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Part | - Financial Information

ltem 1

ILLINO S TOOL WORKS | NC. and SUBSI DI ARI ES

FI NANCI AL STATEMENTS

The unaudited financial statenments included herein have been prepared by
Illinois Tool W rks Inc. and Subsidiaries (the "Conpany"). In the
opinion of managenent, the interim financial statenents reflect all
adjustnments of a normal recurring nature necessary for a fair statenent
of the results for interimperiods. It is suggested that these financial
statenments be read in conjunction with the financial statenents and notes
to financial statenents included in the Conpany's Annual Report on Form
10-K. Certain reclassifications of prior years’ data have been nmade to
conformwi th current year reporting.



| LLINO S TOOL WORKS I NC. and SUBSI DI ARI ES
STATEMENT OF | NCOVE
( UNAUDI TED)

(I'n Thousands Except for
Per Share Anpunts)

Thr ee Mont hs Ended

March 31
2002 2001
Oper ati ng Revenues $2, 204, 654 $2, 295, 840
Cost of revenues 1,475, 119 1, 537, 365
Selling, adm nistrative,
and research and
devel opment expenses 414, 764 438, 290
Anorti zation of goodw |
and ot her intangi ble assets 4,872 23,912
Operating I ncone 309, 899 296, 273
I nt erest expense (17,503) (18, 189)
O her incone 2,076 2,293
I ncome from Conti nui ng Operations
Bef ore | ncone Taxes 294,472 280, 377
I ncone taxes 100, 100 97, 976
I nconme from Continui ng Operations 194, 372 182, 401
I nconme from Di sconti nued
Oper ati ons 4,075 357
Cumul ative Effect of Change in
Accounting Principle (221, 890) -
Net | ncome(Loss) $ (23,443) $182, 758
I ncome Per Share from Continui ng Operations:
Basi c $0. 64 $0. 60
Di | uted $0. 63 $0. 60
I ncone Per Share from Di scontinued Operations:
Basi c $0. 01 $0. 00
Di | uted $0. 01 $0. 00
Cumul ative Effect Per Share of Change
I n Accounting Principle:
Basi c $(0.73) --
Di | uted $(0.72) - -
Net I ncone (Loss) Per Share:
Basi ¢ $(0.08) $0. 60
Di | uted $(0.08) $0. 60
Pro Forma Excluding Goodwi || Anortization:
| ncome from Continuing Operations $194, 372 $198, 960
I ncone per Diluted Share from
Cont i nui ng Operations $0. 63 $0. 65



Cash Di vi dends:
Pai d
Decl ared

Shares of Common St ock

Qut st andi ng During the Period:
Aver age

Aver age assum ng dil ution

$0. 22
$0. 22

305, 532
307, 985

$0. 20
$0. 20

303, 151
305, 731



ILLINO S TOOL WORKS | NC. and SUBSI DI ARI ES

STATEMENT OF FI NANCI AL POSI TI ON

( UNAUDI TED)

(I'n Thousands)
ASSETS

Current Assets:
Cash and equi val ents
Trade receivabl es
| nventories
Def erred i ncone taxes
Prepai d expenses and ot her
current assets
Net current assets of
di sconti nued operations
Total current assets

P

ant and Equi pnent:

Land

Bui | di ngs and i nprovenents
Machi nery and equi pnent
Equi prent | eased to others
Construction in progress

Accunul at ed depreciation
Net plant and equi prment

I nvest nent s

Goodwi | |

I nt angi bl e Assets

Deferred | ncone Taxes

O her Assets

Net Noncurrent Assets of
Di sconti nued Operations

LI ABI LI TIES AND STOCKHCOLDERS' EQUITY

March 31, 2002

Current Liabilities:
Short -term debt
Accounts payabl e
Accrued expenses
Cash divi dends payabl e
| ncome taxes payabl e
Total current liabilities
Noncurrent Liabilities:
Long- t er m debt
O her
Total noncurrent liabilities
St ockhol ders' Equity:
Preferred stock
Common st ock
Addi ti onal paid-in-capital

