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Item 1. Business of the Company

The Company, through its wholly owned subsidiaries, is engaged principally in the manufacture and
sale of specialty chemicals and building materials. The Company was incorporated under the laws of
Delaware in 1987 and has its principal executive offices at 1361 Alps Road, Wayne, New Jersey 07470,
telephone (201) 628-3000. The Company acquired its business on March 29, 1989 by the merger (the
“Acquisition”) of GAF Corporation, incorporated under the laws of Delaware ia 1929 (the “Predecessor
Company”) with and into a subsidiary of the Company. The Predecessor Company was liquidated on
April 10, 1989 and its assets and liabilities were distributed w the Company’s other subsidianies. For
further information on the Acquisition, see “Corporate Developments.” Except as the context otherwise
requires, the “Company” refers to GAF Corporation and its subsidiaries and the Predecessor Company
and its subsidiaries.

The Company’s principal domestic operations are conducted through the following indirect, wholly
owned subsidiaries: (i) GAF Chemicals Corporation (“*GAF Chemicals™) which operates ten specaity
chemical plants and three mineral granules plants; (ii) GAF Building Materials Corporation (“GAF
Building Materials™), which operates tea roofing plants, two glass fiber plants and one glass mat plant;
and (iii)} GAF Broadcasting Company, Inc. (“GAF Broadcasting™), which owns and operates a classical
music FM radio station, WNCN, in the New York City market. The Company’s intcrnational operations
(consisting principally of the international sale of domestically produced specialty chemicals) are
conducted through a number of indirect, wholly owned foreign subsidiaries, branches and independent
distributors. In addition, a spedalty chemical plant is operated by GAF-Huls Chemie GmbH (“GAF-
Huls"), a joint venture between GAF Chemicals and Hils A G. in Marl, West Germany.

Financial information concerning the Company's industry segments required by Itrem 1 is included in
Note 12 of che Notes 1o the Predecessor Company’s Consolidated Financial Statements and Note 14 of the
Company’s Consolidated Financial Statements.

See “Recent Developmenis™ for a description of the transfer of the Company’s surfactants chemicals
business in February 1990 to a limited parmership affiliated with Rhone-Poulenc Inc. in which the
Company indirectly retains a beneficial interest.

GAF Chemicals Corporation

GAF Chemicals manufactures and sells two major groups of producis: (i) specialty chemicals, which
includes chemicals with consumer and industrial applications, preservatives, advanced materials, filtration
products and surfactants, and (ii) mineral products. These products are grouped in separate business
units, each with its distinct management, manufacturing operations and sales forces. The products which
make up cach business unit are as follows: chemicals with consumer and indusirial applications and
preservatives; advanced materials and filiracion products; surfactants; and mineral products. The majority
of GAF Chemicals’ revenues are derived from sales of specialty chemicals.

Specialty Chemicals

GAF Chemigals manufactures more than 100 different speciaity chemical products with consumer and
industrial applications. These speciaity chemicals are sold pamarily to the pharmaceutical, cosmetics,
personal care, plastics, automotive, agricultural, textiles, oil and gas, paper and paint coatings industries
worldwide. Manufacturing of these chemicals is vertically integrated so that chemicals are upgraded
through numerous chemical reactions and other processing steps which add value and result in highly
specialized and more complex products. These products are marketed in four groups: intermediates,
solvents, polymers and vinyl ethers.

Intermediates are used by GAF Chemicals as raw matenals in manufacturing solvems, polymers and
vinyl ethers. These products are also sold to cusitomers who use them in the manufacture of engineenng
plastics, elastomers and other products.



Solvents are sold to customers as high performance products for use in agricultural chemicals,
pharmaceuticals, binder resin and lithographic applications, wire and other coatings, plastics, electronic
microchips and integrated circuits, and lubrication oil extraction and gas purification applications. Some of
thesc materials are also used by GAF Chemicals as raw materials in the processes leading to the
manufacture of polymers.

Polymers are sold for specific applications under a aumber of trademarks and trade names and are
used by the Company’s customers in the manufacture of their products. The major applications for
Polyvinyl pyrrolidone (“PVP”) polymers are in the cosmetic, personal cace and pharmaceutical industries.
PVP is used as a binder, stabilizer, dispersant, protective agem, film-former, adhesive detoxicant, viscosity
modifier, solubilizer for pharmaceutical and other products, drug and vitamin tablet binder, coating agent
and processing aid in fluid bed granulation. Polyplasdone® XL and XL10 products are used as drug and
vitamin tablet disiniegrants. Polyclare AT and Polyclare 10 are used as clarifiers and chill-hazing agents
for beer, wine, fruit juices and other beverages. PVP-lodine is a water soluble, non-staining, microbiocidal
product used in human and veterinary applications. Gafquare products are film-forming polymers used in
hair care products such as the popular mousse products, as well as conditioners, gels and glazes. Ganexe
polymers are used in cosmetic applicatious such as water-resistant cyeliner and lipstick, and industrial
applications such as a film-former in shoe polishes and a dispersant in agricultural chemical formulations.

Vinyi ethers are markeied under the Gantrez® trademark and used in the cosmetic and pharmaceuti-
cal fields, primarily in hair and dental care products and in deterpent formulations. Other vinyl ether
monomers and oligomers are used in coatings for both consumer and industrial products.

In April 1989, GAF acquired the assers of Sutton Laboratories, Inc., induding a manufactuning
facility in Chatham, New Jersey. Sutton’s product line includes Germalle [ 15, Germatle II, Germabensell,
Germabens II-E, and Suttocide® A, all preservatives used in the cosmetics and personal care industries as
well as Allantoin, a skin protectant.

G.AF Chemicals is the sole domestic producer of the advanced maternials iron pentacarbonyl and iron
powders used in the aerospace, electronics, powder metallurgy, food and pharmaceuticals industries,
Ferronyl® iron supplement is sold as an additive for food and vitamins. This business unit also
manufactures and sells a processiess electron imaging film and ionizing radiation dose detecting devices.

GAF Chemicals’ filtration products business manufactures and sells filtration systems which are used
in the filtration of process liquids in the pharmaceaticals, cosmetics, paint, food and beverages industries.

GAF Chemicals’ surfactants business was transferred in February 1990. See “Recent Developments.”
GAF Chemicals manufactures and sells a broad line of surfactants (surface active agens) and specialty
phosphate esters for use in numerous other chemical products. Surfactants are organic chemical
compounds that possess detergent, emulsifying, dispersing, foaming, penetrating and wetting properties. A
major part of surfactant output is used in the production of packaged soaps and detergents for household,
industrial and institutional uses. The balance is used in pulp and paper making; the manufacture of
agriculturat chemicals, cosmetics, polymer emulsions, metal lubricants, paints and pharmaceuticals; textile
and leather processing; oil drilling operadons; and many other products.

GAF Chemicals’ broadest surfactant product line is the Igepal® series sold primarily to customers for
use in detergents, chemicals used in fatex paints and adhesives and texties. Other surfactants produced by
GAF Chemicals are sold to customers for the same uses as the Igepal® series and for specialized uses such
as down-hole flooding in oil and gas recovery, deresination of hardwood pulps, corrosion inhibitors, high
and low foaming additives, agricultural dispersanis and cosmetics.

GAF Chemicals also produces, through Alkaril Chemicals, Lid., 2 Canadian-based manufacturer of
surfactants and other specialty chemicals, with a manufacturing facility in Ontario, Canada. and Alkaril
Chemicals Inc. (“Alkaril US.™), its US.-based affihate with a manufacturing facility in Georgia.
surfactants, polyelectrolytes, dispersants, polyols, textile processing aids and other materials used in
industnal, agncultural, metal working and consumer products.
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Mineral Products

GAF Chemicals mines and crushes basait rock from its own quarries, producing satural and varnious
colers of ceramic coated mineral granules which it sells to the roofing industry for use as a mineral surface
on asphait roofing. The use of granules in roofing contributes substantially to its weathering capability and
imparts the decorative coloration to shingles. Two groups of by-products from the manufacwre of granules
are also marketed as mineral filler for the asphalt coating of shingles and as tennis court materials.

GAF Chemicals’ mineral products business continued to grow in 1989 benefiting from, among other
things, the increased popularity of heavyweight three-dimensional shingles which simulate wood and slate.
These heavyweighr shingles have increased granule demand because they require more granules than
lower-cost, commodity shingles. GAF granules and their by-products are sold to asphalt roofing
manufacturers throughout the United States. GAF Building Materials is GAF Chemicals® largest

purchaser of granules. These purchases are at market prices.

Raw Materials. Most raw materials used in the production of chemical products are puschased from a
large number of outside sources, in many cases pursuant to supply contracts. Certain of the raw materials,
including acetylene, which is a significant raw material in the production of certain specialty chemicals, are
obtained from limited sources pursuant w0 long-term supply comtracts. Except for acetylene, GAF
Chemicals believes that, in the event of mterruption of supply of raw materials from curreat sources, it
could obtain adequate supplies from aliernate sources. With respect to acetylene, GAF Chemicals is
supplied domestically at three locations by two unaffiliated suppliers. GAF Chemicals’ products made
from acetylene may also be manufactured from butanediof, a downstream product of acetylene which,
though more expensive, is available from a larger number of sources. GAF Chemicals believes that in the
event of interruption of supply of acetylene from current sources, adequate supplies could be obtained by
taking increased quantities from remaining sources, increasing shipments of butanediol from GAF-Huls or
obtaining butanediol from other suppliers, although no assurances can be given.

Raw materials derived from petroleum or nmatural gas are used in many of GAF Chemicals’
manufacturing processes and, consequently, the price and availability of petroieum and natural gas are
material w the costs of operations. Generally, in 1989, crude oil prices increased, recovering from previous
years’ low levels. GAF Chemicals has obtained, and expects to continue 10 obtain, adequate supplies of
these products at reasonable costs, although there can be no assurance that it will do so.

in connection with its mineral products operations, GAF Chemicals owns three quarries, with proven
reserves of more than twenty years each, located on property adjoining each of its three plants. Over the
past few years, the Company has purchascd {and adjacent to its quarries for additional granules reserves
and has increased capacity at these plants.

International Operations. GAF Chemicals’ international operations consist principally of the
marketing and distribution internationally of chemical products manufactured by GAF Chemicals in the
United Sctates. Subsidiaries and branches are located in various countries of Western Europe and in
Australia, Brazil, Canada, Japan, Korea, Hong Kong, Mexico, New Zealand, Singapore and Taiwan. In
certain locations, sales are made through distributors rather than through local subsidiaries. Major product
lines sold internationally include intermediates such as butanediol, other specialty chemicals and
surfactants.

Filtration systems (consisting of filter bags manufactured by subsidiaries in Canada, Brazil and
Belgium and hardware produced w the Company’s specifications} are sold through GAF Chemicals’
foreign subsidiaries outside the United States. GAF Chemicals also operates a plant in Brazil for the
manufactare of filter vessels and custom process equipment marketed in South America and for export.

In addition, GAF-Huls, the West German joint venture, operates a specialty chemical plant for the
manufacture of butanediol, butynediol and tetrahydrofuran (“THF™), which are marketed through GAF
Chemicals” and GAF-Hiils' sales forces. One of the intermediates produced in that plant, butanediol, is
also sold to GAF Chemicals for use as a feedstock in its United States plants to supplement domesuc
sources. See “Raw Matenals.”



Through Alkaril Chemicals Lid., GAF Chemicals operates an additional plant for the manufacture of
surfactants and other specialty chemicals in Mississauga, Ontario, Canada. See “Recent Developments™
for a description of the transfer of the surfactants chemicals business in February 1990.

In 1989, GAF Chemicaly’ international operations, including export sales from domestic operations,
but excluding sales from Alkaril Chemicals Ltd., grew by 16% over 1988, and accounted for approximately
40% of GAF Chemicals’ 1989 net sales. GAF Chemicals’ international sales increased due to higher
volumes in key product lines reflecting strong demand for certain of its acetylene derivatives, particularly
in the cosmetics and pharmaccuticals markets and, to a lesser degree, pricing. Foreign exchange rates in
1989 depressed sales by approximately 2% as compared with 1988 sales but this was more than offset by
the impact of higher volumes and pricing. The Company does not believe there are any unusual risks
attendant on GAF Chemicals’ foreign operations. See Note 14 of the Notes to the Predecessor Company’s
Consolidated Financial Statements and Note 16 of the Notes to the Company’s Consolidated Finanaal
Statements for financial information by geographic areas.

Patents, Trademarks, etc. GAF Chemicals owns approximately 445 domestic and 320 foreign patents
and approximately 123 domestic and 653 foreign trademark registrations related to the business of GAF
Chemicals. The Company believes GAF Chemicals® rights under its existing patents and patent
applications to be material in order to maintain its present position in the industry. The duration of the
existing patents and patent licenses is deemed generally satisfactory.

Meihod of Distribution and Competitive Conditions. GAF Chemicals seils its products primarily
through its own sales force in the United States.

GAF Chemicals is the sole United States producer of a complete line of high-pressure acetylene-based
chemicals. GAF Chemicals competes in its specialty chemicais line with a major foreign competitor and
with another large company which manufactures substantial quantities of butanediol and THF for its own
use and for sale 10 others. However, no single company i dominant in the industry with respect to these
products.

In the balance of its chemical businesses, GAF Chemicals competes with many companies, certain of
which are substaniially larger than GAF Chemicals and offer a broader range of products. Generally,
GAF Chemicals has responded to this competition by emphasizing product innovation, product quality,
reliability of supply aad customer service. The Company believes that the great size and diversified nature
of the chemical industrty make it impossible to give a meaningful estimate of the relative position of GAF
Chemicals in the industry.

Research and Development. Research and Development expenses for both GAF Chemicals and GAF
Building Matenals in 1989, 1988 and 1987 are presented in Note 1 of the Notes to the Predecessor
Company’s Consolidated Financial Statements and Note 2 of the Notes w the Company’s Consolidated
Financial Statements. Most of the amounts shown were expended by GAF Chemicals.

As of December 31, 1989, approximately 175 employees were engaged in the Company’s research
and development activity with new products, new processes, new applications for existing products and
custom-tailored products to respond to specific customer needs and changing safety and health
requirements in the US. and abroad. This research and development program, which has grown
substantially each year since 1983, led to the design, testing and production for sale or customer evaluation
of a number of new or improved products in each of its product lines in 1989, including the continued
introduction into the market of Surfadone products; vinyl ethers for radiation curing of inks and coatings;
new hair fixatives based on caprolactam chemistry: and & line of enginecred solvents to address certain
environmental concemns.

GAF Building Materials Corporation

GAF Building Materials manufactures and seils roofing materials to the residential and commercial
industnes.



Residential Roofing. GAF Building Materials is a leading manufacturer of a complete line of
resideatial roofing products.

GAF Bmldm; Materials’ principal products are its Sentinei®, Royal Sovereigne, GAF Wood Linee,
Timberline® and Slateline® shingies. All of GAF Building Materials’ shingles have a Class A fire rating.
Shingles are made from glass fiber mat, coated with waterproofing asphalt on both sides and surfaced with
ceramic coated mineral granules. Sentinel® shingies are GAF Building Matenials® standard strip shingle
and residential volume leader. Royal Sovercign® shingles are designed to capitalize on the emerging
“middle market” for quality roofing shingles at a slighdy higher price than standard Sentinel shingles.
GAF Building Materials’ GAF Wood Line® shingle, a mid-weight laminated asphalt shingle, is gaining
wide acceptance by builders and contractors as an economical trade-up for buyers of suip shingles.
Timberline® premium roofing shingles are a heavyweight laminated product which offers the appearance
of a wood shake shingle but with superior fire resistance and durability. Timberline Ultra® is a super
heavyweight shingle with a 40-year limited wamranty. GAF Building Materials’ Slateline® shingle is an
asphalt shingle which offers the appearance of slate and labor savings because of its large size.

Other products include Timbertex® Hip & Ridge shingles, Shingle-Mate® underlayment and Weather
Watche ice and water barrier, a waterproof underiayment, which enable GAF Building Matentals to offer a
compliete system of residential roofing components.

Commercial Roofing. GAF Building Materials markets a full line of built-up roofing and modified
bitumen products and accessories for use in the application of commercial roofing. Most of these
commercial products are assembled on the roof by applying successive layers of roofing membrane with
asphalt and vopped, in some applications, with gravel. Thermal insulation may be applied beneath the
membrane.

GAF Building Materials manufactures a quality glass membrane under the trademark GAFGLASe,
which is made from asphalt impregnated glass fiber mat for use as a component in built-up roofing
system< GAF Building Materials also manufactures base sheets, flashings and package asphaie for use in
these systems. In addition, GAF Building Materials sells isocyanurate foam and perlite insulations and
accessories such as vent stacks, roof insuladon fasteners, cements and coatings.

Modified bitumen products are sold under the trademark Rubercid® MB and have proven very
successful, especially in small re-roofing applications. These products consist of a roofing membrane
wtilizing polymer-modified asphalt reinforced with a tough polyesier nonwoven mat. Modiied bitumen
systems provide high performance characteristics, such as weather and water resistance, and labor cost
savings due to ease of application.

Raw Materials. The major raw materials required for the manufacture of GAF Building Materials’
roofing products are asphalt, glass fiber, giass fiber mat, mineral stabilizer ( generally crushed or pulverized
limestone) and granules. Asphalt and mineral stabilizer are available from a large number of suppliers.
GAF Building Materials currently has contracis with several of these suppliers, with others available as
substitres. Prices of most raw materials have been reasonably siable, rising moderately with general
industnial prices. The price of asphalt tends 10 move in siep with the price of crude oil. Five of GAF
Building Matenials’ roofing plants have easy access w0 decp water ports allowing delivery of asphale by
ship, the most ecoppmical means of transport. GAF Building Matenials has a plant which makes glass fiber
mat for intemal consumption and two plants which manufacture chopped giass fiber for mar subscrate,
permitting complete integration of the roofing manufacturing process. GAF Building Materials has
obtained, and expects to continug to obtain, supplies of raw matenals at reasonable costs, although there
can be no assurance that it will do so. See “GAF Chemicals Corporation—Mineral Products.”

Patents. Trademarks, etc. GAF Buiiding Materials owns approximaiely 47 domestic and 55 foreign
patents and approximately 68 domestic and 173 foreign trademark registratons. The Company believes
the patent protection covering certain of its products to be material to those products, but patents are not of
material significance to the business of GAF Building Matenals, or to the industry generaily. The duration
of the existing patents and patent licenses is deemed generally satisfactory.
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Seasonal Variations and Working Capital. Sales of roofing products in the northemn regions of the
United States generally decline during the winter months due to adverse weather conditions. To maintain a
more constant level of manufacturing and sales, GAF Buiiding Materials follows the practice of “winter
dating” in such regions, pursuant to which advantageous extended credit terms are offered o creditworthy
customers who order and accept delivery of roofing products during the winter months.

Generaily, GAF Building Materials’ inventory practice includes increasing inventory levels throughout
the first quarter in order to meet peak season demand (April through Gctober).

Method of Distribution and Competitive Conditions. GAF Building Materials markets its roofing
products through its own sales force with district sales offices located across the United States. A major
portion of its sales are 10 wholesale distributors who resell to roofing coniractors and ‘dealers. The
remainder of the sales are either to retailers who sell to the consumer market or direct sales to the
construction industry.

The roofing products industry is highly competitive and includes at least four major competitors,
including GAF Building Materials, and numerous smaller regional competitors. Competition is based
largely upon product and service quality, distribution capability, price and credit teems. GAF Building
Materials is well positioned in the marketplace as a result of strong sales and distribution capabilities,
favorable raw material costs and broad product lines.

For several years, prices in the roofing industry have declined. To meet this aend, GAF Building
Materials maintains aggressive programs w0 reduce raw material and other costs, automate production
facilivies, introduce new products, emphasize sales of profitable high value-added products and maintain
sales at a relatively high level in relation to plant capacities.

Research and Development. GAF Building Materials is engaged in new products development and
process improvements which have led to cost savings, increased manufacturing efficiencies and the
introduction of the following new major products in the years 1984-1988: the Royal Sovereigne, GAF
Wood Lines, Slatelinee and Timbertexe Hip & Ridge shingles, Rubercide MB modified bitumen product
lines of smooth and granule-surfaced membrane and flashing accessories, Shingle-Mate® and heavy duty
utility felt underiayment, Weather Waich® ice and water barrier and GAFGLAS® Ply 6 premium grade
built-up roofing. In 1989, GAF Building Materials introduced Timberline Ultra® shingle, a super
heavyweight shingle and Flashstick, a conveniently available stick of special modified bitumen matenal for
application around roof details.

GAF Broadcasting Company, Inc.

GAF Broadcasting owns and operates WNCN, 104.3-FM, a commercial radio station broadcasting
classical music and cultural programs in the New York City metropolitan area. WNCN is on the air 24
hours a day, 7 days a week. ’

Investments

On February 12, 1990, the Company’s surfactants chemicals business was transferred to a limited
pantnership affiliated with Rhone-Poulenc Inc. The Company retains an indirect beneficial interest in the
partnership. For a description of this transaction, see “Recent Developments.” The partnership is engaged
in the production and marketing of surfactants and specialty chemicals.

Protection of the Environment

The discussion as to asbestos-related and environmental {awsuits involving the Company, and
appearing in response to “ltem 3. Legal Proceedings,” is incorporated hercin by reference.

Since 1970, a wide varety of federal, state and local environmental laws and regulations have been
adopted and continue to be adopted and amended. By ceason of the nature of the Company’s past and
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present operations and certain of the substances which are, or have been used, produced or discharged by
the Company’s plants or other locations, the Company is affected by these laws and regulations.

The Clean Air Act, Clean Water Act, Safe Drinking Water Act, and similar or local counterparts of
thosc federal laws regulate air and water emissions or discharges into the environment. The Resource
Conservation and Recovery Act (“RCRA"), the Comprehensive Environmental Response, Compensation
and Liability Act (“CERCLA" or “Superfund”™) and the Superfund Amendments and Reauthorization
Act of 1986 (“SARA"™), among others, address the storage, treatment, transportation and disposal of solid
waste, and releases, and preparedness in the event of releases, of hazardous substances (o the eavironment.
The Company’s current operations nccessitate compliapce with the Toxic Substances Control Act and
related laws designed 10 assess the risk to health or the environment at early development stages for new
products. Workplace safery and health standards are regulated by the Occupational Safety and Health
Act. Laws aiready adopted or proposed in various states require that industrial property be environmen-
tally sound before it can be transferred or sold.

The Company believes that compliance with cavironmental control requirements as presently
interpreted and enforced will not materially affect its capital expenditures, earnings and competitive
position in the industries in which it is engaged, although no assurance therefor can be given.

Employees

At December 31, 1989, the Company employed approximately 4,542 people worldwide. At such
date, approximately 1,682 employees in the United Sctates and Canada were subject to 21 union contracts,
which are effective in most cases for two- or three-year peniods. Of these contracts, six expired and were
rencgotiated in 1989. During 1989, there were no strikes or work stoppages.

The Company has in effect various benefit plans which include a non-qualified retirement plan for a
group of executives, a capital accumulation plan for its salaried employees, a flexible benefit plan for its
salaried employees, a retirement plan for its hourly paid employees, and group insurance agreements
providing life, accidental death, disability, hospital, surgical, medical and dental coverage. In addition, the
Company has contracted with various health maintenance organizations to provide medical benefits. The
Company and, in many cases, the employees contribute 10 the cost of the above described plans.

Caorporate Developments

On March 29, 1989, the Predecessor Company was acquired by 2 management group of the Company
(the “Management Group™) led by Samuel J. Heyman, its Chairman and Chief Executive Officer. 1n the
Acquisiton, each outstanding share of common stock of the Predecessor Company (other than certain
shares beneficially owned by Mr. Heyman and other members of the Management Group which were
exchanged for $52 million of equity and $48 million of debt of the companies established by the
Mansgement Group (o effect the Acquisitionn) were converted into the right 10 receive the “Acquisition
Consideration™ consisting of (i) $46.00 in cash and (i) $7.00 principal amount of G-I Holdings Inc.
Subordinated Debentures due 2005 which floating interest rate was set imitially at 16.62%, and currently is
set at 15.83% (the “Merger Dcbentures™). G-I Holdings Inc. is a wholly owned subsidiary of the
Company.

—

The Acquisition was financed by the issuance of $283 million principal amount of Increasing Rate
Notes due 1994 (the “Notes™) and loans of up to $885 million pursuant to a credit agreement with a
syndicate of banks led by The Chase Manhattan Bank, N.A. Interest on the Notes was initially set at
14.125%. The bank debt bears interest at a floating raie initially set at 13.5% and will mature on October
[1, 1990, although thc maturity may be extended for up to six additional months ac the option of the
Company. As of March 16, 1990, the Company has ouistanding borrowings under the bank debt at rates
between 11.6% and 12%. For a discussion of the redemption of the Notes and a partial prepayment of the
bank debt which occurred in the first quarter of 1990, see “Recent Devclopments.™




To facilitate the Acquisition, the Company conducted tender offers and consent solicitations to amend
the indentures pursuant to which the Company had issued irs 11%% Senior Subordinated Notes due 1995,
10%% Senior Subordinated Notes due 1994 and 104 % Senior Subordinated Debentures due 2001. The
requisite majority consents were obtained for all those issues and the indentures amended. The tender
offer expired on March 28, 1989 and the Company accepted for payment all validly tendered Securities
constituting approximately 95%, 91% and 100%, respectively, of each issuc. See also Note 8 of the Nates
10 the Predecessor Company’s Consolidated Financial Statements.

As a result of the Acquisition, all members of the Board of Directors of the Predecessor Company
resigned, except Mr. Heyman; the officers of the Predecessor Company became officers of the Company.

Recent Developmests

On February 12, 1990, pursuant to an Asset Sale Agreement, GAF Chemicals and Alkaril U.S. sold
the assets (the “Surfactants Assets™) of their surfactants business (the “GAF Surfactants Business™) to
two newly formed grantor trusts (the “Purchaser Trusts”), of which GAF Chemicals and Alkaril U.S. are
the sole bencficiaries. The Purchaser Trusts then contributed the Assets to Rhone-Poulenc Speciaity
Chemicals, L.P. { the “Partnership™), in exchange for limited partnership interests and, in turn, contributed
such interests 1o a third trust which became a successor fimited partner of the Partnership (the “Limited
Partner Trust™). The Partnership is affiliated with Rhone-Poulenc Inc. (“RPI™), a wholly owned
subsidiary of Rhone-Poulenc S.A., 2 French Corporation. RPI also contributed businesses to the
Partnership. The total consideration for the transferred Surfactants Assets was valued at approximartely
$490 million, including the assumption and payment of certain liabilities relating to the Surfactants Assets.
As a result of the transaction, GAF Chemicals and Afkaril US. received $450 million in cash and, through
their beneficial interests in the Purchaser Trusts, retain a2 continuing interest in the Limited Partner Truse,
and consequently in the Partnership. The Limited Partner Trust borrowed the funds w0 pay the cash
portion of the purchase price under the Assct Sale Agreement. The cash portion of the consideration is
subject to a postclosing adjustment. The Consolidated Financial Statements of the Company reflect the
limited partnership investments in the Parinership as well as the debt incurred by the Limited Partner
Trust. Under the partnership agreement, the Limited Partner Trust will receive a priority distribution
representing a return oa the limited partership investment, which it is anticipated will exceed the interest
on the debt of the Limited Partner Trust.

A portion of the proceeds of the surfactants transaction was used by the Company to prepay $200
million of its bank debt and to redeem the Notes. The proceeds from the redemption of $48 miltion of the
Notes were exchapged for new ootes on substantially identical werms.

