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1996 1997 1998

Consolidated Sales

Operating Earnings

Net Earnings

Cash-Flow
(Net earnings + depreciation)

Equity

Net Debt/Equity

ROE (Return on Equity)

Earnings per Share (CHF)

Market Capitalisation

96’461 112’749 125’973

1’802 6’442 7’343

2’198 4’521 3’658

8’256 11’341 9’923

73’798 78’626 78’170

1.25 0.88 0.97

5.3 % 8.3 % 7.4 %

7.33 15.07 12.19

100’500 96’000 96’900

LEM
three years at a glance

LEM Group
Key Figures kCHF
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Speaking about LEM...

LEM’s consolidated sales again show two digits growth. Does
this mean that your results are not affected by the generally
admitted weak economic climate?

LEM’s core activity is the measuring of electrical
variables. Our aim is to offer this expertise world-
wide and to be seen as the preferred  partner in this
field. Electricity is, and will remain for many years,
the most efficient means for transferring energy.
Consumption continues to grow and the demand for
improved efficiency and quality of supply is
increasing steadily in spite of considerable progress
in better utilisation. Of course, as in many other fields,
the market is quite turbulent and competitive.
Excellent performance is required to maintain our lead.

To what do you feel you owe your success in such a specialised market as the measuring
of electrical variables?

Innovation and closeness to customers.
Being innovative means more than being inventive. An invention might be
described as a ‘point’ solution whereas being innovative involves our whole
approach and attitude to our business. In LEM, we are constantly growing and
developing our profound understanding of applications linked to the distribu-
tion and utilisation of electricity. This has taken us far beyond the task of
providing a device to satisfy a given requirement. We maintain a proactive role
with our customers and the industry in general and this helps guarantee our
leadership position. We are able to help customers tackle new applications
even when the solutions encompass new technologies with all the challenges
that this can imply.
For example we introduced the first ASIC based transducers (ASIC: Applica-
tion Specific Integrated Circuit). This technology offers not only an improved
cost trade-off but also perfect adaptation to power supply and microprocessor
input signals in the electronic control of converters. It is also an important step
towards new market segments like automotive electronics and switch mode
power supplies.
We also developed a new technique for high current transducers called OLOP
(Open-Loop-Open-Path) which offers customers unique modern and cost
effective solutions to replace the less suitable shunts and AC current trans-
formers in high power rectifier systems.
“MEMOBOX 800, TOPAS and QWave” are other examples from LEM of

unique instruments or, rather, monitoring systems,
which represent innovations developed not in a
research laboratory but within applications them-
selves in partnership with customers.
The development of products within a customer’s
application clearly calls for an exceptional degree of
closeness to the customer. Current probes are a good
example of just such a closeness where the confidence
built up through systematic co-operation has resulted
in above-average sales growth.
Clearly, this approach to the market requires a
thorough understanding of customer closeness. Here
also we have to innovate, to conduct empathic
discussion by bringing in our expertise up front so as
to solve issues with optimal efficiency.

Patrick De Bruyne
Chairman of the board

and CEO

David M. North
Senior Vice President
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You speak about LEM’s core activity being expertise in measuring electrical parameters. How do
you relate this fundamental orientation with Components and Instruments which appear to be quite
different from the point of view of products, markets and sales channels.

Whilst today the link may not seem all that apparent, a complete review of our business con-
cept within the Board and management has led us to recognise its strategic validity. The
reasoning is that basic transducers are becoming increasingly “intelligent” embracing quite
sophisticated functions. At the same time, instruments are rapidly changing from benchtop
and hand held devices for the essential visualisation of parameters to measurement systems
with distributed active sensors featuring dedicated software.
QWave is a perfect example of this trend.
Thus we have an integrated measuring chain from the basic
capturing of electrical signals up to making decisions based on
professional interpretation of the results. The individual elements
making up the chain may be introduced into non-proprietary
measurement and control systems according to customer
requirements. Because of our broad expertise in efficiently
assessing electrical parameters, we are ideally placed to help
customers in an extended manner.

Should the recent acquisition of the Austrian company Mühlegger and the
constitution of the joint venture ACTLEM be seen from this angle as well?

Exactly. LEM already holds a leadership position in Europe in the
segment we call “Power”, particularly in the monitoring and analysis
of the quality of electricity in public and private distribution networks. The related product
platforms, TOPAS and QWave, are being integrated into our comprehensive range of market
offerings to respond to different market needs. We are actively strengthening our position in
a domain with significant growth expectations even if the lengthy discussions about
deregulation still tend to cool the overall investment climate at present. The integration of
Mühlegger’s team has already achieved the 1998 targets in sales and profitability and we are
confident in the development and wealth of the Power segment.

Are other alliances decisive to LEM’s strategy?

Partnerships are extremely important and not only in our close relationship with customers.
We have to master and cultivate application expertise ourselves but LEM must also build a
comprehensive product portfolio that partly includes third party products. At the same time
we have to build strong partnerships with specialised design houses to control the key tech-
nologies of the future. Also, in dealing with geographical markets, a company the size of

Eric S. Wentz
Senior Vice President
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LEM cannot assure by itself the quality of presence we are aiming for in every indus-
trialised or industrialising country. Our partners in those countries do help us very
effectively in expanding our relationship with key customers. In particular in Asia,
despite the remarkable improvement of our position in China and the long standing
successful presence in Japan, we are looking for strengthening our links with the
market by building up strong partnerships.

All these opportunities and the strong base LEM has been able to build are exciting. However,
you did not achieve the earning targets you were aiming for in 1998. Why was that and what are
you doing to bring the earning potential in line with LEM’s vision?

Optimism is key to accepting the challenges of reengineering a corporation.
We improved EBIT by 14% and that is clearly not sufficient, given our aim of ensuring
a return on equity above 12%. The time needed to effect change is a factor which tends
to be underestimated: in developing and mastering state-of-the-art technologies in new
current transducers and in their production, in increasing substantially the innovative
content in product sales and in changing the internal environment from pure product
  driven to a customer application driven culture. All this is taking more time than we
    felt would be necessary at first.

We are working at reducing our costs across all our businesses,
         and in particular the overheads. We are achieving

substantial material cost reductions already and that
   will continue to be pursued throughout this year. We
     have consolidated some manufacturing, e.g. by
     transferring the production of Pfäffikon to our plant
     in Vienna. This action was sufficient to cover the
   transfer costs in 1998 but its real benefits are
 becoming visible this year. We have adapted

          capacities according to the productivity increases
  achieved in manufacturing and this will also bring positive

results in the coming years.
The real challenge is to increase “overhead productivity”. We are
implementing more efficient project management for a better utilisation
of our development resources and we are working heavily on the
marketing and sales processes to optimise the links with our customers.
All senior managers in the Group are monitored through performance
objectives and have their incentives strongly linked to the performance
of the businesses under their control. Innovation is the key not only to
improving our competitive positioning but also to managing better
margins. It has to occur in all functions

The triad represents LEM’s purpose of increasing
company value for its stakeholders:
* Usefulness of the products and services for customers
* Employee satisfaction,
* Profitability for shareholders
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Profitability improvement is obviously a major goal for LEM. However, you identify the
company’s purpose with a triad i.e. increasing the company’s value for its stakeholders i.e.
customers, employees and shareholders. Nowadays, we hear only about shareholders’ value.
Is this a totally different approach?

Not at all. A company’s value is, of course, perceived by the financial market and
reflected in the evolution of its shares’ price, which is also influenced by numerous
external factors. But fundamentally, it is led by the usefulness of its product offerings
as recognised by customers. You achieve that in fact through the involvement and
commitment of employees to the vision of the company. Their contribution and
efficiency are the keys to real performance and are strongly related to the balance
between their expectations and the working environment. The financial results of these
co-operative efforts improve the company value and the stock valuation. Rather than
putting the emphasis purely on short term superficial gains, our aim is clearly to
steadily improve the earnings potential and to achieve a sustained growth of the
company’s value.

You speak about employee satisfaction. Is this not just a dream ? Isn’t their interest primarily
financial like everybody’s?

