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PART I

ITEM 1. BUSINESS

C-I BOLDINGS

G-I Boldings Inc. [the ‘Registrant’ or 'G-T Boldings'), incorporated under
the laws of ncl:unrc i.n‘ 1988, is a wholly-owned subsidiary of GAF Corporation
('GAP'). G~I Boldings owns all of the issued and outstanding stock of G
Industries Corp. ('G Industries'), which in turn owns all of thn‘i.uned and
outstanding stock of GAF Building Naterials Corporation { GAFBNC) .nd‘cl!'.
ribarglass Corporation (formerly known as GAF Chemicals Corporation) ('GFC’j.
GAPEMC owme all of the i d and outstanding stock of Building Matsrials
Corporation of America ("BMCA'), vhich indirectly owns all of the issued and
outstanding stock of U.5. Intec, Inc. ('USI‘). G-I Boldings has its priscipal
offices at 819 Washington Street, Wilmington, Oelaware 13801, telepbose {302)
429-852S. Rxcept as the cootaxt otherwvise requires, the ‘Company’ refers to G-I
voldings and its subsidiaries aad their predecessors. .

On January 1, 1997, GAP effected a series of :nnsceti.ou lecu-cu.v_nly,
the 'Separation Transactions') isvolving its subsidiariss that r?lult-d in,
ancng otber things, (1) the capital stock of ISP Boldings Inc. {'1s? ln}dinqs )
{(vhose principal assat is approxisatsly 83.5% of the i n and ing
capital stock of International Specialty Products Inc. (°ISP')) being .
distributed to tbe stockholders of GAF, (2) BMCA's glass fiber manufacturing
facilicy in aville, Te ({and certain related assets and liabilities)
being transferred to GFC, and (J) USI becaming a subsidiary of BNCA. In
coonection with the Separation Transactions, GFC entered into a long-term supply
agreement with BMCA pursuant to which GFC wgreed to produce glass fiber for
BXCA. AS a result of the Separation Tramsactions, ISP Boldings and ISP are o
longer direct or indirect subsidiaries of CAF or G-I Holdings, while BNCA and
USI and certain other assets and liabilities, imcluding liabilities for
asbestos-related clajns, remaia part of G-I Boldings and GAF, but are not assets
or liabilities of ISP Holdings. The statistical data regarding the Company
presented herein gives retroactive effect to the Separation Transactions.

The trant intends to suspend its obligation to make filings with the
Securitiss Exchange Commission pursuant to the Securities Bxchange Act of
1934, as amended, promptly after the filing of this Annual Report on Porm 10-X.

RESIDENTIAL ROOFING

BMCA is a leading manuficturer of a complete line of premium residential
roofing products, with residential roofing product sales representing
approximately 65% of the Company's net sales in 1996. BNCA has improved its
sales mix of residential roofing products in recent years by increasing its
enphasis on laninated products which generally are sold at higher prices with
more attractive profit sargins than its stendard strip shingle products. BMCA
believes that it is the largest manufacturer of laminated residential roofing
shingles, and the second largest manufacturer of standard shingles, in the
United States. (Statesents costained herwin as to BNCA's competitive position
are based on industry information which the Company bslieves to be reliablej.

BHCA produces two principal lines of roofing shingles, the
Timberline (Registered) seriss and the Sovereign{Registered) series, as well ss
certain specialty shingles for regional markets.

The Tinberline(Registered) Series. The Timberline(Registered) Series
offers a premium laminated product line that adds dramatic shadov lines and
substantially improves the appearance of a roof. The series includes the GAF
Timberline(Registered) 25 Natural Shadow(Trademark) shingle, a mid-weight
laninated shingle which serves as an tc trad p for s, with a
25-ymar limited warranty; the Timberline(Registered) Natural Shadow(Trademark)
shingle, with a J0-year limited wvarranty, offering a woodshake appearance,
enhanced visual depth and contrast simulating shadows and superior fire
resistance and durability; and the Timberline Ultra(Registered) Natural
Shadow(Trademark} shingle, with s 40-year limited warranty, a super heavyweight
laminated shingle with the fame design features as the Timberline(Registered)
Natural Shadow(Trademark) shingle, together with added durability.

The Sovereign{Registered) Scries. The Sovereign(Registered) Series
includes the standard 3-tab Sentinel(Registered) shingle with a 20.year limited
wvarranty; the Royal Sovereiqn(Registered} shingle, a heavier 3-tab shingle with
a 25~year limited warranty, designed to capitalize on the middle market for
quality shingles; and the Marquis(Registered) shingle, a super heavyweight 3-tab
shingle with a 30-year limited warranty.
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Specialty Shingles. BMCA's specialty asphalt shingles imclude:
Slltllln.(m{ltlrd) shingles oftering the of slate, labor saviags
ia installation because of their larger size and a 30-yssr limited warranty;

S henge (Regis d) shingles offering a unigue strip shingle appsarance and a
25-year limited varranty; bubl-Coverage{legistered) Tite-On(Registersd) shinglies
offering a dasign fsature that esables the shingles to lock together to form r:d
double layer roof, asd a 25-ysar limited warranty; the Grand Saquoia(Registered)
sbingle, a premier architectural skimgle with s $0-year varrancy; asd the

rloridian(Registered) shingle, s uaique é-tad shingle that offers a dimensional

look vith a 25-year limited warranty.

tumRoof (Registared) Compoaant, Roofing System. In addition to shingles,
m:{x:p.u-num_, y to install a oomplets rucfiag system.
BNCA's Sy £ {Ragl d) begins with Westhar Watch(Ragistared) ice and
water barrier uadarlayment for esves, valleys and flashings to t vater
mpmmmldoelmthéni.lcluuwbyle‘ d-ups. BNCA's
SystemRoof (Registared) also includes Shingle-liate(Megistarad) glass reiaforced
underlayment, Timbertex(Registered);- Ridgetsx(Tradamark) sad
Slateline(Registerad) Bip and Ridge shingles which are significantly thicker and
larger than standard hip and ridge shingles end provide dramatic sccents to the
slopes and planes of & roof and the Cobra{Registersd) Ridge Vent which provides
attic ventilation.

On March 14, 1997, BNCA 3cquired the assets of the Leatherback Industries
division of Bollinee Corporation, wirich is engaged in the manufacture and sale
of asphalt-satursted roofiag felts and other falt and construction paper

products. .

COMMERCIAL ROOFIRG

BMCA manufactures a full line of modified bitumen products, asphalt
built-up roofing and roofing accessaries for use in the application of
conmercial roofing. Cosmercial roofing represented approximately 348 of the
Company's net sales in 19%6. Approximmtely 70% of commarcial roofing industry
membrane unit sales utilize asphalt &puilt-up roofing and modified bitumen
products, of which BNCA es. The Compasy believes that it is the
second 1..?.’2 manufactarer of asphglt built-up roofing products and the largest
manufacturer of sndified bitusen products in the United States.

BNCA sanufasctures glass sssbranes under the trademark GAPGLAS(Registered)
which are sade from asphalt impregnatsd glass fiber mat for uss ss s component
io aaphalt built-up roofing systems. Moet of BMCA's GAFGLAS (Registered) products
are assembled on the roof by applying successive layers of roofing sambrene with
asphalt and topped, in some applications, with gravel. Tharmal iasulation may be
applied beneath the mesbrane. BNCA almo manufactures base sheets, flashings and
other roofing accassories for use in these systems and parlite roofing
insulation products, which coasist of low thermal ilnsulatiom that ls imstalled
as part of a comparcial roofing application belov the roofing membrace. In
addition, BMCA sells isocyanurata foam as roofing imsulation, packaged asphalt
and accessories, such as vent stacks, roof insulation fasteners, cements and

coating.

Modified bitumen products are sold under the Ruberoid(Registered) tradesmark
by BNCA and under the Brai(Registered) trademark by USI and are used primarily
in re-roofing applications. thess products cousist of a roofing mesbrane
utilizing polymer-sodified sspbalt, which strengthens and increases flexibility
and Is reinforced with a polyester non-woven mst or a glaes mat. Modified
bitunen gystems provids high strength characteristics, such as weatherability,
water resistance, and labor cost savings due to ease of application.
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RARKETING AND SALRS

BNCA has one of the industry's, i-rqalt sales forces, which is supported by
4 staff of technical professionals #hio work directly with architects, genaral
contractors and owner/builders. BNCAjmarkets its roofing products through its
own sales force of approximately 12§ experienced full-time amployees operating
from five regionsl sales offices locdted across tha United States. USI markets
its roofing products through approximately 50 experienced full-time employees
and independ sales rep ives. A major portion of BMCA's ruofing product
sales are to wholessle distributors who resell BMCA's products to roofing
contractors and retailers. The Coapiny believes that the wholesale distribution
channel offers the most attractive margins of all roofing market distribution
channels and represents the principal distribution channel for professionally
installed asphalt rocfing products. AMCA believes that itz nationwide coverage
has contributed to its roofing prodgcts being awong the most recognized and

requested brands in the industry., .
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Wo single customer -ecount-.d for 10% or more of the Company's 1996 sales,
except for American Builders and Contractors Supplies Co., Inc., which accounted
for approximately 11}% of such sales.

RAM MATERIALS

The major rav materials requirsd for the manufacture of BMCA roofing
products are asphalt, mineral stabilizer, glass fiber, glass fiber mat and
granules. Asphalt and mineral stabilirer ars available from e large number ot'
suppliers and BNCA curreatly has contracts with seversl of these suppliers, with
othars available as substitutes. Prices of most rav materials have been
relatively stable, rising moderately with geaeral industrial prices, while the
price of asphalt tends to move is step with the price of crude oil.

Five of BMCA's roofing plants bave sasy sccess to dedp water ports thereby
permitting delivery of aspbalt by ship, the most economical means of transport.
BNCA's Chester, South Carolins plant sanufsctures glass fibar mat substrate.
BNCA currently parchasss supplies of raw matarials at donable . al
there can be no assuraace that it will continue to 30 50. BMCA purchasss froo an
affiliate, ISP, substantially all its requirements for colored roofing gumﬂ_.u
(except for the requirements of its California roofing plant which are supplied
by a third party) under a supply coltract that wvas rensved for one year
effective January 1, 1997 and is subject to annual mml: unless terminated by
BNCA or ISP. In addition, in December 1995, UEI commanced purchasing
substantially all of its requirements for colored roofing grasules froa ISP
(except for the requirements of its Stockton, California and Corvallis, Oregon
plants which are supplied by & third party) pursuant to a supply contract. As
part of the Separstion Transactions, ENCA transferred to GFC {ts Rashville,
Tennessee facility, which manufactures a significant portion of BNCA's glass
fiber requirements, and entered into a supply contract with GFC under which GFC
produces glass fiber for BNCA. :

SEASONAL VARIATTORS AND WORKIRG CAPITAL

Sales of roofing products in the morthern regions of the United States
generally decline during the winter hs due to adverse- h conditions.
Generally, ‘s inventory practice includes incresasing inventory levels in the
first and the second quarter in order to meet peak season demand (June through
Novenber). :

WARRANTY CLAINS

BNMCA provides certain limited warranties covering mast of its residential
roofing products far periods ranging from 20 to 40 years. Although terms of
warranties vary, ENCA believes that its warranties generally are consistent with
those offered by its cowpetitors. BMCA also orfers limited warranwies and
guarantees of varying duration on ita commercial roofing products. The Company
currently believes that the reserves established for estimated probable future
warranty clains are adeguate.

COMPETITION
[

The roofing products industry is highly competitive and includes a number
of national competitors, which in the residential roofing market are
Owens-Corning, Elcor and Celotex, and in the commercial roofing sarket are
Schuller International, Celotex, Firestone and Carlisle. In addition, there are
numsrous regional competitors. .

Competition is based largely upon products and service quality,
distribution capability, price and credit- terms. BMCA believes that it is well
positioned in the marketplace as a result of its broad product lines in both the
residential and commercial markets, consistently high product guality, strong
sales force and national distribution capsbilities. As a result of the growth in
demand for premium laminated shingles, a wumber of roofing manufacturers,
including BMCA, have increasad their laminated shingle pruoduction capacity in
recent years and, accordingly, BNCA expects increased competition in this area.

r

RESEARCH AND DEVELOPMENT . .

BMCA's research and development activities are focused primarily on the
development of new products, process improveaents and the testing of alternative
raw materials and supplies. BNCA's research and development activities,
dedicated to residentisl, commercial and fiberglass products, are located at
technical centers at Wayne, Rew Jersey, hville, T and Port Arthur,
Texas. BNCA's research and development expenditures were approximately $2.5
million, $3.1 million and $4.5 million in, 1994, 1995 and 1996, respectively.
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PATENTS AND TRADEMARKS

BMCA owns approximately 73 domestic and 79 foreign patents and owns or
licenses approximately 138 domestic and 44 foreign trademark registrations.
While BNCA believes the patent protection covering certain of its products to be
‘material to those products, such patents are not of material significance to the
overall roofing-related business of BMCA.

BMCA believes that the duration of the existing patents and patent licenses
is satisfactory.

crc

The business of GFC consists of {1) operating a glass fiber manufacturing
facility in Nashville, Tennassee, which was transferred to GPC as part of the
Separation Transactions, and (2) owning an interest in a partaership (the
‘Surfactants Partnership’) which operstes, among other businesses, GFC's former
surfactants chemicals business. See Note 3 to Consolidated Financial Statements.

ENVIRONMENTAL COMNPLIANCE .

Since 1970, a wide variety of federal, state and local environmental laws
and regulations relating to environmental matters (the "Regulations®) have been
adopicd and amended. By reason of the naturs of the operations of the Company
and its predecessor and certain of the substances that are or have been used,
produced or discharged at their plants or at other locations, the Company is
atfected by the Regulations. The Company has made capital expenditures averaging
approximately $500,000 during each of the last three years in order to comply
with the Regulations (which expenditures are included in additions to property,
plant and equipment) and anticipates that aggregate capital expanditures
ralating to environmental compliance in each of 1997 and 1998 will be
approximately 36}0,000.

The Regulations deal with air and water eaissions or discharges into the
environment, as well as the generation, storage, treatment, transportation and
disposal of solid and hazardous waste, and the remediation of any releases of
hazardous substances and materials to the environment. The Company believes that
its manufacturing facilities comply in all material respects with applicable
Regulations, and, while it cannot predict whether more burdensome requirements
will be adopted in the future, it believes that any potential liability for
compliance with the Regulations will not materially affect its business,
liquidity or financial position.

The Company believes that its manufacturing facilities are being operated
in conpliance in 8ll material respects with applicable eavircnmental, health and
safety laws and regulations, but cannot predict whether more burdenscme
requirements will be imposed by governmental authorities in the future.

EMPLOYEES i

G-I Holdings has no employees other than its officers.

At December 31, 1996, the Company employed approximately 2,800 people
worldwide, approximately 1,000 of wh;._gh were subject to 15 union contracts. The
contracts are effective for four-year: periods. During 1996, five labor contracts
expired and were renegotiated. The Cowmpany expects to renegotiate five labor
contracts during 1997. The Company believes that its relations with its
employees and their unions are satisfactory.

ITEM 2. PROPERTIES

The corporate headquarters and principal research and develapment
laboratories of BMCA are located at a l00-acre canpus-like office and research
park owned by a subsidiary of ISP at 1361 Alps Road, Wayne, New Jersey 07470.
The premises are subject to a first mortgage.

The principal real properties either owned by, or leased to, the Company or
its sobsidiaries are described below. Unless otherwise indicated, the properties
are owned in fee. In addition to the principal facilities listed below, the
Company maintains sales offices and Garehouses, substantially all of which are
in leased premises under relatively s‘hcrt-tem leases.

G-I Holdings does not directly on or lease any real property.
&
» ‘
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LOCATION FACILITY
Alabama
Mobile..ceeocecoceenn . Plant, Warehouse~*
Arizona .
Chandler.......cceveu. Warehouse*
California
FOnNtana....-.s-ccosa ... Plant, Sales Office

Hollister..ceesceceass
ONtario....ceccecceves
Stockton.....cecccennn
Florida
Tampa..-..---. cerecens
Georgia
MONYXO€,cceceeevss sesaas
Savannah...-c.eeceaaa-
Indiana
Mount Vernom..........
Illinois
Naperville............
Kentucky
Florence.....ecveeeseos
Maryland w”
Baltimore......... ceaa
Massachusetts
Millis........ ceeaenen
Minnesota
Minneapolis.......ce..
New Jersey
Branchburg.....c.cece.
North Branch..........
North Brunswick.......
WayNe..cceoceececssnns

New Mexico
Albuquerque....... eeoe
Ohio
Wadsworth.......... e
Oregon
Corvallis.............
Pennsylvania
Eri€ececsccecsccaccnns
Wind Gap......... e
South Carolina
Chester..... ceerreneas
Tennessee
Nashville.............

Texas
Fannett.......cec0uune

Houston......ceecuecean
Port Arthur......... .-

* Leased Property

Plant, Plantw

Plant, Sales Office
Plant, Plant*, Warehouse*
Plant, Sales Office*

Plant, Warehouse*
Plant, Sales Office

Plant, Sales office
Sales Officet

Plant

Plant, Warehouse*
Plant, Sales Office
Plant, Sales Office,
Warehouse*

Plant

Sales Office*, Warehouse*
Beadquarters*, Corporate Administrative Offices+,

Research Center*

Plant

Plant*, Warehouse* Warehouse*
Plant

Plant, sales Office, Warehouse*
Plant

Plant

Plant, Research Center

Plant

Plant, Sales Office, Warehouse*
Warehouse

Plant, Warehouse, Warehouse*

Plant, Warehouse, Office



The Company believes that its plants and facilities, which are of varying
ages and are of diffarent coastructios types, have bean satisfactorily .
oaintained, are in good coaditica, are suitable for their respactive opexations
asd generally provide sufficient capacity to oeet productioa reguiresests. “::d
plant bas sdeguats transportatios facilities for hoth raw matarisls and :m-“ T
products. 1n 1996, tbe Cospsny made capital expesditures in the smoust of $26.

million relatimg to plast, property aad equipssnt.
ITEM J. LEGAL PROCEEDINGS

ztl Injury Claims. As af Decembar 31, 19%, GAP had basa nasad as &
sppeusinataly 59,400 peadisg laswuits iwvelvimy allsged
hj&r'di:‘- . J&mumt&-('ﬁm').
pproxima 32,100 of the pendisg Jawsuits were 1iminarily snjolned from
;Mﬂﬁwewmrnum-::dnmmﬁn-e
desaribed below. 3

; .

The resarves of GAP and G-1 Soldings for asbestos bodily in alaims, as
of December 31, 1996, ware approximataly $333.8 million (bafore tad
fsa from do liebility imsarance policise of

preasant value of 4 3 .
approximately $190.5 millios ss dsscrided below and related defecred tax
besafits of approximately $51.7 millics). Certaia components of the
ashestos-relatsd liability and the related imsursace recoveries have been
reflected oo & discountsd baais in the Company's £i jial st See Note
1 to Comsolidated Pinancisl Iut-!u snd ‘Inswrance Matters.’

m.u—uofmuuquhmmhhmdumm
deseribed balow basomisg effective and on-asswiptions which relste, amoag Other
hoad the

The a cost of resolving pending and future Asbastos Claiss is
difficult to ‘astimate. Bowever, basid upon the exparieace of the Canter for
Claims Resclaotioa (the 'CCR’), a sog-profit organization of ashestos defendant

including GAF, in settling approximatsly 206,600 casas sisce its
creation in 1988, GAF's rwcent average settlemmnt costs, asd the impact of the
Ssttlement if it becomss effactive, {GAP believes that its resexves, batfore

discouating, togethar with anticipated avallable inswrasce procesds, will be
sufficisat to satisfy all pendiag Asbestos Claims and al) claims anticipated to
be rescolved during the tec-year period af the EsttlIemsat described below. There
can be SO asssramces, however, that the assumptions referred to adbofe ars
carrect.

On January 15, 1993, tha mmsbars of the CCR emtared isto the Settlament to
resolve all future Asbestos Claime (other thas claims of those persons who
‘opted out’ of the class) against GAF and other msmbwrs of the CCR. The class
action was filed with the United States District Court ia Philadelphia. The
Settlement, if effective, would operate to limit QGAP's liability for fytore
Asbestos Claime to persons who do not ‘Opt out’ Of the Settlemeat by placing a
dollar limit on awards to such persons and a limit on the smsber of claims that
vill be paid to such persons in any one year and over the first tan ysars of the
Settlement. Certain mmmbers of the ¢lass filed cbjectioms to the Settlsmsat. Of
the approximataly 86,000 ‘opt-out’ requests, approximatsly. 33,000 bave resulted

- in legal claims, with no claime having beea filed with regard to the rsmaining
51,000 ‘opt-cuts.' With respect to: 31,000 clalas, apyroximatsly 23,000 bave
already been resclved in the tory systes, with approximately 10,000, wvhich are
included in the pending lawsuita“rsferred to above, still pending. On Aogust 16,
1994, the District Court approwed the Settlament, holding that the tarms of the
Settlemant are fair to the Class as a vhole, certified tha class and eatered a
preliminary injunction enjoiming clhas members from pursuing ashestos claims
against GAP and other mambers of the CCR except ia accordance with the
Ssttlement. On May 10, 1996, the United States Cowrt of Appeals for the Third
Circuit (the ‘Third Circuit') issued an opinion, concluding that the Class vas
oot certifisble, thus reversing the'decision of the District Court. On November
1, 1996, the United States Supreme foUrt granted GAP's petitiom for a writ of
certiorari sad agreed to hear GAP's)appesl of the Third Circuit‘'s decision. The
sppeal was beard on Pebruary 18, 1997. GAP coatimues to believe the Settlement
should ultinstely be upheld on sppspl, although there can be no assurance in
this regard. .

The Settlesent prescribes that: all claims submitted to the CCR must provide

evidesce (1) that the exposed persch had occupationally-reslated expasure to
asbestos or an asb taining t manvfactured or suvpplisd by the CCR

defendants, and (2) that the expo: person meets certain prescribed sedical
eriteria. The




CCR will thes evsluste the information to determine vbether the claimant
satisfies the exposure and medical criteria of the Compenssble

Categuries prescribed in the Settlement. Each claimant vbose clais qualifies for
compensation will receive from the CCR a good faith offer to resclve the claim,
generally withis several months after ths claim is suimittad. Disputes between
the claisant and the CCA with respect to whether a claim mmets the asbestos
exposure or medical requiresents for campensstion will be resolved by .
independent, neutral arbitrators or sedical experts. Io the event s claimant's
claim is denjed, the claimant may subsequently resubait the claim for furtber
consideration. Payments to claimants are to be made accordiag to 2 prescribed
range of psyment values, which set a minisns and maximus conpessatica value, and
a middle range, according to the disease with wvhich the claimsnt is .
The Settlemmat also sets & maxisus number of claims is each Compensadle Nedical

Category that may be compensated in sach year, which maxisus case flow numbers
regulate ouly the timing of when claims will be paid, and mot the total nusber
of claims that may qualify for payment.

It is anticipated that substantially all of the paynents in comnection with
the liability of GAF and G-I Boldings relating to Asbestos Claims will be made
by the end of the year 2004. While GAF is usable to estimate the amount of
1iability with respect to claims to be resclved after such period, it balisves
that it will resolve, prior to that time, substantially all ths court cases
currently pending sgainst GAF, and that it vill further resolve substantially
all tbe claims filed undar the Settlement on a relatively curreat basis, so that
the number of claims pending against GAF at the end of such period will be
substantially diminished from current levels. As & result of these and other
factors, GAF and G-I Boldings believe that the resolution of any clains after
such period will not, individually or in the aggregats, bave a matarial adverse
effect on their respective fisancial positions, ligquidity or results of
operations.

GAF and G-I Boldinge balisus that.thair reserves, which reflect the
discounting of & partion of the liabllities, sdequataly reflect tbhair actual
asbestos-related liabilities. Although any opinion is necessarily judgmental and
must be based on information currently known, it is the opision of GAF and G-I
Holdings, on the assumptions referred to above and thair analysis of their
future bus ss, financial prospects and cash flows, that asbestos-relatsd
bodily injury claims will not, isdividually or is the aggregate, bave a
waterially adverse effect on ths respective financial ruiuou, 1iquidity or
results of operations of GAF and G-I Boldings, aftar giving effect to the
aforemsnt ionsd reserves, and will not impair the ability of GAr or G-I Boldings
to peet its respective cbligations, to reinvest in its respective businesses or

to grow.

In.the event that the Third Circuit's decision is ot reversed and the
Settlemsat is wot upbeld, or ths conditions to the effectiveness of the
Settlement are pot satisfied (see '—Insurance Nattars'), GAF and G-I Boldings
could be required to increase their estimates of asbestos-related lisbilities
and adjust aay relatad discocats. It is mot currestly possible to estisate the
range or amount of such possible additiomal 1iability.

Asbestos-in-Building Claims. GAF has also been d es a co-defendant in
asbestos-in-buildings for ic and property d ge or other injuries
based upon an slleged present or future need to ramcve asbestos containing
materials from public and private buildiags {'building Claime'). Since these
actions were first initiated 14 years ago, GAF has not only successfully
disposed of approximately 141 such cases at an sversge disposition cost
(including cases disposed of at no cost to GAF) of approximately $16,000 per
case {all of which have been paid by insurance under reservation of rights), but
is a co-defendant in only 7 remaining lawsuits. Ses '—Insurance Matters.'

Insurance Matters. GAP and G-I Beoldings had available, as of December 31,
1996, to pay asbestos-related bodily injury clains aggregats insurance coverage
of $5202.7 million, before discounting certain coverage, (which amount was used
in the reserve calculation referred to in ‘Bodily Injury Claims' and is reduced
as asbestos-related liabilities are satiafied), $13.2 willion of which is the
subject of negotistions with various insurwrs and/or ths Bettlesent Coverage

Action described below, and which $13.2 million of coversge GAP believes vill be
avsilable to it either by aqgreesent with its insurance carriers or, it
necessary, by legal action. In addition to the $202.7 million of insurance
referrad to above, GAF and G-I Roldings have $57.2 million of additional
insurance which may be available to pay a portion of the Asbestos Claims, which
has not been included in the reserve calculations.

