RCM TECHNOLOGIES INC

FORM 10-K

(Annual Report)

Filed 2/25/2002 For Period Ending 12/31/2001

Address 2500 MCCLELLAN AVE STE 350
PENNSAUKEN, New Jersey 08109
Telephone 609-486-1777
CIK 0000700841
Industry Business Services
Sector Services
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 or 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2001
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from ........... (o J—
Commission file number 1-10245

RCM TECHNOLOGIES, INC.

Exact name of registrant as specified in its charte
Nevada 95-1480559
State of incorporation IRS Employer Identificatidn.

2500 McClellan Avenue, Suite 350, Pennsauken, Negey 08109-4613
Address of principal executive offices
Registrant's telephone number, including area code:

(856) 486-1777 Securities registered pursuant to

Section 12(b) of the Act:

Name of each exch ange
Title of each class on which register ed
None None

Securities registered pursuant to Section 12(g) tfie Act:
Common Stock, par value $.05
(Title of Class)

Indicate by check mark whether the Registrant éE)filed all reports required to be filed by Sectid or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsfiech shorter period that the Registrant was reduadile such reports), and (2) has been
subject to such filing requirements for the pastiags.

YES XNO__

Indicate by check mark if disclosure of delinquiélers pursuant to

Item 405 of Regulation S-K is not contained heraimj will not be contained, to the best of Regigtseknowledge, in definitive proxy or
information statements incorporated by referendeart 111 of this Form 10-K or any amendment tasthbrm 10-K. [X ]

The aggregate market value of Common Stock heldoyaffiliates of the Registrant on February 22)2Was approximately $53,628,000
based upon the closing price of the Common Stockugh date on The Nasdaq National Market of $5Ihé&.information provided shall in
no way be construed as an admission that any perisose holdings are excluded from the figure igffifiate or that any person whose
holdings are included is not an affiliate and anghsadmission is hereby disclaimed. The informagimvided is included solely for record
keeping purposes of the Securities and Exchangen@ssion.

The number of shares of Registrant's Common Sigakvalue $0.05 per share) outstanding as of Fepa 2002: 10,571,761.
Documents Incorporated by Reference

Portions of the Proxy Statement for the Registsad2@02 Annual Meeting of Stockholders ("the 200@dyrStatement") are incorporated by
reference into Items 10,11,12 and 13 in Part Itthig Annual Report on Form 10-K. If the 2002 Pr&tatement is not filed by April 30,
2002, an amendment to this Annual Report on For+K $8tting forth this information will be duly fitewith the Securities and Exchange
Commission



PART |
Private Securities Litigation Reform Act Safe Harba Statement

Certain statements included herein and in other g@my reports and public filings are forward-lookinihin the meaning of the Private
Securities Litigation Reform Act of 1995. Readers eautioned that such forward-looking statememkéch may be identified by words such
as "may," "will," "expect," "anticipate," "continye'estimate," "project,” "intend," and similar exgsions which include, among others,
statements regarding the Company's intentions elsanges to its product offerings, its concentratiphigher margin service areas, its
pursuit of strategic alliances, partnerships, ¢iemd acquisitions, the increased use of the Satfopm and the increased propensity of
clients to outsource IT functions, are only predits and are subject to risks and uncertaintiescihiald cause the Company's actual results
and financial position to differ materially. Sudbks and uncertainties include, without limitatigi):unemployment and general economic
conditions associated with the provision of infotima technology and engineering services and simatand placement of temporary staffing
personnel; (i) the Company's ability to continoattract, train and retain personnel qualifiedieet the requirements of its clients; (iii) the
Company's ability to identify appropriate acqudaiticandidates, complete such acquisitions and ssftdly integrate acquired businesses;
uncertainties regarding pro forma financial infotima and the underlying assumptions relating tauggitions and acquired businesses; (V)
uncertainties regarding amounts of deferred conaitie and earnout payments to become payableaieefoshareholders of acquired
businesses; (vi) possible adverse effects on thikahprice of the Company's Common Stock due tadlale into the market of significant
amounts of Common Stock; (vii) the potential adeesect a decrease in the trading price of the @om's Common Stock would have uj
the Company's ability to acquire businesses thrdighissuance of its securities; (viii) the Compampility to obtain financing on
satisfactory terms; (ix) the reliance of the Compapon the continued service of its executive eif; (x) the Company's ability to remain
competitive in the markets which it serves; (xg thompany's ability to maintain its unemploymesuirance premiums and workers
compensation premiums;

(xii) the risk of claims being made against the @amy associated with providing temporary staffiagvices; (xiii) the Company's ability to
manage significant amounts of information, andquically expand and upgrade its information processapabilities; (xiv) the Company's
ability to remain in compliance with federal andtstwage and hour laws and regulations; (xv) ptiedis as to the future need for the
Company's services; (xvi) uncertainties relatingheallocation of costs and expenses to eached€tdmpany's operating segments; and (
other economic, competitive and governmental facafiecting the Company's operations, markets,ymsdand services. Readers are
cautioned not to place undue reliance on thesediaooking statements, which speak only as ofitite made. The Company undertakes no
obligation to publicly release the results of aayision of these forwartboking statements to reflect these ends or cirtantes after the de
they are made or to reflect the occurrence of ucipated events.



ITEM 1. BUSINESS
General

RCM Technologies, a Nevada corporation formed in119% a premier provider of business and technosmijutions designed to enhance and
maximize the performance of its customers throlghaidaptation and deployment of advanced informaéohnology and engineering
services. RCM is an innovative leader in the degigwelopment and delivery of these services tmuarindustries. RCM's offices are loce

in throughout North America, including major metetitan centers. The Company provides a diversified extensive range of service
offerings and deliverables. Its portfolio of Infoation Technology services includes e-Business,rgrise Management, Enterprise
Application Integration and Supply Chain. RCM's Ergring services focus on Engineering Design, mieeth Support, and Project
Management and Implementation. The Company's Coniah&ervices Group provides Specialty Healthcaodgssionals as well as General
Support Services. The Company provides its sentizelents in banking and finance, healthcareyriasce, aerospace, pharmaceutical,
telecommunications, utility, technology, manufactgrand distribution and government sectors. Thegany believes that the breadth of
services fosters long-term client relationshipfrafs cross-selling opportunities and minimizes@uwenpany's dependence on any single
technology or industry sector.

During the fiscal year ended December 31, 200Iscqipately 70% of RCM's total revenues were derifrech IT services, 20% from
Engineering services and the remaining 10% from @ercial Services.

RCM sells and delivers its services through a ngtwbd 52 branch offices located in selected regitmeughout North America. The
Company has executed a regional strategy to Hetterage its consulting services offering. The Canmyphas also implemented a
reorganization of its Solutions practices to cditeamanagement oversight and to expand the satksnarketing of those services.

Growth in demand for IT consulting services hasvsld in the past two years after several yearsméirgrowth. The decline in sales along
with a decline in operating income of certain birantfices has resulted in impairment charges ferbars ended December 31, 2001 and
2000. Despite a sales slow down, RCM has achiewsitiye growth of the gross margin percentagedhferservices delivered.

Industry Overview

Businesses today face intense competition, thdecttgd of constant technological change, and theiaggheed for business process
optimization. Companies are turning to IT solutitmsiddress these issues and to compete moreiedfgciAs a result, the ability of an
organization to integrate and deploy new informratechnologies has become critical.

Although many companies have recognized the impoetaf IT systems and products to competing inytsdausiness climate, the process of
designing, developing and implementing IT solutibas become increasingly complex. With the premgiéconomic conditions, many
customers have nonetheless elected to defer, nedefiactually cancel investments in new systenseftware. Many companies are focusing
now on making the most effective use of existingeBtments they have already made in software amhtdogy solutions. Many of the
Company's clients are facing challenging econoimied. This is creating uncertainty in their abilitypursue technology projects, which had
previously been considered a competitive imperatid@ny clients are laying off their own permanetaffsand reducing the demand for
consulting services in attempts to maintain profliy. This has a direct impact on RCM's revenues.
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ITEM 1. BUSINESS (CONTINUED)
Industry Overview (Continued)

The current economic environment has further chgkbe many companies as they evaluate and detewhicl investment or funding
choices they should make or maintain or enhancesreriiusiness critical applications. IT managerstriiniegrate and manage computing
environments consisting of multiple computing patfis, operating systems, databases and networkitgcpls, and off-the-shelf software
applications to support business objectives. Comegaalso need to keep pace with new developmenésimology, which often render
existing equipment and internal skills obsoleteth& same time, external economic factors haveethomany organizations to focus on core
competencies and trim workforces in the IT manageragea. Accordingly, these organizations oftek the quantity, quality and variety of
IT skills necessary to design and support IT sohdi IT managers are charged with supporting isangly complex systems and applications
of significant strategic value, while working undrrdgetary, personnel and expertise constraintimiiheir own organizations.

The Company believes the strongest demand formicess is among middle-market companies, whichdsdby lack the time and technical
resources to satisfy all of there IT needs intdyndalhese companies typically require sophisticagegberienced IT assistance to achieve their
business objectives. These companies often rely grrvice providers to help implement and manhgé systems. However, many middle-
market companies rely on multiple providers forith€ needs. Generally, the Company believes thigtreliance on multiple providers resi
from the fact that larger IT service providers ad target these companies, while smaller IT sergiowiders lack sufficient breadth of
services or industry knowledge to satisfy all afsb companies' needs. The Company believes tliagelon multiple service providers
creates multiple relationships that are more diffiand less cost-effective to manage than a sirgdgionship would be and can adversely
impact the quality and compatibility of IT solut&@rRCM is structured to provide middle-market conipa an objective, single-source for
there IT needs.

Business Strategy

RCM is dedicated to providing solutions to meetiistomers' business needs by delivering informadohnology and professional
engineering services. The Company's objective ixeta recognized leader of specialty professiooiasulting services and solutions in major
markets throughout North America. The Company le®lbped operating strategies to achieve this tlsgadey elements of its growth and
operating strategies are as follows:

Growth Strategy

Full Cycle Solution. The Company is building ot Kull Cycle Solution capability. The goal of thel tycle strategy is to fully address a
client's project implementation cycle. This ent#iile Company working with its clients from the iaitconceptualization of a project through
its design and project execution, and extending amgoing management and support of the deliverediyct. RCM's strategy is to selectiv
build projects and solutions offerings, which a#iits extensive resource base. The Company bslibe¢ the effective execution of this
strategy will generate improved margins on thetexgsresources. The completion of this service-irfig continuum affords the Company the
opportunity to strengthen long-term client relagibips that will further improve the quality of eangs.

In addition to building out the Full Cycle Soluti@ffering, the Company will continue to focus oartsitioning into higher value oriented
services to increase its margins on its variougicetines. These measures will be accomplishealihit expansion of its client relationships
and, at the same time, pursuing strategic allianoespartnerships.

Promote Internal Growth. The Company continuesvtive its internal growth strategies. Several atities were launched during the year
ended December 31, 2001 (“fiscal 2001"). The resflthese efforts have produced gains in margiatr, RCM's customer service focus
and national account coordination, as well as greadient penetration.
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ITEM 1. BUSINESS (CONTINUED)
Growth Strategy (Continued)

Gross margins increased as a direct result of img@ieing a program at all operating branches ofXbepany to conduct business at certain
margin thresholds. The policies developed duringittitiative continue to be refined and administer

In geographic regions where the Company has adegkity of offices, sales management programs desgned and implemented to
segregate clients into regional accounts. Thisgeedas provided a higher degree of account cadidimso clients can benefit from the
wider array of services that are offered by the Gany.

During fiscal 2001, RCM continued a company-widgrting initiative in which sales managers and msienals received advanced sales
training. The purpose of the training, which is altirsemester program, is to sharpen sales skillsta further assist the sales force in
identifying, developing and closing solution sales.

RCM has adopted an industry-centric approach &ssahd marketing. This initiative recognizes thignts within the same industry sectors
tend to have common business challenges. It thereftows the Company to present and deliver ergtmalue to those clients in the
industrial sectors in which RCM has assembled tkatgst work experience. RCM's consultants haveigatiproject experience that offers
differentiated awareness of the business challetige<lients in that industry are facing. Thigalent also facilitates and creates additional
cross-selling opportunities. The Company beliehes the overall result is greater account penetmaind enhanced client relationships.

Operational strategies contributing to RCM's ingééproductivity include the delineation of certaiew technical practice areas in markets
where its clients had historically known the Comypas a contract service provider. The formatiotheke practice areas has facilitated the
flow of project opportunities and the delivery abject-based solutions. These projects have hafdabitive effect of expanding the margins
for the core technical competencies of a numb&arhpany consultants.

Continue Selective Strategic Acquisitions. The stdufor the Company's services continues to bhlhifyagmented, and the Company plans
to continue to assess opportunities to make siadegjuisitions as such opportunities are presetéite Company. The Company's past
acquisition strategy has been designed to broddesdope of services and technical competenciegrandits Full Cycle Solution
capabilities, and the Company would continue tos@er such goals in any future acquisitions. Insidering acquisitions, the Company
focuses on companies with (i) technologies RCMthegeted for strategic value enhancement, (ii) inarthat will not dilute the margins nc
being delivered, (iii) experienced management persb (iv) substantial growth prospects and (vieselwho desire to join the Company's
management team. To retain and provide incentivesmfinagement of its acquired companies, the Coynipas generally structured a
significant portion of the acquisition price in tleem of multi-tiered consideration based on growtloperating profitability of the acquired
company over a two to three-year period.

Operating Strategy

Foster a Decentralized Entrepreneurial Environm&ikey element of the Company's operating stratedy foster a decentralized,
entrepreneurial environment for its employees. Thepany fosters this environment by continuinguddion local market knowledge of
each branch's reputation and customer relationsimngsexpertise. The Company believes an entrepri@hbusiness atmosphere allows its
branch offices to quickly and creatively respondbtmal market demands and enhances the Compauilitg ttbmotivate, attract and retain
managers and to maximize growth and profitability.

Develop and Maintain Strong Customer Relationshipg Company seeks to develop and maintain stimegactive customer relationships
by anticipating and focusing on its customers' se&tie Company emphasizes a relationship-oriemgpmbach to business, rather than the
transaction or assignment-oriented approach tlea€Cdmpany believes is used by many of its compstifthe industry-centric strategy has
allowed RCM to further expand its relationshipshagtients in RCM's targeted sectors.
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ITEM 1. BUSINESS (CONTINUED)
Operating Strategy (Continued)

To develop close customer relationships, the Corylpaomactice managers regularly meet with bothtexjsand prospective clients to help
design solutions for, and identify the resource=deed to execute, their strategies. The Companysigeas also maintain close
communications with their customers during eaclgataand on an ongoing basis after its complefldre Company believes that this
relationship-oriented approach results in greatstamer satisfaction and reduced business develuperpense. Additionally, the Company
believes that by partnering with its customerseasigning business solutions, it generates new oypities to cross sell additional services
that the Company has to offer. The Company focasgzroviding customers with qualified individualsteams of experts compatible with

the business needs of our customers and makesartsoh effort to follow the progress of such relaships to ensure their continued success

Attract and Retain Highly Qualified Consultants drethnical Resources. The Company believes it bas buccessful in attracting and
retaining qualified consultants and contractorgipproviding stimulating and challenging work agsinents, (ii) offering competitive wages,
(i) effectively communicating with its candidatg$s) providing training to maintain and upgradeélls and (v) aligning the needs of its
customers with the appropriately skilled personfibe Company has been successful in retaining fhes@nnel due in part to its use of
practice managers or "ombudsmen" who are deditatedhintaining contact with, and monitoring thesfattion levels of, the Company's
consultants while they are on assignment.

Centralize Administrative Functions. The Compangkseto maximize its operational efficiencies bygrating general and administrative
functions at the corporate or regional level, adlicing or eliminating redundant functions formexgrformed at smaller branch offices. This
enables the Company to quickly realize savingssynérgies, efficiently control, and monitor its og#ons. It also allows local branches to
focus more on growing their sales and deliveringatdities.

