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work darn near non-stop,
on the job, at home,
on teams a'nd alone,
in offices, project rooms, hallways,
on factory floors ,
on the fly,
wrestling with technology
that didn't exist
five minutes ago
and it's driving you ...

I

aim to help,
to ease your discomforts
and add to your effectiveness.

From 1he PersonaI Ha rbor®of I he Chi ef Ex ecu1i v e
Fiscal 1998 was a record year, the best in our history. Consolidated net sales reached $2.76 billion, up
14.6 % over 1997. Net income reached $217 million. Gross margins rose to 36.4% from 35.6% in
1997 . We earned $1.40 per share in our inaugural year as a public company.
To me, the most notable thing about our performance in 1998 was the consistency it reflected. It was the third
consecutive year of growth in sales, income, margins, manufacturing efficiency and employee productivity.
I regard this consistency as a satisfying consequence of measures we've taken over the past four years
to fine-tune our production and distribution; to add to our understanding of how people are actually
working in these times of rapid, unpredictable change; and to innovate across the board (including our
factory floors) based on this understanding.
As a work effectiveness company, our reason for being is to put our expertise to work for our
customers -

help them create working environments that make significant contributions to

their business strategies, their cultures and their employees' pride, well-being and effectiveness.
We met this challenge in 1998, and I salute my Steelcase colleagues, Steelcase dealers and
Steelcase suppliers for their contributions. Their ability to team up and do whatever
needs to be done honors our heritage, strengthens our culture and makes my job a lot easier.

The Road Ahead
Our customers' needs continue to change quite dramatically as they deal with the pressures of
advancing technologies, international competition and facilities that haven 't kept pace. We intend
to anticipate these needs and deliver working e~vironments that meet them.
Working environments that deliver competitive advantages and offer attractive returns on the
investments in them. Working environments that are in a class by themselves.
The course we've charred is clear: We study. We learn. We innovate. And we deliver environments that
transform the ways people work ... help them work more effectively than they ever thought they could.
Obviously, we have our work cut out for us. And I couldn't be more pleased.

~~

President and Chief Executive Officer
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Vide o ethnography, springboard to successful innovation.
Don't look now. You may be under observation. W at ched inten tly by social scient ists
with video cameras. W hat are they looking for ? Habits and patterns that mark your
work life. You m ay not even be aware of them, but they'll provide Steelcase desig ners
and engineers springboards to innovations that add to your comfort and effectiveness .
We call this observational approach to p rod uct development "user-centered
design ." Start by watching people at work . Follow quickly wit h p rototypes
t hey can test and reac t to . Then continue t he p rocess un ti l you're su re
you have something t hat makes a significant contri buri on ... or not.
Why observation ' Because it gets us p ast one of the lim its of
interview-based research: the fact that m ost of us have a hard t ime ., ...
describi ng our unmet wants and needs. H ow many of us k new we
wanted a CD player until we heard one '

Knowledge, the invaluable asset. We study and learn in other ways, too.
We never stop gathering information about how people work -

t heir

proced ures and processes, how they interact with technology, their
environment and one another. W e are students of the workplace.
We take advantage of the fact that we work closely with

are we making your

some of the world's m ost sophisticated organizations.

work life less "nuts,"

We' re in t heir worki ng environments ev~ry day, so

easing your discomforts and

we can watch and listen and learn, and we d o.

adding to your

As important, we work with universitie;s and thi nk tanks t o anticipate what's l ikely

effectiveness?

to happe n in these working envi ro nm ents . We experiment wi th our colleagues at

Here are five illustrations.

IDEO, who are widely regarded as the world's p re-eminent product desig n specialists,
$ in millions

Investments in
research and
development have
increased over
each of the past
three years.

and w i th the wo me n and men who wo rk i n o ur corpo rate wo rki n g environm ents .

When we were young,
watching the world
around us was a
natural, enjoyable
way to learn,
remember?

For example, the women and m en who work in our Grand Rapids, Michigan, Corporate
Development Center are often asked to test our designers' brainstorms and prototypes.
Before you ever get your hands on a Steelcase p roduct, a great many Steelcase people have
put it t hrough its p aces . The goal? Innovations that please your eye and your soul, support
your work patterns, add to your com fort and help you be m ore effective at what you do.
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Pathways gives new life to old buildings. At a time
equipped

one that distributes power, comm u nications and access to
r

is exceptionally easy to reconfigure; and fa<f! J;itates teamworking anytime anyplace .

•

Pathways working environments are also movable, so they can be depreciated on an
accelerated schedule as federal and state laws permit .

How a Pathways environment adds to your effectiveness. Imagine that you have
just begun to work rn a Pathways environment. The first
thing

you

notice

1s

that

your

work

space

1s

more

spacious ... even though its "footprint" 1s smaller. It feels
inviting, welcoming, invigorating.
Work surfaces are large and accessible . Storage space is ample.
There's room for your files and your gym bag . Lighting is
M. Arthur Gensler Jr.

indirect, bright bur without glare, easy on the eyes. The equipment you need -

FA IA,

Chairman and CEO,
Gensler

telephone, computer, modem, printer, scanner -

is' within reach but not in the

way. Things like your keyboard holder and chair are easy to adjust.
Team and community spaces give you a similar sense . The things you and your
teammates need are at hand -

whiteboards, tackable walls, mobile tables, easels and

files, speakerphones, audio/visual equipment, Inter- and Intranet access, filing cabinets.
You have the sense that whoever created this environment knew exactly how you
and your cohorts work .

se ven
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Innovations like Community-based Planning.

Pre-1970s, working environments were inflexible.

Payi ng attention to our customers ' working environments h as revealed a significa nt

They consisted of immovable plaster walls and

shift: organizat ions that emphasized i ndividuals and p roject teams yesterday are

freestanding furniture. Adding people meant tearing

i ncreasi ngly organizi ng around teams and commun ities -of-practice today.

down walls, building new ones, rewiring and

A community-of-practice is a group of people who have developed ways of working

buying new furniture.

together that go beyond function . They share a strong social bond , vocabulary and work
practices. Their connectedness enables them to deal with complexity quickly and t horoughly.
T he ric hness of t hei r interactions ca n lead to significant innovations and learni ng.
T his insight has led us to offer architects, interior designers and corporate faci lities managers
an alternative approach to p lanni ng working environments, an approach t hat treats both

From the mid-70s to the late-90s, some walls and

communities-of-practice and teams as the bases of interior space p lanni ng.

most freestanding furniture were replaced by systems

We call it "communi t y-based p lanni ng ." And we t hink p lan ners who use it w ill
furniture, which was more flexible and allowed
managers to use space more efficiently.

create environments that m ake life easier (less " nutsy") and more productive fo r
p eople wh o work on teams and in communities-of-pract ice .
Community-based p lan ni ng supports t he tacit ways they interact with one another.. . the
informal ways they learn ... the unspoken ways they communicate.
It provides tailored team spaces ; permits u biquitous access to technology; and
enables community members to retain and retrieve information as they
move from ,p lace to place.

Today, Pathways working environments replace
immovable walls, floors and ceilings with movable walls,
floors and ceilings that • integrate interior architecture,
furniture, worktools and technology products • can be
reconfigured at the drop of a hat • deliver power and
communications connections everywhere • provide
information-deluged, technology-dependent workers
the support they need to work effectively.

