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Financial Highlights

rlonc B Income Statement

{fn millions of dollars, excepl per Year ¥Brded Becernber 31,
G SrRu TR share data w14 Whore noted) 1996 18595 1994
Net Szles § 3832 $ 3612 F 3951
Gross Margin from sngolng opsrations 1,005 942 815
income Hoss) from operations 504} 412 oon
fncome from ongeing operations 418 412 343
Net income {foss) {284} . 23 158
Net income from ongoing operations 257 223 158
As a percent of sales e 6% 5%
income from Per Share information
Ongoing Operations Futy Diluted Earnings por Share
A SnsiiGeneriof otiarsl Net Beome {joss) $ 15500 $ 440 5 935
] et Income frorn srgoing operations $ 4.65% & 425 5 335
¥ [roush Ferientage
Futhy diluted shares {in thousands) 51,722 54,106 H3025
Balance Sheet
Your Inded December 31,
(1% miilions of dollars} 19%5 985 3904
P w9 e Totsl azsets & 3813 5 3281 3 3274
Lroent ., . B
fSales 0% S 1% :Ioa,ai debt o £ 534 & 2843 3 p212
Toral other Sabilities § 3248 5 2,386 § 2,742
MIPS 5 1984 & 194 3 o
guiiy_ Difuted - Mirority mterest s = L I b
arnings per e o .; " naad
EGngog?g Operations} Toral steckiiciders” eqidty S (484 & (21zy 0§ @R
In dofarsy
50V Groaih Percmtane Cash FlOWS
. T o .
= Year Ended Decetssbey 33,
i {hr nithions of dollars) 19986 1945 1294
-i Mot chsh low Srova operations exchoding
: asbesios-reduted acdivities $ 50t $ 942 s a6
...... Net cesh fiow from investing S 1368 5 381 5 (455}
Net cash Qow frorm financing $ 56 g 35 F T
e wE 9 Net cash Tow From asbestos-related activities $ {368) 057 8 {28y
Capital Spending $§ 5 g 276 5 258

o) Fully diluted shares do net inctude 5.5 million shares Jroni the assumed canrersion of
siock opficns end MIPS due o thedy ati-diltutice effect These shares have beon tnctuded i the
codewdosiomn of parnings per shore from ongoing sperations for comparisons with prior years.
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The Chairman’s Perspective

For the fifth consecuties year,
Owens Corning reported higher
carnings from: ORGOING CLErations,
1998 was alvo the second consikative
vear for recars sales and earnings
Sor the Company.

Tor the 26th consecaive guarter,
we et omr 5oa) of repoyting higher
earmings frota ongoing operations
Surs the same pariod the year before.

For the year, earnings fror
cngoing operations were $257
raiflier: or $4.65 per fully diated
share, up 15 peveent frors 3223
millien, or $4.25 per share in 1095,
Sales increased 10 $3.832 billion,
up § percent o7 $226 mition,
from $3.612 biftion in 1045,

Quarterly ssies also broke
the $1 billion raark for the first
tine inn poth the third and
fonrth gariers.

Induze, [ was also very pleased
and prowd 1o anpounce cur first dividend since the
Company's recapilalization ) years ago. This was mads
possiple by the reduetion of dedt 10 targeled levels drivert
by condnued Improvernent in cast: flow generation. It
refiects aur confidence i the Company's abifity fo el
fund our growlh agenda and to sazsfy our asbestos
chiigations, We continue 3¢ expand globudly, supported
by strategic acquisitions, and o vest in our primary
produciivity progrest - Advantage %860,

But, 1966 was not-wivhowt-disappoiniaent. Aithough
we generated 4 percent improvernent I produstivity
as wwasures on an sbsoiule hasis, we did not mee ol
cantingous Fuproverment targel for aperating mazghn,
Foeus on continued margin dnprovement By our businesses,
supported by the impleraeniation of Advantage 2008, will
be key 10 achieving this geal ih the future,

Despite the disappointiment in operating margin
guprovernent, we did conflie our growth agenda by
acesderating our 35 hilllon annnal ssies goal a fuil vear,

1o 1889,

Fegarding asbestos, we have consistently stated that
we wit fairly compensate anyone hosiestly injured by our
product. Howsver, we also wisk legally oppuse frawdigent
chalms frorm sy souree. Such €38ims urslermine the integrity
of our system of fistice and cheat both Owens Corming
and deserving clairnants.

‘1996 coférmfad our
growth agenda..”

bt June, Owens Corning
filed a lawsuit under tne Federad
Racketeering statutes (RICO) against
three pulmonary function testing
faciiities aud thelr principals.

The jawsuil alleges a massive
scheme 16 defrand the Company
by generaling falsifled redical test
rosubts, The sieged fafse resulfs were
intended to substantiate the filing
and settlement of tens of thousands
oof asbestog~related clairs againg
Owens Corning,

On thal momentous day, we
served notice that we will fight
45 vigorously against franduient asbeostos
B clairms. We have since filed a second
suit against another testing faciliny,

In the second quarier of 3996,
we recorded a charge, associated
wWith an ashestoR-Ccontaining producs
we last raanufactured in 1972, 1
accoun! for claims anticipated aftey
10999, That charge, 2 net totad of §542 milfion alteriax,
afong with other specisd iteres recorded in the first and
fourth guarlers, resulted in & net boss of $284 miifion, or
$5.50 per share, for the year.,

But the real bottosn line be oilr actions is that we can
compensate fairly those infured, quantlfy our ashesics
Eabiity and, at the same time, revzrd our sharenoiders
and advance our globat growth agenda.

Throughout this report, you'ss see many examples

of aur thrse-pranged growzh strategdy of gichal sxpansion,

new products and applications, ang targeted acqudsition,

1996 results again dhustrate ihe Jogic of that strategy
s the bafance of our businesses. The strength ol our
roofing, speesuity and foarn businesses, incudlngt aeguigs-
tiens mmade in 1965 and 1966, countered a general scftness
in Cemposites and economic weakness In Burr—a.

The perfermance of qur 12 sdche adGuis:Tions has
made its impust felt by comtribuiting more than haif of eur
sales grewth gver the past two years, Osr acquasitions have
excecded our erteris of 185% rate of retern and contribused
1o EPS growtds in the year afier aequisition. Three of the
sast five acquisitions have been eutside of the US,

Our aoquasitions also have been a maior factor i
changing the composition of our Company as reflectad
i our expanded preduct portfolio [0 seyve CusLomers,
We are 110 loager & compnyy besed soiely on glass fAber



teennofofy. Our offerings now inchede
seyTenies — extriaded and expancod
pojysiyrenes ~ vinyl windows, vinyl
siding and fabricated produess for

a variesy of thermal and acdustical
markets for oognat equipicent
manufzeligng.

1o better refioct our giobal
strategy as & broad-based Materials
Cophny, We have changed the
Company name Lo Owens Corning,
¢lropping the word Piberglas, Cigr new
ticker sytoboi, WL, cortesponds Lo
the new Bame. ’

For teday angd samoroty, Oweng
Corrang aizo is sirengthened by an
exceptionat leved of preduct and
ST Rental stesvardghip,

The seionce and technologt
nehind it proven terformance make gass fber a major
ConirEor {0 enengy cofseraicn and coradort,

Giass Gher 1 adse one of the 1acst tested marerials
ever for hezith 2od safety. In contrage, matetials used as
alternativey for ginss fber ek anywihere near the satue
teve of testlng data snd broven perforsaance,

The same dedication th exeelience found in our
stewardship prograses is minored miernaly, where OuUr
Soal of cdeveloping & safety culture hias reade considerable
Grogress, Thoough eaderskdp actlons, engingesing design,
ergonoreics and the aggressive entouragersens of safe
Tgtswic, we are continsaliy enbancing eccupationat hesith
and safety 1o protect oif valuebie Human asseds,

i Septenibear, we announced 2 new steategic thiast
for Cwens Corning ~ a new way 10 do business which we
call System Thinkang™,

System Thivking enables our businesses ¢ colabine
indivigual perts and fasks with integrated sokstions and
processes, b5 2 shift from & preduct orientatlon 1o Systent
driven sclutions acpges a8 Hur #nes of Business.

Suystem Fleinbing creates nsfurad and ingical dirks that
Lring peopls and work tegether. & joins Owens Corniug
Deopie, Fesources und capabiities 1o produce cormon,
Shapie ang global solugions,

It adds value for customers doing business with
Qwens Corring,

Sustem Thiviking 18 becorring pervasive at Owens
Corning. You will see many exampies of its competitive
sdvasiage for our Husiness, aad our custornys, as you
veud this report.

ContiMous Ci0emee CoRtadt 3ng COTRMARICRLAN eifanct
Twens Copangs Supnalant fsrkat perinevships atd hep
fulfi oar comunittent by Sustomer Satstaction.

System Thinking begns
with our Core Values — Customer
Satisfaction, Individual Dignity and
Sharshoider Value « the principles
shich guide all 1hat we do. Working
it coneert, cur value systerm leads
the way we do bBisiness, focuses owy
prierities and Getter prepares us i
puzsue Owens Coming's aggressive
growsh agenda.

The first Bupiementation,
Byster Thinking fur the Home!
was introducesd in Seplettbay kv cur
Buildz:g Materials business. 3 vl
transforsr the way hemes are built,
matRetes, mamniaiaed ang inpmoved,

Puildgieg melerials foy the
envelopa of 1the home dave typically
heen purchaseki & la carte — cne oy
#f & bBime, one nrand at a Sme. Our research tells us that &
ajority of ConSImErs 10 jongey want to buy that way.
Yhev dont want 16 assemble a series of Individusi preducts
for their projeets. They want integrated systeras that
address their whoie need. They waes Systene Thinking.

By linking all of our products, lechinical expertise and
rasonrees b seiutionoriented systems, System Thinking

Jor the Home helps Owens Coming expand 1ts scope to
suecesshlly eompete I the targer, 3132 billion home
anpravement market,

Wa gan tontinug cur hevitage of growing by helping
adueate hoMeEWners i naw by maxiicize e value and
corefort af $telr homes, And, we pan sggressively hitid
saare, grow i new.catagenes ang geterate addltionat salés,

We expect the inpact of System Thinking will enable
the Company's Bullding Materiais busitess 10 grow at &
rake up Lo twice the industry’s rate of growth.

Todate, ene of e most pervasive exarpies of System
Thinking at Owens Corming ks our Advantage 2600
informadion techroiogy system and Msiness process
regngineening initiathve

taurched in 1995, Advattage 2006 is mors than ball-
way through she two-year contvarsion of our 280 outdatad
computer systei {0 an interconnectad infortational and
operahonal bfmastrucere.

Advantage 2000 glovally integrates oul employees
with a comsqen, suaple systetn, its direct and timely 2ccess
6 information wilt help thern make better business decisions.

Ir's on fraek 20 deliver $50 ritlor in annuzd savings
teRmning in 1H08.




To seppdm, eur Cose Value of individeud Dignine
Ovweers Copnig domaled 2 nevw 25-0ed hospsat
SRKAE Wi 10 FRlz INTove medical
YERUTATY jr 208 regioR Surriinding our
Brusnaana pipe ziaal.

To further ennanes our
understanding and implemeniation of
camption, siteple and global svstems,
we're roving toward a provess-hased
organizational structtre,

This rew structre is belng
fecused on how we tan eptimize our
resources, maximize ouy speed and
simplify our processes 1o make Owens
Corning the easies) company 1o do
business wit.

e 1996, we expanded our new
Rewards & Resources Program
which sigrdficantly Buks employees’
compensation &nd benefia to the
Company’s performance.

Fixed-cost benefit “entitiesnents” ivve been replaced
b variable reveards in the form of sinck, stock eptions,
profit sharing, a cash balance pfan and flex credits, Qur
U.S, stavied employees and many of our primary efeplovees
earned thelr first awards upder this program ih 1896,
Global expansion of Rewards & Resourees 10 a8 empicyees
is our gosd,

The awards are detennined by the same perfoymance
measires which apole to our manigement incentive Bay
pian. Awards vary depending upon Company perforrance
and can genarate considerable rewsrds for profitable results.

‘I'niz s a leading-edgte program and an acoompiishanent
of which we're proud, Cwens Corming emnployees are shasing
risks and rewards on the same basis as our sharehoiders.
We alf do well enly when the Conpeny does weli

in ¢oneluding the fith year of eur growth agends,
we are proud of the.aceompdisiznents of Owens Comings
pacnie W embracing chmnge and streng@thening our inudustry
leacdershiy, Noteworthy is thelr bty ie conststently
generate current growth whife enhencing iong-term
sustainable value for cur invesiors.

Looking ahwad 1o 1957, we see & challenging vear,
Continaed strong fnarcial resuits will &e temnpered by a
nigher effective tax rate, We forecass the sales monenturg
established i Buiiding Materials in North Adneriea to
conginue. We are expeeting a turnaround i Evrope in
the seeond Badf of the vear,

1096 confamed our growth agenda and the histosic
performtancs of our bearn provides us with every assurance
thiat we wilk 1700t oF exceed our demarcig goals in 1997

We greatly apprecizate your continued #itarest and

Suggmrs of globel sYganizaticns. suek 5 Lhis
Hihitas [or Bursanizg geajest I Huagasy. inthedes
contyibyuons of GWe PeORieS wrie. 38 Well a3
produnss, These effeets advanve Sarehgidar
Value 3% reaffErng our global 2sowsdt agenddy.




System Thinking™ Stewardship

i a Company fameus for PINK, green ig aiso Our Environmental Affairs team has developed
a very important eofor. One of Owens Corning’s £88, fnvironmentsl Support System, The ESS
most comprehensive systems elcompasses the provides the environmental management poptiiaiion
Company’s commitiment ¢ our world's Rle systems at Owens Corring 2 paperiess resource for sharing,

through produet and spvirenmenial .stemrdsh:
Prepeiled by Systew Thinking
angt aggressive goals for continious
improvesnent, Owens Corning views
stewardship as a never-ending
respansibilisy for our products
throughous their entize Hfe cycie,
From their ovigins inowr
Science & Fechnology abs (o their
ylimete end-use in gur homses
ang the thotsands of products that e
iraprove our quality of life, our materials iny addressing environmental issues were
are amsong the most extensively tested and , acknowiedged with the certification of our
gmoriored to safeguard the heaith and safefy recyaing efforts by Scienitlic Certifieation Systemg,

cawéo_girgg, preserving and eagily vetrieving
: virorunental compliance requirements,
implenentation approaches, best
practices and tois,
In Bnvironmeryal ang Corporate
Technology’s fabs, our science base
is Enked with our stewardship agenda
and Brwvirormental Affairs’ database
$o develop proactive, systems solutions
to enviconmental chaileniges.
The Company's proactive steps

of or customers, employens and neighbors, ‘What's mare, we gre proud sponsors of
o cultivate a safe worlkplace, we are using the Good Cents Enviroronental Home m*ﬁ
& strong socig-technical systeras approach which and EPA Energy Star Prograrus. T o
intestrates a safe working environmens with safe i addition s¢ the energy-efiiciency and safety
employves behaviers in a supportive, leadership advaniages of (wens Coming's high-quality
cuityre. Likewise, a safe workplace is one of the prochiets, our commiritios tmpefis from the
key goals in the engineering design of our products, Company'’s fotuss on Deing a gocg corparate
equipment and processes. citizen and a good neighbor.

In our manusfactaring process, we are We are working closely with Jocal
the werld's fargest veer of recycled giass £ " American Lung Astociation®
buttles. We've used some ¢ biflion pounds HEALH HOUSE projects to create

of recyeled glass in juse the past 20 years, and baild the heaithy romes of the

fn addition, wasse from our Jackson, future, with cur Insulating System
Tennessee, Gomposites plant 15 shipped as a key component.

10 our Wanahachie, Texas, instlation Owengs Corning people devote thousands
facitity, wheye two of hours in local volunteer
furnaces re-use efforts, Company dona-
25 rons of recycied tions of products support
recovery efferts from
natural disasters. Sueh
orgarizations as Habjtat
for Humapity! GREEN
schoolfstience program,
Humior Achievement and
The Urnited Way' receive
considerable empioyee
support.

Hahitat for Hus
T Intarnationat

Uzve wyedd some f Bllion sounds of AT ol 'lﬁaiatm.-hse, Texas, stlaticn Reibty, tors of wisle
reqyelidt BSE in just the past 34 yeafs. ynarerial from arker {rvens Caming Planss ane tecyoled daily,

o



Hungreds of peges of infoaation
shott (rwers Cormogs sechnoioges,
FNuAE, sners, businesses and
fshcdal periormance can easily be
a0cessed at the Companys et
workd wide wel site;

PRI QWERRODETINZ, COm:

Cruens Totsig
Hlentists deveioped
TruMeit} a new zere-
Waste goikainer. Mace
b asphalt, € roplaces
FRper buckets and

5 cognpletety meiable
@ith the produr it
shras.,

A Coerpeey team Hom Busope and the UL

asslsaed at 91 Habler For Humanity
iareationas buld i Hovgare T 3995,
We supported setera; Hahital projects.

