


Management's Discussion and Analysis of Financial Condition and Results of Operations

[DOLLARS IN THOUSANDS]

MANAGEMENT'S ANALYSIS OF RESULTS OF OPERATIONS

The table below presents the changes in comparative financial data from 1998 to 2000. Comments on significant year-to-year fiuctuations follow the table.

2000 1999 1998
Percentage Percentage Percentage Percentage Percentage
of Net Increase of Net Increase of Net
Arnount Sales {Decrease) Amount Sales (Decrease) Amount Sales
Net sales
Products $1,06_9,405 61.3% 41.2% $ 757,246 60.1% 0.9% $ 750,161 63.3%
Services 674,203 38.7 34.3 501,931 39.9 15.2 435,546 36.7
1,743,608 100.0 38.5 1,259,177 100.0 6.2 1,185,707 100.0
Cost of sales
Products 697,562 65.2 56.8 444,732 58.7 (3.9) 462,788 61.7
Special charges —_ —_ —_ —_ — (100.0) 9,864 —_
Services 486,891 72.2 36.1 357,633 71.3 16.6 306,805 70.4
1,184,453 67.9 47.6 802,365 63.7 2.9 779,457 65.7
Gross profit 559,155 32.1 22.4 456,812 36.3 12.4 406,250 34.3
Selling and :
administrative
expense 274,507 15.7 24.0 221,393 17.6 13.8 194,535 16.4
Research,
development and
engineering expense 55,693 3.2 10.3 50,507 4.0 (6.8) 54,215 4.6
In-process research
and development — — (100.0) 2,050 0.2 100.0 —_ —
Realignment charges — — (100.0) (3,261) (0.3) (106.4) 51,253 4.3
330,200 18.9 22.0 270,689 215 (9.8) 300,003 25.3
Operating profit 228,955 13.1 23.0 186,123 14.8 75.2 106,247 3.0
Other income
(expense), net (21,558) (1.2) (231.6) 16,384 1.3 6.4 15,403 1.3
Minority interest (3,040) (0.2) 160.1 (1,169) (0.1) (36.6) (1,843) 0.2
Income before taxes 204,357 11.7 1.5 201,338 16.0 68.1 119,807 10.1
Taxes on income 67,438 3.9 (7.0) 72,482 58 66.0 43,659 3.7
Net income $ 136,919 7.9% 6.3% $ 128,856 10.2% 69.2% $ 76,148 6.4%
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Acquisitions

On April 17, 2000, the Company announced the successful comple-
tion of its acquisition of the financial self-service assets and related
development activities of European-based Groupe Bull and Getronics
NV (European acquisition). The businesses acquired include ATMs,
cash dispensers, other self-service terminals and related services pri-
rmarily for the global banking industry. The acquisition was completed
for approximately $90,000 and 400,000 French francs (translation
$58,080). The majority of subsidiaries of the European acquisition
have been acquired and consolidated. The remaining subsidiaries,
which are immaterial to the Company’s operations, will be consolidated
upon completion of the legal closing. The reported revenue from the
European acquisition was $148,785 for the period of April 17, 2000
through December 31, 2000. The acquisition was accretive at the
operating profit level and slightly dilutive on earnings per share. While
the Company expects the European acquisition to be slightly accretive
in 2001, given the seasonal nature of its business, it will likely be dilu-
tive in the first quarter of 2001. :

On October 21, 1999, the Company acquired Procomp Amazonia
Industria Eletronica, S.A. (Procomp), a Brazilian manufacturer and mar-
~ keter of innovative technical solutions, including personal computers,
servers, software, professional services, retail and banking automation
equipment and voting machines. The acquisition was effected in a combi-
nation of cash and stock for $222,310. Prior to the acquisition, Procomp
was a major distributor for the Company in Latin America. Procomp
resuilts following the acquisition are consolidated with the resuilts of the
Company. Procomp reported revenue of $309,167 and $41,615 for the
year ended December 31, 2000 and the period of October 22, 1999
through December 31, 1999, respectively. The acquisition was accretive
on earnings per share and at the operating profit level.

The acquisitions have been accounted for as purchase business
combinations and, accordingly, the purchase prices have been allocated
to identifiable tangible and intangible assets acquired and liabilities
assumed, based upon their respective fair values, with the excess allo-
cated to goodwill to be amortized over the estimated economic lives
from the respective dates of acquisition. The amounts of goodwill and
periods of amortization for the European acquisition and Procomp are
$146,080 over 20 years and $135,219 over 17 years, respectively.

Net Sales

Net sales for 2000, which totaled $1,743,608 (including net sales from
acquisitions of $457,952) grew $484,431 or 38.5 percent over 1999
and $557,901 or a 47.1 percent increase over 1998. While a slowing
domestic market continues to affect U.S. product sales, the Company’s
investment in global distribution channels and recent acquisitions con-
tinue to fuel substantial growth and increased market share. The
Company's 2000 sales were particularly enhanced by a single order
received by Procomp (Brazil) of $106,000 for electronic voting
machines for the Brazilian market. Recent U.S. election events could
provide opportunities in the U.S. market for the Company's technology.
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Product sales for 2000 increased 41.2 percent over 1999 and

42.6 percent over 1998 sales. Excluding the acquisitions, product

sales grew 6.3 percent over 1999 and remained flat from 1998 due

to a slowing demand for self-service products. Service revenues for 2000
grew 34.3 percent and 54.8 percent over 1999 and 1998 respectively.
Excluding acquisitions, service revenues grew 8.1 percent and 21.1 per-
cent over 1999 and 1998, respectively. The Company’s global service
revenue is supported by comprehensive service solutions in the self-
service, security and firstline businesses in support of our customers.

Customer solutions continue to be the Company’s focus. The recent
alignment of Diebold North America’s core operations to a single busi-
ness unit positions the Company’s production and distribution organi-
zations to focus on its customer requirements. From a global
perspective, the recent European acquisition, which includes
manufacturing and service capabilities, will significantly improve the
Company's ability to respond to customer demands.

Product Revenue by Geography

2000 1999 1998

United States $ 550,215 $515620 $495432
Canada 17,188 23,440 32,083
Asia Pacific 78,524 54,317 47,373
EMEA* 157,283 61,321 61,126
Latin America 266,195 102,548 114,147
Total $1,069,405 $757,246 $750,161

*Europe, Middle East and Africa

Product sales of $1,069,405 (including sales of $311,035 from
acquisitions) grew 41.2 percent over 1999 and 42.6 percent over
1998 volumes. Product sales in the United States increased $34,595
or 6.7 percent over 1999 and $54,783 or 11.1 percent over 1998.
Growth in security solutions, Nexus and self-service solutions to origi-
nal equipment manufacturers (OEM) accounted for the majority of the
growth in 2000. Product sales in Asia Pacific (including sales from
acquisitions of $9,301) grew 44.6 percent over 1999 and 65.8 per-
cent over 1998 volumes. Excluding acquisitions, Asia Pacific experi-
enced growth rates of 27.4 percent over 1999 and 46.1 percent over
1998. Also, product sales in EMEA (including sales from acquisitions
of $81,915) grew 156.5 percent and 157.3 percent over 1999 and
1998 respectively. Excluding acquisitions, growth in EMEA was

22.9 percent and 23.3 percent above 1999 and 1998 volumes.

Latin America product sales (including acquisitions of $219,817)
grew 159.6 percent over 1999 and 133.2 percent over 1998 voiumes.
Excluding acquisitions, Latin America declined between 1999 and
1998 due to poor economic conditions. Also, product sales in Canada
declined 26.7 percent and 46.4 percent as compared to 1999 and
1998, respectively due to establishing distribution operations to
replace IBM as the Company’s primary distributor.



Service Revenue

2000 1999 1998

Domestic $447,446 $423,397 $393,068
Internationat 226,757 78,534 42,478
Total $674,203 $501,831 $435,546

Total service revenues for 2000 of $674,203 increased over 1992 and
1998 by $172,272 or 34.3 percent and $238,657 or 54.8 percent,
respectively. Domestic revenues are up $24,049 or 5.7 percent over
1999 and up $54,378 or 13.8 percent over 1998. Domestic service
revenues have maintained strong growth in the highly competitive
service market. The Company expects its enhanced service offerings
will continue to sustain solid growth. Including acquisitions, international
service revenue was up $148,223 or 188.7 percent over 1999 and up
$184,279 or 433.8 percent over 1998. Excluding acquisitions, interna-
tional service revenue was up 24.6 percent over 1999 and 88.7 percent
over 1998. International service revenue increased substantially in all
geographies as the Company continues to establish a worldwide serv-
ice support infrastructure to enhance total solutions capability.

Total Revenue by Product/Service Solution

2000 1999 1998

Self-service solutions $ 672,501 % 536,166$ 549,942

Security solutions 194,194 179,957 178,095
Professional and

special services 202,710 41,123 22,124

Custom maintenance 674,203 501,931 435,546

Total $1,743,608 $1,259,177 $1,185,707

Self-service solutions revenue (inciuding acquisitions of $149,945)
grew 25.4 percent and 22.3 percent as compared to the periods of
1999 and 1998, respectively. This growth is a result of the Company's
global acquisition strategy, which was executed in 2000 and 1999.
Along with the acquisition strategy, the Company is focused on profes-
sional and special services to integrate a broad array of solutions to its
customer base worldwide. The Company has experienced significant
growth in professional service offerings over prior periods. Excluding
the voting machine order in Brazil, these services increased 135.2 per-
cent and 337.1 percent over 1999 and 1998, respectively.

Operating Segment Revenue and Operating Profit

Customer Revenues by Segment

2000 1999 1998

NASS $ 965,859 % 926,975% 891,288
ISS 728,828 293,316 263,428
Other 48,921 38,886 30,991
Total $1,743,608 $1,259,177 $1,185,707
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Operating Profit by Segment

2000 1999 1998

NASS $ 145,131 % 153,799$% 144,886
ISS 36,891 17,801 7,470
Other 35 (9,997) (9,106}
Total $ 182,057 $ 161,603 $ 143,250

North American Sales and Service (NASS) revenues for 2000 of
$965,859 increased $38,884 or 4.2 percent over 1999 and 8.4 per-
cent over 1998. NASS product revenues were flat year over year
reflecting the current market pressures while service revenues were up
$24,477 or 5.9 percent. Revenues from annual service contracts
remain strong domestically. International Sales and Service (ISS)
revenues of $728,828 (including revenues from acquisitions of
$457,952) increased 148.5 percent over 1999 and 176.7 percent over
1998 volumes. ISS revenues excluding acquisitions were $270,876,
up from 1999 by 15.2 percent and 2.8 percent over 1998, ISS product
revenues, excluding acquisitions, were up slightly year over year, while
service operations yielded increased service revenues of 31.0 percent.
Other revenue of $48,921, which includes Nexus, OEM sales,
MedSelect and sales to Campus Card, was an increase from 1999 of
$10,035 or 25.8 percent.

Total 2000 operating profits (including acquisitions) of $182,057 grew
12.7 percent over 1999 and 27.1 percent above 1998 profits. NASS
operating profit decreased 5.6 percent as compared to 1999 and
increased 0.2 percent over 1998. NASS operating profits were affected
by flat product revenues caused by a slowing demand for self-service
terminals. ISS operating profits including acquisitions grew 107.2 per-
cent and 393.9 percent over 1999 and 1998, respectively.

