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FORM 10-K

SECURITIES AND EXCHANGE COMMISSION
Washington, D. C. 20549

(Mark One)

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 1997
OR

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

For the transition period from to
Commission file number 1-211 6
Armstrong World Industries, Inc.

(Exact name of registrant as specified in its @rart

Pennsylvania 23-0366390
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
P. O. Box 3001, Lancaster, Pennsylvania 17604
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code (717) 397-0611

Securities registered pursuant to Section 12(b) diie Act:

Name of eac h exchange on
Title of each class which r egistered
Common Stock ($1 par value) New York St ock Exchange, Inc.
Preferred Stock Purchase Rights Pacific Sto ck Exchange, Inc. (a)
9-3/4% Debentures Due 2008 Philadelphi a Stock Exchange, Inc. (a)
(@) Co mmon Stock and Preferred
St ock Purchase Rights only

Securities registered pursuant to Section 12(g) ¢ie Act:
None

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti8 or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months, and (2)de@s subject to such filing requirements for thst®0 days.

Yes X No






Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is contained herein, and will not be
contained, to the best of registrant's knowledgelefinitive proxy or information statements incorated by reference in Part Ill of this Form
10-K or any amendment to this Form 10-K. [X]

The aggregate market value of the Common Stockgistrant held by non-affiliates of the registrbased on the closing price ($72.8125 per
share) on the New York Stock Exchange on Februani 998, was approximately $2.7 billion. For thepgmses of determining this amount
only, registrant has defined affiliates as inclyd{a) the executive officers named in Item 10 & t0-K Report, (b) all directors of registrant,
and (c) each shareholder that has informed registsaFebruary 14, 1998, as having sole or shantidy power over 5% or more of the
outstanding Common Stock of registrant as of Deear8l, 1997. As of February 10, 1998, the numbehafes outstanding of registrant's
Common Stock was 40,076,306. This amount inclulde£1826,203 shares of Common Stock as of Dece&ihdR97, held by Mellon Ban
N.A., asTrustee for the employee stock ownership accourttseoCompany's Retirement Savings and Stock OwaeRan.

Documents Incorporated by Reference

Portions of the Proxy Statement dated March 168 1889ative to the April 27, 1998, annual meetifighe shareholders of registrant (the
"Company's 1998 Proxy Statement") have been incatpd by reference into Part Ill of this Form 1(REport.
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PART |

Item 1. Business

Armstrong World Industries, Inc. is a Pennsylvacoaporation incorporated in 1891. The Companyrisaaufacturer of interior furnishings,
including floor coverings, and building productsiethare sold primarily for use in the furnishingfurbishing, repair, modernization and
construction of residential, commercial and insititoial buildings. It also manufactures various isttial and other products. In late 1995,
Armstrong sold its furniture business and combiederamic tile business with Dal-Tile Internatidinc. ("Dal-Tile"), retaining a minority
equity interest in the combined company. Unlessctgext indicates otherwise, the term "CompanyanseArmstrong World Industries, Inc.
and its consolidated subsidiaries.

Industry Segments

The company's businesses include four reportagl@eets: floor coverings, building products, indygtroducts and ceramic tile.

NATURE OF OPERATIONS

at December 31 (millions) 19 97 1996 1995

Net trade sales:

Floor coverings $1,116 .0 $1,091.8 $1,053.9
Building products 754 5 718.4 682.2
Industry products 328 2 346.2 348.8
Ceramic tile -- - 240.1
Total net sales $2,198 7  $2,156.4 $2,325.0
Operating income (loss): (Note 1)
Floor coverings $ 186 5 $ 1469 $ 145.0
Building products 122 3 95.1 92.2
Industry products 55 5 40.1 9.3
Ceramic tile (Note 2) (42 4) 9.9 (168.4)
Unallocated corporate expense 0 1 (36.1) (34.0)
Total operating income $ 322 0 $2559 $ 441
Depreciation and amortization:
Floor coverings $ 65 5 $ 539 $ 479
Building products 37 5 37.0 36.8
Industry products 17 3 19.1 19.3
Ceramic tile 4 .3 4.3 135
Corporate 8 1 9.4 5.6
Total depreciation
and amortization $ 132 7 $ 1237 $ 1231
Capital additions: (Note 3)
Floor coverings $ 76 6 $1177 $ 773
Building products 54 4 67.7 49.2
Industry products 16 5 22.5 45.0
Ceramic tile -- - 9.6
Corporate 8 N 12.8 6.3
Total capital additions $ 156 2 $ 2207 $ 1874
Identifiable assets:
Floor coverings $ 713 8 $ 6879 $ 5832
Building products 554 9 541.1 513.5
Industry products 248 .6 272.8 301.8
Ceramic tile 135 7 168.7 135.8
Corporate 722 5 465.1 615.5
Total assets $2,375 5 $2,135.6 $2,149.8
Note 1:
Restructuring charges in
operating income (millions) 19 97 1996 1995
Floor coverings $- - $ 145 $ 250
Building products - - 8.3 6.3
Industry products - - 4.0 31.4

Unallocated corporate expense - - 19.7 9.1




Total restructuring charges
in operating income $- - $ 465 $ 718

Note 2: 1997 operating income includes a $29.7 nmih loss as a result of
charges incurred by Dal-Tile International Inc. émrcollectible receivables, overstocked inventoaied other asset revaluations. 1995
operating income includes a $177.2 million loss ttuthe ceramic tile business combination. See itdtarnings From Affiliates" on page

Note 3: 1997 and 1995 capital additions for indusyr segments of property, plant
and equipment from acquisitions were $14.5 milbor $15.6 million, respectively.
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DISCONTINUED OPERATIONS

In 1995 the company sold the stock of its furnitsmbsidiary, Thomasville Furniture Industries, Jiio.INTERCO Incorporated for $331.2
million in cash. INTERCO also assumed $8.0 millafrinterest-bearing debt. The company recordedra@e83.9 million after tax on the
sale. Certain liabilities related to terminated dférplans of approximately $11.3 million were fietd by the company. Thomasville and its
subsidiaries recorded sales of approximately $560l®n in 1995.

EQUITY (EARNINGS) LOSS FROM AFFILIATES

Equity earnings from affiliates for 1997 were prithacomprised of the company's share of the net foom the Dal-Tile International Inc.
business combination and the amortization of tleeex of the company's investment in Dal-Tile otaerunderlying equity in net assets, and
income from the 50% interest in the WAVE joint varg with Worthington Industries. The 1997 loss urdeld $8.4 million for the company's
share of operating losses incurred by Dal-Tile28.% million loss for the company's share of thargk incurred by Dal-Tile, primarily for
uncollectible receivables and overstocked inveagrand $4.3 million for the amortization of Arnastg's initial investment in Dal-Tile over
the underlying equity in net assets of the busigessbination. Equity earnings from affiliates f&96 were primarily comprised of the
company's after-tax share of the net income obtaleTile International Inc. business combinatiom dne amortization of the excess of the
company's investment in Dal-Tile over the undedyaguity in net assets, and the 50% interest iWA& E joint venture with Worthington
Industries. Results in 1995 reflect only the 50%riest in the WAVE joint venture.

In 1995, the company entered into a business catibmwith Dal-Tile International Inc. The transactwas accounted for at fair value and
involved the exchange of $27.6 million in cash #mstock of the ceramic tile operations, consgspirimarily of American Olean Tile
Company, a wholly-owned subsidiary, for ownersHi@ @ of the shares of Dal-Tile. The company's #treent in Dal-Tile exceeded the
underlying equity in net assets by $123.9 millidmat will be amortized over a period of 30 yearseBfter-tax loss on the transaction was
$116.8 million.

In August 1996, DalFile issued new shares in a public offering dedrepthe company's ownership share from 37% to 33ating 1997, th
company purchased additional shares of Dal-Tilekstimcreasing the company's ownership to 34%.

Armstrong's ownership of Dal-Tile is accounted dader the equity method. The summarized histofinahcial information for ceramic tile
operations is presented below.

(millions) 1995
Net sales $240.1
Operating income/(1)/ 8.8
Assets/(2)/ 269.8
Liabilities/(2)/ 17.3

Note 1: Excludes 1995 loss of $177.2 million due ¢eramic tile business
combination.

Note 2: 1995 balances were as of December 29, 1988nediately prior to the
ceramic tile business combination.
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Narrative Description of Business

The Company manufactures and sells interior fuings) including floor coverings and building prothjcand makes and markets a variety of
specialty products for the building, automotivetite, and other industries. The Company's acggigxtend worldwide.

Floor Coverings

The Company is a prominent worldwide manufactufdloor coverings for the interiors of homes andrnroercial and institutional buildings,
with a broad range of resilient flooring togethathwadhesives, installation and maintenance masesiad accessories. Resilient flooring, in
both sheet and tile form, together with laminat®fing, is made in a wide variety of types, desigma&l colors. Included are types of flooring
that offer such features as ease of installatiediiced maintenance (no-wax), and cushioning fatgrainderfoot comfort. Floor covering
products are sold to the commercial and residem#aket segments through wholesalers, retailectu@mg large home centers), and
contractors, and to the hotel/motel and manufadthrenes industries.

Building Products

A major producer of ceiling materials in the Unitgtates and abroad, the Company markets both reisilend commercial ceiling systems.
Ceiling materials for the home are offered in aetgrof types and designs; most provide noise rédn@nd incorporate Company-designed
features intended to permit ease of installatidrese residential ceiling products are sold throubblesalers and retailers (including large
home centers). Commercial ceiling systems, desifpraglse in shopping centers, offices, schoolsphals, and other commercial and
institutional structures, are available in numerool®rs, performance characteristics and desigd#er characteristics such as acoustical
control, rated fire protection, and aesthetic abg@ammercial ceiling materials and accessoriem@ith acoustical wall panels, are sold by
the Company to ceiling systems contractors andgale distributors. Suspension ceiling systemsymtscare manufactured and sold through
a joint venture with Worthington Industries.

Industry Products

The Company, including a number of its subsidiameanufactures and markets a variety of speciatidyrcts for the building, automotive,
textile and other industries. These products irelileiible pipe insulation sold for use in constioe and in original equipment manufacture;
gasket materials for new equipment and replacemsmnin the automotive, farm equipment, applianed,ather industries; textile mill
supplies including cots and aprons sold to equigmemufacturers and textile mills. Industry produate sold, depending on type and
ultimate use, to original equipment manufactureositractors, wholesalers, fabricators and end users

Ceramic Tile

Ceramic tile for floors, walls and countertops,datiger with adhesives, installation and maintenanaterials and accessories are sold through
home centers, independent ceramic and floor cogevholesalers and sales service centers operatBalbyile.

The principal raw materials used in the manufactirde Company's products are synthetic resiastigizers, latex, mineral fibers and
fillers, clays, starches, perlite, films, pigmeatwl inks. In addition, the Company uses a widestynf other raw materials. Most raw
materials are purchased from sources outside aEtimpany. The Company also purchases significanuats of packaging materials for the
containment and shipment of its various
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products. During 1997, adequate supplies of raverizs were available to all of the Company's indusegments.

Customers' orders for the Company's products giealy for immediate shipment. Thus, in each indusegment, the Company has
implemented inventory systems, including its "jmstime" inventory system, pursuant to which ordans promptly filled out of inventory on
hand or the product is manufactured to meet thigetgldate specified in the order. As a resultreéh@storically has been no material backlog
in any industry segment.

The competitive position of the Company has bedraroed by patents on products and processes dedaetoperfected within the Company
or obtained through acquisition. Although the Compeonsiders that, in the aggregate, its patentstitate a valuable asset, it does not
regard any industry segment as being materiallgdeent upon any single patent or any group ofedlpatents.

There is significant competition in all of the irelty segments in which the Company does businesspétition in each industry segment
includes numerous active companies (domestic ameigim), with emphasis on price, product performaante service. In addition, with the
exception of industrial and other products andisesy product styling is a significant method ofngetition in the Company's industry
segments. Increasing domestic competition fromigoreroducers is apparent in certain industry segmand actions continue to be taken to
meet this competition.

The Company invested $141.7 million in 1997, $22@ilfion in 1996, and $171.8 million in 1995 forditlons to the property, plant and
equipment of its continuing businesses.

Research and development activities are importahin@cessary in assisting the Company to carryndrimprove its business. Principal
research and development functions include theldpseent of new products and processes and the iraprent of existing products and
processes.

The Company spent $47.8 million in 1997, $55.2ipmllin 1996, and $57.9 million in 1995 on reseaand development activities worldwide
for the continuing businesses.

-6-



ENVIRONMENTAL MATTERS

In 1997, the company incurred capital expenditofespproximately $1.2 million for environmental cpliance and control facilities and
anticipates comparable annual expenditures foretpasposes for the years 1998 and 1999. The cong@ag/not anticipate that it will incur
significant capital expenditures in order to méet tequirements of the Clean Air Act of 1990 arelfthal implementing regulations
promulgated by various state agencies.

As with many industrial companies, Armstrong isreutly involved in proceedings under the Comprehengnvironmental Response,
Compensation and Liability Act ("Superfund"), arichdar state laws at approximately 17 sites. In huases, Armstrong is one of many
potentially responsible parties ("PRPs") who haoteintarily agreed to jointly fund the required istigation and remediation of each site.
With regard to some sites, however, Armstrong dispthe liability, the proposed remedy or the pegabcost allocation. Armstrong may &
have rights of contribution or reimbursement frotines parties or coverage under applicable insurpotieies. The company is also
remediating environmental contamination resultiropnT past industrial activity at certain of its ent plant sites.

Estimates of future liability are based on an eatidun of currently available facts regarding eautividual site and consider factors including
existing technology, presently enacted laws andlegigns and prior company experience in remediatiocontaminated sites. Although
current law imposes joint and several liabilityalhparties at any Superfund site, Armstrong's icoation to the remediation of these sites is
expected to be limited by the number of other camgsaalso identified as potentially liable for sitests. As a result, the company's estimated
liability reflects only the company's expected ghain determining the probability of contributidhe company considers the solvency of the
parties, whether responsibility, is being disputld,terms of any existing agreements and experieggarding similar matters. The estimated
liabilities do not take into account any claims fecoveries from insurance or third parties.

Reserves at December 31, 1997, were for potemtiat@mental liabilities that the company considersbable and for which a reasonable
estimate of the potential liability could be ma#éhere existing data is sufficient to estimate thmant of the liability, that estimate has been
used; where only a range of probable liabilityuaikable and no amount within that range is mdkelji than any other, the lower end of the
range has been used. As a result, the companycbased, before agreed-to insurance coverage, $8lidBmio reflect its estimated
undiscounted liability for environmental remediatid\s assessments and remediation activities psegreeach individual site, these
liabilities are reviewed to reflect additional infisation as it becomes available.

Actual costs to be incurred at identified siteshia future may vary from the estimates, given tierent uncertainties in evaluating
environmental liabilities. Subject to the impreoisin estimating environmental remediation costs,dompany believes that any sum it may
have to pay in connection with environmental matterexcess of the amounts noted above would nat aanaterial adverse effect on its
financial condition, liquidity or results of opei@ts, although the recording of future costs maynagerial to earnings in such future period.
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As of December 31, 1997, the Company had approgima0,600 active employees, of whom approximadeBp0 are located outside the
United States. About 62% of the Company's approteiyia,300 hourly or salaried production and maiatece employees in the United
States are represented by labor unions.

GEOGRAPHIC AREAS

at December 31 (millions) 19 97 1996 1995
Net trade sales:
United States $1.4 53.1 $1,419.2 $1,586.4
Europe 5 45.6 548.4 558.7
Other foreign 2 00.0 188.8 179.9
Interarea transfers:
United States 1 11.7 105.0 1011
Europe 14.9 13.2 13.8
Other foreign 29.2 30.4 32.1
Eliminations 1 55.8) (148.6) (147.0)
Total net sales $2,1 98.7 $2,156.4 $2,325.0
Operating income:
United States $ 2 36.1 $ 2027 $ 7.7
(see note 2 on page 4)
Europe 77.2 79.3 62.6
Other foreign 8.6 10.0 7.8
Unallocated corp. income (expense) 0.1 (36.1) (34.0)
Total operating income $3 220 $ 2559 $ 441
Identifiable assets:
United States $1,1 68.9 $1,180.1 $1,044.5
Europe 3 70.4 383.7 406.7
Other foreign 1 13.8 107.3 83.4
Corporate 7 22.5 465.1 615.5
Eliminations (0.1) (0.6) (0.3)
Total assets $2,3 75.5 $2,135.6 $2,149.8

United States net trade sales include export salesn-affiliated customers of $40.9 million in I9%34.0 million in 1996 and $32.1 million
in 1995. Also included in United States net tragles were ceramic tile operations sales of $24@libmin 1995.

"Europe” includes operations located primarily imgkand, France, Germany, Italy, the Netherlandirih) Spain, Sweden and Switzerland.
Operations in Australia, Canada, The People's RepofbChina, Hong Kong, Indonesia, Japan, Koréag&pore and Thailand are in "Other
foreign."

Transfers between geographic areas and commigséadiso affiliates marketing exported productsareounted for by methods that
approximate arm's-length transactions, after camsid the costs incurred by the selling companytaedeturn on assets employed of both
the selling unit and the purchasing unit. Operatira@me of a geographic area includes income aagristom sales to affiliates.
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The Company's foreign operations are subject tidargovernment legislation involving restrictioms investments (including transfers
thereof), tariff restrictions, personnel administra, and other actions by foreign governmentsaddition, consolidated earnings are subje
both U.S. and foreign tax laws with respect to ieys of foreign subsidiaries, and to the effectswfency fluctuations.

Item 2. Properties

The Company produces and markets its productsemites throughout the world, operating 44 manufidicty plants in 13 countries; 21 of
these plants are located throughout the Unitec@Staétdditionally, affiliates operate 19 plants ioduntries.

Floor covering products and adhesives are prodat&@ plants with principal manufacturing facilgieocated in Lancaster, Pennsylvania,
Kankakee, Illinois, and Stillwater, Oklahoma. Biuilg products are produced at 15 plants with prialcipacilities in Macon, Georgia, the
Florida-Alabama Gulf Coast area and Marietta, Pglwasia. Insulating materials, textile mill supgidiber gasket materials and specialty
papers and other products for industry are manufadtat 16 plants with principal manufacturing fiies at Munster, Germany, and Fulton,
New York.

Sales offices are leased worldwide, and leasetitfesiare utilized to supplement the Company's @dvwarehousing facilities.

Productive capacity and extent of utilization of Bompany's facilities are difficult to quantifyttvicertainty because in any one facility,
maximum capacity and utilization vary periodicadlgpending upon the product that is being manufaedtand individual facilities
manufacture more than one type of product. In¢higtext, the Company estimates that the produdéoaitities in each of its industry
segments were effectively utilized during 1997 @G80 90% of overall productive capacity in meetngrket conditions. Remaining
productive capacity is sufficient to meet expectastomer demands.

The Company believes its various facilities areqadée and suitable. Additional incremental investtaén plant facilities are being made as
appropriate to balance capacity with anticipatetiaed, improve quality and service, and reduce costs

Item 3. Legal Proceedings

ASBESTOS-RELATED LITIGATION
PERSONAL INJURY LITIGATION

The company is one of many defendants in approxin®3,000 pending claims as of December 31, 189&ging personal injury from
exposure to asbestos. The increase in the numlndaiofs during the last two quarters of 1997 isnariily due to the inclusion of cases that
had been subject to an injunction related to ther@ire Settlement Class Action ("Georgine"), ddssdibelow, and those that had been filed
in the tort system against other defendants (ah@dgainst the Center for Claims Resolution ("Céhterembers) while Georgine was
pending.

Nearly all claims seek general and punitive damagising from alleged exposures, at various tirfresn World War Il onward, to asbes-
containing products. Claims against the companggaly involve allegations of negligence, strietility, breach of warranty and conspire
with respect to its involvement with asbestos-cimitg insulation products. The company discontintresale of all such products in 1969.
The claims also allege that injury may be deterhimany years (up to 40 years) after first exposuisbestos. Nearly all suits name many
defendants, and over 100 different companies @@rtedly involved. The company believes that mamyent plaintiffs are unimpaired. A
large number of claims have been settled, dismjgagdn inactive lists or otherwise resolved, grlcompany generally is involved in all
stages of claims resolution and litigation, inchglindividual trials, consolidated trials and adpeBleither the rate of future filings and
resolutions nor the total number of future clairas be predicted at this time with a high degreeeofainty.

Attention has been given by various parties to sBgua comprehensive resolution of the litigation1991, the Judicial Panel for Multidistr
Litigation ordered the transfer of federal casetheoEastern District of Pennsylvania in Philad&dbr pretrial purposes. The company
supported this transfer. Some cases are periogliedfiased for trial, although the issue of pueitlamages is retained by the transferee court
That court has been instrumental in having thegmaresolve large numbers of cases in variousdigtions and has been receptive to diffe
approaches to the resolution of claims. Claimgatescourts have not been directly affected bytitwesfer, although most recent cases have
been filed in state courts.
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Georgine Settlement Class Action

Georgine v. Amchem was a settlement class actied iin the Eastern District of Pennsylvania, onudam 15, 1993, that included essentially
all future personal injury claims against membédrghe Center, including the company. It was desibtoeestablish a nonlitigation system for
the resolution of such claims, and offered a mefoogrompt compensation to claimants who were pationally exposed to asbestos if they
met certain exposure and medical criteria. Comgersamounts were derived from historical settlehdata and no punitive damages were
to be paid. The settlement was designed to, amtireg things, minimize transactional costs, inclgditttorneys' fees, expedite compensation
to claimants with qualifying claims, and relieve ttourts of the burden of handling future claimas& on maximum mathematical
projections covering a ten-year period starting994, the company estimated in Georgine a reasppaiskible additional liability of $245
million.

The District Court, after exhaustive discovery @&stimony, approved the settlement class actiorissugd a preliminary injunction that
barred class members from pursuing claims agaiesteL members in the tort system. The U.S. Couftppieals for the Third Circuit
reversed that decision, and the reversal was sestdiy the U.S. Supreme Court on June 25, 199@irfpthat the settlement class did not
meet the requirements for class certification urieteral Rule of Civil Procedure 23. The prelimyniajunction was vacated on July 21,
1997, resulting in the immediate reinstatementjdieed cases and a loss of the bar against ihg fif claims in the tort system. The
company believes that an alternative claims regwiuhechanism to Georgine is likely to emerge.

Asbestos-related liability

During the last half of 1997, the company assetise@mpact of the recent Supreme Court ruling smpibjected asbestos resolution and
defense costs. In doing so, the company reviewadng other things, its historical settlement amsuitfite incidence of past claims, the mix
of the injuries and occupations of the plaintiffsg number of cases pending against it, the Geemiojection and its experience. Subject to
the uncertainties, limitations and other factofemed to above and based upon its experiencedimpany has recorded $251.7 million on
balance sheet as an estimated minimum liabilijef@nd and resolve probable and estimable asbedtisd personal injury claims currently
pending and to be filed through 2003. This is managnt's best estimate of the minimum liabilityhaltgh potential future costs for claims
could range up to an additional $387 million orestimated maximum liability of approximately $638limn. Because of the uncertainties
related to asbestos litigation, it is not possiblestimate the number of personal injury claina thay be filed after 2003 or their defense and
resolution costs. Therefore, the company's estinlébility does not include costs for personabiyjclaims that may be filed after 2003,
although it is likely there will be such additiordhims. Management believes that the potentiaitiatiel costs for claims to be filed through
2003 and those filed thereafter, net of any poaimisurance recoveries, will not have a mateffigrgax effect on the financial condition of
the company or its liquidity, although the net attex effect of any future liabilities recordedercess of insurance assets could be material tc
earnings in a future period.

PROPERTY DAMAGE LITIGATION

The company is also one of many defendants in b@ipg claims as of December 31, 1997, brought lplipand private building owners.
These claims include allegations of damage to lmgkicaused by asbestos-containing products aretgnseek compensatory and punitive
damages and equitable relief, including reimbursgraéexpenditures, for removal and replacemersuch products. The claims appear tc
aimed at friable (easily crumbled) asbestos-coirigiproducts, although allegations encompass bésiss-containing products, including
previously installed asbestos-containing resilfeadring. Among the lawsuits that have been reslaee four class actions, which involve
public and private schools, Michigan state pubtid grivate schools, colleges and universities,@ngte property owners who leased
facilities to the federal government. The compaigwrously denies the validity of the allegationgiagt it in these claims. These suits and
claims are not handled by the Center. Insurancerege has been resolved and is expected to cawesidll costs of these claims.
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CODEFENDANT BANKRUPTCIES

Certain codefendant companies have filed for rategdion under Chapter 11 of the Federal Bankrufogie. As a consequence, litigation
against them (with some exceptions) has been s@myesbtricted. Due to the uncertainties involvibe, long-term effect of these proceedings
on the litigation cannot be predicted.

INSURANCE COVERAGE

The company's primary and excess insurance polfic@sde product hazard and nonproducts (genexbiliy) coverages for personal injury
claims, and product hazard coverage for propentyadge claims. Certain policies also provide covetageCandS, Inc., a former subsidiary
of the company. The company and ACandS, Inc., stentain limits that both have accessed and hatsrezhinto an agreement that reserved
for ACands, Inc., a certain amount of excess insga

California Insurance Coverage Lawsuit

Trial court decisions in the insurance lawsuitdiley the company in California held that the triggecoverage for personal injury claims v
continuous from exposure through death or filingalaim, that a triggered insurance policy shaakpond with full indemnification up to
policy limits, and that any defense obligation @sagpon exhaustion of policy limits. Although net@mprehensive, another decision
established favorable defense and indemnity coeefi@gproperty damage claims, providing coverageéndithe period of installation and a
subsequent period in which a release of fibers weduThe California appellate courts substantiafiyeld the trial court, and that insurance
coverage litigation is now concluded. The compaay tesolved most personal injury products hazavdrage matters with its solvent
carriers through the Wellington Agreement, refetieetielow, or other settlements. In 1989, a settl@mwith a carrier having both primary
and excess coverages provided for certain minimuoannaaximum percentages of costs for personal irglains to be allocated to
nonproducts (general liability) coverage, the petage to be determined by negotiation or in altéraalispute resolution ("ADR").

The insurance carriers that provided personalyrguoducts hazard, nonproducts or property damagerages are as follows: Reliance
Insurance Company; Aetna (now Travelers) CasualtySurety Company; Liberty Mutual Insurance Compdmgivelers Insurance
Company; Fireman's Fund Insurance Company; Insar@ampany of North America; Lloyds of London; varso_ondon market companies;
Fidelity and Casualty Insurance Company; FirsteSkasurance Company; U.S. Fire Insurance Compaagedinsurance Company; Great
American Insurance Company; American Home Assur@&uapany and National Union Fire Insurance Comg&ngwn as the AlG
Companies); Central National Insurance Compangrétate Insurance Company; Puritan Insurance Coynpad Commercial Union
Insurance Company. Midland Insurance Company, aassxcarrier that provided $25 million of persanplry coverage, certain London
companies, and certain excess carriers providihgmoperty damage coverage are insolvent. The emy s pursuing claims against
insolvents in a number of forums.

Wellington Agreement

In 1985, the company and 52 other companies (asbdsfendants and insurers) signed the Wellingtpreément. This Agreement settled
nearly all disputes concerning personal injury rasge coverage with most of the company's carneosjided broad coverage for both
defense and indemnity and addressed both prodaztsdhand non-products (general liability) covesage

Asbestos Claims Facility ("Facility") and Center fdlaims Resolution

The Wellington Agreement established the Facititgvaluate, settle, pay and defend all personairglaims against member companies.
Resolution and defense costs were allocated byularrimhe Facility subsequently dissolved, and that€r was created in October 1988 by
21 former Facility members, including the compangurance carriers, while not members, are repteda¥x officio on the Center's
governing board and have agreed annually to pravidertion of the Center's operational costs. Teet€ adopted many of the conceptual
features of the Facility and has addressed thmslai a manner consistent with the prompt, faiol@son of meritorious claims. Resolution
and defense costs are allocated by formula; adprasrover time have resulted in some increase@ $bathe company.
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Insurance Recovery Proceedings

A substantial portion of the company's primary ardess insurance asset is nonproducts (generiityipinsurance for personal injury
claims, including among others, those that invaxposure during installation of asbestos materids. Wellington Agreement and the 1989
settlement agreement referred to above have pomagor such coverage. An ADR process under thdivgedn Agreement is underway
against certain carriers to determine the percenthgesolved and unresolved claims that are nahyats claims, to establish the entitlement
to such coverage and to determine whether and hoeh meinstatement of prematurely exhausted prodiszard insurance is warranted. The
nonproducts coverage potentially available is sari&l and, for some policies, includes defensésdosaddition to limits. The carriers have
raised various defenses, including waiver, lackgutes of limitations and contractual defense® @rimary carrier alleges that it is no
longer bound by the Wellington Agreement, and ago#leges that the company agreed to limit ityedafor nonproducts coverage against
that carrier when the Wellington Agreement was a@yriThe ADR process is in the trial phase of bigdirbitration. Other proceedings aga
non-Wellington carriers may become necessary.

An insurance asset in the amount of $291.6 milisorecorded on the balance sheet and reflectsoimpany's belief in the availability of
insurance in this amount, based upon the compangtsess in insurance recoveries, settlement agresiihat provide such coverage, the
nonproducts recoveries by other companies andgiméom of outside counsel. Such insurance is priebabrecovery through negotiation or
litigation. A substantial portion of the insurarasset is in ADR, which the company believes mageselved in 1998 or later. A shortfall has
developed between available insurance and amoengsgary for resolution and defense costs. Thitfalevas $39.9 million at the end of
1997 and included a $1.5 million insurance reco¥ern an insolvent insurance carrier. The recownsurance assets to cover the shor
will depend upon the resolution of the ADR and ottisputes with the insurance carriers. The compui®s not believe that after-tax effect
of the shortfall will be material either to thedimcial condition of the company or to its liquidity

CONCLUSIONS

The company does not know how many claims williteglfagainst it in the future, or the details thudrer of pending suits not fully reviewed,
or the defense and resolution costs that may uléipaesult therefrom, or whether an alternativéhi® Georgine settlement vehicle may
emerge, or the scope of its insurance coverageatigly deemed available.

The company has assessed the impact of the reaprdrSe Court ruling on its projected asbestos wisnl and defense costs. Subject to the
uncertainties, limitations and other factors refdrto above and based upon its experience, theamontas recorded on the balance sheet
$251.7 million as a minimum estimated liabilitydefend and resolve probable and estimable asbestated personal injury claims currer
pending and to be filed through 2003.
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This is management's best estimate of the minimalpility, although potential future costs for thedaims could range up to an additional
$387 million or an estimated maximum liability gfmoximately $639 million. Because of the uncetiasrelated to asbestos litigation, it is
not possible to estimate the number of personatyrglaims that may be filed after 2003 or theistcd herefore, the company's estimated
liability does not include costs for personal ipjetaims that may be filed after 2003, althougis iikely there will be such additional claims.
Management believes that the potential additionatxfor claims to be filed through 2003 and thided thereafter, net of any potential
insurance recoveries, will not have a materialrati® effect on the financial condition of the caany or its liquidity, although the net after-
tax effect of any future liabilities recorded incess of insurance assets could be material toregrim a future period.

An insurance asset in the amount of $291.6 miligorecorded on the balance sheet and reflectsoimpany's belief in the availability of
insurance in this amount, based upon the compangtsess in insurance recoveries, settlement agrésiiat provide such coverage, the
nonproducts recoveries by other companies, andptméon of outside counsel. Such insurance is gslebaf recovery through negotiation or
litigation. A substantial portion of the insurarasset is in ADR, which the company believes magelselved in 1998 or later. A shortfall has
developed between available insurance and amoengsgary for resolution and defense costs. Thitfahevas $39.9 million at the end of
1997 and included a $1.5 million insurance reco¥ern an insolvent insurance carrier. The recownsurance assets to cover the shor
will depend upon the resolution of the ADR and ottisputes with the insurance carriers. The compui®s not believe that after-tax effect
of the shortfall will be material either to thedimcial condition of the company or to its liquidity

The company believes that a claims resolution m@shaalternative to the Georgine settlement wirgwually emerge, and that the resolu
and defense costs are likely to be higher thar#nker maximum mathematical projection in Georgine

Subject to the uncertainties, limitations and oflaetors referred to elsewhere in this note anédapon its experience, the company beli
it is probable that substantially all of the defeasd resolution costs of property damage clainidoicovered by insurance.

Even though uncertainties remain as to the potemtimber of unasserted claims and the liabilitytésg therefrom, and after consideration
of the factors involved, including the ultimate peaf its insurance coverage, the Wellington Agreinand other settlements with insurance
carriers, the results of the California insuranoeerage litigation, the establishment of the Certer likelihood that an alternative to the
Georgine settlement will eventually emerge, an@éxserience, the company believes the asbestdasdataims against the company would
not be material either to the financial conditidriite company or to its liquidity, although the adter-tax effect of any future liabilities
recorded in excess of insurance assets could kerialdb earnings in such future period.
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Item 4. Submission of Matters to a Vote of SecurityHolders

Not applicable

Executive Officers of the Registrant

The information appearing in Item 10 hereof undierdaption "Executive Officers of the Registrastiricorporated by reference herein.

PART Il

Item 5. Market for the Registrant's Common Equity and Related Stockholder

Matters

The Company's Common Stock is traded on the New %twck Exchange, Inc., the Philadelphia Stock BExge, Inc., and the Pacific Stock
Exchange, Inc. As of February 10, 1998, there approximately 7,100 holders of record of the Conyfm@ommon Stock.

During 1997, the Company issued a total of 1,8@0eshof Common Stock to nonemployee directorsefibmpany pursuant to the
Company's Restricted Stock Plan for Nonemployeeddars. Given the small number of persons to wHuse shares were issued, applic
restrictions on transfer and the information regagdhe Company possessed by the directors, tiheseswere issued without registration in
reliance on Section 4(2) of the Securities Act 83, as amended.

Quarterly Financial Information

First Second Third Fourth Total year
1997 Dividends per share of common stock 0.40 0.44 0.44 0.44 1.72
Price range of common stock--high 72 1/4 75 1/4 74 9/16 75 3/8 75 3/8
Price range of common stock--low 64 3/4 61 1/2 64 3/8 64 1/8 61 1/2
1996 Dividends per share of common stock 0.36 0.40 0.40 0.40 1.56
Price range of common stock--high 64 1/2 61 5/8 65 1/2 75 1/4 75 1/4
Price range of common stock--low 57 7/18 531/2 517/8 61 3/4 517/8
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Item 6. Selected Financial Data

ELEVEN-YEAR SUMMARY

(Dollars in millions except for per-share data) For year 1997 1996 1995 1994
Net sales 2,198.7 2,156.4 2,325.0 2,226.0
Cost of goods sold 1,461.7 1,459.9 1,581.1 1,483.9
Total selling, general and administrative expenses 385.3 413.2 457.0 449.2
Equity (earnings) loss from affiliates 29.7 (19.1) (6.2) .7
Restructuring charges -- 46.5 71.8 --

Loss from ceramic tile business formation/

(gain) from sales of woodlands -- -- 177.2 --
Operating income (loss) 322.0 255.9 44.1 294.6
Interest expense 28.0 22.6 34.0 28.3
Other expense (income), net 2.2) (6.9) 19 0.5
Earnings (loss) from continuing businesses before

income taxes 296.2 240.2 8.2 265.8
Income taxes 111.2 75.4 (5.4) 78.6
Earnings (loss) from continuing businesses 185.0 164.8 13.6 187.2

As a percentage of sales 8.4% 7.6% 0.6% 8.4%

As a percentage of average monthly assets (a) 9.0% 8.5% 0.7% 10.7%
Earnings (loss) from continuing businesses

applicable to common stock (b) 185.0 158.0 (0.7) 173.1

Per common share--basic (c) 4.55 4.04 (0.02) 4.62

Per common share--diluted (c) 4.50 3.82 (0.02) 4.09
Net earnings (loss) 185.0 155.9 123.3 210.4

As a percentage of sales 8.4% 7.2% 5.3% 9.5%
Net earnings (loss) applicable to common stock (b) 185.0 149.1 109.0 196.3

As a percentage of average shareholders' equity 22.3% 19.6% 15.0% 31.3%

Per common share--basic (c) 4.55 3.81 2.94 5.24

Per common share--diluted (c) 4.50 3.61 2.68 4.62
Dividends declared per share of common stock 1.72 1.56 1.40 1.26
Capital expenditures 160.5 228.0 182.7 138.4
Aggregate cost of acquisitions 4.2 -- 20.7 --
Total depreciation and amortization 132.7 123.7 123.1 120.7
Average number of employees--continuing businesses 10,643 10,572 13,433 13,784
Average number of common shares outstanding (millio ns) 40.6 39.1 37.1 375
Year-end position
Working capital--continuing businesses 128.5 243.5 346.8 384.4
Net property, plant and equipment--continuing busin esses 972.2 964.0 878.2 966.4
Total assets 2,375.5 2,135.6 2,149.8 2,159.0
Net long-term debt 223.1 219.4 188.3 237.2
Total debt as a percentage of total capital (d) 39.2% 37.2% 38.5% 41.4%
Shareholders' equity 810.6 790.0 775.0 735.1
Book value per share of common stock 20.20 19.19 20.10 18.97
Number of shareholders (e) (f) 7,137 7,424 7,084 7,473
Common shares outstanding (millions) 40.1 41.2 36.9 37.2
Market value per common share 74 3/4 69 1/2 62 381/2

1993 1992 1991 1990
Net sales 2,075.7 2,111.4 2,021.4 2,082.4
Cost of goods sold 1,453.7 1,536.1 1,473.7 1,469.8
Total selling, general and administrative expenses 435.6 446.6 415.1 404.0
Equity (earnings) loss from affiliates (1.4) (0.2) - --
Restructuring charges 89.3 160.8 12.5 6.8
Loss from ceramic tile business formation/

(gain) from sales of woodlands - -- - (60.4)
Operating income (loss) 98.5 (31.9) 120.1 262.2
Interest expense 38.0 41.6 45.8 375
Other expense (income), net (6.1) (7.2) (8.5) 19.7
Earnings (loss) from continuing businesses before

income taxes 66.6 (66.3) 82.8 205.0
Income taxes 17.6 (2.9) 32.7 69.5
Earnings (loss) from continuing businesses 49.0 (63.4) 50.1 135.5

As a percentage of sales 2.4% -3.0% 2.5% 6.5%

As a percentage of average monthly assets (a) 2.8% -3.3% 2.7% 7.5%
Earnings (loss) from continuing businesses

applicable to common stock (b) 35.1 (77.2) 30.7 116.0

Per common share--basic (c) 0.95 (2.08) 0.83 2.98

Per common share--diluted (c) 0.93 (2.08) 0.83 2.73
Net earnings (loss) 63.5 (227.7) 48.2 141.0

As a percentage of sales 3.1% -10.8% 2.4% 6.8%
Net earnings (loss) applicable to common stock (b) 49.6 (241.5) 28.8 121.5

As a percentage of average shareholders' equity 9.0% -33.9% 3.3% 13.0%

Per common share--basic (c) 1.34 (6.51) 0.78 3.12

Per common share--diluted (c) 1.27 (6.51) 0.78 2.86
Dividends declared per share of common stock 1.20 1.20 1.19 1.135
Capital expenditures 110.3 109.8 129.7 186.5
Aggregate cost of acquisitions - 4.2 - 16.1
Total depreciation and amortization 117.0 123.4 122.1 116.5
Average number of employees--continuing businesses 14,796 16,045 16,438 16,926
Average number of common shares outstanding (millio ns) 37.2 37.1 37.1 38.9
Year-end position
Working capital--continuing businesses 279.3 239.8 353.8 305.2
Net property, plant and equipment--continuing busin esses 937.6 967.2 1,042.8 1,032.7
Total assets 1,869.2 1,944.3 2,125.7 2,124.4

Net long-term debt 256.8 266.6 301.4 233.2



Total debt as a percentage of total capital (d)
Shareholders' equity

Book value per share of common stock
Number of shareholders (e) (f)

Common shares outstanding (millions)
Market value per common share

52.2%
569.5
14.71
7,963

37.2

531/4

57.2%

569.2
14.87
8,611
37.1
317/8

46.9%
885.5
23.55
8,896

37.1

29 1/4

45.7%
899.2
24.07
9,110
37.1

25
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1989 1988 1987

Net sales 2,050.4 1,843.4 1,608.7
Cost of goods sold 1,423.2 1,287.6 1,112.0
Total selling, general and administrative expenses 380.7 331.3 288.8
Equity (earnings) loss from affiliates - -- -
Restructuring charges 5.9 -- -
Loss from ceramic tile business formation/

(gain) from sales of woodlands (9.5) (1.9) -
Operating income (loss) 250.1 226.4 207.9
Interest expense 40.5 25.8 11.5
Other expense (income), net (5.7) (13.1) 4.3)
Earnings (loss) from continuing businesses before

income taxes 2153 213.7 200.7
Income taxes 74.6 79.4 82.2
Earnings (loss) from continuing businesses 140.7 134.3 118.5

As a percentage of sales 6.9% 7.3% 7.4%

As a percentage of average monthly assets (a) 8.6% 10.4% 11.3%
Earnings (loss) from continuing businesses

applicable to common stock (b) 131.0 133.9 118.0

Per common share--basic (c) 2.88 2.90 2.50

Per common share--diluted (c) 2.75 2.88 2.49
Net earnings (loss) 187.6 162.7 150.4

As a percentage of sales 9.1% 8.8% 9.3%
Net earnings (loss) applicable to common stock (b) 177.9 162.3 150.0

As a percentage of average shareholders' equity 17.9% 17.0% 17.6%

Per common share--basic (c) 3.92 3.51 3.18

Per common share--diluted (c) 3.72 3.50 3.16
Dividends declared per share of common stock 1.045 0.975 0.885
Capital expenditures 216.9 167.8 157.6
Aggregate cost of acquisitions - 355.8 71.5
Total depreciation and amortization 121.6 99.4 83.6
Average number of employees--continuing businesses 17,167 15,016 14,036
Average number of common shares outstanding (millio ns) 45.4 46.2 47.2

Year-end position

Working capital--continuing businesses 449.4 260.6 345.3
Net property, plant and equipment--continuing busin esses 944.0 930.4 674.1
Total assets 2,008.9 2,073.1 1,574.9
Net long-term debt 181.3 185.9 67.7
Total debt as a percentage of total capital (d) 36.1% 35.9% 22.8%
Shareholders' equity 976.5 1,021.8 913.8
Book value per share of common stock 23.04 21.86 19.53
Number of shareholders (e) (f) 9,322 10,355 9,418
Common shares outstanding (millions) 42.3 46.3 46.2
Market value per common share 371/4 35 321/4
Notes:

(a) Assets exclude insurance recoveries for asbestated liabilities.

(b) After deducting preferred dividend requiremeantsl adding the tax benefits for unallocated pretéshares.

(c) See definition of basic and diluted earningsgbere on page 35. Earnings per share data &eddor all periods for adoption of SFAS
No. 128.

(d) Total debt includes short-term debt, currestaiments of long-term debt, long-term debt an@P3oan guarantee. Total capital includes
total debt and total shareholders' equity.

