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PART 1

ITEM 1 — BUSINESS



We are a leading manufacturer of electric motoswvaater heating equipment, serving a diverse mpesidential, commercial and industrial
end markets principally in the United States witlrewing international presence. Our company iswoized in two segments: electrical
products and water systems. Our electrical producttness manufactures and markets a comprehdim&vaf hermetic motors, fractional
horsepower alternating current (AC) and directentr(DC) motors, and integral horsepower motors. @ater systems business
manufactures and markets a comprehensive linesafastial gas and electric water heaters, stanaladdspecialty commercial water heating
equipment, high-efficiency copper-tube boilers, arader systems tanks. In 2003, we had net salappbximately $1.5 billion, with 54
percent attributable to our electrical productsitess and 46 percent attributable to our wateesystusiness.

The following table summarizes our sales by opegasiegment. This segment summary and all othem#tion presented in this section
should be read in conjunction with the Consolid&athncial Statements and Notes to Consolidatedri€ial Statements, which appear
elsewhere in this document.

Years Ended December 31 (dollars in millions)

2003 2002 2001 2000 1999
Electrical Product $ 824.¢ $ 79024 $ 802.7 $ 902.4 $ 735.(
Water System 706.] 678.1 348.t 345t 335.%
Total Operation: $ 1,530." $ 1,469.. $ 1,151.: $ 1,247.¢$ 1,070.

ELECTRICAL PRODUCTS

Our Electrical Products segment sales increasedridn or 4 percent in 2003 to $825 million. Exding the third quarter 2002 acquisition
of Athens Products, and the fourth quarter 2002iigttépn of Jiangsu Changheng Group Co. Ltd. (Clemg) of China, segment sales were
flat in 2003.

We are one of the three largest manufacturersestrédd motors in North America, having manufactuaggroximately 39 million electric
motors in 2003. We offer a comprehensive line aftetic motors, fractional horsepower AC and DC m&tand integral horsepower motc
ranging in size from sub-fractional f€xme ventilation motors up to 500 horsepower héigvand 400 horsepower integral motors. We bel
our extensive product offering gives us an advantagur targeted markets, often allowing us tesell of our customer’s electric motor
needs. Over the last seven years we have signiffdarmadened our electric motor product line andtomer base through a series of
acquisitions, including UPPCO, General Electric @amy’s domestic hermetic motor business, MagneTek'stric motor business and the
Athens Products division of Electrolux.

Our motors are used in a wide range of targetédertal, commercial and industrial applicatioms;luding: hermetic motors that are sold
worldwide to manufacturers of air conditioning aswnmercial refrigeration compressors; fractionakkpower fan motors used in furnaces,
air conditioners and blowers; fractional horsepometors for pumps for home water systems, swimrpiogjs, hot tubs and spas; fractional
horsepower motors used in other consumer prodsoth (as garage door openers); and integral horsgp®& and D/C motors for industrial
and commercial applications. Sales to the heatiagtilating, air conditioning and refrigeration rkat account for approximately 60 percent
of segment sales. Approximately 87 percent of @032segment sales were to OEMSs in a diverse mirxcafstries, with the remainder of
sales directed to the aftermarket or distributibarmels. Sales to our largest customer, York lateynal and its wholly owned Bristol
Compressors subsidiary, were $157 million in 2008 @epresented approximately 19 percent of segeades. We believe that more than 25
percent of our total segment sales were attribatedbproducts used outside of the United Statese$imate that approximately 60 percent of
sales are derived from the less cyclical replacéresiness with the remainder being impacted byg#tusiness conditions in the retail
new construction markets.

To remain a leader in this highly competitive inlyswe are committed to being a low-cost suppdieelectric motors. We were one of the
first motor manufacturers to identify the cost-retilon potential of Mexican operations, and todaymanufacture a majority of our electric
motors in our 16 Mexican motor facilities. In 200& undertook an initiative to accelerate the cedtiction programs that were already
underway in our motor operations to enhance ourpatitive position. These initiatives included thestire of four domestic plants, three of
which were closed in 2003, the transfer of produrcto our lower cost operations in Mexico and Charad the consolidation of warehouse
facilities into three hub operations to improvetouser service while reducing cost and a ten penaghiction in the salaried workforce.
Though the primary repositioning program has noerblargely completed, we intend to continue toroj#é our operations in Mexico and
China by transferring production from higher to taveost operation:



In December 2001, we acquired Shenzhen Speedanafacturer of sub-fractional horsepower electridon®in China. In December 2002,
we acquired the Changheng Motor Group, of Changz8bina. While Changheng has an existing custorase In China, the primary
purpose of both the Shenzhen and Changheng adgpssis to further expand our ability to manufaetproducts for the U. S. market. In
November 2003 we acquired Taicang Special Motor d. (Taicang), a manufacturer of hermetic moforscommercial air conditionin
equipment. Taicang currently serves the Chineseatipas of a number of North American air conditrancompanies, and the purchase will
enhance our position in the global hermetic motarkat.

Our principal competitors in the electric motor uistty are Emerson Electric Co. and General Ele€dmpany. A number of other
companies, such as Fasco Motors (a subsidiary afriieeh Products), Baldor Electric, Regal-Beloitg@oation and Jakel Incorporated,
compete with us in specific segments of the electotor market.

WATER SYSTEMS

Our Water Systems business had sales in 2003 &f ®iflon, which were four percent or $27 millioigher than in 2002. The higher sales
were the result of a $13 million increase in salesur Chinese water heater operation as well psowed pricing for new products and higher
steel costs.

In December of 2001, we acquired the privately ledder heater manufacturer State Industries, Biat¢) for aggregate cash consideratic
$117.6 million. This was comprised of a $61.3 naillipurchase price and the assumption of $56.3amilif debt. The acquisition of State
nearly doubled the sales of our water heating lessin

We serve residential, commercial and industrial madkets with a broad range of products, including:

Residential gas and electric water heat. Our residential water heaters come in sizes ranfyjom two-gallon (point-of-use) models to 120-
gallon appliances with varying efficiency range<s Wffer traditional atmospheric water heaters as agedirect-vented and power-vented
models for today’s energy efficient homes. Domestgidential water heater sales in 2003 were apmiaiely $445 million or 63 percent of
segment revenues.

Standard commercial water heater®ur gas, oil and electric water heaters comeapacities ranging from 50 to 100 gallons and aesl xy
customers who require a consistent, economicaksanirhot water. Typical applications include rassats, hotels and motels, laundries, car
washes and small businesses.

Approximately 80% of the residential and commerniakrkets consist of the replacement of existinglpet, although new construction is
also an important factor for the business. Our Wagestems business also manufactures and marletgbp commercial water heaters,
copper-tube boilers, expansion tanks and relatedyats and parts.

We are one of the two largest manufacturers an#tetens of water heaters in North America, manufaeguapproximately 2.9 million units
in 2003. We have a leading share in the commen@sdr heating segment, and we believe we are tlyedomestic manufacturer that offers
standard and specialty commercial water heaterystedWe believe that our comprehensive commepe@luct line gives us a competitive
advantage in this higher-margin segment of the mraating industry. We also are one of the leaitetise residential water heating segment
with an extensive line of high-efficiency gas athec&ic models.

Government regulations are having a significantaotpn the United States water heating industrgiiBeng in July of 2003, United States
water heater manufacturers were required to comvjily new flammable vapor ignition resistant stanidafor residential gas water heaters.
These new regulations, developed by the manufastimeooperation with the United States Consumedirct Safety Commission, dictate
that gas water heaters must be designed to prageatst accidental ignition of flammable vaporssesliby spilled gasoline or other liquids
addition, a United States government requiremeimdeease the efficiency of residential gas andtatewater heaters went into effect on

January 24" of this year.

Our water systems wholesale distribution chanr@ughes more than 2,600 wholesale plumbing distotsuthat serve residential, commercial
and industrial markets. We also sell our residémta&er heaters through the retail channel. In ¢thannel, our customers include four of the
six largest national hardware and home center shainluding a long-standing private label relasioip with Sears, Roebuck and Co.

Our principal domestic water heating competitodude Rheem Manufacturing Company, Inc. and, sadr extent, American Water He:
Company and Bradford-White Corporation. We also pet®a against a number of companies, such as Lash@erporation, Raypak, Inc.,
Teledyne Laars Jandy Products (a subsidiary of WRikeTechnologies, Inc.), and many smaller, regi@mompetitors, in certain segments of
the United States water heater market, as wellagnous competitors in international markets.



RAW MATERIAL

Raw materials for our manufacturing operations,alvfdonsist primarily of steel, copper and aluminane, generally available from several
sources in adequate quantities. We hedge the nyagdrour annual copper and aluminum purchasesdtept against price volatility.

SEASONALITY
There is no significant seasonal pattern to ouscbaated quarterly sales and earnings.
RESEARCH AND DEVELOPMENT, PATENTS and TRADEMARKS

In order to improve competitiveness by generatiegy products and processes, we conduct researateaetbpment at our Corporate
Technology Center in Milwaukee, Wisconsin as welhiour operating units. Total expenditures feeagch and development in 2003, 2002
and 2001, were $34.6, $30.4 and $27.6 million,eetpely.

We own and use in our businesses various tradentaaki® names, patents, trade secrets and licaNbdle. a number of these are important
to us, we do not consider a material part of owiress to be dependent on any one of them.

EMPLOYEES

Our company and its subsidiaries employed appraeind 7,000 employees as of December 31, 2003.
BACKLOG

Normally, none of our operations sustain signifidaacklogs

ENVIRONMENTAL LAWS

Our operations are governed by a variety of fedstate and local laws intended to protect therenment. While environmental
considerations are a part of all significant cdmtgenditures, compliance with the environmerdald has not had a material effect and is not
expected to have a material effect upon the cagiaénditures, earnings, or competitive positioowfcompany. See ltem 3.

FOREIGN SALES
Total U.S. export sales from our operations wei@ $80 and $91 million in 2003, 2002 and 2001, eetipely.
AVAILABLE INFORMATION

We maintain a website with the address www.aosaogth. The information contained on our website is motuded as a part of, or
incorporated by reference into, this Annual ReporForm 10-K. Other than an inves®own Internet access charges, we make availasd
of charge through our website our Annual ReporForm 10-K, quarterly reports on Form 10-Q and aurreports on Form 8-K, and
amendments to these reports, as soon as reasqmabticable after we have electronically filed sacaterial with, or furnished such material
to, the Securities and Exchange Commission.

The company is committed to sound corporate goveand has documented its corporate governancegasiby adopting the A. O. Smith
Corporate Governance Guidelines. The Corporate fBanee Guidelines, Criteria for Selection of Digest Financial Code of Ethics, the

A. O. Smith Guiding Principles, as well as the ¢dar for the Audit, Personnel and Compensation, iNating and Governance and the
Investment Policy Committees and other corporategwmnce materials may all be viewed on the compamgbsite. Any waiver of or
amendments to the Financial Code of Conduct oAthH@. Smith Guiding Principles also would be postedhis website; to date there h:



been none. Copies of these documents will be sestbtkholders free of charge upon written requé#te corporate secretary at the address
shown on the cover page of this Form 10-K.

ITEM 2 — PROPERTIES

We manufacture our products in 41 plants worldwideese facilities have an aggregate floor spa&3df7,000 square feet, consisting of
5,260,000 square feet owned by us and 1,658,000 adeet of leased space. Twenty-seven of ouiitfasilare foreign plants with 2,781,000
square feet of space, of which 1,292,000 squateafedeased.

The manufacturing plants presently operated byreisisted below by industry segment.

United States Foreign
Electrical Products McMinnville, TN; Mebane, NC; Acuna, Mexico (2);
(3,864,000 sq. ft.) Mt. Sterling, KY; Owosso, Ml; Bray, Ireland;
Scottsville, KY; Tipp City, OH; Budapest, Hungary;
Upper Sandusky, OH Gainsborough, England;

Juarez, Mexico (11)
Monterrey, Mexico (3)
Jiangsu Province, China (3)
Shenzhen, Chin

Water Systems Ashland City, TN; Charlotte, NC; Juarez, Mexico;
(3,053,000 sq. ft.) Cookeville, TN; Florence, KY; Nanjing, China
Franklin, TN; McBee, SC; Stratford, Canada:
Renton, WA Veldhoven, The Netherlant

The principal equipment at our facilities consstpresses, welding, machining, slitting and otinetal fabricating equipment, winding
machines, and furnace and painting equipment. \Y&rdeour plants and equipment as well-maintainetaaequate for our needs. Multishift
operations are used where necessary.

In addition to our manufacturing facilities, our YibHeadquarters and Corporate Technology Cengelogated in Milwaukee, Wisconsin.
We also have offices in Alsip, Illinois; El Pasexgs; London, England; and Singapore.

ITEM 3 — LEGAL PROCEEDINGS

We are involved in various unresolved legal acti@ninistrative proceedings and claims in ther@di course of our business involving
product liability, property damage, insurance cagey, patents and environmental matters includiaglisposal of hazardous waste. Although
it is not possible to predict with certainty the@me of these unresolved legal actions or thegafigpossible loss or recovery, we believe
these unresolved legal actions will not have a niateffect on our financial position or resultsagerations. A more detailed discussion of
these matters appears in Note 14 of Notes to Ciolaget! Financial Statements.

ITEM 4 — SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of the sectdtders during the fourth quarter of 20

EXECUTIVE OFFICERS OF THE COMPANY

Pursuant to General Instruction of G(3) of Forr-K, the following is a list of the executive officeas of January 5, 2004 which is inclut



as an unnumbered Item in Part | of this reportgn bf being included in the company’s Proxy Staganfor its 2004 Annual Meeting of
Stockholders.

RANDALL S. BEDNAR

Vice President — Information Technology

Mr. Bednar, 51, was elected vice president—infoiomatiechnology in July 2001. From 1996 until 2068,was vice president and chief
information officer of the Gates Corporation. Priotthe Gates Corporation, he held a series ofrimdion technology assignments
during 15 years at Rockwell Automatic

CHARLES J. BISHOP

Vice President — Corporate Technology

Dr. Bishop, 62, has been vice president-corporatBriology since 1985. Dr. Bishop joined the compariy981.