Cost of Sales and Expenses

Cost of sales for 2000 including acquisitions was 67.9 percent of sales
compared to 63.7 percent of sales in 1999 and-65.7 percent of sales
in 1998. Cost of sales as a percentage of sales increased year over year
due mainly to a competitive self-service market globally, which includes
acquisitions carrying a higher cost of sales, offset with lower operating
expenses. Excluding acquisitions, product cost of sales as a percent-
age of revenue was up 1.6 percent over 1999 due mainly to pricing
pressures in the domestic and international markets and was favorable
to 1998. Service cost of sales including acquisitions as a percent of
sales increased in 2000 to 72.2 percent up from 71.3 percent and
70.4 percent from 1999 and 1998, respectively. The 2000 increases
are due primarily to lower realized gross profits on acquisitions.
Excluding acquisitions, service cost of sales percentage improved from
70.9 percent of revenue in 1999 to 70.1 percent in 2000.

Product gross profits in 2000 inciuding acquisitions declined to
34.8 percent from 41.3 percent in 1999 and from 38.3 percent in
1998 mainly due to the lower gross margins experienced in the



acquisitions and the impact of foreign currency fluctuations. Excluding
acquisitions, product gross profits were 40.6 percent compared to
42.2 percent in 1999. Service gross profits were 27.8 percent com-
pared to 28.7 percent in 1999 and 29.6 percent in 1998. Service gross
profits excluding acquisitions impraved to 29.9 percent from 29.1 per-
centin 1999

Operating expenses expressed as a percent of sales (including acquisi-
tions) decreased by 2.6 percentage points over 1999 and 6.4 percent-
age points over 1998 expenses. The Company is leveraging its
worldwide administrative infrastructure and improving productivity by
investing in E-initiatives and other automation to improve customer
support on a worldwide basis.

Excluding realignment and special charges, operating profit as a
percentage of revenue, was 13.1 percent as compared to 1999 of -
14.5 percent and 14.1 percent in 1998. Operating profit as a percent to
sales excluding acquisitions improved over 1999 and 1998, respectively.

Other Income, Net and Minority Interest

Investment income declined in 2000 compared to 1999, as expected,
by $4,719 and remained relatively flat compared to 1998's results. The
decline compared to 1999 was largely attributable to unfavorable per-
formance in the Company's preferred stock portfolio and use of both
short- and long- term investments to purchase Procomp and the
European acquisition. The Company continues to use finance receiv-
ables as an investment strategy, which yielded an improved return over
1999 and 1998, offsetting some of the decline in the above investments.

Interest expense is largely related to interest on borrowings obtained as
additional funding for the Procomp and European acquisitions and has
increased aver 1999 and 1998 by $14,070 and $16,938, respectively.
Interest expense is expected to decline as the Company continues to
pay down the borrowings from investments. Miscellaneous expense,
net, excluding interest expense, increased from 1999 by $19,153 and
from 1998 by $19,678. These increases were in part related to addi-
tional goodwill amortization expense recognized in relation to both the
Procomp and European acquisitions, Additional goodwill amortization
accounted for $11,793 and $13,370 of the increases compared to
1999 and 1998, respectively.

The Company also incurred foreign exchange losses in 2000.
Foreign exchange losses in total increased $9,442 over 1999
and $9,049 over 1998. The majority of the exchange losses were
related to the Procomp operation in Latin America.

Minority interest of $3,040 increased over 1999 by $1,871 and 1998
by $1,197, due to improved results of joint venture operations and an
additional joint venture added in 2000 related to the European
acquisition. Minority interests for all companies are calculated as a per-
centage of profits of the joint ventures based on formulas defined in the
relevant agreements establishing each venture.
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Income

Income before taxes in 2000 was $204,357 or 11.7 percent of revenue
compared to $200,127 (excluding realignment charges and in-process
research and development) or 15.9 percent of revenue from 1999 and
$180,924, 15.3 percent (excluding realignment and special charges) in
1998. Income excluding acquisitions as a percent to sales remained
constant as compared to 1999 and improved over 1998 (excluding
realignment and special charges).

The effective tax rate was 33.0 percent in 2000 compared with

36.0 percent in 1999 and 36.4 percent in 1998. The lower tax rate in
2000 was favorably impacted by the Company receipt of tax refunds
associated with the Company’s export sales. The details of the reconcil-
iation between the U.S. statutory rate and Company's effective tax rate
are included in Note 14 of the 2000 Consclidated Financial Statements.

Excluding realignment, special charges and in-process research and
development, net income including acquisitions increased 7.3 percent
from 1999 and remained flat as compared to 1998, respectively.
Excluding acquisitions, net income increased 4.0 percent from 1999
and decreased 3.2 percent over 1998 (excluding realignment, special
charges and in-process research and development).

Management’s Analysis of Financial Condition

The Company continued-to enhance its financial position during 2000
through its strategic acquisitions and improved asset management
strategies. Total assets increased $286,596 or 22.1 percent to a 2000
year-end level of $1,585,427. The European acquisition and Procomp
accounted for $253,895 of the gain in assets in 2000. Inventory
turnover has improved to 6.3 at December 31, 2000 as compared to
5.5 at December 31, 1999. Days sales outstanding has decreased from
77 days at December 31, 1999 to 69 days at December 31, 2000.

Total current assets at December 31, 2000, of $804,363 represented
an increase of $156,427 or 24.1 percent from the prior year-end.
Trade receivables decreased $35,327 from 1999 excluding the effects
of the European acquisition and Procomp trade receivables of $65,169
and $36,219; respectively. Inventories increased $18,110 excluding
the European acquisition and Procomp’s December 31, 2000 inven-
tory of $24,268 and $29,718, respectively. Short-term notes receivable
are primarily from Procomp’s financing to Brazilian customers.

Short-term investments and long-term securities and other invest-
ments decreased by $48,028, or 20.7 percent to a level of $184,552
at December 31, 2000. The decrease was due to the liquidation of cer-
tain securities for the European acquisition. The Company anticipates
being able to meet both short- and long-term operational funding
requirements through the use of cash generated from operations.
Certain securities may be liquidated in the future for strategic acquisi-
tions or to pay down debt. The Company’s securities can be readily
converted into cash and cash equivalents if needed.



Total property, plant and equipment, net of accumulated depreciation,
was $174,946 at the end of 2000. The European acquisition and
Procomp accounted for $2,447 and $17,210 of total property, plant
and equipment, respectively. Capital expenditures were $42,694 in
2000, compared with $40,341 in 1999. The increase in 2000 capital
spending versus 1999 was primarily due to setting up sales and serv-
ice operations internationally. Capital expenditures are expected to
increase as international expansion continues and as the Company
invests in capital items, especially information technology, to support
the future growth of its business.

Total current liabilities at December 31, 2000, were $566,792, which
represented an increase of $184,385 over the prior year-end. The pri-
mary cause for the increase is due to an increase in short-term notes
payable of $146,159 that were largely used to fund the European
acquisition. The Company's current ratio dropped to 1.4 at
December 31, 2000 versus 1.7 at the end of 1999, due primarily

to the short-term borrowings to fund the acquisitions.

At December 31, 2000, the Company had bank credit lines approxi-
mating $225,000 U.S. doflars, EUR 100,000 (translatioh $94,413)
and $17,000 AUD (Australian dollars) (translation $9,504), with
$263,609 of outstanding borrowings under these agreements. In addi-
tion, the Company had outstanding $20,800 of Industrial Development
Revenue Bonds. The proceeds of the bonds issued in 1997 were used
to finance three manufacturing facilities located in Staunton and
Danwville, Virginia and in Lexington, North Carolina.

The Company’s financial position provides it with sufficient resources to
meet projected future capital expenditures, dividend and working capi-
tal requirements. However, if the need arises, the Company's strong
financial position should provide adequate access to capital markets.

Pension liabilities decreased by $2,054 from 1999 or 8.4 percent,
excluding the effects of the European acquisition of $6,131. The net
periodic pension income of $5,719, included in income in 2000, rep-
resented an increase of $10,785 from the prior year. Postretirement
liabilities at December 31, 2000, were $28,123, an increase of $5,626
over the prior year end, with the European acquisition representing
$5,357 of the increase. Net periodic heaith and life benefit expense
charged to income in 2000 of $1,498 increased slightly over the prior
year’s expense of $1,477. In addition, the Company matches
employee contributions to its defined contribution 401(k) savings
plan. The Company matched 60 percent of each employees’ first three
percent on savings and 30 percent of each employees’ second three
percent on savings. Net expense for 401(k) match was $7,155 in
2000, which was down from the prior year by $1,857.

Minority interests of $5,260 represented the minority interest in Diebold
Financial Equipment Company, Ltd. (China) owned by the Aviation
Industries of China and the Industrial and Commercial Bank of China,
Shanghai Pudong Branch; in Diebold OLTP Systems, C.A (Venezuela),
owned by five individual investors; in Diebold Argentina, owned by
Ciccone Célcografica S.A., in Diebold Colombia, owned by Richardson
and Company Ltd and in Agences Bancaires Services & Securite, S.A.,
owned by Serse S.A. and Solymatic S.A. On December 31, 2000, the
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Company purchased the remaining ownership interest in Diebold
Argentina from Ciccone Célcografica S.A. for $4,875.

Shareholders’ equity increased $91,671 or 10.9 percent to $936,066
at December 31, 2000. Equity increased primarily due to current year
earnings. Shareholders’ equity per share was $13.08 at the end of
2000, compared with $11.88 in 1999. The Common Shares of the
Company are listed on the New York Stock Exchange with a symbol of
DBD. There were approximately 87,684 registered shareholders of
record as of December 31, 2000.

The Board of Directors declared a first quarter 2001 cash dividend of
$0.16 per share. This amount, which represents a 3.2 percent
increase from the prior year’s quarterly dividend rate, will be paid on
March 9, 2001, to shareholders of record on February 16, 2001.
Comparative quarterly cash dividends paid in 2000 and 1999 were
$0.155 and $0.15 per share, respectively.

Management’s Analysis of Cash Flows*

During 2000, the Company generated $146,195 in cash from operat-
ing activities, compared with $188,585 in 1999 and $177,238 in
1998. In addition to net income of $136,919 adjusted for depreciation,
amortization and minority interest of $71,720, decreases in deferred
income taxes, accounts payable (net of the European acquisition),
deferred income and increases in other certain assets and liabilities
decreased cash provided by operations. Cash was utilized in opera-
tions to reduce accounts payable, maintain adequate inventory levels
and to organize the operations of the European acquisition. Expressed
as a percentage of total assets employed, the Company’s cash yield
from operations was 9.2 percent in 2000, 14.5 percent in 1999 and
17.6 percent in 1998.

Net cash generated from operating and financing activities in 2000
was used to reinvest $215,357 in assets of the Company, compared
with $281,800 in 1999 and $96,509 in 1998. The Company returned
$44,271 to shareholders in the form of cash dividends paid during
2000, which was a 6.2 percent increase from 1999 and a 14.6 percent
increase from 1998,

OTHER BUSINESS INFORMATION

Subsequent Events

On January 5, 2001, the Company announced the closing of the
Staunton, Virginia manufacturing facility. The closing is estimated to be
completed by the end of the first quarter of 2001. The decision to close
the facility coincides with the streamlining of the Company’s manufac-
turing operations in North America in order to balance capacity among
global facilities. The facility was opened in 1997 for precision sheet
metal processing for ATM components. The Lynchburg, Virginia facility
will continue to perform this process for the Company. Some of the
equipment used at the Staunton facility will replace older equipment at
facilities in Lynchburg and Sumter, South Carolina.

Closing costs to be incurred during the first quarter of 2001 are esti-
mated at $2,500 to $3,000 and include closure of the facility, transfer
of equipment as well as separation packages and outplacement serv-
ices offered to employees.



