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Notes to Consolidated Financial Statements
Franklin Electric Co., Inc. and Consolidated Subsidiaries

1. Summary of Significant Accounting Policies
Fiscal Year — The Company’s fiscal year ends on the Saturday
nearest December 31. The financial statements and accompany-
ing notes are as of and for the years ended January 1, 2005 (52
weeks), January 3, 2004 (53 weeks) and December 28, 2002 (52
weeks) and are referred to as 2004, 2003 and 2002, respectively.

Principles of Consolidation — The consolidated financial state-
ments include the accounts of the Company and its subsidiaries. 

Revenue Recognition — Products are shipped utilizing common
carriers direct to customers or, for consignment products, to cus-
tomer specified warehouse locations. Sales are recognized when
the Company’s products are shipped direct or transferred from a
warehouse location to the customer, at which time transfer of
ownership and risk of loss pass to the customer. 

Cash Equivalents — Cash equivalents consist of highly liquid
investments which are readily convertible to cash, present
insignificant risk of changes in value due to interest rate fluctua-
tions and have original or purchased maturities of three months
or less.

Research and Development Expenses — The Company’s
research and development activities are charged to expense in the
period incurred.

Fair Value of Financial Instruments — The carrying amounts
for cash and equivalents, long-term debt, and short-term debt
approximate fair value. The fair value of long-term debt is esti-
mated based on current borrowing rates for similar issues and
current exchange rates for foreign currency denominated
amounts. The Company’s off-balance sheet instruments consist
of operating leases which are not significant (see Note 13).

Accounts Receivable — Accounts receivable are stated at esti-
mated net realizable value. Accounts receivable comprise balances
due from customers net of estimated allowances for uncollectible
accounts. In determining collectibility, historical trends are evalu-
ated and specific customer issues are reviewed to arrive at appro-
priate allowances.

Inventories — Inventories are stated at the lower of cost or mar-
ket. The majority of the cost of domestic inventories is deter-
mined using the last-in, first-out (LIFO) method; all remaining
inventory costs are determined using the first-in, first-out (FIFO)
method. Inventories stated on the LIFO method approximated
33.1 percent and 42.8 percent of total inventories in 2004 and
2003, respectively. The Company reviews its inventories for
excess or obsolete products or components. Based on an analysis
of historical usage and management’s evaluation of estimated
future demand, market conditions and alternative uses for possi-
ble excess or obsolete parts, reserves are recorded or changed.

Property, Plant and Equipment — Property, plant and equip-
ment are stated at cost. Depreciation of plant and equipment is
provided principally on a straight line basis over the estimated
useful lives of 5 to 50 years for land improvements and buildings,
2 to 10 years for machinery, equipment, furniture, and fixtures.
Accelerated methods are used for income tax purposes. The
Company reviews its property and equipment for impairment

whenever events or changes in circumstances indicate that the
carrying amount of such assets may not be recoverable.

Goodwill and Other Intangible Assets — The Company
adopted SFAS No. 142, “Goodwill and Other Intangible Assets,”
in 2002. Under SFAS No. 142, goodwill is not amortized; how-
ever, it must be tested for impairment at least annually.
Amortization continues to be recorded for other intangible assets
with definite lives. The goodwill is subject to adjustment in the
event that it becomes impaired.

Stock-Based Compensation — The Company accounts for its
stock-based compensation plans under the intrinsic value method
in accordance with the recognition and measurement principles
of Accounting Principles Board Opinion No. 25, “Accounting
for Stock Issued to Employees”, and related Interpretations. No
stock-based compensation cost is reflected in net income, as all
options granted under those plans had an exercise price equal to
the market value of the underlying common stock on the date of
grant.

For pro forma information regarding net income and earnings
per share, the fair value for the options awarded in 2004, 2003
and 2002 for all fixed stock option plans was estimated as of the
date of the grant using a Black-Scholes option valuation model.
The following table sets forth the weighted-average assumptions
for 2004, 2003 and 2002, respectively.

2004 2003 2002

Risk-free interest rate . . . . . . . . 3.60% 3.34% 4.23%
Dividend yield . . . . . . . . . . . . . . .63% .88% 1.10%
Volatility factor . . . . . . . . . . . . . .181 .211 .207
Weighted-average expected life . . 6 years 6 years 6 years

For purposes of pro forma disclosures, the estimated fair value of
the options is amortized over the option’s vesting period.
Therefore, in the year of adoption and subsequently affected
years, the effects of applying SFAS No. 123 for providing pro
forma net income and earnings per share are not likely to be rep-
resentative of the effects on reported income in future years. The
following table illustrates the effect on net income and earnings
per share if the Company had applied the fair value recognition
provisions of SFAS No. 123 to stock-based compensation:

(In millions, except per share amounts)
2004 2003 2002

Reported net income . . . . . . . . . $38.1 $34.5 $    32.2
Less: Total fair value computed 

stock-based compensation, 
net of tax . . . . . . . . . . . . . . . . (1.5) (1.5) (1.3)

Pro forma net income . . . . . . . . $36.6 $33.0 $    30.9

Reported net income available
per common share . . . . . . . . $1.73 $1.59 $1.48

Pro forma net income available
per common share . . . . . . . . $1.67 $1.52 $1.43

Reported net income available 
per common share, 
assuming dilution . . . . . . . . . $1.65 $1.52 $1.42

Pro forma net income available 
per common share, 
assuming dilution . . . . . . . . . $1.59 $1.46 $1.36
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The weighted-average grant-date fair value of options granted
during 2004, 2003 and 2002 was $7.47, $6.06 and $6.28,
respectively.

