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Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Seculiftggation Reform Act of 1995)

The disclosures and analysis in this report corgaime forward-looking statements. This discusshmuaithose statements is provided in
accordance with the Private Securities Litigatiadfd®m Act of 1995.

Forward-looking statements give current expectatimnforecasts of future events. You can identiBse statements by the fact that they do
not relate strictly to historical or current factéiey use words such as "anticipate,” "estima&xpéct,” "project,” "intend," "plan," "believe,"
and other words and terms of similar meaning imeation with discussions of future operating oafinial performance. In particular, these
include statements relating to future actions, pective products, future performance or resultsuofent and anticipated products, sales
efforts, expenses, the outcome of contingenciels asdegal proceedings, and financial results. Riora to time, we may also provide oral
written forward-looking statements in other matisrigleased to the public.

Any or all of the forward-looking statements ingheport and in any other public statements madetara out to be wrong. They can be
affected by inaccurate assumptions we might maksy &nown or unknown risks and uncertainties. Cquasetly, no forward-looking
statement can be guaranteed. Actual future residtsvary materially.

We undertake no obligation to update any forwamkiog statements, whether as a result of new inddion, future events or otherwise.
However, you should consult any further disclosuvesmake on related subjects in 10-Q, 8-K, 10-Ktber reports filed with the SEC. Also
note the following cautionary discussion of risk&l aincertainties relevant to our businesses. Taessome of the factors that could
potentially cause actual results to differ matérilom expected and historical results. Otherdexbesides those listed here could also
adversely affect our businesses.

. Factors relating to Armstrong World Industrigs;.Is ("AWI") Chapter 11 Filing, such as: the pbtssidisruption of relationships with
creditors, customers, suppliers and employeegjltieate size of AWI's asbestos-related and otiadillties; the ability to confirm and
implement a plan of reorganization; the availapitif financing and refinancing for both AWI and #gbsidiaries that are not parties to its
Chapter 11 Filing; and AWI's ability to comply witlovenants in its debtor-in-possesion credit fgc{lihe "DIP Facility").

. Claims of undetermined merit and amount have laseerted against us for various legal, environatemd tax matters, including AWI's
asbestos related litigation. For more informatiorttoese matters, see the discussion of Legal Pdowgein Item 3 in this report.

. Balancing investment to create future growthhia tonstraints of a price-competitive market iallenge.
. Revenues and earnings can be affected by thedésaccess of new product introductions.

. Much of our revenues and earnings are exposeklaioges in foreign currency exchange rates. Whawgipal, we try to reduce these effects
by matching local currency revenues with costslaodl currency assets with liabilities. We also aga foreign exchange risk with foreign
currency forward contracts and with purchased §pr&urrency options.

. Notwithstanding our efforts to foresee and planthe effects of changes in fiscal circumstanaescannot predict with certainty all changes
in currency and interest rates, inflation or ottedated factors affecting our businesses. For el@nap economic downturn may lead our
customers to delay or cancel construction plansnkare information on these matters, see the dison®f Market Risk in Item 7A of this
report.

. International operations could be affected bynges in intellectual property legal protections asmledies, trade regulations, and procec
and actions affecting production, pricing and mérigeof products, as well as by unstable governsiant legal systems, intergovernmental
disputes and possible nationalization.

. Business combinations among our competitors pplgers could affect our competitive position irethard surface floor covering, textile ¢
sports flooring, wood flooring, ceiling system amdod cabinet businesses. Similarly, combinationalleances among our major customers
could increase their purchasing power in dealinth ws. And, of course, if we should enter into onenore business combinations, our
business, finances and capital structure couldfeetad.



. Growth in costs and expenses, raw material pniceeases (for example increases in wood pricés petroleumbased raw materials such
plasticizers or PVCs), energy cost increases, adwmmgdistribution and product mix, and the impafaivestitures, restructuring and other
unusual items that could result from evolving basmstrategies and organizational restructurintdcaftect future results.

. Revenues and earnings could be affected by \@nauldwide economic and political factors, incluglimproved efficiencies in the
European flooring market, variations in residendiadl commercial building rates, and economic grawatés in various areas of the world in
which we do business. These factors could affecetid-use markets for our products in various pdrtise world.

. Revenues and earnings could be affected by ttemieto which we successfully achieve integratibara synergies from acquisitions.

. Availability of raw materials, energy, water asmlrced products due to changes in business aalddegditions that impact our suppliers,
including environmental conditions, laws and regalss, litigation involving our suppliers and/ordiness decisions made by our suppliers
could affect future results.

. Revenues and earnings could be affected by ssufecisions and business conditions that impaahajor customers and distribution
network.



PART |

ITEM 1. BUSINESS

Armstrong World Industries, Inc. ("AWI") is a Peryhgania corporation incorporated in 1891, whichdtiger with its subsidiaries is referred
to here as "Armstrong". Through its U.S. operatiand U.S. and international subsidiaries, Armstrdegigns, manufactures and sells
flooring products (resilient, wood, carpeting apors flooring), as well as ceiling systems, arotheworld. Armstrong products are sold
primarily for use in the finishing, refurbishinganrepair of residential, commercial and institutibbuildings. Armstrong also designs,
manufactures and sells kitchen and bathroom cabinet

Armstrong Holdings, Inc. (sometimes referred tdAdI") is the publicly held parent holding compaaf/Armstrong. AHI became the parent
company of Armstrong on May 1, 2000, following A8Hareholder approval of a plan of exchange undahndach share of AWI was
automatically exchanged for one share of AHI. AHisWormed for purposes of the share exchange ddd ho other significant assets or
operations apart from AWI and AWI's subsidiariefcR certificates that formerly represented shafeSWI| were automatically converted
into certificates representing the same numbehafes of AHI. The publicly-held debt of AWI was raffected in the transaction. The
following discussion of Armstrong's business islagle to AHI and AWI.

Proceedings under Chapter 11

On December 6, 2000, AWI, the major operating siliasy of AHI, filed a voluntary petition for religfthe Filing") under Chapter 11 of the
U.S. Bankruptcy Code ("the Bankruptcy Code") in theted States Bankruptcy Court for the DistricDlaware (the "Court") in order to
use the court-supervised reorganization proceash@ve a resolution of its asbestos liability.cMsing under Chapter 11 were two of
Armstrong's wholly-owned subsidiaries, Nitram Lidaiors, Inc. ("Nitram") and Desseaux CorporatioMNofth America, Inc. ("Desseaux,"
and together with AWI and Nitram, the "Debtors"heTChapter 11 cases are being jointly administenelér case numbers 00-4469,8D0¢0,
and 00-4471 (the "Chapter 11 Case").

AWI is operating its business and managing its pri@s as a debtor-in-possession subject to thagioas of the Bankruptcy Code. Pursuant
to the provisions of the Bankruptcy Code, AWI i permitted to pay any claims or obligations whizbse prior to the Filing date
(prepetition claims) unless specifically authorizgdthe Court. Similarly, claimants may not enfoars claims against AWI that arose prior
to the date of the Filing unless specifically auibed by the Court. In addition, as a debtor-ingession, AWI has the right, subject to the
Court's approval, to assume or reject any execwongracts and unexpired leases in existence atateeof the Filing. Parties having claims
as a result of any such rejection may file clainithwhe Court, which will be dealt with as parttbé Chapter 11 Case.

Three creditors' committees, one representing &sbpsrsonal injury claimants, one representing@stsis property damage claimants, anc
other representing other unsecured creditors, haga appointed in the Chapter 11 Case. In accoedaitle the provisions of the Bankruptcy
Code, they have the right to be heard on mattatscthme before the Court in the Chapter 11 Case.

During the fourth quarter of 2001, U.S. Third CitdDourt of Appeals assigned U.S. District Judg&edd M. Wolin of New Jersey to preside
over the Chapter 11 Case in the District of Delaawvdudge Wolin also presides over four other agbasiated Chapter 11 cases pending in
the District of Delaware. Judge Wolin retained estelating to asbestos personal injury claimsrafetred other asbestos-related issues and
bankruptcy-related matters to U.S. Bankruptcy JuRlgedall J. Newsome.

AWI intends to address all prepetition claims, irtthg all asbestos-related claims, in a plan ofgawnization in its Chapter 11 Case. At this
time, it is impossible to predict how such a plat treat such claims and how a plan will impact thalue of shares of common stock of AHI.
Under the provisions of the Bankruptcy Code, haddrequity interests may not participate undelaa pf reorganization unless the claim:
creditors are satisfied in full or unless creditacsept a reorganization plan which permits holdéexjuity interests to participate. The
formulation and implementation of a plan of reoiigation in the Chapter 11 Case could take a sicgnifi period of time. Currently, AWI has
the exclusive right to file a plan of reorganizatimntil October 4, 2002, and this date may be &rr#xtended by the Court.

6



AWI believes that progress is being made in theotiations with the asbestos personal injury claite@amd the unsecured creditors
committees with respect to reaching resolutiorhefgirincipal elements of a reorganization plan. Evay, it is not possible to predict whether
these negotiations will be successful. Therefdre timing of resolution of the Chapter 11 Case liemhighly uncertain.

Bar Date for Filing Claims

The Court established August 31, 2001 as the karfdeall claims against AWI except for certairesjfied claims. A bar date is the date by
which claims against AWI must be filed if the claims wish to participate in any distribution frone tChapter 11 Case. The Court extended
the bar date for claims from the U.S. Internal RenxeService until March 29, 2002 and for claimsrfreeveral environmental agencies until
the second quarter of 2002. In March 2002, the Qoled that the time to file claims related to estos property damage would not be fur
extended, but allowed certain alleged holders bési®s property damage claims to file a class prbokaim against AWI. Upon such filing,
the Court will later determine whether the proposkeds should be certified. A bar date for asbesttzded personal injury claims has not
been set.

Approximately 4,400 proofs of claim totaling appimately $6.0 billion alleging a right to paymendrfin AWI were filed with the Court in
response to the August 31, 2001 bar date, whickiaceissed below. AWI continues to investigatenstato determine their validity. The
Court will ultimately determine liability amounthdt will be allowed as part of the Chapter 11 pssce

In its ongoing review of the filed claims, AWI afdy identified and successfully objected to apprately 900 claims totaling $1.4 billion.
These claims were, primarily, duplicate filings,emdments to previously filed claims or claims thia not related to AWI. The Court
disallowed these claims with prejudice in Janudi92

In addition to the objected claims described abapgroximately 1,000 proofs of claim totaling appneately $1.9 billion were filed with the
Court that are associated with asbestos-relatexsbpal injury litigation, including direct persorigjury claims, claims by co-defendants for
contribution and indemnification, and claims raigtto AWI's participation in the Center for ClailResolution ("the Center"). As stated
above, the bar date of August 31, 2001 did notyafpasbestos-related personal injury claims. AWl address all asbestos-related claims in
the future within the Chapter 11 process. See éurdiscussion regarding AWI's liability for asbestelated matters in Item 3.

Approximately 500 proofs of claim totaling approxtaly $0.8 billion alleging asbestos-related propdamage were filed with the Court.
Most of these claims are new to AWI and many welmnstted with insufficient documentation to asseéesr validity. AWI has petitioned tf
Court to disallow approximately 50 claims totaliagproximately $0.5 billion. AWI expects to continuigorously defending any asserted
asbestoselated property damage claims in the Court. AWielves that it has a significant amount of existimgurance coverage available
asbestos-related property damage liability, withdimount ultimately available dependent upon, anuther things, the profile of the claims
that may be allowed by the Court. AWI's historypodperty damage litigation prior to the Chapteffilidg is described in Item 3.

Approximately 2,000 claims totaling approximatell.$ billion alleging a right to payment for finangi, environmental, trade debt and other
claims were filed with the Court. AWI has identdfiapproximately 200 of these claims totaling apprately $20 million that it believes
should be disallowed by the Court. For these categof claims, AWI has previously recorded appmnaiely $1.6 billion in liabilities. AWI
continues to investigate the claims to determiedr thalidity.

AWI continues to evaluate claims. AWI has recortiablility amounts for those claims that can be osably estimated and for which it
believes are probable of being allowed by the Cdtrthis time, it is impossible to reasonably estte the value of all the claims that will
ultimately be allowed by the Court. However, itikely the value of the claims ultimately allowey the Court will be in excess of amounts
presently recorded by AWI and will be material té&/As financial position and the results of its agdams. However, AWI is not able to
determine a range of possible liability with angsenable degree of accuracy, due to the uncedsiafithe Chapter 11 process, the in-
progress state of AWI's investigation of submittéaims and the lack of documentation submittecupp®rt of many claims.
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Financing
As of December 31, 2001, AWI had no outstanding #éebrowings under its $200 million debtor-in-possien credit facility (the "DIP

Facility") and AWI had $193.8 million of cash andst equivalents, excluding cash held by its noriededubsidiaries. As of December 31,
2001, AWI had approximately $8.4 million in lettexkcredit which were issued pursuant to the DIEilEg. Borrowings are limited to an
adjusted amount of receivables, inventories andEERP&WVI believes that the DIP Facility, together hvitash generated from operations, will
be more than adequate to address its liquidity ;ie@drrowings under the DIP Facility, if any, artdligations to reimburse draws upon the
letters of credit constitute superpriority admirasive expense claims in the Chapter 11 Case. TReFAcility is scheduled to expire on
December 6, 2002.

Accounting Impact

AICPA Statement of Position 90-7, "Financial Repaytby Entities in Reorganization under the BankeypCode" ("SOP 90-7") provides
financial reporting guidance for entities that e¥erganizing under the Bankruptcy Code. This guidas implemented in the accompanying
consolidated financial statements.

Pursuant to SOP 90-7, AWI is required to segrepgedpetition liabilities that are subject to compisenand report them separately on the
balance sheet. See Note 4 in the Consolidated Eimla®tatements for detail of the liabilities sudijio compromise at December 31, 2001
2000. Liabilities that may be affected by a plamemfrganization are recorded at the expected anafuhe allowed claims, even if they may
be settled for lesser amounts. Substantially al\Wi's prepetition debt, now in default, is recalds face value and is classified within
liabilities subject to compromise. Obligations afdstrong subsidiaries not covered by the Filinga&ntlassified on the consolidated bale
sheet based upon maturity date. AWI's estimatdditiafor personal injury asbestos claims is alsoorded in liabilities subject to
compromise. See Item 3 for further discussion ofIA\&sbestos liability.

Additional prepetition claims (liabilities subjettt compromise) may arise due to the rejection etaory contracts or unexpired leases, or as
a result of the allowance of contingent or dispudkedms.

SOP 90-7 also requires separate reporting of edimees, expenses, realized gains and losses, avidipn for losses related to the Filing as
Chapter 11 reorganization costs, net. AccordingWy/l recorded the following Chapter 11 reorganizataxtivities in the fourth quarter and
full year of 2001:

Three Months Ended Year Ended

(millions) December 31, 2001 December 31, 20 01
Professional fees $ 73 $ 245

Interest income, post petition (1.1) (5.1)

Reductions to prepetition liabilities - (2.0)

Termination of prepetition lease obligation - (5.9)

Other (income) expense directly related to bankrupt cy, net 0.1 1.0

Total Chapter 11 reorganization costs, net $ 6.3 $ 125

Professional fees represent legal and financiakady fees and expenses directly related to thad-il
Interest income in the above table is from shamtmvestments of cash earned by AWI subsequethietd-iling.

Reductions to prepetition liabilities represent difeerence between the prepetition invoiced amaunt the actual cash payment made to
certain vendors due to negotiated settlements.eTpagments of prepetition obligations were madesuymmt to authority granted by the Court.

Termination of prepetition lease obligation reprasehe reversal of an accrual for future leasem@mts for office space in the U.S. that AWI
will not pay due to the rejection of the lease cacttin the Chapter 11 Case. This amount was puslyicaccrued in the third quarter of 2000
as part of a restructuring charge when the dectsiafacate the premises was made.

As a result of the Filing, realization of assetd &guidation of liabilities are subject to uncenty. While operating as a debtor-in-possession,
AWI may sell or otherwise dispose of assets anddigte or settle liabilities for amounts other tlihose reflected in the consolidated finar
statements. Further, a plan of reorganization cmadterially change the amounts and classificatiepsrted in the consolidated financial
statements.



Discontinued Operations

In February 2001, AHI determined to permanently theé Textiles and Sports Flooring segment andebriary 20, 2001 entered into
negotiations to sell substantially all of the besises comprising this segment to a private equigsitor based in Europe. Based on these
events, the segment was classified as a discouttioperation starting with the fourth quarter of @00n June 12, 2001, negotiations with -
investor were terminated. During the third quace2001, AHI terminated its plans to permanentlit &is segment. This decision was based
on the difficulty encountered in selling the busis@nd a new review of the business, industry aadatl economy conducted by new senior
management. Accordingly, this segment is no lomtgessified as a discontinued operation and amdwats been reclassified into operations
as required by Emerging Issues Task Force ("EIT$S)e No. 90-16 - "Accounting for Discontinued Cgaiems Subsequently Retained". All
previous periods have been reclassified to contorthe current presentation.

On May 31, 2000, Armstrong completed its sale bbfthe entities, assets and certain liabilitiesprising its Insulation Products segment to
Orion Einundvierzigste Beteiligungsgesellschaft Matsubsidiary of the Dutch investment firm Gildedstment Management N.V. for $264
million. The transaction resulted in an after takngof $114.8 million, or $2.86 per share in 2000.

See Note 6 in the Consolidated Financial Statenfenfsirther discussion of discontinued operations.

Industry Segments

Financial Information about Industry Segments
See Note 3 in the Consolidated Financial Statenfenfinancial information on Armstrong's reportatdhdustry segments.

Narrative Description of Business
Armstrong conducts its business through the folfmalhusiness segments:

Resilient Flooring

Armstrong is a worldwide manufacturer of a broatgeaof resilient floor coverings for homes and cameral and institutional buildings,
which are sold with adhesives, installation andnteaiance materials and accessories. Resilienirigpan both sheet and tile forms, together
with laminate flooring and linoleum, are sold invale variety of types, designs, and colors. Inctudee types of flooring that offer such
features as ease of installation, reduced mainten@m-wax), and cushioning for greater underfeobfort. Resilient flooring products are
sold to commercial, residential and institutionastomers through wholesalers, retailers (includimge home centers and buying groups),
contractors, and to the hotel/motel and manufadthmenes industries.

Building Products

The Building Products segment includes commercidlrasidential ceiling systems. Commercial suspémading systems, designed for use
in shopping centers, offices, schools, hospitald, @her commercial and institutional settings,arailable in numerous colors, performance
characteristics and designs and offer charactesistich as acoustical control, accessibility tgpleaum (the area above the ceiling), rated
protection, and aesthetic appeal. Armstrong selisroercial ceiling materials and accessories tangedystems contractors and to resale
distributors. Ceiling materials for the home pravitbise reduction and incorporate features intetal@eérmit ease of installation. These
residential ceiling products are sold through whkalers and retailers (including large home centérsimework (grid) products for Armstra
suspension ceiling systems products are manufatthreugh a joint venture with Worthington Industriand are sold by both Armstrong and
the joint venture.

Wood Flooring
The Wood Flooring segment manufactures and digethwood and other flooring products. The Wood Rimpsegment also distributes

laminate flooring products. These products are psenarily in residential new construction and retaling, with some commercial
applications such as stores and restaurants. Wiooditg sales are generally made through indepeanakalesale flooring distributors and
retailers (including large home centers and bugrayups) under the brand names Bruce, Hartco andiRab

Cabinets

The Cabinets segment manufactures kitchen anddmathcabinetry and related products, which are psedarily in residential new
construction and remodeling. Cabinets are soldujindoth independent and Armstrong-owned distritsubmder the brand names Bruce and
IXL.



Textiles & Sports Flooring

The Textiles and Sports Flooring business segmenufactures carpeting and sports flooring prodingsare mainly sold in Europe. The
carpeting products consist principally of carpletstiand broadloom used in commercial applicatienwell as the leisure and travel industry.
The sports flooring products include artificialftsurfaces and indoor gymnasium floors. Both prodmoups are sold through wholesalers,
retailers and contractors.

Major Customers

Armstrong businesses principally sell products digiobuilding products distributors, who re-sell puoducts to retailers, builders,
contractors, installers and others. Armstrong atdts a significant portion of our products to hooceater chains and industry buying groups.
For example, in 2001, Armstrong sales to The HorapdD, Inc. totaled approximately $340.8 million quared to approximately $373.2
million and $344.8 million in 2000 and 1999, resperly. No other customer accounted for more th@¥o bf Armstrong's revenue.

Raw Materials
Raw materials essential to Armstrong businessepuahased worldwide in the ordinary course of ibesé from numerous suppliers. The
principal raw materials used in each business delu

Business Principal Raw Materia Is

Resilient Flooring Synthetic resins, pla sticizers, PVC, latex,
linseed oil, limeston e, films, pigments and inks

Building Products Mineral fibers and fi llers, clays, starches,
newspaper, and perlit e, as well as steel used in
the production of met al ceilings and manufacturing

of ceiling grids

Wood Flooring Lumber, veneer, acryl ics, and plywood

Cabinets Lumber, veneer, plywo od, particleboard and
fiberboard

Textiles and Sports Yarn, latex, bitumen and wool

Flooring

Armstrong also purchases significant amounts okagiog materials for all products and uses subistisannounts of energy such as electri
and natural gas and water in our manufacturingaijwers. In general, adequate supplies of raw nadsenere available to all of Armstrong's
businesses. Armstrong cannot guarantee that disattishortage of one raw material or another mol occur, however.