New Accounting Pronouncements

In December 1999, the Securities and Exchange Commission (*SEC")
issued Staff Accounting Bulletin (“SAB") No. 101, “Revenue
Recognition.” SAB 101 does not change existing accounting literature
On revenue recognition, but rather explains the SEC staff's general
framework for revenue recognition. SAB 101 states that changes in
accounting to apply the guidance in SAB 101 may be accounted for as
a change in accounting principle. Through issuance of SAB 101B, the
change in accounting principle must be recorded by the fourth quarter
2000. The Company has reviewed its revenue recognition practices in
conjunction with SAB 101 and 101B requirements. The Company has
adopted this bulletin in 2000, which has had no material effect on the
Company's results of operations or statement of financial position.

In June 1998, the Financial Accounting Standards Board (*FASB")
issued Statement of Financial Accounting Standards ("SFAS") No. 133,
“Accounting for Derivative Instruments and Hedging Activities,” which
establishes accounting and reporting standards for derivative instru-
ments and hedging activities. It requires that an entity recognize all
derivatives as either assets or liabilities in the statement of financial
position and measure those instruments at fair value. The Company
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will adopt SFAS No. 133 as required for its first quarterly filing of
fiscal year 2001. It is expected that the adoption will not have a
material effect on the Company'’s results of operation or statement
of financial position.

Realignment and Special Charges

As of December 31, 1999, the Company completed its realignment
plan originally announced in the second quarter of 1998. Under the
realignment plan in 1998, the Company recorded realignment and
special charges of $61,117 ($41,850 after-tax or $0.60 per diluted
share). The majority of the realignment charge related to three areas:
the ending of the InterBold joint venture with I1BM, the exiting of the
manufacturing and distribution channel for certain low-end seif-service
terminal products and the exiting of the proprietary electronic security
business. The realignment charge was made up of two components:

a special charge of $9,864 primarily for the write-off of inventory from
exited lines of business and a realignment charge of $51,253 for all
other realignment costs. In December 1999, the realignment plan con-
cluded and the remaining accrual of $3,261, which primarily repre-
sented employee associate costs that were not utilized, was brought
back through income.



Consolidated Balance Sheets
December 31, 2000 and 1999
[DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS]

ASSETS
Current assets
Cash and cash equivalents
Short-term investments
Trade receivables less allowances of $12,093 for 2000 and $9,221 for 1999.
Notes receivable
Inventories
Finance receivables
Deferred income taxes
Prepaid expense and other current assets

Total current assets

Securities and other investments
Property, plant and equipment, at cost
Less accumulated depreciation and amortization

Deferred income taxes
Finance receivables
Goodwill

Other assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Notes payable

Accounts payable

Estimated income taxes

Accrued insurance

Deferred income

Other current liabilities

Total current liabilities

Bonds payable
Pensions and other benefits
Postretirement benefits and other benefits
Minority interest
Commitments and contingencies
Shareholders’ equity
Preferred Shares, no par value, authorized
1,000,000 shares, none issued
Common Shares, par value $1.25;
Authorized 125,000,000 shares;
issued 72,019,205 and 71,482,997 shares, respectively
outstanding 71,547,232 and 71,096,290 shares, respectively
Additional capital
Retained earnings
Treasury shares, at cost (471,973 and 386,707 shares, respectively)
Accumulated other comprehensive income
Other

Total shareholders' equity

See accompanying Notes to Consclidated Financial Statements.

26 OF 46

2000 1999

$ 65184 $ 27,299
61,328 57,348
363,571 312,506
13,663 13,287
205,567 169,785
35,101 19,592
17,232 27,022
42,717 21,097
804,363 647,936
123,224 175,232
363,493 320,640
188,547 159,916
174,946 160,724
6,044 12,638
94,364 83,804
296,101 160,073
86,385 58424
$1,585,427 $1,298,831
$ 263,609 $ 117,450
111,055 96,351
5,594 13,568
13,365 16,299
59,242 83,319
113,927 50,430
566,792 382,407
20,800 20,800
28,386 24,309
28,123 22,497
5,260 4,423
90,024 89,354
98,530 87,169
784,063 691,415
(15,944) (13,644)
(12,658) (5,865)
(7,949) (4,034)
936,066 844,395
$1,585,427 $1,298,831




Consolidated Statements of Income
Years ended December 31, 2000, 1999 and 1998
[ DOLLARS tN THOUSANDS, EXCEPT PER SHARE AMOUNTS]

2000 1999 1998

Net sales
Products $1,069,405 $ 757,246 $ 750,161
Services , 674,203 501,931 435,546

1,743,608 1,259,177 1,185,707

Cost of sales

Products ) 697,562 444,732 462,788
Special charges —_ — 9,864
Services 486,891 357,633 306,805
1,184,453 802,365 779,457
Gross profit . 559,155 456,812 406,250
Selling and administrative expense 274,507 221,393 194,535
Research, development and engineering expense 55,693 50,507 54,215
In-process research and development ' — 2,050 —
Realignment charges - — (3,261) 51,253
330,200 270,689 300,003
Operating profit 228,955 186,123 106,247
Other income (expense) _
Investment income 18,242 22,961 18,587
Interest expense (17,681) (3,611) (743)
Miscellaneous, net (22,119) (2,966) (2,441)
Minority interest (3,040) (1,169) (1,843)
Income before taxes 204,357 201,338 119,807
Taxes on income 67,438 72,482 43,659
Net income ' $ 136,919 $ 128856 $ 76,148
Basic weighted-average number of shares 71,296 69,359 68,960
Diluted weighted-average number of shares 71,479 69,562 69,310
Basic earnings per share $ 192 % 186 $ 1.10
Diluted earnings per share $ 192 % 18 $ 1.10

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Shareholders’ Equity
Years ended December 31, 2000, 1999 and 1998

[ DOLLARS IN THOUSANDS]

Balance, January 1, 1998
Net income

Translation adjustment

Pensions

Unrealized loss on
investment securities

Other comprehensive income
Comprehensive income

~ Stock options exercised
Unearned compensation
Dividends declared and paid
Treasury shares

Balance, December 31, 1998
Net income

Translation adjustment

Pensions

Unrealized loss on
investment securities

Other comprehensive income
Comprehensive income

Stock options exercised
Unearned compensation
Performance shares

Procomp and Nexus acquisitions

Dividends declared and paid
Treasury shares

Balance, December 31, 1999
Net income

Translation adjustment
Pensions

Unrealized loss on
investment securities

Other comprehensive income
Comprehensive income
Stock options exercised
Unearned compensation
Performance shares

Dividends dectared and paid
Treasury shares

Balance, December 31, 2000

Accumulated
Other
Common Shares Additional Retained Treasury Comprehensive Comprehensive
Number Par Value Capital Earnings Shares Income Income Other Total
69,275,714 $86595 $38,247 $566,710 $ (12,882) $ (9,703) $ (386) $ 668,581
76,148 $ 76,148 76,148
150 150
(2,797) (2,797)
(452) (452)
(3,099) (3,099)
$ 73,049
208,031 260 4,538 4,798
10,738 13 511 (163) 361
(38,631) (38,631)
(15) (9,020) (9,035%)
69,494,483 $86,868 $43,281 $604,227 $(21,902) $(12,802) $ (549) $699,123
128,856 $ 128,856 128,856
9,558 9,558
614 614
(3,235) (3,235)
6,937 6,937
$ 135,793
108,104 134 1,018 2,052
149,799 188 3,933 (3,485) 636
20,397 26 686 712
1,710,214 2,138 37,351 9,487 48,976
(41,668) (41,668)
(1,229) (1,229)
71,482997 $89,354 $87,169 $691,415 $(13,644) $ (5,865) $(4,034) $ 844,395
136,919 $136,919 136,919
(7,904) (7,904)
1,507 1,507
(396) (396)
_ (6793)  (6,793)
$ 130,126
273,238 343 5,444 5,787
247,635 308 5,683 (3,915) 1,976
15,335 19 334 353
(44,271) (44,271)
(2,300) (2,300)
72,019,205 $90,024 $98,530 $784,063 $(15,944) $(12,658) $(7,949) $936,066

See accompanying Notes to Consolidated Financial Statements.
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Consolidated Statements of Cash Flows
Years ended December 31, 2000, 1999 and 1998
[DOLLARS IN THOUSANDS]

2000 1999 1998
Cash flow from operating activities:
Net income $ 136,919 $ 128,856 $ 76,148
Adjustments to reconcile net income to cash provided by operating activities:
Minarity share of income 3,040 1,169 1,843
Depreciation 35,901 34,709 25,649
Other charges and amortization 32,779 17,557 13,891
Goodwill written off under realignment plan —_ — 23,001
Deferred income taxes 15,305 8,505 (4,192)
Loss on disposal of assets, net 3,971 5,188 1,963
Loss {gain) on sale of investments, net 127 257 (232)
Cash provided (used) by changes in certain assets and liabilities:
Trade receivables {5,628) (16,077) 35,994
Inventories (7,003) (4,634) 202
Prepaid expenses and other current assets (18,933) 19,821 1,477
Accounts payable (20,485) (31,048) (14,162)
Other certain assets and liabilities (29,798) 24,282 15,656
Net cash provided by operating activities 146,195 188,585 177,238
Cash flow from investing activities:
Payments for acquisitions, net of cash acquired (143,332) (159,026} —
Proceeds from maturities of investments 67,617 45,521 41,438
Proceeds from sales of investments 11,446 60,427 599
Payments for purchases of investments (35,642) (142,169) (78,348)
Capital expenditures (42,694) (40,341) (30,768)
Increase in net finance receivables (26,069) (17,967) (10,900)
Increase in other certain assets (46,683) (28,245) (18,530)
Net cash used by investing activities (215,357) (281,800) (96,509)
Cash flow from financing activities:
Dividends paid (44,271) (41,668) (38,631)
Notes payable borrowings 301,130 117,450 —
Notes payable repayments (156,321) — —
Distribution for purchase of IBM’s share of minority interest in interBold — — (16,141)
Distribution of affiliate’s earnings to minority interest holder (590) (1,000) —
Issuance of Common Shares 9,399 3,908 4,612
Repurchase of Common Shares (2,300) (1,229) (8,325)
Other — 513 —_
Net cash provided (used) by financing activities , 107,047 77,974 (58,485)
Increase (decrease) in cash and cash equivalents 37,885 (15,241) 22,244
Cash and cash equivalents at the beginning of the year . 27,299 42,540 20,296
Cash and cash equivalents at the end of the year $ 65,184 $ 27,299 $ 42,540
Cash paid for:
Income taxes $ 57,862 $ 55,307 $ 38,997
Short-term interest 14,199 1,427 —
Long-term interest 877 682 743
Significant noncash items:
Share issuance for acquisition of Procomp $ — $ 41,953 $ —
Share issuance for acquisition of Nexus — 7,023 —

See accompanying Notes to Consolidated Financial Statements.
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Notes to Consolidated Financial Statements
[ DOLLARS 1N THOUSANDS, EXCEPT PER SHARE AMOUNTS]

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation

The Consolidated Financial Statements include the accounts of the
Company and its wholly and majority-owned subsidiaries. All signifi-
cant intercompany accounts and transactions have been eliminated.

Statements of Cash Flows

For the purposes of the Consolidated Statements of Cash Flows, the
Company considers all highly liquid investments with a maturity of
three months or less at the time of purchase to be cash equivalents.

International operations

The Company translates the assets and liabilities of its non-U.S. subsidiaries
at the exchange rates in effect at year-end and the results of operations at
the average rate throughout the year. The translation adjustments are
recorded directly as a separate component of shareholders’ equity, while
transaction gains (losses) are included in net income. Sales to customers
outside the United States approximated 42.8 percent of net sales in 2000,
25.4 percentin 1999, and 25.1 percent in 1998.

