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CORPORATE PROFILE

net sales by segment

AUTOMOTIVE

INDUSTRIAL

OFFICE PRODUCTS
ELECTRICAL/ELECTRONIC

financial highlights

52%
27%
17%

4%
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shareholders’ equity

IN DOLLARS IN MILLIONS OF DOLLARS

" After unusual charges
(. After cumulative effect

Net Sales

Before Cumulative Effect and Unusual Charges:

Income Before Income Taxes
Income Taxes
Net Income
Current Ratio
Shareholders’ Equity
Rate Earned on Shareholders’ Equity
at the Beginning of the Year
Average Common Shares Outstanding-
Assuming Dilution
Per Common Share:
Diluted Net Income, excluding cumulative
effect and unusual charges
Diluted Net (Loss) Income
Dividends Declared

Increase/ | Increase/
72002 (Decrease) 2001 (Decrease) 2000
$ 8,258,927,000 0.5% $ 8,220,668,000 (2%) $8,369,857,000
605,736,000 0.3% 603,813,000** (7T%) 646,750,000
238,236,000 (2%} 242,289,000™ (7%) 261,427,000
367,500,000 * 2% 361,524,000™ (6%) 385,323,000
3.1 - 34 - 3.1
2,130,0083,000 (9%) 2,345,123,000 4% 2,260,806,000
15.7%* 16.0%"* 17.7%
175,104,000 - 173,633,000 175,327,000
$2.10 1% $2.08 (5%) $2.20
($0.16) - $1.71 (22%) $2.20
. .%1.186 2% _$1.14 4% $1.10

*Excluding cumulative effect of a change in accounting principle in 2002, After cumulative effect adjustment, net loss was $(27,580,000).
**Excluding unusual charges in 2001. After unusual charges, income before income taxes was $496,013,000, income taxes were $198,866,000, and net income was $297,147,000.




Genuine Parts Company, founded in 1928, is a service

organization engaged in the distribution of automotive
replacement parts, industrial replacement parts, office
products and electrical/electronic materials. The Company
serves numerous customers from more than 1,850

operations and has approximately 30,700 employees.
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SEGMENTS AT A GLANCE

The Automotive Parts Group, the largest division of Genuine
Parts Company, distributes automotive replacement parts,
accessory items, and service items. This Group operates
57 NAPA distribution centers, 4 Balkamp distribution centers,
6 Rayloc facilities, and 11 Johnson Industries facilities and
serves approximately 5,800 NAPA Auto Parts stores through-
out the United States. This Group also includes NAPA
Canada/UAP with 15 distribution centers that serve 650
wholesalers and Auto Todo with 10 distribution centers and
18 company-owned stores in Mexico.
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sz NAPAonline.com

S i
Access to over 300,000 items including:
Automotive Replacement Parts Tools and Equipment
Heavy Duty Parts Automotive Accessories
Farm and Marine Supplies Paint and Refinishing Supplies
FETREt Em 3
The Automotive Parts Group offers a broad assortment of automotive
related products to both professional and do-it-yourself customers.
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The Group distributes thousands of products under the NAPA brand

name. The NAPA brand is built on guality and strength and is recog-
nized as the first choice of the professional customer. NAPA continues
to enhance its offering with innovative packaging, high quality
products, and complete marketing support.

Rayloc Facilities

Balkamp Distribution Centers

Johnson Industries Facilities
Company-Owned NAPA AUTO PARTS Stores
NAPA Canada/UAP Facilities

Auto Todo Facilities (Mexico)
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iustrial Parts Group m

The Industrial Parts Group offers more than 3 million industrial
replacement parts including bearings, mechanical power
transmission, electrical power transmission, hydraulic,
pneumatic, and hose products. With 24/7/365 service capa-
bilities, the Industrial Group operates from 504 locations
across the United States, Mexico, and Canada, serving indus-
trial customers throughout all industry segments.

Web site; Motion-industries.com

Major Products Service Capabilities

Bearings 24777365 Product Delivery

Mechanical Power Transmission Application and Design

Automation Repair and Fabrication

Electrical Power Transmission Inventory Management Logistics

Hydraulics Quality (ISO) Processes

Pneumatics Extensive Training Programs

Hose Technology

Industrial Supplies Web-based e-business format
Real-time access to all transactions
Knowledge Database

Market Emphasis

Providing quality 24/7/365 product delivery, application, repair and
fabrication services, effective inventory management, technical
expertise, and just-in-time response.

Product Innovation

An expanded product offering includes a complete pneumatics line,
industrial automation products and technical expertise, and general
industrial supplies to allow customers to consolidate purchases and
effectively manage inventories.

indusirial Paris Group Locations
9 Distribution Centers
466 Branches
29 Service Centers




The Office Products Group distributes over 30,000 business
products from 43 distribution centers in the United States
and Canada. S.P. Richards Company sells its products through
a network of over 7,000 independent and national business
products resellers,

¢ sprichards.com

Yiger Predives
Filing Supplies Schoo! Supplies

Office Furniture Janitorial & Breakroom Supplies
Office Machines Writing Instruments

Computer Supplies & Accessories Desk Accessories

Consumer Electronics Paper Products

Mersel Ermpresss
The Office Products Group makes available for resale virtually any
product used in bhusiness or by business. This strategy allows the
Company’s resellers to become the "single source” for the business
products end user.

The Office Products Group has developed four proprietary brands
of products:

* Sparco Brand office supplies

+ Nature Saver Brand recycled office supplies

« Compucessory computer accessories

« Elite Image printer supplies

Sifies Prosucts Srowd Lecaiiens

36 Office Products and Furmture Distribution Centers
Furniture Only Distribution Centers
Horizon Data Supplies Distribution Center
S.P. Richards Canada Distribution Centers
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EIS supplies and manufactures a full range of critical products for
electronic and electrical apparatus. From insulation and conductive
materials, to assembly tools, test equipment and customized parts
— EIS serves as an important single source to Original Equipment
Manufacturers, Repair Shops, Printed Circuit Board Manufacturers
and the Electronic Assembly Market.

Welb site: eis-inc.com

fiajor Preducts

Adhesives & Encapsulants Copper Clad Laminate
Drilt Back-up/Entry EMI/RFI Shielding
Hand Tools/Soldering Equipment Insulating Papers
Magnet Wire Motors & Bearings
Pressure Sensitive Tapes Solder & Chemicals
Static Control Products Varnish & Resins

Market Emphasis

The Electrical/Electronic Materials Group serves as The One Source for
products used in the manufacturing and repair of electrical and electronic
apparatus. By stocking a broad product line locally, offering a variety of
inventory management solutions, and manufacturing custom-engineered
products, EIS is able to partner with customers to become their Single
Source supplier.

Product Innovation

The Electrical/Electronic Materials Group carries quality products from
the leading manufacturers in the electrical and electronic industries. As &
result, EIS provides the best selection, the most responsive service and the
best delivery in the industry.

Electrical/Electronic Materials Group Locztions
33 Facilities




TO OUR SHAREHOLDERS

We would characterize the year of 2002 as another challenging
one but with a number of positives to report for Genuine Parts
Company. First, we can report that both sales and earnings
increased for the year. The increases were modest but returned
us to the pattern of improving our results as we have done
consistently through the years. Secondly, we can report that
we remain financially strong and with a balance sheet

that wili support our opportunities and activities for the future.




Total sales reached $8.25 billion in 2002, up slightly compared
to the previous year. Net earnings were $367 million, an increase
of 2%. Earnings on a per share basis were $2.10 compared to
the $2.08 produced in 2001. The earnings number for 2002 is
before the cumulative effect of a change in accounting principle
and the 2001 earnings figure excludes the effect of non—recur-
ring charges taken in the final quarter of that year. After the
cumulative effect adjustment described in the next paragraph,
we had a net loss in 2002 of $27.6 million and in 2001, net
income of $297.1 million including the effect of the non-recur-
ring charges.

As we mentioned in our 2002 first quarter report, we recorded
a non-cash charge of $395 million as of January 1, 2002 related
to our goodwill impairment. This adjustment resulted from the
completion of impairment testing in conjunction with the new
Statement of Financial Accounting Standard No. 142, “Goodwill
and Other Intangible Assets”. The charge was recorded as a
cumulative effect of a change in accounting. The majority of
the goodwill written down related to acquisitions made in
1998 and 1999 and under prior accounting standards would
have been amortized over an extended period of time. Our core
U.S. operations for NAPA, Motion and S.P. Richards were

not affected by this change and we continue to have a positive
outlook on the operations that were affected by this change.

Financial Strength

The Company’s financial condition is excellent and our balance
sheet remains strong. Our current assets were 3.1 times current
liabilities at the end of the year. To fund our cash requirements
we generated $498 million in cash flow from operations.
Capital expenditures of $65 million were in our normal range
and included funds to maintain and improve our facilities,
equipment, systems and technology projects. We also used cash

to reduce our total debt in 2002 by approximately $100 mil-
lion, decreasing our total debt to total capitalization ratio to
27% compared to 28% at the end of 2001. Continued reduc-
tion of our debt will remain a priority for us again in 2003.
During the year the Company also purchased approximately
400,000 shares of our Company stock, leaving a balance of 7.2
million shares authorized to be repurchased. We believe that a
gradual share repurchase plan combined with a meaningful
cash dividend will add value for our shareholders over time.

Dividends

2002 was our 46th consecutive year of dividend increases, with
dividends of $1.16 per share. We are proud of our dividend
record, and are pleased that on February 17, 2003, the Board of
Directors increased the cash dividend payable April 1, 2003 w0
an annual rate of $1.18 per share. This equals 56% of our 2002
earnings before the effect of a change in accounting principle
and becomes our 47th consecutive year of dividend increases.

Progress in Operations

As we mentioned earlier in our remarks we were able to show
improvement in both sales and earnings for the year. At mid year
our results in sales and earnings trailed the previous year and it
was apparent that our economy was showing little change to
stimulate business activity. We feel fortunate that our operations
found a way in the second half of the year to generate an
improved picture with revenue gains in both the third and
fourth quarters.

For the year, revenues in our Automotive Group were up

2% for the year and presented our most consistent picture with
sales showing some increase in all four quarters. While this level
of growth does not meet our expectations for the longer term,
we believe the fundamentals are in place to support a gradual

Thomas C. Gallagher
President ’
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improvement in the automotive after-
market in the months and years ahead.
Vehicle demographics, miles driven and a
number of other factors are favorable for
our future in the Automotive segment.

In addition, we believe that our NAPA
marketing plans in the U.S. and Canada,
along with growth plans in our other
Automotive activities, will accelerate our
growth as we move through 2003.

After a slow start both Motion Industries
and S.P. Richards, our Industrial and
Office Products segments, posted sales
gains for the year driven by a positive
performance in the later months. Both
segments produced revenue increases of
5% in the final quarter and outpaced
market growth in their industries. EIS,
our Electrical segment, was down 6%
for the final quarter, and while we never
like decreases, this was their smallest

in a number of quarters and the worst
certainly seems to be behind us for this
business group.

We can quickly summarize by saying
that we believe each of our businesses
will continue a gradual improvement in
revenues in the coming months of 2003.
We see no major breakthroughs but just
steady improvement toward che mid
single digit range for GPC. We have
made our growth plans for 2003 wich
no anticipation that the economy will
show meaningful change. We expect
that all our business segments will also
operate more efficiently so that earnings
growth will meet or slightly exceed our
revenue growth.

Asa closing note on operations, we
believe we can do a better job of
managing our inventories in 2003.
Inventories are a major investment for
us and both our balance sheet and our
earnings will benefit from our efforts in
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this area. Our Industrial and Automotive
operations in particular offer opportuni-
ties for meaningful improvement and
this will be accomplished without
impacting our service levels, which
remain excellent at chis time.

GPC Directors

Two of our outstanding Directors,
Bradley Currey, Jr. and Alana S.
Shepherd, have reached the retirement
age for our Directors and will retire in
April. Mr. Currey is the retired Chairman
of the Board of Directors of Rock-Tenn
Company and has served on our Board
since 1990. Ms. Shepherd is Secretary of
the Board of Directors of The Shepherd
Center and has served as a Director of
the Company since 1993. We wish to
thank Brad and Alana for their years of
valuable service to our Company. They
have both been splendid contributors to
our Company and we will miss them.

We are asking the sharcholders to elect
two new Directors at the April 21, 2003
Shareholders’ Meeting. The GPC Board,
at its scheduled meeting in November
2002, elected Dr. Mary Brown Bullock
and Mr. John D. Johns to serve on our
Board and invited them to be nominees
for election by the shareholders. Dr.
Bullock is President of Agnes Scott
College, in Atlanta, Georgia and is the
current Chair of the National Association
of Independent Colleges and Universities
(NAICU), an organization that represents
nearly 1,000 U.S. higher education insti-
tutions. Mr. Johns is Chairman, President
and Chief Executive Officer of Protective
Life Corporation, in Birmingham, Ala-
bama and has held positions of President
and Chief Operating Officer, and Chief
Financial Officer of Protective Life. Dr.
Bullock and Mr. Johns bring a high level

of expertise to our Board and we will be

Date

March 1959
April 1962
December 1967
May 1970

May 1972

April 1979

April 1984

May 1987

April 1992

April 1997

most fortunate to have them join us. We
look forward to the strength and talents
they will provide in the coming years.

Looking Ahead

Despite facing a difficult economy

with no immediate signs of substantial
improvement, we look ahead to 2003
with plans for continued growth in both
sales and earnings. Most of our gains will
come from organic growth and increased
unit volume as we do not anticipate
material acquisitions in our businesses and
we expect only modest price increases.
We are fortunate to be market leaders in
each of our four business segments, and
the markets we serve remain highly
fragmented. Growth opportunities are
there for us and we are optimistic that
we can achieve market share gains as we

look ahead.

We hope you will take time to review
the remainder of the Annual Report.

Our plans and programs for our four
business groups are described in some
detail in these pages.

In closing, we thank our outstanding
group of customers, suppliers and the
entire GPC team for their dedicated
efforts in 2002 and their commitment
1o a successful year of growth in 2003.

Respectfully submitted,

73

Larry L. Prince
Chairman of the Board

Thomas C. Gallagher

President

March 3, 2003

Amount One Share Became
100% 2 shares
200% : 6 shares
50% 9 shares
50% 13.5 shares
100% 27 shares
50% : 40.5 shares
50% 60.75 shares
50% 91.125 shares
50% : 136.69 shares
50% 205.04 shares

summary of stock dividends




PARTS GROUP

Genuine Parts Company’s Automotive Parts Group, North America’s leading distributor of automotive parts and accessory
items, distributes to a wide range of markets. The Automotive Parts Group consists of 57 NAPA Distribution Centers in the
United States serving over 5,800 NAPA AUTO PARTS stores, of Which approximately 900 are company-owned. This group also
includes Balkamp, Inc., a majority-owned subsidiary that purchases, packages and distributes over 25,000 service and
supply items through the NAPA system. We also operate five plants where automotive parts are rebuilt and distributed under
the name Rayloc®. Furthermore, within the Automotive Group, we operate Johnson industries, one of the nation's largest
independent distributors of ACDelco, Motorcraft and other aftermarket parts, equipment and supplies.

Our market reach extends throughout North America with enterprises in Canada and Mexico. UAP Inc., which we acquired in
December 1998, is Canada’s leading automotive distributor as well as Canada’s largest heavy-vehicle parts distributor
through the TW/Traction division. We have made excellent progress integrating our Canadian operations. UAP’s operating
programs and marketing initiatives have been fully integrated into the NAPA system, and they are now going to market
as NAPA. We are represented in Mexico by Auto Todo, one of the largest automotive aftermarket players in Mexico. This is a
market that offers us tremendous potential and we believe we are positioned to take advantage of it.

