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Part | - Financial |nformation

ltem1
I[LLINO S TOOL WORKS I NC. and SUBSI DI ARl ES
FI NANCI AL STATEMENTS
The unaudited financial statenments included herein have been prepared by Illinois Tool Vérks
Inc. and Subsidiaries (the "Conmpany”). In the opinion of managenent, the interimfinancial
statements reflect all adjustments of a nornmal recurring nature necessary for a fair
statement of the results for interim periods. It is suggested that these financial

statements be read in conjunction with the financial statenents and notes to financial
statenents included in the Conpany's Annual Report on Form 10-K GCertain reclassifications of
prior year's data have been made to conformw th current year reporting.



I[LLINO S TOOL WIRKS I NC. and SUBSI DI ARl ES

(I'n Thousands Except for
Per Share Anounts)

Oper ati ng Revenues
Cost of revenues
Selling, admnistrative,
research and
devel opnment expenses
Anortization of goodwi |
and ot her intangible
assets
Operating | ncone
I nt erest expense
Q her expense
I ncome Before | ncone Taxes
| ncone taxes
Net | ncone

Per share of common stock
Basi c Net | ncone
D | uted Net Incone
Cash di vi dends:
Pai d
Decl ar ed

Shares of common st ock

out standi ng during the period:

Aver age

Aver age assumng dilution

STATEMENT OF | NCOMVE

(UNAUDI TED)

Three Mont hs Ended

N ne Mnt hs Ended

Sept enber 30 Sept enber 30

2001 2000 2001 2000
$2, 395,645 $2,472,342 $7, 302, 592 $7,454, 748
1,597, 149 1,597, 669 4,874,594 4,821,874
442, 430 416, 949 1, 345, 003 1, 327,021
28, 450 23, 461 79, 092 66, 784
327,616 434, 263 1, 003, 903 1, 239, 069
(18, 308) (18, 567) (54, 878) (52, 375)
(3,153) (3,111) (3,536) (4,708)
306, 155 412, 585 945, 489 1,181, 986
107, 100 148, 500 330, 900 425, 500
$ 199, 055 $ 264, 085 $ 614, 589 $ 756, 486
$. 65 $.87 2.02 2.51
$. 65 $.87 2.01 2. 49
$. 20 $.18 $. 60 $.54
$.22 $. 20 $.62 $. 56
304, 522 301, 857 303, 908 301, 365
306, 463 304, 475 306, 204 304, 314



I[LLINO S TOOL WIRKS I NC. and SUBSI DI ARl ES
STATEMENT OF FI NANCI AL PGCsI TI ON

(UNAUDI TED)
(I'n Thousands)
ASSETS Sept enber 30, 2001
CQurrent Assets:
Cash and equi val ent s $ 229,313
Tr ade recei vabl es 1, 629, 559
I nventories 1, 153, 220
Deferred incone taxes 195, 702
Prepai ds and other current assets 141, 421
Total current assets 3, 349, 215
Pl ant and Equi pnent:
Land 122,116
Bui | di ngs and i nprovenent s 1,017, 175
Machi nery and equi prent 3,005, 171
Equi prrent | eased to others 122, 652
Construction in progress 148, 189
4, 415, 303
Accurmul at ed depreci ation (2,678, 904)
Net plant and equi prent 1, 736, 399
I nvest nent s 1, 294, 550
Coodwi Il & Qther | ntangibles 2,812, 254
Def erred | ncone Taxes 503, 514
Q her Assets 457, 632
$10, 153, 564
LI ABI LI TIES AND STOCKHOLDERS EQUI TY
Current Liabilities:
Short-term debt $ 584, 130
Accounts payabl e 405, 145
Accrued expenses 790, 893
Cash di vi dends payabl e 67, 001
I ncome taxes payabl e 109, 181
Total current liabilities 1, 956, 350
Non-current Liabilities:
Long-t er m debt 1, 380, 371
Q her 926, 001
Total non-current liabilities 2,306, 372
St ockhol ders' Equity:
Preferred stock --
Comon st ock 3,048
Addi ti onal Paid-in-Capital 631, 414
I ncome reinvested in the business 5, 641, 435
Common stock held in treasury (1, 666)
Curmul ati ve transl ati on adj ust nent (383, 389)
Total stockhol ders' equity 5, 890, 842
$10, 153, 564

