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Consider It Solved.
This remains Emerson’s
promise to customers.

Emerson can deliver on this promise because we
are a powerful force for innovation. Our extra-
ordinary technology and industry expertise,

focus on customer needs, ability to anticipate

world trends and innate passion for progress

enable Emerson’s employees to integrate the

many resources across our businesses to deliver

innovative solutions to customers worldwide.

This is what has fueled Emerson’s strong
financial results over the years and will help
drive the company’s performance in the

months and years ahead.

Emerson delivered outstanding results
in 2008 with a 7% increase in underlying
sales and 15% growth in EPS.
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$3.06

ONE-YEAR PERFORMANCE

Years ended September 30

- _$2.75

Dollars in millions, PERCENT
except per share amounts 2007 2008 CHANGE
Sales $22,131 $24,807 12.1%

_$2.50
Net earnings per share $ 266 S 3.06 15.0%
Earnings from continuing
operations per share $ 265 S 3.1 17.4% $2.25
Dividends per share $ 1.05 $ 1.20 14.3% -
Operating cash flow $ 3,016 S 3,293 9.2%
Return on total capital 20.1% 21.8% _%2.00
Return on equity 25.2% 27.0%

_$1.75
FIVE-YEAR PERFORMANCE
Years ended September 30
Dollars in millions, FIVE-YEAR _$%$1.50
except per share amounts 2003 2008 CAGR
Sales $13,635 $24,807 12.7%
Net earnings per share $ 129 S 3.06 18.9%

$1.20

Earnings from continuing

operations per share $ 119 $§ 3.1 21.2% Earnings
Dividends per share $ 079 $ 1.20 8.7% Per Share -31.00
Operating cash flow $ 1,731 $ 3,293 13.7%
Return on total capital 12.7% 21.8% $0.75
Return on equity 17.9% 27.0%
_%$0.50
Dividends
Per Share -$0.25
_$0.00

1956 1968 1978 1988 1998 2008

2002 earnings per share is before the $1.12 per share cumulative effect of a change in accounting principle.
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DAVID N. FARR

BIRM AN, CHIEF EXECUTIVE OFFICER,
RESIDENT

Emerson delivered outstanding results in 2008,
despite a challenging global economic environ-
ment. Our operating team executed well across
the board, identifying and solving important
problems for global customers, creating
rewarding opportunities for employees and
delivering strong results for shareholders. | am
very proud of the Emerson team and what

we accomplished.

Net sales reached a record $24.8 billion.
Reported sales grew by 12 percent and
underlying sales (which exclude the impact

of acquisitions, divestitures and foreign
currency translation) grew 7 percent, in line
with our goal to deliver 5-7 percent underlying
sales growth through long-term business cycles.
Our ability to apply disciplined processes and
industry expertise across cultures is key to
Emerson’s success. Sales outside of the United
States continue to represent an increasingly
larger share of total sales, 54 percent in 2008,

which gives a more balanced business profile.

Earnings per share (EPS) rose to $3.06, another
record and an increase of 15 percent over fiscal
2007. The operating profit margin increased
70 basis points to 16.5 percent - the highest
level in more than 30 years. On top of that, the
company delivered 22 percent after-tax return
on total capital and generated $3.3 billion

in operating cash. Generating significant



cash flow continues to be a key priority of

this management team, which allows us to
invest for future growth and return cash back
to shareholders. In 2008, Emerson returned
more than 60 percent of operating cash flow to
shareholders — $940 million in dividends and
$1.1 billion in stock repurchases. 2008 was

the 52nd consecutive year we increased our
dividend, and the board approved a 10 percent
increase in the quarterly dividend to $0.33 per
share for the December 2008 dividend payment.

We face tough economic challenges ahead,
including a stronger U.S. dollar and greater
uncertainty across global markets. Emerson is
positioned well to deal with these challenges.
The company is in good businesses, has a

strong balance sheet and remains conservative
in our financial structure. We constantly
monitor all of our businesses very carefully

and make adjustments as needed in a dynamic
environment. That said, we also expect to
continue driving future growth with strategic
technology and new product investments as the
company has done consistently and successfully

in the past.
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Our operating team
executed well across the
board, identifying and
solving important problems
for customers, creating
rewarding opportunities
for employees and
delivering strong results

for shareholders.

In 2008, 54 9% of sales came
from outside the United States.

309% came from emerging markets.



[ 04 ] Emerson 2008

Emerson has successfully managed through
difficult economic times before, and we are
confident we have the right team and the right
strategies for continued long-term success.
Many decades of leadership and competitive
advantage are ahead of us. We know this, in part,
because we know what makes Emerson unique,
as Emerson is a powerful force for innovation,

and that’s our competitive edge.

Our global work force is remarkably talented.
The company has a management process and
a culture that inspire and reward initiative,
innovation, discipline and accomplishment.
We have deep industry and product expertise,
and understand customers’ businesses and
the demands they face. These are formidable
strengths, and the team draws on them to

create new-to-the-world solutions.




- e

new-to-the-world ...

Leadership is about managing our portfolio
to transform businesses and industries — and

drive growth for investors.

Emerson has intensified the focus on
delivering new-to-the-business and new-
to-the-world solutions that open worlds of
opportunities for customers and industries.
The results are leading market positions and
a near-doubling of sales from new products
since 2003.

$7.9
$6.8

§5.4
s45 %47

percent
ofsales  32% 30% 31% 34% 35%

2003 2008
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Emerson’s ability to apply wireless technology

in a process operating environment is a great
example of new-to-the-world solutions. Emerson
Process Management engineers understood that
being wireless is not just about replacing wires -

it is something much bigger.

Freed from the limitations and complexity of
wire, customers can deploy Emerson’s PlantWeb
capabilities to assets previously out of physical
or economic reach. Today, Emerson’s Smart
Wireless solution offers the exceptional benefits
of seeing, knowing and controlling things plant
managers could never know or afford to know
before, such as detecting leaks along miles of
pipeline, gathering data from movable equip-
ment in flexible manufacturing environments
and tracking assets and people throughout

the plant. Increasing this field intelligence and
predictive power makes customers more effi-

cient and competitive.

Our breakthrough was an application of self-
organizing mesh networks that deliver a reliable,

robust and secure solution in even the most

challenging process environments. This is truly
an amazing feat of engineering. Each wireless
device is a router for other nearby devices,
passing messages along until they reach

their destination. If there is an obstruction,
transmissions are automatically rerouted until

a clear path is found.

Emerson’s Smart Wireless technology is a game-
changer for the process industry, eliminating
physical, economic and technical obstacles that
engineers had encountered on a daily basis.
Customers are seeing far-reaching benefits in
operations, performance and safety, as well

as significant cost savings. In fact, the cost of
adding one wireless sensor is one-tenth that of a
traditional hard-wired solution and takes far less
time to implement. We are excited about the
limitless potential for this solution — within and
beyond process environments - as it continues
to unlock the imagination of engineers across

the globe.

The cost of adding one wireless sensor
is one-tenth that of a traditional

hard-wired solution.



wireless is not just about
replacing wires ...
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Industry-leading innovation by Emerson Climate
Technologies is equally compelling. One of

the most important issues of our time - for
individuals, business owners and governments -
is the environment, particularly the responsible
use of energy. Emerson’s ability to pioneer
compressor technology over the years has led to
substantial increases in the efficiency of global
residential and commercial air conditioning
systems. In North America, for example, resi-
dential systems are more than 60 percent more
efficient than they were two decades ago. These
improvements equate to the power generated

by 17 one-gigawatt power plants.

As we continue to drive forward, Emerson
Climate Technologies is partnering with refrig-
eration and air conditioning manufacturers to
phase out ozone-depleting, chlorine-based
refrigerants for new systems in the United States

by 2010. The latest generation of Copeland

Emerson’s industry
leadership provides a
strong foundation for
growth as use of new
refrigerants and efficiency
standards are mandated
around the world in

the coming years.

Residential systems are more than §()%

more efficient than they were two decades

ago. These improvements equate to the power

generated by 17/ one-gigawatt power plants.
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Scroll compressors are engineered for optimum
performance with today’s more environmen-
tally responsible R-410A refrigerants while also
providing the unmatched reliability that has

become synonymous with Emerson.

Superior technology and industry leadership
provide a strong foundation for global growth
as well. In China, Emerson is working closely
with both government and industry to develop
energy-efficiency standards for that country.
We are also supplying the Chinese market with
a wide range of energy-responsible solutions.
Emerson engineers in Suzhou, China, for
example, are designing and building next-
generation Copeland Digital Scroll solutions to

transform the Asian air conditioning market.

At the same time, Emerson is working closely
with local manufacturers to create more
effective, efficient and environmentally friendly
heating products for the half-billion people who

live in China’s northern region.

Climate change demands
smart and pragmatic solutions ...




Solutions

THAT WORK FOR EVERYONE.

There are no simple answers to the world’s
energy issues and needs. So as the innovators
in Emerson Climate Technologies continue
their quest for heating and cooling solutions
that require less electricity and reduce global
warming, they collaborate with engineers in
other Emerson businesses to understand how
motors, flow devices and controls impact the

total system.

At the same time, Emerson partners closely
with customers, industries, governments
and requlators to create practical and viable
standards and solutions that all parties can
follow to responsibly manage the world’s

resources. Emerson leadership.

For more information about Emerson Climate

Technologies, visit www.EmersonClimate.com.

w
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Emerson’s commitment to energy responsibility
also extends to large global data centers. In
2006, U.S. data centers consumed 1.5 percent
of the nation’s total electrical energy. According
to the U.S. Environmental Protection Agency,
that share is forecasted to rise to 2.5 percent by
2011. This is a significant issue for business and
IT leaders, and Emerson engineers address it
through innovative technologies and solutions
that target both the data center as a whole and

the many elements within it.

For example, reducing cooling costs for data
centers through increased efficiency is a clear
and critical need, and Liebert Xtreme Density
cooling systems provide an excellent solution.
But Emerson Network Power engineers saw even
more fundamental issues. They understood

that the demand for cooling corresponds
directly to the amount of energy consumed by
IT equipment, and that tackling this root cause

could produce additional dramatic savings.

Armed with this insight, the team developed
Energy Logic - a road map that enables data
center managers to prioritize and implement
technologies already at their disposal to reduce
energy consumption. Following Energy Logic
strategies can cut a data center’s consumption
in half. It also can free up two-thirds of valuable
raised floor space, one-third of uninterruptible
power supply capacity and 40 percent of cooling
capacity - all issues that customers consistently

tell us are critical.

Emerson’s acquisition of Aperture in March
provides another powerful tool - Aperture VISTA
software, which provides data center managers
in-depth visibility into the physical status of their
equipment, space utilization, power, cooling and
overall capacity. As has been true in the past,
strategic acquisitions such as this enable us to
solve customer problems, enhancing the overall
Emerson portfolio and the value provided

to shareholders.

In2011, U.S. data centers are

expected to consume 2 . §59% of

the nation’s total electrical energy.



fuel our innovation ...
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Emerson is also working with customers to Wh at d rives Emerson’s

chart the future. In China, for example, local

success is that our passion

Emerson engineers leveraged our expertise in

uninterruptible power supplies and variable and dlSCIpIIﬂEd processes

frequency drives to design the power convertors

translate well across

needed to make the promise of wind energy

areality. borders and cultures.

Today, Emerson is the first China-based
manufacturer to supply these convertors, and
we are working with three of that nation’s
largest wind turbine companies. With global-
installed wind power expected to increase at
an average annual rate of 20 percent over the
next five years, there is a great opportunity

to collaborate across Emerson businesses to

provide additional solutions.

And we aren’t stopping at wind power. Emerson
continues to invest in a wide range of technology
platforms and products that enable customers
around the world to shift electrical power
generation to other sources that reduce carbon
emissions, including solar, nuclear, hydro and

natural gas.

Global-installed wind power is
expected to grow 2 ()% a year

over the next 5 years.



What drives Emerson’s success is that our
passion and disciplined processes translate well
across borders and cultures. In each of the more
than 150 countries where the company does
business, we understand and respect our
customers. We understand their businesses
and the pressures they face. And we share their
culture and opportunity. This is a significant

advantage for Emerson.

I thank each of our 140,000 employees around
the world for fueling our progress every day. It is
their knowledge, passion and collaboration that
enables Emerson to anticipate broader issues and
trends ... to see the world through customers’
eyes ... and to advance groundbreaking products
and solutions. It is their talent and discipline that
will enable Emerson to manage through the

current challenges.

Emerson’s advantage
is our people and process ...




OUR BOUNDLESS

Passion

SETS US APART.

With more than 140,000 talented people
around the world, Emerson is engineering the

unexpected nearly every day in every time zone.

At the Emerson Design Engineering Center
(EDEC), which Emerson opened in Pune, India,
in 2003, more than 500 engineers collaborate
to design products and solutions for Emerson’s
worldwide platforms while also creating
technologies to meet the growing demand from

local customers in India and throughout Asia.

Through Emerson’s Advanced Design Center,
we tap into a virtual network of leading experts
to explore and solve product development,
manufacturing and materials problems. In
addition to Emerson engineers, this network
includes top researchers, scientists and
engineers from leading universities and

research centers around the world.

Learn more about the people and processes
that make Emerson a powerful force for

innovation at www.Emerson.com.
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I would also like to thank the global leadership
team. This outstanding group of leaders
continues to excel in allocating our intellectual
and financial capital to deliverin the short run

while simultaneously building for the long term.

I am also grateful to our board of directors, which
provides valuable insight and support. This year,
we had the privilege of adding two top global busi-
ness leaders to Emerson’s board - Bill Johnson,
CEO of Heinz, and Harriet Green, CEO of Premier
Farnell plc. We welcome adding their experience

and judgment to our team.

And of course, | thank each of our fellow

shareholders for your continued support.

Emerson is a powerful force forinnovation.

This has propelled Emerson’s past growth and
performance, and will drive the company’s future
success. It is what enables us, after hearing a
customer describe a problem or need, to respond

with conviction: “You can consider it solved.”

Y

David N. Farr
Chairman, Chief Executive
Officer, and President

[FROM LEFT]

EDWARD L. MONSER
CHIEF OPERATING OFFICER

CRAIG W. ASHMORE
SENIOR VICE PRESIDENT,
PLANNING AND DEVELOPMENT

CHARLES A. PETERS
SENIOR EXECUTIVE VICE PRESIDENT

DAVID N. FARR
CHAIRMAN, CHIEF EXECUTIVE OFFICER,
AND PRESIDENT

WALTER J. GALVIN
SENIOR EXECUTIVE VICE PRESIDENT
AND CHIEF FINANCIAL OFFICER
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FINANCIAL REVIEW

Report of Management

The Company’s management is responsible for the
integrity and accuracy of the financial statements.
Management believes that the financial statements for
the three years ended September 30, 2008, have been
prepared in conformity with U.S. generally accepted
accounting principles appropriate in the circumstances. In
preparing the financial statements, management makes
informed judgments and estimates where necessary to
reflect the expected effects of events and transactions
that have not been completed. The Company’s disclosure
controls and procedures ensure that material information
required to be disclosed is recorded, processed, summa-
rized and communicated to management and reported
within the required time periods.

In meeting its responsibility for the reliability of the
financial statements, management relies on a system

of internal accounting control. This system is designed

to provide reasonable assurance that assets are safe-
guarded and transactions are executed in accordance
with management’s authorization and recorded properly

to permit the preparation of financial statements in accor-

dance with U.S. generally accepted accounting principles.
The design of this system recognizes that errors or irregu-
larities may occur and that estimates and judgments are
required to assess the relative cost and expected benefits
of the controls. Management believes that the Compa-
ny’s accounting controls provide reasonable assurance
that errors or irregularities that could be material to the
financial statements are prevented or would be detected
within a timely period.

The Audit Committee of the Board of Directors, which is
composed solely of independent Directors, is responsible
for overseeing the Company’s financial reporting process.
The Audit Committee meets with management and the
internal auditors periodically to review the work of each
and to monitor the discharge by each of its responsibili-
ties. The Audit Committee also meets periodically with
the independent auditors who have free access to the
Audit Committee and the Board of Directors to discuss
the quality and acceptability of the Company’s financial
reporting, internal controls, as well as non-audit-

related services.

The independent auditors are engaged to express

an opinion on the Company’s consolidated financial
statements and on the Company’s internal control
over financial reporting. Their opinions are based on
procedures that they believe to be sufficient to provide
reasonable assurance that the financial statements
contain no material errors and that the Company’s
internal controls are effective.

Management’s Report on Internal
Control Over Financial Reporting

The Company’s management is responsible for estab-
lishing and maintaining adequate internal control over
financial reporting for the Company. With the participa-
tion of the Chief Executive Officer and the Chief Financial
Officer, management conducted an evaluation of the
effectiveness of internal control over financial reporting
based on the framework and the criteria established in
Internal Control - Integrated Framework, issued by the
Committee of Sponsoring Organizations of the Treadway
Commission. Based on this evaluation, management has
concluded that internal control over financial reporting
was effective as of September 30, 2008.

The Company’s auditor, KPMG LLP, an independent
registered public accounting firm, has issued an audit
report on the effectiveness of the Company’s internal
control over financial reporting.

