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FIVE YEAR SUMMARY

IN MILLIONS OF DOLLARS, EXCEPT PER SHARE AMOUNTS m 2000 1999 1998 1997
For the year
Revenues $ 217,897 $ 26,583 § 24127 $ 22,809 $ 21,288
Research and development 1,254 1,302 1,292 1,168 1,069
Income from continuing operations 1,938 1,808 841 1,157 962
Net income 1,938 1,808 1,531 1,255 1,072
Earnings per share:
Basic:
Continuing operations 4.06 3.78 1.74 2.47 1.98
Net earnings 4.06 3.78 3.22 2.68 2.22
Diluted:
Continuing operations 3.83 3.55 1.65 2.33 1.89
Net earnings 3.83 3.55 3.01 2.53 2.10
Cash dividends per common share .90 825 .76 .695 .62
Average number of shares of Common Stock outstanding:
Basic 470.2 470.1 465.6 4555 468.9
Diluted 505.4 508.0 506.7 4948 507.1
Return on average common shareowners’ equity, after tax 23.6% 24.4% 24.6% 28.6% 24.5%
Operating cash flows 2,885 2,503 2,310 2,314 1,903
Acquisitions, including debt assumed 525 1,340 6,268 1,237 605
Share repurchase 599 800 822 650 849
At year end
Working capital, continuing operations $ 2892 § 1318 $ 1412 $ 1,359 $ 1712
Total assets 26,969 25,364 24,366 17,768 15,697
Long-term debt, including current portion 4,31 3,772 3,419 1,669 1,389
Total debt 4,959 4,811 4,321 2173 1,567
Debt to total capitalization 37% 39% 38% 33% 28%
ESOP Preferred Stock, net 429 432 449 456 450
Shareowners’ equity 8,369 7,662 7117 4,378 4,073
Number of employees — continuing operations 152,000 153,800 148,300 134,400 130,400
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MANAGEMENT’S DISCUSSION

Management’s Discussion and Analysis of Results of
Operations and Financial Position The Corporation’s
operations are classified into four principal segments: Otis,
Carrier, Pratt & Whitney and Flight Systems. Otis and Carrier
serve customers in the commercial and residential property
industries. Carrier also serves commercial and transport
refrigeration customers. Pratt & Whitney and the Flight
Systems segment, which includes Sikorsky Aircraft (“Sikorsky”)
and Hamilton Sundstrand, primarily serve commercial and
government customers in the aerospace industry. The
Corporation’s segment operating results are discussed in the
Segment Review and Note 15 of the Notes to Consolidated
Financial Statements.

Business Environment As worldwide businesses, the
Corporation’s operations are affected by global, regional

and industry economic and political factors. However, the
Corporation’s geographic and industry diversity has helped
limit the impact of any one industry or the economy of any
single country on the consolidated results. The downturn in
the North American economy in 2001, including conditions
in the commercial airline industry, global refrigeration indus-
try, and commercial heating, ventilating and air conditioning
markets, had a negative impact on the Corporation’s consoli-
dated results and will continue to present challenges to its
businesses.

The Corporation’s growth strategy contemplates acquisi-
tions in its core businesses. The rate and extent to which
acquired businesses are integrated and anticipated synergies
or cost savings are achieved can affect the Corporation’s oper-
ations and results.

Revenues from outside the U.S., including U.S. export
sales, in dollars and as a percentage of total segment revenues,
are as follows:

IN MILLIONS OF DOLLARS n:l:“ 2000 1999 E:I:“ZOOU 1999
Europe $4716| $ 4413 $ 4,433 | 17% | 17% | 18%
Asia Pacific 3420 3319 2615] 12% | 12% | 11%
Other Foreign 2785 2820 2472 10%|11% | 10%
U.S. Exports 3947 | 4134 3,642| 14% | 15% | 15%
International

Segment

Revenues $14,868 | $14,686 | $13,162 | 53% | 55% | 54%

As part of its globalization strategy, the Corporation has
invested in businesses in certain countries, including Brazil,
the People’s Republic of China, Russia, Argentina, India and
South Korea, which carry higher levels of currency, political
and economic risk. At December 31, 2001, the Corporation’s
net investment in any one of these countries was less than 5%
of consolidated equity.

During 2001, the strength of the U.S. dollar in relation to
Asian and European currencies had a negative impact on the
translation of foreign-denominated operating results into U.S.

AND ANALYSIS

dollars. In the fourth quarter of 2001, the euro began to recover
in relation to the U.S. dollar, which continued to strengthen in
relation to Asian currencies.

oTis is the world’s largest elevator and escalator manufactur-
ing, installation and service company. It serves an international
customer base, principally in commercial real estate. In 2001,
76% of its revenues were generated outside the U.S. Otis’
results can be impacted by various economic factors, including
fluctuations in commercial construction (which can affect new
equipment installations and service contract revenues), labor
costs (which can impact service margins on installed elevators
and escalators), interest rates, foreign currency exchange rates
and raw material costs.

During 2001, U.S. office building construction starts
continued to decline from their 1998 peak, but remained at
historically high levels. Construction order activity slowed
and national office vacancy rates increased slightly, as market
conditions softened.

CARRIER is the world’s largest manufacturer of commercial
and residential heating, ventilating and air conditioning
(“HVAC”) systems and equipment. Carrier is also a leading
producer of commercial and transport refrigeration equip-
ment and provides aftermarket services and components for
its products and those of other manufacturers in both the
HVAC and refrigeration industries. During 2001, 47% of
Carrier’s revenues were generated outside the U.S. and by
U.S. exports. Carrier’s results can be impacted by a number
of external factors, including commercial and residential con-
struction activity, production and utilization of transport
equipment, weather conditions, fuel prices, interest rates and
foreign currency exchange rates.

