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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS 

OF OPERATIONS AND FINANCIAL CONDITION 
  
(tables in millions, except per share data) 
  
RESULTS OF OPERATIONS: 
  

  
Overview: 
PACCAR is a multinational company whose principal businesses include the design, manufacture and distribution of high-quality, 
light-, medium- and heavy-duty commercial trucks and related aftermarket parts. A portion of the Company’s revenues and income is 
also derived from the financing and leasing of its trucks and related equipment. The Company also manufactures and markets 
industrial winches. 

  
Heavy-duty truck retail sales in the U.S. and Canada were 5% above 2001 as a result of increased customer demand beginning in 

the second quarter of 2002. In addition, the Company improved its market share in the U.S. and Canada due in part to the effects of 
“pull-forward” demand related to the implementation of new engine-emission regulations, effective October 1, 2002. 

  
In Europe, PACCAR’s other major market, truck sales and revenues were comparable to the prior year as an increase in the value 

of the euro relative to the U.S. dollar offset a 6% decrease in unit deliveries. Heavy-duty market share for PACCAR’s DAF truck 
brand increased to 12.0% from 11.3% in 2001. 

  
PACCAR’s net income in 2002 was $372.0 million, or $3.20 per diluted share, on revenues of $7.2 billion. This compares to 2001 

net income of $173.6 million, or $1.50 per diluted share, on revenues of $6.1 billion. Revenues and net income increased in 2002 
primarily due to higher truck sales and margins in the U.S. and Canada with improvements in profit in Europe, Mexico and Australia. 

  
The Company continued to achieve cost reductions throughout the year. Selling, general and administrative expenses (SG&A) 

were reduced to $354.5 million in 2002 from $367.1 million in 2001. As a percent of net sales and revenues, SG&A expenses 
decreased to 5.2% in 2002 versus 6.5% in 2001 due to the combination of higher sales and lower SG&A. 

  
Financial Services revenues decreased 6% to $432.6 million in 2002 due to lower earning asset balances and reduced interest rates. 

Financial Services income before taxes increased to $72.2 million compared to $35.0 million in 2001 as a result of lower credit losses 
in the U.S. finance subsidiary due to improving used-truck prices during the year and fewer repossessions. 

  
Investment income in 2002 of $28.5 million was lower than the prior year due to $10.8 million in write-downs of equity 

investments to market value as well as lower market interest rates. These effects were partially offset by higher short-term investment 
amounts. 

  
Income taxes as a percentage of pretax income were 35.2% in 2002 compared to 32.0% in the previous year. The increase in 2002 

primarily reflects the larger proportion of taxable profit earned in the U.S. and higher effective foreign tax rates related to currency 
fluctuations. 
  
Truck 
PACCAR’s truck segment, which includes the manufacture and distribution of trucks and related aftermarket parts, accounted for 93% 
of revenues in 2002 and 2000 and 91% of revenues in 2001. In North America, trucks are sold under the Kenworth and Peterbilt 
nameplates and, in Europe, under the DAF and Foden nameplates. 
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2002 2001 2000
Net sales and revenues: 

        

Truck and Other $ 6,786.0 $ 5,641.7 $ 7,457.4
Financial Services 432.6 458.8 479.1

  

$ 7,218.6 $ 6,100.5 $ 7,936.5
Income before taxes: 

Truck and Other 
  

$ 473.4
 

$ 185.0
 

$ 553.8
 

Financial Services 72.2 35.0 76.4
Investment Income 28.5 35.3 34.9

Income taxes 
  

(202.1) (81.7) (223.3)
Net income $ 372.0 $ 173.6 $ 441.8
Diluted earnings per share $ 3.20 $ 1.50 $ 3.82

    

2002
  

2001 
  

2000
 

Truck net sales and revenues $ 6,733.2
  $ 5,575.8 $ 7,385.8

Truck income before taxes $ 482.5
  $ 189.1 $ 512.8
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2002 Compared to 2001: 
PACCAR’s worldwide truck sales and revenues increased 21% to $6.7 billion in 2002 primarily due to higher truck sales volume in 
North America. Worldwide truck deliveries increased 17% to 92,300 units, strengthening PACCAR’s position as one of the largest 
producers of light-, medium- and heavy-duty trucks in the world. 

  
Truck income before taxes was $482.5 million compared to $189.1 million earned in 2001 due to higher sales and margins and 

vigorous cost control. Truck gross margins improved in 2002 as a result of strong customer demand in the U.S. and Canada in the 
second and third quarters, improved operating efficiencies at higher production levels and cost reductions from process improvements 
throughout the Company. 

  
Retail sales of new Class 8 trucks in the U.S. and Canada were 166,000 in 2002, a 5% increase from the 2001 level of 158,000. 

PACCAR’s Class 8 retail sales increased approximately 27% from 2001 levels and market share increased to 23.6% from 19.6% in 
2001. Although a relatively small portion of sales in 2002, PACCAR’s medium-duty truck continued its share growth in the U.S. and 
Canada. 

  
The European heavy-duty truck market decreased 11% to 220,000 units. Continued success of recent product introductions resulted 

in improved heavy-duty market share for PACCAR’s DAF truck brand from 11.3% to 12.0%. DAF also improved its market share to 
8.6% from 7.7% in the light-truck market with the success gained by DAF’s LF model, which earned the 2002 International Truck of 
the Year award. Sales in Europe were 31% of PACCAR’s Truck and Other net sales and revenues in 2002, compared to 37% in 2001. 

  
PACCAR also has a significant market presence in Mexico and Australia. The combined sales and profits from these countries 

were higher by 33% and 122%, respectively, in 2002 compared to 2001. In 2002, these markets represented approximately 11% of 
sales and 15% of profits, compared to 10% of the truck segment sales and 17% of profits in 2001. 

  
Sales and profits from trucks sold to export customers in South America, Africa and Asia improved in 2002 versus 2001. Export 

sales represent a minor portion of PACCAR’s overall results. 
  
PACCAR’s worldwide aftermarket parts revenues increased in 2002 compared to 2001. Parts operations in North America and 

Europe benefited from customer service initiatives and marketing programs designed to promote parts sales. 
  
