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effect you see here. Our patented macrolamination
technology was originally created to fully atomize
fluids and gasses for aerospace and power genera-:
tion applications, achieving better efficiency and
w, Parker is developing new uses for this tech-
chemicals, and cooling integrated circuits in the

A Parker Macrospray® nozzle creates the “spray” &'
lower emissions in gas turbine engines.
world's most powerful supercomputers.
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For the years ended June 30, 2001 2000 1999

(in thousands, except per share data)

OPERATING DATA

Net sales $ 5,979,604 $ 5,385,618 $ 4,986,696
Gross profit 1,251,448 1,198,768 1,089,430
Net income 340,792 368,232 310,501
Net cash provided by operating activities 532,165 538,040 459,097
Net cash (used in) investing activities (819,828) (579,709) (313,057)
Net cash provided by (used in)

financing activities 244,137 80,860 (143,792)
PER SHARE DATA
Diluted earnings per share $ 2.96 $ 3.31 $ 2.83
Dividends .70 .68 .64
Book value 21.99 20.31 17.03
RATIOS
Return on sales 5.7% 6.8% 6.2%
Return on average assets 6.8 8.8 8.6
Return on average equity 14.1 17.7 17.6
Debt to debt-equity 35.7 31.0 29.8
OTHER
Number of shareholders 50,731 47,671 39,380
Number of employees 46,302 43,895 38,928
Net Gross Net Cash Flows From
Sales Profit Income Operating Activities
Millions of Dollars Millions of Dollars Millions of Dollars Millions of Dollars

6000 1500 420 600

/

/ 5000 1250 350 500
% 1 / N /
/ 4000 / 1000 / 280 400

3000 750 210 300
2000 500 140 200
1000 250 70 100

96 97 98 99 00 01 96 97 98 99 00 01 96 97 98 99 00 01 96 97 98 99 00 01



- «Fo Our Shareholders_

i ~ With I|teraIIy thousands of markets and as many ways to
i serve thelr demand Iet’s cover what Parker really does best:

‘ We co'ntrib'ute value by helping the world work in-new and
better Ways — all kinds .of actmtles with each one. in a
constant state of renewar— bropelhng technology, mdustry

; . "and 'setvices ever forward::Name any sector and Parker is

L _rthere doing real work for the reaI economy

-What’s most exutmg about thls time we re workmg inis that
, e there |Sn ta customerramong the 400, OOO we serve who isn’t-
4: apn, ¥ Iookmg for a better way to. d'o somethmg We are the doets. -
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In the real economy, sustainable enterprises always require new equipment,
services and solutions, even in the most trying times. After a decade of
relatively uninterrupted expansion, American industry was dealt a major
setback this year. We were among the first to call this abrupt and widespread
falloff a “'manufacturing recession,” when our domestic industrial orders fell
off precipitously.

This year, Parker elected Don Washkewicz (left) to
succeed Duane Collins (right) as chief executive officer,
shipments, we heeded the caution signal for the year ahead and responded by effective July 1, 2001. Collins remains chairman of the

In the latter half of the year, when customers deferred and then cancelled
reducing inventory, cutting spending in all areas, consolidating facilities, and board to ensure a smooth management succession.
realigning production and workforce levels with demand. We closed and
relocated plants for greater efficiencies. These were painful and costly steps to
take, but they were necessary to keep us competitive now, and generate even
greater returns as demand improves.

Although it’s tougher to do in a downturn, we remained focused on expanding operating margins. We launched
aggressive initiatives to rationalize our supplier base and leverage our global spend with long-term procurement
contracts. This touches everything from raw materials to temporary services.




, so for every part of the company, we've
identified and trained “‘lean champions” to lead this effort. This already is garnering a significant payback in
improved customer service, inventory management and asset utilization. And we are extending our hallmark of
“premier customer service,” leveraging our total-Parker capabilities with engineered systems that yield greater
returns — not only for us, but also for our customers.

We also put the advantage of our strong balance sheet to work, by sustaining investments in business
development and furthering our promise to offer customers the broadest scope of products and services in
motion and control.

, and among them launched a
series of compact, high-speed piston pumps unrivaled in reliability, ease of installation and noise
reduction for mobile applications. The pumps’ design revolutionizes hydraulics on forestry and £
construction machinery, providing faster, cleaner, quieter operation.

, all of which complement
our core business with the products and talent to deliver the full value of our motion and control systems
strategy. Together, they add more than $830 million in annual sales, and also represent significant cross-selling
opportunities. Our goal remains to achieve earnings accretion in our first full year of ownership.

Wynn’s International, a leading manufacturer of precision-engineered sealing media, allows us to offer
customers in the aerospace, marine and mobile markets more complete assemblies, including sealing
systems for on-board air conditioning, gas and fluid management.

Atlantic Tubing complements Parker’s offering of instrumentation products, adding a line of premium
quality tubing and extrusions for semiconductor, bio-process and electronics industries.

Invensys Pneumatics, a line of equipment and controls for automated processes used in material handling,
machinery and many types of manufacturing, is a considerable addition to Parker’s growing selection of
automation technologies.

Stainless Connections of Australia and New Zealand expands our manufacturing and service capabilities
in the region, providing a direct supply of engineered and customized stainless steel fittings and adapters
for mobile and industrial markets.

S.B.C. Elettronica SpA, based in Milan, fills a need in our European markets for highly engineered
motion controllers and digital servo drives used in a variety of industrial processes, including packaging,
assembly, printing and textile manufacturing.

Fairey Arlon, a Netherlands-based manufacturer of hydraulic filters for mobile and industrial machinery,
extends Parker’s product range and manufacturing capabilities in Europe for filtration devices used in all
types of hydraulic equipment.

Miller Fluid Power and Wilkerson, both acquired from CKD-Createc, add pneumatic and hydraulic
cylinders used in positioning systems; a complete line of compressed-air treatment and control products;
and electronic proportional valves, regulators and accessories used in a wide variety of industrial, process,
and health care applications.

In July 2001, we acquired Chelsea Products, a leading supplier of power take-offs and related auxiliary
power devices for medium- and heavy-duty applications, bringing a high degree of innovation and engineering
expertise serving “‘evergreen’’ vocational-equipment markets such as mobile rescue, towing, fire-fighting and
material handling.



All are strategic acquisitions that expand on our global strategy to offer the “total package’ in motion and
control, and raise the bar on customer service.

For years, we've
taken great pride in the close-to-the-customer decision making our decentralized organizational structure
promotes. The empowerment is real. But so is the complexity for our customers who want all we have to offer.
We're listening, and we’re doing something to change that.

We've just launched PHconnect, a one-stop, web-based system that lets customers and distributors do
business with Parker easily across divisions. It is linked straight to inventory, allowing catalog and availability
searches, and it lets users process and track multiple orders from multiple locations, all the way through shipment.

PHconnect is real-time and seamless, but most important, it makes it easy for our customers and partners to
transact business and engage in account self-service with us, even when the “us’’ may include a dozen divisions
and several distributors. It’s about making Parker more user-friendly, because we have so much to offer, all
from one source.

That's where it starts. It is our commitment to rethink, reengineer and realign ourselves
to fulfill the needs of our customers and in turn, our society.

If it sounds like a big undertaking, take a look around. Wherever you are at this moment, it’s highly probable
that Parker played a critical role in getting you there, in developing the place you’re in, and in making many of
the goods and materials that surround you, even the paper and printing to create this report you’re reading
right now.

We take this seriously, and nothing for granted. We think everyone should marvel at the innovations quietly

being inaugurated in our lives today. In this report, we aim to point out some of the viable new applications

made possible by Parker. Among them, this year we helped make humanity’s first permanent home on the

International Space Station. Our sense of triumph is not in the thousands of products we have working on o
board. It is that we are sustaining an environment in which scientific breakthroughs are being utilized and g e
developed; advances in which we will play a critical role here on earth, such as the practical employment of

cells and organic preservation methods.

Every achievement of Parker is shared, among the wonderfully talented people we employ, the cherished

customers who challenge us to do new things, and the shareholders who provide capital to be deployed for these
purposes. Every one has real value, and as we’ve seen throughout our history, there is always something new.

Bt (lln D Yk,

Duane E. Collins Donald E. Washkewicz
Chairman of the Board President and Chief Executive Officer

September 10, 2001



Say goodbye to waxy apples. Today's produce stays crisp thanks
to a blanket of nitrogen gas generated with Parker filtration. This

method not only slows ripening and preserves freshness; it also

eliminates the safety hazard of pressurized gas cylinders.

Speedy packaging is one of the keys to sealing in freshness.
Parker filters the orange juice during processing and our
automation systems keep the line moving.




New machinery equipped with in-cab air conditioning and
filtration means more than just comfort to hard-working
farmers. These Parker systems also provide an important
health benefit for operators: a dust-free workspace.

door
maintained via

gine”:ces are at work

ind the scenes, improving your

consumer experience.

Precise inventory control keeps your favorites on the shelf.
Parker automation products are used in printing bar code
labels and handling goods in automatic retrieval systems.



Parker macrolamination achieves highly efficient jet-engine
combustion, generating more power from every atom of fuel,
which conserves energy and promotes air quality.

Pilots no longer have to fly by the seat of their pants. The world’s freighter fleet is expected to double
Parker systems support both the fly-by-wire avionics in the over the next 20 years, and today’s Parker
cockpit and advances in pilot control with a new pneumatic technologies lift, load, move, track and store more

vest that signals directional data through sense of touch. cargo than ever before.



Whether it's on the plane, ground transport vehicles or
automated baggage handling, Parker motion and control
systems help the world’s busiest airports handle millions of
bags every day.
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and fuel systems used in virtually every
aircraft flying today, to motion and control
sysi'e.ms for transport and material handling.



Inside generators, Parker’s controls and turbine
technologies yield greater fuel efficiencies with very
predictable performance.




The market for fuel cells is expected to quadruple by 2004.
Fuel cells already power pollution-free buses with Parker
systems, and that technology now is being scaled to more
portable applications, such as digital devices.

World energy consumption is projected to
increase 59 percent between now and

020. To meet these future needs, a wide
y sources are being
. Some are renewable,
ble — all are cleaner.

energy technology
erything from fuel

ping new energy sources,
Is and alt ] uch

I wav,
|

Wind energy is the world’s fastest growing source of With escalating global demand for electricity, trailer-
electric power. Parker systems position and control mounted generating facilities are in high order to deliver
these mills to make the most of windpower. power wherever it's needed, and they're supported in large

part by Parker’s control, transport and turbine technologies.



Today's surgical breakthroughs are speeding recovery
times. Revolutionary new procedures using lasers
and high-pressure water devices include Parker
automation and fluid connectors.
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It turns out photosynthesis isn’t the only light of life. These
recently discovered deep-sea creatures are wholly
sustained by chemosynthesis, observed via remotely
operated vessels controlled with Parker systems.



In orbit and on Earth, new bio-science for DNA testing and
fluid analysis is conducted with the help of Parker controls and
“lab-on-a-chip” instrumentation.
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Parker is merging hydraulic, pneumatic and electronic
technologies and software that allow forest machinery to tread
lightly in sensitive environments.



Focused on premier customer service, financial performance and profitable growth, we’re always
raising the bar with strategies designed to set new standards in these measures. Staying close to our
customers, working “'lean’ in every aspect of our business, and choosing suppliers as though our future
depends on them really are strategic processes that enhance our position as the motion and control leader,
and increase the value of Parker as a franchise and an investment.

Premier Customer Service Being where our customers are geographically and our ability to
anticipate their product and service needs before they demand them are drivers of this strategy. Our
concept of selling total systems and of treating a customer for any one product as a potential customer for
all of our products evolves the definition of premier customer service. With our customers, we refine,
redesign, benchmark, and develop products that address our common goals to improve upon the standards
of the markets we jointly serve. To achieve this, Parker has established:

Design centers to engineer total systems and provide rapid prototypes to support our customers’ new
product development. These operations also test and prove the engineering concepts we develop for
customers;

PHconnect, an internet-based architecture for choosing, ordering and tracking shipments across Parker’s
array of products. Developed to exceed the capabilities of typical electronic data interchange systems,
PHconnect provides the gateway to allow customers to integrate their transactions and manage their
accounts seamlessly;

PSO software that allows for one order and one invoice for any bill of material of Parker products;

New organizational structure aligning all of our motion and control groups under the same executive to
enable us to obtain the system synergy of our product groups.

Financial Performance Competing on the strength of our systems and running lean operations are
Parker’s dual strategies for greater financial performance. We intend to add value. That’s why we have
chosen to compete using systems and innovative engineering. Engineering is our essential strength.
Combined with Parker’s unequaled breadth of motion and control products, the value-added appeal of our
design engineering services creates a one-stop opportunity for customers seeking a first-rate partner to
design and manufacture systems.

$25 $1 $12 $11 ’

Billion Billion Billion Billion
Market

N P d B Highly pressurized fluids and gasses passing through Parker’s new Microbore
eW ra uc tubing are used to clean traumatic wounds and perform micro-surgery with

greater ease and precision than other methods. This results in less damage to

surrounding tissue for better healing and faster recovery.




Profitable Growth The hallmark of Parker’s growth over the past 10 years has been its success
integrating 55 acquisitions so they are accretive to earnings. In the current manufacturing recession, we
are assessing the strengths and weaknesses throughout our organization to improve profitability. We have
consolidated manufacturing operations to achieve best-cost manufacturing. We are reviewing our supplier
base, which has grown proportionately with acquisitions, to rationalize global supply sources and establish
long-term agreements with the most highly qualified suppliers. Thinking lean has made us better contract
negotiators, yielding master contracts and more competitive supplier standards while eliminating wasteful
transactions. Additionally, we are pursuing new growth through business incubators in China, South Korea,
Mexico and the Czech Republic. Staffed by Parker people with wide-ranging knowledge of all our products
and their potential as integrated systems, these cost-effective facilities present Parker as one brand with
many capabilities. Ultimately, Parker’s one-stop offering of motion-control systems gives it an unrivaled
market position and the greatest growth potential.