No one is better suited to serve the automotive aftermarket in North America than our Automotive Parts Group. With decades
of distribution expertise, the Automotive Parts Group serves as the leading provider of products and services in the
automotive aftermarket, with the latest technology in place to capitalize on varied growth opportunities afforded us through
a diverse customer base.

The economic slowdown that had affected all businesses in 2001 carried through 2002. While many industries and
companies report decreases for 2002, our Automotive Parts Group was able to post a revenue increase of 2%. However, we
are not satisfied with these results and expect to see better growth in 2003. The following paragraphs will address how
we plan on accomplishing stronger growth.

POSITIVE TR'ENDS : © rates, new car sales are expected to slow to normalized levels
Several positive trends should help energize the automotive of demand. Combined with other factors such as a growing
aftermarker and. our performance in 2003 and beyond. vehicle count — 200 million on U.S. roads, an increase in the
The Automortive Parts Group is fortunate to be part of a number of vehicles per licensed driver — 1:1 now, continuing
large, essential industry that is projected to grow an. average . increases in miles driven and accumulated mileage — 99,000
of 4-5% annually during the next five years. for cars and 104,000 for light trucks, and the rising age of

- vehicles on the road, the demand for replacement parts will
Aging Vehicles: grow. The average age of passenger cars is now 9.5 years (up

After several years of high sales fueled by incentives and interest 1.2 years since 1993), while light trucks are now an average




of 8.3 years old. Vehicles over 10 years
old now represent nearly 40 percent of
the vehicle population. Most important,
the number of vehicles entering the

6+ year range — a tremendous oppor-
tunity for us — are expected to grow
significantly in the next five years as a
result of record new vehicle sales begin-
ning in the mid-1990%.

High-Volume, High Ticket Needs
Light trucks and sport utility vehicles
(SUVs) continue to be extremely
popular — accounting for more than
half of new vehicles sold in the past
two years. Since 1992, the light truck
population has increased 50% and now
comprises over 38% of the total light
vehicle fleet. Replacement parts for
these vehicles tend to be more expensive
and NAPA stores are well positioned
to meet their high-volume parts and
accessory needs.

Opportunities for

Expanded Distribution

We believe that continued consolida-
tion of aftermarket players will result
in greater share for our strong NAPA
brand and business model. In 2002,
our group converted several significant
Non-NAPA auto parts operations into
both independently and company-owned
NAPA AUTO PARTS stores. [n 2003,
NAPA will explore more options for
additional high-quality changeover
opportunities, as well as expansion into
new markets, Our goal is to open a
minimum of 50 new independently
owned and 50 company-owned stores,
as well as improve performance

in existing markets by reviewing
change-over opportunities, new
ownership potential and store
location updates.

A PREMIER BRAND

Each day, millions of people choose
NAPA to meet their automotive parts
and accessories needs. That’s because —
whether they own an automotive service
facility or they are a do-it-yourselfer —
the NAPA brand means quality parts
and quality people. Backed by the

NAPA National Warranty Program, as
well as parts and labor warranties for
automotive repair facility customers, the
quality of NAPA parts is legendary.
Just as important are the trusted pro-
fessionals who wear the NAPA AUTO
PARTS uniform. In both product
knowledge and customer service, they
are highly regarded for their under-
standing of the automotive parts busi-
ness and what it takes to succeed. In
fact, no other auto parts supplier has
more ASE*-Certified Parts Specialists
than NAPA (*Through exams and
proof of performance, the National
Institute for Automotive Service
Excellence (ASE) certifies qualified

98 89 00 01 02
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professionals in the automotive parts,
service and repair industry).

EMPHASIS ON TECHNOLOGY
Electronic Connectivity

The Automotive Parts Group continues
to distinguish itself through a commit-
ment to new and improved technologies.
NAPA AUTO PARTS stores will con-
tinue to invest in electronic connectivity
that will streamline their sales and
delivery process, making NAPA and its
customers mofte efficient and

profitable. NAPA PartsPRO electronic
cataloging prompts store personnel
through screens with key vehicle infor-
mation to help them quickly and
accurately find the parts a customer
needs. Images of each part, plus vehicle-
specific component diagrams and other
graphics put a world of knowledge at

the operator’s fingertips, increasing
their service level and value to customers.

Harnessing the power of the Internet,
our new PRO-Link software connects
repair facilities with NAPA stores to
provide faster, more complete access
to parts inventory. These and other
technologies make it easier for profes-
sional customers to do business with
our stores, increase customer loyalty,
and help our stores build significant
new sales.

Enhanced Store inventories

Today’s vehicles utilize more specialized
and unique parts than ever before. The
ability to effectively track and assess
NAPA AUTO PARTS stores’ inventories
to properly align their product supply
with local market needs is critical. A
new electronic tool called Marketplace
Inventory Classification (MIC) will be
rolled out in 2003 o fulfill this require-
ment for the NAPA stores. Using vehicle
registrations by ZIP codes and individ-
ual store sales, MIC can pinpoint and
forecast products that will be fastmovers
and help NAPA stores have the right
parts in stock when customers need
them. To that end, we continue to

upgrade the capabilities of our inventory
systems and the electronic connection

between our Distribution Centers and

NAPA AUTO PARTS stores.

KEY OPPORTUNITIES FOR GROWTH
From our NAPA AutoCare Center
Program to new channels for distribut-
ing our products, the Automotive
Parts Group and NAPA have many
initiatives in place to generate sales
and profit growth.

Wholesale Markets

Supplying parts to professional installers
and repair facilities has always been our
greatest strength and continues to be

a growth area for the Automotive
Group. From our unparalleled parts
inventory to new technologies to help
increase productivity and profitability
for stores and their customers, we
believe no other company is better
suited to service the installer cuscomer



than NAPA. To complement these set-
vices, our well-trained professional out-
side salespeople assist installers with
their parts needs, and work with facto-
ry-trained representatives for
additional rechnical knowledge and
assistance. Also, our distribution network
allows us to deliver parts to our cus-
tomers quickly and efficiently. Our
valuable experience with installers over
the years and our growing understanding
of their needs position NAPA to grow
these profitable relationships in 2003
and forward.

At the core of our wholesale business is
the NAPA AutoCare Center Program,
the nation’s largest independent auto-
motive service and repair network,
with approximately 12,000 NAPA
AuroCare Centers at the end of 2002.
The Program offers independent repair
facilities a complete package of benefits
and business support, ranging from
advertising to technical and business
management training to a nationwide
warranty program. The NAPA stores
benefit as they serve the NAPA
AutoCare Centers — creating a real
win-win relationship. As planned, the
Program enjoyed significant growth in
2002, and growth opportunities for
new NAPA AutoCare Centers continue
to be identified for 2003 and beyond.

Major Accounts

NAPA enters 2003 as the partner of
choice for some of the nation’s leading
companies in the automotive repair
chain. “Major Accounts” such as AAA,
Sears, Goodyear, Midas, BPAmoco,
CARMAX and Firestone are some of
the national service center chains that
rely on NAPA as their preferred parts
provider. NAPA secures these partner-
ships by offering fast delivery, complete
inventory coverage with quality parts
at competitive prices, and a national
warranty program.

Sales to “Major Accounts” continue to
grow as more and more large companies
focus on “their” business and search
elsewhere for inventory management

solutions. NAPA is actively pursuing
these customers to offer our expertise
in this area and to become their partner
of choice.

Integrated Business Solutions

We continue to focus on Integrated
Supply Business Solutions for the auto-
motive aftermarket. In an Integrated
Supply program, NAPA manages parts
that are redistributed within an entity,
rather than resold in the commercial
market. Although relatively new, it is
NAPA's fastest-growing segment of
business. Our greatest sales opportunities
appeart to be at government facilities
and other high-volume fleets, as these

Y

automotive parts group sales
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types of customers have found Integrated
Supply programs beneficial. NAPA is
establishing a successful track record
with these types of customers as well.
In 2003, local and regional sales teams
will continue to evaluate fleets, munici-
palities, military facilities, and other
prospects within their trading area to
develop new and profitable Integrated
Supply Business Solutions.

Looking forward, we will continue to
seek opportunities to combine the efforts
of both major accounts and integrated
supply. Government and private industry
are looking for the cost savings and
inventory management solutions that
NAPA provides.

Retail/Do-it-Yourself Trade
The Retail segment of our business is

an important part of our growth strategy,
and — as a $36 billion market — offers
significant potential for the Automotive
Group. When walk-in, do-it-yourselfer
customers visit a NAPA AUTO PARTS
store, they will now — more than ever
— be shopping in a clean, friendly
facility that exceeds their expectations
for an auto parts store. Through new
merchandising initiatives, we are
upgrading store exteriors and interiors
to significantly enhance their customer
appeal. Combined with our compre-
hensive retail skills training for store
management and employees, and
competitive pricing, we are creating

an inviting and satisfying shopping
environment for today’s consumer.

As the NAPA brand is recognized by
95% of consumers, brand recognition
is a powerful asset to our retail business.
In 2003, we will continue to advertise
on both a national and local level to
reinforce brand awareness and NAPA as
the source for the highest quality auto-
motive parts and services — ultimately
driving existing and new customers into
NAPA AUTO PARTS stores. While
employing a variety of high-visibility
media, we will primarily reach the
consumer via national television, radio
and print advertising.

We will continue to build loyalty with
our core customer base — both retail
and wholesale — through our on-going
NASCAR partnership and continued
sponsorship of top-performer Michael
Waltrip in the number 15 NAPA car.
We are the only aftermarket group that
is the primary sponsor of a Winston
Cup team — creating a distinctive
marketing advantage.

We are now looking ahead to all that we
can accomplish in 2003 and beyond.
The Automotive Parts Group is extreme-
ly well positioned to capitalize on its
growth opportunities in the automotive
aftermarket. Our goals are defined, our
strategies are in place, and we look
forward to a year of profitable growth.
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INDUSTRIAL

PARTS GROUP

As North America’s largest distributor of bearings, mechanical power transmission, electrical power transmission, hydraulic,
pneumatic and hose products, Motion Industries supplies products and services throughout all industry segments in North
America. Motion Industries distinguishes itself in the industrial market place by “Delivering the Difference.” The difference
is found in over 5,500 employees serving local markets through the branch location network. Service offerings include
24/7/365 product delivery, repair and fabrication, as well as Motion's integrated supply process. These services are
supported through a sophisticated inventory, logistics and delivery system, customer access to over three million parts, and
strategically located field product specialists to provide on-site technical support to meet the urgent demands of industry.
Motion Industries meets the customer’s needs through a total of 504 locations that include 466 branches, 9 distribution
centers and 29 service centers throughout North America.

Headquartered in Birmingham, Alabama, Motion Industries began as a business enterprise in 1946 and has grown through
acquisition and internal:branch expansion since that date. Since its acquisition in 1976 by Genuine Parts Company, Motion
Industries has grown in ennual sales from $95% miltion to $2.2 billion in 2002.

2003 Market Growth Opportunities the southeastern area of the country, is a new avenue of growth
Demand in the industrial markets served by Motion track for Motion Industries. The Company is experiencing success
industrial producrion and facrory utilization. Despite contin-  due to its capabilities in sourcing of product, affiliation with
uing weak conditions in the manufacturing sector, Motion strategic suppliers, commitment to quality (ISO) programs,
responded to these economic challenges by improving revenue sophisticated inventory management programs, and a North
growth each quarter in 2002. Motion Industries’ growth plans American service network. Motion Industries is well positioned
and opportunities for 2003 include a combination of expanded ~ to respond to the rapid influx of automotive companies
products and services throughourt the North American system. opening new plants in North America.

Support for delivering on these plans encompasses the addition
of new product offerings, the implementation of warchouse
management software at all North American distribution

A current trend of industrial automation enables Motion
Industries to respond to the ongoing shift from mechanical
centers, and the enhancement of its e-business systems. contro} systems to electronic control systems with its solid
foundation in technical and product expertise. This opportu-
nity creates a new market as manufacturers secking greater
productivity through automation benefit from Motion’s
New Markets proficiencies in this area. Motion meets this need with special-

The automotive marker, with new plants opening throughout ized knowledge in the areas of electrical control, linear motion,

Solidly positioned to deliver the difference, Motion Industries
has identified opportunities in several new markets in 2003.
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and fluid power to provide industrial
automation solutions and products.

New Product Lines

Motion Industries’ product offering
now includes the most comprehensive
hydraulic and most complete pneumatics
products package available in today’s
marketplace with emphasis on both
systems and product replacement. An
enhanced pneumatic product inventory,
along with a strong technical support
offering, opens the door to new sales
opportunities.

To mainrain its commitment as a full-
service distributor, offering systems and
total solutions to customers, Motion
Industries has expanded its product
offering to include a segment of general
industrial supply products through

Mi Industrial. Mi Industrial provides
mill supplies, safety supplies, janitorial
products, and hardware to existing
customers looking for convenience

and cost savings. This entire product
offering is available through Motion
locations and may also be purchased
online at www.Milndustrial.com. Mi
Industrial specialists serve as divisional
resources for meeting this market need.

New Distribution Capabilities
Installation of the new Warchouse
Management System (WMS) was
successfully rolled out in two additional
U.S. distribution centers during 2002.
The new system was introduced to
automate the entire logistics process
through radio frequency-driven
receiving, picking, and cross-docking
at Motion Industries distribution
centers. Implementation has resulted
in increased efficiency and improved
customer service, Installation of the
WMS program in the remaining

U.S. distribution centers is anticipated

during 2003.

New Technology

Motion Industries leverages its
technology to provide solutions

for improved service and efficiency
through a centralized operating system
with real-time access to all transactions.
In recent years, traditional EDI and

customized e-procurement programs
for customers and suppliers have been
enhanced with a web-based procure-
ment site to simplify the automated
parts ordering process. In 2002, this site
was upgraded to add user functionality,
both supplier and customer, as well

as product research capabilities, and
access to a technical solutions database.

MiSupplierConnect links Motion
Industries to some of its high-volume
suppliers’ ERP systems to expedite
sourcing and delivery of non-stock or
special items. Orders can be directly
submitted from MiSupplierConnect,
with an open purchase order for the
requested parts. Users can determine
the status of supplier orders through
a combination of EDI order acknowl-
edgements, EDI advance ship notices,
and direct inquiries.

Another new offering for the customer
is Asset Repair Tracking (ART), an
electronic service that tracks items sent
out for repair. ART is designed to assist
with protection of customer assets and
ensure production efficiencies by man-
aging suppliers, providing single-source
accountability for the entire repair process,
and maximizing warranty coverage.

Technical Support and Training

One of the first in the industry to pro-
vide customers with technical specialists,
Motion leads the industry in its breadth

industrial parts group sales
NET SALES BY SEGMENT
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and level of technical expertise. Motion
Industries has over 220 hose, electrical,
and fluid power field specialists who
specialize in 24-hour solutions and on-
site product and system troubleshooting.
Specialist expertise ranges from failure
analysis to system design. Motion
Industries’ fluid power, mechanical
power, electrical power, and bearing
certified product experts have more
than 36,000 hours in formal classroom
and hands-on training.

The Motion Institute of Industrial
Education offers product training,
industry-speciﬁc process training,
industrial certification programs,
sales/management training, customized
and in-plant classes, and continuing
education classes. Motion Institute offers
12 classes that are college accredited
by the American Council on Education.
This wide range of training and sup-
port is another valuable way Motion
Industries creates competitive advantages
for its customers.