(e) Includes one trustee who is the shareholdezadfrd on behalf of approximately 6,000 to 6,50(@kyees for years 1988 through 1997.

(f) Includes, for 1987, a trustee who was the di@lder of record on behalf of approximately 11,@d@ployees who obtained beneficial
ownership through the Armstrong Stock OwnershimPhehich was terminated at the end of 1987.

Beginning in 1996, ceramic tile results were repdminder the equity method, whereas prior to 168@mic tile operations were reported on
a consolidated or line item basis.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results

of Operations

1997 COMPARED WITH 1996

FINANCIAL CONDITION

As shown on the Consolidated Statements of CashisHsee page 33), the company had cash and cassfalegts of $57.9 million at
December 31, 1997. Cash provided by operatingitiesy supplemented by increases in short-term; ¢gigbteeds from the sale of land,
facilities and other assets, and cash proceedséds@rcised stock options, covered normal workingtahrequirements; purchases of
property, plant and equipment; payment of castddvils; repurchase of shares; acquisitions andtmeess in joint ventures and computer
software.

Cash provided by operating activities for the yeaded December 31, 1997, was $246.6 million congpaith $220.9 million in 1996. The
increase is primarily due to the higher level aingags before noncash charges and lower restractyrayments year-to-year, partially offset
by the payment of cash due to a shortfall betweerently available insurance and amounts neceseggty asbestoselated claims. Workin
capital was $128.5 million as of December 31, 1$92,5.0 million lower than the $243.5 million atayeend 1996. The ratio of current assets
to current liabilities was 1.27 to 1 as of Decem®ikr1997, compared with 1.76 to 1 as of Decembefl396. The ratio decreased from
December 31, 1996, primarily due to accrued expefareprojected short-term asbestos-related ligljplayments and higher levels of short-
term debt used to finance higher levels of recdasbnd inventories, refinancing of long-term ceetd other general corporate purposes.

Cash from operations and uses of cash flow

[BAR CHART APPEARS HERE]
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Net cash used for investing activities was $152il8am for the year ended December 31, 1997, doremf$239.8 million in 1996. Thi
reduction was primarily due to lower purchasesropprty, plant and equipment and higher proceauis fhe sale of land, facilities and other
assets which were partially offset by additionajudsitions and investments in joint ventures, aigihér investment in computer software.

Net cash used for financing activities was $98.Wiani for the year ended December 31, 1997, as pestided by higher levels of sh-term
debt was offset by cash used for payment of divddeand reduction of long-term debt. In 1996, nshassed for financing activities was
$171.8 million as cash was used to reduce debtedebm outstanding preferred stock in additioféopgayment of dividends and repurchi
of stock.

Under the 1994 and 1996 board-approved 5,500,000nam share repurchase plans, the company has heyseat approximately 3,661,000
shares through December 31, 1997, including 1,281sbares repurchased in 1997.

Long-term debt, excluding the company's guarantéeeoESOP loan, increased slightly in 1997. At &aber 31, 1997, long-term debt of
$223.1 million, or 16.7% of total capital, compateith $219.4 million, or 17.4% of total capital, the end of 1996. The 1997 and 1996 year-
end ratios of total debt (including the companiyiaricing of the ESOP loan) as a percent of totpitabwere 39.2% and 37.2%, respectively.

Other sources of capital include a $300 millionalging line of credit, expiring 2001, which is uskxt general corporate purposes and as a
backstop for commercial paper notes; and $5000nilif unissued debt and/or equity securities reggst with the Securities and Exchange
Commission. Should a need develop for additiomadrfting, it is management's opinion that the compas sufficient financial strength to
warrant the required support from lending instdos and financial markets. Early in 1998, the camyfsalong-term debt rating was reduced
by Standard & Poor's from A+ to A while Moody's r@med at A2. The company's short-term debt ratieggined at A-1 from Standard &
Poor's and P-1 from Moody's.

The company has increased its investment in comguofevare with projects to develop and implemenew corporate logistics system an
new financial and human resource system. Thesesgsigms are year-2000-compliant. In addition, a 2680 project, expected to be
completed in 1999, is converting the remaindehefdompany's systems to minimize this exposure.cobts of this project are not expected
to be material to the company's results of opematiinancial condition or liquidity. Since the cpamy cannot yet be asssured that suppliers
and other third parties with which it does busing@ikbe compliant on a timely basis, the compaapmot assess the potential impact, if any,
that their noncompliance may have on the company.

The company is involved in significant asbestoste litigation which is described more fully orgpa 59-64 and which should be read in
connection with this discussion and analysis. Tdragany does not know how many claims will be fiéeghinst it in the future, or the details
thereof, or of pending suits not fully reviewed tloe expense and any liability that may ultimatelsult therefrom, or whether an alternativ
the Georgine settlement vehicle may emerge, oultiraate liability if such alternative does not ege, or the scope of its nonproducts
insurance coverage ultimately deemed available.

The company has assessed the impact of the reaprdrSe Court ruling on its projected asbestos wisnl and defense costs. Subject to the
uncertainties, limitations and other factors refdrio above and based upon its experience, theargnimas recorded a current liability and
long-term reserve totaling $251.7 million on théabae sheet as an estimated minimum liability tedé and resolve probable and estimable
asbestos-related personal injury claims currerglyding and to be filed through 2003. This is manag@'s best estimate of the minimum
liability, although potential future costs for at@ could range up to an additional $387 millioranrestimated maximum liability of
approximately $639 million. Because of the uncettes related to asbestos litigation, it is notgilole to estimate the number of personal
injury claims that may be filed after 2003 or thedst. Therefore, the company's estimated liahddgs not reflect amounts for personal in|
claims that may be filed after 2003, although itkely there will be such additional claims. Maeagent believes that the potential additional
costs for claims to be filed through 2003 and thfded thereafter, net of any potential insuraneeoveries, will not have a material after-tax
effect on the financial condition of the companyitediquidity, although the net after-tax effedtamy future liabilities recorded in excess of
insurance assets could be material to earningdutuee period.
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Total debt/total debt + equity Funds from operat ions/total debt

[BAR CHART APPEARS HERE] [BAR CHART AP PEARS HERE]

An insurance asset in the amount of $291.6 millsorecorded on the balance sheet and reflectsotimpany's belief in the availability of
insurance in this amount, based upon the compaungtsss in insurance recoveries, the agreemedlisding the Wellington Agreement, that
provide such coverage, the nonproducts recoveyiegher companies and the opinion of outside cdugech insurance is probable of
recovery through negotiation, alternative dispesoiution ("ADR") or litigation. A substantial pah of the insurance asset is in ADR, wt
the company believes will not be resolved until@@® later. As a consequence, a shortfall has dpeel between available insurance and
amounts necessary for resolution and defense ddstsshortfall was $39.9 million at the end of I9hd included a $1.5 million insurance
recovery from an insolvent insurance carrier. Téewery of insurance assets to cover the showfillepend upon the resolution of the
ADR and other disputes with the insurance carfibe company does not believe that the aft@reffect of the shortfall will be material eitt
to the financial condition of the company or tolitgiidity.

Subject to the uncertainties, limitations and oflaetors referred to in the note covering asbesttated legal proceedings, the company
believes it is probable that substantially allle £xpenses and any liability payments associaitctiee property damage claims will be paid
under insurance coverage settlement agreementfisnah coverage from the outcome of the Californgaurance litigation. Even though
uncertainties still remain as to the potential nemtif unasserted claims, liability resulting theoef, and the ultimate scope of its insurance
coverage, after consideration of the factors inedhincluding the Wellington Agreement and settletaavith other insurance carriers, the
results of the California insurance coverage lita the remaining reserve, the establishmenth@iQGenter, the likelihood that an alternative
to the Georgine settlement will eventually emerga] its experience, the company believes the asbesfated claims against the company
would not be material either to the financial cdiwdi of the company or to its liquidity, although stated above, the net effect of any future
liabilities recorded in excess of insurance assetdd be material to earnings in such future period

On June 16, 1997, the company commenced an alloffestto purchase all of the outstanding commasres and common share equivalents
(including convertible debentures and warrantsmasif converted basis) of Domco Inc. ("Domco"@adian subsidiary of Sommer
Allibert, S.A. ("Sommer"). The offer has been exted and amended on a number of occasions sincerdoserecently to increase the bid
price per common share to CDN $26.50 (thereby asing the aggregate proposed purchase price to $3BN million) and to extend the
expiration date of the offer to May 29, 1998. Theeasion is intended to permit the Quebec Secarlliemmission to rule on the issues of
whether the merger of Tarkett AG ("Tarkett") witbrBmer constitutes an indirect takeover of Domcg #rab, at a purchase price in excess
of 115% of Domco's per share price without prowidéimilar value to Domco's minority shareholdersimlation of the rules under the
Quebec Securities Act. The offer is conditional mpize valid tender of 51% of the outstanding commsioares of Domco on a diluted basis.
The company has recorded an asset of $8.3 miliondsts associated with the Domco acquisition. ddmapany has obtained requisite
regulatory approvals from the United States FedEnadle Commission, the Canadian Minister of Induatrd the Competition Bureau in
Canada. Sommer has stated that it does not inteselltits shares of Domco to the company, and @srtwoard of directors has rejected the
company's offer to subscribe for Domco common share

On June 9, 1997, the company filed a complainhénWnited States District Court for the Easterntiitisof Pennsylvania alleging that
Sommer (subsequently amended to include TarketMard Assa, the President du Directoire of Somnfe)l used confidential information
provided by the company during negotiations regeaydhe purchase of Sommer's worldwide flooring &stestructure a transaction with
Tarkett in violation of a confidentiality agreememtd exclusivity understanding with the company amhlity to negotiate in good faith. The
company intends to continue to pursue this lityatio recover damages in a trial scheduled to begi8eptember 15, 1998. The ultimate
magnitude of the company's potential recovery tsknown at this time.
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On June 23, 1997, the company filed a claim, amgiodeAugust 11, 1997, in the Ontario Court (GenBrigision) alleging that Sommer and
its representatives on Domco's board breachedfitlagiary duty to Domco and acted in a manner epgpive to Domco's minority
shareholders when they rejected the company'sobiddmco. The company's motion requesting a cojuhction to prevent the takeover of
Domco by Tarkett, among other items, was dismis§hd.company is continuing to pursue this litigatio recover damages from Sommer
and Domco's directors, among other relief.

The company intends to continue to pursue all legraledies available to it in the United States @adada against Sommer, Domco's
directors, Tarkett and Marc Assa.

MARKET RISK

The company uses financial instruments, includirgd and variable rate debt, as well as swap, fahaad option contracts to finance its
operations and to hedge interest rate, currencycamodity exposures. The swap, forward and opt@niracts are entered into for periods
consistent with the underlying exposure and docoastitute positions independent of those exposiites company does not enter into
contracts for speculative purposes and is notty paany leveraged instruments.

INTEREST RATE SENSITIVITY

The table below provides information about the canys debt obligations. The table presents prihciash flows and related weighted
average interest rates by expected maturity détegghted average variable rates are based on idhfdievard rates in the yield curve at the
reporting date. The information is presented indd8ar equivalents, which is the company's repgrtiarrency.

Expected maturity After

date ($ millions) 1998 1999 2000 2001 2002 2002 Total
Liabilities

Long-term debt:

Fixed rate $ 135 $ 210 $ 221 $ 75 % 00 $153.0 $217.1
Avg. interestrate 8.88% 4.79% 8.14% 9.00% 0.00% 9.13%  8.59%
Variable rate $ 10 $ 40 $ 50 $ 20% 00% 85 $ 205
Avg. interestrate 9.38% 8.28% 8.28% 8.28% 0.00% 3.90% 6.52%

The company is also party to forward starting ieserate swaps entered into in anticipation ofreitlebt issuance. On December 31, 1997,
the notional amount under these forward startingpsmwas $100.0 million with all swap initiation éstccurring during 1998. The market
value of these forward agreements on Decemberd®l;, Wwas $3.2 million less than the notional amount

EXCHANGE RATE SENSITIVITY

The company uses foreign currency forward contractsoptions to reduce the risk that future casivglfrom transactions in foreign
currencies will be negatively impacted by changesxchange rates.

The table below provides anticipated net foreigshddows for goods, services and financing trarieastfor the next 12 months.

Foreign currency Commercial Financi ng Net Net
exposure ($ millions) exposure  exposu re hedge position
British pound $(24.0) $(17. 1) $121 $(29.0)
Canadian dollar 37.0 - - - 37.0
French franc (17.0) 3. 3 (3.3) (17.0)
German mark (48.0) 12. 4 (12.4) (48.0)
Italian lira 25.0 2. 3 (2.3) 25.0
Spanish peseta 7.0 2. 3 (2.3) 7.0

Note 1: A positive amount indicates the company & net receiver of this
currency, while a negative amount indicates thepanmy is a net payer.
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Company policy allows hedges of cash flow exposofegp to one year. The table below summarizestimepany's foreign currency forward
contracts and average contract rates at Decemb@&©9Z. Foreign currency amounts are translatea@iange rates as of December 31,
1997.

Foreign currency Forwa rd Contracts

contracts ($ millions) Sold Avg.r ate Bought Avg. rate
British pound $5.0 $1 .68 $17.1 1.61
Dutch guilder 2.0 2 .00 -- --
French franc 3.3 5.9 --

German mark 12.4 1 .79 --

Italian lira 23 1 726 -

Spanish peseta 2.3 15 15 --

The foreign currency hedges are straightforwardrects that have no embedded options or other tératsnvolve a higher level of
complexity or risk.

COMMODITY PRICE SENSITIVITY

The table below provides information about the canys natural gas swap contracts that are sensitigieanges in commaodity prices. For
the contracts, the table presents the notional atsan millions of Btu's (MMBtu) and weighted avgeacontract prices. All contracts mature
in or before January 1999.

On Balance Sheet Commodity

Related Derivatives 19 98 1999 Total
Swap contracts (long)
Contract amounts (MMBtu) 600,0 00 100,000 700,000
Weighted average price ($/MMBtu) $2. 26 $2.43 $2.29

CONSOLIDATED RESULTS

Net sales in 1997 of $2.20 billion were 2.0% higivbeen compared with net sales of $2.16 billion®8. Removing the currency translat
impact of the stronger U.S. dollar, sales wouldehizrereased 3.6%. Added sales from the new Swdldisting and soft-fiber ceilings joint
ventures, along with sales growth in laminate filogrand the worldwide commercial and U.S. homeeretisinesses, offset sales declines in
the U.S. residential sheet flooring business.

Net earnings of $185.0 million, or $4.50 per ditishare compared with $155.9 million, or $3.61dikited share, in 1996. The increas
primarily related to the positive impact of manutaing productivity improvements and some lower raaterial costs in 1997 and to the
negative impact of the 1996 charges for restruetyriloor discoloration product issues and the canyfs share of the extraordinary loss of
Dal-Tile International Inc., in which the compangcha 33% equity interest. Adversely affecting 188mings were ceramic tile losses of
$42.4 million, or $38.6 million after tax, includjr$8.4 million, or $6.1 million after tax, for ttoempany's 34.4% share of operating losses
incurred by Dal-Tile; an additional $29.7 millioefore- and after-tax loss for the company's shateeocharge incurred by Dal-Tile,
primarily for uncollectible receivables and overdted inventories; and $4.3 million, or $2.8 milliafter tax, for the amortization of
Armstrong's initial investment in Dal-Tile over thaderlying equity in net assets of the businesshioation. Net earnings in 1996 included
after-tax charges of $29.6 million for restructgrir $0.70 per diluted share; $22.0 million fostsoassociated with the discoloration of a
limited portion of flooring products, or $0.53 m#luted share; and $8.9 million, or $0.21 per d@itushare, for the company's share of an
extraordinary loss from Dal-Tile.
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The company's Economic Value Added (EVA) perforneaas measured by return on EVA capital of 13.3%9i®7 exceeded the company's
11% cost of capital by 2.3 percentage points. B61%he return on EVA capital was 14.8% and excé¢ldde company's 12% cost of capita
2.8 percentage points. In 1997, the company'safasdpital was reduced to 11%, partially due todowmterest rates and stock price volatility.

Cost of goods sold in 1997 was 66.5% of sales, ddhan the 67.7% in 1996 which included charges@ated with a floor discoloration
issue. Cost of goods sold was positively affecteddntinued productivity improvements and some loxagv material costs which offset
some promotional pricing actions and a less faverptbduct mix.

Selling, general and administrative (SG&A) expernaesd97 were $385.3 million, or 17.5% of salesjchtincludes the currency translation
impact of the stronger U.S. dollar and some lovekestising and administrative costs when comparigdl ¥996. In 1996, SG&A expenses
were $413.2 million, or 19.2% of sales, and inctide$14.0 million nonrecurring charge for floorai®ration.

During 1996, the company learned that discoloratiad occurred in a limited portion of its residahsheet flooring product lines. After
correcting the manufacturing process to eliminatgfarther occurrence of this problem, the compagorded charges of $34.0 million
before tax, or $22.0 million after tax ($0.53 péutdd share), for associated inventory and claiosts.

In 1996, the company incurred restructuring charge®16.5 million, or $29.6 million after tax ($@ Per diluted share), related primarily to
reorganization of staff and plant positions, coitdion of the installation products businessestroeturing of production processes and
write-down of assets. Severance payments chargadsagestructuring reserves were $17.2 millioa997 relating to the elimination of 394
positions of which 247 terminations occurred sitieebeginning of 1997. As of December 31, 1997manaterial amount remained in the
reserves for restructuring actions. Interest expém4 997 of $28.0 million was higher than 1996teiiest expense of $22.6 million. The
primary reason for the increase was higher levieshort-term debt used to finance a variety of gahneorporate purposes.

The company's 1997 effective tax rate was 37.5%atneely impacted by 3.4 percentage points fromrédoerding of the company's equity
share of the 1997 loss from Dal-Tile. The 1996 wdt81.4% was positively affected by 1.7 percentagiats from recording the company's
equity share of the 1996 income from Dal-Tile.

GEOGRAPHIC AREA RESULTS (see page 8)
UNITED STATES

Net sales in 1997 were $1.45 billion, higher tHas $1.42 billion recorded in 1996. Sales growth stasngest in the U.S. home cer
channel serviced through the Corporate Retail Aotodistribution unit, in the commercial flooringdaceilings businesses and in insulation
products. These increases offset the negative inghaales declines in U.S. residential sheet fiapr

Operating income in 1997 of $236.1 million was kEgthan 1996's operating income of $202.7 milliBast reduction efforts, most notably
building products and insulation products, posliiimpacted 1997 operating income; however, thisromement was offset by the $42.4
million loss from the ceramic tile segment (disatssen page 24). In 1996, operating income was iegimpacted by the previously
mentioned charges of $34.5 million for restructgramd $34.0 million for floor discoloration issues.

Export sales of Armstrong products from the U.Srade customers of $40.9 million increased $6.8ani or over 20% compared with
1996. The majority of the increase has come fragroavth in sales to Latin America.

EUROPE

Sales and earnings results in the European manwe@ined mixed and year-to-year comparisons wegatively impacted by the currency
translation effects of a stronger dollar. Net sale$545.6 million in 1997 decreased less than 1% growth from recent product alliances,
such as the Swedish flooring and ceilings jointtuezs, and sales to Central and Eastern Europeciadly Russia, offset by the currency
translation effects. Sales of industry productsuntraditional market segments declined, refleciompetitive pricing and weakness in
market economies in Western Europe, including the€ Qperating income decreased less than 3% frd® L8th negative currency
translation effects and small declines in floorexawvgs and building products somewhat offset bpg&iom significant cost reductions in
industry products. Operating income in 1996 inctu@&1.0 million of restructuring charges.
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OTHER FOREIGN

Net sales increased 6% from 1996 with growth odéegrin insulation and building products which hdath benefited from manufacturil
facilities in China. Operating income decreased 14%997, reflecting startup costs at the Shangbiing plant earlier in 1997 and the more
recent economic climate in other Southeast Asiamt@s.

Net trade sale

[BAR CHART APPEARS HERE]

INDUSTRY SEGMENT RESULTS (see page 3)
FLOOR COVERINGS

Worldwide floor coverings sales of $1.12 billiorcieased 2.2% from $1.09 billion in 1996 which irte#d a $14.1 million reduction for
product returns for the potential discoloratioradimited portion of its product lines. The 199¢r@ase came primarily from the addition of
sales from the laminate and Swedish joint ventwoelyct lines and higher sales in the U.S. commkacid home center channels. U.S.
residential sheet flooring sales declined and wekersely affected by a general weakness in highpeofessionally installed flooring, some
shift toward alternative flooring products and aaigation of the wholesaler distribution channel.

Operating income of $186.5 million compares to 19%4.46.9 million which included charges of $34.illiom associated with the
discoloration issue and $14.5 million for restruictg primarily related to the consolidation in tinstallation products business unit and other
reorganizations in the floor products operatioa$f sales increases and productivity gains wereertitan offset by the negative impact of
promotional pricing, a shift in product mix to maréd-priced residential sheet flooring and othevdo margin products in the U.S. and start-
up costs related to acquisitions and new prodnesli Capital expenditures for property, plant apgdmment in the floor coverings segment of
$76.6 million in 1997 were directed toward impragyimanufacturing processes. Capital expenditur&é9e® were $117.7 million and were
primarily related to the rollout of the Quest desphnd merchandising system and toward improvedifaaturing process effectiveness.

Outlook

New products, including laminate flooring and tho$¢he Swedish flooring joint venture, and salesammercial and residential ti

products should continue to be the drivers of sgites/th in 1998. New strategies in the residersiiet flooring and laminate businesses will
be focused on addressing changes in the end-usenfiar these products. Manufacturing margins sthindrease due to higher sales and
lower costs resulting from the simplification obpuct structures and the manufacturing processnidrgin increase should more than offset
the higher advertising expense directed towardérithand awareness. The home center channel, sétficough Corporate Retail Accounts,
should continue to grow in 1998 at rates estimtidik greater than the overall home improvemermgoat. Consolidation in the installation
products business has been completed, and thisdsssis now positioned to turn sales growth intm seturns.

BUILDING PRODUCTS

Net sales of $754.5 million in the building prodiisegment increased 5.0% from 1996. Sales growstewerienced in all geographic are
In the Americas, strength came from the U.S. comiabmarket segment and Latin America. In Euroielea sales from the new Swedish
soft-fiber ceilings joint venture and Eastern Ewaffset the impact of sluggish Western Europeameies and continued lower selling
prices. Sales grew in the Pacific Area (less tHab df the segment's business); however, the ecansiowdown in Southeast Asia in the
latter part of 1997 has increased price competitgs in this region.

Operating income of $122.3 million increased 28f7ém 1996, which included $8.3 million in restrudhg charges. The major factors in the
1997 improvement were higher sales volume and &s&@ productivity, reduced raw material priceslamer startup costs in China than in
1996. In addition, solid increases in profits coné to be realized from the WAVE grid joint ventukegative factors somewhat reducing the
improvement were competitive pricing actions in th&. home center channel and in Western Europgastern Europe and Russia, the
increased sales are concentrated in lower margiygts. Capital expenditures for property, plamt aquipment were $54.4 million
compared with $67.7 million in 1996.
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Outlook

Business plans in this unit are directed towarglitened brand awareness, customer specific sallidgraining programs as well as focused
efforts toward the most profitable products andneteds. Continued growth is anticipated in commé@éiings market segments in the U.S.
and Latin America. In Europe, the results are etqubto follow the same trend as 1997, with modestvth in the core Western European
market and increased sales from the metal ceilingsSwedish sofiber ceilings alliances and Eastern Europe. Theketan Asia is expecte
to continue to show growth although most of thetBeast Asian countries will be negatively affedimdsome time by the economic climate.

Operating income

[BAR CHART APPEARS HERE]

Capital additions

[BAR CHART APPEARS HERE]

INDUSTRY PRODUCTS

Worldwide industry products segment sales of $32@IRon declined 5.2% when compared with 1996; beer, without the translation
impact of the stronger U.S. dollar, sales wouldehizrereased 2%. In the insulation products busisales declines from competitive market
pressure in Europe were offset by increases infiN@merica and the Pacific area. Sales of gasketymts and textile products, the other two
businesses in this segment, were slightly abové.199

A record operating income of $55.5 million incre$d 5.4 million from 1996's $40.1 million. The majp of the increase was related to
productivity gains in insulation products in allaggaphic areas. Profits increased in gasket prediigt to the introduction of new products
into European markets and an improved cost profithe textile products business recorded a profli9a7 compared with a loss in 1996.
Capital expenditures for property, plant and eq@ptin the industry products segment were $16.5amitompared with $22.5 million in
1996.

Outlook

The European building industry is forecasted toainsoft in 1998. Competition due to overcapagityhie insulation products industry will
continue to result in some price erosion; howegentinued attention to lowering costs should coutite negative impact of competition. In
Asia, the market for insulation products is expéd¢tecontinue to expand although the economic dénmathis area may affect results.
Worldwide growth in gasket sales is anticipatednprily due to new products with new applications.

CERAMIC TILE

The ceramic tile segment's 1997 operating los€@f4million included $8.4 million for the compasghare of operating losses incurred by
Dal-Tile International Inc., in which the compangsha 34.4% equity interest; an additional $29. Tianilaftertax loss for the company's sh
of the charge incurred by Dal-Tile, primarily foneollectible receivables and overstocked invengpr@ad $4.3 million for the amortization of
Armstrong's initial investment in Dal-Tile over thaderlying equity in net assets of the businessiiioation. In 1996, the ceramic tile
segment reported income of $9.9 million.

Outlook

Major reorganization and restructuring efforts tqddce at Dal-Tile during 1997 to reduce overhegukases and improve cash flow. Ddle
management anticipates that, in 1998, the busstemdd return to earning a profit and be focusedhmroving customer service and
increasing sales with the assistance of the neistlog system implemented in 1997. The companyaduating all options regarding the Dal-
Tile investment to ensure that the best interefségmstrong's shareholders are served.

SUBSEQUENT EVENT



On February 25, 1998, the company filed a Form A3Bith the Securities and Exchange Commission wétpect to its ownership of Dal-
Tile Common Stock stating that the company has looled that its interests would be best served byadiing of its Dal-Tile investment. The
company intends to pursue options available to $el its shares of Dal-Tile Common Stock eithrea iprivate transaction or through the
public markets, though it is not precluding thegibiity of acquiring additional shares should cinestances change in the future.
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NEW ACCOUNTING PRONOUNCEMENTS

In June 1997, the Financial Accounting Standardsr8¢FASB) issued Statement of Financial AccounStandards (SFAS) No. 130,
"Reporting Comprehensive Income.” This statemeaires that all items that are recognized undeoaaiing standards as components of
comprehensive income be reported in a financiéstant that is displayed with the same prominescatlzer financial statements.

In June 1997, the FASB issued SFAS No. 131, "Dsales about Segments of an Enterprise and Relafigunlation.” This statement
establishes standards for reporting informatioruélbperating segments in annual financial statesn@mtl requires selected information ak
operating segments in interim financial reportsiégkto shareholders. It also establishes stanflardslated disclosures about products and
services, geographic areas and major customers.

The company plans to adopt these accounting staadiar periods beginning with January 1, 1998 eagiired. The adoption of these
standards will not impact consolidated resultsafiicial condition, or long-term liquidity.

FOURTH QUARTER 1997 COMPARED
WITH FOURTH QUARTER 1996

Net sales of $527.4 million were slightly lower thBE996's fourt-quarter sales of $528.6 million. Sales would haeedased 2.0% without t
negative currency translation effect of a strorige&3. dollar. Sales decreased in the floor coverggggnent as strong sales in the U.S.
residential flooring tile business unit and Europgpecially from the Swedish flooring joint ventuneere more than offset by lower U.S.
residential sheet flooring sales. Building prodisztkes grew due to strength in the U.S. commenaéaket segment and added sales from the
Swedish soft-fiber ceilings joint venture. Salesrdased in the industry products segment, largedytd a stronger U.S. dollar and
competitive pricing in insulation products, partanly in Europe.

Operating income of $72.2 million compares with 7@illion in the fourth-quarter 1996. By operatisggment, increases were reported in
the building products and industry products segmemhile declines were reported in the floor covgsi and ceramic tile segments. Operating
income in the floor coverings segment of $40.5iorlldecreased when compared with $45.6 milliond@6l Sales increases in residential tile
and commercial sheet and tile flooring were offgepromotional pricing and a shift in product mixrhore mid-priced residential sheet
flooring and other lower margin products. Fourttedar operating income for building products wa8.82million compared with 1996
fourth-quarter income of $21.7 million. The sigodnt factors driving this increase were sales dgunplotver costs from productivity
improvements and the increase in profits realizethfthe WAVE grid joint venture. Industry producigerating income of $13.9 million
increased from $9.9 million in the fourth quart®®&. The increase resulted from lower manufactucwsgs in the insulation, gasket and
textile products business units.

The ceramic tile segment fourth-quarter operatiss lof $8.4 million represents Armstrong's shariefhet loss of the Dal-Tile business
combination and the amortization of the excesfi@ftompany's initial investment in Dal-Tile ovee tinderlying equity in net assets. Fourth-
quarter 1996 operating income of $4.7 million reffeArmstrong's share of the after-tax operatimgine of Dal-Tile and the amortization of
the excess of the company's initial investmentahTDle over the underlying equity in net assets.

Cost of goods sold as a percent of sales was 6 ¢6#pared with 69.2% in the fourth quarter 1996x&nraw material costs in floor
coverings and building products, productivity impements and controlled manufacturing period exparese the primary reasons for the
lower manufacturing costs.

Armstrong's effective tax rate in fourth quarte@ZI%vas 31.3% and was comparable to the effectiveata for continuing businesses of
31.4% in fourth quarter 1996.
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Net earnings were $46.8 million, or $1.15 per @itlshare and included losses of $5.5 million aéberor $0.13 per diluted share, from
ceramic tile segment. These results compare wié'$Fourth-quarter net earnings of $53.2 millior$.28 per diluted share, including $4.2
million, or $0.10 per diluted share, of earningmirthe company's investment in Dal-Tile.

1996 COMPARED WITH 1995

FINANCIAL CONDITION

As shown on the Consolidated Statements of CashisH{see page 33), net cash provided by operatitigtaas and the sale of assets was
sufficient to cover normal working capital requirents, payments related to restructuring activiiied additional investment in plant,
property and equipment. Most of the 1996 beginiagh balance plus proceeds from exercised stoadnsptovered the reduction of debt,
payments of dividends, preferred stock redemptimypirchase of shares, purchase of computer saftaat additional investment in Daile
International Inc. The beginning cash balance &6$2 million included proceeds from the sale of lasville Furniture Industries, Inc., in
December 1995.

Working capital was $243.5 million as of Decembgr 3996, $103.3 million lower than the $346.8 roillireported at year-end 1995. The
reduction in working capital over 12 months resiippeimarily from the $191.5 million decrease inltaBartially offsetting the working
capital decrease were increases in inventoried @2dmillion, income tax benefits of $22.5 milliche $33.9 million decrease in short-term
debt and current installments of long-term debt #yed$24.1 million decrease in accounts payableaaodued expenses.

The ratio of current assets to current liabilitiess 1.76 to 1 as of December 31, 1996, comparddWd2 to 1 as of December 31, 1995,
primarily due to the reduced levels of cash.

On October 1, 1996, the Employee Stock Ownerstap EESOP) and the Retirement Savings Plan (RSR) merged to form the new
Retirement Savings and Stock Ownership Plan (RSS&R)y to the merger of the plans, on July 31,tthetee of the ESOP converted the
preferred stock held by the trust into approximagel million shares of common stock with a bookuesof $139.1 million at a one-for-one
ratio.

Long-term debt, excluding the company's guaranteleeoESOP loan, increased $31.1 million in 1996 increase was primarily due to a
low interest rate loan for a capital addition & Hankakee, lllinois, floor tile plant. At Decemt&t, 1996, long-term debt of $219.4 million
represented 17.4% of total capital compared witB%dat the end of 1995. The 1996 and 1995 yearratias of total debt (including the
company's financing of the ESOP loan) as a pewfeiotal capital were 37.2% and 38.5%, respectively

In July 1996, the Board of Directors authorized ¢bepany to repurchase 3.0 million shares of itaroon stock (in addition to the 2.5
million shares authorized in 1994), through theroperket or through privately negotiated transastjdringing the total authorized common
share repurchases to 5.5 million shares. The isetkstock repurchase authorization will allow gredlexibility in deploying cash flow and,
to the extent that shares can be repurchasedattate prices, should increase earnings per siémee the inception of the plan, the comg
repurchased approximately 2,380,000 shares thrbegember 31, 1996, including approximately 1,328 §iares repurchased in 1996. In
addition to shares repurchased under the above gg@noximately 364,600 ESOP shares were repurdhiask996.

Capital in excess of par value increased $112.Bomifrom December 31, 1995, primarily as a restiwo transactions. First, the company
reissued treasury stock to the trustee of the Ei@@#e conversion of the preferred stock held keyttlist as mentioned above. Capital in
excess of par value increased $102.4 million repriisg the excess of conversion value of the ES@Rertible shares over the average
acquisition cost of the treasury shares. SecondTaissued new shares in a public offering in Astgand used part of the proceeds frorr
public offering to refinance all of its existinglste Although Armstrong's ownership share declire83% from 37%, Dal-Tile's net assets
increased, adding to the overall carrying valuAmwhstrong's investment and resulting in the compaeprding $14.5 million as additional
capital in excess of par value.
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CONSOLIDATED RESULTS

Net sales of $2.16 billion were lower when compasétth 1995's net sales of $2.33 billion which irdbal $0.24 billion of sales from tl
ceramic tile operations. Beginning in 1996, ceratifécwas reported on the equity method; therefargear-to-year sales comparison cannot
be made for this industry segment. Sales growthimed in the floor coverings and building produsggments. The floor coverings segment
sales growth came primarily from residential anthowercial floor tile sold through the U.S. home egrhannel and floor sales in Eastern
Europe and Russia. In the building products segnsémuing commercial ceiling sales in the lattett pathe year offset earlier servicing
problems resulting from severe weather conditionthé first quarter 1996. Industry products salesanadversely affected by competitive
pressure in European insulation products and |gladral textile products sales which more than affise positive impact of increases in the
gasket and specialty paper business.

Earnings from continuing businesses after incomestan 1996 were $164.8 million or $4.04 per basiare and $3.82 per diluted share and
included after-tax charges of $29.6 million fortresturing and $22.0 million for costs associatéthwhe discoloration of a limited portion of
flooring products. Earnings from continuing bussessafter income taxes in 1995 were $13.6 millimhiacluded a $46.6 million charge a
tax for restructuring and a loss of $116.8 millafter tax related to the business combination eigtrong's ceramic tile operations with Dal-
Tile.

Net earnings for 1996 were $155.9 million, or $3p8t basic share and $3.61 per diluted share ahatlied the restructuring ai

discoloration charges mentioned above plus $8.Bomibr $0.21 per diluted share for the compangiipn of an extraordinary loss from
Dal-Tile related to the refinancing of Dal-Tile'stetanding debt. Net earnings in 1995 were $123lI®mor $2.94 per basic share and $2.68
per diluted share and included $25.8 million oégatax earnings from the discontinued operationshafmasville Furniture Industries, Inc.,
and $83.9 million representing the after-tax gaimf its sale.

The company's Economic Value Added (EVA) perforneaas measured by return on EVA capital was 14.8¥996, exceeding 1995's
return on EVA capital of 14.0% and the company% I@st of capital.

Cost of goods sold in 1996 was 67.7% of salesh#jidower than the 68.0% recorded in 1995. The6l€8st of goods sold included $5.9
million for charges associated with the floor discation issue which were offset by lower raw miaegsind other manufacturing costs. The
cost of goods sold in 1995 included the impactaftsup costs of approximately $3.1 million relatedhe insulation products facility in
Mebane, North Carolina.

Selling, general and administrative (SG&A) experineEd96 were $413.2 million which included $14.0lion of expenses related to the
discoloration issue. In 1995, SG&A expenses wet/®tmillion and included $59.9 million of SG&A eampses of the ceramic tile operatis
which was reported on an equity basis in 1996.

The second-quarter 1996 before-tax restructurirggehfor continuing businesses of $46.5 million$28.6 million after tax ($0.79 per basic
share and $0.70 per share on a diluted basis)edepeimarily to the reorganization of corporate &usiness unit staff positions; realignment
and consolidation of the Armstrong and W.W. Hemstallation products businesses; restructuringadipction processes in the Munster,
Germany, ceilings facility; early retirement oppoities for employees in the Fulton, New York, gatsknd specialty paper products facility;
and write-down of assets. These actions affectpdoapnately 500 employees, about two-thirds of wheere in staff positions. These
restructuring actions continued the company's anggefforts to streamline the organization and em#ie businesses to be the best-cost
suppliers in their markets. The charges were estidn be evenly split between cash payments andast charges. The majority of the ¢
outflow was expected to occur over 12 months. K amticipated that ongoing cost reductions andymiddty improvements should permit
recovery of the charges in less than two year$98b, restructuring charges of $71.8 million befaeor $46.6 million after tax ($1.09 per
share on a diluted basis) were recorded. Thesgebaelated primarily to the closure of a planBraintree, Massachusetts, and for severance
and early retirement incentives for approximatel® @mployees in the North American resilient flogrbusiness and the European industry
products and building products businesses.
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Actual severance payments charged against restingteserves were $32.1 million in 1996 relatinghe elimination of 724 positions, of
which 323 terminations occurred since the beginohg996. As of December 31, 1996, $50.3 milliorregerves remained for restructuring
actions.

In July 1996, the company learned that discoloraitioa limited portion of its residential sheetdting product lines was occurring. The
problem was traced to a raw material used in pribolu@rimarily between September 1995 and July 198@ manufacturing process was
corrected to eliminate any further occurrence of globlem. New production was shipped to custorteerseet demand for this product. A
portion of the production of the affected produses was shipped to retailers and potentially Ifestén consumers' homes. The remainder
was in the company's, wholesalers' or retailev&nitory.

In September 1996, the company recorded chargg3400 million before tax or $22.0 million after té$0.53 per diluted share) for costs
associated with the discoloration issue. Thesegelsaincluded the write-down to realizable valuéhefcompany's inventory on hand or to be
returned from independent wholesalers and the fiateost of removing and replacing discolored pradnstalled in consumers' homes. The
company planned to continue to monitor claims Igweasociated with these products and make anyefuattjustments in the reserve based on
experience.

Interest expense in 1996 of $22.6 million was lottkan 1995's interest expense of $34.0 million. fiwmary reasons for the decrease were
the lower levels of short-term debt and lower iestrexpense requirements on long-term debt.

Armstrong's effective tax rate for continuing bussises in 1996 was 31.4%. In 1995, Armstrong's taffetax benefit for continuing
businesses was 65.9%. Removing the tax effectsedbss on the ceramic tile business combinatianeffective tax rate would have been
29.7%, reflecting tax benefits related to reduageifyn and state income tax expense.

GEOGRAPHIC AREA RESULTS (see page 8)
UNITED STATES

Net sales in 1996 were $1.42 billion, slightly lovilean the $1.59 billion recorded in 1995 whichlirled $0.24 billion of ceramic tile sale
Sales through the home center channel had signifiear-to-year increases. The commercial marketsdilings and the residential and
commercial markets for floor tile continue to shstrength. U.S. residential sheet flooring salesevgdightly below 1995. Operating income
of $202.7 million was higher than 1995's operatmgme of $7.7 million which included a $177.2 noitl loss due to the ceramic tile
business combination. An organizational effectiwsngtudy to review the company's staff supporvitiets was implemented by late 1996,
and the restructuring activities associated with $tudy had an adverse impact on operating inaaf$84.5 million before tax. Operating
income was also negatively affected by the one-therge of $34.0 million related to the floor dikeation issue mentioned above.
Restructuring activities in 1995 resulted in $4%illion before tax charged against operating inco®gerating income for 1996 was
positively impacted by higher sales levels in tloeif coverings and building products segments aasl leveraged through ongoing cost
reduction efforts. Export sales of Armstrong pradifoom the U.S. to trade customers of $34.0 nriliiecreased nearly $1.9 million, or 6.1%,
compared with 1995.

EUROPE

Sales in 1996 by the European affiliates reflettedsoft economy largely offset by the ability tier into new market areas such as Eastern
Europe and Russia. Net sales decreased 1.8% tod$5dlBon compared with 1995. Insulation sales evregatively impacted by competitive
pressures, although they increased in the latléeoh&996. Floor Products sales increased fromb18@tting several quarterly sales records in
1996. Building Products sales increased slightdgpite softened demand and competitive pressuhe iWestern European commercial
market segment. Operating income increased 26.8% 1885, primarily due to cost savings obtainedhfrior years' restructuring activities.
Restructuring charges in Europe were $11.0 miléiod $24.9 million in 1996 and 1995, respectivetyfldor products, increased volume in
addition to productivity improvements have resulietmproved profits in the residential sheet besi European insulation products
operating income has been positively impacted ogadntinued efforts to be the best-cost supplighénindustry.

OTHER FOREIGN

Sales increased 4.9% over 1995, with ceiling sal#fse Pacific Rim providing a significant parttbe growth. Sales growth in Latin America
for Building Products continues a trend establistreel the past three years. Operating income isexka@8.6% over 1995, with start-up costs
for the new ceilings plant in China totaling $3.8lion offset by lower costs in the Pacific area&it Products and Building Products
Operations.
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INDUSTRY SEGMENT RESULTS (see page 3)
FLOOR COVERINGS

In the floor coverings segment, 1996 net salesldi%billion were slightly above 1995's $1.05 bifliand included a reduction of $14.1
million for customer returns associated with thecdioration of a limited portion of its Residentialaid Color Sheet Flooring products line.
The adverse effect of these returns and the sraeling in the U.S. residential sheet business wHset by increases in residential sheet
flooring sales in Europe, especially Eastern Eurame Russia, and sales of all products to U.S. haenéers. In the home center channel,
which is serviced through the Corporate Retail Acts Division, the strategy of segmenting prodfimtshe home centers proved to be
successful. Laminate flooring, manufactured andketad in alliance with the F. Egger Company of Amshad a good initial market
reaction. Operating income included a $34.0 millibarge associated with the discoloration issuesa$it4.5 million restructuring charge
primarily related to the consolidation of the separArmstrong and W.W. Henry installation produmisinesses and to other reorganizations
in the floor products operations staff. Operatingoime in 1995 included a restructuring charge & @2nillion primarily related to the
elimination of positions in North America. Recosdsre set in 1996 in both the U.S. residential asvdroercial tile businesses. Lower raw
material costs and increased manufacturing prodtictiad a positive impact on the cost profile luibtbusiness. However, operating income
was adversely impacted by start-up costs for lataifiaoring. Capital expenditures in this segmeteased $40.4 million to $117.7 million
and were directed toward the rollout of the Quésldy and merchandising system and toward improwadufacturing process effectivent

BUILDING PRODUCTS

In the building products segment, net sales of $¢&@llion in 1996 increased more than 5.3% whempared to 1995 with growth primarily
in North America and the Pacific Rim. North Amencsales increased significantly with the major amfamarket strength in the commercial
market segment and the home center channel. Manufag recovered from the severe weather conditaresarly 1996, while inventories
and service levels stabilized in anticipation désarowth in 1997. Operating income increased®®@ B million, 3.1% over 1995. Operating
income in 1996 included an $8.3 million restruatgrcharge, the majority of which related to simptify production processes in the Muns
Germany, ceilings facility. The balance of the mastiuring charge was associated with staff reomgitns and asset write-downs in Europe.
In 1995, operating income was adversely impacted $§.3 million restructuring charge, primarilyald to elimination of administrative
functions in the European operations. In the eapigt of 1996, operating income had been adveisghacted by weathaelated problems |
North America and Europe. During 1996, additioradts were incurred for integration and «up of the new metal ceilings products
business and the wet-formed ceiling products plagthina. However, higher sales volume in 1996, rmapments in its production processes
and reductions in its nonmanufacturing expense® tian offset these additional costs. Capital ediperes in this segment increased by
$18.5 million to $67.7 million. Excellent profit gwth continued from WAVE, the grid system joint ware with Worthington Industries.