$ 281,026

1, 486, 807
964, 958
195, 269

133, 419

95, 754
3,157, 233

112, 750
949, 990
2,786, 136
123, 703
135, 926

4,108, 505

(2,503, 325)
1, 605, 180

1, 379, 207
2,281,592
208, 835
492, 785
450, 070

107, 844

$9, 682, 746

$ 276, 498

390, 864
765, 004
67,352
56, 305
1, 556, 023

1, 249, 744
931, 043

2,180, 787

3, 063
706, 926

Decenber 31, 2001

$ 282,224

1, 450, 029
994, 156
197, 428

139, 226

100, 181
3,163, 244

114, 649
960, 232
2,800, 341
123, 422
105, 316

4,103, 960

(2, 470, 270)
1, 633, 690

1,278, 285
2,516, 813
221, 881
439, 278
459, 429

109, 729

$9, 822, 349

$ 313, 447

367, 249
795, 210
67,084
32,922
1,575,912

1, 267, 141
938, 558

2, 205, 699

3,052
675, 856



| nconme reinvested in the business 5,674, 625 5, 765, 421

Common stock held in treasury (1, 662) (1, 666)
Cunul ative transl ation adj ust ment (437, 016) (401, 925)
Tot al stockhol ders' equity 5, 945, 936 6, 040, 738

$9, 682, 746 $9, 822, 349



ILLINO S TOOL WORKS | NC. and SUBSI DI ARI ES
STATEMENT OF CASH FLOWS

((UNAUDI TED)

(I'n Thousands)

Cash Provided by (Used for) Operating Activities:
Net incone
Adj ustnents to reconcile net incone to net cash
provi ded by operating activities:
I ncome from di scontinued operations
Non- cash goodwi | | inpairnment charge
Depreciation and anortization
Change in deferred i ncone taxes
Provi sion for uncollectible accounts
Loss on sale of plant and equi pnent
Income frominvestnments
Non- cash interest on nonrecourse notes payable
(Gain) loss on sale of operations and affiliates
O her non-cash items, net
Cash provided by operating activities
Changes in assets and liabilities:
(I ncrease) decrease in--
Trade receivabl es
I nventories
Prepai d expenses and ot her assets
Net assets of discontinued operations
I ncrease (decrease) in--
Account s payabl e
Accrued expenses
I nconme taxes payabl e
O her, net
Net cash provided by operating activities
Cash Provided by (Used for) Investing Activities:
Acqui sition of businesses (excluding cash and
equi val ents) and additional interest in affiliates
Additions to plant and equi prment
Purchase of investnents
Proceeds frominvestnents
Proceeds from sal e of plant and equi pnent
Proceeds from sale of operations and affiliates
Sal es of short-terminvestnents
O her, net
Net cash used for investing activities
Cash Provided by (Used for) Financing Activities:
Cash divi dends paid
| ssuance of common stock
Net repaynents of short-term debt
Proceeds from | ong-term debt
Repaynments of |ong-term debt
O her, net
Net cash used for financing activities
Ef fect of Exchange Rate Changes on Cash and Equival ents
Cash and Equi val ents:
Decrease during the period
Begi nni ng of period
End of period
Cash Paid During the Period for Interest
Cash Paid During the Period for Income Taxes
Liabilities Assuned from Acquisitions

Thr ee Mont hs Ended

March 31

2002 2001
$( 23, 443) $182, 758
(4, 075) (357)
221, 890 - -
76, 359 97, 442
(11, 870) 580
5,922 4,592
488 364
(31, 154) (36, 898)
9, 810 10, 611
1, 836 (899)
3, 353 (956)
249, 116 257, 237
(55, 954) 1, 089
24,768 4,965
7,373 8, 417
10, 733 9, 636
26, 708 (27, 087)
(5, 800) (90, 812)
25, 926 71,528
24 (10)
282, 894 234, 963
(35, 347) (52, 193)
(64, 051) (69, 532)
(115, 049) (9,518)
11, 827 22,050
2, 605 3,503
1,792 6, 891
2,753 2, 045
1, 165 666
(194, 305) (96, 088)
(67, 084) (60, 490)
30, 997 27, 146
(31, 484) (108, 761)
237 939
(9, 626) (2, 290)
(453) 116
(77, 413) (143, 340)
(12, 374) 2,662
(1,198) (1, 803)
282,224 151, 295
$281, 026 $149, 492
$ 22,494 $ 24,980
$ 80,411 $ 26,040
$ 2. 238 $ 4. 165




| LLINO'S TOOL WORKS I NC. and SUBSI DI ARl ES
NOTES TO FI NANCI AL STATEMENTS
( UNAUDI TED)

