RESULTS OF OPERATIONS

MANAGEMENT’S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

DEFENSE MOTION CORPORATE,
FLUID  ELECTRONICS & FLOW ELECTRONIC  ELIMINATIONS

(IN MILLIONS) TECHNOLOGY & SERVICES CONTROL  COMPONENTS & OTHER TOTAL
2002
Sales and revenues $1,956.3 $1,513.9 $935.5 $583.5 $ (3.9) $4,985.3
Cost of sales and revenues 1,283.9 846.5 692.8 393.6 (4.9) 3,211.9
Selling, general and administrative expenses 372.9 99.7 86.1 99.4 62.1 720.2
Research, development and

engineering expenses 43.5 414.7 32.7 28.2 - 519.1
Reversal of restructuring charge (1.5) (1.0) (1.5) (8.7) (0.4) (13.1)
2002 restructuring charge 6.0 - 3.0 0.6 - 9.6
Total costs and expenses 1,704.8 1,359.9 813.1 513.1 56.8 4,447.7
Operating income (loss) 251.5 154.0 122.4 70.4 (60.7) 537.6
Interest expense, net 32.4
Miscellaneous (income) expense (3.6)
Income from continuing operations

before income tax expense 508.8
Income tax expense ~128.9
Net Income $ 379.9
2001
Sales and revenues $1,829.7 $1,304.8 $898.7 $647.0 $ 4.5) $4,675.7
Cost of sales and revenues 1,201.3 746.7 666.3 435.4 (5.2) 3,044.5
Selling, general and administrative expenses 352.6 98.1 81.2 87.6 51.8 671.3
Research, development and

engineering expenses 39.2 327.9 29.0 28.6 - 424.7
Restructuring and asset impairment charges 16.0 - 8.1 69.6 4.0 97.7
Total costs and expenses* 1,609.1 1,172.7 784.6 621.2 50.6 4,238.2
Operating income (loss):

Before goodwill amortization expense 220.6 132.1 114.1 25.8 (55.1) 437.5

Goodwill amortization expense 18.2 8.5 4.5 9.5 - 40.7

Operating income (loss) 202.4 123.6 109.6 16.3 (55.1) 396.8
Interest expense, net 62.0
Miscellaneous (income) expense 1.4
Income from continuing operations

before income tax expense 333.4
Income tax expense 116.7
Income from continuing operations 216.7
Income from discontinued operations (60.0)
Net Income $ 276.7
2000
Sales and revenues $1,834.2 $1,334.6 $888.9 $774.6 $ (2.9 $4,829.4
Cost of sales and revenues 1,202.9 821.9 654.2 521.7 (5.4) 3,195.3
Selling, general and administrative expenses 363.8 92.0 79.1 122.5 56.2 713.6
Research, development and

engineering expenses 43.5 294.9 26.3 26.5 - 391.2
Total costs and expenses” 1,610.2 1,208.8 759.6 670.7 50.8 4,300.1
Operating income (loss):

Before goodwill amortization expense 224.0 125.8 129.3 103.9 (53.7) 529.3

Goodwill amortization expense 17.8 8.5 5.0 4.9 - 36.2
Operating income (loss) 206.2 117.3 124.3 99.0 (53.7) 493.1
Interest expense, net 75.2
Miscellaneous (income) expense (2.0)
Income from continuing operations

before income tax expense 419.9
Income tax expense 155.4
Net Income $ 264.5

*The Company adopted Statement of Financial Accounting Standards No. 142 and discontinued the amortization of goodwill as of January 1, 2002 (see Footnote 2, “Changes in

Accounting Pronouncements,” for further detail). Total costs and expenses for 2001 and 2000 exclude goodwill amortization expense for comparative purposes.



Year Ended December 31, 2002 Compared to the
Year Ended December 31, 2001: Sales and revenues in
2002 were $4.99 billion, an increase of $309.6 million, or
6.6%, from 2001. Cost of sales and revenues for the year
ended December 31, 2002 increased $167.4, or 5.5%
from 2001. The increases were primarily attributable to
increased sales in the Defense Electronics & Services,
Fluid Technology, and Motion & Flow Control segments
partially offset by volume declines in the Electronic
Components segment.

Selling, general and administrative (“SG&A”) expenses
in 2002 were $720.2 million, an increase of $48.9 million,
or 7.3%, from 2001. The increase was primarily attrib-
utable to increased marketing expenses in the Fluid
Technology segment and costs associated with process
improvement initiatives, increased information technol-
ogy spending and increased other administrative expenses
across all businesses.

Research, development and engineering (“RD&E”)
expenses increased $94.4 million, or 22.2% in 2002 com-
pared to 2001, primarily due to increased spending in the
Defense Electronics & Services segment.

During 2002 management conducted quarterly progress
reviews of the Company’s remaining restructuring actions
and determined that $13.1 million of planned cash expen-
ditures would not be incurred. Accordingly, $13.1 million
of restructuring accruals, primarily relating to the 2001
Restructuring Plan, were reversed into income. Also, during
the fourth quarter of 2002, the Company recorded a
restructuring charge of $9.6 million related to the termina-
tion of 292 persons and the closure of two facilities. During
2001 the Company recorded a $97.7 million restructuring
and asset impairment charge to reduce structural costs and
improve profitability. Refer to the section entitled “Status of
Restructuring and Asset Impairments” and Note 4,
“Restructuring and Asset Impairment Charges,” in the
Notes to Consolidated Financial Statements for additional
information regarding these matters.

Operating income of $537.6 million in 2002 was
$140.8 million, or 35.5%, higher than the prior year
(excluding goodwill amortization expense the increase
was $100.1 million, or 22.9%). Operating margin of
10.8%, was 230 basis points higher than the margin for

2001 (approximately 140 basis points higher than 2001,
excluding goodwill amortization expense). Excluding
goodwill amortization expense, the increases were prima-
rily due to the $97.7 million restructuring and asset impair-
ment charge recorded in 2001 and increased segment
volume, these items partially offset by lower operating
margins in the Electronic Components segment, reflecting
higher SG&A expenses. Increased corporate expenditures
reflecting the cost of process improvement initiatives,
increased information technology spending, and increased
administrative expenses, also offset the improved margin.

Interest expense of $32.4 million (net of interest
income of $11.0 million) decreased $29.6 million from
2001 primarily due to a favorable change in average inter-
est rates and lower average debt levels as a result of
increased cash from operations.

The effective income tax rate for 2002 was 25.3%
compared to 35.0% for 2001. The decrease in the 2002
effective tax rate is due to approximately $31 million of
tax gains related to a capital loss carryback and the benefit
of several foreign tax planning initiatives initiated in
2002 and 2001 to reduce the structural rate. The elimina-
tion of goodwill expense, pursuant to the adoption of
Statement of Financial Accounting Standards (“SFAS”)
No. 142 “Goodwill and Other Intangible Assets” (“SFAS
No. 142”) also contributed to the decline in the effec-
tive tax rate.

Income from continuing operations in 2002 was
$379.9 million, or $4.06 per diluted share, compared to
$216.7 million, or $2.39 per diluted share. The increase
was due to higher operating income and lower interest
expense. These items were partially offset by higher
income tax expense.

During the fourth quarter of 2001, the Company
reassessed accruals for discontinued operations, determined
that activities related to those accruals would be completed
for $60.0 million less than originally estimated and
reversed the related accruals into income. The excess was
primarily related to favorable foreign tax rulings. See the
section entitled “Discontinued Operations” and Note 5,
“Discontinued Operations,” in the Notes to Consolidated
Financial Statements for additional information.

Joanne Alderdice
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Year Ended December 31, 2001 Compared to the Year
Ended December 31, 2000: Sales and revenues in 2001
were $4.68 billion, a decrease of $153.7 million, or 3.2%,
from 2000. Cost of sales and revenues for the year ended
December 31, 2001 decreased $150.8 million, or 4.7%
from 2000. The decreases were primarily attributable to
the downturn in the communications and industrial con-
nectors markets of Electronic Components and the sched-
uled wind down of certain Defense Electronics & Services
contracts. These declines were partially offset by new con-
tract revenue at Defense Electronics & Services and rev-
enues from acquisitions made in 2000.

SG&A expenses in 2001 were $671.3 million, a
decrease of $42.3 million, or 5.9%, from 2000. The decrease
is primarily attributable to lower marketing expenses at
Fluid Technology and Electronic Components and reduced
administrative expenses at Electronic Components. RD&E
expenses increased $33.5 million, or 8.6%, in 2001 com-
pared to 2000, primarily due to increased spending in the
Defense Electronics & Services segment.

In December 2001, the Company announced a
restructuring program to reduce structural costs and
improve profitability. Accordingly, a charge of $83.3 mil-
lion was recorded. In addition, based on a review of long
lived assets in the Electronic Components segment, the
Company recorded an impairment charge of $14.4 mil-
lion. Refer to the section entitled “Status of Restructuring
and Asset Impairments” and Note 4, “Restructuring and
Asset Impairment Charges,” in the Notes to Consolidated
Financial Statements for additional information on these
topics. There were no restructuring or asset impairment
charges recorded in 2000.

Operating income of $396.8 million in 2001 was
$96.3 million, or 19.5%, lower than the prior year due to
the $97.7 million restructuring and asset impairment
charges taken in 2001. Operating margin of 8.5%, was
approximately 170 basis points lower than the margin for
2000. The decrease is primarily due to the above men-
tioned restructuring and asset impairment charges and
lower sales volume. These items were partially offset by
cost reduction efforts related to non-production pur-
chases and savings from headcount reductions, primarily
reflecting normal employee attrition. Improved product
mix also partially offset the decline.

Interest expense of $62.0 million (net of interest
income of $6.8 million) decreased $13.2 million from
2000 due to a favorable change in average interest rates
and increased cash from operations, partially offset by
higher average debt in the first half of 2001 associated
with several acquisitions made in 2000.

The effective income tax rate for 2001 was 35% com-
pared to 37% for 2000. The decrease in the 2001 effective
tax rate was due to several initiatives taken in 2001 and
2000 to reduce the structural rate.

Income from continuing operations in 2001 was
$216.7 million or $2.39 per diluted share compared to
$264.5 million, or $2.94 per diluted share. The decrease in
net income, was primarily due to restructuring and asset
impairment charges discussed above, partially offset by a
decrease in interest expense and the lower effective tax rate.

During the fourth quarter of 2001, the Company
reassessed accruals for discontinued operations, determined
that activities related to those accruals would be completed
for $60.0 million less than originally estimated and
reversed the related accruals into income. The excess was
primarily related to favorable foreign tax rulings. See the
section entitled “Discontinued Operations” and Note 3,
“Discontinued Operations,” in the Notes to Consolidated
Financial Statements for additional information.

BUSINESS SEGMENT INFORMATION

Year Ended December 31, 2002 Compared to the
Year Ended December 31, 2001: Fluid Technology sales
and revenues of $1.96 billion increased $126.6 million, or
6.9%, from 2001. Cost of sales and revenues increased
$82.6 million, or 6.9%. The increases reflect increased
volume in the Water/Wastewater and Engineered Process
Solutions Group businesses, and the contribution of 2002
acquisitions, partially offset by volume declines in the
Industrial Pump business. SG&A expenses increased
$20.3 million, or 5.8%, during 2002 primarily due to
increased marketing costs. During 2002, management
conducted quarterly progress reviews of the remaining
restructuring actions and reversed $1.5 million of the seg-
ment’s restructuring accruals that were deemed unneces-
sary. Additionally, during the fourth quarter of 2002, the
Fluid Technology segment recorded a restructuring charge
of $6.0 million, primarily for the reduction of 147 employees

CHINA, UNITED STATES, FRANCE
GENEEN AWARD: UNIQUE TEAM ACHIEVEMENT ACCELERATED
INTEGRATION AND FINANCIAL RETURNS OF CHINA ACQUISITION

San Teh Acquisition Integration Team
OLIVIER DUPERRAY, DARRELL WILK, AND CARL STRAZZULLA

o

REPRESENTING THE TEAM
ITT INDUSTRIES, CANNON
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and the closure of one facility. During the fourth quarter
of 2001, the segment recorded a $16.0 million restructur-
ing charge. Refer to the section entitled “Status of
Restructuring and Asset Impairments” and Note 4,
“Restructuring and Asset Impairment Charges,” in the
Notes to Consolidated Financial Statements for additional
information on this topic. Operating income, excluding
goodwill amortization expense increased $30.9 million,
or 14.0%, due to the factors discussed above.

Defense Electronics & Services sales and revenues of
$1.51 billion increased $209.1 million, or 16.0%, com-
pared to 2001. Cost of sales and revenues increased
$99.8 million, or 13.4% from 2001. The increases were
primarily attributable to increased volume across all busi-
nesses. SG&A expenses were flat with prior year. RD&E
costs increased $86.8 million, or 26.5%, in 2002 due to
the fulfillment of increased expenditures related to cus-
tomer contracts across all businesses. During the fourth
quarter of 2002, management reviewed the remaining
restructuring actions and reversed $1.0 million of the seg-
ment’s restructuring accruals that were deemed unneces-
sary. Refer to the section entitled “Status of Restructuring
and Asset Impairments” and Note 4, “Restructuring and
Asset Impairment Charges,” in the Notes to Consolidated
Financial Statements for additional information on this
topic. Operating income for 2002 was $21.9 million, or
16.6%, greater than 2001 operating income, excluding
goodwill amortization, due to the factors mentioned
above. The Defense Electronics & Services segment’s total
backlog was $2.8 billion and $2.6 billion at December 31,
2002 and 2001, respectively. The Company generally
records new contract awards into backlog when funding
has been authorized and appropriated by the customer.
Management utilizes the backlog measurement when ana-
lyzing the operations of the Defense Electronic & Services
segment and believes that it is a good indicator of the
future performance of our defense businesses.

Motion & Flow Control recorded sales and revenues of
$935.5 million and cost of sales and revenues of $692.8 mil-
lion for the year, representing increases of $36.8 million,
or 4.1%, and $26.5 million, or 4.0%, respectively, over 2001.
The increases were primarily due to increased volume in
the automotive fluid handling systems business due to
higher North American build rates in 2002, market share

gains in the friction materials business and market growth
in the leisure marine business, partially offset by declines
at Aerospace Controls. SG&A expenses increased $4.9 mil-
lion, or 6.0%, due to higher marketing expense and fixed
asset losses during 2002, partially offset by decreased
administrative expenses. During the second half of 2002,
management reviewed the remaining restructuring actions
and reversed $1.5 million of the segment’s restructuring
accruals that were deemed unnecessary. Additionally, dur-
ing the fourth quarter of 2002, the Motion & Flow Control
segment recorded a restructuring charge of $3.0 million,
primarily for the reduction of 140 employees, the closure
of one facility, and the consolidation of selected functions.
During the fourth quarter of 2001, the segment recorded
a restructuring charge of $8.1 million. Refer to the section
entitled “Status of Restructuring and Asset Impairments”
and Note 4, “Restructuring and Asset Impairment Charges,”
in the Notes to Consolidated Financial Statements for
additional information on this topic. Excluding goodwill
amortization expense, operating income of $122.4 mil-
lion increased $8.3 million, or 7.3%, from 2001 due to
the above mentioned factors.

Electronic Components sales and revenues and cost of
sales and revenues declined $63.5 million, or 9.8%, and
$41.8 million, or 9.6%, respectively, from 2001. The
declines reflect general softness in all of the segment’s mar-
kets. SG&A expenses increased $11.8 million, or 13.5%,
during 2002 due to increased general and administrative
costs. During the second half of 2002, management
reviewed the remaining restructuring actions and reversed
$8.7 million of the segment’s restructuring accruals that
related to favorable completion of planned actions and the
determination that certain planned actions were not eco-
nomically feasible. Additionally, during the fourth quarter
of 2002, the segment recorded a restructuring charge of
$0.6 million. During 2001, the Company recorded
restructuring and asset impairment charges of $55.2 mil-
lion and $14.4 million, respectively. Refer to the section
entitled “Status of Restructuring and Asset Impairments”
and Note 4, “Restructuring and Asset Impairment
Charges,” in the Notes to Consolidated Financial Statements
for additional information on these topics. Excluding
goodwill amortization expense, operating income of
$70.4 million was up $44.6 million from 2001 due to the
above mentioned factors.
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Spacelift Range System Contract Proposal Team
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Year Ended December 31, 2001 Compared to the Year
Ended December 31, 2000: Fluid Technology sales and
revenues of $1.83 billion declined $4.5 million, or 0.2%,
from 2000. Cost of sales and revenues declined $1.6 mil-
lion, or 0.1%. The decreases reflect the impact of foreign
currency translation and continued weakness in the indus-
trial pump markets partially offset by higher volume
within the water and wastewater markets. SG&A
expenses decreased $11.2 million, or 3.1%, during 2001
due to cost reduction initiatives, and lower marketing
expense. Additionally, during the fourth quarter of 2001,
the Fluid Technology segment recorded a restructuring
charge of $16.0 million. Refer to the section entitled
“Status of Restructuring and Asset Impairments” and
Note 4, “Restructuring and Asset Impairment Charges,”
in the Notes to Consolidated Financial Statements for addi-
tional information on this topic. Operating income decreased
$3.8 million, or 1.8%, due to the factors discussed above.

Defense Electronics & Services sales and revenues of
$1.30 billion decreased $29.8 million, or 2.2%, compared
to 2000. The decline was primarily due to the scheduled
wind down of certain large contracts partially offset by the
contribution of new contract revenue. Cost of sales and
revenues decreased $75.2 million, or 9.1%, from 2000
due to lower sales volume, improved margins on cer-
tain mature contracts and higher profitability on new con-
tracts. SG&A expenses of $98.1 million increased $6.1 mil-
lion, or 6.6% due to higher administrative costs. RD&E
costs increased $33.0 million, or 11.2%, in 2001 due to
increased spending in most businesses. Operating income
for 2001 was $6.3 million, or 5.4%, greater than 2000
operating income due to the factors mentioned above. The
Defense Electronics & Services segment’s total backlog
was $2.6 billion and $2.4 billion at December 31, 2001
and 2000, respectively. The Company generally records
new contract awards into backlog when funding has
been authorized and appropriated by the customer.
Management utilizes the backlog measurement when ana-
lyzing the operations of the Defense Electronic & Services
segment and believes that it is a good indicator of the
future performance of our defense businesses.

Motion & Flow Control recorded sales and revenues
of $898.7 million in 2001, representing an increase of

$9.8 million, or 1.1%, over 2000. The increase is due to
automotive market share gains in Europe and North
America and sales growth in the Aerospace Controls busi-
ness partially offset by softness in the leisure marine market,
the impact of the decline in North American automotive
build rates and the impact of foreign currency translation.
During 2001, cost of sales and revenues increased $12.1 mil-
lion, or 1.8%, due to increased volume and start-up costs
associated with new European programs at Fluid Handling
Systems partially offset by process improvements at North
American Fluid Handling Systems. SG&A expenses
increased $2.1 million, or 2.7%, due to increased adminis-
trative expenses. During 2001, the segment recorded an
$8.1 million restructuring charge. Refer to the section enti-
tled “Status of Restructuring and Asset Impairments” and
Note 4, “Restructuring and Asset Impairment Charges,” in
the Notes to Consolidated Financial Statements for addi-
tional information on this topic. Operating income of
$109.6 million declined $14.7 million, or 11.8%, from
2000 due to the above mentioned factors.

Electronic Components sales and revenues were
$647.0 million in 2001, representing a decrease of
$127.6 million, or 16.5%, from 2000. The decrease reflects
a downturn in the communications and industrial markets
and the negative impact of foreign currency translation
partially offset by revenues from acquisitions made in
2000 (which combined added approximately $64 million
of incremental sales). Cost of sales and revenues decreased
$86.3 million, or 16.5%, during 2001 due to lower sales
volume. SG&A expenses declined $34.9 million, or 28.5%,
during 2001 due to cost reduction actions and headcount
reductions resulting from normal employee attrition.
RD&E expenses of $28.6 million in 2001 increased
$2.1 million, or 7.9% due to increased spending. Also,
during 2001, the Company recorded restructuring and
asset impairment charges of $55.2 million and $14.4 mil-
lion, respectively. Refer to the section entitled “Status of
Restructuring and Asset Impairments” and Note 4,
“Restructuring and Asset Impairment Charges,” in the
Notes to Consolidated Financial Statements for addi-
tional information on these topics. Operating income of
$16.3 million was down $82.7 million, or 83.5%, from
2000 due to the above mentioned factors.

Avionics Division
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STATUS OF RESTRUCTURING AND ASSET IMPAIRMENTS

2002 RESTRUCTURING ACTIVITIES

During the fourth quarter of 2002 the Company
recorded a $9.6 million restructuring charge primarily for
the closure of two facilities and the severance of 292 per-
sons. Severance of $8.5 million represents a majority of
the charge and lease payments and other costs represent
the remainder.

Listed below, by business segment, is background
information on the 2002 restructuring plan (in millions).

CASH CHARGES

LEASE

PAYMENTS/
SEVERANCE TERMINATIONS OTHER TOTAL
Fluid Technology $5.4 $0.4 $0.2 $6.0
Motion & Flow Control 2.5 - 0.5 3.0
Electronic Components 0.6 - - 0.6
Total 2002 Charges $8.5 $0.4 $0.7 $9.6

The actions within the Fluid Technology segment rep-
resent a reduction of its cost structure that management
deemed necessary in response to continued weakness
within certain of the segment’s markets. Planned measures
include the closure of one facility in Fairfield, N.]. and the
termination of 147 persons, comprised of 78 office work-
ers, 65 factory workers and four management employees.

The restructuring plan within the Motion & Flow
Control segment was driven by the anticipated loss of cer-
tain platforms in the automotive fluid handling systems
business during 2003 and the resulting excess capacity.
Planned actions include the closure of one facility in
Rochester, N.Y., the consolidation of manufacturing and
administrative processes, and the termination of 140 employ-
ees, comprised of 40 office workers, 97 factory workers
and three management employees.

The actions within the Electronic Components
segment represent cost control actions required by contin-
uing difficult market conditions. These actions include the
termination of five employees, comprised of three office
workers and two management employees.

The following table displays a rollforward of the
restructuring accruals for the 2002 restructuring program
(in millions):

CASH CHARGES
LEASE

SEVERANCE  COMMITMENTS OTHER  TOTAL
Establishment of
2002 Plan $8.5 $0.4 $0.7 $9.6
Payments (0.9) - - (0.9)
Balance
December 31, 2002 $7.6 $0.4 $0.7 $8.7

As of December 31, 2002, remaining actions under
restructuring activities announced during 2002 were to
close two facilities, and reduce headcount by 232 persons.
All of the actions contemplated by the 2002 restructuring
program will be completed in 2003. Some severance run-
off payments will occur in 2004 and closed facility costs
will continue through 2007. Future restructuring expen-
ditures will be funded with cash from operations, supple-
mented, as required, with commercial paper borrowings.