INDUSTRY PRODUCTS

Sales for the industry products segment of $346llibbmin 1996 decreased less than 1% when compait#d1995 sales of $348.8 million.
Sales in 1995 included $7.9 million of an exchatmgaslation benefit when compared to 1996 rates®dn@ million from the champagne cc
business divested in 1995. Operating income fo618&s $40.1 million and includes a $4.0 milliontresturing charge, the majority of whi
related to an early retirement offering to emplayetthe Fulton, New York, gasket and specialtyguggoducts facility. Operating income in
1995 of $9.3 million included a $31.4 million restturing charge related to the closing of the Brai Massachusetts, plant and elimination
of employee positions in Europe. For insulationdoiets, cost reductions in Europe enabled the bssitteremain competitive through lower
selling prices and thus to continue to gain masketre, while in the U.S. sales growth was achi¢lwemigh increased market share. As a
result of these strategies, operating income faulation products increased. Income increasedfiigntly for Armstrong Industrial
Specialties, Inc., especially in its gaskets bussn&he textile products business continues toadmpht several cost-saving initiatives to
reduce its overhead. Despite these changes, tivesascontinued to generate a small operatingdbapproximately $3.0 million due to
continued worldwide market softness in the textidustry. Capital expenditures in the industry pretd segment decreased $22.5 million
from the higher levels of 1995 when expendituresewaade for the construction of two plants andlffieracquisition of another plant.
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CERAMIC TILE

In the ceramic tile segment, 1996 results reprethentompany's share of the after-tax net incontbeDal-Tile business combination
reduced by the amortization of the excess of timepamy's initial investment in Dal-Tile over the enlging equity in net assets. Operating
income for 1995 reflected the pretax operating inef the ceramic tile operations, primarily the éanan Olean Tile Company. Dal-Tile
took several initiatives during 1996 to integrdte business, including the closure of two plantssumerous sales service centers. Sales
growth in 1996 for ceramic tile occurred primaiitythe home center and independent distributor obisn

Iltem 7A. Quantitative and Qualitative Disclosure Albut Market Risk

(See pages 20 to 21 under Item 7 above.)

Item 8. Financial Statements and Supplementary Data

Quarterly Financial Information

Quarterly financial information (millions except fo r per-share data) First  Second Third Fourth Total year
1997 Net sales $518.3 $577.4 $575.6 $527.4  $2,198.7
Gross profit 171.3 199.2 195.6 170.9 737.0
Net earnings 455 58.9 33.8 46.8 185.0
Per share of common stock:
Basic: Net earnings 1.11 1.45 0.83 1.16 4.55
Diluted: Net earnings 1.10 1.43 0.82 1.15 4.50
Dividends per share of common stock 0.40 0.44 0.44 0.44 1.72
Price range of common stock--high 7214 7514 749/16 75 3/8 75 3/8
Price range of common stock--low 64 3/4 611/2 64 3/8 64 1/8 61 1/2
1996 Net sales $501.2  $563.2 $563.4 $528.6  $2,156.4
Gross profit 156.7 198.4 178.4 163.0 696.5
Earnings before extraordinary loss 36.3 30.6 44.2 53.7 164.8
Net earnings 36.3 30.6 35.8 53.2 155.9
Per share of common stock:*
Basic: Earnings before extraordinary loss 0.89 0.74 1.07 1.30 4.04
Net earnings 0.89 0.74 0.87 1.29 3.81
Diluted: Earnings before extraordinary loss 0.81 0.68 1.06 1.29 3.82
Net earnings 0.81 0.68 0.86 1.28 3.61
Dividends per share of common stock 0.36 0.40 0.40 0.40 1.56
Price range of common stock--high 64 1/2 615/8 65 1/2 75 1/4 75 1/4
Price range of common stock--low 577/8 531/2 517/8 61 3/4 517/8

*The sum of the quarterly earnings per-share daéss thot equal the total year amounts due to chandke average shares outstanding and,
for diluted data, the exclusion of the antidilutect in certain quarters.
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CONSOLIDATED STATEMENTS OF EARNINGS

Millions except for per-share data Years ended December 31 1997 1996 1995
Net sales $2,198.7 $2,156.4 $2,325.0
Cost of goods sold 1,461.7 1,459.9 1,581.1
Gross profit 737.0 696.5 743.9
Selling, general and administrative expenses 385.3 413.2 457.0
Equity (earnings) loss from affiliates 29.7 (19.1 ) (6.2)
Restructuring charges - 46.5 71.8
Loss from ceramic tile business combination - - 177.2
Operating income 322.0 255.9 441
Interest expense 28.0 22.6 34.0
Other expense (income), net (2.2) (6.9 ) 1.9
Earnings from continuing businesses before income t axes 296.2 240.2 8.2
Income taxes 111.2 75.4 (5.4)
Earnings from continuing businesses 185.0 164.8 13.6
Discontinued business:
Earnings from operations of Thomasville Furnit ure Industries, Inc.
(less income taxes of $13.9) -- -- 25.8
Gain on disposal of discontinued business
(less income taxes of $53.4) - - 83.9
Earnings before extraordinary loss 185.0 164.8 123.3
Extraordinary loss (less income taxes of $0.7) -- (8.9 ) --
Net earnings $ 1850 $ 1559 $ 1233
Dividends paid on Series A convertible preferred st ock - 8.8 18.8
Tax benefit on dividends paid on unallocated prefer red shares -- 2.0 4.5
Net earnings applicable to common stock $ 1850 $ 1491 $ 109.0
Per share of common stock (see note on page 35):
Basic:
Earnings (loss) from continuing businesses $ 455 $ 4.04 $ (0.02)
Earnings from discontinued business - - 0.70
Gain on sale of discontinued business -- -- 2.26
Earnings before extraordinary loss 4.55 4.04 2.94
Extraordinary loss - (0.23 ) -
Net earnings $ 455 $ 381 $ 294
Diluted:
Earnings (loss) from continuing businesses $ 450 $ 3.82 $ (0.02)
Earnings from discontinued business -- -- 0.60
Gain on sale of discontinued business - - 1.96
Earnings before extraordinary loss 4.50 3.82 2.68
Extraordinary loss -- (0.21 ) --
Net earnings $ 450 $ 361 $ 2.68

The Notes to Consolidated Financial Statementx$8§-64, are an integral part of these statements.
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CONSOLIDATED BALANCE SHEETS

Millions except for numbers of shares and per-share data As of December 31 1997 1996
Assets
Current assets:
Cash and cash equivalents $ 579 % 65.4
Accounts and notes receivable
(less allowance for discounts and losses: 1997 --$37.5; 1996--$34.9) 252.6 216.7
Inventories 220.1 205.7
Income tax benefits 25.9 49.4
Other current assets 43.5 27.3
Total current assets 600.0 564.5
Property, plant and equipment
(less accumulated depreciation and amortization: 1997--$1,004.3; 1996--$974.9) 972.2 964.0
Insurance for asbestos-related liabilities 291.6 141.6
Investment in affiliates 174.9 204.3
Other noncurrent assets 336.8 261.2
Total assets $ 23755 $ 2, 135.6
Liabilities and shareholders' equity
Current liabilities:
Short-term debt $ 841 % 14.5
Current installments of long-term debt 145 13.7
Accounts payable and accrued expenses 339.9 273.3
Income taxes 33.0 195
Total current liabilities 471.5 321.0
Long-term debt 223.1 219.4
Employee Stock Ownership Plan (ESOP) loan guarantee 201.8 221.3
Deferred income taxes 53.7 30.5
Postretirement and postemployment benefit liabiliti es 248.0 247.6
Asbestos-related long-term liabilities 179.7 141.6
Other long-term liabilities 1721 151.9
Minority interest in subsidiaries 15.0 12.3
Total noncurrent liabilities 1,093.4 1, 024.6
Shareholders' equity:
Common stock, $1 par value per share
Authorized 200 million shares; issued 51,878,9 10 shares 51.9 51.9
Capital in excess of par value 155.1 162.1
Reduction for ESOP loan guarantee (207.7) ( 217.4)
Retained earnings 1,339.6 1, 222.6
Foreign currency translation (1.8) 17.3
1,337.1 1, 236.5
Less common stock in treasury, at cost:
1997--11,759,510 shares; 1996--10,714,572 shar es 526.5 446.5
Total shareholders' equity 810.6 790.0
Total liabilities and shareholders' equity $ 2,3755 $ 2, 135.6

The Notes to Consolidated Financial Statement®$8§-64, are an integral part of these statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Millions Years ended December 31 1997 1996 1995

Cash flows from operating activities:
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The Notes to Consolidated Financial Statement®$8§-64, are an integral part of these statements.

Net earnings $185.0 $155.9 $123.3
Adjustments to reconcile net earnings to net cas h
provided by operating activities:
Depreciation and amortization excluding disco ntinued business 132.7 123.7 123.1
Depreciation and amortization for discontinue d business - - 13.0
Deferred income taxes 24.2 11.2 (8.7)
Equity change in affiliates 37.2 (18.2) (6.3)
Gain on sale of discontinued businesses -- - (83.9)
Loss on ceramic tile business combination net of taxes - - 116.8
Loss from restructuring activities - 46.5 71.8
Restructuring payments (18.6) (37.4) (18.3)
Payments for asbestos-related claims (41.4) -- --
Extraordinary loss -- 8.9 --
Changes in operating assets and liabilities n et of effect of
discontinued business, restructuring an d dispositions:
(Increase) decrease in receivables (40.8) 3.6 6.9
(Increase) in inventories (12.8) (11.5) (34.3)
(Increase) decrease in other current asset S 105 (22.8) 9.8
(Increase) in other noncurrent assets (69.0) (57.4) (23.4)
Increase (decrease) in accounts payable an d accrued expenses 16.6 (3.2) (37.0)
Increase (decrease) in income taxes payabl e 115 2.5 (8.2)
Increase in other long-term liabilities 23.2 15.2 20.0
Other, net (11.7) 3.9 5.4
Net cash provided by operating activities 246.6  220.9 270.0
Cash flows from investing activities:
Purchases of property, plant and equipment exclu ding discontinued business (141.7) (220.7) (171.8)
Purchases of property, plant and equipment for d iscontinued business -- -- (14.3)
Investment in computer software (18.8) (7.3) (10.9)
Proceeds from sale of land, facilities and disco ntinued businesses 24.3 3.6 342.6
Acquisitions (4.2) -- (20.7)
Investment in affiliates (12.4) (15.9) (27.6)
Net cash provided by (used for) investing activitie S (152.8) (239.8) 97.3
Cash flows from financing activities:
Increase (decrease) in short-term debt 69.3 (7.2) 3.2
Issuance of long-term debt 7.2 40.8 -
Reduction of long-term debt (17.0) (40.0) (20.1)
Cash dividends paid (70.0) (70.1) (70.8)
Purchase of common stock for the treasury, net (89.2) (81.5) (41.3)
Preferred stock redemption - (21.9) (2.9)
Proceeds from exercised stock options 7.9 6.2 7.0
Other, net (6.8) 1.3 2.3
Net cash used for financing activities (98.6) (171.8) (122.6)
Effect of exchange rate changes on cash and cash eq uivalents (2.7) (0.8) 0.2
Net increase (decrease) in cash and cash equivalent 5 $(7.5) $(191.5) $244.9
Cash and cash equivalents at beginning of year $65.4 $256.9 $12.0
Cash and cash equivalents at end of year $579 $654 $256.9
Supplemental cash flow information
Interest paid $235 $20.7 $29.6
Income taxes paid $545 $65.5 $76.9



Millions except for per-share data Years

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

199

Series A convertible preferred stock:
Balance at beginning of year

Conversion of preferred stock to common
Shares retired

Balance at end of year

Common stock, $1 par value:
Balance at beginning and end of year

Capital in excess of par value:

Balance at beginning of year

Gain in investment in affiliates

Minimum pension liability adjustments
Conversion of preferred stock to common
Stock issuances and other

Balance at end of year

Reduction for ESOP loan guarantee:
Balance at beginning of year
Principal paid

Loans to ESOP

Accrued compensation

Balance at end of year

Retained earnings:

Balance at beginning of year

Net earnings for year

Tax benefit on dividends paid on unallocated common
Tax benefit on dividends paid on unallocated prefer

Total

Less dividends:
Preferred stock
Common stock
$1.72 per share in 1997,
$1.56 per share in 1996;
$1.40 per share in 1995

Total dividends

Balance at end of year

Foreign currency translation:

Balance at beginning of year

Translation adjustments and hedging activities
Allocated income taxes

Balance at end of year

Less treasury stock at cost:

Balance at beginning of year

Stock purchases

Conversion of preferred stock to common
Stock issuance activity, net

Balance at end of year

Total shareholders' equity

ended December 31 1997 1996
$ - $ 2589 $ 261.

- (241.5) -

- (17.4) (2.

$ - $ - $ 258

$ 519 $ 519 $ 51

$ 1621 $ 493 $ 39.
- 14.5 -
45) (7.4 -
~ 1024 -
(2.5) 3.3 10.

$ 1551 ¢ 162.1 $ 49.

$(217.4) $(225.1) $(233.
19.6 13.4 10.
(55)  (4.2) -
@44 @15 (L

$(207.7) $(217.4) $(225.

$1,222.6 $1,133.8 $1,076.

185.0 155.9 123.
shares 2.0 1.0 -
red shares -- 2.0 4,

$1,409.6 $1,292.7 $1,204.

$ - $ 89 ¢ 18

70.0
61.2
52.

$ 700 $ 701 $ 7O.

$1,339.6 $1,222.6 $1,133.

$ 173 $ 180 $ 8.
(18.2)  (4.4)  10.
(0.9) 3.7 (1.

$ (18 $ 173 $ 18

$ 4465 $ 511.8 $ 468.
89.2 815 a1,
~  (139.1)
92  (7.7) 1.

$ 5265 $ 4465 $ 511.

$ 8106 $ 790.0 $ 775.

The Notes to Consolidated Financial Statement®$8§-64, are an integral part of these statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates. These financial statements agaped in accordance with generally accepted atioguprinciples and include
management estimates and judgments, where appmpkictual results may differ from these estimates.

Consolidation Policy. The consolidated financialtsinents and accompanying data in this reportdecthe accounts of the parent Armstrong
World Industries, Inc., and its domestic and fonesgbsidiaries. All significant intercompany tractians have been eliminated from the
consolidated statements.

Earnings per Common Share. In 1997, the compangtad&tatement of Financial Accounting Standar@A\& No. 128, "Earnings per
Share." The adoption of this statement requiresdmepany to replace primary and fully diluted eagsi per share with basic and diluted
earnings per share. Basic earnings per share amputed by dividing the earnings available to comrslbareholders by the weighted average
number of shares of common stock outstanding duhiagear. Diluted earnings per common share rsfibe potential dilution of securities
that could share in the earnings. (See note on $age

Advertising Costs. The company's practice is toe@se the costs of advertising as they are incurred.

Postretirement Benefits. The company has plangtioaide for medical and life insurance benefitgeatain eligible employees when they
retire from active service. Generally, the compsupyactice is to fund the actuarially determinedent service costs and the amounts
necessary to amortize prior service obligationg @egiods ranging up to 30 years, but not in excésise full funding limitations.

Taxes. Deferred tax assets and liabilities aregmieed using enacted tax rates for expected fudxeonsequences of events recognized in
the financial statements or tax returns. The tarxebiefor dividends paid on unallocated sharesrefgrred stock held by the ESOP was
recognized in shareholders' equity.

Cash and Cash Equivalents. Short-term investmsualstantially all of which have maturities of threenths or less when purchased, are
considered to be cash equivalents and are catribeé sower of cost or an amount generally appr@ting market value.

Inventories. Inventories are valued at the loweradt or market. Approximately 57% of 1997's ineei®s are valued using the last in, first
out (LIFO) method. Other inventories are generd#yermined on a first in, first out (FIFO) method.
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Long-Lived Assets. Property, plant and equipmetiesare stated at acquisition cost, with accuradldepreciation and amortization
deducted to arrive at net book value. Depreciatimarges for financial reporting purposes are ddtexdhgenerally on the straighite basis a
rates calculated to provide for the retirementssfeds at the end of their useful lives. Acceleraeteciation is generally used for tax
purposes. Impairment losses are recorded whenraitigof impairment are present and the undiscdutesh flows estimated to be gener:
by those assets are less than the assets' caaryiognt. When assets are disposed of or retireil,dbsts and related depreciation are rem
from the books, and any resulting gains or losseseflected in "Selling, general and administratxpenses."

Costs of the construction of certain long-term &sBelude capitalized interest which is amortipe@r the estimated useful life of the related
asset.

Goodwill and Other Intangibles. Goodwill and oti@angibles are amortized on a straight-line baser periods up to 30 years. On a
periodic basis, the company estimates the futudésaounted cash flows of the businesses to whiclhlgdl relates in order to ensure that the
carrying value of goodwill has not been impaired.

Financial Instruments. The company uses finanogtiuments to diversify or offset the effect ofreuncy and interest rate variability.

The company may enter into foreign currency forwardtracts and options to offset the effect of exde rate changes on cash flow
exposures denominated in foreign currencies. The®xes include firm commitments and anticipateshésyencompassing sales, royalties,
service fees, dividends and intercompany loans.

Realized and unrealized gains and losses on ctsiee marked to market and recognized in the dioiated statements of earnings.
Unrealized gains and losses on foreign currencipogtwhich consist primarily of purchased optidingt are designated as effective hedges)
as well as option premium expense are deferredrehated in the statements of earnings as patie@finderlying transactions. Realized and
unrealized gains and losses on foreign currencyracis used to hedge intercompany transactionsbdkie character of long-term
investments are included in the foreign currenapdfation component of shareholders' equity.

The company may enter into interest rate swap aggats to alter the interest rate risk profile ofstanding debt, thus altering the company's
exposure to changes in interest rates. In thespsswlae company agrees to exchange, at specified/ats, the difference between fixed and
variable interest amounts calculated by refereaeertotional principal amount. Any differences paideceived on interest rate swap
agreements are recognized as adjustments to intateexpense over the life of the swap.

The company continuously monitors developmentiéncapital markets and only enters into currencysamap transactions with established
counterparties having investmegriade ratings. The exposure to individual counteigmis limited, and thus the company consideesritk of
counterparty default to be negligible.
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NATURE OF OPERATIONS

INDUSTRY SEGMENTS

at December 31 (millions) 1997 1996 1995
Net trade sales:
Floor coverings $1,116.0 $ 1,091.8 $1,053.9
Building products 754.5 718.4 682.2
Industry products 328.2 346.2 348.8
Ceramic tile - -- 240.1
Total net sales $2,198.7 $ 2,156.4 $2,325.0
Operating income (loss): (Note 1)
Floor coverings $ 1865 $ 146.9 $ 145.0
Building products 122.3 95.1 92.2
Industry products 55.5 40.1 9.3
Ceramic tile (Note 2) (42.4) 9.9 (168.4)
Unallocated corporate expense 0.1 (36.1) (34.0)
Total operating income $ 3220 $ 2559 $ 441
Depreciation and amortization:
Floor coverings $ 655 $ 539 $ 479
Building products 37.5 37.0 36.8
Industry products 17.3 19.1 19.3
Ceramic tile 4.3 4.3 135
Corporate 8.1 9.4 5.6
Total depreciation
and amortization $ 1327 % 123.7 $ 123.1
Capital additions: (Note 3)
Floor coverings $ 766 $ 1177 $ 77.3
Building products 54.4 67.7 49.2
Industry products 16.5 22.5 45.0
Ceramic tile -- -- 9.6
Corporate 8.7 12.8 6.3
Total capital additions $ 1562 $ 220.7 $ 187.4
Identifiable assets:
Floor coverings $ 7138 $ 687.9 $ 583.2
Building products 554.9 541.1 513.5
Industry products 248.6 272.8 301.8
Ceramic tile 135.7 168.7 135.8
Corporate 722.5 465.1 615.5
Total assets $2,3755 3% 2,135.6 $2,149.8
Note 1:
Restructuring charges in
operating income (millions) 1997 1996 1995
Floor coverings $-- 3 145 ¢ 25.0
Building products -- 8.3 6.3
Industry products -- 4.0 31.4
Unallocated corporate expense - 19.7 9.1
Total restructuring charges
in operating income $-- 3 465 $ 71.8

Note 2: 1997 operating income includes a $29.7 nidlh loss as a result of
charges incurred by Dal-Tile International Inc. éorcollectible receivables, overstocked inventosied other asset revaluations. 1995

operating income includes a $177.2 million loss ttuthe ceramic tile business combination. See itdtarnings From Affiliates" on page
40.

Note 3: 1997 and 1995 capital additions for indusyr segments of property, plant
and equipment from acquisitions were $14.5 miléord $15.6 million, respectively.
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The floor coverings segment includes resilientfilog, adhesives, installation and maintenance nadgesind accessories sold to U.S.
commercial and residential segments through whiglesaetailers and contractors. The CorporateiR&taounts division provides products
and marketing services to home centers, which bageme an important part of the company's busidessnprove logistical cost-
effectiveness, 13 independent regional distributienters are being established to service thesersass (12 of the centers were in place by
the end of 1997). To reduce interchannel confiegmented resilient flooring products were intradlito allow exclusive product offerings
by our customers. Raw materials, especially plagtis and resins, are a significant cost of rettifftnoring products. The company has no
influence on the worldwide market of these materéald is subject to cost changes.

The building products segment manufactures bothnoeroial and residential ceiling systems. Grid paigumanufactured through the
WAVE joint venture with Worthington Industries, Fabbecome an important part of this business woddwiEarnings from this joint venture
are included in this segment's operating incomeimfiiquity Earnings from Affiliates" (see page 40he major sales activity in this segm
is in commercial ceiling systems sold to resalé¢rithistors and contractors worldwide, with Europsafes having a significant impact. Ceili
systems for the residential home segment are baddgh wholesalers and retailers, mainly in thetéthBStates. Through a joint venture wit
Chinese partner, a plant facility in Shanghai maotufres ceilings for the Pacific area.

The industry products segment makes a variety @fiafty products for the building, automotive, texand other industries worldwide. The
majority of sales in this segment are flexible pipgulation used in construction and in originalipment manufacturing. These sales are
primarily in Europe, with Germany having the largesncentration due to its regulatory requirement® major product costs for insulation
are raw materials and labor. Strong competitiostexin insulation since there are minimal barriersntry into this market. Gasket materials
are sold for new and replacement use in the auteeatonstruction and farm equipment, applianceglsengine and compressor industries.
The automotive and diesel build rates are the smssitive market drivers for these products. Ogineducts in the industry products segment
are textile mill supplies, including cots and ag@old to equipment manufacturers and textile mills

The ceramic tile products segment includes ceraiteisold through home centers, Dal-Tile salesisergenters and independent distributors.
Ceramic tile products face significant competitfoom foreign suppliers. Starting in 1996, this segi's results are reported as "Equity
Earnings from Affiliates" and are included in ogerg income.
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GEOGRAPHIC AREAS

at December 31 (millions) 199 7 1996 1995

Net trade sales:

United States $1,453. 1 $1,419.2 $1,586.4

Europe 545. 6 548.4 558.7

Other foreign 200. 0 188.8 179.9
Interarea transfers:

United States 111. 7 105.0 1011

Europe 14. 9 13.2 13.8

Other foreign 29. 2 30.4 32.1

Eliminations (155. 8) (148.6) (147.0)
Total net sales $2,198. 7 $2,156.4 $2,325.0
Operating income:

United States $ 236. 1 $2027 $ 77

(see note 2 on page 37)

Europe 77. 2 79.3 62.6

Other foreign 8. 6 10.0 7.8

Unallocated corp. income (expense) 0. 1 (36.1) (34.0)
Total operating income $ 322. 0 $ 2559 $ 441
Identifiable assets:

United States $1,168. 9 $1,180.1 $1,044.5

Europe 370. 4 383.7 406.7

Other foreign 113. 8 107.3 83.4

Corporate 722. 5 465.1 615.5

Eliminations (0. 1) (0.6) (0.3)
Total assets $2,375. 5 $2,135.6 $2,149.8

United States net trade sales include export salesn-affiliated customers of $40.9 million in I79%34.0 million in 1996 and $32.1 million
in 1995. Also included in United States net tragles were ceramic tile operations sales of $24@llomin 1995.

"Europe" includes operations located primarily imgland, France, Germany, Italy, the Netherlandirieh Spain, Sweden and Switzerland.
Operations in Australia, Canada, The People's RepofbChina, Hong Kong, Indonesia, Japan, Koréag&pore and Thailand are in "Other
foreign."

Transfers between geographic areas and commigséadiso affiliates marketing exported productsaceounted for by methods that
approximate arm's-length transactions, after camsid the costs incurred by the selling companytaedeturn on assets employed of both
the selling unit and the purchasing unit. Operatira@me of a geographic area includes income aagriutom sales to affiliates.
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OPERATING STATEMENT ITEMS

NET SALES

Net sales in 1997 totaled $2,198.7 million, 2.0%\abthe 1996 total of $2,156.4 million and 5.4%obethe 1995 total of $2,325.0 millio
Prior to 1996, ceramic tile segment sales wereaaa&ed with total company results. Ceramic tiég sales for 1995 were $240.1 million.

EQUITY (EARNINGS) LOSS FROM AFFILIATES

Equity earnings from affiliates for 1997 were prithacomprised of the company's share of the net foom the Dal-Tile International Inc.
business combination and the amortization of tleesx of the company's investment in Dal-Tile olaerinderlying equity in net assets, and
income from the 50% interest in the WAVE joint varg with Worthington Industries. The 1997 loss urdeld $8.4 million for the company's
share of operating losses incurred by Dal-Tile2@.% million loss for the company's share of thargk incurred by Dal-Tile, primarily for
uncollectible receivables and overstocked inveagrand $4.3 million for the amortization of Arnastg's initial investment in Dal-Tile over
the underlying equity in net assets of the busicessbination. Equity earnings from affiliates f@96 were primarily comprised of the
company's after-tax share of the net income obtaleTile International Inc. business combinatiom dne amortization of the excess of the
company's investment in Dal-Tile over the undedyaguity in net assets, and the 50% interest iWA& E joint venture with Worthington
Industries. Results in 1995 reflect only the 50%6riest in the WAVE joint venture.

In 1995, the company entered into a business catibmwith Dal-Tile International Inc. The transactwas accounted for at fair value and
involved the exchange of $27.6 million in cash #mstock of the ceramic tile operations, consispiimarily of American Olean Tile
Company, a wholly-owned subsidiary, for ownersHi@ @ of the shares of Dal-Tile. The company's #treent in Dal-Tile exceeded the
underlying equity in net assets by $123.9 milliomieh will be amortized over a period of 30 yearse &fter-tax loss on the transaction was
$116.8 million.

In August 1996, DalFile issued new shares in a public offering dedrepthe company's ownership share from 37% to 33ating 1997, th
company purchased additional shares of Dal-Tilekstimcreasing the company's ownership to 34%.

Armstrong's ownership of Dal-Tile is accounted dader the equity method. The summarized histofinahcial information for ceramic tile
operations is presented below.

(millions) 1995
Net sales $ 240.1
Operating income/(1)/ 8.8
Assets/(2)/ 269.8
Liabilities/(2)/ 17.3

Note 1: Excludes 1995 loss of $177.2 million due ¢eramic tile business
combination.

Note 2: 1995 balances were as of December 29, 19&8nediately prior to the
ceramic tile business combination.

EARNINGS FROM CONTINUING BUSINESSES

Earnings from continuing businesses were $185.0omiin 1997 compared with $164.8 million in 1996da$13.6 million in 1995. Earnings
from continuing businesses in 1997 included $38l6om in losses from its ceramic tile segment menéd above. Included in the earnings
for 1996 and 1995 were after-tax restructuring gharof $29.6 million and $46.5 million, respectivel995 earnings included the $116.8
million after-tax loss for the ceramic tile busiseombination mentioned above.

DISCONTINUED OPERATIONS

In 1995 the company sold the stock of its furnitsmésidiary, Thomasville Furniture Industries, Jio.INTERCO Incorporated for $331.2
million in cash. INTERCO also assumed $8.0 million
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of interest-bearing debt. The company recordedra@e83.9 million after tax on the sale. Certkabilities related to terminated benefit
plans of approximately $11.3 million were retaiigdthe company. Thomasville and its subsidiariesmed sales of approximately $550.2
million in 1995.

NET EARNINGS
Net earnings were $185.0 million for 1997 companéttht $155.9 million and $123.3 million in 1996 ah€95, respectively
EARNINGS PER SHARE

The following table provides a reconciliation oéthumerators and denominators of the basic antediler share calculations for earnings
(loss) from continuing businesses.

Earnin gs Per-Share
Millions except for per-share data (Loss ) Shares Amount
For the year ended 1997
Basic Earnings per Share
Earnings from continuing businesses $ 185 .0 406 $ 455
Dilutive options 0.4
Diluted Earnings per Share
Earnings available for common $ 185 .0 410 $ 4.50
For the year ended 199 6
Earnings from continuing businesses $ 164 .8
Less: preferred stock dividends 8 .8
Plus: tax benefit on dividends paid on
unallocated preferred shares 2 .0
Basic Earnings per Share
Earnings available for common $ 158 .0 39.1 $ 4.04
Earnings from continuing businesses $ 164 .8
Less: increased contribution to the ESOP
assuming conversion of preferred
shares to common 3 2
Less: net reduction in tax benefits assuming
conversion of the ESOP preferred
shares to common 0 .6
Dilutive options 0.4
Common shares issuable under the ESOP 2.6
Diluted Earnings per Share
Earnings available for common $ 161 .0 421 $ 3.82
For the year ended 199 5
Earnings from continuing businesses $ 13. 6
Less: preferred stock dividends 18. 8
Plus: tax benefit on dividends paid on
unallocated preferred shares 4. 5
Basic Earnings per Share
Earnings (loss) available for common $ (0. 7) 37.1 $ (0.02)
Earnings from continuing businesses $ 13. 6
Less: increased contribution to the ESOP
assuming conversion of preferred
shares to common 7. 3
Less: net reduction in tax benefits assuming
conversion of the ESOP preferred
shares to common 1. 2
Dilutive options 0.3
Common shares issuable under the ESOP 5.4
Diluted Earnings per Share
Earnings available for common $ 5. 1 42.8 $ (0.02)/1/

Note 1: Diluted earnings (loss) per share from coirtuing businesses for 199




was antidilutive.
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In 1996, the employee stock ownership plan (ES@R)ratirement savings plan were merged resultirterconversion of convertible
preferred shares into common stock. Basic earrpegshare for "Earnings from continuing businesge4'996 and 1995 are determined by
dividing the earnings, after deducting preferreddiinds (net of tax benefits on unallocated shalss)he average number of common shares
outstanding, including the converted ESOP shames the conversion date forward. Diluted earningsspare for 1996 and 1995 include the
shares of common stock outstanding, the dilutifecebf stock options and the adjustments to comsf@res and earnings required to
portray the convertible preferred ESOP shares diif aonverted" basis prior to conversion.

In 1997, the company adopted SFAS No. 128, "Eampeg Share," effective December 15, 1997. Asutréhe company's reported earni
per share for 1996 and 1995 were restated. Theteaffehis accounting change on previously repoeadhings per-share data was as follows:

Per-share amounts 1996 1995
Primary earnings (loss) from continuing

businesses per share as reported $ 397 $ (0.02)
Effect of SFAS No. 128 0.07 -
Basic earnings (loss) from continuing

businesses per share as restated $ 404 $ (0.02)
Fully diluted earnings (loss) from continuing

businesses per share as reported $ 381 $ (0.02)
Effect of SFAS No. 128 0.01 -

Diluted earnings (loss) from continuing
businesses per share as restated $ 382 $ (0.02)

RESTRUCTURING CHARGES
Restructuring charges amounted to $46.5 millioh986 and $71.8 million in 1995.

The second-quarter 1996 restructuring charge kefadienarily to the reorganization of corporate dnusiness unit staff positions; realignment
and consolidation of the Armstrong and W.W. Hemstallation products businesses; restructuringadipction processes in the Munster,
Germany, ceilings facility; early retirement oppoities for employees in the Fulton, New York, gatsknd specialty paper products facility;
and write-down of assets. These actions affectpdoapmately 500 employees, about two-thirds of wheere in staff positions. The charges
were estimated to be evenly split between cash patgrand noncash charges. The majority of the @alow was expected to occur within
the following 12 months. It was anticipated thagjoimg cost reductions and productivity improvemestitsuld permit recovery of these
charges in less than two years. The 1995 restingteharges related primarily to the closure ofanpin Braintree, Massachusetts, and for
severance of 670 employees in the North Americaorithg business and the European industry proguadshuilding products businesses.
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Actual severance payments charged against restingteserves were $17.2 million in 1997 relatinghe elimination of 394 positions, of
which 247 terminations occurred since the beginohy997. As of December 31, 1997, an immateriabam remained in the reserves for
restructuring actions.

DEPRECIATION AND AMORTIZATION

(millions) 1997 1996 1995
Depreciation $ 1174 $ 108.6 $ 1149
Amortization 15.3 15.1 8.2

Total $ 132.7 $ 123.7 $ 123.1

Depreciation expense increased in 1997 primarily tduhigher capital expenditures in 1996.

SELECTED OPERATING EXPENSES

(millions) 1997 1996 1995
Maintenance and repair costs $107.3 $105.3 $120.2
Research and development costs 47.8 55.2 57.9
Advertising costs 10.5 18.4 25.5

OTHER EXPENSE (INCOME), NET

(millions) 1997 1996 1995
Interest and dividend income $ (4.9 ) $ (65 $ (33
Foreign exchange, net loss 0.5 1.2 2.6

Postretirement liability

transition obligation -- -- 1.6
Discontinued businesses 0.8 (2.8) --
Minority interest 0.6 0.3 0.6
Other 0.8 0.9 0.4
Total $ (2.2 ) $69 $ 1.9

EMPLOYEE COMPENSATION

Employee compensation and the average number dbgegs are presented in the table below. Restingtgharges for severance costs and
early retirement incentives have been excluded.

Employee compensation

cost summary (millions) 1997 1996 1995
Wages and salaries $ 494.7 $ 509.7 $ 589.2
Payroll taxes 50.7 51.5 61.7
Pension credits (22.2 ) (16.1) (12.1)
Insurance and other benefit costs 51.9 50.7 58.7
Stock-based compensation 9.6 5.8 0.8
Total $ 584.7 $ 6016 $ 698.3
Average number of employees 10,643 10,572 13,433
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PENSION COSTS

The company and a number of its subsidiaries hawsipn plans covering substantially all employ&esnefits from the principal plan are
based on the employee's compensation and yeaesvites

The company also had defined-contribution penslangfor eligible employees at certain of its Us@bsidiaries, such as the Employee Stock
Ownership Plan (ESOP) described on page 47.

Funding requirements, in accordance with provisiminge Internal Revenue Code, are determined ieldgntly of expense using an
expected long-term rate of return on assets of¥8.6lhe company's principal plan was subject tdtHdunding limitation in 1997, 1996 and
1995, and the company made no contribution tolaat in any of those years.

The total pension cost or credit from all planprissented in the table below.

Total pension (credit)

cost (millions) 1997 1996 1995
U.S. defined-benefit plans:

Net pension credit $(47.8 ) $(39.9) $(26.5)

Early retirement incentives -- 10.1 28.7

Net curtailment gain -- -- (1.2)
Defined contribution plans 10.4 9.9 4.2
Net pension cost of non-U.S

defined-benefit plans 8.2 8.5 8.1
Other funded and unfunded

pension costs 7.0 5.4 3.3
Total pension (credit) cost $(22.2 ) $(60) $ 166

In 1995, the company recognized a $1.6 millionailmtent gain from the sale of the furniture busgasd a $0.4 million curtailment loss
from the ceramic tile business combination.

The net credit for U.S. defined-benefit pensiomplavas determined using the assumptions presented table below.

Net credit for U.S. defined-benefit

pension plans (millions) 1997 1996 1995
Assumptions:
Discount rate 7.25% 7.00% 8.00%
Rate of increase in future
compensation levels 4.50% 4.25% 5.25%
Expected long-term rate of
return on assets 8.75% 8.75% 8.75%
Actual return on assets $(324.3) $(124.2) $(406.7)
Less amount deferred 201.5 10.4 313.0
Expected return on assets $ (122.8) $(113.8) $ (93.7)
Net amortization and other (11.4) (9.4) (9.3)
Service cost--benefits earned
during the year 15.8 17.2 16.7
Interest on the projected benefit
obligation 70.6 66.1 59.8
Net pension credit $ (47.8) $ (39.9) $ (26.5)
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The funded status of the company's U.S. definegdiigrension plans at the end of 1997 and 1996dsented in the following table.

Funded status of U.S. defined-benefit

pension plans (millions) 1997 1996
Assumptions:

Discount rate 7.00% 7.25%

Compensation rate 4.00% 4.50%
Actuarial present value of benefit obligations:

Vested benefit obligation $ (911.5) $ (824.4)

Accumulated benefit obligation $ (977.4) $ (899.4)

Projected benefit obligation for

services rendered to date $(1,048.0) $ (981.2)

Plan assets at fair value $1,7545 $1,501.9
Plan assets in excess of projected

benefit obligation $ 7065 $ 520.7
Unrecognized transition asset (27.6) (33.9)
Unrecognized prior service cost 90.2 99.9
Unrecognized net gain--experience

different from assumptions (604.9) (462.6)
Provision for restructuring charges (1.4) (9.1)
Prepaid pension cost $ 1628 $ 115.0

The plan assets, stated at estimated fair valoé Becember 31, are primarily listed stocks anddson

The company has pension plans covering employeasiumber of foreign countries that utilize assuaom that are consistent with, but not
identical to, those of the U.S. plans.

Net cost for no-U.S. defined-benefit

pension plans (millions) 1997 1996 1995
Actual return on assets $( 15.4) $ (8.4) $(11.2)
Less amount deferred 8.6 25 59
Expected return on assets $ 6.8) $ (5.9 $ (5.3)
Net amortization and other 0.5 0.5 0.4

Service cost--benefits earned

during the year 5.7 5.3 4.9
Interest on the projected benefit

obligation 8.8 8.6 8.1
Net pension cost $ 82 $ 85 $ 81
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The funded status of the non-U.S. defined-benefiisppon plans at the end of 1997 and 1996 is predémthe following table.

Funded status of non-U.S. defined-benefit

pension plans (millions) 1997 1996
Actuarial present value of benefit obligations:
Vested benefit obligation $(116.4)  $(112.8)
Accumulated benefit obligation $(119.3)  $(117.2)
Projected benefit obligation for services
rendered to date $(127.4)  $(125.5)
Plan assets at fair value 95.5 84.5

Projected benefit obligation greater than

plan assets $(31.9) $(41.0)
Unrecognized transition obligation 1.4 2.4
Unrecognized prior service cost 5.3 5.1
Unrecognized net gain--experience

different from assumptions (21.8) (16.9)
Adjustment required to recognize

minimum liability (0.4) (0.6)
Accrued pension cost $(474) $(51.0)

POSTRETIREMENT BENEFITS OTHER THAN PENSIONS
AND POSTEMPLOYMENT BENEFITS

The company has postretirement benefit plans tleatige for medical and life insurance benefits éotain eligible employees, worldwide,
when they retire from active service. The compamds these benefit costs primarily on a pay-asgmbasis, with the retiree paying a
portion of the cost for health care benefits thiodgductibles and contributions.

The company announced in 1989 and 1990 a 15-yeaepht of its cost of health care benefits foraieruture retirees. These future retirees
include parent company nonunion employees and smio@ employees. Shares of ESOP common stock beglsled to be allocated to the
employees, based on employee age and years totedpetirement, to help offset future postretiretmardical costs. In addition, they may
enroll in a voluntary portion of the ESOP to puedadditional shares.

The postretirement benefit costs were determinedyube assumptions presented in the table below.

Periodic postretirement

benefit costs (millions) 19 97 1996 1995
Assumptions:

Discount rate 7. 25% 7.00% 8.25%

Rate of increase in future

compensation levels 4. 50% 4.25% 5.25%

Service cost of benefits earned

during the year $ 3 3 $ 37 $ 28
Interest cost on accumulated

postretirement benefit obligation 17 .6 17.0 171
Net amortization and other 0 3 0.5 (0.8)
Periodic postretirement benefit cost $ 21 2 $ 212 $ 191
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The status of the company's postretirement beplefits at the end of 1997 and 1996 is presentdukifotlowing table.

Status of postretirement

benefit plans (millions) 1 997 1996
Assumptions:
Discount rate 7 .00% 7.25%
Compensation rate 4 .00% 4.50%

Accumulated postretirement
benefit obligation (APBO):

Retirees $ 18 0.7 $ 164.9

Fully eligible active plan participants 1 1.8 14.7

Other active plan participants 7 0.2 67.5
Total APBO $ 26 27 $ 2471
Unrecognized prior service credit 6.8 7.8
Unrecognized net loss 5 0.9) (37.9)
Accrued postretirement benefit cost $ 21 86 $ 2170

The assumed health care cost trend rate used wunecthe APBO was 10% in 1996, decreasing 1% pertpean ultimate rate of 6% by the
year 2000. The health care cost trend rate assamippéis a significant effect on the amounts repoifedllustrate, if the health care cost tre
rate assumptions were increased by 1%, the APBf Bscember 31, 1997, would be increased by $22l¥bm The effect of this change «
the total of service and interest costs for 199dld/be an increase of $2.3 million.

The company provides certain postemployment benefiformer or inactive employees and their depetsdéuring the period following
employment but before retirement.

Postemployment benefit expense totaled $3.1 milliol®97, which included a $3.2 million credit riég\g from an increase in the percentage
of disabled employees assumed to qualify for Madicaverage. In 1996, the company recorded postgmant benefit expense of $3.1
million, which included a $2.9 million credit resinlg from favorable actuarial experience with rejer assumed plan retirement and
mortality rates. In 1995, postemployment benefiense was $3.2 million, which included a $4.1 wrillcredit from the transfer of the
payment responsibility for certain disability beitefo the company's defined-benefit pension plan.

EMPLOYEE STOCK OWNERSHIP PLAN (ESOP)

In 1989, Armstrong established an Employee Stocké&ship Plan (ESOP) that borrowed $270 million fioamks and insurance companies,
repayable over 15 years and guaranteed by the comphe ESOP used the proceeds to purchase 5,8bghélies of a new series of
convertible preferred stock issued by the compbng996, the ESOP was merged with the Retiremevin§a Plan to form the new
Retirement Savings and Stock Ownership Plan (RSSOiPJuly 31, 1996, the trustee of the ESOP coauddhe preferred stock held by the
trust into approximately 5.1 million shares of coomstock at a one-for-one ratio.