The Black-Scholes option valuation model used by the Company
was developed for use in estimating the fair value of fully tradable
options which have no vesting restrictions and are fully transfer-
able. In addition, option valuation models require the input of
highly subjective assumptions including the expected stock price
volatility. It is management’s opinion that the Company’s stock
options have characteristics significantly different from those of
traded options and because changes in the subjective input
assumptions can materially affect the fair value estimate, the
existing models do not necessarily provide a reliable single mea-
sure of the fair value of its stock options.

Earnings Per Common Share — Basic and diluted earnings per
share are computed and disclosed under SFAS No. 128,
“Earnings Per Share”. Diluted earnings per share is computed
based upon earnings applicable to common shares divided by the
weighted-average number of common shares outstanding during
the period adjusted for the effect of other dilutive securities.

Translation of Foreign Currencies — All assets and liabilities of
foreign subsidiaries whose functional currency is other than the
U.S. dollar are translated at year end exchange rates. All revenue
and expense accounts are translated at average rates in effect dur-
ing the respective period.

Use of Estimates — Management’s best estimates of certain
amounts are required in preparation of the consolidated financial
statements in accordance with generally accepted accounting
principles, and actual results could differ from those estimates.

Reclassifications — Certain prior year amounts are reclassified
when necessary to conform to the current year presentation. All
share and per share data included in these financial statements
reflect the Company’s two-for-one stock splits effected in the
form of a 100 percent stock distribution made on June 15, 2004. 

Accounting Pronouncements — In November 2004, the
Financial Accounting Standards Board (“FASB”) issued
Statement of Financial Accounting Standards (“SFAS”) No. 151,
“Inventory Costs”, an amendment of ARB No. 43, Chapter 4.
The amendments made by SFAS No. 151 clarify that abnormal
amounts of idle facility expense, freight, handling costs and
wasted materials (spoilage) should be recognized as current-
period charges and require the allocation of fixed production
overheads to inventory based on the normal capacity of the pro-
duction facilities. The pronouncement is effective for inventory
costs incurred during fiscal years beginning after June 15, 2005.
Earlier application is permitted for inventory costs incurred dur-
ing fiscal years beginning after November 23, 2004. The
Company currently recognizes, as period costs, any abnormal
amounts of idle facility expense, freight, handling costs and
wasted materials and allocates fixed production overhead to
inventory based on the normal capacity of the production facili-
ties. The adoption of this pronouncement will not have a signifi-
cant impact on the Company’s results of operations or financial
position. The Company will adopt this pronouncement for 
fiscal 2005.

On December 16, 2004, the FASB issued SFAS No. 123(R)
“Share-Based Payment”, that requires compensation costs related
to share-based payment transactions recognized in the financial
statements. With minor exceptions, the amounts of compensa-
tion costs will be measured based on the grant-date fair value of
the equity or liability instruments issued, over the period that the
employee provides service in exchange for the award. In addition
liability awards will be re-measured each reporting period. This
pronouncement is effective as of the first interim or annual
reporting period that begins after June 15, 2005. The impact on
the Company’s results of operations or financial position as of the
adoption of this pronouncement is not expected to be materially
different from the pro-forma results included above: Stock-Based
Compensation.

On December 21, 2004, the FASB issued “Application of FASB
Statement No. 109, Accounting for Income Taxes, to the Tax
Deduction on Qualified Production Activities Provided by the
American Jobs Creation Act of 2004”, a FASB Staff Position
(FSP) that provides guidance on the application of SFAS 
No. 109 to the tax deduction on qualified production activities
provided by the American Jobs Creation Act of 2004. FSP FAS
109-1 states that the qualified production activities deduction
should be accounted for as a special deduction in accordance
with SFAS No. 109, whereby the deduction is contingent upon
the future performance of specific activities, including wage 
levels. The FASB also concluded that the special deductions
should be considered with measuring deferred taxes and assessing
a valuation allowance. The impact on the Company’s results of
operations or financial position of FSP FAS 109-1 has not yet
been determined. 

On December 21, 2004, the FASB issued “Accounting and
Disclosure Guidance for the Foreign Earnings Repatriation
Provision within the American Jobs Creation Act of 2004”, a
FSP that provides accounting and disclosure guidance for the for-
eign earnings repatriation provision within the American Jobs
Creation Act of 2004. The Act provides special, one-time divi-
dends received deduction on the repatriation of certain foreign
earnings to a U.S. taxpayer. FSP FAS 109-2 states that a com-
pany is allowed time beyond the financial reporting period of
enactment to evaluate the effect of the Act on its plan for rein-
vestment or repatriation of foreign earnings, as it applies to the
application of SFAS No. 109. The decision process to build the
plan may occur in stages, as an enterprise may separately evaluate
the provisions of the Act. The Company has not begun the eval-
uation process of the effects of the repatriation provision.

