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SECURITIES AND EXCHANGE COMMISSICN

WASHINGTON, DC 20549

e

CUARTERLY REPCRT PURSUANT TO SECTION 13 OR 15{d) OF THE SECURITIES ZXTHANGE
ACT OF 1934

For the quarterly period ended March 31, 2001

{ | TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transiticn period from to

Commission file number 1-3247

CORNING INCORPORATED

iRegistrant)

New York 16-0393470
{State of incorporation) (I.R.S. Employer Identiiizsiicn No.)
Cne Riverfront Plaza, Corning, New York 14831
(Address of principal executive offices) {Zip Code)

Registrant's telephone number, including area code: 607-374-3000

Indicate by check mark whether the registrant (1) has filed all regcr=:z

to be filed by Section 13 or 15{d} of the Securities Exchange Act of 1:?

the preceding 12 months and (2) has been subject to the filing reguirs

at least <he past 30 days.

fes X No

Trdicate the number of shares outstanding of each of the issuer's <~lszses of

~ommen stcck, as of <he latest practicable date:

930,128,228 shares of Corning's Common Stock, $0.50 Par Value, weres suts=anding

as of April I, 2001.

PART I - FINANCIAL INFCRMATICN
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ITEM 1. FINANCIAL STATEMENTS

Index to consolidated financial statements of Corning Incorporated and
Subsidiary Companies filed as part of thisa report:
Page
Consclidated Statements of Income for the three months ended
March 31, 2001 and 2000 3
Consolidated Balance Sheets at March 31, 2001 and
December 31, 2000 4
Consolidated Statements of Cash Flows for the three months ended
March 31, 2001 and 2000 2
Notes to Consolidarted Financial Statements 2
The consolidated financial statements reflect all adjustments which, 1n the
opinion of management, are necessary for a fair presentation of the ras:l-s of
operat:ons and financial position for the interim periods presented. =11 3uch

[

adrustments  2rz I a ncrmal  racurrin naturs. The zonsolidated

statements have been prepared pursuant to the rules and regulaticns

Securities and Exchange Commission and in accordance with generally

accounting principles (GAAP), compiled without audit and are subject =2 sucn
year-end adiustments as may be considered appropriate by the regis- and
should be read :n conlunction with Corning's Annual Report on Form 1.--" 71 7re
year ended December 31, 2000.
<PAGE>
CORNING INCORPORATED AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF INCOME
{Unaudited; in millions, except per share amounts)
<TABLE>
<CAPTICN>
“zr the
2001
<5> <C>
Nzt szales 3 1,921
Jost of 3ales 1,112
Gross margin 809
Cparating Expenses
Selling, general and administrative expenses 261
Research, development and engineering expenses 162
Amortizaticn of purchased intangibles, including goodwill 156

Page 3 of 31

2050
<C>
3 1,381
a7
200
110
13
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"Acquisition-related charges 89
Operating income 230 151
Interest income 24 16
Interest expense (34) (24)
Other income (expense), net (9) (13)
Nenoperating gains 7
Income before taxes 211 137
Taxes on income 108 55
Income before minority interest and equity earnings 103 82
Minority interest in earnings of subsidiaries (8) {3)
Equity in earnings of associated companies 34 34
Impairment of equlty 1nvestment (36)
Net Income 2 132 3 77

3 0.14 $ 0.09

Basic Earnings Per Share

Diluted Earnings Per Share 3 0.14 3 2.03

Dividends Declared 2 3.06 3 .06
Shares used in compucing per share amounts:

Basic earnings per share 323 811

832

Diluted earnings per share 937

</TABLE>

The accompanying notes are an integral part of these consclidated <Z:nancial

statements.

<PAGE>

CORNING INCCRPORATED AND SUBSIDIARY CCMPANIES
CCNSOLIDATED BALANCE SHEETS

{Unaudited; in millions, except per share amounts)

ASSETS 2001
<85> <C>
Current Assets

Cash $ 1286
Short-term investments, at cost, which approximates market value 1,023
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Accounts receivable, net of doubtful accounts and allowances -
$47/2001; $47/year-end 2000
Inventories

Deferred taxes on income and other current assets

Total current assets

Investments
Associated companies, at equity

Others, at cost or fair value

Plant and equipment, at cost, net of accumulated depreciaticn

$2,785/2001; $2,662/year-end 2000

Goodwill, net of accumulated amecrtization
$445/2001; $302/year-end 2000

Other assets
Total Assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities
Loans payable
Accounts payable

Other accrued liabilities

Total current liabilities

Long-term debt
Postretirement benefits other than pensions
Deferred taxes on income
Cther liabilities
Minorirty interest in subsidiary companies
Mandatorily redeemable cenvertible preferred stock
Commen Shareholders' Equity
Common stock, including excess over par value and other capital -
Par value $0.50 per share; Shares authorized: 3.8 billion;

Shares issued: 1.0 billion/2001 and 1.0 billion/year-end 2000

of scmmon stToTR o Ln tTreasury

ccumilated cther comprehensive loss

Toral common shareholders' equity

Total Liabilities and Shareholders' Equity

Page S of 31

1,351
1,215

359

4,074

469

137

606

4,339
6,720

558

268

3 1T, 173
S 197
514

g27

1,638
3,838

594

2

40

3

3, €85
2,077
(234)
10,751

$ 17,173
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</TABLE>

The notes are an integral part of these consolidated

statements.

accompanying

<PAGE>

CORNING INCORPORATED AND SUBSIDIARY COMPANIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited;
<TABLE>
<CAPTION>

in millions)

<S>

TASH FLOWS FRCM CPERATING ACTIVITIES:

Net income

Adjustments <2
Amortization 2f purchased intangibles, including goodwill

Depreciation

Nonoperating gjains

Acguisiticn-reiatad charges

Impairrment sf eqguizty investment

Zquity in earnings of associated companies in excess of dividenaos r=z2iva

Minority interest in earnings of subsidiaries in excess of

({less than) dividends paid
Deferred tax benerfit

Tax benefit on stsck cptions

Changes in certain working capital items

Other

OPERATING ACTIVITIES

NET CASH PRCVIDED BY (USED IN)

CASH FLOWS FROM INVESTING ACTIVITIES:

Capital expenditures
Acquisiticns of cusinesses and leasad assets, net of cash acquired
Net proceeds f{rom disposition of properties and investments

Net Jecrease in long-term investments and cther noncurrs:r- z3s5:=

tincrease,
ralatea %o pocling of interests

Transacrtion Tosts

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds freom issuance of debt

Repayments >f lcans
Proceeds from issuance of common stock
for inceome tax withhelding

Redamprion ©I zommen Stock

Dividends paid

NET CASH (USED IN) PROVIDED BY FINANCING ACTIVITIES

exchange rates on cash

reczencile net income to net cash provided by csperatin: =i7ilvl

€inancial

w
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Cash used in discontinued operations

Net

(decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF QUARTER

</TABLE>

The

accompanying notes are an integral part of these consolidated <financial

stacements.

<PAGE>

CORNING INCORPORATED AND SUBSIDIARY COMPANIES
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

(B

Information by Cperating Segment
Information about the performance of Corning's three operating sejmants

the first quarter of 2001 and 2000 are presented below. These amounts

excliude ravenues, expenses and equity earnings nct sgaciizzally

identifiarcie to segments. Segment net income excludes amor<:izarnion of

intangibles and goodwill, purchased in-process research

(IPRD)
This we2asure is not in accordance with generally accepted ac:zunting

ZRAPRY with

purchased

development costs, one-time acquisition costs and other nonrecurring

items.

principiss and may not be consistent measures uss1 o, e

Tempanias,

Corning prepared the financial results for its three operating s=3man<s cn

a basis t+that i1s consistent with the manner in which Corning management

internally disaggregates financial information to assist in making intarnal

operating decisions. Corning has allocated some common expenses among

infcrmation

2501,

segments differently than it would for stand alone financial

prepared in accordance with GAAP. During the quarter ended March 3%,
Corning realigned one product line frem the Advanced Materials Segment into
the Telecommunications Segment. Segment results for 2000 have been restated

to zecnform %c the current presentation.