Customers' orders for Armstrong products are tylyiéar immediate shipment. Thus, in each busingrssip, Armstrong keeps sufficient
inventory on hand to satisfy orders, or manufagtym®duct to meet delivery dates specified in ard&s a result, there historically has been
no material backlog in any industry segment.

Patent and Intellectual Property Rights

Patent protection is important to Armstrong's besiin the United States and other markets. Armgsaompetitive position has been
enhanced by U.S. and foreign patents on productpeotesses developed or perfected within Armstayrgptained through acquisition or
license. In addition, Armstrong also benefits froar trade secrets for certain products and prosesse

Patent protection extends for varying periods atiogrto the date of patent filing or grant and lggal term of a patent in the various
countries where patent protection is obtained. adtaal protection afforded by a patent, which cary¥rom country to country, depends
upon the type of patent, the scope of its coverage the availability of legal remedies in the doynAlthough Armstrong considers that, in
the aggregate, our patents and trade secrets tcbastivaluable asset of material importance to thesiness, they do not regard any of their
businesses as being materially dependent uponigie patent or trade secret, or any group of eelgtatents or trade secrets.
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Armstrong products are sold around the world umdenerous brand-name trademarks that are considetkd aggregate to be of material
importance. Certain of Armstrong trademarks, inzigdvithout limitation, house marks Armstrong, Beu¢lartco, Robbins, and DLW, and
product line marks Ceramaguard, Cirrus, Corlonté&m, Designer Solarian, Excelon, Fundamentalgjlifgs, Medintech, Minatone,
Natural Inspirations, Second Look, Swiftlock, To@rard, Traffic Zone, Travertone and Ultima are imgot to Armstrong's busine
because of their significant brand name recognifleademark protection continues in some countigekng as the mark is used, in other
countries, as long as it is registered. Registnatare generally for fixed, but renewable, terms.

Competition
There is strong competition in all of the industggments in which Armstrong does business. Conmetit each industry segment and each

geographic area where Armstrong does businesgieslnumerous companies. Principal methods of catigpeinclude price, product
performance and service. In addition, product styls a significant component of competition. Irasieg competition in the U.S. from
worldwide producers is apparent in Armstrong's hesses. Over recent years, there has continuexldrdess production capacity in many
geographic markets, which tends to increase poogpetition.

Research & Development
Research and development ("R&D") activities areantgnt and necessary in helping Armstrong imprés@ioducts. Principal research and
development functions include the development amgtdvement of products and manufacturing processes.

Armstrong spent $56.3 million in 2001, $60.3 miflim 2000 and $48.9 million in 1999 on research dexklopment activities worldwide.

Environmental Matters

Most of Armstrong's manufacturing and certain ofm&trong's research facilities are affected by vweri@deral, state and local environmental
requirements relating to the discharge of matedalhe protection of the environment. Armstrong heade, and intends to continue to make,
necessary expenditures for compliance with appicabvironmental requirements at its operatinglitées. Armstrong incurred capital
expenditures of approximately $8.4 million in 20886,2 million in 2000 and $5.5 million in 1999 ask&ded with environmental compliance
and control facilities. Armstrong anticipates thahual expenditures for those purposes will nohgbanaterially from recent experience.
Armstrong does not anticipate that it will incugmsificant capital expenditures in order to meetrémuirements of the Clean Air Act of 1990
and the final implementing regulations promulgatgdrarious state agencies. However, applicableireauents under the Clean Air Act and
other federal and state environmental laws contiowghange. Until all new regulatory requirementsknown, Armstrong cannot predict w
certainty future capital expenditures associatatl s@mpliance with environmental requirements.

As with many industrial companies, Armstrong isreutly involved in proceedings under the Comprehengnvironmental Response,
Compensation and Liability Act ("Superfund"), arichdar state laws at approximately 22 sites. In huases, Armstrong is one of many
potentially responsible parties ("PRPs") which hpetential liability for the required investigatiamd remediation of each site, and which in
some cases, have agreed to jointly fund that reduitvestigation and remediation. With regard tmssites, however, Armstrong disputes
the liability, the proposed remedy or the proposest allocation among the PRPs. Armstrong may fzds@ rights of contribution or
reimbursement from other parties or coverage uagplicable insurance policies. Armstrong has alsentremediating environmental
contamination resulting from past industrial adivat certain of its former plant sites. AWI's pagmts and remediation work on such sites for
which AWI is the potentially responsible party isder review in light of the Chapter 11 Filing. Tiner date for claims from several
environmental agencies has been extended inteettuind quarter of 2002.

Estimates of Armstrong's future environmental ligbat any of the Superfund sites or current anfer plant sites are based on evaluatior
currently available facts regarding each individsitg and consider factors such as Armstrong'sitiesi in conjunction with the site, existing
technology, presently enacted laws and regulatmaisprior company experience in remediating comaitei sites. Although current law
imposes joint and several liability on all part&sany Superfund site, Armstrong's contributiothi® remediation of these sites is expected to
be limited by the number of other companies alsntified as potentially liable for site costs. Aseault, Armstrong's estimated liability
reflects only Armstrong's expected share. In deit@ng the probability of contribution, Armstrongresiders the solvency of the parties,
whether liability is being disputed, the terms ny &xisting agreements and experience with similatters. The Chapter 11 Case also may
affect the ultimate amount of such contributions.
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Liabilities of $16.6 million at December 31, 2001da$15.4 million at December 31, 2000 were for pti& environmental liabilities that
Armstrong considers probable and for which a realstenestimate of the probable liability could bedmaWNhere existing data is sufficient to
estimate the liability, that estimate has been usé&gre only a range of probable liability is aahile and no amount within that range is more
likely than any other, the lower end of the range heen used. As assessments and remediationi@stpriogress at each site, these liabilities
are reviewed to reflect additional information flsécomes available. Due to the Chapter 11 Fifiég4 million of the December 31, 2001 ¢
December 31, 2000 environmental liabilities aresiféed as prepetition liabilities subject to commise. As a general rule, such prepetition
liabilities that do not preserve company asset@dozessed in the Chapter 11 Case.

The estimated liabilities do not take into acccamy claims for recoveries from insurance or thiagties. Such recoveries, where probable,
have been recorded as an asset in the consoliilaé@dial statements and are either available tjin@ettlement or anticipated to be
recovered through negotiation or litigation.

Actual costs to be incurred at identified sites magy from the estimates, given the inherent uageties in evaluating environmental
liabilities. Subject to the imprecision in estinmgtienvironmental remediation costs, Armstrong bebethat any sum it may have to pay in
connection with environmental matters in exceshefamounts noted above would not have a mateharae effect on its financial
condition, liquidity or results of operations, altigh the recording of future costs may be matésiaarnings in such future period.

Employees
As of December 31, 2001, we had approximately 1Bfd0 and part-time employees around the worldwbbm approximately 5,100 are

located outside of the United States. About 52%hefapproximately 8,500 hourly or salaried productind maintenance employees in the
United States are represented by labor unions.

Armstrong employee and labor relations remainedign®001. In the fall of 2001, Armstrong concludezotiation of a collective
bargaining agreement with the International Assamieof Machinists and Aerospace Workers at itsdaester, Pennsylvania plant.
Throughout 2002, Armstrong will begin individualgagiations of several collective bargaining agreetaeovering most of its other
represented locations.

Geographic Areas
See Note 3 in the Consolidated Financial Statenfentinancial information by geographic areas.

Armstrong's norld.S. operations are subject to local governmens le@ncerning restrictions on and transfers of ithmests, tariffs, personn
administration, and other matters. In addition,saidlated earnings that originate outside the Hr& subject to both U.S. and non-U.S. tax
laws, to certain exchange and currency controld tarthe effects of currency fluctuations.

Financial Information Filed With the Court
As previously disclosed, on December 6, 2000, AW &wo of its subsidiaries (collectively, the "Deldt") filed voluntary petitions for relief
under Chapter 11 of the United States BankruptayeGo the United States Bankruptcy Court for thstidit of Delaware (“the Court").

Armstrong reports its operating results and finahsiatements on a consolidated basis. These pelplarts are available through the U.S.
Securities and Exchange Commission and other ssuaoe are also provided free of charge to investtno contact Armstrong. However,
under applicable bankruptcy law, AWI is now reqdite file periodically with the Court various docants, including certain financial
information on an unconsolidated basis. This infation includes statements, schedules, and monfi@yating reports in forms prescribed by
Federal Bankruptcy Law.

Armstrong cautions that such materials are prepacedrding to requirements under Federal Bankrulpésy. While they accurately provide
then-current information required under Bankruptayv, they are nonetheless unconsolidated, unayditetiare prepared in a format
different from that used in Armstrong's consolidafi@ancial statements filed under the securitgegsl Accordingly, Armstrong believes the
substance and format do not allow meaningful cormparwith Armstrong's regular publicly disclosedsolidated financial statements. The
materials filed with the Court are not preparedtfa purpose of providing a basis for an investndeaision relating to the stock of AHI or
the debt securities of AWI, or for comparison wather financial information filed with the SEC.
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Notwithstanding, most of the Debtors' filings witte Court are available to the public at the offi€¢he Clerk of the Bankruptcy Cou
Those filings may also be obtained through priviteument retrieval services. Armstrong undertalkesbiigation to make any further pub
announcement with respect to the documents filed thie Court or any matters referred to in them.
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ITEM 2. PROPERTIES

Armstrong and AHI world headquarters are in Larma$tennsylvania. Armstrong owns a 100-acre, nwliliding campus comprising the ¢
of our corporate headquarters, most operationalduesters, and our U.S. R&D operations and margetimd service headquarters.
Altogether, our headquarters operations occupy 886000 square feet of floor space.

We produce and market Armstrong products and sesutiroughout the world, owning and operating S@ufecturing plants in 15 countries.
Twenty-nine of these facilities are located thromgfthe United States. In addition, Armstrong hasnéerest through joint ventures in 9
additional plants in 5 countries.

Number of

Business Segment  Plants  Location of Princip al Facilities

Resilient Flooring 14 California, Illinoi s, Oklahoma, Pennsylvania,
Canada, Germany, Sw eden and the U.K.

Building Products 15 Alabama, Florida, G eorgia, Oregon, Pennsylvania,
China, France, Germ any and the U.K.

Wood Flooring 13 Arkansas, Tennessee , Texas and West Virginia

Cabinets 3 Nebraska, Pennsylva nia and Tennessee

Textiles and 5 Belgium, Germany an d The Netherlands

Sports Flooring

Sales offices are leased and owned worldwide, @mskeld facilities are utilized to supplement Arntalte owned warehousing facilities.

Productive capacity and the extent of utilizatidr\amstrong facilities are difficult to quantify Wi certainty because in any one facility,
maximum capacity and utilization vary periodicallgpending upon the product that is being manufadtuand individual facilities
manufacture multiple products. Armstrong beliewsdacilities have sufficient productive capacitymeet its current and anticipated future
needs. Armstrong believes that its various faesitare adequate and suitable. Additional increrhantestments in plant facilities are mads
appropriate to balance capacity with anticipatetiaed, improve quality and service, and reduce costs

ITEM 3. LEGAL PROCEEDINGS

Asbestosrelated Litigation

AWI is a defendant in personal injury claims andgarty damage claims related to asbestos contapgmodycts. On December 6, 2000, AWI
filed a voluntary petition for relief ("the Filing'under Chapter 11 of the U.S. Bankruptcy Codesmthe court supervised reorganization
process to achieve a final resolution of its agizekability.

Background
AWI's involvement in asbestos litigation relatesrarily to its participation in the insulation coatting business. From around 1910 to 1933,

AWI manufactured and installed some high-tempeeatusulation products, including some that conthiagbestos. In 1939, AWI expanded
its contract installation service to provide a geeaange of high and low temperature contractengises to its customers. AWI generally
manufactured its own low temperature insulatiordpats, but did not manufacture the high tempergturducts used in its contracting
operations. Some of the high temperature productéshed and installed in the contracting operatioontained asbestos.

Effective January 1, 1958, AWI separated its insohacontracting business into a separate, indegrgrslibsidiary, Armstrong Contracting
and Supply Corporation ("ACandS"). From Januar¥958 through August 31, 1969, ACandS operated &sd@pendent subsidiary in the
insulation contracting business. During this tineeipd, AWI licensed certain tradenames and tradksnaxr ACandS, which ACandS placed
on certain insulation products manufactured by rsth@ther than two specific products, AWI did namafacture or sell any asbestos-
containing thermal insulation products during fsiod. In August 1969, AWI sold the ACandS sulaigito a group of ACandS
management
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employees and ACandS continues to operate indeptn@s a subsidiary of Irex Corporation. AWI haglinvolvement with any asbestos-
containing insulation materials after 1969.

In addition, AWI manufactured some resilient flogrithat contained encapsulated asbestos untikttiye E980's. AWI also manufactured
some gasket materials that contained encapsulabegsi®s until the mid-1980's.

AsbestosRelated Personal Injury Claims

Before filing for relief under the Bankruptcy Code)VI pursued broad-based settlements of asbestat®edepersonal injury claims through
the Center for Claims Resolution (the "Center")e Tenter had reached Strategic Settlement Prod@&#P() agreements with law firms that
covered approximately 130,000 claims that named A8 defendant. As a result of the Filing, AWBigations with respect to payments
called for under these settlements will be deteeahiim its Chapter 11 Case.

Due to the Filing, holders of asbestos-relatedgrekinjury claims are stayed from continuing tog@cute pending litigation and from
commencing new lawsuits against AWI. In additioWyAceased making payments with respect to asbestated personal injury claims,
including payments pursuant to the outstanding &BBements. A separate creditors' committee repiagethe interests of asbestos persi
injury claimants has been appointed in the ChahteCase.

AWI's present and future asbestos liability willdadressed in its Chapter 11 Case rather thanghrine Center and a multitude of lawsuits
in different jurisdictions throughout the U.S. A\bklieves that the Chapter 11 process providestlit thie opportunity to comprehensively
address its asbestos-related personal injury iligliil one forum. It is anticipated that all presand future asbestos-related personal injury
claims will be resolved in the Chapter 11 Case.

AsbestosRelated Personal Injury Liability

In evaluating its estimated asbestos-related patsojury liability prior to the Filing, AWI reviewd, among other thingsscent and historic:
settlement amounts, the incidence of past and tetams, the mix of the injuries and occupatiohthe plaintiffs, the number of cases
pending against it and the status and resultsa#dbased settlement discussions. Based on thewe&W!| estimated its cost to defend and
resolve probable asbestos-related personal injaims. This estimate was highly uncertain due ®litmitations of the available data and the
difficulty of forecasting with any certainty the merous variables that could affect the range ofi#imlity.

AWI believes the range of probable and estimallility is more uncertain now than previously. Tdhare significant differences in the way
the asbestos-related personal injury claims magdokeessed under the bankruptcy process when codatige tort system. Accordingly,
AWI currently is unable to ascertain how prior esipece with the number of claims and the amountette claims will impact its ultimate
liability in the context of its Chapter 11 Case.

As of September 30, 2000, AWI had recorded a lighdf $758.8 million for its asbestos-related maral injury liability that it determined
was probable and estimable through 2006. Due tintlreased uncertainty created as a result ofithmyFno change has been made to the
previously recorded liability except to record pants of $68.2 million against that accrual in Oetohnd November 2000. The asbestos-
related personal injury liability balance recordgdecember 31, 2001 and December 31, 2000 is G&8llion, which is recorded in
liabilities subject to compromise. Due to the utaiaties created as a result of the Filing and Hoaiability may be resolved, it is not
possible to reasonably estimate the ultimate ligbil is likely, however, that the actual lialyliwill be significantly higher than the recorded
liability. As the Chapter 11 Case proceeds, thboeikl be more clarity as to the extent of the ligbi

Collateral Requirements

During 2000, AWI had secured a bond for $56.2 millto meet minimum collateral requirements esthblisby the Center with respect to
asbestos-related personal injury claims assertaihstgAWI. On October 27, 2000, the insurance camwhat underwrote the surety bond
informed AWI and the Center of its intention notrémew the surety bond effective February 28, 2@iLFebruary 6, 2001, the Center
advised the surety of the Center's demand for payofeahe face value of the bond. The surety faetiotion with the Court seeking to
restrain the Center from drawing on the bond. Tlation was not granted. On March 28, 2001, the gdiled an amended complaint in the
Court seeking similar relief. The Center has fiethotion to dismiss the amended complaint. The Qs not yet ruled on the Center's
motion or the complaint. In addition, on April 2001, AWI filed a complaint and a motion with theut seeking an order, among other
things, enjoining the Center from drawing on thadbor, in the event the Center is permitted to doawhe bond, requiring that the proceeds
of any such draw be deposited into a Court-appreedunt subject to further order of the Court.d¥ly, Judge Alfred M. Wolin of the
Federal District Court
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for the District of New Jersey, who is also presidover AWI's Chapter 11 Case, indicated he woelémhine these matters. Judge Wolin
not yet ruled on these matters.

AsbestosRelated property Damage Litigation

Over the years, AWI was one of many defendantslrestos-related property damage claims that week fy public and private building
owners, with six claims pending as of June 30, 200 previous claims that were resolved prioh®Filing resulted in aggregate indemnity
obligations of less than $10 million. To date,myments of these obligations have been entiralgren by insurance. The pending cases
present allegations of damage to the plaintiffddings caused by asbestos-containing productgendrally seek compensatory and punitive
damages and equitable relief, including reimbursgragexpenditures for removal and replacemenuchsroducts. In the second quarter of
2000, AWI was served with a lawsuit seeking classification of Texas residents who own propertyhwdasbestos-containing products. This
case includes allegations that AWI asbestos-contiproducts caused damage to buildings and géypeedks compensatory damages and
equitable relief, including testing, reimbursemfemtremoval and diminution of property value. AWgarously denies the validity of the
allegations against it in these actions and, inerent, believes that any costs will be coverethbyrance. Continued prosecution of these
actions and the commencement of any new asbesipernty damage actions are stayed due to the Filinglarch 2002, the Court allowed
certain alleged holders of asbestos property darolages to file a class proof of claim against AWpon such filing, the Court will later
determine whether the proposed class should biegriConsistent with prior periods and due tor@ased uncertainty, AWI has not recor
any liability related to these claims as of Decenfife 2001. See Item 1 for further discussion effihoperty damage claims received by the
August 31, 2001 claims bar date in the Chapter 44eCA separate creditors' committee represerimiterests of property damage asbe
claimants has been appointed in the Chapter 11. Case

Insurance Recovery Proceedings

A substantial portion of AWI's primary and excesmiaining insurance asset is nonproducts (genataliti) insurance for personal injury
claims, including among others, those that invaiteged exposure during AWI's installation of asbgsnsulation materials. AWI has ente
into settlements with a number of the carriersIkésg its coverage issues. However, an alternatigpute resolution ("ADR") procedure is
under way against certain carriers to determingéreentage of resolved and unresolved claimsatleabonproducts claims, to establish the
entitlement to such coverage and to determine velnethd how much reinstatement of prematurely exkdysoducts hazard insurance is
warranted. The nonproducts coverage potentialljlae is substantial and includes defense costsldition to limits.

During 1999, AWI received preliminary decisionglie initial phases of the trial proceeding of tHeR, which were generally favorable to
AWI on a number of issues related to insurance iama& However, during the first quarter of 200hew trial judge was selected for the
ADR. The new trial judge conducted hearings in 280d determined not to rehear matters decidedéprivious judge. In the first quarter
of 2002, the new trial judge concluded the ADRItpiaoceeding with findings in favor of AWI on substially all key issues. The trial
proceeding is subject to an appeal as part of DR Arocess. One of the insurance carriers, Relilmaance Company, was placed unde
order of rehabilitation by a state insurance depant during May 2001 and an order of liquidatiomirigt October 2001.

Another insurer (Century Indemnity Company), whevpously settled its coverage issues with AWI, hegle some of its required payments
under the settlement to a trust of which AWI iseaéficiary. During January 2002, this insurer filmdadversary action in AWI's Chapter 11
Case. Among other things, the action requests thet@ (1) declare that the settlement agreenseah iexecutory contract and to compel
assumption or rejection of the agreement; (2) dedlzat the insurer need not make its present@ndef scheduled payments unless AWI
assumes the agreement; (3) declare that the insugatitled to indemnification from AWI againstyalabilities that the insurer may incur in
certain unrelated litigation in which the insurginvolved; and (4) enjoin the disposition of funmteviously paid by the insurer to the trust
pending an adjudication of the insurer's rights. [AMieves it is highly unlikely the insurer wiltgvail in this matter.

Insurance Asset

An insurance asset in respect of asbestos persgmal claims in the amount of $214.1 million isceded as of December 31, 2001 comp
to $268.3 million as of December 31, 2000. The ctidn is due to cash receipts during the secondfzsindl quarters of 2001 and
management's current assessment of probable imguracoveries, which included the order of liquiolafor Reliance Insurance Company.
Of the total recorded asset at December 31, 2Qiirpaimately $49.0 million represents partial sgttent for previous claims that will be
paid in a fixed and determinable flow and is repdrat its net present value discounted at 6.50% tdtal amount recorded reflects
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AWI's belief in the availability of insurance inishamount, based upon AWI's success in insurammyegies, recent settlement agreements
that provide such coverage, the nonproducts re@s/by other companies and the opinion of outs@asel. Such insurance is either
available through settlement or probable of recptierough negotiation, litigation or resolutiontbe ADR process. Depending on further
progress of the ADR, activities such as settlend&tussions with insurance carriers party to thdR4dhd those not party to the ADR, the
final determination of coverage shared with ACafith® former AWI insulation contracting subsidiahat was sold in August 1969) and the
financial condition of the insurers, AWI may reviseestimate of probable insurance recoveries.régmately $82 million of the $214.1
million asset is determined from agreed coverag#ane and is therefore directly related to the amof the liability. Of the $214.1 million
asset, $22.0 million has been recorded as a cuasset as of December 31, 2001 reflecting managénestimate of the minimum insurance
payments to be received in the next 12 months.