During 2001, U.S. commercial construction starts
decreased and investment in replacement refrigeration and
HVAC equipment declined compared to 2000. The weakness
in the North American transport refrigeration market contin-
ued in 2001, despite stabilizing fuel prices and favorable trends
in interest rates. A warmer summer selling season in many
regions of the U.S. and strength in housing starts favorably
impacted North American residential operations during a por-
tion of the year and international construction markets
remained strong. Declines in economic activity following the
September 2001 attacks are expected to continue this year’s
trend of declining North American HVAC sales into 2002.

PRATT & WHITNEY and the FLIGHT SYSTEMS segments
comprise the Corporation’s aerospace businesses and produce
commercial and government aerospace and defense products.
The financial performance of these segments is directly tied to
the aerospace and defense industries. Traffic growth, load fac-
tors, worldwide airline profits, influenced in part by fuel prices
and labor issues, and general economic activity have been reli-
able indicators for new aircraft and aftermarket orders. Spare
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part sales and aftermarket service trends can be impacted by
many factors, including usage, pricing, regulatory changes
and retirement of older aircraft. Performance in the general
aviation sector has been closely tied to the overall health of the
economy and is positively correlated to corporate profits.
During 2001, airline operations were negatively impacted
by the disruption caused by the September 2001 attacks and
the downturn in the North American economy. These condi-
tions have resulted in reduced flight schedules worldwide, an
increased number of idle aircraft, workforce reductions and
declining financial performance within the airline industry,
as well as an industry-wide request for government financial
assistance. The airlines and aircraft manufacturers have con-
tinued to reduce their supplier bases and seek lower cost pack-
ages. These conditions have resulted in decreased commercial
aerospace volume and orders in the Corporation’s aerospace
businesses in 2001, which is expected to continue into 2002.
The Corporation’s total sales to the U.S. Government
increased in 2001 to $3,798 million or 14% of total sales,
compared with $2,875 million or 11% of total sales in 2000
and $3,342 million or 14% of total sales in 1999. The defense
portion of the Corporation’s aerospace businesses is affected
by changes in market demand and the global political environ-
ment. The U.S. and European defense industries continue to
reduce costs and consolidate in response to continued evalua-
tion of global defense spending. Customers have continued
their efforts to review and reprioritize research and procurement
initiatives and foreign military programs have been delayed.

PRATT & WHITNEY is among the world’s leading suppliers
of commercial, general aviation and military aircraft engines.
Pratt & Whitney provides spare parts and a full range of after-
market and fleet management services for the engines it pro-
duces, along with power generation and rocket propulsion
systems. These products and services are regulated by strict
safety and performance standards, particularly in the commer-
cial engine business. These standards can create uncertainty
regarding the profitability of commercial engine programs.
Pratt & Whitney is responding to market pressures by diversi-
fying its product base for large commercial engines from the
wide-bodied aircraft market to include engines designed
specifically for the narrow-bodied aircraft market. In addition,
the aftermarket business is being impacted by technological
improvements to newer generation engines that increase relia-
bility and by increased competition. In response to these market
factors, Pratt & Whitney continues to pursue ventures to share
in new engine program development and aftermarket growth
opportunities. Pratt & Whitney continues to enhance its after-
market business through acquisitions and repositioning
actions aimed at improving efficiency.

Pratt & Whitney provides engines and aftermarket prod-
ucts and services to both U.S. and foreign governments. Pratt
& Whitney’s engines have been selected to power the Air
Force’s F22 and Joint Strike Fighter aircraft. The Joint Strike
Fighter program is intended to lead to the development of a
single aircraft, with configurations for conventional and short
take off and landing, for the U.S. Navy, Air Force and Marine
Corps and the United Kingdom Royal Navy.
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FLIGHT SYSTEMS SEGMENT provides global products and
service through Hamilton Sundstrand and Sikorsky. Hamilton
Sundstrand provides aerospace and industrial products and
aftermarket services for diversified industries worldwide.
Aerospace products include aircraft power generation manage-
ment and distribution systems, and environmental, flight and
fuel control systems. Hamilton Sundstrand has been responding
to industry pressures by focusing on development of new
product and service offerings, acquisitions and actions aimed
at improving efficiency and aftermarket growth opportunities.
Sikorsky is one of the world’s largest manufacturers of
commercial and military helicopters, and provides aftermarket
products and services. It has responded to continued overca-
pacity among helicopter manufacturers by improving its cost
structure, expanding the capabilities of its existing products
and developing new product and service offerings. Sikorsky is
leading an international team in developing the S/H-92, a large
cabin derivative of the Black Hawk. In its government business,
Sikorsky will continue to supply Black Hawk helicopters and
derivatives thereof to the U.S. and foreign governments under
contracts extending into 2004. A Sikorsky-Boeing joint ven-
ture is also under contract with the U.S. Army to develop the
RAH-66 Comanche, thirteen of which are contracted for
delivery in 2004-2005 under the current phase of the program.

Results of Continuing Operations

IN MILLIONS OF DOLLARS 2000 1999
Sales $27,486 | $26,206 | $23,844
Financing revenues and

other income, net a1 377 283
Revenues $27,897 | $26,583| $24,127

Consolidated revenues increased 5% in 2001 and 10% in
2000. Excluding the unfavorable impact of foreign currency
translation, consolidated revenues increased 7% in 2001 and
13% in 2000. Sales growth in 2001 reflects growth in the base
businesses of Pratt & Whitney, Flight Systems and Otis and
acquisitions at Carrier. The sales growth in 2000 reflects the
impact of acquisitions as well as growth at Otis and Carrier,
which more than offset a decrease at Pratt & Whitney.

Financing revenues and other income, net, increased $34
million and $94 million in 2001 and 2000, respectively. The
2001 increase reflects interest income associated with the
favorable settlement of certain prior year tax audits. In 2000,
interest income on prior period income tax credits resulting
from an industry related court decision and modification of
a product support agreement contributed to the increase.

