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3,000,000 Shares
KENNAMETAL INC.

Common Stock

This is an offering of 3,000,000 shares of capital stock, par value $1.25
per share, of Kennametal Inc. (common stock). All of the shares of common stock
offered by this prospectus supplement are being sold by the company.

The common stock is listed on the New York Stock Exchange under the symbol
"KMT". The last reported sale price of the common stock on May 24, 2002 was
$41.90 per share.

Concurrently with this offering, we are also offering $300,000,000

aggregate principal amount of % senior notes due 2012. Our offering of
shares of common stock is not conditioned on our notes offering.

See "Risk Factors" beginning on page S-9 to read about certain factors you
should consider before buying the shares of common stock.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY OTHER REGULATORY
BODY HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR PASSED UPON THE ACCURACY
OR ADEQUACY OF THIS PROSPECTUS SUPPLEMENT OR THE ACCOMPANYING PROSPECTUS. ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

Per Share Total
Initial price to PUDLIC. . vttt ittt ittt et e $ $
Underwriting discoUnt.....u ittt ettt teeeeeennneeeenns $ S
Proceeds, before expenses, to Kennametal................. $ S

To the extent that the underwriters sell more than 3,000,000 shares of
common stock, the underwriters have the option to purchase up to an additional
450,000 shares from Kennametal at the initial price to public less the
underwriting discount.

The underwriters expect to deliver the shares against payment in New York,
New York on , 2002.
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Prospectus Supplement dated , 2002.
[KENNAMETAL INC. LOGO]

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus supplement and the accompanying prospectus (including the
documents incorporated by reference) contain certain "forward-looking"
statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. You can identify these
forward-looking statements by the fact they use words such as "should,"
"anticipate," "estimate," "approximate," expect," "may," "will," "project,"
"intend," "plan," "believe," and others words of similar meaning and expression
in connection with any discussion of future operating or financial performance.
One can also identify forward-looking statements by the fact that they do not
relate strictly to historical or current facts. These statements are likely to
relate to, among other things, our goals, plans and projections regarding our
financial position, results of operations, market position and product
development, which are based on current expectations that involve inherent risks
and uncertainties, including factors that could delay, divert or change any of
them in the next several years.

Although it is not possible to predict or identify all factors, they may
include the following:

— global economic conditions;

- risks associated with integrating and divesting businesses and achieving
the expected savings and synergies;

- demands on management resources;

- risks associated with international markets such as currency exchange
rates, and social and political environments;

- competition;

- labor relations;

- commodity prices;

- demand for and market acceptance of new and existing products; and

- risks associated with the implementation of restructuring plans and
environmental remediation matters.

We can give no assurance that any goal or plan set forth in forward-looking
statements can be achieved and readers are cautioned not to place undue reliance
on such statements, which speak only as of the date made. We undertake no
obligation to release publicly any revisions to forward-looking statements as a
result of future events or developments.
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PROSPECTUS SUPPLEMENT SUMMARY

This summary only highlights information contained elsewhere in this
prospectus supplement and the accompanying prospectus. As a result, it does not
contain all of the information that you should consider before purchasing shares
of common stock. You should read the entire prospectus supplement, including the
accompanying prospectus and the documents incorporated by reference, which are
described under the caption "Where You Can Find More Information." When used in
this prospectus supplement, unless the context requires otherwise, the terms
"we," "our," and "us" refer to Kennametal Inc. and its subsidiaries. Unless
otherwise specified, any reference to a "year" is to a fiscal year ended June
30.

On May 3, 2002, we signed a definitive agreement to purchase the Widia
Group (Widia) in Europe and India from Milacron Inc. for E188 million, subject
to a purchase price adjustment based on the change in the net assets of Widia
from December 31, 2001 to the closing date. The acquisition remains subject to
European regulatory approvals and negotiated conditions of closing. Assuming
regulatory approvals, we expect to close the Widia acquisition by July 1, 2002.

KENNAMETAL INC.

We are a leading global manufacturer, marketer and distributor of a broad
range of cutting tools, tooling systems, supplies and technical services, as
well as wear-resistant parts. We believe that our reputation for manufacturing
excellence and technological expertise and innovation in our principal products
has helped us achieve a leading market presence in our primary markets. We
believe we are the largest North American and the second largest global provider
of metalcutting tools and tooling systems. End users of our products include
metalworking manufacturers and suppliers in the aerospace, automotive, machine
tool and farm machinery industries, as well as manufacturers and suppliers in
the highway construction, coal mining, quarrying and oil and gas exploration
industries.

We operate through four principal business segments:

METALWORKING SOLUTIONS & SERVICES GROUP (MSSG). MSSG specializes in
developing and manufacturing tools and tooling systems that are used to cut
metal through applications such as turning, milling and drilling. A
metalworking tooling system usually consists of a steel toolholder and a
consumable cutting tool called an insert. During a metalworking operation,
the insert contacts the workpiece and cuts it to a desired shape while the
workpiece or tooling system is rapidly rotated. The insert is consumed
during use, providing us with an ongoing opportunity for sales of
additional inserts. Our inserts are made of cemented carbides, ceramics,
cermets and other hard materials. We manufacture a complete line of
toolholders and toolholding systems by machining and fabricating steel bars
and other metal alloys. We believe that we are the largest North American
and the second largest global provider of metalcutting tools and tooling
systems.

ADVANCED MATERIALS SOLUTIONS GROUP (AMSG). Building on our expertise
in making inserts, we have developed innovative consumable tools utilizing
tungsten carbide powder metallurgy for a wide variety of demanding
industrial applications. We believe we are the largest global manufacturer,
marketer and distributor of tools for the underground coal mining and
highway construction industries. These tools are made from steel parts and
tipped with cemented tungsten carbide to cut through materials such as
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coal, rock and pavement. Examples of these tools are bits for longwall
shearer and continuous miner drums and grader and snowplow blades. We also
manufacture parts made of tungsten carbide, which we call wear products,
for customers who need parts that are extremely strong and can withstand
severe abrasion or wear.

J&L INDUSTRIAL SUPPLY (J&L). J&L is one of the largest distributors
of a broad range of metalworking consumables and related products to small
and medium-sized metalworking
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customers in the United States. Our direct-marketing program offers 130,000
stock keeping units through our 2,065 page master catalog, a monthly
promotional sales flyer called the "Advantage," additional mailings and
advertisements, telemarketing efforts, and a direct sales effort. We offer
customers the advantages of (1) a single source of supply for all
metalworking consumables and related products, (2) same-day direct shipping
and (3) a state-of-the-art order entry system that tracks product
availability and pricing. We also provide product application support
through our "Tech Team," a source of technical product information.

FULL SERVICE SUPPLY (FSS). FSS is one of the largest integrated
suppliers of a broad range of metalworking consumables and related products
to large metalworking customers in the United States and Canada. FSS
enables customers to achieve substantial cost savings in metalworking
consumables and overall manufacturing processes by outsourcing the
procurement, inventory management and distribution to the factory floor.
Customers, such as General Motors Corporation, Honeywell and Emerson
Electric, use FSS programs at designated manufacturing facilities to (1)
consolidate all of their metalworking consumables and related product
purchases with one vendor, (2) eliminate a significant portion of the
administrative overhead burden associated with the internal purchasing
function, (3) ensure appropriate technical expertise in the selection and
use of supplies for complex metalworking processes and (4) minimize the
level of investment in tooling inventory, thereby reducing inventory
carrying costs. Our technical experts customize and manage a comprehensive
computerized product identification, tracking and purchasing system that
analyzes and optimizes supply usage, helps select appropriate products and
allows for "just-in-time" replacement of inventory. We believe that FSS
programs typically reduce a customer's costs of acquiring, possessing and
using metalworking products by approximately 5% to 20% per year.

With approximately 11,800 employees worldwide at March 31, 2002, our total

revenues for the twelve months ended March 31, 2002 were $1.6 billion, with
approximately one-third of those revenues coming from outside the United States.
Revenue and operating income for the twelve months ended March 31, 2002, by
business segment, are described in the following charts:

FUull Service SUPP LY .t ittt ittt ettt et ettt eeaaeeaeens 9.

[2001 REVENUE/OPERATING INCOME PIE CHARTS]
REVENUE BY SEGMENT

Metalworking Solutions & Services GroUP. .. ..o eeeeeeennnnns 56.0%
Advanced Materials SoOlULIiONS GrOUP .« e v v vttt eeeeeeennnenns 20.0%
J&L Industrial SUPP LY .« et oo i ittt ettt ettt eeeeeeeeeeenaeens 15.0%

o
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Revenue: $1.6 billion

OPERATING INCOME BY SEGMENT

Metalworking Solutions & Services GroUP.......ievwwnnnnneen. 68%

oe

Advanced Materials SoOlULiOoNS GrOUP . e e v vttt eeeeeeennnnns 22
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FUull Service SUPP LY .t ittt ittt ettt ettt eaaeeaeees

Operating Income: $127.9 million*

* Before restructuring, asset impairment and other special charges.

INDUSTRY OVERVIEW

We estimate the size of our global market for metalworking consumables and
wear—-resistant parts to be approximately $13 billion, including an approximately
$8.5 billion market for metalworking consumables and other related products. We
believe five significant trends are currently impacting the metalworking
industry:

— Continuing advances in customers' metalworking manufacturing technology,
requiring more technologically advanced tools;

— Demand for world class capabilities including customer service, technical
application support and information and product technology while, at the
same time, maintaining or reducing costs;

- Growing demand for suppliers that can provide a complete selection of
tools, supplies and services globally;

— Increasing demand from large customers to outsource procurement and
inventory management processes through integrated supply programs; and

— Consolidation of manufacturing and of fragmented distribution channels as
customers seek a single source of supply for their metalworking needs.

