


Many people talk about how fast the world is changing. 
At Eaton, we’re doing something about it.

faster,

responsibly. 
We provide solutions for a world that won’t wait.

We continue to evolve–
         and expand our capabilities–
to help our customers move ahead 

and more
smarter

ABOUT THE COVER 

The demand for electricity–to light our  
cities, to power our businesses, to take  
us where we want to go–is expected to  
double by 2030. Eaton is ahead of the curve, 
helping our customers reduce their power 
usage while ensuring they have the safe,  
reliable electricity they need to grow. 
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Eaton Corporation is a diversified industrial manufacturer with 2007 sales of $13.0 billion. Eaton is a global 
leader in electrical systems and components for power quality, distribution and control; fluid power  
systems and services for industrial, mobile and aircraft equipment; intelligent truck drivetrain systems 
for safety and fuel economy; and automotive engine air management systems, powertrain solutions and  
specialty controls for performance, fuel economy and safety. Eaton has 64,000 employees and sells  
products to customers in more than 140 countries. For more information, visit www.eaton.com.
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 Financial HigHligHtS
Net sales
(Billions of dollars)

Cash flow from operatioNs
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  2003  2004 2005  2006  2007   2003  2004 2005  2006  2007  2003  2004 2005  2006  2007  2003  2004 2005  2006  2007

 as reported oN aN operatiNg basis

  2007   2006  2007  2006

(Millions except for per share data)

continuing operations 
 net sales $13,033 $ 12,232  $13,033 $12,232
 income before income taxes  1,041  969  1,105  1,009
 income after income taxes $ 959 $ 897 $ 1,001 $ 924
income from discontinued operations  35  53  35  53

net income $ 994 $ 950 $ 1,036 $ 977

net income per common Share assuming dilution
 continuing operations $ 6.38 $ 5.87 $ 6.66 $ 6.04
 Discontinued operations  .24  .35  .24  .35

    $ 6.62 $ 6.22 $ 6.90 $ 6.39

average number of common Shares outstanding assuming dilution  150.3  152.9
cash dividends paid per common Share $ 1.72 $ 1.48

total assets $ 13,430 $ 11,417
total debt  3,417  2,586
Shareholders’ equity  5,172  4,106

Results on an “operating basis” exclude pretax charges for acquisition integration actions of $64 in 2007 ($42 after-tax, or $.28 per common Share) and $40 in 2006 
($27 after-tax, or $.17 per share).

     

CompaNy stoCk performaNCe

the above graph compares the cumulative total shareholder return for the five years ending December 31, 2007 for Eaton common Shares, the S&P 1500 industrial Machinery 
index, and the S&P 500 index. these figures assume all dividends are reinvested when received, and are based on $100 invested in Eaton common Shares on December 31, 2002.
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To Our Shareholders:

Eaton’s integrated diversification strategy is working, helping us 
to deliver record revenues and earnings for the seventh year in a 
row. We are tremendously proud of that accomplishment, espe-
cially given the challenges of a business environment in which  
financial and economic volatility have become household words. 

We entered 2007 facing a stiff headwind, as North American 
heavy-duty truck markets were projected to decline by more than 
40 percent due to the changes in the U.S. diesel emissions stan-
dards. That management challenge became even tougher as the 
year went on as generally upbeat economic forecasts fell under 
the dark cloud of a credit crisis in global markets. 

Despite these hurdles, Eaton continued to deliver outstanding 
performance, demonstrating the effectiveness of our business 
model throughout all phases of the economic cycle. As the world 
continues to change, the implications are clear: Businesses must 
become more nimble and have a broad base of diversification. At 
Eaton, that’s exactly the kind of company we’ve become. 

our results speak for themselves
We continued to significantly outgrow our end markets in 2007, 
setting new all-time records in both revenues and profitability. For 
the first time in Eaton’s modern history, Eaton’s profits increased 
in a year in which the North American heavy-duty truck business 
declined. During the year, North American heavy-duty truck mar-
kets declined by a whopping 44 percent while our fully diluted 
EPS grew by 6 percent. 

Among the year’s financial and operating highlights: 

• Our sales surpassed $13 billion for the first time in our history, 
growing by 7 percent.

• For the seventh consecutive year, our revenue growth out-
paced the growth in our end markets—by $235 million in 2007.

• We completed or announced 11 acquisitions during the year—
primarily in our Electrical and Fluid Power businesses.

• We increased operating earnings per share by 8 percent to  
a record $6.90.

• We generated $1.16 billion in cash from operations.

• We increased our dividend by 10 percent, and then again  
increased our dividend by 16 percent early in 2008.

• We repurchased $340 million of our stock.

• We delivered a 22 percent return on shareholders’ equity, 
again placing our return near the top of diversified industrial 
companies.

• And our all-in shareholder return was 31.5 percent!

This performance is not the result of a one-time event or a simple 
turn of good fortune. It is the product of a long-term strategy—
and the hard work and dedication of a team of employees who 
live and breathe that strategy every day.   

an integrated diversification strategy

FOR a cHanging WORlD
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diversifiCatioN is payiNg off
Since this decade began, Eaton has been on a mission to achieve 
diversification across three key dimensions: business balance, 
geographic balance and balance through the three phases of the 
economic cycle. That difficult groundwork paid off handsomely 
in 2007 as we continued to move closer to our targets:     

business balance
As a result of our organic growth initiatives and success with tar-
geted acquisitions, approximately 70 percent of our revenues are 
now concentrated in the higher-growth electrical and fluid power 
industries. Our announced acquisitions of The Moeller Group and 
Phoenixtec, which are expected to close in early 2008, will move 
this balance ever closer to 75 percent of total revenues in 2008.

provide the disciplined set of processes and tools that ensure  
organization-wide alignment and compliance, rapid recognition 
and transfer of best practices, the framework for successful  
and rapid integration of acquisitions, and the framework and  
resources to help our employees focus upon continuing learning 
and career development.