It also positions Steelcase to offer customers and
their architects and interior designers new

~~~~~-'~~iii::.

that deliver
unprecedented support to
users and buyers alike.
Communitybased planning,
European style.

rs 1 Innovations like Work Lab.
Tucked away in the back of one of Steelcase's G rand Rapids , Mich igan , p lants is

-,·.·;

W ork Lab, a cavernous , no-fri lls sp ace t hat features a variet y of p rototype working
environments, so Steelcase custom ers and their arch itec ts and interior d esigners
can kick t ires ... and imag ine p ossibilities .
As customers recognize how much a well-designed worki ng environmen t can
contri b ute to both individual and organi zational performance, t hey're inclined to
roll up their sleeves and work d irectly wit h t heir designers and Steelcase people
to fi g ure out what 's best for t hem . Work Lab p rovides a great setting.
It may be our customers' favorite G rand Rap ids hangout .

There's nothing like
hands-on experience
to gain insight.

£41

Innovations like the Stella computer keyboard support.
D etails, a Steelcase Design Partnership company that specializes in products that
support "healthy computing," introduced a keyboard support in 1998 that dramatically
reduces the risk of repetitive stress injuries because it's exceptionally easy to adjust.
Not only has it been a commercial success (sales have surpassed initial fore casts by
a factor of three); it also won J.D. magazine's Design Distinction award.

Can innovativeness be taught?
This is a question we're exploring at Steelcase, in concert with our
colleagues at IDEO in Palo A lto, California. T he goal is to establish centers

I e n

How did it get its name; The design team named it afte r one member's dog . So

that conduct product innovation projects and seminars for small groups of

much for the science of product identification .

our customers' product development people. If it works, everyone benefits.

Family and Offerings
Nearly all the elements of integrated, high performance working environments for large
organizations - furniture systems, furniture, interior architectural products and lighting.
STEELCAS E FUR NITURE MANAG EMENT COALITI ON Furniture managem ent services

One thing has not changed in 86 years: Steelcase bets on people.

including warehousing and inventory control.

Find ways to help people, its founders believed, and you will prosper.
REVEST Remanufactured and refurbished furniture system s and furniture.
STEEL CASE FINANCIAL SERVICE S Financing and leasing services.

The people of Steelcase today regard this as an article of faith.

The full range of Steelcase products and services for organizations throug hout Canada.
BRAYTON INTERNATIONAL Traditional, transitional and contemporary lounge,
executive, g uest and healthcare seating and occasional tables.
DESIGNTEX Textiles for seating upholstery, wallcovering and office panel systems for

contract, hospitality and healthcare markets.

THE

DETAILS Ergonomic worktools, including computer support, organizational products

and personal lighting.
METRO Contemporary products designed to support and integ rate technology

in teamwork environments, video conferencing facilities and private offices.
VECTA Seating and tables for learning environments and conference, team, executive,

training and cafeteria areas.
WIGAND Architectural woodwork and fabric walls for corporate headquarters, luxury hotels
and professional working environments.

Furnit ure systems and furniture for export to organizations in Asia, Australia,
Africa, the Middle East and Latin America.
A 50% joint venture with Strafor Facom S.A.; produces furniture systems
and furniture for organizations throughout Europe.
Wood furniture systems and furniture providing a broad scope of style and performance options.
Value-oriented furniture systems and furniture for smaller, design-sensitive organizations
and home offices.

We bet that if we make real contributions, success will follow.
If we do good, we'li do well.
The company's financial performance, which is detailed on the
following pages, is a consequence of this bet.

Product development and innovation services.
Injection moldings and marine hardware and accessories.
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Management's Discussion and Analysis of Financial Condition and Results of Operations
(in millions, except per share data and headcount)
February 27, 1998

February 28, 1997

February 23 , 1996

February 28, 1995

February 28, 1994

Net sales

$ 2,760.0

$ 2,408.4

$ 2,155.9

$ 2,048.7

$ 1,813.7

Total assets

$ 2,007.2

$ 1,922.1

$ 1,884. 5

$ 1,761.8

$ 1,703.8

Year Ended

Income (loss) before cumulative effect
of accounting changes

$

217.0

$

27.7

$

123.5

$

64.2

$

$

Net income (loss) (2, 3!

217.0

$

27 .7

$

123.5

$

64.2

$

$10.0 billion for calendar 1996. Over the three-year period
office furnit ure ind ustry shipments grew at a compound

OVERVIEW

Management believes this g rowth has been a function of

(2.0)

For operating purposes, the Company's business includes

(70.1 )

four geographic markets : the U .S. m arket, the Canadian
market, the European market and all other international

BASIC AND DILUTED EARNINGS PER SHARE:

Income (loss) before cumulative effect
of accounting changes

$

markets. The Company's net sales primarily represent
1.40

$

0.18

$

0.80

$

0.42

$

Cumulative effect of accounting changes
$

Net income (loss)

$

$

1.36

0.18

$

$

0.80

$

0.27

$

0.26

0.42

$

154.6

154.6

154.7

154.8

Weighted average shares outstanding
Dividends per share of common stock (1!

1.40

$

0.21

$

(0.01)

sales to its independent dealers, which it builds to order

(0.44)

with relatively short lead times. U.S. net sales include

Consolidated Net ln(ome

(Including unconsolidated
joint ventures)

(Before accounting changes
and patent litigation expenses)

13,000

structures and work processes, g reater awareness of health
and safety issues and continued focus on cost efficiency.

office furniture sold within the country through Steelcase

The Company has outperform ed the U.S. industry

154.7

average with U .S. office fu rniture net sales growth

service-oriented and non-furniture related businesses.

of 15 .8 % in 1998 (18.2% after adjusti ng 1997 for

0.19

Non-domestic net sales include office furniture sold

the 5 3rd week). Over the three-year period ended

through Steelcase Canada and Steelcase International.

February 27, 1998, consolidated net sales grew at a

The European market is served through Steelcase Strafor,
t he Company's 50% owned joint venture. The Company
reflects Steelcase Strafor in its consolidated financial
statements pursuant to the equity method of accounting

20,000

10,000

5,000

Gross margins have improved
to

the Consolidated Financial Statements of the

Company. Steelcase Strafor has not had a material impact

36.4% for 1998 from

improvement reflects
t hrough increased sales

primarily to a weak European economy.

and t he impact of a cost

Manufacturers' Association ("BIFMA"), U .S. office
or 14.5 %, to $11 .5 billion for calendar 1997, from

Gross Profit Margins

increased overhead absorption

on net income during the periods discussed herein due

furniture industry shipments increased $1. 5 billion,

$1,000

in non-domestic net sales, with a CAGR of 14 .9 % .

31.9% for 1996. T his

According to The Business and Institutional Furniture
$100

both in U.S. net sales, with a CAGR of 10.0%, and

results of operations with that of its own. See Note 6

15,000
$2,000

CAGR of 10.4% . The double-digit g rowth occurred

and , therefore, does not consolidate the joint venture's
to

Worldwide Head(ount

0

changes in the workplace, including t he growing use
and integration of technology, changes in organizational

U.S., as well as revenues generated from the Company's

$200

0

increased white-collar employment, increased commercial
construction and increased capital spending and recent

(0.45)

(1) During 1998, the Company paid a special dividend in the aggregate amount of $150.9 million, or approximately $0.97 per share of common stock. See Note 2 to
the Consolidated Financial Statements.
.
.
.
(l) During 1997, the Company concluded a 17-year patent litigation which, net of reserves, reduced net income by $123.5 million. ~ee "!ote I 1 to the Consoluiated Fmancral ~tatentents.
(3) During 1994, the Company and SteelcaJe Strafor recorded restructuring and unusual charges related to plant closings ~nd comoltdatto~s, severance pay~en~s, fixed aJiet wrtte-downs,
intangible asset write-offi, reorganization related costs and certain environmental matters. These charges decreased net mcome by approxnnately $54.6 nullwn.
.
(4) Effective March 1, 1993, the Company adopted Statement of Financial Accounting Standards (SFAS) No. 106, Employers' Accounting for Postretirement Benefits Other Than Penstans,
for its domestic unfunded postretirement health care and life insurance programs, and SFAS No. 109, Accotmting for Income Taxes. The cumulatzve effects of adoptmg SFAS No. 106 and
SFAS No. 109 wereto decrease and increase net income during 1994 by $70.0 million and $1.9 million, respectively.

Worldwide Net Sales

ended December 3 1, 1997, BIFMA reported that U .S.
annual g rowth rate ("CAGR") of approximately 9.1 % .

(68.1)

Cumulative effect of accounting changes (4!

The following discussion of the Company's financial condition
and results of operations should be read in conjunction with the
Consolidated Financial Statements of the Company.

reduction program, initiated
in 1996, designed p rimarily
to

improve raw materials

sourcing , contain costs
and rationalize facilities.

0

. Non-Domestic

• u.s.
fourte e n
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Management's Discussion and Analysis of Financial Condition and Results of Operations
The gross margin improvement has been slightly offset
by selling, general and administrative expenses which
increased

to

24.9% of net sales for 1998 from 24.3 %

of net sales for 1996, reflecting strategic investments
in new product developments, such as Pathways, and

RESULTS OF OPERATIONS

The following table sets forth consolidated statement of
income data as a percentage of net sales for 1998, 1997
and 1996.

(Excluding patent
litigation expenses)

11.5%

as SAP, a comprehensive
information management
system ("SAP"). As a result
of the improvements in gross
margin net of the increases
in selling, general and
administrative expenses,
operating margins have
improved significantly
to 11. 5% for 1998 from
7 .6 % for 1996 .

Selling, general and administrative expenses.

February 28, 1997

Selling , general and administrative expenses increased

Net sales. Net sales increased $3 5 1.6 million, or
14.6 % (16.7% after adjusting 1997 for the 53rd week),
to

in information systems, such
Operating Profit Margins

Year Ended February 2 7, 1998 Compared to Year Ended

Year Ended

Feb 2 7,1998

Net sales

100.0%

Feb 28, 1997

100.0%

Feb 23, 1996

100.0%

$2,760.0 m illion for 1998, from $2,408.4 m illion

for 1997. The Company's U.S. net sales increased
$325 .5 million, or 14.9% (17.2 % after adjusting

Cost of sales

63 .6

64.4

68.1

1997 for the 5 3rd week), to $2,509.4 million fro m

Gross profit

36.4

35.6

3 1.9

$2,18 3.9 million and non-domestic net sales increased

Selling, general and
administrative expenses

$26. 1 million, or 11.6%, to $250.6 million from
24.9

Patent litigation expense
Operating income

26.2

24.3

3. 5
11.5

5.9

$224.5 m illion, respectively, from 1997 to 1998.
The growth in the U.S. business has been driven primarily

7.6

Patent litigation

by increases in unit sales across most product lines
