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PART 1

Item 1. Basiness.

The Company was incorporate.. under the laws of the State of Delaware in 1929 and has its princi-
pal executive offices at 1361 Alps Road, Wayne, New Jersey 07470. The ‘“Company"’ refers to GAF
Corporation and its subsidiaries. The Company's operations are grouped into two divisions: (i) the
Chemicals Division which operates five domestic specialty chemicals plants, one jointly-owned chemi-
cals plant located outside the Ui ' cd States and four mineral granules plants and (ii) the Building Ma-
terials Division which operates ten roofing plants, two glass fiber plants and one glass mat plant. The
Company also operstes a classica) music FM radio station in the New York City market. Financial
information conceming the Company i industry segments required by liem | is included in the Com-
pany’s Annual Report to Sharehc'den for the fiscal year ended December 37, 1985 (the ** Annual Re-
port™) in Note 9 of the Notes to Con. ~lidated Financial Statements.

The Company also owns approximuately 10% of the outstanding Common Stock of Union Carbide
Corporation, & major international mant “icturer of industrial gases, chemicals and other products. See
‘‘Investments and Acquisitions’’,

CHEMICALS DIVISION
Principal Products

The Chemicals Division manufactures and sells three major groups of specially
chemicals—uacetylene derivatives, surfactants and engineering plastics and a line of mineral roofing

Acetylene Derivatives

The Chemicals Division manufactures more than 75 different chemical products derived from
acstylene. Manufacturing operations ir lude a wide variety of pressure, temperature, catalytic and
other processing steps. These specialty ¢_.emicals are sold worldwide primarily to the pharmaceuticat,
ot ‘metics, plastics, automotive, agrictural, textiles, oil and gas, paper and print coatings industries.
These products are marketed in four grou~s: intermediates, solvents, polymers and viny! ethers.

Intermediates—These products are butanediol, butynediol, butenediol, propargy! alcohol and
Butoxyne® 497. Butanediol is used by ae Company as raw material in manufscturing solvents. poly-
mers, vinyl ethers and engineering plasucs products. Butanediol is also sold to customers. primarily for
use in engineering plastics, urethane elastomers and thermoplastic urethanes. Propargy! alcohotl is sold
primarily in the oil field and agricultural markets. Butynediol and Butoxyne 497 are sold primarily to
the metal plating industry. Butenediol is used as an intermediate in biocides and pharmaceulicals.

Solvents—These products are s0.13 10 cu-tomers as high rerformuance solvenis for use in a vaniety
of industries and include BLO® (butyrolactone), THF (tetrshydrofuran). M-Pyrol® or NMP?
(N-methyl-2-pyrrolidone) and 2-Pyrol® (2-pymrolidone). They are ured by the Company in manufactus-
ing polymer: and other downstream products. They are sold to zustomers for use In agricultural,
foundry binder resin and lithographic applications (BLO); agriculmiral, wire =nd other coatings. plas-
tics, electronic microchips and integrated circuits, lubrication ol extraction and gas purification ap-
plications (M-Pyrol): vinyl top costings, magner!” tape and PVC cements applications (THF); and
pharmaceitical, veterinary and coatings applicaiisns (2-Pyrol). In 1985, M-Pyrol was granted *‘cxempt
from tolerance' siatua by the U. S, Environmental Protection Agency for preharvest use as an inent
ingredient in agricultursl chemical prodikts.

Pelymers—The major applications of the polymer product line pre in the cosmetics. pharmaceutical,
energy. chemical manufacturing, beverage, adhesives and radiation curing industries. V-Pyrol¥
(N-viny|-2 pyrrolidone). the monomer from which PVP polymers und other downstream products are
derived, is itzelf used os a reactive diluent for the radiation curing indusiry, a comonomer for the manu-
facture of viscosity index improvers for premium'motor oils as well us enhianced oil recovery chemicals




“and ‘as a pigment dispersan:. The vinylpyrrolidone based polymers include the polyvinylpyrrolidone
(PVP), Plasdone®, Polypludone‘ and Polyclar® products. The major applications for PVP and
Plasdone polymurs are in the cosmetic and pharmisceutical industries respectively. PVP is used as a
binder, stabilizer, protective colloid, film-former, adhesive detoxicant, adjuvant and viscosity modi-
fier. Plasdone polymers are used as pharmaceutical excipients, drug and vitamin tablet binders. coating
agents and process’ ¢ aids in fluid bed granulation. New transdermal devices utilize these polymers to
provide time-controlled medication designed to remein active over long periods of time. Polvplasdone
XL and XL 10 products are used as drug and vitamin tablet disintegrants. Polyclar AT and Polyclar 10
are used as clarifiers and chill-hazing agents for beer, wine, fruit juices and other beverages.
PVP-lodine is a water soluble, non-staining, microbiocidal procuct used in human and veterinary ap-
plications. Gafquat® products are film-forming polymers used in hair care products like the popular
mousse products, as well as conditioners, gels and glazes. Ganex® polymers are alkylated pyrrolidones
showing varying degrees of solubility in water or in mineral oil and solvents which arc used in cosmetic
applicaﬁons such ss water-resistant cycliner and lipstick, and industrial applications such as a film for-
mer in shoe polishes and a dispersant in agricultural chemical formulations. Copolymers of vinyl
pyrrolidone and vinyl acetate, the PVPNA copo ymer3, are used extensively for adhesives and for var-
ious hair care products.

Vinyl Ethers—This product line consists of monomers am copolymers marketed unrder the
Gantrez? trademark and is primurily used in the cosmetics and pharmaceutical fields. Reactive
monomers are employed as building blocks for various agricultural and phmnaceuucal chemicals. Ap-
plications of the copolymers in cosmetics include hair sprays, hair styling and other haii Sare products.
while in the pharmaceutical field, denture adhesives is the major usc. The Gantrez® copolymers are also
used ss film formers in couings. stabilizers in adhesives and other indusuial uses and ‘as thnckeners and
crysta!l growth inhibitors in detergent formulationt.

Surfactants

" The Chemicals Division manufactuces and sells surtactants (surface active agents). Surfuctants are
organic chemical compounds that possess detergent, emulsifying, dispersing, foaming, penctrating and
wetting properties. A major part of surfestant output is used in the production of packaged scaps and
detergents for housshold, industriat and institutional uses. The balance is used in pu'p and paper mak-
ing, the manufacture of agricultural chemicals. cosmetics, polyme- emulsions. metal iubricants, paints
and pharmaceuticals, textile and leather processing, oil drilling operations and many other products.

The Chemicals Division's broadest surfactant product line is the Igepal® seriss of uikylphenol
ethoxylsted surfactants sold primarily to customers for use in (1) household. industrial and institutional
detergents. (2) emulsion polymerization and (3) 1extiles. Igepal surfactants have a wide variety of uses,
including detsrgent compounding (laundry, dry cleaning, dairy, metal and household applications;.
washing and scouring of nstural and man-made textile fibers, paper deinking., corrosion inhibiting.
water repellant finishes, rewetting agents for paper towels and tissues, wetting snd spreading agents in
water based paints and for emulsion polymerization of vinyl acetate and polyvinyl acctate and other
synthetic latsx exnulsions.

The Chemicals Division's Alipal® products are a line of anionic high foaming and frothing. emul.
sifier agent, and detergents, often produced for a small number of customers for use in specific applica-
lions. Major users are the emulsion polymerization, pharmaceutical and sgricultural industries.

The largest applications of Antara® and Gafac® phosphate esters are deresination of hardwood
pulps and corrosion inhibitors in coatings. Antars phosphate esters are sold (o the metal working in-
dustry and Gafac phosphaie esters are sold to a variety of indusiries, from paper to agricuiture.

-

< major markets for [gepon® alkyl esters surfactants are synthetic soap bars, dentifrices,
shampoos and other cosmetic preparations, textile processing and agricultural dispersants,

.narox® nonionic surfactants are low foaming additives tor commercial and industrial detergents
and are primarily so'd for use in spray metal cleaners, machine dishwashing detergents. rinse sids and
textile processing.



Engineering Thermoplasiics

The Chemicals Division manufactures and sells engineering thermoplaitic polyester products
based »n polybutylene terephthalate (‘'PBT’"). PBT thermoplastics arv a developing product liue
competing in the engineering plastics market with long-established major volume materials such as ny-
lons, polycarbonates, polyacetals and other products. PBT is manufactured by re.cting butanediol, an
intermediate manufactured by the Company, and dimethylterephthalate to produ -e hard plastic pellets.
These pellets are used by the Company as raw materials to make a variety of resins, compounds and-
alloys which are sold to customers, primarily for use in manufacturic.g v:astic products under the
Gafite® and Gaftuf® trademarks. They are also sold directly to customers for use as base resins.

. The compounds and alioys may contain pigment or glass fiber reinforcement and other additives
such as fire retardants, impeci modifiers and minera fillers. These products incide polyester molding
compounds which am used to replace metals and traditional plastics in automotive, slectrical/electronic
components, applience and other applications requiring high strength, gocd electrical properties and
resistance t0 high temperanue, chemicals and warping.

Gaflcx® polyester elastomers, a new family of products, are flexible, tough. resilient, chemical
resistant plastics which can be blow molded, extruded or injection molded. It is formulsted for use in
seal:, flexible telephone cords, hydraulic hose. insuladon for commumwtom wire and cable and
bellows-type seals for the automotive industry.

Minegral Granules

Tl Chemicals Division mines and crushes a nonporous basait rock, inostly from its own quasries,
producing various types of natural and semi-ceramic coated mineral granules which it sells to the roof-
ing industry for use ~s & mineral surface on asphait roofing. The use of granules in ruefing contributes
substantially to its weatherirg capability and imparts the decorative coloration to shingles.

The granules are soid 10 asphait roofing manufacturers throughout most of the United States and in
Canads. The Company’s Building Materials Division is the Chemicals Division's largest purchaser of
granules. Mincral filic- for the asphalt coating of shingles and tennis court material is also produced and
sold.

‘The Chemicalr Division’s granules business benefits from the current trend among roofing manu-
facturers to convert productian to glass fiber substrate as the glass product requires rnore granules per
unit of asphalt roofing. in ad-lition, the increused popularity of heavyweight three-dimensional shingles
which simulate wood has increased granules demand in that they require 30 percent mure granules than
lower-cost, commodity shingles.

Other Products

The Chemicals Division manufactures iron carbonyl and iron powders for the ae~ospace, electron-:
ics and powder metallurgy industries.

Tha Chemicals Division also marketa outside the United States linuid process ftitration sysiems
(consisting of filter bags manufactured by the Company and hardware produced by two foreign manu-
facturers to the Company's specifications) which are used in the production of pharmaceuticals,
cosmetics, paint, food and beverages.

Raw Materials

The raw materials used in the produc:ion of chemical products are purchased from a large number
of outside sources. in many cases pursuant to supply contructs. Certain of the raw materials. including
acetylene, are obuined from limited sources pursuant 1o long-term supply contracts. With respect to
acetylene, the Chemicals Division is supplied domestically at three locations by two suppliers. In uddi-
tion, the Chemicals Division manufactures acetylene intermediates in Marl. West Germany. at a plant
jointly owned and operated with Chemische Werke 'Hils A. G. (""HUis'"). Hlls supplies acetylene to
the plant from an adjacent manufacturing facility. Some of the intermediates manutactured by the joint
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venture plant are shipped to the Chemicals favision’s plants in the United States for use in manufactur-
ing many of the Chemicals Division's othec acctylene derivative products. The Company believes that,
in the event of interruption of supply from: these sources, it could manufacture these intermediates at its
facilities or obtain supplies from alternsite sourccs.

Raw materials derived from petroicum or natural gas are used in many of the Chemicals Division’s
manufacturing processes, and consecuently the price and availability of petroleum and natural gas are
material to the costs of opcrations. The Chemicals Division has obtained, and expects to continue to
obtain, adequate supplies of these products at reasonable costs.

In connection with its mineral granules operations, the Chemicals Division owns three quarries,
with proven reserves of a minimum of 20 years each, lo:ated in Annapolls, Missouri, Blue Ridge Surn-
mit, Pennnylvania, and Pembirie, Wisconsin. In 1985, the Company purchased land adjacent to two of
these quarries for additional granules reserves. The rock used m the production of the Bound Brook,
New Jersey plant is purchas:d from a quarry located nearby. In addition, production capacity was in-
creased at the Blue Ridge Summit, Pennsylvania snd Arnapolis, Missouri plants.

international Operaticns

The Chemicals Division's international operations, which are consolidated in the results of the
Chemicals Division, consist principally of the marketing of chemical products manufactured by the
Chemicals Division ia the United States. Subsidiaries are located in various countries of Western Eu-
rope and in Auatralia, Brazil, Canads. Japan, Mexico, Singapore and other countries. In certain loca-
tions, sales are maca through distributors rather than through local subsidiaries. The Company ‘s foreign
subsidiaries also raarket the liguid process filtration systemns which are produced in Europe. Brazil and
Canada for markews outside the United States.

The doubling of capacity for butanediol at the joint venture plant in West Germany, approved as
part of the Company's capital expansion program announced in 1984, is scheduled for start-up in
mid-1986. The acetylene intermediales manufactured by such plant ure marketed through the Chemicals
Division's i'nernational sales force wnd GAF-HU1s Chemis GmbH, the joint venture between the Com-
pany and }Ols. The joim venture enables the Chemicals Division to cumpete effectively in markets
outside the United States.

In 1085, the Chemicals Division's interational operations, including export sales from domestic
operati »ns, sccounted for approximately 27% of the Chemicals Division's net sales. The Company dues
not beileve there are any unutual risks attendant on its foreign operations. See Noie 10 of the Notes (o
Tnontolidated Financial Staterients in the Annual Report. page 32, for financial information by geo-
gravhic areas.

Patents, Trademnarks, eic.

The Compeny owns approximately 503 domestic and 360 loreign patents and spproximately |47
domestic and 715 foreign trademarks related to the business of its Chemicals Division. The Company
beliaves its rights under its ' .isi ing patenis and patent applications to be muterial in order to maintain its
present position in the industry. The durstion of the existing patents and patent licenses is deemed gen-
erally satisfactory. ,

Seasonai Variations, Working Caplml. Cusiomers
Seasonal variations are geneially not material to the business of the Chemicals Division.

Inventory balances src generaily sufficient to meet customer demand and do not materially deviate
from standards for the industry. The Chemicals Division does not generally provide for extended pay-
men: (erTns to cusiomers.

The Chemicals Division sells 1o a wide variciy ot industrial customers with particular emphusis on
the pharmaceutical and cosmetics industrics. No single customer or grouy of customers under commuon
control is responsible for sales in excass of 10% of the consolidated revenues of the Compuny. In cer
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tain instances a single customer may purchase ail, or a ‘significant part, of the output of a particular
product. The Company does not believe that the loss of any one such customer would have & material
adverse effect on ihe business of its Chemicals Division.

Backlog, Marketing and Sales, Competitive Conditions
Backiog is not material to the business of the Chemicals Division or any of its principal products.
Sales to the federal government are not material to the business of the Chemicals Division.

The Chemicals Divigion sells its products primarily through its own sales force in the United
States.

ThoChcmicdlDividonhthoaoh United States producer of & complete line of high-pressure
acetylene-based chemicals. The Chemucals Division competss in its acetylene derivatives line with a
major forsign competitor and with azother large company which manufactures substantial quantities of
butanediol and THF for its own use and for sale to others.

In the balance of its chemical businesses, the Chemicals Division competes with many companies,
certain of which are subktantiaily larger than the Company and offer a broader range of products. Gen-
enally, the Company has responded to this competition by emphasizing product innovation, product
quality, reliability of supply and customer service. The Company believes that the great size and diver-
sified na_ure of the chemical industry mak.es it impossible to give 8 meaningful estimate of the relative
position of the Chemicals Divisica in the industry.

" Research and Development

Research and Development expenses for both the Chemicals Division and the Building Mammls
Division in 1985, 1984 and 1923 are presented in Note | of the Notes to Consolidated Financial State-
ments appearing in the Annual Report, page 27, aid such figures are incorporated herein by reference.
Most of the amounts showr: were expended by the Chemicals Division,

As of January 31, 1986, 104 exempt and 84 on-axempt employses were engaged in Company-
sponsored ressarch and development. The Chemicals Division substantially increased its commitment
to its resexsch and development effort during the past year. Important steps in this direction included the
hiring of a number of additional rescarch scientistc and the acquisition of state-of-the-an equipment for
chemical analysis, pilot studies and materisls spplication development. In 1983, the Chemicals Di-
vision introduced a number of new or improved producis in each of its product lines.

The Company expended $568,451, $1.473,086 and $1.047,343 on customer-sponsored research
and devziopment services for the years 1985, 1584 and 1983, respectively.
BUILDING MATERIALS DiVISION '
Principal Products
The Building Materials Division manufactures and sells rocfing materials 1o the residential and
commercial roofing industries.
Residential Roofing

‘The Buliding Materials Division manufactures and sells a complete line of residential roofing shin.
gles. Shingles are made from an asphall impregnated Aber glass mat, heavily coated on both sides with
layers of waterproofing asphalt, and surfaced with ceramic coated mineral granules.

The Division's principal products are its Sentinel®, Timberline® and Royal Sovercign® brand shin-
gles. Sentinel shingles are the Company's standard product line. Timberline premium roviiv ! shingles
are a three-dimensionsl, heavyweight. laminated product offering a Class A fire rating. long-term dura -
bility and superior aesthetics. The product has gained ncceptance as a replucement for wood shake shin-
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glos, particulsrly in arid parts of the country such as Texas and California where fire codes impose strict -
requirements, to improve the appearance of homes and enhance the value of property. Royal Sovereign,
a new product introduced nationwide in sarly 1985, is designed to capital.ze on the emerging *‘middle
mazket’" for quality roofing shingles at & just slightly higher price than standard Sentine] shingles. All of
these types of shingles are sold throughout the United States.

The Division also manufactures and sells roll roofing, s less expensive type of prepared roofing
than shingles, which is used primasily on relstively small residential and commercial structures such as
cabins, sheds and utility buildings with pitched or gently sloping roof lines where the durability and
sesthatics of shingles ure not required. Roll roofing is also made from an asphalt impregnated glass mat
snd may be vurfaced with granules. :

kam
‘The Building Materials Division markets a complete line of built-up roofing products and acces-
sories, referved to as the **GATF Suporsystem’’, for use in the application of built-up roofing. Built-up
roofing is a form of roofing which, unlike shingles and roll rocfing products, is assembled on the roof

by application, using heated asphalt, successive layers of vapor retardant (treated paper, vinyl or
birumens) thermal insulation, & weathertight roofing rasnibrane and, in some applications, granules.

The Division manufactures the vapor retardant iayer, called a '‘base sheet'’, and a quality com-
modity glass membrane under the trademark Gafglas?®, doth of which are made from asphalt impreg-
nated glags fiber mat, In 1983, the Division complated its total conversion (o glass fiber built-up roofing
and, with its captive supply of glass fiber, is in a position 1o taka advantage of he expanding glass
segment of built-up roofing as the industry phases out organic felts. The. Division also sells packaged
asphait and acvessories such as flashings. vent stacks, festeners, cemenis, costings and roof insulation
supplied by other manufacturers.

in the Fall of 1985, the Division started to sell modified bitumen products under the trademark
Ruberoid MB® in ths Eastein United States. Domestic production and nationwids sales started during
the first quaner of 1986. Ruberoid MB is a single ply roofing systam consisting of a strong, resilient,
spunbondud polyester mat coated with a polymer modified asphalt. Modified bitumer sysiems provide
high performance characwristics, such as weather and water resistance, and lebor r.ost savings due to
sass of application. The Division's Mount Vernon, Indiana plant was sxpanded 1o irstall the new manu-
facturing line for Rubsroid MB.

The Division also resells bulit-up roofing asphalt and products supplied by other bulldi..g insula-
tion manufacturers.

Raw Materials

The major raw materials reg::ired for the manufacture of the Divisior.'s roofing products are as-
phalt, glass fiber, giass fiber mat. AAller (gensraily crushed or pulverizad limestone, granite or sand) and
granules. Asphalt and filler ure available from a largs number of suppliers. GAF curvantly has contracts
with saveral of these suppliers, with others availabie as substituies. Five of the Division's roofing plants

have easy accoss to deep water ports allowing dalivery of asphait by shirs, wkich is tha most economical
means of transport.

Roofing granulgs are purchased from the Chemicals Divisicn snd from other suppilers. Over the
last saveral years, the industry has swiiched from organic felt (o glass fiber mat ss the **subsirale’ of
base layer for roofing products. Shingles made with glass mat require substantially less ssphalt than do
shingles made from an organic felt mat, ieducing costs for asphalt and incressing use of granules. The
Company has a plant which makes glass fiber mat for internal consumption Eut, untit recently, it pur-
chased all of the glass fiber used in manufacturing its mat fean other companies. On May 10, 1988, ¢t -
Company acquired the glass fiber manufacturing facilities of Reichhold Chemicals, Inc,. with plants
located in Nashville, Tennessee and Irwindale. California i. order to manufacture chopped glass fiber
for st substrate, thus achieving a more complete integra: 'un of its roofing manufacturing process.
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Pasents, Trademarks, etc.

The Company owns sppro.dmately 38 domestic and 33 foreign patents and spproximately 67
domestic and 194 foreign trademarks related to the business of its Building Materials Division. The
Company belisves the patent protection covering certain of its products to be material to those products,
but patents are not of material sigmificance to the. Susiness of the Building Materials Division nor to the
industry genenally. The dumion of the existing patents and patent licenses is deemed generally
satisfactory,

Seasonal Variasions, Working Capital, Customers

Sales of roofing products generally decline during the winter moaths due to adverse weather con-
didons. To maintain a more constant level of manufacturing and sales, the Building Massrials Division
followed in 1985, as well as in previous yoars, the practics of ‘‘wimer dating'’, principally in northem
regions of the Unised Statss, pursuast to wihich advantagoous exsended credit terms’are offered tc
creditworthy customers who order and accept delivery of roofing and insulation during the winter
months. A ‘‘winter dating’’ program is also being offered to customers in 1986.

No single custo.ner or group of customvrs under common control is responsible for sales in excess
of 10% of the consolidated revenuss of the Company.

.Backlog, Governmems Sales, Compuatitive Conditions

BacldoghnocMwwmuolmauudwmmmm“myo!mpﬁmlw
proucts.

Sdclu-uu!eduugovwmmemmofmmwMMmoDumm.

The 4, oroducts industry is highly competitive and includss a Jeast six major competitors.
includ'y. .he ~  lon and aumerous other regional competitors. Competition is based largely upon
price, d.atib ° va capability, complementary products, credit terms and raw materials supply. The Di-
vision is well positionsd in the mackesplace, sspecially for sales to distributors, as a result of favorabie
raw material costs anc the fact that it offers the most complete line of residential roofing products in the
iddusery.

The Sullding Materials Divwon marikets its roofing products through its own sales force which is
based in -istict sales offices acres the Uinlied Siates. A major portion of its sales urs o wholesale
distributors who retel? to roofing contractors and dealers. The remainder of the sales either are to retail-
ars who sall o the ~smsumes narket or direct sales 1o the construction industry. in late 1984, the Di-
vision instituted tivw GAF Easy Finance Program nationwide—a new plan enabling rooling cusiomers
purchasing the Division's producis to oblain {rom Finunce America home improvement loans on
competitive terms.

For several years, price: in U2 roofing industry have declined. To mest this trend, the Divition
maintaing aggressive programs o reduce raw material end other costs, automais production facilities.
introduce naw products, emphasize sales of profitable high value-added products and mainiain sales ot a
relatively nigh level in ralation 10 plant capecities.

In 1986, the Division, formerly The Ruberoid Company. acquired by GAF Corporstion in 1967,
will >elebeats ita 100th anniversary.

Ri:search and Development

The Building Matarials Division is constanily engaged in nev ~roducts developrent und process
imisrovements leading 10 ccat savings an.! increased manuiacturing erficiencies. In 1083, the Research
and Development group of :he Division, among other things. successfully introduced the moditied bi-
ren products and various other new producis.




WNCN ('M)

Acquired by the Company ia Juas 1976, WNCN, 104.3 FM, is s commercial radio ststion broad-
castirg to tha New York City metropolitan srea which preseats classical music and cultural programs.
is on the air 24 hours a day, 7 days a week. GAF Brosdcasting Compeany. Inc., a wholly owned subsic\-
iary of ths Company, mansges the station and also publishes 8 monhly magazine, Keywore, which i
devoted to classical music and the arts and includes & complete program guide for the radio station.

Ses *‘lsem 3. Legal Procosdings'’ below for & description of a pending lawsuit seeking to compel
the Compaay to ssll WNCN on certain serms.

INVESTMENTS AND ACQUISITIONS

Ths Compeny invests in » variety of programs ia order 0 maximizs the reters on 3 shost-term
investments. Amoag them age preferred and commoa stock investmsnts, risk arbitrags, dividead cap-
ture and stock/futures arbittage progruns. The averags srmount (nvestad in thess programs during 1983
was $50 million. While the investment program bacams (nactive during the last quarser
of 19835 becauss of the Compeny's investment in Union Carbide Corporation (**Union Carbide'*), the
programs have besn resumed in 1986, In view of ths procesds realized from :hw sale of a portion of the
securities of Union Carbide described below, the average amount invesied in these programs in 1986
may substantially excesd last year's lovel. Thess investments are reviewed on a regular basis by the
Audit Comminee of the Board of Digectors and by the full Board.

From Juns tdwough August 19835 the Company purchased 6.961.000 shares (or 9.9%) of the
outstanding Comumon Stock of Union Carbide (**Shares’’) for sn aggregaie cost of approximanly $336
millica. After considering various alternatives for enhancing this investment, the Company commenced
& lender offer oa December 9, 1985, supplemenisd on December 13, 10 purchass 48 million Shares
(approximately )% of the wial Shares outstasding) for a cash price of $68 per Share together with a
plan to acquire the remaining Shares not already owned by the Company for the same prics in & subse-
quent merger. Union Carbids thea began an exchangs offas to purchase 315% of its Shares for s packags
of cash and notes with a face valus of $23 per Share. On Decomber 26, ' ¥8S the Company amended its
offer by increasing its offer to $74.00 per Share in cash if Union Carbide withdr=w lts exchangs offer,
or, in the alternative, if Union Carbids did aot withdraw its offer, by offering L0 purchass a¢ $74.00 per
right, the peckags of cash. notes and stock which shareholders who sndered their Shares to Union
Carbids by its prorstion deadline would have the right to raceive. On December 30 and 31, 1983 the
Company soid 233,000 Sharcs. The Compary then tendered 6,728,000 Shares 10 Union Carbids. On
January 2, the Company again incressed its offer 10 $78 per Share in cash, conditionsd tipon Union
Carbids’s acceptance of s friendly merger. In light of Union Carblde’s announceiment to expand its
exchange offer t0 S3% of ita Sheres and 1o pursue a divestiture program similar o that contemplaed by
the Company and the fact that tha market price of the Shares was reflecting thewe actions, the Company
arnounced on January 8, i986 its intsntion 10 wiuidraw s offer. The Company withdrew {,833,000
Shares from: its tender to Urion Carbide in order to maintain its approximasly 10% shareholdiag in
Union Carbide. Of the Shares tendared by the Company, 3,499,813 wers ~urchasad and paid for by
Unioa Carbide in cash and n securities and 1,395,187 Shares v.ere retumed 10 the Company. Descrip-
tions of the purchass price pzid by Union Carbide and of the subsequent sale of a poction of the secuni-
ties recsived from Union Carbide in ita exchange offer ars contained in the Company's Current Repon
on Form 8-K filed on Pebruary 17, 1986 and incorporaiad hersin by reference. Ia connection wiih the
tender offer, the Company retained the invesiment banking Arm of Drexel Rumham Lambert incor.
porated which has obtained commitments for $3.3 billlon of Anancing. In addition 10 cash compensa-
tion alreudy peid. the Company agresd to pay to such firm a perceniags of any profit realized in the
svent that the Company disposed of substamially all of s Shares. Refersnce is made 10 ihe Leiter
Agreement dated December 9, 1953 beiween the Comoany and Drexel Bumham Lambernt Incorporated
incorporaled herein by reference.

Tha Company continues 10 own 3,228, 187 shares (or approximately 10.6%) of the Commuon Stock
of Union Carbide outstanding afier its exchange offer. Union Carbide has announced its intention to acli
its Consumer Preducts Division and declared 3 dividend payable to shareholders of record on February



IS.'lﬂoﬂthMhumM.ﬂhMﬂ.lhillhnnuhook
valus of the Consumer Products Division. As such Division had not been sold by March 1, 1986, Unioca
Casbivie issued and distributed 10 its shasebolders rights © receive the dividend upon consurrmation of
such sals.

The Compeny has asnounced that ik will costinus to monitor the activities of Union Carbide.
Depending upon developments and such fuctors as the Company considers relevant, including, without
timication, Unioa Carbide's progress with respect 0 its program asnounaced in its press release dated
Jamuery 2. 1986 and the market price of the Shares, the Compaiy may determing t0 do one or more of
the following: (a) purchase additicsal shares from tims w0 time through opes meriet purchasss, pri-
vamaly asgotisted transactions, another isnder offer or otherwise, (b) bold the shares it presently owns,
{(c) sesk comtrol of Unios Carbide, (d) proposs & mergsr or sisailar business combination trassaction
betwesa the Company and Usions Carbids, (0) sesk 10 infiuence the management and policies of Unios
Carbide or (1) sell or otherwies diapose of some, ot all, of the Shares it bensficially owns ia open marke
sales or in privassly negotiated trancactions.

Osher Corporase Developmenis

in 1983, the Company redesmed, in two sepArats rud.uptions, all ths sharas of its $1.20 Coavent.
ibls Preferved Secck. Sharsholders couverted 2,324,553 shamss of preferred stock into 2,903, 144 shares
of comunon siack and the Company redsemed 111,033 shares of praferred stock at a prics of $27.50
plus accrued dividends. As a result of the redamptions. the Compauy retired all of its $1.20 Convertible
Preforred Siock series.

In Juas 1985, the Company issusd £150 million principal amount of 11 /8% Senior Subordinssd
Notss due Juas 13, 1993, redesmable after Juse 1S, 1992 at thelr principal amount plus accrued imer-
cat. Inserest on the notes is payabls semisnnually.

Dus 10 seversly reduced availability and increased costs in ths market for Hability insuraswe,
particularly for chemical manufacturers, the Company commenced, on November 1, 1983, essentially
to solf-insure its gonsral lisbility risks. The Company istends t0 resume puschase of liability insv’ unce
at such ime ns market availability and csts indicsie that this is desirable.

In February {966, the Company ‘s Revolviag Credit Agresment was amended to i aflect ¢’uangss in
the bank grow;. and an incrense in the number of banks.

O= February 24, 1986, the Company declared & two-{or-une stock split, subject 1o approval by
sharehoiders ol the Company ‘s Assusl Mesting of Shareholders on April 28. 1986 of an amendment 1o
its Cantificale of Incorporation increasing the aumbder of muhorized shares of Comrion Swuck from
25.000.000 10 {00,000,000. A description of other smendmer ts 1o the Company 't Crrtificaie of Incor-
porstion 0 be submicted for shareholders' spproval may bs found in the Proxy Sistvment dated March
27, 1986 for its 1948 Annual Meeting of Sharehaiders (the "' Jroxy Sistsment’*) nder ‘' Proposal No.
2-Classification of the Board of Direciors and Other Amend:incu's 10 the Centificar’”.

Prosection of the Bnvirovnens

The discussion s 10 asbestos-relaind and environmental lawsuits involving the Company, and
appsaring in response 0 ''lem 3—Legs) Procesdings'' below. is incorporaied herein by reference.

During the last 13 years, a wide variety of federal, staic and local ¢avironmental laws and regula-
tions have baen adopied and continue 10 be adopted and changsd. By resson of the nature of the Com-
pany's past and present operations and centain of the subsiances which are, or have been. used,
produced or discharged by the Company't plams, capital expenditures and increased opersiing ex-
penses, ihe amount of which cannot be estimated al this ime. may be occaioned dy ihe Company's
continuing efforts 10 denl renponsibly with environmentsl muti/s.

Activity contrpuet in mallers penaining o compllance ‘w#ih the Tonk Substances Contrel Avt.
Sydiems hzve been set up for sssessing risk 1o health ot en-imament uf early development siages fur
new peuiucts. Pre-Maaulacturing Notices for new chemicr's 10 be commercally introdur ed arc hled an
reQuirsd.

9

10



The Comnpany balisves that compliance with eavinwnsntal control requirements will pot ad-
verwly affect its con.vetitive positioa in ihe industries in which i is engaged. These requirements re-
sulted in capital expeadirures of approximecely $4.9 million from 1982 through 1985, The Compeny
cusrently has plans to invest an additional amouwst of spproximutaly $3.4 million in pollution abatement
facilities in 1986, $4.5 million in 1987 and $5.3 million in 15N8. lacluded in thesc amounts sre the

costs asociated with the improvement and insisilation of wasie water trestment facilities at the Com-
peny’s Linden. Mwﬂwbmwnumhhuhucmﬂmmam&wlemy
Wd&vw Protsction.

Exscutive Officers

The sames and ages of the executive sifcers of the Compeny a3 of March 1, 1986, the time from
which they have ssrved vs executive ofiice:n and theis present positions with the Company, are
follows:

Samuei J. leyman (1) (2)(3) ... .47 12783 Chairman of the Board
and Chisf Executive
_ Officer
Jons T. Shaewin (1> (3) . .. .. .. 32 /84 Vice Chelrmas and Chief
: 'Admucisirative Officer

&74 Execitive Vies President
to 583 for Pinance and

Admunistration

Bdward E. Shee (1)ED) ... ..., 33 684 Sesmior V.ce Presudert,
Gensral Counsel avd -
Secretary

Joha A.Brema . ... ........, 54 177TT  Senlor Vice \vesident
and Presides ¢,
Bullding Mat.rials
visien

CarfR. Bokaedt . . . .......... L1) 8779 Senior Vice Presidont
and President,
Chemicals Division

Raymond J. Lagroln . ... .. ..., 30 11/81 Senior Vice Presiden

and Chisf Pinancial

(1) Member, Board of Dirscters Officer

(2) Member, Exscutive Commintes

{}) Mamber, Retirement Comwnines

The foregoing sxecutive oficers were slected io their positions by the Foard of Direciors sn April
2. {783 10 swvve until the nan! annual drganization meeting or ustil their successors are clectsd and
have qualified.
All exscurive officers have baen in the employ of the Cormpony for more. thaa Ave years e.cept
follows:

From 1968 v te prescei date, Mr. Heyman was, and sill i, & principal of a numase of
clossly-held companies and partverships whoss investments inci::de commercial real estats and
portfolio of publicly traded secunities held largaly in connection with arbitrage activities.

Mr. Sherwia had been cmploy<d by the Company as Executive Vice Presiden' Finance uniil
May 1983, st which ime he resigiec 16 join Triangle Indusiries, Inc. as Executive Vice President
and Chief Financis) Officer. In May 1984, Nir. Sherwin rejoined the Company ax Vice Chairmsn
and Chis! Administrative Officer.

From 1982 10 (984, Mr. Shea, was counsel 10 and ihen ¢ member of the New Yuxk law finn
Windehi. Marx, Davigs and lves. Prior 1o that ama, he was Cheirman of the Board and General
Counsel of Rewchhold Chemicals.. ¢, 8 manufacturer of aynathetic resins, busic chemicals and
felatad produis.

19
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No arrangements or understandings exist between any executive officer and any other person
[ rsuant to which the officer was selected as such except that the employment agreemnent between the
~>ompany and Mr. Sherwin provides that he be nominated to serve as a director. There is no family
relationship between any of the executive officers.

Reference is made to the Proxy Statement for additional information about the executive c;fﬁcers of
the Company.

Employees

At January 31, 1986, the Company employed approximately 4,300 people worldwide. At such
date, approximately 1650 employees in the United States and Canada were subject to 24 snion con-
tracts, which are effective in most cases for two or titee year periods. Cf these contracts, 9 have expired
or will expire in 1986. During 1985, there were no strikes or work stoppages. '

The Company engaged in a ‘*spin-off termination’’, effective September 1, 1984, of the Retire-
ment Plan for Hourly Paid Employees of GAF Corporation. The Pension Eenefit Guaranty Corporation
issued a Notice of Sufficiency for said plan in September, 198S. Participants then received their fully
guaranteed benefits in the form of annuities purchased from an insurance company. The actuarial excess
rssets have reverted to the Corporation.

The Company has in effect various benefit plans which include a new non-quazlified deferred com-
pensation plan for certain executives, a capital accumulation plan fot its salaried employees, a flexible
benefit plan for its salaried employees, a retirement plan for its hourly paid employees, group insurance
agreements providing life, accidental death, hospital, surgical, medical and dental coverage and. in
addition, the Company has contracted with various hezlth maintenance organizations to provide medi-
cal benefits. The Company and, in many cases, the employees contribute to the cost of the above de-
scribed plans.

Item: 2. Properties

The corporate headquarters of the Company and of its Chemicals Division and Building Materials
Division are located at 1361 Alps Road, Wayne, New Jersey 07470. The Company leases, from a cor-
poration it organized, the buildings and approximately 100 acres of land at such location. The Com-
piny's headquarters, principal rescarch and development operations. its general administrative and
financial operations and its principal electronic data processing facility are located at the Wayne site.
The Wayne lease is capitalized in accordance with cvrrent accounting practice. See Note |1 of the
Notes to Consolidated Financial Statements in the Annual Report, page 32.

The WNCN (FM) studio and GAF Broadcasting Company. Inc. are located in leased offices at
1180 Avenue of the Americas, New York, New York.

1
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The Company's domestic res! properties are as follows:

Cheskwwaga . ..........
North Carolina

Ciarlote . .............
Ohio

Cincinnati . ............
Fannsylvaria

tlue Ridge Summit . ... ...

Ede . ... .............

* Leased Propeny

iy

Plant, Sales Office

Plant, Sales Office

Sales Office®,

Warehouse*

Corporate and Divisions
L ]

Administrative Offices®.
Ressarch Laboratories®

Office and Studios”
Sales Office* '

Sales Office*

Sales Office*

Plant, Quarry
Plant

Sales Office*

12

Building Materials
Chemicals

Building Materials
Building Materials
Chemicals

Building Materials
Building Materials
Building Materials
Building Materials
Building Materials
Chemicals

Building Materials
Building Materials
Chemicals

Building Materials
Chemicals

Building Materials
Butiding Materials

Chemicals (granules)
Building Materials

Chemicals (granules)
Chemicals

Buildirg Materials
Corporate,

Building Materials
and Chemicals

WNCN (FM)
Building Materials
Chemicals
Chemical~
Chemicals (granules)

Building Materials
Chemicals

13



Belgium

Canada

--------

--------

aaaaaaaa

--------

........

Mississaugs, Ontario . . . . ...

Ville St.-Laurent, Quebec . . . .

Mexico
Mexico City . . . .

¢ Leased Property

......

--------

Plant
Plant

Sales Office®
Plant
Plant
Plamt

Plant, Quarry

Sales Office*
Sales Office*,
Distribution Center*

Sales Cffice*,
Distribution Center*

Sales Office,
Distribution Center

Sales Office*
Distribution Center*

Sales Oi'fice®,
Distribution Center®
Sales Office*

Sales Office®,
Distribution Center*

Sales Office®,
Adminutrative Office®
Ssles Olfices,
Distribution Center*

Sales Office*,
Distribution Center*

Sales Office*

Sais: Cffice*,
Distribution Center*

13

Divislen

Building Materials
Building Materials

Chemicals
Building Materials
Chemicals
Chemicals

Chemicals (granules)

Chemicals
Chemicals

Chemicals
Chemicals
Chemicals

Chemicals

Chemicals

Chemicals

Chemicals

Chemicals
Chemicals

Chemicals

Chemicals

14



Location Vochiey Division.

The Netherlands
Schiedam . .. ........... Sales Office®, Chemicals
Distribution Center*
New Zealand
Auckland .. ............ Sales Office*, Chemicals
Distribution Center*
Puerto Rico '
Caroling .............. Sales Office” Chemicals
Singapore
Singspore . ...... veees Sales Office”, Chemicals
Distribution Center*
South Africa
Sandton . . ............. Sales Offce®, Zhemicals
Distribution Centzr*
Spain
Barcelons ............. Sales Office*, Chemicals
Distribution Center*
Sweden
Johanneshov . ........... Sales Office®, Chemicals
Distribution Center*
Switzerland
2ug .. v+ ... Sales Office*, Chemicals
Distribation Center*
West Genaany : .
Frechen . .. ........... Sales Office®, Chemicals
Distribution Center*
* Leased Property
Affiliate:
GAF-Hils Chemie GmbH
Marl, West Germany . . . . . Plant Zhemicals

The Company, in addition, holds for sale certain closed facilities and parcels of land located in
Irwindale, California; Saint Louis, Missouri; Windsor, New York; Gloucester, South Bound Brook and
Wayne, New Jersey.