A significant part of the recorded asset relatessarance that AWI believes is probable and welldbtained through settlements with the
various carriers. Due to the Filing, the settlenfgotess may be delayed, pending further clarificads to the asbestos liability. While AWI
believes the Chapter 11 process will strengthepdsstion on resolving disputed insurance and rhayefore result in higher settlement
amounts than recorded, there has been no incredise recorded amounts due to the uncertaintiegezidy the Filing. Accordingly, this
asset could also change significantly based upentswvhich occur in the Court. Management estimihtatsthe timing of future cash
payments for the recorded asset may extend beyoyddrs.

Cash Flow Impact

As a result of the Chapter 11 Filing, AWI did noake any payments for asbestetated claims in December 2000 and all of 2001hénfirst
eleven months of 2000, AWI paid $226.9 million &mbestos-related claims. AWI received $32.2 millloasbestos-related insurance
recoveries during 2001 compared to $27.7 millio2000. During the pendency of the Chapter 11 C&¥4,does not expect to make any
further cash payments for asbestos-related cldiotsAWI expects to continue to receive insuranaxeeds under the terms of various
settlement agreements.

Conclusion

Many uncertainties exist surrounding the finangigbact of AWI's involvement with asbestos litigatiorhese uncertainties include the
impact of the Filing and the Chapter 11 process nilmber of future claims to be filed, the impédcamy potential legislation, the impact of
the ADR proceedings on the insurance asset anfihtéiiecial condition of AWI's insurance carriers. AWas not revised its previously
recorded liability for asbestos-related person@lrinclaims. During 2001, AWI reduced its previoustcorded insurance asset by $32.2
million for cash receipts and by $22.0 million faanagement's current assessment of probable itguracoveries. The $22.0 million
reduction was recorded as a charge for asbestibityianet, in the accompanying consolidated staat of earnings. AWI will continue to
review its asbestos-related liability periodicaiythough it is likely that no changes will be madehe liability until later in the Chapter 11
Case as significant developments arise. Althouglrestimable, it is likely that AWI's total exposureasbestos-related personal injury claims
will be significantly higher than the recorded lidgl. Any adjustment to the estimated liability msurance asset could be material to the
financial statements.

Environmental Matters
See discussion of Environmental Matters under temhthis report.

Other Litigation
About 350 former Armstrong employees that were s#pd in two divestitures in 2000 have brought gprted class action against the

Retirement Committee of AWI, named and unnamed neesbf the Retirement Committee, and the Retirei8anings and Stock Ownersl|
Plan (RSSOP). The case is pending in the UnitedStaistrict Court (Eastern District of PA). A slari proof of claim has been filed against
AWI in the Chapter 11 Case. Plaintiffs allege breaEEmployee Retirement Income Security Act (ERJ$duciary duties and other
violations of ERISA pertaining to losses in theB&OP accounts, which were invested in Armstrongnsomstock. Losses are alleged to be
in the range of several million dollars. AHI beles/there are strong substantive defenses to #gaébns.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

AHI's Annual Meeting of Shareholders was held Delseni0, 2001. The only matter addressed at theimgeets the election of three

directors. The following three directors whose temmpired at the 2001 annual meeting were re-a@lecte
Judith R. Haberkorn; James E. Marley; Jerre L.&t€antinuing directors include: H. Jesse Arndllenald C. Clark; Michael D. Lockhart;

Van C. Campbell; John A. Krol; David W. Raisbeck; Bflward Sellers.

The following table shows the voting tallies fochaf the nominees:

Director Votes cast for Vote s withheld/cast Number of abstentions and
agai nst broker non-votes

Judith R. Haberkorn 29,427,301 968,156 0

James E. Marley 29,443,375 952,082 0

Jerre L. Stead 29,426,391 969,066 0
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PART Il

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY A ND RELATED STOCKHOLDER
MATTERS

Armstrong Holding's Common Stock is traded on tlesv ork Stock Exchange, Inc. As of February 15,208ere were approximately
7,213 holders of record of Armstrong Holding's Coom$tock.

During 2001, Armstrong issued a total of 2,472 ehaif restricted Common Stock to nonemployee direaif Armstrong pursuant to
Armstrong's Restricted Stock Plan for Nonemploy&edors. Given the small number of persons to whioase shares were issued,

applicable restrictions on transfer and the infdramaregarding Armstrong possessed by the directbese shares were issued without
registration in reliance on Section 4(2) of theB#ies Act of 1933, as amended.

2001 First Second Third Fourth Total Y ear
Dividends per share of common stock $0.00 $0.00 $0.00 $0.00 $0 .00
Price range of common stock--high $569 $4.05 $3.74 $3.80 $5 .69
Price range of common stock--low $2.06 $320 $220 $234 $2 .06

2000
Dividends per share of common stock $048 $048 $048 $0.00 $1 44
Price range of common stock--high $36.81 $20.50 $17.38 $12.19 $36 .81
Price range of common stock--low $16.06 $15.30 $11.81 $0.75 $0 .75

The DIP Facility stipulates that AWI will not dectaor pay any dividends, directly or indirectly.

Pursuant to a review of the stock exchange listofgsHIl, management concluded that the listing with New York Stock Exchange is
sufficient to maintain an effective and liquid merkor AHI's securities. On February 25, 2002, Board of Directors authorized managen
to voluntarily de-list AHI's common stock from tR&iladelphia and Pacific stock exchanges.
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ITEM 6. SELECTED FINANCIAL DATA

The following data is presented for continuing @piens.

(Dollars in millions except for per-share data) For Year 2001 2000 1999 1998 1997
Income statement data:
Net sales $3,1354 $ 3,249.4 $3,322. $25929 $2,1154
Cost of goods sold 2,361.8 2,384.8 2,290. 1,805.7 1,498.3
Selling, general and administrative expenses 596.2 597.2 607. 447.8 309.2
Charge for asbestos liability, net 22.0 236.0 335. 274.2 -
Restructuring and reorganization charges (reversals ), net 9.0 18.8 1. 74.4 -
Goodwill amortization 22.8 23.9 25. 10.7 1.6
Equity (earnings) loss from affiliates, net (16.5) (18.0) (16. (13.8) 29.7
Operating income (loss) 140.1 6.7 81. (6.1) 276.6
Interest expense 13.1 102.9 105. 62.2 28.0
Other (income), net 1.2) (76.7) (6. 1.7 2.2)
Earnings (loss) from continuing operations before

Chapter 11 reorganization costs and income tax es 128.2 (19.5) (16. (66.6) 250.8
Chapter 11 reorganization costs, net 12.5 103.3 - -- --
Earnings (loss) from continuing operations before

income taxes 115.7 (122.8) (16. (66.6) 250.8
Income tax expense (benefit) 42.5 (37.7) (0. (23.6) 94.4
Earnings (loss) from continuing operations 73.2 (85.1) (16. (43.0) 156.4

Per common share - basic (a) 1.81 (2.12) 0.4 (1.08) 3.85

Per common share - diluted (a) 1.79 (2.12) 0.4 (1.08) 3.81
Net earnings (loss) 92.8 12.2 14. (9.3) 185.0

Per common share - basic (a) 2.29 0.30 0.3 (0.23) 4.55

Per common share - diluted (a) 2.27 0.30 0.3 (0.23) 4.50
Dividends declared per share of common stock - 144 1.9 1.88 1.72
Capital expenditures 127.8 159.1 186. 175.0 147.1
Aggregate cost of acquisitions, net of cash acquire d 5.6 6.5 3. 1,175.7 4.2
Depreciation and amortization 156.8 164.4 158. 131.1 120.7
Average number of employees 16,777 16,456 16,91 13,865 9,280
Average number of common shares outstanding (millio ns) 40.5 40.2 39. 39.8 40.6
Balance sheet data (December 31):
Working capital $ 7499 $ 6104 $ 314 $ 4454 $ 201.3
Net property, plant and equipment 1,283.7 1,321.0 1,357. 1,411.9 885.6
Total assets 4,034.4  4,005.2 4,081. 4,183.9 2,296.4
Liabilities subject to compromise 2,357.6 2,385.2 - - -
Net long-term debt (b) 50.3 56.9 1,412. 1,562.8 223.1
Total debt as a percentage of total capital (c) 9.0% 14.3% 69. 73.0% 39.1%
Shareholders' equity $ 7604 $ 665.1 $ 679. $ 709.7 $ 810.6
Book value per share of common stock 18.68 16.30 16.8 17.57 20.20
Number of shareholders 7,162 6,899 6,51 6,868 7,137
Common shares outstanding (millions) 40.7 40.8 40. 39.8 40.1
Market value per common share $ 341 $ 206 $ 333 $ 6031 $ 74.75

Notes:

Prior period amounts reflect reclassificationsaoform with Emerging Issue Task Force Issue No0Tm, 00-014 and 00-022 (see Note 2 in
the Consolidated Financial Statements).

(a) See definition of basic and diluted earningsgbare in Note 2 in the Consolidated Financialebtents.

(b) 2001 and 2000 net long-term debt excludes siglject to compromise.

(c) Total debt includes short-term debt, currestaiiments of long-term debt and long-term debt,dxecludes debt subject to compromise in
2001 and 2000. Total capital includes total delot ttal shareholders' equity.

From 1997 to July 1998, ceramic tile results weygorted under the equity method. From July 1998deember 1998, ceramic tile
operations were reported under the cost methodnBig in 1998, consolidated results include Armosg's acquisitions of Triangle Pacific
(now reported as Wood Flooring and Cabinets) antMFIncluded in Resilient Flooring).
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis correspondsH financial statements. Since there are no nadtdifferences between the financial
statements of AHI and Armstrong, the following dission and analysis pertains to both AHI and Aramsir

2001 COMPARED WITH 2000

Proceedings under Chapter 11

On December 6, 2000, AWI, the major operating siliasy of AHI, filed a voluntary petition for religfthe Filing") under Chapter 11 of the
U.S. Bankruptcy Code ("the Bankruptcy Code") in theted States Bankruptcy Court for the DistricDlaware (the "Court") in order to
use the court-supervised reorganization proceashi@ve a resolution of its asbestos liability.cAging under Chapter 11 were two of
Armstrong's wholly-owned subsidiaries, Nitram Lidaiors, Inc. ("Nitram") and Desseaux CorporatiolNofth America, Inc. ("Desseaux,"
and together with AWI and Nitram, the "Debtors"heTChapter 11 cases are being jointly administenelér case numbers 00-4469,8D0¢0,
and 00-4471 (the "Chapter 11 Case").

AWI is operating its business and managing its pri@s as a debtor-in-possession subject to thagioas of the Bankruptcy Code. Pursuant
to the provisions of the Bankruptcy Code, AWI ig permitted to pay any claims or obligations whighbse prior to the Filing date
(prepetition claims) unless specifically authorizgdthe Court. Similarly, claimants may not enfoars claims against AWI that arose prior
to the date of the Filing unless specifically auibed by the Court. In addition, as a debtor-ingession, AWI has the right, subject to the
Court's approval, to assume or reject any execuongracts and unexpired leases in existence atateeof the Filing. Parties having claims
as a result of any such rejection may file clainithwhe Court, which will be dealt with as parttbé Chapter 11 Case.

Three creditors' committees, one representing &sbpeersonal injury claimants, one representingstsls property damage claimants, anc
other representing other unsecured creditors, haga appointed in the Chapter 11 Case. In accoedaitle the provisions of the Bankruptcy
Code, they have the right to be heard on mattatscthme before the Court in the Chapter 11 Case.

During the fourth quarter of 2001, U.S. Third CitdDourt of Appeals assigned U.S. District Judg&edd M. Wolin of New Jersey to preside
over the Chapter 11 Case in the District of Delavdudge Wolin also presides over four other asbastated Chapter 11 cases pending in
the District of Delaware. Judge Wolin retained &stelating to asbestos personal injury claimsrafetred other asbestos-related issues and
bankruptcy-related matters to U.S. Bankruptcy JuRlgedall J. Newsome.

AWI intends to address all prepetition claims, irtthg all asbestos-related claims, in a plan ofgawnization in its Chapter 11 Case. At this
time, it is impossible to predict how such a plat treat such claims and how a plan will impacat talue of shares of common stock of AHI.
Under the provisions of the Bankruptcy Code, haddrequity interests may not participate undelaa pf reorganization unless the claim:
creditors are satisfied in full or unless creditacsept a reorganization plan which permits holdéexjuity interests to participate. The
formulation and implementation of a plan of reoiigation in the Chapter 11 Case could take a sicgnifi period of time. Currently, AWI has
the exclusive right to file a plan of reorganizatientil October 4, 2002, and this date may be &rréxtended by the Court.

AWI believes that progress is being made in theotiations with the asbestos personal injury claite@amd the unsecured creditors
committees with respect to reaching resolutiorhefgirincipal elements of a reorganization plan. By, it is not possible to predict whether
these negotiations will be successful. Therefdre timing of resolution of the Chapter 11 Case liemhighly uncertain.

Bar Date for Filing Claims

The Court established August 31, 2001 as the karfdeall claims against AWI except for certairesjfied claims. A bar date is the date by
which claims against AWI must be filed if the clainms wish to participate in any distribution frone tChapter 11 Case. The Court extended
the bar date for claims from the U.S. Internal RenxeService until March 29, 2002 and for claimsrfreeveral environmental agencies until
the second quarter of 2002. In March 2002,
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the Court ruled that the time to file claims rethte asbestos property damage would not be fuetktended, but allowed certain alleged
holders of asbestos property damage claims t@afilkass proof of claim against AWI. Upon such flithe Court will later determine whether
the proposed class should be certified. A bar fiatasbestos-related personal injury claims hasaenh set.

Approximately 4,400 proofs of claim totaling appiroately $6.0 billion alleging a right to paymenbifn AWI were filed with the Court in
response to the August 31, 2001 bar date, whicliaceissed below. AWI continues to investigatenctaio determine their validity. The
Court will ultimately determine liability amountkat will be allowed as part of the Chapter 11 pssce

In its ongoing review of the filed claims, AWI asrdy identified and successfully objected to apprately 900 claims totaling $1.4 billion.
These claims were, primarily, duplicate filings,emiments to previously filed claims or claims thi not related to AWI. The Court
disallowed these claims with prejudice in Janud&92

In addition to the objected claims described abapproximately 1,000 proofs of claim totaling appnoately $1.9 billion were filed with the
Court that are associated with asbestos-relatesbpal injury litigation, including direct persoriajury claims, claims by co-defendants for
contribution and indemnification, and claims reigtto AWI's participation in the Center for ClaifResolution ("the Center"). As stated
above, the bar date of August 31, 2001 did notyafgpasbestos-related personal injury claims. AWl address all asbestos-related claims in
the future within the Chapter 11 process. See éardiscussion regarding AWI's liability for asbestelated matters in Item 3.

Approximately 500 proofs of claim totaling approxtaly $0.8 billion alleging asbestos-related propdamage were filed with the Court.
Most of these claims are new to AWI and many weltarstted with insufficient documentation to assssr validity. AWI has petitioned tt
Court to disallow approximately 50 claims totalaygproximately $0.5 billion. AWI expects to continvigorously defending any asserted
asbestoselated property damage claims in the Court. AWielves that it has a significant amount of existimgurance coverage available
asbestos-related property damage liability, withd@mount ultimately available dependent upon, anuther things, the profile of the claims
that may be allowed by the Court. AWI's historypodperty damage litigation prior to the Chapteffilidg is described in Item 3.

Approximately 2,000 claims totaling approximatell.$ billion alleging a right to payment for finangi, environmental, trade debt and other
claims were filed with the Court. AWI has identifiapproximately 200 of these claims totaling apprately $20 million that it believes
should be disallowed by the Court. For these categof claims, AWI has previously recorded appneediely $1.6 billion in liabilities. AWI
continues to investigate the claims to determirdr talidity.

AWI continues to evaluate claims. AWI has recortiabiility amounts for those claims that can be ogably estimated and for which it
believes are probable of being allowed by the Cairthis time, it is impossible to reasonably estte the value of all the claims that will
ultimately be allowed by the Court. However, itikely the value of the claims ultimately allowey the Court will be in excess of amounts
presently recorded by AWI and will be material té&/As financial position and the results of its aams. However, AWI is not able to
determine a range of possible liability with anggenable degree of accuracy, due to the uncedsiofithe Chapter 11 process, the in-
progress state of AWI's investigation of submittkadms and the lack of documentation submittedupp®rt of many claims.

Financing

As of December 31, 2001, AWI had no outstanding #éebrowings under its $200 million debtor-in-possien credit facility (the "DIP
Facility") and AWI had $193.8 million of cash anast equivalents, excluding cash held by its nortededubsidiaries. As of December 31,
2001, AWI had approximately $8.4 million in lettexcredit which were issued pursuant to the DIEilfEg. Borrowings are limited to an
adjusted amount of receivables, inventories andEERP&WVI believes that the DIP Facility, together hvitash generated from operations, will
be more than adequate to address its liquidity ;:ie@drrowings under the DIP Facility, if any, artaligations to reimburse draws upon the
letters of credit constitute superpriority admirasive expense claims in the Chapter 11 Case. TReFAcility is scheduled to expire on
December 6, 2002.

Accounting Impact

AICPA Statement of Position 90-7, "Financial Repaytby Entities in Reorganization under the BankeypCode" ("SOP 90-7") provides
financial reporting guidance for entities that e¥erganizing under the Bankruptcy Code. This guidas implemented in the accompanying
consolidated financial statements.
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Pursuant to SOP 90-7, AWI is required to segrepgedpetition liabilities that are subject to compisenand report them separately on the
balance sheet. See Note 4 in the Consolidated €ialeBtatements for detail of the liabilities suttjto compromise at December 31, 2001
2000. Liabilities that may be affected by a plamemfrganization are recorded at the expected anafuhe allowed claims, even if they may
be settled for lesser amounts. Substantially al\Wi's prepetition debt, now in default, is recailds face value and is classified within
liabilities subject to compromise. Obligations afdstrong subsidiaries not covered by the Filingaentlassified on the consolidated bale
sheet based upon maturity date. AWI's estimatdiditiafor personal injury asbestos claims is alsoorded in liabilities subject to
compromise. See Item 3 for further discussion ofIA\&sbestos liability.

Additional prepetition claims (liabilities subjettt compromise) may arise due to the rejection etaory contracts or unexpired leases, or as
a result of the allowance of contingent or disputiains.

SOP 90-7 also requires separate reporting of edimees, expenses, realized gains and losses, avidipn for losses related to the Filing as
Chapter 11 reorganization costs, net. AccordingWy/l recorded the following Chapter 11 reorganizataxtivities in the fourth quarter and
full year of 2001:

Three Months Ended Year End ed

(millions) December 31, 2001 December 31, 2001
Professional fees $ 73 $ 245

Interest income, post petition (1.1) (5.1 )
Reductions to prepetition liabilities - (2.0 )
Termination of prepetition lease obligation - (5.9 )
Other (income) expense directly related to bankrupt cy, net 0.1 1.0

Total Chapter 11 reorganization costs, net $ 6.3 $ 125

Professional fees represent legal and financiakady fees and expenses directly related to thad-il
Interest income in the above table is from shamtmvestments of cash earned by AWI subsequethietd-iling.

Reductions to prepetition liabilities represent difeerence between the prepetition invoiced amaunt the actual cash payment made to
certain vendors due to negotiated settlements.eTpagments of prepetition obligations were madesuymmt to authority granted by the Court.

Termination of prepetition lease obligation repreésehe reversal of an accrual for future leasermays for office space in the U.S. that AWI
will not pay due to the rejection of the lease cacitin the Chapter 11 Case. This amount was puslyiaccrued in the third quarter of 2000
as part of a restructuring charge when the dectsiafacate the premises was made.

As a result of the Filing, realization of assetd dguidation of liabilities are subject to uncenty. While operating as a debtor-in-possession,
AWI may sell or otherwise dispose of assets anddigte or settle liabilities for amounts other tlhose reflected in the consolidated finar
statements. Further, a plan of reorganization cmaterially change the amounts and classificatiepsrted in the consolidated financial
statements.

Discontinued Operations

In February 2001, AHI determined to permanently thé Textiles and Sports Flooring segment andebriary 20, 2001 entered into
negotiations to sell substantially all of the besises comprising this segment to a private equitysitor based in Europe. Based on these
events, the segment was classified as a discountioperation starting with the fourth quarter of @00n June 12, 2001, negotiations with
investor were terminated. During the third quace2001, AHI terminated its plans to permanentlit &s segment. This decision was based
on the difficulty encountered in selling the busis@nd a new review of the business, industry aadatl economy conducted by new senior
management. Accordingly, this segment is no lortpssified as a discontinued operation and amdwate been reclassified into operations
as required by Emerging Issue Task Force ("EIT8Su¢ No. 90-16 - "Accounting for Discontinued Ofierss Subsequently Retained”. All
prior periods have been reclassified to conforihéocurrent presentation.