The number of shares released for allocation tbgi@ant accounts is based on the proportion afgypial and interest paid to the total amount
of debt service remaining to be paid over thedif¢he borrowings. Through December 31, 1997, t8®FE had allocated to participants at
of 1,800,000 shares and retired 800,000 shares.

The ESOP currently covers parent company nonumgsi@/ees and some union employees.
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The company's guarantee of the ESOP loan has beerded as a long-term obligation and as a redudfichareholders' equity on its
consolidated balance sheet.

Details of ESOP debt service

payments (millions) 1997 1996 1995
Preferred dividends paid $ - $ 89 $ 18.8
Common stock dividends paid 8.5 4.0 -
Employee contributions 9.7 5.3 6.7
Company contributions 14.7 11.0 6.2
Company loans to ESOP 5.5 4.2 -

Debt service payments made
by ESOP trustee $ 384 $ 334 $ 31.7

The company recorded costs for the ESOP, utilitireg80% of the shares allocated method, of $10lkbmin 1997, $9.4 million in 1996 ar
$3.5 million in 1995. These costs were partiallisef by savings realized from changes to compaoypsged health care benefits and
elimination of the contribution-matching featuretie company-sponsored voluntary retirement sayfeys.

The trustee borrowed $5.5 million from the compang997 and $4.2 million in 1996. These loans waeegle to ensure that the financial
arrangements provided to employees remain consisiénthe original intent of the ESOP.

TAXES

Taxes totaled $178.5 million in 1997, $141.6 millim 1996 and $71.9 million in 1995.

Details of taxes (millions) 1997 1996 1995
Earnings (loss) from continuing businesses befacerme taxes:

Domestic $ 236 4 $1765 $(28.7)
Foreign 92 9 87.6 68.0
Eliminations 33 1) (23.9) (31.1)
Total $ 296 2 $2402 $ 82
Income tax provision (benefit):
Current:
Federal $ 46 8 $ 362 $(19.7)
Foreign 35 7 33.4 23.4
State 1 5 14 0.2)
Total current 84 .0 71.0 3.5
Deferred:
Federal 30 9 4.9 (6.2)
Foreign 3 .7) (0.5) 2.7)
Total deferred 27 2 4.4 (8.9)
Total income taxes 111 2 75.4 (5.4)
Payroll taxes 50 7 51.5 61.7
Property, franchise and capital
stock taxes 16 .6 14.7 15.6
Total taxes $178 5 $1416 $ 719

At December 31, 1997, unremitted earnings of sudnsé$ outside the United States were $117.9 mil{et December 31, 1997, balance s
exchange rates) on which no U.S. taxes have besided. If such earnings were to be remitted withaftsetting tax credits in the United
States, withholding taxes would be $5.4 millioneTdompany's intention, however, is to reinvestéhemnings permanently or to repatriate
them only when it is tax effective to do so.
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Reconciliation to

U.S. statutory tax rate (millions) 1997 1996 1995
Tax expense at statutory rate $1 03.7 $841 $ 29
State income taxes 1.0 0.9 --
(Benefit) on ESOP dividend (0.9) (1.5) (2.2)
Tax (benefit) on foreign and

foreign-source income 1.1 6.2 (7.7)
Utilization of excess foreign

tax credit (2.9) (6.5) --
Equity in (earnings) loss of affiliates 9.9 4.2) -
Insurance programs (0.8) (1.2) --
Other items 0.1 (2.4) (0.2)
Loss from ceramic tile business

combination 1.6
Tax (benefit) expense at effective rate $1 11.2 $ 754 $ (54)

EXTRAORDINARY LOSS

In 1996, Dal-Tile refinanced all of its existingtdaesulting in an extraordinary loss. The compasifiare of the extraordinary loss was $8.9
million after tax, or $0.21 per diluted share.

BALANCE SHEET ITEMS

CASH AND CASH EQUIVALENTS

Cash and cash equivalents decreased to $57.9mallithe end of 1997 from $65.4 million in 1996.e@aiing and other factors causing the
decrease in cash and cash equivalents are detaileel Consolidated Statements of Cash Flows oe 38g

RECEIVABLES

Accounts and notes

receivable (millions) 1997 1996

Customers' receivables $ 2552 $ 2147

Customers' notes 15.1 18.4

Miscellaneous receivables 19.8 18.5
290.1 251.6

Less allowance for discounts and losses 37.5 34.9

Net $ 2526 $ 216.7

The increase in receivables of $35.9 million wamprily due to the Swedish flooring and ceiling asitions, a higher level of billings
related to Corporate Retail Accounts and Buildingd®cts and some extended terms in Floor Coverings.

Generally, the company sells its products to sefgetapproved groups of customers, whose businasselirectly affected by changes in
economic and market conditions. The company corsitiese factors and the financial condition oheagstomer when establishing its
allowance for losses from doubtful accounts.

Trade receivables are recorded in gross billed asoas of date of shipment. Provision is made $tinated applicable discounts and losses.
INVENTORIES

Inventories were $220.1 million in 1997, $14.4 foill higher than 1996. The increase was primarily tuthe addition of inventories from
Swedish flooring and ceilings joint ventures.

Approximately 57% of the company's total inventory1997 and 1996 was valued on a LIFO (last-istfgut) basis. Inventory values were
lower than would have been reported on a total Rifi#€t-in, first-out) basis, by $60.3 million dt¢ end of 1997 and $60.6 million at yess
1996.

Inventories (millions) 1997 1996




Finished goods $ 1494 $143.7

Goods in process 19.9 20.1
Raw materials and supplies 50.8 41.9
Total $220.1 $205.7
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INCOME TAX BENEFITS

Income tax benefits were $25.9 million in 1997 &48.4 million in 1996. Of these amounts, defereedienefits were $21.5 million in 1997
and $26.9 million in 1996.

OTHER CURRENT ASSETS

Other current assets were $43.5 million in 1997narease of $16.2 million from the $27.3 million1996, primarily due to an increase in
prepaid expenses.

PROPERTY, PLANT AND EQUIPMENT

(millions) 1997 1996
Land $ 204 $ 244
Buildings 395.4 409.2
Machinery and equipment 1,450.5 1,344.8
Construction in progress 110.2 160.5
1,976.5 1,938.9
Less accumulated depreciation
and amortization 1,004.3 974.9
Net $ 9722 $ 964.0

The $37.6 million increase in gross book value1®%6.5 million at the end of 1997 included $14hillion for capital additions and a $55.2
million reduction from sales, retirements, dispiosis and other changes. Also because of translptimgerty, plant and equipment in foreign

currency into U.S. dollars at lower exchange rat88,7 gross book value was lower by $48.9 milliad aet book value declined by $14.1
million.

The unexpended cost of approved capital appropnstaimounted to $121.2 million at year-end 199@stntially all of which is scheduled
to be expended during 1998.

INSURANCE FOR ASBESTOS-RELATED LIABILITIES

Insurance for asbestos-related liabilities was $28&dillion reflecting the company's belief in thiéimate availability of insurance in an
amount to cover the estimated potential liabilitypdike amount (see page 55). Such insuranceittar deen agreed upon or is probable of
recovery through negotiation, alternative dispesotution or litigation. See discussion on page$49

INVESTMENTS IN AFFILIATES

Investments in affiliates were $174.9 million in9IM a decrease of $29.4 million, reflecting therdase from the company's 34% share of the
Dal-Tile losses somewhat offset by the increasefiloe 50% interest in the WAVE joint venture.

In 1997 the company purchased additional shar&abfile for $9.7 million through open market trade

OTHER NONCURRENT ASSETS

(millions) 1997 1996
Goodwill and other intangibles $ 60.3 $ 46.1
Pension-related assets 219.8 158.3
Other 56.7 56.8
Total $336.8 $261.2

Other noncurrent assets increased $75.6 millid®B77. Goodwill and other intangibles increased $Million, reflecting higher spending
levels in computer software systems and acquireahgibles from acquisitions. The $61.5 million iease in pension-related assets reflects
the net pension credit of $47.8 million and anéase in the assets of the deferred compensatios.pla
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ACCOUNTS PAYABLE AND ACCRUED EXPENSES

(millions) 1997 1996
Payables, trade and other $174.0 $158.2
Asbestos-related claims 72.0 --
Employment costs 47.7 49.7
Restructuring costs 12.2 27.6
Other 34.0 37.8
Total $339.9 $273.3

INCOME TAXES

(millions) 1997 1996
Payable--current $ 322 $ 193
Deferred--current 0.8 0.2

Total $ 33.0 $ 195

The tax effects of principal temporary differenbesween the carrying amounts of assets and li@siliind their tax bases are summarized in
the following table. Management believes it is miidcely than not that the results of future operas will generate sufficient taxable income
to realize deferred tax assets.

Deferred income taxes (millions) 1997 1996
Postretirement and postemployment benefits $(87.00 $(87.0)
Restructuring benefits (7.4) (13.6)
Asbestos-related liabilities (82.1) (49.4)
Capital loss carryforward (20.4) (22.1)
Other (75.0) (65.8)
Valuation allowance 29.3 22.1

Net deferred assets $(242.6)  $(215.8)
Accumulated depreciation $102.4 $ 95.6
Pension costs 48.3 38.2
Insurance for asbestos-related liabilities 94.4 49.4
Other 30.5 36.4

Total deferred income tax liabilities $ 275.6 $219.6

Net deferred income tax liabilities (assets) $ 33.0 $ 3.8

Less net income tax (benefits)--current (20.7) (26.7)

Deferred income taxes--long term $ 53.7 $ 305
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DEBT

Average Average
year-end year-end
interest interest
(millions) 1997 rate 1996 rate
Short-term debt:
Commercial paper $60.8 6.33% $ - -
Foreign banks 23.3 6.23% 14.5 6.81%
Total short-term debt $84.1 6.30% $145 6.81%

Long-term debt:
9 3/4% debentures
due 2008 $125.0 9.75% $125.0 9.75%
Medium-term notes
8.75-9% due

1998-2001 39.1 8.94% 52.8 8.93%
Bank loans
due 1999-2000 25.0 4.74% 21.0 4.79%
Industrial
development bonds 19.5 5.10% 195 5.25%
Other 29.0 7.76% 14.8 8.57%
Total long-term debt $237.6 8.46% $233.1 8.67%
Less current installments 14.5 8.91% 13.7 8.91%
Net long-term debt $223.1 8.43% $219.4 8.65%

Scheduled amortization of long-term debt (millions)

1999 $25.0 2002 $--
2000 27.1 2003 -
2001 9.5

The 9 3/4% debentures and the medium-term notasoaredeemable until maturity and have no sinKingd requirements.

The bank loans have favorable interest rates.

The industrial development bonds mature in 20042084 and have favorable interest rates.

Other debt includes an $18.6 million zero-coupotemtue in 2013 that had a carrying value of $2 lianiat December 31, 1997.

Armstrong has a revolving line of credit of $30@0lion, expiring in 2001, for general corporaterposes. At December 31, 1997, there v
no borrowings under this facility. In addition, tbempany's foreign subsidiaries have approxima&i&09.6 million of unused short-term lines
of credit available from banks. Some credit lines subject to an annual commitment fee.

The company can borrow from its banks generalhates approximating the lowest available to comméborrowers and can issue short-
term commercial paper notes supported by the bhesedit.
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FINANCIAL INSTRUMENTS

The company does not hold or issue financial imsémts for trading purposes. The estimated fairevalfithe company's financial instruments
are as follows:

1997 1996
(In millions at Carrying F air Carrying Fair
December 31) amount  va lue amount value
Assets:
Cash and cash equivalents $579 $5 79 $654 $65.4
Receivables 252.6 25 2.6 216.7 216.7
Liabilities:
Short-term and
long-term debt $321.7 $35 6.6 $247.6 $281.4
Other noncurrent
financial liabilities 172.1 16 0.1 151.9 141.4
Off-balance sheet financial
instruments:
Foreign currency
contract obligations $ - 8 03 $ - $12
Letters of credit/financial
guarantees - 18 6.1 -- 178.1
Line of credit - 40 9.6 -- 4413

Fair values were determined as follows:

The carrying amounts of cash and cash equivalegdsjvables, accounts payable and accrued expestsesterm debt and current
installments of long-term debt approximate fairneabecause of the short-term maturity of theseumsnts.

The fair value estimates of long-term debt wereetdagoon quotes from major financial institutionising into consideration current rates
offered to the company for debt of the same remgimaturities.

Other noncurrent financial liabilities consist parily of deferred payments, for which cost approaies fair value.
Foreign currency contract obligations are estimatedbtaining quotes from brokers.
Letters of credit, financial guarantees and linerefdit amounts are based on the estimated casttle the obligations.
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FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISKS
The company does not normally provide collateradtbier security to support letters of credit, fio@hguarantees or lines of credit.

The company is party to forward starting interese rswaps entered into in anticipation of futurbtdesuance. The current notional amount
under these forward starting swaps is $100.0 miNigth all swap initiation dates occurring durin@9B. The market value of these forward
agreements on December 31, 1997, was $3.2 milissmithan the notional amount.

The company uses foreign currency forward contractsoptions to reduce the risk that future casivglfrom transactions in foreign
currencies will be negatively impacted by changesxichange rates.

The table below provides anticipated net foreigshddows for goods, services and financing tranisastfor the next 12 months.

Foreign currency Commercial  Financing Net Net
exposure ($ millions) exposure  exposure hedge  position
British pound $(24.0) $(17.1 ) $12.1 $(29.0)
Canadian dollar 37.0 -- -- 37.0
French franc (17.0) 3.3 (3.3) (17.0)
German mark (48.0) 12.4 (12.4) (48.0)
Italian lira 25.0 2.3 (2.3) 25.0
Spanish peseta 7.0 2.3 (2.3) 7.0

Note 1: A positive amount indicates the company & net receiver of this
currency, while a negative amount indicates thegamy is a net payer.

The company policy allows hedges of cash flow expes of up to one year. The table below summatimsompany's foreign currency

forward contracts and average contract rates ati@ber 31, 1997. Foreign currency amounts are atsht exchange rates as of December
31, 1997.

Foreign currency Forward Contrac ts
contracts ($ millions) Sold Avg. rate Bough t Avg. rate
British pound $5.0 1.68 $17 1 161
Dutch guilder 2.0 2.00 -- --
French franc 3.3 5.9 --

German mark 12.4 1.79 --

Italian lira 2.3 1726 --

Spanish peseta 2.3 151.5 --

The foreign currency hedges are straightforwardrects that have no embedded options or other tdratsnvolve a higher level of
complexity or risk.

OTHER LONG-TERM LIABILITIES

Other long-term liabilities were $172.1 million 1997, an increase of $20.2 million from $151.9 imillin 1996. Increases of $4.9 million for
pension-related liabilities and $5.8 million forfdered compensation were the primary causes foindtrease. Also included in other long-
term liabilities were amounts for workers' compéiogr vacation accrual, a reserve for estimatedrenmnental-remediation liabilities (see
"Environmental Matters" on the next page) and & $dillion residual reserve for the estimated pagtiability primarily associated with
claims pending in the company's asbestos-reldigétion.
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Based upon the company's experience with the axbeshted litigation--as well as the Wellingtonrdgment, other settlement agreements
with certain of the company's insurance carriedsamearlier interim agreement with several prin@wyiers--the residual reserve of $4.6
million is intended to cover potential liability drsettiement costs that are not covered by insetdagal and administrative costs not covered
under the agreements and certain other factordithat been involved in the litigation about whicttertainties exist. Future costs of litigal
against the company's insurance carriers and tbal costs indirectly related to the litigationpected to be modest, will be expensed
outside the reserve. Amounts, primarily insuraitigaltion costs, estimated to be payable within pear are included under current liabiliti

This reserve does not address any unanticipatetttied in expected insurance coverage that mightlrén the future related to pending
lawsuits and claims nor any potential shortfalbirth coverage for claims that are subject to thies®ent class action referred to on pages 59
64.

ASBESTOS-RELATED LIABILITIES

The company reserved $179.7 million in long-terabilities and $72.0 million in current accrued llgies for asbestos-related claims. The
company has recorded an insurance asset (see @pietbe amount of $291.6 million for coverageagsbestos-related claims. See discussion
on pages 59-64.

ENVIRONMENTAL MATTERS

In 1997, the company incurred capital expenditofegpproximately $1.2 million for environmental cpliance and control facilities and
anticipates comparable annual expenditures foetposposes for the years 1998 and 1999. The cong@ag/not anticipate that it will incur
significant capital expenditures in order to méet tequirements of the Clean Air Act of 1990 arelfthal implementing regulations
promulgated by various state agencies.

As with many industrial companies, Armstrong isreutly involved in proceedings under the ComprehlenBnvironmental Response,
Compensation and Liability Act ("Superfund"), arichar state laws at approximately 17 sites. In huases, Armstrong is one of many
potentially responsible parties ("PRPs") who haoteintarily agreed to jointly fund the required istigation and remediation of each site.
With regard to some sites, however, Armstrong dispu
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the liability, the proposed remedy or the proposest allocation. Armstrong may also have rightsaftribution or reimbursement from ott
parties or coverage under applicable insuranceipsliThe company is also remediating environmertatamination resulting from past
industrial activity at certain of its current plagites.

Estimates of future liability are based on an eatitin of currently available facts regarding eautividual site and consider factors including
existing technology, presently enacted laws andlegigns and prior company experience in remediatiocontaminated sites. Although
current law imposes joint and several liabilityalhparties at any Superfund site, Armstrong's icoation to the remediation of these sites is
expected to be limited by the number of other camgsaalso identified as potentially liable for sitests. As a result, the company's estimated
liability reflects only the company's expected ghain determining the probability of contributidhe company considers the solvency of the
parties, whether responsibility, is being disputed,terms of any existing agreements and experieggarding similar matters. The estimated
liabilities do not take into account any claims fecoveries from insurance or third parties.

Reserves at December 31, 1997, were for potemtiat@mental liabilities that the company considersbable and for which a reasonable
estimate of the potential liability could be madéhere existing data is sufficient to estimate thant of the liability, that estimate has been
used; where only a range of probable liabilityuaikable and no amount within that range is mdkelji than any other, the lower end of the
range has been used. As a result, the companycbased, before agreed-to insurance coverage, $8lidBmio reflect its estimated
undiscounted liability for environmental remediatid\s assessments and remediation activities psegreeach individual site, these
liabilities are reviewed to reflect additional infisation as it becomes available.

Actual costs to be incurred at identified siteghia future may vary from the estimates, given tierent uncertainties in evaluating
environmental liabilities. Subject to the impreoisin estimating environmental remediation costs,dompany believes that any sum it may
have to pay in connection with environmental matterexcess of the amounts noted above would nat aanaterial adverse effect on its
financial condition, liquidity or results of opei@ts, although the recording of future costs maynagerial to earnings in such future period.

STOCK-BASED COMPENSATION PLANS

Awards under the 1993 Long-Term Stock IncentivenPfey be in the form of stock options, stock apiatéan rights in conjunction with

stock options, performance restricted shares astdaeed stock awards. No more than 4,300,000 shafreommon stock may be issued under
the Plan, and no more than 430,000 shares of constock may be awarded in the form of restrictedlstwards. The Plan extends to April
25, 2003. Pre-1993 grants made under predecessw will be governed under the provisions of thulses.
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Options are granted to purchase shares at pri¢dsssothan the closing market price of the sharethe dates the options were granted. The
options generally become exercisable in one tethiears and expire 10 years from the date of grant.

Changes in option shares outstanding

(thousands except for share price) 1997 1996 1995
Option shares at beginning of year 2,161.4 1,841.6 1,612.1
Options granted 286.8 728.7 642.8
Option shares exercised (265.5 (376.7) (390.9)

)

Stock appreciation rights exercised 4.7 ) (10.8) (11.5)
Options cancelled (16.7 ) (21.4) (10.9)
Option shares at end of year 2,161.3 2,161.4 1,841.6
Option shares exercisable at end

of year 1,262.1 1,185.8 1,196.7
Shares available for grant 1,585.5 1,914.6 2,838.9
Weighted average price per share:

Options outstanding $ 54.01 $ 50.06 $ 43.00

Options exercisable 46.88 41.11 37.93

Options granted 69.63 60.30 52.47

Option shares exercised 39.10 36.27 33.48

The following table summarizes information abowicktoptions outstanding at December 31, 1997.

Stock options outstanding as of 12/31/97

Options outstanding Options exercisable
Range Number  Weighted- Weighted- Number  Weighted-
of outstanding average average exercisable average
exercise at remaining exercise at exercise
prices 12/31/97 option life price 12/31/97 price
$28-38 359,876 4.3 $31.75 359,876 $31.75
38-54 361,127 6.4 45.10 361,127  45.10
54-62 846,219 7.7 58.57 527,999 57.91
62-66 306,000 8.1 63.26 10,000 65.50
66-74 288,050 9.2 69.75 3,100 71.15

2,161,272 1,262,102

Performance restricted shares issuable under ®& l1&g-Term Stock Incentive Plan entitle certady kexecutive employees to earn shares
of Armstrong's common stock, only if the total canp or individual business units meet certain piextieined performance measures during
defined performance periods (generally three yed@istal company performance measures include Aongts total shareholder return
relative to a peer group of 12 companies. At thet @frthe performance periods, common stock awawndidarry additional restriction

periods (generally three or four years), wherelgysthares will be held in custody by the companil the expiration or termination of the
restrictions. Compensation expense will be chatgeshrnings over the period in which the restritsitapse. Within the performance periods
at the end of 1997 were 109,837 performance réstirghares outstanding, with 6,253 accumulatedieind equivalent shares. Restricted
common stock awards will be issued in 1998 basetth@mperformance period ending December 31, 199thifthe restriction periods at the
end of 1997 were 180,199 shares of restricted camstaxk outstanding, with 9,118 accumulated divitlequivalent shares, based on

performance periods ending prior to 1997.
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Restricted stock awards can be used for the puspafsecruitment, special recognition and retentibkey employees. Awards for 27,700
shares of restricted stock were granted (exclugeriprmance based awards discussed above) duréig A9the end of 1997, there were
151,039 restricted shares of common stock outstgnaith 7,097 accumulated dividend equivalent share

On January 1, 1996, the company adopted SFAS Ny."A2counting for Stock-Based Compensation,” wipehnmits entities to continue to
apply the provisions of APB Opinion No. 25 and pdevpro forma net earnings and pro forma earnimgspare disclosures. Had
compensation cost for these plans been determmegistent with SFAS No. 123, the company's netiegsrand earnings per share (EPS)

would have been reduced to the following pro foamaunts.

(millions) 1997

Net earnings: As reported $ 185.0
Pro forma 180.7

Basic EPS: As reported 4.55
Pro forma 4.45

Diluted EPS: As reported 4.50
Pro forma 4.39

1996 1995
$ 1559 $ 1233
150.7 121.4
3.81 2.94
3.68 2.89
3.61 2.68
3.49 2.64

The fair value of grants was estimated on the dbtgant using the Black-Scholes option-pricing mlogith the following assumptions for

1997, 1996 and 1995.

1997
Risk-free interest rates 6.21%
Dividend yield 2.46%
Expected lives 5years 5
Volatility 19%

1996 1995
6.17% 6.38%
2.32% 2.39%
years 5 years
21%  25%

Because the SFAS No. 123 method of accounting dialse®en applied to grants prior to January 1, 1885resulting pro forma compensat

cost may not be representative of that to be ergaatfuture years.

TREASURY SHARES

Treasury share changes for 1997, 1996 and 19%sdm@lows:

Years ended

December 31 (thousands) 1997
Common shares

Balance at beginning of year 10,714.6
Stock purchases/(1)/ 1,299.2
Stock issuance activity, net/(2)/ (254.3
Balance at end of year 11,759.5

Note 1: Includes small unsolicited buybacks of shas, shares received under

1996 1995

15,0141  14,602.1
1,357.6 795.7
(5,657.1)  (383.7)

10,7146 15,0141

share tax withholding transactions and open maruathases of stock through brokers.

Note 2: 1996 includes 5,057,400 shares issued assult of conversion of

preferred to common stock.



In July 1996, the Board of Directors authorized¢benpany to repurchase an additional 3.0 millicareh of its common stock through the
open market or through privately negotiated tratisas bringing the total authorized common shapeirehases to 5.5 million shares. Under
the total plan, Armstrong has repurchased appraein&,661,000 shares through December 31, 199#,aviotal cash outlay of $218.7
million, including 1,281,000 repurchased in 1997.

PREFERRED STOCK PURCHASE RIGHTS PLAN

In 1996, the Board of Directors renewed the comfgh986 shareholder rights plan and in connectieretwith declared a distribution of one
right for each share of the company's common stot&tanding on and after January 19, 1996. In gértbe rights become exercisable at
$300 per right for a fractional share of a neweseaf Class A preferred stock 10 days after a pess@roup, other than certain affiliates of
the company, either acquires beneficial ownershighares representing 20% or more of the votinggraf the company or announces a
tender or exchange offer that could result in quefson or group beneficially owning shares reprisgr28% or more of the voting power of
the company. If thereafter any person or group imasothe beneficial owner of 28% or more of thengfiower of the company or if the
company is the surviving company in a merger wigleeson or group that owns 20% or more of the ggpiower of the company, then each
owner of a right (other than such 20% shareholder)ld be entitled to purchase shares of companyhwamstock having a value equal to
twice the exercise price of the right. Should thepany be acquired in a merger or other businesdication, or sell 50% or more of its
assets or earnings power, each right would ertiléholder to purchase, at the exercise price, comshares of the acquirer having a value of
twice the exercise price of the right. The exerpisee was determined on the basis of the Boaieis of the long-term value of the
company's common stock. The rights have no votowggp nor do they entitle a holder to receive dividie At the company's option, the
rights are redeemable prior to becoming exercisatblive cents per right. The rights expire on Me2d, 2006.

LITIGATION AND RELATED MATTERS

ASBESTOS-RELATED LITIGATION
PERSONAL INJURY LITIGATION

The company is one of many defendants in approxin®3,000 pending claims as of December 31, 1898ging personal injury from
exposure to asbestos. The increase in the numimdaiofs during the last two quarters of 1997 isnauiily due to the inclusion of cases that
had been subject to an injunction related to ther@ire Settlement Class Action ("Georgine"), ddssdibelow, and those that had been filed
in the tort system against other defendants (ah@dgainst the Center for Claims Resolution ("Ceéhterembers) while Georgine was
pending.

Nearly all claims seek general and punitive damagisgng from alleged exposures, at various tirfresn World War Il onward, to asbes-
containing products. Claims against the compangggly involve allegations of negligence, strietdility, breach of warranty and conspirz
with respect to its
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involvement with asbestos-containing insulationdarcts. The company discontinued the sale of alh gwoducts in 1969. The claims also
allege that injury may be determined many yeard@u years) after first exposure to asbestosrliNal suits name many defendants, and
over 100 different companies are reportedly invdlvEhe company believes that many current plamtfie unimpaired. A large number of
claims have been settled, dismissed, put on iratists or otherwise resolved, and the company géipés involved in all stages of claims
resolution and litigation, including individual &fs, consolidated trials and appeals. Neitherdke of future filings and resolutions nor the
total number of future claims can be predictedt time with a high degree of certainty.

Attention has been given by various parties to 8Sega comprehensive resolution of the litigation1991, the Judicial Panel for Multidistr
Litigation ordered the transfer of federal casetheoEastern District of Pennsylvania in Philad&dbr pretrial purposes. The company
supported this transfer. Some cases are periogliecdfiased for trial, although the issue of pueitlamages is retained by the transferee court
That court has been instrumental in having theigmresolve large numbers of cases in variousdigtions and has been receptive to diffe
approaches to the resolution of claims. Claimgatescourts have not been directly affected bytitwesfer, although most recent cases have
been filed in state courts.

Georgine Settlement Class Action

Georgine v. Amchem was a settlement class actied iin the Eastern District of Pennsylvania, onudamp 15, 1993, that included essentially
all future personal injury claims against membdrthe Center, including the company. It was dedigieeestablish a nonlitigation system for
the resolution of such claims, and offered a mefoogrompt compensation to claimants who were pationally exposed to asbestos if they
met certain exposure and medical criteria. Comp@&rsamounts were derived from historical settletdata and no punitive damages were
to be paid. The settlement was designed to, amtiveg things, minimize transactional costs, inclgdattorneys' fees, expedite compensation
to claimants with qualifying claims, and relieve ttourts of the burden of handling future claimas& on maximum mathematical
projections covering a ten-year period starting984, the company estimated in Georgine a reasppaiskible additional liability of $245
million.

The District Court, after exhaustive discovery sestimony, approved the settlement class actiorismetd a preliminary injunction that
barred class members from pursuing claims agaiesteT members in the tort system. The U.S. Couftppieals for the Third Circuit
reversed that decision, and the reversal was sestdiy the U.S. Supreme Court on June 25, 199dirtgpthat the settlement class did not
meet the requirements for class certification urkegteral Rule of Civil Procedure 23. The prelimjnizjunction was vacated on July 21,
1997, resulting in the immediate reinstatementnjdieed cases and a loss of the bar against ihg fif claims in the tort system. The
company believes that an alternative claims regmiuhechanism to Georgine is likely to emerge.
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Asbestos-related liability

During the last half of 1997, the company asse#ise@mpact of the recent Supreme Court ruling smpibjected asbestos resolution and
defense costs. In doing so, the company reviewadng other things, its historical settlement amsyittite incidence of past claims, the mix
of the injuries and occupations of the plaintiffsg number of cases pending against it, the Geemiojection and its experience. Subject to
the uncertainties, limitations and other factofemed to above and based upon its experiencedimpany has recorded $251.7 million on
balance sheet as an estimated minimum liabilityetiend and resolve probable and estimable asbedtied personal injury claims currently
pending and to be filed through 2003. This is manaent's best estimate of the minimum liabilityhaligh potential future costs for claims
could range up to an additional $387 million orestimated maximum liability of approximately $638lion. Because of the uncertainties
related to asbestos litigation, it is not posstblestimate the number of personal injury claina thay be filed after 2003 or their defense and
resolution costs. Therefore, the company's estunability does not include costs for personalinyjclaims that may be filed after 2003,
although it is likely there will be such additiordhims. Management believes that the potentiaitiatiel costs for claims to be filed through
2003 and those filed thereafter, net of any poaimisurance recoveries, will not have a mateffigrgax effect on the financial condition of
the company or its liquidity, although the net attx effect of any future liabilities recordedamcess of insurance assets could be material tc
earnings in a future period.

PROPERTY DAMAGE LITIGATION

The company is also one of many defendants in b@ipg claims as of December 31, 1997, brought lplipand private building owners.
These claims include allegations of damage to lmgkicaused by asbestos-containing products aretgnseek compensatory and punitive
damages and equitable relief, including reimbursgragexpenditures, for removal and replacemerstuch products. The claims appear tc
aimed at friable (easily crumbled) asbestos-comgiproducts, although allegations encompass béstes-containing products, including
previously installed asbestos-containing resilfeadring. Among the lawsuits that have been reslaee four class actions, which involve
public and private schools, Michigan state pubfid arivate schools, colleges and universities, @nate property owners who leased
facilities to the federal government. The compaigprously denies the validity of the allegationg@agt it in these claims. These suits and
claims are not handled by the Center. Insurancerege has been resolved and is expected to cawesidll costs of these claims.
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CODEFENDANT BANKRUPTCIES

Certain codefendant companies have filed for rategdion under Chapter 11 of the Federal Bankrufogie. As a consequence, litigation
against them (with some exceptions) has been s@myesbtricted. Due to the uncertainties involvibe, long-term effect of these proceedings
on the litigation cannot be predicted.

INSURANCE COVERAGE

The company's primary and excess insurance polfic@sde product hazard and nonproducts (genexbiliy) coverages for personal injury
claims, and product hazard coverage for propentyadge claims. Certain policies also provide covetageCandS, Inc., a former subsidiary
of the company. The company and ACandS, Inc., stentain limits that both have accessed and hatsrezhinto an agreement that reserved
for ACands, Inc., a certain amount of excess insga

California Insurance Coverage Lawsuit

Trial court decisions in the insurance lawsuitdiley the company in California held that the triggecoverage for personal injury claims v
continuous from exposure through death or filingalaim, that a triggered insurance policy shaakpond with full indemnification up to
policy limits, and that any defense obligation @sagpon exhaustion of policy limits. Although net@mprehensive, another decision
established favorable defense and indemnity coeefi@gproperty damage claims, providing coverageéndithe period of installation and a
subsequent period in which a release of fibers weduThe California appellate courts substantiafiyeld the trial court, and that insurance
coverage litigation is now concluded. The compaay tesolved most personal injury products hazavdrage matters with its solvent
carriers through the Wellington Agreement, refetieetielow, or other settlements. In 1989, a settl@mwith a carrier having both primary
and excess coverages provided for certain minimuoannaaximum percentages of costs for personal irglains to be allocated to
nonproducts (general liability) coverage, the petage to be determined by negotiation or in altéraalispute resolution ("ADR").

The insurance carriers that provided personalyrguoducts hazard, nonproducts or property damagerages are as follows: Reliance
Insurance Company; Aetna (now Travelers) CasualtySurety Company; Liberty Mutual Insurance Compdmgivelers Insurance
Company; Fireman's Fund Insurance Company; Insar@ampany of North America; Lloyds of London; varso_ondon market companies;
Fidelity and Casualty Insurance Company; FirsteSkasurance Company; U.S. Fire Insurance Compaagedinsurance Company; Great
American Insurance Company; American Home Assur@&uapany and National Union Fire Insurance Comg&ngwn as the AlG
Companies); Central National Insurance Compangrétate Insurance Company; Puritan Insurance Coynpad Commercial Union
Insurance Company. Midland Insurance Company, aassxcarrier that provided $25 million of persanplry coverage, certain London
companies, and certain excess carriers providihgmoperty damage coverage are insolvent. The emy s pursuing claims against
insolvents in a number of forums.

Wellington Agreement

In 1985, the company and 52 other companies (asbdsfendants and insurers) signed the Wellingtpreément. This Agreement settled
nearly all disputes concerning personal injury rasge coverage with most of the company's carneosjided broad coverage for both
defense and indemnity and addressed both prodaztsdhand non-products (general liability) covesage
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Asbestos Claims Facility ("Facility") and Center fdlaims Resolution

The Wellington Agreement established the Facititgvaluate, settle, pay and defend all personahirglaims against member companies.
Resolution and defense costs were allocated byularrimhe Facility subsequently dissolved, and that€r was created in October 1988 by
21 former Facility members, including the compangurance carriers, while not members, are repteda¥x officio on the Center's
governing board and have agreed annually to pravidertion of the Center's operational costs. Teet€ adopted many of the conceptual
features of the Facility and has addressed thmslai a manner consistent with the prompt, faiol@son of meritorious claims. Resolution
and defense costs are allocated by formula; adgrasrover time have resulted in some increase@ $bathe company.

Insurance Recovery Proceedings

A substantial portion of the company's primary ardess insurance asset is nonproducts (generiityipinsurance for personal injury
claims, including among others, those that invaxposure during installation of asbestos materids. Wellington Agreement and the 1989
settlement agreement referred to above have pomasor such coverage. An ADR process under thdivgedn Agreement is underway
against certain carriers to determine the percenthgesolved and unresolved claims that are nalymts claims, to establish the entitlement
to such coverage and to determine whether and hoeh meinstatement of prematurely exhausted prodiszard insurance is warranted. The
nonproducts coverage potentially available is sarfi&l and, for some policies, includes defensésdosaddition to limits. The carriers have
raised various defenses, including waiver, lachdutes of limitations and contractual defense® @rimary carrier alleges that it is no
longer bound by the Wellington Agreement, and ago#leges that the company agreed to limit itByedafor nonproducts coverage against
that carrier when the Wellington Agreement was a@yriThe ADR process is in the trial phase of bigdirbitration. Other proceedings aga
non-Wellington carriers may become necessary.
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An insurance asset in the amount of $291.6 millsorecorded on the balance sheet and reflectsotimpany's belief in the availability of
insurance in this amount, based upon the compangtsss in insurance recoveries, settlement agreetinat provide such coverage, the
nonproducts recoveries by other companies andgiméom of outside counsel. Such insurance is priegbabrecovery through negotiation or
litigation. A substantial portion of the insuraresset is in ADR, which the company believes mageselved in 1998 or later. A shortfall has
developed between available insurance and amoentsgary for resolution and defense costs. Thigfatiovas $39.9 million at the end of
1997 and included a $1.5 million insurance reco¥ergn an insolvent insurance carrier. The recowd#nnsurance assets to cover the shor
will depend upon the resolution of the ADR and ottisputes with the insurance carriers. The compui®s not believe that after-tax effect
of the shortfall will be material either to thedimcial condition of the company or to its liquidity

CONCLUSIONS

The company does not know how many claims williteglfagainst it in the future, or the details tludrer of pending suits not fully reviewed,
or the defense and resolution costs that may uiiipaesult therefrom, or whether an alternativéhi® Georgine settlement vehicle may
emerge, or the scope of its insurance coverageatigly deemed available.

The company has assessed the impact of the reaprdrSe Court ruling on its projected asbestos wisnl and defense costs. Subject to the
uncertainties, limitations and other factors reddrio above and based upon its experience, theaognimas recorded on the balance sheet
$251.7 million as a minimum estimated liabilitydefend and resolve probable and estimable asbed#isd personal injury claims currently
pending and to be filed through 2003. This is managnt's best estimate of the minimum liabilityhaligh potential future costs for these
claims could range up to an additional $387 milliwran estimated maximum liability of approximat&§39 million. Because of the
uncertainties related to asbestos litigation, itas possible to estimate the number of personatyirclaims that may be filed after 2003 or
their cost. Therefore, the company's estimatedliliabloes not include costs for personal injurgiois that may be filed after 2003, althouc
is likely there will be such additional claims. Magement believes that the potential additionalscfastclaims to be filed through 2003 and
those filed thereafter, net of any potential insgearecoveries, will not have a material afterafect on the financial condition of the
company or its liquidity, although the net aftex-&ffect of any future liabilities recorded in esseof insurance assets could be material to
earnings in a future period.

An insurance asset in the amount of $291.6 millsorecorded on the balance sheet and reflectsotimpany's belief in the availability of
insurance in this amount, based upon the compangtsss in insurance recoveries, settlement agreetinat provide such coverage, the
nonproducts recoveries by other companies, andghéon of outside counsel. Such insurance is ftebaf recovery through negotiation or
litigation. A substantial portion of the insurarasset is in ADR, which the company believes mageselved in 1998 or later. A shortfall has
developed between available insurance and amoentsgary for resolution and defense costs. Thigfatiovas $39.9 million at the end of
1997 and included a $1.5 million insurance reco¥ergn an insolvent insurance carrier. The recowd#nnsurance assets to cover the shor
will depend upon the resolution of the ADR and oftisputes with the insurance carriers. The commhgs not believe that after-tax effect
of the shortfall will be material either to thedimcial condition of the company or to its liquidity

The company believes that a claims resolution m@shaalternative to the Georgine settlement wigmwally emerge, and that the resolu
and defense costs are likely to be higher thardnker maximum mathematical projection in Georgine

Subject to the uncertainties, limitations and oflaetors referred to elsewhere in this note an@dapon its experience, the company beli
it is probable that substantially all of the defeasd resolution costs of property damage clainieicovered by insurance.

Even though uncertainties remain as to the potemtimber of unasserted claims and the liabilityhésg therefrom, and after consideration
of the factors involved, including the ultimate peaof its insurance coverage, the Wellington Agreeinand other settlements with insurance
carriers, the results of the California insuranoeetage litigation, the establishment of the Ceriter likelihood that an alternative to the
Georgine settlement will eventually emerge, an@xserience, the company believes the asbestdedatiaims against the company would
not be material either to the financial conditidriitee company or to its liquidity, although the adter-tax effect of any future liabilities
recorded in excess of insurance assets could beriaddb earnings in such future period.
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Independent auditors' report
The Board of Directors and Shareholders, Armstidfagld Industries, Inc.:

We have audited the consolidated financial statesn@Armstrong World Industries, Inc. and subgigis as listed in the accompanying
index. In connection with our audits of the condaled financial statements, we also have audifiriancial statement schedule as listed in
the accompanying index. These consolidated finastaégements and financial statement schedulehareesponsibility of the Company's
management. Our responsibility is to express aniopion these consolidated financial statementdiaadcial statement schedule based on
our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the financial position of
Armstrong World Industries, Inc. and subsidiarisoaDecember 31, 1997 and 1996, and the resutteeafoperations and their cash flows
for each of the years in the three-year period émcember 31, 1997, in conformity with generatbgepted accounting principles. Also in
our opinion, the related financial statement schedshen considered in relation to the basic cadatdd financial statements taken as a
whole, presents fairly, in all material respedtg, information set forth therein.

KPMG PEAT MARWICK LLP

Philadelphia, PA
February 13, 1998
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Item 9. Changes in and Disagreements with Accountéon Accounting and

Financial Disclosure

Not applicable

PART 1lI

Item 10. Directors and Executive Officers of the Rgistrant

Directors of the Registrant

The information appearing in the tabulation in $eetion captioned "Election of Directors" on pafjes of the Company's 1998 Proxy
Statement is incorporated by reference herein.

Executive Officers of the Registrant

George A. Lorch* -- Age 56; Chairman of the Boairte April 25, 1994; and President (Chief Execut®féicer) since September 7, 1993;
Executive Vice President 1988-1993.

Marc R. Olivie -- Age 44; President, Worldwide Biiig Products Operations since October 15, 1996 tlaa following positions with Sara
Lee Corporation

(branded consumer products): President, Sara Lae@ilon Europe, Inc. (Italy)

March 1994-October 1996; Vice President, Corpobseelopment, Sara Lee/DE (Netherlands) Septemt®@3-March 1994; Executive
Director, Corporate Development, Sara Lee CorpomafChicago, lllinois/France) April 1990-Septemh883.

Robert J. Shannon, Jr.Age 49, President, Worldwide Floor Products Openatsince February 1, 1997; President Floor PrisdDperation
International February 1, 1996, through February@B7; President American Olean Tile Company, Match 1, 1992 through December
1995.

Stephen E. Stockwell -- Age 52; President, CorgoRetail Accounts Division since November 22, 1994g President, Corporate Retalil
Accounts July 1, 1994, through November 22, 19%h&Bal Manager, Residential Sales, Floor Divisemuary 26, 1994 through July 1,
1994; Field Sales Manager, Floor Division, 1988-4.99

Ulrich J. Weimer -- Age 53; President, Armstrongulation Products since February 1, 1996; Gesdbafer, Armstrong World Industries
G.m.b.H. since December 11, 1995; General Man&¥erldwide Insulation Products Operations Februar§993 through June 1, 1995.

Douglas L. Boles -- Age 40; Senior Vice Presidéhtman Resources since March 1, 1996; and the faipywositions with PepsiCo
(consumer products):

Vice President of Human Resources, Pepsi Foodmbtienal Europe Group (U.K.) June 1995-Februa§6l¥ice President of Human
Resources, Walkers Snack Foods (U.K.) March 199%-1995; Vice President of Human Resources, Snackuves Europe (Netherlands)
September 1992-March 1994.