* i 3986, more han 740 compavers replaced by Gar
Advsnlage 2008 irdtiative were ontsiganst t quatis
of schowls.
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System Thinking” Application Development,

An ireportant growth area for coraposites is
in the building and rebuilding of the world’s infra-
structure, Success Hreeds siccess as the world's
deveioping nations employ glass fiver composites
te meet the rigorous demands of cuidoor, civil
engineering and industrial envirgaments. Proven
performanee and System Thinking are expanding
the use of glass fber-reinforced products in
such areas as reinforeing rod for concrete
eystemms, poles for lighting systems and
eabling for telecomunications systers,

In May 1988, a group of students
from Univeyrsigade de 830 Paulo i Brazi
complated A project spanning

A systems perspoctive Jed ta Oweng Coming's
inrovasion of ghss fiber cornposites nearly
60 years ago.

Today, as materizls technologios continue as
the critical agents of change in tens of thousands
of produets across slmost every industry, System
Thinking is raore important thay ever.

Owens Coming gless fiber reinforcement and
textile product systerms take fome in 2 raatrix of
unique compositions ang processes. They ada
strength, iower weight and resist corrgsion for
autormotive, msrine, heusehold, recreational and
industrial applications.

Through enabling technologies and

Winuver of the Cavens

. : Camning Global Dest
NTOCESSES, iy CoTaposite systerns corabine six months to win the Gold Medal Chatlosge, The b
with customer systems to advance the in Owens Corning’s (iobal Design “Bagaros” bibe i

srade with: gluss oer
Chaliuage Esgm schoefs from atounG  gnd fearures 5 anigsse
drsign, adjustanie for
cordtrs for 95% of the
chaienge to 'feﬁign 3 “worici BiRE”  worlds peopie.

With innovative design and

the use of glass lber materials, the
students exceeded the competition's
gaal of creating a bicycle affordable for
£5% of the world’s popudetion, The design
has since atracted widespread interest from the
bicycle industry,

in 1958, Owens Corning contined bo show e
SIEGRE COTOMITERS 10 grow markess i partnéership
with custorners by opening 4 tew Application
Development Cerder in Bangalore, Jrdia. The Center
compiernents our Composites manufacturing joint.
verture in India, System Thinking and our
advanced fratenials techngslogy are merged there with
cugtomer designs and processes. It positioned o
iead market change and growth by translating our
global cormposites and building meaterials experience
and applications locaily. Appiication Development
Centers zre elso planned for China and Brazil,

Sorvice System

Levnmges Chnens Comings capadilitis G
woplerresc advanced prodict developmust sofaties
and udded vtk $€1%885 in uppOTt N CUSCOMETS.

state of the 4% and to provide integrated
spiutions to complex design and
engineering chatllenges.

In the award-winneng Ford Tawmus
radiator stpport, Owens
Coming giass fbers snabled e viminand 21 pasts Ard oy
acomposiie sateral o e eg i
repiace metal, vet support
the weight of several radiator
. eosnponents. The design fexibifity and
Beaei, Geco, presianns,  Struictural integrity available with
Congosses. s inading ¢ pomnnsites enabled Ford to consolidate
gt of o gings ey : p
rompezines nsmess with  Whas formerly regulred 23 separate
an apgrussive focus en parts Into a two-piece fmodular assemily
niw orgAduces aac new -
apestatens. Cur ovwn operating porformance

and productivity ilmprovements were
evident in 1886 ag Composite’s earnings Fom
ongoing operations were up 4 percent while sales
were down 5 pereent. The downsurs reflected
continued economic deterioration ie Europe and
some sofiniess in .S, markets,

Lustarnar Apphicution System
Connacts {heens (aniaag’s ynique comiieation of precucts,

experience divs knowiedar for szchiical solswions o custooer

Obizins &1d Hioactations.

Tachaotogy Sysmm

Eragies the Cosnpassy T keap forward with the
Lnovation of fane oomposiee Mmatetiais and processes. o

Product System )

The Blér-remnbroad composie asenas, resins
aned enuuling sroczeses comenon 10 evesy (Orpens Curming
DORPOGIta’s sysieRs.

Owens Corming uncrstands, o i abla to Wxd
A peoacsiie Abpreark 1o esting and exceeding the
ensfromunental and safows geynands of tomoeon's |
narkes.
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The Owens CotRing
Comgosies lidewmnst Site
delads 2 srodums, process.
arkes data and severni Of
shousards of dppieatitn:s
for our PENs fiderreindareedl
matesial $Lsterms.
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Ouens Corming Mmm has jed every maier @lass Fivr incusire advance
i the past ) vears.




Mike Tharmar, presdens,  ahd distribution infrasiructure,
Engineeres Pige & :
Fabromtioq Sroterms, i In Botswany, the light
responsiole for dizectisg  Weight pipe i¢ made In Jonger
tine grovih agponsi-Rf €W0
demelaping businesses.

System Thinking” Market Development

One of the most pressing priofities in the Combined with ifs weight advantages, its longer

modernization of emerging giobal econornies is the iife-cycie cost henefits to the customer have riade

development of water fransportation systems. Owens Corning pipe a very cornpetitive alfernative
Owens Corning's Bngineered Pipe & T : to tracitional ron and eonerete pipe.

Fabrication Systems business has utilized I 2OG6, new Engineered Pipe &

Systerm Thinking to help more than Fabrication Systesas joint-ventures in

4 countries in Africa, Asia, Europe Colombiz, Frkey and Rgypt were added

and Latin Araerica fo specify, design to vur plobal network.

ard instadl maior systems 1o provide The Owens Corning OFM Sciuntiong

eritical water andg waste services to Croup was forraed to mest the demangds

mlillons of pecple, oy of automotive, appliance, office furkishing
snginesrad Pipe & Fabrication Systems and HVAC original equipiaent wmanufacturers for

ts currerthy involved in sorne of the werlds custom-engineered soiusions (o thermal and

maost importang water brojects neluding acoustical insulation challenges.

the 250 Kilometer Norta/South Carrier in The Groug merges the resourees and

Botswang, the 70 ldometer Mutare penject - experience of Science & Technology's

in Zirnbabwe and the 35 kiiomefer VAR OEM angd Acoustical laborateries,

project in i\iorway_ our Design Center and our Fabricakon

Centers, with the design and fabrication

capabilitios of our Selkech and Fiber-Lite

acquigitions. This new, one-of-a-kind

in dsameters E‘mm 19 censzroez,ers to .
360G contimeters, Owvens Coming

pipe is strong, lightweight and group Row provides fully-integrated
resists SOXTOSIOn. schutions which zre helping the target

The pipe is pat of a system which inctustides with single-source sc¢ess for 0ot
inclades the focat solf base, couplings reduction and speed-to-market,

ancl fittings, along with the water source

18-meter length seciions
{versus typical i2-meter
iengeng), {0 provide for easier transport
and or-site handling. it also offers the
atvantage of being able to use Jess
sections and ftings than other pipe.

1ipheweight and easyto-handie,
ergineosnd pipe systems rota

v Dwens Coming ure simglifying the
ipsralistion of infraskasetyce projecis.

Hmuk&dsormﬁwtmuf.

ongpninerad pipe systems ape heg
insalied soross the globe 16 bulid

1a0s WRLED SEnspedT syskems.

o
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The OEN Sofutions Group comibins a broad nﬁxessinp‘. ang
slaishing cupability with expertise I rvlayial sysIems 1o solve |
snenmal and geovslical design and manfacering probicss.



System Thinking for the Home™

Systerny Thindking jor the Home is focused on new products. In 1996; Quietdone™ noise-
educating and nreiping consumers understand how absorbizig acoustic batts and PinkSeal™
their home works and how (o make it work better. expanding foam sealznt were introduced.

Thie comblnation of Qwens Corming’s exceptional Intraduced in 1894, Miraflex” Sher enjoyed
brand recogrition, cur extensive building-envelope acded recognition for s mnovation as this

procuct portfolio and our technical expertise in
thermal, acoustical and maolsture-barrier systems
fransiates 1o high customer valye,
In Seprenher, Owens Corning
nireduced four systerns destgned
o debiver not just products bt
imtegrated solutions to help make
hormes a betrer place 10 hve:
® nsulating System - for total home
energy-effitiency and comion
| Roofing System — for uitimate
protection from the slements
plus performance and aesthetios
| Spung Control Systers — for

past year's recipient of the National Erergy
Research Organization R&L Award, and the
Foprstar Seience "Rest of What's New Award”

Qur new composite
) . N 3Pk packaging
shake-style MiraVista™ roofing oy ppocpins: imsust
product is otr st ens featuring Miraflex” fi
4 ks szorage and ha

into the $2.4 biliion specialty  casier tor retasers ane
roofing markes, Expanded CORELAETS.
production and geographic avaiability
For this unique residential roof
eovering are underway folowing ixs
suceessfiel 1806 market introductinn
n Southern Califoria,
Theoughout 1986, Prominence®

far fuieter, more peaceful home n wequising the svdstion businass of Partol,  Shingles continued as the

ik rnaintenance tirne and expense.
For the majerily of horpecwners,
Bome mprovesment and maintenance

Fsthinuos Vidalis. are eomplicated, time-consuming

firesidens, sasulsziog, dep 4 :
birinus valusbie global and costly. They want an integrated

Gur ingulwios bissiness.

exrecience o the system of products
soridaise kot o backed by useful
practical informatien,
Owens Comning has long been

-,

acinowledged as an industry feader
in constimer education. To answer
todday’'s marketplace demands 1o
simpiilfy the process and reduce the
overall expense of home irnprove-
ment and maistenance, & major
component of System Thinking

for the Home includes a package Ry Severaging Owens Sortlngy Tro-k brang Comings established

: 3 3 R rensgnisioe, our pew viayl wisdars ana siging o hs PR
of nomeowner inforsation §§emm' aré divelOping s0meNam A5 NROrant distripution C.‘I‘E«HEMES,

A comprehensive, “how-t0" brochure  comgorents of our buikding-envsbope s, Suilding Materials sales

is avafiable frern cur popular

E-S300-GIVT-PINK Answer Center.

Oweris Cofning's Building Materials porsfolio
continues 1o axpand with {he infroduction of

siw Covngany Fas axtendad [t comineremd vob
. El":iﬁﬂ@!‘ q},’S tes: - f{)I’ EENETICN prodhct e Yo inalube reeal wanl most SUCC&“S{’EEE ne“t ?FO\'}J{‘.F
Inaxknizing a home's #ipe, board and Fesible bats insideipas wiiel,  introduction Jiy our mustory.
heauty while minimizing oFecte 3 empenitires sp 39 TR by i enee shingles are

prejected 1o generate 4 65% seles increase

in 1997. &
X8

A4 3 whole new wey of doing business, %&s -+

Sustemn Thinking jor the Home supports N protuet ned markc

developraent aye the
the Cﬁmpany s projessional contracior, Ssccie 1 Bace e
nuilder ang retailer CUSTOTNSNS.  stesidens, Roofiy/
Azohai, Tot oxample,
It wiil help ouild malrkei; o st atele sl
demand which can mcrease  ©ias A fire mlisg of tiw
% 3 . gy MizaiIsta " woedlng
their sales, and our collective oo e comsamers
safes-perhoie, i e new  fhedivinerive spprer
At they wrrt kil

construction and home Mt s dessandied
nproverment segiemts. b buiiding coces,
n the strength of ; -

pranding and infegrating
recent acquisitions and
new prochuces into Qwens

increased by 12 percent and exnings from
CYCHR operations increased 1 percent
for the year,
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System Thinking” Global Expansion

The spirit of urgency and the satisfactlon of Owens Corning acguired a Moty interest
closure eontinued Lo mark Owens Combng's global in Accustical Flbregiags Insulation of South Adrica,
growth agenda in 1996, A long-standing licensee of owr technology, AFY

The {amnpany’s global Sedietem f facilities penduce glass fber hudlding

insulation, cornpesites and rock minerat
wooi preducts, The new entity, Owens
Corning South Africa, provides a market
ieader positlon to partitipate in the

expansion is characterized by
Systern Thinking with a clear
balanee i new gecgraphic
gppartunkies and a reatrix

of products broadened Dy region’s growth and development.
Warren Knowtos, aoquisitions. The Asia Pacific region is growirlg
ﬁr‘:‘;:“;‘;?s 'Lm The Owens Corring mark S &) twice the rate of the workd’s industial
Alrica, 5as combing} and the Pink Pangher are establishing economies. And, Oweng Comming has a strategic
mﬁﬁmﬁ" otir identity and budding our global sales and manufacturing infrastructure in place
0k EEEAY RORAEE 10 brand recognition, In 1896, the to take advantage of the great spportunities
SRR Pirk Panther made its debut ; y far growth,

as Owens Corrings “spokes- Aggressive market development

oritter” i Furope, China and and brand building in oy Asia

Pacifi¢ budiding reaterials and
COmposites businesses are
expected 1o grow our 806

Laun America ko leverege
the differentiation of our
PINK brand signa in new

LRGErEpIie trearkess. sales of 323 million to 8250
We focus on piche mithior in {999,
Copcedemed i ACAUISIIONS which complement cur We will s00m have four piants in otk etensie Composies
st eoorpvie stelifiy product systems angd offer imimediate Crina and have already been awarded .4 Ruiding Materiate
ff;fl‘;;“ J:';;‘wwg opportunities for new global sales. Recommended Products Supplier Statug  espeviene, Car Hedhad,
wary Buiitng Muieals  The success of Ehat strategy serleE Oy the government. We are ﬁmﬁ,m&
i;%miﬂl continued 16 regudt in very g actively developing new mtﬂw m;‘: mﬂfﬁm
gggm;f;i:;:m positive groweh during the insuiation applscaiions_ by of the walds most
Riscle e pesk year. condieting country-wide Apvasmic segion
The Speciaity and Foam energy conferences ki by helping
Products Business was formed 1o establish moded building codes.

by organizing several success- T'ae internation#l trade agreements
ful acquisitions into 4 business e being forged today are apening the
unit — ang in 1998, Linpac and markets of {tmorrow for companies pursuing 2

Ceifortee, {opmer rigid foam licensees sirong slobal pasition, inciuding Owens Corning.

in Burope and Canads, respectively, 1997 promises to be an important year
. v i were added, in addition, TN for international trade
¥ yirazegy ol geosaphic i bsiness includes Owens

; ; isstes ang legisletion. We
expansiap, PeTa% channet . . .
expansion and acquisiion LOITURG'S windows urndt, aiso EREOUTaLE OUr employees,

sdivtg gt et enkanced by acquisition. customers, supphiets
bunesses lof by Jexry . . . 3
Wemsteis, prosidert, Collectively, the business will ard shareholders (o
e ot contribute spproximately $250 8 join our Cormpany In |g
’ ilion in sales this year to Owens I support of these criticad
Corningg's growtin, And, it has extended our 8 growth activities.

- reach into several countries and markets,
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System Thinking® Business Services

To lead the matkers of today ang the future,
prodaets alone are nsuificient to ld and sustair
corpesitive advantage.

Whiie our high-guatity product systems
provide a better home envelope, our menu of
added-value business services and resources
i4 also broad and deep,

In 1998, Owens Corming
redefined its System
Thinking business services
for customers i s contracior,
builder and retziler chanpels,
The leading-edge services
inciude sales, techiiicat and
instaliation: fraining, as well
as compiete systerms fop
electronic commmerce and
formation-criven proceses.

Owens Corping’s The Sugaquare Hll mome is one <f 24 Syston Thiiking huwes eing
. Bl wizs Scholz Betgn theougrout £ 118, to provide 3 shanwcasn for
Contractor Success BYSIEM  wader sna home uver sthaeati

offers rerpodeling
and specially contractors selling,
inforrration, rarketing and financing
arrangerments to help thern buid and
ciase more szles,

The System Thinking"™ Suildsyr
Alliance is another comprehensive
nrogram of educational and saies tools
desigied to help new home buikders
feverage Systom Thinking T
to sell rnre bomes, ;

One of the more
visible examples of
Sustern. Thinking's value
will be geen in the 24 Seholz Pegign
Ine. demenstration homes belng huilt
&eross MNorth Arerics. Hhe Seholz
hisrnes feature all four of Qwens
Corning’s bullding materials systerms
ardd nrovide a showegss for congurmers

Wih a focass o heping
mssscsneTSs INCEELE Hheiy
sgos and reduge rhely
o0ALs, BULEOE Mateiak
Sptes & Ditcmuion
4riving gronh &1 our
expazsied pradiet
sortioli. jed 53 Cove
Biawh. presides?.
Saifdiing Materiaih Sases
& Disanibution.

incressed point-ol-purchase merchandising,
training and traffie-building promotions, pius
iqportant information-driven services such as
category maragement and vendor managed
nventory, provide high-value asgistance to home
inprovement retailers for space and merchandise
managernent, forecastmgand lagistics.

g The Customer Solutions
Center extends the aon-
it vilue advantages
of Sustem Thinking by
simplifying and speeting
cusiorner ransactions and
sdenistrative activities.

