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C O R P O R AT E P R O F I L E

Praxair’s vision is to be the bestperforming industrial gases company in
the world as determined by our customers,
shareholders, suppliers, employees and
neighbors.
Sales by Business Segment
Surface Technologies 9%
All Other 4%

South America 20%
North America 57%
Europe 10%

Sales by Distribution Method
Surface
Technologies 9%

Merchant (Deliverable Liquids)
- Carbon Dioxide 10%
- Other Gases 19%

Packaged Gases
(Cylinders) 36%

Other 6%

On-Site (Including NonCryogenic) 20%

Sales by Markets Served
Metal Fabrication 18%

Chemicals & Refining 15%
Electronics 5%

Primary Metals 14%
Aerospace 4%

Food & Beverage 10%
Healthcare 8%
Other 26%

Praxair, Inc. is one of the three largest industrial gases suppliers
in the world, serving a wide range of industries (see graph on
markets at left).
Praxair’s primary products are atmospheric gases (oxygen,
nitrogen, argon, rare gases) and process gases (carbon dioxide,
helium, hydrogen, electronics gases, acetylene). The company
also designs, engineers and constructs cryogenic and noncryogenic supply systems.
Praxair Surface Technologies applies metallic and ceramic
coatings and powders to metal surfaces in order to resist
wear, high temperatures and corrosion. Aircraft engines are
its primary market, but it also serves the printing, textile,
chemical, computer and primary metals markets.
Praxair is a story of growth, productivity and an uncompromising commitment to helping customers worldwide use
gases to make our planet more productive.

On the cover:
Our name explains our business best: It is a combination
of praxis, the Greek word for practical application, and air,
Praxair’s primary raw material.

To our shareholders and employees: Despite significant turmoil in
the global economic environment during 1998, Praxair was able to deliver steady
improvement in its operating results:
• Operating profit increased 4% to $885 million, excluding special charges
• Operating profit as a percent of sales topped 18%
• Operating cash flow rose 24% to a record $936 million
• Safety performance improved substantially worldwide
Total return on Praxair stock, after outperforming the S&P 500 in recent years, declined
in 1998. The lower stock price reflected primarily the financial community's concerns
about Praxair’s exposure in Brazil and the impact of the Asian economic crisis on
key U.S. markets, such as steel. We also weathered a strike at General Motors and power
disruptions across the U.S. during the summer, which lowered sales and increased costs.
Through growth programs at key customers and aggressive productivity-improvement
initiatives, Praxair was able to offset most — but not all — of the earnings impact from
these factors. Since economic conditions in 1999 are not likely to get any easier, we have
adjusted our strategies accordingly and are determined to regain momentum toward
steady earnings growth.

FINANCIAL HIGHLIGHTS
Year Ended December 31,

1998

1997

1996

$4,833
885
425
2.60
19%
$1,022

$4,735
848
422
2.57
21%
$1,003

$4,449
732
335
2.11
22%
$3,333

53%
24,834

55%
25,388

57%
25,271

FOR THE YEAR:

Sales
Operating profit (a)
Income(a)
Diluted income per share (a)
Return on average shareholders’ equit y (a)
Capital expenditures and acquisitions (b)
AT YEAR END:

Debt-to-capital ratio
Number of employees

(Dollar amounts in millions, except per share data)
(a)Results exclude non-recurring special charges and tax credits and are before the cumulative effect of an accounting change in 1997.
(b)1996 acquisitions include $2.2 billion associated with the CBI acquisition.
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The focus of our operating model is to continually improve return on capital. While our
return on capital is currently above our cost of capital, we must do better. Praxair’s
future success is built on successful execution of programs to: provide more and better
service to our customers; accelerate earnings growth; and maximize cash flow.

GROWTH OPPORTUNITIES
We intend to increase earnings by accelerating top-line sales growth while relentlessly
pursuing continued productivity improvement. We are confident about increasing sales
even in slower-growth economies because, more than ever, customers want suppliers
that can help them lower costs while at the same time improve productivity and product
quality, and achieve environmental benefits. Not only does Praxair provide products
and technology that do this, but increasingly we are offering services that also help customers compete more effectively. I am excited about the possibilities of new, evolving
commercial channels such as electronic commerce. To provide organizational focus for
the creation of new service offerings in this and a number of other areas, we created the
new position of vice president for service development.
We continue to invest resources in helping our customers improve
their operations, quality and efficiency, with special emphasis on
those industry segments that represent the highest long-term
growth potential for Praxair. Resource allocations are being made
in favor of segments such as food and beverage and certain healthcare markets, which are less prone to economic swings. We also
will invest in Praxair Surface Technologies, which continues to
exhibit good growth and earnings potential, and earned top supplier
recognition from American Airlines and Delta Air Lines.
At the same time, we are being more selective about geographic
markets. We will generate the highest returns where Praxair
has a leading market share; a balanced distribution mix (on-site,
merchant, packaged gases); and high operating rates. Our investment program supports
growth in already profitable markets in North America, southern Europe and South
America. We will continue to consolidate our position in established Asian markets such
as Korea and Thailand, while strengthening our presence in China and India where,
over time, strong franchise positions can be developed. Where return on capital is not
satisfactory, we have plans to exit markets and redeploy resources.

STRONG POSITION IN BRAZIL
Our South American subsidiary, S.A. White Martins, has a consistent record of profitability and strong operating performance in Brazil in spite of economic and political
uncertainties over the years. The Brazilian business environment was difficult in 1998
with devaluation, high interest rates and a recession late in the year. Despite these
challenges, our White Martins team actually improved its operating margin through an
aggressive focus on productivity. With the January 1999 floating of the Brazilian
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currency, resulting in a major additional devaluation, the business environment will
again be a challenging one and will result in lower sales and operating profit due to
translating a weaker Brazilian currency into dollars. However, we remain confident that
our Brazilian associates are up to the challenge of continuing to perform well during
volatile times. We have a strong franchise position in one of the world’s leading growth
economies, and Praxair is well positioned to capitalize on the economic recovery when
it occurs.

I remain confident in Praxair’s ability to provide very good value to our
shareholders in the years ahead.
PRODUCTIVITY IMPROVEMENT
While we grow, continuous productivity improvement will remain a top priority. Global,
regional and local productivity initiatives made a substantial contribution to the bottom
line during 1998. We have streamlined procurement procedures and radically reduced the
number of suppliers, for example. We are optimizing cash flow through reengineering
programs in South America, northern Europe, Poland and in our North American
packaged gases operations. A team focused on working capital achieved a $97-million
reduction in 1998. In addition, some 400 local and regional initiatives contributed
$80 million in savings during 1998. Last July we announced that capital and acquisition
expenditures will decline by about 20% from the 1998 $1-billion level, and this budget
will be funded without increasing debt. At this level of spending, our goal is to be
cash-flow positive in 1999.
I am particularly pleased to report that safety performance improved significantly. New
safety programs and focused leadership certainly helped, but this improvement is primarily
a tribute to the attention and dedication of Praxair employees around the world. Seventythree percent of Praxair’s facilities worldwide achieved Praxair’s goal of zero accidents and
zero injuries for the year.
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Praxair began working on year 2000 issues in 1996, and our goal is to prepare our
systems so that customers are not affected and business operations continue to
run smoothly through January 1, 2000 and beyond. Under the leadership of a project
office, which reports to me, we are implementing standardized, cost-effective solutions
for systems around the world.

LEADERSHIP DEVELOPMENT
As we look forward to the next century, we are paying close attention to developing the
next generation of Praxair’s leaders. During 1998 the first class “graduated” from our
Global Leaders Program, and a new group will begin in 1999. A more global perspective,
stronger leadership skills, greater teamwork and global trend analysis are some of the
benefits of this program.
On another management note, Edgar G. Hotard, president of Praxair, retired at the end
of 1998. During his 30 years in our industrial gases business, he has made substantial
contributions, and I will miss his counsel. Paul J. Bilek has been named executive vice
president, with responsibilities for Praxair’s marketing as well as business in North
America and Asia, while John A. Clerico, executive vice president
and chief financial officer, has taken on additional responsibilities
for our business in South America and Europe. Paul, John and I
are working together as the Office of the Chairman.
In conclusion, I remain confident in Praxair’s ability to provide
very good value to our shareholders in the years ahead. This confidence is based on strong industry fundamentals, a proven track
record, a business plan focused on improving the quality of
our sales growth
and operating performance, and a
worldwide team
committed to our
vision of being the best-performing industrial gases company. Praxair's dedicated
employees represent the company’s fourthlargest shareholder group, so I can assure
you they are determined to generate
increased value.

H. William Lichtenberger
Chairman and Chief Executive Officer
February 5, 1999
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Growth +

Productivity

In the face of 1998’s global economic
turmoil, the Praxair team adopted a two-pronged
strategy: focus selectively on high-return opportunities for growth and redouble productivityimprovement efforts.
During 1998 the Praxair team continued to transform the ways
in which we are “making our planet more productive.” This phrase
describes the value Praxair brings to customers in the form of
increased productivity, cost savings and environmental benefits. At
Praxair welding gas mixtures and advanced
welding techniques help metal fabricators reduce total one time, we achieved these results for customers with our gases,
costs by up to 30%. supply systems and applications technology. These are still critical
to our success, but they are being increasingly augmented by a wide
range of Praxair services and management skills. A customer offering can also include, for
example, on-site gas management, transaction processing, distribution logistics, global
technology transfer, economic analysis of product-supply options, or inventory management.
And we are continually developing new services, some of which are highlighted below.
Underlying every employee action in the service of customers is a relentless dedication
to safety, and safety performance was a highlight of 1998. Compared to the previous
year, injury rates fell 10%, and the number of injuries involving days away from work
dropped 25%. A number of programs have created an organization-wide focus on
preventing injury and putting a stop to behavior that puts employees or their colleagues
at risk. Seeking to learn from those with the best safety records, a team identified Praxair
locations around the world with proven, innovative safety systems. The team’s analysis
will form the basis of new recommendations to further improve the safety performance
of our operations worldwide.

Making Our Planet More Productive
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Praxair gases, supply systems and technology are being increasingly augmented by a
wide range of services and skills.
GROWTH ENGINES: INDUSTRY MARKET SEGMENTS
In the face of 1998’s global economic
turmoil, which slowed sales growth in many
key markets, the Praxair team adopted a
two-pronged strategy: focus selectively on
high-return opportunities for growth and
redouble productivityimprovement efforts.
Establishing a market focus throughout the organization gained
momentum during 1998 as our six key industry segment organizations implemented global strategic marketing plans.
The outlook for growth in healthcare markets is among the
strongest, and Praxair took several steps during the year to further
consolidate Praxair’s capabilities in this segment. We signed a
five-year agreement with AmeriNet, the largest membership-based
healthcare purchasing organization in the U.S., with potential
sales estimated to exceed $90 million. Under the agreement,
AmeriNet’s institutions throughout the U.S. will be able to consolidate their purchases of medical oxygen, respiratory therapy
equipment and laboratory and sterilant gases with Praxair. In
addition, Praxair will provide services such as asset, inventory,
transaction and distribution management.

Praxair works with
a broad range of food
processors and
packagers to extend
shelf life, improve taste
and texture, and
enhance safety.

Our Canadian subsidiary, Medigas TM Ontario, is the first homecare services company in Canada to earn accreditation from the Canadian Council on
Health Care Services, which sets standards for the medical industry. Homelife Respiratory
Care Ltd., a provider of home respiratory services, was acquired in September and will
be integrated with the Medigas business in Edmonton, Alberta.
Praxair extended its supply of helium for use in magnetic resonance imaging (MRI)
systems, signing a new contract with Toshiba America Medical Systems and starting up
a new helium transfill facility in Murbad, India. A new liquid-helium transfilling
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service offered by Praxair is expected to save hospitals and MRI
operators in North America up to 30% of normal costs. Available
24 hours a day, seven days a week, the service involves scheduling
deliveries and transfilling services.
As the world’s largest supplier of carbon dioxide, Praxair is the
leading global supplier to the food and beverage industries.
We gained a significant customer in Asia when CocaCola Shanghai approved Beijing Praxair Huashi Carbon
Dioxide Co., Ltd. as the authorized supplier of foodgrade carbon dioxide for its bottling plants in China.
This joint venture started up the largest carbon dioxide
plant in China during the year. We also added carbon
dioxide capacity through Praxair India’s acquisition
of majority ownership in a carbon dioxide joint venture,
and business activity picked up in Thailand toward
year-end, where Praxair carbon dioxide helps freeze
shrimp for export. North American carbon dioxide
sources were obtained in Delaware; in Ontario, Canada;
and in Puerto Rico.
Although steel production slowed in the face of increased imports into the U.S. during
1998, Praxair’s steady stream of new patented technologies continues to gain business for
us in this market segment. Praxair received two U.S. patents for its CoJetTM coherent jet
technology and has licensed it to steel companies in the U.S., Mexico and
Argentina. The technology, which can save a typical steel mill about
$1.2 million a year, is a new oxygen-injection system that delivers a laser-like
jet of oxygen into the molten steel bath. This system provides energy savings, safety, productivity and environmental benefits. It has potential application in about 300 electric arc furnaces around the world, and is being
licensed for use in other types of steel and non-ferrous melting and refining
furnaces.

(left) When used to replace air in chemical
processes, oxygen can increase
productivity, conserve energy and reduce
emissions. Nitrogen creates safe
atmospheres for chemical reactions
and refinery processes.

(above) Praxair Surface Technologies
has profitably expanded its high-performance
coatings business, which serves primarily
the jet-engine market with repair services for
turbine and fan blades.
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Together with the U.S. Department of Energy, Praxair
is testing another oxygen-based technology that could
significantly lower coke consumption and improve
the environmental performance of blast furnaces.
Praxair estimates that this proprietary technology could
cut coke requirements by 10% to 15% and lower greenhouse gas emissions by up to 700,000 tons per year.
Steel mills using this technology are expected to
increase their oxygen use by nearly 15%.
Praxair also initiated production projects in the U.S., Brazil and India to meet
the needs of steel customers. A new air separation plant started up at
Birmingham Steel in Tennessee, and we announced a
$30-million air separation plant to be built at our
Ecorse, Michigan, complex to supply National Steel
Corporation and Rouge Industries, Inc. The new
plant will begin operation in late 1999. In Brazil,
Praxair’s subsidiary, White Martins, started up a large
new air separation plant for Usiminas S.A., a major
steel producer. As part of the 20-year contract, White
Martins also assumes operation of three existing air
separation plants at the site.

Praxair's home oxygen services provide
respiratory patients with reliable, safe life
support, keeping them out of the hospital and home with their families.
(top right) Praxair continues to invest
in growing geographic markets such
as India and China where it can
develop a strong franchise position.
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Praxair India started up its first air separation plant to produce
oxygen for a Kalyani Ferrous Industries subsidiary. Kalyani will
produce specialty and alloy steel for the automobile, railway
and other infrastructure industries. In China,
Huaiyin Steel is taking advantage of
Praxair’s advanced, non-cryogenic supply systems, installing the country’s
first dual-bed oxygen VPSA (vacuum
pressure swing adsorption) system.
Customers in the chemical industry will benefit from two U.S.
patents Praxair received during
1998. One covers direct oxygen
injection in a fluidized bed reactor
system. More than 100 chemical
producers worldwide use fluidized bed

Praxair

INNOVATIVE SOLUTIONS
FOR UNIQUE
CUSTOMER NEEDS

I

t’s not often that Praxair
wins an Oscar! When the film
script for “Batman and Robin”
called for a safe, breathable,
low-lying fog, Praxair’s service
company, UCISCO, helped

develop liquid synthetic air
(below). The special effects
earned a Technical Achievement
Award from the Academy of
Motion Picture Arts and
Sciences and led to repeat performances in the films “Deep
Impact” and “Armageddon.”
Praxair also developed a
special gas mixture to protect
the Shroud of Turin during its

public exhibition in Turin,
Italy. The Shroud, an ancient
linen sheet revered by many
as the burial cloth that
wrapped Christ’s body after
his crucifixion, was protected
from oxidation, humidity
and bacteria by an argon-based
mixture inside a glass case.
A computer system constantly
monitored gas distribution.