To accomplish this, the Company is centralizedm®AP operating system into which it integrateddits operating units. This year all
Canadian operations implemented the SAP system letingpthe roll out to all locations. The softwaseconfigured to perform all back offi
functions including payroll, project managemengj@ct cost accounting, billing, human resource aistiation and all financial consolidati
and reporting functions. The Company believestinatsystem provides a robust and highly scalalaiggggm from which to manage daily
operations, and that this system has the capacagdommodate increased usage.

Information Technology

The Company's Information Technology Group offesponsive, timely and comprehensive business dodriation technology consulting
and solutions to support the entire systems agmitadevelopment and implementation process. Tdragany's information technology
professionals have expertise in a variety of tecdirdisciplines, including e-business developmsmpply chain enterprise software,
application integration, network communicationspwiedge management and support of client applicatio

The Company has a wide array of service offerimgsdeliverables within this spectrum. Within itbesiness offering, RCM delivers web
strategies, web enablement of client applicatiersgmmerce solutions, Intranet solutions, corporattats and complete web sites. Within
business intelligence practice, RCM provides dathitecture design, data warehousing projects, kedge management, and customer
relationship management and supply chain managesoértions. In its Enterprise Applications area,NR@elivers software sales for certain
applications, implementation services, infrastruetsupport, integration services, and an arrayost mplementation support services. In its
enterprise application integration work, the Compimtegrates diverse but related enterprise apjica into unified cohesive operating
environments. The Company believes that its altititgieliver information technology solutions acrasside range of technical platforms
provides an important competitive advantage.

The Company also ensures that its consultants thavexpertise and skills needed to keep pace wajtlily evolving information
technologies. The Company's strategy is to mairgapertise and acquire knowledge in multiple tedbgies so it can offer its clients non-
biased solutions best suited to their businessmeed



ITEM 1. BUSINESS (CONTINUED)
Information Technology (Continued)

The Company provides its IT services through a remalb delivery methods. These include managemamudting engagements, project
management of client efforts, project implementatid client initiatives, outsourcing, both on arfigite, and a full complement of resourc
alternatives.

As of December 31, 2001, the Company employed ajrpedely 1,250 information technology personnel.
Professional Engineering

The Company's Professional Engineering Group pesvjzersonnel to perform project engineering, coerpitied design, and other mana
task technical services either at the site of thetamer or, less frequently, at the Company's ailifies. Representative services include
utilities process and control, electrical enginegrilesign, system engineering design and anatysishanical engineering design,
procurement engineering, civil structural enginegidesign, computer aided design and code complidite Professional Engineering Gr
has developed an expertise in providing enginegdagign and technical services to many custometsei aeronautical, paper products
manufacturing and nuclear power, fossil fuel aretteic utilities industries.

The Company believes that the deregulation of thigies industry and the aging of nuclear poweaarjk offer the Company an opportunity to
capture a significant share of professional stgffind project management requirements of theiesilindustry both in professional
engineering services and through cross-sellingsahformation technology services. Heightened cetitipn, deregulation and rapid
technological advances are forcing the utilitieduistry to make fundamental changes in its busipessess. These pressures have compelled
the utilities industry to focus on internal opesa and maintenance activities and to increasiogtgource their personnel requirements.
Additionally, the Company believes that increasedigrmance demands from deregulation should ineresimportance of information
technology to this industry. The Company belieVves its expertise and strong relationships withatercustomers within the utilities indus’
position the Company to be a leading provider ofgssional services to the utilities industry.

The Company provides its engineering services tiitanumber of delivery methods. These include measasks and resources, complete
project services, outsourcing, both on and off, sitel a full complement of resourcing alternatives.

As of December 31, 2001, the Company employed appedely 540 engineering personnel.
Commercial Services

The Company's Commercial Services Group consisBpetialty Healthcare and General Support Servides Company's General Support
Services Group provides contract and temporarjicesyas well as permanent placement servicefylfdime and part time personnel in a
variety of functional areas, including office, dtal, data entry, secretarial, light industrialipggting and receiving and general warehouse.
Contract and temporary assignments range in |efngith less than one day to several weeks or months.

The Company's Specialty Healthcare Group provilliled, licensed healthcare professionals, prinyguthysical therapists, occupational
therapists, speech language pathologists and traunsas. The Specialty Healthcare Group providescas to hospitals, nursing homes, pre-
schools and lower schools, sports medicine faediind private practices. Services include in-pgt@utpatient, sub-acute and acute care,
multilingual speech pathology, rehabilitation, ayetiatric, pediatric and adult day care. The Spgcidealthcare Group does not provide
general nursing or home healthcare services. Typiagagements range either from three to six momtlage on a day-to-day shift basis.

As of December 31, 2001, the Company employed appedely 780 commercial services personnel.
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ITEM 1. BUSINESS (CONTINUED)
Branch Offices

The Company's organization consists of five opegategions with 52 branch offices located in 17est@nd Canada. The region of and
services provided by each branch office are s¢h farthe table below.

NUMBER OF
REGION OFFIC ES SERVICES PROVIDED(1)
EAST
ConNectiCUL.......cuvvvviiieiirieeeeeeeee 2 PE
Maryland............... e —————— 1 IT
New Hampshire..... e 1 IT
New Jersey........... e 5 IT, PE, CS
New YorK............... 4 IT, PE, CS
Pennsylvania......... 2 IT, PE
South Carolina...... 1 PE
TENNESSEL....ccvvvviiiieeieeeeeeeeeieiiiiaann 1 PE
Vermont.......cceeeveeeeiiiiiinie e 1 PE
18
GREAT LAKES
MINOIS....ccceeeeeiieiiiieeeee 1 IT
Michigan 5 IT, PE
MiNNESOota.......ccveveeeeiiiiiiiiiiiieeees 1 IT
WIiSCONSIN.....coviiiieieeiieieciiiiiiees 3 IT, PE
10
CENTRAL
TEXAS..iiieeeeeieiiiiiiiiieieeeee e e e 3 IT
3
WEST
ANZONA....cciiiiieeiee e 1 PE
Colorado........ccccvvvviiieiiiieieeeenennn, 1 IT
Northern California..........cccccceeeeeenn. 2 IT
Southern California.........c.c.ccccceeeenn. 9 IT, CS
13
CANADA. ...ttt 8 IT, PE

(1) Services provided are abbreviated as follows:

IT - Information Technology
PE - Professional Engineering CS - Commercial $esvi

Branch offices are primarily located in regionstitiee Company believes have strong growth prosgecisformation technology and
engineering services. The Company's branches amatepl in a decentralized, entrepreneurial manitarmost branch offices operating as
independent profit centers. The Company's branatagers are given significant autonomy in the daggrations of their respective offices
and, with respect to such offices, are responséisleverall guidance and supervision, budgeting fanelcasting, sales and marketing
strategies, pricing, hiring and training. Branchnagers are paid on a performance-based compensgtitam designed to motivate the
managers to maximize growth and profitability.



ITEM 1. BUSINESS (CONTINUED)
Branch Offices (Continued)

The Company believes that a substantial portigth@buying decisions made by users of the Compaeysces are made on a local or
regional basis and that the Company's branch sfficest often compete with local and regional preksd Since the Company's branch
managers are in the best position to understanditival markets, and customers often prefer Ipecaliders, the Company believes that a
decentralized operating environment maximizes dpgy@erformance and contributes to employee astbouer satisfaction.

From it's headquarter locations in New Jersey(bmpany provides its branch offices with centraliaeministrative, marketing, finance,
MIS, human resources and legal support. Centrabgadinistrative functions minimize the administvatburdens on branch office managers
and allow them to spend more time focusing on sahesmarketing and practice development activities.

Our principle sales offices have one General Maname sales manager, three to six sales peopetodive practice managers and several
recruiters. The General Managers report to Regiblzadagers who are responsible for ensuring perfocmgoals are achieved. The
Company's branch managers meet frequently to distest practices" and ways to increase the Con'panyss selling of its professional
services. The Company's practice managers meeigeaily to strategize, maintain continuity, andrtify developmental needs and cross-
selling opportunities.

Sales And Marketing

Sales and marketing efforts are conducted at tted knd regional level through the Company's netwbibranch offices. The Company
emphasizes long-term personal relationships witttazners that are developed through regular assessifheustomer requirements and
proactive monitoring of personnel performance. Toenpany's sales personnel make regular visitsistirg and prospective customers. M
customers are obtained through active sales pragaaut referrals. The Company encourages its emgddyeparticipate in national and
regional trade associations, local chambers of ceroenand other civic associations. The Companyssteettevelop strategic partnering
relationships with its customers by providing coetpnsive solutions for all aspects of a custom@&Bsmation technology, engineering and
other professional services needs. The Companyeotrates on providing carefully screened profesdmowith the appropriate skills in a
timely manner and at competitive prices. The Corggamstantly monitors the quality of the servicesvided by its personnel and obtains
feedback from its customers as to their satisfaatith the services provided.

The Company has elevated the importance of wonkiitty and developing its partner alliances with teabgy firms. Partner programs are in
place with firms RCM has identified as strategigahportant to the completeness of the servicerimifeof the Company. Relations have b
established with firms such as Microsoft, Greatr@lai2, QAD, Dorado, GEAC, Mercury, IBM, Compagda@racle among others. The
Partner programs may be managed either at a nhtewehfrom RCM's corporate offices or at a regiblevel from its branch offices.

Some of the Company's larger representative cusmimeude 3M, Apple, Bruce Power, Ericsson, IBNMbérty Mutual Insurance, Lockheed
Martin, Medtronic, Merck, Merrill Lynch, Ontario Re@r, Sun Microsystems, Toyota, United Technologiéesmont Yankee Nuclear Power,
U.S. Treasury and Wells Fargo. The Company sergésifie 1000 companies and many middle market slidrite Company's relationships
with these customers are typically formed at tloalor regional level or, when appropriate, atdbgporate level for national accounts.

During fiscal 2001, no one customer accounted forenthan 5% of the Company's revenues. The Congpéing'and ten largest customers
accounted for approximately 20% and 28%, respdgtioé the Company's revenues for fiscal 2001.
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ITEM 1. BUSINESS (CONTINUED)
Recruiting And Training

The Company devotes a significant amount of tinegtr@sources, primarily at the branch level, to fimgg training and retaining its
professional personnel. Full-time recruiters uéilthe Company's proprietary databases of avaifssonnel, which are cross-indexed by
competency and skill to match potential candidatiéls the specific project requirements of the casto. The qualified personnel in the
databases are identified through numerous acsyitieluding networking, referrals, the Internef fairs, schools, newspaper and trade
journal advertising, attendance at industry showgs@esentation:

The Company believes that a significant elemettiéoCompany's success in retaining qualified cdastd and contract personnel is the
Company's use of Consultant Relationship Manag@RN") and technical practice managers. CRM ardifigdh Company personnel
dedicated to maintaining aite contact with, and monitoring the satisfactievels of, the Company's consultants and contratgnnel whil
they are on assignment. Practice managers areltingsnanagers responsible for the technical dguakent and career development of the
Company's technical personnel within the definextfice areas. The Company employs various methogstmical training and skills
development including sending consultants to apfiba vendor provided courses, the use of compased training tools and on-the-job
training through mentoring programs.

Information Systems

The Company has invested, and intends to contmiresest, in the SAP R/3 software that it has ithetla This system is deployed on cluste
Compagq servers and is running on a SQL 7.0 databasebranch offices of the Company are networkeitié corporate offices so the SAP
application is accessed at all operational locatidiis system supports Company-wide operationis as@ayroll, billing, human resources,
project systems, accounts receivable, accountdbf@yal general ledger accounting and consoligatéporting functionality. In addition to
SAP, each of the service groups maintains dataltagesmit efficient tracking of available persohae a local basis. These databases
facilitate efficient matching of customers' requoients with available technical personnel.

Competition

The market for IT and engineering services inclualé&srge number of competitors, is subject to rapidnge and is highly competitive. As the
market demand has shifted many software compaaies &dopted tactics to pursue services and comgufferings making them direct
competitors when in the past they may have beé@na# partners. Primary competitors include pgoéints from a variety of market segme
including publicly and privately held firms, systemonsulting and implementation firms, applicatoftware firms, service groups of
computer equipment companies, facilities manageiwampanies, general management consulting firmsstaffing companies. In addition,
the Company competes with its clients' internabueses, particularly where these resources represixed cost to the client. Such
competition may impose additional pricing pressuneshe Company.

The Company believes its principal competitive adages in the IT and professional engineering sesvinarket include: focus on the mic
market, breadth of services offered, technical gigee knowledge and experience in the industryggieed value, quality of service,
responsiveness to client needs and speed in dalivér solutions.

Additionally, the Company competes for suitablewasition candidates based on its differentiatecuéition model, its entrepreneurial and
decentralized operating philosophy, its strong omate-level support and resources, its statuspablic company and its ability to offer
management of the acquired companies an opporttmjojn and participate in the expansion of a gngaprovider of information technolos
and other engineering services.
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ITEM 1. BUSINESS (CONTINUED)
Employees

As of December 31, 2001, the Company employed arirastrative staff of approximately 290 people,liding certified IT specialists and
licensed professional engineers who, from timentet participate in IT and engineering design ptgeindertaken by the Company. As of
December 31, 2001, approximately 1,250 informatémihnology professionals and 540 engineering actthteal personnel were employed
the Company to work on client projects for varigpesiods. The Company also employed approximatelycéBnmercial services personnel as
of December 31, 2001. None of the Company's empogee represented by a collective bargaining aggee The Company considers its
relationship with its employees to be good.

ITEM 2. PROPERTIES

The Company provides specialty professional comgulervices, principally performed at various ilications, through 52 offices in 17
states and Canada. The Company's administrativealesd offices typically consist of 1,000 to 3,8@@are feet and are leased by the
Company for terms of one to three years. Officdaiiger or smaller markets may vary in size from tiypical office. The Company does not
expect that it will be difficult to maintain or fihsuitable lease space at reasonable rates iraiteets or in areas where the Company
contemplates expansion.

The Company's executive office is located at 25@TMIlan Avenue, Suite 350, Pennsauken, New J&88§94613. These premises con
of approximately 9,100 square feet and are leasadate of $12.50 per square foot per month feri@ ending on January 31, 2003.

The Company's operational office is located at 2iafiew Boulevard, 4th Floor, Parsippany, NJ 070%%se premises consist of
approximately 28,000 square feet and are leasadaie of $25.00 per square foot per month forra #nding on June 30, 2012.

ITEM 3. LEGAL PROCEEDINGS

In 1998, two former officers filed suit against tBempany alleging wrongful termination of their dopnent, wrongful failure to make
severance payments and wrongful conduct by the @agnim connection with the grant and non-vestitfr&tock Options to the plaintiffs.
The complaint also alleged that the Company wrdhgfimited the number of shares of Company stdet ttould be sold by the plaintiffs
under a Registration Rights Agreement and madewsuather claims. The plaintiffs' complaint soudamages of approximately $480,000
and further sought additional unliquidated damagés. claims relating to wrongful termination of dmpment and wrongful conduct by the
Company in connection with the grant of Stock Opdito the plaintiffs have been resolved in bindingjtration. With respect to the
Company's alleged wrongful limiting of the numbésbares the plaintiffs could sell and one plafigtiflaim of entitlement to severance pay
of $240,000, the Company is awaiting completiodistovery and the fixing of a trial date. The Compés also awaiting the court's ruling
its motion for summary judgment in its favor wigsspect to the plaintiffs' claims concerning the-mestiture of their stock options.
Substantial damages are being sought on the shliregdimitation and stock option claims; howevtre alleged damages are subject to
significant reduction for having been avoidableskss Management believes the suit is without raedtwill continue to defend the claims
vigorously.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
There were no matters submitted to a vote of sgchiolders during the quarter ended December 31120
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

The Company's Common Stock is traded on The NaNdtignal Market under the Symbol "RCMT". The follmg table sets forth
approximate high and low sales prices for the tearyg in the period ended December 31, 2001 asteepoy The Nasdaq National Market:

Common S tock
Fiscal 2000 High Low
First Quarter.............. $19.13 $10.50
Second Quarter............. 12.94 7.25
Third Quarter.............. 8.25 3.88
Fourth Quarter............. 5.69 2.38
Fiscal 2001
First Quarter.............. 8.00 2.88
Second Quatrter............. 5.70 2.85
Third Quarter.............. 6.48 3.10
Fourth Quarter............ $4.75 $3.41
Holders

As of February 19, 2002, the approximate numbérodders of record of the Company's Common Stock&@&s Based upon the requests for
proxy information in connection with the Companylest recent Annual Meeting of Stockholders, the Gany believes the number of
beneficial owners of its Common Stock is approxihas,200.