Decenber 31, 2000

$

151, 295
1, 654, 632
1,181, 385

183, 823

157, 926
3, 329, 061

116, 423
1, 000, 807
2,860,472

118, 589

103, 319

4,199, 610

(2,477, 086)
1,722,524

1,170, 392
2,483, 882
478, 420
419, 177

$9, 603, 456

425, 789
455, 417
826, 107
60, 490
49, 807
1,817,610

1, 549, 038
835, 821
2, 384, 859

3, 027
584, 357
5, 214, 098
(1,783)

(398, 712)
5, 400, 987

$9, 603, 456




I[LLINO S TOOL WIRKS I NC. and SUBSI DI ARl ES

STATEMENT OF CASH FLONG

UNAUDI TED

(I'n Thousands)

Cash Provided by (Used for) Qperating Activities:

Net incone
Adjustrments to reconcile net incone to net cash
provi ded by operating activities:
Depreci ation and anorti zation
Change in deferred i nconme taxes
Provi sion for uncollectible accounts
Loss on sale of plant and equi prent
I nconme frominvestnments
Non- cash interest on nonrecourse debt
(Gain) loss on sale of operations and affiliates
Q her non-cash itemns, net
Cash provi ded by operating activities
Changes in assets and liabilities:
(I ncrease) decrease in--
Trade receivabl es
I nventori es
Prepai d expenses and ot her assets
I ncrease (decrease) in--
Accounts payabl e
Accrued expenses
I ncome taxes payabl e
Q her, net
Net cash provided by operating activities

Cash Provided by (Used for) Investing Activities:

Acqui sition of businesses (excluding cash and
equi valents) and additional interest in affiliates
Additions to plant and equi prent
Pur chase of investnents
Proceeds frominvestnents
Proceeds fromsal e of plant and equi prent
Proceeds fromsale of operations and affiliates
Sal es (purchases) of short-terminvestnents
Q her, net
Net cash used for investing activities

Cash Provided by (Used for) Financing Activities:

Cash divi dends paid
| ssuance of conmon stock
Net borrowi ngs of short-term debt
Proceeds from | ong-term debt
Repaynents of | ong-term debt
Q her, net
Net cash used for financing activities

Ef fect of Exchange Rate Changes on Cash and Equival ents
Cash and Equi val ents:

I ncrease during the period
Begi nni ng of period
End of period

Cash Paid During the Period for Interest

Cash Paid During the Period for |Incone Taxes

N ne Mont hs Ended

Sept enber 30

2001 2000
$614,589  $756, 486
308, 301 285, 313
(15, 800) (6,639)
18, 818 12, 385
6, 110 6, 311
(107,810) (108, 326)
32,229 33, 637
4, 302 (1, 619)
(5, 823) (5,472)
854, 916 972, 076
59, 768 (18, 611)
86, 875 (18, 162)
905 (38, 999)
(85, 300) (61, 219)
(53, 388) (57, 505)
62, 854 (6,975)
(278) 179
926, 352 770,784
(535, 334) (533,578)
(200, 667) (235, 525)
(77,639) (14, 585)
67, 536 62, 580
16, 458 29, 790
9, 800 8, 248
1,638 (4, 630)
1,377 1,989
(716,831) (685, 711)
(182,140) (162,612)
46, 650 17, 234
6, 039 387, 812
4,182 1, 059
(9,986) (255, 793)
1,464 (179)
(133, 791) (12, 479)
2,288 (37, 956)
78,018 34, 638
151, 295 232, 953
$229, 313  $267, 591
$ 64,194 $ 71,815
$266,899  $381, 952



