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ITEM 1-BUSINESS

A. O. Smith Corporation isa 125 year old diversified manufacturer serving customersworldwide. The company is organized
according to the products it offersand under this organizational structure has three segments, Electric Motor Technologies, Water
Systems Technologies and Storage and Fluid Handling Technologies, whichis categorized as "Other" for segment reporting purposes.

The company's Electric Motor Technologies segment produces fractional horsepower and hermetic electric motors. The Water
Systems Technologies Segment is aleading manufacturer of residential and commercial gas, oil and electric water heating systems.
The Other operations consist of businesses that manufacture reinforced thermosetting resin piping as well as liquid and dry bulk
storage systems. Financial information regarding the company's business segmentsis provided in Note 13 to the Consolidated
Financia Statements which appear elsewhere herein.

On July 1, 1998, the company acquired the assetsof General Electric Company'sdomestic compressor motor business from the GE
Industrial Controls Systems Division for $126 million. The compressor motor business contributed approximately $53 million to 1998
sales.

Formerly, the company was also in the automotive products business but sold this segment in 1997.

The following table summarizes salesby segment for the company's operations. This segment summary and all other information

presented in this section should be read in conjunction with the Consolidated Financial Statements and the Notes thereto, which appear
elsewhere herein.

Years Ended Decenber 31 (dollars in

m | lions)
1998 1997 1996 1995 1994
El ectric Mtor Technol ogi es $480. 0 $390. 7 $337. 1 $317.3 $281. 2
Wat er Systenms Technol ogi es 294.8 287.5 291.3 276.0 271.5
O her 142. 8 154. 7 152. 8 103. 4 95.3
Total Continuing QOperations $917.6 $832.9 $781. 2 $696. 7 $648.0
2

Electric Motor Technologies

Segment sales increased $89.3 million or almost 23 percent in 1998 to $480.0 million and represented 52 percent of total company
sales. Theincrease in sales in 1998 was primarily dueto the acquisition of the GE compressor motor business.

The Electric Motor Technologies segment consists of the A. O. SmithElectrical Products Company which manufactures fan motors
used in furnaces, air conditionersand blowers, as well as fractional horsepower motors used in other consumer products and jet pump
motors sold to manufacturers of home water systems, swimmingpools, hot tubs and spas. Hermetic motors are sold worldwide to
manufacturers of compressors and are used in air conditioning and refrigeration systems. Salesto the heating, ventilating, air
conditioning and refrigeration market account for approximately 60 percent of the unit's sales.

In addition to selling its products directly to OEMs, the company also markets its products through a distributor network, which sells
to both OEMsand the related after-market. The company estimates that approximately 60 percent of the market is derived from the
lesscyclical replacement business with theremainder being impacted by general business conditions in the new construction market.

The segment's principal products are sold in competitive markets with its major competitors being Emerson Electric, General Electric,
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Magnetek, Inc., Fasco and Jakel and verticaly integrated customers.
WATER SYSTEMS TECHNOLOGIES

The Water Systems Technology segment consists of the A. O. Smith Water Products Company which had 1998 sales of $294.8
million, approximately three percent higher than 1997 salesof $287.5 million and represented approximately 32 percent of total
company sales.

Residential salesin 1998 were $166 million or approximately 56 percent of segment revenues. The company markets residential gas
and electric water heaters through a network of plumbing wholesalersin the United States. The majority of thecompany'ssales arein
the less cyclical replacement market although the new housing market is also an important portion of the business. The residential
water heater market remains highly competitive. A. O. Smith competes with four other manufacturersin supplying over 90 percent of
market requirements. The principal competitorsin the Water Systemsresidential market are Rheem Manufacturing, State Industries,
The American Water Heater Group (formerly SABH, Inc.) and Bradford-White.

The company also markets commercial water heating systemsthrough a network of plumbing wholesalers in the United States and
Canada. A. O. Smith's Water Systems Technologies is the largest manufacturer of commercial water heaters. Commercial water
heating systemsare used in awide range of applications including schools, nursing homes, hospitals, prisons, hotels, motels, laundries,
restaurants, stadiums, amusement parks, car washes and other large users of hot water. The commercial market is characterized by
competition from a broader range of products and competitors than occurs in theresidential market. The majority of commercial sales
are derived from the less cyclical replacement market with the remainder being impacted by general business conditionsin the
commercial building construction market.

In 1995, Water Systems Technol ogies established ajoint venture with China NanjingY uhuan Corporation to manufacture
instantaneous and storage type heaters for the Chinese market. A. O. Smith acquired the partner's interest during thefourth quarter of
1998 and will begin reporting the Chinese subsidiary's financial results on a consolidated basis during 1999.

3
OTHER

The Other segment includes Storage and Fluid Handling Technol ogies and provides world-wide solutionsfor effectively storing
liquids and awide range of dry materias; as well as high performance piping systems that safely and effectively contain and convey
corrosive, abrasive or related materials. Significantly lower sales of fluid handling products and slightly lower sales of storage
products combined for an eight-percent decline in total segment sales to $142.8 million compared with the $154.7 million recorded in
1997.

The Engineered Storage Products business sells storage tanksto industrial, municipal, agricultural liquid and dry bulk storage markets.
Nineteen ninety-eight sales of storage products were $90.8 million. The company's storage products are sold in competitive markets
that include concrete, site welded and bolted tanks. Principal competitors include Columbian Steel Tank Company, Permastore LTD.,
Pittsburg Tank and Tower Company Inc. and Natgun Corporation.

Fiberglass Products manufactures reinforced thermosetting resin piping and fittings used to carry corrosive materials. Sales of fluid
handling products were $52.0 million in 1998. Typical applications include chemical and industrial process and waste stream piping,
high and low pressure ail field pipe and tubing and underground gasoline service station piping. Products are sold through a network
of distributors.

In 1995, Fiberglass Products formed ajoint venture with Harbin Composites Corporation of Harbin, Chinato supply fiberglass pipe to
the Chinese ail industry. The company isamajority owner of the venture, which began production in 1997, and acquired its partner's
interest in early 1999,

Principal fluid handling products are sold in competitive markets with its major competitors being Ameron Corporation, Fibercast
Company, Environ Corporation and Total Containment Corporation.

4
RAW MATERIAL

Raw materialsfor the company's operations, which consist primarily of steel, copper and aluminum, are generally available from
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several sourcesin adequate quantities. The company hedges the mgjority of its annual purchases of copper and aluminum to protect
against pricevolatility.

SEASONALITY

There isno significant seasona pattern to the company's consolidated quarterly sales and earnings.

RESEARCH AND DEVELOPMENT, PATENTSAND TRADEMARKS

In order to improve competitiveness by generating new products and processes, the company conducts research and development at its
Corporate Technology Center in Milwaukee, Wisconsin as well as at its operating unit locations. Total expenditures for research and

development in 1998, 1997 and 1996 were approximately $17.8 million, $17.2 million and $17.3 million, respectively.

The company owns and uses in its businesses various trademarks, trade names, patents, trade secrets and licenses. While a number of
these are important to the company, it does not consider a material part of its business to be dependent on any one of them.

EMPLOYEES

The company and its subsidiaries employed approximately 9,700 persons in its operations as of December 31, 1998.
BACKLOG

Due to the nature of the company's products and their relatively short production cycles, none of its operations sustain significant
backlogs.

ENVIRONMENTAL LAWS

The company's operations aregoverned by a variety of federal, stateand local laws intended to protect the environment. While
environmenta considerations are apart of al significant capital expenditures, compliance with the environmental laws has not had a
materia effect and isnot expected to have a material effect upon the capital expenditures, earnings, or competitive position of the
company. See ltem 3.

FOREIGN SALES

Total export sales of continuing operations from the U.S. were $64 million, $ 64 million and $52 million in 1998, 1997 and 1996,
respectively.

ITEM 2 - PROPERTIES

The company manufactures itsproducts in 33 plants worldwide. These facilities have an aggregate floor space of 4,946,520 square
feet, consisting of 3,737,210 square feet owned by the company and 1,209,310 square feet of leased space. Fifteen of the company's
facilities areforeign plantsincluding the Harbin joint venture with 1,346,250 square feet of space, of which 428,786 squarefeet are
leased.
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United States Forei gn

El ectric Motor Mebane, NC, Monticello, IN; Acuna, Mexi co;
Technol ogi es M. Sterling, KY; Paoli, IN, Bray, Irel and;
(2,083,880 sq. ft.) Scottsville, KY; Tipp Gty, OH Juarez, Mexico (5);
Upper Sandusky, OH Monterrey, Mexico (2)
Wat er Systens El Paso, TX;, Florence, KY; Juarez, Mexico;
Technol ogi es McBee, SC, Renton, WA Nanji ng, People's
Rep.
(1,705,290 sq. ft.) of Chi na;
Stratford, Canada
(2);
Vel dhoven,
The Net her | ands
Storage & Fluid Handling DeKal b, IL; Little Rock, AR (3); Har bi n, People's
Technol ogi es Parsons, KS; Wchita, KS; Republic of China
(1,157,350 sq. ft.) Wnchester, TN

The principa equipment at the company'sfacilities consist of presses, welding, machining, ditting and other metal fabricating
equipment, winding machinesand furnace and painting equipment. The company regards its plants and equipment as well-maintained
and adequate for its needs. Multishift operations are used where necessary.

In addition to its manufacturing facilities, the company's World Headquarters and Corporate Technology Center are located in
Milwaukee, Wisconsin. It also hasoffices in Alsip, lllinais; El Paso, Texas; Irving, Texas; London, England and Beijing, China.

6
ITEM 3 - LEGAL PROCEEDINGS

The company isinvolved in various unresolved legal actions, administrative proceedings and claimsin theordinary course of its
business involving product liability, property damage, insurance coverage, patents and environmental matters including thedisposal of
hazardous waste. Although it is not possible to predict with certainty the outcome of theseunresolved legal actions or the range of
possible loss or recovery, the company believes theseunresolved legal actions will not have a materia effect on its financial position
or results of operations. A more detailed discussion of these matters appears in Note 12 of the Notes to Consolidated Financial
Statements.

ITEM 4 - SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matterswere submitted to a vote of the security holders during the fourth quarter of 1998.
EXECUTIVE OFFICERSOF THE COMPANY

Pursuant to General Instruction of G(3) of Form 10-K, thefollowing list isincluded asan unnumbered Item in Part | of this report in
lieu of being included in the company's Proxy Statement for its 1999 Annual Meeting of Stockholders.

ROBERT J.O'TOOLE
Chairman of the Board of Directors, President and Chief Executive Officer

Mr. O'Toole, 58, became chairman of theboard of directorsin March 1992. He isa member of the Investment Policy Committee of
the board of directors. He was elected chief executive officer in March 1989. He waselected president, chief operating officer and a
director in 1986. Mr. O'Toole joined the company in 1963. Heisadirector of Briggs & Stratton Corporation, Firstar Bank Milwaukee,
N.A., Firstar Corporation and Protection Mutual |nsurance Company.

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




GLEN R. BOMBERGER
Executive Vice President, Chief Financial Officer and Director
Mr. Bomberger, 61, has been a director and executive vice president and chief financial officer of thecompany since 1986. Heisa
member of the Investment Policy Committee of theboard of directors. Mr. Bomberger joined A. O. Smithin 1960. Heis currently a
director and vice president-finance of Smith Investment Company. Heisadirector of Firstar Funds, Inc.
JOHN A. BERTRAND
President - A. O. Smith Electrical Products Company

Mr. Bertrand, 60, has been president of A. O. Smith Electrical Products Company, a division of the company, since 1986. Mr.
Bertrand joined the company in 1960.

CHARLES J. BISHOP
Vice President - Corpor ate Technology
Dr. Bishop, 57, has been vice president-corporate technology since 1985. Dr. Bishopjoined the company in 1981.
MICHAEL J. COLE
VicePresident - Asia

Mr. Cole, 55, was elected vice president-Asiain March 1996. Previously he was vice president-emerging markets of Donnelly
Corporation, an automotive supplier.

