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/ @ 0 %W % %W@W Rollins, Inc. is one of the nation’s largest consumer

services companies. Through its wholly-owned subsidiary, Orkin Exterminating Company,
Inc., the Company provides essential pest control services and protection against termite
damage, rodent, and insect infestation to approximately 1.6 million residential and
commercial customers. Currently, Orkin has more than 400 locations in North America
with over 7,500 employees committed to providing the “World’s Best” pest control sales,

service, and customer support.

Orkin joins a select few companies that have maintained the public trust consistently enough
to operate successfully for over 100 years. Some of the elite public companies that can be
included in this group are AT&T, The Coca-Cola Company, Dow Jones & Company,
Equifax, Johnson & Johnson, SunTrust Banks, and Proctor & Gamble Corporation.

Orkin began in 1901 when Otto Orkin sold rat poison door-to-door to farmers and grocers.
Today, Orkir is one of the most highly regarded pest and termite control companies in the
world. The dedication of thousands of Orkin employees over the years has enabled the

company to enjoy one of the most highly recognized brand names in the country.

5. %@«m % sonawnciol %@%

(in thousands, except per share data) 2001 2000 1999 1998 1997
OPERATIONS SUMMARY
Revenues $652,286  $649,558  $586,639 $549,136 $538,639
Income (Loss) from Continuing
Operations After Income Taxes 16,942 9,550 7,150 3,177 (104,781)
Income from Discontinued
Operations After Income Taxes - - - 3,410 106,278
Net Income $16,942 $9,550 $7,150 $6,587 $1,497
Earnings (Loss) per Share — Basic and Diluted:
Continuing Operations 0.56 0.32 0.24 0.10 (3.09)
Discontinued Operations - - - 0.11 3.13
Net Income 0.56 0.32 0.24 0.21 0.04
Dividends per Share 0.20 0.20 0.20 0.50 0.60
FINANCIAL POSITION
Total Assets $296,559 $298,819 $309,948 $322,456 $428,959
Noncurrent Capital
Lease Obligations - 256 2,450 6,090 9,239
Long-Term Debt 4,895 4,656 5,328 - -
Stockholders’ Equity 85,498 78,599 71,790 80,235 145,644
Shares Outstanding 30,070 30,036 29,881 30,489 33,279
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A CENTURY OF SERVICE Qur Orkin team is pleased to have reached a milestone of being
in business for 100 years and, while doing so, to have created a tremendous company with one
of the best-known brands in the nation. From its humble beginning in 1901 as Otto Orkin’s
one-man operation, Orkin today is one of the largest and most respected pest and termite
control companies in the world. This year, Orkin joined a select few public companies that
have operated for over 100 years, an achievement shared with AT&T, The Coca-Cola

] Company, Dow Jones & Company, Equifax, Johnson & Johnson, SunTrust Banks, and
Proctor & Gamble Corporation.

2001 IN RETROSPECT 2001 has been a positive vear for the company in light of some
challenging economic circumstances. Highlights for the year include:

° Improvement in customer retention enabling revenue growth of 0.4% over 2000.

© Net Income improvement by $7.4 million or 77.4% over 2000.

o Profit margin improvement of 76.7% over 2000 .
© Basic and Diluted Earnings Per Share increased by $0.24 or 75% over 2000.

Our sales and service programs have enabled us to improve customer retention as well as make
our cperations more efficient. This was evidenced by the improvement in financial results in a
slowing economy. The Company will continue to focus on enhancing stockhalder value by
building recurring revenue and controlling expenses, with special emphasis on expanding
Orkin’s commercial pest control business.

Also, we were pleased to announce in July of 2001 that the President and Chief Operating
Officer Gary W. Rollins was named to the additional post of Chief Executive Officer.

2002 AND BEYOND While 2001 was a very successful year, we believe that our financial

results will continue to improve as our sales and service programs are fully executed.

Qur new proprietary branch computer system, FOCUS, was introduced company-wide in 2001.
This investment in information technology enables us to serve our customers more effectively
by developing a more comprehensive customer database while better identifying performance
trends. This new information should enhance our ability to plan and execute business strategies.
Another technological advancement that can potentially further increase efficiency and
productivity is perfection of new routing, mapping, and scheduling software. When applied in
conjunction with our vehicle global positioning system, this software should allow us to better
adhere to our customers’ service schedules in a more efficient, cost-effective, and safe manner.

Other programs that we are excited about for 2002 include the full utilization of our new
Atlanta training facility, the expansion of our franchise program, completion of ISO 9002
certification throughout our Commercial Division branches, and the Rollins Customer Care
Center's enhanced ability to expedite customer complaints via the intranet.

While Orkin Exterminating Company, Inc. celebrates its 100th YEAR OF SERVICE, we have
seen significant changes in the environment in which it competes today. And as we move
forward in the 21st Century, we are likewise challenged to routinely make innovations to
improve our sales and service programs through new technologies and processes. We look
forward to providing increased value to our shareholders through our pest control industry
leadership, improving operating margins and market share while providing our customers with
extraordinary pest control service.

R. Randall Rollins Gary W. Rollins
Chairman of the Board Chief Executive Officer, President and
Chief Operating Officer
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In 1998, Orkin introduced a premium brand of pest elimination service called
Acurid™, which is now provided by our 49 dedicated commercial branches.
These branches offer insect control, fly control, rodent control, stored product
pest control, and odor control to major commercial markets throughout the

: 3 United States. By providing these comprehensive services to our customers,
Otto Orkin we are able to deliver a service program to locally-owned businesses as well as

e R

national chains representing such industries as fast food, home improvement,

Aowiess fistiamd Dasd C'g. RICEMOND, VA,

_ discount and grocery retail, and health care. In addition, Acurid™ was
Otlo opens bis fo bwsiness office introduced company-wide this year to our residential-commercial branches
i n Bichmond, %‘ng«'w»‘a enabling them to provide this premium service for all commercial customers
—-_ 1912 serviced by any Orkin branch.
o Waypx& Rollina, The founder of
Tollins, trnc. was lorn in IS0 9000 Quality Certification 1SO certification is an internationally
Tonnel Hill, Georgia recognized quality standard that validates the quality process for companies

throughout the world. Seventeen of our dedicated commercial branches
have now been certified under ISO 9002. The goal of the company is to
have all of our commercial branches ISO certified by the end of 2002.

Otlo opens am (Wlowdn office and 1926 Additionally, Rollins Customer Care Center achieved its ISO 9002

Zeﬁwv)« "””’”ﬁ The diamond Zogo certification this year, We believe that we are one of the few companies
in the United States that have a customer service department that has
earned this distinction.
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n \% // 1941-1945 we have implemented bimonthly pest control service. This initiative is now

Pest Control The residential pest control customer continues to be the
foundation of our Company. In an effort to better service these customers,

available thanks to extensive field testing and a unique service protocol

C& 100 YEARS OF SERVICE

perfected by Orkin. Techniques employed in this initiative include

ﬂ Onbeion Trecfed MWM«? PestSensor™ for monitoring, insect growth regulators, baits to attract pests
el allishmers for pest control from their nesting areas, and time-release micro-encapsulated products placed
and fumigifion during wwil around the outside of a home targeted to keep pests from entering. Through
when pesl cordrol was decbored a this combination of service treatments, technicians can do the job and better
needed service. PueTo gasoline conform to our customers’ busy lifestyles. More frequent service is
2ilioning, o &;o?olo was waed To automatically provided as needed or at the customer’s request.
service sorme 1ovilles,
Termite Control The Company'’s most recent offering for protection from
1 9@4}_‘{ termites is the utilization of termite bait in conjunction with a directed liquid
Zollins purchoses Onbein g treatment at a structure’s most vulnerable areas. This treatment offers the
ERerminating Co fm customer protection from termites that is not available through a bait-only

B62 rillion when fo service. After a directed liquid treatment is applied, termite monitoring
stations are placed around the perimeter of the home to detect termite
activity. If activity is present then bait stations are activated enabling termites
to ingest the bait and disseminate it to other termites in the colony. Orkin’s
two-phased termite treatment has been strongly endorsed by leading industry
technical and scientific experts. In a manner similar to our bimonthly pest
control service, we have again distinguished ourselves as an industry
innovator. Orkin continues to test new technologies, products, and treatment
methods in the search to identify better programs to safeguard against the

terrible damage that termite infestation can inflict on the home.




Technician Training The Orkin brand name was built by delivering a 1968 Zollins, tnc. begins Trading on
consistent, high-quality service product to our customers for over 100 years. The Plew York SHock Exchange.
We continue to maintain our reputation as a leader by providing what we

believe to be the best training programs in the industry. An indication of our
commitment to quality training was provided by the recent opening of the 1988 The Obeine EAerrinator

A

1€R U 4@ Eo&fma/ow Ts melional

Orkin Training Center located near our corporate headquarters in Atlanta. S
This new state-of-the-art facility incorporates traditional classroom learning,

but also provides an opportunity for hands-on training. A full-scale replica
of a home with see-through panels shows construction elements within walls.

Another structure is purposely left incomplete to show construction types

our service technicians encounter while performing treatments. T Okin Eferminding gornfa«n?_
1993 celebroites The ofamt}ng off/w/

Our Commercial pest control technician training utilizes programs that were 0. Orkin froect Foo oA The

co-developed with institutions such as Purdue University and the American Somilhsomiom Inddifiite,

Institute of Baking. Our rechnicians must be certified through completion of

our company training material, as well as third-party training programs before 1994 7he st Oelein, /m«no/w.w fw/m»

they can qualify as an industrial, commercial or institutional specialist.

Residential pest control technicians are required to complete a 15-day on-the-
job training program, which is augmented by instructional videos, training
workbooks, and pre-programmed tests. The Company also requires candidates

to attend the Orkin Quality Technical Training courses that are conducted 1 9 9 8

regionally to add to their service and customer relation skills. The mmwafwl ﬂm PPlom

deThrones our reigning
Termite technicians undergo similar extensive training that includes in-house markéling champion, The
courses as well as a correspondence course in advanced termite control Onbein, EAerminator 1oloA.
developed in cooperation with Texas A&M University, one of the nation’s
leading termite control schools. Like our pest control technicians, these Ohbein. ivroduces o premivm
termite technicians attend regional training that keeps them up-to-date on @;d] _ brand of pedt climinaion service
the latest technology, equipment, and rechniques in the field. _@_g:i'il colled Qonrid™”,

@ [RISE
Corporate Management Training Rollins requires that all mid-level home = e
office managers attend pest control industry training, while our new branch 1999 %
managers attend Orkin University. These diverse curriculums incorporate a Sopifan S
range of elements that provide an understanding of the company relative to Onbein, expomds Zy. acquiring
its policies, procedures, customers, and competitors. They are targeted to Prism, o subosds
create workplace competencies that contribute to the company’s competitive S5C Jobnson; PUU Serrvices,
advantage and the employee’s professional success. Conada's leading pest corflol
2002 and Beyond In today’s information age, successful companies need Pt cortrol comprney i The
to be able to incorporate new technologies quickly in the current business sovifheatflon U.5 4.
environment. In order to meet this challenge, the Company has invested
in a new branch proprietary software system appropriately named FOCUS.
FOCUS was introduced company-wide in 2001 and provides an improved
branch administrative system that allows us to quickly identify performance
trends through the compilation of customer and employee data. This enables
us to adjust our business practices in a more timely manner to better focus on
meeting our customers’ needs, while improving productivity. 2001
Other enhancements to our operating systems include the broad utilization of O Ouvlin Prnsect Sofoi began
Global Positioning System (GPS) equipment and software, and Truckstops® Towring The U.5.A. & Conada
routing and scheduling software. This new scheduling technology in our pilot educoing The public abod The
branches has enabled us to improve on-time service to our customers and impodoanid 20le insels f/ay

provide for improved technician efficiency and earnings while reducing in our envitonmend,
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operating costs. GPS is a vehicle-tracking system that captures real-time data
such as speed, vehicle location, arrival and departure times, and idle time.
With its introduction, we are seeing a major improvement in our customer
service performance and vehicle accident rate. This technology should be

in all branches by the first half of 2002.