Research and development expense in 2002 amounted to $56.0 million, a 24% decrease from 2001, as major product and factory 

projects were completed in prior years. 
  
2001 Compared to 2000: 
PACCAR’s worldwide truck net sales and revenues declined 25% to $5.6 billion in 2001 due to lower sales volume in North America. 
Truck income before taxes was $189.1 million, 63% lower than 2000 due to lower sales and revenues and lower margins, partially 
offset by lower SG&A expenses. 
  

Retail sales of new heavy-duty trucks in the U.S. and Canada were 158,000 in 2001, a 34% decline from the 2000 level of 239,000, 
the second highest in history. PACCAR’s heavy-duty retail sales decreased approximately 40% from 2000 levels and market share in 
the U.S. and Canada declined to 19.6% from 21.4% in 2000. PACCAR’s 2001 market share in the U.S. and Canada was adversely 
impacted by competitors’ actions to reduce their excess new-truck inventories. 

  
The European heavy-duty truck market decreased 3% in 2001 to 246,000 units. DAF, with a renewed product line as a result of the 

introduction of the new CF model, increased its share of the European heavy-duty market in 2001 to 11.3%. Market share also 
improved slightly to 7.7% in the light-truck market. Sales in Europe represented approximately 37% of PACCAR’s total truck sales 
revenue in 2001 as compared to 29% in 2000. 

  
Despite the weak U.S. and Canada truck market, the Company’s worldwide aftermarket parts revenues in 2001 increased slightly 

compared to 2000. 
  
Research and development expense in 2001 amounted to $74.0 million, a 28% decrease from 2000 as a result of the completion of 

significant product development programs during 2001. 
  

Truck Outlook 
In North America, the market forecast for 2003 sales of medium- and heavy-duty trucks could be comparable to 2002 levels. The first 
half of 2003 is expected to be lower than the second half of 2002 due to orders pulled forward prior to the October 1, 2002, engine-
emission requirements. It is anticipated that demand could improve in the second half of 2003, assuming favorable economic 
conditions. A work stoppage at PACCAR’s Peterbilt factory in Nashville, which began on September 3, continues without resolution. 
  

In Europe, the heavy-duty truck market is also expected to be comparable to 2002 levels, but is dependent on general economic 
conditions. 
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Financial Services 
The Financial Services segment, which includes wholly owned subsidiaries in the United States, Canada, Mexico, Australia and 
Europe, derives its earnings primarily from financing or leasing PACCAR products. 
  

PACCAR has a 49% equity ownership in DAF Financial Services in Europe, which provides finance and leasing products to DAF 
customers in Europe. In 2001, the Company began to phase out this joint venture concurrent with the start-up of financial operations 
of its wholly owned subsidiary, PACCAR Financial Europe. 

  
The finance company joint venture ceased writing new business in the second half of 2001. The joint venture had assets of $425 

million at December 31, 2002, compared to $715 million at December 31, 2001. The $37 million investment in this joint venture is 
recorded under the equity method and is included in Financial Services other assets. 
  

  
2002 Compared to 2001: 
Financial Services revenues decreased 6% to $432.6 million from 2001 due to lower earning asset balances and reduced market 
interest rates. Average earning assets were slightly lower, despite higher lending volume, due to increased portfolio runoff in North 
America. PACCAR Financial Europe completed its first full year of operations, resulting in growth in the European earning asset 
base. 
  

Income before taxes more than doubled to $72.2 million due to lower credit losses in the U.S. as well as improved finance margins. 
Credit losses for the segment were $51.1 million in 2002, compared to $86.4 million in 2001. During 2002, the U.S. finance company 
experienced steady reductions in the levels of past dues and repossessions as well as a lower loss per repossession resulting from 
improved used truck prices. The first full year of operations of PACCAR Financial Europe contributed to higher segment SG&A in 
2002. 
  
2001 Compared to 2000: 
Financial Services revenues declined 4% to $458.8 million due to lower earning assets and lower interest rates. Average earning assets 
decreased 3% due to reduced new loan volume in the U.S. and Canada, partially offset by increased new loan volume in Europe. 
  

Income before taxes declined 54% to $35.0 million from $76.4 million in 2000. Although finance margins increased slightly in 
2001, the improvement was more than offset by sharply higher credit losses in the United States and by higher operating expenses 
associated with the start-up of the finance company in Europe in the middle of 2001. Total segment credit losses were $86.4 million in 
2001, compared to $34.5 million in 2000. The U.S. finance company experienced increased levels of past dues and repossessions as 
well as a higher loss per repossession. 

  
Financial Services Outlook 
The outlook for the Financial Services segment is dependent on the level of credit losses experienced, as well as the generation of new 
business. An extended period of general economic weakness, as well as high fuel and insurance costs, could exert pressure on the 
profit margins of truck operators and result in a return to higher repossessions. In the U.S., fleet bankruptcy filings continue at a high 
level and many trucking companies are financially weak. In early 2000, the Company adjusted credit granting policies to reflect the 
more difficult market. These conservative credit policies, as well as continued strength in used truck prices, contributed to the 
reduction in credit losses in the second half of 2002. Truck production in 2003 could continue at levels similar to 2002, which, if 
achieved, would result in a stable earning asset base. PACCAR Financial Europe’s asset base is expected to grow during the year. 
  
Other Business 
Included in Truck and Other is the Company’s winch manufacturing business. Sales from this business represent less than 1% of net 
sales for 2002, 2001 and 2000. 
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2002
  

2001 2000
Financial Services: 

   
Average earning assets $ 4,670.0

  $ 4,725.0 $ 4,878.3
Revenues 

  

432.6
  458.8

 

479.1
 

Income before taxes 72.2
  35.0 76.4
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LIQUIDITY AND CAPITAL RESOURCES: 
  

  
The Company’s cash and marketable securities totaled $1,308.3 million at December 31, 2002, $246.2 million more than 2001. Cash 
inflows from operations were used for dividends, capital expenditures, pension contributions, acquisitions of equipment under 
operating leases, debt repayment and investments in the Financial Services operations. 
  