(Wi gz,

David N. Farr Walter ]. Galvin
Chairman of the Board, Senior Executive Vice President
Chief Executive Officer, and Chief Financial Officer

and President



Results of Operations
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Years ended September 30 | Dollars in millions, except per share amounts

CHANGE CHANGE
2006 2007 2008 2006-2007 2007 - 2008
Net sales $19,734 22,131 24,807 12% 12%
Gross profit $ 7,129 8,065 9,139 13% 13%
Percent of sales 36.1% 36.4% 36.8%
SGRA $ 4,076 4,569 5,057
Percent of sales 20.6% 20.6% 20.3%
Other deductions, net $ 173 175 303
Interest expense, net $ 207 228 188
Earnings from continuing operations
before income taxes $ 2,673 3,093 3,591 16% 16%
Earnings from continuing operations $ 1,839 2,129 2,454 16% 15%
Net earnings $ 1,845 2,136 2,412 16% 13%
Percent of sales 9.4% 9.7% 9.7%
EPS — Continuing operations $ 223 2.65 3. 19% 17%
EPS - Net earnings $ 224 2.66 3.06 19% 15%
Return on equity 23.7% 25.2% 27.0%
Return on total capital 18.4% 20.1% 21.8%
OVERVIEW NET SALES

Emerson achieved record sales, earnings and earnings
per share in the fiscal year ended September 30, 2008.
For fiscal 2008 net sales were $24.8 billion, an increase

of 12 percent; earnings from continuing operations and
earnings from continuing operations per share were

$2.5 billion and $3.11, increases of 15 percent and

17 percent, respectively; net earnings and net earnings
per share were $2.4 billion and $3.06, increases of

13 percent and 15 percent, respectively, over fiscal 2007.
Four of the five business segments generated higher sales
and earnings compared with the prior year. The Process
Management, Network Power and Industrial Automa-
tion businesses drove gains, while growth in the Climate
Technologies and Appliance and Tools businesses was
moderated by weakness in the U.S. consumer appliance
and residential end-markets. Strong growth in Asia,

Latin America and Middle East/Africa, favorable foreign
currency translation, and acquisitions contributed to
these results. Profit margins remained at high levels,
primarily because of leverage on higher sales volume and
benefits derived from previous rationalization actions.
Emerson’s financial position remains strong and the
Company generated substantial operating cash flow in
2008 of $3.3 billion, an increase of 9 percent, and free cash
flow (operating cash flow less capital expenditures) of
$2.6 billion, an increase of 10 percent. Emerson maintains
a conservative financial structure to provide the strength
and flexibility necessary to achieve our strategic objectives.

Net sales for fiscal 2008 were a record $24.8 billion, an
increase of approximately $2.7 billion, or 12 percent, over
fiscal 2007, with international sales leading the overall
growth. The Network Power, Process Management and
Industrial Automation businesses drove sales growth,
while the Appliance and Tools and Climate Technologies
businesses continued to be impacted by the U.S. consumer
slowdown. The consolidated results reflect increases in
four of the five business segments with an approximate

7 percent ($1,523 million) increase in underlying sales
(which exclude acquisitions, divestitures and foreign
currency translation), a 4 percent ($809 million) favor-
able impact from foreign currency translation and a

1 percent ($344 million) contribution from acquisitions,
net of divestitures. The underlying sales increase for the
fiscal 2008 year was driven by a total international sales
increase of more than 10 percent and a 3 percent increase
in the United States. The international sales increase
primarily reflects growth in Asia (17 percent), Latin
America (18 percent), Middle East/Africa (17 percent)

and Europe (3 percent). The Company estimates that

the underlying sales growth of approximately 7 percent
primarily reflects an approximate 6 percent gain from
volume, which includes an approximate 2 percent impact
from penetration gains, and an approximate 1 percent
impact from higher sales prices.
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Net sales for fiscal 2007 were $22.1 billion, an increase
of approximately $2.4 billion, or 12 percent, over fiscal

2006, with international sales leading the overall growth.

The consolidated results reflect increases in all five
business segments with an approximate 7 percent
($1,349 million) increase in underlying sales, a nearly

3 percent ($566 million) contribution from acquisitions,
net of divestitures, and a more than 2 percent

($482 million) favorable impact from foreign currency
translation. The underlying sales increase for fiscal 2007
was driven by international sales growth of 13 percent
and a 2 percent increase in the United States. The U.S.
results reflect a modest decline in the first quarter with
moderate growth during the remainder of the year. The
international sales increase primarily reflects growth in
Asia (16 percent) and Europe (9 percent). The Company
estimates that the underlying sales growth of approxi-
mately 7 percent primarily reflects an approximate

5 percent gain from volume, which includes an approxi-
mate 2 percent impact from penetration gains, and an
approximate 2 percent impact from higher sales prices.

SALES BY GEOGRAPHIC DESTINATION

46% 18%

B United States
B Europe

W Asia
Other

INTERNATIONAL SALES

International destination sales, including U.S. exports,
increased approximately 20 percent, to $13.5 billion in
2008, representing 54 percent of the Company’s total
sales. U.S. exports of $1,537 million were up 20 percent
compared with 2007, reflecting strong growth in the
Network Power, Process Management and Climate
Technologies businesses aided by the weaker U.S. dollar,
as well as the benefit from acquisitions. International
subsidiary sales, including shipments to the United
States, were $12.0 billion in 2008, up 19 percent over
2007. Excluding the net 8 percent favorable impact from
acquisitions, divestitures and foreign currency transla-
tion, international subsidiary sales increased 11 percent
compared with 2007. Underlying destination sales grew
17 percent in Asia during the year, driven mainly by

21 percent growth in China, while sales grew 18 percent

in Latin America, 17 percent in Middle East/Africa and
3 percentin Europe.

International destination sales, including U.S. exports,
increased approximately 22 percent including acquisitions,
to $11.2 billion in 2007, representing 51 percent of the
Company’s total sales. U.S. exports of $1,277 million
were up 13 percent compared with 2006, aided by

the weaker U.S. dollar. International subsidiary sales,
including shipments to the United States, were

$10.1 billion in 2007, up 22 percent over 2006. Excluding
the net 6 percent favorable impact from acquisitions,
divestitures and foreign currency translation, international
subsidiary sales increased 16 percent compared with
2006. Underlying destination sales grew 16 percent in
Asia during the year, driven mainly by 11 percent growth
in China, while sales grew 44 percent in the Middle East,
11 percent in Latin America and 9 percent in Europe.

ACQUISITIONS AND DIVESTITURES

The Company acquired Motorola Inc.’s Embedded
Computing business (Embedded Computing) and several
smaller businesses during 2008. Embedded Computing
provides communication platforms and enabling
software used by manufacturers of equipment for
telecommunications, medical imaging, defense and
aerospace, and industrial automation markets. Total cash
paid for these businesses (net of cash and equivalents
acquired of approximately $2 million) was approximately
$561 million. Annualized sales for acquired businesses
were $665 million in 2008.

In the first quarter of fiscal 2008, the Company divested
the Brooks Instrument flow meters and flow controls unit
(Brooks), which had sales for the first quarter of 2008 of
$21 million and net earnings of $1 million. The Company
received $100 million from the sale of Brooks, resulting
in a pretax gain of $63 million ($42 million after-tax). The
net gain and results of operations for fiscal 2008 were
classified as discontinued operations; prior year results
of operations were inconsequential. In fiscal 2008, the
Company received approximately $101 million from the
divestiture of the European appliance motor and pump
business, resulting in a loss of $92 million. The European
appliance motor and pump business had total annual
sales of $453 million, $441 million and $399 million and
net earnings, excluding the loss, of $7 million, $7 million
and $6 million in 2008, 2007 and 2006, respectively. The
loss and results of operations were classified as discon-
tinued operations for all periods presented.

The Company acquired Damcos Holding AS (Damcos)
and Stratos International, Inc. (Stratos), as well as several
smaller businesses during 2007. Damcos supplies valve
remote control systems and tank monitoring equipment
to the marine and shipbuilding industries. Stratos is a
designer and manufacturer of radio-frequency and
microwave interconnect products. Total cash paid for



these businesses (net of cash and equivalents acquired
of approximately $40 million, and debt assumed of
approximately $56 million) was approximately

$295 million. Annualized sales for acquired businesses
were $240 millionin 2007.

In 2007, the Company divested two small business units
that had total annual sales of $113 million and $115 million
for fiscal years 2006 and 2005, respectively. These busi-
nesses were not reclassified as discontinued operations
because of immateriality. See Note 3 for additional
information regarding acquisitions and divestitures.

COST OF SALES

Costs of sales for fiscal 2008 and 2007 were $15.7 billion
and $14.1 billion, respectively. Cost of sales as a percent
of net sales was 63.2 percent for 2008, compared with
63.6 percent in 2007. Gross profit was $9.1 billion

and $8.1 billion for fiscal 2008 and 2007, respectively,
resulting in gross profit margins of 36.8 percent and
36.4 percent. The increase in the gross profit margin
primarily reflects leverage on higher sales volume and
benefits realized from productivity improvements, which
were partially offset by negative product mix. Higher
sales prices, together with the benefits received from
commodity hedging of approximately $42 million, were
more than offset by higher raw material and wage costs.
The increase in the gross profit amount primarily reflects
higher sales volume and foreign currency translation, as
well as acquisitions.

Costs of sales for fiscal 2007 and 2006 were $14.1 billion
and $12.6 billion, respectively. Cost of sales as a percent
of net sales was 63.6 percent for 2007, compared with
63.9 percent in 2006. Gross profit was $8.1 billion

and $7.1 billion for fiscal 2007 and 2006, respectively,
resulting in gross profit margins of 36.4 percent and
36.1 percent. The gross profit margin improvement

was diminished as higher sales prices, together with the
benefits received from commodity hedging of approxi-
mately $115 million, were substantially offset by higher
material costs and wages. The increase in the gross profit
amount primarily reflects higher sales volume, acquisi-
tions, foreign currency translation and savings from cost
reduction actions.

SELLING, GENERAL AND
ADMINISTRATIVE EXPENSES

Selling, general and administrative (SG&A) expenses
for 2008 were $5.1 billion, or 20.3 percent of net sales,
compared with $4.6 billion, or 20.6 percent of net sales
for 2007. The increase of approximately $0.5 billion
was primarily due to an increase in variable costs on
higher sales volume, acquisitions and foreign currency
translation, partially offset by a $103 million decrease in
incentive stock compensation reflecting the overlap of
two performance share programs in the prior year and

A Powerful Force for Innovation

the decrease in Emerson’s stock price in the current year
(see Note 14). The reduction in SG&A as a percent of sales
was primarily the result of lower incentive stock compen-
sation, leveraging fixed costs on higher sales and benefits
realized from cost reduction actions, particularly in the
Process Management and Network Power businesses.

SG&A expenses for 2007 were $4.6 billion, or

20.6 percent of net sales, compared with $4.1 billion,

or 20.6 percent of net sales for 2006. The increase

of approximately $0.5 billion was primarily due to an
increase in variable costs on higher sales volume, acquisi-
tions, foreign currency translation and a $104 million
increase in incentive stock compensation reflecting the
increase in Emerson’s stock price and the overlap of two
performance share programs (see Note 14).

OTHER DEDUCTIONS, NET

Other deductions, net were $303 million in 2008, a

$128 million increase from the $175 million in 2007. The
increase reflects numerous items including a $31 million
impairment charge related to the North American appli-
ance control business due to a slow economic environ-
ment for consumer appliance and residential end-markets
and a major customer’s strategy to diversify suppliers and
transition to and internalize the production of electronic
controls. As a result, the operations of this business will
be restructured and integrated into the North American
appliance motors business to leverage the combined cost
structure and improve profitability on the lower volume,
including elimination of redundant manufacturing
capacity and a substantial reduction in overhead.

Higher rationalization costs of $17 million in 2008 also
contributed to the increase in other deductions, net.
Rationalization expense, including amounts reported in
discontinued operations, was $98 million, $83 million
and $84 million in 2008, 2007 and 2006, respectively,

or a total of $265 million over the three-year period.

The Company continuously makes investments in the
rationalization of operations to improve operational
efficiency and remain competitive on a global basis, and
to position the Company for difficult economic conditions
that may arise. These actions include relocating facilities
to best cost locations and geographic expansion to serve
local markets. During the past three years, approxi-
mately 45 production, warehouse or office facilities have
been exited and more than 6,000 positions have been
eliminated. Based on the current economic conditions,
the Company expects rationalization expense, including
start-up and moving, severance and shutdown costs, to
be approximately $125 million to $150 million in 2009.

The increase in other deductions, netin 2008 also
includes higher amortization of intangibles related to
acquisitions of $18 million, a $12 million charge for
in-process research and development in connection with
the acquisition of Embedded Computing, $12 million

[19]
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of additional losses on foreign exchange transactions
compared with 2007, lower gains of $10 million and
otheritems. Gainsin 2008 included the following items.
The Company received $54 million and recognized a gain
of $39 million ($20 million after-tax) on the sale of an
equity investment in Industrial Motion Control Holdings,
LLC, a manufacturer of motion control components for
automation equipment. The Company also recorded a
gain of $18 million related to the sale of a facility.

Other deductions, net were $175 million in 2007, a

$2 million increase from the $173 million in 2006. Gains
in 2007 included approximately $32 million related to
the sale of the Company’s remaining shares in MKS
Instruments, Inc. and approximately $24 million related
to a payment received under the U.S. Continued
Dumping and Subsidy Offset Act (Offset Act). Ongoing
costs for the rationalization of operations were $75 million
in 2007, compared with $80 million in 2006. The higher
gains and lower other costs were more than offset by
higher amortization of intangibles related to acquisitions.
See Notes 4 and 5 for further details regarding other
deductions, net and rationalization costs.

INTEREST EXPENSE, NET

Interest expense, net was $188 million, $228 million and
$207 million in 2008, 2007 and 2006, respectively. The
decrease of $40 million from 2007 to 2008 was primarily
due to lower interest rates and lower average borrowings.

INCOME TAXES

Income taxes were $1,137 million, $964 million and
$834 million for 2008, 2007 and 2006, respectively,
resulting in effective tax rates of 32 percent, 31 percent
and 31 percent.

EARNINGS FROM CONTINUING
OPERATIONS

Earnings from continuing operations were $2.5 billion
and earnings from continuing operations per share were
$3.11 for 2008, increases of 15 percent and 17 percent,
respectively, compared with $2.1 billion and $2.65 for
2007. These earnings results reflect increases in four of
the five business segments, including $240 million in
Process Management, $149 million in Network Power
and $62 million in Industrial Automation. The higher
earnings also reflect leverage from higher sales, benefits
realized from cost containment, and higher sales prices,
partially offset by higher raw material and wage costs.
See Business Segments discussion that follows for
additional information.

Earnings from continuing operations were $2.1 billion
and earnings from continuing operations per share were
$2.65 for 2007, increases of 16 percent and 19 percent,
respectively, compared with $1.8 billion and $2.23 for

2006. These earnings results reflect increases in all five
business segments, including $188 million in Process
Management, $161 million in Network Power and

$96 million in Industrial Automation. The higher earnings
also reflect leverage from higher sales, benefits realized
from cost containment, and higher sales prices, partially
offset by higher raw material and wage costs.

EARNINGS FROM CONTINUING
OPERATIONS (dollars in billions)

$2.5
$2.1
$1.8
$1.4
$1.2
$10|I

2003 2008

Earnings from continuing operations were a record
$2.5 billion in 2008, a 15 percent increase over the prior year.

DISCONTINUED OPERATIONS

The loss from discontinued operations of $42 million,

or $0.05 per share, in fiscal 2008 included a gain of

$42 million related to the divestiture of the Brooks unit,
a loss of $92 million related to the divestiture of the
European appliance motor and pump business, as well as
$8 million of operating results related to these divesti-
tures. Discontinued operations for fiscal 2007 and 2006
related to the European appliance motor and pump busi-
ness were $7 million, or $0.01 per share, and $6 million,
or $0.01 per share, respectively. See previous discussion
under Acquisitions and Divestitures and Note 3 for addi-
tional information regarding discontinued operations.

NET EARNINGS, RETURN ON EQUITY
AND RETURN ON TOTAL CAPITAL

Net earnings were a record $2.4 billion and earnings per
share were a record $3.06 per share for 2008, increases of
13 percent and 15 percent, respectively, compared with
net earnings and earnings per share of $2.1 billion and
$2.66, respectively, in 2007. Net earnings as a percent

of net sales were 9.7 percent in 2008 and 2007. Net
earnings in 2008 included a net loss from discontinued
operations of $42 million, or $0.05 per share, related

to the divestitures of the Brooks unit and the European
appliance motor and pump business. The 15 percent
increase in earnings per share also reflects the purchase of
treasury shares. Return on stockholders’ equity (net earn-
ings divided by average stockholders’ equity) reached



27.0 percent in 2008 compared with 25.2 percent in
2007. The Company achieved return on total capital of
21.8 percent in 2008 compared with 20.1 percent in
2007 (net earnings excluding interest income and
expense, net of taxes, divided by average stockholders’
equity plus short- and long-term debt less cash and
short-term investments).

Net earnings were $2.1 billion and earnings per share
were $2.66 for 2007, increases of 16 percent and

19 percent, respectively, compared with net earnings and
earnings per share of $1.8 billion and $2.24, respectively,
in 2006. Net earnings as a percent of net sales were

9.7 percent in 2007 compared with 9.4 percent in 2006.
The 19 percent increase in earnings per share also reflects
the purchase of treasury shares. Return on stockholders’
equity reached 25.2 percent in 2007 compared with

23.7 percent in 2006. The Company achieved return on
total capital of 20.7 percent in 2007 compared with

18.4 percent in 2006. The Company consummated a two-
for-one stock split in December 2006. All share and per
share data have been restated to reflect this split.