Remuneration must be in line with individual competence and performance, but this
aspect is far from being sufficient. I believe each of us wants to be proud of what he or
she does. This is just as important as the financial recognition of one’s achievements.
The company has to communicate its passion for the socio-economic challenges it has
accepted. It has to pass on a clear vision and definition of the objectives it gives itself.
A company develops a culture based on what we believe, how we want to conduct the

Sales 1994-1998
by Business Areas Sales 1994-1998

by Regions

Systems
Instruments
Components

Rest of World
Asia

North America
Europe
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business, and the related fundamental values must be
well understood and adhered to. On that basis the
employee must identify and motivate himself. Team
work helps him to optimise his contributions to the
overall success.
We are investing a lot of energy in refining our
corporate values and in aligning all management
systems so as to achieve high coherence of our
working relationships which will bring the efficiency
and the results desired by all partners.

How does the Groups’ organisation influence the
effectiveness in accepting these challenges?

In every kind of organisation you have to master the
trade-off between at least three dimensions: the
customer, essentially local, the expertise in the
product, the technology and the applications which are based on world-wide
knowledge, and key functions like finance, personnel development, informa-
tion and communication. We have chosen to make this challenge totally
transparent in our organisation.
This leads to a decentralised structure based on trust and co-operation. Its
effectiveness depends on networking and coaching. We have therefore
intensified the practice of business reviews in each entity. Managers’
workshops are being organised to establish common views on business and
other crucial strategies.
The concentration on the corporate goals is mandatory at all levels. This
starts with the Board of Directors which through reinforcement will
substantially increase its contribution to the Group.
By the way, speaking about the Board, Jean-Pierre Etter, founder of LEM,
took the decision to leave the Board so as to focus on some of the numerous
challenges he has taken up over the past few years. We understand his
decision and have some difficulty in finding words to express our feelings of
gratitude to him (and Pierrette) for their personal investment in the company.
He made LEM, and his contributions are well recognised by all stakeholders.
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At the stock exchange, LEM still get a mixed image of
industrial and real estate conglomerate. How do you
handle that?

This is true. Despite the remarkable
attractiveness and financial wealth of our
enterprise, the financial market has not
appreciated our mix of different investment
categories i.e. industry and real estate. To
overcome this reticence, LEM formed a new
company in February 97 to separate the real
estate activity and we progressively reduced our
stake to 72.5% by the end of 98 and to 62.5% as
of today. Thus the perceived reason for the
market’s hesitancy should be completely
resolved within the coming months. Nor should
we forget that the viability of the CTN real estate
project is being demonstrated through the active
promotion of new technologies and also offers
attractive perspectives.

Everybody is speaking about year 2000. Are you as a
Group prepared for the contingent problems in infor-
mation systems?

More than a year ago, we began to check all
devices within our operations. The adaptation
work is totally under control. Our own products
and software were checked before that and
received a conformance certificate. This means
that no trouble is expected internally.

How do you view the future for the LEM Group?

LEM is dealing with a primary need of humanity,
providing energy to mankind in an efficient way.
We are improving the control of our cost basis
and of our innovation processes. Our sales will
continue to grow above average in the power
electronics market because of our handling of
new market segments and our expanded
  geographical presence. Earnings will exceed
    this sales growth as a result of our efforts in
      enhancing innovation and reduction in

     overheads. The company is becoming more
        attractive than ever for all its stakeholders.

LEM is well prepared for passing
to year 2000 in all company
aspects.
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In all three business areas, Current and
Voltage Transducers, Instruments and High
Current Systems, LEM Beijing has become
very successful in the Chinese market. The
General Manager ZhangHu congratulates
PanShenLi (left) and LiuJianLing (right).

Closeness to customers - a matter of proximity
Three examples from the regions

The competence of LEM as an internationally recognised interlocutor in the field of
electrical measuring technology is reflected in the manner in which we are faced by
the same demands throughout the world.
There are indeed regional characteristics but in reality these simply depend on the
state of development of electrical technology in the individual regions. The
marketing of products or the development of products to meet the requirements of
specific customers requires an exceptional degree of closeness.

We want to ensure that all of our
customers, no matter where in the world
they are, receive answers to their
questions and the product they require.

We make our extensive expertise
available at each stage of our customer
relationship, whether in Asia, Europe or
America. In order to succeed against
growing competition, flexibility, speed
and customer orientation are required
more than ever.

As a partner and an expert, LEM offers
the capability to meet the demands of its
customers world-wide. Closeness to the
market thus means reducing interfaces,
lowering the cost of co-ordination and
increasing the competitiveness of these
customers. In short: the target is their
complete satisfaction.
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Early on during the market introduction of the new
LTS current transducer series in Germany, Hans-
Dieter Huber (right) obtained a design-in for a new
inverter. Close contact with the development depart-
ment in Geneva (Suzanne (Suzy) Challon. and Pierre
Cattanéo  (from the left) led to improvements in the
planning phase.

By the application of a great deal of expert
knowledge, the ‘power specialists’ Ross Davies

and Denis Kobler (from the left) succeeded in
obtaining a major order in South America for

the new QWave measuring system.
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Business Area Components

Could you describe to us the position of the Compo-
nents Division at the end of 1998?

The keyword is ‘growth’. In fact, in spite of the
weakness of certain markets, our Division has
increased its overall sales by 16%. The power
electronics sector remains buoyant and we have
reinforced our position there. With more than
850 products, our catalogue is the most
comprehensive on the market.

What are the contributory factors to this growth?

Especially the strong demand for variable fre-
quency drives where our products offer a very
favourable price/performance ratio.
We have invested a great deal in the development
of components that are even smaller, offer higher
performance and are very cost-effective.
In the area of railway rolling stock, our transduc-
ers now conform to all international and European
standards. This has allowed us to sign a contract
as preferred supplier with a large manufacturer of
railway rolling stock.

Could you tell us more about the future develop-
ment of your Components Division?

Certainly! The knowhow that we have acquired in
measuring current has caught the attention of
several automobile manufacturers and parts
suppliers. This is a sector where the requirements
are very stringent. The combination of technolo-
gies in which we specialise allows us to offer
unique solutions which are perfectly adapted, for
example, for electrical power steering or the
control of batteries.

Apart from the components installed in the
vehicles, we offer a whole series of current
probes used in automobile diagnostic systems in
production lines and garages. Among our clients,
we have such prestigious names as VW, Ford and
Jaguar.

What resources are you allocating to achieve your
growth objectives?

We are working at all levels: commercial, tech-
    nical, manufacturing. The competence of our
       sales network and its worldwide coverage
          enabled us to exceed the budgetary
             objectives for 1998.

     In addition, we regularly improve the
        automation and flexibility of our
           production lines which allows us to
              manufacture locally when the

  market requires it.

Finally, and still with globality in
mind, we are continuing the quality certification
of our sites. Here, I am happy to congratulate our
American and Chinese subsidiaries which have
obtained ISO9000 certification.

In conclusion, what is your forecast for the
future?

During the course of 1999, we intend to reinforce
our position in our traditional markets and to
strengthen our position in the automobile sector.
For the next millennium, we foresee an entry into
house automation and telecommunications. These
are difficult sectors but profitable and we have
the majority of competencies necessary to
succeed there.

Michèle Rapillard, Erick Pauchet, Thierry Hanser,
Trevor Hide, Loic Moreau, Pierre Strübin, Luc Colombel,
François Mortier, Ahmet Selcuk, Giuseppe Santandrea,
(from left)
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LEM today a market leader, provides
multidisciplinary know-how and
solutions for power electronic
measurements and tasks in key
economic segments like Energy,
Transportation, Industry, Medical,
Environment and R&D.
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What are the core activities of LEM Instruments?

The Instruments division focuses on two main
areas: Products and services first for the optimi-
sation of electrical networks and consumers and
second for demanding measurement tasks in ser-
vice, installation and maintenance.

Why does LEM Instruments focus on these two
areas?

For several reasons. The continuous efforts to use
electrical energy economically, the growing
dependence on energy of perfect quality and
increasing requirements in the installation and
service areas; all these mean profitable growth in
these areas, now and in the foreseeable future.

How do you intend to stay ahead in the worldwide
instruments market, as a relatively small
company?