The Company has a $1.275 billion multiyear bank facility to provide liquidity to its commercial paper program. The Company’s 
strong liquidity position and investment-grade credit rating continue to provide financial stability and ready access to capital markets 
at competitive interest rates. 

  
In September 2002 the Company’s Board of Directors authorized the repurchase of three million shares of PACCAR common 

stock from time to time under a stock repurchase program. As of December 31, 2002, no shares had been repurchased. 
  

Truck and Other 
The Company provides funding for working capital, capital expenditures, research and development, dividends and other business 
initiatives and commitments primarily from cash provided by operations. Management expects this method of funding to continue in 
the future. 
  

Long-term debt and commercial paper was reduced to $71.6 million as of December 31, 2002, and consists of fixed and floating 
rate Canadian dollar debt for the construction of the Company’s truck-assembly facility in Quebec in 1999. The remainder of the 
Company’s borrowings used to fund the acquisition of DAF in 1996 was repaid in full in 2002. 

  
Expenditures for property, plant and equipment in 2002 totaled $78 million, as compared to $81 million in 2001. Over the last five 

years, the Company’s worldwide capital spending, excluding the Financial Services segment, totaled $742 million. 
  
Spending for capital investments in 2003, including new product development, is expected to increase from 2002 levels. PACCAR 

continues to make investments in state-of-the-art technology to improve product design, achieve efficiencies in business processes and 
enhance the distribution network, as well as develop new manufacturing tooling to support product-development plans. 
  
Financial Services 
The Company funded its financial services activities primarily from collections on existing finance receivables and borrowings in the 
capital markets. An additional source of funds was intersegment capital contributions and loans. 
  

The primary sources of borrowings in the capital market are commercial paper and publicly issued medium-term notes and, to a 
lesser extent, bank loans. In 2000, PACCAR Financial Corp. (the U.S. finance and leasing company) filed a shelf registration under 
which $2.5 billion of medium-term notes could be issued as needed. At the end of 2002, $630.0 million of this registration was still 
available for issuance. 

  
To reduce exposure to fluctuations in interest rates, the Financial Services companies pursue a policy of structuring borrowings 

with interest-rate characteristics similar to those of the assets being funded. As part of this policy, the companies use interest-rate 
contracts. The permitted types of interest-rate contracts and transaction limits have been established by the Company’s senior 
management, who receive periodic reports on the contracts outstanding. 

  
PACCAR believes its Financial Services companies will be able to continue funding receivables and servicing debt through 

internally generated funds, lines of credit and access to public and private debt markets. 
  

Commitments 
The following summarizes the Company’s contractual cash commitments at December 31, 2002: 
  

  
At the end of 2002, the Company had approximately $3.8 billion of cash commitments, including $2.8 billion maturing within one 
year. As described in Note K of the consolidated financial statements, borrowings consist primarily of term debt and commercial 
paper of the Financial Services segment. Approximately $3.5 billion of the cash commitments were related to the Financial Services 
segment. The Company expects to fund its maturing Financial Services debt obligations principally from funds provided by 
collections from customers on loans and lease contracts, as well as from the proceeds of  
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2002 2001 2000
Cash and cash equivalents $ 773.0 $ 655.2 $ 536.7
Marketable securities 535.3 406.9 394.7
  

  

$ 1,308.3
  

$ 1,062.1
 

$ 931.4
 

  

Maturity 

  

Less than 
One Year

More than 
One Year Total

Borrowings 
  

$ 2,703.2
 

$ 896.0
 

$ 3,599.2
 

Operating leases 15.0 21.0 36.0
Other obligations 56.9 108.3 165.2
Total $ 2,775.1 $ 1,025.3 $ 3,800.4

Doc 2 Page 5rcheneyPaccar, Inc.10-K
Cycle 6C:\C2\rcheney\8019_6\t_1269301\j8019_ex13.pdfLast Saved: Mon Mar 10 14:13:54 2003J8019C2S03



 
commercial paper and medium-term note borrowings. Other obligations include deferred cash compensation, the Company’s 
contractual commitment to acquire future production inventory and a minimum fixed fee for third party parts distribution in the United 
Kingdom, all of which are expected to be met from cash generated by operations. 
  

The following summarizes the Company’s other commitments at December 31, 2002: 
  

  
Loan guarantees consist of guarantees of the borrowings of certain PACCAR dealers. Loan and lease commitments are to fund new 
retail loan and lease contracts. Equipment acquisition commitments require the Company, under specified circumstances, to purchase 
equipment. Residual value guarantees represent the Company’s commitment to acquire equipment at a guaranteed value if the 
customer elects to return the equipment at a specified date in the future. 
  
IMPACT OF ENVIRONMENTAL MATTERS: 
The Company, its competitors and industry in general are subject to various federal, state and local requirements relating to the 
environment. The Company believes its policies, practices and procedures are designed to prevent unreasonable risk of environmental 
damage and that its handling, use and disposal of hazardous or toxic substances have been in accordance with environmental laws and 
regulations enacted at the time such use and disposal occurred. 
  

Expenditures related to environmental activities were $2 million in 2002, which was comparable to spending in 2001 and 2000. 
  
The Company is involved in various stages of investigations and cleanup actions related to environmental matters. In certain of 

these matters, the Company has been designated as a “potentially responsible party” by the U.S. Environmental Protection Agency 
(EPA) or by a state-level environmental agency. At certain of these sites, the Company, together with other parties, is participating 
with the EPA and other state-level agencies both in cleanup studies and the determination of remedial action, as well as actual 
remediation procedures. 
  

The Company’s estimated range of reasonably possible costs to complete cleanup actions, where it is probable that the Company 
will incur such costs and where such amounts can be reasonably estimated, is between $25 million and $47 million. The Company has 
established a reserve to provide for estimated future environmental cleanup costs. 

  
In prior years, the Company was successful in recovering a portion of its environmental remediation costs from insurers, but does 

not believe future recoveries from insurance carriers will be significant. 
  