MICHAEL J. COLE

Vice President — Asia

Mr. Cole, 59, was elected vice president-Asia ir®hal996. Previously he was vice president-emergiagkets of Donnelly
Corporation, an automotive suppli

DONALD M. HEINRICH

Senior Vice President and President - A. O. SmigittEical Products Company

Mr. Heinrich, 51, was elected senior vice presiderduly 2001 and has been president of A. O. SHi#cetrical Products Company, a
division of the company, since July 2001. He joided. Smith Electrical Products Company in Jani2090 as senior vice president-
operations. He also served as president of Smitergiass Products Company, a former division otthrapany, from November 19
through January 2000. Mr. Heinrich joined the compia October 1992 as vice presic-business developmet

PAUL W. JONES

President and Chief Operating Officer

Mr. Jones, 55, was elected president and chiefatipgrofficer in January 2004. Previously, from 838 October 2002, he was
chairman and chief executive officer of U.S. Cammpany. U.S. Can Company is a leading providerexistontainers for personal
care, household, automotive, paint, industrial gmekialty products in the United States and EurBper to the U.S. Can Company,
was Chief Executive Officer of Greenfield Indussti@ global supplier of cutting tools. He is a dioe of Federal Signal Corporatic
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JOHN J. KITA
Vice President, Treasurer and Controller

Mr. Kita, 48, was elected vice president, treasaret controller in April 1996. From 1995 to 1996, Was treasurer and controller.
Prior thereto, he served as assistant treasure bim joined the company in 19t

KENNETH W. KRUEGER

Senior Vice President and Chief Financial Officer

Mr. Krueger, 47, became senior vice president dmef éinancial officer in August 2000. Previouslg ivas a group vice president,
finance and business planning at Eaton Corporafdor to Eaton, he was vice president, financeRockwell Automation, where he
worked from 1983 to 199!



RONALD E. MASSA

Senior Vice President and President - A. O. SmititéProducts Company

Mr. Massa, 54, became president of A. O. Smith Wateducts Company, a division of the company,ghriiary 1999. He was
elected senior vice president in June 1997. Heesleag the president of A. O. Smith Automotive PatsliCompany, a former division
of the company, from June 1996 to April 1997. Heswree president of A. O. Smith Water Products Camgeom 1995 to June 1996
and held other management positions in the WatmuRts Company prior thereto. He joined the compariyp77.

ALBERT E. MEDICE

Vice President — Europe

Mr. Medice, 61, was elected vice president-Europ®995. Previously, from 1990 to 1995, he was #megal manager of A. O. Smith
Electric Motors (Ireland) Ltd., a subsidiary of tbempany. Mr. Medice joined the company in 198&ias president-marketing for its
Electrical Products Company divisic

EDWARD J. O’CONNOR

Vice President — Human Resources and Public Affairs

Mr. O’Connor, 63, has been vice president-humaawess and public affairs for the company since618& joined the company in
1970.

ROBERT J. OTOOLE

Chairman of the Board of Directors and Chief Exeeu©Officer

Mr. O'Toole, 63, became chairman of the board oéators in March 1992. He is a member of the Inmesit Policy Committee of the
board of directors. He was elected chief execudifieer in March 1989. He was elected presidenigfobperating officer and a direc
in 1986. Mr. O'Toole joined the company in 1963. ida director of Briggs & Stratton Corporationckay Mutual Insurance
Company, Marshall & lIsley Corporation and Sensieathnologies Corporatio
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STEVE W. RETTLER

Vice President — Business Development

Mr. Rettler, 49, was elected vice presiddénitsiness development in July 1998. Previously hewiee president and general manag
Brady Precision Tape Co., a manufacturer of spgdiape products for the electronics marl

W. DAVID ROMOSER

Vice President, General Counsel and Secretary

Mr. Romoser, 60, was elected vice president, géosetmsel and secretary in March 1992.



PART Il

ITEM 5 — MARKET FOR THE REGISTRANT 'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

(a) Market Information Our Common Stock is listed on the New York Steskhange under the symbol AOS. The Class A
Common Stock of A. O. Smith Corporation, formeistéd on the American Stock Exchange under the sy@BICA, was
voluntarily delisted by the company in August 200&lls Fargo Shareowner Services, N.A., P.O. Ba35@4 St. Paul,
Minnesota 55164-0854 serves as the registrar, stankfer agent and the dividend reinvestment afgerthe company’s
Common Stock

Quarterly Common Stock Price Range

2003 1st Qtr. 2nd Oftr. 3rd Qtr. 4th Otr.
High $29.33 $32.94 $36.48 $36.72
Low 23.55 26.26 27.24 27.96
2002 1st Qtr. 2nd Otr. 3rd Qtr. 4th Qtr.
High $28.50 $32.25 $32.75 $29.62
Low 19.00 25.32 24.90 20.56

(b) Holders As of January 31, 2004, the approximate numbshafeholders of record of Common Stock and Cla€®Wmon
Stock were 1,100 and 400, respectivi

(c) Dividends Dividends declared on the common stock are showiote 16 of Notes to Consolidated Financial Stegets
appearing elsewhere herein. The company’s credieagents contain certain conditions and provisianigh restrict the
company’s payment of dividends. Under the mostiaiste of these provisions, retained earnings181%0 million are
unrestricted as of December 31, 20
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ITEM 6 —SELECTED FINANCIAL DATA
(Dollars in Millions, except per share amour




Net sales continuing operation

Earnings (Loss

Continuing operation

Discontinued operation:
Operating los
Loss on dispositio

Net earning:

Basic earnings (loss) per shi
of common stocl

Continuing operation

Discontinued operatior

Net earning:

Diluted earnings (loss) per she
of common stocl

Continuing operation

Discontinued operatior

Net earning:

Cash dividends per common sh

Total asset

Long-term debf”)
Total stockholders' equi

Years ended December 81

2003®@ 2002034 20010 2000 19990
1,530.7 $ 1,469.. $ 1,151.. $ 1,247.¢ $ 1,070.:
52.2 51.7 14.F 41.7 50.7
- - - - (0.9)
- - - (11.9 (7.0)
- - - (11.9 (7.9
522 $ 51.2 $ 145 $ 29.6 $ 42.4
1.8C $ 1.9C $ 61 $ 1.7¢ $ 2.17
- - - (.51) (.34)
1.8C $ 1.9C $ 61 $ 127 $ 1.8
1.7€ $ 1.8¢ $ 61 $ 1.7€ $ 2.11
- - - (.5C) (.33)
1.7¢ $ 1.8¢ $ 61 $ 1.2¢ $ 1.7¢
58 $ 54 $ 52 $ 5C $ 48

December 31

2003 2002 2001 2000 1999
1,279.¢ $ 1,224.¢ $ 1,293.¢ $ 1,064.¢ $ 1,065.¢
170.1 239.1 390.2 316. 351.%
576.2 511.1 452.( 448.¢ 431.1

(€Y The company has accounted for the fiberglass pjpigngid and dry storage and automotive busineasediscontinued operations in
consolidated financial statements. On Decembe®80 2the company sold its fiberglass piping busreesd on January 10, 2001, the
company sold its liquid and dry storage business. $ote 3 of Notes to Consolidated Financial Statgmincluded elsewhere here

(@) In November 2003, the company acquired the motawufaeturing assets of Taicang Special Motor Cal,.L$ee Note 2 of Notes to
Consolidated Financial Statements included elsesvherein

©) Effective January 1, 2002, the company changeméiod of accounting for goodwill and identifialiangible assets with indefinite
lives. See Note 8 of Notes to Consolidated Findr&@ements included elsewhere her

4) On July 1, 2002, the company acquired the hernmedior assets of the Athens Products division o€tEddux. In December 2002, the
company acquired the motor manufacturing assetg@ofjsu Changheng Group Co. Ltd. (Changheng). &= Nof Notes to
Consolidated Financial Statements included elsesvherein

©) On December 28, 2001, the company acquired allebtitstanding stock of State Industries, Inc.aaufacturer of a comprehensive
line of residential and commercial water heateee Bote 2 of Notes to Consolidated Financial Statemincluded elsewhere here

(6) On August 2, 1999, the company acquired the as§dfegneTek, Inc.'s domestic electric motor busgasd six wholly owned

foreign subsidiaries

@) Excludes short-term debt and the current portiolomd-term debt.
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ITEM 7 — MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

LIQUIDITY AND CAPITAL RESOURCES

We recorded net earnings of $52.2 million or $Ip@6share in 2003, compared with $51.3 million 186 per share recorded in 2002 and
$14.5 million, or $.61 per share in 2001. While eatnings were flat, the lower earnings per sharauat in 2003 as compared to 2002
reflects the full year impact of our stock offerimgMay 2002. The significant improvement in eagsnn 2002 was primarily a result of cost-
reduction actions in our Electrical Products busénend synergies related to the acquisition oeStatustries, Inc. (State). Our individual
segment performance will be discussed later ingbdtion.

Our working capital, excluding short-term debt (deseussion below), was $305.9 million at Decengfer2003 compared with $225.1
million and $221.6 million at December 31, 2002 &atember 31, 2001, respectively. The $80.8 millimmease in 2003 reflects $46.6
million higher inventory balances due primarilyetensive manufacturing repositioning in our eleatnotor business and several new
product introductions and manufacturing consolmatn our water systems business. Additionallyeneble balances were $21.2 million
higher due to price increases associated with medygt introductions in our water systems busiggsan increase in international sales,
which tend to have longer payment terms. Finall§1a.1 million increase in accounts payable balamzas almost completely offset by $9.4
million in restructuring expenses paid out in 2008e small increase in working capital in 2002 wase to higher cash balances. Reducing
working capital will be one of our major initiatisén 2004.

Cash provided by operating activities during 20@%825.3 million compared with $112.2 million dgri2002 and $49.8 million in 2001.
The higher investment in working capital during 2@Xplains the majority of the difference betwe®02and 2002. Significantly higher
earnings levels and a $12.4 million tax refund®02 explain the majority of the improvement in 2@@&h provided by operating activities
compared with 2001. With 2004 forecasted earnif@2@®0 to $2.40 per share and successful workapital reduction efforts, we expect
cash provided by operating activities to be appnately $120 to $140 million.

Our capital expenditures were $44.9 million in 2@@8pared with $42.5 million is 2002 and $35.3 imillin 2001. The increase in 2003 was
associated with new product launches in our watstiesns business. The increase in 2002 was assbeidteour acquisition of State. We are
projecting 2004 capital expenditures to be betwigtmhand $50 million and to be slightly less thaojgxted 2004 depreciation expense. We
believe that our present facilities and plannedtabpxpenditures are sufficient to provide adegquepacity for our operations in 2004.

We have a $250 million credit facility with a groopnine financial institutions that expires on Aisg2, 2004. Borrowings under bank credit
lines and in the commercial paper market are supgday the credit facility, and have in the pastrbelassified as long-term debt. Since the
term of the facility at December 31, 2003 is ldemtone year, $96.8 million of debt has been dladsas shorterm. We expect to replace 1
credit facility during the second quarter of 2084 December 31, 2003, we had available borrowirgacéy of $153.2 million under this
facility. We believe that the combination of avaiborrowing capacity and operating cash flow withvide sufficient funds to finance our
existing operations for the foreseeable future.

To take advantage of historically low long-termioaving rates, we issued $50.0 million in senioresotvith two insurance companies in June
2003. The notes range in maturity between 201328i6 and carry a weighted average interest ragégiftly less than 4.5 percent. The
proceeds of the notes were used to repay comm@agier and borrowing under the credit facility. Gauerage, as measured by the ratio of
total debt to total capitalization was 32 perceotyn slightly from 33 percent at the end of 2002.
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Aggregate Contractual Obligations
A summary of our contractual obligations as of Deber 31, 2003 is as follows:

(dollars in millions) Payments due by period

Less Than 1-3 3-5 More than
Contractual Obligation Total 1 year Years Years 5 years
Shor-term Debi $ 9.6 $ 9.6 $ - $ - 8 -
Long-term Debt 172.7 8.€ 22.4 48.2 93.t
Capital Lease 6.C -- -- 6.C --
Operating Lease 58.¢ 14.¢ 24.: 9.3 10.€

Purchase Obligatior 80.C 76.2 3.7 -- --



Total $ 414 $ 196.2 $ 504 $ 63.E $ 104.1

We utilize blanket purchase orders to communicapeeted annual requirements to many of our supgplRequirements under blanket
purchase orders generally do not become “firm”lwgitiweeks prior to the company’s scheduled urodpction. The purchase obligation
amount included above represents the value of ctmmenis considered firm.

Our pension plans continue to meet all funding ireguents under ERISA regulations, and under cuettarial assumptions, we do not
expect any significant minimum funding requiremeiotsseveral years. See Note 12 of Notes to Cotst@d Financial Statements.

In 2002, we completed the sale of 4.8 million skareour common stock at $28.25 per share anddmiah debt with the $127.5 million net
proceeds. Additionally during 2002, we recorded 4457 million non-cash charge to equity as a resiutie accumulated benefit obligations
of our pension plan exceeding the fair value ofglas assets.

In connection with acquisitions, purchase liakektiwere recorded at the respective acquisitiorsdateemployee severance and relocation as
well as certain facility exit costs. See Note Naotes to Consolidated Financial Statements. Alroesuring activities related to our purchase
liabilities were completed by December 31, 2003nRi@ing balances as of that date for purchasditiabirelate to contractual obligations
future payments, continuing severance paymentsgdarated employees and facility sale costs.

Included in other assets is a $34.0 million redeliw@ue to the payments of claims associated Wwéldip tube class action lawsuit. See Note
14 of Notes to Consolidated Financial Statemertis. réceivable is classified as a long-term assetuse the trial to recover the receivable
will not begin until early 2004 and while the triaill be concluded in 2004, the lawsuit may notceacluded until 2005 or later, should there
be an appeal of the trial court decision. We expecbllect the receivable in 2005 through thes$atition of a judgment favorable to the
company. Alternatively, collection could occur i@ if a settlement of the lawsuit is reached i defendants, Perfection Corporation,
American Meter Company and the insurance companies.

We have paid dividends for 64 consecutive yeark patyments increasing each of the last twelve y&#despaid total dividends of $.58 per
share in 2003 compared with $.54 per share in 2002.
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RESULTS OF OPERATIONS

Our sales in 2003 were $1.53 billion, an incredsk6a.6 million or 4.2 percent from sales of $1blifion in 2002. The sales increase was

to a full year impact of our 2002 acquisitionslie motor business, a 44 percent increase in sbtes &£hinese water heater operation, and
higher water heater pricing related to steel caststhe introduction of the new flammable vapoitign resistant water heaters. Sales in 2002
increased by $317.9 million or 27.6 percent fromesaf $1.15 billion in 2001. The sales increass die to our acquisitions of State in
December 2001 and Athens Products (Athens) in2002. See segment discussion below for furthelyaizal

Our gross profit margin for 2003 was 19.5 percembpared with 20.4 percent and 17.6 percent in 20022001, respectively. The decline in
margin from 2002 to 2003 was attributable to appnaely $40 million of sales from acquired busireswith margins lower than those of
our established business. The significant improvermemargin from 2001 to 2002 resulted from lowsanufacturing costs associated with
the product repositioning program at Electricald®rcis and the synergies from the State acquisition.

Selling, general and administrative expense (SG&A3 $206.2 million in both 2003 and 2002, but ae@ent of sales declined from 14.0
percent in 2002 to 13.5 percent in 2003. SG&A if2ihcreased by $60.5 million from the $145.7 millirecorded in 2001 primarily as a
result of incremental SG&A associated with the &tatquisition.