Liabilities Assuned from Acqui sitions $ 93,095 $180, 295



(1)

(2)

(3)

(4)

[LLINO S TOOL WIRKS I NC. and SUBSI DI ARl ES
NOTES TO FI NANCI AL STATEMENTS
UNAUDI TED

| N\VENTORI ES at Sept enber 30, 2001 and Decenber 31, 2000 were as foll ows:

(I'n Thousands)

Sept 30, Dec. 31,

2001 2000
Raw mat eri al $330, 395 $350, 943
Wr k- i n- process 120, 152 134, 044
Fi ni shed goods 702, 673 696, 398
$1, 153, 220 $1,181, 385

COVPREHENS| VE | NCOVE

The conponents of conprehensive incone were as foll ows:

(I'n Thousands)

Three Mont hs Ended N ne Mont hs Ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Net i ncone $199, 055  $264, 085 $614, 589 $756, 486
Forei gn currency translation
adj ust nents, net of tax 63, 198 (51, 774) 15,323 (142, 879)
Total conprehensive income $262, 253 $212, 311 $629,912 $613, 607

SHORT- TERM DEBT:

In 1999, the Conpany entered into a $400, 000,000 Line of Credit Agreenent. In 2001
t he Conmpany extended the termnati on date of the Line of Gredit fromJune 22, 2001 to
June 21, 2002. No amounts were outstanding under this facility at Septenber 30, 2001

NEW ACCOUNTI NG PRONCUNCEMENTS:

In July 2001, the Financial Accounting Standards Board issued Statenent of Financia
Accounting Standards (“SFAS’) No. 141, Busi ness Conbi nations and SFAS No. 142, Goodwi |
and Qher Intangible Assets. SFAS No. 141 requires that all business conbinations
initiated after June 30, 2001 be accounted for using the purchase nethod. The pooling-
of-interests nethod will no longer be allowed. Under SFAS No. 142 begi nning January 1
2002, goodwill will no longer be anortized for book purposes. The Conpany will be
required annual ly to eval uate goodw || for inpairment based on fair value. The Conpany
is currently evaluating the new statements to deternine their effect on the Conpany’s
results of operations and financial position



(5)

I NVESTMENTS:

During the third quarter of 2001, the Conpany entered into a |everaged |ease of a
Boeing 777 jet with a major airline. The conponents of the Conpany’s cash i nvest nent

of $28, 295, 000 were as foll ows:
(I'n Thousands)

Lease contracts receivabl e
(net of principal and interest on
nonr ecour se financi ng)
Esti mat ed resi dual val ue of | eased asset
Unear ned and deferred i ncone
I nvestrent in | everaged | ease

$10, 773
28, 750

(11, 228)
$28,295



Item 2 - Managenent's D scussion and Anal ysis

ENG NEERED PRODUCTS - NORTH AMERI CA

Busi nesses in this segnent are located in North America and manufacture short |ead-tine
pl astic and nmetal components and fasteners, and specialty products such as polyners, fluid
products and reseal abl e packagi ng.

(Dol lars in Thousands)

Thr ee nont hs ended N ne nont hs ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Qperating revenues $748, 054 $785, 152 $2, 269, 502 $2, 432, 117
Qperating i ncone 126, 272 165, 974 367, 139 488, 405
Margin % 16. 9% 21.1% 16. 2% 20.1%

In 2001, operating revenues declined by 5%in the third quarter and 7% for the nine-nonth
period nainly due to lower demand in the autonotive, construction, electronic conponent

packagi ng and consumer durable end nmarkets. The base busi ness revenue decline of 10% for

both periods was partially offset by increases fromacquisitions of 6%in the third quarter

and 4%in the year-to-date period. perating i ncome declined 24%in the third quarter and 25%
for the first nine nonths due to |ower revenues and higher nonrecurring costs. Margins

declined in both periods of 2001 due to reduced | everage of fixed costs as a result of |ower
sal es and hi gher nonrecurring costs.