Concurrently with the filing of the class action complaint relatiog to the
Settlemant, the members of the CCR filed s third-party action with the United
States District Court in Philadelphis against certain product liability insurers
whose policies will or may be called upon to rempond to asbestos-related bodily
injury claims,




including claims to be resclved under the Settlement (the 'Sattlement Coverage
Mction'). Tha third-party cosplaint seeks & declarstary judgment os bahalf of
certain CCR members, including GAP, against various third-party defendast
product liability losurers to the effect that thosa insurers are obligated to
provide coverage for Asbestos Claims, including claims subject to the
Settlement. Ths insurers vbo are defendants in GAF's third-party complaist are:
Atlanta Intsrnatiopal, Rmployers Matual, lLaxiagtos (domsstic coverage),
worthbroock, Laxiagton (losdom coverage), Commercial Upiom, and wvericas Losdoo
Markst Insurers. The imsurance carrier third-party defesdants have raised
various defenses to tbe Settlement Coverage Actioa, iocluding the impropriety of
the Settlement without prior aotice to the carriers, tbe potestial wviclatios of
various conditiocas and obligatioans of:the & 3 wader their policies, aad the
inappropristeness of the sheres allocated to the CCR members.

The CCR mambars, including GAF, and certais products lisbility insurers
{other than those refexTed to abowe) which have agresd is writisg to fulfill
their obligations to provide covarage with respect to Asbestns Claims, bhave
joined in an altermats disputs resoldtion procesdisg (‘'ADR‘), vhich seaks &
detarainstion similar to that scught in the Settlemeat Coverage Action. The ADR
insurers have raised certain dafesses, and no hearing dats is curreatly
scheduled. GAF's imsurers in the ADR are ITT-Sartford, Royal Insurance asd the
London Markst Iasurers. The ADR isvolves $40.3 millios of the $202.7 millioa of
coverage (and $2.8 million of the additioaal coverage) described abowve. A
favorable resolution of the Settlement Coverage Action and the APR is &
condition to the effectivesess of the Settleseat.

In October 1993, GAF filed a lavsuit in Los Asgeles, California Superior
Court sgainst its pest issurasce carriers to obtain & judicial detaraination
that such carriers were cbligated to defead and indemmify it for Building
Claims. GAP is sseking declaratory rwlief as well ss comp y dzmag
action is preseatly is the pre-trial pleading stage. The partias have agresd to
hold this actica in abeyamce until s¥ch time aa they ars bettsr able to ewsluate
developmants as tbhey may occur it the Building Claims. Becauss such litigation
is in early atages and evideace and ;}aterpnuuou of importast legal guastions
ﬁ:i presently unavailable, it is not-possible to predict the future of such

gation. .

In all «c Building Claine, GAP's dafense costs have bees paid by one of

its primary carriers. Waile GAPF sxpects that such primary carrier will continue

to defend and indemnify CAF, such primary carrier haz reserved its rights to
later refuse to defend acd indemnify GAF and to seek reimbursemsnt for sowe or
all of the fees paid to defend and remolve the Building Claims. GAF believes
that it will be able to resolve such cases for amounts within the total
indamnicy obligations available from such primary carrier. GAF furthar beslisves
that it would prevail if the carrier's claimn for reimbursemsnt of fees paid to
datsnd and resclve thess cases were detsrmined by a court. =

ENVIROWMENTAL LITIGATION

The Company, together with other companies, is & party to & variety of
proceedings and lewsuits iavolving envwi tal {'Bovl al
Claims ‘') under the Comp ive Envi al P Comp ion and
Liability Act ("CERCLA') and similar state laws, in wbich recovery is sought for
the cost of cleanup of contamivated sites, a number of which are in the early
stages or have been dormant for protracted periods.

The Company estimates that its liability in respect of all Environmental
Claims and vertain eanvironmental compliance sxpenses, as of December 31, 199§,
will be approximately $13.3 million, before Lnsurance recoveries reflected on

.its balance sheet (discuased balow) of $6.3 million {'estimated recoveries‘'}. In

the opinion of managemsnt, the rasol\ition of such matters should not be material
to the business, liquidity, results of operations, cash flows or finascial
pasition of the Coampany. Bowever, adyerse decisions or svents, particularly as
to the liability and the financial responsibility of tbe Coampany's insurers and
of other parties involved at each site and their insurers, could cause the
Company to increase its estimate of its liability ia respect of such matters. It
ﬁ r:;hcurmtly poasible to estimats the amount or range of any additional
& Ly.

After considering the ralevant lagal issues and other pertinent factors,
the Company believes that it will receive the estimated recoveries and it may
receive amounts substantially in excess thereof. The Campany believes it is
entitled to substantially full defense and ind ity und its insurance
policies for wost Environmental Claims, although the Coapany's insurers have not
l{!:.-l"d s legal obligation under the policies to provide indemnity for such
claims.
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The sstimated recoveries are based in part upon interim agreesents with
certain insurers. The Company terminated these agreessnts in 1995, aad on March
8, 1995 GAF commenced litigation on behalf of it and its subsidiaries in the
United States District Court for ths District o' New Jersey sesking amounts
substantially in excess of the estimated rscoveries. While the Campany believes
that its claims are meritorious, there can be no assurance that the Company will
prevail in its efforts to obtain amounts aqual to, or in excess of, the

estimated recoveries.

OTHER LITIGATION

Oa March 19, 1993, G-I Boldings and a newly formsd subsidiary of G-I
Boldings entered into an agreement to acquire the roofing manufacturing busicess
of Georgia-Pacific Corporation {'G-P'), including six roofing manufacturing

facilities, which was later terminated by G-I Boldings and such subsidiary. On
July 23, 1993, G-P commenced an action, in the United States District Court for
the Southern District of New York, alleging that G-I Boldings and such
subsidiary did not have the right to tarminate the agresmesnt and seeking
unspecified damages. The Company belisved that the complaint was without merit
and counterclaimed for breach of contract. Pollowing completion of a jury trial
in PFebruary 1997, tha jury determined that neither G-I Holdings, its subsidiary
nor G-P would have any liability as a result of the teraination of the
agroessnt. G-P has filed for a judgment in its favor notwithstanding the verdict

or, in the altarnative, for a new trial.

Litigation is pending betwees BMCA and Elk Corporation of Dallas (‘Elk') inm
the United States District Court for the Northern District of Texas relating to
certain aspects of BMCA's laninated shingles, which Elk claims infringe design
and utility patents recently issued to it, as well as certain proprietary
aspects of its shingles. Elk seeks injunctive relief, damages and attorneys'
fees. BMCA has gpdad for a declaration that Elk's patents are invalid and
unenforceable #nd that BMCA's shingles do not infringe any of Elk's rights, and
has sought money damages for Elk's unfair competition and certain federal
statutory violations. BMCA believes that Blk's patents are invalid and
unenforceable, that its shingles do not infringe any of Elk's rights and that it
will prevail in obtaining the requested declaratory relief and mopey damages.

On or about April 29, 1996, an action was commenced in the Circuit Court of
Mobile County, Alabama against GAPBMC on behalf of a purported nationwide class
af purchasers of, or current owners of, buildings with asphaltshingles
manufactured by GAPBMC since January 1979. The action alleges, among other
things, that such shingles ware defective and seeks unspecified damages on
behalf of the purported class. On August 30, 1996, an action was commenced in
Johnson County, Texas, against GAF, GAFBMC and BMCA on beshalf of a purported
statevide class of purchasers of laminated organic ghingles, which GAF ceased
manufacturing in 1981. The Company has removed this action to the United States
District Court for the Northern District of Texas, and the plaintiffs have
sought to dismiss this action or, in the alternative, to remand the case to
state court. The action alleges, among other things, that the shingles were
defective and seeks unspecified damages on behalf of the purported class. On or
about January 7, 1997, an action was commenced in the Superior Court of New
Jersey, Middlesex County against GAPBNC on bshalf of a purported nationvide
class of owners of buildings with shingles manufactured by GAFBNC who allegedly
have suffered daasges since January 1991. The action alleges, among other
things, that such shingles were defective and seeks unspecified damages on
behalf of the purported class. Plaintiffs have not moved for class certification
in any of these actions.

On August 14, 1996, an action was commenced in Pointe Coupee Parish,
Louisiana, against GAF and GAFBMC on behalf of a purported nationwide class of
those who own or did own single family residences on which GAF
Timberline(Registered} shingles were installed. The Company was not served or
otherwise notified of the action until November 1996. Without any notice to the
Company, in August 13936, the court in Pointe Coupee conditionally certified the
nationwide class, reserving the right to decertify the class or otherwise modify
its order. The Company intends to appeal the state court's conditional class
certification. The action alleges that the shingles were defective and seeks an
unspecified amount of compensatory and punitive damages on behalf of the

purported class. e

The Company does not believe certification of a class is warranted in any
of these actions, and intends to vigorously oppose them.

9



The Company believes that the ultimate disposition of the cases described
above under ‘Environmental Litigation,' ‘'Asbestos-in-Building Claims' and ‘'Other
Litigation' will not, individually or in the aggregate, have a material adverse
effect on the Company's liquidity, financial position or results of operationms.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY BOLDERS

Not applicable.
PART II

ITEM S. MARKET FOR REGISTRANT'S Cﬂﬂbp EQUITY AND RELATED MATTERS
]
There is no trading market for the Registrant's common stock. All of the
Registrant's Common Stock is held by GAF Corporation.

ITEM 6. SELECTED FINANCIAL DATA H

See Page F-6. 3

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS '

See Page F-2. 5y

RN
ITEM 8. FINANCIAL SI;TEHBNTS AND SUPPLEMENTARY DATA
. _
See Index on Page F-1 and Financial Statements and Supplementary Data on
Pages F-7 to F-28B. .

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE .

None.

10
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PART 11l
1TEM 10. DIRECTORS ARD EXECUTIVE OPFICERS OF TER RECISTRANT

The following table ssts forth the sams, sgm, positise acd other
intormstion with respesct to the directors and eascutive officers of G-l
¥oldings. Each person listad bsiow is & citizes ef the United States.

PRINCIPAL OCCUPATION

PRESEWT
NAME AND POSITION NELD(}) AGE AND FIVE-YEAR ENPLOYNEWT BISTORY

Samnal J. BOYDAS.cvsecscrece--cc SB Nr. Suymen has Desa s director ssd
Director, Casirman snd Chief cninn and Chiaf mh:.:umr of
Executive Officer W sioce mt 1908,

d.m Chalrmas of WACA simce its
formation aad Chief hcut.lv- otficer
of MNCA mince June 1996. Be bas sarved
as & directer amd Chairmss sad Chief
Exacutive o!u’ of ISP since ita
formmtios is Nay 1991 and Chairsan and
Chaief Dxpcutive Officer of GAYENC since
May 19%4. nr. Ssyman has held the sams
oftices with GAF and omrtais of its
subeldiaries since April 1989, prior to
which he held the same pauulna wich

CAF's (the °
y') € . l!l) to April
19983, Rz, Il'y-n has besa & director of
USI sisce Octobar 1395, and 8 Directar,
Chairman and Chisf Tamcutive Officer of
ISP Soldisgs simca its forwstioa. ®e is
‘ slso the Chisf Exacstive Officar,

Massger and Geastal Parther of s aumber
of clossly held real estate developzent
mies nd pn-mnup- vh?u X

sl rea
eltuu nd a portfolio of publicly

traded securities.

Sunil KUMBL..cicrenscccenvsesaes 47  Nr. Kumsr bas bess the Prasident, Chief
'“'“‘?""’ Chief Oparating Opsrating Officer amd s director of
otfie WICA since July 1996, March 1998 and
Hay 199§, m;nly. Se way
President, isl Roofing Products
Division, and Vice rmu-m of BCA
from Pebruary 1995 to March 1996, Be
has been Chairman of USI aincx l\neh
1996 snd & director of USI sizes
October 193S. Prom 1992 to Pebruary
1995, he vas Bwecotive Vice President
of Bridgestone/Pirestose Inc., a retail
distributor and manufacturer of tires
and provider of automobile services.
rrom 1382 to 19%0, Nr. Kumar vas
President of Pirestone Building
Products Coupiny, snd from 1930 to 1992
be was Viee President of Bridgestons/
Firastone.

Car) R. Bokardt..oeoocvna.. veers 66 NMx. Eckardt has been Executive Vice
Executive Vice pPresident President of G-I ¥oldings since March
199) and of ISP Moldings since its
tformatian. Ne has been Vice Chairssn of
GAF since Wovesber 1996, a director of
GAF since April 1987 and & director of
I8P since its formation. Me vea
Exscutive Vice President of GA? froe
April 1989 to Moveaber 1996 and held
the same position with the Predecessor
Company from January 1987 to April
130%. Be was President and Chief
Operating Ofticer of ISP from January
1994 20 1996 and ive
Vice President of ISP [rom its
tormation to January 1994 and has
seIrved as such sincm Noveaber 1396, Mr.
leklm vas mnanz ot Gre uul the

rr ‘s
division {rom 1985 to 1907, l!r. Zckardt
was Senior Vice President Morldwide
Chamicals snd Senior vice President
international Chemicals of the
Predecessor Company fros 1992 to 1385
snd 1901 to 1902, respectively, Wr,
Eckarot joined the Predecessor Company
in 1924,




MAME AND POSITION BELD(1) AGE

PRESENT PRINCIPAL OCCUPATION
AND FIVE-YEAR ERPLONIERT NISTORY

James P. ROGETB..ccoccecvsnacces §6
Zxecutive Vice President and
Chief Financial Officer

Richard A. Welnberg......c.ceeee 37
Senior Vice President and
General Counsel

v

Louis S. Coldberg......... cesess 60
Senior Vice President,
Corporate Humano Resources

Nr. Rogers bas bees Executive Vice
President and Chisf Fimaacial Officer
of GAY, G-I Boldings, ISP Boldings and
cartain of their respective
subsidiaries and Exscutive vVice
Presidest<Fisance of ISP since December
1996, a director of BMCA aince its
formation and Exsecutive Vvice Prasident
of BNCA since Deacember 1996. Ba wvas
Seniar vice Presidant of such
corporations from m 1993 to
Decambar 19%¢ and of BNCA fram its
£ ion to ber 1996. Wr. Rogers
has besn a director and Seailor vics
rtu“lnt of USI since October 199S.

vas T of BMCA from
1u formatios uatil Decamber 199¢. Nr.
2ogers bas sarved as Treasurer of G-I
lold.l.:n.,r GAP and certain of its
subs i iss since march 1992 end wvas
Vice President-Fimance of such
corporaticss from March 1992 to October
1993. Fram August 1987 to March 1992,
Nr. Rogers wvas Treasurwr of Ampheaol
Corporation, a sanufacturer of
slectronic connectors.

Mr. MWeinberg has been Senlar Vies
Presidest and Genaral Couasel of GAF,
G-I Boldings, ISP and cartais of their
respective subsidiaries since May 1996
and of ISP Boldings aince its
farsation. Nr. Weinberg bas besn EBenior
Vice President and Cenaral Counsel of
BNCA since Nay 19%. Be vas Vice
President and Genaral Counsel of BMCA
from Septamber 1994 to May 199§, Vice
President-law of BNCA fros Ray 19%4 to
Septamber 1994 and Vice President-Lav
of GAFBAC from April 1993 to May 1994.
Rr. deinberg was amployed‘bdby Raliance
Group Boldings Inc., a diversified
insurance heldlnq company, as Staft
Couasel from Octobar 1987 to January
1930 and an Assistant Vice President

and Corp C 1 Lrom J Yy 1990
to Apr.ﬂ 1993.

Mr. Goldberg has been s.nior Vice
Presidant, Corp of

GAF and G-I Soldings lnﬂ certain of
their subsidisries sisce July 1996 and
of ISP Boldings since its formatiom. He
has served as Senior Vice President,
Seadquarters Administrative ssrvices of
ISP since July 19%6. From January 1996
to July 1996, Mr. Goldbary served as a
senior consultant to GAF. Prom January
1995 to January 1996, he wvas
Commissioner of the Departssst of
Muninistrative Sexvices for the State
of Connecticut, and from January 1991
to Decembar 1993 he served as
Connecticut's Commissioner of the
Department of Notor Vehicles., Fros
Septeaber 1989 to December 1990, he was
Semior Vice President of Stsub,
Warmbold & Associates. Prom August 1984
to April 1989 he was Vice
President-fluman Resources of Playtex,
Inc. and from February 1977 to Jamuary
1984 he was Vice President
AMainistration/fuman Resources of Tha
Scagraa Company Ltd.
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PRESENT PRINCIPAL OCCUPATION

7o
WAME AND POSITION EEZLD(1) AND FIVE-YEAR ENPLOYMENT NISTORY

AGE
Donald W. LAPALEE......cc.0ceses 59 Dr. LaPalme has been Sealor Vice
Senjior Vice President- President-Operations of BCA and
Operations, EMCA certain of its subsidiaries since April
1996. Be was Vice President-Operations
of BMCA apd certain of its subsidiaries
from Jasusry 19%4 to April 1996 and
held the same positioo with GAFENC from
1987 to May 19%4. Prum 1985 to 1987 he
wvas plant ger and Directer of
sanufacturing Polyssrs of GFC's Calvert
city, Xentucky msnufacturisg facility.
Zrom 1981 to 1904 be was Vice President
of Manufacturing of GAr's Building
Naterials Division.

Mr. Adair has been Presidsnt and Chief
Executive Officer of USI since 1982.

Danny J. AQRIT.ceeovsensccrronas 52
President and Chief Bxecutive
officer, U.S. Intec, Inc.

Joseph J. OK8lYeececovsassesssrse A9 Mxr. Okaly has bees Vice Preslident of
Vice President-Marketing and Marketing and Sales, Residential
Sales, Residentisl Roofing Roofing Products of BMCA since Jube
‘. Products, BMCA 199¢. Be wvas vice President-Logistics
of BNCA from December 1992 to Juans 1936
and Director, Distributioa/Customer
Service of BNCA fros January 1992 to
December 19%2. :

46 Ar. Collins has been Vice President-

. Marketing & Sales, Cosmerciasl Roofing
Products of BMCA since March 1996. Be
was Vice President-Sales, Commercial of
BRCA from b 1995 to K h 1996,
Pirector of Insulation, Acctessories and
Cobra Products of BNCA from Pebruary
1995 to December 19%5 and Director of
Special Projects of BNCA from July 1992
to February 1995. Fram February 1991 to
July 1992, he wvas Vice President-Sales
& Marketing of Berger Ruilding
Products, Incorporated. "

William W. COllinS..cccccvcnvneen

Vics President-Marketing and
Sales, al Roofing
Products, .

{1) Under the Company's By-laws, each director and executive officer coatinues
in office until ‘the Compsny's mext annual meeting of stockholders and until his
successor is elected and gualified.

GAr

The following table sets forth the name, age, position and other
information with respect to each director of GAF, other than Messrs. Beysan and
Eckardt who are also directors and executive officers of GAF. Bach person listed
below is a citizen of the United States. All directors other than &r. Heyman

. have served GAP as directors since April 1989. Mr. Heyman has served as director
since September 1987. Hr. Neyman and Ronnie F. Heyman are husband and wife.

PRESENT PRINCIPAL OCCUPATION

NAME AND POSITION HELD(1) AGE AND FIVE-YEAR EMPLOYMENT HISTORY
Ronnie F. Heyman................ 48 Hrs. Heyman is a director of GAF.
Director )

{1) Under CAF's By-laws, each director continues in office until GAF's next
annual meeting of stockholders and until his successor is elected and

qualified.
13




I

i
£

ITEM 11. EXECUTIVE COMPENSATION

SUMMARY COMPENSATION TABLE

The following table sets forth the cash and non-cash compensation gor each
of the last three fiscal years awarded to or earned by the Chief Executive
Officer and the five other most highly compensated executive officers of the
Company as of December 31, 1996.

.
; LOWG TEEM

33 CONPERSATI OB
ANNUAL CONPENEATION e
SECURITIRS
oTERR ORUERLYTSG
AMSOAL SARs (3} ALL OTEER

MAME AND PRINCIPAL POSITION(S) TEAR SALARY SORUS(2) o 708 /ore oML} [~ T08

Samne] J, RymeD c.cocvesvonccnoncs 2996 (¢ n (3] Mm (33
Chairman and Chief Exmeutive 1398 ) (3] [¢]] (%3] in
ofticer 199 m tn n (L] (£]]

SUNi) KABMAL oovveecirnonaccsananine 1996 $205,000(2) Qx{s.uo ¥ 6(2)  2,198(0)/78,609{5)(8) § 13,361(2}
Presideat sad Chief 1995 208,136(2) 0.090(2) 31,302¢2) 9,201(5) 0,475(2)
Operetimg Officer, BMCA 1954 [t1] 2) €2) 1 (2)

Danay J. Malr cceevvcvocsn srevenes 19% $216,606(3) § 31,003 $ [ | 1,950(0) 5 J3.973())
Presideat asd Chief Bxecutive 1998 216,886¢)) . 25,000()) H?y» s 3.953(3)
ofticer, USI 1994 S TR 3] 3 3 3

H .

Donsld W, LAPALEE ..creveccnvencnan 1996 $160,008 .x:'h,‘nc $ [] 1,20010) $ 14,519¢4)
Senior Vies President-Operstioas, 1993 148,300 - 34,000 [ ] [ ] 14,381{4)
CA 1954 141,000 £.40,900 [ ° 17,330{4)

Milliess M. Collims ..cnveenccnna. ¢ 1996 $130,000 9 42,398 $ . 20010) § 12,092(5)
vice President-marketing & Seles, 1995 122,909 20,000 (] » 14,149¢9)

ial nooting . BRCA 1994 107,00¢ i ° ] » 3,635(3)

Joseph J. OKBLY .vcvecvvecovrasanes 1996 $130,600 $ 15,762 13 ° 00(0) $ 31,212(6)

Vice President-Marketing & Sales, 199% 118,C00 :.12,000 ¢ : I:.:i::::
] .

Residential Rooting Products

19%4

107,500

- 12,500

(1) Bonus amounts are payable pursuant to BMCA's Executive' Incentive

(2)

(3)

4

Compensation Program. The stock appreciation rights (S} relate to shares of
GAF common stock. The options (0) relate to shares of redeemable convertible

preferred stock of BMCA. See 'Options/SARs.'’ :

Included in 'Other Annual Compensation’ for Mr. Kumar are $19,897 in payment
of moving related expenses and a 'tax gross-up' of $8,711 in 1995. Included
in All Other Compensation for Mr. Kumar are $10,750 and $5,664, representing
BMCA's contribution under the GAF Capital Accumulation Plan in 1996 and
1995, respectively; $1,636 for premiums paid by BMCA in each of 1995 and
1996 for a life insurance policys and §1,175 for the premium paid by BMCA
for a long~term disability poligy¥ in each of 1995 and 1996. Mr. Kumar
commenced employment with the dﬁmpany in Pebruary 1995.

Included in 'All Other Compensation®' for Mr. Adair are $1,260 in each of
1996 and 1995 for a life insurance policy; $2,212 and $2,193 for premiums
paid on a long-term disability policy in 1996 and 1995, respectively; and
$500 in each of 1996 and 1995, representing the Company's contribution under
the GAF Capital Accumulation Plan. USI became a subsidiary of the Company

in 1995. S,
1.
Included in these amounts for Df. LaPalme are: $11,000, $11,000 and $11,000,

representing BMCA's contributiod ‘under the GAF Capital Accumulation Plan in
1996, 1995 and 1994, respectiveix; $2,754, $2,646

4
R
!" {Footnotes continued on next pade)
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{Footnotes continued from previous page)

(5)

(6)

and $5,643 for the premium paid by BMCA for a life insurance golicy in 1996,
1995 and 1994, respectively; and $765, $735 and $695 for premiums paid by
PMCA for a long-term disability policy in 1996, 1995 and 1994, respectively.

Included in these amounts for Mr. Collins are: $10,633, $14,149 and $3,655,
representing BMCA's contribution under the GAP Capital Accumulation Plan in
1996, 1995 and 1994, respectively; $849 for the premium paid by BMCA for a

life insurance policy in 1996; and $610 for the premium paid by BMCA for a

long-term disability policy in 1996.

Included in these amounts for Mr. Okaly are: $10,390, $9,261 and $9,018,
representing BMCA's contributions under the GAF Capital Accumulation Plan in
1996, 1995 and 1994, respectively; $284, $267 and $251 for premiums paid by
BMCA for a life insurance policy in 1996, 1995 and 1994, respectively; and
$538, $505 and $475 for premiums paid by BMCA for a long-term disability

. poliey in 1996, 1995 and 1994, respectively.

(n

(8)

The salaries and other compensation of Messrs. Heyman, Weinberg, Rogers,
Eckardt and Goldberg are paid by ISP, an affiliate of the Company. Mr.
Heyman, Mr. Rogers and Mr. Weinberg render services to the Company pursuant
to a management agreement. See Item 13. No allocation of compensation for
services to the Company is made pursuant to such management agreement.

Excluded are opﬂibns to purchase redeemable convertible preferred stock of
ISP Holdings, See Note (3) to the first table under 'Options/SARs' below.
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OPTIONS/SARS

The following table suvomarizes options ('BMCA Preferred Options’') to
acquire BMCA's Redesmable Convertible Preferred Stock and stock sppreciation
rights relating to GAF Common Stock ('GAF SARs') granted during 1956 to the
executive officers namad in the Summary Compensation Table mbove and the
potsntial realisable wvalve of BNCA Preferred Options and GAF SARS beld by such
persons. Mo BMCA Preferred Options of GAF SARs wers exsrcised by such persons in

1996.

