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Washington, DC 20549
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to such filing requirements for the past 90 days.
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PART I. FINANCIAL INFORMATION



Item 1. FINANCIAL STATEMENTS

TEXTRON INC.
Condensed Consolidated Statements of Income (unatel)
(Dollars in millions, except per share amounts)

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2001 2000 2001 2000
Revenues
Manufacturing revenues $ 3124 $ 3,107 $ 5,993 $ 6,248
Finance revenues 164 170 335 322
Total revenues 3,288 3,277 6,328 6,570
Costs and expenses
Cost of sales 2,524 2,493 4,837 5,068
Selling and administrative 402 361 769 707
Interest, net 110 124 232 233
Provision for losses on collection of finance reabies 12 9 23 15
Special charges, net 35 - 77 -
Total costs and expenses 3,083 2,987 5,938 6,023
Income from continuing operations before
income taxes and distributions on preferred
securities of subsidiary trusts 205 290 390 547
Income taxes (72) (104) (138) (297)
Distribution on preferred securities of
subsidiary trusts, net of income taxes ) @) (13) (13)
Income from continuing operations before cumulative
effect of change in accounting principle 126 179 239 337
Cumulative effect of change in accounting principle
net of income taxes - - - (59)
Net income $ 126  $ 179 $ 239 $ 278
Per common share:
Basic:
Income from continuing operations $ 89 3 1.25 $ 1.69 $ 232
Cumulative effect of change in accounting gipie,
net of income taxes - - - (.41)
Net income $ 89 % 1.25 $ 1.69 $ 1091
Diluted:
Income from continuing operations $ 88 % 123  $ 167 $ 229
Cumulative effect of change in accounting gipie,
net of income taxes - - - (.41)
Net income $ 88 $ 1.23 $ 1.67 $ 1.88
Average shares outstanding:
Basic 141,055,000 143,981,000 140,891,000 145,185,000
Diluted 143,411,000 146,304,000 143,060,000 147,630,000
Dividends per share:
$2.08 Preferred stock, Series A $ .52 $ .52 $ 104 $ 104
$1.40 Preferred stock, Series B $ 35 8 .35 $ .70 $ .70
Common stock $ 325 % 325 % .65 $ .65



Item 1.

See notes to the condensed consolidated finartaignsents.

FINANCIAL STATEMENTSContinued)

TEXTRON INC.

Condensed Consolidated Balance Sheets (unaudited)

(Dollars in millions)

Assets
Textron Manufacturing
Cash and cash equivalents
Commercial and U.S. government receivables, net
Inventories
Other current assets
Total current assets

Property, plant, and equipment, less accumulated
depreciation of $2,376 and $2,264

Intangibles, net
Other (including net deferred income taxes)
Total Textron Manufacturing assets
Textron Finance
Cash
Finance receivables, net
Other assets (including net intangibles of $211 $&ii7)
Total Textron Finance assets
Total assets
Liabilities and shareholders' equity
Liabilities
Textron Manufacturing
Current portion of long-term debt and short-terrbtde
Accounts payable
Income taxes payable
Other accrued liabilities
Total current liabilities
Accrued postretirement benefits other than pensions
Other liabilities
Long-term debt
Total Textron Manufacturing liabilities
Textron Finance
Other liabilities

Deferred income taxes

June 30,
2001

$ 219
1,524
2,079

487
4,309

2,552
2,421

1,483
10,765

24

5,917

723

6,664

$ 17,429

$ 1,172
1,159

105

1,334
3,770

704

1,237
1,449
7,160

293
317

December 30,
2000

$ 282
1,318
1,871

443
3,914

2,568
2,340

1,417
10,239

5,473

651

6,131

$ 16,370

$ 615
1,200

77

1,371
3,263

715

1,224
1,469
6,671

211
315



Iltem 1.

Debt
Total Textron Finance liabilities
Total liabilities

Textron Finance - mandatorily redeemable preferredsecurities of
Finance subsidiary holding debentures

Textron - obligated mandatorily redeemable
preferred securities of subsidiary trust holding
solely Textron junior subordinated debt secuties

Shareholders' equity
Capital stock:
Preferred stock
Common stock
Capital surplus
Retained earnings

Accumulated other comprehensive loss

Less cost of treasury shares
Total shareholders' equity
Total liabilities and shareholders' equity

Common shares outstanding

See notes to condensed consolidated finaneteents.

FINANCIAL STATEMENTSContinued)

TEXTRON INC.

Condensed Consolidated Statements of Cash Flows @udited)

(In millions)

Cash flows from operating activities:
Income from continuing operations

Adjustments to reconcile income from continuing ragiens to
net cash (used) provided by operating actisiti

Depreciation

Amortization

Special charges, net

Provision for losses on receivables
Deferred income taxes

Changes in assets and liabilities exclgdhose related to
acquisitions and divestitures:

Increase in commercial and g&ernment receivables
Increase in inventories

Increase in other assets

Decrease in accounts payable

5,063
5,673
12,833

28

485

11
25

1,055

5,995

(236)

6,850

2,767
4,083

$ 17,429
141,172,000

4,667
5,193
11,864

28

484

12

24

1,026

5,848

(172)

6,738
2,744
3,994

$ 16,370
140,933,000

Six Months Ended

June 30,
2001

$ 239

203
59
77
24
26

(204)
(210)
(153)

(35)

July 1,
2000

$ 337

192
55

17
@7)

(102)
(220)

17)
(109)



(Decrease) increase in accliaddlities (55) 39
Other, net 8 4)
Net cash (used) provided by operating ac#siti (21) 161

Cash flows from investing activities:
Finance receivables:

Originated or purchased (3,655) (3,537)
Repaid 2,790 2,623
Proceeds from receivable sales, including secatitins 818 333
Cash used in acquisitions (550) (55)
Capital expenditures (273) (246)
Cash used to purchase investment securities - (134)
Other investing activities, net 12 11
Net cash used by investing activities (858) (1,005)
Cash flows from financing activities:
Increase in short-term debt 1,041 52
Proceeds from issuance of long-term debt 611 1,796
Principal payments and retirements on long-ternt deb (706) (648)
Proceeds from exercise of stock options 21 8
Purchases of Textron common stock (42) (247)
Dividends paid (92) (96)
Net cash provided by financing activities 833 865
Net (decrease) increase in cash and cash equivakent (46) 21
Cash and cash equivalents at beginning of period 289 209
Cash and cash equivalents at end of period $ 243 $ 230

See notes to condensed consolidated financialnstates.