And, thanks to Praxair, it
snowed in Milan just in time
for the Cross-Country World
Cup ski race. Despite springlike temperatures outside,
mobile tanks inside the ski
stadium provided liquid
nitrogen to make thousands
of cubic feet of artificial snow
that schussed just like the
real thing.

reactors to produce widely-used intermediate chemicals, which are
ingredients in synthetic fibers, resins and plastics. For both the
chemical and life sciences industries, Praxair’s direct oxygen-injection process for fermentation can increase productivity up to 100%
over air-based processes without major capital expenditures.
Companies producing antibiotics, food additives and other chemicals produced by fermentation can reduce unit operating costs in
addition to gaining yield and productivity benefits.
Praxair supplies more than 50 petrochemical plants and refineries
from its 280 miles of hydrogen pipeline on the Gulf Coast, and
that supply capability will expand by about 20% in early 1999
as a result of a $200-million long-term contract to supply gaseous
hydrogen to a Conoco, Inc. refinery in Louisiana. Praxair will build
and operate a facility to purify by-product hydrogen from PPG’s
chlor-alkali production process. Conoco will use most of the hydrogen for more cost-effective manufacture of cleaner-burning fuels required by the U.S. Clean Air Act.
Positioning itself for the expected turnaround in the electronics market, Praxair introduced
Point OneTM fab integration services, designed to streamline the installation of complex
networks of gas and piping systems in new semiconductor manufacturing facilities. This
single-source approach provides valuable cost and efficiency advantages over the typical
segmented installation. Separately, Praxair and China Petrochemical Development
Corporation announced a joint venture to provide semiconductor gases, equipment, services and related technologies to the growing semiconductor industry in Taiwan.
The metal fabrication market represents a diverse group of customers in the automotive,
farm machinery, home appliance, aerospace, shipbuilding, construction, and maintenance and repair industries. Working either directly with customers or through Praxair’s
extensive network of privately-owned distributors, we offer technical support, training and
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advanced computerized modeling tools as well as gases and related equipment. These
offerings are often able to boost the manufacturing productivity of these customers by
15% to 30% compared to their current methods. For example, for a large North American
producer of automotive components, Praxair specialists recommended a new gas
mixture and a different welding wire that increased the number of units produced per
minute by 80%, without capital investment and with substantial operating cost savings.

Praxair teams around
the world drive Praxair’s
growth initiatives
and productivity-improvement achievements.
Virtually every employee
has been involved
in projects as diverse
as error-free invoicing,
cylinder-filling or streamlining plant design.

Collaboration with a stainless steel supplier in Spain allows fabricators to improve product
quality and productivity through the use of Praxair’s state-of-the-art welding and cutting
technologies and argon-based gas mixtures. In developing economies such as in India
and China, Praxair shares techniques proven in North America, Europe and Brazil.
In developed economies, Praxair is commercializing new welding and thermal-treating
processes involving advanced techniques such as robotics and laser welding.
Metal fabrication is the single largest market segment for our North American packaged
gases business, which during 1998 acquired distributors based in Illinois, Texas,
Utah and Washington. It also formed a joint venture with a major distributor in Florida
and Georgia. The pace of acquisitions
is likely to slow during 1999 as this business focuses on integrating the new
distributors and on strengthening its
business performance.
Among the other market segments, it
was an active year for our wastewater treatment team. Praxair and its ozone alliance
partner, Trailigaz, will treat eight million
gallons of drinking water per day at the
largest plant in Hong Kong, beginning in
late 1999. The use of ozone reduces the
amount of chlorine required for disinfection, thereby reducing the potential hazards
of on-site chemical storage. Other advantages are lower operating costs, energy
efficiency and reliability.
As a related service, Praxair introduced a
new mobile system for analysis of ozone-based water treatment solutions directly at
the customer's site under actual operating conditions. In addition to lowering costs, the
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unit allows examination of more operating parameters in a shorter time frame and
minimizes testing errors due to mishandling of samples. We expect customers in the
metals, food-processing, pulp and paper, textile and chemical industries to use the
new unit to evaluate a variety of ozone applications.

Using a new purchasing process, new global contracts were
negotiated, the number of suppliers was radically reduced, and $31 million in
savings fell to the bottom line.
Praxair continued to strengthen its reputation as a leading supplier to the aerospace
industry by signing a contract with The Boeing Company to supply hydrogen, oxygen,
nitrogen, helium and support services for a new rocket engine under development.
Aimed at reducing space-launch costs, the new engine, powered by liquid hydrogen and
liquid oxygen, is 30% more efficient than conventional engines and is environmentally
friendly, producing only water as a by-product.
The aerospace industry also is an important market for Praxair’s subsidiary, Praxair
Surface Technologies, which continued to profitably expand its high-performance coatings business. Service is the key to success in this business. Praxair Surface Technologies’
ability to reduce cycle times and improve product quality for customers earned the
subsidiary customer recognition for excellent service. Three acquisitions were completed
during the year — a metal-finishing business based in the U.S.; a European distributor
of thermal-spray coating equipment and powders; and a European supplier of non-stick,
anti-corrosion, and plasma thermal spray coatings. Over the past five years, Praxair
Surface Technologies has made 13 acquisitions that strengthen its position in aerospace,
while opening up opportunities in other industries at the same time.

Making Our Planet More Productive
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Safety performance was a highlight of 1998. Injury rates fell 10%
compared to the previous year, and the number of injuries involving days away
from work dropped 25%.
CONTINUOUS PRODUCTIVITY IMPROVEMENT
Virtually every Praxair employee around the world has taken a fresh look at how
Praxair gets its work done and has contributed to providing better service to customers,
improving efficiency and lowering costs. At the global level, five teams tackled the
purchasing process for various commodity goods and services. New contracts were negotiated, the number of suppliers was radically reduced, and $31 million in savings fell to
the bottom line. And this is just the beginning; we expect to achieve additional, and more
substantial, procurement savings over the next few years.
Two other global initiatives — standardization of plant design to reduce costs and cycle
times and more integrated, efficient transaction processing — are aimed at making it
easier for customers to work with Praxair
as well as improve the cost-effectiveness of
our own operations around the world.
Reducing working capital is another critical
piece of our productivity-improvement
effort, and each business unit around the
world is working toward specific target
reductions.
Initiatives at the local and regional levels
focused on activities as diverse as product
losses and delivery logistics, error-free
invoicing and cylinder filling, and
engineering software and electronic maintenance of product literature. Together,
these activities are accelerating Praxair’s
productivity momentum.

Use of Praxair products and technologies by the
steel industry sparks significant savings, increases overall
efficiency and reduces emissions.
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Worldwide Supply Capabilities
For decades Praxair, a technology pioneer and global leader in the industrial gases industry, has offered
versatile supply systems for all our liquid and gaseous products. Our experts work with customers around
the world to determine the right type of supply system and related technologies for their operations.
Cryogenic Air Separation
Atmospheric gases (oxygen, nitrogen and argon) are extracted from the air we breathe in air separation
plants. Cryogenic (very low temperature) processing is most cost-effective when large volumes, very high
purity or liquefied products are desired.
First, the air is filtered and compressed, removing dust and condensed water. Then the compressed air
is fed into an adsorptive pre-purification unit where residual moisture, carbon dioxide and hydrocarbons
are removed. The flow is then directed to a “cold box” which encloses the cryogenic equipment.
The air is cooled to about minus 300 degrees F, at which point it can be liquefied and distilled into
pure products, utilizing the difference in the boiling points of the components.
Argon, neon, krypton and xenon, which occur in air at very low concentrations, can be produced in additional separation columns. Nitrogen and oxygen can be recovered as gases or, along with argon, made
as liquid products, which can be easily transported.

Cryogenic

< Lift here for Market Profile.
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Percentage of
Total Praxair Sales

Sources of Growth and Customer Benefits

Antifreeze, latex paints, adhesives,
pharmaceuticals, textiles, carpeting, dyes,
cosmetics, detergents, vinyl, plastic con tainers, auto parts, upholstery foams;
gasoline, diesel fuel, jet fuel, kerosene,
lubricants, chemical feedstocks

15%

Emerging markets in Asia and South America, integration of gas and utility supply systems, environmental
regulation, customer requirements for utility management, co-generation, productivity gains and lower costs;
enhanced safety, lower emissions; increased demand to
refine high-sulfur crude oil, increased production of
reformulated gasoline to meet environmental regulations, increased refining capacity in South America

Semiconductors; electronics assembly

5%

New wafer fab construction requiring comprehensive
site-services management, new technology
developments within the semiconductor industry,
environmental regulations, customer requirements
for productivity gains and lower cost, worldwide standards for gas specifications, assembly inerting

Carbonated and non-carbonated beverages,
baked goods, snacks, meat, poultry,
seafood, dairy foods, convenience foods;
food transport and food service; vegetables,
fruits, flowers

9%

Emerging markets in Asia and South America,
increased processor focus on food safety; increased
demand for convenience foods, flavor preservation
and extended shelf-life; customer requirements for
beverage carbonation services, freezing and chilling
equipment, water treatment technologies, productivity
gains, lower costs and improved distribution
efficiencies

Life support systems and patient care,
respiratory therapy; medical instrumentation, equipment sterilization, diagnostic
tools such as magnetic resonance and computerized tomography imaging, and blood
gas analysis; anesthesia, laser surgery,
laboratory cultures

8%

Emerging global markets; global partnerships;
customer demand for economical bulk supply,
equipment supply and installation; on-site total
gas management services for hospitals; homecare;
improved efficiency and productivity

Pulp and paper, glass, aerospace, water and
wastewater treatment, fiber optics, environmental remediation, metals and materials
processing

23%

Economic growth, environmental regulations, customer requirements for productivity, higher quality and
lower cost, demand for custom-engineered solutions;
environmental compliance, safe atmospheres, cost
reductions, consistent purity, increased productivity

Customer End Products

Percentage of
Total Praxair Sales

Sources of Growth and Customer Benefits

Cars, aircraft, ships, trucks, motorcycles,
bicycles, rail cars, military vehicles;
heavy equipment, bridges, buildings,
containers; pipelines, appliances, furniture

17%

Laser, plasma and robotics technologies;
customers consolidating to fewer full-line suppliers;
customer requirements for increased productivity,
improved product quality, decreased welding
fumes, reduced costs

Steel — bar, rod, flat rolled, heat-treated,
formed steel, sheet metal for the metal fabrication industry, structural steel, concrete
reinforcing rods; stainless steel, aluminum,
copper, lead, gold, other alloys

14%

Modernization of privatized steel mills in Asia, South
America, Mexico and new mini-mills being built worldwide; increased alternate iron production; customer
requirements for increased productivity, higher quality
and lower costs and environmental compliance

Aircraft engine and airframe components;
industrial gas turbines; computer hard
drives, semiconductors; optical lenses; rolls
and machine components used in the textile,
steel, paper, plastics, petrochemical and
other processing industries; thermal-spray
coated rolls and parts for flexographic, offset
and gravure printing

9%

Economic growth; environmental regulations;
customer requirements for productivity, higher quality
and lower cost; demand for custom-engineered
solutions; extended product life, lower costs; speed
to market, product differentiation and safety

Products, Services and Supply Systems
Praxair gases
Air, argon, calibration gases,
carbon dioxide, helium, hydrogen, nitrogen, nitrous oxide,
oxygen, ozone, rare gases,
shielding-gas mixtures,
specialty gases, medical gases
and gas mixtures, semiconductor process gases, sterilant
gases, synthesis gas, ultrahigh-purity atmospheric gases
Praxair Surface Technologies
Metallic and ceramic coatings
for mechanical components;
coating powders, application

facilities and equipment; aviation component repair services; laser-engraved anilox
rollers for the printing industry; polishing slurries for com puter hard disks and optical
lenses; non-stick release coatings; technical ceramics for
superconductors and piezo
electronics
Praxair supply systems
Cylinder and bulk deliveries;
pipeline networks; the indus-

try’s most comprehensive
range of cryogenic and noncryogenic air separation
plants; carbon dioxide and
hydrogen purification units
Industry-specific equipment
Complete line of cryogenic
freezers (food processing);
disinfection, oxygen dissolution and pH control equipment (wastewater treatment);
gas cabinets and piping
systems (electronics); welding
equipment, consumables,
software and accessories

(metal fabrication); respiratory
therapy and home medical
equipment (healthcare)
Praxair services
On-site gas management;
specialized on-site gas handling and monitoring systems;
UCISCO* pipeline and plant
services; utility management
and co-generation; turnkey
design and construction;
beverage carbonation services
*UCISCO is a subsidiary of
Praxair, Inc.
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Non-Cryogenic Air Separation
A leader in air separation technology, some of Praxair’s most important technology breakthroughs
in recent years have been our advanced air-separation systems, called membrane and vacuum pressure
swing adsorption (VPSA). VPSA systems are used to separate oxygen and membrane plants are used
to produce nitrogen.
Since neither of these systems requires cooling the air, they offer a more cost-effective separation
technique when smaller volumes are required.
Praxair’s VPSA systems consist of a bed of proprietary porous materials, called synthetic zeolites, which
have the unique characteristics of separating oxygen and nitrogen molecules. In this way, they act as
molecular sponges. A VPSA plant accelerates the separation process by using a vacuum to increase the
rate of separation.

Non-Cryogenic
(Vacuum Pressure Swing Adsorption)
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C O N S O L I D AT E D S TAT E M E N T

OF

INCOME

Year Ended December 31,

SALES

Cost of sales, exclusive of depreciation and amortization
Selling, general and administrative
Depreciation and amortization
Research and development
Special charges
Other income (expenses) — net
OPERATING PROFIT

Interest expense
INCOME BEFORE TAXES

Income taxes
INCOME OF CONSOLIDATED ENTITIES

Minority interests
Income from equity investments
INCOME BEFORE CUMULATIVE EFFECT OF
AN ACCOUNTING CHANGE

Cumulative effect of an accounting change
NET INCOME

1998

1997

1996

$4,833
2,807
644
467
72
29
42

$4,735
2,764
662
444
79
10
62

$4,449
2,564
688
420
72
85
27

856
260

838
216

647
195

596
127

622
151

452
110

469
(55)
11

471
(66)
11

342
(68)
8

425
–

416
(11)

282
–

$ 425

$ 405

$ 282

$ 2.68
–
$ 2.68

$ 2.63
(.07)
$ 2.56

$ 1.85
–
$ 1.85

$ 2.60
–
$ 2.60

$ 2.53
(.07)
$ 2.46

$ 1.77
–
$ 1.77

BASIC EARNINGS PER SHARE:

Income before cumulative effect of an accounting change
Cumulative effect of an accounting change
Net income
DILUTED EARNINGS PER SHARE:

Income before cumulative effect of an accounting change
Cumulative effect of an accounting change
Net income
WEIGHTED AVERAGE SHARES OUTSTANDING (000’S):

Basic shares outstanding
Diluted shares outstanding
The accompanying notes on pages 32 to 46 are an integral part of these financial statements.
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158,462
163,356

158,095
164,053

152,654
159,038

(Dollar amounts in millions, except per share data)

Praxair

C O N S O L I D AT E D B A L A N C E S H E E T

Year Ended December 31,

1998

1997

ASSETS

Cash and cash equivalents
Accounts receivable
Inventories
Prepaid and other current assets

$

34
919
319
122

$

43
971
329
154

1,394
4,875
251
1,576

1,497
4,607
210
1,496

$8,096

$7,810

Accounts payable
Short-term debt
Current portion of long-term debt
Accrued taxes
Other current liabilities

$ 378
295
84
63
469

$ 383
391
40
51
501

TOTAL CURRENT LIABILITIES

Long-term debt
Other long-term liabilities
Deferred credits

1,289
2,895
553
465

1,366
2,874
528
324

TOTAL LIABILITIES

5,202

5,092

487
75

521
75

2
1,528
1,380
(412)
(166)

2
1,471
1,034
(256)
(129)

TOTAL SHAREHOLDERS’ EQUITY

2,332

2,122

TOTAL LIABILITIES AND EQUITY

$8,096

$7,810

TOTAL CURRENT ASSETS

Property, plant and equipment — net
Equity investments
Other long-term assets
TOTAL ASSETS
LIABILITIES AND EQUITY

Minority interests
Preferred stock
Shareholders’ equity:
Common stock $.01 par value, authorized 500,000,000 shares,
issued 161,517,042 shares in 1998 and 159,969,641 shares in 1997
Additional paid-in capital
Retained earnings
Cumulative translation adjustment
Less: Treasury stock, at cost (3,945,843 shares in 1998 and 2,596,417 shares in 1997)

The accompanying notes on pages 32 to 46 are an integral part of these financial statements.
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C O N S O L I D AT E D S TAT E M E N T

OF

CASH FLOWS

Year Ended December 31,

1998

1997

1996

$ 425

$ 405

$ 282

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
OPERATIONS

Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Special charges
Deferred income taxes
Gain on sale of fixed assets
Other non-cash charges
Working capital:
Accounts receivable
Inventories
Prepaid and other
Payables and accruals
CBI acquisition payments
Long-term assets and liabilities

467
22
11
(6)
22

444
(13)
67
(7)
42

420
37
48
(4)
49

17
18
(2)
(14)
–
(24)

(54)
(14)
(10)
(41)
–
(67)

(121)
(4)
25
9
(75)
(60)

936

752

606

Capital expenditures
Acquisitions
Divestitures and asset sales

(781)
(241)
206

(902)
(101)
300

(893)
(1,705)
264

Net cash used for investing activities

(816)

(703)

(2,334)

Short-term (repayments) borrowings — net
Long-term borrowings
Long-term debt repayments
Minority transactions and other
Issuances of common stock
Purchases of common stock
Dividends

(93)
388
(331)
(31)
117
(97)
(79)

(269)
438
(110)
(31)
110
(137)
(69)

1,114
602
(489)
4
611
(7)
(58)

Net cash (used for) provided by financing activities
Effect of exchange rate changes on cash and cash equivalents

(126)
(3)

(68)
(1)

1,777
(1)

(9)
43

(20)
63

Net cash provided by operating activities
INVESTING

FINANCING

Change in cash and cash equivalents
Cash and cash equivalents, beginning-of-year
Cash and cash equivalents, end-of-year