2. Goodwill and Other Intangible Assets
The Company uses the purchase method of accounting for busi-
ness combinations and accounts for goodwill on an impairment-
only basis in accordance with SFAS Nos. 141 and 142, “Business
Combinations” and “Goodwill and Other Intangible Assets”,
respectively. During the fourth quarter of each year, the
Company performs its annual impairment testing required by
SFAS No. 142. No impairment loss was required to be 
recognized.
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Notes to Consolidated Financial Statements (continued)
Franklin Electric Co., Inc. and Consolidated Subsidiaries

Information regarding the Company’s other intangible assets
which are included in deferred and other assets, and goodwill 
follows:

(In millions)
2004 2003

Amortized intangibles
Patents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  3.5 $  3.5
Supply agreements. . . . . . . . . . . . . . . . . . . . . . . 10.4 10.2
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.7 1.6
Accumulated amortization . . . . . . . . . . . . . . . . . (9.3) (6.8)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $  6.3 $  8.5

Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $57.4 $56.2

The change in goodwill from 2003 to 2004 is related to foreign
exchange rate changes from year to year. Amortization expense
related to intangible assets for the year ended January 1, 2005
was $2.1 million. Amortization expense for each of the five suc-
ceeding years is projected as $1.2 million, $0.8 million, $0.7 mil-
lion, $0.7 million and $0.7 million for fiscal 2005, 2006, 2007,
2008, 2009, respectively.

Acquisitions — During 2004, the Company acquired certain
assets of JBD, Inc., a pump manufacturer located in Little Rock,
Arkansas, for their estimated fair value of approximately $9.3
million. During 2002, the Company paid $30.3 million for
acquisitions, net of cash acquired, of which $24.3 million was
recorded as goodwill based on the estimated fair values of the net
assets acquired. In January 2002, the Company acquired certain
assets and liabilities of Coverco S.p.A., and Emco S.r.L. (jointly
“Coverco”) manufacturers of submersible and industrial electric
motors and controls in Italy. In July 2002, the Company
acquired all of the outstanding shares of Intelligent Controls,
Inc., a producer of fueling systems electronic leak detection and
inventory management systems controls in Maine. These acquisi-
tions did not materially affect the Company’s financial state-
ments. The pro forma results of the Company’s operations as if
these acquisitions had occurred at the beginning of the year
acquired would not differ materially from the reported results.

These acquisitions were accounted for using the purchase
method of accounting. Accordingly, a portion of the aggregate
purchase price was allocated to the net assets acquired based on
the estimated fair values. When applicable, the excess of purchase
price over the fair value of the net assets acquired has been
recorded as goodwill. 

3. Employee Benefit Plans
Defined Benefit Plans — As of January 1, 2005, the Company
maintains three domestic pension plans and one German pension
plan. The Company uses a December 31 measurement date for
its plans.

The following table sets forth aggregated information related to
the Company’s pension benefits and other postretirement bene-
fits, including changes in the benefit obligations, changes in plan
assets, funded status, amounts recognized in the Consolidated
Balance Sheets, and actuarial assumptions:

(In millions)
Pension Benefits Other Benefits
2004 2003 2004 2003

Change in benefit obligation:
Benefit obligation, b/o/y . . . . $126.5 $117.1 $ 13.2 $ 12.9
Service cost . . . . . . . . . . . . . 4.3 4.1 0.4 0.3
Interest cost . . . . . . . . . . . . . 7.5 7.6 0.9 0.8
Plan amendments. . . . . . . . . — 1.1 2.4 —
Actuarial loss . . . . . . . . . . . . 6.1 6.4 0.6 0.4
Settlements paid. . . . . . . . . . (0.9) (1.0) — —
Benefits paid. . . . . . . . . . . . . (9.2) (9.1) (1.6) (1.2)
Exchange . . . . . . . . . . . . . . . 0.1 0.3 — —

Benefit obligation, e/o/y . . . . $134.4 $126.5 $ 16.0 $ 13.2 

Change in plan assets:
Fair value of assets, b/o/y . . . $115.9 $ 98.0 $ — $ —
Actual return on plan assets 17.9 22.2 — —
Company contributions . . . . 5.8 5.8 1.6 1.2
Settlements paid. . . . . . . . . . (1.0) (1.0) — —
Benefits paid. . . . . . . . . . . . . (9.2) (9.1) (1.6) (1.2)

Fair value of assets, e/o/y . . . $129.4 $115.9 $ — $ —

Reconciliation of funded status:
Funded status. . . . . . . . . . . . $   (5.0) $ (10.6) $(16.0) $(13.2)
Unrecognized net (gain)/loss (0.6) 0.6 3.6 3.1
Unrecognized transition 

obligation . . . . . . . . . . . . . — — 3.9 4.4
Unrecognized prior service 

cost . . . . . . . . . . . . . . . . . 4.0 5.3 2.2 —

Net amount recognized. . . . . $   (1.6) $   (4.7) $  (6.3) $  (5.7)