reflecting strong industry fundamentals. T he non-domestic

(4.6)

interest expense
Other income, net

0.8

0 .9

net sales growth resulted from industry growth in Canada
1.1

Income before provision for

and strong export sales to both Latin America and the
Middle East.

net income of joint ventures
12.3

2.2

8.7

Provision for income taxes

4.7

1.0

3.2

$ 146.6 million, or 17.1 %, to $ 1,003.4 million for 1998,
from $856.8 million for 1997. As a percentage of net
sales, gross profit increased to 36.4% for 1998 from

Income before equity in net

35.6% for 1997 . The improvement resulted primarily

income of joint ventures
7.6

1.2

5.5

Equity in net income of
joint ventures and
Net income

1997, reflecting management's cost containment efforts.
The decrease was partially offset by investments in
new product develop ment and information systems.
In addi tion, selling, general and administrative expenses
for 1998 include aggregate costs of $11.0 million relating
to

the restructuring of a foreign subsidiary, the relocation

of a showroom facility and the initial public offering
and receipt by the Company of a net litigation set tlement
in the amount of $9.8 million. Selling, general and
administrative expenses for 1997 include a su bsidiary
restructuring charge and an intangible asset write-off

Gross profit. The Company's g ross profit increased

and dealer transi tions

dealer transitions

sales, the Company's selling, general and admi nistrative
expenses decreased to 24. 9% for 1998 from 26 .2% for

aggregating approxim ately $8 .6 million.

income taxes and equity in

and dealer transitions

$ 55 .6 m illion, or 8.8%, to $686.0 million for 1998,
from $630.4 million for 1997. As a percentage of net

0.2

0.3
7.9%

1.2%

5.7%

from the increased uni t sales volume in the period

Patent litiga tion expenses. I n December 1996, the
Company concluded a 17 -year patent lit igation, which,
net of reserves, reduced net income by $ 123.5 million
for 1997. See N ote 11 to the Consolidated Financial
Statement's of the Company.

without a comparable increase in overhead, as well as

Other income, net. Other income, net increased

continued success of the 1996 cost reduction program.

$ 1.2 million, or 5.6%, to $22 .6 million for 1998

In addition, this imp rovement in g ross p rofit absorbed
incremental costs related to furniture distribution

· from $21.4 million for 1997 primarily as a result of
increased interest income.

process changes, the restructuring and disposition of a

si xte en

non-furniture related manufacturing facility, a portion

Provision for income taxes. Income tax expense for

of the Employee Stock Grant, as defi ned in Note 10

1998 was 38.5% of income before taxes as compared to

to the Consolidated Financial Statements, and certain

46.0% for 1997. T he decrease in the effective tax rate

manufacturing equipment write-offs, which aggregated

was primarily attributable to the impact of recurring

$ 18.3 million for 1998. Similar incremental costs

non-ded uctible expenses relative to the level of income

aggregated $4 .5 million for 1997.

for each of the respective periods.
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Management's Discussion and Analysis of Financial Condition and Results of Operations
Net income. For the reasons set forth above, primarily

selling, general and administrative expenses increased

patent litigation expenses incurred in 1997, net income

to 26.2 % for 1997 from 24. 3% for 1996. This planned

increased $ 189.3 million to $217 .0 million for 1998

increase was attributable primarily to increased

from $27 .7 million for 1997. Excluding patent litigation

investments in new product development and information

expenses, net income would have increased $65.8 million,

systems, as well as acquisitions and international

or 4 3.5 % , to $217 .0 million for 1998 from $ 151.2 million

expansion. The Company also absorbed $8.6 million

for 1997 .

of charges related to a subsidiary restructuring and an
intangible asset write-off in 1997 and $6.6 million of

Year Ended February 28, 1997 Compared to Year Ended

charges relating to the restructuring of a foreign subsidiary

February 23, 1996

and termination of a management incentive compensation

Net sales. Net sales increased $252 .5 million, or 11.7%,

program in 1996.

to $2,408.4 million for 1997 from $2,155.9 million
for 1996. The Company's U.S. net sales increased
$ 216 .7 million, or 11.0% , to $2,183.9 million from
$ 1,967.2 million and non-domestic net sales increased
$35.8 million, or 19.0 % , to $224.5 million from

LIQU IDITY

AND

Cash Generated from
Operations
$ 333.4
(Excluding patent
litigation expenses)

CAPITAL

RESOURCES

Historically, the Company's cash
and capital requirements have
been satisfied through cash
generated from operating
activities . The Company has
no long-term debt. Cash, cash
equivalents and short-term
investments were $116.1 million
at February 27 , 1998. These
funds, in addition to cash

Patent litigation expenses. In December 1996, the

generated from future operations,

Company concluded a 17 -year patent litigation, which,

are expected to be sufficient

net of reserves, reduced net income by $ 12 3. 5 million

to fi nance the known or foreseeable future liquidity and

for 1997 . See Note 11 to the Consolidated Financial

capital needs of the Company.

Statements of the Company.

$188.7 million, respectively, from 1996 to 1997. The

The Company's capital expenditures were $126.4 million

U.S. net sales g rowth resulted from increases in unit sales

Other income, net. Other income, net decreased

in 1998 compared to $ 122.0 million in 1997 and

across most product categories reflecting strong industry

$2.6 million, or 10.8% , to $21.4 million for 1997

$104. 6 million in 1996. These capital expenditures

fundamentals and , in part, from acquisitions. The non-

from $24.0 million for 1996 primarily as a result of losses

include increased investments in manufacturing

domestic net sales growth resulted from acquisitions and

incurred on dealer transitions and decreased interest income.

equipment expected to improve productivity and safety,

strong export sales to both Latin America and the Middle East.

increase capacity and facilitate the first shipment of

Provision for income taxes. Income tax expense for

Pathways-based products in the fourth quarter

Gross profit. The Company's gross profit increased

1997 was 46 .0 % of income before taxes as compared

of 1998. In addition, capital expenditures for 1997 and

$ 169.1 million, or 24.6 % , to $856.8 million for 1997

to 36.3% for 1996. The increase in the effective tax rate

1996 reflect costs associated with replacing the Company's

from $687.7 million for 1996. As a percentage of net sales,

was primarily attributable to the impact of recurring

aircraft and investing in corporate and showroom facilities.

Since 1995, the Company has been reviewing potential
issues associated with computer applications that could
fail or generate erroneous results by or at the year
2000 ("Year 2000 Issues ") and expects to conclude its
review of all these issues during 1999. To date, the cost
to the Company of analyzing these potential problems,
identifying actual applications that need to be addressed
and modifying its computer applications has not been
material. Based upon its current estimates, management
expects that the additional cost of concluding its review
and addressing any identified problems will not be
material and that any remaining Year 2000 Issues,
including those that relate to interfacing with customers,
dealers and suppliers, will be addressed and rectified
in a timely manner and will not have any material
adverse effect on the Company's financial condition
or results of operations .

Cash provided by operating activities. Cash provided
by operating activities totaled $333.4 million for 1998,
$80.8 million for 1997 and $200.7 million for 1996.
Cash from operating activities resulted primarily from net .
income, excluding non-cash items such as depreciation
and amortization, net of increases in accounts and notes
receivable and leased assets. In addition, cash provided by
operating activities for 1998 reflects increases in accrued
employee compensation, employee benefit plan obligations

gross profit increased to 35.6% for 1997 from 31.9% for

non-deductible expenses relative to the level of income

The Company expects capital expenditures to continue

1996. The improvement during 1997 primarily resulted

for each of the respective periods.

to be significant due to the continued investment in

Net income. For the reasons set forth above, primarily

new product development, SAP implementation and

Cash used in investing activities. Cash used in investing

patent litigation expenses, net income decreased

new manufacturing equipment intended to increase

activities totaled $149.9 million for 1998 and was

$95.8 million, or 77 .6% , to $27. 7 million for 1997

plant capacity. While the costs of purchasing and

comprised primarily of capital expenditures and net

Selling, general and administrative expenses. Selling,

from $ 12 3.5 million for 1996. Excluding patent litigation

implementing SAP will be capitalized and amortized

increases in investments . Cash used in investing activities

general and administrative expenses increased $106 .3

expenses, net income would have increased $27. 7 million,

over the software's expected useful life, costs associated

totaled $75.4 million for 1997 and was comprised

million, or 20.3 % , to $630.4 million for 1997 from

or 22.4 % , to $151.2 million for 1997 from $123.5 million

wi th certain modifications, year 2000 related matters,

primarily of capital expenditures, net of a repayment

$ 5 24.1 million for 1996. As a percentage of net sales,

for 1996.

data preparation and training will be expensed as incurred.

of a note receivable from Steelcase Strafor. Cash used

from increased unit sales volume growth while overhead
costs remained relatively fixed due to a full year's impact
of the 1996 cost reduction program.

eighteen

and other expenses.

nineteen
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Management's Discussion and Analysis of Financial Condition and Results of Operations
in investing activities totaled $115.9 million for 1996

except those resulting from investments by owners

and was comprised primarily of capital expenditures

and distributions to owners. This statement is effective

and corporate acquisitions.

for the Company for 1999 and requires comparative
information for earlier years to be restated.

Cash used in financing activities. Cash used in financing
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Consolidated Statements of Income
(in millions, except per share data)
Year Ended

Net sales
Cost of sales

SFAS No. 131, Disclosures about Segments of an Enterprise

Parent litigation expense

for 1997 and $39.8 million for 1996. The cash was used

and Related Information, which supersedes SFAS No. 14,

primarily to fund quarterly dividends paid by the

Financial Reporting for Segments of a Business Enterprise,

Operating income
Parent litigation interest expense

Company, along with a special dividend and a common

establishes standards for reporting information about

Ocher income, net

stock repurchase in 1998 in the amounts of $150.9 million

operating segments in annual and interim financial

and $43.5 million, respectively. See Note 2 to the

statements . It also establishes new standards for

Income before provision for income taxes and equity in
net income of joint ventures and dealer transitions