JOHN R. FARRIS

President - A. O. Smith Engineered Storage Products Company
Mr. Farris, 49, waselected president of A. O. Smith Engineered Storage Products Company, a division of the company, in July 1997.
Previously he was president of A. O. Smith Harvestore Products, Inc. since November 1996 and president of Peabody TecTank, Inc.
since 1987. Both of these subsidiaries were dissolved and the new entity A. O. Smith Engineered Storage Products Company
established in July 1997.
DONALD M. HEINRICH

President - Smith Fiber glass Products Company

Mr. Heinrich, 46, became the president of SmithFiberglass Products Company, a division of the company, in November 1997. He
served asvice president-business development of A. O. Smith Corporation from October 1992.

JOHN J.KITA
Vice President, Treasurer and Controller

Mr. Kita, 43, waselected vice president, treasurer and controller in April 1996. From 1995 to 1996 he was treasurer and controller.
Prior thereto, he served as assistant treasurer since he joined the company in 1988.

RONALD E. MASSA
Senior VicePresident and President of A. O. Smith Water Products Company

In February 1999, Mr. Massa, 49, became president of A. O. Smith Water Products Company, a division of the company. He was
elected senior vice president in June 1997. He served asthe president of A. O. Smith Automotive Products Company, aformer
division of the company, from June 1996 to April 1997. He was the president of A. O. Smith Water Products Company from 1995 to
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June 1996 and held other management positionsin the Water Products Company prior thereto. He joined the company in 1976.

8
ALBERT E. MEDICE

Vice President - Europe
Mr. Medice, 56, was elected vice president - Europein 1995. Previously, from 1990 to 1995, he was the general manager of A. O.
Smith Electric Motors (Ireland) Ltd., asubsidiary of the company. Mr. Medice joined A. O. Smith in 1986 as vice president-marketing
for its Electrical Products Company division.
EDWARD J. O'CONNOR

Vice President - Human Resour cesand Public Affairs

Mr. O'Connor, 58, has been vice president - human resources and public affairs for the company since 1986. Hejoined A. O. Smithin
1970.

STEVE W.RETTLER
Vice President - Business Development

Mr. Rettler, 44, was elected vice president - business development in July 1998. Previously he was vice president and general manager
of Brady Precision Tape Co., a manufacturer of specialty tape products for the electronics market.

W. DAVID ROMOSER
Vice President, General Counsel and Secretary
Mr. Romoser, 55, was elected vice president, general counsel and secretary in March 1992.
9
PART Il
ITEM 5- MARKET FOR THE REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
(8) Market Information. The Common Stock islisted onthe New Y ork Stock Exchange. The Class A Common Stock of A. O. Smith
Corporation islisted on the American Stock Exchange. The symbolsfor these classes of the company's stock are: AOS for the
Common Stock and SMCA for the Class A Common Stock. Firstar Trust Company, P. O. Box 2077, Milwaukee, Wisconsin 53201

serves as the registrar, stock transfer agent and the dividend reinvestment agent for both classes of the company's common stock.

Quarterly Common Stock Price Range

L4
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1998 1st Qrr. 2nd Qr. 3rd Qr. 4th Qr.

Comon St ock

Hi gh 29-23/ 24 35-2/3 35-7/8
27

Low 26-7/8 28-2/3 18-3/4
15-13/ 16

C ass A Common

H gh 29-2/3 35-1/3 35-2/3
26-1/ 16

Low 27-11/ 12 29-2/ 25 19
16-3/8

1997 1st Qr. 2nd Q. 3rd Qr. 4t h
Qr.

Common St ock

Hi gh 23-3/4 25 26-1/2
28-11/12

Low 19-1/12 22-7/12 22-2/3
26-1/2

C ass A Common

Hi gh 23-1/2 24-5/6 26-1/3
28-3/4

Low 19-5/6 22-2/3 23-1/6
26-11/12

(b) Holders. Asof January 31, 1999, the number of shareholders of record of Common Stock and Class A Common Stock were 1,383
and 614, respectively.

(c) Dividends. Dividends paid on the common stock are shown in Note 14 to the Consolidated Financial Statements appearing
elsewhere herein. The company's credit agreements contain certain conditions and provisions which restrict the company's payment of
dividends. Under the most restrictive of these provisions, retained earnings of $65.8 million were unrestricted as of December 31,
1998.

(d) Stock Repurchase Authority. Asof February 22, 1999, approximately
8.4 million shares of Class A Common Stock and Common Stock had been repurchased for $211 million under three stock repurchase
authorizations granted by the Board of Directors in 1997.

10
ITEM 6 - SELECTED FINANCIAL DATA
(Dollarsin Thousands, except per share amounts)
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Years Ended Decenber 31

1998 1997 1996 1995 1994

Net sal es - continuing operations $ 917,569 $ 832, 937 $ 781,193 $ 696, 700 $ 648,004
Ear ni ngs
Cont i nui ng operations 44, 491 37,553 25, 249 23,995 17, 066
Di sconti nued operations:

Oper ating earni ngs - 15, 231 40, 168 37,418 40, 281

Gain on disposition - 101, 046 - - -

Ear ni ngs - 116, 277 40, 168 37,418 40, 281
Net ear ni ngs $ 44, 491 $ 153, 830 $ 65, 417 $ 61, 413 $ 57, 347
Basi c earnings per share

of conmmon stock
Cont i nui ng operations $ 1.89 $ 1.36 $ .81 $ .77 $ .55
Di sconti nued operations - 4.21 1.28 1.19 1.28
Net ear ni ngs $ 1.89 $ 5.57 $ 2.09 $ 1.96 $ 1.83
Di | uted earnings per share
of common stock
Cont i nui ng operations $ 1.84 $ 1.33 $ .79 $ .76 $ .54
Di sconti nued operations - 4.13 1.27 1.18 1.27
Net earni ngs $ 1.84 $ 5.46 $ 2.06 $ 1.94 $ 1.81
Cash divi dends per common share $ .47 $ .45 $ .44 $ .39 $ .33
Decenber 31
1998 1997 1996 1995 1994

Total assets $ 767,432 $ 716,516 $ 871,152 $ 748,479 $ 660,546
Long-t erm debt 131, 203 100, 972 238, 446 190, 938 166, 126
Total stockhol ders' equity 401, 093 399, 705 424, 639 372, 364 312, 745

The conpany adopted FAS No. 121, "Accounting for the |npairnent of Long-Lived
Assets and for Long-Lived Assets to be Disposed O" effective January 1, 1996.

11

ITEM 7 - MANAGEMENT'S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTSOF
OPERATIONS

FINANCIAL REVIEW

A. O. Smith Corporation achieved record earnings from continuing operations in 1998 of $44.5 million or $1.84 per diluted share
compared with $37.6 million or $1.33 per diluted sharein 1997. The Electric Motor Technologies and Water Systems Technologies
platforms established new sales records in 1998. Details of individual segment performance will be discussed later in thissection.

Working capital at December 31, 1998 was $155.2 million compared with the company's working capital of $237.8 million and
$103.4 million at December 31, 1997 and 1996, respectively. The company purchased General Electric (GE) Company's Scottsville,
Kentucky compressor motor business for $125.6 million during the third quarter of 1998. The reduction in cash and cash equivalents
by $108.2 million during 1998 wasprimarily attributable to the acquisition. The majority of the increases to receivables andinventory
accounts during 1998 were aresult of the acquisition and the buyout of the partner in our Chinese water heater joint venturein late
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1998. The mgjority of the increase in working capital in 1997 was due to the net cash proceeds received from the sale of the company's
automotive products business.

Capita expenditures were $27.9 million in 1998 compared with $44.9 million in 1997 and $37.8 millionin 1996. The drop in capital
spending during 1998 was principally due to lower capital expendituresin the Electric Motor Technologies business. The company
expectsthat cashflow from operations will adequately cover 1999 capital expenditures.

The company'stwo joint ventures in the People's Republic of Chinawere established in thefourth quarter of 1995. The company
invested $7.1 million in these joint ventures during 1998 compared with $13.7 million in 1997.

Long-term debt increased $30.2 million from $101.0 million at December 31, 1997 to $131.2 million at December 31, 1998. In
conjunction withthe Scottsville acquisition, the company issued $30 million in senior notes under aloan facility with The Prudentia
Insurance Company of America. The notes maturein 2018 and carry an interest rate of 6.66%. Asaresult, the company'sleverage, as
measured by total debt to total capital, edged up to 25.3% at the end of 1998 versus 21.0% at the end of 1997.

The company repurchased 1,188,450 shares of itscommon stock during 1998 under its stock repurchase program. Since the program's
inception in January 1997, approximately 8.4 million shares have been repurchased.

During 1998, the company split its stock 3-for-2 in the form of a 50% stock dividend onits common stock. The stock dividend
increased the number of Common stock and Class A common stock shares outstanding to approximately 23.3 million shares. A. O.
Smith Corporation has paid dividends for 59 consecutive years. A total of $.47 per sharewas paid in 1998 versus$.45 in 1997.

RESULTS OF OPERATIONS

Sales from continuing operations in 1998 were $917.6 million surpassing 1997 sales of $832.9 million by almost $85 million, or more
than ten percent. The majority of theincrease in sales was attributable to the acquisition in July of GE's domestic compressor motor
business. The higher 1998 sales also benefited from a full year of sales from the acquisition of UPPCO, a manufacturer of
subfractional horsepower C-frame electric motors made in March 1997 and a resurgence in the domestic air conditioning market. The
strong electric motor sales in 1998 combined with moderate growth in sales of commercial water heating equipment more than offset
declinesin sales of fiberglass pipe and storage tank products. Sales in 1997 increased approximately $52 million compared with

12

1996 sales of $781.2 million, primarily as aresult of $57 million of additional sales associated with the aforementioned acquisition of
UPPCO.

The company's gross profit margin for continuing operations in 1998 was 20.4 percent, essentialy the same as the 20.5 percent margin
in 1997 and afull percentage point lessthan the 1996 margin of 21.4 percent. The unfavorable trend in margin from 1996 to 1997 was
due to the lower margin associated with subfractional motors as well as the pricing concessions that were prevaent in the water heater

industry.

Sales for the Electric Motor Technologies segment in 1998 increased $89.3 million or almost 23 percent to arecord $480.0 million
from 1997 sales of $390.7 million. Salesin 1996 were $337.1 million. Most of the increase in sales in 1998 was due to the previously
discussed compressor motor acquisition and therecognition of afull year of sales from the 1997 UPPCO acquisition. Sales were also
bolstered by arecovery in the hermetic motor business resulting from improvement in the heating, ventilating and air conditioning
industry (HVAC). Theincrease in sales from 1996 to 1997 was due to the acquisition of UPPCO.

Earnings for the Electric Motor Technologies segment in 1998 were $55.7 million or almost 24 percent higher than the $45.0 million
earned in 1997. Earningsin 1996 were $42.4 million. The continuingimprovement in earnings over this time period resulted primarily
from the higher sales volume.

Sales for theWater Systems Technol ogies segment increased modestly from $287.5 million in 1997 to $294.8 million in 1998. Sales
in 1996 were $291.3 million. The growth in 1998 sales resulted from higher sales of commercial water heaters resulting from a strong
commercial construction market and an expanded commercial product offering as well as record sales performance by the segment's
European operations. Sales in 1997 declined from thelevels achieved in 1996 primarily as aresult of lower industry unit volumes and
pricesfor residential products.

Earnings for Water Systems Technol ogies have remained fairly constant over the past three years. The favorable impact of improving
commercial sales and ongoing cost reduction activities have been offset by an aggressive pricing environment in theresidential market
segment, as well as coststo start up a new manufacturing facility and develop distributor channels for its Chinese operation. During the
fourth quarter of 1998, the company acquired the 20 percent share owned by its partner in the Chinese operation and established the
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Nanjing operation as a wholly foreign owned enterprise.

Sales for the Other segment declined from $154.7 million in 1997 to $142.8 million in 1998. Salesin 1996 were $152.8 million.
Weakness in the petroleum production and chemical markets caused by low oil and chemical pricesresulted in reduced capital
spending in theseindustries and an associated reduction in demand for storage tanksand fiberglass pipe. Earnings in 1998 were
significantly lower than 1997 due to the lower volume.

