidiaries as of December 31, 'DECEMBER 31,
1995 and 1994, and the related consolidated statements of operations, stockholders' equity and cash flows for each of the three years in the W { _ ASSETS 1995 1994
period ended December 31; 1995. These financial statements are the responsibility of the Company's management Our responsrbrlrty is to
express an opinion‘on these financial statements based on our audits. - My B & A f CURRENT ASSETS: _
. “Cash p ( - $ 663 $ 26
We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform the audit Accounts receivable, net (Notes 2 and 4) 9,846 11,898
to obtain reasonable assurance about whether the financial statsments are free of material misstatement.. An audit includes examining, on a test - Inventories, net (Notes 2 and 4) 9,061 10,245
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles | ~ Prepaid expenses and other : i 475 201
- used and significant estimates made by management, as well as evaluating the overall financial statement presentatren We believe that our _ - Deferred income taxes (Note 5) 1,104 1,385
audrts provide a reasonable basis for our oprnron ‘, ’ S - | -~ Total current assets : ; 21,149 23,755
In our opinion; the frnancrar statements referred to above present fairly, in all materral respects the financial posrtron of AAON, Inc. and , PROPERTY, PLANT AND EQUIPMENT, net (Notes 2 and 4) 10,312 8,230
subsidiaries as of December 31, 1995 and 1994, and the results of their operations-and their cash flows for each of the three years in the perrod : :
_ended December 31, 1995, in conformity with generally accepted accounting prrncrples | OTHER ASSETS, net (Note 2) il : 751 571
3 . i Total assets = ¢ $82,212 $32,562

LIABILITIES AND STOCKHOLDERS’ EQUITY

Tulsa, Oklahoma S o
February 2, 1996 Gl Codadans EL® | CURRENT LIABILITIES:

Accounts payable ; : $ 4,424 $ 5,852

,5 Accrued liabilities (Note 2) . 2,605 3,665
. Current maturities of long-term debt (Note 4) 942 936
Total curren‘tllrabrhtres ' - 7.971 - 10,453

LONG-TERM DEBT (Noted) : 10695 10,648

STOCKHOLDERS' EQUITY, per accompanying.statements (Note 8):
Preferred stock, $.001 par value, 5, 000 000 shares authorized,
- no shares issued = =

Common stock, $.004 par value, 50,000,000 shares authonzed 24 24

Additional paid-in capital : 7687 . 7671

Retained earnings - = - e 5835 . 3,766
Total stockholders’ equity . -~ : 13,546 11,461
Total liabilities and stockholders' equrty Bt $32212  $32,562

The accompanying notes are an integral i
- part of these balance sheets.
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AAON, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

FOR THE YEARS ENDED DECEMBER 31,

1995 1994 _ 198
NET SALES (Note6) - $67,346 §79,542 45,394
COST OF SALES : 658 61664 3398
GROSSPROFIT 10,818 17,678 11486
SELLING, GENERAL AND ~ ~
~ ADMINISTRATIVE EXPENSES \ 6,318 791 6178,
INCOME FROM OPERATIONS 4,500 9,957 5,308
INTEREST EXPENSE 815 . 806 809
OTHER EXPENSE , ) s %59
INCOME BEFORE INCOME TAXES 3233 8,706 4,240
INCOME TAX PROVISION (Note 5) 1,164 3,605 1575
 NETINCOME , _ $2089 85101 _ $2665
EARNINGS PER SHARE $.34 $.61 $.44
WEIGHTED AVERAGE SHARES OUTSTANDING 6105 6,301 6,091

The accompanying notes are an integral
part of these statements.
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AAON, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
RTH ’ ECEMBER 31, 1993, 1994 AND 1995

FOR THE YEARS ENDED D

BALANCE, JANUARY 1, 1993
REVERSE STOCK SPLIT (Note 8)

NET INCOME

BALANCE, DECEMBER 31, 1993

NET INCOME

STOCK OPTIONS EXERCISED (Note 7)
STOCK DIVIDEND (Note 8)

BALANCE, DECEMBER 31,1994

NET INCOME

STOCK OPTIONS EXERCISED (Note 7)