(1) | NVENTORI ES:

Inventories at March 31, 2002 and Decenber 31, 2001 were as foll ows:

(I'n Thousands)

March 31, Dec. 31,

2002 2001
Raw mat eri al $285, 200 $287, 067
Wor k-1 n-process 86, 360 101, 418
Fi ni shed goods 593, 398 605, 671

$964,958  $994,156

(2) COVPREHENSI VE | NCOME:

The only component of other conprehensive inconme that the Conpany has is
foreign currency translation adjustnents.

(I'n Thousands)

March 31, March 31,
2002 2001
Net incone $(23, 443) $182, 758
Foreign currency translation
adj ustments, net of tax (35, 091) 31, 930
Total conprehensive income (Il o0ss) $(58, 534) $214, 688

(3) DI SCONTI NUED OPERATI ONS:

In Decenmber 2001, the Conpany’'s Board of Directors authorized the
di vestiture of the Consumer Products segnent. The segnment is conprised
of the follow ng businesses: Precor specialty exercise equipnment, Wst
Bend appliances and prem um cookware, and Florida Tile ceramic tile. The
consolidated financial statements for all periods have been restated to
present these businesses as discontinued operations in accordance with
Accounting Principles Board Opinion No. 30. The Conpany intends to
di spose of these businesses through sale transactions in 2002, and does
not expect to incur a loss on their disposal. As of March 31, 2002, none
of the businesses have been sold. Results of the discontinued operations
for the three nonths ended March 31, 2002 and 2001 were as foll ows:

(I'n Thousands)

March 31, March 31
2002 2001




Operati ng revenues
Pro forma operating income

Pro forma i ncone before inconme taxes

I ncome taxes

Pro forma i ncome from di sconti nued
oper ati ons

$101, 054

$ 8,451

$ 6,145
2,070

$ 4,075

$100, 993

$ 1,799
$ 1,374

424
$ 950



The actual results for 2001 have been adjusted to reflect the pro form
effect of the elimnation of goodwill and indefinite-lived intangible
anortization.

The Conpany has allocated general corporate interest expense to
di sconti nued operations based on proportional net assets excluding debt.
I nterest expense allocated to discontinued operations was $495,000 in
2002 and $515, 000 in 2001

The net assets of the discontinued operations as of Mrch 31, 2002 and
Decenmber 31, 2001 were as foll ows:

(I'n Thousands)

March 31, Dec. 31,
2002 2001

Account s receivabl e $ 57, 345 $ 64, 897
I nventory 70, 568 71, 481
Accounts payabl e (13, 464) (14, 258)
Accrued liabilties (36, 737) (40, 686)
O her, net 18, 042 18, 747
Net current assets of discontinued

operations $ 95,754 $100, 181
Net plant and equi pnent $ 77,551 $ 79,730
Net goodw || and intangibles 68, 183 68, 200
O her, net (37,890) (38, 201)
Net noncurrent assets of discontinued

operations $107, 844 $109, 729

(4) | NVESTMVENTS:

In March 2002, the Conpany entered into two |everaged | easing
transactions with a major German tel ecommunications conpany related to
certain German nobile tel econmunications equipnment. The conponents of
t he Conpany’s cash investnent of $100, 001, 000 were as foll ows:

(I'n Thousands)

G oss | ease contracts receivable $692, 723
Nonr ecour se debt service (642, 232)
Esti mat ed resi dual value of | eased assets 105, 637
Unear ned and deferred incone (56,127)

$100, 001

(5) GOODW LL AND | NTANG BLE ASSETS:

Goodwi | | represents the excess cost over fair value of the net assets of
pur chased busi nesses.

Ef fective January 1, 2002, the Conpany adopted Statenent of Financial

Accounting Standards No. 142, Goodwi |l and O her |Intangi ble Assets (“SFAS
142”). Under SFAS 142, the Conpany will no |onger anortize goodw || and
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i ntangi bl es which have indefinite |lives. SFAS 142 also requires that the

Conpany assess goodwll and intangibles wth indefinite lives for
i rpai rment at |east annually, based on the fair value of the related
reporting unit. The Conpany has not yet determ ned which quarter its
annual inpairnment assessnent will be perforned on an on-goi ng basis.