The prOCcess stregm-
lining of our Advantage 2006
information technology
itiative and the produe-
{ivity systerns of our rew
World Headquarters have
alse increased our
shility to satisly our customers. Already i
has heiped us to centraiize our North
American customer sexvice function by
using its corunenaity and 1oois to
aligeinate redundancy, widie providing
regitime datz to speed QUL response,

Linked with System Thinking, our  fissusou kb
new busme?s tools and work environment  Gnanci offiees, was
enfANCe GUF COTAMNON, ek Eneit o
sirmple, globa) sohatidns.

Agaits iy §996, owr

a4 A of Amesiay e
Reengiseering i4ns0s.

and nrofessionais te learn more
sl better congtnwnon with

Tiwe Duans Comig Markeying Soheticas Cearar
it & selait aburaory for deveioging metthan.
<ising prograls 1o help aur Puilding Matasialy

System Thinking.

CRSLOMETS VICTRESE Safas.

Five significnt infioences Sovers: the new Suginess privesse:
wovablect by The conterporaty watk systamd of Advantage 200 avt
aue nesy Werkd Heagquartets: Sustoteer Foous. Teaming, Ledooig
Paperfree &4 MobialGlubal,




Net Seles
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Inconye from
Ongoing Oparations®
{in wgtlions nf dodiar)

=EX0Tpcies SPNTRL 30

Net incoms frem
Crigoing Operations™
{iIn milllons of dolloig)

Management’s Discussion and Analysis

{AR per share fafarmelion. discussed trlole is i o fully ditved !_mz'é—. AN references to rgults fogm oNJoing ORETeiCns
exctude (e impact of sHEcial Stems repirted for e refevans period. f

Regutts of Operations

Net, sates were $3.832 biiion for the year ended Decontbep 31, 1966, reflecting 2 8% increase from
the 1995 jevel of $3.617 bitkion, Net sales in 1994 were $3.351 billion. Most of the 1986 growth is
astrihutable to volume inereases in the Building Materfals sediment, partictdarly it North America,
as well a8 incremental saies growth resuiting from 1995 and 1996 aequisitions. Please see Notes

1 and 5 to the Consolidated Financial Staternents. Safes outside the US, represenitad 26% of total
sales for the year ended Deceraber 31, 1906, compared 0 27% and 24% for the years 1996 and 1094,
respectively. The strength of U.S. Building Materials safes it comnbination with stugish Buropean
Composites business contributed o the shightly lower percentage of Sales outside the .S, when
compared o 1905, Cross rargin for eack of the vears ended December 35, 1996 and 1985 was
28%, up from 2436 in 1994, Grogs margin in 1996 was adversely inpacted by the lower sales
volure in the European Composites business.

For the vear ended Decemmber 31, 19686, the Company reporied a net inss of 3284 million, or $5.50
per share, corpared 1o net income of $231 miliion, or $4.40 per share, and net income of $1489
midtion, or $3.35 per share, for the youars ended December 31, 1505 and 1994, respeciively. The
1958 net loss reflects a net aftertax charge of $542 million, or $10.49 per share, for asbesios
litigation claims that may be recelved afer 1999 and protable additionel inswrance recovery; afler-
tax special chayges totaling $27 mallion or $.52 per share including valuation adjustments associated
with prior divestitures, major produet ne productivity isdtiatives and a contribution to the Owens-
Cornirg Foundation; an after-tax charge of $26 raliion or $.50 per share for restructuring and
other actions; a $27 miliion or 3.52 per share reduction of tax reservwes due 1o favorebie Jegislation;
ar an after-tax gain of 327 miliion or $.52 per share frora the sale of the Corapany's interest in
its former Japanese affiliate, Asani Fiber Olass Go. Lid. The net logs created by the special Homs
mantioned ahove caused conuncn stock equivalenls and conversible sscurities 1o be exeluded
fromn the puamber of fully dituted shares reported In 1998 due To their anti-giutive effect. For
comparative purposes, these anti-diutive shares have teen included in the caiculation of fully
dijured net incopne per share from ongoing operations in 1986 and represent a difference of $.52
per shate. Net incorne frora ongolng operations was $2567 mikon, or 34.65 wer share, for the year
erted Decemder 31, 1906, combared o $223 million, or $4.25 per shave in {995, discusyed tigiow.
The 15% increase in nek come from ehgoing operations in 1996 over 1995 reflects the benefits

of acquisitions, strong results from Ruilding Materials in Nogth Awerica, particularly in the roofing
and-foan businesses, and 8 favorable Bigation settlement with a former supplier, offset in part

by increased adrninistrative costs from regional expansion into Asia Pacilic and gobally within

the engineered pipe systetn buskness. Please see Notes B, 12, 18 and 21 to the Consclidated
Financiat Statements.

Nat incorne of $231 miilion, or $4.49 per share, ot the year ended December 33, 1995 refiects
a one time gain of 88 million, or $.15 per share, resuling from a 14X loss carryback. Net income
from ongolng aperations for the year ended December 37, 1953, was $223 miliion, or 34.20 per
share. Please see Note 8 to the Consolideted Financial Statements.

Not income of $159 million for the year ended December 81, 1994 included the following special
ftems: an aftor-dax gsin of $127 million, or $2.45 per share, refiecting a change fo the capital
method of aceountisng for the rebuilding of plass melting facilities; an after-tax charge of 585
million, or $1.69 per share, for producivity inftistives and other actions; a non-Cagh, after-{ax
charge of $10 miflien, or $.20 per shave, to reflect adoption of Statement of Financial Accounting
Standards (SFAS) No. 108, Enmplogers’ Accowiling for Postratizement Bemgfits Other Than
Pensions, for plans outside the United States; and a nof-cash, after-tax charge of 328 million, of
$.56 per shate, £o reflect adoplion of SFAS No. 1132, Smployers’ Accoumdivg for Postemploymer
Benefits. Please soe Notes 6, 18 and 19 to te Consolidated Financiat Statements.

G
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in the Building Materials segment, sales increased 12% for the year ended Deceynber 31, 1096
compared to 1995, This growth reflecis volume increases, particutardy in North America, as well 2s
incremental sales from 1995 and 1996 acquisitions offset by a siight decline in prices, particutarly in
Canada. Income from ongoing operations for Building Materials increased 14% from 1995 Jevels dae
to acquisitions, iereased sales vohames and the Enproving perforraance in our Asia Pacilic operation.

Building Materials sajes in the U8, incregsed 11% and Canada also posted improvernent in 1996,
This iraprovement in the North American yarkets is being driven by the Company's integration of
its expanded product line frorg acquisitions and branded products into the Company’s well estab-
#shed channels of distribuzion. The expanded product Ene Includes Laminess™ viry) windows,
Transitions? viryl siding and FOAMULAR® rigid pelystyrene foam insulation. The third guartes
15996 acquisition of Celfortec, a Canadian producer of FOAMULAR® insukation, also contyibuged to
Building Materials growth in North Ameriez. Building Materizls Europe sales increased 1136 gver
1693, peimartly fror the secund quiarter 1998 soquisition of the extruded polystyrene foam business
of Linpac Insulatios, with produsction faciities in the UK. and Spain, With these acgulsitions in the
extruded polystyrene foarn operations in Burope and Cenada and the joint venture abnounced in
19496 o produce foam insulation in China, the Company has significantly expanded ity gioba)
position in the foams inswlation business as part of the Crgnpany's gicbal hudlding systems strategy.

in 1986, the Coropany's roofing business eontinded 1o increase sates and improve marging through
velume increases and productivity initistives. The window business also coniinued to experience
significant sales growth and productivity improvernernts during the year. Additionally, in second
quarter 1996 the Company acquired the U5, assets of Partek Instiation, a producer of rock
mitneral woot insulazion, which has expanded the Company's insulation product offering into the
high temperatire insufation marked. The Coromany further expanded s Building Materizls reuiti-
produet offering in 1858 with the introduction of the branded preducs, Bid-R-Tape® used o seal
sheatking joints and PinkSeal™ fosm sealant. '

in ihe Composite Materisls segment, sales decreased 5% for the year ended Becerebar 31, 1996,
This sales decresse is primarily the result of sluggish European reinforcements business as well
as & gecline in the Canadian markes, while in the .S, composites sales remained relativedy fai.
Income from ongoing operations posted a 4% increase over the prior year, refiecting improved
operating performance ang productivity improvements, particularly in the (8.

Inn 1996, the Comupany announced three new kirge diameter glass reinforced plastic (GRP) pipe
joim ventares, one it Colombia, Egot and Turkey GRY pipe is used prisaagily-#water ang
wasiewater systems. i addition to these venturss, the Company also formed 4an application
development center in India and anrouncest plans for similar such centers in Srazii and China,

o develop and promote the use of compogite materals as a replacement of more fraditional materiais,

At the erd of 1896, the Company annotncedt the acquisition of the remainder of the equiny nterest
in Knylex? 2 manufacturer of speciaity glass fiber fhrics. This business which knits, weaves,
stitehies or bonds glass fiher 1o provide value-added performance characteristics, will be combined
with the Company's existing Buropean specially fabrics business ko form Owens Corning Fabrics,

The Company’s cost of borrowed funds for the year ended December 81, 1096 was 877 million,
$14 million lower than 1995, The average botal debt outstanding during the year decreased
substantially in 1996 compared to 1855 as the result of the mid-vear 1995 conversion of $173
snitlion of the Company's 8% convertibie zanjor subordinaed debentures into shares of comman
stock, combined with the issuance of $260 milion of convertible preferred securlties. in 1996, the
Company averaged short-terrs debt of 3128 million, approximately $55 miliion fowsr than in 1995,

The average debt reduction, together with jower average short-term interest rates, contyibuted to

7]
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the lower cost of borrowed {tads in 1098, Additionslly, due to several krge construstion projects,
interest capitalized in 1996 increased about $4 midlon over 1995. Please see Notes 2 and 3 to the
Conscldated Financial Statements.

At Pecernber 31, 1596, certain of the Company's foreign substdiaries and state tax jurisdictions,
have combined (ax net operating toss carryforwards, the benefit of which is approximately 363
million. The Company has $580 mitlion in net deferred tax assets at December 31, 1996, all of
which meanagerment expects wili be reglized through future income fron operations. Please see
Naote 8 {o the Consolidated Financia: Statements,

Liguidity, Capital Resources and Other Related Matters

Cash flow from operations, exeliding proceeds om imsurance and payments for asbestos igation
clairas, was $801 million for 1996, compared 10 $342 wiliion for 10805, The increase in cash fow
from operations in 1996 relates to an increase in ocounts payable and accrued liabifities offset
irs part by an increase in inventory. Additionaily, 1995 cash flow from operations was reduced by
564 milkon for the December 1§95 funding of & Vohantary Bmployee's Bereficiary Association
{VEBA) trust. The 1896 eash flow frora operations reflects the disbursemerds for benefits

fom the VEBA trist and oclection of a tax receivable, Please see Note £ to the Consclidated
Financial Statements.

At Decerber 31, 1986, the Company's net working capitad and ctrrent ratio were negative 3163
mitlion and 85, compared {0 negative $9 miklion and .§9 at December 31, 1993, and negative 5143
million and .87 at December 31, 1594, respectively. The decrease ik 1996 was primarily due to
meressed aceounts payable and acorued lisbiities, and also & larger current asbestos Kability,
offsel somewhat by increased inventories. Exclading the impact of short-tenm borrowings used

o finance a $1 10 million UK. sccuisition in June 1594, the Company’s net working capitai was
negative $33 million and its cwevent ratio was .97 ab December 31, 1984,

The Company's total borrowings at December 31, 1596, were $234 ruiliion, 541 million higher than
&t vear-end 1995, siill within the Company's target debt levels. The increase in debt is primarily
the reswdt of acpisitions and increases in inventory levels,

Daring 1205, virtually ali of the Cormspany’s 3173 million issue of 8% convertible husior subordinated
debentures were converted. Debentures not converted were redeemed for ¢ash. The conversion
resuited in the issuance of 5.8 raillion new shares of comunon stock. Also in 1995, Owens-Corning
Capital, LL.C., 4 Delaware linited lability company, of which ali of the comimon Bmited company
merests are indirectly owned by the Company, issued $200 million of 8.5% curnulative convertibie
preferTed securities. The proceeds from the issuance were ioaned to the Corapany and partiaky
used £0 repay & short-terrn credit faclity, Please see Note 4 to the Consolidated Financial Statements.

As of Decernber 31, 1998, the Company hed unused lines of credit of $440 milion avalable under
long-term: bank credit facilitios and arn additions! $195 milion under short-tenm faclities, compared
o £358 million and $238 million, respectively, at vear-eng 1995, The net increase in unused
aveitable knes of credlt reflects primarily 2 decrease I outstanding letters of credit supporting
appeals from ashestos trials. Such letiers of credit reduce credit avaiiabiliey under the Company's
long-term LS. eredit faciiity.

Capital sperding for property, plant and equipment, excluding acepisitions, was 3325 mitlion during
1596. The Company anticipates 1997 capital spending, exclusive of acquisitions ard Investinens in

affiliates, will be approsimstely $230 million. The Company expects that furding for these expendifisres

will be from the Company's operations and external sources as reguired,




Total Assots
£he milizors of dotlars)

§£ t

Caphtal Spending
(i wrilicms of dollars)

P AN il U i AR AVE By A

Totat Debt
(1. -uithions &f dotars)

Grogs payents for asbestos litigation claims during 1996, inchuding 344 million in defense costs
and $11 milllon for appead bond and other costs, wers $267 miliion. Proveeds from insurance were
$161 million reguiting in a net pretax cash owflow of $168 milkion, or $100 million after-tax, During
1896, the Company received spproximately 36,400 new asbestos personal injury cases and closed
approximately 22,700 cases. During 1997, the Company's total payments for asbestos litigation
clalzns, Including defense costs, are expected to be approximately $300 milion. Proceeds from
insurance of 3100 rillon are expected {¢ be avallable fo cover these costs, resuiting in a net pretax
cash outfow of $200 million, or $120 million after-tax. Please see Note 21 to the Copsolidated
Firancial Staterments.

The Company expects funds generated from operations, together with funds available under
long and short term bank credit facilities, to be sufficient to satis{y s debt service cbligations
under s existing indebtedness, as well as its eontingent Babilities for uninsured ashestos
persanal injury claims.

In dune 1996 the Company filed a lawsuit in federal court in New Orleans alleging a massive
scheme 1o defrapd the Company in connection with asbestos litigation cases. The sult aleges that
medical test resuits intens of thousands of asbestos litigation clabms were falsified by the owners
and operators of certain pulreonary funciion testing leboratories. A second lawstit, alleging similar
practices, was fled against the owner and operator of an additional testing laboratory in February
1997, The Company believes that at least 40,000 claims In s cawTent backlog involve piaintiffs
whose pulmonary function iests were mpropedy administered or manipulated by the testing
labaratories or otherwise inconsistent with proper medical practice.

The Company has heen deemed by the Environmentat Protectdon Agency (EP4) to be 2 potentiaily
responsible party {PRP) with respect $o certain sites under the Comprehensive Environmental
Response, Compensation and Liabilizy Act (Superfund). The Company has aiso been deemed a
PRP under similar siate or Jocal laws, inchiding two state Superfimd sites where the Company

is the primary generator. {n other instances, tther PRPs have hrought suits or clairs against the
Company as 2 PRP for contribution under such federal, state or local Izws, During 1896, the Company
was gesigrated as a PRP in such federad, state, local or private proceedings for fve additionad sites.
At December 31, 1996, a total of 39 such PRP designations remained unrescived by the Company,
some of which designations the Company believes to be erronecus. The Company is alse involved
with envirgamental investigation or rexnecdiation at a number of cther siles at which ¥ has not been
desttnated a PRE. The Lompany has established 2. $17 millior reserve for #s Superfand {and
similar state, local and private action} contingent liabikities. Based upon Information presently
availziie to the Company, and withowt regard to the application of insurance, the Company believes
that, considered in the sggregate, the additional costs associated Witk such contingent Habilities,
ncluding any rejated Btigation costs, will not have a materiaily adverse effect on the Company’s
resuits of gperations, financial condition or long-terrm liquidity.