The Company's properties are either owned by the Company or leased to the Company as de-
scribed in the list above. Information about leases of the Company's properties is contained in Note 11
to the Consolidated Financial Statenients of the Annual Report. The plant at Texas City, Texas which
produces chioramben, an agricuitural chemical sold to Union Carbide Corporation, is owned by that

company and leased to the Company. In 1984, this plant was shut down after the contract for sale of
chloramben expired. ' :

The Company believes that, in general, these plants and facilities, which are of widely varying
ages and of different types of construction, have been adequately maintained, are in good condition and
are suitable and adequate for the Company’s operations. The Company's major facilities are. in gen-
eial, satisfactorily utilized and in certain product lines, such as surfactants, operated in 1985 at near or
full capacity. Each plant has adequate transportation facilities for both raw materials and finished prod-
ucts. As part of the Compuny's capital expansion and improvements program launched in late 1984,

14
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renovation of some of the plants and installation of new equipment have been completed in 1985 and
more are planned. Capital expenditures were approximately $47 million in 1985 and a mode:ete in-
crease is expected in 1986.

Item 3. Legal Proceedings.

As of February 28, 1986, the Company was a co-defendant in approximately 23,000 pending law-
suits involving alleged health claims relating to the inhalation of asbestos fiber. The great majority of
these cases have been filed in the last five years. The Company has resolved approximately 13,000
other lawsuits involving similar claims. As of February 28, 1986, the Company’s insurers have paid
approximately $50 millior in settlements and judgments with respect to these health claims and
approximately $61 million for defense costs. It is anticipated that additional suits will be filed by per-
sons exposed to asbestos dust at sites where asbestos-containing materials manufactured by the Com-
pany and others were used. It is impossible to predict the number of such additional lawsuits. However,
in 1971 the Company discontinued the sale of its principal asbestos insulation products and in 1975
withdrew from sale of all asbestos products except products in which the asbestos fiber was fully
bonded or encapsulated, which products the Company discontinued in 1981. In the opinion of manage-
ment, based in part on the opinion of its General Counsel with respect to the health claim lawsuits and
the lawsuit relating to the availability of insurance coverage described below, the ultimate disposition of
these lawsuits will not have a material adverse effect on the Company’s financial condition.

In May 1979, the Company commenced arn action in Califomnis Superior Court against its insur-
ance carriers to obtain a judicial determination that the defendants are obligated to defend and indem-
nify the Company in all present and future asbestos bodily injury cases. In addition, the Company seeks
compensatory and punitive damages for breach of insurance contracts, violations of the California
Insurance Code, bad faith and certain other claims. Trial cnmmenced on March 4, 1985 and is currently
in its third phase in the Supericr Court and is expected to continue through 1986 or longer due to the
numerous and complex insurance coverage issues and the number of litigants.

Between 1979 and March 1984, Insurance Company of North America (‘‘INA’") and Home Insur-
ance Company (‘‘Home'") paid all costs of indemnity and defense of the Company in asbestos bodily
injery lawsuits. INA discontinued pasyment effective March 1, 1984 claiming its policy limits were
exhausted. On April 24, 1984, the Company entered into an Interim Agreement with five excess insur-
ers under which such insurers agreed, subject to mutual reservations of rights, to pay the full amount of
the Company's defense and indemnity costs in usbestos bodily injury cases from the proceeds of first
level excess policies in effect from 1952 to {960 and 1963 to 1976. certain of which have aggregate
limits totalling $62.4 million and four of which covering a period of four years have no express ug-
gregate limits, Two of the policies with aggregate limits covering a period of six years have separale
obligations to pay defense costs not chargeable to aggregate limits. In June 1984, the Company imple-
mented a Settlement Agreement, dated January 31, 1983, with Transamerica Insurance Company
(*‘Transamerica'’) which requires Transamerica to pay the full cost of the defense of the Company in
asbestos bodily injury cases alleging exposure during the terms of Transamerica policies in effect during
the years {951 through 1953. Under these arrangements, all of the Company's costs for indemnity and
defense of asbestos bodily injury are being fully paid by the insurers.

The Company is a defendant in 76 actions commenced by school districts, municipalities and simi-
lar governmental « tities and homepwners which allege property damage or other injuries in schools or
public and private buildings caused, in whole or in part, by what is claimed to be the present or future
need to remove asbestos material lrom those premises. The plaintiffs seek to recover the cost of inspec-
tions, removal and/or the replacement of asbestos materials plus health screening examinations. coun-
sel's fees and expenses incurred in connection with the litigation and compensatory and punitive
damages. These actions are still in early stages. The Company did not sell asbestos spray or acoustical
ceiling products, which are the primary products being removec from buildings. In the opinion of man-
agement, based in part on the opinion of its General Counsel with respect (o the foregoing lawsuits and
the lawsuits relating to availability of \nsurance coverage described below, the ultimate disposition of
these actions will not have a material adverse effect on the Company's financial condition.
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In October 1983, the Company filed a lawsuit in Los Angeles, California Superior Court against its
past insurance carriers to obtain a.judicial determination that defendants are obligated to defend and
indemnify the Cornpany in numerous asbestos related cases referred to in the preceding paragraph. The
Company is seeking declaratory relief as well as compensatory damages. This action is presently in the
pre-trial pleading stage. INA is currently paying, under reservations of rights, ali costs of defense of the
pending property damage Cases.

On February 2, 1981, an action was commenced against the Company and GAF Broadcasting
Company, Inc., a wholly-owned subsidiary of the Company, by Concert Radio, Inc. in the Supreme
Court, County of New York, seeking specific performance, or, in the alternative, damages arising out
of the alleged breach of an option agreement for the purchase of radio station WNCN. In 1934, the trial
court ruled in favor of the plaintiff and ordered specific performance of the option agreement. The Com-
pay appealed such judgment to the New York Supreme Court, Appellate Division. In May 1985, the
Appellate Division affirmed the trial court ruling that the Company had breached the option agreement
to sell radio station WNCN to Concert Ratlo, Inc., but reversed the portion of the judgment ordering
specific performance, thus limiting plaintiff to monetary damages for which a new trial was ordered and
is expected to take place in 1986. )

The Company is a defendant (generally une of several) in a number of cases involving allegedly
defective commercial roofing products containing feit substrates which the Company has phased out as
a component of roofing products. The number of such cases has declined steadily during the last four
years. The amounts claimed in a number of these cases are substantial, typically $100,000 to $500,000.
However, most cases are settled for a fraction of the sum demanded and recovery, if any, from the
defendants is frequently apport.oned among them, which reduces the burden of such judgments or set-
tlements on the Company.

The Company is a party to a variety of administrative proceedings and lawsuits involving environ-
mental matters, including being named as a defendant. together with numerous other companies, in
several lawsuits and proceedings under the Comprehensive Environmental Response, Compensation
and Liability Act (commonly known as *'CERCLA"’ or the ‘*Superfund Law'') and similar state laws
which seek to recover from generators of hazardous waste the cost of cleaning up so-called **orphan’’
waste disposal sites. Most of the lawsuits involving orpnan dumpsites are in the early stages. The Com-
pany plans to seek dismissal of some of the lawsuits and proceedings on grounds that there appears to be
no substantial evidence that hazardous waste for which the Company is responsible is piosent at the
dumpsite. In the great majority of the lawsuits, it is expected that liability, if any, will eventuaily be
apportioned among the companies, including the Com; .ny. found responsible for the presence of haz-
ardous waste at the dumpsite. Based on evidence presently available, it is impossible to predict the
eventual liability of the Company in these orphan duinpsite lawsuits. In the opinion of management.
based in part on the opininn of its General Counsel, these lawsuits should be resolved gradually over a
period of years for amouiws which are not material to the financial condition of the Company.

The administrative proceedings and lawsuits against the Company (other than orphan dumpsite
lawsuits) involve allegations of environmental permit violations which are typically resolved by consent
orders and fines.

During the tender offer by the Company for common stock of Union Carbide, the Company filed a
lawsuit in the U. S. District Court, Southern District, New York. seeking an order enjoining certain
antitakeover devices adopted by Union Carbide. The District Court denied the order and the Company
has filed a notice of appeal. Union Carbide filed s lawsuit in the U. S. District Court in Connecticiut
seeking an order enjoining certain alleged securities and antitrust law violations by the Company. The
District Court denied a preliminarv injunction on grounds that the issue became moot or was not yet ripe
for decision when the Company .. -ounced its intention to withdraw its tender offer.

A description of certin legal proceedings involving the Company and its former and pr ent direc-
tors and officers may be found in the Proxy Statement under **Proposal No. | - Election of Ditectors,
Certain Litigation Involving Directors'".
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Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quucter of 198S.

PART I

The information required by Items S, 6, 7 and 8 is incorporated by reference to the Company's

Annual Report as follows:
‘oo Namter

Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED

STOCKHOLDER MATTERS ... ...ttt i itrarennannnan 2
Iteme6. SELECTEDPFINANCIALDATA . ... .. .. ...ttt vennrnnns pv)
Item 7. LIANAGEMENT"S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTSOFOPERATIONS . ............. 20-21
Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Auditors' Report . . . . ... .. i i i i i i i e e 32
Consolidated Statemnents of Income for the three
years ended December 31, 1988 . . . ... ... ... ... ... 23
Consolidsted Balance Sheets as of December 31,
19885 and 1984 . . ... .. ... ...t e e 24

Consolidated Statements of Changes in Financial
Position for the three years ended

December 31, 1988 . . . ... .. . i e 25
Consolidsted Statements of Shareholders’ Equity

for the three years ended December 31, 1988 . . ... .. ... ... .. 26
Notes to Consolidated Financial Statements . . . . ... ... ........ 27-32
Supplementary Data (Unsudised):

Financial Reporting and Changing Prices . .. ............... Kk ]

Quarterly Finmcial Data . . .. .. ... .. ity M

Item 9. Disagreaments on Accounting and Financial Disclosurs.

In April 1984, the Company engaged Arthur Andersen & Co. as its independent accountant to
replace Deloitte Haskins & Sells. The selection of new auditors, which was reported on Form 8-K filed
on April 27, 1984, did not involve any disagreement with the Company's prior auditors on any matter.

PART WM

Itom 16. Directors and Executive Officers of the Registrant.

The information required by Item 10 is incorporated by reference to the Proxy Statement under the

caption '‘Proposal No. | — Election of Directors — Nominees''. For the m{ormallon required as to
Executive Officers, see Part I, Itam L. '‘Executive Officers''.

Item 11. Executive Compensation.

The inforniation required by ltem 11 is incorpoiated by reference to the Proxy Statement under the
caption '‘Proposal No. | — Election of Directors — Executive Compensation and Certain
Transzotions''.

7
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ltem 13. Security Ownership of Certain Beneficial Owners and Masagement.

The information required by Item 12 is incorporated by reference to the Proxy Statement under the
capton ‘‘Security Ownership of Certain Beneficial Owners and Management'’.

Item 13, Certais Relationships and Related Transactions.

The information required by Item 13 is incorporated by reference to the Proxy Statement under the
caption Proposal No. 1—Election of Directors—Executive Compensation and Certain Transactions-
Certain Transactions with Related Parties'’.

PART IV

{tem 14, Exhibits, Financial Staternent Schedules and Reports onn Porm §-K.

The following documents are filed as part of tais report:
(aX1) Financial Statements:

Financial statements of GAF Corporation and subsidiaries are incorporated by reference to the
Company's Annaal Report to Shareholders for the fiscal year ended December 31, 198S. See
list on page 17 herein,

Separats finsucial statements of GAF Corporation are omitted because its total assets, exclusive of
investments in, and advances to, consolidated subsidiaries, constitute 75 percent or more of the total
assets shown by the latest consolidated balance sheet filed and tctal groas revenues for the latest period
for which profit and loss statements are filed, exclusive of interest and dividends from. or equity in
income of. the consolidated subsidiaries. constitute 75 psrcent or more of the total gross revenues
shown by the consolidated profit and loss. statements filed.

(aX2) Finenclel Staiement Schodules:

The following supplemsctary financial information is filed in this Form 10-K and |hould be read
in conjuncdou with the financial staternents in the Annual Report,

Report of Independent Public Accountants on Scheduies

for the years ended December 31, 198Sand 1984 . ... . ... ... 22
Opinion of Independent Public Accountants on financial

statements and supplementary financial information

for the year ended December 31, 1983 . .. .. .......... ... 23
Schedule [—  Marketable Securities . .................. 4
Schedule V—  Property, Plant and Equipment . . . . ... ..... .. pLi
Schedule VI— Accumuisted Depreciation of Property,

: Plantand Equipment ... ............... 26
Scheduls VlII— Valuation and Qualifying Accounts . . ... ... ... 27

Schedules, other than thoss listed above, are omitted because of the absence of the conditions
uncer which they are required or because the required inforn.otion, where material. is shown in the
financial statements or the notes thereto.
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(sX3) Exhibits:

— Restated Certificate of Incorporation, as filed with the Sec-
retary of State of the Siate of Delaware on July 3, 1985,

3.2 — Bylaws of the Company (See Exhibit 3.2 to the Company's
yl-’c'.wﬂ'a 10-IX ior :n'i'?iu ended December 31, 1984), )
4, — Instruments defining the rights of security holders, including

ir Jentures. The Company hereby undertakes to fumish
copics of any long-term debt instruments to the SEC upon
request.

10. | — Interim Agreement dated April 24, 1984 among the Cor:-
y, cenwin Underwriter= at Lloyd's, London and certiin
Com (See Exhibit 10 to the Compary’s

Form 8-K for the quarter eaded July {, 1984).

10. 2 — Executive Incentive Compensation Plan, ss amended dmuqh
October 18, 1979 (See Exhibit A(1) o the Company's
Form 10-K for the year ended December 31, 1979). amend-
ment thereto (See Exhibit 10.6 o the Company's Form
10-K for the year ended December 31, 1982).

10.3 — Plan for the Sale of Restricted and Unrestricted Tommon
Stock to Employees Who Perform Executive. Administra-
tive or Supervisory Functions (the ‘‘Stock Purchase
Plan''), as amended through September 23, 1982 (See Ex-
hibit 10.7 to the Company's Form L0-K for the year ended
December 31, 1983), and a further amendment thereto (See
Exhibit 10.8 to the Con?nny'l Form 10-K for the year
ended December 31, 1983).

10. 4 — 1978 Stock Plan (See Exhidit 10.9 to the Compan) '3
Form 10-K for the year ended December 31, 1982), amend-
ment thereto (See Exhibit 10.9 to the Company's Form
10-K for the year ended December 31, 1982).

10. § — Unanimous written consent of the Stock Opiion Commitee,
datad July 22, 1982, amending the Company's stock opticn
agreoments to include Limited Rights (See Exhibit 10.11 10
'Jhl. (l:gsugmy's Form 10-K for the year unded December

— 1984 Employee Stock Option Plan (See Exnibit 10.2 io the
Company's Form 10-Q for the quaner ended Aprii 1. 1984)
and an amendment thereto (See Exhibit 10.3 ¢ the Com-
pany's Form 10-Q for the quurter ended April 1. 1984),

10,7 — Defcim'gsgompenmion Letwer Agreement. dated December
M, .

11. ~— Computation of Eamings per Common Share for the Three
Ycars ended December 31, 1983,

10.

[ 3

13, ~ nnual Report to Sharcholders for the fiscal year ended

December 31, 198S.

21. 1 — Proxy Siatement for the Company's 1986 Annual Meeting of
Shareholders.

21.2 = i‘orm 8-K Report filed by the Company on Feoruary 27, 1986.
22.3  — Latter Agreemant dated December 9. 1985 between the Com-
y and Drexe! Bumham Lambert Incorporated. (See Ex-
ibit (bX2) to Schedule 14D-1 dated December 10, 1983)
22. - Subsidiaries of the Company. ‘
2.1 — Consent of Arthur Ancersen & Co.. Independent Public
Accountants, included at page 22 of this Report.
24. 2 — Consent of Deloitte Huskins & Sells, Independent Public

Accoununts, included at page 23 of this Report.
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o)' Raperts o2 Yorm 8-K.

No repont oa Form 8-K was fllsd with the Sccursities and Exchange Commission diuring the last
quartsr of 198S. A report on Form 8-K, concerning the sale of securities received from Union Carbide
in its sxchange offer, was Aled on February 27, 1986.
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SIGNATURES

Pursuant to the requirsments of Section 13 or 15(d) of the Securities Exchange Act of 1934, the

regisaant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
suthorized.

GAF CorrPoRA
W}nﬂv
Date: Marchy. 1986
By
Aaman o/ the Board
and Chief Executive Officer

Pursuant o s roquirements of the Securities Exchangs Act of 1934, this repoert has boen signed below
on bohalf of the registrant sad in the capecitios and on the dates indicated.

- D
Chairman of the Board and March2Y, 1986
J: Heyman) Chief Exscutive Officer
m_ Director Mm"lv- 1986
ot _ Director March Y. 1986
%m/ W Dirsctor March )Y, 1986
4‘ 4 K Senior Vice President and March 2{ 1985

I M‘ Chief Financial Officer
/
“ Director Marchd{, 1986

_M . Director March 2. 1986
/’ V4

< ;
Ty AN & Director and March ) . 1946
l gl . Senior Vice President
. <
‘uwaall, @ ’11; O ~ Director and Much)% 1986
Jasds’Y . § Viee Chuirman
Director March ] {, 1986
Diractor March ). 1936
Director ang‘f 1986
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REPOR ¢ UF INDEPENDENT PUBLIC ACCOUNTANTS ON SCHEDULES
GAF CORPORATION:

In connection with our examinations of the consolidsted finuncial stalements as of December 31,
1985 und 1984, and for the years then ended, included in GAF Comporution’s annual report to share-
holders und incorporated by reference in this Form 10-K. we have also examined the schedules for the
years ended Deceraber 31, 1988 and 19K4, as listed in the index on page 18 of this Form 10-K. Our
examinations of the 1985 and 1984 consolidated Anancial stutements were made tor the purpose of
forming an opinion on those statements taken ax 8 whol :. The schedules are presented for purposes of
complying with the Securities and Exchange Commissicat's rules and arc not part of the basic finuancial
statements. The schedules for the years ended December 31, 1985 und 1984 have been subjected to: the
audiing procedures applied in the exasminations of the Lrasic finuncial statements and. in our opiniun,
fuirly state in all material respects the finuncial data required to be set forth therein in relation to the

busic financial statements taken as g whole.
W Awalhrete o & .

ARTHUR ANDEKSEN & CO.

Rosclund, New Jersey
February 10, 1986

CONSENT CF INDEPENDENT PUBLIC ACCOUNTANTS

Ax independent public accountants, we hereby consent to the incorporation of our repors incor-
porated by reference. or included. in this Form 10-K, into the Company's previously filed Registration
Statements on Form S-8 No. 2-83686. No. 2-41036, No. 2-92203 and No. 2-92202.

Al Asoresin ~ D,

ARTHUR ANDERSEN & CO.

Roscland. New Je,sey
Marchd 7. 1986

*
L]
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OPINION OF INDEPENDENT PUBLIC ACCOUNTANTS

GAF CORPORATION:

We have cxamincd the consolidated statements of income, shareholders’ equity and changes in
financial position of GAF Corporation and its consolidated subsidiarics for the year ended December
31, 1983: such financial statements are included in your 1985 Annual Report to Shareholders and arc
incorporated herein by reference. Our examination was made in accordance with generally accepted
auditing standards and, accordingly, include such tests of the accounting records and such other audit-
ing procedures a;s we considered necessary in the circumstances.

In our opinion, such consolidated financial statements present fairly the results of operations and
changes in financial position of the companies for the year ended December 31, 1983, in conformity

with generally accepted accounting principles applied on a basis consistent with that of the preceding
year.

Our examination also comprehended the supplemental schedules of GAF Corporation and its
consolidated subsidiaries for the year ended December 31, 1983, listed in Item 14(2)(2) herein. In our
opinion, such supplemental schedules. when considered in relation to the basic consolidated financial
starements. present fairly in all material respects the information shown therein.

bolrtlas M aotinaf Lobly

DELOITTE HASKINS & SELLS
New York, New York
February 17, 1984

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS
GAF CORPCRATION:

We hereby consent to the incorporation by reference in the Prospectus included in (a)
Post-Effective Amendment No. !1 to Registration No. 2-41036. (b) Fost-Effective Amendment No. 7
to Registration No. 2-53686. (¢) Registration No. 2-92202 and (d) Post-Effective Amendment No. ! to
Registration No. 2-92203 all on Forms 5-8, of our opinion dated Fenruary 17, 1984 appearing in the
1985 Annual Report on Form 10-K of GAF Corporation.

DELOITTE HASKINS & SELLS
New York, New York
March 27. 1985

1o
w
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. : : SCHEDULE I
GAF CORPORATION AND SUBSIDIARIES

SCHEDULE I — MARKETABLE SECURITIES
As of December 31, 1988

(Dollars in Theusands)
Principai Market
Nussber of dDo::‘hrll Carrying
or
Cost 1988 ' Amoust
.8 3030 $ 3030 $ 307 S 300
.S 3,066 3,066 3,066 3,066

6,728,000 405,431 476,847 405,431(a}
$411,527
b — -]

NOTE: (a) Included in this total is 326.2.239 which is classified as Marketable Securities, s noa-cusrrent asset, on the Consoli-
dated Balance Sheet at December 31, 1985,

r
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GAF CORPORATION AND SUBSIDIAR"™R

SCHEDULE V — PROPERTY, PLANT AND EQUIPMENT

Year Ended December 31, 1985

SCHEDULE V

(Dellars in Thowsands)
Balunce - Balasce
Jam 1 Additions Decomber 31,
Classification 18 at Cost Retiroments Other(®) 19
Laod ......... ..., S 3,807 $ o $ 426 $1.416 $ 6™
Land improvemasnts . .. . .. ... ..., 9,242 817 96 - 9,963
] and building equipment . . . . . 52,358 2,920 3,723 1.876 - 53,631
Moachinecy and equipment . . . .. ... .. 200,658 42,238 22,464 5,958 226,387
Construction ia progress . . . . ....... 10,182 t,18%(s) 9 — 11,362
$278,447 $47,161 $26,718 $9,250 $308.140
E ] k-3
Year Ended December 31, 1984
(Dellars 1 Thousands)
Balancs Trrsvers Balance
1, Additiens Betvrenn Decomber 31,
Classification 1984 ot Cont Retiroments Accwiats gt °}
Land .. ... i $ 6,174 $ — $ 67 $ — $ 5.807
land improvemsnts ., . . .......... 8,898 N 24 -— 9.242
Buildings aa1 building oqulpnmu ..... 34,303 781 2.558 (20) 82.558
Machinery and equipment . . . ... .. .. 211,049 12,151 22,521 @n 200,658
Construction i progress . . . . .. ..... $5.714 4,427(a) — 41 10,182
$286,217 $17.900 $25,670 $ — $278.447
] ] N T
Year Ended December 31, 1963
(Dellars is Thousands) c
Add (Doduct)
Transtors
Salence . From Balance
Jﬂw I, Additions Between  Discontinued December 3t
Classification 1983 s C Retirements  Accounts  Segments 3
Land .. .. $ 68479 § — $ 708 $ - $ — $ 6.1
Laind improvemens . . . ... .. ... 9.451 41 967 — - 8,895
Buildings and building squipment . . . &N 422 1,955 8,481 [1F3)) 586 54,388
Machinery wrid equipment . . . . .. .. 227.742 13.512 31,743 13 | . 408 211,049
Construction inpvogress . . . . .. . .. 9.217 (1.974Xa) 1.682 (3) 156 5.714
$313,741  $13,904 $41,578 $ — $2.180 $286.217
SO IS E ] T

NOTES: (a) Denotss net change diving year,
(b) Represents acquisition of giass fiber facilities from Reichhold Chemicals. Inc.

The ranges of annual depreciation rites generally were as follows (applied pnnclully on the straipht -line basis):

Land improvemena . . . .. ... ... 4%

Buildings and building equipment . . . 2'4-12%4%

Machinery snd equipment . . . . . . .. 3-33%
25




GAF CORPORATION AND SUBSIDIARIES

SCHEULULE V1

SCHEDULE VI—ACCUMULATED DEPRECIATION OF PROPERTY, PLANT AND EQUIPMENT
Year Ended December 31, 1985 ) )

(Deliars in Thousands)
Balunce Charged to Balance
an 1, Conts and Decomber 31,
Clomification 1988 Exponses Retirements 1%
Land improvemsnts ...........ccceireerinnnine $ 3236 $ 500 $ 110 $ 3626
Buildings and building equipmext............ 25,943 2,143 3,6M 24,417
Mackinery and equipment..... .... ... 90,151 14,723 18,863 86,011
$119.332 $17,366 $22,644 $114,054
Year Ended December 31, 1984
(Del’ars in Theusands)
. Additions
Balance Charged to Transfers Balance
Juw 1, Costs and Botwoes Decemsber 31,
Classification 194 Exponses Retiremsents Accounts 1984
Land improvements .............ceeeenninenen. $ 2,898 $ s $ 197 $ - $ 3236
Buildings and building equipment.......... 25,762 2,350 2.1 4 25,945
Machinery and equipment.................... 93,092 16,509 19,446 (4) 90,151
. $121,749 $19.397 $21,814 $ - $119,332
Yesr Eaded Decemaber 31, 1983
(Dellars la Thousands)
Additions Tranafers .
Balance Charged to From Balince
Jnu,n.'; 1 Costs snd Discontinued  Decomber 31,
Classibication ised Expwsasis)  Retioments  Sepments )
Land improvements ...........co.eenrienenns $ 2.663 $ 748 $ sieé $ - $ 2,895
Buildings and building squipment 26,383 4,670 §.654 J63 25.762
Machinery and equipment.............. 92,278 27,367 27.)50 800 93.092
$121.321 $32,785 SJJ.:?E)_ $1.163 $121.749

NOTES:(a) Includes 311.316 reiated 10 the write-off of assets in connection with provisions for cerain plant shutdowns and
office relocation and & $21.469 provision for depreciation chasged to continuing operations.

26
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SCHEDULE YHI.

GAF CORPORATION AND SUBSIDIARIES

SCHEDULE VII—VALUATION AND QUALIFYING ACCOUNTS
Year Ended December 31, 1985

(Dollars In M)
’ 1, Cuu iy
Description _ "'s"u'l Dedactions
Valustion and Qualifying Accounts Deducted from Assets To
Whick: They Apply:

' Allowance for doudtful SCCOUNS .....ocoutniornrerararrrase crreasesnes  $5,426 $ 703 $ 9%
Allowance £or dIsoOMBES.....oc.cumirmetiearianriaersrorerrasresiacansees 1,489 7,189 6,804
Reserve for inventory valustim.......... eresereenaanaas rerreserasennes 4,538 1,356 2,267

Yoar Ended December 31, 1984
(Dollers In Thousands)
Balance to

Ju-’n.lz I, Costs sed
Description 1% Expemses  Deductions
Valuation and Qualifying Accounts Deducted from Assets To

Which They Apply:
Allowsnce for JOUBIAIL BCCOURE ..ucvvrviiriiiuaniiienararsriacrornse $4.709 $1,313 $ 596(s)
Allowance for discCURIS........coiiiieiiinnieiiiioniieriinieins 914 6,772 6,197
Reserve for inventrey veluation.........ccooiviiinaas teesrereeeransranne 7.781 2.967 6,210
Year Ended Decorrber 31, 1983
(Dellars in Thousands)
Balance (M
11 1,  Costs and
- Dascription . [}.1] Lxpemscn  Deductions
Valusion #nd Qualifying Accounts Deducted from Assets To ; '
Which They Apply:

Allowance for dOUbIUL FECOUNER ........oovvvvvivierierisnnnsararsinnes $3.034 $4.48) $2.308(s)
Allowanc: for GIsCOUNE..........coviiiiiiieiiiiiiiii i renennrans 1.108 6,738 6.926
Reserve “or inventory valUSKON.......ccovivvieniciiininicnnneeninn. 2.987 7.416 2.622

NOTE. (a) Represents write-offs of uncollecuible accounts net of recoveries.
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Balance
December 31,

$35,142
1,874
3,627

Balance
December 31,
984

$3.426
1,489
4,538

Balance
December 31,
[t ]

$4.709
914
7.781
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EXHIBIT INDEX

Exhibit
Number Description
3.1 — Restated Certificate of Incorporation, as filed with the Secretary of State of the
State of Delaware on July 3, 1985,
3.2 — Bylaws of the Company (See Exhibit 3.2 to the Company's Form 10-K for the

year ended December 31, 1984).

4. — Instruments defining the rights of security holders, including indentures. The
Company hereby undertakes to furnish copies of any long-term debt instru-
ments to the SEC upon request.

10. | -~ Interim Agreement dated April 24, 1984 among the Company. certain Under-
writers at Lloyd’s, London and certain Insurance Companies (See Exhibit 10
to the Company’s Form 8-K for the quarter ended July 1, 1984).

10. 2 — Executive Incentive Compensation Plan, as amended through October 18,
1979 (See Exhibit A(1) to the Company's Form 10-K for the year ended
December .31, 1979), amencment thereto (See Exhibit 10.6 to the Com-
pany's Form 10-K for the year ended December 31, 1982).

10. 3 — Plan for the Sale of Restricted and Unrestricted Common Stock to Employees
Who Perform Executive, Administrative or Supervisory Functions (the
*‘Stock Purchase Plan'‘), as amended through September 23, 1982 (See Ex-
hibit 10.7 to the Company's Form 10-K for the year ended December 31,
1983), and a further amendnent thereto (See Exhibit 10.8 to the Compuny's
Form 10-K for the year ended December 31, 1983).

— 1978 Stock Option Plan (See Exhibit 10.9 to the Company's Form |0-K for the
year ended December 31, 1982), amendment thereto (See Exhibit 10.5 to
the Company's Form 10-K for the year ended December 31. 1982).

10. § — Unanimous written conseit of the Stock Option Committee. dated July 22,
1982, amending the Company's stock option agreemenis lo include Limited
Rights (See Exhibit IC.11 to the Company's Form 10-K for the year ended
December 31. 1982).

10. 6 — 1984 Employee Stock Option Plan (See Exhibit 10.2 to the Compuny's Form
10-Q for the quarter ended April |, 1984) and an amendment thereto (See
Exhibit 10.] to the Compuny's Form 10-Q tor the quarter ended April 1,
1984).

10. 7 — [referred Compensation Letter Agreemeni. duted December 11, |Y8S.

. — Computation of Earnings per Common Share tor the Three Yeurs ended
Deceniber 31, 1985.

id. — Annual Report to Shareholders for the fixcal year ended December 31, 1988,

i9.

F i

21. |~ Proxy Statement for the Company's 986 Annual Meeiing of Shareholders.

21. 2 — Form 8-K Repont filed by the Compuny on February 27, 1986.

22, 3 - Letter Agreement dated December 9. 1985 between the Compuny und Drexel
Bumham Lambert Incorporated. (See Exhibit (bX2) to Schedule 14D-|
dated December 10, 1385)

22. - Subsidiaries of the Compuny.

24. | — Consent of Arthur Andersen & Co., Independent Public Accountants, included
at puge 22 of this Repont. )

4. 2 — Cunsent of Deloitte Haskins & Seils. Independent Public Accountamts. in-

ctuded at puge 23 of this Report,
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Exhibit 3.1

RESTATED CERTIFICATE OF INCORPORATION
or
GAF_CORPORATION

GAF Corporation, a corporation organized and existing under
the laws cf the State of Delavare, hereby certifies as follows:

1. The name of the corporation is GAF Corporation (the
‘Corporation®). The name under which the corporation vas
originally organited was American I. G. Chemical Corporation.
The date of filing of its original Certificate of Incorporation
wich the Secretary of State vas April 26, 1929.

2. This Restated Certificate of Incorporation only
restates and integrates and does not further anend the
provinions of the Certificate of Incorporation of this
corporation as herstofore amended or supplesented and there is
no discrepancy between those provisions and the provisions of
this Rastated Certificate of Inzorporation.

3. This Restated Certificate of Incorporation has been
duly adopted by the Board of Directors of GAF Corporation,

pursuant to Section 343 (b) of the General Corporation lav of
the State o2 Dalavare.

4. The taxt of the Certificate of Incorporation as anended
oT supplemented haeretofors is heredy rostated without further
amendaents or changes to read as herein set forth in full:

FIRST: The nane of the Corporation is CAl Corporation.

SECOND: The registared office or place of business of the
Corporation in the State of Delaware is locar.ed at 239 South
State Street, in the City of Dover, County of Kent. 7The name
and address of ics rugistered agent is The Prantice-Hall
Corporation System, Inc., 229 South State Street, Dover,
Delavware 19901.

THIRD: The nature of the business cf the Corporation and

the objects and purpcses to be transacted, promoted or carried
on by it are as followvs:

(a) To engage in the business of purchersing,
nanufacturing, coapounding, refining, distributing, selling,
importing, exporting, exploiting and using, and te purchase,
manugacture, compound, refine, distiil, treat, prepare, analyze,
synthetize, produce and in every way desl in and with, chemicals
of every kind, chemical materials, substancez and products,
including acids, alkalis and salts, their compounds and
derivatives, and alsoc derivatives, materials, products,
substances and combinations producsd or- manufactured theref:iuas,

I



including solids, liquids sand gases of all kinds; to engage in
the separation or reducticn and treataent of solids, liquids and
gases ‘nto their constituents; to produce and utilize anc deal
in and wvith chemical combinations of all kinds.

{®) To engage in the business of purchasing,
manufacturing, distributing, selling, importing, experting,
using and generaliy “ealing in and to purchase, manufacturs,
distribute, sell, import, expsrs; use end generally deal in
cameras of all kinds and for all uses and-all parts thersof, rav
cinenmazographic films, photographic, photostatic, contact
printing and sensitized pepers, filrs and plates, nounting cards
and franes, developing materials, tools, appliances and
chenicals, and all other tocls, appliancee, devices, equipment,
chanicals and supplies neceasary, appropriate or incidental to
the taking, develsping and printing of photographs, pictures,
phoisseats, prints and other graphic reproductions and to take,
deelop, print and generally deal in photographs, pictures,
photostats, prints and other graphic reproductions.

(¢) Teo engage in the businsss of purchasing,
manufacturing, distribusing, selling, isporting, exporting,
using and generslly dealing in and to purchase, manufacture,
distribute, sell, iaport, export, use and generally deal in
bullding aaterials, floor ceverings and industrial products of
all kinds and for all uses and by-products derived therefros.

(d) To engage in the businesa of nining, qQuarrying,
extracting, boring for, pumping or othazwise acquiring, and to
crush, stamp, szelt, amalgamate, refine and in all wvays treat,
prepare £or market and utilize and sall, ores, metals, minsrals,
natural olls and other subastances derived from the earth, al: cr
watar.

(e) To constrmict, erect, acquire, lcase, hire, sell,
dispose of, operats and use plants, nachinery, equipment,
apparatus ani appliances of any and every kind capable of being
used i(in or ii connection with the business of the corporation
and to acquire, own, uae, davelop, exploit, dispose of and deal
in preocessas, inventions, apparstus and machinery of any and
every Xind nacessary or useful in cannection with {ts business.

(£) To manuiazture, produce, by, acquire, ssll, dispose
of, import, exporet, trade in and genarally deal in and with
goods, varas, merchandise, commoditien, articles and property of
any and every class and description, insofar as may be peramitted
by the lave of the State of Delavare o of any othar state,
territory or country in which the Corpceratiocn nmay do business:
t0 angage in any business, whether manufacturing oxr otherwise,
which the Corporation may desm advantacecus or useful {n
connection with any or all of the forejoing.

-2 -
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(g) To foster and finance the development of chemical and
allied industries in the United Statas of America and elsevhsre.

(h) To subscribe for, or causs to be subscribed for,
purchase or othervise acquire, own, hold, sell, negotlats,
assign, deal in, exchange, transfer, mortgage, pledge or
othervise disposs of shares of stock, scrip, bonds, coupons,
mortgages, debentures, debenture stock, securities, notes, trade
acCapiances; drafts and evidences of indebtedness issued or
created by any corporation, joint stock Sompany or association,
wvhether public, quasi-public, private or amunicipal, or by any
domestic or foreign state, government or governmental authority
or any political or adainistrative subdivision or department
thereof and any and all trust, participation or other
certificates of, or receipts evidencing interest in, any cuer
shares, instruments or securities, and, while the ownzI chereo!,
to possess and to exercise with respect theretz all the rights,
povers and privileges of ownership, including the right to vote
thereon: to guarantee payment of dividends on any shares of
stock of any corporation, joint stock company or association in
vhiich the Corporation has or may at any tims have an interest,
and to become surety with respect to, endorse or othervise
guarantee the payment of the principal of or the interest on any
scrip, bonds, coupons, mortgages, debentures, debenture stock,
securities, notes, drafts, bills of sexchangs or evidence of
indebtedness issued or crvatec by any such corporation, joint
stock company or assoclation.

(L) To msks and enter into eny and all arrangementa with
any domesti!c cr foreign governmental or sunicipal authoricy
which may ba deesed to be for the benefit of the Corporation: teo
obtain from any such authority or otherwise to acquire, by
purchase, lexse, assignment or in any anher, any powers,
rights, privileges, {maunities, franchises and concessions which
the Corporation may deea desirable; to exercise and exploit the
sape;! and to undertake ani prosecute any business dependant
thereon.

(3j) To obtain, purchase, or otherwise acquirs and to hold,
apply for, prosecute, own, uss, sell, assign ar cchervise
dispose of, to grant licanses in respect of and otharvise
exploit and turn to account any +nd all i{nventions and
improvesente and any letters patent or applications :therefor,
including desiqgn patents of the Urited States or other countries
and to cbtain and hold licenses or other patent rights; to
devise, adopt, use, own, purchase or otlierwiie acquire and to
sell, assign or otherwise dispose of zny and all trademarXks,
trade names and trademark rights and registraticns or
applications tor registrations therefor in the United States or
any other courtries, to appiy for and sacure raegistrations for
tradexmarks in the United Stater and in othar countries, and when
purchasing, acquiring or otherwise obtaining any such
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trademarks, trade names or trademark rights to take over and
acquire the good will, assets and business in connection with
which said trademarks, trade names or trademark rights are or
have bhean used; also any and all copyright processes, formulae,
trade secrets and devices of all kinds, and to usa, exercise and
develop the sanme.

(k) To purchase or otherwise acquire the whole or any part
of the property, assets, businsss, good will and rights, and tc
undertake and assume the whole or any part of the liabilities
and obligations, of any person, firm, association or
corporation, and to pay for the same in cash, in the stock or
shares of stock of any class of the Corporation, or the bonds,
notes or other obligations thereof, or othervise; to hold or in
any manney to dispose of the whole or any part of the property
or assets 30 acquired; to conduct the‘whcle or any part of any
business so acquired; and to exercise all the powers necessary
or convenient in and about the conduct, management and carrying
¢n of such busineus.

(1) 7T9 borrow monay for zny of the purposes of the:
Corporation, and to issue bonds, debentures, debenture stock,
notes and otler cbligatlions therefor, and to sacure the same by
pledge or norvgage of ths whole or any part of the propezty of
the Corporation, either real or perscnal, or to issue bonds,
debenturgs, debanture stock, notes or other obligations without
any such security.

(n) To enter into, make, perform and carry out contracts
of avery kind for any lacful purpose, without limit as to
amount, with any person, firm, association, corporation or
public, quasi-pudblic or municipal body politic, and with the
governugnt o any state, “erritory or country, or any political
subdivision or departaent thereof.

(n) To draw, make accept, andorse, discount, ciecute and
issue promissory notes, drafts, warrants, and any a:;d all kinds
of ocbligztions and certificates and nagotiable or transferable
instrunents, necessary or incidental to the conduct cf the
business and affairs of the Corporation.

(2) To huy, sell, manufacture or cause to be zanufactured,
produce and generally to traffic and deal in and contract for
the sale, purchase, supply and letting on hire or otharwise of
any and all gixtures, furniturs, implements, instrumernts, tools,
machinery, suppliers, signs, labels, boxes, advartising matter
of every kind, nature and description, and other personal
property and things, and to purchase, leass or othervwise
acquire, erect, exchanne, sell, let or otherwise dispose of,
own, maintain, develop. aquip, i{mprove and repair any and all
improved or unimproved real estate or property, plants, depots,
warehouves, supply staticns, stores, bulldings and other placaes.
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(p) To issue shares of stock (of any class) bonds,
debentureas, debenture stock, notes and other obligations of the
Corporation for cash, labor dore or property, real or personal,
or leases thereof, or for any combination of any of the
foregoing, or in exchange for the stock, debentures, Zsienturae
stock, bonds securities or obligations of any rperscr, firm,
association, corporation or other organization.