Motion Industries is committed to
providing new products that compli-
ment its traditional core products. The
Company continues to create innovative
new offerings designed to work in
tandem with existing best practices.
Through this pursuit of combining
proven strategies with effective solutions
and innovative ideas, Motion Industries
will retain its position as the leading
distributor of industrial replacement
parts — delivering the difference
24/7/365 through its people, products,

and process.
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PRODUCTS GROUP

S.P. Richards Company, headquartered in Atlanta, Georgia, is one of North America’s leading business products whole-
salers. The Company distributes over 30,000 items to more than 7,000 resellers in the United States and Canada from
a network of 43 distribution centers. Major product categories include office furniture, computer supplies, general office
supplies, school supplies, presentation products, business equipment, janitorial products, warehouse and safety items,
and breakroom supplies.

The Company provides a wide range of services designed to meet the needs of a diverse customer base. Large contract
stationers, national office supply superstores and mail order companies depend heavily on S.P. Richards’ logistical
support. This support includes back-up inventory for temporary out-of-stock products and access to a broad spectrum of
products that augment the customers’ offering. Several large national customers catalog the Company’s products and
make purchases via “virtual sku’s”, allowing them a wide range of product offerings without the investment in inventory.

The Company’s services to independent resellers include not only inventory and logistical support, but also a compre-
hensive array of marketing programs. S.P. Richards restructured its sales organization to provide a greater focus on
the unique support requirements of their national account customers and independent reseller customers. The new
sales structure dedicates specialists to each customer type, enabling the Company to better understand their customers’
objectives and collaborate more effectively on sales and operational initiatives.

Design assistance, Express Office Solutions (a manufacturer
quick ship program that augments the Company’s in-stock

Marketing Innovation
Several innovative marketing tools were introduced during

2002. The most significant addition was the Matrix SP Caralog,
a consumer sale priced version of the S.P. Richards General Line
Catalog. It marks an industry first since, historically, indepen-
dent resellers have gone to market with full line catalogs featuring
manufacturers’ suggested retail prices (MSRP). The Matrix SP
Catalog replaces the MSRP with the end user’s actual purchase
price. This groundbreaking publication is expected to help the
Company’s resellers capture new customers, drive a broader mix
of product sales and improve the customers’ overall profitability.

Furniture is a significant product category for the Company
and an expansive array of resources were rolled out during 2002
to support sales growth in this category. Included in these were
a National Delivery and Set-up Program, Space Planning and
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furniture offering), and a Furniture Showroom Program for
resellers with retail locations.

Customer Support

The SPR Advantage Program is a collection of services developed
to help independent resellers compete effectively and grow
marketshare. Enhancements to the program in 2002 included a
Human Resources Helpline, discounts on training and business
software, and membership in che National Office Products
Association, an industry organization dedicated to the success
of independent office product dealers.

S.P. Richards Company also introduced its Dealer Financial
Planner and Trainer Software. This new tool focuses on financial
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management and helps resellers make
better informed business decisions.
This program joins the 2001 releases
of Matrix Pricing Software and Sales
Compensation Software, further
expanding the Company’s offering
of dealer management tools.

From an operational standpoint, the
USA Express national dropship program
enables resellers to service their customers
nationwide with the complete range

of §.P. Richards’ product offering. This
program continues to expand and has
become a significant part of the
Company’s business.

Product Support

To serve as a single source solution for
their customers’ business product needs,
resellers today need an expanded prod-
uct offering that extends well beyond the
core traditional office products. S.2
Richards Company stocks a broad range
of products designed to meet this need.

The widespread placement of personal
computers and printers, combined with
advancements in digital and wireless
technology, has fueled significant sales
opportunities for the office products
industry. In addition, opportunities to
expand more significantly into categories
such as janitorial products, breakroom
supplies, school supplies and teaching
aids have resulted in additional growth.
In total, S.P. Richards Company offers
products from over 350 leading business
product manufacturers. :

To help resellers meet the competitive
needs of the marketplace, S.P. Richards
Company offers four lines of proprietary
brands. Utilizing a global sourcing
department, the Company ensures

that products are of comparable quality
to name brand alternatives, while

A

contributing enhanced margin opportu-
nities for S.P. Richards and their cus-
tomers. These proprietary lines include:
Sparco, an economical line of office
supply basics; Compucessory, an attractive
line of computer accessories; Nature Saver,
an offering of recycled paper products;
and Elite Image, a line of new and
remanufactured toner cartridges.

Technology and

Infrastructure Investments

S.P. Richards Company launched a
number of significant initiatives in 2002
to improve supply chain efficiencies and
support the growth objectives of their
resellers. Principal among these was

the initial rollout of a state-of-the-art
Warehouse Management System (PkMS).
In 2002, PkMS was implemented in
several distribution centers and the
Company plans to greatly accelerate
deployment in 2003.

S.P Richards’ Dealer Services Program, a
web-based resource that enables resellers
to access key information via the Internet,
saw numerous additions in 2002. New
features included a pricing program
lookup, invoice and credit lookup,
downloadable flyers, and UPS tracking
capabilities. These technological and
infrastructure enhancements have pro-
vided the benefits of increased accuracy
and productivity, expanded and faster
access to vital information, and improved
levels of customer satisfaction.

Horizon

Headquartered in Reno, Nevada, Horizon
distributes a broad offering of the latest
in computer consumables, media, acces-
sories and technology items. In addition
to servicing S.P. Richards™ traditional
customers, Horizon also serves computer
supplies specialists, business machine
dealers, retail computer dealers, value-
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added resellers, and business forms dealers.
In 2002, Horizon completed a number
of key initiatives, including geographic
expansion to support Western Canadian
resellers, and EDI and E-Commerce
upgrades for its customers.

S.P. Richards Canada

S.P. Richards Canada, headquartered in
Vancouver, B.C., distributes over 20,000
office supply and furniture items from
four locations in Vancouver, Toronto,
Calgary and Winnipeg. Key to the
Company’s success is an in-depth under-
standing of the business environment,
product preferences, and distribution
requirements of the Canadian market.
In 2002, S.P. Richards Canada expanded
its offering of marketing tools with the
introduction of a Canadian version of
the Select Catalog, a consumer sale priced
publication featuring 3,500 essential
business products.

Looking Ahead

The success of S.P. Richards Company
has been built on a strong foundation.
For 154 years the Company has made
the prosperity of its customers, suppliers
and employees its central focus. S.P.
Richards has established a reputation for
creating innovative solutions as demon-
strated by the development of dynamic
marketing programs, deployment of
technology, and expansion into new and
profitable product categories.

S.P. Richards Company has also estab-
lished a strong tradition of trust with
its customers. Sustained by providing
quality products, excellent service, and
conducting business honestly and ethi-
cally, this Tradition of Trust has become
one of the Company’s greatest assets. It
is S.P. Richards Company’s commitment
to build on this tradition in 2003

and beyond.



ELECTRICAL/
ELECTRONIC

MATERIALS GROUP

EIS is “The One Source” supplier for the electrical and electronic manufacturing and repair markets throughout the United
States and Mexico. With headquarters in Atlanta, Georgia, EIS provides world-class materials from manufacturers with
superior products and services to the Electrical OEM, Electrical Repair, Electronic Assembly, and Printed Circuit Board
markets. EIS distributes a variety of products such as pressure sensitive tapes, magnet wire, motors and bearings, solder
and chemicals, hand tools, and copper clad laminate.

2002 was a difficult year in the end markets served by EIS. In our Electrical markets, the continuing decrease in demand
for capital goods by U.S. manufacturers, which began in early 2001, has caused that market segment to continue
to decline, but at a slower rate. The technology industry, especially the telecom segment, has been particularly
hard hit by the bursting of the technology bubble. The effect of the recession and the resulting financial stress on
technology companies has caused our Electronic customer base to dramatically contract their manufacturing activities;
and therefore, limit our sales opportunities in that market segment.

One of the biggest challenges EIS faced in 2002 was 1o adjust the size of its operations to compensate for the sales
deciine resulting from the current tough economic climate. EIS has significantly lowered operating expenses by streamlining
work processes, reducing staff, combining and subleasing excess space in facilities, and other cost saving initiatives.
In addition to cost reductions, EIS was focused on reducing the working capital committed to operations and has
significantly improved asset management, primarily accounts receivable and inventory.

Customer Service EIS continues to expand implementation of its Advanced
EIS provides service to its customers from locations in Inventory Management Systems (AIMS), an automated system
31 cities in the United States, as well as Monrerrey and using bar code scanners to transmit data electronically from
Guadalajara to service the Mexican markets. Our distribution a customer’s facility to our core business computer system, SAP,
and fabricating facilities and personnel are strategically AIMS allows EIS to cost effectively maintain and manage EIS
located to insure that customers receive the technical inventories which are located in the customer’s manufacturing
assistance and support they need to improve their facility. With the AIMS system, customers have materials
manufacturing processes and the “Just in Time” delivery available at the point of use utilizing automatic replenishment,
they require. thus, lowering the customer’s procurement costs.
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E-Commerce is a continuing focus
at EIS. This technology provides a
way to service smaller customers
who would not be conracted by our
sales forcé. Te-also allows our larger
customer\% tostiansact business witch
EIS through a web-enabled system,
which passes;orders directly into
our SAP computer system.

Sales Growth

In 2002 we continued our aggressive
marketing-to national muld-planc
electrical/électronic manufacturers.
With che recession, national
customers ar¢ more receptive to
multi-year supply contracts with
strong cost savings and product
improvement initiatives. During
2002, EIS entered into several new
large multi-year contracts in both our
Electrical:and Electronic markets.

In looking tor new sales growth
opportunities, EIS participates with
several major; product line vendors
in targeted programs that share the
cost to ingroduce and expand new
product applications by dedicating
an EIS specialise to work exclusively
with these manufacturers.

Strong sales growth continues

in our beilrings, motor sales and
circuit board repair, all aimed to
the Electrical: Repair market. These
product lines complement similar
products sold by Motion Industries
and allow EIS to better service
these customers through resource
integration with Motion.

EIS has targeted, as new revenue
opportunity, the sale of industrial
MRO products to existing

EIS electiical and electronic
manufacturers and the electrical
repair industry. These customers
will be serviced by the existing
sales force and inside customer
service personnel.
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Fabrication

The ability to fabricate flexible
electrical and elecrronic materials
has always been a part of the EIS
“One Source” approach of oftering
customers innovartive solurions to
their manufacturing problems.
Custom-fabricated, flexible materials
are used throughour the electrical
and electronic industry in many
applications. Qur fabrication unit
provides EIS with the tools to
expand our product solutions by
specifically engineering for each
customer’s need. OQur technical
fabrication specialist works with the
EIS sales person and the customer’s
product engineers to improve the
customer’s products. Our four
fabricating facilities are strategically
located throughout the U.S. and in
Monterrey, Mexico to be close to
the customer.

EIS has focused on new applications
both in our Elecerical/Electronic
markets and in new areas such

as non-electrical industrial and
consumer applications. Joint sales
efforts with Motion Industries to
uncover new industrial applications
for their customers are continuing
to be developed.

Looking Forward to 2003

EIS looks forward to an improved
performance in 2003 with our
continued focus on customer service,
expanded product breadth, new
fabrication opportunities, cost
control and enhanced asset man-
agement. With che efforts EIS has
taken to streamline its operations to
reflect tough economic conditions,
EIS is well posidioned to benefit
from any increase in the capital
goods market.



selected financial data

{in thousands, except per share data) Year ended December 31, 2002 2001 2000 1999 1998
Net sales $ 8,258,927 | $ 8,220,668 |$ 8,369,857 i$ 7,950,822 $ 6,587,576
Cost of goods sold 5,704,749 5,699,174 5,764,360 5,436,056 4,468,568
Selling, administrative and other expenses 1,948,442 1,951,559* 1,958,747 1,886,699 1,529,891
Facility consolidation and impairment charges - 73,922* — - -
Income before taxes and accounting change 605,738 496,013 646,750 628,067 589,117
Income taxes 238,236 198,866 261,427 250,445 233,323
Income before cumulative effect of a change

in accounting principle 367,500 297,147 385,323 377,622 355,794
Cumulative effect of a change in accounting principle 395,080 - - - -
Net (loss) income after cumulative effect of a change

in accounting principle $ (27590) $ 297147 '$ 385323 |$ 377622 |$ 355794
Average common shares outstanding during year -

assuming dilution 175,104 173,633 175,327 179,238 180,081
Per common share:
Diluted net income, excluding cumulative effect

and 2001 charges $2.10 $2.08 $2.20 $2.11 $1.98
Diluted net (loss) income (0.16) 1.71 2.20 211 1.98
Dividends declared 1.16 1.14 1.10 1.04 1.00
December 31 closing stock price 30.80 36.70 26.19 24.81 33.44
Long-term debt, less current maturities 674,796 835,580 770,581 702,417 588,640
Shareholders’ equity 2,130,009 2,345,123 2,260,806 2,177,517 2,053,332
Total assets $ 4,019,843 |$ 4,206,646 |$ 4,142,114 |$ 3,929,672 i$ 3,600,380

*The cumulative effect of a change in accounting principle in 2002 represents a non-cash charge related to the impairment testing for goodwill in conjunction with the
new Statement of Financial Accounting Standards No. 142 “Goedwill and Other Intangible Assets”. If the Company had applied the non-amortization provisions of
Statement 142 for all periods presented, net income and diluted income per common share would have increased by approximately $11.9 million ($0.07 per share),
$11.4 million ($0.06 per share), $10.7 million ($0.06 per share), and $4.1 million ($0.02 per share) for the years ended December 31, 2001, 2000, 1999 and 1998,

respectively,

**Facility Consolidation, Impairment and Other Charges (“2001 Charges”) totaled $107.8 million pre-tax in 2001 and $64.4 million after tax. The pre-tax charges include
$17.4 million classified in cost of goods sold and $16.4 million classified in selling, administrative and other expenses.

market and dividend information

High and Low Sales Price and Dividends per Share of Common Shares Traded on the New York Stock Exchange

Sales Price of Common Shares

Quarter 2002 2001
High Low High Low
First $38.08 $33.92 $28.45 $23.91
Second 37.80 34.47 31.50 25.28
Third 33.63 27.64 34.56 26.93
Fourth 32.00 29.48 37.94 31.85
Dividends Declared Per Share
2002 2001
First $0.29 $.285
Second 0.29 .285
Third 0.29 .285
Fourth 0.29 .285

Number of Record Holders of Common Stock: 7,773
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segment dalg

(doliars in thousands) Year ended December 31,

Net sales:
Automotive
incustrial
- Office products
tiectrical/electronic materials
Other
Total net sales

Operating profit:
Automotive
industrial
Office preducts
Zlectrical/electronic materials
Total operating profit,

Interest expense

Corporaie expense

cauity in (loss) income from investees
Coodwill and intangible amortization
Minority interests

Facility consolidation and impairment charges
income vefore income taxes and accounting change

Assetls:

Automotive-

Industrial

Cffice products

Zlectrical/electronic materials

Cerporate

Goodwiil and m"anglbie assels
Total assets

Depreciation and amortization:
Automotive
industrial
Office products
Electrical/slectronic matcnals
Corporate
Goedwiil and im angnb e amortization

“otal depreaciation and amortization

Cenital expenditures:
© Automotive
industrial
Office products
_Electrical/electronic ma’terials
Cerporate -
Total capital emendltLres

Net sales:
United States
Canaca
Maxico
Cther
Total net sales

Net long-lived assets:
United States
Cenada
Mexrco
Totel net long-livad assets

2002

$4,335,362

2,243,434
..,g 8,483
5,828
(aA 238)
$8,288,927

381,772
178,027
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2001

$4,252,913
2,234,241
1,379,859
387,771
(34,116)
$8,220,658

$ 378182
172,208
141,782

3,229
595,361

(59,418)
(27,670)
(14,333)
(3,077)
(94,852)

$ 498,013

' $2,219,503

867,716

. 538,468
121,721
17,160
442,078
$4,208,648

$ 45,094

11,802 ¢

8,345
4,009
1,020
14,333

$ 85793

$  25,765.