Based on the expected net realizable value ofukabss determined during the negotiations tatlselbusiness, AHI had recorded a pretax
net loss of $34.5 million in the fourth quarter2®00, $23.8 million net of tax benefit. AHI alsodh@ecorded an additional net loss of $3.3
million in the first quarter of 2001, as a resulpace adjustments
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resulting from the negotiations. Concurrent with tfecision to no longer classify the businessdisa@ntinued operation, the remaining
accrued loss of $37.8 million ($27.1 million nettak) was reversed in the third quarter of 2001 r@odrded as part of earnings from
discontinued operations. Additionally, the segnsenét income of $3.1 million for the first and sedajuarter of 2001 was reclassified into
earnings from continuing operations for those pgio

During the third quarter of 2001, AHI concludedréhgvere indicators of impairment related to certsrets in this segment, and accordingly,
an impairment evaluation was conducted at the étigecthird quarter under the guidelines of SFAS Neil -"Accounting for the Impairme

of Long-Lived Assets and for Lonigved Assets to be Disposed Of". This evaluatiahtte an impairment charge of $8.4 million, represey
the excess of book value over estimated fair valnieh was determined using a net discounted castsfhpproach. The charge was included
in cost of sales. The impairment was related t@erty, plant and equipment that produce certaidyets for which AHI anticipates lower
demand in the future. Additionally, an inventoryitesdown of $2.1 million was recorded in the thipdarter of 2001 within cost of sales
related to certain products that will no longersbé.

On May 31, 2000, Armstrong completed its sale bbfthe entities, assets and certain liabilitiesprising its Insulation Products segment to
Orion Einundvierzigste Beteiligungsgesellschaft Malsubsidiary of the Dutch investment firm Gildedstment Management N.V. for $264
million. The transaction resulted in an after taingof $114.8 million, or $2.86 per share in 20D0ring 2001, AHI recorded a pretax loss of
$1.1 million related to its divestiture of its Idation Products segment. This loss resulted frortagepost-closing adjustments.

Other Divestitures

On July 31, 2000, Armstrong completed the salésofiistallation Products Group ("IPG") to subsigiarof the German company Ardex
GmbH, for $86 million in cash. Ardex purchased sabsally all of the assets and liabilities of IR@&luding its shares of the W.W. Henry
Company. The transaction resulted in an after tam gf $44.1 million ($60.2 million pretax) or $0.per share and was recorded in other
income. The financial results of IPG were repodsgart of the Resilient Flooring segment. The @eds and gain are subject to a post-
closing working capital adjustment. Under the teohthe agreement and a related supply agreememstfong agreed to purchase some of
its installation products needs from Ardex for aitial term of eight years, subject to certain minims for the first five years after the sale.
The agreement also calls for price adjustmentsdoagen changing market prices for raw materialsptand energy costs.

In November 2000, Armstrong sold a component of @stiles and Sports Flooring segment. As this slittere included a business classified
as held for sale since its July 1998 acquisitiormgtrong had been recording the 2000 operatingosbthis business within selling, general
and administrative ("SG&A") expense. The overall@@mpact was a reduction of SG&A expense of $0Iam.

Acquisitions

On May 18, 2000, Armstrong acquired privately-h8lditzerland-based Gema Holding AG ("Gema"), a legananufacturer and installer of
metal ceilings, for $6 million plus certain conterg consideration not to exceed $25.5 million basedesults over the three year period
ending December 31, 2002. Gema has two manufagtsites located in Austria and Switzerland and eyghearly 300 people. The
acquisition was recorded under the purchase meathadcounting. The purchase price was allocatéda@ssets acquired and the liabilities
assumed based on the estimated fair market vathe aate of acquisition. Contingent consideratinen and if paid, will be accounted for
as additional purchase price. The fair market vafuangible and identifiable intangible assetsuiagl exceeded the purchase price by $24.2
million and this amount was recorded as a reducifche fair value of property, plant, and equipmen

During 2001, AHI spent $5.6 million to purchase soofithe remaining minority interest of already-solidated entities within the Resilient
Flooring segment. Approximately $5.0 million of therchase price was allocated to goodwiill.
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Financial Condition and Liguidity

As shown on the Consolidated Balance Sheets, Aomgthad cash and cash equivalents of $277.4 maliddecember 31, 2001, compared
with $159.1 million at the end of 2000. The ratfccarrent assets to current liabilities was 3.08 s of December 31, 2001, compared with
2.48 to 1 as of December 31, 2000. The increases pramarily the result of: cash increases, duea@ayments on liabilities subject to
compromise in 2001, except approximately $9.7 millinade to certain vendors in negotiated settlesreamd authorized by the Court for
payment; and $92.3 million less of interest payraehiring 2001 compared to 2000; and larger invgritafances; and reductions in short-
term debt.

Long+term debt, excluding debt subject to compromises $&0.3 million, or 6.0% of total capital at DeceamB1, 2001, compared with $5¢
million, or 7.3% of total capital, at the end of®®D0 All other outstanding prepetition long-term tisbowed by entities that filed for Chapter
11 protection, and therefore has been classifididbiities subject to compromise at DecemberZ1Q1 and 2000.

As shown on the Consolidated Statements of Cashdgrlioet cash provided by operating activities far year ended December 31, 2001, was
$272.1 million compared with $27.8 million in 200the increase was primarily due to the absencsldstos-related claims payments in
2001.

Net cash used for investing activities was $113lfian for the year ended December 31, 2001, comgavith cash provided by investil
activities of $179.3 million in 2000. The decreas®s primarily due to $329.9 million of proceedsnfrthe sales of businesses in 2000.

Net cash used for financing activities was $37.Bioni for the year ended December 31, 2001, compuaiith $70.9 million in 2000. Th
decrease was primarily due to no dividend paymien2901, compared with $58.1 million of dividendypgents in 2000, offset by net debt
payments of $33.4 million in 2001 compared with @it payments of $16.9 million in 2000.

AHlI's liquidity needs for operations vary throughthe year. Therefore, AHI retains lines of cradiiraw upon as needed to meet these
needs. In 2001, the DIP Facility was available,weas not needed or used.

DIP Facility
The Court previously approved a $300 million thé&Macility provided by a bank group led by theMd&gan Chase Bank. During the

second quarter of 2001, AWI reduced the amourtt@DiIP Facility to $200 million. Borrowings undéetDIP Facility, if any, and
obligations to reimburse draws upon the lettersreflit constitute a superpriority administrativgperse claim in the Chapter 11 Case. As of
December 31, 2001, AWI had no borrowings undeixt Facility, but had approximately $8.4 millionlitters of credit which were issued
pursuant to the DIP Facility. Borrowings are liniteo an adjusted amount of receivables, invent@mesPP&E. Depending on the amount of
borrowings, the DIP Facility carries an interegenange of either J P Morgan Chase's Alternaté BRate plus 50 to 100 basis points or
LIBOR plus 150 to 200 basis points. The DIP Fac#ilso contains several covenants including, anathgr things, limits on asset sales,
capital expenditures and a required ratio of delsassh flow. The DIP Facility is scheduled to ezpn December 6, 2002.

Asbestoselated litigation

AWI is a defendant in personal injury claims andgarty damage claims related to asbestos contagmoducts. On December 6, 2000, AWI
filed a voluntary petition for relief ("the Filing'under Chapter 11 of the U.S. Bankruptcy Codesmthe court supervised reorganization
process to achieve a final resolution of its agizekability.

Background
AWI's involvement in asbestos litigation relatesrarily to its participation in the insulation coatting business. From around 1910 to 1933,

AWI manufactured and installed some high-tempeeatusulation products, including some that conthiagbestos. In 1939, AWI expanded
its contract installation service to provide a geeaange of high and low temperature contractamgises to its customers. AWI generally
manufactured its own low temperature insulatiordpats, but did not manufacture the high tempergturducts used in its contracting
operations. Some of the high temperature productéshed and installed in the contracting operatioontained asbestos.

Effective January 1, 1958, AWI separated its insoacontracting business into a separate, indegrgrglibsidiary, Armstrong Contracting
and Supply Corporation ("ACandS"). From Januar¥958 through August 31, 1969, ACandS operated asdependent subsidiary in the
insulation contracting business. During this tineeipd, AWI licensed
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certain tradenames and trademarks to ACandS, wi@andS placed on certain insulation products martufad by others. Other than two
specific products, AWI did not manufacture or selly asbestos-containing thermal insulation proddietsg this period. In August 1969,
AWI sold the ACandS subsidiary to a group of ACamahagement employees and ACandS continues totepedependently as a
subsidiary of Irex Corporation. AWI had no involvent with any asbestos-containing insulation maleaéter 1969.

In addition, AWI manufactured some resilient flogithat contained encapsulated asbestos untikttie ¥980's. AWI also manufactured
some gasket materials that contained encapsulabegsi®s until the mid-1980's.

AsbestosRelated Personal Injury Claims

Before filing for relief under the Bankruptcy Cod&/Vl pursued broad-based settlements of asbestat®depersonal injury claims through
the Center for Claims Resolution (the "Center")e Tenter had reached Strategic Settlement Prod@&#P() agreements with law firms that
covered approximately 130,000 claims that named A8 defendant. As a result of the Filing, AWBigations with respect to payments
called for under these settlements will be deteeahiim its Chapter 11 Case.

Due to the Filing, holders of asbestos-relatedgrekinjury claims are stayed from continuing tog@cute pending litigation and from
commencing new lawsuits against AWI. In additionyAceased making payments with respect to asbestated personal injury claims,
including payments pursuant to the outstanding &BPements. A separate creditors' committee repingehe interests of asbestos persi
injury claimants has been appointed in the ChahteCase.

AWI's present and future asbestos liability willdadressed in its Chapter 11 Case rather thanghrine Center and a multitude of lawsuits
in different jurisdictions throughout the U.S. A\ltlieves that the Chapter 11 process providedilit thie opportunity to comprehensively
address its asbestos-related personal injury il one forum. It is anticipated that all presand future asbestos-related personal injury
claims will be resolved in the Chapter 11 Case.

AsbestosRelated Personal Injury Liability

In evaluating its estimated asbestekted personal injury liability prior to the Fili, AWI reviewed, among other things, recent arstonical
settlement amounts, the incidence of past and tet@ms, the mix of the injuries and occupatiohshe plaintiffs, the number of cases
pending against it and the status and resultsa#dbased settlement discussions. Based on thewe&W!| estimated its cost to defend and
resolve probable asbestos-related personal injaims. This estimate was highly uncertain due ®litmitations of the available data and the
difficulty of forecasting with any certainty the merous variables that could affect the range ofittmlity.

AWI believes the range of probable and estimalleility is more uncertain now than previously. Téare significant differences in the way
the asbestos-related personal injury claims magdokeessed under the bankruptcy process when codhjzatiee tort system. Accordingly,
AWI currently is unable to ascertain how prior esipece with the number of claims and the amountette claims will impact its ultimate
liability in the context of its Chapter 11 Case.

As of September 30, 2000, AWI had recorded a lighif $758.8 million for its asbestos-related meral injury liability that it determined
was probable and estimable through 2006. Due tinttieased uncertainty created as a result of ithrggFno change has been made to the
previously recorded liability except to record pants of $68.2 million against that accrual in Oetond November 2000. The asbestos-
related personal injury liability balance recordgdecember 31, 2001 and December 31, 2000 is G&8lion, which is recorded in
liabilities subject to compromise. Due to the utaieties created as a result of the Filing and toaiability may be resolved, it is not
possible to reasonably estimate the ultimate ligbil is likely, however, that the actual lialyliwill be significantly higher than the recorded
liability. As the Chapter 11 Case proceeds, thboeikl be more clarity as to the extent of the ligbi

Collateral Requirements

During 2000, AWI had secured a bond for $56.2 onillto meet minimum collateral requirements esthbtisby the Center with respect to
asbestos-related personal injury claims assertathstgAWI. On October 27, 2000, the insurance comyghat underwrote the surety bond
informed AWI and the Center of its intention notrémew the surety bond effective February 28, 2@iLFebruary 6, 2001, the Center
advised the surety of the Center's demand for payofahe face value of the bond. The surety faemotion with the Court seeking to
restrain the Center from drawing on the bond. Tl#ion was not granted. On March 28, 2001, the gdiled an amended complaint in the
Court seeking similar relief. The Center has fieghotion to dismiss the amended complaint. The Qs not yet ruled on the Center's
motion or the complaint. In addition, on April 2001, AWI filed a complaint and a motion with theugt seeking an order, among other
things, enjoining the Center from drawing on thadbor, in the event the
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Center is permitted to draw on the bond, requitiveg the proceeds of any such draw be depositedhi@ourt-approved account subject to
further order of the Court. Recently, Judge AlfMdWolin of the Federal District Court for the Dist of New Jersey, who is also presiding
over AWI's Chapter 11 Case, indicated he wouldrdatee these matters. Judge Wolin has not yet rotethese matters.

Asbestos-Related property Damage Litigation Over the yearsAWI was one of many defendants in
asbestos-related property damage claims that wedebly public and private building owners, witlx siaims pending as of June 30, 2001.
The previous claims that were resolved prior toRhieg resulted in aggregate indemnity obligatiafisess than $10 million. To date, all
payments of these obligations have been entiralgreal by insurance. The pending cases presenttiieg of damage to the plaintiffs'
buildings caused by asbestos-containing produatgyanerally seek compensatory and punitive damagg£quitable relief, including
reimbursement of expenditures for removal and mgtent of such products. In the second quarte®@® 2AWI was served with a lawsuit
seeking class certification of Texas residents wiva property with asbestos-containing productss Eaise includes allegations that AWI
asbestos-containing products caused damage tdarigsldnd generally seeks compensatory damagesqaitdide relief, including testing,
reimbursement for removal and diminution of propedlue. AWI vigorously denies the validity of taegations against it in these actions
and, in any event, believes that any costs wiltdeered by insurance. Continued prosecution oftlaetions and the commencement of any
new asbestos property damage actions are stayeo thee Filing. In March 2002, the Court allowedta& alleged holders of ashestos
property damage claims to file a class proof ofnclagainst AWI. Upon such filing, the Court willtéa determine whether the proposed class
should be certified. Consistent with prior peri@agl due to increased uncertainty, AWI has not dambany liability related to these claims
of December 31, 2001. See Item 1 for further disicusof the property damage claims received byihgust 31, 2001 claims bar date in the
Chapter 11 Case. A separate creditors' commitesenting the interests of property damage asbekionants has been appointed in the
Chapter 11 Case.

Insurance Recovery Proceedings

A substantial portion of AWI's primary and excessaining insurance asset is nonproducts (genaflity) insurance for personal injury
claims, including among others, those that invaliteged exposure during AWI's installation of asbgénsulation materials. AWI has ente
into settlements with a number of the carriersIkésg its coverage issues. However, an alternatigpute resolution ("ADR") procedure is
under way against certain carriers to determing#iteentage of resolved and unresolved claimsatfeatonproducts claims, to establish the
entitlement to such coverage and to determine velnethd how much reinstatement of prematurely exkdysoducts hazard insurance is
warranted. The nonproducts coverage potentialljl@e is substantial and includes defense costsldition to limits.

During 1999, AWI received preliminary decisiongli initial phases of the trial proceeding of tHeR\ which were generally favorable to
AWI on a number of issues related to insurance iamee However, during the first quarter of 200heav trial judge was selected for the
ADR. The new trial judge conducted hearings in 280d determined not to rehear matters decidedéprivious judge. In the first quarter
of 2002, the new trial judge concluded the ADRIpiaceeding with findings in favor of AWI on substially all key issues. The trial
proceeding is subject to an appeal as part of DR Arocess. One of the insurance carriers, Relilmmaance Company, was placed unde
order of rehabilitation by a state insurance depant during May 2001 and an order of liquidatiomiiyi October 2001.

Another insurer (Century Indemnity Company), whevpously settled its coverage issues with AWI, imegle some of its required payments
under the settlement to a trust of which AWI iseaéficiary. During January 2002, this insurer filmdadversary action in AWI's Chapter 11
Case. Among other things, the action requests thet@o (1) declare that the settlement agreensea iexecutory contract and to compel
assumption or rejection of the agreement; (2) dedlzat the insurer need not make its present@odef scheduled payments unless AWI
assumes the agreement; (3) declare that the insugatitled to indemnification from AWI againstyalabilities that the insurer may incur in
certain unrelated litigation in which the insurgiirivolved; and (4) enjoin the disposition of funieviously paid by the insurer to the trust
pending an adjudication of the insurer's rights. |A#lieves it is highly unlikely the insurer wilkgvail in this matter.

Insurance Asset

An insurance asset in respect of asbestos persgmal claims in the amount of $214.1 million icoeded as of December 31, 2001 comp
to $268.3 million as of December 31, 2000. The c#ida is due to cash receipts during the secondfairdi quarters of 2001 and
management's current assessment of probable imguracoveries, which included the order of liquigiafor Reliance Insurance Company.
Of the total recorded asset at December 31,
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2001, approximately $49.0 million represents phstitlement for previous claims that will be paida fixed and determinable flow and is
reported at its net present value discounted &%.5 he total amount recorded reflects AWI's behethe availability of insurance in this
amount, based upon AWI's success in insurance eeiesy recent settlement agreements that provicke cwerage, the nonproducts
recoveries by other companies and the opinion tfide counsel. Such insurance is either availdtsteugh settlement or probable of recov
through negotiation, litigation or resolution oEtADR process. Depending on further progress oADR, activities such as settlement
discussions with insurance carriers party to theRAdhd those not party to the ADR, the final deteation of coverage shared with ACandS
(the former AWI insulation contracting subsidiahat was sold in August 1969) and the financial dord of the insurers, AWI may revise
estimate of probable insurance recoveries. Apprateiy $82 million of the $214.1 million asset idatenined from agreed coverage in place
and is therefore directly related to the amourthefliability. Of the $214.1 million asset, $22.0lmn has been recorded as a current asset as
of December 31, 2001 reflecting management's eiofahe minimum insurance payments to be receiivélde next 12 months.

A significant part of the recorded asset relatdéasarance that AWI believes is probable and wélidbtained through settlements with the
various carriers. Due to the Filing, the settlenfgotess may be delayed, pending further clarificads to the asbestos liability. While AWI
believes the Chapter 11 process will strengthepdsstion on resolving disputed insurance and rhayefore result in higher settlement
amounts than recorded, there has been no incredise recorded amounts due to the uncertaintiegezidoy the Filing. Accordingly, this
asset could also change significantly based upentewvhich occur in the Court. Management estimtiigsthe timing of future cash
payments for the recorded asset may extend beyoyddrs.

Cash Flow Impact

As a result of the Chapter 11 Filing, AWI did noake any payments for asbestetated claims in December 2000 and all of 2001hénfirst
eleven months of 2000, AWI paid $226.9 million fmbestos-related claims. AWI received $32.2 millioasbestos-related insurance
recoveries during 2001 compared to $27.7 millio2000. During the pendency of the Chapter 11 C&¥4,does not expect to make any
further cash payments for asbestos-related cldiotsAWI expects to continue to receive insuranaxeeds under the terms of various
settlement agreements.

Conclusion

Many uncertainties exist surrounding the finanoigbact of AWI's involvement with asbestos litigatiorhese uncertainties include the
impact of the Filing and the Chapter 11 processnilmber of future claims to be filed, the impdcamy potential legislation, the impact of
the ADR proceedings on the insurance asset anfihtéimecial condition of AWI's insurance carriers. AWas not revised its previously
recorded liability for asbestos-related person@lrinclaims. During 2001, AWI reduced its previoustcorded insurance asset by $32.2
million for cash receipts and by $22.0 million foenagement's current assessment of probable itsuracoveries. The $22.0 million
reduction was recorded as a charge for asbestibityianet, in the accompanying consolidated staat of earnings. AWI will continue to
review its asbestos-related liability periodicalythough it is likely that no changes will be madehe liability until later in the Chapter 11
Case as significant developments arise. Althougrestimable, it is likely that AWI's total exposureasbestos-related personal injury claims
will be significantly higher than the recorded liilp. Any adjustment to the estimated liability msurance asset could be material to the
financial statements.

Consolidated Results
The following discussions of consolidated resutes@n a continuing operations basis.

Net sales in 2001 of $3.14 billion were 3.5% lowren compared with net sales of $3.25 billion i@@0Resilient Flooring net sall

decreased 6.0%. Building Products net sales demtdns0.3%. Wood Flooring net sales decreased4%s 4Cabinets increased by 3.2%.
Textiles and Sports Flooring decreased 5.1%. Nes siecreased 3.5%, 1.3% and 18.0% in the Ameiiaaspe, and the Pacific Area,
respectively. Excluding the effect of foreign exaba, Europe net sales increased 3.1%. (See Indbsgment Results for further discussion.)

Operating income in 2001 was $140.1 million comgawe$6.7 million in 2000.
(See Industry Segment Results for further discuskgio

Cost of goods sold in 2001 was 75.3% of net sal@spared to cost of goods sold of 73.4% in 200@0@1, the Textiles and Sports Flooring
segment recorded an $8.4 million impairment chargeertain assets to cost of goods sold and arfidn charge for write-downs related
to certain products that will no longer be soldclxling these charges, cost of goods sold was 75:1@801. In 2000, excluding a $17.6
million charge to cost of goods sold for write-d@aaf production-line assets related to the reomgitin efforts that were not categorized as
restructuring
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costs, the cost of goods sold was 72.9%. These-g@oaiwvns of production-line assets primarily relat@dhanges in production facilities and
product offerings. While the amount of cost of gesdld in 2001 was lower than 2000, it did not dase enough to maintain the same
percentage of net sales as in 2000. Increases iprite of raw materials, such as natural gas aabiwoffset the general savings experienced
in cost of goods sold due to the lower sales.

