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FORWARD-LOOKING STATEMENTS

FORWARD-LOOKING STATEMENTS AND ASSOCIATED RISK

Certain statements in this Report, and the documents incorporated by
reference herein, constitute "forward-looking statements" within the meaning of
Section 27A of the Securities Act of 1933, Section 21E of the Securities
Exchange Act of 1934 and the Private Securities Litigation Reform Act of 1995.
Such forward-looking statements involve known and unknown risks, uncertainties
and other factors which may cause deviations in actual results, performance or
achievements to be materially different from any future results, performance or
achievements expressed or implied. Such factors include but are not limited to:

o risks associated with the uncertainty of future financial results;

o additional financing requirements;

o development of new products or mergers;

o the continued ability to sustain integration of future acquisitions;

o the ability to hire and retain key personnel;

o the continued development of our technical, manufacturing, sales, marketing
and management capabilities;

o relationships with and dependence on third-party suppliers;

o anticipated competition;

o uncertainties relating to economic conditions;

o uncertainties relating to government and regulatory policies; uncertainties
relating to customer plans and commitments;

o rapid technological developments and obsolescence in the industries in which
the Company competes;

o potential performance issues with suppliers and customers;

o governmental export and import policies;

o global trade policies;

o worldwide political stability and economic growth; potential entry of new,

well-capitalized competitors into the markets;
o changes in the Corporate capital structure and cost of capital;

The words "believe, expect, anticipate, intend and plan" and similar
expressions identify forward-looking statements. Readers are cautioned not to
place undue reliance on these forward-looking statements, which speak only as of
the date the statement was made.
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ITEM 1. BUSINESS

GENERAL

ATEC Group, Inc. ("the Company" or "ATEC") is a one-stop provider for a
full line of information technology products and services to businesses,
professionals, government and educational institutions. We offer multiple
solutions to our clients that we believe generate loyalty and improve our
ability to seek higher margins. We have developed several core competencies,
including system design, software development, networking, server-based
computing, help desk, wireless telecommunications, e-commerce, and
Internet/Intranet solutions.

Our e-commerce website, www.atecgroup.com, is designed to ensure our
clients seamless access, security, speed and ease of use. It employs a unique
and powerful search engine and database that was developed in-house and is
continually being reengineered. Www.atecgroup.com offers over 60,000 information
technology (IT) products from major PC and peripheral manufacturers along with
access to comprehensive technical specifications and availability on most of
these products that allows buyers to shop, compare and procure all their IT
product needs through one place, easily and quickly, making us a one-stop
solution provider.

We believe that existing relationships will not vanish overnight. Our
goal is to continue to strengthen our presence in both the business-to-business
(B2B) and business-to-consumer (B2C) segments of e-commerce, each of which is
critical to strengthening our core business objective of providing a one-stop,
value-added service and product solution.

INDUSTRY

Complex computer information processing systems, the foundation on
which business and organizations now function, are continuously being
redesigned, modified and upgraded as new computer and telecommunications
technologies are introduced. Until the mid-1980s, either mid-range or mainframe
computer systems were used to manage an organization's mission-critical,
transaction-oriented functions, such as banking, credit transactions,
point-of-sale and airline reservations.

In the late 1980s, a new architecture for information processing called
"client/server" computing emerged, fueled by the growing intelligence in desktop
computers, expanding capabilities of software applications and growing
capabilities of networks. A client/server system typically consists of multiple
intelligent desktop client computers linked with high- performance server
computers by a LAN/WAN providing flexibility and mobility to a wide range of
applications.

BUSINESS STRATEGY

We, as a value-—added reseller, distribute products to major clients and
other resellers, and provide services such as consulting, procurement,
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built-to-order, networking and hardware sales to our clients. We focus on
servicing small and medium-size enterprises (SME), which often do not have the
adequate IT personnel to procure, design, install or maintain complex systems to
incorporate continuously evolving technologies.

Since 1998, the PC market underwent major changes as leading
manufacturers such as IBM, Compaq, Toshiba, Dell, Apple and Hewlett-Packard
shifted their focus away from the reseller channel towards direct marketing.
Such actions by the major manufacturers significantly affected the distribution
business due to the availability of products and competition on direct volume
sales. In response, we changed our focus to exit low margin distribution sales
and enter into complementary lines of business by:

o Enhancing our existing value added/system integration services into a
Technical Integration Services (TIS) division as the strategic marketing arm
to serve clients effectively; and

o Creating a consolidated new corporate structure to streamline administrative
functions.