For recemt developments concerning certain Inigation maters affecuing the Company, including the
disposition of certain criminal and civil matters relaring to allegations of securities law violations against
the Company, see “liem 3. Legal Proceedings.”

Item 2. Properties of the Company

The corporate headquarters, principal research and development laboratories, general administrative
and financial operations and principal electronic data processing facility of the Company and of its
subsidiaries, GAF Chemicals and GAF Building Materials, are located on approximately 100 acres of land
and in 10 buildings at 1361 Alps Road, Wayne, New Jersey 07470. The Company leases the facilities and
land from a wholly owned subsidiary, GAF Realty Corporation. The premises are subject t0 a first
mortgage.

The WNCN-FM swdio and GAF Broadcasting are tocated in leased offices at 1180 Avenue of the
Americas, New York, New York 10036.



The Company’s principal domestic and foreign real properties are either owned by, or leased to, the
Company or its subsidiaries as described in the list below. Unless otherwise indicated, the properties are
owned in fee. In addition to the principal facilities listed, the Company maintains sales offices and
warehouses in the United States and in nineteen foreign countries, substantally all of which are in leased

premises under relatively shost-term leases.

Lacation Facility Segment
DOMESTIC
Alabama
Huatsville Plant* Chemicals
Mobile Plant, Sales Office Building Materials
California
Fontana Plant, Sales Office Building Materials
Irwindale Plant Building Materials
Florida
Tampa. Plant, Sales Office Building Maternials
Georgia
Savannah.. Plant, Sales Office Building Materials
Winder(1)..... Plant, Sales Office, Chemicals
Research
Indiana
Mount Vernon.......ccccecrercecrrcinercrecas Plant, Sales Office Building Matenals
Kentucky
Calvert City ..o Plant Chemicals
Maryland
Baltimore Plant Building Matenials
Hagerstown ......coueeececiererroecnesnesescnnens Research Chemicals ( granules)
Massachusetts
Millis ..ot Plant, Sales Office Building Materials
Minnesota
Minneapolis... Plant, Sales Office, Building Matenals
Warehouse*
Missouri
ANDAPOLS ...ooorrre e cererere e erreeve e sene Plant, Quarry Chemicals ( granules)
New Jersey
Bound Brook ..........ccovmevciinivece e Sales Office Chemicals ( granules)
Chatham........cccoireneicrermcomenrenscsen e Plant, Sales Office, Chemicals
Research
Linden ..ot Plant Chemicals
Wayne ... e Corporate and Corporate
Subsidiarics Building Materials
Headquaners®, Chemicals
Administrative
Offices*.
Research*
New York
New York.. ...oooovrvirreverreccesvnnennennn.. . Office®, Studios* GAF Broadcasting
Penasylvania
Blue Ridge Summit Plant, Quarry Chemicals ( granules)
8 o TSNS, Plan1, Sales Office Building Matenais
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Locatien Facility Segment
South Carolina
Chester. Plant Building Matenals
Spartanburg( 1) Plant Chemicals
Teanessee
Nashville Plant, Research Building Marerials
Texas .
Dallas Plant, Sales Office Building Materials
Seadrift ....... Plant Chemicals
Texas City N Plamt Chemicals
Wisconsm
Pembine Ptant, Quarry Chemicals ( granules)
INTERNATIONAL
Belgium
Sint-Nikiaas. Sales Office, Chemicals
Disuribution Center
Brazil
Sao Paulo Plam*, Sales Office*, Chemicals
Distribution Center*
Canada
Mississauga, Ontarnio.......cc.cccerececneneas Sales Office*, Chemicals
Distribution Center*
Mississauga, Ontano()........cooueeeeee Plant, Sales Office, Chemicals
Research
Great Britain
Guildford European Chemicals
Headquarters*,
Research
Singapore
Singapore Sales Office*, Chemicals
Distribution Center*,
Asia Pacific Headquarters®,
Warehouse*
Affiliate:
GAF-Hils Chemie GmbH -
Marl, West Germany ........ccuueeoe.e. Plant, Sales Office Chemicals

(1) These properties were transferred as part of the transfer of the GAF Surfactants Business. See “Item
1. Business.of the Company—Recent Developments.”
* Leased Property

The Company believes that, in general, these plants and facilities, which are of widely varying ages
and of different types of construction, have been adequately maintained, are in good condition and are
suitable and adequate for the Company’s operations. The Company's major facilities are generally
satisfactorily utilized and many chemicals production units operate at high capacity levels, Granules
facilives operate at high capacity levels during peak season. Each plant has adequate transponation
facilities for both raw materials and finished products. As part of the Company’s continuing capital
expansion and improvemenis program, major projects for the renovation and expansion of some of the
plants and installation of new equipment were completed in 1989 and more are planned. Capital
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expenditures were approximately $42.8 million in 1989. These expenditures were or are allocable to GAF
Chemicals and GAF Building Materials as follows (dollars in millions):

109
GAF Chemicals $28.5
GAF Building Materials.........ccccrvsreac. 13.6

Item 3. Legal Proceedings

In July 1988, a federal grand jury in the Southem District of New York indicted the Company, two of
its subsidiaries, Jay & Company, Inc. and GAF Chemicals, and its vice chairman and chief administrative
officer, James T. Sherwin. The indictment arose out of allegations that the defendants attempted to
increase the price of Union Carbide common stock on October 29 and 30, 1986, through the brokerage
firm of Jefleries & Company, in connection with the Company’s disposition of a portion of its Union
Carbide stock position; the Company sold five million such shares in a single block trade 10 an investment
banking firm on November 10, 1986.

The original ten-count indictment charged the Company, its two subsidiaries and Mr. Sherwin each
with one count of conspiracy, one count of stock price manipulation, three counts of securities fraud, three
counts of wire fraud, one count of causing the creation of false entries in a broker-dealer’s books and
records, and one counmt of obraining improper margin loans w0 finance stock purchases. The improper
margin loan couat was withdrawn by the Government prior to trial The first trial of this mauer
commenced in December 1988. On January 10, 1989, the tmal judge declared a mistrial because of
prosecutorial misconduct, and a second trial commenced oa January 17, 1989. At the close of the
Government’s case, one of the securities fraud counts was dismissed by the Government. On March 22,
1989, the trial judge deciared a second mistrial when the jury advised it was unable o reach a verdict. A
third trial commenced on November 1, 1989 and on December 13, 1989, a jury returned guilty verdicts on
the remaining eight counts against the Company and Mr. Sherwin. The two subsidiaries were acquitted on
all counts. On March 30, 1990, the Company was fined $2,000,000. Mr. Sherwin received a sentence of six
months imprisonment. Both the Company and Mr. Sherwin will appeal and the sentences were stayed
pending appeal.

On March 8, 1990, the Company and Mr. Sherwin, without admitting or denying the allegations in a
proposed complaint by the Securities and Exchange Commission involving the same matters which were
the subject of the criminal case discussed above, each consented to the entry of separate judgments
enjoining, respectively, the Company from violating Secrions 10(b), 13(b)(2)(A) and 13{(d)(2) of the
Securnities Exchange Act of 1934 (the “Exchange Act™), and Rules 10b-5 and 13d-2 thereunder, and Mr.
Sherwin from viclating Section 10(b) of the Exchange Act and Rules 10b-5 and t3b2-1 thereunder, and
from aiding and abetting violations of Sections t3(b)(2)(A) and 13(d)(2) of the Exchange Act and Rule
13d-2 thereunder. The Company also agreed to pay the sum of $1,250,000 plus prejudgment interest from
Ociober 30, 1986 to March §, 1990.

In September and October 1988, rwo purporied class actions were filed in the US. Disirict Court in
Newark, againstthe Company, its two subsidiaries, Jay & Company, Inc. and GAF Chemicals, the
Predecessor Company’s directors and Edward E. Shea, a former director of the Predecessor Company, by
two purporied Predecessor Company shareholders (one acting in his capacity as a trustee) on their own
behalf and on behalf of other shareholders similarly situated who purchased shares of the Predecessor
Company in the period from October 2, 1986 through July 6, 1988. The complaints allege certain
violations of the Securities Exchange Act of 1934, common-law fraud, and negligent misrepresentation,
arising from the charges set forth in the aforesaid indictment. Unspecified compensatory and punitive
damages are asserted, based or the plaintiffs’ contentions that had they and other putative class members
known of the defendants’ misconduct and that the value of the shares of the Predecessor Company had
been “artificially inflated™ by the “false *profits’ ” realized and unrealized from the buying and seiling of

11



Unioa Carbide stock by the Company, they would not have purchased those shares at such aruficial prices.
The Coury, in November 1988, denicd a general stay sought by the defendants without prejudice to larer
renewal of the motion, but ordered discovery limited solely to the issue of class certification. In December
1988, the defendants made a motion to dismiss the complaint. In February 1989, in response to this
motion, the Court signed an order, propased by the plaintiffs, staying all proceedings for 120 days.
Subsequently, these actions were administratively terminated by the Court, subject to application by any
party to restore them to active status. Oun March 1, 1990, the actions were restored 10 active status by
plaintifis’ application, which was not opposed by the defendants. While these cases are still at their earliest
stage, management believes that their ultimate dispasition will not bave a material adverse effect on the
Company’s financial position.

As of December 31, 1989, the Company was named as a co-defendant, together with numerous other
companies, in approximately 58,000 pending lawsuits involving alleged health claims relating to the
inhalation of atbestos fiber. The Company has resolved approximately 53,000 other lawsuits involving
similar claims through December 31, 1989. It is anticipated that additional suits will be filed by persons
allegedly exposed t0 asbestos at sites where it is claimed asbestos containing materials manufactured by
the Company and others may have been used. It is impossible to predict the number of such additional
lawsuits. In 1971, the Company discontinued the sale of its principal asbestos insulation products and, in
1975, withdrew from the sale of all ashestos products except products in which the asbestos fiber was fully
bonded or encapsulated, which products the Company discontinued in 1981.

In May 1979, the Company commenced an action in the Los Angeles, California Superior Court
against its insurance carriers 10 obtain a judicial determination that such carriers are obligated to defend
and indemnify the Company, under policies issued from 1947 to 1979, in all present and future asbestos
bodily injury cases. In addition, the Company sought compensatory and punitive damages for breach of
insurance contracts, violations of the California Insurance Code, bad faith and certain other claims. The
action was later consolidated in the San Francisco Superior Court with actions by other asbestos producers
against their insurers. Trial commenced in March 198S, and in preliminary decisions in various phases of
this case the Court held, inter alia, that the insureds are entitled to coverage for asbestos bodily injury
claims under all insurance policies in effect from the date of the claimant’s initial exposure through the
earlier of diagnosis of discase or death; that the Company may utilize certain insurance policies issued to
the Company before the 1967 merger with The Rubervid Co. to pay for asbestos bodily injury claims; that
the Company may allocate responsibility among the Company’s insurers for these claims on bases

favorable to the Company; and that periods when the Company was uninsured, self-insured, or had
insurance with deductible or retentions ar¢ not considered “other insurance” which would be available o
the Company's insurers when they allocate monies paid for such claims amongst themselves. The Court
aiso approved, as reasonable, settiernent agreements between, inter alia, the Company and certain of its
insurers. The remainder of the trial continued with respect to parties and issues not involving the
Company. Final judgment on all phases of the trial was entered by the Court on February 8, 1990.

1n January 1987, the Company entered into settiement agreements with five of its defendant-carriers
in the California litigation described above ( whose coverage coastituted the major portion of the insurance
coverage in issue under such litigation). These five settlements resolved all of the Company’s outstanding
claims against these insurers with respect to their asbestos bodily injury coverage and will provide the
Company with substantial insurance with respect to pending and prospective asbestos bodily injury claims
and related expenses. These carriers were dismissed from that litigation. The Company's suit againse the
remaining ten insurers in that litigation continued. Subsequent to the entry of the aforesaid final judgment,
however, four of those remaining insurers entered into a settlement agreement in principle with the
Company confirming the availability of their coverage for asbestos bodily injury claims.

In connection with the January 1987 settiements described above, the Company joined the Wellington
Asbestos Claims Facility ( the “Facility”), an organization of insurance companies and asbestos producers
formed in 1985 to coordinate the administration of asbestos bodily injury claims. From and after Janvary
1987, the Facility assumed defense and settlement of the Company’s pending, threatened and future
asbestos bodily injury claims. The Company’s share of the costs of sewlements, judgments and legal
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expenses with respect to all claims handled by the Facility, were borne by the Facility, which was
reimbursed by the Company’s insurers on the basis of the amounts provided under the Fadility’s
agreeraent with the Company, and to the exient of the coverage afforded the Company under its policies of
insurance and the aforesaid settlement agreements. At the same time, the Company entered into a
scparate agreement with another insurer, with which the Company had previously setfled its insurance
coverage claims, so as to conform the Company's arrangement with such insurer regarding such
sctilements and with the Company’s entry into the Facility.

In October 1988, the Facility was formally dissolved. Effective as of that same date, the Company
joined a newly created claims-handling organization, called the Center for Claims Resolution (the
“Center"), composed of approximately 21 producers, which functions generally in the same fashion as did
the Facility with respect to the handling of all pending, threatened and future asbestos bodily injury claims
on behalf of the Company and the other members of the Center. As of December 31, 1989, there were
approximately 69,000 pending claims being handied by the Center, a portion of which daims have
previously been disposed of separately by the Company and for which the Company will not bear a share
of responsibility as 2 member of the Center. The Center has no insurer members, but a group of insurers,
composed generally of the same insurers who were members of the Facility, have agreed o abide by the
allocation percentages for lability and defense expenses established among the Center’s members, and to
pay their (the insurers’) respective shares of such allocated liability and defense expenses, based on the
insurance coverage provisions established pursuant o the June 1985 Agreement under which the Facility
had been established. These insurers have also agreed 1o share with the Center’s members a portion of the
operating expenses of the Center. Additionally, under the agreement establishing the Center, any member
can withdraw from the Center upon 60 days’ prior notice. In connection with joining the Center, the
Company entered into a separate agreement with a group of eight insurers providing the Company, in lieu
of the Insurance Defense Program ( available to the Company as a member of the Facility) which was
discontinued when the Facility was dissolved, with additional coverage which will be available to the
Company to pay asbestos bodily injury claims and related expenses when all other insurance coverage and
other tunding sources available to the Company for the payment of asbestos related claims have been
exhausted {the “Additional Coverage”). The Additonal Coverage will be available w the Company
regardless of whether the Company remains a member of the Center. The Company’s existing insurance
coverage under its insurance policies and settlement agreements will also remain in effect notwithstanding
the dissolution of the Facility or whether the Company remains 2 member of the Center or joins and/or
remains a member of any other claims-handling organization.

In Ociober 1986, the Company commenced a declaratory judgment action in Los Angeles, California
Superior Count with respect 1o the obligations far asbestos bodily injury coverage of certain underwriters at
Lloyd's and British insurance companies under liability policies issued to the Company for the years 1979
to 1983. In Fecbruary 1989, the Company and these defendant insurers entered into a setdement
agreement whereby, subject only to slight modification of applicable deductibles of the policies involved,
the availability and accessibility of this post-1979 coverage for asbestos bodily injury claims has been
confirmed.

In the opinion of management, with respect 1o the aforesaid health claim lawsuits, the uitimate
disposition of such lawsuits will not have a material adverse effect on the Company’s financial position.

As of December 31, 1989, the Company, together with numerous other companies,was named as a co-
defendant in approximasely 66 pending actions, commenced by school districts, municipalities and similar
govemmental entities and building owners which allege economic and property damage or other injuries
in schools or public and private buildings caused, in whole or in part, by what is claimed %0 be the present
or future need to remove asbestos material from those premises. The Company, as of December 31, 1989,
has resolved approximately 66 such actions. The plaintiffs seek to recover the cost of inspections, removal
and/or the replacement of asbestos materials plus health screening examinations, counsel fees and
expenses incurred in connection with litigation and compensatory and punitive damages. Most of these
actions are still in early pre-trial stages. One of these lawsuits, in the U.S. District Coun for the Eastern
District of Pennsylvania, has been certified as a class action for certain issues, including punitive damages.
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This case is in the pre-trial stage. The Company did not sell asbestos spray or acoustical ceiling products,
which are the primary products presently being removed from buildings.

[}

On January 30, 1990, the Washington State Attorney General, on behalf of himself and 28 other State
Attorneys Geseral, moved in the U.S. Supreme Court for permission 1o file suit in that Court against 26
former asbestos producers, including the Company, seeking a declaration that these firms are liable to the
29 States involved for the costs of ashestos abatement in public buildings owned by those States to remedy
the alleged hszards caused by the caimed failure of the companies to provide safe products or wam the
States of dangers posed by the products installed. The proposed complaint asks the Court to appoint a
Special Master 10 “fashion such relief as is equitable and appropriate 1o effectuate restitution to the States.”
Briefs in opposition to the motion seeking permission to bring suit will be filed by the Company and by
others named on April 12, 1990.

In October 1983, the Company filed a lawsuit in Los Angeles, California Superior Court against its
past insurance carriers to obtain a judicial determination that such carriers were obligated 1o defend and
indemnify the Company in the asbestos-in-building cases referred to above. The Company is seeking
declaratory relief as well as compensatory damages. This action ig presently in the pre-trial pleading sage.
The parties have agreedtoholdth:sacuonmaheymunﬁlamhdmeutheymbenerabletoevaluatc
developments as they may occur in the underdying asbestos-in-building cases. One of the Company’s
insurance carriers is currently paying, under reservations of rights, all costs of defense of the asbestos-in-
building litigation. Because such litigation is in its early stages and evidence and interpretations of
important legal questions are presenily unavailable, it is not possible to predict the future of such litigation.
In the opinion of management, with respect to the aforesaid asbestos-in-building lawsuits, the ultimacc
disposition of such lawsuits will not have a material adverse effect on the Company’s financial position.

The Company is a party to a variety of administrative proceedings and lawsuits involving
environmental marers, including being named as a defendant, together with numerous other companies,
in several lawsuits under the CERCLA and similar stase laws which seek to recover from generators of
hazardous waste the cost of cleaning up contaminated waste disposal sites. Most of the lawsuits involving
these dumpsites are in the early stages. Due 1o the practices of waste disposal haulers and disposal
facilities prior 1o adoption and implementation of the environmental laws and regulations, evidence is
difficult to obtain or evaluate and important legal questions have not yet been answered. The Company
has been successful in obtaining and continues 1o seek dismissal of some of the lawsaits and proceedings on
grounds that there appears to be no substantial evidence that there is any hazardous waste of the Company
present at the dumpsites in question. In other cases the Company will seek such resolution as may be
appropriate. In each lawsuit, management of the Company anticipates, although there can be no
assurance, that liability, if any, will eventually be apportioned among the companies found responsible for
the presence of hazardous waste at the dumpsite. Based on evidence presenily available, it is impossible to
predict the eventual liability of the Company in these dumpsite lawsuits. In the opinion of management,
these lawsuits should be resolved gradually over a period of years for amounts which are not material in
the aggregate to the business or financial position of the Company. The Company has an understanding
with its comprehensive general liability insurers for such insurers to cover the majority of the Company’s
liabilicy and all of its expenses in connection with damages or losses occurring prior to November 1, 1984
in connection with such dumpsites.

In November 1988, the Mass Media Bureau of the Federal Communications Commission (“FCC”)
approved the application filed in March 1988 by the Predecessor Company for authority to transfer control
of its subsidiary, GAF Broadcasting Company, Inc., as licensee of WNCN-FM, in connection with the then
proposed Acquisition, which was subsequently consummated in March 1939. (See “ltem 1. Business of
the Company—Corporate Developments,” for a description of the Acquisition.) In December 1988,
Listepers’ Guild, Inc, a New York not-for-profit corporation, composed of individual radio listeners,
whose petition to deny the transfer application had been denied by the FCC in November 1988, filed a
petition with the FCC far reconsideration of the FCC's grant of approval, which petition is sull pending.

The Company and certain directors of the Predecessor Company are defendants in a lawsuit pending
in New York State Supreme Count, New York County, involving claims by the estate of Jesse Wemer, the

14



former Chairman and Chief Executive Officer of the Predecessor Company, that they wrongfully
prevented him from exercising options to purchase 240,000 shares of common stock of the Predecessor
Company and seeking 10 recover $800,000 in compensatory damages and $5,000,000 in punitive and
excmplary damages (the “Stock-option Action”). The complaint was subsequently amended to increase
the damages sought to $13,897,000 and $20,000,000. respectively, based primarily on the increase in the
price of the Predecessor Company’s common stock after the commencement of the action. The Court,
however, ruled, in response o a2 moton by the Company, that the eswate would be precluded from
introducing evidence in support of the amended compensatory damage claim, and that damages, to the
extent any are awarded, must be measured by and limited 1o the difference between the market price of the
stock at the time exercise of the option was denied t0 Wemner and the exercise price of the options. In the
slternative, the amended complaint seeks specific performance of Wemer’s options. In March 1984, the
Company commenced a lawsuit in New York State Supreme Court, New York County, against Wemer
and certain directors of the Predecessor Company seeking to recover compensatory damages in connection
with Wemer’s compensation arrangements and costs incurved in waging the 1983 proxy contest plus
$50,000,000 in punitive damages, which is pending (the “Waste Action™).

In January 1990, Wemer’s estate moved to dismiss the Waste Action and certain affinmative defenses
in the Stock-option Action on grounds of res judicara and collateral estoppel, contending that an award in
an earlier arbitration proceeding in which the estate was awarded approximately $2.8 million in
connection with Werner’s claim for breach of his 1981 employment agreement had determined and
therefore barred certain of the issues involved in the pending actions. The other defendants in the Waste
Action have joined in that motion, which is pending Under the Company’s By-Laws and under the
Delaware General Corporation Law, the present and former directors and officers of the Company and the
Predecessor Company are entitled 1o indemnification against certain liabilities, costs and expenses in any
action, suit or proceeding as a result of their service in such capacity unless it is inally determined that they
failed to act in good faith and in a manner which they reasonably believed to be in, or not opposed to, the
best interests of the Company. The Company maintained company reimbursement and directors and
officers liability insurance policies which were in effect during the period when the foregoing lawsuits were
commenced and which should provide for reimbursement of amounts that might be paid in fulfillment of
such indemnification obligations.

Item 4. Submission of Matters t0 a Vote of Security Holders

By written consent dated as of May 8, 1989, a hoider of a majority of the Company’s outstanding
voting stock elected the directors of the Company. By written consent, dated as of December 28, 1989,
holders of a majority of each of the Company's Series A and Series B Cumulative Redeemable Convertible
Preferred Stock (“Series A Preferred Stock™ and “Series B Preferred Stock™, respectively) approved
amendments 10 their respective certificates of designations. The amendments require that quarterly
dividends, if and to the exteat declared, shall be paid pro rata to holders of record for each day during the
quarter for which dividends are declared that such holders appear on the stock register of the Company.
In addition, the certificate of designadion related to the Series B Preferred Stock was amended o extend
the date for conversion of certain shares of Series B Preferred Stock owned beneficially by Samuel J.
Heyman into Series A Preferred Stock. The amendments relating to the Series A Preferred Stock were
consented (o by the holder of 100% of the series. The amendments relating to che Series B Preferred Siock
were consented te-by holders representing 54.4% of the series.
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PART 11

Item 5. Market for Registrant’s Common Equity and Related Matters

There is no established trading market for the Company’s common equity securities. The Common
Stock is held of record by 77 boiders.

Since the Acquisition, the Company has not paid dividends on its common equity. See Note 10 1o the
Company’s Consolidated Financial Statements for a description of the restrictions on the ability of the
Company’s subsidiaries to transfer funds to the Company to pay dividends which are imposed by certain
debt obligations of the subsidiaries.

On March 29, 1989, the Predecessor Company’s common stock was delisted from the New York Stock
Exchange See “Item 1. Business of the Company—Corporate Developments.” On that date, the dosing
price on the New York Stock Exchange for the Predecessor Company's common siock was $52.125, and
there were 27,936,285 outstanding shares of common stock heid by 16,467 holders of recoed.

Item & Selected Historical Coasolidated Financial Data of the Company

See page F-9.
item 7. Managemeant’s Discussion aud Analysis of Financial Comdition

and Results of Operaticns

Sce page F-3.

Item 8. Fimancial Statements and Suppiementary Data
See Index on page F-1.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.




PART 1

Item 10. Directors and Executive Officers of the Company

BOARD OF DIRECTORS

The name, age, principal occupation or empioyment at the present time and during the last five years
and the aame and principal business of any corporation or other organization in which such occupation is
or was conducted, of each director are set forth below. Each person listed below is a citizen of the United
States. Unless otherwise stated, all employments have continued for at least five years. All directors other
than Samuel J. Heyman and Irwin Engelman have served the Company as directors since May 1989. Mr.
Heyman has served as director since September 1987 and Mr. Engelman was clected a director on March
12, 1990. Mr. Beyman and Roanie F. Heyman are husband and wife.

Name, Business

Addresa aad

Pusitions Held
Carl R. Eckardt....................

Director and
Executive Yice
President—
Corporate
Development

Ronnie F. Heyman ..............

r

Samuel J. Heyman. _.............

Chairman of the
Board and Chicf
Executive Officer

Irving Kagan....... _............

Director and
Senior Vice
President, -
General Counsel
and Secretary

John M. Sergey ...oocvveernneen

Director and
Executive Vice
President and
President, GAF
Building Matenals
Corporation

Praseat Principa} Occapation
or Employment and Five-Year
Employment Histery

Mr. Eckardt has been Executive Vice President, Corporate
Development of the Company since April 1989 prior to which he
held the same positon with the Predecessor Company from
January 1987 to April 1989. Mr. Eckardt was a Senior Vice
President of the Predecessor Company from 1981 to 1987, and
was President of the Predecessor Company’s chemicals subsidi-
ary and division from 1985 10 1987. Mr. Eckardt joined the
Predecessor Company in 1974.

Mr. Engelman has been President and Chief Operating Officer of
Citytrust Bancorp Inc., an independent Connecticut bank hold-
ing company, since July 1988. From January 1987 to July 1988
he was Executuve Vice President of the Blackssone Group, an
investment banking irm. From 1981 10 January 1987 he was
Executive Vice President and Chief Financial Officer at General
Foods Corporanon. Mr. Engelman is a director of Citytrust
Bancorp, Alcide Corporation and the LMH Fund Lid.

'Mrs. Heyman is a partner in the law firm of Heyman & Heyman,

which specializes in real estate law.

Mr. Heyman has been Chairman of the Board and Chief
Execurive Officer of the Company since April 1989 prior to which
he held the same position with the Predecessor Company from
December 1983 to April 1989. He is also the Chicf Executive
Officer, Manager and General Partner of a number of closely
held real estate development companies and pannerships whose
investments include commercial real estate and a portfolio of
publicly traded securities held largely in coanection with arbi-
trage activities.

Mr. Kagan has been Senior Vice President, General Counsel and
Secretary of the Company since April 1989 peor to which he
held the same position with the Predccessor Company from 1986
10 April 1989. Before such ume, he served as Senior Vice
President, General Counsel and in vanous other management
and legal positions from 1968 10 October 1986 with The Hertz
Corporation.