The projected future cash savings from the 2002
restructuring plan are approximately $7 million in 2003
and approximately $46 million between 2004 and 2007.
The savings represents lower salary and wage expendi-
tures and decreased facility operating costs. The impact
will be reflected in cost of sales and revenues and selling,
general and administrative expenses.

2001 RESTRUCTURING ACTIVITIES

On December 14, 2001, the Company announced a
restructuring program to reduce structural costs and
improve profitability whereby the Company recorded a
charge of $83.3 million related to the closure of five facil-
ities, the discontinuance of 21 products (10 in the Switch
product group and 11 in the Connectors group), the sev-
erance of 3,400 persons and other asset impairments. The
cash portion of the charge of $61.0 million primarily
relates to severance and lease termination costs. The non-
cash portion of the charge of $22.3 million primarily
relates to machinery and equipment that became impaired
as a result of the announced plans.

Systems Division
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Listed below, by business segment, is background information on the 2001 restructuring plan (in millions).

CASH CHARGES

pAvM;Ehﬁsss ASSET
SEVERANCE TERMINATIONS OTHER IMPAIRMENTS TOTAL
Electronic Components $33.0 $1.5 $2.5 $18.2 $55.2
Fluid Technology 10.5 1.8 0.8 2.9 16.0
Motion & Flow Control 4.9 2.1 0.3 0.8 8.1
Corporate and Other 3.5 - 0.1 0.4 4.0
Total 2001 Charges $51.9 $5.4 $3.7 $22.3 $83.3

In 2001, sales in the Electronic Components segment
decreased $127.6 million, or 16.5%, and operating
income, excluding restructuring, decreased $13.1 million,
or 13.2%. Excluding the contribution of acquisitions
made in 2001, sales decreased approximately $192 mil-
lion. The decrease was primarily due to a downturn in the
communication and industrial markets. In addition, man-
agement expected further sales declines in 2002, specifi-
cally in the communications, industrial, and commercial
aircraft markets.

The combination of the downturn in these markets
and the businesses acquired in 2000 and late 1999 resulted
in excess capacity and prompted management to seek
opportunities to reduce costs. As a result of this review,
management decided to consolidate manufacturing func-
tions as well as other administrative tasks throughout the
segment. These planned actions included the outsourcing
of production operations from Weinstadt, Germany to
third party suppliers in Poland and Hungary, the transfer
of ten product lines from five locations in North America
and Europe (Loveland, Colorado; Santa Ana, California;
Weinstadt, Germany; Basingstoke, UK; and Dole, France)
to two locations in China (Shenzhen and Tianjin), the con-
solidation of European administrative functions, the trans-
fer of production operations from Santa Ana, California to
Nogales, Mexico, the closure of manufacturing facilities in
Eden Prairie, Minnesota and Watertown, Massachusetts
and other smaller actions consisting primarily of the elimi-
nation of administrative functions. In addition, manage-
ment also decided to discontinue 21 older connector and
switch products. Revenue in 2001 from these products
totaled $29.3 million.

The above planned actions included the termination
of 2,753 persons, comprised of 2,395 factory workers,
348 office workers and 10 management employees, and
resulted in a cash charge of $37.0 million (which included

$33.0 million for severance) and an asset impairment
charge of $18.2 million (primarily for machinery and
equipment that will be disposed of as a result of the
restructuring activities).

Actions within the Fluid Technology segment, the
Motion & Flow Control segment and Corporate Head-
quarters were identified as cost improvement opportuni-
ties. Processes and functions were identified that could be
outsourced, performed at other existing facilities, or
eliminated as redundant. These measures were prompted
primarily by management’s efforts to reduce costs and
their projections of no recovery in the Industrial Pumps
businesses and anticipated declines in worldwide auto-
motive build rates.

The planned actions within the Fluid Technology seg-
ment included the outsourcing of manufacturing functions
in City of Industry, California, Seneca Falls, New York and
Ashland, Pennsylvania to third party suppliers in the
United States, Mexico and China, the consolidation of
tasks throughout the segment and the closure of a foundry
in Nanjing, China. These actions incorporated the termi-
nation of 436 persons, comprised of 236 factory workers,
189 office workers and 11 management employees, and
resulted in a cash charge of $13.1 million (which included
$10.5 million for severance) and asset impairment charges
of $2.9 million (primarily for machinery and equipment
that was scrapped).

The planned actions in the Motion & Flow Control
segment included the closure of a manufacturing facility
in Costa Mesa, California, where the operations were to
be consolidated into three existing facilities, the closure of
a manufacturing facility in Saffron Walden, England,
where the operations were to be consolidated into a facil-
ity in Denmark, the closure of a sales office in Germany
and the consolidation of other administrative tasks. These
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actions included the projected termination of 183 persons
comprised of 144 factory workers, 28 office workers and
11 management employees and resulted in a cash charge
of $7.3 million (which included $4.9 million for sever-
ance) and asset impairment charges of $0.8 million (pri-
marily for machinery and equipment that was discarded).

The planned actions at the Company’s corporate head-
quarters and other shared service facilities consisted of the
consolidation of administrative tasks which included the

termination of 28 persons comprised of 26 office workers
and two management employees and resulted in a cash
charge of $3.6 million (which included $3.5 million for sev-
erance) and an asset impairment charge of $0.4 million.

During 2002 and 2001 the Company funded restruc-
turing activities with cash from operations. The Company
plans to fund future cash requirements for restructuring
activities with cash from operations, supplemented, as
required, by commercial paper borrowings.

The following table displays a rollforward of the restructuring accruals for the 2001 restructuring program (in millions):

CASH CHARGES

LEASE ASSET

SEVERANCE COMMITMENTS OTHER IMPAIRMENTS TOTAL
Establishment of 2001 Plan $51.9 $5.4 $3.7 $22.3 $83.3
Payments (11.5) - (0.1) - (11.6)
Asset Write-Offs - - - (22.3) (22.3)
Balance December 31, 2001 $40.4 $5.4 $3.6 $ - $49.4
Payments and other (26.7) (2.9) (0.4) - (30.0)
Reversals (8.7) (1.2) (1.9) - (11.8)
Balance December 31, 2002 $ 5.0 $1.3 $1.3 $ - $ 7.6 !

During the third and fourth quarters of 2002, $1.7 mil-
lion and $10.1 million of restructuring accruals were
reversed into income as a result of quarterly reviews of the
Company’s remaining restructuring actions, respectively.
The reversals primarily reflect less than anticipated sever-
ance costs on completed actions at each of the segments,
the decision not to transfer five product lines (from Santa
Ana, California; Weinstadt, Germany; Dole, France, and
Basingstoke, UK, to Shenzhen and Tianjin, China), as
supply chain issues eliminated the financial viability of the
transfers, and the decision to continue partial operations
at one of the Electronic Component’s facilities. In addi-
tion, management determined that one facility within the
Fluid Technology segment would remain operational as a
suitable outsource supplier could not be identified.

During 2002, the Company reduced headcount by
855 persons and closed three facilities. As of December 31,
2002, remaining actions under the 2001 restructuring pro-
gram include the closure of one facility and the termination
of 24 persons. Severance run-off payments will occur in
2003 and closed facility expenditures will continue to be
incurred through 2004. Revised future cash and non-cash
savings are projected to be approximately $281 million and
$25 million, respectively, for the period from 2003 to 2006.

OTHER ASSET IMPAIRMENTS

In the fourth quarter of 2001, the Company initiated a
full review of long-lived assets in the Electronic Components
segment because of significant volume declines and pricing
pressures in the business and because management expected
further volume declines in 2002, specifically in the commu-
nications market and the industrial and commercial aircraft
markets. As a result of this review, the Company recorded
impairments on machinery and equipment of $13.9 million
and an impairment of $0.5 million on a cost based invest-
ment. The applicable assets were written down to their fair
values based on management’s comparison of projected
future discounted cash flows generated by each asset to the
applicable asset’s carrying value. These impairments were
unrelated to the Company’s restructuring activities.

SUMMARY OF 2001 RESTRUCTURING ACTIVITIES AND

OTHER ASSET IMPAIRMENTS

The total impact of the restructuring initiative and the
asset impairment review was a charge of $97.7 million, or
$63.5 million after-tax recorded in 2001. The revised pro-
jected aggregate future cash and non-cash savings of the
above mentioned actions are approximately $281 million

Patrick Carr

REPRESENTING THE TEAM

SYSTEMS DIVISION

SCHRIEVER AFB, COLORADO

RING OF QUALITY: ENSURED 100% SATELLITE
CONNECTIVITY FOR U.S. TROOPS IN AFGHANISTAN

Eric Carroll

REPRESENTING THE TEAM

HISAN

MT. VERNON, OHIO

RING OF QUALITY: USED VBSS TO IMPROVE MANU-
FACTURING YIELDS AND CUSTOMER SATISFACTION

26



and $25 million, respectively, for the period from 2003 to
2006. These figures include total savings of $78.6 million in
2003. The savings will be reflected primarily in cost of sales
and revenues and selling, general and administrative
expenses. Actual savings approximated plan in 2002.
During the second half of 2002 management reviewed the
progress of the Company’s remaining restructuring actions
and determined that $11.8 million of cash expenditures
would not be incurred. Accordingly, $11.8 million of
restructuring accruals relating to the 2001 Restructuring

1999 RESTRUCTURING ACTIVITIES

Plan were reversed into the restructuring and asset impair-
ments line of the Consolidated Income Statements.

In connection with the restructuring activities and the
asset impairment charge, the Company identified assets
with a total book value of $26.2 million, primarily machin-
ery and equipment, for disposal. The Electronic
Components segment identified $22.0 million, the Fluid
Technology segment identified $3.4 million and the
Motion & Flow Control segment identified $0.8 million
for disposal. All assets will be disposed of by the end of 2003.

In the fourth quarter of 1999, the Company recorded $20.2 million of charges related to restructuring activities,
primarily for the closure of four facilities and severance of 324 persons. Listed below, by business segment, is back-
ground information on the 1999 restructuring plan (in millions).

CASH CHARGES

PAY MI-EEl\?rSSE/ ASSET
SEVERANCE TERMINATIONS OTHER IMPAIRMENTS TOTAL
Fluid Technology $ 5.1 $0.6 $1.2 $3.2 $10.1
Electronic Components 5.4 - 0.3 1.1 6.8
Defense Electronics & Services 0.3 - - - 0.3
Motion & Flow Control 1.3 0.2 0.4 1.1 3.0
Total 1999 Charges $12.1 $0.8 $1.9 $5.4 $20.2

In the fourth quarter of 1999 management in the Fluid
Technology segment concluded that continued weakness in
the industrial markets represented more than a temporary
decline. As a result, to reduce excess capacity, factories in
Guelph, Canada and Maracay, Venezuela were closed,
along with related sales offices, with the functions moved
to existing facilities. In addition, a warehouse in Nottingham,
England was closed and consolidated into other European
warehouses. Other positions were also determined redun-
dant and were eliminated. These actions resulted in the ter-
mination of 175 persons comprised of 80 factory workers,
and 95 office workers and resulted in a cash charge of
$6.9 million (which included $5.1 million for severance)
and an asset impairment charge of $3.2 million (primarily
to reduce the building and related equipment to their fair
market value).

In the Electronic Components segment, a facility was
closed in Meaux, France with the operations consolidated
into existing facilities or outsourced. The closure decision was
based on sales declines of two of the major products manu-
factured at the facility and management’s determination that
it would be more cost effective to transfer the product line to a
third party.

The closure of the Meaux facility resulted in the ter-
mination of 103 persons, comprised of 76 factory work-
ers, 26 office workers and one management employee,
and resulted in a cash charge of $5.7 million (which
included $5.4 million for severance) and an asset impair-
ment charge of $1.1 million (primarily for machinery and
equipment that will be disposed of as a result of the
restructuring activities).

The restructuring actions at Defense Electronics &
Services segment amount to $0.3 million and related to
severance of five individuals whose positions were deemed
redundant and were eliminated.

The actions within the Motion & Flow Control seg-
ment primarily related to headcount reductions at the
Hockenheim, Germany factory and other headcount
reductions. The decisions were part of an ongoing effort
to reduce costs through consolidation of functions. The
actions resulted in the termination of 43 persons com-
prised of 42 factory workers, and one office worker and
resulted in a cash charge of $1.9 million (which included
$1.3 million for severance) and an asset impairment
charge of $1.1 million.
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The following table displays a rollforward of the restructuring accruals for the 1999 restructuring program (in millions):

CASH CHARGES

PAYMI;EEI\?fSE ASSET

SEVERANCE TERMINATIONS OTHER IMPAIRMENTS TOTAL
Establishment of 1999 Plan $12.1 $0.8 $1.9 $5.4 $20.2
Payments - - (0.1) - (0.1)
Asset Write-Offs - - - (5.4) (5.4)
Balance December 31, 1999 $12.1 $0.8 $1.8 $ - $14.7
Payments (7.0) 0.2) (1.3) - (8.5)
Asset Write-Offs - - - - -
Other 0.1 - 0.2) - 0.1)
Balance December 31, 2000 $ 5.2 $0.6 $0.3 $ - $ 6.1
Payments 5.1) (0.3) - - 5.4)
Other - 0.1 - - 0.1
Balance December 31, 2001 $ 0.1 $0.4 $0.3 $ - $ 0.8
Payments and other (0.1) (0.4) - - 0.5)
Reversals - - (0.3) - (0.3)
Balance December 31, 2002 $ - $ - $ - $ - $ -

As of December 31, 2002, the 1999 restructuring plan was completed.

OTHER ASSET IMPAIRMENTS

During the fourth quarter of 1999 the Company
recorded $20.0 million of goodwill impairments at the Fluid
Technology and Defense Electronics & Services segments.
The goodwill impairments at the Fluid Technology segment
related to an unprofitable Far East operation. The goodwill
impairments at the Defense Electronics & Services segment
related to a product line sold in January 2000. Both impair-
ments were calculated based on management’s future cash
flow projections of the businesses.

SUMMARY OF 1999 RESTRUCTURING AND ASSET

IMPAIRMENT ACTIVITIES

In the fourth quarter of 1999, the Company recorded
$20.2 million of charges related to restructuring activities,
primarily for the closure of four facilities and severance of
326 persons. The Company also recorded $20.0 million
of goodwill write-offs at the Fluid Technology and
Defense Electronics & Services segments.

In the fourth quarter of 1999, the Company deter-
mined that $44.8 million of accruals relating to 1998
restructuring plans was not going to be utilized and
should be reversed into income during the quarter. The
major components of the reversal amounts consisted of

savings related to severance payments ($14.9 million),
asset disposal costs ($15.4 million), and professional fees
($10.3 million) and other ($4.2 million). In the fourth
quarter of 2002 the Company reversed $0.3 million and
$1.0 million related to the 1999 and 1998 restructuring
plans, respectively, as it was determined that these expendi-
tures would not be incurred. As of December 31, 2002 the
1999 and 1998 restructuring plans were complete.

DISCONTINUED OPERATIONS

In September of 1998, the Company completed the
sales of its automotive Electrical Systems business to
Valeo SA for approximately $1,700 million and its Brake
and Chassis unit to Continental AG of Germany for
approximately $1,930 million. These dispositions were
treated as discontinued operations. In connection with
the sale of these businesses, the Company established
accruals for taxes of $972.7 million, representation and
warranty and contract purchase price adjustments of
$148.8 million, direct costs and other accruals of $102.0 mil-
lion and environmental obligations of $16.1 million. In
addition, the Company recorded a purchase price adjust-
ment due from Valeo SA of approximately $70 million
that related to a purchase price adjustment mechanism in
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the contract that called for the Company to pay or
receive additional cash consideration depending upon
the actual net assets sold as compared to a target of net
assets specified in the contract.

In 1998 and 1999, the Company received notifications
of claims from the buyers of the automotive businesses

requesting post-closing adjustments to the purchase prices
under the provisions of the sales agreements. The Company
assessed the claims and determined that the probable out-
come was reflected in the Company’s original estimate
recorded at time of sale. During 1999, those claims were
submitted to arbitration.

The following tables display a rollforward of the automotive discontinued operations accruals from January 1,

1999 to December 31, 2002 (in thousands):

AUTOMOTIVE DISCONTINUED BEGINNING BALANCE 1999 1999 1999 ENDING BALANCE
OPERATIONS ACCRUALS JANUARY 1, 1999 SPENDING SETTLEMENTS OTHER ACTIVITY DECEMBER 31, 1999
Direct Costs / Other $ 22,274 $ (17,875) $ - $- $ 4,399
Representation & Warranty 83,818 - (3,013) - 80,805
Environmental 15,000 - - - 15,000
Income Tax 479,486 (243,170) - - 236,316
Total $600,578 $(261,045) $(3,013) $- $336,520

In 1999, the Company disbursed $261.0 million primarily on federal and foreign tax obligations. The Company
also paid $3.0 million to settle two automotive product recall issues.

AUTOMOTIVE DISCONTINUED BEGINNING BALANCE 2000 2000 2000 ENDING BALANCE
OPERATIONS ACCRUALS JANUARY 1, 2000 SPENDING SETTLEMENTS OTHER ACTIVITY DECEMBER 31, 2000
Direct Costs / Other $ 4399 $(4,347) $- $ - $ 52
Representation & Warranty 80,805 (2,914) - (70,931) 6,960
Environmental 15,000 (253) - - 14,747
Income Tax 236,316 - - - 236,316
Total $336,520 $(7,514) $- $(70,931) $258,075

In 2000, the Company made payments of $7.5 million for direct costs incurred in conjunction with the sale of the
automotive businesses and for defense costs related to the claims filed by the buyers.
During the fourth quarter of 2000, with assistance from outside counsel, the Company determined that it was no

longer probable that it would collect approximately $70 million from Valeo SA. The Company also determined that it
was probable that it would not have to make payments to settle any outstanding Valeo SA claim. As a result, the
Company reversed approximately $70 million of automotive discontinued operations accruals coincident with the
reversal of the Valeo SA receivable. The net of these actions had no impact to the Consolidated Income Statement and

resulted in the reduction of other liabilities and receivables, net, in the Consolidated Balance Sheet.

AUTOMOTIVE DISCONTINUED BEGINNING BALANCE 2001 2001 2001 ENDING BALANCE
OPERATIONS ACCRUALS JANUARY 1, 2001 SPENDING SETTLEMENTS OTHER ACTIVITY DECEMBER 31, 2001
Direct Costs / Other $ 52 $ - $ - $ 755 $ 807
Representation & Warranty 6,960 (9,827) (5,793) 18,160 9,500
Environmental 14,747 (135) - - 14,612
Income Tax 236,316 - - (82,165) 154,151
Total $258,075 $(9,962) $(5,793) $(63,250) $179,070
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In 2001, the Company disbursed approximately $10 million primarily for legal defense costs related to the claims
filed by the buyers. In the second quarter of 2001, the Company settled the Continental AG claim.

In the fourth quarter of 2001, the arbitration hearing with Valeo SA concluded. The Company also reassessed its
obligations related to the disposal of the automotive businesses and determined that it would spend $63.3 million less
on the disposition, primarily due to favorable foreign tax rulings. Based on this assessment, $63.3 million was reversed
into the 2001 Consolidated Income Statement under income from discontinued operations.

AUTOMOTIVE DISCONTINUED BEGINNING BALANCE 2002 2002 2002 ENDING BALANCE
OPERATIONS ACCRUALS JANUARY 1, 2002 SPENDING SETTLEMENTS OTHER ACTIVITY DECEMBER 31, 2002
Other Deferred Liabilities $ 807 $ (46) $- $ - $ 761
Accrued Expenses 9,500 (909) - 12,007 20,598
Environmental 14,612 (75) - - 14,537
Income Tax 154,151 - - - 154,151
Total $179,070 $(1,030) $- $12,007 $190,047

In the first quarter of 2002, the arbitrator ruled that
Valeo SA must pay the Company monies to settle the
claim related to the sale of the Electrical Systems business.

At December 31, 2002, the Company has automotive
discontinued operations accruals of $190.0 million that
primarily relate to the following: taxes $154.2 million -
which are related to the original transaction and are
recorded in accrued taxes; product recalls $8.0 million —
related to nine potential product recall issues which are
recorded in accrued expenses; environmental obligations
$14.5 million - for the remediation and investigation of
groundwater and soil contamination at 13 sites which are
recorded in other liabilities; employee benefits $11.5 mil-
lion — for workers compensation issues which are recorded
in accrued expenses; and other $1.9 million - for profes-
sional fees of which $0.8 million are recorded in other lia-
bilities and $1.1 million are recorded in accrued expenses.
In 2002, the Company has spent approximately $1 mil-
lion of the automotive discontinued operations accruals.
The Company expects that it will cash settle $154.2 mil-
lion of tax obligations in 2004 or 2005, when the IRS
audit for the applicable year is concluded. The Company
projects between $3.0 million and $4.0 million of annual
spending related to its remaining automotive obligations.

LIQUIDITY AND CAPITAL RESOURCES

The Company continues to generate substantial cash
from operations and remains in a strong financial position
with resources available for reinvestment in existing busi-
nesses, strategic acquisitions and managing the capital
structure on a short and long-term basis. The Company
plans to fund its anticipated 2003 cash requirements with

future cash from operations supplemented, as required, by
commercial paper borrowings. The Company has a
revolving credit agreement with 20 domestic and foreign
banks, which provides aggregate commitments of
$1.0 billion and expires in November 2005. The revolv-
ing credit agreement provides backup for the Company’s
commercial paper program. Commercial paper borrow-
ings at December 31, 2002 were $264.8 million. There
were no borrowings under the credit agreement at
December 31, 2002. The provisions of this facility require
the Company to maintain an interest coverage ratio, as
defined, in excess of 3.75 times. At December 31, 2002,
the Company’s interest coverage ratio was well in excess
of the minimum requirement.

Cash Flows: Cash flows from operating activities
were $594.8 million in 2002, an increase of $118.2 mil-
lion, or 24.8%, from $476.6 million generated in 2001.
The increase is largely attributable to lower tax payments
and reduced spending of accrued expenses and accounts
payable, partially offset by lower cash generated from
accounts receivable and increased pension payments.

Status of Restructuring Activities: Restructuring pay-
ments during 2002 totaled $32.2 million and were com-
prised primarily of expenditures related to the 2001
restructuring plan. The Company forecasts restructuring
payments of $14.9 million in 2003, $1.3 million in 2004
and $0.1 million thereafter. All payments are projected to
be made with future cash from operations supplemented,
as required by commercial paper borrowings.