Business Segments

PROCESS MANAGEMENT

CHANGE  CHANGE
(poLLARS IN miLLIoNs) 2006 2007 2008 ‘06-°‘07 ‘07 -‘08
Sales $4,875 5,699 6,652 17% 17%
Earnings $ 878 1,066 1,306 21% 23%
Margin 18.0% 18.7% 19.6%

2008 vs. 2007 - The Process Management segment sales
were $6.7 billionin 2008, an increase of $953 million,

or 17 percent, over 2007, reflecting higher volume and
foreign currency translation. These results reflect the
Company’s continued investment in next-generation
technologies and expanding the global reach of the
solutions and services businesses, as well as the strong
worldwide growth in energy and power markets. All of
the businesses reported higher sales, with sales particu-
larly strong for the valves, measurement and systems
businesses. Underlying sales increased approximately

14 percent, reflecting 13 percent from volume, which
includes an estimated 3 percent from penetration gains,
and approximately 1 percent from higher sales prices.
Foreign currency translation had a 4 percent ($225 million)
favorable impact and the Brooks divestiture, net of
acquisitions, had an unfavorable impact of 1 percent
($35 million). The underlying sales increase reflects
growth in all geographic regions, Asia (21 percent), the
United States (12 percent), Europe (7 percent), Latin
America (22 percent), Canada (13 percent) and Middle
East/Africa (14 percent), compared with the prior year.
Earnings (defined as earnings before interest and taxes for
the business segments discussion) increased 23 percent
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to $1,306 million from $1,066 million in the prior year,
reflecting the higher sales volume, savings from cost
reductions and material containment and the benefit
from foreign currency translation. The margin increase
primarily reflects leverage on the higher volume, increase
in sales prices and cost containment actions, which were
partially offset by higher wage costs, unfavorable product
mix and strategic investments to support the growth of
these businesses.

2007 vs. 2006 - The Process Management segment sales
were $5.7 billion in 2007, an increase of $824 million,

or 17 percent, over 2006, reflecting higher volume and
acquisitions. Nearly all of the businesses reported higher
sales, with sales and earnings particularly strong for the
measurement, systems and valves businesses, reflecting
very strong worldwide growth in oil and gas and power
projects, and expansion in the Middle East. Underlying
salesincreased 11 percent, reflecting approximately more
than 10 percent from volume, which includes approxi-
mately 3 percent from penetrating global markets, and
approximately less than 1 percent from slightly higher
sales prices. Foreign currency translation had a

4 percent ($169 million) favorable impact and the

Bristol and Damcos acquisitions contributed 2 percent
($120 million). The underlying sales increase reflects
growth in nearly all of the major geographic regions,
including the United States (10 percent), Asia (12 percent),
Europe (6 percent) and Latin America (6 percent), as well
as the Middle East (63 percent), compared with the prior
year. Earnings increased 21 percent to $1,066 million
from $878 million in the prior year, primarily reflecting
the higher sales volume and prices, as well as acquisitions.
The margin increase reflects leverage on the higher sales
and cost containment actions, which were partially offset
by higher wages and an $11 million adverse commercial
litigation judgment.

INDUSTRIAL AUTOMATION

CHANGE  CHANGE
(DoLLARS IN MILLIONS) 2006 2007 2008 ‘06-°‘07 ‘07-°‘08
Sales $3,767 4,269 4,852 13% 14%
Earnings $ 569 665 727 17% 9%
Margin 15.1% 15.6% 15.0%

2008 vs. 2007 - The Industrial Automation segment
increased sales by 14 percent to $4.9 billion in 2008,
compared with $4.3 billion in 2007. Sales growth was
strong across the businesses with increased global
demand for capital goods and foreign currency contrib-
uting to the increase. Sales grew in all of the businesses
and in nearly all of the geographic regions, reflecting
the strength in the power generating alternator, fluid
automation, electronic drives, electrical distribution and
materials joining businesses. Underlying sales growth
was 7 percent and favorable foreign currency transla-
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tion contributed 7 percent ($278 million). Underlying
sales grew 8 percent in the United States and 6 percent
internationally. The U.S. growth particularly reflects

the alternator business, which was driven by increased
demand for backup generators. The international sales
growth primarily reflects increases in Europe (4 percent)
and Asia (17 percent). The underlying growth reflects

6 percent from volume, as well as an approximate

1 percent positive impact from price. Earnings increased
9 percent to $727 million for 2008, compared with

$665 million in 2007, reflecting higher sales volume and
the benefit from foreign currency translation. The margin
decrease reflects a lower payment received by the power
transmission business from dumping duties related to the
Offset Act. A $24 million payment was received in fiscal
2007, while only a $3 million payment was received in
fiscal 2008. The Company does not expect to receive any
significant payments in the future. The margin was posi-
tively impacted by leverage on the higher sales volume
and benefits from prior cost reductions efforts. Higher
sales prices were substantially offset by higher mate-

rial and wage costs, as well as unfavorable product mix,
which negatively impacted the margin.

2007 vs. 2006 - The Industrial Automation segment
increased sales by 13 percent to $4.3 billion in 2007,
compared with $3.8 billion in 2006. Nearly all of the
businesses reported higher sales in 2007, with particular
strength in the power generating alternator, the electrical
distribution and the electronic drives businesses, as

the favorable economic environment for capital goods
continued. The very strong growth in the U.S. and
European alternator businesses was driven by increased
demand for backup generators and alternative power
sources, such as wind turbines. The underlying sales
growth of 10 percent and the favorable impact from
foreign currency translation of 4 percent ($143 million)
was slightly offset by an unfavorable impact of 1 percent
from divestitures, net of acquisitions. Underlying sales
grew 13 percent internationally and 5 percent in the
United States. The international sales growth primarily
reflects increases in Europe (12 percent) and Asia

(19 percent). The underlying growth reflects approxi-
mately 7 percent from volume, including slight
penetration gains, caused by increased global industrial
demand and an approximate 3 percent positive impact
from price. Earnings increased 17 percent to $665 million
for 2007, compared with $569 million in 2006, reflecting
leverage from higher sales volume and benefits from
cost containment, as nearly all of the businesses reported
higher earnings. The margin increase was primarily

due to leverage on higher sales volume. The earnings
increase was also aided by an approximate $24 million
payment received by the power transmission business
from dumping duties related to the Offset Actin 2007,
compared with an $18 million payment received in 2006.
Sales price increases were offset by higher material and
wage costs, as well as unfavorable product mix.

SALES BY SEGMENT

B Process Management Climate Technologies

B Industrial Automation Appliance and Tools
B Network Power
NETWORK POWER

CHANGE CHANGE
(poLLARS INmiLLIoNs) 2006 2007 2008 ‘06-°‘07 ‘07-°‘08
Sales $4,350 5,150 6,312 18% 23%
Earnings $ 484 645 794 33% 23%
Margin 11.1% 12.5% 12.6%

2008 vs. 2007 - Sales in the Network Power segment
increased 23 percent to $6.3 billion in 2008 compared
with $5.2 billion in 2007. The increase in sales reflects
continued very strong growth in the precision cooling,
global services, uninterruptible power supply and
inbound power businesses, as well as growth in the power
systems businesses. Underlying sales grew 11 percent,
while the Embedded Computing and Stratos acquisitions
contributed approximately 9 percent ($449 million) and
favorable foreign currency translation had a 3 percent
($156 million) favorable impact. The underlying sales
increase of 11 percent reflects higher volume, which
includes an approximate 4 percent impact from penetra-
tion gains. Geographically, underlying sales reflect a

17 percent increase in Asia, an 8 percent increase in the
United States, a 14 percent increase in Latin America, a
55 percent increase in Middle East/Africa and a 2 percent
increase in Europe. The U.S. growth reflects continued
demand for data room construction and non-residential
computer equipment as well as in the telecommuni-
cations power market. Internationally, the Company
continues to penetrate the Chinese, Indian and other
Asian markets. Earnings increased 23 percent, or

$149 million, to $794 million, compared with $645 million
in 2007, primarily because of the higher sales volume and
savings from cost reduction actions. The margin increase
reflects these savings and leverage on the higher volume,
partially offset by a nearly 1 percentage point dilution
from the Embedded Computing acquisition and higher
wage costs.



2007 vs. 2006 - Sales in the Network Power segment
increased 18 percent to $5.2 billion in 2007 compared
with $4.4 billion in 2006. The sales increase was driven by
continued strong demand in the uninterruptible power
supply, precision cooling and inbound power businesses
and the full year impact of the Artesyn and Kniirr acquisi-
tions. Underlying sales grew 9 percent, while acquisitions,
net of divestitures, contributed approximately 7 percent
($332 million) and favorable foreign currency transla-
tion had a 2 percent ($98 million) favorable impact. The
underlying sales increase of 9 percent reflects an esti-
mated 9 percent gain from higher volume, which includes
3 percent from penetration gains, partially offset by a
slight decline in sales prices. Geographically, underlying
sales reflect a 20 percent increase in Asia, a 7 percent
increase in the United States, while sales in Europe were
flat compared with the prior year. The Company’s market
penetration gains in China and other Asian markets
continued. The U.S. growth reflects strong demand for
data room and non-residential computer equipment.
Earnings increased 33 percent, or $161 million, to

$645 million, compared with $484 million in 2006,
primarily because of the Artesyn and Kniirr acquisitions
and the higher sales volume. The margin increase reflects
leverage on higher sales volume, savings from integrating
acquisitions and improvement over the prior year in the
DC power business. These benefits were partially offset by
higher material and wage costs.

CLIMATE TECHNOLOGIES

CHANGE  CHANGE
(poLtars INMiLLions) 2006 2007 2008 ‘06 -°07 ‘07 -°08
Sales $3,424 3,614 3,822 6% 6%
Earnings $ 523 538 551 3% 2%
Margin 15.3% 14.9% 14.4%

2008 vs. 2007 - The Climate Technologies segment
reported sales of $3.8 billion for 2008, representing a

6 percent increase over 2007. Underlying sales increased
approximately 3 percent and foreign currency transla-
tion had a 3 percent ($110 million) favorable impact.
The underlying sales increase of 3 percent reflects an
approximate 2 percent positive contribution from sales
price increases and an approximate 1 percent gain from
higher volume, which includes a 2 percent impact from
penetration gains. The underlying sales increase was led
by the water-heater controls business, which primarily
reflects penetration in the U.S. water-heater market.

The compressors business grew modestly, primarily in
the refrigeration and the U.S. and Asian air-conditioning
markets; while the temperature sensors and flow controls
businesses declined. The growth in refrigeration was
driven by the transport container market. The underlying
sales increase reflects a 2 percent increase in the United
States and 4 percent growth internationally. Asia grew
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9 percent and Europe declined 6 percent. Earnings
increased 2 percent to $551 million in 2008 compared
with $538 million in 2007. The margin was diluted as
higher sales prices were more than offset by material
inflation and higher restructuring costs of $13 million.
The Company continued its capacity expansion begun
in 2006 in Mexico where the next generation scroll
compressor design and hermetic motors for the North
American market will be produced.

2007 vs. 2006 - The Climate Technologies segment
reported sales of $3.6 billion for 2007, representing a

6 percent improvement over 2006. Underlying sales
increased approximately 1 percent, while acquisitions
contributed 3 percent ($86 million) and foreign currency
translation had a 2 percent ($53 million) favorable
impact. Lower sales volume of approximately less than

2 percent, which includes a positive 2 percent from pene-
tration gains, was more than offset by an approximate

3 percent positive impact from sales price increases. The
underlying sales growth reflects a 16 percent increase in
international sales, led by growth in Europe (18 percent)
and Asia (17 percent). This growth was partially offset by
a 7 percent decline in U.S. sales, which is primarily attrib-
utable to difficult comparisons to a very strong prior year
for the air-conditioning compressor business, as well as
an impact from the downturn in the U.S. housing market.
The volume decline in the U.S. air-conditioning business
was only partially offset by a modest increase in U.S.
refrigeration sales. The very strong growth in Europe and
Asia reflects overall favorable market conditions, penetra-
tion in the European heat pump market, and penetration
gains in Asia, particularly in digital scroll compressor prod-
ucts. Earnings increased 3 percent to $538 million in 2007
compared with $523 million in 2006, primarily because
of savings from cost reduction efforts and lower restruc-
turing costs of $5 million. The profit margin declined

as the result of deleverage on the lower volume and an
acquisition, while higher sales prices were offset by higher
material and wage costs.

APPLIANCE AND TOOLS

CHANGE  CHANGE
(poLLArs INmiLLions) 2006 2007 2008  ‘06-°‘07 ‘07 - ‘08
Sales $3,914 4,006 3,861 2% (4%)
Earnings $ 539 564 527 5% (7%)
Margin 13.8% 14.1% 13.6%

2008 vs. 2007 - Sales in the Appliance and Tools segment
were $3.9 billionin 2008, a 4 percent decrease from
2007. The results of 2008 were mixed reflecting the
different sectors served by these businesses. The profes-
sional tools, commercial storage and hermetic motor
businesses showed strong increases, while the residen-
tial storage, appliance components, and appliance and
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commercial motors businesses declined. The strong
growth in the professional tools business was driven by
U.S. non-residential and Latin American markets. The
declines in the residential storage and appliance-related
businesses primarily reflect the continued and ongoing
downturn in the U.S. consumer appliance and residential
end-markets. The U.S. markets represent more than

80 percent of sales for this segment. Underlying sales in the
United States were down 6 percent from the prior year,
while international underlying sales increased 13 percent
in total. The sales decrease reflects a 3 percent decline in
underlying sales, an unfavorable impact from divestitures
of 2 percent ($65 million) and a favorable impact from
foreign currency translation of 1 percent ($40 million).
The underlying sales decrease of 3 percent reflects an
estimated 7 percent decline in volume and an approxi-
mate 4 percent positive impact from higher sales prices.
Earnings for 2008 were $527 million, a 7 percent decrease
from 2007. Earnings decreased because of deleverage on
the lower sales volume and an impairment charge of

$31 million in the appliance control business (see Note 4),
which was partially offset by savings from cost reduction
actions. The increase in sales prices was substantially
offset by higher material (copper and other commodi-
ties) and wage costs. The 2007 sale of the consumer hand
tools product line favorably impacted the margin.

2007 vs. 2006 - Sales in the Appliance and Tools segment
were $4.0 billionin 2007, a 2 percent increase from
2006. The sales increase reflects a 1 percent increase in
underlying sales and a contribution from acquisitions of

1 percent ($37 million). The underlying sales increase

of 1 percent reflects an estimated 4 percent decline

in volume, which includes a positive 1 percent impact
from penetration gains, and an approximate 5 percent
positive impact from higher sales prices. The results were
mixed across the businesses for this segment. The tools
and storage businesses showed moderate growth, while
sales increased slightly in the motors businesses when
compared with 2006. These increases were partially
offset by declines in the appliance controls businesses.
The growth in the tools businesses was driven by the
professional tools and disposer businesses, reflecting the
success of new product launches. The volume declines

in the appliance controls and certain motors and storage
businesses were primarily caused by the downturn in U.S.
residential construction. International underlying sales
increased 13 percent in total, while underlying sales in the
United States were down 1 percent from the prior year.
Earnings for 2007 were $564 million, a 5 percent increase
from 2006. The earnings increases in tools and motor
businesses were partially offset by declines in appliance
component and certain storage businesses. Overall, the
slight margin improvement primarily reflects the benefits
from prior year actions, as well as lower restructuring inef-
ficiencies and costs compared with the prior year. Sales
price increases were offset by higher material and wage
costs, as well as deleverage from the lower volume.

DIVIDENDS PER SHARE

$1.20

$1.05
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Annual dividends increased to a record $1.20 per share in
2008, representing the 52nd consecutive year of increases.

$0.79 $0.80 $0.83

2003 2008

Financial Position, Capital Resources
and Liquidity

The Company continues to generate substantial cash
from operations and is in a strong financial position with
total assets of $21 billion and stockholders’ equity of

$9 billion, and has the resources available for reinvestment
in existing businesses, strategic acquisitions and managing
the capital structure on a short- and long-term basis.

CASH FLOW
(DOLLARS IN MILLIONS) 2006 2007 2008
Operating Cash Flow $2,512 3,016 3,293
Percent of sales 12.5%  13.4% 13.3%
Capital Expenditures $ 601 681 714
Percent of sales 3.0% 3.0% 2.9%
Free Cash Flow (Operating Cash
Flow Less Capital Expenditures) $1,911 2,335 2,579
Percent of sales 9.5%  10.3%  10.4%
Operating Working Capital $2,044 1,915 2,202
Percent of sales 10.7% 8.5% 8.9%

Emerson generated operating cash flow of $3.3 billion in
2008, a 9 percent increase from 2007, driven by higher
net earnings. Cash flow in 2008 also reflects continued
improvements in operating working capital manage-
ment. Operating cash flow was $3.0 billion in 2007, a

20 percent increase from 2006, driven by higher net earn-
ings. At September 30, 2008, operating working capital
as a percent of sales was 8.9 percent, compared with

8.5 percent and 10.1 percent in 2007 and 2006,
respectively. Operating cash flow also reflects pension
contributions of $135 million, $136 million and

$124 millionin 2008, 2007 and 2006, respectively.

Free cash flow (operating cash flow less capital expendi-
tures) was $2.6 billion in 2008, compared with $2.3 billion



and $1.9 billion in 2007 and 2006, respectively. The

10 percent increase in free cash flow in 2008 compared
with 2007 and the 22 percent increase in 2007 compared
with 2006 reflect the increases in operating cash flow,
partially offset by higher capital spending. Capital expen-
ditures were $714 million, $681 million and $601 million
in 2008, 2007 and 2006, respectively. The increase in
capital expenditures during 2008 compared with the
prior year was primarily due to capacity expansion in

the Process Management and Industrial Automation
segments and construction of a corporate technology
facility, while the increase in 2007 compared with 2006
included capacity expansion in the Process Manage-
ment and Climate Technologies segments. In 2009, the
Company is targeting capital spending of approximately
3 percent of net sales. Cash paid in connection with
Emerson’s acquisitions was $561 million, $295 million
and $752 million in 2008, 2007 and 2006, respectively.