11



As an initial step in the SFAS 142 inplenentation process, the Conpany

assigned its goodw Il and intangibles to approximtely 300 of its
reporting units. Then, the fair value of each reporting unit was
conpared to its carrying value. Fair values were determ ned by

di scounting estimated future cash fl ows.

Based on the Conpany’s initial i npai rment  testing, goodwi | | and
intangi ble assets were reduced by $262,816,000 and a net after-tax
i mpai rment charge of $221,890,000 ($0.72 per diluted share) was
recogni zed as a cunul ative effect of change in accounting principle in
the first quarter of 2002. The inpairment charge was related to
approximately 40 businesses and primarily resulted from evaluating
i npai rment based on discounted cash flows, as required by SFAS 142,
instead of wusing undiscounted cash flows per the previous accounting
st andar d. Al t hough the Conpany has substantially conpleted its initial
i mpai rnment testing, the inpairnment charge recorded in the first quarter
of 2002 is an estimate that will be finalized later in 2002.

The changes in the carrying amount of goodwi || by segnent for the quarter
ended March 31, 2002 are as foll ows:

(I'n Thousands)

Engi neer ed Engi neer ed Speci alty Specialty
Products - Products - Systens - Syst ens

North Anerica |International North America |International Tot al
Bal ance, Decenber 31, 2001 $579, 462 $417, 977 $853, 557 $665, 817 $2, 516, 813
Acqui si tions 1, 968 (39) 6, 309 20,013 28, 251
Impairment wite-offs (50, 992) (18, 744) (85, 994) (98, 858) (254, 588)
Foreign currency translation 32 (3, 659) (1) (5, 256) (8, 884)
Bal ance, March 31, 2002 $530, 470 $395, 535 $773. 871 $581, 716 $2, 281, 592

I ntangi ble assets as of March 31, 2002 and Decenber 31, 2001 were as
foll ows:

(I'n Thousands)

As of March 31, 2002 As of Decenber 31, 2001
Accumul at ed Accunul at ed
Cost Anortization Net_ Cost Anortization Net
Anortizabl e | ntangi bl es:
Trademar ks and brands $ 9,239 $ (1,791) $ 7,448 $ 9,339 $ (1,685) $ 7,654
Customer lists
and rel ati onshi ps 28, 371 (3, 620) 24,751 28, 371 (2, 848) 25, 523
Pat ent s 74,911 (35, 878) 39, 033 74,971 (34, 775) 40, 196
Nonconpet e agreenents 60, 252 (23, 088) 37,164 63, 203 (21, 741) 41, 462
Q her 49, 219 (26,914) 22, 305 50, 239 (25, 648) 24,591
Indefinite-lived Intangibles:
Trademar ks and brands 78,134 78,134 82, 455 82, 455

Total Intangible Assets  §300.126 S (OL.201) $208.835 $308.578 S (86.607) 22L881

Anortization expense related to anortizable intangible assets was
$4,872,000 for the first quarter of 2002 and $4,679,000 for the first
gquarter of 2001. The estinmated anortizati on expense of intangi ble assets
for the years ending Decenber 31 is as foll ows:

(I'n Thousands)

12



2002 $19, 489

2003 17,099
2004 16, 298
2005 15, 319
2006 14, 417
2007 12, 228

A reconciliation of the previously reported 2001 statement of incone
information to pro form amunts that reflect the elimnation of
anortization of goodwill and indefinite-lived intangible assets is
present ed bel ow

(I'n Thousands, except per share anounts)
Three nmont hs ended
March 31, 2001
Per Share
Anount Basic Diluted

I ncome from continuing operations, as reported $182, 401 $0.60 $0.60

Anortization of goodw || and indefinite-lived

i ntangi bl e assets 16, 559 0. 05 0. 05
Pro forma income from continui ng operations 198, 960 0. 66 0. 65
I ncone from di sconti nued operations, as reported 357 0. 00 0. 00
Anortization of goodw Il and indefinite-lived

i ntangi bl e assets 593 0. 00 0. 00
Pro forma i ncome from di sconti nued operations 950 0. 00 0. 00
Pro forma net income $199, 910 0. 66 0. 65

(6) SUBSEQUENT EVENT:

On April 26, 2002, a subsidiary of the Conpany issued $250, 000,000 of 6.55%
preferred debt securities due Decenber 31, 2011 at 99.849% of face val ue.
The effective interest rate of the preferred debt securities is 6.76%

13



Iltem2 - Managenent's Discussion and Anal ysi s

ENG NEERED PRODUCTS - NORTH AMERI CA

Busi nesses in this segnent are located in North Anerica and manufacture
short lead-tinme plastic and nmetal conponents and fasteners, and specialty
products such as polyners, fluid products and reseal abl e packagi ng.