TEXTRON INC.
Notes to Condensed Consolidated Financial Statenfentudited)

Note 1: Basis of Presentation

The financial statements should be read in conjonatith the financial statements included in Terts Annual
Report on Form 10-K for the year ended Decembei2800. The financial statements reflect all adjusita
(consisting only of normal recurring adjustmentsjich are, in the opinion of management, necessarg fair
presentation of Textron's consolidated financiasifgon at June 30, 2001, and its consolidated tesof
operations and cash flows for each of the respediiree and six month periods ended June 30, 2003wy 1,
2000. Certain prior year balances have been réfidas$o conform to the current year presentatibhe results
of operations for the interim periods are not neasly indicative of the results to be expectedther full year.

Note 2: Earnings per Share

The dilutive effect of convertible preferred shasesl stock options was 2,356,000 and 2,323,00¢hiothree
month periods ended June 30, 2001 and July 1, 20@02,169,000 and 2,445,000 shares for the six imont
periods ended June 30, 2001 and July 1, 2000, ctéply. Income available to common shareholderesdu®
calculate both basic and diluted earnings per séygpeoximated net income for both periods.

Note 3: Inventories

June 30, December 30,



2001 2000

(In millions)
Finished goods $ 881 $ 727
Work in process 1,022 930
Raw materials 436 454
2,339 2,111
Less progress payments and customer deposits 260 240
$ 2,079 $ 1,871

Note 4:  Textron Finance-Obligated Mandatorily Redeemable Peferred Securities of
Finance Subsidiary Holding Solely Junior Subordinagéd Debentures

Litchfield Financial Corporation (Litchfield, a ssidiary of Textron Financial Corporation) was acqdi by
Textron Financial Corporation during 1999. Priorthe acquisition, a trust sponsored and wholly-avbg
Litchfield issued Series A Preferred Securitiestie public (for $26 million), the proceeds of whigkrere
invested by the trust in $26 million aggregate @pal amount of Litchfield's newly issued 10% Serfe Junior
Subordinated Debentures (Series A Debentures)20@8. The debentures are the sole asset of the Tius
preferred securities were recorded by Textron FarenCorporation at fair value of $29 million as tfe
acquisition date. The amounts due to the trust uitkde subordinated debentures and the related i@com
statement amounts have been eliminated in Textoom'solidated financial statements.

6.

The preferred securities accrue and pay cash lmisiohs quarterly at a rate of 10% per annum. Thet's
obligation under the Series A Preferred Securities fully and unconditionally guaranteed by Litefdi. The
trust will redeem all of the outstanding Series wfBrred Securities when the Series A Debenturegaid at
maturity on June 30, 2029, or otherwise become ditehfield will have the right to redeem 100% dfet
principal plus accrued and unpaid interest on tarafune 30, 2004.

Note 5:  Textron-Obligated Mandatorily Redeemable PreferredSecurities of Subsidiary
Trust Holding Solely Textron Junior Subordinated Debt Securities

In 1996, a trust sponsored and wholly-owned by mextissued preferred securities to the public 600
million) and shares of its common securities toti@x (for $15.5 million), the proceeds of which wenvested
by the trust in $515.5 million aggregate principaiount of Textron's newly issued 7.92% Junior Sdibated
Deferrable Interest Debentures, due 2045. The delenare the sole asset of the trust. The prodeedsthe
issuance of the debentures were used by Textromhéorepayment of long-term borrowings and for gehe
corporate purposes. The amounts due to the tragrithe debentures and the related income stateanemints
have been eliminated in Textron's consolidatedhfired statements.

The preferred securities accrue and pay cash lalisivns quarterly at a rate of 7.92% per annum.trbexhas
guaranteed, on a subordinated basis, distributaons other payments due on the preferred securifibs.
guarantee, when taken together with Textron's abbigs under the debentures and in the indentursupnt to
which the debentures were issued and Textron'gatibns under the Amended and Restated Declarafion
Trust governing the trust, provides a full and urditonal guarantee of amounts due on the prefeseedrities.
The preferred securities are mandatorily redeemaypbe the maturity of the debentures on March 8452 or
earlier to the extent of any redemption by Textodrany debentures. The redemption price in eithehsase
will be $25 per share plus accrued and unpaidiligtons to the date fixed for redemption.

Note 6: Contingencies

Textron is subject to legal proceedings arisingafuhe conduct of the Company's business. Theseepdings
include claims arising from private transactionsygrnment contracts, product liability, and envir@antal,
safety and health matters. Some of these legalepings seek damages, fines or penalties in suiadtan
amounts or remediation of environmental contamimatiUnder federal government procurement regulation
certain claims brought by the U.S. Government caakllt in Textron's suspension or debarment fror8. U
Government contracting for a period of time. On asis of information presently available, Textlwelieves
that these suits and proceedings will not have teniah effect on the Company's results of operationfinancial
position.



Note 7:

Note 8:

Accumulated Other Comprehensive Losnd Comprehensive Income

The components of accumulated other comprehenssgedre as follows:

Six Months Ended

June 30, July 1,

(In millions) 2001 2000
Beginning of period $ (172 $ (98)
Currency translation adjustment, net of taxes 47 (48)
Transition adjustment due to change in

accounting for derivative instruments and

hedging activities, net of taxes (15) -
Reclassification adjustment for realized losses

in net income 2 -
Net deferred loss on hedge contracts, net oktaxe (2) -
Securities valuation adjustment (1) -
Net unrealized losses on securities, net of taxes (2) (a7)
Other comprehensive loss (64) (65)
End of period $ (236) $ (163)

Comprehensive income is summarized below:

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,

(In millions) 2001 2000 2001 2000
Net income $ 126 $ 179 $ 239 % 278
Other comprehensive loss (2) (90) (64) (65)
Comprehensive income $ 124 $ 89 $ 175 % 213

Special Charges, Net

During the fourth quarter of 2000, the Company appd and committed to a restructuring program bapexh
targeted cost reductions primarily in the Autometi¥astening Systems and Industrial Products segmiEine
program includes corporate and segment workforceiateons, consolidation of facilities, rationaliat of
certain product lines, outsourcing of non-core piithn activity, and streamlining of sales and austrative
overhead.

