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In thousands, except per share data 2001 % Change 2000 % Change 1999
Net Sales $ 964,868 (3.1) $ 996,059 (1.6) $ 1,012,665
Net Earnings” 43,832 (27.3) 60,333 15.3 52,330
Net Earnings Per Share:
Basic 213 (27.1) 2.92 21.2 2.4
Diluted 2.12 (26.9) 2.90 20.8 2.40
Cash Dividends Per Share-Declared
First Quarter $ 0.305 $ 0.295 $ 0.285
Second Quarter 0.305 0.295 0.285
Third Quarter 0.305 0.295 0.285
Fourth Quarter 0.315 0.305 0.295
Total Year S 1.230 3.4 $ 1.190 3.5 $ 1.150

December 31

Current Assets $ 450,174 $ 427179 $ 428,118
Current Ratio 2.4 3.2 2.8
Working Capital $ 264,099 $ 294,444 $ 274,085
Shareholders’ Equity 488,996 474157 454,075
Shareholders’ Equity Per Share 23.69 23.06 21.86
Stock Price Comparison:
Common Stock
First Quarter $26.30-46.75 $21.88-26.25 $28.13-41.63
Second Quarter 25.70-31.00 22.25-30.25 28.38-37.25
Third Quarter 25.01-32.90 24.06-35.94 28.25-36.25
Fourth Quarter 25.71-35.60 33.50-42.83 23.50-31.75
Year-End Glosing Price 34.76 40.56 24.88
Class A Common Stock
First Quarter $20.90-38.69 $19.75-24.13 $23.38-37.75
Second Quarter 21.60-24.85 20.75-25.88 23.88-32.13
Third Quarter 22.70-28.02 22.38-29.50 22.50-29.56
Fourth Quarter 22.30-30.04 27.00-35.75 19.94-24.50
Year-End Closing Price 30.00 33.50 21.06

(A)In 2001, includes the effect of non-recurring charges of $3,400,000 pre-tax, $2,040,000 after-tax, or $.10 per diluted share,

related to costs associated with the closure of a domestic ma

nufacturing facility and other non-recurring costs.

In 1999, includes the effect of non-recurring charges of $13,500,000 pre-rax, $7,671,000 after-tax, or $.35 per diluted share,
related to costs associated with the closure of a domestic manufacturing facility and other non-recurring costs.
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Dear Shareholder:

Record snowfall and ice storms at year-end 2000 turned out
to be a harbinger of 2001's unpredictable business conditions. The
growing economic downturn was evident in Bandag's first quarter
results, and as the year progressed, the commercial transportation
industry and the economy continued to be affected by recession
and erratic energy prices. Just as energy prices began to ease after
a mid-year spike, the economy was knocked to its knees by the
horrific events of September 11,

By maintaining a clear focus on the tire management needs

of trucking fleets, Bandag’s dealer strength and support have
remained steadfast despite unpredictable business conditions.
Bandag’s continued customer-centric focus, prudent use of
resources and strong Strategic Alliance of dealers will keep

us on a steady path toward the achievement of Bandag’s vision.

Bandag’s unwavering focus on the needs of trucking fleets enabled
us to navigate through this difficult business environment and dealer
strength and support remained steadfast throughout the year.

Though lessened by the effects of the recession, net income
of $43.8 million and Bandag’s strong balance sheet attest to
the fundamental vitality of both Bandag and the Strategic Alliance,
Bandag’s network of more than 1,100 independent retread tire
dealers.

Financial
Highlights

(n 2001, Bandag earned
consolidated net income of
$43.8 million, or $2.12 per
diluted share, on consolidated
net sales of $364.9 million. This
compares fo 2000 net earnings
of $60.3 million, or $2.90 per
diluted share, on consolidated
net sales of $996.1 million.
2001 results included net
non-recurring pretax charges
of $3.4 million, or $0.10 per
diluted share. Earnings benefited
approximately $4.1 million, or
$0.20 per diluted share, from
a lower effective tax rate, resulting
from beneficial audit settlements
and an evaluation of the adequacy
of prior year accruals. Results
in 2000 included the benefit of
$0.16 per diluted share primarily
from the favorable resolution
of foreign tax issues. Excluding
the items above, results for the year are $2.02 per diluted share
in 2001 versus $2.74 per diluted share in 2000.
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Global Performance

Worldwide, volatile energy prices led to increased raw material
and manufacturing costs, before settling down late in 2001. Even
though energy prices eased, industry results were dampened by
the growing recession. Excess new replacement truck tire inventories
at year-end 2000, which put pressure on prices and had a negative
impact on retread demand, worked their way through the distribution
channel, and during 2001 retread sales improved in the final two
months of the year.

In North America, a slowing economy and trucking industry
weakness continued to drive the market dynamics affecting
replacement as well as original equipment tire markets. In the past
24 months, the industry saw nearly 8,000 fleets (with five or more
trucks) go out of business. This trend — amplified by bad weather,
roller coaster energy prices, excess new tire inventories
and slow truck sales — added to tire industry woes.

Nevertheless in the face of these challenges, Bandag's
North American commercial truck retread tire sales fared
better than the rest of the industry, declining less than
the industry as a whole. An April price increase and, during
the second half of the year, lower energy prices helped
margins recover. By year-end, signs of improvement were
evident in the new tire versus retread mix at the dealer level.
Bandag’s North American retread equipment sales also
brightened the picture, rising to the highest level in recent
years as dealers took delivery on Bandag’s newest technology,
introduced a year earlier.

In Eurcope, the retread market remained relatively weak.