Selling, general, and administrative (SG& A) expense in 1998 was $106.6 million, about equal to the prior two years. Relativeto sales,
SG&A dropped steadily from a 1996 level of 13.7 percent to 11.6 percent in 1998. Higher general and administrative expense
associated withthe aforementioned acquisitions was offset by a reduction in general corporate expenses resulting from the divestiture
of thecompany's automotive products businessin April 1997 as well as cost reduction activities at the operating units.

Interest expense was $6.9 million in 1998 compared with$7.8 million and $8.1 million in 1997 and 1996, respectively. The lower
interest expensein 1998 was the result of dlightly lower interest rates and increased interest amounts associated with major plant and
equipment expenditures being capitalized.
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Interest income in 1998 was $3.8 million, or $5.2 million less than 1997, as marketable securities were liquidated to fund the $126
million compressor motor acquisition and the repurchase of slightly more than one million shares of common stock.

The company's effective tax rate in 1998 was34.7 percent and was equivalent to the 1997 rate. The 1996 tax rate was 37.0 percent.
The lower rates in 1998 and 1997 resulted from the utilization of state loss carry-forwards associated with liquidated subsidiaries and
research and development tax credits. Consolidated earnings from continuing operations in 1998 increased 18.5 percent to arecord
$44.5 million compared with 1997 earnings of $37.6 million, reflecting thefavorable impact of the Electric Motor Technologies
acquisitions and improvement in certain of its markets. Diluted earnings per share of $1.84 in 1998 were 38 percent higher than the
$1.33 earned in 1997 and include the positive effect of additional share repurchases made during the year. Earnings per sharein 1996
amounted to $.79.

Outlook

For 1999, the company expectsthe difficultiesat its Storage and Fiberglass Products businessesto persist and is cautioudly optimistic
about the market for the products of its Water Systems business segment. The company believes the Electric Motors business will
improve over 1998 asit benefits from the incremental business of the compressor motor acquisition as well as the "Tier One" supply
agreement signed with Y ork International in July 1998.

The company continuesto aggressively pursue accretive acquisitions such asthe UPPCO C-Frame motor business and the previously
discussed Scottsville compressor motor business. The company considers the pursuit of such acquisitions to be a very important
element in its strategy for growth, especially considering the slower near term prospects of its non-motor businesses. Although the
company believes 1999 earnings, excluding acquisitions, will increase over 1998 levels, accretive acquisitions will be required to
achieve itstarget of 15 percent annual growthin earnings per share. The company recently indicated that it is comfortable with analyst
estimatesfor 1999 ranging between $1.95 and $2.05 per share.

OTHER MATTERS

Y ear 2000

The company continuesits efforts begun several yearsago to addressits potential Year 2000 (Y 2Kk) issues. It hasorganized its
activitiesto preparefor Y2k under a company-wide plan that involves four steps: Assessment, Modification, Testing and

I mplementation.

The company's business segments operate independently of each other. Each business segment has a core of full-time individualswho
have been assigned specific Y 2k responsibilities in addition to their regular assignments. The Y 2k readiness project is a company-wide
effort and is monitored centrally.

The assessment phase is complete and the modification phase is nearing completion. Key customers, vendors and service providers
have been queried about their Y 2k readiness and their responses are being analyzed. Follow-up efforts have commenced to obtain
feedback fromcritical suppliers.

The testing and implementation phases for renovated information technology (IT) systems areunderway. Implementation of all new
and renovated systemsthat are'Y 2k compliant should be completed by theend of the first quarter of 1999. Testing should be
completed by the end of 1999.
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The company anticipates that it will be Y2k compliant by the end of 1999 with respect tointernal IT and non-IT systems and does not
anticipate any material adverse effect on its business operations, products or financial prospects.

Costs specifically associated with renovating software for Y 2k readiness are funded through operating cash flowsand expensed as
incurred. Y 2k-related costs have not had a materia effect on the company's financial position or results of operations. The company
expectsto incur total costs of approximately $2.0 million on the'Y 2k problem of which theremaining costs are estimated to be $500
thousand. Costs of replacing some of the company's systems withY ear 2000 compliant systems have been capitalized as these new
systems wereacquired for business reasons and not to remediate Y 2k problems, if any, in theformer systems.

The company believes that al critical IT and non-1T systems and processes will be Y 2k compliant and allow the company to continue
operations in the Y ear 2000 and beyond with no material impact on itsfinancial position or results of operations. Unanticipated
problems including but not limited to, critical suppliers and business partners not meeting their commitmentsto be Y 2k ready and the
loss of critical skilled personnel, could result in an undetermined financial risk.

Aspart of itsongoing Y ear 2000 Project, business continuity plans may be expanded by the middle of 1999 for potential contingencies
regarding currently unforeseen Y 2k problems.

Environmental

The company's operations aregoverned by a number of federal, state and local environmental laws concerning the generation and
management of hazardous materials, the discharge of pollutants into the environment and remediation of sites owned by the company
or third parties. The company hasexpended substantial financial and manageria resources complying withsuch laws. Expenditures
related to environmental matterswere not material in 1998 and are not expected to be material in any single year. Although the
company believes that its operations are in compliance with such lawsand maintains procedures designed to maintain compliance,
there are no assurances that substantial additional costs for compliance will not be incurred in the future. However, since the same laws
govern the company's competitors, the company should not be placed at a competitive disadvantage.

Market Risk

The company is exposed to varioustypes of marketrisks, primarily currency and certain commodities. The company monitors its risks
in such areas on a continuous basis and, generally enters into futures contracts to minimize such exposures for periods of lessthan one
year. The company does not engage in speculation in its derivatives strategies. Further discussion regarding derivative instrumentsis
contained in Note 1 to the Consolidated Financial Statements.

Commodity risksinclude raw material price fluctuations. The company uses futures contractsto fix the cost of its expected needs with
the objective of reducing risk. Futures contracts are purchased over time periods and at volume levels which approximate expected
usage. At December 31, 1998, the company had commodity futures contracts amounting to approximately $38 million of commodity
purchases. A hypothetical 10 percent changein the underlying commodity price of such contracts would have a potential impact of
$3.8 million. Itisimportant to notethat gainsand losses from the company's future contract activities would be offset by gainsand
lossesin the underlying commaodity purchase transactions being hedged.

In addition, the company entersinto foreign currency forward contracts to minimize the effect of fluctuating foreign currencies. At
December 31, 1998, the company had foreign currency contracts outstanding of approximately $31 million. Assuming a hypothetical
10 percent movement in the respective currencies, the potential foreign exchange gain or loss associated with the changein rates
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would amount to $3.1 million. It isimportant to note that gains and losses from the company's forward contract activitieswould be
offset by gains and losses in the underlying transactions being hedged.

The mgjority of the company'sdebt is at fixed rates with insurance companies at various maturities. The interest income on the
company's cash equivalents is subject to short term rate fluctuations. Due to the short-term nature of cash investmentsand the majority
of debt being held at fixed rates, the company would not expect interest rate fluctuations to have a material impact on future earnings
or cash flows.

Forward Looking Statements

Certain statementsin this report are forward-looking statements. Although the company believes that its expectations are based upon
reasonabl e assumptions withinthe bounds of its knowledge of its business, there can be no assurance that itsfinancial goalswill be
realized. Althoughasignificant portion of the company's sales arederived from the replacement of previoudly installed product and
such salesare therefore lessvolatile, numerousfactors may affect actual results and may cause resultsto differ materially fromthose
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expressed in forward-looking statements made by or on behalf of the company. Among such numerous factorsthe company includes
the continued growth of theworldwide heating, ventilating and air conditioning market; the weather and itsimpact on the heating and
air conditioning market; the pricing environment for residential water heaters; capital spending trends in the ail, petrochemical and
chemical markets; and the successful development of the company's businessin China.

ITEM 7A - QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
See "Market Risk" above.
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REPORT OF ERNST & YOUNG LLP,
INDEPENDENT AUDITORS

The Board of Directors and Stockholders
A. O. Smith Corporation

We have audited the accompanying consolidated balance sheet of A. O. Smith Corporation as of December 31, 1998 and 1997 and the
related consolidated statements of earnings, comprehensive income, stockholders' equity and cash flowsfor each of the threeyearsin
the period ended December 31, 1998. Our audits also included thefinancial statement schedule listed in the index in

Item 14(a). Thesefinancial statements and schedule are theresponsibility of the company's management. Our responsibility is to
express an opinion on these financia statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that weplan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosuresin thefinancia statements. An audit also includes
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ng 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 basisfor our opinion.

In our opinion, the financia statementsreferred to above present fairly, in al material respects, the consolidated financia position of
A. O. Smith Corporation at December 31, 1998 and 1997 and the consolidated results of its operations and its cash flows for each of
the three yearsin the period ended December 31, 1998, in conformity with generally accepted accounting principles. Also, in our
opinion, the related financial statement schedule, when considered in relation to the basic financial statementstaken as awhole,
presentsfairly in al material respectsthe information set forth therein.

ERNST & YOUNG LLP

Milwaukee, Wisconsin
January 18, 1999
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CONSOLIDATED BALANCE SHEET
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Decenber 31 (dollars in thousands)

1998 1997

Asset s
Current Assets
Cash and cash equival ents $ 37,666 $145, 896
Recei vabl es 133, 764 126, 232
I nventories 99, 984 79, 049
Deferred incone taxes 11, 376 11, 849
G her current assets 4,599 2,702
Total Current Assets 287, 389 365, 728
Net property, plant, and equi prent 248, 770 207, 756
Investnents in and advances to joint ventures 2,449 25, 605
Prepai d pension 51,525 37, 468
O her assets 30, 398 28,176
Goodwi | | 146, 901 51, 783
Total Assets $767, 432 $716, 516

Liabilities
Current Liabilities
Trade payabl es $ 57,429 $ 61,299
Accrued payroll and benefits 31, 385 26, 397
Accrued liabilities 18, 094 13, 556
I ncome taxes 6, 786 6, 607
Product warranty 7,892 7,972
Long-term debt due within one year 4,629 5,590
Net current liabilities-discontinued operations 5,942 6, 461
Total Current Liabilities 132, 157 127, 882
Long-term debt 131, 203 100, 972
Product warranty 19, 370 18, 349
Post retirenent benefit obligation 17,417 16, 756
Deferred i ncone taxes 42, 343 28, 442
O her liabilities 23, 849 24,410
Total Liabilities 366, 339 316, 811
Conmi t ments and contingencies (notes 7 and 12)

St ockhol ders' Equity
Preferred Stock - -
Class A Common Stock (shares issued 8,737,575

and 5, 838, 858) 43, 688 29, 192
Common St ock (shares issued 23,811, 787 and
15, 860, 792) 23,812 15, 861

Capital in excess of par value 51,121 72,542
Ret ai ned ear ni ngs 499, 954 466, 514
Accunul at ed ot her conprehensive income (1, 488)

(1,579)
Treasury stock at cost (215, 994)

(182, 825)
Total Stockhol ders' Equity 401, 093 399, 705
Total Liabilities and Stockholders' Equity $ 767,432 $ 716,516
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See accompanying notes which are an integral part of these statements.
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CONSOLI DATED STATEMENT OF EARNI NGS

Years ended Decenber 31 (dollars in thousands, except per share anounts)

1998
Cont i nui ng Operati ons
Net sal es $917, 569
Cost of products sold 730, 543
G oss profit 187, 026
Selling, general, and adm nistrative expenses 106, 622
I nterest expense 6, 887
Interest income (3,828)
O her expense - net 4,382
72,963
Provision for incone taxes 25, 283
Earni ngs before equity in |oss
of joint ventures 47, 680
Equity in loss of joint ventures (3,189)
Earni ngs from Continui ng Operations 44, 491
Di sconti nued Operations
Earni ngs from operations |ess related incone
tax (1997 - $7,698 and 1996 - $19, 988) -
Gain on disposition less related income tax
of $71,538 -
Net Ear ni ngs $ 44, 491
Basi ¢ Earnings Per Share of Common Stock
Conti nui ng Operations $1.89
Di sconti nued Operations -
Net Ear ni ngs $1.89
Di luted Earni ngs Per Share of Conmon Stock
Cont i nui ng Operations $1.84
Di sconti nued Operations -
Net Ear ni ngs $1. 84
CONSOLI DATED STATEMENT OF COVMPREHENSI VE | NCOVE
Years ended Decenber 31 (dollars in thousands)
1998
Net ear ni ngs $44, 491

Foreign currency translation 91
Transl ati on adjustnent related to
sal e of Mexican affiliate -

Conpr ehensi ve | ncone

See acconpanying notes which are an integral part of these statenments
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$832, 937
662, 227

170, 710
106, 999
7,762
(9, 035)
3, 328

40, 297

15,231

101, 046

$153, 830
(1,637)

ne, lnc.