(Dollars in Thousands)

Thr ee nont hs ended

March 31
2002 2001
Operating revenues $738, 450 $744, 595
Operating incone 124,779 109, 693
Margi n % 16. 9% 14. 7%

For the first quarter of 2002, operating revenues decreased 1% as the
base business revenue decline of 4% was offset by a 3% revenue increase
from acqui sitions. Base business revenues declined due to weakness in
the industrial plastics, construction, machined conponents, polynmers and
el ectroni c component packagi ng busi nesses, partially offset by increased
demand in the autonotive businesses. Operating incone increased 14% and
margins were higher by 220 basis points due to higher sales for the
autonoti ve businesses, reduced costs in the construction and autonotive
busi nesses and hi gher 2001 nonrecurring costs.

ENG NEERED PRODUCTS - | NTERNATI ONAL

Businesses in this segnent are |located outside North Anmerica and
manufacture short lead-tine plastic and netal conponents and fasteners,
and specialty products such as polyners, fluid products and electronic
conmponent packagi ng.

(Dol l'ars in Thousands)

Thr ee nont hs ended

March 31
2002 2001
Oper ating revenues $332, 033 $361, 193
Operating incone 28, 227 38, 045
Margin % 8. 5% 10. 5%

Operating revenues decreased 8% in the first quarter of 2002 versus the
prior period. This revenue decline was primarily due to a 4% decrease
attributed to currency fluctuations and a base busi ness revenue decline

14



of 3% primarily related to weakness in the autonotive, electronic
conponent packagi ng and industrial plastics businesses. Operating incone
declined 26% and margins decreased 200 basis points due to the |ower
revenues and an asset writedown. In addition, foreign currency
fluctuations reduced operating incone by 4%

15



SPECI ALTY SYSTEMS - NORTH AMERI CA

Busi nesses in this segnent are located in North Anmerica and produce
longer lead-tine machinery and related consunables, and specialty
equi prent for applications such as food service and industrial finishing.
(Dollars in Thousands)

Thr ee nont hs ended

March 31
2002 2001
Operating revenues $826, 362 $847, 006
Operating incone 111, 129 109, 006
Margin % 13. 4% 12. 9%

In the first quarter of 2002, operating revenues decreased 2% as the
revenue increase from acquisitions of 5% was nore than offset by revenue
declines in the base businesses of 8% The base business revenue
decreases in the industrial packaging, food equipnment and finishing
busi nesses, offset higher revenues in the welding businesses. Operating
income increased 2% due mainly to acquisitions, higher sales for the
wel di ng businesses and lower costs in the food equipnent businesses.
These gains offset higher nonrecurring costs in 2002. Mar gi ns i nproved
50 basis points due to lower costs in the food equipnment, industrial
packagi ng and consuner packagi ng busi nesses.

SPECI ALTY SYSTEMS - | NTERNATI ONAL

Businesses in this segnent are located outside North Anmerica and
manuf acture |longer l|ead-time machinery and related consumables, and
speci alty equi pnment for applications such as food service and industrial
fini shing.

(Dollars in Thousands)

Thr ee nont hs ended

March 31
2002 2001
Operating revenues $365, 594 $401, 756
Operating i ncone 28,977 36, 000
Margin % 7. 9% 9. 0%

Operating revenues decreased 9% in the first quarter of 2002 due to | ower
base business revenues in the industrial packaging, food equipnment and
decorating businesses. In addition, increased revenues from acquisitions
of 4% were offset by the effect of foreign currency fluctuations of 4%
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Operating inconme decreased 20% and nmargins were |lower by 110 basis
points, primarily due to weakness in the industrial packaging, decorating

and finishing businesses. Al so, currency fluctuation reduced operating
i ncone by 4%

17



LEASI NG AND | NVESTMENTS

This segnment nmakes opportunistic investnents in nortgage-rel ated assets,
| everaged and direct financing | eases of telecomunications, aircraft and
ot her  equi pnent, properties and property devel opnents, af f or dabl e
housi ng, and a venture capital fund.