A soft Euro and the oversupply of new replacement tires
limited sales of Bandag's premium retreads as European
new-tire producers cut prices to relieve inventories.
Consolidation among new-tire producers and commercial-
tire distributors further intensified the recessionary pressures
in European markets.

Eisewhere in the world, South American retread sales
declined as Brazil experienced an economic backwash from
the Argentine monetary crisis and slowing Latin American
economies. In other markets, including Asia, the Caribbean
and South Africa, recession and the adverse impact of energy
prices were sufficient to undermine the year's performancs.

By year-end 20071,
lower casing prices
reflected the growing
supply of retreadable
casings in the market.
Modest margin recovery
in most aspects of
Bandag’s traditional
business was evident,
Market-specific initiatives and the rationalization of Bandag’s global
production capacity also helped moderate the recession’s impact on
the year’s performance.

Like most Bandag dealers, Tire Distribution Systems, Inc. (TDS),
the company’s wholly-owned distribution subsidiary, contended with
the year’s economic challenges. Notably, TDS maintained its sales

Bandag’s ability lo proactively respond to the evolving
needs of fleet customers is driven by the knowledge
and expertise of Bandag employees and dealers, and the
company’s commitment to research and development.

Bandag, Incorporated




levels throughout 2001, delivering sales within one percentage point
of 2000 on a same-store basis. Gross margins, however, narrowed
due to internal factors, such as iess favorable cost absorbtion and
lower tire volume bonuses from new tire suppliers as a result of
lower new tire volume. As TDS moves into 2002, it is sharply focused
on the key process improvements necessary to strengthen margins
and grow revenues.

Bandag continued working to mitigate the anticipated faliout
from emerging issues in legislative and regulatory arenas in both
the U.S. and Europe. Bandag began to work closely with European
dealers to meet the new certification requirements of Regulation 109.
In the U.S., the legislative fallout from the Bridgestone/Firestone recall,
most notably the Transportation Recall Efficiency, Accountability and
Documentation Act (TREAD), has yet to produce specific major
commercial truck tire regulations. Nevertheless, Bandag continues
to carefully monitor current regulatory initiatives at the
National Highway Traffic Safety Administration (NHTSA).

Sharpening OQur Focus

We are not unique in the challenges we face.

They are shared with every tire dealer, fleet customer
and competitor. What is unique about Bandag's ability
i to perform under tough conditions is our vision of

the industry's future and our path to success within
that vision.

At Bandag, our point of focus is satisfying the needs
of our fleet customers — simple, straightforward, not
garth-shattering. And, as you may know, fieet customers
have been our principal focus for some time. What has
changed, however, and what will continue to change,
is the increasing clarity of this focus and our flexibility
to adjust to changing fieet needs. Our ability to identify
and address clear, distinctive fleet customer needs is what
enables us to step around, over and under the obstacles

that would otherwise impede our progress. This same
clear-sighted resilience also helps us convert these
challenges to profitable opportunities for Bandag and
its Strategic Alliance dealers.

During 2001, Bandag increased its customer-centric focus in
North America by successfully aligning Bandag resources, including
Tire Management Solutions (TMS), into an integrated sales force
whose mission is to address important needs in a broad cross-section
of fleets. Today, Bandag fleet customer teams are staffed with the
sales, marketing, customer service, technical service, financial and
information systems expertise necessary to deliver fully integrated
services — everything from tire retreading to complete tire
management outsourcing — tailored to a fleet's individual needs.
Mainstreaming the information-intensive tire management outsourcing
services is just one way we are expanding Bandag’s ability to
customize tire management solutions according to each fleet's
needs and systems sophistication.

Another avenue is ever-stronger quality assurance standards.

In fourth quarter 2001, Bandag, whose manufacturing plants have
garned 1SO 9001:2000 certification, began a pilot program 1o
enable dealers to obtain certification. The first of three dealerships
successfully completed the required manufacturing audits of their
shops and received certification under Bandag's quality program.
Open 1o alf Bandag Strategic Alliance dealers, this program enables
dealer shops to provide fleet customers the assurance of Bandag
ISO 9001:2000 manufacturing quality certification.

Moving Forward

Even though the challenges of 2001 were many, it was also a year
of slow, steady progress for which we thank our Board of Directors,
shareholders, dealers, employees, and our many business partners
worldwide for their continued support.

As we begin 2002, dealer encouragement and enthusiasm for
Bandag’s vision and programs have never been more supportive.
Our progress in 2001 further strengthened the foundation on which
we are building a prosperous future. And, while we don’t anticipate the
economy to begin recovering meaningfully before the second half of
2002, we are confident that Bandag will continue to deliver value to the
full range of fleet customers, Bandag dealers and investors worldwide.

Sincerely,

Martin G. Carver, Chairman
Board of Directors




ver the past several years, the transportation and

tire industries in general, and Bandag in particular,

have coped with fundamental and far-reaching
change. Deregulation-driven industry consolidation radically redefined
customers, products and value in virtually every industry. This is no
more evident than in commercial trucking. Relatively simple tasks such
as purchasing tires have become not only integral to a fleet’s supply
chain, but are merging further upstream into its business processes
and revenue generation potential.

Bandag has chosen to deal proactively with this wave of change
by developing a compelling business strategy with change at its
very core: Customized tire management solutions for each and
every customer, Not only does Bandag's business strategy anticipate
change, it embraces the changing dynamics of its markets as the
continuing source of oppartunity. Customer-centric, our strategy starts
from the customer’s perspective. It is predicated on the continuing
evolution (and occasional revolution) in customer needs. Bandag has
a single goal: Satisfying the fleet customer’s changing needs as they
emerge. The Company’s unwavering focus on this single goal defines
our business and our ability to prosper as an organization.