IN MILLIONS OF DOLLARS 2000 1999
Cost of sales $20,087 | $18,970| $18,185
Gross margin percent 269%| 276%| 237%

Gross margin decreased in 2001 to 26.9% from 27.6% in
2000. The 2001 decrease is due primarily to restructuring and
related charges of $224 million recorded in cost of sales in
2001. Gross margin increased 3.9 percentage points in 2000



due primarily to restructuring and other charges of $865 mil-
lion recorded in cost of sales in 1999. Excluding restructuring,
gross margin increased one-tenth and two-tenths of a percent-
age point in 2001 and 2000, respectively, reflecting savings
from prior restructuring actions that were partially offset by
associated costs not originally accruable.

IN MILLIONS OF DOLLARS 2000 1999
Research and development $1,254 | $1302| $1.292
Percent of sales 4.6% 5.0% 5.4%

Research and development spending decreased $48 million
(4%) in 2001 and increased $10 million (1%) in 2000. The
2001 decrease is due primarily to decreased spending at Pratt
& Whitney due to timing of development schedules. The
increase in 2000 is primarily due to the inclusion of the opera-
tions of Sundstrand in the Flight Systems segment since its
acquisition in the second quarter of 1999. The above years
include the Corporation’s continued funding of research and
development at its fuel cell unit. Total research and develop-
ment expenses in 2002 are expected to approximate 2001 levels.

IN MILLIONS OF DOLLARS 2000 1999
Selling, general and administrative | $ 3,323| $ 3,171 $ 3,133
Percent of sales 121% | 12.1% 13.1%

Selling, general and administrative expenses as a percentage
of sales remained flat in 2001 and decreased 1 percentage
point in 2000. The 2001 amount reflects $124 million of
charges associated with 2001 restructuring actions. Excluding
2001 restructuring charges, selling, general and administrative
expenses as a percent of sales decreased five-tenths of a per-
centage point in 2001. The decreases in 2001 and 2000 reflect
savings resulting from prior cost reduction actions, partially
offset by the impact of acquisitions, primarily at Carrier.

IN MILLIONS OF DOLLARS 2000 1999

$382 $260

$426

Interest expense

Interest expense increased 12% in 2001 and 47% in 2000.
The 2001 increase is primarily related to the October 2001
issuance of $400 million of 4.875% notes, the February 2001
issuance of $500 million of 6.35% notes, and the November
2000 issuance of $500 million of 7.125% notes. The 2000
increase reflects the 1999 issuances of an aggregate of $1.725
billion notes at interest rates ranging from 6.4% to 7.5%, and
an increased level of foreign borrowings. These increases were
partially offset by debt repayments of $354 million in 2001 and
$435 million in 2000. Interest expense in 2002 is expected to
remain comparable to 2001.

2000 1999
Average interest rate
during the year:
Short-term borrowings 1.0% 9.9% 8.7%
Total debt 1.3% 8.1% 1.7%

The average interest rate during the year on total debt
exceeded that of short-term borrowings due to lower interest
rates on commercial paper. The weighted-average interest rate
applicable to debt outstanding at December 31, 2001 was 5.6%
for short-term borrowings and 6.8% for total debt.

26.9%

The 2001 effective tax rate reflects the impact of the favor-
able settlement of certain prior year tax audits. The 2000
effective tax rate includes the impact of two discrete items: the
revaluation of the Corporation’s state deferred tax asset resulting
from the enactment of Connecticut tax law changes and the
benefits from income tax credits for prior periods associated
with an industry related court decision. Excluding the favor-
able settlement in 2001 of certain prior year tax audits and
the discrete tax items in 2000 discussed above, the effective
tax rate for 2001 decreased to 30.0% from 30.5% in 2000.

The Corporation has continued to lower its effective tax rate
by implementing tax reduction strategies.

The Internal Revenue Service is reviewing the Corporation’s
claims for prior periods’ benefits as part of its routine exami-
nations of the Corporation’s income tax returns and any addi-
tional impact on the Corporation’s liability for income taxes
cannot presently be determined.

The future tax benefit arising from net deductible tempo-
rary differences and tax carryforwards is $2,583 million. The
net deductible temporary differences relate to expenses recog-
nized for financial reporting purposes, which will result in tax
deductions over varying future periods. Management believes
that the Corporation’s earnings during the periods when the
temporary differences become deductible will be sufficient to
realize the related future income tax benefits. While some tax
credit and loss carryforwards have no expiration date, certain
foreign and state tax loss carryforwards arise in a number of
different tax jurisdictions with expiration dates beginning in
2002. For those jurisdictions where the expiration date or the
projected operating results indicate that realization is not likely,
a valuation allowance has been provided.

For additional discussion of income taxes, see Note 9 of the
Notes to Consolidated Financial Statements.

2000
30.9%

1999
25.9%

Effective income tax rate

Business Acquisitions During 2001, the Corporation invested
$525 million, including debt assumed, in the acquisition of
more than 30 businesses. Those investments included Pratt &
Whitney and Hamilton Sundstrand’s acquisitions of aerospace
aftermarket businesses and a number of small acquisitions in
the commercial businesses. During 2000, the Corporation
invested $1,340 million, including debt assumed, in business
acquisitions. That amount includes Carrier’s purchase of
Specialty Equipment Companies for $708 million in the fourth
quarter of 2000. For additional discussion of 2001 acquisitions,
see Liquidity and Financing Commitments and Note 2 of the
Notes to Consolidated Financial Statements.
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Effective July 1, 2001, the Corporation adopted the provi-
sions of Statement of Financial Accounting Standards (“SFAS”)
No. 141 “Business Combinations” and SFAS No. 142, “Goodwill
and Other Intangible Assets” applicable to business combina-
tions completed after June 30, 2001. Effective January 1, 2002,
additional provisions of SFAS Nos. 141 and 142, relating to
business combinations completed prior to June 30, 2001, are
effective for the Corporation. These standards require the use of
the purchase method of accounting for business combinations,
set forth the accounting for the initial recognition of acquired
intangible assets and goodwill, and describe the accounting for
intangible assets and goodwill subsequent to initial recogni-
tion. Under the provisions of these standards, intangible assets
deemed to have indefinite lives and goodwill are no longer
subject to amortization. All other intangible assets are to be
amortized over their estimated useful lives. Intangible assets
and goodwill are subject to annual impairment testing using
the specific guidance and criteria described in the standards.