MARKETING STRATEGY

Our marketing strategy is to educate business clients about our ability
to provide a single source, end-to-end solution that reduces total cost of
ownership. In an effort to create a unique identity and distinguish ourselves
from the competition, we have committed our resources to assisting our clients
in the implementation of the latest changes in the IT industry.

We are an authorized dealer for leading manufacturers such as Compaq,
Gateway, Hewlett-Packard, Apple, Novell, Informix, Quest Communications, AMD,
Citrix, Microsoft, 3 COM, Toshiba, Oracle, Sybase, Intel, Computer Associates
and numerous others. We provide our clients with a variety of products from
microcomputers to client/servers to peripherals. To market our products, we
enjoy partnering relationships with major computer distributors, including
Ingram Micro, Tech Data and others, which have multiple distribution sites and
collectively carry more than $1 billion in inventory at any given point. Through
these two relationships, manufacturers on the one hand and distributors on the
other, we offer our clients the best in information technology products while
reducing our inventory cost.

To succeed in this competitive environment and to achieve greater
client satisfaction, we offer our clients several distinct advantages:

o A commitment to providing a single source, "end-to-end" solution to their
individual data processing needs;

o Low cost overhead structures, including limited inventory, extensive use of
warehousing of our allied distributors and automated management and operating
functions, thereby enabling us to hold costs down;

o Continual pursuit of new products and service offerings in response to market
conditions, and
o Responsive, expert service and support.

PRODUCTS, SERVICES AND SOLUTIONS

We market a broad selection of products with a focus on microcomputers,
client/servers and peripherals manufactured by major vendors. Our subsidiaries
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are authorized sales and service dealers for major IT manufacturers. The sales
of products by major manufacturers such as Apple, Toshiba, Gateway, Epson, and
Hewlett-Packard/Compaq generated over 50% of our revenue for the year ended June
30, 2002. The agreements with these vendors are generally renewed periodically
and permit termination by manufacturers without cause, generally upon 30 to 90
days notice. These provisions are standard in the computer reseller industry.

We evaluate product assortment based on technological advances,
availability and marketability of the products. We continually seek to expand
our product offerings in response to market conditions. Service and support is
performed with an emphasis on achieving higher profit margins while ensuring
quality service to our clients. We have excellent vendor/dealer relationships
with major national distributors, enabling us to source our products from
multi-distribution channels.

Global Distribution

Global Distribution is a B2B division of ATEC that offers a unique
combination of price and delivery to other resellers, retailers and enterprise
customers. Our low cost overhead structure - selective inventory, extensive use
of warehousing facilities of allied vendors and distributors - ensures cost
effective solutions.

Global Distribution has been operating in this marketplace for over 15
years. It enjoys direct relationships with a number of manufacturers that seek
out in advance when they have product that fit the Global Distribution model.
These manufactures include Cisco, IBM, Compaqg, HP, NEC, Toshiba, View Sonic and
many others.

For those times that IT professionals are seeking a less expensive way
to implement a project, Global Distribution acquires Brand Name, New, Fully
Warranted Late Life Cycle products that can be serviced by any authorized
provider. These products are acquired in volume and at costs typically 30-50%
below market.

Technology Integration Services

The microcomputer industry is characterized by numerous hardware
systems that utilize different and often incompatible standards for hardware and
software applications. Further, as new technologies in PCs, telecommunication
and wireless are introduced, organizations need to continually redesign, upgrade
and modify their existing systems. In response to these growing IT requirements,
we recognize the need to go beyond the traditional system integration approach

(trouble shooting, networking, custom configuration of technology) and to create
an enterprise focused team: our Technology Integration Services (TIS) division.
The TIS group 1s focused on providing value-added solutions to allow customers
to take advantage of the technology they need without many of the obstacles
required to implement them. The services offered by TIS include:

1. Technology fulfillment and management

2. Staff augmentation and outsourcing

3. Professional and network services-ATEC branded solutions

4. Server-based computing (Microsoft Terminal Server and Citrix
Metaframe)

5. Software solutions

6 E-commerce and Internet integration

7. End-user support
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8. Special technology and markets

COMPETITION

The microcomputer market is very competitive, and as such we compete
directly with major PC manufacturers, a variety of local and national
distributors, super stores, retailers, mail order houses and other entities that
offer computer products and services. We compete with these entities based on
our commitment to provide a cost-effective, single source, "end-to-end" solution
to our clients' IT needs. We attempt to competitively price hardware and
software items with our wide range of customer support and services; however, we
do not focus on pricing as our primary competitive strength. Rather, we believe
that our principal strength is our ability to offer clients complete and
cost-efficient solutions to their individual IT needs.