In a global environment of higher energy costs, rising emissions 
standards and the search for alternative energy sources, Eaton 
remains focused upon power management—the efficient, safe 
and sustainable applications of electrical, fluid and mechanical 
power. From a technology point of view, Eaton is increasingly 
well-positioned in the sweet spot of activity with our customers. 

buildiNg oN streNgths
We made exciting progress in enriching our technological 
strengths and extending our geographic reach during 2007. The 
continued environment of high energy prices, the increased 
focus upon sustainable business strategies and the pace of global 
growth make our progress in each of these dimensions all the 
more important for our customers. 

Our Electrical Group has emerged as Eaton’s largest business, 
notching a successful year in many dimensions. We completed 
or announced eight acquisitions: 

• Power Products Ltd., bolstering our service capabilities in the 
Czech Republic.

• SMC Electrical Products, Inc.’s industrial medium-voltage-
drive business to expand our power distribution and control 
assemblies portfolio.

• Aphel and Pulizzi to expand our capabilities in power distribu-
tion units for the power quality market.

• MGE’s small systems business to strengthen our low-end  
uninterruptible power supply (UPS) products capabilities and 
expand our European distribution channels.

geographic balance
In 2007, for the first time, approximately 50 percent of Eaton’s  
revenues were driven by economies outside the United States. 
Never before has this global balance been more important. 
During 2008, when the U.S. economy is expected to underperform 
international economies, our acquisitions of The Moeller Group 
and Phoenixtec will further expand our base of international  
revenues to approximately 55 percent.

balance through the economic Cycle
We have balanced our business portfolio to ensure that we have 
large globally capable businesses that afford Eaton the opportunity 
for consistent performance throughout the economic cycle. In 2007, 
we achieved balance in our portfolio with approximately one-third 
of our businesses being early-cycle, one-third mid-cycle and one-
third late-cycle businesses.

iNtegrated power
Diversification is not enough to build an enterprise capable of 
sustainable earnings growth on its own. And that is where the 
Eaton Business System provides unique value in our overall strat-
egy. Now in its eighth year of implementation, EBS continues to 

EatOn iS a cOMPany tHat nEvER StanDS Still.  
            

WE’RE FOcuSing On HigH-gROWtH MaRkEtS

2000 SalES 2007 SalES

Electrical automotive Fluid Power truck
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WE’RE ExPanDing OuR glObal PRESEncE

39%
61%

2007 SalES by PRODuctiOn 2007 SalES by Final DEStinatiOn

u.S. international

50%50%

31%

33%
17%

19%

5

• Babco to expand our capabilities serving the fast-growth oil 
sands industry in Canada.

• The Moeller Group to expand our International Electrotechnical 
Commission (IEC) product offerings and European distribution 
channels.

• Phoenixtec Power Company Ltd. to strengthen our global UPS 
business and significantly strengthen our channels in Taiwan, 
China and Eastern Europe. 

Together, the small-business-systems business of MGE, The 
Moeller Group and Phoenixtec Power Company represents a 
major addition to the strategic capabilities of our Electrical Group. 

At the same time, our electrical team continued to capitalize upon 
the strong non-residential construction markets in North America, 
successfully introducing our FlashGard™ technologies into motor 
control centers and switchgear. The strong demand for more 
power-efficient technologies made receptive markets for our  
industry-leading energy-efficient new line of UPS equipment. 
And our vacuum interrupter-based medium voltage technologies 
hit the mark as the green alternative to more traditional arc inter-
ruption technologies employed by many of our competitors.

In Fluid Power, our aerospace business continues to grow briskly, 
driven by many introductions of new commercial, business, gen-
eral and military aircraft. Eaton is now a major supplier of hydrau-
lics, pneumatic and fuel systems on commercial and military 
aircraft. Our fuel systems capabilities were enriched by the addi-
tion of Argo-Tech, which we acquired early in 2007. Eaton’s devel-
opment and commercialization of hydraulic hybrid technologies 
continues to win important new contracts with our customers. 
The addition of Arrow Hose and Tubing has broadened our fluid 
conveyance capabilities and access to rapidly growing food and 
beverage end markets.

Increasing emissions, fuel economy and safety regulations pro-
vide important marketplace demand for our truck and automotive 
businesses. Eaton’s industry-leading diesel-electric powertrains 
for commercial vehicles are now in use in Asia, North America 
and Europe. Our innovative new-generation superchargers are 
redefining the rules in air boosting for both gasoline and diesel  
engines. And our acquisition of the fuel components division of 
Saturn Electronics & Engineering, Inc. broadens our fuel vapor 
emissions-control capabilities.

raisiNg the stakes
Volatility opens new opportunities but at the same time can 
cause hesitation—the understandable hesitation that emerges 
from a lack of certainty in the environment around us. While we 
appreciate the increased risk that accompanies volatility, we  
remain confident of the fundamental capabilities of our enter-
prise and our strategy for success. 

Convinced of our plan—and confident in our people—we con-
cluded that December 2007 was the right time for Eaton to take 
the next significant step in our evolution. That step was the bold 
simultaneous announcement to commit $2.5 billion to acquire 
The Moeller Group and Phoenixtec Power Company. These two 
acquisitions fundamentally reposition our electrical business as 
a leader in both global distribution and control and power quality, 
with a significantly enhanced product portfolio and geographic 
reach. The addition of approximately $1.9 billion of incremental 
revenues in 2008 and some 14,000 new employees also dramat-
ically changes the size of our enterprise.   

