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Gardner Denver continues [0 Acquire complementary products

to center our efforts on O Pursue international markets

six strategies for growth. [0 Embrace new technologies

Working these strategies
9 9 CJ Reduce costs

has played a vital role in
(] Accelerate new product development
our success in years past

_ _ [ Manufacture proprietary products
and will continue to do so

into the future.

Gardner Denver has increased revenues and created stockholder value through successful synergistic acquisitions.
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(dollars in millions, except per share amounts)

7-Year
2001 2000™ % Change CAGR®
Revenues:
Compressed Air Products $308.0 306.7 0.4 10.3
Pump Products 111.7 72.7 53.6 26.0
Total 419.8 3794 10.6 13.1
Operating Earnings:
Compressed Air Products 22.2 30.9 (28.2) 5.9
Pump Products 16.1 4.5 257.8 N/A®
Total 38.3 354 8.2 227
Operating Cash Flows 44.9 311 444 144
Net Income 22.0 18.7 17.6 44.0%
Diluted Earnings Per Share 1.40 1.21 15.7 42.0%
Total Assets 488.7 403.9 21.0 13.3
Total Stockholders’ Equity 198.7 171.1 16.1 24,7
Capital Expenditures 11.56 13.5 (14.8) 15.2

(1) Certain prior year amounts have been reclassified to conform with current year presentation.
See Note 14 to the Consolidated Financial Statements.

(2) Compound annual growth rate (CAGR) is calculated from 1994, the year in which Gardner Denver was
spun-off from Cooper Industries, Inc.

(3) 7-Year CAGR is not presented due to negative operating earnings in base year.

(4) Excludes non-recurring write-offs from base year.

Net Income and Diluted EPS

Gardner Denver is an international
leader in manufacturing compressors,
blowers and pumps for industrial and
petroleum markets.

Through direct sales efforts and our
expanding distribution system, we
deliver innovative products and

solutions to many of the world's leading

manufacturers of consumer and indus-.
trial products. The flexibility of our
business model allows us to target

fast growing market niches within

the industrial, environmental, service
and energy sectors.

With our six strategies serving as a
foundation, Gardner Denver’s skilled
workforce and outstanding distribution
partners have made our products the
preferred choice in hundreds of
applications around the globe. By
“working the strategies” in every
aspect of our business, our Company
continues to deliver exceptional value to
our customers and to our stockholders.

Operating Cash Flow
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40 2.50
[j Net Income
< Diluted EPS 50
30 1.87
40 T
20 -1.25 30—
20— 4
10 -0.62
10 =
ll
94* 95 96 97 98 99 00 O1 94 95 96 97

*Excludes non-recurring write-offs.

98 9% 00 01

1




el SVV T UJailUulicl woilvol Auilhiddl nocpiuiss

"We are committed to creating long-term
value by staying true to our growth plan
and pursuing our
strategies for

optimal results.”

Ross J. Centanni
Chairman,

President and

Chief Executive Officer

The first year of the new century
presented many challenges to Gardner
Denver, U.S. businesses and the world
industrial markets in general. We bene-
fited from increased drilling for oil and
natural gas, driven by high energy prices
for most of the year, but our largest busi-
ness segment, Compressed Air Products,
continued to weather the worst industrial
economy in 20 years. The tragic terrorist
attacks compounded the uncertainty
about the depth and duration of this
economic downturn. Nevertheless, this
difficult business climate presented
another opportunity to test our six

growth strategies, which we continue
to pursue. Our positive 2001 results

once again prove that these strategies are
working and will continue to increase
stockholder value.

I am pleased with our accomplishments
in 2001, and we enter 2002 well posi-
tioned to capitalize on an economic
recovery. In 2001, total revenues grew
11%, to $420 million from $379 million

in 2000, and diluted earnings per share
increased 16%, to $1.40 from $1.21 the
previous year. As these results demon-
strate, we were able (o offset the ongoing
decline of the industrial economy by
successfully implementing our strategies.

We also successfully managed our
working capital to enhance operating
cash flows, which were $45 million in
2001 compared with $31 million in
2000. Because we generate more cash
than we need to run our business, we are
able to use these strong cash flows to
acquire value-added businesses with
underlying synergistic strengths. Since
1996, we have made 14 such acquisi-
tions, which have provided us with new
products, markets and channels of distri-
bution. Acquisitions have been the key
driver of revenue growth. Our success at
integrating these companies to leverage
our combined strengths has also con-
tributed to our operating performance,
overall profitability and leadership in
key markets. In fact, Frost and Sullivan
recognized our accomplishments with its
2001 Market Engineering Product Line
Strategy Award, noting that we had
completed strategic acquisitions and
optimized our product lines by leveraging
price, performance and features.

In 2001, we acquired Hamworthy Belliss
& Morcom and Hoffman Air and
Filtration Systems, which had $88 million
of combined annual revenues.

Belliss & Morcom, headquartered in
Gloucester, England, manufactures and
distributes reciprocating air compressors
used for a variety of niche applications,
such as polyethylene terephthalate
(PET) bottle blowing, breathing air
equipment and compressed natural gas.
Belliss & Morcom broadens our product
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offering, strengthens our distribution
and service networks and increases our
participation in market segments that
have the potential to grow faster than the
overall industrial economy.

Hoftfman is a leading provider of
multistage centrifugal blowers and
vacuum systems serving industrial and
wastewater treatment markets. This
acquisition expands our product offering
and distribution capabilities and adds a
highly recognized brand name. The
integration of Hoffman into our existing
operations in Georgia and Ohio has
already created significant manufac-
turing and marketing synergies.

To continue and improve on this
track record, we've reorganized our
operating structure into the Compressor,
Blower and newly formed Pump
Divisions. Each division is focused

on achieving operating efficiencies,
improving customer service and quickly
integrating acquisitions. The divisions
are also responsible for growing their
businesses organically through market
penetration and new product develop-
ment, as well as helping to identify
acquisition opportunities in their respec-
tive markets.

Strengthening and expanding our
distribution channels have been —
and will continue to be — critical objec-
tives. We recognize that our success is
interconnected with the success of our
distribution partners. We’ve made
significant investments in e-business,
technical training, service support and
marketing programs to facilitate
improved distributor efficiency and per-
formance. These investments have paid

off through greater market penetration
by distributors in the U.S. In addition,
expansion of our European distribution
has contributed to increased international
sales, which grew to 30% of total sales

in 2001, compared with 28% the
previous year.

Our direct sales efforts have also evolved
to include strategic alliances. Partnering
with customers speaks to our ability to
meet their needs for timely delivery of
high performance equipment and sup-
port. For example, in 2001, we partnered
with a leading North American industrial
supply company to provide private-label
low horsepower air compressors. In the
petroleum market, we were a key supplier
to a major drilling company for their rig
fleet expansion and upgrade, which
included a $19 million order for our
drilling pumps.

We have begun to realize measur-
able benefits from the cost reduction
and quality improvement initiatives that
we expanded in 2001. These initiatives
included implementing lean enterprise
concepts at all manufacturing locations,
investing in additional flexible machin-
ing capabilities, forming global com-
modity purchasing teams, developing
Internet-based systems and further
automating manufacturing processes. As
a result of these efforts, during 2001, we
reduced material costs by about 3%
while improving manufacturing lead-
time. Our goal is to achieve comparable
results in 2002 with cost reductions and
quality improvements continuing to be
leading priorities for us in the future.

As we chart our course and execute our
plan, we’re fortunate to have an experi-
enced and highly qualified board of
directors. These experienced business

leaders serve as a valuable resource,

with a healthy mix of expertise in the
areas of technology, industrial manufac-
turing, corporate governance and finance.
They ask the tough questions on behalf
of our stockholders, and settle for only
the best answers and execution. They
ensure that our Company is governed in
the most effective way possible.

In uncertain times such as these, a sound
strategy, the ability to manage control-
lable factors and a knowledgeable work-
force are the hallmarks of success. We
believe that Gardner Denver possesses
these attributes and is well positioned for
long-term growth. We have a very sound
strategy and the proven ability to execute
our plan. Since our initial public offering
in 1994, we’ve increased revenues at a
compound annual growth rate of 13%.
Our operating earnings and diluted
earnings per share have also grown at
compound annual rates of 23% and
42%, respectively. We are committed to
creating long-term value by staying true
to our growth plan and pursuing our
strategies for optimal results, regardless
of the external environment we face.

We enter 2002 with optimism that the
most daunting challenges of the past
year are behind us, and with resolve to
continue our history of growth. We
appreciate your ongoing interest and are
confident that our fundamental strengths
and strategic focus have positioned
Gardner Denver to deliver increasing
value to customers and stockholders.

62,,,%@%

Chairman, President and
Chief Executive Officer

February 6, 2002
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“Teamwork is not
just a goal at
Gardner Denver, it
drives our strategies

and operations.”

Ross Centanni,
Chairman, President and
Chief Executive Officer

Known for quality

and reliability, our
compressors have been
the railroad industry
standard for decades.
General Motors'
Electro-Motive Division
installs Gardner Denver
cOmpressors on its
locomotives, including
those for railways
operating in Europe (left)
and the United States
(right).

“Working the strategy” describes our
business approach at Gardner Denver.
We deliver value to cur customers —
and provide long-term growth opportuni-
ties for our Company — by focusing

on our core businesses and effectively

executing our six strategies for growth.

Acquire Complementary
Products

Gardner Denver’s strategy of acquiring
complementary products goes beyond a
simple goal of expanding our product
lines. Strategic acquisitions open the

door to markets that grow faster than our

base businesses and allow us to increase
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operating efficiencies and achieve com-

petitive advantages.

Gardner Denver has completed fourteen
acquisitions in the past six years, includ-
ing two in 2001. Belliss & Morcom,
recognized for superior engineering of
oil-free reciprocating compressors, enjoys
an extensive customer base and enhances
our ability to serve the increasing demand
for PET bottle blowing applications.
Likewise, Hoffman Air and Filtration
Systems’ capabilities in applications
engineering and multistage centrifugal

blowers and vacuum systems complement

our existing product line and meet the

needs of a broader spectrum of customers.
Pursue International Markets

We recognize that success within inter-
national markets requires more than just
a physical presence in key locations
around the world. In 2001, we were able
to substantially increase our international
sales through leveraging our strengths
and focusing resources on key markets.

To more effectively penetrate the

European market, we applied our proven

business model, which 1s to channel
sales through seasoned independent
distributors. We are pursuing the best
distributors throughout Europe and
backing them with a complete product
line and extensive training and develop-
ment programs. The result is a growing
team of aggressive distributors who are
opening doors to new end users through-
out Europe. New compressor installa-
tions include Coca-Cola, Intel and IBM
facilities in Hungary; Saab and Volvo

]
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“Our team is focused on developing our in Sweden; Bang and Olufsen in

Denmark; and Nokia in Finland.

business within profitable markets and In 2002, we anticipate opportunities for
. . . . L similar success in Latin America and
mal [ﬁ]ﬁa i n@] a nd en ha NCl ng our com p@tﬂm\/@ Asia as we further develop distribution

channels and OEM relationships in these

adva ntages. i growing markets.

Ross Centanni (right);

. ) Embrace New Technologies
Philip Roth, Vice President,

Finance and Chief Financial We believe it is essential to embrace new
Officer (left); and Helen Cornell, technologies and actively seek opportu-
Vice President, Strategic nities to maximize the benefits of these
Planning and Operations technologies for customers and ourselves.

Support {center).
For example, when we launched our

Internet ordering system in early 2001,

Gardner Denver maintains

a leadership position in |
the petroleum industry

by offering a wide range

of pumps used for oil -
and natural gas drilling,
well servicing and
production. Through
innovative products,
Gardner Denver provides
value to its customers
while developing new
opportunities for its
Pump Division.



2001 Gardner Denver Annual Report

we ensured that it delivered key informa-
tion and sales tools. Our distribution
partners can use this system to configure
a compressor package, complete with
pricing, availability and product specifi-
cations. They can check inventory levels
of standard machines and aftermarket
products, the status of orders and service
requests, and electronically access
drawings, marketing literature and

engineering specifications.

These investments in technology
enable end users of our products
to become more efficient.