BACKLOG

We do not have a significant backlog, as we normally deliver and
install the computer products purchased by our clients within a short time of
the date of order.

GOVERNMENTAL REGULATION AND CONTRACTS

We believe that we are in compliance with federal and state laws and
regulations that are applicable to our operations. We are not a party to any
government contract that represents a material portion of our revenue or that,
if terminated or renegotiated, would have a material adverse effect on our
business.

PATENTS AND TRADEMARKS
Patented Technology

The U.S. Patent & Trademark Office awarded us a patent for our advanced
PC motherboard and chassis design. The patent addresses our Nexar Division PC's
Inverted Socket Process Architecture and design that place the processor, system
memory and cache sockets on the undercarriage of the motherboard.

Trademark

On May 11, 1999, the U.S. Patent and Trademark Office granted us a
trademark for Nexar. The registration is enforceable for ten (10) years.

EMPLOYEES

As of September 16, 2002, there was an aggregate of approximately 57
employees, including 4 administrators, 19 staff persons, 6 managers, 12
full-time sales persons, 14 technical and 2 warehouse personnel. We have no
collective bargaining agreements and believe that relations with our employees
are good.

See Note 12 to the Consolidated financial statements contained
elsewhere herein for our segment information.
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ITEM 2. PROPERTIES

Our headquarters and executive offices are located at 69 Mall Drive,
Commack, New York. This location occupies approximately 23,175 square feet
pursuant to a lease expiring in 2005, and provides for annual rental payments of
approximately $180,130, plus certain expenses. We are currently subletting
approximately 18,500 square feet for $85,600 per annum. We also maintain a
retail location and warehouse facility in Albany, New York, consisting of
approximately 8,050 square feet. The Albany facility lease expires on June 30,
2003 and requires annual rental payments of $108,192, plus all expenses and
taxes attributable to the operation of the premises. The Albany facility is
leased from a company controlled by Surinder and Ashok Rametra, officers and
directors of ATEC. The New York City operations are located at 143 West 29th
Street, New York, New York. This location occupies 3,000 square feet and
requires annual rental payments of $48,000, plus other expenses under a lease
expiring in 2007. Our Pinebrook, New Jersey facility occupies 5,328 square feet
and requires annual payments of approximately $48,500 per year, plus other
expenses under a lease expiring in May 2007.

We believe that our current facilities are suitable for our present and
projected needs. We do not own any real property.

ITEM 3. LEGAL PROCEEDINGS

On August 23, 1999, a class-action lawsuit was filed in the United
States District Court for the Eastern District of New York on behalf of all
persons who purchased common stock from October 12, 1998, through May 19, 1999,
inclusive. The complaint charges ATEC and certain of its officers and directors
with violations of Sections 10 (b) and 20 (a) of the Securities Exchange Act of
1934, as well as SEC Rule 10b-5 promulgated thereunder. We have reached a
settlement with the plaintiffs subject to court approval. This settlement will
be paid by our insurance carrier.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

During the last quarter of fiscal year 2002, we did not submit any
matter to the vote of our stockholders.

PART II

ITEM 5. MARKET FOR COMMON STOCK AND RELATED STOCKHOLDER MATTERS

PRICE RANGE OF COMMON STOCK

Our common stock is currently traded on the American Stock Exchange
under the symbol "TEC." The following table sets forth the high and low bid
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prices for our common stock for the periods indicated as reported by the NASDAQ
and AMEX. Such prices reflect inter-dealer prices, without retail mark-up,
markdown or commissions and may not necessarily represent actual transactions.

COMMON STOCK

High Low

2000

Quarter ended 9/30. ...ttt e S 2.313 S 1.625

Quarter ended 12/31 .. i ittt 2.000 0.438
2001

Quarter ended 3/31 ...t 1.000 0.370

Quarter ended 6/30 . ...ttt 0.810 0.380

Quarter ended 9/30 . ...ttt e 0.840 0.370

Quarter ended 12/31 . ittt e 0.840 0.430
2002

Quarter ended 3/31 ...t 0.790 0.430

Quarter ended 6/30 . .. ittt 0.500 0.400

On September 16, 2002, there were approximately 260 holders of record
of our common stock, 17 holders of record of Series A preferred shares, 294
holders of record of Series C preferred shares and 3 holders of record of the
Units. The number of record holders does not include holders whose securities
are held in street name.