Financial instruments

The carrying amount of financial instruments including cash and cash
equivalents, trade receivables and accounts payable approximated fair
value as of December 31, 2000 and 1999, because of the relatively
short maturity of these instruments.

Trade receivables and revenue recognition

Revenue is generally recognized based on the terms of the sales con-
tracts. The majority of sales contracts for products are written with sell-
ing terms “F.0.B. factory.” However, certain sales contracts may have
other terms such as “F.0.B. destination” or “upon installation.” The
Company recognizes revenue on these contracts when the appropriate
event has occurred. The equipment that is sold is usually shipped and
installed within one year. Installation that extends beyond one year is
ordinarily attributable to causes not under the control of the Company.
Service revenue is recognized in the period service is performed and
subject to the individual terms of the service contract.

The concentration of credit risk in the Company's trade receivables
with respect to the banking and financial services industries is sub-
stantially mitigated by the Company's credit evaluation process, rea-
sonably short collection terms and the geographical dispersion of sales
transactions from a large number of individual customers. The
Company maintains allowances for potential credit losses, and such
losses have been minimal and within management’s expectations.

Inventories
Inventories are valued at the lower of cost or market applied on a first-
in, first-out basis. Cost is determined on the basis of actual cost.

Investment securities

Investments in debt and equity securities with readily determinable fair
values are accounted for at fair value. The Company’s investment port-
folio is classified as available-for-sale.
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Depreciation and amortization

Depreciation of property, plant and equipment is computed using the
straight-line method for financial statement purposes. Accelerated
methods of depreciation are used for federal income tax purposes.
Amortization of leasehold improvements is based upon the shorter of
original terms of the lease or life of the improvement.

Research and development
Total research and development costs charged to expense were
$52,028, $42,975, and $42,946 in 2000, 1999 and 1998, respectively.

In-process research and development

Associated with the acquisition of Nexus Software, Inc. in the last
quarter of 1999, the Company wrote off $2,050 of in-process research
and development.

Advertising Costs

Advertising Costs are expensed as incurred. Total advertising costs
charged to expense was $13,913, $13,747 and $11,806 in 2000,
1999 and 1998, respectively.

Other assets

Other assets consist primarily of pension assets, computer software,
customer demonstration equipment, deferred tooling and certain other
assets. These assets are stated at cost and, if applicable, are amortized
ratably over a period of three to five years.

Goodwill

Goodwill is the costs in excess of the net assets of acquired businesses.
These assets are stated at cost and are amortized ratably over a period
not exceeding 20 years. The Company pericdically monitors the value of
goodwill by assessing whether the asset can be recovered over its
remaining useful life through undiscounted cash flows generated by the
underlying businesses. If it is determined that the carrying value of good-
will will not be recovered from the undiscounted future cash flows of the
acquired business, the carrying value would be considered impaired and
reduced by a charge to operations in the amount of the impairment. An
impairment charge is measured as any deficiency in the amount of esti-
mated undiscounted future cash flows of the acquired business available
to recover the carrying value related to goodwill.

Deferred income

Deferred income is largely related to service contracts and is recog-
nized for customer service billings in advance of the period in which
the service will be performed and is recognized in income on a
straight-line basis over the contract period.

Stock-based compensation .
Compensation cost is measured on the date of grant only if the current
market price of the underlying stock exceeds the exercise price. The
Company provides pro forma net income and pro forma net earnings per
share disclosures for employee stock option grants made in 1995 and
subsequent years as if the fair value based method had been applied.



Taxes on income

Deferred taxes are provided on a liability method whereby deferred tax
assets are recognized for deductible temporary differences and operat-
ing loss carryforwards and deferred tax liabilities are recognized for
taxable temporary differences. Temporary differences are the differ-
ences between the reported amounts of assets and liabilities and their
tax bases. Deferred tax assets are reduced by a valuation allowance
when, in the opinion of management, it is more likely than not that
some portion or all of the deferred tax assets will not be realized.
Deferred tax assets and liabilities are adjusted for the effects of
changes in tax laws and rates on the date of enactment.

Earnings per share

Basic earnings per share are computed by dividing income available to
common shareholders by the weighted-average number of common
shares outstanding for the period. Diluted earnings per share reflect
the potential dilution that could occur if common stock equivalents
were exercised and then shared in the earnings of the Company.

Comprehensive income

The Company displays comprehensive income in the Consolidated
Statements of Shareholders’ Equity and accumulated other comprehen-
sive income separately from retained earnings and additional paid-in-
capital in the Consolidated Balance Sheets and Statements of
Shareholders’ Equity. items considered to be other comprehensive
income include adjustments made for foreign currency translation (under
SFAS 52), pensions (under SFAS 87) and unrealized holding gains and
losses on available-for-sale securities (under SFAS 115).

Accumulated other comprehensive income (loss) balances for 2000,
1999 and 1998 for foreign currency translations were $(7,440), $464
and $(9,094), for Pensions were $(1,995), $(3,502) and $(4,116), and
for unrealized holding gains/(losses) on investment securities were
$(3,223), $(2,827) and $408, respectively. The related tax (expense)
or benefit for adjustments to accumulated other comprehensive
income for 2000, 1999 and 1998 for pensions were $(330), $(331),
and $1,506 and for unrealized holding gains/(losses) on investment
securities were $(269), $1,742, and $243, respectively. Translation
adjustments are not booked net of tax. Those adjustments are
accounted for under the indefinite reversal criterion of APB Opinion
23, "Accounting for Income Taxes—Special Areas.”

Use of estimates in preparation of Consolidated Financial Statements
The preparation of the Consolidated Financial Statements in conformity
with generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities
at the date of the Consolidated Financial Statements and the reported
amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. '

Reclassifications
The Company has reclassified the presentation of certain prior-year
information to conform with the current presentation format.
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NOTE 2: RELATED PARTY TRANSACTIONS

InterBold joint venture

The Consolidated Financial Statements for the period of January 1
through January 27, 1998, include the accounts of InterBold, a joint
venture between the Company and IBM. The joint venture provided
ATMs and other financial self-service systems worldwide.

On January 27, 1998, Diebold completed its purchase of IBM’s 30 per-
cent minority interest in interBold for $16,141.

NOTE 3: INVESTMENT SECURITIES

At December 31, 2000 and 1999, the investment portfolio was classi-
fied as available-for-sale. The marketable debt and equity securities
are stated at fair value. The fair value of securities and other invest-
ments is estimated based on quoted market prices.

The Company’s investment securities, excluding insurance contracts,
at December 31, are summarized as follows:

Amortized Unrealized

Cost Basis Gain (Loss) Fair Value
As of December 31, 2000
Short-term investments
due within one year:
Tax-exempt municipal bonds $43,360 $ (410) $ 42,950
Certificates of deposit and
other investments 18,378 — 18,378
$61,738 $ (410) $61,328

Securities and other investments
due after one through five years:
Tax-exempt municipal bonds
Equity securities

$54,611 $ 84 $54,695
24,898 (3,256) 21,642

$79,509 $(3,172) $76,337

As of December 31, 1999
Short-term investments
due within one year:
Tax-exempt municipal bonds
Certificates of deposit and
other investments

$20897 $ (38 $ 20859

36,489 — 36,489
$5738 $ (38 $ 57348

Securities and other investments
due after one through five years:

Tax-exempt municipal bonds ~ $107,808  $(1,468) $106,340
Equity securities 32,236 (2,844) 29,392
$140,044  $(4,312) $135,732

Realized gains (losses) from sale of securities were $(3,183), $1,451
and $289 in 2000, 1999 and 1998, respectively. Proceeds from the
sale of available-for-sale securities were $11,446, $60,427 and $599
in 2000, 1999 and 1998, respectively. Gains and losses are deter-
mined using the specific identification method.



NOTE 4: INVENTORIES

Maijor classes of inventories at December 31 are summarized as follows:

2000 1999

Finished goods and service parts $ 63,855 $ 55,433
Work in process 130,578 114,300
Raw materials 11,134 52
$205,567 $169,785

NOTE 5: PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment at December 31, together with annua!
depreciation and amortization rates, consisted of the following:

Annual

2000 1999 Rates
Land and land improvements $ 7554 $ 7,275 5-20%
Buildings 73,077 64,181 2-34%

Machinery, equipment

and rotatable spares 261,583 236,531 15-40%
Leasehold improvements 5,183 4,506 Lease Term

Construction in progress 16,096 8,147 —

$363,493 $320,640

NOTE 6: FINANCE RECEIVABLES

The components of finance receivables for the net investment in sales-
type leases are as follows:

2000 1999
Total minimum lease receivable $153,298 $121,266
Estimated unguaranteed residual values 7,131 5,587
160,429 126,853

Less:
Unearned interest income (28,632) (21,750)
Unearned residuals (2,332) (1,707)
(30,964) (23,457)

$129,465 $103,396

Future minimum lease receivables due from customers under sales-
type leases as of December 31, 2000, are as follows:

2001 $ 40,211
2002 37,483
2003 31,909
2004 23,890
2005 15,464
Thereafter 4,341

$153,298
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NOTE 7: SHORT-TERM FINANCING

The Company’s short-term financing is as follows:

2000 1999
Revolving US$ loans $185,592 $117,450
Revolving EURO loans! 70,813 —_
Revolving Australian dollar loans? 7,204 —

$263,609 $117,450
+ 75,000 Euro (EURY) borrawing translated at the applicable 12/31/2000 spot rate.
212,900 Australian (AUD) dollar borrowing translated at the applicable 12/31/2000 spot rate.

The Company has available credit faciiities with domestic and foreign
banks for various purposes. The amount of available committed loans at
December 31, 2000 was $14,400 and EUR 25,000 ($23,600 transiated).

In addition, an uncommitted AUD 4,100 ($2,300 translated) line of
credit remains available as well as an unused $25,000 line of credit.

The average short-term rate on the bank credit lines was 6.72 percent
and 6.69 percent at December 31, 2000 and 1999, respectively.
Interest on short-term financing charged to expense for the year ended
December 31, 2000 was $12,530, EUR 2,683 (translation $2,533)
and AUD 573 (translation $320) and for 1999 was $2,112.

The Company's short-term financing agreements contain various
restrictive covenants, including debt to capitalization and interest cov-
erage ratios. As of December 31, 2000, the Company is in compgliance
with all restrictive covenants. '

NOTE 8: REALIGNMENT AND SPECIAL CHARGES

In the second quarter of 1998, the Company recognized realignment
and special charges of $61,117 ($41,850 after-tax or $0.60 per diluted
share) in connection with a corporate-wide realignment program.

As expected the realignment plan concluded as of December 31, 1999.
At the conclusion of the plan, $3,261 of the original realignment
accrual was brought back through income due to less than expected
costs for lower than expected contractual lease obligations, and for
lower than expected job eliminations.

Realignment exit costs were accounted for under EITF 94-3, “Liability
Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (Including Certain Costs Incurred in a
Restructuring.)” Long-lived asset impairments were accounted for
under Statement of Financial Accounting Standards (SFAS) No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-
Lived Assets to Be Disposed of.” Inventory charges were taken when it
was determined that the utility, as a resuit of the realignment decisions,
was less than the costs for the affected inventory. Special charges of
$9,864 mainly represent the write-off of inventory for exited businesses
and all other realignment charges of $51,253 were recognized as a
separate operating expense in the Consolidated Statements of Income.