An exciting method of future growth impacting the Company is the
expansion of the Orkin franchise program. We currently have 30 franchisees
and are employing this growth strategy in secondary markets where a
conventional Orkin branch would be 5 to 10 years away. Our franchise
approach allows franchisees to develop equity and has a built-in exit strategy
at the end of the franchise term thar motivates franchisees to sell their
businesses to Orkin.

Today, Orkin technical and marketing information as well as Rollins, Inc.
financial information is quickly accessible through the internet. You can now
visit our new Web site at www.rollinscorp.com to view the latest news
releases, SEC filings, and past annual reports. You can also obtain up-to-date
information about Crkin at www.orkin.com. We have plans to complete
Orkin’s intranet next year, which will provide a medium to transmit payroll,
fleet, and accounts payable data; training material; and company procedures.

Marketing Initiatives An important method of promoting the Orkin brand
is through our national advertising. Orkin’s television advertising campaign
in 2001 continued to build upon the “Fake Out” theme that was one

of the most talked about in the advertising industry last year. Originally, a
television commercial was created that appears to be a fabric softener
advertisement until a cockroach suddenly emerges and darts across the
screen, followed by the Orkin man. Due to this ad’s popularity in 2000, a new
commercial was developed in 2001 using the same creative concept starring
former child actor Gary Coleman. In addition to creating a very memorable
commercial, we have received significant coverage by the news media
discussing our “Fake Out” creative effort.

For over 100 years, Orkin Pest Control has created a reputation as a leader

in educating people about the world of insects. In 1993, Orkin and the
Smithsonian National Museum of Natural History partnered to launch

the O. Orkin Insect Zoo in our nation’s capital. This has become one of the
most popular exhibits at the Smithsonian. In recognition of 100 years of
service, Orkin joined forces again this year with the Smithsonian to deliver a
traveling insect expedition visiting more than 100 communities and schools
throughout the United States. The Smithsonian O. Orkin Insect Safari is one
of the most ambitious insect education initiatives ever undertaken, and is
offered free-of-charge to students, teachers, and related families. This
multimedia exhibition on wheels is designed to be an interactive educational
tool for students of all ages. You can visit our Web site at www.insectsafari.com
to take an online tour of the exhibit and perhaps, in the future, enjoy a

presentation at an expedition site near you.



UNITED STATES
SECURITIES EXCHANGE COMMISSION

Washington, D.C. 20549

10-K

(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2001
OR

(1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the tramsition period from to

Commission file No. 1.4422

ROLLINS, INC.

(Exact name of registrant as specified in its charter)

Delaware 51-0068479
(State or other jurisdiction of (LR.S. Employer Identification No.)
incorporation or organization)
2170 Piedmont Road, N.E., Atlanta, Georgia 30324
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (404) 888-2000
Securities registered pursuant to Sectionm 12(5) of the Act:

Name of each
Title of each class Exchange on which registered

Common Stock, $1 Par Value The New York Stock Exchange
The Pacific Stock Exchange

Securities registered pursuant to section 12(g) of the Act: None.

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes .[x] No [J

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-X is not contained herein, and
will not be contained, to the best of Registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part III of this Form 10-K or any amendment to this Form 10-K.

The aggregate market value of Rollins, Inc. Common Stock held by non-affiliates on February 26, 2002, was $282,498,380
based on the closing price on the New York Stock Exchange on such date of $20.00 per share.

Rollins, Inc. had 30,160,062 shares of Common Stock’outstanding as of February 26, 2002.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of Rollins, Inc.’s Annual Report to Stockholders for the calendar year ended December 31, 2001 are incorporated
by reference into Part II, Item 6.

Portions of the Proxy Statement for the 2002 Annual Meeting of Stockholders of Rollins, Inc. are incorporated by reference
into Part IT1, Items 10-13.




PART I
Item 1. Business.
General

Rollins, Inc. (the Company) is a national service company with headquarters located in Atlanta,
Georgia, providing pest and termite control services to both residential and commercial customers.
Services are performed through a contract that specifies the pricing arrangement with the customer.

Orkin Exterminating Company, Inc. (Orkin), a wholly-owned subsidiary founded in 1901, is one of the
world’s largest pest and termite control companies. It provides customized services from over 400 locaticns
to approximately 1.6 million customers. Orkin serves customers in the United States, Canada, and Mexico,
providing essential pest control services and protection against termite damage, rodents and insects tc
homes and businesses, including hotels, food seivice establishments, dairy farms and transportation
companies. Orkin operates under the Orkin® and PCO Services, Inc.® trademarks and the Acurid™
service mark. The Orkin® brand name makes Orkin one of the most recognized pest and termite
companies in the country. The PCO Services brand name provides similar brand recognition in Canada.
The Company is the largest pest control provider in Canada.

The Company has only one reportable segment, its pest and termite control business. Revenue,
operating profit and identifiable assets for this segment, which includes the United States, Canada, and
Mezxico, are included in Item 8 of this document under financial statements and supplementary data on
pages 15 and 16. The Company’s results of operations and its financial condition are not reliant upon any
single customer or a few customers or the Company’s foreign operations.

A bimonthly pest control service initiative has been recently implemented to better service our
residential customers. Through this program, the Company can better conform to our customers’ busy
lifestyles. In addition, Acurid®™ commercial pest elimination service was introduced company-wide in 2601.
This premium service includes insect control, fly control, rodent control, and odor control for commercial
customers and is now available through any Orkin branch.

The doliar amount of service contracts and backlog orders as of the end of the Company’s 2001 and
2000 calendar years was approximately $16.2 million and $18.2 million, respectively. Backlog services and
orders are usually provided within the month following the month of receipt, except in the area of prepaid
pest control where services are usually provided within twelve months of receipt. The Company does not
have a material portion of its business that may be subject to renegotiation of profits or termination of
contracts at the election of a governmental entity.

The Rollins Customer Care Center achieved its ISO 9002 quality certification in 2001. It is joined by
seventeen dedicated commercial branches that have also completed the ISO 9002 quality certification
process.

The Company continues to expand its growth through the Orkin franchise program. This program is
primarily used in secondary markets where it is not currently feasible to locate a conventional Orkin
branch. There is a built-in exit strategy at the end of the franchise term that motivates the franchisee to sell
their business to Orkin. There were 30 franchisees in the Company at the end of 2001.

Arother area of development for the Company was the company-wide introduction of a new
proprietary branch computer system named FCCUS. This technology should enable us to better serve our
customers by developing a more comprehensive customer database and better identify performance trends.

Seasonality

The business of the Company is affected by the seasonal nature of the Company’s pest and termite
control services. The metamorphosis of termites in the spring and summer (the occurrence of which is




determined by the timing of the change in seasons) has historically resulted in an increase in the revenue
and income of the Company’s pest and termite control operations during such periods.

Inventories

The Company maintains a sufficient level of chemicals, materials and other supplies to fulfill its
servicing needs and to alleviate any potential short-term shortage in availability from its national network
of suppliers.

Competition

The Company believes that Orkin competes favorably with competitors as one of the world’s largest
pest and termite control companies.

The principal methods of competition in the Company’s pest and termite control business are quality
of service and guarantees, including the money-back guarantee on pest and termite control, and the
termite retreatment and damage repair guarantee to qualified homeowners.

Research and Develepment

Expenditures by the Company on research activities relating to the development of new products or
services are not significant. Some of the new and improved service methods and products are researched,
developed and produced by unaffiliated universities and companies. Also, a portion of these methods and
products are produced to the specifications provided by the Company. Some of the more recent studies
that have been conducted on behalf of the Company include one on fly pathogens by the University of
Florida. There is also an integrated pest management study currently being performed by the V1rg1n1a
Polytechnic Institute. -

Governmental Regulation

Local governmental licenses and permits are required in order for the Company to conduct its pest
and termite control services in certain localities. In view of the widespread operations of the Company’s
service operations, the failure of any local governments to license a facility would not have a material
adverse effect on the results of operations of the Company.

Other than the impact on the Company of governmental regulation of the use of pesticides, the
Company is not materially affected by compliance with federal, state and local provisions, which have been
enacted or adopted regulating the discharge of materials into the environment, or otherwise relating to the
protection of the environment.

Employees
The number of persons employed by the Company as of February 26, 2002 was approximately 8,000.

Item 2. Properties.

The Company’s administrative headquarters and central warehouse, both of which are owned by the
Company, are located at 2170 Piedmont Road, N.E., Atlanta, Georgia 30324. The Company owns or leases
several hundred branch offices and operating facilities used in its business. None of the branch offices,
individually considered, represents a materially important physical property of the Company. The facilities
are suitable and adequate to meet the current and reasonably anticipated future needs of the Company.
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Item 3. Legal Proceedings.

Orkin, one of the Company’s subsidiaries, is a named defendant in Helen Cutler and Mary Lewin v.
Orkin Exterminating Company. Inc. et al. pending in the District Court of Houston County, Alabama. The
plaintiffs in the above mentioned case filed suit in March of 1996 and are seeking monetary damages and
injunctive relief for alleged breach of contract arising out of alleged missed or inadequate reinspections.
The attorneys for the plaintiffs contend that the case is suitable for a class action and the court has ruled
that the plaintiffs would be permitted to pursue a class action lawsuit against Orkin. The Company believes
this case to be without merit and intends to defend itself vigorously at trial. At this time, the final outcome
of the litigation cannot be determined. However, it is the opinion of Management that the ultimate
resolution of this action will not have a material adverse effect on the Company’s financial position, results
of operations, or liquidity.

On November 9, 2001, the Alabama Supreme Court rendered a final judgment of $2.3 million in the
matter of The Estate of Artie Mae Jeter v. Orkin Exterminating Company. Inc. and Bill Maxwell. The
following two paragraphs describe in detail the proceedings of this lawsuit.