<TABLE>
<TAPTICN>

o
®
»
g
2
c
5
A
%]
o
'
B
O
5
u

Research, develcpment and engineering expenses

Interest =axpense

Segment earnings befcre minority interest and equity earnings
Minority interest in losses of subsidiaries

Equity in earnings of associated companies

Three months ended

March 31,
2001 2000

<C> <C>

3 1,433 3 305

$ 124 3 78

$ 25 $ 15

$ 186 $ 112
3
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</TABLE>

<PAGE>

A reconciliation of the totals reported for the operating segments

applicable line items in the ccnsolidated financial statements is as follows:

<TABLE>

Segment net income

Advanced Materials

Net sales

Research, development and engineering expenses
Interest expense

Segment earnings before equity earnings

Equity in earnings of associated companies

Segment net income

Information Display
Net sales
Research, development and engineering expenses

Interest expense
Segment earnings before minority interest and equity earnings
Minor:ty interest in earnings of subsidiaries

Eguity in earnings of associated companies

Segment rnet Lncome

Total segments

Net sales

Research, dJevelopment and engineering expenses

interest axpense

Segment earnings before minority interest and equity earnings
Minority interest in earnings of subsidiaries

Equity in earnings of associated companies

Segment net income

Tecral segment net sales

Nen-segment net sales (a)

Total net sales

8 189
$ 282
$ 28
$ 5
$ 26
6

5 32
s 201
s 10
$ 4
$ 21
(5)

25

B 11
5 1,916
3 162
H 34
5 233
(5}

34

3 262

the

Page 8 of 31

$ 115
$ 252
3 2
$ 6
$ 17
6

$ 23
$ 188
3 6
$ 3
3 20

(6)

27

3 11
3 1,345
3 112
3 24
3 149

(3)

22

3 73

Three months ended

March 31,

“r
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Net income

Total segment income {b) $ 262

Unallocated items:

Non-segment loss and other (a) (1)

Amortization of purchased intangibles and goodwill (c¢) (156)

Acquisition-related charges

Interest income (d} 24

Nonoperating gain

Income tax f{e) 3

Equity in earnings of associated companies (a)

Impairment of equity investment

Net income 3 132

(a)

Includes amounts derived from corpcrate 1nvestments.

(b) Includes royalty, interest and dividend income.
(c) Amcrtization of purchased intangibles and goodwill relates
primarily to the Telecommunications segment.
(d) Corporate interest income is not allocated t¢ reportable sz3msn<s.
{el Includes tax associated with unallocated items.
</TABLE>
(2) Business Combinations
The =ransaction listed below was accounted for under the purchase ms-n:: oI
accounting. Management is responsible for estimating <he fair valu:z -I ~“he
assets and liabilities acquired. Management has made estimatzss and

assumptions that affect the reported amounts of assets, liabili<izs and

expenses resulting from such acquisitions.

On March 16, 2001, Corning completed the acquisition of Tropel Corpcrzticn,

a manufacturer of precision optics and metrology instruments <Ior the

semiconductor and other industries, for approximately $66 millicn .n zash

and 1.95 million shares of Corning common stock. Based upon the avarage

closing price of Corning common stock for a range of days surroundiny the

announcement and adjusted for a discount commensurate with restricrions on

the shares issued, the recorded purchase price approximated $160 million.

The excess of the purchase price over the estimared fair value of =anzible

assets acquired was allocated to goodwill. Goodwill cf approxima<zels 32155

million is being amortized on a straight-line basis over 15 years.

<PAGE>

{3) Earnings Per Common Share

>

reconciliation of the basic and diluted earnings per shars <comp.tziicns

for the first guarter of 2001 and 2000 are as follows (in millicns, =xcept

per share amounts):

<TABLE>
<CAPTICN>

Page 9ot 31

(2)
{(13)
(89)

For the three months ended March
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Weighted Per share
Income Average Shares Amount Income Av

<S> <C> <C> <C> <C>
Basic earnings per share 3 132 322 $ 0.14 s 77
Effect of Dilutive Securities

Options 13

Mandatorily redeemable

convertible preferred stock 1

Diluted earnings per share $ 132 337 $ 0.14 s 77

</TABLE>

At March 31, 2001, approximately 29 million convertible shares Zrom the
subordinated notes and the zero coupon convertible debentures were not
included 1in the «calculation of diluted earnings per share di2 %0 the
anti1-dilutive 2ffect they would have had if converted. Alsc, =ne2 2001
computation »of diluted earnings per share excluded 36 millicr z:-antial
common shares since the option exercise price was greater than “nz average

market price of the common shares for the period.

'3, approximately eight millicon convertible shars=ss

preferred stocrk  and the subordinated notes were not incluizz: oo the
lculation of diluted earnings per share due to the anti-dalutivse 2Itect

a
rhey would have had if cenverted.

Common dividends of $56 million were declared in the first quar

compared with 350 million for the same period in 2000. Divideni

were 50.06 in =2ach periocd.

{4) Taxes on Income
Corning's effective income tax rate for the first guarter ended Marcrn 31,
2001 was $1.1%, an increase over the 2000 rate of 40.1%. The increase was
primarily due to the large amounts of non-tax deducrtible rurchased
intangibles and <goodwill acquired from acguisitions arising in 1000.
Excluding the impact of the amortization of purchased intangibles and
gJoodwill, purchased IPRD costs, one-time acquisition costs ard other
nonrecurring r1-ems, the effective income fax rate was approximat=a_., 22.5%

fsr the guarters ended March 31, 2001 and 2000.

Suprlementary 32alance Sheet Darta

(%

Inventories shown on the accompanying balance sheets were compris2z of the

1

following (in mxrllions):

<TABLE>
<CAPTION>
March 31, Decznoer 31,
2001 2060

<S> <C> <C>
Finished goods 3 418 S 300
Work in process 290 263
Raw materials and accesscries 402 377
Supplies and packing materials 105 100
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</TABLE>

<PAGE>

Total inventories $ 1,215

(6} Supplementary Statement of Cash Flows Data

Supplemental disclosure of cash flow information is as follows:

Page 11 of 31

he three months ended March

<TABLE>
<CAPTION>
Tor ot
2001
<S> <C> s
Changes 1n certain working capital items:
Accounts receivable 3 117
Inventories {178)
Cther current assets 52
Accounts payable and other current liabilities (263)
Total 5 1271)
Cash paia for interest and income raxes 1is as follows:
Interest < 45
Income taxes E 35
</ TABLE>
(7] Clomprehensive Inccme
Comprehensive inceme, net of tax, for the first quarter of 2001 anz 1320 1s

as follows {in millions):

<TABLE>
<CAPTION>

</TABLE>

The

<S>

Net

income

Other comprehensive income:

Foreign currency translation adjustment
Unrealized (loss) gain on marketable securities
Realized gains on securities

Cumulative =ffecr cf adeption of FAS 133
Unrealized derivative lecsses on cash flow hedges

Reclassification adjustments con cash flow hedges

Total comprehensive income

afrer-tax components of other comprehensive losses

G

4

192

For the three months ended Ma

3 132

(81)

(28)

accumulated in

200
<C>

3 7

(

4t

3 19
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shareholders' equity are as follows (in millions):

<TABLE>
<CAPTION>
Foreign Unrealized Unrealized
Currency 3ains (Losses) Gains (Losse.
Translation on Marketable on Cash Flov
Adjustment Securities Hedges
<S> <C> <C> <C>
December 31, 20G0 S {168} 3 41
Foreign currency translation adjustment (81)
Unrealized loss on marketable securities
(net of tax of $18) (28)
Cumulative effect of adoption of FAS 133 3
Unrealized derivative losses on cash flow
hedges (net of tax of $2) (3)
Reclassification adjustments on cash flow
hedges (net of tax of $2) 2
March 31, 2001 $ (249) B 13 3 2
</TABLE>
<PAGE>
{8) Dow Corning Corporation
Corning and The Dow <CThemical Company :Dow Chemizall! each own Z.% :: “he
common stock >f Dow Torning Ccrporation (Dew Corning), a manuiatt v=ro 2%

silicones.