SG&A expenses in 2001 were $596.2 million, or 19dPAet sales compared to $597.2 million, or 18af%et sales in 2000. While 2001 1|
sales decreased from 2000 amounts, a significaotiahof sales and promotional expense, includirgding and market development, was
incurred in 2001, primarily in the Resilient and ¥doFlooring segments. Additionally, 2001 contaih@her employee incentive bonus
accruals than 2000. These items resulted in aed@serin SG&A as a percentage of net sales. SG&Aresqs in 2000 contained $18.3 million
for CEO and management transition costs, expees@®d to the reorganization of European flooringibess, asset write-downs related to
the decision to vacate office space in Lancast&rafd write-downs related to product samples.

During 2001, Armstrong recorded non-cash charg&2af0 million related to management's currentssaent of probable asbestos-related
insurance asset recoveries. 2000 included a $28i#i0n non-cash charge to increase the asbestagetkliability.

Armstrong also recorded net restructuring cost90® million in 2001, which included $11.8 for seaece payments and pension benefits for
approximately 75 employees, including the formere€®perating Officer of AHI, and a $1.7 millionversal of previous restructuring
charges for certain severance accruals that welenger necessary as certain individuals remaimggl@yed by Armstrong. These
reorganizations are expected to result in lowerufasturing costs of approximately $0.3 million pear and lower SG&A expenses of
approximately $7.1 million per year. AHI expectgégord an additional charge of approximately $0ikion in the first quarter of 2002
related to a further streamlining of the textilesl &ports flooring business. Armstrong also rewkfske 1 million related to a formerly occup
building for which AHI no longer believes it wilhcur any additional costs. This compares to netuesiring and reorganization charges in
2000 of $18.8 million, which included $12.0 millidor severance payments and pension benefits fmoapnately 200 employees and a $1.4
million reversal, comprising severance accruals\wWere no longer necessary as certain individuaisained employed by Armstrong. In
2000, Armstrong also recorded a $8.2 charge priynaeiated to the remaining payments on a noncahdeloperating lease for an office
facility in the U.S.

Interest expense of $13.1 million in 2001 was lottan interest expense of $102.9 million in 20@0ad¢cordance with SOP 90-7, Armstrong
did not record contractual interest expense ongiitign debt after the Chapter 11 filing date. Timsecorded interest expense was $86.0
million in 2001 and $6.0 million in 2000.

Other income, net of $1.2 million in 2001 includgedain of $3.5 million resulting from the demutaalion of an insurance company
(Prudential Insurance Co.) with whom Armstrong basipany-owned life insurance policies, a loss o2$8illion resulting from the
impairment of certain equity investments, and & $2illion impairment charge of a note receivablated to a previous divestiture. Other
income, net in 2000 of $76.7 million includes a $6Million gain from the sale of IPG, which was fpafrthe Resilient Flooring segment, a
gain of $5.2 million resulting from the demutuatiza of an insurance company (Metropolitan Lifedrence Company) with whom
Armstrong has company-owned life insurance polieied $7.0 million from foreign currency transactgains.

Armstrong recorded $12.5 million of Chapter 11 gamrization costs, net in 2001 compared to $103liBmin 2000. See Item 1 for details
the Chapter 11 reorganization costs, net.

Earnings from continuing operations in 2001 wer8.&million, or $1.79 per diluted share, which cargs to a loss of $85.1 million, or
$2.12 per share, in 2000.

Effective November 1, 2000, an amendment to th&é&eéent Income Plan (RIP), a qualified U.S. defibedefit plan, established an
additional benefit known as the ESOP Pension Acttupartially compensate active employee andeetiESOP shareholders for the decline
in the market value of AHI's Stock. The effectlostamendment had no material impact to the fir@mpsition or results of operations in
2000, but increased the benefit obligation by $9Rillon and decreased the pension credit by $iilifon in 2001. The RIP document was
revised to reflect these changes.

The 2001 effective tax rate from continuing openagi was 36.7% versus a tax benefit rate of 30.792300. Excluding the impact of the
asbestos charge, the gain on sale of IPG, theuotsting charges and other related expenses archtpter 11 reorganization costs, net in
2000, the 2000 effective tax rate was 39.6%.
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The decrease from 39.6% to 36.7%, was due to ingaréareign tax credit utilization and lower foreitaxes partially offset by the negative
impact of lower earnings on permanent differencas/ben book and tax. In addition, the 2001 tax isiom reflects the reversal of certain
state tax and other accruals no longer requiredaaempletion of state tax audit and/or the exjoraof statutes of limitation partially offset
by certain non-deductible expenses.

Armstrong reported net earnings of $92.8 million$a.27 per diluted share in 2001, compared teasgtings of $12.2 million, or $0.30 per
share in 2000.

New Accounting Pronouncements

In the third quarter of 2001, the Emerging IssuaskiForce ("EITF") released EITF Issue No. 00-O¥®ndor Income Statement
Characterization of Consideration from a Vendoa Retailer.” This pronouncement requires considarataid to a reseller or retailer to be
shown as a reduction of revenue unless the verdeives an identifiable separate benefit and thiagfit's fair value can be reasonably
estimated. This pronouncement is effective Janligp02. AHI anticipates reclassifying approximat®l.9 million of annual costs
previously recorded as selling, general and adinatige expenses to net sales. The change will hawffect on operating margins or
retained earnings as of any date.

In July 2001, the Financial Accounting Standardaifiq"FASB") issued Statement No. 141, "Businessilinations,” and Statement No.
142, "Goodwill and Other Intangible Assets." Statamtl41 requires that the purchase method of atioguine used for all business
combinations initiated after June 30, 2001. Statérhdl also specifies criteria that intangible &saequired in a purchase method business
combination must meet to be recognized and repaped: from goodwill. Statement 142 will requiratigoodwill and intangible assets with
indefinite useful lives no longer be amortized, imstead be tested for impairment at least annuktipairment losses, if any, will be
measured as of January 1, 2002 and recognizea asithulative effect of a change in accounting fpiedn 2002. Statement 142 will also
require that intangible assets with determinabéfuldives be amortized over their respective eatad useful lives to their estimated residual
values and reviewed for impairment in accordandh ®tatement No. 121, "Accounting for the Impairtnain_ong-Lived Assets and for
Long-Lived Assets to Be Disposed Of." The adoptdbRrAS 141 in the third quarter of 2001 had no ietgan AHI's financial statements.
AHI is required to adopt the provisions of Statetfef? effective January 1, 2002. AHI will be reauirto test goodwill for impairment in
accordance with the provisions of Statement 142raadrd any impairment charges to any affectedtsbsethe end of 2002.

As of January 1, 2002, AHI has unamortized goodefils822.8 million and unamortized identifiableangible assets in the amount of $89.0
million, all of which will be subject to the trarisin provisions of Statement 142. Amortization exgerelated to goodwill was $22.8 million
for the year ended December 31, 2001. Armstrogrigently in the process of analyzing the impacstaftement 142. The Wood Flooring
segment has $717.2 million of unamortized goodavillits books as of December 31, 2001. Based ompnalry assessments of the impact of
adopting Statement 142, AHI believes that a sigaift portion of this goodwill will be consideredpaired under the new accounting
standard. AHI has not yet determined the amouanhgfimpairment, but expects to complete its ang)yscluding valuations of tangible and
intangible assets, in the first half of 2002. Da¢hte complexity, timing and scale of the procédsl is currently unable to precisely
determine the amount of the goodwill impairmentrgeebut expects the impairment charge in 2002 tm lexcess of $300 million.

In August 2001, the FASB issued Statement No. 148¢ounting for Asset Retirement Obligations." T§tatement establishes standards for
accounting for an obligation associated with th&ement of a long-lived asset. The standard isatiffe for fiscal years beginning after June
15, 2002. While AHI is finalizing its review of thistatement, adoption of this statement is not@rgeo have a material impact on AHI's
consolidated results of operations or financialdition.

In October 2001, the FASB issued Statement No. 'Kekounting for the Impairment or Disposal of Lehiyed Assets" which provides
guidance on the accounting for the impairment spadsal of long-lived assets. This statement icéffe for fiscal years beginning after
December 15, 2001. While AHI is finalizing its rewi of this statement, adoption of this statemenbisexpected to have a material impac
AHI's consolidated results of operations or finahcondition.

INDUSTRY SEGMENT RESULTS

Resilient Flooring

Resilient Flooring net sales were $1,162.3 mildord $1,236.3 million in 2001 and 2000, respectiviligt sales in the Americas decreased
5.0% from the prior year as a result of lower salesommercial tile (volume and pricing pressunell aesidential sheet products (product
mix) and the impact of the third quarter 2000 IHGedtiture.
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Excluding the impact of the IPG divestiture, safethe Americas decreased 2.6%. Excluding the wrkhie effects of foreign exchange
rates, net sales in Europe were 3.7% below lastprémarily due to weaker sales of cushion vinydghucts. Pacific area net sales decreased
$4.9 million versus 2000. Operating income of $7/ilion in 2001 compared to $80.4 million in 20@perating income in 2001 includes
$2.8 million of income from the reversal of prevébpaccrued potential preference claims that hasnbesolved as well as $2.8 million of
environmental and building demolition expensesna manufacturing facility. Excluding expenses asged with reorganizing the European
business and other management changes, operatommpénwas $108.9 million in 2000. The operating meaeduction was driven primarily
by lower sales and higher selling and promotiompkases, including brand and market developmergresgs and the impact of the IPG
divestiture, partially offset by lower productioosts.

Outlook

Net sales in 2002 are expected to increase slighy 2001 due to higher retail growth throughitttependent channel and the introduc
of new products. Operating income is expecteddo micrease due to the impact of higher sales,dwgat manufacturing productivity and
lower selling and promotional expenses offsettisgng medical costs.

Building Products

Building Products net sales of $830.7 million ifD2@ecreased slightly from $833.3 million in 20@kee full year impact of the Gema
acquisition helped to offset the slow down expearéghin the commercial construction markets. Exelgdhe net sales of Gema, net sales
decreased 2.9%. Net sales in the Americas decr@ag@dversus 2000 due to unit volume in the U.&roercial business partially offset by
improvements in the price/product mix as well des&rom new product lines. Excluding the impactuofavorable foreign exchange rates
and incremental net sales from Gema, net salesriope remained flat compared to 2000. Pacific artaales decreased $4.1 million versus
2000. Operating income decreased $21.5 milliore@4million in 2001 primarily due to higher energysts and lower unit volume.

Outlook

Net sales in 2002 are expected to decline sligh#gause the slowdown in commercial constructionra the world is expected to contir
with some recovery not anticipated until late ia fear. Operating income is expected to remaimésadlg flat, as cost reduction initiatives
and product mix improvements offset the impacioefdr demand and higher medical costs.

Wood Flooring
Wood Flooring net sales of $654.3 million in 20@&ckased from net sales of $684.6 million in 2000s 4.4% decrease was driven

primarily by lower sales volume and pricing withire independent wholesaler channel. Operating ircoin$0.9 million in 2001 compared
operating income of $57.8 million in 2000. The @&xe was primarily driven by competitive pricinggsure, lower sales, higher lumber
costs, product quality issues, and higher sellimdj @romotional expenses.

Outlook

Net sales in 2002 are expected to increase slighy 2001 due to anticipated volume gains in th@da center market. Operating incom:
expected to increase significantly due to improwethufacturing productivity, anticipated stable lwenprices, improved quality and the
impact of higher sales.

Cabinets

Cabinets net sales of $225.2 million in 2001 inseshfrom net sales of $218.2 million in 2000 dua favorable product mix and volume
growth. Operating income of $15.2 million in 20Gdngpared to operating income of $16.5 million in @0Bxcluding restructuring charges of
$1.1 million in 2001, operating income was $16.8ion, which is comparable to 2000. The 2001 né&sancrease was offset by higher
selling expenses and additional allocations of gerend administrative expenses shared with thed\dooring segment.

Outlook
Net sales in 2002 are expected to remain flat i®1. Flat sales, nhominal cost inflation and im@@wperating costs are expected to resi
a slight increase in operating income.

Textiles and Sports Flooring
Textiles and Sports Flooring net sales of $262l8aniin 2001 compared to $277.0 million in 200kdkiding the impact of unfavorable
foreign exchange rates, net sales decreased 2i%rjy due to a weak European market.
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An operating loss of $0.7 million in 2001 was in@at compared to operating income of $5.2 millio2@00. The 2001 operating loss was
to an $8.4 million fixed asset impairment chargd ar$2.1 million inventory write-down recorded dithe third quarter. Excluding these
charges, 2001 operating income would have beenrBiBn. Operating income in 2000 included approately $3.0 million for employee
severance accruals.

Outlook
Net sales in 2002 are expected to remain consigi#m®2001. Operating income is expected to rencaimsistent with the 2001 amou
excluding the $8.4 million fixed asset impairmehage and the $2.1 million inventory write-down.

Other

Excluding charges for asbestos liability, net, lowted corporate expense of $16.8 million in 266thpared to $31.2 million of expense in
2000. The 2001 expense includes a U.S. pensioit ofe®56.8 million compared to a 2000 credit oB# million. The 2000 expense also
includes $19.7 million in expenses related to tE&Qransition and other management changes ardettigion to vacate an office facility in
the U.S.

Outlook

Unallocated corporate expenses for 2002 will beatiegly affected by a $25.0 million lower pensigedit due to the combination of a lower
discount rate and lower expected long-term returplan assets, and by higher medical costs, dugapiy to the lower discount rate and
increase of medical inflation rate, affecting re¢irmedical costs.

Geographic Areas

Net sales of $2.32 billion in the Americas in 20@dre lower, compared to $2.41 billion in 2000, miity due to lower Resilient Floorir
sales. Net sales in Europe in 2001 were $711.2omjlcompared to $720.3 million in 2000, as thé yeblr impact of the Gema acquisition
partially offset declines in the Resilient Flooriagd Building Products segments. Net sales to #uiiP area of $99.6 million compared to
$121.4 million in 2000 due to volume declines ia Resilient Flooring and Building Products segments

Long-lived assets in the Americas in 2001 were $®&2llion compared to $974.6 million in 2000. Letiged assets in Europe in 2001 were
$291.4 million compared to $314.4 million in 200Me decrease was primarily due to an $8.4 millised asset impairment charge in the
Textiles and Sports Flooring segment and the diwvestof certain physical assets. Long-lived assetie Pacific area in 2001 were $30.0
million compared to $32.0 million in 2000.

2000 COMPARED WITH 1999
The results for 2000 compared with 1999 have beelassified to reflect continuing operations.

Divestitures

On May 28, 1999, Armstrong's subsidiary, DLW, sitddfurniture business for total cash proceeds3&.$ million. Armstrong acquired this
business as part of the acquisition of DLW in thiedt quarter of 1998 and had classified the busimesheld for sale. There was no gain or
loss on the transaction.

On June 22, 1999, Armstrong sold its interest eabsets of Martin Surfacing, Inc. Armstrong aceplithis interest as part of its acquisitiol
DLW during the third quarter of 1998. There wasmaterial gain or loss on the transaction.

On June 30, 1999, Armstrong sold 65% of its owriprehAISI, its gasket products subsidiary, to awgy of investors including Citicorp
Venture Capital Ltd. and the management of AlSld@ash purchase price of approximately $36.1onillThe sale resulted in a gain of
approximately $6.0 million, or $0.15 per share,abhivas recorded in other income.

On September 30, 1999, Armstrong completed theafale Textile Products Operations to Day Inteimadl Group, Inc. The sale resulted in
a loss of $3.2 million, or $0.08 per share, whidswecorded in other income.

In November 2000, Armstrong sold a component of @stiles and Sports Flooring segment. As this slittere included a business classified
as held for sale since its July 1998 acquisitioomé#trong had been recording the 2000 operating$oskthis business within SG&A exper
The overall 2000 impact was a reduction of SG&Aenge of $0.7 million.
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Financial Condition

As shown on the Consolidated Statements of Cashdgrlioet cash provided by operating activities far year ended December 31, 2000, was
$27.8 million compared with $347.5 million in 199he decrease was due to several items includimgrlaet income excluding the gain on
sale of businesses and changes in working capiiadarily accounts payable and accrued expenses.

Net cash provided by investing activities was $378illion for the year ended December 31, 2000, garad with net cash used for invest
activities of $62.0 million in 1999. The increasasaprimarily due to significantly higher proceersn the sales of businesses in 2000 than in
1999.

Net cash used for financing activities was $70.Bioni for the year ended December 31, 2000, conpauith $281.9 million in 1999. Th
decrease was primarily due to net debt paymerd &0 million in 2000 compared with net debt paytaei $202.1 million in 1999.

Consolidated Results

Net sales in 2000 of $3.25 billion were slightlyvier compared with net sales of $3.32 billion in 998xcluding the impact of unfavorak
foreign exchange rates in 2000 and the divestitoféise gasket and textile businesses in 199%alest in 2000 were $79.7 million, or 2.5%
above 1999. Resilient Flooring net sales decred$¥d. Building Products net sales increased 5.2%od\Flooring net sales increased 8.8%.
Cabinets net sales increased 5.3%. Textiles andsSplooring net sales decreased 11.6%. Furthelydxg the 1999 divestitures, sales
increased 1.0% in the Americas and declined 3.1#terPacific Area. European sales decreased 4.984yduld have increased 11.9%
without the impact of unfavorable foreign exchanates.

Operating income in 2000 was $6.7 million comparedperating income of $81.9 million in 1999.

Cost of goods sold in 2000 was 73.4% of net sal@spared to cost of goods sold of 68.9% in 199ghkli raw material costs primarily in
Resilient Flooring, Wood Flooring and Cabinets aigher energy costs in Building Products were thieary drivers of the increase.
Armstrong also recorded $17.6 million to cost obde sold in 2000 for write-downs of inventory amdguction-line assets that were not
categorized as restructuring costs. The inventaitevdowns were related to changes in product offsrwhile the write-downs of
production-line assets primarily related to charigggoduction facilities and product offerings.

SG&A expenses in 2000 were $597.2, or 18.4% obakts. In 1999, SG&A expenses were $607.8 milhiorl,8.3% of net sales. SG&A
expenses in 2000 contained lower employee incebtiveis accruals and lower selling expense offs&@ b and management transition
costs, expenses related to the reorganization mfidfgan flooring business, asset write-downs reltiede decision to vacate office space in
Lancaster, PA and inventory write-downs relatedamples.

Armstrong recorded charges to increase the estihtiataility for asbestos-related claims of $236.illion in 2000 and $335.4 million in
1999.

In 2000, Armstrong recorded restructuring and ranization charges of $18.8 million, which is delsed in the 2001 Compared to 2000 -
Consolidated Results. This compares to a revefskl.d million recorded in 1999 related to certs@averance and benefit accruals that were
no longer necessary.

Interest expense of $102.9 million in 2000 was Iothan interest expense of $105.2 million in 198%ccordance with SOP 90-7, in 2000
Armstrong did not record $6.0 million of contradtirderest expense on prepetition debt after thapBdr 11 filing date.

Other income, net in 2000 of $76.7 million inclu@e$60.2 million gain from the sale of IPG, whichspart of the Resilient Flooring
segment, a gain of $5.2 million resulting from tlenutualization of an insurance company (Metroanlitife Insurance Company) with
whom Armstrong has company-owned life insurancéigs, and $7.0 million from foreign currency trii®n gains. Other income, net in
1999 of $6.6 million includes a gain of $6.0 mitlion the divestiture of 65% of AISI and a loss 6f@million on the divestiture of Textile
Products. Other income in 1999 also reflects prdsdmm the settlement of various legal actionaliog $3 million and a gain of $2.6 millic
resulting from the demutualization of an insuracempany (Manulife) with whom Armstrong has companmyned life insurance policies.
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During 2000, Armstrong recorded $103.3 million dfa&pter 11 reorganization costs, net. See Item ddtails of the Chapter 11
reorganization costs, net.

Armstrong's 2000 effective tax rate benefit frommtiauing operations was 30.7% versus 3.0% for 183@luding the impact of the asbhestos
charge, the gain on sale of Installation Produbtsreorganization charge and other related expar2@00, the 2000 effective tax rate was
39.6%. Excluding the asbestos charge and the divest of the gaskets and textiles businessed, 388 effective tax rate from continuing
operations was 37.7%. The increase was due to daotible goodwill and foreign source income.

Armstrong reported net earnings of $12.2 million$0.30 per share in 2000, compared to net earmih§s4.3 million, or $0.36 per share in
1999.

INDUSTRY SEGMENT RESULTS

Resilient Flooring

Resilient Flooring net sales in 2000 of $1,236.8iom were $93.5 million, or 7.0%, below prior ye&tet sales in the Americas were 4.3%
below 1999. European net sales were 17.7% belaw peiar as a result of unfavorable foreign exchaatgtranslation, lower prices and a
less favorable mix driven by continued market wealsn Excluding the effects of foreign exchange trateslation, net sales in Europe were
6.9% below last year. Pacific area net sales watavith 1999.

Operating income of $80.4 million in 2000 compate&211.2 million in 1999. Excluding expenses aigged with reorganizing the Europe
business, other management changes and the $Tdnrfolurth quarter impairments of production liagsets and samples inventory, the 2000
operating income was $108.9 million. 1999 operatimpme was $206.7 million excluding $4.8 millicor insurance settlements for past
product claims, net of inventory write-offs, $3.8limn of costs associated with changes in the potidn location for some product lines and
a net benefit of $3.0 million from changes in enygle compensation policies. The annual operatingjimaecline is primarily related to

lower sales volume and the impact of higher pradaatosts, primarily higher raw material prices.

Building Products

Building Products net sales in 2000 were $833.8anicompared to $791.8 million in 1999. Excluditig impact of the Gema acquisition in
2000, net sales increased 1.4%. Higher sales ib#e primarily in the U.S. commercial channelrgvenostly offset by lower European
sales. Pacific area net sales increased 1.9%.