Dividends were $940 million ($1.20 per share, up

14 percent) in 2008, compared with $837 million ($1.05
per share)in 2007, and $730 million ($0.89 per share) in
2006. In November 2008, the Board of Directors voted
to increase the quarterly cash dividend 10 percent to an
annualized rate of $1.32 per share. In 2008, the Board of
Directors approved a new program for the repurchase of
up to 80 million additional shares. In 2008, 22,404,000
shares were repurchased under the fiscal 2002 and 2008
Board of Directors’ authorizations; in 2007, 18,877,000
shares were repurchased under the 2002 authoriza-
tion, and in 2006, 21,451,000 shares were repurchased
under the 2002 authorization; 72.4 million shares remain
available for repurchase under the 2008 authorization
and none remain available under the 2002 authoriza-
tion. Purchases of treasury stock totaled $1,128 million,
$849 million and $871 million in 2008, 2007 and 2006,
respectively.

LEVERAGE[/CAPITALIZATION

(DOLLARS IN MILLIONS) 2006 2007 2008
Total Assets $18,672 19,680 21,040
Long-term Debt $ 3,128 3,372 3,297
Stockholders’ Equity $ 8,154 8,772 9,113
Total Debt-to-Capital Ratio 33.1%  30.1%  33.1%
Net Debt-to-Net Capital Ratio 28.1%  23.6% 22.7%
Operating Cash Flow-to-Debt Ratio  62.4%  79.9%  72.9%
Interest Coverage Ratio 12.9 12.9 15.7

Total debt was $4.5 billion, $3.8 billion and $4.0 billion
for 2008, 2007 and 2006, respectively. During 2008,
the Company issued $400 million of 5.250% notes due
October 2018, under a shelf registration statement
filed with the Securities and Exchange Commission and
$250 million of 5 2% notes matured. During 2007, the
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Company issued $250 million of 5.125%, ten-year notes
due December 2016 and $250 million of 5.375%, ten-year
notes due October 2017. During 2006, $250 million

of 6.3% notes matured. The total debt-to-capital ratio
was 33.1 percent at year-end 2008, compared with

30.1 percent for 2007 and 33.1 percent for 2006. At
September 30, 2008, net debt (total debt less cash and
equivalents and short-term investments) was 22.7 percent
of net capital, compared with 23.6 percent of net capital
in 2007 and 28.1 percent of net capital in 2006. The
operating cash flow-to-debt ratio was 72.9 percent,
79.9 percent and 62.4 percent in 2008, 2007 and 2006,
respectively. The Company’s interest coverage ratio
(earnings before income taxes and interest expense,
divided by interest expense) was 15.7 times in 2008,
compared with 12.9 times in 2007 and 2006. The
increase in the interest coverage ratio from 2007 to
2008 reflects higher earnings and lower interest rates.
See Notes 3, 8 and 9 for additional information. The
Company’s strong financial position supports long-term
debt ratings of A2 by Moody’s Investors Service and A by
Standard and Poor’s.

Atyear-end 2008, the Company maintained, but has

not drawn upon, a five-year revolving credit facility
effective until April 2011 amounting to $2.8 billion to
support short-term borrowings. The credit facility does
not contain any financial covenants and is not subject

to termination based on a change in credit ratings or a
material adverse change. In addition, as of September 30,
2008, the Company could issue up to $1.35 billion in debt
securities, preferred stock, common stock, warrants,
share purchase contracts and share purchase units under
the shelf registration statement filed with the Securities
and Exchange Commission. The Company intends to file a
new shelf registration statement prior to the expiration of
the existing registration in December 2008.

The credit markets, including the commercial paper
sector in the United States, have recently experienced
adverse conditions. Continuing volatility in the capital
markets may increase costs associated with issuing
commercial paper or other debt instruments, or affect
the Company’s ability to access those markets. Notwith-
standing these adverse market conditions, the Company
has been able to issue commercial paper and currently
believes that sufficient funds will be available to meet
the Company’s needs in the foreseeable future through
existing resources, ongoing operations and commercial
paper (or backup credit lines). However, the Company
could be adversely affected if the credit market condi-
tions deteriorate further or continue for an extended
period of time and customers, suppliers and financial
institutions are unable to meet their commitments

to the Company.

[25]
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DEBT AS A PERCENT OF CAPITAL
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Total debt was 33 percent of total capital and net debt was
23 percent of net capital at year-end 2008.

CONTRACTUAL OBLIGATIONS

At September 30, 2008, the Company’s contractual
obligations, including estimated payments due by period,
are as follows:

PAYMENTS DUE BY PERIOD

LESS THAN
TYEAR 1-3 YEARS = 3-5 YEARS

MORE THAN

(DOLLARS IN MILLIONS) TOTAL 5 YEARS

Long-term Debt

(including interest) $5,024 654 941 990 2,439
Operating Leases 649 194 231 108 116
Purchase Obligations 1,616 1,185 313 114 4
Total $7,289 2,033 1,485 1,212 2,559

Purchase obligations consist primarily of inventory
purchases made in the normal course of business to

meet operational requirements. The above table does
notinclude $2.1 billion of other noncurrent liabilities
recorded in the balance sheet, as summarized in Note 17,
which consist primarily of deferred income tax (including
unrecognized tax benefits) and retirement and postretire-
ment plan liabilities, because it is not certain when these
liabilities will become due. See Notes 10, 11 and 13 for
additional information.

FINANCIAL INSTRUMENTS

The Company is exposed to market risk related to
changes in interest rates, copper and other commodity
prices and European and other foreign currency exchange
rates, and selectively uses derivative financial instru-
ments, including forwards, swaps and purchased options,
to manage these risks. The Company does not hold
derivatives for trading purposes. The value of market

risk sensitive derivative and other financial instruments

is subject to change as a result of movements in market
rates and prices. Sensitivity analysis is one technique used
to evaluate these impacts. Based on a hypothetical ten-

percent increase in interest rates, ten-percent decrease in
commodity prices or ten-percent weakening in the U.S.
dollar across all currencies, the potential losses in future
earnings, fair value and cash flows are immaterial. This
method has limitations; for example, a weaker U.S. dollar
would benefit future earnings through favorable transla-
tion of non-U.S. operating results and lower commodity
prices would benefit future earnings through lower cost
of sales. See Notes 1,7, 8 and 9.

Critical Accounting Policies

Preparation of the Company’s financial statements
requires management to make judgments, assump-
tions and estimates regarding uncertainties that affect
the reported amounts of assets, liabilities, stockholders’
equity, revenues and expenses. Note 1 of the Notes

to Consolidated Financial Statements describes the
significant accounting policies used in preparation of the
Consolidated Financial Statements. The most significant
areas involving management judgments and estimates
are described in the following paragraphs. Actual results
in these areas could differ materially from management’s
estimates under different assumptions or conditions.

REVENUE RECOGNITION

The Company recognizes nearly all of its revenues
through the sale of manufactured products and records
the sale when products are shipped and title passes to the
customer and collection is reasonably assured. In certain
instances, revenue is recognized on the percentage-of-
completion method, when services are rendered, orin
accordance with AICPA Statement of Position No. 97-2,
“Software Revenue Recognition.” Sales sometimes
include multiple items including services such as instal-
lation. In such instances, revenue assigned to each item
is based on that item’s objectively determined fair value,
and revenue is recognized individually for delivered
items only if the delivered items have value to the
customer on a standalone basis and performance of the
undelivered items is probable and substantially in the
Company’s control, or the undelivered items are
inconsequential or perfunctory. Management believes
that all relevant criteria and conditions are considered
when recognizing sales.

INVENTORIES

Inventories are stated at the lower of cost or market.

The majority of inventory values are based upon stan-
dard costs that approximate average costs, while the
remainder are principally valued on a first-in, first-out
basis. Standard costs are revised at the beginning of each
fiscal year. The effects of resetting standards and oper-
ating variances incurred during each period are allocated
between inventories and cost of sales. The Company’s
divisions regularly review inventory for obsolescence,



make appropriate provisions and dispose of obsolete
inventory on an ongoing basis. Various factors are consid-
ered in making this determination, including recent sales
history and predicted trends, industry market conditions
and general economic conditions.

LONG-LIVED ASSETS

Long-lived assets, which include primarily goodwill

and property, plant and equipment, are reviewed for
impairment whenever events or changes in business
circumstances indicate the carrying value of the assets
may not be recoverable, as well as annually for goodwiill.
If the Company determines that the carrying value of
the long-lived asset may not be recoverable, a perma-
nent impairment charge is recorded for the amount by
which the carrying value of the long-lived asset exceeds
its fair value. Fair value is generally measured based on a
discounted cash flow method using a discount rate
determined by management to be commensurate with
the risk inherent in the Company’s current business
model. The estimates of cash flows and discount rate
are subject to change depending on the economic
environment, including such factors as interest rates,
expected market returns and volatility of markets served,
particularly if the current downturn continues for an
extended period of time. Management believes that the
estimates of future cash flows and fair value are reason-
able; however, changes in estimates could materially
affect the evaluations. The slowdown in consumer
appliance and residential end-markets over the past two
years, along with strategic decisions in connection with
two businesses, resulted in a $31 million impairmentin
the North American appliance control business and a
$92 million loss on the divestiture of the European appli-
ance motor and pump business. See Notes 1, 3, 4 and 6.

RETIREMENT PLANS

The Company continues to focus on a prudent long-term
investment strategy. Defined benefit plan expense and
obligations are dependent on assumptions used in calcu-
lating such amounts. These assumptions include discount
rate, rate of compensation increases and expected

return on plan assets. In accordance with U.S. generally
accepted accounting principles, actual results that differ
from the assumptions are accumulated and amortized
over future periods. While management believes that

the assumptions used are appropriate, differences in
actual experience or changes in assumptions may affect
the Company’s retirement plan obligations and future
expense. The discount rate for the U.S. retirement plans
was 6.50 percent as of June 30, 2008. As of June 30, 2008,
the U.S. retirement plans were overfunded by $331 million
and non-U.S. plans were underfunded by $224 million.
Unrecognized losses, which will be recognized in future
years, were $804 million as of June 30, 2008. Subse-
quent to the June 30 measurement date, asset values
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have declined as a result of recent volatility in the capital
markets, while pension liabilities have decreased with
higher interest rates. The Company estimates that retire-
ment plans in total were underfunded by approximately
$400 million as of October 31, 2008. The Company
contributed $135 million to defined benefit plans in 2008
and expects to contribute approximately $200 million in
2009. Defined benefit pension plan expense is expected
to decline slightly in 2009.

Effective September 30, 2007, the Company adopted
the recognition and disclosure provisions of Statement
of Financial Accounting Standards No. 158, “Employers’
Accounting for Defined Benefit Pension and Other
Postretirement Plans” (FAS 158). This statement requires
employers to recognize the funded status of defined
benefit plans and other postretirement plans in the
balance sheet and to recognize changes in the funded
status through comprehensive income in the yearin
which they occur. The incremental effect of adopting FAS
158 resulted in a pretax charge to accumulated other
comprehensive income of $522 million ($329 million
after-tax). Also see Notes 10 and 11 for additional disclo-
sures. Effective for fiscal year 2009, FAS 158 requires plan
assets and liabilities to be measured as of year-end, rather
than the June 30 measurement date that the Company
presently uses.

INCOME TAXES

Income tax expense and deferred tax assets and liabilities
reflect management’s assessment of actual future taxes
to be paid on items reflected in the financial statements.
Uncertainty exists regarding tax positions taken in
previously filed tax returns still under examination and
positions expected to be taken in future returns. Deferred
tax assets and liabilities arise because of differences
between the consolidated financial statement carrying
amounts of existing assets and liabilities and their
respective tax bases, and operating loss and tax credit
carryforwards. Deferred income taxes are measured
using enacted tax rates in effect for the year in which the
temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities

of a change in tax rates is recognized in the period that
includes the enactment date. Generally, no provision is
made for U.S. income taxes on the undistributed earnings
of non-U.S. subsidiaries. These earnings are permanently
invested or otherwise indefinitely retained for continuing
international operations. Determination of the amount of
taxes that might be paid on these undistributed earnings
if eventually remitted is not practicable. See Note 13.

Effective October 1, 2007, the Company adopted

the recognition and disclosure provisions of Financial
Accounting Standards Board Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes — an
Interpretation of FASB Statement 109” (FIN 48). FIN 48
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addresses the accounting for uncertain tax positions that
a company has taken or expects to take on a tax return. As
of October 1, 2007, the Company had total unrecognized
tax benefits of $149 million before recoverability of cross-
jurisdictional tax credits (U.S., state and non-U.S.) and
temporary differences, and including amounts related to
acquisitions that would reduce goodwill. If none of these
liabilities is ultimately paid, the tax provision and tax rate
would be favorably impacted by $90 million. As a result of
adoption, the Company recorded a charge of $6 million
to beginning retained earnings. See Note 13 for
additional disclosures regarding the adoption.

NEW ACCOUNTING PRONOUNCEMENTS

In September 2006, the Financial Accounting Standards
Board issued Statement of Financial Accounting Stan-
dards No. 157, “Fair Value Measurements” (FAS 157). FAS
157 defines fair value, establishes a formal framework for
measuring fair value and expands disclosures about fair
value measurements. The Company believes FAS 157,
which is required to be adopted in the first quarter of
fiscal 2009, will not have a material impact on the finan-
cial statements.

In March 2008, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards

No. 161, “Disclosures about Derivative Instruments and
Hedging Activities” (FAS 161). FAS 161 requires addi-
tional derivative disclosures, including objectives and
strategies for using derivatives, fair value amounts of and
gains and losses on derivative instruments, and credit-
risk-related contingent features in derivative agreements.
The Company believes FAS 161, which is effective for
financial statements issued for fiscal years and interim
periods beginning after November 15, 2008, will not have
a material impact on the financial statements.

In December 2007, the Financial Accounting Stan-

dards Board issued Statement of Financial Accounting
Standards No. 141(R), “Business Combinations” (FAS
141(R)). FAS 141(R) requires assets acquired and liabilities
assumed to be measured at fair value as of the acquisi-
tion date, acquisition related costs incurred prior to the
acquisition to be expensed and contractual contingencies
to be recognized at fair value as of the acquisition date.
FAS 141(R) is effective for acquisitions completed after
October 1, 2009.

In December 2007, the Financial Accounting Standards
Board issued Statement of Financial Accounting Stan-
dards No. 160, “Noncontrolling Interests in Consolidated
Financial Statements - an amendment of ARB No. 51”
(FAS 160). FAS 160 requires an entity to separately
disclose non-controlling interests as a separate compo-
nent of equity in the balance sheet and clearly identify on
the face of the income statement net income related to
non-controlling interests. FAS 160 is effective for fiscal
years beginning after December 15, 2008. The Company
does not expect the adoption of FAS 160 to have a mate-
rialimpact on the financial statements.

In June 2008, the Financial Accounting Standards Board
issued FASB Staff Position No. EITF 03-6-1, “Determining
Whether Instruments Granted in Share-Based Payment
Transactions Are Participating Securities” (FSP EITF
03-6-1). FSP EITF 03-6-1 clarifies whether instruments
granted in share-based payment transactions should be
included in the computation of EPS using the two-class
method prior to vesting. The Company is in the process of
analyzing the impact of FSP EITF 03-6-1, which is effective
for financial statements issued for fiscal years beginning
after December 15, 2008. The Company does not expect
the adoption of FSP EITF 06-3-1 to have a material impact
on the financial statements.

EARNINGS PER SHARE

$3.06

$2.66
$2.24

Net earnings per share were a record $3.06 in 2008,
a 15 percent increase over the prior year.

$1.70

$1.49
$1.29 |I

2003

2008
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CONSOLIDATED STATEMENTS OF EARNINGS

EMERSON ELECTRIC CO. & SUBSIDIARIES

Years ended September 30 | Dollars in millions, except per share amounts

2006 2007 2008

Net sales $19,734 22,131 24,807
Costs and expenses:

Cost of sales 12,605 14,066 15,668

Selling, general and administrative expenses 4,076 4,569 5,057

Other deductions, net 173 175 303

Interest expense (net of interest income: 2006, $18; 2007, $33; 2008, $56) 207 228 188
Earnings from continuing operations before income taxes 2,673 3,093 3,591
Income taxes 834 964 1,137
Earnings from continuing operations $ 1,839 2,129 2,454
Discontinued operations, net of tax 6 7 (42)
Net earnings $ 1,845 2,136 2,412
Basic earnings per common share:

Earnings from continuing operations $ 225 2.68 3.14

Discontinued operations 0.01 0.01 (0.05)
Basic earnings per common share $ 226 2.69 3.09
Diluted earnings per common share:

Earnings from continuing operations $ 223 2.65 3.1

Discontinued operations 0.01 0.01 (0.05)
Diluted earnings per common share $ 224 2.66 3.06

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS

EMERSON ELECTRIC CO. & SUBSIDIARIES

September 30 | Dollars in millions, except per share amounts

ASSETS 2007 2008

Current assets

Cash and equivalents $ 1,008 1,777
Receivables, less allowances of $86 in 2007 and $90 in 2008 4,260 4,618
Inventories:
Finished products 884 884
Raw materials and work in process 1,343 1,464
Total inventories 2,227 2,348
Other current assets 570 588
Total current assets 8,065 9,331

Property, plant and equipment

Land 199 201
Buildings 1,683 1,737
Machinery and equipment 6,138 6,296
Construction in progress 414 457
8,434 8,691
Less accumulated depreciation 5,003 5,184
Property, plant and equipment, net 3,431 3,507
Other assets
Goodwill 6,412 6,562
Other 1,772 1,640
Total other assets 8,184 8,202
$19,680 21,040

See accompanying Notes to Consolidated Financial Statements.