We are constantly evolving to meet our customers’ needs — 
and today’s market realities.

maiNtaiNiNg our values
Eaton’s rapid and steady growth brings with it exciting new chal-
lenges and opportunities for our customers, our employees, our 
suppliers and the communities in which we do business. While 
change is an undeniable partner to growth, we remain fully com-
mitted to our overall philosophy of doing business right.

Every day the 64,000 Eaton employees around the world make 
individual decisions that strengthen our reputation and send an 
important and consistent message to our partners about doing 
business right—everywhere we do business. This demonstration 
of our core values is as fundamental to Eaton as our name, and 
will continue to be one of the strongest ways we differentiate our 
company to our many stakeholders and the world.

As you read this year’s annual report and reflect on its title, “The 
World Won’t Wait,” know that you have our commitment that we 
will continue to move forward swiftly, responsibly and in a more 
focused manner than ever on delivering superior performance to 
our customers and shareholders alike. On behalf of our entire 
Eaton team, thank you for your continued support.

Alexander M. Cutler
Chairman and Chief Executive Officer
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Eaton helps customers manage power, so buildings, 
airplanes, trucks, cars and machinery can do more 
while consuming fewer resources. We deliver the 
power inside hundreds of products that are helping to 
answer the demands of today’s fast-changing world.

 The world woke up this morning. And it was hungry.                         

For more energy. For greater efficiency.    For a competitive edge.

 It’s a good thing, too.     Because there are only 24 hours in a day.
Across our business lines,        Eaton is answering the call on the first ring. 

shine
 It’s a good thing, too.     Because there are only 24 hours in a day.
Across our business lines,        Eaton is answering the call on the first ring. 

And there’s only one world. 

For more energy. For greater efficiency.    For a competitive edge.



MORE DATA, LEss DRAIN
In the U.s., data centers consumed 
more than 61 billion kilowatt hours 
of electricity in 2007—roughly equal 
to 5.8 million households. New tech-
nologies from Eaton help businesses  
reduce this demand, while increas-
ing power quality and reliability.

power

All across the world today, consumers are raising 
their sights—and businesses are elevating their  
expectations. Eaton people are responding more 
swiftly than ever to meet these heightened needs, 
helping our customers to stay out in front of their 
markets—and keep one step ahead of a world 
that won’t wait.

POWERINg gREENER BUILDINgs AND BUsINEssEs
Eaton’s Electrical Group is a leading provider of 
power quality, distribution and control solutions 
that increase energy efficiency and improve 
power quality, safety and reliability.

Our PowerChain Management® solutions offer 
a growing portfolio of “green” products and ser-
vices, such as energy audits and real-time energy 
consumption monitoring. Eaton’s Uninterruptible 
Power Supply (UPS), variable-speed drives and 
lighting controls help conserve energy and  
increase efficiency. 

In fact, Eaton’s electrical solutions can contrib-
ute up to 40 percent of the total credit points  
that building owners need to achieve Leadership 
in Energy and Environmental Design (LEED) cer-
tification. We’re putting those same products  
to work in our Electrical Group’s headquarters  
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up
Delivering more reliable electric power– for less. 

expansion in Pittsburgh, opening in 2008.
Among our recent innovations: Eaton’s award-

winning Powerware® 9395 UPS and Powerware 
BladeUPS® systems reduce the energy costs of 
data centers through industry-leading efficiency. 
During 2007, these systems contributed to a 
more than 30 percent increase in total sales in 
Russia and the Commonwealth of Independent 
States (CIS) alone. 

Late in the year, we completed our purchase  
of Schneider Electric’s MGE Office Protection 
Systems business, expanding Eaton’s power 
quality leadership. We also announced plans to 

acquire The Moeller Group in Europe and Phoenixtec 
Power Company Ltd. in the Asia-Pacific region. 
These deals will enhance our Power Distribution 
& Control and Power Quality businesses, expand 
our global reach and increase our annual sales 
by $2.5 billion.

LIsTENINg TO THE VOICE OF OUR CUsTOMERs
Eaton’s Electrical Group collaborates closely with 
customers and industry partners to accelerate 
the development of new products. For example, 
together with leading utility, petroleum and for-
est products companies, we launched our new 

9



NEXT-gENERATION TRANsPORTATION
Eaton is driving the development of 
new technologies—from hybrid 
drivetrains and emission control sys-
tems to advanced engine compo-
nents—that reduce fuel consumption 
and emissions in trucks and cars. 

global standard FlashGard™ Motor Control Center 
that reduces maintenance downtime, injuries and 
damage from hazardous electrical arc flashes. 

Working with global communications com-
panies, we also developed a small, reliable and  
efficient power system that enables telecom 
and data services to be delivered to customers  
in remote geographies where power is often 
scarce or unstable.

EXPANDINg OUR HyBRID TECHNOLOgy LEADERsHIP
Demand continues to surge for Eaton’s hybrid  
power system technologies, which increase the 

fuel efficiency of commercial vehicles up to 60 per-
cent and significantly reduce emissions. In the U.S., 
we’re developing hybrid trucks for Coca-Cola, FedEx, 
Pepsi Bottling, UPS, Wal-Mart and others, and more 
than 70 percent of the vehicles at the 2007 Hybrid 
Truck Users Forum were all “powered by Eaton.” 