BUSINESS STRATEGY

Our aspiration is to become the premier tooling solutions supplier of
consumable tools, related supplies and services to the global metalworking
industry and to other industries that can benefit from tungsten carbide
products. We believe our market-leadership position is the result of our
successful implementation of our business strategy, the major elements of which
include:

- Strengthen Leading Global Market Position. We are the #1 tooling
solutions provider in North America and #2 in the world. We believe our
#2 position in Europe will be strengthened upon completion of the Widia
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acquisition, which combines our complementary European businesses which
have little customer overlap.

Offer Most Comprehensive Range of Products and Services. We strive to
provide the most comprehensive product offering in the metalworking
industry. As a result of strong research and development and various
acquisitions, we market and distribute what we believe to be one of the
broadest lines of tools, tooling systems and services typically used by
metalworking customers. We also manufacture all of the major consumable
tools needed by customers in their metalcutting manufacturing processes.

Provide Innovative and Technologically Superior Products. We supply high
quality and technologically innovative consumable metalcutting tools and
tooling systems to the metalworking industry which we believe has been
instrumental in achieving our leading market position. We believe we
operate one of the most advanced metalworking technology centers in the
world. For the first nine months of fiscal 2002, we estimate that 34% of
our sales came from products introduced within the last five years.

Leverage Customer-Focused Selling Culture. We have positioned ourselves
to become the premier tooling solutions supplier as well as a
full-service tooling manufacturer and distributor. Our solutions-based,
value—-added services and products differentiate us from our competitors
and continue to strengthen our relationships with valued customers
allowing us to achieve a high level of customer intimacy.

Provide Superior Customer Service, Product Availability and Technical
Support. Our skills in rapidly filling orders, maintaining high levels
of product availability and providing technical product application
support are vital to the ability of our customers to meet their
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production and delivery schedules in a cost-effective manner. Our
sophisticated order entry and inventory management systems enable us to
ship more than 90 percent of our products from stock. In addition, our
technically skilled sales force of more than 900 people provides product
selection and application support to enable customers to optimize their
industrial processes.

Maintain Commitment to Strong Balance Sheet and Cash Flow Generation. We
are firmly committed to maintaining a strong financial profile. We have
generated consistent levels of free operating cash flow since 1999 and
expect to generate at least $100 million of free cash flow each year in
the future. In addition, management has reduced the ratio of total debt
to total capital from 51.9% at June 30, 1999 to 39.9% at March 31, 2002
(before we record the non-cash charge related to the adoption of SFAS No.
142) .

Focus on Aggressively Reducing Costs. In November 1999, we embarked on a
program to streamline our manufacturing operations in order to
continually improve our competitive position. In September 2000, we
announced a similar plan focused on improving the operating performance
of J&L. Since November 1999, we closed or downsized seven plants and over
30 warehouses and J&L satellite stores. Also, in this same period, we
reduced our work force by approximately 1,400 people, or 10%. By the end
of fiscal 2003, we expect to have realized annual cost savings of

$35 - 40 million as a result of these actions. We expect to realize
further efficiencies from our continuing efforts to reduce our
manufacturing and administrative costs through our lean initiatives. In
addition, we believe the effective integration of Widia into our European
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and Asia/Pacific operations will afford further opportunities to increase
efficiency and improve productivity.

In addition to the above business strategies, we seek to further improve
operating efficiencies, as well as to pursue selected acquisitions that enhance
our existing product offerings and strengthen our geographic presence.

RECENT DEVELOPMENTS
NOTES OFFERING

Concurrent with this common stock offering, we are undertaking a public
offering of an aggregate principal amount of $300,000,000 % senior notes
due 2012. Net proceeds, after deducting underwriting discounts and commissions
and offering expenses, from the notes offering are expected to be approximately
$296 million. We expect to use the net proceeds, together with the net proceeds
of this common stock offering and borrowings under the new bank credit facility,
to repay senior bank indebtedness, to pay the purchase price of the Widia
acquisition and for general corporate purposes, including capital expenditures,
other acquisitions and investments. See "Use of Proceeds." This common stock
offering and the notes offering are independent offerings and are not
conditioned upon each other.

PROPOSED NEW BANK CREDIT FACILITY

Substantially concurrent with the closing of this issuance of the common
stock, we expect to enter into a $650 million 3-year senior unsecured revolving
credit facility arranged by J.P. Morgan Securities Inc. We cannot assure you
that we will successfully negotiate and arrange this bank credit transaction or
a similar transaction. We intend to use the new bank credit facility to
refinance our existing bank credit facilities, which are comprised of a $700
million 5-year revolving credit facility, which matures on August 30, 2002, and
a E212 million 3-year revolving credit facility, which matures on December 20,
2003.

THE WIDIA GROUP ACQUISITION

On May 3, 2002, we signed a definitive agreement to purchase the Widia
Group (Widia) in Europe and India from Milacron Inc. for E188 million, subject
to a purchase price adjustment based on the change in the net assets of Widia
from December 31, 2001 to the closing date. The acquisition remains subject to
European regulatory approval and negotiated conditions of closing. Assuming
regulatory approval, we expect to close the Widia acquisition by July 1, 2002.

Widia is a leading manufacturer and marketer of metalworking tools,
engineered products and related services in Europe and India. Widia has an
extensive product line of metalworking consumables, and is a recognized leader
in milling applications. Widia employs approximately 3,400 employees, and
operates eight manufacturing facilities in Europe and two in India. We currently
intend to integrate the operations of Widia into existing operations. In
addition, we expect to merge Widia's German operations into a new Kennametal
European subsidiary at the closing. Widia sells primarily through direct sales
and has sales and service personnel in many European countries.

We intend to fund the acquisition through the proposed new bank credit
facility, this common stock offering or the notes offering, or a combination of
these financing transactions. Sufficient capacity exists under our existing bank
credit facilities to fund the acquisition should the transaction close prior to
completion of one or all of these financing transactions.
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DISPOSITION OF STRONG TOOL COMPANY

On April 19, 2002, consistent with our business strategy, we sold Strong
Tool Company, our industrial supply distributor based in Cleveland, Ohio, for
$8.6 million consisting of cash proceeds of $4.0 million and a seller note of
$4.6 million. This disposition resulted in a pretax loss of $3.5 million and is
in line with our strategy to refocus our J&L business segment on its core
catalog business. Annualized sales of this business were approximately $34
million.

CHANGE OF INDEPENDENT AUDITORS

Effective May 14, 2002, we dismissed Arthur Andersen LLP as our independent
auditors and engaged PricewaterhouseCoopers LLP as our independent auditors for
our fiscal year ending June 30, 2002.

SFAS NO. 142

Effective July 1, 2001, we adopted SFAS No. 142, "Goodwill and Other
Intangible Assets." Under SFAS No. 142, all goodwill amortization ceased
effective July 1, 2001. As a result of the adoption of this rule, we expect to
record a non-cash charge of $230 million to $260 million, specific to the
electronics (AMSG segment) and the industrial product group (MSSG segment)
businesses, which were acquired in 1998. We will record the actual charge in our
financial statements for the fiscal year ended June 30, 2002.

Our executive offices are located at 1600 Technology Way, P.O. Box 231,
Latrobe, Pennsylvania 15650, and our telephone number is (724) 539-5000.

S

THE OFFERING
IssUer. . vttt ittt Kennametal Inc.
Common stock offered....... 3,000,000 shares.

Common stock to be
outstanding immediately
after this offering...... 34,169,944 shares, or 34,619,944 shares assuming
the underwriters exercise their option to purchase
additional shares from us in full.

Use of proceeds............ We intend to use the net proceeds of this common
stock offering, together with the net proceeds of
the notes offering and borrowings under the new
bank credit facility, to repay senior bank
indebtedness, to finance the Widia acquisition and
for general corporate purposes. See "Use of
Proceeds."

Rights...... . oo Each share of our common stock includes one right
to purchase our common stock pursuant to our
shareowner rights plan. Prior to the occurrence of
specified events, the rights will not be
exercisable or evidenced separately from our common
stock. See "Description of Common Stock —-- Rights
Agreement."



Edgar Filing: KENNAMETAL INC - Form 424B5

New York Stock Exchange

The number of shares of our common stock that will be outstanding after
this offering is based on the number of shares of our common stock outstanding
as of April 30, 2002.

RISK FACTORS

In evaluating an investment in our common stock, prospective investors
should carefully consider, along with the other information set forth in or
incorporated by reference into this prospectus supplement, the specific factors
set forth under "Risk Factors" for risks involved with an investment in our
common stock.

SUMMARY CONSOLIDATED FINANCIAL INFORMATION

The following table sets forth summary consolidated historical financial
data for each of the fiscal years in the three year period ended June 30, 2001.
Also included is summary consolidated financial data for the nine-month periods
ended March 31, 2002 and 2001. You should read the information set forth in this
table in conjunction with our consolidated financial statements and the related
notes thereto and other financial data contained elsewhere or incorporated by
reference in this prospectus supplement. Interim results for the nine months
ended March 31, 2002 are not necessarily indicative of, and are not projections
for, the results to be expected for the full fiscal year.