48
15

$ 34

$ 43

$ 63

$
$
$
$
$
$

$
$
$
$
$
$

$ 59
$ 241
$ –
$ –
$ –
$ 735

SUPPLEMENTAL DATA:

Taxes paid
Interest paid
Short-term debt classified as long-term (Note 6)
Other liabilities reclassified to equity (Note 7)
Effect of functional currency change (Note 1)
Acquired debt from acquisitions (Note 2)
The accompanying notes on pages 32 to 46 are an integral part of these financial statements.
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66
265
–
–
81
20

58
211
860
19
–
–

(Millions of dollars)

Praxair

C O N S O L I D AT E D S T AT E M E N T

OF

S HAREHOLDERS’ EQUITY

Shares

Amounts

Additional
Paid-In
Capital

140,624

$1

$ 748

Common Stock
Activity

BALANCE, DECEMBER 31, 1995

Net income
Translation adjustments
Comprehensive income
Dividends on common stock ($.38 per share)
Issuances of common stock:
Public offering
For the dividend reinvestment and
stock purchase plan
For employee savings and incentive plans
Purchases of common stock
BALANCE, DECEMBER 31, 1996

Net income
Translation adjustments
Comprehensive income
Dividends on common stock ($.44 per share)
Issuances of common stock:
For the dividend reinvestment and
stock purchase plan
For employee savings and incentive plans
Purchases of common stock
BALANCE, DECEMBER 31, 1997

Net income
Translation adjustments
Effect of functional currency change (Note 1)
Comprehensive income
Dividends on common stock ($.50 per share)
Issuances of common stock:
For the dividend reinvestment and
stock purchase plan
For employee savings and incentive plans
Purchases of common stock
BALANCE, DECEMBER 31, 1998

89

Amounts

$ (1)

Retained
Earnings

$ 474
282

$(101)
(25)

(58)
12,650

1

83
4,144
157,501

461
2
139

$2

$1,350

(264)
187
12

2
147
(7)

8
(7)
$

–

$ 698

$(126)
(130)

(69)

74
2,395
159,970

2
119
$2

$1,471

(157)
2,742

8
(137)

2,597

$(129)

$1,034

$(256)
(99)
(57)

(79)

161,517

1
56
$2

$1,528

(1,279)
2,628
3,946

405
(130)
275
(69)

$2,122
425
(99)
(57)
269
(79)

1
116
(97)

60
(97)
$(166)

$1,924

2
127
(137)

425

80
1,467

Total

$1,121
282
(25)
257
(58)
462

405

The accompanying notes on pages 32 to 46 are an integral part of these financial statements.
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Treasury Stock
Shares

Accumulated
Other Comprehensive
Income (Loss)

$1,380

$(412)

$2,332

(Dollar amounts in millions, shares in thousands)
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M ANAGEMENT’S DISCUSSION

AND

A N A LY S I S

Praxair’s 1998 results versus 1997 reflect volume growth in
all major operating segments and significant productivity
improvements; largely offset by currency impacts, higher
depreciation and interest expense, and cost inflation.
CONSOLIDATED RESULTS

The following provides summary data for 1998, 1997 and 1996:
Year Ended December 31,

Sales
Selling, general and administrative
Depreciation and amortization
Operating profit
Interest expense
Effective tax rate
Income before cumulative
effect of an accounting change
Number of employees (a)
Excluding special charges and
tax credits(b):
Operating profit
Effective tax rate
Income before cumulative
effect of an accounting change

1998

1997

1996

$4,833
$ 644
$ 467
$ 856
$ 260
21%

$4,735
$ 662
$ 444
$ 838
$ 216
24%

$4,449
$ 688
$ 420
$ 647
$ 195
24%

$ 425
24,834

$ 416
25,388

$ 282
25,271

$ 885
25%

$ 848
25%

$ 732
26%

$ 425

$ 422

$ 335

(Dollar amounts in millions)
(a) Excludes employees related to assets held for sale.
(b) During 1998, Praxair recorded pre-tax special charges totaling $29 million
($18 million after tax) for an impairment loss in Indonesia and a provision for
an anticipated loss on the sale of an air separation plant to a third party.
Additionally, in 1998 Praxair recorded non-recurring tax credits of $18 million
related to the favorable settlement of various tax matters. During 1997, Praxair
recorded a $10 million pre-tax special charge ($6 million after tax) related primarily to profit improvement initiatives in the North American packaged gases
business (referred to as Praxair Distribution). During 1996, Praxair recorded an
$85 million pre-tax special charge ($53 million after tax and minority interests)
for CBI integration costs.

Special Items
Reported amounts include special items that affect period-toperiod comparisons. The management’s discussion and analysis that follows excludes the impact of these special items.
1998 compared with 1997
The sales growth of 2% in 1998 as compared to 1997 was due
primarily to acquisitions in the North American packaged
gases (referred to as Praxair Distribution) and Surface
Technologies businesses and sales volume increases in all
major segments. These were partially offset by unfavorable currency translation impacts in all international segments.
Overall, pricing was slightly positive as compared to 1997, with
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positive comparisons in Asia, South America and Mexico offset by negative comparisons in the United States industrial
gases and Surface Technologies businesses worldwide.
Operating profit grew 4% to $885 million. This was
due primarily to the sales growth described above and productivity improvements (mostly in North and South America)
offset by cost inflation and currency translation impacts. The
productivity improvements and currency translation impacts
resulted in an $18 million decrease in selling, general and
administrative expenses despite the increase due to acquisitions. The increase in depreciation and amortization expense
reflects new projects coming on-stream and acquisitions,
partially offset by currency translation impacts.
Interest expense increased $44 million due primarily
to the functional currency change in Brazil (see Note 1 to the
consolidated financial statements), higher interest rates in
South America and higher average debt levels throughout the
year. The effective tax rate for 1998 remained at 25%.
Net income for 1998 increased 1% over 1997 due
primarily to the higher operating profit, partially offset by
increased interest expense. Praxair’s return on average capital
was 11.1% in 1998.
The number of employees at December 31, 1998
decreased about 600 as compared to December 31, 1997 due
primarily to Praxair’s worldwide productivity improvement
efforts, particularly in North and South America. The number of employees decreased despite the increase associated
with acquisitions (about 1,100 employees) and the addition of
employees to support volume growth.
1997 compared with 1996
The sales growth of 6% in 1997 as compared to 1996 was
predominately due to increased sales volumes and the effect
of newly acquired Praxair Distribution and Surface
Technologies businesses. This increase was partly offset by
unfavorable currency translation impacts. Overall pricing
was unchanged for the year.
The operating profit growth of 16% for 1997 as compared to 1996 was primarily due to the sales growth and productivity gains including the integration of the Liquid
Carbonic business, partly offset by cost inflation and unfavorable currency translation impacts. Increased depreciation
and amortization expense reflected new projects coming
on-stream, as well as Praxair Distribution and Surface Technologies acquisitions. Selling, general and administrative
expenses decreased primarily due to productivity improvements and cost synergies, including the integration of the
Liquid Carbonic business, partly offset by cost inflation.
Interest expense increased due to higher debt levels
(after adjustment for the debt associated with the purchase of
the assets held for sale) and higher interest rates in certain
international countries. The effective tax rate for 1997 was
25%, a 1% decrease from the 1996 effective tax rate. This
decrease is due primarily to planned tax initiatives.
Praxair

Net Income for 1997 increased 26% over 1996 due
principally to higher operating profit, the lower effective tax
rate and improved income from equity investments, partially
offset by higher interest expense and negative currency translation effects.
The number of employees at December 31, 1997
increased 117 as compared to December 31, 1996 due primarily to an increase associated with new acquisitions (678
employees) and the addition of employees to support volume
growth. This was partially offset by decreases resulting from
profit improvement efforts in South America and Praxair
Distribution, the integration of the Liquid Carbonic business
and other cost improvement efforts.
SEGMENT DISCUSSION

Effective in 1998, Praxair
implemented the new segment disclosure requirements required by the
FASB’s Statement of Finan cial Accounting Standards
(SFAS) No. 131, Disclosures
about Segments of an Enterprise and Related Information (See Notes 1 and 4 to
the consolidated financial
statements). Accordingly,
this summary of segment
sales and operating profit
has been restated to conform to Praxair’s current segment
definitions and provides a basis for the discussion that follows:
Year Ended December 31,

1998

1997

1996

$2,752
964
515
420
182

$2,636
964
493
381
261

$2,459
987
522
311
170

$4,833

$4,735

$4,449

$ 533
199
109
73
(6)
(23)

$ 493
197
93
69
19
(23)

$ 422
206
105
49
(20)
(30)

$ 885

$ 848

$ 732

SALES:

North America
South America
Europe
Surface Technologies
All Other
Total
OPERATING PROFIT (a):

North America
South America
Europe
Surface Technologies
All Other
Corporate Overhead
Total

North America
The North America operating segment includes Praxair’s
industrial gases operations in the U.S., Canada, and Mexico.
Praxair’s U.S. and Canadian packaged gases operations
within the North American industrial gases business are collectively referred to as Praxair Distribution.
Sales for 1998 increased 4% as compared to 1997.
Sales were up 16% in Praxair Distribution and 9% in Mexico,
and down 1% in the U.S. and Canadian industrial gases operations. Overall, this increase reflects the impact of acquisitions in Praxair Distribution and sales volume growth in all
geographies, partly offset by currency translation effects in
Canada and Mexico and overall lower pricing. Pricing
improved in Mexico and in Praxair Distribution, but was
down in the U.S. and Canadian industrial gases business,
reflecting more intense competitive activity. In the U.S. and
Canada, industrial gases volumes were up about 2% while
pricing decreased 3%. Praxair Distribution’s sales increased
to $892 million primarily reflecting the impact of acquisitions (19%) and improved pricing, somewhat offset by currency translation and slightly lower sales volumes. Mexico’s
sales increase was driven by volume growth (14%) and
improved pricing, partially offset by currency impacts.
Sales for 1997 increased 7% as compared to 1996.
Sales were up 5% in the U.S. and Canadian industrial gases
operations, 7% in Praxair Distribution, and 34% in Mexico.
The increases were due primarily to sales volume growth in
the U.S. and Mexico, acquisitions in Praxair Distribution,
and pricing increases in Mexico and Praxair Distribution in
excess of currency impacts. In the U.S. and Canada, industrial gases volumes were up about 6%, while pricing
decreased about 1%. Praxair Distribution’s sales increased to
$768 million primarily reflecting the impact of acquisitions.
Mexico showed strong sales growth from volume (22%) and
pricing (18%) as compared to 1996.
Operating profit improved 8% in 1998 as compared to
1997, while operating margins remained about flat at 19% of
sales. The sales increase including the impact of acquisitions,
and continued strong productivity improvements were the
main drivers behind the operating profit growth, partially offset by negative currency impacts in Canada and Mexico and
cost inflation. In the U.S. and Canadian industrial gases business, operating profit increased about 4% due primarily to
productivity improvements which more than offset cost inflation. Economic conditions remain weak in several of the
Company’s key markets, especially in the steel and chemical
industries. Praxair Distribution’s and Mexico’s operating
profit each improved 21% over 1997. Praxair Distribution’s
increase reflects the impact of acquisitions while Mexico
reflects strong sales volume growth, partially offset by currency impacts and cost inflation.

(Millions of dollars)
(a)Excludes special charges (see Note 3 to the consolidated financial statements).
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M ANAGEMENT’S DISCUSSION

AND

A N A LY S I S

Operating profit improved 17% in 1997 as compared to
1996, and operating margins improved 2% to 19% of sales.
The sales increase including the impact of acquisitions, cost
synergies associated with the integration of the Liquid
Carbonic business, and other productivity improvements
were the main drivers behind the operating profit growth;
offsetting cost inflation and negative currency translation
impacts. In the U.S. and Canadian industrial gases business,
operating profit improved about 19%. Mexico’s operating
profit improved 23% over 1996 due primarily to strong sales
growth. Praxair Distribution’s operating profit increased 4%
in 1997 over 1996 due to the sales increases and productivity
improvements, largely offset by cost inflation.
South America
Praxair’s South American industrial gases operations are
conducted by its 69.3% owned subsidiary, S.A. White
Martins (White Martins), which is the largest industrial gases
company in Brazil. White Martins has operations throughout
South America, including Argentina, Chile, Columbia, Peru
and Venezuela.
Sales for 1998 were flat when compared to 1997, primarily because sales volume growth of 5% and price
increases of about 2% were offset by negative currency translation effects. Excluding currency translation effects, sales
increased by about 7%, as compared to the 1997 period. The
sales decrease of 2% in 1997 as compared to 1996 occurred
because the strong sales volume growth of approximately 5%
was more than offset by price declines and unfavorable currency translation impacts. The 1997 price declines were
attributable to the effects of the Brazilian government’s economic plan (“Real Plan”) which resulted in industrial commodity pricing deflation across a wide range of industries,
and an increased competitive environment in Brazil.
Excluding currency translation effects, sales increased by
about 3% as compared to the 1996 period.
Operating profit for 1998 decreased $7 million as compared to the 1997 period after excluding the $20 million positive impact of the required functional currency change in
Brazil (see Note 1 to the consolidated financial statements),
and an $11 million benefit in 1997 from a favorable judgment
related to a dispute with the Rio de Janeiro State public
hospitals. The decrease was due primarily to the effects of
currency movements throughout the year and cost inflation,
partially offset by productivity improvements and sales
volume growth. Excluding the impact of currency and the
functional currency change in Brazil, operating profit was
flat. Operating profit for 1997 decreased $9 million or about
4% as compared to 1996. The decrease was due primarily to
unfavorable currency translation effects and higher energy
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and distribution costs, partly offset by sales volume growth,
productivity improvements and an $11 million benefit in
1997 due to a favorable judgment related to a dispute with the
Rio de Janeiro State public hospitals.
The early 1999 devaluation of the Brazilian currency
and the eventual impact on the local economic and competitive conditions in Brazil and throughout South America will
have an impact on future results. Refer to the discussion in
the Market Risks and Sensitivity Analyses sections of this
management’s discussion and analysis.
In November 1998, White Martins announced a plan
to increase its share capital through a rights offering equal to
50% of its current number of shares outstanding and in
January 1999, the rights offering was initiated. At December
31, 1998, Praxair owned 69.3% of the share capital of White
Martins and it is Praxair’s intent to subscribe for its pro rata
share of the rights offering and to subscribe for additional
shares that are not subscribed to by the minority shareholders.
Praxair will effect its portion of the rights offering by means
of converting its existing loans to White Martins into stock.
The rights offering is expected to be completed in the first
quarter of 1999.
Europe
Praxair’s European industrial gases business is primarily
in Italy and Spain with additional operations in Benelux,
Germany, France, Israel and Poland.
Sales increased 4% in 1998 as compared to 1997,
primarily due to moderate volume increases that were partly
offset by negative currency translation effects in the first
three quarters of 1998. Excluding the negative currency
translation effects, sales increased by about 8% as compared
to 1997. Sales for 1997 decreased 6% as compared to the
1996 period, as negative currency translation effects more
than offset the strong sales volume growth of 6%.
Operating profit increased a strong 17% in 1998 as
compared to 1997 due primarily to the sales growth and the
impact of productivity improvements, partly offset by cost
inflation and unfavorable currency translation effects.
Operating profit for 1997 decreased 11% as compared to
1996, primarily because the lower sales and cost inflation
more than offset the productivity improvements.
Surface Technologies
Praxair’s worldwide Surface Technologies business primarily
includes operations in the U.S. and Europe, with smaller
operations in Asia and Brazil.
Sales for 1998 increased 10% as compared to 1997.
This increase was primarily due to acquisitions and sales volume growth which added 13% in total, partly offset by price
decreases and unfavorable currency impacts. Sales for 1997
increased 23% as compared to 1996 due primarily to strong
volume growth and acquisitions which added about 26% in
total, partly offset by price decreases.
Praxair