=}

On May 15, 1995, Dow Corning sought protection under the reorganizatio
provisions of Chapter 11 of the United States Bankruptcy Code. &A% <nat
time, Corning management believed it was impossible to predict if zanz when
Dow Corning would successfully emerge from Chapter 11 proceedings. As a
result, Corning recorded an after tax charge of $366 million <o fully
reserve its investment in Dow Corning and discontinued recognition of
2quity earnings from Dow Cerning in 1935. The bankruptcy procesdzng is

oending in <he United Staftes Bankruptcy Court for the Eastern

Michigan, Nor“hern Division (Bay City, Michigan). The bankrup<:y Z:.:1n3
stayed <the prosecution against Dow Corning of approximately 13,000
breast-implant product liability lawsuits, including 45 class azz:i:ns. In

rhe period from December 1996 through February 1998, Dow Corning fiied a
plan of reorganization and two amended plans, each of which was cpros2d by
creditor representatives. In 1998, Dow Corning and the Tort Claimants
Committee engaged in extended negotiations and reached certain ccmpromises.
Cn November 8, 1398, Dew Corning and rthe Tort Claimants Committee -zintly
filed a revised Plan of Recrganization (Joint Plan). The Joint Flan and
related disclosure materials were mailed to claimants for their accroval.

Following a favorable vote from all but four classes of creditcrs, a

nearing “o cenfirm the Joint Plan was held in mid 1399.

On November 30, 1999, the Bankruptcy Court entered an order confirming the
Jeint Plan and indicated that certain written opinions would follow. ©On
December 21, 1999%, the Bankruptcy Court issued an opinion that approved the

principal elements of the Joint Plan with respect to tort claimants, bur
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construed the Joint Plan as providing releases for third parties (including
Corning and Dow Chemical as shareholders) only with respect to tort
claimants who voted in favor of the Joint Plan. A number of parties
opposing the Joint Plan filed appeals on a variety of grounds to the United
States District Court for the Eastern District of Michigan. Dow Corning and
~he Torr Claimants Committee filed a notice of appeal seeking review :f the
ruling 1limiting the scope of the shareholder releases. Corning ard Dow

Chemical filed separate notices of appeal on this issue. On Nov=

2000, the District Court entered an Order affirming the Bankruptcy
November 30, 1999 Order confirming the Joint Amended Plan and revers.ng the
Bankruptcy Court's December 21, 1939 Cpinion on the release and in-unztion
provisions. On February 5, 2001, the District Court denied a Mot:on for
Reconsideration, confirming that the Litigation Facility under =h=s Joint
Plan is the defendant in place of Dow Corning, Corning and Dow

and that Corning and Dow Chemical are not named defendants

claims. Approximately 20 appeals from the District Court's
pending in the Sixth Circuit Court of Appeals, which is expecred <> .0

late 2001. Afrter all appeals are exhausted, if the Joint Plan is

the shareholder releases are effective only for those voting in
rthe Joint Plan, Corning would expect to defend any remaining claims aja:inst
it ¢on the same grounds that led To a series of orders and ~.:I:Iments
dismissing all claims against Cerning in <he federal courts and -
~our*s as descriked wunder the heading Implant Tort Lawsuits r Tz oI,

Item 1, Legal Proceedings. With respect to the possibility of acii<icnal

direct or indirect <claims against Corning if the full releases =zr2 not
reinstated in the Joint Plan, management believes that such <la:imz laczk
merit and that the breast implant litigaticn against Corninzy ... Z=2
resoived without matarial impact on Zorning's financial statement:.

Under <he terms of the Joint Plan, Dow Corning would be reg..zz! %o
establish a Settlement Trust and a Litigation Facility to prov:i<is : —=2ans
for tort <claimants %o settle or litigate «thelr claims. DOow Torino:: wsuild
have vthe cpbiliga<isn ~o fund The Trust and “he Fac:il:ity, over a peri .. .I uipg

to 16 years, in an amount up to approximately $3.23 billion, subi=z-

limitations, terms and conditions stated in the Joint Plan. Dow =

proposes to provide the required funding over the 16 year period =

combination of cash, proceeds from insurance, and cash
operatiocns. Corning and Dow Chemical have each agreed to provice a

facility to Dow Corning of up to $150 million ({$300 million

aggregate}, subject to the terms and conditions stated in the Join-t
The Joint Plan also provides for Dow Corning to make full payment, <hrough

cash and the 1ssuance of senior notes, toc its commercial creditors. 22 and

when Dow Corning emerges from bankruptcy, Corning will likely z-zi:

recognize equity =earnings from Dow Corning. Corning does not 1o
raceive dividends from Dow Corning in the foreseeable future.
<PAGE>
.
{3, Pretspurgh lorrnang Corporaftion
Corning and PPG Industries, 1Inc. each own 50% of the —capital s-2:< of

Pitrtsburgh Ccrning Corporation (PCC). PCC and several other defendants

gern named in numercus lawsuits 1involving claims alleging perscnal

from exposure to asbestos. By the first quarter of 2000, PCC incu

adverse verdicts in five trials involving 19 claimants. On April 16, 2000,
PCC filed for Chapter 11 reorganization in the United States Bankruptcy
Court for the Western District of Pennsylvania. As of the bankruptcy

f£iling, PCC had in excess of 240,000 open claims. At the time of its

Page 13 of 31
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(10}

Chapter 11 filing, PCC sought and obtained a temporary restraining order

and filed a motion for a preliminary injunction against the prosecution of

asbestos actions against its two shareholders. ©On April 4, 2001, the
Bankruptcy Court extended the period for PCC to file a plan of
reorganization wuntil July 9, 2001. The preliminary injunction has been
extended by court order to August 23, 2001 to enable the par<:iss to
negotiate a plan of reorganization for PCC. Upon expiration :I the
injunction, PCC, PPG Industries and Corning will have 90 days -. seek

removal and transfer of stayed cases that have not been resolved =
plan of reorganization. As a result of PCC's bankruptcy filing,
recorded an after tax charge of $36 million in the first quarter of

impair its entire investment in PCC and discontinued recognition o eguity

earnings. At the time PCC filed for bankruptcy protection,

approximately 12,400 <claims pending against Corning alleging
theories of liability based on exposure to PCC's asbestos products, a.l of

which are stayed pursuant to the injunction of the bankruptcy court. 2a2Icre

PCC filed Zor bankruptcy protection, Corning was dismissed €fr:r s.r:ilar
claims as cases ajainst PCC proceeded to trial. The Chaprter 11 I:1:7: may
iead to additiosnal <claims against Corning with related costs oI :2I:r3e,

charges and expenses. Although the outcome of litigation and the kanrruptcy

case is uncertain, management believes that the separate corporate :s"3%us
5f PCC will zon=inue <o be upheld. Management Is continuing no Inv=z-_zIate
Corning's osprnicns for  defending  zlaims  against it, which migh- il :ze
vigorously defending itself on all fronts or exploring a glcbal T

through the bankruptcy process. It is probable that there will be ir- e
negotiations throughout the second gquarter of 2001 concerning
PCC's plan £ reorganization, including whether or not T
participate by making a contribution in exchange for a release.

cannot estimate the probability that Corning will be able to secu:

release upon terms and conditions satisfactory to Corning. The

cost for thase oprions (net of insurance) cannot be estimated at =:.:
aitnough marnazement believes these matters will be resolved «~..r := 3

materially adverse Iimpact con Corning's financial pesitien.

Adoption of New Accounting Standard - Derivative Financial Instrimants -
FAS 133

Effective January 1, 2001, Corning adopted Financial Accounting 3S=zniards
Board Statement No. 133, "Accounting for Derivative Instruments and Hzizing
Activities," (FAS 133) as amended by FAS No. 137 and FAS No. 138. Fi3 132

requires that all derivative financial instruments be recognizex .n the
financial statements and measured at fair value regardless of the purpose

or intent fer holding them. Changes 1in the fair value of <der:ivacive

financial insnruments are either recognized pericdically in net

shareholders' equity, as a component o¢f other <comprehensivs .

depending on wnether the derivarive is being used to hedge changas 1.

7alue or cash flows. Changes in fair value of ineffective por=icns  of
hedges are recognized in earnings in the current period. The adcg-i:n of
TAS 123 as cf January 1, 2001, resulted in a cumulative after-tax <rz:il7 72
comprehtensive 1ncome of $3 million. For the three months ended Marcn 31,
2001, an after-tax charge of $3 million was recorded in other
‘expense), net for the ineffective portion of cash flcw hedges.

Foreign Currency Risk

Corning cperates and conducts business in many foreign countriss. As a
result, there is exposure to potentially adverse movement in Isreign
currency rate changes. Corning selectively enters into foreign exchange
forward and opticn contracts with durations generally 12 months or less to
reduce i%s exposure to exchange rate risk on foreign scurce incorme and

purchases. The objective of these contracts is to neutralize the impact of

Page 14 of 31
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foreign currency exchange rate movements on Corning's operating results.