NINE MON

ENDED

FISCAL YEAR ENDED JUNE 30, MARCH 3
2001 2000 1999 2002

(DOLLARS IN THOUSANDS, EXCEPT PER SHARE DATA, EMPLOYEE DATA AN

OPERATING RESULTS:

Net sales....oeiiiiiiiiiineeeeens $1,807,896 $1,866,578 $1,914,961 $1,180, 844 S
Cost of goods sold............... 1,192,176 1,228,685 1,272,090 806,893
Operating expense........ovee.e... 425,641 434,136 455,903 288,711
Interest expense. .......ceeeeuunn.. 50,381 55,079 68,594 25,076
Restructuring, asset impairment

and other special charges...... (1) 21,457 22,412 24,617 25,020
INCOME LAXES . vttt teeeeeeeeeannns 37,300 43,700 32,900 11,387
Income from continuing

operations....... ... 53,887 51,977 39,116 23,128
Accounting changes, net of tax... (2) (3) (599) —— —— ——
Net InCOME. ... .ot iii i nnennn. (3) (4) 53,288 51,710 39,116 23,128

FINANCIAL POSITION:

Net working capital.............. $ 386,711 $ 397,403 $ 373,582 $ 10,625 S
Total aSSelS. vt eennnnnnns 1,825,442 1,941,121 2,000,480 1,746,251
Total debt, including capital

1EaASES e ittt e e 607,115 699,242 861,291 547,896
Total shareowners' equity........ (3) 796,769 780,254 745,131 815,870

PER SHARE DATA:
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Basic earnings.....oeeeeeeeeennnn. (3) S 1.74 S 1.71 S 1.31
Diluted earnings..........oev.... (3) (4) 1.73 1.70 1.31
Dividends.......ouiiiiiiinennnnn 0.68 0.68 0.68
Market price (at period end)..... 36.90 21.44 31.00
OTHER DATA:
Net cash flow from operating

activities......... .. o $ 187,556 $ 221,207 $ 226,552
Capital expenditures............. 59,929 50,663 94,993
EBITDA . ¢t ittt ettt e ettt e e eaeeeaen (5) ... 242,007 257,136 242,995
Number of employees.............. 12,525 13,200 13,640
Basic weighted average shares

outstanding (000) .............. 30,560 30,263 29,917
Diluted weighted average shares

outstanding (000) .............. 30,749 30,364 29,960
KEY RATIOS:
Gross profit margin.............. 34.1% 34.2% 33.6%
EBITDA to interest expense....... (5) 4.8x 4.7x 3.5x
EBITDA, less capital expenditures

to interest expense............ (5) 3.6x 3.7x 2.2x%
Total debt to EBITDA.....cuvuvueu... (5) 2.5x 2.7x 3.5x
Total debt to total capital...... (3) 42.9% 45.6% 51.9%
Inventory tUrnover............... 2.9x 2.7x 2.6x

(1) Amounts reflect costs associated with restructuring and related period

costs, and asset impairment charges in the nine months ended March 31, 2002;

restructuring and asset impairment charges and costs primarily associated
with the JLK tender offer in the nine months ended March 31, 2001; costs
associated with restructuring and asset impairment charges related to

operational improvement programs, a loss on divestiture and costs primarily

associated with the JLK tender offer in the nine
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months ended March 31, 2001; costs associated with environmental
remediation, strategic alternative, and restructuring and asset impairment

charges related to operational improvement programs initiated in 2000; costs

associated with the acquisition of shares of Toshiba Tungaloy and
restructuring and asset impairment charges related to operational
improvement programs initiated in 1999.

(2) Accounting changes in 2001 reflect the change in the method of accounting
for derivative financial instruments (SFAS No. 133).

(3) For the nine months ended March 31, 2002, amounts are not reflective of a
non-cash charge of $230 million to $260 million related to the adoption of
SFAS No. 142. We will record the actual charge on our financial statements
for the fiscal year ended June 30, 2002.

(4) Excluding restructuring, asset impairment and other special charges in the
nine months ended March 31, 2002, net income was $40,141 and diluted

earnings per share were $1.28. Excluding restructuring, asset impairment and

other special charges in the nine months ended March 31, 2001, net income
was $48,053 and diluted earnings per share was $1.57. Excluding
restructuring, asset impairment and other special charges in 2001 and the
charge for the accounting principle change of $599, net of tax, net income
was $66,587 and diluted earnings per share were $2.17. Excluding
restructuring, asset impairment and other special charges in 2000 and an

$ 104,433
30,349
115,899
11,838

31,002
31,454

31.7%
4.7x

3.4x

39.9%
2.9x

10
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extraordinary loss of $267, net of tax, net income was $64,689 and diluted
earnings per share were $2.13. Excluding restructuring, asset impairment and
other special charges in 1999, net income was $54,299 and diluted earnings
per share were $1.82.

(5) EBITDA is defined as income before provision for income taxes and minority
interest, plus interest expense, depreciation and amortization. EBITDA is
commonly presented as an indicator of operating performance. It is not,
however, intended as an alternative measure of operating results or cash
flow from operations as determined in accordance with generally accepted
accounting principles in the United States. EBITDA is not necessarily
comparable to similarly titled measures for other companies.
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RISK FACTORS

You should consider carefully the following risk factors, in addition to
the other information set forth in this prospectus supplement and the
accompanying prospectus, before deciding to invest in our common stock.

RISKS ASSOCIATED WITH OUR BUSINESS

THE CYCLICAL NATURE OF OUR BUSINESS COULD CAUSE FLUCTUATIONS IN OPERATING
RESULTS.

Our business is cyclical in nature. As a result of this cyclicality, we
have experienced, and in the future we can be expected to experience,
significant fluctuation in our sales and operating income, which may affect the
price of our common stock.

OUR INTERNATIONAL OPERATIONS ARE SUBJECT TO MANY UNCERTAINTIES, AND A
SIGNIFICANT REDUCTION IN INTERNATIONAL SALES OF OUR PRODUCTS COULD HAVE A
MATERIAL ADVERSE EFFECT ON US.

Our international operations are subject to various political, economic and
other uncertainties and risks that are not present in domestic operations, which
could adversely affect our business. A significant reduction of our
international business due to any of these risks would adversely affect our
sales. In fiscal 2001, we derived approximately one-third of our revenues from
sources outside the United States. If the Widia acquisition is consummated, this
percentage is expected to increase. Risks faced by our international operations
include:

- periodic economic downturns;

— fluctuations in currency exchange rates;

- customs matters and changes in trade policy or tariff regulations;

- unexpected changes in regulatory requirements;

- higher tax rates and potentially adverse tax consequences including
restrictions on repatriating earnings, adverse tax withholding
requirements and "double taxation;"

— intellectual property protection difficulties;

— longer payment cycles and difficulty in collecting accounts receivable;

— complications in complying with a variety of foreign laws and

11
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regulations;

— costs and difficulties in integrating, staffing and managing
international operations;

- transportation delays and interruptions; and

— natural disasters and the greater difficulty in recovering from them in
some of the foreign countries in which we operate.

Also, various foreign Jjurisdictions have laws limiting the right and
ability of foreign subsidiaries to pay dividends and remit earnings to
affiliated companies unless specified conditions are met. Further, sales in
foreign jurisdictions typically are made in local currencies and transactions
with foreign affiliates customarily are accounted for in the local currency of
the selling company. While we regularly borrow in local currencies and enter
into foreign exchange contracts to reduce our currency exposure, to the extent
we do not fully mitigate the effect of changes in the relative value of the U.S.
dollar and foreign currencies, our results of operations and financial condition
(which are reported in U.S. dollars) could be affected adversely by negative
changes in these relative values.

In addition, foreign operations involve uncertainties arising from local
business practices, cultural considerations and international political and
trade tensions. If we are unable to successfully manage the risks associated
with expanding our global business or to adequately

SE)

manage operational fluctuations internationally, it could have a material
adverse effect on our business, financial condition and results of operations.

IF THE PRICES FOR OUR RAW MATERIALS INCREASE, OUR PROFITABILITY COULD BE
IMPAIRED.

The raw materials we use for our products consist of ore concentrates,
compounds and secondary materials containing tungsten, tantalum, titanium,
niobium and cobalt. Although adequate supply of these raw materials currently
exists, our major sources for raw materials are located abroad and prices at
times have been volatile. If the prices of our raw materials increase, our
operating expense could increase significantly.

DEMAND FOR SOME OF OUR PRODUCTS MAY BE ADVERSELY IMPACTED BY REGULATIONS
AFFECTING THE MINING AND DRILLING INDUSTRIES OR UTILITIES INDUSTRY.

Some of our principal customers are mining and drilling companies. Many of
these customers supply coal, oil, gas or other fuels as a source for the
production of utilities in the United States and other industrialized regions.
The operations of these mining and drilling companies are geographically diverse
and are subject to or impacted by a wide array of regulations in the
jurisdictions where they operate, such as applicable environmental laws and an
array of regulations governing the operations of utilities. As a result of
changes in regulations and laws relating to such industries, our customers'
operations could be disrupted or curtailed by governmental authorities. The high
cost of compliance with mining, drilling and environmental regulations may also
induce customers to discontinue or limit their operations, and may discourage
companies from developing new opportunities. As a result of these factors,
demand for our mining and drilling related products could be substantially
affected by regulations adversely impacting the mining and drilling industries
or altering the consumption patterns of utilities.
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A DECLINE IN AUTOMOTIVE SALES AND PRODUCTION COULD RESULT IN A DECLINE IN OUR
RESULTS OF OPERATIONS OR A DETERIORATION IN OUR FINANCIAL CONDITION.