While the timing and amount of the ultimate costs associated with environmental cleanup matters cannot be determined, 

management does not expect that these matters will have a material adverse effect on the Company’s consolidated cash flow, liquidity 
or financial condition. 
  
CRITICAL ACCOUNTING POLICIES: 
In the preparation of the Company’s financial statements, in accordance with Accounting Principles Generally Accepted in the United 
States, management uses estimates and makes judgments and assumptions that affect asset and liability values and the amounts 
reported as income and expense during the periods presented. The following are accounting policies which, in the opinion of 
management, are particularly sensitive and which, if actual results are different, may have a material impact on the financial 
statements. 
  
Operating Leases 
The accounting for trucks sold pursuant to agreements accounted for as operating leases is discussed in Notes A and F of the 
consolidated financial statements. In determining its estimate of the residual value of such vehicles, the Company considers the length 
of the lease term, the truck model and anticipated market demand and the expected usage of the truck. If the sales price of the trucks at 
the end of the term of the agreement differs significantly from the Company’s estimate, a gain or loss will result. The Company 
believes its residual-setting policies are appropriate, however, future market conditions, changes in government regulations and other 
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Commitment Expiration 

  

Less than 
One Year

More than 
One Year Total

Letters of credit 
  

$ 27.7
 

$ .5
 

$ 28.2
 

Loan guarantees 
     

18.0
 

18.0
 

Loan and lease commitments 117.4 117.4
Equipment acquisition commitments 26.1 26.1
Residual value guarantees 

  

71.4
 

248.3
 

319.7
 

Total 
  

$ 216.5
 

$ 292.9
 

$ 509.4
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factors outside the Company’s control can impact the ultimate sales price of trucks returned under these contracts. Residual values are 
reviewed regularly and adjusted downward if market conditions warrant. 
  
Credit Loss Reserves 
The establishment of credit loss reserves on financial services receivables is dependent on estimates, including assumptions regarding 
past dues, repossession rates and the recovery rate on the underlying collateral. The Company believes its reserve-setting policies 
adequately take into account the known risks inherent in the financial services portfolio. If there are significant variations in the actual 
results from those estimates, the provision for credit losses and operating earnings may be adversely impacted. 
  
Product Warranty 
The expenses related to product warranty are estimated and recorded at the time products are sold based on historical data regarding 
the source, frequency and cost of warranty claims. Management believes that the warranty reserve is appropriate and takes actions to 
minimize warranty costs through quality-improvement programs; however, actual claims incurred could differ from the original 
estimates, requiring adjustments to the reserve. 
  
Pension and Other Postretirement Benefits 
The Company’s employee pension and other postretirement benefit costs and obligations are governed by Financial Accounting 
Standards No. 87 and No. 106. Under these rules, management determines appropriate assumptions about the future, which are used 
by actuaries to estimate net costs and liabilities. These assumptions include discount rates, health care cost trends, inflation rates, long-
term rates of return on plan assets, retirement rates, mortality rates and other factors. Management bases these assumptions on 
historical results, the current environment and reasonable expectations of future events. Actual results that differ from the assumptions 
are accumulated and amortized over future periods and, therefore, generally affect the recognized expense and recorded obligation in 
such future periods. While management believes that the assumptions used are appropriate, significant differences in actual experience 
or significant changes in assumptions would affect pension and other postretirement benefits costs and obligations. See Note L to the 
Financial Statements for more information regarding costs and assumptions for employee retirement benefits. 
  
FORWARD-LOOKING STATEMENTS: 
Certain information presented in this report contains forward-looking statements made pursuant to the Private Securities Litigation 
Reform Act of 1995, which are subject to risks and uncertainties that may affect actual results. Risks and uncertainties include, but are 
not limited to: a significant decline in industry sales; competitive pressures; reduced market share; reduced availability of or higher 
prices for fuel; increased safety, emissions, or other regulations resulting in higher costs and/or sales restrictions; currency or 
commodity price fluctuations; insufficient or under-utilization of manufacturing capacity; supplier interruptions; increased warranty 
costs or litigation; or legislative and governmental regulations. 
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CONSOLIDATED STATEMENTS OF INCOME 
  

  
See notes to consolidated financial statements. 
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Year Ended December 31 2002
  

2001 2000
  

(millions except per share data)
TRUCK AND OTHER: 

   
     
Net sales and revenues $ 6,786.0

  $ 5,641.7 $ 7,457.4
     
Cost of sales and revenues 

  

5,947.2
  5,079.1

 

6,507.9
 

Selling, general and administrative 354.5
  367.1 385.3

Interest and other expense, net 10.9
  10.5 10.4

  

  

6,312.6
  

5,456.7
 

6,903.6
 

Truck and Other Income Before Income Taxes 473.4
  185.0 553.8

     
FINANCIAL SERVICES: 

         

     
Revenues 432.6

  458.8 479.1
     
Interest and other 237.7

  275.3 300.4
Selling, general and administrative 69.5

  62.0 59.9
Provision for losses on receivables 

  

53.2
  86.5

 

42.4
 

  

360.4
  

423.8 402.7
Financial Services Income Before Income Taxes 

  

72.2
  35.0

 

76.4
 

     
Investment income 28.5

  35.3 34.9
Total Income Before Income Taxes 

  

574.1
  255.3

 

665.1
 

Income taxes 202.1
  81.7 223.3

Net Income 
  

$ 372.0
  $ 173.6

 

$ 441.8
 

     
Net Income Per Share 

         

     
Basic $ 3.22

  $ 1.51 $ 3.84
Diluted $ 3.20

  $ 1.50 $ 3.82
     
Weighted Average Number of Common Shares Outstanding

   
     
Basic 

  

115.6
  114.7

 

115.0
 

Diluted 116.4
  115.4 115.7
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CONSOLIDATED BALANCE SHEETS 

  
ASSETS 
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December 31 
  

2002 
  

2001
  

    
(millions of dollars)

 

TRUCK AND OTHER: 
      

    
Current Assets 

  

Cash and cash equivalents 
  

$ 738.1
 

$ 616.2
 

Trade and other receivables, net of allowance for losses (2002 - $25.9 and 2001 - $21.7)
  