Dividends

The Company has never declared or paid a cashetigidn the Common Stock and does not anticipate@ayy cash dividends in the
foreseeable future. It is the current policy of @@mpany's Board of Directors to retain all earsit@finance the development and expansion
of the Company's business. Any future paymentvitidnds will be at the discretion of the Board afdators and will depend upon, among
other things, the Company's earnings, financiatlt@m, capital requirements, level of indebtednesstractual restrictions and other factors
that the Board of Directors deems relevant. TheoRévg Credit Facility (as defined in Item 7 hergpfohibits the payment of dividends or
distributions on account of the Company's capttatls without the prior consent of the majority bétCompany's lenders.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The selected historical consolidated financial deda derived from the Company's Consolidated FilshStatements. The selected historical
consolidated financial data should be read in awtjon with "Management's Discussion and Analy$iBinancial Condition and Results of
Operations" and the Consolidated Financial Statésnagfithe Company, and notes thereto, includedmlsee herein.

Years E nded Two Months Ye ars Ended
Ended
December 31, Oc tober 31,
2001 2000 1999 1999 1998 1997

Income Statement
Revenues $224,893,800 $296,001,276  $51,397,429 $313,385,772 $ 201,452,318 $113,959,093
Gross profit 62,795,609 78,485,616 13,218,972 76,639,326 48,424,223 27,126,745
Income before unusual items 16,237,466 16,910,326 2,050,993 4,839,933
Unusual items ( 34,993,435) ( 38,806,712)
Income (loss) from continuing

operations ( 18,755,969) ( 21,896,386) 2,050,993 14,948,248 9,796,705 4,839,933
Loss from discontinued

operations (362,500)
Net income (loss) (% 18,755,969) ($21,896,386) $2,050,993 $14,948,248 $9,796,705 $4,477,433

Earnings Per Share (1)
Income (loss) from continuing

Operations (diluted) ($1.78) ($2.09) $.19 $1.37 $1.07 $.76
Loss from discontinued
Operations (diluted) ($.06)
Net income (loss) (diluted) ($1.78) ($2.09) $.19 $1.37 $1.07 $.70
Net income (loss) (basic) ($1.78) ($2.09) $.20 $1.43 $1.11 $.74
December 31, Oc tober 31,
2001 2000 1999 1999 1998 1997

Balance Sheet

Working capital $10,977,131 $56,508,604 $61,383,437 $54,866,477 $53,672,589 $17,279,115
Total assets 131,155,945 174,268,828 183,950,884 184,047,546 117,067,151 54,082,596
Long term liabilities - 49,483,873 47,300,000 40,800,000 - 308,129
Total liabilities 47,866,145 72,206,502 59,854,255 62,045,376 10,395,024 9,471,611
Shareholders' equity $83,289,800 $102,062,326 $124,096,629 $122,002,170 $ 106,672,127 $44,611,985
(1) Shares used in computing

earnings per share:
Basic 10,519,701 10,499,305 10,496,225 10,484,764 8,787,334 6,068,713
Diluted 10,519,701 10,499,305 10,951,447 10,942,146 9,151,903 6,361,181
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
Overview

RCM Technologies is a premier provider of busiresd technology solutions designed to enhance anénize the performance of its
customers through the adaptation and deploymeaddinced information technology and engineeringises. RCM is an innovative leader
in the design, development and delivery of theseises to various industries. RCM's offices areated throughout North America, including
many major metropolitan centers. The Company pes/aldiversified and extensive range of servicerwifjs and deliverables. Its portfolio
of Information Technology services includeBesiness, Enterprise Management, Enterprise Apmitantegration and Supply Chain. RCI
Engineering services focus on Engineering Desigchmical Support, and Project Management and Imgaiéation. The Company's
Commercial services business unit provides Healéghcantract professionals as well as Clerical aigéitindustrial temporary personnel. T
Company provides its services to clients in bankingd finance, healthcare, insurance, aerospacanpbautical, telecommunications, utility,
technology, manufacturing and distribution and goweent sectors. The Company believes that the treddervices fosters lortgrm client
relationships, affords cross-selling opportuniaesl minimizes the Company's dependence on anyesieghnology or industry sector.

RCM sells and delivers its services through a ngtwb branch offices located in selected regiomsulghout North America. The Company
has executed a regional strategy to better levatagensulting services offering. The Company &las implemented a reorganization of its
Solutions practices to centralize management oyfersind to expand the sales and marketing of thesaces.

Many of the Company's clients are facing challegggnonomic times. This is creating uncertaintyhigirt ability to pursue technology
projects, which had previously been considerednapatitive imperative. Many clients are laying dfétr own permanent staff and reducing
the demand for consulting services in attemptsamtain profitability. This has had a direct impactRCM's revenues.

Most companies have recognized the importancesofriternet and information management technolagie®mpeting in today's business
climate. However, the uncertain economic environneentailed companies' motivation for rapid adopta many technological
enhancements. The process of designing, devel@pidgmplementing software solutions has becomeasingly complex. Companies toc
are focused on return on investment analysis writiding the initiatives they undertake. This Hesl the effect of delaying or totally negating
the spending on many emerging new solutions, wiviefe formally anticipated.

Nonetheless, IT managers must integrate and martagputing environments consisting of multiple comnpyi platforms, operating systen
databases and networking protocols, and must ingriepackaged software applications to supportiegistusiness objectives. Companies
also need to continually keep pace with new devakags, which often render existing equipment ateriral skills obsolete. Consequently,
business drivers cause IT managers to supportasicrgly complex systems and applications of sigaift strategic value, while working
under budgetary, personnel and expertise congtrdihis has given rise to increasing demand fasauting. Clients are increasingly
evaluating the potential for outsourcing businggtgcal applications and entire business functiorfse Company is positioned to take
advantage of this accelerating trend.

The Company presently realizes revenues from ciergagements that range from the placement ofadrdand temporary technical
consultants to project assignments that entaitiiwery of end-to-end solutions. These servicespaimarily provided to the client at hourly
rates that are established for each of the Companyi'sultants based upon their skill level, expegeand the type of work performed. The
Company also provides project management and dimgwork which are billed either by an agreed ufizad fee or hourly rates, or a
combination of both. The billing rates and profiumgins for project management and solutions woekhégher than those for professional
consulting services. The Company is currently wiagkio expand its sales of higher margin solutioth pmject management services.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(CONTINUED)

Overview (Continued)

The majority of the Company's services are provigieder purchase orders. Contracts are utilized are of the complex assignments where
the engagements are for longer terms or wheregwelticumentation on the nature and scope of tignassnt is necessary. Contracts,
although they normally relate to longer-term andemmmplex engagements, generally do not obligetetistomer to purchase a minimum
level of services and are generally terminablehgydustomer on 60 to 90 days' notice. Revenueaognized when services are provided.

Costs of services consist primarily of salaries emthpensation-related expenses for billable coastdt including payroll taxes, employee
benefits and insurances. Selling, general and adtrative expenses consist primarily of salaried lb@nefits of personnel responsible for
business development, recruiting, operating a@iviand training, and include corporate overhea@eses. Corporate overhead expenses
relate to salaries and benefits of personnel resplenfor corporate activities, including the Compa acquisition program and corporate
marketing, administrative and reporting responiiéd. The Company records these expenses wherr@acuDepreciation relates primarily to
the fixed assets of the Company. Amortization esadrincipally to the goodwill resulting from th@@pany's acquisitions. These acquisiti
have been accounted for under the purchase meframtounting for financial reporting purposes aagtdncreated goodwill, which is being
amortized over a 20-year period effective JanuaB000. See Footnote 1 to financial statements.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(CONTINUED)

Results of Operations (In thousands, except for ear nings per share data)
Year Ended Year Ended Year Ended
De cember 31, 2001 December 31, 2000 Oct ober 31, 1999
% of % of % of
Amou nt Revenue Amount Revenue Amou nt Revenue
Revenues $224 ,894  100.0%  $296,000 100.0%  $313 ,386  100.0%
Cost of services 162 ,098 72.1 217,516 735 236 747 755
Gross profit 62 , 796 27.9 78,486  26.5 76 639 245
Selling, general and administrative 43 ,094 19.2 54,846 18.5 48 ,089 15.3
Depreciation 1 ,125 5 1,154 4 863 3
44 ,219 19.7 56,000 18.9 48 952  15.6

Income before other expense (income),

income taxes, goodwill amortization, and

unusual charges 18 577 8.3 22,486 7.6 27 ,687 8.9
Other expense 2 ,268)  (1.0) (3,702) (1.3) (920) (.3)

Income before income taxes and

goodwill amortization 16 ,309 7.3 18,784 6.3 26 767 8.6
Income taxes 6 ,922 3.1 7,673 2.6 10 ,287 3.3
Income before goodwill amortization 9 ,387 4.2 11,111 3.7 16 ,480 5.3
Goodwill amortization, net of income

tax benefit 5 ,385) 2.4 (4,390) (1.5) @ ,532) (.5)
Goodwill impairment, restructuring and

unusual charges, net of tax benefit (22 ,758) 10.0 (28,617) (9.7)

Net income (loss) ($18 ,756)  (8.3)% ($21,896) (7.4)% $14 ,948 4.8%

Earnings per share

Basic:
Income before goodwill amortization
and unusual charges $.89 $1.06 $ 1.58
Goodwill amortization ( .51) ( .42 ( .15)
Unusual charges ( 2.16) ( 2.73)
Net income (loss) % 1.78) ($2.09) $ 1.43
Diluted:
Income before goodwill amortization
and unusual charges $.89 $1.06 $ 151
Goodwill amortization ( .51) ( .42) ( .14)
Unusual charges ( 2.16) ( 2.73)
Net income (loss) ($ 1.78) ( $2.09) $ 1.37

The above summary is not a presentation of restitbperations under generally accepted accountimgiples and should not be considered
in isolation or as an alternative to results ofragiens as an indication of the Company's perfogaan

Year Ended December 31, 2001 Compared to Year Endé&ecember 31, 2000

Revenues. Revenues decreased 24.0%, or $71.1mnfofiscal 2001 as compared to fiscal 2000. fithenue decline was primarily
attributable to softness in the information tecloggl ("I'T") sector. Management attributes this se$smto overall economic conditions as well
as a hesitancy by customers to launch new capiéaiding programs.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(CONTINUED)

Year Ended December 31, 2001 Compared to Year Endé&kcember 31, 2000(Continued)

Cost of Services. Cost of services decreased 256%55.4 million, for fiscal 2001 as comparediszél 2000. This decrease was primarily
due to a decrease in salaries and compensatiociassbwith the decreased revenues experiencedgdfiscal 2001. Cost of services as a
percentage of revenues decreased to 72.1% fot 8664 from 73.5% for fiscal 2000. This decline vimsnarily attributable to continuing
efforts by the Company to seek higher margin bissinelowever, there can be no assurances thatrthisvement in gross margin percent
will continue.

Selling, General and Administrative. Selling, gethend administrative ("SGA") expenses decreasetP21or $11.8 million, for fiscal 2001
as compared to fiscal 2000. This decrease was phlynadtributable to a reduction in revenues armbaresponding reduction in the related
variable costs and cost cutting initiatives. SGAanses, as a percentage of revenues was 19.2%cairZ001 as compared 18.5% for fiscal
2000. The 0.7% increase results from certain SGasgavhich could not be reduced in direct portmihie reduction in revenues.

Depreciation. Depreciation decreased 2.5%, or $&9 for fiscal 2001 as compared to fiscal 2000sTecrease was primarily due to write
down of certain fixed assets to net realizable e/atufiscal 2000.

Other (Expense) Income, Net. Other (expense) inammsists principally of interest expense, nentdriest income. For fiscal 2001, actual
interest expense of $2.6 million was offset by $200 of interest income, which was earned fromitkestment in interest bearing deposits.
Interest expense, net decreased 38.7%, or $1.ibmidr fiscal 2001 as compared to fiscal year 2000s decrease was primarily due to the
increased cash derived from operating activitigscivwas used to reduce interest-bearing debt.

Income Tax. Income tax expense decreased $75¥@0@scal 2001 as compared to fiscal 2000. Thisrdase was attributable to a lower
level of income before taxes and goodwill amortaafor fiscal 2001 compared to fiscal 2000.

Goodwill Amortization. Goodwill amortization fordcal 2001 and fiscal 2000 was net of income taefieof $706,000 and $1.1 million,
respectively. Goodwill amortization net of tax béhiecreased 22.7% or $995,000 for fiscal 200t@ampared to fiscal 2000. This increase
was primarily due to the amortization of intangibksets acquired in connection with acquisitiomspeted prior to fiscal 2001.

Restructuring and Non-Recurring Charges. As a reduhe softness experienced in the IT sectorthadesultant revenue decline,
management had been closely monitoring the operagisults of its IT branches throughout the yaestituting significant reduction in
selling, general and administrative expenses arréasing efforts to revitalize sales levels. Howedaring the fourth quarter, given the
current economic environment and continued redoatfccapital spending on technology, managememtroéhed that operating performar
of certain of its branches indicated that the goktsi of impairment of goodwill arising at acquiisin might be impaired. Based on current
operating results and existing business conditiora)agement projected cash flows for these braraetsompared such projected flows to
the carrying value of the respective branch's galhdihe analysis revealed that goodwill, amountiogapproximately $35.0 million ($22.8
million after taxes) had been impaired and, thesfarould not be recoverable through future profi#esoperations of these branches.

Year Ended December 31, 2000 Compared to Year Endédctober 31, 1999

General. The Company changed its fiscal year efmeteember 31 from October 31. Accordingly, thedwling discussion compares the
twelve-month period ended December 31, 2000 ("fi2ea0") with the twelve-month period ended OctoBgy 1999 (“fiscal 1999").
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(CONTINUED)

Year Ended December 31, 2000 Compared to Year Endédctober 31, 1999 (Continued)

Revenues. Revenues decreased 5.5%, or $17.4 mibhiofiscal 2000 as compared to fiscal 1999. Rereetlecline was primarily attributable
to a loss of certain engineering contracts andhesft in the information technology ("IT") sector.

Cost of Services. Cost of services decreased &1%1,9.2 million, for fiscal 2000 as compared &l 1999. This decrease was primarily
due to a decrease in salaries and compensatioci@ssbwith the decreased revenues experiencedgifiscal 2000 that was partially offset
by an increase in gross margin percentage fromrimdtion technology. Cost of services as a percentfigevenues decreased to 73.5% for
fiscal 2000 from 75.5% for fiscal 1999. This deelwas primarily attributable to a continuing ingeaf the Company's revenues being
derived from information technology and other pssfenal services, which offer higher margins thérepservices.

Selling, General and Administrative. Selling, gett@nd administrative expenses increased 14.1%6.8rmillion, for fiscal 2000 as
compared to fiscal 1999. Selling, general and adinative expenses as a percentage of revenuesasent to 18.5% for fiscal 2000 as
compared to 15.3% for fiscal 1999. The increaggeirtentage was primarily attributable to increasquenditures required to upgrade and
support back office administrative systems as agkxpenditures attributable to acquisitions sulbseito December 31, 1999.

Depreciation. Depreciation increased 33.7%, or $#¥, for fiscal 2000 as compared to fiscal 19%8sThcrease was primarily due to the
depreciation of property and equipment associaiéidinfrastructure improvements that occurred dyitime previous fiscal periods.

Other (Expense) Income, Net. Other (expense) inammesists principally of interest expense, nentériest income. For fiscal 2000, actual
interest expense of $4.0 million was offset by $808 of interest income, which was earned fromithestment in interest bearing deposits.
Interest expense, net increased 302%, or $2.8milbr fiscal 2000 as compared to fiscal year 19%8s increase was primarily due to the
increased borrowing requirements necessary to @mptquisitions subsequent to December 31, 1898¢k as to fund working capital
requirements.