The 1880 Clean Air Ach Areerddments {Act) provide that the BPA will issue regaations on a nunsber
of air poliutants over a period of years. Until these regulations are developed, the Company canhot
getermine the extent 1o which the Act will affect it The Compary anticipates that its sourees 16
be reguiated will inciude glass fber manufaciuring and asphalt processing activities. The EPAL
anpounced schedule is 1o issue rogulations covering ghass Sher manufacturing by late 1887 and
asphalt processing activities by tate 2000, with implementation as £0 existing souress up to three
years thereafler, Based on information now known to the Comparty, including the nature and
Emaited number of regulated materials it emits, the Company does not expecs the Act to have

a metenally agverse effect on the Company’s resuits of operations, finandal condition or long-
term liguidily. - : :
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Ten-Year Summary of Operations

{In wmittions of dellars, eavept shore datej

1996~ 1065w 158¢= 1993 19GZw  1991@ BR0e  jg8g™  ihgRe a8y

Net Ssies $3,832 $3612 $3.95F s2944 $2878 82780  $3.068 32,964 2708 32407
Cost of Safes 2,834 2.67 2,236 2,266 2,234 2,186 2304 2,161 5,BOS 2128
Markering, Adrainistrative and

{iker Expenses 1418 452 ).} 33 a6 1,17TE 414 B2 278 258
Seience and Technology Bxpenses 84 78 g 89 05 54 a8 48 44 43
trcorme {Loss) fror Operations t504) 432 R © 236 i3 {628} 293 432 477 427
{Cost of Bortowed Funds 77 4 949 89 D 185 165 B 179 g

fncome {Joss} before Provigion for
income Taxes {584 B Y51

332 187 43

(758 ras 266 B33 243

Frovision (Oredit) for Income ‘Thsss 1288} 138 58 457 as (2383 58 103 127 £36
Ne1 incond {1.085) {284} e 159 HEH 3 (742} 3 172 18% 200
Net Income (Loss) her Share Fully Dimred) (5.50F 440 3.35 843 187 (iB.id) 173 4.08 451 4.81
Weight Avsrage Number of Tully Siluted

Snares Outstanding {in “Thousands) 51722 54,166 50885 40410 48844 40624 A20E 42176 41B36 41083
Net Cast: Fiow frers Operations 335 285 233 - 2563 192 252 61 395 380 200
Capital Spending 326 276 258 173 144 114 146 ) 145 108
Total Assets 3913 5261 3874 3013 3162 3511 1807 1924 5,506 1,890
TForal Pedt 434 ghs 1212 1004 1,088 1,172 ra0e 1482 a4 1635
Average Number of Braplovees {in Thousards) 19 17 17 17 17 17 18 20 26 21

fa} During 1996, e Company recorded 4 provtir charge of S43 millives for
restructuring ani cther Aclicnd; & ned predy charpe of 3FVE miltion for
asbestas fitigation claims tinl raay b reccved rfier 1009 and probadle uddi-
fioNal ENSURaNCe ReSCrery; G Pre i gain of S37 million fror the sais of the
Campan)’s puaerskip inlergst 19 ifs fapranse aftifiole Asahi Fiber Glass (o,
Lid; and sprcial chitnges lotsting 342 milior ieluding valetion ad)ust-
Irends agsocintad Witk prior divestitores, i proviet Waee productivity
Duliatives end @ contvibrtion (o the CwengCorning Foundarion,

{2) Deadng 2803, the Cormpany recovient @ oue tises S& willinm daz credlt 83«
rosil oF & tax foss Carrgluck.

(£} Dwring 1693, 1he (ompany recorded a 3117 matlion charge (385 mallios
fter-tsx) for produwsticily itarives and other actions. The Company qist
recorded e £10 wmillion afterleix clargn for the adgoprion of SFAS 1GH,
“Empicyers' Avcounting for Fostrattienieat enefizs (ther Than Pensions” for
ite ron-§.8. plans, o S24 miifion afterdod ehan for the ailoption of SFAS 112,
“Emploners Arceunting for Fostevaploytnens Bennfirk,™ wnd o S183 million
aitermax sredid for Bie change in accounting method for veirilding frnpoes.

i) During 0D W Corapeny recovdent & 328 mtitime sharge for the
vesfrutturing of s Suroperr crerahions, an 58 mitlissn okargo {55 miliion
afterdaies for this writkdoion of it hydvocarhore ventures (0 thisr rat
vealirable oalug, o 536 wmillim eredit for the adoplion of SEAS 148,
"Aecounting for nname Taves " and ¢ £14 million credit for Yie revaluadion
af' deferred fares.

Price Range of Cormmon Stock

‘o) During 19932, the Company recovdad a 516 miivan charge (§)1 millior:
afterter) (0 rcerganize the Compury's Suilding Maurinks segment and e
zimeralive the Company s oocosmting wad yprragbion systems. The Company
wlen rocorded @ net aatracrgindgry geinr Qf §1 wmillion resulting from the
urthization of tax Ipss carmylforcwrds, porvaly offset by & loss on the sarly
repcrenient 2f debt

(1} Darvng 1591, the Company reconial a nov-remening $82¢ millian charge

(5343 brition gftertax) for ashestos fitigation claims ot « 3227 wmillon
after-tax chage for th adeption of SFAS 106, *Employers” Accoumiing for
Postretiremeni Bengfits Ouher Thant Pensions" for s U.5. plans.

(G} Cnering 1990, the Compinny eeczrded o SGF maltion restructiring chaigh snd
a 334 million pre-tax chae for astwater Ltigation claings.

Chey Draving 198G, the Compaisy vocorded ot aadinionad S5 miltion in ite
sxisring asbestos-relutend sloims resorves, ¢ $50 miltion credit resulting from
7 sedbrment reached with the IR, and o reshusturing large of S30 million

(iy Duaing 1588, the Company reconisd an §8 milhion cxirasydingry foss
resulliag from Yie eanly retivemend of 2abi.

£1) During 987, the Company reserded o goin of 141 niltions résulitig from

She.sule Of dhe derasste aid Serateyic Matevials Group and.a S20 snillion
axtruodinay lass eexrliirag Home e early retiremant of debt

1996 1965 5004

High Low High Low High Low
First Guaray FT- . 39 354 309: 45 334
Secondt Quarter 43% 3% 46 44% 36% S0
hivd Quarter 43 38 7% 6% 364 S
Fousth Gaarter 43Y: 36h 45, 0% 334 27

In June (996, the Board of Divectors of the Cofnpany approved an anrms] dividend policy of $.25 per share of comumon stock snd declared a
dividend of $.0825 per sture of common stock to stackholders of record an Sepsember 30, 1998, pals on October 15, 1075, The Company had not
proviotsly declared 2ny dividends since 1684, In Decamber 596, the Roard of Rirectors of the Company declaved & dividend of $.0625 per shsre
of cominon steck 10 stockholders of record on December 31, 1996, paid o Jatiuary 15, 1997,

<




To the Stockholders of Owens Corning:

Report of Independent Public Accountants

We have audited the accompanying consolidated balance
sheet of OWENS CORNING (& Delaware corporation) and
subsidiaries as of December 31, 1886 and 1995, and the
related consolidated statements of incorne, stockholders'
equity and cash flows for each of the tiiree years in the
period ended December 31, 1996, These financial
statements are the responsibility of the Corpany’s
managerent, Our responsibility is to express an opinion
on these financial statements based on our audis,

We conducted onr audits in accordance with generally
accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable
sssarance about whether the financial statements are free
of material misstatement. An audit includes examining,
on 2 test basis, evidence suppoting the amotints and
disclositres in the financial statements. An audit also
includes assessing the accounting principies used and
significant estimates made by manzgement, as welf as
evaluating the overal: financial stateraent presentation.
We believe that our audits provide a reascnable basis for
oy opinion,

In our opinton, the financial statements referred to
above present, fairly, in 2l material respects, the financial
postion of Owens Corning and subsidiaries 8s of
Decernber 81, 1996 and 1995, and the results of their
operations and their cash flows for each of the three years
in the period ended Pecember 31, 1696, in conforalty
with generally accepted accounting principles.

As discussed in Notes 8 and 18 {o the consolidated

financisl staternents, effective January I, 1994, the Compeany

changed its methods of sccounting for postretirement
benefits other than pensions for its non-U.S, pians,
posteraployment benefits and furnace rebuilds.

Crazthunr. Crrolércir) LLP

Janvary 18, 1987
Teledo, Ohia

WManagement’s Report

T'he financial statements of Owens Corning and
subsidiaries have been prepared by managersent in
conformity with generally accepted accounting principles.
Managernent uses its best informed judgments o ensive
that these statements falrly reflect the Company's financial
position, Pinancial information contaited elsewhere in this
annual report is consistent with the financial statements,

The Compeny maintains s system of internal accounting
conirals designed to provide reasonable assurances that
assets are protected from hnproper use and thet
ransactions are properly authorized and recorded.

The Boargd of Directors pursties its respoenstoliity for
overview of the Company's financial statements through
its Audit Committee, which is comprised of directors whe
are not, officers or employees of the Company. The Audit
Commities rmeets periodically with mensgement, the
Company’s infernal auditors, and the inGependent pubiic
accqumeants to review and assess the activities of eack in
meeting thelr respective responsibilities. The independent
public accountants and the vice president of internal
auditing have full and free access to the Avdit Commitiee
0 discuss the scope and results of thejr andit work, the
addequacy of internal accoiting controls, and the quality
of manageyents finencial reporting.

[ %

Glen X, Hiner
Chairman and Chief Exective Officer

Pt o) Jrunils

Bavid W Devonshire
Sendor Vice President and
Chief Financial Officer

Steven J. Stmhe!
Vice President and Controlier




- Congolidated Balance Sheet

Decernber 82, 1996 and 1695 (In millions of dellars)

Assats 1996
{urrert
Cash and cash equivalents $ 45
Receivables, less allowances of $17 milion in 1888 and $19 mﬁixm in 1995 {Note 16} 14
Inventories {Nota 11) 340
Insurance for ashestos litigation ¢laims — cuzrent portion Gwse 21) 100
Deferrad income taxes (Note 8) 166
VEP.L prust (Note 8) 13
Income tax receivable 4
Investrnent in affiliate keld for sale (Note 12) —
Other current assets 30
Total current 4538
Other
Insurance for ashestos Etigation claims (Note Z21) 454
Deferred income taxes (Note 8) 474
Goodwill, less aceurmulated amortization of 826 mikon in 1956 and $18 milion In 1885 (Note 5) 288
Investruents in affiliates (Notes 5 and 12) B4
Other noncwrrent assets (Notes 6 and 73 155
Total other 1433
Mant and Equlpment, at cost
Land 58
Buildings and tasehold anprovements 614
Machinery and eguipment 2,384
Caonstruction b progress 28%
3,341
Less: Accumudated depreciation 11,818}
Net plant and equiprent ...................1*522
Yotal Assets $ 3913

The areomparnying swmmery of significant acoornting policies and nols are an Integral part of this stalemert




Comoﬁdatéd Balance Sheet

Devermber 31, 1096 and 1935 (7 wtllions of dotlars)

LiabHities and Stockboiders’ Equity 1996 1956
Turrant
Acoaunts payable and aceroed kabilities (Note 133 § 786 § 587
Reserve for ashestog itigation claims - current portion (Nofe 213 3060 250
Short-term debt {(Note 3) 26 64
Long-term debit - current portion (Note 2) 20 35
Fotal current 112% 936
Long-Term Debt {Note 2} 814 794
Othey
Reserve for ashestos litigation clalms {Note 21) 1870 887
Other employee henefits liabitity (Note 63 348 387
Penston plan Rability (Note 7} 63 B
Othey (Note 20) 161 228
Fotal othey 2,243 1549
Commitments and Contingancias {Notes 15, 20 and 21}
Company Ohbligated Convertible Security of Subsidiary
Holding Sclely Parent Rebentures (MIPS, Note 4} 184 - 184
Minozity Interest — e
Swokholders’ Equity
Preferred stock, ne par value; authorized B milon shares, none outstanding (Note 17)
Corvaon stock, par value 3.0 per share; authorfzed 100 miflion shares; issued
1996 ~ 521 mibion and 1993 - 514 milion shares {Notes 2, 5 and 16) 505 B4
Definit {1,072} {781)
Foreign currency translation adjustments B g
Other (Note 73 {143 {19}
Total stockholders’ equity - {484} {2123
Total Lizbilities and Stockhoiders’ Equity $3.913 $ 3,261
Congolidated Statement of Stockhoiders” Equity
£ the years ehded Decemiser 94, 1996, 2085 and 2994 rin millions of doliars)
1995 2965 1864
Common Stuck
Balante bagisudng of vear s 573 & 33 8 315
boance of stock for
Conversion of dept {Nose 23 - i3 —
Acquisitions (Note 5} 20 42 o7
Awards undet stock compensation plans (Note 16) 7 18 4
Belarie end of year 506 5% LR
Pefich
Balanoe hegiming of yeay e {30123 (L3571}
Net irsorne Goss) 284} 23% T 150
Cush ividends Cockared 7} e —
Palame ond of year {1072} {85 (102
Foratgn Querency Transfation Adjustments
st beginming of voar ] o 5
Fraselation adjustiments 130} 0 €63
Iia_hf_m end of yeay (431 i {H
Other
Salirlng boinakg uf Fear 19} (15} (18}
Natiterease {deerause) 2 (4) 3
Butarow erd of year {1t {39) {133
Stockholders’ Equity 8 Wgs $ (D & (W)

The Grpempanyiing Nbnmary of Sgmifunnt aocteting polictes and noles are an #nteonad poart of Piis slapment.
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Consolidated Statement of Cash Flows

Far the years snded December 1, 1586, 1995 and (984 fin millions of doilars)

1596 1985 1954
Net Cash Flow from Qperaticns
Net incore (foss) S {284 $ 231 $ 158
Reconelliation of net cash provided by oporating activities;
Noncash ltems:
Provision for #shestos Bligation claims (Note 21) 8 a—- -
Turtative effect of accounting charges {Notes 6 and 19) — — (85}
Provision for depreciation and amortization 132 125 118
Provision {cradit) for deferred income taxes (Note 8) {258} 142 59
Other 7 5 g
{Increase) decrease in reneivables (Note 10) 20 36 21
(Increase) decrease in ventortes {7 {15) 17
increase (decrease) In aceounts payable and acerued labilities 163 {50) 53
Digbursements (funding) of VEBA trust (Note 8) 45 64 e
Proceeds from insurance for asbestos fitigation claims (Note 21) 101 253 gt
Payments for asbestos ltigation clains (Note 21) {267} {308) (218}
her 168} (6%) 16
Net cash flow from operations 335 285 233

Net Cash Fiow from investing

Additions to plant and equipment (325) (2763 {258)
Investment in subsidiaries, net of cash acquired (Note 5) {10 {81} {126)
Proceeds from the sale of affiliate (Note 12) 85 - —
Other {20) (4 23
Net cash flow from investing {360} {361} (355}
Net Cash Flow from Fipancing {Notes 2, 3 and 4)
Net additinms ta lang-term eredit facilides 39 8G 0
Other additions to long-term debt 2 9 146
Other reductions to long-termn debt i43) £128) (51}
Net increase {decrease) in shori-terta debt 32 £84) 84
Issuance of preferred stock of subsidiary, net of fees - 164 e
Dividends paid {3 - e
Other 3 e 5
Net cash flow from fivancing 56 36 178
Effect of exchange rate changes on cash 2 {1} —
Net Increase (decrease) in cash arxd cash equivalents 27 {45 56
Cash and cash equivalents at begining of year 18 59 3
Cash and cash eguivalents at end of year $ 45 E.. 8 3 58

The accompanying '%w_nmvry of sigreificant az:;:ouminé policies and notes are an Slagral pari of this statement




Notes {o Consolidated Financial Staterments

1. Segment Data

The Cornpany operates in twoe industry segments, Building
Materals and Composite Materials, and reports it results
in two ways: by industry segment and by geographic
segrnent. See Note 5 for detal] of 1986, 1995 and 1994
sequisitions and divestitures of businesses.

The industry segroents are defined as follows:

Building Materials

Production and sale of glass wool fibers formed
ito therinal and acoustics} instdation and air
ducts; extruded and expanded pulystyrene
inswiation; roofing shingles and asphalt materials;
windows; and the branded saie of patio doors,
viny] siding and housewray,

Composite Materfals

Production and sale of glass fiber yarng; rovings,
mats and veils; strand and refaforcemnent
products: gass reinforced plastic pipe; and
polyester and vinyl ester resins,

Geogmphié sggment reporting combines the two Industry
segrments within the major regions: United States, Faurope,
ang Canada and other.

Intersegment sales arve generally recorded at market or
eguivalent value, Income (foss) from operations by industyy
and geographic segment consists of net sales Jess related
costs and expenses. In computing income (Joss) from
operations by segment, cost of borrowed funds and

other general corporate income and expenses have been
excluded. Certain corporate operaling expenses directly
traceable to industry and geographic segments have been
aHorated Yo those segmerts.

Income from operations for the year ended December 31,
1996 includes g pretax charge of $43 million for restrae-
Tiring and other actions (Note 18); a net pretax charge
of $875 rdlion for ashestos litigation claims that may be
received after 1999 and probable additiona insurance
recovery (Note 217, a pretax gain of $37 million from

the sale of the Company interes; in its foymer Japatiese
affifate Asshi Fiber Glass Co. Ltd, (Note 12); and
charges totaling $42 milion inchiding valvation adjusi-
ments associated with prior divestibures, major product
fine productivity initiatives and 2 contribution to the
Owens-Coriing Foundation. The irmpact of these specisl
iterns wiss 10 reduce incorte from operations for Building
Materials 1 the United States, Europe, and Canada and

other by $42 million, $5 million and $3 mallion, respectively;
Composite Materials in the United States ang Europe by
$5 milton and $7 roilllon, respectively; and to increase
general corporate experise by 3861 miltion.

