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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 or 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended                       December 31, 2001                     

or

o TRANSITION REPORT PURSUANT TO SECTION 13 or 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from                                                                                         to                                                                  

Commission File Number:                          001-8988                        

ECC International Corp.

(Exact name of registrant as specified in its charter)

Delaware 23-1714658

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

2001 West Oak Ridge Road, Orlando, FL 32809-3803

(Address of principal executive offices) (Zip Code)

(407) 859-7410

(Registrant�s telephone number, including area code)

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

     Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding twelve months (or for such shorter period that the Registrant was required to file such reports), and (2) has
been subject to such filing requirements for the past 90 days.

Yes  x    No   o                 

     As of January 31, 2002 there were 7,836,844 shares of the Registrant�s Common Stock, $.10 par value per share outstanding.
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PART I. FINANCIAL STATEMENTS
ITEM 1. FINANCIAL STATEMENTS

ECC INTERNATIONAL CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

SIX MONTHS ENDED DECEMBER 31, 2001 AND 2000
(In Thousands Except Per Share Data)

(Unaudited)

Six Months Six Months
Ended Ended

12/31/2001 12/31/2000

Sales $12,897 $15,019
Cost of Sales 9,004 12,466

Gross Profit 3,893 2,553

Expenses:
Selling, General & Administrative 3,164 4,311
Independent Research and Development 881 232

Total Expenses 4,045 4,543

Operating Income/(Loss) (152) (1,990)

Other Income/(Expense):
Interest Income 34 57
Interest Expense (88) (105)
Other � Net 45 147

Total Other Income/(Expense) (9) 99

Income/(Loss) Before Income Taxes (161) (1,891)
Provision for Income Taxes � 120

Net Income/(Loss) $ (161) $ (2,011)

Income/(Loss) Per Common Share - Basic and Diluted:
Net Income/(Loss) Per Common Share-Basic/Diluted $ (0.02) $ (0.24)

See accompanying notes to the consolidated financial statements.
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ECC INTERNATIONAL CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

THREE MONTHS ENDED DECEMBER 31, 2001 AND 2000
(In Thousands Except Per Share Data)

(Unaudited)

Three
Months Three Months
Ended Ended

12/31/2001 12/31/2000

Sales $ 6,749 $ 7,548
Cost of Sales 4,573 7,154

Gross Profit 2,176 394

Expenses:
Selling, General & Administrative 1,367 2,112
Independent Research and Development 397 162

Total Expenses 1,764 2,274

Operating Income/(Loss) 412 (1,880)

Other Income/(Expense):
Interest Income 26 20
Interest Expense (64) (61)
Other � Net 1 21

Total Other Income/(Expense) (37) (20)

Income/(Loss) Before Income Taxes 375 (1,900)
Provision for Income Taxes � 120

Net Income/(Loss) $ 375 $(2,020)

Income/(Loss) Per Common Share - Basic and Diluted:
Net Income/(Loss) Per Common Share-Basic/Diluted $ 0.05 $ (0.25)

See accompanying notes the consolidated financial statements.
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ECC INTERNATIONAL CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(In Thousands)

(Unaudited) (Audited)
12/31/2001 6/30/2001

ASSETS
Current Assets:

Cash $ 3,063 $ 39
Accounts Receivable 3,347 4,521
Costs and Estimated Earnings in Excess of Billings on Uncompleted Contracts 6,205 8,283
Inventories 1,147 1,154
Prepaid Expenses and Other 268 307

Total Current Assets 14,030 14,304

Property, Plant and Equipment � Net 12,614 13,352
Other Assets 61 116

Total Assets $26,705 $27,772

Continued...
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ECC INTERNATIONAL CORP. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Continued)

(In Thousands Except Share and Per Share Data)

(Unaudited) (Audited)
12/31/2001 6/30/2001

LIABILITIES & STOCKHOLDERS� EQUITY
Current Liabilities:

Current Portion of Long-Term Debt $ � $ 157
Accounts Payable 1,514 1,829
Accrued Expenses and Other 1,500 1,927

Total Current Liabilities 3,014 3,913
Deferred Income Taxes 61 61
Other Long-Term Liabilities � 26

Total Liabilities 3,075 4,000

COMMITMENTS AND CONTINGENCIES
Stockholders� Equity:

Preferred Stock, $.10 par; 1,000,000 shares authorized; none issued and outstanding � �
Common Stock, $.10 par; 20,000,000 shares authorized; issued and outstanding,
8,563,844 and 7,836,844 (8,557,285 and 7,830,285 at 6/30/01) 856 856
Note Receivable from Stockholder (168) (168)
Capital in Excess of Par 25,459 25,441
Retained Earnings 392 552
Treasury Stock, at cost (727,000 shares) (2,909) (2,909)

Total Stockholders� Equity 23,630 23,772

Total Liabilities & Stockholders� Equity $26,705 $27,772

See accompanying notes to the consolidated financial statements.
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ECC INTERNATIONAL CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

SIX MONTHS ENDED DECEMBER 31, 2001 AND 2000
(In Thousands)

(Unaudited)

Six Months Six Months
Ended Ended

12/31/2001 12/31/2000

Cash Flows From Operating Activities:
Net Income/(Loss) $ (161) $(2,011)
Items Not Requiring Cash:

Depreciation 1,015 1,411
Amortization 50 38
(Gain)/Loss on Disposal of Equipment (5) (137)

Changes in Certain Assets and Liabilities:
Accounts Receivable 1,174 3,384
Costs and Estimated Earnings in Excess of Billings on Uncompleted Contracts 2,078 (2,378)
Inventories 7 (535)
Prepaid Expenses and Other 44 (9)
Accounts Payable (315) 411
Accrued Expenses and Other Long-Term Liabilities (445) (1,186)

Net Cash Provided By/(Used In) Operating Activities 3,442 (1,012)

Cash Flows From Investing Activities:
Proceeds from Sales of Assets 5 148
Additions to Property, Plant and Equipment (276) (186)

Net Cash Provided by/(Used In) Investing Activities (271) (38)

Cash Flows From Financing Activities:
Proceeds From Issuance of Common Stock and Options Exercised 10 176
Purchase of Treasury Stock � (2,909)
Dividends Paid � (85)
Borrowings Under Revolving Credit Facility 4,873 1,955
Repayments Under Revolving Credit Facility (5,030) (493)

Net Cash Used In Financing Activities (147) (1,356)

Net Increase/(Decrease) in Cash 3,024 (2,406)
Cash at Beginning of the Period 39 2,406

Cash at End of the Period $ 3,063 $ �

Continued....
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ECC INTERNATIONAL CORP. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

SIX MONTHS ENDED DECEMBER 31, 2001 AND 2000 (Continued)
(In Thousands)

(Unaudited)

Six
Months

Six
Months

Ended Ended
12/31/2001 12/31/2000

Supplemental Disclosure of Cash Flow Information:
Cash Paid During the Year For:

Interest $ 88 $ 99
Supplemental Schedule of Non Cash Financing Activities:

Issuance of Director Equity Compensation $ 8 $ 8

See accompanying notes to the consolidated financial statements.
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ECC INTERNATIONAL CORP. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. The accompanying consolidated financial statements are unaudited and have been prepared by ECC International Corp. (the �Company�)
pursuant to the rules and regulations of the Securities and Exchange Commission. The June 30, 2001 consolidated balance sheet was
derived from audited consolidated financial statements but does not include all disclosures required by generally accepted accounting
principles. In the opinion of management, the accompanying unaudited consolidated financial statements contain all adjustments,
consisting of only normal recurring adjustments, necessary to present fairly the consolidated financial position, results of operations,
comprehensive income and cash flows for the interim presented. These unaudited consolidated financial statements should be read in
conjunction with the consolidated financial statements and footnotes thereto in the Company�s Annual Report on Form 10-K for the fiscal
year ended June 30, 2001.

The Company has no other Comprehensive Income other than Net Income.

2. Inventories

(In Thousands)
12/31/2001 6/30/2001

Work in Process $ 200 $ 97
Raw Materials 3,771 3,869

Total Gross Value 3,971 3,966
Reserves (2,824) (2,812)

Net Value $ 1,147 $ 1,154

Work in process inventory is valued using the specific identification cost method, but not in excess of net realizable value. Raw materials
are valued at the lower of average cost or market. The reserve for excess and obsolete inventory is based on an analysis of the specific
parts, which includes an assessment of their potential use on future programs.

3. Debt

On June 24, 1999, the Company entered into a revolving Credit Facility (�Credit Facility�) with Mellon Bank, N.A., which was
subsequently purchased by LaSalle Business Credit, totaling $12.5 million and expiring on June 24, 2003. Available borrowings are
based on a formula of accounts receivables and property, as defined in the Credit Facility. As of December 31, 2001, there was no
outstanding balance under the Credit Facility.