Operating profit for 1998 increased 6% as compared to
1997, due to sales growth and productivity improvements,
partly offset by cost inflation. Operating profit for 1997
increased 41% from 1996 due primarily to the strong
sales growth and productivity improvements, partly offset by
cost inflation.
All Other
The All Other segment includes Praxair’s industrial gases
operations in Asia, its global supply systems business which
designs, engineers and builds equipment that produces
industrial gases (for internal use and external sale), and other
globally managed functions. Praxair’s operations in Asia are
currently concentrated in China, India, Japan, Korea and
Thailand. Operations in China and India are also conducted
through nonconsolidated joint venture companies.
Sales for the segment decreased 30% in 1998 as compared to 1997 due to a 42% lower level of third party plant
sales in the global supply systems business and lower
reported sales in Asia. The level of activity for global supply
systems is reflective of the overall capacity in the industry and
local economic conditions, and is subject to fluctuation from
one year to the next; 1997 was an unusually high sales year.
Excluding currency impacts, Asian sales were up about 18%
versus 1997, reflecting the impact of sales volume growth
and price improvements which added 12%, and acquisitions.
In contrast, 1997 sales for the segment increased 54% versus
1996. Global supply systems sales increased 125% over 1996,
while Asian reported sales increased about 9%. Excluding
currency impacts, 1997 sales in Asia were up about 22%
versus 1996, reflecting the impact of sales volume growth
and acquisitions.
Operating profit for the segment is significantly influenced by the sales volume in the global supply systems business and by the costs associated with the globally managed
functions, all of which fluctuate from year to year. In 1998,
Asian operating profit decreased 22%, while global supply
systems decreased 38% as compared to 1997. These
decreases were due primarily to decreased sales in the global
supply systems business and the impact of currency translation effects in Asia, partly offset by productivity improvements.
The remaining operating profit reduction is related to
increased costs for globally managed initiatives. The operating
profit increase in 1997 as compared to 1996 of $39 million
was caused by the sales growth in both global supply systems
and Asia, partly offset by cost inflation and increased business
development costs in Asia. The remaining increase was due
to the lower level of costs associated with globally managed
initiatives between the two years.
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Selling, General and
Administrative Expenses
In 1998, selling, general and
administrative expenses were
$644 million, an $18 million decrease from the 1997
amount. This decrease is
due to the 1998 productivity
improvement initiatives and
positive currency impacts;
partially offset by acquisitions and cost inflation.
Selling, general and administrative expenses as a percent age of sales declined to 13.3% in 1998 from 14.0% in 1997.
In 1997, selling, general and administrative expenses
were $662 million, a $26 million decrease from the 1996
amount. The decrease was due primarily to cost improvements, including the integration of the Liquid Carbonic business, partly offset by cost inflation. Selling, general and
administrative expenses as a percentage of sales declined to
14.0% in 1997 from 15.5% in 1996.
Other income (expenses) - net
In 1998, other income (expenses) — net decreased $20
million as compared to the 1997 amount due primarily to an
$11 million benefit from a favorable judgment related to a dispute with the Rio de Janeiro State public hospitals occurring
in 1997, and increased severance expense in 1998 as compared to 1997.
In 1997, other income (expenses) - net increased $35
million over the 1996 amount of $27 million due primarily
to the $11 million favorable judgment with the Rio de Janeiro
State public hospitals mentioned above, higher partnership
income and higher non-recurring expenses in 1996 related
to the integration of the Liquid Carbonic business.
Interest Expense
The 1998 interest expense increased $44 million from the
1997 amount due primarily to the functional currency
change in Brazil (see Note 1 to the consolidated financial
statements), higher interest rates in South America and
higher average debt levels throughout the year.
The 1997 interest expense increased $21 million
from the 1996 amount due to higher debt levels (after adjustment for the debt associated with the purchase of the
assets held for sale) and higher interest rates in certain international countries.
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Income Taxes
The effective tax rate for 1998 and 1997 was 25%, and was
26% for 1996. Praxair currently expects the effective tax rate
to remain at approximately the 25% level in 1999.
Minority Interests
On December 31, 1998, minority interests consisted primarily of minority shareholders’ investments in two affiliates:
S.A. White Martins (Brazil) and Rivoira S.p.A. (Italy).
Additionally, Praxair records the dividends on preferred stock
in minority interests ($6 million in 1998). Minority shareholders’ share of income for 1998 was $55 million, a decrease
of $11 million as compared to the 1997 amount of $66 million. This decrease was primarily due to the acquisition of
minority interests and lower income in South America.
Income from Equity Investments
Praxair’s more significant equity investments are in the
United States, Belgium, China, India, Italy, Spain, and
Turkey. Praxair’s share of net income from corporate equity
investments was $11 million for 1998 and 1997, and $8 million in 1996.
Costs Relating to the Protection of the Environment
Praxair’s principal operations relate to the production and
distribution of atmospheric and other industrial gases, which
historically have not had a significant impact on the environment. However, worldwide costs relating to environmental
protection may continue to grow due both to increasingly
stringent laws and regulations and to Praxair’s ongoing commitment to rigorous internal standards. Environmental protection costs in 1998 were approximately $8 million of capital
expenditures and $14 million of expenses. Included in the
expenses were approximately $2 million for remedial projects. Praxair anticipates that future environmental protection
expenditures will approximate the level of those in 1998 and
will not have a material adverse effect on the consolidated
financial position or on the consolidated results of operations
or cash flows in a given year.
Commitments and Contingencies
See Note 14 to the consolidated financial statements for information concerning commitments and contingencies.
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LIQUIDITY, CAPITAL RESOURCES AND FINANCIAL DATA
Year Ended December 31,

1998

1997

1996

NET CASH PROVIDED BY
(USED FOR):
OPERATING ACTIVITIES:

Net income plus depreciation
and amortization
Working capital
Non-recurring CBI
acquisition costs
Total from operating activities

$ 892
19

$ 849
(119)

$ 702
(91)

–
936

–
752

(75)
606

(781)
–
(241)
206
(816)

(902)
–
(101)
300
(703)

(893)
(1,445)
(260)
264
(2,334)

(36)
20
(79)
$(126)

59
(27)
(69)
$ (68)

1,227
604
(58)
$1,777

$3,274
$6,168
53.1%

$3,305
$6,023
54.9%

$3,265
$5,757
56.7%

INVESTING ACTIVITIES:

Capital expenditures
CBI acquisition
Other acquisitions
Divestitures and asset sales
Total (used for)investing
FINANCING ACTIVITIES:

Debt increases (reductions)
Issuances (purchases) of stock
Cash dividends
Total from (used for) financing
DEBT-TO-CAPITAL RATIO,
AT DECEMBER 31:

Debt
Capital
Debt-to-capital ratio

(Millions of dollars)

Cash Flow from Operations
Cash flow from operations
increased to $936 million in
1998 from $752 million in
1997, or 24%. The increase
is primarily related to the
improvement in working
capital investment needs; a
direct result of Praxair’s
work process improvement
initiative designed to reduce
working capital as a percentage of sales, and to lower
payments for incentive compensation programs.
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Cash flow from operations increased in 1997 versus
1996 from $606 million to $752 million. The increase is
primarily related to higher cash earnings and the impact of
one-time after-tax cash payments made in 1996 related to the
acquisition of CBI for integration charges, antitrust litigation
settlements and other non-recurring payments totaling
approximately $75 million.
Investing
Cash flow used for investing
in 1998 totaled $816 million versus $703 million in
1997. This increase was due
primarily to the net impact
of higher acquisition expenditures and lower proceeds
from divestiture and asset
sales, partly offset by lower
capital expenditures.
Capital expenditures
for 1998 totaled $781 million, down $121 million
from 1997. The lower level
of capital expenditures is
due primarily to decreased
spending in South America
and the United States.
Acquisition expenditures for 1998 totaled $241 million,
an increase of $140 million from the 1997 period. This
increase is related to the purchase of the remaining shares
outstanding of Gas Tech, Inc. a U.S. packaged gases distributor (previously an equity investment), other U.S. investments
related to Praxair Distribution, acquisitions in the Surface
Technologies business, the acquisition of two companies in
India, a company in Puerto Rico and buy-outs of minority
interests in Asia, South America and Canada.
Divestitures and asset sales in 1998 decreased $94
million as compared to the 1997 period primarily due to proceeds received on the initial public offering of Chicago Bridge
and Iron Co., N.V. (see Note 2 to the consolidated financial
statements) in 1997, partially offset by the proceeds from a
sale leaseback transaction in 1998 (see Note 13 to the consolidated financial statements). There are no remaining CBI
assets held for sale as of December 31, 1998.
On a worldwide basis, capital and acquisition expenditures for the full year 1999 are expected to be about 20%
lower as compared to 1998, due primarily to the expected
timing of acquisitions and lower capitalexpenditures in Asia,
the United States and South America.
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Financing
At December 31, 1998,
Praxair’s total debt outstanding was $3,274 million, a decrease of $31
million from 1997. As of
December 31, 1998, there
were no borrowings under
Praxair’s $1.5 billion U.S.
bank credit facility and
Praxair’s investment grade
credit rating for long-term
debt was maintained at
A3/BBB+.
On April 2, 1998, Praxair issued $250 million of 6.15%
non-redeemable Notes due 2003 with interest payable semiannually. The proceeds from the Notes were used to repay
outstanding commercial paper and for other general corporate purposes.
On September 30, 1998, Praxair sold and leased back
certain U.S. storage equipment for $150 million which is
being accounted for as an operating lease (see Note 13 to the
consolidated financial statements). The proceeds from the
sale of the equipment have been used to repay debt.
Praxair’s debt-to-capital ratio decreased to 53.1% at
December 31, 1998 from 54.9% at December 31, 1997. This
decrease is due to an increase in retained earnings and
the lower debt levels, partially offset by the negative impact
of net currency translation losses on the accumulated
other comprehensive income (loss) component of shareholders’ equity, including the effect of the functional currency
change in Brazil, which reduced Praxair’s shareholders’
equity and minority interests (see Note 1 to the consolidated
financial statements).
Praxair’s financing strategy is to secure sufficient
funds to support its operations in the United States and
around the world using a combination of local borrowing and
intercompany lending in order to minimize the total cost of
funds and to manage and centralize currency exchange exposures. Praxair manages its exposure to interest rate changes
through the use of financial derivatives (see Note 6 to the
consolidated financial statements and the MD&A section
titled “Market Risks and Sensitivity Analyses”).
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RAW MATERIALS AND MARKETS

Energy is the single largest cost item in the production and
distribution of industrial gases. For some products, such as
carbon dioxide, helium, hydrogen, specialty gases and
surface coatings and powders, raw materials are largely
purchased from outside sources. Praxair generally has contracts or commitments for, or readily available sources of
these raw materials.
Praxair’s industrial gases are used by a diverse group of
customers in a variety of industries including metal fabrication, primary metals, chemicals & refining, healthcare, food
& beverage, electronics, aerospace, pulp and paper, glass,
environmental remediation and numerous other markets. By
using the gases Praxair produces and, in many cases, the proprietary processes that it invents, customers benefit through
improved product quality, increased productivity, lower operating costs, conservation of energy and the attainment of
environmental improvement objectives. Praxair has a large
number of customers and no single customer accounts for a
significant portion of Praxair’s annual sales. Aircraft engines
are Surface Technologies’ primary market, but it also serves
the printing, textile, chemical and primary metals markets.
Aircraft-engine and airframe-component overhaul services
are another offering.
YEAR 2000

The Problem
The “year 2000 problem” arises because many existing computer programs or date-sensitive microprocessors embedded
in operating equipment use only the last two digits to refer to
a year. Therefore, these computer programs and operating
systems may not properly recognize a year that begins with
“20” instead of “19”. If not corrected, many applications
could fail or create erroneous results. Although not all computer applications or systems are subject to this flaw, all are
suspect until they are assessed. Like most companies, Praxair
operates and maintains computer systems for accounting,
payroll, invoicing and many other business purposes. In
addition, Praxair’s operations systems (including, among
others, plant control, diagnostic and monitoring, quality control, distribution and logistics), and its infrastructure systems
(including, among others, telecommunications) use computer programs or embedded microprocessors. Also, Praxair,
as other companies, may be affected by the year 2000 problems
of its suppliers (e.g., by the interruption of supply of critical
raw materials or utilities) or of its customers (e.g., interrupted or reduced demand for Praxair’s products due to
interruptions in the customer’s own manufacturing processes).
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Praxair’s Readiness Status
Based upon its best available information, management
believes that Praxair has in place the appropriate programs
and plans to achieve timely year 2000 readiness for its safety
and mission-critical systems. However, it is uncertain
whether the year 2000 problems of Praxair’s suppliers and
customers will be resolved in a timely manner.
Praxair’s Readiness Program
Work on year 2000 issues at Praxair has been ongoing since
1996. Praxair has established a Year 2000 Global Project
Office to coordinate and accelerate its year 2000 activities.
The director of the Year 2000 Global Project Office reports
directly to Praxair’s chief executive officer. The Global Project
Office currently consists of a project manager and 13 global
functional team leaders representing: applications technology;
communications; finance; energy/other utilities; facilities;
human resources; information technology; operations/production; procurement; product sales and services equipment;
law; research and development; and safety and environmental services. In addition, the Global Project Office currently
includes team members representing eight Praxair businesses
and affiliates in North America, South America, Europe and
Asia who have accountability for year 2000 activities.
Praxair’s year 2000 readiness program consists of six
phases: awareness; inventory and assessment; renovation;
validation; implementation; and business continuity planning. These phases at any point in time may run concurrently
with respect to different systems, issues and business units.
While the following represents a general description of
Praxair’s overall progress in each of these phases, progress
for any individual system, issue or business unit may be
more or less advanced than that indicated.
Awareness: Praxair has launched a worldwide communications and awareness effort in order to inform employees
about year 2000 issues and enlist their assistance in implementing solutions. This effort is ongoing. Praxair also is in
continuous discussions on year 2000 issues with customers
and suppliers.
Inventory and Assessment: A global inventory of
Praxair systems, and assessment of those systems as to year
2000 readiness, has been conducted which management
currently believes has covered Praxair’s safety and missioncritical systems, and most of its other systems. However,
inventory and assessment efforts are ongoing which may
reveal as yet unidentified components or issues; contrary to
the foregoing assumption. With respect to assessment of the
year 2000 readiness of suppliers, certain critical suppliers
have been identified and discussions are ongoing or planned
with each.
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Renovation: Solutions for most year 2000 readiness
issues have been identified; some are in development while
others are being put in place. Renovation activities for safety
and mission-critical systems are projected to be completed in
the first quarter of 1999.
Validation: An integrated testing strategy has been
developed to validate the readiness of safety and missioncritical systems affected by year 2000. Some systems have
been tested and some pilot tests have been conducted.
Management currently projects that most testing and validation will occur beginning the first quarter of 1999 and will be
completed by mid-1999.
Implementation: Solutions that have been validated
through testing will be implemented by being put into
routine operation. Praxair currently expects safety and missioncritical Praxair-maintained systems to be so implemented by
mid-1999.
Business Continuity Planning: Praxair expects to
develop business continuity, or contingency plans with
respect to the build-up of product inventory and, where possible, allocation of product from alternate plants in the event
of electric power or other interruptions of utility supplies to
certain Praxair plants. Praxair is also prepared to develop contingency plans for failure of Praxair-maintained systems. The
number and nature of the contingency plans ultimately
developed and finalized by Praxair will depend on management’s ongoing assessment of the progress of Praxair and its
suppliers towards year 2000 readiness. Contingency plans
are currently projected to be developed by mid-1999.
Costs
At this time, Praxair estimates that the total external expenditures to address year 2000 issues associated with Praxairmaintained systems and components will be approximately
$30 million over the life of the project. Of this total, the
Company expects approximately $13 million will be expensed
as incurred and the remainder will be for capital upgrades
and replacements. The capital costs were planned for later
years independent of year 2000 issues, but are being accelerated because those costs are for projects that will also
address year 2000 issues. To date, approximately $12 million
has been incurred. Costs associated with internal resources
are not being accumulated separately and relate to normal
ongoing payroll costs.