We do not currently pay dividends on our common stock. It is
management's intention not to declare or pay dividends on our common stock, but
to retain earnings for the operation and expansion of our business.

The holders of our Series A preferred shares are entitled to certain
dividend payments upon declaration by the Board of Directors. (See "Item
8-Financial Statements").

ITEM 6. SELECTED FINANCIAL DATA

The following selected financial data as and for each of the five years
in the period ended June 30, 2002, have been derived from audited financial
statements. This information should be read in conjunction with the financial
statements and notes thereto appearing elsewhere in this report and
"Management's Discussion and Analysis."

Operating Data 2002 2001 2000 1999

Net Sales $ 39,032,043 $ 53,051,120 $ 71,937,680 $107,435,617
Income or (Loss) from

continuing operations $ (1,676,408) S (4,525,134) S 296,953 S (4,299,228)

Income (Loss) per

common share:

Basic S (.24) S (.64) S .04 S (.62)
Diluted S (.24) S (.64) S .04 S (.62)

1998
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Balance Sheet Data

Total Assets $ 7,801,950 $ 11,109,198 $ 16,490,517 $ 16,004,995 S 26,63
Long-term obligations Nil Nil Nil Nil Nil
Cash dividends per

common share Nil Nil Nil Nil Nil

Results for 2002 include a charge of $220,000 for the impairment of goodwill for
our Nexar patents and trademark.

Results for fiscal 2001 include charges of $325,000 related to the temporary
control of the Company by Applied Digital Solutions and the settlement of
litigation of $625,000.

Results for fiscal 2000 reflected one-time charges totaling $284,000, including
approximately $186,200 in expenses related to a class-action lawsuit, $58,800 in
moving expenses for the relocation of the Company's headquarters and warehouse,
and $39,400 of costs related to a terminated merger with Applied Digital
Solutions.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS
General

We are an integrator and reseller of computer hardware, software and
networking products, primarily for commercial customers. We offer our customers
single-source solutions, customized to their information systems needs, by
integrating analysis, design and implementation services with hardware,
software, networking products and peripherals from leading vendors. To date,
most of our revenues have been derived from product sales. We generally do not
develop software products. However, certain computer hardware products sold by
us are loaded with prepackaged software products.

Fiscal 2002 compared to Fiscal 2001

Revenues for the fiscal year ended June 30, 2002 ("fiscal 2002")
decreased to $39.0 million from $53.1 million for the prior year, a decrease of
approximately 27%. This decrease is primarily attributable to a significant drop
in sales in our TIS division due to continued weakness in the PC industry. Gross
profit for fiscal 2002 decreased to $5.4 million from $6.3 million for 2001, a
14% decrease due to the decreased revenues. Gross margin for fiscal 2002 was 14%
as compared to 12% for the prior year.

Fiscal 2002 operating expenses decreased to $6.9 million as compared to
$10.6 million (exclusive of amortization of intangible assets) for the prior
year. The 3.5% decrease in operating expenses is related primarily to
non-recurring charges of $950,000 in 2001 for the settlement of litigation of
$625,000 and $325,000 related to the temporary control of the Company by Applied
Digital Solutions. We also reduced our headcount and salary expense in 2002 by

10
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$1,755,000.

In 2002 we incurred a one-time charge of $220,000 for impaired
Goodwill. We also earned $41,000 of interest income and incurred no interest
expense in 2002.

The provision for income taxes for 2002 was $63,678 as compared to an
expense of $38,000 for 2001. The current year benefit from income taxes was
reduced by a reserve against our deferred tax asset of $473,000.

As a result of the above, the Company incurred a loss of $1,676,408 for
2002 compared to a loss of $4,525,134 in 2001. For 2002, basic and diluted net
loss per share was $.24 compared to basic and diluted loss of $.64 per share in
the prior year. Basic and diluted average shares outstanding were 6,988,054 for
2002.