Income Tax. Income tax expense decreased $13.@mifbr fiscal 2000 as compared to fiscal 1999sTecline was attributable to a net |
for fiscal year 2000 arising in taxes recoveralfl§®4 million at December 31, 2000.

Goodwill Amortization. Goodwill amortization fordcal 2000 and fiscal 1999 was net of income tavefieof $1.1 million and $654,000,
respectively. Goodwill amortization net of tax bénimcreased 186.6% or $2.9 million for fiscal Z08s compared to fiscal 1999. This
increase was primarily due to a change in the anaidn period of goodwill associated with acqudsis from 40 years to 20 years effective
January 1, 2000. See footnote 1 to the financééstents.

Restructuring and Non-Recurring Charges. The Comparforms an impairment review on a quarterly §asiaccordance with the
requirements of SFAS No.

121. In the third quarter of 2000, the Company réed an impairment of goodwill, a restructuring rfeaassociated with the consolidation of
certain offices and certain non recurring item®aisged with the integration of employee benefins and vacation plans in the amounts of
$35.3 million, $1.4 million and $2.1 million, respively. Restructuring and non-recurring chargeiioed income before the related tax
benefits for fiscal 2000 by $38.8 million, and 38% million after the related tax benefits.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(CONTINUED)

Liquidity And Capital Resources

Operating activities provided $29.9 million of cdshfiscal 2001 as compared to operating actisipeoviding $26.7 million and using $3.8
million of cash during fiscal 2000 and 1999, resppety. The increase in cash provided by operasictivities in fiscal 2001 was primarily
attributable to decreases in accounts receivatdenie tax refund receivable, prepaid expenses tued current assets and a non-cash
goodwill impairment charge. The aforementioned gemere partially offset by an increase in defeteedasset and decreases in accounts
payable and accrued expenses, accrued payrolhanthe taxes payable.

Investing activities used $15.0 million for fis@001 as compared to using $27.4 million and $58liomin fiscal 2000 and 1999,
respectively. The reduction in the use of cashrfeesting activities for the fiscal year 2001 aswpared to fiscal 2000 was primarily
attributable to a reduction in acquisition and defeé consideration payments.

Financing activities (principally debt reductiortiaities) used $15.6 million for fiscal 2001 as qoamned to financing activities providing
$43,000 for fiscal 2000. As the Company accumulesesh from operations, it often uses the cashdoceits borrowings under the Revolv
Credit Facility but may consider using cash infilitere for different purposes.

The Company and its subsidiaries are parties tgasement with Citizens Bank, N.A. (successor tddneBank, N.A.), administrative agent
for a syndicate of banks, which provides for a §7&illion Revolving Credit Facility (the "RevolvinGredit Facility"). Borrowings under the
Revolving Credit Facility bear interest at onewbtalternative rates, as selected by the Compamgsd alternatives are: LIBOR (London
Interbank Offered Rate), plus applicable margirtheragent bank's prime rate.

Borrowings under the Revolving Credit Facility alateralized by all of the assets of the Compamng its subsidiaries and a pledge of all of
the stock of its subsidiaries. The Revolving Créditility also contains various financial and narahcial covenants, such as restrictions on
the Company's ability to pay dividends. The RevavCredit Facility expires in August 2002. Managatref the Company has commenced
negotiations for renewal or replacement of the Reng Credit Facility. Management has renewed Béwvolving Credit Facility in the past
and anticipates that it will do so again. The weighaverage interest rates for the years endednilene31, 2001 and 2000 were 6.49% and
8.33%, respectively. The amounts outstanding utideRevolving Credit Facility at December 31, 2@t 2000 were $31.5 million and
$47.3 million, respectively.

The Company anticipates that its primary uses pitakin future periods will be for working capitalirposes. Funding for any future
acquisitions will be derived from the Revolving @ite-acility, funds generated through operatiomduture financing transactions.

The Company's business strategy is to achieve grbath internally through operations and externtilpugh strategic acquisitions. The
Company from time to time engages in discussioitls potential acquisition candidates. As the sizéhefCompany and its financial
resources increase, however, acquisition oppomsniequiring significant commitments of capitalynaaise. In order to pursue such
opportunities, the Company may be required to imtalot or issue potentially dilutive securitiestie future. No assurance can be given as to
the Company's future acquisition and expansion dppities or how such opportunities will be finadce

The Company does not currently have material comanits for capital expenditures and does not aitieipntering into any such
commitments during the next twelve months. The Camgfs current commitments consist primarily of &abligations for office space. The
Company believes that its capital resources afecgift to meet its present obligations and thaske incurred in the normal course of
business for the next 12 months. Although, the Camgeurrently believes that it has sufficient calpiesources to meet its anticipated
working capital and capital expenditures beyondrivet 12 months, unanticipated events and oppdiggninay make it necessary for the
Company to increase its current credit facilityestablish new credit facilities or raise capitapirblic and/or private transactions in order to
meet its capital requirements.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
(CONTINUED)

Liquidity And Capital Resources (Continued)

The Company is involved in several litigation megteSee Note 15 to the Financial Statements. Shosignificant number of such matters
resolved against the Company, the Company will neetbvote capital it anticipates using for othergmses to such litigation matters, which
could result in an increased need for capital.

Seasonal Variations

The number of billing days in the quarter and thassnality of its customers' businesses affecCtimapany's quarterly results. The Company
usually experiences higher revenues in its first sgcond quarters due to increased economic gctind experiences lower revenues in the
third and fourth quarters of the fiscal years.

Impact of Inflation
The effects of inflation on the Company's operatiarere not significant during the periods presented
Recently Issued Accounting Standards

On July 20, 2001, the Financial Accounting Stangdd@dard (FASB) issued Statement of Financial ActiogrStandards (SFAS) 141,
Business Combinations, and SFAS 142, Goodwill amanigible Assets. SFAS 141 is effective for allibass combinations completed after
June 30, 2001. SFAS 142 is effective for fiscalrgdreginning after December 15, 2001; howeveragegrovisions of this Statement apply
to goodwill and other intangible assets acquirgsvben July 1, 2001 and the effective date of SFAS Major provisions of these Stateme
and their effective dates for the Company are bews: (1) all business combinations initiated aftane 30, 2001 must use the purchase
method of accounting. The pooling of interest mdtbhbaccounting is prohibited except for transawtimitiated before July 1, 2001, (2)
intangible assets acquired in a business combmatigst be recorded separately from goodwill if theige from contractual or other legal
rights or are separable from the acquired entity@an be sold, transferred, licensed, rented dnanged, either individually or as part of a
related contract, asset or liability, (3) goodwél well as intangible assets with indefinite livesquired after June 30, 2001, will not be
amortized. Effective January 1, 2002, all previgusicognized goodwill and intangible assets witheiiinite lives will no longer be subject to
amortization, (4) effective January 1, 2002, godidavid intangible assets with indefinite lives vk tested for impairment annually and
whenever there is an impairment indicator, (5patjuired goodwill must be assigned to reportingsuioir purposes of impairment testing and
segment reporting. The adoption of SFAS No. 142hale a significant impact on the results of ofiers of the Company.

In August 2001, the FASB issued SFAS 144, Accogntim the Impairment or Disposal of Long-Lived AsseSFAS No. 144 retains the
existing requirements to recognize and measurarthairment of long-lived assets to be held and wsdd be disposed of by sale. However,
SFAS 144 makes changes to the scope and certasuneezent requirements of existing accounting guidaBFAS 144 also changes the
requirements relating to reporting the effects dfsposal or discontinuation of a segment of aress. SFAS 144 is effective for financial
statements issued for fiscal years beginning &fearember 15, 2001 and interim periods within tHoseal years. The adoption of this
statement is not expected to have a significanaohpn the financial condition or results of opienat of the Company.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The Company's exposure to market risk for chang@stérest rates relates primarily to the Compaimysstment portfolio. The Company
does not have any derivative financial instrumémits portfolio. The Company places its investnseintinstruments that meet high credit
quality standards. The Company is adverse to atdédss and ensures the safety and preservatiivs iof/ested funds by limiting default
risk, market risk and reinvestment risk. As of Dmber 31, 2001, the Company's investments considteash and money market funds. The
Company does not use interest rate derivativelumstnts to manage its exposure to interest rategelsaifhe Company does not expect any
material loss with respect to its investment pdidfo

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTAL DATA
The financial statements, together with the repbthe Company's independent auditors, begin oe pag.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information in the 2002 Proxy Statement begignmmediately following the caption "ELECTION OHRECTORS" to, but not
including, the caption "EXECUTIVE COMPENSATION" atige additional information in the 2002 Proxy Sta¢mt beginning immediately
following the caption "COMPLIANCE WITH

SECTION 16(a) OF THE EXCHANGE ACT" to, but not inding, the caption "BOARD MEETINGS AND COMMITTEESs incorporated
herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information in the 2002 Proxy Statement begigninmediately following the caption "EXECUTIVE CGMENSATION" to, but not
including, the caption "COMPARISON OF FIVE-YEAR CUMATIVE TOTAL RETURNS" and the additional informatn in the 2002
Proxy Statement beginning immediately following ttagtion "COMPENSATION COMMITTEE INTERLOCKS AND INBER
PARTICIPATION" to, but not including, the captio€RERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS" i;corporated
herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information in the 2002 Proxy Statement begigrninmediately following the caption "SECURITY OWRBSHIP OF CERTAIN
BENEFICIAL OWNERS, DIRECTORS AND MANAGEMENT" to, ot including, the caption "ELECTION OF DIRECTORS
incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information in the 2002 Proxy Statement begigninmediately following the caption "CERTAIN RELAONSHIPS AND RELATED
TRANSACTIONS" is incorporated herein by reference.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K

(@) 1. and 2. Financial Statement Schedules -'Bdex to Financial Statements and Schedules" an F-

3. See Item (c) below.

(b) Reports on Form 8-K

None.

(c) Exhibits

(3)(a) Articles of Incorporation, as amended; i
to Exhibit 3(a) to the Registrant's Annu
the year ended October 31, 1994.

(3)(b) Bylaws, as amended; incorporated by re
the Registrant's Quarterly Report on Fo
quarter ended January 31, 1996.

(4)(a) Rights Agreement dated as of March 14, 1
Technologies, Inc. and American Stock Tr
Rights Agent; incorporated by reference
Registrant's Current Report on Form 8-K

(10)(a) Loan and Security Agreement dated August
Technologies, Inc. and all of its Subsid
N.A. as Agent; incorporated by reference
Registrant's Quarterly Report on Form 10
July 31, 1998.

(10)(b) RCM Technologies, Inc. 1992 Incentive St
incorporated by reference to Exhibit A o
Statement dated April 23, 1992, filed wi
9, 1992.

(10)(c) RCM Technologies, Inc. 1994 Non-employee
Plan; incorporated by reference to Exhib
Proxy Statement dated May 19, 1994, file
June 22, 1994.

(10)(d) RCM Technologies, Inc. 1996 Executive St
August 15, 1996; incorporated by referen
Registrant's Annual Report on Form 10-K
31, 1996 (the "1996 10-K").

* (10)(e) Second Amended and Restated Term
dated March 18, 1997 between the Registr
incorporated by reference to Exhibit 10(
Registration Statement on Form S-1 dated
(Commission File No. 333-23753).

* (10)(f) Amended and Restated Employment Agreemen

between the Registrant, Intertec Design,
incorporated by reference to Exhibit 10(

(10)(g) Registration Rights Agreement dated Marc
RCM Technologies, Inc. and the former sh
Consortium; incorporated by reference to
Registrant's Current Report on Form 8-K

(10)(h) RCM Technologies, Inc. 2000 Employee Sto
incorporated by reference to Exhibit A t
Statement dated March 3, 2000, filed wit
February 28, 2000.

(10)(j) Amended Loan and Security Agreement da
between RCM Technologies, Inc. and all
Mellon Bank, N.A. as Agent (filed herewi

(11) Computation of Earnings Per Share.

(21) Subsidiaries of the Registrant.

(23) Consent of Grant Thornton, LLP.

ncorporated by reference
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* Constitutes a management contract or compensataryor arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

RCM Technologies, Inc.

Date: February 19, 2002

Date: February 19, 2002

By:/s/ Leon Kopyt

Leon Kopyt

Chai rman, President,

Chi ef Executive O ficer and Director

By:/s/ Stanton Rener

St ant on Rener

Chi ef Financial Oficer,
Secretary and Director

Tr easurer,

Pursuant to the requirements of the Securities &xgh Act of 1934, the following persons on beh&the Registrant and in the capacities

and on the dates indicated have signed this réedotv.

Date: February 19, 2002
Date: February 19, 2002
Date: February 19, 2002
Date: February 19, 2002
Date: February 19, 2002
Date: February 19, 2002

/sl Leon Kopyt

Leon Kopyt

Chai r man, Presi dent,

Chi ef Executive Oficer

(Principal Executive Oficer) and Director

/sl Brian Delle Donne

Brian Del | e Donne

Chi ef Operating O ficer
(Principal Operating Oficer)
and Director

/sl Stanton Rener
St ant on Remer

Chi ef Fi nanci al
Secretary
(Principal

Accounti ng

O ficer, Treasurer,

Fi nancial and
O ficer) and Director

/'s/ Norman S. Berson

Norman S. Berson

Director

/'s/ Robert B. Kerr
Robert B. Kerr
Di rector

/s/ David Gl for
David G| for
Di rector

23



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

FORM 10-K

INDEX TO FINANCIAL STATEMENTS AND SCHEDULES

Consolidated Balance Sheets, December 31, 2001 and

Consolidated Statements of Operations,
Years Ended December 31, 2001 and 2000, Two Months
December 31, 1999 and Year Ended October 31, 1999

Consolidated Statements of Changes in Shareholders'
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1999 and Year Ended October 31, 1999

Consolidated Statements of Cash Flows,
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2001 and 2000

ASSETS
2001
Current assets
Cash and cash equivalents $ 2,289,743 $
Accounts receivable, net of allowance for doubtf ul accounts
of $1,795,000 and $1,875,000 in 2001
and 2000, respectively 41,174,828 6
Income tax refund receivable 6,810,093
Prepaid expenses and other current assets 2,968,612
Deferred tax assets 5,600,000
Total current assets 58,843,276 7
Property and equipment, at cost
Equipment and leasehold improvements 11,131,750 1
Less: accumulated depreciation and amortization 4,282,985
6,848,765
Other assets
Deposits 175,691
Intangible assets, net of accumulated amortizati on
of $10,669,000 and $7,878,000 in 2001
and 2000, respectively 62,619,400 8
Deferred tax assets 2,668,813
65,463,904 8
Total assets $131,155,945 $17
F-2

The accompanying notes are an intergral part afetli@ancial statemen

3,170,658

4,032,564
7,417,258
3,161,235
1,449,518

0,238,480
4,079,857

223,512

8,655,460



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS - CONTINUED

December 31, 2001 and 2000

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities
Note payable
Accounts payable and accrued expenses
Accrued payroll
Payroll and withheld taxes
Income taxes payable

Total current liabilities

Long-term liabilities
Note payable
Income taxes payable

Shareholders' equity

Preferred stock, $1.00 par value; 5,000,000 sha
no shares issued or outstanding

Common stock, $0.05 par value; 40,000,000 share
10,499,651 shares issued and outstanding in
2001 and 2000, respectively

Accumulated other comprehensive loss

Additional paid-in capital

(Accumulated deficit) retained earnings

Total liabilities and shareholders' equity

$31,500,000 $

8,653,876 1
5,137,336

375,784
2,199,149
47,866,145 2

- 4

- 4

res authorized;
s authorized; 10,571,761 and

528,588
(484,283)

93,746,569 9

(10,501,074)

83,289,800 10

$131,155,945 $17

F-3

The accompanying notes are an intergral part cfetli@ancial statemen

3,610,547

7,691,258

1,311,828
108,996

2,183,873

4,268,828



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31, 2001 and 2000, Two Mdmtlkded December 31, 1999 and Year Ended Octob€ro3B,