Using our technology, International Truck & 
Engine Corporation launched the first commer-
cially available diesel-electric hybrid-powered 
truck in the fall of 2007. Freightliner, Peterbilt, 
Kenworth and DAF will follow suit in 2008. 
Additionally, we’ve partnered with PACCAR to  
accelerate the development of diesel-electric  

drivea new
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hybrid technology for Class 8 heavy-duty trucks, 
expected to go into production in late 2009.

We’re expanding our hybrid efforts globally, 
too, working with vehicle manufacturers in South 
America, Europe and Asia. In partnership with 
Beiqi Foton Motor Company, we delivered 30  
hybrid diesel-electric transit buses for use in 
Guangzhou, China, in January 2008.

During the first quarter of 2008, a fleet of 12 
Peterbilt refuse trucks equipped with our HLA®  
hybrid hydraulic technology will go into service in 
Texas and Colorado. Eaton HLA systems recover en-
ergy normally wasted through braking, improving 

fuel efficiency by 15 to 30 percent. Commercial pro-
duction is targeted for later in the year.  

POWERINg CLEANER, MORE EFFICIENT VEHICLEs
Eaton is also working with customers to manufac-
ture more environmentally friendly cars and trucks 
through a variety of other means: 

•	 We’re developing exhaust aftertreatment tech-
nology to help commercial vehicle makers meet 
stricter global emissions requirements. Eaton’s 
unique Selective Catalytic Reduction process 
does not use urea, eliminating the industry’s 
need to build a costly infrastructure system. 

idea
Leading the way to cleaner, more efficient  vehicles. 
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HIgHER EXPECTATIONs
We continue to expand our aero-
space solutions and services to 
meet the needs of new aviation plat-
forms, including the high-flying light 
jet and very light jet markets.

 
•	 Working with vehicle makers in Brazil, we’ve  

designed engine valves that optimize the perfor-
mance of flexible-fuel engines, helping to speed 
the adoption of biofuel-powered vehicles. 

•	 Eaton	superchargers	continue	to	win	support	
from Toyota, Volkswagen, General Motors and 
other manufacturers who seek to pack more 
power into smaller engines. 

•	 We’re designing next-generation valves for 
new energy-efficient engines, including direct-
engine gas and consumer diesel models. Eaton 
Crutonite® valves save money and resources by 
halving the nickel content of traditional designs.  

“MORE ON BOARD” FUELs AEROsPACE gROWTH
In today’s global economy, businesses depend  
on efficient air transportation. In fact, one of the 
world’s leading aerospace companies predicts 
that air passenger traffic will rise 5 percent—and 
cargo traffic will rise 6.1 percent—annually for the 
next two decades, creating significant demand 
for new planes.  

Eaton continues to excel in this arena by collab-
orating with major aerospace manufacturers and 
providing integrated systems solutions for their 
needs. We help our customers design more effi-
cient aircraft, accelerate their manufacturing  
 

soarabove
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processes, and provide service and maintenance 
support. We enhance their speed and efficiency 
through cooperative programs such as Europe’s 
SPACE supply-chain alliance. 

Sales in our aerospace business grew by  
more than 23 percent in 2007, driven in part  
by growing contracts for hydraulic power gener-
ation, fluid, fuel, air conveyance and other sys-
tems on both the Airbus A380® and Boeing 787 
Dreamliner™, the commercial airline industry’s 
two largest programs. 

Our light jet and very light jet business also 
grew, propelled by the increasing demand for 

personal business jet travel and “air taxi” services. 
Our major customers in this market include 
Bombardier, Cessna, Eclipse and Embraer. The 
four-seat Embraer Phenom 100™ is scheduled to 
launch commercially in 2008, and we’ve also been 
selected to provide hydraulic power for the nine-
passenger Phenom 300™. 

sTRATEgIC ACqUIsITIONs EXPAND OPPORTUNITIEs
Key acquisitions have enabled us to diversify  
our Aerospace Operations—and accelerate our 
growth. In 2005, we significantly enlarged our fuel 
system business by acquiring Cobham Aerospace’s 

Accelerating the growth of new aviation platforms.
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Fluid and Air Division. We expanded our presence 
in 2007 by purchasing Argo-Tech, enabling us to 
provide complete aerospace fuel system solu-
tions—moving fuel from underground fuel tanks 
to aircraft engine combustion chambers.  

As a result of this capability, we were selected 
in 2007 to supply the integrated fuel system for 
the new Sikorsky® CH-53K military heavy-lift heli-
copter, adding to hydraulic power generation and 
fluid conveyance system contracts we had won 
earlier in the year. Combined, these contracts are 
expected to exceed $160 million in business over 
approximately 12 years. 

ENHANCINg OUR sPEED AND REsPONsIVENEss 
Eaton’s hydraulic systems move the world, deliver-
ing efficient and reliable fluid power for hundreds 
of growing applications.  

Our broad geographic reach and wide-ranging 
expertise enable us to respond quickly to customer 
needs anywhere in the world—from providing 
cost-effective control of mobile cement mixers in 
China to designing sophisticated diagnostic  
hydraulic valves for a leading European wind-
power manufacturer. 

JCB India, which manufactures construction 
equipment, recognized Eaton’s responsiveness 

channel
BUILDINg ON OUR sTRENgTHs
Our hydraulics business combines 
localized service and support with 
an innovative portfolio of fluid power 
solutions to answer the needs of 
global infrastructure projects, includ-
ing locks, canals and dams.  
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your
and technical innovation in 2007 by awarding us 
its “Best Supplier Award for Outstanding Efforts in 
Cost Reduction” for designing customized steering 
control units for its heavyweight loader backhoes, 
manufactured in Delhi NCR. 

During the year, our hydraulics business also 
demonstrated its ability to respond quickly to mar-
ket trends, combining the right products and man-
ufacturing capacity to meet the surging demand for 
agricultural machinery, driven in part by the use 
of biofuels as an alternative fuel source.