Operating income in 2000 was $113.9 million compae$120.0 million in 1999. The operating inconeertase was primarily related to
higher natural gas prices, partially offset by piesiearnings from the Gema acquisition. ResutimfArmstrong's WAVE grid joint venture
with Worthington Industries improved 11% over 1999.

Wood Flooring
Wood Flooring net sales in 2000 were $684.6 miltompared to $629.3 million in 1999, driven prinhakiy volume growth and improved

pricing. Operating income in 2000 was $57.8 millammpared to $62.8 million in 1999. The decrease dige to higher lumber costs that
offset sales volume growth.

Cabinets
Cabinets net sales in 2000 were $218.2 million canenbto $207.2 million in 1999, due to higher vokur@perating income in 2000 was
$16.5 million compared to $22.2 million in 1999.eTdecrease was due to higher costs that offset galeme growth.

Textiles and Sports Flooring

Textiles and Sports Flooring net sales in 2000 &7&7.0 million compared to $313.3 million in 199%e reduction was primarily due to
unfavorable effects of foreign exchange rates,thadmpact of the second quarter 1999 divestitfildartin Surfacing, Inc. Operating incor
in 2000 was $5.2 million compared to $11.7 milliarl999. The decline in operating income was duewer sales and increased general
administrative expenses, which included approxityé8.0 million of employee severance accrualsQ6®

All Other

Net sales reported in this segment during 1999 cizenh gasket materials (through June 30, 1999}extde mill supplies (throug
September 30, 1999). Armstrong sold the textilesri@ss and 65% of the gaskets business during T§8Jating income in 2000 related to
Armstrong's remaining 35% interest in Interfaceufiohs Inc.
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Excluding charges for asbestos liability, net, lowdted corporate expense of $31.2 million in 266Mpared to $16.6 million of expense in
1999. The 2000 expense includes $19.7 million jmeeses related to the CEO transition and other geanant changes and the decision to
vacate an office facility in the U.S.

Geographic Areas

Net sales in the Americas in 2000 were $2.41 illeompared to $2.44 billion in 1999. Net saleEumope in 2000 were $720.3 millic
compared to $757.4 million in 1999 due to loweriReg Flooring sales. Net sales in the Pacificaané $121.4 million compared to $129.1
million in 1999.

Long-lived assets in the Americas in 2000 were $®Willion compared to $971.9 million in 1999. Letiged assets in Europe in 2000 were
$314.4 million compared to $350.7 million in 199%e decrease was primarily due lower foreign cuyeexchange rates in 2000. Loliged
assets in the Pacific area in 2000 were $32.0aniliompared to $34.9 million in 1999.

Critical Accounting Policies

AHI utilizes estimates to record many items inchglasbestos-related liability and insurance assetveries, allowances for bad debts,
inventory obsolescence and lower of cost or magckahges, warranty, workers compensation, genetzility and environmental claims. In
assessing approximate estimates, management canaltienown relevant information and confers withtside parties, including outside
counsel, where appropriate.

The following are the critical accounting policitsst management believes could have a significapact to the financial statements if the
estimates and judgments used by management tuin batincorrect based on the actual outcome aféutvents covered by these estimates.

Asbestos Related Estimates - Prior to its Chaptd¥fillng, AWI estimated its probable asbestos-e#lgiersonal injury liability based upon a
variety of factors including historical settlememounts, the incidence of past claims, the mihefibjuries and occupations of the plaintiffs,
the number of cases pending against it and thesstatd results of broad-based settlement discusstoi| believes its previous range of
probable and estimable liability is more uncertainv than before. There are significant differericethe way the asbestos-related personal
injury claims may be addressed under the bankryptogess when compared to the tort system. AccgldidWI currently is unable to
estimate its ultimate liability in the context ¢6 iChapter 11 Case. Although not estimable, ikedy that the actual liability will be
significantly higher than the recorded liabilitys #he Chapter 11 Case proceeds, there should eataoity as to the extent of the liability.

Additionally, AHI has recorded $214.1 million oftisated insurance recoveries as of December 311, gflated to its asbestos liability. Of
the total recorded asset at December 31, 2001ozipmately $49.0 million represents partial settletrfer previous claims that will be paid
a fixed and determinable flow and is reportedsahét present value discounted at 6.50%. Approxin&82 million of the $214.1 million
asset is determined from agreed coverage in pladésaherefore directly related to the amounthef asbestos liability. The total amount
recorded reflects the belief in the availabilityim$urance in this amount, based upon prior sudogssurance recoveries, recent settlement
agreements that provide such coverage, the nonpiodecoveries by other companies and the opifiauiside counsel. Such insurance is
either available through settlement or probableecbvery through negotiation, litigation or res@uatof the ADR process. The estimate of
probable recoveries may be revised depending oddhelopments in the matters discussed above aasveVents that occur in AWI's
Chapter 11 Case.

U.S. Pension Credit - Due to the significantly duaded status of AHI's U.S. pension plan, AHI relaat a U.S. pension credit of $56.8
million, $63.9 million and $67.2 million in 2001020 and 1999, respectively. These amounts havedwesistently calculated and
determined based upon a number of assumptionse Bsssimptions are determined in accordance wittBF3tatement No. 87"Employers
Accounting for Pensions" ("FAS 87"). Each assumptiepresents management's best estimate of améidifisture experience. The
assumptions that have the most significant impaaeported results are the discount rate and tiaed long-term return on plan assets.

The discount rate is used in the measurement aktirement liabilities and the interest cost comgrt of net periodic pension cost. AHI's
actuary provides the modified duration of AHI'lities. Using this approach, management detersihe appropriate discount rate by
referencing the yield on high quality fixed incosecurities of a similar duration as well as thédyfer Moody's AA-rated corporate bonds.
As of December 31, 2001, AHI assumed a discourtab?.00%.
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The expected long-term return on plan assets reptgsa long-term view (approximately 5-10 yearshefestimated investment return
performance of the pension plan's assets thabwillsed to satisfy future retirement benefit paymerhis percentage is determined by
analyzing the composition and allocation of theets® the pension plan, the current performandeeapectation of future performance. A
also receives input from investment professionatsacademic sources for outside opinions on thea®d performance of the equity and
bond markets. As of December 31, 2001, AHI assuanedurn on plan assets of 8.75%.

Actual results that differ from these estimatescagtured as actuarial gains/losses and will bertirad into future earnings over the exper
remaining service period of active plan particigantaccordance with FAS 87. Changes in assumptionlsl have significant effects on
credits to be recognized in future years. As disedreviously, 2002 operating income will be neght affected by a $25.0 million lower
pension credit due to the combination of a lowscdunt rate and lower expected long-term returplan assets.

Impairments of Tangible and Intangible Assets - Aldtiodically reviews significant tangible and inggble assets, including goodwiill, for
impairment under the guidelines of FASB Statememt NP1 - "Accounting for the Impairment of Long-ed Assets and for Long-Lived
Assets to be Disposed Of". In accordance with $tiégement, AHI reviews its businesses for indicatdrimpairment such as operating losses
and/or negative cash flows. If an indication of aimment exists, AHI will estimate future undiscoethtcash flows for comparison to the
carrying value of the asset. If the cumulativereated undiscounted cash flows are less than tigimgvalue of the asset, AHI records an
impairment loss equal to the difference betweerfdhievalue and carrying value of the asset. Tloasdh flow estimates are based on
management's best estimates and rely on informatiaifable at the time of the analysis. Actual cslvs that do not materialize in the
manner that management estimates could lead tdisa future impairments, if the actual cash floare lower than originally estimated.

During 2001, AHI recorded an impairment charge &#dmillion in cost of sales within the TextilesdaBports Flooring. The impairment was
related to property, plant and equipment that pcediertain products for which AHI anticipates lowlemand in the future.

Sales-related Accruals - AHI provides direct custoaind end-user warranties for its products. Theseanties cover manufacturing defects
that would prevent the product from performingiielwith its intended and marketed use. Genertilly terms of these warranties range up to
25 years and provide for the repair or replacerétite defective product. AHI collects and analysesranty claims data with a focus on the
historic amount of claims, the products involvdd amount of time between the warranty claims heit tespective sales and the amount of
current sales.

AHI also maintains numerous customer relationsthips incorporate sales incentive programs, primalume rebates and promotions. The
rebates will vary by customer, but usually incldigeed incentives based on the level of custonpeirshases. Certain promotional allowances
are also tied to customer purchase volumes. AHthasts the amount of expected annual sales durmgdurse of the year and uses the
projected sales amount to estimate the cost dhttemtive programs.

The amount of actual experience related to theseials could differ significantly from the estimdtamounts. If this occurs, AHI will adjust
its accruals accordingly. AHI maintained salestedaaccruals of $63.0 million and $59.2 millioncdecember 31, 2001 and 2000,
respectively. AHI records the costs of these adsrasa reduction of gross sales.
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Contractual Obligations

As part of its normal operations, AHI enters intorrerous contractual obligations that require sppepdyments during the term of the vari
agreements. The following table includes amountpomg under contractual obligations existing aBetember 31, 2001. Only known
payments that are merely dependent on the pass$tigeeare included. Obligations from contractsttb@ntain minimum payment amounts
are shown at the minimum payment amount. Contthetsstill require performance to be rendered byl Aithe counter-party, or have
variable payment structures without minimum payragate excluded. Amounts are presented below hgsmdthe currently scheduled
payment terms. Actual future payments may diffenfithe amounts presented below due to changeyingud terms or events leading to
payments in addition to the minimum contractual ants.

(millions) 2002 2003 2004 2005 2006 Thereafter Total
Long-Term Debt/(1)/ $ 6.1 $12 $30 $11 $156 $294 $ 56.4
Capital Lease Obligations/(2)/ 1.3 1.4 2.5 1.5 0.9 0.8 8.4
Operating Lease Obligations/(2)/ 9.9 7.3 5.6 32 23 101 38.4
Unconditional Purchase Obligations/(3)/ 1.9 3.0 3.0 1.8 - - 9.7
Other Long-Term Obligations/(4)/ 5.6 2.9 1.8 -- -- -- 10.3
Total Contractual Obligations $24.8 $158 $159 $ 76 $188 $ 403 $ 123.2
/(1)/ Payments for long-term debt obligations exc lude debt subject to
compromise.
/(2)/ Capital and operating lease obligations inc lude the minimum lease
payments due under existing lease agreement s with noncancelable lease
terms in excess of one year. AWI has issued financial guarantees to
assure payment on behalf of AWI's subsidiar ies in the event of default
on various debt and lease obligations in th e table above. AHI and AWI
have not issued any guarantees on behalf of joint-venture or unrelated
businesses.
/(3)/ Unconditional purchase obligations include purchase contracts whereby
AHI must make guaranteed minimum payments o f a specified amount
regardless of how little material is actual ly purchased (“take or pay"
contracts). Included in this amount are pay ments due to Ardex, the
purchaser of Armstrong's former adhesive bu siness that was divested in
2000, under a supply agreement. See "Relate d Parties" section for
further discussion.
/(4)/ Other long-term obligations include payment s under employee service and
severance agreements as well as retainer pa yments to advisors within the

Chapter 11 Case.

As of December 31, 2001, Armstrong maintained agezgs with the lending institutions of severaltefdistributors. Under these
agreements, if a distributor were to default orbdsrowings and the lender foreclosed on the asfetdank could return a large part of any
Armstrong product still at the distributor (subjéetcertain quality and roll size minimums) foredund of original cost. At December 31,
2001, the maximum inventory amount that Armstroagld have been required to accept back was lessib@ million. No claim has been
made under any of these agreements and AHI doemtioipate any such claims in the future.

As part of its executive compensation plan, AHEoffcertain executives the ability to participate isplit-dollar insurance program where
AHI is responsible for remitting the premiums. Ad®ecember 31, 2001, AHI carried a cash surrendkrevasset of $4.6 million related to
this program. Should AHI discontinue making premipayments, the affected insured executives havagheto the entire policy cash
surrender value. AHI has no intention of discontiguhese payments at this time.

AHI utilizes other commercial commitments in orderensure that adequate funds are available to opegating requirements. Letters of
credit are issued to third party suppliers, insaeaand financial institutions and can only be drayan in the event of AHI's failure to pay its
obligations to the beneficiary. This table summesithe commitments AHI has available for use arsdougstanding. Standby letters of credit
are currently arranged through AWI's DIP FacilitfhndP Morgan Chase. Certain standby letters aficegranged with Wachovia prior to t
Filing have been renewed at their schedule expinadate.

Total Le ss
Other Commercial Amounts Tha nl 1-3 4-5 Overb5
Commitments Committed Ye ar Years Years Years
Standby Letter of Credit $45.5 $45 .5 - - -

In addition, AHI has lines of credit totaling $289illion, of which $22.6 million was used at Dedsen 31, 2001 and $217.0 million was
available to ensure funds are available to meetabipg requirements.
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Related Parties

Armstrong sold 65% of its ownership in its gasketducts subsidiary, (now known as Interface Sohsgjdnc. or "ISI") on June 30, 1999.
Armstrong still retains 35% ownership of this besia as of December 31, 2001. As part of the diuestiArmstrong agreed to continue to
purchase a portion of the felt products used imthaufacturing of resilient flooring from ISI fonanitial term of eight years. Currently,
Armstrong is required to purchase at least 75%sdEit requirements from ISI. The purchase prametifiese felt products was initially set
during the divestiture negotiations and were roygjuivalent to the prevailing market prices frothes suppliers at that time. The sale
agreement also stipulated quarterly felt price stijients that are based upon changing market gacése felt. Since July 1, 1999, the felt
price increases and decreases have been immakeriedtrong can purchase felt products from anosiplier if ISI's prices are more than
10% higher than another supplier's prices. Armgfrmontinues to monitor the relationship of ISI'ees to other suppliers. Armstrong and ISl
are required to cooperate in product reformulasiod new product development, but Armstrong is foeseek alternatives to felt products.
Additionally, Armstrong receives nominal monthlyypaents from ISI for some logistics and administratservices under an agreement that
expires in 2002. 1Sl has filed a proof of claimAmmstrong's Chapter 11 Case requesting paymemrfostrong's prepetition obligations. Tl
claim is treated as an unsecured creditor claim.

Armstrong sold its flooring adhesives business,,I®®@ subsidiary of a German company ("Ardex"YJaly 31, 2000. Under the terms of the
sale agreement and a related supply agreement trdmgsagreed to purchase some of its adhesivesAmi@x for an initial term of eight
years, subject to certain minimums for the firgefyears after the sale. Failure to meet the reduitinimum purchase levels would resul
Armstrong paying Ardex a penalty of between 12% 2B% of the purchase shortfall. Armstrong has metinimum purchase requireme
through 2001 and believes that it is likely tha thinimum purchase amount will be met in the futlitee agreement also calls for price
adjustments based upon changing market priceaformaterials, labor and energy costs. Ardex andsémaong are currently in negotiations
regarding the term and raw material pricing unterdupply agreement, environmental liabilities past-closing working capital
adjustments. Ardex has filed a proof of claim imtrong's Chapter 11 Case requesting payment fos#ong's prepetition obligations. Tl
claim is treated as an unsecured creditor claim.

Armstrong purchases some grid products from WAWESD%-owned joint venture with Worthington Indiestr The total amount of these
purchases was approximately $38 million, $41 millamd $42 million for the years ended Decembel80, 2000 and 1999, respectively.
Armstrong also provides certain selling and adntiaisve processing services to WAVE for which itee/es reimbursement. Additionally,
WAVE leases certain land and buildings from ArmsgoThe terms of these transactions are suchtibet ts no material profit recorded by
Armstrong when they occur.

Armstrong receives nominal monthly payments frormAcell, the purchaser of its former Insulation Ricid business, for some logistics and
administrative services under an agreement thatwtly expires in 2002.

As discussed in Item 13, AHI did not have any mateelated party transactions with any of its adesdirectors.
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Item 7A. Quantitative and Qualitative Disclosure Almbut Market Risk

Market Risk

Armstrong is exposed to market risk from changdsiieign currency exchange rates, interest ratdcammodity prices that could impact
results of operations and financial condition. Anmmsg uses financial instruments, including fixed aariable rate debt, as well as swap,
forward and option contracts to finance its opersiand to hedge interest rate, currency and cotityrexposures. Armstrong regularly
monitors developments in the capital markets arg @mters into currency and swap transactions estiablished counterparties having
investment-grade ratings. Exposure to individuairderparties is controlled, and thus Armstrong @ers the risk of counterparty default to
be negligible. Swap, forward and option contractsemtered into for periods consistent with undegyexposure and do not constitute
positions independent of those exposures. Armstusieg derivative financial instruments as risk ngangent tools and not for speculative
trading purposes. In addition, derivative finandamstruments are entered into with a diversifiedugr of major financial institutions in order
manage Armstrong's exposure to nonperformance a@mnigstruments.

Interest Rate Sensitivity

Due to AWI's Chapter 11 Filing, all affected debstbeen classified as liabilities subject to commpse. All such debt will be addressed in
Chapter 11 Case and during the pendency thereof,ddés not expect to pay any principal, interesttber payments in respect thereof. The
table below provides information about Armstrorgtsg-term debt obligations as of December 31, 2@0#l, December 31, 2000. The table
presents principal cash flows and related weigltestage interest rates by scheduled maturity détegghted-average variable rates are
based on implied forward rates in the yield curvtha reporting date. The information is presered.S. dollar equivalents, which is
Armstrong's reporting currency. The amounts belefiect only post-petition debt and debt of entitieat are not a part of the Chapter 11
Filing.

After
Scheduled maturity date 2 002 2003 2004 2005 2006 2007 Total
($ millions)
As of December 31, 2001
Long-term debt:
Fixed rate $ 6.1 $12 $30 $11 $156 $19.4 $46.4
Avg. interest rate 6 12% 5.26% 6.34% 7.50% 6.04% 5.37% 5.80%
Variable rate - - - - - $10.0 $10.0
Avg. interest rate - - - - -- 2.20% 2.20%
After
2 001 2002 2003 2004 2005 2006 Total
As of December 31, 2000
Long-term debt:
Fixed rate $1 6.5 $31 $32 $26 $1.0 $37.0 $63.4
Avg. interest rate 5 .48% 544% 6.98% 4.99% 7.63% 6.08% 5.92%
Variable rate $ 2.0 - - - - $10.0 $12.0
Avg. interest rate 7 .65% -- -- -- -- 5.30% 5.69%

Armstrong historically managed its ratio of fixaxftoating rate debt with the objective of achieye mix that management believed to be
appropriate. To manage this mix in a cost effeathamner, Armstrong, from time to time, entered interest rate swap agreements, in which
it agreed to exchange various combinations of fixed/or variable interest rates based on aguped-notional amounts. Because a signifi
portion of Armstrong's pre-Chapter 11 debt has lw@ssified as liabilities subject to compromiséd&oaddressed in the Chapter 11 Case,
Armstrong does not currently maintain any interat swap agreements.

Exchange Rate Sensitivity

Armstrong manufactures and sells its productsrinraber of countries throughout the world and, essalt, is exposed to movements in
foreign currency exchange rates. To a large exfemistrong's global manufacturing and sales progig@tural hedge of foreign currency
exchange rate movement, as foreign currency expayeseerally offset foreign currency revenues. At&eber 31, 2001, Armstrong's major
foreign currency exposures are to the Canadiamddlie Euro and the British pound.
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Armstrong has used foreign currency forward exckasantracts and purchased options to reduce itssexe to the risk that the eventual net
cash inflows and outflows, resulting from the safi@roduct to foreign customers and purchases fargign suppliers, will be adversely
affected by changes in exchange rates. These teevastruments are used for firmly committed orecasted transactions. These
transactions allow Armstrong to further reducepitsrall exposure to exchange rate movements, ffirecgains and losses on these contracts
offset losses and gains on the transactions beidgdd.

Armstrong also has used foreign currency forwarcharge contracts to hedge exposures created ts+cuoency inter-company loans.
The table below details Armstrong's outstandingenay instruments, all of which have scheduled mnitgtbefore December 31, 2002.

Notional Amount (millions): December 31, 200 1 December 31, 2000

Forward contracts $189.9 $36.1
Fair Value (millions):

Forward contracts $ 1.7 $1.7

Commodity Price Sensitivity

Armstrong purchases natural gas for use in the faature of ceiling tiles and other products, ashaslto heat many of its facilities. As a
result, Armstrong is exposed to movements in thgepf natural gas. Armstrong has a policy of miing natural gas cost volatility through
derivative instruments, including swap contractscpased call options, and zero-cash collars. able telow provides information about
Armstrong's natural gas contracts as of Decembg2@11 that are sensitive to changes in commoditep. Notional amounts are in millions
of Btu's (MMBtu) and price ranges. As of Decemb&y 2000, there were no outstanding natural gagacist

Maturing in:
On balance sheet commodity related derivatives 2002 2003 Tota
As of December 31, 2001
Zero-cash collars:
Contract amounts (MMBtu) 5,500,000 1,740,000 7,240, 000
Contract price range ($/MMBtu) $3.54-%$4.40 $2.89-%$4.23 $2.89- $4.40
Liabilities at fair value (millions) $4.8 $0.4 $5. 2
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

INDEX TO FINANCIAL STATEMENTS AND SCHEDULES

ARMSTRONG HOLDINGS, INC. AND SUBSIDIARIES

The following consolidated financial statementsfdes as part of this Annual Report on Form 10-K:
Consolidated Balance Sheets as of December 31, 2@@d 2000

Consolidated Statements of Earnings for the YeadeH December 31, 2001, 2000 and 1999
Consolidated Statements of Cash Flows for the YEaded December 31, 2001, 2000 and 1999
Consolidated Statements of Shareholders' EquitthiotYears Ended December 31, 2001, 2000 and 1999
Notes to Consolidated Financial Statements

Schedule Il - Valuation and Qualifying Reserves

ARMSTRONG WORLD INDUSTRIES, INC. AND SUBSIDIARIES

The following consolidated financial statementsfdes as part of this Annual Report on Form 10-K:
Consolidated Balance Sheets as of December 31, 2604 2000

Consolidated Statements of Earnings for the Yeadel December 31, 2001, 2000 and 1999
Consolidated Statements of Cash Flows for the Yeaded December 31, 2001, 2000 and 1999
Consolidated Statements of Shareholder's EquitthfoiYears Ended December 31, 2001, 2000 and 1999
Notes to Consolidated Financial Statements

Schedule Il - Valuation and Qualifying Reserves
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QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
ARMSTRONG HOLDINGS, INC.