On May 14, 1999, a lawsuit was filed in the Circuit Court of Macon County, Alabama against Orkin
alleging breach of contract and fraud. The suit asserted a failure to treat and inspect the residence of the
plaintiff and to repair the termite damage and alleged that Orkin concealed alleged misconduct and misled
the plaintiff as to the quality of work performed. Orkin defended itself by asserting that the plaintiff had
not been misled and was told about the damages. Orkin also presented evidence that there was structural
damage not attributable to termites, that there were significant conditions conducive to termites present in
and around the structure and that there was no evidence of live termites found in the damaged areas since
1989. On August 18, 2000, the jury in the matter of The Estate of Artie Mae Jeter v. Orkin Exterminating
Company, Inc. and Bill Maxwell, returned a verdict of $80.8 million against Orkin. The award consisted of
$800,000 in compensatory damages including property damage and mental anguish and $80.0 million in
punitive damages. The jury found for the plaintiff on the two counts alleged.

Subsequent to the judgment, Orkin filed post trial motions, including a motion to reduce the
judgment. On December 11, 2000, the trial judge issued an order reducing the total amount of the award
to $4.4 million against Orkin. This amount consisted of $400,000 in compensatory damages and
$4.0 million in punitive damages. It remained Orkin’s position that it complied with its obligations and that
it did not attempt to conceal any misconduct or suppress any material facts. Orkin appealed this reduced
judgment to the Supreme Court of Alabama. On November 9, 2001, the Alabama Supreme Court further
reduced the $4.4 million judgment rendered in the trial court to $2.3 million plus post-judgment interest.
Of the $2.3 million award, $2 million was for punitive damages and $300,000 was for compensatory
damages. As a result of this final judgment, this case has now been terminated and in the opinion of
Management, did not have a material impact on the financial condition, results of operations or liquidity of
the Company.

Orkin is also a named defendant in Butland et al. v. Orkin Exterminating Company, Inc. et al. pending
in the Circuit Court of Hillsborough County, Tampa, Florida. The plaintiffs filed suit in March of 1999 and
are seeking monetary damages in excess of $15,000 for each named plaintiff and injunctive relief for
alleged breach of contract, fraud and various violations of Florida State law. The attorneys for the plaintiffs
contend that the case is suitable for a class action. The Court may rule in the first six months of 2002 on
whether the class should be certified and their case should proceed as a class action. The Company
believes this case to be without merit and intends to defend itself aggressively through trial, if necessary. At
this time, the final outcome of the litigation cannot be determined. However, it is the opinion of
Management that the ultimate resolution of this action will not have a material adverse effect on the
Company’s financial position, results of operations or liquidity.

Additionally, in the normal course of business, the Company is a defendant in a number of lawsuits,
which allege that plaintiffs have been damaged as a result of the rendering of services by Company




personnel and equipment. The Company is actively contesting these actions. It is the opinion of
Management, however, that the outcome of these actions will not have a material adverse effect on the
Company’s financial position, results of operations or liquidity.

Item 4. Submission of Matters to a Vote of Security Holders.
There were no matters submitted to a vote of security holders, through the solicitation of proxies or
otherwise, during the fourth quarter of 2001.

Item 4.A. Executive Officers of the Registrant.

Each of the executive officers of the Company was elected by the Board of Directors to serve until the
Board of Directors’ meeting immediately following the next annual meeting of stcckholders or until his
earlier removal by the Board of Directors or his resignation. The following table lists the executive officers
of the Company and their ages, offices with the Company, and the dates from which they have continually
served in their present offices with the Company.

Date First Elected

Name ' Age Office with Registrant to Present Office
R. Randall Rollins (1) 70  Chairman of the Board 10/22/91
Gary W. Rollins (2) 57  Chief Executive Officer, President 7/24/01
and Chief Operating Officer
Harry J. Cynkus (3) 52  Chief Financial Officer and 5/28/98
. Treasurer
Michael W. Knottek (4) ) 57  Vice President and Secretary 5/28/98
Glen W. Rollins (5) 35 Executive Vice President 6/01/01

(1) R. Randall Rollins and Gary W. Rollins are brothers.

(2) Gary W. Rollins was elected to the office of President and Chief Cperating Officer in January 1984.
He was elected to the additional office of Chief Executive Officer in July 2001.

(3) Harry J. Cynkus joined the Company in April 1998 and, in May 1998, was elected Chief Financial
Officer and Treasurer. From 1996 to 1998, Mr. Cynkus served as Chief Financial Officer of Mayer
Electric Company, a $300 million wholesaler of electrical supplies. From 1994 to 1996, he served as
Vice President—Information Systems for Brach & Brock Confections, the acquirer of Brock Candy
Company, where Mr. Cynkus served as Vice President—Finance and Chief Financial Officer from
1992 to 1994. From 1989 to 1992, he served as Vice President—TFinance of Initial USA, a division of
an international support services company. Mr. Cynkus is a Certified Public Accountant.

(4) Michael W. Knottek joined the Company in June 1997 as Vice President and, in addition, was elected
Secretary in May 1998. From 1992 to 1997, Mr. Knottek held a variety of executive management
positions with National Linen Service, including Senior Vice President of Finance and Administration
and Chief Financial Officer. Prior to 1992, he held a variety of senior positions with Initial USA,
finally serving as President from 1991 to 1992.

(5) Glen W. Rollins is the son of Gary W. Rollins. He joined the Company in 1989 and has held a variety
of positions within the organization. As Executive Vice President, he was assigned responsibility for
Orkin operations in June 2001.




PART II
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters.

The Common Stock of the Company is listed on the New York and Pacific Stock Exchanges and is
traded on the Philadelphia, Chicagc and Boston Exchanges under the symbol ROL. The high and low
prices of the Company’s common stock and dividends paid for each quarter in the years ended
December 31, 2001 and 2000 were as follows:

STOCK PRICES AND DIVIDENDS
Rounded to the nearest $.01

The number of stockholders of record as of February 26, 2002 was 1,785.

. Dividends ) Dividends
Stock Price Paid Stock Price Paid

1 2001 High Low  Per Share 2000 High Low  Per Share
: First Quarter $21.30 $16.84 $.05 First Quarter $16.38 $12.88 $.05
| Second Quarter 20.68 17.32 .05 Second Quarter 15.06 11.13 05
: Third Quarter 20.98 14.97 .05 Third Quarter <1550  14.25. .05
] Fourth Quarter 2135 1499 05 Fourth Quarter 2238  14.69 .05

Item 6. Selected Financial Data.

The information contained under the heading, “5-Year Financial Summary”, on back of the front
cover of the 2001 Annual Report to Stockholders is incorporated herein by reference.
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
RESULTS OF OPERATIONS

% Change
From Prior
Year Increase
(In thousands) 2001 2000 1999 2001 2000
Revenues $652,286 $649,558 $586,639 0.4% 10.7%
Net Income 16,942 9,550 7,150 77.4 33.6

General Operating Comments

The Company’s continued emphasis on customer retention along with building recurring revenues
with our termite baiting program resulted in a revenue growth of 0.4% in a sluggish economy. The
financial results for the fourth quarter 2001 and the year were positively impacted by the continued benefit
of our recent service initiatives.

For the fourth quarter of 2001, the Company recognized net income of $1.6 million compared to a loss
of $1.7 million in the fourth quarter 2000. For the year ended December 31, 2001, the Company had net
income of $16.9 million compared to the prior year amount of $9.5 million, which represents a 77.4%
increase. The overall improvement in profitability is largely a result of improved Cost of Services Provided
and Sales and General & Administrative expenses as a percentage of revenues, partially offset by lower
interest income and higher depreciation and income taxes.
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Results of Operations—2001 Versus 2000

The 0.4% increase in revenues for the year ended December 31, 2001 was primarily due to increased
recurring revenues in poth pest and termite control. Pest control benefited from improvement in customer
retention and a solid increase in commercial revenues. The increased recurring revenues from termite
control can be mainly atiributed to the impact of our termite baiting program.

Orkin’s treatment method of directed liquid termite baiting program generates recurring monitoring
revenues that are deferred to the balance sheet each month in the form of unearned revenue. This is then
being recognized in future periods when the service is rendered.

Owver the past couple of years, the Company has successfully integrated several pest control companies
acquired in the United States and Canada. The Company currently does not have plans to aggressively
seek new acquisitions but will give consideration to any unusually attractive acquisition opportunities
presented. Cost of Services Provided decreased $7.3 million compared to last year, and improved to
represent 55.9% of revenues compared to 57.2% last year. This improvement as a percentage of revenues
was primarily attributable to margin improvement due to increased efficiencies and a reduced workforce in
service, personnel related expenses, and fleet that was partially offset by an increase in insurance expense.
Depreciation and Amortization increased approximately $1.9 million or 10.2% over the prior year, due
primarily to the implementation of our new proprietary branch computer system.

Sales, General and Administrative decreased $4.0 million over last year, and improved to represent
36.9% of revenues compared to 37.6% last year. This improvement as a percentage of revenues resulted
primarily from improved efficiencies and a reduced workforce in sales, decreased other personnel related
costs, and decreased bad debt expense.

Interest income declined $252,000 or 56.0% during the year primarily due to interest expense for
notes payable associated with acquisitions.

The Company’s tax provisfon of $10.4 million as compared to $5.9 million in 2000, reflects increased
income in 2001.

The decline in the Accrual for Termite Contracts of $6.8 million or 11.8% reflects improvement in the
experience rate, as well as the payment of termite claims and the cost of remediation. Accrued Insurance
decreased $6.3 million or 12.9% during the year as a result of improved experience rate, attributable to the
Company’s proactive management of issues associated with insurance expense.

In 2002 the Company plans to further expand its alternate service program, which is becoming a larger
part of the Company’s residential pest control business with its improved profit margins. The Company will
also continue to emphasize its commercial pest control business featuring Acurid®™, a new high-end service
that offers businesses a customized approach to pest control.

Results of Operatioms—200¢ Versus 1999

The 10.7% increase in revenues for the year ended December 31, 2000 was due to increases in both
pest and termite control revenues. The continuing customer acceptance of the Company’s alternate service
offering in conjunction with acquisitions resulted in higher residential pest control revenues in 2000. The
Company’s commercial pest control division was its fastest growing division, with a substantial revenue
improvement over 1999. The Company’s continued emphasis on its commercial pest control operations
was evidenced by the growth in customer base and a higher average sales price in 2000. On July 1, 2000, the
Company further expanded its commercial operations through the acquisition of the remaining 50% of its
joint venture, Acurid Retail Services, L.L.C., created to sell and provide pest elimination services to
customers in the retail market. :

Termite control sales significantly increased in 2000, due primarily to the success of the Company’s
directed-liquid termite baiting program, partially offset by a lower customer base. This treatment method
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creates monthly recurring monitoring revenues that are deferred to the balance sheet in the form of
unearned revenue, which is recognized in future periods when the service is rendered.

Cost of Services Provided increased $30.2 million over 1999, but improved to represent 57.2% of
revenues compared to 58.2% in 1999. This improvement as a percentage of revenues was primarily
attributable to margin improvement due to efficiencies and associated workforce reductions in service,
personnel related expenses, insurance and claims and improved inventory management.

