
D e c e m b e r  31

( I n  t h o u s a n d s  o f  d o l l a r s ) 1998 1997

ASSETS
Current Assets

C a s h  a n d  c a s h  e q u i v a l e n t s $139,095 $  4 6 , 5 6 2
M a r k e t a b l e  s e c u r i t i e s 311 10 ,19 4
A c c o u n t s  r e c e i v a b l e  ( l e s s  a l l o w a n c e s  o f  $ 3 , 5 6 3  i n  19 9 8 ;  $ 3 , 0 71  i n  19 9 7 ) 167,830 16 3 , 4 3 7
I n v e n t o r i e s

R a w  m a t e r i a l s  a n d  i n - p r o c e s s 82,030 8 0 , 6 0 6
F i n i s h e d  g o o d s 104,291 9 7, 9 6 2

186,321 17 8 , 5 6 8
D e f e r r e d  i n c o m e  t a x e s 17,751 15 , 8 6 8
O t h e r  c u r r e n t  a s s e t s 25,533 18 , 914

TOTAL CURRENT ASSETS 436,841 4 3 3 , 5 4 3
Property, Plant and Equipment

L a n d 11,447 11, 5 2 0
B u i l d i n g s 115,538 111, 3 5 3
M a c h i n e r y,  t o o l s  a n d  e q u i p m e n t 424,307 3 4 9 , 0 8 5

551,292 4 71, 9 5 8
L e s s :  a c c u m u l a t e d  d e p r e c i a t i o n  a n d  a m o r t i z a t i o n 291,501 2 6 9 , 9 2 3

259,791 2 0 2 , 0 3 5
Other Assets

G o o d w i l l 35,747 3 4 , 7 51
O t h e r 50,527 41, 8 61

86,274 76 , 612

TOTAL ASSETS $782,906 $ 712 ,19 0
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D e c e m b e r  31

( I n  t h o u s a n d s  o f  d o l l a r s ,  e x c e p t  s h a r e  d a t a ) 1998 1997

LIABILITIES AND SHAREHOLDERS’ EQUIT Y
Current Liabilities

N o t e s  p a y a b l e  t o  b a n k s $112,792 $ 111, 9 6 8
Tr a d e  a c c o u n t s  p a y a b l e 60,502 5 2 , 4 9 7
S a l a r i e s ,  w a g e s  a n d  a m o u n t s  w i t h h e l d 19,366 18 , 74 2
Ta x e s ,  i n c l u d i n g  i n c o m e  t a x e s 38,434 4 0 , 2 8 4
D i v i d e n d  p a y a b l e 5,770 4 , 9 2 2
O t h e r  c u r r e n t  l i a b i l i t i e s 57,147 5 6 ,13 8
C u r r e n t  p o r t i o n  o f  l o n g - t e r m  d e b t 11,100 9 , 9 71

TOTAL CURRENT LIABILITIES 195,111 18 4 , 5 2 2
L o n g - t e r m  d e b t ,  l e s s  c u r r e n t  p o r t i o n 46,766 5 4 , 3 6 0
D e f e r r e d  i n c o m e  t a x e s 23,158 11, 0 2 4
O t h e r  l o n g - t e r m  l i a b i l i t i e s 26,938 2 5 ,113
Shareholders’ Equity

P r e f e r r e d  S h a r e s ,  w i t h o u t  p a r  v a l u e  –  a t  s t a t e d  c a p i t a l  a m o u n t :
A u t h o r i z e d  –  5 , 0 0 0 , 0 0 0  s h a r e s  i n  19 9 8  a n d  n o n e  i n  19 9 7;
I s s u e d  a n d  O u t s t a n d i n g  –  n o n e — —

C o m m o n  S h a r e s ,  w i t h o u t  p a r  v a l u e  –  a t  s t a t e d  c a p i t a l  a m o u n t :  
A u t h o r i z e d  –  12 0 , 0 0 0 , 0 0 0  s h a r e s  i n  19 9 8  a n d  6 0 , 0 0 0 , 0 0 0  s h a r e s  i n  19 9 7;
I s s u e d  –  4 9 , 2 8 3 , 9 5 0  s h a r e s  i n  19 9 8  a n d  21, 5 4 2 , 014  s h a r e s  i n  19 9 7;
O u t s t a n d i n g  –  4 8 , 0 8 3 , 2 4 6  s h a r e s  i n  19 9 8  a n d  21, 5 4 2 , 014  s h a r e s  i n  19 9 7 4,928 2 ,15 4

C l a s s  A  C o m m o n  S h a r e s  ( n o n - v o t i n g ) ,  w i t h o u t  p a r  v a l u e  –  a t  s t a t e d  c a p i t a l  a m o u n t :
A u t h o r i z e d  –  n o n e  i n  19 9 8  a n d  6 0 , 0 0 0 , 0 0 0  s h a r e s  i n  19 9 7;
I s s u e d  a n d  O u t s t a n d i n g  –  n o n e  i n  19 9 8  a n d  2 7, 6 76 , 7 2 6  s h a r e s  i n  19 9 7 — 2 , 76 8

A d d i t i o n a l  p a i d - i n  c a p i t a l 104,641 10 3 , 7 2 2
R e t a i n e d  e a r n i n g s 432,283 3 5 9 , 6 3 9
A c c u m u l a t e d  o t h e r  c o m p r e h e n s i v e  i n c o m e (28,251) ( 31,112 )
Tr e a s u r y  s h a r e s ,  a t  c o s t  –  1, 2 0 0 , 7 0 4  s h a r e s  i n  19 9 8 ,  n o n e  i n  19 9 7 (22,668) —

T O TA L  S H A R E H O L D E R S ’  E Q U I T Y 490,933 4 3 7,171

T O TA L  L I A B I L I T I E S  A N D  S H A R E H O L D E R S ’  E Q U I T Y $782,906 $ 712 ,19 0

S e e  n o t e s  t o  t h e s e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s .
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Ye a r  E n d e d  D e c e m b e r  31

( I n  t h o u s a n d s  o f  d o l l a r s ,  e x c e p t  p e r  s h a r e  d a t a ) 1998 1997 1996

N e t  s a l e s $1,186,679 $ 1,15 9 , 0 6 7 $ 1,10 9 ,14 4
C o s t  o f  g o o d s  s o l d 729,613 718 , 3 8 5 6 8 6 , 5 4 5

G r o s s  p r o f i t 457,066 4 4 0 , 6 8 2 4 2 2 , 5 9 9
D i s t r i b u t i o n  c o s t / s e l l i n g ,  g e n e r a l  &  a d m i n i s t r a t i v e  e x p e n s e s 309,658 3 0 5 , 8 2 0 310 , 2 5 8

O p e r a t i n g  i n c o m e 147,408 13 4 , 8 6 2 112 , 3 41
O t h e r  i n c o m e  ( e x p e n s e ) :

I n t e r e s t  i n c o m e 4,119 5 , 8 7 7 2 , 8 3 2
O t h e r  i n c o m e 1,213 7 7 0 10 , 4 21
I n t e r e s t  e x p e n s e (5,676) ( 6 , 3 4 9 ) ( 7, 7 31 )

(344) 2 9 8 5 , 5 2 2

I n c o m e  b e f o r e  i n c o m e  t a x e s 147,064 13 5 ,16 0 117, 8 6 3
I n c o m e  t a x e s 53,345 4 9 , 74 6 4 3 , 610
N e t  i n c o m e $1,193,719 $ 1,18 5 , 414 $ 1,174 , 2 5 3

B a s i c  e a r n i n g s  p e r  s h a r e $1,1911.92 $ 1,18 51. 7 3 $ 1,18 51. 4 9

D i l u t e d  e a r n i n g s  p e r  s h a r e $1,1911.91 $ 1,18 51. 7 3 $ 1,18 51. 4 9

S e e  n o t e s  t o  t h e s e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s .
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Accumulated
Class A Class B Additional Other

( I n  t h o u s a n d s  o f  d o l l a r s , Common Common Common Paid-in Retained Comprehensive Treasur y
e x c e p t  p e r  s h a r e  d a t a ) Shares Shares Shares Capital Earnings Income Shares Total