Inaring the first quarter of 1394, the Company recorded

& $117 million pretax charge for productivity hnitiatives
and other actions (Note 18). The trapact of this charge
was to reduce income from operations for Ruliding Materials
in the Uniteqd States, and Canada and other by $50 million
and $20 rmillion, respaciively; Compasite Materials in

the United States, Burope, and Canada and other by

$6 miilion, $313 million, and $3 million, respectively; and

to increase generat corporate expense by $25 raillion.

Idenfifiable assets by industry and geographic segment are
those asgets that are ysed it the Cortpany’s operations it
each industry and geographic segment and da not include
general corporate assefs, General 0OYpOralE assets consist
primazily of cash and cash equivalents, VEBA tust,
deferred 1axes, ashestos insurance, and corporate
property and equipment.




1, Sagment Date {Continued}

e v ——-

{fre raiflions of doliars) 13456 {in mittions of dolary %996 1595 1994
Net Sates iscome (Loss) from Qperations
industry Segments Industry Segments
Building Materials Building Materfals .
United States § 2253 § 2038 § 1952 United States $ 193§ 105 5 145
Lurope 294 264 182 "Earcpe 18 29 26
Canada and other 140 ity J123¢] Canada and other 10 13 18
Total Building ‘fotal Building
Materials 2687 2404 2273 Materials 219 237 189
Cormposise Materials Composite Materials
United States 613 810 59 Unitest States 165 135 8
Burope 400 453 335 Euwrope 39 64 {8}
Canada and other 132 159 128 Canada aid other R L 26 9
Total Composite Tota} Cotnposite
Materials 1,145 FO08 1078 Materials 22 225 108
Intersegrment Sales (leneral corporate expense {945} {60) (72}
Buiiding Materials w—-— . — Incorne (10s8) )
Comnposite Materials 116 06 93 frozn operations {504} 412 206
Bliminations W9 8 LD Costof bomowed hunds an o Bn o9
Net sales i “.'i,832 ¥ 3,%“ it D1 Jneome (loss)
Qeographic Segments before provision 3
Uited States $ 2866 § 2643 § 2547 femcometass B ) .
farepe 684 753 537  Geographic Segmaents
Oznada and other 212 248 2?’? United States $ 358 & 330 § 9253
3,832 3612 3.351 Europe 55 o 18
Itersegment Sales } Carada and other 28 39 7
E{ﬂ‘itﬁ!d States 88 54 43 General COTpOrate expense {945} (50:’ %)
Europe 37 al e Frcome (loss)
Ganada and other 83 &8 ki from operations 504) 412 226
il o8t (83 98 roq ofborrowed funds on @D 99
Net gales g;..... 3,832 § Sfifi% $ 3331 Incorve (oss)

HAH A m———

before provision
for income taxes s B8 $ 3256 $ 132




{In, wiliims of dotlors} 1998 1995 1984 (Fre wntitions of dotlars) 1956 1985 1994

ldentifiabie Assets at Dacember 31 _ Proviston for Depreciation and Amortization
tndustry Segments industry Segrents
Building Materials Building Materials
United Sfates $ 971 3 88 $ 78 Uinited States s 52 § 44 $ 48
¥urope 239 it 162 Europe 14 11 8
{anasia and other 277 194 136 Canada and other 8 8 8
Total Building Tota Buiiding
Maserials 1487 1257 1018 Materials 12 &8 62
Compogite Materials Composite Materials
Enited States 385 361 326 United Sistes 22 22 22
Europe 455 388 335 Europe 18 iR 7
Canada and other 239 145 160 Canada and other 8 7 8
Totat Composite Total Cornposite
Materials 1079 844 82} Materials 48 47 47
(eneral corporate 3,283 1024 - 1363 General corporate 12 i 8
3,849 2175 3200 Toral provision for
Investments ih affllistes depreciation and
accounted for under amortization $ 132 § 125 § 18
the equity method 64 86 74 m———
Total assets $391s §agg Fagn  Coosraphic Segments
b O ——— Hrited Stales $ 74 8 71 & 70
Geographic Segments Europe 32 o) 23
tnited States $1356 3 1254 § 1044 Canada and ofher 14 15 8
Enrope 804 558 457 Qeneral corporate 12 10 o
Canada and other 516 339 296 TFotad provistan for
General corporate 1,283 1624 1363 depreciation and
3,849 3X7% 3,200 amortization S 132 3 285 % 118
Investinents in affiistes M"""
’ accourted for under
the equity method B4 86 74
Toral asseis £33 § 3261 ¢ 327




1. Segimant Data {Continued)

2. Long-Yerm: Debt

(I mitlions of doliars) 1996 1965 1894 (s miliions of dollars) 1996 1995
Additions to Plant and Eguipmaent Linisecuyed US, eredit factiity due
in 1898, variable $§ 3B 3 55
ey Segmests Unseciyed LK. crerdit facifity
Building Materialg due through 2001, variable 58 -
United States $§ 9 $ 60 3 8  ynsecured European credit facilities
Europe 10 38 41 due through 2002, variable <1 46
Canada and other 38 a3 7 Unsecured Canadian credit facility
Total Pukding due in 1938, vartsble — -
Materials i X29 133 Guarsnteed debentures due in 2001, 16% 150 156G
Compasite Materials Debentures due in 2002, 8876% %0 150
Hrited States a3 37 41 Debentures due in 2652, §.875% 150 55144
Enrope a0 3% 35  Guaranteed debentures due in 1008, 98% 10 100
(aneds and other 34 iR 26 Furobonds due throngh 2081, H814%
Total Composite (Note 20) 54 63
Marerials 127 94 182 Bonds due In 2000, 7.25%, payable in
General ¢ rate - 57 53 29 Deutsche marks (Note 26} 58 58
*fotal gﬁm $ 326 § 26 3 9258 Notes due through 2002, 606% to $.505%,
. e L pavahle in foreign Ciyrencies 14 28
Geographic Seqments Other long-tertn debt due through 2012,
Uinited States $ 158 § o9r % 26 at rates from 5.375% to 12.47% 35 45
Eurcpe 40 75 ¥ 438 829
Canada and other 70 5 33 Lesy: Current portion {20} 35}
Generdl corporste 57 b3 23
So A Ston 3.28 bl L28 Total long-term debt s %18 3 794

The {18, eredit facility has & maximum comenitment of
$475 million at Decernber 31, 1996, of which 3105 million
was useq for standby letters of credit and $33] milkion was
yntised, The rate of interest 15 sither the bank’s base rate,
or 1% over the cerfficate of deposit rate, or 5% over
the: L.ondon nserbenk - Offered Rate (JIBOR). The rale of
interest on this facility was 8.125% at December 31, 18886,
A coramitinent fee of 15 of 19 13 charged on the utwsed

portions of this facility.

The UK. credit facility, payable in British pounds, hasa
commitment of 35 million British pounds ($58 million US.
doliars) all of which wias used at December 33, 1996. The
rate of interest on the facility was 6581% at December 31,
1006, The commitnent fee on any unused portion of the

facility was 31% at Decernber 31, 1990,

“The Buropean credit facilities, payable in Belgian francs,

have an sggregate comitraent of 16 hilion Relgian francs
(351 miltion U8, dollars) of whick 300 raillion Belgian francs
€310 raiion 1S, dollars) was ynused at Decamber 31, 1896,

. The rate of interest on the facilites ranges from 3.78% to

3.89% at Decernber 33, 1996, The commitinent fee on the
nnused portions of the facilities runge from X206 1o 14 of T%.

?




"The Canadian credis facllity is payeble in Canadian dobars
and fas 4 maxinum commitment of 135 million Canadian
dollars {399 million 11.8. doBars), all of which was unused
at December 31, 1896, The rate of interest is either B8%
over the Canadian cost of funds rate, or 5% over LIBOR
on {1S. deposits, or 8% over the Canadian bankers’
acceptance rate, A commitiment fee of IS of 1% i
charged on the unused portions of this facility.

AsTs typical for bank credit facilities, the agreements
relating 1o the faciliies described above contaln restrictive
covenants, nchiding requirements for the maintenance of
wrrking capital, interest coverage, and minimum coverage
of fived charges; and lmitations on the early retirement
of subordinated debt, additional borrowings, payment of
dividends, and purchase of Company stock. The agree-
ments mctude a provision which would result in a4l of

the unpaid principal and acerued interest of the faciities
becoming due Inunediately upon & change of controf in
ownership of the Company. A material adverse change

in the Cotnpany’s business, assets, Kabilities, financial
eongdition or restlts of operations constitutes a defaylk
under the agreernents.

Draring 1995, the Cormpany's $173 million isste of 8%
convertible mior subordinated debentures were converted.
The conversion resuited in the issuance of 5.8 milion
rwew shares of commeon stock. In conjunction with the
conversion of the debentures, the Corpany paid fees

of approxknately $2 million which are reffecied as other
expenses o1t the Company’s consolidated statement of
income for the year ended December 31, 1995.

In Novernber 1994, Owens-Corning Finance (1K) pie,

a wholly-ovned subsidiary of the Company, issued $140
riflion of BEurobcnds, These bonds are eorvertible into
fixed rate preference shares of Owens-Corning Finance
(GK) ple in November 2004 ard may be redeemed at any
time, at a premium, at the option of the Company. The
bonds are guaranieed by the Company 48 to payments of
principal and interest and rank similarly with ail other
senior unsecured debt of the Company. In May 1983, the
Company repurchased a portion of the $340 million issue
of Burobonds for $77 milion.

The aggregate maburities and sinkang fund requirements for
#R Jong-terra dett issues for each of the fve years following
December 31, 1998 are:

Gther

: Credit  Long'Term

(In millions of dollars} Favilities Debt
1997 ' : 3 8 & 12
1908 17 115
3954 82 : 2%
pPALES 27 73
2001 21 17}

3.Short-Term Deht
{In midlions of dodtars) 1986 1895
Balance outstanding at December3t 8 98 § 84
Weighted average interest rates on

shovi-term debt cutstanding

at December 31 6.2% T5%

In 1996 and 1995 the Company entered into two revolving
credit agrestnents. During each guarter the Company may
Borzow up to & predetermined arnount fom $5 roitlion to
36 mikiion in 1996 ang $13 million to $16 million in JG05,
The smount borrowed may be repaid in US, dollars at
less than or equal o the original borrowing, hased upon
predeternined British pound or Belgian frant curmency
exchange ztes. The agreements are In effect through
1597 angd bear intezesy af ymavke! ratesin effect af the
time of each borrowing,

Trie Company had unused short-terra Enes of credit
totaling $195 million and $239 million at December 31,
1948 and 1985, respectively.

1n Mav 1995 the Company repaid ¥ Unsecured,
variable rate, short-term bank credit faciity that was
wsect to finance the 1984 UK. acquisition {(Note 5). This
fachity had a4 maxieura comraitment of $110 milllon at
Deceraber &1, 1994,




. &

4. Convertible Manthly Incoma Praeferred Securities
{MEPS)

{n May 1995, Owens-Corning Capital, L.1.C. ("OC
Capital™), & Delaware Itmited Hability company, all of the
common FEmited Hability company interests in which are
owned indirectly by the Company, completed 2 private
offering of 4 milion shares of Convertible Monthly Income
Preferved Securities (“preferred securities™). The aggregate
purchase price for the offering was 3206 million. In
eonjunction with the offering, the Company incurred

26 milion in issuance Costs,

The preforved secumities are guaranteed in certain respects
by the Company and aré convertidle, ab the opiion of

the holders, into Company common stock at the rate of
11416 shares of Company oortson stock for each preferred
security (equivalent {0 a conversion price of $43.80 per
comumon share), 00 Capital cannot initiate any action
refating o conversion wntd aler fune 7, 1995, Distributions
on the preferred securities are curmudative and are pay-
able gt the annual rate of -2 percent of the liquidation
preference of $50 per preferred security. Distridutions

of $13 million and $8 million have been recorded as other
expenses on the Company’s consolidated statement

of incorme for the years ended Decomber 31, 1996 and
1995, respectively.

The Compary issued $260 milion of 6-1/2 percent
Convertibie Subordinated Debentures due 2025 w OC
Capital, whtch represents the sole asset of OC Capital, in
exchange for the proceeds of the offering. The Company
vsed the proteeds 1o repay the §130 million short.term
bank credit Gelity utiized for the 1904 UK acquisition
Note 6), with the baiance used {0 reduce borrowings
under the Company’s revolving credit factlities,

8. Acquisitions and Divestitures of Businesses
Praring 1998, 1955 and 1994, the Company made several
acquisitions in the Building Materials segrent in the
United States and Europe which were consummated
through the sxchange of varlous combinations of common
stock and cash, The sggregate purchase price inchuding
possibie subsequent contingent consideration was 589
meillion, $126 rnilkon and $155 million for 1986, 1986

and 1994, respectively. The 1996 acquisitions exchanged
412250 shares of the Company’s commen stock and
369 milion in cash. The 1995 acquisitions exchanged
346,922 shares of the Company’s common stuck and

$82 million in cash of which $1 miltion was paid in the
firat quasrter of 1996, The 1994 acquisitions exchanged

855 556 shares of the Company’s ¢comution stock and $120
milfion in cash, net of cash acquired, For al! of the assets
angj liabilities of the cornpanies acquired. The incremental
sakes from the acquisitions, in the year of aeguisition, were
$47 redllion, $41 milllon and $134 million for the years
ended December 31, 18086, 1888 and 1994, respectively.

The targest of these acquisitio:ns was the $110 million 1984
acopiisition of Pitlington Insulation Liraited and Kitsons
Insuiation Products Limited, the United Kingdom based
insulation manufacturing and industrial supply businesves
of Pikington PLC.

The initial purchase price atlocations were based on
nreliminary esthnates of fair market vahue and are subject
£ revision. The 1998 sequisitions include goodwilt of

$732 miilion. The 1895 acquisitions ikcluded goodwill of
$G7 million and horvcompetidon agreements of $3 million
Trie 1994 acquisitions lncluded goodwill of $78 million
atd not-competition agreements of 6 miflion. The
goodwili and non-commpetiion agrecments 4re being
arportized on a straight-line basis over 40 years an

seven years, respeatively. :

A¥l aoquisitions were aceounied for under the purchase
method of aceonnting, whereby the assats acquired and
Himbikities assined have been recorded at their fair values
and the resulis of operations for the acquisitions have
been included i the Cormpany’s consplidated financigl
statements subseqgient 1o the acquisition dates. The

pro forma effect of the acquisitions wag not materiat to
net lneome for the years ended Decenber 31, 1996, 1985
ox 1994,

O Septernber 38, 1904, the Company entered into a joint
veqture with Alpha Corporation of Tennessee, whereby
thie two companies cornbined their existing resin businesses
t6 form Alpha/Owens-Corning, L.L.C., the largest many-
Eacturer of polyester resins in North America. This joint
veniure is belng acrounted for under the equity method.
For the nine monthe ended Septernber 36, 1564 resin saleg
totaled $58 million and were included in the Cornposite
Materials segraent,

© Late in the fourth quarter of 1094, the Company completed

the sale of its underground storage tank manufacturing
bnsiness. Sales for this business tofaled $41 midlion in 1564
and were inchaded In the Building Materials segmerd.




$. Postempioyment ang Postratirament Benefits
Gther Than Fensions

The Company and fte subsidiaries maintai health care and
Efe insurance henefit plans for certain retived empioyees
and their gependents. The health care plans in the US.
are unfurided and pay either 1) siated percentages of
eovered medically necessary expenses, after subtracting
payments by Medicare or other providers and after stated
deductibles have beet met, of, 2) fixed amounts of medival
sxpense reimbursement. Employees become eligible to
narticipate in the health care plans upon retivrerment

urder ote of the Corpany's pension plans if they have
socunnalated 10 years of service after aske 45, Some of the
pharis are eontributory, with some retiree contribations
agiusted annually. The Company has reserved the right

fo change or elitninate these benefit plans suhject to the
termrss Of collective bargaining agreements.