Complexity is a fact of business life for the fleet, dealer and
Bandag alike. Undoubtedly change will continue in the future,
interrupted only occasionally by brief periods of stability. The
transportation industry and tire business will continug to evolve,
sometimes predictably, sometimes not. And all three groups —
Bandag, its dealers and fleet customers — must not only survive
changes we can't foresee, but thrive in the dynamic marksts these
changes dictate. Resiliency, flexibility and creativity are essential,
as is delivering value to investors.

Much has been said and written about understanding and
accepting change in recent years. What we haven't said specifically
is how we've changed, how resilient and flexible we're becoming.
Bandag has invested significantly and appropriately in developing
innovative technology, increasing employee expertise, building dealer
capabilities, designing sophisticated customer-driven products and
services, conducting extensive training, and strengthening quality
assurance to make certain we satisfy fleets” ever-changing needs.

( CHANGE IS THE SOLUTION )

A company may understand customer needs, develop fine products, \
manufacture and market them successfully, grow info an enormously
successful global company, and yet be left behind unless it adapts as
customers’ needs change. Simply put, in a rapidly-evolving industry,
amidst a dynamic global marketplace, those companies that don’t
change will wither and die. Change, therefore, is not the problem.

L Change is the solution. In fact, change is the essence of growth.

Improvement demands change. Challenges drive change.
Differentiating between the two is & matter of focus — of the
perspective and clarity with which we see, understand and
pursue meaningful, real-world needs. The ability of any
supplier, vendor or business partner to develop solutions
that satisfy trucking operators depends heavily on the
provider's ability to focus clearly and identify genuine
fleet needs. That means looking at the market not from the
provider's perspective, but from the fleet’s perspective, and
recognizing that profit will ultimately come from solutions
that address important real-world needs and earn the
fleet’s continuing support.

Any vendor can say “yes” and deliver what a fleet
asks for, but the preferred business partner delivers
a complete solution and more. As flests face intense
competitive pressure, they lock to their providers to help them
cut the cost of doing business, and Bandag is rising to the occasion.
But that path is limited. The other side of the equation is supporting
fieet revenue generation — that is increasing uptime rather than just
minimizing downtime. Admittedly a fine distinction, but nevertheless
a crucial one.

Far more than semantic, the distinction between downtime
and uptime is an important one, at least in the freight transportation
business. The estimated cost of downtime due to a tire-related
highway event averages $370.00 and 2 hours of lost time, plus the
lost utilization of vehicle and driver, potentially jeopardizing a fleet's
on-time delivery record and future business.

Bandag, Incorporated



In recent years, information management technology has accelerated
the speed of change. By developing IT products and using tools like
mobile handheld computers, Bandag and its dealers can provide fleet
customers with important real-world data that helps fleets make
informed tire management decisions.

Bandag's focus zeroes in on uptime — being proactive and
preventative, and supporting revenue growth as well as cost
containment. For example, trucking fleet customers have three major
operating expenses: drivers, fuel and tires. When it comes 1o tires, 65
percent of fleets outsource some tire management or tire maintenance
work. An even closer look reveals that 91 percent of outsourced tire
work is actually performed by tire dealers and retreaders.

This information isn’t new. In fact, it underpins the development
of virtually every Bandag product in the past several years, including
Bandag's proprietary tire management outsourcing capabilities.

Not only does our outsourcing capability, which embraces a broad

range of information and operating factors, help reduce
costs by better managing a fleet’s tire investment over
time, it also encourages the revenue growth side of the
gquation as well. It provides the best available tools and
information to support uptime by preventing downtime.

In 2002, Bandag begins expanding the availability of
TMS tools and information capabilities to a broad range
of fleet sizes and types. By mainstreaming Bandag's
capabilities through a variety of service products, Bandag
is able to address a fleet's tire management issues
with TMS services, individually tailored to the fleet’s
own needs and technical sophistication level,

Early in 2001, Bandag’s Dealer Business Conferance
had the theme of “Today Is Tomorrow,” a profound
statement that has underpinned Bandag’s ability to thrive
over time. Today’s actions are in fact the way we define
tomarrow, Bandag has invested heavily in developing
a broad range of products, technologies, systems, and
business processes for its franchised dealers as well
as itself, s0 each could best perform their respective
roles in delivering fleet services.

Bandag's investments all have a single goal — satisfying
fleet customers worldwide. That's our focal point. That’s
the point where everything comes together. That's where
we and our dealers concentrate our resources and our

energies. That's where our fleet customers derive the most benefit.
"And, that's where Bandag investors stand to gain the most. _]




Dperations Review

rom beginning to end, 2001 was uncertain,

unpredictable, and undeniably challenging for the

trucking industry and its business partners, including
Bandag. Steadfast despite the distractions of a difficult year, Bandag
operations around the world remained focused on fleet customer
needs. As the economic outlook began to brighten at year-end,
Bandag was well positioned to benefit from improving retread sales.

Bandag’s Traditional Business

Worldwide, sales and unit volume in Bandag'’s traditional
business declined from prior-year levels by 4 percent and 6 percent
respectively. During the first half of the year, global sales largely
reflected the growing recession with several factors intensifying
its effects. Excess new replacement tires continued to burden
the distribution channel through the first half of 2001. Energy price
volatility affected both raw material and manufacturing costs in many
markets. Currency issues, including softness in the Euro and the
impact of the Argentine economic crisis, also had an adverse impact,
particularly in export markets.

During the secand half of 2001, the retread picture brightened
somewhat, reflecting the effects of production cuts by new-tire
manufacturers and new replacement tire inventory declines.