BALANCE, DECEMBER 31, 1995

(In-thousands)
| Paid-in Retdined
Shares Amount Capital Earnings Total
22,150 $22 $ 984 $2,679 $ 3685
(16,612) - - < -
- £ - 2,665 2,665
5538. $22 $ 984 $5,344 . $ 6,350
- = - 5,101 5,101
8 = 10 - - 10
555 = 6677 (6:679) -
6,101 $24 $7,671 - $3,766 $11,461
= = - - 2,069 - 2,069
12 el 16 - 16
6113 ﬁ $7,687 $5,835 $13,546
fhe accompanying notes are an integral <
part of these statements.
A,
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AAON, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash provided
by (used in) operating activities-
Depreciation and amortization
Provision for losses on accounts receivable
Provision for excess and obsolete inventories
Loss on disposition of assets
Deferred income taxes
Change in assets and liabilities-
{Increase) decrease in accounts receivable
(Increase) decrease in inventories
(Increase) decrease in prepaid expenses and other
Increase (decrease) in accounts payable
Increase (decrease) in accrued liabilities
Total agjustments
Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sale of property, plant and equipment
Capital expenditures

Nat cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings under revolving credit agreement
Payments under revolving credit agreement
Proceeds from long-term debt
Payments on long-term debt
Stock options exercised
Net cash provided by (used in) financing activities

NET INCREASE (DECREASE) IN CASH
CASH, beginning of year

CASH, end of year

The accompanying notes are an integral
part of these statements.
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FOR THE YEARS
ENDED DECEMBER 31,

1995 1994 1993

$2,069 $5,101 $2,665
2705 1714 1130
122 157 111
= 100 s
1 38 11
(146) (1051) (266)
1930 (3.941) (4,096)
1184 (3.347) (2,381)
(216) (66) 74
(1,428) 1971 2126
(1,060) 2,073 594
3,002 2,350) 2,697)
5161 2749 3
3 59 :
(4,596) (2,376) (2,575)
(4,593) 2,377 (2,575)
40,276 35,130 23,103
(39,653) (34,542) (18,770)
400 - 1,007
(970) (1,117) (2,685)
16 10 -
69 (519) 2,65
637 (87) 48
26 113 65

$ 663 $ 2% $ 113

AAON, INC.

ES TO CONSO ED FINANCIAL STATEMENTS
DECEMBER 31, 1995 AND 1994
(Dollar amounts in thousands, except share and per share information)

1. OPERATIONS AND ORGANIZATION:

AAON, Inc. (the Company, a Nevada corporation) is engaged in the manufacture and sale of commercial rooftop air conditioners, heating equipment
and components through its wholly-owned subsidiaries AAON, Inc. (AAON, an Oklahoma corporation) and CP/AAON, Inc. (CP/AAQON, a Texas corpo-
ration). Products are primarily sold to building owner/operators in the domestic commercial and industrial new construction and replacement markets.

In December 1991, CP/AAON acquired certain assets of Coils Plus, Inc: (CP), an air coil manufacturer. In connection with the purchase from CP,
CP/AAON entered into a noncompetition agreement with the former stockholder of CP. The agreement requires payments equal to 20 percent of
CP/AAON's pre-tax income for each of the years ending December 31, 1992 through 1996. In addition, a lump-sum payment equal o five times the
average of the payments for 1995 and 1996, subject to a maximum of $4,000, will be payable in April 1997. Also, the agreement requires CP/AAON
to make monthly advances of $20 through December 1996. Any additional amounts payable exceeding the monthly advances will be expensed at the
end of each year. No such expense was required for 1995, 1994, 1993 or 1992. The present value of the total of advances is recorded as a noncom-
petition agreement and is being amortized over five years.

2. ACCOUNTING POLICIES:

Consolidation

The consolidated financial statements include the accounts of the Company and its subsidiaries, AAON and CP/AAON. All significant intercompany
accounts and transactions have been eliminated.

Revenue Recognition

Revenues are recognized at the time of shipment.

Inventories

Inventories are valued at the lower of cost or market. Cast is determined by the first-in, first-out {FIFO) method.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. ‘Maintenance, repairs and betterments, including replacement of minor items of physical properties,
are charged to expense; major additions to physical properties are capitalized. Property, plant and equipment are depreciated using the straight-line
method over the following estimated useful lives:

Years
Buildings 10-20
Machinery and equipment 3-7
Furniture and fixtures 3-5
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Warranties

A provision is made for the estimated cost of warranty obligations at the time the related products are sold. Warranty expense was $2,033, $2,712 and
$2.457 for the years ended December 31, 1995, 1994 and 1993, respectively.