Deborah K. Owen -- Age 46; Senior Vice Presidentr8tary and General Counsel since January 1, ¥a88ney, Law Offices of Deborah
K. Owen, Columbia, MD, September 1996-September 1B@rtner, Arent Fox Kintner Poltkin & Kahn lawrfi, Washington DC, August
1994-August 1996; Commissioner, Federal Trade Casion, Washington, DC, October 1989-August 1994.

Frank A. Riddick, Il -- Age 40; Senior Vice Presiat, Finance and Chief Financial Officer since Ap8i95; and the following positions with
FMC Corporation, Chicago, IL (chemicals, machine@dntroller May 1993-March 1995; Treasurer Deceni®#90-May 1993.

Edward R. Case -- Age 51, Vice President and Treasince May 8, 1996; and the following positiavith Campbell Soup Company
(branded food products):
Director, Corporate Development October 1994-Ma96t Director, Financial
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Planning, U.S. Soup May 1993-September 1994; Deprggsurer September 1991-April 1993.
Bruce A. Leech, Jr. -- Age 55; Controller since Fetuary 1, 1990.

All information presented above is current as oféhal, 1998. The term of office for each Execut®féicer in his present capacity is one
year, and each such Executive Officer will servel weelected or until a successor is elected atttnual meeting of directors which follo
the annual shareholders' meeting. Each Executifieedhas been employed by the Company in excefigeotontinuous years with the
exception of Messrs. Boles, Case, Olivie, Riddic# &s. Owen.

(*)Member of the Executive Committee of the Boafdirectors as of March 1, 1998.

Iltem 11. Executive Compensation

The information appearing in the sections captidtizicectors' Compensation” on pages 5-6 and "Exee@fficers' Compensation," (other
than the information contained under the subcapfarformance Graph") and "Retirement Income Planddits,” on pages 11-15 of the
Company's 1998 Proxy Statement is incorporatecfarence herein.

Item 12. Security Ownership of Certain Beneficial Qvners and Management

The information appearing in the sections captidtgtdck Ownership of Certain Beneficial Owners"mage 17 and "Directors' and
Executive Officers' Security Ownership" on pagef the Company's 1998 Proxy Statement is incorpdriaereference herein.

Item 13. Certain Relationships and Related Transaains

Not applicable
PART IV

Iltem 14. Exhibits, Financial Statement Schedulesnal Reports on Form 8K

The financial statements and schedules filed astaopthis Annual Report on Form 10-K are listadhe "Index to Financial Statements and
Schedules" on page 72.

-67-



a. The following exhibits are filed as a part dtAnnual Report on Form 10-K:

Exhibits

.3(a) Copy of registrant's By-laws, as

No.

No.

No.

No.

No.

No.

No.

No.

1998.

. 3(b) Registrant's restated Articles of

amended, are incorporated by refe
registrant's 1994 Annual Report o
appear as Exhibit 3(b).

4(a) Registrant's Rights Agreement eff
1996, between the registrant and
Services, L.L.C., as Rights Agent
registrant's Preferred Stock Purc
by reference herein from registra
on Form 8-A/A dated March 15, 199
Exhibit 4.

4(b) Registrant's Retirement Savings a
as amended and restated effective
incorporated by reference herein
Report on Form 10-K where it appe

4(d) Registrant's Indenture, dated as
between the registrant and Morgan
New York, as Trustee, as to which
Chicago is successor trustee, is
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wherein it appeared as Exhibit 4(

4(e) Registrant's Supplemental Indentu
19, 1990, between the registrant
of Chicago, as Trustee, is incorp
from registrant's 1994 Annual Rep
appeared as Exhibit 4(d).

10(i))(a)  Copy of Agreement Concerning Asbe

dated June 19, 1985, (the "Wellin
registrant and other companies.

10(i)(b) Producer Agreement concerning Cen

Resolution dated September 23, 19
other companies as amended is inc
from registrant's 1996 Annual Rep
appeared as Exhibit 10(i)(b).

10(i)(c)  Credit Agreement between the regi
therein, and Morgan Guaranty Trus
Agent, dated as of February 7, 19
$200,000,000 credit facility, is
herein from registrant's 1994 Ann
wherein it appeared as Exhibit 10

10(iii)(a) Registrant's Long-Term Stock Opti
amended, is incorporated by refer
1995 Annual Report on Form 10-K w
10(iii)(a). *
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Directors, as amended, is incorpo
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appeared as Exhibit 10(iii)(b). *

10(iii)(c) Registrant's Directors' Retiremen
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b. During the last quarter of 1997, no reports om#8-K were filed.

This 10-K contains certain "forward looking statet®2 (within the meaning of the Private Securitiiggation Reform Act of 1995). Among
other things, they pertain to the Company's eamiliquidity and financial condition; the ultimadetcome of the Company's asbestos-related
litigation (including the likelihood that an altetive to the Georgine settlement will be negotigtadd certain operational matters. Words or
phrases denoting the anticipated results of futmemnts - such as "anticipate,” "believe," "estimidtexpect,” "will likely," "are expected to,"
"will continue," "project,” and similar expressiotigat denote uncertainty - are intended to iderstifgh forward-looking statements. Actual
results may differ materially from anticipated frguesults: (1) as a result of risk and uncerteiitiientified in connection with those forward-
looking statements, including those factors idé&difunder the sections captioned "Outlook™" in Mamagnt's Discussion and Analysis of
Financial Condition and Results of Operations dm¢ factors identified under the caption "Litigatand Related Matters" in the Notes to
Consolidated Financial Statements in connectioh thié Company's asbestos-related litigation; (2) essult of factors over which the
company has no control, including the strengtharfidstic and foreign economies, sales growth, cdtiggeind certain costs increases; ol

if the factors on which the Company's conclusiaesbased do not conform to the Company's expentatio

SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the reaiigthas duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized.

ARMSTRONG WORLD INDUSTRIES, INC.
(Registrant)

By /s/ George A. Lorch

Date March 20, 1998

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdaticated.

Directors and Principal Officers of the registrant:

George A. Lorch Chairman and President

(Principal Executive Off icer)
Frank A. Riddick, Il Senior Vice President, F inance

(Principal Financial Off icer)
Bruce A. Leech, Jr. Controller

(Principal Accounting Of ficer)
H. Jesse Arnelle Director
Van C. Campbell Director By /s/ George A. Lorch
Donald C. Clark Director -
James. E. Marley Director ( George A. Lorch, as
David W. Raisbeck Director a ttorney-in-fact and
J. Phillip Samper Director o] n his own behalf)
Jerre L. Stead Director A s of March 20, 1998
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ARMSTRONG WORLD INDUSTRIES, INC. AND SUBSIDIARIES

Index to Financial Statements and Schedules

The following consolidated financial statements &ithncial Review are filed as part of this AnnRajport on Form 10-K:
Consolidated Balance Sheets as of December 31, 199d 1996

Consolidated Statements of Earnings for the Yeade# December 31, 1997, 1996, and 1995
Consolidated Statements of Cash Flows for the YEaded December 31, 1997, 1996, and 1995
Consolidated Statements of Shareholders' EquitthfolYears Ended December 31, 1997, 1996, and 1995

Notes to Consolidated Financial Statements

The following additional financial data should le&ad in conjunction with the financial statementheRiules not included with this additional
data have been omitted because they are not dplglioathe required information is presented infthencial statements or the financial
review.

Additional Financial Data Page No.

Computation for Basic Earnings

per Share 73
Computation for Diluted Earnings

per Share 74
Schedule Il - Valuation and Qualifying Reserves 75
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COMPUTATION FOR BASIC EARNINGS PE
FOR THE YEARS ENDED DECEMBER
(AMOUNTS IN MILLIONS EXCEPT FOR PER-

Common Stock and Common Stock Equivalents

Average number of common shares outstanding

Basic Earnings Per Share
Earnings from continuing businesses
Less:
Dividend requirement on Series A
convertible preferred stock
Plus:
Tax benefit on dividends paid on
unallocated preferred shares

Pro forma earnings (loss) available for common

shareholders:

Continuing businesses

Discontinued business

Before Extraordinary Loss

Extraordinary Loss

Net Earnings

Basic earnings (loss) per share of common stock

Continuing businesses

Discontinued business

Before Extraordinary Loss

Extraordinary Loss

Net Earnings
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Exhibit No. 11(a)

R SHARE
31
SHARE DATA)

1997 1996 1995

406 39.1 37.1

$185.0 $164.8 $13.6

- 8.8 18.8

-- 2.0 4.5

1850 158.0 (0.7)

185.0 158.0 109.0

$185.0 $149.1 $109.0

$455 $4.04 $(0.02)

$455 $381 $294




Exhibit No. 11(b)

COMPUTATION FOR DILUTED EARNINGS PER SHARE
FOR THE YEARS ENDED DECEMBER 31
(AMOUNTS IN MILLIONS EXCEPT FOR PER-SHARE DATA)

1 997 1996 1995

Common Stock and Common Stock Equivalents
Average number of common shares outstanding 4 0.6 39.1 37.1
Average number of common shares issuable

under stock options 0.4 0.4 0.3
Average number of common shares issuable

under the Employee Stock Ownership Plan - - 2.6 5.4
Average number of common and common

equivalent shares outstanding 4 1.0 42.1 42.8
Adjustments to Earnings
Earnings from continuing businesses $18 5.0 $164.8 $13.6
Less:

Increased contribution to the Employee

Stock Ownership Plan assuming

conversion of preferred shares to

common - - 3.2 7.3

Net reduction in tax benefits assuming

conversion of the Employee Stock

Ownership Plan preferred shares to

common - - 0.6 1.2
Pro forma earnings available for common
shareholders:

Continuing businesses 18 5.0 161.0 5.1

Discontinued business - - - 109.7

Before Extraordinary Loss 18 5.0 161.0 114.8

Extraordinary Loss - - (8.9) -

Net Earnings $18 5.0 $152.1 $114.8
Diluted earnings (loss) per share of
common stock

Continuing businesses $4 .50 $3.82 (a) $(0.02)

Discontinued business - - - 2.56

Before Extraordinary Loss $4 .50 $3.82 $2.68

Extraordinary Loss - - (0.21) -

Net Earnings $4 .50 $3.61 $2.68

(a) Diluted earnings (loss) per share from contiglhusinesses for 1995 was antidilutive.
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SCHEDULE I

Valuation and Qualifying Reserves of Accounts Receable

For Years Ended December 31

Provision for Losses 1997

Balance at Beginning of Year $10.9
Additions Charged to Earnings 7.3
Deductions 5.4
Balance at End of Year $12.8

Provision for Discounts

Balance at Beginning of Year $24.0
Additions Charged to Earnings 76.7
Deductions 76.0
Balance at End of Year $24.7

Provision for Discounts and Losses

Balance at Beginning of Year $34.9
Additions Charged to Earnings 84.0
Deductions 81.4
Balance at End of Year $37.5

(amounts in millions)
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1996 1995
$8.7 $9.7
5.4 2.9
3.2 3.9
$10.9 $8.7
$20.3 $17.3
74.5 82.2
70.8 79.2
$24.0 $20.3
$29.0 $27.0
79.9 85.1
74.0 83.1
$34.9 $29.0
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Exhibit 3(a)
Bylaws
of
Armstrong

ARMSTRONG WORLD INDUSTRIES, INC.
LANCASTER, PENNSYLVANIA
EFFECTIVE MARCH 9, 1998

ARTICLE |
Office
The principal office of the Company shall be in taster, Pennsylvania.

All meetings of directors and stockholders shalhbil at the principal office of the Company unl#gssBoard of Directors shall decide
otherwise, in which case such meetings may bewithin or without the Commonwealth of Pennsylvaasthe Board may from time to tir
direct.

ARTICLE Il
Stockholder's Meetings

An annual meeting of stockholders shall be helddaoh calendar year on such date and at such timawabe fixed by the Board of Directors
for the purpose of electing directors and the matisn of such other business as may properly doef@re the meeting.

Special meetings of the stockholders may be callehy time by the President or the Board of DoextAt any time, upon written request of
any person or persons who have duly called a dpmeieting, it shall be the duty of the Secretarfixdhe date of the meeting, to be held not
more than sixty days after the receipt of the retjuand to give due notice thereof. If the Secyesaall neglect or refuse to fix the date of the
meeting and give notice thereof, the person orguexrsalling the meeting may do so.

Special meetings of the holders of No Par Prefestedk for the purpose of electing directors magdléed as provided in the Articles of
Incorporation, as amended.

Written notice of the place, day, and hour of adlatings of stockholders and, in the case of a apewieting, of the general nature of the
business to be transacted, shall be given to @éacki®lder of record entitled to vote at the paitic meeting either personally or by sendit
copy of the notice through the mail, or by telegrahmarges prepaid, to the address of the stockhafajeearing on the books of the Company
or supplied by him to the Company for the purpdseatice. Except as otherwise provided by thesawsglor by law, such notice shall be
given at least five days before the date of thetimgdy the President, Vice President, or Secretanyaiver in writing of any written notice
required to be given, signed by the person entitleslich notice, whether before or after the titagesl, shall be deemed equivalent to the
giving of such notice. Attendance of a person,egith person or by proxy, at any meeting shall tiare a waiver of notice of such meeting,
except where a person attends a meeting for theeexpurpose of objecting to the transaction oflarsiness because the meeting was not
lawfully called or convened.

Nominations of candidates for election to the BoafrBirectors may be made by the Board of Directarby any stockholder of the Comps:
entitled to notice of, and to vote at, any meetiatled for the election of directors. Nominatioother than those made by or on behalf of the
Board of Directors of the Company, shall be maderiting and shall be received by the SecretarthefCompany not later than (i), with
respect to an election of directors to be helcharmual meeting of stockholders, ninety (90) dajar to the anniversary date of the
immediately preceding annual meeting i



(i), with respect to an election of directors ®lield at a special meeting of stockholders, theecbf business on the tenth (10th) day
following the date on which notice of such meeimfjrst given to stockholders or public disclosofdhe meeting is made, whichever is
earlier. Such notification shall contain the foliog information to the extent known to the notifyistockholder: (a) the name, age, business
address, and residence address of each proposédegoamd of the notifying stockholders; (b) thenpipal occupation of each proposed
nominee; (c) a representation that the notifyinglkdtolder intends to appear in person or by praxhe@meeting to nominate the person or
persons specified in the notice; (d) the classtated number of shares of the Company that arefimsiéy owned by the notifying
stockholders and, if known, by the proposed nomifeethe total number of shares of the Companiulibbe voted by the notifying
stockholder for each proposed nominee; (f) a dpeserni of all arrangements or understandings betwieemotifying stockholders and each
nominee and any other person or persons (namirfgErson or persons) pursuant to which the nonoinati nominations are to be made by
the notifying stockholder; (g) such other infornoatregarding each nominee proposed by such stabihak would be required to be
included in a proxy statement filed with the Setteisiand Exchange Commission pursuant to Rule 1d(@¢@r the Securities Exchange Act of
1934, as amended, had the nominee been nominateteiaded to be nominated, by the Board of Dires;tand (h) the consent of each
nominee to serve as a director of the Company élected. Nominees of the Board of Directors shalthe extent appropriate, provide the
same information about themselves as in (a) thr¢hfyabove to the Secretary of the Company. The g2my may request any proposed
nominee to furnish such other information as magoaably be required by the Company to determiagtialifications of the proposed
nominee to serve as a director of the Company. iWitfieen (15) days following the receipt by thecsetary of a stockholder notice of
nomination pursuant hereto, the Board Affairs amy&nance Committee shall instruct the Secretath@fCompany to advise the notifying
stockholder of any deficiencies in the notice asigheined by the Committee. The notifying stockholsleall cure such deficiencies within
fifteen

(15) days of receipt of such notice. No persond slezeligible for election as a director of ther@many unless nominated in accordance
herewith. Nominations not made in accordance héhemvay, in the discretion of the presiding offie¢ithe meeting and with the advice of
Board Affairs and Governance Committee, be disiggrhiby the presiding officer and, upon his or hstrictions, all votes cast for each such
nominee may be disregarded. The determinationiseoptesiding officer at the meeting shall be cosigkeiand binding upon all stockholders
of the Company for all purposes.

At any meeting of the stockholders, the presemcperson or by proxy, of stockholders entitleddstat least a majority of the votes whict
stockholders are entitled to cast upon any mattait sonstitute a quorum for the transaction ofibess upon such matter, and the
stockholders present at a duly organized meetingoatinue to do business until adjournment, ndistanding the withdrawal of enough
stockholders to leave less than a quorum. If aimgeannot be organized because a quorum hasteatlat, those present may, except as
otherwise provided by law, adjourn the meetinguchstime and place as they may determine, butarcéise of any meeting called for the
election of directors, those who attend the seadralich adjourned meetings, although less tharoeuqu shall nevertheless constitute a
qguorum for the purpose of electing directors.

Except as otherwise provided in the Articles ofdmporation, as amended, or by law, every stockhalfleecord shall have the right, at every
stockholders' meeting, to one vote for every sktmding in his name on the books of the Compangath election of directors, every
stockholder entitled to vote shall have the righitultiply the number of votes to which he may hétked by the total number of directors to
be elected, and he may cast the whole number bf\gtes for one candidate or he may distribute themong any two or more candidates.

Every stockholder entitled to vote at a meetingtotkholders may authorize another person or psrsoact for him by proxy. Every proxy
shall be executed in writing by the stockholdebyhis duly authorized attorney in fact and fileithathe Secretary of the Company.

All questions shall be decided by the vote of tloelsholders present, in person or by proxy, emtitiecast at least a majority of the votes
which



all stockholders present are entitled to cast,asmtgherwise provided by the Articles of Incorpmnatas amended, or by law.

Elections for directors need not be by ballot exaepdemand made by a stockholder at the electidrbafore the voting begins. In advance
of any meeting of stockholders, the Board of Diestmay appoint judges of election who need nattbekholders to act at such meeting or
any adjournment thereof, and if such appointmenbtamade, the chairman of any such meeting maj/parrequest of any stockholder or his
proxy shall, make such appointment at the meefihg.number of judges shall be one or three; aagpbinted at a meeting on request of

or more stockholders or proxies, the majority @& thares present and entitled to vote shall determhether one or three judges are to be
appointed. No person who is a candidate for offitall act as a judge. In case any person appoastfadge fails to appear or fails or refuses
to act, the vacancy may be filled by appointmentienlay the Board of Directors in advance of the eming of the meeting or at the meeting
by the person or officer acting as chairman. Omestof the chairman of the meeting or of any dtotder or his proxy, the judges shall m

a report in writing of any challenge or questiommatter determined by them and execute a cer#fiohtiny fact found by them.

ARTICLE Il
Directors

SECTION 1. The business and affairs of the Comsuayi be managed by a Board of Directors. The tirsmeed not be stockholders of the
Company. The Board shall consist of not less tligint €8) nor more than eleven (11) directors, thece number to be fixed from time to tir
by the Board of Directors pursuant to a resolutidopted by a majority vote of the directors thenffitce, such number being in addition to
any directors that the holders of any class ofgurefl stock, voting as a class, may be entitlezletct as provided in the Articles of
Incorporation, as amended, or in a resolution efBbard establishing any series of preferred stock.

The directors, other than the directors to be etkbly the holders of No Par Preferred Stock, vatisig class, shall be classified in respect to
the time for which they shall severally hold offiog dividing them into three classes, each comgjstis nearly as possible, of one-third of the
whole number of such directors. At each annual mggthe successors to the class of directors wterses expire that year shall be electe
hold office for the term of three years. Each sdicactor shall hold office for the term for whick s elected and until his successor shall
been elected and qualified. Any vacancy in theceffif any such directors shall be filled by an tecby the Board for the unexpired term.

Directors to be elected by the holders of No PeaféPred Stock, voting as a class, shall be eleateichold office as provided in the Articles
Incorporation, as amended.

SECTION 2. The Board of Directors shall hold anw@adrmeeting, without notice, immediately followitfte annual meeting of the
stockholders and shall elect a President, such auoftVice Presidents and Operation or DivisionsRtents as the Board may deem
advisable, a Secretary, a Treasurer, a Contraliet,such Assistant Secretaries and Assistant Therasas the Board may deem advisable.
Board may also at its discretion elect a Chairnfah@® Board. Unless sooner removed by the Boatffaders shall hold office until the next
annual meeting of the Board and until their suamessshall have been elected. The Board shall ilsm, time to time, elect such other offic
and agents as it deems advisable.

The President and the Chairman of the Board, dteté must be selected from the members of thedBwiaDirectors, but the other officers
may but need not be directors.

Any two or more offices may be held by the sames@erexcept the offices of President and Secrepayin no case shall the same person act
in the same matter in two such official capacities.

SECTION 3. All vacancies in office shall be fillbg the Board of Directors, and the Board shall haweer to define the duties of all office



and agents and fix their compensation and may remabits discretion any officer or agent.

SECTION 4. The Board of Directors shall hold meggimt such times and places as it may determimecrs may participate in a meeting
of the Board or a Committee thereof by conferertephone or similar communications equipment byrmaed which all persons
participating in the meeting can hear each othernbtice of regular meetings of the Board needibeng Special meetings of the Board may
be called by the President or a Vice Presidertt®Secretary or by any two directors by giving teritnotice at least twenty-four hours in
advance of the time of the meeting to each direeitiner personally or by telegram, charges premaidy sending a copy of the notice
through the mail at least two days before the ddfi@meeting, to the director's address appeaninthe books of the Company or supplied
by the director to the Company for the purposeatice.

Attendance at any meeting of the Board shall baiaav of notice thereof. If all the members of Bmard are present at any meeting, no
notice shall be required. A majority of the wholawber of the directors shall constitute a quoruntlie transaction of business, but if at any
meeting a quorum shall not be present, the meetagadjourn from time to time until a quorum shmdlpresent.

SECTION 5. The Board of Directors shall cause teduet to the stockholders, within 120 days afterdlose of each fiscal year, financial
statements which shall include a balance sheeftthe @lose of such year, together with statemehiscome and surplus for such year,
prepared so as to present fairly its financial d@bowl and results of its operations. Such finanstatements shall have been examined in
accordance with generally accepted auditing stalsday a firm of independent certified public accamts selected by the Board and shall be
accompanied by such firm's opinion as to the fasra the presentation thereof.

SECTION 6. The Board of Directors may, by resolutialopted by a majority of the whole Board, dedigmae or more committees, each
committee to consist of two or more of the direstof the Company. The Board may designate one oe dicectors as alternate members of
any committee, who may replace any absent or didigaamember at any meeting of the committee. Aogh committee to the extent
provided in such resolution shall have and exeittiseauthority of the Board in the management efttbsiness and affairs of the Company.

ARTICLE IV
OFFICERS
President

SECTION 1. The President shall be the chief exgeutificer of the Company. He shall preside ahadetings of the stockholders and, in the
absence of a Chairman of the Board, at all meetifigjse Board of Directors at which he is presétgt.shall be ex-officio a member of all
standing committees. He shall have the custodiietorporate seal or may entrust the same to ttretaey. He shall make reports of the
Company's business to the Board at such timeseaBdard shall require. He shall perform all thealsluties incident to the office of
President.

Vice-Presidents

SECTION 2. In the absence or disability of the Rlest, his duties shall be performed by one or méce-Presidents designated by the
Board of Directors. They shall perform such othaties as may be assigned to them by the Board.

Chairman of the Board

SECTION 3. The Chairman of the Board, if electémlispreside at all meetings of the Board of Dioestat which he is present. He shall
perform such other duties as may be assigned tdhithe Board.

Secretary



SECTION 4. The Secretary shall attend the meetifidise stockholders and Board of Directors and ke@ptes thereof in suitable books.
shall send out notices of all meetings as requiselhw or these bylaws. He shall be ex-officio essiktant Treasurer. He shall perform all the
usual duties incident to the office of Secretary.

Assistant Secretaries

SECTION 5. In the absence or disability of the 8wy, his duties shall be performed by the Assts&ecretaries. They shall perform such
other duties as may be assigned to them by thedBfddirectors.

Treasurer

SECTION 6. The Treasurer shall have custody of $urfdhe Company and keep or cause to be keptatecaccounts of all money received
or payments made in books kept for that purposeshddl deposit all money received by him in the aaand to the credit of the Company in
such bank or other place or places of deposita8tard of Directors shall designate. He shalbbeféicio an Assistant Secretary. He shall
perform all the usual duties incident to the offadelreasurer.

Assistant Treasurers

SECTION 7. In the absence or disability of the Brear, his duties shall be performed by the Assisfaeasurers. They shall perform such
other duties as may be assigned to them by thedBifddirectors.

Controller

SECTION 8. The Controller shall have general chafghe accounting of the Company and shall perfalinthe usual duties incident to the
office of Controller.

Bonds

SECTION 9. Such officers and employees of the Caowze the Board of Directors shall determine shiakt bond for the faithful discharge
of their duties in such form and for such amourtt aith such surety or sureties as the Board shgllire. The expense of procuring such
bonds shall be borne by the Company.

ARTICLE V
Seal

The Company shall have a seal which shall contemiords "Armstrong World Industries, Inc.," iniecte within which the words
"Incorporated Dec. 30, 1891" shall be contained.

ARTICLE VI
Stock Certificates and Transfers

Stock certificates shall be in such form as therBad Directors may from time to time determine ahehll either be signed by the Presidel
one of the Vice-Presidents or other officer desigddy the Board, and countersigned by the Treasur@n Assistant Treasurer or other
officer designated by the Board and sealed wittsda# of the Company, or, if not so signed andeskahall bear the engraved or printed
facsimile signatures of the officers authorizedign and the engraved or printed facsimile of #ed sf the Company.

The Board of Directors may appoint for any classtotk one or more incorporated banks or trust @ongs in the city of New York, New
York, or elsewhere, to act as Registrar or Registiand also one or more incorporated banks or ¢nmpanies in the city of New York, New
York, or elsewhere, to act as Transfer Agent on$fer Agents. No certificate of stock of any clemswhich a Transfer Agent and Registrar
have beel



appointed shall be valid or binding unless couigeresd by a Transfer Agent and registered by a Regibefore issue.

The shares of the capital stock of the Company,alyadn the surrender and cancellation of the foeate or certificates representing the sz

be transferred upon the books of the Company atetipgest of the holder thereof, named in the sdemed certificate or certificates, in per

or by his legal representatives or by his attorthely authorized by written power of attorney fileith the Company's Transfer Agent. In case
of loss or destruction of a certificate of stockother may be issued in lieu thereof in such maandrupon such terms as the Board shall
authorize.

The Board of Directors may fix a time, not morerttsgventy (70) days prior to the date of any mgatiithe stockholders, or the date fixed
for the payment of any dividend or distributiontbe date for the allotment of rights, or the dateewany change or conversion or exchange
of capital stock will be made or go into effect,zasecord date for the determination of the stotddrs entitled to notice of, or to vote at, any
such meeting, or entitled to receive payment of sush dividend or distribution, or to receive angls allotment of rights, or to exercise the
rights in respect to any such change, conversioexchange of capital stock. In such case, only stiackholders as shall be stockholders of
record on the date so fixed shall be entitled tiicecof, or to vote at, such meeting, or to recgiggment of such dividend or distribution, o
receive such allotment of rights, or exercise suglits, as the case may be, notwithstanding amgtea of stock on the books of the company
after any record date fixed as aforesaid.

ARTICLE VII
Fiscal Year
The fiscal year of the Company shall end on the 8ag of December.
ARTICLE VI
Amendments

Unless otherwise provided in the Articles of Inamgttion, as amended, these bylaws may be amendaddtg of two-thirds of the members
of the Board of Directors at any regular or spegiakting duly convened after the notice of thappae, subject always to the power of
stockholders under law and in accordance with thilas of Incorporation, as amended, to changé sigtion.

ARTICLE IX
Limitation on Directors' Personal Liability; Indeifination of Directors and Officers

SECTION 1. A director of the Company shall not leesonally liable for monetary damages for any actaken or failure to take any action
unless the director has breached or failed to parfbe duties of his or her office under

Section 8363 of the Pennsylvania Directors' Litjoiict and such breach or failure to perform cdngtis self-dealing, willful misconduct or
recklessness; provided, however, that the foregpingision shall not eliminate or limit the lialtyliof a director (i) for any responsibility or
liability of such director pursuant to any crimirghtute, or (ii) for any liability of a directooif the payment of taxes pursuant to local, state or
federal law.

SECTION 2. The Company shall indemnify to the &xtent authorized or permitted by law any persodenar threatened to be made, a
party to or otherwise involved in (as a withessthrerwise) an action, suit or proceeding (whethdt, criminal, administrative or
investigative, and whether by or in the right of Bompany or otherwise) by reason of the factttiaperson is or was a director or officer of
the Company or while a director or officer of then@pany, either serves or served as a directogesffirustee, employee or agent of |



other related enterprise or in connection withlateel employee benefit plan at the request of th@ny or serves or served as a director,
officer, trustee, employee or agent of any otheelated enterprise at the specific written reqoéstie Company against any expenses and
liability actually incurred including without lirmattion judgments and amounts paid or to be paiéfitesnent of and in actions brought by ¢
the right of the Company. Expenses incurred by supbrson in defending a civil or criminal actisnit or proceeding or in enforcing any
right under this Article shall be paid by the Compén advance of the final disposition of the astisuit or proceeding upon receipt of an
undertaking by or on behalf of such person to repah amount to the extent it shall ultimately kéedmined that such person is not entitled
to be indemnified by the Company or, in the casa ofiminal action, the majority of the Board ofr®itors so determines. The right to
indemnification and advancement of expenses cadérr this Section shall not be deemed exclusivengfother rights to which any person
indemnified may be entitled under any agreemerig wbstockholders or directors or otherwise, tlen@any having the express authority to
enter such agreements as the Board of Directoraslappropriate for the indemnification of and adeanent of expenses, including the
creation of a fund therefor or equivalent guarante@resent or future directors and officers & @ompany in connection with their service
as director or officer of the Company or their seg\as director, officer, trustee, employee or agéany other enterprise or in connection
with an employee benefit plan at the request ofGbmpany. The right to indemnification and the atheanent of expenses provided in this
Section shall be a contract right, shall continsi¢oea person who has ceased to serve in the tiagatgscribed herein, and shall inure to the
benefit of the heirs, executors and administrabbisich person.

SECTION 3. No amendment, alteration or repeal isfAiticle 1X, nor the adoption of any provisiorncionsistent with this Article 1X, shall
adversely affect any limitation on the persondility of a director or officer, or the rights ofdirector or officer to indemnification and
advancement of expenses, existing at the timea#f amendment, modification or repeal, or the adopti

of such an inconsistent provisic
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AGREEMENT CONCERNING ASBESTOS-RELATED CLAIMS

This Agreement to provide for the administratioefeshse, payment and disposition of asbestos-retda@ds (hereinbelow referred to as the
"Agreement") is made between and among the Sulisgrifroducers, as defined hereinbelow, and theS®ibirsg Insurers, as defined
hereinbelow.

WITNESSETH:

WHEREAS, Subscribing Producers and Subscribingrarsthave considered the nature of asbestos-retktieas, their number and
widespread distribution throughout the United Statiee various rules of law governing their redolutthe scope and complexity of the
insurance arrangements related thereto, and tliebuhat such claims have placed on the Americdhjastice system; and

WHEREAS, Subscribing Producers and Subscribingrersurecognize the existence of numerous insuremeerage disputes between and
among Insurers and Producers, differing court dmtés and the existence of cross-actions amonguesrd and among Insurers; and

WHEREAS, Subscribing Producers and Subscribingrirsudesire to simplify the procedures for handilegms, reduce the costs of such
procedures, apply insurance arrangements in astensmanner and take other steps reasonable acticpt to ensure the expenditure of
funds for the reasonable payment of meritoriousngaat reasonable processing costs; and

WHEREAS, Subscribing Producers and Subscribingrarsuesire to resolve and discontinue the variigsutes concerning insurance
coverage for asbestos- related claims and to emipok a method for resolution of asbestos-relaf@chs and the insurance arrangements
pertaining thereto;

NOW THEREFORE, in consideration of the mutual cars herein contained and intending to be legallyniol hereby, the Subscribi
Producers and Subscribing Insurers hereby agréslaws:

I. GENERAL CONDITIONS

1. Any Producer or Insurer may become a signatwtii¢ Agreement on or before June 19, 1985, asd ioing shall agree to be bound by
the terms and conditions of the Agreement and thgeAdices hereto, and prior to said date shalt pfeticipation in the Agreement to each
and every of its Producers or Insurers, as the wasebe. If a Producer or Insurer does not becosigretory hereto on or before June 19,
1985, but subsequently wants to become a signatoayresult of changed circumstances, participatitime Agreement by such Producer or
Insurer may be in conflict with the fixed commitnteand compromises upon the basis of which othadluRers and Insurers will have
entered into the Agreement on or before June 185.1Rarticipation in the Agreement by additionapwsed signatories therefore shall be
considered only in accordance with Section XXI rdrelow.

2. The Agreement is intended to apply solely teeatds-related claims, as defined hereinbelow.thésproduct of informed negotiations
among the signatories hereto, involving compromiggaeviously stated legal positions. The Agreentkres not necessarily reflect the vit
of

-3-



Subscribing Producers and Subscribing Insurers #eeir rights and obligations with regard to megtter persons outside of the scope of the
Agreement, and with respect to all such matterseosons, all signatories reserve all previously Ipelsitions and all other rights and
privileges.

-4-



3. The Agreement is intended to confer rights agnkffits only upon Subscribing Producers and Subisgrinsurers, and is not intended to
confer any rights or benefits upon persons notatmies to the Agreement. No person other thagraasdry hereto shall have any legally
enforceable rights under the Agreement. All righftaction for any breach of this Agreement by aigynatory hereto are hereby reserved to
Subscribing Producers and Subscribing Insurers.

4. All actions taken and statements made by persotigir representatives relating to their papition in the Agreement, including its
development and implementation, shall be withoejystice or value as precedents, and shall notkentas a standard by which other mat
may be judged.

5. All persons subscribing to or otherwise assouajahemselves with the Agreement request all Gatartake notice of its underlying
purpose, and to accord all persons subscribing toherwise associating themselves with the Agregraed their representatives full
privilege and protection with respect to the disale of their actions, statements, documents, papet other materials relating to the
Agreement, including its development and implemigora

[I. ESTABLISHMENT OF FACILITY

1. Subscribing Producers and Subscribing Insureat astablish a non- profit organization to benaas the Asbestos Claims Facility
(hereinafter referred to as the "Facility"). Thecifity shall administer and arrange for the evaluatsettlement, payment or defense of all
asbestos-related claims against Subscribing Preslacel Subscribing Insurers in accordance withptbgisions of the Agreement and
Appendix A hereto, and pursuant to the provisidnaw and professional standards applicable to &illiag Insurers.

2. The Facility shall be governed by a Board ofebiors whose members shall number at least 12 hodenmembers shall contain an equal
number of representatives of Subscribing Produ@mbers and of Subscribing Insurer members. ThedBafaDirectors shall have power to
increase the number of directors and to add puliéctors, to appoint such officers, employees@mdmittees of persons as the Board sees
fit, to define their authorities and responsibéiitiand to set the conditions of their appointmertis. Board of Directors shall have no power to
modify any provisions of the Agreement or of thep&pdices hereto.

3. The Facility shall not sell, lease, exchangertgame, pledge, or otherwise dispose of all or wurtiglly all of its property or assets and s
not dissolve or wind up its affairs except uponadlfffemative vote of two-thirds of Subscribing Pramtr members with two-thirds interest or
two- thirds of Subscribing Insurer members with #thods interest.

[ll. MEMBERSHIP IN FACILITY

1. Subject to the provisions of Section XXI heraildw, each Producer and each Insurer shall becamenaber of the Facility upon becom
a signatory to the Agreement and shall invite ezfdts Producers or
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Insurers, as the case may be, to become a sigrtattrg Agreement and thereby to become a membtbedtacility.
2. Voting rights of members and voting procedutedide determined respectively by Subscribing Beeds and Subscribing Insurers.

3. Neither the Board of Directors nor any otherspas shall have any authority to terminate the negsitip of a member without the consent
of such member; provided, that membership in ttaliBashall terminate at such time as a membelomger has an obligation to make
payments or to pay expenses pursuant to the Agreeand the Appendices hereto. A member may termiitsmembership in the Facility at
any time upon written notice to the Facility, becept as otherwise explicitly provided hereinpteation of membership shall not modify
the rights and obligations of a Subscribing Produsabscribing Insurer or the Facility under theégment and the Appendices hereto.

IV. SUBMISSION AND WITHDRAWAL OF CLAIMS

1. By becoming a signatory to the Agreement, eadis&ibing Producer and each Subscribing Insurggdates the Facility as its sole agent
to administer and arrange on its behalf for thduateon, settlement, payment or defense of all sislserelated claims against such
Subscribing Producer or Subscribing Insurer. As sgjent, the Facility shall have exclusive autliaitd discretion to administer, evaluate,
settle, pay or defend all asbestos- related cldirsept as otherwise provided in Paragraph 2 heedw, the Facility shall serve perpetually
as the sole agent of each Subscribing Produceeartd Subscribing Insurer with respect to all asisestlated claims.

2. Any Subscribing Producer or Subscribing Insumay withdraw the designation of the Facility asside agent made pursuant to Paragraph
2 hereinabove, and may terminate the Facilitylstrégnd authority to act on behalf of such Subsegh®roducer or Subscribing Insurer by
providing written notice to the Facility 60 daysqurto the effective date of such withdrawal; paead, that such withdrawal shall apply only
to asbestos-related claims filed or made agaiestvithdrawing Subscribing Producer or Subscribimgurer subsequent to the effective date
of withdrawal. The Facility shall continue to sea®sole agent for such Subscribing Producer os@ilting Insurer with respect to all
asbestos-related claims filed on or before thectffe date of withdrawal.

V. COOPERATION WITH FACILITY

Each Subscribing Producer and each Subscribingdnshall comply with the terms and conditionstaf Agreement and the Appendices
hereto, and shall cooperate with and assist thiditifae furtherance of such terms and conditioBach Subscribing Producer and each
Subscribing Insurer shall respond fully and innaetiy manner to reasonable requests by the Fafulitinformation and shall assist in the
securing and giving of evidence concerning asbestased claims. To the extent practicable, thdliéashall maintain the confidentiality of
confidential or proprietary information submitted Bubscribing Producers and Subscribing Insurers.
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VI. ALLOCATION OF LIABILITIES AND EXPENSES

1. Liability payments and allocated expenses di@mhllocated to each Subscribing Producer on tteesilech Producer becomes a signatory to
the Agreement. Such allocation shall establishrélsponsibility of each Subscribing Producer foeecpntage of liability payments and a
percentage of allocated expenses attributabledio @aim handled by the Facility as sole agenstarh Subscribing Producer under Section
IV hereinabove. Each Subscribing Producer's peagestof liability payments and allocated expenkall be established as provided in
Appendix A-1 hereto, and shall be subject to mediion only in the manner and to the extent sehftrerein. To the extent that a
Subscribing Producer's percentages of liabilitympeagts and allocated expenses attributable to &planr asbestos-related claim are not
payable by one or more Subscribing Insurers putdoahe Agreement and the Appendices hereto, Sutiscribing Producer shall pay the
percentages of liability payments and allocateceasps in question.

2. Each Subscribing Insurer shall acquiesce inadoidie by the allocation of percentages of liabitisyments and allocated expenses to each
Subscribing Producer, as described in Paragragreirtabove, and shall consider, recognize anddedti Subscribing Producer's shares of
liability payments and allocated expenses attribletéo each asbestos-related claim to be necessaggnable and proper and each
Subscribing Producer to be properly bound and at#igjto pay such sums. Each Subscribing Insurdirgaa share of unallocated expenses
and start-up costs as provided in Appendix A-2 toerehich shall be subject to modification onlytive manner and to the extent set forth
therein.

VII. FACILITY CLAIMS HANDLING

1. Except as otherwise provided in Section IV heabove, the Facility shall administer, evaluatélesgpay or defend all asbestos-related
claims against Subscribing Producers and Subsgribisurers, either within the Facility's proceduoeshrough standard judicial means. The
Facility shall handle each asbestos-related clairhehalf of all Subscribing Producers and Subsugilbhsurers, and shall not settle an
asbestos-related claim on behalf of fewer thaSaliscribing Producers and Subscribing Insurers.FHudity shall settle each asbestos-
related claim so as to extinguish claims for athdges, including punitive damages, and, in théepatint of asbestos-related claims, the
Facility shall not pay punitive damages to clainsant

2. The Facility shall hire competent and experiérnegal counsel to defend asbestos-related clamishall retain such counsel as are
necessary and appropriate to defend the interéSshscribing Producers. The Facility may useritpleyees and independent persons to
provide professional medical and other assistandeadvice.

3. Actions against nonsubscribing persons may lemiaken by the Facility on behalf of Subscribimgdicers and Subscribing Insurers, but
the Agreement shall neither require nor precluadd sctions.
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4. The Facility shall require valid evidence to gog each claim against Subscribing Producers ad@&ibing Insurers, and shall require
credible medical evidence in each case prior toingagayment to a claimant. Facility personnel shalresponsible for obtaining such
evidence from each claimant and verifying it.

5. A claimant shall be paid solely for asbestoatesl physical impairment and dysfunction. If sulglincant subsequently develops an
asbestos- related malignancy, the claimant may gubsubsequent claim. In addition, the Facilityynpaovide certain claimants whose
claims have not matured with an opportunity to baesit a claim to the Facility should additional melievidence become available. The
Facility may enter into agreements to suspenduhaing of statutes of limitations with respect laims timely presented and shall adopt
uniform, streamlined, expeditious procedures, iditig voluntary nonjudicial means of resolving disgaliclaims.

6. Each asbestos-related claim shall be evaluatéid individual merits, but this shall not preatutivo or more asbestos-related claims from
being settled simultaneously.

7. The Facility shall not make payments pursuaiat poe-determined schedule of benefits, but detail@ims guidelines shall be used to
evaluate and settle asbestos-related claims. Ttiity-ahall make payments and settle claims ombehalf of Subscribing Producers and
Subscribing Insurers and shall be entitled to ¢riedisettlements made and judgments paid by SidisgrProducers and Subscribing Insu
prior to subscription in the Facility.

8. The Facility shall operate according to anniaddility, defense and operational programs to labdished by the Board of Directors. The
Facility shall be subject to annual financial anhlity control audits by persons selected by tharBaf Directors and consisting of an equal
number of representatives of Subscribing Produsedsof Subscribing Insurers.

VIIl. COVERAGE DISPUTES AND WAIVERS OF CLAIMS AND BEFENSES

1. Each Subscribing Producer and each Subscribggér shall forgo all claims for declaratory rebe damages, as to other Subscribing
Producers and Subscribing Insurers, relating t@fpdication of insurance to the investigationtlsetent, defense or indemnification of
asbestos-related claims within the scope of thed&guent. Upon becoming a signatory to the Agreenadirguch claims shall be withdrawn
and dismissed from pending actions, as to SubsgriBroducers and Subscribing Insurers, with prepudind without delay.