Some of our primary customers are automobile companies in the United States
and abroad. Automobile sales and production are cyclical and can be affected by
the strength of a country's general economic condition. In addition, automobile
production and sales can be affected by labor relations, regulatory
requirements, trade agreements and other factors. A decline in automotive sales
and production could result in a decline in our results of operations or a
deterioration in our financial condition. If demand changes and we fail to
respond appropriately, our business, financial position and results of
operations could be adversely affected.

LABOR DISPUTES AND INCREASING LABOR COSTS COULD HAVE A MATERIAL ADVERSE EFFECT
ON OUR BUSINESS.

Some of our principal domestic and many of our foreign operations are
parties to collective bargaining agreements with their employees. We cannot
assure you that any disputes, work stoppages or strikes will not arise in the
future. In addition, when existing collective bargaining agreements expire, we
cannot assure you that we will be able to reach new agreements with our
employees. Such new agreements may be on substantially different terms and may
result in increased labor costs. Future disputes with our employees could have a
material adverse effect upon our business, financial position and results of our
operations.

WE OPERATE IN A HIGHLY COMPETITIVE ENVIRONMENT.

Our domestic and foreign operations are subject to significant competitive
pressures. We compete directly and indirectly with other manufacturers and
suppliers of metalworking tools and

wear-resistant parts. At least one of our competitors is larger, and some of our
competitors may have greater access to financial resources and may be less
leveraged than us.

In addition, the metalworking supply industry is a large, fragmented
industry that is highly competitive. Our J&L and FSS business segments face
competition from traditional channels of distribution such as retail outlets,
small dealerships and regional and national distributors using direct sales
forces, from manufacturers of metalworking supplies, from large warehouse stores
and from other direct mail distributors. We believe that sales of metalworking
supplies will become more concentrated over the next few years, which may
increase the competitiveness of the industry. Certain of J&L's competitors offer
a greater variety of products and have substantially greater financial and other
resources than us.

Customers are increasingly aware of the total costs of fulfilling their
purchasing requirements and are seeking low cost alternatives to traditional
methods of purchasing and sources of supply. We believe that the current trend
is to reduce the number of suppliers and rely more on lower cost alternatives
such as direct mail and/or integrated supply arrangements. We cannot assure you
that we will be able to take advantage of this trend effectively or that we will
be able to establish relationships with supply customers.

OUR CONTINUED SUCCESS DEPENDS ON OUR ABILITY TO PROTECT OUR INTELLECTUAL
PROPERTY.

Our future success depends in part upon our ability to protect our
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intellectual property. We rely principally on nondisclosure agreements and other
contractual arrangements and trade secret law and, to a lesser extent, trademark
and patent law, to protect our intellectual property. However, these measures
may be inadequate to protect our intellectual property from infringement by
others or prevent misappropriation of our proprietary rights. In addition, the
laws of some foreign countries do not protect proprietary rights to the same
extent as do U.S. laws. Our inability to protect our proprietary information and
enforce our intellectual property rights through infringement proceedings could
have a material adverse effect on our business, financial condition and results
of operations.

PRODUCT LIABILITY CLAIMS COULD HAVE A MATERIAL ADVERSE EFFECT ON OUR BUSINESS.

The sale of metalworking, mining, highway construction and other tools and
related products entails an inherent risk of product liability claims. We cannot
assure you that the coverage limits of our insurance policies will be adequate
or that our policies will cover any particular loss. Insurance can be expensive,
and we may not always be able to purchase insurance on commercially acceptable
terms, if at all. Claims brought against us that are not covered by insurance or
that result in recoveries in excess of insurance coverage could have a material
adverse effect on our business, financial condition and results of operations.

WE ARE SUBJECT TO VARIOUS ENVIRONMENTAL LAWS, AND ANY VIOLATION OF, OR OUR
LIABILITIES UNDER, THESE LAWS COULD ADVERSELY AFFECT US.

Our operations necessitate the use and handling of hazardous materials and,
as a result, we are subject to various federal, state, local and foreign laws,
regulations and ordinances relating to the protection of health, safety and the
environment, including those governing discharges to air and water, handling and
disposal practices for solid and hazardous wastes, the cleaning up of
contaminated sites and the maintenance of a safe work place. These laws impose
penalties, fines and other sanctions for non-compliance and liability for
response costs, property damages and personal injury resulting from past and
current spills, disposals or other releases of, or exposure to, hazardous
materials. We could incur substantial costs as a result of noncompliance with or
liability for cleanup or other costs or damages under these laws. We may be
subject to more stringent environmental laws in the future. If more stringent
environmental laws are enacted

in the future, these laws could have a material adverse effect on our business,
financial condition and results of operations.

WE MAY NOT BE ABLE TO SUCCESSEFULLY INTEGRATE OUR PROPOSED ACQUISITION OF THE
WIDIA BUSINESSES.

If and when the proposed Widia acquisition is consummated, we expect to
integrate operations, management and personnel of the Widia businesses with our
existing operations. The expansion of our European and Asian businesses
resulting from the Widia acquisition may strain our administrative, operational
and financial resources. The integration of the Widia businesses will require
the dedication of management resources that may temporarily detract from our
day-to-day business. These types of demands and uncertainties could have a
material adverse effect on our business, financial condition and results of
operations. We may not be able to manage the combined operations and assets
effectively or realize any of the anticipated benefits of the acquisition. In
addition, any material delays or unexpected costs we incur in connection with
the integration process could harm our business, financial condition and results
of operations.
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We may not achieve desired levels of synergies in connection with the
proposed Widia acquisition and the costs of achieving these synergies may be
substantially greater than we anticipate. If we fail to achieve our desired
levels of synergies, or if the costs of achieving them are substantially greater
than we anticipate, our business, financial condition and results of operations
could be adversely affected.

IF WE ARE UNABLE TO RETAIN QUALIFIED EMPLOYEES, OUR GROWTH MAY BE HINDERED.

Our ability to provide high-quality products and services depends in part
on our ability to retain our skilled personnel in the areas of management,
product engineering, servicing and sales. Competition for such personnel is
intense and our competitors can be expected to attempt to hire our skilled
employees from time to time. Our results of operations could be materially and
adversely affected if we are unable to retain the customer relationships and
technical expertise provided by our management team and our professional
personnel.

A DISRUPTION OF OUR INFORMATION SYSTEMS COULD ADVERSELY AFFECT US.

We believe that our computer software programs are an integral part of our
business and growth strategies. We depend upon our information systems generally
to process orders, to manage inventory and accounts receivable collections, to
purchase, sell and ship products efficiently and on a timely basis, to maintain
cost—-effective operations and to provide superior service to our customers. We
cannot assure you that a disruption will not occur. Any disruption could have a
material adverse effect on our business, financial condition and results of
operations.

RISKS ASSOCIATED WITH OUR CAPITALIZATION

OUR LEVEL OF INDEBTEDNESS MAY LIMIT CASH FLOW AVAILABLE TO INVEST IN THE ONGOING
NEEDS OF OUR BUSINESS.

We have a significant amount of indebtedness. After giving effect to this
common stock offering, the notes offering, the new bank credit facility and the
Widia acquisition, as of March 31, 2002, our total indebtedness would have been
approximately $632 million and our ratio of earnings to fixed charges for the
nine months ended March 31, 2002 would have been approximately 1.8x.

Our level of indebtedness could have important consequences to you. For
example, it could:

- require us to dedicate a substantial portion of our cash flow from
operations to the payment of debt service, reducing the availability of
our cash flow to fund working capital, capital expenditures, acquisitions
and other general corporate purposes;

S-12

— increase the amount of interest that we have to pay because certain of

our borrowings are at variable rates of interest;

— 1increase our vulnerability to adverse economic or industry conditions;

— limit our ability to obtain additional financing in the future to enable
us to react to changes in our business or industry; or

- place us at a competitive disadvantage compared to businesses in our
industry that have less indebtedness.
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Additionally, any failure to comply with covenants in the instruments
governing our debt could result in an event of default which, if not cured or
waived, would have a material adverse effect on us.

See "Management's Discussion and Analysis of Financial Condition and
Results of Operations —-- Liquidity and Capital Resources."

RESTRICTIONS IMPOSED BY OUR BANK CREDIT FACILITIES LIMIT OUR ABILITY TO OBTAIN
ADDITIONAL FINANCING AND TO PURSUE BUSINESS OPPORTUNITIES.

The operating and financial restrictions and covenants in our debt
instruments, including our bank credit facilities, may adversely affect our
ability to finance our future operations or capital needs or to pursue certain
business activities. In particular, our bank credit facilities require us to
maintain certain financial ratios. Our ability to comply with these ratios may
be affected by events beyond our control. A breach of any of these covenants or
our inability to comply with the required financial ratios could result in a
default under our bank credit facilities. In the event of any default under our
bank credit facilities, the lenders under those facilities could elect to
declare all borrowings outstanding, together with accrued and unpaid interest
and other fees, to be due and payable or to require us to apply all of our
available cash to repay these borrowings, any of which would be an event of
default under instruments governing our borrowings and which, if not cured or
waived, would have a material adverse effect on us.

OUR EXISTING U.S. DOLLAR BANK CREDIT FACILITY MATURES ON AUGUST 30, 2002 AND WE
MAY NOT BE ABLE TO ARRANGE OUR NEW BANK CREDIT FACILITY PRIOR TO THAT DATE, OR
AT ALL.

We are currently in negotiation with lenders on a new bank credit facility
to replace our existing bank facilities. We cannot assure you that we will
successfully negotiate and arrange this bank credit transaction or a similar
transaction prior to the expiration of the existing U.S. dollar bank credit
facility, or at all. If we are unable to arrange this new bank credit
transaction prior to the expiration of our existing U.S. dollar bank credit
facility, this would have a material adverse effect on us, including our
liquidity.