ENCA PREFERRED STOCK OPTION (O)/GAF SAR(S) GRANTS IN 1996 (1)(2)

YOMERER OF SECURITIES § OF TUTAL OPTIONE/SARS APFIECIATION
UNDERLYING OPTIONS/SARS O DOULOYEES

GRANTED IW FISCAL 19%¢ 3N 108
Sunil Rumar(l}....... 0.609(8) 16.4%(8) $194,.363(8) 3242.904(8)
1.190(0} 2.9%(0} 45,000(0) 154,008(9)
Damby J. MSiF....... 1,350(0) 6.3%40} 48,0019} 113,800(0)
Donsld ¥. LaPalme.... 1,2080¢0) 4.9%(0) 3T.008(0) 89,048(V)
willias ¥. Collims... 200(0) 3.7%(0) 28.00¢(0) 66,000(0)
Joseph 3. Oxaly...... 00} 3.78%¢0} 20,000¢0) 66,008(0)

(1) The BMCA Preferred Options represent options to purchase shares of
Redeemable Convertible Preferrsd Stock of BMCA (the ‘Preferred Stock®). Bach
share of Preferred Stock is convertible, at the holdar‘'s optionm, into shares
of common stock of BMCA at a foxmula price based on Book Values (as defined
in the option agreements) as of the date of grant. The BNCA Preferred
Options vest over seven ysars from the date of grant. Dividends will accrue
on the Pref Stock froa the date of issuance at the rate of 8% per
annum. The erred Stock is redeamable, at the Company's option, for a
redemption price equal to the sxercise price per share plus accrued and
unpaid dividends. The common stock of BNCA issuable upon conversion of the
pPreferred Stock is subject to repurchase by the Company under cartain
circumstances at a price equal to curreat Book Value. The exarcise price of
the options is equal to the fair value per share of the Preferrsd Stock at
the date of grant. The BNCA Prefarred Options have no axpiration date. The
potential realizable values are calculated on the basis of a seven-year
period from the date of grant. In conpection with the Separation
Transactions, options to purchase shares of redeemable convertible preferred
stock of USI hald by Messrs. Xumar, LaPalme, Collins, Okaly and Adair were
canceled and sxchanged for an equal number of BNMCA Praferrsd Options and the
terms of BMCA Preferred Options were adjusted to reflact the impact of the
Ssparation Transactions. The information set forth above reflects such
adjustment and exchange.

(2) The GAF SARs represent the right to receive a cash payment based upon the
appreciation in value of the specified number of sharas of common stock of
GAF over the detarmined initial ‘book valus per share of common stock of GAF
. {adjusted for the Separation Transactions) and interest on such book value
at a specifiod rate. The GAF SARs vest over a five-year period, subject to
sarlier vesting undsr certain circumstances including in consection with a
change of controul, and have no-gxpiration date. The potential realizable
values are calculated on the basis of a ten-year period from the date of
grant. The GAF SARs were issued to Mr. Kumar on January 1, 1997 in
connection with the Separation Transactions, in exchange for options granted
to Mr. Kumar in 1996 to purchase shares of rsdesmable convertible prefesrred
stock of GAF. The grant date of :tha GAF SARs is deemed to be the date of
such GAF options for vesting and other purposes.

(1) Excluded are options to purchase 24,095 shares of redeemable G ctible
preferred stock of ISP Holdings .('ISP Holdings Qptions‘') issued to Mr. Kumar
on January 1, 1997 in connection with the Separation Transactions, which
have potential realizable values of 548,491 and $1,667,715 at assumed annual
rates of Book Value appreciation of 5% and 108, respectively. Bach share of
preferred stock is convertible,iat the holder's option, into shares of ISP
Holdings common stock at a formula price based on the sum of the determined
initial Book Value (as defined);plus interest on such Boock Value at a
spacified rate. The ISP Holdinq‘ Options are exercisable at a price of
$111.44 per share and vest over sevan years from tha date of

' (Footnotes continued on next page)
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{Footnotes continued from previous page}

grant, subject to sarlier vesting under certain circumstances, including

in connection with a change of control. Dividends will accrue on the ISP
Boldings preferred stock from the date of issusnce at the rats of 6% pex
annus. The ISP Holdings praferred stock is redeemable, at ISP Holdings
option, for a rademption price equal to the exsrcise price per share plus
accrusd and unpaid dividends. The ISP %oldings Cosssan stock issuable upon
conversion of the ISP Boldings preferred stock is subject to repurchass by
ISP Boldings under certain circumstances at a price equal to currest Book
value. The ISP Holdings Options have no expiration date. The potential
reslizable valuss are calculated on the basis of & ten-year period from the

date of grant.

BMCA PREPERRED STOCK OPTIONS/GAF STOCK APPRECIATIOR RIGETS AND
OPTION/SAR VALURS AS OF DECEMBER 31, 1996

WUMBER OF SECURITIES
UNDBRLYIRG VALUE OF UNEXERCISED
UNEXERCISED BMCA PREFERRED IN-THE-MOMEY BMCA PREPERRED
OPTIONS{0)/GAP SARS(S) OPTIONS(O) /GAF SARS(S)
AT 12/31/96 : AT 12/31/96(1)
NAME EXERCISABLE/UNEXRRCISABLE EXERCISABLE/ ONEXERCISABLE
sunil Kumar(2)....... 0/17,810(5) 0/2,180(0) $0/59,648(S)(1)
Danny J. Adair....... 0/1,550(0) (1)
Donald W. LaPalme.... 0/1,200(0) (1)
wWilliam W. Collins... 0/9%00{0) (1)
0/900({0) n

Joseph J. Okaly 7 PR

(1) 9,201 GAF SARS held by Mr. Xumar were not in-the-money as of December 31,
1996. Ro BMCA Preferred Options were in the money as of December 31, 1996.

{2) Excluded are options to purchase 33,296 shares of ISP Boldings preferred
stock held by Mr. Kumar, none of which were exercisable and 9,201 of which
were in-the-money and had a value of $523,127 as of December 31, 1996.

.o

COMPENSATION OF DIRECTORS

The directors of G-I Holdings do not receive any compensation for thair
services as such.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BEREFICIAL OWNERS AND MARAGEMENT

All of the outstanding common stock o'f G-I Eoldings (the 'Common Stock') is
owned of record by GAr.

The following table sets forth information with respect to the ownership of
Common Stock, as of March 15, 1997, by each other permon known to G-I Boldings

to own beneficially more than St of the Common Stock outstanding on that date,
by each director of G-I Holdings and by all executive officers and directors of

G~I Boldings as a group:

ANOUNT AND PERCENTY OF
NAME AND ADDRESS OF " WMATURE Or PERCENT OF TOTAL VOTING
TITLE OF CLASS BENEFICIAL OWNER BEWEFICIAL OWNERSHIP CLASS POWER
Common Stock...... Samuel J. Heyman 100 1008¢1) 1008 (1)
1361 Alps Road
Vayne, New Jersey 07470
All directors and executive 100 100%41) 1008¢1)

officers of G-I Holdings a3
4 group (10 persons)

{Footnote on next page) o,
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{Footnots from previous page)

(1) The number of shares showva as benaficially owned by Mr. uy-nindby 1
directors and exscutive officers as a group attributes ownership of GAF's

‘i 6T WEch 15, 1997, Mr. Heymsn besnaficially ownad

shares to Nr. Beyman. ki & ot
approximately 968 of the Capital stock of Gar.

ITEM 13. CERTAIN RELATIONSEIPS AND II!!.A:I'.'BD TRANSACTIONS

MAMAGEMENT AGREENENTS
ires December 31, 1997, ISP

Pursuant to a managenent agressent vhich exp.
(wvhich is controlled by G-I Soldings* ef Exscutive Officer, Samcel J. Beyman)
t; adminfistrative and facilities services to

provides certain general mansgemen c
G-I Boldings, BNCA, UST and GPC (inkluding tha use of BECA's in

Wayne, Nev Jersey), for which BMCA,)USI, G-I Boldings and GPC paid ISP a
managenent fes of $4.7 million in 1996. In addition to the management fas, BMCA
paid sgproximstely $.8 million to ISP in 1996 primarily for talecommnications
and information services, and G-I Holdings and BMCA paid approximatsly $0.5
million to ISP in 1996 for certain legal services, which in sach case were not

then contemplated by the manacmsant sgresment. In cdeBactios with the Separation
agrasmsent- wvas modifisd to -imocorporets such services

. the
to $5-.¢ milljon. Cartain of the
compensstiocs

Company's exscutive officers recaive their from ISP, with ISP being
indirectly resimbursed tbarefor by virtus of the managemant fee.

Due to the unique nature of this services provided undex the managamsut

agreesent, comparisons with third party arrangements are difficult. Bowever, the
e managemsnt agreamant taken as a whole are

Company believes that the terms of jth
no less favorable to the Company than could be obtained from an unaffiliated
third party. ] ¥

7 :
CERTAIN PURCHASES -

BNCA purchases from ISP all of its colored mineral granules raquirements,
except for the requirements of its <Califorumia roofing plant, under s
requiremsnts contract vhich was rensved for one year, sffective as of January 1,
1997, and is subject to ansual renswal unless termisated by BMCA or ISP. In
December 1995, USI commenced purchasing substantially all of its requirements
for colored roofing granules from ISP (except for the requirsmsats of its
Stockton, California and Corvallis, Oregon plants which are supplisd by a third
party) pursuant to a supply contract. In 199§, BNCA and USI purchased in the
aggragats approximately $50.5 million of minsral products from ISP.

TAX SHARING AGREBMENTS .

BMCA and its subsidiaries have entered into a tax sharing agresment dated
January 31, 1994 wvith GAF and G-I Holdings with respect to the paymsnt of
federal income taxes and certain related mattars (the ‘Tax Sharing Agresment').
buring the term of the Tax Sharing Agresment, which shall be effective for the
period during which BMCA orx apy of its domsstic subsidiaries is iocluded in a
congolidated federal income tax return filed by GAF, BMCA is cbligated to pay
G-I Holdings an amount equal to thiise federal income taxes BMCA would have
incurred if BMCA (on behalf of itadlf and its domestic subsidiaries) filed its
owvn federal income tax return. mmfi.d tax attributas will carry forward for use
in reducing amousts payable by BMCA to G-I Holdings in future years, but cannot
be carried back. If BMCA were no ldnger a mesher of the consolidated GAF tax
group (the °‘GArF Group'), it would be required to pay to G-I Boldings the value
of any tax attributes it would sucoeed to under tha comsolidatsd return
regulations to the sxtent such attributes reduced the amounts otherwise payable
by BMCA under the Tax Sharing Agregment. Under certain circumstances, the
provisions of the Tax Sharing Agredment could result in BMCA having a greater
liability thereuander than it wouldihave had if it (and its domsstic
subsidiaries) had filed its own separate federal income tax return. Under the
Tax Sharing Agreement, BMCA and each of its domestic subsidiaries are
responsible for any taxes that would be payable by reason of any adjustment to
the tax raturns of GAF or its subsidiaries for years prior to the adoption of
the Tax Sharing Agreement that reldte to the business or assets of BMCA or any
domestic subsidiary of BMCA. Althotgh, as & wember of the GAF Group, BMCA is
severally liable for all federal ome tax liabilities of the GAP Group,
including tax liabilities not ralafed to the business of BMCA, G-I Boldings and

GAr have agreed to indemnify
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BMCA and its subsidiaries for all tax liabilities of the GAF Group other than
tax liabilities (i) arising from the operations of BMCA and its domestic
subsidiaries and (ii) for tax years pre-dating the Tax Sharing Agreement that
relate to the business or assets of BMCA and its domestic subsidiaries. The Tax
Sharing Agresmsat provides for amalogous principles to be appliad to any
consolidated, combined or unitary state or local incoms taxes. Undsr the Tax
sharing Agreement, GAr makes all decisions with respect to all matters relating
to taxes of the GAF Group. The provisions of the Tax Sharing aqz.-n_nnt.nke into
account both the federal income taxss BMCA would have incun:ud_xf it filed its
own separate federal income tax return and the fact that BMCA is a member of the
GAF Group for fedaral incoms tax purposes.

6-~Y Boldings has entered into e Tax Sharing Agresesent with GAF v.lth_mp.ct
to the payment of Federal income taxes and certain related sattars (the ‘G-I
Boldings Tax Sharing Agreemest'). During the tarm of the G-I !c_:ldi.nq- Tax
Sharing Agresment, which shall extend as long as G-I Holdings is included in a
consolidated Pederal income tax return filed by GAF, G-I Holdings is cbligated
to pay to GAP an amount equal to those Federal incomes taxas G-I Boldings would
have incurred if G-I Boldings (on behalf of itself and its domestic .
subsidiaries) filed its own Federal income tax return, but, in general, not in
excess of the mmcunt of Pedsral income tax GAF actually pays or is raq\u.xtd to
pay. GAF bas agreed to indemnify G-I Holdings and its domestic subsidiaries for
all tax liabilities of the GAF consolidatsd group other than tax liabilities
arising from the operations of G-I Hol and its domestic subsidiaries. Tha
G~1 Boldings Tax Sharing Agreement provi for analogous primciples to ba
applied to any consolidated, combined or unitary state or local income taxes.
Under the G-I Holdings Tax Sharing Agreement, GAF makes all decisions with
respect to all matters relating to taxes of the GAF consolidated group.

INTERCOMPANY BORROWINGS

Prior to the consummation of the Separation Transactions, letters of credit
for the benefit of the Company were provided under ISP's revolving credit
agreemant. The highest amount of such letters of credit during 1996 was

$2.3 million.
TENDER OFFER

on October 18, 1996, ISP Boldings consummated a cash tender offer and
consent solicitation (the ‘Tender Offer') for all of the Senior Discount Notes
and Series B Senior Discount Notes due 1998 (the ‘'Discount Notes') of G-I
Holdings. Approximately 99% of the outstanding Discount Notes werw tendered
pursuant to the Tender Offer and approximately $6.3 million in aggregate
principal amount at maturity remain outstanding. In connesction with such offer
to purchase, ISP Boldings also obtained the consent of the tendering holders of
the Discount Notes to certain amendments (the ‘Discount Note Amendments’) to the
Indenture dated as of Octaber 5, 1993 (the ‘Discount Note Indenturs') batween
G-1 Holdings and the Bank of New York, as trustes, governing the Discount Hotes.
The Discount Rote Amendments godified or eliminated certain restrictive
covenants contained in the Discount Note Indesture, including those covenants
that would have prohibited the Separation Transactions.

Concurrently with the consummation of the Tender Offer, G-I Holdings
purchased for cash from ISP Boldings Discount Notes tendared pursuant to the
Tender Offer (the ‘Repurchase’) in an amount egqual to $133 million, which was
sufficient, together with the net proceeds of a note offering by ISP Holdings to
allow ISP Boldings to consummate the Tender Offer and to pay certain expenses in
connection with tha Tendar Offer, the Exchange Offer (as defined beluw) and such
note offering. All remaining Discount Notes valldly tendered and purchased in .
the Tender Offer by ISP Boldings (approximately $277.0 million principal amount
at maturity) were held by ISP Holdings and remained outstanding as obligations
of G-I Holdings until immediately prior to consummation of the Separation
Transactions, at which time they were contributed to G-I Boldings as a capital
contribution and canceled by G-I Holdings. In addition, immediately prior to
such capital contribution, G-I Holdings purchased from ISP Boldings Discount

Notes for an aggregate amount equal to $45.8 million representing the

sum of $45 million and the amount of feea end saxpanses of ISP Boldings

related to the Separation Tranmsactions (not including those fees and 25,
expenses already accounted for in the purchase of Discount Notes by G-I “~
Holdings from ISP Holdings). All Discount Notes so purchased were

canceled by G-I Holdings.
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EXCHANGE OFFER

On October 18, 1996, ISP Boldings consummated an offer to exchange (the
'Exchange Offer’) $1,000 principal amount of its 9 3/4% Senior Rotes due 2002
('9 3/4% Notes') for each $1,000 principal amount of G-I Holdings' Seniox Notes
due 2006 (the ‘'10% Notes'). Pursuant to the Exchange Offer, on October 18, 1996,
9 3/4% Notes in the aggregate principal amount of $199,871,000 were issued to
the former holders of the 10% Notes. Approximately 99% of the outstanding 10%
Notes were tendered pursuant to the Exchange Offer and approximately $0.1
million in aggregate principal amount remain outstanding. All 10% Notes validly
tendered and accepted in the Exchange Offer were held by ISP Holdings and
remained outstanding as obligations of G-I Holdings until immediately prior to
consummation of the Separation Transactions, at which time such 108 Hotes were
contributed to G-I Holdings by ISP Holdings as a capital contribution and
canceled by G-I Holdings. In connection with such exchange offer, ISP Holdings
algo obtained the consent of the tendering holders of the 10% Notes to certain
amendments (the '10% Note Amendments'), to the Indenture dated as of Pebruary 14,
1996 (the '10% Note Indenture') between G-I BHoldings and the Bank of New York,
as trustee, governing the 10% Notes. The 10% Note Amendments modified or
eliminated certain restrictive covenarts contained in the 10% Note Indenture,
including those covenants that would have probibited the Separation

Transactions. R
SEPARATION TRANSACTIONS g

Reference is made to the desctipéion of the Separation Transactions
contained in the secdnd paragraph under Item 1. 'Business.’

Pursuant to the terms of an indemnification agreement dated as of October
18, 1996 (the 'Indemnification Agreemdnt') among GAF, G-I Holdings, ISP
Holdings, G Industries and GFC, (i) GAF and G-I Holdings have agreed to
indemnify ISP Holdings and its subsidiaries for all liabilities of the GAF Group
as it is currently comprised (the 'Current GAF Group'), intluding all
liabilities for asbestos-related claims (whether for indesmity or defense) and
such group's liabilities relating to environmental matters, litigation and
employee benefits and excluding all liabilities of ISP and its subsidiaries, all
liabilities relating to the 9 3/4% Notes and ISP Holdings' 9% Senior Notes due
2003 (together the ‘Notes’') and all other liabilities reflected in the pro forma
consolidated balance sheet of ISP Holdings and its subsidiaries or the notes
thereto prepared in connection with the Tender Offer and the Exchange Offer,
(ii) ISP Holdings has agreed to indemnify GAF and other members of the Current
GAF Group for all liabilities of ISP and its subsidiaries, all liabilities
relating to the Notes, and all other }iabilities reflected in the pro forma
consolidated balance sheet of ISP Holdings and its subsidiaries or the notes
thereto prepared in connection with tﬁe Tender Offer and the Exchange Offer

(excluding those liabilities as to which ISP Boldings is being indemnified in
accordance with clause (i)), (iii) ISP Holdings has agreed to indemnify GAF and
other members of the Current GAF Group for its accrued tax liability prior to
the Separation Transactions and (iv) GAF, G-I Holdings, G Industries and GFC
have agreed to indemnify ISP Holdings; ISP and its subsidiaries from, and
against, any and all taxes (net of any tax benefits realized by the indemnities)
that may be payable by the Current GAF Group with respect to the Separation
Transactions. -
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PART 1V

ITEM 14. EXHIBITS AND FINANCIAL STATEMENT SCBEDULES
The following documents are filed as part of this report:

(a){1l) Financial Statements: 5se Index on page F-1.

{a)(2) Financial Statement Schedules: See Index on page F-1.

(a)(3) Exhibits:

EXBIBIT
NUMBER

DESCRIPTION

4.1

4.3

10.3

10.4

10.5

10.6

10.7

Certificate of Incorporation of G-I Huoldings (incorporated by
reference to Exhibit 3.1 to G-I Holdings' Annual on Form 10-K
for the year ended December 31, 1989 {the ‘1989 10-K’)).

By-laws of G-I Holdings (incorporated by reference to Bxhibit 3.2 to
the 1989 10-K).

Indenture, dated as of Octobér 5, 1993 (the ‘Diacount MNotes
Indenture'), between G-I Holdings and The Bank of New York, as
trustee (incorporated by reference to Exhibit 4.1 to the
Registration Statewent on Form 5-4 of G-I Holdings (Registration Wdo.
33-72220) (the 'Discount Notes Registration Statement')}.

First Supplemental Indenture dated as of October 18, 1996 to the
Dispfunt Notes Indenture.

Indenture, dated as of February 14, 1996 ('10% Note Indenture’),
between G~I Boldings and The Bank of New York, as trustee
{incorporated by reference to Exhibit 4.1 to the Registration
Statement on Form S-4 of G-I Holdings (Registration No. 333-2436)

(the G-I Holdings Registration Statement')).

First Supplemental Indenture datad as of October 18, 1996 to the 10%
Note Indenture.

Indenture, dated as of Decembar 9, 1996, between BMCA and The Bank
of New York, as trustee (incorporated by reference to Exhibit 4.1 to
BMCA's Registration on Form S-4 (Registration No. 333-20859) (the
‘Senior Notes Registration Statement‘)).

Indenture dated as of June 30, 1994 between BMCA and The Bank of New
York, as trustee (incorporated by reference to Exhibit 4.1 to the
Deferred Coupon Note Registration Statement).

Management Agreement, dated as of March 3, 1992 (’'Managemant
Agreement '), among GAF, G-I Holdings, G Industries, ISP, GAFBMC and
GAF Broadcasting Company, Inc. (incorporated by reference to Exhibit
10.9 to the Registration Statement on Form S-4 of G-I Roldings
(Registration No. 33-72220}).

Amendment No. 1, dated as of January 1, 1994, to the Management
Agreement (incorporated by reference to Exhibit 10.10 to G-I
Holdings‘ Annual Report on Form 10-K for the year ended December 31,

1993).

Amendment No. 2, dated as of May 31, 1994, to the Management
Agreement (incorporated by reference to Exhibit 10.1 to G-I
Holdings' Quarterly Report on Form 10-Q for the guarter ended July

3, 1994).

amendnent No. 3, dated as of December 31, 1994, to the Management
Agreement (incorporated by reference to Exhibit 10.4 to ISP's Annual

Report on Form 10-K for the year ended December 31, 1994). N
N

Amendment No. 4, dated as of December 31, 1995, to the Management
Agreement [incorporated by reference to Exhibit 10.6 to G-I
Holdings' Registration Statement on Form S-4 (Registration No.

333-2436)).
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EXHIBIT
NUMBER

10.8

10.9

10.10

10.11

10.12

10.13

10.14

21

27

28

DESCRIPTION

Amendment No. 5, dated as of October 18, 1996, to the Management
Agreement (incorporated by reference to Exhibit 10.6 to ISP
Holdings' Registration Statement on Form S~4 (Registration No.

333-17827)). :

Amendment No. 6, dated as of January 1, 1997, to the Management
Agreement (incorporated by reference to Exhibit 10.8 to the Senior
Notes Registration Statement).

Tax Sharing Agreement, dated as of January 31, 1994, among GAP, G-I
Holdings and BMCA (incorpbrated by reference to Exhibit 10.6 to
BMCA's Registration Statement on Form S-4 (Registration No.
33-81808) (the 'Deferred Coupon Note Registration Statement').

Tax Sharing Agreements hetweén GAF and G-I Holdings, and between G-I

‘Holdings and G Industries (incorporated by reference to Exhibit

10.11 to the Discount Notes Registration Agreement).

Form of Option Agreement yelating to Series A Cumulative Redeemable
Convertible Preferred Stock of BMCA (incorporated by reference to
Exhibit 10.9 to BMCA's Annual Report on Form 10-K for the year ended
December 31, 1996 ('BMCA's 1996 Form 10-K')+*

Stock Appreciation Right Agreement dated January 1, 1997 between GAF
Corporation and Sunil Kumar (incerporated by reference to Exhibit
10.11 to BMCA's 1996 Form 10-K)*

Amended and Restated Stock Appreciation Right Agreement dated
January 1, 1997 between GAF Corporation and Sunil RKumar
(incorporated by referemce to Exhibit 10.12 to BMCA's 1996 Form
10-K) *

Subsidiaries of G-I HRoldings.

Financial Data Schedule fpr fiscal year 1996, which is submitted

. electronically to the Sechrities and Exchange Commission for

information only.

Stipulation of Settlement! between the Class of Claimants and
Defendants represented-by the Center for Claims Resolution dated
January 15, 1993 (incorporated by reference to Exhibit 28.1 to G-I
Holdings' Form 8-K reporting an event on January 5, 1993).

* Management and/or compensatory plan or arrangement.

(b) Reports on Form 8-K

None
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SIGNATURFES

PURSUANT TO THE REQUIREMENTS OF SECTION 13 OR 15(D) OF THE SECURITIES
EXCHANGE ACT OF 1933, TEE REGISTRANT HAS DULY CAUSED THIS REPORT TO BE SIGNED ON

ITS BEHALF BY THE UNDERSIGNED THEREUNTO DULY AUTBORIZED.
Date: March 26, 1997 G-I BOLDINGS INC.

By: /s8/ JAMES P. ROGERS
JAMES P. ROGERS
Executive Vice President and Chief
Financial Officer

PURSUANT TO THE REQUIREMENTS OF THE SECURITIES EXCHANGE ACT OF 1934, THIS
REPORT HAS BEEN SIGNED BY THE FOLLOWING PERSONS IN THE CAPACITIES AND ON THE

DATES INDICATED.

SIGNATURE TITLE DATE
/s/ SAMUEL J. HEYMAN Chairman, Chief Executive Officer and March 26, 1997
Samuel J. Beyman Director (Principal Executive Officer)
/s/ JAMES P. ROGERS Executive Vice President and Chief March 26, 1997
James P. Rogers Financial Officer
/s/ JONATHAN H. STE Vice President and Controller March 26, 1997
Jonathan H. Ster (Principal Accounting Officer)
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C-1 HOLDINGS INC.