Mr. Sergey has been an Executive Vice President of the Com-
any and President, GAF Building Materials since April 1989.
rom 1978 to 1989 he served in various management positioas

with Avery International Corporation, a company engaged in the

manufacture and conversion of pressure sensitive adhesive prod-
ucts, including Group Vice President of the Materials Group
from 1987 to 1989 and Group Vice Presidemt of the Soabar

Group from 1984 10 1987.
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Name, Busivess Preseat Principal Occupation
-

Adidress and and Five-Yaar

\ Pusitions Held Age History

James T. Sherwin...................... 56 Mr. Sherwin has been Vice Chairman and Chief Administrative
Vice Chairman of the Board Officer of the Company since April 1989 and held the same
and Chief Administrative position with the Predecessor Qom?ny from May 1984 to April
Officer 1989. Mr. Sherwin was Executive Vice President, Finance and a

director of the Predecessor Company from May 1974 w May
1983. Mr. Sherwin joined the Predecessor Company in 1960.
From June 1983 1o May 1984, he served as Executive Vice
President and Chief Financial Officer of Triangie Industries, Inc.,
at that time 2 manufacturer of vending machines, juke boxes and
copper insulating materials.

Heinn F. Tomfohrde, 1M .............. 56 Mr. Tomfohrde has been an Executive Vice President of the
Director and Company and President, GAF Chemicals since April 1989 prior
Execurive Vice to which he held the same position with the Predecessor
President and Company from 1987 to April 1989. Before that time, he served
President, GAF as President, Specialties & Services from 1986 to0 1987, President
Chemicals Corporation and Chief Operating Offices, Consumer and fndustrial Products

and Services Group from 1985 to 1936, Executive Vice President,
Engineering and Technology Services from 1983 to 1985, and a
director from 1985 1o 1987 of Union Carbide Corporation.

For information concerning litigation involving directors, including a criminal conviction involviag the
Company and Mr. Sherwin, see “Item 3. Legal Proceedings.”

EXECUTIVE OFFICERS

The following table sets forth certain information with regard to the executive officers of the
Company. Informadon relating to Messrs. Samuel J. Heyman, Cari R. Eckardt, Irving Kagan, John M.
Sergey, James T. Sherwin and Heinn F. Tomfohrde is set forth above, see “Board of Directors.” Alt
executive officers are citizens of the United States. The name, age, principal occupation or employment at
the present time and during the last five years and the name, principal business and address of any
corporation or organization in which such occupation is or was conducted, of each executive officer are set
forth below. The business address of each person listed below is 1361 Alps Road, Wayne, New Jersey
07470, 4

Presest Principal Occupation
Name sad snd Five-Y,
Positions Held Age *m History il
Salvatore C. Bellini............e....... 42  Mr. Bellini has been a Senior Vice President of the Company
Senior Vice President since April 1989 &-ior to which he held the same position with
and Coatroller the Predecessor Company from September 1988 to Apnil 1989.

He served as Controller of the Predecessor Company from 1983
to 1984 and again from 1987 to September 1988, In addition, he
served as a Vice President of the Predecessor Company from
1987 to 1988; Vice President Finance of the Predecessor Com-
pany’s building materials subsidiary and division from 1984 w0

- 1987; and Director of Taxes of the Predecessor Company from
lggg to 1983. Mr. Bellini joined the Predecessor Company in
1 .
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EXECUTIVE COMPENSATION

Compemsation of Executive Oficers

The following table sets forth the cash compensation paid by the Company with respect to (i) each of
the Company’s six most highly compensated executive officers whose aggregate cash compensation from
the Company for services rendered during fiscal year 1989 exceeded $60,000 and (ii) all executive officers

as a group,

Name of Individual Cash Compensation
of Number of Persomy Capacities is
in Group Which Served Salery Other(1)

Samuel J. Heyman . Chairman of the $ 400,000 $10.482
Board and Chief
Executive Officer

James T. Sherwin Vice Chairman 261,400 4,726
of the Board
and Chief
Administrative
Officer
Heinn F. Tomfohrde, III ._.......................... Executive Vice 262,500 9,480
President and
President,
GAF Chemicals
Corporation

Car R. Eckardt.........cu.ccevrerermrernceasnnvececee Executive Vice 197,083 7,140
President—
Corporate
Development

John M. Sergey(2) oiiccereacecrcrroncanneneae Executive Vice 150,000 27.601(3)
President and
President,
GAF Building
Materials
Corporation

Irving Kagan. ... ..coooieeeeecccenncneneens Senior Vice 212,625 5.535
President,
General Counsel
and Secretary

All Executive Officers as a Group
(8 individuals)(4) $1.663,516 $73,413

(1) Includes the cost 1o the Company of special life insurance provided 1o the Company's elected officers.

(2) Mr. Sergey joined the Company in Aprl 1989.

(3) Includes a $§25,000 relocation payment made to Mr. Sergey.

(4) Includes cash compensation paid (o oae officer whose employment with the Company terminated in
March 1989

Compensation Pursuant to Plans
Executive Incentive Compensation Program

The Company has an Executive Incentive Compensation Program ( the “Incentive Program™) which
covers approximately 516 officers, managers and other professional employees of the Company and its
subsidiaries.

The Incentive Program enzbles the Board of Directors, in its discretion, to make compensation awards
to key employees from an incentive compensation fund which is determined annually by the Board based
upon the Company's adjusted income. The Chief Executive Officer of the Company furnishes the
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Compensation Committee of the Board of Directors, and the Committee then furnishes the entirc Board,
with recommendations as to particular awards. An award under the Incentive Plan is payabie in cash.

The criteria used o determine awards under the Incentive Program indude the level of success
achieved during the year by the employee, the subsidiary or department in which the employee works and
the Company’s income. The tomal incentive compensation fund for fiscal 1989 is $3,750,000; however,
awards for fiscal 1989 have not yet been made.

Restricted Stock Purchase Plan

The Company had a Restricted Stock Purchase Plan which authorized the sale of its common stock to
employees at a price of at least 50% of the closing price of such stock on the New York Stock Exchange on
the date prior to the sale and imposed restrictions on the sale or transfer of the stock by employees who
purchased. The Restricted Stock Purchase Plan was terminated immediately prior to the Acquisition. No
offers to purchase stock were made 0 executive oficers under the Restricted Stock Purchase Plan in 1989.
Two executive officers, however, owned shares purchased in prior years on which restrictions lapsed in
1989. The difference between the original purchase price and the market value on the date of lapse for the
restricted shares was as follows: Mr. Eckardt—3$26,914 and all executive officers as a group—$32,335.

Stock Option Plans

The Company had two employee stock option plans, the 1975 Stock Option Pian (the *1975 Plan™)
and the 1984 Stock Option Plan (the “1984 Plan™). The 19735 Plan was terminated in 1985 and all options
ourstanding at the time of the Acquisition were vested immediately prior thereto enabling option holders to
receive the Acquisition Consideration. The 1984 Plan was terminated immediately prior to the Acquisition
and all ourstanding options were vested enabling option holders to receive the Acquisition Consideration.
On the date of the Acquisition all outstanding options with exercise prices less than the amount of the
Acquisition Consideration were converted into the right to receive the amcuat of Aoquisition Consideration
to which they would have been entitled had their options been exercised for shares and their shares
exchanged for Acquisition Consideration. See “liem 1. Business of the Company—Corporate Devel-
opments.”

No options were granted in 1989 under the 1984 Plan. The following table includes, for each
executive named in the Executive Compensation Table and for all executive officers as 2 group, data on the
following: (1) the net value realized in shares or cash of options awarded in prior years under both the
1975 and 1984 Stock Option Plans; and (2) the net value realized in cash or Merger Debentures in respect
of the payment of Acquisition Consideration to option holders:

Net Value of
Acquisition
Net Value Comsideration
of Owtt
Exarcised Merger
Name of Individual in 1989 C_l:il_ Debesntures
Samuel J. Heyman ... sasorans ¢ $ 5,803,125 $1,029,000
James T. Sherwin ..o cteieeee e 0 2,021,875 379,750
Heinn F. Tomfohrde, 1T ... 96,756 56,250 110,250
Carl R. Eckardt..... 135,938 2,268,750 398,125
John M. Sergey( i) ......... 0 0 0
Irving Kagan. - 0 63,750 30,625
All Executive Officers as a Group (8 individuals)(2) ..... 733.194 $11,886.251 $2.246.647

(1) John M. Sergey joined the Company in April 1989 and was not employed by the Predecessor
Company. '
(2) Includes an officer whose employment with the Company terminated in March 1989.
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Non-Qualified Retirement Plan

The Company has a non-qualified retirement plan for the benefit of key employees { the “Retirement
Plan"). The benefit payable under the Retirement Plan, which accrues in accordance with a ten-year
schedule, consists of an annual payment commencing at age 65 equal to 25% of a covered employee’s last
full year’s salary. The benefit will continue for the longer of 15 years or the joint lifetimes of the employee
and his or her spouse. If a covered employee dies while employed by the Company, a death benefit of 36%
of the employee’s annual income at the date of death is payable for a term of IS5 years to the employee’s
beneficdary. Employees who participate in the Retirement Plan are not entitled to have empioyer
contributions made to their accounts, if any, under the GAF Capital Accumulation Plan, a retirement plan
which complies with Section 401(k) of the Code.

No new participants are being admitted to the plan as of January 1989, The amount of annual vested
benefits to which each executive officer was eatitied at the end of 1989 was as follows: Mr. Hey-
man~3$31,000; Mr. Sherwin——$20,754; Mr. Tomfohrde--$38,646; Mr. Eckardt—$15,500; Mr. Ka-
gan—=513,781; and all executive officers as a group ( 7 individuals )~$122,651.

Severance Policy

The Company's basic severance policy for salaried employees provides for payments 1o employees
based upon the age and length of service of the employee at the time of termination. Pursuant to the terms
of this policy, the only executive officers who would be currently entitled to severance payments in excess
of $60,000 are James T. Sherwin and Carl R. Eckardt. Messrs. Sherwin and Eckardt would be entided to
severance payments of $156,217 and $91,667, respectively. This policy does not apply to employees who
are dismissed for cause.

Life Insurance

In 1989, salaried employees of the Company were eligible to enroll on 2 contributory basis in a
benefits package providing generally for term life insurance equal to up to two times current annual base
salary, an accidental death and dismemberment payment up to two times current annual base salary and
monthly long-term disability benefits of up to 60% of current annual salary. In addition, salaried
employees received life insurance coverage equal to one timnes their current annual base salary plus $3,000
on a non-contributory basis. All elected officers received the aforementioned accidenial death and
dismemberment and loag-term disability coverages on a non-contributory basis; they are also entitled w0
receive group term life insurance coverage equal to up to four times current annual base salary plus $3,000
on a non-contributory basis. The cost to the Company of such insurance coverage for all executive officers
is included in the Executive Compensation Table,

Personal Benefits
The Company paid $44,677 pursuant to its relocation policy for the relocation of Mr. Sergey.

The Company also provides certain personal benefits 1o its executive officers which are difficult to
quantify in terms-of business or personal use. The Company has concluded, however, afier reasonable
inquiry, that the aggregate amounts atributable 10 such personal benefits do not exceed the lesser of
$25,000 or 10% of 1tal cash compensation for each person named in the Cash Compensation Table above,
or, as to all executive officers of the Company as a group, the lesser of $25,000 times the number of persons
in the group or 10% of the wtal cash compensation for the group.

Director Compensation
Since the Acquisition, no directors have received compensation for their services as directors. A
Special Committee of the board of directors of the Predecessor Company, consisting of all of the non-

employee directors, received an aggregate of $420,000 in 1989 for their service on the Special Committee.
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Item 12. Security Ownership of Certain Beneficial Owners and Management

As of March 16, 1990, the following persons had beneficial ownership in the amounts shown of more
than flve percent of any class of voting stock of the Company. All classes of the Company’s vating stock
vote together, and not as classes, on all issues submitred to shareholders.

Ameunt and
Namre of

Name asd Address of Tide of Beweficiel Percent
Beneficial Owner(1) Claas Ownership of Class
Samuel J. Heyman Common 1,701,100¢2) 852%

Series A Preferred 255,165 100.0%
Carl R. Eckardt Series B Preferred 3,750 8.4%
irving Kagan Series B Preferred 2,250 5.0%
John M. Sergey Series B Preferred 3,000 6.1%
James T. Sherwin, : Series B Preferred 6,000 13.4%
Heinn F. Tomfohrde, 11 Series B Preferred 6,000 13.4%

(1) The address for each beneficial holder is 1361 Alps Road, Wayne, New Jersey, 07470.

(2) locludes 690,100 shares owned by a parmership of which Mr. Heyman is Manager. Mr. Heyman has the sole
power to vote and to direct the vote, and the sole power o disposc and to direct the disposition, of all shares of
which he is the beneficial owner.

As of March 16, 1990 each director and executive officer of the Company, and all directors and
executive officers of the Company as a group, beneficially owned the following equity securities of the
Company:

Amount and
Nature of
Title of Beneficial Percent
Name Class Ownership(1) of Class
Directors
Carl R. Eckardt(2) .. Common 25,000 1.3%
Series B Preferred 3,750 8.4%
Irwin Engelman None
Ronnie F. Heyman None
Samuel J. Heyman(2) Common 1,701,100(3) 85.2%
Series A Preferred 255,165(4) 100.0%
Irving Kagan(2) ........ Common 15,000 0.8%
Series B Preferred 2,250 5.0%
John M. Sergey(2).ceecevcencncnncens Commeon 20,000 1.0%
Series B Preferred 3,000 6.7%
James T. Sherwin(2) ....ccoovocieerrccrmiccceamresormmceeceene Common 40,000 2.0%
, Series B Preferred 6.000 13.4%
Heinn F. Tomfohrde, 1II(2) Common 40,000 2.0%
Series B Preferred 6,000 13.4%
Executive Officer
Salvatore C. Bellini o rreerrerireemmnnenenes COMMON 3,000 0.2%
Series B Preferred 450 1.0%
All Directors and Executive Officers as a Group
(9 individuals) Common 1,844,100 92.3%
Series A Preferred 255,165 100.0%
Series B Preferred 21,450 97.8%

(1) Sole voting and mvesument power uniess indicated otherwise.
(2) Also an cxccutive officer of the Company.
(3) See foowmote (1) w0 preceding able.
(4) Includes 103.515 shares owned by a partnership of which Mr. Heyman is manager. Mr. Heymaa has the sole
power 0 dispose and to direct the dispasition of all shares of which he is the beneficial owner.
Item 13. Certain Relationships and Related Transactions
Mr. Engelman will become an Executive Vice President and Chief Financial Officer of the Company
as of Apnl 2, 1990, At that time, Mr. Engelman will be entitled to purchase %% of the total outstanding
shares of the Company's common stock at a price per share equal to its then current book value. On each
of the first and second anmiversaries of his employment, Mr. Engelman will be cntitled to purchase an
additional %% at a price equal to the book value at which he made his original purchase, plus certain
addinonal costs each year.
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PART 1Y

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8K

The following documents are filed as part of this report

(=)(1)

(3)(2)

(a)(3)
3.1

32
33
34

is
4.1

10.1
10.2

10.3

10.4

10.5

10.6

Finarcial Statements:

See Index on page F-1
Financia) Statement Schedules:
See Index on page F-1
Exhibits:

-Certificate of Incorporation of the Company and Certificates of Designation relating
1o the Series A Cumulative Redeemable Preferred Stock, par value $.01 per share,
and the Series B Cuomulative Redeemable Preferred Swock, par value $.01 spef share
(incorporated by refereace to Exhibit 3.1 1o the Company’s Registration Statement
on Form S-1 ( Registration No. 33-26684) ).

—Certificate of Amendment of Certificate of Incorporation, as filed with the Secretary
of Scate of the State of Delaware on March 21, 1989.

—Certificate of Amendment of Certificate of Incorporation, as fited with the Secretary
of State of the State of Delaware on April 11, 1989,

-C9e;liﬁcaw of Amendmem of Certificate of Incorporation as filed on December 29,
1989.

—Bylaws of the Company.

~—Indenture regarding G-I Holdings Inc. Subordinated Merger Debentures due 2005,
dated March 29, 1989 (incorporated by reference to Exhibit (a)(4)(iii) to the
Company’s Form 10-Q for the rter ended April 2, 1989).

—Non-Qualified Retirement Plan Letter Agreement.

—Credit Agreement among G Industries Corp., GAF Chemicals Carporation, GAF
Building Materials Corporation, GAF Insurance Lid. and Chase Manhattan Bank,
as agent for a syndicate of banks party therew, dated March 29, 1989 (the “Credit
Agreement™) (without Exhibits) {incorporated by reference 1o Exhibit (a){(4)(v}
to the Company’s Form 10-Q for the Quarter ended April 2, 1989).

—Amendment No. | 10 the Credit Agreement dated as of July 1. 1989 and
Amendment No. 2 1o the Credit Agreement dated as of February 12, 1990 ( without
Exhibits).

—Cost Sharing Agreement among the Company, GAF Chemicals, GAF Building
Materials, GAF Expornt Corporation, GAF Insurance Ltd., WNCN Listeners Club
Inc., GAF Broadcasting Company, Inc., G-1 Holdings Inc.. G Industnies Corp.,
Merick Inc. and Perth Inc. dated March 29, 1989 (incorporated by reference to
E;ggi)bh (a)(4)(1) 1o the Company’s Form 10-Q for the Quarter ended April 2,
1989).

—Tax Sharing Agreement for the Company and its Subsidiaries among the Company

- and cach subsidiary signatory thereto, dated March 29, 1989 (incorporated by

reference to Exhibit (a)(4)(ii) to the Company’s Form 10-Q for the Quaner ended
April 2, 1989).

—Asset Sale Agreement, dated February 12, 1990, by and among Chemicals, Alkaril
and Michael W. Kempner in his capacities as trustee (the “Chemicals 1 Trustee™)
under that certain Trust Agreement dated February 12, 1990 between Michael W.
Kempaer and Chemicals pertaining to Chemicals Trust [ (the “Trust [ Agreement”)
and as trustee (the “Chemicals Il Trustee™) under that certain Trust Agreement
dated February 12, 1990 between Michael W. Kempner and Alkanl pertaining to
Chemicals Trust 1I (the “Trust II Agreement™) (incorporated by reference to
Exhibit (¢)(1) to the Company's Form 8-K reporting an event on February {2,
1990).
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10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

1L

22.

—Trust | Agreement (incorporated by reference wo Exhibit (¢)(2) to the Company’s
Form 8-K reporting an event on February 12, 1990).

—Trust Il Agreement (incorporated by reference to Exhibit (c)(3) to the Company’s
Form 8-K reporting an event on February 12, 1990). :

—Trust Agreement dated February 12, 1990 among Wilmington Trust Company, as
trustee (the “Chemicals 11l Trustee™), the Chemicals I Trustee, the Chemicals Il
Trustee and ESSL-RP, Inc. (“ESSL"™) (incorporated by reference to Exhibit (¢)(4)
to the Company’s Form 8-K reponting an event on February 12, 1990).

—Contribution Agreement dated as of February 12, 1990 amoang the Chemicais |
Trustee, the Chemicals Il Trusiee and the Parnership (incorporated by reference to
ll:_;gbh (€){5) to the Company’s Form 8-K reporting an event on February 12,

).

—Assignment Agreement dated as of February 12, 1990 by and among the Partacr-
ship, Chemicals and Alkaril (incorporated by reference to Exhibit (¢)(6) to the
Company’s Form 8-K reporting an event on February (2, 1990).

—Assumption Agreement dated as of February 12, 1990 by and among Chemicals,
Alkaril, the Chemicals | Trustee and the Chemicals I Trustee (incorporated by
reference 1o Exhibit (¢)(7) to the Company's Form 8-K reporting an event on
February 12, 1990}, .

—Assumption Agreement dated as of February 12, 1990 by and among the Chemicals
1 Trustee, the Chemicals II Trustee and the Pantnership (incorporated by reference
to Exhibit (c)(8) to the Compaay’s Form 8-K reporting an event on February 12,
1990).

—Assignment of Partnership Interests and Amendment to the Amended and Restated
Agreement of Limited Partaership of Rhone-Poulenc Specialty Chemicals, L P.
dated February 12, 1990 by and among the Chemicals | Trustee, the Chemicals 11
Trustee, ESSL, the Chemicals I Trusice, RPl1 and Holdings (incorporated by
reference to Exhibit (c}(9) to the Company’s Form 8-K reporting an event on
February 12, 1990).

—glom utation of Earnings per Common Share for the Three Years ended December
1, 1989.

—Subsidiaries of the Company.

(b) Reports on Form 8-K

Two reponts on Form 8-K were filed with the Securities and Exchange Commission during 1989.

The first, dated January 24, 1989, was filed by the Predecessor Company reporting the com-
mencement of tender offers for the Predecessor Company’s outstanding debt securities, in conaection with
the Acquisition. See “liem 1. Business of the Company —Corporate Developments.”

The second, dated December 19, 1989, was filed by the Company reporting a criminal conviction of
the Company and its Vice Chairman and Chief Administrative Officer. See “Item 3. Legal Proceedings.”
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

GAF CORPORATION
( Registrant)
Date: March 30, 1990

By SAMUEL J. HEYMAN
(Sammel J. Heymaa)
Chief Exscutive Officer
Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persoms ea behalf of the registrant and in the capacitics and om the dates
indicated.

Stpmosre Tidle Dute
Chairman of the Board
and Chief Executive
SamuEL J. HEYMAN Officer March 30, 1990
{Samouel ). Heyman)
Vice Chairman !
of the Board and
, Chief Administrative
JanEs T. SHERWIN Officer March 30, 1990
(James T, Sherwin)
Senior Vice President
and Controller
( Principal Finandal
SALVATORE C. BELLINI Officer) March 30, 1990
(Salvaters C. Beilini) i
Director and
CanL R. ECKARDT Executive Vice President March 30, 1990
{Cart L Eckardt)
Director and
JOHN M. SERGEY Executive Vice President March 30, 1990
(John M. Sergey)
Director and
HenN F. TouroraoE, 111 Executive Vice President March 30, 1990
(Heian F. Tomfohrde, IH)
Director and
[eviNG KAGAN Senior Vice President March 30, 1990
(Irving Kagan) '
RoNNIE F. HEYMAN Director March 30, 1990
(Rommie F. Heyman)
Director

(Irwin Engelman)
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ARTHUR ANDERSEN & Co.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To GAF Corporation:

Ve have audited the accompanying consolidated balance sheet of GAF Corporation
(a Delavare corporation) and subsidiaries as of December 31, 1989, and the
related consolidated statements of operations and accumulated deficit and cash
flovs for the nine-month period then ended. These financial statements are
the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

Ve conducted our audit in accordance vith generally accepted auditing
standards. Those standards require that ve plan and perform the audit to
obtain reasonable assurance about vhether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant
estimates made by management, as vell as evaluating the overall financial
statement presentation. Ve believe that our audit provides a reasonable basis
for our opinien.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the financial position of GAF Corporation and
subsidiaries as of December 31, 1989, and the results of their operations and
their cash flowvs for the nine-month period then ended, in conformity with
generally accepted accounting principles.

Our audit vas made for the purpose of forming an opinion on the basic
financial statements taken as a vhole. The schedules listed in the index on
page F-1 of this Form 10-K are presented for purposes of complying with the
Securities and Exchange Commission’s rules and are not part of the basic
financial statements. These schedules have been subjected to the auditing
procedures applied in ocur audit of the basic financial statements and, in our
opinion, fairly state in all material respects the financial data required to
be set forth therein in relation to the basic financial statements taken as a
vhole.

ARTHUR ANDERSEN & CO.

Roseland, Nev Jersey
March 30, 1990
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GAF CORPORATION

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

F n ion

GAF Corporation (the "Predecessor Company") was acquired on March 29,
1989 fn a leveraged buyout transactfon ("the Acquisition®) by a management group
of GAF executives 1ed by Chairman and Chief Executive Officer Samuel J. Heyman
(the “Management Group™). Newco Holdings, Inc. (which subsequently changed its
name to GAF Corporation} ("the Company"), together with 1ts wholly owned
subsidiary, G-I Holdings Inc., and its wholly owned subsidiary, G Industries
Corp., were established to effect the Acquisition. As used under this heading,
the term "Company™ includes the results of the Company and {ts subsidiaries (but
not the Predecessor Company and 1ts subsidiaries) unless the context otherwise
requires,

In the Acquisition, the outstanding shares of common stock of the
Predecessor Company were converted into the right to receive (1) $46.00 1n cash
and (11) $7.00 principal amount ($188.2 mitlion in total) of G-I Holdings Inc,
Subordinated Debentures due 2005 ("Merger Debentures™) with a floating interest
rate of 16.62% on fssuance and 15.47% as of December 31, 1989. Certain shares
beneficially owned by the Management Group and cash were exchanged for $50
million of equity of the Company, $2 million of preferred stock of G Industries
Corp. and $48 million of Increasing Rate Notes (as defined below). The $50
million of equity of the Company was, in turn, exchanged for all of the common
stock of G-I Holdings Inc., and then G Industries Corp.

The Acquisition was financed by: (1) a secured credit facility of up to
$885 million, consisting of a $720 million term loan, $125 millfon revolver, and
$40 million letter of credit facility pursuant to a credit agreement with a
syndicate of banks led by The Chase Manhattan Bank, N.A. (the "Bank Debt"),
bearing interest at a floating rate and maturing on October 11, 1990, which
maturity may be extended for up to six additional months at the option of the
Company; (11) and the issuance of $283 million principal amount (including the
$48 milifon discussed above) of floating rate Senior Subordinated Increasing
Rate MNotes of G Industries Corp. due 1994 (the "Increasing Rate Notes™) with an
interest rate of 14.125% on issuance and 15.5% as of December 31, 1989.

In connection with the Acquisition, the Predecessor Company comnducted
tender offers and consent solicitations to amend the indentures for its 11 3/8%
Senior Subordinated Notes due 1995 (the "11 3/8% Notes"), 10 3/8% Senior
Subordinated Notes due 1994 (the "10 3/8% Notes") and 10 7/8% Senfor
Subordinated Debentures due 2001. The requisite consents were obtained for
those issues and the indentures amended. The tender offers expired on March 28,
1989, and the Predecessor Company accepted for payment all validly tendered
securities constituting 95%, 91% and 100%, respectively, of each issue. Amounts
remaining outstanding are $13.7 mill1ion of the 10 3/8% Notes and $6.7 militon of
the 11 3/8% Notes.
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Following the Acquisition, and as of December 31, 1989, the Company had
consolfdated debt of approximately $1.4 billion, resulting 1n a significant
increase 1n interest expense (at a higher average rate than the Predecessor
Company's prior indebtedness) and substantial principal repayment obligations.
For a maturity schedule of the Company's debt, see Note 10 of the Notes to the
Consol fdated Financfal Statements of the Company. However, in February 1990,
the Company entered into a 1imited partnership agreement, as discussed below,
which the Company believes will significantly improve its future cash flows by
reducing interest expense and principal repayment obl{gatfons, The Company
expects to refinance 1ts bank credit facility with long-term debt. The Company
has commenced discussions with prospective lenders regarding such financing.