The impact of goodwill amortization recorded in the
Corporation’s segments, and the effect that discontinuing
amortization would have on certain income statement
amounts is as follows:

IN MILLIONS OF DOLLARS

2000

Otis $ 30 $ 29
Carrier 14 57

Pratt & Whitney 23 21

Flight Systems 103 99
Total segment goodwill amortization 230 206
Income taxes (16) (14)
Minority interest in subsidiaries’ earnings (2) (2)
Net Income Impact $212 $190

For additional discussion, see Notes 1 and 2 of the Notes to
Consolidated Financial Statements.

Dispositions of Businesses In May 1999, the Corporation
sold its UT Automotive unit to Lear Corporation for $2.3 bil-
lion, which resulted in an after-tax gain of $650 million. UT
Automotive results, through the date of disposition, appear as

income from operations of the discontinued UT Automotive
unit in the Consolidated Statement of Operations.

Restructuring and Other Costs

2001 Actions As described in Note 11 of the Notes to
Consolidated Financial Statements, during the second half

of 2001, the Corporation recorded pre-tax restructuring and
related charges of $348 million associated with ongoing efforts
to reduce costs in its segments in a continually challenging
business environment and to address current conditions in
the commercial airline industry. The restructuring actions
focus principally on improving the overall level of organiza-
tional efficiency and consolidation of manufacturing, sales
and service facilities. These charges were recorded in the
Corporation’s segments as follows: Otis $83 million, Carrier
$172 million, Pratt & Whitney $63 million and Flight Systems
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$30 million. The charges include accruals of $256 million for
severance and related employment termination costs, $53 mil-
lion for asset write-downs and $19 million for facility exit and
lease termination costs.

The amounts include $224 million recorded in cost of sales
and $124 million in selling, general and administrative expenses,
and relate to net workforce reductions of approximately 8,700
salaried and hourly employees, the elimination of approxi-
mately 2.3 million square feet of facilities and the disposal of
assets associated with exited facilities. Savings are expected to
build over a two-year period resulting in recurring pre-tax
savings of approximately $300 million and are expected to
mitigate the effects of lower commercial aerospace volume.

Approximately 70% of the total pre-tax charge will require
cash payments, which will be funded by cash generated from
operations. During the year, the Corporation incurred pre-tax
cash outflows of approximately $86 million associated with
this program. As of December 31, 2001, approximately 4,600
positions were eliminated. The balance of the workforce and
facility related cost reduction actions are targeted to be com-
pleted in 2002. As of December 31, 2001 approximately $180
million of severance and related costs and $17 million of facility
exit and lease termination accruals remain.

1999 Actions As described in Note 11 of the Notes to
Consolidated Financial Statements, the Corporation’s segments
initiated a variety of actions in 1999 aimed at further strength-
ening their future profitability and competitive position. The
1999 actions totaled $1,120 million, before income taxes and
minority interests, and included accrued restructuring charges
of $842 million, related charges of $141 million that were not
accruable when initiated, and charges associated with product
development and aircraft systems integration and non-product
purchasing. Those amounts were recorded at each of the
Corporation’s segments as follows: Otis $186 million, Carrier
$196 million, Pratt & Whitney $534 million, Flight Systems
$161 million and other $43 million.

Under the terms of a new, three-year collective bargaining
agreement signed in December 2001, Pratt & Whitney agreed
to retain certain part repair work within the bargaining unit,
absent unanticipated changes in business conditions. This
resolved a disagreement concerning a restructuring related
relocation of work that was the subject of a February 2001
injunction. Resolution of this matter did not materially impact
the Corporation’s restructuring program.

In addition to the actions discussed above, during 2001,
the Corporation incurred and recognized $134 million of
additional costs associated with the 1999 actions, that were
not accruable or contemplated when the 1999 actions were
initiated. In the current year, the Corporation has incurred
pre-tax cash outflows of approximately $217 million associated
with the 1999 program accruals and additional costs. Those
additional costs have been more than offset by savings relating
to this program and adjustments to the 1999 restructuring lia-
bility. Recurring savings, associated primarily with a net reduc-
tion in workforce and facility closures, are expected to increase
through 2002 to approximately $750 million pre-tax annually,
primarily benefiting cost of sales.



Segment Review

Revenues Operating Profits Operating Profit Margin
IN MILLIONS OF DOLLARS 2000 1999 2000 1999 2000 1999
Otis $6,338| $6,153| $5654| $ 847| $ 798 $493| 134%| 13.0% 8.7%
Carrier 8,895 8,430 7,353 590 795 459 6.6% 9.4% 6.2%
Pratt & Whitney 1,679 7,366 7,674 1,308 1,200 634 170%| 16.3% 8.3%
Flight Systems 5,292 4,992 3.810 670 614 287 121%| 12.3% 6.5%

Revenues, operating profits and operating profit margins
of the Corporation’s principal segments include the results of all
majority-owned subsidiaries, consistent with the management
reporting of these businesses. For certain of these subsidiaries,
minority shareholders have rights which overcome the pre-
sumption of consolidation. In the Corporation’s consolidated
results, these subsidiaries are accounted for using the equity
method of accounting.