We have significant pension benefit costs and tselat are developed from actuarial valuation® ¥dluations reflect key assumptions
regarding, among other things, discount rates, @egereturn on plan assets, retirement ages and géaervice. Consideration is given to
current market conditions, including changes ieii@st rates, in making these assumptions. Our gégmior the expected rate of return on
pension plan assets was 9.0 percent in 2003 cochpatte 9.75 percent in 2002. Our 2004 assumptiondturn on assets remains at 9.0
percent which should result in pension income raitam of approximately $7.3 million in 2004. Wecrmgnized pension income of $11.6
million, $17.1 million and $20.1 million in 20030@2 and 2001 respectively, reflected as reductior®st of products sold and SG&A. See
Note 12 of Notes to Consolidated Financial Stateam

In developing our expected long-term rate of remssumption, we evaluate our pension plan’s tagsdt allocation, the historical long-term
rates of return of equity and bond indices andaitteal historical returns of our pension plan. Plan’s target allocation to equity managet
between 60 to 70 percent, with the remainder atémtarimarily to bond managers and a small allocatd private equity managers. Due to
market fluctuations, our actual asset allocationfd3ecember 31, 2003 was 72 percent to equity gensa24 percent to bond manager



percent to private equity managers and the remaindaoney market instruments. We regularly reviaw actual asset allocation and
periodically rebalance our investments to our tEgallocation when considered appropriate. Ousjoenplan’s historical 10-year and 25-
year compounded annualized returns are 11.6 peaoeint3.4 percent, respectively. We believe thét wir target allocation and tl
historical long-term returns of equity and bondided as well as our actual historical returns,®Qrpercent expected return on assets for
2004 is reasonable.

The discount rate that we utilize for determinintufe pension obligations is based on the averagde §f Moody’s Aa Corporate Bonds. The
discount rate determined on this basis has deadssm 6.75 percent at December 31, 2002, to 6626gmt at December 31, 2003. We will
continue to evaluate our actuarial assumptionsagtlannually, and we will adjust the assumptiensezessary.

Lowering the expected long-term rate of return sgets by 25 basis points would decrease our nsiqgreimcome for 2004 by approximately
$1.8 million. Lowering the discount rate by 25 Isgsoints would decrease our 2004 net pension indpnapproximately $1.3 million.

Interest expense was $12.2 million in 2003, congbar¢h $13.9 million and $16.4 million in 2002 aBA01, respectively. Decreasing intel
rates throughout the past three years coupledansifgnificant reduction in debt resulting from stwck offering in May 2002 were
responsible for the downward trend in interest espe See Note 9 of Notes to Consolidated FinaStétements.
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Amortization of intangibles in 2003 and 2002 wa2#@illion and $0.3 million, respectively, which svaignificantly lower than the $7.0
million recorded in 2001. We adopted Statementioékcial Accounting Standards (SFAS) No. 142 “Goilidand Other Intangible Assets”
as of January 1, 2002. Under the new standard,vgb@hd indefinite-lived assets are no longer atized but instead are reviewed annually
for impairment, and accordingly, goodwill amortipat of $6.7 million in 2001 was not recorded in 2Gthd 2003. See Note 8 of Notes to
Consolidated Financial Statements.

Other expense-net consists of bank fees, intarestrie and other non-operating items and has rechadtatively constant over the last three
years in the range of $1.0 million to $1.4 millic

Our effective tax rate was 33.9 percent in 20035 pércent in 2002 and 35.5 percent in 2001. Tfextfe rate in 2003 was favorably
impacted by the resolution of a federal tax audiiay 2003. The effective rate in 2002 benefiteshfithe implementation of a more efficient
tax structure for international operations.

Our 2003 net earnings improved slightly to $52.8iam from $51.3 million in 2002. Despite slighthigher net earnings in 2003, earnings
share of $1.76 were ten cents lower than 2002 mgsrper share of $1.86 as a result of the incresisaets outstanding during 2003 due to the
May 2002 stock offering.

Electrical Products

Sales in our Electrical Products segment in 2008&ssed by $34.2 million to $824.6 million from $78 million in 2002. The increase was
due primarily to our 2002 acquisitions of Athensl dlne Jiangsu Changheng Motor Group Co. Ltd. (Chang). Sales in 2002 were $12.3
million lower than sales of $802.7 million in 20@xcluding approximately $20 million in sales ditriable to the Athens acquisition, sales
declined $32.0 million from 2001 to 2002. Salethi® heating, ventilating and air conditioning maylkcluding Athens, declined by 6.0
percent in 2002 and accounted for the majorityheftbtal decrease in sales.

Operating earnings for our Electrical Products segmvere $54.2 million in 2003 or $3.4 million lekan 2002. The decrease was
attributable primarily to pricing and manufacturiogsts related to the repositioning program. Wthikre was a delay in recognition of cost
savings related to the 2003 repositioning actisjtige achieved significant results consideringrilimber of simultaneous relocation activit
During 2003 we closed three facilities including mMicello, Indiana; Athens, Tennessee and RiplepnEssee. Additionally, we moved
significant amounts of production from four otheSUfacilities.

Operating earnings in 2001 were $20.8 million isahe of a norrecurring pretax charge of $8.1 million and goodlatihortization expense
$6.7 million and compare with 2002 operating eagaiof $57.6 million. The $36.8 million increaseoiperating earnings from 2001 to 2002
was partially attributable to the $8.1 million noeeurring charge and $6.7 million goodwill amortiaa incurred in 2001, with the remainder
resulting from the cost reduction program announnete fourth quarter of 2001. The program coesisif consolidation of warehouse
facilities, salaried workforce reduction, and reltson of domestic production to Mexico and China.

We are continuing to expand our motor productigmacity in China and in November of 2003 completegldcquisition of Taicang Special
Motor Co., Ltd. near Shanghai. This acquisition @ipand our motor manufacturing capability to u# hermetic motors in China.

Water Systems
Sales for our Water Systems segment were $706libmih 2003, or $27.4 million higher than salest6f78.7 million in 2002. The sales
growth was driven by a January 2003 price incréasever higher steel costs, a 44 percent incrisaser Chinese operations and



introduction of the new flammable vapor ignitiosistant products. These increases were partidibgblby lower unit sales of commercial
and residential retail product. Sales of $678.7iomlin 2002 increased by $330.2 million over sa€$348.5 million in 2001. Our State
acquisition contributed $312.6 million with the raiming increase attributable to higher volume F& base residential and commercial
business and the China operation.
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Operating earnings of $57.2 million in 2003 wergtdly lower than the $58.4 million earned in 208Mbst of the decline was associated with
the flammable vapor ignition resistant productadtiction costs, in combination with lower salesigher margin commercial product
throughout the year. The improvement in operatagiags from $39.2 million in 2001 to $58.4 milliaom2002 was the result of the State
acquisition and its related synergies, as welhasiased sales volume in the base business.

Critical Accounting Policies

Our accounting policies are described in Note Natles to Consolidated Financial Statements. Alstisdosed in Note 1, the preparation of
financial statements in conformity with accountprinciples generally accepted in the United Stegesiires the use of estimates and
assumptions about future events that affect theuatsaeported in the financial statements and apemrying notes. Future events and their
effects cannot be determined with absolute cestaiftierefore, the determination of estimates rexguihe exercise of judgment. Actual res
inevitably will differ from those estimates, andchuifferences may be material to the financiaiesteents.

The most significant accounting estimates inheirettie preparation of our financial statementsudel estimates associated with the
evaluation of the recoverability of certain assetsuding goodwill and receivables resulting frone payment of claims associated with the
dip tube class action lawsuit (see Note 14 of NtaegSonsolidated Financial Statements) as welhasd estimates used in the determination
of liabilities related to warranty activity, litigian, product liability, environmental matters, gmehsions and other post-retirement benefits.
Various assumptions and other factors underliel#iermination of these significant estimates. Ttoeg@ss of determining significant
estimates is fact-specific and takes into accoaetbfs such as historical experience and trendsirasome cases, actuarial techniques. We
constantly reevaluate these significant factorsadjdstments are made when facts and circumstalctase. Historically, actual results have
not significantly deviated from those determinethgghe estimates described above.

Recent Accounting Pronouncements

The Financial Accounting Standards Board has isSF8S No. 143, “Accounting for Asset Retirement i@alions,” and SFAS No. 146,
“Accounting for Costs Associated with Exit or Digab Activities.”We adopted SFAS No. 143 on January 1, 2003. Adotidhis statemer
did not have a material impact on our consolidéiteghcial statements. SFAS No. 146 is effectivedit or disposal activities initiated after
December 31, 2002. Adoption of this statement dichave a material impact on our consolidated firgrstatements.

Outlook

As we look ahead to 2004, we have a strong baggefdormance. The year 2003 was one of challendeaacomplishment. During the year
we transferred a substantial portion of our donsestitor manufacturing operations to lower-costlifées in Mexico and China. In the water
heater business we undertook the most significattyzt line transformation in our history. Unforaely, accomplishing these transitions
hurt profitability and resulted in lower operatiogsh flow due to increased working capital andruestiring expenditures. Restoring working
capital to its proper level will be a major inifiz in 2004.

In October, we forecasted 2004 earnings of $2.42t60 per share. The profit improvement in 2004t lvéi driven largely by the initiatives
completed in 2003. In the motors business, we éx@éd| year’s impact of the transition to Mexias well as the ramp-up in China, will
generate pretax earnings of $15 million. In theev&eater business, a full yeasales of flammable vapor ignition resistant poydas well a
the introduction of NAECA compliant product is exped to generate $15 million ptax. The focusing of commercial water heater prtida
in our McBee, South Carolina plant, with residemieduct relocated to Ashland City, Tennesseejeeted to provide $5 million in pre-tax
impact.

However, in response to recent developments, omadgr21st of this year, we adjusted our 2004 egmguidance to a range between $2.20
and $2.40 per share from the previous range of0#.42.60 a share. This change was due to rawrialatest pressures, particularly for st
and the loss of a sales contract by a major maitstomer.

We expect first quarter earnings to approximatebtlé per share earned in the first quarter of 2003
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OTHER MATTERS

Environmental



Our operations are governed by a number of fedstate and local environmental laws concerninggireeration and management of
hazardous materials, the discharge of pollutantstire environment and remediation of sites ownethb company or third parties. We have
expended financial and managerial resources conplyith such laws. Expenditures related to envirental matters were not material in
2003 and are not expected to be material in amglesiyear. Although we believe that our operatiarssabstantially in compliance with such
laws and maintain procedures designed to maintaimpdiance, there are no assurances that substaddalonal costs for compliance will r
be incurred in the future. However, since the skEaws govern our competitors, we should not be gladea competitive disadvantage.

Market Risk

We are exposed to various types of market risksyasily currency and certain commodities. We mondtor risks in such areas on a
continuous basis and generally enter into forwaudifatures contracts to minimize such exposurepéoiods of less than one year. We da
engage in speculation in our derivatives strategiegher discussion regarding derivative instruteéncontained in Note 1 of Notes to
Consolidated Financial Statements.

Commaodity risks include raw material price flucioas. We use futures contracts to fix the costwfexpected needs for certain raw
materials (i.e. copper and aluminum) with the ofdyecof reducing price risk. Futures contracts puechased over time periods and at volume
levels which approximate expected usage. At Dece®be2003, we had commodity futures contracts arting to $55.5 million of

commodity purchases. A hypothetical 10 percent ghan the underlying commaodity price of such coctisavould have a potential impact of
$5.6 million. It is important to note that gaingddnsses from the company'’s futures contract amwill be offset by gains and losses in the
underlying commodity purchase transactions beirtpbd.

In addition, we enter into foreign currency forwaahtracts to minimize the effect of fluctuatingdimn currencies. At December 31, 2003,
we had net foreign currency contracts outstandfrifl82.4 million. Assuming a hypothetical 10 pertcerovement in the respective
currencies, the potential foreign exchange gaioss associated with the change in rates would attou$13.2 million. It is important to nc
that gains and losses from our forward contragviies will be offset by gains and losses in thelarlying transactions being hedged.

Our earnings exposure related to movements ingsteates is primarily derived from outstandingflog-rate debt instruments that are
determined by short-term money market rates. Atedaer 31, 2003, we had $103.3 million in outstagdioating-rate debt with a weighted-
average interest rate of 1.4 percent at year ergpthetical 10 percent annual increase or deergathe year-end average cost of our
outstanding floating-rate debt would result in arge in annual pretax interest expense of $0.1omill

Forward-Looking Statements

This report contains statements that we believéfaraard-looking statements” within the meaningtbé Private Securities Litigation
Reform Act of 1995. Forward-looking statements galiy can be identified by the use of words suchnaay,” “will,” “expect,” “intend,”
“estimate,” “anticipate,” “believe,” “continue,” arvords of similar meaning. These forward-lookingtements are subject to risks and
uncertainties that could cause actual resultsfferdnaterially from those anticipated as of théedaf this filing. Factors that could cause such
a variance include the following: instability iretitompany’s electric motor and water products ntarkeability to generate the synergistic
cost savings from the acquisition of State Indastrthe inability to implement cost-reduction pangs; adverse changes in general economic
conditions; significant increases in raw materiatgs; competitive pressures on the company’s lessies; and the potential that assumptions

on which the company based its expectations aceimate or will prove to be incorrect.

ITEM 7A —QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET 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 balsineets of A. O. Smith Corporation as of Decerihe£003 and 2002, and the rele
consolidated statements of earnings, comprehemsinengs, stockholders’ equity, and cash flowseeh of the three years in the period
ended December 31, 2003. Our audits also inclugedinancial statement schedule listed in the ingtdkem 15(a). These financial
statements and schedule are the responsibilityeo€dmpany’s management. Our responsibility iscgress an opinion on these financial
statements and schedule based on our audits.

We conducted our audits in accordance with audigtagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabeut whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢onsolidated financial position of A. O.
Smith Corporation at December 31, 2003 and 2002 tlae consolidated results of its operations asdash flows for each of the three years
in the period ended December 31, 2003, in confgrmith accounting principles generally acceptethim United States. Also, in our opinion,
the related financial statement schedule, whenideresd in relation to the basic financial stateragaken as a whole, presents fairly in all
material respects the information set forth therein

As discussed in Note 8 to the consolidated findrst&ements, effective January 1, 2002, A. O. B@irporation changed its method of
accounting for goodwill and identifiable intangildesets with indefinite lives.