Balance, Januar y 1, 1996 $ 2 ,10 4 $ 2 , 7 76 $ 9 7 $ 10 2 , 6 5 2 $ 2 2 8 , 5 5 5 $    ( 6 , 2 3 8 ) $                   — $ 3 2 9 , 9 4 6
C o m p r e h e n s i v e  i n c o m e :

N e t  i n c o m e 74 , 2 5 3 74 , 2 5 3
C u r r e n c y  t r a n s l a t i o n

a d j u s t m e n t ( 9 2 0 ) ( 9 2 0 )

To t a l  c o m p r e h e n s i v e  i n c o m e 7 3 , 3 3 3

C a s h  d i v i d e n d s  d e c l a r e d  –
$ 0 . 2 4  p e r  s h a r e ( 11, 9 31 ) ( 11, 9 31 )

R e p u r c h a s e  o f  C l a s s  B  S h a r e s ( 4 ) ( 4 )
S h a r e s  i s s u e d  t o

n o n - e m p l o y e e  d i r e c t o r s 1 13 6 13 7
S h a r e s  r e p u r c h a s e d  u n d e r

I n c e n t i v e  E q u i t y  P l a n ( 8 ) ( 8 ) ( 6 2 9 ) ( 6 2 5 ) ( 1, 2 7 0 )
O p t i o n s  i s s u e d  i n

s e t t l e m e n t  o f  l i t i g a t i o n 1, 5 6 5 1, 5 6 5

Balance, December 31, 1996 2,0 9 7 2 , 76 8 9 7 10 3 , 7 2 0 2 9 0 , 2 5 2 ( 7,15 8 ) — 3 91, 7 76
C o m p r e h e n s i v e  i n c o m e :

N e t  i n c o m e 8 5 , 414 8 5 , 414
C u r r e n c y  t r a n s l a t i o n

a d j u s t m e n t ( 2 3 , 9 5 4 ) ( 2 3 , 9 5 4 )

To t a l  c o m p r e h e n s i v e  i n c o m e 61, 4 6 0

C a s h  d i v i d e n d s  d e c l a r e d  –
$ 0 . 3 2 5  p e r  s h a r e ( 16 , 0 2 7 ) ( 16 , 0 2 7 )

S h a r e s  i s s u e d  t o
n o n - e m p l o y e e  d i r e c t o r s 1 112 113

C o n v e r s i o n  o f  C l a s s  B  C o m m o n
S h a r e s  t o  C o m m o n  S h a r e s 5 6 ( 9 7 ) ( 15 3 ) ( 19 4 )

E x e r c i s e  o f  n o n - q u a l i f i e d
s t o c k  o p t i o n s 4 3 4 3

Balance, December 31, 1997 2 ,15 4 2 , 76 8 — 10 3 , 7 2 2 3 5 9 , 6 3 9 ( 31,112 ) — 4 3 7,171
C o m p r e h e n s i v e  i n c o m e :

N e t  i n c o m e 9 3 , 719 9 3 , 719
C u r r e n c y  t r a n s l a t i o n

a d j u s t m e n t 2 , 8 61 2 , 8 61

To t a l  c o m p r e h e n s i v e  i n c o m e 96,580

C a s h  d i v i d e n d s  d e c l a r e d  –
$ 0 . 4 2  p e r  s h a r e ( 2 0 , 4 4 2 ) ( 2 0 , 4 4 2 )

S h a r e s  i s s u e d  t o
n o n - e m p l o y e e  d i r e c t o r s 1 110 111

P u r c h a s e  o f  s h a r e s  f o r  t r e a s u r y ( 2 3 , 8 2 3 ) ( 2 3 , 8 2 3 )
E x e r c i s e  o f  n o n - q u a l i f i e d

s t o c k  o p t i o n s 3 4 1, 6 3 5 ( 17 3 ) 1,15 5 2 , 6 2 4
C o n v e r s i o n  o f  C l a s s  A  C o m m o n

S h a r e s  t o  C o m m o n  S h a r e s 2 , 7 7 2 ( 2 , 7 7 2 ) ( 7 7 9 ) ( 7 7 9 )
R e t i r e m e n t  o f  C o m m o n  S h a r e s ( 2 ) ( 4 7 ) ( 4 6 0 ) ( 5 0 9 )

Balance, December 31, 1998 $ 4 , 9 2 8 $             — $    — $ 10 4 , 6 41 $ 4 3 2 , 2 8 3 $ ( 2 8 , 2 51 ) $ ( 2 2 , 6 6 8 ) $ 4 9 0 , 9 3 3

S e e  n o t e s  t o  t h e s e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s .



Ye a r  E n d e d  D e c e m b e r  31

( I n  t h o u s a n d s  o f  d o l l a r s ) 1998 1997 1996

OPERATING ACTIVITIES
N e t  i n c o m e $ 93,719 $  8 5 , 414 $  74 , 2 5 3
A d j u s t m e n t s  t o  r e c o n c i l e  n e t  i n c o m e  t o  n e t  c a s h  p r o v i d e d

b y  o p e r a t i n g  a c t i v i t i e s :
D e p r e c i a t i o n  a n d  a m o r t i z a t i o n 28,079 2 8 , 4 31 2 9 , 4 8 8
D e f e r r e d  i n c o m e  t a x e s 10,199 9 8 7 ( 3 , 0 8 3 )
( G a i n )  l o s s  o n  s a l e  o f  f i x e d  a s s e t s  a n d  b u s i n e s s e s (292) 16 6 ( 8 , 8 9 2 )
C h a n g e s  i n  o p e r a t i n g  a s s e t s  a n d  l i a b i l i t i e s  n e t  o f  e f f e c t s

f r o m  a c q u i s i t i o n s :
( I n c r e a s e )  i n  a c c o u n t s  r e c e i v a b l e (2,167) ( 2 2 , 0 8 9 ) ( 11,16 7 )
( I n c r e a s e )  d e c r e a s e  i n  i n v e n t o r i e s (6,007) ( 18 , 3 61 ) 9 , 5 91
( I n c r e a s e )  d e c r e a s e  i n  o t h e r  c u r r e n t  a s s e t s (6,120) ( 10 ,115 ) 4 , 2 8 7
I n c r e a s e  ( d e c r e a s e )  i n  a c c o u n t s  p a y a b l e 5,768 ( 2 ,13 5 ) 2 , 8 3 4
( D e c r e a s e )  i n c r e a s e  i n  o t h e r  c u r r e n t  l i a b i l i t i e s (1,467) 2 3 , 5 91 10 , 511
G r o s s  c h a n g e  i n  o t h e r  l o n g - t e r m  a s s e t s  a n d  l i a b i l i t i e s 1,770 1,13 5 ( 2 , 0 9 5 )
O t h e r,  n e t (1,397) 1, 8 8 6 2 ,10 6

NET CASH PROVIDED BY OPERATING ACTIVITIES 122,085 8 8 , 910 10 7, 8 3 3

INVESTING ACTIVITIES
C a p i t a l  e x p e n d i t u r e s (81,411) ( 3 7, 2 9 6 ) ( 3 4 , 2 5 7 )
A c q u i s i t i o n s  o f  b u s i n e s s e s  a n d  e q u i t y  i n v e s t m e n t s (10,820) — ( 5 , 5 2 0 )
P u r c h a s e s  o f  m a r k e t a b l e  s e c u r i t i e s  a n d  o t h e r  i n v e s t m e n t s (910) ( 6 6 , 2 6 0 ) —
P r o c e e d s  f r o m  s a l e  o f  m a r k e t a b l e  s e c u r i t i e s 10,872 4 4 , 3 6 4 —
P r o c e e d s  f r o m  s a l e  o f  f i x e d  a s s e t s  a n d  b u s i n e s s e s 4,577 9 0 9 2 2 , 3 7 5

NET CASH (USED) BY INVESTING ACTIVITIES (77,692) ( 5 8 , 2 8 3 ) ( 17, 4 0 2 )

FINANCING ACTIVITIES
S h o r t - t e r m  b o r r o w i n g s  –  n e t (87) ( 5 2 4 ) ( 2 7, 3 6 6 )
L o n g - t e r m  b o r r o w i n g s  –  n e t (11,004) ( 10 , 2 3 0 ) ( 2 0 , 3 3 8 )
N e t  ( p u r c h a s e )  i s s u a n c e  o f  s h a r e s  f o r  t r e a s u r y (22,668) — —
C a s h  d i v i d e n d s  p a i d (19,594) ( 14 , 0 8 2 ) ( 11, 9 4 2 )
O t h e r 124 — ( 1,13 8 )

NET CASH (USED) BY FINANCING ACTIVITIES (53,229) ( 2 4 , 8 3 6 ) ( 6 0 , 7 8 4 )
E f f e c t  o f  e x c h a n g e  r a t e  c h a n g e s  o n  c a s h  a n d  c a s h  e q u i v a l e n t s 1,369 2 8 0 7 5 7

(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (7,467) 6 , 0 71 3 0 , 4 0 4
C a s h  a n d  c a s h  e q u i v a l e n t s  a t  b e g i n n i n g  o f  y e a r 46,562 4 0 , 4 91 10 , 0 8 7

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 39,095 $ 4 6 , 5 6 2 $ 4 0 , 4 91

S e e  n o t e s  t o  t h e s e  c o n s o l i d a t e d  f i n a n c i a l  s t a t e m e n t s .