In the second quarter of 2001, Textron recordettuetsiring costs of $35 million in special chargest. These
restructuring costs included $24 million of accrisederance and related benefits ($10 million ferFlastening
Systems segment, $10 million for the Industrialdeicis segment, $2 million for the Finance segment $2
million for Corporate) and $11 million for assetgairment, primarily in the Fastening Systems sedmiEme
asset impairment charge of $11 million includecefixasset write-downs of $10 million and an impairtne
charge to goodwill of $1 million.

8.

Facility consolidations will occur primarily in thenited States and Europe. The Company anticipatesring
additional restructuring charges as it completes@mmits to additional activities primarily with#utomotive,
Fastening Systems and Industrial Products segmenésCompany expects to fund the cash requirenudrits
restructuring activities with cash flow from opeoats and additional borrowings under its existingdit
facilities.

Under the current restructuring program, Textros teauced its workforce by 3,400 employees thralgte 30,
2001 which, by segment, was 510 in Automotive, Q,tDFastening Systems, 1,710 in Industrial Proguema



80 in the Finance segment and Corporate.

Accruable restructuring costs recorded in earnlmge been included in special charges, net onahsotidated
statement of income. An analysis of Textron's sgecharges for restructuring and reserve accousts i
summarized below:

Asset Severance Facilities
(In millions) Impairments  Costs & Other  Total
Balance December 30, 2000 $ - $14 $1 $15
Additions 21 51 2 74
Utilized (22) (20) - (42)
Balance June 30, 2001 $ - $45 $ 3 $48

The specific restructuring measures and associdgohated costs are based on the Company's beghgnd
under prevailing circumstances. The Company bedidhat the restructuring reserve balance of $48amiis
adequate to carry out the restructuring activif@snally identified and committed to as of June 3001 and
anticipates that all actions related to theselita#s will be completed within a twelve-month pedi

The Company also incurred and recognized costsl8frillion and $16 million for the three and six mtio
periods ended June 30, 2001, respectively, assdcigith the restructuring that were not accruabhenvthe
restructuring projects were initiated. These expsnsonsist of costs for outsourcing certain opanatiin the
aircraft segment, plant rearrangement, machinedyegiiipment relocation, employee replacement dodaton
costs, and are included in segment profit.

In addition to the restructuring costs discussemvapthe Company recorded a $3 million impairmérarge in
the first quarter of 2001 related to the Compameylsusiness investment securities. This chargecisided in
special charges, net on the consolidated stateofiégmtome.

Note 9: Derivative Instruments and Hedging Alivities

Effective December 31, 2000, Textron adopted Statgrof Financial Accounting Standards (SFAS) N&.13
"Accounting for Derivative Instruments and HedgiAgtivities," as amended, which requires that alidsdive
instruments be reported on the balance sheetratdflrie and establishes criteria for designatiah effectiveness
of hedging relationships. In accordance with tlengition provisions of SFAS 133, the Company reedrd
cumulative transition adjustment to decrease otbenprehensive income by approximately $15 millioet of
tax, to recognize the fair value of cash flow hexdge of the date of adoption. The cumulative efféedoption
was not material to the Company's consolidatecestatt of income. Textron is exposed to market risk,
primarily changes in interest rates, currency ergearates and securities pricing. To manage thatilitl
relating to these exposures, Textron nets the expeson a consolidated basis to take advantageatofat
offsets. For the residual portion, Textron entete ivarious derivative transactions pursuant toGoenpany's
policies in areas such as counterparty exposurehadding practices. Designation is performed ompecific
exposure basis to support hedge accounting. Thegelsan fair value of these hedging instrumentsoffiet in
part or in whole by corresponding changes in thevalue or cash flows of the underlying exposubeing
hedged. Textron does not hold or issue derivatiential instruments for trading or speculativegmses.

Interest Rate Hedging

Textron Manufacturing's policy is to manage integest using a mix of fixed and variable rate ddlot.manage
this mix in a cost efficient manner, from time toné¢, Textron Manufacturing will enter into interestte
exchange agreements (swaps), to agree to exchangpgecified intervals, the difference between divand
variable interest amounts calculated by referen@ntagreed-upon notional principal amount. At Deloer 31,
2000, Textron Manufacturing had swaps with a fatue of $8 million designated as fair value hedgés
underlying fixed rate debt obligations and recorded reduction of debt. The mark-to-market vabfdsoth the
fair value hedge instruments and underlying debgations are recorded as equal and offsettingalized gains
and losses in the interest expense component altalbement of income. All existing fair value heslgee 100%
effective. As a result, there is no current impaxtearnings due to hedge ineffectiveness. Non-fyiradj
instruments are also recorded on the balance shdair value, but the impact was not materialtte income
statement. In March 2001, Textron Manufacturingnieated all outstanding interest rate swaps aneived a
payment of $15 million which is being amortizedoiimcome over the remaining life of the originatibed debt



Textron Finance's strategy is to match interessiiga assets with interest-sensitive liabilitieslitnit exposure
to changes in interest rates. As part of manadiigynhatching strategy, Textron Finance has entertednterest
rate exchange agreements, including basis swapsckoin desired spreads between certain interastieg
assets and certain interest-bearing liabilitiextb® Finance has both cash flow and fair valuegkesdFor cash
flow hedges, during the first six months of 200&xfon Finance recorded a charge of $1 million,afet $0.5
million tax benefit, to accumulated other comprediem loss and no impact to the statement of incd¥oe fair
value hedges, at June 30, 2001, Textron Financenteikst exchange agreements with a fair valuslita of
$5.4 million designated as fair value hedges akedf rate receivable portfolio. The fair value hesigre highly
effective and therefore, there was an immaterialmpact to earnings due to hedge ineffectiveness.

10.