(q) To acquire by purchase, lease, or otherwis¢, and to
own, hold, sell, mortgage and encumber both izproved and
unimpro/ed real estate wherever situate; to survey, subdividg,
plat, colonize and improve the same for purposes of sale or
otherwise, and to construct and erect thereon warshouses,
factories, works, plants, stores, mills, hotels, houses and
other buildings. _ C

(r) In genexal, to carry on any business not contrary to
the laws of Delaware and to have and exercise all the powers
conferred by the lavs of Delaware upon corporations formed
thereunder and to do any and all of the acts and things herein
previded for to the same extent as natural persons could do, and
in any part of the world, as principal factor, agent, contractor
or otherwise, either alone or in conjunction with one or zors
persons, entities, partnarships, associations, and/or
corporations; to establish and maintain off.ces and agencies
within and anywhere outside of the State of Declawvare; and to
exercise all or any of its corporate powers or rights in the
State of Delaware and in any and all other States, Territories,
Districts, Colonies, Possessions of Dependencies of the United
States of America and in any foreign country.

() To do everything necessary, proper, advisahle or
convenient for the accomplishnment of any of the purposes or the
attainment of any of the objects or the furtherance of any of
the powers herein provided for and to do every other act and
thing incidental thereto in connection therewith, provided the
sane be not forbidden by the laws of Delawars.

The foregoing clauses shall be construed as powers as vell
as objects and purposes, and the matters exprassed in each
clause shall, e>_apt if otherwise expressly provided, be in no
wvays limited hy reference to or infarence froa the terms of any
other clause, but shall be regarded as independent objects,
purposes and povers: and the enumaration of specific objects,
purposes and powers shall no:t be construed to limit or restrict
in any manner the general powers of the Corporation or the
meaning of general terms; nor shall the erxpression of one thing
be deemed to exclude another not expressed, although it be of
like nature.




The Corporation shall be authorized to exercise and enjoy

all other powers, rights and privilages granted by an Act of the
General Assembly of the State of Delaware entitled "An Act
providing a General Corporation Law", appwoved March 10, 1899,
to corporations of this character and all the powers conferred
upon such corporations by any other laws of the State of

p Delaware, in force from time to time, so far as not in conflict
herawith, or which may be conferred by all acts heretofore or
hereafter amendatory of or supplemental to said Act or said lawvs
and the enumeration of certain powers as herein specified is not

s intended as exclusive of, or as a waiver of, any of the powvers,
rights or privileges granted or conferred by said Act or said
laws novw or heresfter in force; provided, however, that the
Corporation shall not in any State, Territory, District,
Possession or Country carry on any business or exercise any
povers not permitted to it under the laws thereof.

FOURTH: The total number of shares of all classes of stock
wvhich the Corporation shall have the authority to issue is
31,000,000, consisting of: ‘

(1) 25,000,000 shares ot Common Stock of the par value
o0f Sl per share, and ’

W

(2) 6,000,000 shares of Preferrei Stock of the par value
of $1 per share.

The anxount of Capital with which the Corporation shall
commence business is One Thousand Dollars ($1,000).

FIFTH: A description of the differant classes of stock of
the Corporation and a statement of the designations, powvers,
preferences and rslative, participating, optional ¢or other
special rights, and qualificatiens, limitations ~r restrictiors
thereof, fixed by the Certificate of Incorporatic.i, and the
exXpress grant of authority to the 3card of Directors to fix by
:c::lution or resnlutions certain thereof not so fixed, are as

. ollows:

Preferred Stock

. Except with respect to the series designated $1.20
Sonvertible Preferred Stock hareinafter established, the RBcard
of Directors is hereby expressly authorized, by resolution or
resolutions from time to *ime adopted, to provide for the
issuance of the Preferred Stock in series and o fix and state,
to the extent not fixed by the provisions hereinafter set forth
and subject to limitations prescribed by law, the voting powers,
designations, preferences and relative, participating, optional
and other spacial rights of the sharxa of —-ch such series and
the qualifications, limitations and restrictions thereof,
including, but nct limitec to, determination of any of the
follawing:

37
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(a) the distinctive serial designation and the number of
shares constituting the series;

(b) the dividend rate, whether dividends shall be
cunulative and, if so, from which date, the payment date or
dates for dividends, and the participating or other special

- rights, 4{f any, with respect to dividends;

(¢) the voting powers, full or limited in addition to the
voting powers provided by law; “.

(d) vhether the shares shall be redeemable, and, if so,
the price or pricus at which, and the terms and conditions on
which, the shares may be redesmed;

(@) the amount or amounts payable upon the shares in the
event of voluntary or involuntary liquidation, dissolutior or
vinding up of ‘zhe Corporation:

(£) whether ths shares shall be entitled to the benefit of
a sinking or retirement fund to be applied to the purchase or
redenption of shares of the series, and, if so entitled, the
amount of such fund and the manner of {ts application, including
the price or prices at which the shares may be redeened or
purchased through the application of such fund; and

‘\

(g) whether the shares shall »e convertible into, cc
exchangeable for, sheres of any other class or classes cr of anry
other series of the same or any other class or clasres 7f stock
of the Corporation and, if so convertible or exchangezable, the
conversion price or prices, or the rates of exchange, and the
adjustaents thereof, 12 any, at which such conversion or
exchange may be made, and any other terms and conditions <of such
conversion or exchangs.

Each share of each seriee of Preforred Stock shall have the saze
relative rights as and be identical in all respects with all the
. other shares of the same series.

Before the Corporation shall issue any shares of Preferred

Stock of any series (except shares of the series of $1.20

. - Convertible Preferred Stock) authorized as herxeinbefors
provided, a certificate setting forth a copy »f the cesolution
or resolutions with respect to such serias adopted by the Board
of Directors of the Corporation pursuant to the foregoing
authority vested in said Board shall be mide, filed and recorded
in accordance with the then applicable resgquirements, if any, of
the laws of the State of Delavare, or, if no certificate (s then
80 required, such certificate shall be signed and acknowledgud
on behalf of the Corporation by its President or a Vice
President and its corporate seal shall be affixed therato and
attested by its Secrestary or an Assistant Secretary and such
certificate shall be filed and kept on file at the principal
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offics of the Corporation in the Ststs of Delaware and in such
other place or places as the Board of Directors shall designate.

Unless otherwise provided in any such resolution or
resolutions, the number of shaies of stock of any such ssries
(including shares of the series of $1.20 Convertible Preferred
Stock) may be increased or decreased (but not belov the number
of shares thereof then outstanding) by resolution or resolutions
of the Board of Directors set forth in a certificate complying
with and filed in accordance with the fofegoing requirements.
In case the number of shares of any such series of Preferred
Stock shal' be decreased, the shares representing such decrease
shall resume the status of authorized but unissued 2referred
Stock.

$1.20 Convertible Prefarred Stock

There is hereby established an initial series of Preferrad
Stock, to have the designations, powers, prefersnces and
relative, participating, optional or other special rights and
the qualifications, limitations or restrictions thereof,
hereinebove set forth and to have the following thereof not
there set forth;

(a) Designation. The shares of such series ihall be
designated "$1.20 Convertible Preferred Stock", and the number
of shares constituting such series shall initially be 3,188,520.

(b) Dividends. The holders of the shares of such seriss
shall be entitled to receive, out of the assets of the
Corporation legally available therefor and as and vhen declared
by the Board of Directors, cash dividens at, but not exceeding,
the rate of One Dollar and Twe. ty Cents ($1.20) per share per
annum, payable quarterly on the 20th day of the manths of
February, May, August and November in each year. For the
purposes of this paragraph (b), the quarto:-{early dividend
period shall begin on the 20th day of the third calendar month
prior to the month in which the payment date occurs. Dividends
upon the shares of such series shall be cumulative, so that if
in any dividend period or periods full dividends uvpon the
outstanding shares of such series at the rate fixed therefor
shall net have been paid, the deficiency shall be declared and
paid or set apart for payment before any dividend shall be
declazed and paid or set apart for payment of the Common Stock,
and before any assets wvhich are by law available for the payment
of dividends shall be paid or set apart for the purchase or
redenption of any shares of Preferred Stock or for the purchase
cf any shares of Common Stock.
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(¢) Voting Rights. Each holder of shares of such series
shall be entitled to one vote for each shiare held and, except as
otherwise herein or by law provided, the shares of such seriss
and the shares of Common Stock of the Corporaticn (and any other
capital stock of the Corporation at the time entitled thereto)
shall vote together as one class, except that while holders of
shares of such series, voting as a class, are entitled to elect
two directors as hersinafter providad, they shall not be
entitled to participate with the Common Stock (or any other
capital atock as aforesaid) in the electiofh of any other
directors.

If and vhenever dividends on the shares of such series
shall ce in arrears and such arrears shall aggregate an amournt
at least equal to six quarterly dividemds upon such stock, thun
and in such event, the holders of the shares of such series,
voting separately as a class, shall be entitled, at the next
annual meeting of the stockholders or at a special meeting held
in place thereof, or at a special meeting of the holders ¢ the
shares of such series called as hereinafter provided, to elc:t
two directors. Whenever all arrears in dividends on the shares
of such series then outstanding shall have been paid and
dividends thereon for the current quarterly pericd shall have
been paid or declared 2nd a sum sufficient for the payment
thereof set aside, then the right of the holders of the shares
of such series to eslect such number of directars shall ceass,
but subject always te the same provisions fcr the vesting of
such voting rights in the case of any sizilar future arrearages
in dividends.

At any time after such voting power shall have so vested in
the shares of such series, the Secretary of the Corporation nay,
and upon the written request of the holders of record of 10% or
zore in amount of the shares of such series then outstanding,
addressed to him at the principal office of the Corporatioen in
the State of Nev York shall, call a special maeting of the
holders of the shares of such series for the election of the
directors to be elected by them as hereinafter provided, to be
held within 30 days after such call and at the placa and upen
the notice provided by law and in the By-Laws for the holding of
raetings of stockhclders! provided, however, that the Secretary
ehall not be required to call such special neeting in the case
«f any such request received less than 90 days hefore the date
fixed for any asanual meeting of stockheiders. If any such
special meaeting remiired to be called as abovae provided shall
not be called by the Secuatary within 30 days after receipt of
any such request, then the holders of recoxd of 10% or zore in
amount of the shares of such ssries then outstanding may
designate in writing one of their number to call such meeting,
and the person so designated may cail such meecing to be held at
the place and upon the notice above provided, and for that
pirpose shall have accass to the stock ledger of the
Caorporation. The Corporation shall pay the reasonable expsnses
of calling and holding any such special meet=ing. No such special
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neeting and no sdjournment thereof shall be held on a date later
than 10 days tefore the annual meeting of the stockholders or a
special meetirg held in place thereof next succeading tha time
when the holders of the shares of such series become entitled to
elect directors as above provided.

If any such special meeting shall be called as above
provided and if the holders of at least a majority of the shares
of such series then outstanding shall he present or represented
by proxy at such meeting or any adjournment thereof, then, .y
vote of the holders of at least a majority of the shares of such
series present or s0 reprasented at such meeting, the then
authorized number of directors of the Corporation shall be
increased by two, and at such zmeeting, the holders of the shares
of such serias shall be entitled to elect the additional
directors so provided for, but any director so elected shall not
hold office beyond the annual meeting of the stockholders or
special meeting held in place thereof next succeeding tle time
when the holders of the shares of such series become entitled to
elect directors as above provided. wWharever the holders of the
shares of such series shall be divnaatad of special voting pover
as above provided, the terms of off'ce of all persans electad
as direcztors by the holders of the slares of such saries as u
class shall forthwith terminate, -and the authorized number of
directors of the Corporation shall be reduced accordingly.

50 long as any shives of such series are cutstanding and
unless the vote or consent of a greater number of shares of such
series shall then be required by law, with respect to tle
actions referred to in clauses (i) and (i{i) dbelow the consent cof
the holders of at least two-thirds, and with ruspect to the
actions referred to in clauses (iii) and (iv) below the consent
of the holders of at least a majority, of the shares of such
series at the tine outstanding, given in person o: by proxy,
either in writing or at a meeting at which the holders of the
shares of such siories shall vote separatoly as a class, shall be
necessary for eftacting or validating each of the following:

(£) The authorization, or any increase in the authorized
apount, of any class of stock of the Corporation ranking
prior to the shares of such series as to dividends or
assets;

(L{4) the amendment, alteration or repeal of any of the
provisions of the Certificate of Incorporation of the
Corporation, or any certificate amendatory thereof or
supplemental thereto, so as to affect saterially any of the
povers, prefarences and rights of the shares of such series;

(414) any increasa in thae authorized amount of Preferred
Steck: or

-lo-
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(iv) the authorization, or any increase in the authorized
amount, of any class of stock of the Corporation ranking on
s parity vith the Prefexred Stock. .

(d) Redemption. The Corporation at its option, at any
time, or from time to time, on or after June 1, 1972 (except as
othervise provided in paragraph (b) above), may redeem all or
any of the shares of such series at the following applicable
redemption prices:

-
-

Redenption Daxas Redenption Price

From June 1, 1§72 to and
including May 31, 1973 .cecie000.¢830.00 per share

From June 1, 1973 to and !
including May 31, 197¢ ...cv0ves..$29.5C par shace

rrea June 1, 1974 to and
including Nay 31, 1975 .¢cc0e00e0.529.00 per share

From June 1, 1978 to and
including NMay 31, 1976 ......:.<..$20.50 pesr share

rrom June 1, 1976 to and
{including ¥ay 31, 1977 .00 0s0...%928.00 per share

From and after Juns 1, 19877 ......$27.50 per share

together in each case with an amount equal to any dividends
accrued or unpaid thereon to the date of redesmption.

In the avent the Cocporation shall determine to redeen less
than all the shares of such series then outstanding, the Board
of Direc:iors shall determine the shares of such series so to ba
vedeexec by lot; and the certificate of the Secretary of the
Corporstian, filed with the Transfer Agent or Agents for the
shares of such series to be redeemed, cf such dete:raination by
the Board of Directors shall bs conclusive. Notice of any
proposed redemption of shares of such aeries ehall be given by
the Corporation by mnalling a copy ¢of such notice at least 10
days prior to the date fixed far such redemption tyo ths holders
of record of the shares of such series %0 be redecmed, at thelr
raspective addresses appearing on the books of the Corporation.
From and aftar the date fixed in such notice as the date of
redamption {(unless default be zade by the Corporation in
providing moneys for the payment of the redemption price) all
dividends upan the ehares of such series tharaby called for
redenptiori shall cease to accrus, and all rights cf the holders
thereof as estockholderse of the Corperation (except the right to
receive payment of said redemption price) shall cease and
deternine; or, if the Corporaticn shall so elect, from and atfter
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the date {which date shall be the date of redemption or prior
thareto) on which the Corperation shall deposit with a bank or
trust company doing busiress in the Borough of Manhutten, The
City of New York, State of New York as raying Agent, noneys
sufficiant in amount to pay at the office of such Faying agent,
on the redemption date, the said redemption price (provided the
notice of redemption shall state the name and add:ess of such
Paying Agent and the intention of the Corporation %o deposit
4aid noneys on or bhefore the date of redemption with such Paying
Agent), all dividends on the slares of such series so called for
redenption shall cease to accrue, and all rights of the holders
thersol as stockholders of the Corporation (except the right to
receive from said Paying Agent said redemption price, and the
right if any, to convert or exchange shares thereof for shares
of the Common Stock) shall thereupon cease and determine, and by
the deposit of said moneys with said Paying Agent the shares of
such series so callsd for redemption shall bs redeemod. Any
moneys 80 deposited with said Paying Agent vhich shall remain
unclaimed by the holders of shares of such saries so called for
redezption at the end of five full calendar years after the
redexmption date shall be paid by seid Paying Agent to the
Corporation, and thersaftar the holders of the shares of such
series called for redemption shall look anly to the Corporation
for the payment thereof.

The redemption of sharee of such s«ries may also be
effected by the purchase, from time to time, either at public or
private sale, of all or any of tha shares of such series, but
after May 11, 1972 at a price not greater than the then curreat
redenmption price.

Shares of such saries whiclh have been issued and reacguirad
in any zanner (exclaoding, until the Corporation elects to retire
then shares which are held as treasury shares but ineluding
shares redeened, shares purchased and retired and shares which
have been converted into shares of Common Stock) shall (upon
compliance with any applicable provisions of the lavs of the
State of Delawvare) lhave the status of authoriz«d and unissued
ahares of the class of Preferred Stock undesignated as to seriss
and may be redesignated and reissued.

(e) Liquidation. The shares of such series shall be
preferred with respect to both earnings and assets of the
Corporation. In the event of the voluntary or involuntary
liquidation, dissolution or winding up of the Corporation, the
holders of the shares of such eeries sha)l be entitled to
receiva for each share therecf $37.80, tcjethsry with an amcunt
equal to accrued and unpaid dividends thareon, hefore any
distribution of assets shall be made to the holders of tha
Common Stock. The holders of the shares of such seriss shall be
entitled to no further participation in any such distribution,
and the holders of the Common Stock shall bs entitled to ahare
ratably in all assets of the Corporatien remaining after payment
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te the holders of thu shares of such series of the preferential
amcunts aforesaid. If, upon any such dissoclution, liquidation
or winding up of the Corporation, the assets distributable among
the holders of the shares of such series shall be insufficent to
permit the payment ‘n full to such holders cf the preferential
anounts aforssaid, then the entire asseta of the Corporation
shall be distributed among the Lolders ;£ the shares cf such
serias then outstanding ratably in proportion to the full
prefarential amounts to which they shall be entitled
respactively. Nothing hersin contained, Rowever, shell be
desnnd to prevent the redeaption or purchaee of chares of such
series in any manner permitted by paragzaph (d) above. Neither
the merger ncor consolidation of the Covporation jinto or with any
other corporation, nor the merger or consolidation of any other
corporation into or with ths Corporation, ncr a sale, transfer
or lease of all or any part of the assets of the Corporstien,
shall be deemed to be ligquidation, dissolution or winding up of
the Corporation wvithin the msaning of this paragraph (se).

(£) No Sinking or Retirement Fund. There shall be no
sinking or retirszent fund to be «pplied to the purchase or
redeaption of shares of such series.

(g) Conversion. Any share or sharas of such series
(hereinafter this parivraph (J) called tha "Shares") may Dde
converted, 4t the optic:. of the nclder there<f, in the manner
hereinafter provided, into the number of fully paid and
nonassessable shares of Common Stock of the Corporation as are
issuable pursuant to the formula set forth in sukparsyraph 2 and
) of this paragraph (g)7 provided, :owever, that am to any
Share which shall hava been called fov redenption (unless
default be made Dy tha Corporation in providing moreys for theu
payaent of the redewption price thereof), the right of
conversion shall term.inate at the close of business on the date
fixed for redemption. No adjustzment shall be made for dividends
accrued on any shares that shall be converted or for dividends
on any Common 8tock that shall be {ssuable upon the conversiorn
of such Shares.

1. The eurrender of any Sharee fcor conversion shall bLae
made by the holder thereof to the Corporation at its office or
agency in the Barough of Manhattan in The City of New York
naintainad by the Corporation for that purpose, and such holder
shall give written notice to the Corporation at said office or
agsncy that he elscts to convert such Shares in accordunce with
the provisions thereof and of the pargaraph (g). Such notice
shall also ¢tate thie name or nanes (with addreusesa} in which the
cartificate or certificates for Comaon Stock which shall be
issuable on such conversionr shall be !(ssuaed,
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AS soon as practicable alter the rescsipt of such notics and
sShazes, the Corporation shall lssue and shall deliver at said
oftice or agency to the parson for whose account such Shares
wvare 80 surrendered, or on his written order, a certificate or
certificates for the number of full shares of Common Steck
iseuvable upon the convereion of such Shares and a check or cash
in respect of any frection of a share bassd upon market value,
as defined in subparagraph 3 (ii) (D) of this paragraph (g), of
the Common Stock on the date the conversion is effected. Such
conversion shall e deemed to have been sffected on tha date on
vhich the Corporat:ion shall nhave reccived such notice and such
Shares, and the puarson or persons in wvhose name 4r naues any
certificate or certificates for Common Stock shall be issuable
upon such convers.on shall be deaued to have become on said date
the holder or holdcrs of record of the shares represented
therabyv: provided, -however, that any such surrender on any date
wvhen the stock trinsfer books of the Corporation shall be closed
shall not be deemnd to constitute the person or persons in whose
name or names the certificates for zush Common Steck are to be
issued as the record holder or holders thereof for any purpose
until the close of business on %ne nex® succeeding day cn which
such stock transfar books shall be open.

2. The baaic Conversion Rate shall be one and tweanty-five
ona=iiundredthy (1.25) shares of Conmon Stcck of the par value of
$1 »ar share for «ach share surrendered for conversion, but
shall ba increasec or decreased ag provided in subperagraph 13
(Lii) of this parigraph (g).

J. The Conversion Rate shall be subject o adjustinent froam
tims to time as follows:

({} If and vienaver the Corporation rhall issue any
Additional Stock, otherwvise than by way of subdivision aor
comb:iation of shares (which is covered Ly subnaragrapii 3 (iil)
of Lhis paragraph (g)), then successively uponrn each such
izsuance the Conversion Rats shall be imrediately (except anm
provided belovw) adjusted in accordance with ‘‘he foliowing
formula:

$§27.50 shall be multiplied by the number of shares of
Coamon Stock cutatanding after any such issuance, and the
resulting proeduct shall be divided by the aggregate
consideration, deternined in accovdance vith this paragraph
(g), received by the Corporation for its shares of Common
stork then outstanding. 7The resulting quotient, adjusted
to the nearest .001, shall thereaflier be the Conversion
Rate until further adjusted as harein provided; provided,
however, that no such adjustzent shall be made {f the
tforesaid Quot.ent shall be less than the basic Conversion
Rate.
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for the purposes of this paragraph (g), the Corporation
shall be deenad to have received as consideration for the snaraes
of its Common Stock cutstanding at the tine of making any
computaticn hereunder the sum of $293,525,331 plus any
additional consideration received by the Corporation for its
shares of Additional Steck plus, for each thare of Common Stock
hereaftar issued which does net constitute Additional Stock, an
amount determined by dividing $27.50 by the Converajiorn Rate. In
any such computation of the eggregate consideratic: recsived by
the Corporltton oz shares of itz Ciawmon 3tock, there «iiail be
deducted an amount determined by dividing $27.50 by the
Conversion Rate, for sach share of Common Stock retire’ by the
Corporation subsajquent to the date of originel issuvaince of
shares..

|

(i) Fozr the purposes of any adjustarnt of the Conversion
Rute pursuant to this subparagraph 3, the following provisicns
shell be 1pplicable:

(A) In case tha Corporation shall et any time i{ssue
any Additional Stock for cash, ths consideration received
by the cCorporation therefor shall be desemei to be the
amount oif cash received by the Corporation for such
Additiona. Stock before deducting therefrom the asount of
any comaission, discount or other expenses which may have
been paid or incurred by the Corporation for any
undervriting of, or otherwise in connection with the
issuance o sale of, guch Additional Stock.

(B) In case of the issuance of Additional $tock in
connection with a subdivision of the Common Stock of the
Corporation, %he Ccrporation shall be deemed o have issued
such Additional Scock without consideration, and such
hdditional Stock shall be Aaeasd to have been issued end to
be ocutsteanding at the close of business on the record date
!gr the detsrainatisn of stockholders sntitled to receive
the sanme.

(C) In case of the issuance of Aaditional Stock in
payment or satisfaction of any dividend on any class of
stock of the Corporation other than Common Stock, the
amount of the coneideration received by the “orporation for
such Additional Stock shall be daemed to be the amount of
the obligation in respect of dividende that shall be
discharged by the issuance of euch Additional Stock.

(D) In case of the issuance of Additional Stock for a
censideration other than cash (and other than shares of
sE5CKk or othar securities of the Corporation) or a
sunsideration part of which shall be othar than cash (and
sthier zhan szhares of stocX or other securities of the
Carparation), the amount of sush consideration other than
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cash received by the Corporation thereior sha'l be deemed to be
the market value of the sharss of Additional Stock on the date
the issuance therecf s authorized by the Board of Directors of
the Corporation lass the cash received, if any. Focr the
purpcses of this subparagraph (D) and subparagraph (F) below the
term "market value® shall rcan the last reported sale price for -
shares of Common Stock of the Corporation on the New York Stock
Exchange on such date. In the event thece was no reported sile
of the Corporation's Common Stock on such date market value
shall mear the ndan between the hid and asked quotations for the
Corporation's Common Stock at the close of trading on the New
York Stock Exchange an such date.

(E) In the case of the lssuance of Additional Stock
in exchange for outstanding shares of stock of any other
Class, or for other securitics, of the Corporation, the
amount of the consideration received by the Corporation for
such Additional Stock shall be desmed to be the market
value, determinad as provided in subparagraph ‘D) above, of
tha shares of Additional Stock so issued.

(F) In the case of the issuance of Additional Stock
wpon conversion of any obligations of the Corporation that
shall be convertible into Common Stock, the amount of the
consideration received by the Corporation for such
Additional stock shall be deemed to be the principal amount
of such obligations 30 converted into such Additional Stock
plus the amount of cash, if any, reguired to be paid to the
Corporation in connsectionr with the conversion of such
obligations other than by way of adijustment of interest.

(G} In the casc of tlie ilssuance of Additional Stock
upon conversion of any sharss of the Corporation that shall
be convertibla in®s Common Stock, the amount of the
consideration received by tha Corpora“ion fsr such
Acditional Stuck shall be deemed to ba the amount of the
consideration ceceivad by tha Corporatica for the shares so
converted plus the amount of cash if any, requirsd .o be
paicd to the Cu:iporatison in ¢earection with tha conversion
of such shares othaz than by wa: of adjustment of
<ividends. For tis purpose 2f °“hls sudbparagraph, the
amount of the consideyration recelved by the Corporation for
the shares so converted shall be computed in like manner to
that provided in subparagraphs (A}, (B), (C), (D) and (E)
above, as appropriate.

(¥) Any adjustmints in the Conversion Rate required
to be made in accordinca with tha provisions hereof by
raason of the issuance of Additicnal Stock upon the
converaicn of convertillle obligations or convertible shures
shall be made only (i) as of the close of businusse on March
31, June 30, Septanmbar 30 and December 311 in each calendar
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year, in respect of the shares of Additional Stock issued
upon such conversion during the guarterly paricd ending on
tha ' day, and (ii) as of the close of businass on the day
upo.. which the right to convert such convertible
obligations or convertible sharus shall expire, in respect
of the shares of Additional StocK so issued batween the
close of business on the preceding March 31, June 30,
September 30 or December 1, as the case may be, and the
close of business on the day on which such right of
conversion shall expirs. :

(I) MNeither the purchase or other acquisition by the
Corporation of any Common Stock nor the sals or other
disposition by the Corporation of any Comuon 3%uck at any
time theretofore purchased or otherwise accu’rad by it
shall effect any adiustment ¢f thy conversior. vate or be
taken into account in corputing any subsaquent adjustment
of the Conversion Rate, s© long as such (amscn Stock is not
retired. Shares of Common Scock at anytime held in the
treasury .of the Corporstion shall be deenmed t. be
ocutstanding at thit time for the purposes hersof,

(iii) 1In case the shares of Common Stock i:suable upon
conversion of the shares at any time outstanding shall be
subdivided (by the making of a stock dividend or otherwise) into
a greater or combined into a lesser number of shares of Common
Stock (whether with ov without par value), the Conversion Rate
shall be increased in ths case of subdivision or decreassd in
the case of a cambination to a rate which shall hear the sams
re.ation to the Conversion Rate in affect immediately prior to
such subdivision or comsination as the total number of shares of
Common Stock outstanfiizmg immediatwly after such subdivision or
combination shall bear to tha total number of shares of Common
Stock cutstanding immediataly pricr to such subdivision or
combination. At the same time the basic Conversion Rate shall
be increased or decreased :n the same proportion.

(iv) In case of aryv ..piiu.. raorganization or of any
reclassification o¢f the ... zuun Stoctk of the Corporation or in
case of the consolidation ¢t tha Ccrporation with or the merger
of the Corporation into ary other corporation or of the sale of
the properties and assets of the Corporation as, or
substantially as, an entiraty to any other corporation, each
Share shall after such capital reorganization, reclassificaticn
of Common Stock, consolidation, merger or sale be convertible
into the number of shures of stock or other securities or
property of the Corporation, or of the Corporation resulting
fzom such conzolidation or surviving ruch merger or to which
sucn sale shall be zmada, as the case may be. to vwhich tha Common
Stock issuable (at the time of such capital reorganization,
reclassification of Common Stock, consolidation, merger or sale)
upor. conversion of such Share would have bean entitled upcen such
capital reorganization, reclassification of Common Stock,
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consolidation, merger or sale; and in any such case, if
necessary, the provisions set forth herein with respect to the
rights and interest thereafter of the holders of the Shares
shall be appropriately adjusted so as to be applicable, as
nearly as nay reascnably bs, to any shares of stock or other
securities or property thereafter deliverable on the conversion
of the Shares. The subdivision or combination of shares of
Common Stcck issuable upon conversion of the Shares at any tine
outstancing into a greater or lesser number of shares of Common
Stock (whether vith or without par value) shall not be desmed to
be a reclassification of the Common Stock of the Corporation for
the purposes of this paragraph.

(v) Anything in this paragraph (q) to the contrary
natwithstanding, the Corporation shall not ba required, except
as hereinatfter provided, to make any adjustment of the
Conversion Rate in any case in which the amount by which such
Conversion Rate would be changed in accordance with the
foregoing provisions would be less than one one-hundredth of a
share of Common Stock, but in such case any adjustaent that
would otherwvise be required then te¢ be made will be carried
forward and made at the time and together with the next .
subsequent adjustment which, together with any and all such
adjustments so carried forward, shall amount to one
oene-hundredth of a share of Common Stock. In the event of any
subdivision or combination of shares of Common Stock said amount
of one one-hundredth (as therefore decrased or increased) shall
be proportionately decreased or increasad.

(vi) Whensver the Conversion Rate shall be adjusted as
provided in this paragraph (q), the Corporation shall forthwith
file at the offics or wgency in the Borough of Manhattan the
City of New York mairr¢mined by the Corporation pursuant to
subparagraph 1 of this paragraph (g), a statement signed by the
Prusident or one of the Vice Presidents of tha Corporation and
vy its Trcasurer or Assistant Treasurer, stating the adjusted
Conversion Rate determined 83 provided herein. Such statement
shall show in detail ths Jacts requiring such adjustment.
Whenever the conversion Rate is to be adjusted, tha Corporztion
shall cause a notice stating the sdjustment and the new
Conversion Rate to be mailed to each holdar of record of Shares
at. or prior to the time the Corporation mails ain interim
statement to its shareholders covering the quarterly periocd
during which the facts requiring such adjustment occurrea. but
in any evant within 60 days of the end of such quarter.

(vii) 1In case at any time:

(A} vhe Corporation shall pay any dividend payable
in stock upon its Common Staock (other than a dividend payable in
Common Stock) or make any distribution (otheyr than cash
dividends) to the holders of its Comnon Stock; or




©n

(B) the Corporation shall offer for subscription pro
rata to the holdexs of its Common Stock any ~dditional chares of
stock of any class or any other rights:

then, and in each such case, the Corporation shall cause at least
twenty days' prior notice to be given tec the office or agency in
the Borough of Manhattan in The City of New York maintained by
the Corporation purusant to subparagraph 1 of this paragraph (g},
and miiled to each holder of record of Shares, of the date on
which the books of the Corporation shall close or a record be
taken for such stock dividend, distribution or subscription
rights. Such notice shall 2lso specify the date as of which
holders of Common Stock of record shall participate in said
dividend, distribution or subscription rights.

4. Thae issue of stock certificates on convarsion of Shares
shall be made free of any tax in respect of such issue. The
Corporation shall not, however, be required to pay any tax which
may be payable in respect of any transfer involved in the issue
and delivery of stock in a name other than thzt of the holler of
the Shares converted, and the Corporation shall not be required
to issue or deliver any such stock certificate unless and until
the person or psrsons requesting the issuance thereof shall have
paid to the Corporation the amount of any such tax or shall have
established tc the satisfaction of the Corporation that such tax
has been paid. _

5. The Corporation shall at all tinmes keep reserved a numher
of shares of authorized Common Stock sufficient to provide for
the conversion of Shares on the basis hereinbefore provided. 1If
the Corporation shall purpose to make any change in its capital
structure which would change the numuer ¢of shares of Comaon Stock
into which each shaxe shall be convertible as herein provided,
the Corporation shall at the same time also make provision so
that thereafter there shall be a sufficient number of shares of
Common Stock authorized and reserved for conversion of
outstanding Shares on the new basis.

6. TFor the purposes of tlhiis paragraph (g):

(1) ‘"Conversion Rate" at any time shall mean cthe amount of
Conmon Stock of the Corporation inte which at such time one Share

shall be convertible in accordance with the provisions of this

paragraph (q).

(L4) "Commun Stock" shall mean stock of the Carporation of
any class, whether now or hereafter authorized, whicl has tne
right to participate in the distrikbuticn of either earnings or
assets c{ ~aw Corporation without limit as to amount or
percentage, provided, however, that the term “Comumon Stock
issuable upon conversicn of the Shares" shall mean c:nly the class
of Commcn Stock presently authorized and stock of any other class
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into which such preser.tly authorized Common Stock may heresafter
have been changed. In ca~a by reason of the operation of
subparagraph 3 (iv) of this paragraph (g) the Shares shall be
convertible into any other shares of stock or othar securities or
property of the Corporation or of any other corporation, any
reference herein co the conversion of Shares pursuant to this
paragraph (g) shall bu deezed to refer to and inciude the
conversion of Shares into such other shares of stock or other
securities or property. )

(£44) *Additional Stock" shall mean any Common Stock issued
after April 30, 1967 in addiction ¢Co the 13,342,060.5 shares of
Common Stock of the par vialua of $1 per share of the Corporation,
outstanding at such date, other than :

. (A} Common Stock issued upon conversion of Shares in
accordance with the provisions of this paragraph (g) and
Common sStock {ssued on zonversion of the Corporation’s S-1/2%
Convartible Sudordinated Notes due April 1, 1983; and

(B! Common Stock issued (i) pursuant to one or more
stock purchaye plans or stock option plans for employees
(including cfficers) of the Corporidtion or of its
subsidiaries adopted by the Board of Directors of the
Corporation, (ii) pursuant to atock ocptions granted to
enployeas of acquired companies which have been assumed by
thas forporatien and (iii) pursuant to awvards of Common Stock
unders the terms of ince-tive compensation or other
renunecation plans for employees (including officers) cof the
corporation ur of its subsidiaries adopted by the Board of
Divestoers of the Corporation.

Coxaon Stock

Except as otherwise required by law, as hereinabove provided
and aw otherwise provided in the resolution or resolutions, it
any, adopted by the Bowrd «f Directors of the Corporation with
respact to any series of the Preferred sStock, the holders of the
Common Stock shall exczlusively possess i1ll voting power. Each
holder of sharus of Common Stock shall be entitled to sne vote
for sach share held by hinm.

Whanever there shall have been paid, or declared and set
aside feor paymant, te the holders of ths outstanding sharas of
Preferred Stock and to the holders of outstanding shares of any
other class of stock having preference over the Common Stock as
to the payment of dividends the full amount of dividends and of
sinking fund or reiirement fund or other retirzment payments, if
any. to which asuch halders are raspectively entitled in
praference to the Common Stock, then dividends way be paid on the
somamon Stock and on Any class or saries of stock entitled to
participate therewith as Lo dividends, out of arny assets legally
available for tha paymen. of dividends, but only when and as

"daeclarad by the Baard of Diraectors.
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In the event of any liquidation, dissolution or winding up ot
the Corporation, after there shall have heen paid to or set aside
for the holders of the shares of Preferred Stock and any other
class having preference over the Common Stock in the evant of
liquidation, dissolution or winding up of full praferential
amounts to which they are respectively entitled, the holders of
the Common Stock, and of any class or series of stock entitled to
‘particpate therewith, in whole or in part, as to distributions of
assets, shall be sntitled to receive the remaining assets of the
Corporation available for distridution, in cash or in kind.

Each share o: Common Stock shall have the same relative
rights as and be indsntical in all respects with all the other
shares Oof Common Stock.

General

No holder of any shares «f any class of stock «f the
Corporation shall as such holdsr have any preszptive right or be
entitled as a satter of right to subscribe for or to purchase any
other shares or securities of any class which at any tize mey be
sold or offered for sale by the Corporation.

[\l

SIXTH: The names and places of residences of the
incorporators are as follovs:

Name Re3idence

Herman A. Hetz, 38 West 74th Street
New Yor't city, N.Y.

Gustave P. Meatz, 3907-209th Street, Bayside
Long Island, N.Y.

Arthur L. Hack, 320 Eastern Parkway,
Breoklyn, N.Y,

SEVENTH: The Carporation is to have perpetual existancae.

EIGHTH: The private property of the ltockholdafs of the
Corporation shall not be subject to the payment of corporate
. debts to any extent whatavsr.

NINTH: The following provisions are adopted for the
regulatior of the business and for the conduct of the affairs of
the corporation and for further defining, limiting and regulating
the powers of tne Corporation, its directors and stockholders:

(a; Thae Corporation may have one or more offices and
may conduct its business, in whole or in part, net only
within but withcut the State of Delaware. The bccks of the
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Corporation may be kept outside the States of Delaware at such
place or places as may, from time to time, be designated hy
the Board of Directors, except that either the original or a
duplicate stock ledger shall be kept at the principal office
of the Corporaticn within the said state. -

(b) Subject to zhe provisions of this Certificate of
Incorporation, and the lavws of the State of Delaware, the
Corporation may use and apnly its funds or property to the
purchase or acquisitio: »f shares cf its own stock of any
class or series, froc time to time, to such extent and in
such manaer and upon such terms as the board of directors
shall datermine. Shares of its own stock belonging to the
Corporation shall not be voted upon, directly or indirectly.

(¢) The number of dlrtcto;s of the Corporation shall
be fixed by the By-laws, and may be altered, from time to
time, by anmendment of the By-Laws, subject to the provisions
of this Certificate of Incorporation and to the provisicns of
the laws of the State of Delawvare existing at the time. An
increase of the number of directors shall be deemed to craate
vacancies, in the Board, to be filled in the sannar herein or
in the By-Lavs provided. Any director or any officer elected
or appointed by the stockholders or by the Board of Directors
v.ay be removed at any time, subject to tha provisions of this
Certificate of Incorporation, in such manner as shall be
provided in the By-laws. Directors need not be stockholders.

(d) Subject to the provisions of the By-laws the
Board of Directors shall have power to make, alter, and
repeal the By-Laws, and may provide therein for the
appointznant of ax Ixecutive Committse of two or more mezbers
from their owa number, and of such other committees as the
Board may daem advisable, to exercise, during the intervale
between estings of the Board, all or any of the povers of
the Board which may lawfully be delegated, including the
powver to authorize the Seal of the Corporation tn be sffixed
t.0 all papers which may require it. The By-Laws may ke
altered or repealed at any time by the stockholders.

(«) The business of the Corpnration shall be manzged
by its Board of Directors. The Soard of Directors shall have
the power to exercise ¢'' iie powers of ths Corporation,
without any actioa of or by the stockholders, except as
otharwise provided by the Statutes of the State of Delavare
or by this Certificate of Incorporation, or by the lv-lavs.

(£) Excspt as in this Certificate of Incorporation
otherwise provided, or as provided by Statuta to the
contrary, the Board of Directors may, from time tu time by
vete of a majority of the whole number of directors then in
office, without :he «sasent or other action of the
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stockholders borrow or raise money, without limit as to
amount, for any of the purposes of the Corporation, and may
authorize the issue <f bonds, debenturss, notes or othsr
obligations of the Corporation of any nature or in any manner
for money so borrowed, and may authorize the craatiocn of
mortgages upon, or the pledgse, conveyance or assignment of,
the whole or any part of the property o. the Corporation,
real or personal, whether at the time csisa or acquired
thereafter, to secure the payment of such ponds, debenturas,
notes or other obl.gations and the imtaerest thereon and may
authorize the sale or pladge or other disposition of such
bonds, debentures, notes or other obligations of the
Corporation for its corporate purposes.

() Subjezt to tha provis*cn of this Certificate of
Incorporation, to any provision of 'law and to the provisions
of the By-lavs, the Board of Directors shall have pover to
deternine whethar any, and (if eny) what part, of the net
assets in excess of the capital of the Corporation computed
in accordance with the provisions of the statutes of the
State of Delawvare, or, in casa there shall be no excass, vhat
part of the nat profits for the fiscal year then current
and/or the preceding fiscal year, subject however to the
provisions of the statutes of tha State of Delaware, shall ba
declared and paid out as dividsnds to the stockholders, and
to direct and determine the use and disposition of any such
profits or aseets.

(h) The Board of Directors shall have pover, in
accordance vich the By-laws, {n its discretion, to fix,
decarning end vary from time to time the amount to be
mai~tained as surplus, and the amount or amounts to be set
apart as working capital.

(1) The Board of Directors in accordance with the
By-Laws, froam time to time, shall detsrmine whether and to
what extent and at wvhat times and places and under what
conditions and ragulations the accounts and books and papers
of the Corpnration, or any of them, shall ba open to the
inspection of the stockholders; and ac stockholder shall have
any right to inspect any account, back or document of the
corporation, except as expressly conferred hy the laws of the
State of Delavare, or authorized by resolution of the Board
<2 Directors.