Provision for income taxes

disclosures regarding products and services, geographic
areas and major customers. This statement is effective

February 28, 1997

February 23, 1996

$ 2,760.0

$ 2,408.4

$ 2,155 .9

1,756.6

1,551.6

1,468.2

1,003.4
686.0

856 .8

687 .7
524.1

Gross profit
Selling, general and adminisrrarive expenses

activities totaled $254.4 million for 1998, $40.4 million

Consolidated Financial Statements of the Company.

February 27, 1998

Income before equity in net income of
joint ventures and dealer transitions

630.4

317.4

84.8
141.6
(111.7)

163.6

22.6

21.4

24.0

340.0

51. 3

187.6

130.9

23 .6

68.1

209.1

27.7

119.5

SAFE HARBOR PROVIS I ON

for the Company for 1999.

Equity in net income of joint
ventures and dealer rransi tions

There are certain forward-looking statements under the

SFAS No. 132, Employers' Disclosures about Pensions and

Net income

$

7.9
217.0

$

27.7

$

123.5

Liquidity and Capital Resources section, particularly those

Other Postretirement Benefits, revises existing disclosure

with respect to the Company's future liquidity and capi tal

requirements for pension and other postretirement benefi t

Basic and Diluted earnings per share

$

1.40

$

0.18

$

0.80

needs and the expected ability of the Company and its

plans thereby intending to improve the understandability

The accompanying notes are an integral part of these consolidated financial statements.

key customers, dealers and suppliers to successfully manage

of benefit d isclosures, eliminate certain requirements

Year 2000 Issues. Such statements involve certain risks

that t he Financial Accounting Standards Board believes are

and u ncertainties that could cause actual results to vary

no longer necessary, and standardize footnote d isclosures.

from the stated expectations .

This statement is effective for t he Company for 1999

4.0

and requires comparative information for earlier years

I w en I y

R ECENTLY I SSUED ACCOUNTING STANDARDS

to be restated.

Statement of Financial Accounting Standards ("SFAS")

The Company's consolidated balance sheets and the

No. 130, Reporting Comprehensive Income, establishes

related consolidated stat ements of income, changes

standards for reporting and display of comprehensive

in shareholders' equi ty and cash flows will not be

income, its components and accumulated balances in

materially affected by implementation of SFAS No . 130,

a financial statement that is displayed with the same

SFAS No. 131 and SFAS No. 132. No other recently

prominence as other financial statements. Comprehensive

issued accou nting pronouncements are expected to have

income is defined to include all changes in equity

a material impact on the Company.
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Consolidated Balance Sheets

Consolidated Balance Sheets
(in millions, except share data)
February 27, 1998

$

103.1

$

174.0

13.0

13 .6

364.3

327 .6

Notes receivable and leased assets

142.1

124.9

Income taxes receivable
Inventories
Prepaid expenses
Deferred income taxes
Toea! current assets
Property and equipment, net

Accounts and notes payable

$

32.8

22 .6

105.8

108.0

7.5

5.8

56.4

48.1

825.0

824.6

671.2

644.7

117.8

$

Accrued expenses:
Employee compensation

Accounts receivable , less allowances
of $31.8 and $23.0

February 28, 199 7

Current liabilities:

Current assets:
Shore-term investments

February 27, 1998

LIABILITIES AND SHAREHOLDERS' EQ UITY

AssETS
Cash and cash equivalents

(in millions, except share data}

Feb ruary 28 , 19 9 7

Employee benefit plan obligations
Other
Total current liabilities

105 .1

103.9

76.5

59.1

43.1

189.1

125.3

469.9

350.0

191.2

176.6

13.7

15 .5

Long -term liabilities:
Employee benefit plan obligations
Other long-term liabilities
Total long-term liabilities

204.9

192.1

Total liabilities

674.8

542.1

Commitments and contingencies
Shareholders' equity:

Notes receivable and leased assets

158.0

98.7

Joint ventures and dealer transitions

115.9

126.1

50.0

53.6

Preferred Stock-no par value; 50,000,000 shares
authorized , none issued and outstanding

Deferred income taxes

Other assets
Total assets
The accompanying notes are an integral part of these consolidated financial statements.

twenty·two

authorized, 14,122,040 and none issued and outstanding

41.1

Class B Common Stock-no par value; 475 ,000,000 shares
authorized, 139,245,676 and 154,868,176 issued and outstanding

Goodwill and other intangible assets,
net of accumulated amorcization of $21.5 and $17.3

Class A Common Stock-no par value; 475,000,000 shares

66.3

69.5

120.8

104.9

$ 2,007 .2

$ 1,922.1

328.5

408.9

Cumulative translation adjustment

(14.5)

Retained earnings

977.3

971.2

1,332.4

1,380.0

Toea! shareholders' equity
Total liabilities and shareholders' equity

$

2,007.2

(0.1)

$

1,922.1

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows
(in millions)

Common S tock
ClaSJ A
Fe brua ry 28, 199 5

$

Class B

$ 408.9

Cumula tive
Translati on
Adjustment

$

(6.9)

To tal
R eta in ed

(in millions)
Year Ended

February 27, 1998

Shareholders '

Earnings

Equity

$ 900.2

$ 1,302 .2

February 28, 1997

N et income

$

217.0

$

Adjustments to reconcile net income to

Foreign currency
translation adjustment

7.7

7.7

February 23, 1996

OPERATING ACTIVITIES

27.7

$

123.5

net cash provided by operating activities:

Dividends paid

(39.8)

(39.8)

Depreciation and amortization

123 .5

123.5

95 .3

Net income

Postretirement benefit cost

93.4

92.5

983.9

1,393.6

15.9

Loss on disposal of assets

14.2

13.9

1.4

1.4

4.3

Employee stock grant

14.0

4.6

4.2

Deferred income taxes

(4.7)

1.8

(12.2)

408.9

February 23, 1996

0.8

Common stock issuance
Foreign currency
translation adjustment
Dividends paid
Net income
408.9

February 28, 1997

Common stock conversion

36.9

(0.1)

(41.8)

(41.8)

27.7

27.7

971.2

1,380.0

(36.9)
(43.5)

(43.5)

Common stock repurchase
Employee stock grant

(0.9)

(0.9)

4.2

4.2

Foreign currency
Dividends paid
Net income
February 27, 1998

(14.4)

(14.4)

translation adjustment

$ 41.1

$ 328.5

The accompanying notes are an integral part of these consolidated financial statements.

$ (14.5)

(210.9)

(210 .9)

217.0

217.0

$ 977.3

Equity in net income of joint ventures
and dealer transitions

(7 .9)

(4.0)

Changes in operating assets and liabilities,
net of corporate acquisitions:
Accounts receivable

(36. 7)

(59.9)

Notes receivable and leased assets
Inventories

25.9

(69.3)

(45.9)

(63.4)

2.2

Prepaid expenses and other assets

31.5
(3.5)

15.5

3.7

Accounts and notes payable

12.7

12.3

Accrued expenses and other liabilities

0.1

96.7

Net cash provided by operating activities

$ 1,332.4

3.8

(4.8)

0.5

333.4

80 .8

200.7

(126.4)

(122.0)

(104.6)

I NVESTING ACTIVITIES

Capital expenditures
Proceeds from the sale of facilities

1.2

Net change in investments

7.5

(20.7)

Joint ventures and dealer transitions

6.6

0.8

Corporate acquisitions, net of cash acquired
Net cash used in investing activities

5.3
(2.6)

36.5

(4.8)

(4.0)

(14.0)

(149.9)

(75 .4)

(115.9)

(4 3.5)

1.4

FINANCING ACTIVITIES

Common stock issuance (repurchase)
Dividends paid
Net cash used in financing activities

(210.9)

(41.8)

(39.8)

(254.4)

(40.4)

(39.8)

Net increase (decrease) in cash and cash equivalents

(70.9)

Cash and cash equivalents, beginning of period

(35.0)

45.0

174.0

209.0

164.0

Cash and cash equivalents, end of period
=

$

103.1

$

174.0

$

209.0

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements

Note I
SUMMARY OF SIGNIFICANT ACCO UNTING POLICIES

Nature of Operations

transactions and profits have been elim inated in consolidation.

Cash Equivalents

$4.2 million, $4.0 m illion and $2 .6 m illion for 1998,

Foreign currency-denominated assets and liabilities are

Cash equivalents consist of highly liquid investments,

1997 and 1996, respectively.

translated into U.S. dollars at the exchange rates existing

primarily interest-earning deposits, treasury notes and

at the balance sheet date. Income and expense items are

commercial paper, with an original maturity of three months

Steelcase Inc. (the "Company") is the world's largest

translated at the average exchange rates during the respective

or less. Cash equivalents are reported at amortized cost and

manufacturer and provider of office furniture, office

periods. Translation adjustments resulting from fluctuations

approximated $ 119.1 million and $191.5 million as of

furniture systems and related products and services.

in the exchange rates are recorded as a component of

The Company manufactures at 31 facilities in the United

shareholders' equity. Gains and losses resulting from exchange

States, Canada and Mexico and, throug h international

rate fluctuations on transactions denominated in currencies

subsidiaries, joint ventures and licensing arrangements,

other than the functional currency are not material.
The Company's investments in joint ventures and dealer

has the positive intent and ability to hold until maturity.
These investments are reported at amortized cost. G ross

locations including approximately 450 in the United

entities primarily based on audited financial statements for

unrealized gains and losses are insignificant. Investments

States and Canada and approximately 230 throughout the

each applicable year.

classified as long-term mature over the next three years.

rest of the world. The Company operates on a worldwide

YearEnd

Inventories

basis within a single industry segment.

Effective March 1, 1995, the Company changed its fiscal

Substantially all inventories are valued based upon last-in,

Steelcase Strafor, a 50% owned joint venture with Strafor

year-end from February 28 to the last Friday of February.

first-out (LIFO) cost, not in excess of market .

Facom S.A., is a leading office furniture company in Europe

In addition, the Company standardized its fiscal

with 14 manufacturing facilities and dealers in more than

quarters to include 13 weeks, except for the quarter

170 locations.

ended February 28, 1997 which included 14 weeks.
According ly, 1998 and 1996 included 52 weeks, while

Principles of Consolidation

1997 included 53 weeks.

cash flows , a current charge to income is recognized.

Investments typically include treasury notes, tax-exempt

transitions are carried at its equity in the net assets of those

network of independent dealers in approximately 680

or changes in circumstances indicate that the carrying amount
of an asset may not be fully recoverable. If it is determined
that an impairment loss has occurred based on expected future

Investments
municipal bonds and other debt securities which the Company

at 20 facilities throug hout the rest of the world. The
Company distributes its products through a worldwide

February 27, 1998 and February 28, 1997, respectively.

T he Company reviews long-lived assets, including goodwill
and other intangible assets, for impairment whenever events

Product R elated Expenses
Research and development expenses, which are expensed
as incurred, approximated $70.0 million, $65.0 million and
$ 50.0 million for 1998, 1997 and 1996, respectively.

Self-Insurance
The Company is self-insured for certain losses relating to
workers' compensation claims, employee medical benefits
and product liability claims. T he Company has purchased
stop-loss coverage in order to limit its exposure to any

Property and Equ ipment

significant levels of workers ' compensation and product

Property and equipment are stated at cost and depreciated

liability claims. Self-insured losses are accrued based