MARAGEMENT 'S DISCUSSION ARD AMALYSIS OF FIMANCIAL
COMDITION AND RRSULTS NF OPERATIONS

rricr to Ja » 1997, G-I Boldings ll:. {the Inu:nnt or ‘G-t
Noldings') was a vholly-owvesd subaidlary of ISP Soldings Inc. ISF Roldisgs'),
which vas s wholly—owvned subsidiary of GAF Corporstica (‘GQAr' ). ISP foldisge was
formed oo Auguat §, 1996 asd 18 shares of {ts coxzom stock were issved to GAF in
exchange for all of the eupinl stock of G-I Boldinge, which resulted in C-1
Eoldings betoming a direct wholly-owoed subsidiary of ISP Boldings.

Transactioms') that nlulr..d in, agong other thisgs: (1) al) nnx-u

stock of 1 m'rmxn.(m)wb’wu
its subaidiaries, lﬂ tely 82.5% of the {ssund and ocutstanding
capital stock of ISP, baing distributsd to ISF Boldi 3 {2} ull of the

outstanding capital stock of G-I bl.lhg- boing discr: to GAF: {3) the

U.S. Intec, Inc. (°USI') becomisg a. -u-usn-, of Muildisg Katerisls Corporstiosn
of America ['ENCA‘), a wholly-owned Isdirect subsidiary of G-I Boldings, through
a capital costribution to BNCA by G-I Boldings, and (5} G-I Boldimgs saking a
contrihution of approximately $82.5 million is cash and short-ters hvutnntt
to BMCA.

As a result of the Ssparation Tramsactions, ISP Soldiogs and IEP are mo
longer direct or indirect subsidiaries of GAF or G-1 Eoldinge while the assets
and M;hluuu of G-I Woldings and its whouyw subsidiaries, includiag
BNCA, USI and GAF Piberglass Corporatioa (°GPC’) (tortmrly known as GAF
Chamicals corpnnuna). are 1o longer assets and liabilities of ISP Boldings. As
used herein, the term ‘Cempany’ refers to G-I Boldings snd its subsidiarias.

Accordiagly, the results of operstions and asssts and liabllities of !sr,
as well ss GAF m ting Company, Imec.._(which was sold in Bugust 199%6), have
been classified as ‘Discontinued Operaticns' within the fipamolal ststsoeats for
all psriods presented. The following discussion is on 8 contimuing operatioas

basis.

The Conpany, through its principal operating subsidiary, EMCA, is engaged
principally in the senufacture and sale of a brosd line of asphalt rooting
products and accessories for the residential and commercia) roofing warkets in

the United States.
RESULTS oF OPERATIONS
1996 Compared Wwith 1395

The Company recorded a loss from continuing operstions in 1996 of $3S.6
million compared with & )oss from continulng operations of $23.5 willioa in
1995. The resulcs in 1996 reflected $6.5 million higher interest sxpense and
$4.6 million lower other income, partially offaet by $15.2 million higher

operating income.

¥et sales for 1996 increased $164.8 million {24%) to $AS2 millioncompared
with $687.2 sillion in 193S. The sales growth reflected & LIt increase in ssles
for BMCA {excluding the effect of USI ssles) due to increased unit volumes of
both residential and commercial roofing products and highsr average residantial
selling prices, and also raflected UST sales of §39 alllion for the full year
1996 compared with $21.8 aillion tor the psriod in 1995 after the date of
acquisition.

Gross profit margin leproved to 2§.9% in 1996 from 26.2% in 1935, resulting
primarily from higher average residential selling prices, partinlly offsect by
higher rav matarial costs. Selling, general and adainistrative expenses
increased 243 to 3169 million in 1996 from 3136 million in 1995, primarily
reflecting highear distribution and selling costs to support the imcreased level
of sales, and also zeflecting $13 million higher expenses as a result of the
inclusion of USI for the full year 39%6. Selling, general and administrative
expcn-:- a8 2 percentage of nat eales remained constant at 19.89% in both 1396
and 199S.

Operating income in 1996 was $56.4 million, an increase of §15.2 million
{35%) compared with $4).2 willion in 1995. The higher operating income vas
attributable to the increased sales and improved marginm and included §$4.)
million operating income from USI.

Interest expenge was 5127.6 million in 19%¢ compared with 312} wmilliaon in
1993 due to higher average debt levels during 1996. However, es described under
‘Liquidity and Financial Condition’' and ia Note § to Consolidated Pinancial
Statebents, the Company’s debt was suhstantially reduced in the Fourth quarter
of 1996 through a series of transactions.

Other income, net, primarily reflocts income fronm a partnership between GFC
and an affiliate ol Rhone-Poulenc Inc. (the ‘Partnarship’) of $32.3 million in
19%6 and $32.4 million in 1995, Other income. net, also compriees net investment
income, expenses related to the 3ale of BACA's trade accounts receivable, and
other nonoperating and nonrecurring items of income and expense; such items
totaled 5.6 wmillion of net ckpense in
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1936 compared with $4.0 milljon of incoms im 1995. The highar net expense 3.0
fixed .

in 1996 reflectsd a $6.7 million writsoff of
miliion provision for suoviromssatel remsdiatioa at shmt-dowm locaticms
rulated to the sale of BCA's receivables (uvp §. c-uuu).

increased axpecses
the writs-off of costs of acguisitions mot comsusmated ($1.4 willion} asnd
certals litigation coats, partially offsst by higher isvestamwt iscome (Wp ‘!O.I
aillica) (ses Wots 1 to Comsolidated Fisancial Statecasts).
£ £ tax bamefit rate oa pre-tax losses was 31.3% in

1995 u-unl -iu 43.48 n 1995, The favorable rats [n 1995 was doe primerily
to utilization of fersign tax cradit caxryovers.

by ‘:nqhh:du -nn-pc;xu;;uxmumnx ot
1996, G-I Bol C . o
lt-;hu Seslor Disooat Notss dus 1998 (the ‘Discoumt Notes') for
5200 million of its 10% Ssmjor Botss cue 2006 (ths "10% Notes®). Is Octobar

1996, ISP Woldisge d & der offer for the rveaiaisg Discount
Motes, IS¥ ¥o. also couclwiad offer to -zln'l ltl aev 9 :/ﬂ ‘-Lox

ldings
Notes tcr $199.9 -uuc- aggregate 1

Notes. I[s commsction with thess t.h- m
uuuutux.o-nnn -ndnuuu-—:n—duusu:mum
premivo to sosreted

write-otfs of deferred fimanciag Tess 3 the
th ar.

repressntiog
value of $29.4 million paid p o the

1995 Compared With 1994

The Campany recorded & lesy from cosotisuing opsraticns in 1935 of $23.$
nlnioa cnmpared with 8 loss from continuing qnnu.uu of $71.7 wmillion im 1994.

The rwsults is 1995 reflactad §.9 million lewer operating income, $22.6 sillion
higher intarsst axpease aad 518.9 million lowsr other (mcows.

Wt sales fur 1995 incresssd $34. l milliow (168) to $637.2 milliom,
compared with $593.1 aillion in 19%4. Tim prianrily reflected
higher anit volumes of both residentisl sad commercisl roof!
including §21.8 million sales of USI, lequued in Octobar 1995, aad tn-. of the
business of Intsrmatioasl Parmalits Inc. (‘IPI‘}, acquired by BNCA ia March

1994, and highar average mlling prices.

Gross protit ssryin decrsssed froc 20.4% in 1994 to 16.2% in 1995,
resulting priscipally !m higher Tavw aatsrial enu-. partislly offest by the
higher -nnr elling p Selling, and administrative expeases
W 9. ul $134§ aillion, peisarily n!l.t.l.' higher distriimtion and
lsvel of salss, lﬂduunnth'”i

to sugpert the
-uu USI sxpaases from the dn.. of USI's nquuuh- Solling, gumsrsl and
[ «f pet sales from 20.9% ia

par

trutive
1994 to 19.58 in 1993,

dnd {ng income of $41.2 millioa in 1995 cowpared
with su.l million in 1994. Wbile BMCA'e Opersting incoms increased §$1.2 million
(J!) to $45.9 aillion in 1995 compared with $44.7 million in 1994, due
pr incipally to the higher sales voluses, pnrchlly o!lnt by n. lower nlrvhu.
h inctesse ves more than offsst by lower rom the
Ln-unncc subsidiary, which was liguidated durimg 1995, and by euuh qnnt.hg
at the level, .

Intsrest expmnsa vas §12) milllon in 1995 earnd with $98.4 aillios in
1994. The increass of $21.6 sillion was attributable to digher debt levels,

primarily from the issuance in Jums 1994 of BMCA's Senior Deferred Coupo Botes
dus 2004 (the ‘Deferred Coupon Wotas"} (sas Wote § to Conscllidstad Financisl
Statemsnta), higher intarest rates, and Partanrship intarest.

her incoms, net, locludes incoms from the Partnership of $32.4 aillios in
1995 u\d $51.2 aillion in 19%4. Incoms €rom the Pertemrship Im 1994 included 323
million, repressnting the pre-tan income from a pertmership distributios of a
portioa of ths intarest of wc in the Partmarship se & result of 3 mttlement of
Gre's wunuun dhputu relating ¢to its intgrest in the Partaership. See Bote
3 to Other income, set, aleoc compy. m et
i nhzdmmnhotml:nd-m

r-e-l.uhh. wd other »y and ring items of imcome aes
such jtems t.oulcd $4.0 -lluou ol kt. income Lu 1998 m with $4. O.x‘

of net axpanse in 19%4. The $B.0 -slum- improvesent Ln 1995 was due prismarily
to higher net investamsnt {ncome (up $2.5 million) (see Notes 1 to Comasolidated
Finanelal Statemants] and the sbeence of $4.0 million in provisions tor
environmental remediation and certaim litigation costa.

The Company recorded a tax benefit of $1¢ million in 1995 [an etfsctive
booefit rats of 43.4%) compared with s tax provisios of $.6 millioa in 1994. The
favorable rate in 1995 ves dus primerily to utilizatiom of foreigm taz credic
carryovers.

LIQUIDITY ANOC FINANCIAL CONOITION

GAF. G-I Noldings and G Industries Corp. are essentially holding companmics

without independent businesses or operstions and, as such, sre prasently

dependent upon tha cash flow of their subsidiaries, principally WeCA, in
order to satisfy their obligations. As of December 31, 1996, such obligations

included
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$5.3 million of the Dimcount Wotes, $.1 million of the 10% Notes, $333.83
million estimsted present valus of asbestos liability (before estimsted
present valus of recoveries from products liability insurance policies
of approximately $190.3 million) and approximately $163.8 million of
various tax and other liabilities of GAF and its subsidiaries, including
tax lisbilities relating to the Partnarship. Por further informatioa,
see Hotas 1, 1, 4 and 12 to Consolidated Financial Statements. G-I
Holdings and GAF expect to obtain funds to satisfy such obligations
from, among other things, dividends and loans from subsidiaries
{principally BNCA), as to vhich there are restrictions under the
indentures relating to the Deferred Coupon Notes and BNCA's & 5/88
Senior Hotes due 2006 (the 'S 5/8% Notes'), and from payments pursuant
to the Tax Sharing Agreament betwest GAF and BMCA. As of Decenber 31,
1996, BMCA, undsr the most restrictive of its debt covenants, could have
paid dividends of up to $167.5 aillion.

puring 1936, the Company oo & lidated basis generated cash from
operations of $39.7 million, investsd $25.6 millioa in capital expeaditures,
investad $35.1 million for aet purchases of svailable-for-sale and
held-to-maturity securities snd other short-ters in « 9 d $09.5
million in cash from the sale of WARQ-FN (a discontinued operation), and
generated $4.6¢ million from other discontinued operations, for a net cash inflow
of $73 million before fimascing transactions. Cash invested is additional
working capital totaled $9.1 million during 1996, mainly reflecting a $3.8
million increase in receivables and a $7.5 oillion increase in inventories due
to Ligher sales levels. The cash inflow from operating activities was net of a
$3.9 million cash outflow for net purchases of trading securities and 559
million in net paymeants of asbestos claims. See Note 1 to Comsolidated Financial
Statamemts and Item ), ‘Legal Procesdings’ for a discussion of asbestos claims
filed agaiost GAF.

Met cash used in financing transactions was $2.3 million. As discussed in
wote 8 to Consolidated Financial Statements, in October 1996, ISP Boldings
d a der offer for the Discount Notes and an exchange offer for the

10% Wotes. Subsequent to the tender offer, G-I Holdings repurchased a total

of $178.9 million of the Discount NMotes from ISP Boldings {utilizing cash on
hand and repayment of loans owed to G-I Boldings by ISP). The remaining

i 1 P h d by ISP Boldings in the tender offer which wvere not
repurchased by G-I Roldings and the 10t Notes accepted by ISP Boldings
pursuant to the exchange offer were contributed to G-I Holdings by ISP Holdings
in December 1996 as a noncash capital contributioa and cancelled by G-I

Holdings.

On December 3, 1996, BXCA issued $100 milljon principal amount st maturity
of the B 5/0% Sotes. BMCA utilized the net proceeds from the issuance of the
8 5/8% Notes to repay indebtedness owed by USI to G-I Boldings of -approximately
$30 million and to pay the purchase price for the March 1997 acquisition of the
assets of the Lestherback Industriss division of Bollinee Corporation. The
resainder will be utilized for general corporate purposes.

Pinancing transactioms in 1996 also included a cash inflow of $117.8
million in repayments of loans owed to G-I Holdings by ISP and $8.0 million in
procesds from the sale of BNCA's accounts receivable, partially offset by $34.9
nillion of repaysents of long-term debt, $5.0 million of fimancing fees and $6.5
million in dividends paid to Gar.

As a result of the foregoing factors, caash and cash equivalents increased
by $70.7 million during 1996 to $124.6 million {excluding $106.2 million of

, trading, available-for-sale and held-to-maturity securities and other short-term

investments).

As of Decenber 131, 1996, the Company's scheduled repayments of long-term
debt for the twelve months ending December 31, 1997 aggregated $3.4 million.

The Company’'s investment strategy is to seek returns in excess of money
market rates on its avajilable cash while minimizing market risks. There can be
no assurance that the Company will be successful in inplementing such a
strategy. The Company linvests primarily in international and domestic arbitrage
and securities of companies involved in acquisition or reorganization
transactions, including at times, common stock short positions which are oftfsets
against long positions in securities which are expected, under certain
circumstances, to be exchanged or converted into the short positions. With
respect to its equity positions, the Company is exposed to the risk of market
loss. See Note 1 to Consolidated Financial Statements.

In June 1996, BNCA's bank credit facilities wers extended to June 1997 on
the same terms and conditions. In October 1996, a $10 million facility was
increased to $12 million and extended to October 1997. Such facilities provide
for revolving lines of credit up to $32 million and letters of credit of up to
$41 million, provided that total borrowings and outstanding letters of credit
may not exceed $42 million. As of December 11, 1996, $)8.9 nillion of letters of e
credit were outstanding and no amounts had been borrowed thereunder. Under the '
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agreaments, BNCA is subject to i misisum consslideted net vorth test. As of
December J1, 1996, BNCA vas is cospliance with such test.

USI has & revolviog credit !u:ulty. providing for borrowings of up o
$29.6 million and letters of credit of up to $2 millive {such totsl borrowings
and cutstanding letterw of credit sot to excend §19.§ million), which expires ia
Jepuary 1999 asd iz secured by, aad subject te liaitstions based upos values of,
accounts receivable, inventories and certsin manufacturing equipsest. As of
December 33, 1996, thers wers 3$1.7 aillion of lettars of cndn outstanding and
no amcunts had been borrowed uader such facility.

Sorrovings by G-1 Boldings sod BHCA ere subject to the applicatiosn of
certain fisamcial covenants costained ia the indestures relsting to the nhcwnz
Motes, the 108 Wotss, the B S/6t Motes and the Deferred Coupos Botas. As of
Dacember 31, 1996, C-3 Boldisgs and ENCA were is copliance with such covesaats.

objectives of ths Company is utilizing unnnnu-pqn--n
are to !ovor fuading costs, diversify sources of funding asd manage intsrest
rate A» of mber 31, 1996, the total sotiosal amount of interest
rats sweps cutatandisg uas $106. millicn, aed the emount of umierlying debt
relating to such swaps was mn 1 qns-a. By utiliziag interest rats swap

the € by $8.7, $1.5 and $2.2
million im 1994, 1995 and 1996, r.lp.etlv‘ly. "Ses ote § to Consollidatasd
Financial Statemsots.

Ses %ote § to Comsclidated Pinsncial Statesesta for furtber iaformation
regarding tha debt in of tha ¢ -

In Mareh 1993, BMCA sold its thade ivable (° fvables’) to &
trust, without to an which provided for s oaximm
©of 575 milliom in cssh to be cade svailsble to BMCA based on eligible
recelvables eutluadhg fron tire to time. Iz November 1996, ENCA
the to the 1993 sqruamest and sold thewm to a special
purpose nuhlhr, of SMCA, BNCA Baceivahles P without
which in turm sold them to & ssw trust, without recoursa, parsuast te sew

2 The new prwtdt for & saximm of §115 sllliom ia caeh to
be made available to BRCA based on bligible receivables cutstanding from tise to
time. This facility expires in Oecesber 2001,

ror turther informstioam with regerd to incoms taxes, sse dote & to
Consolidated Financial Statsoents.

The y does not belimve that inflation hes had a materiasl sffect o
its re: of operations dun.ng the past threa ysars. Hovever, there can be no
assura that the Company‘'s businges will not be affected by inflatfon in the
Cuture.

The Company, together with other companies, s a party to a verlety of
administrative procendings -nd lawsuits involving environmantal matters. See
Item 1, "Legal P Bavir sl Litigation' for further discussion.

The discussion as to legal mattsrs iavolving the Company, including
elated contained in ltn 3, 'u'll Pmminl' is
incorporated herein by referesces. .

At December 31, 1996, the Cospany had foraign tax eredit ['FTC'}
carryforvards vith expiration dates as follows:

FIC's .&!pirlng in the year:

FIC carryforwards represeat amounts available to [EP and dus to G-I
Holdings under the Yax Sharing Aqmunt. G-I Holdings intends to transfer the
remaining asount which is not utiliked in its 1996 consolidated tax return,
estimsted to be §12.1 million, to xsr Holdings.

FORMARD-LOGKING STATIMENTS

The dn:uulons in thu refnn contain both historical informatica and
forward-looking st the y bslimves thst any such
torwvard-looking -'.n.n-enli are based on ressonable assumptions, these staterents
involve uncertainties that affect, smong other things, the Company's operations,
markets, products, services and prices. These uncertainties include econonic,
compatitive, governmental and n:hmloqxcu factors.

F-3
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G-I HOLDINGS INC.

SELECTED FINANCIAL DATA

YEAR ENDED DECEMBER 11,

1992 1993 1994 1995 1996
{MILLIONS)
OPERATING DATA:
Net sales.......c.c.van cseans $ 508.5 $ 559.2 $ 593.1 $ 687.2 § 852.0
Operating income....... senen 33.8 41.4 4.1 43.2 58.4
Interest expense........... . 82.9 90.1 98.4 121.0 127.6
Loss from continuing
operations before income
LAXEB..ovitnrracrasrnnnee (324.9) (13.3) (7.1) {41.5) (37.4)
Loss from continuing
operations before
extraordinary items and -
cumulative effect of
accounting change..... - (194.6) (7.9) (1.7) (23.5) (25.6)
Income from discontinued .
operations, net of income
tAXEE .. civvrrecneninnannn 47.5 22.3 36.9 56.3 110.7
Net income (loss)..yﬁ...... (167.9) 14.4 28.0 32.8 54.2
DECEMBER 31,
1992 1993 1994__ 1995 1996
{MILLIONS)
BALANCE SHEET DATA: :
Total working capital....... § 257.1 $ 143.9 $ 228.0 $ 290.0 $ 426.4
Total assetS...ccovennren P 1,246.0 1.307.4 1,766.7 1,904.8 1,929.2
Long-term debt..... sessemnan 806.4 896.3 1,136.8 1,270.1 861.1
Shareholder's equity
(deficit)....... {42.6) (82.6) {15.8) (L.7) 445.8
F-6
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To G-I Holdings Inc.:

We have audited the accompanying consoclidated balance sheets of G-I
Holdings Inc. (a Delaware corporation and a wholly-owned subsidiary of GAF
Corporation) and subsidiaries as of December 31, 1995 and 1996, and the related
consolidated statements of income, shareholder's equity (deficit) and cash flows
for each of the three years in the period snded December 31, 1996. These
financial statements and the schedules referred to below are the responsibility
of the Company's management. Our responsibility is to express an opinion on
these financial statements and schedules based on our audits.

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

In our opinion, the financial statements referred to above, appearing on
Pages F-8 to F-27 of this Form 10-K, present fairly, in all material respects,
the financial position of G-I Holdings Inc. and subsidiaries as of December 31,
1995 and 1996, and the results of their operations and their cash flows for each
of the three years i the period ended December 31, 1936, 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 appearing on pages S-1 to
S-4 of this Form 10-X are presented for purposes of camplying 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 the 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

whole.
ARTHUR ANDERSEN LLP

Roseland, New Jersey
March 3, 1997



G-I HOLDINGS INC.

CONSOLIDATED STATEMENTS OF INCOME

Net sales.....cccvuae... cseesserersevseacnsses

Costs and expenses:
Cost of products sold...... cesessecssencnoas
Selling, general and administrative........
Goodwill amortization.......c.ceveccccancss

Total costs and exXpenses.......ececeeveencee
Operating income......ccvvvviirciiceaannnans
Interest BXPENSE. . .cccserecnccrnocacsens cvees
Other income, net...... errecessiecanssenasans

Loss from continning operations before income
taxes and extraordinary items........... e
Income tax (provisiof) benefit...............

Loss from continuing operations before
extraordinary items........cccvceittarccenns

Discontinued operations:
Income from discontinued operations, net of

Income tAXeB..cceeserescssvecenracacnnna
Gain on sale of discontinued operation, net
of income taxes of $30,648.......... cene
Income from discontinued operations..........
Income before extraordinary items......... ..

‘BExtraordinary items, net of income tax
benefits of $733 and $17,275,
respectively................ ceesisceetrenns

Net income.......c.ccvveeen erececesrenncscsaans

YEAR ENDED DECEMBER 31,

1994 1995 1996
(THOUSANDS )

$593,147 $687,184 $851,967
424,677 507,279 623,135
123,691 135,966 169,049
666 772 1,335
549,034 644,017 793,519
44,113 43,167 58,448
(98,416) (121,019)  (127,550)
47,218 36,348 31,752
(7,085) (41,504) (37,350)
(579) 17,998 11,706

' (7,664)  (23,506)  (25,644)
36,911 56,334 67,109
36,911 56,334 110,746
29,247 32,828 85,102
(1,237) - (30,950)

$ 28,010 $ 32, $ 54,152

828

The accompanying Notes to Consolidated Financial Statements are an integral part
of these statements.
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G~I BOLDINGS INC.
CONSOLIDATED BALANCE SHEEYS

Famh
PECRGER 31,
1995 1936
({THOUSAMDS)
ASSETS
Current Assats:
cnh Me-l mxm—n....................... 13 53,907 $ 124,623
7 1 .o 6,148 1,008
nvu:-nu h avallable~for-sale dacurities.... 32,798 02,015
{avastasats ia held-to-maturity securitiss...... 16,399 1,162
Othar short-ters IAvRstOANtS..ccocevscnnilorcans 17,908 15,%4¢
Acoounts receiveble, trsde, less ressrve of
16,221 10,021
24,394 24,329
9,423 -_—
59,597 -—
13,413 19,113
€7,537
36,032
142,350
OLtRAEr CUIrZEnt APBELE.....ccrecavsssnssosvancanere &,552
Total CUXTERt ABSEEE...cecvterntecvoncesens 485,863 €18,061
1nvestasnt is linited psrtnarehip.. 458,008 430,080
Proparty, Plast and eguipment, MEt.......vfesreass 233,333 223,051
xcess of Cost over met sssets of buainesses -
- acguired, et of accumulated amnrtizatiom of
$7,056 and 0,391, 47,436
Iosursoce tecsivable.

fros p pany

Long-tars loas recwivable from aff
Vet noocurrent asseta of discostinued

OPBZALIONG . coccstactcsssoasanncarccnsecncasnrons 400,679 373,286

ORLMBE BRBERB....cvreccasassasnsconsarearce 31,626 29,701

aCennnrnnn .27

TORBL ABBEES..opereceresronearansosissnecsenancas  $1,004,846 §1,929,156

LIABILITIES AND SRARRROLDER'S EQUITY (DERFICIT)

current Liabilities:
Current saturitiss of long-tars dedt

$ 9,909 $ 3,412
Accounts payable. 48,511

53,326

Mccread lisbilitie 49,106 50,343
Paysble to afflilliate, net - 5,236
Resarve for asbestos claims... 84,441 75,952 .
Total Current Lisbilitied...cicenvcevcnncne 195,062 191,654
Long-ters dabt lesa current maturities............ 1,270,093 961,071
Defarred INCOME CAXBE...c.veevertonasasscscasnnsns 34,188 70,942
Resarve for ssbestos ClaimB.......cccactvnienensure 297,429 257.006
Other 11abilitislec icrncerionrarrenerasnoracinenns 2,9 101,058
Cosmitments and Contingencies....ccocecanienvenn..
Sharubholdar's Bquity (Deticit):
Common mtock, §$.01 par value per share; 1,000
sharsa authorized; 100 sharws issved nnd
. ootstanding.eccirercrroaranae evssesmnane - -
Additional paid-in cupit.nl........... crasene 50,129 455,%43
Excass of purchase price over the adjusced
historical cost of predecessor company shares
owned GAF'e 2OCRNOlORrE. cccvieanrrsvanans: {72,405) (72,608)
Retalned enrning®. .ccciieenerinanensns Feena §,21) 54,065
Cumilative translstion adjustment and other. 14,5%¢ 4.392
stareholder s Bguity (Oeficldt).ieccccvccccneanas {1,797) 445,795

Total Liabilities and Sharehclder's zqulty;
L1 T 1 P $1,904,046 §1,.92%,156

The accompanying Notes to Consolidated Financial Statements are an integral part
of theae statements.
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G-1 BOLDINGS INC.