On February 12, 1990, pursuant to an Asset Sale Agreement, GAF Chemicals
Corporation ("GAF Chemicals") and Alkaril Chemicals Inc, ("Alkaril U.S."™), each
indirect subsidiaries of the Company, sold the assets {(the "Surfactants Assets")
of their surfactants busfness {(the "GAF Surfactants Business') to two newly
formed grantor trusts (the "Purchaser Trusts™), of which GAF Chemicals and
Alkari) U.S. are the sole beneficiaries. The Purchaser Trusts then contributed
the Surfactants Assets to Rhone~Poulenc Specfalty Chemfcals, L.P. (the
"Partnership”), in exchange for 1imited partnership interests and, in turn,
contributed such interests to a third trust which became a successor 1imited
partner of the Partnership (the "Limited Partner Trust™). The Partnership {s
affiliated with Rhone~Poulenc Inc, ("RPI"™), a wholly owned subsidiary of
Rhone-Poulenc S.A,, a French corporation. RPI also contributed businesses to
the Partnership. The total consideration for the transferred Surfactants Assets
was valued at approximately $490 millfon, including the assumption of certain
1{abilitfes retating to the GAF Surfactants Business. As a result of the
transaction- GAF Chemicals and Alkaril U,S. received $450 miilfon in cash and,
through thefr beneficial interests in the Purchaser Trusts, retain a continuing
interest in the Limited Partner Trust, and consequently, in the Partnership.
The Limited Partner Trust borrowed the funds to pay the cash portion of the
purchase price under the Asset Sale Agreement. The borrowing carrtes a fixed
interest rate to the Limited Partner Trust of 9.14% and matures in 1995. Under
the Partnership Agreement, the Limited Partner Trust will receive periodic
priority distributions representing a return on the Partnership investment,
which it is anticipated will exceed the intersst payments on this debt.
Although non-recourse to the Company, repayment of the debt is secured by a
pledge of the Limited Partner Trust's 1imited partnership interest in the
Partnership.

The cash portion of the consideration from this transaction 1s subject to
a post-closing adjustment. The cash proceeds (after transaction-related fees
and expenses) were used to pay down $235 million of Increasing Rate Notes and
$200 mi11ion of Bank Debt, which combined had an annual interest cost of
approximately $61 million.

Beginning with the period ended March 31, 1990, the consolidated
financial statements of the Company will reflect the limited partnership
investment in the Partnership, as well as the debt incurred by the Limited
Partner Trust. As of December 31, 1989, for presentation in the Consolidated
Balance Sheet, the assets and 11abilit{es of the GAF Surfactants Business were
reclassified to remove them from their historic classifications and to
separately identify them at the cash consideration value received less
appropriate fees, expenses and related reserves. Deferred taxes of $119 miilfon
related to this transaction were established,

Fed



On April 10, 1989, GAF Chemicals Acquisition Corporation purchased
certain assets and assumed certafn 1fabilities of Sutton Laboratories, Inc. for
$32 m1111on. GAF Chemicals Acquisition Corporation then changed fts name to
Sutton Laboratories, Inc., which {s a direct subsidiary of GAF Chemicals. The
acquisition was financed with a term loan and revolving credit facility totaling
$22 million. Borrowings under these arrangements mature from July 1990 to April
1996. :

The Company, in the nine months ended December 31, 1989, had cash flow
from operations of $29.3 million. Included therein are non-cash charges of $82
millfon from depreciation, goodwill amortization. non-cash interest charges and
an extraordinary charge related to retirement of debt in connection with the
transfer of the GAF Surfactants Business, and $11.1 mi11i{on of cash flow from
other operating activities (principally increases in Other Lfabilfties) which
more than offset the net loss of $38.5 million and cash needed for working
capital of $25.3 mf11ion, The working capital cash was primarily comprised of a
$17.7 mi11fon reduction in payables and accrued 1{abflities and an $11.4 million
increase in inventories, partially offset by a $7.1 mfllion decrease in
recefvabies.

In addition to the cash flow from operations, the Company also had a net
cash fiow of $54.1 mil1ion from investing and financing activities during the
nine-month period, tncluding $147.8 million from the Acquisition (financing
proceeds of $1.045 b{ll1ion less the Acquisttion cost of the Predecessor Company,
net of cash acquired)}. The Company had cash and short~-term investments at
year-end 1989 of $83.4 m1llion. Investing and financing cash flow for the
nine-month period also reflects: the acquisition of Sutton Laboratories, Inc.
for $32 million less $22 million from financing proceeds; capital expenditures
of $35.9 mil1ion, primarily related to new and replacement facilities for GAF
Chemicals; a net decrease in debt of $14.5 million subsequent to the
Acquisition; payment of $42.2 million of accrued fees and expenses related to
the Acquisition; and $16.2 millfon remaining cash for Predecessor Company shares
which had not been tendered and pajid for at the end of 1989.

The Company's working capital ratio at December 31, 1989 was 1.84:l.
Total working capital decreased $42.9 millfon during the nine months to $169.1
million, primarily due to the reclassification of the assets and 1{abilities of
the GAF Surfactants Business to remove them from thefr histaric classifications
and separately classify them on the Consolidated Balance Sheet.

For the full year 1989, the Company invested approximately $42.8 milifon
in capital projects. The Company expects to finance its ongoing capital
expenditure program from internally generated cash.



ns - Pro F T M
Pro Forma T M

The pro forma results set forth below reflect the Acquisition as if it
had occurred as of January 1, 1589 and January 1, 1988, respectively, and
include the historical sales and related costs and expenses adjusted for costs
and expenses which were attributable to the Acquisition, such as goodwill
amortization, additional deprectation resulting from the revaluation of assets,
and additional interest expense.

The Company in 1989 recorded its fifth consecutive year of record income
from its operations. Total segment income increased $23.9 miliion (15%) to
$181.9 million from comparable income 1n 1988 of $158 million. GAF Chemicals
recorded 1ts seventh consecutive year of record income while income from GAF
Building Materials' operations was $27.8 million in 1989 as compared with $28.5
million in 1988,

The Company recorded a pro forma net loss before extraordinary ftems of
$52.7 m1114ion in 1989 versus a comparable loss {n 1988 of $131.8 millfon. The
net losses for 1989 and 1988 reflected $212.9 millfon and $209.9 million,
respectively, of fnterest expense, which was principally related to the
Acquisition. Such losses for 1989 and 1988, respectively, also include non-cash
charges of $101.7 miilfon and $97.6 mil1l1on, consisting primarily of
deprectation, amortization of goodwil1l and non-cash interest charges.

Consolidated net sales in 1989 of $1.011 billion were $49.5 million (5%}
higher than 1988. The higher sales were attributable to GAF Chemicals!
increased unit sales volumes, partially offset by $6.2 million (1.5%) lower GAF
Building Materials sales, which reflected lower selling prices offset in part by
higher unit sales volumes in residential roofing products. Approximately
one~-quarter of the Company's net sales and approximately one-half of the
Company*s operating income in 1989 were from foreign operations. For further
information regarding the international operations of the Company, see "Part I -
Item 1. Business of the Company - GAF Chemicals Corporatfon - International
Operations.”

GAF Chemicals reported another year of record income from its operations
of $170.8 millifon in 1989 (before deduction of $18 million for amortization of
Acquisition goodwill but after deduction of $5 millfon of increased depreciation
in connection with the Acquisition), a 17% increase over comparable 1988 income
of $146.3 miilion. GAF Chemicals' net sales increased to a record $600.1
million, 10% higher than 1988's net sales of 3545 million. The increased sales
were the result of higher sales volumes coupled with a favorable product mix
(together accounting for approximately 8% of the increase), and higher pricing
(approximately 4% of the increase), reflecting the successful pass-through of
{ncreased costs, partially offset by the negative impact of foreign exchange
rates on 1989 sales of approximately 28. The higher income from GAF Chemicals'
operations resulted primarily from higher unit sales, coupled with a favorable
product mix and strong international performance, and to a lesser extent, the
inclusion of the results of Sutton Laboratories, Inc. which the Company acquired
in April 1989. Partially offsetting these gains was the unfavorable impact of
foreign exchange rate variances.



GAF Chemicals! return on sales increased to 28.5% from 26.8% in 1988
reflecting the above mentioned sales gains and the delayed pass-through of
higher 1988 raw materfal costs. GAF Chemicals! {dentiflable assets were $1,544
bi111on compared to $454.6 mi11ion in 1988 reflecting the revaluation of assets
resulting from the Acquisition, of which $516.4 mil11ion 1s goodwill. Spending
.in 1989 for new and replacement facilities was $28.5 million,

GAF Building Materials recorded income from operations of $27.8B million
in 1989 which was down $.7 mi11fon or 2% from 1988. Net sales in 1989 declined
1.5% to $405.2 mi1l1ion from $411.4 mi1lion in 1988, reflecting lower selling
prices which were offset in part by higher unit sales volumes in residential
roofing products. Income from operations declined principally due to the lower
selling prices, offset in part by lower costs driven by improved operating
efficiencies and the higher restidential unit volume.

Other Income (Expense) - net was $5.8 million in 1989 compared with net
expenses of $17 million in 1988, This favorable swing was primarily
attributable to higher pro forma fncome from the Company's investments. Other
Expense - net in 1988 reflected expenses in connection with products no longer
manufactured or sold by the Company and a $4 mil11on charge for the settlement
of a lawsuit, commenced in 1981, related to the Company-owned classical music
radfo station.

Had both the Acquisition and the transfer of the GAF Surfactants Business
taken place on January 1, 1989, the 1989 pro forma net loss before extraordinary
{tem would have been $13.1 millfon, while pro forma sales for 1989 would have
been $851.4 mil1ion. These pro forma results reflect the eliminatfon of the
sales and expenses of the GAF Surfactants Business, and also adjust for
reduction of costs and expenses such as goodwill amort{zation, interest expense
and amortization of deferred financing costs, and reflect Partnership income
arising from the transfer of the GAF Surfactants Business. (See Note 4 of Notes
to Consol fdated Financial Statements of the Company.)

ng - - P
The Predecessor Company in 1988 recorded its fourth consecutive year of
record income from operatfons, Total segment income increased 14% to $180.1
mil1ion compared to $157.6 mi11ion in 1987, with GAF Chemicals recording its
sixth consecutive year of record income. Income from GAF Building Materialst
operations improved in 1988 by nearly 10% over 1987 income.

Income before extraordinary credfts in 1988 was $90.8 mfl11ion ($3.18 per
share) compared with $100.1 mil1{ion (3$2.93 per share) in 1987, The higher per
share results reflect the Predecessor Company's 1987 stock repurchase programs
in which approximately eight mil1ion shares were repurchased. As a result, the
weighted average shares outstanding in 1988 were 28.6 million compared with 34.1
million in 1987. ~The lower earnings in 1988 were principally attributable to
$29.8 million 1n expenses related to the Acquisition of the Predecessor Company.

Net income for 1988 of $100.3 millton ($3.51 per share) included $9.6
millfon in extraordinary credits, principally after-tax gains relating to the
Predecessor Company's investment in Union Carbide Corporatfon. Net income for
1987 was $237.6 milliion ($6.96 per share), and fncluded $137.5 millifon in
extraordinary credits, primarily representing $97.1 millfon in after-tax gains
from the second quarter 1987 tender of the Predecessor Company!s Borg-Warner
shares and $39.5 million in after-tax gains relating to the investment in Union
Carbide.
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Consolidated net sales in 1988 of $961.4 million were nearly 15% higher
than 1987 net sales of $836.9 million. The higher sales resulted primarily from
GAF Chemicals! increased unit sales volumes that were attributable 1in
significant part to the fourth quarter 1987 acquisition of Alkaril Chemicals
Limf{ted, a Canadian company, ("Alkaril®) and Alkaril U.S., its U.S.-based
affiliate. Approximately one~quarter of the net sales and approximately
one-half of the operating income in 1988 were from foreign operations.

GAF Chemicals reported another year of record income from its operations
of $150 million in 1988, a 15% increase over 1987 1ncome of $130 million. GAF
Chemicals' net sales increased to a record $545 million, up 26% from 1987's
$431.4 millton. Approximately 80% of the sales increase was due to higher unit
sales volumes. Approximately 6% of the sales increase was due to the favorable
impact of the lower U.S. dollar, with the balance of the increase due to
pricing, reflecting the successful pass-through of higher raw material costs.
The higher income from GAF Chemfcals' operations resulted primarily from the
results of Alkaril and Alkaril U.S. and the favorable impact of the lower U.S.
dollar, and to a lesser extent higher unit sales volumes in specialty chemicals
product 1ines coupled with a favorable product mix, Partfally offsetting these
gains was a decline in roofing granules income due to a decline in sales
volumes. GAF Chemicals' record results for 1988 were achieved despite a $7.1
million pretax LIFO charge.

GAF Chemicals! return on sales was 27.5% in 1988 compared with 30% in
1987, reflecting the above-mentioned LIFO charge and the time lag in passing
along higher raw material costs. The operating return on assets improved to 33%
from 31% the previous year. GAF Chemicals! identifiable assets increased 8% to
$454.6 millfon compared to $419.5 million 1in 1987, primarily reflecting an
aggressive capital expansion program. Spending for new and replacement
facilities grew to $45.1 million from $34 mi{llion in 1987,

GAF Building Materials recorded income from its operations of $28.5
miilion in 1988 which was $2.5 mi{11ion (10%) above that recorded in 1987, Net
sales in 1988 increased $10.9 mfiljon (3%) to $411.4 million, reflecting
increased sales of commercial roofing products {impacting total net sales by 4%)
and 1ncreased sales of new products (1%}, which more than offset the decline in
resfdential roofing product sales (having a negative Impact on total net sales
of almost 1%). The improvement in Bufiding Materfals' income from operations
was due to lower product costs from manufacturing efficiencies, increased sales
volume of commercial roofing products, an improved product mix and increased
sales of new products, offset in part by lower residentfal sales volume. As a
result of the higher income from operations in 1988, GAF Building Materials?
returns on sales and fdentiffable assets both improved slightly, from 6.5% to
6.9% and from 11.3% to 12.1%, respectively.

Other Expense—net in 1988 of $47.1 millfon included $29.8 million of
expenses relating to the Acquisition of the Predecessor Company, and also
reflected equity income of 3$7.4 million. Other Expense--net in 1987 of $7.2
million reflected Tower expenses related to discontinued products and higher
equity income of $10.7 millfon.

F-8
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GAF CORPORATION

CONSOLIDATED STATEMENT OF OPERATIONS AND ACCUMULATED DEFICIT
NINE MONTHS ENDED DECEMBER 31, 1989
(In Thousands, Except Per Share Amounts)

Net Sales $ 771,647
Costs and Expenses:
Cost of Products Sold 493,453
Selling, General and Administratfve 142,445
Goodwill Amortization 13,794
Total Costs and Expenses 649,692
OPERATING INCOME : 121,955
Interest Expense ' (158,294)
Other Expense - net {2,070}
Loss Before Income Taxes and
Extraordinary Item (38,409)
Income Tax Benefit 4,836
Loss Before Extraordinary Item (33,573)
Extraordinary Item, net of Income
Tax Benefit of $2,554 (4,958)
NET LOSS (38,531)

Accumulated Deficit, Beginning of Perfod -

Cash and Accrued Dividends on Preferred Stock (4,069)

Accumulated Deficit, End of Period $ (42,600)

Loss Per Common Share:

Before Extraordinary Item $ (18.82)
Extraordinary Item (2.48)
Net Loss $ (21.30)

ESERREEES

See Notes To Consolidated Financ{al Statements
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GAF CORPORATION

CONSOL IDATED BALANCE SHEET
AS OF DECEMBER 31, 1989
{Dollars in Thousands)

ASSETS

Current Assets
Cash and short-tem 1nvestmentsI'..'lII.O.........‘C’l‘ll.!....l'.l.'.
Accounts receivable, less reserve: $3,31%.ceccnceccccarcscessncvecnnaa

Inventories'lOI.!..OI.I.l..---.00.:--...0'1..'00!.-...!.-..li...lloc.u

Other current 3S56tSeeeccscctaacovsceanrssssecsctvsvsesvsssarsesccsavctses

Tota1 Current Assets...l-.I'.I0-.......--....‘......'..'I.'II..'.I..‘...
Investment in Surfactants AssetS.csesiccessscncerscenscncenaseaccnsonane
Property. Plant and Equipment = NBLecccetsanssnssctasannnctarsnciessssace
Excess of Cost Over Net Assets of Businesses Acquired - net......ccevee.

other ASSGtS..-----....-o-o-.-.-.‘----..¢o--.--cac-.-.-.o.‘--o-oco-.---.

TUta] AssetS.l..l!!-......l.l.'c..ll"l.lll..ll‘..l-...l...lll.l..‘l.l‘.

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)

Current Liabilities
ShOl‘t-tel"m debt.‘Qltlinvnouctoocoln.-n.-.00.----.0....-.-00'- asasessse
Cuf‘r‘ent matur1t1es Of 1°ng'tem debtoo----onc----oo..oo-o-o-onoo--o-oo
Accounts payabl@.scsesesvesrccrssrsrsacncnsasacosvesscanasecosncsseanos
Accrued 1fabl11ties..................................’-.........-.-...
Income taxesS..eivearrvesvasasersssssascovssancnsrovanancens cenceasense

Tota.' Current L1ab111tiesil....l.l......'--..IQII..'.'.l..‘l.'....'-.-..
Long-term Debt Less Current MaturftieS...ccevoccaccovetoncccosroncaccnse
Defel"l'ed Taxes...--.-.-.-...-.-....-.-....--.......-...---o---o------oo-
Other L1ab111t1es...ll...‘.l.l.'l.l.l..ll“...l'.'..llllIl.'..I'l...l.I.
Shareholdors'! Equity (Deficit)
Capital stock and additional pafd-in capital.icscecsevescssscccracscaness
Excess of purchase price over the adjusted historfical cost of the
Predecessor Company shares owned by the Company's shareholders........
Accumu}ated Def1C1t---.c-¢-o-.--...---.--oo.o-.-...-..--..--...oco--ooo.
Accumulated translation adjustmeﬂt....................-.............-...

Shareho‘ders’ Equity (Def1c1t’oq..-.ol...l.-.o.l.l!.c0...-..0..-0..-.---

Total Lfabflities and Shareholders'! Equity (Deficit)..cececocscaraascess

See Notes to Consolidated Financial Statements.
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$ 83,409
139,965
116,560
31,346
371,280
399,152
470,233
£33,248 .
55,312

$1,829,225

v e o

$ 8,309
4,200
80,815
100,512
8,314

202,150

——-a s s ey

1,412,028

L

164,126

50,000

{(72,605)
(42,600)
6,194

(59,011}

$1,829,225
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GAF CORPORATION

CONSOLIDATED STATEMENT OF CASH FLOWS
NINE MONTHS ENDED DECEMBER 31, 1989
(Dollars tn Thousands)

Cash and cash equivalents, beginning of period....cccveevescccce

Cash Flows from Operating Activities:

Net Loss.-........‘.l.‘.l.l‘..l‘.‘.ll..lt...l..lll.!il’l’..ll‘.

Adjustment to reconcile net loss to net

cash provided by operating activities:
Depreciation........l.I-I..l..ll..l.ll....l..‘.'l.l.l.ll..“l
Gwd'i]‘ wortizat‘on.-..l.l.-.l...l...ll....C.ll.l.l.l.....l
Non~cash interest ChargeS...evesccevacesesnsescvecrocanscsses
Other working capital 1tems.cccecaenecevoorncscsessocancnanas
{Increase) Decrease in Other Assets..cc.cccccscesacccnnnassas
Increase (Decrease) in Other Liabil1{itieS.cccsvssssccncnncrses

Net cash provided by operating activitieS.iicecisnceessnes

Cash Flows from Investing Activities:
Capital expenditures.iccccecccsscsssacracsreessanasesssssvana
Acquisition of Predecessor Company,
net of cash acquired..............s......-o-.----...--.-..--
Acquisition of Sutton Laboratories, Inc.,
net of cash acquired...cccieccrsssscncrcscncsssascncnannenas

Net cash used 1n investing activities.iciaecascncciaannons

Cash Flows from Financing Activities:

Dacrease in short—term debt.ccicsevsvsscossacvovoscssnsncananis
Proceeds from debt incurred to acquire

Predecessor Company....c.eceesencescasasssancscscrsrsssanasces
Proceeds from debt incurred to acquire

Sutton Laborator1es. INC.-..........-....c.-....--...c-..---
Proceeds from issuance of Tong-term debt..ccveecsicrccaccenss
Principal repayments of long-temm debt.c.cevesevancccaacanses
Change 1n Accumulated Translation Adjustment.eccesesccencncass
Cash and accrued dividends on preferred stock.eseoeercnesoees
Net activity due to Acquisition-related

financing fees and @XPONSO@S..ccvccocrsassacstsssncnanassocns

Othal" - net...-...---.--.-..--..-.....---.----o-------...-o--

Net cash provided by financing activities..ceiececccccsness
Net change in cash and cash equivalents.....cccoeevvcccaccssnse

Cash and cash equivalents, end of perfod....cceccicencananncans

—————— — — —

(38,531}

21,042
13,794
41,188
(25,297)
4,730
12,421

———— - > ap v a5

29,347

——— - v 0w

(35,943)
(896,745}
(31,975)

———— il i St

(964 ,663)

(266)
1,044,571

22,000
25,598
(39,851)
6,194
(4,069)

(26,007)
(9,445)

1,018,725

————— e st 4 O

83,409

$ 83,409

P e e i

See Notes to Consolidated Financial Statements
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GAF CORPORATION

CONSOLIDATED STATEMENT OF CASH FLOWS - (Continued)

NINE MONTHS ENDED DECEMBER 31, 1989
/ (Dollars 1n Thousands)

Suppliemental Cash Flow Information

Changes in other working capital {tems, net of effect
of reclassification of Surfactants Assets (see Note 4):

Accounts Recelvable.seisaecosesncssssconannarvncassssncccnnnse
Invent°r195000..lll|.'.!0..0..l.‘.l‘....“.!.ll..‘.l.l..ll.'.
Other current 3sSetSeccrcecssscssarsosscassssncessssccscncones
Accounts Payabl®.ucueecerncsecscaacessssnccesacanacscrcsascnas
Accrued Tfab‘”‘lt‘leS...u..u.u-........-...--...............

Income taxesoooocill0"..--0.'!----0.'--.-.00.o--.....-.-v-..

Net use Of fUNdS.---....-..--o.o-.-...-.---a-.o.o-.-.‘oo--

Cash patd during the period for:
IntereSt'...I..'...I.I.....CI..III...O.."'..Q.I.CIO.....Ill.

Incm taXQSOI.O.‘l0‘-.0..'.IIl.IlC.'.l'....'...l.l......l..l

Acquisition of Predecessor Company:
Fafr market value of assets acquiredsccccssscasesvvaccoccacss
Purchase price of Acquisition...c.c.eesecnsccsscncacerocancans

Liabi]ities assumed.'.'.l......!.I'I.O-‘.....0..--...‘...'
Acquisition of Sutton Laboratories, Inc.:
Fair market value of assets acqUiIr@d..ccecevsoercnacssaosanses

Purchase price of acquisftion..sseeccccercacenncrescerannnens

Liabi1it1es assumed--ooo--n-.o---n-.-0.--o-ootocoucooaclv-

$ 7,085
(11,376)
(3,282)
(6,229}
(11,402)
(93)

e e g o e s s
==+

$ 109,828
S 7,660
$ 1,923,308
(1,422,845)
$ 500,463
$ 32,932
(32,000)

S 932

See Notes to Consotidated Financial Statements
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Acquisition of Predecessor Company

The Predecessor Company was acquired on March 29, 1989 in the Acquisition by the
Management Group. In the Acquisition, the outstanding shares of common stock of the
Predecessor Company were converted into the right to receive (1) $46.00 in cash and
(11) $7.00 principal amount ($188.2 milldon in total) of G-I Holdings Inc. Merger
Debentures due 2005 with a floating interest rate of 16.62% on issuance and 15.47% as
of December 31, 1989. Certain shares beneficfally owned by the Management Group and
cash were exchanged for $50 million of equity of the Company, $2 mill{ion of preferred
stock of G Industries Corp. and $48 million of Increasing Rate Notes, The $50 mi1l{on
of equity of the Company was, in turn, exchanged for all of the common stock of G-I
Holdings Inc., and then G Industries Corp.

The Acquisftion was financed by: (1) a secured credit facility of up to $885 mill{on,
consisting of a $720 mi11ion term loan, $125 million revolver, and $40 mill{fon letter
of credit faci{lity pursuant to a credit agreement with a syndicate of banks led by The
Chase Manhattan Bank, N.A., with the bank debt bearing interest at a floating rate and
maturing on October 11, 1990, which maturity may be extended for up to six additional
months at the option of the Company; (i1) and the issuance of $283 mi1lfon principal
amount (including the $48 millfon discussed above) of floating rate Increasing Rate
Notes of G Industries Corp. due 1994 with an interest rate of 14.125% on issuance and
15.5% as of December 31, 1989,

Since certain members of the Management Group beneficially owned shares of the
Predecessor Company's common stock before the Acquisition and own shares of the Company
after the Acquisition, purchase accounting does not apply to their shares of the
Predecessor Company. ~ Accordingly, for accounting purposes, Shareholders*' Equity
reflects the total shares owned by the Management Group reflected at thefr adjusted
historical cost reduced by the consideration paid for the shares in the Acquisition,
including payments to cancel their outstanding stock options of the Predecessor
Company, resulting in a reductfon in Shareholders!' Equity of $72.6 mill{on.

The total purchase price of the Acquisition was $1.423 billton. A preliminary
allocation of the purchase price using the purchase method of accounting resulted in an
excess of cost over net assets of businesses acquired of $743.4 million. The assets
and l1iabilities of the Predecessor Company were adjusted to their fair value at March
29, 1989,
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 2. Summary of Signiffcant Accounting Policies

Principlies of Congolidation
The accounts of all significant subsidiaries of the Company are {ncluded in the
consol{dated financial statements. All significant fntercompany transactions and
balances have been eliminated. The 50% ownership of a foreign chemical manufacturing
company {s accounted for by the equity method.

Consolidated Statement of Cash Flows
For purposes of the statement, the Company considers its short-term fnvestments and
highly 1iquid debt instruments purchased with a maturity of three months or less to be
cash equivalents.

Short-term investments are stated at the lower of cost or market, The determination
of cost in computing realized gains and losses on fnvestments is based on the specific
jdentification method.

Inventories are stated at the lower of cost or market. The LIFO (last=in, first-out)
method is utilized to determine cost for a substantial portion of the Company's
domestic inventorfes. A1l other inventories are based principally on average cost.

P i
Depreciation is computed principally on the straight-11ine method based on the
estimated economic 1ives of the assets. Certain interest charges are capitalized as
part of the cost of property, plant and equipment additions.

Issu

Debt issuance costs (initfally $35 millfon) in connection with the Acquisition are
being amortized over the 1{fe of the related debt issue under the effective interest
method. During the nine months ended December 31, 1989, approximately $17.3 millfon
was charged to operations as non-cash Interest Expense. An additional $7.5 million was
written off as an extraordinary charge (35 million after tax) principally related to
retirement of debt in connection with the transfer of the GAF Surfactants Business (see
Note 4).

E As
Excess of cost over net assets of businesses acquired 1s being amortized on the
straight-1ine method over a period of approximately forty years.

Resea nd D n
Research and development expenses are charged to operatfons as incurred and amounted
to $12.1 million in the nine months ended December 31, 1989.

Loss Per Common $hare
The net loss per common share is based on 2,000,000 common shares outstanding on
December 31, 1989, and gives due effect to the preferred stock dividend requirements.
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued}

Note 3: Pro Forma Financial Information

Presented below are Unaudited Pro Forma Condensed Consolidated Statements of
Operations prepared as if the Acquisition had occurred at the beginning of the
twelve month perfods ended December 31, 1989 and December 31, 1988. The pro forma
financtal informatfion below is based on a preliminary allocation of the purchase price
and does not purport to project results of operations of the Company for any future
period. The Unaudited Pro Forma Condensed Statements of COperations include the
historical sales and costs adjusted for costs and expenses which were attributable to
the Acquisition, such as interest expense arising from the Acquisition fimancing, the
amortization of goodwill, depreciation related to the increase {n property, ptant and
equipment to estimated fafr value, and a reduction {n income on investments reflecting
the utilization of the Predecessor Company!s cash in connection with the Acquisitfon.
The Pro Forma Statements of Operations also reflect eliminatfon of fees and expenses
related to the Acquisition which were expensed by the Predecessor Company and the
elimination of historical Federal and state income taxes.