Amounts recognized in the 
Consolidated Balance Sheets:

Employee benefit
plan obligations . . . . . . . . $ (12.5) $ (13.0) $  (6.3) $  (5.7)

Accrued expenses . . . . . . . . (0.1) (0.1) — —
Deferred income taxes . . . . . 1.4 1.3 — —
Deferred and other assets . . 7.4 5.1 — —
Accumulated other compre-

hensive income (loss) . . . 2.2 2.0 — —

Net amount recognized. . . . . $   (1.6) $   (4.7) $  (6.3) $  (5.7)

Pension Benefits Other Benefits
2004 2003 2004 2003

Increase/(decrease) in minimum 
liability included in other 
comprehensive income . . . $0.2 $(2.0) $ — $—

Actuarial assumptions used to determine benefit obligations:

Pension Benefits Other Benefits
2004 2003 2004 2003

Discount rate . . . . . . . . . . . . 5.75% 6.25% 5.75% 6.25%
Rate of increase in future 

compensation. . . . . . . . . . 2.5-7.00% 2.5-7.00% 2.5-7.00% 2.5-7.00%
(Graded) (Graded) (Graded) (Graded)

Actuarial assumptions used to determine periodic benefit cost:

Pension Benefits Other Benefits
2004 2003 2004 2003

Discount rate . . . . . . . . . . . . 6.25% 6.75% 6.25% 6.75%
Rate of increase in future 

compensation. . . . . . . . . . 2.5-7.00% 2.5-7.00% 2.5-7.00% 2.5-7.00%
(Graded) (Graded) (Graded) (Graded)

Expected long-term rate of 
return on plan assets . . . . 9.25% 9.25% — —



31

The accumulated benefit obligation for the Company’s qualified
defined benefit pension plans was $124.6 million and $117.1
million at January 1, 2005 and January 3, 2004.

The following table sets forth aggregated net periodic benefit cost
for 2004, 2003 and 2002:

(In millions)
Pension Benefits Other Benefits

2004 2003 2002 2004 2003 2002

Service cost . . . . . . . $ 4.3 $   4.1 $   3.6 $0.4 $0.3 $0.3
Interest cost. . . . . . . 7.5 7.6 7.6 0.9 0.8 0.9
Expected return

on assets . . . . . . . (10.9) (10.6) (10.4) — — —
Amortization of

unrecognized
obligation/
(asset) . . . . . . . . . — — — 0.5 0.5 0.5

Prior service cost. . . 1.4 1.5 1.2 0.2 — —
Loss/(Gain) . . . . . . . — (0.2) (0.7) 0.2 0.2 0.1

Net periodic 
benefit cost . . . . . $ 2.3 $   2.4 $   1.3 $2.2 $1.8 $1.8

Settlement . . . . . . . . 0.3 0.2 0.1 — — —

Total benefit cost . . . $ 2.6 $   2.6 $   1.4 $2.2 $1.8 $1.8

The Company consults with actuaries, asset allocation consul-
tants and investment advisors to determine the expected long
term rate of return on plan assets. While past performance is not
a guarantee of future returns, the plan assets of the pension plans
for the past fifteen years have averaged in excess of 12% annually.
Effective January 1, 2005 an expected long term rate of return on
plan assets of 8.50% was selected to reflect capital market expec-
tations based in part on input from the Company’s actuaries,
consultants and advisors.

The plans asset allocations at December 31, 2004, and 2003, by
asset category are as follows:

Plan Assets at December 31
2004 2003

Equity Securities . . . . . . . . . . . . . . . . . . . . . 74% 76%
Fixed Income Securities . . . . . . . . . . . . . . . 26% 24%

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100% 100%

Equity securities include Company stock of $25.5 million (20%
of total plan assets) and $22.0 million (19% of total plan assets)
at December 31, 2004 and 2003, respectively.

The Company employs a total return investment approach
whereby a mix of equity and fixed-income investments are used
to maximize the long-term return on plan assets for a prudent
level of risk. Risk tolerance is established through careful consid-
eration of plan liabilities, plan funded status, and corporate
financial condition. The investment portfolio contains a diversi-
fied blend of equity and fixed-income investments. Furthermore,
equity investments are diversified across growth, value, and small
and large capitalizations. Investment risk is measured and moni-
tored on an ongoing basis through investment portfolio reviews,
annual liability measurements, and periodic asset/liability studies. 

One of the Company’s four pension plans covers certain manage-
ment employees. The Company does not fund this plan, and its

assets were zero in 2004 and 2003. The plan’s projected benefit
obligation and accumulated benefit obligation were $6.4 million
and $5.0 million, respectively, at January 1, 2005, and $6.2 mil-
lion and $4.8 million, respectively, at January 3, 2004.

The Company estimates total contributions to the plans of $3.4
million in 2005.