We’ve been equally responsive at sea, supplying 
the large-bore cylinders needed for offshore oil  

and gas exploration. Eaton’s Synflex® specialty 
tubing products are also being used to explore for 
oil resources deeper than ever before—safely,  
efficiently and expediently. 

sHARPENINg OUR COMPETITIVE EDgE WORLDWIDE
To increase Eaton’s speed and responsiveness, 
we are building two new technical centers in  
Pune, India, and Suzhou, China. These centers  
will not only enhance our ability to design and  
develop products geared specifically for Asian 
markets, but they will also support the growth of 
our operations worldwide.

energy
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Answering the local needs of global markets.



Fostering a sustainable Business and Culture
While we’ve gone about this quietly, we’re honored that 
a growing number of organizations have recognized 
Eaton’s social responsibility leadership. Over the past 
year, this list has included:

•	 		“The World’s Most Ethical Companies” (Ethisphere 
magazine) 

•	 No. 1 in our category, “10 Best Corporate Citizens by  
Industry”  (Corporate Responsibility Officer magazine) 

•	 	“Most Committed Multi-National Award” for Social 
Responsibility in China (Foreign Investment in China 
magazine)

We will continue to work hard to earn the trust of our 
many stakeholders as we pursue our vision of becoming 
the most admired company in every market we serve. 

16

At Eaton, sustainability isn’t an autonomous program or 
initiative. It’s how we do business—and it’s an increas-
ing part of our business success. That’s why we’re proud 
to share our progress with you in our annual report.

Throughout our company, Eaton people are develop-
ing solutions to drive sustainable growth for our com-
pany—as we deliver more sustainable products and 
services to our customers. This cycle of responsible 
innovation continues to distinguish Eaton across our 
businesses and within the communities in which we 
live and work.
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Committed to World-Class EHs Performance

Protecting the environment and our people is among Eaton’s 
highest priorities. It is a deep responsibility shared through-
out our organization, as we strive to achieve world-class 
environmental, health and safety (EHS) performance.

We don’t believe in regional trade-offs or ethical compro-
mises. Applying the principles of MESH—a global Manage-
ment System of Environment, Safety, Security and Health 
launched in 2005—we adhere to the same high standard of 
excellence at all our facilities across the globe. 

These requirements include mandatory ISO 14001 certi-
fication, an international environmental management  
standard that we have successfully pursued at all our  
manufacturing plants, including those we acquire, since 
2000. Our Truck business has also earned OHSAS 18001 
certification for health and safety excellence.  

During 2007, we expanded our EHS programs and partici-
pation, helping to drive improvements across all of our key 
metrics (see pages 20 and 21 for data and discussion). 
Among the year’s achievements: 

• Consistent with our goals, we decreased global green-
house gas (GHG) emissions by 9.2 percent, indexed for 
sales. As a member of the Business Roundtable’s Climate 
RESOLVE initiative, Eaton has pledged to reduce our GHG 
emissions by 18 percent, indexed for sales, by 2012. 

• Through aggressive waste management—including  
integrating EHS into our Lean Six Sigma process improve-
ment efforts—we reduced the amount of total waste 
generated by our global operations by 10.5 percent,  
indexed for sales, compared to 2006 levels.  

• We improved our employee health and safety perfor-
mance, reducing both the number of work-related inju-
ries or illnesses at our facilities (Total Recordable Case 
Rate) by 25 percent, as well as the number of injuries or 
illnesses that required one or more days away from 
work (Days Away Case Rate) by 16 percent.

In addition, we expanded our involvement in voluntary gov-
ernment programs designed to promote leadership in en-
vironment, health and safety. Four Eaton plants are 
enrolled in the U.S. EPA’s Performance Track program. 
Eleven of our plants in the U.S. and Mexico participate in 
OSHA’s Voluntary Protection Program (VPP), 10 of which 
have achieved STAR recognition. 

During the year, four of our plants in Mexico earned certifica-
tion or recertification in the country’s prestigious Industria 
Limpia (Clean Industries) program that recognizes out-
standing environmental performance by firms doing  
business in the region. 

Eaton’s Vision for Carbon-Neutral Manufacturing

For many years, Eaton’s electrical business has been help-
ing the world to design and build more energy-efficient 
workplaces and office buildings (see “Powering Greener 
Buildings and Businesses” on page 8). Applying that exper-
tise, we’ve set out to achieve an even more ambitious 
goal—to design a carbon-neutral manufacturing plant.

The program, known as the Vision Project, is part of Eaton’s 
commitment to the Business Roundtable’s S.E.E. (Social,  
Environmental, Economic) Initiative, which seeks to pro-
mote understanding and adoption of sustainable growth 
strategies throughout the business community. 

In the future we will work to incorporate many of our own 
products, as well as other feasible leading-edge technol-
ogies—such as renewable solar and wind energy—into 
our plant designs to help reduce energy consumption and 
greenhouse gas emissions. We will share the blueprint 
with our customers and other companies to advance a 
model for sustainable manufacturing worldwide. 

The first phase of the Vision Project, scheduled 

EVERyWHERE THE WIND BLOWs. From the desert to the ocean, 
Eaton’s hydraulic systems help keep wind turbines turning—and 
generating clean, renewable energy—in the harshest environ-
ments. The proven reliability of our products combined with our 
global manufacturing capabilities enable us to keep pace with 
the fast-growing supply demands of wind turbine manufacturers 
all over the world, as we provide the local service they need to 
maximize uptime for their customers.