16

C o n s o l i d a t e d  S t a t e m e n t s  o f  C a s h  F l o w s

L
i

n
c

o
l

n
 

E
l

e
c

t
r

i
c

 
H

o
l

d
i

n
g

s
,

 
I

n
c

.



( I n  t h o u s a n d s  o f  d o l l a r s ,  e x c e p t  p e r  s h a r e  d a t a )

D e c e m b e r  31,  19 9 8

NOTE A — SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The consolidated financial statements include the accounts of Lincoln Electric Holdings, Inc. and
its wholly owned and majority-owned subsidiaries (the “Company”) after elimination of all significant intercompany accounts,
transactions and profits. Minority ownership interest in consolidated subsidiaries, which is not material, is recorded in Other
Long-term Liabilities in the Consolidated Balance Sheet.

Cash Equivalents and Marketable Securities: The Company considers all highly liquid investments with a maturity of three
months or less when purchased to be cash equivalents. Investments with maturities between three and twelve months are con-
sidered to be marketable securities classified as held-to-maturity. Marketable securities are carried at cost, with realized gains
and losses recorded to income.

Inventories: Inventories are valued at the lower of cost or market. For domestic inventories, cost is determined principally
by the last-in, first-out (LIFO) method, and for non-U.S. inventories cost is determined by the first-in, first-out (FIFO) method.
At December 31, 1998 and 1997, approximately 63% and 67%, respectively, of total inventories were valued using the
LIFO method. The excess of current cost over LIFO cost amounted to $50,240 at December 31, 1998 and $52,860 at
December 31, 1997.

Equity Investments: Investments in businesses in which the Company holds between a 20% and 50% ownership interest are
accounted for using the equity method of accounting. Under the equity method, the investment is carried at cost plus the
Company’s proportionate share of the net income or loss of the business since the date of acquisition.

Property, Plant and Equipment: Property, plant and equipment are stated at cost and include improvements that significantly
extend the useful lives of existing plant and equipment. Depreciation and amortization are computed by both accelerated and
straight-line methods over useful lives ranging from 3 to 20 years for machiner y, tools and equipment, and up to 50 years for
buildings. Net gains or losses related to asset dispositions are recognized in earnings in the period in which dispositions occur.

Goodwill: The excess of the purchase price over the fair value of net assets acquired is amortized on a straight-line basis over
periods not exceeding 40 years. Amounts are stated net of accumulated amortization of $10,323 and $8,852 in 1998 and
1997, respectively.

Long-lived Assets: The carr ying value of long-lived assets is reviewed if facts and circumstances indicate a potential impair-
ment of carr ying value may have occurred utilizing relevant cash flow and profitability information.

Revenue Recognition: The Company recognizes revenue at the time of product shipment.

Translation of Foreign Currencies: Asset and liability accounts are translated into U.S. dollars using exchange rates in effect
at the date of the consolidated balance sheet; revenue and expense accounts are translated at monthly exchange rates.
Translation adjustments are reflected as a component of shareholders’ equity. For subsidiaries operating in highly inflationar y
economies, both historical and current exchange rates are used in translating balance sheet accounts, and translation adjust-
ments are included in net income.

Transaction gains and losses are included in the consolidated statements of income in distribution cost/selling, general &
administrative expenses and were not material.

Financial Instruments: The Company, on a limited basis, uses for ward exchange contracts to hedge exposure to exchange rate
fluctuations on certain intercompany loans, purchase and sales transactions and other intercompany commitments. Contracts
are written on a short-term basis and are not held for trading or speculation purposes. Gains and losses on all for ward
exchange contracts are recognized in the consolidated statements of income.

Research and Development: Research and development costs, which are expensed as incurred, were $17,719 in 1998,
$16,547 in 1997 and $19,800 in 1996. Included in research and development costs for 1996 was $2,040 related to in-
process research and development acquired with the purchase of Electronic Welding Systems.

Estimates: The preparation of financial statements in conformity with generally accepted accounting principles requires man-
agement to make estimates and assumptions in certain circumstances that affect the amounts reported in the accompanying
consolidated financial statements and notes. Actual results could differ from these estimates.

Earnings per Share: The following table sets forth the computation of basic and diluted earnings per share (dollars and shares
in thousands, except per share amounts). All periods presented have been adjusted for the reorganization (see Note B), which
had the economic effect of a two-for-one stock split.
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1998 1997 1996

N u m e r a t o r :
N e t  i n c o m e $ 9 3 , 719 $ 8 5 , 414 $ 74 , 2 5 3

D e n o m i n a t o r :
D e n o m i n a t o r  f o r  b a s i c  e a r n i n g s  p e r  s h a r e  –

We i g h t e d - a v e r a g e  s h a r e s 4 8 , 9 3 5 4 9 , 3 8 4 4 9 , 7 2 3
E f f e c t  o f  d i l u t i v e  s e c u r i t i e s  –  E m p l o y e e  s t o c k  o p t i o n s 13 5 14 8 —

D e n o m i n a t o r  f o r  d i l u t e d  e a r n i n g s  p e r  s h a r e  –
A d j u s t e d  w e i g h t e d - a v e r a g e  s h a r e s 4 9 , 0 7 0 4 9 , 5 3 2 4 9 , 7 2 3

B a s i c  e a r n i n g s  p e r  s h a r e $9 91. 9 2 $ 9 91. 7 3 $ 9 91. 4 9
D i l u t e d  e a r n i n g s  p e r  s h a r e $ 9 91. 91 $ 9 91. 7 3 $ 9 91. 4 9

Other: Included in distribution cost/selling, general & administrative expenses are the costs related to the Company’s discre-
tionar y employee bonus, net of hospitalization costs, of $76,491 in 1998, $74,953 in 1997 and $66,681 in 1996. 

NOTE B — SHAREHOLDERS’ EQUITY

On May 19, 1998, shareholders approved a reorganization of the capital and corporate structure of The Lincoln Electric
Company (the “reorganization”). As a result of the reorganization, a new holding company, Lincoln Electric Holdings, Inc., was
created. Each Common Share and each Class A Common Share (non-voting) of The Lincoln Electric Company was converted
into two voting common shares of Lincoln Electric Holdings, Inc., which also had the economic effect of a two-for-one stock
split. The reorganization also resulted in the authorization of 5,000,000 Preferred Shares, none of which was issued or out-
standing at December 31, 1998. The Preferred Shares were authorized to provide the Company flexibility in future financing
or acquisitions, and to render or discourage an attempt by another person or entity to obtain control of the Company. The
Company’s Articles of Incorporation allow the Board of Directors the discretion to issue one or more series of Preferred
Shares with terms that the Board feels meet the needs of a particular transaction. Each issuance of Preferred Shares may
have distinct dividend rights, conversion rights and liquidation preferences. The historical share and per share amounts 
disclosed in these consolidated financial statements have been restated to reflect the share conversion.

In September 1998, the Board of Directors authorized a share repurchase of up to 5,000,000 shares of the Company’s
outstanding Common Shares to satisfy obligations under its stock plans. Through December 31, 1998, the Company pur-
chased 1,263,900 shares at an average cost of $18.85 per share.