2. Each Subscribing Producer and each Subscribswér shall forgo all claims for contribution ademnity (other than for contribution or
indemnity assumed under written agreement) agathsr Subscribing Producers and Subscribing Inswéh respect to all asbestos-related
claims except those claims with respect to whiGubscribing Producer or Subscribing Insurer haBdeé#wn pursuant to Section 1V
hereinabove.

3. Each Subscribing Producer and each Subscribswér shall waive claims for bad faith or punitdemages, as to other Subscribing
Producers
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and Subscribing Insurers, with respect to all matégthin the scope of the Agreement; providedt this waiver shall not apply to claims,
including punitive damages, for breach of or bathfavith respect to the Agreement.

4. This Section VIII shall not preclude a SubsarghProducer or Subscribing Insurer from seekingnbeirsement under other provisions of
the Agreement. In addition, there are a limited hanof issues with respect to which the possibditjitigation is specifically provided for
herein, but, except as otherwise provided in ParggB hereinabove, all claims for bad faith or fluaidamages, as to other Subscribing
Producers and Subscribing Insurers, shall be waivedch litigation.

5. Except as otherwise provided in Appendix B teretich Subscribing Insurer shall waive and permnabandon and shall not assert or
apply any conditions or defenses based upon, dugroary provisions contained in, insurance pelciwhich defenses or provisions have
the effect of reducing or denying insurance coveragpilable under any of the insurance policieseddy Subscribing Insurers to
Subscribing Producers. This waiver includes clairs@sultiple insurance policies issued by the samsarer that seek to shift the entire loss
arising out of one occurrence to one of the instegolicies or to reduce the amounts payable umdeinsurance policy with respect to the
entire loss by amounts paid under any one of therahsurance policies.

6. Subscribing Producers and Subscribing Insutreall eesolve through alternative dispute resolutiarthe manner set forth in Appendix C
hereto, any disputed issues within the scope oAtireement and the Appendices hereto.

IX. COVERAGE BLOCK AND FUNDING

1. The "coverage block," with respect to each Stilbisy Producer, consists of all insurance poliégssied to such Subscribing Producer by
its Subscribing Insurers to become effective piaathe date (within the period January 1, 1973ugloDecember 31, 1979) selected by the
Producer and set forth in its Schedules of Insweram, except as set forth hereinbelow, shallmztide any periods subsequent to said date;
provided, that the coverage block shall not begiorpo the date of said Producer's first involveatneith asbestos or asbestos-containing
products. Insurance policies written to becomectiffe prior to June 19, 1985, and subsequent terigéng date of a Subscribing Producer's
initial coverage block may be added consecutivieyyyear with respect to annual limits) to such cage block by payment, as due, of any
applicable deductibles, retrospective rating prensiwr self-insured retentions in accordance wighgtovisions of Sections XV and XVI
hereinbelow and subject to appropriate credit fooants previously paid by the Producer on accofistioh deductibles, retrospective rating
premiums or self-insured retentions. Such insurgodieies, when added, become part of the Prodsiceverage block. Uninsured periods
likewise may be consecutively added, and must bdedd they fall between consecutively added indyreriods; provided, that if a Producer
adds a period for which it did not purchase insaeasubsequent to the initial coverage block, suckliuer shall make liability payments and
pay allocated expenses for that period.
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2. The "exposure period," with respect to each stelserelated claim for a particular injury, is {eriod from a person's first exposure to any
asbestos or asbestos-containing products untildisgnosis of such injury or death resulting freath injury, whichever occurs first.

3. Any insurance policies covering a part of thpasure period for a particular claim may be useahade liability payments and to pay
allocated expenses for such claim in accordandethé provisions of this Section X, in the manset forth in Sections X and XI
hereinbelow.

4. An insurance policy of an insolvent Subscribingurer shall be treated as would any uninsureibgén the initial coverage block;
provided, that with respect to an insolvent Lon@mmpany (exclusive of Lloyds syndicate membersf ltlha underwritten a share within a
particular insurance policy, the Subscribing Prain question shall pay such insolvent Comparhesesof payments required under the
insurance policy pursuant to the Agreement.

5. Insurance policies that expressly provide cayem@n a specific manifestation or claims-made hasisst discovery trigger shall be
included within the coverage block in a manner &iaat with their terms.

6. Neither the insurance policies comprising a 8rbsg Producer's coverage block nor any othesriausce policies set forth in the
Producer's Schedules of Insurance are dedicately solasbestos-related claims, and they may be fas¢he administration, handling or
disposition of any other claims covered thereurshel, subject to the terms and conditions of therarsce policy in question, payments shall
apply toward the exhaustion of any applicable iasae policy limits.

7. With respect to each Subscribing Producerijadility payments and allocated expenses arisirigpbthe products hazard or completed
operations hazard, as defined in the insuranceypuiiquestion, shall be covered exclusively bydpitis coverage (subject to applicable
aggregate limits if any), notwithstanding the preseof allegations such as, but not limited ta¢shability, failure to warn, negligence,
breach of warranty, fraud, misrepresentation, calmeent or conspiracy.

X. LIABILITY PAYMENTS

With respect to a particular asbestos-related ¢lhahility payments attributable to such claim &ach Subscribing Producer shall be made as
provided hereinbelow:

1. Subject to the provisions of Section XX herelote each primary insurance policy in the coverbigek that covers any part of the
exposure period shall make liability payments; aadh excess insurance policy in the coverage llatkcovers any part of the exposure
period not then covered by underlying primary azess insurance in the coverage block also shalerakility payments; provided, that no
insurance policy shall make liability payments atftg limits of liability have been exhausted. Eptas otherwise provided herein, whenev
Subscribing Producer has no insurance for a patiperiod within the coverage block, liability pagnts
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otherwise allocable to that period shall be alledgiursuant to Paragraph 2 hereinbelow to the gridgthin the coverage block for which 1
Subscribing Producer has insurance and to periddsdito the coverage block for which the Subscgititroducer did not purchase insurance.

2. The amount of liability payments to be made agheinsurance policy described in Paragraph 1 iedpeive shall bear the same relation to
the aggregate liability payments incurred as thé gfahe exposure period then covered by suchramste policy bears to the total parts of the
exposure period then covered by insurance polini#se coverage block and by periods added to ¢hrerage block for which the Subscrib
Producer did not purchase insurance; provided at&ibscribing Producer shall make liability paytmemly if no part of the exposure peri

is then covered by insurance policies in the cayetaock, except as otherwise provided herein.

XI. ALLOCATED EXPENSES

With respect to a particular asbestos-related ¢laltocated expenses attributable to such claineémh Subscribing Producer shall be paid as
provided hereinbelow:

1. Subject to the provisions of Section XX herelpteg unless it expressly provides otherwise, eaahgry insurance policy in the coverage
block that covers any part of the exposure perf@dl pay allocated expenses; and, unless it exprpssvides otherwise, each excess
insurance policy in the coverage block that coaeng part of the exposure period not then coverednaerlying primary or excess insurance
in the coverage block also shall pay allocated pses; provided, that such excess insurance pdiay anly pay allocated expenses where:
A) payment of allocated expenses would not appaired the aggregate limits of such excess insurpaliey; or B) no primary insurance
policies in the coverage block cover a part ofdkposure period; or C) remaining primary insurgnakcies cover 10 percent or less of the
period comprising the coverage block initially #ésl by the Subscribing Producer; or D) the initiaderage block is less than ten years and
only one primary policy year remains within the emage block. Except as otherwise provided hererengver a Subscribing Producer ha
insurance paying allocated expenses for a partipgldod within the coverage block, allocated exggnotherwise allocable to that period
shall be allocated to the periods within the cogerblock for which the Subscribing Producer hasriaisce paying allocated expenses and to
periods added to the coverage block for which thies8ribing Producer did not purchase insurance.

2. The amount of allocated expenses to be paicbly msurance policy paying allocated expenseaipntdo Paragraph 1 hereinabove shall
bear the same relation to the aggregate allocaigehses incurred as the part of the exposure p#rerdcovered by such insurance policy
bears to the total parts of the exposure period tloeered by insurance policies in the coveragekopaying allocated expenses and by
periods added to the coverage block for which thiesgribing Producer did not purchase insurancejiged, that a Subscribing Producer
shall pay allocated expenses only if no part of the
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exposure period is covered by insurance policighercoverage block paying allocated expensespésseotherwise provided herein.

3. The payment of allocated expenses shall noyaggminst the aggregate limits of primary insurgoakcies unless the insurance policies in
guestion expressly provide otherwise. The paymeallacated expenses shall apply against the agtgdinits of excess insurance policies
unless the insurance policies in question exprgaslyide otherwise; provided, that with respeotxeess insurance policies that expressly
follow the provisions of underlying insurance p@t for the payment of allocated expenses, suckryidg language shall apply except
where it is inconsistent with the terms and condgiof the excess insurance policy.

Xll. PAYMENT OF ALLOCATED AND UNALLOCATED EXPENSESFOLLOWING EXHAUSTION OF LIMITS

1. Each Subscribing Insurer, with respect bothdicjes of insurance that expressly provide thatdhty to defend ceases upon exhaustion of
aggregate limits (generally, post-1966 standamhfimsurance policies) and to pre-1966 standard fasarance policies, shall pay allocated
and unallocated expenses until its limits of lidypiare exhausted but not thereafter.

2. As to Subscribing Producers whose asbestosdetdaims are being administered by the Facilitths®ribing Insurers that have issued pre-
1966 standard form insurance policies shall estapidminister and fund an Insurance Defense Rrogra set forth in Appendix E hereto, to
cover the allocated and unallocated expenses ofaéths that under the Agreement would have trigder pre-1966 standard form insurance
policy. The Insurance Defense Program, on beha#fulifscribing Insurers that have issued pre-196®iatd form insurance policies, shall
respond, as would any insurance policy paying atledt expenses under the Agreement, to pay alloeagdnallocated expenses for any
claim triggering a pre-1966 standard form insurgmaiécy year where: A) there is no obligation irckypolicy year to pay allocated expenses
for such claim; and B) no other insurance policies paying allocated expenses for such claim op@lyenent of allocated expenses by any of
the insurance policies paying allocated expensesuicth claim applies against aggregate limits pnsto Section XI hereinabove or the
Subscribing Producer is paying allocated expermesuch claim. The Insurance Defense Program sbalbe taken into account in
determining whether an excess insurance policy pigsated expenses pursuant to Paragraph 1 adb8etthereinabove.

XllI. START-UP COSTS OF FACILITY
1. All start-up costs shall be paid by Subscridrgnary Insurers in accordance with Appendix A-2ehe.

2. Charter subscribers may mitigate the start-ygeege burden through entrance fees that shalldrgeth to new subscribers in accordance
with Appendix A-2 hereto; provided, that new sulisers do not include Subscribing Producers, exitefite case of a new Producer with no
Subscribing Insurers.
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XIV. UNALLOCATED EXPENSES OF FACILITY

1. All unallocated expenses of the Facility shallgaid by Subscribing Primary Insurers and SubisayiExcess Insurers as they are called
upon to make payments within the terms of the Aguwe®, as described more fully in Appendix A-2 heret

2. A Subscribing Insurer shall be relieved of théigation to pay unallocated expenses upon thetestlen of all of its obligations to make
liability payments and to pay allocated expenses.

3. A Subscribing Producer shall be obligated to @apare of Facility unallocated expenses only afteapplicable insurance within the
coverage block is exhausted.

XV. DEDUCTIBLES AND RETROSPECTIVE RATING PLANS

1. When a Subscribing Producer includes withirc@gerage block a particular period of insurancgestttio a deductible, self-insured
retention or retrospective rating plan under wipelgment would be due from such Subscribing Produkat Subscribing Producer shall pay
the deductible, self-insured retention or retrofipeaating premium as due, except as otherwiseigead herein.

2. A "date" shall be mutually agreed upon by eachs8ribing Producer and its Subscribing Insurerpéoposes of this Section XV and
Sections XVI and XVII hereinbelow. The agreed-uplatte may be the same as or different from the wataterally selected by the
Subscribing Producer for the purpose of definisgdverage block pursuant to Section IX hereinaballénsurance policies issued to a
Subscribing Producer prior to the mutually agrepdrudate are "predate” insurance policies. All iasae policies issued to a Subscribing
Producer subsequent to the mutually agreed-up@natat'post-date” insurance policies.

3. All deductibles and retentions, whether in patedor post-date insurance policies, shall be egpifi a pro-rata manner in the same
proportion as the policy year is called upon to enb&bility payments.

4. Once retrospective rating plans have been claglether prior to or following the date a pers@edmes a signatory to this Agreement,
they shall not require any additional payments ISubscribing Producer.

5. Unless otherwise explicitly provided in the irece policy in question, payment by a Subscritfingducer of a deductible shall not reduce
the aggregate limits of such insurance policy.

6. With respect to a primary insurance policy coritey a clause or endorsement providing substaytiaht payments made which include a
deductible amount shall not increase the Insuliabdity with respect to each occurrence and aggte, once the Subscribing Producer or the
Subscribing Primary Insurer has paid an amountldqube aggregate limits, the Subscribing Prodiste! pay no more on account of such
deductible and
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the Subscribing Primary. Insurer and Subscribingdss Insurer shall resolve between themselvee#pmnsibility for payments for such
year.

XVI. APPLICATION OF INSURANCE POLICIES WITHOUT DEDGTIBLE OR RETENTION LIMITS
A. PRE-DATE INSURANCE POLICIES

1. Where deductibles and retentions are not limitqalicitly by the insurance policy language, théédwing schedule of multipliers shall
apply to limit per policy year such deductibles aeténtions:

Policy
Year
Face Amount of Cumulative
Deductible or Retention Mul tiplier Maximum
Up 10 $5,000 ...oooveiiiieieeiiiienn. 10 $ 50,000
Next $20,000 ......cccceevvvvrernrennns 7.5 $200,000

2. With respect to per claim deductibles in exa#sk25,000, the maximum to be paid for each pojiesr by a Subscribing Producer is the
aggregate limit of the deductible-containing inswwepolicy. With respect to per occurrence dediegiin excess of $25,000, the affected
parties shall resolve disagreements by negotiatidloywed by non-binding alternative dispute resinln, followed, if necessary, by litigation.
Any such resolution shall apply, in all respeatsthte affected parties notwithstanding any othewisions of the Agreement.

3. Where an insurance policy containing a deduz#@xplicitly provides that payment of deductibleduces aggregate limits, then payment of
deductibles shall apply against aggregate limitkofving the exhaustion of which, excess insurgpaiicies shall become available. In all
other cases involving deductibles, payment of deblles shall not apply against aggregate limitgl arcess insurance shall become available
after the underlying insurance policy has paidetsaining limits.

B. POST-DATE INSURANCE POLICIES

1. Deductibles and retentions shall apply as writtdfected parties shall resolve any disagreemieptsegotiation, followed by non-binding
alternative dispute resolution, followed, if neaays by litigation. Any such resolution shall apply all respects, to the affected parties
notwithstanding any other provisions of the Agreatme

2. With respect to deductibles or retentions inngarance policy underlying an excess insuranceyttat contains standard excess ultimate
net loss and/or loss payable clauses, such extas@nce policy shall respond when liability paymseaquivalent to the amount of the
aggregate limits of the underlying insurance politguestion have been made by the Subscribinguessdr the Subscribing Insurer or bc
unless:
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(A) There is evidence that the Subscribing Excaesarer was aware of the uncapped deductible antretewhen writing its insurance policy,
such evidence to be in: (1) the schedule of insxgamthe excess insurance policy; (2) the undémrfile of the Subscribing Excess Insurer;
(3) the underwriter's placing slip; or (4) the urnvdeéting file of the London broker (not any Ameritaroker); and

(B) Such evidence is provided to the Producer lkyEkcess Insurer within 60 days of March 29, 1@8%f the date that the excess insurance
policy in question is listed in the Producer's Sttlles of Insurance provided to such Excess Insutgichever occurs later.

XVII. APPLICATION OF INSURANCE POLICIES WITHOUT AGREGATE LIMITS
A. PRE-DATE INSURANCE POLICIES

1. With respect to (A) primary products liabilitg\erage written without aggregate limits eitherdvertently or before the aggregate concept
was developed, (B) primary non-products liabilioverage written without aggregate limits at anyetirand (C) in the coverage for any
particular year the first excess occurrence polithout aggregate limits written directly aboveiasurance policy with aggregate limits, the
following schedule of multipliers shall apply peslicy year to provide aggregate limits for suchigiek:

Policy
Year
Face Amount of Per Cumulative

Occurrence/Accident Limits ~ Multi plier Maximum
Up to $100,000........ccceviurereernnes 1 0 $1,000,000
Next $200,000.........cccccevrrueeennne. 5 $2,000,000
Next $200,000...........ceeerriveeenn. 3 $2,600,000
Next $500,000.........ccccceerrueeennnn. 15 $3,350,000

Above $1,000,000............ccceeeee. 1 N/A

In addition, upon exhaustion of all applicable irswce policies for the year in question, the noregate primary insurance policy shall
respond with coverage equal to ten times the pauroence/accident limits up to the first $1 milliohthe per occurrence/accident limits,
minus amounts previously applied to the maximunitlohsuch insurance policy.

2. All other primary products liability coverageitten without aggregate limits shall apply as veritt In the event of a dispute, affected pa
shall engage in negotiation, followed by non-birdaiternative dispute resolution, followed, if nesary, by litigation. Any such resolution
shall apply, in all respects, to the affected partiotwithstanding any other provisions of the Agnent.
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3. All other excess occurrence policies withoutraggte limits shall apply to the extent of one @asurrence/accident limit.
B. POST-DATE INSURANCE POLICIES

Post-date insurance policies without aggregatadistiall apply as written. In the event of a dispaffected parties shall engage in
negotiation, followed by non-binding alternativelite resolution, followed, if necessary, by litiga. Any such resolution shall apply, in all
respects, to the affected parties notwithstandimgagher provisions of the Agreement.

XVIII. POLICY PERIODS OF OTHER THAN 12 MONTH MULTIBES

1. Unless it expressly provides otherwise, an iusce policy of less than 12 months shall carrydgtjregate limits for the term of such
policy.

2. Absent agreement among the affected partiesssithe insurance policy or other documentary ecelexplicitly provides that another
result was intended:

(A) Where an insurance policy was extended pridhéoexpiration date for a period other than a ipleltof 12 months: (1) if the extension
was at the request of the Subscribing Produceipéhied of less than 12 months shall carry pro-iatés; and (2) if the extension was at the
request of the Subscribing Insurer, the periogss$ lthan 12 months shall carry full aggregate $imit

(B) Where an insurance policy was initially writteax more than one year but not for a multiple @fmonths, then the period of less than 12
months also shall carry full aggregate limits; and

(C) Where an insurance policy was canceled pridhégexpiration date by either the Subscribing Beed or Subscribing Insurer, then the
period of less than 12 months shall carry full agaite limits, except where a Subscribing Excesgrénanceled its insurance policy
specifically to make its insurance policies conentiwith underlying insurance policies and the $tibsng Producer agreed, in which case
the period of less than 12 months shall carry pta limits.

3. Deductibles and retentions in insurance polidiescribed in this
Section XVIII shall apply in a manner consistenthwthe application of limits hereunder.

XIX. RETROSPECTIVE AND PROSPECTIVE APPLICATION

1. Except as otherwise provided in Section XXI drelow, any and all provisions of the Agreemerglishpply, as between a Subscribing
Producer and Subscribing Insurer, to all liabipgyments and expenses incurred subsequent totthemahich both the Subscribing
Producer and Subscribing Insurer became signattoritee Agreement, and with respect thereto anldd@xtent inconsistent herewith, shall
nullify, repudiate, replace and supplant, as betwstech Subscribing Producer and Subscribing Insarsr prior agreements or judicial
determinations whether or not final; provided,
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that this Paragraph shall not apply to the extesit& Subscribing Insurer, by written agreementetezl prior to March 29, 1985,
extinguished or exhausted an insurance coveraggatibh by payment of monies to a Subscribing Peedwr affiliated company. With
respect to such extinguishment of an insurancerageeobligation, the Subscribing Producer in qoesthall make liability payments and |
expenses (including payments due under AppendasEjyould the Subscribing Insurer in question utiderAgreement in the absence of s
extinguishment, and the Subscribing Producer shake such payments and pay such expenses un8utieecribing Producer has paid
hereunder an amount equal to the monies receivad $uch Subscribing Insurer with respect to su¢imguishment., plus investment
income, if any, on such monies, and less any patgsmaade and expenses paid directly by such Subsgftyoducer for asbestos-related
claims.

2. Subject to the provisions of this Section XIXdaxcept as otherwise provided hereinbelow inBlaisagraph 2, each Subscribing Producer
and each Subscribing Insurer shall be reimburseliaioility payments and allocated and unallocaggdenses, including deductibles,
retrospective premiums and loss conversion factoecsired prior to the date on which the Subscgtimoducer or Subscribing Insurer
became a signatory to the Agreement, such reimmaseto be made in accordance with the Agreemahaarif the Agreement (but not
Section VI or Appendix A-1) were in effect at thé¢ such payments and expenses initially were nedgprovided, that payments and
expenses incurred pursuant to an agreement ekppedviding that such payments are final or taralf settlement agreement or final judicial
determination that became effective prior to thie da which the Subscribing Producer or Subscrilhiisgrer became a signatory to the
Agreement shall not be subject to reimbursemengaltocation. Notwithstanding the provisions of &t XX hereinbelow, neither a
Subscribing Producer nor a Subscribing Insured shake reimbursements for amounts that otherwisgldvibave been reimbursed hereunder
by an Insurer not a signatory hereto if said Inshesl become a signatory hereto.

3. Reimbursement of payments and expenses duenereshall be made within 90 days of the date thes&ibing Producer or Subscribing
Insurer became a signatory to the Agreement. Abgton of such Producer or Insurer, reimbursenoépayments and expenses may be
made quarterly in not more than twelve equal camsez installments from the date payable underAgeeement, with interest upon any
unpaid principal balances compounded daily and lplayan a quarterly basis at the rate of interesbanced publicly by Citibank, N.A., in
New York, New York, from time to time as Citibarik,A.'s Base Rate

4. Reimbursement of payments and expenses pursuBatagraph 2 hereinabove shall be made by alida&@d among primary and excess
insurance policies in a reasonable manner, andirebialequire reallocation on an individual cassiba

5. With respect to fees and expenses incurreddesass insurance coverage litigation, each Subisgrroducer and each Subscribing
Insurer, in the absence of agreement, may subaiihslfor such fees and expenses to alternativei@ispsolution.

6. A Subscribing Producer shall not be reimbursedfiocated or unallocated expenses incurredlfillifg its duty of assistance and
cooperation under its insurance policies:
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(A) In-house costs claimed by a Subscribing Prodtée in excess of those incurred in fulfilling duty of assistance and cooperation under
its insurance policies, in the absence of agreemihtits Subscribing Insurers, may be submittedlternative dispute resolution; and

(B) Claims by a Subscribing Producer for fees aqbases incurred for coordinating counsel, in tieeace of agreement with its
Subscribing Insurers, may be submitted to alteveadispute resolution.

XX. INSURANCE ISSUED BY NON-SIGNATORIES

1. Whenever a Subscribing Producer has an insugaolty issued to it for a particular period withime coverage block by an Insurer that is
not a signatory hereto, such Producer shall ugsedtsonable best efforts, including, if necesstieytimely pursuit of litigation, to obtain a
final and reasonable settlement agreement or jiiiidial determination concerning the applicatidrsoch insurance policy to asbestetatec
claims. With respect thereto, each Subscribing Bgedand each Subscribing Insurer, to the extexttisable, shall cooperate with and assist
the Subscribing Producer in question.

2. Whenever, with respect to an insurance poliscdeed in Paragraph 1 hereinabove, the Subscri®iaducer, pursuant to a final settlen
agreement or final judicial determination, has nes@ from the Insurer in question monies to adntémishandle or dispose of asbestos-related
claims, such Subscribing Producer shall make pajsraard pay expenses (including payments due unpleerdix E) as would the Insurer in
guestion with respect to such Producer if saidrieishad become a signatory hereto, and the Subsgfsoducer shall make such payments
and pay such expenses until the Subscribing Prodiasepaid an amount equal to the monies receiosa $uch Insurer to administer, handle
or dispose of asbhestos-related claims plus invegtmeome, if any, on such monies and less pranaifcany payments made and
unreimbursed expenses paid directly by such SubisgrProducer for asbestos-related claims or imclim obtaining such judicial
determination or settlement agreement.

3. Whenever an insurance policy described in Papigi hereinabove would have had to make paymemdspay expenses on a particular
claim under the Agreement had the Insurer in qoegiecome a signatory hereto, and the Subscrilringueer has not received monies from
such non-signatory Insurer pursuant to Paragra@ml 2 hereinabove, each insurance policy in therege block covering a part of the
exposure period for such claim shall make paymamntspay expenses, subject to applicable limitgabflity, on a pro+ata basis in lieu of tF
non-signatory insurance policy and to the exteat sluch insurance policy would have had to makeneays under the Agreement, up to the
applicable limits of such insurance policy; proxddéhat the directly overlying excess insurancecgahall make such payments and pay ¢
expenses in lieu of the non-signatory insuranceyanly if no other insurance policies in the ctage block cover a part of the exposure
period for such claim. Thereafter, upon a finatleatent or final judicial determination describ@dHaragraphs 1 and 2 hereinabove, each
Subscribing Insurer contributing hereunder shalitsaoption, be reimbursed by the Subscribing Boed; provided, that total reimbursement
of all such
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contributing Insurers shall not exceed the moréegived by the Producer from the non-signatoryrirsto administer, handle or dispose of
asbestos-related claims plus investment inconayif on such monies and less payments made andsegpaid directly by such
Subscribing Producer for asbestos-related clainisonirred in obtaining such judicial determinatmmsettlement agreement.

4. Whenever, with respect to an insurance poligcdled in Paragraph 1 hereinabove, the Subscriioducer in question does not obtain a
final settlement agreement or final judicial detaration pursuant to Paragraphs 1 and 2 hereinalvdten two years of the date upon whic
Subscribing Insurer first has actually made liapiiayments and actually paid allocated expensesmno-rata basis in lieu of such non-
signatory insurance policy pursuant to Paragrapérginabove, interest shall begin to accrue atdnmelusion of such two year period on all
liability payments actually made and allocated egas actually paid by such Subscribing Insureieun &f the norsignatory insurance polic
and shall continue until the earlier of the dat the Subscribing Producer obtains such a firteseent agreement or final judicial
determination or the date that the Subscribingriersin question would have exhausted its obligatimnmake payments or to pay expenses
under the Agreement if the non-signatory Insuraguastion had become a signatory hereto. Suctesitehall be payable on a quarterly basis
from the date of first accrual at the rate of ietrannounced publicly by Citibank, N.A., in NewrkoNew York, from time to time as
Citibank, N.A.'s Base Rate. When the SubscribirggBcer in question obtains a final settlement ages# or final judicial determination,
pursuant to Paragraphs 1 and 2 hereinabove, soduéar shall be reimbursed by the Subscribing bBrsarquestion for interest paid on any
amounts that exceed the monies to which the Sudisgrinsurer is entitled under the reimbursemeavigions of Paragraph 3 hereinabove.

XXI. ADDITIONAL SIGNATORIES

1. Except as otherwise provided in Paragraph 2itegtow, a Producer or Insurer may become a sign&bathe Agreement subsequent to
June 19, 1985, only upon application to and approydhe Board of Directors of the Facility. In denining whether such a Producer or
Insurer may become a signatory hereto, the BoaRirefttors shall determine whether the best interekthe Facility and of the other
signatories would be served thereby, in order soii@sthat the compromises herein and commitmentssofurces hereunder are duly
respected, that such Producer or Insurer derivesfair advantage with respect to the other sigmeg@nd that none of the other signatories
suffers any unfair disadvantage by reason of seadWRer's or Insurer's failure to become a sigyaimthe Agreement on June 19, 1985.

2. Notwithstanding the provisions of Paragraph teimabove, a Producer or Insurer that has pendintuae 19, 1985, a petition for
reorganization under Chapter 11, Title 11, of thtéd States Code, may become a signatory to tmeeikgent on or before December 31,
1986; provided that:

(A) Such Producer or Insurer conditionally subsedilbo the Agreement prior to June 19, 1985;
(B) Such Producer or Insurer covenants and agosles bound by all of the provisions contained hreagid in the Appendices hereto,
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including the respective allocations of liabilitie®sts and expenses pursuant to Appendices A-A&hand

(C) The court of competent jurisdiction in such @teat 11 proceeding shall have confirmed, by DeceBbhe1986, a plan of reorganization
authorizing and directing such Producer or Instodrecome a signatory to the Agreement or ratifygaigl action.

3. With respect to any Producer or Insurer thabbezs a signatory hereto pursuant to ParagrapiParagraph 2 hereinabove, Sections VIl
through and including XIX of the Agreement shalt apply between such Producer and each of its Sibbsg Insurers or between such
Insurer and each of its Subscribing Producersh@sdse may be, absent the express written coofstive Subscribing Insurer or Subscribing
Producer in question. In the absence of such cortbeninsurance policies in question shall beté@ainder Section XX as if issued by an
Insurer that is not a signatory hereto.

4. Each person that subsequent to June 19, 1988)quulitigation, other than as provided for urttherAgreement, against a Subscribing
Producer or Subscribing Insurer concerning mattétsin the scope of the Agreement shall, upon bengra signatory hereto:

(A) Reimburse each Subscribing Producer or Sulisgrilmsurer for all attorneys' fees and costs irediin such litigation after June 19, 19
and prior to the date such Producer or Insureribesa signatory hereto;

(B) Forgo any claims for attorneys' fees and cigtsrred in such litigation after June 19, 1985 anior to the date such Producer or Insurer
becomes a signatory hereto; and,

(C) Reimburse each such Subscribing Producer os@iling Insurer for all damages (including purgtilamages) paid by such Subscribing
Producer or Subscribing Insurer as a result of $tigation.

5. The application of the Agreement provided fareeis reasonable and necessary to obtain suffipiarticipation in the Agreement by
Producers and Insurers on or before June 19, 18&#sure the continued viability of the Facilitydato further and protect the interests of
signatories hereto.

XXII. MODIFICATION, TERM AND CHOICE OF LAW

1. The Agreement, including Appendices A througheieto, is the entire agreement between and amalogcBbing Producers and
Subscribing Insurers for the administration, de¢éepayment and disposition of asbestos-relatethslahll antecedent or contemporaneous
extrinsic representations, warranties or collatgravisions concerning the negotiation and prepamaif the Agreement and the Appendices
hereto are intended to be discharged and nullifredny dispute involving the Agreement or the Apgiees hereto, no signatory shall
introduce evidence of or seek to compel testimamcerning any oral or written communication madergo June 19, 1985, with respect to
the negotiation and preparation of the Agreemeny. #odifications to the Agreement and Appendix Belhe may be made only by mutual
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agreement of all Subscribing Producers and Subegribsurers and in writing. Modifications to Appces A, C, D and E may be made as
provided therein.

2. All disputes concerning the validity, interptéa and application of the Agreement or the Appeesi hereto, or any provision thereof, and
all disputes concerning issues within the scoph@fAgreement shall be determined in accordande agiplicable common law of the states
of the United States.

3. The Agreement shall have perpetual existendwjithstanding the failure or invalidation of anyrfjeular provision in the Agreement or 1
Appendices hereto. Except as otherwise provideddérAgreement, neither termination of the Faciliggmination of Facility membership nor
withdrawal pursuant to Section IV hereinabove stedieve a signatory to the Agreement of its rigdrtsl obligations hereunder, and each :
signatory shall continue to abide and be boundllhyf ghe terms and conditions of the Agreement tiredAppendices hereto.

XXIIl. DEFINITIONS
As used in this Agreement and the Appendices hetigédollowing terms shall have the following maays:

1. Allocated Expenses--means all fees and expémsesed for services performed outside the Faciliit can be directly attributed to the
defense and disposition of a particular asbestiasei claim.

2. Asbestos-Related Claims--means any claims su#@s/against any Subscribing Producers, Subsgribisurers or the Facility, by
whomever brought and in whatever procedural postuch claims or lawsuits may arise, seeking mopetdief (whether or not such relief is
the only relief sought) for bodily injury, sicknesiisease or death, alleged to have been causetbie or in part by any asbestos or asbestos-
containing product; provided, that asbestos-relateidns shall not include claims for damage to estduction of property or statutory claims
for compensation by an employee against an employer

3. Deductibles--means, with respect to any inswegudicy, that part of liability payments or, ifefinsurance policy so provides, that part of
allocated expenses to be paid directly by the pbtder or reimbursed by the policyholder to theurer issuing such insurance policy.

4. Insurers--means persons that are or were engagleel business of providing liability insuranceRroducers. "Primary Insurers"” means
Insurers that have issued primary insurance pgalid’roducers. "Excess Insurers” means Insuratdiive issued excess insurance policies
to Producers.

5. Liability Payments--means the sums paid in aeitint of, or in satisfaction of a judgment on, asgestos-related claims, exclusive of
allocated and unallocated expenses for such claims.

6. Persons--means natural persons and organizatiamy kind.
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7. Pre-1966 Standard Form Insurance Policy--meamgsarance policy containing substantially the satefense-of-suits-clause as the pre-
10/1/66 National Bureau of Casualty Underwriteriieas of the standard general liability insurapacdicy.

8. Producers--means persons that are or were ethiaffee mining, manufacturing, production, prodegsfabrication, distribution,
installation, sale or use of asbestos or asbestosining products or that may have a liabilitylwiespect to asbestos-related claims.

9. Retrospective Rating Plans--means rating plaaisestablish premiums based in whole or in pashuhe policyholder's actual loss
experience under the insurance policy.

10. Self-Insured Retention--means the amount thtmt be paid or assumed by the policyholder andhvaimount must be exceeded before
overlying insurance will respond for coverage.

11. Start-Up Costs--means those costs incurretidayrérs to establish the Facility, including funded to purchase or lease Facility assets
and to hire Facility personnel.

12. Subscribing Insurers--means Insurers that bageme signatories to the Agreement.
13. Subscribing Producers--means Producers that besome signatories to the Agreement.

14. Unallocated Expenses--means the overhead,tomgeeand administrative expenses (other than amcaxpenses) incurred in
administering, defending and disposing of asbesttzded claims.

XXIV. SIGNATURE

The Agreement may be executed in any number oftegparts and by different signatories hereto irasgje counterparts, each of which
when so executed shall be deemed to be an origimtaéll of which taken together shall constitute and the same agreement. Each
Subscribing Producer and each Subscribing Insinadl send one executed counterpart of the Agreetoemtiepository to be established and
maintained by the Facility.

IN WITNESS WHEREOF, the person named below hasezhtlis Agreement to be signed by its authorizedesentative on this 19 day of
June , 1985.

Name: Armstrong World Industries, Ir

By: /'s/ Joseph L. Jones

Title: Presi dent



Signed, sealed and delivered this 19 day of

June , 1985, in the presence of

Witness to the signature of the above-named person.
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APPENDIX A-1
PRODUCER ALLOCATION FORMULAE

In accordance with Section VI of the Agreement,lihkility payments (exclusive of punitive damage@ments) and allocated expenses
incurred by the Facility on each asbestos-relak@ichcshall be allocated among all Subscribing Poeds pursuant to the formulae set forth
below. Each Subscribing Producer's percentagesndieied in accordance with such formulae or Sedtldrelow shall be its "Allocation
Percentages." The formulae apply only to SubsajiBiroducers who had active claims pending in theststem as of September 30, 1983.
The initial allocation percentages of "new entrastsll be determined in accordance with Sectidmetow.

A. LIABILITY PAYMENTS

For open claims as of September 30, 1983, plusaf@ims reported to Subscribing Producers or thdifefor the period October 1, 1983, to
one year after the opening date of the Facilitg,atiocation formula is as follows:

1. For each major state: Pennsylvania, Califorhéxas, Washington, Massachusetts, Maryland, ViagiNiew Jersey, Mississippi and
Connecticut.

(a) Determine the number of closed claims for daducer as of September 30, 1983.
(b) Determine the amount of indemnity dollars, inthg punitive damages, if any, paid or owing facte Producer as of September 30, 1983.

(c) Divide each Producer's number of closed claimttsits amount of indemnity paid or owing to agigt an average cost per claim for each
Producer.

(d) Determine the number of open claims for eacd®eer as of September 30, 1983.

(e) Multiply each Producer's number of open claiy®ach Producer's average cost per claim. Thisileas each Producer's average cost
times open claims.

2. For the remaining states the following proceduitebe followed for each Subscribing Producer.

(a) Add together the number of closed claims inathaining states as of September 30, 1983.

(b) Add together the amount of indemnity paid oiirayy including punitive damages, if any, in all r@iming states as of September 30, 1983.
(c) Divide each Producer's total number of clodadts into each Producer's total amount of indeynpéid or owing to
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arrive at each Producer's average cost per claistdtes other than the major ones.
(d) Add together the number of open claims in #raaining states as of September 30, 1983.

(e) Multiply each Producer's number of open claipsts average cost per claim. This calculates €xolducer's average cost times open
claims for the remaining states.

3. Combining the major states' and remaining statEgmation:

(a) Add together each Producer's average cost tpes claims (each Producer will have one amourgdch major state and one amount for
all remaining states).

(b) To determine each Producer's allocation peaggntdivide each Producer's average cost timesaaiems by the aggregate of all
Subscribing Producers' average cost times opemglain adjustment will be made for each Producat tlad 20 or fewer closed claims in a
state. For that Producer, its simple arithmeticomstide average cost per claim (total closed claafhstates--divided into the total amount of
indemnity--all states) is used as that state'samescost per closed claim.

B. CREDIT

An additional adjustment shall be made for allrosisettled between September 30, 1983, and theéngpefthe Facility. For each
Subscribing Producer, the aggregated paymentssipéniod will be compared to the amount each Reedwould have paid in the Facility.

If a Producer's aggregated payments are equalabitwvould have paid in the Facility, it will reiwe a full credit for such payments.

If a Producer's aggregated payments are less thahitwould have paid in the Facility, it will reiwe credit for the full amount paid, and pay
an additional amount, so that its total paymentsaeghat it would have paid in the Facility.

If a Producer's aggregated payments are greatemthat it would have paid in the Facility, it wikceive a credit up to the amount it would
have paid. The excess amount will be considerdztnéfit" to all Subscribing Producers, and willdistributed to each (including the
Producer making the payments) according to itseetbge allocation percentage.

C. ALLOCATED EXPENSES

Each Subscribing Producer's allocated expense mtage shall be calculated by dividing its numbeopén claims as of September 30, 1983,
by the aggregate of all open claims as of Septel®®et983, for all Subscribing Producers.
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D. PUNITIVE DAMAGES

Punitive damage judgments shall not be distribat@dng the Subscribing Producers according to tbeatlon percentages of this Appendix
A-1, but shall be borne by the Subscribing Prodagginst which the judgment was rendered and $tsrérs in accordance with the
Agreement.

E. NO THIRD PARTY RIGHTS

Nothing in the Agreement or this Appendi-1 shall obligate a non- defaulting Subscribingdicer to make any payment on behalf of a
Subscribing Producer who is in default in its oatigns to make payments to the Facility under Aggeement or under the By-laws of the
Facility, whether by virtue of insolvency, bankreypr otherwise.

F. AUDIT

The data submitted by Producers shall be revieweddcuracy, consistency, reasonableness and cemess. A Producer shall no longer be
bound to its allocation percentage if any necesaadjt adjustments adversely affect the Produa#idsation percentage by more than 10
percent. If such a shift results from the submissibincomplete or inaccurate data on the part®faducer, that Producer shall be bound to
its adjusted percentage.

G. PROSPECTIVE ADJUSTMENT

1. Irrespective of what information is collected &ther purposes, the following types of informat&hall be obtained relating to pending and
new claims as they enter the Facility:

(a) Occupation of worker (see 3(a) below).

(b) Duties of the worker.

(c) Employment history (employers, dates, etc.).

(d) Percentage of time involved in removal, repaimaintenance of asbestos-containing products.
(e) Dates of exposure to ashestos-containing ptsduc

(f) States and/or cities where the claimant worked.

(9) Specific projects on which the claimant worked.

(h) Other as appropriate.

2. The following types of information shall be abted from Subscribing Producers:

(a) List of all types of asbestos-containing praduc
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(b) Date each Producer ceased placing such askeesitaining products in the stream of commerce.

3. Allocation percentages shall be adjusted prdspgy one year after the date of opening of theilikg, and at thregrear intervals thereafte
to reflect changes, if any, from the occupation®d af claims included in the data base used to agmfhe then existing allocation
percentage. This adjustment shall be made as fsilow

(a) The total number of pending claims as of Septa30, 1983, shall be divided into occupation&tgaries. These categories shall include
plantworker, construction (excluding insulator)ipstard (all trades involved in ship constructiomagpair), insulator and such other
comparable categories as are significantly reptedeaamong the pending claims. Each occupationafocay shall be stated as a percentage of
the whole. These constitute the "Facility Baseleecentages."

(b) The calculation described in (a) above shalbédormed for claims pending against each SuhisgriBroducer to develop its "Producer
Baseline Percentages."

(c) Each Subscribing Producer's "Producer Basélereentages” shall be multiplied times its allamapercentage to determine its
"Occupational Allocation Percentages.”

(d) For claims filed after the data cutoff for fhieceding allocation percentage calculation, theutation described in (a) above shall be
performed to determine changes, if any, in the llIfaBaseline Percentages." The increase or deseréathe percentage for each
occupational category determined by subtractind Haeility Baseline Percentages" from the newlyedgined percentages shall be referred
to as the "Adjustment Factors."

(e) The percentages determined to be Adjustmenbfawill be applied to the corresponding Occupsldllocation Percentages for each
Producer to determine revised Occupational All@raRercentages.

(f) Each Producer's revised Occupational Allocatkamcentages shall be aggregated to determineReadhcer's revised allocation
percentage. Any shortfall or overage in the surhefrevised allocation percentages for all SubsagiProducers shall be distributed among
the Subscribing Producers on the basis of the dpglicable allocation percentages.

(9) In the event a new type of claim appears inifitant numbers for which no Producer BaselinecBetages are appropriate, the
Subscribing Producers shall determine approprizeisg percentages for such claims. In the absehagreement, the matter shall be
decided pursuant to Paragraph 8 below.

(h) The data and percentages computed as a résule@rospective adjustment shall be used asabkesfor the next.
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4. The procedure described above shall be modifsefbllows to account for Subscribing Producers Waee ceased placing asbestos-
containing products in the stream of commerce:

(a) Determine the dates on which a Subscribing lRredceased placing asbestos-containing produth® istream of commerce.

(b) Determine the percentage of all post-Septer8Bef 983, claims in which the claimant's first esyi@ to asbestos-containing products
occurred subsequent to the date determined irbJjea In determining this percentage, alleged past-exposures resulting from the
removal, repair or maintenance of asbestos-compioducts shall be excluded from those claimb wifirst exposure after the date
determined in (a).

(c) The percentage determined in (b) above shaliseel as a component in calculating the AdjustriRantor for Producers impacted by (a)
and (b) above, so as to reduce such Producertatiio percentage.

5. No Subscribing Producer's allocation percentapali change by more than 15 percent of its irdti@cation percentages as a result of any
one prospective adjustment, except as may be pdydrsuant to

Section H below. Any amount eliminated from theuatiinent by application of this cap shall be distigll among other Subscribing
Producers on the basis of their then applicabteation percentages.