Mainly by focusing on technical aspects and –
wherever useful – by geographic concentration.
Acquisitions like that of the Mühlegger company
in mid 1998, joint ventures like the one with
ACT‘L in spring 1999, as well as co-operation
with powerful partners are part of this concentra-
tion.
We focus on application areas for electrical
measurement, where LEM Instruments can offer
the customers visible, important contributions
through innovative solutions and first-class pro-
duction and logistics support. Based on our mod-
ern marketing support and effective sales, we are
striving to achieve a leading market position in
these application areas – at least in Europe.
It should be added that this is already the case for
the POWER business, with new products such as
MEMOBOX 800, TOPAS and QWave.

What are the long-term perspectives for
     LEM  Instruments?

        We will continue to strengthen our
             competence in future-oriented areas of

  electrical measurement to become a
     leading supplier in this segment on a
      worldwide basis. However, the
           technical environment is changing:
               sensors are becoming increasingly

  sophisticated while intelligent,
  communication, for example via
  mobile telephones and Internet,

is becoming less expensive. Easy-to-use database-
oriented evaluation software will greatly increase
the use of continuously operating measuring
systems. Customer solutions in the future will thus
increasingly influence the innovative competence
of all LEM’s divisions
as well.

Peter Schalcher, Bernt Nowak, Andrew Holland,
Stéphanie Pfeifer, Karl Jung, Werner Mühlegger,
Ludger Grevenkamp, (from left)

Business Area Instruments



15

With TOPAS, QWave and
MEMOBOX 800, LEM offers a
comprehensive range of high-quality
products and measuring systems for
the Power Quality segment.

LEM offers Multimeters and
clamp-on instruments as
classical handheld instruments.

With the Power Analyzer, all measuring examinations
can be carried out on the hair-drier.

The portable SERVOGOR® performing
control measurements in a brewery.
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What has driven average High Current Systems
growth to 17% compared to 1997?

Market and environmental considerations are
demanding new and tighter process controls.
These demand more measurement solutions. Our
products provide the information our customers
need to manage their most expensive cost,
electricity, which represents between 35% and
40% of final product cost.

High Current Systems has always focused on appli-
cations requiring the highest performance.  Are
there opportunities at other price/performance
points?

Definitely, particularly as we address the entire
electrical power conversion process. We are
presently field testing two new measurement tech-
nologies which look to be cost effective solutions
for a number of applications.

With such a global business, how are you improving
customer and market knowledge?

By improving our local connections. We have
established regional market service centers to
improve the level of market participation, product
support and engineering assistance.

 LEM has been serving the electrochemical
    process industry for years.  What is being done
       to capitalize on this?

              We now offer specific products and
  services to support and upgrade our
     equipment in the field.  Our recently
      introduced retrofit products, which
         allow users to improve the per-
               formance of existing systems, have

  been an unqualified success.

How is High Current Systems planning to sustain
its growth?

By broadening our scope to the entire power con-
version process. Electrochemical plants must
transform and rectify power from high voltage
AC transmission lines before it can be used.  This
involves multiple steps, variables and therefore
efficiencies. Our newest product, AMACS (Anode
Monitoring And Control System) helps customers
optimize power consumption in the process itself.

Business Unit High Current System

Dave Shepard, Diane Rosso, Cris Sherman,
Terry Phillips, Brad Seavoy (from left)
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LEM supplies high current
metering systems used in
electrochemical processes
such as Aluminium and
Chlorine.
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The years referred to are the fiscal years of the Group
which close on the 31st December.

Consolidated results for FY 1998

The consolidation for 1998 has been effected and audited
in accordance with IAS directives. The LEM shares in the
hands of the Group are thus integrated into the sharehol-
ders’ equity (IAS-SIC 16). The results and the sharehol-
ders’ equity for 1997 have thus been adjusted accordingly.
The adjusted net results for 1997 amount to MCHF 4.5.

Consolidated sales

The consolidated sales for FY 1998 have increased by
11.7% in Swiss francs to MCHF126 which corresponds to
a growth in local currencies of 12.7%.
By sectors, the development of the sales is as follows:

(MCHF) 1997A 1998A Variation

LEM Components 65.7 76.5 16.4 %

LEM Instruments 38.0 40.9 7.5 %

LEM High Current
Systems 6.8 8.0 17.2 %

Test Systems (*) 2.2 0.5 -74.6 %

Total 112.7 126.0 11.7 %

(*) On the 1/4/98, LEM divested this activity by way of an
MBO which gave rise to a new company LEMSYS SA
which is independent of LEM. Certain LEM subsidiaries
are continuing to sell the new company’s products.

During these past 5 years, LEM Components has achieved
an average annual growth in sales of 14.7%. The increase
of 16.4% in growth last year is largely due to sales in
Western Europe, especially in Great Britain.

LEM Instruments achieved a growth of 7.5% in a market
sector for which analysts gave an average growth rate of
only 3%. In the main region, ‘German-speaking Europe’’,
the sales of the division increased by 4.5% while in the
emerging countries they grew by 37%. This is due to
important contracts and to an improved market penetra-
tion. In particular, the sales in South America doubled in
1998. For LEM Instruments, the fourth quarter is tradi-
tionally the strongest of the year.

The High-Current Systems division saw its sales increase
by 17.2% to MCHF 8.

The geographic distribution of sales has not changed very
much. One notes a reinforcement in the region ‘rest of
world’.

(MCHF) 1997 in % 1998 in % Variation

Europe 73.2 65.0 82.7 65.6 13.0%

North America 30.8 27.3 32.6 25.9 5.9%

Asia 6.7 5.9 7.0 5.6 4.5%

Rest of world 2.0 1.8 3.7 2.9 85.0%

Total 112.7 100 126.0 100 11.7%

The LEM Group has been engaged in Asia for several
years with the intention of having a strong position there.
The Group has had subsidiaries for ten years in Beijing,
China, and in Osaka, Japan.

In order to reinforce its market share - which has not yet
attained the European or American levels - LEM is study-
ing various approaches to cooperation, alliances and ac-
quisitions. This project should take form within the com-
ing months.

Industrial earnings before interest and taxes (EBIT)

The industrial earnings before interest and taxes in-
creased by 14% to MCHF 7.3, i.e. more rapidly than the
sales. The return on sales amounted to 5.8% in 1998 com-
pared to 5.7% in 1997. These results, lower than expected
above all in the fourth quarter, derived from the following
three factors:

• Slight compression of the gross margin of LEM
Components

• Maintenance of the EBIT of LEM Instruments at a level
comparable to that of preceding quarters in spite of an
increase in sales.

• Sales of LEM High Current Systems lower than
expected

The total gross margin amounted to 46.4% in 1998 com-
pared to 47.6% in 1997. Analysis by Business Area and
by Business Unit allows identification of the reasons for
this compression.

The gross margin of LEM Components decreased by 4%
in 1998. This was due to the high costs of starting up an
automatic production line in Geneva, to a change in the
product range with the stock adjustment associated with
this, and to exchange rates that were less favourable than
in 1997. The erosion of the prices in 1998 is similar to
1997. This is also valid for the volume increase of 22%.

The progress of LEM Instruments which is noteworthy
although lower than planned, is due to the increase in
sales and the improvement in the gross margin.

The sales expense increased by MCHF 2, or 9%, and was
maintained at 19% of sales.

Comments on the financial results
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(CHF) 1997 1998 Variation

Financial income 688’604 465’648 (222’956)
Allowance for loss
on loans (686’165) (798’686) (112’521)

Gain on sale of
participations 229’763 - (229’763)

Reversal of a provision 9’163 - (9163)

Interest expense (2’587’338) (2’544’213) 43’125

Share of mortgage
interests of LEM SA (462’494) (449’395) 13’099

Foreign exchange loss (1’053’885) (30’171) 1’023’714

Integration of profits
of Qualimatest SA
with the equity method - 2’795 2’795

Total (3’862’352) (3’354’022) 508’330

Net financial expense

The net financial expense amounts to MCHF 3.4, a reduc-
tion of  MCHF 0.5 compared to 1997. The interest ex-
pense remains at the same level. The reduction was due
above all to the reduction in the foreign exchange losses.
According to IAS (SIC 16), the losses and gains on buy-
ing and selling of own shares are presented as a variation
of shareholders’ equity. The financial income for last year
was reduced by CHF 641’011, to make the two FYs
comparable.