The following benefit payments, which reflect expected future
service, as appropriate, are expected to be paid:

(In millions)
Pension Other
Benefits Benefits

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 9.2 $1.6
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.6 1.3
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.0 1.3
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.3 1.3
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.6 1.3
Years 2010 through 2014 . . . . . . . . . . . . . . 49.6 6.5

The Company’s other postretirement benefit plans provide health
and life insurance benefits to domestic employees hired prior to
1992. The Company effectively capped its cost for those benefits
through plan amendments made in 1992, freezing Company con-
tributions for insurance benefits at 1991 levels for current and
future beneficiaries with actuarially reduced benefits for employ-
ees who retire before age 65. On December 8, 2003, the Medicare
Prescription Drug, Improvement and Modernization Act of 2003
was signed into law. After reviewing the Act, it was determined
that there was no direct impact to the Company’s postretirement
medical plan. However, to assist retirees in maintaining their cur-
rent standard of living, the Company decided to make a one-time
increase to its post-65 benefit payment to retirees. The accumu-
lated postretirement benefit obligation for this benefit change
increased $2.4 million and the annual net periodic postretirement
benefit cost increased $0.3 million.

Defined Contribution Plans — The Company maintains an
integrated 401(k) and Employee Stock Ownership Plan (ESOP).
In 1996 and 1992, the ESOP Trustee acquired shares of
Company common stock on the open market using the proceeds
of a ten-year, $0.3 million loan and a fifteen-year, $3.0 million
loan, respectively, from the Company. Under the terms of the
variable rate loan (6.31 percent at January 1, 2005), principal plus
interest is payable in equal annual installments. The shares of
stock purchased with the loan proceeds are collateral for the loan
and are considered outstanding for purposes of calculating earn-
ings per share.

The Company contributes a portion of its 401(k) matching con-
tribution as well as an additional annual contribution, both sub-
ject to the Company’s annual financial results, to the ESOP
Trust. The ESOP Trustee uses a portion of the Company’s contri-
butions to make principal and interest payments on the loan. As
loan payments are made, shares of common stock are released as
collateral and are allocated to participants’ accounts. The balance
of the Company’s contributions in cash or common stock is made
to the Company stock fund of the 401(k) and ESOP Trusts, and
allocated to participants’ accounts to satisfy the balance of the
Company’s 401(k) matching contribution. 
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At January 1, 2005, 550,211 shares were allocated to the
accounts of participants, 31,011 shares were committed to be
released and allocated to the accounts of participants for service
rendered during 2004, and 85,062 shares were held by the ESOP
Trust in suspense. The following table sets forth the interest
expense and Company contributions to the integrated ESOP and
401(k) Plan.

(In millions)
2004 2003 2002

Interest expense incurred by the
plan on ESOP debt . . . . . . . . $0.0 $0.1 $0.1

Company contributions to 
integrated plan. . . . . . . . . . . . $0.9 $1.0 $1.1

4. Accrued Expenses

Accrued expenses consisted of:

(In millions)
2004 2003

Salaries, wages and commissions . . . . . . . $13.9 $11.5
Product warranty costs. . . . . . . . . . . . . . . . 7.1 5.4
Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . 6.6 5.8
Employee benefits. . . . . . . . . . . . . . . . . . . . 2.1 2.1
Other. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.7 3.3

$33.4 $28.1

5. Income Taxes
Income before income taxes consisted of:

(In millions) 
2004 2003 2002

Domestic . . . . . . . . . . . . . . . . . . $48.1 $42.5 $45.3
Foreign . . . . . . . . . . . . . . . . . . . 10.9 8.8 5.1

$59.0 $51.3 $50.4

The income tax provision consisted of:

(In millions) 
2004 2003 2002

Currently payable: 
Federal. . . . . . . . . . . . . . . . . . $12.9 $  9.3 $11.9
Foreign . . . . . . . . . . . . . . . . . 5.0 3.0 2.9
State . . . . . . . . . . . . . . . . . . . 1.8 1.4 2.8

Deferred:
Federal. . . . . . . . . . . . . . . . . . 1.8 2.1 1.4
Foreign . . . . . . . . . . . . . . . . . (0.7) 0.7 (0.8)
State . . . . . . . . . . . . . . . . . . . 0.1 0.3 0.1

$20.9 $16.8 $18.3

Significant components of the Company’s deferred tax assets and
liabilities were as follows:

(In millions)
2004 2003

Deferred tax assets: 
Accrued expenses and reserves . . . . . . . $ 5.7 $ 5.1
Compensation and employee benefits. . . 7.6 8.8
Other items . . . . . . . . . . . . . . . . . . . . . . . 1.5 2.1

Total deferred tax assets . . . . . . . . . . . 14.8 16.0

Deferred tax liabilities: 
Accelerated depreciation on fixed assets 9.0 8.8
Other items . . . . . . . . . . . . . . . . . . . . . . . 1.7 1.9

Total deferred tax liabilities . . . . . . . . . 10.7 10.7

Net deferred tax assets . . . . . . . . . . . . . . . . $ 4.1 $ 5.3

The portions of current and non-current deferred tax assets and
liabilities were as follows:

(In millions) 
2004 2003

Deferred Deferred Deferred Deferred
Tax Tax Tax Tax

Assets Liabilities Assets Liabilities

Current . . . . . . . . . . . . . . . $10.6 $  0.2 $  9.7 $  0.0
Non-current . . . . . . . . . . . 4.2 10.5 6.3 10.7

$14.8 $10.7 $16.0 $10.7

There was no valuation allowance for deferred tax assets required
in 2004 or 2003.