Eaton Corporation 2007 

EnviROnMEntal, HEaltH & SaFEty PERFORMancE

rising
to the

challenge

for completion in early 2008, will include a preliminary 
template for sustainable manufacturing plant design. This 
template will become one of the foundations of our fu-
t u r e  E H S  
efforts, and help us to shape our implementation strategy 
for meeting our Business Roundtable Climate RESOLVE 
goal of reducing GHG emissions by 18 percent, indexed 
for sales, by 2012.

EHs success story: shenandoah, Iowa 

To help us meet our Climate RESOLVE goal, we’ve been 
conducting exhaustive energy audits of our existing facili-
ties—and identifying conservation opportunities—working 
in tandem with Eaton’s Electrical Solutions Center, and  
external consultants such as Summit Energy in Latin  
America and Europe and Carbon Trust in the U.K.

In addition, we’ve integrated EHS into Eaton’s Lean Six 
Sigma process-improvement program. This “sustainable 
mindset” has created significant new opportunities at each 
of our plants for waste and energy reduction, cost savings 
and other business efficiencies. When uncovered, these 
opportunities are shared across our businesses, multiply-
ing the benefits. 

These efforts—combined with training and education of 
plant personnel—have contributed to significant perfor-
mance improvements at many of our facilities. Our truck 
transmission plant in Shenandoah, Iowa, was an EHS  
 

leader in 2007, demonstrating the social, environmental 
and economic potential of our programs. Among the plant’s 
initiatives and results: 

• By replacing high-pressure sodium lighting with new  
reduced wattage metal halide bulbs and ballasts, the 
plant was able to improve lighting efficiency in the facil-
ity, creating a cleaner, brighter working environment, 
and saving more than 480,000 kilowatt hours of electric-
ity per year. In addition to eliminating an estimated 400 
metric tons of GHG emissions, the lighting upgrade will 
save the plant approximately $28,000 a year. 

• Introducing new endothermic gas injection technology 
and equipment, our Shenandoah Lean-EHS team elimi-
nated process-gas venting from a manufacturing pro-
cess, saving approximately 20 million cubic feet of 
natural gas per year, and reducing GHG emissions by  
an estimated 549 metric tons. The program is also  
expected to save $96,500 a year, lowering our produc-
tion costs. As a result of this success, we’re evaluating 
applying the technology at other Eaton plants.  

• By modifying its exhaust ductwork, the facility was able 
to divert and recover “lost” heated air generated by the 
building’s compressors, redirecting that heat back into 
the plant and its loading dock area in colder weather. The 
project will reduce the facility’s GHG emissions by an  
estimated 385 metric tons annually, and decrease its 
heating costs by $50,000 or more a year. 

Sustainability has always been at the heart of Eaton’s prod-
ucts, since we help our customers use electrical, fluid and 
mechanical power more efficiently. Increasingly, that heri-
tage and reputation have become a marketing advantage 
as customers seek to partner with us to develop more effi-
cient—and productive—products and services. 

For example, Eaton has a long relationship with the EPA 
and other governmental agencies in developing hybrid 
technologies to increase efficiency and reduce emissions 
in commercial vehicles. 

In late 2007, we announced a new partnership with  
Western Michigan University to contribute in adapting  
hydraulic hybrid drive system technology for use in U.S. 
Army vehicles, enabling them to be in the field longer 
without refueling. Development is being led by Eaton’s 

Innovation Center, which is dedicated to identifying and 
developing advanced technologies and applications to  
address customer needs. 

Increasingly our customers are involved in this design pro-
cess, joining us in innovation summits and other collaborative 
working sessions, leveraging our joint knowledge. Working 
with top retailers, for example, we continue to deliver new 
electrical products and solutions to increase energy effi-
ciency and reduce their environmental footprints. 

Among these: Our Integrated Facilities Systems (IFS)  
decrease the floor space required for in-store electrical  
systems by 40 percent—and dramatically reduce the 
time, cost, raw materials (including copper and steel), 
packaging and waste associated with traditional electri-
cal system installations.

buildiNg a “sustaiNable” market advaNtage
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• Through a value-stream analysis, the facility identified  
a transmission pre-wash unit that could be eliminated,  
reducing the plant’s water consumption by 33 percent 
and cutting GHG emissions by an estimated 816 metric 
tons per year. The action also will save the plant more 
than $300,000 a year in operating costs. This same pro-
cess improvement is currently being evaluated at Eaton’s 
other truck transmission plants. 

• To eliminate waste, the facility is working with suppliers 
to reduce packaging and create reusable containers  
that would otherwise be discarded. New balers and  
education programs have helped increase recycling of 
paper, cardboard and plastic at the plant, reducing its 
landfill waste by approximately 3.5 percent in 2007. 

• The facility reduced its injury rate by 35 percent in 2007 
through a variety of programs, including an awareness 
campaign on hand safety. The Shenandoah plant ranks 
near the top of its industry in employee safety, and 
strives to create a “zero injury” working environment.

As a result of these and other improvements, our Shenan-
doah facility has reduced its GHG emissions, lowered its 
operating costs, improved manufacturing cycle times and 
enhanced product quality. Together, these benefits demon-
strate the tremendous social and economic potential of  
incorporating EHS into the Eaton Business System through-
out our value chain. 

A Team of 64,000 EHs specialists 

People across Eaton have embraced our commitment to 
sustainability and are taking action. Every individual has a 
voice and an opportunity to make a difference by identify-
ing opportunities for EHS improvements, big and small.

During 2007, for example, a manager in our electrical busi-
ness drove the creation of an innovative “trash into cash” 
program in which we recapture, refurbish or recycle elec-
trical components that were previously discarded after 
being returned to us by our customers.