Casing prices dropped during the year and this typically points
to higher levels of tires reaching the retread stage, as owners
seek to capture the full value of their tire investments.

Steadfast despite
the distractions

of a difficult year,
Bandag operations
around the world
remained focused
on fleet customer
needs.

flMPACTING VEHICLE UPTIME

From our perspective, transportation companies’ needs are a
matter of raw economics: generate revenues and reduce costs.

Our traditional focus has been on helping fieets reduce expenses:
we lower their operating costs by extending tire life through quality
retreading. Now we turn to the other side of the equation — revenue.
The ability fo generate revenue only exists when trucks are on

the road, wheels turning. Therefore, Bandag’s ability to help fleets
grow revenue rests in our efforts to improve their vehicle uptime.

Bandag, Incorporated



North America

Although North American sales and margins remained steady,
thanks in part to an April price increase and improvement in the fourth
quarter, unit volume never fully caught up from the year's slow start.
Mid-vear, high energy costs, particutarly at Bandag's Califarnia plants,
adversely impacted tread manufacturing performance in Bandag’s
traditional business. By year-end, however, energy prices had
stabilized and Bandag had taken the steps necessary to adjust
manufacturing capacity to likely
production needs for 2002.

Dealer enthusiasm for the
production efficiency gains offered
by Bandag's newest tire retreading
technology was evident in incoming
equipment orders throughout 2001,
Bandag equipment sales rose more
than 35 percent for the year. Overall
in the U.S., Bandag outperformed
the replacement tire industry by
approximately 4 percent, despite
aggressive pricing by some new-
tire manufacturers, especially
during the first half of the year.

America, the mix of new and retread
commercial truck tire sales at the

j?

in favor of retreading during
November and December, 2001.

One key measurement for trucking fleets is uptime, and maximizing
a fleet’s uptime, or the productivity of a fleet's vehicles, is mission
critical. Through the combined focus of the Bandag sales team and
dealers, the Bandag Strategic Alliance is well positioned to support
fleets’ uptime efforts.

In Bandag’s largest market, North

dealer level began shifting naticeably

In 2002, increased customer information flows to and from
dealers connected by Bandag-developed technology will, we believe,
complement the expansion of tire management services to a broad
range of sizes and types of fleet customers. Together, these actions
and the expanded expertise of fleet sales teams will help Bandag and
Bandag dealers strengthen their ability to improve uptime as well as
reduce downtime. Throughout the year, the Bandag Strategic Alliance,
the company's network of independent franchised dealers in the U.S.
and Canada, remained strong and stable, noteworthy achievements
in light of the constant pressure from new-tire manufacturers
in the retreading arena.

Mild weather in fourth quarter 2001 helped sales, as some signs
of improvement emerged. Bandag has continued to update its product
line with application-specific equipment and tread lines, which
positions the company to perform well as the economy recovers.

Though not out of the woods, some sectors of the U.S. economy
appear to be gaining strength as the benefits of 2001 belt-tightening
improve business productivity and performance. Bandag's outlook
for North American markets in 2002 remains cautious.




Dperations Review

Europe
In 2001, market pressures intensified in Europe,

which has a relatively larger number of commodity POSITIONED FOR SUCCESS w

retread suppliers than the U.S. Erratic energy prices ,
In a report to North American Dealers, the Bandag Alliance Councif

spoke for all Bandag franchise owners around the world. “We ail have
choices to make in our businesses. Who will our supplier partners

took a toll in the region, at times inflating the price
gap between low-cost, locally produced retread products,

and premium products such as Bandag. Europe also be? What markets will we compete in? What does our business need
began to experience the kind of significant consolidation fo look like in five years? However, there is one option we do not
among tire companies and in the tire distribution have...living in the past. No matter how much we think about it, the
channel that North America has experienced in recent past is just that...the past. We must focus and position ourselves

for success by matching the customers’ increasing expectations

years. The economic siowdown in western as well ‘ ) ) o
with our increasing capabilities.”

as eastern European countries accelerated and L

intensified these market pressures.

it is hoped that the move to the Euro on January 1, 2002,
will help simplify the costs of conducting business in Europe.
Bandag is exploring a variety of market-specific initiatives that will
enable the Company to leverage its strengths under the current
difficult market conditions. However, Bandag doesn't expect to
see any meaningful recovery in European market conditions before
the second half of 2002.

Internaticonal

The Latin American business story of the year was clearly the
Argentine economy. Uncertainty about Argentina’s leadership and
path to fiscal stability took a toll both at home and on the economies
of its neighbors, particularly Brazil. Combined with the effects
of energy shortages and the continued high cost of capital, the
stubborn slowdown hurt Brazilian markets, where its fragmented
trucking industry sought low-cost rather than quality retreads.
For 2001, Bandag sales and unit volume finished the year down
from prior-year levels. The Latin American export countries shared
many of the same issues evident in Brazil and generally experienced
tread volume declings.

Bandag provides tire-related services to fleet customers in
121 countries on 5 continents. This expansive reach provides
fleets with the products and services they need whenever
and wherever they need them.

Bandag, Incorporated




Even though Mexico was somewhat more insulated from the

economic woes of its southern neighbors, it shared the affects

of the growing recession throughout North America. Production

cuts and heavy layoffs by the Mexican subsidiaries of North American
companies slowed demand for retreads. Peso valuation remained
uncertain at the end of 2001, but a U.S. recovery is likely to

help the Mexican economy as well. Bandag retained the fleet
business it gained the prior year, even though the overall sfowdown

curtailed demand and unit volume.