Depreciation and Amortization increased approximately $5.0 million or 37.1% over 1999, due
primarily to an increase in amortization of goodwill and other intangibles as a result of the Company’s
prior year acquisitions.

Sales, General and Administrative increased $21.3 million over 1999, but improved to represent
37.6% of revenues compared to 38.1% in 1999. This improvement as a percentage of revenues resulted
primarily from better leveraging of fixed costs due to higher revenues and improved efficiencies in sales
salaries and other personnel related costs.

Interest income declined $2.6 million or 85.2% during 2000 primarily due to a decrease in invested
funds over the prior year. The decrease in invested funds resulted principally from the conversion of
investments to cash to fund acquisitions during the last part of 1999, and to fund the recent upgrades to
our management information systems.

The Company’s tax provision of $5.9 million as compared to $4.4 million in 1999, reflects increased
taxable income in 2000.

The decline in the Accrual for Termite Contracts of $11.7 million or 16.9% reflects improvement in
the experience rate, as well as the payment of termite claims and the cost of remediation. Accrued
Insurance decreased $5.4 million or 9.8% during the year as a result of improved experience rate,
attributable to the Company’s proactive management of issues associated with insurance expense.

Impact of Recent Accounting Pronouncements

The Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standards (SFAS) No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended.
The adoption of this standard, effective for the Company as of January 1, 2001, did not impact the results
of operations or financial condition of the Company as the Company is not a party to any derivative
transactions that fall under the provisions of this statement. In June 2001, the FASB approved SFAS
No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS
No. 141 prospectively prohibits the pooling of interests method of accounting for business combinations
initiated after June 30, 2001. The amortization of existing goodwill ceased on January 1, 2002. Any
goodwill resulting from acquisitions completed after June 30, 2001 will not be amortized. SFAS No. 142
also establishes a new method of testing goodwill for impairment on an annual basis or on an interim basis
if an event occurs or circumstances change that would reduce the fair value of a reporting unit below its
carrying value. The adoption of SFAS No. 142 will result in the Company’s discontinuation of amortization
of its goodwill, however, the Company will be required to test its goodwill for impairment under the new
standard beginning in 2002. The expected impact from the application is a decrease in amortization
expense of approximately $2.3 million. Also, per SFAS No. 142, the expected life of customer contracts was
reviewed and they will be amortized over a life between 8 to 12.5 years dependent upon customer type.
The expected impact of this review is an increase in amortization expense of $2.1 million. The FASB issued
SFAS No. 143, “Accounting for Asset Retirement Obligations” effective June 15, 2002 that addresses
obligations associated with the retirement of tangible long-lived assets and associated retirement costs. The
FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” effective
for fiscal years beginning after December 15, 2001 while addressing financial accounting and reporting for
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the impairment or disposal of long-lived assets. The Company does not believe the impact of adopting
SFAS No. 143 or SFAS No. 144 will have a material impact on its financial statements.

Liquidity and Capital Resources

The Company believes its current cash balances, future cash flows from operating activities and
availability under its credit facility will be sufficient to finance its current operations and obligations, and
fund expansion of the business for the foreseeable future. The Company experienced positive cash flow
from operating activities during the year in the amount of $29.6 million. This increase in cash flow is an
improvement over cash flow provided by operating activities of $11.4 million in 2000 and cash flow
provided by operating activities of $8.2 million in 1999. The 2001 increase resulted primarily from higher
net income from continuing operations in 2001, adjusted for non-cash items. The Company believes that
required contributions to the Pension Plan in 2002 estimated at $12 million, will not materially impact
liquidity. Additionally, the Company has adopted amendments to the Pension Plan that will reduce future
expense and cash requirements. While Kmart is a customer of the Company, Kmart’s recently declared
bankruptcy will not have a significant impact on the Company or its liquidity.

During the year, cash used in investing activities was approximately $9.2 million compared with cash
used in investing activities of $8.8 million in 2000. The increase in cash used by investing activities is the
result of decreased investment in marketable securities partially offset by a decrease in capital
expenditures. For the year ended December 31, 2001, the Company invested $8.5 million in capital
expenditures primarily for improvement to management information systems. With the completion of
FOCUS, our capital expenditures should return to more historical levels. The Company expects to invest
between $6 to $8 million in capital expenditures in 2002 consisting primarily of equipment replacements
and upgrades and improvements to management information systems.

In 2001, the Company used approximately $12.1 million in cash for financing activities. Of total cash
used in financing activities, approximately $6.0 million was used to pay dividends, $1.4 million was used to
pay the amount outstanding on the credit facility, and approximately $1.6 million was paid for repurchases
of 107,000 shares of the Company’s Common Stock as part of treasury stock. Approximately 90,000 of
these repurchased shares were used for the 401(k) match in January 2002.

The capital expenditures, cash dividends, and stock repurchases were primarily funded through
existing cash balances and operating activities. The full amount of borrowings under the Company’s
$40.0 million credit facility was available as of February 26, 2002.

Critical Accounting Policies

We view critical accounting policies to be those policies which are very important to the portrayal of
our financial condition and results of operations, and require management’s most difficult, complex or
subjective judgments. The circumstances that make these judgments difficult or complex relate to the need
for management to make estimates about the effect of matters that are inherently uncertain. We believe
our critical accounting policies to be as follows:

Accrual for Termite Contracts—The Company maintains an accrual for termite contracts representing
the estimated costs of reinspections, reapplications, repair claims and associated labor, chemicals, and
other costs incurred relative to termite services performed prior to the balance sheet date.  The
Company contracts an independent third party actuary to provide the Company a range of estimated
liability based upon historical claims information. The actuarial study, along with Management’s
knowledge of changes in business practices, contract changes, ongoing claims and termite remediation
is used in the determination of the accrual. Management makes judgments utilizing these factors but
recognizes that they are inherently subjective due to the litigious nature of settlements and awards.
Other factors that may impact future cost include chemical life expectancy and governmental
regulation. It is significant that the actual number of claims has decreased each year due to changes in
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the Company’s business practices. However, it is not possible to predict future catastrophic claims.
These changes to our business practices include revisions made to our contracts, more effective
treatment methods that include a directed-liquid baiting program, more effective termiticides, and
updated training methods and techniques.

Accrued Insurance—The Company self-insures, up to specified limits, certain risks related to general
liability, workers’ compensation and vehicle liability. The estimated costs of existing and future claims
under the self-insurance program are accrued based upon historical trends as incidents occur, whether
reported or unreported (although actual settlement of the claims may not be made until future
periods) and may be subsequently revised based on developments relating to such claims. The
Company contracts an independent third party actuary to provide the Company a range of estimated
liability based upon historical claims information. The actuarial study, along with Management’s
knowledge of changes in business practice and existing claims is compared to current balances and the
reserve is adjusted based upon the judgment of Management. Management’s judgment is inherently
subjective and a number of factors are outside Management’s knowledge and control. Additionally,
historical information is not always an accurate indication of future events. It should be noted that the
number of claims has been decreasing due to the Company’s proactive risk management to develop
and maintain ongoing programs. However, it is not possible to predict future catastrophic claims.
Initiatives which have been implemented include a driver certification program, utilization of a Global
Positioning System in a large number of our company vehicles, post-offer physicals for new employees,
and post-accident drug testing. The Company has improved the time required to report a claim by
utilizing a “Red Alert” program that provides for 24/7 serious accident assessment and has instituted a
modified duty program that enables employees to go back to work on a limited-duty basis.

Ferward-Looking Statements

This Annual Report contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements include statements regarding the
expected impact of the outcome of litigation arising in the ordinary course of business and the outcome of

the Helen Cutler and Mary Lewin v. Orkin Exterminating Company, Inc. et al. (“Cutler”) and the Butland

et al. v. Orkin Exterminating Company, Inc. et al. (“Butland”) litigation on the Company’s financial
condition, results of operations and liquidity; the Company’s potential for recurring revenue; and the

Company’s projected 2002 capital expenditures and performance. The actual results of the Company could
differ materially from those indicated by the forward-looking statements because of varicus risks and
uncertainties including, without limitation, the possibility of an adverse ruling against the Company in the
Cutler, Butland or other litigation; general economic conditions; market risk; changes in industry practices
or technologies; the degree of success of the Company’s termite process reforms and pest control selling
and treatment methods; the Company’s ability to identify potential acquisitions; climate and weather
trends; competitive factors and pricing practices; potential increases in labor costs; and changes in various
government laws and regulations, including environmental regulations. All of the foregoing risks and
uncertainties are beyond the ability of the Company to control, and in many cases the Company cannot
predict the risks and uncertainties that could cause its actual results to differ materially from those
indicated by the forward-looking statements.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk.
Market Risk

As of December 31, 2001, the Company no longer maintains a material investment portfolio subject to
interest rate risk exposure. The Company is, however, subject to interest rate risk exposure through
borrowings on its $40.0 million credit facility. Due to the immaterial amount of such borrowings as of
December 31, 2001 and as currently anticipated at December 31, 2002, this risk is not expected to have a
material effect upon the Company’s results of operations or financial position going forward.
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Item 8. Financial Statements and Supplementary Data.

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
Rollins, Inc. and Subsidiaries ‘

At December 31, (In thousands except share and per share data) 2001 2000
ASSETS
‘ Cash and Short-Term Investments $ 8650 | $ 399
Trade Receivables, Net of Allowance for Doubtful Accounts of
$6,973 and $8,729, respectively 48,479 50,099
“““ Materials and Supplies 11,895 12,980
Deferred Income Taxes 21,044 | 18472
Other Current Assets 10,415 7,019
Current Assets 160,483 88,969
Equipment and Property, Net 44,273 50,986
Goodwill and Other Intangible Assets 112,450 115,966
Deferred Income Taxes 39,309 42,645
Other Assets 44 253
Total Assets $296,559 | $298,819
LIABILITIES
Capital Lease Obligations $ 256 | $ 1,829
Accounts Payable 12,920 13,078
Accrued Insurance . 9912 9,547
Accrued Payroll 30,921 27,287
Unearned Revenue 27,470 26,381
Accrual for Termite Contracts 15,800 15,000
Other Current Liabilities 12,057 10,498
Current Liabilities 108,536 103,620
Capital Lease Obligations —_ 256
Accrued Insurance ' 32,713 39,400
Accrual for Termite Contracts 35,875 42,651
, Long-Term Accrued Liabilities 33,937 34,293
Total Liabilities 215,061 | 220,220
STOCKHOLDERS® EQUITY
Common Stock, par value $1 per share; 99,500,000 shares
authorized; 30,069,990 and 30,036,241 shares issued and
outstanding at December 31, 2001 and 2000, respectively 30,070 30,036
Accumulated Other Comprehensive Income (4,822) =
Retained Earnings 60,250 48,563
Total Stockholders’ Equity 85,498 78,599
Total Liabilities and Stockholders’ Equity $296,559 | $298,819