Making Our Planet More Productive

Risks
If Praxair does not successfully complete a material portion
of its year 2000 program by the year 2000 or if the Company
is negatively impacted by the failure of a significant third
party customer or supplier to become year 2000 compliant,
it could have a material impact on the Company’s results of
operations or cash flows.
Management’s current projection is that the “most reasonably likely worst case” year 2000 scenario would involve
the temporary interruption of electric power or other utility
supplies to one or more of Praxair’s production plants due to
failure of the utility supplier to be year 2000 ready.
Management is unable to estimate the impact of such failure
or failures, but it could have a material adverse impact on
Praxair’s results of operations or cash flows, the measure of
such impact would depend on the number and nature of the
interruptions that would result. Other worst case year 2000
scenarios can be conceived which would have a material
impact on Praxair as well as on many other companies,
including, for example, break-downs of communications,
governmental or banking systems external to Praxair,
but Praxair has not independently evaluated the risks of
these events.
Cautionary Statements
The continued progress and timing of completion of
Praxair’s year 2000 readiness program phases as projected
above depend on, and may be affected by changes in, among
other factors, the cooperation and responsiveness of systems
and components suppliers with respect to solutions development; the availability of critical skills such as instrument
technicians and software applications personnel; the level of
interest and sense of urgency with respect to year 2000
issues by governments and institutions in various regions of
the world; and the cooperation of raw materials and utilities
suppliers in providing readiness assurances to Praxair and
the accuracy of those assurances.
Management does not currently believe that the failures described above as the “most reasonably likely worst case
scenario” are likely or that they will be so widespread as to have
an adverse material effect on Praxair. Efforts to assess the
year 2000 readiness of energy suppliers and other suppliers
are ongoing, however, and these efforts may, at some time in
the future, reveal serious deficiencies, not currently identified
or fully understood, which may cause a material impact on
Praxair contrary to the foregoing forward-looking assumption.
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The above forward-looking projection of costs may be
affected by, among other factors, year 2000 issues not yet
identified or fully understood, unexpected problems in the
renovation or in testing of identified solutions, and shortages
in critical renovation or replacement components or skills. If
these or other circumstances arise, Praxair’s costs to address
the year 2000 issues of Praxair-maintained systems and
components may differ from those projected above.
To the extent that any reader of this statement reviews
it for the purpose of making any decision for the purchase of
goods or services from Praxair or evaluating Praxair’s Year
2000 readiness, such reader should construe this statement
to be a Year 2000 readiness disclosure and that any statements
made to such reader in the course of any sale are subject to
the Year 2000 Information and Readiness Disclosure Act
(15 USC 1 Note, P.L. 105-271, 112 Stat). Such reader should be
further advised that in the case of a dispute, this Act may
reduce the reader’s legal rights regarding the use of any such
statements, unless otherwise specified in a contract or tariff.
EURO CONVERSION

Effective January 1, 1999, the euro has become the new common currency for 11 European countries (including Belgium,
France, Germany, Italy and Spain; where Praxair has most of
its European operations). Since then, transactions in the euro
have become possible, but the national currencies will continue to circulate until 2002. During this transition period,
payments can be made using both the euro and the national
currencies at fixed exchange rates.
Praxair has established teams in each of the businesses
and countries affected by the euro conversion. These teams
are identifying issues that must be addressed to accommodate the conversion, are developing plans to address these
issues, and are in the process of implementing those necessary changes identified to date. This is an ongoing process.
Beginning January 1, 1999, Praxair has the ability to
conduct business with customers in both the euro and the
respective national currency. Systems and processes that are
initially impacted by this dual currency requirement are customer billing and receivables and cash management activities, including cash collections and disbursements. To
accomplish full readiness and automatic recording in dual
currencies, Praxair continues to make the necessary system
and process changes.
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By 2002, Praxair will have systems and processes in
the 11 euro countries (including payroll and other accounting
systems) to accommodate the automatic recording of all
business transactions in the euro, and the euro will then
become the functional currency for these 11 countries.
Praxair is identifying all system and process changes that will
be required to facilitate timely compliance before the year
2002. Teams are also working with the respective country
marketing organizations to identify and address the potential
business implications of the creation of the euro.
Management currently believes that Praxair has in place
the appropriate programs and plans to make any required
changes to its systems and processes to accommodate a complete, timely euro conversion. The external costs associated
with implementing and completing Praxair’s euro conversion program with respect to Praxair-maintained systems are
not expected to be material in any year. Also, management
currently believes the business and market implications, if
any, of the euro conversion will not be material. However, the
competitive impact of increased cross-border price transparency is uncertain; both with respect to products sold by
Praxair as well as products, utilities and services purchased
by Praxair.
Praxair’s ongoing efforts and those of its significant
customers and suppliers (including financial institutions), at
some time in the future, may reveal as yet unidentified or not
fully understood issues that may not be addressable in a
timely fashion, or that may cause currently unexpected competitive or market effects; all contrary to the foregoing
forward-looking assumptions. These issues, if not resolved
favorably, could have a material impact on the Company’s
results of operations or cash flows in any year.
NEW ACCOUNTING STANDARDS

See Note 1 to the consolidated financial statements for information concerning new accounting standards.
MARKET RISKS AND SENSITIVITY ANALYSES

Like other global companies, Praxair is exposed to market
risks relating to fluctuations in interest rates and currency
exchange rates. The objective of financial risk management at
Praxair is to minimize the negative impact of interest rate
and foreign exchange rate fluctuations on the Company’s
earnings, cash flows and equity.
To manage these risks, Praxair uses various derivative
financial instruments, including, interest rate swap, forward
starting interest rate swap and currency swap, forward and
option contracts. Praxair only uses commonly traded and
non-leveraged instruments. These contracts are entered into
with major financial institutions thereby minimizing the risk
of credit loss. Also, refer to Notes 1 and 6 to the consolidated
financial statements for a more complete description of
Praxair’s accounting policies and use of such instruments.
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As required by Securities and Exchange Commission
rules, the following analyses present the sensitivity of the
market value, earnings and cash flows of Praxair’s financial
instruments to hypothetical changes in interest and exchange
rates as if these changes occurred at December 31, 1998. The
range of changes chosen for these analyses reflect Praxair’s
view of changes which are reasonably possible over a oneyear period. Market values are the present values of projected
future cash flows based on the interest rate and exchange rate
assumptions. These forward-looking disclosures are selective
in nature and only address the potential impacts from financial instruments. They do not include other potential effects,
which could impact Praxair’s business as a result of these
changes in interest and exchange rates.
Interest Rate and Debt Sensitivity Analysis
At December 31, 1998, Praxair has debt totaling $3,274 million ($3,305 million at December 31, 1997) and interest rate
swaps with a notional value of $876 million ($1,150 million
in 1997). Interest rate swaps are entered into as a hedge of
underlying debt instruments to effectively change the characteristics of the interest rate without actually changing the
debt instrument. At December 31, 1998, the interest rate
swap agreements convert outstanding floating rate debt to
fixed rate debt for a period of time. For fixed rate debt, interest rate changes affect the fair market value but do not impact
earnings or cash flows. Conversely for floating rate debt,
interest rate changes generally do not affect the fair market
value but do impact future earnings and cash flows, assuming other factors are held constant.
At December 31, 1998 after adjusting for the effect of
interest rate swap agreements, Praxair has fixed rate debt of
$2,978 million ($2,637 at December 31, 1997) and floating
rate debt of $296 million ($668 million in 1997). Holding
other variables constant (such as foreign exchange rates,
swaps and debt levels) a one percentage point decrease in
interest rates would increase the unrealized fair market value
of the fixed rate debt by approximately $98 million ($105 million in 1997). At December 31, 1998, the after-tax earnings
and cash flows impact for the next year resulting from a one
percentage point increase in interest rates would be approximately $7 million ($6 million at December 31, 1997), holding
other variables constant.

procurement of equipment from foreign sources. Among
other techniques, Praxair utilizes foreign exchange forward
contracts to hedge these exposures. At December 31, 1998
Praxair had $406 million notional amount ($324 million at
December 31, 1997) of foreign exchange contracts of which
$306 million ($254 million in 1997) hedged recorded balance
sheet exposures or firm commitments and $100 million ($70
million in 1997) are to hedge anticipated future net income.
Holding other variables constant, if there were a ten
percent adverse change in foreign currency exchange rates,
the market value of foreign currency contracts outstanding at
December 31, 1998 would decrease by approximately $39
million ($21 million at December 31, 1997). Of this decrease,
only about $7 million ($4 million at December 31, 1997)
would impact earnings since the gain (loss) on the majority
of these contracts would be offset by an equal (gain) loss on
the underlying exposure being hedged.
1999 Brazilian Devaluation
As of February 22, 1999, the Brazilian currency (the Real)
has devalued to 1.97 Reais to the U.S. dollar from 1.21 at
December 31, 1998. The currency impact on Praxair’s
Brazilian sales and operating results will be in direct proportion to the change in exchange rates. At the same time, interest rates have generally increased and the local economy is in
recession. These developments will impact Praxair’s
Brazilian operations in 1999 as reported sales and earnings
will be lower.
As described in Note 6 to the consolidated financial
statements, in early January 1999 Praxair entered into
various currency exchange forward contracts totaling $325
million to hedge anticipated Brazilian net income and a portion of its investment. The net income hedges were effectively closed out in January 1999 resulting in a non-recurring
pre-tax gain of about $20 million in the 1999 first quarter.
Any gains or losses from the remaining hedge contracts will
be recognized on the balance sheet. The after-tax cash proceeds from any hedge contracts will be used to repay debt.
Additionally, Praxair’s debt-to-capital ratio will increase
in the first quarter of 1999 due to the impacts of the devaluation on the translation of Praxair’s net assets in Brazil. When
the Brazilian currency stabilizes, the debt-to-capital ratio
should trend downward as it has done since the CBI acquisition in 1996.

Exchange Rate Sensitivity Analysis
Praxair’s exchange rate exposures result primarily from its
investments and ongoing operations in South America
(primarily Brazil), Europe (primarily Spain and Italy),
Canada, Mexico, Asia (primarily China, India, Korea and
Thailand) and certain other business transactions such as the
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NOTE 1
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Operations — Praxair, Inc. (Praxair or Company) was
founded in 1907 and became an independent publicly traded
company in 1992. Praxair is the largest industrial gases company in North and South America, and one of the largest
worldwide. The Company is also the world’s largest supplier
of carbon dioxide. Praxair produces, sells and distributes
atmospheric, process and specialty gases, and high-performance surface coatings to a diverse group of industries
including metal fabrication, chemicals and refining, primary
metals, food and beverage, healthcare, electronics, aerospace,
glass, pulp and paper, and environmental remediation.
Principles of Consolidation — The consolidated financial
statements include the accounts of all significant subsidiaries
where control exists. Equity investments generally consist of
20-50% owned operations. Operations less than 20% owned
are generally carried at cost. Pre-tax income from equity
investments, which are partnerships, is included in other
income (expenses) - net with related taxes included in income
taxes. Partnership net assets are reported as equity investments in the balance sheet. Praxair does not allocate corporate costs to its equity investments. Significant intercompany
transactions are eliminated.
Use of Estimates — The preparation of financial statements
in conformity with generally accepted accounting principles
requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period. While
actual results could differ, management believes such estimates to be reasonable.
Cash and Cash Equivalents — Cash equivalents are considered to be highly liquid securities with original maturities of
three months or less.
Inventories — Inventories are stated at the lower of cost or
market. Cost is determined generally using the last-in, firstout (LIFO) method for certain U.S. operations and the
average cost method for most other operations.
Property, Plant and Equipment - net — Property, plant and
equipment are carried at cost, net of accumulated depreciation. Depreciation is calculated on the straight-line method
based on the estimated useful lives of the assets which range
from 3 to 40 years. Praxair generally uses accelerated depreciation methods for tax purposes where appropriate. The
Company periodically reviews the recoverability of long-lived
assets based upon anticipated cash flows generated from
such assets.
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Foreign Currency Translation — For international subsidiaries
where the local currency is the functional currency, translation gains and losses are accumulated as a separate component of shareholders’ equity. For international subsidiaries
operating in hyperinflationary economies, the U.S. dollar is
the functional currency and translation gains and losses are
included in income.
Functional Currency Change in Brazil — As required by
accounting standards, effective January 1, 1998, Brazil is no
longer a hyperinflationary economy. Accordingly, Praxair’s
majority owned subsidiary (S.A. White Martins) designated
the Brazilian Real as its functional currency instead of the
U.S. dollar. This change increased operating profit and interest expense by approximately $20 million for the year ended
December 31, 1998. The impact on sales, taxes and net
income was not significant. This change also required
Praxair to record a one-time cumulative adjustment for additional deferred income taxes of $81 million with offsetting
balance sheet adjustments to the accumulated other comprehensive income (cumulative translation adjustment) component of shareholders’ equity, and minority interests of $57
million and $24 million, respectively.
Financial Instruments — Praxair enters into various derivative
financial instruments to manage its exposure to fluctuating
interest and currency exchange rates. Such instruments
include interest rate swap and forward rate agreements, and
currency swap, forward and option contracts. These instruments are not entered into for trading purposes. Praxair only
uses commonly traded and non-leveraged instruments.
Interest rate swap and forward rate agreements involve
the exchange of fixed and floating interest payments without
the exchange of the underlying principal amounts. The differential to be paid or received is recognized as an adjustment
to interest expense. The notional amounts of interest rate swap
and forward rate agreements do not exceed the underlying debt
principal amounts. If an interest rate swap or forward rate
agreement is terminated before its maturity, any gain or loss
is deferred and amortized as interest expense over the
remaining life of the underlying debt or the remaining life of
the swap, if shorter.
Currency swap, forward and option contracts are generally entered into to hedge recorded balance sheet amounts
related to international operations, firm commitments that
create currency exposures and projected net income. Gains
and losses on hedges of assets and liabilities are recorded in
other income (expenses) — net as offsets to the gains and
losses from the underlying hedged amounts; gains and losses
on hedges of net investments are reported on the balance
sheet as part of the cumulative translation adjustment within
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shareholders’ equity; and gains and losses on hedges of firm
commitments are recorded on the balance sheet and
included in the basis of the underlying transaction. Forward
exchange contracts that cover exposures which do not qualify
for hedge accounting (e.g., net income hedges) are recorded
in other income (expenses) — net on a mark-to-market basis.
Praxair uses the following methods and assumptions to
estimate the fair value of each class of financial instrument.
Due to their nature, the carrying value of cash, short-term
investments and short-term debt, receivables and payables
approximates fair value. The fair value of long-term debt is
estimated based on the quoted market prices for the same or
similar issues. The fair value of interest rate swaps and currency exchange contracts are estimated based on market
prices obtained from dealer quotes. Such quotes represent
the estimated amount Praxair would receive or pay to terminate the agreements taking into consideration current rates
and the credit worthiness of the counterparties. (See Note 6).
Patents, Trademarks and Goodwill — Amounts paid for
patents and the excess of the purchase price over the fair
value of the net assets of acquired operations (goodwill) are
recorded as other long-term assets. Patents are amortized
over their remaining useful lives, while trademarks and goodwill are amortized over the estimated period of benefit, up to
forty years. Praxair periodically evaluates the recoverability of
patents, trademarks and goodwill by assessing whether the
unamortized balance can be recovered over its remaining life
through cash flows generated by underlying tangible assets.
Research and Development — Research and development
costs are charged to expense as incurred.
Income Taxes — Deferred income taxes are recorded for the
temporary differences between the financial statement and
tax bases of assets and liabilities using current tax rates.
Retirement Programs — Most Praxair employees worldwide
are covered by various pension plans. The cost of pension
benefits under these plans is determined using the “projected
unit credit” actuarial cost method. Funding of pension plans
varies and is in accordance with local laws and practices.
Praxair accrues the cost of retiree life and health insurance benefits during the employees’ service period when
such benefits are earned.
In 1998, Praxair implemented Statement of Financial
Accounting Standards (SFAS) No. 132, Employers’ Disclosures about Pension and Other Postretirement Benefits,
which changes the format of the required disclosures relating
to pensions and other postemployment benefits. All prior
years’ information has been restated to conform to the current presentation. Disclosures required by SFAS No. 132 are
included in Note 12.
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Postemployment Benefits — Praxair recognizes the estimated
cost of future benefits provided to former and inactive
employees after employment but before retirement on the
accrual basis.
Stock-Based Compensation — Praxair accounts for incentive
plans and stock options using the provisions of Accounting
Principles Board Opinion No. 25, Accounting for Stock
Issued to Employees. Pro forma information required by
SFAS No. 123, Accounting for Stock-Based Compensation, is
included in Note 10.
Earnings Per Share — Basic earnings per share is computed
by dividing net income for the period by the weighted average
number of Praxair common shares outstanding. Diluted
earnings per share is computed by dividing net income for
the period by the weighted average number of Praxair common shares outstanding and dilutive common stock equivalents. Stock options for 2,999,075 shares were not included
in the computation of diluted earnings per share for the year
ended December 31, 1998 because the exercise prices were
greater than the average market price of the common stock.
All references in the consolidated financial statements are to
diluted earnings per share unless stated otherwise. The difference between the number of shares used in the basic earnings per share calculation compared to the diluted earnings
per share calculation is due to the dilutive effect of outstanding stock options.
Segment Information — Effective in 1998, Praxair adopted
SFAS No. 131 which requires a new “management” approach
to segment disclosures. This new management approach
requires Praxair to define its reportable segments based on
the internal organization structure that is used by management to make operating decisions and evaluate performance.
SFAS No. 131 also requires additional disclosures about products and services, and geographic areas. The adoption of
SFAS No. 131 did not affect results of operations, financial
position or cash flows. All prior years’ segment information
has been restated to conform to the current presentation.
Disclosures required by SFAS No. 131 are included in Note 4.
Comprehensive Income — Effective January 1, 1998, Praxair
adopted SFAS No. 130, Reporting Comprehensive Income.
The adoption produced no effect on Praxair’s financial position, cash flows or results of operations. Comprehensive
income has been disclosed on the Consolidated Statement of
Shareholders’ Equity. The accumulated other comprehensive
income (loss) balance as of December 31, 1998 represents the
cumulative translation adjustment.
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Accounting Changes — In accordance with Emerging Issues
Task Force (EITF) Consensus No. 97-13, Praxair recorded an
after-tax charge of $11 million in the fourth quarter of 1997 as
the cumulative effect of an accounting change related to previously capitalized business process reengineering and information technology transformation costs.
Impact of Recently Issued Accounting Standards
Derivatives — In June 1998, the Financial Accounting
Standards Board issued SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities, which Praxair
is required to adopt effective beginning January 1, 2000.
Praxair is currently evaluating the impact on its financial statements of adopting the standard and will comply as required.
Start-up costs — In April 1998, the American Institute of
Certified Public Accountants (AICPA) issued Statement of
Position (SOP) 98-5, Reporting on the Costs of Start-Up
Activities. This SOP is effective January 1, 1999 and generally
requires that all start-up costs, as defined, be expensed as
incurred. Praxair is in the process of identifying any previously capitalized costs which have to be expensed under this
guidance. Any required adjustment, which is not estimated
to be material, will be recorded as a cumulative effect adjustment in the first quarter of 1999.
Reclassifications — Certain prior years’ amounts have been
reclassified to conform to the current year’s presentation.
NOTE 2
1996 ACQUISITION OF CBI INDUSTRIES, INC. (CBI)