ENG NEERED PRCDUCTS - | NTERNATI ONAL

Busi nesses in this segnment are | ocated outside North Amrerica and nmanufacture short |ead-tine
pl astic and nmetal conponents and fasteners, and specialty products such as polyners, fluid
products and reseal abl e packagi ng.

(Dol lars in Thousands)

Thr ee nont hs ended N ne nont hs ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Qperating revenues $341, 729 $374, 649 $1, 083, 383 $1, 066, 660
Operating i ncone 34, 849 47,525 111, 193 128, 608
Margin % 10. 2% 12. 7% 10. 3% 12. 1%

perating revenues increased 2%for the first nine nonths of 2001 nainly due to acquisitions,
which contributed 9% (perating revenues decreased 9% for the third quarter of 2001 due
primarily to the effect of translation, which reduced revenues by 8%for both the three-nonth
and ni ne-nmonth periods. Base business revenues were flat in the third quarter and increased
1% for the year-to-date period as higher sales for the construction and autonotive busi nesses
were of fset by | ower revenues for the el ectroni c conponent packagi ng and industrial plastics
busi nesses. Qperating income declined 27% in the third quarter and 14% year-to-date,
primarily related to the el ectroni c conponent packaging and industrial plastics businesses.
Mar gi ns declined 250 basis points for the third quarter and 180 basis points for the year-to-
date period as a result of lower revenues related to certain base businesses, higher
9



nonrecurring costs and the effect of currency translation, which reduced operating i ncome by
7% for both periods.
SPECI ALTY SYSTEMS - NORTH AMERI CA

Busi nesses in this segnent are located in North Anerica and produce |onger |ead-tine
nmachi nery and rel ated consumabl es, and specialty equi pnent for applications such as food
service and industrial finishing.

(Dol lars in Thousands)

Three nont hs ended N ne nont hs ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Qperating revenues $863, 615 $820, 049 $2, 578, 307 $2, 505, 015
Qperating i ncone 110, 086 148, 000 335, 877 430, 063
Margin % 12. 7% 18. 0% 13. 0% 17. 2%

In 2001, operating revenues increased 5% for the third quarter and 3% for the nine-nonth
period, due prinmarily to acquisitions, which contributed 15%to the increase for the third
quarter and 12% year-to-date. Base business revenues decreased 9% for both periods, as
continued sl ow demand in nost end narkets negatively inpacted the industrial packaging, food
equi prent, finishing and wel ding busi nesses. Qperating incone declined 26%in the third
quarter and 22%year-to-date, and margins fell in both periods due to the revenue declines,
nonrecurring costs and the inpact of |ower margi ns of acquired businesses.

SPECI ALTY SYSTEMS - | NTERNATI ONAL

Busi nesses in this segnent are |located outside North America and nanufacture | onger |ead-tine
machi nery and rel ated consunabl es, and specialty equi pnent for food service and industrial
fi ni shi ng.

(Dol lars in Thousands)

Thr ee nont hs ended N ne nont hs ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Qperating revenues $403, 975 $439, 747 $1, 243, 580 $1, 290, 399
Qperating i ncone 34, 900 51, 440 122, 072 138, 836
Margin % 8. 6% 11. 7% 9. 8% 10. 8%

In 2001, operating revenues decreased 8% for the third quarter and 4% for the nine-nonth
period primarily due to the effect of currency fluctuations, which reduced revenues by 8%for
both periods. The acquisition-related revenue growth of 5% for the third quarter and 7%
year-to-date was partially offset by base business revenue declines of 3% and 2%
respectively, primarily in the industrial packagi ng and food equi pment operations. For the
third quarter of 2001, operating income decreased 32% and margi ns declined 310 basis points
due to weaknesses in the industrial packagi ng and consuner packagi ng markets. That weakness
was partially offset by income inprovenents for the food equi pnent, finishing and wel di ng
operations. For the year-to-date period of 2001, operating incone decreased 12% and nargi ns
declined 100 basis points due to | ower demand in the industrial packagi ng and food equi prent
markets and the | ower margins of acquired conpanies. Qurrency fluctuations reduced operating
10



i ncomre by 8% for both periods.