See Note 4, “Restructuring and Asset Impairment
Charges,” in the Notes to Consolidated Financial Statements
for a detailed discussion.
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Additions to Plant, Property and Equipment: Capital
expenditures during 2002 were $153.2 million, a
decrease of $20.8 million from 2001. Approximately 30%
of the 2002 spending occurred at Fluid Technology pri-
marily related to the expansion of existing product lines,
new product lines and custodial replacement.
Approximately 26% was incurred at Motion & Flow
Control for process improvements and custodial replace-
ment. Approximately 20% was spent at Electronic
Components for new product introductions and manufac-
turing cost reduction initiatives. Defense Electronics &
Services expended approximately 24% of the 2002 total,
primarily related to the expansion of new and existing
product lines, as well as custodial replacements. At
December 31, 2002, contractual commitments have been
made for future expenditures totaling approximately
$33 million.

Acquisitions: During 2002, the Company spent
$159.2 million primarily for the acquisition of nine entities.
Eight of the entities were additions to the Fluid Technology
segment and one was within the Defense Electronics &
Services segment. The Company does not believe the acqui-
sitions are material individually or in the aggregate to its
results of operation or financial condition; however the
larger of the acquisitions were as follows:

e Flowtronex PSI Inc. (“Flowtronex”), a manufacturer
of modular pumping systems for golf courses and
other turf irrigation, sports fields, municipal and com-
mercial properties.

e PCI Membranes, a provider of membrane filtration
and chlorine disinfection systems for water treatment
and industrial water reuse.

* The Biopharm Manufacturing Division of Martin
Petersen Company, Inc., a leading manufacturer of
process systems for the biopharmaceutical industry.
All of the acquisitions were accounted for as purchases

and, accordingly, the results of operations of each acquired

company are included in the consolidated income state-
ment from the date of acquisition. The excess of the pur-
chase prices over the fair values of net assets acquired of
$117.2 million was recorded as goodwill. The purchase
price allocations for the 2002 acquisitions were based on
preliminary data and changes are expected as evaluations
are completed and as additional information becomes
available. Additionally, the Company also finalized purchase

price allocations related to the 2001 acquisitions, which
resulted in a decrease in goodwill of $9.2 million.

During 2001, the Company spent approximately
$91 million for several small acquisitions and investments,
which were not considered material individually or in the
aggregate. The acquisitions were accounted for as pur-
chases and the excess of the purchase price over the fair
values of net assets acquired of $72.1 million was recorded
as goodwill. Additionally during 2001, the Company com-
pleted purchase price allocations related to acquisitions
made during 2000, which resulted in an increase of good-
will of $18.3 million.

During 2000, the Company acquired C&K
Components, Inc., Man-Machine Interface and several
other small companies for approximately $192 million.
The acquisitions were accounted for as purchases. Goodwill
of $173.9 million was recorded by the Company in 2000
and amortized over a period of 25 to 30 years depending
on the appropriate life.

Effective January 1, 2002, the Company ceased
recording goodwill amortization in accordance with the
adoption of Statement of Financial Accounting Standards
(“SFAS”) No. 142, “Goodwill and Other Intangible Assets”
(“SFAS No. 142”). Acquisitions made during the second
half of 2001 had no goodwill amortization in accordance
with SFAS No. 142. Goodwill associated with acquisitions
made in the first half of 2001 was amortized over periods
up to 40 years (See “Accounting Pronouncements” for fur-
ther discussion of the impact of SFAS No. 142). Refer to
Note 2, “Changes in Accounting Pronouncements,” in the
Notes to Consolidated Financial Statements for further
discussion on the impacts of this statement.

Divestitures: During 2002, the Company sold its inter-
est in a defense-related joint venture for approximately
$6 million and other property and equipment for $5.6 mil-
lion. In the second quarter of 2001, the Company sold
two corporate planes for $30.7 million and other plant,
property, and equipment across all businesses for $11.8 mil-
lion. In 2000, the Company generated divestiture pro-
ceeds of $47.6 million. In the first quarter of 2000, the
Company sold the net assets of GaAsTEK, a business in
the Defense Electronics & Services segment, for $28.3 mil-
lion. The remaining $19.3 million of cash proceeds from
the sale of assets represents plant, property and equip-
ment sales across all businesses.
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Share Repurchase: In 2002, 2001 and 2000, 0.7 mil-
lion, 3.5 million and 1.7 million shares, respectively,
were repurchased to offset the dilutive effect of exercised
stock options.

Debt and Credit Facilities: Debt at December 31,
2002 was $791.8 million, compared to $973.4 million at
December 31, 2001. The decrease in debt of $181.6 mil-
lion was due to strong cash flows from operating activities
partially offset by the increase in the fair value of the
Company’s interest rate swaps during 2002.

Contractual Obligations: The Company has entered
into contractual obligations and commercial commit-
ments, including long-term debt, capital and operating
lease obligations and lines of credit. The Company leases
certain offices, manufacturing buildings, land, machinery,
automobiles, aircraft, computers, and other equipment.
Such leases expire at various dates and may include
renewals and escalations and often require the payment of
maintenance, insurance, and tax expense. Future mini-
mum operating lease payments under long-term operating
leases as of December 31, 2002 are shown below.

2003 $ 61.3
2004 54.0
2005 45.6
2006 37.1
2007 31.7
2008 and thereafter 169.6
Total minimum lease payments $399.3

The Company is also required to make principal pay-
ments on long-term debt over the next five years as follows:

2003
$17.8

2004
$1.6

2005
$3.7

2006
$3.6

2007
$2.2

In November 2000, the Company entered into a revolv-
ing credit agreement, which expires in November 2005,
with 20 domestic and foreign banks providing aggregate
commitments of $1.0 billion. The interest rate for bor-
rowings under these agreements is generally based on the
London Interbank Offered Rate (“LIBOR”), plus a spread,
which reflects the Company’s debt rating. The provisions
of these agreements require that the Company maintain
an interest coverage ratio, as defined, of 3.75 times. At

December 31, 2002, the Company’s coverage ratio was
well in excess of the minimum requirement. The commit-
ment fee on the revolving credit agreement is .125% of
the total commitment, based on the Company’s current
debt ratings. The revolving credit agreement serves as
backup for the commercial paper program and is not
otherwise restricted.

MARKET RISK EXPOSURES

The Company, in the normal course of doing busi-
ness, is exposed to the risks associated with changes in
interest rates, currency exchange rates, and commodity
prices. To limit the risks from such fluctuations, the
Company enters into various hedging transactions that
have been authorized pursuant to the Company’s policies
and procedures. See Note 1, “Accounting Policies,” and
Note 18, “Financial Instruments,” in the Notes to
Consolidated Financial Statements.

To manage exposure to interest rate movements and
to reduce its borrowing costs, the Company has borrowed
in several currencies and from various sources. The
Company has several fixed to floating interest rate swap
agreements for a notional amount of $349.4 million. As a
result of the swaps, the interest expense on substantially all
of the Company’s long-term debt is calculated on a vari-
able, rather than fixed rate, basis. Terms of the agreements
match the terms of the fixed debt and reference the
three-month LIBOR. The carrying value of these swaps at
December 31, 2002 and 2001 was $97.0 million and
$46.2 million, including $4.0 million and $3.7 million of
accrued interest, respectively.

At December 31, 2002 and 2001, the Company’s
short-term and long-term debt obligations were
$791.8 million and $973.4 million, respectively. In
addition, the Company’s cash balances at December 31,
2002 and 2001 were $202.2 million and $121.3 million,
respectively. Based on these positions and the Company’s
overall exposure to interest rates, changes of 15 and
21 basis points (equivalent to 10% of the Company’s
weighted average short-term interest rates, including the
rates associated with the Company’s interest rate swaps, at
December 31, 2002 and 2001, respectively) on the
Company’s cash and marketable securities, and on its
floating rate debt obliga-tions and related interest rate
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derivatives, would have a $0.8 million and $1.7 million
effect on the Company’s pretax earnings for the years
ended December 31, 2002 and 2001, respectively.
Increases of 78 and 79 basis points in long-term interest
rates (equivalent to 10% of the Company’s weighted aver-
age long-term interest rates at December 31, 2002 and
2001, respectively) would have a $2.8 million and $3.6
million effect on the fair value of the Company’s fixed
rate debt for the years ended December 31, 2002 and
2001, respectively.

The multinational operations of the Company are
exposed to foreign currency exchange rate risk. The
Company utilizes foreign currency denominated forward
contracts to hedge against adverse changes in foreign
exchange rates. Such contracts generally have durations of
less than one year. The Company has utilized foreign cur-
rency denominated derivative instruments to selectively
hedge its net long-term investments in foreign countries.
During 2002, the Company’s largest exposures to foreign
exchange rates exist primarily with the Euro, Swedish
Krona, and British Pound against the U.S. Dollar. At
December 31, 2002, the Company had nine foreign cur-
rency derivatives outstanding for a total notional amount
of $109.1 million. A 10% adverse change in currency
exchange rates for the Company’s foreign currency deriv-
atives and other foreign currency-denominated financial
instruments, held as of December 31, 2002, would have
an impact of approximately $4.3 million on the fair value
of such instruments. During 2001, the Company’s largest
exposures to foreign exchange rates exist primarily with
the Euro, Swedish Krona, and British Pound against the
U.S. Dollar. At December 31, 2001, the Company had
seven foreign currency derivatives outstanding for a total
notional amount of $50.3 million. A 10% adverse change
in currency exchange rates for the Company’s foreign cur-
rency derivatives and other foreign currency-denominated
financial instruments, held as of December 31, 2001,
would have an impact of approximately $1.2 million on
the fair value of such instruments. The Company uses
derivative instruments to hedge exposures, and as such,
the quantification of the Company’s market risk for for-
eign exchange financial instruments does not account for
the offsetting impact of the Company’s underlying invest-
ment and transactional positions.

INCOME TAXES

Foreign Tax Credits: As a global company, the
Company makes provisions for, and pays taxes in, numer-
ous jurisdictions, some of which impose income taxes in
excess of equivalent U.S. domestic rates. Credit for such
taxes is generally available under U.S. tax laws when earn-
ings are remitted, or deemed to be remitted, to the United
States. The Company expects to fully utilize credits gener-
ated through December 31, 2002 for income taxes paid in
foreign jurisdictions.

Deferred Tax Assets: The Company had net deferred
tax assets of $532.9 million and $297.6 million at
December 31, 2002 and 2001, respectively. The deferred
tax assets for both periods are composed of U.S., foreign,
state and local deferred tax assets. These net deferred tax
assets arise from temporary differences between assets
and liabilities for financial reporting and tax purposes
and primarily relate to the timing of accrual payments,
employee benefits, and accelerated depreciation. It is
management’s expectation that the Company will have
sufficient future taxable income from continuing opera-
tions to utilize its deductions in future periods.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements, in confor-
mity with generally accepted accounting principles,
requires management to make estimates and assumptions
that affect the reported value of assets and liabilities and
the disclosure of contingent assets and liabilities.

The Company has identified three accounting policies
where estimates are used that require assumptions or factors
that are of an uncertain nature, or where a different estimate
could have been reasonably utilized or changes in the esti-
mate are reasonably likely to occur from period to period.

Environmental: Accruals for environmental matters
are recorded on a site by site basis when it is probable that
a liability has been incurred and the amount can be rea-
sonably estimated. The Company calculates the liability
by utilizing a cost estimating and weighting matrix that
separates costs into recurring and non-recurring cate-
gories. The Company then uses internal and external
experts to assign confidence levels based on the site’s
development stage, type of contaminant found, applicable
laws, existing technologies and the identification of other
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potentially responsible parties. This methodology pro-
duces a range of estimates, including a best estimate. At
December 31, 2002, the Company’s best estimate is
$113 million, which approximates the accrual, related to
the remediation of ground water and soil. The low range
estimate for environmental liabilities is $85 million and
the high range estimate is $174 million. On an annual basis
the Company spends between $11 million and $14 mil-
lion on its environmental remediation liabilities. These
estimates are reviewed periodically and updated for
progress of remediation efforts and changes in facts and
legal circumstances. Liabilities for environmental expen-
ditures are recorded on an undiscounted basis.

The Company is currently involved in the environmen-
tal investigation and remediation of 104 sites, including
certain instances where it is considered to be a potentially
responsible party by the United States Environmental
Protection Agency (“EPA”) or similar state agency.

At present, the Company is involved in litigation
against its insurers for reimbursement of environmental
response costs. Recoveries from insurance companies or
other third parties are recognized in the financial state-
ments when it is probable that they will be realized.

In the event that future remediation expenditures are
in excess of the amounts accrued, management does not
anticipate that they will have a material adverse effect on
the consolidated financial position, results of operations
or liquidity of the Company.

See Note 21, “Commitments and Contingencies,” in
the Notes to the Consolidated Financial Statements for
additional details on environmental matters.

Employee Benefit Plans: The Company sponsors
numerous employee pension and welfare benefit plans.
These plans utilize various assumptions in the deter-
mination of projected benefit obligations and expense
recognition related to pension and other postretirement
obligations. These assumptions include: discount rates,
expected rates of return on plan assets, rate of future com-
pensation increases, mortality, termination and health
care inflation trend rates, some of which are disclosed in
Note 19, “Employee Benefit Plans,” in the Notes to the
Consolidated Financial Statements.

Key Pension Assumptions: Management develops
each assumption by using relevant Company experience
in conjunction with market related data for each individ-
ual country in which such plans exist. All assumptions are
reviewed periodically with third party actuarial consult-
ants and adjusted as necessary.

At December 31, 2002, the Company lowered the
discount rate on all of its domestic pension plans, which
represent about 92% of the Company’s total pension obli-
gations, from 7.25% to 6.50%. The Company’s weighted
average discount rate for all pension plans, including for-
eign affiliate plans, at December 31, 2002, is 6.44%.

Reflecting lower future expected return on assets, the
Company revised downward its estimate of the long-term
rate of return on assets for domestic pension plans to
9.0%, from 9.75% at December 31, 2002. The revised
estimate of 9.0% incorporates downward adjustments
from historical levels of the risk-free rate of return and of
the equity risk premium. For reference, the Company’s
average annual return on plan assets for domestic pension
plans stood at 9.3%, 10.4%, 11.3% and 11.9%, for the
past 10, 15, 20, and 25 year periods, respectively. The
Company’s weighted average expected return on plan
assets for all pension plans, including foreign affiliate
plans, at December 31, 2002, is 8.86%.

ASSUMPTION 2001 2002
Discount Rate 7.14% 6.44%
Long-Term Rate of Return on Assets 9.61% 8.86%

Pension Funding: The Company contributed
$50.0 million to the U.S. Master Trust in the fourth quar-
ter of 2002, and contributed $200 million in the first
quarter of 2003. As a result, the Company will not face
substantial mandatory contributions in 2004, under cur-
rent IRS contribution rules.

Depending on market conditions, and assuming that
current IRS contribution rules continue to apply in the
future, the Company estimates that it may be required to
contribute an additional $200 million to $400 million in
the 2005 to 2006 timeframe.

The Company’s Defense Electronics & Services
segment represents approximately 50% of the active
U.S. Salaried Plan participants. As a result, the Company

Diane Stevens

ENGINEERED PROCESS SOLUTIONS

AMORY, MISSISSIPPI

RING OF QUALITY: CONTINUED LONG HISTORY OF
OUTSTANDING, ENERGIZED CUSTOMER SERVICE

q_r

Siegrid Wimmer

REPRESENTING THE TEAM

ITT RICHTER

KEMPEN, GERMANY

RING OF QUALITY: DESIGNED AWARD-WINNING
WEBSITE FOCUSED ON CUSTOMER NEEDS

34



will seek reimbursement from the Department of Defense
for a portion of its pension costs, in accordance with gov-
ernment regulations.

Funded Status: Funded status is derived by subtracting
the value of the projected benefit obligations at December 31,
2002 from the end of year fair value of plan assets.

During 2002, the Company’s U.S. Salaried Pension
Plan assets declined by $446.7 million to $2,341.8 mil-
lion at the end of 2002. This decline reflected primarily
a negative return on assets of $291.5 million, payments to
plan beneficiaries of $202.3 million and Company con-
tributions of $50.0 million. In addition, the projected plan
obligation for the U.S. Salaried Pension Plan increased
substantially due to the 75 basis point decrease in the
discount rate at year-end. As a result, funded status for the
Company’s total pension obligation, including affiliate
plans, deteriorated from $(383.5) million at the end of
2001 to $(1,323.9) million at the end of 2002.

Funded status at the end of 2003 will depend prima-
rily on the actual return on assets during the year and the
discount rate at the end of the year. The Company esti-
mates that every 25 basis points change in the discount
rate impacts the funded status of the U.S. Salaried Pension
Plan, which represents about 81% of the Company’s pen-
sion obligations, by approximately $90 million. Similarly,
every five percentage points in the 2003 rate of return on
assets impacts the same plan by approximately $130 million.

Assuming a range of return on assets of —=5% to +5%
for 2003, and a range of the discount rate of 6.25% to
6.75%, the Company estimates that the total projected
benefit obligations will be underfunded by approximately
$1.2 billion to $1.7 billion at December 31, 2003.

Minimum Pension Liability: SFAS No. 87, “Employers
Accounting for Pension,” requires that a minimum pension
liability be recorded if a plan’s market value of assets falls
below the plan’s accumulated benefit obligation. In 2002,
the combination of a decline in assets and a decline in the
discount rate caused several of the Company’s plans to
show such a deficit. As a result, during 2002, the Company
recorded a total after-tax reduction of $765.5 million to
its total shareholders’ equity. It is important to note that
this reduction in total equity did not cause a default in
any of the Company’s debt covenants. Future recognition
of additional minimum pension liabilities will depend
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primarily in the rate of return on assets and the prevailing
discount rate.

Pension Expense: The Company recorded $10.4 mil-
lion of pension income into its Consolidated Income
Statement in 2002. The Company expects to incur approx-
imately $20 million of pension expense that will be
recorded into its Consolidated Income Statement in 2003.

Revenue Recognition: The Company recognizes rev-
enue as services are rendered and when title transfers for
products, subject to any special terms and conditions of
specific contracts. For the majority of the Company’s
sales, title transfers when products are shipped. Under
certain circumstances, title passes when products are
delivered. In the Defense Electronics & Services segment,
certain contracts require the delivery, installation, testing,
certification and customer acceptance before revenue can
be recorded. Further, some sales are recognized when the
customer picks up the product.

The Defense Electronics & Services segment typically
recognizes revenue and anticipated profits under long-
term, fixed-price contracts based on units of delivery or
the completion of scheduled performance milestones.
Estimated contract costs and resulting margins are
recorded in proportion to recorded sales. During the per-
formance of such contracts, estimated final contract prices
and costs (design, manufacturing, and engineering and
development costs) are periodically reviewed and revisions
are made when necessary. The effect of these revisions to
estimates is included in earnings in the period in which
revisions are made. There were no material revisions to
estimates in the covered periods.

Accruals for estimated expenses related to war-
ranties are made at the time products are sold or services
are rendered. These accruals are established using histor-
ical information on the nature, frequency and average
cost of warranty claims and estimates of future costs.
Management believes the warranty accruals are ade-
quate; however, actual warranty expenses could differ
from estimated amounts. The accrual for product war-
ranties at December 31, 2002 and 2001 was $40.4 million
and $37.7 million, respectively. See Note 22, “Guarantees,
Indemnities and Warranties,” in the Notes to the
Consolidated Financial Statements for additional details.



ACCOUNTING PRONOUNCEMENTS

The Company adopted SFAS No. 141, “Business
Combinations” (“SFAS No. 141”), effective July 1, 2001.
SFAS No. 141 requires that the purchase method of
accounting be used for all business combinations initiated
after June 30, 2001 and prohibits the use of the pooling-
of-interests method. In addition, SFAS No. 141 requires
intangible assets other than goodwill be identified. Such
intangibles are required to be amortized over their eco-
nomic useful lives. The adoption of SFAS No. 141, in
2001, did not have a material impact on the Company’s
results of operations or financial position.

In June 2001, the Financial Accounting Standards
Board (“FASB”) issued SFAS No. 142, which changes the
accounting for goodwill from an amortization method to
an impairment only approach. The amortization of good-
will from past business combinations ceased upon adoption
of this statement on January 1, 2002. In connection with
the adoption of SFAS No. 142, the Company completed a
transitional goodwill impairment test that compared the
fair value of each reporting unit to its carrying value and
determined that no impairment existed.

In June 2001, the FASB issued SFAS No. 143, “Accounting
for Asset Retirement Obligations” (“SFAS No. 143”). The
standard requires that legal obligations associated with
the retirement of tangible long-lived assets be recorded at
fair value when incurred. The Company adopted SFAS
No. 143 effective January 1, 2003. The adoption of the
pronouncement did not have a material impact on the
Company’s results of operations or financial position.

The Company adopted SFAS No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets”
(“SFAS No. 144”), effective January 1, 2002. SFAS No. 144
outlines accounting and financial reporting guide-
lines for the sale or disposal of long-lived assets and
discontinued operations. The adoption of the pronounce-
ment did not have a material impact on the Company’s
results of operations or financial position.

In June 2002, the FASB issued SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal
Activities” (“SFAS No. 146”). SFAS No. 146 requires that a
liability for a cost associated with an exit or disposal activ-
ity be recognized and measured at its fair value in the
period it is incurred and applies prospectively to such
activities that are initiated after December 31, 2002. The

provisions of this standard are not expected to have a
material effect on the Company’s future results, results of
operations or financial condition.

In December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock Based Compensation — Transition
and Disclosure, an amendment of FASB Statement No. 123”
(“SFAS No. 148”). SFAS No. 148 provides alternative
methods of transition for a voluntary change to the fair
value based method of accounting for stock-based employee
compensation. The Statement also requires prominent dis-
closures in both annual and interim financial statements
about the method of accounting for stock-based employee
compensation and the effect of the method on reported
results. The Company adopted the disclosure requirements
of SFAS No. 148 effective December 2002 and continues
to account for its plans under the intrinsic value recogni-
tion and measurement principles of APB Opinion No. 25,
“Accounting for Stock Issues to Employees.”

In November 2002, the FASB issued Interpretation
No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others” (“FIN 45”). FIN 45 requires
the recognition of liabilities for guarantees that are
issued or modified subsequent to December 31, 2002. The
liabilities should reflect the fair value, at inception, of the
guarantors’ obligations to stand ready to perform, in the
event that the specified triggering events or conditions
occur. The Company is currently evaluating the provisions
of this interpretation; however, does not believe they will
have a material effect on the Company’s future results of
operations or financial condition. The Interpretation also
requires disclosure of accounting policies and methodolo-
gies with respect to warranty accruals, as well as a reconcil-
iation of the change in these accruals for the reporting
period. Refer to Note 22, “Guarantees, Indemnities and
Warranties,” in the Notes to the Consolidated Financial
Statements for additional information.