$781, 193
614, 218

166, 975
107, 350
8,114
(341)
5,629

29, 143



CONSOLI DATED STATEMENT OF CASH FLOWS

Years ended Decenber 31 (dollars in thousands)

1998 1997 1996
Qperating Activities
Cont i nui ng
Net ear ni ngs $ 44, 491 $ 37,553 $ 25, 249
Adj ustments to reconcile net earnings to net
cash provided by operating activities:
Depreci ation and anortization 31,173 26, 286 23, 601
Equity in loss of joint ventures 3,189 2,744 3,894
Net change in current assets and liabilities (3,564) 7,212 21,746
Net change in other noncurrent assets and liabilities 1,719 4,958 3,312
Q her 591 1,495 2,630
Cash Provided by Operating Activities 77,599 80, 248 80, 432
Investing Activities
Capi tal expenditures (27,876) (44, 886) (37,804)
Acqui sition of businesses (126, 273) (60, 918) (1,111)
Investment in joint ventures (7,138) (13, 719) (15, 147)
Q her (2, 139) (1, 295) (2, 567)
Cash Used by Investing Activities (163, 426) (120, 818) (56, 629)
Cash Flow Provided (Used) by Continuing Operations
before Financing Activities (85, 827) (40, 570) 23, 803
Di sconti nued
Cash provided (used) by operating activities (2,941) (106, 132) 113, 644
Cash used by investing activities - (52, 456) (177, 116)
Proceeds from di sposition - 773, 090 -
Tax paynments associated with disposition - (106, 039) -
Cash Flow Provided (Used) by Discontinued Operations
before Financing Activities (2,941) 508, 463 (63, 472)
Fi nancing Activities
Long-term debt incurred 30, 028 - 58, 507
Long-term debt retired (5, 590) (143, 816) (4, 000)
Purchase of treasury stock (33, 241) (176, 550) -
Net proceeds from common stock and option activity 224 3,757 539
Tax benefit from exercise of stock options 168 884 28
Di vi dends paid (11, 051) (12, 677) (13, 807)
Cash Provided (Used) by Financing Activities (19, 462) (328, 402) 41, 267
Net increase (decrease) in cash and cash equival ents (108, 230) 139, 491 1, 598
Cash and cash equival ents--begi nning of year 145, 896 6, 405 4,807
Cash and Cash Equival ents--End of Year $ 37, 666 $ 145, 896 $ 6, 405

See acconpanying notes which are an integral part of these statenents.
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CONSOLI DATED STATEMENT OF STOCKHOLDERS' EQUI TY

Years ended Decenber 31 (dollars in thousands)

1998 1997 1996
G ass A Common St ock
Bal ance at begi nning of year $ 29, 192 $ 29, 231 $ 29,443
Conversion of O ass A Common Stock (94) (39) (212)
Three-for-two stock split 14, 590 - -
Bal ance at end of year $ 43, 688 $ 29,192 $ 29, 231
Common St ock
Bal ance at begi nning of year $ 15, 861 $ 15, 853 $ 15, 811
Conversion of Oass A Common Stock 19 8 42
Three-for-two stock split 7,932 - -
Bal ance at end of year $ 23,812 $ 15, 861 $ 15, 853
Capital in Excess of Par Value
Bal ance at begi nning of year $ 72,542 $ 69, 410 $ 68, 871
Conversion of Oass A Common Stock 75 31 170
Exerci se of stock options 344 2,217 341
Tax benefit from exercise of stock options 168 884 28
Stock incentives and directors' conpensation 561 - -
Three-for-two stock split (22, 569) - -
Bal ance at end of year $ 51,121 $ 72,542 $ 69,410
Ret ai ned Ear ni ngs
Bal ance at begi nning of year $ 466, 514 $ 325, 361 $273, 751
Net ear ni ngs 44,491 153, 830 65, 417
Cash di vi dends on common stock (11, 051) (12, 677) (13, 807)
Bal ance at end of year $ 499, 954 $ 466,514 $325, 361

Accurul at ed Ot her Conprehensive |ncone
Bal ance at begi nning of year $ (1,579) $ (7,401) $ (7,499
Foreign currency translation adjustnents 91 (1, 637) 98
Transl ation adjustnments related to sale of

Mexican affiliate - 7,459 -

Bal ance at end of year $ (1, 488) $ (1,579) $  (7,401)

Treasury Stock

Bal ance at begi nning of year $(182, 825) $ (7, 815) $ (8,013)
Purchase of treasury stock (33, 241) (176, 550) -
Exercise of stock options, net of 7,416 shares

surrendered as proceeds in 1998 (73) 1,540 198
Stock incentives and directors' conpensation 145 - -
Bal ance at end of year $(215, 994) $(182, 825) $ (7,815)
Total Stockhol ders' Equity $ 401, 093 $ 399, 705 $424, 639

See acconpanying notes which are an integral part of these statenents.
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NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization and Significant Accounting Policies

Organization. A. O. Smith Corporation is a diversified manufacturer serving customers world-wide. The company's major product
linesinclude: fractional horsepower, subfractional horsepower and hermetic electric motors; residential and commercial water heaters;
fiberglass piping systems and water waste water, and dry storage systems. The company's products are manufactured and marketed
primarily in North America. The company has two plantsin Europe and two plantsin China. Original equipment manufacturers are the
largest customers of theelectric motor technologies unit. Water heaters are distributed principally through a diverse network of
plumbing wholesalers. Fiberglass pipingis sold through a network of distributors to the service station market and the petroleum
production industry aswell as the chemical/industrial market. Storage tanks are sold through a network of dealers to municipalities,
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industrial concerns and farmers.

Consolidation and basis of presentation. The consolidated financial statementsinclude the accounts of the company and its
wholly-owned subsidiaries.

Investment in joint ventures. At December 31, 1997, the company accounted for its two joint venturesin the People's Republic of
Chinaon the equity method asthe local venture partners held certain participating rights. In December 1998, the company bought out
its partner in one of thejoint ventures (see Note 3) and accordingly, the company has consolidated this entity at December 31, 1998
while continuing to account for the other joint venture on the equity method.

Use of estimates. The preparation of financial statementsin conformity withgenerally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the accompanying financial statements and notes.
Actual results could differ fromthose estimates.

Fair values. The carrying amounts of cash and cash equivalents, receivables, trade payables and long-term debt approximated fair
value as of December 31, 1998 and 1997.

Foreign currency trandation. For all subsidiaries outside the United States with the exception of Mexico, the company uses thelocal
currency as the functional currency. For these operations, assets and liabilities are translated into U.S. dollars at year-end exchange
rates and revenues and expenses are trandlated at weighted average exchange rates. The resulting trand ation adjustmentsare recorded
as a separate component of stockholders' equity. Gainsand losses fromforeign currency transactions areincluded in net earnings.

Cash and cash equivalents. The company considers al highly liquidinvestments, generally with a maturity of three monthsor less
when purchased to be cash equivalents. Cash equivalents, consisting principally of money market funds, totaled $26.9 million at
December 31, 1998 and $140 million at December 31, 1997. The cost of these securities are considered to be "available for sae" for
financial reporting purposes.

Inventory valuation. Inventories are carried at lower of cost or market. Costis determined on the last-in, first-out (LIFO) method for a
significant portion of domestic inventories. Inventories of foreign subsidiaries and supplies are determined usingthe first-in, first-out
(FIFO) method.

Property, plant and equipment. Property, plant and equipment are stated at cost. Depreciation is computed primarily by the
straight-line method.

Goodwill. Goodwill, representing the excess of cost over net assets of businesses acquired, is stated at cost and is amortized on a
straight-line basis over the estimated periods benefited ranging from 15 to 40 years. Amortization charged to operations amounted to
$2.9 million, $1.4 million and $.5 million in 1998, 1997 and 1996, respectively.

23
1. Organization and Significant Accounting Policies (continued)

Impairment of long-lived assets. Property, plant and equipment, investmentsin joint ventures, other long-term assets and goodwill are
reviewed for impairment whenever events or changesin circumstances indicate that the carrying amount may not be recoverable. If the
sum of the expected undiscounted cash flowsisless than the carrying value of the related asset or group of assets, alossis recognized
for the difference between the fair value and carrying value of the asset or group of assets. Such analyses necessarily involve judgment.

Derivative instruments. The company enters into futurescontracts to fix thecost of certain raw material purchases, principally copper
and aluminum, with the objective of minimizing cost risk due to market fluctuations. Any differences between the company'sfixed
price and current market prices are included as part of theinventory cost when the contracts mature. Asof December 31, 1998, the
company had contracts covering the mgjority of its expected copper and a portion of its expected aluminum requirements for 1999.
These futures contracts limit the impact from both favorable and unfavorable price changes. The effect of theseprograms was not
material to the results of operations for the three years ended December 31, 1998.

Asaresult of having various foreign operations, the company is exposed to theeffect of foreign currency rate fluctuations on the U.S.
dollar value of its foreign subsidiaries. Further, the company and its subsidiaries conduct businessin various foreign currencies. To
minimize the effect of fluctuating foreign currencies onits income, the company entersinto foreign currency forward contracts. The
contracts are used to hedge known foreign currency transactions on acontinuing basis for periods consistent with the company's
€XPOSUres.

[T S— .
E=amas EDGARSr 9002, EDGAR Online. Inc.




The company does not engage in speculation. The difference between market and contract ratesis recognized in the same period in
which gains or losses from thetransactions being hedged are recognized. The contracts, which are executed with major financial
institutions, generally mature within one year with no credit loss anticipated for failure of the counterparties to perform.

The following table summarizes, by currency, the contractual amounts of the company's forward exchange contracts.

Decenber 31 (dollars in thousands) 1998 1997
Buy Sel | Buy Sel |

U S. dollar $ 2,400 $2, 400 $ 2,500 $
6, 400

British pound 498 1,991 2,563
1, 139

French franc - - -
2,565

Canadi an dol | ar - - 709

Mexi can peso 32,535 - 32, 486

Tot al $35, 433 $4, 391 $38, 258

$10, 104

The contracts in place at December 31, 1998 and 1997 amounted to approximately 80 percent of the company's anticipated subsegquent
year exposure for those currencies hedged.

Revenue recognition. The company recognizes revenue upon shipment of product to the customer.

Research and development. Research and devel opment costs are charged to expense as incurred and amounted to approximately $17.8,
17.2 and $17.3 million for continuing operations during 1998, 1997 and 1996, respectively.
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1. Organization and Significant Accounting Policies (continued)

Environmental remediation costs. The company accrues for losses associated withenvironmental obligations when such losses are
probable and reasonably estimable. Costs of estimated future expenditures arenot discounted to their present value. Recoveries of
environmental remediation costs from other parties are recorded as assets when their receipt is probable. The accruals are adjusted as

facts and circumstances change.

Stock split. On June 9, 1998 the company's Board of Directors declared a three-for-two stock split of the company's Class A Common
Stock and Common Stock in theform of a stock dividend to stockholders of record on July 31, 1998 and payable on August 17, 1998.
All references in thefinancial statements to number of shares outstanding, price per share, per share amounts and stock option plan
data have been restated to reflect the split.