CONSUMER PRODUCTS

Busi nesses in this segnment are located prinarily in North Amrerica and nmanufacture specialty
exerci se equi pnent, snall appliances, cookware and ceramc tile.

(Dol lars in Thousands)

Three nont hs ended N ne nont hs ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Qperating revenues $96, 462 $114, 301 $294, 530 $341, 268
Operating incone 2,967 2,894 3,109 (3, 322)
Margin % 3.1% 2.5% 1.1% (1. 0%

In 2001, the decrease in operating revenues of 16% for the third quarter and 14% for the
ni ne-nonth period was related to | ower sales volunme at the ceramc tile, small appliance and
specialty exercise equi pment businesses. (Qperating inconme and margins inproved for both
periods due to the effect of |ower nonrecurring costs and i nproved operating performance for
the ceramic tile operation.

LEASI NG AND | NVESTMENTS

Thi s segrment nakes opportunistic investrments in nortgage-related assets, |everaged and direct
financing | eases of equi pment, properties and property devel opnents, and aff ordabl e housi ng.

(Dol lars in Thousands)

Three nont hs ended N ne nont hs ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Qperating revenues $35, 104 $37, 143 $116, 384 $109, 872
Operating incone 18, 542 18, 430 64, 513 56, 479

Operating revenues and incorme were relatively flat in the third quarter of 2001. For the
year-to-date period, revenues and incone increased due to higher property devel oprment incomne
and gains on real estate which was held for sale.

CPERATI NG REVENUES

The reconciliation of segment operating revenues to total conpany operating revenues is as
fol | ows:

Three nont hs ended N ne nont hs ended
Sept enber 30 Sept enber 30
2001 2000 2001 2000
Engi neered Products - North Anerica $748, 054 $785, 152 $2, 269,502 $2,432, 117
Engi neered Products — International 341,729 374, 649 1, 083, 383 1, 066, 660
Specialty Systems - North Anerica 863, 615 820, 049 2,578, 307 2,505, 015
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Specialty Systenms — International 403, 975 439, 747 1, 243, 580 1, 290, 399

Consuner Products 96, 462 114, 301 294, 530 341, 268
Leasi ng and | nvest nents 35, 104 37, 143 116, 384 109, 872

Total segment operating revenues 2,488, 939 2,571, 041 7, 585, 686 7,745, 331
| nt ersegnent revenues (93, 294) (98, 699) (283, 094) (290, 583)
Total company operating revenues $2, 395,645 $2,472, 342 $7,302,592 $7,454, 748

OPERATI NG EXPENSES

Cost of revenues as a percentage of revenues increased to 66.8%in the first nine nonths of
2001 versus 64.7%in the first nine months of 2000 due to decreased sal es volune in the North
Anerican base businesses and | ower margi ns at acquired businesses. Selling, admnistrative,
and research and devel oprment expenses increased to 18.4%of revenues in the first nine nonths
of 2001 versus 17.8%in 2000 as a result of |ower sales and hi gher non-recurring charges.

| NTEREST EXPENSE

Interest expense increased to $54.9 mllion in the first nine nonths of 2001 from $52.4
mllion in 2001

OTHER EXPENSE

QG her expense was $3.5 mllion for the first nine nonths of 2001 versus $4.7 nillion in 2000.

The decrease is primarily due to lower mnority interest expense on |ess-than-100% owned
subsidiaries and |lower |osses on foreign currency translation in 2001, which was nostly
of fset by | osses on the sales of operations in 2001 versus gains in 2000.