On January 12, 1996, Praxair acquired approximately 94% of
the outstanding shares of CBI common stock and on March
13, 1996 Praxair acquired the remaining common stock outstanding. The total purchase price for CBI’s common stock
was $2.2 billion including assumed debt of $735 million. The
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purchase price for the common stock of CBI was allocated to
the assets and liabilities of Liquid Carbonic based on
appraisals, valuations and other studies; and to assets held for
sale based on estimated net realizable values. The goodwill
associated with the CBI acquisition, representing the costs in
excess of the fair value of net assets acquired (shown on the
balance sheet in other long-term assets), is being amortized
on a straight line basis over forty years. The results of Liquid
Carbonic’s operations have been included in the consolidated
financial statements effective January 1, 1996.
At the acquisition date, Praxair determined that the
Contracting and Investments segments of CBI were not
strategic to the combined company and has now completed
the sale of these businesses. The operations related to these
assets held for sale have been eliminated from Praxair’s consolidated financial statements and at December 31, 1998
there are no remaining assets held for sale.
NOTE 3
SPECIAL CHARGES

In the fourth quarter of 1998, Praxair recorded a pre-tax
charge of $29 million ($18 million after tax) related to its
investment in Indonesia ($19 million or $11 million after tax)
and an anticipated loss on the sale of an air separation plant
under construction for a third party ($10 million or $7 million after tax). The charge related to Indonesia reflects the
recent deterioration of the local economy and reduces
Praxair’s investment in the net assets of its consolidated
Indonesian subsidiary to an amount equal to management’s
current estimate of the fair value of the business, assuming a
sale transaction. The anticipated contract loss reflects management’s best estimate of the amount by which final costs
will exceed the contract sale price. The construction is
expected to be completed in 1999.
In the fourth quarter of 1997, Praxair recorded a charge
of $10 million ($6 million after tax) related primarily to profit
improvement initiatives in its North American packaged
gases business.
In the first quarter of 1996, Praxair recorded a charge
of $85 million pre-tax ($53 million after tax benefits of $30
million and minority interests of $2 million) for severancerelated and other exit costs, primarily lease termination costs,
associated with the integration of the Liquid Carbonic business of CBI and Praxair. The severance-related costs are for
payments for the termination of Praxair and CBI employees
due to synergies related to integrating the operations of the
two companies, primarily manufacturing and product distribution, sales and marketing, and administrative functions.
The employee terminations had been completed as of
December 31, 1997. The other exit costs are primarily related
to estimated net costs associated with lease commitments for
surplus office and production space.
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The following table summarizes the activity in the
1996 CBI integration accrual and the 1997 North American
packaged gases’ accrual:

Accrual – Special Charges

Severance

Other

Total

Exit Costs

Accrual

Balance, January 1, 1996
CBI integration
1996 activity

$ –
50
(29)

$ –
35
(10)

$ –
85
(39)

Balance, December 31, 1996
Packaged gases
1997 activity

$21
–
(21)

$25
10
(9)

$46
10
(30)

Balance, December 31, 1997
1998 activity
Balance, December 31, 1998

$ –
–
$ –

$26
(8)
$18

$26
(8)
$18

(Millions of dollars)

NOTE 4
SEGMENT INFORMATION

Effective in 1998, Praxair adopted SFAS No. 131 which
requires Praxair to redefine its operating segments using a
management approach and restate all prior years’ segment
information on the same basis (see Note 1).
Praxair operates principally in the industrial gases business through three reportable operating segments: North
America, South America and Europe. In addition, Praxair
operates its worldwide Surface Technologies business
through its wholly-owned subsidiary, Praxair Surface
Technologies, Inc. The All Other category is composed of
Praxair’s industrial gases business in Asia, Praxair’s global
supply systems business which designs, engineers and
builds equipment that produces industrial gases (for internal
use and external sale), and other globally managed functions
including primarily procurement and strategic marketing.
Corporate includes costs related to corporate functions.
The accounting policies of the operating segments are
the same as those described in Note 1. Praxair evaluates the
performance of its operating segments based on operating
profit, excluding intercompany royalties and other special
charges. Sales are determined based on the country in which
the legal subsidiary is domiciled and intersegment sales are
not material. Research and development costs relating to
Praxair’s industrial gases business are managed globally and
for purposes of segment reporting are allocated to operating
segments based on sales. Long-lived assets includes property,
plant and equipment; patents and trademarks; and goodwill.

The table below presents information about reported
segments for the years ended December 31, 1998, 1997 and
1996:
Segment Information

1998

1997

1996

$2,752
964
515
420
182

$2,636
964
493
381
261

$2,459
987
522
311
170

$4,833

$4,735

$4,449

$ 533
199
109
73
(6)
(23)

$ 493
197
93
69
19
(23)

$ 422
206
105
49
(20)
(30)

$ 885

$ 848

$ 732

$3,917
2,313
871
523
472

$3,821
2,493
795
397
304

$3,608
2,175
872
315
568

$8,096

$7,810

$7,538

$ 267
116
47
23
14

$ 254
108
46
19
17

$ 243
102
45
16
14

$ 467

$ 444

$ 420

$ 501
180
87
130
124

$ 423
288
76
94
122

$ 604
307
104
61
77

$1,022

$1,003

$1,153

SALES:

North America
South America
Europe
Surface Technologies
All Other
Total sales
OPERATING PROFIT (a):

North America
South America(b)
Europe
Surface Technologies
All Other
Corporate
Total operating profit
TOTAL ASSETS:

North America (c)
South America
Europe(c)
Surface Technologies
All Other(c)
Total assets
DEPRECIATION AND
AMORTIZATION:

North America
South America
Europe
Surface Technologies
All Other
Total depreciation and
amortization
CAPITAL EXPENDITURES
AND ACQUISITIONS (d):

North America
South America
Europe
Surface Technologies
All Other
Total capital expenditures
and acquisitions

(continued)
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Segment Information

1998

1997

1996

United States
Brazil
All Other Foreign

$2,508
786
1,539

$2,411
823
1,501

$2,157
760
1,532

Total sales

$4,833

$4,735

$4,449

$2,707
1,505
1,935

$2,426
1,588
1,806

$2,208
1,471
1,763

$6,147

$5,820

$5,442

SALES BY MAJOR COUNTRY:

LONG-LIVED ASSETS BY
MAJOR COUNTRY:

United States
Brazil
All Other Foreign
Total long-lived assets

(Millions of dollars)
(a)During

1998, Praxair recorded pre-tax special charges totaling $29 million for
an impairment loss in Indonesia and a provision for an anticipated loss on the
sale of an air separation plant to a third party. During 1997, Praxair recorded an
operating profit charge of $10 million related primarily to profit improvement
initiatives in the North American business. During 1996, Praxair recorded
an operating profit charge of $85 million related to CBI integration costs. The
following are the operating profit impacts, by operating segment for these
special charges.

NOTE 5
INCOME TAXES

Pre-tax income applicable to U.S. and foreign operations is
as follows:
Year Ended December 31,

1998

1997

1996

United States
Foreign

$277
319

$290
332

$154
298

Total income before income taxes

$596

$622

$452

(Millions of dollars)

The following is an analysis of the provision for income taxes:
Year Ended December 31,

1998

1997

1996

Current tax expense
U.S. Federal
State and local
Foreign

$ 54
12
50

$ 23
12
49

$ 15
5
42

Total current

116

84

62

29
(18)

65
2

39
9

11

67

48

$127

$151

$110

Special Charges

1998

1997

1996

Deferred tax expense
U.S. Federal
Foreign

Segment operating profit

$885

$848

$732

Total deferred

Less special charges:
North America

–

(10)

(66)

South America

–

–

(13)

Europe

–

–

(4)

Surface Technologies

–

–

(2)

(29)

–

–

$838

$647

All Other
Consolidated operating profit

$856

(Millions of dollars)
(b)As

required by accounting standards, effective January 1, 1998 Brazil is no
longer a hyperinflationary economy. This change increased the South American
segment operating profit for 1998 by approximately $20 million versus 1997.
The impact on sales was not significant.
(c) Includes

Equity Investments

1998

1997

1996

North America

$ 66

$ 69

$ 65

101

88

89

84

53

41

$251

$210

$195

All other (Asia)
Total

(Millions of dollars)
(d) 1996

(Millions of dollars)

Net deferred tax liabilities are comprised of the following:
December 31,

1998

1997

$611
10
163

$453
9
168

784

630

Benefit plans and related
Inventory
Alternative minimum tax
Carryforwards — gross
Other

163
19
42
175
70

174
17
16
72
107

Less: Valuation allowances

469
6

386
10

Total deferred tax assets

463

376

$321

$254

DEFERRED TAX LIABILITIES

Fixed assets
State and local
Other
Total deferred tax liabilities
DEFERRED TAX ASSETS

equity investments as follows:

Europe

Total income taxes

excludes CBI acquisition amounts totaling $1,445 million, net of
assumed debt of $735 million.

Net deferred tax liabilities

(Millions of dollars)
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An analysis of the difference between the provision for income
taxes and the amount computed by applying the U.S. statutory
income tax rate to pre-tax income follows:
Year Ended December 31,

1998

$

%

1997

$

%

1996

$

NOTE 6
DEBT AND FINANCIAL INSTRUMENTS

Debt — The following is a summary of Praxair’s outstanding
debt at December 31, 1998 and 1997:

%
Debt

U.S. statutory income
tax rate
State and local taxes
U.S. tax credits
Foreign taxes
Other — net

208
8
(3)
(80)
(6)

Provision for income tax

127

35.0 218 35.0 158 35.0
1.3
8
1.3
3
0.7
(0.5)
(1) (0.1)
(1) (0.2)
(13.4) (65) (10.5) (51) (11.4)
(1.0)
(9) (1.4)
1
0.2
21.4

151

24.3

110

24.3

(Dollar amounts in millions)

The valuation allowances decreased $4 million in 1998
(decreased $1 million in 1997 and increased $1 million in
1996) all relating to foreign net operating loss carryforwards
activity. At December 31, 1998, Praxair has approximately
$16 million of foreign net operating loss carryforwards that
expire principally through 2005, for which the deferred tax
asset has been fully reserved by valuation allowances.
During 1997, Italy and the United Kingdom decreased
and France increased their top marginal tax rate. During
1996, Brazil increased its top marginal tax rate. The effects of
these tax rate changes were immaterial.
Provision has not been made for additional Federal or
foreign taxes at December 31, 1998 on $1,208 million of
undistributed earnings of foreign subsidiaries that are
planned to be reinvested indefinitely. These earnings could
become subject to additional tax if they were remitted as dividends, loaned to Praxair, or upon sale of the subsidiary’s
stock. It is not practicable to estimate the amount or timing
of the additional tax, if any, that might eventually be payable
on the foreign earnings.

1998

1997

SHORT-TERM

Canadian borrowings
South American borrowings
Other International borrowings
Other U.S. borrowings

$ 116
95
82
2

$

84
268
38
1

295

391

627
75
250
75
300
250
150
250
250

860
75
250
75
300
–
150
250
250

300
50
204
123
54
21

300
55
160
130
17
42

Less: current portion of long-term debt

2,979
84

2,914
40

Total long-term debt

2,895

2,874

$3,274

$3,305

Total short-term debt
LONG-TERM

U.S.:
Commercial paper and U.S. borrowings
6.25% Notes due 2000
6.70% Notes due 2001
6.625% Notes due 2003
6.75% Notes due 2003
6.15% Notes due 2003
6.85% Notes due 2005
6.90% Notes due 2006
6.625% Notes due 2007
8.70% Debentures due 2022
(Redeemable after 2002)
Other borrowings
Canadian borrowings
South American borrowings
Other International borrowings
Obligations under capital leases

Total debt

(Millions of dollars)
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Praxair has available a $1.5 billion credit agreement which
expires in December 2000 and is used to support commercial paper and other short-term U.S. bank borrowings. No
borrowings were outstanding under this credit agreement at
December 31, 1998 or 1997. At December 31, 1998 and 1997,
$627 million and $860 million respectively, of short-term
borrowings have been classified as long-term debt because of
the Company’s intent to refinance this debt on a long-term
basis and the availability of such financing under the terms
of the credit agreement. The weighted-average interest rate
on commercial paper and U.S bank borrowings was 5.8% at
December 31, 1998 and 6.1% at December 31, 1997.
Praxair’s major bank credit and long-term debt agreements contain various covenants which may, among other
things, restrict the ability of Praxair to merge with another
entity, incur or guarantee debt, sell or transfer certain assets,
create liens against assets, enter into sale and leaseback
agreements, or pay dividends and make other distributions
beyond certain limits. These agreements also require Praxair
to meet leverage, net worth and interest coverage ratios.
At December 31, 1998, Praxair was in compliance with all
such covenants.
Excluding commercial paper and U.S. bank borrowings,
scheduled maturities on long-term debt are: 1999, $84 million;
2000, $150 million; 2001, $333 million; 2002, $98 million;
2003, $695 million and $992 million thereafter. At December 31, 1998, $170 million of Praxair’s assets (principally
international fixed assets) were pledged as security for longterm debt including the current portion of long-term debt.
At December 31, 1998, the estimated fair value of
Praxair’s long-term debt portfolio was $3,055 million versus a
carrying value of $2,979 million. At December 31, 1997 the
estimated fair value of long-term debt was $2,971 million versus a carrying value of $2,914 million. These differences are
attributable to interest rate changes subsequent to when the
debt was issued.
Financial Instruments — Praxair has entered into various
interest rate swap agreements that are used to manage exposure to interest rate changes. Fixed rate swaps are used to
convert floating rate debt into fixed rate debt. Forward starting fixed rate swaps are generally used to extend coverage of
existing swaps and increase the period for which floating rate
debt is converted to fixed rate debt. Floating rate swaps are
used to convert fixed rate debt into floating rate debt. The fair
market value of these swaps approximated their carrying
amounts at December 31, 1998 and 1997.
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The following table is a summary of the notional amount of
interest rate swap agreements at December 31, 1998 and 1997:
December 31,

1998

1997(a)

MATURING WITHIN ONE YEAR:

Fixed Rate Swaps
Floating Rate Swaps

$796(b)
–

$220
$150

MATURING BETWEEN 1-2 YEARS:

Fixed Rate Swaps
Forward Starting Fixed Rate Swaps

–
–

$550(c)
$150

MATURING 2001:

Fixed Rate Swaps

$ 80

$ 80

(Millions of dollars)
(a)At December 31,1997 there was $300 million notional value of forward starting fixed rate swaps that had been effectively offset through June 1998 using
$300 million notional value of forward starting floating rate swaps.
(b)These

swaps expire at various dates to February 1999.

(c) At

December 31, 1997, the expiration dates for $300 million of these swaps
had effectively been extended to these dates through the use of forward starting fixed rate swaps.

Praxair is also a party to currency exchange forward contracts
to manage its exposure to changing currency exchange rates.
At December 31, 1998 and 1997, respectively, Praxair had
$406 million and $324 million of currency exchange forward
contracts outstanding: $280 million to hedge recorded balance sheet exposures ($216 million in 1997), $26 million to
hedge firm commitments generally for the purchase of
equipment related to construction projects ($38 million in
1997) and $100 million to hedge future net income,
accounted for on a mark-to-market basis ($70 million in
1997). Additionally, at December 31,1998 there was $34 million notional value of currency exchange forward contracts
that effectively offset ($100 million in 1997). At December 31,
1998 and 1997, the fair market value of currency exchange
contracts approximated their carrying amounts and the
deferred gains and losses on these contracts were not material.
In early 1999, the Brazilian currency devalued versus
the U.S. dollar. In anticipation of this devaluation, in early
January 1999 Praxair entered into currency exchange forward contracts totaling $325 million for estimated Brazilian
net income in 1999 and to hedge a portion of its net investment. Approximately $100 million of these contracts were
effectively settled by entering into contracts with opposite
positions, resulting in income of about $20 million before
income taxes and minority interests. The remaining $225
million of these contracts expire during April and May 1999
and any potential after-tax gains or losses from these contracts will be recognized on the balance sheet, mainly in
the cumulative translation adjustment components of shareholders’ equity and minority interests.
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Counterparties to interest rate derivative contracts and
currency exchange forward contracts are major financial
institutions with credit ratings of investment grade or better
and no collateral is required. There are no significant risk
concentrations. Management believes the risk of incurring
losses related to credit risk is remote and any losses would
be immaterial.
NOTE 7
SHAREHOLDERS’ EQUITY

At December 31, 1998 there were 500,000,000 shares of
common stock authorized (par value $.01 per share) of which
161,517,042 shares were issued and 157,571,199 were outstanding. During 1997, Praxair reclassified $19 million to
additional paid-in capital from other liabilities for deferred
compensation that will be paid in common stock. Additional
paid-in capital includes unearned performance stock of $(4)
million at December 31, 1995.
The Board of Directors of Praxair declared a dividend
distribution of one common stock purchase right (a “Right”)
for each share of Praxair’s common stock outstanding at the
close of business on June 30, 1992. The holders of any additional shares of Praxair’s common stock issued after June 30,
1992 and before the redemption or expiration of the Rights
are also entitled to one Right for each such additional share.
Each Right entitles the registered holders, under certain circumstances, to purchase from Praxair one share of Praxair’s
common stock at $47.33 (subject to adjustment). At no time
will the Rights have any voting power.
The Rights may not be exercised until 10 days after a
person or group acquires 15 percent or more of Praxair’s common stock, or announces a tender offer that, if consummated, would result in 15 percent or more ownership of
Praxair’s common stock. Separate Rights certificates will not
be issued and the Rights will not be traded separately from
the stock until then.
Should an acquirer become the beneficial owner of 15
percent or more of Praxair’s common stock (other than as
approved by Praxair’s Board of Directors) and under certain
additional circumstances, Praxair Rightholders (other than
the acquirer) would have the right to buy common stock in
Praxair, or in the surviving enterprise if Praxair is acquired,
having a value of two times the exercise price then in effect.
Also, Praxair’s Board of Directors may exchange the Rights
(other than the acquirer’s Rights which will have become
void), in whole or in part, at an exchange ratio of one share of
Praxair common stock (and/or other securities, cash or other
assets having equal value) per Right (subject to adjustment).