At the beginning of 2002, the
fragmented trucking industry profite
and continued uncertainty in the
energy picture tempered the outlook
for renewed strength in the Latin
American region during the first
six months of 2002,

South Africa, which enjoyed a
relatively stable economy in 2001,
is seeing increasing fragmentation
among trucking fleets. In addition,
aggressive competitive forces
continue to challenge Bandag’s
dealer network, which saw very
little change throughout the vear.
Nevertheless, uncertain political
situations in neighboring countries
and questions about property rights
in South Africa are likely to continue
limiting growth in the country and
surrounding area for the near term,

In Asia, low new-tire costs and
cheap competitive retreads had
a limiting effect on Bandag sales
and unit volume, which is fully

sourced from the U.S. Bandag sales and volume remained flat in

Japan. Bandag's focus on the premium segment of the retread

market and competition from low-cast new tires and cheap

competitive retreads slowed Bandag’s growth in the region, a

situation that is expected to continug for the foreseeable future.

Tire Distribution Systems, [nc.
(TDS)

TDS, Bandag’s wholly-owned distribution subsidiary, achieved
2001 sales that were very close to 2000, a noteworthy achievement
in light of the year’s challenges. TDS service revenues improved
approximately 5 percent for the vear.

During the year, TDS relocated seven existing commercial
and retread facilities into new or upgraded facilities. This included
state-of-the-art retread plants in Salt Lake City, Utah, and Anchorage,
Alaska, along with moving a plant from Berryville, Arkansas, to
Springdale, Arkansas, and the refocation of a commercial truck
center in Meridian, Mississippi. Three other truck tire centers
also moved to other facilities. In addition, TDS closed six locations,
which included two retread plants along with the sale of three
surplus parcels. TDS also upgraded its service fleet with 195 new
service and delivery trucks, and invested approximately $5.1 million
in new manufacturing equipment.

Throughout the year, sales and the TDS fleet customer base
remained strong. However, improvements in internal operations
and manufacturing efficiency were offset by increases in certain
operating expenses.

As 2002 progresses, TDS priorities are focused on continued
improvements in operating efficiency and responsiveness to
fleet needs. While the sales outlook for 2002 appears to signal
an improvement over 2001, TDS management continues to look
for improved internal efficiencies that will strengthen its margins
and overall performance as the economy begins to recover.

- responsiveness
1o fleet needs.
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Dperations Review

2002 Qutlook

Even though some positive economic indicators emerged
late in 2001, Bandag remains conservative in its outlook for 2002,
particularly during the first six months of the year. In recent years,
complexity and uncertainty have become facts of business life.
Bandag has proven its ability to perform well under such
circumstances and remains focused on its strategic vision of
providing customized tire management solutions to transportation
customers. Well-equipped with agility, resilience and flexibility,
Bandag is prepared to adopt change and shape it into profitahle
opportunities for Bandag, its dealers and its investors.

Bandag,

Incorporated



s Discussion and
Equity

FINANCIAL CONTENTS
Analysis of Results of Operations
Report of Independent Auditors
Consclidated Balance Sheets
Consolidated Statements
Geographic Area Information
Officers and Directors

Consolidated Statements
of Changes in

Selected Consolidated
and Financial Condition
Consolidated Statements
of Cash Flows

Operating Segment and
Notes to Consclidated
Financial Statements
Shareholder Information

Financial Data
Management
of Eamnings

Shareholders

and

R T T i




belected Consolidated IRELTAE Data Bandag, Incorporated

In thousands; except per share, shareholder, and employee data 2001 2000 1999 1998 19974
Consolidated Summary of Operations:
Net Sales $964,868 $ 996,059 $1,012,665 $1,059,669 $822,523
Cost of Products Sold 603,494 621,355 619,926 653,301 482,387
Engineering, Selling, Administrative, and Other Expenses® 304,834 283,964 306,135 315,912 243,060
Interest Expense 7,376 8,732 9,727 10,772 3,339
Earnings Before Income Taxes®™ 66,505 99,375 92,090 99,513 202,916
Net Earnings® $ 43,832 $ 60,333 $ 52330 $ 59,319 $121,994
Net Earnings % of Net Sales 4.5% 6.1% 5.2% 5.6% 14.8%
Net Eamnings % of Average Shareholders’ Equity 9.1% 13.0% 11.4% 12.7% 27.9%
Net Earnings % of Average Total Assets 6.1% 8.4% 71% 7.2% 16.4%
Depreciation and Amortization Expense $ 46,155 $ 50,465 § 53,764 $ 51,410 $ 36,857
Expenditures for Property, Plant, and Equipment 25,270 26,267 41,903 65,375 42,223
Research and Development Expense 10,225 9,442 12,325 18,342 16,159
Consolidated Financial Position (at December 31):
Working Capital $264,099 $ 294,444 $ 274,065 $ 264,215 $292 452
Ratio of Current Assets to Current Liabilities 2.4 3.2 2.8 2.5 2.0
Property, Plant, and Equipment—Net $158,008 $ 177,156 $ 197,985 $ 213,046 $197.600
Total Assets 718,572 714,549 722,421 755,729 899,904
Long-Term Debt and Other Obligations 40,921 105,163 111,151 109,757 123,195
Shareholders’ Equity 488,996 474,157 454,075 467,297 463,414
Long-Term Liabilities % of Long-Term Liabilities

Plus Shareholders’ Equity 7.7% 18.2% 19.7% 19.0% 21.0%

Common Stock Data:
Net Earnings Per Share

Basic _$ 213 $ 2.92 $ 2.41 $ 2.64 § 535

Diluted 2.12 2.90 2.40 2.63 533
Cash Dividends Per Share—Declared 1.230 1.190 1.150 1.110 1.025
Shareholders’ Equity Per Share 23.69 23.06 21.86 21.28 20.31
Weighted-Average Shares Qutstanding