Parker is the top supplier of fuel and and offers a more comprehensive range of
hydraulic systems to the aerospace products than any of its competitors
industry anywhere in the world

Parker is first, second or third among Parker’s sales growth has heen nearly
motion and control market leaders in the twice that of its competitors over the past
U.S., ASEAN and Latin American markets eight years

Parker is addressing the cost side of our operations by expanding the systematic approach called “‘lean
manufacturing’’ to do “‘everything lean.” Being a lean company means making the most of time,

effort, talent, space and material to maximize our operating margins. It means making impartial
assessments, identifying waste, and developing corrective strategies. It is a way of thinking that looks

at the “'big picture” to eliminate wasteful minutiae, streamline processes and capture hidden costs, all in
order to re-deploy our time, creative energies, and money to achieve long-term objectives. Lean thinking is
adaptable to every process and product — we’ve used it successfully in manufacturing and we’re making it
a priority for all office operations as well. Lean initiatives use valuable knowledge from employees,
customers and suppliers to focus and improve the way we work, providing greater service, reducing
inventories and lowering costs. Right now, we have thousands of trained employees led by full-time lean
champions who are seizing new opportunities to make Parker a leaner, more profitable organization.
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Parker was selected to provide controls for fuel measuring and Patented Macrospray nozzles atomize fluids and gasses to
management aboard the new Airbus A380. With $200 million sales make micro-turbines more efficient. This technology is now

potential, this new system will monitor the jumbo jet’s 12 tanks for being used to cool integrated circuits of super computers for
efficient engine operation and trim. faster calculations.




$40 million inventory reduction
$86 million increase in cash flow

Over $10 million in costs avoided for
additional space

Succeeding Duane Collins as CEO this year has been a
privilege for me. During a remarkable 40-year career at Parker,
Duane is credited with doubling sales and quadrupling
earnings, as well as establishing extensive global information
systems and technology-centered headquarter facilities in
Cleveland and London. He made premier customer service our
hallmark, and kept a keen focus on developing future
leadership for our company. In this, Duane paved the way for a
smooth management succession. Personally and professionally,
| want to express my thanks to Duane — for valuable counsel
throughout this transition, and incisive leadership that will
continue to serve us well.

Lo

Inventory on hand reduced 45 days

Work in process reduced from 43 days to
one shift

Lead time reduced to less than five days

Joining Washkewicz in the newly created “Office of the Chief
Executive” are: Executive Vice President and Chief Financial
Officer Mike Hiemstra, who, with responsibility for finance and
administration, has served as Parker CFO since 1988;
Executive Vice President Denny Sullivan, who has held the
position which includes responsibility for worldwide marketing
since 1981; and Corporate Vice President of Operations Jack
Myslenski, who was promoted to this position in 2001.

Tom Mackie was promoted to replace Myslenski as president
of the Fluid Connectors Group, while Lee Banks was promoted
to succeed Mackie as president of the Instrumentation Group.

Our performance was far off the mark in FYOQ1, as assets were
underutilized with a sharp and broad-based industrial recession.
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Parker’s new hydraulic piston pumps make the machines they

power run quieter. Lean-thinking Parker engineers used available

space inside the pump housing to develop a ripple chamber that
reduces fluid pulses and the system noise they cause.

Reconfiguring or repairing pneumatic valve islands in the field
was impractical before Moduflex. Now customers easily can
assemble or modify islands on site. Moduflex eliminates costly
spare inventories and downtime.
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The Company's management is responsible for the integrity and
accuracy of the financial information contained in this annual report.
Management believes that the financial statements have been prepared
in conformity with accounting principles generally accepted in the
United States of America appropriate in the circumstances and that the
other information in this annual report is consistent with those
statements. In preparing the financial statements, management makes
informed judgments and estimates where necessary to reflect the
expected effects of events and transactions that have not been completed.

Management is also responsible for maintaining an internal control
system designed to provide reasonable assurance at reasonable cost that
assets are safeguarded against loss or unauthorized use and that financial
records are adequate and can be relied upon to produce financial
statements in accordance with accounting principles generally accepted in
the United States of America. The system is supported by written policies
and guidelines, by careful selection and training of financial
management personnel and by an internal audit staff which coordinates
its activities with the Company's independent accountants. To foster a
strong ethical climate, the Parker Hannifin Code of Ethics, which is
publicized throughout the Company, addresses, among other things,
compliance with all laws and accuracy and integrity of books and records.
The Company maintains a systematic program to assess compliance.

PricewaterhouseCoopers LLP, independent accountants, is retained to
conduct an audit of Parker Hannifin's consolidated financial
statements in accordance with auditing standards generally accepted
in the United States of America and to provide an independent
assessment that helps ensure fair presentation of the Company's
consolidated financial position, results of operations and cash flows.

The Audit Committee of the Board of Directors is composed entirely of
independent outside directors. The Committee meets periodically
with management, internal auditors and the independent
accountants to discuss internal accounting controls and the quality of
financial reporting. Financial management, as well as the internal
auditors and the independent accountants, have full and free access
to the Audit Committee.

Donald E. Washkewicz,
President and
Chief Executive Officer

Michael J. Hiemstra,
Executive Vice President —
Finance and Administration
and Chief Financial Officer



MANAGEMENT’S DISCUSSION & ANALYSIS AND FINANCIAL STATEMENTS

Discussion of Statement of Income

The Consolidated Statement of Income summarizes the Company’s
operating performance over the last three fiscal years. All year references are to
fiscal years.

Net Sales of $5.98 billion for 2001 were 11.0 percent higher than the $5.39
billion for 2000. Acquisitions completed in 2001 accounted for all of the
increase. Without acquisitions, the North American Industrial operations
experienced lower demand within most of their markets, particularly in heavy-
duty trucks, factory automation and machine tools. The Aerospace operations
experienced an increase in demand for regional jets as well as an increase in
commercial aircraft build rates. The Industrial International operations
experienced higher volume across all businesses in Europe, Latin America and
the Asia Pacific region. Currency rate changes reduced volume increases within
the Industrial International operations by $144.0 million.

Net Sales of $5.39 billion for 2000 were 8.0 percent higher than the $4.99
billion for 1999. Acquisitions completed in 2000 accounted for approximately
two-fifths of this increase. The North American Industrial operations
experienced higher demand within most of their markets, particularly in
semiconductor manufacturing and telecommunications. The Aerospace
operations experienced a slowdown in commercial aircraft build rates which
was mitigated by an increase in demand for regional jets. The Industrial
International operations were adversely affected by a struggling economy in
Europe and Latin America in the first half of the year while higher volume was
achieved in the Asia Pacific region. Currency rate changes reduced volume
increases within the International operations by $104.9 million.

The Company expects the North American Industrial operations to experience
low sales volume through the first half of fiscal 2002 with some improvement
anticipated in the second half of fiscal 2002. The European and Latin
American markets are anticipated to continue to grow while the Company
expects to carry on its efforts to expand its presence in the Asia Pacific region.
The Aerospace operations expect the regional jet market and commercial
aviation OEM business to continue to grow but the rate of growth may
moderate. The defense business is projected to remain relatively constant.

Gross profit marginwas 20.9 percent in 2001 compared to 22.3
percent in 2000 and 21.8 percent in 1999. The lower margins in 2001 reflect
lower volume experienced in the North American Industrial operations, offset by
strength experienced in the Aerospace operations, as well as the effect of
business realignment charges (see page 24 for further discussion).

The increased margins in 2000 reflected higher volume experienced in the
North American Industrial operations, offset by weakness experienced in the
International Industrial operations as well as the effect of business realignment
charges.

Selling, general and administrative expenses s a percent
of sales increased to 11.4 percent, from 10.7 percent in 2000, and 11.0 percent

18

in 1999. The increase in 2001 is the result of higher goodwill amortization as
well as business realignment charges recorded in 2001 (see Note 3 on page 28
for further discussion).

Interest expense increased by $31.2 million in 2001 after a decrease of
$4.5 million in 2000. The increase in 2001 was due to increased borrowings to
complete acquisitions. The decrease in 2000 was due to a lower average level of
debt outstanding throughout the year as compared to 1999.

Interest and other (income), netwas $4.8 million in 2001
compared to $4.1 million in 2000 and $5.1 million in 1999. Fiscal 2001
includes a $3.7 million gain on the sale of marketable equity securities and
$3.0 million of business realignment charges. Fiscal 1999 included $1.7
million in interest income related to an IRS refund.

(Gain) loss on disposal of assetswas a $47.7 million gain in
2001, a $5.6 million loss in 2000 and a $2.4 million loss in 1999. The gain in
2001 includes a gain on the sale of real property offset by certain asset
impairments (see Note 3 on page 28 for further discussion). The loss in 2000
includes $8.4 million of business realignment charges offset by $6.4 million of
income realized on the sale of real property.

Income taxes increased to an effective rate of 35.5 percent in 2001,
compared to 34.5 percent in 2000 and 35.0 percent in 1999. The increase in the
rate from 2000 to 2001 was primarily the result of the nondeductibility of
goodwill acquired in recent acquisitions. The decrease in the rate from 1999 to
2000 was primarily the result of the utilization of foreign operating loss
carryforwards and lower foreign taxes.

Extraordinary item - extinguishment of debt - In
February 2001 the Company called for redemption all of its outstanding $§100
million, 9.75 percent debentures due 2002-2021.

Net income of $340.8 million for 2001 was 7.5 percent lower than 2000.
Net income of $368.2 million for 2000 was 18.6 percent higher than 1999. Net
income as a percentage of sales was 5.7 percent in 2001, compared to 6.8
percent in 2000 and 6.2 percent in 1999.

Recently issued accounting pronouncements -In July
2001 the Financial Accounting Standards Board (FASB) issued SFAS No. 141,
“Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible
Assets.” SFAS No. 141 requires that all business combinations be accounted for
by the purchase method and SFAS No. 142 provides that goodwill should not be
amortized but instead be tested for impairment annually. The Company adopted
SFAS No. 141 and SFAS No. 142 as of July 1, 2001. The effect of the adoption of
the new Standards is estimated to result in an increase in Net income in 2002 of
approximately $51 million or $.44 per share.



Consolidated Statement of Income

(Dollars in thousands, except per share amounts)

For the years ended June 30, 2001 2000 1999
Net Sales $ 5,979,604 $5,385,018 $ 4,986,696
Cost of sales 4,728,156 4,186,850 3,897,266
Gross profit 1,251,448 1,198,768 1,089,430
Selling, general and administrative expenses 679,963 575,906 550,681
Interest expense 90,362 59,183 63,097
Interest and other (income), net (4,800) (4,112) (5,056)
(Gain) loss on disposal of assets (47,673) 5,604 2,414
Income before income taxes 533,596 562,187 477,694
Income taxes (Note 4) 189,426 193,955 167,193
Income before extraordinary item 344,170 368,232 310,501
Extraordinary item - extinguishment of debt (Note 8) (3,378)
Net Income $ 340,792 $ 368,232 $ 310,501
Earnings per Share (Note 5)
Basic earnings per share before extraordinary item $ 3.01 $ 3.34 $ 2.85
Extraordinary item — extinguishment of debt (.03)
Basic earnings per share $ 2.98 $ 3.34 $ 2.85
Diluted earnings per share before extraordinary item $ 2.99 $ 331 $ 2.83
Extraordinary item — extinguishment of debt (.03)
Diluted earnings per share $ 2.96 $§ 331 $ 2.83
The accompanying notes are an integral part of the financial statements.
Consolidated Statement of Comprehensive Income (Dollars in thousands)
For the years ended June 30, 2001 2000 1999
Net Income $ 340,792 $ 368,232 $ 310,501
Other comprehensive income (loss), net of taxes:
Foreign currency translation adjustment (89,659) (32,600) (32,832)
Net unrealized gain on marketable equity securities (Note 10) 10,586
Comprehensive Income $ 261,719 $ 335,032 $ 277,669

The accompanying notes are an integral part of the financial statements.
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MANAGEMENT’S DISCUSSION & ANALYSIS AND FINANCIAL STATEMENTS

Discussion of Balance Sheet

The Consolidated Balance Sheet shows the Company's financial position
at year end, compared with the previous year end. This statement provides
information to assist in assessing factors such as the Company's liquidity and
financial resources. All year references are to fiscal years.

The effect of currency rate changes during the year caused a $89.7 million
decrease in Shareholders’ equity. These rate changes also caused significant
decreases in accounts receivable, inventories, goodwill, plant and equipment,
accounts payable and various accrual accounts.

Working capital and the current ratio were as follows:

Working Capital (millions) 2001 2000
Current Assets $ 2,196 $2,153
Current Liabilities 1,413 1,186
Working Capital 783 967
Current Ratio 1.6 1.8

Accounts receivable are primarily receivables due from customers for
sales of product ($810.7 million at June 30, 2001, compared to $§777.1 million
at June 30, 2000). The current year increase in accounts receivable is primarily
due to acquisitions, partially offset by a decrease in volume experienced during
the second half of 2001 in the Industrial operations. Days sales outstanding for
the Company increased to 49 days in 2001 from 45 days in 2000. The increase
in the allowance for doubtful accounts in 2001 is primarily due to receivables
obtained through acquisitions.

Inventories increased to $1,008.9 million at June 30, 2001, compared to
$974.2 million a year ago. The increase was primarily due to acquisitions.
Months supply of inventory on hand increased slightly from 2000.

Net assets held for sale in 2001 represents the estimated net cash
proceeds and estimated net earnings during the holding period of the metal
forming business, which was acquired as part of the Commercial Intertech
transaction and the specialty chemical and warranty businesses, which were
acquired as part of the Wynn’s transaction. In 2000, net assets held for sale also
included the building systems business, which was acquired as part of the
Commericial Intertech transaction. The net assets of this business are now
included in their respective separate line items of the balance sheet. At June 30,
2001 the Company was in the process of completing the divestiture of the metal
forming business.

Plant and equipment, net of accumulated depreciation, increased
$207.8 million in 2001 as a result of acquisitions and capital expenditures
which exceeded annual depreciation.

Investments and other assets increased $56.7 million in 2001
primarily as a result of increases in qualified benefit plan assets.

Excess cost of investments over net assets acquired
increased $382.9 million in 2001 as a result of acquisitions, partially offset by
current year amortization. Effective July 1, 2001 the Company adopted SFAS No.
142 and therefore further amortization of goodwill has been discontinued.
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Notes payable and long-term debt payable within one
year increased $211.2 million primarily due to an increase in commercial
paper borrowings which were used to fund acquisitions and the redemption of
$100 million, 9.75 percent debentures due 2002-2021.

Accounts payable, trade decreased $4.9 million in 2001 primarily
due to lower balances in the North American Industrial operations due to lower
production levels, partially offset by acquisitions.

Accrued domestic and foreign taxes decreased to $61.9
million in 2001 from $84.2 million in 2000 primarily due to the utilization of
net operating loss carryforwards and tax credits from acquisitions, as well as
lower taxable income in 2001.

Other accrued liabilities increased $39.1 million in 2001 primarily
due to acquisitions, as well as an increase in accruals for business realignment
charges.

Long-term debt increased $155.3 million in 2001 compared to 2000. See
the Cash Flows From Financing Activities section on page 22 for further discussion.

The Company's goal is to maintain no less than an "A" rating on senior debt to
ensure availability and reasonable cost of external funds. To meet this objective,
the Company has established a financial goal of maintaining a ratio of debt to
debt-equity of 34 to 37 percent.