5,388
5,841
2,468

383

$ 41,944

'$7,526,531

629,330
98,823
(34,118)
$8,220,858

$ 579,535
182,041
25,534

$ 787210

2000

$4,163,814
2,342,688
1,335,500
557,866.
(31,009)
$8,369,857

$- 381,250
206,193
134,343

28,010
749,798

{63,496)
{23,277)

(13,843)

(2,430)

$ 646,750

$2,099,510
840,585
542,408
180,835
17,443
451,435
$4,142,114

. $ 51548

11,817
9,528
4,391
1,308

- 13,843
$ 92,303

$ 35031
20,054
9,116
3,183
3,745

$ 71,429

$7,665,498
633,715
101,653
(31,008)
$8,369,857

$ 618,818
201,895
25,882

$ 843,385

19¢9

$4,084,775

2,156,134

1,218,387
522,411
(3C,885)
$7,850,822

$ 383,830
185,203
118,345

23,343
711,724

-$ 528,057

'$2,034,417

758,206
503,604
174,258
18,588
440,289
$3,62¢,872

$ 51583
10,626
8814
4,473
1,783
12,708

$ 89987

$ 57,710
11,275
18,085

3,113
100
$ 88,283

$ 7,345,707
585,504

50,475 -

(3C,855)
$7,950,822

$ 620,837
207,672
25,333

$ 853,842

1298

$3,2682,405
"2,008,78%
1,422,420
220,447
(25,458)

$ 8,587,576

$ 330,288
175,455
123,821

12,030
833,285

(20,008)

(19,545)
3,329
(6,157)
{2,709) -

$ 589,117

$1,966,774
871,454
442,220
147,074
18,385
354,473

© $3,500,380

$. 43,837
8,619
8,391
1,508
1,893
5,157

$ 69,305

PO

89,154
5,972
8,004
4,688

545 -

88,261

&

$6,535,020
79,012
(25,456)
$ 6,587,575

$ 545452
187,954
15,338

$ 748,744



managesment’s discussion and analysis of financial condition and resuits of operations
December 34, 2002 :

Resulis a7 Operations:

Years endad Decembar 34, 2002 and 2001

Net sales for the year ended December 31, 2002, totaled
$8.28 bitiion, which was a slight increase from 2001. Sales
for the Automotive Group (“Automotive”) were $4.3 billion in
2002, an increese of 2% over 2001, Sales for S.P. Richards,
our Office Products Group (“Office”), were $4.4 billion, up
1% over 2001. Sales for Motion industries, our industrial
Group (“'ndustrial”}, were $2.2 villion, a slight increase over
the previous year; and sales for £iS, our Electrical and
Electronic Group (“Electrical”), were down 19% to $316
million. All incustry groups centinue to be affected by the
slow economy with the impact being greatest for EiS due 1o
the telecommunication and manufacturing sectors of the
ecenomy. Prices were down slightly in the Automotive and
Electrical segments, while pricing in the industrial and Office
segments increased 2% and .7%, respectively.

Cost of goods sold was 62.1% of net sales in 2002 as
comparec 10 59.3% in 2004, The decrease can be atiribuied
to more efficiént supply chain costs, inventory mix and certain
inventory related exit costs in 2001. Selling, administrative,
and cther expenses of $1.8 billion were flat as compared to
2001, and s?fgh‘dy down from the previcus year as a percent-
a2ge of saies.

Operating crefit as a percentage of sales was 8.5% for the
year, whicn was flat with 2001. These results are refiective

of the cveral; economic conditions, as well as the fixed costs
inherent in distribution, which have continued tc impact
operating margins. Automotive operating margins dgecreased
-slightly from 8.9% in 2001 to 8.8% in 2002. Costs associated
with new stere openings were only partially offset by cost
- reductions associated with distribution center closings and
other heazdcount reductions. industrial operating margins
increased from 7.7% in 2001 to 7.9% in 2002, reflecting cost
and headcount reductions resuiting from branch clesings.
Office Prcducts margins decreased slightly from 10.3% in
2001 o 10.2% in 2002. Our Electrical and Elecironic segment
increased their margins slightly.

The effective income tax rate decreased from 40.1% 1o
39.3% for the year, primarily as a result of the decrease in
non-deductible goodwiil amertization due to the adoption of
Statement of Financial Accounting Standards No. 142,
“Goodwill and Otner intangible Assets” (SFAS 142). Net
income, before the cumulative effect of a change in account-
ing principle related to goodwill, was 4.5% of nat sales as
compared to 3.6% in 2004, Net income for 2002, before the
cumuliative effect of a change in accounting princinle related
to goodwill impairment was $368 million, an increass of 2%,
‘compared to $362 million, before the Tacility Consolidation,
impairment and Gther Charges (“20041 Charges”) as discussed
below, for the same period in the prior year. On a per share
difuted basis, net income for the period, before the 2002
cumulative effect of a change in accounting principle reiated
to goodwiil and the 2004 Charges eaualed $2.10, as com-
pared to $2.08 reported in 2001. After the 2002 cumulative
effect of a change in accounting princinle reiated to googiwili
and the 2001 Charges, the net joss was $28 miiiicn, or $.15
diluted _ioss per share for 2002, as comparad te net income in
2001 of $297 million, or $1.74 diluted earnings cer shara.

Years ended December 34, 2004 and 260G

Net szles in 2004 were $8.2 billion, a decline of 2% as.com-
pared t¢ 2000. The Automotive Group and Cffice Products
Group increased sales by 2% and 3%, respectively. Price
increases for Automative were 2% in 2004 and 1% in 2000
and, for Office, 2% in 2001 and 1.7% in 2000. industrial and
ES reported sales decreases of 5% and 30%, respactively,
resulting from the economic slowdown in the industrial manu-
facturing and telecommunicaticn sectors of the eccnomy.
Although industrial and Zlecirical each had price increases of
1% in 2001 and 2% and 1%, respectively, in 2000, the affect
of such increases was more than offset by valume declines.

Cost of goods sold was 69.3% cf net sales in 2C01 as com-
pared 10 68.8% in 2000. The siight increase in cost of goods
sold as a percentage of net sales is primarily atiributable to
continued pricing pressures resulting from the recessionary
economic conditiops coupled with inventory-reiated axit costs
discussed below totaling approximately $17.4 miilion. Selling,
administrative and other expenses of $1.9 billion were flat




from 2001 to 2000. At 23.7%.0f net sales in 2001, these
expenses increased slightly from 23,4% in 2000. Excluding
the effect of the 2001 Charges, selling, administrative; and -
other expenses declined by just over 1%, generally consistent
with the sales decrease.

Operating profit as a perceniage of sales was 8.5% in 2001 as
compared to 9.0% in 2000. These results are reflective of the
overall economic conditions in 2001 and the fixed costs inher-
ent in distribution. Automotive operating margins decreased
slightly from ©.2% in 2000 to_8.9% in 2001. Office operating
margins showed slight improvement from 10.1% in 2000 to
10.3% in 2001. The current economic conditions continued to
place the most pressure on the industrial and Electrical seg-
ment. Industrial margins declined to 7.7% in 2001 from 8.8%
in 2000. EIS, with a sales decrease in 2001 of 30%, had an
operating margin of 1% in 2001 and 5% in 2000. The margin
decline at EIS is bacause the operating expenses associated
with EIS’ business could nct be reduced to the extent of the
sales decline.

The effective income tax rate was 40.1% in 2001 as com-
pared to 40.4% in 2000. Net income in 2001 was $297
million, reflecting a 23% decrease over 2000 net income.
Net income as 2 percant of net sales was 3.6% in 2001 as
compared to 4,3% in 2000. Excluding the effect of the Facility
Consoiidation, Impairment and Cther Charges, net income
was down 6% from 2000 and was 4.4% of sales. This
decrease in net income is primarily attributable to the sales
decline. in 2004, diluted earings per share were $1.71, a
22% decrease from $2.20 reported in 2000, Excluding the
2001 Charges, diiuted ‘eamings per share were $2.08, a
5% decrease from 2000.

Facility Consolidation, impairment and Other Charges

In the fourth quarter of 2001, the Combany's manage-
ment approved a plan to close and consolidate certain
Company-operated fecilities, terminate certain employees,
and exit certain other activities. The Company also
determined that cartain assets were impaired. Following
is a summary of the charges ($107.8 million pre-tax;
$64.4 miliion, net of tax) and accruals related to
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continuing liabilities assbciated with the plén’(in thousands): ‘

Paidin  Uabilityat Paidin  Liabidityat .
Total  Non<ash 2001 Dec. 31,2001 2002 Dec. 31, 2002
Impairment ’
charges $49400 $(49,400) % - $ - 3 - $ -
Facility-
consolidation .
expenses ~ 17900 (6,900) (300) 10,7C0 . {4,800; 5,800
Severance
expenses 8,700 - {100) 8,600 (%,800) 1,800
Inventory-related ' :
‘exit costs -
cost of : .
* goods sold 17,400  (17,400) - - - -
Other - selling, :
administrative
and other i
expenses 1 16,400  (15,800) = 600 - (300) 300
$107,800

$(89,500) $(400) $17900 $(9,900)  $8,000
Impairment charges are primarily comprised of two separate
technology projects: (1) an abandoned software system imple-
mentation in the Office Products Group totaling approximately
$30 million, and (2) an impaired technolcgy-related venture in
the Automotive Group totaling approximately $15 million for
which the Company projects the undiscounted cash flows to
be less than the carrying amount of the related investment.

" Facility consolidation expenses relate 1o facility consolidations

in each of the Company's business segments. In 2001, the

Company identified certain distribution, branch and retail facil-

ities that were to be closed prior to December 31, 2002. The
Company appropriately accrued the estimated lease obligation
from the planned exit date through the end of the contractual
lease term, net of estimated sublease income. The facility con-
solidations did not result in any material decline in net sales,
as all such closed facilities have been served by other
Company-operated facilities. ‘

Severan'ce expenses include charges for employeeé who have
been involuntarily terminated in connection with the Company’s
facility consolidations. All terminations occurred prior to

- December 31, 2002. Inventory-related exit costs relate to

inventory considered by the Company to be impaired as &
result of the facility consolidations described above and
related inventory rationalization and optimization programs. -
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18 (continued).

All invenicry-reiated exit costs heve been classified as cost

of gocds sc'd in the accempzanying censolidated stalement of
income. Cther charges have been classified as a component
of seling, ac*‘nmsha ive, and other expenses. ’

cemoey 31 2004 '~alance sheet. °repa:o W\z\.ﬂses
current assets geclined primarily due to tne realize-
tion of & significant income tax receivebie. Goodwill and other
intangible assels decimed due to the January 4, 2802 adoe-
tion of @ new accomung princinle, as discussed beigw. The
Ccittgany's cash balance &t Sacember 31, 2002 was $20
mitiion, Sown $68 milien as compared to December 31, 2007,
orimarily cue to a reduction of debt. Due 0 our Automative
Croup's new store acguisitions, and favorable buyirg opgortu-
nities in the incustric! and Office Groups, inveniory increased
13.5% as ccmoared to oecemosr 34, 2004, in connection
with the Comeany's continuing focus on negotiating extended
payment werms with vendors, accounts payabdle at Decembar
31, 2002 increased aporoximataly $87 million as compared o
20C%. The change In long-term debt is discussed below.

During the Tirst guarier cf 2002, the Company completed iis
fransiticne: impairment testing of geodwili as required oy
SFAS 142, As a XeSL it a nm-cash charga of $3985.2 million
was reccrged as of Januery 7, 2002 representing the cumula-
tive effect ¢7 @ cna ng\, in accoan’:ing orincipte. Most of the
gooc:w;l written down is in conneciion with acguisitions made

2888 and 2SS9 where the discounted cash flows was
esmma':ed tc pe less than the carying amount of the goodwill
recoraed. yne dreakdown of this imecairment by reporiable
segment is summarized es follows, in thousands:

e
=
“

Transitional impairment losses

Automotive $243,401

Industrial , 19,512

Office products 6,566

Eiectrical/electronic materials 155,611

Total : $395,090

‘n adcition, the adoztion of the non- -amertization arevisions
of SFAS 142

resulted in a gecrease in amortization expense of

E8 i oy o ? PEETR P
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approximately $12 millicn, or $.07 per share, for the year
ended December 31, 2002.

ty and Caplial Resources

he Company's long-term debt decreased by agproximateiy
$ 4100 millicn in 2002 as compared to 2001. The deciine in
borrowings is primarily attributable to cash generatec from
cperating activities of $272 miilion and $38 million in casn
generated from stock cption exercises. in acdition, the
Company had minimal siock repurchases during 2002, and
capita: expenditures and cother invest mg activities ware com-

- parable o 200;.

Cn November 3C, 2001, the Company completed a $500 mii-
lion financing arrangement with a consortium of financial
instituticns and insurance companies. At December 31, 2002,
the Company had unsecured Senior Notes outstanding under
this financing arrangement as follows: $250 million, Series A,
5.86% fixed, due 2008; and $250 million, Series B, 6.23%
fixed, due 2041, In addition, at December 34, 2C02, the
Company had $100 million outstanding on a $200 miilion
unsecured revolving line of credit, LIBOR plus .55%, cue 20083,
and an unsecured term note in the amount of $172 million,
LiBOR plus .55%, due 2004; and $20 million in other borrow-
ings. Certain becrrowings contain covenants related to a2
maximum debtto-equity ratio, a minimum fixed-charge cover-
age ratio, anc.certain limitations on additional borrowings. At
December 31,2002, the Company was in compiiance with all
sucn covenants. The weighted average interest raie on ihe
Company's outstanding borrowings was approximately 4£.8%
and 5.3% at Secemoear 31, 2002 and 2001, respectively. Total
interest expense for al! borrewings was $59.8 miltion and
$59.4 miliion 2002 and 2001, respectively.

The Company also has an $85 million construction and lease
facility. Properties acqguired by the lessor are constructed and
then leased to The Company under operating lease agree-
ments. The totai amount advanced and ottstanding under this
facility at December 31, 2002 was apprcximately $66 million.
Since the resulting leases are operating leases, no debt obli-
gation is recorced on the Company's balance sheet. This
construction and lease facility expires in 2008. Lease pay-




ments fluctuate based upon current interest rates and are
generaliy based upon L!BOR plus .55%. The iease facility con-
tains residuai vaiue guarantee provisions and guarantees
under avents of default. Although management believes the
likeiincod of funding to be remote, the maximum guarantee

~ onligation under the construction and lease facility is approxi-
mately $86 millien at December 31, 2002. in addition, the
Compeny guarantsed borrowings of affiliates totaling apbroxi-
mately $61.4 million and $59.7 million at December 31, 2002
ana 2804, respectively.