The accompanying notes are an integral part of these consolidated financial statements.
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CONSQOLIDATED STATEMENTS OF INCOME
Rollins, Inc. and Subsidiaries

Years Ended December 31, (In thousands except per share data) 2001 2000 1999
REVENUES

Customer Services $652,286 | $649,558  $586,639
COSTS AND EXPENSES

Cost of Services Provided 364,322 371,654 341,475

Depreciation and Amortization 20,292 18,421 13,433

Sales, General and Administrative 240,544 244,530 223,247

Interest Income (198) (450) (3,048)

624,960 634,155 575,107

INCOME BEFORE INCOME TAXES 27,326 15,403 11,532
PROVISION FOR INCOME TAXES

Current 6,771 3,182 (2,694)

Deferred 3,613 2,671 7,076

10,384 5,853 4,382

NET INCOME $ 16942 | $ 9550 $ 7,150
EARNINGS PER SHARE—BASIC AND DILUTED:

Net Income $ 056 | $ 032 §$ 024

Average Shares Outstanding—Basic 30,134 30,009 30,325

Average Shares Qutstanding—Diluted 30,266 30,046 30,332
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STATEMENT OF CHANGES IN EQUITY

Rollins, Inc. and Subsidiaries

Accumulated
QOther
Comprehensive Retained Comprehensive Common
Total Imcome Earnings Income Stock
Balance at December 31, 1998 $80,235 $49,746 $ — $30,489
Net Income 7,150 7,150
Common Stock Purchased (11,795) (11,076) (719)
Common Stock Issued for Acquisition
of Companies 2,003 1,892 111
Cash Dividends (6,076) (6,076)
Other 273 273
Balance at December 31, 1999 71,790 41,909 — 29,881
Net Income 9,550 9,550
Common Stock Purchased (154) (144) (10)
Common Stock Issued for Acquisition
of Companies 2,472 2,307 165
Cash Dividends (6,031) (6,031)
Other 972 972
Balamce at December 31, 2000 78,599 48,563 — 30,036
Net Income 16,942 16,942 16,942
Other comprehensive income, net of tax
Minimum Pension Liability
Adjustment (4,047) (4,047)
Foreign Currency Translation
Adjustments (775) (775)
Other Comprehensive Income (4,822) (4,822)
Comprehensive Income $12,120
Cash Dividends (6,028) (6,028)
Common Stock Purchased (1,610) (1,503) (107)
Common Stock Issued for Acquisition
of Companies 500 469 31
Issuance of 401(k) Company Match 1,820 1,712 108
Other 97 95 2
Balance at December 31, 2001 $85,498 $60,250 $(4,322) $30,070

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

17




CONSCLIDATED STATEMENTS OF CASH FLOWS
Rollins, Inc. and Subsidiaries

Years Ended December 31, (In thousands) 2001 2000 1999
OPERATING ACTIVITIES
Net Income $16942 | $§ 9550 § 7,150
Adjustments to Reconcile Net Income to Net Cash Provided by
Operating Activities:
Depreciation and Amortization 20,292 18,421 13,433
i Provision for Deferred Income Taxes 3,360 2,671 7,076
Other, Net 250 (42) 1,471
(Increase) Decrease in Assets: ;
] Trade Receivabies 1,620 (1,266) 2,243
Materials and Supplies 1,085 614 1,310
Other Current Assets (3,326) 607 (2,576)
Other Non-Current Assets (2,476) 1,858 (6,611)
Increase (Decrease) in Liabilities:
Accounts Payable and Accrued Expenses 5,413 (8,271) 631
Unearned Revenue 1,088 6,690 5,134
Accrued Insurance (6,322) (6,270) (2,413)
1 Accrual for Termite Contracts (6,776) (11,702) (22,798)
Long-Term Accrued Liabilities {1,522) (1,413) 4,112
Net Cash Provided by Operating Activities 29,558 11,447 8,162
INVESTING ACTIVITIES ‘
Purchases of Equipment and Property (8,474) (14,411)  (18,818)
Net Cash Used for Acquisitions of Companies 704) (7,437)  (60,964)
Marketable Securities, Net — 13,084 97,145
Net Cash (Used in) Provided by Investing Activities (3,178) (8,764) 17,363
FINANCING ACTIVITIES
Dividends Paid (6,028) (6,031) (6,076)
Common Stock Purchased (1,610) (154)  (11,795)
Payments on Capital Leases (1,829) (3,397) (3,421)
(Payments)/Borrowings, under the Credit Facility (1,400) 1,400 -
] Other (1,262) 209 212
‘ Net Cash Used in Financing Activities (12,129) (7.973)  (21,080)
J Net Increase (Decrease) in Cash and Short-Term Investments 8,251 (5,290) 4,445
: Cash and Short-Term Investments at Beginning of Year 399 5,689 1,244 i
i Cash and Short-Term Investments at End of Year $ 8650 | $§ 399 § 5,689 ‘

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

18




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years ended December 31, 2001, 2000, and 1999, Rollins, Inc. and Subsidiaries

1. SIGNIFICANT ACCOUNTING POLICIES

Business Description—Rollins, Inc. (the Company) is a national service company with headquarters located
in Atlanta, Georgia, providing pest and termite control services to both residential and commercial
customers.

Orkin Exterminating Company, Inc. (Crkin), a wholly-owned subsidiary founded in 1901, is one of the
world’s largest pest and termite control companies. It provides customized services from over 400 locations
to approximately 1.6 million customers. Orkin serves customers in the United States, Canada, and Mexico,
providing essential pest control services and protection against termite damage, rodents and insects to
homes and businesses, including hotels, food seivice establishments, discount and grocery retail stores,
dairy farms and transportation companies. Orkin operates under the Orkin® and PCO Services, Inc.®
trademarks and the Acurid®™ service mark.

The Company has only one reportable segment, its pest and termite control business. The Company’s
results of operations and its financial condition are not reliant upon any single customer or a few
customers or the Company’s foreign operations.

Principles of Consolidation—The consolidated financial statements of the Company include the accounts of
Rollins, Inc. and its subsidiaries. All significant intercompany transactions and balances have been
eliminated.

Estimates Used in the Preparation of Consolidated Financial Statements—The preparation of the consolidated
financial statements in conformity with accounting principles generally accepted in the United States
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 consoclidated financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Revenues—Revenue is recognized at the time services are performed through a contractual pricing
arrangement where collectibility is reasonably assured.

Cash and Short-Term Investments—The Company considers all investments with a maturity of three months
or less to be cash equivalents. Short-term investments are stated at cost, which approximates fair market
value.

Materials and Supplies—Materials and supplies are recorded at the lower of cost (first-in, first-out basis) or
market.

Equipment and Property—Depreciation and amortization, which includes the amortization of assets recorded
under capital leases, are provided principally on a straight-line basis over the estimated useful lives of the
related assets. Annual provisions for depreciation of $13.6 million in 2001 and $11.4 million and
$10.7 million for each of the years 2000 and 1999 have been reflected in the Consolidated Statements of
Income in the line item entitled Depreciation and Amortization. These annual provisions for depreciation
are computed using the following asset lives: buildings, ten to forty years; and furniture, fixtures, and
operating equipment, three to ten years. The cost of assets retired or otherwise disposed of and the related
accumulated depreciation and amortization are eliminated from the accounts in the year of disposal with
the resulting gain or loss credited or charged to income. Expenditures for additions, major renewals and
betterments are capitalized and expenditures for maintenance and repairs are expensed as incurred.

Insurance—The Company self-insures, up to specified limits, certain risks related to general liability,
workers’ compensation and vehicle liability. The estimated costs of existing and future claims under the
self-insurance program are accrued based upon historical trends as incidents occur, whether reported or
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unreported (although actual settlement of the claims may not be made until future periods) and may be
subsequently revised based on developments relating to such claims. These estimated outstanding claims
have been reflected in the Consolidated Statements of Financial Position in the line item entitled Accrued
Insurance.

Advertising—Advertising expenses are charged to income during the year in which they are incurred. The
total advertising costs were approximately $30.2 million, $30.8 million and $28.3 million in 2001, 2000, and
1999, respectively.

Income Taxes—The Company follows the practice of providing for income taxes based on Statement of
Financial Accounting Standards (SFAS) No. 109, “Accounting for Income Taxes”, which requires
recognition of deferred tax liabilities and assets for the expected future tax consequences of events that
have been included in the consolidated financial statements or tax returns.

Earnings Per Share—In accordance with SFAS No. 128, “Earnings Per Share” (EPS), the Company presents
basic EPS and diluted EPS. Basic EPS is computed on the basis of weighted-average shares outstanding.
Diluted EPS is computed on the basis of weighted-average shares outstanding plus common stock options
outstanding during the year, which, if exercised, would have a dilutive effect on EPS. Basic and diluted
EPS are the same for all years reported. A reconciliation of the number of weighted-average shares used in
computing basic and diluted EPS is as follows:

(In thousands) 2001 2000 1999
Basic EPS 30,134 | 30,009 30,325
Effect of Dilutive Stock Options 132 37 7
Diluted EPS 30,266 | 30,046 30,332

Stock-Based Compensation—As permitted by SFAS No. 123, “Accounting for Stock-Based Compensation,”
the Company accounts for employee stock compensation plans using the intrinsic value method prescribed
by Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued to Employees.” See
Note 9 for additional information.

Comprehensive Income—For the years ended December 31, 2000, and 1999, comprehensive income was not
materially different from net income and, as a result, the impact of SFAS No. 130, “Reporting
Comprehensive Income,” was not reflected in the those consolidated financial statements. For the year
ended 2001, the Company is reporting comprehensive income due to additional minimum liabilities
recorded in association with the pension plan and foreign currency translation in the accompanying
Statement of Changes in Equity.

New Accounting Standards—The FASB issued SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as amended. The adoption of this standard, effective for the Company as of January 1,
2001, did not impact the results of operations or financial condition of the Company as the Company is not
a party to any derivative transactions that fall under the provisions of this statement. In June 2001 the
FASB approved SFAS No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other
Intangible Assets.” SFAS No. 141 prospectively prohibits the pooling of interests method of accounting for
business combinations initiated after June 30, 2001. The amortization of existing goodwill ceased on
January 1, 2002. Any goodwill resulting from acquisitions completed after June 30, 2001 will not be
amortized. SFAS No. 142 also establishes a new method of testing goodwill for impairment on an annual
basis or on an interim basis if an event occurs or circumstances change that would reduce the fair value of a
reporting unit below its carrying value. The adoption of SFAS No. 142 will result in the Company’s
discontinuation of amortization of its goodwill; however, the Company will be required to test its goodwill
for impairment under the new standard beginning in 2002. The expected impact from the application is a
decrease in amortization expense of approximately $2.3 million in 2002. Also, per SFAS No. 142, the
expected life of customer contracts was reviewed and they will be amortized over a life between 8 to
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12.5 years dependent upon customer fype. The expected impact of this review is an increase in
amortization expense of $2.1 million in 2002. The FASB issued SFAS No. 143, “Accounting for Asset
Retirement Obligations” effective June 15, 2002 that addresses obligations associated with the retirement
of tangible long-lived assets and associated retirement costs. The FASB issued SFAS No. 144, “Accounting
for the Impairment or Disposal of Long-Lived Assets” effective for fiscal years beginning after
December 15, 2001 and addresses financial accounting and reporting for the impairment or disposal of
long-lived assets. The Company does not believe the impact of adopting SFAS No. 143 or SFAS No. 144
will bhave a material impact on its financial statements.