(J) In the absence of fraud, no =eontract or othsr
transaction betwean the Corporation and any other
corporation, and no act of the Corporation, shall in any way
be affected or invalidatad by the fact that any of the
directors of tha Corporation are pecuniarily or otherwise
interestad in, or ure directors or officers of, such other
corporation; and, in the absence of fraud, any direccor,
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individuslly, or any fira of which any dizector may be &4
nember, may be a party to, or may be pecuniarily or otherwise
interested in, any contract or transactior of the
Corporation; PNOVIDED, in any case, that the fact that he or
such f4irm is 80 intarested shall be disclosed or shall have
been known to tha Board of Directors or a majurity thereof:;
and any director of the Corporation who is also a director or
officar of any such other corporation, or whe is alse
interested, may be counted in determining tle existanca of a
quorum at any meeting of the Board of Directors of the
Corporvation vhich shall authorize any such contract, act or
transaction and say vote thereat to authorize any sush
contvact, act or transaction, with like force and effect as
if he were not such director or officer of such ozher
coxporation, or not 3o interested.,

Any contract, act or transaction of the Corporation or of the
dirsctors, may be ratified by a vote of fifty-one per cent of
tha ehares having voting powers at any meeting of
sharsholders, as at any special meeting called for such
purpose, and such ratification shall, s¢ far as persitted by
- law and by this Certificate of Insorporaticn, be as valid and
as binding as though ratified by every stockholder of the
Corporation.

(k) The Corporation nax, at say resting of ita Board
of Directors, sell, convey, assign, “ransf.f, leass, exchange
or othervise dispose of its propertiss and assets (including
its good will and it:s corporate franciized), as an entirety
or subatantially as an entirety, upo:n such tecms and
conditions and for asuch consideration (:hether cash or the
stocks or bonds of any corporation or corporations, or other
proyerty) as its Board of Directors may deen expedient and
for the best intarests of the corporation, when and as
authorized by the agffirmative vote of the holders of a
majority of the stock issued and cutstanding having voting
power, given at a stockholders' neeting duly called for that
vurpose, or when authorized oy written consent of the holders
of a majority of the voting stock issued and outstanding.

(1) Subject to the provisions of this Certificate of
Incorporation and the By-lLaws, the Corporatian reserves the
right to anend, alter, change, add to or repeal any
provisions contained in this Certificate of Incorporation, in
the manner preucribed by law: and all rights herein conferred
on cfficers, directors and stockholders are granted subject
to this reservation.

() Sibject to the provisions of this Certificats of
Incorporntion, the Corporution may issue itn shares without
par value, cf any <lass o series, from time to time; and any
securitien convertidle into ehares without par value, of any
clasa or sarvlas, for such consideration as may be fixad, froa
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cize to time, by the Beard of Directors, which is hereby
expressly authorized to fix the sams, in its absolute and

uncontrolled discretion.

I¥ WITNESS WHFREOF, GAF Corporation has caused this
certificate to be signed by Edward L. Shea, its Senior Vice
President and attestad by Isabelle J. lorans, its Assistantc
Secretary this 28thday of June, 1985.

ATTEST:

AL T A
oY r.‘.rm'x.ﬂzm a

Assistant fecretary

. 28 -

-

GAY c&rpcratton
’y “/f'((\' ot

£ L,
AT &,

e
1 senior Vice President
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Exhibit 10.7

GAF CORPORATION
13688 Aves Roap
Warne, NCw Jgrsey 07470

SAnUEL J. HEYAN
Suhug at OUF GENNS VD

Decenber 11, 1985

Oear

1 am pleased 0 AOUNCE 3 new GAF employee berefif slan, Executive
Deferzed Compensation, for which you a5 a key emple. ee ‘are eligible to
participate. The Company will pay the full cost of ‘ne plan., The plan
will provide either of the two following benefits:

1. An annual benefit hen you reach age 65 equal to 25X
of your lsst i1l year's ary. Tha benefit will continue for
the longer of: )

.your lifetime and, if you are continuously married from the
date your service temminates until the date of your
ceath, fcr your spouse's lifetine

fifteen years .
The full amual benefit will be paid providing you have at least
10 of service after the comercement of this plan. You

will earn and vest in the retirement benefit in accordance with
the following schedule.

X of % of
Yaars of . Retirement Years of Retirement
Plan Servics Senefit Ves:ted Plan Service Senefit Vested

1 7 é 48
2 15 ? %8
3 p s 8 n
4 b3 9 84
5 39 ¢ 100

Anrual retirement benefits ey be pald before age 63 with
comisy consent. e anount of these berwfits will be reduced
dtuarially to reflect eurly commencement,

2. 1f you die while cmployed by G/'F, 2 death benafit of 36X of your
annual salary at date of death payable arvwally to your
beneficialy fcr 3 term cf 1S years.

ot
e




Setvices. All rights reserved.’’

mio
1§,
E
K=
B

IMAGE EVALUATION .
TEST TARGET (MT-3)

“This microfiche, Including title information
and format ls © 1986 Bechtel Inforimation

N4

0;\/// Information Services
i 15740 Shady Grove Road
Gaithersburg, Maryland 20877-1454

J} ,\%\, o /
I <c' \~,’
0‘.;\..,:,/ \\\

O
1

-~

2
o7

o

'&3%%

[

>



“-

Your participation in the Executive Deferred Compensation Plan is
voluntary, and if you elect to participate, your election is
irrevocable. In view of the cost of this plan to GAF, if you elect to
participate the company will cease making the basic 3X of salary and
matching contributions to your account in the GAFCAP Plan. You will,
however, be allowed Lo make tax deferred contributions from your salary
as provided by the GAFCAP Plan. If you elect not to participate in the
Executive Deferred Compensation Plan, the company will ccintinue to maice
contributions to your GAFCAP account in accordance with the Plan
provisions.

A Human Resources representative will contact you shortly to answer any
questions you might have and to enroll you in the Executive Deferred
Compensation Plan. At this time you should retumn’@ signed, -dated copy
of this letter to him if you want to participate in the Plan.

This plan is a significant addition to your company benefits. Our
ability to continue to. improve compensation and employee berefit plans is
directly related to the progress we are making in achieving superior
operating results ard containing our costs. I knmow I can count on your
continued effurts towards these objectives.

Very trp:gi’urs,

Samuel J. Heyman

I wish to participate in the Executive Deferred Compensation Plan., I
understand that GAF will no longer make contributions to my GAFCAP
account,

ate Name

9] 4
&
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GAF CORPORATION AND SUGEIDIARIES

COMPUTATION OF EARNINGS PEA COMMON SHARE

(In Thousonds Except Per Share Amounts)

Iten

1.

2.

3.
4,

8.
s.
7.

.\
10

",

12,
13,
14.

48,
16,

17.

18.
1.

24,
g8,

Kate 11

PRIMARY EARNINGS PER COMMON SHARE
Incone (loss) befers extraordinary aredite
Less preferred stock dividend requiressnte

Income (loes] bafors satrsordinary credits appiicadble tOo uommon atook

Ext-sordinary oredits
Incone {lose) eppliceble to common etook

Weighted overage number of shares of common stock
cutetanding during the period [Note 1)

Add ssoumsd exeraise ¢f wightad sversge nuaber of stock
eptiona cutssanding ueing the tresaury stook method

Weighted eversge number of eheres of ocamon stook and
oommon etook equivalents cutstending during the period

Arinary eernings ‘loul befare satreordinery orcifte
{Item 3 = Item 8

Prisary sarnings from axtrsordinery oredita
{Item 4 £ Itsm 8}

Primary ssrnings {Llose) per common shers
{Iten & + Item B!

ALY OILUTED EARNINGE PER OOMMON SHARE

Item 3 above

Md preferred stock dividend requirsssnte

Ad intsrset axpenss, (ses income tex effect, of
8% convertible subordinated notee

Adjusted tncome (loss) befors extrecrdinary oredits
Extrsardinery aredits

Total sarninge {Lese)

Itess § above

Add effect of conversian of shares of prifarred stock
end ¢% convertible subundinatad natee diuring the
period, e {f converted st beginaing of perfod,

Add eteumad conversion of weightsd aversgs number of
sharse of preferred etogk and BY convertible subordinatsd
netue outstanding during the periodi

01,20 convertible preferrd eteck
(eharee outstending X 1,.85)

8% aonvartible sucordinatad notes
(‘7.’001000 for 1984, '.o.ﬂﬂgﬂﬂﬂ far 1983 + ll!.SO)

Nid incremsntel number of stook optfone autetending
ueing the treasury e%ock method et end of period
{rather than averags) merkat prices

Total

Fully diluted eernings (lous) befors extreordinery credite
{ltem 18 + Item 23]

Fully dtluted earnings from extreardinury credtite
{Item 18 7 ltoa 23]

Fully dilutad sarnings [loss) per commen shere
(It 17 < Iten 23}

BEXHISIV 11

Ysor Ended Secemder 31,

1986 1034 1583
$ 54,208 * 41,08 $(20,139)
208 1, 870
84,013 33,038 (32,189)
£9,008 15,008 28,
¢ 77,800 * 83,744 s (8,011)
[ | ] . -]
16,884 14,300 14,378
a 12e LY
17,174 14,510 44,442
[ A ]
¢ 44 t 2.% s (&.08)
1,38 1.08 1,78
s 4,0 s 3,70 ' (@
. S ISR . - d
¢ 84,018 * 38,000 8152,189)
288 g,0088 2,970
(7 m 410
84,580 41,363 {an,7u9]
2% 504 18,788 25,358
877,884 ¢ 57,000 s (3,41
. AN L ]
17,174 14,846 14,440
758 - -
- 3,04 9,004
- a8 385
10 108 )
19,0€ 17,082 17,907
3 | ' 3 . ]
3.0 s 2.30 s (1.04)
1.88 X /] 1,48

Tha weighted sverezs nusoar uf sheres af comson atook outstanding wes computad by edding
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1985 19M4 1983
$731,962__ $ 731314 $699,397
$ 54296 8 41046 §(29,199)
$ 77581 § 56702 § (3.841)
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4.50 3.70 (.47)

$ 01 8 230§ (2.23)
4.30 317 (47
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GAF ON THHE MOVE IN 1885

As demonstrated by the

following chronolcgy, GAF was on
the move in 1985, compiling an
impressive lise of accomplishments,
which included its best earnings per-
formance in its 20 vears as a public
compzny,

January 2

GAF introduces its newest asphalt
roofing product, Royal Sovercign®, a
high rmance, residential roofing
shingle designed to capitalize on the
emerging “middle market" for qual-
ity ~oofing shingles.

January 22

GAF ¢ lls for redemption 1,138,000
shares 0€its $1.20 Convertible Pre-
ferred Stock.

ey a o

GAFintrcay = v +i xVC-713" 2
new gencration ol hair care fixatives.

February 11

GAF a1 “sunces pin 16 manufacture
Ruberoid MB*, 2 promising new sin-
ly roofing sysiem, at Mount
ernon, Indiana plant, undsracoring
the Company's co.nmitme..s to i

commercial coofing business. Fxpan-

sion is to be financed by 2 .8 mil
lion industrial revenue vond insue,

February 19
GAF comrpiete: expansion of its pro-
duction capacit- for manufacture of
Polyplasdone® sri! Polyclar® at its
Calvers Ciev, Kentueky plant,

March I¥

GAF calls fur red2mption the
remaining ouictanding shares of i1
$1.20 Cenverrible Preferred Stock.

Ap: il 17
GAF reports its fiftn comecutive
quarter ot sharply increased carmings,

postng the hiphess tinne guarter carn-
s in the Company's history,

LY

Income before extraordinary credits
was $11.1 million ($.62 per share on a
tully diluted basis), compared with
$7.4 million ($.42 per share) a year
earlier. Chemicals Division reporis
the best quarter in its history, while
Building Materials Division reports
its best Pmt quarter in five years.

April 18
Groundbreaking is held in connection
with expansion of butanediol capacity
at GAF'1 joint venture plant in Marl,
West Germany.

April 29

Carl R. Eckardt and John A. Brennan
clected Presicents, GAF Chemicals
Division and Building Materials
Division, respectively. Both remain
Senior Vice Presidents of the Corpo-
ration.

April 29

Based on 1984 performance, Fortune
magazine ranks GAF 11th in total
return to investors, 23rd in ner
income as a pereent oof stockholders’
equity, and 92nd in net incomie as 4
g&cem of sales among the nation's
largest industrial companies.

May 10

GAF cquires Reichhold Cheraicals'
Class Fiber Division for $9.25 mil-
hon. Financing ‘or the acquisinon and
related capital cxpansion piograms is
obtained through the issuance of
industrial revenue bonds in the
aggregate amount of $13.5 miltion.

June )

GAF issues $15C mitlion of ten year,
11%4% senior subordinared notes, the
laegest firancing n GAF's histo -

Juby 1?7

GAF reports the highest second guir-
ter Carnings in s hmorz‘. the sixth
consecutive quarier of shaeply
meveased prot_s. Income betore

extraordinary credits was $15.4 mil-
lion (8.86 per share), compared with
$11,9 miliion (8.67 per share} a year
earlier, Chemicals Division posts
record income for the quarter, while
Building Materials reports its best
sccond quarter in seven years.

August 14
GAF announces it nas acquired
3,943,600 shares of Union Cartide
Corporation, or 5.6% of that com'p#
ny's total outstandiug shares. In 2 fil-
ing with the SEC, the Company
scates that s business combination
between GAF and Carbide is among
the possibilities being considered.

October 17

GAF reports its seventh consecutive
quartcr of sharply increased camings,
with the Chemicals Division reccr
ing its most profitable third quarter
ever and the | beu Mcml} Divi-
sion posting its ter in five
years, incot‘ne bcfonq:::rmdinaty
credits was $15.6 million (8.87 per
share), compared with $12.1 mallior:
(3.68 a share) a year caslier.

Decembar 9
GAF announces tender offer for 80%
of Union Carbide’s ouistanding

shares,

December 13

GAF completes expansion of sts pro-
duction capacity for manufactvre of
bimncdio at Calvert City, Keatucky
plant.

Decoinber 26

GAF amends Union Caroide offer,

prupoting to pay $74 pes share, all
c;:h. for I()Oﬂz of Union Carbide
shares.

December 31

GAF common sock closes at $59,
having increased by 140 percent from
§24'/2 4 year carlier.




OFF TO A STRONG START
IN 1686

January

GAF begins a year-long commemo-
ration of thc 100th Anniversary of the
formation of the company that later
became Ruberoid, the predecessor of
GA.F's Building Materials businvss,

Jamuary 2
GAF proposcs to incycase its of fer for
100% of Union Carbidc's outsiand-
ing shares to $78 per shar»,

January 8

GAF announces withdrawal of its
wnder offer, <tating that it 15 not in
the best intereats of GAF sharcholders
t compete igainst LInjion Carbide's
uwn exchangy offer. GAF renders 3.8
millio:- Carbide shares into that com-
pany's exchaunge offer. while retaining
more than 3.2 milliois Union Carbide
sharex, constsuting mote than {0 per.
cent of that company's ousstanding
shares. Witk rospect to GAF's Car-
bide shares accepted an the exchange
offer, GAF discloses that it expects
record a pre-zax gain of Approxi-
mately $90 miliion and an sticr-t1x
wains of appraximarcly S8 amltlion, or
$4.50 per share of GAF common
stock, in the quarier ending March

3N, 1986,

boethraars

GAF completes expansaon of eam-
meresal rooting maaufaciunng
Yacihiey ac Fanzna, California.

toheuars 1t

GAE reports record camings for
RS, wath incanie beture exitacrdi-
nary ¢redits reaching $54.3 sulhon
($2.1 per shasc), cainjuared win pre-
vicis vear's SALO pulhon (3. X per
sharel Chennvabs Pivision and CAF
Hreadrasong regisier secord profiee,
white Buddding Macenats Division
Posts s buoat vear sinee 1974

EARNINGS PER SHARE
(Ocdws)

TInethi s Trepresents thaninie Cuonl hetare eatnsondingety < red-
e CRarmng Mot Shaee Tiepierenn csiungy behose expraendingn
veestits o a rudhy dudired basn "Casiannm Stock Price " GAY'S
vus e Jhed peice av ol Devernber Aol cach vesr
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1986, and involving an aggrogate
investment of $¥5 million, will pro-
vide GAF with sufficient capa~"y 10
serve its customers for the baly. :of
the decade and beyond. Mor- over,
the fact that GAF's strategic plan has
included capacity increases st both
domeszic and international facilirics,
with cach of these locations utili/ing
a different source of acetylene (2 key
raw material in ovr manufacturin,
process), has enabled GAF to achieve
3 measure of di ersification sufficient
1> sasure its role for many ycars to
cu-ne 2¢ 2 reliable, low cost supplier
o+ Juality products o its customers.

Noui Produst Bocsiopment

GAF accelerated both its activity
and investment in rescarch and devel-
opinent in 1985, In this connection,
the Chemicals Division iacreased its
annual expenditurcs in this arna by
20% over the previous year, and a
further increase is projected for 1986,

GAF's philosaphy coricct aing the
cxpansion of its mn.?mh and dc%do
ment operacion 1s that such activity is
best nurtured ncx by the indiscrimi-
nate investment of financisl and
human resources but ratker by a eare:

GAF a select group of outstanding,
scientints who briag, in their
approach to rescarch. a concom nat
only for the saience its~lf but an

and murket conuderations as well,
Althoughi an importam wpect of the
Pavivon's rescarch and development
SCUVIEY INVOIVES SUPPE L JTORTANI
dewigned (© mamntain arad improve the
quality of GAFs preaducts while at the
vame tme reducing ther cost of pro-
duction, a continually in-reaung por-
uan of the Company » endeavar o
thi arca v now beng devoted o
developrient of new produci and
new appiw cione f GAE'y exising
product grilicantiy, GAF new
ntoduct development sotivin nonow
tully conrdinated with the [ Divivon's
itatho g dc}muucm W aaati- that
vl anterpiay between rewes ok

ful, deliberate endeaver to assemble o+

appreciation ot the relevant business \

:l?ii develcpment and marketing
While the increased investment
cntailed in the acceleration of the
Chemicals Division's vesearch and
dcvelopment activity cannot be rea-
sonably expected to yicld immediate
results, it is noteworthy that GAF did
introduce into the market this past
year a number of significant new
products. These product introduc-
tionr included 2 new generation of
hair fixatives based on GARdevel-

3 ns, the expanding automo-
e bady panel market, and undersca
oil and gas drilling components; a
new family of w-&mhmd
detergency surfactants for d
and industinal uscs; and new and
improved grades of Gaflex® thermo-~
plastic priyester clastomers for appli-
cutions where resistance to farigue
and tempeerature extremes is required.
It ix anticipated that these new prod-
ucs will make an increasing contri-

mdmadu; profits in 1986

Operat its in the Buildin
Mawp;ah ln??vz:‘n near) doubhd?n
1988, despite another lackluster year
for the roofing avaterials industry.
Improvad pertormance of GAF's
roufing materials busines rmulted
feom higher umi sales. & more favor
abke product mix, and ucreased man-
ufacruring efficsencaes—-the latier
having enabled GAF 1o become one
of |h¢%owm cont producers in the
wdustry. The Diviion's performance
was all the more impresmve when
mcawred aganst an industry cnvie
tonment which witeswed reductiom
w prices for ronfing materich prod-
uets and tots) aal oo Fanally, an cape-
VRRY noteword vaccompinbimens
wes the facttha GAE by virtue of 4

substantial increase in its market share

this past yeas, his now ab.ained pre-

dominance as the nation's ivading

manufaciurer of residential rofing
ucts.

GAF acquired in May, 1988, Reich-
hold Chemicals' Glass Fiber Division
for $9.25 million, in a move designed
to ensure increased control over the
Division's manufacmrin; costr a:
well as its enhanced reliability as a
supplicr. This business, which
includes manufacturing and research
and deve ¢ facilinies at
Nashville, Tenncisec and Irwindale,
California has now been devoted to
the manufacture of chopped glass
fiber for mar substrate used in the
Comgany's rooring products. With
its own caprtive supply of glass fiber,

mat, and g granulet, GAF

become the most fully integrated
roofing manufacturer in the industry.
This provides the Company’s build-
ing matcrials business, we believe,
with a aistinct advantage over its
sompetition ind has aircady enab.ed
GAF 1o furth.. - reduce its munufac-
turing costs~—a critical objective in an
industry where severe competitive
prossures have exerted downward
pressure on prices for quite some
nme,

The major clements of the Divi-
sion’s marketing strategy this past
year were 1D achieve a more favorable

mix and distinguish iesc)f and
s products in the marketplace. To
this end, GAF successfully nursued a
number of initiatives, two of whick
arc aorthy of mention at this ime,

(1) GAF's Building Mvtenials Divi-
son developed and introduced into
the markst two exciting new prod-
ween this pase vear, both of which are
expeeted to make & significant contri-
bution to the Diviiion's profit in
16, The Royal ‘sovereign® 2 durahle
rendential shangle, w dovagned o cap-
wahze on the "rmddle nuarket * for

Mahiy rooting mateteshs ot 4 just |
shightly lgher price than standard
vhingles. Tha new kigh-perform-
ance, dengner-creaed produce i
expenencng rapidly inerednng wales

‘49 |




and can be expected to be a meaning-
ful contributor to profits in 1986.
GAF also developed and brought to
inarket in the latter pare of 1985,
Ruberoid MB®, 2 modifi=d bir:men
single-ply roofing system. This excit-
ing new 2ddition to GAF’s line o7
commercial roofing products offcrs
the adva.tages of improved flexibii-
ity, ease of application, and cost
ctficiency, and its development
underscares GAF's commitment tu
establist. irself as the premier supplier
of commercial roofing products.

(2) GAF continued during the past
year to increase market penctration
of its premium roofing product,
Timberline®. Programs designed to
promote increased sales of this prod-
uct included expansion of the GAF
Finance Frograni, an innovative plan
enabling roofing customers purchas-
ing Timberline and other GAF roof-
ing products to obtain prompt and
casy home improvement loans on
competitive terms, and the launching
ot a nationwide, radio advertising
campaign featuring the theme from
“Fiddle - on the Roof.” As a result of
these initiatives, Timb.rline eiioyed
substantially higher sales throughout
the country this past year, and turther
aains are expected in 1986,

GAF's Union Carbide Investment

GAF began accumulating shares of |

the Union Carbide Corporation in
June, 1985, By August, GAF had
acquired almost 7 million shares, con-
stituting 2 9.9% inierest in Carbide,
atan average cost of $51 per share.
While the shares were initially
acquired because they presented an
attractive investment opportunity,
further analysis compelled GAF to
conclude that: (1) Union Carbide,
which « unsists of several attractive
chemicals units, was in many respects
an excelient strategic fit and acquisi-
don opportunity for GAF: and (1)
Despite the size of Union Carbide,
our Company's standiry in the
investment conununity and s

(YR

proven management talent would
erable 1t to not only raise sufficient
financing for the acquisition but, in
the cvent that an acquisition effort
were successful, to successfuliy incor-
porate chis more sizeable enterprise
into GAF's own operations.

On December 9, 1955, GAF
launched a tender offer fa1 81% of
the common stock of Union Carbide
at $€8 per share. After GAF subse-
quently increased its offer to $78 per
share, all ca:ch, for 100% of the out-
standing Czrbtide shares, Union Car-
bide proposed « plan similar in some
respects to GAF's own agenda for the
company. Union Carbide’s program
cailed not only for divestiturc of a
number of business uvits (including
its Consumer Products segrnent) but
for 2 broad-based cost cutting effort.
When coupled with a comipeting
exchangc offer for a subsantial por-
tion of its own outstanding shares,
Carbide's plan of action would have
required GAF to substantially
increase its offzr in ovder to have had
a realistic chance of success Under
the circumstances, GAF dete mined
that it was not in the interests of its
sharcholders to continue to compete
against Carbide’s own exchange
offer.

GAF instead tendered its own Car-
bide shares into the ccmpany’s
cxchange offer, exchanging almost
oue-half of its position for a package
of cash and securities having an
approximase value of $85 per share.
With respect to the shares taken in the
exchange offer, GAF expecis to
record, in the quarter ending March
31, 1986, a pre-tax gain of approxi-
mately $90 million and an aftei-tax
gain of approximately 8§81 milhon, or
$4.50 per share of GAF common
stock. GAF will continue “o retain
approximately 3.2 million shares of
Union Carbide, consisting, of 1£.6%
of Carbide's outstanding shares, and
viill determune ata later une whether
it wishes to rerew its tender ofter or
pursie other alternative courses ot
acnan,

The determination to wichdraw
GAF's offer for Union Carbide was in
keeping witk: the Company’s acquisi-
tion philosophy, as outlined in my
August 19, 1985, letter to you:

“You can be assured rhat neither
GAF's Board not its management is
mesmerized by the thought of build-
ing imposing empires or increasing
the size of GAF fur the sake of sheer
size. Quite to the contrary, we interd
in our investment outlook to bring to
bear the same bottom-line orientation
which the Company applies on 2 day-
ro-day basis to the operation of its
business. [n so doing, our criterion
for expansion at GAF will continue to
be meas .red in terms of maximum
return on capital, contribution to
earnings, and enhancement of share-
holder values.”

Although GAF fell short of its goal
to acquire Union Carbide, its invest-
ment has been a financially successful
on¢. Based upon the current market
pricc of Union Carbide's shares, GAF
has pre-tax realized and unrealized
gains, after expenses, of approxi-~
matcly 8175 milliou. Morcover, GAF
can derive satisfaction from the fact
that it has not only done well for its
own sharcholders vut has succeeded
in creating for Ca<bide shareholders
morc than $3 billion of increased
sharcholder valus. Finallv, GAF
expects to maintain its ownershp
intercst in Union Carbide. As that
compa +’s major sharcholder, we
intend 1o closcly monitar further
devzlopments and have retained tise
flexibility to pursue ar z later titne
whaever course of action we dicter-
minc to be in GAF's best interest.

Prospects (or 1988

As we move iaro 1986, GAF's two
principal businesses continue to out-
perform the industries in waich they
operate. Although GAF ser ves sev-
eral markets which currentiy suffer
from less than robust cconcemic con-
ditions, I .ievertheless have every




confidence that we can continue to
improve the profitability of the Cor-
Qoration and register substantial year-
to-year carnings increases in 1986.

As for the Company's Chemicals
Division, we anticipate another out-
sranding year. In this regard, results
sheuld be favorably influenced this
year b ; expansions of our production
cx acity, niew product development,
a lc we- dollar, the anticipated re-
bo. 1 of a numbci of end user mar-
‘zet=. such as electronics, plastics. and
maguetic wire coating, and increased
matlkering penetration in areas of the
world whose potential we have not
yet begun to tap. In this latter connec-
tion . results thus far provide suffi-
cient basis to expect that international
profits will make ar: even more sig-
nificant contribution to the Division's
overall performance in 1986,

With regard to the Company's
Building Materials Division, while
op:rating profits were sharply higher

“an those of the previovs year,

‘he busingss is still far from achiev-
ing acceptable returns on capital.
Although GAF in 1985 managed to
improve market share and sharply
reouc its cost of doing business at
both 1dmiinistrative and plant levels,
its efiorts to achieve greater profit-
ability werc inhibited by continued
erosion of pricing ui the roofing
materials indusery. In t!'is zonnection,
current prices for GAF's roofing

roducts have now fallen v a point
ge\ow 1979 levels as ar -z ot indus-
trv-wide overcapacity. a coendition
v ich has persisted for quite some
t. 1, Althougn 1985 witnessed 2
nuraber of plant closings which oper-
ated i 1emo v« capacity trom the
industry, and while it would appear
that roofing prices have auicast stabi-
lize.l over the period of the past
ninety Jays. it is still too early to tell
wheth.r pricing will return to ai least
some scinblance of normalcy in the
current year, I any event, we remain
confident that GAF's building materi-
als business can continue to effec-
tivelv compete in a challenging

environment, and that 1985 results
will demonstrate further improve-
ments over the prior year.

Ackrowledgments

GAF's record of 2ccomplishment
over the past year was attributable to
ths exemplary efforts of so many
members of the GAF community,
and I am delighted to take public cog-
nizance of their many contributions
to the success of our common
endeavor.

I would firse acknowledge the piv-
otal role played by GAF's Board of
Dircctors. Through a willingness to
analyze, exaimine, question, deliber-
ate, disagree. and finally arriveata
conscnsus, sometimes after recon-
ciliation of differences, cach of our
directors has made an inestimable
contribution to the affairs of the Cor-
poration. This is so not oniy because
of the wisdom of their advice and
counsel in the formulation and estab-
lishment of policies from which
GAF's exccutive direction has
stemmed, hut aiso because of the con-
stancy of Board support for both the
endeavors and fundamental principles
of our Corporation.

Foreinost among the causal factors
in what we have achicved at GAF
over the past two years has been, and
cotitinues to be, my fellow GAF
emplnyees. As Chief Executive, |
consider myself fortunate to be asso-
cated with so many hard working,
deaicated, and loyal emplayees wﬁo
agprc-xch their responsibilities and
share the objectives of GAF's senior
raanagemeci ¢ with such an extraordi-
nary degree of mitensity.

On a related note, itis worthy of
mention that more than 25% of our
entire employee population—sala-
ncd, hourly, union and non~union—
ar¢ sharcholdess nf the Corporation.
The degrec of employee purticipation
in the ownerchip of GAF is highly
urrusnal, if not unique, in corporate
expesience and has contributed in no
smali measure to the creation at GAF

of a enrperate ethic in which employ-
ees treat the Corporation's money as
if it were their own—as, in fact, it is!

And, finally, I would express my
gratitude to our sharcholders for their
continued support and encourage-
ment. It has been and is no secret that
I care for and about my fellow GAF
sharcholders, and that our philosophy
of management at GAF emanates
from a clear view of for whom and by
whom corporate managemerit is
cmployed. While it is ever the role of
the Chief Executive and the Board of
Directors to reconcile the many com-
peting interests of those in the GAF
community ac large, it is our simple
credo that only through susain
achievement for the Company's
sharcholders can we assure the well-
being of our employees, customers,
suppliers, lenders, and communities
in which GAF does business. And it is
therefore with no small measure of
pride that I recount the fact that over
the period of the two years of new
management’s term of oftice we have
mnanaged, by virtue of our efforts, to
increase sharcholder wealth by more
than $900 million.

We trust that we can continuc to
report such favorable developments
in the ccming year.

Sincerely,

-

Sainuel J. Heynian
Chairrnan of the Board
and Chicef Exccutive Officer

March 17, 1986







AF's worldwide specialty
chemicals business achieved record
profits in 1985, Division income
reached $92.6 million, a 17% gain
over the previous vear. Sales increased
to $364.4 million from $357.2 million -
in {984, Results in both years include
income from GAF's 30-percent-
owned foreign chemicals manutac-
turing and sales company, GAF-Hiils
Chemie GmbH.

Domuestic operatung income rose to
$64.8 million in 1985, 2 17% gain
over the year-carlier level of §33.3
million. Domestic sales increased
from $260.9 mullion 10 $264.7 mil-
lion, retlecting increased market
penctration for virtally all major
product hines which was partially off-
set by reduced selling prices. Despiee
the continued scrength of the dollar
through waosr of the vear, interna-
tonal profits increased (- .m §23.7
million in 1984 to $27.% million in
1985, while meernational sales for the
1985 year were $99.7 million com-
pared 1o $96.3 muition m the previous
vear. The Drvision's overall protic
performance resulted in part trom
improved product mix as well as the
successtul implementation of a wide
variety of programs to dtut manu-
facturing erticiencies snd cnorgy
cost reductions,

Che Chemicals Divison produces
three major groups or specialty chem-
1eals at ive domesnie (aailities—acety-
lene derivatives an 1§ surtace s tor
markees i 72 councrics around the
world and engineenirg plastics tor
muarkees located principally in the
United Seaces and Canada. A tourth
product hine, mineral rooting gran-
ules, iy manataciured at tour domesti:
plants and sold to .uph.nh munm.,
manutacturens nattonwide inclading
GAFN own Dhuldig Marenals Divi-
ston Fhese pebble-hike granules are
develoved from specally seleaed
rock and dre guaoed, crushed,
ceated, and h(‘.lt-pr-lw\,\n‘d h_\' GAL
HHOSCU=CCR U _\:I‘.H)Ulk'\ Iy ntore

than 20 colors

Acctviens denvatives

GAF's line of more than 70 differ-
ent acetylene derivatives experienced
sigruticant growth in 1985. The
Company's strength in acetylene
derivatives—as evidenced inits tech-
nology, multi-source plants, broad
product line, application rescarch,
and dedication 1o qualicy—has
resulted in increased demand for the
Company's existing products and the
successfui introduction of new and
1mproved product..

Sales of butanediol to producers of
thermoplastic engincering plastics
increased substantially in 1985, These
plastics arc finding increasing applica-
tion in the automotive, electronics,
and appliance industnes. In addition,
sales of butanediol for urethine and
plasticizer end-uses continued to meet
ncreased customer demand.

GAF's wervlene-derived solvents,
M-Pyrof! BLO* and THE* demon-

.
wines ree

strated cortinued growth by pene-
tratiny specialty solvent markets,
where high performance and safety
are critical requirements.

Major petroleum refining compan-
ies stepped up their demand for M.
Pyrol, GAF's super-safe solvent. This
growing demand was ateributable to
increased recognition of the product’s
superior performance characteristics.
in terms of both cost efficiency and
environmental safety, in the extrac-
rion of automotive lubrication oil.

As a result, M-Pyrol has virtually

replaced phenol solvent in this petro-

lerrm retining application. M-Pyroi

also made further inroads this past

year in markets previously dominated

by furfural. another widely used
.exrraction solvent.

Applications for acerylenic solvents
continued to expand as a result of
both restrictions placed on exposure
to chlorinated solvents in a variery of
applicaticns and action taken by the
United States Environmental Protec-
non Agency in 1984 granting M-
Pyrol excimpt status for use m
ag:iculture. M-Pyrol is especially
sutable tor use in the agricultural
market because of the latter's require-
ment for improved satety charactens-
e in connection with products used
in herbicides, pesticides, nsecucides,
and fungicides.

GAF chemicais and poly-
mers are increasingly
used in a grest variety
of pharmacsulica! and
haaltheare producls.
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Laboratary distiflation
equipment is enployed
for i fundamental
study o! the arganic
reactions leading lo GAF
specialty chemical
products.

Sales of nixatve polymers o the
haircare market reached subsaantialiv
bwher leveivin 1985 GAE s Gatquat®
polviners guned increas d acceptanee
B sevhng products such w nioasses.
Harr mousses have beon one oi the
Lastes. wrownwing new g roducts to
reach the burcare markerin more
thana decade.

Gantrez® resis, used extensively i
© hair prava, continued 1o maintan
thewr nuarket leadeeship . Gathx® V-
C 7L aaew generation polveten was
witroduced during the sear. thereby
sexpandimge GAES product hne i the
. har evaave market,

GAES e of Polyplasdone* disin-
reerants, used by rgor drug manu-
tacturers around the world tor
charnaceutcal wiblees, reaistered
mncrvased sales prowth st sear. [n
order tosatsny raprdiv groswing
demaad tor Polvplasdone dismite-
Cgrants and Polvelar s GAE expanded
1S production capacies it che Comga-
oS Cavert Gy Kentucky tacthey
Polvplasdene demtesrants are used
primardy e pharmacenncal thlens,
wiide Polvelar s eonploved as ostita-
bzer and vlantvae agentin the pro-
duction arbeer, wine, trait jun e,
anrd aehier beveraves

New product apphaanons con-
eributed o increased demand tor
Plisdoret exapienes in dhe pharima-

ceunicals industry. Onesuch suceess-
tul developmient has beent the use of
Plasdone exeipients in new traansder-
mal devices to provide constant,
controlled-release medication over
fengehy periods of ame. Plasdone
exctprents are abo emploved as bind-
ers tor drug and vitamm tablets i
both dhie medical and vetertary
markets.

GAF expenenced aigntticant
oM it sales ot surtactanes,
oneivadistendimg the tacr that the
orverall surtacane market reaastered

The GAF family ol spe-
Cialty chemicals and
polymers are incorpo-

raled info the produsts of
mos! high growth indus-

Y tries: pharmaceuticals.
cosmetics. household
indusirial and instity-

components.

7 register strong sales to the houschold

Cculurd market.

liunal, aulomotive, ar:d
elnclronic and eleclrical

Expanded manulacturing
facilities for "Polyplas-
done’” and “'Polyclar,”
key acelylene-based
palymers used in phar-
maceutical formulations
and as clariliers in the
beverage industry.

v

tlat sales m 1983 4 compared o the
previous vear. GAF'S positive per-
tormance was attribucable to
expanded applications tor existing
products, new product applications.
and improved market penctration.
GAF s surtactants include dhe
Igepal® series of alkyiphenol athoyy-
lated nomonics and the Ahpal? Gatac?
and Igepon® sertes of anianic surfac- |
tants. Several new Alipal surtactants
were developed during 1985 which
expart ded our sales to customiers pro-
du myg Lates bases tor paintand spe-
Sralized coatmgs. {gepals conanued o

cleaner and agnicultural chemical
muarkets. The demand tor Gatae as
resin enulsifiers and Tuepals as demk-
g chenmicals remaned strong, not-
withstanding the eftect of mereased
torcign competinon i the paper
mdusery in dhe Umited States
GAF<gepon hne of surtactanas

. S !
contisued WA INCTCANNE USe H

the cosmeties nurket. luepon AC-TS
i a widely used prodecta none !
manitacturers of lowarnaoon
svnehetic sap bars aind ather new
toiletry produces, Inaddinon, other
surtactants, such as lgepon 1207, '
experienced higher sales o the agn-

Sales of carbonvlror pow ders.
althotgh adversedy aftected by the

“downturn i the dectronnos induosery.

exvertvtced inereased demand i the
derense and poswdered metaliurgy !
wdustries

GAL engincermy thermoplasue
busipess o terms ot s sales tor anto-

Cmatnve and extrusion applic ions,

contimuad i arow th pateen o JURS,
W hude the electocal dlectronies mar-
Ketswere d~:pra'\wd J\ll’lll_\'_ st of
the 1na s car salesomn bhath theae soc-
tor nnproved de e the lacer pan
acthe verr as naventtaies were
redoced nd customier demand began
{w I«'|‘--und

A e o spmbicant develop-
et o arted e Py awch b Jhoghd
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- Scanning electror

" microscopy, here used
to characlerize carbony/!

. Iron powder (inset).
5000X magnificaiion
of Type SF malerial
employsd in the fabrica-
tion of electronics parts.

enable GAF to continug its rapid
expansion of this business in the com-
ing vear:

* Gatite®* PBT alloys have been
widely accepted for use in auto igni-
tion applications. where thereisa
premium on excellent electrical per-
formance and smooth surface finish,

» A UV stabilized Gatite PBT mate-
rial has been developed for applica-
tions exposed to extremie direct
sunlight. In addition, expanded appli-
cations for pigmented parts requiring
UV protection are presently being
developed.

* A foamable PBT gradc is scheduled
for market introduction in 1986, This
new material offers potential for
weight reduction while retaining the
excellent combination of properties
associated with convenuonal PBT.

* New high impact PBT materials
have been developed and are now
being markered to the electrical/elec-
tronic connector market.

« Similar technology has been utilized
to provide high impact alloys of PBT
far use In CXEETIOr AUTOMOLIVE parts,

» New grades of Gaflex! thermoplas-
tic polyester elastomers, were tirst
introduced in 1985, while the entire
Gatlex line1s finding expanding
applications where resistance to
taugue, corrosion, and temperatuse
extremios i required.

Mineral Preducts

GAF's granules business repstered
mcreased sales during 1983, despite
the lack of industry-wide yrowth m
asphaltshingle shipments In order to
satisty mereased customer demand,
production capaciey was expanded at
our Blue Ridge Sumnue, Pennsylva-
maand Arnapolis, Missoun glanes
during the pasr year.

The Division's granules basiness
continued to benefie from the cur-
rent trend amang roouting manufac-
tarers ta canveet pmdurnnn o gl.l\\

Lad -

fiber substrate, the glass product
requiring morc granules per unit of
asphalt roofing. In addition, the
increased popularity of three-dimen-
sional shingles which simulate wo.sd,
such as GAF's premium Titnberline®
shingle, has resulted in increased
granules demand on account of the
fact that they require 30% more gran-
ules than lower-cost, commodity
shingles,

international

Plespite the continued strength
of the dollar through the wreater part
of the year, infermational provirs
increased trom $23.7 million ¢o §27.8
million for the 1985 vear, while sales
were $U9.7 million versus $96.3 nul-
lion i 1984, In achicving record
resules, GAF'S inernational chemi-
cals business accounted tor 27% of
the Company's total chemicals sales
whitle contributing 30% of the
Division’s profits.