UNAUDITED PRO FORMA CONDENSED STATEMENTS OF OPERATIONS

Year Ended December 31,

1989 1988

(Dollars in Millions)

Net Sales $1,010.9 $ 961.4
Costs and Expenses 838.5 828.1
Goodw{1l Amortization 18.4 ‘ 18.4
Operating Income 154.0 114.9
Interest Expense (212.9) (209.9)
Other Income (Expense} - net 5.8 (17.00
Loss Before Income Taxes

and Extraordinary Items (53.1) (112.0)
Income Tax (Prov151od; Benefit 0.4 (19.8)
Net Loss Before Extraordinary Items# $ (52.7) § (131.8)

=_——=—==—=

S=Ssssss

¥Included in the pro forma loss for 1989 and 1988, respectively, are non-cash charges>
of $101.7 million and $97.6 million, consisting primarily of depreciation,
amortization of goodwill and non~cash interest charges.
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GAF CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
Note 4. Investment in Surfactants Assets

On February 12, 1990, pursuant to an Asset Sale Agreement, GAF Chemicals and Alkari]
U.S., each Indirect subsidiarfes of the Company, sold the Surfactants Assets of the GAF
Surfactants Business to two newly formed Purchaser Trusts, of which GAF Chemicals and
Alkarii U,S. are the sole beneficfaries. The Purchaser Trusts then contributed the
Surfactants Assets to the Partnership in exchange for 1imited partnership interests
and, in turn, contributed such interests to the Limfted Partner Trust which became a
successor Timited partner of the Partnership. The Partnership is affil{ated with RPI,
a wholly owned subsidfary of Rhone-Poulenc S.A., a French corporation. RPI also
contributed businesses to the Partnership. The total consideration for the transferred
Surfactants Assets was valued at approximately $420 millfon, including the assumption
of certain 1fabilittes relating to the GAF Surfactants Business., As a result of the
transaction, GAF Chemicals and Alkar{il U.S. recefved $450 mil1ion in cash and, through
their beneficial interests in the Purchaser Trusts, retain a continuing interest in the
Limited Partner Trust, and consequently, in the Partnership. The Limited Partner Trust
borrowed the funds to pay the cash portion of the purchase price under the Asset Sale
Agreement. The borrowing carries a fixed interest rate to the Limited Partner Trust of
9,14% and matures in 1995, Under the Partnership Agreement, the Limited Partner Trust
will receive periodic priority distributions representing a return on the Partnership
investment, which 1t is anticipated w{l1l exceed the interest payments on this debt.
Although non-recourse to the Company, repayment of the debt is secured by a pledge of
the Limited Partner Trust's 1imited partnership interest in the Partnership.

The cash portion of the consideration from this transaction 1s subject to a
post-closing adjustment. The cash proceeds (after transaction-related fees and
expenses) were used to pay down $235 mill1ion of Increasing Rate Notes and $200 million
of Bank Debt.

Beginning with the pericd ended March 31, 1990, the consolidated financial statoments
of the Company will reflect the 1imited partnership investment in the Partnership, as
well as the debt incurred by the Limited Partner Trust. As of December 31, 1989, for
presentation in the Consol idated Balance Sheet, the assets and 1iabil{ties of the GAF
Surfactants Business were reclassified to remove them from their historic
classifications and to separately tdentify them at the cash consideration value
received less appropriate fees, expenses and related reserves, Deferred taxes of $119
millifon related to this transaction were established.

Presented below is an Unaudited Pro Forma Condensed Consolidated Statement of
Operations for the year ended December 31, 1989, prepared as {f both the Acquisition
and the transfer of the GAF Surfactants Business had occurred at the beginning of the
period., To prepare this statement, the Pro Forma Condensed Statement of Operations for
the year ended December 31, 1989, as presented in Note 3 was adjusted to eliminate the
sales and expenses of the GAF Surfactants Business, and also was adjusted for reduction
of costs and expenses such as goodwill amortization, interest expense (reflecting
adjustment for the debt transactions discussed above), and amortization of deferred
financing costs, and for partnership income arising from the transfer of the GAF
Surfactants Business,
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GAF CORPORATION
"NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (Continued)
Note 4. Investment in Surfactants Assets - (continued)
UNAUDITED PRO FORMA CONDENSED STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 1989
{(Dollars 1in Millions)

Net Sa]eS...'OQCQQQDUOIII...I..'l'....."l'l. s 851.4

msts a"d Exmnses..‘.-................I-.I.l 7m'3
Goodw {11 hnort1zatfon.............-..........
Operating INCOMB...cvvcrevovaracsacsrasncacas 138.1

Ir'terest EXPGNSG....-...-.oo-o--.....-.c-oo-o (182.8)
Other InCOmG - net......-....--....--....-... ———i&lﬁ
Income Before Income Taxes

and Extraordinary IteM..cceavescccnconcanvas 4.1
Incm Taxes.l..lll...l.......l.Il..‘.lllll.' _‘_11.2
Net Loss Before Extraordinary Itemieseeces.es $ (13.1)

Note 5. Acquisition of Sutton Laboratories, Inc,

On April 10, 1989, GAF Chemicals Acquisition Corporation purchased certatin assets and
assumed certain 1fabilities of Sutton Laboratories, Inc. for $32 mil1ion., GAF
Chemicals Acquisition Corporation then changed {ts name to Sutton Laboratories, Inc.
("Sutton™), which 1s an indirect subsidiary of GAF Chemfcals Corporation. Sutton is a
New Jersey-~based company specializing {n the manufacture of preservatives for the
cosmetic and tofletry fndustry.

The acquisition was financed with a term loan and revolving credit agreement totaling
$22 mil1ion. Borrowings under these agreements mature from July 1990 to April 1996.
The acquisftion has been accounted for as a purchase. Accordingly, the purchase price
has been allocated to the estimated fair market values of the identifiable net assets -
acquired with the remaining amount assigned to excess of purchase price over net assets
acquired. The results of Sutton are included in the Consolidated Statement of
Operations from the date of acquisitfon. The effect of the acquisition was not
material to consolidated operations.

Note 6. Income Taxes

Income Tax (Provis{ion) Benefit for the nine months ended December 31, 1989 consists
of the following (dollars in thousands):
Federa]............o..-o.............-......... 5179628
Foreign.......-.....-.......................... (130031)
state aﬂd 10Ca1..C.O.‘.O.‘t..."l".‘0!!‘.'.0.0’ _m

- $ 4,836

The differences between the income tax (provisions) benefits computed by applying the
statutory federal income tax rate to pretax income (loss) for the nine months ended
December 31, 1989, and the actual tax (provisions) benefits are as follows (dollars in
thousands):
statutory benefitQCQQQOQIOOOOOOuI.00..0.0..0..' 513’059
Impact of foreign operationS......eeseeeesvcese (2,673)

GOOd'111 AMOTrt1ZatiONecesessanvsvcresacasasnsnss (49937)
Additional depreciation expense

resulting from the Acquisition.cisesceessvaaes (1,279)
Percentage depletiON.ivevesccesssacesvacscnsaas 1,692
Other = net...viicieeeirensreccocacrasncensaneen _(15026)

$ 4,836
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GAF CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
Note 6. Income Taxes = {continued)}

As of December 31, 1989, provision had not been made for United States fncome taxes
on approximately $22.4 million of unremitted earnings of consolidated foreign
subsidiarfes and the Company's 50% owned joint venture, because any United States taxes
payable on foreign earnings which may be remitted in the future are expected to be
substant{ally reduced by foreign tax credits.

Effect{ve March 29, 1989, the Company and its subsidiarfes entered into a Tax Sharing
Agreement. In general, the Agreement provides that the Company's subsidiaries will be
required to pay the Company its current tax 11ability computed on a separate return
basis, and will be entitled to reimbursement from the Company for tax losses or tax
credits which reduce the Company's consolidated tax 1iability.

In the fourth quarter of 1987, the Financial Accounting Standards Board 1ssued
Statement of Financial Accounting Standards No. 96, “Accounting for Income Taxes". The
Company 1s required to adopt the new accounting and disclosure rules by 1992, The
Company currently does not intend to adopt the provisions of Statement No. 96 until
1992, Implementation of the new Statement may require restatement of certain purchase
accounting adjustments recorded to reflect the Acquisition {primarily to reflect a
deferred tax 1iability for the adjustment of fixed assets to fair values, which was
recorded net of tax),

Note 7. Short-term Investments

The Company fnvests in a variety of short-term investments including common and
preferred stock, risk arbitrage, fixed income securities, commercial paper and
repurchase agreements selected to maximize income return. At December 31, 1989, the
aggregate market value of the Company's short-term investments was $51.1 million, which
amount is reflected in Cash and Short-term Investments on the Consolidated Balance
Sheet as of December 31, 1989.

Included in Other Expense-net on the Consolidated Statement of Operations 1{s income
on investments for the nine months ended December 31, 1989, consisting of the following
{(dollars 1n millions):

Net realized and unrealized losses on short~term
investments, net of realfzed gainS...csvececccrcessessss $ (2,8)
Dividends, interest income and other...ccecccecsccssssacses

Note 8. Inventories ~

At December 31, 1989, a substantial portfon of domestic inventories were valued using
the LIFO method. There 1s no significant difference between inventories valued at LIFO
and FIFO as of December 31, 1989,

Inventorfes at December 31, 1989 consist of the following (dollars {n thousands):

Finished goOdS...cavesas tesetacssessaassscnsas 3 65,046
Work in ProCesS.ssecsasasesercastvsstssssasans 16,560
Raw materfals and supplies.,.eeeccceosaveene.. 34,924
To'ta1..‘.. ------- CMeeseasErssinacstRPEREREO RS M
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GAF CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
Note 9. Property, Plant and Equipment

Property. Plant and Equipment at December 31, 1989 consist of the following (dollars
in thousands):

Land and land improvementS...cecsecescscsncssss $ 53,653
Bufldings and building equipmente.ccoceuceccss 72,335
Machinery and equipment.....cccceecsvanreceses 328,922
Construction In progress...ceeessscsvecscescees 33,449
TotaT...-............-........................ 488!359
Less Accumulated Deprecfationeccacecsvevacaces 18,120
Property, Plant and Equipment-~net............ $470,233

Note 10. Short-term and Long-term Debt

Information regarding short-term debt is as follows (dollars {n thousands):

Nine Months
Ended
December 31, 1989

As of End of Period:
Balance outstandingeescecccacoconsscecsvsssenone $ 8,309
Weighted averag: interest rat@....evececccccces 10.0%
For the Period:
Average month-end short-term debt outstanding.. $ 26,420
Max {mum month-end short-term debt outstanding.. $ 30,434
Weighted average month-end interest rate....... B.4%

At December 31, 1989, the Company had unused short-term 1ines of credit aggregating
appraximately $18.7 million (in addition to the revolving credit facility discussed
below). The short-term 1ines of credit are maintained with banks on terms which expire
on various dates, but are generally renewable. Borrowings under short-term 1ines of
credit generally bear interest at or near the prime commercial lending rate.

Long-term debt at December 31, 1989 was as follows (dollars in thousands):

Chemical Term Loan...-.-............---.-...-..-....-..... S 699,571
Revolving Credit Facility ({including commercial

paper bOTPOangs)....................-...........-......- 104,698
Senfor Subordinated Increasing Rate NoteS....ecevecsvccnes 283,000
Industrial revenue bonds with various interest

rates and maturity dates 10 2012..cve0seacresscncssacssna 32,076
Obl1gations on mortgaged propertieS.ceecccccesccevcccasans 43,757
Sutton Termm LoaN..ecescacsccssavennssssvanscsessasanasnens 20,000
Merger Debentures due 2005...-.---‘o-.nc--to-ouoc-nacaccn. 212’237
10 3/8% Senior Subordinated Notes due 1994.....ccvvecscsvss 13,684
11 3/8% Senifor Subordtnated Notes due 1995...ceccvcuasvess 6,745

otherco.-lloucﬁoo"oooucuncoounonoll-.Illoc.nucinucol.'coo

— 460
Tota]o.vconnuc-"-occoo--ooo.ocn--oo.o.o-o--ogn.---;--.clo 1,416,228
Less current maturities..iseeecrssuncrecvsocscesossssverase  (4,200)
Long-term Debt Less Current MaturitieS...ccvevenacencsse.. $1,412,028
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (Cont{nued)

Note 10. Short-term and Long-term Debt - (Continued)

The Chemical Term Loan and Revolving Credit Agreement are part of a bank credit
facility of up to $885 millfon ($720 millfon term loan, $125 million revolver, and $40
mnillion letter of credit faciiity) with a syndicate of banks led by The Chase Manhattan
Bank, N.A. At the Acquisition date of March 29, 1989, $809,571,000 was borrowed under
a Phase I facility to finance the Acquisition of the Predecessor Company. On April 11,
1989, the Predecessor Company 1iquidated into certain of the wholly owned subsidiaries
of the Company. At that time, the Phase I borrowings were repafd and an equal amount
was borrowed under the $885 mi{llion credit facility described above. In connection
with the transfer of the GAF Surfactants Business, the term loan was reduced to $500
miilion.

The bank debt bears interest at a floating rate, which was 13.5% on issuance and
12,58 as of year-end 1989, and matures on October 11, 1990. Interest is based on the
bank's base rate (as defined) plus 2%, or a LIBOR rate (as defined) plus 3%, as the
Company elects. The Company has the option to extend the maturity from month to month
for up to six additional months. In the event of such extension, the banks would
receive additional, non-cash consideration. The credit agreement (the "Bank Credit
Agreement™) contains various firancial tests and, among other things, contains
limitations on other indebtedness, {nvestments, guarantees, mergers and acquisitions,
asset sales, capital expenditures and the payment of dividends. The Chemical Term Loan
is a general obligation of GAF Chemicals. The Revolving Credit Facility is a general
obl1gation of GAF Chemicals and GAF Building Materfals. The letter of credit facility
ts a general obligation of GAF Chemicals, GAF Building Materials and GAF Insurance
Ltd. Substantially all of the assets of the Company are pledged as collateral for the
bank debt. :

The Senior Subordinated Increasing Rate Notes (the "Notes") due 1994 bear {nterest at
a floating rate, reset quarterly, which was 14.125% on {issuance and 15.5% as of
year-end 1989. The floating rate is the greater of 14% or a monthly LIBOR rate (as
defined) plus 3 3/4%, and in both cases increases by 1/2% on each of the first six
quarterly interest payment dates and by 1/4% for each quarterly interest payment date
thereafter. The Notes are redeemable at the option of the issuer, in whole or in part,
on or after June 15, 1989, at a redemption price of 100% of principal amount, plus
accrued interest to the date of redemption. In March 1990, the Notes were redeemed at
par from the proceeds of the transfer of the GAF Surfactants Business, and $48 million
of replacement notes with substantially fdent{cal terms were issued. Under the terms
of the note purchase agreement governing the replacement notes (the "Note Purchase
Agreement™), which 1s substantially identical to the note indenture governing the
Notes, the replacement notes are subordinated in right of payment to all senfor
indebtedness of the Company. The Note Purchase Agreement contains, among other things,
rastrict{ons on the incurrence of additional indebtedness by the Company and 1its
subsidiaries, restrictions on payment of dividends or purchases of capital stock,
restrictions on the ability of subsidiaries of the Company to 1imit their ability to
upstream funds to the Company, restrictions on certain mergers and other business
combinations, and restrictfons on sales of all or substantially all assets. The
reptacement notes are general obligations of G Industries Corp., subordinated in right
of payment to all senfor fndebtedness of G Industries Corp., and are guaranteed by G-I
Holdings Inc. on a senfor basis and on a senfor subordinated basis by certain
subsidiaries of the Company other than GAF Chemfcals and {ts subsidiaries.
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 10. Short-term and Long-termm Debt - (Continued)

The Merger Debentures bear a floating interest rate, reset semi-annually, which was
16,62% on issuance and 15.47% as of December 31, 1989. Interest §s based upon
specified treasury rates plus 7 1/4%, In 1999, the {ssuer will be required to commence
redeeming an aggregate of 60% of the outstanding principal amount of Merger Debentures
tn six equal annual 1nstaliments.

Under the terms of the Merger Debentures, for the first five years following their
initial issuance, interest may be pafd efther in cash or, at the option of the issuer,
in additional Merger Debentures valued at their face amount. The issuer currently is
required under the terms of certain indebtedness to 1ssue additional Merger Debentures
in 1ieu of cash interest payments. After five years, interest {s payable in cash. The
Merger Debentures are unsecured general obligations of G-I Holdings Inc. and are
subordinated i{n right of payment to the prior payment of all senfor indebtedness of the
issuer.

In connection with the Acquisition, the Predecessor Company conducted tender offers
and consent solficitations to amend the indentures for its 11 3/8% Senfor Subordinated
Notes due 1995 (the "11 3/8% Notes"), 10 3/8% Senior Subordinated Notes due 1994 (the
"10 3/8% Notes") and 10 7/8% Senior Subordinated Debentures due 2001. The requisite
consents were ocbtained for those issues and the indentures amended. The tender offers
expired on March 28, 1989, and the Predecessor Company accepted for payment all validly
tendered securities constituting approximately 95%, 91% and 100%, respectively. of each
issue. Amounts remaining outstanding are $13.7 million of the 10 3/8% Notes and $6.7
million of the 11 3/8% Notes.

The aggregate maturities of long-term debt for the next five years as of
December 31, 1989 are as follows (dollars in thousands):

1990-..---00..0---0-‘o'--'-ococoaacon s "200
1991---0'lll."'ol.l.-!-O...!..lc-.l. 6’06'469
1992.-.ll-cl.l.l‘lll..t‘.0.“.'..'... 9'052
19930--.-------0-..- ----- svesesevacaevn 4.320
1994.--------0..--n--'-o-o.o-.coualoo 66)614

In the above table, 1991 maturities exclude the $200 million of Bank Debt which was
repaid in March 1990 from proceeds from the transfer of the GAF Surfactants Business.
Maturities in 1994 exclude $235 million of Notes, which, as discussed above, were
redeemed in March 1990. See Note 4 with respect to additional debt (non-recourse to
the Company) incurved in connection with the transfer of the GAF Surfactants Business.
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - {Continued)

Note 11, Capital Stock ,

In the Acquisition, members of the Management Group acquired $50 mil1ion of capital
stock of the Company in exchange for shares of Predecessor Company common stock and
cash. The Predecessor Company shares and cash were then exchanged for all of the
common stock of G-I Holdings Inc. and then for all of the G Industries Corp. common
stock.

As of December 31, 1989, the Company's capital stock consists of: 2,000,000 issued
and outstanding common shares (par value, $.001 per share; 3,000,000 shares
authorized); 255,165 issued and outstanding shares of Series A Cumulative Exchangeable
Redeemable Convertible Preferred Stock ("the Series A Preferred Stock"™) (par value,
$.01 per share; 350,000 shares authorized), and 44,835 {issued and outstanding shares of
Series B Cumulative Exchangeable Redeemable Convertible Preferred Stock (Pthe Series B
Preferred Stock™) (par value, $.01 per share; 400,000 shares authorized). In addition,
the Company has 50,000 authorized but unissued shares of Preferred Stock undesignated
as to any series.

The 1iquidation preference of the Preferred Stock 1s $100 per share. The Preferred
Stock bears cumulative dividends, payable quarterly, when, as and fif declared out of
funds legally available therefor, subject to contractual restrictions, accruing from
the date of issuance at the rate per annum of (1) 16.5% of the sum of 11quidation
preference plus accumulated and unpaid dividends in the case of the Series A Preferred
Stock and (11} 16.5% of 1iquidation preference in the case of the Series B Preferred
Stock. The terms of certain {ndebtedness restrict payment of dividends on the Series A
Preferred Stock and 1imit the payment of dividends on Series B Preferred Stock to
$1 million per year.

Certain shares of Predecessor Company common stock beneficially owned by Mr. Heyman
were exchanged in the Acquisition for 20,000 shares of G Industries Corp. preferred
stock with a par value of $.01 per share and having an aggregate 1iquidation preference
of $2 million (the 20,000 shares issued and outstanding represent the total authorized
shares), This preferred stock will bear cumulative dividends, payable quarterly, at a
rate of 16.5% per annum (provided that under the Note Purchase Agreement, which 1s
substantially jdentical to the Note indenture, dividends cannot exceed the iInterest
rate then in effect on the replacement notes) and may be redeemed at its 1iquidation
preference plus accrued and unpald dividends, at any time, However, pursuant to the
Note Purchase Agreement, the G Industries Corp. preferred stock may not be redeemed
until after the replacement notes have been paid in full; provided that, 1f the
replacement notes are redeemed in part, the preoferred stock may be redeemed pro rata.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contf{nued)

Note 12. Benefit Plans

The GAF Capital Accumulation Plan is a defined contribution plan for eligible
salarfed employees. Company contributions consist of a basic contribution of three
percent of the compensation of part{cipants for the plan year together with matching
contributions, up to an additional four percent as specified in the plan, for those
participants who have elected to make voluntary contributions to the plan. Each
participant is fully vested at all times in the balance of each of his or her accounts
in the plan. The aggregate contributions made by the Company to the plan and charged
to operations for the nine months ended December 31, 1989 was $3,812,000,

The retirement plans for hourly employees and Texas City facility employees are
noncontributory defined benefit plans. Benefits under these plans are based on stated
amounts for each year of service. The Company's funding policy is consistent with the
minimum funding requirements of ERISA, plus any additfonal amounts which the Company
may determine to be appropriate. Pension expense charged to operations for the nine
months ended December 31, 1989 was $981,000.

Net periodic pemsion cost for the nine months ended December 31, 1989 included the
following components {dollars in thousands):

Service COStescascenestscecoasoseraanssese $ 561
Interest costiiceeiareresasnncnncncananns 585
Actual return on plan assetS.ceceessesnee (256)
Net amortization and deferrale.ceeeccceees 91

Net perfodic pensfon cost...c.eeavesenass $__ 981

The following table sets forth the funded status of the retirement plans for hourly
employees and Texas City facility employees at December 31, 1989 (dollars in
thousands):

Accumulated benefit obligation:
vestedo.oc-on.o--'-tloonac-n-c..no-ono. s 9!834
NonveS‘ted.............................. ____m

Total accumulated benefit oblfgation..... 310,802

Projected benefit obligation...c.ccevee.. $10,802
Fair value of plan assets, primarily

T1isted stocks and U.S. Government
Secul"it‘leg.............................. _‘Q]SQEJ
Projected benefit obligation in excess

of plan asseiS...veanccriavoscasansesasse 4,493
Unrecognized net transition obligation

being recognfzed over 15 years......cees (660)
Unrecognized prior service cost.vicesse.. (1,345)
Unrecognized net gain....cvoeeccnnccnacee 97
Unfunded accrued pension coSteeecassesess $ 22585
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 12, Benefit Plans - (Cont{nued)

In determining the projected benefit obligation, the weighted average assumed
discount rate was 8.5%, while the expected long-term rate of return on assets, used in
determining net periodic pension cost, was 8%.

The Company has a non-qualified retirement plan for the benefit of key employees.
The benefit payable under the plan, which accrues in accordance with a ten-year
schedule, consists of an annual payment commencing at age 65 equal to 25% of a covered
employee's last full year's salary. If a covered employee dfes while employed by the
Company, a death benefit of 36% of the employee's annual {ncome at the date of death is
payable to the employee's beneficiary for a term of 15 years. Employees who
participate in this plan are not entitled to have employer contributions made to their
accounts under the GAF Capital Accumulation Plan. The expense charged to operatfons in
the nine months ended December 31, 1989 for such future obligations was $373,000,

The Company's Equity Apprectation Plan, adopted in June 1989, is an incentive
compensation plan which provides for the granting of "Appreciation Units™ to certain
employees of the Company. Under the terms of the plan, Apprecfation Units have no cash
value when granted, but will fncrease in value based on changes in the Mbook value®™ (as
defined 1n the plan) of the Company's common stock. Appreciaticon Units may not be
exercised during the first year after the date of grant; thereafter, 20% of the
Appreciation Units vest on each of the first through the fifth anniversaries of the
date of grant. Upon exercise of a vested Appreciation Unit, a grantee will be
entitled, subject to the terms of the plan, to receive, in cash, an amount equal to the
cumulative increase in value described above. The Company issued grants for 184,590
Appreciation Units in 1989. Annual increases in the value of Appreciation Units held
by employees of the Company are charged to expense.

In addition to providing pension benefits, the Company provides certain health care
and 11fe insurance benefits for retired employees. Substantially all of the Company's
employees, including employees in foreign countrfies, may become eligible for those
benefits 1f they reach normal retirement age while working for the Company. The cost
of retiree health care and 1ife insurance benefits ($2.6 million for the nine months
ended December 31, 1989) is recognized as expense as claims are incurred.
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contfnued)

Note 13. Investment in Joint Venture

Financial data presented below pertains to GAF-Huls Chemie GmbH, 2 joint
vanture between GAF Corporation and Huls A.G,, which operates a chemical
manufacturing plant in West Germany., The results of this joint venture are
accounted for by the equity methed.

Nine Months
Ended
December 31, 1989

{Dollars 1n Thousands)
Income Statement Data

Revenues..'llliﬂ"..I.'l.l.’.l.l..lll‘l'.....s 93.086
COStS and Expenses................-....-..... 60'518

—— -

Operating INCOME...cvecrneccenccansssraccasssd 32,568

Income for the Per1°d0ll.llQ..lll.l'.-.-.u.lls 170596
GAF Equ1ty There,nu-chnc-coo-nooc-ton--.-.o. 8’698

As of December 31, 1989

Balance Sheet Data

current Assets".l’.."I....l'.'l-.....ll....s 60’612
NOI‘\CUI‘I“Gnt ASS@tS-;----....-o-co--occctonooco 56’997

TOta1 Assets...'---.........---.-..o----c-anc$117’609

=oRSTSEES

CUTFQNt L‘ab1]it1esoouo.--n-u-o..-onouooc.---s 40'649

Noncurreﬂt Liab1]1tf95..-... ----- s eccnnttrne 15!280
TOt&] Lfab111t{;S..- ------ bevssasse .o-ol-co..ocs 55'929
mmmomsas

Net ASSQtS...-----oo---.-.oo.;-...-.a--.c..c.s 61’680
GAF Equity Ther‘e1n-nbnlt.l..’il..c.l’l.luc.o. 30'690
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GAF CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTE - [Continued]

Note 14, Business Segments Information [Dollars {n Miltliona)

Mina Months
Endad
Oscember 91, 1888
Sales - -

Chanicol8®,sucvesssnancndenssvvssasnvesrssacnstsacnssen

Lags: Intarsegmant Sale8%.ccetvacnarsnssunarscannnnnn

Net Chewmicels a.l“.--a.-'-.--.-al.loaato.l---..ln--..
Building Materialoecescnrscsnaannvoscaunconnansosansnncen
Broadcestingecsvencanscsnsorascesesnncvosnracissacnnsnss

Net s'l.‘.l..“.-.lllII“l.l.....ll-.l.lIl..lllIl.I‘llll

Segaent Income

Chamicela®*s
B8eforse Goodwill AmortizatioON.cssasccsvovscncsnsanasnse
Goodwill AmortizetionN.icvecsncnrcsacarasancavesscnnnas

Total Chemicals INCOMB,csenssucancnessncnncoracannssnans
Building MoterialsS,successasancsnscscvsaanosesansacssen

Broadcasting!
Bafore Goodwill AmortizatiON.ceeeessacsseasassasancns
Goodwill AmoOrtizetfON.ccavseccoscescsnsssasnncnesancs

Total Broedcesting IncCOmMG.eccsasraucusanascvvssnansssasn
Total Sogment INCOMPeceensacsarananunssnansascsvansnssnanes

Corporate Opereting EXxpenBeS,.seensaccasnccsasrvosnancannss
Interest Expanal...-.-.-..-..-...-....-........-..-.--..
Other Exp.n80—~n0t.-.-.--..----..---..-.---..-c--...-.--

Loss Before Income Texas
and Extreordinary ItOM.ccvessnrevnetavenrsansescsssacance

Identifiable Assets
Chaliclll"...-.-----o--.--...--....---...--.-.a--....
Bu’ldi"ﬂ ”Oterilla......---.--.-.-o-----.----..---..--
Curpornte and OthE@lseeevoesassruncranesnsennvssancnnse

Total ASSOLR.:.ccssssnvncvnmoannssonsancssaassndinoncnvenn

Additions to Property, Plent and Equipment
ChemicBlBeeacncunsnunesncesacccncsenssvosncsnsonnansosus
Building MotariolScaanesecesnevaverasnsssanusonensvosan
Corporlt. end OthEP.c.onanssnvvessncosacnnesesucasaacen

Tot.l.'l.l.'.l.lll.l..IllIl!l.'lIlll'lll'..ll.l.ll!ll-..