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities” (“FIN 467).
FIN 46 requires unconsolidated variable interest entities to
be consolidated by their primary beneficiaries if the entities
do not effectively disperse the risks and rewards of owner-
ship among their owners and other parties involved. The
provisions of FIN 46 are applicable immediately to all vari-
able interest entities created after January 31, 2003 and

36



variable interest entities in which an enterprise obtains an
interest after that date, and for variable interest entities
created before this date, the provisions are effective July 1,
2003. The Company is currently evaluating the provisions
of this interpretation; however, we do not believe they will
have a material impact on the Company’s results of opera-
tions or financial position.

RISKS AND UNCERTAINTIES

Environmental Matters: The Company is subject to
stringent environmental laws and regulations that affect
its operating facilities and impose liability for the cleanup
of past discharges of hazardous substances. In the United
States, these laws include the Federal Clean Air Act, the
Clean Water Act, the Resource Conservation and Recovery
Act, and the Comprehensive Environmental Response,
Compensation and Liability Act. Management believes
that the Company is in substantial compliance with these
and all other applicable environmental requirements.
Environmental compliance costs are accounted for as nor-
mal operating expenses.

In estimating the costs of environmental investigation
and remediation, the Company considers, among other
things, regulatory standards, its prior experience in reme-
diating contaminated sites, and the professional judgment
of environmental experts. It is difficult to estimate the
total costs of investigation and remediation due to various
factors, including incomplete information regarding par-
ticular sites and other potentially responsible parties,
uncertainty regarding the extent of contamination and the
Company’s share, if any, of liability for such problems, the
selection of alternative remedies, and changes in cleanup
standards. When it is possible to create reasonable esti-
mates of liability with respect to environmental matters,
the Company establishes accruals in accordance with gen-
erally accepted accounting principles. Insurance recover-
ies are included in other assets when it is probable that a
claim will be realized. Although the outcome of the
Company’s various remediation efforts presently cannot
be predicted with a high level of certainty, management
does not expect that these matters will have a material
adverse effect on the Company’s consolidated financial
position, results of operations, or cash flows. For disclo-
sure of the Company’s commitments and contingencies,
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see Note 21, “Commitments and Contingencies” in the
Notes to Consolidated Financial Statements.

Euro Conversion: The Company successfully imple-
mented its Euro conversion plans and has not experienced
any problems related to the conversion.

2003 Outlook: The Company does not expect
improvement in overall economic conditions in 2003 due
to continued low growth and overcapacity, which will
continue to dampen capital spending. Moreover, the
Company anticipates continued pricing pressure in its
major commercial segments. The Company believes that
Defense spending in the United States will increase.
Overall, the Company expects 2003 revenue to increase
39% to 5% over 2002 revenue partially as a result of acqui-
sitions completed in 2002. Operating margin is expected
to be flat with the 2002 operating margin reflecting the
increased contribution of the Defense Electronics &
Services segment and the challenging market conditions
described above. Higher taxes, including the absence of a
$61.2 million tax refund, are the primary reason that the
Company anticipates lower EPS in 2003 of $3.70
to $3.90. The Company further expects cash from oper-
ating activities to be at least $370 million, reflecting the
$200 million pre-funding of pension obligations.

In the Fluid Technology business, the Company
expects continued growth in its Water & Wastewater busi-
nesses and weakness in Industrial Pumps will translate to
revenue growth of 5% to 7% over 2002. In the Defense
Electronics & Services business, the Company believes
that its record backlog and program ramp-up will trans-
late into revenue growth of 5% to 7% over 2002. In the
Motion & Flow Control business, the Company expects
that declines in worldwide automotive and airplane build
rates, automotive platform losses and weakness in the
aerospace controls market will translate into a revenue
decline of 4% to 6% from 2002. In the Electronic
Components business, the Company believes that pricing
pressures and softness in most end markets will continue.
To address these conditions, the Company will continue
shifting its production footprint to low cost regions. It is
anticipated that this will entail restructuring actions and
associated period costs. Despite the challenging condi-
tions, the Company believes the affect of new products
and market penetration will result in revenue growth of
flat to +3% from 2002.



The Company expects to receive tax refunds in 2003,
some of which will favorably impact the effective tax rate
and interest expense lines of the Consolidated Income
Statements. The affect of these tax refunds are not
included in the EPS guidance provided above.

FORWARD-LOOKING STATEMENTS

Certain statements contained in this document, includ-
ing within this Management’s Discussion and Analysis of
Financial Condition and Results of Operations (most
particularly, material presented under “Liquidity and
Capital Resources,” “Market Risk Exposures,” “Critical
Accounting Policies” and “Risks and Uncertainties”), that
are not historical facts, constitute “Forward-Looking
Statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Forward-looking state-
ments, in general, predict, forecast, indicate or imply future
results, performance or achievements and generally use
words so indicative. Such forward-looking statements
involve known and unknown risks, uncertainties and other
factors that may cause the actual results or performance of
the Company and its businesses to be materially different
from that expressed or implied by such forward-looking
statements. Such factors may be described or referred to
from time to time in filings made by the Company with the
Securities and Exchange Commission. Included in those
factors are the following: general economic and business
conditions; foreign currency exchange rates; political, social
and economic conditions and local regulations in the coun-
tries in which the Company conducts its businesses; govern-
ment regulations and compliance therewith; demographic
changes; sales and revenues mix; pricing levels; changes in
sales and revenues to, or the identity of, significant cus-
tomers; changes in technology; industry capacity and pro-
duction rates; ability of outside third parties to comply with

their commitments; competition; capacity constraints;
availability of raw materials and adequate labor; availability
of appropriate professional expertise; availability of liquid-
ity sufficient to meet the Company’s needs; the ability to
adapt to changes resulting from acquisitions and divesti-
tures and to effect cost reduction programs; and various
other factors referenced in this Management’s Discussion
and Analysis. In some areas the availability of energy
sources may affect our production processes or customer
demand for our products or services. In addition to these
factors, our business segments may be affected by the more
specific factors referred to below.

The Fluid Technology business will be affected by fac-
tors including global economic conditions; governmental
funding levels; international demand for fluid manage-
ment products; the ability to successfully expand into new
geographic markets; weather conditions; and continued
demand for replacement parts and servicing.

The Defense Electronics & Services business will be
affected by factors including the level of defense funding
by domestic and foreign governments; our ability to
receive contract awards; and our ability to develop and
market products and services for customers outside of tra-
ditional markets.

The Motion & Flow Control business will be affected
by the cyclical nature of the transportation industries;
strikes at major auto producers; and international demand
for marine and leisure products.

The Electronic Components business will be affected
by the economic conditions in its major markets, the success
of new products and the cyclical nature of the industry.

The Company assumes no obligation to update
forward-looking statements to reflect actual results or
changes in or additions to the factors affecting such forward-
looking statements.
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REPORT OF MANAGEMENT

The management of ITT Industries, Inc. is responsi-
ble for the preparation and integrity of the information
contained in the consolidated financial statements and
other sections of this document. The consolidated finan-
cial statements are prepared in accordance with account-
ing principles generally accepted in the United States and,
where necessary, include amounts that are based on man-
agement’s informed judgments and estimates. Other
information herein is consistent with the consolidated
financial statements.

ITT Industries’ consolidated financial statements are
audited by Deloitte & Touche LLP, independent auditors,
whose appointment is ratified by the shareholders.
Management has made ITT Industries’ financial records
and related data available to Deloitte & Touche LLP, and
believes that the representations made to the independent
auditors are valid and complete.

ITT Industries’ system of internal controls is a major
element in management’s responsibility to assure that the
consolidated financial statements present fairly the
Company’s financial condition. The system includes both
accounting controls and the internal auditing program,
which are designed to provide reasonable assurance that
the Company’s assets are safeguarded, that transactions
are properly recorded and executed in accordance with
management’s authorization, and that fraudulent financial
reporting is prevented or detected.

ITT Industries’ internal controls provide for the care-
ful selection and training of personnel and for appropriate
divisions of responsibility. The controls are documented
in written codes of conduct, policies, and procedures that
are communicated to ITT Industries’ employees. Manage-
ment continually monitors the system of internal controls
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for compliance. In addition, based upon management’s
assessment of risk, both operational and financial, special
reviews are performed by contracted auditors to periodi-
cally test the effectiveness of selected controls. The inde-
pendent auditors also consider internal controls and
perform tests of accounting records to enable them to
express their opinion on I'TT Industries’ consolidated
financial statements. They also make recommendations
for improving internal controls, policies, and practices.
Management takes appropriate action in response to
each recommendation.

Within the past year ITT Industries established a
Disclosure Committee with responsibility for considering
and evaluating the materiality of information and review-
ing disclosure obligations on a timely basis. The
Disclosure Committee meets regularly, reports to the
General Counsel and the Chief Financial Officer and
assists the Chief Executive Officer and the Chief Financial
Officer in designing, establishing, reviewing and evaluat-
ing the Company’s disclosure controls and procedures.

The Audit Committee of the Board of Directors, com-
posed of independent, non-employee directors, meets peri-
odically with management and, also separately and privately,
with the independent auditors and contracted auditors to
evaluate the effectiveness of the work performed by them in
discharging their respective responsibilities.

A g 7 @u{n%n/

David J. Anderson
Senior Vice President and
Chief Financial Officer

Louis J. Giuliano
Chairman, President and
Chief Executive Officer



INDEPENDENT AUDITORS’ REPORT
ITT INDUSTRIES, INC. AND SUBSIDIARIES

TO BOARD OF DIRECTORS AND SHAREHOLDERS OF
ITT INDUSTRIES, INC., WHITE PLAINS, NEW YORK

We have audited the accompanying consolidated
balance sheet of ITT Industries, Inc. and subsidiaries (“the
Company”) as of December 31, 2002, and the related
consolidated statements of income, comprehensive
income, changes in shareholders’ equity, and cash flows
for the year then ended. These financial statements are the
responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial
statements based on our audit. The consolidated financial
statements of the Company as of December 31, 2001 and
for each of the years ended December 31, 2001 and 2000
were audited by other auditors who have ceased
operations. Those auditors expressed an unqualified opin-
ion on those financial statements in their report dated
January 23, 2002.

We conducted our audit in accordance with auditing
standards generally accepted in the United States of
America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about
whether the financial statements are free of material mis-
statement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made
by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides
a reasonable basis for our opinion.

In our opinion, such 2002 consolidated financial state-
ments present fairly, in all material respects, the financial
position of ITT Industries, Inc. and subsidiaries as of

December 31, 2002, and the results of their operations
and their cash flows for the year then ended in conformity
with accounting principles generally accepted in the
United States of America.

As discussed in Note 1 to the consolidated financial
statements, effective January 1, 2002 the Company
changed its method of accounting for goodwill to con-
form to Statement of Financial Accounting Standards
(SFAS) No. 142.

As discussed above, the consolidated financial state-
ments of ITT Industries, Inc. and subsidiaries as of
December 31, 2001, and for each of the years ended
December 31, 2001 and 2000 were audited by other audi-
tors who have ceased operations. Notes 6, 13 and 17 of
these financial statements include additional disclosures
related to 2001 and 2000. The additional disclosures and
the audit procedures performed by us on those additional
disclosures are described below.

Note 6 to the consolidated financial statements for
the years ended December 31, 2001 and 2000 includes
additional disclosures relating to the components com-
prising sales and revenues and costs of sales and revenues.
Our audit procedures with respect to the disclosures in
Note 6 with respect to 2001 and 2000 included (i) agree-
ing the previously reported sales and revenues and costs of
sales and revenues to previously issued financial state-
ments (ii) agreeing the product sales, service revenues,
costs of product sales and costs of service revenues to the
Company’s underlying sales and revenues and costs of
sales and revenues records obtained from management,
(iii) agreeing the service revenues and costs of service rev-
enues by segment to the Company’s underlying service
revenues and costs of service revenues records obtained

40



from management, and (iv) testing the mathematical
accuracy of the reconciliation of the product sales, service
revenues, costs of product sales and costs of service rev-
enues. In our opinion, the disclosures for 2001 and 2000
in Note 6 are appropriate.

As discussed in Note 13 to the consolidated financial
statements, the consolidated financial statements for the
years ended December 31, 2001 and 2000 have been
revised to include the transitional disclosures required by
SFAS No. 142, which was adopted by the Company as of
January 1, 2002. Our audit procedures with respect to the
disclosures on the consolidated income statement and in
Note 13 with respect to 2001 and 2000 included (i) agree-
ing the previously reported net income to the previously
issued financial statements and the adjustments to
reported net income, representing amortization expense
(including any related tax effects) recognized in those
periods related to goodwill and intangible assets that are
no longer being amortized, to the Company’s underlying
records obtained from management, (ii) testing the math-
ematical accuracy of the reconciliation of reported net
income to adjusted net income, and the related earnings
per share amounts, (iii) agreeing goodwill by reportable
segment, as of December 31, 2001, to the Company’s
underlying records obtained from management, (iv)
agreeing amortized intangibles, including patents and
other intangibles, and accumulated amortization, and
unamortized intangibles, including brands, trademarks,
and pension related intangibles, to the Company’s under-
lying records obtained from management, and (v) testing
the mathematical accuracy of the reconciliation of amor-
tized intangibles and unamortized intangibles. In our
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opinion, the disclosures for 2001 and 2000 on the consol-
idated income statement and in Note 13 are appropriate.

Note 17 to the consolidated financial statements for
the years ended December 31, 2001 and 2000 includes
additional disclosures relating to the cash flow components
comprising the individual changes in receivables, invento-
ries, and accounts payable and accrued expenses. Our audit
procedures with respect to the disclosures in Note 17 with
respect to 2001 and 2000 included (i) agreeing the previ-
ously reported cumulative change in accounts receivables,
inventories, and accounts payable and accrued expenses to
previously issued financial statements (ii) agreeing the
change in receivables, change in inventories, and change in
accounts payable and accrued expenses to the Company’s
underlying records obtained from management, and
(iii) testing the mathematical accuracy of the reconciliation
of the change in receivables, inventories, and accounts
payable and accrued expenses. In our opinion, the disclo-
sures for 2001 and 2000 in Note 17 are appropriate.

We were not engaged to audit, review, or apply any
procedures to the 2001 and 2000 consolidated financial
statements of the Company other than with respect to
such disclosures mentioned above and, accordingly, we do
not express an opinion or any other form of assurance on
the 2001 or 2000 consolidated financial statements taken
as a whole.

Doebioerte + Touwk o

Stamford, Connecticut
January 22,2003



REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
ITT INDUSTRIES, INC. AND SUBSIDIARIES

TO THE SHAREHOLDERS OF ITT INDUSTRIES, INC.:

We have audited the accompanying consolidated
financial statements of ITT Industries, Inc. (an Indiana
corporation) and subsidiaries as of December 31, 2001
and 2000, and for each of the three years in the period
ended December 31, 2001, as set forth on pages 28—48 of
this report. These financial statements are the responsibil-
ity of the Company’s management. Our responsibility is
to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles

used and significant estimates made by management, as
well as evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the financial
position of ITT Industries, Inc. and subsidiaries as of
December 31, 2001 and 2000, and the results of their
operations and their cash flows for each of the three years
in the period ended December 31, 2001, in conformity
with accounting principles generally accepted in the
United States.

Y P A

ARTHUR ANDERSEN LLP
Stamford, Connecticut
January 23,2002

This is a copy of the audit report previously issued by Arthur Andersen LLP in connection with the Company’s
2001 annual report. This audit report has not been reissued by Arthur Andersen LLP.
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CONSOLIDATED INCOME STATEMENTS

(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

YEAR ENDED DECEMBER 31, 2002 2001 2000
Sales and revenues $4,985.3 $4,675.7 $4,829.4
Costs of sales and revenues 3,211.9 3,044.5 3,195.3
Selling, general and administrative expenses 720.2 671.3 713.6
Research, development and engineering expenses 5191 424.7 391.2
Goodwill amortization expense - 40.7 36.2
Restructuring and asset impairments (3.5) 97.7 -
Total costs and expenses 4,447.7 4,278.9 4,336.3
Operating income 537.6 396.8 493.1
Interest expense, net 32.4 62.0 75.2
Miscellaneous (income) expense (3.6) 1.4 (2.0)
Income from continuing operations before income taxes 508.8 333.4 419.9
Income tax expense 128.9 116.7 155.4
Income from continuing operations 379.9 216.7 264.5
Discontinued operations:
Income from discontinued operations,
including tax benefit of $50.7 - (60.0) -
Net income $ 379.9 $ 276.7 $ 264.5
Earnings Per Share
Income from continuing operations:
Basic $ 417 $§ 246 $ 3.01
Diluted $ 4.06 $ 2.39 § 294
Discontinued operations:
Basic $ - $ 0.68 $ -
Diluted $ - $ 0.66 $ -
Net income:
Basic $ 417 $ 3.14 $ 3.01
Diluted $ 4.06 $ 3.05 $ 294
Pro Forma Results
Reported net income $ 3799 $ 276.7 $ 264.5
Add back goodwill amortization, net of tax - 35.9 31.4
Adjusted net income $ 379.9 $ 312.6 $ 2959
Adjusted basic earnings per share $ 417 $ 3.55 $ 3.37
Adjusted diluted earnings per share $ 4.06 $ 345 $ 3.29
Average Common Shares — Basic 91.0 88.1 87.9
Average Common Shares — Diluted 93.6 90.6 90.0

The accompanying Notes to Consolidated Financial Statements are an integral part of the above statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(IN MILLIONS)

PRETAX TAX
INCOME (EXPENSE) AFTER-TAX
YEAR ENDED DECEMBER 31, 2002 (EXPENSE) BENEFIT AMOUNT
Net income $379.9
Other income (loss):
Foreign currency translation:

Adjustments arising during period $  99.0 $ - 99.0
Unrealized (loss) gain on investment securities (0.1) - (0.1)
Minimum pension liability (1,172.2) 406.7 (765.5)

Total other loss $(1,073.3) $406.7 (666.6)

Comprehensive loss $(286.7)
PRETAX TAX
INCOME (EXPENSE) AFTER-TAX
YEAR ENDED DECEMBER 31, 2001 (EXPENSE) BENEFIT AMOUNT
Net income $276.7
Other income (loss):
Foreign currency translation:

Adjustments arising during period $ (36.8) $ (1.0) (37.8)
Unrealized gain (loss) on investment securities 0.7 - 0.7
Minimum pension liability (9.6) 3.3 (6.3)

Total other loss $ (457 $ 23 (43.4)

Comprehensive income $233.3
PRETAX TAX
INCOME (EXPENSE) AFTER-TAX
YEAR ENDED DECEMBER 31, 2000 (EXPENSE) BENEFIT AMOUNT
Net income $264.5
Other income (loss):
Foreign currency translation:

Adjustments arising during period $  (69.1) $ 8.2 (60.9)

Reclassifications included in net income (5.6) - (5.6)
Unrealized (loss) gain on investment securities (1.6) - (1.6)
Minimum pension liability (20.4) 7.5 (12.9)

Total other loss $ (96.7) $ 15.7 (81.0)

Comprehensive income $183.5

The accompanying Notes to Consolidated Financial Statements are an integral part of the above statements.
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CONSOLIDATED BALANCE

SHEETS

(IN MILLIONS, EXCEPT SHARE AND PER SHARE AMOUNTS)

DECEMBER 31, 2002 2001
Assets
Current Assets:
Cash and cash equivalents $ 202.2 $ 121.3
Receivables, net 868.3 774.3
Inventories, net 552.9 496.3
Other current assets 77.1 66.9
Total current assets 1,700.5 1,458.8
Plant, property and equipment, net 841.2 791.0
Deferred income taxes 546.3 310.9
Goodwill, net 1,550.5 1,415.0
Other intangible assets, net 74.4 42.9
Other assets 676.7 489.8
Total non-current assets 3,689.1 3,049.6
Total assets $5,389.6 $4,508.4
Liabilities and Shareholders’ Equity
Current Liabilities:
Accounts payable $ 484.0 $ 400.5
Accrued expenses 725.3 727.9
Accrued taxes 221.3 251.2
Notes payable and current maturities of long-term debt 299.6 517.0
Total current liabilities 1,730.2 1,896.6
Pension benefits 1,430.3 199.0
Postretirement benefits other than pensions 198.7 195.9
Long-term debt 492.2 456.4
Other liabilities 400.9 384.7
Total non-current liabilities 2,522.1 1,236.0
Total liabilities 4,252.3 3,132.6
Shareholders’ Equity:
Common stock: Authorized — 200,000,000 shares, $1 par value per share
Outstanding — 91,824,515 shares and 88,786,701 shares 91.8 88.8
Retained earnings 1,939.1 1,514.0
Accumulated other comprehensive loss:
Unrealized loss on minimum pension liability (784.7) (19.2)
Other comprehensive loss (108.9) (207.8)
Total accumulated other comprehensive loss (893.6) (227.0)
Total shareholders’ equity 1,137.3 1,375.8
Total liabilities and shareholders’ equity $5,389.6 $4,508.4

The accompanying Notes to Consolidated Financial Statements are an integral part of the above statements.