Reclassifications—Certain amounts for previous years have been reclassified to conform with the 2001
consolidated financial statement presentation.

2. ACQUISITIONS AND JOINT VENTURE

On April 30, 1999, the Company and Johnson Wax Professional entered into a joint venture, Acurid
Retail Services, L.L.C. (Acurid Retail), created to sell and provide pest elimination services to customers in
the retail market and jointly contributed existing customers to the joint venture. The Company owned 50%
of the joint venture, which was accounted for using the equity method. On July 1, 2000, the Company
further expanded its commercial operations through the acquisition of the remaining 50% of the joint
venture. The acquisition was accounted for as a purchase with the results of operations of the business
acquired included from the effective date of the acquisition.

In addition, on April 30, 1999, the Company’s wholly-owned subsidiary, Orkin Exterminating
Company, Inc. (Orkin), acquired the remaining pest elimination business operations of PRISM, a
subsidiary of Johnson Wax Professional, for approximately twenty-four million dollars. The acquisition was
accounted for as a purchase with the results of operations of the business acquired included from the
effective date of the acquisition. The acquisition resulted in excess costs over net assets acquired of
approximately sixteen million dollars, which were being amortized over a life of twenty years using the
straight-line method through December 31, 2001.

Cn October 29, 1999, Orkin acquired PCO Services, Inc. (PCO), a subsidiary of Johnson Wax
Professional. Orkin acquired all the shares of capital stock of PCQO for approximately twenty-five million
dollars. The acquisition was accounted for as a purchase with the results of operations of the business
acquired included from the effective date of the acquisition. The acquisition resulted in excess costs over
net assets acquired of approximately five hundred thousand dollars, which were being amortized over a life
of twenty years using the straight-line method through December 31, 2001.

On December 3, 1999, Orkin acquired the pest control business operations of Redd Pest Control
Company, Inc. (Redd) for approximately thirteen million dollars, of which approximately seven million was
paid in cash. Under the terms of the agreement, Orkin acquired all the pest control customers of Redd,
together with certain assets. The acquisition was accounted for as a purchase with the results of operations
of the business acquired included from the effective date of the acquisition. The acquisition resulted in
excess costs over net assets acquired of approximately eight million dollars, which were being amortized
over a life of twenty years using the straight-line method through December 31, 2001. In addition, the
Company has made other, less significant individual acquisitions. ‘

3. TRADE RECEIVABLES

Trade receivables, net, at December 31, 2001, totaling $48.5 million and at December 31, 2000,
totaling $50.1 million are net of allowances for doubtful accounts of $7.0 million and $8.7 million,
respectively. Trade receivables include installment receivable amounts, which are due subsequent to one
year from the balance sheet dates. These amounts were approximately $7.4 million and $7.2 million at the
end of 2001 and 2000, respectively. The carrying amount of installment receivables approximates fair value
because the interest rates approximate market rates.
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4. EQUIPMENT AND PROPERTY

Equipment and property are presented at cost less accumulated depreciation and are detailed as
follows:

(In thousands) 2001 2000
Buildings $10,408 | $10,009
Operating Equipment 65,795 64,538
Furniture and Fixtures 7,703 7,414
Computer Equipment Under Capital Leases 2,721 7,787
86,627 89,748

Less—Accumulated Depreciation 46,229 42,638
40,398 47,110

Land 3,875 3,876
| $44,273 | $50,986

5. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the excess of cost over net assets of businesses acquired and is stated at cost less
accumulated amortization. Goodwill arising from acquisitions prior to November 1970 is not being
amortized for financial statement purposes, since, in the opinion of Management, there has been no
decrease in the value of the acquired businesses. Goodwill arising from acquisitions since November 1970
has been amortized over useful lives ranging from fifteen to forty years.

Other intangible assets include trademarks, customer contracts and non-compete agreements and are
being amortized over three to twenty years. Total amortization expense for intangible assets was
$6.7 million, $7.0 million and $2.7 million for the years ended December 31, 2001, 2000, and 1999,
respectively.

6. INCOME TAXES

A reconciliation between taxes computed at the statutory rate on the Income Before Income Taxes
and the Provision for Income Taxes is as follows:

{In thousands) 2001 2000 1999
Federal Income Taxes at Statutory Rate $ 9564 | $5391  $4,036
State Income Taxes {(Net of Federal Benefit) 712 885 697
Foreign Taxes 360 — —
Other (252) |  (423)  (351)

$10,384 | $5,853  $4,382

The Provision for Income Taxzes was based on a 38.0% estimated effective income tax rate on Income
Before Income Taxes for the years ended December 31, 2001, 2000 and 1999. The effective income tax rate
differs from the annual federal statutory tax rate primarily because of state and foreign income taxes. For
the year ended December 31, 2001, the Company paid income taxes of $5.9 million, net of refunds
received. During 2000, the Company received a refund of income taxes of $2.8 million, net of current
payments. For 1999, the Company paid income taxes of $662,000, net of refunds received.
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Components of the net deferred income tax assets (liabilities) at December 31, 2001 and 2000 include:

(In thousands) ‘ 2001 © 2000
Termite Accrual $19,333 |+ $21,907
Insurance Reserves 16,198 18,600
Safe Harbor Lease (2,946) (6,557)
Accrued Expenses 13,310 | 12,779
Compensation and Benefits 5,106 5,685
Depreciation and Amortization 5,180 4,393
Other - 4,172 4,310

$60,353 | $61,117

7. ACCRUAL FOR TERMITE CONTRACTS

The Company maintains an accrual for termite contracts representing the estimated costs of
reinspections, reapplications, repair claims and associated labor, chemicals, and other costs incurred
relative to termite services performed prior to the balance sheet date. These costs represent
management’s best estimate of costs to be incurred. The related liabilities at December 31, 2001 and 2000
have been reflected in the Consolidated Statements of Financial Position in the line items entitled Accrual
for Termite Contracts. '

8. COMMITMENTS AND CONTINGENCIES

The Company has capitalized lease obligations maturing in 2002 and several operating leases expiring
at various dates through 2017. The minimum lease payments under the capital leases and non-cancelable
operating leases with terms in excess of one year, in effect at December 31, 2001, are summarized as
follows: :

Capitalized  Operating

(In thousands) Leases Leases

2002 $ 258 $22,570

2003 ' — 18,750

2004 — 11,789

2005 — 7,668

2006 — © 6,159

Thereafter ‘ — - 25,656
258 © $92,592

Amount Representing Interest )] ’

Present Value of Obligations 256

Portion Due Within Cne Year (256)

"Long-Term Obligations $ —

Total rental expense under operating leases charged to operations was $28.7 million, $29.4 million and
$25.6 million for the years ended December 31, 2001, 2000, and 1999, respectively.

The Company maintains a credit facility with a bank that allows it to borrow up to $40.0 million on an
unsecured basis at the bank’s prime rate of interest or the indexed London Interbank Offered Rate
(LIBOR). No amount was outstanding under this credit facility as of December 31, 2001. As of
December 31, 2000, outstanding borrowings of $1.4 million under this credit facility were reflected in the
Consolidated Statements of Financial Position in the line item entitled Other Current Liabilities.
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The Company is aggressively defending lawsuits filed in the District Court of Houston County,
Alabama and the Circuit Court of Hillsborough County, Tampa, Florida. At this time, the final outcome of
the litigation cannot be determined. In the opinion of Management the ultimate resolution of the Houston
County and Hillsborough County lawsuits will not have a material impact on the financial condition,
results of operations or liquidity of the Company. For further discussion of these legal proceedings, see
Part I, Item 3 beginning on page 8 of this Form 10-K.

The Company is involved in other litigation matters incidental to its business. With respect to such
other suits, Management does not believe the litigation in which the Company is involved will have a
material adverse effect upon its results of operations or financial condition.

9. EMPLOYEE BENEFIT PLANS

The Company maintains a noncontributory tax-qualified defined benefit retirement plan (the Plan)
covering all employees meeting certain age and service requirements. The Plan provides benefits based on
the average compensation for the highest five years during the last ten years of credited service (as
defined} in which compensation was received, and the average anticipated Social Security covered
earnings. The Company funds the Plan with at least the minimum amount required by ERISA. Effective
January 1, 2002 the Company has adopted amendments to the plan including a change to the benefit
calculation and limiting plan participation to current participants. These amendments are reflected below
in the projected benefit obligation.

The funded status of the Plan and the resulting accrued pension expense are summarized as follows as
of December 31:

(In thousands) 2001 2000
CHANGE IN BENEFIT OBLIGATION

Benefit Obligation at Beginning of Year $ 85646 | $ 75,426
Service Cost 4,794 4,097
Interest Cost 7,207 6,307
Amendments (8,419) —
Actuarial Loss 8,414 3,172
Benefits Paid (3,636) (3,356)
Benefit Obligation at End of Year 94,006 85,646
CHANGE IN PLAN ASSETS

Fair Value of Plan Assets at Beginning of Year 74,066 66,514
Actual Return on Plan Assets (638) 4,380
Employer Contribution 7,150 6,528
Benefits Paid (3,636) (3,356)
Fair Value of Plan Assets at End of Year 76,942 74,066
Funded Status (17,064) (11,580)
Unrecognized Net Actuarial Loss 15,862 7,832
Unrecognized Prior Service Cost — (75)
Accrued Pension Expense $ (1,202) | $§ (3,823)

Accrued pension expense at December 31, 2001 and 2000 of $1.2 million and $3.8 million,
respectively, have been reflected in the Consolidated Statements of Financial Position in the line items
entitled Accrued Payroll and Long-Term Accrued Liabilities. During 2001, the Company also recognized
an additional minimum liability of approximately $6.2 million as a component of other comprehensive
income.
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The weighted-average assumptions as of December 31 were as follows:

2001 2000 1999

Discount Rate 7375% 7.75% 8.00%
Expected Return on Plan Assets 8.500%| 9.50% 9.50%
Rate of Compensation Increase 4.375%| 4.75% 5.00%

The components of net periodic benefit cost for the past three years are summarized as follows:

(In thousands) 2001 2000 1999
Service Cost $4,794 | $4097 $4379
Interest Cost 7,207 6,307 5,694
Expected Return on Plan Assets (7,458) (6,494) (5,751)
Net Amortizations:

Amortization of Net Loss 62 — 634

Amortization of Net Prior Service Cost (75) (82) (69)
Net Periodic Benefit Cost $4,530 | $3,828 §4,887

At December 31, 2001, the Plan’s assets were comprised of listed common stocks and U.S.
government and corporate securities. Included in the assets of the Plan were shares of Rollins, Inc.
Common Stock with a market value of $6.1 million.