10

Fiscal 2001 compared to Fiscal 2000

Revenues for the fiscal year ended June 30, 2001 ("fiscal 2001")
decreased to $53.1 million from $71.9 million for the prior year, a decrease of
approximately 26%. This decrease is primarily attributable to a significant drop
in sales in our TIS division and a $2.3 million decline in our former Y2K
consulting group. Gross profit for fiscal 2001 decreased to $6.3 million from
$11.6 million for 2000, a 46% decrease due to the decreased revenues. Gross
margin for fiscal 2001 was 12% as compared to 16% for the prior year.

Fiscal 2001 operating expenses, exclusive of amortization of intangible
assets, decreased to $10.6 million as compared to $11.1 million for the prior
year. The 4% decrease in operating expenses is related primarily to decreased
costs in our former Y2K consulting group.

Amortization of intangible assets was essentially unchanged in 2001. We
incurred a one-time charge of $23,000 for impaired Goodwill. We also earned
$52,000 of interest income and incurred $1,500 of interest expense in 2001.

The provision for income taxes for 2001 was $38,000 as compared to an
expense of $102,000 for 2000. The current year benefit from income taxes was
reduced by a reserve against our deferred tax asset of $1,438,000.

As a result of the above, the Company incurred a loss of $4,525,134 for
2001 compared to net income of $296,953 in 2000. For 2001, basic and diluted net
loss per share was $.64 compared to basic and diluted net income of $.04 per
share in the prior year. Basic and diluted average shares outstanding were
7,088,603 for 2001.

LIQUIDITY AND CAPITAL RESOURCES

The cash position was $1,382,722 at June 30, 2002, a decrease of
$172,298 as compared to June 30, 2001. Working capital at June 30, 2002, was
$3,662,451 as compared to working capital of $5,253,000 at June 30, 2001. Cash
used for investing activities totaled $29,753. We believe that our resources are
adequate to meet our capital requirements over the next twelve months.

To accommodate our financial needs for inventory financing, we have
arranged a line of credit with one financial institution in the aggregate amount
of $775,000. At June 30, 2002, our indebtedness was $368,292, or a decrease of
$655,865 compared to June 30, 2001.

11
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Critical Accounting Policies

The preparation of financial statements and related disclosures in
conformity with accounting principles generally accepted in the United States of
America requires management to make judgments, assumptions and estimates that
affect the amounts reported in the consolidated financial statements and
accompanying notes. Note 1 to this consolidated financial statements in the
Annual Report on Form 10-K for the fiscal year ended June 30, 2002 describes the
significant accounting policies and methods used in the preparation of the
consolidated

11

financial statements. Estimates are used for, but not limited to, the accounting
for the allowance for doubtful accounts, inventory allowances, and goodwill
impairments. Actual results could differ from these estimates. The following
critical accounting policies are impacted significantly by judgments,
assumptions and estimates used in the preparation of the consolidated financial
statements.

The allowance for doubtful accounts is based on our assessment of the
collectibility of specific customer accounts and the aging of the accounts
receivable. If there is a deterioration of a major customer's credit worthiness
or actual defaults are higher than our historical experience, our estimates of
the recoverability of amounts due us could be adversely affected.

Inventory purchases and commitments are based upon future demand
forecasts. If there is a sudden and significant decrease in demand for our
products or there is a higher risk of inventory obsolescence because of rapidly
changing technology and customer requirements, we may be required to increase
our inventory allowances and our gross margin could be adversely affected.

We will perform goodwill impairment tests on an annual basis and
between annual tests in certain circumstances. In assessing the recoverability
of the Company's goodwill, the Company must make various assumptions regarding
estimated future cash flows and other factors in determining the fair values of
the respective assets. If these estimates or their related assumptions change in
the future, the Company may be required to record impairment charges for these
assets in future periods. Any such resulting impairment charges could be
material to the Company's results of operations.

Issues And Uncertainties

The following issues and uncertainties, among others, should be considered in
evaluating the Companys financial outlook.

The computer industry is characterized by a number of potentially
adverse business conditions, including pricing pressures, evolving distribution
channels, market consolidation and a decline in the rate of growth in sales of
personal computers. Heightened price competition among various hardware
manufacturers may result in reduced per unit revenue and declining gross profit
margins. As a result of the intense price competition within our industry, we
have experienced increasing pressure on our gross profit and operating margins
with respect to our sale of products. Our inability to compete successfully on
the pricing of products sold, or a continuing decline in gross margins on
products sold due to adverse industry conditions or competition, may have a
material adverse effect on our business, financial condition and results of
operations.