Ernst & Young LLP

Milwaukee, Wisconsin
January 19, 200



19

CONSOLIDATED BALANCE SHEETS

December 31 (dollars in millions)

2003 2002
Assets
Current Assets
Cash and cash equivale $ 187 $ 32.¢
Receivable 236.1 215.t
Inventories 247.C 200.¢
Deferred income tax 14.2 26.7
Other current asse 31.C 12.¢
Total Current Assets 547.i 488.:
Net property, plant and equipmi 358.7 362.7
Goodwill 303.¢ 302.¢
Other intangible 7.1 6.8
Other asse 62.€ 64.7
Total Assets $ 1,279.¢ % 1,224.¢
Liabilities
Current Liabilities
Shoi-term debt $ 96.€ $ -
Trade payable 144.t 131.¢
Accrued payroll and benef 30.t 38.7
Accrued liabilities 37.7 60.1
Product warrant 18.¢ 19.t
Income taxe 1.€ 1.8
Lon¢-term debt due within one ye 8.€ 11.7
Total Current Liabilities 338.¢ 263.2
Lon¢-term debt 170.1 239.1
Product warrant 43.2 43.7
Pos-retirement benefit obligatio 17.C 17.2
Deferred income taxi 27.¢ 7.t
Pension liability 61.€ 90.¢
Other liabilities 45 52.2
Total Liabilities 703.% 713.¢
Commitments and contingencies (Notes 9 an
Stockholders' Equity
Preferred Stoc -- --
Class A Common Stock (shares issued 8,53@88@,595,435 427 43.C
Common Stock (shares issued 24,018,432 a/9$2327) 24.C 24.C



Capital in excess of par val
Retained earning

Accumulated other comprehensive |
Treasury stock at cc

Total Stockholders' Equity

Total Liabilities and Stockholders' Equity

See accompanying notes which are an integral pénese statements
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CONSOLIDATED STATEMENT OF EARNINGS

Years ended December 31 (dollars in millions, ekpep share amounts)

73.€ 73.E
623.¢ 588.L
979 (1219
(91.1) (96.0)
576.2 511.1

$ 1,279 $ 1,224

2003 2002 2001
Net sale: $ 1530.0 % 1469..$ 1,151.
Cost of products so 1,232.( 1,169.: 948.¢
Gross profi 298.7 299.¢ 202.
Selling, general and administrative expel 206.2 206.2 145.5
Interest expens 12.2 13.€ 16.4
Amortization of intangible 0.2 0.3 7.C
Restructuring and other char -- -- 9.4
Other expens- net 1.1 1.C 1.4
79.C 78.4 22.F
Provision for income taxe 26.¢ 27.1 8.C
Net Earnings 52.z2 $ 51.2 $ 14.5
Net Earnings Per Share of Common Stoc 1.8C $ 1.9C $ 0.61
Diluted Net Earnings Per Share of Common Stoc 17¢ $ 18¢ $ 0.61
CONSOLIDATED STATEMENT OF COMPREHENSIVE EARNINGS (L OSS)
Years ended December 31 (dollars in millions)
2003 2002 2001
Net Earnings 52.2 $ 51.2 § 14t
Other comprehensive earnings (lc
Foreign currency translation adjustme 4.2 3.1 (2.0
Unrealized net gain (loss) on cash flow deies
instruments, less related income tax efé
$(8.4) in 2003, $2.1 in 2002 and $0.3 in2 13.1 (3.9 0.9
Adjustment to additional minimum pension ligki
less related income tax effect of $(4.72003 anc
$75.2 in 200 7.4 (114.% -




Comprehensive Earnings (Lo $ 76.¢ $ 63.7 % 13.1

See accompanying notes which are an integral pénese statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Years ended December 31 (dollars in millions)

2003 2002 2001

Operating Activities
Net earning $ 52z  $ 5.z  $ 14.5
Adjustments to reconcile net earnings to ¢
provided by operating activitie

Depreciatiol 49.¢ 49.1 38.t
Amortizatior 2.3 1.€ 8.€
Net change in current assets and liagd (78.2) 8.2 11.2
Net change in noncurrent assets and ligisi (1.5) 2.3 (22.7)
Othe 0.7 0.3 0.3
Cash Provided by Operating Activities 25.2 112.2 49.¢
Investing Activities
Acquisition of businesst (4.9 (23.9) (118.0
Capital expenditure (44.9) (42.5) (35.9)
Cash Used in Investing Activities (49.7) (65.9) (153.9
Financing Activities
Shor-term debt retirer- net (13.9) -- --
Lonc-term debt incurre: 50.C -- 90.5
Lonc-term debt retire (11.9) (156.9) (11.7)
Net proceeds from common stock offer -- 127.k --
Net proceeds from option activ 2.€ 5.8 1.4
Dividends pait (16.¢) (14.9) (12.9)
Cash Provided by (Used in) Financing Activities 10.4 (37.2) 68.t
Cash Flow Provided by (Used in) Discontinued Operains 0.7 3.C 40.4
Net increase (decrease) in cash and cashatquis (14.7) 12.1 5.4
Cash and cash equivale-beginning of yea 32.¢ 20.7 15.2
Cash and Cash Equivalent-End of Year $ 187  $ 326 $ 20.7

See accompanying notes which are an integral pénese statements.
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CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY



Years ended December 31 (dollars in millions)

2003 2002 2001

Class A Common Stock
Balance at beginning of ye 43.C 435 % 43.7
Conversion of Class A Common Stc (0.3 (0.5 (0.2
Balance at end of ye 427 43.C % 43.F
Common Stock
Balance at beginning of ye 24.C 23¢ % 23.¢
Conversion of Class A Common Stc - 0.1 0.1
Balance at end of ye 24.C 24C % 23.¢
Capital in Excess of Par Value
Balance at beginning of ye 73.t 548 % 53.€
Conversion of Class A Common Stc 0.3 0.4 0.1
Exercise of stock optior (0.9 (2.9 (0.7
Tax benefit from exercise of stock optic 0.8 2.4 1.1
Sale of Common Stoc - 18.4 -
Stock incentives and directors' compensa 0.2 0.3 0.1
Balance at end of ye 73.¢ 735 % 54.¢
Retained Earnings
Balance at beginning of ye 588.t 551t § 549.:
Net earning: 52.2 51.2 14.t
Cash dividends on Common Stc (16.8) (14.9) (12.9)
Balance at end of ye 623.¢ 588t § 551t
Accumulated Other Comprehensive Los:
Balance at beginning of ye (121.9 6.9 ¢ (5.5)
Foreign currency translation adjustme 4.2 3.1 (2.0
Unrealized net gain (loss) on cash flow deriva

instruments, less related income tax effec

$(8.4) in 2003, $2.1 in 2002 and $0.3 in 2 13.1 (3.4 (0.9
Adjustment to additional minimum pension liabillgss

related income tax effect of $(4.7) in 2003 aii8.8

in 2002 7.4 (114.9) -
Balance at end of ye (97.2) (1219 $ (6.9
Treasury Stock
Balance at beginning of ye (96.0) (2149) $ (2169
Sale of Common Stoc -- 109.( --
Exercise of stock options, net of 10,325 shi

surrendered as proceeds in 2 3.t 8.€ 1.t
Stock incentives and directors' compensa 1.4 1.2 0.1
Balance at end of ye (91. (96.0 $ (2149
Total Stockholders' Equity 576.2 511.1  $  452.(

See accompanying notes which are an integral pénese statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization and Significant Accounting Polies

Organization. A. O. Smith Corporation (the company) is a manufieest serving customers worldwide. The company’sompjoduct lines
include fractional and integral horsepower altdénmaturrent (A/C), direct current (D/C) and hermedlectric motors, as well as residential
and commercial water heaters. The company’s preduet manufactured and marketed primarily in NAurtierica. Electric motors are sold
principally to original equipment manufacturers astributors. Water heaters are sold principallpiumbing wholesalers and retail outlets.

Consolidation. The consolidated financial statements include to®ants of the company and its wholly owned subsig$ after elimination
of intercompany transactions.

Use of estimates The preparation of financial statements in camioy with accounting principles generally accepitethe United States
requires management to make estimates and assas it affect the amounts reported in the accogipgriinancial statements and notes.
Actual results could differ from those estimates.

Fair value of financial instruments. The carrying amounts of cash and cash equivalsrdsivables, and trade payables approximated fair
value as of December 31, 2003 and 2002, due tshtbet maturities of these instruments. The carrgimpunt of longerm debt approximate
fair value as of December 31, 2003 and 2002, basexlirrent rates offered to the company for delit thie same or similar maturities. The
fair values of derivative financial instruments discussed later in this footnote.

Foreign currency translation. For all subsidiaries outside the United Statedy e exception of all Mexican operations and thin&
operations of the company’s Electrical Productsreay, the company uses the local currency as thaifunal currency. For those operations
using a functional currency other than the U.Sladphssets and liabilities are translated into. d@lars at year-end exchange rates, and
revenues and expenses are translated at weightedg@vexchange rates. The resulting translatiarsadgnts are recorded as a separate
component of stockholders’ equity. The Mexican agiens and the China operations of the companygstEtal Products segment use the
U.S. dollar as the functional currency as such afi@ns are a direct and integral component of trepany’s U.S. operations. Gains and
losses from foreign currency transactions are gedlin net earnings.

Cash and cash equivalentsThe company considers all highly liquid investisegenerally with a maturity of three months @slevhen
purchased, to be cash equivalents.

Inventory valuation. Inventories are carried at lower of cost or marietst is determined on the last-in, first-out (L)FR®ethod for
substantially all domestic inventories which coraprdl percent and 92 percent of the company’sitotahtory at December 31, 2003 and
2002, respectively. Inventories of foreign subsigmand supplies are determined using the firdfifist-out (FIFO) method.

Property, plant and equipment.Property, plant and equipment are stated at cegirdgiation is computed primarily by the straighel
method. The estimated service lives used to comgrytecciation are generally 25 to 50 years fordigs and 5 to 20 years for equipment.
Maintenance and repair costs are expensed aséacurr

Goodwill and other intangibles.The company adopted Statement of Financial Accogritandards (SFAS) No. 142, “Goodwill and Other
Intangible Assets,” effective January 1, 2002. UrfsleAS No. 142, goodwill and indefinite-lived ingihle assets (totaling $3.0 million at
December 31, 2003 and 2002) are no longer amortimédre reviewed for impairment on an annual b&sparable intangible assets that are
not deemed to have an indefinite life are amortimea straight-line basis over their estimateduldefes which range from 5 to 30 years.
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1. Organization and Significant Accounting Polies (continued)

Impairment of long-lived and amortizable intangible assetsProperty, plant and equipment and intangible assddgect to amortization are
reviewed for impairment whenever events or chaimgegcumstances indicate that the carrying amaouay not be recoverable. If the sum of
the expected undiscounted cash flows is less thaparrying value of the related asset or grougsséts, a loss is recognized for the
difference between the fair value and carrying @atithe asset or group of assets. Such analysesswily involve significant judgment.

Derivative instruments. Effective January 1, 2001, the company adopted SNA.SL33, as amended, which requires that all dérvie
instruments be recorded on the balance sheetratalaie and establishes criteria for designatiah effectiveness of the hedging relationsh
Any fair value changes are recorded in net earmimggher comprehensive earnings (loss). The cuiwalaffect of adopting SFAS No. 133
was not material to the compé s consolidated financial statements as of Janua2@d1.



The company utilizes certain derivative instrumeatenhance its ability to manage currency expasang raw materials price risks.
Derivative instruments are entered into for periodissistent with the related underlying exposuresdo not constitute positions indepenc
of those exposures. The company does not entecamtivacts for speculative purposes. The cont@et®xecuted with major financial
institutions with no credit loss anticipated foildiae of the counterparties to perform.

Commodity Futures Contracts

In addition to entering into supply arrangementthimnormal course of business, the company alsrseimto futures contracts to fix the cost
of certain raw material purchases, principally aapgnd aluminum, with the objective of minimizinganges in cost due to market price
fluctuations.

The commodity futures contracts are designatedaandunted for as cash flow hedges of a forecasdeddction. Derivative commodity
assets of $15.7 million are recorded in other curassets as of December 31, 2003 and derivativenaality liabilities of $1.8 million are
recorded in accrued liabilities as of December2BD2. The value of the effective portion of thetcacts of $15.6 and $1.7 million as of
December 31, 2003 and 2002, respectively, was dedan accumulated other comprehensive earnings)(loet of tax, and reclassified into
cost of products sold in the period in which theenying transaction was recorded in earnings féive portions of the commodity hedges
are recorded in earnings in the period in whichitieéfectiveness occurs. The impact of hedge ingiffeness on earnings was not material in
2003, 2002 and 2001.

Foreign Currency Forward Contrac

The company is exposed to foreign currency exchaisgeas a result of transactions in currenciegiothan the functional currency of certain
subsidiaries. The company utilizes foreign currefocward purchase and sale contracts to manageothélity associated with foreign
currency purchases, sales, and certain intercomipangactions in the normal course of businesstr@ats typically have maturities of one
year or less. Principal currencies include the Maxipeso, Hungarian forint, British pound, Canadialtar, Euro and U.S. dolla

Forward contracts are designated and accounteasfoash flow hedges of a forecasted transactionva@®e currency liabilities of $1.0

million and $3.9 million as of December 31, 2008 2002, respectively, are recorded in accruedliiegs. Gains and losses on these
instruments are recorded in accumulated other cehemsive earnings (loss), net of tax, until theeulythg transaction is recorded in
earnings. When the hedged item is realized, gaifssses are reclassified from accumulated othempeehensive earnings (loss) to the
statement of earnings. The assessment of effeetbeeior forward contracts is based on changesifotfivard rates. These hedges have been
determined to be perfectly effective.
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1. Organization and Significant Accounting Polies (continued)

The majority of the amounts in accumulated othenm@hensive earnings (loss) for cash flow hedgesgpected to be reclassified into
earnings within one year.

The following table summarizes, by currency, thetcactual amounts of the company’s foreign currefecyard contracts.

December 31 (dollars in millions) 2003 2002
Buy Sell Buy Sell

Euro $ - 8 - $ 3C % 2.0
Canadian dolla -- 8.2 - -
British pound 2.8 2.2 - -
Hungarian forint 0.8 -- 3.2 -
Mexican pesc 122.¢ -- 89.¢ --

Total $ 126.2 $ 104 % 96.C $ 2.0

The forward contracts in place at December 31, 2082002, amounted to approximately 92 percen®angercent, respectively, of the
company’s anticipated subsequent year exposut@idse currencies hedged.

Revenue recognitionThe company recognizes revenue upon transferefwhich generally occurs upon shipment of thedpo to the
customer



Contracts and customer purchase orders are ggnesaitl to determine the existence of an arrangerSaigping documents are used to
verify delivery. The company assesses whethereahiag price is fixed or determinable based upanpgayment terms associated with the
transaction and whether the sales price is sutjaetfund or adjustment. The company assesse<tbility based primarily on the
creditworthiness of the customer as determinedréglicchecks and analysis, as well as the cust@npayment history.

Accruals for customer returns for defective prodaret based on historical experience with similpetyof sales. Accruals for rebates and
incentives are based on pricing agreements angesyerally tied to sales volume. Changes in suctuatsmay be required if future returns
differ from historical experience or if actual salelume differ from estimated sales volume. Redbatel incentives are recognized as a
reduction of sales.

Compensated absencefn the fourth quarter of 2001, the company charitgdacation policy for certain employees so thatation pay is
earned ratably throughout the year and must be lmggdar-end. The accrual for compensated abseveceseduced by $1.6 million in 2001
to eliminate vacation pay no longer required t@aberued under the current policy.