Currency Rate Hedging

Textron manufactures and sells its products in mbar of countries throughout the world and, assaltgis

exposed to movements in foreign currency exchaaggsrThe primary purpose of the Textron's foreigmency
hedging activities is to manage the volatility asated with foreign currency purchases of materisdseign

currency sales of its products and other assetsliahiities created in the normal course of busieThe
Company primarily utilizes forward exchange contsagnd purchased options whose maturities arethess
eighteen months. Textron also enters into cer@ieign currency derivative instruments that do meet hedge
accounting criteria which are primarily intendedpimtect against exposure related to intercompamn€ing

transactions and income from international openatid he fair value of these instruments at Jun€801 was
$1 million and the net impact of the related gaamsl losses on selling and administrative expense rvoa
material during the quarter. In addition, Textrotilizes purchased foreign currency options and ooy
exchange contracts which qualify as cash flow hedgbese are intended to offset the effect of exgbaate
fluctuations on forecasted sales, inventory purebasd overhead expenses. The fair value of thesiinents
at June 30, 2001 was a $3 million liability. Gaarsd losses on these instruments are deferred inmadated
other comprehensive loss until the underlying tagtiens are recognized in earnings. The earningeaéis

reported in net sales, cost of sales, or sellimd @ministrative expenses, to match the underlytiagsaction
being hedged. Hedging activity for qualifying cafibww hedges is $2 million of after-tax loss repdrtas

accumulated other comprehensive income at Jun2(, and is expected to be reclassified to earrnimgjse

next twelve months. Gains on discontinued hedgase $0.1 million during the quarter ended June2B01.

Net Investment Hedging

Textron generally hedges its net investment pasitiomajor currencies and generates foreign cuyrémerest
payments, which offset other transactional expasumethese currencies. To accomplish this, the Gomyp
borrows directly in foreign currency and designateportion of foreign currency debt as a hedge eif n
investments. In addition, certain currency forwaads designated as hedges of the Textron's refaten net
investments. Currency effects of these hedges waiehreflected in the currency translation sectibrother
comprehensive loss, produced a $19 million aftergiain during 2001, leaving an accumulated netrizaaof
$47 million related to gains and losses on hedgagsactions.

Stockbased Compensation Hedging

Textron's policy is to manage the expense relatestdck-based compensation awards using cashnsettte
forward contracts on its common stock. The use lwds¢ forward contracts modifies the Company's
compensation expense exposure to changes in ttle mtice with the intent to reduce potential vailigh The

fair value of these instruments at June 30, 2004 ava$17 million asset. Gains and losses on tmsseisments
are recorded as an adjustment to compensation sgpemen the award is charged to expense. At Junz08Q,
there is $2 million gain (net of tax of $1 milliodgferred in other comprehensive income.

11.
Note 10: New Accounting Pronouncements

In September 2000, the Financial Accounting StastldBoard (FASB) issued SFAS 140 "Accounting for
Transfers and Servicing of Financial Assets andingyishments of Liabilities - a Replacement of FASB
Statement No. 125". SFAS 140 revises criteria focoanting for securitizations, other financial-dsaed
collateral transfers and extinguishments of litibdi. The Statement also introduced new disclosegairements
related to securitizations, collateral and retaiimgdrests in securitized financial assets. Tex@dopted these
new disclosure requirements in the fourth quarfe2®0, as required by Statement. Textron also dbthe
provisions of SFAS 140 related to the transfers serdicing of financial assets and extinguishmenigbilities
effective April 1, 2001. The adoption of this staent did not have a material effect on the Compargsults of
operations or financial positio



In July 2001, the FASB issued SFAS No. 141, Busir@smbinations and SFAS No. 142, Goodwill and Other
Intangible Assets. SFAS 141 requires that the purchase method of atiomgube used for all business
combinations initiated after June 30, 2001 and ipitththe use of the pooling-of-interests methoHAS 142
changes the accounting for goodwill from an amation method to an impairment-only approach. The
amortization of goodwill from past business combores will cease upon adoption of this Statement on
December 30, 2001. Goodwill and intangible assetgiiged in business combinations completed aftae B0,
2001 must comply with the provisions of this Stagam Also under this Statement, companies will dguired

to evaluate all existing goodwill for impairmentthin six months of adoption by comparing the faalue of
each reporting unit to its carrying value at théedaf adoption. Any transitional impairment lossedl be
recognized in the first interim period in the yefradoption and will be recognized as the effeca @hange in
accounting principle. Textron is evaluating thegudial impact of adopting these pronouncementsherrasults

of operations and financial position of the Company

Note 11:  Financial Information by Borrowing Group

Textron's financings are conducted through two daeimg groups, Textron Finance and Textron Manufiaatu
This framework is designed to enhance the Compamyrsowing power by separating the Finance segment,
which is a borrowing unit of a specialized businesgure. Textron Finance consists of Textron Fifenc
Corporation consolidated with its subsidiaries, ahhare the entities through which Textron oper#teBinance
segment. Textron Finance's operations are finamgetorrowing from its own group of external cred#o
Textron Manufacturing is Textron Inc., the pareoinpany, consolidated with the entities, which operma the
Aircraft, Automotive, Fastening Systems and Indasfroducts business segments.

Item 1. FINANCIAL STATEMENTS(Continued)

Note 11: Financial Information by Borrowing Group (continued)

Textron Manufacturing
(unaudited) (In millions)

Six Months Ended

June 30, July 1,
Condensed Statements of Cash Flows 2001 2000
Cash flows from operating activities:
Income from continuing operations $ 239 $ 337
Adjustments to reconcile income from continuing
operations to net cash (used) provided byaijpey
activities:
Earnings of Textron Finance greater than idistions
to Textron Manufacturing (23) 43)
Depreciation 194 184
Amortization 49 48
Special charges/(credits) 77 -
Deferred income taxes 16 (7)
Changes in assets and liabilities excludirmgéh
related to acquisitions and divestitures:
Increase in commercial and U.S. goveent
receivables (204) (102)
Increase in inventories (210) (r20
Increase in other assets (133) ) (24
Decrease in accounts payable andiadc
liabilities (89) (60)
Other - net 26 1)
Net cash (used) provided by operatingyiiets (58) 112

Cash flows from investing activities:

12.



Capital expenditures
Cash used in acquisitions
Cash used to purchase investments
Other investing activities - net
Net cash used by investing activities
Cash flows from financing activities:
Increase in short-term debt
Proceeds from issuance of long-term debt
Principal payments and retirements on long-ternt deb
Proceeds from exercise of stock options
Purchases of Textron common stock
Dividends paid
Contributions paid to Textron Finance
Net cash provided by financing activities
Net (decrease) increase in cash and cash equivakent
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

(267)
(163)

15
(415)

599

(33)
21
(42)
(92)
(45)
410
(63)
282
219

(240)
(55)
(134)
24
(405)

168
516
(46)

(247)
(96)

303
10
192

202

13.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS

OF OPERATIONS

TEXTRON INC.