Eifective January }, 1894, the Company adepted
Statement of Financial Accounting Standsrds No. 1086,
Employers’ Accounting for Postretirement Bengfits
Gther Than FPensions Tor its non-1S. plans. Accordingly,
ihe profecied cost of postretirernent benefits is charged to
sxpense during the years in which eligible employees
render service. The cumulative effect of the adoption of
this standard was a charge of $10 million, or $.20 per
share. {The Company sdopled Statement No. 106 for its
108, plangs effective Jarnuary 3, 1561)

The foBowing table reconciles the status of the acerued
postretiressent berefits cost faliiity at October 38, 1995
and 1995, as reflected on the bulance sheet at December
31, 1986 and 1995:

(in millions of doliars) 1296 1946
Accumiiated Pogtrefirement
Benefits Obiigation:
Retirees $ {191 § (94)
Fully eligible active
pian purticipants {28) 21
Other active plan participants 583 {54)
Funded status 277} (269
(inrecoghized net gain {10} an
Unrecognized net reduction In
prior service cost 52 (72}
Benelit payments subsequernt to
the valuation date 4 3
Accrued postretiremert benefits
cost lability (includes current
habilities of $22 million and
$19 million in Y906 andg 1895,
respectively) $ (335 & (3409)

&

The net postretiretnent benefits cost for 1886, 1895 and
1694 included the foliowing components:

(tn miltions of dollars) . 1996 1085 1984
Servicecost i g 3% 7 3% 8
Interest cost on accurauiated

postretivement benafits .

obiligation 19 19 G
Net amortization and deferrat {20) (24} {20}
Net postretirement.

benedis cost s 7 8 72 8 7

For measurement purposes, & 10% annus] rate of increase
in the per capila eost of covered health care claims vas
aseoraed for 1897, The rate was assumed to decresse 1o
9.5% for 1398, then decrease gradually to 80% by 20056.
The health care cost trend rate assumption has 2 sighificant
effect on the amounts reported. 1o Bustrete, increasing
the asiumed health care cost frend rate by one perceniage
point in each year would increase the accumulated post-
retiremment benefits obligation as of October 31, 1998, by
$16 million and the aggregate of the service and interest
cost componernts of riet pestretiveinent benelits cost for
the year then ended by $2 million. The disvount rate used
in defermining the accumuiated postretirement benefits
obligation was 78% in 1996, 789 in 1905, and 8.6% in 1904

Effective January 1, 1894, the Compary adonted
Statement of Financial Accounsing Standands No. 112,
Ernployers’ Accounding for Postiemployreent Benefits.
Thus standard requires the Company o recognize the
obligation t¢ provide benefits to former oF inactive
empioyees alter emplovrnent bt before retirgnent under
certain.conditions. These benefits incltide, but 2re not,
limited to, salary continuation, supplemental unemploy-
raent benefits, severance benefits, disability-refated
benefits {ncluding workers’ compensation), job training
and eoumseling, and contipuation of benefits such as
health care and life insurancs coverage. The cumulative
effect of the adoption of this standard was an undiscounted
charge of $28 million, or $.56 per share, net of refated
income taxes of $18 million,




",

8. Postampioyment and Postretirerment Benefits
Other Than Peasicns {Continuad)

The foBowing table reconcles the status of the acerued
postempioyriient berefits cost Bability at Qatober 31, 1566
ard 1995, #5 reflected on the balante sheet ab {ecernber
3%, 1998 and 1985:

{In millions of dollars)

Funded statos -3
{nrecognized et gain
Benelit payinents subseguent to
the valuation date
Acerued postemployment benefit
cost liabitity Gaoludes eurrent
Habiligies of 54 millhon in 1996
and 1985) s

-

1996

{34 3
{6}

895

(40
€))

—_ 1

{40} (41}

The net postemplovment benelits expense was
32 million, $2 million and 33 miltion for 1996, 1985
and 1994, respeclively,

In Becember 1995, the Company established & Voluntary
Froployees” Benelickary Assoclation (VEBA) trust 1o eover
certain amployee weifare and postretirernent benefiis to
be pald In 1996 and carly 1987, The funded status of the
trust at December 31, 1998, is $18 milkion, all of which is
current. Ab December 31, 1995 the funded stabus of the
trust was $84 million, of which $13 millicn was classified
as long-term.

7. Pension Plans

The Compary has several defined benefit penslon plans
eovering most emplovess. Under the plans, pension henefits
are gereraliy based on an employee’s nuraber of years of
service. Company contributions to these pension plang
are hased on the calculations of independent actuaries
uskag the projected unit eredit method. Plen assets eonsist
primardly of eguity securities with the balance in fixed
ireome investrnents. The unreeoynized cost of retrogctive
amendments and actttarial gains and losses are amortized
over the average future service period of plan participants
expected to receive benefits.

In August of 1995, the Company amended the pension
pian for U8, salaried employees to change Som a fing)
average pay formnda to a cash balance formuta. The new
olan provisions hecame effective on January 1, 1996, The

-change resulted in a reduction in the projected benefit

obligation of $20 miflion. The change is expected to reduce
pension expense in the fature through the amorization of

the reduection in the projected benefit obligation, reduced
service cost and reduced interest cost on the projected
benefit obligation. The reduction in pension expense for
1906 and 1995 was $13 million and $4 miblon, respectively.

Pension expense for the Company's defined benefit pension
plans includes the foiowing:

(I mistioms of dollars) 498 1885 1884
Service cost $ 14 3 20 3 22
Interest cost on projected
benefit obligation 62 64 58
Actual retiom on plan assefs 1106} (114) €13
Net amortization and deferral 25 30 {643
Net pension expense $ s 8 — 3§ 3
The funded status ab October 31, 1996 and 1988 v ag
follows:
(1n miftions nf doliarss 1996 1995
Ovar  Under £ver {nder
Funded Funded Funded Funded
Vested benefit
obligation $ 679 § 19 ¢ 358 § 312
Accumulated
beneftobligation € 757 $ 21 § 395 § 355
Plan assefs at
fair value $ 838 & 10§ 300 § 318
Projected benefit
Ghligation 805 2% 447 365
Plan assels in
exeess of (lesy
than) projecied -
herelit obligation 34 {19} a3 433
Unrecognized loss 53 9 B 59
Unrecoginized prior
service cost (55) 1 {30) (31)
{Inrecognized
transition amount 41 e {35) (11}
Adjustment to
minirane Hability — {5} — (73
Net pension Hability
(inchudes current
Liabilities of $3 milkon
© in 1996 and $§2 mitlion
in 1995 and noncurrent
assets of $43 milliom in
1996 ang $41 million
IR 1996) 8 {9 s {4 8 3 3 (39)




The 106, 1945 and 1994 primary actuarial assamptions The reconciliation between the 1.8, {federa) statutory rate

used for petision plans were: and the Company’s effective income (aX rate is:
1956 1995 1894 1586 1UG6. 1904
Biscount rate 7.8% 7.5% 85% U8, {éderal statutory rate {351% 35% 35%
Expected Jong-term rate of State and local income taxes {6} 2 3
refum on plan assefs 8.0% 8.0% 9.5% Adjustment of {ax reserves due
Rate of compensation ' to favorable legisiation {5) — —_
increase 5.1% 51% 53% Operating losses of foreign
subsidiaries —_ — 7
The Crnpany also sponsors defined contribution plans Utilization of research and
avallabie to substantially it US. employees. Commpany developraent credits — 3) —
contributions for the plans are hased on matching 2 Utilization of operating loss
percentage of enmployee Savings up to & maximum savings carryforwards e} aeom (¢
Jevel, The Company’s contributions were $10 milion in Utilzation of 1ax loss carrgback  — (2) =
1096, $12 riltion in 1995, and $10 million in 1994, Adjustment of valuation allowances  {1) - -
Other {2} 1 &
Effective tax rate {50}% 33% 44%
8. Encume Ta‘KBS s T T, mm—————
e millios of doliars) 1396 1995 1994 As of Deceraber 31, 1996, the Company has not provided
ncorae (oss) before provision for withholding or B5, federal income taxes On 2pprox-
{eredit) for income taxes: inately $211 rafllion of aconmiated undistribuied
LS. $ 622) 5 228 $ 118 parnings of is foreign subsidiaties as they are considered
Forejgn 41 g9 13 by managernent 1o te permanently reinvested. if these
Total $ 81 5 325 § 132 undistribtited earnings were not considered to be

permanently reinvestad, approximately 322 million

Provision (credit) for income taxes: of deferred income faxes would have been provided,

Current
Us. $ 36 & (450 % (2) During 1996 and 1995, the Company wiilized tax net
State and Joeal {6} (4 (7}  operating loss carryforwards for certain of its foreign
Foreign 12 13 B subsidiaries and certain of its state tax jrisdictons of
Total ctrrent (36} {365 (4)  approximately $7 mifllon and $2 million, respectively. At
’ Deferred December 31, 1896 the Company had tax net operating
18, 2119 113 51 toss camyforwards for certain of its foreign subsidiaries
State and local {48) 15 1 and certain of its stata tax jurisdictions of approximately
Fareign 1 14 €23 %63 million, of which $40 million expive through 2011,
Total deferred . {268} 142 82  and the repuining $23 million of which have an indefinite
Total provision {credit) carTyiorward,
for income taxes $ {288} & 108 L 5§




8. Incore Taxes {Continued}

Fhe cumrdative temporary differences giving rige to the
deferred tax assets and Babilities at December 31, 1896 and
1995 are as folfows:

{in miilions of dollars} 19896 195
Deferred  Deferrad Deferred  Defermed
-Yax Tax Tax Tax
Assets ilabilities  Assets Llstilities
Asbestos Etigation
Chairns § 526 % - 3 244 § s
Other employes )
beneffts 157 —_ 180 —
Pension plans 22 11 23 13
Bepreciation e 208 o 168
Operating loss carry-
forwards 82 - 42 e
State and local wases —_ 38 —_ 21
Other 40 56 162 28
Subtctal 507 305 571 225
Valustion allowsnees {22} —_ {203 —

Total deferredtaxes § 885 $ 365 § H51 § 229

[t s A S e Ay T

Mariagement fully expects b0 realize ts net deferred tax
assers through income from future operations.

9. Science and Technology Expenses

Sclence and technology expenses include research and
development costs of $78 million in 1566, 568 miltion in
1995, and 384 miflion i 1584 In addition lo research ang
development costs, science and technology expenses
inchude continuing coramercial activides such 45 engineering
and produet modifications for special applications and testing.

10. Accounts Receivable Securitization

In 1996 and 1995, the Comnpany sold certain accounts
receivable of its Bulding Matenals operations to a 1%
owned substdiary, Owens-Corning Furding Corporation
(“CC Funding™). In December 1994, OC Funding entered
into a three-vear agreement wherehy it can sell, ona
revolving basis, an yndivided percentage ownership
interest in 4 designated podl of ancotints receivable 13p

to a magimun of $100 milion. At December 3%, 1848 and
1985, 8300 rafion have been sold under this agreement
and the sale has been reflected as a reduction of accounts
receivable int the Cormnpany’s consoiidsted balanes sheel.
The discount of $8 million on the yeceivables sold hag
veen recorded as other expenses on the Compary'’s
consolidated statement of income for the years enled
Becember 31, 1&_‘:96 ang 1995,

The Company maintains an allowance for doubtfil
sccounts based ypon the expected coliectibility of
all eonsolidated frade accounts recelvable, including
receivables sold by OC Funding.

11. inventories
Inventoties are sutmmarized as folows:

(Tve yaliions of dofiars) 1896 1995
Firdshed goods $ 273 § 2
Materials and supplies 149 127
FIFO inventory 422 337
Less: Reduction to LIFO basis {82} (84)
$ 340 3 253

Approxiately $216 million and 3176 million of FIFD
inventories were valued using the LIFQ method at
December 31, 1996 and 1995, respectively:

During 1995 and 1884, certzin inventories were reduced,
resulting in the liquidation of LIFO inventory layers carried
at, lower costs in prior years as compared with the cusrent
cost of ventory, The effect of these inventory reductions
was to reduce 1006 and 1594 cost of sales by 37 million
and 33 million, respectively.




{2, investments in Affitiates The Companys equity In undigtrilnsted neg income of
At Deceraber 31, 1996 and 1895, the Company's affiates, affifiates was $3 milion at December 31, 1808,

which genersily are engaged in the manufacture of fibrous X

glass and related produets for the insulation, construction, 13, Accounts Payeble and Accrued Liabifities

reinforcements, and textile markets, inclode: (. millions of dodlars) 1996 3956
Percont Ownership Accounts mwhi§ % 378 % 302
1994 1985 Payyoll and vacation pay - 84 87
Alpha/Owens-Corning, LLC. (1154) Bow  spsp | ovroll property, and
Ariantit Fibesglass Industries, miscellaneous taxes > o
144, (Saudi Arabie) 0% g0 Ouveremployee benefts
: A . Eabilisy (Note 8) 26 23
Arabian Fiberglass Insulation ot 181 138
Gorapany, Ltd, (Saudi Arabia) 43% 59% T S Tt
Asshi Fiber Glass Company, _EOEWU—MM
Ltd. {Japan) — 28%
Knytex Company, 1.L.C. (USA) 50% 50% 14, Consolideted Statement of Lash Flows
LG Owens-(Corming Corp. (Korea) 30% 31%  Cash payments for income taxes, et of refunds, and cost
OC Andercot Tuberias 8.4. (Colambia) 50% ww  of borrowed funds are summarized as follows:
OC India (India) 49% e
Ve'Ficaret {Turkey) S0% —  Income taxes s 28 3 (34 % @
Owens-Corning Canos, S.A. Cost of borrewed funds 88 94 a7
{Argentina) 50% 50%
Owens-Corning Eternit Rohire The Cotnpany considers all kighly Heguid debt instruments
GbH (Geymany) 50% 50% purchased with 4 maturity of three months or less to be
Owens-Cormning Pipe Botswana (Ptyd, cash equivalents.
1td. (Botswana} 49% 49%
Owens-Corring Tubs S.A. {Spain} 504 50% See Notes 2 and b for supplemental disclosure of nor-cash
Siam Fibergiass Co., Ltd. (Thalland) 7% 2% imvesting and financing activities.
Vitro-Fibras, S A. (Mexico) 40% 40%
15. Leases

The Company leases ceriain manufaciuring equipment
and office and warehotise fachitties under operating leases,
some of which inchede epst escafation clagses, expiring ort

Early in 1996, the Company sold its ownership interest
i its Jepansese affiliste Asahi Fiber Glass Co. Ltd,, and

recorded a pretax gain oF 357 iffon. varions dates through 2015, Total rental expense charged

The foliowing table provides sirmarized financial o Gperations was $87 milkon in 1996, $63 milion in 1995,

information on a combined H0% basis for the Company’s ancd 354 million in 1994. At Deceraber 31, 1806, the

affifintes aceounded for wnder the equity method: minimom futare rental comraitments under poncancelabie

leases payable over the remaining lives of the legses are:

L maliores qf Wolaori? 1985 1955 1994 .

At Decernber 31: 1 miltions Minimura Puore
Currerd. assets $ 200 § 338 § 328 ‘ gty Rental Commitanents
Noncurrent assets 259 503 513 1887 $ 68
Current Nabilities 149 340 331 1998 - B
Noncurrent Babilities 168 236 250 1999 : 4y

For the veay: ) 2000 28
Net sales 516 962 830 2803 17
Gross margin 125 178 g8 20402 through 2015 107
Net incorne : .38 47 7 _ | 3 58




16. Stock Compensation Plans

The Company has four stock-baged compensation plans.
T'he Company’s Stock Performance Incentive Plan (“SPIP™
grants stock options, restricted stock, performance
resiricted stock and phantos performance units. The
Owens-Corning 19956 Stock Plan (95 Stock Plan”) grants
options and restricted stock. SPIP and tie 85 Stuck Plan
{collectively, the “Plans™), pertait up to two percent and
one percent, respectively, of corunon shares gutstanding
a1 the heginning of eacds calendar year ¥ be awarded ag
stack options and restricted stock (with 25% of this amount
4% the maximum permitted number of restrictea stock
awands), The Cornpany way oxry forward, Independently
for each pian, unused shares from prior Years and may
increase the shares available for awards in any calendar
yesr through an adiance of up to 25% of the subseguient
vear's allocation (determined by using 25% of the current
year's allocation). These shares are 4iso subject o the
25% Yroit for restrieted stock awards, During 1596 and
1945, the 1otal nummber of shares available under the Plans
for stock awards was 2,286 577 and 1924,271 shares,
respectively. During 19956 an advance of 54,355 shages
was taken from the 1996 allocation for SPIP. The {oilowing
are descriptions of the awards granted under the Plaps:

Stock Options

Under the Plans, the sxercise prices of each ophion equal
the market price of the Company’s commion stock on the
date of grang and an Gption’s maximen term is 10 years,
Stares issued from the exercise of options are recorded
in the coramen stock aecounts at the option price. The
avards and vesting pepiods of such awands ave defermived
al the discretion of the compessation conumnittee of the
Buard of Dhvectors. During 1986 and 10995, respectively,
LIGS5M ang 1,006,958 stock options were swarded wnder
the Plans.