Cash and cash squivalents, beginaning of

1 R R T T YT T T PO P DU

c-u mvu-d by oparatiag sctivities:

-..........

messenen
z

t
m caab prvvi“ by operating
activitiesy
Jocoem froa discostinued

Bernsssssessrassssvassnnny

(u?-ut) decresse h\nru;g‘e;;it;i-
LOOB . .ccnsiiocnsnnoansertacanananes
rurchases of trading sscurities.........
Proceads fron sales of trading
securities. . ..cevsevenencnaninan

Payswests of nhum claine, net ..
Change iu net receivable (mluyabl- to

LT3 28 R PN
Other, PBt.ce.tcrennnncccacnacsancannns .

Net cash provided by eparating
activities. o iiiaitiiatciacraratnnanes

Cash pa‘ld-d by (used fe) investing
activities:
Capital sxpenditures and acquisitions...
Proceeds from sale of discontinued
OPETALION.ceareorovtesassssrnonnvonns
Othar——discontinued operstions..........
purchases of aveilable-for-sale
securities. .. .iciiiiinnenianaan cens
r:hc-: of held-to-asturity
B cnrearsrasnntrsssensansans

Purchases of other short-ters

Procesads from held-to-maturity
oecuritied. o ciieciertirrotincionann

Proceeds from other short-term
LOveStaente. .t cccentintieiciacanaans .

Net cash provided by fused in) investing
activitiogiacioiiinoiinnenieioiieneannns

Cash provided by {used in) financing
activities:
Procewds {rom sale of accounts
r-elivnbl.s... ersercscursrsrtenaranere
1

Rapurchase of nucount Notes from ISP
BOlAings.rcetrinaonciresercrosarnonas
Repayssnts of long-term debt.ci.econnsss
(Increase) decresse in loans to
affiliate®. it airiiiiainiineiiennnns
Increass (decreass) in loan [rom parent
COBPERY . o cacesonassnsrasessnsusaancns
Financing fees and expenses.......
Dividends paid to pareat company..
{Increses} decrease in restricted

Not cash provided by (used in) financing
activities.. oot iiiiiiiiiiaiiiieeaannn

Net change in cash and cash squivalents...

Cash and cash squivalents, end of year....

r-10

CONSOLIDATED STATEMENTS OF CASN FLOWg

TEAR EWNDED DECEMAER 31,

1994 1995 1996
(THOUANDS )
s 4,429 $ §7,013 $ 51,907
25,010 32,028 54,132
(36,911) €56,334) (119,746)
37 -— 30,950
16,796 20,252
[ {1] m
35,192 29,433
€9,193 85,439 64,957
116,074) (9.236) {9.136)
(44,260) 11} (34,234)
€2,72¢ p 22 ] 30,852
4,498 1,504 (1,267)
(1,851) 2,371 (1,508}
174,893) (60,393) {58,979)
40 (6,993} 17,291
1.066 1,19 7,802
39,842 42,513 39,726
(54,279 (54,111} (25,6293
- —_ 9,468
6,021 2,466 4,512
- (111,499) {150,395}
- (17,045) (29,37S)
(14,592} (6,634 (660)
- 74,063 110,006
- 7,446 32,805
- 3,320 2,622
(64,050) 1102,704) 33,300
12,217 7,919 8,018
195,520 40,002 99,502
-— - (170,86))
(14,204) {10,440} 134,056)
166,263) 15,216 117,834
1,600 (1,800) -
16,799) (392) (5,021)
18,130) (28,159) (6,491
124,404) 24,484 --
{1,301) (467) (2,432)
52,394 46,36 t2,310)
63,398 (13,908) 76,716
$ 67,015 3 53,907 § 124,623
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G-I HOLDINGS IRC.

CONSOLIDATED STATEMENTS OF CASB FLOWS--(CONTINUED)

YEAR ENDED DECEMBER 31,

1994 1995 1996
( THOUSANDS )
Supplemental Cash Flow Information:
Bffect on cash from (increase) decrease in
working capital items(1):
Accounts receivable........ cervevecaenes $(13,601) $ 1,675 $ (3.750)
Inventories. ... ccceeiecicanacnsncns cees (6,523) (3,968) (7.,539)
Other current assets....... Cerreceneasen 295 608 1,070
Accounts payable...........ciercnenennes 12,034 (6,465) (4,815)
Accrued liabilities................ eesan (8,279) (1,086) 5,898
Net effect on cash from (increase) )
decrease in working capital ‘
items...... tecsecencnenasaanna e $(16,074) $ (9,236) $ (9,136)

Cash paid during the _period for:

Interest (net of unt capitalized).... $ 25,259 $ 26,406 $ 41,592
Income taxes paid (refunded)............ 763 (8,586) 1,840

(1) Working capital items exclude cash and cash equivalents, short-term

investments and short-term debt. Working capital acquired in comnection with
acquisitions is reflected in ‘Capital expenditures and’ acquisitioms.' The
effects of reclassifications hetween noncurrent and current assets and
liabilities are excluded from the amounts shown above. In addition, the
increase in accounts receivable shown above does not reflect the cash
proceeds from the sale of certain of the Company's accounts receivable (see
Note 5); such proceeds are reflected in cash from financing activities. As
discussed in Notes 8, in February 1996, G-I Holdings completed a noncash
exchange of $189.3 million in accreted value of its then outstanding Senior
Discount Notes due 1998 ('Discount Notes') for $200 million of its 10%
Senior Notes due 2006 (the '10% Notes'). In October 1996, ISP Holdings Inc.
issued $199.9 million of its 9 3/4% Senior Notes due 2002 in a noncash ’
exchange offer for the 10% Notes, and also consummated a cash tender offer
for the Discount Notes. Subsequerit to such tender offer, G-I Boldings
repurchased $178.9 million of thel Discount Notes from ISP Holdings. In
December 1996, ISP Holdings Inc. made a noncash capital contribution to G-I
Holdings of $404.8 million, representing thé 10% Notes acquired in the
exchange offer and the Discount Notes acquired in the tender offer that were
not repurchased by G-I Holdings.

The accompanying Notes to Consolidated Financial Statements are an integral part

of thesé statements.

1
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G-I BOLDINGS INC.

CONSOLIDATED STATEMENTS OF SEAREHOLDER'S EQUITY (DEFICIT)

CAPITAL

STOCK AND ‘CUMULATIVE RETAINED
ADPDITIONAL TRANSLATION RARNIRGS
PAID-IN ADJUSTMENT (ACCUMULATED
CAPITAL AND OTHER DEPICIT)
( THOUSANDS )

December 31, 1993.......... $ 50,000 $ (1,864) $(18,145)
Net income............... ceseesavoene -— - 28,010
Translation adjustment........ ceveres - 6,654 -—
Dividends to parent company.......... -— - (9,130)
Unrealized loss on available-for-sale

securities, net of $517 income tax

benefit........... erecsovsranns ceee - {886) -
Change in unrealized gain on

investments held by insurance

subsidiary...cceccccieniecinan caeeen - -— {594) -
Adjustment of unfunded pension

liability..cciineennrienncransnncns - 2,760 -
Effect of subsidiary's purchases of

treasury stock..... crsecessasennss . {31) - -

December 31, 1994.;,.... ..... eoseerenas $ 49,969 $§ 6,110 $ 735
Net income.....??icirsenersncccnnnn . - ' - 32,828
Translation adjustment......ccecven.. — 5,561 -—
Dividends to parent company.......... -~ - (27,350)
Change in unrealized gains on

available-for-~-sale Becurities, net

of $1,503 income tax effect........ - 2,636 -
Adjustment of unfunded pension ) .

liability..cveenreevoorcncvcnncnnss -— T 249 -
Effect of exercises of subsidiary's

Btock optionsS....cccneccevecccscnnes 160 - -—

December 31, 1995...... tecsvserssasnoss $ S§0,129 $ 14,556 $ 6,213
Ret income...cccieensencns Cheescnacns - - 54,152
Translation adjustment............... -~ (6,943) -
Dividends to parent company.......... - ‘ - (6,300)
Capital contribution from parent

COMPANY .o cocnesvnes hnecencsrssnnsnen 404,808 - -
Change in unrealized gains on

available-for-sale securities, net

of $266 tax effect.....vvcvveucnnn. - (428) -
Adjustment of unfunded pension

liability..... cereenns Cenerennreaes - 1,207 -
Effect of exercises of subsidiary's

stock options.......... Creseasenne 717 - e
Effect of subsidiary's issuances of

stock and options as incentives.... 289 - --

December 31, 1996..... evesesasmaresens . $ 455,943 $ 8,392 $ 54,065

The accompanying Notes to Consolidated Financial Statements are an integral part

of these statements.

F-12

<



G-I BOLDINGS INC.
WOTES 70 COMSOLIDATED rnucm STATENRNTS

Prior to Jamuary 1, 1997, G-I snuunp Inc. (the' lngutxne or ‘G-I
Boldings®) was a vhouy—mal subsidiary of ISP lald.ug- Inc. (ISP Boldings®),
which was a wholl subsidiary of GAPF Corporstion ( w). Is!lold.hpm
formed oo August €, 1996 and 10 sbares of its ware d to GAF in
axchange for all of the capital stock of G-I Boldisge, which ruulnﬂ in G-I
Boldings becoming & direct vholly-owned subsidiary of IEP Holdings.

On Japuary 1, 1997, GAF effected n series of transsctiouns (the ﬁpunt.lm

Transactions’) that resulted in, zsong othar things: (umlhmol
comson stock of Intarmatiosal Specialty mm.(m)wumm
its subsidiaries, representing spproximstaly 83.5% of the 1 ing

eap.iulltnckofm, beling distributed to ISP Eoldings; (Z)mott.h
en.eoekofc-lblﬂlmhu.ngdh ibuted to GAF; (3) the
stockholdars

'e.pu:u stock of ISP Boldings being distributed to the of CAP; (4)

U.5. Intec, Iaoc. ( ‘GSI') becoming a subsidiary of Building Ksterials Corporstion
of America ('BMCA‘), a vholly-am indirect subsidiary of G-I Boldiags, through
a capital contribution to BMCA by G-I Roldings; and (5) G-I Boldings making &
contribution of approximately $82.5 millioca in cash and abort-tarm investasnts
to BMCA.

As & result of the Separation Transactions, ISP Eoldings and ISP are po
longer direct or indirect subsidiaries of GAF or G-I Boldings, while the sssets
and liabilities of G-I Boldings and its vholly-ovu.d subsidiaries, including
ERCA, USI and GAF Piderglass Corporation ('GEC') (formarly known &S GAF
Chemicals curponr.hn), are no looger assets and lisbilities of ISP Boldiags. As
used herein, the term 'Company’ refers to G-I Boldings and its subsidiaries.

Accordingly, the results of operations and assets and liabilities of IEP,
ss well as GAP Broadcastisg Company, Inc. (vhich wvas sold iu Aoguat 1996}, nn
been classifisd as 'Discontinued Operations' within the financial statesents for
all periods pressentad.
y, through its principal operating subsidiary, BMCA, is engaged

The Compan:
principally }} the manufacture and sale of a broad line of asphalt roofing
{es for the residentis]l and commsercial roofing markets in

the united States.
See Note 11 tor information relsted to discontinued operations.

WOTE 1. SUMMARY OF SIGNIFICANT ACCDUNTING POLICIES

Principles of Consolidation

All subsidiaries are consolidated and intercompany transactions have been
eliminated. .

FPinancial Statesent Bsticoates
The prepacation of financial statements requires nansgement to make certain

estimates. Actual results could differ trom those estimates. In the opinion of
sapagement, the financisl statements herein coatain all adjustmeants necessary to
present fairly the financial position and the rnult- of operations and cash
flows of the Company for the periods pri ted. The Company has & policy to
revipw the recoverability of lonq-llm ansets and .idcauty and msasure any
potsntial impairsents. The Company does not santicipate any ch in

" estimates that would have a material impact on opcnuon, uquld.lty or cuplt.l

resources, subject to the matters discuased in Note 12 (Cc-ﬁulenu and
Contingencies).

Short-term Investments

For securities classified as 'trnding (i.nclndi.nq short positions),
unrealized gains and losses are refl in . Por ities classified
as ‘available-for-sale’', unrealized gains (loue-), agt of income tax effect,
sre included in s separate component of sharsholder's equity (deficit),
‘Cusulative translation adjustaent and other,' snd amounted to $1.B and $1.3
million as of December 31, 1995 and 1996, respectively. Investments classified
as 'held-to-maturity' securities are carried at amortized cost in the
Consolidated Balance Sheets.

‘Other income, net' includes $.3, $1.1 and $11.1 million of net realized
and unrealized gains and losses on securities in 1994, 1995 and 1996,
respectively. The determination of cost in computing realized gsins and lossss
iz based on the specific identification method.
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.arose from a yout in March 1989 of the pred pany to

G~I HOLDINGS INC.
NOTES TO CONSOLIDATED FINAMCIAL STATEMENTS——(COMTINUED)
NOTE 1. SUMMARY OF SIGNIFICART ACCOUNTING POLICIBS--({CONTINUED}

" buring the fourth quarter of 1995, the Company redesignated certain equity
securities held long (vhich are offsets against short plitions in certain other

securities), with a fair market valus of $6.3 million, as ‘trading’ and recorded

unrealized gains on such securities, throngh the date of redesignmation, in the
apount of $.5 aillion as ‘Qtber income.

As of December 31, 1995 and 1996, the markst value Oof tha Company's equity
securities held 10:2 wvas $39.1 and $82.5 ailljon, respectively, and the Company
had $22 and $10.2 million, respectively, of sbort positions in ocommon stocks. As
of Decembar 31, 1995 and 1996, the market value of the Cowmpany's held-to-
saturity securities vas $10.4 and $7.6 million, respectively. The market values
referred to above are based on guotations as by variocus stock exchanges
and major broksr-deslers. With respect to its investmeats in securities, tbe
Corpany is exposed to the risk of market loss.

other short-term fiav sre inves in limited partaershipe wbich

are saccounted for by the equity metbod. Gains and losses are reflected ins ‘Otber
, net.' Liquidation of partnership interests generally require a 30 to 45

day notice period.

Cash and cash equivalents include cash on deposit and debt securities
purchased with original saturities of three sonths or lass.

In accordance with the teras of the indenture for BMCA's 11 1/4% Senlor
Deferrsd Coupon Wotes due 2004 (the 'Deferred Coupon Eotes') (seec Note §), BMCA
deposited $100 million of the procesds from the issuance of the Deferred Coupon
Notes into a segregated accouont maintained by the tr der the indenture
(the ‘Account’). Funds in the Account could be invested only in certain
permitted investments and could be used, subject to certain exceptioas, only to

fund BMCA's a asbastos liabilities. As of Decesber 31, 1994, $24.5 aillion
remained in Account and was invested in Eurodollar depoliu purchased wvith a
saturity of less than thres months. The A vas r to s zaro balance in
199S.

Inventories

Inventories are stated at the lower of cost or market. The LIFO unt-l.n,
first-out) method is utilized to determine cost for a portion of the y's
inventories. All other inventories are determined principally based on tllc Firo

(first-in, first-gut) method. .-

Property, Plant and Equipment
Depreciation is computsd principally on the straight-~line method based on

" the estimated economic lives of the assets. Certain interest charges sre

capitalized during the period of construction as part of the cost of property,
pPlant and equipment.
Excess of Purchase Price Over the Adjusted Bistorical Cost of Predecessor
Cospany Shares

Sharsholdar's equ.lty (deﬂclt) reflects a reduction of $72.5 amillion which

GAF (the Aequi.l.ltion ), bec-nu cem.in bers of the o t group
shares of the pr ‘s stock before the lequiiltlol and own

shares of GAF after the Acquhinon. Accordingly, a step-up in asset values to
fair value as required by the purchase method of accounting (which was applied
to the Acquisition) does not apply to their shares.

Excess of Cost Over Net Assets of Businesses Acquired (’'Goodwiil‘)

Goodwill is amortized on the straight-line method over a period of
approximately 40 years. Ths Company believes that the goodwill is recoverable.
The primary financial indicator to assess recoverability of goodwill is
operating income before amortization of goodwill. The is b
undiscounted analysis.

d
on an

Debt Issuance CoGts

Debt issuance costs are anortized to expense over the life of the related
debt. .

F-14
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G-I BOLDINGS INC,

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(CONTINUED)
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES-—(CONTINUED)

Revenue Recognition

Revenue is recognized at the time products are shipped to the customer.
Revenues in 1996 inciuded sales to American Builders and Contractors supplies
Co., Inc., which accounted for 11% of the Company's net sales.

Interest Rate Svaps

" Gains {losses) on interest rate uuap agraements (‘'swaps') are defarred and
amortized as a reduction (incrsass) of intarest expense over the remaining life
of the debt issue with respect to which the swaps vere entered.

Research and Development

Research and development costs are charged to continuing operations as
incurred and amounted to $2.5, $3.1 and $4.5 million for 1994, 1995 and 1996,

respectively.
Bnvironmental Liability

The Company, together with other companies, is a party to a variety of

procsedings and lawsuits involving eavirommental satters. The Company sstimates
that its liability in respect of such envirommental matters for its continuing
operations, and certain other snvironmental ance expenses, as of December
31, 1996, is $15.3 million, before reductioa for insurance recoveries reflected
on its balance s of $6.3 million. ‘The Company's liability is reflected on an
. See Item ), 'Legal Proceedings—Bnvirommental Litigatiom,'
vhich is incorporatsd by refersnce, for further discussion with respect to
environmzental liabilities and estimated insurance recoveries.

Warranty Claims

BMCA provides certain limited varranties covering most of its residential
roofing products for periods ranging from 20 to 40 years. BMCA also offers
linited warranties and guaranties of varying durations on its ctamercial roofing
products; incoms from warranty cortracts related to commercial roofing products
is recognized over the life of the agresments. Included im 'Accrued liabilities’

and °‘Other liabiljties' in the aggregats as of December 31, 1995 and 1996 axe
$50.4 and $43.7 million, respectively, for estimated product warranty claims.
The Company believes that the reserves estahlished for estimated probable future

warranty claims are adequate.

Asbestos Liability

In- 1992, the Company recorded a provision of $322.5 million (beafore related
defaoxked income tax benafits of §122.5 million), representing ths Company's
then-estimate of its total liability pn an undl.leount.d basis (nst of estimated
recoverias of $347.4 million from products liability insurance policies and

other liabilities previously reccrded) in connection with all pending
asbestos-related bodlly injury claimg, and all future asbestos-related bodily
injury claims anticipated to be resolved over the 10-year period of the
Settlement described in Item 3, ‘Legal Proceedings,' which is incorporated
herein by reference. Beginning in the. fourth guarter of 1993, the Company bagan
to reflect certain components of the agbestos-related liability on a discounted
basis. The aggragats undiscounted liability as of December 31, 1996, bafore
estimated recoveries from products liability insurance policies, was $370.6
rillion and, after reflecting a discount of $36.8 million with to
certain components of the asbestos-related liability, was $333.8 million (before
astimated present value of recoveries from products liability insurance policies
of $190.5 million and related deferred tax bensfits of §51.7 million). See Item
3, 'Legal Proceedings,’ which is incorporated by reference, for further
discussion with respect to such liabiljties.

The discount rate (6.25%) used \:1 discount the affected components of the
asbestos-related liability was equivalent to the interest rate in October 1993 56
for securities with a 10-year maturity backed by U.S. Government agencies. As of
l;:galbero . ;;, 1996, the expected net pPpyments {receipts) for 1997, 1998, 1999,

an: 01

:
«F=15
!
‘.



i

G-I HOLDINGS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(CONTINUED)
NOTE 1. SUMMARY OF SIGNIPICANT ACCOUNTING POLICIES--(CONTINUED) .

are $58.2, $(9.8), $25.9, $35.8 and $34.3 million, respectively, and the
aggregate expected payments to be made after 2001 are $23.8 million.

Reclassifications

Certain amounts in the 1994 and 1995 Consolidated rinangial Statements and
Notes to Consolidated Financial Statements have been reclassified to conform to

the 1996 presentation.

NOTE 2. ACQUISITION

In October 1995, G-I Holdings acquired all the outstanding shares of USI
for a purchase price of approximately $27.5 million and assumed $35 million of
USI's indebtedness. USI manufactures commercial roofing products. The
acquisition was accounted for under the purchase method of accounting.
Accordingly, the purchase price was allocated to the estimated fair values of
the identifiable net assets acquired, and the excess was recorded as goodwill.
USI's results of operations, including sales of $21.8 million for 19395, are
included in the Consolidated Statement of Income from the date of acquisition;
the effect was not material to consolidated operations in 1995. In connection
with the Separation Transactions, effective January 1, 1997, USI became:-a
wholly-owned subsidiary of BMCA through a capital contribution to BMCA by G-I

Boldings. J/
NOTE 3. INVESTMENT IN LIMITED PARTNERSHIP

In February 1990, GFC and one of its subsidiaries organirzred Rhone-Poulenc
Surfactants and Specialties, L.P. (the ‘'Partnership’) with an affiliate of
Rhone-Poulenc Inc. ('RP') to which they contributed their respective surfactants
businesses. After the formation of the Partnership, GFC and “its subsidiary
borrowed $450 million pursuant to a non-recourse loan which is secured by their
interest in the Partnership. Effective April 26, 1994, the borrowing bears a
fixed interest rate of 7.13%.

The Company's net investment in the Partnership has a net book value of $0,
represented by an asset with a carrying value of $450 million offset by the
related non-recourse Partnership debt of $450 million. Although non-recourse to
the Company, repayment of the debt is secured by a pledge of the Company's
interest in the Partnership. Income from the Partnership is included in ‘Other
income, net.' Interast expense related to the non-recourse Partnership debt is
included in 'Interest expense.’' Interest expense related to such debt for 1994,
1995 and 1996 was $27.2, $32.1 and $32.1 million, respectively. Income from the
Partnership was $28.2, $32.4 and $32.3 million for 1994, 1995 and 1996,
respectively (excluding, in the case of 1994, the effect of the settlement
referred to below).

On April 26, 1994, GFC settled its outstanding disputes with RP relating to
GFC's interest in the Partnership. Under the settlement, GFC agreed to terminate
its pending litigation against RP and its interest in the Partnership and
received a partnership distribution of a portion of its interest in the
Partnership of approximately $25.5 million in April 1994. The settlement
resulted in pre-tax income of $23 million, which amount is included in 'Other
income, net.' The settlement also provided that GFC would receive fixed monthly
distributions until 1999 as well as a fixed final distribution in 1999.
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G-I HOLDINGS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(CONTINUED)

NOTE 4. INCOME TAXES

Income tax (provision) benefit for continuing operations consists of the
following: .

YEAR; ENDED DECEMBER 31,

1994 1995 1996
{ TBOUSANDS) -

Federal: ) }
current....ecesves tesecenae $ 34,845 - S 47,653 $ 36,423
Deferred....cccc0veee erecan (34.604)_ (28,694) (23,269)

Total Pederal....ceevecncanes 241 " 18,959 13,154

State and local: A
CULEOAt . erveennenroanconnes (233) (220) (221)
Deferred...oeeeeccecacnnnns (584): (741) (1,227)
Total state and local...... (BZQM (961) (1,448)

Income tax {provision) N
benefit......cccci ... S (572) $ 17,998 $ 11,706

The differences between the income tax benefit computed by applying the
statutory Federal income tax rate to pre-tax loss from continuing operations,
and the income tax (provision) benefit reflected in the Consolidated Statements

of Income, are as follows:

YEAR ENDED DECEMBER 131,

v 1994 1995 1996
5 (THOUSANDS)

Statutory benefit.....ccciieeecncnraens §.n.. § 2,480 $ 14,526 $ 13,073
Impact of: -
State and local taxes, net of Federal’ |

benefits............ secessesnssssenrann {533) (625) {940)

Foreign tax credit ('FTC') carryover...... - 4,416 -

Nondeductible goodwill amortization....... {233) - (220) (424)

‘Other, net....ccvveiveeiieecvennancneniaens (2,293) (;99) (3)

Income tax (provision) benefit.........i.;.. $ (579) $ 17,998 $ 11,706

’
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G-1 HOLDINGS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS~-~(CONTINUED)

NOTE 4. IMCOMNE TAXES--(CONRTINUED)
The cooponents Of the net deferred tax liability are as follows:

DECEMBER 31,
1995 19%6
(TBOUSANDS )
$.18,804  § 20,787
131,425 131,425
Total deferred tax liabllitiemeec.vvaseccccncocancnenss 150,229 152,212
Deferred tax assets related to:
137,169) (12,083)

FIC carryforwards....cccervecssnccnnssorysnnssnsanens
Expenses not yet deducted for tax purposes:
Reserve for asbestos claims, net of estimated
INSUrance recoOVerieS...cccevscectccccssoncancons (71,990} {51,672)
ALl OLR@L,ccccsecucrorsansosscscacneslvaceianncans x42,913) (52,303)

(152,072) (116,058)

Net deferred tax (asset) 1iability.....eoediereveeceses (1,843) 36,154
36,031 34,788

Deferred tax assets reclassitied as currenf............

Tota)l deferred tAX ASEELS...ccvescssocarirascsanonans

$ 34,188 $ 70,942

Noncurrent portion of deferred tax liabilify...........

V%

At December 31, 1996, the amount of cldrryforwards avallable for Federal
income tax purposes were:

FTCs expiring in the year:

{ THOUSANDS ) ..