In another example, Belliss & Morcom’s
customers can use remote diagnostics
for global access to valuable operating
information on their compressors. In
applications where downtime has serious
financial implications, users need access
to detailed system performance informa-
tion, provided by sensors located
throughout the compressor. The ability
to access this data from remote locations
provides customers with a powerful

tool to manage their operations.

Reduce Costs

Gardner Denver continuously seeks to
reduce costs. By scouring our operations
for ways to eliminate inefficiencies and
reduce waste, we enhance Gardner

Denver’s competitive ability.

We continue to expand our lean enter-
prise programs, including developing
value stream maps and conducting
Kaizen events. Value stream maps aid
in identifying process improvements.
Kaizen events also help to quickly

identify improvement opportunities and

7
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“QOver the last year, our cross-functional com- provide process changes to climinate

waste. Our efforts have resulted in more

mo d HW teams g 3 ﬂ ne d momentum [] n [r@d uc- flexible manufacturing, reduced lead-time
for customers, improved inventory plan-
ing costs. The casting team in particular ning and lower costs.
. Our cost reduction strategy is also
continues to have great success. These demonstrated by our expertise at stream-
. . . lining acquired companies. After Gardner
teams will be expa nded in 2@@2, with a Denver acquired Hoffman, we moved the
L production of these blowers to Peachtree
é g reater fQCU S on City, Georgia to eliminate redundant
, . . functions, enhance purchasing leverage
= g H O ba H lzation to and provide manufacturing economies

of scale.

accelerate savings.”

Ross Centanni (center);
Michael Carney, Vice President
and General Manager, Blower
Division {left); and Richard

‘, s Steber, Vice President and

' s ™= General Manager, Pump
Division (right).
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Compressed air, because o

it is both economical and T T

powerful, is used as the S e,
- . N e i

“fourth utility” in many e

industries, ranging from

food processing to

pharmaceuticals.

Gardner Denver oil-free

centrifugal compressors

power pneumatic equip-

ment to manufacture o
Jiffy® mixes at Chelsea e e
Milling Co. in Chelsea,

£
Michigan. &
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These same benefits resulted from our
consolidation of three separate water
jetting operations into one facility in
2001. We also rationalized our water
jetting product line, reducing the number
of pumps offered by 60%, while contin-
uing to provide the broadest range of
pressures and flows in the industry. We
can now market our best products more
cost effectively, while still supporting a
full range of customer requirements.

Accelerate New Product
Development

We have developed “Centers of
Excellence” within our Company to
leverage areas of expertise across
geographic markets. We use these
Centers to capitalize on the strengths of
our employees, vendors and distribution
partners, fully engaging them for the
benefit of all our operations, regardless

of physical location.

The Centers’ impact on new product
development shows early signs of success.
Our compressor and blower engineering
expertise enabled us to apply rotary
screw compressor technology to high-
pressure blowers. This development
allowed Gardner Denver to better serve
the needs of customers in the European
truck blower market, where we are

gaining share.

Recognizing a market oppportunity for

a more powerful water jetting pump,
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“We are penetrating international markets, another Center developed a patented

ultra-high pressure unit capable of

expanding our team by completing key 40,000 pounds per square inch. Such
high-pressure units are ideal for concrete

acquisitions and developing new channels demolition, runway cleaning, paint over-
spray removal and much more. Our

of distribution. Through the application of engineers utilized their expertisc to make
a compact unit, consisting of fewer parts,

our strategies, Gardner Denver is opening at a lower cost than competing products.

e . Manufacture Proprietary
e - oo doors Tthmugh@uft Products

Our products’ core components represent

Europe, Asia and

exceptional engineering, a key building

P ﬁ/; 7 m o .
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: / /(S;: ;‘.{ S@ Uth Am@fﬁ@@ , 77 block of our success. Our strategy to
L ‘ " Ross Centanni {left); Dennis
R ‘ Shull, Vice President and
4 ) - . General Manager, Compressor
Division (center); and John

Cahill, Managing Director,
Belliss & Morcom (right).

{
RS ST

Acquisitions solidify
Gardner Denver’s posi-
tion in key niche markets
such as PET bottle
blowing. Our Belliss

& Morcom oil-free
compressors help
generate approximately
700 million Sprite® and
Coca-Cola® bottles a year
at Western Container in
Hattiesburg, Mississippi.
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manufacture proprietary products helps
ensure that Gardner Denver maintains
a competitive edge. We direct our
resources to manufacture the parts that
are integral to our products, relying on
vendors’ expertise for commodity

components and services.

Last year, we began production of our
3,000 horsepower well stimulation
pump. Since welding is not our core
technology, we purchase fabricated

frames from skilled suppliers. However,

we design and manufacture critical

components, such as fluid cylinders. This
protects the pump’s design integrity and
maintains its position as the most power-
ful well stimulation pump in the world.

The strategy was also demonstrated
through the extension of our unique
integrated air end design to 60-75 horse-
power compressors. Our challenge was
to design components, such as the oil
reservoir and separator system, into a
compact air end which is incorporated

into a cost-efficient compressor package

that meets our stringent performance
standards. The final product is without
equal in the industry.

Gardner Denver’s six strategies are
intertwined and each complements the
other in countless ways. Through “work-
ing the strategy,” Gardner Denver is
solidly positioned ~ financially and
competitively — to seize the opportunities
for growth that our future holds.




(dollars in thousands, except per share amounis)

Year ended December 31,
2001 2000 1999 1998 1997
Income Statement Data:
Revenues $419,770 379,358 327,067 386,859 293,134
Costs and Expenses:
Cost of sales (excluding depreciation and amortization) 294,249 268,290 226,550 256,936 194,438
Depreciation and amortization 17,567 15,881 14,222 12,978 9,662
Selling and administrative expenses 69,678 59,784 53,080 52,986 39,731
Interest expense 6,796 7,669 5,934 4,849 3,937
Other income, net (3,203) (2,160) (1,876) (784) (785)
385,087 349,464 297,910 326,965 246,983
Income before income taxes 34,683 29,894 29,157 59,894 46,151
Provision for income taxes 12,659 11,210 11,109 23,089 18,500
Net income $ 22,024 18,684 18,048 36,805 27,651
Basic earnings per share $ 1.42 1.22 1.20 2.29 1.84
Diluted earnings per share $ 1.40 1.21 1.18 222 1.74
December 31,
2001 2000 1999 1998 1997
Balance Sheet Data:
Total assets $488,688 403,881 379,419 342,130 268,269
Long-term debt (excluding current maturities) 160,230 115,808 114,200 81,058 51,227
Other long-term obligations 45,153 48,682 53,001 55,128 56,237
Stockholders' equity 198,728 171,148 152,609 142,686 103,611

This Income Statement and Balance Sheet Data should be read in conjunction with Management's
Discussion and Analysis and the Consolidated Financial Statements and notes thereto.
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The following discussion should be read in conjunction with the
Consolidated Financial Statements and notes thereto.

Overview

The Company is organized based on the products and services it
offers. Under this organizational structure, the Company has three
operating divisions: Compressor, Blower and Pump. These divisions
comprise two reportable segments, Compressed Air Products and
Pump Products. The Compressor and Blower Divisions are aggregat-
ed into one reportable segment (Compressed Air Products) since the
long-term financial performance of these businesses are affected by
similar economic conditions, coupled with the similar nature of their
products, manufacturing processes and other business characteristics.
The Pump Products segment was formerly the Petroleum Products
segment. The name was changed in 2001 due to the inclusion of the
Company’s water jetting operations within this segment (and the
Pump Division), which expanded its scope beyond petroleum-related
products. The Company’s water jetting operations were previously
included in the Compressed Air Products segment. Prior period
segment information has been restated to conform with the current
year presentation.

In the Compressed Air Products segment, the Company designs,
manufactures, markets and services the following products and
related aftermarket parts for industrial and commercial applications:
rotary screw, reciprocating, sliding vane and centrifugal compressors;
and positive displacement and centrifugal blowers. The primary
customers and applications for Gardner Denver's compressed air
products are durable and non-durable goods manufacturers; process
industries such as petroleum, primary metals, pharmaceuticals, food
and paper; original equipment manufacturers; manufacturers of carpet
cleaning equipment, pneumatic conveying equipment and dry bulk
trailers; wastewater treatment facilities; automotive service centers;
and niche applications such as polyethylene terephthalate (“PET")
bottle blowing, breathing air equipment and compressed natural gas.
Revenues of the Compressed Air Products segment constituted
approximately 73% of total revenues in 2001.

In the Pump Products segment, the Company designs, manufactures,
markets and services a diverse group of pumps, water jetting systems
and related aftermarket parts used in oil and natural gas production,
well servicing and drilling, and industrial cleaning and maintenance.
Typical applications for pumps include oil transfer, saltwater disposal,
ammine pumping for gas processing, enhanced oil recovery, hydraulic
power and other liquid transfer applications. Applications for water
jetting systems include runway and shiphull cleaning, concrete demo-
lition and metal surface preparation. Revenues of the Pump Products
segment constituted approximately 27% of total revenues in 2001.

The Company sells its products through independent distributors,
sales representatives and directly to original equipment manufactur-
ers, engineering firms and end users.

In September 2001, the Company acquired Hoffman Air and
Filtration Systems (“Hoftman”) and Hamworthy Belliss & Morcom
(“Belliss & Morcom”). Hoffman, headquartered in Syracuse, New
York, manufactures and distributes multistage centrifugal blowers and
vacuum systems, primarily for wastewater treatment and industrial
applications. The acquisition of Hoffman expands Gardner Denver’s

product offering and distribution capabilities and enhances its posi-
tion as a leading international supplier of centrifugal products to the
air and gas handling industry. Belliss & Morcom, headquartered in
Gloucester, England, manufactures and distributes reciprocating air
compressors used for a variety of niche applications, such as PET bottle
blowing, breathing air equipment and compressed natural gas. The
acquisition of Belliss & Morcom broadens the Company’s range of
product offerings, strengthens its distribution and service networks
and increases its participation in sales of products with applications that
have the potential to grow faster than the overall industrial economy.

The Company acquired CRS Power Flow, Inc. (“CRS”) in July 2000
and Jetting Systems & Accessories, Inc. (“JSA”) in April 2000. CRS
and JSA were located in Houston, Texas, and both manufactured
aftermarket products for the water jetting industry. These two acquisi-
tions complemented the Company’s product offering for the water
jetting market and further leveraged Gardner Denver’s commitment
to being a full-service provider in the water jetting industry. During
2001, these businesses were merged into Gardner Denver Water
Jetting Systems and are now operating at one consolidated facility in
Houston, Texas.

In January 2000, the Company acquired Invincible Airflow Systems,
Co. (“Invincible”). Invincible, located in Baltic, Ohio, manufactures
single and fabricated multistage centrifugal blowers and engineered
vacuum systemns. The acquisition of Invincible extended Gardner
Denver’s product offering for the industrial cleaning market and
introduced the Company’s centrifugal blowers to new markets.

In October 1999, the Company acquired Air Relief, Inc. (“Air
Relief”). Air Relief, located in Mayfield, Kentucky, is an independent
provider of replacement parts and service for centrifugal compressors.
Air Relief enhanced Gardner Denver’s ability to penetrate the cen-
trifugal compressor market by adding key centrifugal compressor
engineering, assembly, sales and service capabilities.

In April 1999, the Company acquired Allen-Stuart Equipment Co.,
Inc. (“Allen-Stuart”). Allen-Stuart, located in Houston, Texas, designs
and fabricates custom-engineered packages for compressor and blow-
er equipment in air and gas applications. Allen-Stuart serves a wide
variety of industrial markets, including petrochemical, power genera-
tion, oil and natural gas production and refining. The addition of
Allen-Stuart enhanced Gardner Denver’s ability to supply engineered
packages, incorporating the wide range of compressor and blower
products manufactured by Gardner Denver. It also enabled Gardner
Denver to establish a service center near key Southwestern customers.

Also in April 1999, the Company acquired Butterworth Jetting
Systems, Inc. (“Butterworth”). Butterworth, also located in Houston,
Texas, is a manufacturer of water jet pumps and systems serving the
industrial cleaning and maintenance market. Applications in this
market include runway and shiphull cleaning, concrete demolition
and metal surface preparation. This acquisition, which was renamed
Gardner Denver Water Jetting Systems, enabled Gardner Denver to
expand its position in the rapidly-growing water jet market.