Debt to Debt-Equity Ratio (millions) 2001 2000
Debt $ 1,404 $ 1,037
Debt & Equity 3,932 3,347
Ratio 35.7% 31.0%

Excluding the effect of the ESOP loan guarantee on both Long-term debt and
Shareholders’ equity, the debt to debt-equity ratio at June 30, 2001 was 33.5 percent.

In fiscal 2002 additional borrowings are not anticipated for the stock repurchase
program, capital investments, or for working capital purposes.

Pensions and other postretirement benefits increased 6.3
percent in 2001. These costs are explained further in Note 9 to the Consolidated
Financial Statements.

Other liabilities increased to $88.3 million in 2001 from $71.1 million in
2000 primarily due to increases in deferred compensation plans.

Common stock in treasury decreased to $3.9 million in 2001 from $8.4
million in 2000.

Quantitative and Qualitative Disclosures About
Market Risk - The Company enters into forward exchange contracts,
costless collar contracts and cross-currency swap agreements to reduce its
exposure to fluctuations in related foreign currencies. The total value of open
contracts and any risk to the Company as a result of these arrangements as well
as the market risk of changes in near term interest rates is not material to the
Company’s financial position, liquidity or results of operations. See the
Significant Accounting Policies footnote on page 27 for further discussion.



Consolidated Balance Sheet

(Dollars in thousands)

June 30, 2001 2000
Assets
Current Assets
Cash and cash equivalents $ 23,565 $ 68460
Accounts receivable, less allowance for doubtful accounts
(2001 - $11,110; 2000 - $10,420) 922,325 840,040
Inventories (Notes 1 and 6):
Finished products 495,704 483,017
Work in process 344,861 344,804
Raw materials 168,299 146,375
1,008,864 974,196
Prepaid expenses 39,486 32,706
Deferred income taxes (Notes 1 and 4) 91,439 73,711
Net assets held for sale (Note 2) 110,683 164,000
Total Current Assets 2,196,362 2,153,113
Plant and equipment (Note 1):
Land and land improvements 152,723 138 394
Buildings and building equipment 753,909 642,770
Machinery and equipment 1,975,996 1,825,889
Construction in progress 123,436 107,197
3,006,064 2,714,250
Less accumulated depreciation 1,457,376 1,373,335
1,548,688 1340915
Investments and other assets (Note 1) 630,971 574,241
Excess cost of investments over net assets acquired (Note 1) 953,648 570,740
Deferred income taxes (Notes 1 and 4) 7,992 7,290
Total Assets $ 5,337,661 $ 4,646,299
Liabilities and Shareholders’ Equity
Current Liabilities
Notes payable and long-term debt payable within one year (Notes 7 and 8) $ 546,502 $ 335298
Accounts payable, trade 367,806 372,666
Accrued payrolls and other compensation 173,556 169,837
Accrued domestic and foreign taxes 61,874 84208
Other accrued liabilities 263,391 224,294
Total Current Liabilities 1,413,129 1,186,303
Long-term debt (Note 8) 857,078 701,762
Pensions and other postretirement benefits (Notes 1 and 9) 318,527 299,741
Deferred income taxes (Notes 1 and 4) 131,708 77,939
Other liabilities 88,304 71,096
Total Liabilities 2,808,746 2,336,841
Shareholders’ Equity (Note 10)
Serial preferred stock, $.50 par value, authorized 3,000,000 shares; none issued
Common stock, $.50 par value, authorized 600,000,000 shares;
issued 117,409,197 shares in 2001 and 116,602,195 shares in 2000 at par value 58,705 58,301
Additional capital 346,228 328,938
Retained earnings 2,426,496 2,165,625
Unearned compensation related to ESOP (Note 8) (96,398) (110,818)
Deferred compensation related to stock options 2,347 1,304
Accumulated other comprehensive (loss) (204,531) (125,458)
2,532,847 2,317,892
Common stock in treasury at cost; 100,000 shares in 2001 and 214,487 shares in 2000 (3,932) (8,434)
Total Shareholders’ Equity 2,528,915 2,309,458
Total Liabilities and Shareholders’ Equity $ 5,337,661 $ 4,646,299

The accompanying notes are an integral part of the financial statements.
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MANAGEMENT’S DISCUSSION & ANALYSIS AND FINANCIAL STATEMENTS

Discussion of Cash Flows

The Consolidated Statement of Cash Flows reflects cash inflows and
outflows from the Company's operating, investing and financing activities. All
year references are to fiscal years.

Cash and cash equivalents decreased $44.9 million in 2001 after increasing
$35.2 million in 2000.

Cash Flows From Operating Activities — The Company's largest
source of cash continues to be net cash provided by operating activities. Net cash
provided by operating activities in 2001 was §532.2 million compared to $538.0
million in 2000. This decrease was principally due to Accounts payable using cash of
$43.7 million in 2001 compared to providing cash of $21.8 million in 2000. Accrued
domestic and foreign taxes used cash of $6.1 million in 2001 after providing cash of
$30.1 million in 2000. Net income in 2001 decreased $27.4 million compared to
2000, and accrued payrolls and other compensation used cash of $13.6 million in
2001 compared to providing cash of $8.0 million in 2000. In addition, cash provided
by operating activities excluded a (Gain) on sale of plant and equipment of $55.9
million in 2001 compared to $5.3 million in 2000. These uses of cash in 2001 were
partially offset by non-cash expenses of Depreciation and Amortization, which
increased $58.1 million in 2001 compared to 2000. Deferred income taxes increased
$32.5 million in 2001 as opposed to decreasing $11.9 million in 2000. Net assets held
for sale provided cash of $43.1 million in 2001 after having no impact in 2000, and
Accounts receivable used cash of $6.7 million in 2001 after using cash of $42.4
million in 2000.

Net cash provided by operating activities in 2000 was a record $538.0 million
compared to $459.1 million in 1999. Net income in 2000 increased $57.7 million
over 1999. Accounts payable provided cash of $21.8 million in 2000 compared to
using cash of $33.1 million in 1999 and Accrued payrolls and other compensation
provided cash of $8.0 million in 2000 after using cash of $21.9 million in 1999.
These providers of cash in 2000 were partially offset by Deferred income taxes,
which decreased $11.9 million in 2000 as opposed to increasing $5.7 million in
1999. Other liabilities provided cash of §5.6 million in 2000 after providing cash
of $20.7 million in 1999. Inventories provided cash of $17.2 million in 2000
compared to providing cash of $30.6 million in 1999 and Accounts receivable used
cash of $42.4 million in 2000 after using cash of $31.4 million in 1999.

Cash Flows From Investing Activities —Net cash used in
investing activities was $240.1 million higher in 2001 than 2000, due to an
increase in the amount spent on Acquisitions of $232.2 million and an increase
in the amount spent on Capital expenditures of $104.3 million in 2001,
partially offset by an increase of §58.0 million in proceeds received from the sale
of plant and equipment in 2001.

Net cash used in investing activities was $266.7 million higher in 2000 than
1999, primarily due to Acquisitions using $261.1 million more cash in 2000,
partially offset by an increase of $25.7 million in proceeds received from the
sale of plant and equipment in 2000. Included in Other is an increase in cash
used for equity investments in 2000.

To complete Acquisitions the Company utilized cash of $583.3 million in 2001;
$351.0 million of cash and the issuance of common stock valued at $184.3
million in 2000; and cash of $89.9 million in 1999. The net assets of the acquired
companies at their respective acquisition dates consisted of the following;
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(in thousands) 2001 2000 1999
Assets acquired:
Accounts receivable $ 87514 $ 72,651 $ 16,529
Inventories 67,904 90,319 16,173
Prepaid expenses 11,730 2,329 2,509
Assets held for sale 84,640 164,000
Deferred income taxes 10,029 273814
Plant & equipment 141,411 119,889 17,686
Other assets 12,072 246,915 3,783
Excess cost of investments
over net assets acquired 383,878 158,230 84,589
799,178 832,147 141,269
Liabilities and equity assumed:
Notes payable 20,926 2,433 10,433
Accounts payable 36,545 41315 10,105
Accrued payrolls 20,587 18,345 6,828
Accrued taxes (5,463) 102,473 (646)
Other accrued liabilities 72,150 56,432 3,535
Long-term debt 53,823 107,195 20,090
Pensions and other
postretirement benefits 2,483 22,964 471
Deferred income taxes 13,027
Other liabilities 1,846 588
Unearned compensation (4,285)
215,924 346,872 51,404
Net assets acquired $ 583,254 $ 535,275 $ 89,865

Cash Flows From Financing Activities -1n 2001 the
Company increased its outstanding borrowings by a net total of $308.1 million
primarily to fund acquisitions. The majority of the funding was through the
issuance of EUR 300 million ($257.2 million on the date of issuance) of five-
year Euro Notes in the European debt capital market. Additional funds were
obtained through the issuance of commercial paper.

In 2000 the Company increased its outstanding borrowings by a net total of
$154.6 million primarily to fund acquisitions. The majority of the funding
occurred in the second half of 2000 and was accomplished through the
issuance of commercial paper.

Common share activity in 2001 primarily includes the exercise of stock options.
During 2001 the Company did not purchase any shares of its common stock for
treasury.

Dividends have been paid for 204 consecutive quarters, including a yearly
increase in dividends for the last 45 fiscal years. The current annual dividend
rate is §.72 per share.

In summary, based upon the Company's past performance and current
expectations, management believes the cash flows generated from future
operating activities should provide adequate funds to support internal growth
and continued improvements in the Company’s manufacturing facilities and
equipment. The Company’s worldwide financial capabilities may be used to
support planned growth as needed.



Consolidated Statement of Cash Flows (Dollars in thousands)

For the years ended June 30, 2001 2000 1999
Cash Flows From Operating Activities
Net income $ 340,792 $ 308,232 $ 310,501
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 200,270 167,356 164,577
Amortization 64,257 39,052 37,469
Deferred income taxes 32,509 (11,867) 5,718
Foreign currency transaction loss (gain) 4,159 5,082 (2,495)
(Gain) loss on sale of plant and equipment (55,914) (5,288) 1,886
Net effect of extraordinary loss 3,378
Changes in assets and liabilities, net of effects from acquisitions and dispositions:
Accounts receivable (6,725) (42,386) (31,396)
Inventories 7,865 17,248 30,606
Prepaid expenses 4,799 (7,881) 2,069
Assets held for sale 43,069
Other assets (66,376) (53,105) (56,957)
Accounts payable, trade (43,697) 21,792 (33,075)
Accrued payrolls and other compensation (13,586) 8,021 (21,892)
Accrued domestic and foreign taxes (6,136) 30,124 22,091
Other accrued liabilities (10,444) (7,533) (3,935
Pensions and other postretirement benefits 18,501 3,642 13,258
Other liabilities 15,444 5,551 20,672
Net cash provided by operating activities 532,165 538,040 459,097
Cash Flows From Investing Activities
Acquisitions (less cash acquired of $10,143 in 2001, $1,158 in 2000 and $2,609 in 1999) (583,254) (351,011) (89,865)
Capital expenditures (334,748) (230,482) (230,122)
Proceeds from sale of plant and equipment 90,044 32,051 6,382
Other 8,130 (30,267) 548
Net cash (used in) investing activities (819,828) (579,709) (313,057)
Cash Flows From Financing Activities
Proceeds from common share activity 15,971 1,202 74,076
Proceeds from (payments of) notes payable, net 197,324 272,440 (228,896)
Proceeds from long-term borrowings 304,172 12,600 232,886
(Payments of) long-term borrowings (193,409) (130,419) (152,397)
Dividends paid, net of tax benefit of ESOP shares (79,921) (74,963) (69,461)
Net cash provided by (used in) financing activities 244,137 80,860 (143,792)
Effect of exchange rate changes on cash (1,369) (4,008) 541
Net (decrease) increase in cash and cash equivalents (44,895) 35,183 2,789
Cash and cash equivalents at beginning of year 68,460 33,277 30,488
Cash and cash equivalents at end of year $ 23,565 $ 68,460 $ 33,277
Supplemental Data:
Cash paid during the year for:
Interest, net of capitalized interest $ 84,183 $ 56,341 $ 62,997
Income taxes 183,546 167,211 129,893
Non-cash investing activities:
Stock issued for acquisitions 184,263
Non-cash financing activities:
Capital lease obligations 7,346
ESOP debt guarantee 112,000

The accompanying notes are an integral part of the financial statements.
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MANAGEMENT’S DISCUSSION & ANALYSIS AND FINANCIAL STATEMENTS

Discussion of Business Segment Information

The Business Segment Information presents sales, operating income
and assets on a basis that is consistent with the manner in which the
Company’s various businesses are managed for internal review and decision-
making, All year references are to fiscal years. Certain prior period amounts
have been reclassified to conform to the current year presentation.

Industrial Segment

2001 2000 1999
Operating income as a percent of sales 9.8% 12.7% 11.3%
Return on average assets 12.9% 17.7% 16.0%

Sales for the Industrial North American operations increased to $2.94 billion in
2001, 18.3 percent over 2000, following an increase in 2000 of 16.8 percent over
1999. Acquisitions accounted for all of the 2001 increase and one-third of the
increase in 2000. Sales in 2001 reflect lower demand within most of the
Industrial North American markets, particularly in the heavy-duty truck,
agriculture, factory automation and machine tool markets. However, some
overall growth was experienced in the semiconductor manufacturing, oil and
gas and petrochemical markets. Sales in 2000 reflected higher volume across
all businesses, particularly in the semiconductor manufacturing and
telecommunications markets.

International Industrial sales increased to $1.28 billion, 8.5 percent over 2000.
Acquisitions accounted for all of the 2001 increase. Without the impact of changes
in currency rates, sales for 2001 increased 20.7 percent, mostly attributable to
higher volume in Europe, the Asia Pacific region and Latin America. The higher
volume was experienced across virtually all of the International Industrial
businesses. International Industrial sales of $1.18 billion in 2000 represented a 2.2
percent increase from 1999, all of which was attributable to acquisitions. Without
the impact of changes in currency rates, sales for 2000 increased 11.4 percent,
mostly attributable to higher volume in the Asia Pacific region as well as higher
market demand in Europe and Latin America in the latter part of 2000.

Industrial North American operating income decreased 14.9 percent in 2001
after an increase of 31.0 percent in 2000. Operating income in 2001 includes
$13.2 million in business realignment charges taken in response to the
economic downturn experienced during the current year. Excluding this
charge, Income from operations as a percent of sales was 11.4 percent in 2001
compared to 15.3 percent in 2000 and 13.6 percent in 1999. Margins in 2001
were adversely affected by lower demand, which resulted in the underabsorption
of overhead costs as well as pricing pressure experienced throughout most of the
North American Industrial markets. Recent acquisitions, not yet fully
integrated, also negatively impacted margins. Raw material prices decreased
during the year.