usi ng the straight -line method over the est imated useful

upon the Company's estimates of the aggregate liability

lives of the assets, which average 26 years for buildings and

for uninsured claims incurred using certain actuarial

improvements and eight years for all other property and

assumptions followed in the insurance industry and the

of Steelcase Inc. and its majority-owned su bsidiaries, except

Revenue Recognition

equipment. In addition, internal-use software applications ·

Company's historical experience.

for dealers which the Company has acquired with the

Net sales include product sales, service revenues and leasing

and related development efforts are capitalized and amortized

intention of reselling as soon as practicable ("dealer

revenues. Product sales and service revenues are recognized

over the estimated useful lives of the applications. Software

The accrued liabilities for self-insured losses included in

transitions"). During the three years in the period ended

as products are shipped and services are rendered . Leasing

maintenance, year 2000 related matters and training costs

other accrued expenses in the accompanying consolidated

are expensed as incurred.

balance sheets are as follows:

The consolidated financial statements include the accounts

February 27, 1998, the Company closed a series of non-dealer

revenue includes interest earned on the net investments

acquisitions, none of which were material individually, or in

in leased assets, which is recognized over the lease term as

the aggregate, to the financial position or results of operations

a constant percentage return. Service and leasing revenues

of the Company. All significant intercompany accounts,

are not material.

Goodwill and other intangible assets resulting from
business acquisitions are stated at cost and amortized on
a straight-line basis over a period of 15 years if acquired
subsequent to February 28, 1995, or 40 years if acquired
prior thereto. Amortization expense approximated

twenty-six

(in milliom )

Goodwill and Other Intangible Assets
W orkers' compensation
claims
Product liability claims

Feb 27, 1998

Feb 28, 1997

$ 16.8

$ 16.1

11.5

9.6

$ 28.3

$ 25.7

twenty- se ven
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Notes to Consolidated Financial Statements
The Company maintains a Voluntary Employees' Beneficiary

Based on rhe Company's ongoing oversight of these matters,

Stock-Based Compensation

Srock under the Securities Act of 1933, as amended, in order

Association (VEBA) to fund employee medical claims covered

the Company believes that i r has accrued sufficient reserves

SFAS No. 123, Accounting for Stock-Based Compensation,

to permit the Company's shareholders to make a U.S. and

under self-insurance. The estimates for incurred bur not

to

absorb the remediation costs of all known sires.

reported medical claims have been fully funded by the
Company as of February 27, 1998 and February 28, 1997.

Advertising
Advertising costs, which are expensed as incurred,

Product Warranty

approximated $7.9 million, $6.0 million and $9.0 million

The Company offers a lifetime warranty on Sreelcase brand

for 1998 , 1997 and 1996, respectively.

products, subject to certain exceptions, which provides for
the free repair or replacement of any covered product or
component that fails during normal use because of a defect in
design, materials or workmanship. Accordingly, the Company
provides, by a current charge to sales returns and allowances,
an amount it estimates will be needed to cover future
warranty obligations for products sold. The accrued liability
for warranty costs included in other accrued expenses in
the accompanying consolidated balance sheets approximated

encourages entities to record compensation expense

international public offering (the "Offerings") of a portion of

for stock-based employee compensation plans at fair value,

their shares (the "Selling Shareholders"). On October 27, 1997,

bur provides the option of measuring compensation expense

the Board (i) declared a special dividend in the aggregate

using the intrinsic value method prescribed in Accounting

amount of $150.9 million, which was paid on January 9, 1998

Principles Board ("APB") Opinion No. 25, Accounting for Stock

to Common Stock holders of record as of December 2, 1997

Issued to Employees. The Company has elected to account for

(the "Special Dividend") and (ii) approved a proposal which

Income Taxes

irs Srock Incentive Plans in accordance with APB Opinion

was presented to the shareholders by proxy and subsequently

Deferred tax assets and liabilities are recognized for the future

No. 25. Pro forma results of operations for the Company,

approved on December 2, 1997 at a special meeting.

tax consequences attributable to temporary differences

as if the fair value method prescribed by SFAS No. 123 had

In general, the approved proposal (a) effected a recapitalization

between the financial statement carrying amounts of existing

been used to account for its Srock Incentive Plans, are

of the Company's capital stock (the "Recapitalization"),

assets and liabilities and their respective tax bases, and are

presented in Note 10.

(b) made certain other changes to the Restated Articles of

Fair Value of Financial Instruments

Incorporation and By-laws which are typical of public

measured using enacted tax rates expected

to

apply to taxable

income in the years in which the temporary differences are
expected to reverse.

The carrying amounts of the Company's financial instruments,
consisting of cash equivalents, investments, accounts and

$21.3 million and $ 15.7 million as of February 27, 1998

Earnings Per Share

notes receivable, accounts and notes payable and certain

and February 28 , 1997, respectively.

Statement of Financial Accounting Standards ("SFAS")

other liabilities, approximate their fair value due to their

No. 128, Earnings per Share, replaces the calculation of

relatively short maturities.

Environmental Matters
Environmental expenditures that relate to current operations
are expensed or capitalized as appropriate. Expenditures
that relate to an existing condition allegedly caused by past
operations, that do not contribute

to

current or future

revenue generation, are expensed. Liabilities are recorded
when material environmental assessments and remedial
efforts are probable, and the costs can be reasonably estimated.
Generally, the timing of these accruals coincides with
completion of a feasibility study or the Company's
commitment

to

a formal plan of action. The accrued liability

for environmental contingencies included in other accrued
expenses in the accompanying consolidated balance sheets
approximated $11.7 million and $11.2 million as of
February 27, 1998 and February 28, 1997, respectively.

share, basic earnings per share excludes the dilurive effects of
options, warrants and convertible securities. Diluted earnings
per share is very similar to the previously reported fully
diluted earnings per share. In accordance with SFAS No. 128,
earnings per share amounts for all periods presented in the
accompanying consolidated statements of income have been
adjusted to give retroactive effect to the Recapitalization
discussed in Note 9. The weighted average number of shares
outstanding for basic and diluted calculations were 154.8
million, 154.7 million and 154.6 million for 1998, 1997

incentive and investment plans for employees of the Company
(collectively, the "Srock Incentive Plans").

While the Srock Incentive Plans became effective upon
approval by the Company's shareholders on December 2, 1997,

primary and fully diluted earnings per share with basic and
diluted earnings per share. Unlike primary earnings per

companies and (c) provided for the adoption of equity-based

Use of Estimates

the Recapitalization and other changes to the Restated

The preparation of financial statements in conformity with

Articles of Incorporation and By-laws became effective upon

generally accepted accounting principles requires managem~nt

their filing with the State of Michigan which occurred

to make estimates and assumptions that affect the amounts

on February 20, 1998. The Offerings, which occurred on

reported in the consolidated financial statements and

February 18, 1998 and closed on February 25, 1998, included

accompanying notes. Although these estimates are based on

13,972,500 shares of Class A Common Stock at an initial

management's knowledge of current events and actions it

public offering price per share of $28.00. In addition,

may undertake in the future, they may ultimately differ from

the Company purchased 1,650,000 shares of Class B Common

actual results.

Srock from the Selling Shareholders at the same price at

Note 2
INITIAL PUBLIC OFFERING

which the shares of Class A Common Stock were sold to the
Underwriters in the Offerings to fulfill the Employee Stock
Grant and the Employee Discount Option Grant (the "Srock

and 1996, respectively.
On September 17, 1997, the Board of Directors of the

Repurchase") discussed in Note 10. This Srock Repurchase

Company (the "Board") authorized management to begin the

aggregated $43.5 million.

process necessary for registration of the Company's Common

twenty-eight
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Notes to Consolidated Financial Statements
Note 3

Depreciation and amortization expense approximated

asset-based lending credit lines approximated $40.9 million

Investments in dealer transitions represent dealers which

I NVENTORIES

$9 1.1 million, $89.4 million and $89.9 million for 1998,

as of February 27, 1998, subject to available collateral. These

the Company has acquired with the intention of reselling as

1997 and 1996, respectively. Construction in progress

commitments generally expire in one year and are reviewed

soon as practicable. Accordingly, the Company recognizes

consists of numerous equipment and facility projects,

periodically for renewal.

its share of earnings and losses from dealer transitions

The Company's net investment in leased assets includes

pursuant to the equity method of accounting. Accounts and

Inventories consist of:
(in millions)

Feb 27, 1998

Finished goods

42.9

$

Feb 28, 1997

$

44.3

Note S

both direct financing and operating leases. Direct financing

notes receivable from these dealers approximated $23.6 million

NOTES RECEIVABLE AND LEASED ASSETS

leases consist of the present value of the future minimum

and $57.0 million as of February 27, 1998 and February 28,

Work in process

30.8

30.8

Raw materials

83.7

84.1

157.4

159.2

(51.6)

(51.2)

LIFO reserve

none of which are material individually or in the aggregate.

(i n millions)

Feb 27, 1998

$

105 .8

$

108.0

$0.6 million, $5.4 million and $2.9 million for 1998,
1997 and 1996 respectively.
Note 4

$

38.6

$

51.5

57.3

Land

$

Ownership transition financing

54.6

55.9

Net investment in leased assets

165 .8

89.2

Allowance for losses

(10.4)

(9 .2)

Long-term portion

35.5

$

626.0

Buildings and improvements
Machinery and equipment

35.5
610.7

927.4

918.4

Furniture and fixtures

69.9

70.4

Leasehold improvements

36.2

39.0

Software

37.4

26.9

Construction in progress
Accumulated depreciation
and amortization

77.2

45.6

1,809.6

1,746.5
1,101.8

1,138.4
$

671.2

$

644.7

The Company's equity in net income of joint ventures and
dealer transitions consists of:

$

300.1

223.6

142.1

124.9

158.0

$

(in millions )
Year Ended

values based on market studies conducted by independent
third parties. Operating leases as of February 27, 1998 and
February 28, 1997 were not material.