Effective May 28, 1997, certain changes in the Company’s capital structure were implemented. Class B Common Shares
were eliminated, and the 486,772 outstanding Class B Common Shares were converted into 282,747 Common Shares.
Additionally, the authorized capital was increased to 60 million Common Shares and 60 million Class A Common Shares.
Subsequent to the reorganization in 1998, the authorized common capital consisted of 120,000,000 Common Shares.

NOTE C — STOCK PLANS

The 1998 Stock Option Plan (“Stock Option Plan”) was adopted by the shareholders to replace The Lincoln Electric Company
1988 Incentive Equity Plan (“Incentive Equity Plan”), which expired in May 1998. The Stock Option plan provides for the grant
of options for 5,000,000 shares of Company stock to key employees over a ten-year period. The following table summarizes
the option activity for the three years ended December 31, 1998 under both the Stock Option Plan and the Incentive Equity Plan:

Options Exercise Prices

B a l a n c e ,  J a n u a r y  1,  19 9 6 —
G r a n t e d 8 91,18 0 $ 13 . 6 3  - $ 17. 0 0
E x e r c i s e d —

B a l a n c e ,  D e c e m b e r  31,  19 9 6 8 91,18 0 $ 13 . 6 3  - $ 17. 0 0
G r a n t e d 19 3 , 0 0 0 $ 17. 6 3  - $ 19 .19
E x e r c i s e d ( 2 , 6 6 4 ) $ 13 . 6 3  - $ 15 . 0 0
C a n c e l e d ( 3 6 , 9 3 6 ) $ 15 . 0 0  - $ 17. 0 0

B a l a n c e ,  D e c e m b e r  31,  19 9 7 1, 0 4 4 , 5 8 0 $ 13 . 6 3  - $ 19 .19
G r a n t e d 2 9 4 , 7 0 0 $ 2 2 . 3 7 5
E x e r c i s e d ( 14 4 , 416 ) $ 13 . 6 3  - $ 17. 0 0
C a n c e l e d ( 8 , 3 3 4 ) $ 13 . 6 3  - $ 19 .19

B a l a n c e ,  D e c e m b e r  31,  19 9 8 1,18 6 , 5 3 0 $ 13 . 6 3  - $ 2 2 . 3 8

O p t i o n s  e x e r c i s a b l e  a t  D e c e m b e r  31,  19 9 8 6 5 4 , 4 6 6 $ 13 . 6 3  - $ 19 .19
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Included in the preceding table are options for 335,180 shares, at exercise prices of $15.00 and $17.00 per share, which
were granted in 1996 to current employees in settlement of a lawsuit over performance awards relating to prior years. The
estimated fair value of these options was charged to income in 1996. These options are exercisable over five- and ten-year
periods and are fully vested, non-qualified and non-transferable. At December 31, 1998, there were 225,162 of these options
outstanding.

All other options granted under both the Stock Option Plan and the Incentive Equity Plan are outstanding for a term of
ten years from the date of grant. Incentive Equity Plan options and 270,700 options granted under the Stock Option Plan vest
ratably over a period of three years from the grant date and options totaling 24,000 shares granted in 1998 under the Stock
Option Plan vest one year from the grant date. The exercise prices of all options were equal to the fair market value of the
Company’s shares at the date of grant. As permitted under Statement of Financial Accounting Standards No. 123, Accounting
for Stock-Based Compensation (“SFAS 123”), the Company has continued to record stock-based compensation in accordance
with the intrinsic value method established by Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to
Employees (“APB 25”). Under the intrinsic method, compensation expense is measured as the excess, if any, of the market
price at the date of grant over the exercise price of the options. Accordingly, no compensation expense was recognized upon
the award of these stock options. 

SFAS 123 requires pro forma disclosure of the effect on net income and earnings per share when applying the fair value
method of valuing stock-based compensation. The following table sets forth the pro forma disclosure of net income and earn-
ings per share using the Black-Scholes option pricing model. For purposes of this pro forma disclosure, the estimated fair value
of the options is amortized ratably over the vesting periods. 

1998 1997 1996

Pro Forma Reported Pro Forma Reported Pro Forma Reported

N e t  i n c o m e $  9 2 , 76 3 $  9 3 , 719 $  8 4 , 74 0 $  8 5 , 414 $  74 , 0 9 2 $  74 , 2 5 3
B a s i c  e a r n i n g s  p e r  s h a r e 1. 9 0 1. 9 2 1. 7 2 1. 7 3 1. 4 9 1. 4 9
D i l u t e d  e a r n i n g s  p e r  s h a r e 1. 8 9 1. 91 1. 71 1. 7 3 1. 4 9 1. 4 9

I n  e s t i m a t i n g  t h e  f a i r  v a l u e  o f  o p t i o n s  g r a n t e d ,  a n  e x p e c t e d  o p t i o n  l i f e  o f  t e n  y e a r s  w a s  u s e d  a n d  t h e  o t h e r  w e i g h t e d
a v e r a g e  a s s u m p t i o n s  w e r e  a s  f o l l o w s :

1998 1997 1996

E x p e c t e d  v o l a t i l i t y 3 0 . 8 0 % 2 2 . 5 5 % 2 6 . 2 5 %
D i v i d e n d  y i e l d 2 .16 % 2 .14 % 2 . 0 5 %
R i s k - f r e e  i n t e r e s t  r a t e 4 . 6 6 % 5 . 74 % 6 . 8 5 %

For the three years ended December 31, 1998, there were no awards or sales of shares associated with the Incentive
Equity Plan. At December 31, 1998, there were 4,705,300 Common Shares reser ved for future issuance under the Stock
Option Plan.

The Lincoln Electric Company Employee Stock Ownership Plan (the “ESOP”) was established as a noncontributor y profit-
sharing plan to provide deferred compensation benefits for all eligible employees. Restricted stock in the form of Class B
Common Shares was awarded through contributions to an employee stock ownership trust. In 1997 and 1996, no shares were
issued to the ESOP, and the Company has since discontinued awards under this plan. In May 1997, the ESOP received Common
Shares in exchange for the Class B Common Shares the plan previously held. The assets of the ESOP were subsequently
merged in July 1997 with The Lincoln Electric Company Employee Savings Plan.

The Lincoln Non-Employee Directors’ Restricted Stock Plan (“Non-Employee Directors’ Plan”) was adopted in May 1995.
The Non-Employee Directors’ Plan provides for distributions of ten thousand dollars worth of Common Shares to each non-
employee Director as part of an annual retainer. Shares issued in connection with this plan were 5,654 in 1998, 7,930 in 1997
and 11,468 in 1996. In 1997, 1,236 shares were forfeited under the ser vice requirements of the plan.

The 1995 Lincoln Stock Purchase Plan provides employees the ability to purchase open market shares on a commission-
free basis up to a limit of ten thousand dollars annually. Under this plan, there were 7,619 shares purchased in 1998, 13,352
shares purchased in 1997, and 8,484 shares purchased in 1996. 
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NOTE D — SHORT-TERM AND LONG-TERM DEBT

1998 1997

S h o r t - t e r m  d e b t :
N o t e s  p a y a b l e  t o  b a n k s  a t  i n t e r e s t  r a t e s  f r o m  5 . 0 %  t o  7. 9 8 %

( 4 . 5 %  t o  8 . 7 5 %  i n  19 9 7 ) $  12 , 7 9 2 $  21, 9 6 8

L o n g - t e r m  d e b t :
8 . 7 3 %  S e n i o r  N o t e  d u e  2 0 0 3  ( f i v e  e q u a l  a n n u a l  p r i n c i p a l  p a y m e n t s  r e m a i n i n g ) $ 4 6 , 8 7 5 $ 5 6 , 2 5 0
O t h e r  b o r r o w i n g s  d u e  t h r o u g h  2 0 2 3 ,  i n t e r e s t  a t  2 . 0 0 %  t o  12 . 0 0 % 10 , 9 91 8 , 0 81

5 7, 8 6 6 6 4 , 3 31
L e s s  c u r r e n t  p o r t i o n 11,10 0 9 , 9 71

To t a l $ 4 6 , 76 6 $ 5 4 , 3 6 0

The Company’s $200 million unsecured, multi-currency Credit Agreement expires June 30, 2002. The terms of the
Credit Agreement provide for annual extensions. The interest rate on outstanding borrowings is determined based upon
defined leverage rates for the pricing options selected. The interest rate can range from the London Interbank Offered Rate
(“LIBOR”) plus 0.165% to LIBOR plus 0.25% depending upon the defined leverage rate. The agreement also provides for a
facility fee ranging from 0.085% to 0.15% per annum based upon the daily aggregate amount of the commitment. The Credit
Agreement and the 8.73% Senior Note due in 2003 contain financial covenants that require the same interest coverage and
funded debt-to-capital ratios.