The Hoffman, Belliss & Morcom, Invincible, Air Relief and Allen-
Stuart acquisitions are included in the Company’s Compressed Air
Products segment. The CRS, JSA and Butterworth acquisitions are
included in the Company’s Pump Products segment.




The acquisitions completed in 2001, 2000 and 1999 provide growth
opportunities through synergistic product lines and domestic and
international market penetration.

The following table sets forth percentage relationships to revenues of
certain income statement items for the years presented.

Year ended December 31,
2001 2000 1999
Revenues 100.0% 100.0 100.0
Costs and Expenses:
Cost of sales (excluding depreciation and amortization) 70.1 70.7 69.3
Depreciation and amortization 4.2 42 44
Selling and administrative expenses 16.6 15.8 16.2
Interest expense 1.6 2.0 1.8
Other income, net (0.8) (0.6) (0.6)
91.7 92.1 91.1
Income before income taxes 8.3 79 8.9
Provision for income taxes 3.0 3.0 34
Net income 5.3% 4.9 5.5

Year ended December 31, 2001, compared with year ended December 31, 2000

Revenues

Revenues increased $40.4 million (11%) to $419.8 million in 2001,
compared to $379.4 million in 2000. Excluding incremental revenue
from acquisitions completed since June 2000, which added $29.5 mil-
lion to revenues in 2001, revenues increased $10.9 million (3%) as
compared to 2000.

Revenues in the Compressed Air Products segment increased slightly
to $308.0 million in 2001, compared to $306.7 million in 2000.
Excluding incremental revenue from acquisitions, revenues decreased
$24.9 million (8%) due to a decline in the overall U.S. economy
(exacerbated by the impact of the September 11th attack) which
weakened demand for domestic rotary screw compressors and blow-
ers. Unfavorable foreign currency exchange rates also contributed to
the revenue reduction. These negative factors were partially offset by
sales growth in European markets.

Revenues in the Pump Products segment increased $39.1 million
(54%) to $111.7 million in 2001, compared to $72.7 million in 2000.
This increase resulted primarily from heightened demand for petrole-
um products, due to the continued high level of oil and natural gas
prices from late 2000 through the first half of 2001. Incremental
revenues from acquisitions completed since June 2000 also accounted
for approximately $3.2 million of the revenue increase.

Costs and Expenses

Gross margin (defined as revenues less cost of sales) in 2001 increased
$14.4 million (13%) to $125.5 million, from $111.1 million in 2000.
This increase resulted primarily from the higher revenue volume and
partially from an increase in the gross margin as a percentage of rev-
enues (gross margin percentage). Gross margin percentage increased

to 29.9% in 2001 from 29.3% in 2000, due to increased sales of higher
margin drilling pumps and improved performance at well stimulation
and water jetting production facilities, partially offset by unfavorable
sales mix in the Compressed Air Products segment. In 2001, gross
margin was enhanced $0.5 million as a result of the liquidation of
LIFO inventory layers, compared to $0.7 million in 2000.

Depreciation and amortization increased 11% to $17.6 million in
2001, compared to $15.9 million in 2000. This increase was due to
ongoing capital expenditures and goodwill amortization associated
with acquisitions completed prior to June 30, 2001. Depreciation
and amortization expense, as a percentage of revenues, was 4.2% in
both years.

Selling and administrative expenses increased in 2001 by 17% to
$69.7 million from $59.8 million for 2000. Excluding the impact of
acquisitions, selling and administrative expenses increased $3.6 million
(6%) from 2000 levels, primarily due to higher payroll and fringe
benefit related expenses. As a percentage of revenues, selling and
administrative expenses were 16.6% in 2001, compared to 15.8%

in 2000. The increase in this ratio was attributable to the factors
mentioned above, combined with the impact of acquisitions completed
since June 2000, which in the aggregate have higher selling and
administrative expenses relative to revenues than the Company’s
previously existing operations.

Compressed Air Products’ operating earnings (defined as revenues
less cost of sales, depreciation and amortization, and selling and
administrative expenses) decreased $8.8 million (28%) to $22.2 million,
compared to $30.9 million in 2000. This decline was primarily attrib-
utable to decreased leverage of the segment’s fixed and semi-fixed
costs over a lower revenue base (excluding acquisitions) combined
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with higher payroll and fringe benefit related expenses and an
unfavorable sales mix. As a percentage of revenues, operating earnings
declined to 7.2% in 2001, compared to 10.1% in 2000 as a result of
the factors noted above.

Operating earnings for the Pump Products segment increased

$11.6 million to $16.1 million in 2001, a 261% increase from $4.5
million in 2000, primarily due to higher revenues. As a percentage of
revenues, operating earnings for this segment increased to 14.4% in
2001, compared to 6.1% in 2000. This increase was primarily attrib-
utable to the positive impact of increased leverage of the segment’s
fixed and semi-fixed costs over a higher revenue base combined with
improved operational performance at well stimulation and water
jetting production facilities.

Interest expense decreased $0.9 million (11%) to $6.8 million for
2001, compared to $7.7 million in 2000 due to lower average rates,
partially offset by slightly higher average borrowings in 2001. The
average interest rate for 2001 was 5.4%, compared to 6.3% for 2000.
See Note 9 to the Consolidated Financial Statements for further infor-
mation on the Company’s borrowing arrangements.

In 2001, other income, net includes approximately $2.1 million from
litigation settlement proceeds and $0.5 million from interest income
related to finalization of an inconie tax settlement with the Internal
Revenue Service. Other income, net in 2000 includes a $1.0 million
gain from litigation settlement proceeds, a $0.7 million gain from the
sale of the Company’s idle facility in Syracuse, New York, and a
$1.5 million charge for expenses associated with an unconsummated
acquisition. Excluding the impact of these non-recurring items, the
majority of the remaining decline in other income is due to lower
foreign currency transaction gains generated from U.S. dollar denom-
inated cash and receivable balances of foreign subsidiaries in 2001,
compared to 2000.

Income

Income before income taxes increased $4.8 million (16%) to

$34.7 million in 2001 from $29.9 million in 2000. This improvement
was due to increased leverage of the Pump Products segment’s fixed
and semi-fixed costs on higher revenue volume, the non-recurring
items included in other income mentioned above, acquisitions and
improved operational performance at the well stimulation and water jet-
ting production facilities. These increases were partially offset by a
decline in the Compressed Air Products segment’s operating earnings.

The provision for income taxes increased by $1.4 million to

$12.7 million in 2001, compared to $11.2 million in 2000, as a result
of higher income before taxes, partially offset by a lower overall
effective tax rate. The Company’s effective tax rate was 36.5% in
2001 compared to 37.5% in 2000. The lower effective tax rate in
2001 was primarily due to a higher proportion of income in countries
with lower statutory income tax rates, increased savings from the
Company's foreign sales corporation and the implementation of
other tax strategies.

Net income increased $3.3 million (18%) to $22.0 million ($1.40
diluted earnings per share) in 2001, compared to $18.7 million ($1.21
diluted earnings per share) in 2000. In 2001, net income included
$0.3 million in after-tax LIFO income ($0.02 diluted earnings per
share), compared with $0.4 million ($0.03 diluted earnings per share)

in 2000. Excluding the after-tax benefit of LIFO income, net income
increased primarily due to the factors that resulted in the increased
income before taxes noted above. Net income from acquisitions com-
pleted since June 2000 was approximately $0.8 miilion ($0.05 diluted
earnings per share) in 2001.

Outlook

Demand for petroleum pump products is primarily related to market
expectations for oil and natural gas prices. Orders for pump products
were $117.4 million in 2001, an increase of $39.2 million (50%),
compared to $78.2 million in 2000. Order backlog for the Pump
Products segment was $20.5 million at December 31, 2001, compared
to $14.5 million as of December 31, 2000, representing a 41%
increase. The increase in orders can primarily be attributed to the
continued high level of oil and natural gas prices in late 2000 through
the first half of 2001. However, recent order and backlog trends indi-
cate a slowdown in this segment as oil and natural gas prices have
fallen off their highs of late 2000. Future increases in demand for
these products will likely be dependent upon oil and natural gas
prices, which the Company cannot predict.

In 2001, orders for compressed air products, including $25.8 million
from acquisitions, were $296.0 million, compared to $301.7 million
in 2000. Order backlog for the Compressed Air Products segment,
including $22.5 million from acquisitions, was $58.7 million as of
December 31, 2001, compared to $45.7 million as of December 31,
2000. Excluding acquisitions, the decreases in order activity in this
segment are primarily the result of a slowing U.S. economy and
unfavorable foreign currency rates, partially offset by growth in
European markets.

Because air is often used as a fourth utility in the manufacturing
process, demand for compressed air products is generally correlated
to manufacturing capacity utilization rates and the rate of change of
industrial equipment production. These indicators have been relatively
weak in both 2001 and 2000. Over longer time periods, demand also
follows economic growth patterns indicated by the rates of change in
the Gross Domestic Product, which has also slowed in the second
half of 2001 and early 2002. As a result, orders for compressed air
products are anticipated to remain flat or grow only modestly through
at least the first half of 2002.

The Company anticipates that the financial benefits of completing
acquisition integration projects will enhance profitability in 2002.
Based upon the current economic environment and activity levels in
both reporting segments, the Company anticipates that diluted earn-
ings per share will be approximately $1.40 to $1.60 in 2002. This
projection includes the favorable impact related to the cessation of
goodwill amortization, as prescribed in SFAS 142, “Goodwill and
Other Intangible Assets,” which should add approximately $0.24 to
diluted earnings per share in 2002. When comparing the estimate for
2002 to 2001, it is important to note that earnings for 2001 were
favorably impacted by other income items aggregating approximately
$0.10 per share that are not expected to recur in 2002. Expenses

for pension and other postretirement benefits are also expected to
negatively impact diluted EPS in 2002 by nearly $0.10 per share
compared to 2001, due to lower investment performance, lower
interest rates and higher retiree medical costs.




Year ended December 31, 2000, compared with year ended December 31, 1998

Revenues

Revenues increased $52.3 million (16%) to $379.4 million in 2000,
compared to $327.1 million in 1999. Excluding incremental revenue
from acquisitions completed since March 1999, which added

$27.9 million in 2000, revenues increased $24.4 million (7%) as
compared to 1999.

Revenues in the Compressed Air Products segment, including
$21.7 million from acquisitions, increased $17.6 million (6%) to
$306.7 million in 2000, compared to $289.1 million in 1999.
Excluding incremental revenue from acquisitions and the negative
impact of unfavorable foreign currency exchange rates (3%),
compressed air product revenues increased $3.7 million (1%) from
1999, due to increased sales of rotary screw and lower horsepower
reciprocating compressors.

The significant increase in the price of oil and natural gas in 1999
and 2000 caused an increase in demand for well servicing pumps and
drilling pumps in 2000. As a result, revenues in the Pump Products
segment increased $34.7 million (91%) to $72.7 million in 2000,
compared to $38.0 million in 1999. Incremental revenue from
acquisitions also accounted for $6.2 million (18%) of the increase.

Costs and Expenses

Gross margin in 2000 increased $10.6 million (11%) to $111.1 million,
from $100.5 million in 1999. This increase resulted primarily from
the higher revenue volume, offset partially by a decrease in the gross
margin as a percentage of revenues. Gross margin percentage
decreased to 29.3% in 2000 from 30.7% in 1999, principally attribut-
able to an unfavorable sales mix (including a lower proportion of
aftermarket products in both segments), increased manufacturing
overhead spending and increased manufacturing variances on well
servicing pumps and water jetting related products. In 2000, gross
margin was enhanced $0.7 million as a result of the liquidation of
LIFO inventory layers, compared to $0.4 million in 1999.

Depreciation and amortization increased 12% to $15.9 million in
2000, compared to $14.2 million in 1999. The increase in deprecia-
tion and amortization expense was due to goodwill amortization
associated with acquisitions and ongoing depreciation from capital
programs to reduce costs, improve efficiency and expand capacity.
Depreciation and amortization expense decreased as a percentage of
revenues to 4.2% in 2000 from 4.4% in 1999, due to higher revenues.