$ 5,97
6,166

e e et o e . w

1 N R I I

1999 . cancccnrrcicsetotcsacernresonnnes

Deferred tax asset related to FICs.... ©§12,083

FIC carryforvards represent amounts atailable to ISP and due to G-I
Holdings under the Tax Sharing Agreement. G-I Haldings intends to transfer the

.remaining amount wvhich ia not utilized in its 1996 consolidated tax return,

estimated to be $12.1 oillion, to ISP Holdings.

'

G-I Holdings has entered into a Tax Sharing Agreemens with GAF with respect
to the payment of Federal income taxes and certain relat matters (the ‘G-I
Holdings Tax Sharing Agreement'). During the term of the G-I Holdings Tax
Sharing Agreement, which shall extend as lpng as G-I Holdiegs is included in a
consolidated Federal income tax return filed by GAF, G-I Holdings is obligated
to pay to GAF an amount equal to those Federal income taxes G-I Holdings would
have incurred if G-I Holdings (on behalf of itself and its domestic
subsidiaries) filed its own Federal income tax return, but, in general, not in
excess of the amount of Pederal income tax'GAF actually pays or is required to
pay. GAF has agreed to indemnify G-I Holdings and its domestic subsidiaries for
all tax liabilities of the GAF consolidated group other than tax liabilities
arising from the operations of G-I Holdings and its domestic subsidiaries. The
G-I Holdings Tax Sharing Agreenent provide® for analogous principles to be
spplied to any consolidated, combined or vhitary state or local income taxes.
Under the G-I Holdings Tax Sharing Agreemenat, GAF makes all decisions with
respect to all matters relating to taxes of the GAF congolidated group.

In connection with the Partnership, the Company has recorded a deferred tax
liability in the amount of $131.4 million.}Payment of this .lLlability (subject to
reduction to reflect utilization of the tak attributes of GAF and its S
subsidiaries) is not expected earlier than. 1999 under present circemstances. In
certain circumstances, the Company could bie required to satisfy this liabilicy
earlier than 1999. The Company‘'s manag believes' it will have access to,
sufficient funds to satisfy this 1iabnlcy"1t so required. '

.
\
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G-I BOLDIRGS IMC.
HOTES TO CONSOLIDATED FIMANCIAL STATEMENTS--([CONTINUED)

NOTE S. SALE OF ACCOUNTS RECEIVASLE
In March 1993, BMCA sold its trade accounts raceivable (‘receivables’) toa
for a maximum

trust, without recourse, t to an agresasot a
of $75 million im cash to be mads available to BMCA based on eligible
recewlhlu outstanding from time to time. In Noveaber 1996, BNCA eatered intc
o whick it sold the recaivables to & special purpue
mxdhry of EMCA, WMCA Receivables Corporatics, Wwitbout recocarse, which
turn sold them to a new trust, without recourse. The new agressants vav!.de for
s saximom of $115 sillion in cash to be made available to BMCA based oa eligible
receivables cutstasding froa time to time. This facility expires in December
2001. The excess of accounts receivable sold over the net procesds received ia
included in ‘'Accounts receivable, other’'. The effective cost to BACA varies with
LYBOR and is included in ‘Other income, net'.

In 1996, the Financial Accounting Standards Board issued SFAS Ro. 125,
relating to accounting for transfers and servicing of financial assets aad
extinguishsents of liabilities, which will ba adopted in 1997. Tha Company does
not anticipate that the implewentation of SFAS Wo. 125 will have a material
effeoct on the Company's results of operations or fisancial positioa.

NOTE €. INVENTORIES

At December 31, 1995 and 1996, $6.2 and $7.6 million, respectively, of
domestic inventories were wvalued using the LIPO sethod. Inventories comprise the

following:

DECEMBER 131,
1995 1996
V4 ——
{TBOUSAMDS)
$34,727 $39,420
7.5948 10,044
Rav materials and supplies.... 25,701 26,208

———— - ———————

TOLAl.ecennreonaraoaaans 68,022 16,470

Less LIPO FEERCVE:vvccrsrroces (505) {1.055)

e e

$67,517 $75,415

Joventories..ccceoveiiinoancnn

—————— —————

NOTE 7. PROPERTY, PLART AND EQUIPMERT
Property, plant and equipnent comprises the following:

DECEMAER 31,
1935 1996
{THOUSANMDS )
Land and lend improvements,.iceveecccecncancncoronsanas $ 26,840 $ 26,837
Buildings and fixtures......ccoiiivenencacronorsensasae 42,252 46,001
Hachinery and equipsent {including equipment under
capitalized leasea of $20,450 and $17,660~-gee
WOLE B)oveocassrecrcrorecesooncononanccssocensasnonne 184,369 179,626
Construction in Progress......cecccieecenncnrnocstoranen 22,718 19,039
276,248 271,502

Total. . oiienereeinaannaa e

Less accumulated depreciltion and amortization......... (42,915) (48,452)

$233,313 $223,051

Property, plant and equipment, RMet....cueevivvecnsvenns
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G~1 ROLDIMNGS INC.
ROTES TO CONSOLIDATED FINANCIAL STATENENTS— (CONTINUED)

NOTZ 8. LONG-TERMN DEB?
Long-term debt comprises of the following:

DECEMBER 31,
1395 19%6
{ TROUSANDS )
$ 5,250
132

Senior Discount Botes due 1998 .ccccraccccnaccccnnan $ 509,033
10V Senior Notes due 2006........c00ccncocnsavccnnae -
11 3/4% BMCA Senior peferred Coupon Hotes due

L2004 . e.vorernnnsrasorsseracrsorasnorarosnaroannans 207,814 233,018
l 5/8% BMCA Senior Notes duk 2006.cccccscvrcncesssas - 99,504
Rorrowings under revolving credit facilities........ 24,412 -—
Industriel revenue bonds with various interest rates

and maturity dates to 2012.......ccccevncnccccsnes 19,825 19,625
Obligations on mortgaged propertied.ec.cscvccccracacne 7,638 5,154
Obligations under capital leases (Nota 12).......... $9,760 $1,800
Non-recourse dabt (NOE® J)....ceserecssncccncnsancas 450,000 450, 000

1,279,082 964,483
(8,909) (3,412}

TOLBLeosorerorovrrsrenascasntoncasscncsnnccnnna

Less current maturities.......c.iciceeccrnccrencnnes

Long-ters debt less current saturities.............. $1,270,09) $061,071

In Octafer 1993, G-I Boldings issued Senior Discount Notas due 1391 (the .
'Discount Wotes') for gross procweds of $400 million. The Discount Motss have a
zero~coupon, sccriuing interast until paid in full at matority, and were sold ac
a discounted issue price representing e yield to saturity of 11.125%. Ia
February 1996, G-I uoldl.nq- eqhtod the sxchangs of $189.3 ailllos in accreted
valoe of its then ni Notes for $200 million of its 10¢ Senior
Notes dus 2006 (the ‘108 Notes'), which were subsequently subject to the
exchange offer discussed balow. On October 1§, 1936, ISP Boldings coosummated &
cash tender offer for C-1I Boldings' Di to the tender
offer, $346.9 aillion in actrwted value of G-I lcxdi.ng. Discoant “liotes wvare
purchased by ISP Boldings. $170.0 millioa in sccreted value of such Discount
Notes weres sub tly repurchssed by G-I Holdings (utilizing cash on hand and
the repayment of -nn.lel owed to G-I Holdinga by ISP) from ISP Boldings. ISP
Holdiags also concluded an affer to exchabge its new 9 3/4% Senior Notes due
2002 for ths 108 Motes. Pursuant to the exchange offer, $199.9 million of the

108 Notes were acquired by ISP Holdings.

All Discount Motes purchased in the tender offer (other than those Discount
Notes sold to G-] Holdings, as discussed sbove) and all 108 Notes accepted in
the exchangs offer by ISP Boldings were contributed to G-I Holdings by ISP
Holdings as a capital contribution in December 1996, prior to the Sepuration
Transactions, and canceled by G-1 Holdings.

In connection with the above transactions, the Company recorded
extrsordinary losses of $31.0 million, net of relsted incoms tax benefits of
§$17.) million, representing write-offs of deferred financing fees and the
premium to accreted value of $29.4 million paid pursuant to the tender offer.

On Decemaber 3, 1996, BMCA jisaved $100 million in aggregate principal asount

at saturity of § 5/8t Senior Motes due 2006 (the '0 5/8% Wotes'). In June 199%4,
BMCA issued $)10 million in principal amount of the Deferred Coupon Notes for
net proceeds of $169.3 million. The Deferred Coupon dNotes will accrete to face
value on July 1, 1999 and cesh interest will accrue from and after that date.
Holders of the Deferred Coupon Notes and the 8 5/8 Notes have the right under
the indentures governing such notes to require BNCA to purchase the Deferred
Coupon Notes st s price of 101% of Accreted Value (as defined therein) and the
8 5/8% Notes at a price of 101% of the principal amount thereof, and SNCA has
the right to redeem the Deferred Coupon Notes at Accreted Value and the § 5/8%
Notes at a price of 101\ of the principal amount thereof, plus, in sach case,
the Applicable Premium (as defined therein), together vuh any sccrued and
unpaid interest, .n the event of a Change of Control (aa defined therein).

The indentures relating to the 8 5/8% Notes and the Deferred Coupon Motes .
contain covenants that, among other things, limit the abflity of BMCA and its =l
subsidiaries to pay certain dividends or make certain other
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ROTE 9. LOMG-TERR DENT-—{CONTIWUED)

restricted paymssts and restrictsd investments, incur liens, eagage in
trannactions with affiliates, and agree to certain additineal liaitatioss oe
dividends apd other payment restrictioas affecting subsidiaries. As of Descesbar
31, 1996, BMCA could have paid dividends of wp to $167.5 ailliocs. Under the
indentures relating to the § 5/0% Notas asd tha Def d Coupon , the
incurresce of sdditiomal debt by BNCA and the issuance by BMCA of preferred
stock vould be restrictad maless, at the time of soch issusnce aand aftsr giving
effect thereto, the ratio of BCA's lidated set & [ 1
interest, depreciatioa and smortizatioa axpeass to its cossalidsted isterest
expease for its most recently completed four fiscal quarters is at least 2 to 1.
Por the four gquarters snded December 11. 1995, SNCA vas in compliance vith such
1}

tests.

In connectica with the Deferred Coupou Wotes, BMCA entered into isterest
rate swap agreemeats (‘'swvaps‘) vith banks in an aggregate ending notiosal
principal amount of $142 million, with & fins) maturity of July i, 1999. As a

result of the swvaps, the effactive intgrest cost to MACA of the portion of the
Defarred Coupos Wotea covered by the swaps varies at a fixed spread over LIBOR.
fased on the fair value of the swaps at December 31, 1995 and 19396, EBNCA would
have incurrsd gaims of §9.3 and $8.0 million, respectively, representing the
estimated amnunt that would be receivpble by BMCA if the swaps ware tsrminated
at such dates. Wo cash intersst will be paid oo the swaps until asturity. The
Company may be idered to be at risk, to the exteat of ths costs of replacing
such svaps at current market rates, in the svent of scaperformasce
counterparties. Bowever, since the copnterparties are sajor fisancial
institotions, ths credit ratings of which are eoatimcally sonitored by the
Company, the risk of such mpexfor-rct is considered by the Company to be
remote. .

In June 1996, IMCA's bank credit! facilities were axtendad to June 1397 on
the same yand conditioas. In Octpber 1996, a $10 maillios facility was
increased to $12 milliom and extanded to October 1337, Such facllities provide
for revolving lines of credit of up tp $32 million and lattars of credit of up
to $41 millios, providad that total borrowings and outstanding lattars of credit
may not excead $42 sillioa. As of Dechmber 31, 1996, $38.9 millico of lettars of
credit ware cutstanding and ac amcunts had been horrowsd thereunder. Under the
agreepents, BMCA {3 subject to & ainimum consolidated net warth tast. As of
December 31, 1996, BNCA was is complisnce with such test.

USI bas & revolving credit facility, providing tor borrowings ©f up to
$29.6 million and latters of credit of up to $2 million (such total
and cutstending lettars of credit not to exceed $29.6 millioa), which expires in
January 1999 and is secured by, and subject to limitaticas based upon valuss of,
accounts receuivable, Loveatoriss snd certain mamufacturisg equipmsct. As of
Oecesber 31, 19%6, thare were §1.7 million of letters of credit outstanding and
no amounts had been borrowed under the facility. The iaterest rats om that
portion of the loans which is collateralized by aceounts receivable and
inventories is st the prime rste; that portion which is collsteralized by
manufacturing equipment is at a fized rate of 7%.

In December 1995, BNCA consumsatasd a 340 millics sale-lsaseback of certain
equipmant located at its Chester, Sowth Carolina croofing facility, in a
transection sccounted for as e capi leass, and the gain has bean deferred.

The lessor wvas granted & security intarest in certain equip t at the C
facility. The lease term extends to b 2005. In Dacember 1994, BMCA
consummated 8 §$20.4 million ssle-le ck of certsin equipment located st its

Baltimore, Maryland roofing facility) in @ transaction accousted for as a
capital leass, and tha gain has beetsdeferred. Tha lassor was granted & security
interest in the land, bulldings, and certain other equipment at the Baltimore
facility. 7he procesds were used in part to repay $12 million outstanding under
a loan obtained in 1990 which was sechired by tha same equipment. The leass tarm
extends to Oecember 2004. In December; ‘1993, BNCA obtained & loan of $7.)
million, which is secured by manufacturing equipment locsted at its Dalles
plant. The loan is being repaid over a seven-year pariod and has s fixed
interest rate. BMCA has three industrial revenue bond issues outstanding, which
best intesrsst at short-term floating,rstes. Interest rates on the foregoing
obligations ranged between 1.65% md: +87% as of Decamber 31, 19%3%6.

The Company believes that the dir value of its non-public indebtedness
approximates the book valus of such indebted . b the intermst rstes on

such indebtedness srs at floating shért-tenl rates. With respect to the
Company’'s publicly traded debt securities, tha Company has obtained estimstes of
the fair values from an A
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WO?S §. LORGC-TERN DEBT--(CONTINUED)

independent source belisved to be reliable. The astimated fair valum of the
peferred Coupon Notes as of December 31, 1935 and 1996 vas $210.0 aad $268.9
million, respectively. The estimated fair wvalue of the § S/8% Wotes as of
December 31, 1996 was $100 million. The Registrant's resaining Discount Motes
and 108 Notes are 8o loager publicly tradasd.

The aggregate maturitiss of loag-ters debt as of Dscamber 31, 1396 for the
next five years are as follows:

{TBOUSANDS }

-——————

$ 1,412
1,953
4,009
5,065
4,827

2001....

In the above table, 1998 maturities include the Discount Notes at the
scereted value of $5.3 millios as of m 31, 1996.

NOTE 9. BENEFIT PLAME

Zligible, full-time employees of the coépcny are covered by various benefit
plans, as described below.

Defined Contribution Plan

The Compifly provides s defined contribution plan for eligible employees.
The Company coatributes up to 7% of participants' compensation and also
oconer: fixed , Tanging from $50 to $750 per year depending oa age,
to the accounts of participants who are not d by & C y~provided
postratirement medical benefit plan. The aggregate contributions by the Company
relatsd to coatinuing operations ware $2.6, $2.7 and $3.0 million far 1994, 1995

and 1996, respectively.
USI provides a delined contribution plan for eligible employees. USI may

contribute a discretionary sstching contribution egual to 1008 of.sach
participant's sligible contributions sach plas ysar up to a maxisum of $500 for

each participant. Such contribations by USI were immatarial for the period in
1995 after the acquisition of USI and were $1357,000 for 199%6.

Defined Benafit Plans

The Company provides s noascontributory defined benefit retirement plan for
hourly employees (the ‘Hourly Retirement Plan'). Benefits under this plan are
based on stated amounts for eack year of service. The Company's funding policy
is consistent with the ainisum funding requirements of BRIBA.

The Company's net periodic pension cost related to continuing operations
for the Rourly Retirement Plan included the following components:

YEAR ENDED DECENMAER 31,

1994 1995 199¢
{ TBOUSANDS )

Service COSt.cevvorencnananss Seetrecarreneane ceeesen $ 501 $ 463 s 631
INEErEBt COBL..ccrvccvrossnscannconessvrssavannnns “ee 551 598 (1]
Actual income on plan asgets..... tessacacs Ceesrvenes (380) (432} (829)
Net deferral and amortization of unrecognized prior

service cost and actuarial losses................. 175 97 3s
Net periodic pention cost...... tereesreecsstananseane $ 847 $ 126 $ 52)
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NOTES TO COMSOLIDATED FINANCIAL STATEMENTS--{CONTINUED)

WOTE 9. BEMEFIT PLAMS——{COWTINUED) )

The following table sets forth the funded status of the Bourly Retirement
Plan for coetisuing opexstions:

accumulated benefit obligation:

$ 8,407
1,621

Total accumulated benefit obligatioB....cvecivaccsanens $ 9,009 $10,028

—— ————

Projected beoefit OD1igAtiOD..-eersocerscsesoseosesenes $ 8,888  §10,029
fair value Of plan assets, primarily publicly traded
stocks and U.5. Government securities.......civocvnee (7,092) {9,530}

Projected benefit obligation in excess of plas

BEPELE. s vcvseertonettctcossascrnsnanssonse seecnnre 1,797 (1]
Unrecogni. cesene (368) (3I8)
Unrecognized Nt LOEB..cc.ocevsasosnsnncsorseccarcsesne (83S) 33)

Unfunded accrusd PRNSIiON COBL....cceivecascoasscscsenss § 794 $ ”

———————— ————

%

At December 31, 19%6, the diffurence batween tha 'Projectsd bemefit
obligation in excess of plan assets’ and the ‘Unfunded accrued pemsion cost', in
the amount of $421,000, vas r ded by the Company as a liability, offset by an
intangible ssast in the amount of $338,000 and a reduction of shareholder’'s
oquity ia the amount of $81,000. The foregoing amousts will be amortised to
expense over a period of spproximately 15 years, as the Company continues to
fund the banefits under the Sourly Retirement Plan.

.

In determiniag the projected besefit obligation, tbe weighted sversge
assumed discount rate wvas 7.5% and 7.75% for 1995 and 199§, respectively. The
expected long-term rate of return on assets, used in determining net periodic
pension cost, was 9% for 1995 and 11% for 1996.

The Company also provides a nonjualified defined benefit retirement plan
for certain key employees. Expenae accrued for this plan and charged to
continuing operations was immaterial for 1994, 1995 and 1996.

Preferred Stock Option Plan

On January 1, 1996, BMCA issued:options to certain employees to purchase
24,509 shares of Redeamable Couvertibhle Preferred Stock' (‘Preferred Stock') of
BNCA, sxercisable at a price of $100 per shars. Each share of Praterred Stock is

" convertible, at the holder's option, into 0.76 shares of common stock. The

options vast over seven years. Dividends will accrue on the Preferred Stock from
the date of issuance at the rate of 8% per annum. The Preferred Stock is

redeemable, at BNCA‘s optlion, for a redemption price equal to $100 per share
plus accrued and unpaid dividends. The Preferred Stock, and common stock
issuable upon converaion of Preferred Stock into common stock, is subject to
repurchase by BNCA under certaia circumstances, at s price equal to current Book
Value (as defined). The exercise prige of thes options to purchase Preferred
Stock was equal to ths estimated fair valve per share of the Preferred Stock at
the dete of grant. WO expense iz sccrued in connection with the preferred stock
option plan.

Stock Appreciation Rights

GAF has issued stock appreciation rights {°SARs') to certain officers of
the Company and its subsidiaries relsted to 84,761 shares of GAP's Common Stock.
The SARa represent the right to recejve a cash payment based upon the
appreciation in value of the specified number of shares of common stock of GAr
over the sum of the dstarmined initial Book Value (as defined) per share of
common stock Oof GAF plus interest on’_*-uch Book Value at a specified rate. The
SARs vest over a [ive-year period, suUbject to earlier vesting under certain
circumstances including in connection with a change of control. Compensastion
expense related to SARs was $.1, 3.5Fand $.9 million for 1994, 1995 snd 1996,
respectively. Y
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HMOTE 9. SEWEFIT PLANG——{CONTINUEZD)
Income Apprecistios Unit Plas and Sook Valus Apprecistioa Usit rlas
BMCA b ¢ {atios Opit Ples, a= o incestive
peovides an Incasw Apprec. : . ployee o tha plas

program based on the operating per ] . Exp
vas $1.1, $.2 snd $.4 wmillion for 1994, 1933 and 1996, respectively.

The Incooe Appreciation Usit Plas was ternissted as of Decasbar 11, 1996,
and ths valwes ware frozen as of that date. Participants who hold vestsd units
will he estitled to receive cask peysest squal to the valus of thair vestad
usite ss of Decamber 31, 1996 sad, B8 the ing uaits holders
will be entitled to rwceive sdditicnsl cash paymsat fer such valua.

A BNCA BoOX Value Apprecistion Usit Plas was ispleceatsd effective Janusry
ware ted uaits which vest over seves

1, 1996. Under tha plan. e s ™ o
yuars. Upon sxsrciss, empleyeas are aatit o 4 & cash pay based
the inzrease ia mn’v-m (ss definad). Bxpense sccrued under this plea for

1996 was §$.1 million,
Postretirameat Medical snd Life Insurance

The Compasy gunerally doss not provide postretiresent sedical and life
insurance benafits, although it subsidizes such bassfite for certain esployses
and certain retiress. Such subaidies were reduced or endad as of Janvary 1,

1997,

The folloving table shows the compoments ©f the accrued poatrstiressst
health care cost obligation related to cogtinuing operations ss of Decenber 31,
1995 and 1996:

DECEMBER 11,
1995 1996

(THOUSANDS )

M:cu-uléd postretiremant benefit obligation:

fatiress, dependents and bemsticiaries sligible tor
i ...-..?.-.....-.. $19.403$ $11,943

DEREfEtO. . orecriotnnranrancnsnna
Active esployses fully eligidble for besefits..... . 1,133 31,121
Active ssployess not fully eligible for bamefits..... 1,154 1,182

-N.lli

Pair wvalme Of Plan ABBELS....vcvctcescrsnsccassnoasaces o
Unrecognited prior ssrvice cost snd net gRim...eiieeens 5,089 5,

Totsl accusulsted postretiresent benefit obligations... 23,782

—————— enm——

Accrusd postretirement benefit obligation...cccieeveces  $27,231 $23,049

-——

- —— —————

Wet periodic postretiremsat benefit cost relsted to continuing opsrations
included the following components:

YEAR ENDEC DECEMBEE 31,

199¢ 1993 1996
(THNOUSANDS }
Service cost. [ 2 11 $ $ 9
Intarsst cost. .. . . . 1,409 1,400 1,302
Amortization of nat gsin frow earlier periods... (290} {S9) {278}
tiet periodic postretirement benefit cost........ §1,20% s m ¥i.120

¥or purposas of calculating the accumulated postretiresent benefit
obligation, the following assumptions werw made. Retirees of bDecemder 3],
1996 who ware formerly salaried employees {with vertsin exceptiona) ware &
to recejve a Company subsidy of §700 to $1,000 per ysar. For retiress over age
65, this subsidy may be replaced by participation in a msnaged care program.
With respect Lo retLiress vho vere formerly hourly emplaoyess, most such retirees

are subject to & $5,000 per person lifetime mawimum benefit. Subject to such
lifetime saxioum, a 138 and 7% snnual rate of increase in the Company ‘s per
capits cost of providing postretirement wedical benetits was sesumed for 1937
for such retirses usdar swd over age 65, respectively. To the axtent that the
lifetise sanimum bewetits have not been rsached, the foragoing rates were
assumad to
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decrease gradually to 7t and 6%, respectively, by the year 2003 and remain at
that level thereafter. The weighted average discount rate used in determining
the accumulated postretiremant benefit obligation was 7.5% and 7.75% for 1995

and 1996, respectively.

The health care cost trend rate assumption has an effect on the amounts
reported. To illustrate, increasing the assumed health care cost trend rates by
one percentage point in each year wopld increase the accumulated postrstirement
benefit obligation for continning operations as of December 31, 1996 by $646,000
and the aggregate of the service and interest cost components of the net
periodic postretirement benefit cost for continuing operationa for the year 1996

by $170,000. .
NOTE 10. RELATED PARTY TRANSACTIONS

Mineral Products: BRMCA purchases all of its colored roofing granules
requirements (except for the requirements of the California roofing plant) from
ISP, an affiliate of the Company, under a requirements contract which was
renewed in 1996 and is subject to annual renewal unless terminated by BNCA or
ISP. Such purchases totaled $42.5, $45.7 and $48.1 million foxr 1994, 1995 and
1996, respectively. The amount payabile to ISP at December 31, 1995 and 1996 for
such purchases was $2.7 and $3.5 million, respectivaly. In addition, in December
1995, USI commenceg purchasing substantially all of its requirements for colored
roofing granules from ISP (except for the requirements of its Stockton,
California and Corvallis, Oregon plants) pursuant toc a requiresents contract
which expires Decesber 31, 1997. Such purchases totaled §.1 million for 1985
and $2.4 million for 1996. The amount payable by USI to ISP for such purchases
was $.1 million at each of December 31, 1995 and 1996.

Management Agreement: The Company is a party to a Managemant Agreement
with ISP (the 'Managesent Agreement'), which expires Decembar 31, 1997, pursuant
to which ISP provides certain general management, administrative and facilities
services to G-I Boldings and its subsidiaries, including BMCA, USI and GFPC
(including the use of the Company's headquarters in Wayne, Wew Jersey), for
which the Company paid ISP a management fee of $4.4, §4.5 and $4.9 million for
1994, 1995 and 1996, respectively. In addition to the management fee, BMCA paid
to ISP approximately $.7 million in each of 1994 and 1995 and §$.8 million in
1996, primarily for telecommunications and information services, and the Company
paid approximately $.3, $.2 and $.5 million to ISP in 1994, 1995 and 1996,

respectively, for certain legal services, which in each case were not
encompassed within the Management Agreement. In connection with the Separation
Transactions, the Managemsent Agreemgnt was modified to incorporate such
services, and, in that connection, ghe total charges for management fees were
increased to an annual rate of $5.4 million, effective Janvary 1, 1997.