In August 1997, the Company entered into an interest rate swap agreement to convert its fixed rate 8.73% Senior Note
due 2003 to a floating rate based on a three-month LIBOR basket swap plus a spread of 381 basis points. The agreement caps
the floating rate, including the spread, at 10%. The floating rate in effect at December 31, 1998 was 8.37%. The arrangement
provides for the receipt or payment of interest, on a quarterly basis, through the loan expiration date. The notional value of the
agreement, which decreases in future years with annual debt payments, was $46,875 at December 31, 1998. Net receipts or
payments under the agreement are recognized as an adjustment to interest expense.

Maturities of long-term debt for the five years succeeding December 31, 1998 are $11,100 in 1999, $11,458 in 2000,
$12,146 in 2001, $9,699 in 2002, $9,698 in 2003 and $3,765 thereafter.

Total interest paid was $5,593 in 1998, $6,329 in 1997 and $7,800 in 1996. Weighted-average interest rates on notes
payable to banks at December 31, 1998 and 1997 were 6.7% and 6.2%, respectively.

NOTE E — INCOME TAXES 

The components of income before income taxes are as follows:

1998 1997 1996

U. S . $ 12 3 , 5 8 6 $ 112 , 411 $ 9 9 4 , 9 51
N o n - U. S . 2 3 , 4 7 8 2 2 , 74 9 2 2 , 912

To t a l $ 14 7, 0 6 4 $ 13 5 ,16 0 $ 117, 8 6 3

Components of income tax expense (benefit) are as follows:
1998 1997 1996

C u r r e n t :
Fe d e r a l $ 2 6 , 7 2 4 $ 3 2 , 0 6 0 $ 3 3 , 4 8 4
N o n - U. S . 9 , 0 2 0 8 , 9 0 9 6 ,19 7
S t a t e  a n d  l o c a l 7, 4 0 2 7, 7 9 0 7, 012

4 3 ,14 6 4 8 , 7 5 9 4 6 , 6 9 3
D e f e r r e d :

Fe d e r a l 11, 016 3 , 215 ( 2 , 7 3 5 )
N o n - U. S . ( 817 ) ( 2 , 2 2 8 ) ( 3 4 8 )

10 ,19 9 9 8 7 ( 3 , 0 8 3 )

To t a l $ 5 3 , 3 4 5 $ 4 9 , 74 6 $ 4 3 , 610
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The differences between total income tax expense and the amount computed by applying the statutor y Federal income
tax rate to income before income taxes were as follows:

1998 1997 1996

S t a t u t o r y  r a t e  o f  3 5 %  a p p l i e d  t o  p r e - t a x  i n c o m e $ 51, 4 7 2 $ 4 7, 3 0 6 $ 41, 2 5 2
E f f e c t  o f  s t a t e  a n d  l o c a l  i n c o m e  t a x e s ,  n e t  o f  Fe d e r a l  t a x  b e n e f i t 4 , 811 5 , 0 6 3 4 , 5 5 8
Ta x e s  i n  e x c e s s  o f  ( l e s s  t h a n )  t h e  U. S .  t a x  r a t e  o n  n o n - U. S .

e a r n i n g s ,  i n c l u d i n g  u t i l i z a t i o n  o f  t a x  l o s s  c a r r y f o r w a r d s
a n d  l o s s e s  w i t h  n o  b e n e f i t ( 14 ) ( 1, 2 81 ) ( 2 , 6 6 3 )

Fo r e i g n  s a l e s  c o r p o r a t i o n ( 1, 9 7 5 ) ( 1, 2 3 5 ) ( 1, 2 2 0 )
O t h e r  –  n e t ( 9 4 9 ) ( 10 7 )  1, 6 8 3

To t a l $  5 3 , 3 4 5 $  4 9 ,74 6 $ 4 3 , 610

E f f e c t i v e  t a x  r a t e 3 6 . 3 % 3 6 . 8 % 3 7. 0 %

Total income tax payments, net of refunds, were $44,432 in 1998, $44,648 in 1997 and $36,764 in 1996.
At December 31, 1998, certain non-U.S. subsidiaries have tax loss carr yfor wards of approximately $41,806 that expire

in various years from 1999 through 2008, except for $18,200 for which there is no expiration date.
Significant components of deferred tax assets and liabilities at December 31, 1998 and 1997, are as follows:

1998 1997

D e f e r r e d  t a x  a s s e t s :
Ta x  l o s s  a n d  c r e d i t  c a r r y f o r w a r d s $ 15 ,19 9 $ 16 , 8 3 2
S t a t e  i n c o m e  t a x e s 2 , 8 7 3 3 , 5 0 6
I n v e n t o r y 5 , 0 2 2 4 , 6 3 5
O t h e r  a c c r u a l s 11, 516 13 , 8 61
E m p l o y e e  b e n e f i t s 5 , 4 9 0 4 , 7 9 2
Pe n s i o n  o b l i g a t i o n s 4 , 0 4 9 3 , 2 2 4
O t h e r 9 , 614 9 ,141

5 3 , 76 3 5 5 , 9 91
Va l u a t i o n  a l l o w a n c e ( 14 , 3 51 ) ( 14 , 76 0 )

3 9 , 412 41, 2 31
D e f e r r e d  t a x  l i a b i l i t i e s :

P r o p e r t y,  p l a n t  a n d  e q u i p m e n t ( 21, 76 3 ) ( 19 , 519 )
Pe n s i o n  o b l i g a t i o n s ( 12 , 7 7 9 ) ( 10 , 2 4 7 )
O t h e r ( 9 , 2 8 7 ) ( 5 , 6 0 5 )

( 4 3 , 8 2 9 ) ( 3 5 , 3 71 )

To t a l $   ( 4 , 417 ) $ 9 5 , 8 6 0

The Company does not provide deferred income taxes on unremitted earnings of non-U.S. subsidiaries, as such funds are
deemed permanently reinvested in properties, plant and working capital. It is not practicable to calculate the deferred taxes
associated with the remittance of these investments.

NOTE F — RETIREMENT ANNUITY AND GUARANTEED CONTINUOUS EMPLOYMENT PLANS 

In Februar y 1998, the FASB issued Statement of Financial Accounting Standards No. 132, Employers’ Disclosures about
Pensions and Other Postretirement Benefits. This Statement amends and eliminates certain previously required disclosures, 
as well as adding new disclosure. Statement No. 132 does not change the way pension costs and liabilities are measured or
recognized. The Company has presented and, where necessar y, amended its disclosure in these consolidated financial state-
ments to conform to Statement No. 132.