Selling and administrative expenses increased in 2000 by 13% to
$59.8 million from $53.1 million for 1999. Excluding the impact of
acquisitions, selling and administrative expenses increased $2.4
million (5%) from 1999 due to expenses stemming from the higher
revenue volume such as commissions, payroll and customer service
initiatives. As a percentage of revenues, selling and administrative
expenses decreased to 15.8% in 2000 from 16.2% in 1999, due to
higher revenues.

Compressed Air Products’ operating earnings were $30.9 million in

both 2000 and 1999. Operating earnings were flat despite the increase
in revenues due to an unfavorable sales mix, increased manufacturing
overhead spending and increased commissions, payroll and customer
service initiatives, as noted above. As a percentage of revenues, oper-

ating earnings declined to 10.1% in 2000, compared to 10.7% in
1999. This decrease was attributable to the factors noted above and
the effect of operations acquired during the period that generated
lower operating earnings (after amortization of goodwill associated
with the acquisitions) as a percentage of revenues, than the Company’s
previously existing operations.

Operating earnings for the Pump Products segment increased
$2.1 million to $4.5 million in 2000, an 89% increase from $2.4 million
in 1999, due to higher revenues. As a percentage of revenues,

" operating earnings for this segment declined slightly to 6.1% in 2000,

compared to 6.2% in 1999. The positive impact from leveraging the
segment's fixed and semi-fixed costs over a higher revenue base was
offset by an unfavorable sales mix (including an increased proportion
of well servicing and stimulation pumps as opposed to higher margin
replacement parts) and increased manufacturing variances on well
servicing pumps and water jetting related products.

Interest expense increased $1.7 million (29%) to $7.7 million for 2000,
compared to $5.9 million in 1999 due primarily to higher average
debt outstanding in 2000, combined with higher average interest
rates. The average interest rate for 2000 was 6.3%, compared to 5.9%
for 1999. See Note 9 to the Consolidated Financial Statements for
further information on the Company’s borrowing arrangements.

In 2000, other income, net includes $1.0 million as a result of litiga-
tion settlement proceeds received in the fourth quarter, a $0.7 million
gain from the first quarter sale of the Company’s idle facility in
Syracuse, New York, and a fourth quarter $1.5 million charge to
write-off expenses associated with an unconsummated acquisition.
The increase in other income, net from 1999 to 2000 is principally
the result of these three items.

Income

Income before income taxes increased $0.7 million (3%) to $29.9 million
in 2000 from $29.2 million in 1999. This increase was primarily the
result of higher revenues partially offset by the lower gross margin
percentage and increased selling and administrative expenses in 2000,
as discussed above.

The provision for income taxes increased by $0.1 million to $11.2 million
in 2000, compared to $11.1 million in 1999, as a result of the higher
income before taxes, partially offset by a lower overall effective tax
rate. The Company’s effective tax rate was 37.5% in 2000, compared
to 38.1% in 1999. The lower effective tax rate in 2000 was primarily
due to increased savings from the Company's foreign sales corpora-
tion and the implementation of other tax strategies.

Net income increased $0.6 million (4%) to $18.7 million ($1.21 diluted
earnings per share) in 2000, compared to $18.0 million ($1.18 diluted
eamnings per share) in 1999. In 2000, net income included $0.4 million
in after-tax LIFO income ($0.03 diluted earnings per share), com-
pared with $0.3 million ($0.02 diluted earnings per share) in 1999.
Excluding the after-tax benefit of LIFO income, net income increased
primarily due to the factors that resulted in the increased income
before taxes noted above. Acquisitions completed since the beginning
of 1999 were slightly accretive to the Company’s net income in 2000.
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Liquidity and Capital Resources
Operating Working Capital

During 2001, operating working capital (defined as receivables plus
inventories, less accounts payable and accrued liabilities) increased
$6.1 million. Excluding acquisitions and the impact of changes in
foreign currency exchange rates, operating working capital declined
$3.0 million due to decreases in receivables and inventory, partially
offset by a decrease in accounts payable and accrued liabilities. These
changes in receivables, inventory and accounts payable and accrued
liabilities were a direct result of the decreased sales volume in the
fourth quarter of 2001 (excluding acquisitions) in the Compressed Air
Products segment, partially offset by the increased sales volume in
the Pump Products segment in the fourth quarter of 2001.

Cash Flows

During 2001, the Company generated cash flows from operations
totaling $44.9 million, an increase of $13.8 million (44%) compared
to 2000. This increase was primarily the result of a more favorable
change in operating working capital and higher net income in 2001.
During 2001, the Company had net borrowings of $48.8 million under
its credit facilities. These funds, along with cash generated from oper-
ating activities, were used to fund acquisitions valued at $82.9 million
(net of cash) and capital projects. The cash flows provided by operat-
ing and financing activities and used for investing activities, com-
bined with the effect of changes in foreign currency exchange rates,
resulted in a net cash decrease of $0.3 million during 2001.

Capital Expenditures and Commitments

Capital projects designed to reduce costs and increase production
capacity, operating efficiency and product quality resulted in expendi-
tures of $11.5 million in 2001, compared to $13.5 million in 2000.
This decrease was primarily due to the timing of capital projects.
Commitments for capital expenditures at December 31, 2001 totaled
$3.5 million. Capital expenditures related to environmental projects
have not been significant in the past and are not expected to be signif-
icant in the foreseeable future.

In October 1998, Gardner Denver’s Board of Directors authorized the
repurchase of up to 1,600,000 shares of the Company’s common
stock to be used for general corporate purposes. Approximately
200,000 shares remain available for repurchase under this program.
The Company has also established a Stock Repurchase Program for
its executive officers to provide a means for them to sell Gardner
Denver common stock and obtain sufficient funds to meet alternative
minimum tax obligations which arise from the exercise of incentive
stock options. The Gardner Denver Board has authorized up to
400,000 shares for repurchase under this program, and of this
amount, approximately 200,000 shares remain available for repur-
chase. During 2001, no shares were repurchased under these repur-
chase programs. As of December 31, 2001, a total of 1,572,542
shares have been repurchased at a cost of $22.8 million under both
repurchase programs. In 2001, the Company also acquired 49,570
shares of its common stock, valued at $1.1 million, which were ten-
dered for the exercise of stock options.

Liquidity

The Company has a Revolving Line of Credit Agreement with an
aggregate $125 million borrowing capacity (the “Credit Line”) and an
Unsecured Senior Note Agreement. Effective September 10, 2001,
these agreements were amended to allow for the Interim Credit
Agreement discussed below. On December 31, 2001, the Credit Line
had an outstanding balance of $84.0 million, leaving $41.0 million
available for future use or to issue as letters of credit. The Credit Line
requires no principal payments during the term of the agreement,
which expires in January 2003.

On September 10, 2001, the Company borrowed $50.0 million under
an Interim Credit Agreement, most of which was used to complete
the Hoffman acquisition. The Interim Credit Agreement expires in
March 2002.

On March 6, 2002, the Company amended and restated the Credit
Line, increasing the aggregate borrowing capacity to $150 million
and extending the maturity date to March 6, 2005. Subject to
approval by lenders holding more than 75% of the debt, the Company
may request up to two, one-year extensions. The total debt balance
will be due upon final maturity. The amended and restated agreement
also provided for an additional $50.0 million Term Loan. Proceeds
from the Term Loan were used to retire debt outstanding under the
Interim Credit Agreement. The five-year term loan requires principal
payments of $2.5 million in years one and two, and $15.0 million in
years three through five. Other terms and conditions of the Term
Loan are similar to those of the Credit Line. The long-term classifica-
tion and maturities of the Credit Line and the Interim Credit
Agreement reflect the completion of this refinancing.

The Company's borrowing arrangements are generally unsecured and
permit certain investments and dividend payments. There are no
material restrictions on the Company as a result of its credit arrange-
ments, other than customary covenants regarding certain earnings,
liquidity and capital ratios.

Management currently expects the Company's cash flows in 2002 to
be sufficient to fund its scheduled debt service and provide required
resources for working capital and capital investments.

Market Risk

The Company is exposed to market risk related to changes in interest
rates as well as European and other foreign currency exchange rates,
and selectively uses derivative financial instruments, including for-
wards and swaps, to manage these risks. The Company does not hold
derivatives for trading purposes. The value of market-risk sensitive
derivatives and other financial instruments is subject to change as a
result of movements in market rates and prices. Sensitivity analysis is
one technique used to evaluate these impacts. Based on a hypothetical
ten percent change in interest rates or ten percent weakening in the
U.S. Dollar across relevant foreign currencies, principally the Euro
and Pound Sterling, the potential losses in future earnings, fair value
and cash flows are not material to the Company.




New Accounting Standards

In July 2001, the Financial Accounting Standards Board (“FASB™)
issued Statement of Financial Accounting Standards No. 141 (“SFAS
141™), “Business Combinations,” and No. 142 (“SFAS 142™),
“Goodwill and Other Intangible Assets.” SFAS No. 141 requires

that all business combinations be accounted for using the purchase
method of accounting and requires separate recognition of intangible
assets that meet certain criteria. This statement applies to all business
combinations completed after June 30, 2001. The adoption of

SFAS 141 did not have a significant impact on the Company’s
financial statements.

SFAS 142 requires that an intangible asset that is acquired shall be
initially recognized and measured based on its fair value. This state-
ment also provides that goodwill should not be amortized, but shall
be tested for impairment annually, or more frequently if circum-
stances indicate potential impairment, through a comparison of fair
value to its carrying amount. SFAS No. 142 is effective for fiscal
periods beginning after December 15, 2001. As a result of this new
standard, the Company continued to amortize goodwill which existed
prior to June 30, 2001, through December 31, 2001, at which time
amortization ceased. The Company did not record any amortization
expense related to the goodwill recognized in the Belliss & Morcom
and Hoffman acquisitions. During the first half of 2002, the Company
will perform the first of the required impairment tests of goodwill.
Management is currently reviewing the new standard and evaluating
the impact on its future consolidated financial statements and
accounting policies and practices. Amortization of goodwill for

2001 totaled $4.4 million.

In August 2001, the FASB issued SFAS No. 143, “Accounting for
Asset Retirement Obligations” and in October 2001 issued SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” These standards will be adopted by the Company on January 1,
2003 and January 1, 2002, respectively. Management believes that
the adoption of SFAS No. 143 and SFAS No. 144 will not have a
material impact on its future consolidated financial statements.

Critical Accounting Policies

Management has evaluated the accounting policies used in the prepa-
ration of the Company’s financial statements and related notes and
believes those policies to be reasonable and appropriate. Certain

of these accounting policies require the application of significant
judgment by management in selecting the appropriate assumptions
for calculating financial estimates. By their nature, these judgments

are subject to an inherent degree of uncertainty. These judgments are
based on historical experience, trends in the industry, information
provided by customers and information available from other outside
sources, as appropriate. Management believes that the most critical
accounting policies applied in preparation of the Company’s financial
statements relate to inventories, warranties, pensions and other postre-
tirement benefits. Management also believes that the amounts recorded
in the accompanying financial statements related to these areas are
based on their best estimates and judgments, although actual out-
comes could differ from these estimates.

Cautionary Statements Regarding
Forward-Looking Statements

All of the statements in this Annual Report to Stockholders, other
than historical facts, are forward-looking statements made in reliance
upon the safe harbor of the Private Securities Litigation Reform Act
of 1995, including, without limitation, statements made in the
Chairman’s Letter, the remainder of the narrative/non-financial por-
tions of this Annual Report and in Management’s Discussion and
Analysis, particularly under the caption “Outlook.” As a general mat-
ter, forward-looking statements are those focused upon anticipated
events or trends and expectations and beliefs relating to matters that
are not historical in nature. Such forward-looking statements are sub-
ject to uncertainties and factors relating to Gardner Denver’s opera-
tions and business environment, all of which are difficult to predict
and many of which are beyond the control of the Company. These
uncertainties and factors could cause actual results to differ materially
from those matters expressed in or implied by such forward-looking
statements. The following uncertainties and factors, among others,
could affect future performance and cause actual rzsults to differ
materially from those expressed in or implied by forward-locking
statements: the ability to identify, negotiate and complete future
acquisitions; the speed with which the Company is able to integrate
its recent acquisitions and realize the related financial benefit; the
domestic and/or worldwide level of oil and natural gas prices and oil
and gas drilling and production, which affect demand for the
Company’s petroleum products; changes in domestic and/or world-
wide industrial production and industrial capacity utilization rates,
which affect demand for the Company’s compressed air products;
pricing of Gardner Denver products; the degree to which the
Company is able to penetrate niche markets; the ability to maintain
and to enter into key purchasing and supply relationships; the ability
to attract and retain quality management personnel; and the continued
successful implementation of cost reduction efforts.
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The Company's management is responsible for the integrity and accu-
racy of the financial statements. Management believes that the finan-
cial statements have been prepared in conformity with appropriate
accounting principles generally accepted in the United States. In
preparing the financial statements, management makes informed
judgments and estimates, where necessary, to reflect the expected
effects of events and transactions that have not been completed.