International operating income increased 9.8 percent in 2001 after an increase of
4.8 percent in 2000. Operating income in 2001 and 2000 includes $5.9 million
and $9.0 million, respectively in business realignment charges that were taken to
appropriately structure the European operations. Excluding these charges, income
as a percent of sales in 2001 was 7.7 percent compared to 7.9 percent in 2000 and
7.0 percent in 1999. The lower margins in 2001 were the result of the higher
volume and better capacity utilization experienced across most International
businesses being more than offset by lower margins contributed by recent
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acquisitions, not yet fully integrated. Margins in 2000 benefited from higher
volume in the Asia Pacific region and improved market conditions in Latin
America as well as improved European market demand in the second half of 2000.

Asignificant downward trend in order rates in the Industrial Segment was
experienced in the second half of 2001 with orders in virtually all markets
continuing on the downswing heading into 2002. Order entry levels in North
America are anticipated to remain soft in the first half of 2002 with an
improvement in the level of orders anticipated to begin in the second half of
2002. Industrial European operations are anticipated to feel the effect of the
North American economic downturn in 2002 but the benefits of the business
realignment charges are expected to mitigate some of the downward effects. The
Asia Pacific region and Latin American operations are expected to continue to
improve as the Company continues to expand its operations into these markets.

Backlog for the Industrial Segment was $667.9 million at June 30, 2001,
compared to $650.8 million at the end of 2000 and $461.7 million at the end of
1999. The modest increase in backlog is attributable to acquisitions partially
offset by lower order rates experienced across most markets in the second half of
2001. The higher backlog in 2000 was due to strong order rates across all
markets as well as acquisitions.

Assets for the Industrial Segment increased 22.1 percent in 2001 after an increase
of 23.1 percent in 2000. The increase in 2001 and 2000 is primarily due to
acquisitions partially offset by the effect of currency fluctuations. In both years net
plant and equipment increased due to capital expenditures exceeding depreciation.

Aerospace Segment

2001 2000 1999
Operating income as a percent of sales ~ 18.2% 15.4% 15.4%
Return on average assets 30.8% 23.4% 23.1%

Sales increased 5.9 percent in 2001 after a decrease of 1.2 percent in 2000. The
higher sales resulted from the continued increase in regional jet build rates and
maintenance, repair and overhaul business as well as an increase in
commercial aircraft builds. The decline in 2000 was due to a decline in
commercial aircraft builds.

Operating income was $218.9 million in 2001, $175.7 million in 2000 and
$177.2 million in 1999. Operating income in 2000 included $4.4 million in
business realignment charges that were taken in response to the decline in
commercial aircraft orders. Operating income in 2001, as a percent of sales, was
18.2 percent compared to 15.8 percent in 2000, excluding the charge, and 15.4
percent in 1999. The increase in margins in 2001 resulted from a higher mix of
aftermarket business as well as an increase in OEM volume. 'The 2000 decline in
margins resulted from lower volume, which resulted in lower capacity utilization.

Backlog at June 30, 2001 was $1.21 billion compared to $1.05 billion in 2000 and
$1.08 billion in 1999. The higher backlog in 2001 reflects the increase in commercial
aircraft build rates and orders in the regional jet market. This trend in order rates is
expected to continue in 2002, however the rate of the increase is expected to moderate.

Assets remained the same as the 2000 level after a 10.0 percent decline in 2000
from the 1999 level. An increase in net plant and equipment and accounts
receivable were offset by a decline in inventory and net goodwill.



Business Segment Information

(Dollars in thousands)

By Industry By Geographic Area (o)
2001 2000 1999 2001 2000 1999
Net Sales: Net Salef:

Industrial North AITlerlCil $ 4,561,217 $4,075,805  $ 3,704,895
North America $2,941,607  $2486372  § 2127895 International 1,418,387 130975 1281801
International 1,275,516 1,175,880 1,151,172 $ 5,979,604  §53856018  § 4,986,690

Aerospace 1,205,624 1,138,328 1,152,390 Long-Lived Assets:

Other 556,767 585,038 555,239 North America $ 1,186,834 $ 969,788 $ 873,222

$5,979,604  §5385618  §4986,006 International 361,854 371,127 327,647
Segment Operating Income: $ 1,548,688  §1340915  § 1,200,869
Industrial ‘ Certain prior period amounts have been reclassified to conform to the current
North America $ 322,786  § 379251 § 289,599 ,
International 92,561 84317 80,489 year presentation.
Aerospace 218,851 175,710 177,213 The accounting policies of the business segments are the same as those
Other 41,451 47,084 47,416 described in the Significant Accounting Policies footnote except that the
Total segment operating income 675,649 686,362 594,717 business segment results are prepared on a management basis that is consistent
Corporate administration 85,738 58,210 54,176 with the manner in which the Company disaggregates financial information for
Income before interest expense andother 589,911 628,152 540,541 internal review and decision-making,
Interest expense 90,362 59,183 63,697
Other (34,047) 6,782 (850) (a) Corporate assets are principally cash and cash equivalents, domestic
Income before income taxes $ 533,596 $ 562187 § 477694 deferred income taxes, investments, benefit plan assets, headquarters
Identifiable Assets: facilities, assets held for sale and the major portion of the Company’s

Industrial $3,528,652  $2880895  § 2346835 domestic data processing equipment. Corporate assets declined 2.8 percent in

Aerospace 710,555 709,731 789,174 2001 and increased 180.9 percent in 2000. The 2001 and 2000 amounts

Other 390,006 317,462 310,311 include assets held for sale as separately identified on the Consolidated

4,629,213 3,917,088 3,446,320 Balance Sheet. The increase in 2000 is due to an increase in qualified and

Corporate (a) 708,448 729,211 259,568 non-qualified benefit plan assets including those from acquisitions.

$ 5337661 $46600 §3705858 (b) Includes value of net plant and equipment at the date of acquisition of
Property Additions: ( acquired companies accounted for by the purchase method (2001 -

Industrial $ 412,042 $ 307360 $ 190,352 §141,411: 2000 - $119,889: 1999 - $17,686).

Aerospace 37,152 20,720 36,993

Other 14,935 22,291 18,878 (c) Net sales are attributed to countries based on the location of the selling

Corporate 12,030 1,585 unit. North America includes the United States, Canada and Mexico. No

$ 476,159  § 350371 § 247808 country other than the United States represents greater than 10% of
Depreciation: consolidated sales. Long-lived assets are comprised of property, plant and

Industrial $ 160,577 $ 126377 § 124857 equipment based on physical location.

Aerospace 19,729 21,342 19,523

Other 16,262 15,701 16,057

Corporate 3,702 3,936 4,140

$ 200,270 § 16735 § 164577

MANAGEMENT’S DISCUSSION & ANALYSIS, continued

Other Segment

2001 2000 1999
Operating income as a percent of sales 7.4% 8.0% 8.5%
Return on average assets 11.7% 15.0% 15.4%

The Other Segment consists of several business units which produce motion-
control and fluid power system components for use primarily in the
transportation industry and a business unit which designs and manufactures
custom-engineered buildings.

Sales declined 4.8 percent in 2001 following an increase in 2000 of 5.4 percent
from 1999. Sales in 2001 reflect lower demand in the automotive market while
the increase in sales in 2000 reflected higher volume in the automotive market.
Operating income declined 12.0 percent in 2001 after 2000 operating income
remained unchanged from 1999. The decline in operating income in 2001 was
attributable to the lower volume and pricing pressure.

Backlog was $109.1 million at June 30, 2001, compared to $100.2 million at the
end of 2000 and $85.2 million at the end of 1999.

Assets increased 22.9 percent in 2001 after an increase of 2.3 percent in 2000.
Assets in 2001 include those from a business classified as held for sale in 2000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 Significant Accounting Policies

The significant accounting policies followed in the preparation of the
accompanying consolidated financial statements are summarized below.

Nature of Operations — The Company is a leading worldwide
producer of motion control products, including fluid power systems,
electromechanical controls and related components. The Company evaluates
performance based on segment operating income before Corporate general and
administrative expenses, Interest expense and Income taxes.

The Company operates in two principal business segments: Industrial and
Aerospace. The Industrial Segment is an aggregation of several business units
which produce motion-control and fluid power system components for builders
and users of various types of manufacturing, packaging, processing,
transportation, agricultural, construction, and military machinery, vehicles and
equipment. Industrial Segment products are marketed primarily through field
sales employees and independent distributors. The North American Industrial
business represents the largest portion of the Company’s manufacturing plants
and distribution networks and primarily services North America. The
International Industrial operations bring Parker products and services to
countries throughout Europe, Asia Pacific and Latin America.

The Aerospace Segment produces hydraulic, pneumatic and fuel systems and
components which are utilized on virtually every domestic commercial, military
and general aviation aircraft and also performs a vital role in naval vessels,
land-based weapons systems, satellites and space vehicles. This Segment serves
original equipment and maintenance, repair and overhaul customers
worldwide. Aerospace Segment products are marketed by field sales employees
and are sold directly to the manufacturer and to the end user.

The Company also reports an Other Segment consisting of several business units
which produce motion-control and fluid power system components for use
primarily in the transportation industry and a business unit which designs and
manufactures custom-engineered buildings. The products in this segment are
marketed primarily through field sales employees and independent distributors.

See the table of Business Segment Information “By Industry” and “By Geographic
Area” on page 25 for further disclosure of business segment information.

There are no individual customers to whom sales are five percent or more of the
Company’s consolidated sales. Due to the diverse group of customers throughout the
world the Company does not consider itself exposed to any concentration of credit risks.
The Company manufactures and markets its products throughout the world.
Although certain risks and uncertainties exist, the diversity and breadth of the
Company’s products and geographic operations mitigate significantly the risk
that adverse changes would materially affect the Company’s operating results.
Use of Estimates — The preparation of financial statements in
conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect
the amounts reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

Basis of Consolidation — The consolidated financial statements
include the accounts of all domestic and foreign subsidiaries. All material
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intercompany transactions and profits have been eliminated in the consolidated
financial statements. Within the Business Segment Information, intersegment and
interarea sales are recorded at fair market value and are immaterial in amount.

Revenue Recognition — Revenue is recognized when the risks and
rewards of ownership and title to the product has transferred to the customer. On
December 3, 1999 the Securities and Exchange Commission (SEC) issued Staff
Accounting Bulletin No. 101, “Revenue Recognition in Financial Statements,”
(SAB 101). SAB 101 reflects the basic principles of revenue recognition in
accounting principles generally accepted in the United States of America. No
significant changes to the Company’s revenue recognition policies were necessary
to comply with SAB 101.

In the fourth quarter of 2001 the Company adopted Emerging Issues Task Force
(EITF) Issue 00-10, “Accounting for Shipping and Handling Fees and Costs,” which
requires amounts billed to customers for shipping and handling to be included as a
component of sales. The Company restated its Net sales for the first three quarters of
2001 and total year Net sales for 2000 and 1999, resulting in an increase in both
Net sales and Cost of sales of §23,164, $30,281 and $27,896, respectively.

Cash — Cash equivalents consist of short-term highly liquid investments,
with a three-month or less maturity, carried at cost plus accrued interest, which
are readily convertible into cash.

Inventories — Inventories are stated at the lower of cost or market. The
majority of domestic inventories are valued by the last-in, first-out method and the
balance of the Company's inventories are valued by the first-in, first-out method.

Long-term Contracts — The Company enters into long-term contracts
for the production of aerospace products and the manufacture of custom-
engineered buildings. For financial statement purposes, sales are recorded as
deliveries are made (units of delivery method of percentage-of-completion).
Unbilled costs on these contracts are included in inventory. Progress payments are
netted against the inventory balances. Provisions for estimated losses on
uncompleted contracts are made in the period in which such losses are determined.

Plant, Equipment and Depreciation — Plant and equipment are
recorded at cost and are depreciated principally using the straight-line method for
financial reporting purposes. Depreciation rates are based on estimated useful lives
of the assets, generally 40 years for buildings; 15 years for land improvements and
building equipment; 10 years for machinery; and seven years for equipment.
Improvements which extend the useful life of property are capitalized, and
maintenance and repairs are expensed. When property is retired or otherwise
disposed of, the cost and accumulated depreciation are removed from the
appropriate accounts and any gain or loss is included in current income.

Investments and Other Assets — Investments in joint-venture
companies in which ownership is 50% or less and in which the Company does
not have operating control are stated at cost plus the Company's equity in
undistributed earnings. These investments and the related earnings are not
material to the consolidated financial statements.

Excess Cost of Investments — The excess cost of investments
over net assets acquired is being amortized, on a straight-line basis, over periods
ranging from 15 years to 40 years. Unamortized cost in excess of associated



expected operating cash flows is considered to be impaired and is written down
to fair value. The Financial Accounting Standards Board (FASB) has issued
SFAS No. 142, “Goodwill and Other Intangible Assets.” This Standard provides
that goodwill should not be amortized but instead be tested for impairment
annually at the reporting unit level. The Company adopted the new Standard
as of July 1, 2001 and therefore ceased amortizing goodwill as of that date. The
effect of the new Standard is estimated to result in an increase in Net income in
2002 of approximately $51 million or $.44 per share. The Company currently
does not anticipate recognizing a charge for impairment of existing goodwill as
a result of the transitional goodwill impairment test required to be performed
within six months of adopting SFAS No. 142.

Income Taxes — Income taxes are provided based upon income for
financial reporting purposes. Deferred income taxes arise from temporary
differences in the recognition of income and expense for tax purposes. Tax
credits and similar tax incentives are applied to reduce the provision for income
taxes in the year in which the credits arise.

Foreign Currency Translation — Assets and liabilities of most
foreign subsidiaries are translated at current exchange rates, and income and
expenses are translated using weighted average exchange rates. The effects of
these translation adjustments, as well as gains and losses from certain
intercompany transactions, are reported in the Accumulated other
comprehensive (loss) component of Shareholders' equity. Such adjustments will
affect Net income only upon sale or liquidation of the underlying foreign
investments, which is not contemplated at this time. Exchange gains and losses
from transactions in a currency other than the local currency of the entity
involved, and translation adjustments in countries with highly inflationary
economies, are included in Net income.

Financial Instruments — The Company’s financial instruments
consist primarily of investments in cash, cash equivalents and long-term
investments as well as obligations under notes payable and long-term debt. The
carrying values for Cash and cash equivalents, Investments and other assets and
Notes payable approximate fair value.