During the Year (thousands)

Basic 20,573 20,693 21,707 22,471 22,786

Diluted 20,686 20,778 21,764 22,559 22,908
Common Stock Price

High $ 46.75 $ 42863 $ 4163 $ 5975 $ 5575

Low 25.01 21.88 23.50 28.31 45.00

Year-End Closing Price 34.76 40.56 24.88 39.94 53.44
Class A Common Stock Price

High $ 38.69 3 3575 $ 3775 $ 5438 $ 5344

Low 20.90 19.75 19.94 27.38 45.00

Year-End Closing Price 30.00 33.50 21.06 34.88 47.88
Other (at December 31):
Number of Shargholders of Record 3,160 3,383 3,673 3,890 4118
Number of Empioyees 4,014 4,330 4,441 4,791 4,507

(A)In 2001, includes the effect of non-recurring charges of $3,400,000 pre-tax, $2,040,000 after-tax, or $.10 per diluted share, related ro costs associated with the
closure of a domestic manufacturing facility and other non-recurring costs.

In 1999, includes the effect of non-recurring charges of 313,500,000 pre-tax, $7,671,000 after-tax, or $.35 per diluted share, related to costs associated with the
closure of a domestic manufacturing facility and other non-recurring costs.

In 1998, includes the effect of net non-recurring charges of $4,205,000 pre-tax, 31,174,000 after-tax, or $.05 per diluted share, related to costs associated with
the closure of foreign manufacturing facilities and other non-recurring costs.

In 1997, includes the effect of a non-recurring gain on the sale of marketable equity securities of $95,087,000 pre-tax, $55,800,000 after-tax, or $2.44 per
diluted share, and non-recurring charges of $16,500,000 pre-tax, $9,900,000 after-tax, or $.43 per diluted share, related to the closing of a domestic
manufacturing facility and exit costs from a rubber recycling venture.

(B)During 1997 the Company’s subsidiary, Tire Distribution Systems, Inc., commenced operations with the acquisition of five tire dealerships whose operations
are included in the consolidated financial statements from November 1, 1997 the effective date of the acquisitions.
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2001-2000

General. Results include the Company’s two reportable operating segments —
its Traditional Business and Tire Distribution Systems, Inc. (TDS). The
comparability of operating results between years is affected by TOS’s
acquisition of tire dealerships in the year 2000, the acquisition of Quality
Design Systems, Inc. (ADS ) in 2000 and by certain non-recurring items.

Consolidated net sales in 2001 decreased 3% from 2000. This included
a decrease of 4% in the Traditional Business. Traditional Business net sales
experlenced a 6% decline in retread material unit volume from 2000. In
addition, Traditional Business revenues were approximately 3 percentage points
lower due to the lower transtated value of the Company’s forgign-currency-
denominated sales, particularly the euro, Brazilian real and South African rand.
However, the lower sales volume and negative translation effect were partially
offset by an April price increase in the United States, price increases at foreign
subsidiaries, and an increase in equipment sales. While consolidated tread
volume was down, the Company's tread volume trend showed improvement in
North America. However, there continues to be weakness in the European and
Latin American markets. TDS net sales for 2001 were gven with 2000. The
Company’s seasonal sales pattern, which is tied to trucking activity, was similar
to previous years with the third and fourth quarters being the strongest.

Consclidated gross profit margin for 2001 decreased by 0.1 percentage
point from 2000. Gross profit margin for the Traditional Business increased
by 0.6 percentage point from 2000, while the gross profit margin for TDS
decreased 1.3 percentage points from 2000.

Earnings in 2001 include the effect of non-recurring charges of
$3,400,000 pre-tax, $2,040,000 after-tax, or $.10 per diluted share.
Consolidated operating and other expenses in 2001 increased 7% from 2000,
but increased 6% excluding the non-recurring charges in 2001, Traditional
Business operating and other expenses in 2001 increased 10% from 2000.
The increase in operating and other expenses primarily resulted from increased
expenses in connection with the previously disclosed Michelin litigation along
with the non-recurring charges in 2001, Expenses for the Michelin litigation
in 2001 were $18,300,000 on a pre-tax basis. The Company expects that
continued expenses in connection with the Michelin litigation will negatively
impact earnings in 2002. Although the amount of such expenses in 2002
cannot be accurately determined at this time, the Company currently estimates
that expenses for the Michelin litigation in 2002 will range from $11,000,000
to $13,000,000 on a pre-tax basis, assuming the trial begins as scheduled in
May 2002. The Company believes that Michelin’s claims, including its damage
claims, are without merit, and, therefore, has not accrued for the costs, if any,
of the ultimate resolution of this matter. Refer to Note M of the consolidated
financial statements for further discussion. Net eamings in 2001 decreased
27% from 2000 primarily due to lower sales volume, increased operating
expenses due to the non-recurring charges and Michelin Iitigation, partially
offset by a lower effective tax rate due to audit settlements and an evaluation
of the adequacy of prior year accruals.

Diluted earnings per share for 2001 were $2.12, down from diluted
garnings per share of $2.90 in 2000. Earnings in 2001 benefited by
approximately $4,100,000 or $.20 per diluted share, from a lower effective
tax rate, resulting from beneficial audit settlements and favorable adjustments
from an evaluation of the adequacy of prior year accruals. Earnings in 2001
include the effect of non-recurring charges of $3,400,000 pre-tax, $2,040,000
net of tax benefits, or $.10 per diluted share. The net non-recurring charges
were related to the closure of a North American tread rubber manufacturing
facility and a provision for post-retirement health care costs, offset by a benefit
for the reduction of other accrued expenses due to the resolution of a tax
audit seftlerment and prior year tax accrual changes. Refer to Note B of the
consolidated financial statements for discussion of the non-recurring charges.