The Company and its subsidiaries maintain a number of defined benefit and defined contribution plans to provide retire-
ment benefits for employees in the United States, as well as employees outside the U.S. These plans are maintained and 
contributions are made in accordance with the Employee Retirement Income Security Act of 1974, local statutor y law or as
determined by the Board of Directors. The plans generally provide benefits based upon years of ser vice and compensation.
Pension plans are funded except for a supplemental executive retirement plan for certain key employees. Substantially all U.S.
employees are covered under a 401(k) savings plan in which they may invest 1% or more of eligible compensation, limited to
maximum amounts as determined by the Internal Revenue Ser vice. In 1997, the plan began providing for Company matching
contributions of 25% of the first 6% of employee compensation contributed to the plan. Also in 1997, the plan incorporated
a feature in which participants could elect to receive an annual Company contribution of 2% of their base pay in exchange for
forfeiting accelerated benefits under the pension plan.
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The changes in the pension plans’ benefit obligations were as follows:

1998 1997

O b l i g a t i o n  a t  J a n u a r y  1 $ 3 9 4 ,10 4 $ 3 6 0 , 5 81
S e r v i c e  c o s t 13 , 013 11, 319
I n t e r e s t  c o s t 2 8 ,18 0 2 6 , 9 0 6
Pa r t i c i p a n t  c o n t r i b u t i o n s 4 , 4 8 8 6 2 8
P l a n  a m e n d m e n t s 8 8 3 2 ,13 0
A c t u a r i a l  l o s s 19 ,18 4 17, 8 7 7
B e n e f i t  p a y m e n t s ( 2 0 , 013 ) ( 2 0 , 617 )
S e t t l e m e n t s 17 8 —
C u r r e n c y  t r a n s l a t i o n  ( 1, 313 ) ( 4 , 7 2 0 )

O b l i g a t i o n  a t  D e c e m b e r  31 $ 4 3 8 , 7 0 4 $ 3 9 4 ,10 4

The changes in the fair values of the pension plans’ assets were as follows:
1998 1997

P l a n  a s s e t s  a t  J a n u a r y  1 $ 3 8 9 , 6 6 9 $ 3 4 5 , 5 4 7
A c t u a l  r e t u r n  o n  p l a n  a s s e t s 4 2 , 5 9 8 5 3 , 414
E m p l o y e r  c o n t r i b u t i o n s 15 , 9 6 3 15 , 9 2 4
Pa r t i c i p a n t  c o n t r i b u t i o n s 4 , 4 8 8 6 2 8
B e n e f i t  p a y m e n t s ( 2 0 , 013 ) ( 2 0 , 617 )
C u r r e n c y  t r a n s l a t i o n  ( 1, 5 4 4 ) ( 5 , 2 2 7 )

P l a n  a s s e t s  a t  D e c e m b e r  31 $ 4 31,161 $ 3 8 9 , 6 6 9

The funded status of the  pension plans at December 31, 1998 and 1997 was as follows:
1998 1997

P l a n  a s s e t s  i n  e x c e s s  o f  ( l e s s  t h a n )  p r o j e c t e d
b e n e f i t  o b l i g a t i o n s $. . ( 7, 5 4 3 ) $ . ( 4 , 4 3 5 )

Un r e c o g n i z e d  n e t  l o s s 18 , 3 2 2 7, 5 0 2
Un r e c o g n i z e d  p r i o r  s e r v i c e  c o s t 11, 0 41 11, 3 9 6
Un r e c o g n i z e d  t r a n s i t i o n  ( a s s e t s )  o b l i g a t i o n ,  n e t ( 2 ,176 ) ( 2 , 76 2 )

P r e p a i d  p e n s i o n  e x p e n s e  r e c o g n i z e d  i n  t h e  b a l a n c e  s h e e t $ 19 , 6 4 4 $ 11, 7 01

The net prepaid pension expense recognized in the consolidated balance sheets was composed of:

1998 1997

P r e p a i d  p e n s i o n  c o s t $ 2 7, 5 81 $ 18 , 6 8 4
A c c r u e d  p e n s i o n  l i a b i l i t y ( 10 ,16 4 ) ( 7, 8 4 2 )
I n t a n g i b l e  a s s e t 2 , 2 2 7 8 5 9

P r e p a i d  p e n s i o n  e x p e n s e  r e c o g n i z e d  i n  t h e  b a l a n c e  s h e e t $ 19 , 6 4 4 $ 11, 7 01

A  d o m e s t i c  n o n - q u a l i f i e d  p e n s i o n  p l a n  c o m p r i s e d  t h e  l a r g e s t  p o r t i o n  o f  t h e  p e n s i o n  p l a n s  i n  w h i c h  t h e  a c c u m u l a t e d
b e n e f i t  o b l i g a t i o n  ( A B O )  e x c e e d e d  p l a n  a s s e t s  a t  D e c e m b e r  31,  19 9 8  a n d  19 9 7.  T h e  a g g r e g a t e  A B O  o f  s u c h  p l a n s  a t
D e c e m b e r  31,  19 9 8  a n d  19 9 7  w a s  $ 9 , 8 7 2  a n d  $ 7, 2 6 5 ,  r e s p e c t i v e l y ;  t h e  a g g r e g a t e  f a i r  v a l u e  o f  p l a n  a s s e t s  w a s  $ 0  a n d
$ 1, 5 9 4  a t  D e c e m b e r  31,  19 9 8  a n d  19 9 7,  r e s p e c t i v e l y.

A summar y of the components of total pension expense was as follows:

1998 1997 1996

S e r v i c e  c o s t  –  b e n e f i t s  e a r n e d  d u r i n g  t h e  y e a r $ 13 , 013 $ 11, 319 $ 11, 0 5 6
I n t e r e s t  c o s t  o n  p r o j e c t e d  b e n e f i t  o b l i g a t i o n 2 8 ,18 0 2 6 , 9 0 6 2 5 , 7 2 7
E x p e c t e d  r e t u r n  o n  p l a n  a s s e t s ( 3 4 , 4 9 4 ) ( 3 0 , 2 8 6 ) ( 2 8 , 2 3 2 )
A m o r t i z a t i o n  o f  t r a n s i t i o n  ( a s s e t )  o b l i g a t i o n ( 4 5 2 ) ( 4 7 2 ) ( 2 5 5 )
A m o r t i z a t i o n  o f  p r i o r  s e r v i c e  c o s t 1,12 3 7 7 5 2 , 6 7 3
A m o r t i z a t i o n  o f  n e t  l o s s  ( g a i n ) 318 8 9 ( 18 )

N e t  p e n s i o n  c o s t  o f  d e f i n e d  b e n e f i t  p l a n s 7, 6 8 8 8 , 3 31 10 , 9 51
S e t t l e m e n t ,  c u r t a i l m e n t s  a n d  s p e c i a l  t e r m i n a t i o n  b e n e f i t s 17 8 3 9 3 1, 8 76
D e f i n e d  c o n t r i b u t i o n  p l a n s 2 , 0 9 0 2 , 2 5 5 8 3 9

To t a l  p e n s i o n  e x p e n s e $ 2  9 , 9 5 6 $ 10 , 9 7 9 $ 13 , 6 6 6
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Weighted average assumptions used in accounting for the defined benefit plans as of December 31, 1998 and 1997
were as follows:

1998 1997

D i s c o u n t  r a t e 7. 0 % 7. 2 %
R a t e  o f  i n c r e a s e  i n  c o m p e n s a t i o n 4 . 9 % 5 . 2 %
E x p e c t e d  r e t u r n  o n  p l a n  a s s e t s 8 . 9 % 8 . 9 %

U.S. plan assets consist of fixed income and equity securities. Non-U.S. plan assets are invested in non-U.S. insurance
contracts and non-U.S. equity and fixed income securities. The Company does not have, and does not provide for, any postre-
tirement or postemployment benefits other than pensions.

The Cleveland, Ohio, area operations have a Guaranteed Continuous Employment Plan covering substantially all em-
ployees which, in general, provides that the Company will provide work for at least 75% of ever y standard work week (presently
40 hours). This plan does not guarantee employment when the Company’s ability to continue normal operations is seriously
restricted by events beyond the control of the Company. The Company has reser ved the right to terminate this plan effective
at the end of a calendar year by giving notice of such termination not less than six months prior to the end of such year.

NOTE G — SEGMENT INFORMATION

In June 1997, the FASB issued Statement of Financial Accounting Standards No. 131, Disclosures About Segments of an
Enterprise and Related Information.  This Statement requires disclosure of selected financial and descriptive information for
each operating segment based on management’s internal organizational decision-making structure. Additional information is
required on a company-wide basis for revenues by product or ser vice, revenues and identifiable assets by geographic location
and information about significant customers. As required by the Statement, the Company has presented all periods in these
consolidated financial statements in conformity with this Statement.