(millions except for per share data) First Second Third Fourt h Total year
2001 Net sales $780.3 $813.9 $804.7 $ 736 5 $ 3,1354
Gross profit 197.6 219.7 198.9 157 4 773.6
Net earnings (loss) 20.3 32.1 41.2 () 8) 92.8
Per share of common stock:
Basic: Net earnings (loss) 0.50 0.79 1.02 (0.0 2) 2.29
Diluted: Net earnings (loss) 0.50 0.78 1.01 (0.0 2) 2.27
Dividends per share of common stock 0.00 0.00 0.00 0.0 0 0.00
Price range of common stock--high 5.69 4.05 3.74 3.8 0 5.69
Price range of common stock--low 2.06 3.20 2.20 2.3 4 2.06
2000 Net sales $800.3 $863.4 $864.1 $721. 6 $ 32494
Gross profit 2295 250.6 231.4 153. 1 864.6
Net earnings (loss) 30.7 7.5 74.3 (100. 3) 12.2
Per share of common stock:
Basic: Net earnings (loss) 0.77 0.19 1.84 (2.4 8) 0.30
Diluted: Net earnings (loss) 0.76 0.19 1.83 (2.4 8) 0.30
Dividends per share of common stock 0.48 0.48 0.48 0.0 0 1.44
Price range of common stock--high 36.81 20.50 17.38 12.1 9 36.81
Price range of common stock--low 16.06 15.30 11.81 0.7 5 0.75

Quarterly financial information for Armstrong isdadtical to the AHI information above except for 8800 earnings (loss) which is detailed
below. Per share information is not applicable WiAsince it does not have any publicly traded stock

(millions) First Second Third Fourt h Total year

2000 Net earnings $ 30.7 $71 $ 743 ($100. 3) $ 118

The difference between the net earnings of AHI Armdstrong in the second quarter of 2000 is prinyatilie to transactions that occurred
related to the formation of Armstrong Holdings,.Inc

Note: The net sales and gross profit amounts reg@tove are reported on a continuing operatiosis.bBhese amounts differ from thc
previously reported on Form 10-Q due to the repgrtf discontinued operations. Net sales are atpacted from the implementation of
EITF Issue Nos. 00-010, 00-014 and 00-022 (see Rot€he sum of the quarterly earnings per shat@ d@es not equal the total year
amounts due to changes in the average sharesralitgjaand, for diluted data, the exclusion of thédilutive effect in certain quarters.

Fourth Quarter 2001 Compared With Fourth Quarter 2000

Net sales of $736.5 million increased from sale$##1.6 million in the fourth quarter of 2000. Riesit Flooring and Cabinet sales increa
by 12.5% and 11.5%, respectively. Resilient Flogpsales in the Americas increased 18.2% due toawggl volumes and price mix, while
Europe experienced a slight increase of 1.4%. @alsimles increased due to favorable product mixvahdne growth. Textiles and Sports
Flooring decreased 13.8% due to the weak Europeatkeinand a decline in demand from the leisuretenatl industry. Building Products
decreased 6.2% due to a soft U.S. commercial mankedd Flooring increased 1.8% due to higher salése independent channel, while
sales to the home center market were flat.

Operating income from continuing operations of $hiBion in the fourth quarter of 2001 comparedatooperating loss from continuing
operations of $2.1 million in the fourth quarter26f00. This increase was due to increased saledemrdased SG&A expenses, offset by
increased net restructuring costs.

For the fourth quarter, the cost of goods sold #&8% of sales in 2001 compared to 78.8% in 200Q0D0, excluding a $5.4 million charge
to cost of goods sold for write-downs of productlore assets related to the reorganization effiidis were not categorized as restructuring
costs, the fourth quarter cost of goods sold was
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78.1%. These write-downs of production-line aspétsarily related to changes in production faaiitiand product offerings.

During the fourth quarter of 2001, a charge of $&illion was recorded to revise management's tsshate for the accrual of workers
compensation claims. Additionally, the fourth gearf 2001 includes $2.8 million of income from ttewersal of previously-accrued
potential preference claims that have been respb®dell as $2.8 million of environmental and ding demolition expenses at one
manufacturing facility.

Operating income in the fourth quarter of 2000udeld a $4.2 million gain from the divestiture afanponent of the Textiles and Sports
Flooring segment.

The fourth quarter of 2001 included $6.3 millionGhapter 11 reorganization costs, net compared®3.8 million in the fourth quarter of
2000. See Item 1 for further details.

Other income, net in 2001 included a $3.5 milli@ingirom the demutualization of an insurance comy@mnudential Insurance Co.) with
whom Armstrong has company-owned life insurancéjgd.

When compared to the fourth quarter of 2000, tkéemefit rate for the fourth quarter 2001 increbsem 31.1% to 85.7% due primarily to
the impact of lower operating losses on permanif@rences between book and tax. Other items adomyfor the remaining increase in the
tax benefit rate included improved foreign tax dretilization and lower foreign taxes. The 200% paovision reflects the reversal of certain
state tax and other accruals no longer requiredalttee completion of state tax audits and/or etjwn of statutes of limitation partially offs
by certain nondeductible expenses.

A net loss of $0.8 million, or $0.02 per sharethia fourth quarter of 2001 compared to a net |6€160.3 million, or $2.48 per share, in the
fourth quarter of 2000.
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Armstrong Holdings, Inc., and Subsidiaries Consakd Statements of Earnings

(in millions, except per share amounts)

Years Ended December 31
2001 2000 1999

Net sales $ 3,135.4 $3,249.4 $3,322.9
Cost of goods sold 2,361.8 2,384.8 2,290.5
Gross profit 773.6 864.6 1,032.4
Selling, general and administrative expenses 596.2 597.2 607.8
Charge for asbestos liability, net 22.0 236.0 3354
Restructuring and reorganization charges (reversals ), net 9.0 188 (1.4)
Goodwill amortization 22.8 239 255
Equity (earnings) from affiliates, net (16.5) (18.0) (16.8)
Operating income 140.1 6.7 819
Interest expense (unrecorded contractual interest o f $86.0, $6.0 and $0.0) 13.1 1029 105.2
Other (income), net (1.2) (76.7) (6.6)
Income (loss) from continuing operations before Cha pter 11 reorganization costs

and income tax expense (benefit) 128.2  (19.5) (16.7)
Chapter 11 reorganization costs, net 125 103.3 -
Earnings (loss) from continuing operations before i ncome tax expense (benefit) 115.7 (122.8) (16.7)
Income tax expense (benefit) 425 (37.7) (0.5)
Earnings (loss) from continuing operations $ 732 $ (85.1) $ (16.2)
Income from discontinued operations, net of tax of $0.0, $3.9 and $15.4, respectively - 6.3 305
Gain (loss) on sale of discontinued operations, net of tax of $0.0 and $39.2, respectively (1.1) 1148 -
Net loss on expected disposal of discontinued opera tions, net of tax of $0.0 and $10.7, respectively (3.3) (23.8) -
Net reversal of loss on discontinued operations no longer to be disposed, net of tax of $10.7 24.0 - -
Earnings from discontinued operations 19.6 97.3 305
Net earnings $ 928 $ 122 $ 143

Earnings (loss) per share of common stock, continui
Basic
Diluted

Earnings per share of common stock, discontinued op
Basic
Diluted

Net earnings per share of common stock:
Basic
Diluted

Average number of common shares outstanding:
Basic
Diluted

ng operations:

erations:

See accompanying notes to consolidated finan@#tisients beginning on page 48.
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1.81
1.79

0.48
0.48

2.29
2.27

40.5
40.8

$ (2.12) $ (0.41)
$ (2.12) $ (0.41)

$ 242 $ 0.76
$ 242 $ 0.76

$ 0.30 $ 0.36
$ 0.30 $ 0.36

40.2  39.9
40.5 40.2



Armstrong Holdings, Inc., and Subsidiaries Consikd Balance Sheets

(amounts in millions, except share and per sha@uats)

As of December 31,
Assets 2001 2 000
Current assets:
Cash and cash equivalents $ 2774 % 159.1
Accounts and notes receivable, net 316.5 369.0
Inventories, net 443.1 399.9
Deferred income taxes 115 10.0
Other current assets 65.8 84.0
Total current assets 1,114.3 1, 022.0
Property, plant and equipment, less accumulated dep reciation and
amortization of $1,143.3 and $1,091.0, respect ively 1,283.7 1, 321.0
Insurance receivable for asbestos-related liabiliti es, noncurrent 192.1 236.1
Prepaid pension costs 391.1 337.4
Investment in affiliates 39.6 37.3
Goodwill, net 822.8 846.0
Other intangibles, net 89.0 92.7
Deferred income tax assets, noncurrent - 6.8
Other noncurrent assets 101.8 105.9
Total assets $4,034.4  $4, 005.2
Liabilities and Shareholders' Equity
Current liabilities:
Short-term debt $ 18.9 $ 35.9
Current installments of long-term debt 6.1 18.5
Accounts payable and accrued expenses 298.6 292.0
Income taxes 40.8 30.7
Accrued loss on expected disposal of discontin ued operations - 345
Total current liabilities 364.4 411.6
Liabilities subject to compromise 2,357.6 2, 385.2
Long-term debt, less current installments 50.3 56.9
Postretirement and postemployment benefit liabiliti es 242.7 244.8
Pension benefit liabilities 147.2 156.8
Other long-term liabilities 84.6 77.9
Deferred income taxes 18.4 -
Minority interest in subsidiaries 8.8 6.9
Total noncurrent liabilities 2,909.6 2, 928.5
Shareholders' equity:
Common stock, $1 par value per share
Authorized 200 million shares; issued 51,878 ,910 shares 51.9 51.9
Capital in excess of par value 166.8 162.2
Reduction for ESOP loan guarantee (142.2) ( 142.2)
Retained earnings 1,244.3 1, 151.5
Accumulated other comprehensive loss (47.1) (45.2)
Less common stock in treasury, at cost
2001 - 11,176,617 shares; 2000 - 11,034,325 shares (513.3 ( 513.1)
Total shareholders' equity 760.4 665.1
Total liabilities and shareholders' equit y $4,034.4  $4, 005.2

See accompanying notes to consolidated finana#tsients beginning on page 48.
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Common stock, $1 par value:

Balance at beginning and end of year

Capital in excess of par value:

Balance at beginning of year
Stock issuances and other
Contribution of treasury stock to ESOP

Balance at end of year

Reduction for ESOP loan guarantee:

Balance at beginning of year

Principal paid

Loans to ESOP

Interest on loans to ESOP
Contribution of treasury stock to ESOP
Impairment of 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 ESOP c

Total
Less common stock dividends (per share
$0.00 in 2001; $1.44 in 2000; $1.92 in 1999)

Balance at end of year

Accumulated other comprehensive income (loss):

Balance at beginning of year
Foreign currency translation adjustments
Derivative loss, net
Impairment loss on available for sale securities
Unrealized loss on available for sale securities
Minimum pension liability adjustments

Total other comprehensive income (loss)

Balance at end of year

Comprehensive income (loss)

Balance at beginning of year

Stock purchases

Stock issuance activity, net
Contribution of treasury stock to ESOP

Balance at end of year

Total shareholders' equity

2001

$1,151.5

Armstrong Holdings, Inc., and Subsidiaries Consukd Statements of Shareholders' Equity

(amounts in millions, except per share amounts)

2000

$(190.3)
13.2

(7.3)
(1.1)
(4.1)
433

4.1

$1,196.2

928 $ 928 12.2

ommon shares
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1.2

$ (16.5)
(17.2)

2.0)
(9.5)

$ 538.5
16
(17.6)

(9.4)

See accompanying notes to consolidated finana#tisients beginning on page 48.

$(199.1)
233
(12.8)
(1.3)
(5.8)

5.4

$1,257.0
$ 122 143 $ 143
18

$ (25.4)
(3.4)

$ (16.5) $ 232




Armstrong Holdings, Inc., and Subsidiaries Consuikd Statements of Cash Flows

(amounts in millions)

Cash flows from operating activities:
Net earnings

Adjustments to reconcile net earnings to net c ash
provided by operating activities:
Depreciation and amortization, continuing op erations

Depreciation and amortization, discontinued
Loss (gain) on sale of businesses, net
Reversal of loss on expected disposal of dis
Deferred income taxes

Equity (earnings) from affiliates, net
Chapter 11 reorganization costs, net
Chapter 11 reorganization costs payments

operations

continued business

Restructuring and reorganization charges (re versals)
Restructuring and reorganization payments
Recoveries (payments) for asbestos-related c laims, net

Charge for asbestos liability, net
Impairment of long-lived assets
Decrease in net assets of discontinued opera tions
Changes in operating assets and liabilities net of effects of

reorganizations, restructuring, acquisitions a nd dispositions
(Increase)/decrease in receivables
(Increase)/decrease in inventories
(Increase)/decrease in other current assets
(Increase) in other noncurrent assets
Increase/(decrease) in accounts payable and
Increase/(decrease) in income taxes payable
Increase/(decrease) in other long-term liabi lities
Other, net

accrued expenses

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property, plant and equipment, co
Purchases of property, plant and equipment, di
Investment in computer software
Acquisitions, net of cash acquired
Distributions from equity affiliates
Proceeds from the sale of businesses
Proceeds from the sale of assets

ntinuing operations

Net cash (used for) provided by investing activitie S

Cash flows from financing activities:
Increase/(decrease) in short-term debt, net
Issuance of long-term debt
Payments of long-term debt
Cash dividends paid
Purchase of common stock for the treasury, net
Proceeds from exercised stock options
Other, net

Net cash used for financing activities

Effect of exchange rate changes on cash and cash eq uivalents

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

scontinued operations

Years Ended

2001 20
$ 928 $
1568 1
09 a
(31.4)
237
(16.5)  (
125 1
(15.0)
9.0
(14.1)
322 @
220 2
8.4
45.3
(50.2)
239
(60.4)  (
10.6
10.1
37
7.8
Tom21
(112.9)
(14.9) (_
(5.6)
13.5
-3
6.0
(139 1
(15.8)
(17-.6) (
- (
(0.3)
(4?2)
@19 (
(2.0)
$ 1183 $1
159.1

$ 2774 $1

See accompanying notes to consolidated finana#tsients beginning on page 48.
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December 31,

00 1999
122 $ 143
64.4  158.4
41 10.8
83.9)  (1.0)
35.7)  (38.3)
18.0)  (16.8)
03.3 -
(2.6) -
18.8 (1.4)
(79)  (16.9)
99.2) (114.4)
360 3354
- 0.6
372 (23.)
13.8 (9.9)
12.6) 301
416)  (52.6)
76.6)  86.0
259  (12.2)
27.0) 151
172 (16.6)
278 3475

47.1)  (175.0)

(3.0)  (8.6)
12.0) (11.6)
(6.5) (3.8)
12,7 408
29.9 88.3
5.3 7.9
793  (62.0)
16.0  (69.7)
3.4 200.0
36.3) (332.4)
58.1)  (76.9)
(16) (1.3
0.1 1.2
5.6 (2.8)

70.9) (281.9)

@37 (29
325 $ 07
26.6 259

59.1 $ 26.6



Armstrong Holdings Inc. and Subsidiaries Notes tm&blidated Financial Statements

NOTE 1. BUSINESS AND CHAPTER 11 REORGANIZATION

Armstrong World Industries, Inc. ("AWI") is a Peryhgania corporation incorporated in 1891, whichdtiger with its subsidiaries is referred
to here as "Armstrong". Through its U.S. operatiand U.S. and international subsidiaries, Armstrédesjgns, manufactures and sells
flooring products (resilient, wood, carpeting apass flooring) as well as ceiling systems, arothrelworld. Armstrong products are sold
primarily for use in the finishing, refurbishinganrepair of residential, commercial and institutibbuildings. Armstrong also designs,
manufactures and sells kitchen and bathroom cabinet

Armstrong Holdings, Inc. (which together with itsbsidiaries is referred to here as "AHI") is thdlly held parent holding company of
Armstrong. Armstrong Holdings, Inc. became the pacempany of Armstrong on May 1, 2000, followingVAshareholder approval of a
plan of exchange under which each share of AWl awematically exchanged for one share of Armstidotglings, Inc. Armstrong
Holdings, Inc. was formed for purposes of the skeehange and holds no other significant assetp@rations apart from AWI and AWI's
subsidiaries. Stock certificates that formerly esgnted shares of AWI were automatically convartixcertificates representing the same
number of shares of Armstrong Holdings, Inc. Thbljgly held debt of AWI was not affected in therigaction.

Proceedings under Chapter 11

On December 6, 2000, AWI, the major operating siliasy of AHI, filed a voluntary petition for religfthe Filing") under Chapter 11 of the
U.S. Bankruptcy Code ("the Bankruptcy Code") in tthated States Bankruptcy Court for the DistricDelaware (the "Court") in order to
use the court-supervised reorganization proceashi@ve a resolution of its asbestos liability.cM8ing under Chapter 11 were two of
Armstrong's wholly-owned subsidiaries, Nitram Lidaiors, Inc. ("Nitram") and Desseaux CorporatioMNofth America, Inc. ("Desseaux,"
and together with AWI and Nitram, the "Debtors"helChapter 11 cases are being jointly administenelér case numbers 00-4469,8D0¢0,
and 00-4471 (the "Chapter 11 Case").

AWI is operating its business and managing its pri@s as a debtor-in-possession subject to thagioas of the Bankruptcy Code. Pursuant
to the provisions of the Bankruptcy Code, AWI i permitted to pay any claims or obligations whigbse prior to the Filing date
(prepetition claims) unless specifically authorizgdthe Court. Similarly, claimants may not enfoars claims against AWI that arose prior
to the date of the Filing unless specifically auihed by the Court. In addition, as a debtor-ingassion, AWI has the right, subject to the
Court's approval, to assume or reject any execwomyracts and unexpired leases in existence atateeof the Filing. Parties having claims
as a result of any such rejection may file clainithwhe Court, which will be dealt with as parttbé Chapter 11 Case.

Three creditors' committees, one representing &sbpsrsonal injury claimants, one representing@stsis property damage claimants, anc
other representing other unsecured creditors, haga appointed in the Chapter 11 Case. In accoedaitle the provisions of the Bankruptcy
Code, they have the right to be heard on mattetschme before the Court in the Chapter 11 Case.

During the fourth quarter of 2001, U.S. Third CitdDourt of Appeals assigned U.S. District Judgée®l M. Wolin of New Jersey to preside
over the Chapter 11 Case in the District of Delaawvdudge Wolin also presides over four other agbasiated Chapter 11 cases pending in
the District of Delaware. Judge Wolin retained &stelating to asbestos personal injury claimsrafetred other asbestos-related issues and
bankruptcy-related matters to U.S. Bankruptcy JuRlgedall J. Newsome.

AWI intends to address all prepetition claims, utlthg all asbestos-related claims, in a plan ofgawnization in its Chapter 11 Case. At this
time, it is impossible to predict how such a plat treat such claims and how a plan will impact thalue of shares of common stock of AHI.
Under the provisions of the Bankruptcy Code, haddrequity interests may not participate undelaa pf reorganization unless the claim:
creditors are satisfied in full or unless creditacsept a reorganization plan which permits holdéexjuity interests to participate. The
formulation and implementation of a plan of reorigation in the Chapter 11 Case could take a sicgniti period of time. Currently, AWI has
the exclusive right to file a plan of reorganizatimntil October 4, 2002, and this date may be &rrt#xtended by the Court.

AWI believes that progress is being made in theotiations with the asbestos personal injury claite@amd the unsecured creditors
committees with respect to reaching resolutiorhefirincipal elements of a reorganization plan. Evay, it is not possible to predict whether
these negotiations will be successful. Therefdre timing of resolution of the Chapter 11 Case iemhighly uncertain.
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Bar Date for Filing Claims

The Court established August 31, 2001 as the karfdeall claims against AWI except for certairesjfied claims. A bar date is the date by
which claims against AWI must be filed if the claims wish to participate in any distribution frone tChapter 11 Case. The Court extended
the bar date for claims from the U.S. Internal RenxeService until March 29, 2002 and for claimsrfreeveral environmental agencies until
the second quarter of 2002. In March 2002, the Qoled that the time to file claims related to estos property damage would not be fur
extended, but allowed certain alleged holders bési®s property damage claims to file a class pbokaim against AWI. Upon such filing,
the Court will later determine whether the proposkeds should be certified. A bar date for asbestizged personal injury claims has not
been set.