404.7 396.3
Marketable debt securities 

  

535.3 406.9
Inventories 

  

310.6 267.8
Deferred taxes and other current assets 

  

112.9
 

146.9
 

Total Truck and Other Current Assets 
  

2,101.6 1,834.1
    
Equipment on operating leases, net 

  

447.3
 

347.3
 

Goodwill and other 
  

222.9 145.2
Property, plant and equipment, net 

  

818.4
 

828.8
 

Total Truck and Other Assets 
  

3,590.2 3,155.4
    
FINANCIAL SERVICES: 

      

    
Cash and cash equivalents 

  

34.9 39.0
Finance and other receivables, net of allowance for losses (2002 - $109.1 and 2001 - $104.7)

  

4,659.2
 

4,439.9
 

Equipment on operating leases, net 
  

310.9 187.5
Other assets 

  

107.3 92.1
Total Financial Services Assets 

  

5,112.3 4,758.5
  

  

$ 8,702.5
  

$ 7,913.9
 

Doc 2 Page 9rcheneyPaccar, Inc.10-K
Cycle 6C:\C2\rcheney\8019_6\t_1269301\j8019_ex13.pdfLast Saved: Mon Mar 10 14:13:54 2003J8019C2S03



  
LIABILITIES AND STOCKHOLDERS’ EQUITY 
  

  
See notes to consolidated financial statements. 
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December 31 2002 2001
  

(millions of dollars)
TRUCK AND OTHER: 
  
Current Liabilities 

      

Accounts payable and accrued expenses $ 1,149.3 $ 1,013.2
Current portion of long-term debt and commercial paper 37.7 101.2
Dividend payable 

  

71.4
 

19.2
 

Total Truck and Other Current Liabilities 1,258.4 1,133.6
Long-term debt and commercial paper 33.9 40.7
Residual value guarantees and deferred revenues 

  

516.4
 

408.0
 

Deferred taxes and other liabilities 289.9 288.3
Total Truck and Other Liabilities 

  

2,098.6
 

1,870.6
 

  
FINANCIAL SERVICES: 
  
Accounts payable, accrued expenses and other 125.9 97.2
Commercial paper and bank loans 2,009.8 1,919.5
Term debt 

  

1,517.8
 

1,506.7
 

Deferred taxes and other liabilities 349.7 267.3
Total Financial Services Liabilities 4,003.2 3,790.7
  
STOCKHOLDERS’ EQUITY 
  
Preferred stock, no par value – authorized 1.0 million shares, none issued

      

Common stock, $1 par value – authorized 200.0 million shares, 115.9 million shares issued and 
outstanding 115.9 79.2

Additional paid-in capital 
  

545.8
 

658.1
 

Retained earnings 2,113.3 1,916.5
Less treasury shares – at cost (105.8)
Accumulated other comprehensive loss 

  

(174.3) (295.4)
Total Stockholders’ Equity 2,600.7 2,252.6
  

$ 8,702.5 $ 7,913.9
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

  

  
See notes to consolidated financial statements. 
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Year Ended December 31 2002
  

2001 2000
  

(millions of dollars)
OPERATING ACTIVITIES: 

   
     
Net income 

  

$ 372.0
  $ 173.6

 

$ 441.8
 

Items included in net income not affecting cash: 
   

Depreciation and amortization: 
   

Property, plant and equipment 
  

118.0
  107.5

 

98.8
 

Equipment on operating leases and other 100.2
  72.4 56.7

Provision for losses on financial services receivables 53.2
  86.5 42.4

Other 49.4
  41.0 29.1

Change in operating assets and liabilities: 
         

(Increase) Decrease in assets other than cash and equivalents:
   

Receivables 39.3
  78.6 (20.4)

Inventories 
  

(15.9) 23.8
 

65.9
 

Other (36.3) (12.8) (26.1)
Increase (Decrease) in liabilities: 

   
Accounts payable and accrued expenses 82.5

  (45.7) (110.4)
Deferred lease revenues 

  

32.7
  104.2

 

135.1
 

Other .3
  (3.4) (45.5)

Net Cash Provided by Operating Activities 
  

795.4
  625.7

 

667.4
 

     
INVESTING ACTIVITIES: 

   
     
Finance receivables originated 

  

(1,829.3) (1,560.1) (2,256.5)
Collections on finance receivables 1,869.7

  1,897.9 1,729.5
Net (increase) decrease in wholesale receivables (205.1) 45.5 .6
Marketable securities purchases 

  

(659.3) (636.8) (268.6)
Marketable securities sales and maturities 

  

537.1
  628.6

 

408.5
 

Acquisition of property, plant and equipment (78.8) (83.9) (142.9)
Acquisition of equipment for operating leases (261.4) (225.4) (225.0)
Proceeds from asset disposals 

  

28.5
  18.8

 

36.1
 

Other 5.6
  (9.5) (7.1)

Net Cash (Used in) Provided by Investing Activities 
  

(593.0) 75.1
 

(725.4)
     
FINANCING ACTIVITIES: 

   
     
Cash dividends paid 

  

(123.0) (168.4) (217.5)
Purchase of treasury shares 

   

(105.8)
Stock option transactions 22.4

  12.0 13.0
Net increase (decrease) in commercial paper and bank loans

  

12.7
  (337.7) 198.4

 

Proceeds from long-term debt 
  

867.4
  458.8

 

819.0
 

Payments on long-term debt (938.6) (517.2) (629.0)
Net Cash (Used in) Provided by Financing Activities

  

(159.1) (552.5) 78.1
 

Effect of exchange rate changes on cash 74.5
  (29.8) (11.8)

Net Increase in Cash and Cash Equivalents 117.8
  118.5 8.3

Cash and cash equivalents at beginning of year 655.2
  536.7 528.4

Cash and cash equivalents at end of year 
  

$ 773.0
  $ 655.2

 

$ 536.7
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY 

  

  
See notes to consolidated financial statements. 
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December 31 2002 
  

2001 2000
  

(millions of dollars except per share data)
COMMON STOCK, $1 PAR VALUE: 

   
     
Balance at beginning of year 

  