The Company sponsors a deferred compensation 401(k) plan that is available to substantially all
employees with six months of service. The charges to expense for the Company match were approximately
$2.0 million in 2001, $2.1 million in 2000 and $2.2 million in 1999. At December 31, 2001 approximately
17% of the plan assets consisted of Rollins Inc. stock.

The Company has two Employee Incentive Stock Option Plans, the first adopted in January 1994
(1994 Plan) and the second adopted in April 1998 (1998 Plan) as a supplement to the 1994 Plan. An
aggregate of 3.0 million shares of Common Stock may be granted under various stock incentive programs
sponsored by these plans, at a price not less than the market value of the underlying stock on the date of
grant. Options may be issued under the 1994 Plan and the 1998 Plan through January 2004 and April 2008,
respectively, and expire ten years from the date of grant, if not exercised.

Options are also outstanding under a prior Employee Incentive Stock Option Plan (1984 Plan). Under
this plan, 1.2 million shares of Common Stock were subject to options granted during the ten-year period
ended October 1994. The options were granted at the fair market value of the shares on the date of grant
and expire ten years from the date of grant, if not exercised. No additional options will be granted under
the 1984 Plan.
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follows:

Option transactions during the last three years for the 1998, 1994 and 1984 Plans are summarized as

2001 2000 1999
Number of Shares Under Stock Options:

, Qutstanding at Beginning of Year 1,835,440 | 1,766,174 1,144,620
Granted 172,500 197,500 874,000
Exercised (4,050 (1,784) (246
Cancelled (360,390) | (126,450)  (252,200)
Qutstanding at End of Year 1,643,500 | 1,835,440 1,766,174
Exercisable at End of Year 721,380 547,480 263,834
Weighted-Average Exercise Price:

Granted $ 1825 (8% 1475 § 1631
Exercised 13.25 13.25 13.25
Cancelled 19.57 16.83 18.53
Outstanding at End of Year 18.23 18.08 18.66
Exercisable at End of Year 18.90 19.10 21.29
Information with respect to options outstanding and options exercisable at December 31, 2001 is as
follows:
Average
Remaining
Number Contractual Life Number
Exercise Price QOutstanding (In Years) Exercisable
$19.08 3,000 0.08 3,000
25.50 1,600 1.08 1,600
28.38 57,400 2.08 42,500
24.25 4,000 3.08 2,400
20.88 24,000 4.08 12,000
19.25 92,500 5.08 58,480
19.69 582,500 6.33 334,500
16.31 598,500 7.08 239,400
14.75 137,500 8.08 27,500
18.25 142,500 9.08 —
1,643,500 721,380

The Company applied APB No. 25, “Accounting for Stock Issued to Employees”, in accounting for its
stock options and, accordingly, no compensation cost has been recognized for stock options in the
consolidated financial statements. Had the Company determined compensation cost based on the fair
value at the grant date of its stock options granted in 2001, 2000, and 1999 under SFAS No. 123 {(See
Note 1), the Company’s net income, as disclosed on the Consolidated Statements of Income, would have
been reduced by approximately $1.5 million in 2001, $1.4 million in 2000, and $1.2 million in 1999.
Earnings per share would have been reduced by $.05 in 2001, $.05 in 2000 and $.04 in 1999.
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The per share weighted-average fair value of stock options granted during 2001, 2000, and 1999 was
$5.45, $5.62, and $4.30, respectively, on the date of grant, using the Black-Scholes option-pricing model
with the following weighted-average assumptions:

2001 2000 1999

Risk-Free Interest Rate 5.10%, 6.90% 5.12%
Expected Life, in Years 8 8 8

Expected Volatility 15.76%| 20.66% 21.30%
Expected Dividend Yield 1.10%| 125% 2.49%

10. Unaudited Quarterly Data
PROFIT AND LOSS INFORMATION

(In thousands except per share data) First Second Third Fourth

2001

Revenues | $150,973  $181,349  $169,806  $150,158

Net Income 2,021 9,038 4,268 1,615

Earnings per Share—Basic and Diluted 0.07 0.30 0.14 0.05

2000

Revenues $149,550  $18C,528  $172,373  $147,107

Net Income (Loss) 794 8,102 2,363 (1,709)
Earnings (Loss) per Share—Basic and Diluted 0.03 0.27 0.08 (0.06)
1999

Revenues $129,886  $162,342  $154,102  $140,309

Net Income (Loss) 467 7,623 1,432 (2,372)
Earnings (Loss) per Share—Basic and Diluted 0.02 0.25 0.05 (0.08)

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

There have been no changes in or disagreements with accountants on accounting and financial
disclosure.

27




PART III
Item 10. Directors and Executive Officers of the Registramnt.

The information under the captions “Election of Directors” included on pages 4 and 5 and
“Section 16(a) Beneficial Ownership Reporting Compliance” included on page 13 of the Proxy Statement
for the Annual Meeting of Stockholders to be held April 23, 2002 is incorporated herein by reference.
Additional information concerning executive officers is included in Part I, Item 4.A. of this Form 10-K.

Item 1I. Executive Compensation.

The information under the caption “Executive Compensation” included on pages 10 through 12 of the
Proxy Statement for the Annual Meeting of Stockholders to be held April 23, 2002 is incorporated herein
by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

The information under the captions “Capital Stock™ and “Election of Directors” included on pages 2
through 3 and pages 4 through 5, respectively, of the Proxy Statement for the Annual Meeting of
Stockholders to be held April 23, 2002 is incorporated herein by reference.

Item 13. Certain Relationships and Related Tramsactions.

The information under the caption “Compensation Committee Interlocks and Insider Participation”
included on page 9 of the Proxy Statement for the Annual Meeting of Stockholders to be held April 23,
2002 is incorporated herein by reference.

PART IV
Item 14. Exhibits, Financial Statement Schedules, and Reports om Form 8-K.

(a) Consolidated Financial Statements, Financial Statement Schedule and Exhibits.

1. Consolidated financial statements listed in the accompanying Index to Consolidated
Financial Statements and Schedule are filed as part of this report.

2. The financial statement schedule listed in the accompanying Index to Consolidated Financial
Statements and Schedule is filed as part of this report.

3. Exhibits listed in the accompanying Index to Exhibits are filed as pait of this report. The
following such exhibits are management contracts or compensatory plans or arrangements:

(10)(a)  Rollins, Inc. 1984 Employee Incentive Stock Option Plan is incorporated herein
by reference to Exhibit 10 as filed with its Form 10-K for the year ended
December 31, 1996.

(10)(b)  Rollins, Inc. 1994 Employee Stock Incentive Plan is incorporated herein by
reference to Exhibit (10)(b) as filed with its Form 10-K for the year ended
December 31, 1999.

(10)(c) Rollins, Inc. 1998 Employee Stock Incentive Plan is incorporated herein by
reference to Exhibit A of the March 24, 1998 Proxy Statement for the Annual
Meeting of Stockholders held on April 28, 1998.

(b) Reports on Form 8-K.

1. No reports on Form 8-K were filed or were required to be filed during the fourth quarter of
calendar year 2001.
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(c) Exhibits (inclusive of item 3 above):

2@

(b)

©

(d)

(&)

3O

(i)
(1ii)

“
(10)(2)

(10)(b)
(10)(c)

(13)

21
(23)
(24)
(99)(a)

(99)(b)

Asset Purchase Agreement by and between Orkin Exterminating Company, Inc. and
PRISM Integrated Sanitation Management, Inc. is incorporated herein by reference to
Exhibit (2) as filed with its Form 10-Q filed on August 16, 1999.

Stock Purchase Agreement as of September 30, 1999, by and among Orkin Canada,
Inc., Orkin Expansion, Inc., S.C. Johnson Commercial Markets, Inc., and S.C. Johnson
Professional, Inc. is incorporated herein by reference to Exhibit (2)(b) as filed with its
Form 10-K for the year ended December 31, 1999.

Asset Purchase Agreement as of October 19, 1999 by and between Orkin
Exterminating Company, Inc., Redd Pest Control Company, Inc., and Richard L. Redd
is incorporated herein by reference to Exhibit (2)(c) as filed with its Form 10-K for the
year ended December 31, 1999.

First Amendment to Asset Purchase Agreement dated as of December 1, 1999, by and
among Orkin Exterminating Company, Inc., Redd Pest Control Company, Inc. and
Richard L. Redd is incorporated herein by reference to Exhibit (2)(d) as filed with its
Form 10-K for the year ended December 31, 1999,

Asset Purchase Agreement, dated as of October 1, 1997, by and among Rollins,
Ameritech Monitoring Services, Inc. and Ameritech Corporation is incorporated
herein by reference to Exhibit 2.1 as filed with its Form 8-K Current Report filed
October 16, 1997.

Restated Certificate of Incorporation of Rollins, Inc. is incorporated herein by
reference to Exhibit (3)(i) as filed with its Form 10-K for the year ended December 31,
1997.

By-laws of Rollins, Inc. are incorporated herein by reference to Exhibit (3) (ii) as filed
with its Form 10-Q for the quarterly period ended March 31, 1999.

Amendment to the By-laws of Rollins, Inc. is incorporated herein by reference to
Exhibit (3)(iii) as filed with its Form 10-Q for the quarterly period ended March 31,
2001.

Form of Common Stock Certificate of Rollins, Inc. is incorporated herein by reference
to Exhibit (4) as filed with its Form 10-K for the year ended December 31, 1998.

Rollins, Inc. 1984 Employee Incentive Stock Option Plan is incorporated herein by
reference to Exhibit (10) as filed with its Form 10-K for the year ended December 31,
1996.

Rollins, Inc. 1994 Employee Stock Incentive Plan is incorporated herein by reference
to Exhibit (10)(b) as filed with its Form 10-K for the year ended December 31, 1999.

Rollins, Inc. 1998 Employee Stock Incentive Plan is incorporated herein by reference
to Exhibit A of the March 24, 1998 Proxy Statement for the Annual Meeting of
Stockholders held on April 28, 1998.

Portions of the Annual Report to Stockholders for the year ended December 31, 2001
which are specifically incorporated herein by reference.

Subsidiaries of Registrant.
Consent of Independent Public Accountants.
Powers of Attorney for Directors.

The financial statements and exhibits required by Form 11-K with respect to the
Roilins 401(k) Plan for fiscal years ended December 31, 2001 and 2000 and the
auditors’ report thereon.

Consent of Independent Public Accountants with respect to Form 10-K for the Rollins
401(k) Plan.

29




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the

Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

ROLLINS, INC.

By: /s/ GARY W. ROLLINS

Gary W. Rollins
Chief Executive Officer, President and Chief
Operating Officer
(Principal Executive Officer)
Date: March 18, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

By: /s/ GARY W. ROLLINS By: /s/ HARRY J. CYNKUS
Gary W. Rollins Harry J. Cynkus
Chief Executive Officer, President and Chief Chief Financial Officer and Treasurer
Operating Officer (Principal Financial and Accounting Officer)
(Principal Executive Officer)

Date: March 18, 2002 Date: March 18, 2002

The Directors of Rollins, Inc. (listed below) executed a power of attorney appointing Gary W. Rollins
their attorney-in-fact, empowering him to sign this report on their behalf.