USE OF PROCEEDS

We estimate that the net proceeds from the sale of the common stock will be
S million (or $ million if the underwriters exercise their
option to purchase additional shares from us in full), after deducting
underwriting commissions and discounts and our estimated offering expenses. We
intend to use the net proceeds from the sale of the common stock, together with
proceeds from the notes offering and borrowings under the new bank credit
facility, to repay senior bank indebtedness, to pay the purchase price of the
Widia acquisition and for general corporate purposes, including capital
expenditures, other acquisitions and investments. Our existing bank credit
facilities require us to reduce our commitments under these facilities by the
amount of the net proceeds of this common stock offering and the notes offering.
If the amount of the reduced commitments falls below the amount of outstanding
loans under these facilities, we will be required to repay these loans to the
extent they exceed the amounts of the reduced commitments. The effective
interest rate on the approximately $363 million aggregate principal amount of
borrowings outstanding as of March 31, 2002 under our existing U.S. dollar bank
credit facility, which matures on August 30, 2002, was 4.77%, including the
effect of our interest rate swap agreements. The effective interest rate on the
approximately E180 million aggregate principal amount of borrowings outstanding
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as of March 31, 2002 under our existing Euro bank credit facility, which matures
on December 20, 2003, was 4.34%. See "Management's Discussion and Analysis of
Financial Condition and Results of Operations —-- Liquidity and Capital
Resources" for a discussion of our existing bank credit facilities.
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PRICE RANGE OF COMMON STOCK AND DIVIDEND POLICY

Our common stock is currently traded on the NYSE under the symbol "KMT."
The high and low sales prices as reported on the NYSE Composite Tape and
dividends paid for the periods indicated are set forth in the table below.

PRICE RANGE

HIGH LOW

Fiscal 2000

e = O 15 i = $30.00 $23.00

SECONA QUATE T e i v vt ettt ettt ettt ettt ettt e et e eeeeneenns $33.88 $23.50

10 o I o = =l $33.81 $22.63

L X Bl o T 16 = = $30.50 $19.13
Fiscal 2001

= O 15 i = $26.44 $21.19

SECONA QUATE T e v v vt ettt ettt ettt ettt ettt et e eeeeneenns $30.69 $24.44

00 o I o 0 = =l $33.00 $25.30

L X Bl o T 1 = = $37.37 $26.67
Fiscal 2002

e = O 15 i = $39.70 $28.43

SECONA QUATE T e v v vt ettt ettt ettt ettt et eeetee e eeeeeeeneenns $41.37 $30.12

10 o I e N = =l $42.70 $35.15

Fourth Quarter (through May 24, 2002) ... ceitieneeeeeeennnn $42.98 $38.50

On May 24, 2002, the last reported sale price of the common stock on the
NYSE was $41.90 per share.

We have paid cash dividends in every quarter since fiscal 1947. Our Board
of Directors intends to continue its present policy of declaring regular
quarterly dividends when justified by our financial condition. The amount of the
cash dividends paid in each quarter of fiscal 2000, each quarter of fiscal 2001
and the first three quarters of fiscal 2002 was $0.17 per share. The amount of
future dividends, if any, will depend on general business conditions encountered
by us, our earnings, our financial condition and our capital requirements, and
such other factors as our Board of Directors may deem relevant. The payment of
dividends is subject to compliance with certain financial covenants in our bank
credit facilities.

CAPITALIZATION

The following table sets forth, as of March 31, 2002, (1) our
capitalization on an actual basis, (2) adjustments for the consummation of this
common stock offering, the notes offering, the new bank credit facility and the
Widia acquisition and (3) our capitalization on an as adjusted basis to reflect
the consummation of this common stock offering, the notes offering, the new bank
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credit facility and the Widia acquisition. You should read the information set
forth in this table in conjunction with our consolidated financial statements
and the related notes thereto and other financial data contained elsewhere or
incorporated by reference in this prospectus supplement.

Debt:

Existing U.S. dollar bank credit facility........
Existing Euro bank credit facility...............

New bank credit facility........oiiiiiiiiio..

)

Total debt ...ttt e e e e e e e e

Minority interest in consolidated subsidiaries.....

Shareowners' equity:
Preferred stock, 5,000 shares authorized; none

1Y

Capital stock, $1.25 par value per share;
70,000 shares authorized; 33,807, 36,807 and

36,807 shares issUed. .. ...ttt inneeneennnn
Additional paid-in capital........ccoiiiiinnn..
Retained earnings. . ...ttt neeeeeeennneeens
Less treasury shares, at cost; 2,657 shares held....
Unearned compensation.........ouiiiieeeennnnenns
Accumulated other comprehensive loss.............

Total shareowners' equity*.......... oo

Total capitalization..........ieiiiiieennnnn.

* Effective July 1, 2001, we adopted SFAS No. 142,

record a non-cash charge of $230 million to $260 million,
electronics (AMSG segment) and the industrial product group

% senior notes due 2012. ... ..ttt
Capitalized 1easesS .. v i ittt eeeeeeeenneeeens

AS OF MARCH 31,

2002

... $ 362,700
. 156,704

. 519,404
. 20,820

o 42,259
o 371,911
o 547,967
(72,804)
o (4,885)
o (68,578)

FINANCINGS
AND WIDIA
ACQUISITION

(IN THOUSANDS)

$(362,700)
(156,704)

(519,404)
11,189
290,051
300,000
1,940

3,750
114,976

AS ADJUSTED

$ J—

32,009
290,051
300,000

9,612

46,009
486,887
547,967
(72,804)
(4,885)
(68,578)

"Goodwill and Other
Intangible Assets." Under SFAS No. 142, all goodwill amortization ceased
effective July 1, 2001. As a result of the adoption of this rule,

we expect to

specific to the
(MSSG segment)

businesses, which were acquired in 1998. We will record the actual charge in
our financial statements for the fiscal year ended June 30, 2002.
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

The following table sets forth selected consolidated historical financial
data for each of the fiscal years in the five year period ended June 30, 2001.
Also included is selected consolidated financial data for the nine-month periods
ended March 31, 2002 and 2001. You should read the information set forth in this
table in conjunction with our consolidated financial statements and the related
notes thereto and other financial data contained elsewhere or incorporated by
reference in this prospectus supplement. Interim results for the nine months
ended March 31, 2002 are not necessarily indicative of, and are not projections
for, the results to be expected for the full fiscal year.

FISCAL YEAR ENDED JUNE 30,

(DOLLARS IN THOUSANDS, EXCEPT PER SHARE DATA, EMPLOYEE O

OPERATING RESULTS:

Net sales............. $1,807,896 $1,866,578 $1,914, 961 $1,687,516 $1,160,452
Cost of goods sold.... 1,192,176 1,228,685 1,272,090 1,057,089 713,182
Operating expense..... 425,641 434,136 455,903 419,182 317,315
Interest expense...... 50,381 55,079 68,594 59,536 10,393

Restructuring, asset
impairment and other

special charges..... (1) 21,457 22,412 24,617 4,595 -
Income taxes.......... 37,300 43,700 32,900 53,900 44,900
Income from continuing

operations.......... 53,887 51,977 39,116 71,197 72,032
Accounting changes,

net of tax.......... (2) (3) (599) —— —— —— ——
Net income............ (3) (4) 53,288 51,710 39,116 71,197 72,032

FINANCIAL POSITION:

Net working capital... $ 386,711 $ 397,403 $ 373,582 S 447,992 $ 175,877
Total assets.......... 1,825,442 1,941,121 2,000,480 2,091,520 851,243
Total debt, including

capital leases...... 607,115 699,242 861,291 967,667 174,464
Total shareowners'

equity.ee e (3) (5) 796,769 780,254 745,131 735,460 459,608

PER SHARE DATA:

Basic earnings........ (3) S 1.74 S 1.71 S 1.31 S 2.61 S 2.71
Diluted earnings...... (3) (4) 1.73 1.70 1.31 2.58 2.69
Dividends............. 0.68 0.68 0.68 0.68 0.66
Market price (at

period end) ......... 36.90 21.44 31.00 41.75 43.00

OTHER DATA:
Net cash flow from

operating

activities.......... $ 187,556 $ 221,207 $ 226,552 $ 101,524 $ 99,850
Capital

expenditures........ 59,929 50,663 94,993 104,774 73,779
EBITDA. « it ittt et e eennn (6) 242,007 257,136 242,995 257,423 169,955
Number of employees... 12,525 13,200 13,640 14,380 7,550

Basic weighted average
shares outstanding
(000) v v vvii e i i (5) 30,560 30,263 29,917 27,263 26,575
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Diluted weighted
average shares

outstanding

KEY RATIOS:
Gross profit margin......... (1) 34.1%
EBITDA to interest

Edgar Filing: KENNAMETAL INC - Form 424B5

(000) ... (5) 30,749

(DOLLARS IN THOUSANDS,

EXPENSE e v v vttt e e (6) 4.8x
EBITDA, less capital

expenditures to interest

EXPENSE e v v vt et e e (6) 3.6x
Total debt to EBITDA........ (6) 2.5x
Total debt to total

capital.......coiii. (3) 42.9%
Inventory turnover.......... 2.9x

(1)

30,364

29,960 27,567

FISCAL YEAR ENDED JUNE 30,

34.2%

3.7x
2.7x

2.7x

33.6%

2.6x

37.4%

2.6x
3.8x

3.1x

Amounts reflect costs associated with restructuring and related period
costs, and asset impairment charges in the nine months ended March 31, 2002;
restructuring and asset impairment charges and costs primarily associated
with the JLK tender offer in the nine months ended March 31, 20
restructuring and asset impairment charges related to operational

improvement programs,
with the JLK tender offer in 2001;
remediation, strategic alternatives,

01;

a loss on divestiture and costs primarily associated
costs associated with environmental
and restructuring and asset impairment

charges related to operational improvement programs initiated in 2000; costs
associated with the acquisition of shares of Toshiba Tungaloy and
restructuring and asset impairment charges related to operational

improvement programs initiated in 1999;

deferred financing costs related to

a postponed public offering intended to have been offered in connection with
the acquisition of Greenfield Industries,

Inc. in 1998.