In meeting its responsibility for the reliability of the financial state-
ments, management relies on a system of internal accounting con-
trols. This system is designed to provide reasonable assurance that
assets are safeguarded and transactions are executed in accordance
with management's authorization and recorded properly to permit the
preparation of financial statements in accordance with accounting
principles generally accepted in the United States. The design of this
system recognizes that errors or irregularities may occur and that esti-
mates and judgments are required to assess the relative cost and
expected benefits of the controls. Management believes that the

@%

Ross J. Centanni
Chairman, President and
Chief Executive Officer

Company's accounting controls provide reasonable assurance that
errors or irregularities that could be material to the financial state-
ments are prevented or would be detected within a timely period.

The Audit and Finance Commitiee of the Board of Directors (the
“Committee™), which is comprised solely of Directors who are not
employees of the Company, is responsible for monitoring the Company's
accounting and reporting practices. The Committee meets with man-
agement periodically to review its activities and ensure that it is prop-
erly discharging its responsibilities. The Committee also meets peri-
odically with the independent public accountants, who have free
access to the Committee and the Board of Directors, to discuss internal
accounting control and auditing, financial reporting and tax matters.

The independent public accountants are engaged to express an opin-
ion on the Company's consolidated financial statements. Their opin-
ion is based on procedures which they believe to be sufficient to pro-
vide reasonable assurance that the financial statements contain no
material errors.

e K. o=

Philip R. Roth
Vice President, Finance and
Chief Financial Officer

\
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To the Board of Directors and Stockholders of Gardner Denver, Inc.

We have audited the accompanying consolidated balance sheets of
Gardner Denver, Inc. (a Delaware corporation) and subsidiaries as of
December 31, 2001 and 2000, and the related consolidated statements
of operations, stockholders' equity and cash flows for each of the
three years in the period ended December 31, 2001. These consolidat-
ed financial statements are the responsibility of the Company's man-
agement. Our responsibility is to express an opinion on these consoli-
dated financial statements based on our audits.

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

amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

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

AntBain. A melingon L p

St. Louis, Missouri

February 6, 2002

(except with respect to the matter discussed in Note 9,
as to which the date is March 6, 2002)




(dotlars in thousands. except per share amounts)

Year ended December 31,
2001 2000 1999

Revenues $419,770 379,358 327,067
Costs and Expenses:

Cost of sales (excluding depreciation and amortization) 294,249 268,290 226,550

Depreciation and amortization 17,567 15,881 14,222

Selling and administrative expenses 69,678 59,784 53,080

Interest expense 6,796 7,669 5,934

Other income, net (3,203) (2,160) (1,876)

385,087 349,464 297910

Income before income taxes 34,683 29,894 - 29,157
Provision for income taxes 12,659 11,210 11,109
Net income $ 22,024 18,684 18,048
Basic earnings per share $ 142 1.22 1.20
Diluted earnings per share $ 1.40 1.21 1.18

The accompanying notes are an integral part of these statements.
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(dollars in thousands. except per share amounts)

December 31,
2001 2000
Assets
Current assets:
Cash and equivalents $ 29,980 30,239
Receivables (net of allowances of $3,229 in 2001 and $5,169 in 2000) 85,538 79,448
Inventories, net 76,650 61,942
Deferred income taxes 4,956 4,887
Other current assets 4,011 3,400
Total current assets 201,135 179,916
Property, plant and equipment, net 74,097 67,104
Intangibles, net 208,837 151,579
Deferred income taxes 2,093 2,855
Other assets 2,526 2,427
Total assets $488,688 403,881
Liabilities and Stockholders' Equity
Current liabilities:
Short-term borrowings and current maturities of long-term debt $ 7,375 5,781
Accounts payable and accrued liabilities 77,202 62,462
Total current liabilities 84,577 68,243
Long-term debt, less current maturities 160,230 115,808
Postretirement benefits other than pensions 36,890 39,496
Other liabilities 8,263 9,186
Total liabilities 289,960 232,733
Stockholders’ equity:
Common stock, $0.01 par value; 50,000.000 shares authorized; 15,690,607
and 15,371,491 shares outstanding in 2001 and 2000, respectively 174 170
Capital in excess of par value 166,262 160,343
Treasury stock at cost, 1,707,611 and 1,658,041 shares in 2001 and 2000, respectively (25,602) (24,508)
Retained earnings 62,062 40,038
Accumulated other comprehensive loss (4,168) (4,895)
Total stockholders' equity 198,728 171,148
Total liabilities and stockholders' equity $488,688 403,881

The accompanying notes are an integral part of these statements.




(dollars in thousands)

Accumulated

Capital In Other Total
Common Excess of Treasury Retained Comprehensive Stockholders’ Comprehensive
Stock Par Value Stock Earnings Loss Equity Income
Balance January 1, 1999 $163 153,656 (12,259) 3,306 {2,180} 142,686
Stock issued for benefit plans and options 4 3,711 3,715
Treasury stock (11,282) (11,282)
Net income 18,048 18,048 18,048
Foreign currency translation adjustments (558) (558) (558)
17,490
Balance December 31, 1999 $167 157,367 (23,541) 21,354 (2,738) 152,609
Stock issued for benefit plans and options 3 2,976 2,979
Treasury stock (967) (967)
Net income 18,684 18,684 18,684
Foreign currency translation adjustments (2,157) (2,157) (2,157)
16,527
Balance December 31, 2000 $170 160,343 (24,508) 40,038 (4,895) 171,148
Stock issued for benefit plans and options 4 5,919 5,923
Treasury stock (1,094) (1,094)
Net income 22,024 22,024 22,024
Foreign currency translation adjustments 727 727 727
22,751
Balance December 31, 2001 $174 166,262 (25,602) 62,062 (4,168) 198,728

The accompanying notes are an integral part of these statements.
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(dollars in thousands)

Year ended December 31,

2001 2000 1999
Cash flows from operating activities:
Net income $ 22,024 18.684 18,048
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 17,567 15,881 14,222
Net loss/(gain) on asset dispositions 46 917) —
LIFO liquidation income (502) (683) (407)
Stock issued for employee benefit plans 2,471 2,071 2,261
Deferred income taxes 615 1,772 6,157
Changes in assets and liabilities:
Receivables 6,105 (5,987) 1,437
Inventories 1,200 1,627 (1,977)
Accounts payable and accrued liabilities (4,294) 3,164 (8,330)
Other assets and liabilities, net (339) (4,484) (4,792)
Net cash provided by operating activities 44,893 31,128 26,619
Cash flows from investing activities:
Business acquisitions, net of cash acquired (82,907 (20,323) (41,003)
Capital expenditures . (11,524) (13,549) (11,941)
Disposals of property, plant and equipment 97 1,125 728
Foreign currency hedging transactions (31) 3,416 1,749
Net cash used in investing activities (94,365) (29,331) (50,467)
Cash flows from financing activities:
Principal payments on long-term debt (90,151) (59,342) (24,554)
Proceeds from long-term borrowings 139,000 61,528 62,103
Purchase of treasury stock (1,094) (967) (11,282)
Proceeds from stock options 3,452 908 1,434
Other (1,161) (492) —
Net cash provided by financing activities 50,046 1,635 27,721
Effect of exchange rate changes on cash and equivalents (833) (510) (1,030)
(Decrease)/increase in cash and equivalents (259) 2,922 2,843
Cash and equivalents, beginning of year 30,239 27,317 24,474
Cash and equivalents, end of year $ 29,980 30,239 27,317

The accompanying notes are an integral part of these statements.
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Note 1. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying consolidated financial statements reflect the oper-
ations of Gardner Denver, Inc. (“Gardner Denver” or the “Company”)
and its subsidiaries. Certain prior year amounts have been reclassified
to conform with current year presentation.

Principles of Consolidation

The accompanying consolidated financial statements include the
accounts of the Company and its wholly-owned subsidiaries. All sig-
nificant intercompany transactions and accounts have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires manage-
ment to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets
and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual
results could differ from these estimates.

Foreign Currency Translation

Assets and liabilities of the Company’s foreign operations are
translated at the exchange rate in effect at the balance sheet date,
while revenues and expenses are translated at average rates
prevailing during the year. Translation adjustments are reported
in accumulated other comprehensive loss, a separate component
of stockholders’ equity.

Revenue Recognition

The Company recognizes revenues when goods are shipped to the
customer. The Company has recorded outbound freight billed to
customers as revenues and outbound freight expenses in cost of sales.

Cash Equivalents

Cash equivalents are highly liquid investments (valued at cost, which
approximates fair value) acquired with an original maturity of three
months or less.

Inventories

Inventories, which consist of materials, labor and manufacturing
overhead, are carried at the lower of cost or market value. As of
December 31, 2001, approximately two-thirds of the Company’s
inventory is accounted for on a first-in, first-out (FIFO) basis with the
remainder accounted for on a last-in, first-out (LIFQ) basis.

Property, Plant and Equipment

Property, plant and equipment are carried at cost. Depreciation is
provided using the straight-line method over the estimated useful

lives of the assets: buildings - 10 to 45 years; machinery and equip-
ment - 10 to 12 years; office furniture and equipment - 3 to 10 years;
and tooling, dies, patterns, etc. - 3 to 7 years.

Intangibles

Intangibles consist primarily of goodwill related to the various
acquisitions completed by the Company. Goodwill for acquisitions
prior to June 30, 2001 has been amortized on a straight-line basis
over the period estimated to be benefited. In accordance with
Statement of Financial Accounting Standards No. 142, “Goodwill and
Other Intangible Assets,” the Company has not amortized goodwill
related to its acquisitions completed after June 30, 2001, The Company
reviews long-lived assets, including goodwill and cther intangibles,
for impairment whenever conditions indicate that carrying value of
the assets may not be fully recoverable. Such impairment tests are
based on a comparison of undiscounted cash flows to the recorded
value of the asset. If impairment is indicated, the asset value is
written down to its fair market value.

Income Taxes

The Company has determined tax expense and other deferred tax
information based on the liability method. Deferred income taxes
are provided to reflect temporary differences between financial and
tax reporting.

Research and Development

Costs for research and development are expensed as incurred and were
$2.476, $3,045 and $2,754 for the years ended December 31, 2001,
2000 and 1999, respectively.

Financial Instruments

Included in the 2000 consolidated statement of cash flows are the
proceeds received upon settlement of a foreign currency hedging
transaction. This foreign currency forward contract, denominated in
Finnish Markka, was used to hedge the foreign exchange translation
risk associated with the Company’s investment in its Finnish subsidiary,
Gardner Denver Oy. The contract was marked to market and both
unrealized and realized gains were included as a component of accu-
mulated other comprehensive loss in stockholders’ equity in 2000.
There were no off-balance sheet derivative financial instruments as
of December 31, 2001 or 2000.

Comprehensive Income

Items impacting the Company’s comprehensive income, but not
included in net income, consist of translation adjustments, including
realized and unrealized gains and losses (net of income taxes) on
the foreign currency hedge of the Company’s investment in a
foreign subsidiary.

Ncte 2: Acquisitions

During 2001, the Company’s Compressed Air Products segment com-
pleted two acquisitions. Effective September 10, 2001, the Company
acquired certain assets and stock of Hoffman Air and Filtration
Systems (“Hoffman”). Hoffman, headquartered in Syracuse, New

York, manufactures and distributes multistage centrifugal blowers and
vacuum systems, primarily for wastewater treatment and industrial
applications. Effective September 1, 2001, the Company also
acquired certain assets and stock of the Hamworthy Belliss &
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Morcom compressor business (“Belliss & Morcom"). Belliss &
Morcom is headquartered in Gloucester, England and manufactures
and distributes lubricated and oil-free reciprocating air compressors
for a variety of applications. The aggregate purchase price, net of
cash acquired, was approximately $83 million for these acquisitions.
There are no additional contingent payments or commitments related
to these acquisitions. The purchase price of each acquisition has been

allocated primarily to receivables ($13,698); inventory ($15,765);
property, plant and equipment ($7,509); intangible assets ($63,620);
and accounts payable and accrued liabilities ($19,518). based on their
estimated fair values at the date of acquisition.

