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Our Business

Albany Internetional supplizs the werldwide pulp

and paper indusiry, as well as oiher procsss Industries,
with technologically advanced structured meferals and
releted services.

The Company I8 the werld’s largest producer of custom-
designed enginesred ielborics called paper maching clothing
(PMC). consumelsle fElorics are used on all grades of paper
from lightwelght peper to heevyweight containerbeard. PMC
felories, essential o the papermelking process, are ManufEctured
frem monefilaments, muliiflements, synthetic fber meterials.

Bullding on this core compelency, Albany International hes
complementary technologies that allew for
gle diversification and growth opportuniiies. These
businesses (nclude Albany Deeor Systems and Applied
Technologies.

Founded n 1885, the Compeny I8 hesd-
quartered in Allbany, New York, and employs
eppresdrmetely 6,200 people worldwide.

Cur plants are sirategically
locatad o serve our glelbel

customers,

PRESSING

FORMING

Simutated paper machine of the 21st century
with Albany International fabrics and belts.

Our Vision

We want Albany International to
be the Company of Choice that
delivers value for:

O Shareholders
O Customers
O Employees
O Suppliers

Our Mission

Albany International’s mission is
to supply the global paper and
paperboard industry, as well as
other process industries, with the
world’s leading advanced materi-
als and structural technologies,
yielding attractive returns to our
shareholders, exceptional value
to our customers, outstanding
opportunities for our employees,
and mutually rewarding relation-
ships with our suppliers.

RRYING

Paper machine clothing from Albany
International is a consumable engineered
product used in specific applications of
the papermaking process.




2002 Financial Highlights

Years ended December 31, 2002 2001
(S milions, except per share amounts)
Net sales $816.0 $836.7
Gross profit 340.3 339.4
Operating income 102.1 84.1
Net income | 48.9 32.2
Net income per share — basic 1.52 1.04
Net income per share — diluted 1.50 1.03

($ millions, except per share amounts)

Excluding the cumulative effect of changes in accounting principles in
both years, earnings are as follows:

Income before cumulative effect

of accounting changes $54.8 $33.3
Income per share - basic $1.70 $1.07

Income per share — diluted $1.68 $1.06

Highlights of 2002

O Completed $75 million cost reduction initiatives since 1999.

O Announced new $30 million cost reduction initiative to be
completed by June 2004.

O Reduced Inventory and Accounts Receivable by a combined
$30.8 Million*.

* excludes effects of currency translation and sale of accounts receivable
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* Total Cumulative Shareholder Return includes changes in market value of common stock plus dividends.
Assumes $100 invested in 1999.
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Paper Machine
Clothing

Albany International is the
industry leader in the supply
of paper machine clothing,
custom-designed fabrics and
belts used to produce all
grades of paper, paperboard,
and pulp. Paper machine
clothing fabrics, which
include Forming, Press, and
Dryer Fabrics and Process
Belts, are strategic products
for our customers.

Engineered
Products

Aibany International’s
custom-engineered wires,
fabrics, and belts have
applications in the
nonwovens, pulp, building,
food, and specialty indus-
tries. These products are
manufactured to extremely
high standards and are
strategically significant to
the customers’ operations.
With end products from
diapers to glass mat to
industrial wipes, these
fabrics offer high-quality
solutions to process
needs.

Albany Intemetionel tociay.

Corrugator
Belts

These engineered belts

are used to produce
boxboard from linerboard
and corrugated medium.
With a presence in every
board-producing region of the
world, Albany International
Corrugator Belts are globally
recognized as durable,
dependable belts that
perform under the most
demanding conditions.




Albany International Albany International Italia S.a.r.l.
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Industrial
Process
Technologies

Albany Internationa! is a
specialty manufacturer of
high-quality filtration products
and belts for liquids/solids
and air/solids separation in a
variety of process industries,
as well as similar products
for tannery and textile process
applications. Using standard
materials as well as high-
temperature and specialty
materials and structures,
these products are designed
to offer superior operating
life and performance.
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High
Performance
Materials

Combining textile and material
process technology, Albany
International has produced its
Pyropel® high-temperature
insulation family. These prod-
ucts feature superior resistance
to thermal, electrical, and
chemical attack. Applications
include insulation in molding
processes, as well as
engineering components for
chemical, analytical, and
semiconductor equipment,

Advanced
Thermal
Protection
Systems

Albany international’s expert-
ise in materials research

led to the development of
personal security and aero-
space insulation applications
for high-temperature protec-
tion. These specialty applica-
tions bring our technologies
into high-temperature areas
where we can expand our
application of traditional
products.
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The global leader in the supply
of high-performance doors,
Albany Door Systems offers a
complete range of products,
service, and maintenance for
internal and external applica-
tions. This product line of flexible
and rigid doors includes roll-up
and sectional doors, bifold

and freezer doors, mining and
dock doors, paint and machine
protection doors, and more.
Each door is custom designed
to the customer’s specifications
and can be manufactured in
sizes that range from 1 square
meter to 110 square meters
with operating speeds up to 3
meters per second.

PrimalLof

Albany International’s
patented “synthetic down”
insulation is used in the
home furnishings and outer-
wear markets. PrimalLoft®
synthetic insulation, originally
developed for the U.S. Military,
offers “soft and comfortable
as goose down” properties
for the home market and
lightweight warmth and water
resistance for the technical
outerwear market. Distributed
worldwide, PrimaLoft has
developed strong consumer
brand recognition.

Techniweave

Techniweave is a recog-
nized leader in the field of
advanced materials and
composite structures,

with industrial, aerospace,
athletic, and personal care
applications. Using glass,
ceramics, graphite, and othe
nontraditional materials,
Techniweave products builc
our materials core compe-
tencies while developing
new market opportunities.




Letier to Our Sharehololers

Lest year was a challenging one for our
Company. At the beginning of 2002, |
promised that we would continue to
manage the business fundamen-
tels by focusing on those arees
within our direct contrel —
operational efficiency,
process improvement,
and product and tech-
nology Innovation.
Aloany Internetioneal
employees have
deliverad on the
oromise with
improvements
in operations
and Inereased
garnings.

Chelmmen ef e analChief

Bxeeutivel Fremlk 7. Sehmalier

ihet by fecusing our

on delverng velue, we

Compeany of Cholcs for eur sharshelders,
customers, employess, and syppliers.




Dellvering on
the Promise

In the weak economic environment
of 2002, we continued aggressively
pursuing our key strategic initiatives,
which enabled us to increase efficien-
cy, reduce costs, pay down debt, and
increase earnings.

Albany people everywhere are
working with these initiatives to create
change in our business processes and
practices. Our key strategic initiatives
include:

O New Product Development —
extending our technological lead-
ership through focused research
and development and the timely
introduction of new products that
allow customers to increase their
profitability, expand their markets,
and improve their products.

O Process improvements and Best
Practices — globally seeking and
sharing new opportunities for
improvement in all our operations.

O Revenue Enhancement — driving
top-line growth by aligning the
pricing of our products with the
value they deliver.

O Capital Management — partnering
with our customers to reduce
inventories and accounts receiv-
able.

O Information Technology — lever-

aging information technology as a

platform for enhancing customer
service and relationships and for
improving internal efficiencies.
Our team’s successful implemen-
tation of these initiatives delivered

strong results.

2002 Financial
Results

Net sales declined 2.5% in com-
parison to 2001 as economic condi-
tions negatively affected all of our
businesses. However, earnings per
share before the cumulative effect of
changes in accounting principles grew
to $1.70 in 2002, compared to $1.07
in 2001. Including the cumulative effect
of changes in accounting principies in
both years, net income per share was
$1.52 in 2002 and $1.04 in 2001.

Capital resource management
resulted in another year of strong cash
flow. Net cash provided by operating
activities was $118.8 million in 2002
and $463.7 million for the 2000-2002
three-year period. The strong cash flow
enabled us to reduce our debt from
$564.3 million at the end of 1999 to
$235.8 million at the end of 2002.

Completion of restructuring initia-
tives announced in 2001 contributed
to improved operating results in
2002, and will have additional positive
effects in 2003. In January 2003, we
announced our intention to reduce
operating costs by an additional $30

million by June 2004.

Albany Value
Concept

While we are proud of our accom-

plishments, much remains to be done.

We want Albany International to be

the Company of Choice that delivers

value for shareholders, customers,
employees, and suppliers. To realize
this important vision, we must:

O Create growth opportunities and
generate attractive returns on
invested capital for our
shareholders.

O Be the highest-value provider of
critical products and services
delivered on time to our
customers, and be the committed
technology leader with strategic
new products that increase cus-
tomer profitability.

O Provide a stimulating work envi-
ronment for our employees with
challenging opportunities and a
culture rooted in participation,
where everyone can make a
difference.

O Develop a common purpose and
mutually rewarding business
relationships with our suppliers.
Our Company has a remarkable

history of creating value in the products

and services provided to our cus-
tomers. Today, we know that to be the

Company of Choice we must continue

to create additional value for all of our




stakeholders. We will reach that goal
through the Albany Value Concept.

Introduced in 2002, the Albany
Value Concept highlights the impor-
tant elements of our businesses and
encourages understanding of the things
we do well—our value portfolio—while
identifying areas where improvements
can deliver additional value.

Focusing on the need to provide
exceptional value drives change
throughout our Company. The Albany
Value Concept emphasizes the impor-
tant role that employees play in
delivering value and drives improve-
ments in organization, efficiency, and
new product development.

Understanding the strengths of our
business offers the potential to bring
value to our key relationships.

Our employees are the core of the
value we deliver. They reward us by
being efficient, engaged, hard-working,
and agents of change. For example,
their efforts to match our business size
and efficiency to a changing customer
environment have improved operating
results.

Technology is a key value driver
for the industries we serve. In our
Engineered Fabrics segment, break-
through technologies introduced by our
Company have altered the landscape
of our industry. Triple-iayer forming

fabrics, seamed press fabrics, special-

Qur Senior Management team is committed to increasing shareholder value. From left to right:
William M. McCarthy, Group Vice President-Technology and the Pacific Region; Michae! C. Nahi,
Senior Vice President and Chief Financial Officer; Edward Walther, Group Vice President—
North America; Michel J. Bacon, Group Vice President—Europe; Dieter Polt, Senior Vice
President-Industrial Products; Frank Kolf, Senior Vice President-Administration and Development.

purpose monofilament dryer fabrics,
and a complete range of process belts
are examples of Albany technologies
that significantly impacted the paper-
making process. We will continue
to provide leading-edge technology
solutions that meet the changing needs
of our customers.

By leveraging our core technical
competencies, we are able to seize
new market opportunities. In the
Albany Door Systems and Applied
Technologies business segments, our
products and services improve our
customers’ operations and bring addi-
tional value to their businesses.

Intellectual Property is the corner-
stone of our effort in new technologies.
Idea generation is essential to our

intellectual property portfolio, and we

are not lacking in fresh, stimulating
ideas. The challenge in delivering
value is to select the right ideas and
to develop them into successful new
products and processes.
Organizational structure require-
ments changed as our primary cus-
tomer base consolidated and removed
excess capacity. We responded with
restructuring initiatives, aimed at
making our own organization and
facilities more efficient, while matching
capacity to customer demand. With
world-class manufacturing facilities
strategically located in 15 countries, we
are well positioned globally to deliver
innovative products and services to

our customers.




Our management team is

delivering value by working together
to identify and meet the needs of our
global markets. They are committed to
the success of our Company and to
delivering attractive returns to our

shareholders.

Growih
Cpportunities

While we will continue to evaluate
future growth opportunities, today we
are focused on several key areas that
will benefit all our stakeholders.

O We will extend our earnings
success through continued
process improvement and cost
reduction. New analytical tools
are being used to uncover addi-
tional opportunities for increasing
efficiency. As we identify best
practices and drive them through-
out our organization, we will see
further process improvements.

C  We recognize the importance of
continued investment in facili-
ties and equipment to maximize
efficiency and product quality.
Capital expenditures are expected
to increase to approximately $55
million in 2003. The increase is due
to a new plantin France, where we
will consolidate production to serve

the expanding nonwovens market,

and to an expansion at our plant in
Finland that will consolidate dryer
production into two European
locations.

O Revenue enhancement activities
will be supported and accelerated
by the Albany Value Concept, as
we demonstrate to our customers
the value delivered through our
products and services.

O OQur presence in Australia,
Korea, and China should lead
to the Company's growth in the
emerging Asia-Pacific region.

O The Albany Door Systems and
Applied Technologies business
segments are being reorganized to
increase efficiency, reduce costs,
and accelerate new product devel-
opment. These segments will be
well positioned to take advantage
of improving economic conditions,
whenever they occur, and con-
tribute to the Company’s growth.

O Growth through acquisition, an
ongoing consideration, will depend
on the results of our efforts to
identity opportunities that make

sense for our shareholders.

What's Next

Looking ahead, there is uncertainty
about near-term business conditions,
and the timing and strength of eco-
nomic recovery. We intend to continue

our focus on those things within our

control: operational efficiency, process
improvement, and product and tech-
nology innovation.

It is important that we listen to our
customers and understand their needs.
It is equally important that our cus-
tomers understand and identify the
value we deliver through our products
and services. We will continue to
develop new products and technology
to deliver value, which will assist our
customers in improving their products,
expanding their markets, and increas-
ing their profitability. By delivering
greater value to our customers, we
believe we can deliver greater value to
our shareholders as well.

| want to thank our employees for
our 2002 accomplishments, and | have
every confidence they will continue
to drive Albany’s success. Recently,
| asked one of our long-term employ-
ees, “Where does the value in
Albany International come from?” She
responded, “Frank, it starts with me”

She is right.

JMW

Frank R. Schmeler
Chairman of the Board and
Chief Executive Officer
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' Our Customers

L

Finding solutions to problems requires a willing-
ness to listen to customers and a culture in which
understanding and delivering value is important to
every employee. At the same time, it is important that
customers see the value delivered through our
products and services.

Each customer has a different view of docu-
mented economic gains that are tied to performance
benefits. In paper grades from linerboard to light-
weight tissue, Albany products have created excep-
tional value for our customers. Communication of
these benefits increases the understanding of value
delivered. For example, Albany service teams are
identifying baseline data before important field trials
and projecting operating results that assist customers
in developing trial expectations. The measured
economic impact on operations can be significant.

While our Company has long delivered value in
the products and services offered, we recognize
the need to identify new value opportunities that will
assist customers in enhancing their products, expand-
ing their markets, and improving their profitability.
We intend to continue expanding our technology
efforts to assist customers in creating new products

that deliver value to their customers.

The Green Bay Packaging team understands delivered value.
Pictured Top: Team members include (left to right) Mike Gillis,
3rd Hand; John Dettman, Back Tender; and Randy Eliis, 3rd Hana.
Widdie: Steve Heindel, Albany Sales/Service Engineer (left)
reviews fabric performance with Ken Mollet, Machine Tender.
Bottom: Production Manager David Meverden counts on
Albany to deliver value.



“Our Albany Internationel service team is an
Important part of the Green Bay Packaging
teem, Thelr ‘downday’ service evaluations

are & critical compeonent in keeping
our machings running at peak
aificlency. In addlition to thelr
cey-to-clay contrioutions,

e Albany team stays

on fep of how thelr
letest technology
advances 6an
provide us with
solutions theat
glve us the
edge’
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 Our EmpH@y@@S

Qur employees are the core of the value we
deliver. The global Albany team is working together
to create value for our customers, shareholders, and
suppliers. In the process, employees are building
successful, interesting careers, where the decisions
they make every day have an impact on the results of
our business.

We strive to provide our employees challenging
work and an empowered culture, which includes educa-
tion and training in both business and academic areas.
In response, they deliver value in everything they do.

In every region of the world, Albany employees
have worked to eliminate unnecessary costs and
improve business processes. While these efficiency
improvements continue, the need to create additional
value in every area of our business is broadly under-
stood throughout the Company. To facilitate continued
improvement and highlight value, our employees
introduced the Albany Value Concept in 2002.

The Albany Value Concept encourages under-
standing of those things we do exceptionally well and
promotes improvement in all areas. As employees
consider the value they deliver in their daily routines,
they uncover new opportunities for creating value.

Where is the value in the Albany Value Concept?
It is clearly in our people.