Accounting changes in 2001 reflect the change in the method of accounting
for derivative financial instruments (SFAS

For the nine months ended March 31, 2002,
non-cash charge of $230 million to $260 million related to the adoption of
We will record the actual charge on our financial statements
for the fiscal year ended June 30, 2002.

SFAS No. 142.

Excluding restructuring,

No. 133).

amounts are not reflective of a

asset impairment and other special charges in the

nine months ended March 31, 2002, net income was $40,141 and diluted

earnings per share were $1.28.

Excluding restructuring, asset 1

other special charges in the nine months ended March 31, 2001,

was $48,053 and diluted earnings per share was $1.57.

restructuring,

Excluding

mpairment and
net income

asset impairment and other special charges in 2001 and the

38.

16.

5%

4x

.0x

2%

26,786
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charge for the accounting principle change of $599, net of tax, net income
was $66,587 and diluted earnings per share were $2.17. Excluding
restructuring, asset impairment and other special charges in 2000 and an
extraordinary loss of $267, net of tax, net income was $64,689 and diluted
earnings per share were $2.13. Excluding restructuring, asset impairment and
other special charges in 1999, net income was $54,299 and diluted earnings
per share were $1.82. Excluding restructuring, asset impairment and other
special charges in 1998 and the effects of the Greenfield Industries, Inc.
acquisition, net income was $88,697 and diluted earnings per share were
$3.23.

(5) In 1998, we issued 3.45 million shares of common stock for net proceeds of
$171.4 million.

(6) EBITDA is defined as income before provision for income taxes and minority
interest plus interest expense, depreciation and amortization. EBITDA 1is
commonly presented as an indicator of operating performance. It is not,
however, intended as an alternative measure of operating results or cash
flow from operations as determined in accordance with generally accepted
accounting principles in the United States. EBITDA is not necessarily
comparable to similarly titled measures for other companies.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This prospectus supplement contains, in addition to historical information,
forward-looking statements. These forward-looking statements involve risk and
uncertainties that could cause our actual outcomes to differ materially from the
results expressed or implied by the forward-looking statements. See "Special
Note Regarding Forward-Looking Statements." You should carefully consider all of
the information contained or incorporated by reference in this prospectus
supplement and the accompanying prospectus, including the discussion under the
caption "Risk Factors" of specific risks involved in an investment in the notes.

In September 2000, we reorganized the financial reporting of our operations
to focus on global business units consisting of Metalworking Solutions &
Services Group (MSSG), Advanced Materials Solutions Group (AMSG) and
JLK/Industrial Supply and corporate functional shared services. Subsequent to
the acquisition of the minority shares of JLK, we split the financial reporting
of these operations into two units, J&L Industrial Supply (J&L) and Full Service
Supply (FSS). We also changed our internal reporting structure to add the
operations of an integrated supply business to FSS, that was previously reported
in J&L. The results for all periods presented have been restated to conform to
the new reporting structure. The presentation of segment information reflects
the manner in which we organize segments for making operating decisions and
assessing performance.

RESULTS OF OPERATIONS

This discussion of our results of operations is divided into two parts, the
first of which addresses our results of operations for the nine months ended
March 31, 2002 compared to the nine months ended March 31, 2001, and the second
of which addresses our results of operations for the fiscal year ended June 30,
2001 compared to the fiscal year ended June 30, 2000 and the fiscal year ended
June 30, 1999. The following discussion should be read in connection with the
consolidated financial statements and the related footnotes.

NINE MONTHS ENDED MARCH 31, 2002 COMPARED TO NINE MONTHS ENDED MARCH 31, 2001
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SALES

Sales for the nine months ended March 31, 2002 were $1,180.8 million
compared to $1,365.4 million in the same period a year ago, a decline of 14
percent. Sales declined 12 percent excluding unfavorable foreign currency
effects of one percent and less workdays in the nine months ended March 31,
2002. Sales in North America contributed to the majority of this decline due to
overall weak market conditions. In local currency, European sales were down six
percent compared to the prior year.

GROSS PROFIT MARGIN

Consolidated gross profit margin was 31.7 percent for the nine months ended
March 31, 2002, compared with 34.3 percent in same period a year ago. Excluding
special charges in each period, the gross profit margin was 31.9 percent in 2002
and 34.3 percent in 2001. The decline in the gross profit margin was due
primarily to underutilized capacity from volume declines and an unfavorable
customer and product mix, partially offset by continued manufacturing
efficiencies from lean initiatives. Foreign currency translation also reduced
the margin. Special charges in 2002 related to facility closures including
inventory abandonment charges of $1.7 million and period costs of $0.7 million.
Special charges in 2001 of $0.4 million related to the write-down of certain
product lines that were discontinued as part of a program to streamline and
optimize J&L's product offering.

OPERATING EXPENSE

For the nine months ended March 31, 2002, operating expense was $288.7
million, a decline of 10 percent compared to the same period a year ago,
excluding costs of $2.1 million in the prior year related primarily to the
tender offer to acquire the minority shares of JLK Direct Distribution Inc.
(JLK) . Ongoing cost-cutting and lean initiatives, combined with several short-
term savings actions, reduced expenses nearly in line with sales declines.
Moreover, the reduction was achieved even as spending on growth programs and
research and development was sustained. Excluding foreign exchange, operating
expense declined nine percent.

RESTRUCTURING AND ASSET IMPAIRMENT CHARGE

In November 2001, we announced a restructuring program whereby we expect to
recognize special charges of $15 million to $20 million, including period costs
of $5 million to $6 million, for the closure of three manufacturing locations
and the relocation of the production of a certain product line from another
plant, and associated work force reductions. This was done in response to
continued steep declines in the end market demand in the electronics and
industrial product group's businesses. Additionally, we have implemented other
worldwide work force reductions in these segments in reaction to the declines in
our end markets. Approximately two-thirds of the special charges will be cash
expenditures. We expect to realize ongoing annual benefits of $8 million to $10
million by the end of fiscal 2002. These actions are expected to improve our
competitiveness and we expect them to be completed by the end of fiscal 2002.

We implemented the measures associated with the closing and consolidation
of the AMSG electronics facility in Chicago, IL, and MSSG industrial product
group's Pine Bluff, AR and Monticello, IN locations. As a result, we recorded
restructuring charges of $12.0 million for the nine months ended March 31, 2002
related to exit costs associated with these actions, including severance for
substantially all 298 employees at these facilities. Additionally in the
December 2001 quarter, as part of the closure of the electronics plant, we
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recorded a non-cash charge of $0.8 million, net of salvage value, associated
with the abandonment and scrapping of inventory. This charge was recorded as a
component of cost of goods sold. In the March 2002 quarter, we recorded a charge
of $1.5 million related to severance for 72 individuals, primarily in the MSSG
segment. The total charge to date of $14.3 million includes non-cash items of
$6.2 million.

Through March 31, 2002, we incurred cash expenditures of $4.3 million
resulting in an accrual of $3.8 million at March 31, 2002. We incurred period
costs associated with these actions of $1.0 million for the nine months ended
March 31, 2002, which were expensed as incurred as a component of cost of sales.

In 2001, we began to implement a business improvement plan in the J&L and
FSS segments. We expect to substantially complete this plan by the end of fiscal
2002. In the J&L segment for the nine months ended March 31, 2002, we recorded
restructuring and asset impairment charges of $8.9 million. The charges were
comprised of a write-down of a portion of the book value of a business system of
$5.3 million, $1.9 million for severance for 60 individuals, $1.5 million for
facility closures and $0.2 million for the closure of the German operations.
Additionally, as part of the closure of the German operations, we recorded a
non-cash charge of $0.4 million, net of salvage value, in the December 2001
quarter associated with the abandonment and liquidation of inventory in these
operations. This charge was recorded as a component of cost of goods sold.

In anticipation of migrating to a new business system, J&L capitalized
costs associated with the development of system functionality specifically
designed for the J&L business. In the December 2001 quarter, after further
evaluation of the development of the system, we determined it was no longer
feasible that J&L would use this portion of the business system because the
vendor ceased supporting the system. Therefore, we recorded a non-cash charge of
$5.3 million, representing the portion of costs capitalized in connection with
system enhancements specifically for the J&L business.
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In the FSS segment for the nine months ended March 31, 2002, we recorded a
restructuring charge of $0.3 million for severance related to 16 individuals.
Additionally in our core businesses in 2001, we took actions to reduce our
salaried work force in response to the weakened U.S. manufacturing sector. This
core-business resize program has been completed.