Earnings per share of common stock.. The numerator for the calculation of basic and diluted earnings per shareis net earnings. The
following table setsforth the computation of basic and diluted weighted average shares used in the earnings per share calculations:
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Denom nator for basic earnings per share--

wei ght ed average shares 23,583, 790 27,634, 307
31, 383, 292
Effect of dilutive stock options 600, 114 556, 978
350, 997

Denom nator for diluted earnings per share 24,183,904 28, 191, 285
31, 734, 289

Reclassifications. Certain prior year amounts have been reclassified to conform to the 1998 presentation.

New accounting standards. During 1998, the Financial Accounting Standards Board issued SFAS No. 133, "Accounting for Derivative
Instruments and Hedging Activities' (the Statement), whichis required to be adopted for years beginning after June 15, 1999. The
Statement will require the company to recognize all derivatives in the balance sheet at fair value. The company will adopt the
Statement no later than January 1, 2000 and estimates that the effect will not be materia to its results of operations, financial position
or cash flows.

During 1998, the Accounting Standards Executive Committee of the American Institute of Certified Public Accountants issued two
Statements of Position (SOP) that are applicable to the company - SOP 98-1, "Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use" and SOP 98-5, "Reporting on the Costs of Start-up Activities'. SOP 98-1 requiresthat
certain computer software costs be capitalized and SOP 98-5 requires costs of start-up activitiesto be expensed as incurred. Since the
company currently complieswith the requirements of SOP 98-1 and SOP 98-5, these pronouncements will have no impact.

2. Acquisitions

On July 1, 1998, the company acquired certain assets of General Electric Company'sdomestic compressor motor business (Scottsville)
for $125.6 million. On March 31, 1997, the company acquired UPPCO, Incorporated (UPPCO), a manufacturer of subfractional
C-frameelectric motors, for approximately $60.9 million. On December 6, 1995, the company acquired the stock of Peabody TecTank
Inc. (TecTank), a manufacturer of dry bulk storage tanks, for approximately $19.1 million, whichincluded afinal purchaseprice
adjustment of $1.1 million in 1996. The acquisitions were accounted for using the purchase method of accounting and, accordingly,
the financial statementsinclude the operating results of the acquisitions from their respective dates of acquisition. The purchase prices
have been allocated to the assets acquired and theliabilities assumed based upon their respective fair values at thedate of acquisition.
The excess of the purchase prices over thefair values of net assetsacquired, $92.6, $46.2 and $7.0 million for Scottsville, UPPCO and
TecTank, respectively, have been recorded as goodwill.

25
2. Acquisitions (continued)

Asdiscussed in Note 1, the company purchased itspartner's interest in its water systems venture in December 1998. The excess of the
consideration paid, includingthe distribution to the partner of certain inventoriesand equipment, over the fair values of the assets
acquired amounted to $5.3 million and has been recorded asgoodwill.

On apro formabasis, the unaudited consolidated results from continuing operations assuming the acquisition of Scottsville and
UPPCO occurred on January 1, 1997 follows:
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Years ended Decenber 31 (dollars in thousands) 1998 1997

Net sal es $984, 370 $964, 043
Ear ni ngs 47, 841 40, 749
Ear ni ngs per share:
Basi c 2.03 1.47
Diluted 1.98 1.45

The pro-forma results have been prepared for informational purposes only and include adjustments to depreciation expense of

acquired plant and equipment, amortization of goodwill, increased interest expense on acquisition debt and certain other adjustments,
together with related incometax effects of al such adjustments. Anticipated efficiencies from the consolidation of certain
manufacturing activities and anticipated lower material costsrelated to the consolidation of purchasing have been excluded from the
amounts included in the proforma operating results. These pro-forma results do not purport to be indicative of the results of operations
that would have occurred had the purchases been made as of the beginning of the periods presented or of the results of operations that
may occur in the future.

3. Discontinued Operations

On April 18, 1997, the company sold its automotive products business, excluding its Mexican automotive affiliate, for $710 million.
On October 1, 1997, the company sold the remainder of its automotive business with the sale of its 40%interest in its Mexican affiliate

(Metalsa) for $63 million. The operating results of the automotive businesses prior to their disposition have been reported separately
as discontinued operations in the accompanying financial statements. Net sales of the discontinued operations were $296.2 and $863.0
million for the period ended April 18, 1997 and year ended December 31, 1996, respectively.

Liabilities of thediscontinued business at December 31, 1998 and 1997 consisted primarily of employee obligations and other retained
liabilities net of deferred income taxes. Certain expenses were alocated to the discontinued operations through the date of sale,
including interest expense, which was allocated based on the ratio of net assets of the discontinued operations to the total consolidated
net assetsof the company.

4. Statement of Cash Flows

Supplemental cash flow informationis as follows:

Years ended Decenber 31 (dollars in thousands) 1998 1997 1996
Recei vabl es $ 5977 $ 2,870 $13,945
I nventories (8,897) 7,539

(5,491)
Q her current assets (906) 1,187 434
Trade payabl es (4,527) (8, 346) 13, 187
Accrued liabilities, including

payrol | and benefits 4,694 1,894

(539)

I ncone taxes 95 2,068 210
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5. I nventori es

Decenber 31 (dollars in thousands) 1998 1997
Fi ni shed products $58, 534 $ 45,091
Wrk in process 18, 354 19, 656
Raw material s 50, 542 42,870
Suppl i es 1, 350 1,634
128, 780 109, 251
Al'l owance to state inventories at LIFO cost 28, 796 30, 202
$ 99, 984 $ 79,049
6. Property, Plant and Equi prent
Decenber 31 (dollars in thousands) 1998 1997
Land $ 6,575 $ 6,323
Bui | di ngs 101, 134 91, 127
Equi prrent 399, 324 352, 697
507, 033 450, 147
Less accunul at ed depreciation 258, 263 242, 391
$248, 770 $207, 756

Interest on borrowed funds during construction of $1.5, $1.0 and $.2 million wascapitalized in 1998, 1997 and 1996, respectively.

7. Long- Term Debt and Lease Conmitnents

Decenber 31 (dollars in thousands) 1998 1997

Bank credit lines, average year-end interest
rate of 6.4%for 1998 and 4.8% for 1997 $ 6,789 $ 1,929

Notes w th insurance conpanies, expiring
t hrough 2018, average year-end interest
rate of 7.0%for 1998 and 7.1% for 1997 111, 543 86, 172

O her notes, expiring through 2012, average
year-end interest rate of 4.6% for 1998

and 5.2% for 1997 17, 500 18, 461
135, 832 106, 562

Less ampbunt due within one year 4,629 5,590
$131, 203 $100, 972

The company has a $100 million multi-year revolving credit agreement with a group of nine banks which expires June 30, 2001. At its
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option, the company maintains either cash balances or paysfees for bank credit and services.

On July 1, 1998, the company issued $30 million in senior notes under aloan facility with the Prudentia Insurance Company of
America. The notes mature in 2018 and carry an interest rate of 6.66%.

27
7. Long-Term Debt and Lease Commitments (continued)

The company's credit agreement and term loans contain certain conditions and provisions which restrict the company's payment of
dividends. Under the most restrictive of these provisions, retained earnings of $65.8 million were unrestricted as of December 31,
1998.

Borrowings under the bank credit lines are supported by therevolving credit agreement and accordingly, have been classified as
long-term. It hasbeen the company's practice to renew or replace the revolving credit agreement so as to maintain the availability of
debt on along-term basisand to provide 100 percent backup for its bank credit lines borrowings.

Long-term debt, maturing within each of the five years subsequent to December 31, 1998, is as follows: 1999-$4.6; 2000-$9.6;
2001-$11.1; 2002-$13.3; 2003-$11.7 million.

Future minimum payments under noncancel able operating leases from continuing operations total $40.1 million and are due as
follows: 1999-$8.6; 2000-$6.3; 2001-$5.4; 2002-$4.0; 2003-$3.3; and thereafter- $12.5 million. Rent expense for continuing
operations, including payments under operating leases, was $14.3, $12.9 and $12.1 millionin 1998, 1997 and 1996, respectively.

Interest paid by the company for continuing and discontinued operations, was$6.4, $13.0 and $15.1 millionin 1998, 1997 and 1996,
respectively.

8. Stockholders Equity

The company's authorized capital consists of 3 million shares of Preferred Stock $1 par value, 14 million shares of Class A Common
Stock $5 par value and 60 million shares of Common Stock $1 par value. The Common Stock has equal dividend rights with Class A
Common Stock and is entitled, as a class, to elect 25 percent of the board of directors and has 1/10th vote per share on al other
matters.

During 1998, 1997 and 1996, 19,914, 10,950 and 63,665 shares of Class A Common Stock were converted into Common Stock,
respectively. Regular dividends paid on the Class A Common and Common Stock amounted to $.47, $.45 and $.44 per share in 1998,
1997 and 1996, respectively.

On January 27, 1997, the company's Board of Directors approved therepurchase of up to 3 million shares of Common Stock. On June
10, 1997 and December 9, 1997, the Board authorized therepurchase of up to $80 million and $50 million, respectively, of additional
Common Stock. During 1998 and 1997, the company purchased 4,800 and 21,750 shares of Class A Common Stock and 1,183,650
and 7,211,063 shares of Common Stock, respectively. At December 31, 1998, 31,740 and 9,226,036 shares of Class A Common Stock
and Common Stock, respectively, wereheld as treasury stock. At December 31, 1997, 26,940 and 8,089,341 shares of Class A
Common Stock and Common Stock, respectively, were held as treasury stock.

9. Stock Options

The company has two Long-Term Executive Incentive Compensation Plans for granting of nonqualified and incentive stock options to
key employees. These plans have terminated except asto outstanding options. The company will submit a proposal to stockholdersin
1999 for approval to reserve an additional 1.5 million shares of Common Stock under a new Long-Term Executive Incentive
Compensation Plan (2000 Plan). Options become exercisable one year from date of grant and, for active employees, expire tenyears
after date of grant. The number of sharesavailable for granting of options at December 31, 1997 and 1996 was 221,550 and 396,600,
respectively. Options as to 55,800 shares granted in 1998 under the 2000 Plan are subject to approva by the stockholders.

28
9. Stock Options (continued)

Changes in option shares, all of which are Common Stock, were asfollows:
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Wi ght ed
Aver age

Per Share Years Ended Decenber 31
EXErCi S& mmeememeieie e
Price-1998 1998 1997 1996
Qut st andi ng at begi nning of year $13. 22 1, 883, 025 1, 963, 200 1, 686, 900
G anted
1998--$18.31 to $29.83 per share 18. 63 277, 350
1997--$27. 25 per share 175, 050
1996- - $16. 33 and $18. 00 per share 309, 150
Exer ci sed
1998--$5.79 to $18.33 per share 8. 34 (137, 475)
1997--$5.63 to $18.33 per share (255, 225)
1996--$5.63 to $18.33 per share (32, 850)
Qutstanding at End of Year
(1998--%$4.67 to $29.83 per share) 14. 29 2,022, 900 1, 883, 025 1, 963, 200
Exerci sabl e at End of Year 13. 60 1, 745, 550 1,707,975 1, 654, 050

During 1998, an executive elected to defer the gainrelated to the exercise of 107,100 options. Asa result, the executive deferred the
receipt of 79,870 shares of Common Stock for which the company's obligation to issue the sharesis included within Stockholders

Equity.