The differences between the statutory and effective tax rates were
as follows:

2004 2003 2002

U.S. Federal statutory rate . . . . . 35.0% 35.0% 35.0%
State income taxes, net of 

federal benefit . . . . . . . . . . . . 2.1 2.2 3.7
Extraterritorial income exclusion (1.8) (4.0) (1.9)
R&D tax credits . . . . . . . . . . . . . (0.7) (1.2) (1.3)
Other items . . . . . . . . . . . . . . . . 0.9 0.8 0.7

Effective tax rate . . . . . . . . . . . . 35.5% 32.8% 36.2%

6. Debt
Long-term debt consisted of:

(In millions)
2004 2003

Insurance Company — 6.31%, principal
payments of $1.0 million due in 
annual installments, with a balloon
payment of $10.0 in 2008 ($3.4 
denominated in JPY at 1/01/05) . . . . . . . $13.3 $14.2

Capital Leases . . . . . . . . . . . . . . . . . . . . . . . 1.8 2.2

15.1 16.4
Less Current Maturities. . . . . . . . . . . . . . . . (1.3) (1.4)

$13.8 $15.0
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The following debt payments are expected to be paid:

(In millions)
Total Year 1 Year 2 Year 3 Year 4 Year 5

Debt . . . . . . . . . . . . . . $13.3 $1.0 $1.0 $1.0 $10.3 $ —
Capital Leases . . . . . . 1.8 0.3 0.3 0.3 0.3 0.6

$15.1 $1.3 $1.3 $1.3 $10.6 $0.6

On September 9, 2004, the Company entered into an unsecured,
60-month, $80.0 million revolving credit agreement (the
“Agreement”). The Agreement provides for various borrowing rate
options including interest rates based on the London Interbank
Offered Rates (LIBOR) plus interest spreads keyed to the
Company’s ratio of debt to earnings before interest, taxes, depreci-
ation, and amortization (EBITDA). The Agreement contains cer-
tain financial covenants with respect to borrowings, interest cover-
age, loans or advances and investments. The Company had no
outstanding borrowings under the Agreement at January 1, 2005. 

The Company was in compliance with all debt covenants at all
times in 2004 and 2003.

7. Interest Rate Risk
On September 24, 2003 the Company entered into a fixed-to-
variable interest rate swap to achieve a desired proportion of vari-
able vs. fixed rate debt. The fixed-to-variable interest rate swap is
accounted for as a fair value hedge, per SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities”,
with effectiveness assessed based on changes in the fair value of
the underlying debt using incremental borrowing rates currently
available on loans with similar terms and maturities. The effective
gain or loss on the interest rate swap and that of the underlying
debt are equal and offsetting resulting in no net effect to earnings.
The fair value of this hedge instrument was $(0.1) million at
January 1, 2005 and is recorded in other assets and other long-
term liabilities.

The swap contract has a notional amount of $10 million and
matures on November 10, 2008. Per the terms of the swap con-
tract the Company receives interest at a fixed rate of 6.31% and
pays interest at a variable rate based on the three month LIBOR
rate plus a spread. The average variable rate paid by the Company
in 2004 was 4.1%. The differential in interest rates on the swap is
recognized as an adjustment of interest expense over the term of
the agreement.

8. Shareowners’ Equity
The Company had 22,041,332 shares of common stock
(45,000,000 shares authorized, $.10 par value) outstanding at the
end of 2004. 

During 2004 and 2003, pursuant to a stock repurchase program
authorized by the Company’s Board of Directors, the Company
repurchased a total of 102,800 shares for $3.1 million and
380,294 shares for $9.8 million, respectively. Of these shares,

300,000 were repurchased from an officer of the Company in
2003. All repurchased shares were retired. 

During 2004 and 2003, under terms of a Company stock option
plan, participants delivered 21,312 shares for $0.7 million and
186,832 for $5.0 million shares of Company common stock as
consideration for stock issued upon the exercise of stock options.
Of these shares, 21,312 in 2004 and 163,776 in 2003 were from
officers of the Company. In 2004 and 2003, the Company
recorded a $2.4 million and a $5.1 million, respectively, reduc-
tion in its deferred tax liability and an increase to shareowners’
equity as a result of these exercises. The shares delivered to the
Company were subsequently retired. Accumulated other compre-
hensive gain (loss), consisting of the currency translation adjust-
ment and the pension liability adjustment, was $15.7 million
and $(2.2) million, respectively, at January 1, 2005, and $8.7
million and $(1.9) million, respectively, at January 3, 2004.