Here’s what delivering value means to these Albany employees:
Pictured Top: “The value | bring to Albany International comes
from doing what | love.” Mara Pfuetzenreiter, Sales Coordinator,
Albany International Brazil

Middie: “Value means venturing out beyond my job description
and learning how [ can improve my piece of the puzzle.”
Mike Moroskey, Weaving Department, Albany International
U.S. Dryer Fabrics

Bottom: “Value means enhancing my skills, contributing my
ideas, and being involved in new technologies. As a result, |
am empowered to give my best” Werner Rdécker, Seaming
Department, Geschmay Germany

12




“Velue Is understanding our customers’ needs
expectations. Meeting
expeciations means that we embracs

new metihods and programs o
befter serve them [n an
ever-changing business
environment.”

Merlyn Maeleod

Reprasentetive,
Intermetional U.S.

18
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Our Suppliers

In today’s competitive environment, value-driven
organizations consider supply management a strate-
gic function and their supplier relationships a source
of value. Albany International is no exception, and the
Albany Value Concept provides a platform to create
superior value in supply-chain management.

By combining our expertise and market know-
how, supplier relationships create solutions for our
supply-chain needs. We derive value by securing the
highest-value products and services, based on criteria
that include timely delivery, quality assurance, long-
term stability, product consistency and repeatability,
and pricing based on value delivered. To further
streamline our supply-chain management and produce
additional value, we have formed strategic alliances
with suppliers that have global marketing networks.

We believe that creating value for our suppliers
ensures their profitability and long-term ability to
supply new products and technologies. For example,
shared forecasting can improve our suppliers’ asset
use and ensure reliable supply, while increased volume
may result in improved efficiency and productivity.
Working together on new product developments pro-
vides exceptional value, and by developing a single
point of contact, we have streamlined our communi-

cations and feedback systems in key relationships.

The relationship between DuPont and Albany International is a
critical link in our supply chain.

Pictured Top: Tim Stevens, Training and Safety Coordinator at
the Albany International Monofilament Plant in Homer, New York,
inspects DuPont PET resin at the plant’s resin staging area.
Middle: Strands of monofilament exiting the last rollstand
Bottom: In the Homer plant winder area, Albany International’s
Dave Bordwell, Production Coordinator (left), and Frank
DiTaranto, R&D/ Technical Manager, inspect various spools
of nylon and polyester monofilaments made from DuPont resin.




Albany International and DuPont, fts principel

polyester resin supplier, share & commen
vision fo pursue value in thelr business
reletionship. By combining markeft
understanding and technology

needs, new value has besn
cregfed for beth compa-
nies in such areas
inventery manage-
ment, produst
development,
Process
improvement,
shipping and
receiving,

ane safety.
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REPORY ©OF MANAGEMERNT

Management of Albany International Corp. is
responsible for the integrity and objectivity of the
accompanying financial statements and related
information. These statements have been prepared in
conformity with accounting principles generally
accepted in the United States of America, and include
amounts that are based on our best judgments with
due consideration given to materiality.

Management maintains a system of internal
accounting controls designed to provide reasonable
assurance, at reasonable cost, that assets are
safeguarded and that transactions and events are
recorded properly. A program of internal audits and
management reviews provides a monitoring process
that allows the Company to be reasonably sure the
system of internal accounting controls operates
effectively.

The financial statements have been audited by
PricewaterhouseCoopers LLE, independent
accountants. Their role is to express an opinion as to
whether management’s financial statements present
fairly, in all material respects, in conformity with
accounting principles generally accepted in the
United States of America, the Company’s financial
condition and operating results. Their opinion is
based on procedures which include reviewing and
evaluating certain aspects of selected systems,
procedures and internal accounting controls, and
conducting such tests as they deem necessary.

The Audit Committee of the Board of Directors,
composed solely of outside directors, meets
periodically with the independent accountants,
management and internal audit to review their work
and confirm that they are properly discharging their
responsibilities. In addition, the independent
accountants are free to meet with the Audit
Committee without the presence of management to
discuss results of their work and observations on the
adequacy of internal financial controls, the quality of
financial reporting and other relevant matters.

Frank R. Schmeler
Chairman of the Board and Chief Executive Officer

M sctoase CHlesr

Michael C. Nahi
Senior Vice President and Chief Financial Officer

REPORT OF INDEPENDENT
ACCOUNTANTS

TO THE BOARD OF DIRECTORS AND
SHAREHOLDERS OF ALBANY INTERNATIONAL CORR

In our opinion, the accompanying consolidated
balance sheets and the related consolidated
statements of income and retained earnings, of
comprehensive income and of cash flows present
fairly, in all material respects, the financial position of
Albany International Corp. and its subsidiaries at
December 31, 2002 and 2001, and the results of their
operations and their cash flows for each of the three
years in the period ended December 31, 2002 in
conformity with accounting principles generally
accepted in the United States of America. These
financial statements are the responsibility of the
Company’s management; our responsibility is to
express an opinion on these financial statements
based on our audits. We conducted our audits of
these statements in accordance with auditing
standards generally accepted in the United States of
America which require that we plan and perform the
audit to obtain reasonable assurance about whether
the financial statements are free of material
misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the
accounting principles used and significant estimates
made by management, and evaluating the overall
financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

As discussed in Note 4 to the consolidated
financial statements, on January 1, 2002 the Company
adopted Statement of Financial Accounting Standards
No. 142, Goodwill and Other Intangible Assets.

As discussed in Note 6 to the consolidated
financial statements, on January 1, 2001 the Company
adopted Statement of Financial Accounting Standards
No. 133, Accounting for Derivative Instruments and
Hedging Activities.

Albany, New York
January 28, 2003
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CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS

ALBANY INTERNATIONAL CORP

For the Years Ende_dpggeimbjer 31 ,7 2002 20061 2000

(in thousands, except per share amounts)

Stalements of lncome

Net sales $816,047 $836,696 $352,934
Cost of goods sold 475,765 497,301 515,649

Gross profit 340,282 339,395 337,285
Selling and general expenses 188,347 186,441 184,123
Technical and research expenses 49,847 46,950 49,528
Restructuring, net . — 21,892 —

Operating income 102,088 84,112 103,634
Interest income (3,084) (1,977) (1,336)
Interest expense 20,620 30,893 43158
Other expense/(income), net 5,003 2,833 (755)

Income before income taxes 79,549 52,363 62,367
Income taxes 25,041 19,374 25,027

Income before associated companies 54,508 32,989 37,540
Equity in earnings of associated companies 270 342 545

Income before cumulative effect of changes in
accounting principles, net of taxes 54,778 33,331 38,085

Cumulative effect of changes in accounting principles, net
of taxes (5,837) (1,129) —

Net income 48,941 32,202 38,085

Retained Earnings

Retained earnings, beginning of period 345,273 314,639 276,554
Less dividends : 6,605 1,568 —
Retained earnings, end of period $387,609 $345,273 $314,639

Earnings per share—basic:
Income before cumulative effect of changes in accounting

principles $ 1.70 5 107 $ 124
Cumulative effect of changes in accounting principles (C.18) (0.03 —
Net income $ 1.52 $ 104 $ 124
Earnings per share—diluted:

Income before cumulative effect of changes in accounting

principles $ 1.68 $ 1.06 $§ 124
Cumulative effect of changes in accounting principles (0.18) (0.03) —
Net income $ 1.50 $ 103 $ 124
Dividends per share $ 0.205 $ 005 $ —

The accompanying notes are an integral part of the consolidated financial statements.



CONSOLIDATED

ESTATEMENTS OF COMPREHENSIVE INCOME
ALBANY INTERNATIONAL CORP
For the Years Ended December 31, zoco2 2001 2000
(in thousands)
Net income $ 48,941 $ 32,202 $ 38,085
Other comprehensive income/(loss), before tax:
Foreign currency translation adjustments 47,550 (29,259) (45,090)
Pension liability adjustment (34,815) (20,043) 1,680
Derivative valuation adjustments:
Transition adjustment as of January 1, 2001 — (4,888) —
Decline in fair value (8,484) (8,204) —
Income taxes related to items of other comprehensive
income/(loss) ‘ 16,020 13,083 276
Comprehensive income/(loss) $ 69,212 $(17,109) $ (5,049)

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS
ALBANY INTERNATIONAL CORP

20

Af December 31, 2002 2001
(in thousands, except share data)
Assels
Current assets:
Cash and cash equivalents $ 18,799 $ 6,153
Accounts receivable, less allowance for doubtful accounts
(811,790 in 2002; $10,488 in 2001) 135,339 143,156
Note receivable 20,075 21,103
Inventories
Finished goods 90,766 97,789
Work in process 44,763 46,638
Raw material and supplies 28,534 29,649
Prepaid expenses 7,173 5,288
Deferred taxes 43,439 16,170
Total current assets 388,888 365,946
Property, plant and equipment, at cost, net 346,073 339,102
Investments in associated companies 4,849 4374
Intangibles 16,274 15,395
Goodwill 137,146 127,944
Deferred taxes 65,574 48,539
Other assets 52,717 30,629
Total assets $1,011,521 $ 931,929
Liabilities
Current liabilities:
Notes and loans payable $ 12,224 $ 28,786
Accounts payable 39,624 42,555
Accrued liabilities 101,510 87,924
Current maturities of long-term debt 1,914 4,837
Income taxes payable and deferred 31,222 21,970
Total current liabilities 186,494 186,072
Long-term debt 221,703 248,146
Other noncurrent liabilities 168,765 156,055
Deferred taxes and other credits 33,961 25,012
Total liabilities 610,923 615,285
Commitments and Contingencies —_ —
Shareholders’ Eguity
Preferred stock, par value $5.00 per share; authorized 2,000,000 shares;
none issued — —
Class A Common Stock, par value $.001 per share; authorized
100,000,000 shares; issued 28,983,057 in 2002 and 27,711,738 in 2001 29 28
Class B Common Stock, par value $.001 per share; authorized 25,000,000
shares; issued and outstanding 5,607,576 in 2002 and 5,867,476 in
2001 6 6
Additional paid-in capital 255,484 234,213
Retained earnings 387,609 345,273
Accumulated items of other comprehensive income:
Translation adjustments (147,400) (194,950)
Derivative valuation adjustment (13,592) (8,248)
Pension liability adjustment (35,962) (14,027)
446,174 362,295
Less treasury stock, at cost 45,576 45,651
Total shareholders’ equity 400,598 316,644
Total liabilities and shareholders’ equity $1,011,521 $ 931,929

The accompanying notes are an integral part of the consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS
ALBANY INTERNATIONAL CORP

Fer (he Yoars Ended December 81, 2002 2001 2000

(in thousands)

Operating Activilies

Net income $ 48,941 $ 32,202 $ 38,085

Adjustments to reconcile net income to net cash

provided by operating activities:

Equity in earnings of associated companies (270) (342) (545)
Depreciation and amortization 52,863 57,546 62,216
Provision for deferred income taxes, other credits
and long-term liabilities (21,094) (18,634) 6,108
Cumulative effect of changes in accounting principles 5,837 1,129 —
Increase in cash surrender value of life insurance, net
of premiums paid (2,617) (1,434) (728)
Unrealized currency transaction gains (1,933) (1,040) (3,172)
(Gains)/losses on disposition of assets (2,688) (1,323) 2,152
Shares contributed to ESOP 4,635 4,835 4,489
Tax benefit of options exercised 1,672 577 —

Changes in operating assets and liabilities:
Accounts receivable 14,737 30,066 1,654
Sale of accounts receivable 7,237 63,878 —
Note receivable 1,028 (21,103) —
Inventories 17,687 42,797 18,809
Prepaid expenses (1,885) 2,245 (2)
Accounts payable (10,653) (4,449) 4,357
Accrued liabilities (5,671) 11,967 (8,313)
Income taxes payable 8,346 10,848 3,280
Other, net 2,653 4,513 2,192
Net cash provided by operating activities 118,825 214,278 130,582

Investing Activities
Purchases of property, plant and equipment (31,678) (25,831 (36,8606)
Purchased software (1,465) (2,407) 978)
Proceeds from sale of assets 6,373 6,828 8,938
Acquisitions, net of cash acquired — — (1,037)
(Repayments of)/oans from life insurance policies (25,934) 10,602 —
Premiums paid for life insurance (1,159) (1,161) (1,161)
Net cash used in investing activities (53,863) (11,969) (31,104)

Financing Activities
Proceeds from borrowings 60,208 67,400 18,921
Principal payments on debt (106,446) (265,158) (102,048)
Proceeds from options exercised 14,950 4,907 —
Dividends paid (6,391) — —
Net cash used in financing activities (37,679) (192,851) (83,127)

Effect of exchange rate changes on cash flows (14,637) (8,664) (18,017)

Increase/(decrease) in cash and cash equivalents 12,646 794 (1,666)

Cash and cash equivalents at beginning of year 6,153 5,359 7,025

Cash and cash equivalents at end of year $ 18,799 $ 6,153 $ 5,359

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ACCOUNTING POLICIES

Basis of Consolidation

The consolidated financial statements include
the accounts of Albany International Corp. and
its subsidiaries (the “Company™) after
elimination of intercompany transactions. The
Company has one subsidiary that is a qualified
special purpose entity that is not consolidated
in accordance with Financial Accounting
Standard (FAS) No. 140, ‘Accounting for
Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities” (see Note 6). The
Company has 50% interests in an entity in
South Africa, an entity in England and an entity
in Russia. The consolidated financial statements
include the Company’s original investment in
these entities, plus its share of undistributed
earnings or losses, in the account “Investments
in associated companies’'.

Revenue Recognition

The Company records sales when persuasive
evidence of an arrangement exists, delivery has
occurred, the selling price is fixed and
collectibility is reasonably assured. The
Company limits the concentration of credit risk
in receivables by closely monitoring credit and
collection policies. The allowance for doubtful
accounts is adequate to absorb estimated losses.

The Company records the costs of freight
associated with the shipment of goods as a
reduction to net sales. These freight costs were
$16,452,000 in 2002, $16,797,000 in 2001, and
$17,431,000 in 2000.

Estimales

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

Transiation of Financial Statements

Assets and liabilities of non-U.S. operations are
translated at year-end rates of exchange, and the
income statements are translated at the average

rates of exchange for the year. Gains or losses
resulting from translating non-U.S. currency
financial statements are recorded in “Other
comprehensive income” and accumulated in
shareholders’ equity in the caption “Translation
adjustments”’.

Gains or losses resulting from currency
transactions denominated in a currency other
than the entity’s local currency, forward
exchange contracts which are not designated as
hedges for accounting purposes and futures
contracts are generally included in income in
“Other expense/(income), net.” Changes in
value of forward exchange contracts which are
effective as hedges for accounting purposes are
generally recorded, net of tax, in “Other
comprehensive income” and accumulated in
shareholders’ equity in the caption ““Translation
adjustments”.

Research Expense
Research expense consists primarily of
compensation and supplies and is charged to
operations as incurred. Research expense was
$24,918,000 in 2002, $23,224,000 in 2001, and
$23,287,000 in 2000.

Cash and Cash Eguivalents

Cash and cash equivalents consist of cash and
highly liquid short-term investments with
original maturities of three months or less.

Inventories

Inventories are stated at the lower of cost or
market and are valued at average cost.

Property, Plant and Equipmant

Property, plant and equipment are recorded at
cost. Depreciation is recorded using the
straight-line method over the estimated useful
lives of the assets for financial reporting
purposes; accelerated methods are used for
income tax purposes. Useful lives for buildings,
and machinery and equipment are 25 to

40 years, and 3 to 10 years, respectively.
Significant additions or improvements extending
assets’ useful lives are capitalized; normal
maintenance and repair costs are expensed as
incurred. The cost of fully depreciated assets
remaining in use are included in the respective
asset and accumulated depreciation accounts.
When items are sold or retired, related gains or
losses are included in net income.



Effective January 1, 2002, the Company adopted
FAS No. 144, “Accounting for the Impairment of
Long-Lived Assets”. In accordance with FAS

No. 144, the Company reviews the carrying
value of property, plant and equipment and
other long-lived assets for impairment whenever
events and circumstances indicate that the
carrying value of an asset may not be
recoverable from the estimated future cash
flows expected to result from its use and
eventual disposition. Adoption of FAS No. 144
did not have a material effect on the
consolidated financial statements.

Goodwili, Intangibles and Cther Assets

The excess purchase price over fair values
assigned to net assets acquired (goodwill) had
been amortized on a straight-line basis over 20
to 40 vears. Beginning in 2002, the Company
adopted the provisions of FAS No. 142
“Goodwill and Other Intangible Assets” which
eliminated the prior practice of goodwill
amortization and instead adopted an
impairment-only approach (see Note 4).
Goodwill and other long-lived assets are
reviewed for impairment whenever events such
as significant changes in the business climate,
plant closures, changes in product offerings, or
other circumstances indicate that the carrying
amount may not be recoverable. In accordance
with FAS No. 142, the Company performs a test
for goodwill impairment at least annually during
the second quarter of the vear.