The Chen deals Divivion's interna-
tional business is conducted by 13
subaidiary companies throughout e
workd and chrough distnbutors
those countnies which do norhave a
GAFsubswidiaey. Kev produce tor
meernational markets are cetylene
derivatives, surtuctants, and 4 range

» A
P A e e S

of pressure-vessel filter systems,
These filter products are manufac-
tured in Belgium, Germany, Br -il,
and Canada for use in the filtratien of
procuss liquids in industries, such as
chemicals, pharmaceuticals, paints,
and beverages, GAF is recognized as a
market leader in this product line.
The Company participates in a
jont venture operation in Marl, West
Germany. GARRHIls Chemie GinbH.

CHEMICALS INCOMF.

of 1 Malkon:
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GAF specialty surfac-
lants are widely used in
a broad line of house-
hold products.

GAF-Hiils manufactures butanediol
and tetrahydrofuran (THF), a chemi-
cal intermediate and solvent, respec-
tively. These products are marketed
throughout Europe by both the GAF
sales force and GAF-Hiils. The joint
venture manufacturing facility is cur-
rently undergoing a major expansion
ot its present capacity. This expan-
sion, scheduled for completion

in nud-1986, will enable GAF 1o
increase market penctration in not
only Europe but in export markets
throughout the world, such as the
North Pacific.

International operations are divided
into four geographic regional unirs,
the largest of which is the European
region. The European unit has
responsibility tor the Middle Ease,
Africa, and the Indian subcontinent,
as well as all European markets. Sales
in the European region for 1985
increased by moie than 8% over 1984
levels, noewithstanding the continued
strengrh of the dollar during most of
the year.

Plasdone and Polyplasdone in the
pharmaceutical industry and Polyclar
n the brewing industry continued to
cxperience strong overseas demand,
GAF maintamed its position as a lead-
ing supplicr to the hair care mdustry

through increased sales of Gafquat
and other poly mers used in styling
mousses, 2 very important market
segment in Weseern Europe and a
growth arca in other parts of the
world as well. Sales of BLO, THF
and buzenediol for agricultural for-
mulations continued their strong
growth patterns in 1985,

Western Hemisphere sales
increased by more than 8% in 1945,
despite the adverse impactofhigh
infiatiorn rates and continued currency
Jdevaluations in mose Latin American
countrics. GAF operates throuzh
subsidaries in Canada, Brazil, and
Muxico and through distributors in
other countrivs i that region. A
strong performance was recorded
throughout the Hennsphere by
G AF'S hlter business and sales of

praprpIrpa—.

GAF speciuity chamicals
play a key role in the
manulactire of pharma-
ceulical, cosm3lig, and
industris: products in
Japan and the North
Pacilic.

OAF's growing interna-
lional presence—includ-
Ing the Australasia and
North Pacilie regions —
offer new and expanding
markel opporlunitles,

polyniers to the pharmaceutical and
hair carc industrics,

The Australasian region experi-
enced Jower UL S. dollar sales in 1985,
boch as a result of the recession in the
clectronics industry which severely
itmpacted the Company's operations
in Southeast Asia, and also ductoa
25% decline in the exchange rate of
the Australian dollar. GAF is a fead-
ing supplier in that part of the world
of M-Pyrol, which s usced exten-
sively in semiconductor microchip
production. Partially offsecting the
decline were strong advances in poly-
mers to the hair care industry, where
Australasian markets are now adopt-
ing tormulations similar to those
already widely accepted in Europe
ind the United States,

Sales in the North Pacific region
tor 1985 increased by 10% over 1984.
largely on accovat of significant unic
volume incroases in acetylenic deriva-
uves. Lower sales of M-Pyrol, result-
ing from the depressed state of the
senn-conductor industry, were more
than offset by substanual increases i
the other acetylenic product lines and
new business in Korea and the Peo-
ples Republic of China,

Reseaccle aad Pevelep nent

GAF's research and development
acuivities received increased attertion
and cmphasis 1 1983, Research and
developmienc expenditures tor 1983
mereased 20% over 1984 fevels and
retlect management's strateyic com-
nutment to the development ot
expanded specialty product lmes and
newW systems,

Thirty addiional saentists, engi-
neers, and sappore personnel were
added to che research stattin 1983,
and GAFS expanded rescarch and
development statt s now devoung an
mereasing portion of it thine to the
development af new produces for the
Company'’s strongest groweh nar-
hets. Amony the new products GAL
mtradiced ths Pt vaear were.

o A new yencration ol e fisaoves
hased on G AEdey L‘lnpr\i u\hnulng\

Pour e aed crelino ol O Thods




markefs.
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innovative materials exhibit superior
holding properties, are compatible
with other solvents, and are uniquely
water soluble.

* New thermoplastic polymer blends,
including light-stable formulations
for rugged applicatons such as under-
sea oil and gas drilling components,
high-impact, flame-retarant materi-
als for electronics applications, and a
new high-impact plastic polyblend
designed for usc in the huge automo-
tive body pancl market.

* A new family ot low-foaming, high
detergency surfactants for house-
hold and industrial uses based on an
organic synthesis technology devel-
oped by GAE

* Improved grades of Gaflex® therma-
plastic elastomers, including 2 more
flexible, blow-molding grade¢ and a
heat-stabilized version for automotive
apolications such as protective com-
ponent coverings. These new cus-
tormzed plastics systems provide
opportunities in other expanding
market sectors as well.

GAF has also undertaken extensive
development work in the biopharma-
ceutical area in connection with a num-
ber of new products and appiications.
and is developing newer technalo-
gies and product lines, based on pro-
prictary GAF chemistry, which offer
eXCHILg opportuLities for grovth,
Mareover, these potential markees
can casily e exploity 3 oy GAF be-
cause of e Compans '\ combination
of chenucal expera. e 2y abecation de-
velopmentskills, and strong rechmical
service and niarkenng « entation:

B GAF Iy dready 4t jor factorin the
pharmaceaneal induscry, where its
Plasdon: acetvlene-based polviners
have tound increasing Jpcjiuunn as
components i the cancrolled release
of medicazion. Contributing to GAF'
stronyg presence e pharmaceu-
tical ared are 1ts surtactants, which
are under active study ina nuber of
Laboratones as potentially nignificant
vincrdes

GAF angineering plas-
tics and elastomers—
major msteriais used in
the dysamic sutormo-
tive, electronics, elactric,
and hoina appliaxe

& New controilcd-release s ystems are
in the developmuntal stage it GAF as
well. These include materials as carri-
ers or complexing agents for anribiot-
ics and anu-tumor medicinals, a new
application which cepitalizes on the
unusual ability of these substances ta
solubilize « variery of normally insol-
uble druus for etfecrive treatment o’
discases.

# GAF has developra a new class of
specialty acetylenic-based molecules,
designed for use not only as pracess-
ing aids in the hiosynthesis of com-
plex drugs but 50 4:50 a8 carriers for

i normally msolable i uve ingredieaes
i cennzetion with cosmetic and agri-
I culeural applications.

!

in a wholly separate area, GAF has
developed a non-silver imaging tech-
nique that aftords bagh resolution
photographs directly from electron

oeant sigials, This

system s destzned tor apphcations
where rap d printout of data s an
important canstderation, such as

aeisie explaration
COMIIUTTIS IO

The cosmetics markst—
one of the larger users
0ol GAF spacisily surfae-
toats and pelyrers

ror hair sprays and
MOUSIS, ShEmpace,
ad pois.

rocessless, dry

and business
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] he Building Macerials Division
posted its second consecutive year of
sharply improved profies, with Divie
s.on income inc-easing 85% to $20.1
miiiion frows $30.9 mallion in 1984,
1985°s profit perforniance represented
the Division's best year since 1979,
Sales in 1985, reflecting lower prices
for the Company's products, were
$363.9 million versues §370.8 midion
ir che previous year.

The continued wirnaround in the
profitability of the Building Materials
Division was attributable 1o an
improved product mix, ¢xpanded
product haes, and manufacturing
efficicncies. The siguificant improve-
ment in the Division’s performance
was achieved norwithstanding severe
compentve prosaures in the indusery,
which continued to exert downward
pressure on prices throughout mast
of the vear.

H T

Acquration af Reichheld Chemi-
cabs" Glass Fiber Iivision o 1985 was
anumportane scep in GAFY strategi
plan to achieve vertical integranon of
ity raOfing Manulaceiring Operations.
The acquisinon included manutactur-
iy and researeh and development
tacthities in Nashuville, Tennessee and
lewmdale, California, which are now
exclistvely devated o the producoon
ot chopped glass Niber for matsub-
strate wed i chie Campany™s roofing
preducts The Rechhold acquisition
was desiyned o canure vreased vone-
tral over the Pviean’s nuanutsctn-
B 0% as wecthas to enhance GATS
n-rulnlu_v o Hupphier. With iy own
capenn supphy ofgplass fiber, wlass
mat, and roafing granules, GAE i
nos the mosg tully imtegrated rooting
e utacrarer i the indusiry.

GAL commpleted during the pase
vear s istantial capitl \pvnu{:ng
progran, sk meluded not enly an
CNPATION b g aiaceunng il
1 m bonta, Calitorng batthe

implemeniation of improved manu-
facturing fecilities at the Divis‘or's
thirteen manufaceuring facilicies. Asa
resule of tnis capital progran and the
Davision's extensive effort to substan-
tially reduce sts ro<t of proJuction,
GAF has become one of the jowest
cost producess of any major partici-
pant in the industry.

Hoatde naiae ool sy

Inrreased sales of GAF's rosidential
roafing produces in 1945 resuired
tfrom higher resrooting demand as
well as the healthy pace ot new home
construction, both vt which benetited
from lower interest rates,

The Company’™s performance was
highhghted by record desiand tor

Timberline®, GAF's premivm roofing
product. Timberline shingles are a
three-diraensional, laminated product
offering a Class A fire rating and 2
IC-year himited warranty. GAF has
wccelerated its marketing efforts to
reintorce Timbedine's position ax the
in'ustry’s "rop of the market” prod-
uct. As a resulr, dralers, contraceors
and architects are recommending
Timberline, and an increasing num-
ber of homeowners are switching to
‘Timberline as a replacement rooting
product in order to improve the
appearance, and enhance the value, of
their hoines,

Roval Sovereign’ CAF's newes:
resideatial rooting product, experi-
enced increased customer demand
durisg the vear, Royal Soveraign. a
durable residential shingle, is
designed to capitalize on the "middle
markes” tor qualiey shingles at 4 just
slighdy higher pnice *han stand:-rd
shingles, This new high-perform-
anee, designer-created product has
already expernience 4 rapidly increas-
g sales and s expeceed o be a more
substancial profic contributor in 1UR6.
Thiv excuting new product i oftered
w3 widv range of volars an d features
@ 25-veas limited warraney.

Timberine, Roye!
Sovereipn sod Sentinel

am



Glass mal manulacluring
machine 31 GAF's
Chester, South Carolina,
reoling producis plant.

Eapasiesc ol the GAN funee
Progism vontnbuted o the Compa-
s P33 sales inprovenent. s
mnovative phin cnables costomers

Cperrchasimye Fanberhine and ovhes

VAL produces to nbonn prompeand
vasy o iproaemient oanson

“oompeniive tenns Inaddimon to s
tavarabbe mopacton sales, the GAJ

Fuvaoee Progeam has enabled GAF o
strengthon sts relagomshipy with root-
WL L onEra bors o reoss the countey,

Ceatelas® PIv 3 contiaied wo oz
avvvptance by roofim contractors
I ase afthe ;‘h‘d\l\'(.\ sUpT b
handbing Charactenstes and -
plave pertozsinane Phaher sales were

Crevonded by #TAL r.lf._L'l.l\‘ Hise,

asphuad-cnmted glase tiber prsding

Cised s enderbas saene for Larnge, 1t

conninnes al roate, whioh Wwas e
vuved o the markeo e s

Av i sultog the CNPANON Of Pros
oty apaciy At G A S Fontana,
Calitorua s ditn e as eypected thae
the Companny wd boan o positon e
Wi fvase H share of the omnceraald
tootinng atket for the Calitormg
fodhion 1 the conngg Vo

GAL developed and broughi o

ket i the bisrer part g 193

. Hubwerond MBS 4maodiied itaien
Cangde-phy roating svseem fhisesae-
S new gddiion o GAL S lige o

o bl fooning produs oot rers
the by antages o improsed e G-
HA L vase ot Lpepitoation, il vosterh-
vty e deselopanent miarks the
shaephy i reased compmntent on tha
part ot GAF o catabsiinhaitwin as th
promct suppher ot cannetoad foor-
Wiyt ]"\'\hlt i~ R\il‘\‘hlh' ASTEETS hvm.{

GAF 1 laaging commar
¢lal rooling products
incluge Gatgias Siy 4.
+ 75 Galgros Base
Sheet. Galglas Sirale:
ven!, ant Ruberoid MB.

Packaged ssphsll is pro-
dui:sd 8l the Company's
rooting products plant in
Tempa, Flcrids.

$omarheted thas \ear lhru\lgh 4 pramuo-
; tonal campaigns testormg the theme
1 o1 Rutberond's Jooth anmversars, th
long-estabhished Ruberond rooting
Bustiess baving been acginre. by
GAL T

Phe Diomon's research and devel-
aptient deparanent plaved anever
pvreasi role this past vear im s
contnbution tathy i reased prodine.
uve Cency of GAE'S roofing man-
utactinng favilites amid the dovels
spient ot mproved mcthads i
the wnbzanum of busic raw matenals.
Iighs fiter conpveton, resvarch and
Eadevolopnient sctinaey foviised on new
Pevchinhoativs to onhanee the perhorme
Eame on glass rarmndanions, glase mo

provesma, and sphabc aannee
A i ant portion of deseanch
Cand devchipment fesuroes was gl -
Joscind i PINS o the dev ciap sy g

e sk anpreved g B i

o e B Grod ML GA Cpradine
witresJue feoss ghas st vear o bndedt

o Anes asphaltebed un ol
pvnt tor teadeutal smgles th
pnproved vapor ctansitison st
supesiar dimensicnad staiubao Charac
I T I TR
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

CAF Corporaticn

L .-

Financial Condition

Record earnings and significant increases in cash flow
from operations substantially improved the Company's
financial condition during 1985. The Company's cash flow
from operations improved an additional $20 million (25%)
in 19535 to $100.3 miilion after 2 $38.5 million {(92%)
increase in 1984. Total working capital increased $36.4 mil-
lion (26%) to $177.1 million after a $47.5 million (51%)

jump in 1984, while total assets increased $426.9 million

(549%) in 1985 to $879.2 million.

The increased asset base in 1985 principally reflects the
Company's $405.4 million invéstinent in 6,728 000 shares
of Union Carbide common stock. See Note 5 to Consoli-
dzted Financial Statements. The Company has pre-tax real-
izea 2nd unrealized gains, afcer expenses, of approximately
$175 miiliou " om this investiment based on market prices as
of February 78, 1986.

In June 1985, the Company issucd $150 million in 11%/3%
senior subordinated notes. This financing and other new
industrial revenue bonds issued during 1985 increased the
Company’s percent of debt to debt plus equity, from 29.4%
at December 31, 1984, to 55.7% in 1985. As a result, inter-
est expense was $19.8 million in 1985 as compared with $9.i
million in i984. However, the added inierest expense was
more than ofiset by $22. 4 million in investinent income.

The Company has a $50 million revclving eredic faciliey
and additions! short-term lines of credit, of which approxi-
mately $23 miliion and $67.5 million, respectively, were
unused at December 31, 1985. Sce Note 6 to Coasolidated
Financial Statements.

The Company in 1985 calicd for redemption all of its
outstanding shares of $1. 20 convertible preferred stock.
Shareholders converted 2,324,553 shares of preferred stock
into 2,905,144 shares of common stock, and the Compar.v
redeemed 111,033 shares of preterred stock at a price of
$27.50 plus accraed dividends.

The Company, on May 1C, 1985, acquired glass fiber
manufacturing ')JCilitieS in Nashville, Tennessee and Irwin-
dale, California from Reichhold Chemicals, Inc. for $9.25
million. The Company is now using these facilitics to man-
ufacture chopped glass fiber for mat substrate used in
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GAF's roofing products. As a result of this acquisition,
GAF has become the ziost fully integrzted roofing manu-
facturer in the industry, with a captive supply of glass mat,
roofing granules, and now glass fiber. Financing for the
acquisition and related subsequent capital expansion pro-
grams was obtained from the issuance of two industrial
revenue bonds in the aggregate amount of $13.5 million,
with interest rates at substantially less than the prime rate.

The Company's capital expenditures increased signifi-
cantly in 1985 to $47.2 million, as compared with $17.9 mil-
lion in 1984. The increased capital outlays were part of the
$118 million capital expansion program announced in the
fourth quarter of 1984 to substantially increase production
capacity at several of the Company’s domestic and foreign
operations,

The capital expenditure program in 1986 will be financed
from the proceeds of the industzial revenue bonds, internal
cash flow and outside bank borrowings as necsssary. As of
the ena of 1985, the Company had commitments of $9.4
million for approved capital expenditures. Commimments
under various capital and operating Jease obligations are
detailed in Note 11 to Consolidated Financial Statements.

Results of Operations

GAF in 1985 recorded the highest eacnings in its history,
both in terms of net incoine and income before extraordi-
nary credits. The $54.3 million income before extraordi-
nary credits was 32% higher than the previous high of $41
million set in 1984, and represented an $83.5 nuillion swing
irom 2 loss of $29.2 million in 1983, Operating inconic
from the Chemicals Division and GAF Broadcasting
reached record levels, while the Building Materials Divi-
sion recorded its best year since 1979, _

Division income improved mor« than 25% in 1985 to
$113.8 million, retlecting a 17% iucrease in Chemicals prof-
its from §79 niliion to $92.6 rillion, an 85% increase in
Building Materials profits from $10.9 million *o $20.1 mil-
lion, an-1a S8% increase in GAF Broadcasting profits from
$0.7 million to 81.1 mufliors. Division income in 1984 had
ncarly tripled over 1983 levels to $%).6 mullion as a result of
22% higher Chemicals profits and a $45.4 miliion turn-
around in Building Materials to 3 profit of $10.9 inillion.
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Consolidated sales increased slightly in 1985 to $732
million after increases of $31.9 million (4.6%) in 1984 and
$76.2 million (12.2%) in 1933. Chemicals sales were up
$7.2 million (2%) in 1985, reflecting higher unit sales and
increased market penetration for all major product lines,
after a 1984 sales increase of $34 mi'lion (10.5%). Building
Matecials sales of $363.9 million were lower by $6.9 miliion
(:1%.) in 1985, reflecting a substantial increase in residential
roofing unit sales being more than offset by reduced selling
prices, resulting from the idustry’s continuing competitive
pricing structure, and lowe: unit sales of commercial roof-
ing and insulation. Sales were $370.8 million in 1984 and
$373.2 million in 1983,

Consolidated operating ir.come for 1985 of $87.9 million
tepresents an increase of 41% from last year’s $62.2 miliion
and a $60.1 million (216%) improvement over 1983 operat-
ing income of $27.8 million, (gross profit margin, which
was 20.7% in 1983, increasec! to 24.9% and 29.8% in 1984
and 1985, respectively, as a result of cost control measures
implemented by new management in 1984,

‘The Chemicals Division reported record high profits in
1985 of $92 6 million, a 17% increase over the previous
high of $79 million for the year 1984 which, in turn, was
22% higher than 1983 results. Operating margins in 1985,
1984 and 1983 were 25.4%, 2...1% 2nd 20%, respectively.
The Division continued ro show an increasingly high pre-
tax aperating return on assets, with a return of 42.6%,
38.8% and 32.6%, respectively, for the years 1985, 1984
and 1683,

The Chemicals Division’s record performance resulted
from increased manufacturing efficiencies, the continuation
of a rigid cost control program, and higher unit sales in all
major groduct lizes. The Division's international opera-
nons made an important contribution to this strong per-
formaice, despite the continued strength of the U.5. dollar
throughout most of the past year, reporting higher sales
and improved profits. International sales increased 3.4% in
1985 after an increase of 12.7% in 1984, while profits,
which include GAF's 50% equity in its jaint venture manu-
facturing operation, increased 17.3% in 1985 and 3% in
1984 as compared with 1983.

ln two years, the Building Materials Division has
recorded a $54.6 million swing in operating results toa
profit of $20.1 milliun in 1985, up 85% from $10.9 million
in 1984, and from a loss of $34.5 million in 1983. This per-
formance has been achieved through major cost cutting and
production efficiency programs. The Division has bene-
fited from increased sales volumes in residential roofing, a
morc favorable product mix as a result of increased sales of
Timberline® and Royal Sovereign®, the closing of three
unprofitable plants in 1984, and the effect of full conversion
in 1984 from organic to glass fiber roofiug production. The
programs described have: enabled GAF to become one of
the lowest cost producers in the industry. After three con-
secutive years of losses in 1981-1983, this turnaround has
cnabled the Division to show pre-tax operating returns on
assets of 10.4% and 6.9% in 1985 and 1984, respectively.
Management expects tts Divisic n to operate at increas-
ingly higher levels of profitability in the coming year.

Corporate operating expenses ‘vere reduced by $3.1 mil-
lion (16.8%) iri 1985, sfter a decre.ase of $4.2 million
(18.5%) in 1984 us compared with 1983. These reductions
were attributable to programs imjlemented in 1984 to
decentralize operations, reduce cor porate staffs, and relo-
cate the Company's corporate heacquarters. Interest
expense was $19.8 million in 1985 ..s compared with $9.1
million in 1984 and $16.3 million ir. 1983, The increase in
1985 primarily reflects the debt service on the Company's
senior subordinated notes which were issued in 1985, as
well as borrowinys in connection with the Company's
investment program. The added interesy expense was rmore
than offsct by $22.4 million in income on investments, as
detailed in Note 5 to Consolidated Financial Statements.

For a reviews of the effects of inflation on the Company's
financial statements, see Supplementary Data-Financial
Reporting and Changing Prices.

U &Y




2

REVIEW OF CONSOLIDATED FINANCIAL INFORMATION

GAF Corporation

. RN ———
Summary of Selected Financial Data
(Millions of Dollars, Except Per Share Amounts)
Year Ended Decerber 31 1985 1984 1983 1982 1981
WNet Customer Sales

Chemicals $364.4 $357.2 $323.2 $294.4 $300.8

Building Materials 3639 370.8 373.2 328.8 n.g

Broadcasting 3.7 3.3 3.0 —_ -
Consolidated Sales 732.0 731.3 699.4 623.2 t72.5
Division Income (Loss)

Chemicals 92.6 79.0 64.6 55.4 55.%

Building Materials 20.1 10.9 (34.5) (26.3) (38.6)

Broadcasting 1.1 0.7 0.5 — —_
Total 113.8 90.6 30.6 29.1 17.3
Income (Loss) From Continuing Operations 54.3 41.0 (29.2) 12.2 (28.2)
Eamings (Loss) Per Commou Share-~

Continuing Operations before Extraordinary Credits: Primary 3.14 2,62 (2.23) 64 (2.24)

Fully Diluted 3.01 2.30 (2.23) .70 (1.57)

Dividends Per Common Share .20 .10 .05 .50 .80
As of December 3!
Current Assets $428.7 $254.9 $220.9 $212.4 $337.3
Current Liabilities : 201.6 114.2 127.7 123.4 179.6
Working Capital 1771 140.7 93.2 89.0 157.7
Markerable Securities 202.2 — — — —_—
Property, Plant and Equipment—net 194.1 159.1 164.5 192.4 196.4
Total Asscts 879.2 452.3 414.3 468.3 559.8
Short-term Debt 115.4 6.5 3.7 7.8 174
Total Long-term Debt 259.0 82,8 88.8 157.1 215.6
Sharcholders’ Equity 298.2 214.0 169.8 181.9 134.7
Percent of Debt to Debt Plus Equity 55.7% 29,4% 41.3% 47.5% £3.4%

Market for Common Stock

As of February 28, 1986, the common stock price was $67'/4, and there were 22,368 holders of record of GAF's

auts:inding conunon stock. The following information pertains to the Comnpany's common stock, which is traded on the

New York Stock Exchangc.

Cash Dividends Per Common Share Price Range of Common Stock
1985 1984 1985 1984
High Low High Low
First Quarter $.05 $ — First Quarter $31% $24/4 $17%/4 $15
Second Nuarter .08 - Second Quarter 187 29/; 187 1512
Third Quancr .05 .05 Third Quarter Ky g/l 295 24'/a 1/5h
Fourch Quarter 08 .05 Fourth Quarter 70 36 25Y4 21




CONSGLIDATED STATEMENTS OF INCOME

GAF Corporation

e e S
( Thousands of Dollars, Except Per Share Amounts) I

Year Ended December 31 1965 1984 1983 |
Net Sales $731,962 $ 731,314 $699,39”
Costs und Expenses: '
Cost of Products Sold 513,813 548,967 554,876
Sclling, General and Administraive 130,206 120,139 116,703
Tota! Costs and Expenses 644,019 669,106 671,579
Opersting Income 87,943 62,208 27,818
Interest Expens.: (19,799) (9,143) (16,280)
Income on Investments (Note 5) 22,438 4,151 3,531
Other Expense—net (Note 2) (3,108) (2,598) (39.258)
Income (Loss) Before Income Taxes
and Extraordinary Credits 87,474 54,618 (24,189)
Income Taxes (Note 3) 33,178 13,572 5,010
Income (Loss) Before Extraordinary Credits 54,296 41,046 (29,199)
Extraordinary Credits (Notes 3 & 4) 23,285 15,656 25,358
Net Income (Loss) ' $ 77,581 $ 56,702 $ (3.841)

Earnings Per Comumon Share (Note 1):

Primary:
Before Extraordinary Credits $ 4 $ 26 $ (2.2
__Fxtraordinary Credits 1.% 1.08 1.76
Net Income (Los $ 4.5 s 370 $ (.47)
Fully DJuted:
Before Extraordinary Credits $ ot $ 2% $ (22D
Extraordinary Credits 1.29 .87 1.76
Net Income (Loss) $ 4.3 $ 317 $ (4D

Sece Noter ta Consolidated Finanicial Statemnents.




CONSOLIDATED BALANCE SHEETS

GAF Corporation

Sec Nates to Connolidated Finandial Scatements.

{ Thousands of Dollars)
Decemher 32 1985 1984
.

Curzent Assets

Cash $ 786 $ 16,186

Short-term investments (Note 5) 209,298 53,367

Accounts receivable, less reserve: 1985—85,142; 1984—-$5,426 109,580 95,139

Inventories (Note 1) 94,007 83,452

Other current assets 7,966 6,758
Total Current Assets 428,113 254,902
Marketsble Securities (Note 5) 202,229 ~—
Property, Plant and Equipment—net (Note 1) 194,086 159,115
Other Assets 84,146 28,286
Total Assets $579,174 $452,273
Liabiliiies snd Shareholders’ Equity
Current Liabilities

Short-term debt (Note 6) $115,380 % 06,461

Current maturities of long-term debt (Note 6) 10,122 10,278

Accounts payable 57,411 57.868

Accrued liabilities 58,924 36,562

Income taxes payable 9,785 2,994
Total Current Liabilities 251,642 114,163
Long-term Debt Less Current Maturities (Note 6) 248,883 72,478
Other Liabilities 80,536 51,626
Shareholders' Equity (Notes 7 & 8)
Preferred stock, $1 par value per share: autharized 6,000,000 shases,

$1.20 convertible scries; issued shares: 1984-—2,539,658;

at assigned value of $1.25 per share - 3178
Common stock, $1 par valuc per share: authoriaed 25,000,000 st:arcs;

issued shares: 1985-17,877,589; 1984—14,508,937 12,878 14.500
Addiuonal paid-in capital 60,836 56,420
Retained earnings 229,586 156,123
Accumulated translation adjustment {6,135) {10,451)
Treasury stock, at cosc (4,012) (5,770)
Sharsholders’ Equity 298,153 214,006
Total Liabilities and Sharsholders’ Eﬂiz 879,174 $452,273




CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

GAF Corgoration

{ Thousands of Dollars)
Year Ended December 31 1968 1984 1983
Cash and Short-term Investments, jenuary 1 $ 69,553 $23,468 $12,377
Source (Use) of Funds:
Income (Loss) Before Extractdinary Credits 54,296 41,046 (29,199)
Charges (credits) not affecting funds:
Depreciation 17,366 19,397 21,469
Plant shutdown costs - - 26,146
Other—nzt 5,308 4,209 (1,937)
Total funds from opezations hefore extraordinary credits 76,97¢ 64,652 16,479
Extraordina-y Credits 23,285 15,656 25,358
Total funds from vperations 100,255 80,308 41,837
Addicions to propercy, plant anc equipment (47,161) (37.900) (13,904)
Acquisition of ilass ficer facilities (9,250) -— —_
Other working capital items* 2,492 24,024 (6,540)
Other 16,149 (1.824) 32,240
Total source before financing and investmentactivity 62,483 84,608 58,633
Financing and investment activity:
Increase (d-crease) in short-term debt 108,919 (24,285) {10,554)
incrzascs in iong-term debt 198,800 6,325 62
Decreases in long-term debt (19,571) (12,407) (34,800)
lavestment in marketable securities (202,229) —_ —
Cash dividends (4,118) (4,393) (3,686)
Other 6,341 (3,763) 1,436
Total source (use) from financing and investment activity 85.122 (38,523) (47,542)
Increase in cash and short-teym investments 147,607 46,085 11,091
Cash and Short-term Investments, December 31 $217,160 $69,553 $23,468

*Other working capital items: 1988 1964 1983
Accounts receivable $(14,441) $ 3,027 $(12,497)
inventones (10,858) 7.299 4,028
Other current assets (1,208) 1,789 4,724
Accounts payably (437 11,459 (4.744)
Accrued liabalicies 22,362 (630) 1,087
Income taxes payable 6,71 710 892
Net source (use) of funds $ 2,492 $24,024 $ (6,540)
. ..~ ___“* > "}

See Notes to Consolidated Financial Statemouts.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

GAF Corporatics:

0 Sy S RTINS
{ Thousands of Dollars)
Year Ended December 31 1965 1964 1983
| $1.20 Convertible Preferred Stock:

Bzlance, January 1 $ 3178 $ 187 $ i
Converted into common stock: 1985--2,428,675 shares;

1984—9,740 shares; 1983—5,359 shares (3,036) (12) Y

Redemption uf vreferred stock—111,033 shares 1 — —

Baiance, December 31 — 3,175 3187

Comunot Stock, §1 Par Value Per Share:
Balance, January 1 14,509 14,466 14,459
___Conversion of preferred stock and 5% convertible subordinated noses 3389 43 7
Balance, December 31 17,878 14,509 14,466
Additional Paid-in Capital:

Balance, January 1 56,420 55,548 55,008
Conversion of 5% convertible subordinated notes 7,167 669 —
Redemption of preferred stock - —
Excess of proceeds over cost of treasury common stock sold 13 128 484
Other 124 75 56

Balance, December 3 60,836 56,420 8¢, 548

Reiained Farnings:

Balance, January ! 156,123 103,814 111 341
Net Income (Loss) 77,581 £6,70? (3.841)
Cash dividends:

Preferred stock (per share: 1585—4.30; 1984 and 19683—81,20) (748) (2.958) (2,970)

Common stock (per share: 1985—8$.20; 1984—$.10; 1983—8.05) {3,3%0) (1,435) (716)
__Balance, December 31 229,586 156,123 103,814
Accumulsted Tramlation Adjustiment:

Balance, January | (10,451) {6,080, e
Accounting change at January 1, 19683 — — (3,903)
Translation adjustment for the year 4,316 (4.371) (417D

Balance, December 31 {6,135) {10,451) {6,080)

Treasury Stock, ar cost:

$1.20 Convertible preferred stock:

Balance, January 1 (1,687 (932 (532
Repurchase of odd-lot holdings—27,272 shares — (725) -
Converted into common treasury shares—-103,672 shares 1,687 - -

Balance, December 3M: 1984—103,672 shares; 1983—76,400 shares - {1,657) (932)

Commun sinck:

Balance, January ! 411)) (199) (1,151)
Repurchased under restricted stock purchase plan:

984—~20,928 shares; 1983—24,01) shares -- (136) (152;
Issued under various stock option and stock purch.ase plans:

1985--99,212 shares; 1984 —81,569 shares; 1983—144,750 sharex 1,75 1,062 1,104
Repurchase of odd-lot holdings—233,073 sharcy - (4,840) —_
Couversion of prefeered stock in ueaﬂ—l?‘).S% shares (1,657) -- —

Balance, December 31: 1985—226,820 shares; 1984--100, 442 shiares;

198324, 011) shares o (4,012) (4,113) (199)
Shareholders’ Fﬂulty $298,153 {214,006 $149,304
L M ]
Sce Nutes (o Consobdated Financial Statements

O 88
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MOTES TO CONSOLIDATED FINANCIAL STATEMENTS

GAF Corporation

1. Summary of Significant Accounting Policies
Principles of Consolidation

The accounts of ali significact subsidiaries of the Company
are included in the consolidated financial statements. All
significant i.tercompany transactions and balances have
been climinated. A whoily owned captive insurance subsid-
iary and the 50 percent ownership of a forcign chemical
man*:nof;ccuring company are accounted for by the equity
method.

Short-term Investments and Marketable Securities
Short-term investrents and marketable securities are
stated at cost. (See Note 5).

{nventories
Inventories arc stated at the lower of cost (principally aver-

age) or market. Inventories at December 31 consist of the
following:

Thousands of Dellars 1985 1984
Finished goods $49,748  $40,296
Work in process 16.440 12,891
Raw materials and suppiics 27,819 30,468
Total inventories $94,007 843,452

Property, Plant and Eauipment and Related Degpreciation
Depreciation is computed principally on the maight—lin:
wethod based on the estimated economic lives of the assets,

Certain interest charges are capitalized as part of the cost of

property, plant and equipment additions.

Investment Tax Credics

The Company accounts for investment tax credits as a
reduction of the provision for United States income tax (the
flow-through method).

Research and Development

Research and development expenses are charged to opera-
tions as incurred and amounted to $10.4 million in 1985,
$8.7 million in 1984 and $8.C inillion in 1983.

Earnings Per Common Share

Primary ear..i..gs per common share are based on the
weighted average number of cotamon and common “quiv-
alent sharcs outstanding during each year after giving
appropriatc effect for preferred stock dividends, Weighced
averagce shares for computing primary carnings per share
were (in thousands) 17,171 for 1985, 14,510 for 1984 and
14,442 for 1983,

Fully diluted carnings per share are based on the
weighted average number of common and common equiv-
alent shares outstanding and the assumed conversion o
convertible securities outsianding after appropniate adjust-
ment for inicrest on convertibie notes. Where the effect of
the assumed conversion on net income would be anti-dilu-~
tive. primary and fully diluted carnings per share are stated
the sam=. Weighted average shares for computing fully
diluted carnings per share were (in thousands) 18.047 for
1985, 17,97] for 1984 and 17,907 for 1983,

Property, Plant and Equipment at Decemocr 31 consise 2+ Other Fxpense
of the following: - A summary of Other Expense—nct follows:
A Thorsands of Dollers
Thousands of D?"‘" hautd b Year ended Decemt ec 31 1943 1944 1983
Land and lana improvements § 16760 3§ 1504 - - -
Buildings and buiiding equipment 53,631 52588  Equity method rome $420 $812% 8§ 4708
Machinery and cquipment 23,387 0,658  Plant shurdown costs - = (e
Censtruction in progress 11,362 10, 182 Proxy contest and related expenecs — - {10,042)
— : d Adjustment of insurance accruals (4.438)  (2.400) ~
Total ‘ JON.140 278,447 OMfice relocation expennes — —_ (3, 4un)
Less Accumulated Depreciation . 114.084 119,312 Mucelhnem::-n-n {290  (5,3)) {4,287}
Proﬁuz. rlant and Bsuigmem—m« $1M.086 3159115 Other Expense—-nct $(3,108)  $(2,59) $(,258)
Defecred Income Taxes

Deferred income taxes anise {rom reporaing certam income
and expense items in the financial statements in periods dif-
terent trom those in which such amounts are reported for
incomc (3X purposes.
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Equity Method Income and Net Assets

Financial data for investments which are accounted for by use of the equity method follows:

Thousands of Dollars

Vear ended December 21 1985 1964

Joint Capuive insurance ¢ Captive Insurance
Income Statement Dats Ventuie® PSubddiuy Vmc' Subsidiary
Revenuus 846,417 $ 3,403 $45.613 1B
Costs and E:penses 36,548 2,273 35,102 1,834
Operating income 9,869 1.1% 10,511 1,291
Income for the Year 5,445 1,.1% 6,735 1,29}
GAF Equity Therein 318 1,130 3,484 1,29
Detember 31
Balance Sheet Data
Curcent Assets $ 9.29 $ 3307 $18.997 $2,084
Neacurrent Assets 36,097 9828 12,504 7502
Total Assers 46,195 12,832 31,4 9,610
Current Liabilicies 13,263 . 9,618 u
Noncurrent Liabilities 5.1 7.4 1478 4,918
Toral Liabilicies 18,371 7.498 10,790 4,956
Net Assers .1 8.3 2,78 4,654
GAF Equity Therein 13,082 .34 (Y 4,634

*Joint Ventuze data presented sbove pertains 1o GAF/Hil Chemic GmbH, 2 joint ver..ure betwoen GAF Corporarion and Cheniische Werke Hols.

which operates a chemical manufacturing plant in West Germany.

g e )
3. Income Taxes

Income Taxes consist of the following:
Thousends of Dollers
Yeor ended Decomber 31 1988 1994 1900
Federal 1960 £ 4932 § -
Foreign 7882 SEM 3,310
State 1,612 M {300)
Lxome Taxes IV 513872 85,00

The ditferences between: the income tax provision (benefit)
computed by applying the statutory federal income cax
mfeo ;;wae-ux mcome (losa) and the uctual tax provision ave
1Y [ H

Thousand: of Dellers
Year ended Decombre 31 1948 1944 15
Suutary Provision (Benefit) HO.2M  $BI2% (11127
Adjusumends:
rat lose caeryforward o~ - 19,674
Investme: v credus 3217 (10.300) -
Impact ot Ture .30 operations (L3 0.57) (2.03%)
Mate and kocal taxes J.a3) 1,518 -—
Other 5.29)) (796} (1,499
income Taxes SANAM 31387 3 S.010

At December 33, 1988, vhe Company had for financial
reporting pu:poses net operating juks sarryforwards availa
bie to oftset future income subject to ax of approximately
¢22 million, of which approximatety $20 milrion relares to
domestic operations,

As of December 31, 1985, provision had not been made
for United States income taxes on approximuaely $20 mil-
hion of unremitted earnings of consolidated foreign sub-~
udianices and the Company's 0% owned joint venture,
hecause any United States taxes payatde on toregn carnings
which may be remitted in the future are expected to be sub-
stantially reduced by fureivn tax credits

o

Extraordinary Credits for 1985, 1984 and 1983 include
$1,576,000, $1,830,000 and $3,527.000, te;rmivcly. repre-
senting the income tax benefit from the utilizanon of for-
cign operating loss carryforwards. The 1965 and 1984
Extraordinary Credits alsc include income tax benefits of
$21,707,000 and $5.479.000 from the utilization of federal
and state operating loss carryforwards. Future urilization
of the operating loss carryforwards for financial reporting
mivanest will require the restaration of applicable deferred
income 1ax amounts.

4. Bor.ofit Plans

In 1982, the Board of Directors of the Company author-
ized th.y termination of the Retirement Plan for Salaried
Employess (Plan), a defined benefit plan, effective Decem-
ber 31, 1982, and the creation of a new GAF Capital Accu-
mulation Plan, a defined contribution plan for eligible
salaried employees eﬂ'mive{lmuuy 1. 1983, Asaresultof
the termination, transfers of funds were n.aac to the Com-

any in 198 and 1984 in the total amount of $65,178,000.
uch reversion of the Plan's residual asscts <o the Come

pany created Extravrdinary Credits of $8,347,000 and
$21,831,000 for the years 1984 and 1983, respectively.