The Company enters into forward exchange contracts (forward contracts),
costless collar contracts, and cross-currency swap agreements to reduce its
exposure to fluctuations in related foreign currencies. These contracts are with
major financial institutions and the risk of loss is considered remote. The
Company does not hold or issue derivative financial instruments for trading
purposes. Effective July 1, 2000 the Company adopted the provisions of SFAS
No. 133, “Accounting for Derivative Instruments and Hedging Activities.” Due
to the immaterial amount of derivative and hedging activity within the
Company, the effect of adopting SFAS No. 133 on the Company’s results of
operations and financial position was immaterial.

Gains or losses on forward contracts that hedge specific transactions are
recognized in Net income, offsetting the underlying foreign currency gains or
losses. Gains or losses on costless collar contracts are recognized in Net income
when the spot rate of the contract falls outside the collar range.

Cross-currency swap agreements are recorded in Long-term debt as dollar-
denominated receivables with offsetting foreign-currency payables. If the

(Dollars in thousands, except per share amounts)

receivables more than offset the payables, the net difference is reclassified to an
asset. Gains or losses are accrued monthly as an adjustment to Net income,
offsetting the underlying foreign currency gains or losses. The differential
between interest to be received and interest to be paid is accrued monthly as an
adjustment to Interest expense.

In addition, the Company’s foreign locations, in the ordinary course of business,
enter into financial guarantees, through financial institutions, which enable
customers to be reimbursed in the event of nonperformance by the Company.

The total value of open contracts and any risk to the Company as a result of the
above mentioned arrangements is not material.

Stock Options — The Company applies the intrinsic-value based
method to account for stock options granted to employees or outside Directors
to purchase common shares. The option price equals the market price of the
underlying common shares on the date of grant, therefore no compensation
expense is recognized.

Reclassifications — Certain prior period amounts have been
reclassified to conform to the current year presentation.

Note 2 Acquisitions and Net Assets Held for Sale

On July 21, 2000 the Company completed the acquisition of Wynn'’s
International, Inc. (Wynn’s). Wynn’s is a leading manufacturer of precision-
engineered sealing media for the automotive, heavy-duty truck and aerospace
markets. On September 29, 2000 the Company acquired the pneumatics
business of Invensys plc, which specializes in the design and production of
equipment and controls for automated processes. On April 30, 2001 the
Company acquired the Miller Fluid Power and Wilkerson businesses of CKD-
Createc. Miller Fluid Power manufactures both pneumatic and hydraulic
cylinders and Wilkerson manufactures a complete line of compressed air
treatment and control products. Combined annual sales for these operations,
for their most recent fiscal year prior to acquisition, were approximately $713
million. Total purchase price for these businesses was approximately $506
million in cash and assumed debt of $65 million.

On February 3, 2000 the Company acquired the assets of Dana Corporation's
Gresen Hydraulics business, located in Minneapolis, Minnesota and Sarasota,
Florida, a manufacturer of a wide range of hydraulic pumps, motors, cylinders,
control valves, filters and electronic controls for on- and off-highway vehicles.
On April 11, 2000 the Company completed its merger with Commercial
Intertech Corp. of Youngstown, Ohio with the Company being the surviving
corporation. Commercial Intertech's hydraulics business manufactures gear
pumps and motors, control valves and telescopic cylinders for use on heavy-duty
mobile equipment. On May 30, 2000 the Company acquired the assets of
Whatman's Industrial Filtration Business, based in Haverill, Massachusetts and
Maidstone, United Kingdom, a manufacturer of high quality purification
products and gas generators for a variety of industrial applications. Combined
annual sales for these operations, for their most recent fiscal year prior to
acquisition, were approximately $716 million. Total purchase price for these
businesses was approximately $339 million in cash, 4.3 million shares of common
stock valued at $184 million and assumed debt of $104 million.
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The Company is currently soliciting offers for the purchase of the specialty
chemical and warranty businesses of Wynn’s. These businesses are valued at the
estimated net cash proceeds from their sale plus estimated net earnings during
the holding period and are reflected as Net assets held for sale on the
Consolidated Balance Sheet. The Company has decided to suspend its efforts to
sell the building systems business of Commercial Intertech. As such the net
assets of the building systems business have been consolidated on the
Consolidated Balance Sheet at June 30, 2001 and the results of operations of the
building systems business have been included in the Consolidated Statement of
Income beginning in the fourth quarter of fiscal 2001. At June 30, 2001 the
Company was in the process of completing the divestiture of the metal forming
business of Commercial Intertech. This business is valued at the estimated net
cash proceeds from its sale and is reflected as Net assets held for sale on the
Consolidated Balance Sheet. During 2001, $22,350 of income from operations
and $6,564 of interest expense were excluded from the Consolidated Statement
of Income and included in the carrying value of Net assets held for sale.

On July 14, 1998 the Company acquired the equity of B.A.G. Acquisition Ltd.,
the parent company of Veriflo Corporation, a manufacturer of high-purity
regulators and valves based in Richmond, California. On August 27, 1998 the
Company acquired the equity of Fluid Power Systems, a manufacturer of
hydraulic valves and electrohydraulic systems and controls located in
Lincolnshire, Illinois. Combined annual sales for these operations, for their
most recent fiscal year prior to acquisition, were approximately $107 million.
Total purchase price for these businesses was approximately $85.2 million cash.

These acquisitions were accounted for by the purchase method, and results
are included as of the respective dates of acquisition.

Note 3 Gain on Sale of Real Property
and Charges Related to Business Realignment

In 2001 the Company recorded a §55,548 gain ($34,062 after tax or $.30 per
share) realized on the sale of real property located in Southern California.
The property had served as a headquarters and manufacturing locale for the
Company’s Aerospace Group and several of its divisions. Such operations
have relocated to other previously owned or leased facilities in the area. The
Company does not currently anticipate additional property sales of this
magnitude occurring in the future. The gain is reflected in the Consolidated
Statement of Income in the (Gain) loss on disposal of assets caption.

In 2001 the Company recorded a $28,724 charge (§18,474 after-tax or §.16 per
share) related to costs of appropriately structuring its businesses in response to
current economic conditions. The business realignment charge includes
severance costs and employee-related benefits of $17,673 and $11,051 of other
costs, primarily certain asset impairments. The severance costs and employee-
related benefits is attributable to approximately 1,126 employees associated
with the Industrial North American operations, 310 employees associated with
the Industrial International operations and 27 employees associated with
operations in the Other segment. All severance and employee-related benefit
payments are expected to be made by the end of fiscal 2002. The asset
impairment portion represents the amount by which the carrying value of the
assets exceeded their estimated future undiscounted cash flows. The business
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realignment charge is presented in the Consolidated Statement of Income for 2001
in the following captions: $12,071 in Cost of sales; $6,691 in Selling, general and
administrative expenses; $3,009 in Interest and other (income), net; and $6,953 in
(Gain) loss on disposal of assets.

In 2000 the Company recorded a $8,555 charge ($5,560 after-tax or $.05 per share)
related to the costs of appropriately structuring its businesses to operate in their current
economic environment. The charge primarily related to severance costs attributable to
approximately 250 employees principally associated with the Industrial International
operations. As of June 30, 2000, the Company had made all severance payments. A
change in the future utilization of long-lived assets at certain locations triggered an
impairment review of these long-lived assets during 2000. The Company evaluated
the recoverability of the long-lived assets and determined that the estimated future
undiscounted cash flows were below the carrying value of these assets. Accordingly, the
Company recorded a non-cash impairment loss of $4,875 ($3,169 after-tax or $.03 per
share). Of the pre-tax amount, $3,499 relates to the Aerospace Segment and $1,376
relates to the Industrial Segment. The severance and impairment loss are presented in
the Consolidated Statement of Income for 2000 in the following captions: $2,552 in
Cost of sales; $2,476 in Selling, general and administrative expenses; and $3,402 in
(Gain) loss on disposal of assets.

Note 4 Income Taxes

Income taxes before extraordinary items include the following;

2001 2000 1999

Federal $103,215 $140,603 $113,011
Foreign 30,791 29,393 34,309
State and local 10,518 11,099 11,236
Deferred 44,902 12,800 8,637
$189,426 $193,955 $167,193

A reconciliation of the Company's effective income tax rate to the statutory
Federal rate follows:

2001 2000 1999
Statutory Federal income tax rate 35.0% 35.0% 35.0%
State and local income taxes 1.9 L5 1.8
FSC income not taxed (2.4) 1.7 (23)
Foreign tax rate difference (1.1) (1.1 7
Nondeductible goodwill 2.3 12 13
Other (.2) (4) 1.5)
Effective income tax rate 35.5% 34.5% 35.0%

Deferred income taxes are provided for the temporary differences between the
financial reporting basis and the tax basis of assets and liabilities.



The differences comprising the net deferred taxes shown on the Consolidated
Balance Sheet at June 30 were as follows:

2001 2000

Postretirement benefits $ (10,951) $ 1,710

Other liabilities and reserves 66,281 58,077

Long-term contracts 9,046 5,347

Operating loss carryforwards 39,537 45,182

Foreign tax credit carryforwards 8,171 3,356

Valuation allowance (20,629) (26,387)
Depreciation and amortization (135,502) (95,138)
Inventory 12,500 10,532

Net deferred tax (liability) asset $ (31,547) $ 2,179

Change in net deferred tax (liability) asset:

Provision for deferred tax $ (44,902) $(12,800)
Ttems of other comprehensive (loss) income (7,528) 320

Acquisitions 18,704 (49,432)
Total change in net deferred tax $ (33,726) $(61,912)

At June 30, 2001, the Company has operating loss carryforwards of $39,537 for
tax purposes, some of which can be carried forward indefinitely and others which
can be carried forward from three to 20 years. A valuation allowance has been
established due to the uncertainty of realizing certain foreign operating loss
carryforwards. The recognition of any future tax benefit resulting from the
reduction of $18,765 of the valuation allowance will reduce any goodwill related
to the Commercial Intertech acquisition remaining at the time of the reduction.

Provision has not been made for additional U.S. or foreign taxes on undistributed
earnings of certain international operations as those earnings will continue to be
reinvested. It is not practicable to estimate the additional taxes, including
applicable foreign withholding taxes, that might be payable on the eventual
remittance of such earnings.

Accumulated undistributed earnings of foreign operations reinvested in their
operations amounted to §333,796, $276,481 and $205,756, at June 30, 2001,
2000 and 1999, respectively.

Note 5 Earnings Per Share

Earnings per share have been computed according to SFAS No. 128, “Earnings
per Share.” Basic earnings per share is computed using the weighted average
number of shares of common stock outstanding during the year.

Diluted earnings per share is computed using the weighted average number of
common shares and common share equivalents outstanding during the year.
Common share equivalents represent the dilutive effect of outstanding stock
options. The computation of net income per share was as follows:

(Dollars in thousands, except per share amounts)

2001 2000 1999

Numerator:
Net income applicable

to common shares $ 340,792 $ 368,232 $ 310,501
Denominator:
Basic — weighted average

common shares 114,304,977 110,330,711 108,799,974
Increase in weighted average

from dilutive effect of

exercise of stock options 759,470 913,921 878,985
Diluted — weighted average

common shares, assuming

exercise of stock options 115,064,447 111,244,632 109,678,959
Basic earnings per share $ 2.98 $ 334 $ 285
Diluted earnings per share $ 2.96 $ 331 $ 283

Note 6 Inventories

Inventories valued on the last-in, first-out cost method are approximately 44%
in 2001 and 43% in 2000 of total inventories. The current cost of these
inventories exceeds their valuation determined on the LIFO basis by $147,300 in
2001 and $141,187 in 2000. Progress payments of $18,969 in 2001 and $20,279
in 2000 are netted against inventories.

Note 7 Financing Arrangements

The Company has committed lines of credit totaling $820,765 through several
multi-currency unsecured revolving credit agreements with a group of banks, of
which $321,293 was available at June 30, 2001. The majority of these
agreements expire October 2003. The interest on borrowings is based upon the
terms of each specific borrowing and is subject to market conditions. The
agreements also require facility fees of up to 8/100ths of one percent of the
commitment per annum. Covenants in some of the agreements include a
limitation on the Company's ratio of debt to tangible net worth.

The Company has other lines of credit, primarily short-term, aggregating
$125,429 from various foreign banks, of which $91,600 was available at June
30, 2001. Most of these agreements are renewed annually.

During fiscal 2001 the Company did not issue any medium-term notes leaving
$530,000 available for issuance at June 30, 2001.

The Company is authorized to sell up to $800 million of short-term commercial
paper notes, rated A-1 by Standard & Poor's, P-1 by Moody's and F-1 by Fitch,
Inc. At June 30, 2001 there were $489,848 of commercial paper notes
outstanding which were supported by the available domestic lines of credit.

Commercial paper, along with short-term borrowings from foreign banks,
primarily make up the balance of Notes payable. The balance and weighted
average interest rate of the Notes payable at June 30, 2001 and 2000 were
$526,809 and 5.9% and $314,365 and 5.6%, respectively.
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Note 8 Debt
June 30, 2001 2000
Domestic:
Debentures
7.3%, due 2011 $100,000 $ 100,000
9.75%, due 2002-2021 100,000
Medium-term notes
5.65% to 7.39%, due 2004-2019 370,000 370,000
ESOP loan guarantee
6.34%, due 2009 88,595 99,741
Variable rate demand bonds
2.75% to 2.85%, due 2010-2025 20,035 20,035
Foreign:
Bank loans, including revolving credit
1.0% to 12.0%, due 2002-2018 17,032 24,764
Euro Notes
6.25%, due 2006 255,090
Other long-term debt, including capitalized leases 26,019 8,155
Total long-term debt 876,771 722,695
Less long-term debt payable within one year 19,693 20,933
Long-term debt, net $ 857,078 $701,762

In November 2000 the Company issued EUR 300 million (§257.2 million on the
date of issuance) of five-year Euro Notes in the European debt capital market.
The Notes bear interest payable annually and mature in a balloon payment in
2006. Proceeds from the Note issuance were used to retire the principal and
interest due on a bridge loan created to help finance the Wynn’s acquisition.

In February 2001 the Company redeemed its outstanding $100,000, 9.75%
debentures due 2002-2021. The extraordinary loss for this transaction,
including an early-redemption premium and the write-off of deferred issuance
costs, was $5,413 ($3,378 after-tax or $.03 per share). Commercial paper
borrowings were used to finance the redemption.