Earnings Per Share

Earnings per share has been computed by dividing net income by the weighted average number of common shares and common share equivalents
outstanding, restated for the one-for-four reverse stock split and the ten percent stock dividend (See Note 8). Common share equivalents included in
the computation represent shares issuable upon assumed exercise of stock options which would have a dilutive effect. Common share equivalents
had no material effect on the computation in 1995 or 1993.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of reventes and expenses during the reporting period. Actual results could differ from those estimates.

Reclassifications

Certain reclassifications have been made to the 1994 consolidated financial statements to conform with the 1995 presentation. These reclassifications
did not impact net income.

Details to Consolidated Balance Sheets December 31,
1995 1994
ACCOUNTS RECEIVABLE:
Accounts receivable $10,050 $12,043
Less- allowance for doubtful accounts 204 sl
Total, net $ 9,846 $11,898
INVENTORIES: .
Raw materials $ 5451 $ 6,448
Work in process 1,366 2,202
- Finished goods 2,394 1,835
9,211 10,485
Less- allowance for excess and obsolete inventorjes 150 240
Total, net $ 9,061 $10,245
PROPERTY, PLANT AND EQUIPMENT:
Land $ 274 $ 227
Buildings 7,246 4,088
Machinery and equipment h 7,523 6,343
Furniture and fixtures 1,100 896
16,143 11,554
Less- accumulated depreciation 5831 3.324
Total, net $10,312 $ 8,230
OTHER ASSETS:
Noncompetition agresment $ 975 $ 975
Deferred income taxes - 449 22
Other ; 107 165
_ 1,531 1,162
Less=accumulated amortization for noncompetition agreement 780 565
Total, net . $ 751 $ 571
ACCRUED LIABILITIES:
Warranty ~ ° $ 1,390 $ 1,830
Commissions 555 680
Ofher 660 1,155
Total $ 2,605 $ 3,665
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Year Ended December 31,

1995 1994 1993

ALLOWANCE FOR DOUBTFUL ACCOUNTS:

Balance, beginning of period $145 $ 80 $ 81

Provision for losses on accounts receivable 122 157 111

Accounts receivable written off, net of recoveries (63) (92) (112)

Balance, end of period $204 $145 $ 80
ALLOWANCE FOR EXCESS-AND OBSOLETE INVENTORY:

Balance, beginning of period $240 $140 $240

Provision for excess and obsolete inventories - 100 -

Inventories written off (90) - (100)

Balance, end of period $150 $240 $140

3. SUPPLEMENTAL CASH FLOW INFORMATION:

Interest payments of $815, $760 and $809 were made during the years ended December 31, 1995, 1994 and 1993, respectively. Payments for
income taxes of $1,604, $4,335 and $1,923 were made during the years ended December 31, 1995, 1994 and 1993, respectively.

4. DEBT: y L= A L s ! SR B
Long-term debt at December 31, consists of the following:
1995 1994
Three bank term-loan agreements, payable in total monthly
payments of $50 through January 1999 with a balloon
payment in January 1999, plus interest payable monthly at
Chase Manhattan Bank prime plus 1/2% (9% at December 31, ]
1995), colfateralized by machinery, equipment and real estate. $2,930 $3,530
$8,150 maximum bank line of credit subject to a borrowing base
of accounts receivable and inventory, with interest at LIBOR
plus 2.4% (8.33% at December 31, 1995), due July 31, 1997,
collateratized by accounts receivable, inventory, intangibles
and the stock of AAON and CP/AAON. 7,938 7,315
Bank term-loan agreement, payable in monthly installments of
$3, through March 2000, plus interest at the bank's prime rate plus -
1/4% (8.75% at December 31, 1995), collateralized by real estate. 367 -
Noncompetition agreement discounted at 8.5%, payable in
monthly payments of $20 through December 1996. 229 440
Other 173 299
11,637 11,584
Less- current maturities 942 936
$10,695 $10,648
Combined maturities of debt for each of the years ended December 31, are as follows:
1996 ' $ 942
1997 8,439
1998 460
1999 1,590
2000 206
$11,637
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The revolving credit and the term-loan agreement requires, among other things, that the Company maintain minimum net worth, a minimum tangible
net worth, minimum working capital and a minimum debt to tangible net worth ratio. The revolving credit portion of the agreement allows the
Company two interest rate options; Chase Manhattan Bank prime or LIBOR plus 2.4%. At December 31, 1995, the Company was in compliance with
the covenants of the revolving credit and term-loan agreements.