Net real-estate earnings

The net real-estate earnings amounted to MCHF 1.5 com-
pared to MCHF 4.3 in 1997. The 1998 figure corresponds
to the proportionate consolidation of CTN SA at 72.5%
whilst that of 1997 combined two months of  full consoli-
dation of LEM SA and ten months of proportionate
consolidation of CTN SA at 75.1%. FY 1997 was also
credited with 24.9% of the internal profit of the sale of
the buildings of LEM SA to CTN SA which is not elimi-
nated in the proportionate consolidation.

In March 1998, LEM Holding SA sold another parcel of
10% of the shares of CTN SA thus pursuing its disengage-
ment from real-estate. The board of directors is studying
various ways to conclude this disengagement before the
end of 1999.

Net earnings

The net earnings of 1998 amount to MCHF 3.7 compared
to MCHF 4.5 for the preceding year.

The administration expense increased by MCHF 1.8, or
10%. Compared to the sales for 1998, the rate is 15.4%, a
slight reduction compared to the previous FY. A quarter
of this increase is due to information systems (extension
of the Intranet and reinforcement of security), 15% comes
from the extension of the activities in China and the re-
mainder corresponds to reinforcement of management in
the Components division among other areas. On the other
hand, the administration expenses of LEM Instruments
decreased.
The R&D expense increased by MCHF 0.3, or 4.3%. This
represents 6.4% of the 1998 sales. When the R&D ex-
pense associated with the Test Systems activity (divested
at the end of March 1998) is deducted, there results an
increase in R&D expense of 14% between 1997 and 1998.
In the case of LEM Instruments, the increase is affected
by the integration of Dr Werner Mühlegger F&E GmbH,
acquired the 1st July 1998.

The goodwill amortisation is lower in 1998 than in 1997
because the amortisation period of five years for the
acquisition of LEM ELMES ended at the end of 1997.

In conclusion, the earnings before interest and taxes
(EBIT) amounted to MCHF 7.3 compared to MCHF 6.4
for the preceding FY which corresponds to a growth of
14%.

In order to improve these figures, each entity took a se-
ries of coordinated measures to control direct and indirect
costs. For this year, the priorities of LEM Instruments are
the following:

• Restructuration of the different product lines

• Management by project of the R&D activity

• Develop new sales and marketing processes

• Reduction of production costs by improvement in pro-
curement and processes as well as by a concentration
of production

• Reduction in personnel of 10% in spite of an increase
in sales

In the case of LEM High Current Systems, the return on
sales remains unchanged.

The Test Systems entity, now separated from LEM follow-
ing an MBO, recorded an operating loss in the first quar-
ter. The MBO transaction only had a negligible influence
on the EBIT. The assets were ceded at their book value to
the new company LEMSYS SA. The financing of these
assets was by means of a loan from LEM SA.

Comments on the financial results
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The following table presents the most important data:

(MCHF) 1997 1998

Consolidated sales 112.7 126.0

Gross margin in % 47.6% 46.4%

Industrial EBIT 6.4 7.3

ROS in % 5.7% 5.8%

Net financial expense 3.9 3.4

Net real-estate earnings 4.3 1.5

Taxes 2.3 1.8

Net earnings LEM 4.5 3.7

Structure of the balance sheet and cash flow

Key figures of the balance sheet:

(kCHF) 1997 1998

Balance sheet total 172’142 184’321

Shareholders’ equity 78’626 78’170

Net debt 69’042 75’490

Key figures of the financial sheet:

(kCHF) 1998

Cash flow resulting from operations 1’670

Cash flow resulting from investments (7’444)

Cash flow resulting from financing 10’648

Change in cash 4’874

Comments on the evolution of certain positions in the
balance sheet:

• The abnormally high level of liquidity on the 31st De-
cember can be explained by the payments from cus-
tomers as well as inter-group payments made in the
final days of December. One finds a similar situation
with LEM Holding SA on the 31st March due to the
sale of the CTN SA shares before the end of the month
and the receipt of the CTN SA dividend while some
loans in LEM Holding SA were not renewable until the
1st April.

• The net debt increase of MCHF 6.4. Taking into ac-
count the change in the percentage of control of CTN
SA, the increase in net debt would be MCHF 8.6.

• The increase in working capital, also of MCHF 8.6, is
influenced by the withholding taxes to be received on
the inter-group dividends for an amount of MCHF 4.

• The investments in machinery and equipment
amounted to MCHF 6.0 compared to MCHF 5.4 in
1997.

Industrial EBIT
Mio.CHF

Prospects for 1999

The Group expects a growth of about 5% in its sales and
20% in its EBIT in 1999. The continued improvement in
the results of LEM Instruments will contribute greatly.
As for the net earnings foreseen for 1999, they can be
realistically set at MCHF 5. A figure that the Group hopes
to exceed. This estimation is reinforced by actions al-
ready undertaken. In view of the modest results of the
first quarter of 1999, additional actions will be under-
taken. The longer term objective of a return on equity
(ROE) higher than 12% remains unchanged.

Transition to the year 2000

In April 1998, the LEM Executive Committee launched a
project aimed at ensuring the compatibility of all the in-
formation processing systems of the Group in the year
2000. A project leader was nominated and the project is
given absolute priority and benefits from the necessary
resources. A report is prepared regularly for the direc-
tional bodies. The key elements of the project are:

Comments on the financial results
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Expenses in % of salesCapital employed by activity
Mio.CHF

Profitability ratios
in %

Sales expense in % of
sales

Administration expense
in % of sales

R&D expense in % of
sales

Personnel expense in %
of sales

ROE

ROCE
real-estate

ROCE total

ROCE
industry

industry

real-estate

net debt-to-equity

• Complete analysis of the risks (including the
consequences on the production processes, on the
information processing equipment and peripherals. etc)

• Development of implementation plans capable of
eliminating or of correcting material and software that
is incompatible with the year 2000.

• Execution of complete tests on the modified systems to
ensure their passage without problem into the new
millennium.

• Clear allocation of resources and responsibilities in
order to guarantee the correct execution of the project,
respect for the implementation schedule and speed of
reaction in the event of problems.

• Certification and/or checking customers and important
suppliers as concerns 2000 compatibility of their
systems and products.

LEM is certain that these measures will reduce to a
minimum the risks linked to the transition to the year
2000.

Comments on the financial results
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Key Financial Figures over 5 Years in kCHF

Results of Consolidated Operations 1994 1995 1996 1997 1998

Sales 66’272 82’526 96’461 112'749 125'973

Earnings before interests and taxes -
total 11’695 14’491 8’497 12'683 10'791

Earnings before interests and taxes -
industrial 5’391 7’858 1’802 6'442 7'343

Earnings before interests and taxes -
real-estate 6’304 6’633 6’695 6'241 3'448

Consolidated net earnings 6’873 6'322 2'198 4'521 3'658

Cash flow (Net earnings + depreciation + amortization) 10’855 11'139 8'256 11'349 9'923

Cash flow in % of sales 16.4 13.5 8.6 10.1 7.9

Consolidated Financial Position 1994 1995 1996 1997 1998

Buildings and land 111’884 114’000 114’780 87'489 85'195

Machinery and equipment 8’694 10’929 11’789 12'729 14'342

Total assets 160'174 186’836 194'691 172'142 184'321

Net debt 74'163 84’808 92'607 69'042 75'490

Shareholders’ equity 73'716 78’469 73'798 78'626 78'170

Capital employed - total 144’946 158’845 162’781 143'453 149'686

Capital employed - industrial 53’787 67’728 72’181 73'070 83'214

Capital employed - real-estate 91’159 91’117 90’600 70'383 66'472

Per Share 1994 1995 1996 1997 1998

Number of shares on the Stock Exchange (pieces) 300’000 300’000 300’000 300’000 300'000

Earnings per share (CHF) 22.91 21.07 7.33 15.07 12.19

Dividends (CHF) 14 14 8 9 9

Pay-out ratio (%) 61.1 66.4 109.2 59.7 73.8
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Key Financial Figures over 5 Years in kCHF

Share Price 1994 1995 1996 1997 1998

High (CHF) 350 400 410 370 385

Low (CHF) 295 320 260 270 260

Average (CHF) 325 360 335 320 323

P/E ratio 14 17 46 21 26

Consolidated Financial Ratios 1994 1995 1996 1997 1998

Net debt to equity 1.01 1.08 1.25 0.88 0.97

Return on sales - industrial (%) 8.1 9.5 1.9 5.7 5.8

Return on equity - total (%) 9.4 8.3 2.9 5.9 4.7

Return on capital employed - total (%) 8.2 9.5 5.3 8.3 7.4

Return on capital employed - industrial (%) 10.4 12.9 2.6 8.9 9.4

Return on capital employed - real-estate (%) 6.9 7.3 7.4 7.8 5.0

Number of employees, total 412 500 624 640          749*

in Switzerland 222 213 220 212 227

abroad 190 287 404 428 522*

Sales per employee (kCHF/employee) 161 165 155 176 168*

Capital employed
The capital employed corresponds to the total non
financial assets minus non interest bearing liabilities. The
industrial capital employed includes the amount of
Mio.CHF 20 corresponding to the CTN building occupied
by LEM SA.