Under the new GAF Capital Accumulation Plan, Com-
pany contributions consist of a basic contribution of three
percent of the compensation of participants for the plan
year together with matching contributions, up te an addi-
tional four ﬁcrccm as spectfied in the plan, for thase partia-
pants who have clected to make voluritary contnbutions to
the plan. Each participant is fully veited at all ames in the
balance in each of his or her accounts i the plan. The
JRRICRAte contributions made by the Company to the plan
and charged to operations in 1985, 1984 and 1983 were
$3,126,000, $2,896,000 and $3,029,000, rexpectively.
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The retirement plans for hourly employces and Texas
City facility employees are noncontributory defined benefit
plans. Company policy is to fund accrued pension expensc.
Pension expense charged to operations was $559,000 in
1985, $289,000 in 1984 and $430,000 in 1983. A comparison
of the accumulated plan benefits and plan net assets for
these plans, after giving effect to the spin-off/termination
:; ldiscuued in the following paragraph, is presented

ow:

Thosusands of Dellars 1585 1984
Actuanial present valuc of sccumulated
Jan benetits:
ested $1.877  $8),628
Nonvested 502 2,461
Torta) $2.379 886,786
Plan asscts available for benefits $3.21¢  $92.626
Assumed rate of return ¥ 8%
Plan valuation dawe 171743 1/1/84

In 1984, the Company announced a propose2 spin-off/
termination involving its Retiremen: Tlan for Hourly
Employces. pursuant to whici the Company purchased an
annuiry contract 1y proximating $69.6 million covering the
benefirs avcrued to gcpwmbcr 1, 1984, for participants of
the plan. Assets were sufficient to provide for the accrued
benefits of all hourly participants. Pursuant to governmen-
tal regulations, excess assess were then “spun-off * to a new
plan for inactive members. The inactive plan was then ter-
minated. Following government approvals of the spin-off/
tcrmination, excess assets of $16.1 million reverted to the
Company in November, 1985, An additional $3.8 million
was received and established as a rescrve pending final reso-
tution of any plan liabilitics. The Company will contribute
to the plan in future years for active employces to meet lia-
bilitics a» they accruc,

Iy addtion to providing pension benefits, the Cumpany
and its subsidiarios ‘provi e certuiis health care and life
insurance benetios for retired employees. Subsiantially ail of
the Company s employecs, including employecs in foreigi
countries, may hecome cligible for those benefits if they
reach normal revirernent age while warking for the Com-

any. The cair otvetiree heatsh vare and life insurance

netits (8.2 milbon and $2.7 inillion in 1985 and 1984,
respectively) s recognized as expens as claimis are
Svurred.

As part of the 1977 and 1980 disceantinuance programe,
the Company provided health and lifc insurance coverape
for certain retired emploveas of dicontinued businesaes,
The balance of the liabsliry for such furure obligations at
Decenber 31, 1985 and 1984 was $16.8 nullion and $18 mal-
hon, respectively.

5. Marketable Securities

During 1985, the Company acquired 6,961,000 shares of
Union Catbide (Carbide), or 9.9% of the total outstanding
shares, at an aveiage cost of approximately $51 a share. In
December 1985, the Company announced its intention to
commence a cash tender offer for all the remaining out-
standing shares of Carbide. However, the Company with-
drew its tender offer in January 1986, and exchanged 3.5
million shares of Carbide pursuant 1o Carbide's exchange
offer. GAF will report the gain rsulting from that transac-
tion in the tirst quarter of 1986. The Company remains a
major C.vbide sharcholder, retaining 3,228,187 shares or
approximiately 10.6% of Carbide's outstanding shares,
which is classified as Marketable Securities, a non-current
asset,

After the sale of 233,072 shares in December, the Coin-
pany at Decemb. 31, 1985, held 6,728,000 shares of
Carhid, at a (otal cost of $405.4 million, including
approximately $6C million in costs relatng to the Compa-
ny's tender offer. At that date, the marker value of such
sharcs was $476. 8 million, based on $70%.4 per sharc. The
cost basis of the 1.5 million shares exchanged in January,
$203.2 million, "1as been classified as a current asset at
December 31, 1985, The remaining $6.1 million of short-
term investmer . at December 31, 1985, and $53.4 million
at December 3i, 1984, are stated ot cost which approxi-
mates market.

Income on investments for 1985 includes $8.9 million in
net realized ga ns, $10.5 million in dividends and $2.9 mil-
lion in interest isncome. Income on investments for 1984 and
Y983 represens interest income. The determination of cost
in computing realized gains and losses on investments is
based on the “irst-in first-out mecthod.

R S SIS
6. Dcbt and. Dividend Keatrictions
Information regarding short-term debt is as follows:

Thowsand) of I oilars ) 1944 1)
st e { renmh—
L o Decembwr )
Balance ourstanding SN MU 3 A4 800,246
Weighted average wterent rate N 7% ¥ 10.7%
For the Year.
Average munthaend shorsiaterm debs

outvtandiag $ 51,757 $17.918 37uM
Maximum month-end shart-term delx

ouhtand ng 1IN MS g5 u §98, 817
Wenghted .verage montheend interest

tatc N.6% A% 10.1%

Qf the total shore-term debi cutstanding at December
3, 1985, §99.4 million represents margin loans seeured by
shares of Union Carbide stock. Such laans were repaid in
January 1986, with proceeds from the exchange of 3.5 mil-
Yion Carbide shares (see Note 5).

At Occember 31, 1985, che Company had unused shert-
term hines of credic aggregating approximately $67.5 muil-
hon an addinen to the revolving credic facility discuased
below). The shart-term hnes on credit are mantained with
barks on terms which expire on various dates, buc are gen-
erslly renewable. Borrowings generally bear interest at or
near the prime cammercial lending vace.
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Long-term debt at December 31, 1985 and 1984 was as
follows:

Thousands of Dollars 1985 1984
91/2% senior noves due March 31,1987, with 2nnuat

scheduled principal repayments $ 10,600 s§17.10C
/2% senior notes due January 15, 1992, with

annual scheduled principal repaymerits 16,700 19,300
Revolving credit agreement 27,000 —_
Industrial revenue bonds with various interese rates

and maturity dates to 2012. Certain asscts are

pledged as collateral thereto. 39926 22,981
Obligavion under capital lease (Note 21} 9,525 10,319
113%% sentor subordinated notes due June 15, 1995 150,000 —_
5%  wmvettible subordinated notes due April 1, 1994 — 7,500
Other 5,234 £.556
Total 258,985 82,756
Less current macuritics 10,132 10,278
Long-term debt, less current maturitics £248,853  §72,47%

The Company has a $50 million revolving credit facility
with a consortium of banks, ter.ninating Yanuary 31, 1987,
Interest on the borrowings is at the prime rat-. a rate based
on the London I[nterbank Offer Rate, or a rate based on the
Certificate of Deposit Rate. Under the agreement, a com-
mitment fee is charged on the daily average unused portion
of the commutments.

The agreement includes restrictions on the nayment of
cash ..ividends on GAF common stock, generally based
upon 50% of net income subsequent to April 1, 1984, less
al] cash dividends and certain other special payments made
after April 1, 1984, As of Dzcember 31, 1985, $50.8 million
of retained earnings sere availabie under this agreement for
such purpos=s The agreement and other loan agreements
contain prov 'sions which, among other things, require che
maintcnance ot minimum working capital and net worth
and limit the amount of debt and capital expenditures,
restrict the right to sell capital assets, engage in mergers or
consolidations and fo incur certain contingent obligations.

The Company in Junc 1985. issucd 8150 millien of
11¥4% senio- subordinated notes duc June 15, 1995, The
notes will be redeemable at the option of the Company
after Juae 15, 1992, at their urinicipal amount plus accrued
interest. Interest on the noter will be payable on June 15 and
December 15 cach year.

The 5% converuble subo: dinated notes were convertible
‘nto shares of common stock at any time at a conversion
price of $22.50 pcr share. During 1985 and 1984, $7,500,000
and $700,000, respectively, of notes were converted into
335,331 and 31,111, respectively, shares of common stock.

The aggregate maruritics of long-term debt for the next
five yeais 2re as follows. Bortowings of $27 million out-
standirg under the revelving credit agreement are included
in the 1987 amount based on its terin.

Thousane's of Dollars

RGO $10,132
1987 16,860
1988 4,107
198Y 6,118
14390 3,985

7. Capital Stock

The Company in 1985 called for redemption all of its out-
standing shares of $1.20 convertib.c preferred stock. Share-
holders converted 2,324,553 sharey of preferred stock into
2,905,144 shares of common stock, and the Company
redeemed 111,033 shares of preferred stoc': at a price of
$27.50 plus accrued dividends. In addition, th« Company
converted all 103,672 shaies of its $1.20 convertible pre-
ferred stock held in treasury into 129,390 shares of common
stezk to be held in treasury.

At December 31, 1985, there were 1,896,753 shares of
common stock reserved for issuance under the Comparny’s
stock option and stock purchase plans.

L -~ _\ __________________ _ ]
8. Stock Option and Stock Purchase Plans

In 1984,the Company adopted the 1984 Stock Option Plan
which provides for the granting of incertive and nonquali-
fied stock options to key employees of the Company and its
subsidiaries to purchase common stock of the Company at
not less than 100 percent of the fair market value at the date
of grant, Under the terms of the plan, options for 800,000
shares of common stock may be granted from time to time
until April 30, 1989. The term of each option is five years
and sixty days. Options may not be exercised cluring the
first year a.cer the date of grant, but thereafter, options
become exercisable as to 20% of the shares subjuct thercto
on each of the first through thic fifth anniversarics of the
datc of grant.

The Compary’s 1175 nonqualified stock option plan
provided for the granting of 800,000 options to key
employees to purchase common stock >f the Cornpany at
not less than 100 percent of the fair market value at the dace
of grant. Options granted through April 30, 1984, are exer-
cisable one vear after grant and expire after 10 years.
Options granted after April 30, 1984, are subject to tae
same terms and conditions as options issued under th= 1984
Stock Option Plan.

These plans provide for stock appreciation rights,
wherein an option holder may request “surrender” of the
option in exchinge for payment (in cash or stock) by the
Company of the ditference between the option and market
prices on the date of surrender. The requested surrender of
an option may be granted or denied at the discretion of the
Executive Compensation Committee of the Board of
Directors. The plans also provide for limited staock appreci-
ation rights permitting the uption holder to surrender exer-
aisable options in the cvent of a tender or exchange offer for
the Company's common stock made by someone other
than the Company.
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The following is a summary of certain information per-
taining to the 1975 and 1984 stock option plans:

Shares 1985 1984 1983
Outstanding January 1 675,800 254,400 404,650
Granted 92 L05 480,400 -
Exerciscd (58,185) (52,000) (144,750)
Terminated (37.520) (7,000) (5,500)
Outstanding December 3t 672,100 675,800 254,400
At December 31
Exercisable 230.895 201,900 254,400
Available for grant 393,595 450,200 124,000
Option Price Range Per Share
Outstanding $ 9.625. 8§ 9.625- § 9.625-
$46.250 $21.750 $14.875
Exerciscd $ 9.625- § 9.625- § 9.625-
£23.750 $14.875 $14.875

In April 1984, the sharcholders of the Company
approved the 1984 Employec Stock Purchase Man covering
600,000 shares of common stock. The plan provides for

9. Business Segments Information

grants of options to purchase shares of common stock on a
nondiscriminatory basis to all cligible employees of the
Company and its subsidiarics. No options to purchase
shares of common stock under the plan may be granted
after April 30, 1989. The price at which shares may be pur-
chased 1s the lesser of (i) 85% of the fair market valuc on the
date of grant or (ii) 85% of the fair market value on the date
of purchase. As of December 31, 1985, 46,832 shares of
common stock had been issucd under the plan.

Under the provisions of the Company’s 1969 restricted
and unrestricted stock purchuse plan, 650,000 shares of
common stock were authorized for sale to key employees.
The plan currently provides that restricted and unrestricted
shares may be sold at prices which are not less than 50 per-
cent and 80 percent, respectively, of the closing market
price precedng the date of grant. Under certain conditions,
the Company has the right to repurchase restricted shares
of common stock at the original selling price. At December
31, 1985, there were 277,890 shares availabie for sale under
this stock purchase plan.

Millions of Dollars
Year ended December 31 1985 1984 1683
Sales

Chemicals® $364.4 $357.2 $323.2

Building Materials 363.9 370.8 3n.2

Broadcasting 3.7 3.3 3.0
Consolidated Sales $732.0 $731.3 $699.4
Division Income (Loss)

Cheniicals®® $ 92.6 $ 79.0 $ 64.6

Building Matcrials 2041 10.9 (34.5)

Broadcasting 1.1 0.7 0.5
Total 113.8 90.6 30.6
Corporate:

Operating Expenses (15.4) (18.5) (2.7

Interest Expense (19.8) 9.9 (16.3)

Other Income (Expense)—net 8.9 (8.4 (1>.8)
Net Corporate Expenses (26.3) (36.0) (54.8)
Income (Loss) Betore Inzame Taxes

and Extraordinary Credits $ 875 $ 54.6 $(24.2)

S -

Identifiable Assets

Chemicals®* $217.3 $203.8 $198.1

Building Materials 1942 158.6 164.1

Corporate and other 467.7 H9.9 52.1
Tota! Assets 1879.2 $452.) $414.3
Additions to Property, Plant and Equipment

Chemicals $ 215 s 96 ¥ 5.2

Building Materials 24.4 8.0 8.3

Corporate and other . 1.3 0.3 0.4
Toual o $ 47.2 $ 179 $ 139
Depreciation

Chenmucals $ 10,3 $ 111 § 10,0

Ruilding Materials 6.0 0 2.3

arpersce and other 1.1 2.2
Tot! _ 3 17.4 $ 194 $ 215
*Chernicals saies are net of intersegmentsales of $27.4 nuthon, $23.2 million and $20.9 mulion for 1985, 1984 and 1983, respuctivelv.

Intersegment sales are recorded at the same prices charged to o naftihated customers.

*¢Cherncals Division mcome and identfiable assets 1ac' de GAF'S 80% equiry tn the incomre and asscos of GAF/Hiils Chienie GrnbH (see Nute 2).

" 9 3
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10. Geographic Information

Future minimum lease payments for properties which are
held under long-term noncancelable leases as of December

Millions of Dollars 1

Year ended December 31 1985 1984 1983 35l 1985 are as follows:

Dommestic Operations: Thousands of Dollars Capital Operating

Net Sales* $642.9  $649.9  $627.9  Muimum Payments Lease Leases

Operating Income $735 $492 § 160 1986 $ 1,544 $5,334

Cther Income (Exgense) (7.3) (14.9) (60.0) 1987 1,482 1,840

Income (Loss) Before Income Taxes {ggg : ;;z g?s
and Extraordinary Credits $ 660 §$ 343 $(44.0) 1990 '.294 317

Identifiable Asscts $826.6 $404.8 $375.0 Later Years 1,306 -

Foreign Operations: Total minimum payments 14,401 $9.103

Net Sales** $ 8.1 4 $ 75 Lessinterest included above 4,876

Operating Income $ 146 $ 13.0 $ 118 Presentvaluc of netminimum o

Othet Income (Expense)®*® 6.9 7.3 8.0 lease payments § 9.525

'“‘:‘:“‘;‘Eg':’:ol f;g:‘;fé‘::g::;‘ Taxes S 215 $203 § 198 At December 31, 1985, there were various lawsuits pend-

7 ' - = ing against the Company rclating to matters arising from
Identifiable Assets®** $ 526 $475 § 392 N

*Domestic sales are net of transfers between geographic arcas of $40.8 mil-
lion, $34.9 million and $29.0 million, respectively.

*#*Foreign sales are net of transfers between geographic areas uf $10.4 mil-
lion, $7.3 million and $9.4 million, respectively.

***Foreign Operations income and identifiable asscts include GAF's 50%
equity in the income and assets of GAF/Hiils Chemic GmbH (see Note 2).

e ————————
11. Commitments and Contingencies

The lease for the Company’s headquarters in Wayne, N.J.,
is accountea for as a capital lease and is included in Prop-
erty, Plant and Equipment—net at December 31, 1985 and
1984 in the amount of $7,106,000 and $7,546,000, respec-~
tively. The related present value of future net minimurni
lease payments is reflected as long-rerm debt (see Note 6),
and the amortization expensc associated with the capital
lease is included in depreciation cxpense. The Company
also has operating leases for transportation and dava pro-
cessing cquipment and for other buildings.

AUDITORS' REPORT

ARTHUR
ANDERSEN
&CO

101 Eisenhower Parkway
Roseland. New Jerscy 07068

To the Shareholders and Board of Directors of
GAF Corporation:

We have examined the consolidated balance sheets of GAF
Corporation (a Delaware corporation) and subsidiaries as of
December 31, 1985 and 1984, and the related consolidated
statements of income, changes in finianaal position and
sharcholders' equity for the years then ended. Our exami-
nations were made in accordance with generally accepted
auditing standards and, accordingly, included such tests of
the accourting records and such other auditing procedurcs
as we considered necessary in the arcumstances. The finan-
cial stitements for the vear ended December 31, 1983 were
examined by other auditors whose report thereon dated
February 17, 1984, expressed an ungualified opinion on
thos. statements,

L 94

its business, including approximately 23,000 invo'ving
bodily injury claims relating to the exposure to asbestos or
asbestos-containing products no longer sold by the Com-
pany. The Company is also named as a defendant in
approximately 76 asbestos property damage lawsuits by
school districts and other owners of buildings seeking to
recover damages including the cost of removal of asbestos
insulation and other asbestos products. The full cost of
indeminity - .id defense of all tﬁe asbestos bodily injury and
property damage lawsuits is boing paid by the Company's
msurance carriers, subject to reservations of rights. In the
opinion of management. the ultima:~ disposition of such
matters will not have a material adverse ef{i ct on the Com-
pany's consolidated {inancia! po.ition.
L
12. Supplementary Financial Information

Thousands of Dollars

Year ended D «cember 31 1985 1984 1983
Maintenance and repairs $4,068 541,796 340,822
Rentals-—operating leases 6,256 7,746 6,954

In our opinion, the financial statements referred to above
present fairly the financial position of GAF Corporation
and subsidiaries as of December 31, 1985 and 1984, and the
results of their operations and the changes in cheir financial
position for the years then ended, in conformity wih gen-
erally accepted accounting principles consistently apphed
during the p ds and on a basis consistent with that of the

preceding yea..
/

February 10, 1986 W / A TIP | o4

N




SUPPLEMENTARY DATA (Unaudited)

Financial Reporting and Changing Prices

The Company’s financial stacements are presented on an
historical cost basis and, as such, are not intended to meas-
ure the effects of changing prices in an inflationary econ-
omy. In accordance with the Statement of Financial
Accounting Standards No. 33, “Financial Reporting and
Changing Prices,” as amended, the following supplemen-
cary information is presented to reflect the estimated impact
of :nflation on the Company’s income from cor.tinuing
operations.

The Company’s historical financisl data have been
adjusted for the effects of changes in specific prices (current
cost basis) on inventories and property, plant and equip-
ment. Plant and equipment current costs were estimated by
adjusting; historical costs by externally generated industrial
price invlexes. Inventory costs were developed using cur-
rent manufacturing costs. Inventory costs mcluded in the
Cost cf Prodncts Sold were determined on iverage current
costs during the year. Depreciation expense was adjusted
basr.d on the restated asset values using the same estimated

uscful lives and depreciation rates used in the primary
financial statements.

Adjusted income before extraordinary credits of $44.8
million for the year ended December 31, 1985, compares to
reported earnings of $54.3 mil'ion, refiecting the increased
cost of replacing assets during inflationary periods. This
hypothetical decrease in income is dus to the higher depre-
ciation expense on property, plant and equipment and
higher costs of inventories sold. Sales and other costs and
expenses, including income taxes, have not been adjusted.
This points out the higher tax burden on companies during
inflatonary periods, as che effective tax rate for GAF on the
adjusted income statement is 42.6% compared with a rate.
of 37.9% on the 1985 historical financial statements.

The management of the Company cautions the reader in
interpreting this supplementary data due to the required use
of numerous assumptions and estimates in preparing the
information. These data are therefore only an indicator of
the effects of inflation and do not provide a precise
measurement.

Cousolidated Statement of Income Adjusted for Changing Prices-

Adjusted for
As Reported in the Changes in
Thousands of Dollars Primary Statements Specific Prices
Year Ended December 31, 1985 (Historical Cost) (Current Cost)
INet Sales $731,962 $731,962
Cost of Products Sold* 498,842 502,406
g:Erccialion 17,366 23.340
er Expenses—net 108,481 108,481
Interese Expense 19,799 19,799
Income Taxes .17 NI
hwome Before Extraordinary Credits $ 54,296 $ 44,758
Purchasing power gain on net monetary liabilities $ 2,548
Increase in specific prices (current cost) of inventories and
roperty, plant and equipment held during the year®* $ 5693
Effect of increase in the general price level 12,007
Increase in specific prices over (under) sffect of increase
in the general price level $ (6,314)

$Exclides 814,971 depreciation expense included in Cost of Products Sold in the primary financial statements.
“*The estimated current cost of net Propurty, Plant and Equipment and Inventories was $248,267 and $94,824, respectively, at December 31, 1985.

Comparison of Selected Supplementary Financial Data Adjusted for Eftects of Changing Prices (In Average {85 Dollars)

Thousands of Dollars, Except Per Sha.e Amounts 1985 1984 1983 1982 1981
Net Sales $731,962 $757,422 $755,223 $694,653 $795.526
Current cost information:
Income {loss) from continuing operations 44,758 26,840 (56,109) {12,235) (57,662)
Income (loss) per common share—primary 259 1.64 (4.10) (1.08) (4.37)
Increase in specific prices ofinventory and property
aver (under) etfect of increase in general price level (6.314) 1.434 (8.450) 4,383 (28,966)
Net assets at year-cnd 347,535 286,457 265,459 30,709 274,272
Other dat, adjusted for general inflation:
Purchasing power gain on net monetary liabilines 2,548 1.999 3,43 6,845 25,704
Dividends per common share .20 10 .05 .56 .95
Year-end market price per commion share S8 06 25,02 12.66 15.43 16.46
Aversge Consunmier Price Index 3222 it 208.4 2891 272.4
JRIS 3
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SUPPLEMENTARY DATA (Unaudited)

e R S e e e
Quarterly Financial Data (Unaudited)

1985 by Quarter 1984 by Quarter
Millions of Dollars Except Per Share Amounts  First Second Third Fourth First Sccond Third Fourth
Net Sales $175.9 3188.1 $193.8 $174.2 $169.9 $191.3 $203.8 $166.3
Cost of Products Sold 127.1 130.2 135.1 121.4 129.8 143.8 151.1 124.3
Gross Profit $ 488 $ 57.9 $ 58.7 $ 57.8 $ 40.1 $ 475 $ 52.7 $ 42.0
Income b tore Income Taxes
and Extraordinary Credits s 195 $ 25.2 $ 249 % 179 $ 10.1 $ 155 $17.0 $ 127
Income Taxes 8.4 9.8 9.3 5.7 2.7 3.6 4.9 24
Income Before Extraordinary Credits 1.1 15.4 15.6 122 7.4 11.9 12.1 9.6
Extraordinary Credits 6.4 8.4 7.3 1.2 6.2 3.2 1.5 4.8
Net Income $ 175 $ 23.8 $ 29 $ 134 $ 136 $ 15.1 $ 13.6 $ 144
Eamings Per Common Share®
Primary:
Before Extraordinary Credics s .72 $ &7 $ .87 $ .67 $ 46 $ .77 $ .79 $ .61
Extraordinary Credits .42 .48 41 07 .42 2 .10 .33
Net Income $ 1.14 $1.35 $ 1.28 3 .74 $ .88 $ 9 $ .89 $
Fully Diluted:
Before Extraordinary Credits $ .62 $ .86 s .87 3 .67 $ 42 $ .67 $ .68 $ .54
Extraordinary Credits .36 47 .41 .07 .34 .18 .08 27
MetIncome $ .98 $1.33 $1.28 $ .74 $ .7 $ 85 $ .7 $ .8

*In accordance with the provisions of APB Opinion No.15, eamings per share are calculated separately for each quarter and the full vear.

Accordingly. annual carnings per share will not necessarily equal

total of the interim periods.
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Corporats Oifices
1361 Alps Road
Wayne, New Jersey 07470

Domestic

GAF Corporation’s plants, research
laboratories and sales offices are
located throughout the

United Scates.

Chemicals

Manufacturing
Alabama-Huntsville
Kencucky-Calvert City
Missouri-Annapolis

New Jersey-Bound Brook

New Jersey-Linden
Pennsylvania-Blue Ridge Summit
Texas-Seadrift

Texas-Texas City
Wisconsin-Pembine

Sales Offices
California-Irvine
Illinois-Lombard

New Jersey-Linden

North Carolina-Charlotte
Ohio-Cincinnati
Peansylvama-King of Prussia
Texas-Arlington

Research & Development
Maryland-Hagerstown

[lew Jersey-Wayne
Building Materisls

Manufacturin
Alabama-Mobile
California~-Fontana

Anaual Mut\l’:f
The 1986 Annual Meeting of Share-

holders will be held at 10a.m.,
Monday, April 28 at the Chase
Masnhattan Bank auditorium;
Ground floor,

Omnc Thase Manharan Plaza,
New York, ™V 10081

Form 10K

A copy of the Company's Aanuai
Report on Form 10K as filed with the
Securities and Exchange Commiission
may be obtaitied, free of charge, by
writing to:

GAF Corpocation

Corporate Affairs Department

1361 Aip< Road

Wayne, MJ 07470

THE WORLD OF GAF

California-Irwindale
Florida-Txmipa
Georgia-Savannah
Indiana-Mount Vernon
Maryland-Bzltimore
Massachusetts-Millis
Minnesota-Minneapolis
Psnnsylvania-Erie
South Carolina-Chester
Tennessee-Nashville
Texas-Dallas

Sales Offices

Alzhama-Mobile
California-Fontana
Florida-Tampa
Georgia-Savannah
Minos-Hodgkins
Indiana-Mount Vernon
Maryland-Baltimore
Massachusetts-Millis
Minnesota-Minneapolis

INew Jersev-South Bound Brook
Penniylvania-Erie

Texas-Dallas

Ruo}rdi & gc'.*oloymont
New Jersey-Wayne
Tennessee-Nashville
Internetionsl]

GAF Corporation's major marketing
and service facilities arc located
throughout the world.

B
Great Britain, Headquarters
Austria-Vienna

Belgium-Sint Niklsas

SHAREHOLDER INFORMATION

Diividend Reinvestment Service
GAF offers holders of its common
stock the opportunity to buy
additional sharcs through an
automatic dividend reinvestment
service, adiinistercd by Murgan
Guaranty Trust Company of New
York. For {urther details contact:
Morgan Gua:anty Trust Company
of New York

30 West Braadway

New York, NY 10015

(212) 587-6515

GAF's common stock iy listed on the

New York Stack £vchange (symbol:

“GAF").

France-Paris

Great Britain-Manchester

Italy-Milan

Netherlands-Schiedam

South Africa-Sandion

Spain-Barcelona

Sweden-Johanneshov (headquarters
for Norden countries)

Switzerland-Zu%r

West Germany-Frechen

Westerz Hemisplkere Region
New jersey, Waync-Headquarters
Brazil’-Sio Paulo 9
Canada-Missiggauga, Ontario
Canada-Ville S¢. Laurent, Quciee
Mexico-Mexico City

Puerto Rico-Carolina

Austrslasia Region

Australia, Sydney~-Headquarters
Auitralia-Melbourne

New Zealand-Auckland
Republic of Singapore-Singapore

North Pacific on
Japan, Tokyo- uarters

g‘AF Broadcasting Company,

New York, New York

Subgidiary:
GAF Insurance, Lid.
Hamilton, Bermuda

Afjiliate:
GAF/Hdls Chemic GmbH
Mar), West Germany

Transfer A,nt

Stock Transter Agent and Registrar:
Meoergan Guaranty Trust Company
of New York

30 West Broadway

New York, NY 10015

© GAF Cor’:outiun 1984
Printed i IUSA

A{ISS |
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G AF CORPORATION
1381 ALprs ROAD
WAYNE, NEW JERSEY ©7470

SAMUEL J. HEYMAN
s v OElF DESING SNELS

Marck 27. 1986
PILLOW SHAREHOLDERS: -

You are cordially invited to sttend CAF's Anzual Mesting of Shareholders 10 be held at the
Cbrse Manhattan Bank auditurium, Ous Chase Manhattan Plazs, Naw York City at 10:00 A.M.,
on Monday, April 28, 1986. | look forwand to personally gresting you at the mosting as well 2¢
0 reviswing for you at that tima significant deveiopments et GAFR during the past year.

The matters 0 be votd on are: (1) the elaction of directors; (2) a proposal to adopt certain
amendments to the Company’s Cartificats of Incorporation, commonly known 83 anti-takeover
provisions, including amendments providing for classification of the Board of Directors and
amendments affecting the removal and replacement of directors. the calling end concuct of
shareholder mestings, and the taking of actions by written consent in lieu of & shareholders'
mosting; (3) & progosal t0 amend the Cerdficate of Incorporation 10 increass the Company's
authorized common sharcs in connsctiog with § two-for-one stock split alresdy declamd by the
Boeed: and (4) a proposal to ratify the Company's selection of auditors.

Your Board of Directors has given careful consideratic 1 (o these progosals and believes that
they ars in the basi Interests of the Company and its shareholders. The Board racommer-Js ¢ vote
POR the proposals and urges you to sign, date and mail the enclossd proxy In the raply srvelope
at your earliest convenience.

The proposal calling for the adopdon of certain anti-tskeover amendments 1o the Compcn s
Certificas of Incarporation is inended primarily (o enhancs GAF's abillty o successtully con-
clude potsntial acquisitions free from the concern. that a tazget company will be in 8 poetion 10
utilize & retalistory offer for GAF as 2 means of resisting our own acquisition effort. in this regard,
it is our view that a retatiatory cffer, wnich i designed to frustrats GAF‘s own offer, is aat liksly
10 be in the best interests of GAF shareholders. Your Board's concem is warrunted. | believe. by
Its recent experiance in connection with GAF's tender offer for Union Carbide. During the

<
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pendency of GAF's offet, it casae to our attention that Carbide's Board of Directors took under
consideration a plan 1o gain control of GAT as & means of thwarting GAF's offer for Carbide. In
view of the fact that GAF m'.y wish at a future time :0 make a new offer for Union Carbide or
pursue the acquisition of other companies, GAF's Board is convinced that *hesc measures are
necessary to enable our Company to successfily pursue an acquisition stag which is in the best
interssts of GAF shsrsholders.

With respect (o the proposal to increase GAF's authorized cosr -:w s . e Contpany’s
Brard of Directors has already Goclared a two-for-ons stock split, subjc! -tk agproval by
shareholders of an increase in the rumber of suthorized common sharss. The sic sk spiit will be
distributed to shareholdsrs of record on May 8, 1986 as 500n as is practicable «tar the record date
if this proposal is apyroved. The newly suthorized shares will be availabla nci Hniy to effectuate
the stock split but for potontial acquisitions, Snancings, and other corporate purposes.

The sncloted notics and proxy sistement will provids you with complets information con-

cerning the business to come before the mesting. The Company's 1985 Annual Report is also
enclosed.

1 belisve that the actions which are being recommended by your Board of Directors at this
tims are particularly significant in terms of the Company’s future direction, Should you require
further informsti n concerning thess marters, pleast do not hesitate to contact our Corporate
Affairs Depantment.

Sincersly,

(o

SAMUEL J. HEYMAN
Chairman of the Board
and Chief Fxecutivea Officer
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w GAF Corporation
ﬂ NOTICG OF ANNUAL MEETING

To Be heid April 28, 1986

The Annual Mecting of Shareholders of GAF Corporation will be held Monday, April 28,
1986 at 10:00 A.M. at the auditorium of The Chase Manhattan Bark, N.A., One Chase Manhattan
Plaza, New York, New York, for the following purposes:

1. To elect 10 directnrs;

2. To amend the Corporation's Certificate of Incorporation to classify the Board of Directors
and adopt various other amencments affect:ng, among other things, the removal and replacemem
of directors, the calling and conduct of shareholders’ meetings, and the taking of action by written
consent in lieu of a sharcholders’ meeting, all as more fully described beginning on page 20 of the
accompanying Proxy Statement;

3. To amend the Cortporation’s Certificate of Incorporation to increass the authorized nurniser
of shares of the Corporation’s Common Stock from 25,000,030 shares to 100,000,000 shaves;

4. To ratify the sc'ection of Arthur Andersen & Co. as the Corporation’s auditors; and

5. To transact suc ~ther business as may properly come before the meeting.

The Board of Directors has fixed the close of business on March 17, 1986 as the re~ord date
for the determination of shaseholders entitled to notice of and to vote at the meeting.

A list of shareholders entitled to vote at the meeting will be open to the examination of any
shareholder, for any rurpose permane to the meeting, at the offices of the Corporation’s stock
tronsfer agent, Morgan (Juarasiy Trust Company, 30 West Broauway, New York, New York,
during ordinary busines, 1ot for ten days prior to the mesting.

By Order of the Board of Directors

EDWARD E. SHEA
Secretary
Wayne, New Jersey
March 27, 1986

Return of your sigried proxy is the only wsy your shares can be counted unless you personally
cast a ballot at the meeting. No malter how many shares you hold, your proxy vote is importart.

PLEASE INDICATE YOUR VOTING INSTRUCTIONS ON THE EMTLOSED PROXY
CARD AND SIGN, DATE AND RETURN IT IN THE ENVELOPE FROVIDED. WHICH
NEEDS NO FOSTAGE IF MAILED IN THE UNITED STATES.

<
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PROXY STATEMENT

GAF CORPORATION
1361 Alps Road

Wayne, New Jerssy 07470

ANNUAL MEETING OF SHAREHMOLDERS

This proxy statement is furnished to shareholders by the Board of Directors of GAF Corpo-
ration (the ‘*Corporation”’ or '*GAF"") for solicitation of proxies to be voted at the Annisal Meeting
of Shareholders to be held on Monday, April 28, 1986, and at any adjournment thereof.

The Board of Directors has set March 17, 1985, as the Record Date for the determination of
shareholders entitled to notice of, and to vote at, the maciing. As of the close o business on the
Record Date, there were outstanding 17,682,034 shares of the “orporation's Common Stock.
Holders of record of shares are entitled 10 one vote for each share held by them as of the Record
Date on any matter which may properly come before the meeting.

Shares represented by a valid unrevoked proxy will be voted at the mceting, or any adjoumn-
ment thereof, as specified thercin by the person giving the proxy. If no specification is made, the
shares represented by such proxy will be voted (1) FOR the election of the nominces named herein
to the Board of Directors, (2) FOR the classification of the Board of Directors and the other
proposed amendments co the Corporation’s Certificate of Incorporarion. (3) FOR increasing the
namber of authorized shares of Common Stock of the Corporation, (4) FOR the ratification of the
seiection of auditors, and (5) in the discretion of the persons named as proxies, on such other
matlers as may properly come before the meeiing. Proxics may be revoked by the person executing
the stme at any time before the authorty therety granted is exercised by execution of a later dated
proxy, by delivery to and receipt by the Corporation's Secretary of written notice to such effect,
or by arending the meeting and voting in person.

This statement and the proxies solicited hereby are being first sent or delivered to shareholders
on or about March 27, 1986.

i



Proposal No. 1
ELECTION OF DIRECTORS

Unless aythority to'do so has been withheld, shares represented by proxies will be voted in
favor of the election of the following 10 nominees as divectors. Directors will be elected by a

plurality of the votes cast at the Annual ‘Meeting by the hulders of shares entitied to vote in the
election.

If the proposed amendment to the Restated Certificate of Incorporation of the Corporation (.ae
“‘Certificate’’) concerning the classification of the Board of Directors is adopted (see Proposal 2
undes the heading, ‘‘Classification of the Board of Directots and Other Amendments to thie
Certificate,’* and Appendix A hereto), at the 1986 Annuul Meeting three directors, coastituting e
*‘Class I Directors,’” will be elected for a term expiring a the Annual Meeting in 1987; three
directors, constituting the ‘*Class [I Directrs,** will be elected for a term expiring at the An.ual
Meeting in 1588; and four directors, constituting the ‘‘Class III Directors,’* will be elected for a
ter'n expiring at the Annual Meeting in 1989 (and, in all cases, until their respective successo:s
are elected and qualify). Set forth opposite each nominee’s name below is the year in which su:h
nominee’s term would expire.

If the proposed amendment t5 the Certificate is not adopled, all 10 nominees will be elected
for a term expiring at the 1987 Annual Meeting of Shareholders (and until their respective
successors are elected and qualify).

If, prior to the Annual Meeting, any aominee becomes unable to serve as a director by reason
of death or otherwise, the persons designated as proxies will have full discretion to vote for ar.other
person to serve as director in place of any such numinee.

Nominees

The following persons, all of whom are currently directors of the Corporation. have been
nominated for election as directors by the Nominating Committee of the Board. Harold C.
Simmons, who has been a director of the Corporation since Apri! 1984, is not standing for
reelection, and the number of directors of the Corporation has been reduced to 10 accordingly. The
information presented below with respect to each nominee has been fumished by that nominee.
Unless otherwise stated, all emplovments nave continued for at least five years. All nominees other
than James T. Sherwin, have served the Corporation as directors since December 13. 1983, Mr.
Sherwin has served as a dirsctor since 1974, except for the period May 983 to May 1984, All
present directors were elected to serve until the nexi ainual inecting and until their succeassors are

elected and qualify. No family relationship exists between any of the directors, nominees or
officers.



Wiiliam P. Lyons Class I: Term to expire in 1987
Mr Lyons, age 44, has been President of William P. Lyoas & Co., Inc., an investment
banking and financial consulting firra'since 1975. In addition, he has been a Professor
{Adjunct) at Yale University Law School since 1985, and & Professor (Adjunct) since
1984 and an Assoclate Professor (Adjunct) from 1979 to 1984 at the Yale University
School of Organization and Mansgement. He is a director of Lydall, Inc. and LMH, Lid.

Scott A. Rogers, J-. Class I: Term to expire in 1967
Mr. Rogers, age 68, has been a consultant since 1984. He formerly was Chairman, Chief
Executive Officer, President and a director from 1981 to 1983 of Publishers Equipment
Corp., a firm eagaged in the enginecring and manufacturing of offset printiag equipment.
Prior to that time, he was President and ¢ director of Generul Portland, Inc., 3 cement
and construction aggregates producer. He is a director of Parker Hannifin Corporation.

Edward E. Shea Class I: Term to expire in 1967
Mr. Shea, age 53, has been Senior Vice President, General Counsel and Secretary, of
GAF Corporation since June 1984. From 1982 to 1984 he was counsel to and then a
member of the New York law fium Windels, Marx, Davies & Ives. Since 1982, Mr. Shea
has also been a Frofessor (Adjunct) in the Finance Department of the Graduate Schoo!
of Business, Pace University. Prior to that time, he was Chairman of the Board an:!
General Counsel of Reichliold Chemicals, Inc., a manufacturer of synthetic resins, basic

chemicals and related products.

[7%
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Dr. Jacob E. Goldman Class II: Term to expire in 1588
Dr. Goldman, age 64, has served as Chairman of the Board of Cauzin Systems Inc., 2
manufacturer of personal computer accessories, since 1984. He has also been President
of Medisystems Management Co., a firm engaged in the devel _ment of medical in-
sttuments, since 1982; and he has beei President of GB Energy Systcms, Inc., a high
technology research and development ventures firm, since 1978. Fromn 1982 to 1983 he
was a Senior Vice President and Chief Scientist of Xerox Corporation. Prior to that time,
he was Senior Vice President, Research and Development and a director of Xerox. He
is cumently scrving as a director of General Instrument Co., Bumdy Corporation,
Comtex Scientific Co. and Int rmagnetics General Corp.

Sanford Kapisn . Cimes Ui: Term to expire in 1988
Mr. Kapian, age 69, has been a private investor and consultant since 1977, Prior to that
time, he was Senior Vice President and a director of Xerox Corporation. He is currently
a director of Ashton-Tate, Cordura Corp., Daisy Systems Coep. Intel Corp.. Silicon
Systems, Inc., Whittaker Corp. and Wickes Companies, Inc

James T. Sherwin Class II: Term io sxpire in 1988
Mr. Sherwin;, sge 52, joined GAF in 1960. He has been Vice Chairman and Chief
Administrative Officer of GAF since May 1984 and was Executive Vice President—
Finance from 1974 to May 1983. He hriefly interrupted his service to GAF from June
1983 to May -1984 (o serve as Executive Vice President and Chief Financial Officer of
Toangle industries, Inc. & manufactucer of vending machines. currency changers, juke
boxes and sopper insulated wire, Upon esjoining GAF in 1984, Mr. Sherwin, a director
of the Corporation from 1974 to May 1983, was reclected as a direcior by the direcicrs
pursuant to the terms of an emp:oyment contract between Mr. Sherwin and the Corpo-
ration which expires on May 20, 1986.



Danie! T. Carroll Class li: Term to expire In 1889
»i. Carroll, age 50, has been Chairman of the Board and President, since 1982, of The
Carroll Group, Inc., a management consulting fum. He was President, Chief Executive
Officer and a director from 1980 to {982 of Hoover Universal, Inc., « manufacturer of
automotive and industrial products. He is also a director of Combined Inteinational
Corp., C.mshare, Inc., Conrac Corporation, Diebold, Inc., Wolvem\e World Wide,
Inc., MschlmhmoulCorp and A.M. Castle & Co.

Samuel J. Heyman Class lil: Term t0 expire in 1969
Mr. Heyman, age 47, has becn Chairman of the Board and Chief Executive Officer of
GAF Corporation since December 13, 1983, He is also a priscipal of a number of
‘closely-held companies and partnerships, whose investments include commercial real
estate and a portfolio of publicty traded cecurities held largely in connection with
arbitrage activities.