(I'n Thousands)

Thr ee nont hs ended

March 31
2002 2001
Qper ati ng revenues $32, 096 $40, 323
Operating i ncone 16, 787 22,762

Operating revenues and incone decreased in the first quarter of 2002
primarily due to a gain on the sale of a property in the first quarter of
2001.

In March 2002, the Conpany entered into two |everaged | easing
transactions with a mmjor German tel ecommuni cations conpany related to
certain German nobile teleconmunications equipnent. The Conpany’s cash
i nvest ment was $100, 001, 000.

OPERATI NG REVENUES

The reconciliation of segnent operating revenues to total operating
revenues is as follows:

Thr ee nont hs ended

March 31
2002 2001
Engi neered Products - North Anerica $ 738,450 $ 744,595
Engi neered Products — International 332, 033 361, 193
Specialty Systenms - North America 826, 362 847, 006
Specialty Systenms — |nternational 365, 594 401, 756
Leasi ng and | nvestnents 32, 096 40, 323
Total segnment operating revenues 2,294,535 2,394, 873
I nt er segnment revenues (89, 881) (99, 033)
Total operating revenues $2, 204, 654 $2, 295, 840
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OPERATI NG | NCOVE

Segnent operating income for 2001 was restated to exclude the
anortization of goodwi Il and indefinite-lived intangible assets. The
reconciliation of segnment operating income to total operating income is
as foll ows:

Thr ee nont hs ended

March 31
2002 2001

Engi neered Products - North Anerica $124, 779 $109, 693

Engi neered Products — I nternational 28, 227 38, 045

Specialty Systens - North America 111, 129 109, 006

Specialty Systenms — International 28, 977 36, 000

Leasi ng and | nvestnents 16, 787 22,762

Total segnment operating incone 309, 899 315, 506
Anorti zation of goodw || and

indefinite-lived intangi bl e assets - - (19, 233)

Total operating incone $309, 899 $296, 273

OPERATI NG EXPENSES

Cost of revenues as a percentage of revenues decreased to 66.9% in the
first three nonths of 2002 versus 67.0% in the first three nonths of
2001. Selling, admnistrative, and research and devel opnment expenses
decreased to 18.8% of revenues in the first three nonths of 2002 versus
19.1% in the first three nonths of 2001, primarily due to |ower
nonrecurring charges in 2002 and expense reductions as a result of a
Conpany-w de objective to reduce adm nistrative costs.

AMORTI ZATI ON OF GOODW LL AND OTHER | NTANG BLE ASSETS

Ef fective January 1, 2002, the Conpany adopted Statenment of Financial

Accounting Standards No. 142, Goodwi |l and O her |Intangi ble Assets (“SFAS
142”). Under SFAS 142, the Conpany will no longer anortize goodw ||l and
i ntangi bl es which have indefinite lives. SFAS 142 also requires that the

Conmpany assess goodwill and intangibles wth indefinite lives for
i npai rnment at |east annually, based on the fair value of the related
reporting unit. The Conpany has not yet determ ned which quarter its
annual inpairnment assessnent will be perforned on an on-goi ng basis.

As an initial step in the SFAS 142 inplenentation process, the Conpany

assigned its goodw Il and intangibles to approximtely 300 of its
reporting units. Then, the fair value of each reporting unit was
conpared to its carrying value. Fair values were determ ned by

di scounting estimated future cash fl ows.

Based on the Conpany’'s initial i mpai rment  testing, goodw || and
intangi bl e assets were reduced by $262,816,000 and a net after-tax
i mpai rment charge of $221,890,000 ($0.72 per diluted share) was
recogni zed as a cunul ative effect of change in accounting principle in
the first quarter of 2002. The inmpairment charge was related to
approximately 40 businesses and primarily resulted from evaluating
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i npai rment based on discounted cash flows, as required by SFAS 142,
instead of wusing undiscounted cash flows per the previous accounting
st andar d. Al t hough the Conpany has substantially conpleted its initial
i mpai rment testing, the inpairment charge recorded in the first quarter
of 2002 is an estimate that will be finalized later in 2002.
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Anortization expense related to anortizable intangible assets was
$4,872,000 for the first quarter of 2002 and $4,679,000 for the first
quarter of 2001.

| NTEREST EXPENSE

I nterest expense decreased to $17.5 million in the first three nonths of
2002 from $18.2 nillion in the first three nonths of 2001, primarily due
to | ower commerci al paper borrow ngs in 2002.