6. The percentage change in any Subscribing Produadication percentage, including applicatioPafagraph 5 above, shall be applied to
its allocation percentage for Allocated Expensewelsas Liability Payments.

7. All matters pertaining to the prospective adjestt shall be decided solely by the Subscribingl&cers.

8. Any Subscribing Producer that believes thatiappbn of any prospective adjustment to its paitc facts is inequitable, that any
determination required by Subparagraphs G.3(ajarabove is incorrect, or that the calculatiomiy prospective adjustment has been
performed inaccurately may take the matter to i@dtive dispute resolution within the Facility. Suefoducer shall bear the burden of proc
51 percent of the Subscribing Producers with 5texdrof the allocation percentages (for liabilityaflocated expenses depending on the |
involved) so agree, application of the prospecsisigistment may be changed without an alternatisputé resolution proceeding. This shall
not preclude any Subscribing Producer who doesgie from taking the matter to alternative dispasmlution within the Facility. Such
Subscribing Producer shall bear the burden of pfdofdetermination through alternative dispute h&san or by the Subscribing Producers
may alter the 15 percent limitation establisheBamagraph 5 above.

H. NEW ENTRANTS
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Those Subscribing Producers whose data were nobptire data base from which the Producer allocatbrmulae were derived shall submit
such data. In the event the data that any suchuBeodubmits are substantially the same in quiit@nd quantitative terms as the existing
data base, the Producer shall have its allocatoogntages computed pursuant to these formuladuBeos whose data are not substantially
the same in qualitative and quantitative termsldlebdmitted on a mutually-agreeable basis.

-29-



APPENDIX A-2

INSURER ALLOCATION OF START-UP COSTS AND OPERATING EXPENSES
1. Primary Objective
Fairness in allocation method or formula decidedrup
2. Secondary Objective
A. Ease of administration.
B. Attractiveness to prospective members, i.eessappeal.
C. Long-term workability.
3. Types of Funding
Funding will be divided into three main areas:
A. Funds (seed money) required to be expended d#iferfinal subscription period is concluded. THesels are reimbursable.

B. Funds provided by a single initial assessmeatldhsurer subscribers to be paid no later thanyt days after the final subscription date.
These funds are to be used for necessary expearcsessid before the Facility becomes operational.

C. Funds required to ensure the ongoing operafitimeoFacility, including the cost of the developmhef the data processing system and its
continued operation and maintenance, includingeépayment of the initial seed monies furnished l®miers of the Asbestos Claims
Council prior to the final subscription date.

4. Method of Funding
As regards each area of funding required, a separathod is provided for:

A. First, as regards funds (seed money) requirdettexpended before the final subscription dagg arost before a period not to exceed tl
days thereatfter.

(1) It should be noted that members of the AsbeStasns Council have already incurred many thousaridiollars of expense, and this
expense is considered to be part of seed moneyredcand will be included as part of the mgeration expenditures as being reimbursab

is expected that prior to the close of the finddssuiption period such expenses will continue tanoerred (e.g., Center for Public Resources
charges, consultant fees and other similar expgrtbes these expenses will continue to be pai€@byncil members as heretofore and that
these additional expenses will likewise be reimahis.

B. Second, as regards the single initial assessfoefiinds to be used for expenses between thediiscription date and the date when the
Facility becomes operational:
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(1) Immediately after it is determined that the tn@mof subscriptions is sufficient so that the gkaa viable one, a nonreimbursable initial
assessment fee of $100,000 will be assessed agattsand every non-Lloyds and London Company sillescAt this same time, a
nonreimbursable initial assessment fee in the amafB250,000 will be assessed as a total sum agalithose subscribers represented by
Lloyds and London Companies. All the monies coltddby reason of these initial assessment feestmaded to cover expenses incurred
between the end of the subscription period ana¢eblishment of an ongoing line of credit to balglsshed as soon as possible after the
incorporation of the entity is finalized.

(2) If there should be any monies remaining in thizd when the Facility operations begin, those ie®will pass into the general operating
fund designed to cover the expenses of the operatio

(3) Any Insurer that subscribes to the Facilityeathe close of the initial subscription periodlyiy an initiation assessment of two times the
initial assessment fee of charter subscribers tlaatdmoney will pass into the appropriate operatingl.

C. As regards funds to ensure the ongoing operafitime Facility, the cost of development, contidioperation and maintenance of the data
processing system and the repayment of the isiéatl money to members of the Asbestos Claims Counci

(1) A surcharge which will be established by tharptroller will be made against each Insurer (ordRcer if its claims are handled by the
Facility after the exhaustion of available covejdge each of its claims as same is disposed dfipaded upon (a) a percentage of indemnity
paid and (b) a percentage of the allocated expgyadsin no way or manner will the amounts of thischarge in any way reduce or in any
other manner impact the amount of indemnity covermagilable to any insured.

(2) For the purposes of this surcharge, a clairhbwilconsidered to be a separate matter for eathdn(Producer) for whom either an
indemnity payment is made or an allocated expenseurred or where both an indemnity payment iderand an allocated expense incurred
for the same matter. For these purposes, the tefirof indemnity payment and allocated expenghéscommon one used for insurance
accounting purposes.

(3) The percentage of the surcharges may be difféoe indemnity and for allocated expense. By asisg a surcharge against indemnity, the
problem which arises by reasons of Insurers (od&gers) making only indemnity payments at any ane ts addressed. By assessing
surcharges against allocated expense, the probkeomarises by reason of the Facility successfidiiending claims so that no indemnity
need be paid is addressed in that these usersaitiibute. The underlying rationale is to asshiat &ll users contribute to the cost of
operating the Facility to the extent that the useayebe properly measured.
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(4) The amount of the surcharge will be determiafer studies are concluded as to the estimati@moéial likely indemnity and allocated
payments.

(5) As soon as possible after the Facility becoenesrporate entity, an initial line of credit wile obtained to ensure that sufficient funds are
available for all preliminary and initial stagestb& operation.

(6) During the initial months of operation, the Qutnoller will draw down from the line of credit thamount of money which is required as a
difference between operating expenses and surcheggeived to meet the obligations incurred byorad organization and operating
expenses.

(7) As the Facility operations mature, there wilhte a time when the monthly surcharges collectdicewceed the total monthly operating

expenses. Those excess funds will now be applisttfiward reinstating the full amount of the lofecredit and thereafter toward reimburs
in equal shares those carriers who advanced serdynaluiring the presubscription period and the timsveen the end of the subscription

period and the collection of the assessment fdegee to in Paragraph 4-B(1).

(8) At the time the line of credit becomes fullymbursed, it will be reduced to an amount felt éortecessary and proper by the Comptroller
to ensure against monthly shortfalls in surchamgdigcted.

(9) Surcharges will continue to be levied in thmeamanner until the Comptroller has acquired a fofntioney that will be sufficient to
ensure the continued operation of the Facilityaf@eriod of at least two years forward.

(10) At that point in time, the Comptroller willeealuate the surcharge schedule and recommend ®otérd of Directors a schedule that will
continue the level of available operating funda &vel which will ensure two future years of optena.

(11) Thereafter for the purposes of timing, an eagbn of the funding, etc. will be made twice egehr e.g., as of June 30 and December
30. At that time, the Comptroller will report andhke recommendations to the Board of Directors. Btard will then direct the necessary
action.

(12) The Comptroller may recommend the disconticeanf the line of credit at any time when he deambas accumulated sufficient
operating funds to ensure at least two years aféubperation.

(13) As regards the cost of development, contirapatation and maintenance of the data processstgry this will be considered to be a
part of the annual operating expenses of the Baeifid such expenses will be covered by the sugeharthe same manner as are all other
expenses.

Further, as regards the data processing systés;antemplated:
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(a) That the development costs of the system #feecompletion of the user specification period b in the area of $5,500,000. This is the
best available estimate as of October, 1984.

(b) That the Facility will enter into a likely savgear contract with the vendor for the operatibthe system and that the monthly charges for
paying for the cost of development plus operatibtihe system will be in the area of $180,000 penthoThese charges will be included in
the Facility operation budget.

(c) Because the payment of the development cosiaéad across a contract that contemplates atsleasn years of operation, it is agreed
and understood by all Insurer subscribers thateifRacility should cease to operate before theldprent costs are fully paid, the remaining
sum due will be divided among all Insurer subsasbwith the exception of Lloyds and the London pamies, in equal shares in order to
discharge this obligation.

APPENDIX B

CONDITIONS, DEFENSES AND EXCLUSIONS
RESERVED BY SUBSCRIBING INSURERS

Subscribing Insurers reserve the right to raisg the following conditions, defenses or exclusipnssuant to Paragraph 5 of Section VIII of
the Agreement, and Subscribing Producers reseeveght to contest same; disputes concerning swattens shall be resolved pursuant to
Paragraph 6 of

Section VIII of the Agreement:

1. That particular insurance policies were neveuésl or were canceled; provided, that a Subscribisigyer that disputes the existence of an
applicable insurance policy or part thereof notifibe affected Subscribing Producer of its intantimassert such a defense. The notice
required under this provision shall identify thdippor policies involved and shall be given witt80 days of March 29, 1985, or of the date
that the insurance policy in question is listedhi@ Producer's Schedules of Insurance provideddi ksurer, whichever occurs later.

2. That, with respect solely to matters occurringsequent to June 19, 1985:

(a) the Subscribing Producer misrepresented arddd disclose information material to an undemvistissuance of an insurance policy,
including information on the declarations page; or

(b) the Subscribing Producer breached its dutieean insurance policy, in the event of an ocaueeclaim or suit, to give notice and to
assist and cooperate; provided, that notice tocangeration with the Facility shall be deemed tisBathese duties.

3. That, with respect solely to matters occurringsequent to June 19, 1985, or matters that wersubject of a dispute between an
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Insurer and Producer prior to May 1, 1984, the Submg Producer failed to pay insurance policyrpiems.

4. That insurance coverage is not available dwe te affected by multiple insurance policies issgelely to comply with state requirements,
the inapplicability of a pre-merger or pre-acqumsitinsurance policy to after-acquired liabilitiexhaustion of applicable limits of liability, or
the existence or non-existence of a defense oldigat an insurance policy or the obligation toyide supplementary defense payments;
provided, that nothing contained herein shall benged to modify Sections Xl, Xl or XVII of the Ageenent.

5. That the Subscribing Producer failed to permspection and audit for retrospective premium psegdor a period of three (3) years after
the ending date of the insurance policy period.

6. That, subsequent to May 1, 1984, and other iyaoperation of the Agreement, a Subscribing Predpcejudiced the subrogation rights of
a Subscribing Insurer or assigned an interest imsurance policy without the approval of the Iregur

7. That coverage under an insurance policy is vailable due to express exclusions for claims atigs recoverable under automobile
insurance, claims for statutory worker's compensatienefits or claims otherwise recoverable undweker's compensation or employer's
liability insurance.

8. That coverage under an insurance policy is vailable due to express exclusions for claims imwvg particular territories, particular
operations of the insured, particular locationstipalar products or particular diseases.

9. That any changes in any insurance policies gt been made in writing pursuant to policy teimmarder to be effective.

10. That the insurance policy in question doescower punitive damage awards due to an expresss®nl or because the law of the state
governing the insurability of punitive damagestie particular case holds that punitive damage asairel not covered by insurance because
of public policy or contract interpretation; proeit, that if such holding is by other than the higgleaurt of the state in question, the
Subscribing Producer and the Subscribing Insurehn shall pay 50 percent of the punitive damage dwany disagreement as to whether
punitive damage awards are covered by insurandetsheesolved by negotiation, followed by non-himglalternative dispute resolution,
followed, if necessary, by litigation. Any suchagsion shall apply, in all respects, to the aféetparties notwithstanding any other provision
of the Agreement.
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APPENDIX C
ALTERNATIVE DISPUTE RESOLUTION
INTRODUCTION

Alternative Dispute Resolution ("ADR") is the methfor resolving disputed issues as provided inAgeeement. ADR involves three basic
stages: 1) good-faith negotiation; 2) a proceedmrgcluding with a binding decision if litigation i®t allowed and a non-binding decision if
litigation is allowed (the "Proceeding"); and 3) apellate process for the binding decision.

At the negotiation stage, a person (the "Neutnallf)be selected who will be empowered to empldularange of informal, mediational
techniques with Principals present. After the Peddeg there will be a final settlement conferendh whe Judge and/or the Neutral as a last
attempt to reach a Party- fashioned solution. hie be followed by a binding decision or litigaiiif litigation is allowed. The binding
decision may be appealed to a panel of three Judges

Before and during formal initiation of the ADR Peature, all Parties are strongly encouraged to enfyagly in any informal negotiation
desired with the express goal of reaching a nefgatisolution.

OBJECTIVES

1. TO ENCOURAGE A NEGOTIATED RESULT RATHER THAN USEF ADR.

2. TO MAXIMIZE OPTIONS FOR PRAGMATIC SOLUTIONS.

3. TO BE COST-EFFECTIVE.

4. TO BE SPEEDY.

5. TO BE EFFICIENT.

6. TO BE FAIR.

7. TO ENCOURAGE CONSISTENCY OF INTERPRETATION.
DEFINITIONS

1. Days--Business days.

2. Party-When there are more than two Parties involveddispute, the use of the word Party in this docursiatl be interpreted to mean
Parties on a side. Thus, for example, joint Partiast exercise strikes collectively.

3. Principal--An individual with settling authorifgr a Subscriber.
4. Subscribers--Subscribing Producers and Subagribsurers.
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THE NEGOTIATION

Day
1.00 Negotiation Procedure

1 1.1 A Party or Parties notify
Asbestos Claims Facility*
dispute and request ADR.

2 1.2 Case is docketed by the F

2.00 Aggregation of Issues Between Disputing Partie
2.1 Issues may be aggregated only by agreemefitRdirdies.
3.00 Good Faith Negotiation

3.1 The Facility shall mai
have been approved by
These Neutrals will be
apply the full range o
processes and techniqu
Panel of Neutrals are
hereto.

3 3.2 If the Parties can agr
selected from the Pane
Facility of the name o
Parties cannot agree,
Parties of a list of s

5 3.3 The Parties will notif
mutually acceptable Ne
two names from the lis
the initiating Party s

7 3.4 The Facility will noti
the Neutral and the ti
meeting. There shall b
with the Neutral.

9to
completion 3.5 Good-faith negotiation
Principals and the Neu
negotiations require t
faith offers and/or de
Neutral should underta
resolution and prepare

3.51 A statement of i
3.52 A statement of d

3.53 An exchange of k
other relevant i
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the ADR branch of the
("Facility") of the

acility.

ntain a Panel of Neutrals who
the Initial Subscribers.
qualified and prepared to

f informal mediational

es. Criteria for selecting a
set forth in Exhibit 1

ee on one or more Neutrals
I, they will notify the

r names selected. If the
the Facility will notify the
even available Neutrals.

y the Facility of three

utrals. Each Party may strike
t provided by the Facility;
trikes first by telephone.

fy the Parties of the name of
me and the place of the first
e no ex parte communications

s shall be held with the
tral present. Good-faith
hat the Parties make good-
mands. The Parties and the
ke to develop all options for

ssues.

esired results.

ey documents, testimony, and
nformation.



3.54 A statement of o ffers.

3.6 If, in the judgment of the Neutral, good-faith
negotiations have take n place and the Parties
cannot achieve resolut ion, either Party may
initiate the Proceedin g. If the Parties feel that
good-faith negotiation s have taken place and the
Neutral does not agree , the Parties may initiate
the Proceeding. If one Party believes that good-
faith negotiations hav e taken place, but the other
Party and the Neutral disagree, the Parties shall
proceed as set forth i n the Procedure Manual.

* The Facility is more particularly described incBens Il through VII of the Agreement. ADR can in@dified by unanimous agreement of

the Parties, the Trial Judge and the Facility. Pheties may apply to the Trial Judge for modificatof the ADR Procedure on a showing of
good cause.
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Day

4.00 Initiation of the Proceeding

3-10

11

13

15

16

THE PROCEEDING

4.1 The Parties notify the
the Proceeding.

4.2 The Facility notifies a
request for the Proceed

4.3 New Parties may be join

existing Parties agree.
Parties to such joinder
Facility no later than

notification by the Fac

4.4 The Facility shall main
who have been approved
Criteria for selecting
set forth in Exhibit 2

4.5 |If the Parties can agre
Judges from the Panel,
Facility of the name or
Parties cannot agree, t
Parties of a List of se
The list of Trial Judge
Neutral, and there shal
between the Trial Judge

4.6 The Parties shall notif
mutually acceptable Tri
strike two names from t
Facility; the initiatin
telephone.

4.7 The Facility shall noti
of the Trial Judge and
first conference. There
communications with the

4.8 The Parties shall forwa
joint statement of fact
and requests for docume
and other relevant info

19 5.00 Initial Conference. Principals need noptesent.

5.1 The Trial Judge shall review and clarify thetestent of dispute, issues, requested relief, etdssof settlement; confirm the trial date,
place and schedule; and rule on any disputesmgl&di document production.

6.00 Discovery
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Facility of the request for

Il Subscribers of the
ing.

ed at this point if all

A written consent by all
must be filed with the
seven days after

ility of the Proceeding.

tain a Panel of Trial Judges
by the Initial Subscribers.

a Panel of Trial Judges are
hereto.

e on one or more Trial
they will notify the

names selected. If the

he Facility will notify the
ven available Trial Judges.
s shall not include the

| be no communication
and the Neutral.

y the Facility of three

al Judges. Each Party may
he list provided by the

g Party strikes first by

fy the parties of the name
the time and place of the
shall be no ex parte

Trial Judge.

rd to the Trial Judge a

s, issues, requested relief,
nts not previously produced
rmation.



24 6.1 Production of Documents. Pa
requested documents not pre
Judge will be present durin

29-38 6.2 Depositions.

6.21 No more than five d
Judge rules otherwi
discretion to rule
there is a multipli
for good cause show

6.22 The Trial Judge wil
Parties agree other

40 7.00 Pre-Proceeding Conference. The Pr
Judge must be present.

7.1 The Parties shall exchange
(in writing) with:

a. Lists of witnesses an
testimony related to

b. Exhibits related to issues to be proven.

C. Trial briefs.

7.2 The Trial Judge shall resol
authenticity, admissibility

47-57 8.00 Proceeding. The case shall
Judge and the Principals, w
present.

8.1 The first Party may put on
days. The second Party may
day. The Trial Judge may su
evidence.

8.2 The second Party may put on
two days. The first Party m
one day. The Trial Judge ma
evidence.

8.3 Each side may have up to on

8.4 Argument. The First Party m
for up to one hour. The Sec
rebuttal for up to one-half
present direct argument for
Party may present rebuttal
hour. Questioning by the Tr

8.5 Arecord of the Proceeding
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g the production.

ays per side unless the Trial
se. The Trial Judge has the
otherwise in cases where
city of Parties or issues, or
n.

| be present unless the
wise.

incipals and the Trial

and provide the Trial Judge

d summaries of direct
issues to be proven.

ve issues such as
, etc.

be presented to the Trial
ho are required to be

its direct case for up to two
cross examine for up to one
mmarize the state of

its direct case for up to
ay cross examine for up to
y summarize the state of

e-half day for rebuttal.

ay present direct argument
ond Party may present

hour. The Second Party may
up to one hour. The First
argument for up to one-half
ial Judge is allowed.

shall be kept.



8.6 The Trial Judge has the dis
of the Proceeding in cases
of Parties or issues, or fo

cretion to alter the length
where there is a multiplicity
r good cause shown.

58 9.00 Final Settlement Conference

9.1 The Trial Judge shall meet with the PrincipHlall the Parties agree, the Trial Judge may:

a. Discuss the strengths and weaknesses of edgtsRaise;

b. Question the Parties in an effort to conciliateg

c. Engage in mediation, as the Trial Judge sees fit

60

62

72-79

10.A Non-Binding Decision, where the is

litigation is allowed.
10.Al There will be no written op

10.A2 An advisory opinion will be
requests it. The advisory o
until two days after the Fi

10.A3 Nothing from the ADR proces
litigation.

10.A4 There will be a cooling off
the Trial Judge deems it ad

10.A5 A final negotiation session
the non-binding decision, w
the original Neutral presen

10.A6 If settlement is not achiev
session, the Parties procee

10.B Binding Decision, where the
litigation is not allowed.
week to file additional bri
Trial Judge shall issue a w
within two weeks of the clo
submission of additional pa
opinion and judgment shall

10.BI Statement of relief g
10.B2 Statement of costs, e
the prevailing party.
be awarded as provide

Procedure Manual.
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s is admissible in subsequent

period of up to two days if
visable.

shall be held after
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t, if all Parties agree.
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issue is one for which
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ritten opinion and judgment
se of the Proceeding or the
pers, whichever is later. The
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ranted.
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10.B3 Findings of Fact and
issued.

10.B4 Petitions for reheari
affect the time for a

APPELLATE PROCESS
11.00 Appeal

11.1 No later than 10 days
desiring to appeal sh
notice of appeal shal
dispute, the requeste
rendered below.

11.2 The Facility will doc
Subscribers.

11.3 The Facility shall ma
Judges who have been
Subscribers. Criteria
Appellate Judges are
hereto.

11.4 If the Parties can ag
Appellate Judges from
the Facility of the n
cannot agree, the Fac
of a list of nine ava
list of Appellate Jud
Neutral or the Trial
communications betwee
either the Neutral or

11.5 The Parties shall not
mutually acceptable J
two names from the li
the initiating Party

11.6 The Facility shall no
Appellate Judge Panel
appellate pre-argumen
held three days later

12.00 Appellate Pre-Argumen

12.1 The Court shall revie
the relief requested.

12.2 The Court shall confi
faith and, if all the
settlement negotiatio
appeal.

12.3 The Court shall confi
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13.00 Record On Appeal

11

13

13.1 The Appellant shall f
Facility.

13.2 The Appellee shall su
necessary.

14.00 Briefs

21

41

46

14.1 The Appellant's brief
filing of the record.

14.2 The Appellee's brief
of the Appellant's br

14.3 The Appellant's reply
filing of the Appelle

51 15.00 Argument

15.1 Appellant--45 Minutes
15.2 Appellee--One Hour.
15.3 Appellant--15 Minutes

15.4 The Court may examine
argument or after the

65 16.00 Decision. The Court shall i

66 17.00 Rehearing. The procedure fo

100.00 Miscellaneous Provisions

100.1 Amicus Curiae Briefs

a. Any Subscriber may file an amicus curiae briedanatter of right at either the Proceeding ordllpe stage.

b. The Court may accord the brief whatever weigdeems appropriate.

two weeks of the close of t
shall contain:

16.1 Statement of relief g

16.2 Statement of costs, e
the prevailing Party.
be awarded as provide
Procedure Manual.

level (and at the Proceedin
the Procedure Manual.

ile the record with the

pplement the record if

is due 10 days after the
is due 20 days after filing
ief.

brief is due five days after
e's brief.

counsel either during the
argument is closed.

ssue a written opinion within
he argument. The opinion
ranted.

xpenses and fees awarded to

Prejudgment interest shall
d in the Agreement and the

r Rehearing at the appellate
g) shall be as provided in

100.2 The standard for reversal on appellate reisemhether the decision is clearly erroneousllIf a
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Parties request, the Trial Judge may help thedzamtisolve their differences, and efforts by thalDudge in this regard are not subject to
appeal.

100.3 All questions of law, including conflicts lafv and burden of proof, shall be resolved by thalTudge as provided in the Procedure
Manual.

100.4 The Trial Judge and the Appellate Panel $tzalé the power to impose sanctions for failureaimply with any aspect of the ADR
Procedure. Sanctions also may be imposed for friumbppeals and frivolous petitions for rehearie sanctions may include costs, fees,
and expenses; the relief requested by any Partlyaay further monetary or other sanctions thafTitid Judge or the Appellate Panel deems
appropriate. There will be a right of appeal witlgard to any award of sanctions by the Trial Judge.

100.5 The Board of Directors of the Facility shalbvide guidance and instructions regarding the AB&cedure and all problems relating
thereto, with assistance from the General Counsfite as necessary.

100.6 There will be no precedential effect of apgidions rendered in the ADR Procedure.

100.7 All decisions in the ADR Procedure shall iedfwith the Facility but will be maintained byethracility on a confidential basis and s
be available only to Subscribers.

100.8 The Federal Rules of Evidence will be apptigdhe Trial Judge unless modified by the Proceddanual. Depositions and trial
transcripts in prior actions automatically will Bdmissible, subject to whatever weight the Trialghudetermines to give such evidence.

100.9 The Facility will bear the costs of the ADR&dure and the costs of the Neutrals until ltitiaof the Proceeding (4.00). From then
on, all costs will be paid by the losing Party. Titecedure for payment of such costs is providetiénProcedure Manual.
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PANEL OF NEUTRALS

It is anticipated that the panel of Neutrals wal drawn primarily from the CPR Judicial List. Hoveeyall Neutrals shall be approved by the
Initial Subscribers.

The criteria to be used to select a Neutral afelfsvs:

1. Neutral and unbiased toward any of the partigh@industries involved.

2. Distinguished and respected in the businessgal kommunities.

3. Available on a sustained basis and on reasorséolst notice.

4. Experienced in the techniques of AlternativepDie Resolution or willing and able to learn quyckl
5. Unquestioned integrity.

6. Experienced.

7. Creative.
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EXHIBIT |
PANEL OF TRIAL JUDGES

It is anticipated that the panel of Trial Judgeh lag drawn primarily from the CPR Judicial Listodever, all Trial Judges shall be approved
by the Initial Subscribers.

The criteria to be used to select a Trial Judgeaar®llows:

1. Neutral and unbiased toward any of the partigh@industries involved.
2. Distinguished and respected in the businessgal kommunities.
3. Available on a sustained basis and on reasorsiolst notice.

4. Unquestioned integrity.

5. Creative.

6. Judicial experience at the trial court level.

7. Exhibits judicial temperament; that is, the jads;

a. Impartial,

b. Patient;

c. Courteous;

d. Decisive;

e. Fair; and

—h

. Effective.
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EXHIBIT 2
PANEL OF APPELLATE JUDGES

It is anticipated that the panel of Appellate Jugdgydll be drawn primarily from the CPR Judicial Lislowever, all Appellate Judges shall be
approved by the Initial Subscribers.

The criteria to be used to select an Appellate duadg as follows:
1. Neutral and unbiased toward any of the partigh@industries involved.
2. Distinguished and respected in the businessgal kcommunities.
3. Available on a sustained basis and on reasorséiolst notice.

4. Unquestioned integrity.

5. Creative.

6. Judicial experience at the appellate court level

7. Exhibits judicial temperament; that is, the jeds:

a. Impartial;

b. Patient;

c. Courteous;

d. Decisive;

e. Fair; and

—h

. Effective.
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EXHIBIT 3

APPENDIX D
SCHEDULES OF INSURANCE

Following are: 1) guidelines to assist in the coatiph of the Schedules of Insurance pursuant tptbeisions of the Agreement; 2) the forms
of Schedules to be used; and 3) the form of ScleedDértification to be executed by each SubscriBimglucer and its Subscribing Insurers.
All policies of insurance affording general liabjli products liability or premises coverage shcuddscheduled hereunder. Each Subscribing
Producer and each of its Subscribing Insurers steltute the Schedules Certification (in the foetnfarth hereinbelow) within 20 days of 1
date that such Producer or Insurer becomes a sigriatthe Agreement, and shall note thereon aspuled issues with respect thereto. The
failure by a signatory to the Agreement so to eketloe Schedules Certification within such 20 desiqal shall be deemed an assent to and
valid execution of the Schedules in question byhsignatory.

1. Initial Coverage Block: Set forth the closing date of the initial
coverage block . For the definition of
coverage block , see Section IX of the
Agreement. All insurance policies covering
the period pri or to the closing date should
be listed on S ection 1 of the form of
Schedules. All insurance policies covering
the period sub sequent to the closing date
should be list ed on Section 2 of the form

of Schedules.

2. Pre-Date Insurance Policies and

Post-Date Insurance Policies:  Set forth the date mutually agreed upon in
accordance wit h Section XV of the
Agreement. All pre-date insurance policies
and all post-d ate insurance policies should
be listed on t he appropriate Sections of
the form of Sc hedules.
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3. Insurer: Specify exactly as named in the insurance
policy or other evidential document of
coverage.

4. Policy Period: Refer to the actual period forishhthe insurance policy is in effect. For poliggripds of other than 12 month multiples, see
Section XVIII of the Agreement.

5. Policy Type: Specify whether primary, excess or
self-insured.

6. Policy Form: Enter the codes that describe the insurance
policy form:

A. Pre-1966 Sta ndard Form Insurance Policy,
as defined i n Section XXIII of the
Agreement.

B. The insuranc e policy does not pay
allocated ex penses following exhaustion
of aggregate limits. See Section XII of
the Agreemen t.

C. The insuranc e policy does pay allocated
expenses fol lowing exhaustion of
aggregate li mits. See Section Xl of the
Agreement.

D. The insuranc e policy expressly provides
coverage on a specific manifestation
basis.

E. The insuranc e policy expressly provides
coverage on a claims-made basis.

F. The insuranc e policy expressly provides
coverage on a first discovery basis.

G. The insuranc e policy pays allocated
expenses and such expenses do not apply
against aggr egate limits. See Section XI
of the Agree ment.

H. The insuranc e policy pays allocated
expenses and such expenses apply against
aggregate li mits. See Section Xl of the
Agreement.

I. The insuranc e policy does not pay
allocated ex penses. See Section Xl of the
Agreement

7. Per Occurrence/Accident
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Limits: Refer to the limit for any one occurrenaeamy one accident

8. Products Aggregate: Refer to the aggregate &pplicable to products bodily injury liability cexage. Certain insurance policies may
contain a combined aggregate for bodily injury,gady damage and other covered perils; if so, teféhe combined limit.

With respect to insurance policies without aggrediatits, see Section XVII of the Agreement.

9. Products Aggregate

Consumption:

10. Non-Products
Coverage:
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Summary is t
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of deductibl es reduces aggregate limits,

see Section XV of the Agreement.
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APPENDIX D--SCHEDULES OF INSURANCE
Attaching to and forming a part of the Agreemenh@rning Asbestos- Related Claims:

Subscribing Producer:*

Initial Coverage Block Ending: //

(date)
SECTION 1 (COVERAGE BLOCK):
A. Pre-Date Insurance Policies (pre-//)

Products Coverage

Per
Policy Polic y Occurrence/Accident B.l. or Combined B.I. or Combined  B.l. or Combined
Policy Period No. Insurer** Policy Type Form Limit Aggregate  Aggregate Consumption Aggregate Balance
Non-Products Coverage Retention
Per
Occurrence/ Aggregate Aggregate
Accident Limit Aggregate Consumption Balance Type Amount Stop Loss Retro Balance

* This includes all affiliated persons (includinglated companies and employees, officers and di®atovered by the insurance policies
listed herein. **This includes all predecessor andcessor persons of each Insurer listed herein.
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APPENDIX D--SCHEDULES OF INSURANCE

Attaching to and forming a part of the Agreemenh@rning Asbestos- Related Claims:

Subscribing Producer:*

Initial Coverage Block Ending: //

(date)

SECTION 1 (COVERAGE BLOCK):

B. Post-Date Insurance Policies (post-//)

Products Coverage

Per

Policy Polic y Occurrence/Accident B.l. or Combined B.I. or Combined  B.l. or Combined
Policy Period No. Insurer** Policy Type Form Limit Aggregate  Aggregate Consumption Aggregate Balance
Non-Products Coverage Retention
Per
Occurrence/ Aggregate Aggregate
Accident Limit Aggregate Consumption Balance Type Amount Stop Loss Retro Balance

* This includes all affiliated persons (includinglated companies and employees, officers and di®atovered by the insurance policies
listed herein. **This includes all predecessor andcessor persons of each Insurer listed herein.
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** This includes all predecessor and successorgpersf each Insurer listed herein.
APPENDIX D--SCHEDULES OF INSURANCE
Attaching to and forming a part of the Agreemenh@rning Asbestos- Related Claims:

Subscribing Producer:*

Initial Coverage Block Ending: //

(date)
SECTION 2 (NON COVERAGE BLOCK):
A. Pre-Date Insurance Policies (pre-//)

Products Coverage

Per
Policy Polic y Occurrence/Accident B.l. or Combined B.I. or Combined  B.l. or Combined
Policy Period No. Insurer** Policy Type Form Limit Aggregate  Aggregate Consumption Aggregate Balance
Non-Products Coverage Retention
Per
Occurrence/ Aggregate Aggregate
Accident Limit Aggregate Consumption Balance Type Amount Stop Loss Retro Balance

* This includes all affiliated persons (includinglated companies and employees, officers and
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directors) covered by the insurance policies listecein.
**This includes all predecessor and successor perebeach Insurer listed herein.

APPENDIX D--SCHEDULES OF INSURANCE

Attaching to and forming a part of the Agreemenh@rning Asbestos- Related Claims:
Subscribing Producer:*

Initial Coverage Block Ending: //

(date)

SECTION 2 (NON COVERAGE BLOCK):

B. Post-Date Insurance Policies (post-//)

Products Coverage

Per
Policy Polic y Occurrence/Accident B.l. or Combined B.I. or
Policy Period No. Insurer** Policy Type Form Limit Aggregate  Aggregate
Non-Products Coverage Retention
Per
Occurrence/ Aggregate Aggregate
Accident Limit Aggregate Consumption Balance Type Amount Stop Loss Retro Balance
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* This includes all affiliated persons (includinglated companies and employees, officers and dir€otovered by the insurance policies
listed herein.

**This includes all predecessor and successor perebeach Insurer listed herein.
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APPENDIX D--SCHEDULES OF INSURANCE
CERTIFICATION

The foregoing comprises the Schedules of all relepalicies of insurance known to the Subscribingd@cer and to any of its Subscribing
Insurers as of this date. Any insurance policy thdtsequently becomes relevant (by discovery arafise) will be added to these Schedules
by amendment or addendum, and it is agreed th&udl$cribing Insurers are committed to cooperatie and assist the Subscribing Producer
in the continuing search for policies of insurance.

These Schedules of Insurance are subject to times teind conditions of the Agreement to which theglldbe attached and form a part thereof.
The undersigned acknowledge and agree that suadSigs of Insurance are in compliance with the igions of the Agreement.

Dated:

Subscribing Producer:

Subscribing Insurers:
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APPENDIX E
INSURANCE DEFENSE PROGRAM
1. Purpose:

The purpose of the Insurance Defense Program theadlied the "Defense Program” or the "Programd)idbe solely to implement the
provisions of Paragraph 2 of Section XlI of the égment.

2. Definitions:

"Covered claims" means claims to which the DefdPraggram applies under
Section 3 below.

"Base standard charge" means the standard chargesfiogle pre-1966 standard form insurance padisyed to a Subscribing Producer in the
lowest risk category.

"Standard charge" for any calendar year meansrtizaiat designated as such in the Subscribing Insuséandard Charge Notice for such
calendar year.

"Base surcharge" means the surcharge for a simgt¢366 standard form insurance policy issuedSalascribing Producer in the lowest risk
category.

"Surcharge" means the amount due as a surcharge 8edtion 7 below.

"Reserve Fund" means the amount, including allstment income thereon, held by the Administratorstie payment of defense expenses
expected under the Defense Program.

"Administrators" means those holding office as sucHer the Defense Program.

3. Application:

The Defense Program applies only to those asbeslated claims against Subscribing Producers that:
(a) are being administered by the Facility; and

(b) under the Agreement would have triggered aigahbn to pay allocated expenses and unallocatpdreses under a pre-1966 standard
form insurance policy.

The Defense Program covers only the payment ofa@t#al expenses and unallocated expenses attribtwitaslich claims. It does not provide
coverage for liability payments. The Defense Progshall not survive termination of the Facility.

4. Participation:

Each Subscribing Insurer that has issued a pre-§@6lard form insurance policy to a SubscribingdBcer shall become a participant in the
Defense Program and shall be bound by all of tb&igions of the Program.
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Each participant shall pay promptly on notice fritre Administrators all standard charges and sugesadue under the Defense Program.
5. Administrators:

The Defense Program shall be administered by a Gtteenof Administrators, with no less than six ummber, all of which shall be
participants. The Committee shall include represtéras of all three classes of participants, theile relatively high, moderate or low
exposure to charges under the Defense Program.

The Committee will be appointed for a designatenhtef years by the Insurer members of the BoarDigdctors of the Facility. The Board
will designate carriers to be members, and thaéerarwill designate the individual representatiieowvill represent them. Each Administra
shall have one vote.

The Committee of Administrators shall have the fudiver to administer the Defense Program inclugioger to deal with the Facility with
respect to the defense of claims subject to theBsf Program and the appropriate amounts to bahgakhacility for conducting such defer
and full power to determine the financing of thed@se Program including the power to determinedstechcharges and surcharges and to
accumulate reserves.

The Committee will adopt schedules, charges aneraibe conduct their business on the basis of ntyajeote. If for some reason a majority
decision cannot be reached, then the matter wiltfered to the Insurer members of the Board oé@ors for resolution. If a majority vote
not possible at that time, then the matter is reteto the Chief Financial Officer for an absolatel binding decision.

6. Mutual Sharing or Insurance Nature of the DeddPogram:

The defense expenses incurred under the Defengealfrshall be shared mutually by the participamtelation to:

(&) the number of pre-1966 standard form insurqadieies issued by each such participant to SubiseyiProducers; and
(b) the degree of risk each such policy presenestisated by the Administrators.

For the purpose of implementing subdivision (b)\agdhe Administrators shall classify SubscribimgdRicers into three risk categories with
the following risk relativity factors:

Risk Category Risk Relativity
A 3
B 2
C 1

The Administrators shall assign Producers to rialegories in accordance with their respective shaféability payments unless, by at
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least a twathirds majority, they shall determine that suchethod is not appropriate to reflect the relatigk and shall adopt another mett
7. Funding:

The Administrators shall direct the Chief Finan&ficer to establish a Common Reserve Fund to hildayments made by the participants
under the Defense Program. There must be no colimingf monies received for this purpose with atlyes funds, monies or assets of the
Facility. The Chief Financial Officer shall keep atcount for each participant showing all amouaisl py the participant, and in the event
the Administrators should ever determine that thielse fund appears to be greater than neededetatineecost of defending covered claims,
then they shall direct the Chief Financial Offiterefund the excess to the participants in the that the total amount paid by each bears to
the total amount paid by all participants.

For each calendar year the Administrators shalhesé the amount of defense expense expecteditwbeed by the Facility in defending
covered claims during the calendar year plus aruatrappropriate in their judgment as a reserveragj@ontingencies. The Administrators
shall then determine the base standard chargeesuadesach participant written notice of the paracips standard charge for such calendar
year.

In the event the Administrators determine thatRleserve Fund is not sufficient to meet the expedédense expenses to be incurred, the
Administrators shall estimate the amount requicechéet the deficit. The Administrators shall thetedmine the base surcharge and send
each participant written notice of the participsupdrtion of the total surcharge.

For the first calendar year of subscription theetstandard charge for each pre-1966 standard pshialy be $400 unless the Administrators
shall determine that such an amount is plainlyapgropriate.

The following section gives a pro forma examplé thiél enable each participant to estimate its agpnate standard charge for the first year
as soon as the number of its policies subjectedtfense Program and their Risk Categories areikno

8. Pro Forma Examples of Standard Charges and &geh

The first example uses a base standard chargeD6f&4d a participant with 100 pre-1966 standarchfimsurance policies subject to the
Program, distributed as follows: 40 in Risk Categgar 35 in Risk Category B; and 25 in Risk Categ@ryThe participants' annual standard
charge is computed as follows:

Policies Risk Category Risk Factor Base C harge Standard Charge
40 A 3 $40 0 $48,000
35 B 2 $40 0 $28,000
25 C 1 $40 0 $10,000

Total standard charge for the year: $86,000
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If a surcharge were determined to be required dutie course of the year, it would be applied lik@manner as with the basic standard

charge. This second example demonstrates the applicof a surcharge as regards a participant tvérsame policy and risk distribution as
above:

Policies Risk Category Risk Factor Base Charge Surcharge
40 A 3 $ 200 $24,000
35 B 2 $ 200 $14,000
25 C 1 $ 200 $ 5,000

Total surcharge for affected year: $43,000

9. Appeals and Dispute Resolution:

The Administrators shall have power to resolvad@putes among participants relating to the Defé&regram and, by at least a two-thirds

majority, to extend equitable relief to an indivadiparticipant if a strict application of its rulesdecisions would cause the participant undue
and unfair hardship.

Any participant who is aggrieved by a decisionhef Board by less than a two-thirds majority maynsiithe matter to binding nonjudicial
dispute resolution under Appendix C of the Agreetnen
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1993 LONG-TERM STOCK INCENTIVE PLAN
ARTICLE | - GENERAL PROVISIONS
1.1 Purposes

The purposes of the 1993 Long-Term Stock Inceriilam (the "Plan™) are to advance the long-termesgof Armstrong World Industries,
Inc. (the "Company"), and to increase sharehold&resby providing the incentive of long-term stdmsed rewards to officers, directors and
key employees. The Plan is designed to: (1) engeustock ownership by Participants to further atiygir interest in increasing the value of
the Company; and (2) to assist in the attractiahratention of key employees vital to the Compasyiscess.

1.2 Definitions
For the purpose of the Plan, the following termalidave the meanings indicated:
(a) "Board" means the Board of Directors of the @any.

(b) "Change in Control" means a situation whergafiy person acquires beneficial ownership of 28qy@ or more of the then outstanding
voting stock of the Company and within five yedrsreafter disinterested directors no longer caristitt least a majority of the Board, or (2)
a business combination with an interested shareholccurs which has not been approved by a majofitlsinterested directors. The terms
person, beneficial ownership, voting stock, digiested director, business combination, and intedesthareholder are defined in Article 7 of
the Company's Articles of Incorporation.

(c) "Code" means the Internal Revenue Code of 188@&mended, including any successor law thereto.

(d) "Company" means Armstrong World Industries, lawad solely for purposes of determining (i) elilifiyo for participation in the Plan; (ii)
employment; and (iii) the establishment of perfongggoals, shall include any corporation, partriprsir other organization of which
Armstrong owns or controls, directly or indirecthgt less than 50 percent of the total combinethggtower of all classes of stock or other
equity interests. For purposes of this Plan, these'Armstrong” and "Company" shall include anyessor to Armstrong World Industries,
Inc.

(e) "Committee" means the Management DevelopmahCampensation Committee of the Board or the folhfgl, as the case may be.
(f) "Common Stock" means the Common Stock of then@any, par value $1.00 per share.

(9) "Disability" means total and permanent dis&piliithin the meaning of
Section 22 (e) (3) of the Code.

(h) "Dividend Equivalent" means an amount equahtcash dividend paid on one share of Common Styakach Performance Restricted
Share granted during the Performance Period. Alidend Equivalents will be reinvested in PerformaRestricted Shares at a purchase |
equal to the Fair Market Value on the dividend date

() "Employee or employment" means with respedng Non-Employee Director (as defined herein), iseren the Board.