Elements of the realignment and special charges were divided into
three categories: Facility closing and write-down of assets, employee
costs and other exit costs. Facility closing and write-down of assets
costs were estimated to be $40,343. Items included in this category
were certain impaired intangible assets, mainly relating to the separa-
tion from IBM in the InterBold joint venture in 1998, manufacturing
assets relating to exited businesses, redundant inventory of exited
businesses and contractual costs to exit leased facilities. North
American facilities were consolidated and several facilities were closed
under the realignment program.

Termination pay and separation costs were estimated to be $8,269.
More than 600 employees were estimated to be terminated, and at the
conclusion of the realignment plan as of December 31, 1999, 560 jobs
had been eliminated. The estimated costs in this category inciuded the
termination pay, job outplacement and fringe benefit costs for each
eliminated job. Terminations came from all areas of the Company.

Other exit costs under the realignment program were estimated to
be $12,505. These costs included legal, insurance and commun-
ications costs and the write-off of accounts receivable relating to
exited businesses. :

Assets relating to the realignment were written down or scrapped.
Costs from the realignment were paid from operating funds over the
term of the realignment plan. The entire realignment plan was com-
pleted as of December 31, 1999,

The following table shows the realignment charge and accrual and all
activity through December 31, 2000:

Facility Closing
and Write-down Employee Other
of Assets Costs Exit Costs Total

Original realighment

charge at

commencement

of plan $40,343 $8269 $ 12,505 $61,117
Write-off of intangibles '

and long-lived

assets under

SFAS 121 (24,857) — —_ (24,857)
Beginning accrual at

commencement

of Plan 15,486 8,269 12,505 36,260
1998 activity (13,409) (3,693) (7,910) (25,012)
Balance at

December 31,1998% 2,077 $4576 $ 4,595 $11,248
1999 activity (1,849) (1,543) (4,595) (7,987)
Remaining realignment

accrual taken back .

into income (228) (3,033) — (3,261)
Balance at

December 31,1999 § —  $ - 3 — 3 —
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NOTE 9: BONDS PAYABLE
Bonds payable at December 31 consisted of the following:

2000 1999

Industrial Development Revenue
Bond due January 1, 2017
Industrial Development Revenue

Bond due April 1, 2017
industrial Development Revenue
Bond due June 1, 2017

$ 5800 $ 5800
7,500 7,500

7,500 7,500
$20,800  $20,800

In 1997, three industrial development revenue bonds were issued on
behalf of the Company. The proceeds from the bond issuances were
used to construct new manufacturing facilities in Danville and
Staunton, Virginia and Lexington, North Carolina. The Company guar-
anteed the payments of principal and interest on the bonds by obtain-
ing letters of credit. Each industrial development revenue bond carries
a variable interest rate, which is reset weekly by the remarketing
agents. The bonds can be called at any time. The Company is in com-
pliance with the covenants of its joan agreements and believes that the
covenants will not restrict its future operations.

Interest paid on these bonds charged to expense was $877 in 2000,
$682 in 1999 and $743 in 1998,

NOTE 10: SHAREHOLDERS' EQUITY

On the basis of amounts declared and paid, the annualized quarterly div-
idends per share were $0.62 in 2000, $0.60 in 1999 and $0.56 in 1998.

In the following chart, the Company provides net income and basic
earnings per share reduced by the pro forma amounts calculating
compensation cost for the Company’s fixed stock option plan under the
fair value method. The fair value of each option grant was estimated on
the date of grant using the Black-Scholes option-pricing mode! with the
following assumptions for 2000, 1999 and 1998, respectively: risk-free
interest rates of 6.4, 5.1 and 4.7 percent; dividend yield of 1.6, 1.4 and
1.8 percent; volatility of 31, 33 and 24 percent; and average expected
lives of six years for management and four years for executive manage-
ment and nonemployee directors. Pro forma net income reflects only
options granted since January 1, 1995.

2000 1999 1998
Net income
As reported $136,919 $128,856 $76,148
Pro forma $135,048 $127,498 $73,822
Earnings per share
As reported
Basic $ 192 $ 18 $ 110
Diluted $ 192 $ 18 $ 110
Pro forma
Basic $ 18 $ 184 § 107
Difuted $ 18 $ 18 $ 107




Fixed stock options

Under the 1991 Equity and Performance Incentive Plan (1991 Plan),
Common Shares are available for grant of options at a price not less than
85 percent of the fair market value of the Common Shares on the date of
grant. The exercise price of options granted since January 1, 1995, was
equal to the market price at the grant date, and accordingly, no compen-
sation cost has been recognized. In general, options are exercisable in
cumulative annual installments over five years, beginning one year from
the date of grant.-The number of Common Shares that may be issued or
delivered pursuant to the 1991 Plan is 6,265,313, of which 4,406,839
shares were available for issuance at December 31, 2000. The 1991
Plan will expire on April 2, 2001. The 1991 Plan replaced the Amended

and Extended 1972 Stock Option Plan (1972 Plan), which expired by its

terms on April 2, 1992. All final options under the 1972 Plan were exer-
cised in 2000 and the 1972 Plan was deregistered.

Under the 1997 Milestone Stock Option Plan (Milestone Plan), options
for 100 Common Shares were granted to all eligible salaried and hourly
employee. The exercise price of the options granted under the
Milestone Plan was equal to the market price at the grant date, and
accordingly, no compensation cost has been recognized. In general, all
options are exercisable beginning two years from the date of grant. The
number of Common Shares that may be issued or delivered pursuant
to the Milestone Plan is 600,000 of which 533,300 shares were avail-
able for issuance at December 31, 2000. The Milestone Plan will
expire on March 2, 2002.

The following is a summary with respect to options outstanding at December 31, 2000, 1999 and 1998, and activity during the years ending on those dates:

1999 1998
Weighted-Average Weighted-Average Weighted-Average
Shares Exercise Price Shares Exercise Price Shares Exercise Price
Qutstanding at the beginning of year 2,216,171 $31 1,989,032 $30 2,121,223 $27
Options granted 500,294 24 412,197 34 271,150 47
Options exercised (234,116) 14 (112,698) 12 (208,031) 13
Options expired or forfeited (77,244) 35 (72,360) 40 (195,310) 39
Outstanding at the end of year 2,405,105 $31 2,216,171 $31 1,989,032 $30
Options exercisable at end of year 1,577,672 1,378,795 780,967
Weighted-average fair value of options granted
during the year $8 $10 $12
The following table summarizes pertinent information regarding fixed stock options outstanding and options exercisable at December 31, 2000:
Options Exercisable

Options Outstanding

Weighted-Average

Number Remaining Number
of Options Contractual Life Weighted-Average of Options Weighted-Average
. Range of Exercise Prices Outstanding (IN YEARS) Exercise Price Exercisable Exercise Price
$ 6-26 36,701 0.25 $ 19 36,701 $ 19
9-42 574,991 1.23 39 570,487 39
13-40 94,548 2.12 20 84,548 17
17-32 102,675 3.14 19 81,606 18
15-29 148,785 418 19 114,660 - 16
24-25 223,275 5.07 24 200,805 24
34-38 209,280 6.08 38 168,075 38
29-48 201,450 7.08 47 129,300 47
29-35 362,800 8.07 35 154,490 35
23-32 450,600 9.15 24 37,000 23
2,405,105 5.30 $31.44 1,577,672 $32.31

Restricted share grants

The 1991 Plan also provides for the issuance of restricted shares to
certain employees. Qutstanding shares granted at December 31,
2000, totaled 389,182 restricted shares. The shares are subject to for-
feiture under certain circumstances. Unearned compensation repre-
senting the fair market value of the shares at the date of grant will be
charged to income over the three-to-seven-year vesting period.
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Performance share grants

The 1991 Plan also provides for the issuance of Common Shares
based on certain management objectives achieved within a specified
performance period of at least one year as determined by the Board
of Directors. The management objectives for the period ended
December 31, 2000, were set in January 1998.



Based on performance, no payout was made in 2001. No performance
share grants were made in 2000 because the executive compensation
program was reevaluated. Interim awards of restricted shares with per-
formance measures were made.

The compensation cost that has been charged against income for its
performance-based share grant plan was $116, $(1,712) and $2,280
in 2000, 1999 and 1998, respectively.

Rights and Agreement

On January 28, 1929 the Board of Directors announced the adoption of
a new Rights Agreement that provided for Rights to be issued to share-
holders of record on February 11, 1999. The description and terms of
the Rights were set forth in the Rights agreement, dated as of

February 11, 1999, between the Company and the Bank of New York, as
Agent. Under the Rights Agreement, the Rights trade together with the
Common Shares and are not exercisable. In the absence of further
Board action, the Rights generally will become exercisable and allow the
holder to acquire Common Shares at a discounted price if a person or
group acquires 20 percent or more of the outstanding Common Shares.
Rights held by persons who exceed the applicable threshold will be void.
Under certain circumstances, the Rights will entitle the holder to buy
shares in an acquiring entity at a discounted price. The Rights
Agreement also includes an exchange option. In general, after the Rights
become exercisable, the Board of Directors may, at its option, effect an
exchange of part or all of the Rights (other than Rights that have become
void) for Common Shares. Under this Option, the Company would issue
one Common Share for each Right, subject to adjustment in certain cir-
cumstances. The Rights are redeemable at any time prior to the Rights
becoming exercisable and will expire on February 11, 2009, unless
redeemed or exchanged earlier by the Company.
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NOTE 11: EARNINGS PER SHARE
[IN THOUSANDS EXCEPT PER SHARE AMOUNTS]

The following data show the amounts used in computing earnings per
share and the effect on the weighted-averaged number of shares of
dilutive potential common stock.

2000 1999 1998

Numerator:
Income available to Common
shareholders used in basic

and diluted earnings per share $136,919 $128,856  $76,148
Denominator:
Weighted-average number of

Common Shares used in basic

earnings per share 71,296 69,359 68,960
Effect of dilutive fixed stock options

and performance shares 183 203 350
Weighted-average number of

Common Shares and dilutive

potential Common Shares used

in diluted earnings per share 71,479 69,562 69,310
Basic earnings per share $ 192 $ 18 $ 110
Diluted earnings per share $ 192 $ 18 $ 110

Fixed stock options on 1,383 Common Shares in 2000 and 1,377
Common Shares in 1999 were not included in computing diluted earn-
ings per share, because their effects were‘antidilutive.

NOTE 12: PENSION PLANS AND POSTRETIREMENT BENEFITS

The Company has several pension plans covering substantially all
domestic employees. Plans covering salaried employees provide pen-
sion benefits that are based on the employee’s compensation during
the 10 years before retirement. The Company's funding policy for those
plans is to contribute annually at an actuarially determined rate. Plans
covering hourly employees and union members generally provide ben-
efits of stated amounts for each year of service. The Company'’s fund-
ing policy for those plans is to make at least the minimum annual
contributions required by applicable regulations.

Employees of the Company’s operations in foreigh countries participate
to varying degrees in local pension plans, which in the aggregate are
not significant.

Approximately 90 percent of the plan assets at September 30, 2000
and 1999 were invested in listed stocks and investment grade bonds.

Minimum liabilities have been recorded in 2000 and 1999 for the
plans whose total accumulated benefit obligation exceeded the fair
value of the plan’s assets.

In addition to providing pension benefits, the Company provides health-
care and life insurance benefits for certain retired employees. Eligible
employees may be entitled to these benefits based upon years of
service with the Company, age at retirement and collective bargaining



agreements. Presently, the Company has made no commitments to
increase these benefits for éxisting retirees or for employees who may
become eligible for these benefits in the future. Currently there are no
plan assets and the Company funds the benefits as the claims are paid.