Note 6

50% share of Steel case
Strafor net income

Feb 27, 1998

Feb 28, 1997

Feb 23, 1996

$ 3.9

$ 5.6

$ 2.0

Net income (loss) of
dealer transitions

2.0

(1.7)

Other joint ventures, net

0.3

(0.3)

}OINT VENTURES AND DEALER TRANSITIONS

$ 7.9

$ -

0.1

$ 4.0

The Company's investments in and advances to its

98.7

Summarized financial information for Steelcase Strafor, as of

unconsolidated joint ventures and dealer transitions are

(in millions)

Feb 28, 1997

plus the present value of the estimated residual value
(collectively referred to as the net investment). Residual value
the end of the lease term. The Company records residual

30.4

Asset-based lending

Current portion

Feb 27, 1998

1997, respectively.

is an estimate of the fair value of the leased equipment at

PROPERTY AND EQUIPMENT, NET

Property and equipment, net consist of:

Feb 28, 1997

Notes receivable:
Project financing

The effect of LIFO liquidations on net income was

lease payments receivable (typically over three to five years)

Notes receivable and leased assets consist of:

December 31, 1997 and 1996 and the three years ended

summarized as follows:

Notes receivable include three distinct programs of dealer

(in millions)

financing: project financing; asset-based lending; and
Feb 27, 1998

ownership transition financing. Through these programs,

Investment in Steelcase Strafor

the Company helps dealers secure interim financing, establish
working capital lines of credit, finance ownership changes
and restructure debt.

$

101.8

$

107.3

9.6

16.3

Other joint ventures and alliances

4.5

2.5

115.9

(in millions)

Feb 28, 1997

Investments in dealer transitions

$

December 31, 1997, is as follows:

$

126.1

December 3 1,

Current assets
Property and equipment
Total assets

for project financing to 10 years for certain ownership

During 1998 and 1997, translation adjustments of

transition financing. Interest rates are both floating and

$(11.1) million and $(0.2) million, respectively, resulting

Current liabilities

from foreign currency denominated assets and liabilities

Long-term liabilities

fixed, reaching up to 12 % as of February 27, 1998.

1996

$ 268.7

$ 278.9

126.5

148.7

Balance Sheet:

Other assets

The terms of notes receivable range from a few months

1997

The loans are generally secured by certain dealer assets and,

of Steelcase Strafor and related fluctuations in exchange rates,

Total liabilities

in some cases, the common stock of the dealership. Unused

were charged directly to a component of shareholders'

Net assets

99.4

103.0

494.6

530.6

197.9

229.3

93 .2

85 .0

291.1

314.3

$ 203.5

$ 216.3

equity in the accompanying consolidated balance sheets.
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Notes to Consolidated Financial Statements
(in millions)

Year Ended December 31 ,

1997

1996

1995

Profit-Sharing and Pension Plans

Net postretirement benefit cost charged to income includes

Substantially all employees are covered under the Steelcase Inc.

the following components:
(in millions)

$ 487.0

$ 494.9

$ 471.1

Steelcase Inc. Employees' Money Purchase Plan or under

Year Ended

Operating income

27.7

27.6

25.0

similar subsidiary plans. Annual discretionary Company

Service cost for benefi ts

Net income

11.2

4.0

7.8

Revenues

contributions under the Steelcase Inc. Employees' Profit-

Note 7

declared by the Board at the end of each year. Under the

OTHER ASSETS

Steelcase Inc. Employees' Money Purchase. Plan, annual

these plans approximated $79.4 million, $67 .2 million
Cash surrender value
of life insurance
Long-term investments
Other

$ 95 .0

$ 79.0

16.9

11.6

8.9

14.3

$ 120.8

$ 104.9

of the Company with cash payments based upon the

benefit obligation

Postretirement insurance benefits

postretirement benefit plans that provide medical and

Current portion
Long-term portion

10.7

goals as measured by Econom ic Value Added ("EVA"), as
0. 3

defined in the plan. Annual bonuses are payable after the

$ 15.9

compensation in the accompanying consolidated balance

end of the year and, therefore, are included in accrued

benefit cost

$ 14.2

$ 13.9

a three-year period com mencing after the end of the year

143.1

Feb 27, 1998

Feb 2 7, 1998

Feb 28, 1997

Discount rate

7.00%

7 .75%

Rate of salary progression

4.50%

5.00 %

250.3

219.7

59.1

43.1

$ 176.6

$

77.6

$ 72.4

Employees fully eligible

28.4

26.0

Employees not yet fully eligible

7 4 .2

53.1

180.2
Prior service cost
Unrecognized loss

151.5

(20.6)

$ 150.4

return on eq uity as determined each year.

6. 5% for 1999, gradually declining to 5.5% in 2003 and
thereafter. The health care cost trend rate assumption has
a significant effect on the amounts reported . For example,
a 1.0 % increase in the assumed med ical inflation rate

The Steelcase Inc. 1994 Executive Supplemental Retirement
Plan (the "Supplemental Plan") is a non-qualified deferred
compensation and supplemental retirement plan that is
limited to a select group of management or hig hly compensated
employees. The Supplemental Plan is intended to attract and
retain highly qualified corporate executives and to enable such
executives to devote their full-time efforts to the Company
by providing, in consideration of these efforts, supplemental
retirement income.

would increase the accumulated postretirement benefit

(9 .2)
(8.4)

Accrued postretirement
benefit obligation

the per capita cost of covered benefits for retirees below the
age of 65 (estimate of medical inflation rate) is 8.0 % for
For retirees above the age of 65, the rate of increase is

benefit obligation:

installments over the three-year payment period and unpaid
long -term amounts are ad justed based on the Company's

Executive Supplemental R etirement Plan

1999, g radually declining to 5.5% in 2004 and thereafter.

Accumulated postretirement
Retirees and dependents

44.1

Feb 28, 1997

following the year in which the incentive amount is earned .
The long -term amounts are paid in substantially equal

The weighted average annual assumed rate of increase in

Feb 28 , 1997

150.4

$ 191.2

11. 2

life insurance benefits to retirees and eligible dependents.

benefit obligation:

$ 32.5

55 .6

ll .S

sets forth the plans' combined accumulated postretirement

44.3

Incentive Plan is an annual and long-term incentive
compensation program that provides eligi ble key employees

accumulated postretirement benefit obligation were as follows:

(in milliom)

$

$ 3.2

T he sig nificant assumptions used in determining the

The Company and certain of its subsidiaries have

(in millions)

Profit-sharing and pension plans

$ 3.0

sheets, whereas long-term bonus amounts are paid out over

actuarial calculations for each plan. The following table

Employee benefit plan obligations consist of:

Feb 27, 1998

3.8

Postretirement Insurance Benefits

benefits during the service lives of em ployees based on

EMPLOYEE BENEFIT PLAN OBLIGATIONS

$

achievement by the Company of specified financial performance

The Company accrues the cost of postretirement insurance

Note 8

The Amended and Restated Steelcase Inc. Management

Net postretirement

and $58.9 million for 1998, 1997 and 1996, respectively.

Management Incentive Plan

accumulated postretirement

unrecognized loss

(in millions)

Feb 28, 1997

Feb 23, 1996

Amortization of

5% of eligible annual compensation. Total expense under
Feb 27, 1998

Feb 28, 1997

Interest cost on the

Company contributions are required in the amount of

Other assets consist of:

Feb 27, 1998

earned during the period

Sharing Retirement Plan and similar subsidiary plans are

Management incentive,
executive supplemental
retirement and deferred
compensation plans

R etirement and D eferred Compensation Plans

Employees' Profit-Sharing Retirement Plan and the

Results of Operations:

Management Incentive, Executive Supplem ental

$ 143 .1

obligation as of February 27, 1998 by approximately

In general, upon satisfYing the requirements of the Supplemental

$22.6 million and the annual net postretirement benefit

Plan executives are entitled to receive five annual payments

cost by approximate! y $ 1.7 m illion.

each equal to 70% of the participant's average base salary for

I hI r I y · I w o
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Notes to Consolidated Financial Statements
the three consecutive years prior to retirement or death and

Stock, 475,000,000 shares of Class B Common Stock and

Common Srock entitles its holder to 10 votes. The Class B

15 annual payments each equal to $50,000 multiplied by

50,000,000 shares of Preferred Stock, issuable in series;

Common Srock is convertible into Class A Common Stock

rights, terms of redemption (including sinking fund

on a share-for-share basis (i) at the option of the holder thereof

provisions), redemption price or prices, liquidation preferences

at any rime, (ii) upon transfer to a person or entity which is

and the number of shares constituting any series.

the participant's vested percentage. A participant's vested
percentage begins at 20 % after three completed years of
service following such participant's eligibility under the
Supplemental Plan and increases by 20% increments
annually until it becomes fully vested upon seven
completed years of service following such eligibility.

Deferred Compensation Agreements
The Company has future retirement obligations to certain
employees in return for agreeing not to receive part of
their compensation for a period of three to five years.
Compensation withheld has been invested in corporate-owned
life insurance, which is expected to be sufficient to cover
such future obligations.

(ii) each of the existing shares of Common Srock was
converted into one share of Class B Common Srock, and the
Class B Common Srock resulting from that conversion was
split on a 700-for-1 basis (the "Stock Split"), effected as a
stock dividend of 699 additional shares of Class B Common
Srock for each outstanding share; and

Plan (the "Purchase Plan") and the Sreelcase Inc. Incentive

Preferred Stock (collectively, the "Existing Preferred Srock")

is less than 15 % of the then outstanding shares of Common

was converted into that number of shares of Class B Common

Srock (without regard to voting rights).

Srock determined by dividing their redemption values ($1 03
and $2,000, respectively) by the initial public offering price
of $28 per share of Class A Common Srock. The conversion of

approximated $23.2 million, $9.7 million and $13.5 million

Preferred Srock by $0.8 million and $9.8 million, respectively,
and resulted in a reduction of retained earnings in the amount

retroactive effect to the Recapitalization. Pursuant to the
Recapitalization, the following occurred:

of $383 .2 million.

Terms of Class A Common Stock and

I

of Class A Common Srock for use under the Purchase Plan,

Class A Common Srock and Class B Common Srock are

which is intended to qualify under Section 423 of the Internal

generally similar. That is, the holders are entitled to equal

Revenue Code of 1986, as amended (the "Code"). Pursuant

dividends when declared by the Board and generally will

to the Purchase Plan, each eligible employee, as of the start of

receive the same per share consideration in the event of a

any purchase period, will be granted an option to purchase

merger, and be treated on an equal per share basis in the event

a designated number of shares of Class A Common Srock.

of a liquidation or winding up of the Company. In addition,

The purchase price of shares of Class A Common Srock to

the Company is not entitled to issue additional shares of