(j) "Fair Market Value" means the closing pricetltd Common Stock as reported on the New York Skbahange Composite Transactions
reporting system on the applicable date or, ifaleswere made on such date, on the next precddiegon which sales of the Common St
were made.

(k) "Incentive Stock Option" means a Stock Optidmat meets the definition under Section 422 ofGlogle.

() "Nonstatutory Stock Option" means a Stock Optichich does not meet the definition of an IncemtBtock Option



(m) "Participant” means any officer, director oyl@mployee who has met the eligibility requiremesgsforth in Section 1.6 hereof and to
whom a grant has been made and is outstanding timel@lan.

(n) "Performance Period" means, in relation to &reniince Restricted Shares, any period for whicfopeance goals have been established.
(o) "Performance Restricted Share" means a riginitgd to a Participant pursuant to Article 1V.
(p) "Restricted Stock Award" means an award of Cami8tock granted to a Participant pursuant to k¢

(q) "Restriction Period" means (1) in relation ®rférmance Restricted Shares, the period of tireginming at the end of the Performance
Period, during which the Participant shall not leenpitted to sell, assign, transfer, pledge, or wtise dispose of such shares, and (2) in
relation to Restricted Stock Awards, the periodimf during which such shares are subject to fanfeipursuant to the Plan.

(r) "Retirement" means termination from employmeith the Company after the Participant has attasgel 55 and has completed five years
of service with the Company or termination of enyph@nt under circumstances which the Committee desuivalent to retirement.

(s) "Stock Appreciation Right" means a right grante a Participant pursuant to Article Ill to surder to the Company all or any portion of
the related Stock Option and to receive in shaf€&ommon Stock an amount equal to the excess dféliveMarket Value over the option
price on the date of such exercise.

(t) "Stock Option" means a right, granted to a ieg@nt pursuant to Article Il, to purchase, befarspecified date and at a specified price, a
specified number of shares of Common Stock.

(u) "Vesting Period" means the period of time, begig at the end of the Performance Period, dusihigh Performance Restricted Shares
are subject to forfeiture pursuant to the Plan.

1.3 Administration

The Plan shall be administered by the Managemewtldpment and Compensation Committee of the Bodnidiwshall consist of not less
than three directors of the Company; provided, harethat the Board shall administer the Plan agldtes to the terms, conditions and grant
of awards to Non-Employee Directors. For purpogab@Plan, the term Committee shall refer to thenkigement Development and
Compensation Committee of the Board or the fullfpas the case may be. A majority of the Commitesd| constitute a quorum, and the
acts of a majority of the members present at angtimg at which a quorum is present, or acts apgravevriting by a majority of the
Committee, shall be deemed the acts of the ComemiBabject to the provisions of the Plan and tedfions by the Board, the Committee is
authorized to interpret the Plan, to adopt admiaiiste rules, regulations, and guidelines for thPand to impose such terms, conditions,
and restrictions on grants as it deems appropiidte . Committee, in its discretion, may allow ceartaptionees holding unexercised Incentive
Stock Options to convert such options to Nonstayutock Options. The Committee may, with resped®articipants who are not subject to
Section 16 (b) of the Exchange Act, delegate stiéts powers and authority under the Plan as intieappropriate to designated officers or
employees of the Company.

1.4 Types of Grants Under the Plan
Grants under the Plan may be in the form of anyaymaore of the following:

(a) Nonstatutory Stock Options

(b) Incentive Stock Options

(c) Stock Appreciation Rights

(d) Performance Restricted Shares
(e) Restricted Stock Awards

1.5 Shares Subject to the Plan and Individual Aviamuitation

(&) A maximum of 4,300,000 shares of Common Stoal be issued under the Plan provided, howevernihatore than 430,000 shares r
be granted in the form of Restricted Stock Awaiidse total number of shares authorized is subjeatljostment as provided in Section



hereof. Shares of Common Stock issued under therRéy be treasury shares or authorized but unisshges. No fractional shares shall be
issued under the Plan.

(b) If any Stock Option granted under the Plan egor terminates, the underlying shares of Com8tonk may again be made available for
the purposes of the Plan. Any shares of CommorkStat have been granted as Restricted Stock Awardbat have been reserved for
distribution in payment for Performance Restricidires but are later forfeited or for any othesoeaare not payable under the Plan, may
again be made available for the purposes of the. Pla

(c) The aggregate maximum number of shares of Camfatack that may be granted to any Participartténform of Stock Options, Stock
Appreciation Rights, Performance Restricted ShanesRestricted Stock Awards in any one calendarige200,000.

1.6 Eligibility and Participation

Participation in the Plan shall be limited to oéfis, who may also be members of the Board, otheek®wloyees of the Company and
directors who are not employees of the Company if“Employee Directors").

ARTICLE Il - STOCK OPTIONS
2.1 Grant of Stock Options

The Committee may from time to time, subject tophavisions of the Plan, grant Stock Options tdhsBarticipants. The Committee shall
determine the number of shares of Common Stock tmolered by each Stock Option and shall haveuti®sty to grant Incentive Stock
Options, Nonstatutory Stock Options, or a combarathereof. Furthermore, the Committee may grédtibak Appreciation Right in
connection with a Stock Option, as provided in éilll.

2.2 Incentive Stock Option Exercise Limitations

The aggregate Fair Market Value (determined atithe an Incentive Stock Option is granted) of thares of Common Stock with respect to
which an Incentive Stock Option is exercisabletfar first time by a Participant during any calengiear (under all plans of the Company)
shall not exceed $100,000 or such other limit ag beaestablished from time to time under the Code.

2.3 Option Documentation

Each Stock Option shall be evidenced by a writterlSOption agreement between the Company andaheipant to whom such option is
granted, specifying the number of shares of Com8tork that may be acquired by its exercise andagming such terms and conditions
consistent with the Plan as the Committee shadird@he.

2.4 Exercise Price

The price at which each share covered by a Stotlo®may be acquired shall be determined by the iGittee at the time the option is
granted and shall not be less than the Fair Markate of the underlying shares of Common Stockhenday the Stock Option is granted.
exercise price will be subject to adjustment inoadance with the provisions of Section 7.1 of thkenP

2.5 Exercise of Stock Options

(a) Exercisability. Stock Options shall become ebgable at such times and upon the satisfacti@uoii conditions and in such installments
as the Committee may provide at the time of grant.

(b) Option Period. For each Stock Option granted,Gommittee shall specify the period during whloh Stock Option may be exercised,
provided that no Stock Option shall be exercisalftier the expiration of ten years from the datedpton was granted.

(c) Exercise in the Event of Termination of Emplagmh



(i) Death: Unless otherwise provided by the Comemitat the time of grant, in the event of deatthefRarticipant, the option must be
exercised by the Participant's estate or beneigsigurior to its expiration. Each option may bereised as to all or any portion thereof
regardless of whether or not fully exercisable uride terms of the grant.

(i) Disability: Unless otherwise provided by the@mittee at the time of grant, in the event ofEtigability of the Participant, the option
must be exercised prior to its expiration. An uneised Incentive Stock Option will cease to betedaas such and will become a
Nonstatutory Stock Option twelve months followitng tdate of termination due to Disability. Each optinay be exercised as to all or
portion thereof regardless of whether or not fetkercisable under the terms of the grant.

(iii) Retirement: Unless otherwise provided by @emmittee at the time of grant, in the event ofR&irement of the Participant the option
must be exercised prior to its expiration. An uneised Incentive Stock Option will cease to betedaas such and will become a
Nonstatutory Stock Option three months following ttate of Retiremen

(iv) Other Terminations: Unless otherwise providgthe Committee at the time of grant, in the exaeRarticipant ceases to be an employee
of the Company for any reason other than deattghiliy, or Retirement, options which are exercleadn the date of termination must be
exercised within three months after terminatior.oftions which are not exercisable on the datewhination shall be cancelled.

(v) Extension of Exercise Period: Notwithstanditigpgher provisions under Section 2.5(c), in themtva Participant's employment is
terminated, the Committee may, in its sole disorgtextend the post termination period during whighoption may be exercised, provided
however that such period may not extend beyondtiginal option period.

(d) Exercise in the Event of Change in ControltHe event of any Change in Control, all Stock Opgishall immediately become exercisable
without regard to the exercise period set fortR.B(a).

2.6 Method of Exercise

The option may be exercised in whole or in panmtrfittime to time by written request received by theaBurer of the Company. The option
price of each share acquired pursuant to an optiafi be paid in full at the time of each exer@$t¢he option either (1) in cash, or (2) by
delivering to the Company shares of Common Stoangrcombination of shares and cash having an ggtgd-air Market Value equal to 1
option price of the shares being acquired. Howestares of Common Stock previously acquired byPduicipant under the Plan or any

other incentive plan of the Company shall not hikzat for purposes of payment upon the exercisanobption unless those shares have beer
owned by the Participant for a twelve-month pexdodguch longer period as the Committee may determin

ARTICLE Ill - STOCK APPRECIATION RIGHTS
3.1 Grant of Stock Appreciation Rights

The Committee may, in its discretion, grant Stogpreciation Rights in connection with all or anytpaf an option granted under the Plan.
Any Stock Appreciation Right granted in connectwith an option shall be governed by the terms ef$lock Option agreement and the
Plan.

3.2 Exercise of Stock Appreciation Rights

Stock Appreciation Rights shall become exercisabiger the Stock Option terms set forth in Sectidntiit shall be exercisable only when
the Fair Market Value of the shares subject thezgt®eds the option price of the related option.

3.3 Method of Exercise

(a) Stock Appreciation Rights shall permit the Rgyaint, upon exercise of such rights, to surreriderelated option, or any portion thereof,
and to receive, without payment to the Companydpkéor applicable withholding taxes), an amountado the excess of the Fair Market
Value over the option price. Such amount shalldid ;n shares of Common Stock valued at Fair Mavkgtie on the date of exercise.

(b) Upon the exercise of a Stock Appreciation Regid surrender of the related option, or portia@rébf, such option, to the extent
surrendered, shall be terminated, and the shaxesexb by the option so surrendered shall no lobgeavailable for purposes of the Pl



ARTICLE IV - PERFORMANCE RESTRICTED SHARES
4.1 Grant of Performance Restricted Shares

The Committee may from time to time grant Perforo@Restricted Shares to Participants under whigimpat may be made in shares of
Common Stock if the performance of the Company meettain goals established by the Committee. ecformance Restricted Shares
shall be subject to the provisions of the Plan seamd conditions, and, if earned, a Vesting Peaaimdla Restriction Period as the Committee
shall determine.

4.2 Performance Restricted Share Agreement

Each grant of Performance Restricted Shares sba@Videnced by a written agreement between the @oynand Participant to whom such
shares are granted. The agreement shall specifyutinder of Performance Restricted Shares grartedetms and conditions of the grant,
duration of the Performance Period, the performayuads to be achieved, and the Vesting Period lamdRestriction Period applicable to
shares of Common Stock earned.

4.3 Common Stock Equivalent

Each Performance Restricted Share shall be crettitad account to be maintained for each suchdiaatit during the Performance Period
and shall be deemed to be the equivalent of orre sfidCommon Stock. At the conclusion of the Perfance Period, Performance Restricted
Shares earned, if any, shall be converted to slii@smmon Stock subject to a Vesting Period aRestriction Period.

4.4 Performance Goals

Performance Restricted Share awards shall be ¢onelit upon the Company's attainment of a specifaad with respect to one or more of
the following performance measures: (i) total shaléer return; (ii) EVA as defined below;

(iii) return on shareholders' equity; (iv) retum capital; (v) earnings per share; (vi) sales) @érnings; (viii) cash flow; and (ix) operating
income. EVA equals the dollar amount arrived atdking net operating profit after taxes and sultimgca charge for the use of the capital
needed to generate that profit. The Committee sledéirmine a minimum performance level below whioHPerformance Restricted Shares
shall be payable and a performance schedule urfiiehvthe number of shares earned may be lesséljan] to, or greater than the numbe
Performance Restricted Shares granted based up@uotinpany's performance. The Committee may adjegpérformance goals and
measurements to reflect significant unforeseentsyenovided, however, that the Committee may nakemnany such adjustment with respect
to any award of Performance Restricted Shares todividual who is then a "covered employee" ashsieem is defined in Regulation 1.162-
27(c)(2) promulgated under Section 162(m) of thee&C@Section 162(m)"), if such adjustment wouldsmaompensation pursuant to such
Performance Restricted Share award to cease terb@mance-based compensation under Section 162(m).

4.5 Performance Period

The Committee shall establish a Performance Pafqpdicable to each grant of Performance RestriSteates. Each such Performance Period
shall commence on January 1 of the calendar yeahich grants are made. There shall be no limitatio the number of Performance Per
established by the Committee, and more than orferRence Period may encompass the same calendafymaCommittee may shorten :
Performance Period if it determines that unusuainforeseen events so warrant.

4.6 Dividend Equivalents During Performance Period

During the Performance Period, a Participant dhakntitled to receive Dividend Equivalents whiblalsbe deemed to have been reinvested
in additional Performance Restricted Shares asdénee time as such underlying Common Stock castetidi is paid. Performance Restricted
Shares granted through such reinvestment shalidatited to the Participant's account and shalldyaple to the Participant in the same
manner and at the same time as the Performanced®bShares with respect to which such Dividegdialents were issue



4.7 Right to Payment of Performance Restricted &har

(a) At the conclusion of the Performance Period,Glommittee shall determine the number of Perfomad®estricted Shares, if any, which
have been earned on the basis of Company perfoenamelation to the established performance gdalso event shall such number exceed
300% of the shares contingently granted.

(b) Performance Restricted Shares earned shathieeded to shares of Common Stock and shall besepted by a stock certificate
registered in the name of the Participant. Cegtfis evidencing such shares shall be held in custpthe Company until the restrictions
thereon are no longer in effect. After the lapswaiver of the restrictions imposed, the Comparglisteliver in the Participant's name one or
more stock certificates, free of restrictions, eviding the shares of Common Stock to which theicisns have lapsed or been waived.

4.8 Vesting Period

At the time a Performance Restricted Share gramiide, the Committee shall establish a periodhaé {jthe "Vesting Period") applicable to
such shares earned, if any, which shall begineaetid of the Performance Period. During the Ved#iadod, Performance Restricted Shares
shall be subject to the risk of forfeiture. The CQoittee may provide for the lapse of such restricgiin installments and may accelerate or
waive such restrictions, in whole or in part, basadervice and such other factors as the Commitssedetermine.

4.9 Restriction Period

At the time a Performance Restricted Share gramaide, the Committee shall establish a periocheé {ithe "Restriction Period") applicable
to such shares earned, if any, which shall begiheaend of the Performance Period. During theriRéish Period, the Participant shall not be
permitted to sell, assign, transfer, pledge ormtiee dispose of Performance Restricted Sharedthat been earned. The Committee may
provide for the lapse of such restrictions in ifistants, in whole or in part, based on service sunch other factors as the Committee may
determine.

4.10 Other Terms and Conditions

Performance Restricted Shares earned and restsicteds received with respect to such sharestshallbject to the following terms and
conditions:

(a) Except as otherwise provided in the Plan ahénPerformance Restricted Share agreement, ttieipamnt shall have all the rights of a
shareholder of the Company, including the rightdte the shares.

(b) Cash dividends paid with respect to PerformadRestricted Shares shall be reinvested to purchddigional shares of Common Stock that
shall be subject to the same terms, conditionsyesttictions that apply to the Performance ResiiShares with respect to which such
dividends were issued.

(c) Except as otherwise provided in the Plan dhenPerformance Restricted Share agreement, upoinggion of a Participant's
employment, all unvested shares subject to reistnichall be forfeited by the Participant.

4.11 Termination of Employment - Provisions Dura&erformance Period

(@) In the event a Participant terminates employtrdaring a Performance Period by reason of deasgHtility, or Retirement, the Participant
shall be entitled to the full number of shares edriif any, as long as the Participant had comglatminimum of one year of employment
during the Performance Period. If the terminatiberaployment is by reason of death or Disability péher restrictions shall lapse and shares
of Common Stock shall be issued to the Participartiie Participant's designated beneficiary folluyvihe Performance Period. If the
termination of employment is by reason of Retiretnany applicable Restriction Period shall contifueffect, but in no event beyond the
end of the three-year period following the Particifs Retirement. Following the expiration of siR#striction Period, shares of Common
Stock shall be issued to the Participant. In trenethe Participant had not completed one yeammi@yment during the Performance Period,
the Participant shall forfeit all rights to earrcBlPerformance Restricted Shares.

(b) If a Participant terminates employment for aagson other than death, Disability, or Retiremta,Participant shall forfeit all rights to
earn such Performance Restricted Sh:



(c) Notwithstanding Sections 4.11(a) and 4.11¢b}he event a Participant's employment is termihateder special circumstances, the
Committee may, in its sole discretion, continueagiPipant's rights to earn any or all PerformaRestricted Shares and waive in whole or in
part any or all remaining restrictions.

4.12 Termination of Employment - Provisions Follagia Performance Period

(@) In the event a Participant terminates employtrfadlowing a Performance Period by reason of deBtkability, or Retirement, all
Performance Restricted Shares earned shall imneddiast. If the termination of employment is bgsen of death or Disability, all other
restrictions shall lapse and shares of Common Sthak be issued to the Participant or the Paditfis designated beneficiary. If the
termination of employment is by reason of Retiretnany applicable Restriction Period shall contifueffect, but in no event beyond the
end of the three-year period following the Partieifs Retirement. Following the expiration of siR#striction Period, shares of Common
Stock shall be issued to the Participant.

(b) If a Participant terminates employment for aagson other than death, Disability, or Retiremtma,Participant shall forfeit all
Performance Restricted Shares subject to the \(eBmiod. Any applicable Restriction Period shalitinue in effect, but in no event beyond
the end of the three-year period following the egréant's date of termination of employment. Foliogvthe expiration of such Restriction
Period, shares of Common Stock shall be issudtkt®articipant.

(c) Notwithstanding Sections 4.12 (a) and 4.12itb)he event a Participant's employment is terteidainder special circumstances, the
Committee may, in its sole discretion, waive in ¥ehor in part any or all remaining restrictions.

4.13 Change in Control Provisions

In the event of any Change in Control, all PerfanoceaRestricted Shares earned shall immediatelyargbtestrictions shall lapse on all sh:
subject to restrictions as of the date of such @aan Control. Further, all Performance Restricdares granted, including those granted
pursuant to Dividend Equivalents, shall be deerdthve been earned to the maximum extent pernptiesliant to Section 4.4 for any
Performance Period not yet completed as of thetffedate of such Change in Control.

ARTICLE V - RESTRICTED STOCK AWARDS
5.1 Award of Restricted Stock

The Committee may authorize awards of Common Siodificers and key employees subject to termsditmms, and a Restriction Period
the Committee shall determine. Restricted Stock rieahall be used for the purposes of recruitntenggnition, and retention of key
employees vital to the Company's success.

5.2 Restricted Stock Award Agreement

Each Restricted Stock Award shall be evidenced Wyitten agreement between the Company and théarit to whom such award is
granted. The agreement shall specify the numbshafes awarded, the terms and conditions of thedawee Restriction Period, the rights of
the Participant, and the consequences of forfettansistent with the Plan as the Committee shadirdene.

5.3 Awards and Certificates

Shares of Common Stock awarded pursuant to a Blestistock Award shall be registered in the nantb@Participant. Certificates
evidencing such shares shall be held in custodph&¥ompany until the restrictions thereon areamgér in effect. After the lapse or waiver
of the restrictions imposed, the Company shalMéelin the Participant's name one or more stockficates, free of restrictions, evidencing
the shares of Common Stock to which the restristivave lapsed or been waivi



5.4 Restriction Period

At the time a Restricted Stock Award is made, tben@ittee shall establish a period of time (the tRetson Period") applicable to such
award during which the shares of restricted stoeksabject to the risk of forfeiture and the Pgpaat shall not be permitted to sell, assign,
transfer, pledge, or otherwise dispose of sucheshdihe Committee may provide for the lapse of sastrictions in installments and may
accelerate or waive such restrictions, in wholegrart, based on service and such other factotfsea€ommittee may determine.

5.5 Other Terms and Conditions

Shares of restricted stock awarded and restri¢taces received with respect to such shares shallliject to the following terms and
conditions:

(a) Except as otherwise provided in the Plan ahénRestricted Stock Award agreement, the Partitiphall have all the rights of a
shareholder of the Company, including the rightdte the shares.

(b) Cash dividends paid with respect to restrictieaires shall be reinvested to purchase addititiaaés of Common Stock that shall be
subject to the same terms, conditions, and resingthat apply to the Restricted Stock Award wébpect to which such dividends were
issued.

(c) Except as otherwise provided in the Plan dheRestricted Stock Award agreement, upon ternoinaif a Participant's employment, all
shares subject to restriction shall be forfeitedHzyParticipant.

5.6 Termination of Employment

(@) In the event a Participant terminates employtrdeaning the Restriction Period by reason of deaitbisability, restrictions shall lapse on
all shares subject to restriction at the time ahstermination.

(b) In the event a Participant terminates employindening the Restriction Period by reason of Reteat, restrictions shall lapse on a
proportion of any shares subject to restrictiothattime of such Retirement. Any applicable RestiicPeriod shall continue in effect, but in
no event beyond the end of the three-year peritbalfng the Participant's Retirement. The numbestwdres upon which the restrictions shall
lapse shall be prorated for the number of monthengbloyment during the Restriction Period priothte Participant's termination of
employment.

(c) If a Participant terminates employment for aagson other than death, Disability, or Retiremtra,Participant shall forfeit all shares
subject to restriction.

(d) Notwithstanding Sections 5.6 (a), 5.6 (b) ari(8), in the event a Participant's employmemisiinated under special circumstances, the
Committee may, in its sole discretion, waive in ¥ehor in part any or all remaining restrictions.

5.7 Change in Control Provisions

In the event of any Change in Control, restrictishall lapse on all shares subject to restrictamef the date of such Change in Control.
ARTICLE VI - SHARE TAX WITHHOLDING AND DEFERRAL OF PAYMENT

6.1 Share Tax Withholding

(a) At the discretion of the Committee, share téthlolding may be included as a term of any grdr&tock Options, Stock Appreciation
Rights, Performance Restricted Shares, and Restrigtock Award.

(b) Share tax withholding shall entitle the Pap#nit to elect to satisfy, in whole or in part, aay withholding obligations in connection with
the issuance of shares of Common Stock earned timel®lan by requesting that the Company either:

(i) withhold shares of Common Stock otherwise ibdeido the Participant,

or



(i) by accepting delivery of shares of Common Ktpeeviously owned by the Participant.

In either case, the Fair Market Value of such shafsCommon Stock will generally be determinedimmdate of exercise for Stock Options
and Stock Appreciation Rights and on the date falig the Restriction Period for Performance RestdShares and Restricted Stock
Awards. Notwithstanding the foregoing, in the caba Participant subject to the reporting requireta®f

Section 16(a) of the Exchange Act, no such electtall be effective unless made in compliance waith applicable requirements of Rule
16b-3(e) or any successor Rule under the Exchange A

(c) Shares of Common Stock previously acquiredhieyRarticipant under the Plan or any other inceriien of the Company shall not be
utilized for satisfaction of any withholding oblig@n unless those shares have been owned by thieipamt for a twelve-month period or
such longer period as the Committee may determine.

(d) Notwithstanding any other provision hereoftie tontrary, the Committee, in its sole discretiway at any time suspend, terminate, or
disallow any or all entitlements to share tax witlling previously granted or extended to any Pigpdiat.

6.2 Deferral of Payment

At the discretion of the Committee, a Participamtyrbe offered the right to defer the receipt ofbalany portion of Performance Restricted
Shares or Restricted Stock Awards otherwise digiaitile to such Participant. Such right shall be@sed by execution of a written
agreement by the Participant (1), with respectdstfcted Stock Awards, prior to the expiratiortia# applicable Restriction Period and (2),
with respect to Performance Restricted Sharest, fwrithe expiration of the applicable Vesting Pdridpon any such deferral, the number of
shares of Common Stock subject to the deferral stralain in the custody of the Company. Cash divitdepaid with respect to these shares
shall be reinvested to purchase additional shd&r€@mmon Stock that shall be subject to the sanferidd provisions. All other terms and
conditions of deferred payments shall be as coathin said written agreement.

ARTICLE VII - OTHER PROVISIONS
7.1 Adjustment in Number of Shares and Option Brice

Grants of Stock Options, Stock Appreciation RigRstformance Restricted Shares, and Restricted $wwards shall be subject to
adjustment by the Committee as to the number aicd pf shares of Common Stock or other considaratgubject to such grants in the event
of changes in the outstanding shares by reasadi dividends, stock splits, recapitalizationgrganizations, mergers, consolidations,
combinations, exchanges, or other relevant chaimgespitalization occurring after the date of grdntthe event of any such change in the
outstanding shares, the aggregate number of sheadable under the Plan may be appropriately sy the Committee.

7.2 No Right to Employment

Nothing contained in the Plan, nor in any grantspant to the Plan, shall confer upon any Partitipag right with respect to continuance
employment by the Company or its subsidiaries,im@rfere in any way with the right of the Compamyits subsidiaries to terminate the
employment or change the compensation of any emaplay any time.

7.3 Nontransferability

A Participant's rights under the Plan, including tight to any shares or amounts payable, may@asbigned, pledged, or otherwise
transferred except, in the event of a Participatg&h, to the Participant's designated benefidarin the absence of such a designation, by
will or by the laws of descent and distributionppided, however, that the Committee may, in iteigon, at the time of grant of a
Nonstatutory Stock Option or by amendment of amoopagreement for an Incentive Stock Option or adlatutory Stock Option, provic

that Stock Options granted to or held by a Pawicipnay be transferred, in whole or in part, to onmore transferees and exercised by any
such transferee, provided further that (i) any smehsfer must be without consideration, (ii) ea@imsferee must be a member of such
Participant's "immediate family" or a trust estabéid for the exclusive benefit of one or more mambéthe Participant's immediate family;
and (i) such transfer is specifically approvedtbg Committee following the receipt of a writteaguest for approval of the transfer (no
approval shall be required for Non-Employee Direttansfers); and provided further that any Inoemtock Option which is amended to
permit transfers during the lifetime of the Pagamt shall, upon the effectiveness of such amentrhertreated thereafter as a Nonstatutory
Stock Option. In the event a Stock Option is transfd as contemplated in this Section, such trassil become effective when approvec
the Committee and such Stc



Option may not be subsequently transferred byrtmesteree other than by will or the laws of deseamt distribution. Any transferred Stock
Option shall continue to be governed by and sulietite terms and conditions of this Plan and éhevant option agreement, and the
transferee shall be entitled to the same righte@®articipant as if no transfer had taken plaseused in this Section, "immediate family"
shall mean, with respect to any person, any spatnile, stepchild or grandchild, and shall inclug&ationships arising from legal adoption.

7.4 Compliance with Government Regulations

(a) The Company shall not be required to issuestiver shares or make payment upon any right gdamteler the Plan prior to complying
with the requirements of any governmental authantyonnection with the authorization, issuancesale of such shares.

(b) The Plan shall be construed and its provisenfsrced and administered in accordance with thve Iaf the Commonwealth of
Pennsylvania applicable to contracts entered intbperformed entirely in such State.

7.5 Rights as a Shareholder

The recipient of any grant under the Plan shalehav rights as a shareholder with respect themdss and until certificates for shares of
Common Stock are issued to such recipient.

7.6 Unfunded Plan

Unless otherwise determined by the Committee, the $hall be unfunded and shall not create (ordpestcued to create) a trust or separate
funds. With respect to any payment not yet madePRarticipant, nothing contained herein shall gimg Participant any rights that are greater
than those of a general creditor of the Company.

7.7 Foreign Jurisdiction

The Committee shall have the authority to adopgmuahnor terminate such arrangements, not incomsigfigh the intent of the Plan, as it may
deem necessary or desirable to make availablertather benefits of the laws of foreign countrie®rder to promote achievement of the
purposes of the Plan.

7.8 Other Compensation Plans

Nothing contained in this Plan shall prevent thenpany from adopting other or additional compensatimangements, subject to sharehc
approval if such approval is required.

7.9 Termination of Employment - Certain Forfeitures

Notwithstanding any other provision of the Plarh@tthan provisions regarding Change in Contraluiding without limitation Sections 2.
4.13 and 5.7 which shall apply in all events) arcept for Performance Restricted Shares or Restritock Awards which would otherwise
be free of restrictions and the receipt of whick haen deferred pursuant to Section 6.2, a Patitghall have no right to exercise any Stock
Option or Stock Appreciation Right or receive payinef any Performance Restricted Share or RestriSteck Award if: (1) the Participant

is discharged for willful, deliberate, or gross oginduct as determined by the Committee in its digleretion or (2) if following the
Participant's termination of employment with then@any, and within a period of three years theregfie Participant engages in any
business or enters into any employment which tham@ittee in its sole discretion determines to bed{gctly or indirectly competitive with
the business of the Company or (b) substantiajiyrimus to the Company's financial interest. A Rgrant may request the Committee in
writing to determine whether any proposed businessnployment activity would justify such a forigie. Such a request shall fully describe
the proposed activity and the Committee's detertioinahall be limited to the specific activity sestribed.

ARTICLE VIII - AMENDMENT AND TERMINATION

8.1 Amendment and Terminatis



The Board of Directors may modify, amend, or terénthe Plan at any time except that, to the extemt required by applicable law, rule,
regulation, approval of the holders of a majorityslbares of Common Stock represented in persol prdxy at a meeting of the shareholders
will be required to increase the maximum numbestafres of Common Stock available for distributioder the Plan (other than increases
due to adjustments in accordance with the Plan)midification, amendment, or termination of therPhall adversely affect the rights of a
Participant under a grant previously made to hitheuit the consent of such Participant.

ARTICLE IX - EFFECTIVE DATE AND DURATION OF PLAN
9.1 Effective Date and Duration of Plan

The Plan shall become effective immediately up@napproval and adoption thereof at the Annual Meedif the shareholders on April 26,
1993. All rights granted under the Plan must begdwithin ten years from its adoption date byghareholders of the Company. Any rig
outstanding ten years after the adoption of the Rlay be exercised within the periods prescribatéuonr

pursuant to the Plai



EXHIBIT NO. 21
(as of January 1998)

Domestic Subsidiaries

Armstrong Cork Finance Corporation

Armstrong Enterprises, Inc.

Armstrong Holdings Canada, Inc.

Armstrong Industrial Specialties, Inc.

Armstrong Industrial Specialties International, Inc
Armstrong Realty Group, Inc.

Armstrong Ventures, Inc.

Armstrong World Industries Asia, Inc.

Armstrong World Industries (Delaware) Inc.
Armstrong World Industries (India) Inc.
Armstrong World Industries Latin America, Inc.
AW | (NEVADA), INC.

Charleswater Products, Inc.

Chemline Industries, Inc.

Dal-Tile International Inc. (34.4% ownership intere
IWF, Inc.

.W. Insurance Company

The W. W. Henry Company

The Worthington Armstrong Venture (50%-owned uninco

affiliate)

Foreign Subsidiaries

Alphacoustic (UK) Ltd.

Armstrong Acquisition Canada, Inc.
Armstrong Architectural Products S.L.
Armstrong Building Products
Armstrong Building Products B.V.

Armstrong Building Products Company (Shanghai) Ltd.

Armstrong Building Products G.m.b.H.
Armstrong Building Products S.A.
Armstrong Building Products S.r.l.
Armstrong Europa G.m.b.H.

Armstrong Europe Services

Armstrong Floor Products Europe G.m.b.H.
Armstrong Floor Products Europe Ltd.
Armstrong Floor Products Europe Sarl.
Armstrong FSC, Ltd.

Armstrong Hunter Douglas Limited
Armstrong Industrial Specialties G.m.b.H.
Armstrong Industrial Specialties International, SAR
Armstrong Industrial Specialties Ltd.
Armstrong Insulation (Panyu) Co. Ltd.

Armstrong Insulation Products

Armstrong Insulation Products A.G.
Armstrong Insulation Products Benelux, S.A.
Armstrong Insulation Products G.m.b.H.
Armstrong Insulation Products S.A.
Armstrong Insulation Products S.A.
Armstrong Insulation Products Sp. zo.o.
Armstrong Insulation Products S.r.l.

Jurisdiction of
Incorporation

Delaware
Vermont
Delaware
Pennsylvania
Nevada
Pennsylvania
Delaware
Nevada
Delaware
Nevada
Nevada
Nevada
Delaware
Delaware
Delaware
Nevada
Vermont
California

rporated

England
Canada
Spain
England
Netherlands
People's Republic of
China
Germany
France
Italy
Germany
England
Germany
England
France
Bermuda
England
Germany
France
England
People's Republic of
China
England
Switzerland
Belgium
Germany
Spain
France
Poland
Italy



Armstrong Insulation Rus.

Armstrong (Japan) K.K.

Armstrong Nova Scotia Unlimited Liability Company
Armstrong-Nylex Pty. Ltd.

Armstrong Parafon A.B.

Armstrong (Singapore) Pte. Ltd.
Armstrong Sweden AB

Armstrong Textile Products G.m.b.H.
Armstrong (U.K.) Investments
Armstrong World Industries AB
Armstrong World Industries Canada Ltd.
Armstrong World Industries (China) Ltd.

Armstrong World Industries de Mexico, S.A. de C.V.

Armstrong World Industries do Brasil Ltda.
Armstrong World Industries, G.m.b.H.
Armstrong World Industries (H.K.) Limited
Armstrong World Industries Korea, Ltd.
Armstrong World Industries Ltd.
Armstrong World Industries Pty. Ltd.
Armstrong World Industries (Thailand) Ltd.
Inarco Limited (40%-owned affiliate)
Liberty Commercial Services Ltd.
Novita Market SA (30%-owned affiliate)
Perfiles y Techos, S.L. (known as Peytesa)
(owned by Worthington Armstrong Espana, S.L.)
Worthington Armstrong Espana, S.L.

Worthington Armstrong Metal Products Co. (Shanghai)

(owned by WAVE)

Worthington Armstrong UK

Worthington Armstrong Venture Europe S.A. (owned by

Russia
Japan
Canada
Australia
Sweden
Singapore
Sweden
Germany
England
Sweden
Canada
People's Republic of
China
Mexico
Brazil
Germany
Hong Kong
Korea
England
Australia
Thailand
India
Bermuda
Poland

Spain
Spain

People's Republic of
China
England
France



Exhibit No. 23

Consent of Independent Auditors

The Board of Directors
Armstrong World Industries, Inc.:

We consent to incorporation by reference in Regjiistn Statement Nos. 33-38837 and 333-6333 on Fefand the Registration Statement
Nos. 50942, 2-77936, 2-91890, 33-18996, 33-60070, IB&Band 33-29768 on Form8ef Armstrong World Industries, Inc. of our rep
dated February 13, 1998, relating to the consaiidblance sheets of Armstrong World Industries, nd subsidiaries as of December 31,
1997 and 1996 and the related consolidated statsroérarnings, cash flows and shareholders' equitlyfinancial statement schedule for
each of the years in the three-year period endegiber 31, 1997, which report is included herein.

KPMG Peat Marwick LLP

Philadelphia, PA
March 19, 199¢



Exhibit No. 24

POWER OF ATTORNEY

Re: 1997 Annual Report on Form 10-K -

I, James E. Marley, as a Director of Armstrong Wadridustries, Inc., do hereby constitute and apgp@EORGE A. LORCH or, in the case
of his absence or inability to act as such, FRANKRADDICK, llI, or, in the case of his absence malility to act as such, DEBORAH K.
OWEN, my agent, to sign in my name and in my beth@fCompany's Annual Report on Form 10-K for tharyended December 31, 1997,
and any amendments thereto, to be filed by the @ompith the Securities and Exchange Commissioreutite Securities Exchange Act of
1934, as amended, with the same effect as if Sgolatsire were made by me personally.

/sl James E. Marl ey

James E. Marl ey

Dated February 23, 199¢




(Exhibit No. 24)

All powers of attorney required to be filed are stalntially identical in all material respects. Téfere, in accordance with SEC Regulation
229.601(a) Instruction 2, only the foregoing copypeing included except, however, that the mansadiged copy filed with the Securities
and Exchange Commission includes a complete g@wérs of attorney.

All powers of attorney differ only from the form tfe foregoing in that they are executed by thiefahg parties in the capacities indicated
on or about February 23, 1998, and the power bgk-fa Riddick appoints only George A. Lorch or Dedlo K. Owen as his agent:

Frank A. Riddick, Il Senior Vice-President, F inance
(Principal Financial Off icer)
Bruce A. Leech, Jr. Controller
(Principal Accounting Of ficer)
H. Jesse Arnelle Director
Van C. Campbell Director
Donald C. Clark Director
James E. Marley Director
J. Phillip Samper Director
Jerre L. Stead Director

David W. Raisbeck Director



(Exhibit No. 24)

I, Deborah K. Owen, Senior Vice-President and Satyeof Armstrong World Industries, Inc., a corpiwva organized and existing under the
laws of the Commonwealth of Pennsylvania, do herariify that, at a meeting of the Board of Direstof said corporation duly held on the
23rd day of February, 1998, at which a quorum wasgnt and acting throughout, the following resohg were adopted and are now in full
force and effect:

RESOLVED That the 1997 annual report on Form 10khe form presented to this meeting has beenwexddy the Board of Directors;
and the execution thereof on behalf of the Comgmn§eorge A. Lorch, Frank A. Riddick, Il or Debar&. Owen, with such changes
therein and additions or deletions thereto as ditlyazm and the legal counsel to the Company mayosep and the filing thereof with the
Securities and Exchange Commission after beingksouted by the requisite number of directors peaipior by their respective attorneys-
in-fact, are hereby authorized.

FURTHER RESOLVED That the execution of the 1997umtmeport on Form 10-K by George A. Lorch, FrankRdddick, Il and Bruce A.
Leech, Jr., personally or by their respective aggs-in-fact, as principal executive officer, pipal financial officer and principal accounting
officer, respectively, of the Company, is herebthatized.

IN WITNESS WHEREOF, | have hereunto set my handthedseal of said corporation this 5th day of Mad$08.

/'s/ Deborah K. Oaen

Sr. Vice President & Secretary



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE REGISTRANT'S
CONSOLIDATED FINANCIAL STATEMENTS AS OF AND FOR DEEMBER 31, 1997, AND IS QUALIFIED IN ITS ENTIRETY BY
REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 58
SECURITIES 0
RECEIVABLES 29C
ALLOWANCES 37
INVENTORY 22C
CURRENT ASSET 60C
PP&E 1,97¢
DEPRECIATION 1,004
TOTAL ASSETS 2,37¢
CURRENT LIABILITIES 472
BONDS 222
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 207
OTHER SE 604
TOTAL LIABILITY AND EQUITY 2,37¢
SALES 2,19¢
TOTAL REVENUES 2,19¢
CGS 1,462
TOTAL COSTS 1,462
OTHER EXPENSE! 41%
LOSS PROVISION 0
INTEREST EXPENSE 28
INCOME PRETAX 29¢€
INCOME TAX 111
INCOME CONTINUING 18t
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 18t
EPS PRIMARY 4.5t
EPS DILUTED 4.5C



ARTICLE 5
MULTIPLIER: 1,000,00(

PERIOD TYPE

FISCAL YEAR END
PERIOD END

CASH

SECURITIES
RECEIVABLES
ALLOWANCES
INVENTORY
CURRENT ASSET¢
PP&E

DEPRECIATION
TOTAL ASSETS
CURRENT LIABILITIES
BONDS

PREFERRED MANDATORY
PREFERREL
COMMON

OTHER SE

TOTAL LIABILITY AND EQUITY
SALES

TOTAL REVENUES
CGS

TOTAL COSTS
OTHER EXPENSES
LOSS PROVISION
INTEREST EXPENSE
INCOME PRETAX
INCOME TAX

INCOME CONTINUING
DISCONTINUED
EXTRAORDINARY
CHANGES

NET INCOME

EPS PRIMARY

EPS DILUTED

3 MOS
DEC 31 199
MAR 31 199

32
0
314
33
232
60¢
1,95:
98¢
2,191
37€
22¢
0

0
214
567
2,191
51¢
51¢
347
347
97
0

6
68
23
46
0

0

0
46
1.11
1.1C

6 MOS
DEC 31 199
JUN 30 199

51

0
31¢€
35
234
62€
1,98
1,01¢
2,22¢
37¢€
227
0

0
214
60¢€
2,22¢
1,09¢
1,09¢
725
725
19¢
0

14
15¢
55
104
0

0

0
104
2.5¢
2.5¢

9 MOS
DEC 31 199
SEP 30 199

70

0
33¢
41
21¢
65C
1,99:
1,031
2,25¢
394
227
0

0
21t
60¢
2,25¢
1,671
1,671
1,10¢
1,10¢
317
0

21
22¢
90
13¢
0

0

0
13¢
3.3¢
3.3¢

12 MOS
DEC 31 199
DEC 31 199

65

0
252
35
20¢€
56¢&
1,93¢
97¢
2,13¢
321
21¢
214
0

0
57¢
2,13¢
2,15¢
2,15¢
1,46(
1,46(
387
46
23
24C
75
16t
0

()
0
15€

3.81
3.61



ARTICLE 5
MULTIPLIER: 1,000,00(

PERIOD TYPE 3 MOS 6 MOS 9 MOS 12 MOS
FISCAL YEAR END DEC 31 199 DEC 31 199 DEC 31 199 DEC 31 199
PERIOD END MAR 31 199¢ JUN 30 199 SEP 30 199 DEC 31 199
CASH 11¢ 83 79 257
SECURITIES 0 0 0 0
RECEIVABLES 28t 291 29¢ 247
ALLOWANCES 30 33 33 29
INVENTORY 187 197 197 19¢€
CURRENT ASSET¢ 62C 60C 601 728
PP&E 1,88t 1,921 1,93¢ 1,854
DEPRECIATION 99z 1,00¢ 1,007 97¢€
TOTAL ASSETS 2,07 2,06¢€ 2,11¢ 2,15(C
CURRENT LIABILITIES 32% 32¢ 337 37¢€
BONDS 18¢€ 18¢€ 21¢ 0
PREFERRED MANDATORY 0 0 0 101
PREFERREL 244 244 0] 0
COMMON 10z 10t 22¢ 25¢
OTHER SE 41¢ 41¢€ 54¢ 41F
TOTAL LIABILITY AND EQUITY 2,07 2,06¢ 2,11¢ 2,15(C
SALES 501 1,064 1,62¢ 2,32¢
TOTAL REVENUES 501 1,06¢ 1,62¢ 2,32%
CGS 34k 70¢ 1,094 1,581
TOTAL COSTS 34k 70¢ 1,09/ 2,281
OTHER EXPENSE! 96 197 307 2
LOSS PROVISION 0 46 46 0
INTEREST EXPENSE 6 12 18 34
INCOME PRETAX 54 10C 162 8
INCOME TAX 18 33 51 (5)
INCOME CONTINUING 36 67 111 14
DISCONTINUED 0 0 0] 11C
EXTRAORDINARY 0 0 (8) 0
CHANGES 0 0 0 0
NET INCOME 36 67 10¢ 12¢
EPS PRIMARY .89 1.63 2.5(C 2.94
EPS DILUTED .81 1.4¢ 2.3¢ 2.6¢
End of Filing
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