Advertising. Advertising costs are charged to operations agiaedwand amounted to $18.4, $16.2 and $8.8 mitliaring 2003, 2002 and
2001 respectively.

Research and developmenResearch and development costs are charged tatiopsras incurred and amounted to $34.6, $30.452db
million during 2003, 2002 and 2001, respectively.

Product warranty. The company’s products carry warranties that gélyai@ge from one to six years and are based wnsti¢hat are
generally accepted in the market place. The compaegrds a liability for the expected cost of watyarelated claims at the time of sale. The
allocation of our warranty liability between curtemd long-term is based on expected warranty slambe paid in the next year as
determined by historical product failure rates.
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1. Organization and Significant Accounting Polies (continued)

The following table presents the company’s produmtranty liability activity in 2003 and 2002:

Years ended December 31 (dollars in millions) 2003 2002

Balance at beginning of ye $ 632 3% 69.€
Expense 29.1 29.¢
Claims settlec (30.2) (29.7)
Customer warranty waiver (. -- (7.2
Balance at end of ye $ 621 % 632

Note to table:

@ In exchange for other concessions, the customeadn&ed to accept responsibility for units theyenpurchased from the company
which become defective. The amount of the warragggrve applicable to the estimated number of pnésgiously sold to this
customer that may become defective has been réddssom the product warranty liability to a defed revenue accour

Environmental costs.The company accrues for losses associated with@maental obligations when such losses are protzatie
reasonably estimable. Costs of estimated futuremdipures are not discounted to their present védeeoveries of environmental costs from
other parties are recorded as assets when theiptes considered probable. The accruals are tatjuss facts and circumstances change.

Stock based compensatioriThe company has one stock-based employee compangdin (see Note 11). SFAS No. 123, “Accounting fo
Stock-Based Compensation,” encourages, but doagqoire companies to record compensation costémk-based employee compensation
plans at fair value. The company has chosen taraentpplying Accounting Principles Board Opinion.5, “Accounting for Stock Issued
to Employees,” and related interpretations, in aatiog for its stock option plans. Accordingly, bese the number of shares is fixed and the
exercise price of the stock options equals the atgrkice of the underlying stock on the date ohfjrao compensation expense has been
recognized.

Had compensation cost been determined based updaitlvalue at the grant date for awards undeptaes based on the provisions of SF
No. 123, the compar's pro forma earnings and earnings per share waNg been as follows:



Years ended December 31 (dollars in millions, ekpep share amounts) 2003 2002 2001

Earnings:
As reporte( $ 522 $ 51 $ 14t
Deduct: Total stock based employee compensatipanst
determined under fair value based methetpf tax (1.9 (1.6 (1.¢)
Pro forme $ 504 $ 497 $ 127

Earnings per shan
As reported

Basic $ 1.8 $ 19C $ 0.61

Diluted 1.7¢ 1.8¢ 0.61
Pro forma

Basic $ 174 $ 184 $ 0.5¢

Diluted 1.7C 1.8C 0.5:

Earnings per share of common stockThe numerator for the calculation of basic andtdduearnings per share is net earnings. The falig
table sets forth the computation of basic and eilwweighted-average shares used in the earninghpss calculations:

2003 2002 2001
Denominator for basic earnings per sl--weightec-
average shares outstand 29,031,28 27,002,10 23,648,13
Effect of dilutive stock option 679,56 646,96 266,64¢
Denominator for diluted earnings per sh 29,710,85 27,649,06 23,914,78
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1. Organization and Significant Accounting Polies (continued)
Reclassifications.  Certain prior year amounts have been recladsié conform to the 2003 presentation.

New accounting standardsDuring 2002, the Financial Accounting StandardsrBassued SFAS No. 143Atcounting for Asset Retireme
Obligations,” and SFAS No. 146, “Accounting for @#ssociated with Exit or Disposal Activities.” 86 No. 143 was adopted by the
company on January 1, 2003. Adoption of this statardid not have a material impact on the compaoytsolidated financial statements.
SFAS No. 146 is effective for exit or disposal aitieés initiated after December 31, 2002. Adoptadrihis statement did not have a material
impact on the company’s consolidated financialestegnts.

2. Acquisitions

In November 2003, the company acquired certairasstts of Taicang Special Motor Co., Ltd. (Taicaaghanufacturer of commercial
hermetic electric motors located in Suzhou, Jiafygwince, China. The total cost of the acquisitias $4.0 million including future
payments of $2.3 million. This cost exceeded tlieviaue of the net assets acquired by $0.4 millidrnich was recorded as goodwill in the
Electrical Products segment.

In July 2002, the company acquired certain nettasge¢he Athens Products (Athens) division of EBiectrolux Group. In December 2002,
company acquired the motor manufacturing assettaofjsu Changheng Group Co. Ltd. (Changheng). dtaédost of these acquisitions was
$25.0 million including future payments of $3.1 lioih and acquisition costs of $0.1 million and exeted the fair value of the net assets
acquired by $3.7 million which was recorded as gabdn the Electrical Products segment. Athenssdshin Athens, Tennessee, is a
manufacturer of hermetic motors for both scroll aaciprocating compressors. Changheng is locatéueidiangsu province of China and
manufactures air-moving motors.

In December 2001, the company acquired all of thtstanding stock of State Industries, Inc. (Steégte, located in Ashland City,
Tennessee, is a manufacturer of residential amtfiatd commercial water heaters which complemestsvtiolesale channel of distribution
with a strong presence in the retail market. Thgregpte cash consideration paid to acquire Statebd/a7.6 million. This was comprised of a
$61.3 million purchase price (including $3.5 mitliof acquisition costs) and the assumption of $&@IBon of debt. Goodwill of $63.7

million was recorded within the Water Systems segime

In December 2001, the company acquired a 100 peecgiity interest in Shenzhen Speeda Industriesl@d. and is utilizing the facilit



located in China to manufacture sub-fractional telecnotors. The total purchase price of $3.3 midliincluding future payments of $0.7
million, exceeded the fair value of the assets medquprincipally plant and equipment) by $0.8 mifl and was recorded as goodwill within
the Electrical Products segment.

The respective purchase prices for the TaicanggghChangheng, State and Shenzhen acquisitioesalecated to the assets acquired and
liabilities assumed based upon current estimatéisenf respective fair values at the date of adjois The operating results of these
companies have been included in the company’s didased financial statements since the dates ofiiaitipn. The pro forma effect of these
acquisitions, individually and in the aggregate plgonot be significant to 2003 or 2002 operatinguits.

In connection with the company’s acquisitions, aggite purchase liabilities were recorded at theeets/e acquisition dates for employee
severance and relocation, as well as certain fia@kit costs. All restructuring activities relaterithe company’s purchase liabilities were
completed by December 31, 2003. Remaining balameed that date for purchase liabilities relatedatractual obligations for future
payments, continuing severance payments to sedagaiployees and facility sale costs.
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2. Acquisitions, continued

The following table presents an analysis as offanthe two-year period ended December 31, 20GBetompany’s purchase liabilities
incurred in connection with the company’s recemjiésitions:

Lease
Severance Relocation cancellation Other exit
(dollars in millions) costs costs costs costs Total
Balance at December 31, 2C $ 82 $ 11 % 0t $ 0€ $ 10.4
Acquisition of Athens Produc 3.6 -- -- 0.3 4.2
Cash paymen (4.9 -- (0.7 (0.6) (5.2
Revision to estimat 0.3 (0.9 (0.7 1.2 0.t
Asset dispos: -- -- -- (0.6) (0.6)
Balance at December 31, 2C 8.C 0.2 0.3 0.¢ 9.4
Cash paymen (5.9 -- (0.2 -- (6.2)
Revision to estimat 0.2 (0.2 -- -- --
Balance at December 31, 2C $ 23 % - 8 01 $ 08 $ 3.3

3. Divestitures and Discontinued Operations

In January 2001, the company sold its liquid andstiorage business, operated as Engineered StBradacts Company. The net after-tax
proceeds of $33.0 million from the sale are inctbdecash flow provided by discontinued operatiom2001.

4. Business Improvement Programs

In the fourth quarter of 2001, the company recondstiructuring and other charges of $9.4 milliohe Tharges include employee separation
costs of $7.7 million associated with product ompenent manufacturing repositioning and the reatignt of certain administrative
functions. The reduction of workforce was approxieha100 salaried and 540 hourly employees. Intamdithe company recorded facility
impairment and lease charges of $1.7 million regmésg estimated costs of vacated facilities. Afitructuring activities related to our
business improvement program were completed bymbee31, 2003. Remaining balances as of that ddtesirestructuring reserve relates
to contractual obligations for future payments antuing severance payments to separated employees

The following table presents an analysis of the pany’s business improvement program reserve asdfa the two-year period ended
December 31, 2003:

Lease
Severance cancellation Asset
(dollars in millions) costs costs impairment Total
Balance at December 31, 2C $ 6.¢ $ 0.8 $ 0¢c $ 8.6

Cash paymen (2.7 (0.7) -- (2.9
Asset dispos: -- -- (0.5 (0.5



Revision to estimal
Balance at December 31, 2C

Cash paymen

Asset dispos:

Revision to estimal

Balance at December 31, 2C

5. Statement of Cash Flows

Supplemental cash flow information is as follows:

(0.6) - - (0.6)
4.2 0.1 0.4 4.7
(3.2) (0.2) - (3.9
- - (0.6) (0.€)
0.9 - 0.2 (0.2)
0€ $ - $ - $ 0.6

Years ended December 31 (dollars in millions) 2003 2002 2001
Net change in current assets and liabilit
Receivable $ (212) $ 1.9 $ 16.1
Inventories (45.2) (0.6) 7.C
Other current asse (1.5 0.3 0.2
Trade payable 13.1 (5.9 7.3
Accrued liabilities, including payroll and beits’ (25.9 8.8 (9.0)
Income taxe 1.6 7.€ (10.9)
$ (7182 $ 82 § 11.2
6. Inventories
December 31 (dollars in millions) 2003 2002
Finished product $ 153.¢ $ 130.7
Work in proces: 48.2 39.7
Raw material 70.¢ 58.2
Inventories, at FIFO co: 272.¢ 228.7
LIFO reserve 25.¢ 28.Z
$ 247.C $ 200.¢
7. Property, Plant and Equipment
December 31 (dollars in millions) 2003 2002
Land $ 10¢ $ 10.C
Buildings 140.C 1412
Equipment 568.( 535.(
718.¢ 686.2
Less accumulated depreciati 360.2 323t
$ 358.1 % 362.%
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8. Goodwill

In connection with the adoption of SFAS No. 142 dompany completed the transitional goodwill impeent test, which required the
company to compare the fair value of its reportings to the carrying value of the net assets efréspective reporting units as of January 1,
2002. Based on this analysis, the company concltiggdo impairment existed at the time of adoptamd, accordingly, the company has
recognized any transitional impairment loss. Aaxditlly, the company concluded that no impairmeigtes at the time of the annual
impairment tests which were performed in the fogularter of 2003 and 2002, respectively. The tvpmréng units used to test goodwill for
impairment are Electrical Products and Water System

Changes in the carrying amount of goodwill during years ended December 31, 2003 and 2002, resgdgctionsist of the following:

Electrical Water
(dollars in millions) Products Systems Total
Balance at December 31, 2C $ 230 $ 65.1 $ 2951
Acquisition of businesses (see Note¢ 3.7 -- 3.7
Adjustment to finalize 2001 acquisitio 0.1 3.5 3.€
Balance at December 31, 2C 233.¢ 68.€ 302.4
Acquisition of businesses (see Not¢ 0.4 -- 0.4
Adjustment to finalize 2002 acquisitio 1.C -- 1.C
Balance at December 31, 2C $ 235z $ 68.6 $ 303.

As required by SFAS No. 142, the results of operetifor periods prior to its adoption have not besstated. The following table reconciles
reported net earnings and earnings per share tiopra net earnings and earnings per share thadwave resulted for the year ended
December 31, 2001, if SFAS No. 142 had been adaifedtive January 1, 2001:

Year ended December 31 (dollars in millions, exgeptshare amounts) 2001

Net earnings as report $ 14!
Goodwill amortizatior- after tax 4.3
Assembled workforce amortizatic- after tax 0.2
Net earning«- pro forma $ 19

Basic earnings per sha

As reporte( $ 6!
Pro forme .8C
Diluted earnings per shar
As reporte( $ 6!
Pro forme 79
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9. Debt and Lease Commitments



December 31 (dollars in millions) 2003 2002

Bank credit lines, average y-end interest rate (

of 1.7% for 2003 and 2.9% for 20 $ 6.5 $ 27.2
Commercial paper, average y-end interest rate ¢
of 1.4% for 2003 and 1.7% for 20 90.: 83.2

Term notes with insurance companies, expiring thinc
2018, average ye-end interest rate of 6.3% f

for 2003 and 7.1% for 20( 166.Z 127.¢
Other notes, expiring through 2012, average-end

interest rate of 2.5% for 2003 and 2.6% for2 12.F 12.F

275.F 250.¢

Less shorterm debt 96.¢ --

Less loni-term debt due within one ye 8.6 11.7

Long-term deb $ 170.1  $ 239.1

The company has a $250 million multi-year revolvangdit agreement with a group of nine financiatitutions, which expires on August 2,
2004. The company expects to extend this revolenedit agreement prior to its expiration. Borrowsngnder the company’s bank credit lines
and commercial paper borrowings are supported dyedholving credit agreement. As the revolving d@ragreement expires in less than one
year, outstanding borrowings of bank credit lined aommercial paper are classified as «term debt at December 31, 2003. At its option,
the company maintains either cash balances orfpagsor bank credit and services.

During June 2003, the company issued an addit®@Imillion in senior notes with two insurance c@nigs. The notes range in maturity
between 2013 and 2016 and carry a weighted-avénsgyest rate of slightly less than 4.5 percent Ploceeds of the notes were used to
repay commercial paper and revolver borrowing.

The company’s credit agreements and term notesicoogrtain conditions and provisions which restiie company’s payment of dividends.
Under the most restrictive of these provisionsiretd earnings of $131.0 million are unrestrictedBDecember 31, 2003.

Scheduled maturities of long-term debt within eatthe five years subsequent to December 31, 22@3as follows: 2004-$8.6; 2005-$8.6;
2006-$6.9; 2007-$6.9; 2008-$9.6 million.

Future minimum payments under non-cancelable apgrigases relating mostly to office, manufacturamgl warehouse facilities total $58.8
million and are due as follows: 2004-$14.6; 20058%$2006-$7.7; 2007-$6.8; 2008-$5.5 and thereafte$14.4 million. Rent expense
including payments under operating leases, wasi$222.0 and $19.0 million in 2003, 2002 and 208%pectively.