Patents, trade names and technology, at cost,
are amortized on a straight-line basis over 8 to
12 years. Computer software purchased for
internal use, at cost, is amortized on a
straight-line basis over 5 years and is included in
“Other assets””.

Stock Options

As described in Note 16, the Company has
Stock Option plans for key employees. The
Company accounts for non-cash stock-based
compensation in accordance with Accounting
Principles Board Opinion No. 25 (APB 25),
“Accounting for Stock Issued to Employees”,
and its related interpretations, which state that
no compensation expense is recognized for
stock options that are granted with an exercise
price equal to or above the estimated fair value
of the Company’s common stock on the grant
date. The Company has adopted the disclosure
requirements of FAS No. 123, “Accounting for
Stock-Based Compensation” and FAS No. 148,
“Accounting for Stock-Based Compensation—an

Amendment of FAS No. 123" which require
proforma disclosures as if compensation
expense was determined based on the fair value
of the options granted at the date of the grant.

Derivatives

Gains or losses on forward exchange contracts
and other derivative instruments that function
as an economic hedge against currency
fluctuation effects on future revenue streams are
recorded in “Other expense/(income), net”. All
open positions on forward exchange contracts
are valued at fair value using the estimated
forward rate of a matching contract.

Gains or losses on forward exchange contracts
and other derivative instruments that are
designated as a hedge of a foreign operation’s
net assets and long-term intercompany loans
not intended to be repaid in the foreseeable
future are recorded in ‘“Translation
adjustments”, a separate component of
shareholders’ equity. These contracts reduce the
risk of currency exposure on foreign currency
net assets and do not exceed the foreign
currency amount being hedged. To the extent
the above criteria are not met, or the related
assets are sold, extinguished, or terminated,
activity associated with such hedges is recorded
in “Other expense/(income), net’.

Income Taxes

The Company accounts for income taxes in
accordance with the asset and liability method.
Deferred income taxes are recognized for the
tax consequences of “temporary differences” by
applying enacted statutory tax rates applicable
for future years to differences between financial
statement and tax bases of existing assets and
liabilities. The effect of tax rate changes on
deferred taxes is recognized in the income tax
provision in the period that includes the
enactment date.

It is the Company’s policy to accrue appropriate
U.S. and non-U.S. income taxes on earnings of
subsidiary companies that are intended to be
remitted to the parent company in the near
future.

The provision for taxes is reduced by
investment and other tax credits in the years
such credits become available.

Pension and Postretirement Benefit Plans

Substantially all emplovyees are covered under
either Company or government-sponsored
pension plans. The defined benefit pension plan
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in the United States was closed to new
participants as of October 1999. The plans are
generally trusteed or insured and accrued
amounts are funded as required in accordance
with governing laws and regulations. The annual
expense and liability recognized for defined
benefit pension plans and postretirement
benefit plans are developed from actuarial
valuations. Inherent in these valuations are key
assumptions, including discount rates and
expected return on plan assets, which are
updated on an annual basis. The Company
considers current market conditions in making
these assumptions.

Reclassifications

Certain reclassifications have been made to the
prior vears’ financial statements to conform to
the current year presentation.

Earnings Per Share

Net income per share is computed using the
weighted average number of shares of Class A
Common Stock and Class B Common Stock
outstanding during each vyear. Diluted net
income per share includes the effect of all
potentially dilutive securities (stock options).
Dilutive common shares are calculated in
accordance with the treasury stock method,
which assumes that proceeds from the exercise
of options are used to repurchase common
stock at market value.

Recent Accounting Pronouncements

In August 2001, FAS No. 143, “Accounting for
Asset Retirement Obligations” was issued. FAS
No. 143 requires entities to record the fair value
of a liability for an asset retirement obligation in
the period in which it is incurred commencing
for fiscal years beginning after June 15, 2002.
The Company does not expect the adoption of
FAS No. 143 to have a material effect on its
financial statements.

In April 2002, the Financial Accounting
Standards Board (FASB) issued FAS No. 145,

“Rescission of FASB Statements No. 4, 44, and
64, Amendment of FASB Statement No. 13, and
Technical Corrections as of April 2002”. This
Standard addresses a number of items related to
leases and other matters. The Company is
required to adopt this Standard as of January 1,
2003. The Company does not expect the
adoption of FAS No. 145 to have a material
effect on its financial statements.

In June 2002, the FASB issued FAS No. 146,
“Accounting for Costs Associated with Exit or
Disposal Activities”. This Standard provides
guidance on the recognition and measurement
of liabilities associated with exit or disposal
activities and requires that such liabilities be
recognized when incurred. This statement is
effective for exit or disposal activities initiated
on or after January 1, 2003. Adoption of this
standard is expected to affect the timing of
recognizing costs associated with future exit and
disposal activities.

In December 2002, the FASB issued FAS

No. 148, “Accounting for Stock Based
Compensation—an amendment of FAS 123",
This Standard provides transitional guidance for
companies that elect to adopt the provisions of
FAS No. 123, and also specifies certain
disclosure requirements for companies that
continue to use APB 25 to account for stock
options. In accordance with FAS No. 148, the
disclosure requirements have been adopted and
are included in this annual report.

In December 2002, the FASB issued
Interpretation No. 45 (FIN 45), “Guarantor’s
Accounting and Disclosure Requirements for
Guarantees”. This interpretation requires that
certain guarantees issued or modified after
December 31, 2002 be valued and recorded as
liabilities while disclosure requirements are
effective immediately and have been adopted.
The Company does not expect the adoption of
FIN 45 to have a material effect on its financial
statements.
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EARNINGS PER SHARE

The amounts used in computing earnings per
share and the weighted average number of
shares of potentially dilutive securities are as
follows:

{in thousands) 2002 2001 2000

Income available to
common share-
holders:

Income available to
common share-
holders $48,941

$32,202  $38,085

Weighted average
number of shares:

Weighted average
number of shares
used in net income
per share calcula-
tions

Effect of dilutive secu-
rities: stock options

32,126 31,089 30,632

509 259 4

Weighted average
number of shares
used in diluted net
income per share
calculations 32,635

31,348 30,636

An option to purchase 250,000 shares of
common stock at $25.56 per share was
outstanding at December 31, 2002, but was not
included in the computation of diluted net
income per share because the option’s exercise
price was greater than the average market price
of the common shares which was $23.41 for
2002. Total shares issued and outstanding, net
of treasury shares, was 32,396,840 as of
December 31, 2002 and 31,382,028 as of
December 31, 2001.

PROPERTY, PLANT AND EQUIPMENT

The components of property, plant and
equipment are summarized below:

(in thousands) 2002 2001
Land $ 29,241 § 26,620
Buildings 175,353 161,295
Machinery and equipment 580,338 527,417
784,932 715,332

Accumulated depreciation 438,859 376,230
$346,073  $339,102

Expenditures for maintenance and repairs are
charged to income as incurred and amounted
to $18,522,000 in 2002, $18,643,000 in 2001, and
$20,300,000 in 2000.

Capital expenditures were $31,678,000 in 2002,
$25,831,000 in 2001, and $36,866,000 in 2000. At
the end of 2002, the Company was committed
to $25,060,000 of future expenditures for new
equipment and facilities.

Construction in progress was $398,000 in 2002,
and none in 2001. Depreciation expense was
$47,478,000 in 2002, $45,792,000 in 2001, and
$49,937,000 in 2000.

CGOODWILL ARD INTANGIBLES

Effective January 1, 2002, the Company adopted
FAS No. 142, “Goodwill and Other Intangible
Assets”. FAS No. 142 changed the accounting
for goodwill from an amortization method to an
impairment-only approach. An initial transition
impairment test of goodwill was required as of
January 1, 2002, The initial transition
impairment test resulted in a non-cash charge
of $5,837,000 to write-off the carrying value of
goodwill in the Applied Technologies business
segment. This charge has been reflected as a
cumulative effect of a change in accounting
principle in the accompanying consolidated
statements of income and retained earnings.
There was no tax effect from this charge. As
required by FAS No. 142, the Company
performed an additional test for impairment
during the second quarter of 2002 and
determined there was no additional impairment.

For purposes of applying FAS No. 142, the
Company has determined that the reporting
units are consistent with the operating segments
identified in Note 12, Operating Segment and
Geographic Data. Fair values of the reporting
units and the related implied fair values of their
respective goodwill were established using
public company analysis and discounted cash
flows.

The Company is continuing to amortize certain
patents and trade names that have finite lives.
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The changes in intangible assets and goodwill
from January 1, 2002 to December 31, 2002
were as follows:

Balance at Currency Balance at
January 1, Transition Translation/ December 31,
(in thousands) 2002 Impairment Amortization other 2002
Amortizable intangible
assets:
Patents $ 3,091 § — § 333 § 483 $ 3241
Trade Names 3,398 — 519 687 3,566
Total 6,489 — 852 1,170 6,807
Deferred Pension Costs 8,906 — — 561 9,467
Total Intangibles $ 15,395 § — § 852 $ 1,731 $ 16274
Unamortized intangible
assets:
Goodwill $127,944 $ (5837) $ —  $15039  $137,146
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The change in goodwill resulted primarily from
the transitional impairment test and the effect
of currency translation rates.

As of December 31, 2002, the remaining
goodwill included $113,048,000 in the
Engineered Fabrics segment and $24,098,000 in
the Albany Door Systems segment.

Estimated amortization expense for the years
ending December 31, 2003 through 2007 is as
follows:

(in thousands) Annual Amoartization
2003 $ 850
2004 850
2005 850
2006 850
2007 850

The following table shows the effect on net
income had FAS No. 142 been adopted in the
prior periods.

(in thousands, except per share amounts) 2002 2001 2000
Net Income, as reported $48,941 $32,202 $38,085
Add back amortization of goodwill — 6,800 7,000
Adjusted net income $48,941 $39,002 $45,085
Earnings per share-basic:

Net income, as reported $ 1.52 % 1048 124
Add back amortization of goodwill — 0.21 0.23
Adjusted net income $ 1.52 % 1258 147
Earnings per share-diluted:

Net income, as reported $ 1508% 103 % 124
Add back amortization of goodwill — 0.21 0.23
Adjusted net income $ 1508 124 % 147

B.

ACCRUED LIABILITIES

Accrued liabilities consists of:

(in thousands) 2002 2001
Salaries and wages $ 23,132 $23,584
Employee benefits 26,666 16,207
Pension liability - current portion

(see Note 13) 12,000 —
Interest rate swaps - current portion

(see Note 6) 9,977 —
Returns and allowances 5,471 4,990
Interest 1,378 2,222
Restructuring costs - current

portion (see Note 17) 5,472 24,279
Other 17,414 16,642

$101,510 $87,924




6. FINANCIAL INSTRUMERNTS
Notes and loans payable at December 31, 2002
and 2001 were short-term debt instruments with
banks, denominated in local currencies with a
weighted average interest rate of 3.14% in 2002

and 7.14% in 2001.

Long-term debt at December 31, 2002 and 2001,
principally to banks and bondholders, exclusive
of amounts due within one year, consists of:

(in thousands) 2002 2001

August 1999 credit agreement
that expires in August 2004 with
borrowings outstanding at an
average interest rate of 2.19% in
2002 and 5.44% in 2001

Various notes and mortgages rela-

tive to operations principally

outside the United States, at an

average interest rate of 6.23% in

2002 and 5.68% in 2001, due in

varying amounts through 2008 9,418 6,468
Industrial revenue financings at

an average interest rate of 6.32%

in 2002 and 6.09% in 2001, due in

varying amounts through 2009 12,285 12,678

$221,703 $248,146

$200,000 $229,000

The weighted average interest rate for all debt
was 3.05% in 2002 and 5.56% in 2001.

Principal payments due on long-term debt for
the next five years are: 2003, $1,914,000; 2004,
$206,720,000; 2005, $1,291,000; 2006 $1,134,000;
2007, $11,178,000 and thereafter $1,380,000.
The Company expects to refinance its
borrowings under the August 1999 credit
agreement before the revolving credit
agreement expires in August 2004.

Interest paid was $21,377,000 in 2002,
$32,169,000 in 2001 and $40,647,000 in 2000.

In August 1999, the Company entered into a
$750 million credit agreement with its banks.
This facility included a $250 million term loan
that was fully paid during 2001. The remaining
$500 million is a revolving loan with the banks’
commitment to lend terminating in

August 2004. This credit agreement includes
commitment fees and variable interest rates
based on various loan pricing methods. The
interest rate margin is determined by the
Company’s leverage ratio. The credit agreement
contains various covenants that include limits on
the disposition of assets, cash dividends, and
the Company’s ability to purchase its common
stock. Additionally, the credit agreement
specifies a minimum interest coverage of 3.0, a

maximum leverage ratio of 3.0 and a limitation
on guarantees to non-U.S. subsidiaries. The
Company cannot purchase its common stock or
pay cash dividends unless, and only to the
extent that, the leverage ratio, as defined in the
credit agreement, is less than 2.75. The
December 31, 2002 leverage ratio as calculated
under the Company’s principal credit agreement
was below 1.3. Borrowings are collateralized by
a pledge of shares of, and intercompany loans
to, certain subsidiaries of the Company. In the
event of nonperformance by any bank on its
commitment to extend credit, the Company
could not borrow the full amount under the
credit agreement. However, the Company does
not anticipate nonperformance by any bank.

Under the August 1999 credit agreement, the
Company could have borrowed an additional
$240,000,000 at December 31, 2002. The
Company’s ability to borrow additional amounts
under the credit agreement is conditional upon
the absence of any material adverse change.

During 2000, the Company entered into swap
agreements that hedge a portion of its interest
rate exposure. Under the terms of the
agreements, each party makes payments on a
noticnal amount of $100,000,000. The Company
pays a blended fixed rate of 7.17% and the
counterparties pay a floating rate based on
LIBOR. These swap agreements expire on

June 6, 2005. As of December 31, 2002, the
blended rate receivable from the counterparties
was 1.8%. On January 2, 2001, the Company
entered into four additional swap agreements
which fixed interest rates on an additional
notional amount of $100,000,000. The blended
fixed rate payable by the Company under these
agreements is 5.65%. The counterparties pay a
floating rate, based on LIBOR which, at
December 31, 2002 was 1.8%. These agreements
expire on August 11, 2005. The total cost of the
swap agreements of $9,251,000 in 2002,
$3,423,000 in 2001, and $167,000 in 2000 was
recorded as “Interest expense”. With the
exception of the portion of debt which has
been hedged, the estimated fair value of the
Company’s long-term debt excluding current
maturities is considered to be the carrying value
on the basis that the significant components are
variable rate debt.

At December 31, 2002, the Company had open
forward exchange contracts with a total
unrealized gain of $346,000. These financial
instruments were held for purposes other than
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trading. For all positions there is risk from the
possible inability of the counterparties (major
financial institutions) to meet the terms of the
contracts and the risk of unfavorable changes in
interest and currency rates which may reduce
the benefit of the contracts. However, for most
closed forward exchange contracts, both the
purchase and sale sides of the Company’s
exposures were with the same financial
institution. The Company seeks to control risk
by evaluating the credit worthiness of
counterparties and by monitoring the currency
exchange and interest rate markets, hedging
risks in compliance with internal guidelines and
reviewing all principal economic hedging
contracts with designated directors of the
Company.

On January 1, 2001, the Company adopted the
provisions of FAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities”.
This Standard requires that all derivative
instruments are recognized on the balance
sheet at their fair value and changes in fair value
are recognized immediately in earnings, unless
the derivatives qualify as hedges in accordance
with the Standard. The change in fair value for
those derivatives that qualify as hedges are
recorded in shareholders’ equity in the caption
“Derivative valuation adjustment”. The
Company’s interest rate swaps qualify as cash
flow hedges as defined in the Standard and,
accordingly, changes in the fair value are
recognized in “Other noncurrent liabilities” and
“Other comprehensive income”. Subsequently,
amounts will be reclassified to ““Interest
expense”’ in accordance with the Standard. On
the date of adoption, the Company recognized
an initial transition adjustment of $4,888,000.
The fair value of the interest rate swaps
declined an additional $8,484,000 in 2002 and
$8,204,000 in 2001. As of December 31, 2002,
accrued liabilities included $9,977,000 for the
estimated 2003 cash payments under the swap
agreements, with the remaining liability included
in other noncurrent liabilities. The Company has
a lease for manufacturing facilities with an
embedded derivative that must be recognized in
earnings in accordance with this Standard. The
cumulative after-tax effect of this change in
accounting principle in 2001 was expense of
$1,129,000. Included in other expense/(income),
net, is income of $357,000 in 2002 and
$1,482,000 in 2001 related to changes in fair
value of this derivative.