A Powerful Force for Innovation [ 31 ]

LIABILITIES AND STOCKHOLDERS’ EQUITY 2007 2008

Current liabilities

Short-term borrowings and current maturities of long-term debt $ 404 1,221
Accounts payable 2,501 2,699
Accrued expenses 2,337 2,480
Income taxes 304 173
Total current liabilities 5,546 6,573
Long-term debt 3,372 3,297
Other liabilities 1,990 2,057

Stockholders’ equity
Preferred stock of $2.50 par value per share
Authorized 5,400,000 shares; issued - none - -
Common stock of $0.50 par value per share

Authorized 1,200,000,000 shares; issued 953,354,012 shares;

outstanding 788,434,076 shares in 2007 and 771,216,037 shares in 2008 477 477
Additional paid-in capital 31 146
Retained earnings 12,536 14,002
Accumulated other comprehensive income 382 141

13,426 14,766

Less cost of common stock in treasury, 164,919,936 shares in 2007 and
182,137,975 shares in 2008 4,654 5,653

Total stockholders’ equity 8,772 9,113

$19,680 21,040
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS” EQUITY

EMERSON ELECTRIC CO. & SUBSIDIARIES

Years ended September 30 | Dollars in millions, except per share amounts

2006 2007 2008
Common stock
Beginning balance $ 238 238 477
Adjustment for stock split - 239 -
Ending balance 238 477 477
Additional paid-in capital
Beginning balance 120 161 31
Stock plans and other 41 31 115
Adjustment for stock split - (1671) -
Ending balance 161 31 146
Retained earnings
Beginning balance 10,199 11,314 12,536
Net earnings 1,845 2,136 2,412
Cash dividends (per share: 2006, $0.89; 2007, $1.05; 2008, $1.20) (730) (837) (940)
Adjustment for stock split - (77) -
Adjustment for adoption of FIN 48 - - (6)
Ending balance 11,314 12,536 14,002
Accumulated other comprehensive income
Beginning balance (65) 306 382
Foreign currency translation 175 459 (30)
Pension and postretirement adjustments (net of tax of: 2006,
$(71); 2007, $(1); 2008, $51) 121 2 (144)
Cash flow hedges and other (net of tax of: 2006, $(43); 2007, $29; 2008, $51) 75 (56) (67)
Adjustment for adoption of FAS 158 (net of tax of: 2007, $193) - (329) -
Ending balance 306 382 141
Treasury stock
Beginning balance (3,092) (3,865) (4,654)
Acquired (871) (849) (1,128)
Issued under stock plans and other 98 60 129
Ending balance (3,865) (4,654) (5,653)
Total stockholders’ equity $ 8,154 8,772 9,113
Comprehensive income
Net earnings $ 1,845 2,136 2,412
Foreign currency translation 175 459 (30)
Pension and postretirement adjustments 121 2 (144)
Cash flow hedges and other 75 (56) (67)
Total $ 2,216 2,541 2,171

See accompanying Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

EMERSON ELECTRIC CO. & SUBSIDIARIES

Years ended September 30 | Dollars in millions

2006 2007 2008
Operating activities
Net earnings $ 1,845 2,136 2,412
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization 607 656 707
Changes in operating working capital (152) 137 (22)
Pension funding (124) (136) (135)
Other 336 223 331
Net cash provided by operating activities 2,512 3,016 3,293
Investing activities
Capital expenditures (6071) (681) (714)
Purchases of businesses, net of cash and equivalents acquired (752) (295) (561)
Other 137 106 203
Net cash used in investing activities (1,216) (870) (1,072)
Financing activities
Net increase (decrease) in short-term borrowings 89 (800) 521
Proceeds from long-term debt 6 496 400
Principal payments on long-term debt (266) (5) (261)
Dividends paid (730) (837) (940)
Purchases of treasury stock (862) (853) (1,120)
Other 32 5 (54)
Net cash used in financing activities (1,731) (1,994) (1,454)
Effect of exchange rate changes on cash and equivalents 12 46 2
Increase (decrease) in cash and equivalents (423) 198 769
Beginning cash and equivalents 1,233 810 1,008
Ending cash and equivalents $ 810 1,008 1,777
Changes in operating working capital
Receivables $ (246) (349) (293)
Inventories (274) 96 (90)
Other current assets 36 36 19
Accounts payable 324 104 199
Accrued expenses 71 200 154
Income taxes (63) 50 (11)
$ (152) 137 (22)

See accompanying Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

EMERSON ELECTRIC CO. & SUBSIDIARIES

Years ended September 30 | Dollars in millions, except per share amounts

(1) Summary of Significant Accounting Policies
PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of the Company and its controlled affiliates. Intercompany
transactions, profits and balances are eliminated in consolidation. Other investments of 20 percent to 50 percent are
accounted for by the equity method. Investments in nonpublicly-traded companies of less than 20 percent are carried
at cost. Investments in publicly-traded companies of less than 20 percent are carried at fair value, with changes in fair
value reflected in accumulated other comprehensive income.

FOREIGN CURRENCY TRANSLATION

The functional currency of a vast majority of the Company’s non-U.S. subsidiaries is the local currency. Adjustments
resulting from the translation of financial statements are reflected in accumulated other comprehensive income.

CASH EQUIVALENTS

Cash equivalents consist of highly liquid investments with original maturities of three months or less.

INVENTORIES

Inventories are stated at the lower of cost or market. The majority of inventory values are based upon standard costs
that approximate average costs, while the remainder are principally valued on a first-in, first-out basis. Standard costs
are revised at the beginning of each fiscal year. The effects of resetting standards and operating variances incurred
during each period are allocated between inventories and cost of sales.

PROPERTY, PLANT AND EQUIPMENT

The Company records investments in land, buildings, and machinery and equipment at cost. Depreciation is computed
principally using the straight-line method over estimated service lives. Service lives for principal assets are 30 to 40 years
for buildings and 8 to 12 years for machinery and equipment. Long-lived assets are reviewed for impairment whenever
events or changes in business circumstances indicate the carrying value of the assets may not be recoverable. Impair-
ment losses are recognized based on fair value if expected future undiscounted cash flows of the related assets are less
than their carrying values.

GOODWILL AND INTANGIBLE ASSETS

Assets and liabilities acquired in business combinations are accounted for using the purchase method and recorded

at their respective fair values. Substantially all goodwill is assigned to the reporting unit that acquires a business. A
reporting unit is an operating segment as defined in Statement of Financial Accounting Standards No. 131, “Disclo-
sures about Segments of an Enterprise and Related Information,” or a business one level below an operating segment
if discrete financial information is prepared and reqularly reviewed by the segment manager. The Company conducts

a formal impairment test of goodwill on an annual basis and between annual tests if an event occurs or circumstances
change that would more likely than not reduce the fair value of a reporting unit below its carrying value. Under the
impairment test, if a reporting unit’s carrying amount exceeds its estimated fair value, a goodwill impairment is recog-
nized to the extent that the reporting unit’s carrying amount of goodwill exceeds the implied fair value of the goodwiill.
Fair values of reporting units are estimated using discounted cash flows and market multiples.

All of the Company’s intangible assets (other than goodwill) are subject to amortization. Intangibles consist of intel-
lectual property (such as patents and trademarks), customer relationships and capitalized software and are amortized
on a straight-line basis. These intangibles are also subject to evaluation for potential impairment if an event occurs or
circumstances change that indicate the carrying amount may not be recoverable.

WARRANTY

The Company’s product warranties vary by each of its product lines and are competitive for the markets in which it
operates. Warranty generally extends for a period of one to two years from the date of sale or installation. Provisions
for warranty are determined primarily based on historical warranty cost as a percentage of sales or a fixed amount per
unit sold based on failure rates, adjusted for specific problems that may arise. Product warranty expense is less than

1 percent of sales.

REVENUE RECOGNITION

The Company recognizes nearly all of its revenues through the sale of manufactured products and records the sale
when products are shipped and title passes to the customer and collection is reasonably assured. In certain instances,
revenue is recognized on the percentage-of-completion method, when services are rendered, or in accordance with
AICPA Statement of Position No. 97-2, “Software Revenue Recognition.” Sales sometimes include multiple items
including services such as installation. In such instances, revenue assigned to each item is based on that item’s objec-
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tively determined fair value, and revenue is recognized individually for delivered items only if the delivered items have
value to the customer on a standalone basis and performance of the undelivered items is probable and substantially
in the Company’s control, or the undelivered items are inconsequential or perfunctory. Management believes that all
relevant criteria and conditions are considered when recognizing sales.

FINANCIAL INSTRUMENTS

All derivative instruments are reported on the balance sheet at fair value. The accounting for changes in fair value

of a derivative instrument depends on whether it has been designated and qualifies as a hedge and on the type of
hedge. For each derivative instrument designated as a cash flow hedge, the effective portion of the gain or loss on the
derivative is deferred in accumulated other comprehensive income until recognized in earnings with the underlying
hedged item. For each derivative instrument designated as a fair value hedge, the gain or loss on the derivative and the
offsetting gain or loss on the hedged item are recognized immediately in earnings. Currency fluctuations on non-U.S.
dollar obligations that have been designated as hedges on non-U.S. net asset exposures are included in accumulated
other comprehensive income. Regardless of type, a fully effective hedge will result in no net earnings impact while
the derivative is outstanding. To the extent that any hedge is ineffective at offsetting cash flow or fair value changes
in the underlying hedged item, there could be a net earnings impact. Gains and losses from the ineffective portion of
any hedge, as well as the gains and losses on derivative instruments not designated as a hedge, are recognized in the
income statement immediately.

INCOME TAXES

No provision has been made for U.S. income taxes on the undistributed earnings of non-U.S. subsidiaries of approxi-
mately $3.6 billion at September 30, 2008. These earnings are permanently invested or otherwise indefinitely retained
for continuing international operations. Determination of the amount of taxes that might be paid on these undistrib-
uted earnings if eventually remitted is not practicable.

COMPREHENSIVE INCOME

Comprehensive income is primarily comprised of net earnings and changes in foreign currency translation, pension and
postretirement adjustments and changes in cash flow hedges. Accumulated other comprehensive income, after-tax,
consists of foreign currency translation credits of $698 and $728, pension and postretirement charges of $528 and
$384, and cash flow hedges and other charges of $29 and credits of $38 at September 30, 2008 and 2007, respectively.

FINANCIAL STATEMENT PRESENTATION

The preparation of the financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect reported amounts and related disclosures. Actual results
could differ from those estimates.

On December 11, 2006, a two-for-one split of the Company’s common stock was effected in the form of a 100 percent
stock dividend (shares began trading on a post-split basis on December 12, 2006). This stock split resulted in the
issuance of approximately 476.7 million additional shares of common stock and was accounted for by the transfer of
approximately $161 from additional paid-in capital and $77 from retained earnings to common stock. All share and per
share data have been retroactively restated to reflect this split.

Effective September 30, 2007, Emerson adopted the recognition and disclosure provisions of Statement of Financial
Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans”
(FAS 158). This statement requires employers to recognize the over- or under-funded status of defined benefit plans
and other postretirement plans in the balance sheet and to recognize changes in the funded status in the year in which
the changes occur through comprehensive income. The incremental effect of adopting FAS 158 was a reduction in
other assets of $425, anincrease in other liabilities of $97 and an after-tax charge to accumulated other comprehensive
income of $329 (See Notes 10 and 11).

Effective October 1, 2007, the Company adopted the recognition and disclosure provisions of Financial Accounting
Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an Interpretation of FASB State-
ment 109” (FIN 48). FIN 48 addresses the accounting for uncertain tax positions that a company has taken or expects
to take on a tax return. As a result of adoption, the Company recorded a charge of $6 to beginning retained earnings
(See Note 13).

Certain prior year amounts have been reclassified to conform to the current year presentation. The operating results of
the European appliance motor and pump business are classified as discontinued operations for all periods presented.
The operating results of Brooks are classified as discontinued operations for 2008.

[35]
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(2) Weighted Average Common Shares

Basic earnings per common share consider only the weighted average of common shares outstanding while diluted
earnings per common share consider the dilutive effects of stock options and incentive shares. Options to purchase
approximately 3.6 million, 1.1 million and 1.0 million shares of common stock were excluded from the computation
of diluted earnings per share in 2008, 2007 and 2006, respectively, because their effect would have been antidilutive.
Reconciliations of weighted average common shares for basic earnings per common share and diluted earnings per
common share follow:

(SHARES IN MILLIONS) 2006 2007 2008
Basic 816.5 793.8 780.3
Dilutive shares 8.0 10.1 9.1
Diluted 824.5 803.9 789.4

(3) Acquisitions and Divestitures

The Company acquired Motorola Inc.’s Embedded Computing business (Embedded Computing) during the first
quarter of 2008. Embedded Computing provides communication platforms and enabling software used by manufac-
turers of equipment for telecommunications, medical imaging, defense and aerospace, and industrial automation
markets and is included in the Network Power segment. In addition to Embedded Computing, the company acquired
several smaller businesses during 2008 mainly in the Process Management and Network Power segments. Total cash
paid for these businesses was approximately $561 (net of cash and equivalents acquired of approximately $2) and
their annualized sales were approximately $665. Goodwill of $273 ($214 of which is expected to be deductible for tax
purposes) and identifiable intangible assets (primarily technology and customer relationships) of $191, which are being
amortized on a straight-line basis over a weighted-average life of eight years, were recognized from these transactions
in 2008. Third-party valuations of assets are in-process; purchase price allocations are subject to refinement for fiscal
year 2008 acquisitions.

In the first quarter of 2008, the Company divested the Brooks Instrument flow meters and flow controls unit (Brooks),
which had sales for the first quarter of 2008 of $21 and net earnings of $1. The Company received $100 from the sale
of Brooks, resulting in a pretax gain of $63 ($42 after-tax). The net gain and results of operations for fiscal 2008 were
classified as discontinued operations; prior year results of operations were inconsequential. This business was previ-
ously included in the Process Management segment. In fiscal 2008, the Company completed the divestiture of the
European appliance motor and pump business and received approximately $101 from the sale, resulting in a total loss
of $92. In connection with a long-term strategy to divest selective slower-growth businesses, the Company had been
actively pursuing the sale of this business. The forecast for this business was lower than originally planned due to a
slow economic environment for the consumer appliance market, increasing competition from Asia, higher commodity
costs, and loss of a customer. As a result, the carrying value of this business exceeded its estimated realizable value, and
a loss of $52 was recorded for goodwill impairment in the second quarter of 2008. The Company entered into a defini-
tive agreement to sell the business which resulted in an additional loss of $36 (including goodwill of $31) during the
third quarter of 2008. A $4 loss was recorded when the transaction closed in the fourth quarter of 2008. The European
appliance motor and pump business had total annual sales of $453, $441 and $399 and net earnings, excluding the
loss, of $7, $7, and $6, in 2008, 2007 and 2006, respectively. The results of operations were classified as discontinued
operations for all periods presented. This business was previously included in the Appliance and Tools segment.

The Company acquired Damcos Holding AS (Damcos) during the second quarter of fiscal 2007, and Stratos Interna-
tional, Inc. (Stratos) during the fourth quarter of fiscal 2007. Damcos supplies valve remote control systems and tank
monitoring equipment to the marine and shipbuilding industries and is included in the Process Management segment.
Stratos is a designer and manufacturer of radio-frequency and microwave interconnect products and is included in the
Network Power segment. In addition to Damcos and Stratos, the Company acquired several smaller businesses during
2007 mainly in the Process Management and Appliance and Tools segments. Total cash paid for these businesses was
approximately $295 (net of cash and equivalents acquired of approximately $40 and debt assumed of approximately
$56) and their annualized sales were $240. Goodwill of $189 (none of which is expected to be deductible for tax
purposes) and identifiable intangible assets (primarily technology and customer relationships) of $106, which are being
amortized on a straight-line basis over a weighted-average life of nine years, were recognized from these transactions
in 2007.
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In 2007, the Company divested two small business units that had total annual sales of $113 and $115 for fiscal years
2006 and 2005, respectively. In the fourth quarter of 2006, the Company received approximately $80 from the dives-
titure of the materials testing business, resulting in a pretax gain of $31 ($22 after-tax). The materials testing business
represented total annual sales of approximately $58 and $59 in 2006 and 2005, respectively. These businesses were
not reclassified as discontinued operations because of immateriality.

The Company acquired Artesyn Technologies, Inc. (Artesyn) during the third quarter of fiscal 2006, and Kniirr AG
(Kntirr) and Bristol Babcock (Bristol) during the second quarter of fiscal 2006. Artesyn is a global manufacturer of
advanced power conversion equipment and board-level computing solutions for infrastructure applications in
telecommunication and data-communication systems and is included in the Network Power segment. Kndirr is a
manufacturer of indoor and outdoor enclosure systems and cooling technologies for telecommunications, electronics
and computing equipment and is included in the Network Power segment. Bristol is a manufacturer of control and
measurement equipment for oil and gas, water and wastewater, and power industries and is included in the Process
Management segment. In addition to Artesyn, Kniirr and Bristol, the Company acquired several smaller businesses
during 2006 mainly in the Industrial Automation and Appliance and Tools segments. Total cash paid for these busi-
nesses was approximately $752 (net of cash and equivalents acquired of approximately $120 and debt assumed of
approximately $90) and their annualized sales were $920. Goodwill of $481 ($54 of which is expected to be deductible
for tax purposes) and identifiable intangible assets (primarily technology and customer relationships) of $189, which
are being amortized on a straight-line basis over a weighted-average life of nine years, were recognized from these
transactions in 2006.

The results of operations of these businesses have been included in the Company’s consolidated results of operations
since the respective dates of acquisition and prior to the respective dates of divestiture.