OTHER | NCOVE

O her inconme decreased to $2.1 million for the first three nonths of 2002
from $2.3 million in 2001. This decrease is primarily due to | osses
versus gains on the sale of operations and affiliates in 2002 partially
of fset by gains versus |osses on foreign currency translation

| NCOVE FROM CONTI NUI NG OPERATI ONS

I ncone from continuing operations of $194.4 nmillion ($0.63 per diluted
share) in the first three nonths of 2002 was 6.6% higher than the 2001
first quarter net income of $182.4 mllion ($0.60 per diluted share).

On a pro forma basis, excluding goodwill and indefinite-lived intangible
anortization in 2001, net income from continuing operations of $194.4
mllion in the first three nonths of 2002 was 2.3% |l ower than the 2001
pro forma incone from continuing operations of $199.0 mllion. Net
income from continuing operations per diluted share of $0.63 for the
first three nonths of 2002 was 3.1% lower than the pro forma net incone
from continuing operations per diluted share of $0.65 for the first three
nmont hs of 2001.

FOREI GN CURRENCY

The strengthening of the U S. dollar against foreign currencies in 2002
decreased operating revenues in the first three nonths of 2002 by
approximately $31 nmillion and reduced inconme from continuing operations
by approximately 1 cent per diluted share.

DI SCONTI NUED OPERATI ONS

In Decenber 2001, the Conpany’'s Board of Directors authorized the
di vestiture of the Consunmer Products segnment. Businesses in this segnent
are located primarily in North America and manufacture househol d products
that are wused by consuners, including Wst Bend small electric
appl i ances, Precor specialty exercise equipnment and Florida Tile ceramc
tile. The Conpany intends to dispose of these businesses through sale
transactions in 2002, and does not expect to incur a net loss on the
di sposal of the segnent. As of March 31, 2002, none of the busi nesses
have been sol d.
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(Dol l'ars in Thousands)

Thr ee nont hs ended

Mar ch 31
2002 2001
Operating revenues $101, 054 $100, 993
Operating i ncome 8,451 1, 799
Margin % 8. 4% 1.8%

Operating revenues increased slightly in 2002 versus 2001 due to higher
sales of specialty exercise equipnent, offset by |ower small appliance
and ceramc tile revenues. Operating income and nmargins increased
significantly due to cost inprovenents in the exercise equipnent and
appl i ance busi nesses.

LI QUI DI TY AND CAPI TAL RESOURCES

Summari zed cash flow information for the three nonths ended March 31
2002 and 2001 was as foll ows:

(I'n Thousands)

2002 2001

Net cash provided by operating activities $282, 894 $234, 963
Net cash used for investing activities,

excl udi ng acquisitions and purchase

of investnents (43, 909) (34,377)
Free operating cash flow $238, 985 $200, 586
Acqui si tions $( 35, 347) $(52, 193)
Pur chase of investnents (115, 049) (9,518)
Cash divi dends paid (67,084) (60, 490)
Net paynents of debt (40,873) (110, 112)
O her, net 18, 170 29, 924
Net decrease in cash

and equi val ents $ (1,198) $ (1,803

Return on average invested capital for the three nonths ended March 31
2002 and 2001 was as foll ows:

(Dol l'ars in Thousands)

2002 2001
Pro forma operating incone after taxes $ 204,533 $ 205,079
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Tot al debt

Less: Leasing and investnment debt
Less: Cash

Adj ust ed net debt

Total stockhol ders’ equity

I nvested capital

Aver age i nvested capital

Return on average invested capital

23

$1,526,242  $1, 860, 012
(810, 106) (796, 115)
(281, 026) (149, 492)

435, 110 914, 405
5,945, 936 5, 583, 917
$6, 381,046  $6,498, 322
$6, 506,623  $6,457, 021
12. 6% 12. 7%