The following table summarizes weighted-averageinformation by range of exercise pricesfor stock options outstanding and
exercisable at December 31, 1998:

Wi ght ed-
ot i ons Wi ght ed ot i ons Wi ght ed Aver age

Qut st andi ng at Aver age Exerci sabl e at Aver age Renai ni ng

Range of Decenber 31, Exerci se Decenber 31, Exerci se Cont r act ual

Exerci se Prices 1998 Price 1998 Price Life

$4.67 to $5.63 537, 600 $5. 16 537, 600 $ 5.16 2 years
$8. 67 163, 200 8. 67 163, 200 8. 67 4 years
$16. 33 to $18.33 1, 138, 200 17. 31 869, 700 17.00 8 years
$25.25 to $29.83 183, 900 27. 30 175, 050 27.25 9 years

SFASNo. 123, "Accounting for Stock-Based Compensation,” encourages, but does not require companies to record compensation
cost for stock-based employee compensation plans at fair value. The company has chosen to continue applying Accounting Principles
Board Opinion No. 25, "Accounting for Stock Issued to Employees,” and related interpretations in accounting for its stock option
plans. Accordingly, because the number of sharesisfixed and the exercise price of the stock options equals the market price of the
underlying stock on the date of grant , no compensation expense has been recognized. Had compensation cost been determined based
upon the fair value at the grant date for awardsunder the plans based onthe

29
9. Stock Options (continued)

provisions of SFAS No. 123, the company's pro forma earnings and earnings per sharefrom continuing operations would have been as
follows:
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Years ended December 31 (dollarsin thousands, except per share amounts)

1998 1997 1996
Ear ni ngs:
As reported $44, 491 $ 37,553 $ 25,249
Pro form 43, 637 36, 655 24, 370
Ear ni ngs per share:
As reported:
Basi c $1. 89 $1. 36 $ .81
Diluted 1.84 1.33 .79
Pro forna:
Basi c 1.85 1.33 .78
Diluted 1.80 1.31 .77

The weighted-average fair value per option at the date of grant during 1998, 1997 and 1996 using the Black-Scholes option-pricing
model, was $6.26, $7.51 and $4.97, respectively. Assumptions were as follows:

1998 1997 1996
Expected life (years) 4.0 4.0 4.0
Ri sk-free interest rate 4. 6% 5.9% 6. 3%
Di vidend yield 2.1% 2. 0% 2.1%
Expected volatility 44, 1% 30. 4% 34. 7%

30
10. Pension and Other Post-retirement Benefits

The company provides retirement benefits for all United States employees and has severa foreign pension plans, none of whichare
materia to the company'sfinancial position. Plan assetsconsist primarily of marketable equities and debt securities. The company also
has several unfunded defined benefit post-retirement plans covering certain hourly and salaried employees which provide medical and
life insurance benefits from retirement to age 65.

The following tables present the changesin benefit obligation, plan assets, funded status and major assumptions used to determine
these amounts for domestic pension and post-retirement plans.
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Pensi on Benefits O her Benefits

Years ended Decenber 31 (dollars in thousands) 1998 1997 1998 1997
Change in benefit obligations
Benefit obligation at begi nning of year $(495, 215) $(441, 766) $(15, 208) $(14, 999)
Servi ce cost (4, 368) (2, 765) (194) (222)
I nterest cost (35, 761) (35, 944) (1, 026) (1, 155)
Partici pant contributions - - (165) (132)
Pl an anmendnent s (2,462) (984) - 1,133
Acqui si tions - - (1,627) -
Actuarial |osses including

assunpti on changes (25, 543) (47, 014) (129) (1, 334)
Benefits paid 35, 752 33, 258 2,037 1,501
Benefit obligation at end of year $(527,597) $(495, 215) $(16, 312) $(15, 208)
Change in plan assets
Fair value of plan assets at beginning of year $ 580, 865 $ 503, 933 $ - $ -
Actual return on plan assets 83, 743 110, 190 - -
Contribution by the conpany - - 1,872 1, 369
Partici pant contributions - - 165 132
Benefits paid (35, 752) (33, 258) (2,037) (1, 501)
Fair value of plan assets at end of year $ 628, 856 $ 580, 865 $ - $ -
Funded st atus $ 101, 259 $ 85,650 $(16, 312) $( 15, 208)
Unr ecogni zed net transition asset (2,376) (3, 315) - -
Unrecogni zed net actuarial gain (51, 985) (47, 378) (1, 755) (2,046)
Unr ecogni zed prior service cost 4,627 2,511 (981) (1,133)
Prepai d pension asset (accrued cost) $ 51,525 $ 37,468 $(19, 048) $(18, 387)
Maj or assunptions as of Decenber 31
Di scount rate 7.00% 7.25% 7.00% 7.25%
Expected return on plan assets 10. 25% 10. 25% n/a n/ a
Rat e of conpensation increase 4. 00% 4. 00% 4. 00% 4. 00%
Health care cost trend rate n/ a n/ a 6. 00% 6. 00%
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10. Pension and Other Post-retirement Benefits (continued)
Pensi on Benefits Gt her Benefits

Years ended Decenber 31 (dollars in thousands) 1998 1997 1996 1998 1997 1996
Conponents of net periodic benefit cost
Service cost $ 4,368 $ 2,765 $ 2,815 $ 194 $ 222 $ 298
I nterest cost 35,761 35, 944 9, 610 1,026 1,155 1,318
Expected return on plan assets (53, 100) (49, 845) (18, 589) - - -
Anortization of prior service cost 346 959 484 (152) - -
Anmortization of transition asset (939) (939) (1,791) - - -
Anortization of net actuarial gain - - (62) (162) (367) (117)
Benefit cost (incone) $(13, 564) $(11, 116) $ (7,533) $ 906 $1, 010 $1, 499

Net periodic benefit cost is determined using the assumptions as of the beginning of the year. The funded status is determined using the
assumptions as of the end of the year.

Pursuant to the agreement to sell the automotive products business, the buyer assumed the obligationsfor all post-retirement benefits
other than pensions. The company retained all existing pension assets as well as all pension benefit obligations earned through the
closing date. Accordingly, investment return on these assetsand interest cost on the obligation subsequent to thesale are included in
the calculation of net periodic pension income, whereas, such amounts prior to the sale are excluded as they wereallocated to the
components of discontinued operations pension expense. Subsequent to the closing date, the buyer assumed the responsibility for
pension service earned by active employees of the automotive business.
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Accrued post-retirement benefit cost isincluded in the consolidated balance sheet in the accounts shown below:

Decenber 31 (dollars in thousands) 1998 1997

Accrued liabilities $ 1,631 $ 1,631
Post retirenment benefit obligation 17, 417 16, 756
Accrued postretirenent benefit cost $19, 048 $ 18, 387

The company does not provide post-retirement health care benefits beyond age 65. Certain hourly employees retiring after January 1,
1996 are subject to a maximum annual benefit and salaried employees hired after December 31, 1993 are not eligible for
post-retirement medical benefits. Asaresult, a one percentage point changein the health care cost trend rate would not have a
significant effect on the amounts reported.

The company has a defined contribution profit sharing and retirement plan covering salaried nonunion employees which provides for
annual corporate contributions of 35 percent to 140 percent of qualifying contributions made by participating employees. The amount
of thecompany's contribution in excess of 35 percent is dependent upon the company's profitability. The company's contribution,
including amounts for discontinued operations through the sale date, was $3.5, $3.5 and $5.3 million for 1998, 1997 and 1996,
respectively.

32
11. Income Taxes

The components of the provision for income taxes for continuing operations consisted of the following:

Years ended Decenber 31 (dollars in thousands) 1998 1997 1996
Current:
Feder al $14, 633 $26, 475 $13, 002
State 1, 236 607 3,143
For ei gn 718 894 708
Def erred 9, 796 (4,917) 627
Busi ness tax credits (1, 100) (1, 700)
(400)
Provi sion for income taxes $25, 283 $21, 359 $17, 080

The tax provision differsfrom the statutory U.S. federal rate due to the followingitems:
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Years ended Decenber 31 (dollars in thousands) 1998 1997 1996

Provision at federal statutory rate $25, 537 $21, 580 $16, 178
Forei gn income taxes (662) (158) 5
State income and franchi se taxes 1, 807 1, 450 1,581
Busi ness and foreign tax credits (1, 100) (1, 700)

(400)

Non- deductible itens 555 568 675
Forei gn sal es corporation benefit (854) (381)

(959)

Provi sion for incone taxes $25, 283 $21, 359 $17, 080

The domestic and foreign components of income from continuing operations before income taxes wereas follows:

Years ended Decenber 31 (dollars in thousands) 1998 1997 1996

Domesti ¢ $68, 491 $58, 740 $43, 527

For ei gn 4,472 2,916 2,696
$72, 963 $61, 656 $46, 223

Total taxes paid by the company amounted to $6.5, $133.6 and $29.9 million in 1998, 1997 and 1996, respectively.
No provision for U.S. income taxes has been made on the undistributed earnings of foreign subsidiaries as such earnings are
considered to be permanently invested. At December 31, 1998, the undistributed earnings amounted to $14.7 million. Itis not practical

to determine theincome tax liability that would result had such earnings been repatriated. Inaddition, no provision or benefit for U. S.
income taxes have been made on foreign currency translation gains or losses.

33

11. Income Taxes (continued)

The approximate tax effects of temporary differences of assetsand liabilities between income tax and financial reporting for
continuing operations are asfollows:
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Decenber 31 (dollars in thousands)

1998 1997
Asset s Liabilities Asset s Liabilities
Enpl oyee benefits $15, 374 $20, 754 $12, 765 $13, 655
Product liability and warranty 9,381 - 9,021 -
Depreciation differences - 28, 877 - 17, 338
Fi nance | eases - 1, 208 - 2,025
Al other - 4,883 - 5, 361
$24, 755 $55, 722 $ 21,786 $38, 379
Net liability $30, 967 $16, 593

These deferred tax assets and liahilitiesare classified in the balance sheet ascurrent or long-term based on the balance sheet
classification of therelated assets and liabilities as follows:

Decenber 31 (dollars in thousands) 1998 1997
Current deferred inconme tax assets $ 11, 376 $ 11, 849
Long-term deferred inconme tax liabilities (42, 343)

(28, 442)

Net liability $ 30, 967 $ 16, 593

12. Litigation and Insurance Matters

The company isinvolved in various unresolved legal actions, administrative proceedings and claimsin theordinary course of its
business involving product liability, property damage, insurance coverage, patents and environmental matters including thedisposal of
hazardous waste. Although it is not possible to predict with certainty the outcome of theseunresolved legal actions or the range of
possible loss or recovery, the company believes theseunresolved legal actions will not have a materia effect on its financial position
or results of operations. The following paragraphs summarize noteworthy actions and proceedings.

A lawsuit for damages and declaratory judgments in the Circuit Court of Milwaukee County, State of Wisconsin, in whichthe
company is plaintiff is pending against three insurance companies for failure to pay in accordance with liability insurance policies
issued to the company. The insurers havefailed to pay, infull or in part, certain judgments, settlements and defense costs incurredin
connection with closed lawsuits alleging damages for economic losses claimed to have arisen out of alleged defects in Harvestore
animal feed storage equipment ("underlying claims"). In October 1998, the Wisconsin Appellate Court, First District, entered an order
whichreversed the decision of the Circuit Court which had granted the company partial summary judgment against two insurance
companies with respect to three of the underlying claims. The company's petition to the Wisconsin Supreme Court to accept its appeal
of this decision was denied in January 1999 and the Appellate Court remanded the caseto thetrial court with directions to grant
summary judgment in favor of the two insurance companies with respect to the subject underlying claims. The lawsuit is continuing in
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the trial court with respect to the balance of the underlying claims brought by the company against those two insurance companies and
the third insurance company. While the company has, in part, assumed applicability of thiscoverage, an adverse judgment should not
be material toits financia condition.

34
12. Litigation and Insurance Matters (continued)

When the United States Environmental Protection Agency ("EPA") or state environmental agencies(collectively "Regulatory
Agencies") determine that hazardous substances have been released to the environment at a site (a " Contaminated Site'"), they may
designate parties they believe have contributed hazardous materials to the site as potentially responsible parties ("PRPs'). Under
applicable environmental laws, each PRP that contributed hazardous substances to a Contaminated Site may be jointly and severaly
liable for the costs associated with cleaning up thesite. Typically, PRPs negotiate withthe relevant Regulatory Agenciesregarding the
selection and implementation of a plan to clean up the site and theterms of the PRPs' involvement in the process. PRPs also negotiate
with each other regarding allocation of each PRP's share of the clean up costs.