<PAGE>

falot

derivative contracts require Corning to exchange, or give Ccrning the

rd
i)

h
e

ot

ion %c exchange «currencies at rates agreed upon at the inceprticn of the
contract. The hedge contracts reduce the exposure to fluctuations in
exchange rate movements because the gains and losses associatad with
foreign currency balances and transactions are generally offset with the
jains and losses of the hedge contracts. Because the impact of mcvements in
foreign exchange rates on the hedge contracts offsets the relatex impact on
the underlying items being hedged, these financial instruments help
alleviate the risk that might otherwise result from change in -urrency
2xchange rate Iluctuations.

The forward and opticn contracts are designated as cash flow hz2z1z2s5 and

accordingly, when effective, any changes in fair value on these zZcontra

C
are reported in other comprehensive income. Realized gains and lcsses f
s}

“he effecrive rortion are recognized in earnings when the underl, in:

~ransactizn affects earnings.

<PAGE>

Management's Discussion and Analysis of

Tinancial Condition and Results of Operations
Results of Operaticns

Net sales totaled $1.9 billion for the first guarter of 2001, an increase of 42%
over sales of $1.35 billion in the prior year quarter. Excluding the :mpact of
acquisitions, net sales increased 26% over the first quarter of 2000. Sales
growth in the first quarter was most prenounced in the Telecommunications
Segment, where the impact of acquisitions and demand for Corning's pramium fiber

and zable and ghoucenics products drove quarter over guarter segment sal2s jrowth

income totaled $132 million in the first quarter or 2147, an
increase of 71% frcm  the rior ear varter. Diluted earnings w©er share
g

increased S%% o 37.14 per share in the first qguarter of 2001 <ccmp

el
[\
r
il
£
ot
L
et
o>
0]

prior year guarter. The percentage increase in earnings per share
~he percentage increase in net income due to the issuance of common stzck for

acquisitions and related financing transactions in 2000.

Corning's results tor the first quarter of 2001 did not include any material
nonrecurring items, however 2000's first quarter results were :mpacted by

sevaral nonrecurring 1vems:

a noncperating gain of $7 million (84 million after tax),
an in-process research and development (IPRD) charge of $42 million (326

miilion after tax),

a charge for acquisition costs related to the merger of Oak Industries of
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$47 million ($43 million after tax), and
an after-tax charge of $36 million to impair Corning's investment in

Pittsburgh Corning Corporation.

Amortization of purchased intangibles and goodwill totaled $156 million {3145
millien after tax) in first quarter 2001 compared to $13 million ($10 million
after tax) in first guarter 2000. This increase primarily relates to purchase

business combinations in the Telecommunications Segment completed in 2000.

Corning believes comparing its operating results on a pro focrma basis exciuding
amortization of purchased intangibles and goodwill and nonrecurring .:%ems
provides a better understanding of the changes in its operating results. This
measure is nct in accordance with, or an alternative for, generally accepted
accounting principles (GAAP) and may not be consistent with measures used by

other companies.

Pro forma net income is calculated from net income as follows (after tax zni In

millions):

<TABLE>
<CAPTION>
Three Months Ended
March 31,
2501 2000
<S> T <C>
Net income 3 132 s 27
Amortization of purchased intangibles, including goodwill 145 10
In-process research and development charges 2€
Cther acquisition-related charges 13
Nonoperating gains 43
Impairment of equity investment 36
Pro forma net income ) 3 277 S 188
Pro forma diluted earnings per share > J.29 . S 0.23
</TABLE>
<PAGE>

The first quarter 2001 pro forma results reflect double-digit growth in <the
Telecommunications and Advanced Materials Segment while the Information Dispiay

Segment remained relatively flat.
Ourlook

Over rthe <course cf <he first quarter, Corning's outlook has ze2czlined
significantly due to a substantial reducticen in capital spending in the
telecommunications industry and the general softening of the U.S. economy. As a
result of these factors, Corning now expects revenue growth of 9% to 12%
compared tec previous expectations of 20% to 25% and expects pro forma earnings
per share to decrease 20% to 25% from 2000. As a result of lower revenué

expectations, Corning has taken the following actions to adjust its cost
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structure:

Through the end of the first quarter, Corning reduced its workforce by

approximately 3,300 permanent and temporary employees, primarily in the

photonic technologies and hardware and equipment businesses. These
workforce reductions comprised mostly hourly production workers and
resulted in minimal severance charges. In April, Corning announced an

additional workforce reduction of approximately 1,000 positions in photonic
technologies, including both hourly and salaried employees.

. Corning is decreasing its capital spending forecast for 2001 frcom $2.5
billion to approximately 32.billion, delaying some capital expansizn to
2002.

Corning's research and development spending in 2001 will be approximately
5650 million to $675 million, a decrease from an anticipated $700 mill:ioan,

but substantially over 2000's $540 million.

Corning will <continue to review its internal «cost structure and mcn:i-.: =ne

industry trends throughout 2001, which may result in additional cost impr
measures and rtargeted workforce reductions. As a result of actions takern L: =he
second quarter, Corning may record a restructuring charge in the second quarter.
Corning 1is still <committed tc invest in new product development, =“zrzeted

capaclty expansion and 2xternal Jrowth.

Business Combinations

Oon March 16, 2001, Corning completed the acquigition of Tropel Corporat::n Zor

approximately $66 million in cash and 1.95 million shares of Corning :aonmon
stock for a total purchase price of approximately $160 million. The acgurs:=ion
was accounted for as a purchase and is reported in the semiconductor sals
business in the Advanced Materials Segment.

Cperating Segments

Corning groups 1ts proaucts intc three operating segments: Telecommur: L. Ins,

Advanced Materials and Information Display. Corning includes the earrirgs of
equity affiliates that are closely associated with Corning's operating segments
in segment net income. Information about the performance of Corning's th

operating segments for the first quarter of 2001 and 2000 is presented Lkalow.
These amounts do not include revenues, expenses and equity earnings not
specifically identifiable to segments. Segment net income excludes amortization
of purchased intangibles and goodwill, purchased IPRD costs, sne-time
acquisition costs, and other nenrecurring items. Note 1 to the conszsli<ated

's

financial statements includes a reconciliation of segment results to T:izning
net inccme. This measure 1is not in accordance with GAAP and may ©:7 be

consistent with measures used by other companies.

Corning prepared the financial results for its three operating segmen<s >n a

basis that is consistent with the manner in which Corning management Iin==srrally
disaggregates financial information to assist in making internal operating
decisions. Corning has allocated scme common expenses among segments differently

rthan it would for stand alone financial information prepared in accordance with

GAAP. [Curing the quarter ended March 31, 2001, Corning realigned
line from the Advanced Materials Segment into the Telecommunicaticns Segment.
Segment results for 2000 have been restated to conform to the <currant

presentation.
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<TABLE>
<CAPTION>

Telecommunications Three Months Ended

{In millions) March 31,
2001 2000
<5> <C> <C>
Net sales 1,433 $ 305
Research, development and engineering expenses 124 78
Interest expense $ 25 15
Segment earnings before minority interest
and equity earnings S 128 S 112
Minority interest in losses of subsidiaries 3
Equity in earnings of associated companies 2
Segment net income ‘ S 189 $ 115
Segment earnings before minority interest and
equity earnings as a2 percentage of segment sales 12.0% 12.4%
Segment net income as a percentage of segment sales 13.2% 12.7%
</TABLE>
The Telecommunications Segment produces optical fiber and cable, sptical

hardware and eguipment and photonic modules and components for the wcrliwide

telecommunications Industry.
First guarter

Sales in the Telecommunications Segment increased 58% over the first guarter of
2000 to approximately $1.4 billion compared to $905 million in the prior year
quarter. Excluding acquisitions, sales growth for the same period in 2001 was
35%. The sales growth in the segment was led primarily by volume gainz in the
optical fiber and cabie, hardware and equipment and photonic technclegies
businesses. Segment net income rose 64% to $189 million in first quarter 2001
compared to 5115 million in first quarter 2000. The increase in segment net
income was primarily due te improved gross margins in the fiber =ard <cable

business that more than offset a margin decline in photonic technologi=s.