$ 79.2
  $ 78.8

 

$ 78.3
 

Treasury stock retirement (2.4) 
50% stock dividend 38.6

  
Stock options exercised 

  

.5
  .4

 

.3
 

Other stock compensation 
   .2

Balance at end of year 
  

115.9
  79.2

 

78.8
 

     
ADDITIONAL PAID-IN CAPITAL: 

   
     
Balance at beginning of year 

  

658.1
  643.0

 

626.9
 

Treasury stock retirement (103.4) 
50% stock dividend (38.6) 
Stock options exercised and tax benefit 

  

25.3
  14.8

 

11.7
 

Other stock compensation 4.4
  .3 4.4

Balance at end of year 
  

545.8
  658.1

 

643.0
 

     
RETAINED EARNINGS: 

   
     
Balance at beginning of year 1,916.5

  1,854.1 1,580.9
Net income 372.0

  173.6 441.8
Cash dividends declared on common stock, per share: 2002-$1.50; 2001-$.97; 2000-$1.47

  

(175.2) (111.2) (168.6)
Balance at end of year 2,113.3

  1,916.5 1,854.1
     
TREASURY STOCK–AT COST: 

         

     
Balance at beginning of year (105.8) (105.8)
Purchases 

       

(105.8)
Treasury stock retirement 105.8

  
Balance at end of year 

     

(105.8) (105.8)
     
ACCUMULATED OTHER COMPREHENSIVE LOSS:

   
     

NET UNREALIZED INVESTMENT GAINS (LOSSES):
   

     
Balance at beginning of year 

  

$ (2.4) $ (6.8) $ (6.4)
Net unrealized gains (losses) 9.8

  4.4 (.4)
Balance at end of year 7.4

  (2.4) (6.8)
     
MINIMUM PENSION LIABILITY: 

   
     
Balance at beginning of year 

  

(8.8) 
    

Increase in minimum pension liability (11.5) (8.8)
Balance at end of year 

  

(20.3) (8.8)
  

     
ACCUMULATED UNREALIZED NET LOSS ON DERIVATIVE 

CONTRACTS: 
         

     
Balance at beginning of year (37.3) 
Net unrealized losses 

  

(2.4) (37.3)
  

Balance at end of year (39.7) (37.3)
     
CURRENCY TRANSLATION:

   
     
Balance at beginning of year 

  

(246.9) (214.2) (169.1)
Translation gains (losses) 125.2

  (32.7) (45.1)
Balance at end of year (121.7) (246.9) (214.2)

Total accumulated other comprehensive loss $ (174.3) $ (295.4) $ (221.0)
Total Stockholders’ Equity $ 2,600.7

  $ 2,252.6 $ 2,249.1
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME 

  

  
See notes to consolidated financial statements. 
  
  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
  
December 31, 2002, 2001 and 2000 (currencies in millions) 
  
A.   SIGNIFICANT ACCOUNTING POLICIES 
  
Description of Operations: PACCAR Inc (the Company or PACCAR) is a multinational company operating principally in two 
segments: (1) the manufacture and distribution of light-, medium- and heavy-duty commercial trucks and related aftermarket parts and 
(2) finance and leasing products and services provided to customers and dealers. PACCAR’s sales and revenues are derived primarily 
from its operations in the United States and Europe. The Company also operates in Canada, Australia and Mexico. 
  

Principles of Consolidation: The consolidated financial statements include the accounts of the Company and its wholly owned 
domestic and foreign subsidiaries. All significant intercompany accounts and transactions are eliminated in consolidation. The equity 
method of accounting is used for investments in companies where PACCAR has a 20% to 50% ownership interest. 

  
Use of Estimates: The preparation of financial statements in conformity with accounting principles generally accepted in the 

United States requires management to make estimates and assumptions that affect the amounts reported in the financial statements and 
accompanying notes. Actual results could differ from those estimates. 

  
Cash and Cash Equivalents: Cash equivalents consist of short-term liquid investments with a maturity at date of purchase of three 

months or less. 
  
Goodwill: In June 2001, the Financial Accounting Standards Board issued Financial Accounting Standard (FAS) No. 142, 

Goodwill and Other Intangible Assets. The Company was required to adopt FAS No. 142 on January 1, 2002. This statement required 
the cessation of goodwill amortization and that goodwill only be written down for impairments. Prior to January 1, 2002, goodwill 
was amortized on a straight-line basis for periods ranging from 15 to 25 years. Amortization of goodwill totaled $3.0 in 2001 and 
2000. The Company concluded no impairment of goodwill existed upon adoption or when reevaluated in the fourth quarter of 2002. 
At December 31, 2002, goodwill amounted to $78.6 and $61.4 at December 31, 2001. 
  

Revenue Recognition: Substantially all sales and revenues of trucks and related aftermarket parts are recorded by the Company 
when products are shipped to dealers or customers except for certain truck shipments that are subject to a residual value guarantee to 
the customer. Revenues related to these shipments are recognized on a straight-line basis over the guarantee period (see Note F). 

  
Interest income from finance and other receivables is recognized using the interest method. Certain loan origination costs are 

deferred and amortized to interest income. For operating leases, rental revenue is recognized on a straight-line basis over the lease 
term. Recognition of interest income and rental revenue are suspended when management determines that collection is not probable 
(generally after 90 days past due). Recognition is resumed if the receivable becomes contractually current and the collection of 
amounts is again considered probable. 

  
Foreign Currency Translation: For most of PACCAR’s foreign subsidiaries, the local currency is the functional currency. All 

assets and liabilities are translated at year-end exchange rates and all income 
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December 31 2002 
  

2001 2000
  

(millions of dollars)
Net income $ 372.0 

  $ 173.6 $ 441.8
Other comprehensive income (loss), net of tax: 

    
Net unrealized investment gains (losses) 

  

9.8 
  4.4

 

(.4 )
Minimum pension liability increase (11.5 ) (8.8 )
Cumulative effect of accounting change for derivative contracts

    

(15.7 )
Unrealized net loss on derivative contracts 

  

(2.4 ) (21.6 )
   

Foreign currency translation gains (losses) 125.2 
  (32.7 ) (45.1 )

Net other comprehensive income (loss) 
  

121.1 
  (74.4 ) (45.5 )

Comprehensive Income $ 493.1 
  $ 99.2 $ 396.3
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

  
December 31, 2002, 2001 and 2000 (currencies in millions except share and per share amounts) 

  
statement amounts are translated at an average of the month-end rates. Adjustments resulting from this translation are recorded in a 
separate component of stockholders’ equity. 
  