ODepraciation
ch..‘c‘l.-l.ltl:lillllllllll.'.l.l...I-..l.!.ul’-..-l.
Building Material@cenccessvscnncanaveosnssncncecssesassna
Corporlte and OthoOPeecnsvevsncosttnncsesscnsucscscnovnsan

Tct.l...l"'l‘.l....l..l...IIIQIQI.l....ll.l....l...l..l

¢ 470,2
(e2.4)

447,.8
318.3
4.5
s 771.6
MEME TS
s 427.8
{13.5]}
114,14
24.0

- ——

1398.4

(12.0}
1158,3)
(7,5}

s {3e.4)

Emmcczo=

$1,543.8
261,7
29,7

—— o ———

$1,828,.2

s e4.8

a.s
L 35,8

S=======

¢ 2%.0

*Intersegunant salase are receorded at the same prices charged to unaffiliated
customsers. Chemicsl=z seles axclude eslns of GAF~Hule Chemie GmbH.

**Chenicals i1ncome and identiffable asssts include the Company's SO0% equity
in the income mnd sesates of GAF—Huls Chemie 6&mbH.
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 15. Guarantor Subsidiary Financial Data (for GAF Building Materials
Corparation, GAF Broadcasting Company, Inc. and GAF Insurance Ltd.)

Presented below is combined condensed financial infarmation for GAF Building
Materials, GAF Broadcasting, and GAF Insurance, subsidiaries of the Company
which, after the Acquisition, are guarantors of certain indebtedness of the
Company. The financial information is presented on a legal entity basis whereby
the results reflect interest expense, 1ncluding interest on intercompany notes
payable to the parent, and parent company management fees.

COMBINED CONDENSED STATEMENT OF OPERATIONS
NINE MONTHS ENDED DECEMBER 31, 1989
{Dollars in M{11lions)

Net Sales:
But]ding Mater’a]s'l.....l.....lIQIIl........"l...l.....l.‘.‘ll.l s 319.3

Bmadcast1ngnc.oo-l--cncca-o.on.lllut.t.l.l‘.0.0'....0.'..-0.!0.'. 4.5
Insurance.l'..l..‘...'....l...‘C.l.'..!..l-.'...II.'..I.II"..!I“ 3'5
Net Sa]es.ill'lt,ll..cn..‘ll-'l...‘l!....Ql.lc.o.cncoo-..l!1..l. 327.3

Cost and Expenses:

Bu{]ding Mater'a]s.."..' ENERREYIREXN AN IS AW A WA R IR I A B NN N ] 295.3
Broadca5t1ngl IEE RN NNENNNENNENENENERNENNXNNEN RN NN NN SN IR N NN NN EERR N 3.2
Insurance.....'..’..'..'...'.....--.....I.I'.'.-.-"..'.-‘........ 3.5
Tota] costs and Expenses. R AN EXENEFEERENERRENR NI N NN NN ENNER N NI 302.0
Income from Operations:
Bu']ding mteria]s..... I N REN N NN NENENENENNFERNEKNERNKNRNENNNNNIENRXJEN) 24.0
Br'oadcastil'lg..................-..--..-.-.-......-...........-.n-- 1.3

InsuranceOCCDl'U.l‘..'l.OIIOCOOQ..O'CQ..QCI.Q'Cl.-l..l'.l‘l.l.'...

Incme fl‘m Opel"ations........-...--.......-......;...-.'....... 25-3
Interest Expenseo--.o--oao----a-o-ocooono--.-.uo.--nonll---lcn-o-.c- (717)
Pdrent cmpany Mana.gment Fee.........-........--................... (905}
O'thel' - netcouoo.o—t_ocao-l.'-cc-cao-co-.o..--c.c.ol-l.n'u'lolloolttoo (002)

Combined Income Before Tax®S..cececcscesnccocsnassorccesssonsse 7.9
Provision for Income Taxes¥®......ceeeeesncovacanasecncssossscrancnsns 2.7

CMb1ned Net IncomelO'O-uttoo..'-00000-...-.lo..nct.nin-.cl-l.. s 5'2

*The results of operations of GAF Building Materfials, GAF Broadcasting and GAF
Insurance are included in the Federal income tax returns of the Company. The
provision for Federal and state income taxes has been computed utflizing the
applicable statutory rates.
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GAF CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 15. Guarantor Subsidiary Financial Data (for GAF Building Materfals Corporation,
GAF Broadcasting Company, Inc. and GAF Insurance Ltd.) - (Continued)

OOMBINED CONDENSED BALANCE SHEET

As of December 31, 1989
{(Dollars in Mi{1lions)

ASSETS

Current Assets:
CaSh and Short-tem InvestmentS..............---u............... s 18-9
Accounts Receivable, ROt.c.eceecetcecocaovessncssssocccanscsssoce 64.3
Inventoriesoﬁt...I.l..l.IICC.....I...I.I..'I...'Q‘..l...l.l‘..ll. 34.4
Other Current ASSetSeecsiacrcoscsnacaccecesncscrssosssasesssasansosse 3.7
Tota1 Current Assets.ltl.l.l.l.l'I.OOOCOUOOCOOOOQCOIOQIOIOlt.. 121.3
Property, Plant and Equipment, net..c.ccccecncnccecacioncnncancnnnee 160.7
Excess of Cost Over Net Assets of Businesses Acquired....c..cecese. 16.8
Other ASSOtS...evccuecesscscencaasssasesssnnsancsestssanssaassoessesas 5.3

TOTAL ASSHS..----c--..o0-Ilvc.....ohccc-.0....|.-s-l-..0l.-lo s 30401

— - —— 2t
2 =1

LIABILITIES AND AFFILIATES®* INVESTMENT AND ADVANCES
Current L{iabilities:

AccountS‘Payable-l.l....l.'-'-.'.0..I.l..'..l..".ll".'.‘.ll.... s 31'8
Accrued L1ab1.‘Ttiesl..’..l.l...""ll'..--.."'.0.....".".‘...- 44.7
Tota] Cur"ent L‘ab1]1ties.l...l"‘l.l.-lIl...'....I.'I.'.'.... 76.5
Long-tem mbt.’..!'l'll....'...ll..l.l...lll‘!.l........QII.I...‘. 58.9
other L1ab1]1t1es.llli....."0.0....'..0....-.0‘-.....lCl.'....O... 68'8
Affiliates' Investment and AdvanCeS....ccvscescsssssssscncsassnncnn 99.9
$ 304.1
COMBINED CONDENSED STATEMENT OF CASH FLOWS
Nine Months Ended December 31, 1989
(Dollars in Mi1lions)
Cash and Cash Equivalents, Beginning of Period $ 42,0
Comb1ned Net InCme...'ttocCl.C.O‘l IIIII eV st PasasraRGISEe RISV OIOESEEPNE 5.2
Deprec1at1°nlllclll.l'l..l.....l‘..l.l..I..‘..'.l'l.....'..“l.".. 8.2
Other Working Capital ItomS.c...vevsevecnancverososcacanssasacancene 11.5
other’ net.l.Illl.Ql.ll.-.l‘O.i.III.l".....ll...‘..‘\C‘I.l..'.l..‘. (4.7)
Net Cash Provided by Operating Activities.ceceacccstererccncccncseee 20.2
Additions to Property, Plant and Equipment.ceccecrescrnarcscsnacnse (10.8)
Decrease 1n Long-tem Debt-----.o.o;.oa--cau----noooono-u-ootooc-c- (39'2)
Net Change 1n Affil{ates' Investments and Advances...... tesssaccsns 6.7
Decrease fn Cash and Cash EquivalentS..ccvescenesercoesssccvensvace (23.1)

Cash and Cash Equivalents, End of Period.sescecscacscoscrssasisneness $ 18.9
The above Combined Condensed Statement of Cash Flows excludes the financing
arranged to effect the Acquisi.ion of the subsidiaries. See Note 1 for a
discussion of such financing.
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contfnued)

Note 16. Geographic Information (Dollars in Mfll{ons)

Nine Months
Ended
December 31, 1989

Domestic Operations:
Net sa}es’-......‘l!lO..lC'.O.....I.'.QlC.0.0..'.--.l-.' s 554.0

0p9rat1ng INCOMeesvacseossonesescorcacsssasncaccscncoene $ 69.9
Other Exponse = Net,.....isvesevsnvcesacscessaannsccsnas (159.2)
Loss Before Income Taxes ——————

and Extraordfnary Item...c.c.cieevceccccscscransnceassss $ (89.3)

Identifiable ASSBLS.eeuectcaetneracasesersssancoanssssns 51’64800

Foreign Operations:
Net Sa‘es**'.OllIllllII".llI‘.'l.l'..'.‘.ll..lll'.l.‘.l s 207.6

ESRSSFS====

0p6rat1ﬂg Income**'ciﬂluuooo..---...-olol..l.lt-q..b.olo s 52.0

Other Expense = Net.ovencesssrsrsoacsnsssesencrsescssssa (1.1D
Income Before Income Taxes == e=ceeea-
and Extraordinary Item...evcececesesessscosncnnasesase $ 50,9

Identifiab]e ASSGtS***-..--..-.--o-o-o-.--o-o--..-.-o..- s 181

* Domestic sales are net of transfers between geographic areas of $70.5 million.
** Forefgn sales are net of transfers between geographic areas of $12.9 million.

*#*Foreign Operations income and {dentifiable assets include the Company's 50%
equity 1n the income and assets of GAF-Huls Chem{ie GmbH.
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GAF CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 17. Supplementary Income Statement Information (Dollars in Thousands):

Nine Months
Ended
December 31, 1989

Maintenance and rePairS.eccccccccsccccecrasacacesd 40,109
RentaTS - Operating 1eases....----............. 6’688

Note 18. Commitments and Contingencies

The Company has operating leases for transportation, production and data
processing equipment and for various buildings. Future minimum lease payments
for properties which were held under long-term noncancelable leases as of
December 31, 1985 were as follows (dollars in thousands):

1990.0ccscccccscacaneaassd 75795
199] cececseranceancncass 4,333
1%2.--;-0100-...---0-0. 2,578
1993--.-..o...-----...-. 1‘171

1”4.....“.‘...'....'.. 420
Later YearS.iccceecvsasss 200
$ 16,797

The discussfon as to legal matters involving the Company, and appearing
in response to "Item 3. Legal Proceedings”" {s incorporated herein by reference.

—_—
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GAF CORPORATION
SUPPLEMENTARY DATA (UNAUDITED)

Quarterly Financial Data (Unaudited)

Nine Months Ended December 31, 1989 By Quarter

Second Third Fourth

(Dollars in Mi1lions Except Per Share Amounts)

Net sa]es..---..-.-.-.o-------............-.- s 256.7 S 265.9 s 249‘1
COSt Of PFOdUCtS so]d--oooolncll.c.l.l.l'i.o. 164" 168.0 161-1
GPOSS PrOfit...-....-.-....-..-........-o---. 5 92-3 ‘ 97'9 s 88.0

==:|EE=E= s=I|RESS BER=m==

Income (Loss) Before Income Taxes

and Extraordinary IteMeccccecssecrcannasses 3 (6.9) $ 0.2 $ (31.6)
Income Tax (Provisfon) Benefit.....cecaaneeee (1.7) {2.5) 9.0
Loss Before Extraordinary Item..ccvcecccoaces (8.6) (2.3} (22.6)
Extraordinary Itw..l‘Qll....llI.'Q...I‘I.I.I - - (5.0)

Net Loss....lI‘....l..l.ll..l‘ll..'.l.l. s (8'6) s (2.3) s (2706)

Loss Per Common Share

Before Extraordinary Item...eeecescnceeeass $ (4,94) $ (1.83) $(12.05)
Extl"aor‘d‘h'lal'y Item-.............-..\...-..-oA - - (2.48)
Net Lossvuv.'.b..llic-.lc'.l.!.lcIlllcc- s (4'94) s (1'83) 5(14053)
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ARTHUR ANDERSEN & Co.

RRPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To GAF Corporation:

Ve have audited the accompanying consolidated balance sheet of GAF Corporation
(a Delavare corporation) and subsidiaries as of December 31, 1988, and the
related consolidated statements of income, cash flovs and shareholders' equity
for the three-month period ended April 2, 1989 and each of the two years in
the period ended December 31, 1988. These financial statements are the
responsibility of the Company’s management. Our responsibility is -to express
an opinion on these financial statements based on our audits.

Ve conducted our audits in accordance vith generally accepted auditing
standards. Those standards require that wve plan and perform the audit to
obtain reasonable assurance about vhether the financial statements are free of
paterial misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial
statement presentation. Ve believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financlal statements referred to above present fairly, in
all material respects, the financial position of GAF Corporation and
subsidiaries as of December 31, 1988, and the results of their operations and
their cash flows for the three-month period ended April 2, 1989 and each of
the tvo years in the period ended December 31, 1988, in conformity with
generally accepted accounting principles.

Our audits were made for the purpose of forming an opinion on the basic
financial statements taken as a whole. The schedules as listed in the index
on page F-1 of this Form 10-K are presented for purposes of complying with the
Securities and Bxchange Commission’s rules and are not part of the basic
financial statements. These schedules have been subjected to the auditing
procedures applied in the audits of the basic financial statements and, in our
opinion, fairly state in all material respects the financial data required to
be set forth therein in relation to the basic financial statements taken as a
vhole.

ARTHUR ANDERSEN & CO.

Roseland, Nev Jersey
March 30, 1990
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

CONSOLIDATED STATEMENTS OF INCOME

First
Quarter

Ended Year Ended December 31,
April 2,

1989 1988 1987

- aews e e - ———— s amam o

{Dollars 1n Thousands
Except Per Share Amounts)

Net Sa]es.--¢ttooun--ll--.nclo.nu-IOIOQCQDIQQOOOIOSBQJZSQ 3%1!412 s836’928

Costs and Expenses:

COSt Of PFOdUC‘tS So]d..........'.l.l'.....'..'.l 158!696 543.088 549'501

Selling, General and Administrative.....cc..c.s. 42,975 181,298 168,572

T0t31 COStS and Expeﬂses-.......-......-...-.... 201.671 824'386 718’073
operat'ng Incm-...ao..o-oo-o.o..-o.ono-0---0'0.. 37’618 137,026 118'855
Incme on IﬂVBStmeﬂtS.-..--.uu..-......-...-.... 56'822 98!733 97'012
Interest EXPOI“ISO-.--.-.-.........-.........-.....o (13’622) (52'721) (54'116)
othﬁr Expense - net--ngoono-..c-oloﬂn-oooc.ccccooo {30'761) (47’143) (7’245)
Income Before Income Taxes

and Extraordfnary ItEMS....--.--.-.--..--......- 500057 135!895 1548506
Il’lCd‘he Taxes............................-......... 18!074 45!124 54I454
Incme Before Extraord1nary Itelﬂs.........-----... 31’983 90'771 100'052
EXtraOrd1nary ItemSQG-oqonoucoc---aooo.oo-oc-uoo-- (6'553) 90578 1379505

————

Net Income..........-....‘..--------..--....os 25’430 3100'349 $2375557

Earnings Per Common Share:
Before Extraordinary ItemMS.ceesessscsscssesnesesd 1,15 $ 3.18 $ 2.93
Extraordinary ItomS..c.cescccssncasesssocossnvace {.24) .33 4.03

Net Incmeooco-v-c--v.uo.'oo----ocoa-tnc--.-o$

SE=SXTESS _smss==u=o

See Notes to Consolidated Financial Statements.
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

CONSOLIDATED BALANCE SHEET
AS OF DECEMBER 31, 1988
{(Dollars in Thousands}

ASSETS

Current Assets
cash..........'.'................-....I'.'.'.‘l.-‘.'-.......0'..'....‘
Short-term 1nvestmOntS..cc.ccaisetocstecccccssarecasesrcsvesarccanansns
Accounts receivable, less reserve: s3'988-ooo¢---00000.000------0-0-0-

InveﬂtorieS-q.-....o.o-o.----.-.....---..-..c.-.----.ca.acoc---o--ooo-

Other current aSSetSecacecensccocscoconscasssonsrsesarssrsocnasncsssscas

Total Current Assets....--...........-.-...........-.-....-......o......
Marketable SeCUTIt1€S.ceccaaccncsscassvsovevcassssssesssnsascscessssnone
PropertYD annt and Equipment - neta..-oc.tco-ao.-n-.a.o...-.-.-..o..oo.
Excess of Cost Over Net Assets of Businesses Acquired...cicevcencccscane
Other ASSelS...cieuceevsesotsonsconssosscscanoaronansscsantsscsnncsssonse

Tota] Assets------o:"o-c.co-cuc'oo-.0-..-0‘00--000---0000‘

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities
ShOI‘t—tem debtuoo--ac'cnnouucoccooocﬁnc--.t-co--co-voo.ooco--c--c-oc-
Current maturities of long-term debt......cc.iiecicecacestoesascranossne
ACCOUNtS PaYabl@esveasseverveenercossansnrsssessrsncsancssassasnnvenas
Accrued 11ab1lftiesS.eveceaseneseccsanscsccccacaocnssssoscncssscnseonasnne

Income taxes.lcocooocltll-"ctno.o.'Icl....l...ul..."l.cio'.'IOl.--.u

Tota] Current L1ab1]1t1es'...".'.‘.......‘............“-..'..".......
Long-term Debt Less Current MaturitieS.esececcvetrsssssaracestseanncnane
other Liabi]ities.--.o..ooc00-0l.l..llol.ll....-.lOlQlI..cIl.tl‘.l..I..l

Shareholders' Equity
Preferred stock, $1 par value per share: .
authorized 6,000,000 ShareS..cesecnvccsccoosccnctssasaunssocaseroserans
Common stock, $1 par value per share: authorized 100,000,000 shares;
1ssued shares: 36,008,177.c.ccccerererercceesanccnesaccacecnacsancnaas
Additional patd=1n Capital.eecececncesesannsssscssnassasssssssssvrananses
Retained earningS.cevecocersnccoccrssosrevesrcsnccsserossnacesnsasancascsas
Accumulated translation adjustment....ccecveocccacescrscccanescsancnccere
Treasury StoCk, At COSteeesencroseveassaccossscncastacsocscasasessncanass

Shar9h01d3r$' Equity--.-...lol.l.l.lct'uolcicooolottcntnuoou---lo'ooo--o

Total Liabilities and Shareholders! EQuity.ceresrsececerccostsncnscensanes

See Notes to Consolidated Financial Statements.
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$ 42,110
574,105
184,737
119,465

6,488
926,905
49,877
327,730
57,460
59,153

$1,421,125

3 7,161
4,976
80,827
118,988
9,353

221,305

- o o ——— ——

486,727

————— > W w—— —

89,616

36,008
45,554
851,010
12,067
(321 162)

623 477

b 4 o s e

$1,421,125%



GAFE CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

CONSDLIDATED STATEMENTS OF CASH FLOWS

Fi{rat
Querter
Ended Year Ended December 31,
April 2,
1989 1888 1887

—_—

[Dattars {n Thousands]
Cash and Cash Equi"laﬂt-. Jsnuary 1-....--I'II--.‘I.I....l...l'll.l. 8130215 s a1elo7n 4 452'463

Cesh Flows from Dpersting Activities:

Mot INCOMBecvvvssnconcancevnconcssssaanasasttaenvvessosnnsnnstosanae 251‘30 100,348 237'557

Adjustments to raconcile net {ncome to net

cash provided by operating activitiess :
o‘pr.ci.tionII..llll.ll...l.l!l'llllll'l'.'l.‘l.'ﬂt‘.lll!IlllIl.ll 5'551 m"m 17'm

Goodwill Amortization.,seanuvssanscnsnesssnsssscssscevssscsesannns 333 1'25 -
Other “rkim “p‘“l 1m5'.------u-c-------co------o---cccc.-olc 2B|m [510830] [1'”]
lIncmou} Docregse 1n Other ASBBtB.caccasscosnancrossnncnsancnsse [37'°Bal ee.m [’Bml
Incrasse (Dﬂ:mm] in Other Lisbiliti88,cccccnnncsanansanssnssnns B.‘n 1°’ssn taslm]
Net cssh provided by opersting activiti®Becescacnccccacosacsace 31,431 113,728 204,188

Cash flows from investing ectivities:
Cap‘lf.ll ‘xn.mituns.-...oonooo'-.o.lo.uonllllo.'ta-v--u-uoo-o-.-- (9.903] [m'w] !IM1]

Acquisition of Alkaril Chemicels Limitad, not of cssh acquired®®,, {687,448]
Nat cssh used in 1“"5"1“9 activiti®®.cessncccnvsosonsacnsunsaces [BI) tm'w’ [1&[880]
Cash flows from finsncing activities:
Incraase (“cr..“] in short—term debt..cccscsvscncncecsenencansne glew [1'42‘1 ‘!m
Procesds from issvince of long-tem™m dobt.sssccatenvacssucstacsacea - - 8,128
Princip.l rapayments of long—~term debt.sssvencnocnonnsnssvessuvese [m'7es) [1lm] [575]
Investmant 4n markstable securit{es ~ N@L.csscvecsascsoncscacsnase 49,877 271,139 21,349
Change in Accumuletsd Transletion Adjustment... sesssessnancee (2,928] (8,087) 14,206
Stock repurchsse Programs8,sssvssascacsnssassansae - - - [m'sg7l
C.Sh d’Vi“mal'l.t.lllllllIQ.II.I.....II.I.D.I.'..'.....Il.'.l". [897] lgrm] [3'828)
Other — NEtecstesccencenunvsssncsacenassnasrensonsescncdsscancraces 8'710 [1772‘) 30128
Net cash provided [used]) by financing activitieS.ccecscesnascsn (394,518) 857,349 (207,224}
Net changs in cash and cesh eguUIVALANtB..casnusevessasnsanasanannany (308,968) 500,137 (136,385)

Cash and cesh ‘qui'.l'nts, End of Pal"'lod-.-.u.o.-.-..-.-o..-.-.uu' 808,227 L4 818,”5 $ 3180078

*Other working cepital items;

Accounts r.“‘v.hl.--ul--ull--o-nlu.......llII-.-lcclucnll-------noc’ 22,985 s [011721 ¢ (181207]
Inventori@B,cccenansssvestsnannsrnencsscnasssssacncsesorsccacnensosa 2,247 [3'101] [2‘[780]
Othar current 808BLS.secccssavsevscsnanmnesssncoswsssanssvanseennass I11l7] .'021 [2'528]
Accounts ”,‘bl’!..l..l...l.-Il.'....I.I....Il.l..l'.llll.‘..lllllll 10,278 (alom’ 50222
Accrued l‘abiliti.‘.ll"ll-.--IlIIIIIl'OCII.III.‘..IIIII....'I.IIIIO slm aiew 15.727
INCOMS tBXBE.cuecseonnsnnvsecsoannanunvuosansnnansescanannesannnanne [7831 (al118’ 21'334
Nat source (use] of fw.llillllIII.Cllill--l.lllOICII.‘Q.'I.....II.‘ 28'723 $ IS‘Ign] $ [1'230]

ey e e o

—_—

#spcquisition of Alkeril Chamicats Limited:

Feir valuoe of asssts lcquiI"Qd........-..--......u-.........---..... . w'om
Cash pl‘ld for Dlpit.l BtOCK,veaccoavetasoscsasosssunaanssoscasansess [n'mn]
Liebilities ..‘L-.dllllrllII'.CIllll"...-lllllllll.lllll.‘.lll‘ $ 17'm

Supplemental Cash Flow Information:
Cash paid during the yesr for:
Intlra!t.........-..........n-----.-uu-.........---..-..--.J 171199 s 50.520 ] 52.957
Income T!lﬂB.......-nn-n----v.u-----uulcucnn-u-.uco----cout----‘ 922 $ m'510 | NIW7

Saa Notes to Corsolidated Financial Statements.
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY )

CONSOLIDATED STATEMENTS OF SHAREMOLDERS®

EQUITY

Firat
Quartar
Ended Yaar Ended December 89,
Apl"t 2'
1889 44988 1887
{Dollars in Thousends)
Common Stock, $1 Par Yelue Per Share:
&l.mﬂ' J.mw 41 end End of Pel'iod....---------o.'olocnoo.-----.‘ 33'009 ] aelm 38,008
Add§tional Paid-in Capitsl:
Balenca, JANUBPY Jecvsancasecesevossnssssasnonnnunotopnvsasnssaenns 45,554 48,585 44,738
Proceads 1n axcess of {lses than) coet of tressury shares
fasued under stock planBescccescncecnsncsscssesrcannsnsenannases teim’ [1'm, 1,582
Other ACLIVIitYuoevnsonntoorosssnunvennsssasrsrsannssvosnansansnss - (a] 867 -
Balance, End Of Pori0dececesssussetsancssanesesssssnnennnnnvonuses 43,090 45!55‘ 48!585
Ratained Esrnings:
kl.m. J.m" 1..............-ca--.--.'-.u--c---n.q---------o.c 551'010 753'480 5193207
Net INCOBB..senvesssannanauvsnrtscescsniessancccntossnasnnosnscea 25.430 1mpm 237 ,557
Common stock cash dividends {per share: $,025 in 16888;
'.10 1" 1988 .M 1987].1..I'II-.ll.lIlIII....lllll.llllll.ll... lw] (2lm] [3,328'
Balanca. End of Poriod..sccescansasassssecsccncsacsncensesssnnnannne m!743 851!m° 753"38
Accunulated Translation AdJustmant:
Balance, January faseseresesanusnavessncaaaonosesnvennnoacsnsunsn 12,087 18,134 3,928
Translation adjustmant for the pel‘(od..-.-..u.u-.....u--u--- (2!928) (BIM7) 147208
B.l.n“y End of P.riod-------cou.-I---t-oo.--------.-----.l.l-cl-. 8!‘39 12’“7 13.184
Net Unreslized Loss on Markatabls Equity Securities:
Balsnce, January fecuaucecasanncsosssseannunvasosannastosnansnesde - [221038] -
Nat change in valuation edjustment for the period..ceceaccraccce - 22,038 (e2,038)
a.l.ﬂ(}.' End of Poriod.icacccasesnssevsnvescasnsssssansnsacesnnnnns - - tzalosal
Trossury Stock, st cost:
Common Stockt
Balance, J.ml’y 1l-.“'.....IIII"..'..I.I.II..'lllllll"l!llll (821I1821 !323,7”] [20381)
Sharss Npurchlud = 7¢978,889 ghareS.ssscascsnsnnnnsssstannasr - - [322!997]
Issusd undar various stock optiocn and stock purchase planst
Firet Quarter 1889 — 107,070 sheres) 1888 - 115,812 shares;
1997 - 135'319 BMATAB  assnasnasssanansssusmEnssnONTRRRREATYS 4&” 2'828 1'588
Batance, Aprit 2, 1988 - 8,071,882 sharss; December 31; 1988 -
8,178,962 sheres; 1987 — 8,294,574 8heresassssssscasssonannase [318,627) (321,182] (323,780)
Sharsholders’ Equ‘lty-.---..----..-------n..t----utoncc--n-.------n-n' 847I153 § 623,477 3 508,317

Sse Motes to Consclidatad Financial Statements,

37




GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Pclicles

F
GAF Corporation (the "Predecessor Company®™) was acquired on March 29, 1989 in a
leveraged buyout transaction ("the Acquisition®™) by Newco Holdings, Inc. (which
subsequently changed its name to GAF Corporation} (™the Company®™). The accompanying
financial statements represent the historfcal operating results of the Predecessor
Company and do not include any adjustments resulting from the Acquisition,

The accounts of all significant subsidiaries of the Predecessor Company are included
in the consol{dated financial statements. All significant intercompany transactions
and balances have been eliminated. The 50% ownership of a foreign chemical
manufacturing company {s accounted for by the equity method. The results of a
wholly-owned captive insurance subsidiary, previously accounted for by the equity
method, have been consolidated effective for the year ended December 31, 1988 1n
accordance with the adoption of Statement of Financfal Accounting Standards No. 94,
"Consol idation of all Majority-owned Subsidiaries.®™ Prior year financial statements
were not restated for the adoption of Statement No. 94 since the effect would not be
materiail.