During 2001, the Company entered into a trade
accounts receivable securitization program

whereby it sells designated North American
accounts receivable, with no recourse. The
accounts receivable are sold on an ongoing
basis to a subsidiary of the Company which is a
qualified special purpose entity and, in
accordance with FAS No. 140, is not
consolidated in the Company’s financial
statements. The Company receives fees for
collecting accounts receivable and for
performing certain other administrative
functions. The amount of accounts receivable
sold is subject to change based upon certain
criteria and was approximately $71,115,000 as of
December 31, 2002. In addition to $48,917,000
of cash received from the sale of accounts
receivable, the Company has a note receivable
in the amount of $20,075,000 as of

December 31, 2002. As of December 31, 2001,
the Company had sold accounts receivable of
$63,878,000, had received cash of $40,916,000
and a note receivable of $21,103,000. The note
is subject to monthly fluctuation based on the
amount of receivables sold and bears interest at
variable rates. As of December 31, 2002, the
interest rate was 2.41%; interest income was
$578,000 in 2002 and $193,000 in 2001. The
estimated fair value of the note receivable is
considered to be the carrying value on the basis
that the note carries a variable interest rate and
the proceeds from the sale have been reduced
by a discount factor. Included in other expense/
(income), net, are costs of $2,053,000 in 2002
and $1,794,000 in 2001 representing initial
transaction costs and the discounts applied in
the sale of accounts receivable. The discount
factor is based on timing of cash receipts,
interest rates and anticipated credit losses.

The unconsolidated subsidiary receives cash
from an unrelated third party in exchange for
an undivided ownership interest in the accounts
receivable. As of December 31, 2002, the
unconsolidated subsidiary had assets of
$20,882,000 consisting primarily of the
$71,115,000 of accounts receivables sold to it by
the Company, net of the $48,917,000 ownership
interest sold to the unrelated third party, and an
allowance for doubtful accounts. The

December 31, 2002 liabilities of the
unconsolidated subsidiary included a note
payable of $20,075,000 to the Company.

COMMITMENTS AND
CONTINGENGIES

Principal leases are for machinery and equipment,
vehicles and real property. Certain leases contain
renewal and purchase option provisions at fair




market values. There were no significant capital
leases. Total rental expense amounted to
$19,962,000, $22,198,000, and $22,671,000 for
2002, 2001, and 2000, respectively.

Future rental payments required under
operating leases that have initial or remaining
noncancelable lease terms in excess of one year
as of December 31, 2002 are: 2003, $15,174,000;
2004, $12,361,000; 2005, $10,329,000; 2006,
$6,824,000; 2007, $5,280,000 and thereafter,
$4,662,000.

The Company has guaranteed a letter of credit
to a bank that loaned money to a joint venture
partner in South Africa. The bank can draw
upon the letter of credit if the joint venture
partner defaults on the loan. The letter of credit
is denominated in South African rand and was
approximately $3,200,000 as of December 31,
2002.

Albany International Corp. (“Albany’) and many
other companies are defendants in suits brought
in various courts in the United States by
plaintiffs who allege that they have suffered
personal injury as a result of exposure to
asbestos-containing products. Albany was
defending against 21,688 such claims as of
February 28, 2003. This compares with 22,593
such claims as of December 31, 2002, 17,922
claims as of October 31, 2002, 7,347 claims as of
December 31, 2001, 1,997 claims as of
December 31, 2000, and 2,276 claims as of
December 31, 1999. These suits allege a variety
of lung and other diseases based on alleged
exposure to products previously manufactured
by Albany and related companies. Albany
anticipates that additional claims will be filed
against it and the related companies in the
future but is unable to predict the number and
timing of such future claims.

These suits typically involve claims against from
twenty to over two hundred defendants, and
the complaints usually fail to identify the
plaintiffs’ work history or the nature of the
plaintiffs’ alleged exposure to Albany’s products.
(Production of asbestos-containing paper
machine clothing products was limited to
certain synthetic dryer fabrics marketed during
the period from 1967 to 1976 and used in
certain paper mills. Such fabrics generally had a
useful life of three to twelve months.) In the
vast majority of these suits, claimant work
histories have not been provided. In cases in
which work histories have been provided,
approximately one-third of the claimants have
alleged time spent in a paper mill.

Approximately 18,700 of the claims pending
against Albany are filed in various counties in
Mississippi. The Company expects that only a
portion of these claimants will be able to
demonstrate time spent in a paper mill during a
period in which Albany’s asbestos-containing
products were in use. Based on past experience,
communications from certain plaintiffs’ counsel
and the advice of the Company’s Mississippi
counsel, the Company expects the percentage
of claimants with paper mill exposure in the
Mississippi proceedings to be considerably lower
than the total number of claims asserted.

It is the position of Albany and the other paper
machine clothing defendants that there was
insufficient exposure to asbestos from any paper
machine clothing products to cause asbestos-
related injury to any plaintff. Furthermore,
asbestos contained in Albany’s synthetic
products was encapsulated in a resin-coated
yarn woven into the interior of the fabric,
further reducing the likelihood of fiber release.

While the Company believes it has meritorious
defenses to these claims, it has settled certain of
these cases for amounts it considers reasonable
given the facts and circumstances of each case.
The Company’s insurer, Liberty Mutual, has
defended each case under a standard
reservation of rights. As of February 28, 2003,
the Company had resolved, by means of
settlement or dismissal, 4,348 claims, and had
reached tentative agreement to resolve an
additional 4,563 claims reported above as
pending. The total cost of resolving all 8,911
such claims was $4,846,000. Of this amount,
$4,811,000, or 99%, was paid by the Company’s
insurance carrier. The Company has more than
$130 million in confirmed insurance coverage
that should be available with respect to current
and future asbestos claims, as well as additional
insurance coverage that it should be able to
access.

Brandon Drying Fabrics, Inc.
Brandon Drying Fabrics, Inc. (“Brandon”), a
subsidiary of Geschmay Corp,, is also a separate
defendant in most of these cases. Brandon was
defending against 12,632 claims as of
February 28, 2003. This compares with 11,802
such claims as of December 31, 2002, 10,347
claims as of October 31, 2002, 8,759 claims as of
December 31, 2001, 3,598 claims as of
December 31, 2000, and 1,887 claims as of
December 31, 1999. The Company acquired




Geschmay Corp., formerly known as Wangner
Systems Corporation, in 1999.

Brandon is a wholly-owned subsidiary of
Geschmay Corp. Geschmay Corp. is a wholly-
owned subsidiary of the Company, acquired in
1999. In 1978, Brandon acquired certain assets
from Abney Mills (“Abney™), a South Carolina
textile manufacturer. Among the assets acquired
by Brandon from Abney were assets of Abney’s
wholly-owned subsidiary, Brandon Sales, Inc.
which, among other things, had sold dryer
fabrics containing asbestos made by its parent,
Abney. It is believed that Abney ceased
production of asbestos-containing fabrics prior
to the 1978 transaction. Although Brandon
manufactured and sold dryer fabrics under its
own name subsequent to the asset purchase,
none of such fabrics contained asbestos.

Under the terms of the Assets Purchase
Agreement between Brandon and Abney, Abney
agreed to indemnify, defend, and hold Brandon
harmless from any actions or claims on account
of products manufactured by Abney and its
related corporations prior to the date of the
sale, whether or not the product was sold
subsequent to the date of the sale. It appears
that Abney has since been dissolved.
Nevertheless, a representative of Abney has
been notified of the pendency of these actions
and demand has been made that it assume the
defense of these actions.

Because Brandon did not manufacture asbestos-
containing products, and because it does not
believe that it was the legal successor to, or
otherwise responsible for obligations of, Abney
with respect to products manufactured by
Abney, it believes it has strong defenses to the
claims that have been asserted against it. In
some instances, plaintiffs have voluntarily
dismissed claims against it, while in others it has
entered into what it considers to be reasonable
settlements. As of February 28, 2003, Brandon
has resolved, by means of settlement or
dismissal, 2,881 claims for a total of $152,499.
Brandon'’s insurance carriers have agreed to pay
88.2% of the total indemnification and defense
costs related to these proceedings, subject to
the standard reservation of rights. The
remaining 11.8% is being sought from an
insurance company that denies that it issued a
policy. Brandon’s internal records demonstrate
otherwise, and Brandon has filed suit against
this company as well as its other carriers. Based
on advice of counsel, Brandon is confident that

it will prevail in establishing 100%
indemnification and defense cost coverage.

Mount Yernon

In some of these cases, the Company is named
both as a direct defendant and as the
“successor in interest” to Mount Vernon Mills
(“Mount Vernon”). The Company acquired
certain assets from Mount Vernon in 1993.
Certain plaintiffs allege injury caused by
asbestos-containing products alleged to have
been sold by Mount Vernon many vears prior to
this acquisition. Mount Vernon is contractually
obligated to indemnify the Company against any
liability arising out of such products. The
Company denies any liability for products sold
by Mount Vernon prior to the acquisition of the
Mount Vernon assets. Pursuant to its contractual
indemnification obligations, Mount Vernon has
assumed the defense of these claims. On this
basis, the Company has successfully moved for
dismissal in a number of actions.

The Company believes that all asbestos-related
claims against it are without merit. Based on its
understanding of the insurance policies
available, how settlement amounts have been
allocated to various policies, its recent
settlement experience, the absence of any
judgments against the Company or Brandon,
the ratio of paper mill claims to total claims
filed, and the defenses available, the Company
currently does not anticipate any material
liability relating to the resolution of the
aforementioned pending proceedings in excess
of existing insurance limits. Consequently, the
Company does not believe, based on currently
available information, that the ultimate
resolution of the aforementioned proceedings
will have a material adverse effect on the
financial position, results of operations or cash
flows of the Company.

Although the Company cannot predict the
number and timing of future claims, based on
the foregoing factors and the trends in claims
against it to date, the Company does not
anticipate that additional claims likely to be filed
against it in the future will have a material
adverse effect on its financial position, results of
operations or cash flows. However, the
Company is aware that litigation is inherently
uncertain, especially when the outcome is
dependent primarily on determinations of
factual matters to be made by juries. The
Company is also aware that numerous other
defendants in asbestos cases, as well as others




who claim to have knowledge and expertise on
the subject, have found it difficult to anticipate
the outcome of asbestos litigation, the volume
of future asbestos claims and the anticipated
settlement values of those claims. For these
reasons, there can be no assurance that the
foregoing conclusions will not change.

OTHER NONCURRENT LIABILITIES

Other noncurrent liabilities consists of:

(in thousands) 2002 2001

Defined benefit pension plans
(see Note 13)

Postretirement benefits other than

$ 75,190 § 42,958

pensions (see Note 14) 57,206 61,681
Deferred compensation (see

Note 16) 12,364 29,003
Interest rate swaps (see Note 6) 11,599 13,092
Other 12,406 9,321

$168,765 $156,055

SHAREHCLDERS® EQUITY

The Company has two classes of Common
Stock, Class A Common Stock and Class B
Common Stock, each with a par value of $.001,
and equal liquidation rights. Each share of the
Company’s Class A Common Stock is entitled to
one vote on all matters submitted to
shareholders, and each share of Class B
Common Stock is entitled to ten votes. Class A
and Class B Common Stock will receive equal

dividends as the Board of Directors may
determine from time to time. The Class B
Common Stock is convertible into an equal
number of shares of Class A Common Stock at
any time. At December 31, 2002, 9,885,456
shares of Class A Common Stock were reserved
for the conversion of Class B Common Stock
and the exercise of stock options.

In January 1998, the Board authorized the
purchase of 3,000,000 shares of Class A
Common Stock, in the open market or
otherwise, at such prices as management may
from time to time consider to be advantageous
to the Company’s shareholders. Since

January 1998, the Company has purchased
1,616,900 shares of its Class A Common Stock
pursuant to this authorization and of the shares
purchased, none were purchased during 2002,
2001, or 2000.

In November 2001, and February, May and
August 2002, the Board declared cash dividends
of $.05 per share. In November 2002, the Board
declared a dividend of $.055 per share, payable
in January 2003. Dividends payable were
$1,781,000 and $1,568,000 as of December 31,
2002 and 2001, respectively.

As discussed in Note 6, the Company is
restricted from purchasing its Common Stock or
paving cash dividends when the leverage ratio,
as defined in the August 1999 credit agreement,
is 2.75 or higher.

Changes in shareholders’ equity for 2002, 2001, and 2000 are as follows:

(in thousands)

Common Stock Common Stock

Class A Class B Treasury Stock

Additional = =~ cs A

Paid-in

Shares Amount Shares Amount Capital Shares Amount

Balance: January 1, 2000

26,804 §27 5,869 $6 $219,443 2,206 § 45,843

Shares contributed to ESOP 334 — — — 4,489 —

Shares issued to Directors — — — — (€5))] G (105
Balance: December 31, 2000 27,138 $27 5,869 $6 $223,897 2,201 $ 45,738
Shares contributed to ESOP 261 — — — 4,835 — —
Conversion of Class B shares to Class A shares 2 — ) — — - —
Options exercised 311 1 — — 5,483 — —
Shares issued to Directors —_— — — — @ 4) 87
Balance: December 31, 2001 27,712 $28 5,867 $6 $234,213 2,197 $ 45,651
Shares contributed to ESOP 197 — — — 4,635 — —
Conversion of Class B shares to Class A shares 259 — (259 — — — —
Options exercised 815 1 — — 16,621 — —
Shares issued to Directors — — — — 15 3 (75)
Balance: December 31, 2002 28,983 $29 5,608 $6 $255,484 2,194 $ 45,576
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OTHER EXPENSE/(INCOME), NET

The components of other expense/(income),
net, as further described in Note 6, are:

(in thousands) 2002 2001 2000
$(2,680) $(1,932) $(4,012)

Currency transactions
Interest rate protection

agreements - — (382)
Lease with embedded

derivative (357) (1,482) —
Costs associated with

sale of accounts

receivable 2,053 1,794 —
Sale of buildings — (1,323) —
Amortization of debt

issuance costs and

loan origination fees 2,093 2,258 2,328
Other 3,894 3,518 1,311

$ 5,003 $2833 3% (755

INCOME TAXES

The components of income/(loss) before
income taxes and the income tax provision are
as follows:

(in thousands) 2002 2001 2000
Income/(loss)
before taxes:
US. $ 24,527  $ (2,775) $ (4,469)
Non-U.S. 55,022 55,138 67,036
$ 79,549 $ 52363 $ 62,567
Current:
U.S. Federal $ 7,892 § 5545 § 5,506
U.S. State 539 1,024 1,360
Non-U.S. 23,571 29,012 21,177
32,002 35,581 28,043
Deferred:
U.S. Federal 1,169 (5,633)  (4,212)
U.S. State 709 (897) (578)
Non-U.S. (8,839) (9,677) 1,774
(6,961)  (16,207) (3,016)
Total income tax
provision $ 25,041 $ 19374 § 25,027

The significant components of deferred income
tax (benefit)/expense are as follows:

(in thousands) 2002 2001 2000
Net effect of

temporary

differences $(433) §(10,388) $(2,727)

Adjustments to
deferred tax assets
and liabilities for
enacted changes in

tax laws and rates 1,232 (1,729) (282)
Utilization (benefit)

of loss

carryforward (7,760) (4,090) 7

$(6,961) $(16,207) $(3,016)

A reconciliation of the U.S. Federal statutory
rate to the Company’s effective tax rate is as
follows:

2002 2001 2000

U.S. statutory rate 35.0% 35.0% 35.0%
State taxes 1.0 (0.5 1.0
Non-U.S. tax rates,

repatriation of earnings, and

other net charges associated

with prior years (1.9) 15 39
Favorable resolution of

contingency related to prior

vears 3.5 — —
Other 0.9 1.0 0.1

Effective tax rate 31.5% 37.0% 40.0%

Deferred income taxes reflect the net tax effects
of temporary differences between the carrying
amounts of certain assets and liabilities for
financial reporting and income tax purposes.
Significant components of the Company’s
deferred tax assets and liabilities are as follows:

u.s. Non-U.S.
{in thousands) 2002 2001 2002 2001
Current deferred tax
assets:
Accounts receivable
Inventories 2,870

$ 1,606 § 1439 $ 687 $ 387
2,884 — 31

Tax credit carryforward 7,913 — —
Tax loss carryvforward —_ — 10,087 3,220
Restructuring accruals 6,843 — — —
Other 2,442 — 10,991 8271
Total current deferred tax

assets 21,674 4,323 21,765 11,847
Norncurrent deferred tax

assers:
Sale leaseback

transaction 1,052 935 753 —
Deferred compensation 12,509 12,365 — —
Depreciation (14,697) (14,088) 77 2,208
Postretirement benefits 40,760 23,087 2,041 706
Tax loss carryforward 868 — 20,608 13353

Other 2,914 8272 379 3,640

Total noncurrent

deferred rax assets

before valuation

allowance 43,406 30,571 23,858 20,107
Less: valuation allowance —_ —  (1,690) (2,139)

Total noncurrent
deferred tax assets 43,406 30,571 22,168 17,968

$ 65,080 § 34894 $43,933 829815

Total deferred tax assets

Current deferred tax

liabilities $ — 3 — $ 7,129 $ 8,103
Norncurrent deferred tax

liability—depreciation — — 27,448 19,950
Gther — — —  (5,162)

Total deferred tax

liabilities — $34,577 $22,891

The deferred income tax assets will be realized
through the reversals of existing taxable
temporary differences with the remainder, net
of the valuation allowance, dependent on future
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taxable income. Management believes that
sufficient taxable income will be earned in the
future to realize the remaining deferred income
tax assets. The Company has a tax loss
carryforward of $1,690,000 for which a full
valuation allowance has been recorded.