Sales 1n the fiber and cable business improved B83% in the first guartsr >f 2001

to $875 million compared with $479 million in the prior year guarter. The

increase 1n sales resulted primarily from the impact of acquisicions and strong
volume gains. Approximately $143 million of the increase in optical Z:ber and
cable sales resulted from the acquisition of the remaining ©50% interest in
Siecor GmbH and the cabling business previously owned by Siemens in =he first
quarter of 2000.

Excluding the impact of these acquisitions, sales in the fiker and cable
business increased 53% for the quarter due to volume gains of 30%, raflecting
continued strong demand for Corning's premium fiber products. Volume of premium
fiber and cakle products, including Corning's LEAF(R) and MetroCor (TM}) optical
tiber, increased almost 50% over the prior year quarter. The average price for
Cornirg's cptical fiber and cable products increased in comparison with last

vear's first quarter due to both the mix of customers and a higher mix of
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premium products. Corning does not expect this trend to continue throughout 2001
as premium fiber as a percentage of total fiber demand will decrease from
approximately 35% in the first quarter to 25% for the entire year of 2001.

Net income from the fiber and cable business more than doubled in the first
quarter of 2001 compared to the prior year quarter. The strong performancs was
due to volume growth in both high-data rate and single mode products and the

continued shift to a higher premium product mix.

<PAGE>

Sales in the telecommunications hardware and equipment business increass:
the first quarter of 2001 to approximately $248 million compared wi-® 3133
million in the prior year quarter. Excluding acquisitions, first qguarzesr 2001
sales increased 3% compared to the prior year quarter. The modest .r:rzase
resulted primarily from higher volume of existing products includiniz =:apble
assemblies, fiber optic hardware and high speed internet connectionsgs, ofisa2t in

part by price declines and a 47% decrease in revenues at Gilbert Engineerin

to growing weakness 1n cable television industry spending. Overall, net

decreased slightly zompared to the prior year quarter, primarily due =2

of volume ar Gilbert Engineering. The business has reduced 1ts hourly «

by approximately 1,175 emplcoyees fto date.

1

Sales in the photonic technologies business increased approximately .73 ¢

n
first quarter ¢f 2001 to approximately 3236 million czompared to app

5186 million in the prior year guarter. Excluding acguirsitions, sales

1
t
3

'y
0
i

20% over the prior year quarter. Although sales were up compared to =n=
quarter of 2000, sales declined 30% from the fourth quarter of 2C7°

significant decl:ines in orders from major custemers caused by the dscrease in
capital spending in the telecommunications segment. The business inv.rr2: an
operating loss in the first quarter as a result of excess capacity ani : -"Liher

fixed cost structure compared to the first quarter of last year.

Corning now expects revenues in photonic technologies te be about even wi-n 2000

versus original expectations that revenues would increase significanrtly due fo
growth in demand for photonic technology devices. Corning is ncow maxing
significant cost and workforce reductions to reflect the lower r2.2nue
expectations. The business reduced its workferce through April 30, 2301 by

approximately 2,500 employees this year which includes hourly, salarcrz2+ and

temporary positicns.

As a result of the sudden decline in orders for %“his business,
rechnologies' inventories increased approximately 35% during the

Management has taken action tc significantly currtail production

inventories over the course of the year. Although management believes
is currently realizable, further changes in anticipated customer cra=r rate
and/or changes in customer specifications could increase Corning's exposure to

cbsolescence in the future.

Corning has also significantly reduced its capital expansion plans n <his
bus:ness. Construction of a new manufacturing facility in Nashua, NH will ke
completed and then mothballed until increased demand resumes. Other previcusly
announced capacity expansions in the business will be delayed, or pecstponed

until business conditicns improve.

The optical networking devices business, which 1is developing wavelength

management products and optical switch modules, began making shipments of its
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wavelength management products to customers in the third quarter of 2000. The
business had sales of $14 million in the first quarter of 2001. This business is
also seeing some softening in expected demand for its products. Corning is

investing significant research and development spending in this business.

Sales in the controls and connectors business increased 5% to $60 millicn in rthe
first guarter of 2001 compared tc $57 million in the prior year quartzr. The
modest increase was primarily due to weak customer demand, particularly in V.S

markets. Net income from these businesses improved slightly, moving from a
break-even position in the first quarter of 2000 to moderate profitakb:iliI=<y in
the first quarter of 2001. The business reduced its workforce by approximately

525 employees this year in response to current revenue forecasts.

Ourlook: Sales in the Telecommunications Segment are now expected <@ ~rar

upward by approximately 9% fo 12% primarily based upon the continued demani £

Corning's cabled fiber products. Excluding the impact of acquisitions,

expected to increase 5% to 7%,
Segment net income is expected to decrease 25% to 30% for the year primar:l, iue

to decreased volumes of amplifiers in photonic technologies and a lower mix of

premium products in the fiber and cable business.

<PAGE>

<TABLE>

<CAPTICZN>

Advanced Materials Thr==2 Months End
(In millions) March 31,
20C1

<S> <C> <C

Net sales $ 28 3

Research, development and engineering expenses $ 2 S

Interest expense $ 5 3

Segment earnings before equity earnings $ 26 S
Equity in earnings cf assocliated companies 5

Segment net 1ncome 3 32 3

Segment earnings before equity earnings as a percentage of segment salas 3.2%

Segment net income as a percentage of segment sales 11.3%

</TARLE>

The Advanced Materials Segment manufactures specialized products wich unique

agplica-ions wurtilizing 3Jlass, glass ceramic and polymer technolcjyies. The

largest businesses 1n this segment are environmental technologies and life
g g

s5ciences.
First qguarter

Sales in the Advanced Materials Segment increased 12% in the first guarter of
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2001 to $282 million compared to $252 million in the prior year quarter,
primarily due to strong growth in the semiconductor materials business. Segment
net income increased 39% in the first quarter of 2001 compared to the prior year
quarter as improved operating performance more than offset an increase in
research and development spending, flat eguity earnings and spending to launch

new preducts in life sciences.

Sales in the environmental technologies business for first quarter 2001 :I 31C8B

million exceeded first guarter 2000 sales of $103 million by 5%, primar:ly due

to continued strong demand for Corning's thin wall products, particularly in

Asia. Earnings in this business for the first gquarter of 2001 remained

relatively flat compared to the prior year gquarter, primarily due to start-up

costs in South Africa and China, lower sales volumes in the U.S. autcmetive
)

market and manufacturing inefficiencies related to the introducticn of new ultra

thin wall products.

Sales in the life sciences business of $70 million in the first gquarter -2 2001

increased 11% compared -o first quarter 2000 sales of $63 million primar:l,

to increased volume of microplates. Earnings in this business were breax-
the 2001 quarter and flat compared to first quarter 2000 as the

continues to incur start-up costs for Corning's nmicroarray technology zroducts

that <cffset gains achieved from cost structure 1mprovements in case

business.

Sales in Corning's other Advanced Materials businesses increased 21%

quarter 2000 to $104 million in the first quarter of 2001 comparea - 386

million in the prior year quarter. Excluding the impact of the diveszi-z.r=s =of
Quanterra in the firs% aguarter of 2000, sales improved 30%. This incr= “as
led by higher sales of high purity fused silica products in the sem:ccnzucnor
materials business. Earnings from these businesses in first gquarter 22C1 more
than +ripled over first guarter 2000 primarily due to increased vwol.ire and
despite a decrease in 2quifty =arnings from Eurokera, a French based mar.i=z:Tirar
of glass ceramic zooktops.

Outlook: The 2001 outlook for this operating segment remains relz:t:rvaly
unchanged from that included in Corning's Form 10-K. Corning expects =za23ment
sales in 2001 rto increase 8% to 10% despite signs of softness 1n  <he
semiconductor market. Life science products, particularly the new micrcarray

products, are also expected to continue to grow. Segment net income 1s Zxuec

“o increase in 2001 reflecting these sales gains, aggressive cost «rzzx.ztion
initiatives and the wind-down of startup costs in environmental technologies
offser in part py the continued investment in research and development spending

on advanced 1ife sciencte products and diesel substrates.