Restricted Stock Awards

Under the Plans, compensation expense iy meastred
baged on the market price of the stock at the date of grant
angd is recognized on a stralghi-iine basis over the vesting
period, Stock regtyictions lapse, subiect to alternals vesiing
vians for death, disability, approved early retirerceny and
involuntary teymination, over various perods endi‘ng\in
2005. At Becerber 31, 1998, the Company had 376,409
shares of restricted stock outstanding. Dhzing 1996 and
1208, 78510 and 148,924 shares of restricted stock were
granted, respectively. The weighied-avetage graniate
{air vahie {or shares gvarved was 34267 and $4(} 15 for
1988 and 1995, respectively, '

Parfermance Restricted Stock Awards

Linder the Plans, certaln officers aye awarded performance
shares, Performance shayes represent the epportunity to
ealtt up 63 a sPecified nember of shares of the Corspany’'s
cormnon stock, if the Company achieves specified perfor-
mance goals during the designated performance period,
Officers, othet than the Chief Execntive Ofcer, earn any
portion of their award not earnet during the performance
pericd s2ven Years after the end of the perfoamance period,
if their employment continnes untdl that time. Compensation
expense is raeagred hased on market price of the Companys
commnon $tock on the date of grant and Is amortized over
the performance peod, approximately three years.

Al December 31, 1998, the Company had 83300 units
outstanding. During 1996 and 1985, respeetively, 38,200
and 27 300 performance shares were granted, The
welghtad-average gratt-date f&ir value for shares granted
was 34379 and $45.00 for 1598 ang 1995, respectively,

$hantom Parformance Units

Under the Plans, certain officers are awarded phantom
performance units, Bach unit provides the holder the
opporIItY 10 earn & Cash awaed eqgeal (o the Rl market
vaiue of the Companys commen stock upon the attainment
of ceytain performance goals. Officers, other than the
Chief Execuiive Offficer, esri any porsion of their award
not tarned during the performance period seven years
after the end of the performance period, if their
aemplayrient continues nptl tht time. Cotnpensation
expensé is measured based on market price of the
Company'’s commaon stock and is amortized over the
performance period, approximataly three years. AL
December 31, 1998, the Company had 124600 unlts of

phantem performancs unifs outstanding. During 1996 and

1905, 79,600 and 56,006 units, tespectively, were awarded,

‘Fhe Company alse has a plan o award stock, recelpt of
which may be deferred at the discretion of the directors,
and gtock options 1o nonemployee divectors, of which
73000 shares were available for this purpose as of
December 31, 1996, {n 1998, 30,000 options and 4,000
stock awards were granted, of which 1,060 were Issued
in conjunction with the plan for nenemployee directors.

n 1995, 1000 opuons and 4,300 stock awards were

granted, of which 2,000 were issued in conjunction with
the plan for nonemployee direciors. The weighted-average
grant-date fair valire for shares granted way $38.83 and
$35.25 for 1998 and 1995, respectively.




Inder a prior plan the Compary had 417 and 7211
deferreq stock awards ontstanding, af December 31, 1996
and 1995, respectively. Under the tetms of this plan, no

further gwards may be made,

The Copapany applies Financial Accounting Standards
Board Statement No. 123 (SFAS 123) in accounting for iis
stock baged compensation plans. In accordance with SFAS
123 the Company applies Accounting Principles Board

Opinion No, 25 and velated Interpretations for expense
recognition, Al stock; aptions lsued by the Company are
exercisable at a price equal to the market price 4t the date
of grant. Accordingly, no compensation cost has been
recognized for any of the options granted under the plans.
The compensation ¢ost that has been recorded for awards
othier than options was $8 million and %2 miliion in 1998
and 1995, respectively,

A sumrnary of the status of the Company’s plans that Issue options as of December 31, 1996 and 1995 ard changes during
the years snding «n those dates is presented helow:

1996 1895
Number Woighted Number Weighted
of Average - of Average
Shares Exorcise Price Shares Exercise Price
Beginning of year 3,943,140 $ _ 3334 8,280 454 s 3155
Optiong granted 1,132,510 s 42.92 1015960 b3 3746
Opticsis exercised {142,232} - 3D.50 {360,663} 3 2718
Options ¢anceled (38.948) 3 44.01 - (63631} 3 3587
End of year 4,884,439 3 38,50 3943110 ¥ 33484
Exercisable 28712158 $ 3266 2,107 427 $ 30.97
Weighted.average
{air-value of options
sranied during
the year $ 12.50 $ 1124

The following table summarizes information zbout options outstanding at December 31, 1996;

Options Quistanding Options Exercisabie
Number Weighted-Average Numbaer Waighted
Range of Cutatanding Remaining Exercise Exercisshie Average
-Exercisa Prices at 12/31/95 Lontraciust Life Price At 12/31/38 Exertise Price
$1786 - 26875 666,038 3.8 $23.08 666,030 §23.08
27.60 - 3150 584,321 56 $34.63 551,655 $30.62
23.825 «~ 34875 B31.606 7.0 $32.26 561,350 s 3z2.21
35.00 ~ 4D.50 1,707 092 13 $38,75 1.035,088 £39.463
46.626 - 47.06 1,125,985 4.1 $43.16 53,028 $ 4395

@&




16. Stock Compansation Plans {Continued)

The falr vaiue of eack option grant is estimated on the
date of grant using the Black-Schoies opiion-pricing
model with the following weighted average assuraptions
by yvear:

Assuzinptions 14996 1985
Risk-free interest rate £504%  5.56%
Eupected e 5years Dyears
Expected volatiity - 2435% 26.26%
Expected dividends 1.43% 143%

Had compensation vost for tie Plans been determined
based on the fair vadue at the grant dates for awards under
those plans consisters with the method described in SFAS
123, Accounting for Stock-Based Compersation, the
Company's net ineorne and earnings per skare would have
been redeced @ the pro forma amounts indicated below:

(I mittions of dolinrs excegk per share data} 1896 1895
Net income
As reported $ (284} 5 231
Pro fortns {288) 230
Primary earnings per share
As reported (5.50} 464
Pro formea 557 482
Pully diluted earnings per share
As reported {5.50} 440
Pro forma

B3N 4.38

The Company cautions that the pro forma net incoms

and per share results in the initial years of adoption are
overstated due to the recognition of pro forma compensation
cost over the vesting period,

17. Share Purchase Rights

In December 19946, the Company’s Board of Directors
Qevtarad a dividend distrihution of one preferred share
purchase right for each share of the Company’s common
stock. The new rights replaced preferrad share purchase
rights Issued in 1888, which expired on December 30,
1896. £ach outstanding share of the Company's conumon
stock includes a preferred share purchase right. Bach right
ertitles the holder to buy frotn the Company one one-
hundredth of 2 share of Series A Participating Preferred
Stock of the Company at 2 price of 3180, ‘Fhe Board of
Directors has designated 750,00 shares of the Company’s
authorized preferred stock as Serfes A Participating Preferred
Stack. There are currently no prefered shares cutstanding.

Rights becorne exercisable and detach from the common
stock ten business days alter & person or group acquires,
or announces a tender offer for 15% or more of the
Compary’s cutstanding shares of common stock. The
rights expire on Deceraber 30, 20086, unless redeemed
earller by the Company. The rights are redeernable by

the Company st one cent each at any tane prior io public
annourcernent o notice to the Company Ehat an acquiring
person or group has purchased 15% or wiore of the
Compary’s outstanding common stock (an “Acquisition
Event™). At any fime after an Acquisition BEvent and prior
ta the acghisition by such person or group of 50% or more
of the Company’s outstanding common stock, the Board
of Directors maey exchange one share of common stock

for each right outstanding, other than righte held by the
ACQUIYIRG persch or group. Al any time after an Acquisiion
Event and the rights become exercisable, each right, other
thar: righty held by the ecquiring persen or group, woudd

entitle its-hoider-to-buy-cornmon stock -of the Company

for, if the Company is subsequently zequired in a merger
or other business cotribination, such shares of the aoquiring
oF surviving company) having a market value of twice the
exercise price of the right.




18. Restructuring of Operations and Other Actions
I3uring the fourth guarter of 1998, the Company recorded
& $43 millton Pretax charge for resquctising and other
actions which inchsdes the ¢osts associated with a work
force realigniment, a replacemment of coraptiter technology
as wejl as asset vajuations and expenses related 1o exited
businegses. The $43 million pretax charge was comprised
of 2 $38 million restructure charge and a $5 million chiarge
related to an axited business. The components of the
vestructare charge include $20 miiiion for personnel
reductions, 38 million in computer technology and

$10 milkion for asset valuations and exited businesses,
The $20 million for personnel reductions represents
severance ¢osts associzted with the ehimination of neariy
408 pesitions worldwide. The primary employee group
affected s manufacturing personrnel,

{uring 1994, the Company recorded a $117 million pretax
eharge for productivity inftiatives and other actions alrued
af reducing ¢osts and ephancing the Company’s speed,
focus and efficiency. This $117 rmfilion pretax charge was
comprised of an $89 million charge associatedt with the
restruchring of the Company’s business segments, as weil
25 & $28 million charge, primarily composed of ¢Osts
associated with the administration of the Company™s
former coramercisl roofing business, The componenis

of the $89 million restyucture incladed: $44 million for
personnel reductions, $20 miliion for divestitzre of non-
strategic businesses and facilities, $22 million for business
regigranents, and $3 milkion for other actions. The $44
million ¢ost for personnel reductions privanily represents
severance costs associated with the elimination of nearly
480 positions worldwide. The primary employee groups
affecivd Invhutied setence and techpolegy, Held sales,
corporate administrative, and comunercial roofing and
resin Husiness personnel.

19. Glass Melting Furhace Rebuilds

Effectve Jantary 1, 1994, the Conpany adopred the capital
method of accourting for the cost of rebuliding glass
melting furnaces. Under this method, costs are capitalized
whennanred and depreciated over the estimated useful
Jives of the rebudt-furtaces. Previously, the Comipany
esteblished a reserve for the future rebudlding costs of its
glass melting farnaces through 2 charge (0 earmings between
dates of rebuiids. ‘The change 1o the capital method provides
4 more sppropriste measure of the Company's capitat
investment and is consistent with Industry practice. The
camigative effect of this change in accounting raethod

in 1994 was an Increase o sarnings of 3123 milllon, or
$2.45 per share, net of related incotne taxes of §54 million.
The effert of this chafge in sceounting raathad was to
increase depreciation expense and eliminate furnace

20, Derivative Financial instruments and Falr Value
of Fingnolatl instriments

The Company is a party te financial mstruments with
off-batance-sheet risk in the normal course of husiness

10 help meet financikg needs and to reduce expostre to
fluctoating foreign currency exchange rates and interest
rates. The Company is sxposed to ¢redit foss in the event
of nonperformance by the other parties to the financial
nstroments described below. However, the Cornpany does
1ot anticipate nonperfarmance by the other parties. The
Company does ot engage in trading aciivities with these
firancial instraments and does not generally reqine
ecHateral or other security to support these financial
insttuments. The notional armounts of derivatives surn-
marized in the foretgn exchange risk and interest rate

ik roanagsment section below do not generaliy represent
the amounts exchanged by the parties and, thus, are not
a measure of the exposure of the Company through jts use
of derjvatives. The amounts exchanged are caloulated on
the besis of the hotivnal amotnts and the other terins of
the derivatives, vhich relale fo interest rates, exchange
rates, seclirities prices, or financial or other indexes.
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20. Derivative Finangia! Instruments and Fair Vaiue
of Financiai Instruments {Continuad)

Fereign Exchange Risk and Interest Rate

Risk Management

‘fhe Company enters into various types of Gerivative
financial inwtruraents to manage its foreign exchange risk
and Interest rate risk, 48 indicated in the foliowing table.

Notionat Notionat

Amount Amount

Becember 31, December 31,

{in mgiisons of doliars) 1986 3$18 5%
Forward currency exchange

congracts $ 128 $ 234

Combined interest rate

CUIrency SWaps 120 0

Optans purchased 22 %

Cwrrency swaps 128 120

Iterest rate swaps 50 50

"Treasury rate locks 2

The Company enters into forward currency exchange
contracts t0 manage its EXpoSUre against forvign Currency
fluctuations on certain assels and Labilities denominated in
foreign currencies. As of Deceraber 31, 1996, the Company
has 31 fopward ewrency exchange contracts mataring In
1987 which exchange 3.9 billion Bejgian fancs, 33 million
U.S. doBars, 17 million British pounds, 83 million French
francs, 12 billion Halian lirg, and various othey currencies,
As of Decamber 31, 1995, the Company had 21 forward
curTency exchange contracts which matured in 1996 and
exchanged 2.7 billion Belgian fancs, 19 million US. dollars,
11 moiltion Britksh peunds, 117 milllon French francs, 17 billion
Haltan firn, and various other currencies, Gains and losses
or these foreign eurrency hedges are inchuded In the
carrying amount of the related assets and jiabifities. At
Pecomber 31, 1906 and 1985, deferred galns and losses

on these foreign currency hedges are not material 1o the
consolidated financial statements,

The Cornpany entered into forward currency oxchange
contracts ko hedge its equity investments it certain forelgn
subgidiaries and to manage its exposure against fuciustions
in forelgn orency rates, As of Decernber 31, 1965, the
Company had two forward currency exchange consracts
that matured in 1986 which exchangad 1 biliion Belglan
franes against approximately 34 malfion U.S. dollars to hedge

its eguity investraents it certain of its European subsidiaries.

At December 31, 1995, losses of $4 raillion on hedges of
ret investments in foreign subsidiaries were included in
stockhwiders” equity.

The Company entered it forward currency exchange
contyacts to reduce #s exposure to currency Huctuations
on the proceeds of the sale of its invesiaent in Asahi
Fiber Glzss Company, Lid. {Note 12}. Galns of ¥4 million
are inciuded in other meome in 1996 a8 part of the total
gain on the sale,

The Company entered Into forward currency exchange
contracts o redy 2 its exposure to currercy fuctuations
on the anticipated 1585 sarnings of certain European sub-
sidiaries. The nine forward currency exchange contracts
which matured in 1985, exchanged 412 million Belgian
franes and 8 million British pounds against approximately
25 rnittion U.8, dolfars, Gains and losses on these foreign
curreney hedges were included I fcoine in the petiod in
which the exchange rates changed. {ains on these forward
currency exchange contracts were not material to the
cornsolidated financial statements.

The Company enters info combined interest rate Currency
swaps i hedge ibs equily investments in cettain forsign
subsidiaries to manage ite exposure against fhictuations
in foreign currency rates. As of December 31, 1896, the
Company has three comibined interest rate currency
swaps maturing in 1999 to mansge this expostire. These
contracts exchange 921 mitlion Belgian francs, 58 miilion
French frares and Y7 milion Duich guiiders. Gains and
losses on the ctirency swap portlions of these ¢ontracts
are included in stockholders' equity. ‘The differential
Interest £o be pakd or received on the interest rate swap
portion of Ehese conrtracts is acerued as interest rates
change and is recognized over the Efe of these agreements,
The deferred galns and losses on the differential inferest
Tate vhanges are fiat materal to the-conselidated Mancial
statercents in 1896,

The Cotnpary enters Mto option cordracts to hedge
anticipated ransaciions with certain of its foreign sub-
sidiaries. As of December 31, 1096, the Company has eight
currency option Contracts makuring in 1987 which hedge
the 1997 royalty pavments of the Company’s European
subgidiaries. As of Decemnber 31, 1986, the currency
optich contracts exchanged 446 million Belgian frantes and
5 milion British pounds against approximately 22 million
1S, dollars, As of December 31, 1995, the Company

had eight currency option contracts which exchanged
526 reillion Belgian franvs and 6 million British pounds
against approximately 25 rulliom US. dollars. Gains on the
Company's hedges of thege anticipated fransactions are

“inchuded as deferred revenue, At December 31, 1998 and

1995, deferred gaing on option contracts ae not material
s the consalidated fnancizl stataments.




In 1894, the Company enttered o fWo currency swap
transaciions {0 wanage #s expostre against foreign eurrency
fluctuatiotis on the principsl amount of its guaranteed
6.814% Eurchonds (Note 2), During 1985, the Company
terminated thege swaps. The termination of these svRps
exchanged 140 million U8, doHars for approximately 89
million British pounds, resulting in 4 gain of approximately
10 miion U.S. dollars. At that tiree, the Cotnpany entered
into a combined mterest e currenty swap and a carrency
swap exchanging 1.8, doliars into British pounds to hedge
the nterest and principal payments of the remaining
Eurobonds through 2004, These agreements also convery
part of the fixed rate iderest into variable rate interess,
The gtain on the exercised swaps is being amortized over
the life of the original hedge, At December 31, 1996 and
1955, 35 milken and 87 mition, respectively, of wamortized
gain on the four cross-Currency interesy rate swaps is
included in other liabilities.