Traditional Business. The Company's Traditional Business operations located
in the United States and Canada, together with Tire Management Solutions, Inc.
(TMS) and QDS, are integrated and managed as one unit, which is referred to
internally as North America. Net sales in North America were 2% above 2000
net sales. Net sales were unfavorably impacted by a 3% decline in retread
material unit volume, which was offset by an April price increase in the United
States and Canada and an increase in equipment sales. An increase in average
raw material costs in the United States and Canada was offset by April price

increases, resulting in a 1.0 percentage point increase in North America’s gross
profit margin from 2000. Exclusive of the $3,400,000 of non-recurring charges
recorded in 2001, North American operating expenses in 2001 were even with
2000 expenses. Higher sales and gross profit margin resulted in an increase

of 2.2% in earnings before income taxes for 2001.

The Company's operations located in Europe principally service markets
in European countries, but also export to certain other countries in the Middle
East and Northern and Central Africa. This collection of countries is under one
management group and is referred to internally as Europe. Net sales in Eurcpe
declined 18% from 2000 on a 14% retread material unit volume decrease. The
spread between the net sales decrease and the retread material unit volume
decrease is due to the lower translated value of the euro. Gross profit margin
decreased 3.8 percentage points from 2000 primarily due to higher raw
material costs. Operating expenses decreased 10% from 2000 due to the
lower translated value of the euro, lower marketing program costs and lower
personnel-related costs. Primarily as a result of lower sales and gross profit
margin, earnings before income taxes decreased 79% from 2000.

The Company’s exports from North America to markets in the Caribbean,
Central America, South America and Asia, along with operations in Brazil,
Mexico, Venezuela, South Africa, New Zealand, Indonesia and Malaysia and a
licensee in Australia, are combined under one management group referred to
internally as International. International net sales decreased 15% from 2000,
as a resuit of a 10% decrease in retread material unit volume. The spread
between the net sales decrease and the retread material unit volume decrease
is primarily due to the lower translated value of the Brazilian real and South
African rand, partially offset by price increases. The gross profit margin
remained even with 2000. Operating expenses decreased 12% from 2000
primarily due to the lower translated value of the Brazilian real along with
cost control measures. Primarily as a result of the reduction in sales, earnings
before income taxes were 32% below 2000.

Tire Distribution Systems, Inc. TDS net sales remained even with 2000;
however, the gross profit margin decreased by 1.3 percentage points from
2000. Price increases wers unable to fully offset higher product costs, and
lower volume reduced manufaciuring absorption and dealer rebates, resulting
in a 1.3 percentage point decrease in gross profit margin from 2000. The
gross profit margin was also impacted by the lower ratio of retreads to new
tires sold during the year. Retreads typically experience higher gross profit
margins relative to new tires. Operating expenses, as a percent of net sales,
were 2.8 percentage points higher than 2000. Primarily as a result of the
lower gross profit margin and increased operating expenses, TDS recorded

a loss hefore interest and taxes of $11,099,000 compared to a loss before
interest and taxes of $2,472,000 in 2000.

2000-1999

General. Results include the Company’s two reportable operating segments —
its Traditional Business and TDS. The comparability of operating results between
years is affected by TDS's acquisition of tire dealerships in each of the years
2000 and 1999, the acquisition of QDS and by certain non-recurring items.
Consolidated net sales in 2000 decreased 2% from 1999. This included
a decrease of 4% in the Traditional Business. The decrease in Traditional
Business net sales resulted from a 5% decline in retread material unit volume
from 1999. Of this Traditional Business decrease, approximately 3 percentage
points were due to the lower transiated value of the Company's foreign-
currency-denominated sales. However, this negative translation effect was
offset by an April price increase in the United States, price increases at foreign
subsidiaries, and an increase in equipment sales. The Company continued to
see a slowing in North American retread sales which was attributed to low
new-truck demand, which encourages the movement of new tires into the
replacement market, as well as an increase in imported lower-priced new tires,
The decline in Traditional Business sales volume was also due to competitive
pressures and industry consolidation. The decline in Traditional Business sales
was slightly offset by a 2% increase in TDS sales over 1999. The increase in
TDS net sales was principally attributable to dealership acquisitions during the
year. The Company's seasonal sales pattern, which is tied to trucking activity,
was similar to previous years with the third and fourth quarters being the
strongest for sales. Both segments were similarly affected.
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Consolidated gross profit margin for 2000 decreased by 1.2 percentage
points from 1988, reflecting higher raw material prices across most
geographic areas. Gross profit margin for the Traditional Business decreased
by 1.4 percentage points from 1999, while the gross profit margin for TDS
remained even with 1998,

Consolidated operating and other expenses in 2000 decreased 7% from
1999, but were down 3% excluding the non-recurring charge in 1999.
Traditional Business operating and other expenses in 2000 decreased 12%
from 1999. The decrease in operating and other expenses was a result of cost
contral measures implemented during 2000, along with benefit during 2000
from the restructurings in North America and Europe implemented during
1999. These savings were partially offset by higher marketing program costs
and increased expenses in connection with the previously disclosed Michelin
litigation. Expenses for the Michelin litigation in 2000 were $6,900,000 on a
pre-tax basis. Earnings benefited from the Company's current and previous
year efforts to return operating expenses to a more historic level, along with
performance improvements in the tire management outsourcing operation and
a lower effective tax rate. However, higher raw material costs, which exceeded
price increases, offset those costs savings. This resulted in net earnings
remaining even with 1999 exclusive of non-recurring items in that year.