Interest paid by the company was $12.2, $13.9 aed3$million in 2003, 2002 and 2001, respectively.
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10. Stockholders’ Equity

The company’s authorized capital consists of 3iomilshares of Preferred Stock $1 par value, 14anikhares of Class A Common Stock $5
par value, and 60 million shares of Common Stock&1lvalue. The Common Stock has equal dividerusigith Class A Common Stock
and is entitled, as a class, to elect 25 percetiteoBoard of Directors and has 1/10th vote peresha all other matters.

On May 10, 2002, the company completed the sadg7af6,065 shares of Common Stock held in treadurg.$127.5 million net proceeds
from the offering were used to reduce long-termtdeb

During 2003, 2002 and 2001, 64,505, 91,049 and386shares, respectively, of Class A Common Stodle wenverted into Common Stock.
Regular dividends paid on the Class A Common SamekCommon Stock amounted to $.58, $.54 and $.68h@ee in 2003, 2002 and 2001,
respectively.

At December 31, 2003, 32,595 and 3,270,754, stedrétass A Common Stock and Common Stock, respalgtiwere held as treasury sto
At December 31, 2002, 32,595 and 3,476,844 shd@kss A Common Stock and Common Stock, respdgtiveere held as treasury stock.

Accumulated other comprehensive loss is as follows:



December 31 (dollars in millions) 2003 2002

Cumulative foreign currency translation adjustme $ 0.8 $ (3.9
Unrealized net gain (loss) on cash flow derivathstruments 9.3 (3.9
Additional minimum pension liabilit (107.9 (114.9)

$ (979 $ (121.9

11. Stock Options

The company adopted the A. O. Smith Combined Exexilticentive Compensation Plan (the “plan”) effeetlanuary 1, 2002. The plan
supercedes and replaces two predecessor inceptivgensation plans. The plan provides for the issziaf 1.5 million stock options at
exercise prices equal to the fair value of CommimtiSon the date of grant. Additionally, any shates would have been available for stock
option grants under either of the predecessor plagssch plans were in effect, will be availabte firanting of stock option awards under the
plan. The options granted become exercisable omefs@n date of grant and, for active employeepijrexten years after date of grant. The
number of shares available for granting of optiahBecember 31, 2003, was 990,350.

Participants may also be awarded shares of resirgtbck under the plan. The company granted 43h8319,000 shares of restricted
Common Stock under the plan in 2003 and 2002, otispéy. The restricted shares were valued at $iildlon and $1.3 million at the date of
issuance in 2003 and 2002, respectively, and willdrognized as compensation expense ratably loee¢hitee-year vesting period.
Compensation expense of $0.6 and $0.1 million wasgnized in 2003 and 2002, respectively.
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11. Stock Options (continued)
Changes in option shares, all of which are ComntookS were as follows:

Years Ended December 31

Weighted-
Average
Per Share
Exercise
Price 2003 2002 2001
Outstanding at beginning of ye $ 18.5¢ 2,585,001 2,733,601 2,448,501
Granted
200:--$28.70 per shar 28.7( 286,40(
200:--$26.88 per shat 296,40(
200:--$15.14 per shat 510,70(
Exercisec
200:--$16.33 to $18.33 per she 17.41 (146,80()
200:--$8.67 to $18.33 per she (432,40()
200:--$5.63 to $16.33 per she (225,60()
Expired
200:--$27.25 to $29.03 per she - (12,600 -
Outstanding at end of ye
(200:--$13.56 to $29.03 per sha 19.67 2,724,601 2,585,001 2,733,601

Exercisable at end of ye 18.6( 2,438,20! 2,288,601 2,222,901



The following table summarizes weighted-averagerimition by range of exercise prices for stockatioutstanding and exercisable at
December 31, 2003:

Weighted-
Options Weighted- Options Weighted- Average

Outstanding at Average Exercisable at Average Remaining

Range of December 31, Exercise December 31, Exercise Contractual
Exercise Prices 2003 Price 2003 Price Life
$ 13.56 545,30( $ 13.5¢ 545,30( $13.5¢ 7 years
$15.14 to $18.3 1,268,10! 16.3¢ 1,268,10! 16.3¢ 5years
$26.88 t0 $29.0 911,20( 27.9( 624,80( 27.5F  8years

2,724,601 2,438,201

The weighted-average fair value per option at thte @f grant during 2003, 2002 and 2001 using tlaekBScholes option-pricing model, was
$11.14, $9.71 and $5.30, respectively. Assumptioer® as follows:

2003 2002 2001
Expected life (years 6.4 6.3 6.C
Risk-free interest rat 3.7% 3.2% 4.7%
Dividend yield 2.2% 2.2% 2.2%
Expected volatility 43.9% 41.2% 37.%%
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12. Pension and Other Post-retirement Benefits

The company provides retirement benefits for alitéthStates employees including benefits for empdsyof discontinued operations which
were earned up to the date of sale. Plan assetsstpnimarily of marketable equities and debt s#ies. The company also has several
foreign pension plans, none of which are mateoidhé company’s financial position.

The company has a defined-contribution profit sigadind retirement plan covering the majority osidaried nonunion employees which
provides for annual company contributions of 35cpat to 140 percent of qualifying contributions mdxy participating employees. The
amount of the company’s contribution in excess®p8rcent is dependent upon the company'’s proliitablhe company also has defined-
contribution plans for certain hourly employees ethprovide for annual matching company contribugion

The company has several unfunded defined-benefitqgtirement plans covering certain hourly andusedl employees that provide medical
and life insurance benefits from retirement to &§eCertain hourly employees retiring after Januar¥996, are subject to a maximum ani
benefit and salaried employees hired after Dece®bet 993, are not eligible for post-retirement roalbenefits.
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12. Pension and Other Post-retirement Benefite@dntinued)
Obligations and Funded Status

The following tables present the changes in beoéligations, plan assets and funded status foredtimpension and post-retirement plans
and the components of net periodic benefit costs.

Pension Benefits Post-retirement Benefits

Years ended December 31 (dollars in millions) 2003 2002 2003 2002
Change in benefit obligations
Benefit obligation at beginning of ye $ (7039 $ (650.5) $ (182 $ (165
Service cos (7.5 (8.3 (0.2 0.3
Interest cos (46.9) (46.9) 1.7 1.2
Participant contribution -- -- (0.6) 0.5
Plan amendmen 7.8 1.2 0.2 --
Actuarial losses including assumption chan (56.5) (49.0 1.1 (1.5
Benefits paic 55.€ 52.C 1.6 1.8
Benefit obligation at end of ye $ (7519 $ (7039 $ (179 $ (183
Change in plan asset
Fair value of plan assets at beginning of \ $ 592¢ $ 704 % - $ -
Actual return on plan asse 127.¢ (60.9) -- --
Contribution by the compar 2.C 0.8 1.3 1.3
Participant contribution -- -- 0.€ 0.t
Benefits paic (55.€) (52.0) (1.9 (1.8
Fair value of plan assets at end of y $ 6671 $ 592¢ $ - $ -
Benefit obligations in excess of plan assets $ B4 $ (111 $ (179 $ (183
Unrecognized net actuarial loss (ge 200.¢ 205.7 (1.4 (0.2
Unrecognized prior service cost (crec 0.2 8.C -- (0.4
Net amount recognize $ 1162 $ 102¢ $ (18.79) % (18.9)
Amounts recognized in the statemen

financial position
Other asset $ - $ 532 §% - $ -
Accumulated other comprehensive loss before 177.¢ 189.¢ -- --
Current liabilities -- (1.8 1.7 (1.6
Non-current liabilities (61.€) (90.9) (17.0 (17.2)
Net amount recognize $ 1162 $ 102¢ $ (18.79) % (18.9)
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12. Pension and Other Po-retirement Benefits (continued)



Pension Benefits Post-retirement Benefits

Years ended December 31 (dollars in millions) 2003 2002 2001 2003 2002 2001

Components of net periodic benefit cos

Service cos $ 75 $ 83 $ 52 $ 02 $ 03 $ 0.3
Interest cos 46.¢ 46.€ 41.€ 11 1.2 1.3
Expected return on plan ass (66.3) (73.9) (68.7) -- -- --
Amortization of prior service co: 0.4 1.C 1.C (0.2 (0.2 (0.2
Amortization of transition ass -- -- (0.5 -- -- --
Amortization of net actuarial ga -- -- -- -- -- (0.7
Definec-benefit plan cost (incom: (11.¢) (17.7) (20.) $ 11 % 12 % 1.3

Various U.S. define-contribution
Plans cos 4.5 4.7 2.4

$ (7)) $ (124 $ (17.9)

The projected benefit obligation, accumulated bigoéligation, and fair value of plan assets far tompany’s pension plans, both of which
are underfunded, with accumulated benefit obligetim excess of plan assets were $751.3, $730.3&6id1 million, respectively, as of

December 31, 2003, and $703.9, $686.6 and $592ii8mrespectively, as of December 31, 2002.
Additional information
The change in the minimum liability included in etlcomprehensive income is as follows:

Post-retirement

Pension Benefits Benefits
Years ended December 31 (dollars in millions) 2003 2002 2003 2002
Increase (decrease) in minimum liability includadther
comprehensive income, net of $ (74 $ 1147 3% - $ -

Assumptions
Actuarial assumption used to determine benefitgaltions at December 31 are as follows:

Post-retirement
Pension Benefits Benefits

2003 2002 2003 2002

Discount rate 6.25% 6.75% 6.25% 6.75%
Rate of compensation incree 4.0(% 4.0(% 4.0(% 4.0(%
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12. Pension and Other Post-retirement Benefite@ntinued)

Actuarial assumptions used to determine net paribenefit cost for the year ended December 31 fislasvs:



Pension Benefits Post-retirement Benefits

Years ended December 31 2003 2002 2001 2003 2002 2001
Discount rate 6.75% 7.25% 7.5(% 6.75% 7.25% 7.5(%
Expected lon-term return on plan asse 9.0(% 9.75% 10.0(% n/e n/e n/e
Rate of compensation incree 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%

In developing the expected long-term rate of reagsumption, the company evaluated its pensioriglarget asset allocation and historical
long-term rates of return of equity and bond indicEhe company also considered its pension plasterical 10-year and 25-year
compounded annualized returns of 11.6 percent 8rddercent, respectively.

Assumed health care cost trend rates

Assumed health care cost trend rates as of Decesiibare as follows:

2003 2002
Health care cost trend rate assumed for next 9.0(% 7.00%
Rate to which the cost trend rate is assumed tiinéeche
ultimate trend rate 5.0(% 6.0(%
Year that the rate reaches the ultimate trend 200¢ 200¢

A one-percentage-point change in the assumed hesghcost trend rates would not result in a materipact on the company’s consolidated
financial statements.

Plan Assets
The company’s pension plan weighted asset allatsitdy asset category are as follows at December 31:

December 31,

Asset Category 2003 2002

Equity securitie: 72% 56%
Debt securitie! 24 41
Private equity 3 3
Other 1 --

10C% 10(%

The companys target allocation to equity managers is betwdeto &0 percent with the remainder allocated prilpéo bond managers anc
small allocation to private equity managers. Thegany regularly reviews its actual asset allocagind periodically rebalances its
investments to the targeted allocation when cons@lappropriate.

There is no company stock included in plan assddeaember 31, 2003 and 2002, respectively.
Cash Flows
The company does not expect to contribute to itsjo@ plans in 2004.
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12. Pension and Other Post-retirement Benefite@ntinued)
Estimated Future Payments

The following benefit payments, which reflect extgecfuture service, as appropriate, are expectée fmaid:



Post-

Pension retirement
Years ending December 31 (dollars in millions) Benefits Benefits
2004 $57.0 $1.3
2005 58.4 1.3
2006 59.8 1.3
2007 61.0 14
2008 62.2 1.4
Years 200¢- 2013 326.7 7.2

13. Income Taxes

The components of the provision for income taxessisted of the following:

Years ended December 31 (dollars in millions) 2003 2002 2001
Current:
Federa $ 01 $ 48 $ (109
State 14 1.€ --
Internationa 4.5 3.t 2.4
Deferred 20.¢ 17.2 15.7

$ 266 $ 271 % 8.C

The provision for income taxes differs from the U&leral statutory rate due to the following items

Years ended December 31 2003 2002 2001
Provision at U.S. federal statutory r: 35.(% 35.(% 35.(%
State income and franchise taxes, net of federadfii 3.1 3.t (.8)
International income tax rate different (3.9 2.3 2.2
Research tax credi (1.2 .39 .39
Other .5 (.4) A4
33.9% 34.5% 35.5%

Components of earnings before income taxes wefwlaws:

Years ended December 31 (dollars in millions) 2003 2002 2001
United State: $ 60.C $ 635 $ 18.¢
International 19.C 14.¢ 3.€

$ 79.C $ 784 $ 22.5
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13. Income Taxes (continued)

Total taxes paid (tax refunds received) by the camyfor continuing and discontinued operations amedito $6.7, $(10.6) and $(2.7)
million in 2003, 2002 and 2001, respectively.

No provision for U.S. income taxes or foreign withting taxes has been made on the undistributedreg of foreign subsidiaries as st
earnings are considered to be permanently inveAtddecember 31, 2003, the undistributed earnimysumted to $69.3 million.
Determination of the amount of unrecognized detetax liability on the undistributed earnings i¢ peacticable. In addition, no provision or
benefit for U.S. income taxes have been made a@igiorcurrency translation gains or loss



The tax effects of temporary differences of asaatsliabilities between income tax and financiplorting are as follows:

December 31 (dollars in millions)

2003 2002

Assets Liabilities Assets Liabilities
Employee benefit $ 41¢ % - 8 52.2 % -
Recoverable dip tube cos -- 13.1 -- 13.c
Product liability and warrant 36.2 -- 39.C --
Depreciation difference -- 44 ¢ -- 45.¢
Amortization difference -- 31.2 -- 24.1
Derivative instrument - 6.C 2.4 -
Tax loss and credit carryove 4.7 -- 6.8 --
All other 2.3 3.5 4.3 2.€
$ 85.1 $ 98.7 $ 104.¢ $ 85.€

Net asset (liability $ (13.¢) $ 19.2

These deferred tax assets and liabilities areifiledsn the balance sheet as current or long-teased on the balance sheet classification of
the related assets and liabilities as follows:

December 31 (dollars in millions) 2003 2002

Current deferred income tax ass $ 14: % 26.7
Long-term deferred income tax liabilitit (27.9 (7.5
Net asset (liability $ (13 $ 19.2

As a result of the acquisition of State, the conypzers $6.8 million of federal capital loss carryvthat expire in 2006 and $3.7 million of
tax credits, the majority of which have an unlirditearryover period. Due to the change in State ostng, the annual limitation for utilizatic
of the federal net operating loss carryovers isstipgvalent of $2.2 million of deductions.

The company also has approximately $140 milliostafe and local net operating loss carryovers.riiagrity of these carryovers expire
between 2010 and 2023.