The costs accrued for all restructuring activities were based on estimates
using the latest information available at the time that the accrual was
established. We continue to review our business strategies and pursue other
cost-reduction activities in all business segments, some of which could result
in future charges. Charges incurred for the nine months ended March 31, 2002 and
the restructuring accrual at March 31, 2002 are as follows (in thousands) :

RESTRUCTURING
JUNE 30, EXPENSE FOR EXPENSE NON-CASH
2001 NEW INITIATIVES ADJUSTMENTS ADJUSTMENTS
J&L business improvement
program:
Employee severance..... $ 251 $1,897 S 6 S -
Facility closures...... 940 1,690 93 (572)
Business system........ - 5,257 —— (5,257)
FSS business improvement
PrOgraM. « oo v e e e e e eennns 141 372 (71) -

CASH
EXPENDITURES

$(2,072)
(1,088)

(429)
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Core-business resize
PrOgraM. « o v v e e e v eennns 2,336 - (77) - (1,808)

The expense adjustments for the facility closures were due to incremental
costs incurred to exit these facilities. The other expense adjustments relate to
reductions in actual amounts paid for severance costs compared to what was
initially anticipated. We recorded expense adjustments as a component of
restructuring and asset impairment charge.

In 2000, we announced plans to close, consolidate or downsize several
plants, warehouses and offices, and associated work force reductions as part of
our overall plan to increase asset utilization and financial performance, and to
reposition Kennametal to become the premier tooling solutions supplier. The
costs charged against the restructuring accrual for the 2000 programs as of
March 31, 2002 were as follows (in thousands) :

JUNE 30, CASH EXPENSE MARCH 31
2001 EXPENDITURES ADJUSTMENTS 2002
EMPlOyEee SEVEYANCE. v ettt eeenenennnneeeeeeeennns $ 153 S (130) S (3) $ 20
Facility rationalizations............eeeieunnn.. 2,269 (1,392) (27) 850
Total .t ittt e e e e e e e e e $2,422 $(1,522) $(30) $870

AMORTIZATION EXPENSE

We adopted Statement of Financial Accounting Standard (SFAS) No. 142,
"Goodwill and Other Intangible Assets" on July 1, 2001. As a result of the
non-amortization provisions of SFAS No. 142, we ceased amortizing goodwill
resulting in amortization expense for the nine months ended March 31, 2002 of
$2.1 million compared to $18.5 million in the year-ago period.

INTEREST EXPENSE

Interest expense for the nine months ended March 31, 2002 declined 36
percent to $25.1 million, compared to the same period last year, due to ongoing
reduction in debt and lower average borrowing rates. Our average U.S. borrowing
rate of 5.06 percent was 220 basis points
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below year ago levels due to Federal Reserve rate cuts and improved pricing
under our bank credit facility due to improved credit ratios.

OTHER EXPENSE (INCOME), NET

For the nine months ended March 31, 2002, other income was $0.2 million
compared to other expense of $6.8 million in the year-ago period. Fees
associated with the accounts receivable securitization program declined $2.7
million to $2.0 million in 2002. The decline in these fees was due primarily to
lower interest rates in the commercial paper market. The remainder of the
decline was due to higher foreign exchange gains of $1.8 million and lower
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royalty and other expense.
INCOME TAXES

The effective tax rate for the nine months ended March 31, 2002 was 32.0
percent compared to an effective tax rate of 39.5 percent for the nine months
ended March 31, 2001. The pro forma effective tax rate for the nine months ended
March 31, 2001 would have been 33.9 percent, reflecting the non-amortization
provisions of SFAS No. 142. The remainder of the decline primarily reflects a
reduction of the statutory German tax rate effective July 1, 2001.

CHANGE IN ACCOUNTING PRINCIPLE

On July 1, 2000, we adopted SFAS No. 133, "Accounting for Derivative
Instruments and Hedging Activities," resulting in the recording of a loss from
the cumulative effect from the change in accounting principle of $0.6 million,
net of tax, or $0.02 per diluted share. The loss primarily related to the
write-down of previously paid foreign currency option premiums.

NET INCOME

Net income for the nine months ended March 31, 2002 was $23.1 million, or
$0.74 per diluted share, compared to net income of $43.3 million, or $1.41 per
diluted share, in the same period last year. Pro forma earnings for the nine
months ended March 31, 2001 were $58.0 million, or $1.89 per diluted share,
reflecting the non-amortization provisions of SFAS No. 142. Excluding special
charges in each period, net income was $40.1 million, or $1.28 per diluted
share, in the nine months ended March 31, 2002 compared to pro forma net income
of $63.2 million, or $2.06 per diluted share, in the nine months ended March 31,
2001. The decline in earnings was attributable to lower sales levels and
margins, partially offset by lower operating expense and interest costs, and a
decline in our effective tax rate.

Special charges in the nine months ended March 31, 2002 of $25.0 million,
or $0.54 per diluted share, related to business improvement plans currently
being executed. Special charges in the nine months ended March 31, 2001 of $7.5
million, or $0.14 per diluted share, related to the J&L and FSS business
improvement plans and costs associated with the tender offer to acquire the
outstanding shares of JLK, coupled with a charge of $0.6 million, net of tax, or
$0.02 per diluted share, related to the adoption of SFAS No. 133.

BUSINESS SEGMENT REVIEW
We operate four global business units consisting of Metalworking Solutions
& Services Group (MSSG), Advanced Materials Solutions Group (AMSG), J&L

Industrial Supply (J&L) and Full Service Supply (FSS).
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Metalworking Solutions & Services Group

NINE MONTHS ENDED
MARCH 31,

(IN THOUSANDS)

ol = = == $666,006 $754,759
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Intersegment SAle S . ittt it ie ettt eeeeeeeeeeeeaeeeeeanns 86,680 80,481
Operating InCOmME. & it ittt it e et e e ettt ettt eaaeeeeeen 68,080 98,930

For the nine months ended March 31, 2002, MSSG sales declined 10 percent
compared to the same period last year, excluding unfavorable foreign exchange
effects, due predominately to weak market conditions in North America. Most
major end markets weakened year-over-year. In North America and Europe, sales
were down 16 and three percent, respectively, while Asia was up 15 percent, all
in local currency.

Operating income was $76.2 million compared to $107.0 million last year,
excluding restructuring and related period costs of $8.1 million and $1.0
million, respectively, in 2002 and 2001, and goodwill amortization in 2001. The
decline in operating income was primarily due to lower sales.

Advanced Materials Solutions Group

NINE MONTHS ENDED
MARCH 31,

(IN THOUSANDS)

ol = = == $227,498 $263,746
Intersegment SAle S . ittt ie ettt eeneeeeeeeeneeeeeeeeenns 18,014 21,024
Operating InCOmME. . i vttt ittt e et e e ettt ettt eaaeeeeeen 16,699 32,118

Compared to the same period last year, AMSG sales declined 13 percent in
the nine months ended March 31, 2002, excluding foreign exchange effects. The
decline was predominately attributable to weak market conditions in the
electronics business. Operating income was $23.3 million compared to $38.6
million last year, excluding restructuring and related period costs in 2002 of
$6.6 million and a restructuring credit of $0.3 million and goodwill
amortization in 2001. The decline was due to lower gross profit from
under-utilization of capacity caused by volume declines, primarily in
electronics. Restructuring and related period costs in 2002 stemmed from the
reorganization of the North American electronics business, including the closure
of a plant in Chicago.

J&L Industrial Supply

NINE MONTHS ENDED
MARCH 31,

(IN THOUSANDS)

ol = = == $173,997 $224,708
Intersegment SAle S . i ittt it e ettt eeneeeeeeeeneeeeeeeeanns 1,602 3,026
Operating InComME (L1OSS) c v vt ittt ime ettt eeeeeeeeeeaneeeeenns (1,725) 4,533

For the nine months ended March 31, 2002, J&L sales declined 18 percent
compared to the same period last year, excluding the effects of the divestiture
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of ATS Industrial Supply, Inc. (ATS). The decline in sales was primarily
attributable to weak demand in the broad industrial market. Operating income was
$8.1 million for the nine months ended March 31, 2002 compared to $12.8 million
in the same period last year, excluding special charges in each period and
goodwill amortization in 2001. Operating income declined primarily due to the
reduction in sales

despite the lower cost structure as a result of the business improvement plan.
J&L operating income for the nine months ended March 31, 2002 and 2001 was
reduced by $9.8 million and $4.0 million, respectively, related to restructuring
and asset impairment charges. Additionally, operating income for the nine months
ended March 31, 2001 included $2.1 million of costs primarily related to the
tender offer to acquire the outstanding shares of JLK.

Full Service Supply

NINE MONTHS ENDED
MARCH 31,

(IN THOUSANDS)

ol = = == $113,343 $122,178
Intersegment SAle S . ittt it i e ettt eeneeeeeeeenneeeeeeeanns 1,995 4,562
Operating InCOmME. & v vttt ittt e et e ettt ettt ettt aeeeeeeen 1,799 5,944

Compared to the same period last year, FSS sales declined seven percent for
the nine months ended March 31, 2002 due to the general weakness in the North
American industrial market. Operating income of $2.1 million, declined $4.2
million compared to the same period last year, excluding restructuring charges
of $0.3 million in both 2002 and 2001 related to severance. The decline was due
to lower sales levels coupled with overall lower gross margins due to higher
percentage of sales to the automotive sector.

FISCAL YEAR ENDED JUNE 30, 2001 COMPARED TO FISCAL YEAR ENDED JUNE 30, 2000 AND
FISCAL YEAR ENDED JUNE 30, 1999

SALES

Sales of $1,807.9 million in 2001 increased two percent compared to sales
of $1,866.6 million in 2000, excluding unfavorable foreign exchange effects of
three percent due to the stronger U.S. dollar and the effects of fewer workdays
in 2001 of two percent. Sales benefited from broad-based end market growth in
Europe and sustained growth in Asia. Sales in North American end markets
softened throughout 2001, particularly in automotive, due to the slowdown in
U.S. manufacturing sector.