(4) Other Deductions, Net

Other deductions, net are summarized as follows:

2006 2007 2008

Rationalization of operations $ 80 75 92
Amortization of intangibles (intellectual property and customer relationships) 47 63 81
Other 114 111 194
Gains, net (68) (74) (64)
Total $173 175 303

Other is comprised of several items that are individually immaterial, including minority interest expense, foreign
currency gains and losses, bad debt expense, equity investment income and losses, as well as one-time items, such

as litigation and disputed matters, insurance recoveries and interest refunds. Other increased from 2007 to 2008
primarily because of an additional $12 loss on foreign currency exchange transactions, an approximate $12 charge for
in-process research and development in connection with the acquisition of the Embedded Computing business and

a $31 goodwill impairment charge related to the North American appliance control business due to a slow economic
environment for consumer appliance and residential end-markets and a major customer’s strategy to diversify
suppliers and transition to and internalize the production of electronic controls. The customer’s strategy will result in
a reduction of volume and potential elimination of the appliance control business as a supplier. As a result, sales and
profits for this business are forecasted to decline. The Company considered the potential sale of this business and two
strategic buyers expressed preliminary interest in the third quarter of 2008. Both subsequently decided not to pursue the
acquisition of this business. Therefore, the decision was made to restructure these operations and integrate them with
the North American appliance motors business.

Gains, net for 2008 includes the following items. The Company received $54 and recognized a gain of $39 ($20 after-
tax) on the sale of an equity investment in Industrial Motion Control Holdings, LLC, a manufacturer of motion control
components for automation equipment. The Company also recorded a gain of $18 related to the sale of a facility.

Gains, net for 2007 includes the following items. The Company recorded gains of approximately $32 in 2007 related to
the sale of its remaining 4.5 million shares of MKS Instruments, Inc. (MKS), a publicly-traded company. The Company
also recorded a gain of approximately $24 in 2007 for payments received under the U.S. Continued Dumping and
Subsidy Offset Act (Offset Act).

Gains, net for 2006 includes the following items. The Company recorded gains of approximately $26 in 2006 related

to the sale of 4.4 million shares of MKS. In the fourth quarter of 2006, the Company recorded a pretax gain of approxi-
mately $31 related to the divesture of the materials testing business. Also during the fourth quarter of 2006, the
Company recorded a pretax charge of $14 related to the write-down of two businesses that were sold in 2007 to their
net realizable values. The Company also recorded a gain of approximately $18 in 2006 for payments received under the
Offset Act.

[37]
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(5) Rationalization of Operations

The change in the liability for the rationalization of operations during the years ended September 30 follows:

2007 EXPENSE PAID [ UTILIZED 2008

Severance and benefits $28 49 44 33
Lease/contract terminations 8 3 6 5
Fixed asset write-downs - 4 4 -
Vacant facility and other shutdown costs 1 8 8 1
Start-up and moving costs - 34 33 1
$37 98 95 40

2006 EXPENSE PAID | UTILIZED 2007

Severance and benefits $31 40 43 28
Lease/contract terminations 12 4 8 8
Fixed asset write-downs - 2 2 -
Vacant facility and other shutdown costs 1 8 8 1
Start-up and moving costs 1 29 30 -
$45 83 91 37

Expense includes $6, $8 and $4 in 2008, 2007 and 2006, respectively, related to the European appliance motor and
pump business classified as discontinued operations.

Rationalization of operations by segment is summarized as follows:

2006 2007 2008

Process Management $14 15 12
Industrial Automation 12 14 19
Network Power 19 23 28
Climate Technologies 14 9 22
Appliance and Tools 21 14 1
Total $80 75 92

Rationalization of operations comprises expenses associated with the Company’s efforts to continuously improve

operational efficiency and to expand globally in order to remain competitive on a worldwide basis. These expenses
result from numerous individual actions implemented across the divisions on a routine basis. Rationalization of opera-
tions includes ongoing costs for moving facilities, starting up plants from relocation as well as business expansion,
exiting product lines, curtailing/downsizing operations because of changing economic conditions, and other items
resulting from asset redeployment decisions. Shutdown costs include severance, benefits, stay bonuses, lease/contract
terminations and asset write-downs. Start-up and moving costs include employee training and relocation, movement
of assets and other items. Vacant facility costs include security, maintenance and utility costs associated with facilities

that are no longer being utilized.

During 2008, rationalization of operations primarily related to the exit of approximately 10 production, distribution, or
office facilities, including the elimination of approximately 2,300 positions, as well as costs related to facilities exited

in previous periods. Noteworthy rationalization actions during 2008 are as follows. Process Management included
start-up costs related to capacity expansion in China to serve the Asian market and severance related to consolidation
of certain production facilities in Europe to obtain operational efficiencies. Industrial Automation included severance
and start-up and moving costs related to the consolidation of certain power transmission and valve facilities in North
America to obtain operational efficiencies. Network Power included severance and start-up and moving costs related

to the consolidation of certain production in North America to remain competitive on a global basis and start-up

and moving costs related to the transfer of certain embedded computing production in Asia. Climate Technologies
included severance and shutdown and start-up and moving costs related to the shifting of certain production in the
United States to Mexico, and severance and shutdown costs related to the consolidation of certain production facilities
in Europe to obtain operational efficiencies. Appliance and Tools included severance and start-up and moving costs
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related to the shifting of certain production from Canada to the United States and severance related to the closure

of certain motor production in Europe to remain competitive on a global basis. The Company expects rationalization
expense for 2009 to be approximately $125 to $150, including the costs to complete actions initiated before the end of
2008 and actions anticipated to be approved and initiated during 2009.

During 2007, rationalization of operations primarily related to the exit of approximately 25 production, distribution, or
office facilities, including the elimination of approximately 2,200 positions, as well as costs related to facilities exited

in previous periods. Noteworthy rationalization actions during 2007 are as follows. Process Management included
start-up costs related to capacity expansion in China to serve the Asian market, as well as severance and start-up and
moving costs related to the movement of certain operations in Western Europe to Eastern Europe and Asia to improve
profitability. Industrial Automation included severance and start-up and moving costs related to the consolidation of
certain power transmission facilities in Asia and North America to obtain operational efficiencies and serve Asian and
North American markets. Network Power included severance related to the closure of certain power conversion facili-
ties acquired with Artesyn, as well as severance and start-up and moving costs related to the shifting of certain power
systems production from the United States and Europe to Mexico to remain competitive on a global basis. Climate
Technologies included start-up costs related to capacity expansion in Mexico and Eastern Europe to improve profit-
ability and to serve these markets, and start-up and moving costs related to the consolidation of certain production
facilities in the United States to obtain operational efficiencies. Appliance and Tools included severance and start-up
and moving costs related to the consolidation of certain North American production, and severance related to the
closure of certain motor production in Europe to remain competitive on a global basis.

During 2006, rationalization of operations primarily related to the exit of approximately 10 production, distribution, or
office facilities, including the elimination of approximately 1,700 positions, as well as costs related to facilities exited

in previous periods. Noteworthy rationalization actions during 2006 are as follows. Process Management included
severance related to the shifting of certain regulator production from Western Europe to Eastern Europe. Industrial
Automation included start-up and moving costs related to shifting certain motor production in Western Europe to
Eastern Europe, China and Mexico to leverage costs and remain competitive on a global basis and to serve these
markets. Network Power included severance related to the closure of certain power conversion facilities acquired with
Artesyn, severance, start-up and vacant facility costs related to the consolidation of certain power systems operations
in North America and the consolidation of administrative operations in Europe to obtain operational synergies. Climate
Technologies included severance related to the movement of temperature sensors and controls production from
Western Europe to China and start-up and moving costs related to a new plant in Eastern Europe in order to improve
profitability. Appliance and Tools included primarily severance and start-up and moving costs related to the shifting of
certain tool and motor manufacturing operations from the United States and Western Europe to China and Mexico in

order to consolidate facilities and improve profitability.

(6) Goodwill and Other Intangibles

Acquisitions are accounted for under the purchase method, with substantially all goodwill assigned to the reporting
unit that acquires the business. Under the annual impairment test, if a reporting unit’s carrying amount exceeds its

estimated fair value, a goodwill impairment is recognized to the extent that the reporting unit’s carrying amount of
goodwill exceeds the implied fair value of the goodwill. Fair values of reporting units are estimated using discounted

cash flows and market multiples.

The change in goodwill by business segment follows:

PROCESS INDUSTRIAL NETWORK CLIMATE APPLIANCE

MANAGEMENT AUTOMATION POWER TECHNOLOGIES AND TOOLS TOTAL

Balance, September 30, 2006 $1,778 1,016 2,162 408 649 6,013
Acquisitions 146 1 26 3 13 189
Divestitures (5) (5)
Impairment (7) (7)
Foreign currency translation and other 61 60 76 9 16 222
Balance, September 30, 2007 $1,985 1,070 2,259 420 678 6,412
Acquisitions 87 24 162 273
Divestitures (83) (83)
Impairment (€1 (€1))
Foreign currency translation and other (29) 13 11 (8) 4 9)
Balance, September 30, 2008 $2,043 1,107 2,432 412 568 6,562

See Notes 3 and 4 for further discussion of changes in goodwill related to acquisitions, divestitures and impairment.
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The gross carrying amount and accumulated amortization of intangibles (other than goodwill) by major class follow:

GROSS CARRYING AMOUNT ACCUMULATED AMORTIZATION NET CARRYING AMOUNT
2007 2008 2007 2008 2007 2008
Intellectual property and
customer relationships $ 925 985 381 358 544 627
Capitalized software 729 805 558 613 171 192
$1,654 1,790 939 971 715 819

Total intangible amortization expense for 2008, 2007 and 2006 was $150, $131 and $107, respectively. Based on
intangible assets as of September 30, 2008, amortization expense will approximate $148 in 2009, $130in 2010,
$112in 2011, $87in2012 and $62in 2013.

(7) Financial Instruments

The Company selectively uses derivative financial instruments to manage interest costs, commodity prices and
currency exchange risk. The Company does not hold derivatives for trading purposes. No credit loss is anticipated as
the counterparties to these agreements are major financial institutions with high credit ratings.

To efficiently manage interest costs, the Company utilizes interest rate swaps as cash flow hedges of variable rate debt
or fair value hedges of fixed rate debt. Also as part of its hedging strategy, the Company utilizes purchased option and
forward exchange contracts and commodity swaps as cash flow or fair value hedges to minimize the impact of currency
and commodity price fluctuations on transactions, cash flows, fair values and firm commitments. Hedge ineffective-
ness during 2008, 2007 and 2006 was immaterial. At September 30, 2008, substantially all of the contracts for the sale
or purchase of European and other currencies and the purchase of copper and other commodities mature within two
years; contracts with a fair value of approximately $56 of losses mature in 2009 and $6 of losses mature in 2010.

Notional transaction amounts and fair values for the Company’s outstanding derivatives, by risk category and instru-
ment type, as of September 30, 2008 and 2007, are summarized as follows. Fair values of the derivatives do not
consider the offsetting underlying hedged item.

2007 2008
NOTIONAL FAIR VALUE NOTIONAL FAIR VALUE
AMOUNT GAIN (LOSS) AMOUNT GAIN (LOSS)

Foreign currency:

Forwards $1,922 35 1,835 (24)

Options $ 266 2 243 8
Interest rate swaps $ 113 (3) 122 (2)
Commodity contracts $ 509 45 324 (44)

Fair values of the Company’s financial instruments are estimated by reference to quoted prices from market sources
and financial institutions, as well as other valuation techniques. The estimated fair value of long-term debt (including
current maturities) was in excess of (less than) the related carrying value by ($12) and $2 at September 30, 2008 and
2007, respectively. The estimated fair value of each of the Company’s other classes of financial instruments approxi-
mated the related carrying value at September 30, 2008 and 2007.

(8) Short-Term Borrowings and Lines of Credit

Short-term borrowings and current maturities of long-term debt are summarized as follows:

2007 2008

Current maturities of long-term debt $251 467
Commercial paper 113 665
Payable to banks 19 17
Other 21 72
Total $404 1,221

Weighted-average short-term borrowing interest rate at year-end 3.2% 2.6%
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In 2000, the Company issued 13 billion Japanese yen of commercial paper and simultaneously entered into a ten-year
interest rate swap, which fixed the rate at 2.2 percent.

At year-end 2008, the Company maintained a five-year revolving credit facility effective until April 2011 amounting to
$2.8 billion to support short-term borrowings and to assure availability of funds at prevailing interest rates. The credit
facility does not contain any financial covenants and is not subject to termination based on a change in credit ratings or
a material adverse change. There were no borrowings against U.S. lines of credit in the last three years.

(9) Long-Term Debt

Long-term debt is summarized as follows:

2007 2008

5 1/2% notes due September 2008 $ 250 -
5% notes due October 2008 175 175
5.85% notes due March 2009 250 250
7 1/8% notes due August 2010 500 500
5.75% notes due November 2011 250 250
4.625% notes due October 2012 250 250
41/2% notes due May 2013 250 250
55/8% notes due November 2013 250 250
5% notes due December 2014 250 250
4.75% notes due October 2015 250 250
5.125% notes due December 2016 250 250
5.375% notes due October 2017 250 250
5.250% notes due October 2018 - 400
6% notes due August 2032 250 250
Other 198 189
3,623 3,764

Less current maturities 251 467
Total $3,372 3,297

During the second quarter of 2008, the Company issued $400 million of 5.250% notes due October 2018, under a

shelf registration statement filed with the Securities and Exchange Commission. During the first and third quarters of
2007, the Company issued $250 of 5.125%, ten-year notes, and $250 of 5.375%, ten-year notes, respectively, under a
shelf registration statement filed with the Securities and Exchange Commission. In 1999, the Company issued $250 of
5.85%, ten-year notes that were simultaneously swapped to U.S. commercial paper rates. The Company terminated the
swap in 2001, establishing an effective interest rate of 5.7 percent.

Long-term debt maturing during each of the four years after 2009 is $599, $30, $256 and $500, respectively. Total
interest paid related to short-term borrowings and long-term debt was approximately $235, $242 and $214 in 2008,
2007 and 2006, respectively.

As of September 30, 2008, the Company could issue up to $1.35 billion in debt securities, preferred stock, common
stock, warrants, share purchase contracts and share purchase units under the shelf registration statement filed with the
Securities and Exchange Commission. The Company may sell securities in one or more separate offerings with the size,
price and terms to be determined at the time of sale. The net proceeds from the sale of the securities will be used for
general corporate purposes, which may include, but are not limited to, working capital, capital expenditures, financing
acquisitions and the repayment of short- or long-term borrowings. The net proceeds may be invested temporarily

until they are used for their stated purpose. The Company intends to file a new shelf registration statement prior to the
expiration of the existing registration in December 2008.
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(10) Retirement Plans

Retirement plan expense includes the following components:

U.S. PLANS NON-U.S. PLANS
2006 2007 2008 2006 2007 2008
Defined benefit plans:
Service cost (benefits earned
during the period) $ 58 43 48 19 21 23
Interest cost 145 159 167 32 38 45
Expected return on plan assets (202) (2171) (230) (32) (38) (45)
Net amortization 100 87 86 16 11 11
Net periodic pension expense 101 78 71 35 32 34
Defined contribution and
multiemployer plans 85 94 104 25 27 34
Total retirement plan expense $ 186 172 175 60 59 68

The reconciliations of the actuarial present value of the projected benefit obligations and of the fair value of plan assets
for defined benefit pension plans follow:

U.S. PLANS NON-U.S. PLANS
2007 2008 2007 2008
Projected benefit obligation, beginning $2,464 2,678 711 837
Service cost 43 48 21 23
Interest cost 159 167 38 45
Actuarial loss (gain) 127 (64) 10 21
Benefits paid (129) (136) (36) (35)
Acquisitions/divestitures, net - - 18 21
Foreign currency translation and other 14 6 75 (69)
Projected benefit obligation, ending $2,678 2,699 837 843
Fair value of plan assets, beginning $2,785 3,204 555 690
Actual return on plan assets 475 (102) 50 (42)
Employer contributions 71 63 62 73
Benefits paid (129) (136) (36) (35)
Acquisitions/divestitures, net - - 1 4
Foreign currency translation and other 2 1 58 (71)
Fair value of plan assets, ending $3,204 3,030 690 619
Plan assets in excess of (less than) benefit obligation as of June 30 $ 526 331 (147) (224)
Adjustment for fourth quarter contributions 1 - 4 4
Net amount recognized in the balance sheet $ 527 331 (143) (220)
The amounts recognized in the balance sheet
as of September 30 consisted of:
Noncurrent asset $ 630 431 19 5
Noncurrent liability $ (103) (100) (162) (225)
Accumulated other comprehensive income (loss) $ (365) (551) (185) (253)

Approximately $81 of the $804 of accumulated losses included in accumulated other comprehensive income at
September 30, 2008, will be amortized into earnings in 2009. Retirement plans in total were overfunded by $107 as of
June 30, 2008. Subsequent to the June 30 measurement date, asset values have declined as a result of recent volatility
in the capital markets, while pension liabilities have decreased with higher interest rates. The Company estimates that
retirement plans in total were underfunded by approximately $400 million as of October 31, 2008.
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As of the plans’ June 30 measurement date, the total accumulated benefit obligation was $3,308 and $3,282 for 2008
and 2007, respectively. Also, as of the plans’ June 30 measurement date, the projected benefit obligation, accumulated
benefit obligation and fair value of plan assets for the retirement plans with accumulated benefit obligations in excess
of plan assets were $1,127, $1,025 and $796, respectively, for 2008, and $663, $613 and $382, respectively, for 2007.

The weighted-average assumptions used in the valuations of pension benefits were as follows:

U.S. PLANS NON-U.S. PLANS
2006 2007 2008 2006 2007 2008

Weighted-average assumptions used

to determine net pension expense:
Discount rate 5.25% 6.50% 6.25% 4.7% 4.9% 5.3%
Expected return on plan assets 8.00% 8.00% 8.00% 7.2% 7.2% 7.3%
Rate of compensation increase 3.00% 3.25% 3.25% 3.0% 3.1% 3.5%
Weighted average assumptions used

to determine benefit obligations

as of June 30:
Discount rate 6.50% 6.25% 6.50% 4.9% 5.3% 5.9%
Rate of compensation increase 3.25% 3.25% 3.25% 3.1% 3.5% 3.5%

The discount rate for the U.S. retirement plans was 6.50 percent as of June 30, 2008. Defined benefit pension plan
expense is expected to decline slightly in 2009.