45




CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN MILLIONS)

YEAR ENDED DECEMBER 31, 2002 2001 2000
Operating Activities
Net income $379.9 $276.7 $264.5
Income from discontinued operations - (60.0) -
Income from continuing operations 379.9 216.7 264.5
Adjustments to income from continuing operations:

Depreciation and amortization 171.4 212.9 201.8

Restructuring and asset impairments (3.5) 97.7 -
Payments for restructuring (32.2) (27.1) (25.9)
Change in receivables, inventories, accounts payable, and

accrued expenses 34.2 (68.5) (26.9)
Change in accrued and deferred taxes 125.2 27.3 44.2
Change in other current and non-current assets (56.7) 20.7 (2.0)
Change in other non-current liabilities (33.3) (5.1) (34.2)
Other, net 9.8 2.0 (6.9)

Net Cash — operating activities 594.8 476.6 414.6
Investing Activities
Additions to plant, property and equipment (153.2) (174.0) (180.6)
Acquisitions (159.2) (90.9) (192.0)
Proceeds from sale of assets and businesses 11.6 42.5 47.6
Other, net (3.2) 2.4 (1.3)

Net Cash — investing activities (304.0) (220.0) (326.3)
Financing Activities
Short-term debt, net (235.8) (32.4) (43.5)
Long-term debt repaid (3.3) (77.2) (21.1)
Long-term debt issued 0.7 6.4 0.9
Repurchase of common stock (32.3) (150.9) (54.0)
Proceeds from issuance of common stock 93.3 104.3 27.4
Dividends paid (54.3) (52.9) (52.9)
Other, net - 0.9 (0.8)

Net Cash - financing activities (231.7) (201.8) (144.0)
Exchange Rate Effects on Cash and Cash Equivalents 5.3 (3.8) (28.0)
Net Cash — Discontinued Operations 16.5 (18.4) 9.3)
Net change in cash and cash equivalents 80.9 32.6 (93.0)
Cash and cash equivalents — beginning of year 121.3 88.7 181.7
Cash and Cash Equivalents — End of Year $202.2 $121.3 $ 88.7
Supplemental Disclosures of Cash Flow Information
Cash paid during the year for:

Interest $ 51.5 $ 77.6 $ 82.3

Income taxes $ 229 $ 84.6 $108.6

The accompanying Notes to Consolidated Financial Statements are an integral part of the above statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

(AMOUNTS IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

SHARES OUTSTANDING DOLLARS
YEAR ENDED DECEMBER 31, 2002 2001 2000 2002 2001 2000
Common Stock
Beginning balance 88.8 87.9 87.9 $ 88.8 $ 879 $ 879
Stock incentive plans 3.7 4.4 1.7 3.7 4.4 1.7
Repurchases (0.7) (3.5) (1.7) (0.7) (3.5) (1.7)
Ending balance 91.8 88.8 87.9 $ 918 $ 88.8 $ 879
Retained Earnings
Beginning balance $1,514.0 $1,306.9 $1,113.8
Net income 379.9 276.7 264.5
Common stock dividend
declared - $.60, $.60 and $.60 (54.8) (52.9) (52.9)
Issuances (repurchases) 100.0 (16.7) (18.5)
Ending balance $1,939.1 $1,514.0 $1,306.9
Accumulated Other Comprehensive
Income (Loss)
Unrealized Loss on Minimum
Pension Liability:
Beginning balance $ (19.2) $ (12.9) $ -
Recognition of minimum
pension liability (765.5) (6.3) (12.9)
Ending balance $ (784.7) $ (19.2) $ (12.9)
Unrealized Loss on Investment
Securities:
Beginning balance $  (1.6) $ .3 $  (0.7)
Unrealized gain (loss) (0.1) 0.7 (1.6)
Ending balance $ 1.7 $ (1.6 $ (23
Cumulative Translation Adjustments:
Beginning balance $ (206.2) $ (168.4) $ (101.9)
Translation of foreign currency
financial statements 99.0 (37.8) (66.5)
Ending balance $ (107.2) $ (206.2) $ (168.4)
Other comprehensive loss $ (108.9) $ (207.8) $ (170.7)
Total accumulated other
comprehensive loss $ (893.6) $ (227.0) $ (183.6)
Total Shareholders’ Equity $1,137.3 $1,375.8 $1,211.2

The accompanying Notes to Consolidated Financial Statements are an integral part of the above statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS, UNLESS OTHERWISE STATED)

NOTE 1 ACCOUNTING POLICIES

Consolidation Principles: The consolidated financial
statements include the accounts of ITT Industries, Inc. and
all majority owned subsidiaries (the “Company”). The
Company consolidates companies in which it owns more
than 50% of the voting shares. The results of companies
acquired or disposed of during the fiscal year are included
in the consolidated financial statements from the effective
date of acquisition or up to the date of disposal. All inter-
company transactions have been eliminated. See Note 23,
“Business Segment Information,” for a description of the
Company’s segments.

Sales and Revenue Recognition: The Company rec-
ognizes revenues as services are rendered and when title
transfers for products, subject to any special terms and
conditions of specific contracts. Our Defense Electronics
& Services segment generally recognizes sales and antici-
pated profits under long-term fixed-price contracts based
on the units of delivery or the completion of scheduled
performance milestones. Estimated contract profits are
recorded into earnings in proportion to recorded sales.
During the performance of such contracts, estimated final
contract prices and costs are periodically reviewed and revi-
sions are made as required. The effect of these revisions to
estimates is included in earnings in the period in which the
revisions are made. Sales under cost-reimbursement con-
tracts are recorded as costs are incurred and include esti-
mated earned fees or profits calculated on the basis of the
relationship between costs incurred and total estimated
costs. For time-and-material contracts, revenue is recog-
nized to the extent of billable rates times hours incurred
plus material and other reimbursable costs incurred.
Anticipated losses on contracts are recorded when first
identified by the Company. Revenue arising from the
claims process is not recognized either as income or as an
offset against a potential loss until it can be reliably esti-
mated and realization is probable.

Research, Development and Engineering: Significant
costs are incurred each year in connection with research,
development, and engineering (“RD&E”) programs that
are expected to contribute to future earnings. Such costs are
charged to income as incurred, except to the extent recov-
erable under existing contracts. Approximately 78.0%,
76.4% and 74.6% of total RD&E costs were expended pur-
suant to customer contracts for each of the three years
ended December 31, 2002, 2001 and 2000, respectively.

Cash and Cash Equivalents: The Company considers
all highly liquid investments purchased with an original
maturity of three months or less to be cash equivalents.

Inventories: Most inventories are valued at the lower
of cost (first-in, first-out or “FIFO”) or market. A full
absorption policy is employed using standard cost tech-
niques that are periodically reviewed and adjusted when
required. Potential losses from obsolete and slow-moving
inventories are recorded when identified. Domestic inven-
tories valued under the last-in, first-out (“LIFO”) method
represent 11.4% and 13.2% of total 2002 and 2001 inven-
tories, respectively. There would not have been a material
difference in the value of inventories if the FIFO method
had been used by the Company to value all inventories.

Long-Lived Asset Impairment Losses: The Company
records impairment losses on long-lived assets used in
operations when events and circumstances indicate that
the assets may be impaired and the undiscounted net cash
flows estimated to be generated by those assets are less
than their carrying amounts. When the undiscounted net
cash flows are less than the carrying amount, losses are
recorded for the difference between the discounted net
cash flows of the assets and the carrying amount. Losses
recognized in 2001 were recorded in restructuring and
and asset impairments. See Note 4, “Restructuring and
Asset Impairment Charges,” for further discussions on
these losses.

Plant, Property and Equipment: Plant, property and
equipment, including capitalized interest applicable to
major project expenditures, are recorded at cost. For finan-
cial reporting purposes, depreciation is provided on a
straight-line basis over the economic useful lives of the
assets involved as follows: buildings and improvements —
five to 40 years, machinery and equipment — two to
10 years, furniture and office equipment — three to seven
years, and other — five to 40 years. Gains or losses on sale
or retirement of assets are included in selling, general and
administrative expenses.

Goodwill and Other Intangible Assets: In accordance
with Statement of Financial Accounting Standards
(“SFAS”) No. 142, “Goodwill and Other Intangible Assets”
(“SFAS No. 142”), goodwill, the excess of cost over the
fair value of net assets acquired, and indefinite-lived intan-
gible assets are tested for impairment on an annual basis,
or more frequently if circumstances warrant. As of
January 1, 2002, pursuant to SFAS No. 142, the Company
ceased amortization of all goodwill and indefinite-lived
assets. During 2001 and 2000, goodwill was amortized on
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a straight-line basis over periods not exceeding 40 years,
and purchased intangible assets including patents, trade-
marks and non-compete agreements were amortized on a
straight-line basis over their economic useful lives not to
exceed 40 years. See Note 2, “Changes in Accounting
Pronouncements,” for the impact of changes in account-
ing pronouncements on goodwill amortization.

Investments: Investments for which the Company
does not have the ability to exercise significant influence
and for which there is not a readily determinable market
value are accounted for under the cost method of account-
ing. The Company periodically evaluates the carrying
value of its investments accounted for under the cost
method of accounting. Such investments were recorded at
the lower of cost or estimated net realizable value as of
year-end. For investments in which the Company owns or
controls 20% or more of the voting shares, or over which
it exerts significant influence over operating and financial
policies, the equity method is used. The Company’s share
of net income or losses of equity investments is included
in miscellaneous (income) expense in the Consolidated
Income Statements and was not material in any period
presented. Investments are included in other assets in the
Consolidated Balance Sheets.

Foreign Currency Translation: Balance sheet accounts
are translated at the exchange rate in effect at each year-
end; income accounts are translated at the average rates of
exchange prevailing during the year. Gains and losses on
foreign currency translations are reflected in the cumula-
tive translation adjustments component of shareholders’
equity. The national currencies of the foreign companies
are generally the functional currencies. Net gains from for-
eign currency transactions are reported currently in selling,
general and administrative expenses and were $0.3, $2.9
and $2.5in 2002, 2001, and 2000, respectively.

Derivative Financial Instruments: The Company uses
a variety of derivative financial instruments, including
interest rate swaps and foreign currency forward contracts
and/or swaps, as a means of hedging exposure to interest
rate and foreign currency risks. Changes in the spot rate of
instruments designated as hedges of the net investment in
a foreign subsidiary are reflected in the cumulative trans-
lation adjustments component of shareholders’ equity.
The Company and its subsidiaries are end-users and do
not utilize these instruments for speculative purposes. The
Company has rigorous standards regarding the financial
stability and credit standing of its major counterparties.

Additionally, all derivative instruments are recorded
on the balance sheet at fair value as derivative assets or
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derivative liabilities. Subject to certain specific qualifying
conditions in SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities” (“SFAS No. 133”), a
derivative instrument may be designated either as a hedge
of the fair value of an asset or liability (fair value hedge), or
as a hedge of the variability of cash flows of an asset or lia-
bility or forecasted transaction (cash flow hedge). For a
derivative instrument qualifying as a fair value hedge, fair
value gains or losses on the derivative instrument are
reported in net income, together with offsetting fair value
gains or losses on the hedged item that are attributable to
the risk being hedged. For a derivative instrument qualify-
ing as a cash flow hedge, fair value gains or losses associated
with the risk being hedged are reported in other compre-
hensive income and released to net income in the period(s)
in which the effect on net income of the hedged item is
recorded. Fair value gains and losses on a derivative instru-
ment not qualifying as a hedge are reported in net income.

Interest rate swaps involve the periodic exchange of
payments without the exchange of underlying principal or
notional amounts. Net payments are recognized as an
adjustment to interest. If the swaps were terminated,
unrealized gains or losses would be deferred and amor-
tized over the shorter of the remaining original term of
the hedging instrument or the remaining life of the under-
lying debt instrument. Such gains or losses would be
reflected in net interest expense.

Environmental Remediation Costs: Accruals for
environmental matters are recorded on a site by site basis
when it is probable that a liability has been incurred and
the amount of the liability can be reasonably estimated,
based on current law and existing technologies. The
Company’s estimated liability is reduced to reflect the
anticipated participation of other potentially responsible
parties in those instances where it is probable that such
parties are legally responsible and financially capable of
paying their respective shares of the relevant costs. These
accruals are adjusted periodically as assessment and reme-
diation efforts progress or as additional technical or legal
information becomes available. Actual costs to be incurred
at identified sites in future periods may vary from the
estimates, given inherent uncertainties in evaluating envi-
ronmental exposures. Accruals for environmental liabil-
ities are generally included in other liabilities in the
Consolidated Balance Sheets at undiscounted amounts
and exclude claims for recoveries from insurance compa-
nies or other third parties. Recoveries from insurance
companies or other third parties are included in other
assets when it is probable that a claim will be realized.



Stock-Based Employee Compensation: At December 31,
2002, the Company has two stock-based employee com-
pensation plans and one stock-based non-employee direc-
tor’s compensation plan, which are described more fully in
Note 20, “Shareholders’ Equity.” The Company accounts
for these plans under the intrinsic value recognition and
measurement principles of APB Opinion No. 235,
“Accounting for Stock Issued to Employees,” and related
Interpretations. Had compensation cost for these plans
been determined based on the fair value recognition provi-
sions of SFAS No. 123, “Accounting for Stock-Based
Compensation,” the Company’s net income and earnings
per share would have been reduced to the following pro
forma amounts:

2002 2001 2000

Net income

As reported $379.9 $276.7 $264.5
Deduct: Total stock-based employee

compensation expense determined

under the fair value based method

for awards not reflected in net

income — net of tax (21.4) (27.1) (12.0)

Pro forma net income 358.5 249.6 252.5
Basic earnings per share

As reported $ 4.17 $ 3.14 $ 3.01

Pro forma 3.94 2.83 2.87
Diluted earnings per share

As reported $ 4.06 $ 3.05 $ 2.94

Pro forma 3.83 2.75 2.81

The fair value of each option grant was estimated on
the date of grant using the Black-Scholes option-pricing
model and the following weighted-average assumptions
for grants in 2002, 2001 and 2000: dividend yield of
1.65%, 1.89% and 1.99%, respectively; expected volatil-
ity of 28.30%, 27.61% and 26.79%, respectively;
expected life of six years; and risk-free interest rates of
4.78%, 4.91% and 6.73%, respectively.

The value of stock based compensation that was rec-
ognized in selling, general and administrative expenses
within the Consolidated Income Statements during the
periods ended December 31, 2002, 2001 and 2000 were
$0.6, $0.9, and $1.2, respectively.

Earnings Per Share: Basic earnings per share is based
on the weighted average number of common shares out-
standing. Diluted earnings per share is based on the
weighted average number of common shares outstanding
and potentially dilutive common shares, which include
stock options.

Use of Estimates: The preparation of financial state-
ments in conformity with accounting principles generally
accepted in the United States requires management to
make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contin-
gent assets and liabilities at the date of the financial state-
ments, and the reported amounts of revenues and expenses
during the reporting period. Estimates are revised as addi-
tional information becomes available. Actual results could
differ from those estimates.

Reclassifications: Certain amounts in the prior years’
consolidated financial statements have been reclassified to
conform to the current year presentation.

NOTE 2 CHANGES IN ACCOUNTING PRONOUNCEMENTS

The Company adopted SFAS No. 133, as amended,
effective January 1, 2001. The adoption of SFAS No. 133
required the Company to record the total fair value of its
interest rate swaps (“the Swaps”) in the financial state-
ments, which caused an increase to other assets and long-
term debt of $39.7, bringing the carrying value of the
Swaps to $42.5 at January 1, 2001. The carrying value of
the Swaps at December 31, 2001 was $46.2 of which
$42.5 was included in other assets and long-term debt and
the remaining amount represents accrued interest. The
adoption of SFAS No. 133 did not have a material impact
on the consolidated results of operations or cash flows of
the Company.

The Company adopted SFAS No. 141, “Business
Combinations” (“SFAS No. 141”), effective July 1, 2001.
SFAS No. 141 requires that the purchase method of
accounting be used for all business combinations initiated
after June 30, 2001 and prohibits the use of the pooling-
of-interests method. In addition, SFAS No. 141 requires
intangible assets other than goodwill be identified. Such
intangibles are required to be amortized over their eco-
nomic useful lives. The adoption of SFAS No. 141, in
2001, did not have a significant impact on the Company’s
results of operations or financial position.

In June 2001, the Financial Accounting Standards
Board (“FASB”) issued SFAS No. 142, which changes the
accounting for goodwill from an amortization method to
an impairment only approach. The amortization of good-
will from past business combinations ceased upon adop-
tion of this statement on January 1, 2002. In connection
with the adoption of SFAS No. 142, the Company com-
pleted a transitional goodwill impairment test that
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compared the fair value of each reporting unit to its carry-
ing value and determined that no impairment existed.

In June 2001, the FASB issued SFAS No. 143,
“Accounting for Asset Retirement Obligations” (“SFAS
No. 143”). The standard requires that legal obligations
associated with the retirement of tangible long-lived assets
be recorded at fair value when incurred. The Company
adopted SFAS No. 143 effective January 1, 2003. The
adoption of the pronouncement did not have a material
impact on the Company’s results of operations or finan-
cial position.

The Company adopted SFAS No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets”
(“SFAS No. 144”), effective January 1, 2002. SFAS No. 144
outlines accounting and financial reporting guidelines for
the sale or disposal of long-lived assets and discontinued
operations. The adoption of the pronouncement did not
have a material impact on the Company’s results of opera-
tions or financial position.

In June 2002, the FASB issued SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal
Activities” (“SFAS No. 146”). SFAS No. 146 requires that
a liability for a cost associated with an exit or disposal
activity be recognized and measured at its fair value in the
period it is incurred and applies prospectively to such
activities that are initiated after December 31, 2002. The
provisions of this standard are not expected to have a
material effect on the Company’s future results, results of
operations or financial condition.

In December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock Based Compensation — Transition
and Disclosure, an amendment of FASB Statement No. 123”
(“SFAS No. 148”). SFAS No. 148 provides alternative
methods of transition for a voluntary change to the fair
value based method of accounting for stock-based
employee compensation. SFAS No. 148 also requires
prominent disclosures in both annual and interim finan-
cial statements about the method of accounting for stock-
based employee compensation and the effect of the
method on reported results. The Company adopted the
disclosure requirements of SFAS No. 148 effective
December 2002 and continues to account for its plans
under the intrinsic value recognition and measurement
principles of APB Opinion No. 25, “Accounting for Stock
Issues to Employees.”

Effective October 1, 2000, the Company adopted
Staff Accounting Bulletin No. 101, “Revenue Recognition
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in Financial Statements” (“SAB 1017). SAB 101 provides
guidance on the recognition, presentation, and disclosure
of revenue in the financial statements. The adoption of
SAB 101 did not have a material impact on the Company’s
consolidated results of operations, financial condition, or
cash flows.

Effective January 1, 2000, the Company adopted
Emerging Issues Task Force Issue No. 00-10, “Accounting
for Shipping and Handling Fees and Costs” (“EITF 00-10”).
EITF 00-10 requires that all shipping and handling costs
billed to customers be recorded as sales. Sales and cost of
sales in 2000 increased by approximately $16 due to the
adoption of EITF 00-10. The adoption of EITF 00-10 had
no effect on operating income, net income, EPS, financial
condition or cash flows of the Company.

In November 2002, the FASB issued Interpretation
No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees
of Indebtedness of Others” (“FIN 45”). FIN 45 requires
the recognition of liabilities for guarantees that are issued
or modified subsequent to December 31, 2002. The liabil-
ities should reflect the fair value, at inception, of the guar-
antors’ obligations to stand ready to perform, in the event
that the specified triggering events or conditions occur.
The Company is currently evaluating the provisions of
this interpretation; however, does not believe they will
have a material effect on the Company’s future results of
operations or financial condition. FIN 45 also requires
disclosure of accounting policies and methodologies with
respect to warranty accruals, as well as a reconciliation of
the change in these accruals for the reporting period.
Refer to Note 22, “Guarantees, Indemnities and Warranties,”
for additional information.

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities” (“FIN 467).
FIN 46 requires unconsolidated variable interest entities
to be consolidated by their primary beneficiaries if the
entities do not effectively disperse the risks and rewards of
ownership among their owners and other parties
involved. The provisions of FIN 46 are applicable immedi-
ately to all variable interest entities created after January 31,
2003 and variable interest entities in which an enterprise
obtains an interest in after that date, and for variable
interest entities created before this date, the provisions are
effective July 1, 2003. The Company is currently evaluating
the provisions of this interpretation; however, we do not
believe they will have a material impact on the Company’s
results of operations or financial position.



NOTE 3 ACQUISITIONS

During 2002, the Company spent $159.2 primarily
for the acquisition of nine entities. Eight of the entities
were additions to the Fluid Technology segment and one
was within the Defense Electronics & Services segment.

The Company does not believe the acquisitions are mate-

rial individually or in the aggregate to its results

of operations or financial condition; however the larger of
the acquisitions were as follows:

e Flowtronex PSI Inc. (“Flowtronex”), a manufac-
turer of modular pumping systems for golf courses
and other turf irrigation, sports fields, municipal and
commercial properties.

* PCI Membranes, a provider of membrane filtration
and chlorine disinfection systems for water treatment
and industrial water reuse.

* The Biopharm Manufacturing Division of Martin
Petersen Company, Inc., a leading manufacturer of
process systems for the biopharmaceutical industry.

The Company recognized $117.2 of goodwill from
these acquisitions, of which approximately $69 was tax
deductible. The Fluid Technology segment was assigned
$116.6 of goodwill and the Defense Electronics & Services
segment was assigned the remaining $0.6.

In addition, in 2002, the Company finalized purchase
price allocations associated with a 2001 acquisition which
reduced goodwill by $9.2.

During 2001, the Company completed several small
acquisitions for a total of $90.9, none of which exceeded
$50.0. The aggregate acquisition costs exceeded the fair
value of the net assets acquired by $72.1 and this excess
has been recorded as goodwill. Goodwill related to acqui-
sitions made before June 30, 2001 was amortized over
periods up to 40 years. Goodwill related to acquisitions
made after June 30, 2001 was not amortized, in accor-
dance with SFAS No. 142.

In 2001, the Company also finalized purchase price
allocations related to acquisitions made prior to 2001,
which resulted in an increase to goodwill of $18.3.

During 2000 the Company completed acquisitions
for a combined total of $192.0. The significant acquisi-
tions were as follows:

On November 3, 2000, the Company acquired
Man-Machine Interface (“MMI”), a mobile phone switch
producer, from TRW Inc. for $61.9. The purchase price
exceeded the fair value of the net assets acquired by $43.5

and the excess has been recorded as goodwill, which was
amortized over a period of 25 years. MMI is a manufac-
turer of multilayer switch components and assemblies for
the wireless mobile handset market. Annual sales of MMI
approximated $53 in 2000.

On June 26, 2000, the Company acquired C&K
Components Inc. (“C&K?”), a privately held company, for
$106.9, net of cash acquired. The purchase price exceeded
the fair value of net assets acquired by $116.2 and the
excess has been recorded as goodwill, which was amor-
tized over a period of 30 years. C&K had annual sales of
approximately $113 in 2000 and is a worldwide leader in
the design and manufacture of switches for the communi-
cations, computer and electronic equipment markets.

All acquisitions were accounted for using the pur-
chase method and accordingly, the results of operations of
each acquired company are included in the consolidated
income statement from the date of acquisition. The pur-
chase price allocations for the 2002 acquisitions have
been prepared on a preliminary basis and changes are
expected as evaluations of assets and liabilities are com-
pleted and as additional information becomes available.
The pro forma effect on the Company’s net income and
earnings per share for these acquisitions, as though the
acquisitions occurred as of January 1 of each year, is not
material and therefore has not been disclosed herein.

NOTE 4 RESTRUCTURING AND

ASSET IMPAIRMENT CHARGES

Restructuring charges for the year ended December 31,
2002 are detailed in the following table:

CASH
RESTRUCTURING

Electronic Components $0.6
Fluid Technology 6.0
Motion & Flow Control 3.0
Total 2002 charges $9.6

During the fourth quarter of 2002, the Company
recorded a $9.6 restructuring charge primarily for the clo-
sure of two facilities and the severance of 292 persons.
Severance of $8.5 represents a majority of the charge and
lease payments and other costs represent the remainder.
The actions primarily occurred in Fluid Technology and
Motion & Flow Control segments.
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The actions within the Fluid Technology segment rep-
resent a reduction of its cost structure that management
deemed necessary in response to continued weakness
within certain of the segment’s markets. Planned measures
include the closure of the Fairfield, NJ facility and the ter-
mination of 147 persons, comprised of 78 office workers,
65 factory workers and four management employees.