I August 1999, the Cempany completed the repurchase of 15
miliicn shares autnhorized by the Board of Directors in 1994.
“re Boeard auihorized the repurchase of an acditional 15 mil-
lion shares on April 18, 1898, anough December 31, 2002,
apgroximately 7.8 miilion shares nave been repurchased
under this new authorization. '

The following table shows the Company's approximate obliga-
tions and commitments to make future payments under
contractual obligations as of |

Period less Period 1-3 Period 4-5 Period over

Total than 1 year years years 5 years i
Credit facilities $ 791,701 $116905 $174,796 — $500,000
Operating leasss 375,850 101,728 60,921 87,324

125,877
Total Contractual :

Cesh Obligations ~ $1,167,551 $218,633, $300,673 $60,921 $587,324

The Company nas certain commercial commitments related
to affiliate vorrowing guarantees and residual values under
operating leases. Tne Company balieves the likelinood of any
significant amourits being funded in connection with these
commitments to be remote. The following table shows the
Compeny's appreximate commercial commitments as of
December 34, 2002 (in thousands):

Total Period Period Period  Period -
Amounts  less than 1-3 45 over
Committed 1 year years years 5 years
Guaranteed borrowings ‘ '
of affiliates $ 61,350 $21,372 $6,903 $4,701 $28,374
Residual value :
guarantee under : )
operating leases 52,800 - - -~ 52,800
Total Commercial . ) .
Commitments $114,150 $21,372 $6,803 $4,701 $81,174

Decemier 31, 2002 (in thousands).

. December 31, 2001, th

The Company manages its exposure 19 clianges in short-ierm
interest rates, particularly to reducs the impact-on its fioating-
rate term notes, by entering into interest rate swep agreemants.
The Company has interest rate swaps with fair value of approxi-
‘mately $15.6 million and $31.8 million ou’cstanding as of

Decemier 31, 2002 and December 31, 2004, respectively. The
decrease in fair values since December 3%, ZOO_L is primariily
Gue to noymal settlement of monthly payments due on swacs
auring the year ended December 34, 2002, as well as ine early
{ermination of certain swaps, offsat &y increases in the fair value
of the liability on outstanding swaps during the pericd.

The following table stiows the activity of the Comgany's liability
for interest rate swap agreements for the period from December
31, 2001 to Decamber 31, 2C02 {in thousands):

Fair value of contracts outstanding at December 31, 2001 $31,570
Contracts realized or otherwise settled

during the period (cash paid) (35,580)
Other changes in fair values 19,853,
Fair value of contracts outstanding at December 31, 2002 $15,643

This interast rate swap liability is includad in othsr accrued
expenses in the Company's consoclidatac balance sheet. Other
than interest rate swaps, the Company ¢oes not nave any

other derivative instruments. The Company doas not enter into
derivatives for speculative or trading purposes. B

The Company's exposure to future declines in interest rates
associated with fixed rate interest rate swap agreamentis has
oeen reduced significantly sincé Dacember. 31, 2001. At ‘
e Cempany had fixed interast rate pay-
ment swap agreements ouistanding in the notional amount of
approximately $800 million. At December 31, 2002, the
noticnal amount of these outstanding interest swap agree-

- ments was agproximately $100 miilion, comorised of twe $50

million notionat swaps with maturity dates of 2005 and 2C08.
in addition, at December 371, 2002, approximataly $500 mil-
lion of the Company’s total borrowings, which mature in
approximatelyssix and nine years, are at fixed rates of interest.
A 1% acverse change in interest rates woult not have a mate-
rial adverse impact on future earnings and cash fiows of the
Company. ‘

i




management’s discussion and analysis of financial condition
and rosuits of operations (continued)

The ratio of current essets 1o current liabilities is 3.1 to 1 at
December 31, 2002, and the Combany's cash position is
good. Tnhe Cempany dDeligves existing credit fachities and casn
generated from operaticns will ce sufficient 10 furd future
operations.

Critical Locounting Estimates

€

inventorizs - Frovisions for Slow Voving and Obsoiescence
The Company identif es slow moving or obsolete inventories
and estimates aporopriate loss provisicns releted thereto.
iHistorically, these loss provisions have not been significant as
the vast majority of the Company's inventeories are not hignly
susceptiole {o obsolescence and are éligible for return under
various vendor return programs. While the Company has no
reason (¢ beliave its inventory return privileges will be discon-
tinued in the future, its risk of loss associated with obsolete or
slow moving inventories would increase if sucn were to occur.

Aliowarce Tor Doubtfui Accounts ~ Methodoiogy

The Company evaluates the collectibility of accounts receiv-
anle baszd cin a combination of facters. Initially, ‘the Company
estimates an allowance for doubtful accounts es a perceniage
of net szies based on historical bad debt experience. This ini-
tial estimate is periodically adjusted when the Company .
pecomes aware of a specific customer’s inability to meet its
financial cvligations {e.g., bankruptey filing) ¢r as a result of
changes in the overall aging of accounts receivable. While the
Cempany nas a large customer base that is geographically cis-
persed, a general economic downturn in any of tnhe industry
segments in which the Company operates couid result in high-
ev then exnecied defaults, and, thersfore, the need {0 revise
estimates for bad debts. For the years ended December 34,
2002, 2001 and 2000, the Company recorded provisions for
bad debis of $20.9 million, $26.5 millicn ang $23.S million,
respectively.

Consideration Recelved from Yendors )
The Company enters into agreemenis at the beginning of each
year with many of its venders providing for inventory purchase
rebates and advertising allowances. Generally, the Company
earns inventory purchase rebates upon achieving spacified
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volume curcnasing levels and advertising allowances unon
fulfilling its okiigetions related to cooperative advertising
programs. The Com’pany accrues for the receipt of inventory
purchase repates as part of its inventory cost based on cumu-
lative purchases of inventory to date and projecied inveniory
purchases tnrough the end of the year, ang, in the case of
adveriising allowances, upon compietion of the Comgany’s
ooligaticns relawed thereto. While management believes the
cmpany will continue to receive such ameunts in 2003 anc
beyond, there can be no assurance that verdors wili continue
to provide comparacie amounts cf rebates anc aliowances in

the future. ’

impairment of Property, Plant and Fauipment and Goodwill
and Other intangible Assets

At least annually, the Company evaluates property, piant

and equipment and goodwil! and other intangible assets for
potential impairment indicators. The Company's judgments
regarding the existence of impairment indicators are based on
legal Tactors, market cenditions and operationai performance.
Future events could cause the Company to conclude that
impairment indicators exist and that assets associated with a
particuiar cperation are impaired. Evaluating the impairment
alse requires the Company tc estimate future cperating resulis
and cash flows whnich require judgment by management.

Any resulting impairment loss ¢ould have a material advérse
impact on the Company’s financial concition and resuits cf
operations. ‘ ) : !

Quarterly Resilts of Operations: |

The-preparation of interim censolidated financial statements
requires management to make estimates and assumptions for
the amounts reported in the condensead consolidated financial
statements. Specifically, the Company makes cartain esti-
mates in its interim consolidated financial statements for the :
accrual of bad cebts, inventory adjustments, and volume
rebates earned. Bad cebts are acciued based on a percent-
age of sales and volume rebates are estimated based upon
cumuiative and projected p’urohasing levels. inventory adjust-
ments are accrued on an interim basis and adjusted in the
fourth guarter based on the annual Octoper 31 book-to-physi-
cal inventory adjustment. The meincdclogy ang cractices




used in deriving estimates for interim reporting typically result
in adjustments upon accurate determination at year-end.

The effect of these adjustments in 2002 and 2001 was not
significant. -

The cumulative effect of a change in abcounting principle
related to goodwill impairment as discussed above resulted in

a decrease in net income in the first quarter of 2002 of $2.26

per share. Without the cumulative effect adjustment, diluted
income per share would have been $.50 in the guarter ended

Marcn 31, 2002, The 2004 Facility Consolidation, impairment -

and Other Charges discussad above resulied in a decrease in
net income in the fourth quarier of 2001 of $.37 per share
diiuted, Without the 2001 Charges, diluted income pershare
would have been $.51 per snare in the quarter ended
December 33, 2001. o

The following ié a summary of the quarterly results of operations
for the years ended December 31, 2002 and Z001.

Three Months Ended |

March 31, June 30, Sept. 30, Dec. 31,
(in thousands excent for per share data)
2C02
. Net Sales $1,977,743 $2,130,924 $2,156,759 $1,993,501

Cross Profit 803,869 644,232 649,793 656,184
Net Income before ' ’

cumulative effect

of a change in

accounting principle 87,027 . 98,047 94,027 90,399
Cumulative effect of !

a change in i

accounting principle (395,090) ' - —_ -
Net {Loss)/Income {308,063) 96,047 94,027 90,399
Diluted Earnings/

{Loss) per share:
Before change in ’

accounting principle b0 .55 54 B2
After change in

accounting principle {(1.75) 55 .54 .52
2001 )
et Sales $2,054,972 $2,118,976 $2,098,191 $1,947,529
Cross Profit 623,159 642,977 630,312 625,046
Net Income 89,273 94,688 88,216 24,970
Diluted Earnings

ner share b2 b5 Bi 14

Ferward-Looking Statemeﬁts: ‘
Statements in this report constitute forward-looking statements
that are subject to the safe harbor provisions of the Private
Securities Litigation Reform Act of 1995, The Company cautions
that its forward-ooking statements involve risks and uncertainties.
The Company undertakes no duty to update fis forward-looking
statemenits, which reflect the Company's beliefs, expectetions,
and plaﬁs as of the present. Actual results or events may differ
materially from those indicated as a result of various important
factors. Such factors include, but are not limited to, changes in
genéral economic conditions, the growth rate of the market for
the Company's products and services, the ability to maintain

" favorable supplier arrangements and felationships, competitive

product and pricing pressures, ihe effectiveness of the Company's
promotional, marketing and advertising programs, changes in
laws and regulations, including changes in accounting and taxa-
tion guidance, the uncertainties of litigation, as well as other risks
and unceriainties discussed from time to time in the Ccmpany's
filings with the Securities and Exchange Commission.




e Paris Company

We have zrepared the accompanying consslidatad financia!
statements and reiatec information included herein for the
years enged December 3¢, 2802, 2004 anc 20CC. The
cpinicn ¢f Zinst & Young L2, the Coempany’s infependent
auditors, on those financial statements is inciuded herein.
The primary responsibitity for the integrity of the financia! infor-
metion includad in this annua! report rests with man agement.
Such infermation was presared in accoraance witn generally
acceptac accounting principles eporopiiate in the circum-
stances based on our past estimates and judgements and
givirig gue censideration tc materiality,

Genuine Perts Company maintains internal accounting control
systems which are adzquate {c provide reasonable assurance
that asseis zre sefeguardad frem loss or unauthorized use
and which *"auc recoras acecueate for nrenaration of finan-
cial information. The system and controls and comzliance
therawith are reviewad by an extensive progrem of internal
audits g~¢ by our independent auditors. Trere are limits inh
ent in ali SijwT‘S of internel acceunting contre! sased on the
recognition that the cost of such a system snould not exceed

"o o s N, mmmlnﬂ(
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3o&rc of Jirectors
Cenuine Parts Company

We nave eucited the accompanying consolidated balance
shaets ¢f Cenuine Parts Comnany and subsidiaries as of
Cecember 31, 2002 and 2004, and the refaled consolidated

s‘tawmems of income, sharenclders’ equity, and cash flows for

each of tha three years in the seriod ended December 34,
2002. :‘“ese financial staiements are the responsitility of the
Comzeany's management. Cur resconsipliiity Is 2o express an
coinicn on thase financial statements based on cur audits.
We conducted our audits in accerdance with auditing stan-
cards generally accepied in ine United Stetes. Those
standarcs raguire that we p'an and perform the audit to
obtain reasoneable assurance atout wnhether the financial
statements are free of material missiatemsant. An audit
includes examining, en a test basis, evidence supperting the
amounts and disciosures in the financial statements. An audit
aiso includes assassing the accounting principles used anc
s’gm,u:.m estimates made by management, as weall as evaiu-
ing the cverall financial statement presentation. We believe
that cur ausits provide a reasonabie basis for our opinion.

the benefits to be derived. We beiieve the Company's system
provides this appropriate balance.

“he Audit Commitiee of Genuine Parts Company’s Board of
Sirectors is responsiole for reviewing end monitering the
Cempany’s financial reports anc accounting oractices to
ascertain that iney are witnin acceptable limits of sound prac-
tice in such matters. The membership of the Committee
consists of no-employee Directors. At pericdic meetings, the
Audit Commitiee discusses audit and financial reporting mat-
ters and the internal audit function with representatives of
financial management anc with representatives from & st &
Young P

JAU 5“
O77A 7 i
u

JERRY W, NIX

Zxecutive Vice President -

Finance and Chief Financial Officer
February 4, 20C3

g

n our opinion, the financial statements referred to above
present fairly, in all matearial respects, the consolidated finan-
cial position of Cenuine Parts Company and subsiciaries at
December 31, 2002 and 2001, and the consclidated resulis
of tneir operations and their cash flows for eacn of tne thres
yeers in the period ended December 31, 2002, in conformity
with accounting vrincinles generally accepted in the United

States

As ciscussed in Note 2, effective January 1, 2002, the
Company adopted Statement of Financial Accounting
Standaras No. 142, Goodwill and Other Intangible Assets.




consolidated 2alance shesis

(dollars in thousands) December 31,

o

Ascets
Current Assels: y

Cash and casn equivalents

Trade accounts receivable

. Merchandise inventories
Prepaid expenszs and other assats
Total Current Assets )

Goodwill and Intangible Assets, less accumulated amortization
Cther Assz's

Progerty, Plant and tguipment:
Land

Buildings, less allowance for cepreciation (2002—$105,348; 2001-$101,914)

Machinery ancd squipment, less allowance for depreciation
T(2002-$350,732; 2001~$341,833)
Net Property, Plant and Zguipment

Lisbilities and Sharehoiders’ Enulty ‘
Current Liabilities:
Trade accounts payable
Cuirent pertion of long-term debt and other borrowings
Accrued compensation )
Othar accrued expenses
Dividends payable
income taxes payable
Tota!l Current Liabilities
Lorg-Term Dent
Deferred income Taxes
Minority Interests in Subsidiaiies .

Shareholders’ Zquity:

Preferred Stock, par value $1 par share—authorized
10,000,600 shares; none issuad

Common Stock, par value $1 per share—authorized
450,000,000 shares,; jssued 174,380,834 sharses in 2002 and
173,473,944 shares in 2001 ‘

Additional paic-in capital

Accumuiated other comprehensive loss

Retained earnings

Total Shareholdars’ Zquity

- See accaompanying notes.
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2001 -

$ 85,770 :
1,010,728
1,890,037
156,677
3,148,212
442,078
273,224

37,465
127,839

180,028
345,132

$4,205,848

$ 544,084
57,460
52,395

105,099
49,413

173,474
15,080C
{48,084)
2,201,683
2,345,123
$4,206,643




consclidated statements of income

(in thousands, except per share deta) Year ended December 31,

Net sales
Cost of goeds sold

Selling, atministrative and other expenses

Facility consclication and impairment charges

Income sefore income taxes and cumulative effect of a
change in accounting princinle '

income taxes . ,
Income before cumulative effect of a change in accounting principle
Cumulative effect of a change in acccunting principie

Net (loss) income

Basic net income (loss) per common share:

~ Before cumulative effect of a change in accounting principle
CumuiaZive effect of a change in accounting principle
Sasic net (joss) inccme

Diiuted net income {loss) per common share:
Before cumusative effect of a change in accounting principle
Cumulative effect o° a change in accounting principle
Diluted net {loss) income

Weighted average common shares ouistanding
Dilutive effect of stock options and -
non-vested restricted stock awards
Weighted average common shares outstanding—
assuming dilution

See accompanying notes.