Williai Spler Ciass ili: Torm to expire in 1969
Mz, Spier, age 51, has been a privats investor since 1982. He was Vice Chairman of the
Board and a director from 1981 to 1982 of Phibro Salomon Inc., a8 commodities and
securities firm. From 1980 to 1981, he was Senior Official in the Europesn Division of
Pliilipp Brothers Inc., & predecessor of Phibro Salomon Inc.

Joseph D. Tydings Class lll: Term to expirn ii: 1089
Senator Tydings, age 5. has been a member of the law firio of Finley, Xumble, Wagner,
Heine., Underberg, Manley & Casey siace 1981, Prior to that he was a member of the
law firm of Danzsnsky. Dickey. Tydings. Quint & Gordon. Scrator Tydings was a
United States Senator from the State of Maryland from 1968 to 1971,
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Commitises, Mestings and Directors’ Fees
The Board of Directors met fourtesn times in 1985.

The Board of Directors has delegated certain of its functions and responsibilities to Com-
mittees of the Board,

The Executive Committee is authorized to exercise, in the absence of the Board, all the
powers of the Board in the management of the Corporation, with several limied exceptionz.
Messrs, Heyman, Carroll, Goldman and Spier presently constitute the Executive Comnmittee. The
Executive Commiitee did not ineet during 1985 because frequeat meetings of the full Board of
Directors were held.

The Audit Committee reviews the integrity of the Corporation’s financial staternents, financial
contols and the interns! audit function, the function and fees of the independent auditors, the
procedures for monitoring the Corporition's invesumeat activities and other matters relating to
financial and accounting functions. Messrs. Carroli, L yons, Rogers and Tydings presently con-
stitute the Corporation's Audit Committze. The Audit Coramittee met three times in {985,

The Executive Compensation Committee is responsible for the review and administretion of
the Corporstion’s compensation practices, policies and plans, inciuding the Executive Incentive
Compensation Plan, the 1984 Stock Option Plan and the Employee Stock Purchase Flan; the Stock
Option Committee is responsible for the administration of the Corporaiion's 1975 Stock Option
Plan and the Stock Purchase Committee for the adiinistration of the Restricted Stock Plan. Each
of these Committees is comprised of Messrs. Goldman, Caxroll, Ksplan and Rogers. These
Committers met eight times in 198S.

The Nominating Committee makes recommendations as to nomin:es for election as clirectors
of GAP. It is presently compriséd of Messrs. Rogens, Lyons, Spier #nd Tydings. The members
of this Comniittee met once in 1985. The Committce will consider persons recommended by
sherehoiders for nomination. Such recommendation: snuld describe the Qualifications of the
candidaics and should be submitted in veriting to the Secretary of the Corporation at its address first
above listed. Recommendations mus! be received at lcast 120 days in advance of the customary
date of the annual meeting of sh»rekolders, which is presently establizhed as the fourth Monday
in April.
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The Retirement Covimittee is responsible for administering the Corporation’s retirement
plans. Messts. Spier, Heyman, Kaplan, Lyons, Shea and Sherwin presently constitute the Re-
tirement Committee. The Retirement Committee met twice in 198S5.

The totai combin=d stendance for all Board and Committee meetings excesded 92%. Each
director arznded more than 759" of the Board and Committee mestings he was scheduled to attend
except Harold C. Simmous.

During 1985, the Corpo: ation compensauted members of its Board of Directors who were not
employees of the Corporation at & rate of $15,000 per year pius $607 per me: ting of the Board
or Committee thereof attended .f such Commuttos meeting was held in conjunctian with & Board
meetiug or by telephone and $1,000 when a Comnuttee meeting was scheduled independent of a
Bourd meeting In addition, 8 chairperson of s Committes was compensated at the rate of $3,000
per year but only one such retainer was paid annudlly regardiess of the number of Committecs a
director chaired. In addition, the Corporation provided life insurance in the face amount of $50,000

- for any member of the Corporation's Board of Directors who was not an employee of tie

Corporation.

At its meeting on January 27, 1986, the foes paysbie to directors were increased. The annual
fee to non-employee directons for the 1986 calendar year was increased t> $18,000 ¢nd the fee per
meeting was increased to $750 effective January 27, 1986.

Certain Litigstion invoilving Directors

Exch of the directors (except Messr. Sherwin and Simmons) are named as defendants
together ++ith the Corporation in a lawsuit in Supreme Court, New York County by Jesse Wemer,
the former Chairman and Chief Executive Officer of the Corporation. alleging that they wrongfully
preventsd him from exercising options to purchase 120,000 shares of Common Stock and seeking
to recover $800,000 i compensatory damages and $5,000,000 i» punitive and exempiary dam-
ages. Werner has also demanded that the Comoration submit to asbitration the dispute with respect
to his empioyment agreement dated September 17, 1781 which the Corporation nas declined to
perforin since the present majagement assur..2d office in December 1983. In March (984, the
Corporation commenced a lawsuis in Supreme Court, New York County agsinst Wemner and
ceain former directurs of the Lorporation secking to recover compansatory damages in connec-
tion with Wemer's compensation arrangements and costs incurred in waging the 1983 proxy
contest plus 350,000,000 of punitive damages. In October 1985, The Court of Appeals for the
State cf New York ordered the Corporation to proceed with the asbitration. The Corporation is
sreking review of that decision by the United States Supreme Court. Under its By-L.aws and the
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Delaware General Corporation Law, the present and foriner directors and officers of the Corpo-
ration are entitled to indemnification against certain liability, costs and #«penses in any action. suit
or proceeding as a result of their service ia such capacity unless it is finally determined that they
failed to act in good fuith and in & manner which they reasonably belic ved to be in, or not opposed
10, the best interests of the Corporation. The Corporation maintained company reimbursement and
directors and officevs liability insurance policics which wers in effect during the period when the
foregoing lawinits werc commenced.

Several lawsuits ape pending in the comrts of New York and Delaware which were commenced
by shareholders of dw Corporation during the recent proxy contut against Wemer, and certain
fonner dircctors including James T. Sherwin whe is a present director and & nominee for reelection

* at the annual meeting. ‘The complaints in these lawsuits make a variety of allegations against the
former Chief Executive Officer and the former directors including mismanagement, corporate
waste, breach of fiduciary duties and securities law violations. The defendants have answered and
denied these 2llegations The former directors may be entitled 10 indemnification by the Corpo-
ration and coverage under its directors aud officers lisbility insurance policins described in the
preceding paragraph.

SECUMTY OWNERSH!P OF CERTAIN D!NGFICML OWNERS AND MANAGEMENT

As of February 27, 1986, the followmg persons had reported to the Securities and Exchange
Comunission beneficial ownership in the amounts shown of move ;han five percent of a class of
voting secunties of the Corporauon:

Neme and Address of Matu'e of
Sensfielel Tile of Senatiolai Peroant
[ Cless _Ownership of Clase
Samuel J. Heyman................ Common  1,380,17%(!) 7.81%

Harcld C. Simmons .............. Commen  2,125,800(2) 12.03%
4835 1.BJ Freeway
Dallag, TX 75244
Strong/Cocaeliuson Capital
Management. Inc. .. ........... Common 1.442,485(3) 8.17%

815 East Mason Strect
Milwsukee, Wisconsin 53202

112



(1) Mr. Heyman has reported that the shares of Common Stock beneficially owned by him include
10,500 shares of Comumon Stock owned by & privatc foundation of which Mr. Heyman is aa
officer, 925,594 shares of Common Stock owned by partnerships of wiich Mr. Heyman is
Manager. 18,000 shares of Common Stock owned by Annette ldeyman, Mr. Heyman s
mother, from whom Mr. Heyman has a power of sttorney entitling him to vote such shares.
Mr., Heyman reported that he has the sole power (o vote and 1o direct the vote, anJ the sol>
power to disyoce and to direct the disposition of sll shares of Common Stock of which he is
the beneficial ownar, except for 18,000 shares of Commcen Stock owned by his mother, with
raspect t¢ whici shares of Common Stock Mr. Heyman shares voting and investment powers
with his mother. Mr. Heyrman also holds presently exercis=ble options to acquire 15,000 siwres
of Common 3iock.

(2) Mr, Sitnmons has reported in an amendment to his Schedule 13D, dated Februarv 6, 1986,
that the shares of Common Stock are held by the following corporstions which may be Jeemed
to be controlled by Mr. Simmons: National City Lines, Inc.+-157,025 shares of Coramon Stock
and The Amalgamaied Sugar Company-!,968,775 shares of Common Stock. Mr. Simmons
disclaims beneficial ownership of these shares. In May 1985, Amalgamated Sugar issuea
detachable wasrants to purchase one share esch of CAF Common Stock. M:. Simmons reports
that there are 440,000 wasvants presently outstanding and that Amalgamaiod Susar has placed
440,000 of its GAF shares in escrow to satir’y warrant exorcises. The warrange became
exercidable at $50.00 per share on August 28, 1985 and wili cxpire on May 1. 1990.

(3) Stong/Comeliuson Capital Munagement. Inc. has reported on it Schedute 13G, dated Feb-
" ruary 12, 1986, that it owns 1,368,400 shares and that it has sole voting and dispositive power
with respect to the shares. In addition. it has mported that it also helds 140,600 warrants to
purchase 140,000 shares of GAF Common Stock. For a descriptiun o1 the warants, see
footnote (2) above. Strong/Comeiliuson has recently advised GAF that it increased its own-
orship to 1,442,485 shares as of February 27, 1686,
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As of February 27, 1986, each director of the Corporation and all directors and executive
oillcers of the Corroration as & group beneficially ovned the following equity securities of the
Corporation:

Amsunt and
Nehwe of

- -
Danle! 7. Carroll ............ vree.  Common K
Dr. Jacob E. Goldmaa............ Common 3.3 .
Samul J. Heymas. .............. Common 1,380,179 7.81%
Sanford Kaplan................... Common 30,600 A7%
William P. Lyoes..............ccs Common 24,001 14%
Scott A. Rogers, Jr. .............. Coowmnoa 1.100 "
Edwud E. Shee ......... ceiieness  Comanor 2,620(4) *
James T. Sharwin ................ Common 11,32%(3) .
Harold C. Simrmons ............-. Comunon  2,125,800(6) i2.03%
Willam Spler...... .. ...l Common 22,300 3%
Jossph D. Tydings................ Commct 3,441(7; *
All Directors and bseutive

Offl.2erz ax a Growp

(14 individuals) .. ........... .+ Comnon  3,663.377(8) 20.75%

"Lass han .1 %

(1) Sole voting and investment pcwer un'sss indizated othorwise,

(2) Ses fooinats (1) o preceding table.

(3) Includes 7,500 shares he!d In trust for the benefit of Mr. Lyore' chikdren of which beneficial
ownarship is disclaimed by ldy. l.yons, 11.600 shares held in a ponsion trust of which Mr.
Lyons is ono of two trustoes and 4,900 shures held jointly by Mr. Lyons and Justine Lyons.

(4) All shares held jointly with his wife.

(5) Includes 5,000 shares subject ;0 optioas which arc presently exercisable and 5.000 shares
subject to optioas which are axsrcisable within 60 days of the date of this Procy Stalement.

(6) Ses [ootaots (2) to procoding table.

(7 Inciudos 2,530 shares hald in & Defined Benefit Trust of which Mr. Tydings is a trustes.

(8) Ses footnotes above, Includes an additional : 00 shases held jointty with & spouse and 47,700
shares which officers who are not diructors have the right to acquire upon exercise of opuons
{which are presently cxercissble).
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EXRCUTIVE COMPENSATION AND CERTAIN TRANSACTIONS

CASH COMPENSATION

The following information is furnished with reipect 10.al! cash compensation paid fur services
rendered o the Corporaton in ali capacities during flscal 1985 by (i) all six current executive
officers of the Corparaticr: whose cash compensation sxcesded $60,000, and (ii) all persons who

were executive officers during 1985 as a group:

Mame of
oD O  Gaaesn WhehGaves  Samy

Samusl J. Hoyman ........ Chaitman of the Board and

Chief Executive

Officer $291,667
Jarms T. Sherwin ......... Vice Chairman of the Board ’

and Chief

tive Officer 188,750
Fdward E. Shea........... Senior Vics President,

Counsol

and Secretury 130,417
Cari R. Bekardt .........., Senior Vioe Presiden and

Presidunt-Chemicals

Division 156,687
Johan A. Bretinan .......... Senior Vioe Presidemt and

Materials i ivizion 123,333

Chief Financial Officsr 104,167
All Executive Officers ss 3 Group—(6 Individuals) $995,00!

(1) Includes cash bonuses eamed during (965 and paid in ewly 1986 to the rxscutive ‘o'.’ﬂce:x
pursuant to the *‘Executive Incsative Compensation Plan’' described below. Bonuses nameq
during 1984 and paid In eurly 1985 were reporeed in the Corporution’s 1983 Proay Statemem.

(2) (ncludes the Corporation's cugh contributions (0 the ""GAF Cupitsl Accumulasion Plan’* ang

Serun())  Oveny
$275.000  $14,074
175,000 12.798
65,000 15.435
12,000 20,028
83,000 16.073

43,000 12,864
$770.000 307,277

the cost 10 the Corporation of special lfe Insursace provided (o the torporation’s aleetsd

ufficers. Roth plans are described below.
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Compensation Pursuant To Plans
Executive Incentive Compensatior Plan

GAF has an Executive Incentive Compensation Plan which 'was approved by the shareholders
in May, 1967. The Plan covers approximately 275 officers, managers and other professional
employces of the Corporation.

The Plan provides that the Board of Directors, in itr, discretion, may credit to an incentive
compensation fund an amount no greatsr than 6% of the ~xcess of GAF's adjusted income over
6% of the value of shareholders’ equity at the beginning of \he year for which the computation is
made. A percentage of this amount, consisting of not less then 5% nor more than 15%, shall be
used for special awards to employees as the Board directs, with the balance to be used for
Executive Incentive Compensation Awards o key einployees. The Pian provides that the Chief
Executive Officer of the Corporation shail fumish the Executive Compensation Commirnee, and
that the Committee shall furnish the Board of Directon:, with recommendations as to particular
awards. An award under the Plan may be payable in cash or GAF Common Stock or both.
Common Stock may be subject to restrictions on disposition.

Criteria used to determine awards include the leve] of success achieved during the year by the
employee, the Division or department in which the employee works and the Corporation. For fiscal
1985, the total incentive compensation fund was determined to be $2,875,000 for aliccation among
the 27S eligible officers, managers and emplovees. All awards made for fiscal 1985 were paid in
cash. The awards paid to the executive officers appear in the Cash Compensation Table.

1969 Restricred Stock Purchase Plan

The Plan for the Sale of Restricted and Unrestricted Common Stock to Employees Who
Perform Executive, Administrative or Supervisory Functions authorizes the sale of an aggregate
of 650,000 shares of Common Stock to full-time executive, administrative and supervisory em-
ployees of the Corporation and its subsidiaries. The price of Restricted Shares must be at least S0%
of the closing price of the Corporation’s Common Stock on the New York Stock. Exchange on the
last trading day on which such stock was traded preceding the date on which an employee is
designated as one to whom such shares may be offered for sale. To accept an award. the employee
must make paymant in full of the »urchase price.

The Plan authorizes the sal: of shares subject to presciibed restrictions us to disposition
(**Restricted Shares'') and withcut such restrictions (‘' Unrestricted Shares ). All sales under the

12
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1969 Purchase Plan to date have been of Restricted Shares. Restricted Shares may not be resold,
assigned, tonsferred, pledged, hypothecated or otherwise disposed of, except as provided in the
Plan, for a oqe-year period from the date of purchase and such further pevidd or periods as may
be provided by use Committee. Since March 1984, the policy of the Stock Purchase Commiittee
with respect to new sales pursuant to the Plan has been to provide for the lapsing of the restrictions
on one-fifth of the stock awarded on each of the first through fifth anniversaries of the date of sale.
The polit :3 in effect prior to that time provided, in general, for a nine year lapsing schedule on
restrictions, and there are Restricted Sheres outstanding which are still subject to the nine year
schedule. If a participant’s employment terminstes for certain reasons prior to the ifth anniversary
of the date 0. purchase or due to death prior tc the completion of five years of continuous
employmcnt, the Corporation has the right to mpurchase the shares which remain subject to
restrictions at _ie price which the employee paid for them.

The selzcti™n of cligible employees to receiva awards under the Plan is made by the Stock
Purchase Comn: ‘tee. Awards are based on the Commitiee’s evaluation of an employee’s past or
potential contribution to the Corporation or its subsidiasies. The Committee determines the number
of shares to be awarded to any employee, the date of the award and the terme aad conditions
governing the award. There is no stated maximum or minimum number of shares which may be
awarded under .e Plan to any one eligible person or group of persons.

No awards of stock were made to executive officers under this Plan in 198S. Several executive
officers do. however, own shares which they purchased in prior years on which the restrictions
lspsed in 1¥85. The difference between the original purchase price and the market value on the
date of lapse for the Restricted Shares was as follows: Carl R. Eckardt $45,871 (992 shares); John
A. Brennan - $76,573 (1,768 shares); Raymond J. Lacroix - $12,092 (364 shares) and all executive
officers as & group (6 individusls) - $114.537 - (3,124 shares).

Stock Op » Plans

1975 St~ck Option Plan. This Plan suthorizes the grant of *‘non-qualified’’ options (within
the meaning of the Internal Revenue Code) to purcliase a8 maximum of 800,000 shares of the
Corporation's Common Stock to key employees. The exercise price at which shares of Common
Stock may be 2urchassd may not be less than 100% of the fair market value of the shares on the
date the optis - is granted.

Options granted after April 30, 1984 are exercisable as to 20% of the shares after the
expiration of one year from the date of grant, 40% after two years, 60% zfter three ycars. 80%
after four years, and 100% after five years, with no such option to be exercisable a- to all or any
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portion thereof more than 60 days after the fifth anniversary of the date of grant. Options granted
on or before April 30, 1984 may not be exercised uniess the optionee has rernained in the
continuous employ of the Corporation or its subsidiaries for a pericd of one year afier the date of
grant, but thereafter may be exercised in full at any time over che rernaiming term of  the option.
Such earlier options expire not later than ten years from the date of grant and there is no maximum
amount of options which may be exercised in any year.

The selection of eligible amployees to raceive options is raade by the Stock Option Com-
mittee. Awards of options are based on the Stock Option Committee’s svaluation of an employco’s

~ past or potential contribution to the Corporation or its subsidiaries. The Stock Option Committee

determines the nuraber of shares to be optioned to r.ay employee, the date of the option grant and
the terms and conditions governing the options. Thute is 1 stated maximurix or minimum number
of options or shares which may be issued to any one cligible person or group of persons.

The 1975 Stock Option Plan aiud the Corporation’s right to grant options under it terminated
on February 12, 1985. Options outstanding on February 12 were not affected by the termination
of the Plan. : ’

1984 Stock Option Plan. This Plan authorizes the grant of options to purchace a maximum
of 800,000 shares of the Corporation's Common Stock. Options may be either options intended
to be ‘‘incentive stock options'* within the meaning of section 427.A of the [nternal Revenue Code
of 1934, as amended (the **‘Code''), or ‘‘non-qualified’’ stock options for purposes of the Code.
The exercise price of options granted must be at least equal to the fuir market value of such shares
on the date of grant. With reapect to any incentive stock option granted to a perticipant who owns
stock possessing more than 10% of the voting rights of the Corporatior's outstanding capital stock
on the date of grant, the esemvise price of the option must he at least equal o 110% of the Fair
Moarket Viue on the dats of grant.

‘The term of each option is five years and sixty days (five ysars for certain incentive stock
options granted to persons owning micre than 10% of the Corporation’s Stock). Optivas may not
be exercised during the first year after the date of grant. Thereafter, except as noted below, each
option becomnes exercisable as to 20% of the shares subject thetewo on each of the first. through the
fifth anniversaries of the date of grant. With respect to options granted to persons owning moe
than 10% of the Corporation’s stock. the option will become cxercisabie us to the fina! 20% of
shares subject thereto four years and ten months from the date of grant.

The selection of eligible =mployees to receive options is made by the Executive Compensatior:
Comunitiee. A.wards of cptions are based on the Executive Compensation Committee's evaluation
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of an employee's past or potential contribution to the Corporation or its subsidiaries. The Executive
Compensation Committee determines the number of shares to be optioned to any employee, the
date of the option grant, whether the opticn is intended to be an incentive stock option or &
nonqualified stock option, and other terms governing the options. There is no stated maximum or
minimum number of options or shares which may be issued to any one eiigibie person or group
of persons. However, the aggregate fair market value of the Conunnn Stock (determined a2 the date
of the option grant) for which any employee may be granted incentive stock options in any calendar
year may not exceed $100,000, plus certain carryover allowaaces from the previous three yers
permitted under the Code.

Holders of stock options granted under both the 1975 and 1984 Stock Option Plans have
certain limited stock apprecistion rights (**Limited Rights'’) which are in addition tc the stock
apprecistion rights already included under the 1975 and 1984 Siwock Option Plans. These Limited
Rights apply only in the event of 2 tender or exchange offer for the Corporation's Common Stock
by a bidder other than the Corporation, and entitle the option holder to sucrender any then
exercisable option or portion thereof and receive either cash or the Corporation’s Cuinmon Stock.
as determined by the Executive Compensation Committee or Stock Option Committee, as appli-
cable, equal to the Jdifference between the aggregate fair market value cf the shares subject to
options on the Cate of surrender (as determined in accordance with th. Limited Rights) and the

agiyregate option price.
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The following table includes, for each execuiive offizer named in the Executive Compen-
sation Table and for all executive officers as a group, data on the following: (i) ali options granted
in ficcal 1985 under the 1984 Stock Opiion Plan [each of which includes provision for stock
sppreciation rights (‘*SARs’")] whether incentie stock of .i~ns ar nonqualified stock options and
(ii) the net value realized in shares or cash on exercise of options awarded in previous years unde
both the 1975 and 1984 Stock Option Plans. :

ond of epdene

:x'llhh oupriiged

it ‘)
Samuel J. Heyvaalr ......oveveee onas 1] 0
James T. Sherwin............cocvveeees : U 0

Edward E. Shes..........c.covvvnnnnn. 0 $40,875
Carl R. Eckadt........... Cerereeienes o 0
John A. Brearun............cocoilnn 0 0
Raymond 1. Lacroix .......... Cedieven 0 0

All Executive Officers as s
Group (6 individuals) ...... Creeerenanes 0 340,875

Zl) Net value of shares received on exercise of options (market value on date of exercise less
exercise price). No stock appreciation rights were exercised.

Employse Stock Purchase Plan

The 1984 Employee Stock Purchase Plan suthorizes the grant of options to purchase a
maximum of 600,000 shy-23 of the Co:poration’s Common Stock on a non-iiiscriminatory basis
to all full time empioyees of the Corpotation and its subsidiaries except emolc: sees who own 5%
or more of the total combined voting power of all classes of stock of the Corpuration. All options
granted shall be for the samo number of shares unless the Executive Compensstion Committce
provides that the number of shares grantsd by each option shall bear a uniform relationship to the
compensation uf each eligible employee. The price at which shares of stock may be purchased
unde: any offering is 35% of tha lesser of fair market value of the Common Stock on the date of
grani or the datc ol purchase. Payments for siock purchased may be made either by immediate
delivery of the full purchase price, on an instaliment basis through payroll deductions or a
combination of both.
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There have been three offerings of stock pursuant to the Plan on October 1, 1984, June 3,
198S and January 20, 1986. All three offerings have granted employees the option to pur:hase a
number of shares which bears a unifoim relationship to compensation. Options not exercised by
the end of the offering period (typically one month) expire,

The following table sets forth, as to each of the executive officers named in the Cash
Compensation Table above (except Mr. Hoyman who is not eligible to pasticipste) and 10 all
executive officers as a group the ntmber of shares of the Corporation’s Comsmon Stock
by immediate payment or payroll deduction pursuan: to the Plan during 198S and the aggregate
net valus of the shares purchased over and above the purchase price thereof,

Name of Individual m" "": of Shares
umng Purehesed her Surehased (1)
Jumes T. Sharwin .......c..ovvnvvvnns 481 $18.70
348 28.05 $3.310(2)
Bdwurd E. Shea ...........cooveevnnn 334 18.70
86 28.08 1,828
CariR. Bekardt .........ooc0vevnvvnns 374 18,0
288 28.08 2,645(2)
John A. Brennan ..........cooveiviees 0 - -
Raymond J. Lacroix.................. 267 18.70
187 28.08 . 1,807(2)
All Executive Officers................ 1,436 18.70
as 8 Group (S individuals) 906 28.08 $9.290

(1) Net valus of shares purchased on exerzise of options (market value on dats of grant. based on
closing price on New York Stock Exchange, less exercise price).

(2) Thess executive officers are participating in the third offering under the Stock Purchase Plan
by payroll deduction. Thay will acquire shases on August 29, 1986 with an aggregaie exercise
price as follows: James T. Sherwin=—8§9,750; Carl R. Eckard+—3$8,000 and Raymond J.
Lacroix—3$5,250. The exercise price per shars will be the lesser of 348.24 or 85% of the
closing market price on August 29, 1986, adjusted to reflect the stock split which will occur
if Proposal No. 3, infra, is approved by the shareholders at the 1986 Annual Meeting.
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Prior Pension Plan

On September 23, 1962, the Board of Directors suthorized the termiastion, effective De-
cember 31, 1982, of the GAF Salaried Employees' Retirement Plan (the ‘‘Pension Plan’'), a
dcﬂned benefit pension plan. All participants in the Pension Plan who were not otherwise vested

became vested on the termination date and each participant became entitled, as ono of scveral
options, t0 receive an annuity contract providing for the monthly payraent of his accrued benefit
as of December 31, 1982, in accordance with the terms of the Pension Plan. Mesars. Sherwin,
Ecknsdt, Breanan and Lacroix electad o receive annuity contracts which will provide at age 63
maximum moathly payments for their accrued benefits of $4,334, $665, $1,218 and 3908,
respactively, pursuant to the terms of the Pension Plan. No other current executive officers were
~ participants in the Peasion Plan at the time of its terminetion.

Capital Accumulation Plan

Effective January 1. 1983, the Corporation sdopted the GAF Capital Accumuiation Plan
(**GAECAP'") for salaried employees to encousege employees to accumulate funds for s=tirement.

GAFCAP is a profit sharing retirement plan which contains a salary reduction arrangemet
which complies with Section 401(k) of the Intemal Revenue Code of 1954, as amended. Purtuant
to QAFCAP, each participant :may slect 10 reduce his compensation by up to 4% (thereby
excluding from his income for federal incoms Lix purposss the amount of such reduction) and to
have the Corporation contiidute such amount 10 GAFCAP on his behalf. The Corposation will
contribute an additional amount equal to 3% of a participent's compensation and will maich the
lessar of 4% of a participant’s compensation or two-tnirds of s participant's salary reduction
contribution. A perticipant also may elect to make non-deductibie (for federal income tax purpose)
voluntry contributions 10 GAFCAP In an amoumt not to exceed 10% of his compensation.
Distributions commence 83 soon as practicable afier sither the termination of smployment or
retiremant, and a participant may elect 1) receive payment either (a) in monihly installmanis over
3 period equal 1o the participant's iife expectancy or that of his spouse, If longer. or (b) in & lump
sum. The amounts contributed during fiscal |98S by the Corporation to the executive officers are
listed in the Eiecutive Compensation Table.

Executive Deferred Compensation Program

!n November 1985, the Corporation established a new deferred compensation plan for the
benefit of key empioyees. The banzfit payable under the Plan, which accrues in accordance with
s ten year schedule, consists of an annual payment commaencing at age 65 equel 0 25% of a
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covered smployoee's last [ull year's salary. The benefit will continue for the longer of 1S years of
the joint lifetimes of the employee and his spouse. If & covered employee dies while employed by
the Corporation, a death benefit of 36% of the employee’s annual income at the date of death is
paysabie tc the employec's beneficiary for a term of 15 years. Employees who panticipate in this
plan are not entitled 10 have employer contributions made to their accounts, if any, under
GAFCA?.

Employess are selecwd for eligibility for this plan based upon the ksy neture of their
responsibilities. Ksy managesisl and professivaal empluyess, including all executive officers,
were offered participation in November 1985. All exacutive officers accapied except Mr. Shea.
S'aco the plan was in effect for less than two months in 1985, the amount of vesied benefits to
which ench exscutive officer was ontitied st the end of 1985 was negligibie.

Severance Policy

The Corporation's basic severance policy for salaried employess pro . ides for payments to
empioysss based upon the age and length of service of the empinyee at tive time of termination.
Pursuamt 10 the terms of this policy, the only sxecutive office:s cusrently entitled to saverance
paynents in excess of $60,000 are Car! R. Eckardt and James T. Sherwin. Mr, Eckard would be
entitled 10 & severance payment of $60.000 and Mr. Sherwin would be entitied (o 8 severance
peyment of $97,500, uﬂjuaﬁbymmdmmmwmmmec«pomm
whica expires on May 21, 1986.

Life Insurance

In 1985 smployses of the Corporation wers sligible 17 earoll on a contributory besis in a
beusfits package providing generally for term life insurance equal (o approximalely iwo times
current annual base salsry, an accidenta) death and dismembetment paymemt equal 10 two times

current annua’ base salary and monthly long-term disability bensfits of approximatsly 2% of two
tirnes current annual salary. All slected officers received the aforementioned accidental death and

. dismsmbsrment and long-term disability coversges on a non-contributory basis; in addition, they

are eligidle 10 receive group term life insurance coverags equal (o spproximatsly four tinwes current
annual base selary on a non-contributory basis. The cost (0 the Corporstion of such insurance
coverage for all executive officers is listed in the Executive Compensation Table.
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Personal Benches

The Corporation provides certain personal Henefits 10 its exscutive officers which are difficuit
10 quantify in wrms of business or personal use, The Corporation hes concluded, however, after
ressonable inquiry, that the aggregsis amounts aitributabl. 10 such personal benefiis do not in any
ovent exceod the lesser of $25,000 or 10% of wtal cash compensativa for sach person named in
the Cash Compensation Table sbove, or, a8 1o all executive officess of the Corporstion as & group,
the lesasr o $235.000 times the namber of persons in the group o¢ 10% of the total casll com-
pensation for the group.

CERTAIN TRANSACTIONS WITH RELATED PARTIES

In 1963, the Corporution cnguged Finky, Kumble, Wagner, Meine, Underberg. Manley &
Casay, 10 render logal services in connection with a variety of meters. Jossph D. Tydings. a
director of the Corporation, is 3 member of this firm. During 1983, the Corporation paid Finlsy.
Kumble, Wagner, Heine, Underberg, Manisy & Casey fees and disbursements which were less
than 1% of the Arm's revenuss for the last full fiscal yesr.

In 1988, the Corporation engaged O.8. Ensrgy Systsms, Inc. as a consultant on “ssearch and
mw-mmuuucm Dr. Jecod E. Goldnua. 8

development
director of the Corporstion, is President of 0.8 Bnuu Sysismu, [oc. During 198S. the Corpo-
ration paid O.B. Energy Systems, Inc. uo.ooou

Propesal Ne. 2
MWOPMMOFWMMM‘TOM
. CERMACATR

General

The Board of Directom of the Corporation has approved by & unanimous ‘ole of those prosent
a nwnber of amendments 10 the Corporetion’s Resiated Certificas of Incorporstion (the
*Cartificats' ‘) and has diveciad that they be submitied 10 & vois of the sharehoiders o the Annual
Moauting. To be adopisd. this proposal requires the affirmative voie of holders of o majority of all
oustanding shares of Common Swck of the Corporation entitled (o vois thereon at the eeting.
The Board of Directors believes that it is in the best intarssts of the Corporation 1o amend the
Certificats to give effact 10 the propossd amendmants.
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Appendix A to this proxy staiement containg the wext of the proposed amendment: ‘o the
Certificate, and the follow\ag discussion is qualified in its entizety by referencs 10 such Appendix.
The proposed amendments »:¢ intervelatsd, and the purpose of some of the amend ments is to
preveat circumvantion of ta desired protection afforaed by others. Accordingly, the Board has
approved thess amendmuvats At 8 single proposal. Any sharsholders who fuvor some but opposs
others of thess propored amsadments will have 1o decids, therafore, if the advanages of the
ameadments they favor outweigh the disadvantages of the cass they oppose.. Voies mey et be can
in favor of or aguiist portions of tids roposal No. 2 and atsempts 10 do ¥ o the proxy card will
invalidets tha rard’s voting instruc dons on this Proposal.

The proposed amendments to the Certificats would (a) provide for o classified Bomd of
Disectors and auithorize the directors 10 ncreass or decreass the sise of the Board within the linits
set by proposed Articie NINTH (c) sad 10 fill vacanciss on the Board; (b) provide that aay
sharv’:0lder action bs taken only & & mesting of shareholders and not by written comsent; (c)
peevide it oaly the Chairman of the Bawd or the Board of Dirscices and not the sharsholders
rse asuthurized 1o call specis) meetings of the sharsholders; (d) provide censin procedures that &
shareholde: must follow in order 1o nominate any peteca for cluction o the Board of Directors or
o bring any business before an annual meeting of sharehoiders; () provide that the Board of
Directors is exclusively authorized 10 sstablish tin: rights, prewers, dutiss and procsdures governing
the Board aad the management of the Corporstion; (f) provide that direciors may not bs removed
without causs and may be removed for cause oaly by the holders of & majority of the outstsading
shars sntitied t0 vols. including, in canain circuinatances, the vois of the holders of a majority
of the shares not beasficially owsed by any owner of more than 5% of the (otal voting power of
all classes of stock of the Corporation: and (g) provide that uniess certain conditions are met, the
proposed amendments may aot be alered, amendant, changed or repsaled without a vois of the
hotders of not less than 80% of the Corporation’s shares entitied w0 vow thersoa. This may be
considered 10 be an anti-takeover proposal.

As mors fully discussed dslow, the primary purposs of the proposed amendments is 0
enhance the Corporstion ‘i ability (0 succassfully conclude any potsntial acquisition free from the
concemn thal a Wrget company will be in 8 position (0 ull'izs a retaligiory offer for GAF as ¢ means
of resisting the Corporstion's axquivition eifort. The Noard of Dirclors belisves that such a
retaliatory offer. dusigned solely i thwast the Corporation's offer. i a. likely 10 be in the bexs
inerests of the Cotporation': shurcholdars.

The Corporation has from lims 10 time purchased seturities in other corporations snd reg-
ularly reviaws its holdings of such securitier 10 determine, among other things, whether 10
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increass, decrease. hold or liquidate such holdings or whether tc seck 10 acquire control of any such
corporation by tendus offer or otherwise. In this connection, the Board of Directiu=s is awire that
i rocent years, seversl corporations have made dofensive counteroffers in response 0 acquisition
attempts. During the pendrncy of the Corporation's recent tender offer foe Union Carbide Cor-
porstion, the Corporsiion’s Soard of Directors becarns aware that the Board of Direciors of Union
Cardids o0k under considermion such a plaa 10 gaia control of the Corporation as & means of
frustracing the Corporation's offer for Unioa Carbide. A3 the Corporation may wish at a future time
© maks ¢ ssw offer for Union Curbude or pursus the scquisition of other compacies, the Cor-
porstion’s Board belicves that thase propossd amendments are necessary 1o enabls the Corporadion
to successfully pursus aa acquisition stretsgy which iz ix the best interests of the Corporation's
sharsholdsrs.

The proposed amendments are also imended to promois conditions of continuity and stability
in the Corporation s isadership, businsss, management and policies and to ensure that all share-
holders are affordsd the opportunity at sharehoider mestings to fully discuss and consider matiers
which affect their rights.

Other Coneiderations

Although the proposed amendments are inieaded primarily 10 deter and discourage raisliatory
counter tender offors, the proposed amendments, if adopied, will necussarily have the cffec: of
- making more difficul all tender offers or other acquisitions of stock for the purpoze of acquiring
control of the Boaru o Directors regardicas of the offeror’s motivation, s well 4s proxy contasts
or othar stismpts &) change managsmani. To the exient adoption of the proposed wmendments
makes the acquisition of control or a change in mansgement of the Corporation more difficult, the
Corporstion may beroms o less astractive takeover target. As s rosull, offers from a significant
shareholder or from third partics 10 acquirs soms or all of the shares of the Corporation which soine
sharsholdsrs might deem 10 be favorable could be discoursged. Furthey, to the extent tender offers
or sccumulations of the Corporaticon’s stock ars discouraged, shareholders inay bs deprived of (e
higher market prices for their stock which ofien prevall a5 s result of such avents. Accordingly.
butore voting un the proposed amendmaents to the Certificats. shareholders 271 urged 10 read
carcfully the following sections of this Proxy Stalemaent witich discuss the reaxons for and effects
of the nroposed amendments and describe more fully the specific provisions of each proposed
ameadment.

e Corporation is not st presant involved in tha acquisiuon of any oth. . compuny nor is it
pres Uy aware of any pending nv tesatsned effort to acquire the Corporation - - 10 charigd curremn
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management, either by a third party or by any holder or holders of any substantial block of the
Corporation's Common Stock. The Board of Directors has concluded that it is desirable to consider
these amendments at a time when the Corporation is not involved in an acquisition.

Description of the Proposes Amendments to the Certificate

Classification of the Board of Directors. Under the Corporation’s current By-Laws, each of
the directors of the Corporation is elected znnually by the shareholders for a term of onz year. The
proposed amendment to Articie NINTH (c) of the Certificate provides for & Board of Directors
divided into three classes having staggered three-year terms, to take effect beginning with the
election of directors at the 1986 Annual Meeting. If the proposed amendment is approved, at the
1986 Annusl Meeting three directors will be elected for terms expiring in 1987, three for terms
expiring in 1988, and four for terms expiring in 1989, as more fully described under **ELECTION
OF DIRECTORS."’ At each Annua) Meeting after 1986, directors would be elected to succeed
those whose terms then expire, eac’i newly elected director to serve for a three-year term.

The proposed 2mendment alio limits the number of directors on the classified Board to a
maximum of twenty-four and a minimum of three. The amsndment vests in the Board the power,
by vote of a majority of the directors then in office. to fix the exact number of such directors within
these limits and to fill vacancies in the Board which may occur as a result of an increase in the
number of such directors. or because of resignations or otherwise. Any director chusen by the
Board to fill a vacancy shall hold office until the next election of the class for which such director
shall have been chosen.

The provisions for a classified Board, combined with the ability of the Board to increase the
size of the Board, will extend the time required to elect a majority of the directors from one annual
meeting to as many as thvee annual meectings. Thus, the classification of directors will have the
effect of making it more -ifficult to change the over-all composition of the Roard of Directors and
will therefore make it more difficult far the manugement of a company which the Corporation may
be seeking to acquire to affect a sudden change in control of the Corporation in order to terminate
the Corpocation’s acquisition efforts. However, tender cffers or other acquisitions of stock for the
purpuse of acquiring control of the Bourd and proxy contests or other attempts to change man-
agement which are not undertaken as defensive tactics may also be discouraged by adoption of this
proposal.

The Board of Directors also belives that classifiration of the Board will promote continuity
and stability of the Corporation’s leadership, management policies and business strategies by
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assuring that experienced personnel associated with the implementation of these policies and
strategies will be on the Board at all times.

Removal of Directors; Filling Vacancies on the Board of Directors. The Corporation’s
By-Laws preseatly pmvide that a director niay be removed, either with or without cause, by the
affirmative vote of the holders of a majority of the outstanding shares of the stozk of the Corpo-
ration entitled to vote. Under Delaware law, a director on a classified Board may be removed from
office during his or her term without cause only if the Certificate of Incorporation so provides. The
proposed amendment to Article NINTH (c) specifically provides that directors may be removed
only for cause and only by ths affirmative vote of the holders of 8 majority of the Corporation’s
shares entitled to vote thereon, including, in certain circumstances, the vote of the holders of a
majority of the shares not beneficially owned by a Related Person (as defined). Accordingly, the
proposed amendment would eliminate the present ability of the holders of a majority of the
Corporation’s shares to remove a director without cause.

Proposed Articic NINTH (q) to the Certificate defines a Related Person generally as any
person or entity which is the deneficial owner of more than 5% of the total voting power of all
classes of stock of the Corporation entitled to vote generally in the election of directors. However,
any person or entity which owned 5% or more of the Corporstion’s outstanding Common Stock
on March 17, 1986 will not be deemed a Related Person.

The provisions of proposed Article NINTH (¢) relating to the removal of directors and those
which limit the number of directors are believed necessary in order to assure that the advantages
of a classified Board are not circumvented. The provisions for a classified Board of Directors,
together with the other provisions of the proposed amendment, if adopted, would make it more
difficult to remove directors, and ultimately the management, even if a majority of sharehnlders
decide to do so. In particular, absent the approval of shareholders having sufficient votes to amend
proposed Article NINTH (c), it would not be possible to change the majority of the directors at
any annual meeting, e sn where the only reason for the change may Se shareholder dissatisfaction
with the performance of the incumbent directors.