Based on the borrowing rates currently available to the Company for bank loans with similar terms and average maturities, the fair value of the
long-term debt approximates the carrying value.

5. INCOME TAXES:

Effective January 1, 1993, the Company adopted Statement of Financial Accounting Standards (SFAS) No. 109, “Accounting for Income Taxes”.
SFAS No. 109 requires an asset and liability approach to financial accounting and reporting for income taxes. The difference between the financial
statement and tax basis of assets and liabilities is determined and deferred tax assets or liabilities are computed for those differences that have future
tax consequences. The adoption of this statement did not impact the consolidated financia statements.

The income tax provision consists of the following: Years Ended December 31,
1995 1994 1993
Current $1,310 $4,656 $1,841
Deferred (146) _(1,051) (266)
$1,164 $3,605 $1,575

The reconciliation of the federal statutory income tax rate to the effective income tax rate is as follows:

Years Ended December 31,

1995 1994 1993
Federal statutory rate 34 % 34% 34 %
State income taxes 4 6 -
Other (2) 1 3

36 % 41 % 37%

The tax effect of temporary differences giving rise to the Company’s deferred income taxes at December 31 are as follows:

1995 1994
Net deferred tax assets -

Valuation reserves $ 213 $ 201
Warranty accrual 556 759
QOther accruals 286 372
Depreciation and amortization 126 (188)
Noncompetition agreement 322 210
QOther, net 50 53

__$1,853 _$1.407

6. MAJOR CUSTOMERS:

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

Years Ended Dacember 31,
1995 1994 1993

Target , 17% * g
Wal-Mart Stores, Inc. : 21% 40% 38%
K-Mart Corp. . 2 12%

* Less than 10 percent
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7. BENEFIT PLANS:

During 1994, the shareholders approved an amendment to the stock option plan for key employees and directors to increase the number of shares of
common stock covered by the plan to 605,000. 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. The exercise price of all options granted was equal to the market price at the date of grant. Options
granted vest at a rate of 20 percent per year, commencing one year after date of grant, and are exercisable for ten years. At December 31, 1995,
306,350 shares were available for granting future options. The number and exercise price of options granted were as follows:

Number Price
of Shares Per Share
OUTSTANDING AT JANUARY 1, 1993 237,500 $1.25-$1.31
Granted - -
Exercised < T
OUTSTANDING AT DECEMBER 31, 1993 237,500 $1.25-$1.31
Stock dividend 23,750 -
Grantgd { 37,400 $13.01
Exercised : (8,250) $ 119
OUTSTANDING AT DECEMBER 31, 1994 . 290,400 $1.19-$13.01
Exercised (13,750) $ 119
OUTSTANDING AT DECEMBER 31, 1995 276,650 $1.19-$13.01
EXERCISABLE AT DECEMBER 31, 1995 123,800 $1.19-813.01

The Company sponsors a defined contribution benefit plan. Employees can make contributions at a minimum of one percent and a maximum
of 15 percent of compensation. The Company may, on a discretionary basis, contribute a Company matching contribution not to exceed six
percent of compensation. The Company made matching contributions of $84, $78 and $27 in 1995, 1994 and 1993, respectively.

The Company maintains a profit sharing bonus plan under which ten percent of pre-tax profit is paid to eligible employees on a quarterly basis.
Profit sharing expense was $479, $998 and $457 for the years ended December 31, 1995, 1994 and 1993, respectively.

8. STOCK DIVIDEND AND REVERSE STOCK SPLIT:

During February 1995, the Company declared a ten percent stock dividend. The earnings per share and average shares outstanding amounts in the
1994 consolidated statements of operations and the shares outstanding in the 1994 consolidated statements of stockholders’ equity were restated
to reflect the stock dividend. Effective September 15, 1993, the Company completed a one-for-four reverse stock split. The earnings per share and
average shares outstanding amounts in the consolidated statements of operations have been restated to reflect the reverse stock split.
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