An integral part of our strategy is to increase our value-added

12
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services revenue. These services generally provide higher operating margins than
those associated with the sale of products. This strategy requires us, among
other things, to attract and retain highly skilled technical employees in a
competitive labor market, provide additional training to our sales
representatives and enhance our existing service management system. We cannot
predict whether

12

we will be successful in increasing our focus on providing value-added services,
and the failure to do so may have a material adverse effect on our business,
results of operations and financial condition.

To date, our revenues have been based primarily upon sales in the New
York Metropolitan area and Albany, New York. Our strategy, encompassing the
expansion of service offerings and the expansion of existing offices, has
challenged and will continue to challenge our senior management and
infrastructure. We cannot predict our ability to respond to these challenges. If
we fail to effectively manage our planned growth, there may be a material
adverse effect on our business, results of operations and financial condition.

The success of our strategy depends in large part upon our ability to
attract and retain highly skilled technical personnel and sales representatives,
including independent sales representatives, in a very competitive labor market.
Our ability to grow our service offerings has been somewhat limited by a
shortage of qualified personnel, and we cannot assure you that we will be able
to attract and retain such skilled personnel and representatives. The loss of a
significant number of our existing technical personnel or sales representatives,
difficulty in hiring or retaining additional technical personnel or sales
representatives, or reclassification of our sales representatives as employees
may have a material adverse effect on our business, results of operations and
financial condition.

The computer industry is characterized by intense competition. We
directly compete with local, regional and national systems integrators,
value—-added resellers and distributors as well as with certain computer
manufacturers that market through direct sales forces and/or the Internet. The
computer industry has recently experienced a significant amount of consolidation
through mergers and acquisitions, and manufacturers of personal computers may
increase competition by offering a range of services in addition to their
current product and service offerings. In the future, we may face further
competition from new market entrants and possible alliances between existing
competitors. Moreover, additional suppliers and manufacturers may choose to
market products directly to end users through a direct sales force and/or the
Internet rather than or in addition to channel distribution, and may also choose
to market services, such as repair and configuration services, directly to
end-users. Some of our competitors have or may have, greater financial,
marketing and other resources, and may offer a broader range of products and
services, than us. As a result, they may be able to respond more quickly to new
or emerging technologies or changes in customer requirements, benefit from
greater purchasing economies, offer more aggressive hardware and service pricing
or devote greater resources to the promotion of their products and services. We
may not be able to compete successfully in the future with these or other
current or potential competitors.

Our business is dependent upon our relationships with major
manufacturers and distributors in the computer industry. Many aspects of our
business are affected by our relationships with major manufacturers, including
product availability, pricing and related terms, and reseller authorizations.
The increasing demand for personal computers and ancillary equipment has

13



Edgar Filing: ATEC GROUP INC - Form 10-K

resulted in significant product shortages from time to time, because
manufacturers have been unable to produce sufficient quantities of certain
products to meet demand. In addition, many manufacturers have adopted "just in
time" manufacturing principles that can
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reduce the immediate availability of a wide range of products at any one time.
We cannot predict that manufacturers will maintain an adequate supply of these
products to satisfy all the orders of our customers or that, during periods of
increased demand, manufacturers will provide products to us, even if available,
or at discounts previously offered to us. In addition, we cannot assure you that
the pricing and related terms offered by major manufacturers will not adversely
change in the future. Our failure to obtain an adequate supply of products, the
loss of a major manufacturer, the deterioration of our relationship with a major
manufacturer or our inability in the future to develop new relationships with
other manufacturers may have a material adverse effect on our business,
financial condition and results of operations. On May 3, 2002, the
Hewlett-Packard Company and Compaq Computer Corporation merged. ATEC sells the
products of both companies and we believe that we have strong relationships with
both companies. While we do not believe that there will be a material adverse
effect on our business, financial condition and results of operations as a
result of this merger, there can be no assurance that such a material adverse
effect will not occur.

The markets for our products and services are characterized by rapidly
changing technology and frequent introduction of new hardware and software
products and services. This may render many existing products and services
noncompetitive, less profitable or obsolete. Our continued success will depend
on our ability to keep pace with the technological developments of new products
and services and to address increasingly sophisticated customer requirements.
Our success will also depend upon our abilities to address the technical
requirements of our customers arising from new generations of computer
technologies, to obtain these new products from present or future suppliers and
vendors at reasonable costs, to educate and train our employees as well as our
customers with respect to these new products or services and to integrate
effectively and efficiently these new products into both our internal systems
and systems developed for our customers. We may not be successful in
identifying, developing and marketing product and service developments or
enhancements in response to these technological changes. Our failure to respond
effectively to these technological changes may have a material adverse effect on
our business, financial condition and results of operations.