R. Randall Rollins, Director
Wilton Looney, Director
Henry B. Tippie, Director
James B. Williams, Director
Bill J. Dismuke, Director

/s/ GARY W. ROLLINS

Gary W. Rollins
As Attorney-in-Fact & Director
March 18, 2002
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ROLLINS, INC. AND SUBSIDIARIES

(Item 14)

(1) Consolidated Financial Statements

Consolidated Statements of Financial Position as of December 31,
2001 and 2000

Consolidated Statements of Income for each of the three years in the
period ended December 31, 2001

Consolidated Statements of Changes in Equity for each of the three
years in the period ended December 31, 2001

Consolidated Statements of Cash Flows for each of the three years in
" the period ended December 31, 2001

Notes to Consolidated Financial Statements

Report of Independent Public Accountants on Consolidated Financial
Statements

(2) Financial Statement Schedules
Schedule II—Valuation and Qualifying Accounts

Report of Independent Public Accountants on Financial Statement
Schedule :

. INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHEDULE

Page Number From
This Form 10-K

15

16

17

18
19-27

35

32

- 35

Schedules not listed above have been omitted as either not applicable, immaterial or disclosed in the

Consolidated Financial Statements or notes thereto.
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ROLLINS, INC, AND SUBSIDIARIES
SCHEDULE I-YALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31, 2001, 2630, AND 1999
(In thousands of dollars)

Additioms ’
Balance at Charged to Charged to Balance at
Beginning  Costs and Other End of
Description of Period Expenses  Accounts(l) Deductions (2) Period

Year ended December 31,
2001 Allowance for
doubtful accounts $8,729 $5,669 $

Year ended December 31,

2000 Allowance for
doubtful accounts $4,929 $8,056 $1,850 $6,106 $8,729

Year ended December 31,

1999 Allowance for
doubtful accounts $5,347 $6,551 $ 434 $7,403 $4,929

$7,425 $6,973

NQOTE: (1) Charged to Other Accounts represents beginning balances of allowances
for doubtful accounts of acquired companies.

(2) Deductions represent the write-off of uncollectible receivables, net of
recoveries.

O
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(2)(a)

- (®)

(©)

(d)

(e)

3)(®
(ii)
(i)
“)
(10)(a)
(10)(b)
(10)(c)

(13)

o3y
(23)
(24)
(99)(2)

(99)(b)

ROLLINS, INC. AND SUBSIDIARIES
INDEX TO EXHIBITS

Exhibit Number

Asset Purchase Agreement by and between Orkin Exterminating Company, Inc. and PRISM
Integrated Sanitation Management, Inc. is incorporated by reference to Exhibit (2) as filed with
its Form 10-Q filed on August 16, 1999.

Stock Purchase Agreement as of September 30, 1999, by and among Orkin Canada, Inc., Orkin
Expansion, Inc., S.C. Johnson Commercial Markets, Inc., and S.C. Johnson Professional, Inc. is
incorporated herein by reference to Exhibit (2)(b) as filed with its Form 10-K for the year ended
December 31, 1999.

Asset Purchase Agreement as of October 19, 1999 by and between Orkin Exterminating
Company, Inc., Redd Pest Control Company, Inc., and Richard L. Redd is incorporated herein
by reference to Exhibit (2)(c) as filed with its Form 10-K for the year ended December 31, 1999.

First Amendment to Asset Purchase Agreement dated as of December 1, 1999, by and among
Orkin Exterminating Company, Inc., Redd Pest Control Company, Inc. and Richard L. Redd is
incorporated herein by reference to Exhibit (2)(d) as filed with its Form 10-X for the year ended
December 31, 1999,

Asset Purchase Agreement, dated as of Gctober 1, 1997, by and among Rollins, Ameritech
Monitoring Services, Inc. and Ameritech Corporation is incorporated herein by reference to
Exhibit 2.1 as filed with its Form 8-K Current Report filed October 16, 1997.

Restated Certificate of Incorporation of Rollins, Inc. is incorporated herein by reference to
Exhibit (3)(i) as filed with its Form 10-K for the year ended December 31, 1997.

By-laws of Rollins, Inc. are incorporated herein by reference to Exhibit (3) (ii) as filed with its
Form 10-Q for the quarterly period ended March 31, 1999.

Amendment to the By-laws of Rollins, Inc. is incorporated herein by reference to Exhibit (3)
(iii) as filed with its Form 10-Q for the quarterly period ended March 31, 26G01.

Form of Common Stock Certificate of Rollins, Inc. is incorporated herein by reference to
Exhibit (4) as filed with its Form 10-K for the year ended December 31, 1998.

Rollins, Inc. 1984 Employee Incentive Stock Option Plan is incorporated herein by reference to
Exhibit (10) as filed with its Form 10-K for the year ended December 31, 1996.

Rollins, Inc. 1994 Employee Stock Incentive Plan is incorporated herein by reference to Exhibit
(10)(b) as filed with its Form 10-K for the year ended December 31, 1999,

Rollins, Inc. 1998 Employee Stock Incentive Plan is incorporated herein by reference to Exhibit
A of the March 24, 1998 Proxy Statement for the Annual Meeting of Stockholders held on
April 28, 1998.

Portions of the Annual Report to Stockholders for the year ended December 31, 2001 which are
specifically incorporated herein by reference.

Subsidiaries of Registrant.
Consent of Independent Public Accountants.
Powers of Attorney for Directors.

The financial statements and exhibits required by Form 11-K with respect to the Rollins 401(k)
Plan for fiscal years ended December 31, 2001 and 2000 and the auditors’ report thereon.

Consent of Independent Public Accountants with respect to Form 10-K for the Rollins 401(k)
Plan.
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REPORT OF MANAGEMENT

To the Stockholders of Rollins, Inc.:

We have prepared the accompanying financial statements and related information included herein for
the years ended December 31, 2001, 2000, and 1999. The opinion of Arthur Andersen LLF, the Company’s
independent public accountants, on those financial statements is included herein. The primary
responsibility for the integrity of the financial information included in this annual report rests with
Management. Such information was prepared in accordance with accounting principles generally accepied
in the United States, appropriate in the circumstances, based on our best estimates and judgments and
giving due consideration to materiality.

Rollins, Inc. maintains internal accounting control systems which are adequate to provide reasonable
assurance that assets are safeguarded from loss or unauthorized use and which produce records adequate
for preparation of financial information. The system and controls and compliance therewith are reviewed
by an extensive program of internal audits and by our independent public accountants. There are limits
inherent in all systems of internal accounting control based on the recognition that the cost of such a
system should not exceed the benefit to be derived. We believe the Company’s system provides this
appropriate balance.

The Board of Directors pursues its review and oversight role for these financial statements through an
Audit Committee composed of three outside directors. The Audit Committee’s duties include
recommending to the Board of Directors the appointment of an independent accounting firm to audit the
financial statements of Rollins, Inc. The Audit Committee meets periodically with Management and the
Board of Directors. It also meets with representatives of the internal auditors and independent public
accountants and reviews the work of each to insure that their respective responsibilities are being carried
out and to discuss related matters. Both the internal auditors and independent public accountants have
direct access to the Audit Committee.

H . Cynk
Gary W. Rollins Inc. Harry J. Cynkus
. . . Chief Financial Officer
Chief Executive Officer, President and and Treasurer
Chief Operating Officer

Atlanta, Georgia
February 15, 2002
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Rollins, Inc.:

We have audited the accompanying statements of financial position of Rollins, Inc. (a Delaware
Corperation) and subsidiaries as of December 31, 2001 and 2000 and the related statements of income,
changes in stockholder equity and cash flows for each of the three years in the pericd ended December 31,
2001. These financial statements and the schedule referred to below are the responsibility of the
Company’s Management. Our responsibility is to express an opinion on the financial statements based on
our audits. :

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from 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 cur audits provide a reasonable
basis for our opinion. '

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Rollins, Inc. and subsidiaries as of December 31, 2001 and 2000 and the results of
their operations and their cash flows for each of the three years in the period ended December 31, 2001 in
conformity with accounting principles generally accepted in the United States.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The Schedule listed in Item 14 is the responsibility of the Company’s Management and is
presented for purposes of complying with the Securities and Exchange Commission’s rules and is not part
of the basic financial statements. This schedule has been subjected to the auditing procedures applied in
the audits of the basic financial statements and, in our opinion, fairly states in all material respects the
financial data required to be set forth therein in relation to the basic financial statements taken as a whole.

Arthur Andersen LILP

Atlanta, Georgia
February 15, 2002
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Prredors

Henry B. Tippie f°
Chairman of the Board and Chief Executive Officer

of Tippie Services, Inc. (management services)

R. Randall Rollins *

Chairman of the Board of Rollins, Inc.,
Chairman of the Board and Chief Executive
Officer of RPC, Inc., (il and gas field

services) and Chairman of the Board of Marine

Products Corporation (boat manufacturing)

Wilton Looney o
Honorary Chairman of the Board of Genuine Parts
Company (automotive parts distributor)

James B. Williars o
Chairman of the Executive Committee of SunTrust

Banks, Inc. (bank holding company)

Gary W. Rollins *
Chief Executive Officer, President and
Chief Operating Officer of Rollins, Inc.

Bill J. Dismuke
Retired President of Edwards Baking Company

* Member of the Executive Committee
t Member of the Audit Committee

° Member of the Compensation Committee

picore

R. Randall Rollins
Chairman of the Board

Gary W. Rollins
Chief Executive Officer, President and
Chief Operating Officer

Harry J. Cynkus

Chief Financial Officer and Treasurer

Michael W. Knottek

Vice President and Secretary

Glen W. Rollins

Executive Vice President

SHockholslens’ %Wﬁfm

Annual Meeting
The Annual Meeting of the Stockholders will be
held ar 9:40 a.m. Tuesday, April 23, 2002, at the

Company’s corporate offices in Atlanea, Georgia.

Transfer Agent and Registrar
For inquiries related to stock certificates, including
changes of address, lost certificates, dividends, and
tax forms, please contact:

SunTrust Bank

Stock Transfer Department

PO. Box 4625

Atlanta, GA 30302

Telephone: 1-800-568-3476

Stock Exchange Information

The Common Stock of the Company is listed on
the New York and Pacific Stock Exchanges and
traded on the Philadelphia, Chicago and Boston
Exchanges under the symbol ROL.

Dividend Reinvestment Plan

This Plan provides a simple, convenient, and
inexpensive way for stockholders to invest cash
dividends in additional Rollins, Inc. shares. For
further information, contact SunTrust Bank, at

the above address.

Corporate Offices
Rollins, Inc.

2170 Piedmont Road, N.E.
Atlanta, Georgia 30324

Mailing Address
Rollins, Inc.

PO. Box 647

Atlanta, Georgia 30301

Telephone
(404) 888-2000
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