At December 31, 2002, the Company has
available $29,005,000 of net operating loss
carryforwards with expiration dates ranging
from one year to indefinite that may be applied
against future taxable income. The Company
expects to utilize 35% of the tax loss
carryforwards next year. In addition, the
Company has available foreign tax credit
carryforwards of approximately $7,835,000 which
begin to expire in 2007.

The Company has not recognized U.S. deferred
income taxes on $165,298,000 of undistributed
earnings of its foreign subsidiaries because
management considers such earnings to be
permanently reinvested. If the earnings were
distributed, the Company may be subject to both
U.S. income taxes and foreign withholding taxes.
Determination of the amount of this unrecognized
deferred income tax liability is not practical.

In February 2003, the Company received
notification of a final agreement resolving
certain income tax matters. The resolution of
these matters will result in a reduction of
approximately $5,000,000 in the income tax
provision in the first quarter of 2003.

Taxes paid, net of refunds, were $18,147,000 in
2002, 18,902,000 in 2001, and $18,362,000 in
2000. Income taxes payable were $24,093,000
and $13,869,000 as of December 31, 2002 and
2001, respectively.

OPERATING SEGWMENT ARD
CGEOCGRAPKIC DATA

In accordance with Financial Accounting Standard
No. 131, “Disclosures About Segments of an
Enterprise and Related Information”, the internal
organization that is used by management for
making operating decisions and assessing
performance is used as the source of the
Company’s reportable segments. The accounting
policies of the segments are the same as those
described in Note 1.

The primary segment of the Company is
Engineered Fabrics which includes developing,
manufacturing, marketing and servicing custom
designed engineered fabrics used in the
manufacture of paper, paperboard and products in

other process industries. Another segment of the
Company, Albany Door Systems is an aggregation
of the Company’s operations that manufacture,
market and service high-performance doors. The
Applied Technologies segment is made up of
operations that manufacture products outside of
the core businesses of the Company.

The following table shows data by operating
segment, reconciled to consolidated totals
included in the financial statements.

(in thousands) 2002 2001 2000
Net Sales

Engineered Fabrics $683,179 $690,784 $702,486
Albany Door Systems 91,185 99,206 101,609
Applied Technologies 41,683 46,706 48,839

Consolidated total $816,047 $836,696 $852,934

Depreciation and
Amortization

Engineered Fabrics $ 44,815 § 47818 $§ 53,329

Albany Door Systems 2,136 2,639 2,255
Applied Technologies 2,122 2,097 2,711
Corporate 3,790 4,972 3,921

Consolidated total $ 52,863 § 57,546 $ 62,216

Operating Income

Engineered Fabrics $161,875 $156,936 $150,653

Restructuring of operations — (21,392 —

161,875 135,044 150,653
Albany Door Systems 1,093 9,556 8,152
Applied Technologies 3,311 1,651 3,397

Research expense
Unallocated expenses

(24,918) (23,2249) (23,287)
(39,273) (38,915) (35,281)

102,088 84,112 103,634

Operating income
Reconciling items:
Interest income 3,084 1,977 1,336
Interest expense (20,620) (30,893) (43,158)
Other (expense)/income,

net (3,003) (2,833 755

Consolidated income
before income taxes

$ 79,549 § 52363 § 62,567

(in thousands) 2002 2001 2000
Operating Assets

Engineered Fabrics $1,164,610 $1,074,047 $1,267,794
Albany Door Systems 69,938 66,178 68,703
Applied Technologies 90,162 95,083 83,578

Reconciling items:
Accumulated
depreciation
Deferred tax assets
Investment in

(438,859) (376,230)  (362,901)
109,013 64,709 46,806

associated companies 4,849 4,374 4,300
Other 11,808 3,768 3,972
Consolidated total assets  $1,011,521  § 931,929 $1,112,252
Capital

Expenditures

Engineered Fabrics $ 30,042 $ 22448 § 33,137
Albany Door Systems 993 605 531
Applied Technologies 551 2,635 2,790
Corporate 92 143 408
Consolidated total $ 31,678 $ 25831 § 36,866

The following table shows data by geographic
area. Net sales are based on the location of the
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operation recording the final sale to the
customer.

(in thousands) 2002 2001 2000
Net Sales

United States $317,178 $329,787 $334,253
Canada 57,832 57,873 60,188
Sweden 76,993 81,624 80,828
Germany 99,959 94,697 98,131

Other countries 264,085 272,715 279,334

$816,047 $836,696 $852,934

Consolidated total

Property, Plant and
Equipment, at cost, net

United States $118,908 $122985 $134,487

Canada 15,866 17,530 20,356
Sweden 49,833 34,968 42,638
Germany 62,512 48,678 55,144

98,954 114,941 135,033
$346,073 $339,102 $387,658

Other countries

Consolidated total

PENSION PLANS

The Company has a noncontributory, qualified
defined benefit pension plan covering U.S.
employees, a noncontributory, nonqualified
pension plan covering certain U.S. executives
and both conwributory and noncontributory
pension plans covering non-U.S. employees. The
U.S. qualified defined benefit pension plan has
been closed to new participants since

October 1999. Eligible employees are covered
primarily by plans that provide pension benefits
based on the emplovee’s service and average
compensation during the three to five years
before retirement or termination of
emplovment.

The following table sets forth the components
of amounts recognized in the Company’s
consolidated balance sheets:

(in thousands) 2002 2001

Projected benefit (obligation)
in excess of plan assets
Unrecognized actuarial net

$(107,688) $(62,655)

loss 77,137 40,839
Prior service cost not yet

recognized in net periodic

pension cost 8,794 9,095
Remaining unrecognized net

obligation 257 231
Contributions 858 704

Accrued pension (liability) $ (20,642) $(11,786)

The weighted average expected long-term rate
of return for these plans was 8.5% for 2002 and
9.0% for 2001. The weighted average discount
rate was 6.4% for 2002 and 6.8% for 2001, The

weighted average rate of increase in future
compensation levels was 3.4% for 2002 and
4.7% for 2001.

Certain emplovees of the Company who were
active on June 30, 2002 are entitled to receive
additional qualified supplemental retirement
(QSERP) benefits under the U.S. pension plan.
Under the QSERP, each covered employee is
credited with an initial QSERP account balance
in a specified amount. Each such participant has
renounced any and all claims to an equal
amount under the Company’s deferred
compensation plans. The amount of this plan
amendment, including credited plan benefits,
was $10,222,000.

The projected benefit obligation, accumulated
benefit obligation, and fair value of plan assets
for the pension plans with an accumulated
benefit obligation in excess of plan assets were
$242,424,000, $221,379,000, and $134,982,000,
respectively for 2002 and $201,477,000,
$182,166,000, and $138,996,000 respectively, for
2001

The following table sets forth the reconciliation
of beginning and ending balances of the benefit
obligation and fair value of plan assets, and the
funded status of the plans.

(in thousands) 2002 2001

Change in benefit obligation:
Benefit obligation at

beginning of year $209,352  $206,947
Service cost 5,694 6,084
Interest cost 14,576 14,287
Participant contributions 547 687
Plan amendments 10,222 —
Special termination benefits 1,083 —
Benefits paid (13,247)  (14,193)
Actuarial loss/(gain) 11,215 2,020
Exchange rate loss/(gain) 11,400 (6,480)
Benefit obligation at end of

year $250,842 $209,352

Change in plan assets:

Fair value of plan assets at

beginning of year $146,697  $162,900
Actual return on plan assets (11,718) (8,990)

Employer contributions 16,651 10,064

Participant contributions 547 687
Benefits paid (13,247)  (14,193)
Administrative expenses (369) (875)
Exchange rate gain/(loss) 4,593 (2,896)
Fair value of plan assets at

end of year $143,154 $146,697
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Amounts recognized in the consolidated balance
sheets are as follows:

(in thousands) 2002 2001
Accrued pension liability $(87,190) $(42,938)
Intangible asset 9,467 8,906
Accumulated other

comprehensive income 57,081 22,266

Net amount recognized at

year-end $(20,642) $(11,786)

As of December 31, 2002, accrued liabilities
included 812,000,000 representing the estimated
current portion of the accrued pension liability,
with the remaining balance included in other
noncurrent liabilities. The Company was
required to accrue an additional minimum
liability for those plans for which accumulated
plan benefits exceeded plan assets. This liability
at December 31, 2002 and 2001 respectively, of
$66,548,000 and $31,172,000 was offset by an
intangible asset amounting to $9,467,000 and
$8,906,000 and a before tax charge to equity of
$57,081,000 and $22,266,000.

Net periodic pension cost included the
following components:

(in thousands) 2002 2001 2000
$ 5694 8 6084 $ 6,498

Service cost
Interest cost on
projected benefit

obligation 14,576 14,287 14,146
Expected return on

assets (13,518) (14,142) (13,504)
Net amortization

and deferral 2,056 1,120 1,215
Net periodic

pension cost $ 8,808 § 7349 $ 8355

Net periodic pension cost charged to operating
expense for all Company plans, including all
statutory and defined contribution plans, was
$17,423,000 for 2002, $11,645,000 for 2001, and
$13,791,000 for 2000.

POSTRETIRENMENT BENEFITS
OTHER THAN PENSIONS

In addition to providing pension benefits, the
Company provides certain medical, dental and
life insurance benefits for its retired United
States employees. Substantially all of the
Company’s U.S. employees may become eligible
for these benefits, which are subject to change,
if they reach normal retirement age while
working for the Company. Retirees share in the

cost of these benefits. The Company’s non-U.S.
operations do not offer such benefits to
retirees.

The Company accrues the cost of providing
postretirement benefits during the active service
period of the employees. The Company
currently funds the plan as claims are paid.

The following table reflects the status of the
postretirement benefit plan:

(in thousands) 2002 2001

Change in benefit obligation:
Benefit obligation at beginning of

vear $ 82,173  $75,620
Service cost 2,213 1,907
Interest cost 6,010 5,647
Plan participants’ contributions 1,067 1,054
Amendments — (1,798)
Actuarial loss 18,250 6,458
Benefits paid (7,643) (6,715

Benefit obligation at end of vear
Change in plan assets:
Fair value of plan assets at
beginning of year — —
Employer contributions 6,576 5,661
Plan participants’ contributions 1,067 1,054
Benefits paid (7,643)  (6,715)
Fair value of plan assets at end of
year — —

102,070 82,173

Unfunded status 102,070 82,173
Unrecognized prior service cost 8,462 9,409
Unrecognized net loss (46,750) (29,901

Accrued postretirement cost $ 63,782 $61,681
Net periodic postretirement benefit cost
included the following:

(in thousands) 2002 2001 2000
Service cost of benefits

earned $2,213  $1,907 $1,848

Interest cost on accumulated
postretirement benefit

obligation 6,010 5,647 5,862
Amortization of gains and

losses 1,401 1,146 971
Amortization of unrecognized

prior service cost (947) (947) ©7

Net periodic postretirement

benefit cost $8,677 $7,753  $8,584

For measurement purposes at December 31,
2002, the annual rate of increase in the per
capita cost of covered medical and prescription
drug benefits was assumed to be 9.0% and
11.0%, respectively. The rate was assumed to
decrease 1o 5.0 percent for 2008 and remain at
that level thereafter.
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The weighted average discount rate was 6.75%
for 2002, 7.25% for 2001 and 7.5% for 2000.

A one percentage point increase in the health
care cost trend rate would result in an increase
of $13,917,000 in the postretirement benefit
obligation as of December 31, 2002 and an
increase of $1,300,000 in the aggregate service
and interest cost components of the net
periodic postretirement benefit cost.

TRANSLATION ADJJUSTMENTS

The Consolidated Statements of Cash Flows
were affected by translation as follows:

(in thousands) 2002 2001 2000

Change in cumulative translation

adjustments $ 47,550 $(29,259) $(44,814)

Other noncurrent fiabilities 6,343 (2,749) (3,392
Deferred taxes (3,257) (118) (591D
Long-term debt 308 411 (1,205)
Accounts receivable (12,226) 10,173 13,110
Inventories (7,674) 6453 9,298
Investments in associated companies (340) 1,018 634

Property, plant and equipment, net (26,940) 15,141 24,835
Goodwill and intangibles (17,216) 6,824 10,719
Other (1,185) (15,736) (21,291)

$(14,637)$ (8,664) $(18,017)

Effect of exchange rate changes

Shareholders’ equity was affected by translation
as follows: increase/(decrease) from translation
of non-U.S. financial statements of $53,345,000,
($28,296,000), and ($39,454,000), and a decrease
from remeasurement of loans of $5,795,000,
$903,000, and $5,360,000, in 2002, 2001, and
2000 respectively.

STOCK OPTIONE AND INCENTIVE
PLANS

During 1988, 1992 and 1998, the shareholders
approved stock option plans for key employees.
The 1988 and 1992 plans, under which options
can no longer be granted, each provided for the
granting of up to 2,000,000 shares of Class A
Common Stock. The 1998 plan provides for the
granting of up to 5,000,000 shares of Class A
Common Stock. In addition, in 1997 the Board
of Directors granted one option outside these
plans for 250,000 shares of Class A Common
Stock. Options are normally exercisable in five
cumulative annual amounts beginning

12 months after date of grant. Option exercise

prices are normally equal to and are not
permitted to be less than the market value on
the date of grant. The option granted by the
Board in 1997 is not exercisable unless the
Company’s share price reaches $48 per share
and is then limited to 10% of the total number
of shares multiplied by the number of full years
of employment elapsed since the grant date.
During 2000, the Board of Directors approved
an amendment to increase the period after
retirement to exercise options from 5 vears to
10 years. This amendment, however, does not
change the original termination date of each
option. Unexercised options generally terminate
twenty years after date of grant for all plans.

For the purpose of applying FAS No. 123,
“Accounting for Stock-Based Compensation”,
the fair value of each option granted is
estimated on the grant date using the Black-
Scholes option-pricing model. No adjustments
were made for certain factors that are generally
recognized to reduce the value of option
contracts. These factors include limited
transferability, a 20% per vear vesting schedule,
a share price threshold with vesting based on
years of employment and the risk of forfeiture
of the non-vested portion if employment is
terminated. The cash dividend yield assumption
was 1.1% for 2002 and 1.0% for 2001. No
dividend was assumed for 2000. The expected
volatility was 28.3% in 2002, 27.6% in 2001, and
26.8% in 2000. The expected life of the options
varies based on employee group and ranges
from 11 to 20 years. The risk-free interest rate
ranges from 3.4% to 5.0% in 2002, 5.7% to 5.9%
in 2001, and 5.3% to 5.7% in 2000. The
Company applies Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to
Employees”, in accounting for the stock option
plans. Accordingly, no compensation cost was
recognized in 2002, 2001, or 2000. The
weighted average fair value of options granted
during 2002, 2001, and 2000, for the purposes
of FAS No. 123, was $10.64, $11.41, and $7.35
per share, respectively.