Principal amounts of Long-term debt payable in the five years ending June 30,
2002 through 2006 are $19,693, $20,059, $195,116, $15,814 and $268,024,
respectively. The carrying value of the Company’s Long-term debt (excluding
leases and cross-currency swaps) was $868,826 and $714,540 at June 30, 2001
and 2000, respectively, and was estimated to have a fair value of $857,755 and
$668,864, at June 30, 2001 and 2000, respectively. The estimated fair value of
the Long-term debt was estimated using discounted cash flow analyses based on
the Company’s current incremental borrowing rate for similar types of
borrowing arrangements.
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ESOP loan guarantee — In 1999 the Company’s Employee Stock
Ownership Plan (ESOP) was leveraged when the ESOP Trust borrowed §112,000
and used the proceeds to purchase 3,055,413 shares of the Company’s common
stock from the Company’s treasury. The Company used the proceeds to pay
down commercial paper borrowings. The loan is unconditionally guaranteed by
the Company and therefore the unpaid balance of the borrowing is reflected on
the Consolidated Balance Sheet as Long-term debt. A corresponding amount
representing Unearned compensation is recorded as a deduction from
Shareholders’ equity.

Lease Commitments — Future minimum rental commitments as of
June 30, 2001, under noncancelable operating leases, which expire at various
dates, are as follows: 2002-$48,994; 2003-$35,460; 2004-$22,990; 2005-
$14,318; 2006-$11,448 and after 2006-$29,394.

Rental expense in 2001, 2000 and 1999 was $55,989, $40,371 and $42,280,
respectively.

Note 9 Retirement Benefits

Pensions — The Company has noncontributory defined benefit pension
plans covering eligible employees, including certain employees in foreign
countries. Plans for most salaried employees provide pay-related benefits based
on years of service. Plans for hourly employees generally provide benefits based
on flat-dollar amounts and years of service. The Company also has contractual
arrangements with certain key employees which provide for supplemental
retirement benefits. In general, the Company's policy is to fund these plans
based on legal requirements, tax considerations, local practices and investment
opportunities. The Company also sponsors defined contribution plans and
participates in government-sponsored programs in certain foreign countries.

Pension (income) costs for all plans were $(14,503), $9,304 and $23,644 for
2001, 2000 and 1999, respectively. Pension (income) costs for all defined
benefit plans accounted for using SFAS No. 87, “Employers’ Accounting for
Pensions,” were as follows:

2001 2000 1999
Service cost $ 43,382 $38,179 $ 34,890
Interest cost 84,526 68,807 63,257
Expected return on plan assets (146,908) (102,346) (83,798)
Net amortization and
deferral and other 1,837 (375) 4,081
Net periodic benefit (income) cost $(17,163) $ 4,205 $ 18,430




Change in benefit obligation 2001 2000

Benefit obligation at beginning of year $ 1,167,614 $ 962,603

Service cost 43,382 38,179

Interest cost 84,526 68,307

Actuarial loss (gain) 27,695 (11,812)
Benefits paid (57.031) (42,659)
Plan amendments 62,258 7,775

Acquisitions 53,810 157,189

Liability transferred from other

postretirement benefits 117,645

(Dollars in thousands, except per share amounts)

Employee Savings Plan — The Company sponsors employee stock
ownership plans (a Parker ESOP and a Commercial Intertech ESOP, collectively
referred to as ESOPs) as part of its existing savings and investment 401 (k)
plans. The ESOPs are available to eligible domestic employees. Parker Hannifin
common stock is used to match contributions made by employees to the ESOPs
up to 2 maximum of 4.0 percent of an employee’s annual compensation. Prior
to May 1, 2001, the Company matched contributions made by employees to the
ESOPs up to a maximum of 3.5 percent of annual compensation. A breakdown
of shares held by the ESOPs is as follows:

Other (23,454) (12,528) 2001 2000 1999
Benefit obligation at end of year $ 1,476,445 $ 1,167,614 Allocated shares 8,882,757 8,600,550 7,866,152
Change in plan assets Committed-to-be-released shares 77,038 77,038

, Suspense shares 2,936,821 3373734 3,055,413
Fair value of plan assets

at beginning of year $ 1,582,085 $ 1,099,989 Total shares held by the ESOPs 11,896,616 12111322 10,921,565
Actual (loss) return on plan assets (136,584) 122,534 Fair value of suspense shares $ 124,639 $11555  $139,785
Empl?yer 9ontr1butlons 14,523 14,295 In 1999 the Parker ESOP was leveraged and the loan was unconditionally
Benefits paid (51,495) (38,543) eed by the C The G s matchi wibuti q
Acquisitions 47,442 395,134 gggran eed by the Company. The ompan;i s matching contribution an
Other (16,956) 9.324) dividends on the shares held by the Parker ESOP are uS(.ed t'o repay the loan, and
Fair value of plan assets at end of vear $ 1,439,015 § 1582085 shz'lres are rekf,ased from the suspense account as the principal a.nd interest are
paid. Shares in the Parker ESOP suspense account are not considered
Funded status outstanding for purposes of earnings per share computations until they are
Plan assets (under) over benefit obligation ~~ $  (37,430) § 414471 released. Company contributions to the ESOPs, recorded as compensation and
Unrecognized net actuarial loss (gain) 138,787 (75640 interest expense, were $32,086 in 2001, $26,984 in 2000 and $24,319 in 1999.
Emecogn%zej prior lservwe cost 82,867 27’?83 Dividends earned by the suspense shares and interest income within the ESOPs
nrecognized inital net (assel (4.763) (73 otaled $2,264 in 2001, $1,214 in 2000 and $519 in 1999,

Net amount recognized $ 179,461 $ 259337

Amounts recognized on the Consolidated Balance Sheet

Prepaid benefit cost $ 362,136 $ 355922
Accrued benefit liability (182,675) (96,585)
Net amount recognized $ 179,461 $ 259,337

The projected benefit obligation, accumulated benefit obligation, and fair value
of plan assets for pension plans with accumulated benefit obligations in excess
of plan assets were $763,442, $646,434 and $531,724, respectively, at June 30,
2001, and $147,286, $124,354 and $37,208, respectively, at June 30, 2000.

The plans' assets consist primarily of listed common stocks and corporate and
government bonds. At June 30, 2001 and 2000, the plans' assets included
Company stock with market values of §44,520 and $18,203, respectively.

The assumptions used to measure the benefit obligations and to compute the expected
long-term return on assets for the Company’s significant defined benefit plans are:

2001 2000 1999

U.S. defined benefit plans
Discount rate 7.25% 7.5% 7.5%
Average increase in compensation 4.9% 4.9% 4.9%
Expected long-term return on assets 9.5% 10% 10%

Non-U.S. defined benefit plans
Discount rate 4.5 t0 6.75% 475t07% 4.5106.5%
3 to 4% 3t04%  1.5t04%

5to08% 0(1085% 610 9%

Average increase in compensation
Expected long-term return on assets

In addition to shares within the ESOPs, as of June 30, 2001 employees have
elected to invest in 2,554,751 shares of common stock within the Company
Stock Fund of the Parker Retirement Savings Plan.

Other Postretirement Benefits — The Company provides
postretirement medical and life insurance benefits to certain retirees and
eligible dependents. Most plans are contributory, with retiree contributions
adjusted annually. The plans are unfunded and pay stated percentages of
covered medically necessary expenses incurred by retirees, after subtracting
payments by Medicare or other providers and after stated deductibles have been
met. For most plans, the Company has established cost maximums to more
effectively control future medical costs. The Company has reserved the right to
change or eliminate these benefit plans. Effective May 1, 2001 the Company
amended its postretirement medical plan for certain employees to make the
plan fully employee paid and to provide employees instead with supplements in
the funded defined benefit pension plans. The supplements were calculated to
be in the aggregate at least equivalent to the value provided by the Company
paid portion of the retiree medical coverage. As such, the benefit obligation as of
May 1, 2001 related to the postretirement medical coverage is now reflected as a
benefit obligation of the defined pension benefit plans.
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Postretirement benefit costs included the following components:

2001 2000 1999

Service cost $ 4,690 $ 4499 $ 4301
Interest cost 12,283 10,762 11,158
Net amortization and deferral (3,047) (2,758) (1,683)
Net periodic benefit cost $ 13,926 $ 12,503 $ 13,776
Change in benefit obligation 2001 2000
Benefit obligation at beginning of year $ 170,587 $ 155,282
Service cost 4,690 4,499
Interest cost 12,283 10,762
Actuarial loss (gain) 11,882 (13,838)
Benefits paid (11,414) (7,923)
Acquisitions and other (5,478) 21,805
Liability transferred to defined

benefit pension plans (117,645)
Benefit obligation at end of year $ 64,905 $ 170,587
Funded status
Benefit obligation in excess of plan assets $ (64,905) $(170,587)
Unrecognized net actuarial (gain) (9,596) (22,472)
Unrecognized prior service cost (16,858) (12,224)
Net amount recognized $ (91,359) $(205,283)
Amounts recognized on the Consolidated Balance Sheet
Accrued benefit liability $ (91,359) $(205,283)

The assumptions used to measure the postretirement benefit obligations are:

2001 2000 1999

Discount rate 7.25% 7.5% 7.5%

Current medical cost trend rate 8.5% 9% 9.5%

Ultimate medical cost trend rate 5.5% 5.5% 5.5%
Medical cost trend rate

decreases to ultimate in year 2007 2007 2007

A one percentage point change in assumed health care cost trend rates would

have the following effects:

1% Increase

1% Decrease

Effect on total of service and interest

cost components $ 2,579
Effect on postretirement benefit
obligation $ 9,146

$ (1,991)

$ (7.387)

Other — The Company has established nonqualified deferred compensation
programs which permit officers, directors and certain management employees
annually to elect to defer a portion of their compensation, on a pre-tax basis,
until their retirement. The retirement benefit to be provided is based on the
amount of compensation deferred, Company match, and earnings on the
deferrals. Deferred compensation expense was $3,374, $17,157 and $17,849 in

2001, 2000 and 1999, respectively.

The Company has invested in corporate-owned life insurance policies to assist
in funding these programs. The cash surrender values of these policies are in a

rabbi trust and are recorded as assets of the Company.
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Note 10 Shareholders' Equity

Common Shares 2001 2000 1999

Balance July 1 $ 58301 § 55973 § 55900
Shares issued under stock

option plans (2001 - 807,293;

2000 - 331,421; 1999 - 133,514) 404 164 67
Shares issued for purchase

acquisition 2,164

Balance June 30 $ 58705 § 58301 $§ 55973

Additional Capital

Balance July 1 $ 328,938 § 132227 § 139,726
Net increase (decrease) for

common shares

issued under stock option

plans 17,818 3,760 (2,194)
Shares issued for purchase

acquisition 190,379 35
Restricted stock (surrendered) (104) (24)
Shares related to ESOP (424) 2,572 (5,316)

Balance June 30 $ 346,228 § 328938 § 132,227

Retained Earnings

Balance July 1 $ 2,165,625 § 1872356  $1,631316
Net income 340,792 368,232 310,501
Cash dividends paid on

common shares, net of
tax benefit of ESOP shares (79,921) (74,963) (69,461)

Balance June 30 $ 2,426,496  §$2165025  $1872356

Unearned Compensation Related to ESOP

Balance July 1 $ (110,818) § (1120000 $
Unearned compensation

related to ESOP

debt guarantee 14,420 13,747 (112,000)
ESOP shares related

to acquisition (12,569

Balance June 30 $ (96,398) § (110818) $ (112,000)

Deferred Compensation Related to Stock Options

Balance July 1 $ 1,304 § $
Deferred compensation

related to stock options 1,043 1,304

Balance June 30 $ 2347 § 1304 §

Accumulated Other Comprehensive (Loss)

Balance July 1 $ (125,458) § (9285%) § (60,020)
Foreign currency translation (89,659) (32,600) (32,832)
Unrealized gain on marketable

securities (net of tax of
$7,768) 12,919
Realized (gain) on marketable
securities (net of tax of
$1,406) (2,333)
Balance June 30 $ (204,531) § (125458) $§ (92,858)




Common Stock in Treasury 2001 2000 1999
(8,434) § (1830 § (83472

Balance July 1 $
Shares purchased at cost
(2000 - 288,543;
1999 - 1,538,633) (11,132) (48,734)
Shares issued under stock
option plans (2001 - 82,047;

2000 - 122,957 1999 - 369,847) 3,226 4,964 14,420
Shares issued for purchase
acquisition 17) 166
Restricted stock issued
(surrendered) 1,276 (413) (1,532)
Shares sold to ESOP 117,316
Balance June 30 $ (3932) § (8434) § (1,80)

Shares surrendered upon exercise of stock options: 2001 — 269,771; 2000 —
235,380; 1999 — 88,188.

Share Repurchases - The Board of Directors has authorized the
repurchase of a total of 5.05 million of the Company’s common shares. At June
30, 2001, the remaining authorization to repurchase was 3.28 million shares.
Repurchases are made on the open market, at prevailing prices, and are funded
from operating cash flows. The shares are initially held as treasury stock.

Note 11 Stock Incentive Plans

Employees’ Stock Options — The Company's stock option and
stock incentive plans provide for the granting of nonqualified options to officers
and key employees to purchase shares of common stock at a price not less than
100 percent of the fair market value of the stock on the dates options are
granted. Outstanding options generally are exercisable either one or two years
after the date of grant and expire no more than ten years after grant.

The Company derives a tax deduction measured by the excess of the market
value over the option price at the date nonqualified options are exercised. The
related tax benefit is credited to Additional capital.

As permitted by SFAS No. 123, “Accounting for Stock-Based Compensation,” the
Company continues to account for its stock option and stock incentive plans in
accordance with Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees,” and makes no charges against capital with respect
to options granted. SFAS No. 123 does, however, require the disclosure of pro
forma information regarding Net Income and Earnings per share determined as
if the Company had accounted for its stock options under the fair value method.
For purposes of this pro forma disclosure the estimated fair value of the options
is amortized to expense over the options’ vesting period.

2001 2000 1999
Net income: As reported $ 340,792 $ 368,232 $ 310,501
Pro forma $ 329,776 $361,753 $ 308,028

Earnings per share:
Basic As reported $ 2.98 § 334 $§ 28
Pro forma $ 2.89 $§ 328 $ 283
Diluted As reported $ 2.96 $§ 331 $ 283
Pro forma $ 2.87 $§ 325 $ 281

The fair value for the significant options granted in 2001, 2000 and 1999 were

(Dollars in thousands, except per share amounts)

estimated at the date of grant using a Black-Scholes option pricing model with
the following weighted-average assumptions:

Aug/00 Aug99  Jan/99  Aug/98
Risk-free interest rate 6.1% 6.1% 4.7% 5.3%
Expected life of option 4.6 yrs 4.6yrs 43yrs 43 yis
Expected dividend
yield of stock 1.6% 1.7% 1.9% 1.9%
Expected volatility of stock 36.2% 33.8% 30.7%  284%

Options exercisable and shares available for future grant on June 30:

2001 2000 1999

Options exercisable 3,256,705 3,483,071 3,005,577
Weighted-average

option price per share

of options exercisable $ 30.40 $25.51 $22.48
Weighted-average

fair value of options granted

during the year $ 12.44 $ 14.62 $ 835
Shares available for grant 1,436,436 2,225,012 2,053,189

A summary of the status and changes of shares subject to options and the
related average price per share follows:

Shares Subject Average Option
To Options Price Per Share

Outstanding June 30, 1999 4,252,846 $ 2477
Granted 1,078,799 4448
Assumed 429,485 26.44
Exercised (689,764) 18.96
Canceled (101,464)

Outstanding June 30, 2000 4,969,902 $ 3003
Granted 1,464,311 36.00
Exercised (1,159,111) 21.70
Canceled (81,886)

Outstanding June 30, 2001 5,193,216 $ 33.33

The "Assumed" line identifies the options the Company assumed in the merger
with Commercial Intertech and converted to options to purchase Parker Hannifin
common stock. The exercise prices of the assumed options range from $11.53 to
$49.75 after conversion into equivalent exercise prices of Parker Hannifin
common stock. All other terms of the assumed options were unchanged.