The Company’s primar y business is the design, manufacture and sale, in the U.S. and international markets, of arc, cutting
and other welding products. The Company also designs, manufactures and sells integral horsepower industrial electric
motors. The Company manages its operations by geographic location and has three reportable segments: operations located
in the United States, Europe and all other foreign countries. Each operating unit is managed separately because each faces a
distinct economic environment, a different customer base and a var ying level of competition and market sophistication.
Segment performance and resource allocation are measured based on income before interest and income taxes. The account-
ing policies of the reportable segments are the same as those described in the summar y of significant accounting policies.
Financial information for the reportable segments follows:

Other
United States Europe Countries Eliminations Consolidated

1998:
N e t  s a l e s  t o  u n a f f i l i a t e d  c u s t o m e r s $ 816 , 5 6 2 $2 0 8 , 7 8 2 $ 161, 3 3 5 $11111— $ 1,18 6 , 6 7 9
I n t e r - s e g m e n t  s a l e s 6 9 , 5 8 6 9 , 7 7 5 12 , 0 3 0 ( 91, 3 91 ) —  

To t a l $ 8 8 6 ,14 8 $ 218 , 5 5 7 $17 3 , 3 6 5 $( 91, 3 91 ) $ 1,18 6 , 6 7 9

I n c o m e  b e f o r e  i n t e r e s t  a n d  i n c o m e  t a x e s $12 5 , 6 9 3 $ 214 , 9 3 5 $ 7 10 ,191 $ 2 ( 2 ,19 8 ) $ 2 ,14 8 , 6 21
I n t e r e s t  i n c o m e 4 ,119
I n t e r e s t  e x p e n s e ( 5 , 6 76 )

I n c o m e  b e f o r e  i n c o m e  t a x e s $ 8 ,14 7, 0 6 4

To t a l  a s s e t s $5 4 2 , 4 6 2 $18 6 , 6 6 6 $ 119 , 3 4 4 $ ( 6 5 , 5 6 6 ) $1,7 8 2 , 9 0 6
C a p i t a l  e x p e n d i t u r e s ,  e x c l u d i n g  a c q u i s i t i o n s 5 2 , 6 3 2 11,10 9 19 , 5 4 2 ( 1, 8 7 2 ) 81, 411
D e p r e c i a t i o n  a n d  a m o r t i z a t i o n 18 , 4 31 6 , 7 0 4 3 , 4 8 5 ( 5 41 ) 2 8 , 0 7 9
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Other
United States Europe Countries Eliminations Consolidated

1997:
N e t  s a l e s  t o  u n a f f i l i a t e d  c u s t o m e r s $7 9 9 , 4 4 2 $2 0 4 , 8 5 8 $15 4 , 76 7 $11111— $ 1,15 9 , 0 6 7
I n t e r - s e g m e n t  s a l e s 6 5 , 812 11, 4 7 5 8 , 0 3 3 ( 8 5 , 3 2 0 ) —

To t a l $8 6 5 , 2 5 4 $ 216 , 3 3 3 $16 2 , 8 0 0 $ ( 8 5 , 3 2 0 ) $ 1,15 9 , 0 6 7

I n c o m e  b e f o r e  i n t e r e s t  a n d  i n c o m e  t a x e s $ 112 , 5 6 5 $ 910 , 014 $414 , 4 2 7 $ 5 ( 1, 3 74 ) $ 1,13 5 , 6 3 2
I n t e r e s t  i n c o m e 5 , 8 7 7
I n t e r e s t  e x p e n s e ( 6 , 3 4 9 )

I n c o m e  b e f o r e  i n c o m e  t a x e s $ 9 ,13 5 ,16 0

To t a l  a s s e t s $4 8 9 , 4 31 $ 16 3 , 519 $19 6 , 8 5 0 $ ( 3 7, 610 ) $ 1 , 712 ,19 0
C a p i t a l  e x p e n d i t u r e s ,  e x c l u d i n g  a c q u i s i t i o n s 2 3 , 6 3 2 5 , 2 6 4 8 , 418 ( 18 ) 3 7, 2 9 6
D e p r e c i a t i o n  a n d  a m o r t i z a t i o n 18 , 812 7, 713 2 , 3 76 ( 4 7 0 ) 2 8 , 4 31

1996:
N e t  s a l e s  t o  u n a f f i l i a t e d  c u s t o m e r s $7 5 2 , 9 5 2 $ 219 , 4 3 6 $13 6 , 7 5 6 $ 11111— $ 1 , 10 9 ,14 4
I n t e r - g e o g r a p h i c  s a l e s 5 5 , 9 4 2 10 , 7 8 6 9 , 219 ( 7 5 , 9 4 7 ) —

To t a l $80 8 , 8 9 4 $23 0 , 2 2 2 $14 5 , 9 7 5 $(7 5 , 9 4 7 ) $ 1 , 10 9 ,14 4

I n c o m e  b e f o r e  i n t e r e s t  a n d  i n c o m e  t a x e s $ 101, 2 3 6 $ 110 , 2 6 4 $112 , 8 6 7 $1 ( 1, 6 0 5 ) $ 2 ,12 2 , 76 2
I n t e r e s t  i n c o m e 2 , 8 3 2
I n t e r e s t  e x p e n s e ( 7, 7 31 )

I n c o m e  b e f o r e  i n c o m e  t a x e s $  2 ,117, 8 6 3

To t a l  a s s e t s $ 416 , 911 $ 18 3 , 9 3 8 $ 18 7, 8 0 8 $ ( 41, 4 5 8 ) $ 2,6 4 7,19 9
C a p i t a l  e x p e n d i t u r e s ,  e x c l u d i n g  a c q u i s i t i o n s 2 5 , 613 6 , 5 0 0 3 , 2 6 7 ( 1,12 3 ) 3 4 , 2 5 7
D e p r e c i a t i o n  a n d  a m o r t i z a t i o n 2 0 ,176 7, 6 01 2 ,16 6 ( 4 5 5 ) 2 9 , 4 8 8

Intercompany sales between reportable segments are accounted for at prices comparable to normal, customer sales and
are eliminated in consolidation. Export sales (excluding intercompany sales) from the United States were $92,461 in 1998,
$105,464 in 1997 and $90,706 in 1996. No individual customer comprised more than 10% of the Company’s total revenues
for the three years ended December 31, 1998.

The geographic split of the Company’s revenues, based on customer location, and property, plant and equipment was 
as follows:

1998 1997 1996

R e v e n u e s :
Un i t e d  S t a t e s $ 1 , 7 2 4 ,101 $1, 6 9 3 , 9 7 9 $ , 6 6 2 , 2 4 6
Fo r e i g n  c o u n t r i e s 4 6 2 , 5 7 8 4 6 5 , 0 8 8 4 4 6 , 8 9 8

To t a l $ 1,18 6 , 6 7 9 $ 1,15 9 , 0 6 7 $ 1,10 9 ,14 4

P r o p e r t y,  p l a n t  a n d  e q u i p m e n t :
Un i t e d  S t a t e s $ 174 ,18 8 $ 13 8 , 9 3 5 $ 13 2 , 6 31
Fo r e i g n  c o u n t r i e s 8 9 , 3 7 5 6 5 , 4 5 4 71, 3 2 6
E l i m i n a t i o n s ( 3 , 7 7 2 ) ( 2 , 3 5 4 ) ( 2 , 718 )

To t a l $ 2 5 9 , 7 91 $ 2 0 2 , 0 3 5 $ 2 01, 2 3 9

Revenues derived from customers and property, plant and equipment in any individual foreign countr y were not material 
for disclosure.

NOTE H — ACQUISITIONS AND DIVESTITURES

During the first quarter of 1998, the Company’s Canadian subsidiar y acquired a 75% interest in Indalco Alloys, Inc. of
Canada. The purchase price was not significant. Indalco is a premier supplier of aluminum welding wire and related products.
The acquisition was accounted for as a purchase. 

In April 1998, a German subsidiar y of the Company purchased the assets and business of Uhrhan & Schwill GmbH, located
in Germany, a leader in the design and installation of welding systems for pipe mills. The purchase price was not significant.

In July 1998, a French subsidiar y of the Company acquired a 50% equity interest in AS Kaynak, a market-leading weld-
ing products manufacturing subsidiar y of Eczacibasi Holdings, headquartered in Istanbul, Turkey. The purchase price was not
significant. The Company accounts for its investment in AS Kaynak under the equity method. Equity earnings (losses) of this
investment were not material and are recorded under the caption Other Income in the Consolidated Statement of Income.