Had the Company elected to adopt FAS No. 123
for its stock option plans, net income and
earnings per share would have been affected by
additional compensation cost as indicated by
the proforma amounts below:

(in thousands, except per
share amounts) 2002 2001 2000

Proforma stock-based
employee compensation

cost, net of taxes $ 2,115 § 2,127 § 3,938
Net income, as reported $48,941  $32,202  $38,085
Proforma 46,826 30,075 34,147
Net income per share—

basic, as reported $§ 152 % 104 § 124
Proforma 1.46 0.97 1.11
Net income per share—

diluted, as reported $ 150 § 103 $ 1.24
Proforma 1.43 0.96 1.11

Activity with respect to these plans is as follows:

2002 2001 2000

Shares under option at January 1 4,296,695 4,234,750 3,927,650
Options granted 413,500 433,500 348,000
Options cancelled 62,180 60325 41,200
Options exercised 813,790 311,230 —

Shares under option at

December 31 3,834,225 4,296,695 4,234,750
Options exercisable at December 31 2,493,215 2,939,305 2,896,200
Shares available for options 443,655 293175 168,150

The weighted average exercise price is as
follows:

2002 2001 2000

Shares under option at January 1 $18.42 $17.98 $18.65
Options granted 20.63 2045 10.56
Options cancelled 16.98 16.06 18.70
Options exercised 18.37 1577 —

Shares under option at December 31  18.69 18.42 1798
Options exercisable at December 31  18.16 1831 1818

The following is a summary of the status of
options outstanding at December 31, 2002:

Outstanding Options Exercisable Options

Weighted
Average Weighted Weighted
Remaining  Average Average
Exercise Contractual  Exercise Exercise
Price Range Number Life Price Number Price
$10.56 297,575 179 $10.56 123,365 $10.56
15.00-15.50 485,000 5.8 15.41 485,000 1541
15.69-16.25 443,050 14.0 15.84 316,750 15.90
16.75 214,000 7.3 1675 214,000 16.75
17.63-18.75 164,300 9.6 1869 164,300 18.69
19.38-19.75 618,150 133 19.56 558,150 19.58
20.45 416,300 18.4 20.45 94,300 20.45
20.63 411,000 19.9 20.63 2,500 20.63
2225 534,850 11.1 2225 534,850 22.25
25.56 250,000 14.8 25.56 — —

3,834,225

2,493,215

The Company’s voluntary deferred compensation
plans provided that a portion of certain employees’
salaries are deferred in exchange for amounts
payable, upon their retirement, disability or death,
during a period selected by the participants in
accordance with the provisions of each plan.
Voluntary withdrawals are permitted under some
circumstances. The plans were terminated for
active emplovees during 2002, resulting in
$9,548,000 of the liahility being renounced by
certain participants and $7,721,000 being paid out
in January 2003 (see Note 13). The portion paid
out in January 2003 was included in accounts
payable as of December 31, 2002. The plans are
still in effect for retired employees of the Company.
The remaining deferred compensation liability was
included in the caption “Other noncurrent
liabilities” and was $12,364,000 and $29,003,000 at
December 31, 2002 and 2001, respectively. The
Company is the beneficiary of life insurance
policies on the lives of certain plan participants.
The Company’s expense for all plans, net of the
increase in cash surrender value, was $3,187,000 in
2002, $3,058,000 in 2001, and $1,780,000 in 2000.
The increase in cash surrender value, net of
premiums, was $2,617,000 in 2002, $1,434,000 in
2001, and $728,000 in 2000.

The Company maintains a voluntary savings
plan covering substantially all employees in the
United States. The Plan, known as “Prosperity
Plus,” is a 401(k) plan under the U.S. Internal
Revenue Code. Employees may contribute 1% to
15% of their regular wages which under
Section 401(k) are tax deferred. The Company
matches between 50% and 100% of each dollar
contributed by employees up to 10% of their
wages, in the form of Class A Common Stock
which is contributed to an Employee Stock
Ownership Plan. The investment of employee
contributions to the plan is self-directed. The
cost of the plan amounted to $4,144,000 in
2002, $4,086,000 in 2001, and $4,150,000 in
2000.

The Company’s profit-sharing plan covers
substantially all employees in the United States.
After the close of each year, the Board of
Directors determines the amount of the profit-
sharing contribution and whether the
contribution will be made in cash or in shares
of the Company’s Class A Common Stock.
Contributions are only made to current active
participants in Prosperity Plus. The expense
recorded for this plan was $1,358,000 in 2002,
$1,448,000 in 2001, and $974,000 in 2000.
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RESTRUCTURING

Restracturing

In 2001, the Company recorded a charge for
restructuring of operations of $21,892,000 that
included $13,714,000 for termination benefits,
$4,106,000 for plant rationalization costs,
$6,465,000 for losses on disposal of assets, and a
reversal of accruals from previous restructuring
programs of $2,393,000. There are
approximately 600 employee terminations
related to this restructuring. In 2002, pursuant
to the previously announced restructuring
initiatives, the Company terminated 568

employees.

The change in accrued restructuring costs from
December 31, 2001 to December 31, 2002 was

as follows:
New
December 31, Charges, Currency  December 31,

(in thousands) 2001 net  Payments translation/other 2002
Termination costs $ 17,532 $ — $5(12200) $ @D § 5311
Plant rationalization
costs 2,227 — (246) (1,530) 551
Lease obligations 4,658 — (1,470 383 3571

$ 24317 8 — $(13916) $(1,168) $ 9,433

The change in accrued restructuring costs from
January 1, 2001 to December 31, 2001 was as

follows:
New

January 1, Charges, Currency  December 31,
(in thousands) 2001 nel  Payments translation/other 2001
Termination costs $ 11248 $11321 § (4337) $ (700) $17,532
Plant rationalization costs — 8,303 — (5,976 2327
Lease obligations 3,071 2,268 (892) 211 4638

$ 14319 §21892 8 (3229)  $(6,465) $24,517
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FINARCIAL REVIEW

Critical Accounting Policies
and Assumpticns

The Company’s discussion and analysis of its
financial condition and results of operation are
based upon the Company’s consolidated financial
statements, which have been prepared in
accordance with accounting principles generally
accepted in the United States of America (GAAP).
The preparation of these financial statements
requires the Company to make estimates and
judgements that affect the reported amounts of
assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and
liabilities.

The Company maintains allowances for doubtful
accounts for estimated losses resulting from the
inability of its customers to make required
payments. If the financial condition of the
Company'’s customers were to deteriorate,
resulting in an impairment of their ability to make
pavments, additional allowances may be required.

The Company has interest rate swap agreements
that fix the rate of interest on $200 million of the
Company’s debt. The Company has determined
that the swaps qualify for hedge accounting in
accordance with GAAP, and accordingly, changes in
the fair value of these swaps are recorded in
shareholders’ equity in the caption, “Derivative
valuation adjustment”. Future events, such as a
change in the Company’s underlying debt
arrangements, could require that the Company
record changes in fair value in earnings. The
Company values these swaps by estimating the
cost of entering into one or more inverse swap
transactions that would neutralize the original
transactions. As of December 31, 2002, the pre-tax
cost to neutralize the original swap transactions
would have been approximately $21.6 million.

Goodwill and other long-lived assets are reviewed for
impairment whenever events such as significant
changes in the business climate, plant closures,
changes in product offerings, or other circumstances
indicate that the carrying amount may not be
recoverable. The Company performs a test for
goodwill impairment at least annually. The
determination of whether these assets are impaired
involves significant judgments based upon short and
long-term projections of future performance. Changes
in strategy and/or market conditions may result in
adjustments to recorded asset balances.

The Company has pension and postretirement
benefit costs and liabilities that are developed
from actuarial valuations. Inherent in these
valuations are key assumptions, including discount
rates and expected return on plan assets, which
are updated on an annual basis. The Company is
required to consider current market conditions,
including changes in interest rates, in making

these assumptions. Changes in the related pension
and postretirement benefit costs or credits may
occur in the future due to changes in the
assumptions.

During 2001, the Company entered into a trade
accounts receivable securitization program
whereby it sells designated North American
accounts receivable, with no recourse. The
accounts receivable are sold on an ongoing basis
to a subsidiary of the Company which is a
qualified special purpose entity and, in accordance
with GAAP, is not consolidated in the Company’s
financial statements. As of December 31, 2002, the
Company had sold accounts receivable of

$71.1 million and received cash of $48.9 million
plus a note receivable. If the securitization
program were terminated, the Company might
need to borrow from its existing credit facilities
for working capital requirements.

Albany International Corp. (‘“Albany’’) and many
other companies are defendants in suits brought
in various courts in the United States by plaintiffs
who allege that they have suffered personal injury
as a result of exposure to asbestos-containing
products. Albany was defending against 21,688
such claims as of February 28, 2003. This
compares with 22,593 such claims as of
December 31, 2002, 17,922 claims as of

October 31, 2002, 7,347 claims as of December 31,
2001, 1,997 claims as of December 31, 2000, and
2,276 claims as of December 31, 1999, These suits
allege a variety of lung and other diseases based
on alleged exposure to products previously
manufactured by Albany and related companies.
Albany anticipates that additional claims will be
filed against it and the related companies in the
future but is unable to predict the number and
timing of such future claims.

These suits typically involve claims against from
twenty to over two hundred defendants, and the
complaints usually fail to identify the plaintiffs’
work history or the nature of the plaintiffs’ alleged
exposure to Albany’s products. (Production of
ashestos-containing paper machine clothing
products was limited to certain synthetic dryer
fabrics marketed during the period from 1967 to
1976 and used in certain paper mills. Such fabrics
generally had a useful life of three to twelve
months.) In the vast majority of these suits,
claimant work histories have not been provided.
In cases in which work histories have been
provided, approximately one-third of the claimants
have alleged time spent in a paper mill.

Approximately 18,700 of the claims pending
against Albany are filed in various counties in
Mississippi. The Company expects that only a
portion of these claimants will be able to
demonstrate time spent in a paper mill during a
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period in which Albany’s asbestos-containing
products were in use. Based on past experience,
communications from certain plaintiffs’ counsel
and the advice of the Company’s Mississippi
counsel, the Company expects the percentage of
claimants with paper mill exposure in the
Mississippi proceedings to be considerably lower
than the total number of claims asserted.

It is the position of Albany and the other paper
machine clothing defendants that there was
insufficient exposure to asbestos from any paper
machine clothing products to cause asbestos-
related injury to any plaintiff. Furthermore,
asbestos contained in Albany’s synthetic products
was encapsulated in a resin-coated yarn woven
into the interior of the fabric, further reducing the
likelihood of fiber release.

While the Company believes it has meritorious
defenses to these claims, it has settled certain of
these cases for amounts it considers reasonable
given the facts and circumstances of each case,
The Company’s insurer, Liberty Mutual, has
defended each case under a standard reservation
of rights. As of February 28, 2003, the Company
had resolved, by means of settlement or dismissal,
4,348 claims, and had reached tentative agreement
to resolve an additional 4,563 claims reported
above as pending. The total cost of resolving all
8,911 such claims was $4,846,000. Of this amount,
$4,811,000, or 99%, was paid by the Company’s
insurance carrier. The Company has more than
$130 million in confirmed insurance coverage that
should be available with respect to current and
future asbestos claims, as well as additional
insurance coverage that it should be able to
access.

Branden Drving Fabrics, Inc.

Brandon Drying Fabrics, Inc. (“Brandon™), a
subsidiary of Geschmay Corp., is also a separate
defendant in most of these cases. Brandon was
defending against 12,632 claims as of February 28,
2003. This compares with 11,802 such claims as of
December 31, 2002, 10,347 claims as of

October 31, 2002, 8,759 claims as of December 31,
2001, 3,598 claims as of December 31, 2000, and
1,887 claims as of December 31, 1999. The
Company acquired Geschmay Corp., formerly
known as Wangner Systems Corporation, in 1999.

Brandon is a wholly-owned subsidiary of
Geschmay Corp. Geschmay Corp. is a wholly-
owned subsidiary of the Company, acquired in
1999. In 1978, Brandon acquired certain assets
from Abney Mills (‘“Abney’"), a South Carolina
textile manufacturer. Among the assets acquired by
Brandon from Abney were assets of Abney’s
wholly-owned subsidiary, Brandon Sales, Inc.
which, among other things, had sold dryer fabrics
containing asbestos made by its parent, Abney. It
is believed that Abney ceased production of

asbestos-containing fabrics prior to the 1978
transaction. Although Brandon manufactured and
sold dryer fabrics under its own name subsequent
to the asset purchase, none of such fabrics
contained asbestos.

Under the terms of the Assets Purchase
Agreement between Brandon and Abney, Abney
agreed to indemnify, defend, and hold Brandon
harmless from any actions or claims on account of
products manufactured by Abney and its related
corporations prior to the date of the sale, whether
or not the product was sold subsequent to the
date of the sale. It appears that Abney has since
been dissolved. Nevertheless, a representative of
Abney has been notified of the pendency of these
actions and demand has been made that it assume
the defense of these actions.

Because Brandon did not manufacture asbestos-
containing products, and because it does not
believe that it was the legal successor to, or
otherwise responsible for obligations of, Abney
with respect to products manufactured by Abney,
it believes it has strong defenses to the claims that
have been asserted against it, In some instances,
plaintiffs have voluntarily dismissed claims against
it, while in others it has entered into what it
considers to be reasonable settlements. As of
February 28, 2003, Brandon has resolved, by
means of settlement or dismissal, 2,881 claims for
a total of $152,499. Brandon’s insurance carriers
have agreed to pay 88.2% of the total
indemnification and defense costs related to these
proceedings, subject to the standard reservation of
rights. The remaining 11.8% is being sought from
an insurance company that denies that it issued a
policy. Brandon'’s internal records demonstrate
otherwise, and Brandon has filed suit against this
company as well as its other carriers. Based on
advice of counsel, Brandon is confident thart it will
prevail in establishing 100% indemnification and
defense cost coverage.

Mount Yernon

In some of these cases, the Company is named
both as a direct defendant and as the “‘successor
in interest” t0 Mount Vernon Mills (“Mount
Vernon). The Company acquired certain assets
from Mount Vernon in 1993. Certain plaintiffs
allege injury caused by asbestos-containing
products alleged to have been sold by Mount
Vernon many years prior to this acquisition. Mount
Vernon is contractually obligated to indemnify the
Company against any liability arising out of such
products. The Company denies any liability for
products sold by Mount Vernon prior to the
acquisition of the Mount Vernon assets. Pursuant
to its contractual indemnification obligations,
Mount Vernon has assumed the defense of these
claims. On this basis, the Company has
successfully moved for dismissal in a number of
actions.




The Company believes that all asbestos-related
claims against it are without merit. Based on its
understanding of the insurance policies available,
how settlement amounts have been allocated to
various policies, its recent settlement experience,
the absence of any judgments against the
Company or Brandon, the ratio of paper mill
claims to total claims filed, and the defenses
available, the Company currently does not
anticipate any material liability relating to the
resolution of the aforementioned pending
proceedings in excess of existing insurance limits.
Consequently, the Company does not believe,
based on currently available information, that the
ultimate resolution of the aforementioned
proceedings will have a material adverse effect on
the financial position, results of operations or cash
flows of the Company.

Although the Company cannot predict the number
and timing of future claims, based on the
foregoing factors and the trends in claims against
it to date, the Company does not anticipate that
additional claims likely to be filed against it in the
future will have a material adverse effect on its
financial position, results of operations or cash
flows. However, the Company is aware that
litigation is inherently uncertain, especially when
the outcome is dependent primarily on
determinations of factual matters to be made by
juries. The Company is also aware that numerous
other defendants in asbestos cases, as well as
others who claim to have knowledge and
expertise on the subject, have found it difficult to
anticipate the outcome of asbestos litigation, the
volume of future asbestos claims and the
anticipated settlement values of those claims. For
these reasons, there can be no assurance that the
foregoing conclusions will not change.

Review of Operations

2002 vs. 2001

Net sales decreased $20.6 million or 2.5% as
compared with 2001. Currency translation had the
effect of increasing net sales by $11.6 million.
Excluding currency effects, net sales decreased
3.9% as compared to 2001.

In the Engineered Fabrics segment, net sales
decreased 1.1% in U.S. dollars and decreased 2.2%
excluding currency translation effects. Sales were
negatively affected by a sluggish global demand for
paper and paperboard as well as paper machine
closures and downtime. Geographically,
Engineered Fabrics net sales in the United States
were down 2.7% in comparison to 2001. Net sales
in Canada were down 5.6% in U.S. dollars and
4.3% in local currency. Engineered Fabrics
European sales increased 0.5% in U.S. dollars, but
decreased 4.5% in local currencies.