In just six months, the program has helped us to eliminate 
more than 180,000 pounds of waste—including copper,  
aluminum and steel—from being sent to landfills, while gen-
erating more than $135,000 in revenue. We are currently 
evaluating rolling out the program to other Eaton businesses 
and to customers to help them to recycle used electrical 
equipment in an environmentally responsible way. 

It all began when one employee saw a pallet of components 
ready to be scrapped and asked, “Why?” Throughout Eaton, 
we are building a culture of responsibility that encourages 
every employee to ask the same question about processes 
and practices in their own workplaces every day. 
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NOTEs TO CHARTs  (all Charts reflect 2007 data)

• energy Consumption data reported represent a majority of 
eaton’s energy consumption at manufacturing plants 
worldwide. of the sites reporting, 12% were located in 
asia/pacific; 24% in europe, the middle east and africa; 
17% in latin america; and 47% in North america.

• emission rates are generated using world resources  
institute (wri) recommended Co2 conversion factors, 
which account for the variations by region. these conver-
sion factors are based on typical energy generation meth-
ods, such as those using fossil fuels or other means.

 
• waste generation data reported represent a majority of 

eaton’s waste generation at manufacturing plants world-
wide. of the sites reporting, 13% were in asia/pacific; 25% 
in europe, the middle east and africa; 15% in latin america; 
and 47% in North america. 

• hazardous waste and non-hazardous waste weights were 
reported consistent with local regulatory definitions of 
each waste type for the reporting location.

• water Consumption data reported represent a majority of 
eaton’s water consumption at manufacturing plants world-
wide. of the sites reporting, 13% were in asia/pacific; 25% 
in europe, the middle east and africa; 15% in latin america; 
and 47% in North america.

• health and safety recordable Cases are work-related  
injuries or illnesses as defined by the u.s. occupational 
safety and health administration (osha). 

• days away Cases are injuries or illnesses involving one 
or more days away from work as defined by osha.
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Putting Our Money Where It Matters

As Eaton has grown, so has our commitment to improving 
the communities in which we live and work. We strive to 
be trusted neighbors—and caring friends—making a gen-
uine difference in the lives of others everywhere we do 
business, everywhere around the world. 

During 2007, we increased our charitable contributions by 11 
percent to nearly $7 million, including $874,000 in corporate 
matches through our retiree and employee matching gift 
program. Contributions to groups outside of North America 
grew by 34 percent, reflecting Eaton’s rapidly expanding 
global presence. 

We’re focused on putting our “money where it matters”—
into local community programs where our offices and 
plants are located. That’s why we’re ardent, long-time sup-
porters of the United Way. During 2007, Eaton employees 
generously donated $3.2 million to 93 local campaigns. We 
added $1.8 million in corporate matches, for a total United 
Way contribution of $5 million. 

Our employees also volunteer thousands of hours of their 
time and talent to vital hometown causes—from mentor-
ing youth, building affordable housing and delivering disas-
ter relief to serving on the boards of local organizations.

Local Decisions, Life-Changing Results

Every community in which we work has different needs. 
That’s why we encourage the managers and employees at 
our facilities to choose which local programs to support. 
This process not only bolsters participation, but it also builds 
pride, as employees can directly experience the benefits of 
their volunteer efforts and contributions. 

Wherever we expand, we take this culture with us. In Chang-
zhou, China, for example, employees at Eaton Senyuan 
Switch Co., Ltd., acquired in late 2006, quickly demon-
strated their commitment to the community by helping to 
fund the educations of 100 low-income college and middle-
school students from the area. 

During 2007, we funded hundreds of similar employee-driven 
initiatives. Here are a few:

• In Kearney, Nebraska, we helped the S.A.F.E. Center  
secure a new and anonymous location to provide shel-
ter for local victims of sexual violence. 

• In São José dos Campos, Brazil, we supported a local  
recycling cooperative, helping to create jobs and income 
for 35 families, while keeping more than 200 tons of 
waste out of area landfills.   

• In China, we provided support to both the World Special 
Olympics in Shanghai, and the China Lifeline Express 
Foundation, which helps cataract sufferers in rural  
regions of the country.

• In Bielsko-Biala, Poland, our employees contribute to 
supply fresh bread daily to a childcare facility that Eaton 
funding is helping to renovate.  

• In India, we’re working to stop the spread of HIV/AIDS  
by funding organizations that educate truck drivers about 
the deadly virus and provide care to women and children 
who have contracted it.  

To reinforce the importance of these activities, we evaluate 
community involvement as part of every location’s Eaton 
Business Excellence assessment. We also reward out-
standing achievements by individual employees through 
our annual Stover Volunteerism Awards.   

ROLLINg UP OUR sLEEVEs. More than 400 Eaton employees and 
retirees from the Cleveland area participated in our 2007 United 
Way Days of Caring program, helping to rebuild, renovate and 
refresh the facilities and grounds of Parmadale Family services, a 
residential treatment center and school in Parma, Ohio, that serves 
troubled adolescents with mental or behavioral health needs. 
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Employee Relations and Development

Eaton aims to become known as a top employer everywhere 
we do business. Our employees across the world take pride 
in the fact that our company is known not only for its per-
formance, but also for its values. We have developed a  
culture that respects the unique, individual differences of 
every employee. This diversity of perspectives drives our 
creativity and innovation. 

Our workplace thrives on openness and candor. Ninety-six 
percent of our global workforce participated in our annual 
employee survey in 2007, providing confidential feedback 
to strengthen our company and its practices and policies. 
Every employee—at every level—has a voice. 