Net debt to equity
Shows the total interest bearing debt minus liquid assets
compared to equity.

ROS - return on sales
The return on sales is the ratio of industrial earnings
before interests and taxes to the sales.

ROE - return on equity
This is the consolidated LEM Group net earnings, divided
by the annual average equity.

ROCE - return on capital employed
Earnings before interests and taxes divided by the ave-
rage capital employed.

Number of employees
The annual number of full-time employees in
consolidated companies.
*) An increase of 40 persons comes from the consolidation of

TVELEM, Russia. Without this increase from TVELEM sales
per employee would have been kCHF 177.4.

Restatement due to the treatment of own shares
The own shares are presented as a variation in equity in
accordance with IAS, which has lead to a modification of
certain figures above.
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Balance Sheet of LEM Holding SA on 31 March
(before distribution of earnings)

Assets Notes 1998 1999
CHF CHF

Current assets

Cash 39'311 7'594'461

Own shares 1 2'273'665 2'519'040

Group debtors 540'272 419'008

Sundry current assets 1'961'671 1'733'316

Sundry current assets of the group 1'231'217 0

Total current assets 6'046'136 12'265'825

Fixed assets

Group loans 12'349'783 11'117'607

Participations 2 96'464'102 77'118'571

Tangible fixed assets 0 112'100

Intangible fixed assets 0 161'850

Total fixed assets 108'813'885 88'510'128

Total assets 114'860'021 100'775'953

Liabilities & Equity Notes 1998 1999
CHF CHF

Current liabilities

Banks 13'404'165 14'588'466

Current liabilities 279'702 518'867

Group current liabilities 3 26'993'844 5'624'342

Taxes payable 64'970 54'913

Provisions 4 1'032'000 1'032'000

Total current liabilities 41'774'681 21'818'588

Equity

Share capital 5 30'000'000 30'000'000

General reserve 6 31'941'907 31'696'532

Reserve for own shares 1 2'273'665 2'519'040

Retained earnings 5'417'087 6'222'958

Net earnings of the period 7 3'452'681 8'518'835

Total equity 73'085'340 78'957'365

Total liabilities & equity 114'860'021 100'775'953
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Profit and loss account of LEM Holding SA

Income Notes 1997-1998 1998-1999
CHF CHF

Dividends 4'662'487 13'950'000

Interest on inter-company loans 196'822 399'180

Other financial income 7'485 799

Management fees 1'774'232 2'395'820

Sundry income 5'856 168'637

Sundry income group 163'345 23'795

Gain on sale of own shares 171'426 68'587

Gain on sale of participations 229'763 335'779

Total income 7'211'416 17'342'597

Expenses Notes 1997-1998 1998-1999
CHF CHF

Office and administration expenses 2'106'844 2'991'022

Financial expenses 1'348'541 1'094'680

Exchange losses 245'546 93'270

Allowance for loss on own shares 1 0 448'420

Allowance for loss on investments 2 0 2'500'000

Write-off of additional paid-in capital on investment 2 0 1'632'000

Total expenses 3'700'931 8'759'392

Earnings before tax 3'510'485 8'583'205

Taxes (57'804) (64'370)

Net earnings 3'452'681 8'518'835

Principles for the establishment of the financial
statements
The financial statements are established on the basis of
the principle of continuity of operation, of the principle
of the relative importance and the principle of
delimitation in time.

They also take into account the principles of integrality,
of clarity, of prudence, of presentation consistency, in the
information provided and in the evaluation and of the
non-compensation.

Bases and methods of evaluation

The current assets and the inter-company loans are valued at
their actual value.

The balance sheet items with the exception of the
investments in affiliated companies, are valued at the
exchange rates of the 31 March 1999. The exchange
earnings and losses are recorded in the profit and loss
account.
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Notes to the financial statements on 31 March

On 31.3.98 On 31.3.99
CHF CHF

The company has 9'840 own shares on 31 March 1999,
(7'410 on 31 March 1998) for an amount of 2'273'665 2'519'040
The book value corresponds to the share price on 31 March 1999 (CHF 256/share).
The reserve for own shares has been constituted for the same value.
An allowance for loss on own shares has been constituted on 31 March 1999.

2) Participations On 31.3.98 On 31.3.99
CHF CHF

The participations are valued at their historical cost.
An allowance for loss on participations has been constituted on 31 March 1999.
A write-off of the additional paid-in capital on the investment in LEM SA has
been recorded on 31 March following the capital reduction of MCHF 10.

At historical cost 96'464'102 79'618'571
Allowance for loss on participations - (2'500'000)
Net value 96'464'102 77'118'571

At the end of March 1999, shares in CTN SA have been sold at their nominal
value for MCHF 5. On 31 March 1999 the investment in CTN SA amounts
to MCHF 31,25.

3) Group current liabilities On 31.3.98 On 31.3.99
CHF CHF

Loan to LEM SA 26'856'937 5'507'257
Group accruals and creditors 136'907 117'085

Total 26'993'844 5'624'342

4) Provisions On 31.3.98 On 31.3.99
CHF CHF

Provision for losses on loans 552'000 552'000
Provision for exchange risks 480'000 480'000

Total 1'032'000 1'032'000

5) Important shareholders according to art. 663c of the Swiss company law
No important shareholders are known to the board of directors.

6) General reserve On 31.3.98 On 31.3.99
CHF CHF

Of which additional capital paid in 33'623'493 33'623'493

7) Disposable earnings On 31.3.98 On 31.3.99
CHF CHF

Retained earnings on 1st April 5'417'087 6'222'958
Earnings of the period 3'452'681 8'518'835

Disposable earnings 8'869'768 14'741'793

1) Own shares
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On 31.3.98 On 31.3.99
CHF CHF

Deposits and guarantees
in favour of third parties
on behalf of affiliated
companies 9'311'640 35'819'076

Notes to the financial statements on 31 March

8) Obligations according
to art. 663b of the
Swiss company law

Dispositions regarding the dividend payment
Subject to the approval by the Shareholders’ General Annual
Meeting of the accounts and the proposed disposition of
earnings, the dividend will be paid as follows:

 Dividend CHF
 Gross dividend 9,—
 less 35% anticipated federal withholding tax 3,15
 Net dividend 5,85

Payment will be carried out free of charge from Thursday 1
July 1999 against delivery of coupon No 11 of the shares at
all counters of UBS in Switzerland.

Report of the statutory auditors to the General Meeting of
LEM Holding SA
As statutory auditors, we have audited the accounting
records and the financial statements (balance sheet, income
statement and notes, on pages 24 to 27) of LEM Holding SA
for the year ended on 31 March 1999.
These financial statements are the responsibility of the board
of directors. Our responsibility is to express an opinion on
these financial statements based on our audit. We confirm
that we meet the legal requirements concerning professional
qualification and independence.
Our audit was conducted in accordance with auditing
standards promulgated by the profession, which require
that an audit be planned and performed to obtain
reasonable assurance about whether the financial
statements are free from material misstatement. We have
examined on a test basis evidence supporting the amounts
and disclosures in the financial statements. We have also
assessed the accounting principles used, significant
estimates made and the overall financial statement
presentation. We believe that our audit provides a
reasonable basis for our opinion.
In our opinion, the accounting records, the financial
statements and the proposed appropriation of available
earnings comply with the law and the company's article of
incorporation.