The Company was not in compliance with certain financial covenants required under the Credit Facility during fiscal year 2001. On
November 5, 2001, the Credit Facility was amended whereby the Company paid a fee of $40,000 to resolve the prior non-compliance
issues, adjust the future financial covenant requirements, reduce the line of credit from $12.5 million to $5.0 million and revise the fee
structure. As of December 31, 2001, the Company is in compliance with the amended covenants. Based
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on the positive cash balance since July 13, 2001 and the positive cash projections for the balance of fiscal year 2002, management
believes that operational cash requirements can be funded internally.

The Credit Facility includes a subjective acceleration clause as well as a lockbox requirement under the control of the lender, whereby all
collections of trade receivables are used to immediately reduce any outstanding balance under the Credit Facility.

4. Income Taxes

The Company has approximately $12.3 million of cumulative federal net operating loss carryforwards, which expire between 2019 and
2021. In addition, the Company had available at June 30, 2001, cumulative net operating loss carryforwards of $12.8 million for Florida
state income tax purposes, which expire between 2019 and 2021. No tax provision was recorded for the three-month period ended
December 31, 2001, as the Company anticipates utilization of the net operating loss carryforwards with a reduction in the valuation
allowance.

5. Unusual Expenses

During fiscal year 2001, the Company reduced its operating costs by eliminating approximately 45 employees or 15% of the total number
of employees during the first quarter and 60 employees or 24% of the total number of employees during the second quarter. Termination
benefits associated with the reductions were approximately $517,000 in the first quarter and approximately $901,000 in the second
quarter. Annual compensation costs associated with these actions were $1.5 million and $2.8 million, respectively.

On September 27, 2001, the Company further reduced its operating costs by eliminating approximately 35 employees or 20% of the total
remaining employees. Annual compensation costs associated with these actions were approximately $2.2 million. The employee
termination benefits associated with the reduction in workforce totaled approximately $272,000, of which approximately $253,000 was
recorded to cost of sales and $19,000 to selling, general and administrative expenses.

The following table sets forth the details and the cumulative activity associated with the accrual of these termination costs (in thousands):

Accrued Employee Termination Benefits at 6/30/01 $ 105
Cash Payments (93)
Employee Termination Benefits Incurred 272

Accrued Employee Termination Benefits at 9/30/01 284
Cash Payments (275)

Accrued Employee Termination Benefits at 12/31/01 $ 9
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6. Business Segment Information

The Company operates in one segment-training. This segment includes the design and manufacture of training simulators.

Sales by Class of Customer (In Thousands):

Six Months Ended Three Months Ended

12/31/2001 12/31/2000 12/31/2001 12/31/2000

U.S. Department of Defense
Direct $ 3,250 $ 5,765 $1,679 $3,504
Subcontract 9,647 9,254 5,070 4,044

        Total Sales $12,897 $15,019 $6,749 $7,548

Export Sales from the U.S. were not material for the three-month and six-month periods ended December 31, 2001 and December 31,
2000. There were no Foreign Military Sales for the three-month and six-month periods ended December 31, 2001 and December 31,
2000, respectively.

Since a substantial portion of the Company�s revenues are attributable to long�term contracts with various government agencies, any factor
affecting procurement of long�term government contracts such as changes in government spending, cancellation of weapons programs and
delays in contract awards could have a material impact on the Company�s financial condition and results of operations.

Sales by Geographic Area

All of the Company�s Revenues, Operating Income and Long-Lived Assets are within the United States.

7. Earnings/(Loss) Per Share

Basic earnings/(loss) per common share is computed by dividing net earnings/(loss) available to common stockholders by the
weighted-average number of common shares outstanding during the period. Diluted earnings/(loss) per share is computed by dividing net
earnings/(loss) available to common stockholders by the weighted-average number of common shares outstanding during the period
adjusted for the number of shares that would have been outstanding if the dilutive potential common shares resulting from the exercise of
stock options had been issued. The diluted earnings/(loss) per share does not assume the exercise of stock options that would have an
antidilutive effect on earnings/(loss) per share.

The Company�s dilutive potential common shares consist of stock options. In calculating diluted earnings per share, 16,397 dilutive
potential common shares were included for the quarter ended December 31, 2001. The number of potentially dilutive common shares for
the six-month period ended December 31, 2001, and the three-month and six-month periods ended December 31, 2000, were 29,817,
64,505, and 60,200, respectively. These shares were not included in computing earnings per share since they would have an anti-dilutive
effect.
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The weighted-average number of common shares outstanding for each period presented is as follows:
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