The following table summarizes the preliminary intangible asset values
assigned for the Hoffman and Belliss & Morcom acquisitions:

December 31, 2001

Gross Carrying Accumulated
Amount Amortization
Amortized intangible assets:
Customer lists and relationships $ 5,000 $(111)
Other 625 (142)
Unamortized intangible assets:
Goodwill $42,000
Trademarks 11,850
Other 4,145

Substantially all of the goodwill recorded as a result of these acquisi-
tions is anticipated to be deductible for tax purposes.

The following table summarizes supplemental pro forma information
as if the Hoffman and Belliss & Morcom acquisitions had been com-
pleted on January 1, 2000:

Year ended December 31,
{Unaudited)
2001 2000
Revenues $481,285 477,923
Net income 23,618 22,878
Diluted earnings per share $ 150 1.48

The unaudited pro forma information has been presented for compar-
ative purposes and does not purport to be indicative of the consolidat-
ed results of operations had these transactions been completed as of
the assumed date or which may be attained in the future.

During 2000, the Company completed three acquisitions. Effective
July [, 2000, the Company acquired 100% of the issued and out-
standing stock of CRS Power Flow, Inc. (“CRS”). On April 5, 2000,
the Company acquired 100% of the issued and outstanding stock of
Jetting Systems & Accessories, Inc. (“JSA”). CRS and JSA are both
located in Houston, Texas. On January 1, 2000, the Company acquired
substantially all of the assets and assumed certain agreed upon liabili-
ties of Invincible Airflow Systems, Co., located in Baltic, Ohio. The
aggregate purchase price of these acquisitions was approximately

$20 million. The purchase price of each acquisition has been allocated
primarily to receivables, inventory and property, plant and equipment,
based on their respective fair values at the date of acquisition and
resulted in aggregate costs in excess of net assets acquired of approxi-
mately $15 million.

During 1999, the Company completed three acquisitions. On October
25, 1999, the Company purchased 100% of the issued and outstand-

ing stock of Air Relief, Inc., located in Mayfield, Kentucky. On April
5, 1999, the Company purchased 100% of the issued and outstanding
stock of Butterworth Jetting Systems, Inc., located in Houston, Texas.

On April 1, 1999, the Company purchased 100% of the issued and
outstanding stock of Allen-Stuart Equipment Co., Inc., also located in
Houston, Texas. The aggregate purchase price for these three acquisi-
tions was approximately $42 million (including contingent considera-
tion paid in 2000) and was allocated to assets and liabilities based on
their respective fair values at the dates of acquisition. This allocation
resulted in aggregate costs in excess of net assets acquired of approxi-
mately $31 million.

All acquisitions have been accounted for by the purchase method and,
accordingly, their results are included in the Company's consolidated
financial statements from the respective dates of acquisition. Under
the purchase method, the purchase price is allocated based on the fair
value of assets received and liabilities assumed as of the acquisition
date. The purchase price allocations for Hoffman and Belliss &
Morcom, used in preparation of the December 31, 2001 consolidated
financial statements, are preliminary and subject to adjustment in
2002, when the valuation of certain intangible assets are finalized.

As a result of the relative stability of the product technology, markets
and customers associated with the acquisitions completed prior to
June 30, 2001, the cost in excess of net assets acquired was being
amortized over 40 years, using the straight-line method. The cost in
excess of net assets acquired related (o acquisitions completed since
June 30, 2001, has not been amortized.
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Note 3: Inventories

December 31,
2001 2000
Raw materials, including parts and subassemblies $33,156 31,147
Work-in-process 15,908 9334
Finished goods 30,942 24,987
Perishable tooling and supplies 2,328 2,443
82,334 67911
Excess of FIFO costs over LIFO costs (5,684) (5,969)
Inventories, net $76,650 61,942
During 2001, 2000 and 1999, reductions in inventory quantities (net respectively. It is the Company's policy to record the earnings effect
of acquisitions) resulted in liquidations of LIFO inventory layers of LIFO inventory liquidations in the quarter in which a decrease for
carried at lower costs prevailing in prior years. The effect was to the entire year becomes certain. In each of the years 1999 through
increase net income in 2001, 2000 and 1999 by $319, $427 and $252, 2001, the LIFO liquidation income was recorded in the fourth quarter.
Note 4: Property, Plant and Equipment and intangibles
December 31,
2001 2000
Property, plant and equipment:
Land and land improvements $ 6,871 5,608
Buildings 40,424 38.521
Machinery and equipment 102,193 90,986
Tooling, dies, patterns, etc. 10,640 10,570
Office furniture and equipment 10,977 9,506
Other 5,323 4,695
Construction in progress : 4,199 5,035
180,627 164,921
Accumulated depreciation (106,530) (97,817)
Property, plant and equipment, net $ 74,097 67,104
Intangibles
Goodwill $ 215,969 175,004
Other 33,654 11,170
Accumulated amortization (40,786) (34,595)
Intangibles, net ’ $ 208,837 151,579
Note 5: Accounts Payable and Accrued Liabilities
December 31,
2001 2000
Accounts payable - trade $36,997 32,019
Accrued warranty 7,578 5,887
Salaries, wages and related fringe benefits 6,833 5,481
Product liability, workers' compensation and other insurance 4,246 4,547
Other 21,548 14,528

Total accounts payable and accrued liabilities $77,202 62,462
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Note 6: Pension and Other Postretirement Benefits

The Company sponsors retirement plans covering substantially all
employees. Benefits are provided to employees under defined benefit
pay-related and service-related plans, which are generally noncontrib-
utory. Annual Company contributions to domestic retirement plans
equal or exceed the minimum funding requirements of the Employee
Retirement Income Security Act of 1974. Consistent with the practice
in Germany, the retirement plans covering the employees of the
Company’s Wittig operation in Germany are unfunded and the full
amount of the pension benefit obligation is included as an accrued
benefit liability on the Consolidated Balance Sheets.

With respect to the 2001 Hoffman acquisition, the accumulated benefit
obligation and plan assets related to the defined benefit plans, covering
substantially all full-time employees, were transferred to the Company
pursuant to the purchase agreement. With regard to the 2001 Belliss &
Morcom acquisition, the majority of the employees are based in the
United Kingdom and are provided retirement benefits under a contribu-
tory defined benefit pay and service related plan. Under the Company’s
purchase agreement, these employees are allowed to continue to partici-
pate in the seller’s benefit plan for a period of up to one year from the
acquisition date. Within this one-year timeframe, the Company will
establish a similar retirement plan arrangement allowing employees the
option of transferring their accumulated benefit. The purchase agree-
ment also requires the transfer from the seller’s plan of plan assets in
excess of the transferred accumulated benefit obligation. Funding
required by the Company related to its employees’ temporary participa-
tion in the seller’s plan subsequent to the acquisition date has been, and
is anticipated to be, a de minimus amount.

The Company also sponsors defined contribution plans. Benefits are
determined and funded annually based on terms of the plans or as

stipulated in a collective bargaining agreement. Certain of the
Company's full-time salaried and nonunion hourly employees are
eligible to participate in Company-sponsored defined contribution
savings plans, which are qualified plans under the requirements of
Section 401(k) of the Internal Revenue Code. The Company's
matching contributions to the savings plans are in the form of the
Company's common stock.

The full-time salaried and hourly employees of the Company’s opera-
tions in Finland have pension benefits which are guaranteed by the
Finnish government. Although the plans are similar to defined benefit
plans, the guarantee feature of the government causes the substance of
the plans to be defined contribution. Therefore, the discounted future
liability of these plans is not included in the liability for defined ben-
efit plans, but the expense for the Company’s contribution is included
in the pension benefit cost for defined contribution plans.

Salaried employees who retired prior to 1989, as well as certain other
employees who were near retirement and elected to receive certain
benefits, have retiree medical, prescription and life insurance benefits.
All other active salaried employees do not have postretirement med-
ical benefits. The hourly employees have separate plans with varying
benefit formulas. In all cases, however, currently active hourly
employees, except for certain employees who are near retirement,
will not receive healthcare benefits after retirement. All of the
Company's postretirement medical plans are unfunded.

The following tables provide a reconciliation of the changes in both
the pension and other postretirement plans benefit obligations and fair
value of assets over the two-year period ending December 31, 2001,
and a statement of the funded status as of December 31, 2001 and 2000:

Other
Pension Benefits Postretirement Benefits
2001 2000 2001 2000
Reconciliation of benefit obligation
Obligation at January 1 $50,701 48,860 $ 25,963 25,261
Service cost 2,072 1,819 23 13
Interest cost 3,701 3,671 2,083 1,894
Actuarial loss 1,848 1,779 4,167 2,380
Plan amendments — — — (1,100)
Benefit payments (3,957) (5,206) (2,355) (2.485)
Acquisitions 3,158 — 490 —
Effect of foreign currency exchange rate changes (141) (222) — —
Obligation at December 31 $57,382 50,701 $ 30,371 25,963
Reconciliation of fair value of plan assets
Fair value of plan assets at January 1 $50,874 56,082
Actual return on plan assets (1,425) (255)
Acquisitions 3,386 —
Employer contributions 1,320 253
Benefit payments (3,957) (5,206)
Fair value of plan assets at December 31 $50,198 50,874 $ — —
Funded status
Funded status at December 31 $(7,184) 173 $(30,371) (25,963)
Unrecognized transition liability 22 32 — —
Unrecognized prior-service cost (709) (795) (2,555) (3,861)
Unrecognized loss (gain) 1,917 (4,471) (6,842) (12,040)
Accrued benefit liability at December 31 $ (5,954) (5,061) $(39,768) (41,864)

IZ/
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The aggregate accumulated benefit obligation and fair value of plan
assets for pension plans with accumulated benefit obligations in
excess of plan assets at December 31, 2001 and 2000 are as follows:

December 31,
2001 2000
Accumulated benefit obligation $55,077 8,521
Fair value of plan assets $48,770 3,469

The following table provides the components of net periodic benefit
expense (income) for the plans for the years ended December 31,
2001, 2000 and 1999.

Pension Benefits

Other Postretirement Benefits

Year ended December 31, Year ended December 31,

2001 2000 1999 2001 2000 1999

Service cost $ 2,072 1.819 1,721 $ 23 13 24

Interest cost 3,701 3,671 3,453 2,083 1,894 1.877

Expected return on plan assets (4,441) (4,480) (4,424) —_ — —

Amortization of transition liability (asset) 10 10 (2006) —_ — —

Amortization of prior-service cost (86) (85) 167 (1,307) (1,279) (1,200)

Amortization of net loss (gain) 2 422) 4 (1,030) (2,023) (1,673)

Net periodic benefit expense (income) 1,258 513 715 $ (23D (1,395) (972)
Defined contribution plans 3,688 3,230 3,471
Total retirement plan expense $ 4,946 3,743 4,186

Computational Assumptions
Pension and Other Postretirement Benefits

Net Periodic Expense Benefit Obligation

Year ended December 31, December 31,
2001 2000 1999 2001 2000
Discount rate 7.75% 8.25% 6.75% 7.25% 7.75%
Pension Benefits
Rate of increase in compensation levels 5.00% 5.00% 5.00% 5.00% 5.00%
Expected long-term rate of return on assets 9.00% 9.00% 8.50% — —

For measurement purposes, the annual rate of increase in the per
capita cost of covered healthcare benefits assumed for 2002 was
8.5% for all participants. The rates were assumed to decrease
gradually each year to a rate of 5.5% for 2007 and remain at that
level thereafter.