Revenues and Income by Business Segment

(In millions)

Three Months Ended

June 30, July 1,
2001 2000
REVENUES
MANUFACTURING:
Aircraft $ 1,223 $ 1,013
Automotive 716 761
Fastening Systems 479 562
Industrial Products 706 771
3,124 3,107
FINANCE 164 170
Total revenues $ 3,288 $ 3,277
SEGMENT OPERATING PROFIT*
MANUFACTURING:
Aircraft $ 112 $ 107
Automotive 61 69
Fastening Systems 28 51
Industrial Products 78 101
279 328
FINANCE 40 44
Segment profit 319 372
Special charges, net (35) -

Six Months Ended
June 30,

2001

2,209
1,393

980
1,411
5,993

335
6,328

210
121

66
149
546

86
632
(77)

July 1,
2000

$ 1,972
1,599
1,146
1,531
6,248

322

$ 6,570

$ 185
150

98

190

623

85

708



Segment operating income 284 372 555 708
Corporate expenses and other - net (39) (41) (81) (87)
Interest expense, net (40) (41) (84) (74)

Income from continuing
operations before income taxes
and distributions on preferred
securities of subsidiary trusts $ 205 $ 290 $ 390 $ 547

* Segment profit represents the measurement usedelyron to evaluate performance for decision ma
purposes. Segment profit for manufacturing segmeoes not include interest, certain corporate es@s
special charges and gains and losses from thediigpoof significant business units. The measuranfer the
Finance segment includes interest income, intengsénse and distributions on preferred securitfelSirance
subsidiary trust.

14.
Item 2. Results of operations - Three months endetine 30, 2001 vs. Three months ended July 1, 2000

Revenues of $3.3 billion approximated last yea&l, as higher aircraft revenues were essentidifiet by the significant falbff in North
American automotive production and softening ordersertain industrial and telecommunication maské&tet income for the second qua
2001 was $126 million, compared to net income of %illion in the second quarter 2000. Diluted @ggr per share from continui
operations in the second quarter 2001 were $0.88hzge, compared to $1.23 in the second quar9.20

The Aircraft segment's revenues increased $210 million, while profit (aft8 million of restructuring-related expensesy@ased $5 million.

e Cessna's revenues increased $146 million primduéyto higher sales of business jets, primarilyGhation Encore, the Citation
Excel and the Citation CJ2. Profit increased assalt of the higher sales and improved operatimfppaance, partially offset by
higher engineering expense related to the Sovetrigimess jet, consistent with planned spending#®iprogram.

e Bell Helicopter's revenues increased $64 millioe ttuhigher revenue on the 22 tiltrotor aircraft production contract and higlsale:
of commercial helicopters, partially offset by lawereign military sales and lower revenues ontlhg upgrade contracts. Bell's prc
decreased primarily due to restructuring-relatqukeses associated with outsourcing certain opesatiagher net product
development expense related to the BA609 commadiitiator aircraft, an unfavorable profit adjustmeelated to an international
contract and lower income from a joint venture partrelated to the BA609 program, partially offisgtthe benefit of higher sales of
commercial helicopters and a favorable mix of comuiaé spares.

The Department of Defense has submitted a revised| f2001 budget for the V-22 program, reducing dippropriation by a
net $395 million, consisting of a reduction in pustion with an increase in research and developnTdmns decision appears to
be consistent with the recommendation of an IndépenReview Panel chaired by the Secretary of Befafter the December
2000 mishap of a V-22 aircraft. The appropriatievers Lot V production which had been slated fdkrate production and

which will now continue to be produced in a lowerggroduction phase. While the exact rate of pradndtas not yet been
determined, a public announcement of this ratepeeted in the next few months.

The Automotive segment'srevenues decreased $45 million, while profit (aftér million of restructuringelated expenses) decreasel
million.

e Trim revenues decreased $35 million primarily doeNiorth American automotive OEM production decreaaad customer pri
reductions, partially offset by the contributiorrn acquisitions. Profit decreased primarily duetstomer price reductions and
lower sales volume, partially offset by the benefitestructuring and other cost containment atitisi
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e Fuel Systems and Functional Components revenuesased $10 million primarily as a result of theedititure of a norcore produc
line in 2000, customer price reductions and theaumfable impact of foreign exchange, partially effey higher volume. Pro
increased primarily due to the benefit of cost midun activities and a $7 million gain on the safea small product line, partia
offset by customer price reductions.

The Fastening Systems segmenttevenues decreased $83 million, while profit (ai2rmillion of restructuringelated expenses) decree
$23 million. The revenue and profit decreases vpgmmarily due to lower volume in most businessasstemer price reductions and
unfavorable impact of foreign exchange in its Ewap operations, partially offset by the contribntfoom acquisitions. The unfavora
profit impact from the lower sales and a $7 millicuinstomer warranty issue was partially offset gy blenefit of restructuring and other ¢
reduction activities



The Industrial Products segment'srevenues decreased $65 million, while profit (afi2million of restructuringelated expenses) decrez
$23 million. Revenues decreased primarily as alreslower sales at OmniQuip, due to a declin¢hia light construction equipment marl
and lower demand at Power Transmission Producttialha offset by higher revenues at Textron Sysiesnd Fluid Handling Products ¢
the contribution from the acquisition of Tempo Rasé Corporation. Profit decreased primarily agsult of a loss at OmniQuip, with 1
impact of lower sales at other businesses partidffet by the benefit of restructuring activitibsgher income related to retirement benefi
$5 million gain on the sale of a small product lateTextron Systems and the benefit from acquisitio

The Finance segment'sevenues and profit decreased $6 million and $4ianjl respectively. Revenues decreased due to arlewerag
yield reflecting the lower interest rate environmand a lower level of average receivables ($5hillidn in 2001 vs. $5.910 billion in 200t
partially offset by higher net syndication and sé@ation income. Profit decreased primarily dwethe lower revenues, higher expel
related to growth in managed receivables and nédiatimes, and a higher provision for loan lossesaesult of higher charge-offs.