2001 Compared to 2000

oTIs revenues increased $185 million (3%) in 2001. Excluding
the unfavorable impact of foreign currency translation, 2001
revenues increased 7%, reflecting increases in all regions and
growth in both new equipment and service sales. The negative
foreign currency impact was primarily due to the strengthening
of the U.S. dollar in relation to European and Asian currencies.
Otis operating profits increased $49 million (6%) in 2001.
Excluding 2001 restructuring charges and the unfavorable
impact of foreign currency translation, operating profits
increased 20%, reflecting profit improvements in all regions
resulting from volume increases and cost reduction actions.

CARRIER revenues increased $465 million (6%) in 2001.
Excluding the unfavorable impact of foreign currency transla-
tion, 2001 revenues increased 8% almost entirely due to acqui-
sitions, including the acquisition of Specialty Equipment
Companies during the fourth quarter of 2000, and growth in
the European and Asian HVAC markets. The improvements
were largely offset by continued weakness in several of the
global refrigeration businesses. The negative foreign currency
impact was primarily due to the strength of the U.S. dollar in
relation to Asian and European currencies.

Carrier operating profits decreased $205 million (26%)
compared to 2000 in part due to 2001 restructuring charges
of $172 million. Excluding 2001 restructuring charges and the
unfavorable impact of foreign currency translation, operating
profits decreased 1%. The decrease is primarily due to poor
market conditions in refrigeration, North American commercial
HVAC and Latin America, as well as performance issues in
some of the acquired entities, particularly global refrigeration
businesses. The 2001 operating profit decrease was partially
offset by the acquisition of Specialty Equipment Companies in
the fourth quarter of 2000 and the performance in Carrier’s
European and Asian HVAC businesses.

PRATT & WHITNEY revenues increased $313 million (4%) in
2001. The increase was due primarily to increased shipments
of industrial gas turbines at Pratt & Whitney Power Systems
and higher volume in the small engine business at Pratt &
Whitney Canada, partially offset by lower commercial aero-
space aftermarket volume in the fourth quarter of 2001.

Pratt & Whitney operating profits increased $108 million
(9%) in 2001. Excluding 2001 restructuring charges, operating
profit increased 14%, reflecting favorable volume at Pratt &
Whitney Canada and Pratt & Whitney Power Systems and cost
reduction actions throughout the segment. These increases
are partially offset by lower commercial aerospace aftermarket
volume in the fourth quarter.

FLIGHT SYSTEMS revenues increased $300 million (6%)

in 2001. The increase was due primarily to increased original
equipment sales and aftermarket revenues at Hamilton
Sundstrand’s aerospace business and increased helicopter
shipments at Sikorsky. Flight Systems operating profits
increased $56 million (9%) in 2001. Excluding 2001 restruc-
turing charges, operating profits increased 14% in 2001,
reflecting growth in Hamilton Sundstrand’s aerospace business
and increased helicopter shipments at Sikorsky.

2000 Compared to 1999

oTIs revenues increased $499 million (9%) in 2000. Excluding
the unfavorable impact of foreign currency translation, 2000
revenues increased 14%, reflecting the impact of the acquisi-
tion of LG Industrial Systems’ Building Facilities Group in the
fourth quarter of 1999 and increased sales in all regions, led by
North America where construction activity remained strong.

Otis operating profits increased $305 million (62%) in
2000 largely due to restructuring charges of $186 million
recorded during 1999. Excluding restructuring charges and the
unfavorable impact of foreign currency translation, operating
profits increased 27%, reflecting profit improvements in all
regions resulting from cost reduction actions as well as the
impact of the acquisition of LG Industrial Systems’ Building
Facilities Group.

CARRIER revenues increased $1,077 million (15%) in 2000.
Excluding the unfavorable impact of foreign currency transla-
tion, 2000 revenues increased 17%, reflecting the impact of the
acquisitions of International Comfort Products (“ICP”) during
the third quarter of 1999 and the commercial refrigeration
business of Electrolux AB early in 2000, as well as growth in
the North American commercial businesses. A decline in the
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North American truck/trailer transport refrigeration operation
associated with higher fuel prices and interest rates partially
offset the increase.

Carrier operating profits increased $336 million (73%)
compared to 1999 in part due to 1999 restructuring charges
of $196 million. Excluding restructuring charges and the unfa-
vorable impact of foreign currency translation, operating profits
increased 24%. That increase is primarily due to the impact of
the acquisition of ICP and improved operating performance
in the North American commercial and residential HVAC
businesses. The increase was partially offset by a decrease in
the North American truck/trailer transport refrigeration oper-
ation associated with higher fuel prices and interest rates and
by the transaction impact of a weaker euro.

PRATT & WHITNEY revenues decreased $308 million (4%)
in 2000. The decrease was due primarily to fewer commercial
and large military engine shipments and lower revenues in
government funded development programs, partially offset by
higher sales in the small engine business at Pratt & Whitney
Canada.

Pratt & Whitney operating profits increased $566 million
(89%) in 2000, primarily due to 1999 restructuring and other
charges of $534 million. Excluding restructuring and other
charges, operating profit increased 3%, reflecting improved per-
formance and lower costs in the commercial engine business,
favorable volume at Pratt & Whitney Canada and a slight
increase in the aftermarket businesses, due primarily to military
spares. Those increases were partially offset by lower military
engine volume.

FLIGHT SYSTEMS revenues increased $1,182 million (31%)
and operating profits increased $367 million in 2000. Both
increases are largely the result of including the full year results
of Sundstrand, acquired in the second quarter of 1999.
Revenues also include growth at Sikorsky associated with
increased helicopter shipments. Operating profit also increased
due to 1999 restructuring and other charges of $161 million.