The effect of a one-percentage-point annual increase in the assumed
healthcare cost trend rate would increase the service and interest cost
components of the healthcare benefits by $108, while a one-percentage-
point decrease in the trend rate would decrease the service and interest

components of the healthcare benefits by $96.

The'postretirement benefit obligation was determined by application of
the terms of medical and life insurance plans together with relevant actu-
arial assumptions and healthcare cost trend rates projected at annual
rates declining from 7.0 percent in 2000 to 4.5 percent through the year
of 2005 and remain at that level thereafter. The effect of a one-percentage-
point annual increase in these assumed healthcare cost trend rates
would increase the healthcare accumulated postretirement benefit obli-
gation by $1,994, while a one-percent decrease in the trend rate would
decrease the accumulated postretirement benefit obligation by $1,768.

The following table sets forth the change in benefit obligation, change in plan assets, the funded status, the Consolidated Balance Sheet presentation
and the relevant assumptions for the Company’s defined benefit pension plans and health and life insurance postretirement benefits at December 31:

Change in benefit obligation

Benefit obligation at beginning of year
Service cost

Interest cost

Assumption change

Liability (gain)/loss

Benefits paid

Expenses paid

Other

Benefit obligation at end of year
Change in plan assets

Fair value of plan assets at beginning of year
Employer contributions

Benefits paid

Expenses paid

Investment return

Fair value of plan assets at end of year
Funded status

Funded status

Unrecognized net (gain)/ioss

Prior service costs not yet recognized
Unrecognized net transition obligation

Prepaid (accrued) pension cost

Amounts recognized in Balance Sheet
Prepaid benefit cost

Accrued benefit liability

Intangible asset

Accumulated other comprehensive income

Net amount recognized
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Pension Benefits Health and Life Benefits
2000 1999 2000 1999
$ 240,229 $245,302 $ 20,554 $ 21,844
7,510 9,797 42 65
17,081 16,883 1,589 1,459
(16,991) (18,011) 5,550 (809)
496 (5,306) 570 (171)
(8,584) (8,077} (2,207) (1,834)
(297) (359) — —
928 —
$ 240,372 $240,229 $ 26,098 $ 20,554
$ 310,313 $261,208 $ — $ —_
1,381 503 2,207 1,834
(8,584) (8,077) (2,207) (1,834)
(297) (359)

55,596 57,038 — —
$ 358,409 $310,313 $ — $ —
$118,037  §$ 70,085  $(26,098)  $(20,554)

(112,614) (68,784) 2,570 (3,683)
5,764 5,201 — —

(6,687) (8,172) R —

$4,500 $ (1,670) $(23,528) $(24,237)
$ 23,492 $ 14,823 $ — $ —

(23,258) (21,863) (23,528) (24,237)
2,265 1,036 — —_
2,001 4,334 — —

$ 4,500 $ (1,670)  $(23,528) $(24,237)




Pension Benefits Health and Life Benefits

2000 1999 1998 2000 1999 1998
Net periodic pension benefit cost
Service cost $ 7,510 $ 9,797 $ 8,673 $ 42 $ 65 $ 53
I nterest cost 17,081 16,883 15,818 1,589 1,459 1,442
Expected return on assets (26,986) (21,800) (19,531) — — —
Transition (asset)/obligation recognition (1,485) (1,484) (1,484) — — -
Prior service cost amortization 965 1,062 1,062 —_ — —
Net (gain)/loss recognition (2,804) 608 326 (133) 47) (192)
Net periodic pension (benefit) cost $ (5,719) $ 5,066 $ 4,864 $1,498 $1,477 $1,303
Weighted-average assumptions as of September 30

valuation date

Discount rate 7.75% 7.50% 7.00% 7.75% 7.50% 7.00%
Long-term rate of return on plan assets 10.00% 9.25% 9.25% — — —
Rate of increase in compensation level 5.00% 5.00% 5.00% —_ — —

The projected benefit obligation, accumulated benefit obligation and
fair value of plan assets for the pension plans with accumulated benefit
obligations in excess of plan assets were $(46,018), $(42,934), and $0,
respectively, as of December 31, 2000 and $(39,398), $(37,087), and
$14,866, respectively, as of December 31, 1999. The amounts
included within other comprehensive income arising from a change in
the additional minimum pension liability, net of tax were $1,507 and
$614 in 2000 and 1999, respectively.

The Company offers an employee 401(k) Savings Plan (Savings Plan)
to encourage eligible employees to save on a regular basis by payroll
deductions, and to provide them with an opportunity to become share-
holders of the Company. Under the Savings Plan for the year ended
December 31, 2000, the Company matched 60 percent of a participating
employee’s first three percent of contributions and 30 percent of a
participating employee’s second three percent of contributions. Total
Company match in 2000, 1999, and 1998 was $7,155, $9,012, and
$9,338, respectively.

NOTE 13: LEASES

The Company’s future minimum lease payments due under operating
leases for real and personal property in effect at December 31, 2000
are as foliows:

: Real  Vehicles and
Expiring Total

" Estate Equipment

2001 $ 33436 $13,523 $19,913
2002 26,373 10,630 15,743
2003 19,618 9,478 10,140
2004 12,282 8,562 3,720
2005 7,993 7,754 239
Thereafter 7,585 7,584 1
$107,287 $57,531 $49,756

Rental expense for 2000, 1999 and 1998 under all lease agreements
amounted to approximately $36,361, $32,281, and $34,158, respectively.
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NOTE 14: INCOME TAXES

Income tax expense attributable to income from continuing operations
consists of:

2000 1999 1998
Federal and international
Current $48,584 $55,317  $38,656
Deferred 13,266 10,840 (272)
$61,850 $66,157 $39,384
State and local
Current $ 3,373  $ 4,176 $5,132
Deferred 2,215 2,149 (857)
5,588 6,325 4,275
Total income tax expense $67,438 $72,482  $43,659

in addition to the 2000 income tax expensé of $67,438, certain
deferred income tax benefits of $(60) were allocated directly to share-

holders' equity.

A reconciliation of the difference between the U.S. statutory tax rate
and the effective tax rate is as follows:

2000 1999 1998

Statutory tax rate 35.0% 35.0% 35.0%
State and local income taxes,

net of federal tax benefit 1.8 2.0 2.3
Realignment charges — — 3.3
Exempt income (2.6) 3.3) 4.2)
Insurance contracts (0.6) (0.2) (2.4)
Other (0.6) 25 2.4
Effective tax rate 33.0% 36.0% 36.4%




Deferred income taxes reflect the net tax effects of temporary differ-
ences between the carrying amount of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes.
Significant components of the Company’s deferred tax assets and lia-
bilities are as follows:

2000 1999
Deferred Tax Assets:
Postretirement benefits $17,017 $17,246
Accrued expenses 8,445 19,232

1,417 3,630
2,790 1,496
3,372 4,976
3,305 3,508
3,692 5,906

Inventory

Partnership income

Deferred revenue

Net operating loss carryforwards
State deferred taxes

Other 15,492 10,830
55,530 66,824

Valuation allowance (2,602) (2,646)
Net deferred tax assets $52,928 $64,178
Deferred Tax Liabilities:

Pension $10,451 $ 7,075
Amortization 987 716
Depreciation - 6,957 4,009
Finance receivables 7,231 7,277
Other 4,026 5,441
Net deferred tax liabilities 29,652 24,518
Net deferred tax asset $23,276  $39,660

At December 31, 2000, the Company's international subsidiaries had
deferred tax assets relating to net operating loss carryforwards of
$3,305, $1,974 of which expires in years 2001 through 2010, and
$1,331 of which has an indefinite carryforward period. The Company
recorded a valuation allowance to reflect the estimated amount of
deferred tax assets, which, more likely than not, will not be realized.
The valuation allowance relates to certain international net operating
losses and other international deferred tax assets.

NOTE 15: COMMITMENTS AND CONTINGENCIES

At December 31, 2000, the Company was a party to several lawsuits
that were incurred in the normal course of business, none of which
individually or in the aggregate is considered material by management
in relation to the Company’s financial position or results of operations.
While in management's opinion the financial statements would not be
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materially affected by the outcome of any present legal proceedings,
commitments, or asserted claims, management is aware of a claim by
the Internal Revenue Service concerning the deductibility of interest
related to loans from the Company’s corporate owned life insurance
(COL1) programs.

This claim represents an exposure for additional taxes of approximately
$17,600, excluding interest. Management is aware that both the U.S.
Tax Court and the United States District Court for the District of
Delaware have recently reached decisions disallowing the deduction of
interest on COLI loans of two similarly situated companies.

Notwithstanding these adverse court decisions, management believes
that the Company’s facts and circumstances are different from the
above cited court cases. The Company has made no provision for any
possible earnings impact from this matter because it believes it has a
meritorious position and will vigorously contest the IRS’ claim. In the
event the resolution of this matter is unfavorable, it may have a materi-
ally adverse effect on the Company'’s result of operations for the period
in which such unfavorable resolution occurs.

NOTE 16: SEGMENT INFORMATION

The Company has defined its segments into its three main sales chan-
nels: North American Sales and Service (NASS), International Sales
and Service (ISS) and Other, which combines several of the Company’s
smaller sales channels. These sales channels are evaluated based on
the following information presented: revenues-from customers, rev-
enues from intersegment transactions, and operating profit contribu-
tion to the total corporation. A reconciliation between segment
information and the Consolidated Financial Statements is also dis-
closed. All income and expense items below operating profit are not
allocated to the segments and are not disclosed. Revenue by geogra-
phy and revenue by product and service sotution are also disclosed.

The NASS segment sells financial and retail systems and also services
financial, retail and medical systems in the United States and Canada.
The 1SS segment sells and services financial and retail systems over
the remainder of the globe. The segment called Other, sells products to
educational and medical institutions and other customers. This seg-
ment also services educational customers in the United States. Each of
the sales channels buys the goods it sells from the Company’s
manufacturing plants through intercompany sales that are eliminated
on consolidation. Each year, intercompany pricing is agreed upon,
which drives sales channel operating profit contribution. As permitted
under SFAS 131, certain information not routinely used in the manage-
ment of these segments, information not allocated back to the segments



or information that is impractical to report is not shown. Items not dis-
Closed are as follows: Interest revenue, interest expense, depreciation,

NASS 1SS Other Total

2000 Segment Information

amortization, equity in the net income of investees accounted for by by Channel
the equity method, income tax expense or benefit, extraordinary items, Customer revenues  $965,859 $728,828 $48,921 $1,743,608
significant noncash items and long-lived assets. Intersegment revenues 22,408 25 6,990 29,423
More than 90 percent of the Company’s customer revenues are Operating profit 145,131 36,891 35 182,057
derived from the sales and service of financial systems and equipment. 1999 Segment Information
The Company had no customers in 2000 and 1999 that accounted for by Channel
more than 10 percent of total net sales. The Company had one cus- Customer revenues  $ 926,975 $ 293,316 $ 38,886 $ 1,259,177
tomer, IBM, its former partner in the InterBold joint venture that Intersegment revenues 15,262 (284) 11,502 26,480
accounted for $148,755 of the total net sales of $1,185,707 in 1998. Operating profit 153,799 17,801 (9,997) 161,603
2000 and 1999 sales to IBM were $12,799 and $51,552, respectively. 1998 Segment Information
by Channel
Customer revenues $ 891,288 $ 263,428 § 30,991 $ 1,185,707
Intersegment revenues 26,176 278 9,509 35,963
Operating profit 144,886 7,470  (9,106) 143,250
Reconciliation of Segment Information to Consolidated Statements of Income
' 2000 1999 1998
Customer  Intersegment Operating Customer Intersegment Operating Customer Intersegment Operating
Revenues Revenues Profit Revenues Revenues Profit Revenues Revenues Profit