Revenues

Cost of services

Gross profit

Operating costs and expenses
Selling, general and administrative
Depreciation
Amortization
Unusual items

Impairment of goodwill
Restructuring charge
Non recurring

Operating income (loss)

Other income (expenses)
Interest (expense), net of interest
income
Gain (loss) on foreign
currency transactions

Income (loss) before income taxes

Income taxes (credit)

Net income (loss)

Basic earnings (loss) per share
Weighted average number of common
shares outstanding

Diluted earnings (loss) per share

Weighted average number of common
and common equivalent shares
outstanding

Two Mon
Year Ended Year Ended Ended
ecember 31, December 31, December
2001 2000 1999
$224,893,800 $296,001,276 $51,39
162,098,191 217,515,660 38,17
62,795,609 78,485,616 13,21
43,093,799 54,845,757 8,70
1,124,601 1,153,998 18
6,292,942 5,494,141 46
34,993,435 35,334,972
1,371,740
2,100,000
85,504,777 100,300,608 9,35
(22,709,168 ) (21,814,992 ) 3,86
(2,289,096 ) (3,677,577 ) (55
20,837 (24,728 )

(2,268,259 ) (3,702,305 ) (54
(24,977,427 ) (25,517,297 ) 3,31
(6,221,458 ) (3,620,911 ) 1,26

($18,755,969 )

($ 21,896,386 ) $2,05

($1.78 )
10,519,701

($1.78 )

10,519,701

($2.09 )
10,499,305

($2.09 )

10,499,305

F-4

The accompanying notes are an intergral part afetli@ancial statemen

10,49

10,95

ths
Year Ended
31, October 31,
1999

7,429 $313,385,772
8,972 236,746,446
8,457 76,639,326
3,066 48,088,801
6,588 862,642
8,453 2,185,690
8,107 51,137,133
0,350 25,502,193
0,734 (920,208)
2,766

7,968 (920,208)
2,382 24,581,985
1,389 9,633,737
0,993 $14,948,248
$.20 $1.43
6,225 10,484,764
$.19 $1.37
1,447 10,942,146



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Years Ended December 31, 2001 and 2000, Two Mdmtlkded December 31, 1999 and Year Ended Octob€ro3B,

Commo

S

Am
Balance, October 31, 1998 10,447,525
Exercise of stock options 48,700
Translation adjustment
Net income
Balance, October 31, 1999 10,496,225

Translation adjustment
Net income

Balance, December 31, 1999

Exercise of stock options
Translation adjustment
Net loss

Balance, December 31, 2000

Issuance of stock under employee
stock purchase plan

Translation adjustment

Net loss

10,496,225

3,426

10,499,651

72,110

10,571,761

CONSOLIDATED STATEMENTS OF COMPREHENSIVE

Accumulated

Other Additional
n Stock Comprehensive Paid-in
hares Loss Capital
ount
$522,376 $ $92,997,
2,435 475,
(96,230)
524,811 (96,230) 93,473,
43,466
524,811 (52,764) 93,473,
171 42,
(180,867)
524,982 (233,631) 93,516,
3,606 230,
(250,652)

$528,588 ($484,283) $93,746,

Retained

Earnings
(Accumulated

Deficit)

711 $13,152,040
590
14,948,248

301 28,100,288

2,050,993

301 30,151,281
779

(21,896,386)

080 8,254,895

489

(18,755,969)

569  ($10,501,074)

(LOSS) INCOME Years Ended December 31, 2001 an®20@0 Months Ended December 31, 1999 and Year &@a¢ober 31, 1999

Year En
December
2001

Net (loss) income ($18,75

Foreign currency translation adjustme

nt (25

($19,00

Two Months
ded Year Ended Ended
31, December 31, December 31,
2000 1999

5969)  ($21,896,386) $2,050,993

0,602) (180,867) 43,466
6,571)  ($22,077,253) $2,094,459
F-5

The accompanying notes are an intergral part cfetli@ancial statemen

Year Ended
October 31,
1999

$14,948,248
(96,230)

$14,852,018




RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2001 and 2000, Two Mdmtlkded December 31, 1999 and Year Ended Octobero3B,

Two Mo nths
Year Ended Year Ended End ed Year Ended
December 31, December 31, Decembe r31, October 31,
2001 2000 199 9 1999
Cash flows from operating activities:
Net income (loss) ($18,755,969 )  ($21,896,386 ) $2,0 50,993 $14,948,248
Adjustments to reconcile net Income (loss) to
net cash provided by(used in)operating activitie s:
Depreciation and amortization 7,417,543 6,648,139 6 55,041 3,048,332
Provision for allowances on accounts
receivable (80,000 ) 861,000 12,000 516,000
Restructuring and unusual charges 34,993,435 38,806,712
Changes in assets and liabilities:
Accounts receivable 22,937,736 1,761,114 4,7 24,919 (31,227,328)
Income tax refund receivable 607,165 (7,417,258 )
Deferred tax (6,819,295 ) (1,449,518 )
Prepaid expenses and other
current assets 192,627 (1,148,515 ) ( 77,902 ) (2,979,496 )
Accounts payable and accrued expenses (6,999,251 ) 8,052,333 3,5 51,439 ) 5,180,268
Accrued payroll (2,553,922 ) 952,494 (3,9 03,028 ) 4,037,617
Payroll and withheld taxes (936,044 ) 42,563 2 65,715 (626,395)
Income taxes payable (93,720 ) 1,501,695 a5 24,677 ) 2,258,862
Total adjustments 48,666,274 48,610,759 (33 99,371 ) (18,792,140)
Net cash provided by (used in) operating
activities $29,910,305 $26,714,373 ($1,3 48,378 ) ($3,843,892)

F-6

The accompanying notes are an intergral part afetli@ancial statemen



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS -

CONTINUED Years Ended December 31, 2001 and 20@@, WMionths Ended December 31, 1999 and Year Endéab@c31, 1999

Two Months
Year Ended Year Ended E nded Year Ended
December 31, December 31, Decem ber 31, October 31,
2001 2000 1 999 1999
Cash flows from investing activities:
Property and equipment acquired ($1,799,552 ) ($1,721,434 ) ($ 333,902 ) ($3,829,995)
Decrease (increase) in deposits 47,821 (17,634 ) (4,393 ) (55,609)
Cash paid for acquisitions,
net of cash acquired (13,222,932 ) (25,692,538 ) (2 371,937 )  (54,098,883)
Net cash used in investing activities (14,974,663 ) (27,431,606 ) 2 ,710,232 ) (57,984,487)
Cash flows from financing activities:
Borrowings (repayments) of note payable (15,800,000 ) 6 ,500,000 40,800,000
Sale of stock for employee stock purchase plan 234,095
Exercise of stock options 42,950 478,025
Net cash provided by (used in) financing
activities (15,565,905 ) 42,950 6 ,500,000 41,278,025
Effect of exchange rate changes on cash
and cash equivalents (250,652 ) (180,867 ) 43,466 (96,230)
Net increase (decrease) in cash
and cash equivalents (880,915 ) (855,150 ) 2 ,484,856 (20,646,584)
Cash and cash equivalents at beginning of year 3,170,658 4,025,808 1 ,540,952 22,187,536
Cash and cash equivalents at end of year $2,289,743 $3,170,658 $4 ,025,808 $1,540,952
Supplemental cash flow information:
Cash paid for:
Interest expense $2,645,404 $4,215,266 $ 613,492 $ 786,064
Income taxes 793,591 4,831,496 3 ,005,006 7,374,875
Acquisitions:
Fair value of assets acquired, including
contingent consideration payments 13,222,932 40,506,867 2 ,371,937 64,365,991
Liabilities assumed 14,814,329 10,267,108
Cash paid, net of cash acquired $13,222,932 $25,692,538 $2 ,371,937 $54,098,883
F-7

The accompanying notes are an intergral part cfetli@ancial statemen



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business and Basis of Presentation

RCM Technologies is a premier provider of busiresd technology solutions designed to enhance anénize the performance of its
customers through the adaptation and deploymeadwdnced information technology and engineeringises. RCM's offices are located in
major metropolitan centers throughout North America

The consolidated financial statements are compo$éae accounts of the Company and its subsidiaAd significant intercompany accou
and transactions have been eliminated in cons@iulafhe preparation of the financial statementsanformity with generally accepted
accounting principles requires management to matimates and assumptions that affect the amouptstesl in the consolidated financial
statements and accompanying notes. Actual resulis cliffer from these estimates.

Change in Reporting Year

In January 2000, the Company changed its fiscal gied from October 31 to December 31. As a reduhis change, the two months ended
December 31, 1999 are presented as a transitienaldp

Change in Accounting Estimate

Effective January 1, 2000, the Company has chatigedmortization period of goodwill associated vétguisitions from 40 years to 20
years. This change had the effect of increasinglgdbamortization and reducing net income by apgrately $3,146,000 or $.29 or

diluted earnings per share basis, for the yeardbdeember 31, 2001 and approximately $2,747,008,26 on a diluted earnings per share
basis, for the year ended December 31, 2000.

Property and Equipment

Depreciation of equipment is provided for in amausitfficient to relate the cost of depreciable @sweoperations over their estimated useful
lives on the straight-line basis. Estimated uskfek range from five to ten years. Leasehold improents are amortized over the lives of the
respective leases or the service lives of the ingrents, whichever is shorter.

Software

In accordance with Statement of Position ("SOP™*198Accounting for Costs of Computer Software Dieped or Obtained for Internal
Use," certain costs related to the developmentuahase of internal-use software are capitalizetlaanortized over the estimated useful life
of the software. During the years ended Decembg2@d1 and 2000, the Company capitalized approxin&176,000 and $506,000,
respectively, of software costs in conformity wBDP 98-1.

Income Taxes

The Company and its wholly owned subsidiariesdilonsolidated federal income tax return. The Compallows the liability method of
accounting for income taxes. Under this methodemledl income tax assets and liabilities are detexthbased on differences between the
financial statement and income tax bases of aaset$iabilities using enacted tax rates in effectthe year in which the differences are
expected to reverse. Valuation allowances are kstiald, when necessary, to reduce deferred taxsawsthe amount expected to be realized.
Income tax expense is the tax payable for the gena the change during the period in deferrecsaets and liabilities.

F-8



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
Revenue Recognition

Revenue is recognized concurrently with the perforce of services. Unbilled receivables represemi@mee hours worked according to
contractual billing rates.

Cash Equivalents

For purposes of presenting the consolidated stateaieash flows, the Company considers all hidigjyid debt instruments purchased with
maturity of three months or less to be cash egental

Goodwill

The net assets of businesses acquired, which eoeiated for as purchases, have been reflecte@iafféir values at dates of acquisition. The
excess of acquisition costs over such net assetsl{gll) is reflected in the consolidated balanbeets as Intangible Assets. Goodwill, net of
amortization, at December 31, 2001 and 2000 wa$s362000 and $88,655,000, respectively, and isgoaimortized on a straighitte methot
over twenty years effective January 1, 2000. Thertimation period prior to January 1, 2000 was é8rg. Amortization expense for the ye
ended December 31, 2001, 2000 and October 31, #89%6,293,000, $5,494,000 and $2,156,000, respéctiAmortization expense for tl
two months ended December 31, 1999 was $468,000.

It is the Company's policy to periodically reviemetnet realizable value of its intangible assetduding goodwill, through an assessment of
the estimated future cash flows related to sucktasEach business unit to which these intangideta relate is reviewed to determine
whether future cash flows over the remaining edthaiseful lives of the assets provide for recowdhe assets. In the event that assets are
found to be carried at amounts that are in excesstonated undiscounted future cash flows, therinbtangible assets are adjusted for
impairment to a level commensurate with an undiatedicash flow analysis of the underlying assete. Company performs an impairment
review on a quarterly basis in accordance withrégiirements of SFAS No. 121. During the fourthrtgreof calendar 2001 and the third
quarter of calendar 2000, the reviews indicatetltthere was an impairment of value, which resuiitea $35.0 million and $35.3 million
charge to expense for the year ended Decembe0B1,a&hd 2000, respectively, in order to properfiect the appropriate carrying value of
goodwill. There were no impairment writl®wns during the year ended October 31, 1999 angltine two months ended December 31, 1

Fair Value of Financial Instruments

The carrying value of significant financial instrants approximates fair value because of the natecharacteristics of its financial
instruments. The Company's financial instrumengsa@counts receivable, accounts payable, note [ggat investments held in the defer
compensation plan. The Company does not have dtbat#nce sheet financial instruments or derivative

Foreign Currency

For foreign subsidiaries using the local currengyteeir functional currency, assets and liabiliaes translated at exchange rates in effect at
the balance sheet date and income and expensearsiated at average exchange rates. The effettiese translation adjustments are
reported in other comprehensive income. Exchanges gand losses arising from transactions denonniata currency other than the
functional currency of the entity involved are udéd in income.

F-9



RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
Per Share Data

Basic net income per share is calculated usingvtighted-average number of common shares outstgualdiring the period. Diluted net
income per share is calculated using the weightestage number of common shares plus dilutive piatesommon shares outstanding dur
the period. Potential common shares consist okstptions that are computed using the treasuryksteethod. Dilutive securities have not
been included in the weighted average shares asealef calculation of earnings per share in perafdset loss because the effect of such
securities would be anti-dilutive. Because of tleempany's capital structure, all reported earnirggsan to common shareholders and no
other assumed adjustments are necessary.

The number of common shares used to calculate badidiluted earnings per share was determinedllasvé:

Two Months
Year Ende d Year Ended Ended Year End ed
December 3 1, December December Octobe r
2001 31, 2000 31, 1999 31, 199 9
Basic average shares outstanding 10,519, 701 10,499,305 10,496,225 10,484, 764
Dilutive effect of stock options 455,222 457, 382
Dilutive shares 10,519, 701 10,499,305 10,951,447 10,942, 146

Options to purchase 184,347 shares of common stiogkices ranging from $4.75 to $15.31 per shamewatstanding during the year ended
December 31, 2001, but were not included in theprdgation of diluted EPS because of net loss inclime2001.

Options to purchase 691,974 shares of common stiogkices ranging from $10.63 to $20.13 per shaewutstanding during the year en
December 31, 2000, but were not included in thepdation of diluted EPS because of net loss incuime2000.

Options to purchase 271,650 shares of common stiogiices ranging from $14.13 to $20.13 per shaeewutstanding during the two
months ended December 31, 1999, but were not iadlidthe computation of diluted EPS because thadrcise prices were greater than the
average market price of the common shares.

Options to purchase 214,650 shares of common stiogiices ranging from $14.13 to $20.13 per shaewutstanding during the year en
October 31, 1999, but were not included in the astaion of diluted EPS because their exercise pnoere greater than the average market
price of the common shares.

Stock-Based Compensation

The Company has adopted the disclosure-only pamssdf Statement of Financial Accounting Stand&lds123, "Accounting for Stock-
Based Compensation” (SFAS 123"), which establisicesunting and reporting standards for stock-basguloyee compensation plans. As
permitted by the standard, the Company has elexittb adopt the fair value based method of acéoegribr stock-based employee
compensation and will continue to account for saighngements under Accounting Principles Board i@piMo. 25, "Accounting for Stock
Issued to Employees” ("APB 25") and apply SFAS @@% disclosure basis only. Accordingly, adoptibthe standard has not affected the
Company's results of operations or financial posi(isee Note 7).
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONNUED)
New Accounting Standards

On July 20, 2001, the Financial Accounting Stangdd@dard (FASB) issued Statement of Financial ActiogrStandards (SFAS) 141,
Business Combinations, and SFAS 142, Goodwill amanigible Assets. SFAS 141 is effective for allibass combinations completed after
June 30, 2001. SFAS 142 is effective for fiscalrgdreginning after December 15, 2001; howeveragegrovisions of this Statement apply
to goodwill and other intangible assets acquirgtvben July 1, 2001 and the effective date of SFAS Major provisions of these Stateme
and their effective dates for the Company are bews: (1) all business combinations initiated aftane 30, 2001 must use the purchase
method of accounting. The pooling of interest mdtbbaccounting is prohibited except for transawimitiated before July 1, 2001, (2)
intangible assets acquired in a business combimatigst be recorded separately from goodwill if theige from contractual or other legal
rights or are separable from the acquired entity@an be sold, transferred, licensed, rented dnanged, either individually or as part of a
related contract, asset or liability, (3) goodwél well as intangible assets with indefinite livesquired after June 30, 2001, will not be
amortized. Effective January 1, 2002, all previgusicognized goodwill and intangible assets witheiiinite lives will no longer be subject to
amortization, (4) effective January 1, 2002, godidavid intangible assets with indefinite lives vk tested for impairment annually and
whenever there is an impairment indicator, (5patjuired goodwill must be assigned to reportingsuioir purposes of impairment testing and
segment reporting.