14. Litigation and Insurance Matters

The company is involved in various unresolved legdions, administrative proceedings, and claiménordinary course of its business
involving product liability, property damage, inauce coverage, patents, and environmental maittetsding the disposal of hazardous
waste. Although it is not possible to predict witrtainty the outcome of these unresolved lega@esior the range of possible loss or
recovery, the company believes these unresolved &gions will not have a material effect on itsahcial position or results of operations.
The following paragraphs summarize noteworthy actiand proceedings.
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14. Litigation and Insurance Matters (continued)

In 1999, a class action lawsuit was filed in thetebh States District Court, Western District of Btisiri, by individuals on behalf of
themselves and all persons throughout the UnitateStvho have owned or currently own a water heaserufactured by Rheem
Manufacturing Company, A. O. Smith Corporation, doad White Company, American Water Heater Compawaghinvar Corporation and
State Industries, Inc. (the “water heater manufactli) that contains a dip tube manufactured, adesigsupplied, or sold by Perfection
Corporation between August 1993 and October 199ipAube is a plastic tube in a residential watsater that brings the cold water supply
to the bottom area of the tank to be heated. Taiafiffs and the water heater manufacturers reaalsattiement of this lawsuit which the
Court approved in 2000. The water heater manufargyraid the settlement, and all other legal astlmought against the water heater
manufacturers related to dip tube claims have biéenissed as a result of the settlement of thes@dason.

Separately, the water heater manufacturers L@ filed a direct action lawsuit in the Civil Brist Court for the Parish of Orleans, State



Louisiana, against Perfection Corporation and AozariMeter Company, the parent company of Perfecéind their insurers. This lawsuit
seeks (1) recovery of damages sustained by the wadter manufacturers related to the costs ofltéss action settlement and the handlin
dip tube claims outside of and prior to the natiatass action settlement, (2) damages for thelitalof the water heater manufacturers
assumed by Perfection Corporation by contract @hgdérsonal injuries suffered by the water heatenufacturers as a result of the
disparagement of their businesses. Also relatingeavater heater manufacturemstovery efforts, the insurers of Perfection Cogtion havi
brought third-party claims against the water heatanufacturers in a state court action in Cook ®@gutinois. This action has been stayed
by order of the Court.

Perfection Corporation has also sued the wateeheainufacturers in a separate action in Cook Golifihois. The filing by Perfection
Corporation is an attempt to preempt the Louislamsuit. This action has been stayed by order @Qburt.

As of December 31, 2003 and 2002, respectivelyctimepany recorded a long-term receivable of $34lllom (as detailed below) related to
dip tube repair claims, administrative costs, ldgak and related expenses.

(dollars in millions)

Claim payment: $22.:
Administrative cost: 7.5
Legal fees 4.2

$34.C

It is the company’s expectation that all or a sabgal portion of its costs will be recovered frétarfection Corporation, American Meter
Company and their insurers, as well as the compangurers. The water heater manufacturers havetingefd settlements with 11 insurers of
Perfection Corporation and American Meter Compaiti the proceeds of the settlements being placeddnow. Negotiating opportunities
with Perfection Corporation, American Meter Compamy the two remaining insurance company defendarnlke lawsuit continues to be
available. Management also believes the two defanttampanies have the financial ability to pay dgjment. The Company has initiated the
claim process with the company’s insurers and messly believes that, if necessary, coverage pronssivould apply. Management also
believes the two insurance companies have thediabability to pay a judgment.

The company is currently involved as a potentiedigponsible party (PRP) in judicial and administeproceedings initiated on behalf of
various state and federal regulatory agencies sge&iclean up 11 sites which have been environafigrinpacted (the “sites”) and to

recover costs they have incurred or will incurathe sites. In 2003, remediation at one suchngiecompleted and the company entered into
ade minimissettlement agreement with the United States Enmental Protection Agency (EPA). The company ha#lad its obligations
under the agreement and will have no further lighdt the site. In the fourth quarter of 2003, teenpany was notified that it has been
identified as ale minimigparty at a new site in Indiana. Based on
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14. Litigation and Insurance Matters, continued
information available concerning its involvementla site, the company expects to have minimallifiplior remediation of the site.

It is impossible at this time to estimate the tat@dt of remediation for the sites or the companitisnate share of those costs, primarily
because the sites are in various stages of thadiatiom process and issues remain open at marg/ctecerning the selection and
implementation of the final remedy, the cost of tieanedy and the compamyfiability at a site relative to the liability amiability of the othe
PRPs. The company has established reserves feitéisen a manner that is consistent with accogriinciples generally accepted in the
United States for costs associated with such clesaminen those costs are capable of being reasoestityated. To the best of the company’
knowledge, the reserves it has established, $0Bar8 million at December 31, 2003 and 2002, retpely, and insurance proceeds that are
available to the company are sufficient to cover¢bmpany’s liability. The company further believtssnsurers have the financial ability to
pay any such covered claims, and there are vidRRsRit each of the sites which have the finanbitityato pay their respective shares of
liability at the sites. The company believes that anvironmental claims in excess of reserves rarse proceeds and indemnified amounts
would not result in a material change in its resaoftoperations, financial condition or liquidity.

In addition to those sites, the company is involiretivo other environmental matters. The first imatter the company previously reported
which involves a former mine in Colorado that isngeremediated by the United States Environmentatdetion Agency (EPA). The State of
Colorado appealed the trial court’s decision toniés the State’s claims against the company toverdts costs associated with remediation
of the mine site. The Court of Appeals reversedotider dismissing those claims and remanded th&entzdck to the trial court. The compi
believes that the claims against it will ultimatély dismissed because the company was neitHemarer” nor“operator” of the site, but
was merely a stockholder in a mining corporaticat thorked the mine from 1936 to 1942. As sucha# ho liability under applicable
environmental laws to the State or any other pditye second matter involves a notification by agte party that it intends to bring a laws



against the company and other companies involvedimng operations in Colorado that caused damadleet private party’s land. Since the
company was merely a stockholder in mining corponatthat worked the mines involved in this clanoni 1936 to 1942, it expects that any
claims brought against it by the private party gy owner will also be ultimately dismissed.

With respect to non-environmental claims, the comygaas self-insured a portion of its product lidpiloss exposure and other business risks
for many years. The company has established reserieh it believes are adequate to cover incuctaiths. For the year ended

December 31, 2003, the company had $125 milliathiodi-party product liability insurance for indiwidl losses in excess of $3 million and
for aggregate annual losses in excess of $65 millile company periodically reevaluates its exposurclaims and makes adjustments t
reserves as appropriate.

15. Operations by Segment

The company has two reportable segments: Elec®icalucts and Water Systems. The Electrical Precseggment manufactures fractional
horsepower alternating current (A/C) and directentr (D/C) and integral horsepower motors useairsfand blowers in furnaces, air
conditioners and ventilating systems; industrigllegations such as material handling; as well astirer consumer products such as home
appliances and pumps, swimming pools, hot tubssaad. In addition, the Electrical Products segmariufactures hermetic motors which
are sold worldwide to manufacturers of compreseeesl in air conditioning and refrigeration systeiifee Water Systems segment
manufactures residential gas and electric wateteheas well as commercial water heating equipmsed in a wide range of applications
including hotels, laundries, car washes, factaaiss large institutions. In addition, the Water 8yss segment manufactures copper tube
boilers used in large-volume hot water and hydrdwiating applications.
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15. Operations by Segment (continued)

The accounting policies of the reportable segmargshe same as those described in the “Summaigaificant Accounting Policies”
outlined in Note 1. Intersegment sales have beeluéad from segment revenues and are immateriaradipg earnings, defined by the
company as earnings before interest, taxes, gecemabrate and corporate research and developmpanses, is used to measure the
performance of the segments and allocate resources.

Net earnings Net Sales

Years ended December 31 (dollars in
millions) 2003 2002 2001 2003 2002 2001
Electrical Product $ 54z $ 576 $ 206 % 824¢ % 790.2 % 802.7
Water System 57.2 58.4 39.2 706.1 678.7 348.t
Total segment- Operating earning 111.¢ 116.C 60.C $ 1530 $ 1469. $ 1,151.:
General corporate and resea

and development expens (20.2) (23.7) (21.7)
Interest expens (12.2) (13.9 (16.4)
Earnings before income tax 79.C 78.4 22.t
Provision for income taxe (26.8) (27.7) (8.0
Net earnings $ 522 $ 51.2 $ 14t

Net sales of the Electrical Products segment iredughles to York International Corporation of $85%173.3 and $171.9 million in 20C
2002 and 2001, respectively.

Assets, depreciation and capital expenditures by gment

Depreciation and
Amortization
(Years Ended
December 31)

Total Assets
(December 31)

Capital
Expenditures
(Years Ended
December 31)

(dollars in millions) 2003 2002 2001 2003 2002 2001

2003 2002 2001




Electrical Product $ 73271 $ 6974 $ 680.° $ 337 $ 331 $ 37C $ 25€ $ 24¢€ $ 29¢F

Water System 466.¢ 434.7 420.€ 17.€ 16.€ 8.S 19.1 17.€ 5.7
Total segment 1,198.¢ 1,132.: 1,100.¢ 51.z 50.C 45.¢ 447 42.2 35.2
Corporate asse 81.C 92.¢ 191.2 0.8 0.7 1.2 0.2 0.3 0.1
Discontinued operatiol -- -- 1.8 -- -- -- -- -- --
Total $1279.¢ $1224¢ $1293¢ $ 521 $ 507 $ 471 $ 44¢ $ 42t $ 358

Corporate assets consist primarily of cash and egslvalents, deferred income taxes and a prepaidipn asset in 2001.
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15.  Operations by Segment (continued )
Net sales and long-lived assets by geographic loicet

The following data by geographic area includessaéts based on product shipment destination amdlieed assets based on physical
location. Long-lived assets include net propertgnpand equipment; and other long-term asseteaaddde prepaid pension, other
intangibles and long-lived assets of discontinugerations.

Long-Lived Assets Net Sales
(dollars in millions’ 2003 2002 2001 2003 2002 2001
United State: $ 267.1 $ 283.C $ 283.¢ United State $ 1,295.¢ $ 1,282.¢ $ 984.2
Mexico 110.C 102.7 102.( Foreign 234.¢ 186.2 166.¢
China 32.t 26.€ 17.2 Total $ 1,530. $ 1,469.. $ 1,151.;
Other Foreigr 11.4 9.8 8.€
Total $ 421 % 4221 % 411.2

16. Quarterly Results of Operations (Unaudited)

(dollars in millions, except per share amounts)

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

2003 2002 2003 2002 2003 2002 2003 2002

Net sales $ 387.¢ $ 371¢ $ 417 $ 386.2 $ 3564 $ 3524/ $ 368.6 $ 358t
Gross profit 78.2 76.€ 83.t 81.4 61.t 66.4 75.2 75.1
Net earningt 13.7 12.1 19.¢ 18.C 6.C 10.C 12.7 11.2
Net earnings per sha
Basic A7 .51 .68 .68 21 .3t 43 3¢
Diluted A€ .5C .67 .6€ .2C .34 A2 .38
Common dividends declart 14 A3 14 A3 Ak 14 Ak 14

Net earnings per share are computed separatedafir period and, therefore, the sum of such qiyager share amounts may differ from 1
total for the year



See Note 9 for restrictions on the payment of dimis.

44

ITEM 9 —CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A —CONTROLS AND PROCEDURES

Evaluation of disclosure controls and procedures

Our chief executive officer and chief financialiofr have evaluated the effectiveness of our dssck controls and procedures as of
December 31, 2003 and have concluded that thesleslise controls and procedures were adequatefteudiee to ensure that material
information relating to the company and its cortatied subsidiaries would be made known to themthogrs within those entities.

Changes in internal controls

There were no significant changes in our interoatils over financial reporting or in other facdhat could significantly affect our
disclosure controls and procedures nor were theyesignificant deficiencies or material weaknesaeasur internal controls. As a result, no
corrective actions were required or undertaken.
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PART Il

ITEM 10 — DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information included under the heads “Election of Director’” and“Board Committee” as it relates to the Audit Committee and Re



of the Audit Committee in the company’s definitiveoxy Statement for the 2004 Annual Meeting of Bhatders (to be filed with the
Securities and Exchange Commission under Reguldatidnwithin 120 days after the end of the regidfgafiscal year) is incorporated herein
by reference. The information required regardingdtnive Officers of the company is included in Rart this Annual Report on Form 10-K
under the caption “Executive Officers of the compan

The company has a separately designated Audit Ctiegman which Kathleen J. Hempel, Gene C. Wulf diadk D. Smith serve, with Ms.
Hempel as Chairperson. All members are independwer applicable SEC and NYSE rules; Ms. HempelMndNulf are “audit committee
financial experts” in accordance with SEC rules.

The company has adopted a Financial Code of E#iipicable to its principal executive officer, pripal financial officer and principal
accounting officer. As a best practice, this Code been executed by all other company officerskagdinancial and accounting personne
well. In addition, the company has adopted a géwede of business conduct for its directors, @fficand all employees, which is known as
the A. O. Smith Guiding Principles. The Financialdgé of Ethics, the A. O. Smith Guiding Principleslather company corporate
governance matters are available on the compargtsite at www.aosmith.conThe company intends to disclose on this websije a
amendments to, or waivers from, the Financial Gufdgthics or the A. O. Smith Guiding Principlestthae required to be disclosed pursuant
to SEC rules. To date there have been no waivettsedfinancial Code of Ethics or the A. O. Smithdihg Principles. Stockholders may
obtain copies of any of these corporate governdocements free of charge by writing to the Corpo@cretary at the address on the cover
page of this Form 10-K.

The information included under the heading “Commiawith Section 16(a) of the Securities Exchangg i the company’s definitive
Proxy Statement for the 2004 Annual Meeting of Btadders (to be filed with the Securities and Exd@Commission under Regulation
14A within 120 days after the end of the registeafiscal year) is incorporated herein by reference

ITEM 11 — EXECUTIVE COMPENSATION

The information included under the heading “ExestCompensation” in the company’s definitive Pr&tgtement for the 2004 Annual
Meeting of Stockholders (to be filed with the Sétes and Exchange Commission under Regulation i#Ain 120 days after the end of the
registrant’s fiscal year) is incorporated hereinréference, except for the information requirepbyagraphs (i), (k) and (1) of Item 402(a)(8)
of Regulation S-K.

ITEM 12 — SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information included under the headings “PpatiStockholders” and “Security Ownership of Dicestand Management” in the
company'’s definitive Proxy Statement for the 200#hBal Meeting of Stockholders (to be filed with ®ecurities and Exchange Commission
under Regulation 14A within 120 days after the ehthe registrant’s fiscal year) is incorporatedeie by reference.
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ITEM 13 — CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information included under the heading “Compéina Committee Interlocks and Insider Participaitim the companys definitive Proxy
Statement for the 2004 Annual Meeting of Stockhdd#o be filed with the Securities and Exchangen@ission under Regulation 14A
within 120 days after the end of the registrarissdl year) is incorporated herein by reference.