The restructuring plan within the Motion & Flow
Control segment was driven by the anticipated loss of cer-
tain contracts in the Fluid Handling business during 2003
and the resulting excess capacity. Planned actions include
the closure of the Rochester, NY facility, the consolidation
of manufacturing and administrative processes, and the ter-
mination of 140 employees, comprised of 40 office work-
ers, 97 factory workers and three management employees.

The actions within the Electronic Components seg-
ment represent cost control actions and include the termi-
nation of five employees, comprised of three office workers
and two management employees.

The projected cash savings from the 2002 restruc-
turing plan total approximately $53 over the next five years,
comprised of approximately $7 in 2003 and approxi-
mately $46 between 2004 and 2007. The savings repre-
sent lower salary and wage expenditures and decreased
facility operating costs. Savings will be reflected in
“Cost of Sales and Revenues” and “Selling, General and
Administrative Expenses.”

During 2003 the Company anticipates $8.2 of restruc-
turing payments associated with the 2002 restructuring
plan and $0.5 thereafter. Future restructuring payments
will be funded with cash from operations, supplemented as
required with commercial paper borrowings.

Restructuring and asset impairment charges for the
year ended December 31, 2001 are detailed in the follow-
ing table:

CASH NON-CASH ASSET

RESTRUC- RESTRUC- IMPAIR-
TURING TURING MENTS TOTAL
Electronic Components $37.0 $18.2 $14.4 $69.6
Fluid Technology 13.1 2.9 - 16.0
Motion & Flow Control 7.3 0.8 - 8.1
Corporate and Other 3.6 0.4 - 4.0
Total 2001 charges $61.0 $22.3 $14.4 $97.7

On December 14, 2001, the Company announced a
restructuring program to reduce structural costs and
improve profitability. The program primarily impacted
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the Electronic Components segment where a significant
decline in sales volume occurred from 2000 to 2001 and
where management expected a further sales decline in
2002. The restructuring actions at the other locations pri-
marily related to process improvements. The planned
restructuring activities involved the closure of five facili-
ties, the discontinuance of 21 products and the termina-
tion of approximately 3,400 persons. In the Electronic
Components segment, the planned actions included the
closure of two facilities, the discontinuance of 21 older
products, and workforce terminations of 2,753 persons
through the consolidation and outsourcing of functions.
Activities in the Fluid Technology segment consisted
of the closure of one facility, and workforce reductions of
436 persons through the consolidation and outsourcing
of functions. In the Motion & Flow Control segment,
planned actions included the closure of two facilities and
workforce reductions of 183 through the consolidation of
functions. In addition, 28 Corporate and shared services
positions were to be eliminated.

Also in the fourth quarter of 2001, the Company
recorded asset impairments amounting to $14.4 for
machinery and equipment and a cost based investment.
These assets were written down to their fair values based
on management’s projections of the individual future
cash flows to be generated by each of the assets. These
assets were reviewed for impairment in the fourth quar-
ter of 2001, because at that time business events indicated
that the carrying amounts of the assets may not be recov-
ered. Management deemed the market decline experi-
enced in 2001 for certain products to be other than
temporary and recognized that there exists significant
pricing pressure in the Electronic Components segment
that is expected to continue.

The cash portion of the restructuring charge included
approximately $52 for severance and $9 of other, primarily
for facility carrying costs to be incurred after the operations
cease at the facilities. The non-cash portion of the restruc-
turing charge represents asset impairments that were
recorded based on management’s projection of the cash
flows to be generated by the assets until operations cease.

Revised future cash savings projections for the period
2003 to 2006 are approximately $281 and consist of
decreased facility operating costs and lower salary and wage
expenditures. The projected future non-cash savings for the
same period are approximately $25 and primarily consist of
decreased depreciation and amortization expense.



Restructuring and asset impairment charges for the
year ended December 31, 1999 are detailed in the follow-
ing table:

CASH  NON-CASH
RESTRUC- RESTRUC- GOOD-
TURING TURING WILL TOTAL
Fluid Technology $ 6.9 $3.2 $15.6 $25.7
Electronic Components 5.7 1.1 - 6.8
Defense Electronics & Services 0.3 - 4.4 4.7
Motion & Flow Control 1.9 1.1 - 3.0
Total 1999 charges $14.8 $5.4 $20.0 $40.2

During 1999, the Company identified facilities to be
shut down and relocated to lower cost areas or consoli-
dated into existing facilities. In the fourth quarter of
1999, the Company also identified asset impairments at
two facilities. The 1999 restructuring activities involved
the closure of facilities and sales offices and reduction of
workforce. In the Electronic Components segment, a fac-
tory was closed with a portion of the business being

relocated. In the Defense Electronics & Services segment,
several positions at two divisions were eliminated. The
Fluid Technology segment closed two facilities and related
service offices and also consolidated the operations of one
warehouse into existing facilities. In the Motion & Flow
Control segment, a workforce reduction occurred at one
facility and certain assets were deemed impaired. The
goodwill write-off at the Fluid Technology segment
related to an unprofitable Far East operation and was cal-
culated based on management’s future cash flow projec-
tions of the business. The goodwill write-off at the
Defense Electronics & Services segment related to a prod-
uct line sold in January 2000.

During the fourth quarter of 1999, the Company also
assessed its 1998 restructuring accruals, determined that
activities related to those accruals would be completed for
$44.8 less than originally estimated, and reversed the
related accruals into income. The excess was primarily the
result of favorable experience in employee separations
and asset disposal costs that were not required.

The following table displays a rollforward of the cash restructuring accruals:

DEFENSE MOTION
FLUID  ELECTRONICS & FLOW  ELECTRONIC  CORPORATE
YEAR ENDED DECEMBER 31, TECHNOLOGY & SERVICES CONTROL COMPONENTS AND OTHER TOTAL
Balance December 31, 1998 $73.8 $15.1 $1.8 $42.7 $5.0 $138.4
Payments and other (43.5) (3.6) (0.7) (13.4) (2.5) (63.7)
Reversals (19.7) (8.6) - (16.5) - (44.8)
1999 charge 6.9 0.3 1.9 5.7 - 14.8
Balance December 31, 1999 $17.5 $ 3.2 $3.0 $18.5 $2.5 $ 44.7
Payments and other (15.0) (1.3) (2.7) (5.7) (1.5) (26.2)
Balance December 31, 2000 $2.5 $ 1.9 $0.3 $12.8 $1.0 $ 18.5
Payments and other related to prior charges (1.4) (0.9) (0.3) (12.4) (1.0) (16.0)
2001 charge 13.1 - 7.3 37.0 3.6 61.0
Payments related to the 2001 charge 2.7) - (0.2) (8.7) - (11.6)
Balance December 31, 2001 $11.5 $ 1.0 $7.1 $28.7 $3.6 $ 519
Payments and other related to prior charges 9.2) - (4.1) (15.6) (2.3) (31.2)
Reversals of prior charges (1.5) (1.0) (1.5) (8.7) (0.4) (13.1)
2002 charge 6.0 - 3.0 0.6 - 9.6
Payments related to the 2002 charge (0.3) - - (0.6) - (0.9)
Balance December 31, 2002 $ 6.5 $ - $4.5 $ 4.4 $0.9 $ 16.3

During the third and fourth quarters of 2002, $13.1
of restructuring accruals were reversed into income as a
result of quarterly reviews of the Company’s remaining
restructuring actions. The reversals applicable to 2001
planned restructuring actions totaled $11.8 and primarily
reflect less than anticipated severance costs on completed
actions at each of the segments, the decision not to transfer
five product lines (from Santa Ana, California; Weinstadt,
Germany; Dole, France, and Basingstoke, UK, to Shenzhen

and Tianjin, China), as supply chain issues eliminated
the financial viability of the transfers, and the decision
to continue partial operations at one of the Electronic
Component’s facilities. In addition, management deter-
mined that one facility within the Fluid Technology seg-
ment would remain operational as a suitable outsource
supplier could not be identified. The remaining $1.3 of
restructuring reversals represents accruals under the 1998
and 1999 restructuring plans that management determined
will not be incurred.
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As of December 31, 2002, remaining actions
announced during 2001 were to close one facility and the
termination of 24 persons. Some severance run-off will
occur in 2003 and closed facility expenditures will con-
tinue through 2004.

As of December 31, 2002, the restructuring actions
announced in 1998 and 1999 were complete.

NOTE 5 DISCONTINUED OPERATIONS

In September of 1998, the Company completed the
sales of its automotive Electrical Systems business to Valeo
SA for approximately $1,700 and its Brake and Chassis
unit to Continental AG of Germany for approximately
$1,930. These dispositions were treated as discontinued
operations. In 1998, the Company received notifications
of claims from the buyers of the automotive business
requesting post-closing adjustments to the purchase prices
under the provisions of the sales agreements. In 1999,
those claims were submitted to arbitration. In 2001 and
early in 2002, both claims were favorably resolved.

During the fourth quarter of 2001 the Company
reassessed its automotive discontinued operations accruals
and determined that it had excess accruals on an after-tax
basis of approximately $60. The Company reversed these
accruals into the Consolidated Income Statements under
income from discontinued operations. The excess was pri-
marily related to the favorable foreign tax rulings.

At December 31, 2002, the Company had automotive
discontinued operations accruals of $190.0 that primarily
related to taxes ($154.2), product recalls ($8.0), environ-
mental obligations ($14.5), employee benefits ($11.5) and
other ($1.9). In 2002, the Company spent approximately
$1.0. The Company expects that it will cash settle $154.2
of tax obligations in 2004 or 2005.

NOTE 6 SALES AND REVENUES AND

COSTS OF SALES AND REVENUES

Sales and revenues and costs of sales and revenues
consist of the following:

FOR THE YEARS ENDED DECEMBER 31, 2002 2001 2000
Product sales $4,277.1| $4,056.8  $4,309.0
Service revenues 708.2 618.9 520.4
Total sales and revenues $4,985.3 | $4,675.7  $4,829.4
Costs of product sales $2,765.8 | $2,651.3  $2,871.8
Costs of service revenues 446.1 393.2 323.5
Total costs of sales and revenues $3,211.9 | $3,044.5  $3,195.3
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The Defense Electronics & Services segment com-
prises $627.8, $540.5 and $451.2 of total service rev-
enues for the years ended December 31, 2002, 2001 and
2000, respectively, and $374.0, $325.2 and $264.9 of
total costs of service revenues, respectively, during the
same period. The Fluid Technology segment comprises
the majority of the remaining balances of service revenues
and costs of service revenues.

NOTE 7 INCOME TAXES
Income tax data from continuing operations is as follows:

FOR THE YEARS ENDED DECEMBER 31, 2002 2001 2000
Pretax income
u.S. $309.2 $190.0 $171.2
Foreign 199.6 143.4 248.7
$508.8 $333.4 $419.9
Provision (benefit) for income tax
Current
U.S. federal $ (48.0) $ (9.8) $ 58.1
State and local 0.9 5.2 8.3
Foreign 44.7 32.7 93.2
2.4) 28.1 159.6
Deferred
U.S. federal 104.0 71.1 3.1)
State and local - - -
Foreign 27.3 17.5 (1.1)
131.3 88.6 4.2)
Total income tax expense $128.9 $116.7 $155.4

A reconciliation of the tax provision at the U.S. statu-
tory rate to the effective income tax expense rate as
reported is as follows:

FOR THE YEARS ENDED DECEMBER 31, 2002 2001 2000
Tax provision at U.S. statutory rate 35.0% 35.0% 35.0%
Foreign tax rate differential 0.4 2.1 1.5
Effect of repatriation of foreign earnings (1.6) (4.6) (0.3)
State income taxes, net of federal benefit 0.1 1.0 1.3
Goodwill - 2.7 1.9
Research & development credit - (0.9) (1.5)
Tax benefit of foreign sales corporation (0.9) (1.7) (0.6)
Capital loss carryback (6.0) - -
Other (1.7) 1.4 (0.3)
Effective income tax expense rate 25.3% 35.0% 37.0%




Deferred income taxes are established for temporary
differences between the amount of assets and liabilities
recognized for financial reporting purposes and for tax
reporting purposes.

Deferred tax assets (liabilities), for which no valuation
allowances have been provided, include the following:

DECEMBER 31, 2002 2001
Employee benefits $379.2 $ 26.0
Accelerated depreciation (42.1) (31.2)
Nondeductible accruals 146.9 250.3
Long-term contracts 1.1 6.8
Uniform capitalization 9.8 9.3
Loss carryforward - 13.6
Other 38.0 22.8
$532.9 $297.6

No provision was made for U.S. taxes payable on
accumulated undistributed foreign earnings of certain
subsidiaries amounting to approximately $48.6, since
these amounts are permanently reinvested.

As of December 31, 2002, the Company had approxi-
mately $23 of foreign tax credit carryforwards. The
credit carryforwards will expire as follows: $0.5 on
December 31, 2003, $0.2 on December 31, 2004, $10.2
on December 31, 2005 and $12.1 on December 31, 2006.

Shareholders’ equity at December 31, 2002 and
2001 reflects tax benefits related to the stock options
exercised in 2002 and 2001 of approximately $40.2 and
$30.8, respectively.

The IRS is currently examining the federal consoli-
dated tax returns of the Company for the years ended
December 31, 1996 and December 31, 1997. The IRS has
completed its examination of all years through 1995. As of
December 31, 2002, the Company believes the accrual for
income taxes payable is sufficient to cover potential liabili-
ties arising from these examinations.

NOTE 8 EARNINGS PER SHARE

A reconciliation of the data used in the calculation of
basic and diluted earnings per share computations for
income from continuing operations is as follows:

FOR THE YEARS ENDED DECEMBER 31, 2002 2001 2000
Basic Earnings Per Share
Income from continuing operations
available to common shareholders ~ $379.9 $216.7 $264.5
Average common shares outstanding 91.0 88.1 87.9
Basic earnings per share $ 4.17 $ 2.46 $ 3.01
Diluted Earnings Per Share
Income from continuing operations
available to common shareholders  $379.9 $216.7 $264.5
Average common shares outstanding 91.0 88.1 87.9
Add: Impact of stock options 2.6 2.5 2.10)
Average common shares outstanding
on a diluted basis 93.6 90.6 90.0
Diluted earnings per share $ 4.06 $ 2.39 $ 2.94

(1) Options to purchase 49,240 shares of common stock at an average price of
$65.60 per share were outstanding at December 31, 2002 but were not included in the
computation of diluted EPS, because the options’ exercise prices were greater than the
annual average market price of the common shares. These options expire in 2012.

(2) Options to purchase 12,923 shares of common stock at an average price of
$45.87 per share were outstanding at December 31, 2001 but were not included in the
computation of diluted EPS, because the options’ exercise prices were greater than the
annual average market price of the common shares. These options expire in 2011.

(3) Options to purchase 3,429,883 shares of common stock at an average price of
$36.34 per share were outstanding at December 31, 2000 but were not included in the
computation of diluted EPS, because the options’ exercise prices were greater than the
annual average market price of the common shares. These options expire between 2008
and 2010.

NOTE 9 RECEIVABLES, NET
Receivables consist of the following;:

DECEMBER 31, 2002 2001
Trade $811.2 $766.7
Other 84.8 29.3
Less — allowance for doubtful accounts (27.7) (21.7)
$868.3 $774.3
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NOTE 10 INVENTORIES, NET
Inventories consist of the following:

DECEMBER 31, 2002 2001
Finished goods $147.6 $151.1
Work in process 195.9 142.2
Raw materials 280.3 270.4
Less — progress payments (70.9) (67.4)
$552.9 $496.3

NOTE 11 OTHER CURRENT ASSETS

At December 31, 2002 and 2001, other current assets
consist primarily of advance payments on contracts, pre-
paid expenses and capitalized tooling costs.

NOTE 12 PLANT, PROPERTY AND EQUIPMENT, NET
Plant, property and equipment consist of the following:

DECEMBER 31, 2002 2001
Land and improvements $ 603 § 553
Buildings and improvements 409.9 366.1
Machinery and equipment 1,481.5 1,340.2
Furniture, fixtures and office equipment 235.5 214.3
Construction work in progress 73.3 92.9
Other 44.3 32.7
2,304.8 2,101.5
Less —accumulated depreciation and amortization (1,463.6) (1,310.5)
$ 841.2] § 791.0

NOTE 13 GOODWILL AND OTHER INTANGIBLE ASSETS
In June 2001, the FASB issued SFAS No. 141 and
SFAS No. 142. SFAS No. 141 eliminates the pooling of

interests method of accounting for all business combina-
tions initiated after June 30, 2001 and addresses the initial
recognition and measurement of goodwill and other
intangible assets acquired in a business combination. The
Company adopted SFAS No. 141 as of July 1, 2001.

As of January 1, 2002, the Company adopted SFAS
No. 142 which addresses the financial accounting and
reporting standards for the acquisition of intangible assets
outside of a business combination and for goodwill and
other intangible assets subsequent to their acquisition.
This accounting standard requires that goodwill and
indefinite-lived intangible assets be tested for impairment
on an annual basis, or more frequently if circumstances
warrant, and that they no longer be amortized. The provi-
sions of the standard also require the completion of a
transitional impairment test in the year of adoption, with
any impairments identified treated as a cumulative effect
of a change in accounting principle. In connection with
the adoption of SFAS No. 142, the Company completed a
transitional goodwill impairment test at its 12 identified
reporting units and determined that no impairment exists.

In accordance with SFAS No. 142, goodwill associ-
ated with acquisitions consummated after June 30, 2001
is not amortized and the amortization of goodwill from
business combinations consummated before June 30,
2001 ceased on January 1, 2002. A reconciliation of pre-
viously reported net income and earnings per share to the
amounts adjusted for the exclusion of goodwill amortiza-
tion is reflected on the face of the consolidated income
statements included herein.

Changes in the carrying amount of goodwill for the year ended December 31, 2002 by operating segment are as follows:

DEFENSE MOTION
FLUID ELECTRONICS & FLOW ELECTRONIC CORPORATE
YEAR ENDED DECEMBER 31, TECHNOLOGY & SERVICES CONTROL COMPONENTS AND OTHER TOTAL
Balance as of December 31, 2001 $627.2 $303.0 $173.6 $306.2 $5.0 $1,415.0
Goodwill acquired during the period 116.6 0.6 - - - 117.2
Other, including foreign currency translation 26.1 0.1 2.5 (10.4) - 18.3
Balance as of December 31, 2002 $769.9 $303.7 $176.1 $295.8 $5.0 $1,550.5 |
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Information regarding the Company’s other intangi-
ble assets follows:

DECEMBER 31, 2002 2001
Amortized intangibles —
Patents and other $32.1 $29.4
Accumulated amortization 5.7) (4.8)
Unamortized intangibles —
Brands and trademarks 12.7 12.5
Pension related 353 5.8
Net intangibles $74.4 $42.9

Amortization expense related to intangible assets for
the year ended December 31, 2002 was $0.9. Amortiza-
tion expense for each of the five succeeding years will be
approximately $1 per year.

NOTE 14 OTHER ASSETS

At December 31, 2002 and 2001, other assets prima-
rily consist of prepaid pension expense, employee benefit
plan costs, investments in unconsolidated companies, assets
held in trusts and other receivables. Assets held in trusts are
restricted for specified reasons, primarily environmental
remediation costs and employee benefits and totaled $44.6
and $57.1 at December 31, 2002 and 2001, respectively.

Investments in unconsolidated companies consist of
the following:

DECEMBER 31, 2002 2001
Investments accounted for under the equity method:
Motion & Flow Control 50% ownership
of HiSAN joint venture $ 93 $ 8.5

Fluid Technology 40% ownership in
Sam McCoy, Malaysia 3.0 3.1

Fluid Technology other investments 2.9 2.6
Investments accounted for under the cost method:
Defense Electronics & Services investment
in DigitalGlobe Inc. securities 43.5 38.7
Defense Electronics & Services investment in
Mesh Networks 8.9 5.9
Other 2.9 4.0
$70. $62.8

During 2002, 2001 and 2000, the Company recorded
sales to unconsolidated affiliates totaling $24.2, $22.6 and
$23.4, respectively. In addition, the Company provided
services to unconsolidated affiliate companies in 2002,
2001 and 2000 and received $0.5, $0.4 and $0.4, respec-
tively, in exchange for these services. For all investments
in unconsolidated companies, the Company’s exposure is
limited to the amount of the investment. All investments
accounted for under the cost method represent voting
right interests of less than 20%.

The HiSAN joint venture is a brake and fuel line sup-
plier to Asian transplant OEM’s in the United States.
Annual sales of HiSAN are approximately $117. Digital
Globe Inc. (formerly known as EarthWatch, Inc.) is a
developmental stage company that recently launched
a satellite capable of collecting high-resolution digital
imagery of the Earth’s surface, as well as a comprehensive
image collection, enhancement and digital archive system.

NOTE 15 LEASES AND RENTALS

The Company leases certain offices, manufacturing
buildings, land, machinery, automobiles, aircraft, comput-
ers and other equipment. Such leases expire at various
dates and may include renewals and escalations. The
Company often pays maintenance, insurance and tax
expense related to leased assets. Rental expenses under
operating leases were $60.2, $50.1 and $55.5 for 2002,
2001 and 2000, respectively. Future minimum operating
lease payments under long-term operating leases as of
December 31, 2002 are shown below.

2003 $ 61.3
2004 54.0
2005 45.6
2006 37.1
2007 31.7
2008 and thereafter 169.6
Total minimum lease payments $399.3

NOTE 16 DEBT

Debt consists of the following:
DECEMBER 31, 2002 2001
Commercial paper $264.8 $441.3
Short-term loans 17.0 73.0
Current maturities of long-term debt 17.8 2.7
Notes payable and current maturities of long-term debt ~ $299.6 $517.0
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INTEREST

LONG-TERM DEBT MATURITY RATE 2002 2001
Notes and debentures: 6/15/2003 8.875% $ 13.5 $ 13.5
2/1/2008 8.875% 13.2 13.2

5/1/2011 6.500% 31.7 31.7

7/1/2011 7.500% 37.4 37.4

2/15/2021 9.750% 19.1 19.1

4/15/2021 9.500% 13.6 13.6

11/15/2025 7.400% 250.0 250.0

8/25/2048 M 410 41.0

Other 2002-2014 @ 222 23.6
Interest rate swaps 93.0 42.5
Subtotal notes and debentures 534.7 485.6
Less — unamortized discount (24.7) (26.5)
Long-term debt 510.0 459.1
Less — current maturities (17.8) 2.7)
Net long-term debt $492.2 $456.4

(1) The interest rate for the note/debenture was 1.28% and 2.04% at December 31, 2002
and 2001, respectively.