<PAGE>

<TABLE>
<CAPTION>

Information Display Yonths Ended

(In miliions) Marzh 31,
2001 2000
<S> <C> <C>
Net sales S 201 S 188
Research, development and engineering expenses S 10 3 )
$ 4 s

Interest expense
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Segyment earnings before minority interest

and equity earnings $ 21 $ 20
Minority interest in earnings of subsidiaries (51 (6)
Equity in earnings of associated companies 25 27

Segment net income $ BN 3 41

Segment earnings before minority interest and

equity earnings as a percentage of segment sales 17.4% 10.6%
Segment net income as a percentage of segment sales 20.4% 21.8%
</TABLE>

The Information Display Segment manufactures glass panels and <Ifunn=!

televisions and CRTs (conventional video components), liquid crystal
glass for flat panel display (display technologies)

assemblies for prciection video systems.
First quarter
Sales in the Infcrmat:on Display Segment 1increased 7% in first quarter 2117 <o

$201 million comparea =o 3188 million in first quarter 2000, primar:l = ::= =3

strong growth in the precision lens business offset by flat perform

display technoleogies and the conventicnal video components businesses.

net income in <he €first guarter of 2001 also remained flat comparea w:

prior year guarter primar:iy due to lower equity earnings.

Sales in the conven-ional video components business increased 4% to 325Z ~i.ll:on
in first quarter 2001 compared to $83 million in first quarter 2000. Zarn:nzs in
this business for the guarter improved slightly over first quarter 207. :zznita
flat equity earnirgs from Samsung Corning Company Ltd., a manufacturer 7 -<lass

panels and funnels for televisions and display monitors.

Sales in the display rtechnologies business in first quarter 2001 wers <13t at
$62 million compared to first quarter 2000 sales of $61 million. “/zlume

increases of 20% were lower than recent guarters due to an inventory <orra2:cticn

Q.

in the industry and were offset by the impact of the weak yen on <transiate
sales. Earnings in this business for the quarter were down slightly zomparad <o
the same guarter in 2000 primarily due to flar sales and lower equity =2arrn:ngs
from Samsung Corning Precision, a Korean manufacturer of liquid crystal display
glass, due fo the divestment of Samsung Corning's 40% interest in Zamsung

Corning Precision :n late 2000.

Sales in the precisiocn lens Dbusiness increased 21% to $53 millicrn

quarter 2091 ~<ompared rto $44 million in first quarter 2000 as a -
continued strong volume grewth for projection televisions driven by zemrmana for
larger size ~rtelevisions in the entertainment market sector. Earninys .n =nis
business for the guarter were relatively flat in 2001 compared to first zguarter
2000, primarily due to volume gains cffset by increased spending for zhe

axpansion expected <5 zome cn-line in the second half of 2001.
Cutlook: Sales in the Information Display Segment are expected to incrsase
approximately 10% <o 1Z% in 2001 and segment net income is also expected =z jrow

10% =o 15%. Both sales and net income outlooks are being negatively impazted by

rhe translation rate of the yen which is offsetring expected sales volume gains.

<PRGE>
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Taxes on Income

Corning's effective income tax rate for the first quarter ended March 31, 2001
was 51.1%, an increase over the 2000 rate of 40.1%. The increase was primarily
due to the large amounts of non-tax deductible purchased 1intangibles and
goodwill acquired from acquisitions arising in 2000. Excluding the rmpa<ct :I <he
amortization of purchased intangibles and goodwill, purchased IPRI costs,
one-time acquisition costs and other nonrecurring items, the effectivs income

tax rate for the quarters ended March 31, 2001 and 2000 was approximately 32.5%.

Liguidity and Capirtal Resources

In March 2001, Corning filed a universal shelf registration statement with the
Securities and Exchange Commission that became effective in the first guarter.
The shelf permits the "issuance of up to $5 billion of varicus debr anz =zuity

securities.

Corning's working capital decreased from $2,685 million at December 31, 2000 to
$2,436 million art March 31, 2001. The ratio ¢f «current agsets %> Iurrent
liabiliries was 2.& at March 31, 2001 compared to a current ratic >f 1.4 at

December 31, 2000. The decrease in working capital 1s due primarily =-: zagital

D
W
n
©
+
jo)

spending, partially offset by a reduction in accounts payable and an incr
inventories. Corning's long-term debt as a percentage of total capital ziscrzased

slightly from 27% a7 December 31, 2000 to 26% at March 31, 2001.

Cash Flows

Cash and short-term investments at March 31, 2001 decreased from Dec

2000 by 35645 mill:iosn. This decrease is the result of investing activi-.=

used <ash of 3433 miliion and financing activities which used czas:

million, offset by cperating activities which generated cash of 3173 rmi.l._. 1.

Net cash provided by operating activities was $176 million during =ns <hree
months ended March 31, 2001 compared with cash used of $52 million for -he prior
year period. This trend is primarily due to increased operating resul<s adiusted
for higher depreciation and amortization of purchased intangibles and gsccdwill.

Cash used in working capital was lower in 2001.

Net cash used in investing activities amounted to $683 million during the three

months ended March 31, 2001 compared with $1,2%9 million in the prior year

pericd. The <decrease in cash used was primarily related to the high v:lume of
acquisitions in first quarter 2000 offset in part py higher capital sgeniing in
2001.

Corning continues =c invest significant cash in capacity expansiocns "z suppcrt
growth 1n operartions. Capital spending for the three meonths ended Marcn 2I, 2001
totaled $576 million compared to $213 millicn in the prior year period. <Corning

revised its capital spending plan due to a decrease in forecasted revernuss and

X3

its for 2001. Corning currently expects its capital spending fzr =he Znil

pro

vear to be in the range of 52 billion.

Net cash used in financing activities was $127 million during the thres months
znded March 21, 2001 compared with cash provided of $2,387 million in the pricr
yvear period. The substantial decrease 1is due primarily to the +timing of
financing transactions in 2000 that included the equity offering which generated
cash proceeds cf $2.2 billion and the euro-debt offering which provided an

additicnal $48Z million in 2000.
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Dividends paid to common shareholders for the first quarter totaled $56 million

compared with $50 million in the same period of 2000.

<PAGE>

"Safe Harbor" Statement under the Private Securities Litigation Reform Act of
1995

The statements in this Form 10-Q which are not historical facts or infzrmation
are forward-looking statements. These forward-looking statements involve risks
and uncertainties that may cause the outcome to be materially different. Such

risks and uncertainties include, but are not limited to:

global economic conditions,

currency fluctuartions,

product demand and industry capacity,

competitive preducts and pricing,

sufficiency of manufacturing capacity and efficiencies,
cost reductions,

availability ana costs of critical materials,

new product development and commercialization,
attracting and retaining key personnel,

facility expansions and new plant start-up costs,
the effect of regulatory and legal developments,
capital resource and cash flow activities,
capital spending,

equiry company activities,

interést costs,

acquisition and divestiture activity,

~he rate of technology change,

the ability to enforce patents,

stock price fluctuations, and

other risks detailed in Corning's Securities and Exchange Commission f:l:ngs.

<PAGE>

Part II - Other Information
ITEM 1. LEGAL PROCEEDINGS

There are no pending legal proceedings to which Corning or any oI its
subsidiaries 1is a party or of which any of their property is the subiect which

are material in relation tc the consolidated financial statements.

Envirornmental Litigaticon. Corning has been named by the Environmental Prctaction
Agency under =he Superfund Act, or by state governments under similar state
laws, as a potentially responsible party at 11 active hazardous waste s.tes.
Under the Superfund Act, all parties who may have contributed any waste tc a
hazardous waste site, 1identified by such Agency, are jointly and severally
liable for the cost of cleanup unless the Agency agrees otherwise. It is
Cerning's policy to accrue for its estimated liability related to Superfund

sites and other environmental liabilities related to property owned by Corning
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based on expert analysis and continual monitoring by both internal and external
consultants. Corning has accrued approximately $18 million for its estimated
liability for environmental cleanup and litigation at March 31, 2001. Based upon
the information developed to date, management believes that the accrued reserve
is a reasonable estimate of the Company's estimated liability and that the risk
of an additional 1loss in an amount materially higher than that accrued is

remote.