9. Earnings Per Share
The following table sets forth the computation of basic and
diluted earnings per share:

(In millions, except per share amounts)
2004 2003 2002

Numerator:
Net Income . . . . . . . . . . . . . . $38.1 $34.5 $32.2

Denominator:
Basic

Weighted-average 
common shares. . . . . . . 22.0 21.6 21.6

Diluted
Effect of dilutive securities:

Employee and director 
incentive stock 
options and awards . . 1.1 1.0 1.1

Adjusted weighted-average
common shares. . . . . . . 23.1 22.6 22.7

Basic earnings per share . . . . . . $1.73 $1.59 $1.48

Diluted earnings per share. . . . . $1.65 $1.52 $1.42

10. Stock-Based Compensation
The Company has authorized the grant of options to purchase
common stock of the Company to employees and non-employee
directors of the Company and its subsidiaries under two fixed
stock option plans. The plans and the original number of autho-
rized shares available for grants are as follows:

Shares

1990 Non-Employee Director Stock Option Plan. . . . . . . . . . . . 240,000
Franklin Electric Co., Inc. Stock Option Plan . . . . . . . . . . . . . . . 3,600,000

During 2004, all options outstanding under the 1990 Non-
Employee Director Stock Option Plan were exercised. There are
no further shares reserved for future awards under this plan.
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Under each of the above plans, the exercise price of each option
equals the market price of the Company’s common stock on the
date of grant and the options expire ten years after the date of the
grant. Generally, options granted to non-employee directors vest
33 percent a year and become fully vested and exercisable after
three years and options granted to employees vest 20 percent a
year and become fully vested and exercisable after five years.
Subject to the terms of the plans, in general, the aggregate option
price and any applicable tax withholdings may be satisfied in cash
or its equivalent, or by the plan participant’s delivery of shares of
the Company’s common stock owned more than six months,
having a fair market value at the time of exercise equal to the
aggregate option price and/or the applicable tax withholdings.

A summary of the Company’s fixed stock option plans activity
and related information for 2004, 2003 and 2002 follows:

2004 2003 2002

Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise 

Fixed Options Shares Price Shares Price Shares Price

Outstanding at
beginning of

year . . . . 2,533,800 $18.925 2,927,800 $16.060 3,324,600 $13.150
Granted. . . . . . 198,600 30.569 456,000 23.895 461,000 24.090
Exercised . . . . (331,200) 13.663 (748,000) 10.425 (757,000) 7.855
Forfeited . . . . . — — (102,000) 21.230 (100,800) 18.480

Outstanding at 
end of year . 2,401,200 $20.610 2,533,800 $18.925 2,927,800 $16.060

The following summarizes information about fixed stock options
outstanding at January 1, 2005:

Options Outstanding Options Exercisable
Weighted-
Average Weighted- Weighted-

Range of Number Remaining Average Number Average
Exercise Outstanding Contractual Exercise Exercisable Exercise
Prices at 1/1/05 Life Price at 1/1/05 Price

$10.50 to 16.00 117,400 2.63 years $12.42 117,400 $12.42
16.01 to 21.00 1,264,200 5.60 17.50 1,005,000 17.42
21.01 to 32.60 1,019,600 8.11 25.42 361,000 24.20

$10.50 to 32.60 2,401,200 6.52 $20.61 1,483,400 $18.68

During 2000, the Franklin Electric Co., Inc. Key Employee
Performance Incentive Stock Plan (Incentive Plan) was estab-
lished. Under the Incentive Plan, employees may be granted
restricted shares of the Company’s common stock, vesting subject
to the employees’ performance of certain goals. On December 20,
2004, 6,300 shares were awarded to non-executive employees
under the Incentive Plan. No shares were awarded in 2003. At
January 1, 2005, 393,700 shares were available for future awards. 

On February 1, 2005, the Company terminated the 1988
Executive Stock Purchase Plan (1988 Purchase Plan). Prior to
termination, there were 2,051,200 shares available for future
awards and there were no outstanding loans to Company 
executives.

11. Segment and Geographic Information
Based on the management approach established by SFAS No.
131, “Disclosure About Segments of an Enterprise and Related
Information”, the Company’s business consists of three operating
segments based on the principal end market served: the water
system segment, the industrial motor segment and the fueling
system segment. 

The water system segment designs, manufactures and sells
motors, pumps, electronic controls and related parts and equip-
ment primarily for use in submersible water and other fluid 
system applications. The industrial motor segment designs, 
manufactures and sells electric motors for various industrial
applications primarily water and fueling system applications. The
industrial motor segment integrates and sells electronic controls
produced by the water segment. The fueling system segment
designs, manufactures and sells pumps, electronic controls and
related parts and equipment primarily for use in submersible
fueling system applications. The fueling system segment inte-
grates and sells motors and electronic controls produced by the
water system segment. 

Under SFAS No. 131’s aggregation criteria, the Company’s oper-
ating segments have been combined into a single reportable seg-
ment. As a result, there are no significant differences between
reportable segment financial information and the Company’s
consolidated results. 