Assumed healthcare cost trend rates have a significant effect on the
amounts reported for the postretirement medical plans. A one per-
centage point change in assumed healthcare cost trend rates would
have the following effects:

One Percentage Point

Effect on total of service and interest cost components of
net periodic other postretirement benefit cost - increase (decrease)
Effect on the postretirement benefit obligation - increase (decrease)

Increase Decrease
7.3% (6.5%)
7.9% (7.0%)
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Note 7: Stock-Based Compensation Plans

Under the Company's Long-Term Incentive Plan (the “Incentive
Plan”), designated employees are eligible to receive awards in the
form of stock options, stock appreciation rights, restricted stock
grants or performance shares, as determined by the Management
Development and Compensation Committee of the Board of
Directors. An aggregate of 3,500,000 shares of common stock has
been authorized for issuance under the Incentive Plan. Through
December 31, 2001, the Company has granted options on 2,857,309
shares. Under the Incentive Plan, the option exercise price equals the
fair market value of the common stock on the date of grant. Under
the terms of existing awards, one-third of employee options granted
become vested and exercisable on each of the first three anniversaries
of the date of grant. The options granted to employees in 1999, 2000
and 2001 expire ten years after the date of grant.

Under the Incentive Plan, each nonemployee director is automatically
granted an option to purchase 3,000 shares of common stock on the
day after each annual meeting of stockholders. These options are
granted at the fair market value of the common stock on the date of
grant, become exercisable on the first anniversary of the date of grant
(or upon retirement, death or cessation of service due to disability, if
earlier) and expire five years after the date of grant.

The Company also has an employee stock purchase plan (the “Stock
Purchase Plan™), a qualified plan under the requirements of Section
423 of the Internal Revenue Code, and has reserved 900,000 shares
for issuance. In November 1999, the Stock Purchase Plan was
amended to permit eligible employees to purchase shares at the lesser
of 90% of the fair market price of the common stock on either the
offering date or the exercise date. At that time, the Stock Purchase

Plan was also amended to require participants to have the purchase
price of their options withheld from their pay over a one-year period.
The exercise date for the 1999 offering was January 2, 2001, at which
time employees elected to purchase 118,136 shares at an offering
price of $10.74 per share, the fair market price on the offering date.

In November 2000, the Stock Purchase Plan was amended to permit
eligible employees to purchase shares at the lesser of 85% of the
fair market price of the common stock on either the offering date

or the exercise date. The exercise date for the 2000 offering was
January 2, 2002. As of December 31, 2001, employees had enrolled
to purchase 69,642 shares at an offering price of $15.36 per share
under the 2000 offering.

In November 2001, the Stock Purchase Plan was again offered to
eligible employees under the same provisions as the 2000 offering.
The exercise date for the 2001 offering is January 2, 2003. As of
December 31, 2001, employees had enrolled to purchase 74,453
shares under the 2001 offering.

The Company accounts for both the Incentive Plan and the Stock
Purchase Plan using the intrinsic value methodology prescribed by
APB Opinion No. 25, “Accounting for Stock Issued to Employees.”
Statement of Financial Accounting Standards No. 123, “Accounting
for Stock-Based Compensation” (“SFAS 123” or the “Statement”),
requires pro forma disclosure of the impact on earnings as if the com-
pensation costs for these plans had been determined consistent with
the fair value methodology of this Statement. The Company's net
income and earnings per share would have been reduced to the fol-
lowing pro forma amounts under SFAS 123:

Year ended December 31,

2001 2000 1999

Net income As reported $22,024 18,684 18,048
Pro forma 20,731 17,393 17,043

Basic earnings per share As reported $ 1.42 1.22 1.20
Pro forma 1.33 1.14 1.13

Diluted earnings per share As reported $ 1.40 1.21 1.18
Pro forma 1.31 1.12 1.11

A summary of the status of the Company's Incentive Plan at
December 31, 2001, 2000 and 1999, and changes during the years

then ended, is presented in the table and narrative below (underlying
shares in thousands):

2001 2000 1999
Wtd. Avg. Wtd. Avg. Wtd. Avg.
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Options outstanding, beginning of year 1,071 $16.60 1,072 $13.99 1,077 $12.36
Granted 204 19.78 275 17.42 223 13.00
Exercised (145) 15.08 (225) ) 4.03 (219) 476
Forfeited 24 23.75 5D 20.72 ® 19.36
Options outstanding, end of year 1,106 17.26 1,071 16.60 1,072 13.99
Options exercisable, end of year 630 16.93 621 16.09 647 11.11
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The following table summarizes information about fixed-price stock
options outstanding at December 31, 2001 (underlying shares in
thousands):

Options Outstanding Options Exercisable

Wid. Avg.

Number Remaining Witd. Avg. Number Wwtd. Avg.

Range of Outstanding Contractual Exercise Exercisable Exercise
Exercise Prices at 12/31/01 Life Price at 12/31/01 Price
$ 5.00-10.00 206 4.4 years $ 874 206 $ 8.74
10.01 - 15.00 192 7.4 12.74 117 12.65
15.01 - 20.00 460 7.6 18.27 136 17.09
20.01 - 30.00 248 54 25.96 231 26.33

The fair value of each option granted under the Incentive Plan and the
Stock Purchase Plan is estimated on the date of grant using the

Black-Scholes option pricing model. The following weighted average
assumptions were used for grants in 2001, 2000 and 1999, respective-
ly: risk-free interest rates of 3.9%, 6.5% and 5.4%; expected volatility

of 36%, 38% and 38%; and expected lives of 3.5, 3.3 and 2.9 years.
The valuations assume no dividends are paid. The weighted average
fair values of options granted in 2001, 2000 and 1999 were $6.67,
$6.34 and $4.07, respectively.

Note 8: Stockholders' Equity and Earnings Per Share

At December 31, 2001 and 2000, 50,000,000 shares of $0.01 par
value common stock and 10,000,000 shares of $0.01 par value pre-
ferred stock were authorized. Shares of common stock outstanding at
December 31, 2001 and 2000, were 15,690,607 and 15,371,491,
respectively. No shares of preferred stock were issued or outstanding
at December 31, 2001 or 2000. The shares of preferred stock, which
may be issued without further stockholder approval (except as may be
required by applicable law or stock exchange rules), may be issued in
one or more series, with the number of shares of each series and the
rights, preferences and limitations of each series to be determined by

the Board of Directors. The Company has a Stockholders’ Rights
Plan, under which each share of Gardner Denver’s outstanding com-
mon stock has an associated preferred share purchase right. The
rights are exercisable only under certain circumstances and allow
holders of such rights to purchase common stock of Gardner Denver
or an acquiring company at a discounted price, which generally
would be 50% of the respective stock’s current fair market value.

The following table details the calculation of basic and diluted
earnings per share:

Year ended December 31,
2001 2000 1999
Net Witd.Avg. Amt.Per Net Wid.Avg.  Amt. Per Net Wtd.Avg. Amt. Per
Income Shares Share Income Shares Share Income Shares Share
Basic earnings per share:
Income available to
common stockholders $22,024 15,552,543 $1.42 $18.,684 15,300,222 $1.22 $18,048 15,018,219 $1.20
Diluted earnings per share:
Effect of dilutive securities:
Stock options granted
and outstanding — 230,582 — 189,188 — 340,057
Income available to
common stockholders
and assumed conversions  $22,024 15,783,125 $1.40 $18.684 15,439,410 $1.21 $18,048 13,358,276 $1.18
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Note 3: Long-term Debt and Other Borrowing Arrangements

December 31,

2001 2000
Credit Line, due 2003 $ 84,000 81,082
Interim Credit Agreement, due 2002@ 50,000 —
Unsecured Senior Note, due 2006 25,000 30,000
Variable Rate Industrial Revenue Bonds, due 2018 8,000 9,500
Other 605 1,007
Long-term debt, including current maturities 167,605 121,589
Current maturities of long-term debt 7,375 5,781
Long-term debt, less current maturities $160,230 115,808

(1) The facility was effective January 20, 1998. The loans under the facility may be denominated in U.S. Dollars or several foreign currencies. Ar December 31, 2001, the
outstanding balance consisted of one U.S. Dollar loan of $§84,000. Loans of DEM 20,000 and EUR 27.000, which were outstanding at December 31, 2000. were repaid
as of July 13 and July 27, 2001, respectively. The interest rates under the facility vary and are based on prime, federal funds and/or LIBOR for the applicable currency,
and the Company's debt to adjusted income ratio. As of December 31, 2001, the rate for the U.S. Dollar loan was 3.2%, and averaged 4.5% and 5.4% for the U.S. Dollar
loan and the foreign denominated loans, respectively, for the year ended December 31, 2001.

(2) On September 10, 2001, the Company entered into an Interim Credit Agreement due upon maturity in March 2002. The interest rate varies with prime, federal funds
and/or LIBOR. As of December 31, 2001, this rate was 4.1% and averaged 4.5% for the year ended December 31, 2001.

(3) On September 26, 1996, the Company entered into an Unsecured Senior Note Agreement at a fixed interest rate of 7.3%. This debt matures in 2006 and requires equal

annual principal payments from 2000 to 2006.

(4) The interest rate varies with market rates for tax-exempt industrial revenue bonds. As of December 31, 2001, this rate was 1.7% and averaged 2.9% for the year ended

December 31, 2001.

On January 20, 1998, the Company entered into a Revolving Line of
Credit Agreement with an aggregate $125,000 borrowing capacity
(the “Credit Line”) and terminated the previous agreement. On
December 31, 2001, the Credit Line had an outstanding balance of
$84,000, leaving $41,000 available for future use or to issue as letters
of credit. The total debt balance will mature on January 20, 2003. In
September 1996, the Company obtained fixed rate financing by enter-
ing into an unsecured senior note agreement for $35,000. This note
has a ten-year final, seven-year average maturity with principal pay-
ments that began in 2000. Both of these borrowing agreements are
unsecured and permit certain investments and dividend payments.
There are no material restrictions on the Company as a result of these
agreements, other than customary covenants regarding certain earn-
ings, liquidity and capital ratios.

On April 23, 1998, the Fayette County Development Authority issued
$9,500 in industrial revenue bonds, on behalf of the Company, to
finance the cost of constructing and equipping a new manufacturing
facility in Peachtree City, Georgia. On July 2, 2001, the Company
prepaid $1.500 of principal from unused funds. The remaining princi-
pal for these industrial revenue bonds is to be repaid in full on March 1,
2018. These industrial revenue bonds are secured by a letter of credit.

On September 10, 2001, the Company borrowed $50,000 under an
Interim Credit Agreement, most of which was used to complete the
Hoffman acquisition. The Interim Credit Agreement expires in
March 2002.

On March 6, 2002, the Company amended and restated the Credit
Line, increasing the aggregate borrowing capacity to $150,000 and
extending the maturity date to March 6, 2005. Subject to approval by
lenders holding more than 75% of the debt, the Company may
request up to two, one-year extensions. The total debt balance will be
due upon final maturity. The amended and restated agreement also
provided for an additional $50,000 Term Loan. Proceeds from the
Term Loan were used to retire debt outstanding under the Interim
Credit Agreement. The five-year term loan requires principal pay-
ments of $2,500 in years one and two, and $15,000 in years three
through five. Other terms and conditions of the Term Loan are similar
to those of the Credit Line. The long-term classification and maturities
of the Credit Line and the Interim Credit Agreement reflect the
completion of this refinancing.

Maturities of long-term debt for the five years subsequent to
December 31, 2001 and thereafter, are $7,375, $7,500, $16,875,
$104,000, $20,000 and $11,855, respectively.

Cash paid for interest in 2001, 2000 and 1999 was $6,900, $8.483
and $5,489, respectively.

The rentals for all operating leases were $2,981, $2,453, and
$2,437 in 2001, 2000 and 1999, respectively. Future minimum
rental payments for operating leases for the five years subsequent
to December 31, 2001 and thereafter are $3,083, $2,229, $1,671,
$476, $379 and $909, respectively.
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Note 10: Income Taxes

The following table details the components of the provision for
income taxes. A portion of these income taxes will be payable within
one year and are therefore classified as current, while the remaining
balance 1s deferred.