Tax Sharing Agreement: See Note 4.’
NOTE 11. DISCONTINUED OPERATIONS

On August 1, 1996, the Company completed the sale of WAXQ, a commercial
radio station operated by GAF Broadcasting Company, Inc. ('GAF Broadcasting'), a
wholly-owned subsidiary of the Compagny, for a purchase price of $90 million. The
gain on disposal of $43.6 million, after income taxes of $30.6 million, was
recorded in the third quarter of 1996. Accordingly, GAF Broadcasting is reported
as a discontinued operation. it
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NOTE 11. DISCORTINUED OPERATIONS--{CONWTINUED)
As a result of the Separation Transactions, ISP, as well as GAP

Srosdcast. are reflected as discontisusd cperations in the a:uuoud-t-d
t.l'nulcmm' . ry operating results of such discontisusd operations

are as follows:

YEAR ENDED DECENAER 31,

19%4 1995 1996
{ TEOUSABDS )
SAleB... e ccccnttsscranccnroeran $603,567 $697,076 $720,714
Income before income taxeS......c.cc00esee $ 72,138 $107,964 $126,299
5 (39,324) (45.477)
Minority interest in income of ISP........ (12,306) (13,713)
Income before extraordinary items......... § 36,911 $ 56,314 $ 671.109
DECENBER 131,
1995 1996
~ (TROUSANDS )
Assets .
CurTEONnt APSOLE....crcccccnsccscsvsonas $ 343,582 $ 348,520
Other noncurrent assets... 982,968 975,799
Total assetg...-...coane... ceseaseee  $1,326,520 $1,32¢,317
Liabilities .
Current lisbilities......ccvcvvuvnenee $ 201,002 § 120,026
LOng—ter® UBbt...vroreoersrsssnasnsnas 280,254 310,294
Othesr noncurrest liabilities.......... 188,438 175,999
Ninority interest in ISP.....ceecnoces 113,597 116,230

Total liabilities.......cccvuveiaee § 703,291 $ 731,38

NOTE 12. COMMITMENTS AND CONTINGENCIES
GAF, G-I Moldings and G Industries Corp. are presently dependent upon the

" earnings and cash flow of their subsidiaries, principally BMCA, im order to

satisfy their obligations. As of December 31, 1996, such obligations. included
$5.3 million of the Discount Botes, $.1 msillion of the 108 Motss, $333.8 million
estimated present value of asbestos liability discusaed in Note 1 (before
estimated present value of recovaries from products liability insurance policies
of approximately $190.5 mfllion), and approximately $163.8 million of various
tax and other liabilities, including tax liabilities relating to the Partnership
discussed in Wote 1. O0f such obligations, $78.§ million (net of related
insurance recoveries of $17.7 million) is estimated to be payable during 1997.
GAF, G-I Holdings and G Industries Corp. expect to obtain funds to satisfy such
obligations fron, among other things, dividends and loans from scbsidiaries
{principally BMCA), as to which thers are restrictions under the indentures
relating to the Deferzed Coupon Notes and the § 5/8% Motes [see Note 8), and
from payments pursuant to the Tax Sharing Agreament between GAF and BMCA.

The discussioo as to legal mattars involving the Campany contajned in Item
3, 'Lagal Procesdings’ is incorporated herein by referencs.

Leases for certain property, plant and equipmeat at BNCA's Baltimore,
Naryland and Chester, South Carolina roofing facilities are accounted for as
capital leases (sece Note 8). The Company also has operating leases principslly N
For transportation, production and data pr ing equipment. Rental expense on o
operating leases for continuing operations was $7.1, $7.0 and $B.) million for
1994, 1995 and 1996, respectively. Puture minimum
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G-1 HOLDINGS INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-~ (CONTINUED)

NOTE 12. COMMITMENTS AND CONTINGENCIES--(CONTINUED)

lease payments for properties which were held under long-term noncancelable
leases as of December 31, 1996 were as follows:

: CAPITAL OPERATING
LEASES LEASES
( THOUSANDS )

1997 cececineinnccncanane cresaaneanan cesaea $ 6,862 § 4,396
1998..cccicceennnnen tececssecssomrsos e e 6,862 3,126
1999, . cieiennceiecrrrntencncaasnssescsannan 6,862 1,748
2000..ccccercecanocersenncsnsaasascassanese 7,302 1,158
1 T s 8,108 467
LAter YEATS...ccesoracrocsccaanccnasnnnans 38,964 148
Total minimum payments......ccceeoeenecaes 74,960 $11,043
% ———————

Less interest included above..... cectvacans {23,160)

—— e - e

F-27

T

-



G-I HOLDINGS INC.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT

G~I BOLDINGS INC. PARENT COMPANY
UNCONSOLIDATED STATEMENTS OF INCOME

.

t
EqQuity in income of subsidiaries............. Ceserseemsesene
Interest EXPeNSe....cccesecncccscacraons tecesasesssmsentanans
Interest income on loans and note receivable from related
PArti@B...ccrtccivcrvecccnossccacasann ceccoamstsresssseses
other income (expense), net..... eeacscrse eesscessorscasrvecns
Income before income taxes and extraordinary items........ .e

Incoae tax (provision) benefit: §
Deferred.....coc0auvsen 4eesessssrsssssceivesccnnanss cen

benefit.............. cetssrenseanarene

Total i tax

Extraordinary items, net pf income tax benefits of $17,275..

= oa o

-l

SCHEDULE I

YEAR EMDED DBECEMAER 31,

1994 1995 1996
(TEOUSANDS)

$ 33,006 $ 40,430 $ 97,470
(54,139) (66,152) (69,147)
47,864 52,135 46,452
(1,609) 2,220 3,614
25,122 28,633 76,397
16,218 (20) (21)
(13,330) 4,215 6,726
2,088 4,195 6,703
- - (30,950)
$ 28,010 §$ 32,028 $ 54,152




G-I HOLDINGS INC.

CONDENSED FINANCIAL INPORMATION OF REGISTRANT- (CONTINUED)

G-I HOLDINGS INC. PARENT COMPANY
UNCONSOLIDATED BALANCE SHEETS

SCBEDULE 1

ASSETS
DECEBMEER )%,
1995 1996
(THOUSAHDS )
Current Assets: ’
Cash and cash 2quIvVAlENtS....c.ccrrevvsaccssennscsssscsnanseres $ 7,58 $ 2
Investments in trading securities.......c.veccccnciinnccenenas 52 -
Investments in available-for-sale securities..........cc-cv..-. 849 -
Investmants in held-to-maturity securities......ccveececececne 10,398 -—
Other short-ters investments........cveescecscccseass camees ceen 15,837 -
Other CULTENL ABBOLP ... ccccsvorctnsorossssonconcosssanansasane 1,301 1,209
TOt3l CULLENEt ABBELS...ccscsvassnrcocarssncnonocnssscancsrrensons 36,020 1,291
Note receivable from G INdUStries COrP......covceveavsccannssonse 449,507 -
Investoent in subgidiaries.........cciceetiievereorccrccanconnnsn 100,971 477,812
Deferred income tax benefits........cceceneeervocssctsocnsssnses 9,239 47,063
-Daferred financing costs and other assetS.......cc.c.oveenvccnee 11,172 4,776
$605,909 $530,942

TOtA] ASSELS......oofeeuuenvcsacsonnancrencncsssssstssssncnsnnee

LIABILITIES AND SAAREROLDER'S EQUITY (DEFICIT)

Current Liabilities:
Loans payable to related parties, Net......scccercevccnncancee $ 42,424 $ 12,693
Accounts payable and accrued liabilities......... ... . 7,085 9,923
Payable to related parties, net.......coveveeeen ceranseereeana 26,474 17,965
Total Current Liabilities............cvvevvuenn teeirsseasanencne 75,9683 40,581
Long-term debt........ Cheteecsescetarranansan tectseesenrssnnanna 509,833 5,382
Deferred taxes payable to related PArtY.....c.cecsssscssssoacnses 17,632 31,340
Other liabilities....... cerens Cerrrireeiarerae Ceereieeanean, 4,168 7,844
Shareholder 's Equity (Deficit):
Common stock, $.01 par value per share; 1,000 shares
authorized; 100 shares issued and outstanding.............. - -
Additional paid-in cupxtal. ..... Ceerenee cheeccrsaaranaana ceees 50,129 455,943
Excess of purchase price over the ad;ustnd hxstorxcal cost of
predecessor company shares owned by GAF's stockholders..... (72,605) (72,605)
Retained €arnings..c.ceseececvcccaccan- eesscenas N 6,213 54,065
Cumulative translation adjustment and other.......e.coeovcunes 14,556 8,392
Shareholder ‘s Equity (Deficit)............... Cheenneeencean e (1,707) 445,795
$605,909 §530,942

Total Liabilities and Shareholder's Equity (Deficit)............




- G-I BOLDINGS INC,
o~
’ COMDENSED FINANCIAL INFORMATION OFf REGISTRANT-.(CONTINUEZD)

G-I BOLDINGS INC. PARENT CONPANY
UNCONSOLIDATED STATEMENTS OF CASE FLOMS

YEAR EEDED DECEMEER 31,

19938 199S 1996
( TBOUSARDS )
valents, begimning of
c";:-:??.?f?.?f.......l...?.....?........ s Tt s15% § 1,50
ash provided operating activities:
et Torome. .y T ML, e 32,028 56,152
Extraordinary Iteme... .. ..ciiiiiccenanenn - - 30,950
Non-cash interest EXPENSE...ciscscscccoves 49,499 54,.82) 38,012
Mon-cash interest income.........cccveeeen 141,397) (41,796) (37.0849)
Deferred inCOBE TAXEB.....ooecvroessrornne 13,330 14,215) (6,726)
{Increase) decrease in working capital .

ItOBB.cterrorrecrnsrrarretsesacnssnanas 2,199 1,369 3,041
purchases of trading secucities........... (44,260) (96} (410}
Procseds from sales of trading -

securfties.cccccernccccecnncnccnccncaas 42,513 3713 257
Increase (decrease) in payable to related

PATLLgS.corecnnrcrocoscsstonannaccvenns 2,031 12,069 (S,883)
change in investment in and advances to

Affiliateg. . ciceiinnrtcsnnctsreceianns (55,268) (47,204) (73,972)
OtREr, MEL..cseroencenosnsransnsosncesannns 5,083 (1,118) 2,966

Net h provided operatin
a vitiu.....??.........?...... 2,738 7,835 4,530
Cash provided by (used in) investing
activities:
Acquisition of sSUbSidiaYY...coivveneraersn - (27,539) -
purchases of available-for-sale

sacurities..cvieuccecnoneonnciaasroaenes - {65,703) {11,030)
purchases of held-to-saturity

BACUritiBRcccesccconasescasscnstseranans - (17,8¢3) (29,575)
Purchases of othar short-ters

T T (14,5%2) {4,565) -
Proceeds from sales of avsilable-for-sale

SeCUritieS.ccaricioencciirceronntionans -— 65,845 8,925
Proceeds from held-to-maturity

BeCULItieE . cocntonvensestarsrracrasnnn - 7.487 32,876
Proceeds from other short-teras

INVEeSERMENtE. . ccieevnerencornstsatenanns — 1,320 2,622

Net cash provided by (used in)
investing activities............. (14,592) (39,1319) 3,08
. Cash provided by (used in) Einancing .
activities:
Repurchase of Discount Notes from 15P

BOldiNgS..c.ceeverecracccscscsaccosavena -_— - (178,061)
Increase (decrease) in loan from parent

COMPANY e ccnvstsenaesvsortsssssssctssnsan 1,000 {1,800) -
Change in lcans to/from related parties,

MO .ccvcrnanconnnna 70,807 53,180 238,017
Financing fees and expsnses....... (514) {95) (2,482)
Dividends paid to parent cospany.......... (8,130) (28,159) (6,491)
Capital contributions to affillates....... (35,575} - (86,077)
OLNBr .. ccreecnnscocsonsnncsssssssssssncsans {594) - {43)

Net cash provided by {used in}
financing activaties.......cc000e 27,794 23,126 115,%937)
det change in cash and cash equivalents..... 15,940 (8,350} {7,581)
cash and cash equivalents, end of year...... $ 15,941 $ 2,503 $ 2




SCHEDULE II
G-I BOLDINGS INC.

VALUATION AND QUALIFYING ACCOUNTS

YEAR ENDED DECEMBER 11, 1994

CAARGED TO BALANCE
JANUARY 1, SALES OR OECEMRER J)1,
DESCRIPTION 199% EXFEESES DEDUCTIONS 1994
[ TBOUSANDS )
vValuation and Qualifying Accounts
Deducted from Assets to Which
The: lys
i "A"l"y [ for btful $ 1,251 $ 566 $ 9(3) $ 1,%00(b)
Allow for di ceceenvoven . 17,041 56,988 58,594 15,435
Reserve for inventory sarket
VAJUBLION. . cveeccnnavesratuacetsanss 574 222 192 §04
- YEAR EWOED DBCEMRER 31, 1998
BALANCE CEARGED YO
JURARY 1, SALES OR DECENARR 31,
DESCRIPTION 1995 RXPENSES DEDUCTIONS OTHER 1995
(THOUSANDS }
Valuation and Qualifying Accounts
Deducted fros Assets to Which
They Apply:
v ulzlnm for dﬂub4u. accounts $ 1,%080 5 471 $ 920¢s) § 3,781(e) ¥ QUM
Al for di [ 15,415 65,087 6), 698 - 18,797
Reserve for imventory sarket
ValUARIOA, cecrctcncneciorracceanannn (32 - 30 - 574
YBAR ENDED DECEMBER 31, 199%¢
BALANCE CHARGED TO . BALANCE
JANUARY 1, SALES OR DECENBER 3],
DESCRIPTION 1996 EXPENSES DEDUCTIONS 1996
{ TROUSANDS }
valuation and Qualifying Accounts
Deducted from Assets to Which
They Apply:
Allowance for doubtful accounts........ $ 3,217 $ 716 $ 1,959(a) $ 1,974(b)
Ald for di sacserecsarraens 16,797 73,936 70,265 22,468
Reserve for inventory market
VAlUBLION. . cieiiiatnonreenanne casess [ 31 2,025 0 2,509

(a) Represents write-offs of uncollectible accounts net of recoveries.

(b) The balance at December 31, 1994 principally represents a reserve for
receivables sold to a trust (see Note 5 to Consolidated Financial
Statements) and is reflected in the Consolidated Balance Sheets as a
reduction of 'Accounts receivable, other.' The balances at December 31, 1995
and 1996, in addition to representing such reserve for receivables sold to a
trust include a reserve of $1,261,000 and $647,000, respectively, related to

USI trade receivables.
(c) Represents balance acquired in an acgquisition.
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EXBIBIT INDEX

DESCRIPTION

10.2

10.3

10.4

10.6

10.7

10.8

Certificate of Incorporation of G-I Holdings (incorporated by
refersace to Exhibit 3.1 to G-I Boldings' Annual Report oo rorm 10-K
for the ysar ended December 31, 1989 (the ‘1389 10-K')).

By-laws of G-I Boldings (incorporated by reference to Bxhibit 3.2 to
the 1989 10-K).

Indenture, dated as of Ottobar 5, 1993 (the ‘Discount Notas
Indenturs'), between G-I Boldings and The Bank of New York, as
trustse (incorporated by referesce to Bxhibit 4.1 to the
Registration Statement on Porm S-4 of G-I Boldings (Registration No.
33-72220) (the ‘Discount Motes Registration Statement’)).

First Supplemental Indenturs dated as of October 18, 1996 to the
Discount Motes Indenture.

Indenture, dated as of Pebruary 14, 1996 [ °10% Note Indenturs'),
between G-I Boldings and The Bank of New York, as trustes

{incorporated by referspce to Exhibit 4.1 to the Registration
Statamsnt on Porm 5-4 of G-I Holdings (Registration Wo. 333-2435)

(the ‘G-I Boldings m!:at.rnion Statement')).

First Supplemantal Indenture dated as of October 18, 1996 to the 10t
Rote Indenture. .

I ture, dated as of December 9, 1996, between BMCA and The Bank
of York, as truates (inco: by rafarence to Exhibit 4.1 to
BMCA's Registration on Porm S-4 (Registration Mo. 333-20859) (the
'Senioxr Motes Registration Statemant’)).

Indanture dated as of Juns 30, 1994 between BNCA and The Bank of Nev
York, as trustese (irmcorporated by refereace to Exhibit 4.1 to the
Deferred Conpon Note Registration Statement). .

Management Agresment, dated aa of March 3, 1992 ( 'Managenmsnt
Agreement '), among GAF, G-I Boldings, G Industries, ISP, GAPBMC and
GAF Broadcasting Company, lInc. {incorporatad by refereunce to Bxhibit
10.9 to the Registration Statament on Form S-4 of G-I Boldings
(Registration No. 33-72220)).

Amendmant No. 1, dated as of January 1, 1994, to the Management
Agreament (incorporated by reference to Exhibit 10.10 to G-I
Boldings® Annual Report on Form 10-K for the year ended December 31,
1993). \

Amendsent No. 2, dated a¥ of May J1, 1994, to the Managament
Agreement (incorporated by reference to Exhibit 10.1 to G-I
Boldings' Quarterly Report on Form 10-Q for the quarter ended July
3, 1994). s

4

Amendment No. 3, dated ‘a3 of December 31, 1994, to the Management
Agreement (incorporated by reference to Exhibit 10.4 to ISP's Annual
Report on Form 10-X for the year esnded December 31, 1994).

Amendment No. 4, dated as of December 11, 1995, to the Nanagement
Agreement (incorporated by reference to Exhibit 10.6 to G-I
Holdings' Registrztion:Statement on Form S-4 (Registration No.
333-2436}). .

Anendaent No. 5, dated ‘as of October 1§, 1996, to the Management
Agreement (incorporated by reference to Exhibit 10.6 to ISP
Boldings’ Registration:Statement on Form S-4 (Registration No.
333-17827)). .



SCHEDULE II
G-I BOLDINGS INC.

VALUATION AND QUALIFYING ACCOUNTS

YEAR ENDED DECEMBER 31, 1994

BALANCE CBARGED TO BALANCE
JANUARY 3, SALES OR DECEMRER 3},
DESCRIPTION 1994 EXPERSES DEDOCTIONS 1994
{THOUSANDS )
valuation and Qualifying Aecounts
Deducted from Assets to Which
The ly?
y mlwtnee for doubtful accounts........ $ 1,251 $ 866 $ 9(a) $ 1,908(b)
All for di Beorerseersssonse 17,042 56,908 58,594 15,435
Reserve for inventory market
574 222 192 504

VEIUBLION. . eeercecccrnsonnanconranss

TEAR EWOEZD OBCEMEER 11, 1495

BALANCE CUARCSD TO BALANCE
JAMUARY 1, SALES DR OXCEMAIR 31,
DESCRIPTION 139% KXPEXEES QEDUCTIONS OTRER 1938
{THOUSANDS )
v-lu-uon and Qualifying Accoumts
Deducted from Azsets to Which
They Apply:
v Allovance for Ml ACCOUNTS «.eu..n $ 1,308 $ e $ 920(s) § 1.7%1tc) $ I, 217(h)
Al} for discounts. .icceavcaenen.. 15,438 55,087 61,695 - 18,787
Reserve for inventory -lrktt
valUBtiOM e ctatincaricscnancsnesane 04 — a0 - $4
YBAR ENDED DECEMBER 31, 1996
BALANCE CHARGED TO . BALANCE
JAMUARY 1, SALBS OR DECENAER 31,
DESCRIPTION 199¢ EXPERESS DEDUCTIONS 1996
(THOUSARDS )
valuation and Qualifying Accounts
Deducted from Assets to Which
They Apply:
Allowance for doubtiul ACCOUNLS . o enas - $ 3,217 $ 716 $ 1,939{s) $ 1,974b)
All for di Peeesssacecurons 18,797 73,936 70,265 22,468
Reserve for inventory market
-valuation..... tesecnen eresnencennas . 574 2,025 %0 2,509

(a) Represents write-offs of uncollectible accounts net of recoveries.

(b) The balance at December 31, 1994 principally represents a reserve for
receivables sold to a trust {see Note 5 to Consolidated Pinancial
Statements) and is reflected in the Consolidated Balance Sheets as a
reduction of 'Accounts receivable, other.' The balances at December 31, 1995
and 1996, in addition to representing such reserve for receivables sold to a
trust include a reserve of $1,261,000 and $647,000, respectively, related to

USI trade receivables.
(c) Represents balance acquired in an acquisition.
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EXHIBIT
RUMBER

EXHEIBIT INDEX

DESCRIPTION

3.1

3.2

10.1

10.2

10.3

10.4

10.5

10.8

Certificate of Incorporation of G-I ncld.mgs {incorporated by
refersnce to Exhibit 3.1 to G-I Holdings' Annual on Form 10-K
for the ysar endad December 31, 1989 (the ‘1989 10-X’)).

By-laws of G-I Holdings (incorporated by reference to Bxhibit 3.2 to
the 1989 10-K).

Indl.nmn. dated as of Obttober 5, 1993 (the ‘'Discount Notas
Indenture'), between G-I Eoldings and The Bank of Bew York, as
trustes (incorporatad by raference to Bxhibit 4.1 to the
Registration Statement on Porm 5-4 of G-I Holdings {Registration No.
33-72220) (the ‘Discount Notes Registration Statessat’)).

First Supplemental Isdenture dated as of October 18, 1996 to the
Discount Notes Indeature.

Indenture, dated as of Pebruary 14, 1996 {'10% Note Indenture'),
mc—xmmmwu-—-xm, as trustes
(incorporatad by refsrepce to Exhibit 4.1 to the Registration
Statemsnt on Porm S-4 of 6-1 Boldings (l-g.lm.tiou Wo. 333-2436)
(the ‘G-I Boldings ughuution Statement')).

First Supplemantal Indanr.n:e dated as of October 18, 1996 to the 10t
Hote Indenture.

In ture, dated as of _Decubcr 9, 1996, betvesn BMCA and The Bank
of York, as trustas (incorporated by rafarence to Exhibit 4.1 to
BMCA‘s Registration on Form 5-4 (Registration Wo. 333-20859) (the
'Senior Notas Registration Statement')).

Indenturs dated as of Juns 30, 1994 between BMCA and The Bank of New
York, as trustse (incarporated by reference to Exhibit 4.1 to the
Deferred Coupon Note Registration Statement). .

Management Agreemant, dated as of March 3, 1992 ( 'Management
Agreement '), among GAF, G-I Holdings, G Industries, ISP, GAPBNC and
GAF Broadcasting Company, Inc. (incorporated by reference to Bxhibit
10.9 to the Registration Statement oz Form S-4 of G-I Boldings
(Registration No. 33-773220)).

Amandment No. 1, dated as of January 1, 1994, to the Managament
Agreament (incorporated by reference to Exhibit 10.10 to G-I
Boldings' Annual Report on Form 10-K for the year ended December 31,
1993).

Anendsent Mo, 2, dated ay of May 31, 1994, to the Mapagament
Agreesent (.mcorpoutod by reference to Exhibit 10.1 to G-I
Holdings‘ Quarterly lepott on Form 10-Q for the quarter eaded July

3, 19%4).
t

Amendaent No. 3, dated ‘as of December 31, 1994, to the Managemant
Agreement (incorporated by reference to Exhibit 10.4 to ISP's Annual
Report on Form 10-K for the year ended December 31, 199%4).

Amendment Wo. 4, dated as of Decamber 31, 1995, to the Hanagement
Agreement (incorporated by reference to Exhibit 10.6 to G-I
Holdings' Registreation ‘statenent on Form S-4 (Registration No.

333-2436)).

Amendmsnt No. 5, dated ‘as of October 18, 1996, to the Management
Agreement (incorporated by reference to Exhibit 10.6 to ISP
Boldings® chxatratxonustatmnt on Form 5-4 {Registratioa Wo.
333-17827)).
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EXHIBIT
NUMBER

DESCRIPTION

10.9

10.10

10.11

10.12

10.13

10.14

21

27

28

Amendment No. 6, dated as of January 1, 1997, to the Management
Agreement [incorporated by reference to Exhibit 10.8 to the Senior

Notes Registration Statement).

Tax Sharing Agreement, dated as of January 31, 1994, among GAF, G-I
Holdings and BMCA (incorporated by reference to Exhibit 10.6 to
BMCA's Registration Statement on Form S-4 (Registration No.
33-81808) (the 'Deferred Coupon Note Registration Statement').

Tax Sharing Agreements between GAF and G-I Holdings, and between G-I
Holdings and G Industries (incorporated by reference to Exhibit
10.11 to the Discount Notes Registration Agreement).

Form of Option Agreement relating to Series A Cumulative Redeemable
Convertible Preferred Stock of BMCA (incorporated by reference to
Exhibit 10.9 to BMCA's Annual Report on Form 10-K for the year ended
December 31, 1996 ('BMCA's 1996 Form 10-K')*

Stock Appreciation Right Agreement dated January 1, 1997 between GAF
Corporafyion and Sunil Kumar (incorporated by reference to Exhibit
10.11 to BMCA's 1996 Form 10-K)*

Amended and Restated Stock Appreciation Right Agreement dated
January 1, 1997 between GAF Corporation and Sunil Kumar
(incorporated by reference to Exhibit 10.12 to BMCA's 1996 Form
10-K) * :

Subsidiaries of G-I Boldings.