At December 31, 2002, the euro relative to the U.S. dollar was 18% stronger than at December 31, 2001. This had the effect of 
increasing stockholders’ equity by $104.8. 

  
PACCAR uses the U.S. dollar as the functional currency for its Mexican subsidiaries. In addition, the Company’s Netherlands 

subsidiaries generally use the euro as the functional currency for their subsidiaries. Accordingly, for these subsidiaries, inventories, 
cost of sales, property, plant and equipment, and depreciation were translated at historical rates. Resulting gains and losses are 
included in net income. 

  
Net foreign currency translations and transactions decreased net income by $1.8 in 2002, increased net income by $.9 in 2001 and 

decreased net income by $1.9 in 2000. 
  
Research and Development: Research and development costs are expensed as incurred and included as a component of cost of 

sales in the accompanying consolidated statements of income. Amounts charged against income were $56.0 in 2002, $74.0 in 2001 
and $102.0 in 2000. 

  
Earnings per Share: Diluted earnings per share are based on the weighted average number of basic shares outstanding during the 

year adjusted for the dilutive effect of stock options under the treasury stock method. 
  
New Accounting Standards: In November 2002, the Financial Accounting Standards Board issued FASB Interpretation No. 45, 

Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. The 
interpretation requires additional disclosures about guarantees and product warranties. Companies must record the fair value of new 
guarantees issued after December 31, 2002. See Note O for a discussion of PACCAR’s current guarantees and Note I for a discussion 
of product warranties. 

  
Stock-Based Compensation: See Note Q for a description of PACCAR’s stock compensation plans. Through the end of 2002, the 

Company used the intrinsic value method of accounting for this plan. Under the intrinsic value method, when the exercise price of 
option grants equals the market value of the underlying common stock at the date of grant, no compensation expense is reflected in the 
Company’s net income. 
  

The following table illustrates the effect on net income and earnings per share if PACCAR had recorded as compensation expense 
the fair value of stock options under the provisions of FAS No. 123, Accounting for Stock-Based Compensation. 
  

  
The estimated fair value of stock options granted during 2002, 2001 and 2000 was $13.97, $12.12 and $11.21 per share, 

respectively. These amounts were determined using the Black-Scholes option-pricing model, which values options based on the stock 
price at the grant date, and the following assumptions: 

  

  
Change in Accounting: Under provisions of FAS No. 148, Accounting for Stock-Based Compensation — Transition and 

Disclosure, effective January 1, 2003, PACCAR adopted the fair value recognition provisions of FAS No. 123 prospectively for all 
new employee stock option awards. As the expense of stock options is recognized over the vesting period, amounts included in net 
income in 2003 and 2004 will be less than if the fair value method were applied retroactively. 

  
Options for 576,100 common shares were granted January 15, 2003. The fair value of this award amounted to $8.5 ($5.3 after - 

tax). This amount, net of the effect of any forfeitures and cancellations, will be recognized over the next three years as compensation 
expense. 

  
Reclassifications: Certain prior-year amounts have been reclassified to conform to the 2002 presentation. 
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2002
  

2001 
  

2000
  

Net income, as reported $ 372.0
  $ 173.6 $ 441.8

Deduct: Fair value of stock compensation, net of tax (5.5) (5.7) (4.7)
Pro forma net income $ 366.5

  $ 167.9 $ 437.1
     
Earnings per share: 

   
Basic–as reported $ 3.22

  $ 1.51 $ 3.84
Basic–pro forma 

  

3.17
  1.46

 

3.80
 

     
Diluted–as reported 3.20

  1.50 3.82
Diluted–pro forma 3.15

  1.46 3.78

    

2002 
  

2001 
  

2000
  

Risk-free interest rate 4.50% 5.50% 6.87%
Expected volatility of common stock 48% 50% 51%
Dividend yield 

  

4.4% 4.4% 4.5%
Expected life of options 5 years

  5 years 5 years
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

  
December 31, 2002, 2001 and 2000 (currencies in millions) 

  
B.   INVESTMENTS IN MARKETABLE SECURITIES 
  
The Company’s investments in marketable securities are classified as available-for-sale. These investments are stated at fair value, 
with any unrealized holding gains or losses, net of tax, included as a component of stockholders’ equity until realized. Unrealized 
losses are charged against net earnings when a decline in fair value is determined to be other than temporary. 
  

The cost of debt securities available-for-sale is adjusted for amortization of premiums and accretion of discounts to maturity. 
Amortization of premiums, accretion of discounts, interest and dividend income and realized gains and losses are included in 
investment income. The cost of securities sold is based on the specific identification method. 

  
Marketable debt securities at December 31, 2002, were as follows: 

  

  
Marketable debt securities at December 31, 2001, were as follows: 

  

  
The contractual maturities of debt securities at December 31, 2002, were as follows: 
  

  
The Company’s investments in marketable equity securities are included in “Goodwill and other.” Cost and fair values at 

December 31 were as follows: 
  

  
In 2002, the difference between cost and fair value represented a gross unrealized holding gain. In 2001, the difference represented 

a gross unrealized holding loss. Gross realized losses on marketable equity securities were $9.3 for the year ended December 31, 2002, 
and $10.0 for the year ended December 31, 2000. There were no realized gains or losses in 2001. 
  
C.   INVENTORIES 
  

  
Inventories are stated at the lower of cost or market. Cost of inventories in the United States is determined principally by the last-in, 
first-out (LIFO) method. Cost of all other inventories is determined principally by the first-in, first-out (FIFO) method. Inventories 
valued using the LIFO method comprised 46% of consolidated inventories before deducting the LIFO reserve at December 31, 2002 
and 2001. 
  