Effective January 1, 2002, annual and quarterlydgaldamortization of approximately $3.7 million dri$900,000, respectively, will no long
be recognized. By December 31, 2002 the Companyhaiie completed a transitional fair value basegaimment test of goodwill as of
January 1, 2002. Impairment losses, if any, resyifiom the transitional testing will be recognidedhe quarter ended March 31, 2002, as a
cumulative effect of a change in accounting prifecip

In August 2001, the FASB issued SFAS 144, Accogntim the Impairment or Disposal of Long-Lived AsseSFAS No. 144 retains the
existing requirements to recognize and measurarthairment of long-lived assets to be held and wsedd be disposed of by sale. However,
SFAS 144 makes changes to the scope and certasumeezent requirements of existing accounting guidaBFAS 144 also changes the
requirements relating to reporting the effects dfsposal or discontinuation of a segment of arss. SFAS 144 is effective for financial
statements issued for fiscal years beginning &fearember 15, 2001 and interim periods within tHoseal years. The adoption of this
statement is not expected to have a significanaohpn the financial condition or results of opienat of the Company.

2. UNUSUAL ITEMS

During the years ended December 31, 2001 and 200@ompany recorded the following unusual items:

In Millions 2001 2000
Impairment of goodwill $35.0 $35.3
Restructuring charge 1.4
Other nonrecurring charges 2.1

$35.0 $38.8
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

2. UNUSUAL ITEMS (CONTINUED)

The income before income taxes, net income andregriper share on a diluted basis, for the yeae@mecember 31, 2001 without the
unusual items and its related tax effect would Hzeen $10.0 million, $4.0 million and $.37 per shaespectively. The weighted average
shares outstanding for this computation include mom stock equivalents.

The income before income taxes, net income andregriper share on a diluted basis, for the yeae@mzecember 31, 2000 without the
unusual items and their related tax effect wouldehaeen $13.3 million, $6.7 million and $.63 peargh respectively. The weighted average
shares outstanding for this computation include mom stock equivalents.

Impairment of Goodwill

The Company performs an impairment review on atqugrbasis in accordance with the requirementSFOAS No. 121. During the fourth

quarter of calendar 2001 and the third quartelatdridar 2000, the reviews indicated that thereamaisnpairment of value, which resulted

$35.0 million and $35.3 million charge to expensethe year ended December 31, 2001 and 2000,at@sglg, in order to properly reflect t
appropriate carrying value of goodwill.

Restructuring Charge

The restructuring charge of $1.4 million for theyended December 31, 2000 consists of expensesiass! with the consolidation of cert
offices, principally lease obligations for vacatstices as well as a write down of leasehold imgments and office equipment for closed
offices to its net realizable values.

Other Non-Recurring Charges

The non-recurring charge of $2.1 million for theyended December 31, 2000 consists of expensesiatesl with integration of employee
benefit plans and vacation plans, which were asdumeonnection with the Company's previously ccetgd acquisitions.

3. ACQUISITIONS

During the three year and 2 month period ended mbee 31, 2001, the Company acquired 17 businesgés istaffing and consulting
services industry. These acquisitions have beeouated for as purchases and, accordingly, thetsesfibperations of the acquired
companies have been included in the consolidatdtseof operations of the Company from the respectcquisition dates.

In connection with certain acquisitions, the Companobligated to pay contingent consideratiorhi $elling shareholders upon the acquired
businesses achieving certain earnings targetspmréyds ranging from 2-3 years. In general, thetingent consideration amounts fall into

two tiers: (a) tier 1 ("Deferred Consideration'’gmounts are due, provided that these acquisitionieee a base level of earnings which has
been determined at the time of acquisition, andi¢p)2 ("Earnouts") - amounts are not fixed angl lzeised on the growth in excess of the base
level earnings. As of December 31, 2001, the Comeatimates that the sum of the Deferred Consieraind earnouts to be as follows:

Year Ending Amount
2002 $ 5,500,000
2003 2,000,000

$7,500,000
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

3. ACQUISITIONS (CONTINUED)

The Deferred Consideration and Earnouts, when palldhe recorded as additional purchase consideratnd added to intangible assets on

the consolidated balance sheet. The Company'sstiguiactivities are as follows:

Year
Decemb
20
Number of acquisitions
Consideration paid:
Cash at closing
Deferred consideration payments $13,2

The following unaudited results of operations have
the acquisitions had occurred as of the beginning o
Those results are not necessarily indicative of res
operations nor of results that would have occurred
been consummated as of the beginning of the periods

Year E
Decembe
200
Revenues $224,
Operating income before unusual items
Unusual items ( 34,
Net loss (%18,

Loss per share, basic and diluted

4. PROPERTY AND EQUIPMENT

Property and equipment are comprised of the folouwi

Equipment and furniture
Computer equipment and software
Leasehold improvements

Less: accumulated depreciation and amortization

Two Months
Ended Year Ended Ended Yea
er 31, December 31, December 31, Oct
01 2000 1999
3
$10,375,000 $4
00,000 $13,800,000 $3

been prepared assuming
f the periods presented.
ults of future

had the acquisitions
presented.

nded Year Ended
r31, December 31,
1 2000

894,000  $300,501,000
12, 284,000 18,554,000
993,000) ( 38,807,000)
756,000)  ($21,101,000)
($1.78) ($2.01)

December 31,

2001 2000
$3,370,458 $3,525,992
7,197,481 6,626,559
563,811 85,929

11,131,750 10,238,480
4,282,985 4,079,857

$6,848,765 $6,158,623
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

5. GOODWILL AND OTHER INTANGIBLES
Goodwill and other intangibles consist of the fallog:

December 31,

2001 2000
Gooduwill $72,977,525 $96,070,746
Other intangibles 310,800 462,900
73,288,325 96,533,646
Less: accumulated amortization 10,668,925 7,878,186

$62,619,400 $88,655,460

6. NOTE PAYABLE

The Company and its subsidiaries entered into ameagent with Citizens Bank, N.A. (successor to breBank, N.A.), administrative agent
for a syndicate of banks, which provides for a §#&illion Revolving Credit Facility (the "Revolvingredit Facility"). The Revolving Credit
Facility was amended on October 10, 2001. Borrowimgder the Revolving Credit Facility bear inter@sbne of two alternative rates, as
selected by the Company. These alternatives aBORI (London Interbank Offered Rate), plus applieailargin, or the agent bank's prime
rate.

Borrowings under the Revolving Credit Facility aalateralized by all of the assets of the Compang its subsidiaries and a pledge of all of
the stock of its subsidiaries. The Revolving Cré&ditility also contains various financial and nerahcial covenants, such as restrictions on
the Company's ability to pay dividends. The RevajvCredit Facility expires August 2002. Managenwrthe Company has commenced
negotiations for renewal or replacement of the Reng Credit Facility. The weighted average inténetes for the years ended Decembet
2001 and 2000 were 6.49% and 8.33%, respectivély.amounts outstanding under the Revolving Creatitliey at December 31, 2001 and
2000 were $31.5 million and $47.3 million, respeely.

7. SHAREHOLDERS' EQUITY
Common Shares Reserved
Shares of unissued common stock were reservetiddotliowing purposes:

December 31,

2001 2000
Exercise of options outstanding 2,415,780 2,039,539
Future grants of options 799,665 1,175,906
Total 3,215,445 3,215,445
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

7. SHAREHOLDERS' EQUITY (CONTINUED)
Incentive Stock Option Plans

On April 27, 2000, the shareholders approved tlopton of the RCM Technologies, Inc. 2000 Emplo$#eck Incentive Plan. At December
31, 2001, there were 695,501 shares of Common 3&sekved under the plan for issuance not later daauary 6, 2010 to officers and key
employees of the Company and its subsidiaries.

On April 21, 1999, the shareholders approved tloptoin of the Amended and Restated RCM Technologies 1996 Executive Stock Plan
(the "Restated Plan"). At December 31, 2001, thveee 57,109 shares of Common Stock reserved uhdexian for issuance not later than
January 1, 2006 to officers and key employees®flbmpany and its subsidiaries.

On April 23, 1998, the shareholders approved amemdsrto the RCM Technologies, Inc. 1992 IncentitaeiS Option Plan (1992 Plan") a
the 1994 Non-Employee Director Stock Option Plde (Director Option Plan"). At December 31, 2001ere were 37,055 shares of
Common Stock reserved under the 1992 Plan for mesunot later than February 13, 2002 to officeirgatiors and key employees of the
Company and its subsidiaries. Options under th& F98n are intended to be incentive stock optiansyant to Section 422A of the Internal
Revenue Code. The option terms cannot exceed tes gad the exercise price cannot be less than b@d8é fair market value of the shares
at the time of grant.

On May 19, 1994, the shareholders approved the iNplayee Director Option Plan as a means of recigiiéind retaining nonemployee
directors of the Company. At December 31, 200Tetheere 10,000 shares of Common Stock reserved timel@lan for issuance not later
than July 19, 2004. All director stock options granted at fair market value at the date of grané exercise of options granted is contingent
upon service as a director for a period of one.\ié#ne optionee ceases to be a director of they@my, any option granted shall terminate.

The Company has adopted only the disclosure prmgsof Financial Accounting Standard No. 123, "Aaating for Stock-Based
Compensation” (SFAS 123). It applies APB Opinion RS and related interpretations in accountingtfoplans and does not recognize
compensation expense for its stdzksed compensation plans. Had compensation castde¢ermined based on the fair value of the optéd
the grant date consistent with SFAS 123, the Cowiparet earnings and earnings per share would e reduced to the pro forma
amounts indicated below:

Two Months
Year Ended Year Ended Ended Year Ended
December 31, December 31, December 31, October 31,
2001 2000 1999 1999
Net (loss) earnings:
As reported ($18,755,969) ($21,896,386) $2,050,993  $14,948,248
Pro forma ($21,768,692) ($22,600,103) $2,050,993 $11,869,395
Diluted (loss) earnings per share:
As reported ($1.78) ($2.09) $.19 $1.37
Pro forma ($2.07) ($2.15) $.19 $1.08
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7. SHAREHOLDERS' EQUITY (CONTINUED)

These proforma amounts may not be representatifigwe disclosures because they do not take iiféateproforma compensation expense
related to grants before November 1, 1995. Thevhlire of these options is estimated on the datganft using the Black-Scholes option-
pricing model with the following weighted-averagessamptions for grants in fiscal years 2001, 200D 399, respectively: expected
volatility of 70%; risk-free interest rates of 5%815.91% and 5.10%; and expected lives of 5 yddms.weightedaverage fair value of optiol

RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

Incentive Stock Option Plans (Continued)

granted during fiscal years 2001, 2000 and 1999886, $4.22 and $8.51, respectively.

Transactions related to all stock options are Hgvis:

Year Weig

Ended Ave
December 31, Exe

2001 Pr

Outstanding options

at beginning of year 2,039,539
Granted 593,999
Forfeited (217,758)
Exercised
Outstanding options

at end of year 2,415,780
Exercisable options

at end of year 1,580,565
Option grant price

per share $3.00

to $15.31

hted- Year Weighted- Ye
rage Ended Average End
rcise December 31, Exercise Octobe
ice 2000 Price 19
$8.85 1,359,170 $10.23 1,0
3.08 791,974 7.03 4
7.59 (108,179) 12.54 (
(3,426) 12.54 (
$7.53 2,039,539 $8.85 1,3
1,367,795 1,1
$3.00
to $20.13 to

The following table summarizes information about st

at December 31, 2001:

Range of Number of
Exercise Outstanding
Prices Options
$3.00-$3.25 705,299
$4.75-$7.13 756,200
$7.30 - $10.63 402,340
$11.25 - $15.31 551,941

ock options outstanding

Weighted-Average
Remaining
Contractual Life

Weighted-Average
Exercise Price

9.2 years $3.08
6.2 years $6.32
6.0 years $10.04
7.3 years $12.94
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

7. SHAREHOLDERS' EQUITY (CONTINUED)
Employee Stock Purchase Plan

The Company implemented an Employee Stock Purdbiase(the "Purchase Plan™) with shareholder apprefi@ctive January 1, 2001.
Under the Purchase Plan, employees meeting caytaiific employment qualifications are eligibleptrticipate and can purchase shares of
Common Stock semi-annually through payroll dedungtiat the lower of 85% of the fair market valuele stock at the commencement or
end of the offering period. The purchase plan pergligible employees to purchase common stoclutitrgayroll deductions for up to 10%
of qualified compensation. During the year endeddbaber 31, 2001, there were 72,110 shares issud thre Purchase Plan for net
proceeds of $234,095. As of December 31, 2001 88P7shares were available for issuance under trehBse Plan.

8. RETIREMENT PLANS
Profit Sharing Plan

The Company maintains a 401(k) profit sharing gtarthe benefit of eligible employees. The 401(lgrpincludes a cash or deferred
arrangement pursuant to Section 401(k) of the maeRevenue Code sponsored by the Company to mraligible employees an opportunity
to defer compensation and have such deferred asmoontributed to the 401(k) plan on a pre-tax hasibject to certain limitations. The
Company may, at the discretion of the Board of &oes, make contributions of cash to match defewikcompensation by participants.
Contributions charged to operations by the Comganyears ended December 31, 2001, 2000 and Oc&ihdr999 were $457,000,
$694,000 and $329,000, respectively. Contributidrerged to operations for the two months ended mbee 31, 1999 were $72,000.

Nonqualified Defined Compensation Plan

The Company implemented with shareholder approvarejualified deferred compensation plan, effecli@euary 1, 2001 for officers and
certain other management employees. The plan aflomsompensation deferrals for its participantd ardiscretionary company contributir
subject to approval of the Board of Directors. A®ecember 31, 2001, the fair value of the assels in trust under the deferred
compensation plan was $338,000.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

9. COMMITMENTS
Termination Benefits Agreement

The Company is party to a Termination Benefits Agnent with Mr. Kopyt, amended and restated as atMa8, 1997 (the "Benefits
Agreement"). Pursuant to the Benefits Agreemetiipiang a Change in Control (as defined thereir® temaining term of Mr. Kopyt's
employment is extended for five years (the "Exteh@lerm”). If Mr. Kopyt's employment is terminatdeeteafter by the Company other than
for cause, or by Mr. Kopyt for good reason (inchgliamong other things, a material change in MipyKs salary, title, reporting
responsibilities or a change in office location @rhrequires Mr. Kopyt to relocate), then the follogvprovisions take effect: the Company is
obligated to pay Mr. Kopyt a lump sum equal togatary and bonus for the remainder of the Exterideth; the exercise price of the options
to purchase 500,000 shares granted to Mr. Kopygutiet 1996 Executive Stock Plan will be reduce8#% of the average market price of
the Common Stock for the 60 days prior to the datermination if the resulting exercise pricedsd than the original exercise price of
$7.125 per share; and the Company shall be obligatpay to Mr. Kopyt the amount of any excise dasociated with the benefits provide
Mr. Kopyt under the Benefits Agreement. If sucleartination had taken place as of December 31, 286.1Kopyt would have been entitled
to cash payments of approximately $3.2 million (esgnting salary and excise tax payments).