Special charges, net, and other restructuring-relad expensdor the second quarter 2001 included $24 millioraofruable restructuril
expense associated a) with reducing overhead asihgl consolidating and downsizing manufacturiagilities, b) corporate and segm
personnel reductions and c) consolidating operatand exiting norcore product lines in the Finance segment. Thepereses were incurr
in Fastening Systems ($10 million), Industrial Rratd ($10 million), Finance ($2 million) and at @orate ($2 million). In conjunction wi
the restructuring efforts, Textron recorded wdtewvns for fixed asset impairment and goodwill ofl $hillion in Fastening Systems (
million, including $1 million of goodwill), Industal Products ($2 million) and Automotive ($2 millip The Company also incurred cc
associated with the restructuring of $13 milliorridg the quarter. These costs were not accruablenvthe restructuring projects w
initiated and have been charged to segment profit.

Income Taxes -The effective tax rate was 35.1% for the secondtqu@2001 compared to 35.9% in the second qua@@®d.2This reduction
primarily due to the benefit of tax planning inttiees being realized in 2001.

16.
Results of operations - Six months ended June 3M@L vs. Six months ended July 1, 2000

Revenues decreased to $6.3 billion from $6.6 hillio the first half of 2000, reflecting the sige#int fall-off in North American automoti\
production and softening orders in certain indastind telecommunication markets, partially oftsgthigher aircraft revenues. Income fi
continuing operations in the first half of 2001 v&239 million, compared to $337 million in the fitwalf of 2000. Diluted earnings per st
from continuing operations in the first half of 20@ere $1.67 per share, compared to $2.29 in thetfalf of 2000.

Net income for the first half of 2001 was $239 roill, compared to net income of $278 million in fhet half of 2000. Net income for t
first half of 2000 included the cumulative effedta change in accounting principle of $59 milliame{ of tax) for the adoption of EI
consensus on Issue 99-5 "Accounting for Pre-Proolu€losts Related to Long Term Supply Arrangements”

The Aircraft segment's revenues increased $237 million, while profit (af&8 million of restructuringelated expenses) increased
million.

e Cessna's revenues increased $173 million due tehgples of business jets, primarily the Citafimrore, the Citation Excel and
Citation CJ2. Profit increased as a result of tighér sales and improved operating performanceigiigroffset by higher engineeril
expense related to the Sovereign business jetistenswith planned spending for the program.

e Bell Helicopter's revenues increased $64 billioe tlu higher revenue on the 22 tiltrotor aircraft production contract, highees o
commercial helicopters, and higher sales of kiedu® modernize older model Huey helicopters, plytoffset by lower revenues
the H-1 upgrade contracts and lower foreign mifitsales. Bell's profit decreased primarily duedstructuringrelated expenses,
unfavorable profit adjustment related to an intéomal contract in the second quarter and loweorine from a joint venture partr
related to the BA609 program, partially offset by tbenefit of higher sales of commercial helicaptend Huey kits and a favora
mix of commercial spares.

The Automotive segment'srevenues decreased $206 million, while profit (@2 million of restructuringelated expenses) decreased
million.

e Trim revenues decreased $186 million primarily doieNorth American automotive OEM production decesaand customer pri
reductions, partially offset by the contributiowrin acquisitions. Profit decreased primarily du¢htolower sales volume and custo
price reductions, partially offset by the benefitrestructuring and other cost containment actgitiand the settlement of outstani
customer claims in the first quarter.
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e Fuel Systems and Functional Components revenuesased $20 million primarily as a result of theedititure of a norcore produc
line in 2000, the unfavorable impact of foreign leacge and customer price reductions, partiallyedffy higher sales volume. Strc
European sales mitigated the negative impact freduced North American volumes. Profit increasedharily due to the benefit



cost reduction and restructuring activities, a $lfion gain on the sale of a small product line @hd higher sales, partially offset
customer price reductions.

TheFastening Systems segmenttevenues decreased $166 million, while profit @2 million of restructuringelated expenses) decres
$32 million. The revenue and profit decreases wemarily due to lower volume in most businessé® tinfavorable impact of forei
exchange in its European operations and custonmeg peductions, partially offset by the contributifrom acquisitions. The unfavora
profit impact from the lower sales and a $7 millicusstomer warranty issue was partially offset by Iblenefit of restructuring and other ¢
reduction activities.

The Industrial Products segment's revenues decreased $120 million, while profit aféd million of restructuringelated expense
decreased $41 million. Revenues decreased primasila result of lower sales at OmniQuip, due toedlige in the light constructic
equipment market, and lower demand at Power Tragssom Products, partially offset by the contribntibom the acquisition of Tem,
Research Corporation and higher revenues at TeSystems, Golf and Turf and Fluid Handling Produ&tofit decreased primarily a:
result of a loss at OmniQuip, with the impact ofrér sales at other businesses partially offsetibybenefit of restructuring activities, hig
income related to retirement benefits, a $5 miljan onthe sale of a small product line at Textron Systam$the benefit from acquisitior

TheFinance segment'sevenues and profit increased $13 million and $llianj respectively. Revenues increased primarilg tb higher n
syndication and securitization income, partiallysef by a decline in average yields, reflecting linger interest rate environment. Pr
increased due to the benefit of the higher revenpaxially offset by higher expenses related tondh in managed receivables and |
initiatives, and a higher provision for loan lossssa result of higher charge-offs.

Special charges, net, and other restructuring-relatd expensefor the first half of 2001 included $53 million afccruable restructurii
expense associated with a) reducing overhead asihg| consolidating and downsizing manufacturiaglities, b) corporate and segm
personnel reductions, and c) consolidating oparatamd exiting nomore product lines in the Finance segment. Thepereses were incurr
in Fastening Systems ($19 million), Industrial Rroid ($18 million), Automotive ($12 million), Finaa ($2 million) and at Corporate {
million). In conjunction with the restructuring efts, Textron recorded writdewns for fixed asset impairment and goodwill ol $gillion in
Fastening Systems ($15 million, including $1 milliof goodwill), Industrial Products ($4 million) diutomotive ($2 million). Additionally
Textron recorded a pre-tax charge of $3 milliomvtiée-down ebusiness investments during the first quarter 200&. Company also incurr
costs associated with the restructuring of $16iomlin the first half of 2001. These costs weré axcruable when the restructuring proj
were initiated and have been charged to segmefit.pro

Under the restructuring program, Textron's workéohas been reduced by approximately 3,400 emplajeesgh June 30, 2001. Throt
the consolidations, Textron is closing 52 facifitieincluding 28 manufacturing plants, representowvgr two million square feet
manufacturing floor space.