participating employees will be designated by the Compensation

Class B Common Stock, or issue options, rights or warrants

Committee but in no event shall be less than 85 % of the

to subscribe for additional shares of Class B Common Srock,

lower of the fair market values of such shares on the first and

except that the Company may make a pro rata offer to all

last trading days of the relevant purchase period . However,

resulted from the conversion of one share of Class B Common

holders of Common Stock of rights to purchase additional

no employee may purchase shares under the Purchase Plan

Srock concurrently with the consummation of such sale.

shares of the class of Common Srock held by them.

in any calendar year with an aggregate fair market value (as

The holders of Common Stock are generally entitled to vote
a right to vote, subject to the requirements of the applicable

issuances of capital stock, the total number of authorized

laws and the rights of any series of Preferred Srock to a
separate class vote. Each share of Class A Common Srock

hi r I y - I o u r

The Company has reserved a maximum of 1,500,000 shares

Except for the voting and conversion features, the terms of

Each share of Class A Common Srock sold in the Offerings

shares of capital stock of the Company was increased to one
billion, consisting of 475,000,000 shares of Class A Common

Employee Stock Purchase Plan

Class B Common Stock

as a single class on all matters upon which shareholders have
(i) to facilitate the Stock Split described below and future

Company include the Steelcase Inc. Employee Stock Purchase
Compensation Plan (the "Incentive Compensation Plan").

for 1998, 1997 and 1996, respectively.

The accompanying consolidated financial statements give

The Srock Incentive Plans for employees and affiliates of the

trust or charitable organization ceases to be 100% controlled
by Permitted Transferees and (iv) on the date which the

$393.8 million, decreased Class A Preferred Srock and Class B

Company effected a Recapitalization of its capital stock.

time as a corporation, partnership, limited liability company,

number of shares of Class B Common Srock outstanding

supplemental retirement and deferred compensation expense

In connection with the Offerings discussed in Note 2, the

Common Srock acquired after the Recapitalization, at such

Note I 0
STOCK INCENTIVE PLANS

existing shares of Class A Preferred Srock and Class B

the Existing Preferred Stock increased Common Srock by

CAPITAL STRUCTURE

Articles of Incorporation), (iii) with respect.to shares of Class B

(iii) immediately following the Stock Split, each of the

Long-term management incentive and total executive

Note 9

not a Permitted Transferee (as defined in the Second Restated

the voting rights, dividend rights, dividend rate, conversion

entitles its holder to one vote, and each share of Class B

Preferred Stock
The Second Restated Articles of Incorporation authorize the
Board, without any vote or action by the shareholders, to

determined on the first day of the relevant purchase period)
in excess of $25,000. The Board may at any time amend or
terminate the Purchase Plan.

create one or more series of Preferred Stock up to the limit

The initial purchase period under the Purchase Plan began

of the Company's authorized bur unissued shares of Preferred

on the date of the pricing of the Offerings and ends on

Stock and to fix the designations, preferences, rights,

April 17 , 1998. Eligible employees who wish to participate

qualifications, limitations and restrictions thereof, including

in the Purchase Plan may purchase by April 17, 1998 a

I hI r I y - I i v e
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maximum of 100 shares of Class A Common Stock at 85 %

under Section 422 of the Code or non-qualified stock options

per share of $28.00 and will primarily vest over a period of

of the initial public offering price (the "Employee Discount

not so intended. The Board may amend or terminate the

five years. Pursuant to APB Opinion No. 25 , these stock

Option Grant"). The Company granted approximately 15,000

Incentive Compensation Plan.

weighted average expected life of the opt '
f
1ons o 6 .8 years.
The estimated fair value of these options was amorr1ze
· d to

options did not result in any material compensation expense

expense over the vesting period of the options for purposes

recognized by the Company. At February 28, 1998 there were

of determining pro forma net income and pro r 0 r
·
" rna earnmgs
per share. Pro forma results of operations are not likely to be

employees the option to participate in the Purchase Plan during
the initial purchase period . Pursuant to APB Opinion No. 25,
the Employee Discount Option Grant did not result in any
compensation expense to be recognized by the Company.

In the event of a "change of control," as defined in the
Incentive Compensation Plan, (i) all outstanding options and
SARs granted under the Incentive Compensation Plan will
become immediately exercisable and remain exercisable

options available for future issuance. There has been no

representative of the effects on reported or pro forma results

exercises or termination of options since their issuance.

of operations for future years.

Incentive Compensation Plan

throughout their entire term, (ii) any performance-based

SFAS No. 123 Pro Forma Data

Note II

The Company has reserved for issuance under the Incentive

conditions imposed with respect to outstanding Awards shall

As discussed in Note 1, the Company accounts for its Stock

PATENT LITIGATION EXPENSE

Compensation Plan a maximum of 150,000 shares of Class A

be deemed to be fully earned and a pro rata portion of each

Incentive Plans in accordance with APB Opinion No. 25.

Common Stock for a special one-time grant on the date of the

such outstanding Award granted for all outstanding

Accordingly, no compensation expense has been recognized for

pricing of the Offerings plus an additional 6,130,000 shares

performance periods shall become payable in shares of Class A

the Employee Discount Option Grant or the Company's stock

of Common Stock. The Compensation Committee will have

Common Stock, in the case of Awards denominated in shares

options. If the Company had recognized compensation

of Class A Common Stock, and in cash, in the case of Awards

expense based upon the estimated fair value of the Employee

Compensation Plan, to determine, among other things, the

denominated in cash, with the remainder of such Award being

Discount Option Grant and the Company's stock options

persons to whom awards under the Incentive Compensation

canceled for no value and (iii) all restrictions imposed on

at the date of grant as prescribed by SFAS No. 123, the

Plan ("Awards") will be made, the exercise price, vesting, size

restricted stock that are not performance-based shall lapse.

Company's net income and earnings per share would have

restrictions on transfer and circumstances for forfeiture
applicable to Awards.

Concurrently with the Offerings, the Company issued 10
shares of Class A Common Stock each to certain employees

used in furniture systems sold since 1978. The trial court
to the U.S. Court of Appeals for the Federal Circuit, which
reversed the trial court's decision in January 1989, and held
that the Company infringed. Upon remand for determination

been as follows:
Yea r Ended

In November 1985, a suit was filed against the Company
alleging infringement of two patents covering powered panels
ruled for the Company. The plaintiff subsequently appealed

full authority, subject to the provisions of the Incentive

and type of such Awards, and the specific performance goals,

of damages, the parties consented to the appointment of a
Special Master to oversee further proceedings, including the

February 27 , 1998

binding, non-appealable determination of damages for the

of the Company and its subsidiaries as designated by the

Pro forma net income (in millions)

$ 212.8

Awards may be made to employees and non-employee

Compensation Committee (the "Employee Stock Grant").

directors of the Company or its affiliates. A variety of Awards

The Employee Stock Grant included 149,540 shares of

Pro forma basic and diluted
earnings per share

$

may be granted under the Incentive Compensation Plan

Class A Common Stock in the aggregate and resulted in

including stock options, stock appreciation rights ("SARs"),

$4.2 million of compensation expense which was recognized

The estimated fair value of the Employee Discount Option

in damages and $114.7 million in interest which accrued

restricted stock, performance shares, performance units,

by the Company upon issuance.

Grant approximated the 15% discount discussed above.

over the 17 years covered by the litigation. The charges

The weighted average fair value of the Company's stock

reflected in the accompanying consolidated statement of

options at the date of grant approximated $10.60 per option

income for 1997 are net of reserve estimates provided during

and was estimated using a Black-Scholes option pricing

1994, which represented management's best estimate of

model with the following assumptions: risk-free interest rate

the outcome of the proceedings at that time.

cash-based awards, phantom shares and other share-based
awards as the Compensation Committee may determine.
Stock options granted under the Incentive Compensation
Plan may be either incentive stock options intended to qualify

In addition, the Company issued options to purchase

2,661 ,000 shares of Class A Common Stock to certain
employees and non-employee directors of the Company
in connection with the Offerings. These stock options have
an exercise price equal to the initial public offering price

I

no options that were exercisable and there were 3,469,000

hi r I y · s i

X

established infringement and resolution of related issues.
The proceedings concluded in December 1996 resulting in

1.37

a lump ~urn payment by the Company to the plaintiff in
the amount of $211.5 million, representing $96.8 million

of 5.5 %, dividend yield of 1.4% , expected volatility of
the market price of the common stock of 30.0% and a

thirty-seven
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Note 12

Undistributed earnings of foreign joint ventures and

OTHER INCOME, NET

subsidiaries are not material.

Other income, net consists of:

Temporary differences between the financial statement
(in millions)

Year Ended

Feb 2 7, 1998

Feb 28, 1997

Feb 23, 1996

$ 29.2

$ 26.6

$ 28.5

Interest .income
Loss on dealer transitions

(1.8)

(2.5)

(0.3)

Interest expense

(1.7)

(2.1)

(1.5)

Miscellaneous-net

(3.1)

(0 .6)

(2.7)

$ 22.6

$ 21.4

$ 24.0

Note 13
INCOME TAXES

(in millions)

Year Ended

Feb 27, 1998

Feb 28, 1997

Feb 23, 1996

Current income taxes:
Federal
State and local
Foreign

$ 115 .7

$ 17.6

$ 69.4

9.5

4.2

8.5

21.8

80.3

10.4
135.6

FINANCIAL INSTRUMENTS, CONCENTRATIONS OF

will be realized. Accordingly, no valuation allowance has

CREDIT RISK AND OFF-BALANCE-SHEET RISK

Financial instruments, which potentially subject the

relate to the following:
(i n mi llions)

Feb 2 7, 1998

Feb 28, 1997

Deferred income tax assets:
Employee benefit
plan obligations

$ 71.6

Accrued compensation

20.3

7.9

Reserves and allowances

36.5

33.1

9.0

8 .2

13.7

10.9

153.7

131.7

Deferred income tax liability
- property and equipment

(47.3)

(30.0)

Net deferred income tax assets

106.4

101.7

56.4

48.1

$ 50.0

$ 53.6

Current portion
Non-current portion

net income of joint ventures and dealer transitions varied

risk, primarily consist of cash equivalents, investments,