Dow Corning Bankruptcy. Corning and The Dow Chemical Company each own 350% >I the

"t

common stock of Dow Corning Corporation. ©On May 15, 1995, Dow Corning 32ugh
protection under the reorganization provisions of Chapter 11 of the United
States Bankruptcy Code. The bankruptcy proceeding 1is pending in the United
States Bankruptcy Court for the Eastern District of Michigan, Northern Iivision
{Bay City, Michigan}). The bankruptcy filing stayed the prosecution against Dow
Corning of approximately 19,000 breast-implant product liability laws..t

43

including 45 class actions. In the period from December 139396 through Facriary

1998, Dow Corning filed a plan of reorganization and two amended plans, =zzch of
which was opposed by creditor representatives. In 1398, Dow Corning and =rnz Tort
Claimants Committee engaged in extended negotiations and reached =:=r<a:n

compromises. On November 8, 1998, Dow Corning and the Tort Claimants Ccmmiztee
jointly filed a revised Plan of Reorganization (Joint Plan). The Joint ?lan and
related disclosure materials were mailed to claimants for their agporaval.
Fellewing a favorable vote from all but four classes of creditors, a heariny <o
confirm the Joint Pilan was held in mid 1993. On November 30, 1923, the

Bankruptcy Court enterad an order confirming the Joint Plan and indicaz=2d =hat

certain written opinions would folleow. On December 21, 1999, the Ba
Court issued an opinion that approved the principal elements of the
with respect to =ort <laimants, but construed the Joint Plan as
releases for third parties {including Corning and Dow Chemical as sharen:l:ers)
only with respect to tort claimants who voted in favor of the Joint Plan. A
number of parties opposing the Joint Plan filed appeals on a variety oI a1r.unds

to the United States District Court for the Eastern District of Michiza..

Corning and the Tort Claimants Committee filed a notice of appeal seekin:

of the ruling limiting the scope of the sharehclder releases. Corninz

%3

Chemical filed separate notices of appeal on this issue. On November 1
the District Court entered an Order affirming the Bankruptcy Court's Novamber
30, 1999 Order confirming the Joint Amended Plan and reversing the Bankruptzy
Court's December 21, 19299 Opinion on the release and injunction provisicns. On

February &, 2001, the District Court denied a Motion for Reconsider

confirming that rthe Litigation Facility under the Joint Plan is the deferdant .n
place of Dow Corning, <Corning and Dow Chemical, and that Corning ard Dow
Chemical are not named defendants for direct claims. Approximately 20 agc=eals
from the District Court's Order are pending in the Sixth Circuit Ceours of
Appeals, whicth Is expected o rule in late 2001. After all appsa.z ars
exhausted, if the Joint Plan is upheld but the shareholder releasssz are
effective only for thcse voting in favor of the Joint Plan, Corning wouid 2uzec
to defend any remaining claims against it on the same grounds <that .27 =3 a
series of orders and judgments dismissing all claims against Corning in =he
federal courts and the state courts as described under the heading Implant Tort
Lawsuits immediately hereafter. With respect to the possibility of addi<isnal
direct or indirect «claims against Corning 1if the full releases arz rot
reinstated 1in the Joint Plan, management believes that such claims lacr merit
and that the breast implant litigation against Corning will be resolved wizhcut

material impact on Corning's financial statements.

Under the terms ¢f the Joint Plan, Dow Ccrning would be required to estaklish a
Settlement Trust and a Litigation Facility to provide a means for tort claimants
©o settle or litigate their claims. Dow Corning would have the obligation to
fund <“he Trust and the Facility, over a period of up to 16 years, in an amount

up to approximately $3.3 billion, subject to the limitations, terms and
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conditions statpa in the Joint Plan. Dow Corning proposes to provide the
required funding over the 16 year period through a combination of cash, proceeds
from insurance, and cash flow from operations. Corning and Dow Chemical have
each agreed to provide a credit facility to Dow Ceorning of up to $150 million

{$300 millicn in the aggregate), subject to the terms and conditions stated in

the Joint Plan. The Joint Plan alsec provides for Dow Cerning %o maxke full
payment, through c¢ash and the issuance of senior notes, to ifs commercial
creditors. If and when Dow Corning emerges from bankruptcy, Corning will likely

begin tc recognize eguity earnings from Dow Corning. Corning does not expect to
q g

receive dividends from Dow Corning in the foreseeable future.

Implant Tort Lawsuits. Corning and Dow Chemical, the shareholders of Dow Ceorning
Corporation, have been named in a number of state and federal tort lawsuits
alleging injuries arising from Dow Corning's implant products. The claims
against the sharehoclders allege a variety of direct or indirect ‘thecries of
liability. From 1991 through March 31, 2001, Corning was named in approximartely
11,470 state and federal tort lawsuits, some of which were filed as class
actions or on behalf of multiple claimants. In 1392, the federal breast implants
cases were coordinated for pretrial purposes in the United 3rtates UIDistrict
Court, Northern District of Alabama (Judge Sam C. Pointer, Jr.). In 1993,
Corning obtained an interlocutory order for summary judgment, which was made

final in Apral 1995, dismissing Corning from over 4,000 federal cour= cZases. Cn

“he

March 12, 13536, the V.5. Court of Appeals for the Eleventh Circuit aism:

pten

plaintiffs' appeal from that Jjudgement. The District Court entered several

orders directing rthat Corning be dismissed from each case pending :in >r later
rransferred to the Northern District of Alabama after Dow Corninz Iilsd Zor
bankruptcy protection. In state court legislation, Corning was awarcz2d summary

judgment in California, Connecticut, Illinois, Indiana, Michigan, Mississipp:,

New Jersey, New York, Pennsylvania, Tennessee, and Dallas, Harris ana Travis
Counties in Texas, *thereby dismissing approximately 7,000 state cases. Cn July
30, 13297, the ijuagment in <California became final when the Sugrsrs T:.r- of
California dismissed turther review as to Corning. In Louisiana, C:

awarded summary Jjudgment dismissing all claims by plaintiffs and 2 -
by Dow Chemical on Fespruary 21, 1997. ©On February 11, 1398, =<ne i.tzrmediate
appeals court in Louisiana vacated this judgment as premature. The Lcuisiana
cases were transferred to the United States District Court for “he Eastern
District of Michigan, Southern District (Michigan Federal Court, <o which
substantially all breast implant cases were transferred in 1997. In the Michigan
Federal Court, Corning is named as a defendant in approximately 70 pending cases
{including some cases with multiple <claimants), in addition to %he <ransferred
Louisiana cases. In the fourth quarter of 1997, Corning moved for summary
judgment in the Michigan Federal Court to dismiss these remaining cases by
plaintiffs as well as the third party complaint and all cross-claimns v Dow
Chemical. The Michigan Tederal Court heard Corning's motion for summar, -.izmant
on February 27, 1398, but has deferraed its ruling in light of <he proceaaings in
che Bankruptcy Court. Based wupon the information developed <o ate and

recognizing that the outcome of complex 1litigation is wuncertain, management

pelieves that the risk of a materially adverse result in the implant Lit:gation
against Corning is remote and believes the implant litigaticn against Corning

will be resclved without material impact on Corning's financial statements.

federal securities case. A federal securities class action lawsuit was filed in
1332 against Corning and certain individual defendants by a class ¢ gurchasers
of Corning stock who allege misrepresentations and omissions of material facts
relative 7o the silicone gel breast implant business conducted by Dow Corning.
This action is pending in the United States District Court for the Southern
District of New York. The class consists of those purchasers of Corning stock in
the period from June 14, 13989 to January 13, 1992 who allegedly purchased at
infiared prices due to the non-disclosure or concealment of material information

and were damaged when Corning's stock price declined in January 1332 after the
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Food and Drug Administration (FDA) requested a moratorium on Dow Corning's sale
of silicone gel implants. No amount of damages is specified in the complaint. In
1997, the Court dismissed the individual defendants from the case. In December

1998, Corning filed a motion for summary judgment requesting that all claims

against it be dismissed. Plaintiffs requested the opportunity to take
depositions before responding to the motion for summary judgment. Tha2 Court
permitred limited additional discovery of certain Dow Corning, Corninjg and Dow

Chemical officers and directors. These depositions were completed in the second
quarter of 1999. Cn September 23, 1999, the Court granted in part the reguest by
plaintiffs for certain additional documentary discovery. In April 2200, the
District Court ordered two additional depositions, one of which would be that of
Dow Corning's former General Counsel. Because it believes the deposition will
necessarily impinge on privileged information, Dow Corning filed a petizicn with

the United States Court of Appeals for the Second Circuit seeking inmediate

relief. The Second Circuit ruling is expected in the first half of 20
discovery process is continuing and the Court has set no schedule to ad“d

arill pending summary judgment moticn. Corning intends te continue

O

this actien vigorously. Based upon the information developed

recognizing that the outcome of litigation is uncertain, management

that the possibility of a materially adverse verdict is remote.