During 2007, we intensified our focus on attracting, retain-
ing and developing a workforce that reflects the growing  
diversity of our global business. Among key initiatives: We 
expanded our experienced talent acquisition programs and 
university recruiting capabilities across the U.S., Europe, 
Latin America, China and India. 

Additionally, we opened regional Eaton University “hubs” 
in China and India to facilitate the creation of training and  
career development programs specific to the needs of each 
region. The University is rapidly becoming a gateway for 
knowledge sharing among Eaton employees, suppliers and 
partners, helping to foster global collaboration and acceler-
ate product development across all our businesses.

global Ethics and Office of the Ombuds

Eaton is a values-based organization. We won’t compro-
mise our integrity to win business, because Eaton’s integrity 
is our business. This dedication to doing business right 
helped us become recognized as one of the world’s most 
ethical companies by Ethisphere magazine in 2007.

Our Global Ethics office provides training and support  
to help employees make the right decisions when faced 
with ethical challenges. During 2007, we expanded those  
efforts by creating a new manager-led “Ethics in Practice” 
training video and providing customized training to help our 
people identify the specific risks, laws and challenges of 
their business environments.

Employees globally are showing a greater awareness of 
the Ethics Office as a resource for advice on doing busi-
ness right. This was demonstrated, in part, by a significant  
increase in the number of calls to our Ethics and Financial 
Integrity Help Line for advice and guidance. 

Independently, Eaton also operates an Office of the Ombuds 
—a confidential resource to help employees identify and  
resolve work-related issues or problems. During 2007, we 
completed our first full year of providing these services to 
our employees in Latin America and the Caribbean. We now 
offer Ombuds support to approximately 70 percent of our 
employees worldwide, and we plan to expand our coverage 
to all of our employees over time.
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THE FAsT TRACK IN INDIA. Constructed in less than 10 months, 
our Truck group’s new facility in Ranjangaon, Pune, India, opened 
its doors in November of 2007. To staff the plant amid a severe 
talent shortage in the region, our local team reached out to rural 
colleges in surrounding towns, recruiting and training more than 
35 candidates in a unique 60-day program. Through this public/
private partnership, Eaton was able to accelerate the opening of 
the new plant and create quality jobs for the local community. 

developing
globaltalent



increasing

Approximately 50 percent of Eaton’s revenues were 
driven by economies outside the United states in 2007.
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We have prepared the accompanying consolidated financial statements  
and related information of Eaton corporation included herein for the three years 
ended December 31, 2007. the primary responsibility for the integrity of the 
financial information included in this annual report rests with management. 
the financial information included in this annual report has been prepared in 
accordance with accounting principles generally accepted in the united States 
based on our best estimates and judgments and giving due consideration to 
materiality. the opinion of Ernst & young llP, Eaton’s independent registered 
public accounting firm, on those financial statements is included herein. 

Eaton has high standards of ethical business practices supported by the Eaton 
code of Ethics and corporate policies. careful attention is given to selecting, 
training and developing personnel, to ensure that management’s objectives of 
establishing and maintaining adequate internal controls and unbiased, uniform 
reporting standards are attained. Our policies and procedures provide reasonable 
assurance that operations are conducted in conformity with applicable laws and 
with the company’s commitment to a high standard of business conduct.

the board of Directors pursues its responsibility for the quality of Eaton’s 
financial reporting primarily through its audit committee, which is composed of 
five independent directors. the audit committee meets regularly with manage-
ment, the internal auditors and the independent registered public accounting 
firm to ensure that they are meeting their responsibilities and to discuss matters 
concerning accounting, control, audits and financial reporting. the internal 
auditors and independent registered public accounting firm have full and free 
access to senior management and the audit committee.

report  of iNdepeNdeNt registered 
publiC aCCouNtiNg firm

maNagemeNt’s report  
oN fiNaNCial statemeNts
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to the board of Directors and Shareholders  
Eaton corporation

We have audited the accompanying consolidated balance sheets of Eaton  
corporation as of December 31, 2007 and 2006, and the related statements of 
consolidated income, shareholders’ equity, and cash flows for each of the three 
years in the period ended December 31, 2007. these financial statements are  
the responsibility of the company’s management. Our responsibility is to express 
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public  
company accounting Oversight board (united States ). 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. 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 financial statements referred to above present fairly, in  
all material respects, the consolidated financial position of Eaton corporation  
at December 31, 2007 and 2006, and the consolidated results of its operations  
and its cash flows for each of the three years in the period ended December 31, 
2007, in conformity with united States generally accepted accounting principles.

as discussed in “Retirement benefit Plans“ in the notes to the consolidated  
Financial Statements, effective December 31, 2006, Eaton corporation  
adopted Statement of Financial accounting Standards (SFaS) no. 158, Employers’  
Accounting for Defined Benefit Pension and Other Postretirement Plans, an 
amendment of FASB Statements No. 87, 88, 106, and 132(R).

as discussed in “Stock Options“ in the notes to the consolidated Financial 
Statements, effective January 1, 2006, Eaton corporation adopted SFaS  
no. 123(R), Share-Based Payment.

We also have audited, in accordance with the standards of the Public company 
accounting Oversight board (united States), Eaton corporation’s internal  
control over financial reporting as of December 31, 2007, based on criteria estab-
lished in Internal Control — Integrated Framework issued by the committee  
of Sponsoring Organizations of the treadway commission and our report dated 
February 26, 2008 expressed an unqualified opinion thereon.

cleveland, Ohio

February 26, 2008

Alexander M. Cutler
chairman and chief Executive  
Officer; President

Richard H. Fearon
Executive vice President– 
chief Financial and Planning Officer

Billie K. Rawot
vice President and controller

February 26, 2008