Liquidity and Financing Commitments

2000

IN'MILLIONS OF DOLLARS

Cash and cash equivalents $1558| $ 748
Total debt 4,959 4,811
Net debt (total debt less cash) 3,401 4,063
Shareowners’ equity 8,369 7,662
Debt to total capitalization 37% 39%
Net debt to total capitalization 29% 35%

Management assesses the Corporation’s liquidity in terms
of its ability to generate cash to fund its operating and invest-
ing activities. Significant factors affecting the management of
liquidity are: cash flows generated from operating activities,
capital expenditures, customer financing requirements, invest-
ments in businesses, dividends, Common Stock repurchases,
adequacy of available bank lines of credit and the ability to
attract long-term capital with satisfactory terms.
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Net cash provided by operating activities in 2001 was
$2,885 million compared to $2,503 million in 2000. The
increase resulted primarily from improved operating perform-
ance, partially offset by higher levels of working capital, due
in part to investment in power generation assets. Pre-tax cash
outflows associated with restructuring and other actions,
including costs not accruable or contemplated when the
actions were initiated, were $303 million in 2001 and $537
million in 2000.

Cash used in investing activities was $1,277 million in 2001
compared to $2,101 million in 2000. The most significant
components of investing cash flows are capital expenditures
and business acquisitions. Capital expenditures decreased $144
million to $793 million in 2001 and are expected to decline in
2002, reflecting a reprioritization of capital projects. In 2001,
the Corporation invested $525 million in the acquisition of
businesses, consisting of $439 million of cash and $86 million
of assumed debt, while in 2000 acquisitions totaled $1,340
million, consisting of $1,168 million of cash and $172 million
of assumed debt.

Customer financing activities used cash of $123 million in
2001, compared to $40 million in 2000, reflecting increased
customer requirements for financing. While the Corporation
expects that customer financing will be a net use of cash in
2002, actual funding is subject to usage under existing cus-
tomer financing requirements. At December 31, 2001, the
Corporation had financing and rental commitments of $1.6
billion related to commercial aircraft, of which as much as
$272 million may be required to be disbursed in 2002. The
Corporation may also arrange for third-party investors to
assume a portion of its commitments. Refer to Note 4 of the
Notes to Consolidated Financial Statements for additional dis-
cussion of the Corporation’s commercial aerospace industry
assets and commitments.

Financing cash outflows for 2001 and 2000 include the
Corporation’s repurchase of 8.5 million and 13.6 million
shares of Common Stock for $599 million and $800 million,
respectively. Share repurchase continues to be a use of the
Corporation’s cash flows and has more than offset the dilutive
effect resulting from the issuance of stock under stock-based
employee benefit programs in each of the last three years. In
June 2001, the Corporation announced that the Board of
Directors authorized the repurchase of up to 20 million shares.
The new authorization replaces previous share repurchase
authority. At December 31, 2001, 15.8 million shares remained
available for repurchase under the authorized program.

At December 31, 2001, the Corporation had credit com-
mitments from banks totaling $1.5 billion under a Revolving
Credit Agreement, which serves as a back-up facility for
issuance of commercial paper. At December 31, 2001, there
were no borrowings under the Revolving Credit Agreement.
In addition, at December 31, 2001, approximately $1.1 billion
was available under short-term lines of credit with local banks
at the Corporation’s various international subsidiaries.

As described in Note 8 of the Notes to Consolidated
Financial Statements, the Corporation issued $900 million



and $500 million of long-term notes payable in 2001 and 2000,
respectively. The proceeds of those issuances were used for the
repayment of commercial paper during 2001, to finance acqui-
sitions, including Specialty Equipment Companies in 2000,
and for general corporate purposes, including repurchases of
the Corporation’s Common Stock. At December 31, 2001, up
to $1.6 billion of additional medium-term and long-term debt
could be issued under shelf registration statements on file with
the Securities and Exchange Commission.

The Corporation contributed $247 million of Treasury
Stock to its defined benefit pension plans in December 2001.
An independent manager will be appointed with authority
to hold and dispose of the shares from time to time in public
markets or otherwise. An additional contribution may be
made in 2002, reflecting a total authorization by the Board
of Directors of $500 million. As of December 31, 2001, the
total investment by the defined benefit pension plans in the
Corporation’s securities, including the Treasury Stock transac-
tion described above, is less than 3% of total plan assets.

The Corporation’s shareowners’ equity is impacted by a
variety of factors, including those items that are not reported
in earnings but are reported directly in equity, such as foreign
currency translation, minimum pension liability adjustments,
unrealized holding gains and losses on available-for-sale secu-
rities and cash flow hedging transactions. The Corporation
recorded an additional minimum pension liability of $1,070
million, including a net of tax charge to equity of $519 mil-
lion, in its December 31, 2001 balance sheet, representing the
Corporation’s unfunded accumulated benefit obligation. See
the Consolidated Statement of Changes in Shareowners’
Equity for information on such non-shareowners’” changes.

The Corporation believes that existing sources of liquidity
are adequate to meet anticipated borrowing needs at comparable
risk-based interest rates for the foreseeable future. Although
uncertainties in acquisition spending could cause modest
variations at times, management anticipates that the level of
debt to capital will remain generally consistent with recent
levels. The anticipated level of debt to capital is expected to
be sufficient to satisfy the Corporation’s various cash flow
requirements, including acquisition spending and continued
share repurchases.