In July 1996, the Company acquired Electronic Welding Systems (EWS), a designer and supplier of welding power
supplies and plasma cutting equipment, based in Italy. The acquisition was accounted for as a purchase. The purchase price
was not significant.
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The results of operations, which were not material, of the aforementioned acquisitions were included in the consolidated
statements of income from their respective dates of acquisition.

Also during 1996, the Company sold its Louisiana and Alaska gas distribution businesses for net cash proceeds of
$17,343. The Company realized a gain on disposal of these businesses of $8,365 ($5,093 after-tax, or $0.10 per share
(basic and diluted)), which is included in Other Income. The results of operations from these businesses were not material
to the Company for the year ended December 31, 1996.

NOTE I — FAIR VALUES OF FINANCIAL INSTRUMENTS

The Company has various financial instruments, including cash, cash equivalents, marketable securities, short- and long-term
debt, for ward contracts, and an interest rate swap. The Company has determined the estimated fair value of these financial
instruments by using available market information and appropriate valuation methodologies that require judgment. 

The Company enters into for ward exchange contracts to hedge foreign currency transactions on a continuing basis
for periods consistent with its committed exposures. This hedging minimizes the impact of foreign exchange rate movements
on the Company’s operating results. The total notional value of for ward currency exchange contracts was $24,592 at
December 31, 1998 and $26,896 at December 31, 1997, which approximated fair value.

The carr ying amounts and estimated fair value of the Company’s significant financial instruments at December 31, 1998
and 1997 were as follows:

December 31, 1998 December 31, 1997
Carr ying Fair Carr ying Fair
Amounts Value Amounts Value

C a s h  a n d  c a s h  e q u i v a l e n t s $ 3 9 , 0 9 5 $ 3 9 , 0 9 5 $ 4 6 , 5 6 2 $ 4 6 , 5 6 2
M a r k e t a b l e  s e c u r i t i e s 311 311 10 ,19 4 10 ,19 7
N o t e s  p a y a b l e  t o  b a n k s 2 , 7 9 2 2 , 7 9 2 1, 9 6 8 1, 9 6 8
L o n g - t e r m  d e b t  ( i n c l u d i n g  c u r r e n t  p o r t i o n ) 5 7, 8 6 6 5 9 , 911 6 4 , 3 31 6 7, 4 6 4

NOTE J — OPERATING LEASES

The Company leases sales offices, warehouses and distribution centers, office equipment and data processing equipment.
Such leases, some of which are noncancelable and, in many cases, include renewals, expire at various dates. The Company
pays most maintenance, insurance and taxes relating to leased assets. Rental expense was $7,297 in 1998, $7,851 in 1997
and $8,345 in 1996. 

At December 31, 1998, total minimum lease payments for noncancelable operating leases were as follows:

19 9 9 $ 1 6 , 2 3 7
2 0 0 0 4 , 916
2 0 01 2 , 5 2 5
2 0 0 2 1, 2 3 8
2 0 0 3 813
T h e r e a f t e r 712

To t a l $ 16 , 4 41

NOTE K — CONTINGENCIES

The Company is subject, from time to time, to a variety of civil and administrative proceedings arising out of its normal operations,
including, without limitation, product liability claims, health, safety and environmental claims and employment-related actions.

The Company is a defendant or co-defendant in ten lawsuits filed against the Company in the Superior Court of California
by building owners or insurers in Los Angeles County arising from alleged property damage claimed to have been discovered
after the Northridge earthquake of Januar y 1994. These cases include claims for compensator y damages and punitive dam-
ages, often without specification of amount, relating to the sale and use of the E70T-4 categor y of welding electrode. One of
the complaints includes a fraud claim, as well as a claim under California’s Unfair Business Practices Act. The latter claim
demands, inter alia, restitution of all amounts paid by the purchasers for the Company’s E70T-4 electrode, with interest, plus
a permanent injunction requiring the Company to inspect all steel-framed buildings in “Greater Los Angeles” and to remove
and replace any E70T-4 welds.

The Company has also been a defendant or co-defendant in ten other similar cases involving steel-framed buildings in
Greater Los Angeles following the Northridge earthquake. Five of those cases were voluntarily dismissed and the Company
has agreed to settle the five other cases.

The Company is unable to make a meaningful estimate of the amount or range of possible losses that could result from an
unfavorable outcome of the remaining pending or future steel frame building cases. The Company’s results of operations or
cash flows in one or more interim or annual periods could be materially affected by unfavorable results in one or more of these
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cases. Management believes the Company has substantial defenses and intends to contest such suits vigorously, that the
Company has applicable insurance and that other potential defendants and their respective insurers will be identified as the
lawsuits proceed.

Based on information known to the Company, and subject to the factors and contingencies noted herein, management
believes the outcome of the Company’s litigation should not have a material adverse effect upon the consolidated financial
position of the Company. However, if the Company is unsuccessful in defending or other wise satisfactorily resolving this liti-
gation, and if insurance coverage is unavailable or inadequate, then the litigation could have a material adverse impact on the
Company’s financial position.

NOTE L — QUARTERLY FINANCIAL DATA (UNAUDITED)

1998 Mar 31 Jun 30 Sep 30 Dec 31

N e t  s a l e s $ 3 0 2 , 9 6 2 $ 310 , 9 3 0 $ 2 8 8 ,10 6 $ 2 8 4 , 6 81
G r o s s  p r o f i t 117, 0 8 3 12 0 , 5 5 4 111,18 9 10 8 , 2 4 0
I n c o m e  b e f o r e  i n c o m e  t a x e s 3 8 , 0 81 4 0 , 5 6 7 3 6 , 7 3 7 31, 6 7 9
N e t  i n c o m e 2 3 , 7 3 0 2 5 , 2 4 5 2 3 , 2 9 4 21, 4 5 0
B a s i c  e a r n i n g s  p e r  s h a r e $3 3 3 0 . 4 8 $ 3 3 3 0 . 51 $ 3 3 3 0 . 4 7 $3330 . 4 5
D i l u t e d  e a r n i n g s  p e r  s h a r e $3 3 3 0 . 4 8 $ 3 3 3 0 . 51 $ 3 3 3 0 . 4 7 $3330 . 4 4

1997 Mar 31 Jun 30 Sep 30 Dec 31

N e t  s a l e s   $ 2 8 0 , 7 21 $ 2 9 9 , 6 3 5 $ 2 91, 5 6 7 $ 2 8 7,14 4
G r o s s  p r o f i t 10 7, 76 3 114 , 0 0 3 110 , 5 2 3 10 8 , 3 9 3
I n c o m e  b e f o r e  i n c o m e  t a x e s 3 3 , 8 5 7 3 6 , 0 4 0 3 3 , 7 76 31, 4 8 7
N e t  i n c o m e 21, 0 4 9 2 2 , 6 51 21, 510 2 0 , 2 0 4
B a s i c  e a r n i n g s  p e r  s h a r e $3 3 3 0 . 4 2 $ 3 3 3 0 . 4 6 $ 3 3 3 0 . 4 4 $ 3 3 3 0 . 41
D i l u t e d  e a r n i n g s  p e r  s h a r e $3 3 3 0 . 4 2 $ 3 3 3 0 . 4 6 $ 3 3 3 0 . 4 4 $ 3 3 3 0 . 41

Note: The quarterly earnings per share (EPS) amounts are each calculated independently. Therefore, the sum of the quarterly
EPS amounts for 1998 do not equal the totals for the year due to share transactions that occurred during 1998.

R e p o r t  o f  I n d e p e n d e n t  A u d i t o r s

SHAREHOLDERS AND BOARD OF DIRECTORS

LINCOLN ELECTRIC HOLDINGS, INC.

We have audited the consolidated balance sheets of Lincoln Electric Holdings, Inc. (successor to The Lincoln Electric
Company) and subsidiaries as of December 31, 1998 and 1997, and the related consolidated statements of income, share-
holders’ equity and cash flows for each of the three years in the period ended December 31, 1998. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material

misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consoli-
dated financial position of Lincoln Electric Holdings, Inc. and subsidiaries at December 31, 1998 and 1997, and the consolidated
results of their operations and their cash flows for each of the three years in the period ended December 31, 1998, in conformity
with generally accepted accounting principles. 

Cleveland, Ohio
Februar y 2, 199926
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