2002
$8,258,927
5,704,745
2,554,278

1,948,442

803,738
238,236
387,500

(395,030}

$ (27.590)

$ 2.55
T 22

$ (a8
2,40

(2.28)

$  (0.18)

2001
$8,22C,658
5,699,174
2,524,494

>
[SN
\j
N

e
[N
~
[N

173,633

2030
$8,369,857
5,764,360
2,805,497

1,958,747

848,750

261,427
385,323

$ 385,323

©»
N
i
(@]

175,008
318

175,327




)

dollars in thousands

2alance et January 4, 2000
Netincome
Foreign currency tianslation
ecjustmen:
Comzrenansive income
Cash cividencs ceciareq,
.10 pershare
Sicex cptions exercised,
inciuding tax panafit
Purcnese of sipck
Stocxk issued in connection
wilh acguisitions
Balance &t Dgcemaer 34, 20C0
Netinceme
Toreign currency transiation
agjustment

Changes in fa'r value o7 derivative

instruments, net of income
taxes of $13,887
Comprenensive income
Cesh dividends ceclarad,
$4.34 per share
Stock cptions exercised,
©inciucing tax penefit

Puichase of siock

Stock issusg in connection witn

acauisitions )
Balance at Decempier 31, 2001
ticss -
Foreign currency transiation

(N
agiusimen:

=z
15}

Chergss in fair value of derivative

instrumeants, net of income
{axes of $2,6858

Comprehensive l0ss

Cesn agividencs deciarad,
$1.18 zer share

Stcek options exercised,
inciuding tax benefit .

Purchese of sicck

Stock issued in connacticn
witn acguisition

Saience 2t Desember 31, 2002

e gmoa T
[OERR TR AL LG R

Common Stock

Shares Amount
177,275,580 $377,275
385 -

(5,488)

578,728 580
172.385,588 172,390
9359878 937
(486,025 (458)
543,303 543
173473944 173,474
1,286,687 1,287
(386,434) (389)
0,427 o

174,380,834 $174,381

27

Additional
Paid-In
Canpital

% —

(13,840)

13,832

23,484
(12,162)

14,778
15,080

38,180
(11,225}

327

$ 44,374

Accumulated
Other
Comprenensive

Income (Loss)
$ (8,857)

(5,184)

(13,041)
(12,252)

(20,801)

$(60,522)

Retained
Earnings
$2,007,088

385,323

2,481,457
. 287,147

$4,871,779

Total
Shareholders’

Equity
$2,477,8.7
385,323

14,412
2,250,808
287,147

(12,252)

$2,130,0C9
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See accompenying notes.
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cant Ascouniing Polinies

Zenuine Parts Company and all of its majority-cwnat sub-
sigiaries (“t'we Company”) is a gistributor of atitomctive

; caris, incustial .eomcemvm parts, office DroCUCTS

eng gleT ai/ lectrenic materials. The Company serves a

c{‘ve se c;stomer base trougn more ‘c_han 4,850 iocations in -
orin Amarica end, therefore, has limited expesura from credit

‘csm: ce ;ny certicular cusiemer ¢r ingdusuy ssgment. The
uomo:ny ricrms ¢ erlodxc credit avajuations of its cus‘om

financiai concizion anc generally dees not reguire collatergl.

il
Ton

nneinies of Sonscllds
i"c consoiidetad financia: staiements include alt of the accounts
f1 o pany. income apelicable to mincrily interests is includ-
ansas Significant intercomsany accounts ant
ave daen eliminaied in consclidation.

IS
3N

gl
It ars.fc ‘on

v

r corsoligated financial statements in con-
vitn accounting crincioles generally accesiad in the
tates raulires menragemant to make estimetes and
viors thet affect the amounts regerted in the consolidat-
ed financam swlemanis and accomoanying notes. Actual resuits
may i T tncse esiimaies and the aifferences ceuid be

Lt
(\)
i
]
3
[}
b
9\

ne "i“’]ﬂ:‘i‘“}/ TCCugPW\.S ravenues from proguct sa
%

ment (o its cusiomers.

les upon ship-

&

G ets and stetements of income of
s forsign subsidiaries have been translated into

U.8. douars at the current and average excnange rates, respec-
tively. The forgign currency translation ac’,us\mem is inciuded as
& compenant of accumulaled stner comeranansive less,

{ash ann GEsh )

fhe Cemgeny considers c.H highly liguid investments with maturi-

whree menihs or iess when purchased ¢ oe casn

,_}
@

HRUIECN:
o

e e S
"_G‘..we :C:"

ny ev:"uaes the colisctibility of trade accounts receiv-
cn a comiination ¢f faciors. initielly, the Company
N for doubtful accounis as a percentage of
This initial
egjusied when the Comiany bacomes

aszd on historical bed debi experience.
riocicaiy &
ific cusicmer's inabiiity o :“ca: its financial o'k

22n
,
sad
vsuma tes an allowance
e
za
S

(D

esiimae
awa*e ¢fa spec
. sankrugicy fhiing) or as a result ©

{e. T changss inthe
o v‘o“ agi~g of eocounts TSCeI\/C.O‘b. While the

Company nas a
iarge cusicmer Lase thet 's gecgraghically glstarsed, a genera!
eCeASic ¢owntlm in any cf "\3 indlustry segments in which the
Company ogerates ccuid rasuil in nigher than expacied cafaults,
ancg, thereicre, the need o revise esumaL 2s for vad deois. ~or
‘Nz vesrs enc‘sa‘ Cecamzer 34, 2002, 2024, and 2CC0, ine
";\ rscorc‘e srovisions for ba amms of approximately
: ng $53,8C0,000, resgeciveiy.

Ly v

V°rcr~anms° invanioy es are va
ket Cost is daermined by the lastin, firsteut {L.70) mathed for a
majority of aulometive parts, eleclricai/aizclrenic materiais, enc
industrial paris, and by the firstin, first-out {F170) matred for
office prcaucts and cariain othar invenicriss. if the FiFC methcd
had been used for ail inventories, cost wouic nave teen oo
mately $184,220,C00 and $173,488,000 higher then rencrad
at Dacemkber 34, 2002 and 2CCL, rssoectivaly.

‘cwer ¢f cost or mer-

lLed atine

The Company icentifies slow moving or cosolete mv\..w {as and.
estimates apprepriate previsions related thersto. Historically,
thase icsses nave not been sighificant as the vast mejority of ine

.Comnany’s inventories are not ngniy suscenticie to coscles-

=nce and are aligibie for raturn under varicus vendor ratuir

orograms. Whaile the Comgany nes no Teascn 1o baileve s inven-
tory return privileges will se discontinuad in the futurg, s risk of
'5ss associziad with chsolele or sicw meving invenlicries wouid
increase if such wars {6 cceur.

-

“ne Company enters into agreements at the saginning of each
year with many of its vendors oroviding for invantery Turchase
reoates and advertising allcwances. Gen m’*lly, e Comy;
garns inventory purcnase rebates upon echieving svec
ume purchasing levals and adveriising m(ow*rms voont
iis coligations related to ccope Aa['vv ac orilsing N"’Jva ns The
Company accrues for the receipt © i
part of its invenicry cost based on cumul UV" ou*ma e
ory 1o date and projected invenicry gurchasss ﬂrca'ﬁ the end
of tne yaar, ang, in the casa of advarlising eliowancss, uzen
comasiction of the Company’s obligations reiated thereto. While
management beiieves the Company wili continue o receive con-

siceration from vendors in 2803 and teyend, thera can 2 rm
essurance that vendors will continue to provids comsaral
emounts of rabates and allcwancas in “he fuilre.

37 GU As
ther currant asseis coneist grimariy cf
nses, ameunis dL e from vangcers, ingcme t1axaes
2001, and defarred income taxss.

Gooawili and other mmng'o assels primeriy represeris the
excess of ine purchase orice nait cver tne feir valie of the net
asseis acquirad m cennection wm Ls'rﬁss aoguisivons.,
Zffsciive January 4, 2002, the Compeny edesied Statement of
Finencial Accountmg Stenderds Ne. 142, "o""mﬂ and Cthar
Intangible Assats ("SFAS No. 1£2"), SFAS No. 442 reguires that
entities essess the fair vaiue of the net asse’s uncerying ali
ecquisiticn-relaied gooclwiil Cn 2 rapering unit ces's efiecive
budwnmg n 20C2. Whan the fair velue is less than the reigied
arnying vaiue, entities are racuiret o reduce the amount of
ﬁocdwil‘ (se2 Note 2). Tas acproccn e avall a‘&r‘g ine recoverasi-
ity ¢f gocowiii s cutlinad in SFAS Ne, 7472 reguires the Lse
va\.uat:cn techniguss utitizing catzrﬂatcs ang :ss, ngticns a
srojected future operating resuils end other variadies. The
impairment only aporoach reguirec 3y STAS No. 4142 may have
the effect of increasing the velati’y of the Com:e*ys 2ENINgES |
acditicna: goodwiil impairment o el

w
D

surs el e future dale.

.
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ties discontinue amcortize-
aticn of googwill
led in sest business ccmbinglions. Acccromgy, ine
Comeoany ne longer emcrtizec goodwii beginning in 2002,

SFAS No. 242 2iso ragu ies that en
8

tien of e surchased g"yw*“ inciucing

g "\r’\f\"‘k

vitl amerizetion exoense wes $44,8722,03C enc
i~ 2004 and 2000, respactivaly. Accumuig
, 2C0% was

i . . ey
or geoowill at Zecember 34

SIC"T 2£588st, an
¢, ang cerain

e
ler devaicomant.

i

towing
™Mo cv.,m\,ms,

20 recietion is
f

als oiher than goodwil!
anc circumstiances 'm/::w that
vay not be fuilv recoverabia.
mpany $rojecis r‘axscouh c netf

k ‘¥e of such assets. [ these project-
wan me ce *“vmﬂ amoun‘t, gn impeirment
gswith a

s, if nny are

fihe fol-
5owingz
(Dollars in Thousancs) Decamer 31 233% 2001
Foreign currancy trenslation : $43,253 $25,293
Net unrealized loss on derivative
Instrumants, et of taxes 17,238 20,801
Total accumulaiec otier comerenensive loss $GC,522 $45,024
i vEt msinimnenis
The carryn amuLANL x@}xecer iy Lne consoiidatec calance
e s, accounts receivas.e and

roximate the respectiva irvalues based

inese ms‘tru*@ﬁts The fair va iu of
eements, incluged in other accrue

}ec < balancs shest, was apcroximately
4,570,000 at December 34, 2002 anc

ne feir au\, ¢ derivative financial instru-

mined sased on cuotes market orices. Al
nd 2087, the cair rﬂg amourt "cr v*r?eo;e
;CTC\.L aies 1="“ market velue since the

are reset aC'.oasc"' iy 1o cur-
70\,9 and 20074, the fair

rmarket vaiue of fixed T desiwas e 2LCC ima V
. AAA AAA
(033/ vul,vuu &7 88 e 3va1V°V ./cSw.z orim
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been included in the computation of diluted net (loss) income
per common share since the cale of the acquisition.

Reclassificatiors ‘
Certain reclassifications have besn made 10 prior year amounts’
1o confarm 1o current year presentation.

Recently Issued Ascouniing Proncuncements
Effective January 4, 2002, the Company adopted SFAS No. 141,
Business Combinations ("SFAS No. 144", and SFAS No. 142,
Goodwill and Other Intangible Assets ("STAS No. 142"). SFAS No.
141 requires that the purchase meihod of accounting be used for
all business cembinaiicns initiated after June 30, 2001, SFAS No.
142 requires that entities assess tne fair value of the net assets
underlying all acquisition-reiated goodwill on a reporting unit basis
(see Note 2). ) :
in June 2C02, the Financiai Accounting Standards Board
(“FASB") issued SFAS No. 148, Accounting for Costs Associated
with Exit or Disposal Activities (“SFAS No. 148”) which acdresses
financial accounting and reporting for cosis associated with exit
or disposai aciivities and nuilifies zmerging Issues Task Force
(EITF) Issue No. 84-3, Liability Recognition for Certain Emplovee
Termination Benefits and Other Costs to Exit an Activity (includ-
ing Certain Costs Incurred in & Restructuring) (“EiTr 94-3"). SFAS
No. 146 recuires that a iiebility for costs associated with an exit
or aisposal activity be recognized when the liability is incurred as:
cposed to the date of an entity’'s commitment to an exit plan.
SFAS Ne. 146 also establishes fair value as the objective for ini-,
tial measurement of the liability. SFAS No. 146 is effective for exit
or disposal activities that are initiated afier December 31, 2002,

in December 2002, tre FASB issued SFAS Ne. 148, Accounting
for Stock-Based Compensation - Transition and Disclosure
(“SFAS No. 148"). SFAS No. 148 amends SFAS No. 123 {0 pro-
vide aiternative metnods of transition to SFAS No. 123's fair
value methed of accounting for stock-based employes compen-
sation, SFAS No. 148 also amends the disclosure provisions of
SFAS No. 123 and Accounting Princinies Board Oninion No. 28,
Interim Financial Raporiing, to require aisclosure in the summary
of significant accounting policies of the effects of an entity's

accounting policy with respect to stock-based employee compen- ‘

sation on reporied net income and earnings per share in annual
and interim financial statements. The discicsure provisions of
SFAS No. 148 are applicable to all companies with stock-based
employee comgensation, regarcless of whether they account for
that compensziion using the fair value method of SFAS No. 123
or the intrinsic vaiue method of ARPB Opinion No. 25. SFAS No.
148's amenoment of the transition and annua! disclosure
requirements of SFAS No. 123 ares effective for fiscal yzars and-
ing after December 15, 2002, The additionai cisclosures
required under SFAS No, 148 have been-included in Note 7.

‘Beginning on January i, 2003, the Company will prospectively
account for all future stock compansation awards in accordance
with SFAS No. 123's fair veiue methed. The adoption of the pre-
ferred recognition provisions of SFAS Ne. 123 is not expecied to
have a material impect on the Cempany’s financial position or
results of oparations in 2003, and the effect on periods there-
after, while enlirely dependiant on the {erms of Tuture stock
compensation awards, is not expectad o be significant.

In November 2002, the FASB issued Interpretation Number 45,
Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of
Others (“FIN 457), FIN 45 requires an entity ¢ disclose in its
interim and annual financial statements information with respect
to its obligations under certain guaraniees that it has issued. K
also requires an entity to recognize, at the inception of a guaran-
tee, a liability for the fair value of the obligation undertaken in
issuing the guarantee. The disclosure requirements cf FIN 45 are
effective for interim and annual periods ending after December
15, 2002, These disclosures are presented in Note 10. The initial
recognition and measurement requirements of FIN 45 are effec-
tive prospectively for guarantees issued or modified after
December 31, 2002. The Company is currently assessingthe
initial measurement requirements of FIN 45, However, manage-
mant does not beligve that the recognition requirements will
have a material impact on the Company’s financial position, cash
flows or results of operations,

N January 2003, the FASB issued :nterpretation No. 46
Consolidation of Variable Interest Entities, an Interpretation of
ARB No. 51 (“FIN 48"). FIN 46 requires certain variable interest

" entities 1o be consolidated by the primary beneficiary of the

entity if the equity investors in the entity do not nave the charac--
teristics of a controlling financial interest or ¢o not have

sufficient equity at risk for the entity to finance its activities with-
out additional subordinated financial supgport from other parties.
7N 48 is efiective for all new-variable intarest entities created or

. acquired after January 31, 2003. For variable interest entities

created or acquired prior to February 1, 2G03; the provisions of
FiN' 46 must be applied for the first interim or annual period
oeginning after June 15, 2003. The Company is currently evalu-
ating the effect that the adoption of FIN 46 wiii have on its
financial statements.

in January 2003, the Emerging issues Task Force (“CITF”) of the
FASB issued EITF Issue No. 02-18, Accounting by a Customer
(including a Reseller) for Certain Consicleration Recejved from a
Yendor (“EITF 02-18"). EiTF 02-16 addresses accounting and
regorting issues related to how a reseller sheuid account for
cash consideration received from vendors. Generally, cash con-
sideration received from vendors is presumed tc be a reduction
¢f the prices of the vandor's products or services and should,
therefore, be characterized as a reduction of cost of sales when
recognized in the customer's income statement. However, under
certain circumstances this presumption may be overcome and
recognition as revenue or as a reduction of other costs in the
income statement may ce appropriate. While the Company does
receive cash consideration from vendors subject to the provisions

.of EITF 02-16, the Company has not yet ccmpieted its evaluation
i

of the potential impact on its financial statements. EITF 02-16 is
effective for fiscal periods beginning after December 15, 2002.