Aspart of its routine business operations, the company disposes of and recycles or reclaims certain industrial waste materials,
chemicals and solvents at disposal and recycling facilities which are licensed by appropriate Regulatory Agencies and are owned and
operated by third parties unrelated to the company. The company is currently involved asaPRP injudicial and administrative
proceedings initiated on behalf of Regulatory Agencies seeking to clean up eleven such Contaminated Sites and to recover coststhey
have incurred or will incur as to those sites. The company has aso been designated a PRP withrespect to aformer mining site in
Colorado whichisa Contaminated Sitebeing cleaned up by the EPA. The company held the magjority of the stock of a Colorado
mining company for a period of time from 1935 to 1942. Estimates of clean up costs at this site have exceeded $150,000,000. The
company maintains that its status as a stockholder does not confer any liability onit for remediation of the site and accordingly has not
participated in remediation. Nonetheless, it is monitoring the EPA's actions with respect to thesite. While it isimpossible to rule out
any EPA action, the company believesit has valid defenses to any liability at thissite and will vigorously defend any claims made
against it withrespect to thesite.

It isimpossible at this time to estimate thetotal cost of remediation for the twelve Contaminated Sites, or the company's ultimateshare
of those costs, primarily because the sites are in various stages of the remediation process and issues remain open at many sites
concerning the selection and implementation of the final remedy, the cost of that remedy and the company's liability at a siterelativeto
the liahility and viability of the other PRPs. Other uncertainties are based upon the current status of the law.

Expenditures and reserves related to cleaning up the environment at Contaminated Siteshave not been material to the company in any
single year, including 1998 and, based on information known to the company, are not expected to be material to the company in any
singleyear in thefuture. The company has established reserves for these mattersin a manner that is consistent with generally accepted
accounting principles for costs associated with such clean ups when those costs are capable of being reasonably estimated. To the best
of thecompany's knowledge, the reserves it has established and insurance proceeds that are available to the company are sufficient to
cover thecompany's liability at the known Contaminated Sites. The company further believesits insurers have the financial ability to
pay any such covered claims andthere are viable PRPs at each of the sites which have the financial ability to pay their respective
shares of liability at the sites.

With respect to non-environmental claims, the company has self-insured a portion of itsproduct liability loss exposure and other
business risksfor many years. The company has established reserves which it believes are adequate to cover incurred claims. For the
year ended December 31, 1998, the company had $60 million of third-party product liability insurancefor individual lossesin excess
of $1.5 million and for aggregate lossesin excess of $10 million.

35
13. Operations by Segment
The company reevaluates its exposure on claims periodically and makes adjustments to its reserves as appropriate.

In 1998, the company adopted SFAS No. 131, "Disclosures about Segments of an Enterprise and Related Information,”" which
supersedes SFAS No. 14, "Financial Reporting for Segments of a Business Enterprise, replacing the "Industry segment" approach with
the "management” approach. The management approach designates theinternal organization that is used by management for making
operating decisions and assessing performance as the source of the company'sreportable segments. SFAS No. 131 also requires
disclosures about productsand services, geographic areas and major customers. The adoption of SFAS No. 131 did not affect results
of operations or financia position but did result in the restatement of the historical segment information presented for 1997 and 1996.
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The company is organized based on the products it offers and under this organizational structure has two reportable segments: Electric
Motor Technologies and Water System Technologies, with other insignificant segments being aggregated as"Other". The Electric
Motor Technologies segment manufactures fan motors used in furnaces, air conditioners and blowers, as well as fractional horsepower
motors used in other consumer products and jet pump motors sold to manufacturers of homewater systems, swimming pools, hot tubs
and spas. In addition, the Electric Motor Technologies segment manufactures hermetic motors which are sold worldwide to
manufacturers of compressors used in air conditioning and refrigeration systems, as well as subfractional horsepower motors usedin
appliances, builders productsand a number of other applications. The Water Systems Technologies segment manufactures residential
gas and electric water heaters aswell as commercial water heating systems usedin awide range of applicationsincluding hotels,
laundries, car washes, factories and large institutions. The other segment is comprised of two operating segments; one manufactures
fiberglass piping systems and the other manufactures liquid and dry bulk storage systems. Neither of these operating segments
represented a minimum of ten percent of total segment revenues, assets or profitsin 1998 and are not projected to achieve these
thresholdsin the near future.

The accounting policies of the segments are the sameas those described in the" Summary of Significant Accounting Policies' outlined
in Note 1. Intersegment sales have been excluded from segment revenues and are immaterial. Earnings before interest and taxes
(EBIT), as adjusted for the pretax equity in the losses of the company'sjoint ventures, is used to measure the performance of the
segments and all ocate resources.

36
13. Operations by segment (continued)

Operations by segment
Ear ni ngs before

I nterest and Taxes Net Sal es

Years ended Decenber 31 (dollars in mllions) 1998 1997 1996 1998 1997 1996
El ectric Mtor Technol ogi es $55. 7 $45.0 $42. 4 $480.0 $390. 7 $337.1
Water Systens Technol ogi es 29.6 28.9 29.0 294.8 287.5 291.3
Q her 8.4 10. 7 11.1 142.8 154.7 152.8
Total Segnents 93.7 84.6 82.5 $917.6 $832.9 $781.2
Fi nanci al Services (0.6) (4.1) (2.8)
General Corporate and Research

and Devel opment Expenses (22.3) (24.6) (29.6)
I nterest (Expense) |ncone - Net (3.1) 1.3 (7.8)

Ear ni ngs from Conti nui ng Operations

before I ncone Taxes 67.7 57.2 42.3
Provision for Incone Taxes (23.2) (19.6) (17.1)
Earni ngs from Conti nui ng Operations $ 44.5 $ 37.6 $25. 2

El ectric Mtor Technologies included sales to York International of $128.5,
$93.5 and $91.5 million in 1998, 1997 and 1996, respectively.

Assets, depreciation and capital expenditures by segment
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Total Assets

Depreci ati on and
Anorti zation
(Years Ended

Capi t al
Expendi t ur es
(Years Ended

(Decenber 31) Decenber 31) Decenber 31)
(dollars in mllions) 1998 1997 1996 1998 1997 1996 1998 1997 1996
El ectric Motor Technol ogi es $378.5 $239.8 $163.1 $18. 8 $14.1 $12.1 $14.0 $27.9 $19.8
Wat er System Technol ogi es 168. 1 161.0 152.8 6.7 6.6 6.3 4.2 9.0 13.0
O her 94.3 92.5 87.6 4.7 4.7 4.6 9.4 7.5 4.2
Total Segnents 640. 9 493. 3 403.5 30.2 25. 4 23.0 27.6 44,4 37.0
Cor porate Assets 126.5 223.2 110.1 1.0 0.9 0.6 0.3 0.5 0.8
Di scontinued Operations - - 357.6 - 13.2 40. 8 - 39.1 132.4
Tot al $767.4 $716.5 $871.2 $31.2 $39.5 $64. 4 $27.9 $84.0 $170. 2

Corporate assets consist primarily of cash, cash equivalents, deferred taxes and
prepai d pension.
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13. Operations by segment (continued)
Net sales and long-lived assets by geographic location
The following data by geographic areaincludes net sales based on product shipment destination and long-lived assets based on

physical location. Long-lived assets include net property, plant and equipment and other long-term assets and exclude intangibl e assets
and long-lived assets of discontinued operations.

Net Sal es Long- Li ved Assets
(dollars in mllions) 1998 1997 1996 1998 1997 1996
United States $818.2  $735.3  $690.4  $230.8 $193.5
$194.8
Mexi co 7.5 5.8 4.0 71.7 70.6
60.5
O her Foreign 91.9 91.8 86. 8 28.3 34.9
26.3
Tot al $917.6  $832.9 $781.2 $330.8  $299.0
$281.6

14. Quarterly Resultsof Operations (Unaudited)
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(dollars in mllions, except per share anounts)

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
1998 1997 1998 1997 1998 1997 1998 1997

Net sal es - continuing $222.9 $196. 2 $226. 7 $224.9 $243. 3 $206. 0 $224. 7 $205. 8
G oss profit - continuing 45. 8 42.8 47.8 48. 6 47.0 38.9 46. 4 40. 4
Ear ni ngs

Cont i nui ng 10. 2 7.1 12.6 11.7 11.0 9.0 10.7 9.8

Di sconti nued - 12.8 - 96. 1 - 1.0 - 6.4

Net ear ni ngs 10. 2 19.9 12.6 107.7 11.0 10.0 10.7 16. 2
Basi ¢ earnings per share

Cont i nui ng .42 .23 .54 .41 .47 .34 .46 .39

Di sconti nued - .42 - 3.40 - .04 - .25

Net ear ni ngs .42 . 65 .54 3.81 .47 .38 .46 .64
Di | uted earnings per share

Cont i nui ng .41 .23 .52 .40 .46 .33 .45 .37

Di sconti nued - .41 - 3.33 - .04 - .25

Net earni ngs .41 .64 .52 3.73 .46 .37 .45 .62
Common di vi dends decl ared L11 L11 .11 .11 .12 L11 .12 L11

Net earnings and dividends declared per share are computed separately for each period and, therefore, the sum of such quarterly per
share amountsmay differ from the total for the year.

See note 7 for restrictions on the payment of dividends.

ITEM 9 - CHANGESIN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None

38
PART I

ITEM 10 - DIRECTORSAND EXECUTIVE OFFICERS OF THE REGISTRANT

The information included under the heading "Election of Directors' in the corporation's definitive Proxy Statement dated March 5,
1999 for the Annual Meeting of Stockholders to be held April 14, 1999 isincorporated herein by reference. The information required
regarding Executive Officers of the corporation isincluded in Part | of this Form 10-K under the caption "Executive Officers of the

Corporation.”

The information included under the heading " Compliance with Section 16(a) of the Securities Exchange Act" in the corporation's
definitive Proxy Statement dated March 5, 1999 for the Annual Meeting of Stockholders to be held on April 14, 1999 isincorporated

herein by reference.
ITEM 11 - EXECUTIVE COMPENSATION

The information included under the heading "Executive Compensation” in the corporation's definitive Proxy Statement dated March 5,
1999 for the April 14, 1999 Annua Meeting of Stockholdersisincorporated herein by reference, except for the information required
by paragraphs (i), (k) and (1) of Item 402(a)(8) of Regulation S-K.

In addition, theinformation so incorporated by reference isrevised to reflect thefollowing matters, which were unintentionally not
reflected in such Proxy Statement:

(a) thefollowing should be added to the information under the heading "Director Compensation” in the Proxy Statement: "In 1998 the
A. O. Smith Non-Employee Directors Retirement Plan wasterminated. The participation of current directors in the Plan ceased and
shares of Common Stock withan aggregate market value equivalent to the present value of the director's future benefit under the Plan
were awarded to each director. The shares awarded have been deferred under the Directors Deferred Compensation Plan. A total of
13,138 shares of Common Stock wereawarded and deferred including 3,338; 3,846; 3,338; 348 and 2,268 shares respectively for
Messrs. Barrett, Schuenke, Arthur O. Smith and Bruce M. Smith and Dr. Pytte".
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(b) Mr. Bertrand's salary for 1998 asset forth in the Summary Compensation Table should be $220,000 rather than $200,000.
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ITEM 12 - SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information included under the headings "Principa Stockholders' and "Security Ownership of Directors and Management" in the
corporation's Proxy Statement dated March 5, 1999 for the April 14, 1999 Annual Mesting of Stockholders isincorporated herein by
reference.

In addition, theinformation so incorporated by reference isrevised to reflect thefollowing, which was unintentionally not reflected in
such Proxy Statement:

Amounts shown in the column the heading of whichis"Amount and Nature of Beneficial Ownership" under the heading " Security
Ownership of Directorsand Management” in the Proxy Statement for Messrs. Barrett, Buehler, Pokelwaldt, Schuenke and Dr. Pytte
and for all directors, nomineesand executive officers as a group include 3,672; 295; 295; 4,180 and 2,602 shares, respectively, of
Common Stock, thereceipt of which such persons have deferred under the Directors Deferred Compensation Plan. In addition,
amounts shown in such column for Messrs. Arthur O. Smith and Bruce M. Smithdo not include 3,672 and 682 shares, respectively, of
Common Stock, thereceipt of which such persons have deferred under the Directors Deferred Compensation Plan, and the amount
shown in such column for all directors, nomineesand executive offices as a group doesnot include such shares.