We recommend that the financial statements submitted to
you be approved.

Geneva, 26 April 1999

R. ALBER  &  H. ROLLE
Experts-comptables Associés SA

R. Alber H. Rolle
Certified Public Accountant

(Auditor in Charge)
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Consolidated Balance Sheet of the LEM Group on 31 December

Assets Notes 1997 1998
CHF CHF

Cash 5'937'418 10'750'518

Securities 34'942 35'335

Trade debtors 1 23'023'811 23'018'979

Loans 2 2'037'280 1'978'943

Other current assets 3 6'212'530 11'747'798

Inventories 4 24'149'261 27'230'897

Current assets 61'395'242 74'762'470

Participations 5 1'064'000 797'827

Long-term receivables 6 1'236'220 1'252'105

Land and buildings 7 87'489'548 85'194'995

Machinery and equipment 7 12'728'639 14'342'271

Intangible assets 8 8'228'621 7'971'212

Fixed assets 110'747'028 109'558'410

Total assets 172'142'270 184'320'880

Liabilities and equity Notes 1997 1998
CHF CHF

Trade creditors 9 5'073'022 5'628'713

Other current liabilities 10 10'450'072 11'279'620

Provisions 11 2'453'988 2'911'426

Short-term borrowings 17'467'111 31'530'137

Current liabilities 35'444'193 51'349'896

Long-term borrowings 12 56'632'960 53'950'862

Other long-term payables 13 914'630 794'862

Deferred income 14 402'286 -

Long-term liabilities 57'949'876 54'745'724

Minority interests in subsidiaries 15 122'174 54'847

Share capital 16 30'000'000 30'000'000

Reserves 17 44'104'586 44'512'386

Net earnings of the period 17 4'521'441 3'658'027

Equity 78'626'027 78'170'413

Total liabilities and equity 172'142'270 184'320'880



29

Consolidated Profit and Loss Account

Notes 1997 1998
CHF CHF

Sales 18 112'748'970 125'972'950

Cost of goods sold 19 (59'112'293) (67'554'981)

Gross margin 53'636'677 58'417'969

Sales expense 20 (21'849'758) (23'884'173)

Administration expense 21 (17'664'865) (19'487'796)

Research & development expense 22 (7'775'047) (8'108'281)

Goodwill amortisation 23 (1'204'939) (791'607)

Other expense 24 (180'822) (64'868)

Other income 25 1'480'659 1'261'476

Earnings before interests and taxes 6'441'905 7'342'720

Financial expense (net) 26 (3'862'352) (3'354'022)

Earnings before real-estate income 2'579'553 3'988'698

Net real-estate earnings 27 4'260'297 1'532'918

Earnings before tax 6'839'850 5'521'616

Income tax 28 (2'324'019) (1'837'067)

Earnings after tax 4'515'831 3'684'549

Minority interests 5'610 (26'522)

Net earnings 4'521'441 3'658'027
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Notes 1997 1998
CHF CHF

CASH FLOWS FROM OPERATING ACTIVITIES

Net earnings 4'521'441 3'658'027

Reconciliation of net earnings to cash flows from operating activities:
Minorities' interests in net earnings of subsidiaries (5'610) 26'522
Depreciation and amortisation 6'828'474 6'265'109
Constitution of provisions for expenses and losses on doubtful accounts 2'141'542 2'015'423
Dissolution of provisions for expenses and losses on receivables (974'023) (1'206'297)
Gain on sale of property 30 (2'740'850) -
Share in results of companies integrated with the equity method - (2'795)
DTI grant released (196'295) (381'836)

Cash Flows 9'574'679 10'374'153

Conversion difference on cash flows 114'947 (22'075)

Change in inventory 177'845 (2'791'759)
Change in receivables (4'629'829) (5'817'499)
Change in payables (2'367'905) (73'142)
Changes in the working capital: (6'819'889) (8'682'400)

  Cash flows from operating activities 2'869'737 1'669'678

CASH FLOWS FROM INVESTING ACTIVITIES

Capital expenditure in intangible fixed assets (2'239'715) (635'514)
Capital  expenditure in tangible fixed assets (5'357'830) (5'963'506)
Proceeds from sale of fixed assets 30 30'058'736 382'286
DTI grant received 23'685 -
Investments (763'991) (1'135'514)
Proceeds from the sale of investments 30 12'757'286 1'603'520
Acquisition of companies 31 (420'560) (1'695'514)

Cash flows from investing activities 34'057'611 (7'444'242)

CASH FLOWS FROM FINANCING ACTIVITIES

Variation in own shares 2'229'161 (26'202)
Capital increases 30 (12'450'000) -
Other changes in equity (577'965) (35'762)
Dividends paid (2'282'400) (2'592'640)
Proceeds from long-term debt 47'203'438 14'204'508
Repayment of debt (71'936'764) (902'306)

Cash flows from financing activities (37'814'530) 10'647'598

Change in cash and cash equivalents (887'182) 4'873'034
Cash and cash equivalents at the beginning of the year 6'772'623 5'972'360
Conversion differences on cash and cash equivalents 86'919 (59'541)
Cash and cash equivalents at the end of the year 5'972'360 10'785'853

Change in cash and cash equivalents (887'182) 4'873'034
Reconciliation of cash and cash equivalents with the balance sheet:
Banks 5'937'418 10'750'518
Marketable securities 34'942 35'335

Equals cash and cash equivalents 5'972'360 10'785'853

Consolidated cash flow statement
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Accounting Policies

The principal accounting policies adopted in the preparation of
the consolidated financial statements are set out below:

Basis of preparation
The consolidated financial statements of the Group are prepared
in accordance with IAS with the exception of the presentation of
earnings by segment and under the historical cost convention.
The company is domiciled in Switzerland. The amounts in these
financial statements are presented in Swiss francs (CHF).

The adoption of the international accounting standards has
had the following consequences:
Full consolidation of TVELEM at the rate of 51%. No
restatement for 1997 since the impact is not material. Integration
of Qualimatest SA with the equity method at the rate of 21,67%.
No restatement for 1997 since the impact is not material. Appli-
cation of SIC16 (Standard Interpretation Committee) based on
IAS 32 concerning own shares. The own shares are presented as
a variation of equity. The purchase and sales of own shares are
also presented as a variation of equity and do therefore not in-
fluence the profit & loss account.
The financial year 1997 has been restated, which leads to a
reduction in 1997 net earnings of CHF 641'011 to
CHF 4'521'441.

Consolidation
Subsidiary undertakings, being those companies in which the
Group, directly or indirectly, has an interest of more than half of
the voting rights and is able to exercise control over the
operations, have been fully consolidated. Separate disclosure is
made of minority interests. For CTN SA, in which the control is
jointly exercised, the method of proportionate consolidation is
applied. Exceptions to this principle are companies in which the
Group’s investment is limited in the time and where restrictions to
remit earnings exist.

Associated undertakings
Investments in associated undertakings are accounted for using
the equity method. These are undertakings over which the Group
exercises significant influence, but which it does not control.

Joint ventures
The Group’s interests in jointly controlled entities are accounted
for by proportionate consolidation.

Foreign currencies
Profit and Loss Accounts of foreign entities are translated into
Swiss francs at average exchange rates and the balance sheets are
translated at the year-end exchange rates ruling on 31 December.
Translation differences are taken to shareholders’ equity.

Foreign currency transactions in Group companies are accounted
for at the exchange rates prevailing at the date of transaction:
gains and losses resulting from the settlement of such transactions
and from the translation of  monetary assets and liabilities
denominated in foreign currencies, are recognised in the profit
and loss account. Such balances are translated at year-end
exchange rates unless hedged by forward foreign exchange
contracts, in which case the rates specified in such forward
contracts are used.

Goodwill
Goodwill represents the excess of the cost of an acquisition over
the fair value of the Group’s share of the net assets of the
acquired subsidiary/associated undertaking at the date of acquisi-

tion. Goodwill on acquisitions is reported in the balance sheet as
an intangible asset and is amortised using the straight-line
method. Goodwill arising on major strategic acquisitions of the
Group to expand its product or geographical market coverage is
amortised over a maximum period of ten years. For all other
acquisitions goodwill is amortised over a shorter period not
exceeding five years.