Operating Leases

The Company leases office facilities and variousiggent under noncancellable leases expiring abwadates through June 2012. Certain
leases are subject to escalation clauses basedchpages in various factors. The minimum futureuahoperating lease commitments for
leases with noncancellable terms in excess of eae, gxclusive of escalation, are as follows:

Year ending December 31, Amount
2002 $2,783,000
2003 2,083,000
2004 1,790,000
2005 1,184,000
2006 1,078,000
Thereafter 4,664,000
Total $13,582,000

Rent expense for the years ended December 31, 200Q,and October 31, 1999 was $2,633,000, $3,08%60d $2,440,000, respectively.
Rent expense for the two months ended December9®B, was $488,000.

10. RELATED PARTY TRANSACTIONS

A director of the Company is a shareholder in afiam that rendered various legal services to tbenfany. Fees paid to the law firm have
not been significant.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

11. INCOME TAXES

The components of income tax expense (credit) are a s follows:
Two Months
Year End ed Year Ended Ended Year En ded
December 31, December 31, December 31, October 31,
2001 2000 1999 1999
Current
Federal ($1,846,000) $920,089 $7,0 98,737
State and local $59 7,837 (325,393) 341,300 2,5 35,000
59 7,837 (2,171,393) 1,261,389 9,6 33,737
Deferred
Federal (6,45 6,915) (1,297,000)
State and local (36 2,380) (152,518)
(6,81 9,295) (1,449,518)
Total ($6,22 1,458)  ($3,620,911) $1,261,389 $9,6 33,737

The income tax provisions reconciled to the tax potad at the statutory Federal rate was:

2001 2000 1999
Tax at statutory rate (credit) (34.0)% (34.0)% 34.0%
State income taxes, net of Federal
Income tax benefit 2.7) 6.7
Foreign income tax effect 8.7 1.9 3.4
Non-deductible unusual charges 4.0 20.3
Other, net (1.9) (2.4) (4.9)
Total income tax expense (24.9)% (14.2)% 39.2%
At December 31, 2001 and 2000, deferred tax assetsst of the following:
2001 2000
Net operating loss carryforward $8,268 ,813
Unusual charges $2,199,884
Allowance for doubtful accounts 695 ,000 712,500
8,963 ,813 2,912,384
Less: valuation allowance (695 ,000) (1,462,686)
$8,268 ,813 $1,449,518

At December 31, 2001, the Company had a net operkiss carryforward ("NOL") for federal income tperposes of approximately $29.0
million. The Company can utilize the NOL to off§eture consolidated federal taxable income. The Nblnused, would expire in the year

2021.
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RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

12. INTEREST EXPENSE, NET OF INTEREST INCOME

Interest expense, net of interest income consisted of the following:
Two Months
Year End ed Year Ended Ended Year E nded
December 31, December 31, December 31, October 31,
2001 2000 1999 199 9
Interest expense ($2,58 6,473) ($3,992,911) ($574,320) ($1,1 97,236)
Interest income 29 7,377 315,334 23,586 2 77,028
($2,28 9,096) ($3,677,577) ($550,734)  ($9 20,208)

13. SEGMENT INFORMATION

The Company adopted SFAS 131, "Disclosures abaymn8ets of an Enterprise and Related Informatio®AS 131"), which establishes
standards for companies to report information alopetrating segments, geographic areas and majmmeess. The adoption of SFAS 131
no effect on the Company's consolidated finanaaitmon, consolidated results of operations orillggy. The accounting policies of each
segment are the same as those described in theayrofrsignificant accounting policies (see Note 1)

The Company uses earnings before interest and (agesating income) to measure segment profit. @egmperating income includes
selling, general and administrative expenses dyrattributable to that segment as well as chafgeallocating corporate costs to each of the
operating segments. The following tables refleetrésults of the segments consistent with the Cagipananagement system (in thousands):

Information Profe ssional  Commercial

Fiscal 2001 Technology Engin eering Services Corporate Total
Revenue $157,952 $43,855 $23,087 $224,894
Operating expenses (1) 144,339 38,384 22,469 205,192
EBITDA (1) (2) 13,613 5,471 618 19,702
Unusual charges 30,044 4,949 34,993
Depreciation 794 276 55 1,125
Amortization 5,587 672 34 6,293
Operating income (loss) (1)  ($22,812) ($426) $529 ($22,709)
Total assets $85,306 $15,999 $5,489 $24,362 $131,156
Capital expenditures $426 $173 $1,201 $1,800
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

13. SEGMENT INFORMATION (CONTINUED)

Information Profe ssional  Commercial
Fiscal 2000 Technology Engin eering Services Corporate Total
Revenue $228,025 $40,993 $26,983 $296,001
Operating expenses (1) 207,894 38,559 25,908 272,361
EBITDA (1) (2) 20,131 2,434 1,075 23,640
Unusual charges 36,913 1,894 38,807
Depreciation 848 277 29 1,154
Amortization 4,821 630 43 5,494
Operating income (loss)(1) ($ 22,451) ( $ 367) $1,003 ($ 21,815)
Total assets $131,414 $17,591 $6,433 $18,831 $174,269
Capital expenditures $827 $205 $56 $633 $1,721
Two Months Ended Information Profe ssional  Commercial
December 1999 Technology Engin eering Services Corporate Total
Revenue $39,231 $8,286 $3,880 $51,397
Operating expenses 35,301 7,843 3,738 46,882
EBITDA (2) 3,930 443 142 4,515
Depreciation 137 48 2 187
Amortization 388 77 3 468
Operating income $3,405 $ 318 $ 137 $3,860
Total assets $148,811 $17,349 $6,338 $11,453 $183,951
Capital expenditures $334 $334
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2001, 2000, 1999 and October 31, 1999

13. SEGMENT INFORMATION (CONTINUED)

Information Profe

ssional Commercial

Fiscal 1999 Technology Engin eering Services Corporate Total
Revenue $223,654 $62,887 $26,845 $313,386
Operating expenses 199,664 59,190 25,982 284,836
EBITDA (2) 23,990 3,697 863 28,550
Depreciation 576 269 18 863
Amortization 1,873 295 17 2,185
Operating income $21,541 $3,133 $ 828 $25,502
Total assets $156,468 $17,893 $4,767 $4,920 $184,048
Capital expenditures $978 $77 $1 $2,774 $3,830
(1) Operating expenses, EBITDA and operating income are exclusive of
unusual items during 2001 and 2000 in the amo unt of $35.0 million and
$38.8 million, respectively (see note 2).
(2) EBITDA consists of earnings before interest i ncome, interest expense,
other non-operating income and expense, incom e taxes, depreciation and
amortization and unusual charges. EBITDA is n ot a measure of financial
performance under generally accepted accounti ng principles and should
not be considered in isolation or as an alter native to net income as an
indicator of a company's performance or to ca sh flows from operating
activities as a measure of liquidity.
The following reconciles consolidated operatingoime to the Company's pretax profit (in thousands):
Two Months
Year Ended Year Ended Ended December Year Ended
Decem ber 31, December 31, 31, 1999 Octob er 31,
2 001 2000 1 999
Consolidated operating income (loss) ($22,709) ($21,815) $3,860 $25,502
Interest (expense), net of interest income (2,268) (3,702) (548) (920)
Consolidated pretax profit (loss) ($24,977) ($25,517) $3,312 $24,582

The Company derives a substantial majority oféieenue from companies headquartered in the Unieg@sS In fiscal 1999, 2000 and 2001,
no single customer exceeded 6% of the Companyentey Revenues from Canadian operations for thes yemled December 31, 2001 and,
2000 were $24.2 million and $16.4 million, respeelly. Revenues from Canadian operations for therh@aths ended December 31, 1999
were $3.4 million. Revenues from Canadian operatfonthe year ended October 31, 1999 were $14IBmi
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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14. SELECTED QUARTERLY FINANCIAL INFORMATION (UNAUDTED)

Year Ended December 31, 2001

Dilute d
Net Inc ome
Gross Net (Loss )
Sales Profit Income (Loss) Per Shar e(a)
1st Quarter $64,653,787 $18,071,917 $1,150,944 $.11
2nd Quarter 58,365,909 16,478,103 1,352,116 13
3rd Quarter 53,051,269 14,648,594 758,796 .07
4th Quarter 48,822,835 13,596,995 (22,017,825) ( 2.09)
Total $224,893,800 $62,795,609 ($18,755,969) (% 1.78)
Year Ended December 31, 2000
Dilute d
Net Inc ome
Gross Net (Loss )
Sales Profit Income (Loss) Per Shar e(a)
1st Quarter $74,945,490 $19,039,291 $1,057,890 $.1 0
2nd Quarter 75,989,896 19,603,598 1,340,515 A 3
3rd Quarter 73,656,343 20,223,806 (26,417,054 ) (2.5 2)
4th Quarter 71,409,547 19,618,921 2,122,263 2 0
Total $296,001,276 $78,485,616 ($21,896,386 ) ($2.0 9)

(a)Each quarterly amount is based on separate calcu lations of weighted
average shares outstanding.

15. CONTINGENCIES

The Company has received claims and notices oftdesdaims from various persons from whom the Campacquired stock or assets in
four separate acquisitions that occurred during81®8 1999. Such claims and possible claims aresfated. These claims and possible
claims relate to allegations of wrongful terminati&nd failure of the Company to pay deferred camsition under the relevant acquisition
agreements. In the opinion of management, the Coynpas meritorious defenses to such claims and nimeselieve that the resolution of
such claims should have a material adverse effeth® Company, its financial position, its resolt®perations or its cash flows.

In 1998, two former officers filed suit against tBempany alleging wrongful termination of their dopnent, wrongful failure to make
severance payments and wrongful conduct by the @agnm connection with the grant and non-vestitfr&tock Options to the plaintiffs.
The complaint also alleged that the Company wrdhgfimited the number of shares of Company stdekt ttould be sold by the plaintiffs
under a Registration Rights Agreement and madewsidther claims. The plaintiffs’ complaint soudaimages of approximately $480,000
and further sought additional unliquidated damagée. claims relating to wrongful termination of doyment and wrongful conduct by the
Company in connection with the grant of Stock Opdito the plaintiffs have been resolved in bindingjtration. With respect to the
Company's alleged wrongful limiting of the numbésbares the plaintiffs could sell and one plafigtitlaim of entitlement to severance pay
of $240,000, the Company is awaiting completiodistovery and the fixing of a trial date. The Compés also awaiting the court's ruling
its motion for summary judgment in its favor witsspect to the plaintiffs' claims concerning the-meatiture of their stock options.
Substantial damages are being sought on the shbirggdimitation and stock option claims; howevthre alleged damages are subject to
significant reduction for having been avoidablesks Management believes the suit is without raadtwill continue to defend the claims
vigorously.
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Independent Auditors' Report

Board of Directors
RCM Technologies, Inc. and Subsidiaries

We have audited the accompanying consolidated balsineets of RCM Technologies, Inc. (a Nevada catjpm) and Subsidiaries as of
December 31, 2001 and 2000 and the related coasadidtatements of operations, changes in shaersbétjuity, comprehensive income
(loss) and cash flows for years ended Decembe2@11 and 2000, the two months ended December 3B, #xd for the year ended October
31, 1999. These consolidated financial statemestthe responsibility of the Company's managent@ut.responsibility is to express an
opinion on the consolidated financial statementetan our audits.

We conducted our audits in accordance with audi&bagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabgut whether the consolidated financial statésname free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in thedlisladed financial statements. An audit
also includes assessing the accounting princied and significant estimates made by managenenelhas evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of RCM Technologies, Inc. and Subsidiaries as afdbeber 31, 2001 and 2000 and the consolidatedsesfitheir operations and their
consolidated cash flows for years ended Decembe2@®11 and 2000, for the two months ended Deceibel999, and the year ended
October 31, 1999, in conformity with accountingngiples generally accepted in the United States.

We have also audited Schedules | and 1l of RCM Teldyies, Inc. and Subsidiaries as of years endambber 31, 2001 and 2000, as of
for the two months ended December 31, 1999, angieaeended October 31, 1999. In our opinion, tisebedules present fairly, in all
material respects, the information required todidarth therein.

/sl Grant Thornton LLP

G ant Thornton LLP

Phi | adel phi a, Pennsyl vani a
February 8, 2002
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SCHEDULE |

RCM TECHNOLOGIES, INC. (PARENT COMPANY)
CONDENSED FINANCIAL INFORMATION OF REGISTRANT

BALANCE SHEET
December 31, 2001 and 2000

ASSETS
2001 2000
Current assets
Prepaid expenses and other assets $2,970 $62,
Other assets
Deposits 5,
Long-term receivables from affiliates 83,337,402 102,046,
83,337,402 102,052,
Total assets $83,340,372 $102,114,
LIABILITIES AND SHAREHOLDERS' EQUITY
2001 2000
Current liabilities
Accounts payable and accrued expenses $50,672
$52,
Shareholders' equity
Common stock 528,588 524,
Foreign currency translation adjustment (484,283) (233,
Additional paid in capital 93,746,569 93,516,
Retained earnings (accumulated deficit) (10,501,074) 8,254,
Total shareholders' equity 83,289,800 102,062,
Total liabilities and shareholders' equity $83,340,372 $102,114,

The "Notes to Consolidated Financial StatementfR @M Technologies, Inc. and subsidiaries are agiat part of these statements.
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SCHEDULE |

RCM TECHNOLOGIES, INC. (PARENT COMPANY)
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENT OF OPERATIONS

Years Ended December 31, 2001 and 2000, Two Mdmtlkded December 31, 1999 and Year Ended Octob€ro3B,

Two Months
Y ear Ended Year Ended Ended Year Ended
De cember 31, December 31, December 31, O ctober 31,
2001 2000 1999 1999
Operating expenses
Administrative $807,699 $ 534,662 $ 9,044 $ 244,660
Operating loss (807,699) (534,662) (9,044) (244,660)
Management fee income 807,699 534,662 9,044 244,660
Income before income in subsidiaries
Equity in (shares in) earnings (loss) in
subsidiaries (18,755,969)  (21,896,386) 2,050,993 14,948,248
Net (loss) income ( $18,755,969) ($21,896,386)  $2,050,993 $14,948,248

The "Notes to Consolidated Financial StatementfR @M Technologies, Inc. and subsidiaries are agiat part of these statements.
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SCHEDULE |
RCM TECHNOLOGIES, INC. (PARENT COMPANY)
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENT OF CASH FLOWS

Years Ended December 31, 2001 and 2000, Two Mdikded December 31, 1999 and Year Ended Octobdro33,

Two Mo nths
Year Ended Year Ended Ende d Year Ended
December 31, December 31, Decembe r31, October 31,
2001 2000 199 9 1999
Cash flows from operating activities:
Net income (loss) ($18,755,969) ($21,896,386) $2,0 50,993 $14,948,248
Adjustments to reconcile net income (loss) to net ¢ ash provided by operating
activities:
Share in deficiency (equity in) in assets
of subsidiaries 18,755,969 21,896,386 (2,0 50,993) (14,948,248)
Changes in operating assets and liabilities:
Prepaid expenses and other assets 59,470 (56,971) 3,710 686
Accounts payable and accrued expenses (1,828) (61,568) 50,072 46,234
18,813,611 21,777,847 (19 97,211) (14,901,328)
Net cash provided by (used in)
operating activities 57,642 (118,539) 53,782 46,920
Cash flows from investing activities:
Decrease in deposits 5,695
Decrease (increase) in long-term
receivables from subsidiaries (46,780) 247,605 ( 89,079) (430,103)
Net cash provided by (used in) investing
Activities (41,085) 247,605 ( 89,079) (430,103)
Cash flows from financing activities:
Employee stock purchase plan 234,095
Exercise of stock options 42,951 478,025
Net cash provided by financing activities 234,095 42,951 478,025
Effect of exchange rate changes on cash and
cash equivalents (250,652) (180,867) 43,466 (96,230)
Net increase (decrease) in cash and equivalents (8,850) 8,169 (1,388)
Cash and equivalents at beginning of year 8,850 681 2,069
Cash and equivalents at end of year $ $ $8,850 $ 681

The "Notes to Consolidated Financial StatementfR©M Technologies, Inc. and subsidiaries are agiat part of these statements.
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SCHEDULE I

RCM TECHNOLOGIES, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS AND

RESERVES Years Ended December 31, 2001 and 2000 Manths Ended December 31, 1999 and Year Endenb@c81, 1999

Column A C olumn B Column C C olumn D Column E
Additions
Ba lance at Charged to Charged to Balance at
Be ginning Costs and Other End of

Description of Period Expenses Accounts De duction Period

Year Ended December 31, 2001

Allowance for doubtful

accounts on trade

receivables $ 1,875,000 $989,000 $ 1,069,000 $1,795,000
Year Ended December 31, 2000

Allowance for doubtful

accounts on trade

receivables $ 1,014,000 $1,101,000 $240,000 $1,875,000
Two Months Ended December 31, 1999

Allowance for doubtful

accounts on trade

receivables $ 1,002,000 $53,000 $41,000 $1,014,000
Year Ended October 31, 1999

Allowance for doubtful

accounts on trade
receivables $486,000 $986,000 $470,000 $1,002,000
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EXHIBIT INDEX

(10)(j) Amended Loan and Security Agreement datetb@er 10, 2001 between RCM Technologies, Inc.anaf its Subsidiaries and Melli
Bank, N.A. as Agent.