NET | NCOMVE

Net income of $614.6 mllion ($2.01 per diluted share) in the first nine months of 2001 was
18.8% | ower than the 2000 net incone of $756.5 million ($2.49 per diluted share).

FOREI GN CURRENCY

The strengthening of the U S. dollar against foreign currencies in 2001 decreased operating
revenues for the first nine nonths of 2001 by approximately $229 nillion and reduced ear ni ngs
by approxi mately 5 cents per diluted share.

FI NANCI AL PCSI TI ON

Net working capital at September 30, 2001 and Decenber 31, 2000 is sunmmarized as foll ows:

(Dol lars in Thousands)

Sept. 30, Dec. 31, I ncr ease/
2001 2000 (Decr ease)
Qurrent Assets:
Cash and equi val ents $ 229,313 $ 151,295 $ 78,018
Trade receivabl es 1, 629, 559 1, 654, 632 (25, 073)
I nventories 1, 153, 220 1, 181, 385 (28, 165)
G her 337,123 341,749 (4, 626)
3, 349, 215 3, 329, 061 20, 154
Current Liabilities:
Short -t erm debt 584, 130 425, 789 158, 341
Accounts payabl e 405, 145 455, 417 (50, 272)
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Accrued expenses 790, 893 826, 107 (35, 214)

Q her 176, 182 110, 297 65, 885

1, 956, 350 1,817, 610 138, 740

Net Working Capital $1,. 392, 865 $1.511,451 ($118, 586
CQurrent Ratio 1.71 1.83

Short-termborrow ngs increased as a result of the reclassification of debt fromlong-termto
short-term

Qher liabilities increased as a result of higher taxes payable due to the tining of tax
payment s.

The Conpany’s cash generation from operations continued to be strong in the quarter and
refl ected reduced working capital and capital expenditures as a result of the sl ower econony.
The Conpany’s invested capital declined $149 mllion, excluding the effect of acquisitions.
Coupl ed with $615 million of net incone, these two conponents resulted in free cash of $764
mllion. As aresult, the Conpany has been able to fund a $535 mllion acqui sition program

and pay divi dends of $182 nmillion.

FORWARD- LOCKI NG STATEMENTS

This docunment contains forward-1ooking statenents within the neaning of the Private
Securities Litigation Reform Act of 1995. These statenents are subject to certain risks,
uncertainties, and other factors which could cause actual results to differ materially from
those anticipated, including, without limtation, the risks described herein. |nportant
factors that may influence future results include (1) a further downturn in the construction,
food retail and service, autonotive, general industrial or real estate nmarkets, (2) further
deterioration in gl obal and donmestic business and econom ¢ conditions, such as interest rate
and currency fluctuations, particularly in North America, Europe and Australia, (3) an
interruption in, or reduction in, introducing new products into the Conpany’s product |ines,
(4) an unfavorabl e environnent for making acquisitions, domestic and international, including
adverse accounting or regulatory requirenments and market value of candidates, and (5)
uncertainties arising fromthe aftermath of the Septenber 11'" tragedy.

Part Il - Gher Information

Item6 - Exhibits and Reports on Form 8-K

(a) Exhi bi t | ndex

Exhi bit No. Descri ption
3(h) By-laws of Illinois Tool Wrks Inc., as anended.
10(a) Illinois Tool Wirks Inc. Non-officer directors’ restricted

stock program as anended.
(b) Reports on Form 8-K

No reports on Form 8-K have been filed during the quarter for which this report is filed.
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S| GNATURES

Pursuant to the requirenments of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behal f by the undersigned thereunto duly authori zed.

[LLINO S TOOL WORKS | NC.

Dated: Novenber 13, 2001 By: /s/ Jon C._Kinney
Jon C. Kinney, Senior Vice President
and Chief Financial Oficer
(Principal Accounting Oficer)
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