ITEM 13 - CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS

The information included under the headings and " Compensation Committee Interlocks and Insider Participation™ in the corporation's
Proxy Statement dated March 5, 1999 for the April 14, 1999 Annual Meeting of Stockholdersisincorporated herein by reference.
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PART IV

ITEM 14 - EXHIBITS, FINANCIAL STATEMENT SCHEDULESand REPORTSON FORM 8-K

(a) Financial Statements and Financial Statenent Schedul es

Form
10-K
Page
Nunber
The foll owi ng consolidated financial statenments
of A O Smith Corporation are included in Item 8:
Consol i dat ed Bal ance Sheet at Decenber 31, 1998 and 1997.... 19
For each of the three years in the period ended
Decenber 31, 1998:
- Consolidated Statement of Earnings .................... 20
- Consol i dated Statenent of Conprehensive Incone......... 20
- Consolidated Statenent of Cash Flows................... 21
- Consolidated Statenent of Stockholders' Equity ........ 22
Notes to Consolidated Financial Statenents.................. 23 - 38

The following consolidated financial statement schedule of
A. O. Smith Corporation isincluded in Item 14(d):

Schedule Il - Valuation and Qualifying Accounts......... 42

All other schedules are omitted since therequired information is not present or is not present in amounts sufficientto require
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submission of the schedule, or because the information required isincluded in the consolidated financial statementsor the notes
thereto.

(b) Reports on Form 8-K
No reports on Form 8-K werefiled during the last quarter of 1998.
(c) Exhibits- seethe Index to Exhibits on pages 46-47 of this report.

Pursuant to the requirements of Rule 14a-3(b)(10) of the Securities Exchange Act of 1934, as amended, the corporation will, upon
request and upon payment of a reasonable fee not to exceed the rate at which such copies are available fromthe Securities and
Exchange Commission, furnish copies to its security holders of any exhibits listed in the Index to Exhibits.

Management contracts and compensatory plans and arrangements required to be filed as exhibits pursuant to Item 14(c) of Form 10-K
are listed as Exhibits
10(a) through 10(h) in the Index to Exhibits.
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A. O SM TH CORPORATI ON

SCHEDULE 11 - VALUATI ON AND QUALI FYI NG ACCOUNTS
(000 Qritted)

Years ended Decenber 31, 1998, 1997 and 1996

Addi tions
Bal ance at Charged to Char ged Bal ance at
Begi nni ng Costs and to G her End of
Description of Year Expenses 1 Account s Deductions 2 Year
1998:
Val uati on al | owance
for trade and notes
recei vabl e $ 2,840 $ 1, 027 $ - $ 878 $ 2,989
1997:
Val uation all owance
for trade and notes
recei vabl e 3,473 2,065 - 2,698 2,840
1996:
Val uati on al | owance
for trade and notes
recei vabl e 4,796 615 - 1,938 3,473
1 Provision (credit) based upon estimated collection
2 Uncol l ectible anmpbunts charged agai nst the reserve
42

For the purposes of complying withthe amendmentsto therules governing Form S-8 (effective July 13, 1990) under the Securities Act
of 1933, the undersigned registrant hereby undertakes as follows, which undertaking shall be incorporated by reference into registrant's
Registration Statements on Form S-8 Nos. 2-72542 filed on May 26, 1981, Post-Effective Amendment No. 1, filed on May 12, 1983,
Post-Effective Amendment No. 2, filed on December 22, 1983, Post-Effective Amendment No. 3, filed on March 30, 1987; 33-19015
filed on December 11, 1987; 33-21356 filed on April 21, 1988; Form S-8 No. 33-37878 filed November 16, 1990; Form S-8 No.
33-56827 filed December 13, 1994; and Form S-8 No. 333-05799 filed June 12, 1996.

SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant hasduly caused this report
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to be signed on behalf of the undersigned, thereunto duly authorized.

A.0O. SMITH CORPORATION

By: /s/Robert J.O Tool e

Robert J. O Tool e
Chi ef Executive Oficer

Date: March 17, 1999

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below as of March 17, 1999 by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.
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Name and Title

Chai rman of the Board of
Directors, President and
Chi ef Executive Oficer

GLEN R BOVBERGER

Executive Vice President,
Chief Financial Oficer and
D rector

JOAN J. KITA

Vice President, Treasurer and Controller

TOM H. BARRETT, Director

KATHLEEN J. HEMPEL, Director

DONALD J. SCHUENKE, Director
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Si gnature

/ s/ Robert J. O Toole

Robert J. O Tool e

/s d en R Bonberger

d en R Bonberger

/s/John J. Kita

John J. Kita

/s/ Tom H Barrett

Tom H Barrett

/s/IWIliam F. Buehler

WIlliam F. Buehl er

/ s/ Kat hl een J. Henpel

Kat hl een J. Henpel

/ s/ Robert N. Pkel wal dt

Robert N. Pokel wal dt

/ s/ Agnar Pytte

Agnar Pytte

/ s/ Donal d J. Schuenke

Donal d J. Schuenke

[s/Arthur O Smth

Arthur O Smth

/s/Bruce M Smith

Bruce M Smith

EDGAR Online, Inc.
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Exhi bi t
Number

(3)(i)

corporation
t he
Mar ch

and

(4)
descri bed

None
Securities

at
corporation's
di scl osed
furni sh
request,

of

and
1993

Form

of

by

(10)

I ncentive
to

t he

Pl an
Pr oxy

Annua

(b)

(c)

(b)

Description

Restated Certificate of |Incorporation of the

as anended April 5, 1995 incorporated by reference to
quarterly report on Form 10-Q for the quarter ended
31, 1995 and as further anended on February 5, 1996
i ncorporated by reference to the annual report on
10-K for the year ended Decenmber 31, 1995

By-laws of the corporation as anmended Cctober 7,

i ncorporated by reference to the quarterly report on
10-Q for the quarter ended Septenber 30, 1997

The corporation's outstanding |long-term debt is

in Note 7 to the Consolidated Financial Statenents

of the long-term debt is registered under the

Act of 1933. None of the debt instrunments outstanding
the date of this report exceeds 10% of the

total consolidated assets, except for the item

as exhibit 4(b) below The corporation agrees to

to the Securities & Exchange Commi ssion, upon
copies of any instruments defining rights of holders
| ong-term debt described in Note 7.

Fourth Amendnment dated June 19, 1996 to the Amrended
Restated Credit Agreenent dated as of February 26,

i ncorporated by reference to the quarterly report on
10-Q for the quarter ended June 30, 1996

A O Smith Cor porati on Rest at ed Certificate
Incorporation as anmended April 5, 1995 [incorporated
reference to Exhibit (3)(i) above]

Material Contracts (a) 1990 Long- Term Executive
Conpensati on Pl an, as anended, incorporated by reference
the Form S-8 Regi stration St at enent filed by
corporation on Decenber 13, 1994, (Reg. No. 33-56827)
1980 Long-Term Executive Incentive Conpensati on
inchE?rated bv reference to the corporation's
Statemsnt  oarea VAP Tt EL S aori | 6, 1988

Meeti ng of Sharehol ders
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INDEX TO EXHIBITS (continued...)

Exhibit
Number Description

*(21) Subsidiaries
*(23) Consent of Independent Auditors
*(27.1) Financial Data Schedules
*(27.2) Restated Financial Data Schedule for fiscal year ended December 31, 1997.
*Filed Herewith
EXHIBIT 21
SUBSIDIARIES
The following listsall significant subsidiaries and affiliates of A. O. Smith Corporation. Certain direct and indirect subsidiaries of A.

0. Smith Corporation have been omitted because, considered in the aggregate as asingle subsidiary, such subsidiaries would not
congtitute a significant subsidiary.

Jurisdiction in Wich

Narme of Subsidiary I ncor por at ed
ACS Hol di ng Conpany Del awar e
A. O Smith International Corporation Del awar e
A. O Snmith Export, Ltd. Bar bados
A. O Smith Enterprises Ltd. Canada
A. O Snmith L' eau Chaude S.a.r.|. France
A. O Smith Warmmvasser - Systent echni k GrbH Ger many
A. O Snmith Electric Mtors (Ireland) Ltd. I rel and
A. O Smith Holding (lreland) Ltd. I rel and
Mot ores Electricos de Juarez, S.A de C V. Mexi co
Mot ores Electricos de Monterrey, S.A de C V. Mexi co
Product os de Agua, S. A de C V. Mexi co
Productos El ectricos Aplicados, S. A de C V. Mexi co
A. O Smth Water Products Conpany B.V. The
Net her | ands
AL O Smth (China) Water Heater Co., Ltd. Chi na
Harbin AL O Smth Fiberglass Products

Conpany Limted (HSF) Chi na

EXHIBIT 23

CONSENT OF INDEPENDENT AUDITORS
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We consent to theincorporation by reference in the Registration Statements

(Form S-8 Nos. 2-72542, 33-19015, 33-21356, 33-37878, 33-56827 and 333-05799)

pertaining to the 1980 Long-Term Executive Incentive Compensation Plan and the 1990 Long-Term Executive Incentive
Compensation Plan of A. O. Smith Corporation and in the related prospectuses of our report dated January 18, 1999, with respect to
the consolidated financia statementsand schedule of A. O. Smith Corporation included in this Annual Report (Form 10-K) for the
year ended December 31, 1998.

ERNST & YOUNG LLP

Milwaukee, Wisconsin
March 17, 1999

ARTICLE 5

THE SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED FINANCIAL STATEMENTS OF A.O. SMITH CORPORATION
ASOF AND FOR THE YEAR ENDED DECEMBER 31, 1998 AND ISQUALIFIEDIN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 311998
PERIOD END DEC 311998
CASH 10,807
SECURITIES 26,859
RECEIVABLES 133,764
ALLOWANCES 0
INVENTORY 99,984
CURRENT ASSETS 287,389
PP&.E 507,033
DEPRECIATION (258,263)
TOTAL ASSETS 767,432
CURRENT LIABILITIES 132,157
BONDS 131,203
PREFERRED MANDATORY 67,500
PREFERRED 0
COMMON 0
OTHER SE 333,593
TOTAL LIABILITY ANDEQUITY 767,432
SALES 917,569
TOTAL REVENUES 917,569
CGS 730,543
TOTAL COSTS 730,543
OTHER EXPENSES 107,176
LOSSPROVISION 0
INTEREST EXPENSE 6,887
INCOME PRETAX 72,963
INCOME TAX 25,283
INCOME CONTINUING 44,401
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 44,491
EPSPRIMARY 1.89
EPSDILUTED 184
ARTICLE 5

THE SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONSOLIDATED FINANCIAL STATEMENTS OF A.O. SMITH CORPORATION
ASOF AND FOR THE YEAR ENDED DECEMBER 31,1997 AND ISQUALIFIEDIN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

RESTATED:
MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 311997
PERIOD END DEC 311997
CASH 5,845
SECURITIES 140,051
RECEIVABLES 126,232
ALLOWANCES 0
INVENTORY 79,049
CURRENT ASSETS 365,728
PP&.E 450,147
DEPRECIATION (242,391)
TOTAL ASSETS 716,516
CURRENT LIABILITIES 127,882
BONDS 100,972
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PREFERRED MANDATORY

PREFERRED
COMMON
OTHER SE

TOTAL LIABILITY AND EQUITY

SALES

TOTAL REVENUES
CGS

TOTAL COSTS
OTHER EXPENSES
LOSSPROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX
INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME
EPSPRIMARY
EPSDILUTED

45,053
0

0
354,652
716,516
832,937
832,937
662,227
662,227
101,292
0

7,762
61,656
21,359
37,553
116,277
0

0
153,830
557
5.46

End of Filing
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