Market Risk and Risk Management The Corporation is
exposed to fluctuations in foreign currency exchange rates,
interest rates and commodity prices. To manage certain of
those exposures, the Corporation uses derivative instruments,
including swaps, forward contracts and options. Derivative
instruments utilized by the Corporation in its hedging activities
are viewed as risk management tools, involve little complexity
and are not used for trading or speculative purposes. The
Corporation diversifies the counterparties used and monitors
the concentration of risk to limit its counterparty exposure.
The Corporation has evaluated its exposure to changes in
foreign currency exchange, interest rates and commodity
prices in its market risk sensitive instruments, which are pri-
marily cash, debt and derivative instruments, using a value at
risk analysis. Based on a 95% confidence level and a one-day

holding period, at December 31, 2001, the potential loss in fair
value of the Corporation’s market risk sensitive instruments
was not material in relation to the Corporation’s financial
position, results of operations or cash flows. The Corporation’s
calculated value at risk exposure represents an estimate of rea-
sonably possible net losses based on historical market rates,
volatilities and correlations and is not necessarily indicative

of actual results. Refer to Notes 1, 8, 12 and 13 of the Notes

to Consolidated Financial Statements for additional discussion
of foreign exchange, interest rates and financial instruments.

FOREIGN CURRENCY EXPOSURES. The Corporation has a
large volume of foreign currency exposures that result from its
international sales, purchases, investments, borrowings and
other international transactions. International segment rev-
enues from continuing operations, including U.S. export
sales, averaged approximately $14 billion over the last three
years. The Corporation actively manages foreign currency
exposures that are associated with committed foreign currency
purchases and sales and other assets and liabilities created in
the normal course of business at the operating unit level.
Exposures that cannot be naturally offset within an operating
unit to an insignificant amount are hedged with foreign cur-
rency derivatives. The Corporation also has a significant
amount of foreign currency net asset exposures. Currently,
the Corporation does not hold any derivative contracts that
hedge its foreign currency net asset exposures but may con-
sider such strategies in the future.

The Corporation’s cash position includes amounts denom-
inated in foreign currencies. The Corporation manages its
worldwide cash requirements considering available funds
among its many subsidiaries and the cost effectiveness with
which these funds can be accessed. The repatriation of cash
balances from certain of the Corporation’s subsidiaries could
have adverse tax consequences. However, those balances are
generally available without legal restrictions to fund ordinary
business operations. The Corporation has and will continue to
transfer cash from those subsidiaries to the parent and to other
international subsidiaries when it is cost effective to do so.

INTEREST RATE EXPOSURES. The Corporation’s long-
term debt portfolio consists mostly of fixed-rate instruments.
Due to recent declines in market interest rates, a portion of
that portfolio is hedged with interest rate swaps. The hedges
are designated as fair value hedges and the gains and losses on
the swaps are reported in interest expense, reflecting that por-
tion of interest expense at a variable rate. From time to time
the Corporation issues commercial paper, which exposes the
Corporation to changes in interest rates.

COMMODITY PRICE EXPOSURES. The Corporation is
exposed to volatility in the prices of raw materials used in
some of its products and uses forward contracts in limited cir-
cumstances to manage some of those exposures. The forward
contracts are designated as hedges of the cash flow variability
that results from the forecasted purchases. Gains and losses on
those derivatives are deferred in shareowners’ equity to the
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extent they are effective as hedges and reclassified into cost of
products sold in the period in which the hedged transaction
impacts earnings.

Environmental Matters The Corporation’s operations are
subject to environmental regulation by federal, state and local
authorities in the United States and regulatory authorities
with jurisdiction over its foreign operations. As a result, the
Corporation has established, and continually updates, policies
relating to environmental standards of performance for its
operations worldwide. The Corporation believes that expendi-
tures necessary to comply with the present regulations govern-
ing environmental protection will not have a material effect
upon its competitive position, financial position, results of
operations or cash flows.

The Corporation has identified approximately 465 loca-
tions, mostly in the United States, at which it may have some
liability for remediating contamination. The Corporation does
not believe that any individual location’s exposure will have a
material effect on the results of operations of the Corporation.
Sites in the investigation or remediation stage represent
approximately 96% of the Corporation’s accrued environmen-
tal liability. The remaining 4% of the recorded liability consists
of sites where the Corporation may have some liability but
investigation is in the initial stages or has not begun.

The Corporation has been identified as a potentially
responsible party under the Comprehensive Environmental
Response Compensation and Liability Act (“CERCLA” or
Superfund) at approximately 100 sites. The number of
Superfund sites, in and of itself, does not represent a relevant
measure of liability because the nature and extent of environ-
mental concerns vary from site to site and the Corporation’s
share of responsibility varies from sole responsibility to very
little responsibility. In estimating its liability for remediation,
the Corporation considers its likely proportionate share of the
anticipated remediation expense and the ability of other
potentially responsible parties to fulfill their obligations.

At December 31, 2001, the Corporation had $456 million
reserved for environmental remediation. Cash outflows for
environmental remediation were $61 million in 2001, $54 mil-
lion in 2000 and $36 million in 1999. The Corporation esti-
mates that ongoing environmental remediation expenditures
in each of the next two years will not exceed $60 million.

The Corporation has had insurance in force over its
history with a number of insurance companies and has pur-
sued litigation seeking indemnity and defense under these
insurance policies in relation to its environmental liabilities. In
January 2002, the Corporation settled the last of these lawsuits
under an agreement providing for the Corporation to receive
payments totaling approximately $100 million.

U.S. Government The Corporation’s contracts with the U.S.
Government are subject to audits. Like many defense contrac-
tors, the Corporation has received audit reports which recom-
mend that certain contract prices should be reduced to comply
with various government regulations. Some of these audit
reports involve substantial amounts. The Corporation has
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made voluntary refunds in those cases it believes appropriate.
In addition, the Corporation accrues for liabilities associated
with those matters that are probable and can be reasonably
estimated.

Additional discussion of the Corporation’s environmental
and U.S. Government contract matters is included in Notes 1
and 14 of the Notes to Consolidated Financial Statements.