18.

The Company expects to incur restructuring chaoyes the next few quarters as the restructuringresffare implemented and executed.
total pretax cash cost of the program, before savings, eerd to be between $140 and $160 million, whidh be incurred primaril
during 2001. Ongoing annualized savings are exgetde at least $150 million, beginning in 2002thvat least $100 million realized
2001. Substantially all planned actions will be @xed within a twelve month period, with an estietabet reduction in the global workfo
of over 5,000.

Corporate expenses and other - netecreased $6 million, due primarily to the impdobi@anizational changes made in 2000.

Interest expense, net increased $10 million due to a higher level ofrage debt as a result of acquisitions and shargrcbpses, partial
offset by the benefit of a lower interest rate esniment.

Income Taxes -The effective tax rate was 35.4% for the first aflf2001 compared to 36.0% in the first half of @0This reduction we
primarily due to the benefit of tax planning inthiees being realized in 2001.

Outlook - As a result of the continued economic weaknessctffgy North American automotive production andtaier industrial an
telecommunication markets, Textron now expecte#@mings before special charges and restructuelzged expenses to be significa
lower than last year's levels on a comparable Wasisoth the third quarter and the full year.

Liquidity and Capital Resources

The Statements of Cash Flows for Textron Inc. asgitrbn Manufacturing detailing the changes in chalances are on pages 4 and
respectively. Textron Manufacturing's operatinghclisw includes dividends received from Textron d&ice of $30 million and $10 millic
during the first six months of 2001 and 2000, resipely. Dividend payments to shareholders forfihs six months of 2001 amounted to !
million, a decrease of $4 million over the first sionths of 2000.

Textron Manufacturing's debt to total capital ratias 36% at June 30, 2001 up from 32% at year Bmelincrease is a result of negative
flows from operations and cash used for acquissti@uring the next two quarters the ratio is expedb trend back to the low to r-30%



range, consistent with Textron's financial targeior.

During the first six months of 2001, Textron Marttfaing increased its credit facility by approximlgt$300 million. For liquidity purpose
Textron Financial has a policy of maintaining stiffnt unused lines of credit to support its outditag commercial paper. Textron Finan
has bank line of credit agreements of $1.4 billiohwhich $600 million will expire in 2001 and $80Million will expire in 2003. As ¢
July 26, 2001, Textron Financial has received camments to increase the credit agreement to $1liBrbiby extending the ongear line fo
an additional year in the amount of $500 milliondahe multiyear line until 2006 in the amount of $1 billion.hik¢ none of Textro
Financial's total lines of credit were used, thosereserved as support for commercial paper weBerfillion at June 30, 2001, as comp:
to $444 million at December 30, 2000. A summargreflit line facilities is as follows:
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Credit Facilities

Textron Manufacturing Textron Finance

June 30, December 30, June 30, December 30,
(in millions) 2001 2000 2001 2000
Total lines $ 1,439 $ 1,280 $ 1,400 $ 1,400
Amount available 557 767 13 444

At June 30, 2001, Textron Manufacturing had $1Ikobi available under its existing shelf registeatistatement filed with the SEC. Dur
the first quarter of 2001, Textron Manufacturingigo Medium-Term Note facility expired.

Textron Finance filed a Form Bregistration statement with the Securities andharge Commission in 1999. Under this shelf regfistn
Textron Finance may issue public debt securitiesna or more offerings up to a total maximum offgrof $3 billion and has establishe
mediumierm note (MTN) program of $1.125 billion withinghacility. In the first six months of 2001, Textréinancial issued $300 milli
of fixed notes and $250 million of floating notesder this facility maturing in 2004 and 2003, redpely. The proceeds from the issuar
were used to refinance maturing commercial papemaepay $100 million of fixed rate debt, which waspayable at par. At June 30, 2(
Textron Finance had $700 million available undertthis facility.

During the first six months of 2001, Textron Finarsecuritized $543 million of floorplan finance ee@bles (on a revolving basis), $:
million of captive golf and turf finance receivableb98 million of franchise finance receivablesd &26 million of land finance receivabl
Securitization gains for the first six months w&®4 million. These securitizations provided Textf@inance with an alternate source
financing while maintaining desired debt«dapital ratios. Textron Finance utilized the prateéom the securitizations to retire comme!
paper. Textron Finance anticipates that it willeenimto additional securitization transactions dgrihe remainder of 2001.

Under Textron's share repurchase program, 475 06@®@s of common stock were repurchased by the Qoynharing the first six months
2001 at an aggregate cost of $23 million.

During the first six months of 2001, Textron Mamtfaing acquired Tempo Research Corporation tdhéurexpand its growing presenct
the data-signal-voice test and installation equipnmearket and Wilan Polymer Filtration GmbH, a designer and enginéscreencharg
for the extrusion industry. Total cost of thesewasijons was $163 million. Subsequent to June2B01, Textron Manufacturing acquired
data-signal-voice test equipment companies, In@dlistiechnologies, Inc. and Opfélectronics Inc. at a cost of $45 million. In Ju2@01
Textron Financial acquired the small business tggiortfolio of STI Credit Corporation at a cost887 million. Textron Manufacturii
contributed $40 million to Textron Finance for thisquisition.

Management believes that Textron will continue &wéradequate access to credit markets and thateitist facilities and cash flows frc
operations will continue to be more than sufficitmmeet its operating needs and to finance growth.

20.