Making Our Planet More Productive

The Rights will expire on June 30, 2002, unless
exchanged or redeemed prior to that date. The redemption
price is $.001 per Right. Praxair’s Board of Directors may
redeem the Rights by a majority vote at any time prior to the
20th day following public announcement that a person or
group has acquired 15 percent of Praxair’s common stock.
Under certain circumstances, the decision to redeem requires
the concurrence of a majority of the independent directors.
NOTE 8
PREFERRED STOCK

At December 31, 1998 and 1997, there were 25,000,000
shares of preferred stock (par value $.01 per share) authorized, of which, 750,000 shares were issued and outstanding.
Each series of preferred stock ranks on parity with the other,
and no dividends may be paid on Praxair common stock
unless preferred stock dividends have been paid. The preferred stock has limited voting rights. Dividends are included
in minority interests on the consolidated statement of
income. Following is a summary of each series of preferred
stock outstanding.
Series A Preferred Stock — There are 550,000 outstanding
shares of Praxair 7.48% Cumulative Preferred Stock, Series A
which are entitled to receive cumulative annual dividends of
$7.48 per share, payable quarterly. The Series A Preferred
Stock is mandatorily redeemable on, but not prior to, April 1,
2000 at a price of $100 per share and has a liquidation preference of $100 per share.
Series B Preferred Stock — There are 200,000 outstanding
shares of Praxair 6.75% Cumulative Preferred Stock, Series B
which are entitled to receive cumulative annual dividends of
$6.75 per share, payable quarterly. The Series B Preferred
Stock is mandatorily redeemable on, but not prior to,
September 5, 2002 at a price of $100 per share and has a liq uidation preference of $100 per share.
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NOTE 9
SUPPLEMENTARY INCOME STATEMENT INFORMATION
Year Ended December 31,

1998

1997

1996

$328
316

$333
329

$331
357

$644

$662

$688

$ 14
1
12
15

$ 13
4
12
33(a)

$

$ 42

$ 62

$ 27

$296
(36)

$248
(32)

$220
(25)

$260

$216

$195

$ (49)
(6)

$ (58)
(8)

$ (62)
(6)

$ (55)

$ (66)

$ (68)

SELLING, GENERAL AND
ADMINISTRATIVE

Selling
General and administrative

OTHER INCOME
(EXPENSES) — NET

Investment income
Currency
Partnership income
Other

6
3
8
10

INTEREST EXPENSE

Interest incurred on debt
Interest capitalized

MINORITY INTERESTS

Minority interests
Preferred stock dividends

(Millions of dollars)
(a)Includes $11 million from a favorable judgement related to a dispute with
State public hospitals in Brazil.

NOTE 10
INCENTIVE PLANS AND STOCK OPTIONS

The 1992 Praxair Long-Term Incentive Plan (the “1992
Plan”) provides for granting nonqualified or incentive stock
options, stock grants, performance awards, and other stockrelated incentives for key employees. Awards may be made
under the 1992 Plan through the year 2001.
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Under the 1992 Plan, the total number of shares available for options or stock grants shall not exceed one percent
of the number of shares outstanding on the first day of each
year, plus any shares that were available but not used in a
prior year up to two percent of the total number of shares outstanding on the first day of the year of the grant. Option
prices are equal to the closing price of Praxair’s common
stock on the date of the grant. The options issued under the
1992 Plan become exercisable only after one or more years,
and the option term can be no more than ten years.
In 1996, the Board of Directors approved the 1996
Praxair, Inc. Performance Incentive Plan (the “1996 Plan”)
that provides for granting nonqualified or incentive stock
options, stock grants, performance awards and other stockrelated incentives for Praxair employees other than officers
and directors, employees subject to Section 16 of the
Securities Exchange Act of 1934 and employees subject to
Section 162(m) of the Internal Revenue Code. Under the
1996 Plan, the number of shares of stock available for
options or grants in each calendar year is limited to two percent of the total number of shares of common stock outstanding as of the first day of the year plus any carryover
shares from prior years that were not granted up to a maximum of four percent of the shares of common stock that
were outstanding on the first day of the year. Options granted
under the 1996 Plan have terms and conditions identical to
those that may be granted under the 1992 Plan.
Effective January 1, 1997, Praxair initiated a three-year
executive compensation plan by granting performance share
equivalents (payable in Praxair common stock) and stock
options to corporate officers and other key employees. The
performance share equivalents will fully vest on January 1,
2000, provided that Praxair meets its three-year cumulative
15 percent per year earnings per share growth target for the
period. The number of actual performance share equivalents
that vest is governed by a sliding scale starting at 6.5 percent
growth based on cumulative earnings per share achieved over
the three-year period with no maximum. The performance
share equivalents will be included in earnings per share calculations as minimum performance targets are achieved. The
stock options become exercisable on January 1, 2000.
Through 1998, Praxair’s earnings per share growth for purposes of this calculation was 13% and the pre-tax compensation expense related to this plan was $8 million in 1998 and
$15 million in 1997. Prior to 1997, there was a five-year plan
relating to the period 1992 to 1996. The pre-tax compensation expense related to this plan was $23 million in 1996.
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The following table summarizes the changes in outstanding
shares under option, performance stock grants and performance stock equivalents for 1998, 1997 and 1996 (shares
in thousands):
Stock Options
Average
Activity

Outstanding at
December 31, 1995
Granted
Exercised
Cancelled or expired

Number of

Exercise

Options

Price

11,429
2,615
(2,478)
(89)

Performance
Stock &
E q u i v a l e n t s (a)

$15.36
$40.52
$14.99
$33.19

636
6
–
(3)

Outstanding at
December 31, 1996
Granted
Exercised
Vested
Cancelled or expired

11,477
1,232
(1,737)
–
(73)

$21.03
$50.63
$15.11
–
$40.19

639
992
–
(639)
(24)

Outstanding at
December 31, 1997
Granted
Exercised
Cancelled or expired

10,899
2,022
( 889)
(60)

$25.20
$40.98
$19.63
$46.00

968
14
–
(31)

Outstanding at
December 31, 1998 (b)

11,972

$28.17

951

Options exercisable at:
December 31, 1996
December 31, 1997
December 31, 1998 (b)

7,275
7,167
7,728

$14.20
$15.51
$18.95

(a)The weighted-average price per share on the date performance stock equivalents were granted was $50.26 in 1998 and $46.25 in 1997, and for performance
stock grants made under the previous 5-year plan was $41.83 in 1996.
(b)The

following table summarizes information about options outstanding and
exercisable at December 31, 1998 (shares in thousands, life in years):
Outstanding
Year
of
Grant

To 6/92*
7/92-12/93
1994
1995
1996
1997
1998

Exercisable

Average
Remaining Life

Number
of
Options

Range of
Exercise
Prices

Average
Exercise
Price

Number
of
Options

Average
Exercise
Price

2.0
3.8
5.4
6.1
7.6
8.4
9.5

3,154
1,627
513
1,158
2,334
1,186
2,000

$ 9.80-16.63
$15.50-17.13
$17.88-23.63
$20.25-29.63
$34.13-47.75
$43.88-56.13
$31.25-52.50

$12.55
$15.83
$19.30
$21.16
$40.93
$50.61
$40.95

3,154
1,627
513
1,158
1,246
30
–

$12.55
$15.83
$19.30
$21.16
$36.40
$44.99
–

5.8

11,972

$ 9.80-56.13

$28.17

7,728

$18.95

Pro forma information
SFAS No. 123 requires Praxair to disclose pro forma net
income and pro forma earnings per share amounts as if compensation expense was recognized for options granted after
1994. Using this approach, pro forma net income and the
related basic and diluted earnings per share amounts would
be as follows:
Year Ended December 31,

1998

1997

1996

$425
$409

$405
$391

$282
$274

$2.68
$2.58

$2.56
$2.47

$1.85
$1.80

$2.60
$2.50

$2.46
$2.37

$1.77
$1.72

NET INCOME:

As reported
Pro forma
BASIC EARNINGS PER SHARE:

As reported
Pro forma
DILUTED EARNINGS PER SHARE:

As reported
Pro forma

The weighted average fair value of options granted during
1998 was $12.57 ($16.54 in 1997 and $13.52 in 1996). These
values, which were used as a basis for the pro forma disclosures, were estimated using the Black-Scholes OptionsPricing Model with the following weighted average
assumptions used for grants in 1998, 1997, and 1996:
Year Ended December 31,

1998

1997

1996

Dividend yield
Volatility
Risk-free interest rate
Expected term — years

1.0%
28.0%
5.2%
5.0

1.0%
27.0%
6.1%
5.0

1.0%
30.0%
6.1%
5.0

These pro forma disclosures may not be representative of the
effects for future years since options vest over several years and
options granted prior to 1995 are not considered in these disclosures. Also, additional awards generally are made each year.

*Options issued at June 30, 1992, the day Praxair became a public company.
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NOTE 11
SUPPLEMENTARY BALANCE SHEET INFORMATION
December 31,

December 31,

Less: allowance for doubtful accounts (a)

1998

1997

$ 904
44

$ 884
112

948
29

996
25

$ 919

$ 971

$ 115
38
166

$ 120
48
161

$ 319

$ 329

$ 205
536
7,042
895
3,803

$ 206
489
6,629
850
3,567

$4,875

$4,607

$1,272
49
5
250

$1,213
47
5
231

$1,576

$1,496

Employee benefits and related
Special charges
Other(d)

PROPERTY, PLANT AND
EQUIPMENT — NET

Land and improvements
Buildings
Machinery and equipment
Construction in progress and other
Less: accumulated depreciation

OTHER LONG-TERM ASSETS

Patents, trademarks and goodwill (c)
Deposits(d)
Investments at cost
Other

OTHER CURRENT LIABILITIES

Accrued accounts payable
Payrolls
Employee benefits and related
Special charges
Accrued interest payable
Other

$ 439
11
103

$ 443
14
71

$ 553

$ 528

$ 357
88
20

$ 296
–
28

$ 465

$ 324

$(181)
(138)
( 51)
1
( 43)

$(132)
–
( 76)
( 1)
( 47)

$(412)

$(256)

DEFERRED CREDITS

Income taxes (e)
Deferred gain on sale leaseback (Note 13)
Other

INVENTORIES(b)

Raw materials and supplies
Work in process
Finished goods

1997

OTHER LONG-TERM LIABILITIES

ACCOUNTS RECEIVABLE

Trade
Other

1998

$ 150
94
45
7
42
131

$ 199
108
41
12
39
102

$ 469

$ 501

CUMULATIVE TRANSLATION ADJUSTMENT

North America
South America (f )
Europe
Surface Technologies
All Other

(Millions of dollars)
(a)Provisions

to the allowance for doubtful accounts were $13 million, $11
million and $6 million in 1998, 1997 and 1996, respectively.

(b)Approximately

31% and 30% of total inventories were valued using the LIFO
method at December 31, 1998 and 1997, respectively. If inventories had been
valued at current costs, they would have been approximately $25 million and
$22 million higher than reported at December 31, 1998 and 1997, respectively.
(c)Net of accumulated amortization of $143 million in 1998 and $100 million
in 1997.

(d) $28 million and $65 million of other long-term assets and other long-term
liabilities in Brazil have been offset in 1998 and 1997, respectively.
(e)Deferred income taxes related to current items are included in prepaid and
other current assets in the amount of $36 million in 1998 and $42 million
in 1997.
(f ) 1998

includes a cumulative adjustment of $57 million related to the functional currency change in Brazil (see Note 1).

(continued)
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NOTE 12
RETIREMENT PROGRAMS

Pensions — Praxair has two main U.S. retirement programs
which are non-contributory defined benefit plans, the Praxair
Retirement Program and the CBI Retirement Program.
Pension benefits for both are based predominantly on years
of service, age and compensation levels prior to retirement.
Pension coverage for employees of Praxair’s international
subsidiaries generally is provided by those companies
through separate plans. Obligations under such plans are typically provided for by depositing funds with trustees, under
insurance policies, or by book reserves.
Effective in 1996, Praxair’s North American packaged
gases business has two defined contribution plans. Company
contributions to these plans are calculated as a percentage of
salary based on age plus service. U.S. employees may supplement the company contributions up to the maximum
allowable by IRS regulations. The cost for these plans was $4
million in 1998, $3 million in 1997, and $1 million in 1996
(not included in the tables that follow).

Postretirement Benefits Other Than Pensions (OPEB) —
Praxair provides health care and life insurance benefits to certain eligible retired employees. These benefits are provided
through various insurance companies and health care
providers. Praxair is obligated to make payments for a portion
of postretirement benefits related to retirees of Praxair’s former parent. As part of the CBI acquisition in 1996 (see Note
2), Praxair assumed responsibility for health care and life
insurance benefit obligations for CBI’s retired employees.
Praxair does not currently fund its postretirement benefits
obligations. The retiree plans may be changed or terminated
by Praxair at any time for any reason with no liability to current or future retirees.

Pension and Postretirement Benefit Costs
The components of net pension and OPEB costs for 1998, 1997 and 1996 are shown below:

Year Ended December 31,

1998

PENSIONS
1997

1996

1998

OPEB
1997

1996

NET BENEFIT COST

Service cost
Interest cost
Expected return on assets
Net amortization and deferral

$35
59
(67)
–

$33
56
(62)
1

$36
53
(55)
–

$ 7
13
(1)
(9)

$ 5
15
(1)
(8)

$ 7
14
(1)
(9)

Net periodic benefit cost

$27

$28

$34

$10

$11

$11

(Millions of dollars)

Making Our Planet More Productive

43

NOTES

TO

C O N S O L I D AT E D F I N A N C I A L S TAT E M E N T S

The changes in benefit obligation and plan assets and the funded status reconciliation as of December 31, 1998 and 1997 for
Praxair’s significant pension and OPEB programs are shown below:
PENSIONS
1998
Year Ended December 31,

1997

OPEB

U.S.

INT’L

U.S.