2. Coodwili and Cther Intangible Assets

Effective January 1, 2002, the Company adopted SFAS No. 141
and SFAS No. 142, SFAS No. 241 requires that the purchase
mathod of accounting be used for all business combinations initi-
ated after june 30, 2001, SFAS No. 142 requires that entities
2ssess the fair vaiue of the net assets underlying all acquisition-
raiated goodwill on a repoiting unit basis effective beginning in
2002. When the fair value is less than the reiated carrying value,
entities are required to reduce the amount of goodwill.




notes to consolidated ,i,;ancia

Within the Company's four reportable segments; the Company
identified reporting units as defined in SFAS No. 142. The repoit-
ing units' gooowill was tested for impairment during the first
quarter of 2C02 as raquired by SFAS No. 142 based on the
expected present value of future cash flows approach. As a result
of this valuation process as wel! as the application of the remain-
ing provisions of SFAS No. 142, the Company irecoidec &
transiticnal impairment loss of approximately $395.1 million
($2.27 basic loss per share and $2.26 diluted loss per share) as
of january 1, 2002. This write-off was reported as a cumulative

| statements, continued

effect 01’ a change in accoum.ng ‘princinte in the Company's con-
solidated statement ¢f income as of January 4, 2002. No tax
benefits were recerded iin connaction with this gocdwill impair-

-ment. ror the year ended December 34, 2002, additions o

goodwil! of aporoximetely $14.7 million relate ¢ a balance sheet
reclassification and aaditicnal consideration for earnouts on prior
acauisitions. The Cocmpany also assessed the finilediveg, identifi-
eble intangible assats for impairment under tre undiscountad
cash flows approach and concluded there was no impairment.

Tne changes in the carrying amount of gooowill during the period by reportable segmert, as W’All as other xdeﬁt fiahle intengible assets,
are summaerized as follows (in thousands): )
Goodwill
- ' Electrical/ identifiable
) Office Electronic intangible
Automotive Industrial Products Materials Asszts Total

Balance as of January 1, 2002 $ 221,752 $ 50,304 . $8,297 $ 155,611 $6,114 $ 442078
Goodwill and intangible assets acquired during the year 13,266 31 400 - 958 14,353
Amortization during the year R - - — (2,421) (2,421)
Cther impairment charges - (515) — - — (515)
Transitional impairment losses (213,401) (19,512) (6,568) (155,611) - (395,080)
Balance as of December 31, 2002 $ 21,617 $ 30,308 $ 2,131 $ - $4,649 $ 58,705

Pricr to the adoption of SFAS No. 142, the Company amortized goodwill cver estimated useful lives ranging from 10 years (0 £0 years.
Had the Company accounted for gooawill consistent with the provisions of SFAS No. 142 in prior yeo‘s, ihe Company’s income would
nave been affacted as follows, in inousanc:s except per share data:

’ Year ended December 34,

Reported income befere the cumulative effect of an change in accountmg principle
Add back: Goodwill amortization

Adjusted income before the cumulative effect of a change in accounting principle

'

2002 2001

Basic income per common share before the cumulative effect of a change in accounting pringiple:

As reported
Add back: Goodwill amortization

As adjusted

Diluted income per common share before the cumulative effect of a change in accounting principle:

As reported
Add back: Goodwill amortization

As adjusted
3. Fachitly Consolidation, Imnalrment end Other Charges

Prior tc Decemboer 31, 2001, the

Company’s management approved a plan tc clcse and consciidate

2000
$357,500 $ 297147 $385,323

- 11,812 11,422
$357,520 $309,059 $ 396,745
$ 272 $ 172 $ 220

- 0.07 0.07
$ =iz $ 179 s 227
$ 220 $ 171 $ 220

- 0.07 0.07
$ 210 $ 178 $ 227

certain faciiities, terminate certain

employeas, and exit certain other activities. The Company also determined certain assets were impaired. Fcllowing is a summary cf the

charges and the related accruals for continuing liakilities asscciated with the

Total
Impairment charges $ 49,400
Facility consolidation expenses 17,800
Severance expenses 6,700
Inventory-related exit costs 17,400
Other 16,400
$107,800
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plan (in thousands):

Liability at Liability at

Paid in December 31, Paid in December 31,

Non-cash 2001 . 2001 2002 2002
$(49,400) $ - $ - $ —-. $ -
(6,900) (300) 10,700 (4,800) 5,900

- (100} 6,600 (4,800) 1,800
(17,400) - — - -
{15,800) - 600 (300) 300
$(82,500) $(400) $17,900 $(S,900) $8,000



Impairment charges are primaiily comprised of two separate
technology proiecis: (1) an abandoned sofiware system impie-
mentation of the Cempany’s office products segment totaling
approximately $30,000,C00, and (2) an impaired technology-
related venture of the Company’s automotive segment totaling

" approximately $15,000,000 for which the Company projected the
undiscounted cash flows tc be less than the carrying amount of
the related investment. Facility consolidation expenses relate to
facility consolidations in each of the Company’s business seg-
mants. in 2004, the Company identified certain distribution,
branch and retail facilities that were 10 be clcsed prior 10
December 31, 2002. The Company appropiiately accrued ine

estimated lease obligation from the planned exit date through the '

end of the contractual lease term, net of estimated sublease
income. The facility consolidations did not résult in any material

decline in net sales, as all such clesed facilities have been served

by other Company-operated facxlmﬁs

Severance expensas include chargcs for employees who have
“been involuntarily terminated in connection with the Company S
facility consolidation. All terminetions occurred prior to December
31, 2002. ‘nventory-related exit costs relate to inventory consid-
ered by the Company to be impaired as a result of the facility
consoiidations described above and related inventory rationaliza-
tion and optimizaticn programs. All inventory-related exit costs
have been classified as cost of goods sold in the accompanying
consolidated statement of income. Other charges have been -
classified as 2 componem of selling, admmiswatnve and other
expenses.

4. Credit Facilities

The princigal arnount of the Company’s borrowings subject to vari-
able rates bafore interest rate swap agreements {otaled
approximately $287,866,00C anc $378,892,000 at December
31, 2002 and 2001, respectively. The weighted avarage interest
rate cn the Comgany's outstanding borrowings was approximately

4.76% and 5.30% at December 31, 2002 and 20041, respectively.

On Neovaember 3C, 2001, the Company completed a
$50C,000,000 financing with a consortium of financial institutions
and insurance companies (the “Notes”). The proceeds of the Notes
were primarily used o repay cerlain variable rate borrowings.

Certain borrowings contain covenants related to a maximum debt-
to-equity ratio, @ minimum fixed-charge coverage ratio, and
certain limitations on additiohal borrowings. At December 31,
2002, the Company was in compliance with all such covenants.
Total interest expense for all borrowings was $59,640,000 in
2002, $59,413,00C in 20C1 and $63,485,000 in 20C0.

Amounts outstanding under the Company’s credit faciiities con-
sist of the following:

(In Thousands) December 31 ) 2002 2001
U.S. dollar denominated borrowings: ~ . .
Unsecured revolving line of credit,
$200,000,000, Libor plus .55%,
due December 2003
Unsecured term notes:

November 30, 20041, Series A Senior
Notes, $250,000,000, 5.86% fixed,
due November 30, 2008 250,000

November 30, 2001, Series B Senior o
Notes, $250,000,000, 8.23% fixed,
due November 30,2011 250,000

December 1, 1998, Libor plus .55%,
due February 2004

July 4, 1998, Libor pius .25%,
due July 2005

Qctober 1, 1988, Libor plus .25%,
due October 2008

Other borrowings

Canadian dollar (CND) denominated borrowings
transiated into US. dollars: . -

Line of credit, CND$65,000,000, secured by
accounts receivable, Banker's Acceptance .
rate plus .27%, cancelable on 30 days
notice or due March 2003

Unsecured revolving lines of credit,
CND$25,000,000, Banker's Acceptance
rate plus .55%, due October 2002

Unsecured revolving lines of credit,
CND$100,000,000, Banker's Acceptance
rate plus .55%, due May 2003

$ 7,000

250,000
231,367
50,000

50,600
27,375

1A,37C
18,846
8,041

8,984
794,701

141

882,770
Current portion of long-term debt and
_ other borrowings 418,805

$674,736

57,190
$835,580

Aoproximaie maturities under the Company's credit facilities are
as follows (in thousands):

2003 $115,905

- 2004 . 471,770
2005 3,026
2006 —
2007 : . -
Subsequent to 2007 500,000

i $791,701

8. Sharchoiders’ Equity

The Company has a Shareholder Protection Rights Agreement
which includes the distribution of rights to common shareholders
under certain defined circumstances. The rights entitle the holder,
upon occurrance of certain events, to purchase additional stock
of the Company. The rights will be exercisabie only if a person,
group or company acquires 20% or more of the Cermpany’s com-
rmon stock or commences a tender offer that wouid resuit in

ownership of 20% or more of the common stock. The Comoany is
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entitled to redeem each right for cne cent.



notes to corsolidated financial statements, continued

2. Leased Proserties ' '
The Compeny icases land, ouildings end egquipment. Ceriain land
and building leeses have renewal options generally for periods
ranging from two to ten years. In additicn, certain prooerties occu-
pled under coerating leases contain normal surchase ogtiors.
The Company alsc has an $85,000,000 construction and ease

" facility. Properties acquired by the lessor are constructed and
then leased ic the Company under cperating lease agreements.
The total ameunt advanced and outstanding under this faciiity at
December 31, 20C2 was agproximately $65,CCC,C00. Since ihe
resulting leases ere accounted for as operating leases, no dedt
cbligation is recorced on the Company’s dalance sheet. Future
minimum peayments, by yezsr and in the aggregate, under the non-
canceieble onerating leases with initial or remaining terms ¢f one
year or more censisied of the following at December 31, 2002 (in
{housands): ‘

2003 $101,728
2004 74,143 -
2005 51,734
2006 34,852
2007 26,0869
Subseguent to 2007 87,324
$375,850

Rental expense for operating leases was approximately
$114,352,000 in 2002, $2.12,470,000 in 2004, ana
$106,688,0600 in 2000.

7. Stocx Oglions and Resiricted Siock Aweards

in 1899, the Company authorizad the grant of options of up to
9,00G,0C0 shares of common stock. in accordance with stock
opticn plans aaproved by $1areholders, options are granted to key
personne! for the surchase of the Company's stock at pricas not
iess than tne fair market value of the shares on ihe dates of
grant. Miost opticns may be exercised not earlier than twelve
maontihs nor later than ten years from the date of grant.

2re forma information regarding net income and earnings per
snaie is requirad oy SFAS No. 123, as amenced by S7AS No. 148
and described in Note 1, determined as if the Company nad
accounted for its employee stock options granted subseguent to
December 34, 1884 under the fair vaiue method of SFAS No.

123. The fair value for these options was estimated at ihe date of
grant using a Biack-Scicles option pricing model witn the foliow-
ing weightec-average assumptions for 2002, 2001 and 2000,
respectively: risk-free interest rates of 4.1%, 5.0%, and 5.8%; divi-
dend vield of £.0%; 3.8%, and 5.0%; ennugl volatiity factor of the
expacted market price of the Company's commen stock of 0.22,
0.25, and 0.18, anc an expecied iife of the opticns of 8 years, b
years, anc © years.

The Black-Scnoles opticn valuation mode! was developed for use
in estimating the fair value of traded options whicn have no vest-
ing restrictions and are fully transferable. in addition, opticn
valuation models require the input of highly subjective assump-
tions including the extpacied stock price volatility. Because the
Company’s employee stock ontions have characteristics signifi-
cantly different from those of traded options, and secause
changes in the subjective input assumptions can materially affect
the fair vaiue estimate, in management’s opinion, the existing
models do not necessarily provide a reiiable singie measure of
the fair value of its embloyee stock oniions.

ror nurpeses of oro forme disclosures under SFAS Ne. 123 as

amended by SFAS No. 148, the estimated fair velue of the
cotions is amortized to expense cver the cpticns’ vesting sericd.
The foliowing takle iliustrates the effect on net income and earn-
ings per share if the fair value dased method had been applied to
all outstancing ang unvested awards in eacii period (in thou-
sands, excest ser snare amounts):

2000

Year ended December 31, 2002 2001
Net {loss) income, as reported ${27,580) $2097,147  $385,323
Deduct: Total stock-based employee
compensation cxpense detarmined
under fair value based me’nod for
all awards, net of related tax effects (2,378) {3,394} (5,354)
Pro forma net (loss) income $(30,866) $203,753  $378,869
(Loss) income per share: ‘ ‘
Basic—as reported $(0.2.5) $1.72 $2.20
Basic—pro forma $(0.48) $1.70 $2.17
Diluted—as reported $(0.48) $1.71 $2.20
- Diluted—pro forma $(0.28) $2.17

$1.69
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A summary of the Company’s stock option activity and related information are as follows:

2002
Shrares
(300's)
Quistanding at beginning of year 8,155
Granted 3,234
Exercised (%,442)
Forfeited (3C4)
Outstanding at end of year 7874
Exercisable at end of year 3,337
Weighted-average fair value of options '
grented during the year $ B72
Shares available for future grants

4,080

Exercise prices for options outstanding as of Decemboer 31, 2002
ranged from approximately $21 to $35, except for 53,000 options
granted in connection with a 1898 acouisition for which the exer-
cise price is approximately $18. The weighted-averags remaining
contractual life of those options is approximately 5 years.

In 1988, the Company entered into restricted stock agreements )
with two officers which provide for the award of up to 150,000
and 75,000 shares, respectively, during the period 1989 through
2003 bases on the Company achigving certain increases in net
income per common share and stock price levels. Through
December 31, 2002, the twe officers have sarned 15,000 and
7,500 shares, respectively. The Company recognizes compensa-
tion expense equa! 1o the fair market value of the stock op the
award date over tne remaining vesting period which expires in
2009.

8. Income Taxes

Deferred income taxes refiect the net tax effect of temporary
differences betwesn the carrying amounts of assets and liabili-
ties for financial reporting purposes and amountis used for
income tax purposas. Significant components of the
Company’s ceferred tax assetis and liabilities are as 7ollows:

{In Thousands) 2002 $ 2001
Deferred tax assets re'ated 10

Expenses not yei deducted for tax purposes - 3 87,286  $117745
Deferred tax liabilities related to:

Employes and retiree benefits 104,833 89,037

Inventory . 52,000 33,501

Property and equipmant 18,722 $22,077 .