Financial Data Schedule for fiscal year 1996, which is submitted
electronically to the Securities and Exchange Commission for
information only. ’

Stipulation of Settlement between the Class of Claimants and
Defendants represented by the Center for Claims Resolution dated
January 15, 1993 (incorporated by reference to Exhibit 28.1 to G-I
Holdings' Form 8-K reporting an event on January 5, 1993).

* Management and/or compensatory plan or arrangement.
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FIRST SUPPLEMENTAL INDENTURE, dated as of October 18, 1996,
between G-I HOLDINGS INC., a Delaware corporation (the "Company"”), and
THE BANK OF NEW YORK, a New York banking corporation (the “"Trustee®),
having its Corporate Trust Office at 101 Barclay Street, New York, New

York 10286.

RECITALS

WHEREAS, the Company and the Trustee have executed and
delivered the Indenture, dated as of October S, 1993 (the "Original
Indenture” and capitalized terms used herein without definition have
the respective meanings specified therein), governing the terms of the
Company's Senior Discount Notes due 1998 and Series B Senior Discount

Notes due 1998 (collectively, the “Notes"); and

WHEREAS, ISP Holdings Inc. ("ISP Holdings") has solicited
the consent of the holders of the Nptes to certain amendments (the
"Amendments”) to the Original Indenture pursuant to that certain Offer
to Purchase and Consent Solicitation Statement of ISP Boldings, dated
September 13, 1996, as amended (the "Offer to Purchase®); and

WHEREAS, Holders representing a majority in aggregate
principal amouny of the Notes have delivered their consent to the

Amendments; an

WHEREAS, Section 9.02 of the Original Indenture permits the
Company, when authorized by resolution of its Board of Directors, and
the Trustee, to amend the Original Indenture with the written consent
of the Holders of a majority in aggregate principal amount of the
Notes then outstanding; and ' ’

WHEREAS, the Board of Directors of the Company has adopted
such a resolution in order to reflect the Amendments pursuant to this

First Supplemental Indenture; and

WHEREAS, the Company desires to enter into this First
Supplemental Indenture in order to amend the Original Indenture as of
the Effective Time (as defined herein);

NOW, THEREFORE, in consideration of the premises and for
other good and valuable consideration, it is mutually covenanted and
agreed for the egual and ratable benefit of all Rolders of the Notes

as follows:

. ‘\‘.‘* .
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ARTICLE ONE

AMENDMENTS TO ORIGINAL INDENTURE

At the Effective Time, each of the following sections of the
Original Indenture shall be modified as follows:

A. Definitions. :

(i) Section 1.0l shall be amended by adding the following
definitions in their appropriate alphabetical location:

“ISP Holdings Transactions” means the consummation of a

tender offer, exchanée offer and senior note offering of ISP
Holdings Inc., on substantially the terms described in that
certain Offer to Purchase and Consent Solicitation
Statement, dated Septenber 13, 1996, as amended, of ISP
Holdings Inc.

”5piq¢off Transactions” means the consummation of a series

of transactions involving GAF's subsidiaries on
substantially the terms described in that certain Offer to
Purchase and Consent.Solicitation Statement, dated September
13, 1996, as amended, of ISP Holdings Inc. that will, among
other things, result in the capital stock of ISP Holdings
Inc. being distributed to the stockholders o6f GAF.

(ii) Section 1.01 shall be amended further by deleting each
of the following definitions in its entirety:

"Linden Dividend”

"Linden Property”

“"Permitted Lien"®

"Restricted Investmq&t'

"Restricted Payment'f

- -
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“Tax Sharing Agreements”

“Unrestricted Affiliate"”

B. Covenants.

(i) The text of each of the following Sections shall be
deleted in its entirety and replaced, in each case, by the words
“Intentionally Omitted”:

Section 4.12. Limitation on Restricted Payments and

Restricted Investments.

Section 4.13. Limitation_on Liens.

Section 4.14. Limitation on Transactions with Affiliates.

Section 4.15. Limitation on Investments in Non-Recourse

Subsidiaries by,ISP Subsidiaries and BMC Subsidiaries.

Section 4.16. Limitation on Dividend and Other Payment

Restrictions Affecting Subsidiaries.

Section 4.20. Consents, etc.

(ii) Each of the following Sections shall be amended to
read in its entirety as follows:

Section 4.04. Paywents of Taxes and Other Claims. G-I

Holdings shall, and shall cause each of its Subsidiaries (other than
Non-Recourse Subsidiaries) to, pay or discharge or cause to be paid or
discharged, before auny penalty accrues from the failure to so pay or
discharge, all material taxes, assessments and governmental charges
levied or imposed upon it or any of such Subsidiaries or upon the
income, profits or property of it or any of such Subsgidiaries,
provided that there shall not be required to be paid or discharged any
such tax, assessment or charge if the amount, applicability or
validity thereof is being contested in good faith by appropriate
proceedings and adequate provision therefor has been made.

Section 5.01. When G-I Holdings May Merge, etc. G-I

Holdings shall not consoclidate with or merge with or into or sell,
assign, transfer or lease all or substantially all of its properties

and assets (either in one transaction or series of

.-_6} .
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related transactions) to any Person, unlass G-I Holdings shall be the
continuing Person, or the resulting, surviving or transferee Person
(if other than G-I Holdings) shall be a corporation organized and
existing under the laws of the United States or any State thereof or
the District of Columbia and shall expressly assume, by an indenture
supplemental hereto, executed and delivered to the Trustee, in form
reasonably satisfactory to the Trustee, all the obligations of G-I
Boldings under the Securities and this Indenture, and this Indenture
shall remain in full force and effect.

In connection with any consolidation, merger, sale,

assignment, transfer or lease contemplated by this Section 5.01, G-I
Boldings shall deliver, or cause to be delivered, to the Trustee, in
form and substance reasonably satisfactory to the Trustee, an
Officers' Certificate and an Opinion of Counsel, each stating that
such consolidation, merger, sale, assignment, transfer or lease and
the supplemental indenture in respect thersto comply with this
Article V and that all conditions precedent herein provided for
relating to such transaction have been complied with.

Section 6.01. Events of Default. An "Event of Default"

occurs if: 2

(1) G-I Boldings defaults in the payment of
interest on ary Security when the same becomes due and
payable and the default continues for a period of 30
days;

(2)(i) G-I Boldings defaults in the payment of
the principal of any Security when the same becomes due
and payable at maturity or otherwise or (ii) G-I
HBoldings fails to redeem or repurchase Securities when
required pursuant to this Indenture or the Securities;

(3) G-I Boldings fails to comply with Section
5.01; :

(4) G-I Boldings fails to comply for 30 days
after notice with any of its obligations under
Sections 4.03, 4.06, 4.09, 4.10, 4.11 and 4.17;

(5) G-I Boldings fails to comply for 60 days
after notice with its other agreements contained in
this Indenture or the Securities (other than those
referred to in clauses (1)-(4) above); or

Soaasate .
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(6) G-I Boldings or any of its Sigunificant
Subsidiaries (A) admits in writing its inability to pay
its debts generally as they become due, (B) commences a
voluntary case or proceeding under any Bankruptcy Law
with respect to itself, (C) consents to the entry of a
judgment, decree or order for relief against it in an
involuntary case or proceeding under any Bankruptcy
Law, (D) consents to the appointment of a Custodian of
it or for substantially all of its property, (E)
consents to or acquiesces in the institution of a
bankruptcy or an insolvency proceeding against it, (F)
makes a general assignment for the benefit of its
creditors, or (G) takes any corporate actiom to
authorize or effeét any of the foregoing.

A Default under clauses (4) or (5) is not an Event of

Default until the Trustee or the Holders of at least 25% in aggregate
principal amount of the outstanding Securities notify G-I Holdings in
writing of the Default, and G-I Holdings does not cure the Default
with the time specified in such clause after receipt of such notice.
Such notice shall be given by the Trustee if so0 requested in writing
by the Bolders of at least 25% in aggregate principal amount of the
outstanding Segurities. When a Default under clause (4) or (5) is
cured or remedied within the specified period, it ceases to exist.

(iii) EBach of Sections 4.09, 4.10 and 4.11 shall be amended
by modifying the ratio set forth in subparagraph (a) of each such
Section to read “at least 1.00 to 1.00." Section 4.09 shall further
be amended by deleting subparagraph (e) therein in its entirety. Each
of Sections 6.02 and 7.07 shall be amended by changiiig each reference
therein to clause (7) of Section 6.01 to be a reference to clause (6)

of Section 6.01.

(iv) sSubparagraph (a) of Section 4.06 shall be amended to
read in its entirety as follows:

(a) G-I Holdings will file with the Trustee and provide
Securityholders, within 15 days after it files them with the
Commission (and only to the extent that it files them with the
Commission), copies of its annual report and the information,
documents and other reports (or copies of such portions of any of the
foregoing as the Commission may by rules and regulations prescribe)
which the Company is required to file with the Commission pursuant to
Section 13 of 15(d) of the Exchange Act, without exhibits in the case
of Securityholders, unless G-I .



Holdings is requested in writing by the Securityholders. G-I Holdings
also will comply with the TIA Section 314(a).

(v) Subparagraph (a) of Section 4.18 shall be amended to
read in its entirety as follows:

(a) G-I Holdings shall not, and shall not permit any of its
Subsidiariea, directly or indirectly, to consummate an Asset Sale
unless:

(1) in the case of 3n Asset Sale by G-I Holdings or any
Specified Subsidiary, G-I Holdings shall commit to apply the Net
Cash Proceeds of such Asset Sale within 300 days of the
congsummation of such Asset Sale, and shall apply such Net Cash
Proceeds within 360 days of receipt thereof, (i) to invest in the
businesses that G-I Holdings and its Subsidiaries (other than
businesses engaged in through Non-Recourse Subsidiaries) are

engaged in at the time of such Asset Sale or any like or related
business, (ii) to pay theDebt referred to in the last sentence
of the definition thereof or make provision for the payment
thereof, through an escrow or other fund, and/or (iii) to offer
to purchase the Securities in a tender offer (a "Net Proceeds
Offer") a} a redemption price equal to 100% of the Accreted Value
thereof; pfovided that G-T Holdings may defer making a Net
Proceeds Offer until the aggregate Net Cash Proceeds from Asset
Sales to be applied pursuant to this clause (1l){iii) equal or

exceed $20,000,000; and

(2) in the case of an Asset Sale by any ISP Subsidiary or
any BMC Subsidiary, such ISP Subsidiary or BMC Subsidiary, as the
case may be, shall apply the Net Cash Proceeds of such Asset Sale
within one year of receipt thereof, (i) to invest in the
businesses that G-I Holdings and its Subsidiaries (other than
businesses engaged in through Non-Recourse Subgidiaries) are
engaged in at the time of such Asset Sale or any like or related
business, (ii) to pay the Debt referred to in the last sentence
of the definition thereof or make provision for the payment
.thereof, through an escrow or other fund, (iii) to pay or satisfy
Debt or Preferred Stock of any ISP Subsidiary or any BMC
Subsidiary, as the case X2y be, and/or (iv) to make a Net
Proceeds Offer at a redemption price equal to 100% of the
Accreted Value thereof; provided that G-I Holdings may defer
making a Net Proceeds Offer until the aggregate Net Cash Proceeds
from Asset Sales to be applied pursuant to clause (2){iv) equal
or exceed $20,000,000;
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that (i) G-I BHoldings and its Subsidiaries may rstain up to

00 of Net Cash Proceeds from Asset Sales in any twelve-month
without complying with clauses (1) or (2)), and (ii) any Asset
t would result in a Change of Control shall not be governed by
tion 4.18 but shall be governed by the provisions described
>tion 4.17 and paragraph 5(a) of the Securities.

(vi) Subparagraph (b) of Section 8.01 shall be amended to
its entirety as follows:

{b) Subject to Sections 8.01(c), 8.02 and 8.06, G-I
may at any time terminate (i) all its obligations under the
:3 and this Indenture (“legal defeasance”), or [ii) its
’ns under Sections 4.03, 4.04, 4.06, 4.08 through 4.11 and
>ugh 4.19 and the operation of Section 6.01(3), 6.01(4),
ind 6.01(6) (with respect only to Significant Subsidiaries)
1t defeasance").

(vii) The penultimate paragraph of Section 8.02 shall be
:0 read in its entirety as follows:

Notwithstanding the foregoing provisions of this Section,
tions set forth in the foreqgoing paragraphs (2), (3), (4).
and (7) need not be satisfied so long as, at the time G-I
makes the deposit described in paragraph (1), (i) no Default
tion 6.01(1), 6.01(2) or 6.01(6) has occurred and is
g on the date of such deposit and after giving effect thereto
either (x) a notice of redemption has been mailed pursuant to
.03 providing for redemption of all the Securities 30 days
h mailing and the provisions of Section 3.0! with respect to
mption shall have been complied with or (y) the Stated
of all of the Securities will occur within 30 days. If the
5 of the preceding sentence are satisfied G-I Holdings shall
to have exercised its covenant defeasance option.

(viii) The following new Section shall be added:

Section 5.03. Spin Off Transactions. Notwithstanding any

in this Indenture to the contrary, the Spin Off Transactions
‘P Holdings Transactions may be consummated under all
.ces and without satisfying any conditions.
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ARTICLE TWO
MISCELLANECUS

A. Governing Law.

he laws of the State of New York shall govern this First
Supplemental Indenture without regard to the principles of conflict of

laws.

B. Counterparts.

This Pirst Supplemental Indenture may be executed in
counterparts, each of which shall be deemed an original, but all of
which taken together shall constitute one and the same instrument.

~

C. Survival.

This First Supplemental Indenture and the Original Indenture
shall henceforth be read together. Except as expressly set forth
herein, the Original Indenture shall remain unchanged and in full
force and effeg@ in accordance with its terms.

D. Effective Time.

For purposes of this First Supplemental Indenture, the
"Effective Time" shall mean such time as is immediately prior to ISP
Holdings purchasing, by accepting for payment, all Notes validly
tendered (and not withdrawn) pursuant to the terms of the Offer to

Purchase.

B



IN WITNESS WHEREOF, the parties hereto have caused this

First Supplemental Indenture to be executed and delivered as

date first above written.

G-I HBOLDINGS INC.

By: /s/: James P. Rogers

Name: James P. Rogers
Title: Senior Vice President

THE BANK OF NEW YORK

By: /s/: Walter N. Gitlin

Name: Walter N. Gitlin
Title: Vice ;resident

of the
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FIRST SUPPLEMENTAL INDENTURE, dated as of October 18, 1996,
between G-I HOLDINGS INC., a Delaware corporation (the *Company”), and
THE BANK OF NEW YORK, a New York banking corporation (the “Trustee®),
having its Corporate Trust Office at 101 Barclay Street, New York, New
York 102B6.

RECITALS

WHEREAS, the Company and the Trustee have executed and

delivered the Indenture, dated as of February 14, 1996 (the “Original
Indenture" and capitalized terms used herein without definition have
the respective meanings specified therein), governing the terms of the
Company's Series B 10% Senior Notes due 2006 (the "Notes"); and

WHEREAS, ISP Holdings Inc. ("ISP Holdings") has solicited
the consent of the holders of the Notes to certain amendments (the
"amendments"”) to the Original Indenture pursuant to that certain
Exchange Offer Circular and Consent Solicitation Statement of ISP
Holdings, dated September 13, 1996, as amended (the "Exchange Offer

Circular"); and

4
WBEREAS, Holders representing a majority in aggregate
principal amount of the Notes have delivered their consent to the

Amendments; and

WHEREAS, Section 9.02 of the Original Indenture permits the
Company, when authorized by resolution of its Board of Directors, and
the Trustee, to amend the Original Indenture with thé& written consent

of the Holders of a majority in aggregate principal amount of the
Notes then outstanding; and

WHEREAS, the Board of Directors of the Company has adopted
such a resolution in order to reflect the Amendments pursuant to this

First Supplemental Indenture; and

" WHEREAS, the Company desires to enter into this First
Supplemental Indenture in order to amend the Original Indenture as of
the Effective Time (as defined herein);

NOW, THEREFORE, in consideration of the premises and for
other good and valuable consideration, it is mutually covenanted and
agreed for the equal and ratable benefit of all Holders of the Notes

as follows:

#




ARTICLE ONE

AMENDMENTS TO ORIGINAL INDENTURE

At the Effective Time, each of the following sections of the
Original Indenture shall be modified as follows:

Definitions.

(i) Section 1.01 shall be amended by adding the following

definitions in their appropriate alphabetical location:

“ISP Holdings Transactions" means the consummation of a

tender offer, exchange offer and senior note offering of ISP
Holdings Inc., on substantially the terms described in that
certain Exchange Offer Circular and Consent Solicitation
Statement, dated September 13, 1996, as amended, of ISP
Boldings Inc. )

”SPig¢0ff Transactioné‘ means the consummation of a series

of transactions involving GAF's subsidiaries on
substantially the terms described in that certain Exchange
Offer Circular and Consent Solicitation Statement, dated
September 13, 1996, as amended, of ISP Holdings Inc. that
will, among other things, result in the capital stock of ISP
Holdings Inc. being distributed to the stockholders of GAF.

(ii) Section 1.01 shall be amended further by deleting each

of the following definitions in its entirety:

“Linden Dividend"

"Linden Property"

"Permitted Lien"

"Restricted Investnept'

"Restricted Payment” '




~t

“Tax Sharing Agreements”

“Unrestricted Affiliate“

B. Covenants.

(i) The text of each of the following Sections shall be
deleted in its entirety and replaced, in each case, by the words
“Intentionally Omitted”:

Section 4.12. Limitation on Restricted Payments and

Restricted Investments.

Section 4.13. Limitation on Liens.

Section 4.14. Limitation on Transactions with Affiliates.

Section 4.15. Limitation on Investments in Non-Recourse

Subsidiaries bg/ISP Subsidiaries and BMC Subsidiaries.

Section 4.16. Limitation on Dividend and Other Payment

Restrictions Affecting Subsidiaries.

Section 4.20. Consents, etc.

(ii) Each of the following Sections shall be amended to
read in its entirety as follows:

Section 4.04. Payments of Taxes and Other Claims. G-I

Holdings shall, and shall cause each of its Subsidiaries (other than
Non-Recourse Subsidiaries) to, pay or discharge or cause to be paid or
discharged, before any penalty accrues from the failure to so pay or
discharge, all material taxes, assessments and governmental charges
levied or imposed upon it or any of such Subsidiaries or upon the
income, profits or property of it or amny of such Subsidiaries,
provided that there shall not be required to be paid or discharged any
such tax, assessment or charge if the amount, applicability or
validity thereof is being contested in good faith by appropriate
proceedings and adequate provision therefor has been made.

Section 5.01. Wwhen G-I Holdings May Merge, etc. G-I

Holdings shall not consolidate with or merge with or into or sell,
assign, transfer or lease all or substantially all of its properties
and assets (either in one transaction or series of



related transactions) to any Person, unless G-I Holdings shall be the
continuing Person, or the resulting, surviving or transferee Person
(if other than G-I Boldings) shall be a corporation organized and
existing under the laws of the United States or any State thergof or
the District of Columbia and shall expressly assume, by an indenture
supplemental hereto, executed and delivered to the Trustee, in form
reasonably satisfactory to the Trustee, all the cbligations of G-I
Boldings under the Securities and this Indenture, and this Indenture
shall remain in full force and effect.

In connection with any consolidation, merger, sale,
assignment, transfer or lease contemplated by this Section 5.01, G-I
Holdings shall deliver, or cause to be delivered, to the Trustee, in
form and substance reasonably satisfactory to the Trustee, an
Officers' Certificate and an Opinion of Counsel, each stating that
such consolidation, merger, sale, assignment, transfer or lease and

the supplemental indenture in respect thereto comply with this
Article V and that all conditions precedent herein provided for

relating to such transaction have been complied with.
Section 6.01. Bvents:of Default. An "Event of Default®

ccurs if:
° %

(1) G-I Boldings defaults in the payment of
interest on any Security when the same becomes due and
payable and the default continues for a period of 30

days;

(2) (i) G-I Boldings defaults in the payment of
the principal of any Security when the same becomes due
and payable at maturity or otherwise or (ii) G-I
Holdings fails to redeem or repurchase Securities when
required pursuant to this Indenture or the Securities;

(3) G-I Boldings fails to comply with Section
5.01;

(4) G-I Holdings fails to comply for 30 days
after notice with any of its obligations under
Sections 4.03, 4;06, 4.09, 4.10, 4.11 and 4.17;

“t
(5) G-I Boldings fails to comply for 60 days
after notice with its other agreements contained in
this Indenture ok the Securities (other than those
referred to in clauses {l)-(4) above); or



(6) G-I Boldings cr any of its Significant
Subgidiaries (A) admits in writing its inability to pay
its debts generally as they become due, (B) commences a
voluntary case or proceeding under any Bankruptcy lLaw
with respect to itself, (C) consents to the entry of a
judgment, decree or order for relief against it in an
involuntary case or proceeding under any Bankruptcy
Law, (D) conseats to the appointment of a Custodian of
it or for substantially all of its property, (B)
consents to or acquiesces in the institution of a
bankruptcy or an insolvency proceeding against it, (F)
makes a general asgsignment for the benefit of its
creditors, or (G) takes any corporate action to
authorize or effect any of the foregoing.

A Default under clauses (4) or (5) is not an Bvent of
Default until the Trustee or the Holders of at least 25% in aggregate
principal amount of the outstanding Securities notify G-I Holdings in
writing of the Default, and G-I Holdings does nbt cure the Default

with the time specified in such clause after receipt of such notice.
Such notice shall be given by the Trustee if so requested in writing
by the Holders of at least 25% in aggregate principal amount of the
outstanding Secyrities. When a Default under clause (4) or (5) is
cured or remedfed within the specified period, it ceases to exist.

(iii) Each of Sections 4.09, 4.10 and 4.11 shall be amended
by modifying the ratio set forth in subparagraph (a) of each such
Section to read "at least 1.00 to 1.00." Section 4.09 shall further
be amended by deleting subparagraph (e) therein in its entirety. Each
of Sections 6.02 and 7.07 shall be amended by changing each reference
therein to clause (7) of Section 6.01 to be a reference to clause (6)

of Section 6.01.

(iv) Subparagraph (a) of Section 4.06 shall be amended to
read in its entirety as follows:

(a) G-I Holdings will file with the Trustee and provide
Securityholders, within 15 days after it files them with the
Commission (and only to the extent that it files them with the
Commission), copies of its annual report and the information,
documents and other reports (or copies of such portions of any of the
foregoing as the Commission may by rules and regulations prescribe)
which the Company is required to file with the Commission pursuant to
Section 13 of 15(d) of the Exchange Act, without exhibits in the case
of Securityholders, unless G-I



price equal to 100% of the‘prihcipal thereof plus accrued
interest thereon to the date of redemption; provided that G-I
Holdings may defer making a Net Proceeds Offer until the
aggregate Net Cash Proceeds from Asset Sales to be applied
pursuant to clause (2)(v) equal or exceed $20,000,000;

provided that {i) G-I Holdings and its Subsidiaries may retain up to
$5,000,000 of Net Cash Proceeds from Asset Sales in any twelve-month
period (without complying with clauses (1) or (2)), and (ii) any Asset
Sale that would result in a Change of Control shall not be governed by
this Section 4.18 but shall be governed by the provisions described
under Section 4.17 and paragraph 5(a) of the Securities.

(vi) Subparagraph (b) of Section 8.01 shall be amended to
read in its entirety as follows:

(b) Subject to Sectioms 8.0l1(c), 8.02 and 8.06, G-I
Holdings may at any time terminate (i) all its obligations under the
Securities and this Indenture ("legal defeasance"), or (ii) its
cbligations under Sections 4.03, 4.04, 4.06, 4.08 through 4.11, 4.17
through 4.19 and 4.21 and the operation of Section 6.01(3), 6.01(4),
6.01(5) and 6.01(6) (with respect only to Significant Subsidiaries)

("covenant defeasance™).

(vii) The penultimate paragraph of Section B.02 shall be
amended to read in its entirety as follows:

Notwithstanding the foregoing provisions of this Section,
the conditions set forth in the foregoing paragraphs (2), (3), (4),
(5), (6), and (7) need not be satisfied so long as, at the time G-I
Holdings makes the deposit described in paragraph (1), (i) no Default
under Section 6.01(1), 6.01(2) or 6.01(6) has occurred and is
continuing on the date of such deposit and after giving effect thereto
and (ii) either (x) a notice of redemption has been mailed pursuant to
Section 3.03 providing for redemption of all the Securities 30 days
after such mailing and the provisions of Section 3.01 with respect to
such redemption shall have been complied with or (y) the Stated
Maturity of all of the Securities will occur within 30 days. If the
conditions of the preceding sentence are satisfied G-I Boldings shall
be deemed to have exercised its covenant defeasance option.

(viii) The following new Section shall be added:

Section 5.03. Spin Off Transactions. Notwithstanding any

provision in this Indenture to the contrary, the Spin Off



Transactions and the ISP Holdings Transactions may be consummated
under all circumstances and without satisfying any conditiosns.

ARTICLE TWO
HIéCBLLANEOUS

A. Governing Law. :

The laws of the State of New York shall govern this Pirst
Supplemental Indenture without regard to the principles of conflict of

laws.

.

B. Counterparts.

] This Pirst Supplemental Indenture may-be executed in
counterparts, each of which shall be deemed an original, but all of
which taken together shall constiitute one and the same instrument.

.

C. Survival.

This First Supplemental Indenture and the Original Indenture
shall henceforth be read together. Except as expressly set forth
herein, the Original Indenture shall remain unchanged and in full
force and effect in accordance with its terms.

D. EBffective Time.

For purposes of this Pirst Supplemental Indenture, the
*Effective Time" shall mean such time as is immediately prior to ISP
Holdings accepting for exchange all Notes validly tendered (and not
withdrawn) pursuant to the terms of the Exchange Offer Circular.
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