Net working capital at March 31, 2002 and Decenber 31, 2001 is summari zed
as follows:

(Dol l'ars in Thousands)

March 31, Dec. 31, | ncr ease/
2002 2001 (Decr ease)
Current Assets:
Cash and equival ents $ 281,026 $ 282,224 $ (1,198)
Trade recei vabl es 1, 486, 807 1, 450, 029 36,778
| nventories 964, 958 994, 156 (29, 198)
O her 328, 688 336, 654 (7,966)
Net current assets of
di sconti nued operations 95, 754 100, 181 (4,427)
3,157, 233 3, 163, 244 (6,011)
Current Liabilities:
Short -term debt 276, 498 313, 447 (36, 949)
Account s payabl e 390, 864 367, 249 23, 615
Accrued expenses 765, 004 795, 210 (30, 206)
O her 123, 657 100, 006 23, 651
1, 556, 023 1,575,912 (19, 889)
Net Working Capital $1,601,210 $1,587, 332 $ 13,878
Current Ratio 2.03 2.01

Accounts receivable increased as a result of higher sales at the end of
the first three nonths of 2002 and slower paynments by custoners.
Inventories decreased as a result of a Conpany-wi de effort to reduce
i nventory | evels.

Accounts payable has increased as a result of differences in the timng
of paynments in the first quarter of 2002 and the fourth quarter of 2001.
Accrued liabilities decreased primarily as a result of a decrease in
accrued bonuses and payroll.

Total debt at March 31, 2002 and Decenber 31, 2001 was as foll ows:

(Dol I 'ars in Thousands)

March 31, Dec. 31

2002 2001
Short-term debt $ 276,498 $ 313, 447
Long-t er m debt 1,249,744 1,267,141
Tot al debt $1, 526, 242 $1, 580, 588
Total debt to capitalization 20. 4% 20. 7%

Total debt to total capitalization

(excludi ng Leasing and | nvestnent segment) 11. 6% 13. 1%

On April 26, 2002, a subsidiary of the Conpany issued $250, 000,000 of
6.55% preferred debt securities due Decenber 31, 2011 at 99.849% of face
value. The proceeds will be used for general corporate purposes.
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The changes to stockhol ders’ equity during 2002 were as foll ows:

(I'n Thousands)

Total stockhol ders’ equity, December 31, 2001 $6, 040, 738
I ncome from continuing operations 194, 372
I nconme from di sconti nued operations 4,075
Curmul ative effect of change in accounting principle (221, 890)
Cash divi dends decl ared (67, 353)
Exerci se of stock options, including tax benefits 31, 085
Currency translation adjustnents (35, 091)
Total stockhol ders’ equity, March 31, 2002 $5, 945, 936

FORWARD- LOOKI NG STATEMENTS

Thi s docunent contains forward-|ooking statements within the neaning of
the Private Securities Litigation Reform Act of 1995, including, wthout
limtation, statenments regarding the profitable divestiture of the
Consumer Products segnment in 2002 and the estimated residual value of
| eased assets. 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. Inportant factors that nmay influence future
results include (1) a downturn in the construction, autonotive, genera

i ndustrial, food retail and service or real estate markets, (2)
deterioration in global and donestic business and econom c conditions,

particularly in North Anerica, Europe, and Australia, (3) an interruption
in, or reduction in, introducing new products into the Conpany’ s product
line and (4) an unfavorable environment for nmaking acquisitions or
di spositions, donestic and international, including adverse accounting or
regul atory requirenents and market val ues of candi dates.
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Part Il - Oher Information

ltem 6 - Exhibits and Reports on Form 8-K

(a) Exhibit Index
No exhi bits.
(b) Reports on Form 8-K
Form 8- K, Current Report dated January 29, 2002 which included

Items 5 and 7 and a press rel ease dated January 29, 2002 setting
forth the 2001 financial results of Illinois Tool Whrks Inc.
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Pursuant to

1934, the registrant

SI GNATURES

the requirements of the Securities Exchange Act of

has duly caused this report to be signed on its

behal f by the undersigned thereunto duly authorized.

Dated: May 2, 2002

By:

[ LLINO S TOOL WORKS | NC.

/s/ Jon C. Kinney

Jon C. Kinney, Senior Vice President
and Chief Financial Oficer
(Principal Accounting Officer)
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