Rapid product improvement and technological change characterize the
computer industry. This results in relatively short product life cycles and
rapid product obsolescence, which can place inventory at considerable valuation
risk. Certain of our suppliers provide price protection to us, which is intended
to reduce the risk of inventory devaluation due to price reductions on current
products. Certain of our suppliers also provide stock balancing to us pursuant
to which we are able to return unsold inventory to a supplier as a partial
credit against payment for new products. There are often restrictions on the
dollar amount of inventory that we can return at any one time. Price protection
and stock balancing may not be available to us in the future, and, even if
available, these measures may not provide complete protection against the risk
of excess or obsolete inventories. Certain manufacturers have reduced the period
for which they provide price protection and stock balancing rights. Although we
maintain a sophisticated proprietary inventory management system, we cannot
assure you that we will continue to successfully manage our existing and future
inventory. Our failure to successfully manage our current or future inventory
may have a material adverse effect on our business, financial conditions and
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results of operations.
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As a result of the rapid changes that are taking place in computer and
networking technologies, product life cycles are short. Accordingly, our product
offerings change constantly. Prices of products change, with generally higher
prices early in the life cycle of the product and lower prices near the end of
the product's life cycle. The computer industry has experienced rapid declines
in average selling prices of personal computers. In some instances, we have been
able to offset these price declines with increases in units shipped. There can
be no assurance that average selling prices will not continue to decline or that
we will be able to offset declines in average selling prices with increases in
units shipped.

Most of the personal computers we sell utilize operating systems
developed by Microsoft Corporation. The United States Department of Justice has
brought a successful antitrust action against Microsoft, which could delay the
introduction and distribution of Microsoft products. The potential
unavailability of Microsoft products could have a material adverse effect on our
business, results of operations and financial condition.

ITEM 7A. QUANTITIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

We presently do not use any derivative financial instruments to hedge
our exposure to adverse fluctuations in interest rates, fluctuations in
commodity prices or other market risks, nor do we invest in speculative
financial instruments. Borrowings under our line of credit are at Prime plus a
quarter percent, which is adjusted monthly. Our interest income is sensitive to
changes in the general level of U.S. interest rates, particularly since the
majority of our investments are in short-term instruments.

Due to the nature of ATEC's borrowings and short-term investments, we

have concluded that there is no material risk exposure and, therefore, no
quantitative tabular disclosures are required.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Our consolidated financial statements, including the notes thereto,
together with the report of independent certified public accountants thereon,
are presented beginning at page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
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PART ITII

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

MANAGEMENT
Directors and Officers

The following table sets forth the names and ages of all current
directors and officers and the position held by them:

Name Age Position

Surinder Rametra 62 Chairman of the Board

Balwinder Singh Bathla 46 Chief Executive Officer and
Director

Ashok Rametra 50 President, Secretary,

Treasurer and Director

James J. Charles 59 Chief Financial Officer and
Director

Praveen Bhutani 55 Director

David C. Reback 60 Director

Stewart Benjamin 38 Director

Directors are elected to serve until the next annual meeting of
stockholders and until their successors have been elected and have qualified.
Officers are appointed to serve until the meeting of the Board of Directors
following the next annual meeting of stockholders and until their successors
have been elected and qualified.

Surinder Rametra was appointed the Chief Executive Officer and Chairman
of the Board in June 1994. He resigned as Chief Executive Officer in January
2002. Prior to June 1994 Mr. Rametra was president of one of our subsidiaries.
Mr. Rametra received a Bachelor's degree in Mechanical Engineering from the
Punjab Engineering College, India and a Master's degree in Industrial
Engineering from the Indian Institute of Technology in 1965 and 1969
respectively. In 1976, Mr. Rametra received a Masters of Business Administration
Degree in Finance from New York University.

Balwinder Singh Bathla was appointed as the Chief Executive Officer and
Director of the Company in January 2002. Prior to 2002 he was the Chief

Executive Officer of Advance Computer Management Group, Inc., a computer sales
company. Prior to 1998, he was the
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President and a Director of the Company.

Ashok Rametra was appointed President in January 1999. He has been the
Com