F
The Predecessor Company adopted Statement of Financial Accounting Standards No, 95,
"Statement of Cash Flows" for all periods presented. For purposes of the statement,
the Predecessor Company considered its short-term investments and highly 1{quid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

~ Mark
Short-term investments and marketable securities are stated at the lower of cost or
market. The determination of cost in computing realized gains and losses on
investments is based on the spacific identificatfon method.

lnventories
Inventorfes are stated at the lower of cost or market. In the fourth quarter of

1987, the Predecessor Company adopted the LIFO (last-in, first-out) method of
determining cost for a substantfal portion of its domestic inventories. All other
inventories are based principally on average cost.

P R D
Depreciation is computed principally on the straight-11ine method based on the
estimated economic 1ives of the assets. Certain interest charges are capitalized as
part of the cost of property, plant and equipment additfons.

Doferred Income Taxes
Deferred fncome taxes arise from reporting certain income and expense {tems in the
financial statements in periods different from those {n which such amounts are reported

for income tax purposes.

Excess of cost over net assets of businesses acquired in connectfon with acquisitions
prior to November 1, 1970, i1s not being amortized because there has been no diminution
in value; such cost relating to the November 1987 acquisition of Alkaril Chemicals
Limited (see Note 5) 1s being amortized on the strafght-1ine method over a period of
forty years.
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 1. Summary of Significant Accounting Policies - (Continued)

Research and development expenses are charged to operatfons as incurred and amounted
to $4 million fn the first quarter of 1989, $15.1 mi11fon 1n 1988 and $12.2 millfon in
1987.

P
Primary and fully diluted earnings per common share are based on the weighted average
aumber of common and common equivalent shares outstanding during each year. Weighted
average shares for computing primary and fully diluted earnings per share were (1in
thousands) 27,872 for first quarter 1989, 28,561 for 1988, and 34,144 for 1987.

Note 2. Short-term Investments and Marketable Securitfies

The Predecessor Company held a varfiety of short-term investments in domestic and
foreign finstruments, including common and preferred stock, fixed income securities,
risk arbitrage and dividend capture positions. commercial paper and repurchase
agreements selected to maximize income return. The average amount invested in these
programs during 1988 and 1987 was approximately $444 million and $647 million,
respectively. At December 31, 1988, the aggregate cast of the short-term investments
was $574.1 million while the aggregate market value was $579.1 million,

At December 31, 1988, the Predecessor Company owned more than 5% of the capital stock
of Cabot Corporation. The cost basis of this {nvestment, classified as Marketable
Securities, was $49.9 million, while the market value was $60.3 million. As of
December 31, 1988, the Predecessor Company continued to hold positions in the stock of
other publicly-owned companies, which constituted less thar 5% of such companies!
outstanding shares.

Extraordinary credits in 1988 and 1987 include $9.5 millfon and $136.6 millton,
respectively, after taxes and expenses, relating to the Predecessor Company's
investments in Borg-Warner Corporation and Union Carbide Corporation.

Income on Investments consists of the following:

- First Quarter Year Ended December 31,

1988 1987
{Dollars 1n Millions)
Net realized gains, net of unrealized
losses on short-term fnvestments $42.5 $45.2 $31.6
Dividends, interest income and other 14.3 83,5 65,4
$56,8 $98,.7 397,0

——— ———
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ {Continued)
Note 3. Inventories

At December 31, 1988, $47.8 million of inventories were valued using the LIFO
method, These amounts were less than the corresponding replacement values by $10.6
millfon. During 1988, certain LIFO inventory quantities were reduced, resulting in a
lTiquidatfon of {tems carrfed at lower costs that prevailed in prior years, The effect
on net earnings of these 1iquidations was not significant.

Inventories at December 31, 1988 consist of the following (Dollars in Thousands):

F1n‘shed goods.l.‘..‘.-..'l."l...‘.l....l“l. 576’826
"ork 1“ pmess..ICC.OO...Oll!.'.l...l...l'..' 22'415
Raw materfals and supplieS..c.eecescecsncsenee _ 30,823
Tota]¢0..-.l.-l.llI0.0.Q.Q.IIl..........l'.... 130’“4
Less LIFO ROSOIMVE..cceeuacscasssacassensscncss (10,599}
Inventorfes---.-c--.-l-----v..o.--.-oclocn--oo M

Note 4, Property, Piant and Equipment

Property, Plant and Equipment at December 31, 1988 consist of the following (Dollars
in Thousands):

Land and land improvementS....ececicvescsaccas $ 22,798
Buildings and building equipment..cccccevscaee 77,346
MaChfnel'y and equ1pmenttvnun'-'c...-oooncooc.' 318’510
Construction in progress.ieccecccrcecscccsaasas

Tota]ll...l'....l...l....'..'..l.'....".'.." 468'656
Less Accumulated Depreciation..ccecececsoscees $140,926)
Property, Plant and Equipment—net...cceeuee.o 3327,.730

Note 5. Acquisition of Alkaril Chemicals Limfted

In November 1987, the Predecessor Company acquired Alkaril, a privately held
Canadian-based manufacturer of surfactants and other specfalty chemfcals and its
U.S.~based affiliate, Alkaril U.S., with production faci1ities 1n Mississauga, Ontario,
Canada and Winder, Georgia. The cost of the acquisition was $70 million ($67.4
million, net of cash acquired). The acquisition was accounted for by the purchase
method of accounting, and accordingly, the acquired assets and 1iabilfities were
recorded at their estimated fair values at the date of acquisition. The excess of cost
over net assets acquired of $50.2 milifon is being amortized on a straight-l1ine basis
over a period of 40 years. The results of Alkaril and Alkaril U.S. are included in the
Consolidated Statements of Income from the date of acquisition. The effect of the
acquisition was not material to consolidated operations for 1987.
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GAF CORPORATION AND SUBSIDIARIES
( PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
Note 6. Income Taxes

Income Taxes consist of the following:

First Quarter Year Ended Recember 31,

1988 1987
(Doliars in Thousands)
Federa]-.........-....---..»--.o-..---...oo.o.- 313'194 521'626 532’236
FOP819ﬂ-....-.......-.......--..------------oo- 4’408 19’8‘9 19’420

State and 10CaY.cceisecencasaccsaccovassossnses 472 3,649 — 2,798
$18,074 = 345,124 = $54,454

The differences between the income tax provisions computed by applying the statutory
federal income tax rate to pretax {ncome and the actual tax provisions are as follows:

First Quarter Year Ended December 31,
Ended 4/2/89 1987
{Dollars 1n Thousands)
Statutory ProvisionS.iceecicsecececeveseacennas 317,019 $46,204 $61,802
Adjustments
Dividend received deductionS...ccceevecesssna (141) (3,365) (7,085)
Cap1ta] gains differentialeccececeacccaccnene - - (1,338}
Impact of foreign operationsS.....cecevcececne 744 393 609
state and .loca] tﬂxes..-.-.-oco-o-------.-.-. 311 21‘09 1'679

— 141 —{517) £1,213)
318,074 $45,124 354,454

As of April 2, 1989, provision had not been made for United States income taxes on
approximately $15.6 million of unremitted earnings of consolidated foreign subsidiaries
and the Company's S0% owned joint venture, because any United States taxes payable on

foreign earnings which may be remitted in the future are expected to be substantially
reduced by foreign tax credits.

other.oooo.nu.-o-o-.loc.o.-ootouo-.-olu.luUOC

Extraordinary credits for 1988 and 1987 include $74,000 and $966,000, respectively,
representing the income tax benefit from the utiiization of foreign operating loss
carryforwards. The first quarter 1989, 1988 and 1987 extraordfnary credits also
include income tax benefits of 356,000, $9,504,000 and $22,400,000 related to the
Predecessor Company's partfal disposition of {ts investment in Union Carbide
Corporation (see Note-2).

In the fourth quarter of 1987, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 96, MAccounting for Income Taxes". The
Company 1s required to adopt the new accountfng and disclosure rules no later than 1992
although earlier implementation {s permitted. The Company currently does not intend to
adopt the provisions of Statement No. 96 until 1992. Implementation of the new
Statement 1s not expected to have a material impact on the Company’s conseolidated
financial position.
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GAF CORPORATION AND SUBSIDIARIES
{PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -~ (Continued)

Note 7. Benefit Plans

The GAF Capital Accumulatfon Plan is a defined contribution plan for eligible
salaried employees., Company contributions consist of a basic contribution of three
percent of the compensation of participants for the plan year together with matching
contributions, up to an additional four percent as specified in the plan, for those
participants who have elected to make voluntary contributions to the plan. Each
participant is fully vested at all times in the balance of each of his or her accounts
in the plan. The aggregate contributions made by the Predecessor Company to the plan
and charged to operations in 1988, 1987 and the first quarter of 1989 were $4,342,000,
$3,755,000 and $971,000, respectively.

The retirement plans for hourly employees and Texas City facility employees are
noncontributory defined benefit plans. Benefits for these plans are based on stated
amounts for years of service. The Company's funding policy is consistent with the
minimum funding requirements of ERISA, plus any additfonal amounts which the Company
may determine to be appropriate. Pension expense charged to operations was $327,000 in
the first quarter of 1989, $1,185,000 in 19688 and $1,087,000 in 1987,

Net periodic pension cost for 1988, 1987 and the first quarter of 1989 {ncluded the
folloming components (dollars in thousands):

First Quarter

1989 1988 1987
Service CoSt,ieeeeavecissacncannecsess $ 187 $ 675 $ 770
Interest Cost..l.'Il.‘...‘...'..."l.l 195 630 407
Actual return on plan assetS....cc.a.. (85) (333) 10

Net amortization and deferral..cevecee 30 __ 213 (100}
Net periodic pension cost..eeeceasees. $__327 51,185 31,087

The following table sets forth the funded status of the retirement plans for hourly
employees and Texas City facility employees at April 2, 1989, December 31, 1988 and
December 31, 1987 (dollars in thousands):

April 2,
Accumulated benefit obligation: 1988 1987
vestedooo-.uo-.-...nc.oco-o-nooco--o $7l020 55}881 55'377

Nonvested.........-................._l‘_m _Lm _m
Total accumulated benefit obligatfon.. $8,598 $8,258 36,119

Projected benefit obligation..ccevee.. $8,598 48,258 $6,119
Fair value of plan assets, primarily
1isted stocks and U.S. Government

Secur1t105--.....--........--..-.-... (m) w) MB_)
Projected benefit obligation in

excess of plan assetSicciveceneccacss 4,487 4,400 3,716
Unrecognized net transition obligation

being recognized over 15 years....... (701} (715) {(770)
Unrecognized prior service cost....... (859} (869) {(356)

Unrecognized net gain.cecescercaesesss 203 —3 —lB2
Unfunded accrued pension coSt.e..e.... 332130 $2.819 32,842
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contfnued)

Note 7. Benefit Plans - (Continued)

The above tables reflect the provisfons of Statement of Financial Accounting
Standards No. 87, "Employers! Accounting for Pensions®™, which the Predecessor Company
adopted effective January 1, 1987. In determining the projected benefit obligation,
the weighted average assumed discount rate was 9%, while the expected long-term rate of
return on assets, used in determining net pertodic pension cost, was 8%.

The Company has a non-qualified rettrement plan for the benefit of key employees.
The benefit payable under the plan, which accrues in accordance with a ten~year
schedule, consists of an annual payment commencing at age 65 equal to 25% of a covered
employee's last full year's salary. If a covered employee dies while employed by the
Company, a death benefit of 36% of the employee's annual income at the date of death is
payable to the employeets beneficiary for a term of 15 years. Employees who
participate in this plan are not entitled to have employer contr{butions made to their
accounts under the GAF Capital Accumuvlation Plan. The expense charged to operations in
1988, 1987 and the first quarter of 1989 for such future oblfgations amounted to
$648,000, $673,000 and $87,000, respect1vely.

In addition to providing pension benefits, the Company and {ts subsidiarfes provide
certain health care and 1{ife insurance benefits for retired employees. Substantially
all of the Company's employees, including employees in foreign countries, may become
eligible for those benefits 1f they reach normal retirement age while working for the
Company. The cost of retiree health care and 11fe fnsurance benefits ($1.0 million 1n
the first quarter of 1989, $3.3 million in 1988 and $3.0 miilfon in 1987} {s recognized
as expense as claims are incurred.

As part of the 1977 and 1980 discontinuance programs, the Predecessor Company
provided health and 1ife insurance coverage for certafn retired employees of
discontinued businesses. The balance of the 1iab11ity for such future oblfgatfons at
April 2, 1989 was approximately $9.8 million,
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -~ (Continued)
Note 8. Short-term and Long~term Debt
Information regarding short-term debt is as follows:

First
Quarter
1989 1988 1987
{Dollars in Thousands)
As of End of Period:
Balance outstandingecseeescessoccscccsacnscssees $ 9,446 $ 7,161 § 8,585
Weighted average interest rate...cccvicvesccees 8.6% 8.7% 9.4%

For the Perfod:

Average month-end short-term debt outstanding.. $ 8,374 § 23,956 $ 33,115
Maximum month-end short-term debt outstanding.. $ 9,446 § 41,029 $171,426
Weighted average month-end interest rate....... 9.1% 5.4% 6%

At December 31, 1988, the Predecessor Company had unused short-term 1ines of credit
aggregating approximately $77 million. The short-term lines of credit were maintained
with banks on terms which expired on various dates, but were generally renewable.
Borrowings under short-term lines of credit generally bore interest at or near the
prime commercial lending rate.

Long~term debt at December 31, 1988 was as follows (Dollars {n Thousands}:

Industrial revenue bonds with varfous interest rates and

maturity dates to 2012. Certain assets are pledged as

co]]atera] theretol.'..l.l'.l..l.."l"..‘....l....'...l s36'316
Obl{gations on mortgaged properti1es....c.evseccscesssccses 46,840
11 3/8% Senfor Subordinated Notes due June 15, 1995.¢es+.. 150,000
10 3/8% Senior Subordinated Notes due November 1, 1994.... 155,000
10 7/8% Senior Subordinated Debentures due

Nove"ber 1’ 2001.""'I.l..'.‘..l'.'l...'...‘l.lIC'C...O 105’000
mher-.II........CQ.CI'I.I-.U—-...I.ll....l'...lll...."'. 3'492
LOSS UnamOl“t‘lZOd d"SCOUﬂt.....-.-...--...-.o.--...-.-..-.- M)
Totalol.DI.U"..0.0'0.‘!!..!0.0'0'....0.‘lt...ll!!l...l... 491’703
Less current maturfties...cieceeescacacrasvsononcscccccoee (4,976}
Long=term Debt Less Current Maturiti1eS.....ccccaossasseees 3486,727
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
Note 8. Short-term and Long-term Debt - (Continued)

In October 1986, the Predecessor Company placed a $38.1 million mortgage on the
Company's headquarters property, with interest at a rate based on the London Interbank
Offer Rate. Such rate approximated 10.2% at December 31, 1988.

The Predecessor Company fn June 1985 issued $150 millfon of 11 3/8% Senfor
Subordinated Notes due June 15, 1995,

In November 1986, the Predecessor Company {ssued $155 mil1{ion of 10 3/8% Senior
Subordinated Notes due 1994 and $105 militon of 10 7/8% Senfor Subordinated Debentures
due 2001, The securities are subordinated to all existing and future senior
indebtedness of the Company.

In connectton with the Acquisition, the Predecessor Company conducted tender offers
and consent solicitations to amend the indentures for its 11 3/8% Senfor Subordinated
Notes due 1995, 10 3/8% Senfor Subordinated Notes due 1994 and 10 7/8% Senior
Subordinated Debentures due 2001, The requisite consents were obtained for those
issues and the indentures amended. The tender offers expired on March 28, 1989, and
the Predecessor Company accepted for payment all validly tendered securities
constituting approximately 95%, 91% and 100%, respectively, of each issue. As a
result, the Predecessor Company incurred a first quarter 1989 extraordinary charge from
extinguishment of debt in the amount of $6.6 million, net of income tax beneffit of $4.4
million. Amounts remaining outstanding are $6.7 million of the 11 3/8% Notes and $13.7
million of the 10 3/8% Notes.

The aggregate maturfties of long-term debt for the next five years as of December 31,
1988 are as follows (dollars §n thousands):

1989--..0!0..u.-.---0- 54’976
199000;.-.-00-1.0..:-. 799
1991..!........'....!. 758
1992-.’.-..--....00.0' 6'254
199300..0-.-...0...-;. 900

Note 9, Capital Stock

During 1987, pursuant to authorizations from its Board of Directors, the Predecessor
Company repurchased 7+978,669 shares of the Predecessor Company!s common stock at a
total cost of $323 millfon.

At December 31, 1988, there were 3,315,367 shares of common stock reserved for
1ssuance under the Predecessor Company's stock option and stock purchase plans,
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
Note 10. Stock Option and Stock Purchase Plans

The Predecessor Company's 1984 Stock Option Plan provided for the granting of
incentive and nonqualified stock options to key empioyees of the Predecessor Company
and its subsidiaries to purchase common stock of the Predecessor Company at not less
than 100% of the fair market value at the date of gramt. Under the terms of the plan,
options for 1,600,000 shares of common stock could be granted from time to time until
April 30, 1989. The term of each optfon was five years and sixty days. Options could
not be exercised during the first year after the date of grant, but thereafter, options
became exercisable as to 20% of the shares subject thereto on each of the first through
the fifth anniversaries of the date of grant.

The Predecessor Company's 1975 nonqualified stock option plan provided for the
granting of 1,600,000 options to key employees to purchase common stock of the
Predecessor Company at not less than 100% of the fair market value at the date of
grant. Optfons granted through April 30, 1984 were exercisable one year after grant
and expired after 10 years. Options granted after April 30, 19684 were subject to the
same terms and conditfons as options issued under the 1984 Stock Option Plan. The 1975
plan terminated in 1985, and no additional options were granted after that date.

In connection with the Acquisition, all holders of stock options with an exercise
price of less than $53 per share received consideration consisting of cash and/or
Merger Debentures equal to the difference between $53 per share and the applicable
option exercise price. The total consideration paid to option holders was
approximately $27.4 million. Such amount was recorded as a charge to earnings in the
first quarter of 1989,

The following {s a summary of certain information pertaining to the 1975 and 1984
stock option plans:

First Quarter
1989 1988 1987
(Number of Shares)
Outstanding January 1 1,334,955 1,515,857 1,424,762
Granted - - 275,350
Exercised (107,070) (115,612) (135,253)
Terminated (22,170) (65,290) (49,002)
Vesting and Cashout in connection
with Acquisition (1;2954115)
Outstanding End of Period -0 - 1‘335‘255 14515;55_
At End of Perfod:
Exercisable - 559,653 650,345
Available for grant - 433,462 369,772
(Option Price Range Per Share)
Outstanding $ 4.81~ $ 4.81-
- $53.63 $53.63
Exercised $ 5.94~ $ 5,75~ $ 4.81~
$42,88 $38.63 $35.81
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GAF CORPORATION AND SUBSIDIARIES
{PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ~ (Continued)

Note 10. Stock Option and Stock Purchase Plans - (Continued) )

The Predecessor Company's 1984 Employee Stock Purchase Plan provided for grants of
options to purchase 1,200,000 shares of common stock on a nondiscriminatory basis to
all eligible employees of the Predecessor Company and its subsidiarfes. No options to
purchase shares of common stock under the plan could be granted after April 30, 1989,
The price at which shares could be purchased was the lesser of ({) 85% of the fair
market value on the date of grant or {if) 85% of the fafr market value on the date of
purchase, As of December 31, 1987 and 1988, 223,888 shares of common stock had been
issued under the plan.

Under the provisions of the Predecessor Company's 1969 Restricted and Unrestricted
Stock Purchase Plan, 1,300,000 shares of common stock were authortzed for sale to key
employees. The plan provided that restricted and unrestricted shares could be sold at
prices which were not less than 50% and 80%, respectively, of the closing market price
preceding the date of grant. Only restricted shares were offered for sale. Under
certain conditions, the Predecessor Company had the right to repurchase restricted
shares of common stock at the original selling price. At December 31, 1988, there were
570,838 shares available for sale under this stock purchase plan. Immediately prior to
the Acquisition, all remaining restrictions on shares purchased pursuant to this Plan
were removed to enable holders to receive the consideration paid to shareholders.
generally, in the Acquisition.
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 11. Investment {n Joint Venture

Financial data presented below pertains to GAF-Huls Chemie GmbH, a jofnt
venture between GAF Corporation and Huls A.G., which operates a chemical
manufacturing plant in West Germany. The results of this joint venture are
accounted for by the equity method.

Year Ended December 31,
First Quarter
Ended 4/2/89 1988 1987
Income Statement Data —— ——
(Dollars in Thousands)
RBVQOUQS...........-.............-.-..-......s 30!127 51080287 S 80’9‘4

COSts and EXpBﬂSGS.....-.....-..----..--..--- 18’586 760946 580973
0perat1ng Income.....-.-.-...-...-....---..--s 11'541 s 31’341 s 21'971

TESESESS -+ 214 =aS==S=xs
Income for the Perfod.......... cecacrcecssessd 6,232 $ 14,183 $ 13,216
GAF Equity Therein.ccccesccecsasscssecsccnnse 3,116 7,436 6,733
GAF Roya]ty Income from GAF-Hu's.-oo--o-onoco - 4'285 2;709

As of 4/2/89 As of December 31,

Balance Sheet Data ———————————
Current AssetS..c.cicececsccconcrarnvasaacees.d 27,734 $ 36,346 $ 17,014
Noncurrent ASSOtS--.....o...o.o...--.......-- 541599 52!727 68!461
TOti] AssetS....-.-o-............-....-......s 82’333 s 94'073 s 85'475
Current Liab111t195l0‘00.¢'.0 ----- .........-.s 9’771 s 23’604 s 13!364
Noncurrent L1ﬂb1]1tiesul..l...lllllll...!‘.'l 13’755 14'161 14'750
Tota] L1ab1lft185...... ------- --.cu.cc..t..--s 23,526 s 37'765 s 28!114

Net Assets.....-...acoalbll'll.oll"..l’!....s 58’807 s 56'308 s 57’361
GAF Equty Therein.o-loltoouo...'o.a....o.o'l 29’352 27'865 28'091
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY )

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 12, Business Segments Information
Year Ended December 31,
First Quarter
Ended 4/2/89 1988 1987
(Dollars fn Millions)

Sales
Chw1ca1$'...l...--...-“‘...l...ll.‘.l....l.s 1?8.9 s 573.5 s 462.9
Less: Intersegment Sales*......ccccccncceess 6.6) (28.5) (31.5)
Noet Chemicals Sales.....ccucectcccascessceaes 152.3 54{.0 431.4
Buﬂding Hater"la'ls..-....u-u....--......... 85.9 4 .4 400.5
BroadcaSt1n90..0....QO..lII'.lICIIIIOI.COC.'. 1.1 5.0 5.0
Net saTGS-‘.I.I.I.III.III.l.'.l.....'l.l.‘ll‘..‘ 239-3 s 961.4 s 6.9
aREERETED -+ 3414 =sa=o===
Segment Income
hwica]s”"’.......‘..ll.l...'.'.'....".‘.s 44.1 s 150'0 s 130.0
Bu1ld1"g Materia]s...l.l.l.....l‘l'.l'..l..'l 3.8 28-5 26.0
Broadcasting.Q.........l‘l..‘l.ll.l..'.&l.l.. 002 1-6 1.6
TOta]‘.OII.I.ICI.IOCIOOOIOCl.“COCOIIOQOOOl.I'. 48.1 180.1 157.6
Corporate:
Operating Expenses...cceeecsecncanccensnscess (4.6) 518.7; (17.8)
Iﬂterest Expense"--l.cco.....n.n--c-l....clo (13.6) 52' (5‘-1)
Other InCOmME==NOt..ccvsvrvnausnararersascsces 20,2 7. 68.8
Net Corporate Income (EXpenses)....cccssccececen 2.0 (44.2) {3.1)

Income Before Income Taxes
and Extraordinary Itw‘.........l..‘l.'...l..s 50.1

Identifiable Assets
Chmica]s**......lllll..l‘...'l'."'.....-.IIS 458.5 s ‘5‘-6 s 419.5
Building Materfals.ceeecscacesasevesnsaacsacea 261,2 235.6 229.1
Corporale and other..cccceeiressocvaosccceas. 365.8 730.9 649.2

TOtal ASSetS..{............---..--..----.......sl.oas.s 311421.1 51’29709

135.9 $ 154.5

[ o

Additions_to Property, Plant and Equipment

mica]s.l'l.l.lII.l.l.........l'...."..l.'s 3.9 s 45. s 34.0
Bll"d"n Materia.ls--IQ.'.CUQO0.0.0..II-uloonc 208 24.5 30.5
Corpora%e and other.......‘....QI.I‘I.‘...... 0.2 1.3 1.4

Tota]..'..ll......'l.l‘l‘.....lI'.........ll...s 6.9 s 70.9 s 65.9
=% b=+ 1+
Depreciation

&1ca]s....0.0.lﬂllI.I.IO....‘.'.....I.I...‘ 2.7 s 10.5 ‘ 8.1
Bu‘]d'ng Materia’s..'.li.'..l.‘..l.....l..... 2.6 9-2 8.7
corporaeand other.'.Q.C..Il...IlOCOO.ll...- 0-3 1.0 0'9

Tota]..l"‘..l‘l.‘:l.....‘.l.llI.l"..‘..ll....._— 5.§ E—Q-EIZ s 17.7

*Intersegment sales are recorded at the same prices charged to unaffiliated
_customag:? Chemicals sales exclude sales oprAF-Hu1s Chemie GmbH.