(2) The weighted average interest rate was 5.24% and 5.50% at December 31, 2002 and
2001, respectively.

Principal payments required on long-term debt for
the next five years are:

2003 2004 2005 2006 2007

$17.8 $1.6 $3.7 $3.6 $2.2

The weighted average interest rate for short-term
borrowings was 1.73% and 2.69% at December 31, 2002
and 2001, respectively. The fair value of the Company’s
short-term loans approximates carrying value. The fair
value of the Company’s long-term debt is estimated based
on comparable corporate debt with similar remaining
maturities. As of December 31, 2002, the fair value of
long-term debt was $517.9, compared to the fair value of
$493.1 at December 31, 2001. The year over year increase
in fair value reflects the impact of the decline in interest
rates experienced during 2002.

In November 2000, the Company entered into a revolv-
ing credit agreement, which expires in November 2005, with
20 domestic and foreign banks providing aggregate com-
mitments of $1.0 billion. The interest rate for borrowings
under these agreements is generally based on the London
Interbank Offered Rate (“LIBOR”), plus a spread, which
reflects the Company’s debt rating. The provisions of
these agreements require that the Company maintain an
interest coverage ratio, as defined, of 3.75 times. At
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December 31, 2002, the Company’s coverage ratio was
well in excess of the minimum requirement. The commit-
ment fee on the revolving credit agreement is .125% of
the total commitment, based on the Company’s current
debt ratings. The revolving credit agreement serves
as backup for the commercial paper program and is not
otherwise restricted.

Assets pledged to secure indebtedness amounted to
$39.9 as of December 31, 2002.

NOTE 17 CASH FLOW INFORMATION

The change in receivables, inventories, payables and
accrued expenses listed on the Consolidated Statements of
Cash Flows for the twelve months ended December 31,
2002, 2001 and 2000 consist of the following:

TWELVE MONTHS ENDED DECEMBER 31, 2002 2001 2000
Change in accounts receivable $ 3.7 $ 69.1 $(87.4)
Change in inventories 3.5) 2.4) 41.3
Change in accounts payable and

accrued expenses 34.0 (135.2) 19.2
Change in receivables, inventories,

accounts payable and accrued expenses  $34.2 $ (68.5) $(26.9)

NOTE 18 FINANCIAL INSTRUMENTS

The Company uses a variety of derivative financial
instruments, including interest rate swaps, foreign cur-
rency forward contracts and/or swaps, and on a limited
basis, commodity collar contracts, as a means of hedging
exposure to interest rate, foreign currency and commod-
ity price risks.

The Company’s credit risk associated with these
derivative contracts is generally limited to the unrealized
gain on those contracts with a positive fair market value,
reduced by the effects of master netting agreements,
should any counterparty fail to perform as contracted.
The counterparties to the Company’s derivative contracts
consist of a number of major, international financial insti-
tutions. The Company continually monitors the credit
quality of these financial institutions and does not expect
non-performance by any counterparty.

Financing Strategies and Interest Rate Risk Management:
The Company maintains a multi-currency debt portfolio to
fund its operations. The Company at times uses interest rate
swaps to manage the Company’s debt portfolio, the related
financing costs and interest rate structure.



At December 31, 2002 and 2001, the Company
had interest rate swaps outstanding with notional values
totaling $349.4. The carrying value of the swaps at
December 31, 2002 and 2001 were $97.0 and $46.2,
including $4.0 and $3.7 of accrued interest, respectively.
The swaps were designed to manage the interest rate expo-
sure associated with certain long-term debt. The swaps
mature at various dates through 2025 and effectively con-
vert much of the long-term debt mentioned in Note 16
above from fixed to variable rate borrowings. The variable
interest rates are based on three-month LIBOR rates plus
a spread, which reflects the Company’s debt rating, and
the coupon of the underlying long-term obligations. The
weighted average variable and fixed interest rates were
1.51% and 7.45% at December 2002. There were no inef-
fective portions of the interest rate swaps and no amounts
were excluded from the assessment of effectiveness.

Foreign Currency Risk Management: The Company
has significant foreign operations and conducts business in
various foreign currencies. The Company may periodi-
cally hedge net investments in currencies other than its
own functional currency and non-functional currency
cash flows and obligations, including intercompany
financings. Changes in the spot rate of debt instruments
designated as hedges of the net investment in a foreign
subsidiary are reflected in the cumulative translation
adjustment component of shareholders’ equity. The
Company regularly monitors its foreign currency expo-
sures and ensures that hedge contract amounts do not
exceed the amounts of the underlying exposures.

There were no foreign currency cash flow hedges out-
standing as of December 31, 2002. As of December 31,
2001, the Company had one foreign currency cash flow
hedge that had appreciations of less than $0.1 during
2001. There were no changes in the forecasted trans-
actions during 2002 or 2001 regarding their probability
of occurring, which would require amounts to be reclassi-
fied to earnings.

The notional amount of the foreign currency forward
contract utilized to hedge cash flow exposures was $1.1
at December 31, 2001. The applicable fair value at
December 31, 2001 was $1.1. There was no ineffective
portion of changes in fair values of cash flow hedge posi-
tions reported in earnings for the twelve month periods
ended December 31, 2002 and 2001 and no amounts
were excluded from the measure of effectiveness reported

in earnings during the twelve month periods ended
December 31, 2002 and 2001.

At December 31, 2002 and 2001, the Company had
foreign forward contracts with notional amounts of
$109.1 and $50.3, respectively, to hedge the value of rec-
ognized assets, liabilities and firm commitments. The fair
values of the contracts were net short positions of $42.3
and $11.5 at December 31, 2002 and 2001, respectively.
The ineffective portion of changes in fair values of such
hedge positions reported in operating income during
2002 and 2001 amounted to $0.1 and $0.6, respec-
tively. There were no amounts excluded from the measure
of effectiveness.

The fair values associated with the foreign currency
contracts have been valued using the net position of the
contracts and the applicable spot rates and forward rates
as of the reporting date.

NOTE 19 EMPLOYEE BENEFIT PLANS

Pension Plans: The Company sponsors numerous
defined benefit pension plans. The Company funds
employee pension benefits, except in some countries outside
the U.S. where funding is not required. The plans’ assets are
comprised of a broad range of domestic and foreign securi-
ties, fixed income investments and real estate. In addition to
Company sponsored pension plans, certain employees of the
Company participate in multi-employer pension plans spon-
sored by local or national unions. The Company’s contribu-
tion to such plans amounted to $0.4, $0.4 and $1.5 for the
years ended 2002, 2001 and 2000, respectively.

Postretirement Health and Life Insurance Plans: The
Company provides health care and life insurance benefits
for certain eligible retired employees. The Company has
pre-funded a portion of the health care and life insurance
obligations, where such pre-funding can be accomplished
on a tax effective basis. The plans’ assets are comprised of
a broad range of domestic and foreign securities, fixed
income investments and real estate.

Investment and Savings Plans: The Company spon-
sors numerous defined contribution savings plans, which
allow employees to contribute a portion of their pretax
and/or after-tax income in accordance with specified
guidelines. Several of the plans require the Company to
match a percentage of the employee contributions up to
certain limits. Matching contributions charged to income
amounted to $25.3, $23.9 and $19.1 for the years ended
2002, 2001 and 2000, respectively.
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Changes in the benefit obligations, changes in plan assets, the weighted-average assumptions and the components
of net periodic benefit cost for the years ended 2002, 2001 and 2000 were as follows:

PENSION OTHER BENEFITS
2002 2001 2002 2001
Change in benefit obligation
Benefit obligation at beginning of year $3,617.0 $3,442.3 $ 496.6 $ 470.5
Service cost 61.9 58.9 4.9 5.0
Interest cost 251.2 246.2 37.7 34.7
Amendments made during the year 4.0 26.7 - -
Actuarial (gain) loss 332.6 96.1 90.3 25.1
Benefits paid (246.7) (238.7) (41.4) (38.7)
Effect of currency translation 38.7 (14.5) - -
Benefit obligation at end of year $ 4,058.7 $3,617.0 $ 588.1 $ 496.6
Change in plan assets
Fair value of plan assets at beginning of year $ 3,233.5 $3,652.1 $213.3 $241.1
Actual return on plan assets (338.5) (189.6) (20.9) (6.5)
Employer contributions 56.3 12.5 - -
Employee contributions 0.9 0.6 - -
Benefits paid (231.8) (225.5) (14.6) 21.3)
Effect of currency translation 14.4 (16.6) - -
Fair value of plan assets at end of year $2,734.8 $3,233.5 $177.8 $213.3
Funded status $(1,323.9) $ (383.5) $(410.3) $(283.3)
Unrecognized net transition asset 0.5 0.8 - -
Unrecognized net actuarial (gain) loss 1,463.1 444.8 225.3 106.3
Unrecognized prior service cost 30.4 35.5 (13.7) (18.9)
Minimum pension liability adjustment (1,237.5) (35.8) - -
Prepaid (accrued) benefit cost recognized in the balance sheet $(1,067.4) $ 618 $(198.7) $(195.9)
Weighted-average assumptions as of December 31,
Discount rate 6.44% 7.14% 6.50% 7.25%
Expected return on plan assets 8.86% 9.61% 9.00% 9.75%
Rate of future compensation increase 4.88% 4.89% 5.00% 5.00%
PENSION OTHER BENEFITS
2002 2001 2000 2002 2001 2000
Components of net periodic benefit cost
Service cost $ 61.9 $ 58.9 $ 56.7 $ 49 $ 5.0 $ 4.3
Interest cost 251.2 246.2 241.4 37.7 34.7 33.2
Expected return on plan assets (335.0) (325.2) (302.8) (19.8) (22.5) (24.0)
Amortization of transitional asset 0.3 (0.3) (5.8) - - -
Amortization of net actuarial (gain) loss 3.2 2.3 1.7 8.4 2.1 0.7)
Amortization of prior service cost 8.0 9.0 8.6 $.2) (5.9) (5.9)
Net periodic benefit cost $ (10.4) $ 9.1 $ (0.2) $26.0 $13.4 $ 6.9
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The assumed rate of future increases in the per capita
cost of health care (the health care trend rate) was 10.0%
for 2002. The rate was assumed to be 9.0% for 2003,
decreasing ratably to 5.0% in 2007. Increasing the table of
health care trend rates by one percent per year would have
the effect of increasing the benefit obligation by $33.8 and
the aggregate service and interest cost components by
$2.4. A decrease of one percent in the trend rate would
reduce the benefit obligation by $29.8 and the aggregate
service and interest cost components by $2.0. To the
extent that actual experience differs from the inherent
assumptions, the effect will be amortized over the average
future service of the covered active employees.

The determination of the assumptions shown in the
table above and the discussion of health care trend rates is
based on the provisions of the applicable Financial
Accounting Standards, the review of various indexes, discus-
sion with our consulting actuaries and the review of compet-
itive surveys in the geographic areas where the plans are
sited. Changes in these assumptions would affect the finan-
cial condition and results of operations of the Company.

NOTE 20 SHAREHOLDERS' EQUITY

Capital Stock: The Company has authority to issue an
aggregate of 250,000,000 shares of capital stock, of which
200,000,000 have been designated as “Common Stock” hav-
ing a par value of $1 per share and 50,000,000 have been
designated as “Preferred Stock” not having any par or stated
value. Of the shares of Preferred Stock, 300,000 shares
have initially been designated as “Series A Participating
Cumulative Preferred Stock™ (the “Series A Stock”). Such
Series A Stock is issuable pursuant to the provisions of a
Rights Agreement dated as of November 1, 1995 between
the Company and The Bank of New York, as Rights Agent
(the “Rights Agreement”). Capitalized terms herein not
otherwise defined are as defined in the Rights Agreement.

The rights issued pursuant to the Rights Agreement
(the “Rights”) are currently attached to, and trade with,
the Common Stock. The Rights Agreement provides,

among other things, that if any person acquires more than
15% of the outstanding Common Stock, the Rights will
entitle the holders other than the Acquiring Person (or its
Affiliates or Associates) to purchase Series A Stock at a sig-
nificant discount to its market value. Rights beneficially
owned by the Acquiring Person, including any of its
Affiliates or Associates, become null and void and non-
transferable. Rights generally are exercisable at any time
after the Distribution Date and at, or prior to, the earlier
of the 10th anniversary of the date of the Rights Agreement
or the Redemption Date. The Company may, subject to
certain exceptions, redeem the Rights as provided for in
the Rights Agreement. Each 1/1,000th of a share of Series
A Stock would be entitled to vote and participate in
dividends and certain other distributions on an equiva-
lent basis with one share of Common Stock. Under cer-
tain circumstances specified in the Rights Agreement,
the Rights become nonredeemable for a period of time
and the Rights Agreement may not be amended during
such period.

As of December 31, 2002 and 2001, 53,323,493 and
56,361,307 shares of Common Stock were held in treas-
ury, respectively.

Stock Incentive Plans: The Company’s stock option
incentive plans provide for the awarding of options on
common shares to employees, exercisable over ten-year
periods, except in certain instances of death, retirement or
disability. Certain options become exercisable upon the
earlier of the attainment of specified market price appreci-
ation of the Company’s common shares or at nine years
after the date of grant. Other options become exercisable
upon the earlier of the attainment of specified market price
appreciation of the Company’s common shares or over a
three-year period commencing with the date of grant. The
exercise price per share is the fair market value on the date
each option is granted. The Company makes shares avail-
able for the exercise of stock options by purchasing shares
in the open market or by issuing shares from treasury.
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A summary of the status of the Company’s stock option incentive plans as of December 31, 2002, 2001 and 2000,
and changes during the years then ended is presented below (shares in thousands):

2002 2001 2000
WEIGHTED- WEIGHTED- WEIGHTED-
AVERAGE AVERAGE AVERAGE
EXERCISE EXERCISE EXERCISE
SHARES PRICE SHARES PRICE SHARES PRICE
Outstanding at beginning of year 9,426 $29.21 11,856 $26.15 11,752 $23.95
Granted 2,114 51.06 2,077 37.14 1,938 33.13
Exercised (3,628) 27.93 (4,415) 24.72 (1,737) 18.89
Canceled or expired (25) 48.33 (92) 28.88 (97) 29.06
Outstanding at end of year 7,887 $35.59 9,426 $29.21 11,856 $26.15
Options exercisable at year-end 7,834 $35.39 8,636 $28.22 8,721 $22.81
Weighted-average fair value of options granted during the year $15.77 $11.04 $10.78

The following table summarizes information about the
in thousands):

OPTIONS OUTSTANDING

Company’s stock options at December 31, 2002 (shares

OPTIONS EXERCISABLE

WEIGHTED-
AVERAGE WEIGHTED- WEIGHTED-
REMAINING AVERAGE AVERAGE
RANGE OF CONTRACTUAL EXERCISE EXERCISE
EXERCISE PRICES NUMBER LIFE PRICE NUMBER PRICE
$15.69-15.72 466 1.7 years $15.69 466 $15.69
20.32-28.38 1,569 3.3 years 23.70 1,569 23.70
30.31-36.88 3,027 7.0 years 34.30 3,027 34.30
37.50-46.04 1,059 6.1 years 39.76 1,059 39.76
50.65-69.11 1,766 9.0 years 51.12 1,713 50.67

7,887 7,834

As of December 31, 2002, 5,866,875 shares were
available for future grants. Effective January 1, 2003,
option shares available for future grants increased by
2,394,942 as a result of the annual limitation formulas
established in the 1994 ITT Industries Incentive Stock
Plan and the 2002 ITT Industries Stock Option Plan for
Non-Employee Directors. The 1994 incentive stock plan
also provides for awarding restricted stock subject to a
restriction period in which the stock cannot be sold,
exchanged or pledged. There were 10,000 restricted
shares awarded in 2002 and no restricted shares awarded
in 2001 and 2000.

During 2002, 2001 and 2000, pursuant to the ITT
Industries 1996 Restricted Stock Plan for Non-Employee
Directors, the Company awarded 6,098, 7,469 and
13,626 restricted shares with five-year restriction periods,
respectively, in payment of the annual retainer for such
directors. Restrictions may lapse earlier depending on cer-
tain circumstances.
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NOTE 21 COMMITMENTS AND CONTINGENCIES

The Company and its subsidiaries are from time to
time involved in legal proceedings that are incidental to
the operation of their businesses. Some of these proceed-
ings allege damages against the Company relating to envi-
ronmental liabilities (including toxic tort, property
damage, and remediation), intellectual property matters
(including patent, trademark and copyright infringement,
and licensing disputes), personal injury claims (including
injuries due to product failure, design or warnings issues,
asbestos exposure, or other product liability related
matters), employment and pension matters, govern-
ment contract issues and commercial or contractual dis-
putes, sometimes related to acquisitions or divestitures.
The Company will continue to vigorously defend itself
against all claims. Accruals have been established where
the outcome of the matter is probable and can be reason-
ably estimated. Although the ultimate outcome of any
legal matter cannot be predicted with certainty, based on



present information including the Company’s assessment
of the merits of the particular claim, as well as its current
reserves and insurance coverage, the Company does not
expect that such legal proceedings will have any material
adverse impact on the cash flow, results of operations or
financial condition of the Company on a consolidated
basis in the foreseeable future.

Environmental: The Company has accrued for envi-
ronmental remediation costs associated with identified
sites consistent with the policy set forth in Note 1,
“Accounting Policies.” In management’s opinion, the total
amount accrued and related receivables are appropriate
based on existing facts and circumstances. It is difficult to
estimate the total costs of investigation and remediation
due to various factors, including incomplete information
regarding particular sites and other potentially responsi-
ble parties, uncertainty regarding the extent of contamina-
tion and the Company’s share, if any, of liability for such
conditions, the selection of alternative remedies, and
changes in clean-up standards. In the event that future
remediation expenditures are in excess of amounts accrued,
management does not anticipate that they will have a
material adverse effect on the consolidated financial posi-
tion, results of operations or liquidity of the Company.

In the ordinary course of business, and similar
to other industrial companies, the Company is subject to
extensive and changing federal, state, local, and foreign
environmental laws and regulations. The Company has
received notice that it is considered a potentially responsi-
ble party (“PRP”) at a limited number of sites by the
United States Environmental Protection Agency (“EPA”)
and/or a similar state agency under the Comprehensive
Environmental Response, Compensation and Liability Act
(“CERCLA” or “Superfund”) or its state equivalent. As of
December 31, 2002, the Company is responsible, or is
alleged to be responsible, for 104 environmental investi-
gation and remediation sites in various countries. In many
of these proceedings, the Company’s liability is consid-
ered de minimis. At December 31, 2002, the Company
calculated a best estimate of $113.0, which approximates
its accrual, related to the cleanup of soil and ground
water. The low range estimate for its environmental liabil-
ities is $85 and the high range estimate for those liabilities
is $174. On an annual basis the Company spends between
$11 and $14 on its environmental remediation liabilities.

The Company has been involved in an environmental
proceeding in Glendale, California relating to the San
Fernando Valley aquifer. The Company is one of numer-
ous PRPs who are alleged by the EPA to have contributed

to the contamination of the aquifer. In January 1999, the
EPA filed a complaint in the United States District Court
for the Central District of California against the Company
and Lockheed Martin Corporation, United States v. ITT
Industries, Inc. and Lockheed Martin Corp. CV99-00552
SVW AIJX, to recover costs it incurred in connection with
the foregoing. In May 1999, the EPA and the PRPs, includ-
ing the Company and Lockheed Martin, reached a settle-
ment, embodied in a consent decree, requiring the PRPs to
perform additional remedial activities. Pursuant to the set-
tlement, the PRPs, including the Company, have con-
structed and are operating a water treatment system. The
PRPs have agreed to operate the system for an additional
10 years. ITT and the other PRPs continue to pay their
respective allocated costs of the operation of the water
treatment system. Accordingly, at this time, ITT does not
anticipate a default by any of the PRPs which would
increase the Company’s allocated share of the liability. As
of December 31, 2002, the Company’s accrual for this lia-
bility was $11.3 representing its best estimate; its low esti-
mate for the liability is $7.4 and its high estimate is $16.4.

ITT operated a facility in Madison County, Florida
from 1968 until 1991. In 1993, elevated levels of contami-
nants were detected at the site. Since then, ITT has been
investigating the site in coordination with state and federal
environmental authorities. A remedy for the site has not yet
been selected. Currently, the estimated range for the costs
of the additional investigation and the anticipated remedia-
tion is between $5.6 and $20.1 with a best estimate of
$11.9. The Company has accrued $11.9 for this matter.

ITT has been involved with a number of PRPs regard-
ing property in the City of Bronson, Michigan operated
by a former subsidiary of ITT, Higbie Manufacturing,
prior to the time ITT acquired the company. ITT and
other PRPs are investigating and remediating discharges
of industrial waste which occurred in the 1930’s. The
Company’s current estimates for its exposure are between
$3.2 and $6.6. It has an accrual for this matter of $4.6
which represents its best estimate of its current liabil-
ities. ITT does not anticipate a default on the part of the
other PRPs.

In a suit filed in 1991 by the Company, in the California
Superior Court, Los Angeles County, ITT Corporation, et
al. v. Pacific Indemnity Corporation et al., against its insur-
ers, the Company is seeking recovery of costs it incurred
in connection with its environmental liabilities including
the three listed above. Discovery, procedural matters,
changes in California law, and various appeals have pro-
longed this case. Currently, the matter is before the California
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Court of Appeals from a decision by the California
Superior Court dismissing certain claims of the Company.
The dismissed claims were claims where the costs incurred
were solely due to administrative (versus judicial) actions.
A hearing is expected in early 2003. In the event the
appeal is successful, the Company will pursue the admin-
istrative claims against its excess insurers. During the
course of the litigation the Company has negotiated settle-
ments with certain defendant insurance companies and is
prepared to pursue its legal remedies where reasonable
negotiations are not productive. A portion of the recover-
ies from the insurance settlements have been placed in a
trust and are used to reimburse the Company for its envi-
ronmental costs.

Product Liability: ITT and its subsidiary Goulds
Pumps, Inc. (“Goulds”) have been joined as defendants
with numerous other industrial companies in product lia-
bility lawsuits alleging injury due to asbestos. These
actions against the Company have been managed by our
historic product liability insurance carriers, and all claims,
including all defense and settlement costs, have been cov-
ered by those same carriers. These claims stem primarily
from products sold prior to 1985 that contained a part
manufactured by a third party, e.g., a gasket, which allegedly
contained asbestos. The asbestos was encapsulated in the
gasket (or other) material and was non-friable. In certain
other cases, it is alleged that ITT companies were distribu-
tors for other manufacturers’ products that may have con-
tained asbestos.