Total segment information

$1,743,608 $ 29,423 $182,057 $1,259,177 $ 26,480 $161,603 $1,185,707 $ 35,963 $143,250

Adjustments:
Manufacturing ' — 645,899 69,979 — 600,003 58,508 — 715,793 72,182
Corporate — 3,270 (23,081) — 3,438 (35,199) —_ — (48,068)
Realignment and
special charges - — — - — 3,261 — —  (61,117)
In-process research
and development
costs — — —_ —_ — (2,050) — — —
Eliminations — (678,592) — — (629,921) - — — (751,756) —
Total adjustments — (29,423) 46,898 — (26,480) 24,520 —_ (35,963) (37,003}
Consolidated Statements .
of Income $1,743,608 $ — $228,955 $1,269,177 $ — $186,123 $1,185,707 $ — $106,247
Product Revenue by Geography Total Revenue Domestic vs. International
2000 1999 1998 2000 1999 1998
United States $ 550,215 $515,620 $495,432 Domestic $ 997,661 $ 939017 $ 888,500
Canada 17,188 23,440 32,083 Percentage of
Asia Pacific 78,524 54,317 47,373 total revenue 57.2% 74.6% 74.9%
Europe, Middle East International 745,947 320,160 297,207
and Africa 157,283 61,321 61,126 Percentage of
Latin America 266,195 102,548 114,147 total revenue 42.8% 25.4% 25.1%

Total Product Revenue $1,069,405 $757,246 $750,161
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Total Product Revenue  $1,743,608 $1,259,177 $1,185,707




Total Revenue by Product/Service Solution

2000 1999 1998
Self-service solutions $ 672,501% 536,166 $ 549,942
Security solutions 194,194 179,957 178,095
Professional and
special services 202,710 41,123 22,124
Custom maintenance
services 674,203 501,931 435,546
Total $1,743,608 $1,259,177 $1,185,707

NOTE 17: ACQUISITIONS

On April 17, 2000, the Company acquired the financial self-service
assets and related development activities of European-based Groupe
Bull and Getronics NV (European acquisition). The businesses acquired
include ATMs, cash dispensers, other self-service terminals and related
services primarily for the global banking industry. The acquisition was
completed for approximately $90,000 and 400,000 French francs
(translation $58,080), including professional and legal fees. The major-
ity of subsidiaries of the European acquisition have been acquired and
the results of operations, which are not material to the Company, con-
solidated. The remaining subsidiaries wil! be consolidated upon com-
pletion of the legal closing. The acquisition has been accounted for
under the purchase methed of accounting. Accordingly, the purchase
price has been allocated to identifiable tangible and intangible assets
acquired and liabilities assumed, based upon their respective fair val-
ues, with an estimated $146,080 allocated to goodwill, subject to
change once all subsidiaries have been consolidated, which is being
amortized over a 20-year economic life from the date of acquisition.

Unaudited pro forma financial information assuming the European
acquisition was effected on January 1, 2000 is as follows: revenues
$1,818,292, net income $136,153 and diluted earnings per share $1.90.

On December 31, 2000, the Company purchased the remaining ownership
interest in Diebold Argentina from Ciccone Célcografica S.A. for $4,875.
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During 1999, the foliowing acquisition occurred and was accounted
for under the purchase method of accounting. The results have been
included in the Consolidated Financial Statements since the date

of acquisition.

On October 21, 1999, the Company acquired Procomp Amazonia
Industria Eletronica, S.A. (Procomp), a Brazilian manufacturer and mar-
keter of innovative technical solutions, including personal computers,
servers, software, professional services and retail and banking automa-
tion equipment. The acquisition was effected in a combination of cash
and stock for $222,310, which included goodwill of $135,219 to be
amortized over 17 years. The value of shares issued was $41,953.

Yearly unaudited pro forma financial information assuming the acquisi-
tion of Procomp was effected on January 1, 1999 and 1998, respec-
tively, is as follows: revenue $1,502,505 and $1,518,977, net income
$118,346 and $79,434, and diluted earnings per share $1.67 and
$1.12. In 1999, unaudited pro forma resuits were severely affected by
the devaluation of the Brazilian real.

NOTE 18: SUBSEQUENT EVENTS (UNAUDITED)

On January 5, 2001, the Company announced the closing of the
Staunton, Virginia manufacturing facility. The closing is estimated to be
completed by the end of the first quarter of 2001. The facility was opened
in 1997 for precision sheet metal processing for ATM components. Some
of the equipment used at the Staunton facility will replace older equip-
ment at facilities in Lynchburg, Virginia and Sumter, South Carolina.

Closing costs to be incurred during the first quarter of 2001 are esti-
mated at $2,500 to $3,000 and include closure of the facility, transfer
of equipment as well as separation packages and outplacement serv-
ices offered to employees.

NOTE 19: QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

See “Comparison of Selected Quarterly Financial Data (Unaudited)” on
page 41 of this annual report.



Independent Auditors’ Report

The Board of Directors and Shareholders
Diebold, Incorporated

We have audited the accompanying consolidated balance sheets of
Diebold, incorporated and subsidiaries as of December 31, 2000 and
1999 and the related consolidated statements of income, sharehoid-
ers' equity and cash flows for each of the years in the three-year
period ended December 31, 2000. These consolidated financial
statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards gen-
erally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements.

Comparison of Selected Quarterly Financial Data (Unaudited)
[IN THOUSANDS, EXCEPT PER SHARE AMOUNTS]

An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to
above present fairly, in all material respects, the financial position of
Diebold, Incorporated and subsidiaries as of December 31, 2000 and
1999, and the results of their operations and their cash flows for each
of the years in the three-year period ended December 31, 2000, in
conformity with accounting principles generally accepted in the
United States of America.

KPMG LLP
Cleveland, Ohio
January 23, 2001

First Quarter Second Quarter Third Quarter Fourth Quarter

2000 1999 2000 1999 2000 1999 2000 1999

Net sales $344,592 $283,483 $442,102 $296,996 $479,950 1$312,778 $476,964 $365,920

Gross profit 116,823 101,088 139,935 111,006 149,040 113,817 _ 153,357 130,901

Net income* 31,260 29,124 35,833 31,561 34,901 32,654 34,925 35,516
Basic earnings

per share* 0.44 0.42 0.50 0.46 0.49 0.47 0.49 0.50

Diluted earnings per share* 0.44 0.42 0.50 0.46 0.49 0.47 0.49 0.50

*The sums of the quarterly figures do not equal annual figures due to rounding or differences in the weighted-average number of shares outstanding during the respective periods.
See Note 19 to Consolidated Financial Statements and 11-Year Summary 2000~1930,
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Report of Management

The management of Diebold, Incorporated is responsible for the con-
tents of the consolidated financial statements, which are prepared in
conformity with generally accepted accounting principles. The consoli-
dated financial statements necessarily include amounts based on judg-
ments and estimates. Financial information elsewhere in the annual
report is consistent with that in the consolidated financial statements.

The Company maintains a comprehensive accounting system which
includes controls designed to provide reasonable assurance as to the
integrity and reliability of the financial records and the protection of
assets. An internal audit staff is employed to regularly test and evaluate
both internal accounting controls and operating procedures, including
compliance with the Company'’s statement of policy regarding ethical
and lawful conduct. The role of KPMG LLP, the independent auditors,
is to provide an objective examination of the consolidated financial
statements and the underlying transactions in accordance with gener-
ally accepted auditing standards. The report of KPMG LLP accompa-
nies the consolidated financial statements.
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The Audit Committee of the Board of Directors, composed of directors
who are not members of management, meets regularly with manage-
ment, the independent auditors and the internal auditors to ensure that
their respective responsibilities are properly discharged. KPMG LLP
and the Managing Director of Internal Audit have full and free inde-
pendent access to the Audit Committee.

[ fOAT T —

Gregory T. Geswein
Senior Vice President and Chief Financial Officer



Forward-Looking Statement Disclosure

In the Company'’s written or oral statements, the use of the words
“believes,” “anticipates,” “expects” and similar expressions is
intended to identify forward-looking statements that have been made
and may in the future be made by or on behalf of the Company, includ-
ing statements concerning future operating performance, the
Company's share of new and existing markets, and the Company’s
short- and long-term revenue ‘and earnings growth rates. Although the
Company believes that its outlook is based upon reasonable assump-
tions regarding the economy, its knowledge of its business, and on key
performance indicators which impact the Company, there can be no
assurance that the Company’s goals will be realized. The Company is
not obligated to report changes to its outlook. Readers are cautioned
not to place undue reliance on these forward-looking statements,
which speak only as of the date hereof. The Company's uncertainties
could cause actual results to differ materially from those anticipated in
forward-looking statements. These include, but are not limited to:

* competitiveness pressures, including pricing pressures and techno-
logical developments;

= changes in the Company’s relationships with customers, suppliers,
distributors and/or partners in its business ventures;
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¢ changes in political economic or other factors such as currency
exchange rates, inflation rates, recessionary or expansive trends,
taxes and regulations and laws affecting the worldwide business in
each of the Company's operations, including Brazil, where a signifi-
cant portion of the Company’s revenue is derived;

» acceptance of the Company’s product and technology introductions
in the marketplace;

* unanticipated litigation, claims or assessments;

* ability to replace revenue generated by IBM as its primary
international distributor; .

* ability to continue to generate revenue growth in both domestic and
international markets;

* ability to reduce costs and expenses and improve internal operating
efficiencies; and

» variation in consumer demand for biometrics and self-service tech-
nologies, products and services.



11-Year Summary 2000-1990
Selected Financial Data
[N THOUSANDS, EXCEPT PER SHARE AMOUNTS AND RATIO0S]

Operating Results

Net sales

Cost of sales

Gross profit

Selling and administrative expense

Research, development and engineering expense

In process research and development

Operating profit

Other income (expense), net

Minority interest

Income before taxes and cumulative effect

Taxes on income

Net income (Note A)

Realignment and special charges (Note B)

Basic earnings per share before cumulative effect (Note C)
Basic earnings per share (Note A and Note C)

Diluted earnings per share before cumulative effect (Note C)
Diluted earnings per share (Note A and Note C)

Dividend and Common Share Data

Basic weighted-average shares outstanding (Note C)
Diluted weighted-average shares outstanding (Note C)
Common dividends paid

Common dividends paid per share (Note C)

Year-End Financial Position

Current assets

Current liabilities

Net working capital

Property, plant and equipment, net
Total assets

Long-term debt, less current maturities
Shareholders’ equity

Shareholders’ equity per share (Note D)

Ratios
Pretax profit on sales (%)
Current ratio

Other Data
Capital expenditures
Depreciation

2000 1999 1998
$1,743,608 $1,259,177 $1,185,707
1,184,453 802,365 779,457
559,155 456,812 406,250
274,507 221,393 194,535
55,693 50,507 54,215

— 2,050 —

. 228,955 186,123 106,247
(21,558) 16,384 15,403
(3,040) (1,169) (1,843)
204,357 201,338 119,807
67,438 72,482 43,659
136,919 128,856 76,148
— (3,261) 61,117

1.92 1.86 1.10

1.92 1.86 1.10

1.92 1.85 1.10

1.92 1.85 1.10
71,296 69,359 68,960
71,479 69,562 69,310

$ 44,271 $ 41,668 $ 38,631
0.62 0.60 0.56

$ 804,363 $ 647,936 $ 543548
566,792 382,407 235,533
237,571 265,529 308,015
174,946 160,724 147,131
1,585,427 1,298,831 1,004,188
20,800 20,800 20,800
936,066 844,395 699,123
13.08 11.88 10.15
11.7% 16.0% 10.1%
14to1 1.7t01 23t

$ 42,694 $ 40341 $ 30,768
35,901 34,709 25,649

Note A — 1992 amounts include a one-time charge of $17,932 ($0.27 per share) resulting from the adoption of SFAS 106, “Employers’ Accounting for Postretirement Benefits Other

than Pensions.”