¥#Chemfcals income and identifiable assets include the Predecessor Company's
S0% equity in the income and assets of GAF-Huls Chemie GmbH. pa
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GAF CORPORATION AND SUBSIDIARIES

(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 13. Guarantor Subsidiary Financial Data (for GAF Building Materials
Corporation, GAF Broadcasting Company, Inc. and GAF Insurance Ltd.)

COMBINED CONDENSED STATEMENTS OF OPERATIONS

First Quarter
Ended 4/2/89

Year Ended December 31,

Net Sales: ‘
Building Materfals......... vesteessscsnacscsd 85
Brmdcasting..‘Q.Il.'IO......“.‘l.'..Q....- 1
INSUraNCe. eseecssssesssansessssacncnsncanes 1

Net sales-a..--o.o..avtou’ooo.o'-oonoloo- 88.2

Cost and Expenses:
Bullding Materfals...caceescescccasnncsonans 82.1
BroadcaSting.CﬂllII PO S EOE PO IR PREISOOT PO EESS 0.9
INSUraNCO.cveeeisveresasasescrscnncancncnasas 0.6

Total Costs and EXpPenseS...c.cceesscaanacs 83.6

Income from Operations: .
Bui]ding Mater1a1s-o....ll'.d.l'.'t....."‘. 3 8
Broadcasting...cevcce... csvscncans cosccavsre 0.2

0.6

Insurance---.-..l.ouooi'.lbc.'o..‘.n....."‘

E]1m1nat1°n5.-nc-.-----o-.-.---.---..-..-.-c

Income from Operations....eccecececaceces 4.6
Interest Expense Related to Industrial
Revenue Bonds for Building Materials

Property......liuﬂtﬂdlO.‘u..Q..l".'..QC..CI (0.6)
other EXpGnSB; net'.'.0.!..'0-.‘0..'0..OQ...-. (0.4)
Combined Income Before TaxeS..,cccnecocas 3.6
Provision for Income Taxes¥...cveaconacoscscns (1.4)

Vv e

1988 1987
(Dollars 1n Millfons)

$ 411.4 $ 400.5
5.0 E.0

6.8 7.2
423.2 412,7
382.9 374.5
3.4 3.4

4'8 3.7
391.1 381.6
28.5 26.0
1.6 1.6

2.0 3.5
(1.2) (0.7}
30.9 30.4
(2.2) (2.1)
{9.7) (5.4)
19.0 22,9
(7.0) (9.9}

$ 12.0 $ 13.0

Combined Net INCOME...seccvccrosocnacroesd 2.2

=zs==sns

=
SFs==s=s

%The results of operations of GAF Building Materials, GAF Broadcasting and GAF

Insurance are {ncluded in the Federal income tax returns of GAF,

The provision

for Federal and state income taxes has been computed utflizing the applicable

statutory rates after gfving effect to investment tax credits.

permanent differences are not significent.
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GAF CORPORATION AND SUBSIDIARIES
( PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 13. Guarantor Subsidiary Financial Data (for GAF Building Materials
Corporation, GAF Broadcasting Company, Inc, and GAF Insurance Ltd,) -
{Continued)

COMBINED CONDENSED BALANCE SHEET

As of December 31, 1988
(Dollars in Millions)

ASSETS
Current Assets:
Cash and Short=-term InvestmentS..cceessasecioscncncecssed 21,2

ACCOImtS Rece‘vab‘le’ net...-.....................-.--... 56.5
Iﬂveﬂtories..--...-......--..........--oo-o--ooo---.-oco 3806
Other Current AssetsS....iseececvievcnncecccccrennscennss 2.3

TO‘t&] curl‘eﬂt AssetSIOQOQOIOQQOOOIIOl'II'..IQ..-..O.' 11806
Pl'opef'ty' mant and Equ‘mnt' net..o.-..........l..l...l. 14003
O‘ther ASSOtS..-.... LGS I PP E G ¢CROPIORITODIGRNOOIRUETDTROIOINTETS 7-7

- — — . - e

LIABILITIES AND AFFILIATES! INVESTMENT AND ADVANCES
Cuerrent Liabilities:
Accounts Payable..ceceersevsscsercnsannccocssassvacssaassed 203
Accrued Liabil{ties, . ccivevencccacasnscesconncscscsncens 25.5
Total Current LiabflitieS.ccceccscceanacsnccesaarnncns 45.8
Other Liabfl{tieS.ceccrsararsasscrrnersacreasacnrrecscncans 7.5
Affiliates' Investment and ADVanCeS.....ceoccevcsssccncsse 213.3

s o e o o
=SSR

COMBINED CONDENSED STATEMENTS OF CASH FLOWS

Yoar Ended December 31,
First Quarter
Ended 4/2/89 1988 1987

(Dollars in Millions)
Cash and Cash Equivalents, January l.cec..ese$ 21,2 $ 19.8 $ 14.8

Cmb’ned Ne.t Incme—l...ll...l.....‘......ll.. 2.2 12.0 13.0
Deprec{ation........'.IC....l.’...'..".'l..’ 2.6 9.2 8.7
Other Working Capftal ItemS.....ecceceecscnne {(0.9) 0.8 (10.7)
other' net....ll.'......'..'...'O...I.O-.."l (0-3) 2-7 2.9
Net Cash Provided by Operating Activities.... 3.6 24,7 13.9
Additions to Property, Plant and Equipment... (2.8) (24,6) (30.5)

Net Change in Affiliates' Investments and
Advances..'.'l....’l.l.'l.l.l".ll'll...ll.. glo 1'3 21.6
Increase in Cash and Cash Equivalents........ 9.8 1.4 5.0
19.8

Cash and Cash Equivalents, End of Period.....$} 31.0 $ 21.2 $

o o o ——— - e —
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Note 14. Geographic Information
Year Ended December 31,

First Quarter
Ended 4/2/89 1988 1977

(Dollars in Millioms)
Domestic Operations:
Net sa]es...l‘..l’!.l.-‘..l.‘l..‘Il...‘.'l.l...s 170I6 s 719.‘ s 682.0

Operating INCOME.ectacsrossncaesarcncnnssansessd 19.9 $ 74.8 $ 83.3
Other Income (EXpense)....csececevsscccccansana 9.4 (14.0) 21.8
Income Before Income Taxes

and Extraordinary ItemS....ceecccasossccssssed 29,3 $ 60.8 $ 1o05.1

SRrmem—=— Z=ERRESST

Ident‘fiab19 Assets..........................-.S 891.0 $10222.3 $11094.7

- e —_——r e

Foreign Operations:
Mt Sa1es**l000-‘.l'.IOI...'I.....l.."....l'l.s 68.7 s 242.0 s 154.9

RAREERES == === ==

Operating INCOME...ccuivecasacssecasccasasanssed 17,
Other Incm***CIIO...0."Il'...‘l.l.l..l..ll.. 3.
Income Before Income Taxes

and Extraord1nary Items.....-.......--.-...-.s 20.8 s 75

[N |
L ]
- N

2.2 $ 35.6
2.9 13.8

Identifiab]e Assets!**..II..Ql.I-.‘...‘.l..'.l.s 19‘.6 s 198.8 s 203.1

% Domestic sales are net of transfers between geographic areas of $24.1 million
in the first quarter of 1989, $77.3 mill{on in 1988 and $68.3 million in 1987,

*% Foreign sales are net of transfers between geographic areas of $5.3 millfon in
the first quarter of 1989, $15.6 mi111on in 1988 and $11.8 mil1lfon 1n 1987.

##%Foref{gn Operations income and 1dentifiable assets include the Predecessor
Company's 50% equity in the income and assets of GAF-Huls Chemie GmbH.
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GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS = (Cont{nued)

Note 15. Commitments and Contfngencies

The Predecessor Company had operating leases for transportation, productfon and data
processing equipment and for various buildings. Future minimum lease payments for
properties which were held under long-term noncancelable leases as of April 2, 1989
were as follows (dollars in thousands):

Twelve Months Ended April 2:
1990.-0........'......-.5 7.144
lgglococooooo-naccoooooc 40488
1992.c|‘ooo-----co’lo.oo- 3'156
1993..ccvncscccanccncsee 25004
1994.....'......‘....." 767
Later Years........svcse 1,464

——— - e

$ 19,023

sSREsEs=c

~

The discussion as to legal matters involving the Company, and appearing in response
to "Item 3. Legal Proceedings®™ is {incorporated herein by reference.

Note 16. Supplementary Income Statement Information

Year Ended December 31,

First Quarter
Ended 4/2/89 1988 1987

———

{Dollars {n Thousands)

Ma‘"‘ltenance and repairs...-o--uo-ooc.oo.n--ll'.s 11’349 s 53’247 s 49’610
Rentals - operating 1€2SeS..ceesenssacccccensss 2009 8,296 7,451
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GAF CORPORATION ARD SUBSIDIARIES
{PREDECESSOR COMPANY)

SUPPLEMENTARY DATA [UNAUDITED]

Quarterly Finsncial Dste {Unauditad]

1848 1988 By Cumrtar 1887 By Quarter

First First Sscond Third Fourth First Second Third Fourth

(Dotiars in Miltions Except Par Shars Amounts)

N.t &l..."'l'...llIl.ll.lll.‘lllIl.Imsla ms.s m.ﬂ '253.1 ‘22510 "81-1 ‘21‘.2 '222.5 ‘209!1

Cost Bf Pmuct‘ sold‘----oclou.lll--- 158-7 1“-‘ 178-8 105.8 183.‘ ‘24-8 1”-2 15.9 1“-8
Gross Prnh’t‘.........................‘ 8a,.8 $ 7.1 $ 88,0 $ 87.9 $ 1.9 $ 88,5 $ 78,0 $ 78,8 $ 88.3
Incomu Bafore Income Texes -

and Eltmrdi".ry Itlls.-..".u-.... 50.1 ] 3‘.8 ] 55.” 15-5l\ ] 29.9 $ 32.8 ] “.7 ] 43.8 ] 23.2
Income Taxe8..secscsvvvanvsncscocannes 18,1 2.8 20.5 3.7 8.1 12.2 17.0 16,5 8,7
Incoms Before Extraordinary Itemse.,... 92,0 21.8 35.4 11.8 2t.8 20.6 28,7 80.3 19,6
Extnomfﬂ.w Itm“....-..--.---.-" (B.B) Q.8 8.1 2.‘ 0.2 21.1 1@.7 11.8 1.9

Nat Iﬂm&..--.-‘oc..n.a-.----.-n’ 5.4 ] 2217 $ ‘,.5 ".2 . 22.0 . ‘117 .19.‘ ] 4&.1 ] m-‘

Eernings Per Common Share***

hfo" E!tl".oﬂ"n.l‘y Itm.l..ll-'." 1.15 s -75 ] 1.2‘ ] .‘1 ) -78 L -58 ‘ .w ‘ .98 ‘ .85
Eltraordin!ry It"'l.ll..'ll..ll.l.! (-24] 03 021 -09 01 508 2.89 .34 .08
Nat Incm.------.1.-.-.-.-..--.... 91 s .79 ] 1.6 ] .50 ] -77 [ ] 1.1‘ ] 8.72 s 1.22 s .71

*Effactive at Dacembar 31, 1S88, tha Predecessor Company adopted Financial Accounting Stendards Board Statement

No. 94, "Consolidation of all Majority-—ownad Subsidiaries®., Accordingly, the results of e whally-owned captive
{nsurance subsidiary, previously sccounted for by the equity sathod, were consolidated for ths year sanded Decembar
31, 1868. Previously issued quarterly resulte for 1988 were restatsd to reflect this change; thers was no effect

on net income for these periods,

®SExtreordinary Items:

Tex toss carryforwardBuiceeccsscasse® — £ 04 & - s - s - $ 0.2 & - ¢ 05 § 0,3

Union Carbhide Investeent.cceocuveesn 0.1 0.8 8.1 2.4 0.2 20,8 $.8 11.8 1.6

Borg-¥arner INVEBTEENL..e.seesscees - - - - - - 7.1 - -

Loss an Extinguishment of Oebt..,.. [6.8) - - - - - - - -

Tot8losaaaunsennsnonssranns s(6,5) ¢ 0.9 ¢ 6,1 $ 2.4 $ D2 $21.1 #02,7 $11.8 & 1.9
SEmww—

*=1n accardance with tha provisions of APB Opinion No, 15, earnings per share sre calculstad separstaly for asch
quarter and the full year. Accordingly, snnual earnings per chare will not necessarily squsl ths stotel of the
jnterim perfods.
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GAF CORPORATION AND SUBSIDIARIES SCHEDULE 1
{PREDECESSUR COMPANY)

MARKETABLE SECURITIES - OTHER INVESTMENTS
AS OF DECEMBER 31, 1988

(Daliars 1n Thousands]

Principal Market Balsnce
Amount or Valus At Shast
Number of Dacesber 31, Carrying
Title of Iasue Sharses Cast 1988 Amount
Short-Term Investmante
A} DEFOSITS
hl'-' Market Fund.Illlll.'I'I..‘lll.llllllll'lllllll'l.‘ 795 [ ] 795 s 7856
Ti.. mm't.l'..IIIIOI"I..I.IICCIIIIIlIII.lIIl.II.l.. m.’ﬁ m’7ﬁ m"“

Total hpo.it..o.-------oou--------o.--.--..o-o. 308,540 303,540 308,340 .808'540

B} SECURITIES
1] Boverrment Securities
ulSlIl...'l.lllIlllll..l..l.llll..l.ll.ll.l...."-. 4'3& . "m ‘ w

Fo"ign.l.llllllllllIl...‘IlllIl...lll.llll'l..lll 1.1m 1'100 1'1m
Tnt.t......-...‘I.'...‘............'.......'-.-. s'm s'm 5m

o ———
2) Repurchass Mﬂmﬂt'ncnnntcnncnu-..o--c-‘oovn-|-1ln. 110,000 110,000 110,000
8] Commarcial P.p.l'--‘-o----------.--.---l-.--..l.-l---‘ 22,984 E!n‘ 22,984

4) Common Stock®

Atlfed s"n.t-lllll.llIl.IIIIIII.I......‘--.--'ll. 1,269,200 40,905 40,857

RJR NaD48CO.aaesesuvsnssseransosassssoscnnnsannans 403,000 94,804 38,723
Restsurent and Consumsr Foonds [1)-...-------.--." e‘Im ”I’n
Other (18).ccncevacanccosnnnnnnecacesncnnannnasnes 19,855 20,803
Tothlecucuccocascnsoonensccavcsosernnnasnssenes 120,441 185,860

8, Prafarred st“k.l1]‘-.--l----.--v---oc-----n-colol-- 1Dm 1.m

8) Bonds and Noteo®

Domeatic [s,nl-IIIC'.-'.IIIIIIIIIIIIIIIlllll..lll' eim 8"588

For.'w (‘]..--.....'..'.....-...-........I..‘--'. s'em a'a“
Totolecsesoronncacssssrssncncnasacasossnnnssnny 10,045 8,833
Total Secur{ti@s.cccseasasvoncacnncassanssncnse $270,585 275,588 $270,685

Marketable Securities
COMMON STOCK
Cahot Corporation,ccaccasssanssssnnsntaanansnoceee ‘7587'900 $ ‘99877 s m'm

Total Phrkotnblu Scl:uritha.............-...--... 48.877 | N.SQ 48.877

® Figureg in parenthesez indicate number of companies in group.
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SCHEDULE V
GAF CORPOAATION AND SUBSIDIARIES
{PREDECESSOR COMPANY)

PROPERTY, PLANT AND EQUIPMENT

First Quarter Ended Aprfl 2, 1889
(Dollars in Thousands)

\

Balanoe Transfars Batance
January 1, Additions Betwsan April 2,
Classification 1888 at Cost Ratirementa Accounts 1888
hndiﬂl.ll.l.'l.ll"......'.".lll.l.l...'l‘ 8.828 . 5 ' - ‘ (381 . elm
Land 1l|ll‘ov-0ntl....-...-------..nu.-.-. 13'370 221 - (37 1‘0054
Bufldings end building equipnent..ccccacsees 779348 1.238 473 (e 78,101
Machinary and squipment.sceccccccsassnsacen 318,510 7,904 572 74 385,919
Conatructfon in progresBecesccssasssonanses 00,002 (2,483){e} - 12 47,5651
$488,856 $ 6,903 1 1,08 ) o 474,514
E— - — p——— - ———1 R - ———

Yaar Enced Oecember 39, 1888
(Dollaras in Thousande]

Trenafer
Hslanca From Balence
January 1, Additions Qthar Decembar 31,
Clessification 1888 at Cost Rastiremsnts Accounts 410888
Lﬂﬂdo-lu'Io-n-ll------c---l.lcl-----------o, 7.948 ‘ - ‘ - ‘ m ' B.SEG
Land improvements,.csesesssanssscnnssconsaas 11,278 1,915 250 928 13'870
Buildings and building equipment..cscecanea BB,817 8,880 2,083 3,842 77,346
Machinety and eqUIPESNL..eceuccvosvoccaanan 271,854 57,028 10,487 - 218,510
Conatruction in PrograS8.cccvessscascsnscscsss ‘7'158 3. (.’ 178 - Sﬂ.m
$404,853 9 70,840 $ 12,988 s 5,751 $488,B858
Year Ended Decsmber 31, 1587
(Dollsrs 1n Thousands]
Balance Transfers 8alance
Januvery 1, Additions Be twaan Oeoember 51,
Clessification 1987 st Cost Restirsments Acocounts Other {b) 1887
ll.nd..llllllI...IIIIllIIlll"..l..'.'llll..‘ 5'952 ‘ 1‘ . 38 ' 99 . 1.”1 ' 7.948
land 1nprovmntl.......-u-uu-u---u.-. 109451 762 50 123 - 11lm
668,814 2,704 1,598 1,012 7,825 86,617
«s 240,174 31,288 8,834 (1,234) 10,588 271,954
18,197 31,176 [a} 2t4 - - &7 ,168
—- $329,568 s 85,911 9 10,6874 L - ¢ 20,128 $404,853

Notas:

(a) Danotas nat changs during yesr.
(b) Represants acquisition of Atkaril Chemicals Limited.

The ranges of annusl depreciation ratas gensrally wers es follows [applied principally on
the stratght-line basis]:

Land fRprovemsntS.ieccasceccsansss B 172 — B 8/3%X

Buitdings and building equipmsent.. 2 1/2 — 83 1/3%
Machinery end squipment..esuassues B -3 /RN
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SCHEDULE VI
GAF CORPORATION AND SUBSIDIARIES
[PREDECESSOR COMPANY ]
ACCUMULATED DEPRECTATION OF PROPERTY, PLANT AND EQUYPMENT
Firat OQuarter Ended April 2, 1883
(Dotlars fn Thousends)
Additions
Balance Charged to Salanca
Jenusry 1, Costs snd April 2,
Classification 1989 Expensas Retirewents 1989

Land inpruvmntl.......uu-.-...........-.--.........l 5.0“ ] 432 ] 13 5’”
Buf Ldings and blﬂl‘iﬂﬂ "ufp.n‘-IlIllI.lll'lDllllllll' 20,979 re3 203 30,338
hd"mry snd .quimnt--lanc-u-------..sca---.-----..- 105,800 4.353 440 ﬂﬂ'm

$t40,826 ? 3,351 $ a58 145,818

Yesr Ended December 31, 1988
(Dottars in Thousands)

Additions Transfar
Batance Charged to From Balsnce
January 1, Costs and Other Decesber 34,
Classatfication 1988 Expenses Ratirementa Accounts 1888
Land 1”'“.'!’“..-.-..--.------------oc-nt.cl..l..s-.n. 4'376 ] M1 ] a0 s S04 ] 51088
Bui ldiﬂﬂ. and bui l‘iﬂ“ .quipllnt.---u--..........--... 28.532 2.801 1'887 2'702 29'978
"ﬂhiﬂ!l'! and .qu'm“tnlllllllll.lllllll.lllllll.l.‘i. 97'&5 17'579 9[1“ - 'w.m
s128,8393 ® 20,88t $ 11,091 ¢ 3,003 #140,9826
———— e ——
Year Endad Oecasbder 31, 1987
- (Dollers in Thousands)
Additions
Balsnce Charged to Trensfers Bslance
January 1, Costs and Setwaen Decamber 31,
Classi{ficaticn 1567 Expensss Retiressnts Accounts 1987
Land {MprovementBecccccacccaracoscnsossssasnannnannaneaed 4,010 L 987 $ 3 $ 2 $ 4,378
Buildings snd building equipment.ccssseccsorsnannsscees 25534 2,371 1,384 1" 28,632
Ihchincry and uquiplllnt..-u-.............-.-...-...--. 91.848 14.”3 8,148 (181 87I.25
$191,192 $ 17,708 ¢ 10,585 ] - 128,333
——— 4 B— — - ————1 E - — —
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SCHEDULE VIIX
GAF CORPORATION AND SUBSIDIARIES
(PREDECESSOR COMPANY)
VALUATION AND QUALIFYINB ACCOUNYS
First Quarter Ended April 2, 1988
(DolLars in Thoussnds]
Batance Charged to Balance
January 1, Costs and April 2,
Dascription . 1889 Expenses Deductions 19689
Valuation and Quslifying Accounts Deducted
from Assets to Which They Apply:
Allowance Tor doubtful .ccmt.-loll.---. Btm . 70 | § as7 [l] s 8.701
Allowance for d'.eﬂuﬁt.-.'------uocol--. Blm B40 1]”0 5'”8
Ressrve for {aventory markat valustion.. 6,184 1,656 266 7,853
Yesr Ended December 31, 18988
[Doliars in Thousands)
Balance Charged to Balanca
Jenuary 1, Coxts and Dacembar 31,
Description 1988 Expesnses Osductions 1888
Valuation snd Qualifying Accounte Daductad
from Assete to Which Thay Apply:
At lowence for doubtful ecCOUNtS.anceaveed 4,910 ¢ 1,260 $ 1,382 (a] & 3,888
Al lowance for dilnnuntl.-nuu--.---... 4.380 9.957 7[870 B'm
Rasarve for inventory markst valustion,. 5,273 4,235 9,344 8,164
Yeer Endad Decembsr 3%, 1887
[Dottars in Thousands)
Balancs Charged to Bslanca
Janvary 1, Costs end Decembar 31,
Description 1887 Expensss Osductions Othar (b) 1887
Veluation and Dualifying Accounts Deducted
from Aesates to Which They Applyl _
Allowance for doubtful 8CCOUNtS....cce..$ 4,382 ] 875 s 1,089 (o] 8 142 $ 4,910
Al lowancs far dilcﬂﬂnt’---lunuiuo.no--a- alm le alw - ‘lsm
Rasarve for inventory mscket valuation.., 5,144 2,082 2,043 80 5,873

NOTES: (a) Rapresants srite—offs of uncollectible accounte net of recaveries,
{b) Rapresents reserve sssumed in acquisition of Alksril Chemicats Limited.
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32
"33
34

35
4.1

10.1
10.2

10.3

104

10.5

10.6

EXHIBIT INDEX

Descrigtion .
-&mﬁmcofheommorm and Cenificates of Designation relating
10 the Series A Cumulative Preferred Stock, par value $.01 per share,
(incorporated loE.:!ﬁbitl.l»thnnmy’s
mFomS-l(RemNo. 33-26684)).

—Mﬁawdmdmduﬁm . a8 filed with the Secretary
of Statz of the Swute of Delaware on March 21, 1

~Certificate of Amendment of Certficate of lm?omnn. as fled with the Secretary
of State of the State of Delaware on April 11, 1989.

wamﬁmﬁmnudnm&un.

—Bylaws of the Company.

—Indenture ing G-1 Holdings inc. Subordinated Merger Debentures due 2005,
dated March 29, 1989 (i bymh&hihn(l)(d)(m)bﬁe
Compny’sFanlo-Qh ended April 2, 1989

-wanmmwm

mﬂMmC«p.GAF Cupomwa.GAF
luildm; cmmmmm and Chase

Manhattan Bank,

ageuttouls-dm banks party thereto, dated March 29, 1989 (the “Credit

A t™) (without Exhibits) ( m»m a){4)(v
bmpZn(y%leo-waﬁ:wmmwwll (O™
—Amendment No. ] w0 the Credit Agreement dated as of 1, 1989 aad
mn;emﬂo.Zu&eMWtdwud&M l”O(vmhmn
lmcmls.GAF %mwmmmﬁ

Nendtluudhmh mmn.lm(mwdby m
%'hll;n(l)(l)(l)bthew 10-Q for the Quarter ended April 2,

—7Tax Sharing Whﬁe&mwaﬁn%mﬁem

and each su| thereto, dated March 29 1989 (incorporated
mummu u{nﬁe&npuy‘s h’ll(tmeld:g

—-AnetSde 12, 1990, by and among Chemicals, Alkeril

A T e R S )
udenlmunm'lmw February 12, 1990 between Michae! W.
Kempner and Chemicals w0 Chemicals Trust | (the “Trust ] Agreement™
and as vunee (the “Chemicals 'lhuae" under that cersin Trust Agreement
daed February 12, 1990 between Michael and Alkaril pestaining to
Cbemmls?mnn(the"l'nmllwumm“ iscorporated by reference to
%héol;u(c)(l)wmmmtmtxw event on February 12

A )

—
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Exhivit
10.7
10.8

10.9
10.10

1o.11

10.12
10.13

10.14

] B

—Assignment of ip Interests and
, of Limited

EXHIBIT INDEX

Deseription

—Trust | Agreemen: (incorporated by seference to Exhibit (¢)(2) %0 the Compan:
Fﬂm‘ﬁl-llm(nmuﬁgnmlll&). ) 0 v
—Trust Il Agreemen: (incorporased by seference 10 Exhibit 3) w the Company’s
F::l—-xwgnmnﬂzmlzl&). e

e Ty e Chonscals T Toamac, e Chis 1
Trustee and ESSL-RP, Inc. (“ESSL"™) (imcorporated by referemce %0 Exhibit (¢)(4)
0 the Company’s Form 8-K reporting aa event ea February 12, 1990).

~Coptribution Agreement dated February 1990 among the Chemicals 1
rm.umnmuﬁurunu&g(m reference 10
muxnuuwmum-mu 12,

Ww-awumwu the Parwmer-
N and Alkanrdl (imcorporsted by seference 1o Exhibis 6) 10 the
&my’sm&lmﬁ:gnmumnl?m). N6

—Assumption Agreement dated as of 1990 by and smong Chemicals,
Alknil.theﬂcﬁalsl'l‘un:endﬁe e ll#r-u incorporated by
reference to Exhibit (¢)(7) w the Companys Form 8K an event on
February 12, 1990).

—Assumpti dated as of February 12, 1990 by and amoag the Chemicals
l‘l‘m::.oae i nr;uumrwwu

reference
r@m(c)(s)umwmumnmumu

Amendment 10 the Amended and Restated
Agreement § dmwmu.
dated February 12, 1990 by aad among the Chemicals | Trustee, the Chemicals 1
Trusiee, ESSL, the Chemicals I} Trustee, RP]1 and Holdiags (incorporated by
reference w0 Exhibit (c)(9) o the Company’s Form 8K reporting an evest on
February 12, 1990).

—Comgmoan‘ of Earnings per Commmon Share for the Three Years ended December
3'.' 9.

—Subsidianies of the Company.