Frequently, the plaintiffs are unable to demonstrate
any injury or do not identify any ITT or Goulds prod-
uct as a source of asbestos exposure. During the past
12 months, ITT and Goulds resolved approximately
800 cases through settlement or dismissal. The average
amount of settlement per claim has been nominal. Based
upon past claims experience, available insurance coverage,
and after consultation with counsel, management believes
that these matters will not have a material adverse effect
on the Company’s consolidated financial position, results
of operations or cash flows.

The Company is involved in two actions, Cannon
Electric, Inc. et al. v. Ace Property & Casualty Company
et al. Superior Court, County of Los Angeles, CA., Case
No. BC 290354, and Pacific Employers Insurance
Company et al., v. ITT Industries, Inc., et al., Supreme
Court, County of New York, N.Y., Case No. 03600463,
both of which commenced after December 31, 2002. The
parties in both cases are seeking an appropriate allocation
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of responsibility for the Company’s historic asbestos lia-
bility exposure among its insurers. The California action
is filed in the same venue where the Company’s environ-
mental insurance recovery litigation has been pending for
several years. The Company is continuing to receive insur-
ance payments during the pendency of these actions. The
Company does not believe that the existence or pendency
of these actions will have any impact on the Company’s
consolidated financial position, results of operations or
cash flows.

The Company has received notice of a suit filed in
El Paso, Texas relating to its Gilfillian Division, Bund zur
Unterstutzung Radargeschadigter et al. v. ITT Industries et
al., Sup. Ct., El Paso, Texas, C.A. No. 2002-4730. This
Complaint, filed by both U.S. and German citizens, alleges
that ITT and four other major companies failed to warn
the plaintiffs of the dangers associated with exposure to
x-ray radiation from radar devices. The Complaint also
seeks the certification of a class of similarly injured per-
sons. The Company’s insurer has accepted the defense of
this matter. Management believes that this matter will not
have a material adverse effect on the Company’s consoli-
dated financial position, results of operations or cash flows.

The Company has received notice of a product liability
suit filed in Superior Court of New York, Danis v. Rule
Industries et al., Sup.Ct. N.Y., C.A. No. 115975-02, seeking
damages for injuries sustained in a boat explosion. The suit
contains a number of causes of action against various defen-
dants including the boat manufacturer, the marina opera-
tor, and individuals working at the marina. As to the
Company, the Complaint alleges that a fume detector, man-
ufactured by I'TT’s subsidiary Rule Industries, Inc. prior to
the date the Company acquired Rule, malfunctioned. The
Company’s insurer has accepted the defense of this matter.
Management believes that this matter will not have a mate-
rial adverse effect on the Company’s consolidated financial
position, results of operations or cash flows.

Other: The Company has received a Notice of Claim
from Rayonier, Inc., a former subsidiary of the Company’s
predecessor ITT Corporation. This claim stems from the
1994 Distribution Agreement for the spin-off of Rayonier
by ITT Corporation and seeks an allocation of proceeds
from certain settlements in connection with the Company’s
environmental insurance recovery litigation. The parties
are currently in negotiations. The Company believes the
claim is grossly overstated, has little merit and will not
have a material adverse effect on the Company’s consoli-
dated financial position, results of operations or cash flows.



NOTE 22 GUARANTEES, INDEMNITIES AND WARRANTIES

Guarantees & Indemnities In September of 1998,
the Company completed the sale of its automotive electri-
cal systems business to Valeo SA for approximately $1,700.
As part of the sale, the Company provided Valeo SA with
representations and warranties with respect to the opera-
tions of the Business, including: Conveyance of Title,
Employee Benefits, Tax, Product Liability, Product Recall,
Contracts, Environmental, Intellectual Property, etc. The
Company also indemnified Valeo SA for losses related to a
misrepresentation or breach of the representations and
warranties. With a few limited exceptions, the indemnity
periods within which Valeo SA may assert new claims have
expired. Under the terms of the sales contract, the original
maximum potential liability to Valeo SA on an undis-
counted basis is $680 million. However, because of the
lapse of time, or the fact that the parties have resolved cer-
tain issues, at December 31, 2002 the Company has an
accrual of $8 million which is its best estimate of the
potential exposure.

In September of 1998, the Company completed the
sale of its brake and chassis unit to Continental AG for
approximately $1,930. As part of the sale, the Company
provided Continental AG with representations and war-
ranties with respect to the operations of the Business,
including: Conveyance of Title, Employee Benefits, Tax,
Product Liability, Product Recall, Contracts, Environmental,
Intellectual Property, etc. The Company also indemnified
Continental AG for losses related to a misrepresentation or
breach of the representations and warranties. With a few
limited exceptions, the indemnity periods within which
Continental AG may assert new claims have expired.
Under the terms of the sales contract, the original maxi-
mum potential liability to Continental AG on an undis-
counted basis is $950 million. However, because of the
lapse of time, or the fact that the parties have resolved cer-
tain issues, at December 31, 2002 the Company has an
accrual of $14.5 million which is its best estimate of the
potential exposure.

Since its incorporation in 1920, the Company has
acquired and disposed of numerous entities. The related
acquisition and disposition agreements contain various
representation and warranty clauses and may provide
indemnities for a misrepresentation or breach of the rep-
resentations and warranties by either party. The indemni-
ties address a variety of subjects; the term and monetary
amounts of each such indemnity are defined in the spe-
cific agreements and may be affected by various condi-
tions and external factors. Many of the indemnities have

expired either by operation of law or as a result of the
terms of the agreement. The Company does not have a
liability recorded for the historic indemnifications and is
not aware of any claims or other information that would
give rise to material payments under such indemnities.
The Company has separately discussed material indemni-
ties provided within the last seven years.

The Company provided three guarantees with respect
to its real estate development activities in Flagler County,
Florida. Two of these guarantee bonds were issued by the
Dunes Community Development District (the District).
The bond issuances were used primarily for the construc-
tion of infrastructure, such as water and sewage utilities
and a bridge. The Company would be required to per-
form under these guarantees if the District failed to pro-
vide interest payments or principal payments due to the
bond holders. The maximum amount of the undis-
counted future payments on these guarantees equal $28.9.
At December 31, 2002, the Company does not believe
that a loss contingency is probable for these guarantees
and therefore does not have an accrual recorded in its
financial statements. The third guaranty is a performance
bond in the amount of $10.0 in favor of Flagler County,
Florida. The Company would be required to perform
under this guarantee if certain parties did not satisfy all
aspects of the development order, the most significant
aspect being the expansion of a bridge. The maximum
amount of the undiscounted future payments on the third
guarantee equals $10.0. At December 31, 2002, the
Company has an accrual related to the expansion of a bridge
in the amount of $10.0.

In December of 2002, the Company entered into a
sales-type lease agreement for its corporate aircraft and
then leased the aircraft back under an operating lease
agreement. The Company has provided, under the agree-
ment, a residual value guarantee to the counterparty in the
amount of $46.8, which is the maximum amount of
undiscounted future payments. The Company would have
to make payments under the residual value guarantee only
if the fair value of the aircraft was less than the residual
value guarantee upon termination of the agreement. At
December 31, 2002, the Company does not believe that a
loss contingency is probable and therefore does not have
an accrual recorded in its financial statements.

Product Warranties Accruals for estimated expenses
related to warranties are made at the time products are
sold or services are rendered. These accruals are estab-
lished using historical information on the nature, fre-
quency, and average cost of warranty claims. The Company
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warrants numerous products, the terms of which vary
widely. In general, the Company warrants its products
against defect and specific non-performance. In the auto-
motive businesses, liability for product defects could

Product Warranty Liabilities n miLLions)

ACCRUALS FOR

extend beyond the selling price of the product and could
be significant if the defect shuts down production or
results in a recall. At December 31, 2002, the Company
has a product warranty accrual in the amount of $40.4.

CHANGES IN PRE-EXISTING

BEGINNING BALANCE PRODUCT WARRANTIES WARRANTIES INCLUDING ENDING BALANCE
JANUARY 1, 2002 ISSUED IN THE PERIOD CHANGES IN ESTIMATES (PAYMENTS) DECEMBER 31, 2002
$37.7 $21.1 $0.1 ($18.5) $40.4
NOTE 23 BUSINESS SEGMENT INFORMATION
DEFENSE MOTION CORPORATE,
FLUID  ELECTRONICS & FLOW ELECTRONIC ELIMINATIONS
TECHNOLOGY & SERVICES CONTROL COMPONENTS & OTHER TOTAL
2002
Sales and revenues $1,956.3 $1,513.9 $935.5 $583.5 $  (3.9)  $4,985.3
Operating income (loss) 251.5 154.0 122.4 70.4 (60.7) 537.6
Net interest expense 32.4
Miscellaneous (income) expense (3.6)
Income from continuing operations before income tax expense $ 508.8
Long-lived assets 342.3 153.4 209.6 131.7 4.2 841.2
Investments in unconsolidated companies 7.3 53.9 9.3 - - 70.5
Total assets 1,867.5 850.1 661.3 685.7 1,325.0 5,389.6
Gross plant additions 45.8 36.7 39.7 30.3 0.7 153.2
Depreciation 57.6 26.8 39.5 27.2 0.9 152.0
Amortization 5.3 - 4.6 5.6 3.9 19.4
2001
Sales and revenues $1,829.7 $1,304.8 $898.7 $647.0 $  4.3) $4,675.7
Operating income (loss):
Before goodwill amortization expense 220.6 132.1 114.1 25.8 (55.1) 437.5
Goodwill amortization expense 18.2 8.5 4.5 9.5 - 40.7
Operating income (loss) 202.4 123.6 109.6 16.3 (55.1) 396.8
Net interest expense 62.0
Miscellaneous (income) expense 1.4
Income from continuing operations before income tax expense $ 3334
Long-lived assets 321.6 141.8 199.0 123.6 5.0 791.0
Investments in unconsolidated companies 6.9 47.4 8.5 - - 62.8
Total assets 1,616.4 793.7 635.6 714.1 748.6 4,508.4
Gross plant additions 55.6 31.0 43.1 44.0 0.3 174.0
Depreciation 54.5 24.9 33.8 38.2 1.8 153.2
Amortization 22.3 8.7 8.7 14.8 5.2 59.7
2000
Sales and revenues $1,834.2 $1,334.6 $888.9 $774.6 $ (2.9 $4,829.4
Operating income (loss):
Before goodwill amortization expense 224.0 125.8 129.3 103.9 (53.7) 5293
Goodwill amortization expense 17.8 8.5 5.0 4.9 - 36.2
Operating income (loss) 206.2 117.3 124.3 99.0 (53.7) 493.1
Net interest expense 75.2
Miscellaneous (income) expense (2.0)
Income from continuing operations before income tax expense $ 4199
Long-lived assets 343.3 138.8 198.1 160.9 24.3 865.4
Investments in unconsolidated companies 6.9 37.2 7.6 0.4 - 521
Total assets 1,656.8 861.0 676.3 751.8 665.5 4,611.4
Gross plant additions 55.6 35.1 44.6 45.8 (0.5) 180.6
Depreciation 55.1 26.1 31.4 35.7 2.3 150.6
Amortization 18.4 8.5 8.3 10.0 6.0 51.2
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NET SALES AND REVENUES* LONG-LIVED ASSETS

2002 2001 2000 2002 2001 2000

Geographical Information
United States $2,868.6 $2,781.8 $2,830.4 $462.9 $453.9 $497.3
Western Europe 1,229.2 1,179.5 1,216.2 315.7 268.1 297.2
Asia Pacific 355.2 295.1 362.1 43.7 43.5 46.7
Other 532.3 419.3 420.7 18.9 25.5 24.2
Total Segments $4,985.3 $4,675.7 $4,829.4 $841.2 $791.0 $865.4

*Net sales to external customers are attributed to individual regions based upon the destination of product or service delivery.

Sales and revenues by product category, net of inter-
company balances, is as follows:

government agencies with products and services. These
include air traffic control systems, jamming devices that
guard military planes against radar guided missiles, digital

2002 2om 2000 combat radios, night vision devices and satellite instru-
Sales and Revenues by Product Category ments. Approximately 41% of the sales and revenues in
Pumps & Complementary Products ~ $1,956.3 | $1,829.6  $1,834.0 X - APP Y |
Defense Products 385.9 764.4 3334 this segment are generated through contracts for technical
Defense Services 627.8 540.5 4512 and support services which the Company provides for the
Connectors & Switches 560.2 609.4 7340  military and other government agencies. Approximately
Fluid Handling 47031 4373 4256 7304 8504 and 77% of 2002, 2001 and 2000 Defense
Flow Control 156.1 166.5 159.1 Elect ics & S . 1 d tivel
Brakes 153.6 e e 140.0 ectronics ervices sales and revenues, respectively,
Marine Products 76.7 68.1 78.0 were to the U.S. government. The Defense Electronics &
Shock Absorbers 75.8 77.0 82.6  Services segment comprises about 30% of the Company’s
Network Systems & Services 22.6 36.3 40.6  sales and revenues and 26% of its segment operating income
Other - - 0.7
Total $4,985.3| 546757 548294 2002.
otal s . K . 5 . . . . .
Motion & Flow Control: Businesses in the Motion

Defense Electronics & Services had sales and rev-
enues from the United States government of $1,105.3,
$1,104.9 and $1,023.6 for 2002, 2001 and 2000, respec-
tively. Apart from the United States government, no other
government or commercial customer accounted for 10%
or more of sales and revenues for the Company.

Fluid Technology: This segment contains the
Company’s pump businesses, including brands such as
Flygt,” Goulds,” Bell & Gossett,” A-C Pump,” Lowara,”
Vogel,” and Richter™ making the Company the world’s
largest pump producer. Businesses within this segment also
supply mixers, heat exchangers, engineered valves and
related products with brand names such as McDonnell &
Miller® and ITT Standard® in addition to those mentioned
above. This segment comprises approximately 39% of the
Company’s sales and revenues and approximately 42% of
its segment operating income for 2002.

Defense Electronics & Services: The businesses in
this segment are those that directly serve the military and

& Flow Control segment produce switches and valves for
industrial and aerospace applications, products for the
marine and leisure markets under the brands Jabsco,”
Rule,® Flojet® and Danforth,” fluid handling materials such
as tubing systems and connectors for various automotive
and industrial markets, specialty shock absorbers under
the brand KONI and brake components for the trans-
portation industry. The Motion & Flow Control segment
comprises approximately 19% of the Company’s sales and
revenues and approximately 20% of its segment operating
income for 2002.

Electronic Components: This business consists of the
Company’s products marketed under the Cannon® brand.
These products include connectors, switches and cabling
used in communications, computing, aerospace and indus-
trial applications as well as network services. This segment
comprises about 129 of the Company’s sales and revenues
and 12% of its segment operating income for 2002.

Corporate and Other: This primarily includes the
operating results and assets of Corporate Headquarters.
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NOTE 24 QUARTERLY RESULTS FOR 2002 AND 2001
(IN MILLIONS, EXCEPT PER SHARE AMOUNTS) (UNAUDITED)

THREE MONTHS ENDED MAR. 31 JUNE 30 SEPT. 30 DEC. 31 YEAR
2002
Sales and revenues $1,185.8 $1,320.1 $1,235.1 $1,244.3 $4,985.3
Costs of sales and revenues 770.6 866.0 798.8 776.5 3,211.9
Income from continuing operations 71.5 92.9 120.4 95.1 379.9
Net income 71.5 92.9 120.4 95.1 379.9
Income from continuing operations per share
- Basic $ 0.80 $ 102 $ 131 $ 1.04 $ 417
- Diluted@ $ 077 $ 099 $ 128 $ 101 $  4.06
Net income per share
— Basic $ 0.80 $ 1.02 $ 131 $ 1.04 $ 417
— Diluted@ $ 077 $ 099 $ 1.28 $ 1.01 $ 4.06
Common stock information
Price range:
High $ 64.50 $ 70.85 $ 70.46 $ 66.38 $ 70.85
Low $ 45.80 $ 62.40 $ 53.91 $ 56.90 $ 45.80
Close $ 63.04 $ 70.60 $ 6233 $ 60.69 $ 60.69
Dividends per share $ 0.15 $ 0.15 $ 0.15 $ 0.15 $  0.60
2001
Sales and revenues $1,186.0 $1,184.3 $1,123.6 $1,181.8 $4,675.7
Costs of sales and revenues 771.7 773.3 736.3 763.2 3,044.5
Income from continuing operations 5941 76.1 67.5 14.0 216.7
Net income 59.1 76.1 67.5 74.0 276.7
Income from continuing operations per share
~ Basic(@ $  0.67 $ 0.87 $ 077 $ 0.16 $ 246
- Diluted $ 065 $ 084 $ 075 $ 0.15 $ 239
Net income per share
~ Basic(@ $ 0.67 $ 087 $ 077 $  0.84 $ 3.14
- Diluted 0.65 0.84 0.75 0.81 $  3.05
Common stock information
Price range:
High $ 44.25 $ 49.00 $ 46.20 $ 52.00 $ 52.00
Low $ 35.55 $ 37.95 $ 42.00 $ 43.19 $ 35.55
Close $ 38.75 $ 44.25 $ 44.80 $ 50.50 $ 50.50
Dividends per share $ 0.15 $ 0.15 $ 0.15 $ 0.15 $  0.60

(a) The sum of the quarters’ earnings per share does not equal the full year amounts due to rounding.

The above table reflects the range of market prices of the Company’s common stock for 2002 and 2001. The prices
are as reported in the consolidated transaction reporting system of the New York Stock Exchange, the principal market
in which the Company’s common stock is traded, under the symbol “ITT.” The Company’s common stock is listed on

the following exchanges: Frankfurt, London, Midwest, New York, Pacific, and Paris.

During the period from January 1, 2003 through February 28, 2003, the high and low reported market prices of
the Company’s common stock were $62.09 and $54.11, respectively. The Company declared dividends of $0.16 per
common share in the first quarter of 2003. There were approximately 33,243 holders of record of the Company’s com-

mon stock on February 28, 2003.
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SELECTED FINANCIAL DATA
(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

2002 2001 2000 1999 1998
Results and Position
Sales and revenues $4,985.3 $4,675.7 $4,829.4 $4,632.2 $4,492.7
Operating income (loss)@ 537.6 396.8 493.1 415.2 (74.6)
Income (loss) from continuing operations(@ 379.9 216.7 264.5 232.9 (97.6)
Net income 379.9 276.7 264.5 232.9 1,532.5
Additions to plant, property and equipment 153.2 174.0 180.6 227.9 212.9
Depreciation and amortization 171.4 212.9 201.8 181.1 195.6
Total assets 5,389.6 4,508.4 4,611.4 4,459.6 4,978.6
Long-term debt 492.2 456.4 408.4 478.8 515.5
Total debt 791.8 973.4 1,038.3 1,088.1 767.1
Cash dividends declared per common share 0.60 0.60 0.60 0.60 0.60
Earnings Per Share
Income from continuing operations
Basic $ 417 $ 246 $ 3.01 $ 261 $ (0.86)
Diluted $ 4.06 $ 239 $ 294 $ 2.53 $ (0.86)
Net income
Basic $ 417 $ 3.14 $ 3.01 $§ 261 $ 13.55
Diluted $ 4.06 $§ 3.05 $§ 2.94 $§ 2.53 $ 13.55
Pro Forma Results
Reported net income $ 3799 $ 276.7 $ 264.5 $ 2329 $1,532.5
Add back goodwill amortization net of tax — 35.9 31.4 24.1 21.3
Adjusted net income $ 379.9 $ 312.6 $ 2959 $ 257.0 $1,553.8
Adjusted basic earnings per share $ 417 $ 3.55 $ 337 $ 2.88 $ 13.74
Adjusted diluted earnings per share $ 4.06 $ 3.45 $ 3.29 $ 2.79 $ 13.74

(a) Operating income (loss) and income from continuing operations in 2002, 2001, 1999 and 1998 includes income (expense) of $3.5, $(97.7), $4.6 and $(399.4) pretax, respectively,
or $2.4, $(63.5), $2.9 and $(243.6), after-tax, respectively, for restructuring and asset impairment charges as described in Note 4.
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SHAREHOLDER INFORMATION

TRANSFER AGENT AND REGISTRAR FOR COMMON STOCK
The Bank of New York

(800) 254-2823

(610) 312-5303 (Outside of U.S.)

Address shareholder inquiries to:
Shareholder Relations Department — 11E
PO. Box 11258

Church Street Station

New York, New York 10286

Send certificates for transfer and address changes to:

Receive and Deliver Department — 11W
PO. Box 11002

Church Street Station

New York, New York 10286

E-mail Address:
Shareowner-sves@bankofny.com

The Bank of New York’s Stock Transfer Website:
http://stockbny.com

TRUSTEES AND REGISTRARS FOR NOTES AND DEBENTURES

Deutsche Bank Trust Company Americas
New York, New York 10006

State Street Bank & Trust Company
Boston, Massachusetts 02102

The Bank of New York
New York, New York 10016

INDEPENDENT AUDITORS

Deloitte & Touche LLP

Stamford Harbor Park

333 Ludlow Street

Stamford, Connecticut 06902-6982

ANNUAL MEETING

The Annual Meeting of Shareholders will be held
at 10:30 a.m. on Tuesday, May 13, 2003 at:
Tappan Hill

81 Highland Avenue

Tarrytown, New York 10591
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OMBUDSMAN PROGRAM

The ITT Industries Ombudsman Program encourages
employees to report possible violations of our Code of
Corporate Conduct or other misconduct. This process
has helped enable the Company to take immediate
corrective action where necessary. The ITT Industries
Ombudsman can be contacted at:

(800) 777-1738.

CORPORATE GOVERNANCE GUIDELINES

Copies of the ITT Industries Code of Conduct, Corporate
Governance Principles and Committee Charters can be
viewed, downloaded and printed through the Company’s
website, www.itt.com.

CORPORATE HEADQUARTERS

ITT Industries, Inc.

4 West Red Oak Lane

White Plains, New York 10604
Tel: (914) 641-2000

Fax: (914) 696-2950

Website: www.itt.com

For general corporate information contact:
Thomas R. Martin

Senior Vice President

Director, Corporate Relations

E-mail: tom.martin@itt.com

or

Thomas E. Glover

Director of Public Relations

E-mail: tom.glover@itt.com

For financial and industry information contact:
Robert Powers

Director, Investor Relations

E-mail: robert.powers@itt.com

THE 2002 ANNUAL REPORT ON FORM 10-K

for ITT Industries, Inc. can be obtained without
charge by writing;:

Charles I. Dougherty

Manager, Stock Administration

E-mail: charles.dougherty@itt.com