The primary objective for the investment of plan assets is to secure participant retirement benefits, while earning a
reasonable rate of return. Plan assets are invested consistent with the provisions of prudence and diversification rules
of ERISA and with a long-term investment horizon. The expected return on plan assets assumption is determined by
reviewing the investment return of the plans for the past ten years and the historical return (since 1926) of an asset
mix approximating Emerson’s current asset allocation targets and evaluating these returns in relation to expectations
of various investment organizations to determine whether long-term future returns are expected to differ significantly
from the past. The Company’s pension plan asset allocations at June 30, 2008 and 2007, and target weighted-average
allocations are as follows:

U.S. PLANS NON-U.S. PLANS
2007 2008 TARGET 2007 2008 TARGET
Asset category
Equity securities 67% 65% 64-68% 57% 54% 50-60%
Debt securities 28% 29% 27-31% 36% 35% 30-40%
Other 5% 6% 4-6% 7% 11% 5-10%
100% 100% 100% 100% 100% 100%

The Company estimates that future benefit payments for the U.S. plans will be as follows: $137 in 2009, $144in 2010,
$150in 2011, $158in 2012, $166in 2013 and $958 in total over the five years 2014 through 2018. Using foreign
exchange rates as of September 30, 2008, the Company estimates that future benefit payments for the non-U.S. plans
will be as follows: $31in 2009, $29in 2010, $33in 2011, $37in 2012, $39in 2013 and $224 in total over the five years
2014 through 2018. In 2009, the Company expects to contribute approximately $200 to the retirement plans.

(11) Postretirement Plans

The Company sponsors unfunded postretirement benefit plans (primarily health care) for U.S. retirees and their depen-
dents. Net postretirement plan expense for the years ended September 30 follows:

2006 2007 2008
Service cost $5 6 5
Interest cost 26 29 29
Net amortization 32 26 27

Net postretirement $63 61 61
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The reconciliations of the actuarial present value of accumulated postretirement benefit obligations follow:

2007 2008
Benefit obligation, beginning $516 501
Service cost 6 5
Interest cost 29 29
Actuarial loss (gain) (16) (24)
Benefits paid (37) (39)
Acquisition/divestitures and other 3 (7)
Benefit obligation, ending, recognized in balance sheet $501 465

Approximately $5 of losses netted within the $1 of accumulated credits included in accumulated other comprehensive
income at September 30, 2008, will be amortized into earnings in 2009. The assumed discount rates used in measuring
the obligations as of September 30, 2008, 2007 and 2006, were 6.50 percent, 6.00 percent and 5.75 percent,
respectively. The assumed health care cost trend rate for 2009 was 9.0 percent, declining to 5.0 percent in the year
2017. The assumed health care cost trend rate for 2008 was 9.5 percent, declining to 5.0 percent in the year 2017. A
one-percentage-point increase or decrease in the assumed health care cost trend rate for each year would increase or
decrease the obligation as of September 30, 2008 and the 2008 postretirement plan expense by less than 5 percent.
The Company estimates that future benefit payments will be as follows: $42in 2009, $46in 2010, $53in 2011, $53in
2012, $53in 2013 and $238 in total over the five years 2014 through 2018.

(12) Contingent Liabilities and Commitments

Emerson is a party to a number of pending legal proceedings and claims, including those involving general and product
liability and other matters, several of which claim substantial amounts of damages. The Company accrues for such
liabilities when it is probable that future costs (including legal fees and expenses) will be incurred and such costs can be
reasonably estimated. Such accruals are based on developments to date, management’s estimates of the outcomes of
these matters, the Company’s experience in contesting, litigating and settling other similar matters, and any related
insurance coverage.

Although it is not possible to predict the ultimate outcome of the matters discussed above, historically, the Company
has been successful in defending itself against claims and suits that have been brought against it. The Company will
continue to defend itself vigorously in all such matters. While the Company believes a material adverse impact is
unlikely, given the inherent uncertainty of litigation, a remote possibility exists that a future adverse development
could have a material adverse impact on the Company.

The Company enters into indemnification agreements in the ordinary course of business in which the indemnified
party is held harmless and is reimbursed for losses incurred from claims by third parties. In connection with divestitures
of certain assets or businesses, the Company often provides indemnities to the buyer with respect to certain matters
including, for example, environmental liabilities and unidentified tax liabilities related to periods prior to the disposi-
tion. Because of the uncertain nature of the indemnities, the maximum liability cannot be quantified. Liabilities for
obligations are recorded when probable and when they can be reasonably estimated. Historically, the Company has
not made significant payments for these obligations.

At September 30, 2008, there were no known contingent liabilities (including guarantees, pending litigation, taxes and

other claims) that management believes will be material in relation to the Company’s financial statements, nor were
there any material commitments outside the normal course of business.

(13) Income Taxes

Earnings from continuing operations before income taxes consist of the following:

2006 2007 2008
United States $1,518 1,550 1,691
Non-U.S. 1,155 1,543 1,900

Earnings from continuing operations before income taxes $2,673 3,093 3,591
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The principal components of income tax expense follow:

2006 2007 2008

Current:

Federal $394 606 539

State and local 57 58 50

Non-U.S. 310 364 496
Deferred:

Federal 73 (4) 65

State and local 8 (14) (5)

Non-U.S. (8) (46) (8)
Income tax expense $834 964 1,137

The federal corporate statutory rate is reconciled to the Company’s effective income tax rate as follows:

2006 2007 2008
Federal corporate statutory rate 35.0% 35.0% 35.0%
State and local taxes, less federal tax benefit 1.6 0.9 0.8
Non-U.S. rate differential (3.4) (4.1) (4.2)
Non-U.S. tax holidays (1.6) (1.3) (0.9)
Export benefit (0.8) (0.2) -
U.S. manufacturing deduction (0.4) (0.4) (0.8)
Other 0.8 1.3 1.8
Effective income tax rate 31.2% 31.2% 31.7%

Non-U.S. tax holidays reduce the tax rate in certain foreign jurisdictions, the majority of which are expected to expire
over the next three years.

The principal items that gave rise to deferred income tax assets and liabilities follow:

2007 2008
Deferred tax assets:
Accrued liabilities $ 195 189
Employee compensation and benefits 193 146
Postretirement and postemployment benefits 174 170
NOL and tax credits 261 249
Capital loss benefit 47 18
Other 110 152
Total $ 980 924
Valuation allowance $(166) (146)
Deferred tax liabilities:
Intangibles $(413) (437)
Property, plant and equipment (244) (221)
Pension (121) (94)
Leveraged leases (96) (79)
Other (105) (53)
Total $(979) (884)
Net deferred income tax liability $(165) (106)
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At September 30, 2008 and 2007, respectively, net current deferred tax assets were $328 and $269, and net
noncurrent deferred tax liabilities were $434 and $434. Total income taxes paid were approximately $1,110, $960 and
$820in 2008, 2007 and 2006, respectively. The capital loss carryforward of $18 expires in 2012. The majority of the
$249 net operating losses and tax credits can be carried forward indefinitely, while the remainders expire over varying
periods. The valuation allowance for deferred tax assets at September 30, 2008, includes $50 related to acquisitions,
which would reduce goodwill if the deferred tax assets are ultimately realized.

Effective October 1, 2007, the Company adopted the recognition and disclosure provisions of Financial Accounting
Standards Board Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an Interpretation of FASB State-
ment 109” (FIN 48). FIN 48 addresses the accounting for uncertain tax positions that a company has taken or expects to
take on a tax return. As of October 1, 2007, the Company had total unrecognized tax benefits of $149 before recover-
ability of cross-jurisdictional tax credits (U.S., state and non-U.S.) and temporary differences, and including amounts
related to acquisitions that would reduce goodwill. If none of these liabilities is ultimately paid, the tax provision and
tax rate would be favorably impacted by $90. As a result of adoption, the Company recorded a charge of $6 to beginning
retained earnings. The amount of unrecognized tax benefits is not expected to significantly increase or decrease within
the next 12 months. A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

Balance at October 1, 2007 $149
Additions for current year tax positions 33
Additions for prior years tax positions 27
Reductions for prior years tax positions (26)
Reductions for settlements with tax authorities 9)
Reductions for expirations of statute of limitations (6)

Balance at September 30, 2008 $168

If none of the $168 is ultimately paid, the tax provision and tax rate would be favorably impacted by $97. The Company
accrues interest and penalties related to income taxes in income tax expense. Total interest and penalties recognized
was $7in 2008. As of September 30, 2008 and October 1, 2007, total accrued interest and penalties were $27 and $24,
respectively.

The major jurisdiction for which the Company files income tax returns is the United States. U.S. federal examinations by
the Internal Revenue Service are substantially complete through 2005. The status of non-U.S. and state tax examina-
tions varies by the numerous legal entities and jurisdictions in which the Company operates.

(14) Stock-Based Compensation

The Company’s stock-based compensation plans include stock options and incentive shares.

STOCK OPTIONS

The Company’s Stock Option Plans permit key officers and employees to purchase common stock at specified prices.
Options are granted at 100 percent of the average of the high and low prices of the Company’s common stock on the
date of grant, generally vest one-third each year and expire ten years from the date of grant. Compensation cost is
recognized over the vesting period based on the number of options expected to vest. At September 30, 2008,
approximately 11.4 million options remained available for grant under these plans.

Changes in shares subject to option during the year ended September 30, 2008, follow:

AVERAGE TOTAL AVERAGE

EXERCISE PRICE INTRINSIC VALUE REMAINING

(SHARES IN THOUSANDS) PER SHARE SHARES OF AWARDS ~ CONTRACTUAL LIFE
Beginning of year $29.80 13,670
Options granted $53.66 3,807
Options exercised $28.29 (3,009)
Options canceled $44.36 (117)

End of year $36.31 14,351 $107 5.6

Exercisable at year-end $29.03 9,600 $106 4.0
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The weighted-average grant-date fair value per share of options granted was $10.59, $9.31 and $8.80 for 2008, 2007
and 2006, respectively. The total intrinsic value of options exercised was $75, $53 and $74 in 2008, 2007 and 2006,
respectively. Cash received from option exercises under share option plans was $73, $60 and $89 and the actual tax
benefit realized for the tax deductions from option exercises was $19, $14 and $6 for 2008, 2007 and 2006, respectively.

The fair value of each award is estimated on the grant date using the Black-Scholes option-pricing model. Weighted-
average assumptions used in the Black-Scholes valuations for 2008, 2007 and 2006 are as follows: risk-free interest rate
based on the U.S. Treasury yield of 4.1 percent, 4.6 percent and 4.4 percent; dividend yield of 2.0 percent, 2.4 percent
and 2.4 percent; and expected volatility based on historical volatility of 17 percent, 20 percent and 23 percent. The
expected life of an option is six years based on historical experience and expected exercise patterns in the future.

INCENTIVE SHARES

The Company’s Incentive Shares Plans include performance share awards, which involve the distribution of common
stock to key management personnel subject to certain conditions and restrictions. Performance share distributions
are made primarily in shares of common stock of the Company and partially in cash. Compensation cost is recognized
over the service period based on the number of awards expected to be ultimately earned. Performance share awards
are accounted for as liabilities in accordance with Statement of Financial Accounting Standards No. 123 (revised 2004),
“Share-Based Payment.” Compensation expense is adjusted at the end of each period to reflect the change in the fair
value of the awards.

In 2008, as a result of the Company achieving certain performance objectives at the end of 2007 and the performance
of services by the employees, 4,647,888 rights to receive common shares vested and were distributed to participants
as follows: 2,693,922 issued in shares, 1,562,045 withheld for income taxes, 313,222 paid in cash and 78,699 deferred
by participants for future distribution. As of September 30, 2008, 5,008,800 rights to receive common shares (awarded
primarily in 2007) were outstanding, contingent upon achieving the Company’s performance objective through 2010
and the performance of services by the employees.

The Company’s Incentive Shares Plans also include restricted stock awards, which involve the distribution of the
Company’s common stock to key management personnel subject to service periods ranging from three to ten years.
The fair value of these awards is determined based on the average of the high and low prices of the Company’s stock
on the date of grant. Compensation cost is recognized over the applicable service period. In 2008, 668,554 shares of
restricted stock vested as a result of the fulfillment of the applicable service periods and were distributed to partici-
pants as follows: 403,402 issued in shares and 265,152 withheld for income taxes. As of September 30, 2008, there
were 1,624,000 shares of restricted stock awards outstanding.

Changes in awards outstanding but not yet earned under the Incentive Shares Plans during the year ended
September 30, 2008, follow:

AVERAGE GRANT DATE

(SHARES IN THOUSANDS) SHARES FAIR VALUE PER SHARE
Beginning of year 11,643 $35.99
Granted 355 $52.80
Earned/vested (5,316) $31.08
Canceled (49) $41.21
End of year 6,633 $40.79

The total fair value of shares earned/vested was $253, $5 and $123 under the Incentive Shares Plans of which $104,
$2 and $55 was paid in cash, primarily for tax withholding, in 2008, 2007 and 2006, respectively. As of September 30,
2008, approximately 16.0 million shares remained available for award under the Incentive Shares Plans.

Compensation cost for the Stock Option and Incentive Shares Plans was $82, $185 and $81, for 2008, 2007 and 2006,
respectively. The increase from 2006 to 2007 primarily reflects the increase in Emerson’s stock price, as well as the
overlap of two performance share programs (awards made in 2004 for performance through 2007 and awards made

in 2007 for performance through 2010). The decrease from 2007 to 2008 reflects the overlap of two performance
share programs in the prior year and the decrease in Emerson’s stock price in the current year. Total income tax benefit
recognized in the income statement for these compensation arrangements during 2008, 2007 and 2006 were $21,
$55 and $22, respectively. As of September 30, 2008, there was $153 of total unrecognized compensation cost related
to nonvested awards granted under these plans, which is expected to be recognized over a weighted-average period of
2.3 years.

In addition to the Stock Option and Incentive Shares Plans, the Company issued 21,612 shares of restricted stock in
2008 under the Restricted Stock Plan for Non-Management Directors and 0.4 million shares remained available for
issuance as of September 30, 2008.
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(15) Common Stock

At September 30, 2008, 47,241,751 shares of common stock were reserved, primarily for issuance under the Company’s
stock-based compensation plans. During 2008, 22,404,300 treasury shares were acquired and 5,186,261 treasury
shares were issued.

Approximately 1.2 million preferred shares are reserved for issuance under a Preferred Stock Purchase Rights Plan.
Under certain conditions involving the acquisition of or an offer for 20 percent or more of the Company’s common
stock, all holders of Rights, except an acquiring entity, would be entitled (i) to purchase, at an exercise price of $260,
common stock of the Company or an acquiring entity with a value twice the exercise price, or (i) at the option of
the Board, to exchange each Right for one share of common stock. The Rights remained in existence until
November 1, 2008.

(16) Business Segment Information

The Company designs and supplies product technology and delivers engineering services in a wide range of industrial,
commercial and consumer markets around the world. The divisions of the Company are organized primarily by the
nature of the products and services provided. The Process Management segment includes systems and software,
measurement and analytical instrumentation, valves, actuators and regulators, and services and solutions that provide
precision control, monitoring and asset optimization for plants that produce power or that process fluids, such as
petroleum, chemicals, food and beverages, pulp and paper, and pharmaceuticals. The Industrial Automation segment
includes industrial motors and drives, power transmission equipment, alternators, materials joining and precision
cleaning, fluid power and control, and electrical distribution equipment, which are used in a wide variety of manufac-
turing operations and materials handling products and generators to provide integrated manufacturing solutions to
our customers. The Network Power segment designs, manufactures, installs and maintains power systems, including
power conditioning and uninterruptible power supplies, embedded power supplies, precision cooling systems, elec-
trical switching equipment, and site monitoring systems for telecommunications networks, data centers and other
critical applications. The Climate Technologies segment consists of compressors, temperature sensors and controls,
thermostats, flow controls, and remote monitoring services provided to all areas of the climate control industry. The
Appliance and Tools segment includes general and special purpose motors and controls, appliances and appliance
components, plumbing tools, and storage products used in a wide variety of commercial and residential applications.
The principal distribution method for each segment is a direct sales force, although the Company also uses indepen-
dent sales representatives and distributors.

The primary income measure used for assessing performance and making operating decisions is earnings before
interest and income taxes. Intersegment sales approximate market prices. Accounting method differences between
segment reporting and the consolidated financial statements include primarily management fees allocated to
segments based on a percentage of sales and the accounting for pension and other retirement plans. Gains and losses
from divestitures of businesses are included in Corporate and other. Corporate assets include primarily cash and
equivalents, pensions, investments, and certain fixed assets.

Summarized information about the Company’s operations by business segment and by geographic area follows:

BUSINESS SEGMENTS
(See Notes 3, 4, 5 and 6)

SALES EARNINGS TOTAL ASSETS
2006 2007 2008 2006 2007 2008 2006 2007 2008
Process Management $ 4,875 5,699 6,652 878 1,066 1,306 4,146 4,902 5,152
Industrial Automation 3,767 4,269 4,852 569 665 727 2,941 3,141 3,357
Network Power 4,350 5,150 6,312 484 645 794 4,436 4,758 5,433
Climate Technologies 3,424 3,614 3,822 523 538 551 2,129 2,156 2,201
Appliance and Tools 3914 4,006 3,861 539 564 527 2,670 2,630 2,153
20,330 22,738 25,499 2,993 3,478 3,905 16,322 17,587 18,296
Differences in accounting methods 176 210 232
Corporate and other (a) (289) (367)  (358) 2,350 2,093 2,744
Sales eliminations / Interest (596)  (607)  (692) (207)  (228) (188)
Total $19,734 22,131 24,807 2,673 3,093 3,591 18,672 19,680 21,040

(a) Corporate and other decreased from 2007 to 2008 primarily because of lower incentive stock compensation
cost (see Note 14), substantially offset by a number of items including an increase in spending on corporate
initiatives, commodity hedging-related mark-to-market expense, in-process research and development, higher
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environmental costs and other items. The increase from 2006 to 2007 was primarily due to higher incentive
stock compensation cost.