Property, plant and equipment
Property, plant and equipment is stated at historical cost less
depreciation. Depreciation is calculated on the straight-line
method to write off the cost of each asset over its estimated
useful life as follows:

Land none Plant and equipment 4-10 years
Buildings 20-50 years Vehicles 4-5   years

Repairs and renewals are charged to the profit and loss account
when the expense is incurred.

Investment grants
Investment grants related to the purchase of property, plant and
equipment are included in liabilities and are credited to the profit
and loss account on a straight-line basis over the expected lives
of the related assets.

Inventories
Inventories are stated at the lower of cost or net realisable value.
Cost is determined by the first-in, first out (FIFO) method. The
cost of finished goods and work in process comprises raw
materials, other direct costs and related production overheads,
but excludes interest expense.

Sales
Sales represent the amounts receivable for goods sold and servi-
ces provided after deducting volume discounts and sales taxes,
and after eliminating sales within the Group. Rental income of
the real-estate activity is not included in sales but in rental
income.

Research and development
Research costs are written off as incurred. Development costs are
written off as incurred, except for major projects where it is
reasonably anticipated that the costs will be recovered through
future commercial activities. Such development costs are
capitalised and written off over the life of the product or process,
subject to a maximum of five years.

Income taxes
Taxes on income are recorded in the same period as the revenu
and expenses related to them. Differed taxes are calculated using
the liability method for temporary differences between
accounting and fiscal values of assets and liabilities in the ba-
lance sheet.

Retirement benefits and termination benefits
(a) Retirement benefits
The expense for the legal pension system is included in the pay-
roll taxes in accordance with local legislations. In certain coun-
tries the employees benefit from a complementary retirement
system according to the system of defined contributions. The
corresponding expense is recorded in the profit & loss account.

(a) Termination benefits
These obligations are covered by a provision in the balance sheet
according to the legal requirements of certain countries.
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1997 1998
CHF CHF

1. Trade debtors

Trade debtors, third parties 23'890'873 23'664'714

Trade debtors, affiliated non-consolidated companies 9'301 40'027

Allowance for bad debt (876'363) (685'762)

Total 23'023'811 23'018'979

2. Loans

Assembly Services Inc USD 500'000 710'000 670'000

Allowance for loss on loan to Assembly Services Inc. - (335'000)

LEMSYS SA - 900'000

Engelhard & Cie. 2'215'946 2'411'697

Allowance for loss on Engelhard & Cie. (1'165'946) (1'711'697)

Miscellaneous CTN SA 277'280 43'943

Total 2'037'280 1'978'943

3. Other current assets

Advances to suppliers 405'183 1'700'285

Prepayments and accrued income 933'476 2'034'440

Other current assets 4'509'049 7'643'584

Real-estate debtors 599'679 423'460

Allowance for bad debt on real-estate debtors (234'857) (150'438)

Differed tax asset - 96'467

Total 6'212'530 11'747'798

4. Inventories

Raw material 11'573'439 11'980'874

Work in process 3'370'218 5'379'529

Finished goods and goods for resale 9'205'604 9'870'494

24'149'261 27'230'897

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)
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CHF CHF
1997 1998

5. Participations

TVELEM (full consolidation at the rate of 51% in 1998) 318'440 -

Qualimatest SA (equity method at the rate of 21,67% in 1998) 325'000 177'953

Miscellaneous CTN SA at historical cost and % of control below 20% 420'560 619'874

Total 1'064'000 797'827

6. Long-term receivables

Marketable securities 1'171'236 1'225'785

Miscellaneous 64'984 26'320

Total 1'236'220 1'252'105

Marketable securities of an amount of Mio ATS 10 have been pledged as guarantee
for a loan to LEM NORMA GmbH.

7. Property, plant and equipment

At cost in kCHF 31.12.97 Translation Change in In- De- 31.12.98 Net value
difference the scope crease crease 31.12.98

of conso-
lidation

Land and building 88'113 (159) (1'550) 6 (92) 86'318

Machinery and equipment 47'803 (621) 220 5'958 (1'726) 51'634

Total at cost 135'916 (780) (1'330) 5'964 (1'818) 137'952

Cumulated depreciation

Land and building 623 (10) (13) 523 - 1'123 85'195

Machinery and equipment 35'075 (186) (3) 3'969 (1'563) 37'292 14'342

Total cumulated depreciation 35'698 (196) (16) 4'492 (1'563) 38'415 99'537

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)



34

8. Intangible assets

At cost in kCHF 31.12.97 Translation Change in Other In- De- 31.12.98 Net value
difference the scope variations crease crease 31.12.98

of conso-
lidation

Deferred R&D 2'838 (27) - - 161 (218) 2'754

Goodwill 10'916 (264) 1'172 (100) - (1'735) 9'989

Other intangible assets 3'090 2 (57) 100 474 (2) 3'607

Total at cost 16'844 (289) 1'115 0 635 (1'955) 16'350

Cumulated amortisation

Deferred R&D 1'800 (20) - - 455 (91) 2'144 610

Goodwill 5'828 (153) - (79) 792 (1'735) 4'653 5'336

Other intangible assets 988 (1) (10) 79 527 (2) 1'581 2'026

Total cumulated amortisation 8'616 (174) (10) 0 1'774 (1'828) 8'378 7'972

1997 1998
CHF CHF

9. Trade creditors

Trade creditors, third parties 5'013'529 5'469'252

Trade creditors, affiliated non-consolidated companies - 47'976

Trade creditors, real-estate 59'493 111'485

Total 5'073'022 5'628'713

10. Other current liabilities

Advances from customers 316'362 973'327

Income taxes payable 2'597'716 802'553

Accruals and deferred income 3'631'042 5'211'041

Other payables 3'904'952 4'292'699

Total 10'450'072 11'279'620

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)
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1997 1998
CHF CHF

11. Provisions

Deferred income taxes 310'227 460'931

Pensions 298'078 301'339

Termination benefits 1'723'683 1'897'661

Sundry provisions 122'000 251'495

Total 2'453'988 2'911'426

12. Long-term borrowings

Secured loans in ATS 1'140'000 1'150'000

CHF (Mortgage of CTN SA) 52'259'883 50'034'333

GBP 1'104'577 1'020'779

ITL 121'500 -

USD 1'207'000 1'139'000

DEM 800'000 606'750

Total 56'632'960 53'950'862

The average interest rate of CTN SA mortgage is 4,7%

13. Other long-term payables

Miscellaneous long-term payables 2'630 6'307

Silent partner in LEM NORMA GmbH 912'000 788'555

914'630 794'862

14. Deferred income

DTI Grant to LEM HEME Ltd 402'286 -

15. Minority interests

122'174 54'847

In 1998 the minority interest corespond to 49% in TVELEM. In 1997 to 20% in Beijing LEM.

16. Ordinary bearer shares

Authorised Authorised
1997 1998 1997 1998

Ordinary shares of CHF 100 each 300’000 300'000 300'000 300’000

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)
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17. Variation in equity

Consolidated equity on 31.12.97 78'626'027
Dividend paid to shareholders of LEM Holding SA (2'646'811)
72,5% of the dividend paid by CTN SA less dividend received from CTN SA 54'171
Attribution of 1998 earnings 3'658'027
Translation difference on equity (1'119'311)
Own shares 26'202
Change in scope of consolidation and % of control (427'892)

Consolidated equity on 31.12.98 78'170'413

Movement in own shares:

Number of shares on 31.12.97 7'410
Purchase in 1998 +2'100
Sales in 1998 (2'090)
Number of shares on 31.12.98 7'420

18. Segment information

Sales breakdown by region in Mio.CHF 1997 1998

Europe 73.2 65.0 % 82.7 65.6 %

North America 30.8 27.3 % 32.6 25.9 %

Asia 6.7 5.9 % 7.0 5.6 %

Rest of the World 2.0 1.8 % 3.7 2.9 %

Total 112.7 100 % 126.0 100 %

Sales breakdown by business area/unit in Mio.CHF 1997 1998

Business Area Components 65.7 58.3 % 76.6 60.8 %

Business Area Instruments 38.0 33.7 % 40.9 32.5 %

Business Unit Test Systems 2.2 2.0 % 0.5 0.4 %

Business Unit High Current Monitoring 6.8 6.0 % 8.0 6.3 %

Total 112.7 100 % 126.0 100 %

19. Cost of goods sold

The cost of goods sold comprises material, direct labor, as well as indirect production costs.