The Company has A Coss-crrrency nterast rate conversion
agreemerit, from Deutsche marks into U8, dollars 10 hedge
the interest and principy) payments of it 7.25% Deutsche
rerk bonds, due in 2000, The agreement establishes a
fixedd inforest rate of 111456,

The Company enters Bilo interest raie swaps fo manige
its interest vate risk. A5 of December 3z, 1996, the Cottarny
has one interest rate swap agreeraent to convert $50 milion
in egripnient Jease pavinents from a foating LIBOR to

a fived rate of 5.52%. The differential interest 1o be paid
of received is accrued as interest rates change and is
recognized over the life of the agreament. As of December
31, 3008, this aynount was not material to the consoliGated
financial Katemeonts. 4s of December RE, 1955, the
Company had four interast yate swap agreements to
reduce the nterest rates on its fixed rate borrowings,
These agreerments, which were terminated in 1896,
effectively converted an aggregate principal amount of
$130 million of fixed rate Jong-term debt into variable rate
borrowings, The 58 million gain recognized from the
termination of these swaps is being amortized ovex the
remaining Bfe of the debt,

As of Decemnber 31, 1986, the Company has one cash-
settled Weasury yate Jack as a hedge against interest rate
fuctuations on a lease commitment. This contract effec-
tively Jocks in a treasury rate of 6015% on a notional
amouit of $28 million. The differential interest $o be paid
or received 41 the contract ternination date, March 1897,
will be deferred and atmortived qver the life of the lease,

Othar Financial Instruments with
Of-Bajiance-Shest RBisk

- As of Pecember 31, 1996 and 18985, the Company is

condngently Hable for suarantees of indebiedness owed
by eertain uncongolidated affiliates of 357 million and

344 millon, respeciively. The Company is of the opinion
that its unconschidated affiiates will be able to perform
under thelr respective payment obligations in connection
with such guaranteed indebtedness and that no payments
will be reguired and no Josses witl be ineurred by the
Cormpary under such goarantess,

Concentrations of Cradit Risk
As of Decernber 31 1990 and 1995, the Comparny has no
significant group concentrations of eredit rigk.

Falr Value of Financia! Instrumaents
The following methods and asseraptions were used to estimate
the fair value of each category of financial instyuments.

Cash and short-term financial instruments
The carrying amount approximates fair value due 10 the
short matinity of these instruments.

Long-term notes receivable
The fair value has been estimnated using the expected
fupare cash Aows discounted at market interest rates.

Long-tern debt

The fair value of the Compargy’s long-terin debt, has been
estimated based on quoted mayket prices for the same
o stmilar issues, or on the cutrent rates oifered to the
Company for debt of the same remaining maturities,

Foreign corrency swaps and interest rate swaps

The fair vaiues of foreign currency swaps and interest rate
swaps have been estimated by traded market values or by
obtaining quotes from brokers.
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20, Derivative Financial instruments and Falr Vatue
of Flnancial Instruments (Continued)

Forward currency axchange coniracts, oplion
contracts, and financial guarantess

‘Fhe air values of forward eurrency exchange contracts,
option contracts, and financial guarantges are hased on
fess currently charged for simbar agreements or on the
estimated cost 1o terminate these agreements or other-
wise settle the ohfigations with the counter parties at the
reporiing date,

The estimated faly values of the Company’s financia
instrurnents as of December 31, 1286 and 1395, which
have fair vaiues different than their canying smounts,
are as ickows:

1896 3885
Carryin Falr Carying  Fair
{In mailtions of dollors} amn$ Value Armount Value
Aszsels
Long-term
nofes receivable $ 23 0§ 2
Lisbilities
{.ong-fermn debt 818 B89
Off-Belance-Sheet
finanecial Insimiments
- Unrealized gains
Forelgn cuiTency
SWADS
Interect rate swaps
Combined interest rate
CLITENCY SWaps - 1 — -

$ 24 % 22

T4 375

i
[ ]
w N
| |
#

As of December 31, 1098 and 15595, the Comwmpany is
contingently Eable for guarantees of indebtedness owed
by certain unconsolidated affiiiates. There i no rarket for

these guarantees and they were isstied without explicit cost,

‘Fherefore, i is not practicable 1o establish their fair vidue.

As of Decernber 31, 1336 and 10885, the Company has also
entered into certain forward currency exchange option

contracts and treasury rate Jocks, the fair values of which
are not material 1o the consoiidated financial statements.

21. Gontingsent Liabifities

Asbostos Liabilities

The Company 5 & co-defendant with Giher formert
manufacturers, distributors and installers of products
contalning asbestos and with miners and suppiiers of
agshestos hers (ecollectively, the “Producers”) in persorial
injury and property damage Etigation. The personal infury
clpimants generally allege injuries 1o their health caused
by inhalation of ashestos fibers from the Companys
producis, Most of the claimants seek punitive Gatnages

as well a8 compensatory damages. The property damage
claims generally allege property damage to school, pubiic
angd cormmercla buildings resulting from the presence of
prodducts contakning asbestos, Virtually all of the ashestos-
refated lawsuits against the Company arise out of Its
manufaetire, distribuiion, sde or instaliation of an
ashestos-containing cafeinn silicate, high temperature
msulation product, the manufscture &f which was
discordinued in 1972,

Status .
as of December 31, 1996, approxdnatsly 157,900 asbestos
persenal lnbary claims were pending 4gainst the Company,
of which 36460 were received in 1996, The Company
received approximately 55,900 stch daimg in 1996, and
29,100 in 1854,

Many of the recent claims appear %0 he the product of
mase screering programs and not 10 involve malignancies
or other significant asbestos rejated impairreent. The
Company believes that as many as 40 600 of the recent
claims wolve plaintiifs whose pubinonary function fests
(PFI5) were improperiy.adainistered or manipulated by
the testing laboratory or otherwise inconsistent with
proper medical practice, and i Is investigating a nunber
of testing orgarizations and their methods. In 1996 the
Company filed suit in federal coutt againgt the owrers
and operators of certain pudmonary function testing
Iaboratories in the southeastern U.S. challenging such
wnproper testing practices. Ttds matter is now in active
pre-{rial discovery,




Duaring 1996, the Company was engaged in distussions
with & group of approximately 36 leading plaintifis’ law
firms {0 explore approaches toward resolution of its
asbestos Hability. The discussions invelved the possible
resolution of both pending claims and claims that may
be filed In the fulure. The Jaw firms Involved in the {alks
agreed 10 refrain frov serving any further asbestos claims
on the Corpany unfess they involved melignancies. This
agreement, which expired as to certain of the firms on
November I, 1996, was extended until January 1, 1897,
by firms representing a substantial majority of the cases
historically filed by the group. Thie agreement may have
irpacted the nurmber 0f cases received by the Corapany
during the secondg, third and fourth quariers of 1606,

Through December 31, 1996, the Company had resolved
by settlement or otherwise) approximately 183,300
asbestos personal infury clairns, including the dismissal
in May 1098, for lack of medical proof, of approximately
15,000 mariiisne cages which named Owens Coming as

a defendant, resulsing in an 11,700 case reduction in the
backlog alter reduction for duplicate cases and cases previ-
ously settied. During 1994, 1895, and 1985, the Company
resclved approximately 60,604 asbestos personal injury
claims, over 89% without trial, and incurred lotad indermnity
pavments of $826 million {an average of about $10,300
per £ase).

‘Ihe Company’s indemnity paytents have varied consider
ably aver time and from case 0 case, and are affected by a
musdtitude of factors. These inchyde the type and severity
of the disease sustained by the claimant (e, Inesothelioma,
jung cancer, other types of cancer, sshestosis or pleral
ehanges); the oecupation of the <laimant; the extert of
the claimants exposure to asbestos-contalying products
reanufactured, scld or instalied by the Company; the
extert of the claimant'’s exposure 10 ashestos-containing
producss manufactared, sold or instalied by other
Produeers; the number and financial resources of other
Producer defendants; the jurisdiction of suit; the presence
or absence of other possible causes of the claimant’s
itiness; the availability or not of legal defenses such as the
staute of Hmitations or state of the art, whether the claim
was resolved on an individual basls or as part of a group
settletnent: and whether the clais proceeded to an
adverse verdict or judgment.

Insurance

As of December 31, 1986, the Company had approsimately
$326 mition in unexhausted insurance coverage {net of
dedugtibles and self-insured retentions and excluding
coverage issued by insolvent carriers) under its Habilify
insurance policies applicable 10 asbestos personal jury
claitms, ‘Thig insurance, which is subslantially confired,
incltdes both products hazard coverage and primary lovel
non-products coversge, Portions of this coverage are rot
avaitable untll 1957 and heyond under agreements with
thes carriers confaming such coveragie. All of the Company’s
Babiity instirance policies cover indernnity paymernts

and defense fees and expenses subject to applicable
jrolicy limits,

1n z2ddition to iis confinmed primary level non-products
insurance, the Comparny has 8 significant amount of
unconfirmed potential non-products coverage with €Xcess
tevel cariers. For purposes of esleilating the amount of
insurance apphicable to asbestos fiabikities, the Company
has estinmted its probable recoveries i respect of this
additiona! ron-products coverage at $225 mitlion, which
amount was recorted in the second guarier of 1956. This

" coverage is uncondirmed and the amount and fiming of

recoveries from these excess level policies wili depend on
subsequent negofiations or proceedings.

Reserve

Prior to the second quarter of 1996, the Company’s financial
statements inchuded a reserve for the estimated cost
associated with ashestos personal injury claims that
may be received through the year 1898, Such Anancial
statements did not include any provision for the cost

of unasserted claims which might be recelved in years
subsequent to 1999 because management was unable Lo
predies the number of such ¢laims and other factors
whtich would affect the cost of guch claims. Throughout
1996, the Company continued to review the {easibility
of mal. 2 provision for the cost of unasserted asbestos
personat iury claims with respect to claims which mey
be received by the Company during and after the year
2000, In conducting such review the Company took into
aceount, among other things, the effect of recent federal
conirl decisions refating to punitive damages and the
certification of class actions in asbestos cases, the
pendency of te discussions with the group of plainiiffs’




21. Contingent Liabifities {Continusd}

law firmns referred to above, the resuits of its continuing
investigations of raedical sereening practices of the kind
2t isstze in the federal PFT lawsuit, recent developments
a5 10 the prospects for federal and state tort reform, the
continued rate of case filings at historically high levels,
additional information on flings received during the
1983-1995 period and other factors, As a result of the
review, the Company 100K 2 ROR-TeCURING, RONCasH
charge to earnings of $1.1 billion in the second quatter
of 1856, Thig charge represented the Company's estimate
of the indeyrnity and defense costs asspristed with
urasserted asbestos personal injury claims that may be
recolved by the Company in years subseguent 1o 1983,

The combined effeet of the $1.1 billion charge and the
$225 million probable additional nop-products insurance
recovery was an 3875 million charge in the second
Gquarter of 1986,

The Companys estimated total labilities in respect of
indemnity and defense costs agsociated with pending and
wnasserted ashestos personal injury cialins that may be
recetved in the fature, and B3 estimated insuvance
Tecaveries in respect of stich clalins are reported
separately as follows:

Decemhor 31, December 31,
{in railions of dolars) 1996 1995
Heserve for asbestos
litigation clamng :
Current $ 300 $ 260
Other 1670 _ 887
“Totdl Reserve 1,976 1,137
Insurance for asbestos
Ktigation clains
Current 100 106
Other 454 330
Total Ingurance 554 438
Net Asbestos Liability $1.416 $ 107

The Company cautions tas such facrors as the nurnber
of future asbestos personal infury claims received by it,
the rate of receipt of such claims, and the indemnity and
defense costs associated with asbestos nersonal Injury
clairas, as well as the prospects for confirming additionsl
instirance, incleding the additional $225 million in non-
products coverage referenced above, are influenced by
numerots variables thar are difffeult to predict, and that
estimates, such as the Company’s, widch arterapt 1o take
account of such variables, are sublect {0 cansiderable
unicartainty. The Company believes that itg estimate of
Babilities and insurande will be sufficieny to provide for
the costs of 28 pending and futire asbestos personal injury
claims that involve malignancies or significant asbestos-
related functional dupairment. White such estirnates cover
tnimpaired claims, ihe number and cost of unimpaired
claitns are much harder to predict and gtich estimates reflect
the Company’s belief that such claims haye Hitle or no
valuw, The Company will continue {o review the adequacy
of ity estimate of labilitics and insurance on a periodic
basis and make such adjustments as may be appropriate.

Management Opinion

Although any opinien is necessarily fJuGgmental and must
e based on informaation now known to the Company,

in £he opinion of management, while any additional
trtinsured and unreserved costs which may arfse out of
perding personal injury and property damage asbestos
claims and additicnal sirnifar asbestos claims ffed in the
future may be substantial over titne, management believes
that apy such addidonal costs will not irnpadr the ability

of the Company 1o meet its cbligations, 1o reinvest i is
husinesses of to take advantage of-attractive upporiunities
for growth. -

Non-Ashestos Lisbiliiles

Various other lawsulfs and elaimis avising in the normal
course of business are pending against the Company,
sore of which allege substantial damages. Management
bhelieves that the cutcome of these Iawsuits and claims will
1ot have a materially adverse effect on the Company’s
financial position of results of operations.




22. Quarterly Financiat Information (Unasudited)

Quarter
(i millioms of dollays, except shave data} First Second Third Fettrth
1996
Net sales $ .89 $§ 95 $ 1625 $ 10402
Cost of sales £31 701 752 750
Gross margin $ 218 8§ 255 & 273 $§ 252
Net income loss) $ /B 3 {473) i 8 S8 70
Nef income (loss} per share:
Primary net ingcome per share ¢ 75 8 {919} 3 153 132
Fuily diluted net income per share &8 73 fm {9,121 §_ 144 125
1845
Net sales $ 844 & 8¥7 § 827 5 964
Cost of sales e 6535 a4 717
Gross margin $ 214 % %38 & 243 5 247
Net income $ 33 § 63 £ 70 §.« 66
Net income per share:
Primary net income per share $ F1 0§ 123 % 1.8 ?........ 127
Fully diduted net income per share £ B8 $ 120 & 128 § L2l

Net income per share and primary and folly diiuted weighted average shares are computed independently for each of the
quarters presentext. ‘Therefore, the sum of the quarterly net incoree per share may not equal the per share tota) for the year.
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System Thinking™ Information Access

Corparate Address

Owens Corning Word Headguarters
One Owens Coming Parkvay
Toteda, Ohio LLS.A. 4365

419.248 8000

Sharehoider Services

Owens Corning maintains & Sharehoider Services
Office at Worlg Headquarters in Toledo, Chio, Lo

assist shareholders. Inguiries are welcome at the
Worid Headguarters address.

Direct Stock Purchasze Plan

Owens Corning shares may be purchased Ehrough
the Corapary vnder the ChaseMellon Investor
Services Program by phoning §.800.472.2210,

Transfar Agent and Registrar

ChaseMeilon Shareholder Services acts 8¢ primary
Trans{er Agent and Registrar for the Company.
Questions on change of ownership, total shares
owned, consolidation of accounts and other

such matters should be sent to ChaseMelion
Shareholder Services L.L.C., Overpeck Center,

85 Chalienger Road, Ridgefieid Park, New

Jersey 07660, or by phoning 1.860.953.2596,

or at hitpdsnaw cmssoniine, Com.

The R-M Trust Co. is 4 co-agent in Toronto,

Auditors
Arthar Andersen LLP, Toledo, Ohdo, is the
independent pabic accounting fnn for the Company.

Change of Address

A change of address shouid be reported promptly
by sending a letter to ChaseMelion Sharehoider
Services L.1L.C., Overpeck Center, 85 Challenger
Road, Ridgefield Park, New Jersey (7660,

or by phoning 1800:853.2595, or at

hitpi/hwwrw emnssontine.com

ek TS 2 N

Onvens Corming is a proug spémnr of Oum Your Shiaee of!xr;i&ﬁba,

Form 186K

Tre Corepany will provide without charge, to any
person who is a beneficial owner of its shares, a
copy of the Company’s 1086 Arnaal Repord on Form
160-X, as filed with the Securitis - and Exchange
Cotrmission, Requests should be addressed {o
Owens Corning, Document Center 3, One Owens
Cornirg Parkway, Toledo, Ohio 43658 or cail
18COHGETPINK

Annuat Meeting

The annual shareholders’ meeting of Owens
Corning will be held at the Company’s World
Headquarters at One Owens Corning Parkway,
Toleds, Chio, at 2 par. Thursday, April 17, 1997.

Stock Exchange

Owens Corning stock s Hsted for trading on the
New York Stock Exchange and the Toronto Stock
Exchange under the symbol OWC.

Toli-Free Nunshers and Elestronic Mail
Addresses
{nvestor Relations
4192 248.8803
nvestor@cwensComing com

Proguct Information\Literature Reguests
IBO0GET.PINK
Outside US.
90)4.636.5288 {English-speaking)
docrenter@owenscorming com

Capies of Owens Coming's recent news releases
are available by fax by caling Company News
On-Call ab 1L800THS5804, extension 677350, This
glectronic menu-driven service of PR Newswire is
avaitable 24 hours g day, seven days a weeg, at no
charge to callers.

Intarnat
Qwens Corning's Home Page and hundreds of
pages of Company apd producs information are
available at our World Wide Web Site using the
foHowing address!

htrp W OWeRSCOrNINEZCOm


http://www.cmssonime
mailto:mvestor@owenscoming.com
http://www.owenscomingcom
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