Diluted sarnings per share for 2000 increased to $2.90, up from diluted
garnings per share of $2.40 in 1998. Earnings in 2000 benefited by
approximately $3,200,000 or $.19 per diluted share from a lower estimated
effective tax rate for the year, primarily resulting from the favorable resolution
of tax issues and the lower tax on unremitted earnings of foreign subsidiaries.
The Company’s repurchases of outstanding common stock favorably impacted
diluted earnings per share by $.12 for the full year 2000. Earings in 1999
included the effect of non-recurring charges of $7,671,000, nat of tax bengfits,
or $.35 per diluted share. Refer to Note B of the consolidated financial
statements for discussion of the non-recurring charges.

Traditional Business. The Company’s Traditional Business operations located
in the United States and Canada, together with TMS and QDS, are integrated
and managed as one unit, which is referred to internally as North America.
Net sales in North America were 2% below 1999 primarily due to 8% lower
retread material unit volume. The decrease in net sales was less than the
shortfall in retread material unit volume due to a price increase in April of 2000
in the United States and Canada, an increase in equipment sales and a full
year of revenue from TMS. The Company continued to see softness in North
American sales trends due to competitive pressures and industry consolidation.
The stowing in North American sales trends was also attributed 1o an
oversupply of new tires caused by an influx of imported tires and a decline in
new medium-duty and heavy-duty truck demand which causes tires to be
diverted to the replacement market. A 13% increase in average raw material
costs from 1999 resulted in a 0.7-percentage-point decline in North America’s
gross profit margin from 1999. Exclusive of the $12,800,000 of non-recurring
charges in 1999, North American operating expenses in 2000 were 1% lower
than 1999 due to lower personnel-related and professional costs offset by
higher marketing program costs, partially offset by a full year of TMS expenses.
Earnings before income taxes for 2000 remained even with 1999 as lower
sales and higher raw material costs were offset by the lower operating
expenses and higher prices.

The Company's operations located in Europe principally service markets
in European countries, but also export to certain other countries in the Middle
East and Northern and Central Africa. This collection of countries is under one
management group and is referred to internally as Europe. In general, Europe's
operating results were significantly affectsd by the devaluation of the euro. Net
sales in Europe declined 14% from 1999 on a 1% retread material unit volume
decrease. The spread between the net sales decrease and the retread material
unit volume decrease was due to the lower translated value of the euro. Gross
profit margin decreased 4.0 percentage paints from 1999 due to higher raw
material costs. Operating expenses decreased 23% from 1999 due to the
lower translated value of the euro, and lower personnel-related costs and
bad deht expense. Primarily as a result of lower operating expenses, earnings
before income taxes were up 1% over 1998,

The Company’s exports from North America to markets in the Caribbean,
Central America, South America and Asia, along with operations in Brazil,
Mexico, Venezuela, South Africa, New Zealand, Indonesia and Malaysia and a
licensee in Australia, are combined under one management group referred to

internally as International. International net sales remained even with 1999
due to price increases in Brazil and Scuth Africa and a retread material unit
volume increase of 3% offset by the exit of operations in New Zealand which
began in 1998. The increase in retread material unit volume was driven by
higher shipments in Brazil and Mexico. The gross profit margin decreased by
1.6 percentage points from 1999 due to higher raw material ¢osts in Brazil
and Mexico partially offset by the lower cost of imported retread material in
New Zealand and improved margins on new tire sales in New Zealand. During
2000, the Company took steps to close its manufacturing facility in Malaysia.
The costs associated with the closure of this facility along with an increase

in professional and marketing program costs were partially offset by the lower
translated value of the Brazilian real and South African rand, resulting in

a 3% increase in International operating expenses over 1999, Primarily as

a result of the exit of operations in New Zeatand and a lower gross margin,
earnings hefore income taxes were 3% below 1999.

Tire Distribution Systems, Inc. TDS sales increased 2% over 1899

due to dealership acquisitions during the year. However, a general economic
slowdown towards the end of 2000, exacerbated by adverse weather
conditions, caused a sales decline, exclusive of the effect of acquisitions, of
1% from 1999 and 5% from the fourth quarter of 1999, Operating expenses
as a percent of net sales were 22% in 2000, even with 1999, but were up
4% from 1999 in terms of dollars, primarily due to the integration of new
acquisitions and the effect of higher oil prices on vehicle expenses. In 2000,
TDS recorded a loss before interest and taxes of $2,472,000 compared to

a loss before interest and taxes of $2,510,000 in 1999.

IMPACT OF INFLATION AND CHANGING PRICES
It has generally been the Company’s practice to adjust its selling prices
and sales allowances to reflect changes in production and raw material costs
in order to maintain its gross profit margin. During the year, the Company
adjusted selling prices in the United States, Canada and other foreign locations
1o soften the impact of higher raw material costs caused by the increase
in oil prices. The Company may adjust prices if raw material costs rise.
Replacement of fixed assets requires a greater investment than the
original asset cost due to the impact of general price level increases over the
useful lives of plant and equipment. This increased capital investment would
resutt in higher depreciation charges affecting both inventories and cost
of products sold.

CAPITAL RESOURCES AND LIQUIDITY

At the end of 2001, current assets exceeded current liabilities by
$264,099,000. Cash and cash equivalents totaled $145,625,000 at December
31, 2001, increasing by $59,617,000 during the year. The Company invests
excess funds over various terms, but only instruments with an original maturity
date of over 90 days are classified as investments. These investments
increased by $2,017,000 from 2000.

The only changes in working capital requirements are for normal 