The range of exercise prices and the remaining contractual life of options as of
June 30, 2001 were:

Range of exercise prices $11-$22 $24-$38 $41-$50
Options outstanding:
Outstanding as of June 30, 2001 584,183 3,404,498 1,204,535
Weighted-average remaining
contractual life 2.7 yrs 74 yrs 7.7 yrs
Weighted-average exercise price $17.51 $32.06 $ 44.56
Options exercisable:
Outstanding as of June 30, 2001 584,183 1,965,308 707,214
Weighted-average remaining
contractual life 2.7 yrs 6.1yrs 7.5y1s
Weighted-average exercise price $17.51 $29.23 $ 44.30
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Restricted stock — Restricted stock was issued, under the Company’s
1993 Stock Incentive Program, to certain key employees under the Company’s
1998-99-00, 1997-98-99 and 1996-97-98 Long Term Incentive Plans (LTIP).
Value of the payments was set at the market value of the Company’s common
stock on the date of issuance. Shares were earned and awarded, and an
estimated value was accrued, based upon attainment of criteria specified in the
LTIP over the cumulative years of each 3-year Plan. Plan participants are
entitled to cash dividends and to vote their respective shares, but the shares are
restricted as to transferability for three years following issuance.

Restricted Shares for LTIP Plan 2001 2000 1999
Number of shares issued 26,976 8,023 15,774
Per share value on date of issuance $ 39.32 $ 42.04 $40.53
Total value $ 1,061 $ 337 $ 639

Under the Company’s 1999-00-01 LTIP, a payout of 17,206 shares of restricted
stock, from the Company’s 1993 Stock Incentive Program, will be issued to
certain key employees in 2002. The balance of the 1999-00-01 LTIP payout will
be made in cash or as deferred cash compensation, as individually elected by
the participants. The total payout, valued at §5,349, has been accrued over the
three years of the plan.

In addition, non-employee members of the Board of Directors have been given
the opportunity to receive all or a portion of their fees in the form of restricted
stock. These shares vest ratably, on an annual basis, over the term of office of
the director. In 2001, 2000 and 1999, 5,464, 6,012 and 5,867 shares were issued,
respectively, in lieu of directors’ fees.

Non-employee Directors’ Stock Options — In August 1996,
the Company adopted a stock option plan for non-employee directors to
purchase shares of common stock at a price not less than 100 percent of the fair
market value of the stock on the date the options are granted. Outstanding
options are exercisable either one or two years after the date of grant and expire
no more than ten years after grant.

A summary of the status and changes of shares subject to options and the
related average price per share follows:

Shares Subject Average Option
To Options Price Per Share

Outstanding June 30, 1999 29,000 $ 3181
Granted 7,650 45.00
Exercised (3,250) 30.95
Canceled (2,250)

Outstanding June 30, 2000 31,150 $ 3521
Granted 9,900 35.94
Canceled (4,500)

Outstanding June 30, 2001 36,550 $ 35.96

As of June 30, 2001, 22,825 options were exercisable and 326,950 shares were
available for grant.

At June 30, 2001, the Company had 7,028,599 common shares reserved for
issuance in connection with its stock incentive plans.
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Note 12 Shareholders’ Protection Rights Agreement

The Board of Directors of the Company declared a dividend of one Right for
each share of Common Stock outstanding on February 17, 1997 in relation to
the Company’s Shareholder Protection Rights Agreement. As of June 30, 2001,
117,309,197 shares of Common Stock were reserved for issuance under this
Agreement. Under certain conditions involving acquisition of or an offer for 15
percent or more of the Company’s Common Stock, all holders of Rights, except
an acquiring entity, would be entitled to purchase, at an exercise price of $100,
a value of $200 of Common Stock of the Company or an acquiring entity, or at
the option of the Board, to exchange each Right for one share of Common
Stock. The Rights remain in existence until February 17, 2007, unless earlier
redeemed (at one cent per Right), exercised or exchanged under the terms of
the agreement. In the event of an unfriendly business combination attempt, the
Rights will cause substantial dilution to the person attempting the business
combination. The Rights should not interfere with any merger or other business
combination that is in the best interest of the Company and its shareholders
since the Rights may be redeemed.

Note 13 Research and Development

Research and development costs amounted to $115,004 in 2001, $94,781 in
2000 and $86,953 in 1999. Customer reimbursements included in the total cost
for each of the respective years were $17,143, $16,409 and $15,239. Costs
include those costs related to independent research and development as well as
customer reimbursed and unreimbursed development programs.

Note 14 Contingencies

The Company is involved in various litigation arising in the normal course of
business, including proceedings based on product liability claims, workers’
compensation claims and alleged violations of various environmental laws. The
Company is self-insured in the U.S. for health care, workers’ compensation,
general liability and product liability up to predetermined amounts, above
which third party insurance applies. The Company purchases third party
product liability insurance for products manufactured by its international
operations and for products that are used in aerospace applications.
Management regularly reviews the probable outcome of these proceedings, the
expenses expected to be incurred, the availability and limits of the insurance
coverage, and the established accruals for uninsured liabilities. While the
outcome of pending proceedings cannot be predicted with certainty,
management believes that any liabilities that may result from these proceedings
will not have a material adverse effect on the Company’s liquidity, financial
condition or results of operations.

Environmental - The Company is currently involved in environmental
remediation at 22 manufacturing facilities presently or formerly operated by the
Company and has been named as a “potentially responsible party,” along with
other companies, at two off-site waste disposal facilities and one regional
Superfund site.

As of June 30, 2001, the Company has a reserve of $17,870 for environmental
matters which are probable and reasonably estimable. This reserve is recorded
based upon the best estimate of net costs to be incurred in light of the progress



made in determining the magnitude of remediation costs, the timing and
extent of remedial actions required by governmental authorities, the amount of

(Dollars in thousands, except per share amounts)

June 30, 2000 is a result of the addition of the environmental liabilities and
corresponding environmental reserves from the Wynn's acquisition.

the Company's liability in proportion to other responsible parties and any
recoveries receivable. This reserve is net of $2,640 for discounting, at a 7.5%
annual rate, a portion of the costs at five locations to operate and maintain
remediation treatment systems as well as gauge treatment system effectiveness
through monitoring and sampling over periods ranging from five to 23 years.
The Company also has an account receivable, presented separately from the
recorded liability on the Consolidated Balance Sheet, of $219 for anticipated
insurance recoveries. The significant increase in environmental reserve from

The Company's estimated total liability for the above mentioned sites ranges
from 2 minimum of $17,870 to a2 maximum of $40,782. The actual costs to be
incurred by the Company will be dependent on final determination of remedial
action required, negotiations with federal and state agencies, changes in
regulatory requirements and technology innovation, the effectiveness of
remedial technologies employed, the ability of other responsible parties to pay,
and any insurance or third party recoveries.

Note 15 Quarterly Information (Unaudited)

2001 (2) 1st 2nd 3rd 4th Total
Net sales $ 1,485,131 $ 1,467,619 $ 1,542,058 $ 1,484,796 $ 5,979,604
Gross profit 326,102 315,255 320,815 289,276 1,251,448
Income before extraordinary item 125,046 78,314 91,452 49,358 344,170
Net income 125,046 78,314 88,074 49,358 340,792
Diluted earnings per share

before extraordinary item 1.09 .68 .80 42 2.99
Diluted earnings per share 1.09 .68 .77 .42 2.96
2000 (b) 1st 2nd 3rd 4th Total
Net sales $ 1,249,212 $ 1,246,117 $ 1,401,587 $ 1,488,702 $ 5,385,618
Gross profit 265,672 267,909 319,526 345,661 1,198,768
Net income 73,594 74,963 106,703 112,972 368,232
Diluted earnings per share 67 68 97 99 331

(a) Results for the first quarter include a gain on the sale of real property of $55,548 ($34,662 after-tax or §.30 per share) and a charge of $8,437 ($5,815 after-tax or
$.05 per share) primarily related to certain asset impairments. Results for the fourth quarter include a charge of $28,008 ($17,477 after-tax or $.15 per share) related
primarily to business realignment costs and certain corporate accruals.

(b) Results for the first quarter include a charge of $8,555 ($5,560 after-tax or $.05 per share) related to business realignment costs and a non-cash impairment loss of
$4.875 (83,169 after-tax or $.03 per share) related to certain long-lived assets.

As a result of the adoption of EITF 00-10 in the fourth quarter of 2001, Net sales have been restated for the first three quarters of 2001 and each of the quarters in 2000.
Net sales increased §7,765, $7,543 and $7,856 in the 1st, 2nd and 3rd quarters of 2001 and $6,919, $6,910, $7,928 and $8,524 in the 1st, 2nd, 3rd and 4th quarters of
2000, respectively.

Note 16 Stock Prices and Dividends (Unaudited)

(In dollars) Ist 2nd 3rd 4th Full Year
2001 High $ 39.69 $ 4744 $ 46.75 $ 50.10 $ 50.10
Low 31.00 31.25 37.66 38.50 31.00
Dividends 170 170 .180 .180 .700
2000 High § 4813 $ 5144 $ 5400 § 4831 $ 5400
Low 43.13 41.19 33.94 3425 33.94
Dividends 170 170 170 170 680
1999 High $ 3875 $ 3831 $ 3975 $ 5050 $ 5050
Low 2656 27.00 29.50 34,00 2656
Dividends 150 150 170 170 640

Common Stock Listing: New York Stock Exchange, Stock Symbol PH
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ELEVEN-YEAR FINANCIAL SUMMARY

2001 (a) 2000 1999 1998 (a)
Net sales $ 5,979,604 $ 5,385,618 $ 4,986,696 $ 4,658,229
Cost of sales 4,728,156 4,186,850 3,897,266 3,576,198
Selling, general and administrative expenses 679,963 575,906 550,681 532,134
Non-recurring charges — Restructuring & Asset impairment
Interest expense 90,362 59,183 63,697 52,787
Income taxes 189,426 193,955 167,193 180,762
Income — continuing operations 344,170 368,232 310,501 323,226
Net income 340,792 368,232 310,501 319,551
Basic earnings per share — continuing operations 3.01 3.34 2.85 291
Diluted earnings per share — continuing operations 2.99 331 2.83 2.88
Basic earnings per share 2.98 3.34 2.85 2.88
Diluted earnings per share $ 2.96 $ 331 $ 2.83 $ 2.85
Average number of shares outstanding — Basic 114,305 110,331 108,800 110,869
Average number of shares outstanding — Diluted 115,064 111,245 109,679 111,959
Cash dividends per share $ .700 $ 1680 $ 1640 $ 600
Net income as a percent of net sales 5.7% 6.8% 6.2% 6.9%
Return on average assets 6.8% 8.8% 8.6% 9.8%
Return on average equity 14.1% 17.7% 17.6% 19.8%
Book value per share $ 21.99 $ 2031 $  17.03 $ 1532
Working capital $ 783,233 $ 966,810 $1,020,171 $ 791,305
Ratio of current assets to current liabilities 1.6 1.8 2.4 1.8
Plant and equipment, net $ 1,548,688 $1,340,915 $ 1,200,809 $ 1,135,225
Total assets 5,337,661 4,646,299 3,705,888 3,524,821
Long-term debt 857,078 701,762 724,757 512,043
Shareholders’ equity $ 2,528,915 $ 2,309,458 $ 1,853,862 $ 1,683,450
Debt to debt-equity percent 35.7% 31.0% 29.8% 31.6%
Depreciation $ 200,270 $ 167,356 $ 164,577 $ 153,033
Capital expenditures $ 334,748 $ 230,482 $ 230,122 $ 236,945
Number of employees 46,302 43,895 38,928 39,873
Number of shareholders 50,731 47671 39,380 44250
Number of shares outstanding at year-end 114,989 113,707 108,846 109,873

Note: Net sales and Cost of sales have been restated for 2000, 1999, 1998 and 1997 to include shipping costs charged to customers as a component of Net sales.

(a) Includes an extraordinary item for the early retirement of debt.

(b) Includes the cumulative effect of changes in accounting principles for SFAS No. 106, Employer’s Accounting for Postretirement Benefits Other than Pensions and

SFAS No. 109, Accounting for Income Taxes.