Albany Door Systems net sales in U.S. dollars were
down 8.1% in comparison to 2001. Excluding
currency translation effects, net sales were down
11.9%. The weak economy in Europe and,
particularly in Germany, negatively affected sales
and operating income in this segment.

Applied Technologies net sales were down 10.8%
in U.S. dollars and 10.5% excluding currency
translation effects. In addition to global economic
weakness, sales were lower due to the sale of a
portion of the Company’s Mexican operation and
the shutdown of nonperforming portions of this
segment in the fourth quarter of 2001.

Gross profit was 41.7% of net sales in 2002
compared to 40.6% in 2001. Cost of goods sold
includes expenses incurred in relation to cost
reduction initiatives of $6.2 million in 2002 and
$1.6 million in 2001. Amortization of goodwill was
discontinued as of January 1, 2002 in accordance
with Financial Accounting Standards No. 142

(FAS 142) “Goodwill and Other Intangible Assets”.
Goodwill amortization was approximately

$6.8 million in 2001. Excluding the expenses
related to cost reduction initiatives in both years,
and adjusting 2001 gross profit as if FAS 142 had
been in effect in 2001, gross profit as a percent of
net sales would have been 42.5% in 2002 and
41.6% in 2001.

Selling, general, technical and research expenses
increased 2.1% in 2002 as compared to 2001.
Excluding the effect of currency translation, these
costs increased 0.2%. Selling and general expenses
include $3.6 million in 2002 and $0.5 million in
2001 of remeasurement losses at certain Company
operations related to trade accounts receivable
denominated in currencies other than their
functional currency. Excluding this additional
effect, 2002 selling, general, technical and research
expenses were down 1.1% in comparison to 2001.

In 2001, the Company recorded a $21.9 million
charge for restructuring of operations related to a
$25 million cost reduction initiative that was
announced in July 2001. The charge included
$13.7 million for termination benefits, $4.1 million
for plant rationalization costs, $6.5 million for
losses on disposal of assets, and a reversal of
accruals from previous restructuring initiatives of
$2.4 million. The initiatives resulted in the closing
of three plants in Europe and were completed by
December 2002. The cost and savings are
primarily related to the Engineered Fabrics
segment.

Operating income before the restructuring charge
decreased 3.7% to $102.1 million. The decrease
was primarily due to lower net sales. In the
Engineered Fabrics segment, operating income
before restructuring was 23.7% of net sales in
2002, compared to 22.7% in 2001. The higher
percentage in 2002 is primarily due to the benefits
derived from cost reduction initiatives. In the
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Albany Door Systems segment, operating income
as a percentage of net sales was 1.2% in 2002 in
comparison to 9.6% in 2001. The decrease is
primarily attributable to lower net sales. In the
Applied Technologies segment, operating income
as a percentage of net sales was 7.9% in 2002 in
comparison to 3.5% in 2001. The improvement is
due to the shutdown of nonperforming portions
of this segment in the fourth quarter of 2001.

Other expense/(income), net, was expense of
$5.0 million in 2002 compared to $2.8 million in
2001. The increase in expense is primarily due to
2001 results including a larger favorable
adjustment on a derivative and a gain of

$1.3 million related to the sale of buildings.

Interest expense decreased $10.3 million as compared
with 2001. This decrease was due to lower average
debt during 2002, as compared to 2001. Interest
income increased $1.1 million in comparison to 2001
as the Company maintained higher average balances
of cash and cash equivalents.

The tax rate for 2002 was 31.5%, compared to0 37%
in 2001. During the fourth quarter of 2002, the
Company recognized a benefit of approximately
$2.8 million related to the favorable resolution of
certain income tax contingencies. The 2002 tax
rate prior to this item was 35%. The decline from
37% to 35% was primarily due to the elimination
of goodwill amortization in accordance with

FAS 142.

In 2002, the Company recorded a charge of

$5.8 million for the cumulative effect of a change
in accounting principle. The charge relates to the
adoption of FAS 142. As a result of the transitional
impairment test required by FAS 142, the
Company determined that the goodwill in the
Applied Technologies segment was impaired.
There was no tax effect from this charge.

In 2001, the Company recorded a charge of

$1.1 million for the cumulative effect of a change
in accounting principle, net of tax. The charge
relates to the adoption of Financial Accounting
Standard No. 133, “Accounting for Derivative
Instruments and Hedging Activities”. The
Company has a lease for manufacturing facilities in
Italy that has been accounted for as an adjusement
to income in accordance with this Standard.

Earnings per share before the cumulative effect of
changes in accounting principles in both years was
$1.70 in 2002 compared to $1.07 in 2001. The
increase is primarily due to the restructuring charge
recorded in 2001. Net income per share was $1.52 in
2002 and $1.04 in 2001. Net income per share on a
diluted basis was $1.50 in 2002 and $1.03 in 2001.

2001 vs. 2000

Net sales decreased $16.2 million or 1.9% as
compared with 2000. Net sales were reduced by
$28.9 million from the effect of a stronger U.S. dollar

as compared to 2000. Excluding currency effects, net
sales increased 1.5% as compared to 2000.

In the Engineered Fabrics segment, net sales
decreased 1.7% as compared to 2000, but
increased 1.4% excluding currency translation
effects. Net sales in the United States decreased
1.3% in 2001 as compared to 2000. Net sales in
Canada decreased 1.4% in U.S. dollars but
increased 2.8% in local currency. European net
sales decreased 1.9% in U.S. dollars, but increased
3.5% in local currencies.

In the Albany Door Systems segment, 2001 sales
were down 2.4% when measured in U.S. dollars,
but were up 3.6% when excluding currency
effects. Applied Technologies sales were down
4.4% in U.S. dollars and 2.0% in local currencies.

Gross profit was 40.6% of net sales in 2001 as
compared to 39.5% in 2000. Excluding the effects
of currency fluctuation and costs in both years
related to the relocation of assets, gross profit was
40.8% in 2001 and 40.7% in 2000.

Selling, general, technical and research expenses
decreased 0.1% in 2001 as compared to 2000,
Excluding the effect of the stronger U.S. dollar, these
costs increased 2.7%, principally due to lower
currency remedsurement gains on receivables and a
one-time insurance benefit received in 2000.

In 2001, the Company recorded a $21.9 million
charge for restructuring of operations related to a
$25 million cost reduction initiative that was
announced in July 2001. The charge included
$13.7 million for termination benefits, $4.1 million
for plant rationalization costs, $6.5 million for
losses on disposal of assets, and a reversal of
accruals from previous restructuring initiatives of
$2.4 million. Caost of goods sold includes costs of
$1.6 million in 2001 and $9.7 million in 2000 for
the relocation of equipment.

Operating income before restructuring rose 2.3%
in comparison to 2000. In the Engineered Fabrics
segment, operating income before restructuring
was 22.7% of net sales in 2001, compared to
21.4% in 2000. The higher percentage in 2001 is
primarily due to higher asset relocation costs in
2000. In the Albany Door Systems segment,
operating income as a percentage of net sales was
9.6% in 2001 in comparison to 8.0% in 2000. The
increase is primarily attributable to operating
efficiency improvements. In the Applied
Technologies segment, operating income was
lower as the global economic slowdown negatively
impacted results.

Other expense/(income), net was $2.8 million of
expense in 2001 compared to $0.8 million of income
in 2000. Currency transactions generated income of
$1.9 million in 2001 and $4.0 million in 2000. During
2001, the Company entered into a program to sell a
portion of its North American accounts receivable
(see Notes 1, 6 and 10 of Notes to Consolidated




Financial Statements). In 2001, other expense/
(income), net, includes costs of $1.8 million
associated with this program. Also included in other
expense/(income), net, for 2001 is a gain of

$1.3 million related to the sale of buildings.

Interest expense decreased $12.3 million as
compared with 2000. This decrease was due to
lower average debt and interest rates during 2001,
as compared to 2000.

The tax rate for 2001 was 37%, compared to 40%
in 2000. The lower tax rate resulted from
improvements in the tax efficiency of the
Company’s global operations,

The Company recorded a charge in 2001 of

$1.1 million for the cumulative effect of a change
in accounting principle, net of tax. The charge
relates to the adoption of Financial Accounting
Standard No. 133, “Accounting for Derivative
Instruments and Hedging Activities”. The
Company has a lease for manufacturing facilities in
Italy that has been accounted for as an adjustment
to income in accordance with this Standard.

Diluted net income per share was $1.03 in 2001
compared to $1.24 in 2000. Excluding the cumulative
effect of the change in accounting principle,
restructuring charges, and asset relocation costs in
both years, diluted earnings per share were $1.54 in
2001 compared to $1.43 per share in 2000.

International Activities

The Company conducts more than half of its
business in countries outside of the United States.
As a result, the Company experiences transaction
and translation gains and losses because of
currency fluctuations. The Company periodically
enters into foreign currency contracts to hedge
this exposure (see Notes 6, 10 and 15 of Notes to
Consolidated Financial Statements). The Company
believes that the risks associated with its
operations and locations outside the United States
are not other than those normally associated with
operations in such locations.

Operating income as a percentage of net sales
related to the Company’s geographic regions in
2002 as compared to 2001 increased in the United
States and Canada and decreased in Europe.
Operating income, before the restructuring
charges, as a percent of net sales for the United
States was 15.8% in 2002, 13.8% in 2001, and
14.1% in 2000; for Canada was 26.3% in 2002,
23.3% in 2001, and 21.8% in 2000; for Europe was
5.5% in 2002, 8.3% in 2001, and 8.8% in 2000; and
combined for the rest of the countries where the
Company has operations, the percentages were
18.1% in 2002, 17.6% in 2001, and 10.7% in 2000.

Liquidity and Capital Resources

At December 31, 2002 the Company’s order
backlog was $567.5 million, a decrease of

approximately 4.6% from the prior year-end. The
decrease is partially due to a change in the timing
of when the Company records orders. The change
was made to assist with the Company’s inventory
management programs.

Accounts receivable decreased $7.8 million and
inventory decreased $10.0 million from December 31,
2001. Excluding the effect of currency translation and
an increase in the amount of accounts receivable
sold, the combined decrease in accounts receivable
and inventory was $30.8 million.

During 2001, the Company entered into a
program to sell a portion of its North American
accounts receivable. In exchange for the accounts
receivable sold, the Company receives cash and a
note. As of December 31, 2002, accounts
receivable sold under this program were

$71.1 million and the note receivable was

$20.1 million. The note is subject to monthly
fluctuation based on the amount of receivables
sold and bears interest at variables rates. As of
December 31, 2002, the interest rate was 2.41%.

Cash flow provided by operating activities was
$118.8 million in 2002 compared with

$214.3 million in 2001 and $130.6 million in 2000.
The cash flow in 2001 included approximately
$40.9 million from the sale of accounts receivable.
This cash flow contributed to the Company’s
ability to reduce debt by $197.8 million during
2001 and an additional $46.2 million in 2002.

In 2002, the Company made an annual
contribution of $12.0 million to its United States
pension plan compared to $7.4 million in 2001.
The amount of annual pension plan funding and
annual expense is subject to many variables
including the investment return on pension plan
assets and interest rates. Continued weakness in
investment returns and low interest rates may
result in the Company making equal or greater
pension plan contributions in future years, as
compared to 2002. As of December 31, 2002, the
Company has classified $12.0 million of its accrued
pension liability as a current liability.

Capital expenditures were $31.7 million in 2002,
$25.8 million in 2001, and $36.9 million in 2000.
Capital expenditures are expected to be about
$55 million in 2003. The increase is due to a new
plant in France, where the Company will
consolidate production to serve the nonwovens
market, and to an expansion in Finland that will
enable the Company to consolidate dryer
production into two European locations. The
Company will continue to finance these
expenditures with cash from operations and
existing credit facilities.

In August 1999, the Company entered into a

$750 million credit agreement with its banks. This
facility included a $250 million term loan that was
fully paid during 2001. The remaining $500 million
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is a revolving loan with the banks’ commitment to
lend terminating in 2004. This agreement includes
commitment fees and variable interest rates based
on various loan pricing methods. The interest rate
margin is determined by the Company’s leverage
ratio. The credit agreement contains various
covenants that include limits on the disposition of
assets, cash dividends, and the Company’s ability
to purchase its Common Stock. Additionally, the
credit agreement specifies minimum interest
coverage of 3.0, a maximum leverage ratio of 3.0
and a limitation on guarantees to non-U.S.
subsidiaries. The December 31, 2002 leverage ratio
as calculated under the Company’s principal credit
agreement was below 1.5. Borrowings are
collateralized by a pledge of shares of, and
intercompany loans to, certain subsidiaries of the
Company. The Company believes it has adequate
cash and cash resources to meet its obligations
during the next twelve months.

As described in Note 6 of Notes to Consolidated
Financial Statements, the banks’ commitment to
lend under the Company’s primary debt
agreement terminates in 2004. The Company
expects to refinance its debt before the revolving
credit agreement expires in 2004, Under this debt
agreement, the Company could have borrowed an
additional $240 million at December 31, 2002. The
Company’s ability to borrow additional amounts
under the credit agreement is conditional upon
the absence of any material adverse change.

As described in Notes 1 and 6 of Notes to
Consolidated Financial Statements, the Company
has one subsidiary that is a qualified special
purpose entity and is not consolidated into the
Company’s financial statements. As of

December 31, 2002, this unconsolidated subsidiary
had assets of $20.9 million, liabilities of

$20.1 million, and equity of $0.8 million.

As of December 31, 2002, the Company had
accrued liabilities for restructuring of
approximately $9.4 million. The Company
anticipates that cash payments of this liability will
be approximately $5.5 million in 2003, $2.0 million
in 2004, $0.6 million in 2005, $0.5 million in 2006,
$0.5 million in 2007 and thereafter $0.3 million.

The Company has guaranteed a letter of credit to
a bank that loaned money to a joint venture
partner in South Africa. The bank can draw upon
the letter of credit if the joint venture partner
defaults on the loan. The letter of credit is
denominated in South African rand and was
approximately $3.2 million as of December 31,
2002.

A cash dividend of $.05 per share was declared in
November 2001 and February, May and August 2002.

In November 2002, a cash dividend of $.055 per
share was declared.

As of December 31, 2002, the Company had the
following cash flow obligations:

Payments Due by Period

Less One Three

Than to to After

One Three Five Five
(in millions) Total  Year  Years  Years  Years
Total debt $2358  $141  $2080  $123 $1.4
Operating leases 54.6 15.2 27 121 4.7

$290.4 82903 $2307  $241 $6.1

Recent Accounting Pronouncements

In August 2001, FAS No. 143, “Accounting for Asset
Retirement Obligations” was issued. FAS No. 143
requires entities to record the fair value of a liability
for an asset retirement obligation in the period in
which it is incurred commencing for fiscal years
beginning after June 15, 2002. The Company does
not expect the adoption of FAS No. 143 to have a
material effect on its financial statements.

In April 2002, the Financial Accounting Standards
Board (FASB) issued FAS No. 145, “Rescission of
FASB Statements No. 4, 44, and 64, Amendment of
FASB Statement No. 13, and Technical Corrections
as of April 2002”. This Standard addresses a
number of items related to leases and other
matters. The Company is required to adopt this
Standard as of January 1, 2003. The Company
does not expect the adoption of FAS No. 145 to
have a material effect on its financial statements.

In June 2002, the FASB issued FAS No. 146,
“Accounting for Costs Associated with Exit or
Disposal Activities”. This Standard provides
guidance on the recognition and measurement of
liabilities associated with exit or disposal activities
and requires that such liabilities be recognized
when incurred. This statement is effective for exit
or disposal activities initiated on or after

January 1, 2003. Adoption of this standard is
expected to affect the timing of recognizing costs
associated with future exit and disposal activities.

In December 2002, the FASB issued FAS No. 148,
“Accounting for Stock Based Compensation—an
amendment of FAS 123”. This Standard provides
transitional guidance for companies that elect to
adopt the provisions of FAS No. 123, and also
specifies certain disclosure requirements for
companies that continue to use APB 25 to account
for stock options. In accordance with FAS No. 148,
the disclosure requirements have been adopted
and are included in this annual report.




In December 2002, the FASB issued Interpretation
No. 45 (FIN 45), “Guarantor’s Accounting and
Disclosure Requirements for Guarantees”. This
interpretation requires that certain guarantees
issued or modified after December 31, 2002 be
valued and recorded as liabilities while disclosure
requirements are effective immediately and have
been adopted. The Company does not expect the
adoption of FIN 45 to have a material effect on its
financial statements.