Note B —In the second quarter of 1998, the Company recorded realignment and special charges of $61,117 ($41,850 after-tax or $0.60 per diluted share). The realignment concluded as

of Decemnber 31, 1999 with $3,261 of the original realignment accrual being brought back through income.

Note C — After adjustment for stock splits.
Note D —Based on shares outstanding at year-end adjusted for stock splits.
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1997 1996 1995 1994 1993 1992 1991 1930

$1,226,936 $1,030,191 $863,409 $760,171 $623,277 $543,852 $506,217 $476,054
796,836 672,679 568,978 504,489 413,239 358,031 331,576 333,612
430,100 357,512 294,431 255,682 210,038 185,821 174,641 142,442
191,842 166,572 144,490 128,309 106,110 96,100 95,353 89,966
54,397 50,576 43,130 36,599 34,838 35,920 34,988 20,289
183,861 140,364 106,811 90,774 69,090 53,801 44,300 32,187
6,894 10,533 6,612 5,152 5,664 3,519 7,209 7,626
(5,096} (4,393) (200) (1,948) (4,239) (2,484) (2,343) (2,335)
185,659 146,504 113,223 93,978 70,515 54,836 49,166 37,478
63,143 - 49,079 37,014 30,467 22,141 13,699 13,421 10,367
122,516 97,425 76,202 63,511 48,374 23,205 35,745 27,111
1.78 1.42 111 0.93 071 06l 0.53 0.40
1.78 1.42 1.11 0.93 0.71 0.34 0.53 0.40
1.76 1.40 1.10 0.93 0.71 0.61 0.53 0.40
1.76 1.40 1.10 0.93 0.71 0.34 0.53 0.40
68,939 68,796 68,649 €8,243 68,020 67,669 67,138 66,951
69,490 69,350 69,022 68,595 68,307 67,915 67,296 67,083
$ 34473 $ 31,190 $ 29,290 $ 26,682 $ 24,191 $ 22,463 $ 21,221 $ 19,837
0.50 0.45 0.43 0.39 0.36 0.33 0.32 0.30
$ 549,837 $ 487,523 $376,212 $329,658 $311,500 $290,729 $319,984 $312,036
242,080 228,220 189,078 159,755 138,571 117,612 115,779 116,022
307,757 259,303 187,134 169,903 172,929 173,117 204,205 196,014
143,901 95,934 84,072 64,713 60,660 60,601 58,449 64,613
991,050 859,101 749,795 666,174 609,019 558,914 535,593 519,932
20,800 — — — — —_ 2,000 3,250
668,581 575,570 507,680 459,839 427,391 399,674 396,908 378,128
9.69 8.36 7.39 6.70 6.27 5.80 5.89 5.65
15.1% 14.2% 13.1% 12.4% 11.3% 10.1% 9.7% 7.9%
23t01 21tol 20to1 21tal 23to1 25t1 28tol 27t01
$ 67,722 $ 33581 $ 35,308 $ 22,641 $ 18,343 $ 11,977 $ 9,100 $ 22,209
18,701 20,984 14,174 13,240 12,231 12,502 12,808 12,564
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Directors and Officers

DIRECTORS

Louis V. Bockius 111245
Chairman,

Bocko Incorporated
North Canton, Ohio

[ Plastic Injection Molding]
Director since 1978

Richard L. Crandall?®
Managing Director,
Arbor Partners, LLC
Ann Arbor, Michigan
[Venture Capital]
Director since 1996

Gale S. Fitzgerald2¢

Former Chairman and Chief Executive Officer,
Computer Task Group, Inc.

Buffalo, New York

[ International Information

Technology Services]

Director since 1999

Donald R. Gant!3%

Senior Director,

The Goldman Sachs Group, Inc.
New York, New York
[Investment Banking]

Director since 1977

L. Lindsey Halstead 236
Retired Chairman of the Board,
Ford of Europe

{Automotive Industry)

Director since 1993

Phillip B. Lassiter!36
Chairman of the Board and
Chief Executive Officer,

Ambac Financial Group, Inc.
New York, New York

[Financial Guarantee Insurance
Holding Company])

Director since 1995

John N. Lauer?4s

Chairman of the Board,

President and Chief Executive Officer,
Oglebay Norton Co.

Cleveland, Ohio

[Industrial Minerals]

Director since 1992

1 Member of the Compensation ani:l Organization Committee
2 Member of the Audit Committee
3 Member of the Board Membership Committee

William F. Massy 156
President,

The Jackson Hole Higher Education Group, Inc.

Jackson Hole, Wyoming

Professor of Education and Business
Administration, Emeritus,

Stanford University, Stanford, California
[Education]

Director since 1984

Walden W. O’Dell

Chairman of the Board,

President and Chief Executive Officer,
Diebold, Incorporated

Canton, Ohio

Director since 1999

W. R. Timken, Jr.234

Chairman and Chief Executive Officer,

The Timken Company

Canton, Ohio

[Manufacturer.of Tapered Roller Bearings and
Specialty Alloy Steell

Director since 1986

4 Member of the Executive Committee
5 Member of the Investment Committee
6 Member of the Strategic Focus Committee

CORPORATE OFFICERS

Walden W, O'Dell*
Chairman, President
and Chief Executive Officer

Wesley B. Vance*
President, North America

Gregory T. Geswein™
Senior Vice President
and Chief Financial Officer

David Bucci*
Senior Vice President, North America

Michael J. Hillock*
Senior Vice President
International Sales and Service

Charles J. Bechtel*
Group Vice President, Global Services

James L. M. Chen
Vice President and Managing Director
Asia/Pacific
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Warren W. Dettinger
Vice President, General Counsel
and Assistant Secretary

Reinoud G. J. Drenth
Vice President and Managing Director
Europe, Middle East, Africa

Charles E. Ducey, Jr.
Vice President and Controller

Donald E. Eagon, Jr.
Vice President, Global Communications
and Investor Relations

Jack E. Finefrock
Vice President, North America

Charee Francis-Vogelsang
Vice President and Secretary

Bartholomew J. Frazzitta
Vice President, Retail and
Physical Security Group

Larry D. Ingram _ )
Vice President, Procurement and Services

Dennis M. Moriarty
Vice President, North America

Anthony J. Rusciano
Vice President, North America

Charles B. Scheurer
Vice President, Human Resources

Ernesto R. Unanue
Vice President and Managing Director
Latin America

Robert J. Warren
Vice President and Treasurer

*Member of Corporate Executive Team
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acorp.  CERTIFICATE OF LIABILITY INSURANC

ID MA
OBA-1

DATE. (MMDINYY)

09/05/01

PRODUCER

Cress Insurance Consultants

6101 Moon St. NE Suite 1000
Albuquergrue NM 87111

hone: 505-822-8114 Fax:505-822-0341

THIS CERTIFICATE IS ISSUED AS A MATTER OF INFORMATION
ONLY AND CONFERS NO RIGHTS UPON THE CERTIFICATE
HOLDER. THIS CERTIFICATE DOES NOT AMEND, EXTEND OR
ALTER THE COVERAGE AFFORDED BY THE POLICIES BELOW.

INSURERS AFFORDING COVERAGE

NSURED

Global Electlona Systems, Inc.
Moe Sokulski

1611 Wilmeth Rd.

McKinney TX 75069

INSURER A:

Kemper Insurance Companies

INSURER B:

INSURER C:

INSURER D:

A
COVERAGES

INSURER E:

THE POLICIES OF INSURANCE LISTED BELOW HAVE BEEN ISSUED TO THE INSURED NAMED ABOVE FOR TKE POLICY PERIOD INDICATED. NOTWITHETANDING
ANY REQUIREMENT, TERM OR CONDITION OF ANY CONTRACT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS CERTIFICATE MAY BE ISSUED OR
MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN IS SUBJECT TO ALL THE TERMS, EXCLUSIONS AND CONDITIONS OF SUCH

PPLICIES. AGGREGATE LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS.

(R

e TYPE OF INSURANCE POLICY NUMBER BT aRoAT - | DATE rama LTS
GENERAL LIABILITY _ EACH DCCURRENCE 1000000
A [ X] commerciaL ceneraL LiamTy| 3MGB051 6201 07/01/01 | 07/01/02 | FIREDAMAGE fAny ome fire) | $ 500000 )
] CLAIMS MADE E)ﬂ OCCUR MED EXP (Any one person) | 3 10000 -
) PERSONAL & ADVINJURY |51000 0 ()0
B GENERAL AGGREGATE | $ 2000000
GEN'L AGGREGATE LIMIT APPLIES PER| | PRODUCTS - COMPIOP AGG | $ 2000000
j POLICY ﬂj’ggf m Loc S, j___. e
AUTOMOBILE LIABILITY COMBINED SINGLE. 1IMIY
A L: ANY AUTO 3EG03531301 07/01/01 (Enaccioent ] ” ()()qoqg .
|| ALL ownED AUTOS BODILY INJURY s
SCHEDULED AUTOS {Per peraon)
| X | HIRED AUTOS BODILY INJURY 5
X | NON-OWNED AUTOS (Per accldont)
X e e ]
— ponmee s
GARAGE LIABILITY AUTO ONLY - EA Ac_‘:_i"ﬁ_'h‘?;__- . .
: ANY AUTO OTHER THAN EAACC s
AUTG ONLY: AGG |3
EXCESS LIABILITY EACH OCCURRENCE $5,0 Q§ ,() 00
A [XJoccur [ ] cramsmaoe | 35X126949-00 07/01/01 | 07/01/02 |acerecave  |s
$
: DEDUCTIBLE - S L - .
RETENTION  § R
WORKERS COMPENSATION AND [wc;m In‘m‘ i _b ‘ _. . -
A | FUPLOYERSTUABILITY 3BG07319901 07/01/01 Etmacnaccoenr 5500000
' _E.L DISEASE -EA EMPLOYE $ 500000
E.L. DISEASE FOLICY LIMIT| $ 50 O 00 Om.—‘-“ -
OTHER
A | Professional Liab 3MEE0616201 07/01/01 Ea Occur, 1000000
Aggregate 1000000

DESCRIPTION OF OPERATIONSILOCATIONSNVEHICLES/EXCLUSIONS ADDED BY ENDORSEMENT/SPECIAL FROVISIONS

SO

CERTIFICATE HOLDER I N LADDITIONAL INSURED; INSURER LETTER: ____

CANCELLATION

MISCELL

Maryland State Roard of
Elections

151 West Street, Suite 200
Annapolis MD 214016486

REPRESENTATIVES,

SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE THE EXFIRA’ nu
DATE THEREOF, THE ISSUING INSURER WILL ENDEAVOR TO MAIL

10  parswmrren

IMPOSE NO OBLIGATION OR LIABILITY OF ANY KIND UPON THE INSURER, ITS AGENTS OR

NOTICE TO THE CERTIFICATE HOLDER NAMED TO THE LEFY, BUT FAILURE TO DO K¢ SHALT i
)

Bob Lepisto ({% cze,ﬂ.w/fj A’M’é‘v‘

/
ACORD 25-5 (7/97)

{/ ©ACORD CORPORATION 1588