Net Sales Net Income

Millions of Dollars Millions of Dollars

Continuing Operations == Net Income

Diluted Earnings Per Share

Dollars

Continuing Operations == Net Income

91 92 93 94 95 96 97 98 99 00 O1 91 92 93 94 95 96 97 98 99 00 01
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(Amounts in thousands, except per share information)

1997 1996 1995 1994 (a) 1993 1992 (b) 1991
$4,113339 $ 3,586,448 $3,214,370 $ 2,576,337 $ 2,489,323 $ 2,375,808 $ 2,440,815
3,175,246 2,756,343 2,448 264 2,053,376 2,004,955 1,925,800 1,977,381
475,180 425,449 384,581 302,668 310,765 282,861 289,535
54,256 22,879 14,798 14,350
46,659 36,667 30,922 37832 47,056 52,190 59,369
150,828 134,812 130,169 60,274 43,010 41912 44,300
274,039 239,667 218,238 52,175 65,056 63,479 59,168
274,039 239,667 218,238 47,652 65,056 11,218 59,168
2.46 2.15 1.97 48 60 58 54
2.44 2.14 1.96 48 59 58 54
2.46 2.15 1.97 43 60 .10 54
$ 2.44 $ 2.14 $ 1.96 $ 43 $ 59 $ 10 $ 54
111,602 111,261 110,576 109,661 109,064 108,644 108,632
112,518 112,189 111,149 110,270 109,379 108,995 109,188
$ 506 $ 480 $ 453 $ 436 $ 427 $ 413 $ 409
6.7% 6.7% 6.8% 1.8% 2.6% 0.5% 2.4%
9.3% 9.2% 10.3% 2.5% 3.3% 0.6% 3.0%
18.7% 18.6% 20.2% 5.0% 7.0% 1.2% 6.3%
$ 1387 $ 1242 $ 1073 $ 878 $§ 853 $ 858 $ 8.70
$ 783,550 $ 635242 $ 593,761 $ 526,804 $ 588,189 $ 672,173 $ 649474
2.1 18 19 2.0 23 2.8 28
$ 1,020,743 $ 991,777 $ 815771 $ 717,300 $ 736,056 $ 752,490 $ 757,937
2,998,946 2,887,124 2,302,209 1,925,744 1,963,590 1,958,120 1,920,697
432,885 439,797 237,157 257,259 378,476 446,974 476,586
$ 1,547,301 $ 1,383,958 $1,191,514 $ 966,351 $ 932,900 $ 934,019 $ 943475
24.5% 30.7% 21.9% 22.7% 33.3% 34.0% 35.4%
$ 146,253 $ 126,544 $ 110,527 $ 106,546 $ 109,673 $ 102,628 $ 98919
$ 189,201 $ 201,693 $ 151,963 $ 99914 $ 91,484 $ 84955 $ 112,047
34927 33,289 30,590 26,730 25,646 26,669 27,793
43,014 35,403 35,629 29,625 30,414 30,836 32,812
111,527 111,438 111,003 110,115 109,352 108,920 108,461
Total Assets Long-Term Deht Shareholders' Equity
Millions of Dollars Millions of Dollars Millions of Dollars

/ 5,400 5,400 5,400

Yy 4500 4,500 4,500

— 7 3600 3,600 3,600

V% sinlulnln 2,700 2,700 2,700

-y = = —H —H

91 92 93 94 95 96 97 98 99 00 01

1,800

91 92 93 94 95 96 97 98 99 00 01

91 92 93 94 95 96 97 98 99 00 01
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Report of Independent Accountants

To the Shareholders and Board of Directors
Parker Hannifin Corporation

In our opinion, the accompanying consolidated balance sheet and the related
consolidated statements of income, comprehensive income and cash flows
present fairly, in all material respects, the financial position of Parker Hannifin
Corporation (the “Company”) and its subsidiaries at June 30, 2001 and 2000,
and the results of their operations and their cash flows for each of the three
years in the period ended June 30, 2001, in conformity with accounting
principles generally accepted in the United States of America. 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 audits. We conducted our audits of these statements in accordance with
auditing standards generally accepted in the United States of America, which
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An

Forward-Looking Statements

This Annual Report and other written reports and oral statements made from time
to time by the Company may contain “forward-looking statements,” all of which
are subject to risks and uncertainties. All statements which address operating
performance, events or developments that the Company expects or anticipates to
occur in the future, including statements relating to growth, operating margin
performance, earnings per share or statements expressing general opinions about
future operating results or the markets in which the Company does business, are
forward-looking statements.

These forward-looking statements rely on 2 number of assumptions concerning
future events, and are subject to a number of uncertainties and other factors, many
of which are outside the Company’s control, that could cause actual results to differ
materially from such statements. Such factors include:

continuity of business relationships with and purchases by major customers,
including, delays or cancellations in shipments,

ability of suppliers to provide materials as needed,
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audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

“Cuersddbomnarloops dd e

Cleveland, Ohio
July 27, 2001

uncertainties surrounding timing, successful completion or integration of
acquisitions,

competitive market conditions and resulting effects on sales and pricing,

increases in material and other production costs which cannot be recovered in
product pricing,

difficulties in introducing new products and entering new markets, and

uncertainties surrounding the global economy and global market conditions,
interest rate levels and the potential devaluation of currencies.

Any forward-looking statements are made based on known events and
circumstances at the time. The Company undertakes no obligation to update or
publicly revise these forward-looking statements to reflect events or circumstances
that arise after the date of this Report.
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JOHN K. OELSLAGER

Vice President and

President — Filtration Group
Age: 58

Years of Parker service: 34
THOMAS A. PIRAINO, JR.
Vice President,

General Counsel and Secretary
Age: 52

Years of Parker service: 19

DONALD E.WASHKEWICZ
President and

Chief Executive Officer

Age: 51

Director since 2000

Committees
of the Board

(1) Audit -
Chairman: H. R. Ortino
(2) Compensation
and Management
Development -
Chairman: J. G. Breen
(3) Nominating -
Chairman: A. L. Rayfield
(4) Retirement Planning -
Chairman: P. C. Ely

TIMOTHY K. PISTELL
Treasurer

Age: 54

Years of Parker service: 32

NICKOLAS W.VANDE STEEG

Vice President and
President — Seal Group
Age: 58

Years of Parker service: 29
JOHN WHITE

Vice President —
Corporate Information Officer
Age: 57

Years of Parker service: 36
LAWRENCE M. ZENO
Vice President

Age: 59

Years of Parker service: 35
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Corporate Information

Ethical Conduct

Observing high ethical standards has contributed to Parker Hannifin’s
reputation for excellence. The Company Code of Ethics requires compliance
with all relevant laws, while acting with honesty, fairness and integrity.
Parker is committed to meeting its ethical obligations to customers and
suppliers, fellow employees, shareholders and the public.

Equal Opportunity

Parker Hannifin Corporation is an Equal Opportunity/Affirmative Action
Employer. We firmly believe that the dedicated talents of Parker’s diverse
worldwide employees represent our most important resource. Parker realizes
that this EEO and Affirmative Action philosophy is essential to the continued
growth and development of the Corporation.

Product Information

Parker Hannifin’s North American and European customers seeking product
information, the location of a nearby distributor or repair services will receive
prompt attention by calling the Parker Information Center at our toll-free
numbers: in North America, 1-800-C-PARKER (1-800-272-7537); in Europe,
00800-C-PARKER-H (00800-2727-5374).

Parker Hannifin Corporation:
6035 Parkland Boulevard

Cleveland, Ohio 44124-4141

Telephone: (216) 896-3000

Internet Address:
www.parker.com

Investor Information:
www.phstock.com

Stock Listing:
New York Stock Exchange. Ticker Symbol: PH

40

Annual Meeting

The 2001 Annual Meeting of Shareholders will be held on Wednesday,
October 24, 2001, at Parker Hannifin Corporate Headquarters,

6035 Parkland Blvd., Mayfield Heights, Ohio 44124-4141,

at 9:00 a.m. Eastern Daylight Savings Time. Telephone: (216) 896-2704.

Form 10-K

Shareholders may request a free copy of the Company’s Annual Report to the
Securities and Exchange Commission on Form 10-K by writing to the Secretary,
Parker Hannifin Corporation, 6035 Parkland Blvd., Cleveland, Ohio 44124-4141.

Transfer Agent & Registrar
National City Bank, Department 5352, Corporate Trust Operations,
PO. Box 92301, Cleveland, Ohio 44193-0900. Telephone: (800) 622-6757.

Dividend Reinvestment Plan

Parker Hannifin provides a Dividend Reinvestment Plan for its shareholders.
Under the Plan, Parker pays all bank service charges and brokerage commissions.
Supplemental cash payments are also an option. For information, contact:
National City Bank, Corporate Trust Administration,

PO. Box 94946,

Cleveland, Ohio 44106-4946.

Telephone: (800) 622-6757.

Certified Public Accountants
PricewaterhouseCoopers LLP, Cleveland, Ohio

Analyst Contact:
Timothy K. Pistell, Treasurer.
Telephone: (216) 896-2130.

Media Contact:
Lorrie Paul Crum, Vice President - Corporate Communications.
Telephone: (216) 896-2750.
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AEROSPACE

STEPHEN L. HAYES

President

14300 Alton Parkway
Irvine, California 92618-1898
(949) 833-3000

Commercial transports
Military aircraft and missiles
Regional transports

Aviation

Business aircraft
Helicopters

Engines

Power generation & energy
Information technology

U.S., Germany, France, United
Kingdom, Canada, Puerto Rico,
Japan, Singapore, China, Brazil,
Malaysia

Flight control actuation
Thrust-reverse actuation
Electrohydraulic servovalves
Hydraulic systems & components
Pumps

Fuel systems & components
Pneumatic controls

& components

Heat exchangers

Fluid metering delivery

& atomization devices
Wheels & brakes

JI"
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AUTOMATION

ROBERT W. BOND
President

6035 Parkland Blvd.
Cleveland, Ohio 44124-4141
(216) 896-3000

Industrial machinery
Machine tool
Information technology
Pulp & paper

Process

Medical bio/pharmaceutical
Semiconductor
Packaging

In-plant automotive
Food & beverage
Transportation

U.S., Canada, Mexico, Brazil, United

Kingdom, France, Germany, Sweden,
Brazil, Netherlands, Belgium, Spain,

South Korea, Italy, Czech Republic

Pneumatic valves

Linear motors

Air preparation units

Indexers, stepper & servo drives
Multi-axis positioning tables
Electric & pneumatic cylinders
Structural extrusions

Vacuum products

Pneumatic logic
Human/machine interface
Gantry robots

CLIMATE & INDUSTRIAL
CONTROLS

LYNN M. CORTRIGHT
President

6035 Parkland Blvd.
Cleveland, Ohio 44124-4141
(216) 896-3000

Appliances

Refrigeration, heating, & a/c
0il & gas

Process

Food & beverage

Mobile

Agriculture

Power generation & energy
Transportation

U.S., Canada, Mexico, Italy, United
Kingdom, Germany, South Korea,

Brazil, Switzerland, Czech Republic,

Japan, France

Thermostatic & electronic
expansion valves
Refrigeration & general-
purpose solenoid valves
Flo-raters & distributors

Pressure regulators & filter dryers

Accumulators & receivers
Check & service valves
Spun copper components
Process control valves
Gerotors

Hose & hose assemblies
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FILTRATION

JOHN K. OELSLAGER
President

6035 Parkland Blvd.
Cleveland, Ohio 44124-4141
(216) 896-3000

Industrial machinery
Process

Mobile

Marine

Aviation

0il & gas

Semiconductor

Medical & bio/pharmaceutical
Pulp & paper

Power generation & energy
Agriculture

Machine tool

In-plant automotive
Transportation

U.S., United Kingdom, Australia,
Netherlands, France, Germany,
Finland, Brazil

Hydraulic, lubrication

& coolant filters

Process, chemical &
microfiltration filters
Compressed air & gas
purification filters

Lube oil & fuel filters
Fuel-conditioning filters
Fuel filters/water separators
Cabin air filters

Condition monitoring
Aviation fuel filters
Analytical gas generators

e

REGIONAL OPERATIONS/
PRESIDENTS



FLUID CONNECTORS

THOMAS W. MACKIE

President

6035 Parkland Blvd.
Cleveland, Ohio 44124-4141
(216) 896-3000

Construction machinery
In-plant automotive
Agriculture

Transportation

Aviation

Mobile

Machine tool

Packaging

Industrial machinery

0il & gas

Medical & bio/pharmaceutical
Refrigeration, heating, & a/c
Food & beverage

Marine

U.S., Canada, Mexico, Austria,
United Kingdom, France, Germany,
Netherlands, Venezuela, Poland,
Australia, New Zealand, China,
Brazil, South Africa, Thailand, South
Korea, Czech Republic

Rubber & thermoplastic hose
Tube fittings & adapters
Tubing & plastic fittings
Brass fittings & valves

Hose couplings

Quick disconnects

Check valves

Expert systems

Custom couplings & fittings

HYDRAULICS

MARWAN M. KASHKOUSH

President

6035 Parkland Blvd.
Cleveland, Ohio 44124-4141
(216) 896-3000

Construction machinery
Mobile

Agriculture

In-plant automotive
Machine tool

Industrial machinery
Plastic machinery
Marine

Transportation

0il & gas

U.S., Canada, Mexico, Brazil, United
Kingdom, France, Germany,
Sweden, ltaly, Australia, New
Zealand, Austria, Czech Republic

Hydraulic cylinders
Accumulators

Rotary actuators

Hydraulic valves

Hydraulic motors & pumps
Hydrostatic steering

Power units
Electrohydraulic systems
Metering pumps

Integrated hydraulic circuits

INSTRUMENTATION

LEE C. BANKS

President

6035 Parkland Blvd.
Cleveland, Ohio 44124-4141
(216) 896-3000

Power generation & energy
0il & gas

Process

Semiconductor

Medical & bio/pharmaceutical
Pulp & paper

U.S., Canada, United Kingdom,
France, Germany, Brazil, Japan,
Czech Republic

Instrumentation fittings
Ultra-high-purity fittings & gaskets
Ball, plug, needle & check valves
Diaphragm & bellow valves

PFA & PTFE fittings, valves & pumps

Regulators & transducers

CGA, DIN, JIS & British
Standard cylinder connections
Miniature solenoid valves
Multi-solenoid manifolds

Quick connects & hose products
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SEALS

NICKOLAS W. VANDE STEEG

President

14300 Alton Parkway
Irvine, California 92618-1898
(949) 833-3000

Aviation

Food & beverage
Mobile

Semiconductor
Process
Telecommunications
Information technology
Industrial machinery
Medical & bio/pharmaceutical
Agriculture

Machine tool

0il & gas
Transportation

U.S., Canada, Mexico, Denmark,
United Kingdom, France, Germany,
Italy, Czech Republic, Argentina,
Brazil, China

Elastomeric 0-rings
Homogeneous & inserted elas-
tomeric shapes & diaphragms
Metal & plastic retained
composite seals

Polymeric & plastic dynamic seals
Rubber & plastic boots/bellows
Extruded & precision-cut/
fabricated elastomeric seals
Thermoplastic engineered seals
EMI shielding/grounding devices
Thermal management products

FLUID CONNECTORS
PHILIP B. STAMP

European Operations-Parker House

HYDRAULICS SEALS
RODERICK B. CLOUSE HEINZ DROXNER

European Operations-Parker House European Operations

ASIA PACIFIC
JOSEPH J. VICIC
Parker Hannifin Hong Kong Ltd.

LATIN AMERICAN
A. RICARDO MACHADO

Parker Hannifin

55 Maylands Avenue 55 Maylands Avenue Parker Hannifin GmbH 8/F King Yip Plaza Industria e Comercio Ltda.
Hemel Hempstead Hemel Hempstead StuiFenstr. 55 9 Cheung Yee Street Av. Lucas Nogueira Garcez 2181
Herts, HP2 4SJ England Herts, HP2 4SJ England Pleidelsheim, D-74385, Germany Cheung Sha Wan Jacarei, SP

Brazil 12300-000
(55) (12) 3954-5100

(44) (1442) 458000 (44) (1442) 458000 (49) (7144) 2060 Kowloon, Hong Kong

(852) 2428-8008
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Parker Hannifin Corporation

6035 Parkland Boulevard
Cleveland, Ohio 44124-4141
216.896.3000
www.parker.com