(11) Computation of Earnings Per Share.
(21) Subsidiaries.

(23) Consent of Grant Thornton, LL



EXHIBIT 11

COMPUTATION OF EARNINGS (LOSS) PER COMMON

SHARE Years Ended December 31, 2001 and 2000, Taathhd Ended December 31, 1999 and Year Ended Oc3dha999

Two Mo
Year Ended Year Ended End
December 31, December 31, Decembe
2001 2000 199
Diluted earnings
Net income (loss) applicable to
common stock ($18,755,969 ) ($21,896,386 ) $2,0
Shares
Weighted average number of common
shares outstanding 10,519,701 10,499,305 10,4
Common stock equivalents 4
Total 10,519,701 10,499,305 10,9
Diluted earnings (loss) per common share ($1.78) ($2.09)
Basic
Net income (loss) applicable to common
stock ($18,755,969)  ($21,896,386 ) $2,0
Shares
Weighted average number of common
shares outstanding 10,519,701 10,499,305 10,4
Basic earnings (loss) per common share ($1.78) ($2.09)

nths

ed Year Ended

r31, October 31,

9 1999

50,993 $14,948,248

96,225 10,484,764

55,222 457,382

51,447 10,942,146
$.19 $1.37

50,993 $14,948,248

96,225 10,484,764
$.20 $1.43




EXHIBIT 21
SUBSIDIARIES

Business Support Group of Michigan, Inc. Catarinct,
Programming Alternatives of Minnesota, Inc. RCMTi&eare, Inc.
RCM Technologies (USA), Inc.

Software Analysis & Management, Ir



EXHIBIT 23
Consent of Independent Certified Public Accountants

Board of Directors
RCM Technologies, Inc.

We have issued our report dated February 8, 20€@haganying the consolidated financial statementssehedules included in the Annual
Report of RCM Technologes, Inc. and Subsidiaries@m 10-K for the year ended December 31, 2001h@feby consent to the
incorporation by reference of said report in thgiRteation Statements of RCM Technologies, IncForms S-8 (File No. 33-12405, effective
March 24, 1987, File No. 33-12406, effective Mageh 1987, File No. 33-61306, effective April 21989 File No. 33-80590, effective June
22, 1994, File No. 333-52206, effective December2D®0 and File No. 333-52480, effective Decemligr2®00.)

/sl Grant Thornton LLP
Grant Thornton LLP

Phi | adel phi a, Pennsyl vani a
February 8, 2002
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SIXTH AMENDMENT AND MODIFICATION TO
LOAN AND SECURITY AGREEMENT
by and between

MELLON BANK, N.A., as Agent
AND
RCM TECHNOLOGIES, INC. and ALL OF ITS SUBSIDIARIES, as Borrower

Dated: As of October 10, 20(



SIXTH AMENDMENT AND MODIFICATION TO
LOAN AND SECURITY AGREEMENT

This SIXTH AMENDMENT AND MODIFICATION TO LOAN AND SECURITY AGREEMENT ("Amendment") is dated as of Cwéo 10
2001, by and between RCM TECHNOLOGIES, INC. ("RCMihd ALL OF ITS SUBSIDIARIES (collectively refeddo as "Borrower")
and MELLON BANK, N.A., a national banking assooistj in its capacity as agent ("Agent") and MELLOKNK, N.A. ("Mellon"),
MELLON BANK, N.

A., CANADA BRANCH, SUNTRUST BANK, ATLANTA, BANK OFAMERICA, N.A., FLEET NATIONAL BANK AND FIRST UNION
NATIONAL BANK (as successor by assignment from ALRST BANK), in their capacity as lenders (colleely referred to as "Lender’

BACKGROUND

A. Pursuant to the terms of a certain Loan and Sgcligreement dated August 19, 1998, between Beercand Lender as same has been
amended ("Loan Agreement"), Lender made availabBaorrower a revolving line of credit in the aggagégamount of $75,000,000.00 (the
"Revolving Credit").

B. The Revolving Credit is evidenced by certain ®ewg Credit Notes dated August 19, 1998, frommuaser to Lender in the aggregate
amount of $75,000,000.00 ("Revolving Credit Notes")

C. Borrower has requested that Lender modify aetavenants contained in the Loan Agreement, amdiérehas agreed to modify those
certain covenants subject to the terms and comgitid this Amendment.

All capitalized terms used herein without furthefidition shall have the respective meaning sehfor the Loan Agreement and all other
Loan Documents.

NOW, THEREFORE, with the foregoing Background irpmmated by reference and intending to be legallynidchereby, the parties agree
follows:

1. Loan Agreement. The following amendments andifivradions shall be made to the Loan Agreementsirall be effective upon execution
hereof:

a. Certain definitions contained in Section 1. 1thef Loan Agreement shall be amended and/or adsléallaws:

(1) EBITDA shall be deleted in its entirety andleeqed as follows



10

EBITDA - The sum of (i) Net Income before interdsixes, depreciation and amortization, (ii) AddidbNet Restructuring Charges
(hereinafter defined), and (iii) other non-cashrgea approved by Majority Lenders which approvadl mat be unreasonably withheld. (In no
event shall any charge related to

goodwill taken by Borrower after December 31, 2001 be considered as an
adjustment to EBITDA).

2) Net Worth shall be deleted in its entir ety and replaced as follows:
TangibleNet Wor th - The amount by which the

total a ssets of the Borrower exceeds
all Lia bilities of the Borrower.
(For pu rposes of this calculation,
the agg regate amount of any
intangi ble assets of the Borrower
includi ng without limitation,
goodwil I, franchises, licenses,
patents , trademarks, trade names,
copyrig hts, service marks and brand
names, shall be subtracted from the
Borrowe r's total assets).

(3)Minimum Net Worth shall be deleted in its entyrand replaced as follows:

Minimum Tangible Net Worth - RCM's
consolidated Tangible Net Worth
shall be (i) $4,000,000.00 as of
June 30, 2001, plus (ii)
seventy-five percent (75%) of
quarterly Net Income thereafter
(determined without taking the
Additional Net Restructuring Charge
into account and with no credit for
losses) (the "Net Income
Component"), plus (iii) one hundred
percent (100%) of the Income Tax
Benefit (hereinafter defined), less
(iv) the sum of (A) the Existing
Additional Deferred Consideration
Payments (hereinafter defined) paid
on or after July 1, 2001, plus (B)
the New Acquisition Consideration
Payments (hereinafter defined) paid
on or after July 1, 2001, provided
that the reductions pursuant to
clauses (A) and (B) of clause (iv)
shall not in the aggregate exceed
the increase in Minimum Tangible Net
Worth arising from the Net Income
Component.

(4) Additional Net Restructuring Charge - A oneeigheduction of goodwill to be taken by RCM duritgyfiscal year ending December 31,
2001, up to an amount not to exceed $35,000,000.00.

(5) Income Tax Benefit - The net amount by whichiBwer's Federal and State ------------------ inodmax obligations are reduced as a result
of the Borrower deducting all or a portion of thdditional Net Restructuring Charge on its Fedenal State income tax returns for its taxe
year ending December 31, 2001, and by giving effethe net tax effect of any adjustments incregsindecreasing such deduct
subsequent to its taxable year ending Decembe2(R11,.

(6) Existing Additional Deferred Consideration Pants - Deferred and/or contingent cash consideratiid by the Borrower on or before
December 31, 2003 (or payable on or before DeceBihe2003 and paid within 120 days of its due datg)to an amount not to exceed
$12,000,000.00 in the aggregate, in connection arghAcquisition closed prior to July 1, 2001, indihg without limitation (i) fixed pre-set
amounts paid as a result of the achievement ofinadklevel of earnings by the acquired busine#ieiang the closing of such Acquisition,
and (ii) additional amounts paid following closimdpich arise as a result of earnings achieved bytigeired business in excess of defined
levels. (In no event shall payments made in comatdan of consulting services, agreements-not-toqoete or similar arrangements be
considered Existing Additional Deferred ConsidenatPayments).

(7) New Acquisition Consideration Payments. Cagfsateration paid at closing and deferred and/otiegant consideration paid by the
Borrower up to an amount not to exceed $3,000,@id.éhe aggregate, in
connection with any Acquisition closed after Jujy2001, including without limitatio



(i) fixed pre-set amounts paid as a result of tt@evement of a defined level of earnings by thguaed business following the closing of
such Acquisition, and (ii) additional amounts phitiowing closing which arise as a result of eagsrachieved by the acquired business in
excess of defined levels. (In no event shall paymerade in consideration of consulting servicesdiesidered New Acquisition
Consideration Payments).

b. Section 6.9(d) of the Loan Agreement shall beraoled and restated in its entirety as follows:
RCM shall maintain, on a consolidated basis, a d@dNet Worth no less than the Minimum Tangiblet Méorth.

c. Section 2.7 of the Loan Agreement shall be ameérny adding the following sentence. The total casisideration paid or owed by the

Borrower in connection with all Acquisitions closefier July 1, 2001 during the term of this Agreatrghall not exceed $3,000,000.00, in
aggregate. (For purposes of this Section 2.7, casbkideration paid or owed for consulting servieggeements not to compete or similar

arrangements shall be considered paid or owedrinaxdion with an Acquisition).

2. Affirmation of Collateral. Borrower covenantgndirms and agrees that as security for the repayiethe Obligations, Lender has, or is
hereby granted and shall therefore have and cantmhave, a continuing first priority lien on aseturity interest in all of the Collateral, all
whether now existing or hereafter acquired, createatising and all proceeds thereof, except tettient otherwise provided in the Loan
Agreement. Borrower acknowledges and agrees thhingpherein contained in any way impairs Lendexisting rights or priority in the
Collateral.

3. Representations and Warranties. Borrower wastamd represents to Lender that:

a. Prior Representations. By execution of this Adment, Borrower reconfirms that all warranties aggtesentations made to Lender under
the Loan Agreement and the other Loan Documentsyglemented by the notes to Financial Stateniecitsded in the Borrower's Form
10K dated December 31, 2000 and the Borrower's H@d@hdated June 30, 2001, are true and correditimaderial respects as of the date
hereof, all of which shall be deemed continuinglait of the Obligations to Lender are paid antsdged in full.

b. Authorization. The execution and delivery by Bever of this Amendment and the performance by &ser of the transactions herein
contemplated (i) are and will be within its powarsd (ii) are not and will not be in contraventidraay order of court or other agency of
government, of law or of any indenture, agreemeninalertaking to which Borrower is a party or byieththe property of Borrower is bour

or be in conflict with, result in a breach of omstitute (with due notice and/or lapse of timee#adlt under any such indenture, agreement or
undertaking, or result in the imposition of anynlieharge or encumbrance of any nature on anyeobtbperties of Borrower.

c. Valid, Binding and Enforceable. This Amendmemd any other instrument, document or agreementutee@nd delivered in connection
herewith, will be valid, binding and enforceableaiccordance with their respective terms subjebtitkruptcy, insolvency, reorganization or
similar laws affecting creditors' rights generallyd general equitable principles.

d.Costs. Upon execution hereof, Borrower shall glagosts (including attorneys' feesof Lender)radtnt to this Amendment.

4. Ratification of Loan Documents. This Amendmenéreby incorporated into and made a part of ttemlAgreement and all other Loan
Documents respectively, the terms and provisiongtoh, except to the extent modified by this Ameeait are each ratified and confirmed
and continue unchanged in full force and effectrBoer acknowledges and agrees that it has no siefeset-offs, counterclaims or
deductions of any nature with respect to its oliages to Lender. Any reference to the Loan Agreenagn all other Loan Documents
respectively in this or any other instrument, doeatror agreement related thereto or executed inemiion therewith shall mean the Loan
Agreement and all other Loan Documents respecti@elgmended by this Amendment. The Loan Agreenmehtras Amendment shall be
construed as integrated and complementary of ethen, and augmenting and not restricting Lendenggrs, rights, remedies and security
after applying the foregoing, an inconsistency etilsts, the provisions of this Amendment shatitcol.

5. Effectiveness Conditions. This Amendment shatldme effective upon the full execution of this Ardment and the following:
a. Payment of the Lender's legal fees attendahigcAmendment;
b. Payment to Agent, on behalf of the Banks, tles feflected on Schedule A hereto;

c. A Certificate of the Secretary or Assistant S&my of the Borrower, dated the date hereof, tiolg (i) resolutions duly adopted by the
Borrower authorizing this Amendment, and (ii) evide of the incumbency and signature of the offiesiscuting the Amendment on the
Borrower's behalf.

d. Any other documents reasonably required by Agehenders.

6. Governing Law. This Amendment and all instrursedbcuments and agreements and the rights arghtibhis of the parties hereto and
thereto shall be governed by and interpreted iomznce with the substantive laws of the CommontivedlPennsylvanie



7. Severability. The invalidity or unenforceabiliy any provision of this Amendment shall not afféee validity or enforceability of the
remaining provisions.

8 . Modification. This Amendment may not be modifiamended or terminated except by an agreemevriting executed by the parties
hereto.

IN WITNESS WHEREOF, the undersigned parties hawzeted this Agreement the day and year first aloitéen.



BORROWER:

By:

RCM TECHNOLOGIE S, INC.

Name:

Title:

By:

CATARAC T, INC.

Name:

Title:

RCM TECHNOLOGIES (USA), INC.

By:
Name:
Title:
PROGRAMMING ALTERNATIVES
OF MINNESOTA, INC.
By:
Name:

Title:




By:

NORTHERN TECHNICAL SERVICES, INC.

Name:

Title:

By:

GLOBAL TECHNOLOGY SOLUTIONS, INC.

Name:

Title:

By:

SOFTWARE ANALYSIS & MANAGEMENT, INC

Name:

Title:

By:

PROCON, INC.

Name:

Title:

By:

RCMT DELAWARE, INC.

Name:

Title:




By:

RCM TECHNOLOGIES CANADA CORP.

By:

Name:

Title:

BUSINESS SUPPORT GROUP OF MICHIGAN, INC.

Name:

Title:

By:

SOLUTIONS THROUGH DATA-PROCESSING, INC.

Name:

Title:

By:

PINNACLE CONSULTING, INC.

Name:

Title:

By:

APPLICATION SOLUTIONS CORPORATION

Name:

Title:

By:

DISCOVERY CONSULTING SOLUTIONS, INC

Name:

Title:

By:

MANAGEMENT SYSTEMS INTEGRATORS, INC.

Name:

Title:

AGENT:

MELLON BANK, N. A., as Agent



By:

Name:

Title:

LENDERS: MELLON BANK, N. A., as Lender

By:

Name:

Title:




MELLON BANK CANADA, as Lender

By:

Name:

Title:

SUNTRUST BANK, ATLANTA, as Lender

By:

Name:
Title:
WACHOVIA BANK (as successor by assignment from ALRST BANK, as Lender

Name:

Title:

BANK OF AMERICA, N.A., as Lender

By:

Name:

Title:

FLEET NATIONAL BANK, as Lender

By:

Name:

Title:
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Lenders
Mellon Bank, N.A., Canada Branch

Mellon Bank, N.A.
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