Procedures for Shareholder Nominations and Proposals. The proposed amendments to
Article NINTH (¢) and new Article NINTH (o) of the Certificate set forth the procedures that a
shareholder must follow in order to nominate any person for election to the Board of Directors or
10 bring any business betore an annual mecting of sharcholders. Currently, no such procedural
requirements exist in either the Certificate or the By-Laws,
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Both amendments will provide that a sharcholder must fumish written notice of the
shareholder’s nomination or business proposal to the Secretary of the Corporation not less thar: 60
days prior to the first annivarsary of the date of the last meeting of shareholders called for the
election of directors. The amendments wouid, accordingly, eliminate the present ahility of shure-
holders to nominate directors or introduce tusiness matters from the fioor at the anaual meeting
of sharcholders without having provided prior notice thereof to the Corporstion. In addition,
proposed Article NINTH (c)(iv) would provide that a shareholder’s notice with respect to the
nominstion of candidates for election to the Board of Directors must contain certain information
concerning the nomiree, including his age, business and residence addresses and principal nc-
cupatior, and the number of shares of stock of the Corporation beneficially owned by him. The
proposec amendment to Article NINTH (c) (iv) would not be applicedic to nominations by the
Board of Disectors or a nominating committee of the Boari. New proposed Article NINTH (o)
. would provide that a shareholders’ notice with respect to business matters 1o be brought before a
sharcholders' meeting must contain a brief description of the business matter, the identity of and
. number of shares owned by the shareholder proposing such busiriess matters, and any interest of
the shareholder in such business matter. New proposed Article NINTH (0) would not affect the
current requirement that shareholder proposals be delivered to the Corporation at least 120 days
prior to the anniversary of the date the prior year's proxy statement was released to shareholders
in order to be included in the proxy statement.

The procedures set forth in proposed Aiticle NINTH (c)(iv) and new proposed Aaticle NINTH
(o) will prohibit last-minute attempts by a sharcholder to nominate a director or present a business
proposal at an annual shareholders’ meeting. even if such a nominstion or proposal might be
desired by a majority of the sharcholder . These procedures will enable the Board of Directors of
the Corporation to be informed in advan & of nominations or business proposals (including any that
tuay be made by a person seeking to acc;1ire contral of the Corporation) to be presented at meetings
of shareholders in order 0 prepare iniormed and reasoned positions with respect to such nomi-
nations and business proposals. These -rocedures would also eliminate the element of surprise that
a person seeking to scquire the Corporation might otherwise use 0 advantage in making a
shareholder proposal.

Requirement that Any Special Meeting be Called by the Eoard of Direciors. Under the
Corporation's current By-Laws, special meetings may be called oy the Chairman of the Board, the
Board of Directors nr the President and shall be cailed by the Secretary at the request in writing
of sharcholders owning at least a majority of the shares ot capital stock of the Corporation issued
zad outstanding and entitied to vote. New proposed Article NINTH (p) would provide that only
the Chairman of the Board or the Board of Directors and not the sharehd!ders «re authorized to call
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special meetings of thie shareholders. Thus, the proposed amendment would eliminate the present
ability of shareholders to call specia! meetings of the shareholders. If adopted, the proposed
amendment would make it more difficult to remove directors, and ultimately, the managem=nt,
even if a majority of shareholders desire to do so.

Requirement that Any Shareholder Action Be Taken Only at a Meeting. New proposed
Article NINTH (n) to the Certificate would require that any shareholder action be taken only at a
meeting of sharcholders. At present, any action which may be taken at any annual or special
mecting of shareholders may also be taken withovt a meeting, without prior written: notice and
without a vote, if a consent in wiiting, setting fo.ch the action 30 taken, is signed by the holders
of outstanding stock having not less than the nrunimum number of votes that would be necessary
to authorize or take such action at 4 meeting at ‘which all shanes entitled to vote thereon were present
and voted.

The amendment is designed to assure hat matters of importance are presented and voted on
at =hareholder meetings and not decided by : major shareholder without giving ail shareholders an
opportunity to he heard and to vote at a meeting of sharcholders. The Board believes that it is
important for sharehoiders to be able to discuss matters which may affect their rigms and for
management to be able t> sive advince consideration to any such matters, and that i is therefore
appropriate for shareholders of a publiciy-held corporation to take actior: affecting the corporation
and its sharcholders only at a meeting.

This amendment, combined with the amendment eliminating the right of shareholders to call
special meetings (see ‘‘Requirement that Any Special Meeting be Called by the Boarc: of
Directors'’) would effectively preclude shareholders from taking any action except at a special
mecting called by the Board of Directors or at any annual meeting. Accordingly, the proposed
amendments may mzke it more difficult for shareholders to take action opposed by the Board of
Directors and t".us deter persons from seeking to acquire substantial stock positions in or control
of the Corporation, including an attempt to acquire contr~! of the Corporation made in response
to any sttempt by the Corporation to scquire securities or control of another corporation.

Authority of Board of Directors to Manage the Busines: and Affairs of the
Corporation. Under Delaware law, the business and affairs of the corporation shall te managed
by or under the direction of the Board of Directors except as othervise provided by Delaware law
or the centificate of incorporation. The Corporation's Certificate currentl: permits both the Cer-
tificate and the By-Laws to qualify this authority with respect (o certain matters. The proposed
amendment to Article NINTH (e) of the Certificate would provide that the Board has the exclusive
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authority to cstablish the rights, powers, duties and procedures governing the Board and the
management of the business and affairs of the Corporation.

The proposed amendment would pievent sharcholders from secking to disrupt the manage-
ment and policies of the Board of Directors by adopting changes to the By-Laws which, for
example, alter the vote required for any action of the Board or the election by the Board of officers
of the Corporation. This amendment is viewed as a necessary adjunct to the clussification of the
Corpuration’s Board of Directors. The adoption of the proposed amendment may also deter certain
mergesrs, tender offers or other future takeover attempts favored by the holders of sume or a
majority of the Corporation’s voting stock, including an attempt made in response to any effort by
the Corporation to acquire securities or control of another corporation.

Increas=d Shareholder Vote for Alteration, Amendment or Repeal of Proposed
Amendments. At present, any alteration, amendment, repeal or rescission of any provision of the
Certificate must be approved by a majority of the directors of the Corporation then in office and
by the affirmative vote of the holders of a majority of the outstanding stc:k of the Corporation
entitled to vote at a meeting. Proposed new Article TENTH of the Certificate would provide that
any alteration, amendment, repeal or rescission of Articles NINTH and TENTH of the Certificate
must be approved by the atfirmative vote of the holders of not less than eighty percent (8U%) of
the outstanding stock of the Corporation entitled to vote generally in the electian of directors,
subject to the provisions of any series of preferred stock which may at any time be outstanding.
However, this supermajority voting requirement will not apply to any change recommended to the
stockholders by two-thirds of the whole Board of Directors so long as a majority of the directurs
acting upon such matier shall be Continuing Directors. Proposed Article NINTH (q) generally
defines a Continuing Director as any member of the Board of Directors who is not a Related Person
and who (i) was a directer on March 17, 1986, (ii) bacame a director prior to the time that any
person or entity became a Related Person or (ili) was recommended to succeed a Continuing
Director by a majority of Continuing Directors. Inssmuch as all of the nominees for eleciion at the
1986 annual Meeting were directors on March 17, 1986 and none of the nominees are Related
Persons, all of such persons will br; Jeemed Continuing Directors for purposes of Article NINTH
(q). In addition, under proposec Article TENTH ao By-Law provisions inconsistent with the
proposed amendments (o Articlzs NINTH and TENTH may be adopted.

The requirement of an ircrensed shareholder vote is designed to prevent a shareholder with
a majority of the voting stock from avoiding the requirements of the proposed amendments by
simply repealing them, If this proposal is adupted, any shareholder desiring to alter, amend. repeal
or rescind any of the proposed amendments without the support of current management would have

27

131



to obtain the affirmative vote of the holders <t at least 80% of the Corporatica's outstanding shares.
Such a requiremnent would thus limit a majority shareholder’s ability to act unilaterally without the
support of other sharebolders.

This proposal will, however, make it hard to change any of the amendments proposed in this
proxy statement. In general, a supermajority vote of 80% is difficult to obtain, even when there
is substantial shareholder support for a proposal, ss it is not uncommon for less than 80% of the
total number of shares of stock entitled to vote at & meeting to cast ballcts. For example, the
percentage of shares represented (n person or by proxy at the Corporation’s last three annual
meetings of shurehoiders was: 1985-78.31%, 1984-84.2% and 1983-78.94%. With respect to the
Corporation’s voting stock, the obtaining of a supennajority vote may be further complicated by
the fact that, at February 27, 1986, Mr. Heymun and Harold C. Simmons* (who is currently a
director, but is not stunding for reelection) beneficially owned more than 19% of the outstanding
Common Stock. Thus, assuming that they retain or increase their shareholdings, it would be a
practical necessity that the affirmaiive vote of at least one of them be obtained in order to adopt
certain proposed amendments to the Certificate of Incorporation.

Conforming Amendment. . To avoid any conflicts with the proposed amendments a con-
forming amendment to Article NINTH (k) of the Certificate is proposed. Froposed changes are set
forth in Appendix A hereto.

Other Poaalble Antl-Takeover Provisions In the Corporation’s Cettificate

The Cerdificate snd By-Laws of the Corporation do not currently contain provisions intended
by the Corporation to have ‘‘antitakeover’’ effects, although the Corporation is authorized to issue
up to 6,000,000 shares of Preferred Stock, in respect of which the Board may determine voting
and other rights. The Prelsrred Stock could be issued 30 as to dilute the stock ownership or voting
power of persons secking to obtain control of the Corporation and could be utiliz 'd to frustrate a
takeover plan. In addition, Preferred Stock could be privately placed. However, the Board has no
present invention of issuing Preferred Stock for any of such purposes.

Curmulative voting is not pérmincd under the Corporation’s Certificate.

The proposed amendments, combined with the power of the Board of Directors to issue a class
of authorized, but unissued Preferred Stock. may have the effect of maintaining the continuity of
management ond may make changes in management more difficult, ¢ven if a majority of shase-
holders might consider such changes advisable.

* Mr. Simmoni disclaims beneficial ownership of these shares. See footnote (2) on page 9.
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Other than the amendment to increase the number of authorized shares of Coramon Stock
discussed in Proposal No. 3, the Board does not presently contemplate adopting, or recommending
to the shareholders for their adoption, any further amendments to the Corporation’s Certificate or

By-Laws which would affect the ability of third parties to take over or change control of the
Corporation, except for amendments to the Corporation’s By-Laws to be adopted by ihe Board to
conform them to the proposed amendments.

The Board of Directors recommends a vote "FOR” Proposal 2.

Proposal No. 3
INCREASE OF AUTHORIZED SHARES OF COMMON STOCK AND RELATED HATTERS

General

The Board of Directors has approved by a unanimous vote of those present and rezommends
that the shareholden consider and approve an amendment to Aiticle FOURTH of the Certificate
that would increase the number of asuthorized shares of Common Stock from 25,000,000 shares
to 100,000,000 shares. To be adopted, this proposal requires the affirms *ive vote of holders of a
majority of all outstanding shares of Common Stock of the Corporation entitled 10 vote thereon at
the meeting. The Board of Directors believes that it is in the best interests of the Corporation to
amend the Cenrtificate to give effect to the proposed amendments.

Appendix B (0 this proxy statement containg the text of the proposed amendinents to the
Certificate, and the following discussion is qualified in its entirety by reference to such Appendix.

As of February 27, 1986, there were 17,666,301 shares of Common Stock issued and
oununding Approximately 2,089,765 additional shares of Common Stock were reserved for
issuance in connection with the Corporation's 1969 Restricted Stock Plan, 1975 and 1984 Stock
Option Plans and 1984 Stuck Purchase Plan. This leaves a balance of 5,158,422 suthorized but
unissued shares (including shares held in treasury) available and unreserved for future use.

On February 24, 1986, the Board of Directors authorized a 2 for | stozk split pursuant to
which all holders of record of GAF Common Stock on May 8, 1986 would be entitled to receive
one additional share of Common Stock for each share held. This authorization, however, is
necessarily conditioned upon the approval by the shareholders of an increase in the authori.ed
Commeon Stock of the Corporation sufficient to allow the issuance of more than 17,000,000 new
shares of Common Stock.
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In addition, the Board of Directors consid:rs it desirable that the Corporation have a further
amount of Common Stock available for issuzi-v¢ in connection with possible additiorial stock splits
and dividends, acquisitions, financings, employee benefit plans and other corporate purposes in
order 10 avoid, in each instance, the delav r.nd expense otherwise involved in obtaining shareholder
approval for individual amendments tu tiie Certificate of Incorporation. Other than such matters,
the Corporation has no present pisns, s rangements, understandings or conunitments i0 issue any
additional shares ¢f Common Stock. If the provosed amendments tc increase the number of
suthorized shares of Common Stoc'. are approved, there will be 80,158,422 uniasued and unre-
served shares of Common Stock (including shares held in treasury), of which approximately
18,000,000 will be issued in the stock split if the shareholder: approve this proposal.

The Corporation continu-.usly r2views oppcriunities to wcquire businesses, some of which
might involve the issuance of shares of Common Stock. The Board of Directors helisves that if
authorization of any increase in the Common Stock were postponed until a specific need arose, the
delay and expense incident to obtsining the approval of shareholders at that time could significantly
impair the Corporation’s ability to meet its financing or other sbiectives. If the proposed amend:
ment is approved, the Board of Directors would be shle to issue, for any proper corperate purpose.
such authorized but unissued shares without further sction by the shureholuers.

The Comman Stock is entitled to dividends when, as and if declared by tiwe Board of
Disectors. The hnlders of Common Stc sk have full voting powers and are enitled to receive any
distuibutions made to sharcholders ‘n liquidation. No holders of Common Stock are entitled. as a
matter of preemptive ~r other nght as such holdei s, (0 subscribe for or pucchase any stock of the
Corporatior. whether presently available or made available by amei.dment to the Certificate of
Incorpuration, or any obligation of the Corporation convertible into such: stock.

Depending on the purposc terms and conditions, any issuance of shares of the Cu:poraiicn's
Common Stock could have the ¢ ffzct of diluting current shareholders’ properticnate mterem in the
Corporation.

Potential Anti- Tskeover Effects

Although not & factor in the Board of Directors’ decision to propose the ameadment w0
increuse the nurnber of authorized shares of Common Stocic, one of its effects may be to enable
the Board (0 render more difficult or to discourage an aitempt to obtain control of the Corporation
by ineans of & merger, tender offer, proxy contast or otherwise, and thereby protect the continuity
of present mansgement. The Board would have the additions! shares availabie to effect a sale of
-hares, merger. consolidation or similar transaction whereby ihe number of the Corporation’s
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outstanding shares would be increased and thereby would dilute the interest of & party attempting
to obtain contol of the Corporation as well as the voting rights of the Corporation’s other
shareholders. Adoption of the proposed amendment could reinforce the effects of the other
proposed amendments to the Certificate for which shareholder approval is being sought at this
meeting. See Proposal No. 2 above.

Additional Propoecd Amendment

The Board of Directors also has spproved and recommends that the shareholders consider and
approve an amendment to Article FIFTH of the Certificats that would delete the designation of s
series of $1.20 Convertible Preferred Stock. The Corporation redeemed and retirod all outsianding
shares of this serizs in lﬂswhumhundmdm&oriﬂngmmdmymm:
of this series.

The Corporation would continue to have a class of Preferred Stock, par value $1, undesign-
ated as to any series. If the Corporation subsequently decides to issue a series of Preferved Stock,
it may do so by filing a Centificate of Dulgmdnn with the Secretary of Stste of the Suate of
Delaware, ity state of incorporation, setting foith 3 relative rights, qualifications, limiwtions,
restrictions and pcwens of the series.

The Board of Diectors Recommends & Voie “FOR” This Proposal 3.

Proposal Mo. -
moromrommsmcmuouuwom

Upon recommendation of the Audit Commuttee, the Board of Directors has selecied Arthur
Anderssr & Co. 1o audit the Corporation's sccounts for 1986, Arnthur Andersen & Co. has
provided audit services o the Corporation since 1984, including the cxamination of financial
statements and the reluted review of the internal accounting -controls of the Corporation and its
consolidsted subsidiaries, examinations cf smployee benefit plans and trusts, and meetings with
the audit comruttes of the Board of Directors. The Board of Directors recommends that the
shareholders ratify the selection of Arthur Andersen & Co. s aviitors. A representative of Arthur
Andersen & Co. s expecicd to be present « the meeting to answer appropriste questions and wili
have an oppornunii (o make o statement.

The Board of Directors Recommends a Vois “FOR" Thia Proposal.
3




1967 SHAREHOLDER PROPOSALS

Proposals of securities holders intended for inclusion in the Proxy Statement and presentation
ac the 196 Araual Meeting must e received by the Corpnration at its principal executive cffices
prior to November 28, 1986. Al) proposals received will be subject to the applicable rules of the
Securities and Bxchange Comumission. Ses also *‘Procedure for Shareholder Nominations snd
Proposals’’ in Propnesl No. 2, sbove.

OTHER MATTERS

The cost of solicitation of proxies ‘#ill be borns by the Corporation. In addition 10 uss of the
mails, proxies may be solicited by telaphons, talegraph or personal interview by smployees of the
Corporation without additional compensation. The Corporation has also retained Kissel-Blake Inc.
o aid in the solicitaticn of proxies at an estimated sggregate fos of $14,000, rlus out-of-pocket
expenses.

The Corporation will reimburse brokerage firms. banks, trustees, nominees and other persons
autr_rized by the Corporution for their out-of-pockst sxpenses in forwarding proxy material to ine
beneficial owners of the Corporation’s stock.

Msnagement does not know of any other masters that will be presented at the moeting oiher
than matiars incidamt to the conduct thereof. However, if any mattars properly come before the
maeting or any acjournments, it is intended thar the holders of the proxiss named in the accom-
pan:iag form of proxy will vote thereon in the'e discretion.

Por a copy of the Corporation’s Annual Report cn Form 10K for the year smling December
31, 1985 as Aled with the Securities and Exchangs Comuniszion, plesse contact: Office of the
Secretary. GAF Corpovation, 1361 Alps Road, Ruilding 1), Wayne, New Jeruey 07470.

By Ordar of the Board of Directons.

EDWARD E. SNEA
Secrerary

Wavne, New Jersey
Mach 27.. 1986
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APPENDIX A

PROPOSED AMENDMENTS TO ARTICLE NINTH OF THE RESTATED
" CERTIFICATE OF INCORPORATION OF GAF CORPORATION®

Article NINTH:

(c) (Iy Number, Election and Tesrms of Direciors. Ths oumber of directors of tne Corpo-
ration (exclusive of directors 10 be electod by the holders of any ons or more u ie. of Preferred
Stock of the Corporadon which may st some tims bs outstanding, voting senara’y as a class or
classes) shall bs fired from tims (o time by action of not less than s ma,rity of the members of
the Board of Directors then in office. but in no event shall be.less tmon three nor more than
twenty-four, The directors (other than those who may be slected by the holders of any one or more
series of Preferred Siock of the Corporation which may of some time be outstanding, voting
sepanisly as a class or clasies) shall be classified. with respect 1o the time for which they ssvenlly
hold office, iito thres ciasses. as nearly equal in number as possible with the term of office of one
class expiriag each year. At the annual mesting of stockholders in 1986 three directors of the first
class shall be slected 10 ho!d offics for a lerm expiring at the next succeeding annual mesting, three
directors of the second class shall be slected 0 hold offics for a tsrm expiring st the second
succsading annual mesting, and four disrectors of the third class shall be slected to hold office for
,alerm uptrln‘ & the third succesding snnual meeting, with the members of each class to hold
office until their respactive successors are slectad and qualified. Subject 1o the provisions
Paragraph (i}) of Articis NINTH (c). at each snnual meeting of the stockholders <! ae Corporatinn
held after the 1986 mesting, the successors to the class of directcrs whose term expires at thot
mesting shall be slacsed to hold office for a lerm expiring i the third succesding annual meeting.
Notwithsianding the foragoing and axcept as othsrwise roquired by law, whenever che holders of
any one or more caries of Preferred Stock shall have the rigin, voting separsisly vs 8 class or
classes, 0 slect onn or mos directon of the Corporation, the terma of the direcior ¢ direcion
slecied by such holders shall eipire at the next succesding snnual meeting of stockholders.

(il) New(y Created Directorships and Vacancies. Mowly created directorships resulting
from any inzrease in the number of direciors (excs Xt increases resuliing fror  (he rights of the
howders of one L.r more serivs of Preferred Stock of the Corporntion which muy at some (ima be

¢ Only thoia soctions of Artcle NINTH which are proposed 10 be reviscd or adkded are st
forth in this Appendix. Substantisily all of the toxt of thexe saclions is new. excepl for section
NINTH (k).
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cutstanciug, /oting scporately s a class or classes, to elect directors) and any vacancies on the
Board of Direcioes rgulting from death, resignation, disqualification, removal or other reason
shall be tilled sulely by the affirmative vote of a majority of the directors then in office, even though
Jess than a Quorum v ite Board of Directors. Any director elected in accordance with the preceding
santence shall hold office for the remainder of the fuil term of the class of directors in whuch the
new directorship was :reated or the vacancy occurred and uatil such director’s successor shall have
been elecied and qualified. N3 decrease in the number of directors shall shorten the term of any
incumbent director. Nctwithstanding the foregoing, aud oxcept as stherwise required by law,
whenever the holders of any ons or more scries of Preferrsd Stock shall have ths right, voting
sepasrately as s class or clusses, to slect ons of more directors of the Corporation, the terms of the
director or directors elected! by such holders shall expire at the next succeeding annual meeting of
stockholders.

(ii}) Removal of Directors. Notwithstanding any other provisions of this Certificate of
Incorporation or the By-Laws of the Corporation (and notwithstanding the fact that some lcsser
percentage may be specificd by 'aw), any director or the entire Board of Directers may be removed
from office at any time, but only for causs and only by the affirmetive vote of the holders of a
majority of the Voung Stock; provided, however. that if a proposal to remove a director is made
whan thets exists one or mores Ralsted Persons, then such majority vote must include the affir-
maiive vots of the holders of a malority of the Disintsrested Shares. Notwithstending the fore-
going, and axcept as otherwise requived by law, «whenaver the holders of any one or more series
of Preferrad Stock shall have the right. voting sepa: uely as o class or classos, 1o elect one or more
ducctors of the Corporation, the provisions of this Fuagraph (ii}) of Article NINTH (¢) shall nok
spply with respect to (s director or diractors slected by such holders of Preferred Stock.

(iv) Noiics of Stockholder Nominges. Nominations of parsons for election (o the Board of
Direztors of the Corpoiation shall be made only (1) by or « the direction of the Board of Directors
or (2) by any stockholder of the Curporation entitled to vote for the election of directors at a
meeting of stockholders who complias with the proccdires st forth in this Paragraph (iv) of Anticle
NINTH (¢). Such nominations. other than thoss made by of 2t the direction of the Board of
Directors, shall be rnade by notice in writing delivered or mai'ed by Arst class United States mail,
postage prepaid, 10 the Secretary of the Corporation not iess th.an sixty (60) days pnor io the tirsl
anniversary of ihe date of the last meeting of stockholders called for the slection of dirsctors. Such
siockholder's notice shal) set forth: (1) as 10 sach person whon such stockholder propases 10
norninat: for eloction or re-election as & director, (A) the nama, age. business address and. if
krova, residence address of each nominee proposed in such notice, (B) the principal occupation
or employrmat of eacit such nomines, (C) the number of shares of xtock of the Corporation which
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are beneficially owned by each such nominee, and (D) such other information as v-ould be required
by the Federal Securities Laws and the Rules and Regulations promulgated thereunder in respect
of an individual nominated as a directo: of the Corporation and for whom proxies are solicited by
the Board of Directors of the Corporation (including such nominee’s writtea consent to being
named in the proxy statement as & nominee and to serving as a director if elected); and (ii) as to
the stockholder giving the notice (A) the name and address, #3 they appear un the Corporation’s
books, of such stockholder, and (B) the class and number of shares of stock of the Corporation
which are benefici’ ly owved by such stockholder. Notwithstanding the forgoing, nothing in this
Paragraph (iv) of . .rticle NINTH (c) shall be interpreted or construer, to require the inclusion of
information about such nominee in any proxy statement distributed by, at the direction of, or an
behalf of the Board of Directors.

The chairman of any meeting of stockholders may, if the fucts warrunt, determine and declare
to the meeting that 2 nomination was not made in accordance with th:: procedures prescribed by
this Paragraph (iv) of Artici= NINTH (c), and if he sihould so determire, he shall so declare to the
meeting and the defective nomination shall be Cisregarced.

(e) Exclusive Authority of the Board. The property, business ana affairs of the Corporation
shall be manuged and controlled by the Board of Ditectors. Notwithstanding any ocher provision
of this Ceniificate of Incorporation or the By-laws of the Corporation and subject to the provisions
of Article NINTH (<) of this Certificate of Incorporation, the Board of Directors shall have the
exclusive right to establish the rights, powers, duties, nlcs and procedures that from time to time
shall (i) govern the Board of Directors and each of its members, including witlisut limitation the
vat: required for any action by the Board of Dircctors, and (ii) affect the dircctors’ power to
manags and direct the property, business and affairs of the Corporation, including without lim-
Ication the election of officers of the Corporaiion and the assignnient of powers and duties to such
officers.

(k) Dispositton of Substantially All Assets. The Corporation may. at any meeting of its
Board of Directors, sell, convey, assign. transfer, lease, cxchange or otherwise dispose of its
properties and assets {including its good will and its corporate franchises), as an entirety or
substantially as an cntirety, upcn such terms and condition:. ana or such consideration ¢whether
cash or the stocks or bonds of any corporation ar corporatice. !, or £t er property) as its Board of
Directors may de=m expcdient and for the best interests Of the Corporation. wien and as authorized

44

139



by the affirmative vote of the holders of a majority of the stock issued and outstanding having
voting power, given at u stockholders’ meeting duly called for that purpose.

(n) Stockhelder Action. Any action required or permitted to be taken by the stockholders
of the Corporation must be effected at a duly called annua! or special meeting of such stockholders
and may not be effected by any consent in writing by such stockholders.

(0) Stockholder Proposals at Annual Meetings. Business may be properly brought before
an annual meeting of stockholders by a stockholder only upon the stockholder's timely notice
thereof in writing to the Secretary of the Corporation. To be timely, a stockholder’s notice must
be in writing and delivered or mailed by first class United States mail, postage prepaid, to the
Secretary of the Corporation not less than sixty (60) days prior to the first anniversar: of the date
of the last meeting of stockholders called for the election of directors. A stockholder’s notice to
the Secretary shall sct foith as to each matter the stockholder proposes to bring before the zntiual
meeting (i) & brief description of the business desired to be brought before the annual meeting . (ii)
the name and record address of the stockholder oroposing such business, (iii) the class and number
of shares of stock of the Corporation which are beneficially owned by the stockholder, and {iv) ¢ny
material interest of the stockholder in such business. Notwithstanding the foregoing, nothing in tais
subparagraph (o) shall be interpreted or construed to require-the inclusion of information about s ny
such proposal in any proxy statement distributed by, =t the direction of, or on behalf of the Board
of Directors.

The chairman of an annual meeting niay, if the facts wasrant, determine and declare to the
meeting that business was not properly brought before the meeting in accordance with the pro-
visions of this subparagraph (o), and if he should so determine, he shall so declare to the meeting
and any such business not properly brought before the meeting shall not be transacted.

(p) Cali of Special Meetings. Specisl meetings of the stcckholders of the Corpcration for
any purpose or purposes may be called at any time only by the Chairman of the Eoard o Direciots
or by a majority of the members of the Board of Directors, and the power of stockhol lers to cail
a special meeting for any and all purposes whatsoever is specifically denied.

(q) Definitions. For the purposes of this Article NINTH and Article TENTH tne terms set
forth below shall be defined as follows:
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(i) “*Affiliate”’ and *‘Associate’’ have the meanings set forth in Rule 12b-2 under the Secu-
rities Exchangs Act of 1934 as in effect on March 27, 1986. .

(ii) Beneficial ownership shall be determined pursuar: to Rule 13d-3 under the Securities
Exchange Act of 1934 as in effect vn March 27, 1986.

(iiiy **‘Continuing Director’’ means any member of the Board of Directors of the Corporatior.
wino is unaffiliated with and is not a Related Person and (x) helc the office of director on March
17, 1986, (y) became a member of the Board of Direclors prior w the time that any Reiated Person
became a Related Person, or (2) is a person recommended to succeed & Contnuing Director by a
majority of Continuing Directors then on the Board of Directors.

(iv) *‘Disinterested Shares’’ mcans shares of Voting Stock beneficially owned by stockholders
other than Related Persons,

(v) "*Related Person’’ means and includes any individual, corporation, partnership or other
perzon or entity, or any group of twc or more of the foregoing that have agreed to act together,
which, together with its Afiiliates and Associates, beneficially owns, ia the aggregate, five percent
(3%) or more of the outstanding Voting Stock, and any Affiliate or Associate of any such
individual, corporation, partnership or other person or entity, together with the succeswors anc
assigns of any such individual, corporation, partnership or other person or entity or Affiliate or
Associate in any transaction or series of transactions not iavolving a public offering of the
Corporatica’s stock within the meaning of the Securities Act of 1933, as amended: provided,
however, that the term **Related Person'’ shall not include any individual, corporation, partnership
or other person, cntity or any group of two or more of the foregoing or any Affiliate or Associate
of any such individual, corporstion, partnership or other person or entity which beneficially owned
on March 17. 1986 five percent (5%) or more of the outstanding Common Stock of the Corpo-
ration.

(vi) *‘Voting Stock’’ means all outstanding shares of capital stock of the Corporation entitled
to vote generally in the election of directors of the Corporation, and each reference to a percentage
or portion of shares of Voting Srock shall refer to such percentage or portion of the votes entitled
to be cast by such shares.
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PRO‘POSEb NEW ARTICLE TENTH OF THE RESTATED
" CERTIFICATE OF INCORPORATION OF
GAF CORPORATION

Asticle TENTH:

(8) Certificate of Incorperation. Notwithstanding any other provisions of this Certificate of
Incorporation or the By-Laws of the Corporation (and notwithstanding the fact that some lesser
percentage may be specified by law), the affirmative vote of the holders of not less then 80% of
the outstanding Voting Stock shal! be required to amend, alter, change or repeal Articles NINTH
and TENTH of this Certificate of Incorporation, subject to the provisions of any series of preferred
stock which may at rthe time be outstanding; provided, however, that the provisions of this Article
TENTH shall not apply to, and only such vote as shall be required by statute shall be required for,
- any amendment, alteration, chan;e or rcpeal recommended to the stockholders by two-thirds of
the ‘whole Board of Directors of the Cotvoration. nrovided that and so long as a majority of the
members of the Board of Directors acting upon such matter shall be Continuing Directors.

(b) By-Laws. If any By-Law of the Corporation shall be altered, amended, repealed or
alded in a manner which is inconsistent with any provisions of this Certificate of Incorporation,
the provisions of this Certificate of Incorporation shall govern. Subject to the foregoing, the Board
of Directors shall have the power to make, alter, amend, repeal or rescind the By-Laws of the
Corporation. -
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APPENDIX B

PROPOSED AMENDMENTS TO ARTICLES FOURTH AND FIFTH OF
THE RESTATED CERTIFICATE OF INCORPORATION OF GAF CORPCRATION®

FOURTH: The total number of shares of all classes of stock which the Corponuon shall have the
° authority to issue is 106,000,000, consisting of:

(1) 100,000,000 shares of Common Stock, par value $1 per share, and
(2) 6,000,000 shares of Preferred Stock, par value $1 per share.

FOTH: A description of the different clusses of siock of the Corporation and a statement of the
designations, powers, preferences and rclative, participating, optional or other special rights, and
qualifications, limitations or restrictions thereof, fixed by the Certificate of Inc:orporation, and the
express grant of authority to the Board of Directors to fix by resolution or resolutions certain rights,
qualifications, limitations or restrictions thereof not so fixed, are as follows:

Preferred Stock

/A The Board of Directors is hereby expressly authoriz . by resoiution or resolutions from rime
o time adopted, to provide for the issuance of the Preferred Stock 1n series and to fix and . .
to the extent not fixed by the provisions hereinafter set forth and subject to limitations prescribed
by law, the voting powers, designations, preferences and relative, participating, optional and other
special rights of the shars of each such series and the qualifications, limitations and restrictions
thereof, including, but not limited to, determination of any of the following:

(a) the distinctive serial designation and the number of shares constituting the series;

{b) the dividend rate. whether dividends shall be cumulative and, if so, from which date, the
payraent date or dates for dividends, and the participating or cther special rights, if any, with
respect to dividends;

(c) the voting powers, full or limited in addition to the voting powers provided by law;

* The text is marked to indicate the changes which would be effected by the proposad
amendments. Underlined words indicate that the text has beer, .svised. Carets indicate that text has
been deleted.
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(d) wheiher the shares shall be redeemable, and, if so, the price or prices at which, and the
terms and conditions on which, the shares may be redeemed;

(e) the amount or amounts payable upon the shares in the event of voluntary or involur.tary
liquidations, dissolution or winding up of the Corporation;

(f) whether the shares shall be entitled to the benefit of & sinking or retirement fund to be
applied to the purchase or redemption of shares of the series, and, if so entitied, the amuunt of such
funds aad the manner of its spplication, including the price or prices at which the shares may be
redecmed or purchased through the application of such fund; and

() whethert' : snares shall be convertible into, or exchangeabie for, shares of any other class
or classes or of any other series of the same or any class or classes of stock of the Corporation,
and if so convertible or exchangcable, the conversion price or prices, or the rates ot exchange, and
the adjustments thereof, if any, at which such conversion or exch.u:ge muy be made, and any other
terms und conditions of such ~onversion or exchange.

Each share of each series of Preferred Stock shall have the same relative rights as, and he
identical in all respects with, all the shages of the same senes.

Before the Corporation shall issue any shares of Preferred Stock of any series /\ authorized
as hercinbefore provided, a certificate settinig forth a copy of the resolution or resolutiors with
respect to such series adopted by the Board of Directors of the Corporation pursuant to the
foregoing suthority vested in said Bosrd shall be made, filed and recorded in cccordance with the
then applicable requitements, if any, of the laws of the State of Delaware, or, if no certificate is
then >0 required, such certificate shal! be signed and scknowledged on behalf of the Corporation
by its Chairman of the Board, Vice Chairman of tha Board, Prusident or & Vic. President and its
corporate seal shall ve affixed thereto and attested by its Secreiary or en Assistant Secretary and
such certificate shall be filed and kept on file at the principal offics of the Corporation in the State
of Delaware and in: such other place or places as the Board ¢~ Rirentors shall desigoace.

Unless otherwise pruvided in any such resolution or resolutions, the number of stock of any
series /\ may be increased or decreased (but not below the number of shires thereof then
outstanding) by resolution or resolutions of th: Board cf Directors set forth in a certificate
complying with and filed in accordance with the foreguing requircments. in case the number of
shares of any such series of Preferred Stock shail be decressea, the shares representing such
decrease shall resume the status of authorized but unissued Pieferred Stock.
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Common Stock

Except as oth2rwise required by law, as thereinabove provided and as otherwise provided in
the resolution or recolutions, if any, adopted by the Board of Directors of the Corporation with
respect to anv series of the Preferred Stock, the holders of the Comunon Stock shall exclusively
possess all voting power. Each holder of shares of Common Stock shall be entitled to one vote for
each share held by him.

Whenever there shail have been paid, or declared and set aside for psyment, to the holders
of the outstanding shares of Prefferred Stock and to the holders of outstanding shares of any other
class of stock having preference over the Common Stock as to the payment of dividends the full
amount of dividends and of sinking fund or retirement fund or other retiremeat payments, if any,
to which such holders are respectively entitled in preference to the Cornmon Stock, then dividends
may be paid on the Common Stock and on any class or series of stock entitled to participate
therewith as to dividends, out of any assets legally available for the payment of dividends, but only
when and as declared by the Doard of Directors.

In the event of any liquidation, dissolution or winding up of the Corporation, after there shalil
have been paid to or set zside for the holders of the shares of Preferred Stock and any other class
having preference over the Common Stock in the event of liquidation, dissolution or winiing up
of full preferential amounts to which they are respectively entitled, the holders of the Common
Stock, and of any class or series of stock entitled (o pasdicipate therewith, ir: whole or in part, as
to distributions of assets, shall te entiiled to rvceive the remaining assets of the Corporation
available for diswribution, in cash or in kind.

Each share of Commor Stock shall have the same relative rights as and be identical in all
respec(s with all the other iuares of Common Stock. ’
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SECURITIES AND ZXCHANGE COMMISSION
Washington, D.C. 20849

FORM $-X

CURRERT REPORT

Pursuant to Section 1) or 15(d) of ths
Sscurities Exchangs Aot of 1834

Date of Report (Date of sarliest svant reported):.
January 27, 1986

gez g%gggggz;ou

ACt nNams of registrant As specified in its charter)
ava . =3036 3=C763037

1!52%. or other (Comnlssion y

oyer
urisdiotion .¢ File Number) Identification No.)
neorporation)

ﬁﬂ_&)' nougl Wayne, New Jpcsey, 07470
IreSg 0L Principal sxecutive o aes

Registrant's telephone number, including area coda:
(201) 628-3000
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Ites 2. Acquisition or Disposition of Assats.

on January 16, 1986, Union Carbide Corporation
("Union Carbide”), pursuant to its exchange offer,
urchased 3,499,813 shares of its Cozmmon Stock, per value
1.00 per share, tendered by wholly-cwned subsidisries of

the registrant., Union Carbide paid for such shares a total

urchase price of $297,484,498, consisting of $69,996,895
n cash, 987,495,200 principal amount of Ssnior Debentuv:es
due 2006, $69,598,200 principal amcunt of Senior Notes due
i::: and $69,996,200 principal amount of Senior Nctes due

on January 27, 1986, the registrant sold

$43,500,000 principal amount of Senior Debentures due 2006

for $45,369,000, 934,750,000 principal amount of Senior
Notes due 1996 for 335,185,000 and $34,750,000 principal
ancunt of Senior Notes due 1993 for $34,402,500.

The proceeds received frow the sale >f the
foregoing securities, together with the cesh nrocseds
received in Union Carbide's exchange offer, totalled
8104,953,398 and were used primarily to repay margin loans
in the amount of $99,400,000, the ragiutrant's revolving
credit line in the amount of $17,000,000, and other credit
lines in the amount of 831,000,000,




SIGNATURE

Fursuant to the requireaents of the Sscurities
Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned
hersunto duly authorized.

GA? CORPORATION

W . Shea
Title: Senior Vice President
and General Ccunsel

Date: February 24, 1986

e et ettt EA————— i ——]
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Exhibit 22

LIST OF SUBSIDIARIES

Domestic Subsidiaries

GAF Broadcasting Company, INCecccecssssesses.Dalavare
GAF Chemicals Corporation.....cecscesescesee.Dalavare
GAF Realty Corporation.cicsssssessscsssssses.Dolavare
Jay & Company, TAC.iccssceceisssscasssressee.Dalavare
Mayfair Investunents, INC..cs-escsesereseeess Dalawvare

Foreign Subsidiaries

m (Lultrllllil) Pty. rd‘tdiooooooonoooc-o'oo.Au.tralia
m (B.lqin) N.vtioctl...l..0000..".0.0....B.lqi“n
GAF do Brasil Industria e Comercio Ltda......Brazil
GAF (Candda) INCuiccacscrsssccssssncscesssesssCanada

GAF (Deutschland} G.R.D.Hevev.rc00scsereress. Wast Germany

w (Ptan@.) Bhiiciavar.vessacasetssscesecs FrENCE

GAF (Great Britain) Co. Ltd..cerersvsasssess .Great Britain

w In'ur‘nc. Ltd- 4 9 0 06 ¢ 0080 d 802G E IS SO SEDTLYOLNXGESEOEDS .B.mda
w (It.lial '-td. 9 O 0 6 v a8 OO a B &S P OD SOOI OIE B .Italy

G” (J.m) Ltd. O 0 0 ¢ & ¢ 8 6 & 0 & 00 B OSSP O EE S NS R oJ.Pan

GAF Corporation de Maxico, 8.A. de C.V.......Mexico
Gu (Nord.n) AOB' L BN BN 2N BN NE BN BN BN BE RN BN BE BN BN BN BN BN BNCEN B RE BN B BY B isv.d.n
GAF (Osterreich) G.m.D.H.vereerecersncecssees Austria
GAF (Singapore) Private Ltd........cvcveeesq..8ingapore

GAF (South Africa) Pty. Ltd...ccvcecreissese .S0uth Africa

GAT (Svitzerland) AiG.viertcccocacicscrsreressSWitzerland

Affiliate

GAr-Huls Chemie G.B.D.H...¢iceectscsccresses . WoSt Geraany

152
INYs



FILMED
MARCH 1986

BELHITEL

Information Sevvices

“This microfiche, including title information and format is
© 1986 Bechtel Information Services. All rights reserved.’’