Market Risk Sensitivily

The Company has market risk with respect to
foreign currency exchange rates and interest rates.
The market risk is the potential loss arising from
adverse changes in these rates as discussed below.

The Company has manufacturing plants in 15
countries and sales worldwide and therefore is
subject to foreign currency risk. This risk is
composed of both potential losses from the
translation of foreign currency financial statements
and the remeasurement of foreign currency
transactions. To manage this risk, the Company
periodically enters into forward exchange contracts to
either hedge the net assets of a foreign investment or
to provide an economic hedge against future cash
flows. The total net assets of non-U.S. operations and
long-term intercompany loans denominated in non-
functional currencies subject to potential loss amount
o approximately $589 million. The potental loss in
fair value resulting from a hypothetical 10% adverse
change in quoted foreign currency exchange rates
amounts to $58.9 million. Furthermore, related to
foreign currency transactions, the same 10% change
would cause an additional loss of $1.1 million. Actual
results may differ.

Including the effect of the interest rate swap
agreements, the Company had fixed the interest
rate on approximately 85% of its total debt.
Included in liabilities is $21.6 million which
represents the estimated decline in market value
since entering into the swap agreements.

Qutlook

The Company expects further consolidation and
restructuring in paper manufacturing in 2003,
aimed at balancing supply and demand. In
response, the Company will balance manufacturing
capacity to customer demand. Because Company
facilities are strategically located, the Company will
be able to support customer needs whenever and
wherever they develop.

It is important that the Company listen to the
needs of customers and that customers
understand the value delivered through Company
products and services. In 2002, the Company
created the Albany Value Concept, a campaign to
focus internally and externally on value delivered.
The Company will continue to develop new
products and technology to drive value delivered,

which will assist customers in enhancing their
products, expanding their markets, and improving
their profitability. The Company understands that
the success of its customers is essential to its
future.

Ongoing process improvement activities in Albany
Door Systems, combined with new product
development and cost reductions should positively
affect this segment’s operations in 2003.
Reorganization within the Applied Technologies
segment along with new products should lead to
improved operating results in 2003.

Having successfully completed the previously
announced cost reduction initiatives, which
reduced costs by $75 million since 1999, the
Company has announced its intention to reduce
costs an additional $30 million by June 2004. This
global initiative will focus on the continued
rationalization of assets, the reorganization of our
research and development activities, and
reductions in selling, general, technical and
research costs. During February 2003, the
Company resolved certain income tax matters that
will result in a reduction of approximately

$5 million in the first-quarter 2003 income tax
provision. The Company expects the favorable
resolution of these tax matters to cause the
estimated 2003 tax rate to be less than the 30%
rate provided as guidance in its fourth-quarter
2002 earnings release.

Ferward-Looking Statements

This annual report contains ““forward-looking
statements” as defined in the Private Securities
Litigation Reform Act of 1995. These statements
include statements about such matters as future
earnings, pricing, markets, cost reductions,
allowances for doubtful accounts, borrowing
capacity, exchange rates, new products, paper
industry consolidarion and outlook, tax rate,
capital expenditures, depreciation and
amortization, litigation, contingencies, adoption of
new accounting standards and operating efficiency.
Actual future events and circumstances (including
future performance, results and trends) could
differ materially from those set forth in such
statements due to various factors. These factors
include more competitive marketing conditions
resulting from customer consolidations, possible
softening of customer demand, the occurrence of
unanticipated events or difficulties relating to
divestiture, joint venture, operating, capital, global
integration and other projects, changes in
currency exchange rates, changes in general
economic and competitive conditions,
technological developments, and other risks and
uncertainties, including those detailed in the
Company’s filings with the Securities and
Exchange Commission.
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2002 2001 2000 1999
(in thousands, except per share amounts)
Summary of Operations
Net sales $ 816,047 $ 836,696 $ 852,934 $ 778,366
Cost of goods sold 475,765 497,301 515,649 458,930
Operating income (1) 102,088 84,112 103,634 76,987
Interest expense, net 17,536 28,916 41,822 25,552
Income before income taxes 79,549 52,363 62,567 51,916
Income taxes 25,041 19,374 25,027 22,325
Income before associated companies 54,508 32,989 37,540 29,591
Income/(loss) before cumulative effect of
changes in accounting principles 54,778 33,331 38,085 30,222
Cumulative effect of changes in
accounting principles, net of tax (2) (5,837) (1,129 — —
Net income/(loss) (3) 48,941 32,202 38,085 30,222
Net income/(loss) per share—basic 1.52 1.04 1.24 1.00
Net income/(loss) per share—diluted 1.50 1.03 1.24 0.99
Average number of shares outstanding 32,126 31,089 30,632 30,340
Capital ‘expenditures 31,678 25,831 36,866 34,953
Cash dividends declared 6,605 1,568 — —
Per Class A common share 0.205 0.05 — —
Per Class B common share 0.205 0.05 —_ —
Financial position
Current assets $ 388,888 $ 365,946 $ 494,287 $ 508,073
Current liabilities 186,494 186,072 222,034 176,964
Current ratio 2.1 2.0 2.2 2.9
Property, plant and equipment, net 346,073 339,102 387,658 435,172
Total assets 1,011,521 931,929 1,112,252 1,206,842
Long-term debt 221,703 248,146 398,087 521,257
Shareholders’ equity 400,598 316,644 324,917 325,407
Sharehclders’ equity per share 12.37 10.09 10.55 10.68
Total capital (4) 636,439 598,413 804,856 889,677
Total debt to total capital 37.1% 47.1% 59.6% 63.4%
Return on shareholders’ equity 12.2% 10.2% 11.7% 9.3%
Number of Employees 6,208 6,769 6,929 7,164

ey

@

In 1992, the Company reported a charge of $12,045,000 for restructuring of certain operations, including
plant closings in Norway and Germany and other workforce reductions.

In 1998, the Company reported a charge of $20,191,000 for restructuring certain operations in the United
States and Europe.

In 1999, the Company reported a charge of $16,872,000 for restructuring certain operations in the United
States and Germany. The restructuring charge included $12,956,000 for termination benefits, $1,540,000 for
plant rationalization costs, and $2,376,000 for losses on disposals of fixed assets.

In 2001, the Company recorded a charge of $21,892,000 for restructuring operations in the Engineered
Fabrics segment. The charge included $13.7 million for termination benefits, $4.1 million for plant
rationalization costs, $6.5 million for losses on disposal of fixed assets, and a reversal of previous
restructuring accruals of $2.4 million.

In 2001, the Company adopted Financial Accounting Standard (FAS) 133, “Accounting for Derivative
Instruments and Hedging Activities”’, which resulted in a net of tax charge of $1,129,000 for the cumulative
effect change in accounting principle.

In 2002, the Company adopted FAS 142, “Goodwill and Other Intangible Assets”, which resulted in a

charge of $5,837,000 for the cumulative effect of a change in accounting principle. There was no tax effect
on this charge.




$722,653
417,375
70,608
19,310
51,704
20,163
31,541

31,772

31,772
1.02
1.01

31,073

38,825

3,140
0.105
0.105

$409,713
220,038
1.9
325,109
866,366
181,137
314,850
10.42
613,993
48.7%
10.1%

6,011

$710,079
404,982
99,619
15,467
79,631
31,055
48,576

49,059

49,059
1.52
1.50

32,312

50,804

12,921
0.42
0.42

$373,323
170,440
22
321,611
796,897
173,654
343,108
10.63
594,560
42.3%
14.3%

5,881

$692,760
399,311
96,785
15,833
80,940
31,570
49,370

48,306

48,306
1.51
1.50

31,907

53,473

12,159
0.40
0.40

$384,627
176,746
2.2
339,461
831,917
187,100
332,330
10.38
586,890
43.4%
14.5%

5,854

$652,645
379,696
88,827
20,009
69,842
27,208
42,634

43,011

43,011
1.36
1.29

31,737

41,921

11,708

0.3875

0.3875

$364,207
126,945
29
342,150
802,232
245,265
304,942
9.57
567,460
46.3%
14.1%

5,658

$567,583
338,991
62,821
16,820
41,677
17,921
23,756

23,882

23,882
0.76
0.76

31,476

36,322

10,488
0.35
0.35

$319,947
115,863
2.8
320,719
727,157
232,767
274,632
8.70
525,119
47.7%
8.7%

5,404

$546,120
345,468
40,051
16,115
24,566
9,679
14,887

15,003

15,003
0.54
0.53

28,035

30,940

9,361
0.35
0.35

$270,034
101,069
2.7
302,829
661,314
208,620
247,223
7.87
467,320
47.1%
6.1%

5,286

$561,084
366,756
18,893
18,829
3,282
1,247
2,035

(3,114)

(3,114)
(0.12)
(0.12)

26,858

20,219
8,950

0.35
0.35

$256,422
112,955
23
308,618
652,745
239,732
193,975
7.20
456,773
57.5%
-1.6%

5,678

(3) In 1992, the Company elected to adopt FAS No. 106, “Employers’ Accounting for Postretirement Benefits
Other Than Pensions’, effective January 1, 1992, and recognize the accumulated liability. This adoption
resulted in a charge of $27,431,000, net of tax of $16,813,000, and a reduction of 1992 operating income of

$2,798,000.

The Company’s election to adopt FAS No. 109 as of January 1, 1992, resulted in an increase to 1992

income of $20,142,000.

During the fourth quarter of 1992, the Company elected an early payment of a $3,000,000 tax-exempt
financing for $1,357,000, which resulted in an extraordinary gain of $1,019,000, net of tax.
In 1996, the Company recorded a one-time, extraordinary, non-cash charge to income of $1,296,000, net of
tax of $828,000, related to the redemption of 5.25% convertible subordinated debentures.

(4) Includes shareholders’ equity and debt.
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QUARTERLY FIRARGCIAL DATA

unaudited)
(in millions, except per share amounts) st 2nd 3rd 4ih
2002
Net sales $ 191.8 $ 203.9 $ 2051 $ 2152
Gross profit 80.5 86.4 84.7 88.7
Net income before cumulative effect
of a change in accounting principle 8.9 13.9 14.2 17.8
Net income 3.0 13.9 14.2 17.8
Income per share before cumulative
effect of a change in accounting prin-
ciple—basic 0.28 0.43 0.44 0.55
Net income per share—basic 0.10 0.43 0.44 0.55
Net income per share before cumula-
tive effect of a change in accounting
principle—diluted 0.27 0.43 0.43 0.55
Net income per share—diluted 0.09 0.43 0.43 0.54
Cash dividends per share 0.050 0.050 0.050 0.055
Class A Common Stock prices:
High 30.10 29.88 26.11 21.60
Low 20.77 24,18 18.93 16.96
2001
Net sales $ 2085 $ 2071 $ 2027 $ 2184
Gross profit 87.1 85.9 76.9 89.5
Net income before cumulative effect
of a change in accounting principle 123 10.9 9.4 0.7
Net income 11.2 10.9 94 0.7
Income per share before cumulative
effect of a change in accounting prin-
ciple—basic 40 35 30 .02
Net income per share—basic 37 35 30 .02
Income per share before cumulative
effect of a change in accounting prin-
ciple—diluted .39 35 30 .02
Net income per share—diluted 36 35 30 .02
Cash dividends per share — — — .05
Class A Common Stock prices:
High 19.44 22.88 21.10 21.85
Low 12.94 17.58 14.55 14.79
2000
Net sales $ 215.7 $ 213.0 $ 201.1 $ 2231
Gross profit 87.3 85.3 79.4 853
Net income 10.0 9.4 9.4 9.3
Net income per share—basic 33 31 30 30
Net income per share—diluted 33 31 30 30
Cash dividends per share — — — —
Class A Common Stock prices:
High 15.50 15.38 15.13 14.31
Low 12.75 12.94 11.94 9.62

Stock and Shareholders

The Company’s Class A Common Stock is traded principally on the New York Stock

Exchange. At December 31, 2002 there were approximately 5,700 shareholders.




CORPORATE INFORMATION

Transfer Agent, Dividend Distribulion
Agent and Registrar

For assistance with shareholder account
questions such as change of address,
lost certificates, change of ownership,
dividend reinvestment plan, and other
similar matters, contact:

For Mail:

Shareholder Communications Team
Computershare Investor Services LLC
Post Office Box A-3504

Chicago, Illincis 60690-3504

Telephone: (312) 360-5395
Fax: (312) 601-4332
Email: web.queries@computershare.com

For Other Deliveries:

Shareholder Communications Team
Computershare Investor Services LLC
Two North LaSalle St., Mezzanine Level
Chicago, lllinois 60602

Cn the Web:

Shareholders can access account
information and shareholder services
online at www.us-computershare.com,

Notice of Annual Meeting

The Annual Meeting of the Company’s
shareholders will be held on Thursday,
May 8, 2003, at 10:00 a.m. at the
Company’s Headquarters, 1373
Broadway, Albany, New York.

Stock Listing

Albany International is listed on the
New York Stock Exchange, Pacific Stock
Exchange, and Frankfurt Stock
Exchange (symbol AIN). Stock tables in
newspapers and financial publications
list Albany International as “AlbanyInt.”

Form 10-K and Other Information

The Company’s current reports on
Form 8-K, quarterly reports on
Form 10-Q, and annual reports on

Form 10-K are electronically filed with
the Securities and Exchange
Commission (SEC), and all such
reports, and amendments to such
reports filed subsequent to

November 15, 2002, have been and will
be made available, free of charge,
through the Company’s Web-site
(http://www.albint.com) as soon as
reasonably practicable after such filing.
Such reports will remain available on
the Company’s website for at least
twelve months. The public may read
and copy any materials filed by the
Company with the SEC at the SEC’s
Public Reference Room at 450 Fifth
Street, Washington, D.C. The public
may obtain information on the
operation of the Public Reference
Room by calling the SEC at
1-800-SEC-0330. The SEC maintains an
Internet site (http://www.sec.gov) that
contains reports, proxy and information
statements, and other information
regarding issuers that file electronically
with the SEC.

You may also contact the Company’s
Investor Relations Department at:

Investor Relations Department
Albany International Corp.

Post Office Box 1907

Albany, New York 12201-1907
Telephone: (518) 445-2284

Fax: (518) 447-6343

E-mail: investor_relations@albint.com

Eqgual Employment Opportunity

Albany International, as a matter of
policy, does not discriminate against
any employee or applicant for
employment because of race, color,
religion, sex, national origin, age,
physical or mental disability, or status
as a disabled or Vietnam-era veteran.
This policy of nondiscrimination is
applicable to matters of hiring,
upgrading, promotions, transfers,
layoffs, terminations, rates of pay,
selection for training, recruitment, and
recruitment advertising. The Company
maintains affirmative-action programs
to implement its EEO policy.
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DIRECTORS AND OFFIGCERS

Directors

Thomas R. Beecher, Jr.??
President, Ballynoe Inc.

Charles B. Buchanan?
Retired Vice President and Secretary
Albany International Corp.

Erland E. Kailbourne'?
Retired Chairman and Chief Executive Officer
Fleet National Bank (New York Region)

Francis L. McKone?3
Retired Chairman and Chief Executive Officer
Albany International Corp.

Joseph G. Morone, Ph.D.!
President, Bentley College

Frank R. Schmeler?
Chairman of the Board and Chief Executive Officer

Officers

Frank R. Schmeler
Chairman of the Board and Chief Executive Officer

Edward Walther
Group Vice President-North America

Michel J. Bacon
Group Vice President-Europe

William M. McCarthy
Group Vice President-Technology and the Pacific Region

Michael C. Nahl
Senior Vice President and Chief Financial Officer

Frank Kolf
Senior Vice President-Administration and Development

Dieter Polt
Senior Vice President-Industrial Products
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Christine L. Standish?

G. Allan Stenshamn?
Pariner, Landabl Advokatbyrd

Barbara P Wright 12
Fartner, Finch, Monigomery, Wright & Emmer

John C. Standish?
Director, Pressing and Process Techrology
Albany International Corp.

James L. Ferris, Ph.D.}
President and Chief Executive Officer
The Institute of Paper Science and Technology

"Member, Audit Committee
*Member, Compensation and Stock Option Committee
*Member, Employee Benefits Committee

Thomas H. Hagoort
Senior Vice President—Legal Affairs and Secretary

Richard A. Carlstrom
Vice Presideni—Controller

Thomas H. Curry
Vice President-North American Sales and Marketing

David C. Michaels
Vice President-Treasury and Tax

Kenneth C. Pulver
Vice President—Corporate Communications

Charles J. Silva, Jr.

Vice Presideni~General Counsel
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