INT’L

1998

1997

Benefit obligation, January 1
Service cost
Interest cost
Participant contributions
Plan amendments
Actuarial loss(gain)
Benefits paid
Curtailments
Currency translation

$617
22
42
–
–
20
(23)
–
–

$308
13
18
1
–
20
(16)
(3)
(2)

$539
20
40
–
–
43
(25)
–
–

$292
13
17
–
1
10
(13)
–
(12)

$ 229
7
14
9
(14)
14
(30)
(1)
(1)

$ 230
5
16
9
–
(7)
(24)
–
–

Benefit obligation, December 31

$678

$339

$617

$308

$ 227

$229

Fair value of plan assets, January 1
Actual return on plan assets
Participant contributions
Company contribution
Benefits paid
Currency translation

$589
75
–
–
(21)
–

$277
24
1
7
(16)
(8)

$508
100
–
5
(24)
–

$258
37
–
7
(12)
(13)

$ 10
3
–
–
(6)
–

$

Fair value of plan assets, December 31

$643

$285

$589

$277

$

$ 10

Funded status, December 31
Unrecognized (gains) losses — net
Unrecognized prior service cost
Unrecognized transition amount

$ (35)
(61)
6
(3)

$(54)
1
(2)
5

$ (28)
(53)
7
(4)

$ (31)
(32)
12
1

$(220)
(6)
(16)
–

$(219)
(18)
(11)
–

Prepaid (accrued) benefit cost, December 31

$ (93)

$ (50)

$ (78)

$ (50)

$(242)

$(248)

CHANGE IN BENEFIT OBLIGATION

CHANGE IN PLAN ASSETS

7

9
4
–
–
(3)
–

FUNDED STATUS RECONCILIATION

(Millions of dollars)

The projected benefit obligation, accumulated benefit obligation, and fair value of plan assets for the pension plans with accumulated benefit obligations in excess of plan assets were $172 million, $144 million, and $81 million, respectively, as of
December 31, 1998 ($149 million, $117 million and $75 million, respectively, as of December 31, 1997).
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The weighted average or range of assumptions for the
Company’s pension and OPEB benefit plans were as follows:
International
Plans

U.S. Plans
Year Ended December 31,

Discount rate
Rate of increase in
compensation levels
Expected long-term rate of
return on plan assets

1998

1997

1998

1997

6.75%

7.0 %

4-9%

4-9%

4.0 %

4.25%

2-7%

2-7%

9.5 %

9.5 %

5-9% 4.5-9.0%

For measurement purposes, a 7% annual rate of increase in
the per capita cost of covered health care benefits was
assumed for 1999, gradually reducing to 4.5% in 2004 and
thereafter. These health care cost trend rate assumptions
have an impact on the amounts reported. To illustrate the
effect, a one-percentage point change in assumed health care
cost trend rates would have the following effects:

Sensitivity

One-Percentage

One-Percentage

Point Increase

Point Decrease

$ 2
$11

$ (1)
$(11)

Effect on the total of
service and interest cost
components of net OPEB
benefit cost
Effect on OPEB benefit obligation

(Millions of dollars)

In addition to the above plans, U.S. employees other than the
packaged gases business are eligible to participate in a
defined contribution savings plan. Employees may contribute
up to 18% of their compensation, subject to the maximum
allowable by IRS regulations. Company contributions to this
plan are calculated on a graduated scale based on employee
contributions to the plan. The cost for this plan was $10 million in 1998, $9 million in 1997, and $7 million in 1996.
NOTE 13
LEASES

For operating leases, primarily involving manufacturing and
distribution equipment and office space, noncancelable commitments extending for more than one year will require the
following future minimum payments at December 31, 1998:
Lease Payments
1999
2000
2001

$81
$66
$54

2002
2003
after 2003

$ 40
$ 35
$194

(Millions of dollars)
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Included in these totals are $60 million of lease commitments to Praxair’s former parent company, principally for
office space. Praxair is also contingently required to pay certain Canadian lease obligations of the former parent company in the event of a default totaling approximately $15
million ($23 million Canadian). If such payment is required,
Praxair has a legal right to set off any such amounts paid
against other amounts it owes to the former parent company
for lease commitments.
Total lease and rental expenses under operating leases
were $80 million in 1998, and $70 million in 1997 and 1996.
The present value of the future lease payments under operating leases is approximately $339 million at December 31, 1998.
During 1998, Praxair sold and leased back certain U.S.
storage equipment for $150 million. This operating lease has an
initial two-year term with purchase and lease renewal options at
projected future fair market values beginning in 2000.
NOTE 14
COMMITMENTS AND CONTINGENCIES

In the normal course of business, Praxair is involved in legal
proceedings and claims with both private and governmental
parties. These cover a variety of items, including product liability and environmental matters. In some of these cases, the
remedies that may be sought or damages claimed are substantial. While it is impossible at this time to determine with
certainty the ultimate outcome of any of these cases, in the
opinion of management, they will not have a material adverse
effect on the consolidated financial position of Praxair or on
the consolidated results of operations or cash flows in a given
year. Should any losses be sustained in connection with any
of these cases in excess of provisions therefore, they will be
charged to income in the future.
In September 1996, Praxair was named as a defendant
in a four count lawsuit filed by Airgas, Inc., a competitor, in
the Philadelphia Court of Common Pleas alleging essentially
that Praxair breached an oral contract with Airgas by acquiring CBI Industries, Inc. without allowing Airgas to participate in the acquisition. The complaint also contains
allegations of conversion, fraud and quantum meruit. Praxair
believes that the complaint is totally without merit and
intends to defend itself vigorously.
Praxair’s 60%-owned Italian subsidiary has entered
into two unconditional long-term purchase agreements,
signed in 1989 and 1992, for oxygen and nitrogen to be used
to supply existing merchant liquid customers. Obligations in
connection with financing under these agreements total $19
million ($16 million on a present value basis), with annual
obligations of $4 million over the next year and $2 million
over the succeeding four years, and $5 million thereafter.
Total purchases of product in 1998, 1997 and 1996, including other amounts purchased under these agreements, were
$8 million, $8 million and $9 million, respectively.
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Praxair has entered into an operating lease on liquid
storage equipment which includes a residual value guarantee not to exceed $127 million. Management expects any
losses under this guarantee to be remote.

At December 31, 1998, the estimated cost of completing authorized construction projects in the normal course
of business is approximately $218 million.

NOTE 15
QUARTERLY DATA (UNAUDITED)
1998

1Q

2Q

3Q

4Q

Year

Sales
Cost of sales
Depreciation and amortization
Operating profit(a)

$1,201
$ 697
$ 115
$ 214

1,234
711
119
227

1,201
697
118
225

1,197
702
115
190

$4,833
$2,807
$ 467
$ 856

Net income(a)

$ 102

108

108

107

$ 425

$ .65
158,058

$ .68
158,623

$ .68
158,893

$ .68
158,297

$ 2.68
158,462

$ .62
163,236

$ .66
164,057

$ .66
163,417

$ .66
162,341

$ 2.60
163,356

BASIC PER SHARE DATA: (a)

Net income
Weighted average shares (000’s)
DILUTED PER SHARE DATA: (a )

Net income
Weighted average shares (000’s)

(Dollar amounts in millions, except per share data)
1997

1Q

2Q

3Q

4Q

Year

Sales
Cost of sales
Depreciation and amortization
Operating profit(b)

$1,158
$ 665
$ 110
$ 207

1,178
681
110
213

1,190
699
111
211

1,209
719
113
207

$4,735
$2,764
$ 444
$ 838

Income before cumulative effect of an accounting change(b)
Cumulative effect of an accounting change(c)
Net income(b)

$ 102
–
$ 102

107
–
107

107
–
107

100
(11)
89

$ 416
(11)
$ 405

$ .65
–
$ .65
158,128

$ .68
–
$ .68
158,276

$ .68
–
$ .68
158,196

$ .63
(.07)
$ .56
157,828

$ 2.63
(.07)
$ 2.56
158,095

$ .62
–
$ .62
164,332

$ .65
–
$ .65
164,542

$ .65
–
$ .65
164,384

$ .61
(.07)
$ .54
162,926

$ 2.53
(.07)
$ 2.46
164,053

BASIC PER SHARE DATA: (b)

Income before cumulative effect of an accounting change
Cumulative effect of an accounting change(c)
Net income
Weighted average shares (000’s)
DILUTED PER SHARE DATA: (b)

Income before cumulative effect of an accounting change
Cumulative effect of an accounting change(c)
Net income
Weighted average shares (000’s)

(Dollar amounts in millions, except per share data)
(a)Operating profit and net income for the 1998 fourth quarter and year include special charges of $29 million and $18 million, respectively, related primarily to
an impairment loss in Indonesia and a provision for an anticipated loss on the sale of an air separation plant to a third party (see Note 3). Net income includes
non-recurring tax credits totaling $18 million related to the favorable settlement of certain tax matters for the 1998 fourth quarter and year (see Note 9).
(b)Operating

profit and net income for the 1997 fourth quarter and year include a charge of $10 million and $6 million, respectively, related primarily to profit
improvement initiatives in Praxair’s North American packaged gases business (see Note 3) and a favorable judgment of $11 million and $6 million, respectively,
related to a dispute with State public hospitals in Brazil (see Note 9).
(c)Related
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to a required accounting change for capitalized business process reengineering costs associated with information technology transformation (see Note 1).
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M A N A G E M E N T ’ S S T AT E M E N T

OF

RESPONSIBILITY

FOR

F I N A N C I A L S TAT E M E N T S

Praxair’s financial statements are prepared by management, which is responsible for their fairness, integrity and objectivity.
The accompanying financial statements have been prepared in conformity with generally accepted accounting principles
applied on a consistent basis except for accounting changes as disclosed and include amounts that are estimates and judgments. All historical financial information in this annual report is consistent with the accompanying financial statements.
Praxair maintains accounting systems, including internal accounting controls monitored by a staff of internal auditors,
that are designed to provide reasonable assurance of the reliability of financial records and the protection of assets. The concept of reasonable assurance is based on recognition that the cost of a system should not exceed the related benefits. The effectiveness of those systems depends primarily upon the careful selection of financial and other managers, clear delegation of
authority and assignment of accountability, inculcation of high business ethics and conflict-of-interest standards, policies and
procedures for coordinating the management of corporate resources and the leadership and commitment of top management.
Praxair’s financial statements are audited by PricewaterhouseCoopers LLP, independent accountants, in accordance with
generally accepted auditing standards. These standards provide for a review of Praxair’s internal accounting controls to the
extent they deem appropriate in order to issue their opinion on the financial statements.
The Audit Committee of the Board of Directors, which consists solely of non-employee directors, is responsible for
overseeing the functioning of the accounting system and related controls and the preparation of annual financial statements.
The Audit Committee periodically meets with management, internal auditors and the independent accountants to review and
evaluate their accounting, auditing and financial reporting activities and responsibilities. The independent accountants and
internal auditors have full and free access to the Audit Committee and meet with the Committee, with and without management present.

H. William Lichtenberger
Chairman & Chief Executive Officer

John A. Clerico
Executive Vice President & Chief Financial Officer

J. Robert Vipond
Vice President & Controller

Danbury, Connecticut
February 5, 1999
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REPORT

OF

I N D E P E N D E N T A C C O U N TA N T S

To the Board of Directors and Shareholders of Praxair, Inc.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of income, of cash flows
and of shareholders’ equity present fairly, in all material respects, the financial position of Praxair, Inc. and its subsidiaries at
December 31, 1998 and 1997, and the results of their operations and their cash flows for each of the three years in the period
ended December 31, 1998, in conformity with generally accepted accounting principles. These financial statements are the
responsibility of the Company’s management; our responsibility is to express an opinion on these financial statements based
on our audits. We conducted our audits of these statements in accordance with generally accepted auditing standards which
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for the opinion
expressed above.

Stamford, Connecticut
February 5, 1999
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FIVE-YEAR FINANCIAL SUMMARY

Year Ended December 31,

1996 (a)

1998

1997

1995

1994

$4,833
2,807
644
467
72
29
42

$4,735
2,764
662
444
79
10
62

$4,449
2,564
688
420
72
85
27

$3,146
1,777
496
279
61
–
15

Operating profit
Interest expense

856
260

838
216

647
195

548
116

447
108

Income before taxes
Income taxes

596
127

622
151

452
110

432
122

339
82

Income of consolidated entities
Minority interests
Income from equity investments

469
(55)
11

471
(66)
11

342
(68)
8

310
(50)
2

257
(61)
7

Income before cumulative effect of an accounting change
Cumulative effect of an accounting change(b)

425
–

416
(11)

282
–

262
–

203
–

FROM THE INCOME STATEMENT

Sales
Cost of sales
Selling, general and administrative
Depreciation and amortization
Research and development
Special charges
Other income (expenses) — net

$2,711
1,507
409
273
58
–
(17)

$ 425
$ 425

$ 405
$ 422

$ 282
$ 335

$ 262
$ 262

$ 203
$ 203

$ 2.68
$ 2.68

$ 2.63
$ 2.56

$ 1.85
$ 1.85

$ 1.89
$ 1.89

$ 1.49
$ 1.49

$ 2.60
$ 2.60
$ .50

$ 2.53
$ 2.46
$ .44

$ 1.77
$ 1.77
$ .38

$ 1.82
$ 1.82
$ .32

$ 1.45
$ 1.45
$ .28

158,462
163,356

158,095
164,053

152,654
159,038

138,818
144,147

136,254
139,991

Total debt
Minority interests
Preferred stock
Shareholders’ equity

$3,274
487
75
2,332

$3,305
521
75
2,122

$3,265
493
75
1,924

$1,318
408
–
1,121

$1,265
371
–
839

Total capital

$6,168

$6,023

$5,757

$2,847

$2,475

18.3%
19.1%
$1,022
$8,096
157,571
53.1%
24,834

17.9%
20.9%
$1,003
$7,810
157,373
54.9%
25,388

16.5%
22.0%
$3,333
$7,538
157,489
56.7%
25,271

17.4%
26.7%
$ 802
$4,134
140,536
46.3%
18,222

16.5%
27.6%
$ 385
$3,520
137,863
51.1%
17,780

Net income
Net income excluding special items (c)
PER SHARE DATA (d)

Basic earnings per share:
Income before cumulative effect of an accounting change
Net income(b)
Diluted earnings per share:
Income before cumulative effect of an accounting change
Net income(b)
Cash dividends per share
WEIGHTED AVERAGE SHARES OUTSTANDING (000’S)

Basic shares outstanding
Diluted shares outstanding
CAPITAL

OTHER INFORMATION AND RATIOS

Operating profit as a percentage of sales(c)
Return on average shareholders’ equity (c)
Capital expenditures and acquisitions
Total assets
Shares outstanding at year-end (000’s)
Debt-to-capital ratio
Number of employees

(Dollar amounts in millions, except per share data)
(a)Effective

in 1996, results reflect the acquisition of CBI Industries, Inc. (see Note 2 to the consolidated financial statements). Capital expenditures and acquisitions
include $2.2 billion associated with the CBI acquisition (including $735 million of debt assumed). Number of employees excludes those at facilities held for sale.

(b)A

required change in 1997 related to accounting for previously capitalized business process reengineering costs associated with information technology transformation. The cumulative effect of this accounting change had an impact of $0.07 per share for both basic and diluted earnings per share.

(c) Special items include special charges and tax credits for 1998, and special charges in 1997 and 1996 (see Notes 3 and 5 to the consolidated financial statements).
Operating profit as a percentage of sales excludes special charges. The return on average shareholders’ equity is based on income before cumulative effect of an
accounting change excluding special items.
(d) Includes the effect of special items of $ 0.04 per share in 1997 and $ 0.34 per share in 1996 for both basic and diluted calculations (see Note 3 to the consolidated financial statements).
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I N F O R M AT I O N

FOR

INVESTORS

COMMON STOCK INFORMATION

Praxair lists its common stock for trading on the New York
Stock Exchange under the stock symbol, “PX.” Unlisted trading privileges also have been granted by the Pacific,
Cincinnati and Midwest Stock Exchanges. There were 33,441
shareholders of record as of December 31, 1998.
SHAREHOLDER RETURNS

Closing high and low stock prices and dividends are presented below:
Stock Prices and Dividends

High

Low

Dividends

$40.938
$50.125
$53.563
$51.438

$32.000
$31.250
$44.438
$40.563

$0.125
$0.125
$0.125
$0.125

$49.313
$57.563
$57.125
$51.875

$40.875
$50.313
$43.500
$44.250

$
$
$
$

$49.375
$43.375
$42.250
$39.875

$43.125
$36.500
$37.125
$31.750

$0.095
$0.095
$0.095
$0.095

Praxair Investor Relations is responsible for shareholder communications and welcomes shareholder inquiries about
Praxair. Contact Joseph S. Cappello, Director, (203) 837 - 2073.
The Bank of New York is Praxair’s stock transfer agent and
registrar, and maintains shareholder records. Shareholders
needing information about account records, stock certificates,
change of address and dividend payments should contact:
The Bank of New York
1-800-432-0140 or, outside the U.S., (212) 815-5800
e-mail address: Shareowner-svcs@bankofny.com
website address: http://stock.bankofny.com

1998

Fourth quarter
Third quarter
Second quarter
First quarter
1997

Fourth quarter
Third quarter
Second quarter
First quarter

0.11
0.11
0.11
0.11

1996

Fourth quarter
Third quarter
Second quarter
First quarter

DIVIDEND POLICY

Dividends on Praxair’s common stock are declared by the
Board of Directors and, when declared, usually will be paid in
March, June, September and December. It is the company’s
objective to pay dividends consistent with the reinvestment of
earnings necessary for long-term growth.
DIVIDEND REINVESTMENT AND STOCK PURCHASE PLAN

Address shareholder inquiries to:
Shareholder Relations, Department 11E
P.O. Box 11258
Church Street Station
New York, New York 10286
Send certificates for transfer and address changes to:
Receive and Deliver Department 11W
P.O. Box 11002
Church Street Station
New York, New York 10286
The annual report, proxy statement and filings with the U.S.
Securities and Exchange Commission can be obtained upon
request to The Bank of New York or:
Investor Relations, Praxair, Inc., 39 Old Ridgebury Road,
Danbury, Connecticut 06810-5113, (203) 837-2210
ANNUAL MEETING OF SHAREHOLDERS

The 1999 annual meeting of shareholders of Praxair, Inc.
will be held at 9:30 a.m. on Tuesday, April 27, 1999 at Hilton
Inn and Towers, 18 Old Ridgebury Road, Danbury,
Connecticut.
GENERAL CORPORATE INFORMATION

Shareholders holding shares registered in their name may
increase their investment in Praxair shares through the
Dividend Reinvestment and Stock Purchase Plan without
payment of any brokerage commission. Full details concerning this plan may be obtained from The Bank of New York.

For general information about Praxair, its products and services, write or call: Corporate Communications, Praxair, Inc.,
39 Old Ridgebury Road, Danbury, Connecticut 06810-5113.
1-800-PRAXAIR or, outside the U.S., (716) 879-4077

SHAREHOLDER INFORMATION

Visit Praxair Online on the World Wide Web:
http://www.praxair.com

The annual report is the principal means of communicating
Praxair’s business strategies and financial performance to its
shareholders. Additional information on corporate governance matters is provided in the proxy statement prepared in
conjunction with Praxair’s annual meeting. Also, Praxair’s
1998 Annual Report on Form 10-K, which incorporates parts
of this annual report by reference and is filed with the U.S.
Securities and Exchange Commission, provides certain additional information.
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