Net sales by product category, net of intercompany balances, is as
follows:

(In millions)
2004 2003 2002

Water systems. . . . . . . . . . . . . . $333.5 $291.8 $296.2
Fueling systems. . . . . . . . . . . . . 70.8 67.7 58.7

Total. . . . . . . . . . . . . . . . . . . . . . $404.3 $359.5 354.9

Geographical information

(In millions)
Net Sales Long-lived assets

2004 2003 2002 2004 2003 2002

United States . $254.3 $230.6 $232.3 $48.5 $43.9 $47.8
Foreign . . . . . . 150.0 128.9 122.6 47.4 40.0 28.2

Total . . . . . . . . $404.3 $359.5 $354.9 $95.9 $83.9 $76.0

ITT Industries, Inc., and its various subsidiaries and affiliates,
accounted for 19.2 percent, 18.0 percent and 18.2 percent of the
Company’s consolidated sales in 2004, 2003, and 2002, respec-
tively. Pentair Corporation and its various subsidiaries and affili-
ates, accounted for 20.7 percent, of the Company’s consolidated
sales in 2004. Sta-Rite Industries, Inc., formerly a subsidiary of
Wisconsin Energy Corporation, accounted for 13.6 percent and
11.5 percent of the Company’s consolidated sales in 2003 and
2002, respectively. Sta-Rite Industries, Inc. was acquired by
Pentair Corporation during 2004 and its sales have been
included with Pentair’s sales for 2004.
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12. Restructuring
The Company incurred $5.5 million of expenses during 2004
(included in “Restructuring Expense” on the income statement)
related to its global manufacturing realignment program. The
costs in 2004 were primarily severance, training, equipment trans-
fers, travel, and employee relocations related to the ongoing ramp
up of the Linares, Mexico facility and the consolidation of Motta
di Livenza, Italy factory into other European factories and to the
Fueling Systems consolidation. The Company will incur addi-
tional expenses throughout 2005 to transfer equipment and other
related expenses. The operations performed in the closed facilities
will be relocated to other Company facilities and consolidated.
The global manufacturing realignment program is estimated to
cost in total $10.0 million and is expected to be substantially
complete by the end of 2005.

The components and use of the restructuring reserve is summa-
rized below:

(In millions)
Severence
Benefits Other

Balance Janurary 3, 2004 . . . . . . . . . . . . . . $ 0.0 $ 0.0
Restructuring Expense . . . . . . . . . . . . . . . . 3.4 2.1
Cost Incurred . . . . . . . . . . . . . . . . . . . . . . . (3.1) (2.1)

Balance January 1, 2005. . . . . . . . . . . . . . . $ 0.3 $ 0.0

13. Contingencies and Commitments
The Company is defending various claims and legal actions,
including environmental matters, which have arisen in the ordi-
nary course of business. In the opinion of management, based on
current knowledge of the facts and after discussion with counsel,
these claims and legal actions can be successfully defended or
resolved without a material adverse effect on the Company’s
financial position, results of operation, and net cash flows. 

Total rent expense charged to operations for operating leases
including contingent rentals was $3.4 million, $3.0 million and
$2.7 million for 2004, 2003 and 2002, respectively. The future
minimum rental payments for noncancellable operating leases as
of January 1, 2005, are as follows: 2005, $3.0 million; 2006, $1.8
million; and 2007, $1.2 million. Rental commitments subsequent
to 2007 are not significant by year, but aggregated are $4.5 mil-
lion in total.

Below is a table that shows the activity in the warranty accrual
accounts:

(In millions) 
2004 2003

Beginning Balance. . . . . . . . . . . . . . . . . . . . $5.4 $5.3
Accruals related to product warranties . . . . 4.9 4.4
Reductions for payments made . . . . . . . . . 3.2 4.3

Ending Balance . . . . . . . . . . . . . . . . . . . . . . $7.1 $5.4

14. Selected Quarterly Financial Data (Unaudited)
Unaudited quarterly financial information for 2004 and 2003 is
as follows:

(In millions, except per share amounts)
Basic Diluted

Earnings Earnings
Net Gross Net Per Per

Sales Profit Income Share Share

2004
1st Quarter . . . . $  80.2 $  23.6 $  5.1 $0.23 $0.22
2nd Quarter . . . 106.2 34.5 10.9 0.50 0.48
3rd Quarter . . . . 110.3 36.1 11.1 0.51 0.48
4th Quarter . . . . 107.6 36.0 11.0 0.50 0.47

$404.3 $130.2 $38.1 $1.73 $1.65

2003
1st Quarter . . . . $  69.8 $  19.8 $  4.0 $0.18 $0.18
2nd Quarter. . . . 93.8 29.0 9.4 0.44 0.42
3rd Quarter . . . . 99.7 30.8 10.5 0.49 0.46
4th Quarter . . . . 96.2 31.4 10.6 0.48 0.46

$359.5 $111.0 $34.5 $1.59 $1.52
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The number of shareowners of record as of January 28, 2005 was 966. The Company’s stock is traded on Nasdaq National Market:
Symbol FELE.

All share and per share data reflect the Company’s two-for-one stock split effected in the form of a 100 percent stock distribution made
on June 15, 2004. Dividends paid and the price range per common share as quoted by the Nasdaq National Market for 2004 and 2003
were as follows:

DIVIDENDS PER SHARE PRICE PER SHARE
2004 2003 2004 2003

Low High Low High

1st Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .07 $ .065 $29.005 $34.160 $23.500 $29.070

2nd Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .08 $ .070 $29.060 $40.250 $22.995 $29.975

3rd Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .08 $ .070 $35.000 $43.000 $25.715 $32.000

4th Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ .08 $ .070 $36.080 $43.480 $27.670 $32.800