Other 10,333 6,848

185,388 152,453

Net deferred tax lizbility 98,632 34,708
Current portion of deferred tax liability (asset) 720 (26,277)
Non-current deferred iax liability $ 97,912 $ 60,985 °

2001 2C00
Weignted Weighted Weighted
Average Average Average
xerclise Shares Exercise Shares Exercise
Frice (00Q's) Price (000's) Price
$28 7513 - $26 5,388 $28
32 .30 33 2,412 21
29 {1,049) 14 8) 22
34 ‘ (338) 32 (279) 27
$29 8,158 $28 7513 $26
$28 4,477 $29 3,760 $28
$ 6.91 $271
6,910 8,602

The components of income tax expense are as fcllows:

(in Thousands) 2002 2001 2000
Current:

Federal $165289  $i88,040  $223,452
State . 98,952 32,530 44,589
Deferred 43,883 (21,704) 6,714y '

$158,8563.  $261,427

$236,236

The reasons for the difference between tclal ax exgense and ine
amount computed by applying the statutory Federaj income tax
rata 10 income before income taxes and the cumuiative effact of
an accounting cnange are as foilows;

(in Thousands) 2002 2001 2000
Statutory rate applied to income
before the cumulative effect of .
an accounting change $242,008 $173,605 $226,363
. Plus state income taxes, net of
Federal tax benefit 23,084 19,084 28,322
Other . 3,447 8,187 8,742
$198,865 $261,427

$233,236
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butory defined benefit nension plan covers substantially ail of its employess. The benefis are tased on an

averags cf the employess’ compensation during five of their Jast ten years of credited service. “he Company’s funding pslicy Is tc cen--
tribute amounts deductible for income tax purposes. Centributions are intended to provide not cnly for benefits atiribuled for service ic
datie but aiso or those expecied to be earned in the fulure. Pension oenefits also include amounts related to a supsiemental retive-

ment plan.

(In Thousands)

#t obligetion

Net benefit obligation at beginning of year
Service cost :

Interest cost

Plan participants’ contributions

Plan amendments

Actuariai loss

Gross benefits paid

Net benefit obligation at enc of vear

Chenges in mian essels

Fair value of plan assets at beginning of year
Actual return on plan assets

Employer contributions

Plan participants’ contribution

Gross benefits naid

Fair value of plan assets at end of year

The foliowing table sets forth the funded status of the plans and the amount recognized in the consolicated balance sheets at

Decemoer 31:

(In Thousands)

Funded status at end of yea-
Unrecognized net actuarial loss
Unrecognized prior service (Income) cost
Net amount recognized at end of year

Net periogic pension ¢ost (income) include

(In Thousands)

Service cost

Interest cost

Expected return on plan asssets

Amortization of unrecognized transition obligation
Amortization of prior service (cost) income
Amortization of actuarial loss

Net periodic pension cost (income)

1

The assumpgtions usec in accounting for the defined penefit plans and otner pestretirement plan are as Tollows:

Weighted-average discount rate

Rate of increase in future compensation levels
Expected long-term rate of return on assets
Health care cost trend on covered charges

anne
Lovd

52,532
25,622
48,810

(2,727)
55,555
(22,150

$ 782,843

$ 707438

o (£3,083)

42,088
(24,180)
$ 885,020 .

7

2002
5.75%

4.L5%
9.45%
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Pension Benefits .

Pension Bensfits Gther Postretirement Benefits

2001 2002 2001

$ 573,170 $20,753 $10,537
19,935 235 177
44525 877 816

_ 3,883 2,395

1,756 - -
44,242 277 1,588
(21,098) (5,533) (4,744)
$652,532 $co0le $10,76¢
$702,282 $ - $ -
25,332 . - -
840 2,540 2,349

- _ 2,593 2,395
(21,08) (5,533) (4, 744)

$ 707,158 R s -

-+ Cther Postratirement Benefits

2202 2001 P 2001

$(144,633) - $ 44,625 $(£.0,01.8) $(10,768)

348,688 148,128 3,248 2,839

(6,485 (8,702) 5,482 5,880

’ $ 187,803 $186,052 S (£,277) $ (1,950}

he foilowing components:

. Pension Benefits 4 Other Postretirement Benefits

2002 2001 2600 200z . 2001 2000

$ 25,522 $ 19,935 $ 18.859 $ 238 $ 477 $ 88

49,810 44,525 41,383 877 815 872

(72,887) (72,167) - {68,154) - _ _

- 260 260 - - -

(2,988) (2,871) (2,911) - . 487 588 588

954 531 50 288 74 -

'$ B3z $(9,787) $(11,533) $ L8587 $1,655 $1,348

Pension Benefits Other Postretirement Benefits

2001 2002 2001
7.35% B8.75% 7.35%
4.15% — -
9.85% - -

- 25.0C% 7.00%




.

The expected jong-term rate of return on assets for measuring the
_ pension expense or income for the year ending December 31,
2003 will be approximately 8.95%.

The effect of a one-percentage point change in the 2002
assumed nealth care cost trend is as follows:

(in Thousan'ds)

Total service and interest cost
- components on net periodic

vostretirement healtn care

banazfit cost A $(2,015)
Accumulated postretirement benefit

obligation for health care benefits (205)

Decrease Increase

$3,072
338 -

At December 31, 2002, the Company-sponsored pension plan
held 1,618,480 shares of common siock of the Company with a
market value of approximately $49,880,000. Dividend payments
received by the plan on Company stock totaled approximately
$1,867,000 and-$1,780,000 in 2002 and 2004, respectively.
Fees paid during the year for services rendered by parties-in-inter-
est were based on customary and reasonable rates for.such
services.

The Company has a defined contribution plah which covers sub-
stantiaily all of its domestic employees. The Company's
contributions are determined based on 20% of the first.6% of the
covered employee's salary. Total plan exoense was approximately
$6,112,000 in 2002, $5,801,000 in 2001 and $5,751,000 in
2000.

10, Guaraniess _
Certain operating leases e<piring in 2008 contain residual value
uarantee provisions and other guarantees which would become
due in the event of a default under the oparating lease agree-
ment, or at the expiration of the operating lease agreement if the
fair value of the lease properties is less than the guaranteed
residual vaitie. The maximum amount of the Company’s potential
guarantes obligation at December 31, 2002 is approximately
$86,CCC,0CC. The
guaraniee obligation unce
agreements is remote, -

r any orovision of the operating lease

The Company aiso guaraniees borrowings of certain independent-
ly controllect automotive parts stores (the “independents”). The
{otal porrowings of the indepandents at Dacember 31, 2002 were
approximatiely ‘“f‘o 000,000, Of the total berrowings, the
Company nas guaranieed approximately $64,350,000. These
loans generally mature over periods from one to ten years. In the
event that the Company is required to make payments in connec-
tion with guarantae obligations of the independents, the Company

-

Company believes the likelihood of funding the

would obtain and liquidate certain collateral.{e.g. accounts receiv-
able and inventory) to recover all or a portion of the amounts paid
‘under the guaraniee, To date, the Company has had no signifi-
cant losses in connection with guarantees of independenis™
LOrrowings.
f. Segment Data

The segment data for the past five years presenied
n integral part of these financial statemens.

on page 17 is

The Company’s automotive segment distributes raplacement
parts (other than bady parts) for substantially all makes and mod-
els of autemonbiles, trucks and buses.

' The Company’s industrial segment distributes a wide variety of

incustrial bearings, mechanical and fluid power transmission equip-
ment, including nydrautic and pneumatic preducts, material
handling components, and related parts and suppiies.

N N
The Company's office products segment distributes a wide variety
of office products, computer supplies, office furniture and busi-
ness electronics.

The Company's electrical/electronic materials segment distributes
a wide variety of electrical/electronic materials, including insulat-
ing and conductive. materials for use in elactronic and elgctrical
apparaius.

inter-segment sales are not significant. Operating profit for each
indusiry segment is calculated as net sales less operating
expenses excluding general corporate expenses, interest expense,
equity in income from investees, goodwill and cther amortization
and minority interests. Net property, plant and equipmeni by
couniry relate directly to the Company's operations in the respec-
tive country. Corporate assets are principaily cash and cash
equivalents and headquarters’ facilities and equipment.

For the year ended December 31, 2CC1, Facility Consolidation
and Impairment Charges discusszd in Note 3 totaling approxi-
mately $12,5C0,0C00 have been classified as a reductionto
operating orofit of the office products segment for management
reporting purposes. In connection with a 2000 management
reporting change, certain corporate expenses were reglassified to
the autormotive segment for all years presenied. Additionelly, for
meanagement purposes, net sales by segment excluces the effect
of certain discounts, incentives and freigat billed to customers.
The line item “cther” represents the net effect of the discounts,
incentives and freight billed-to custiomers which are reported as a
component of net sales in the Company’s consolidated state-
ments of income.
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Srerehoider Ssrvices

Communicat’ ons co“cernmg share transfer requirements,

duplicate mailings, direct depesit of dividends, lost certifi-

cates o dividend checks or change of address should be

directed to the Company's transfer agent. You may send
ritien requests to:

SunTrust Banrk, Atlanta

el

Bost Cifice 3ox 4625
Azlanta, Georgla 30302- 4‘625

Dividend IJeinvasiment Pian
Shareholders can buifd their investmenis in Genuine Parts
Campany through a lew-cost plan for aLtomancauy reinvest-
ing dividends and by making optional cash purchases of the
" Company’s stock. For ensollment information, write to the
tock Transfer }-gent listed above or Shareholder Relations at
the Company acdress.

“i’]

v A0-K information
A copy of the Company’s annual report on Form 18-X,
filed with the Securities end Excnange Commission, wii: be
furnisned to any snareholder without charge upon written
reguest to: '
Sharehelder Relations Department
Cenuine Parts Company
2999 Circie 75 farkway
. Adanta, Ceorgia 20339

S
(&3

inguiries from secu nty analysts and investrment orof
snould be directed to the Company's investor relaticns con-

fessionais

tact Mr. Jerry Nix, Bxecutive Vice President-Finance and
Chief Financial Officer, a: (773) $53-:7C0.

f(iﬁmn"a] ‘"‘""ay‘:j””CE;: ’5

The annual meeting of the snareho'ce“s of Genuire Parss
Company will be aeld at the Executive Offices of the
Company, 2999 Circle 75 & ar'<way, Atlanta, Georgia at
1C:CC a.m. on Monday, Ap:il 21, 2803.
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Exesutive OMic
Genuine 2arts Company
2995 Circle 75 Parkway
Axianta, Georgia 30339

(7708) 953-1700

es
e
Do




Net Sales

75,129
227,978
339,732
402,463
482,525
629,751
904,580

1,035,477
1,299,185
4,520,199
1,858,252
3,180,241
3,928,342
6,109,724
6,592,707
8,205,316
10,084,893
11,355,633
19,237,291
18,531,472
20,729,280
19,845,875
24,447,042
26,244,669
28,468,962
29,731,105
30,744,504
34,073,288
41,325,377
48,140,313
56,504,293
71,581,580
75,010,726
80,533,146
90,248,450
96,651,445
120,313,692
171,545,228
175,132,785
204,893,008
245,443,798
303,455,677
340,036,395
387,138,252
450,500,768
501,189,438
572,833,282
678,353,280
846,192,692
942,958,756
1,148,632,000
1,337,468,000
1,431,713,000
1,584,642,000
1,936,524,000
2,068,231,000
2,303,594,000
2,332,544,000
2,394,072,000
2,606,246,000
2,941,963,000
3,161,198,000
3,319,394,000
3,434,642,000

_3,668,814,000
4,384,294,000

4,858,415,000
5,261,904,000
5,697,592,000
£,981,224,000
6,587,576,000
7,950,822,000
8,369,857,000
8,220,668,000
8,258,927,000

$

|
-2,570
8,027
15,666
21,516
16839 |
34,614
52,115
38,503
70,234
72,622 |
78,305
136,902
176,301
348,690
337252
430,634
489,547 |
532,944
1,621,541
1,088,967

9,324,827
12,262,510
12,409,363
14,918,758 |
19,330,334
24,228,557
28,163,228
33,897,667 |
36,104,767 |

42,088,098 |

50,234,298
63,552,088
79,321,897
88,365,511

105,070,000
121,953,000
133,996,000
154,271,000
193,560,000
200,822,000
234,713,000 |
245,203,000 |
240,565,000
262,068,000
290,445,000
321,877,000
333,219,000
335,027,000
353,998,000
425,829,000
474,868,000
510,794,000
545,233,000
565,600,000
589,117,000
628,067,000 |
646,750,000 |
603,813,000*
605,736,000

Income Before |
Income Taxes |

Income Taxes

599
1,158
1,857
2,187
6,160

10,159
7,140
13,187
17,647
18,185
27,320
50,505
149,020
204,234
260,084
310,082
323,302
650,060
429,045
438,498
420,175
636,275
601,386
744,330
736,190
864,331
1,020,148
1,309,667

1,752,800 ; .

2,261,582

3,165,042
2,988,000
3,481,000

3,795,000 _

3,850,000
4,620,000
5,890,000
6,030,000
7,272,000

10,362,000

13,240,000

14,600,000

16,966,000

18,200,000

21,280,000

25,408,000

32,650,000

40,538,000

44,918,000

53,429,000

58,808,000

64,545,000

74,471,000
192,552,000
97,188,000
115,046,000
118,962,000
119,013,000
113,776,000
109,072,000
122,389,000
126,623,000
127,350,000
134,210,000
166,961,000
186,320,000
201,626,000
215,157,000
223,203,000
233,323,000
250,445,000
261,427,000

242,289,000*

238,236,000

$,,

Net Income

-2,570
7,428
14,508
19,659
14,052
28,454
41,956
31,363
57,047
54,975
60,120
109,582
125,796
199,670
133,018
170,550
179,465
209,642
971,481
659,922
738,092
646,921
818,557
567,019

_ 671,905

672,023
777,817
901,629
1,163,717
1,575,798
1,989,593
2,835,963
2,673,551
3,010,113
3,312,524
3,360,807
4,704,827
6,372,510
6,379,363
7,491,411
8,794,941
10,778,467
13,290,852
16,535,006
17,567,931
20,341,677
24,005,057
29,981,108
37,763,166
42,243,015
50,263,000
61,715,000
67,833,000
77,543,000

~ 100,167,000

Financial Information As Reported In The Company s Annual Reports (includes discontinued operations)
*Excludes unusual charges **Excludes cumulative effect adjustment

103,634,000
119,667,000
126,241,000
121,552,000
148,292,000
181,373,000
199,488,000
206,596,000
207,677,000
219,788,000
257,813,000
288,548,000
309,168,000
330,076,000
342,397,000
355,794,000
377,622,000
385,323,000

361,524,000%
367,500,000

Shareholders’
Equity
End of Year

38,756
49,837

60,591

78,097
90,487
109,025
149,176
171,238
185,119
240,140
358,621
476,750
623,521
738,536
859,449
1,032,182
1,202,955
1,415,974
2,379,001
3,029,334
4,005,910
4,372,831
4,966,086
5,325,561
5,647,553
6,022,077
6,449,894
7,001,523
7,815,241
8,969,272
10,807,320
13,285,215
14,967,697
17,142,687
19,213,273
21,189,880
29,268,289

45 565,926
47,308,163
55,679,256
63,649,275
77,437,679
85,290,945
95,476,147
108,053,465
121,548,638
137,156,965
163,092,941
206,861,402
233,641,292
275,127,000
320,706,000
359,889,000
410,689,000
581,915,000
636,218,000
701,113,000
729,231,000
758,493,000
760,256,000
863,159,000
971,764,000
1,033,100,000
1,126,718,000
1,235,366,000
1,445,263,000
1,526,165,000
1,650,882,000
1,732,054,000
1,859,468,000
2,053,332,000
2,177,517,000
2,260,806,000
2,345,123,000
2,130,009,000




GENUINE PARTS COMPANY
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