D.   FINANCE AND OTHER RECEIVABLES 
  
Finance and other receivables are as follows: 
  

  

AMORTIZED 
COST 

FAIR 
VALUE

U.S. government securities $ 135.5 $ 137.9
Tax-exempt securities 

  

367.6 376.1
Other debt securities 21.2 21.3
  

$ 524.3 $ 535.3

  

  

AMORTIZED 
COST 

  

FAIR 
VALUE

 

U.S. government securities $ 5.0 $ 5.2
Tax-exempt securities 397.0 401.7
  

$ 402.0 $ 406.9

  

AMORTIZED 
COST 

FAIR 
VALUE

Maturities: 
One year or less $ 86.3 $ 87.2
After one to five years 438.0 448.1
  

  

$ 524.3
  

$ 535.3

  

2002 2001
Cost $ 6.1 $ 15.7
Fair value $ 7.0 $ 7.0

  

2002 2001
Inventories at cost: 

Finished products 
  

$ 197.7
 

$ 188.1
 

Work in process and raw materials 238.5 203.0
  

436.2 391.1
Less LIFO reserve 

  

(125.6) (123.3)
  

  

$ 310.6
  

$ 267.8
 

    

2002 
  

2001
  

Retail notes and contracts $ 2,804.4 $ 3,015.4
Wholesale financing 634.9 398.7
Direct financing leases 

  

1,540.4 1,380.6
 

Interest and other receivables 63.3 61.7
  

5,043.0 4,856.4
Less allowance for losses 

  

(109.1) (104.7)
  

4,933.9 4,751.7
Unearned interest: 

     

Retail notes and contracts 
  

(90.7) (130.5)
Direct financing leases (184.0) (181.3)

  

  

(274.7) (311.8)
  

  

$ 4,659.2
  

$ 4,439.9
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The Company’s customers are principally concentrated in the United States, which represented 68% of total receivables at 

December 31, 2002, and 74% at December 31, 2001. Terms for substantially all finance and other receivables range up to 60 months. 
Repayment experience indicates some receivables will be paid prior to contracted maturity, while others will be extended or renewed. 

  
Annual payments due on retail notes and contracts beginning January 1, 2003, are $1,153.4, $774.5, $507.8, $254.8, $104.8 and 

$9.1 thereafter. 
  
Annual minimum lease payments due on direct financing leases beginning January 1, 2003, are $463.6, $363.6, $288.4, $183.5, 

$83.0 and $43.7 thereafter. Estimated residual values included with direct financing leases amounted to $114.6 in 2002 and $98.8 in 
2001. 
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E.   ALLOWANCE FOR LOSSES 
  
The provision for losses on net finance and other receivables is charged to income in an amount sufficient to maintain the allowance 
for losses at a level considered adequate to cover estimated credit losses. Receivables are charged to this allowance when, in the 
judgment of management, they are deemed uncollectible (generally upon repossession of the collateral). 
  

The allowance for losses on Truck and Other and Financial Services receivables is summarized as follows: 
  

  
The Company’s customers are principally concentrated in the transportation industry. There are no significant concentrations of 

credit risk in terms of a single customer. Generally, Financial Services receivables are collateralized by financed equipment. During 
2000, certain finance receivables were transferred to the Financial Services segment. 

  
F.   EQUIPMENT ON OPERATING LEASES 
  
Truck and Other: 
Certain equipment sold to customers in Europe subject to a residual value guarantee (RVG) is recorded at cost and amortized on the 
straight-line basis to its guaranteed residual value. Guarantee periods generally range from three to seven years. The Company reviews 
residual values periodically to determine that recorded amounts are appropriate. 
  

Equipment on operating leases is shown net of accumulated depreciation: 
  

  
When the equipment is sold subject to an RVG, the full sales price is received from the customer. A liability is established for the 

residual value obligation, with the remainder of the proceeds recorded as deferred lease revenue. These amounts are summarized 
below: 
  

  
The deferred lease revenue is amortized on a straight-line basis over the RVG contract period. At December 31, 2002, the annual 

amortization of deferred revenue beginning January 1, 2003, is $85.2, $59.7, $32.0, $14.9, $4.0 and $.9 thereafter. Annual maturities 
of the residual value guarantees beginning January 1, 2003, are $71.4, $108.4, $92.2, $31.4, $13.9 and $2.4 thereafter. 

  
Financial Services: 

Equipment leased to customers under operating leases is recorded at cost and is depreciated on the straight-line basis to its 
estimated residual value. Estimated useful lives range from five to ten years. 

  

  
Original terms of operating leases generally average four years, but may range up to 120 months. Annual minimum lease payments 

due on operating leases beginning January 1, 2003, are $71.4, $78.0, $56.9, $27.8, $6.4 and $.4 thereafter. 
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TRUCK 
AND OTHER

  

FINANCIAL
SERVICES

  

Balance, December 31, 1999 
  

$ 35.7 $ 81.3
Transfers and other 

  

(11.1) 15.4
Provision for losses 

  

1.2
 

42.4
 

Net losses, including translation 
  

(3.0) (34.5)
Balance, December 31, 2000 

  

22.8 104.6
Provision for losses 

  

.4
 

86.5
 

Net losses, including translation 
  

(1.5) (86.4)
Balance, December 31, 2001 

  

21.7
 

104.7
 

Provision for losses 
  

2.1 53.2
Net losses 

  

(.3) (51.1)
Translation 

  

2.4 2.3
Balance, December 31, 2002 

  

$ 25.9 $ 109.1

    

2002 2001
Equipment on lease 

  

$ 570.7 $ 412.7
 

Less allowance for depreciation 
  

(123.4) (65.4)
  

  

$ 447.3 $ 347.3

    

2002 2001
Deferred lease revenues 

  

$ 196.7 $ 167.9
Residual value guarantee 

  

319.7 240.1
  

  

$ 516.4 $ 408.0

    

2002 
  

2001
  

Transportation equipment 
  

$ 392.8 $ 242.3
Less allowance for depreciation 

  

(81.9) (54.8)
  

  

$ 310.9
  

$ 187.5
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