ITEM 14 — PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information required by Item 14 of this Form and #hudit Committee’s pre-approval policy regardihg Engagement of the principal
accountant are incorporated herein by referenar fhee company’s definitive Proxy Statement for 2004 Annual Meeting of Stockholders
(to be filed with the Securities and Exchange Cossion under Regulation 14A within 120 days afterdhd of the registrant’s fiscal year)
under the heading “Report of the Audit Committee.”
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PART IV

ITEM 15 — EXHIBITS, FINANCIAL STATEMENT SCHEDULES and REPORTS ON FORM 8-K

(@) Financial Statements and Financial Statement Séb&

Form 10-
K
Page
Number
The following consolidated financial statement#of). Smith
Corporation are included in Item
Consolidated Balance Sheets at December 31, 2@D3G0?2 20
For each of the three years in the period ende@mber 31, 200:
- Consolidated Statement of Earnir 21
- Consolidated Statement of Comprehensive Earningssi 21
- Consolidated Statement of Cash Flc 22
- Consolidated Statement of Stockholders' Eq 23
24 -
Notes to Consolidated Financial Statem 44
The following consolidated financial statement stife of
A. O. Smith Corporation is included in ltem 15(
Schedule I- Valuation and Qualifying Accoun 49

Schedules not included have been omitted becaageatie not applicabl
(b) Reports on Form-K

On December 12, 2003, the company filed a CurreypioR on Form 8-K, reporting under Iltems 5 andnhaaincing the
election of Paul W. Jones as president and chiefating officer in January, 200

(¢)  Exhibits— see the Index to Exhibits on pages— 59 of this report
Pursuant to the requirements of Rule 14a-3(b)(1eSecurities Exchange Act of 1934, as amentthedcompany will, upon
request and upon payment of a reasonable fee eaterd the rate at which such copies are avaifadiie the Securities and

Exchange Commission, furnish copies to its sectnitgers of any exhibits listed in the Index to ixis.

Management contracts and compensatory plans aagamments required to be filed as exhibits pursteaitém 15(c) of Form
1C-K are listed as Exhibits 10(a) through 10(g) in lihdex to Exhibits
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Description

2003:
Valuation allowanc
for trade and note
receivable

2002:
Valuation allowanc
for trade and note
receivable

2001:
Valuation allowanc
for trade and note
receivable

A. O. SMITH CORPORATION

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

(In millions)

Years ended December 31, 2003, 2002 and 2001

Balance at Charged to Acquisition
Beginning Costs and

of Year  Expenses

$4.8 $0.8
4.9 2.6
3.0 2.3

1Provision based upon estimated collection.

2 Associated with the purchase of State and Sher@peada Industrial Co., Ltd.

3 Uncollectible amounts/expenditures charged agé#imsteserve.

EXHIBIT 21

SUBSIDIARIES
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The following lists all subsidiaries and affiliateBA. O. Smith Corporation.

Name of Subsidiar

Balance at
End of

Businesseé Deductions’ Year

$(1.7) $4.2
2.1) 4.8
(2.0) 4.9

Jurisdiction in Which
Incorporatec




AOS Holding Compan Delawar

A. O. Smith International Corporatic Delawar

State Industries, In Tennessi

A. O. Smith Export, Ltd Barbadc

A. O. Smith Holdings (Barbados) SF Barbadc

A. O. Smith Enterprises Lt Canad

A. O. Smith (China) Water Heater Co., L Chini

A. O. Smith Electrical Products (Changzhou) Cod. Chini

A. O. Smith Electrical Products (Shenzhen) Co., Chini

A. O. Smith Electrical Products (Suzhou) Co., | Chini

A. O. Smith Electrical Products (Taizhou) Co., L Chini

A. O. Smith L'eau chaude S.a Franc

A. O. Smith Warmwass-Systemtechnik Gmbl German

A. O. Smith Electrical Products Limited Liabilityod@hpany Hungar

A. O. Smith Electric Motors (Ireland) Lt Irelan:

A. O. Smith Holdings (Ireland) Ltc Irelan:

IG-Mex, S.de R.L.de C. Mexicc

Motores Electricos de Juarez, S. de R.L. de Mexicc

Motores Electricos de Monterrey, S. de R.L. de Mexicc

Productos de Agua, S. de R.L. de ( Mexicc

Productos Electricos Aplicados, S. de R.L. de Mexicc

A.O. Smith Electrical Products B. The Netherlan

A.O. Smith Water Products Company, E The Netherlan

A.O. Smith Holdings B.\ The Netherlan

A.O. Smith Holdings Il B.v The Netherlan

A.O. Smith International Holdings B. The Netherlan

A.O. Smith Products v.o The Netherlan

A. O. Smith Electrical Products (S.E.A.) Pte L Singapot

A. O. Smith Electrical Products Limite United Kingdor

State Water Heaters (U.K.) Limite United Kingdor
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EXHIBIT 23

CONSENT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 33-3783&6827, 333-05799, 333-92329 and
333-92482) pertaining to the A. O. Smith Corponati®90 Long-Term Executive Incentive CompensatiamPhe A. O. Smith Corporation
Long-Term Executive Incentive Compensation PlanthedA. O. Smith Combined Executive Incentive Congagion Plan and in the related
prospectuses of our report dated January 19, 264 respect to the consolidated financial stateisiand schedule of A. O. Smith
Corporation included in this Annual Report (FormK)ofor the year ended December 31, 2003.

ERNST & YOUNG LLP

Milwaukee, Wisconsin
February 23, 2004
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Robert J. O'Toole, Chairman and Chief Executdficer, certify that:

1.

2.

| have reviewed this annual report on Forr-K of A. O. Smith Corporation (th*compan™);

Based on my knowledge, this report does notatoriny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo

Based on my knowledge, the financial statemandisother financial information included in thipoet, fairly present in all material
respects the financial condition, results of operatand cash flows of the company as of, andffier periods presented in this rep:

The company’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the company and we ha

a) Designed such disclosure controls and proesgdor caused such disclosure controls and proesdarte designed under our
supervision, to ensure that material informatidatieg to the company, including its consolidatebsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingared

b) Evaluated the effectiveness of the companigslalsure controls and procedures and presentenisineport our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coueyéhis report based on su
evaluation; ant

C) Disclosed in this report any changes in thegany’s internal control over financial reportidgit occurred during the
company’s most recent fiscal quarter (the compafgusth fiscal quarter in the case of an annuabrgghat has materially
affected, or is reasonably likely to materiallyesft, the compar’s internal control over financial reporting; a

The company'’s other certifying officer and | balisclosed, based on our most recent evaluatiorterhal control over financial

reporting, to the company’s auditors and the acmlitmittee of the company’s board of directors (@nspns performing the equivalent
function):
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a) All significant deficiencies and material waakses in the design or operation of internal obntrer financial reporting which
are reasonably likely to adversely affect the comyfsability to record, process, summarize and refaioancial information;
and

b) Any fraud, whether or not material, that inxed management or other employees who have aisamtifole in the company’s
internal control over financial reportin

Date: February 23, 2004

/s/ Robert J. "Toole




Robert J. O'Toole
Chairman and Chief Executive Officer
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Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Kenneth W. Krueger, Senior Vice President anéeChRinancial Officer, certify that:

1.

2.

| have reviewed this annual report on Forr-K of A. O. Smith Corporation (th“compan™);

Based on my knowledge, this report does notatorny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statemandsother financial information included in thipoet, fairly present in all material
respects the financial condition, results of operatand cash flows of the company as of, andtffierperiods presented in this rep:

The company’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the company and we ha

a) Designed such disclosure controls and proesgdor caused such disclosure controls and proesdarte designed under our
supervision, to ensure that material informatidatmeg to the company, including its consolidatetisidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingmared

b) Evaluated the effectiveness of the companigslalsure controls and procedures and presentinisineport our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coumyeldis report based on su
evaluation; ant

C) Disclosed in this report any changes in thegany’s internal control over financial reportifgt occurred during the
company’s most recent fiscal quarter (the compafousth fiscal quarter in the case of an annuabrgpghat has materially
affected, or is reasonably likely to materiallyesff, the compar’s internal control over financial reporting; a

The company’s other certifying officer and | balisclosed, based on our most recent evaluatiorterhal control over financial

reporting, to the company’s auditors and the acmlihmittee of the company’s board of directors (@nspns performing the equivalent
function):
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a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which



are reasonably likely to adversely affect the comyfsability to record, process, summarize and refaoancial information;
and

b) Any fraud, whether or not material, that inxed management or other employees who have aisamtifole in the company’s
internal control over financial reportin

Date: February 23, 2004

/s/ Kenneth W. Krueger
Kenneth W. Krueger
Senior Vice President and Chief Financial Officer
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Exhibit 32
Written Statement of the Chief Executive Officeddhe Chief Financial Officer Pursuant to 18 U.SS€ction 1350

Pursuant to Section 906 of the Sarbanes-Oxley A2002, 18 U.S.C. Section 1350, each of the ungeesl certifies that to the best of our
knowledge:

(1) the Annual Report on Form 10-K of A. O. Smitbr@oration for the year ended December 31, 20a8“@eport”) fully complies with
the requirements of Section 13(a) or Section 18{dhe Securities Exchange Act of 1934; i

(2) the information contained in the Report faplgsents, in all material respects, the finan@aldition and results of operations of A. O.
Smith Corporation

Date: February 23, 2004

/s/ Robert J. Ooole
Robert J. O'Toole
Chairman and Chief Executive Officer

/s/ Kenneth W. Krueger
Kenneth W. Krueger
Senior Vice President and Chief Financial Officer
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on behalf of the undersigned, thereunto duthorized.

A. O. SMITH CORPORATION

By: /s/ Robert J. O'Tool
Robert J. O'Tool
Chief Executive Office

Date: February 23, 20(

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bawwaf February 23, 2004 by the
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Name and Title Signature
ROBERT J. O'TOOLE /s/ Robert J. O'Tool
Chairman of the Board ¢ Robert J. O'Tool

Directors anc
Chief Executive Office

PAUL W. JONES /s/ Paul W. Jone
President an Paul W. Jone
Chief Operating Office

KENNETH W. KRUEGER /sl Kenneth W. Kruege
Senior Vice President at Kenneth W. Kruege
Chief Financial Office!

JOHN J. KITA /s/ John J. Kit:

Vice President, Treasurer and Contro John J. Kit;
RONALD D. BROWN /s/ Ronald D. Browt
Director Ronald D. Brow
WILLIAM F. BUEHLER /s/ William F. Buehlel
Director William F. Buehle
KATHLEEN J. HEMPEL /sl Kathleen J. Hemp
Director Kathleen J. Hemp
DENNIS J. MARTIN /s/ Dennis J. Matrtil
Director Dennis J. Marti
BRUCE M. SMITH /s/ Bruce M. Smitt
Director Bruce M. Smitl
MARK D. SMITH /s/ Mark D. Smitt
Director Mark D. Smitt
GENE C. WULF /s/ Gene C. Wul
Director Gene C. Wul
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INDEX TO EXHIBITS

Exhibit
Number Description

(3)() Restated Certificate of Incorporation bétcorporation as amended April 5, 1995, incormaldly reference to the quarterly
report on Form 10-Q for the quarter ended Marchl395, and as further amended on February 5, Hfibincorporated by

reference to the annual report on Forr-K for the year ended December 31, 1€

(3)(ii) By-laws of the corporation as amendeddabetr 7, 1997, incorporated by reference to thetgrdgmreport on Form 10-Q for the
quarter ended September 30, 1¢

(4) (a) Restated Certificate of Incorporatiortted corporation as amended April 5, 1995, incorigaldy reference to Exhibit 3 to the
corporation's annual report on Forn-K for the year ended December 31, 1995 (File -475)

(b)Credit Agreement, dated as of August 2, 1999, anfar@. Smith Corporation, various financial institims, The First National
Bank of Chicago, as Syndication Agent and Bank wfefica, N.A., as Agent, incorporated by referemcExhibit 4(b) to the
corporation's annual report on Forn-K for the year ended December 31, 2000 (File -475)

(c)First Amendment, dated as of July 28, 2000, to €Agireement, among A. O. Smith Corporation, vasifimancial institutions
Bank One, N.A. (formerly The First National Bank@ifiicago), as Syndication Agent and Bank of Ameilitd\., as Agent,
incorporated by reference to Exhibit 4.3 to corfioras registration statement on Fori-3 (Reg. No. 33-86074)

(d)Second Amendment, dated as of July 27, 2001, tdiCAgreement, among A. O. Smith Corporation, vasifinancial
institutions, Bank One, N.A. (formerly The Firsttdmal Bank of Chicago), as Syndication Agent arhiBof America, N.A.,
as Agent, incorporated by reference to Exhibittd.dorporation's registration statement on Fo-3 (Reg. No. 33-86074)

(e) The corporation has instruments théihdehe rights of holders of long-term debt thag aot being filed with this Registration
Statement in reliance upon Item 601(b)(4)(iii) efdRlation S-K. The Registrant agrees to furnistinéoSecurities and

Exchange Commission, upon request, copies of iheg@ments

(10) Material Contract:

(a) A. O. Smith Corporation 1990 Lomgrm Executive Incentive Compensation Plan, as dednncorporated by reference to
Form &-8 Registration Statement filed by the corporatiorDecember 13, 1994, (Reg. No-56827).

(b)A. O. Smith Corporation Long-Term Executive InceatCompensation Plan incorporated by referenchedbrm S-8
Registration Statement filed by the corporatiorDatember 8, 1999, (Reg. No. -92329).

(c) A. O. Smith Combined Executive Inceati@ompensation Plan, incorporated by referencexabiE A to the Proxy Statement
filed on March 4, 2002, for the April 8, 2002, AraiiMeeting of Stockholder:
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INDEX TO EXHIBITS (continued)

Exhibit
Number Description
(10) Executive Life Insurance Plan, incorporated bgrefice to the Annual Report on Form 10-K for teedl year ended
(d) December 31, 199
(e) Corporate Directors' Deferred Compdoea®lan, as amended, incorporated by referentteeténnual Report on Form 10-K
for the fiscal year ended December 31, 1
(f) Executive Supplemental Pension Plamiporated by Reference to the Annual Report on FIirK for the fiscal year ended
December 31, 200:
(g)Supplemental Profit Sharing Plan, incorporated bfeRence to the Annual Report on Form 10-K forfibeal year ended
December 31, 200:



(21) Subsidiaries (Page 5(
(23) Consent of Independent Auditors (Page

(31.1) Certification by the Chairman and ChiekEutive Officer, pursuant to Section 302 of theb@aes-Oxley Act, dated February
23, 2004. (Page 5.

(31.2) Certification by the Senior Vice-Presidant Chief Financial Officer, pursuant to Secti®2 ®f the Sarbane®xley Act, datec
February 23, 2004. (Page *

(32) Written Statement of the Chief Executive Officeddhe Chief Financial Officer Pursuant to 18 U.SS€ction 1350 (Page 5°
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