from the statutory federal income tax rate as set forth in

accounts receivable and notes receivable and leased assets .

the following table:

The Company places its cash with high-quality financial
institutions and invests in high-quality securities and
Feb 2 7, 1998

Feb 28, 1997

Feb 23, 1996

35.0%

35 .0 %

35.0%

State and local
income taxes

2.7

4 .3

2.6

Tax exempt interest

(0.2)

(1.3)

(0.2)

Year Ended

$ 74.2

Total deferred income tax assets

Company to concentrations of investment and credit

The effective income tax rate on income before equity in

Statutory federal
income tax rate

Goodwill and intangible
asset amortization
and write-offs
Research and
development credit
Other
Effective income tax rate

commercial paper. The Company limits its exposure,
by policy, to any one financial institution or debtor.
The Company's customers consist primarily of independent
dealers in the office environment industry. They are
dispersed globally, but primarily across all North American
geographic areas. All probable uncollectible accounts and

0.2

5.0

0.3

notes receivable and leased assets have been appropriately
considered in establishing the allowances for losses. In

(1.6)

(0.6)
1.4

3.0

0.2

38.5 %

46.0 %

36.3 %

general, the Company obtains security interests in the assets
of the customer. These security interests are generally
secondary to the interest of the customer's primary lenders.
Guarantees of. debt obligations are conditional commitments

2.4

Deferred income taxes:

it is more likely than not that all of the deferred tax assets
been established for the deferred tax assets.

give rise to significant portions of deferred income taxes

Other

net income of joint ventures and dealer transitions consists of:

Note 14

carrying amounts and tax bases of assets and liabilities that

Foreign losses
The provision for income taxes on income before equity in

Although realization is not assured, management believes

The Company has recorded a deferred tax asset as of
February 27 , 1998 of $9.0 million reflecting the benefit of

The Company made income tax payments of $116.0 million,
$44 .0 million and $78.1 million during 1998, 1997 and
1996, respectively.

issued by the Company to guarantee the performance of
certain unconsolidated dealers and joint ventures to a third
party. These guarantees are primarily issued to support

Federal

(0.8)

(1.4)

(11.7)

foreign operating loss carry-forwards that expire over the

State and local

(0.3)

0.5

0.2

next five years. Realization is dependent on future taxable

p rivate borrowing arrangements . The Company has

Foreign

(3.6)

2.7

(0 .7)

income of the related foreign operations and tax planning

guaranteed approximately $39.3 million and $34.0 million

(4.7)

1.8

(12 .2)

$ 23 .6

$ 68 .1

$ 130.9

strategies available to the Company.

of debt obligations of unconsolidated dealers and joint
ventures as of February 27 , 1998 and February 28, 1997,
respectively. Although this amount represents the maximum
exposure to loss, management believes the actual risk of
loss to be insignificant.

thirty-nine
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The Company uses financial instruments, principally forward

Note IS

Note 16

contracts and swaps, to manage foreig n currency exposures

CoMMITME NTS AND C oNT I NGENC I Es

UNAU DI TED Q U ARTE R LY R ES ULT S

The Company leases certain sales offices, showrooms and

The following sets forth summary unaudited information on a quarterly basis for the Company:

related to purchases and sales. These contracts hedge
transactions and balances for periods and amounts consistent
with its committed exposures and do not constitute
investments independent of these exposures. The Company
does not use these financial instruments for speculative
or trading purposes. Gains and losses on currency forward
contracts and swaps that are desigpated and effective

equipment under non-cancelable operating leases that expire
at various dates through 2005. Minimum annual rental

in income in the same period that the underlying
transactions are settled, and generally offset. Forward
contracts and swaps outstanding as of February 27, 1998
and February 28, 1997 were not material.

1998

commitments under non-cancelable operating leases that

Net sales

First Quarter

Second Quarter

T hird Quarter

Fourth Quarter

T otal

$663.2

$695.3

$702.0

$699.5

$2,760.0

241.5

259 .9

242.6

259.4

1,003.4

have initial or remaining lease terms in excess of one year

Gross profit

as of February 27, 1998, are as follows:

O perating income

76.9

99.2

68 .8

72 .5

3 17.4

Net income

47.2

66 .3

49.8

53.7

217.0

Basic and diluted earnings per share

0.30

0.4 3

0.32

0.3 5

1.40

First Quarter

Second Quarter

Third Quarter

Fourth Quarter

Total

$572.2

$579.9

$623.0

$633.3

$2,408.4

197 .6

205.5

22 1.3

232.4

85 6.8

(in millions)

as hedges of anticipated transactions, for which a firm
commitment has been attained, are deferred and recognized

(in millions, except per share amounts)

Year Ending

Amount

1999

$ 17. 1

2000

14 .9

2001

11.8

2002

9.3

G ross profit

8.8

Operating income (loss)

51.1

4 5.4

(21.8)

66.9

141.6

Net income (loss)

36.7

30.9

(76.4)

36. 5

27.7

Basic and diluted earnings per share

0.24

0.20

(0. 50)

0.24

0.18

2003
Thereafter

10.4
$ 72.3

199 7

Net sales

Rent expense under all operating leases approximated

D uring the second quarter of 1998, the Company received

During the second quarter of 1997, one of the Company's

$47.0 million, $45 .3 million and $38.7 million for 1998,

a net li tigation settlement in the amount of $9.8 million.

subsidiaries recorded a restructuring charge, including

1997 and 1996, respectively.

In addition, during the third quarter of 1998, the Company

an intangible asset write-off, aggregating approximately

incurred incremental costs in the aggregate amount of

$8.6 million. In addit ion, during the third q uarter of 1997,

The Company is involved in litigation from time to time
in the ordinary course of its business. Based on known
information, management believes that the Company is
not currently party to any material litigation.

$ 15.8 million related to furniture d istribution process

certain patent lit igation was resolved. See N ote 11 to the

changes, the restructuring and disposit ion of a non-furniture

Consolidated Financial Statements.

related manufacturing facility, the relocation of a
showroom facility and certain m anufacturing equipment
write-offs . Finally, during the fourth quarter of 1998,
the Company incurred incremental costs of $7.6 million
related to the Employee Stock Grant and the initial
pu blic offering .
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Report of Independent Certified Public Accountants

Management's Responsibility for Financial Reporting

Directors and Executive Officers

Steelcase Inc.

The consolidated financial statements and other financial

DIRE CTO R S

Grand Rapids, Michigan

information contained in this annual report were prepared

We have audited the accompanying consolidated
balance sheets of Steelcase Inc. and subsidiaries as of
February 27, 1998 and February 28, 1997, and the related
consolidated statements of income, changes in shareholders'

by management in conformity with generally accepted
accounting principles. In preparing these financial
statements, reasonable estimates and judgments have
been made when necessary.

equity, and cash flows for each of the three years in the

Management is responsible for establishing and maintaining

period ended February 27, 1998. These financial statements

a system of internal control designed to provide reasonable

are the responsibility of the Company's management.

assurance as to the integrity and reliability of the financial

Our responsibility is to express an opinion on these financial

records. The concept of reasonable assurance recognizes that

statements based on our audits.

there are inherent limitations in any control system and that

We conducted our audits in accordance with generally
accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made
by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide
a reasonable basis for our opinion.
In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the
financial position of Steelcase Inc. and subsidiaries as of
February 27, 1998 and February 28, 1997, and the results of
their operations and their cash flows for each of the three

the cost of maintaining a control system should not exceed
believes its system of internal control effectively meets
its objective of reliable financial reporting.
The Audit Committee of the Board of Directors meets
periodically with management and the independent
accountants to review and d iscuss audit findings and other
financial and accounting matters. The independent
accountants have free access to the Audit Committee, with
and without management present, to discuss the results
of their audit work.
The Company's independent accountants are engaged to
audit the Company's consolidated financial statements in
accordance with generally accepted auditing standards for the
purpose of expressing an opinion on the financial statements.

with generally accepted accounting principles.
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Corporate Information

CoRPORATE HEADQUARTERS
901 44th Street
Grand Rapids, Michigan 49508
(616) 247-2710
INTERNET ADDRESS
www.steelcase.com
SHAREHOLDER SERVICES
Shareholders who wish to receive, free
of charge, copies of Steelcase's 10-K,
10-Q and quarterly earnings releases,
please write to:
Steelcase Investor Relations
CH.3E.16
P.O. Box 1967
Grand Rapids, MI 49501-1967

TRANSFER AGENT AND
REGISTRAR
Registered shareholders with questions
on dividend payments, lost certificates,
securities transfer, change of address,
duplicate mailings or other matters
should contact the transfer agent at:
Bank of Boston, N.A.
c/o Boston Equiserve, L.P.
P.O. Box 8040
Boston, MA 02266-8040
(800) 958-6931
If outside the continental U .S.
and Canada:
(781) 575- 3120
TDD for those who are hearing
or speech impaired:
(800) 952-9245

or call (616) 247-2200

Internet: www.equiserve.com

Financial reports can also be
accessed through our Internet site at
www. steelcase. com

INDEPENDENT CERTIFIED
PuBLIC AccouNTANTS

Us

CoMMON STOCK
The initial public offering of
Steelcase Inc. Class A Common Stock
occurred on February 17 , 1998
and was priced at $28.00 per share.
The stock opened public trading
on the New York Stock Exchange
on February 18, 1998 at $33.25 per
share and ranged from a market price
low of $33.00 to a market price high
of $36.25 from February 18 to
February 27, 1998, closing at $36.25
on February 27, 1998.
As of May 1, 1998, there were
approximately 15,855 Class A Common
Stock shareholders of record and
approximately 298 Class B Common
Stock shareholders of record.
The Class B Common Srock is not
publicly traded, but is convertible
to Class A Commmon Stock on a
one-for-one basis.

how we can help
you work more effectively.
We'd like to hear from you.
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REGISTRATIONS
Steelcase, The Steelcase Design
Partnership, Pathways, Personal
Harbor, Turnstone, Attwood,
DesignTex, Details, Metro, Revest, and
Vecra are registered trademarks of
Steelcase Inc. or its subsidiaries in the
U.S. and other countries.

SHARES LISTED
Steelcase stock trades on the New York
Stock Exchange under the stock
symbol SCS.
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STUDY
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LEARN.
INNOVATE.
TRANSFORM.
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