<PAGE>

Shin Etsu Quartz Products Company. In July 1993 and February 2000, 3-.n Z=su
Quartz Products Company filed two patent suits in Japan against - q
alleged patent infringement of two patents relating to the properties
silica materials used in the optical components of stepper machines.

request damages and an injunction preventing sales of infringing

Japan. Corning has Zenied infringement, has argued that the patents
or unenforceable, and has filed a separate action to invalidate <the
the two patents. Corning intends to defend rhese suits vigorousl:.
recognizing that litigation is inherently uncertain, based upon the ini
developed to date, management believes that Corning has good defenses <o 3hin

Etsu's claims.

Sumitomo Electric Industries, Inc. In December 2000, Sumitome El=ctric

Industries, 1Inc. served a patent infringement complaint in the U.S.
Court in North Carolina which asserts that Corning has infringed four Sumitomo
U.5. patents relating to oprical fiber. The complaint also asserts ~nat a

Corning patent rela%ting %o optical fiber was invalid. The suift seeks damaz=2s in

an unspecifisd amount for the alleged infringement ot the Sumitome pac~

injunction restraining infringement, and a declaration that the Corn
is invalid. Since filing the complaint, Corning has met with Sumitcmc

effort to reach an amicable resolution, these discussions contlinue.

believes that the four Sumitomo patents are either not infringed or ars
and there 1is no basis for a holding that the Corning patent is invalaid.

Management is prepared to defend this action vigorously and, recognizing that

the outcome of litigation is wuncertain, believes it has strong de 525 to

Sumitome's claims.

Pittcsburgh Cerning Corporation. Corning and PPG Industries, Inc. each cwrn 33% of
the capital stock of Pittsburgh Corning Corporation ({PCC). PCC and several other
defendants have been named in numerous lawsuits invelving <claims alleging
personal injury from exposure to asbestos. By the first quarter of 2000, PCC
incurred adverse verdicts in five trials involving 19 claimants. On April 16,
2000, PCC filed for Chapter 11 recorganization in the United States Bankruptcy

Court for the Western District of Pennsylvania. As of the bankruptcy filing, PCC
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had in excess of 240,000 open claims. At the time of its Chapter 11 filing, PCC
sought and obtained a temporary restraining order and filed a motion for a
preliminary injunction against the prosecution of asbestos actions against its
two shareholders. On April 4, 2001, the Bankruptcy Court extended the period for
PCC to file a plan of reorganization wuntil July 9, 2001. The preliminary
injunction has been extended by court order to August 23, 2001 to enakla the

parties %o negotiate a plan of reorganization for PCC. Upon expiraticn cf %the

injunction, PCC, PPG Industries and Corning will have 30 days to seek ramcval
and transfer of stayed cases that have not been resolved through a plan of
reorganizaticn. As a result of PCC's bankruptcy filing, Corning recordsd an

after tax charge of $36 million in the first quarter of 2000 to impair 1ts
entire investment in PCC and discontinued recognition of equity earnings. At the

time PCC filed for bankruptcy protection, there were approximately 12,577 :laims
csure

pending against Corning alleging various theories of liability based on =z=xc

to PCC's asbestos products, all of which are stayed pursuant to the iniunction
of the bankruptcy court. Before PCC filed for bankruptcy protection, Corn:inzy was
dismissed from similar c¢laims as cases against PCC proceeded to tria.. The

Chapter 11 filing may lead to additional <claims against Corning witn

costs of defense, charges and expenses., Although the outcome of litigza<::n
the bankruptcy case 1is uncertain, management believes that the sa2parate

corporate status of PCC will continue to be upheld. Management is contin.ing <o

1investigate Corning's options for defending claims against it, wh:
include vigorously defending itself on all fronts or exploring 1
settlement through the bankruptcy process. It is probable that thers w:

intensive negotiations throughout the second quarter of 2001 concerning

PCC's plan of reorganization, including whether or not Corning may parc-

by making a contribution in exchange for a release. Management canncx

the probability <that Corning will be able %o secure such a release “g:~ -z2rms
and ‘conditions satisfactcry to Corning. The range of cost for these cpti:zns net
of insurance) cannot be estimated at this time, although management caliaves

these matters will be resolved without a materially adverse impact on

financial positicn.

Astrium. In December of 2000, Astrium, SAS and Astrium, Ltd. filed a =<=mplaint
for negligence in the United States District Court for the Central Dis=zrizn of
California against TRW, Inc., Pilkington Optronics Inc., Corning NetOptix,
OFC Corporation and Optical Filter Corporation claiming damages 1n =sxz255 of
$150 million. The complaint alleges that certain cover glasses for solar arrays
used to generate electricity from solar energy on satellites sold by Astrium's
corporate successor were negligently coated by NetOptix or its subs:iizries
(prior to Corning's acquisition of NetOptix] in such a way that the amcunt of
electricity the satellite can produce and their effective life were mater:ally

reduced. Corning has denied that the coatings produced by NetOpuix

subsidiaries caused the damage alleged in the complaint or that i<
liable for any damages which Astrium may have experienced. Formal disc
just begun, no deposirtions have been taken, and it is too early =

definitive opinion about the outcome of the litigation. Based wuporn the

information developed "o date and recognizing that the outcome of liti
uncertain, management believes that there are good defenses to these claims and
believes they will be resolved without material impact on Corning's financial

statements.

<PAGE>

ITEM 6. EXHIBITS AND REPORTS ON FORM 8~-K

{a) Exhibits
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See the Exhibit Index which is located on page 26.

Reports on Form 8-K

1—

iled in

e

A  report on Form 8-K dated January 24, 2001, was

connection with the registrant's 2000 results.

A report on Form 8-K/A dated December 12, 2000, was filed in

connection with the registrant's acquisition of Crtical

Technologies USA.

A report on Form B8-K dated March 13, 2001, was Zi:l=21 :In

connection with the registrant's 2001 earnings guidance.

Other items under Part II are not applicable.

<PAGE>

Pursuant to

registrant

the requirements of the Securities and Exchange Act of

SIGNATURES

1734, the

has July caused this report to bes signed on its Dbehal? 7 =he

undersigned thereunto duly authorized.

CORNING INCORPORATED

{Registrant}

/s/ JAMES B. FLAWS

May 2, 2001
Date James B. Flaws
Executive Vice President and Chief Financial T{ificer
May 2, 2001 /s/ XATHERINE A. ASBECK

Katherine A. Asbeck
Senior Vice President and Controller
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CORNING INCORPORATED
EXHIBIT INDEX

This exhibit is numbered in accordance
with Exhibit Table I of Item 601 of Regulation $-K

Page -
in manually
Exhibit #4 Description signed :zrizinal

12 Compu<taticn of ratio of earnings to combined

f:xed charges and preferred dividends z

<PAGE>

CCRNING INCORPCRATED AND SUBSIDIARY COMPANIES
COMPUTATION CF RATIO OF EARNINGS TO CCMBINED FIXED CHARGES
AND PREFERRED DIVIDENDS

tDollars in millions, except ratios)

<TABLE>

<CAPTION>
Three Months Ende:

March 21, 2C01

income before taxes zn lncome 3
Distriputed inccme 2f eguity investees N

Amor-ization of capitalized interest
K

Tix2a charges net of capitalized interest

Earnings kbefcre <axes and fixed charges as adjusted

Fixed charges:

v
S
w

Interest incurred
Portion of rent expense which represents intrerest factor 4

Amortization of debt costs 1

Toral fixed charges 53
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Capitalized interest (14)
Total fixed charges net of capitalized interest $ 39
Praferred dividends:
Preferred dividend reguirements 5
Rario of pre-tax income to income before minority interest and eguity 2arnings 2
Pre-tax preferred dividend requirement
Towal fixed charges 53
Fixed charges and pre-tax preferred dividend requirement $ 53
Ratis of earnings <o combined fixed charges and preferred dividends 4.8x
</TABLE>
</TEXT>
</DOCUMENT>

</SEC-2CCUMENT>

corning.com | discovery center | our busir products + services | investor relations ] careers [ inside corning

Copyright © 2000 Corning Incorporated. All rights reserved. | Legal

http://www shareholder.co.../0000024741-01-500019& CompanyID=glw&header=z&footer= 5/29/2001