Sales for 2000 were $1,866.6 million, flat compared to sales of $1,915.0
million in 1999, excluding unfavorable foreign exchange effects and the effects
of a divestiture of two and one percent, respectively. Market conditions were
soft in many of our served markets in the first half of 2000. Market conditions
began to improve in the second half of the year, led by North America, followed
by Europe, while Asia Pacific showed steady growth throughout the year.

GROSS PROFIT MARGIN
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The consolidated gross profit margin for 2001 was 34.1 percent, 34.7
percent on a constant currency basis. This included a charge of $3.6 million
associated primarily with the write-down of certain product lines that were
discontinued as part of a program to streamline and optimize the product
offering of J&L. Excluding this charge and period costs associated with facility
rationalizations for each period, the gross profit margin was flat compared with
34.3 percent in the prior year, despite weaker sales. Gross margin benefited
from productivity improvements, continued implementation of lean manufacturing
techniques and maintaining pricing discipline. This was partially offset by
higher material costs and energy prices. Period costs included in gross profit
in 2001 and 2000 were $0.6 million and $2.9 million, respectively, related to
the facility closures.

In 2000, the gross profit margin was 34.1 percent compared to 33.6 percent
in 1999. The increase in gross margin was predominately due to improved
manufacturing variances across

most business units as a result of lean manufacturing techniques and strong cost
controls, despite lower production levels. The gross margin in 1999 was affected
by a $6.9 million charge related to the implementation of a new program to
streamline and optimize the global metalworking product offering and $0.4
million of period costs associated with a facility closure. Excluding these
charges, the 1999 gross margin would have been 34.0 percent.

OPERATING EXPENSE

In 2001, operating expense declined to $425.6 million from $434.1 million
in 2000. However, operating expense increased one percent on a constant currency
basis. We offset inflationary pressures through restructuring benefits and other
productivity improvements. Despite the decline, we incurred incremental costs of
approximately $6.5 million on investments for strategic initiatives, including
new sales and marketing programs, productivity programs and our e-business
initiative. In 2001, operating expense included $2.1 million of costs related
primarily to the tender offer for the minority shares of JLK. Operating expense
for 2000 included a $3.0 million charge for environmental remediation costs and
$0.8 million for costs incurred and expensed for the evaluation of strategic
alternatives related to JLK.

Operating expense declined $21.8 million, or three percent in local
currency, in 2000, down from $455.9 million in 1999. The improvement was due to
our resolve to control costs through ongoing cost and productivity improvement
programs. Operating expense for 1999 included a charge of $3.8 million recorded
on the purchase of 4.9 percent of Toshiba Tungaloy stock due to the difference
between the cost and the fair market value of the securities on the date the
securities were purchased.

RESTRUCTURING AND ASSET IMPAIRMENT CHARGES

In the September 2000 quarter, we began to implement a business improvement
plan in the J&L and FSS segments. We anticipate costs of $15 to $20 million
associated with this plan. We expect to substantially complete this plan by the
end of fiscal 2002. In the J&L segment for 2001, we recorded a restructuring and
asset impairment charge of $2.5 million for severance for 115 individuals, $1.8
million associated with the closure of 11 underperforming satellite locations,
including the German operations, and $0.7 million for the exiting of three
warehouses. This included a $0.4 million non-cash write-down of the book value
of certain property, plant and equipment, net of salvage value, that we
determined would no longer be utilized in ongoing operations. The charge for
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exiting the warehouses and the satellite closures included a non-cash
write-down, net of salvage value, of $0.6 million primarily related to inventory
that was abandoned and not relocated. J&L also finalized and implemented a
program to optimize the overall catalog product offering. We identified certain
products that would no longer be offered to customers and scrapped these
products, resulting in a non-cash charge of $3.0 million, net of salvage value.
These charges were recorded as a component of cost of goods sold. In the FSS
segment for 2001, we recorded restructuring charges of $0.6 million related to
severance for eight individuals. The costs accrued for these plans were based on
estimates using the latest information available at the time that the accrual
was established. We incurred period costs of $0.3 million related to these
initiatives in 2001 which were included in cost of goods sold as incurred. We
expect annualized benefits of approximately $7 million to be realized beginning
in 2002.

Beginning in March 2001, we took actions to reduce our salaried work force
in response to the weakened U.S. manufacturing sector. As a result of
implementing this core-business resize program, we recorded a restructuring
charge of $4.6 million related to severance for 209 individuals. We expect these
actions to result in ongoing annual benefits of approximately $9 million. This
program was completed. We continue to review our business strategies and pursue
other cost-reduction activities in all business segments, some of which could
result in

future charges.
at June 30,

The components of the 2001 charges and the restructuring accrual
2001 were as follows:

TOTAL ASSET CASH
CHARGE WRITE-DOWNS EXPENDITURES
(IN THOUSANDS)
J&L business improvement program:
ProducCt PrUNing. .. ...ttt et eeeenneeeennnnnns $ 3,024 $(3,024) S -
EMPlOyEE SEVELaANCE .t vt v vt e et et enneeeneeennnns 2,475 - (2,224)
Facility CloSULES. i vttt ittt teeeeeeeennnn 2,453 (987) (526)
FSS business improvement program............... 571 - (430)
Core-business resize program...........eeeeeon.. 4,583 - (2,247)
o= $13,106 $(4,011) $(5,427)

In November 1999, we announced plans to close, consolidate or downsize
several plants, warehouses and offices, and associated work force reductions as
part of our overall plan to increase asset utilization and financial
performance, and to reposition us to become the premier tooling solutions
supplier. These actions have favorably affected our performance. We implemented
these programs throughout 2000 and they are substantially complete. The costs
accrued for the implemented programs were based upon estimates using the latest
information available at the time that the accrual was established. The
components of the charges were as follows:

INCREMENTAL

TOTAL ASSET PENSION

JUNE 30,
2001

INITIAL
RESTRUCTURIN
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CHARGE WRITE-DOWNS OBLIGATION

(IN THOUSANDS)

Asset impairment charges..........oeeeeuenna.. $ 4,808 $(4,808) S -
EMPlOyEE SEVETaANCE .« v ittt e ettt enneeeeeeennnns 7,396 - (787)
Product rationalization................c.co... 100 (100) -
Facility rationalizations.................... 6,322 (1,470) (205)
Total .t ittt e e e e e e e $18,626 $(6,378) $(992)

In conjunction with our ongoing review of underperforming businesses,
certain assets are reviewed for impairment pursuant to the provisions of SFAS
No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived
Assets to be Disposed of." An asset impairment charge of $1.7 million was
recorded, related to a metalworking manufacturing operation in Shanghai, China.
This operation became fully operational in 1998 and at the time of review, had
not generated the performance that was expected at the time we entered into this
market. We performed an in-depth review of the operations, capacity utilization
and the local management team, and engaged a consultant to perform an
independent review of the same. These reviews enabled us to determine that the
market served by this operation is not expected to develop to the extent
originally anticipated, but that the operations were in good working order,
utilized modern technology, and the management team in place was competent. We
also determined that this facility had excess capacity given the level of market
demand.

Accordingly, we updated our operating forecast to reflect the current
market demand. In comparing the undiscounted projected cash flows of the updated
forecast to the net book value of the assets of this operation, we determined
that the full value of these assets would not be recoverable. Accordingly, a
charge was recorded to adjust the carrying value of the long-lived assets of
this operation to fair value. The estimated fair value of these assets was based
on various methodologies, including a discounted value of estimated future cash
flows.

The product rationalization charge of $0.1 million represented the
write-down of certain discontinued product lines manufactured in these
operations. We manufactured these products specifically for the market served by
these operations and we determined that these products are no longer salable.
This charge has been recorded as a component of cost of goods sold.

We recorded an asset impairment charge of $2.8 million related to the
write-down of equipment in our North American metalworking operations and $0.3
million in our engineered products operations. In connection with the
repositioning of the company, we completed an assessment of the assets currently
being used in these operations and determined that these assets were not going
to be further utilized in conducting these operations. This amount represented
the write-down of the book value of the assets, net of salvage value.

The charge for facility rationalizations related to employee severance for
153 employees and other exit costs associated with the closure or downsizing of
a metalworking manufacturing operation in Kingswinford, United Kingdom, a
circuit board drill plant in Janesville, Wisc., a German warehouse facility, and
several offices in the Asia Pacific region and South America. Included in this
charge was an incremental pension obligation of $0.2 million due to a plan
curtailment. This amount was included in the pension obligation and was

LIABILITY
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presented as a component of other liabilities. The charge also included $3.4
million for employee severance for 41 employees and other exit costs associated
with the closure of a mining and construction manufacturing operation in China
and the exit of the related joint venture.

We accrued $7.4 million related to severance packages provided to 171
hourly and salaried employees terminated in connection with a global work force
reduction. Included in this charge was an incremental pension obligation of $0.8
million, incurred as a result of the severance packages provided. This amount
was included in the pension obligation and was presented as a component of other
liabilities.

The costs related to the asset impairment charges, employee severance and
facility rationalizations of $18.5 million were recorded as restructuring and
asset impairment charges. The costs charged against the restructuring accrual as
of June 30, 2001 and 2000 were as follows:

BEGINNING CASH
ACCRUAL EXPENDITURES ADJUSTMENTS

(IN THOUSANDS)

EMPlOyEee SEVEYANCE. v vttt eeenenennnneeeeeneennns $ 6,609 $(4,076) S —-
Facility rationalizations............eeeieunnn. 4,647 (1,129) ——
o= $11,256 $<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>