Other The Corporation extends performance and operating
cost guarantees beyond its normal warranty and service poli-
cies for extended periods on some of its products, particularly
commercial aircraft engines. Liability under such guarantees is
contingent upon future product performance and durability.
In addition, the Corporation incurs discretionary costs to serv-
ice its products in connection with product performance
issues. The Corporation has accrued its estimated liability that
may result under these guarantees and for service costs which
are probable and can be reasonably estimated.

New Accounting Pronouncements Effective January 1,
2001, the Corporation adopted Statement of Financial
Accounting Standards (“SFAS”) No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” as amended.
Additional discussion of the Corporation’s derivative and
hedging activity is included in Notes 1 and 13 of the Notes
to Consolidated Financial Statements.

In June 2001, the Financial Accounting Standards Board
issued SFAS No. 141, “Business Combinations” and SFAS
No. 142, “Goodwill and Other Intangible Assets.” Description
of these standards is included in the “Business Acquisitions”
discussion.

In June 2001, SFAS No. 143, “Accounting for Asset
Retirement Obligations” was issued. The standard requires
that legal obligations associated with the retirement of tangible
long-lived assets be recorded at fair value when incurred and
will be effective for the Corporation on January 1, 2003. The
Corporation is currently reviewing the provisions of SFAS
No. 143 to determine the standard’s impact upon adoption.

In August 2001, SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” was issued.
This statement provides guidance on the accounting for the
impairment or disposal of long-lived assets and was effective
for the Corporation on January 1, 2002. Management believes
that the adoption of SFAS No. 144 will not have a material
impact on its consolidated financial position, results of opera-
tions or cash flows.

Euro Conversion On January 1, 1999, the European
Economic and Monetary Union entered a three-year transition
phase during which the euro was introduced as a common
currency in participating countries. The euro is currently used
for wholesale financial transactions and will replace the legacy
currencies that will be withdrawn between January 1, 2002
and July 1, 2002. The Corporation began preparing for transi-
tion to the euro in December 1996 and was substantially com-
pleted at the end of 2001.



Management believes that the introduction of the euro,
including the total costs for the conversion, will not have a
material adverse impact on the Corporation’s financial posi-
tion, results of operations or cash flows. However, uncertainty
exists as to the effects the euro will have on the marketplace
and there is no guarantee that all issues will be foreseen and
corrected or that third parties will address the conversion
successfully.

Cautionary Note Concerning Factors That May Affect
Future Results This Annual Report contains statements
which, to the extent they are not statements of historical or
present fact, constitute “forward-looking statements” under
the securities laws. From time to time, oral or written forward-
looking statements may also be included in other materials
released to the public. These forward-looking statements are
intended to provide management’s current expectations or
plans for the future operating and financial performance of
the Corporation, based on assumptions currently believed to
be valid. Forward-looking statements can be identified by the
use of words such as: “believe,” “expect,” “plans,” “strategy,”
“prospects,” “estimate,” “project,” “anticipate” and other
words of similar meaning in connection with a discussion of
future operating or financial performance. These include,
among others, statements relating to:

» « » «

+ Future earnings and other measurements of financial
performance

» Future cash flow and uses of cash

* The effect of economic downturns or growth in
particular regions

* The effect of changes in the level of activity in particular
industries or markets

* The scope, nature or impact of acquisition activity and
integration into the Corporation’s businesses

* Product developments and new business opportunities
* Restructuring costs and savings
* The outcome of contingencies

* The transition to the use of the euro as a currency.

All forward-looking statements involve risks and uncer-
tainties that may cause actual results to differ materially from
those expressed or implied in the forward-looking statements.
For additional information identifying factors that may cause
actual results to vary materially from those stated in the for-
ward-looking statements, see the Corporation’s reports on
Forms 10-K, 10-Q and 8-K filed with the Securities and
Exchange Commission from time to time. The Corporation’s
Annual Report on Form 10-K for 2001 includes important
information as to risk factors in the “Business” section under
the headings “Description of Business by Segment” and
“Other Matters Relating to the Corporation’s Business as
a Whole,” and in the “Legal Proceedings” section.
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MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The financial statements of United Technologies Corporation and its subsidiaries are the responsibility of the Corporation’s
management and have been prepared in accordance with generally accepted accounting principles in the United States of America.

Management is responsible for the integrity and objectivity of the financial statements, including estimates and judgments
reflected in them and fulfills this responsibility primarily by establishing and maintaining accounting systems and practices
adequately supported by internal accounting controls. These controls are designed to provide reasonable assurance that the
Corporation’s assets are safeguarded, that transactions are executed in accordance with management’s authorizations and that
the financial records are reliable for the purpose of preparing financial statements. Self-monitoring mechanisms are also a part
of the control environment whereby, as deficiencies are identified, corrective actions are taken. Even an effective internal control
system, no matter how well designed, has inherent limitations including the possibility of the circumvention or overriding of
controls and, therefore, can provide only reasonable assurance with respect to financial statement preparation and such safe-
guarding of assets. Further, because of changes in conditions, internal control system effectiveness may vary over time.

The Corporation assessed its internal control system as of December 31, 2001. Based on this assessment, management
believes the internal accounting controls in use provide reasonable assurance that the Corporation’s assets are safeguarded, that
transactions are executed in accordance with management’s authorizations, and that the financial records are reliable for the
purpose of preparing financial statements.

Independent accountants are appointed annually by the Corporation’s shareowners to audit the financial statements in accor-
dance with generally accepted auditing standards. Their report appears below. Their audits, as well as those of the Corporation’s
internal audit department, include a review of internal accounting controls and selective tests of transactions.

The Audit Committee of the Board of Directors, consisting of directors who are not officers or employees of the Corporation,
meets regularly with management, the independent accountants and the internal auditors, to review matters relating to financial
reporting, internal accounting controls and auditing.

- BNl

George David David J. 