Forward-looking Information: Certain statements in this ogpand other oral and written statements made bytn from time to time, a
forward-looking statements, including those that disctisgeqies, goals, outlook or other ndistorical matters; or project revenues, inco
returns or other financial measures. These forwimmking statements are subject to risks and und®its that may cause actual result:
differ materially from those contained in the sta@nts, including the following: (a) the extent tbiet Textron is able to implement ¢
complete its restructuring plans, (b) the extenivtich Textron is able to successfully integrateerg acquisitions, (c) changes in worldw
economic and political conditions that impact irgst and foreign exchange rates, (d) the occurreafceork stoppages and strikes at
facilities of Textron or Textron's customers or gligrs, (e) government funding and program appre\atfecting products being develope:
sold under government programs, (f) successfulemphtation of supply chain andescurement strategies, (g) the timing of certifiocas o
new aircraft products, (h) the occurrence of a sevdownturn in the economies in which Textron opesrahat could reduce demand foi
products, (i) the level of consumer demand for tledicle models for which Textron supplies partsatdomotive original equipme
manufacturers ("OEMs"), (j) Textron's ability tofsdt, through cost reductions, raw material prioereases and pricing pressure brough
OEM customers, and (k) Textron Financial Corporatsoability to maintain credit quality and contrebsts when entering new marke



Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK

There has been no significant change in the Conipaxposure to market risk during the first six mthanof 2001. For discussion of
Company's exposure to market risk, refer to Item @Aantitative and Qualitative Disclosures aboutkdaRisk, contained in the Compar

Annual Report incorporated by reference in FornKifer the calendar year 2000.

PART Il. OTHER INFORMATION

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

At Textron's annual meeting of shareholders beldpril 25, 2001 the following items were voted
upon:

1. The following persons were elected to sesvdigectors in Class Il for three year terms exgjiin
2004 and received the votes listed.

Name For Withheld
Paul E. Gagné 119,349,655 5,055,703
John A. Janitz 119,584,572 4,820,786
Lord Powell of Bayswater 118,975,530 5,429,828
KCMG
Thomas B. Wheeler 119,903,129 4,502,229

The following directors have terms of officeialincontinued after the meeting: H. Jesse Arnelle,
Teresa Beck, Lewis B. Campbell, R. Stuart Dickd@wrence K. Fish, Joe T. Ford, John D.
Macomber, Brian H. Rowe, Sam F. Segnar, and Martiwalker.

2. An amendment to the Textron 1999 Long-Teroeitive Plan was approved by the following
vote:

For Against Abstain Broker NonVotes
106,047,417 16,587,4951,770,44( 0

3. The appointment of Ernst & Young LLP as Terts independent auditors for 2001 was ratified
by the following vote:

For Against Abstain Broker NonVotes
119,377,024 3,260,289,768,04¢ 0

4. A shareholder proposal regarding Textronlgary sales was rejected by the following vote:

For Against Abstain Broker NonVotes
8,951,614 94.421,92:4,703,54¢ 16,287,640

PART Il. OTHER INFORMATION (continued)

ltem 6. EXHIBITS AND REPORTS ON FORMR
(2) Exhibits

21.

22.



4.1 Indenture dated as of December 9, 1999, betWegtnon Financial Corporation and
SunTrust Bank (formerly known as Sun Trust Bankawt®) (including form of debt
securities). Incorporated by reference to Exhitittd Amendment No. 2 to Textron
Financial Corporation's Registration Statement omtS-3 (No. 333-88509).

4.2 Support Agreement dated as of May 25, 1994ydxmat Textron Inc. and Textron
Financial Corporation. Incorporated by referencExbibit 10.1 to Textron Financial
Corporation's Registration Statement on Form 10 (N®7559).

12.1 Computation of ratio of income to combinecatéxcharges and preferred securities
dividends of Textron Manufacturing.

12.2 Computation of ratio of income to combinecatéhxcharges and preferred securities
dividends of Textron Inc. including all majority-ovd subsidiaries.

(b) Reports on Form 8-K

No reports on Form 8-K were filed during the@®d quarter ended June 30, 2001.
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SIGNATURES

Pursuant to the requirements of the Secuiiifiehange Act of 1934, the registrant has duly eduhkis report to be signed on its behal
the undersigned thereunto duly authorized.

TEXTRON INC.

Date: August 1, 2001 s/R. L. Yates

R. L. Yates
Vice President and Controller
(principal accounting officer)

LIST OF EXHIBITS

The following exhibits are filed as part of thigpogt on Form 10-Q:

Name of Exhibit

4.1 Indenture dated as of December 9, 1999, betWertron Financial Corporation and SunTrust
Bank (formerly known as Sun Trust Bank, Atlantac(uding form of debt securities).
Incorporated by reference to Exhibit 4.1 to Amendtri¢o. 2 to Textron Financial
Corporation's Registration Statement on Form S8 @383-88509).

4.2 Support Agreement dated as of May 25, 199%d®n Textron Inc. and Textron Financial



Corporation. Incorporated by reference to Exhibitllto Textron Financial Corporation's

Registration Statement on Form 10 (No. 0-27559).

12.1 Computation of ratio of income to combineckfl charges and preferred securities dividends of

Textron Manufacturing

12.2 Computation of ratio of income to combinecekfl charges and preferred securities dividends of

Textron Inc. including all majority-owned subsides

TEXTRON MANUFACTURING

COMPUTATION OF RATIO OF INCOME TO
COMBINED FIXED CHARGES AND PREFERRED SECURITIES DIV IDENDS

(unaudited)

(In millions except ratio)

Six Months
Ended
June 30, 2001

Fixed charges:

Interest expense $ 90
Distributions on preferred securities of mawtfiring subsidiary trust 20
Estimated interest portion of rents 16
Total fixed charges $ 126
Income:
Income before income taxes and distributianpr@ferred
securities of subsidiary trusts $ 390
Eliminate equity in undistributed pre-tax inee of Textron Finance (59)
Fixed charges * 106
Adjusted income $ 437
Ratio of income to fixed charges 3.47

* Adjusted to exclude distributions on preferregurities of manufacturing subsidiary trust.

EXHIBIT 12.1

EXHIBIT 12.2



TEXTRON INC.
INCLUDING ALL MAJORITY-OWNED SUBSIDIARIES

COMPUTATION OF RATIO OF INCOME TO

COMBINED FIXED CHARGES AND PREFERRED SECURITIES DIV IDENDS

(unaudited)

(In millions except ratio)

Six Months

Ended

June 30, 2001

Fixed charges:
Interest expense $
Distributions on preferred securities of sdizgly trusts
Estimated interest portion of rents

Total fixed charges $
Income:
Income before income taxes and distributiamp@ferred
securities of subsidiary trusts $
Fixed charges *
Adjusted income $
Ratio of income to fixed charges $

* Adjusted to exclude distributions on preferregurities of subsidiary trusts.

239
20
17

276

390
256
646

2.34

End of Filing
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