Year ended December 31,
2001 2000 1999
Income taxes
Current:
U.S. federal $ 9,708 7,130 5,298
U.S. state and local 1,109 815 605
Non-U.S. 1,149 1,192 404
Current 11,966 9,137 6,307
Deferred:
U.S. federal 622 1.860 4,309
U.S. state and local 71 213 493
Deferred 693 2,073 4,802
Provision for income taxes $12,659 11,210 11,109

The following table reconciles the statutory U.S. federal corporate
income tax rate to the Company’s effective tax rate (as a percentage
of the Company’s income before income taxes):

Year ended December 31,

2001 2000 1999
U.S. federal income tax rate 35.0% 35.0 35.0
Changes in the tax rate resulting from:
State and local income taxes 3.1 34 34
Nondeductible goodwill 3.5 42 35
Foreign sales corporation benefit 2.3) (3.0) (2.5)
Other, net (2.8) 2.0 (1.3)
Effective income tax rate 36.5 37.5 38.1
December 31,
2001 2000
Components of deferred tax balances:
Deferred tax assets:
Reserves and accruals $ 11,608 10,748
Postretirement benefits other than pensions 15,502 16,327
Other 1,824 955
Total deferred tax assets 28,934 28,030
Deferred tax liabilities:
LIFO inventory (3,502) (3,569)
Plant and equipment (5,577) (5,933)
Intangibles (3,951) (2,289)
Other (8,855) (8,497)
Total deferred tax liabilities (21,885) (20,288)

Net deferred tax assets

$ 7,049 7,742
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For U.S. income tax purposes, the Foreign Sales Corporation (FSC)
has been replaced by the Extraterritorial Income Exclusion (EIE) on
the Company's U.S. export sales for 2002 and beyond. Consistent
with the FSC, the EIE will lower the effective tax rate on income
from U.S. export sales.

U.S. deferred income taxes are not provided on certain undistributed
earnings of non-U.S. subsidiaries because the Company intends to

reinvest such earnings indefinitely. The estimated amount of income
taxes that would be incurred should such earnings be distributed is
not significant due to available foreign tax credits and earnings and
profit levels.

Cash paid for income taxes in 2001, 2000 and 1999 were $13,814,
$9,189 and $7,234, respectively.

Note 11: Off-Balance Sheet Risk, Concentrations of Credit Risk

and Fair Value of Financial Instruments

Off-Balance Sheet Risk and Concentrations
of Credit Risk

There were no off-balance sheet derivative financial instruments as of
December 31, 2001 and 2000.

Concentrations of credit risk with respect to trade receivables are lim-
ited due to the wide variety of customers and industries to which the

Company's products are sold, as well as their dispersion across many
different geographic areas. As a result, the Company does not consid-

er itself to have any significant concentrations of credit risk as of
December 31, 2001.

Fair Value of Financial Instruments

The Company's financial instruments consist primarily of cash and
equivalents, trade receivables, trade payables and debt instruments.
The book values of these instruments are not materially different
from their respective fair values.

Note 12: Contingencies

The Company has been identified as a potentially responsible party
with respect to various sites designated for cleanup under various
state and federal laws. The Company does not own any of these sites.
The Company is also a party to various other legal proceedings and

administrative actions, which are of an ordinary or routine nature.
The Company believes that the costs related to these sites and other
litigation will not have a materially adverse effect on its consolidated
financial position, results of operations or liquidity.

Note 13: Quarterly Financial Information (Unaudited)

2001 Quarter Ended

March 31, June 30, Sept. 30, Dec. 31,*
Revenues $100,896 104,554 103,426 110,894
Gross margin® 29,442 31,247 30,882 33,950
Net income ® 4,799 6,444 5,552 5,229
Basic earnings per share $ 031 0.41 0.36 0.33
Diluted earnings per share $ 031 0.41 0.35 0.33

2000 Quarter Ended

March 31,% June 30, Sept. 30, Dec. 31,
Revenues $ 89,166 94,888 91,614 103,690
Gross margin® 26,259 28,201 25,568 31,040
Net income 3,951 4,648 4,026 6,059
Basic earnings per share $ 026 0.30 0.26 0.39
Diluted earnings per share $§ 026 0.30 0.26 0.39

(1) Gross margin equals revenues less cost of sales.

(2) Includes gains of 3466, $439 and $385 in quarters ended March 31, June 30 and Sept. 30, respectively, for litigation settlement proceeds. Includes $337 gain from inter-

est income on a tax settlement in quarter ended June 30.

(3) Includes a gain of $413 in net income related to the sale of the Company’s idle facility in Syracuse, NY.

(4) Includes an increase in net income in 2001 and 2000 of $319 and $427, respectively, related to LIFO inventory liquidations. Net income in 2000 also includes a gain of
3605 for litigation settlement proceeds and a charge of $906 for expenses associated with an unconsummated acquisition.
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Note 14: Segment Information

The Company is organized based on the products and services it
offers. Under this organizational structure, the Company has three
operating divisions: Compressor, Blower and Pump. These divisions
comprise two reportable segments, Compressed Air Products and
Pump Products. The Compressor and Blower Divisions are aggregat-
ed into one reportable segment (Compressed Air Products) since the
long-term financial performance of these businesses are affected by
similar economic conditions, coupled with the similar nature of their
products, manufacturing processes and other business characteristics.
The Pump Products segment was formerly the Petroleum Products
segment. The name was changed in 2001 due to the inclusion of the
Company’s water jetting operations within this segment (and the
Pump Division), which expanded its scope beyond petroleum-related
products. The Company’s water jetting operations were previously
included in the Compressed Air Products segment. Prior period
segment information has been restated to conform with the current
year presentation.

In the Compressed Air Products segment, the Company designs,
manufactures, markets and services the following products and related
aftermarket parts for industrial and commercial applications: rotary
screw, reciprocating, sliding vane and centrifugal compressors; and
positive displacement and centrifugal blowers. The markets served
are primarily in the United States, but a growing portion of revenue
is from exports and expanding European operations.

The Pump Products segment designs, manufactures, markets and
services a diverse group of pumps, water jetting systems and related
aftermarket products used in oil and natural gas production, well
servicing and drilling, and industrial cleaning and maintenance.

The accounting policies of the segments are the same as those
described in Note 1. The Company evaluates the performance of its
segments based on income before interest expense, other income, net
and income taxes. Certain assets attributable to corporate activity are
not allocated to the segments. Unallocated assets primarily consist of
cash and equivalents and deferred tax assets. Intersegment sales and
transfers are not significant.

Revenues Operating Earnings Identifiable Assets
Year ended December 31, Year ended December 31, December 31,
2001 2000 1999 2001 2000 1999 2001 2000
Compressed Air Products $308,028 306,679 289,091 $22,176 30,938 30,858 $368,775 289,674
Pump Products 111,742 72,679 37,976 16,100 4,465 2,357 82,884 76,226
Total $419,770 379,358 327,067 38,276 35,403 33215 451,659 365,900
Interest expense (6,796) (7.669) (5,934)
Other income, net 3,203 2,160 1,876

Income before income taxes

General corporate

Total assets

$34,683 29.894 29,157

37,029 37,981
$488,688 403,881
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Year ended December 31,

2001 2000 1999

Income from reductions of inventory quantities resulting in liquidations

of LIFO inventory layers, included in operating earnings above:
Compressed Air Products $ 459 610 369
Pump Products 43 73 38
Total $ 502 683 407
Depreciation and amortization, included in operating earnings above:
Compressed Air Products $14,281 13,478 12,286
Pump Products 3,286 2,403 1,936
Total $17,567 15,881 14,222
] Capital expenditures:

) Compressed Air Products $ 8,856 11,141 10,381
Pump Products 2,668 2,408 1,560
Total $11,524 13,549 11,941

Year ended December 31,

2001 2000 1999
Revenues outside the United States were
comprised of sales to unaffiliated companies in:
Europe $ 65,511 53,877 49,647
Canada 24,315 21,838 14,300
Latin America 18,186 13,214 12,268
Asia 14,048 13,745 6,904
Other 5,844 4,554 11,252
Total $127,904 107,228 94,371
December 31,
2001 2000
Net long-lived assets by geographic area are as follows:
United States $254,271 197,775
Europe 25,909 20,908
Other 2,754 —

Total $282,934 218,683




Stock Information

Gardner Denver’s common stock has traded on the New York Stock
Exchange since August 14, 1997, under the ticker symbol GDI. Prior
to this date, the Company’s common stock traded on

the Nasdaq National Market tier of the Nasdaq Stock Market under
the symbol GDMI.

The quarterly high and low sales prices for the Company’s common
stock for the two most recent years, as reported by the New York
Stock Exchange, are as follows:

2001 Quarter Ended

March 31, June 30, September 30, December 31,

High 21.20 20.99 24.00 22.93

Low 17.00 17.65 19.65 20.00

2000 Quarter Ended

March 31, June 30, September 30, December 31,

High 20.75 19.63 17.94 21.30

Low 16.00 16.81 14.25 14.94
As of March 1, 2002, there were approximately 8,400 holders of Form 10-K

record of Gardner Denver’s common stock.

Dividends

Gardner Denver has not paid a cash dividend since its spin-off from
Cooper Industries, Inc. in April 1994. The cash flow generated by the
Company is currently utilized for debt service and capital accumula-
tion and reinvestment.

Transfer Agent and Registrar

EquiServe

P.O. Box 2500

Jersey City, NI 07303-2500

(800) 519-3111

(201) 324-1225

(201) 222-4955 (for the hearing impaired)
E-mail address: equiserve @equiserve.com

News Releases by Fax

Gardner Denver’s news releases, including the quarterly
earnings release, are available by fax, without charge, by calling
(800) 758-5804, extension 303875, or by visiting our website at
www.gardnerdenver.com.

A copy of the annual report on Form 10-K filed with the Securities
and Exchange Commission is available, without charge, upon
written request to the Corporate Secretary at the Company’s address
indicated below.

Annual Meeting

The 2002 Annual Meeting of Stockholders will be held
on May 7 at the Holiday Inn, 201 South Third Street, Quincy, IL,
starting at 1:30 p.m.

Corporate Offices

Gardner Denver, Inc.

1800 Gardner Expressway

Quincy, IL 62305

(217) 222-5400

E-mail address: mktg@gardnerdenver.com
website address: www.gardnerdenver.com

Internet Access

For access to information on your Gardner Denver investment via the
Internet, registered stockholders may contact the Company’s transfer
agent at (877) 843-9327 for a personal identification number and then
visit their website at www.equiserve.com.




2001 Garaner Denver Annual Heport

37

BOARD OF DIRECTORS

Ross J. Centanni
Chairman, President and Chief Executive Officer
Gardner Denver, Inc.

Donald G. Barger, Jr.
Senior Vice President and Chief Financial Officer
Yellow Corporation

Frank J. Hansen
President and Chief Executive Officer (retired)
IDEX Corporation

Raymond R. Hipp
Chairman, President and Chief Executive Officer
Alternative Resources Corporation

Thomas M. McKenna
President
United Sugars Corporation

Diane K. Schumacher
Senior Vice President, General Counsel and Secretary
Cooper Industries, Inc.

Richard L. Thompson
Group President and Executive Office Member
Caterpillar Inc.

Gardner Denver, Gardner Denver Water Jetting Systems, Air Relief, Inc., Air Relief, Allen-Stuart Equipment Co., Allen-Stuart, Champion, CRS Power Flow, CRS, Hamworthy Belliss &
Morcom, Belliss & Morcom, Hoffman Air and Filtration Systems, Hoffman, Invincible Air Flow Systems, Jetting Systems & Accessories, JSA, Lamson, Tamrotor, TCM, Wittig and their

CORPORATE OFFICERS

Ross J. Centanni
Chairman, President and Chief Executive Officer

Michael S. Carney
Vice President and General Manager,
Blower Division

Helen W. Cornell
Vice President, Strategic Planning and Operations Support

Steven M. Krivacek
Vice President, Human Resources

Tracy D. Pagliara
Vice President, General Counsel and Secretary

Daniel C. Rizzo, Jr.
Vice President and Corporate Controller

Philip R. Roth
Vice President, Finance and Chief Financial Officer

J. Dennis Shull
Vice President and General Manager,
Compressor Division

Richard C. Steber
Vice President and General Manager,
Pump Division

related trademark designs and logotypes are service/trademarks and/or trade names of Gardner Denver, Inc., its subsidiaries or investments.

Bang and Olufsen, Coca-Cola, Chelsea Milling Co., General Motors, Electro-Motive Division, IBM, Intel, Jiffy, Nokia, Pneumatic, Saab, Sprite, Western Container and their related
trademarks and logotypes used within this Annual Report are the trade names, service/trademarks and/or logotypes of the respective companies.
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