20. Sales expense

The sales expense comprises all expenses related to sales, marketing and customer service.

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)
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21. Administration expense

The administration expense corresponds to costs for general management, accounting,
personnel administration, electronic data processing.

22. Research & development expense

The Research & development expense include all expenses for developing new products and
production processes.

23. Goodwill amortisation

1997 1998
CHF CHF

on LEM DynAmp Inc.                   164'840 115'843

on LEM ELMES AG 347'000 -

on LEM ELMES GmbH (now in LEM Instruments GmbH) 65'226 -

on LEM France Sàrl 44'784 44'262

on NGI acquisition 555'177 543'349

on acquisition of Beijing LEM minority interests 27'912 27'912

on acquisition of Dr. Werner Mühlegger F&E GmbH - 60'241

Total 1'204'939 791'607

24. Other expenses

Miscellaneous 180'822 64'868

Total 180'822 64'868

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)

25. Other Income

Gain on sales fixed assets 159'008 47'899

Grant release of LEM HEME Ltd 197'626 408'900

Composition proceedings income of LEM NORMA GmbH 209'316 -

Dissolution of provisions - 78'132

Miscellaneous other income 914'709 726'545

Total 1'480'659 1'261'476
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1997 1998
CHF CHF

26. Net financial expense

Interest income 688'604 465'648

Allowance for loss on loan (686'165) (798'686)

Gain on sale of participations 229'763 -

Reversal of a provision 9'163 -

Interest expense (2'587'338) (2'544'213)

Share of mortgage interests of LEM SA (462'494) (449'395)

Foreign exchange losses (1'053'885) (30'171)

Share in profits of Qualimatest SA according to the equity method - 2'795

Total (3'862'352) (3'354'022)

The net financial expense relates only to the industrial activities. However, the interests on the CTN building occupied
by LEM SA are included as in previous years to better take into account the industrial/real-estate separation.

27. Net real-estate earnings of the CTN

Rental income 6'318'094 5'676'826

Other income 167'396 279'124

Total rental income 6'485'490 5'955'950

Real-estate expenses (1'534'135) (1'092'643)

Depreciation and provisions (756'643) (819'106)

Financial income 138'401 -

Fee to Fongit (450'600) (595'440)

Financial expense (1'980'488) (1'915'843)

Gain on sale of CTN 2'358'272 -

Net real-estate earnings before tax 4'260'297 1'532'918

In 1998 the net real-estate earnings correspond to the proportionate consolidation of CTN SA at 72,5%

28. Income taxes

Taxes on income 2'481'325 1'527'020
Deferred taxes (157'306) 310'047

Total 2'324'019 1'837'067

Analysis of taxes:
Normal taxes on profitable companies 3'919'421 3'108'284
Reduced tax rates (1'354'939) (788'374)
Utilisation of tax losses carried forward (83'157) (792'890)
Deferred taxes (157'306) 310'047

Total 2'324'019 1'837'067

MCHF MCHF
Tax losses carried forward 31.6 33.7

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)
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29. Staff cost

1997 1998
CHF CHF

Salaries and wages 41'143'827 43'944'583
of which pension expense for complementary systems with defined contributions 386'677 340'156

The number of full-time employees in consolidated companies reached 749 by the end of 1998, as compared to 640
by the end of 1997. The increase is partly explained by the full consolidation of the Russian company, TVELEM,
with 40 employees.

30. Cash flow statement - influence of the creation of CTN SA
To make the comparison between 1997 and 1998 easier, we indicate the influence of the proportionate consolidation
of the creation of the company CTN SA and the sale of the buildings from LEM SA to CTN SA. On the cash flow
statement in 1997 for the following positions:

1997
CHF

Profits on sale of fixed assets 2'740'850
of which CTN SA transaction 2'358'272

Sales of fixed assets 30'058'736
of which CTN SA transaction 29'869'840

Proceeds from the sale of investments 12'757'286
of which CTN SA transaction 12'450'000

Capital increases 12'450'000
of which CTN SA transaction 12'450'000

31. Acquisition of companies

Participations of CTN SA 420'560 213'875
Acquisition of minority interests in Beijing LEM - 287'671
Acquisition of Dr. Werner Mühlegger F&E GmbH - 1'182'200
Miscellaneous - 11'768

Total 420'560 1'695'514

32. Contingencies

At 31 December 1998 the Group had contingent liabilities in respect of bank and other guarantees and other matters
arising in the ordinary course of business from which it is anticipated that no material liabilities will arise.
The operations and earnings of the Group continue, from time to time and in varying degrees, to be affected by
political, legislative, fiscal and regulatory developments, including those relating to environmental protection, in
the countries in which it operates. The industries in which the Group is engaged are also subject to physical risks of
various kinds. The nature and frequency of these developments and events, not all of which are covered by
insurance, as well as their effect on future operations and earnings are not predictable.

The company has given guarantees which amount to CHF 11'438'418 (1997 CHF 4'960'240)  on borrowings by
subsidiary undertakings.
In the ordinary course of business the Group has given guarantees amounting to CHF 2'817'500 (1997 CHF
1'192'000) to third parties.

33. Commitments under operating leases

1997 1998
CHF CHF

Total 2'153'768 2'001'775
Within one year 754'695 906'440

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)
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34. Scope of consolidation
Full consolidation (of all companies owned to 100 % if no other indication)

Europe North America
LEM Belgium Sprl-bvba Belgium LEM DynAmp Inc. USA
LEM Deutschland GmbH Germany LEM Holding USA Inc. USA
LEM ELMES AG Switzerland LEM Instruments Inc. USA
LEM France Sàrl France LEM USA Inc. USA
LEM HEME Ltd Great Britain Temtronix Inc. USA
LEM Holding SA Switzerland
LEM Instruments GmbH Austria
LEM Instruments GmbH Germany Asia
LEM Italia Srl Italy Nippon LEM KK Japan
LEM Nederland BV Nederland Beijing LEM Electronics Co Ltd China
LEM NORMA GmbH Austria LEM Instruments & Meters Co Ltd China
LEM SA Switzerland
LEM Skandinavien AB Sweden
LEM UK Ltd Great Britain
Normet A/S Norway
TVELEM Russia (51 %)

Proportionate consolidation

CTN SA  Switzerland (72,5 %) - (75,1 % in 1997)

Equity method

Qualimatest SA Switzerland (21.67 %)

Share price evolution of the LEM Holding SA, CHF 100 nominal value, bearer share and, for comparison the
Vontobel Small Cap Index

Notes to the Consolidated Financial Statements
(all amounts in Swiss Francs unless otherwise stated)
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Report of the Group Auditors to the General Meeting of LEM Holding SA

As auditors of the group, we have audited the
consolidated financial statements (balance sheet, income
statement, cash flow statement and notes, on pages 28 to
41) of the LEM Holding SA for the year ended December
31, 1998.

These consolidated financial statements are the
responsibility of the board of directors. Our responsibility
is to express an opinion on these consolidated financial
statements based on our audit. We confirm that we meet
the legal requirements concerning professional
qualification and independence.

Our audit was conducted in accordance with auditing
standards promulgated by the profession, which require
that an audit be planned and performed to obtain
reasonable assurance about whether the consolidated
financial statements are free from material misstatement.

We have examined on a test basis evidence supporting
the amounts and disclosures in the consolidated financial
statements. We have also assessed the accounting
principles used, significant estimates made and the
overall consolidated financial statement presentation. We
believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements give
a true and fair view of the financial position, the results of
operations and the cash flow, and they are in accordance
with the law, the consolidation and valuation principles as
set out in the notes, and with the International Accounting
Standards, with the following exception:

The segment information required by the IAS 14 is
incomplete.

In spite of the above-mentioned exception, we
recommend that the consolidated financial statements
submitted to you be approved.

Geneva,  19 May 1999

R. ALBER & H. ROLLE
Experts-comptables Associés SA

R. Alber H. Rolle
Certified Public Accountant

(Auditor in charge)
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