DEPRECIATION AND

INTERSEGMENT SALES AMORTIZATION EXPENSE CAPITAL EXPENDITURES
2006 2007 2008 2006 2007 2008 2006 2007 2008

Process Management $ 3 4 5 128 148 148 101 125 144
Industrial Automation 21 28 34 100 104 112 87 107 129
Network Power 10 10 15 98 115 149 103 111 127
Climate Technologies 43 48 53 127 132 139 148 160 128
Appliance and Tools 519 517 585 137 140 138 149 131 107
Corporate and other 17 17 21 13 47 79
Total $596 607 692 607 656 707 601 681 714

GEOGRAPHIC

SALES BY DESTINATION PROPERTY, PLANT AND EQUIPMENT

2006 2007 2008 2006 2007 2008

United States $10,567 10,912 11,329 1,963 1,998 2,032
Europe 4,000 4,844 5,663 583 680 670
Asia 2,880 3,617 4,480 419 484 516
Latin America 855 1,009 1,262 177 197 229
Other regions 1,432 1,749 2,073 78 72 60
Total $19,734 22,131 24,807 3,220 3,431 3,507

(17) Other Financial Data

Items reported in earnings during the years ended September 30 include the following:

2006 2007 2008
Depreciation $500 525 557
Research and development $356 397 458
Rent expense $263 300 337

The Company leases facilities, transportation and office equipment and various other items under operating lease
agreements. The minimum annual rentals under noncancelable long-term leases, exclusive of maintenance, taxes,
insurance and other operating costs, will approximate $194 in 2009, $139in 2010, $92in 2011, $61in 2012 and
$47in2013.

Other assets, other are summarized as follows:

2007 2008

Intellectual property and customer relationships $ 544 627

Pension plans 649 436

Capitalized software 171 192

Other 408 385

Total $1,772 1,640
Items reported in accrued expenses include the following:

2007 2008

Employee compensation $563 609

Product warranty $197 204
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Other liabilities are summarized as follows:

2007 2008
Deferred income taxes $ 519 533
Postretirement plans, excluding current portion 451 417
Retirement plans 296 325
Minority interest 191 188
Other 533 594
Total $1,990 2,057
(18) Quarterly Financial Information (Unaudited)
FIRST SECOND THIRD FOURTH FISCAL
QUARTER QUARTER QUARTER QUARTER YEAR

2007 2008 2007 2008 2007 2008 2007 2008 2007 2008

Net sales $ 4,937 5,520 5,394 6,023 5,772 6,568 6,028 6,696 22,131 24,807
Gross profit $ 1,783 2,010 1,939 2,242 2,095 2,413 2,248 2,474 8,065 9,139
Earnings from continuing

operations $ 442 519 493 598 573 647 621 690 2,129 2,454
Net earnings $ 445 565 494 547 574 612 623 688 2,136 2,412

Earnings from continuing
operations per common share:
Basic $ 0.55 0.66 0.62 0.76 0.72 0.83 0.79 0.89 2.68 3.14
Diluted $ 0.55 0.65 0.61 0.75 0.71 0.82 0.78 0.88 2.65 3.1

Net earnings
per common share:

Basic $ 0.56 0.72 0.62 0.70 0.72 0.79 0.79 0.89 2.69 3.09

Diluted $ 0.55 0.71 0.61 0.69 0.72 0.78 0.78 0.88 2.66 3.06
Dividends per common share $0.2625 0.3000  0.2625 0.3000 0.2625 0.3000 0.2625 0.3000 1.05 1.20
Common stock prices:

High $ 4452  58.32 45.80 55.83 49.11 58.20 53.37 50.94 53.37 58.32

Low $ 41.11 50.50 4211 47.88 41.85  48.17 45.42  38.46 4111 38.46

All per share data reflect the 2007 two-for-one stock split. Earnings per share amounts are computed independently
each period; as a result, the sum of the quarter amounts may not equal the total for the respective year.

The operating results of the European appliance motor and pump business for all periods presented and Brooks for first
quarter 2008 are classified as discontinued operations. See Notes 3 and 4 for information regarding the Company’s
acquisition and divestiture activities and non-recurring items.

Emerson Electric Co. common stock (symbol EMR) is listed on the New York Stock Exchange and the Chicago
Stock Exchange.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Emerson Electric Co.:

We have audited the accompanying consolidated balance sheets of Emerson Electric Co. and subsidiaries as of
September 30, 2008 and 2007, and the related consolidated statements of earnings, stockholders’ equity, and cash
flows for each of the years in the three-year period ended September 30, 2008. We also have audited Emerson Electric
Co.’s internal control over financial reporting as of September 30, 2008, based on the criteria established in Internal
Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0). Emerson Electric Co.’s management is responsible for these consolidated financial statements, for maintaining
effective internal control over financial reporting, and for its assessment of the effectiveness of internal control over
financial reporting, included in the accompanying Management’s Report on Internal Control over Financial Reporting.
Our responsibility is to express an opinion on these consolidated financial statements and an opinion on the Company’s
internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over finan-
cial reporting was maintained in all material respects. Our audits of the consolidated financial statements included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. Our audit of internal control over financial reporting included obtaining an understanding

of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evalu-
ating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide
a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with U.S. generally accepted accounting principles. A company’s internal control over financial reporting includes
those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with U.S. generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures

may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Emerson Electric Co. and subsidiaries as of September 30, 2008 and 2007, and the results of
their operations and their cash flows for each of the years in the three-year period ended September 30, 2008, in
conformity with U.S. generally accepted accounting principles. Also in our opinion, Emerson Electric Co. maintained,
in all material respects, effective internal control over financial reporting as of September 30, 2008, based on criteria
established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission.

As discussed in note 1 to the consolidated financial statements, effective September 30, 2007, the Company has
changed its method of accounting for defined benefit pension and other postretirement plans due to the adopted
provisions of Statement of Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension
and Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R).

KPMe LLP

St. Louis, Missouri
November 24, 2008
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ELEVEN-YEAR SUMMARY

EMERSON ELECTRIC CO. & SUBSIDIARIES

Years ended September 30 | Dollars in millions, except per share amounts

2008 2007 2006
Summary of Net sales $24,807 22,131 19,734
Operations Gross profit $ 9,139 8,065 7,129
Interest expense S 244 261 225
Earnings from continuing operations $ 2,454 2,129 1,839
Percent of net sales 9.9% 9.6% 9.3%
Net earnings $ 2,412 2,136 1,845
Operating cash flow $ 3,293 3,016 2,512
Return on average stockholders' equity 27.0% 25.2% 23.7%
Per Share of Diluted:
Common Stock Earnings from continuing operations $ 3.1 2.65 2.23
Net earnings S 3.06 2.66 2.24
Cash dividends $ 1.20 1.05 0.89
Book value $ 11.82 11.13 10.13
Year-End Operating working capital $ 2,202 1,915 2,044
Financial Percent of net sales 8.9% 8.5% 10.1%
Position Property, plant and equipment, net $ 3,507 3,431 3,220
Total assets $21,040 19,680 18,672
Long-term debt S 3,297 3,372 3,128
Stockholders' equity $ 9,113 8,772 8,154
Total debt to total capital 33.1% 30.1% 33.1%
Net debt to net capital 22.7% 23.6% 28.1%
Other Data Capital expenditures S 714 681 601
Depreciation $ 557 525 500
Total taxes, including income taxes $ 1,749 1,541 1,362
Salaries and wages S 4,447 4,081 3,751
Average number of employees 140,700 137,700 127,800
Approximate number of stockholders of record at year-end 26,445 26,615 27,065
Average common shares - diluted (in thousands) 789,416 803,364 824,476

Note: All share and per share data reflect the 2007 two-for-one stock split.

See Note 3 for information regarding the Company’s acquisition and divestiture activities. Discontinued operations include: European appliance motor

and pump business for all periods presented, Brooks for 2008 only and Dura-Line for 2000 - 2003.

(a) Includes tax expense of $63 ($0.07 per share) related to repatriation of foreign earnings under the American Jobs Creation Act of 2004.

(b) Includes the cumulative effect of a change in accounting principle of $938 ($1.12 per share).

(c) Before change in accounting principle.

(d) Includes a $377 charge ($260 after-tax, or $0.31 per share), of which $358 ($248 after-tax, or $0.29 per share) was reported in continuing

operations, primarily for the disposition of facilities and exiting of product lines.
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2005 2004 2003 2002 2001 2000 1999 1998
16,902 15,226 13,635 13,496 15,078 15,118 14,022 13,236
6,136 5,515 4,852 4,775 5,286 5,426 5,026 4,812
243 233 246 250 304 287 189 148
1,413@ 1,246 1,000 1,072 1,038@ 1,396 1,300 1,221
8.4% 8.2% 7.3% 7.9% 6.9% 9.2% 9.3% 9.2%
1,422 @ 1,257 1,089 1220 1,032 1,422 1,314 1,229
2,187 2,216 1,731 1,818 1,708 1,840 1,811 1,652
19.4% 18.4% 17.9% 17.9% © 16.5% 22.6% 21.9% 21.9%
1.69@ 1.48 1.19 1.27 1.21@ 1.62 1.48 1.37
1.70@ 1.49 1.29 0.14® 1.20@ 1.65 1.50 1.38
0.83 0.80 0.79 0.78 0.77 0.72 0.65 0.59
9.01 8.63 7.67 6.82 7.29 7.49 7.14 6.62
1,643 1,633 1,778 1,741 2,033 2,336 2,222 2,294
9.5% 10.5% 12.7% 12.6% 13.1% 15.0% 15.6% 17.1%
3,003 2,937 2,962 3,116 3,288 3,243 3,154 3,012
17,227 16,361 15,194 14,545 15,046 15,164 13,624 12,660
3,128 3,136 3,733 2,990 2,256 2,248 1,317 1,057
7,400 7,238 6,460 5,741 6,114 6,403 6,181 5,803
35.6% 35.8% 39.0% 44.2% 43.5% 41.8% 34.6% 30.8%
27.7% 27.0% 34.5% 42.0% 41.5% 40.2% 32.7% 29.0%
518 400 337 384 554 692 592 603
472 478 463 457 462 454 447 406
1,227 1,044 843 915 982 1,196 1,126 1,093
3,161 3,320 3,153 3,107 3,389 3,376 3,171 3,003
114,200 107,800 106,700 111,500 124,500 123,400 116,900 111,800
28,780 30,200 31,800 32,700 33,700 35,000 36,300 37,200

837,720 844,390 841,836 841,782 858,904 862,790 876,794 888,242
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STOCKHOLDERS INFORMATION

STOCKHOLDER INQUIRIES
AND SERVICES

Inquiries regarding dividend payments, loss or nonreceipt
of a dividend check, stock transfers (including name
changes, gifts, and inheritances), lost stock certificates,
Form 1099 information, and address changes should be
directed to the Registrar and Transfer Agent.

REGISTRAR AND TRANSFER AGENT

By Mail:

BNY Mellon Shareowner Services LLC
Attention: Emerson Electric Co.
P.O.Box 358015

Pittsburgh, PA 15252-8015

or

BNY Mellon Shareowner Services LLC
Attention: Emerson Electric Co.

480 Washington Blvd.

Jersey City, NJ 07310-1900

By Phone:

Toll-Free: (888) 213-0970

TDD for Hearing Impaired: (800) 231-5469
Foreign Shareholders: (201) 680-6578
TDD Foreign Shareholders: (201) 680-6610

By Internet:
www.bnymellon.com/shareowner

All other inquiries should be addressed to:
Investor Relations Department, Station 2197
Emerson

8000 W. Florissant Ave.

P.0.Box 4100

St. Louis, MO 63136-8506

Telephone: (314) 553-2197

DIVIDEND REINVESTMENT AND
STOCK PURCHASE PLAN

The Plan is administered by The Bank of New York Mellon,
to individual investors who want a convenient, low-cost
way to purchase or sell Emerson Electric Co. common
stock (NYSE:EMR). You can participate in the Plan if you
are a registered holder of Emerson common stock. If

you do not own Emerson common stock, you can make
your initial purchase directly through the Plan. The Plan
provides you with the opportunity to reinvest dividends
and is an alternative to traditional methods of buying,
holding, and selling Emerson common stock. The Planis
not sponsored or administered by Emerson. For further
information and an authorization form, contact the Regis-
trar and Transfer Agent.

DIRECT DEPOSIT OF DIVIDENDS

Stockholders may elect to have dividends electronically
deposited into a checking or savings account at a bank,
savings and loan institution, or credit union. For details,
contact the Registrar and Transfer Agent.

ANNUAL MEETING

The annual meeting of stockholders will be held at

10 a.m. CST, Tuesday, February 3, 2009, in Emerson’s
World Headquarters Building, 8000 W. Florissant Ave.,
St. Louis, Missouri 63136. Notice of the meeting, proxy
statement, and proxy were sent to stockholders with
this annual report.

10-K REPORT

A copy of the Company’s 2008 Annual Report filed with
the Securities and Exchange Commission on Form 10-K
is available to stockholders without charge. To obtain a
copy, please contact the Investor Relations Department.
The Company’s chief executive officer and chief financial
officer have furnished the certifications required with the
Form 10-K.

CEO AND CFO CERTIFICATIONS

As required by the New York Stock Exchange (“NYSE”)
listing rules, the Company timely filed its Annual CEO
Certification with the NYSE. The Company also filed the
CEO and CFO certifications required by Section 302 of the
Sarbanes-Oxley Act as exhibits to its 2008 Annual Report
on Form 10-K.

INTERNET ACCESS

Corporate news releases, Forms 10-K, 10-Q, and 8-K, the
annual report, and other information about the Company
are available through Emerson’s Web site on the Internet.
It may be accessed as follows: www.Emerson.com

DUPLICATE MAILINGS

When stockholders own shares in more than one account
or when several stockholders live at the same address,
they may receive multiple copies of the annual report.

To eliminate multiple copies, write to the Registrar and
Transfer Agent.

ENVIRONMENTAL PROGRAMS

Information on Emerson’s environmental programs may
be obtained by contacting:

Environmental Affairs Department, Station 3800
Emerson

8000 W. Florissant Ave.

P.0.Box4100

St. Louis, MO 63136-8506



RECONCILIATION OF NON-GAAP
FINANCIAL MEASURES

2007 2008
Operating Profit:
Net Sales $22,131 24,807
Cost of Sales 14,066 15,668
SG&A Expenses 4,569 5,057
Operating Profit (Non-GAAP) 3,496 4,082
Operating Profit Margin %

(Non-GAAP) 15.8%  16.5%
Other Deductions, Net 175 303
Interest Expense, Net 228 188
Pretax Earnings $ 3,093 3,591
Pretax Earnings Margin % 14.0%  14.5%

Net Sales:
Underlying sales (Non-GAAP) 7%
Foreign currency translation 4%
Acquisitions, divestitures 1%
Net sales (Reported) 12%

COMPARISON OF FIVE-YEAR
CUMULATIVE SHAREHOLDER RETURN
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2003 2004 2005 2006 2007 2008 CAGR

— Emerson 100 121 143 171 223 174 11.8%
= = S&P 500 Index 100 114 128 142 165 129 5.2%
essee«  Dow Jones

US Electrical

Components
& Equipment Index 100 102 110 127 151 114 2.6%

$100 invested on 9/30/03 in stock or index-including reinvestment of
dividends. Fiscal year ending September 30.
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Safe Harbor Statement

This Annual Report contains various forward-looking
statements and includes assumptions concerning
Emerson’s operations, future results, and prospects.
These forward-looking statements are based on current
expectations, are subject to risk and uncertainties, and
Emerson undertakes no obligation to update any such
statements to reflect later developments. In connection
with the “safe harbor” provisions of the Private Securi-
ties Litigation Reform Act of 1995, Emerson provides the
following cautionary statement identifying important
economic, political, and technological factors, among
others, changes in which could cause the actual results
or events to differ materially from those set forth in or
implied by the forward-looking statements and related
assumptions.

Such factors include the following: (i) current and future
business environment, including interest rates, currency
exchange rates and capital and consumer spending;

(i) potential volatility of the end markets served;

(i) competitive factors and competitor responses to
Emerson initiatives; (iv) development and market intro-
duction of anticipated new products; (v) availability of
raw materials and purchased components; (vi) govern-
ment laws and regulations, including taxes; (vii) outcome
of pending and future litigation, including environmental
compliance; (viii) stability of governments and business
conditions in emerging economies; (ix) penetration of
emerging economies; (x) favorable environment for
acquisitions, domestic and foreign, including regula-
tory requirements and market values of candidates; (xi)
integration of acquisitions; (xii) favorable access to capital
markets; and (xiii) execution of cost-reduction efforts.
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E M E RSON ; Emerson; Emerson Network Power; Emerson
Industrial Automation; Emerson Process Management; Emerson
Climate Technologies; Emerson Appliance Solutions; Emerson Tools
& Storage; Emerson Storage Solutions; PlantWeb; Copeland Scroll;
Copeland Digital Scroll; Liebert; Liebert Xtreme Density; Aperture;
Aperture VISTA; Consider It Solved; and their related designs and logo-
types are trademarks, service marks, and/or trade names of Emerson,
its subsidiaries, affiliates, investments, or joint ventures.

DEC, Heinz, and Premier Farnell, and their related designs and logo-
types used within this Annual Report, are the trademarks, service
marks, and/or trade names of Dongfang Electric Corporation,

H.J. Heinz Company and Premier Farnell plc, respectively, and are
not owned by or affiliated with Emerson.
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