Approximately 4,400 proofs of claim totaling appimately $6.0 billion alleging a right to paymendrfin AWI were filed with the Court in
response to the August 31, 2001 bar date, whickiaceissed below. AWI continues to investigatenstato determine their validity. The
Court will ultimately determine liability amountkat will be allowed as part of the Chapter 11 pssce

In its ongoing review of the filed claims, AWI asrdy identified and successfully objected to apprately 900 claims totaling $1.4 billion.
These claims were, primarily, duplicate filings,emdments to previously filed claims or claims tha not related to AWI. The Court
disallowed these claims with prejudice in Janudi92

In addition to the objected claims described abapgroximately 1,000 proofs of claim totaling appneately $1.9 billion were filed with the
Court that are associated with asbestos-relatesbpal injury litigation, including direct persoriajury claims, claims by co-defendants for
contribution and indemnification, and claims reigtto AWI's participation in the Center for ClaifResolution ("the Center"). As stated
above, the bar date of August 31, 2001 did notyafpasbestos-related personal injury claims. AWl address all asbestos-related claims in
the future within the Chapter 11 process. See éurdiscussion regarding AWI's liability for asbestelated matters in Note 28.

Approximately 500 proofs of claim totaling approxtaly $0.8 billion alleging asbestos-related propdamage were filed with the Court.
Most of these claims are new to AWI and many welarstted with insufficient documentation to assssr validity. AWI has petitioned tt
Court to disallow approximately 50 claims totaliagproximately $0.5 billion. AWI expects to continuigorously defending any asserted
asbestoselated property damage claims in the Court. AWielves that it has a significant amount of existimgurance coverage available
asbestos-related property damage liability, withdmount ultimately available dependent upon, anuther things, the profile of the claims
that may be allowed by the Court. AWI's historypodperty damage litigation prior to the Chapteffilidg is described in Note 28.

Approximately 2,000 claims totaling approximatell.$ billion alleging a right to payment for finangi, environmental, trade debt and other
claims were filed with the Court. AWI has identdfiapproximately 200 of these claims totaling apprately $20 million that it believes
should be disallowed by the Court. For these categof claims, AWI has previously recorded appneediely $1.6 billion in liabilities. AWI
continues to investigate the claims to determirdr talidity.

AWI continues to evaluate claims. AWI has recortiablility amounts for those claims that can be ogably estimated and for which it
believes are probable of being allowed by the Cdtrthis time, it is impossible to reasonably estte the value of all the claims that will
ultimately be allowed by the Court. However, itikely the value of the claims ultimately allowey the Court will be in excess of amounts
presently recorded by AWI and will be material té&/As financial position and the results of its a@ams. However, AWI is not able to
determine a range of possible liability with angsenable degree of accuracy, due to the uncedsiafithe Chapter 11 process, the in-
progress state of AWI's investigation of submittéaims and the lack of documentation submittecuipp®rt of many claims.

Financing

As of December 31, 2001, AWI had no outstanding #éebrowings under its $200 million debtor-in-possien credit facility (the "DIP
Facility") and AWI had $193.8 million of cash anast equivalents, excluding cash held by its nortetedubsidiaries. As of December 31,
2001, AWI had approximately $8.4 million in lettekcredit which were issued pursuant to the DIBilfg. Borrowings are limited to an
adjusted amount of receivables, inventories andEPRPWVI believes that the DIP Facility, togetherhwitash generated from operations, will
be more than adequate to address its liquidity ;ie@drrowings under the DIP Facility, if any, artaligations to reimburse draws upon the
letters of credit constitute superpriority admirasive expense claims in the Chapter 11 Case. TReFAcility is scheduled to expire on
December 6, 2002.
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Accounting Impact

AICPA Statement of Position 90-7, "Financial Repartby Entities in Reorganization under the BankeypCode" ("SOP 90-7") provides
financial reporting guidance for entities that e¥erganizing under the Bankruptcy Code. This guidas implemented in the accompanying
consolidated financial statements.

Pursuant to SOP 90-7, AWI is required to segrepgedpetition liabilities that are subject to compisenand report them separately on the
balance sheet. See Note 4 for detail of the litdslisubject to compromise at December 31, 200128A0. Liabilities that may be affected by
a plan of reorganization are recorded at the erpesmmount of the allowed claims, even if they mayséttled for lesser amounts.
Substantially all of AWI's prepetition debt, nowdefault, is recorded at face value and is classifvithin liabilities subject to compromise.
Obligations of Armstrong subsidiaries not covergdhe Filing remain classified on the consolidatethnce sheet based upon maturity date.
AWI's estimated liability for personal injury asbes claims is also recorded in liabilities subjectompromise. See Note 28 for further
discussion of AWI's asbestos liability.

Additional prepetition claims (liabilities subjettt compromise) may arise due to the rejection etatory contracts or unexpired leases, or as
a result of the allowance of contingent or disputiiins.

SOP 90-7 also requires separate reporting of @dimees, expenses, realized gains and losses, avidipn for losses related to the Filing as
Chapter 11 reorganization costs, net. AccordingWy/| recorded the following Chapter 11 reorganizataxtivities in the fourth quarter and
full year of 2001:

Three Months Ended Year Ended
(millions) December 31, 2001 December 31, 2 001
Professional fees $ 73 $ 245
Interest income, post petition (1.2) (5.1)
Reductions to prepetition liabilities - (2.0)
Termination of prepetition lease obligation - (5.9)
Other (income) expense directly related to bankrupt cy, net 0.1 1.0
Total Chapter 11 reorganization costs, net $ 6.3 $ 125

Professional fees represent legal and financiakady fees and expenses directly related to thad-il
Interest income in the above table is from shamtmvestments of cash earned by AWI subsequethietd-iling.

Reductions to prepetition liabilities represent difeerence between the prepetition invoiced amaunt the actual cash payment made to
certain vendors due to negotiated settlements.eTpagments of prepetition obligations were madesuymmt to authority granted by the Court.

Termination of prepetition lease obligation repreésehe reversal of an accrual for future leasermays for office space in the U.S. that AWI
will not pay due to the rejection of the lease cacitin the Chapter 11 Case. This amount was puslyiaccrued in the third quarter of 2000
as part of a restructuring charge when the dectsioacate the premises was made.

As a result of the Filing, realization of assetd &guidation of liabilities are subject to uncenty. While operating as a debtor-in-possession,
AWI may sell or otherwise dispose of assets anddigte or settle liabilities for amounts other tlhose reflected in the consolidated finar
statements. Further, a plan of reorganization cmaterially change the amounts and classificatiepsrted in the consolidated financial
statements.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates. These financial statements @gaped in accordance with generally accepted atioguprinciples and include
management estimates and judgments, where apgmpvianagement utilizes estimates to record mamystincluding asbestos-related
liabilities and insurance asset recoveries andvesdor bad debts, inventory obsolescence, warrardrkers compensation, general liability
and environmental claims. Management determinearti@unt of necessary reserves based upon all knelevant information. Management
also confers with outside parties, including owtsidunsel, where appropriate. Actual results migrdrom these estimates.
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Consolidation Policy. The consolidated financialtsinents and accompanying data in this reportdectbhe accounts of AHI and its majority-
owned subsidiaries. All significant intercompargrsactions have been eliminated from the conseliditancial statements. Certain prior
year amounts have been reclassified to conformeatirrent year presentatic

Revenue Recognition. Substantially all of AHI renerirom the sale of products and the related adsaeseivable is recorded as title
transfers, generally on the date of shipment. Avigion is made for the estimated cost of rebatelspromotional programs that includes sc
estimates of applicable sales. Provisions for edtohdiscounts and bad debt losses are based aedye of specific customers and a
review of outstanding accounts receivable balances.

Earnings (loss) per Common Share. Basic earnings)(per share are computed by dividing the easr(ilogs) by the weighted average
number of shares of common stock outstanding duhagear. Diluted earnings (loss) per common steftect the potential dilution of
securities that could share in earnings

(loss). The diluted earnings (loss) per share cdatjmns for some periods use the basic numberafshdue to the loss from continuing
operations.

Segments. AHI accounts for operating business segnbased upon products and services providedciordance with SFAS 131,
"Disclosures about Segments of an Enterprise atatdtelnformation." See Note 3 for segment desiomiystand required disclosure.

Advertising Costs. AHI recognizes advertising exgeEnas they are incurred.

Shipping and Handling Costs. Starting with the fowuarter of 2000, AHI applied the provisions &TE Issue No. 00-010, "Accounting for
Shipping and Handling Fees and Costs". ConsequentB000 shipping and handling costs of approxatya$141.8 million and $136.6

million in 2000 and 1999, respectively, have bemsiassified from net sales to cost of goods seidr@asing both). This change had no effect
on gross margins or retained earnings as of argy dat

Sales Incentives. In accordance with EITF Issue@®e014, "Accounting for Certain Sales Incentives"2000 AHI reclassified certain sales
incentives from Selling, General and AdministratfV®G&A") expense to net sales (reducing both) by83million and $1.2 million in 2000
and 1999, respectively. In accordance with EITRésNo. 00-022, "Accounting for "Points' and Cert@ther Time-Based or Volume-Based
Sales Incentive Offers, and Offers for Free ProsloctServices to Be Delivered in the Future," i@ P@HI reclassified certain sales volume
incentives from SG&A expense to net sales (redubwty) by $30.0 million and $30.6 million in 2000ca1999, respectively.

Pension and Postretirement Benefits. AHI has plaaisprovide for pension, medical and life insuebenefits to certain eligible employees
when they retire from active service. Generally,I&Hbractice is to fund the actuarially determimeidrent service costs and the amounts
necessary to amortize prior service obligationg gegiods ranging up to 30 years, but not in excésise 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 taxeliefor dividends paid on unallocated sharestofls held by the ESOP was recognized in
shareholders' equity.

Gains and Losses on Divestitures. AHI generallprés the gain or loss on divested businesses ar atbome. Cash and Cash Equivalents.
Short-term investments that have maturities ofeéhmenths or less when purchased are considerezldadh equivalents.

Inventories. Inventories are valued at the lowerast or market. Inventories also include certagilient flooring samples used in ongoing
sales and marketing activities.

Long-Lived Assets. Property, plant and equipmefiesare stated at acquisition cost less accunautitpreciation and amortization.
Depreciation charges for financial reporting pugmare determined on the straight-line basis as r@lculated to provide for the retirement
of assets at the end of their useful lives, geheeaal follows: buildings, 20 to 40 years; machinand equipment, 3 to 20 years. Impairment
losses are recorded when indicators of impairmenpeesent and the undiscounted cash flows estihtatiee generated by those assets are
less than the assets' carrying amount. For purpiisesgculating any impairment, fair values areetletined using a net discounted cash flows
approach. When assets are disposed of or retireil,dosts and related depreciation are removed

51



from the financial statements and any resultinggar losses normally are reflected in "Sellingyeyal and administrative expenses."

Costs of the construction of certain long-livededssnclude capitalized interest which is amortipedr the estimated useful life of the related
asset. There was no capitalized interest record@601 due to the Chapter 11 Filing. Capitalizedrigst was $0.4 million in 2000 and $4.3
million in 1999.

Goodwill and Other Intangibles. Goodwill and otirangibles are amortized on a straight-line baser periods from 3 to 40 years. On a
periodic basis, AHI estimates the future undiscedriash flows of the businesses to which goodelifites in order to ensure that the carr
value of goodwill and other intangibles has notrbeepaired.

In July 2001, the Financial Accounting Standardaifiq"FASB") issued Statement No. 141, "Businessifinations,” and Statement No.
142, "Goodwill and Other Intangible Assets." Stagatl41 requires that the purchase method of atioguine used for all business
combinations initiated after June 30, 2001. Statérhdl also specifies criteria that intangible &saequired in a purchase method business
combination must meet to be recognized and repaped: from goodwill. Statement 142 will requiratiyoodwill and intangible assets with
indefinite useful lives no longer be amortized, imstead be tested for impairment at least annuktipairment losses, if any, will be
measured as of January 1, 2002 and recognizee a&sithulative effect of a change in accounting fpilecin 2002. Statement 142 will also
require that intangible assets with determinabéfuldives be amortized over their respective eatad useful lives to their estimated residual
values and reviewed for impairment in accordandh ®tatement No. 121, "Accounting for the Impairtnain_ong-Lived Assets and for
Long-Lived Assets to Be Disposed Of." The adoptdRAS 141 in the third quarter of 2001 had no iotgan AHI's financial statements.
AHl is required to adopt the provisions of Statetfef? effective January 1, 2002. AHI will be reauirto test goodwill for impairment in
accordance with the provisions of Statement 142raadrd any impairment charges to any affectedtsbsethe end of 2002.

As of January 1, 2002, AHI has unamortized goodefils822.8 million and unamortized identifiableangible assets in the amount of $89.0
million, all of which will be subject to the tranisin provisions of Statement 142. Amortization exgerelated to goodwill was $22.8, $23.9
and $25.5 million for the years ended Decembe®8@]1, 2000 and 1999, respectively. Armstrong isenily in the process of analyzing the
impact of Statement 142. The Wood Flooring segrhast$717.2 million of unamortized goodwill on ialiis as of December 31, 2001.
Based on preliminary assessments of the impaaafting Statement 142, AHI believes that a sigaificportion of this goodwill will be
considered impaired under the new accounting stdnéadl has not yet determined the amount of angairment, but expects to complete
analysis, including valuations of tangibles anaigfible assets, in the first half of 2002. Dueht® tcomplexity, timing and scale of the
process, AHI is currently unable to precisely deiee the amount of the goodwill impairment chargedxpects the impairment charge in
2002 to be in excess of $300 million.

Foreign Currency Transactions. Assets and liagditof AHI's subsidiaries operating outside the &thibtates, which account in a functional
currency other than US dollars, are translatedgudie year end exchange rate. Revenues and exmedeanslated at the average exchange
rates effective during the year. Foreign curremagpglation gains or losses are included as a coemari accumulated other comprehensive
income (loss) within shareholders' equity. Gainkeses on foreign currency transactions are rézedrnhrough the statement of earnings.

Financial Instruments and Derivatives. AHI useswdgives and other financial instruments to divigrsir offset the effect of currency, inter
rate and commodity price variability. See Note ai7ftirther discussion.

Fiscal Periods. The fiscal years of the Wood Flupand Cabinets segments end on the Saturday ttod@ecember 31, which was
December 29, 2001, December 30, 2000, and Janu2802. No events occurred between these dateBareimber 31 materially affecting
AHI's financial position or results of operations.
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NOTE 3. NATURE OF OPERATIONS
Industry Segments

Textiles
&
For the year ended 2001 Resilient Building Wood Sports Al Unallocated
Flooring Products Flooring Cabinets Flooring Other Corporate Total
(millions)
Net sales to external customers  $1,162.3 $830.7 $654.3 $2252 $262.9 - - $3,135.4
Equity (earnings) from affiliates (0.1) (16.1) - - - $(.3 ) - (16.5)
Segment operating income (loss) 70.8 92.4 0.9 152 (0.7) 0.3 $ (38.8) 140.1
Restructuring and reorganization
charges, net of reversals 0.2 1.1 4.1 1.1 1.2 - 1.3 9.0
Segment assets 867.6 527.0 1,260.6 108.0 1629 16.3 1,092.0 4,034.4
Depreciation and amortization 57.3 33.0 36.0 2.3 4.7 - 235 156.8
Investment in affiliates 0.9 224 - - - 163 - 39.6
Capital additions 43.9 32.2 22.7 21 8.6 - 18.3 127.8
Textiles
&
For the year ended 2000 Resilient Building Wood Sports  All Unallocated
Flooring Products Flooring Cabinets Flooring Other Corporate Total
(millions)
Net sales to external customers ~ $1,236.3 $833.3 $684.6 $218.2 $277.0 - - $3,2494
Intersegment sales 4.2 - - - - - - 4.2
Equity (earnings) from affiliates - (17.9) - - - $(0.1 ) - (18.0)
Segment operating income (loss) 80.4 113.9 57.8 16.5 52 01 $(267.2) 6.7
Restructuring and reorganization
charges, net of reversals 7.9 0.2 1.3 0.4 0.8 - 8.2 18.8
Segment assets 897.6 568.5 1,255.1 103.5 200.3 16.3 963.9 4,005.2
Depreciation and amortization 70.1 32.8 34.7 2.3 3.5 - 21.0 164.4
Investment in affiliates 11 19.9 - - - 16.3 - 37.3
Capital additions 52.0 43.6 325 6.2 11.1 - 13.7 159.1
Textiles
&
For the year ended 1999 Resilient Building Wood Sports Al Unallocated
Flooring Products Flooring Cabinets Flooring Other Corporate Total
(millions)
Net sales to external customers $1,329.8 $791.8 $629.3 $207.2 $313.3 $515 - $3,322.9
Intersegment sales 2.7 - - - - 207 - 23.4
Equity (earnings) from affiliates 0.1 (16.1) - - - (08 ) - (16.8)
Segment operating income (loss) 211.2 120.0 62.8 222 117 6.0 $ (352.0) 81.9
Restructuring and reorganization
reversals (1.1) (0.3) - - - - - 1.4)
Segment assets 1,071.4 535.1 1,206.3 101.7 211.2 16.0 939.9 4,081.6
Depreciation and amortization 71.2 34.1 33.9 2.2 35 2.8 10.7 158.4
Investment in affiliates 3.3 14.9 - - - 16.0 - 34.2
Capital additions 71.9 45.5 34.8 6.7 8.5 2.7 16.5 186.6

Due to certain management and organizational clsathgeng the fourth quarter of 2001, AHI redefinesdsegments and reclassified all prior
periods to conform with the current presentatiooc@xdingly, AHI recognized Wood Flooring and Caltinas separate reportable segments.
Previously, these segments were reported togeshétamd Products.

Accounting policies of the segments are the santkas® described in the summary of significant anting policies. Performance of the
segments is evaluated on operating income befamaria taxes, restructuring charges, unusual gath$osses, and interest expense. AHI
accounts for intersegment sales and transfers hgm@dits internal transfer pricing policy.
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Resilient Flooring

Armstrong is a worldwide manufacturer of a broatgeof resilient floor coverings for homes and cameral and institutional buildings,
which are sold with adhesives, installation andnteaiance materials and accessories. Resilienirigpan both sheet and tile forms, together
with laminate flooring and linoleum, are sold invale variety of types, designs, and colors. Inctudee types of flooring that offer such
features as ease of installation, reduced mainten@m-wax), and cushioning for greater underfeobfort. Resilient flooring products are
sold to commercial, residential and institutionagtomers through wholesalers, retailers (includiimge home centers and buying groups),
contractors, and to the hotel/motel and manufadthmenes industries.

Building Products

The Building Products segment includes commercidlrasidential ceiling systems. Commercial suspémading systems, designed for use
in shopping centers, offices, schools, hospitald, @her commercial and institutional settings,arailable in numerous colors, performance
characteristics and designs and offer charactesistich as acoustical control, accessibility tgpleaum (the area above the ceiling), rated
protection, and aesthetic appeal. Armstrong selisrercial ceiling materials and accessories tangeflystems contractors and to resale
distributors. Ceiling materials for the home pravitbise reduction and incorporate features intetal@eérmit ease of installation. These
residential ceiling products are sold through whalers and retailers (including large home centérsimework (grid) products for Armstra
suspension ceiling systems products are manufatcthreugh a joint venture with Worthington Indusgriand are sold by both Armstrong and
the joint venture. Through a joint venture with kili@se partner, a plant in Shanghai manufactuiésgefor the Pacific area. During 2000,
AHI acquired privately held Switzerland-based Gétizdding AG ("Gema"), a manufacturer and installenetal ceilings. See Note 5 for
further discussion.

Wood Flooring
The Wood Flooring segment manufactures and digethwood and other flooring products. The Wood Rimpsegment also distributes

laminate flooring products. These products are psenarily in residential new construction and retaling, with some commercial
applications such as stores and restaurants. Wioodiitg sales are generally made through indepenaialesale flooring distributors and
retailers (including large home centers and bugrayups) under the brand names Bruce, Hartco andiRab

Cabinets

The Cabinets segment manufactures kitchen anddmathcabinetry and related products, which are psiadarily in residential new
construction and remodeling. Cabinets are soldutjindoth independent and Armstrong-owned distritsubmder the brand names Bruce and
IXL.

Textiles & Sports Flooring

The Textiles and Sports Flooring business segmantufactures carpeting and sports flooring prodinasare mainly sold in Europe. The
carpeting products consist principally of carpletstiand broadloom used in commercial applicatienwell as the leisure and travel industry.
The sports flooring products include artificialftaurfaces and indoor gymnasium floors. Both prodwoups are sold through wholesalers,
retailers and contractors.

All Other

During most of 1999, "all other" included businesits making a variety of specialty products fae thuilding, automotive, textile and other
industries worldwide. Gasket materials were sotchfaw and replacement use in automotive, constnueind farm equipment, appliance,
small engine and compressor industries. On Jun&8, Armstrong sold 65% of the gaskets busirgisge the divestiture, AHI has
accounted for the gaskets business under the ageitiyod within the "all other" segment. Textile Insiipplies, including cots and aprons,
were sold to equipment manufacturers and textilsn®n September 30, 1999, Armstrong sold thelesxbusiness.

Concentration of Credit Risk

During 2001, AHI recognized revenue of approxima®&340.8 million from The Home Depot, Inc., fromesain the resilient flooring,
building products and wood flooring segments coragao approximately $373.2 million and $344.8 roiilin 2000 and 1999, respectively.
No other customer represented more than 10% ofsiidVenue
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The sales in the table below are allocated to ggagc areas based upon the location of the customer

Geographic Areas

Net trade sales (millions) 2001 2000 1999
Americas:
United States $ 2,187.6 $ 22595 $ 22914
Canada 1135 122.7 118.8
Other Americas 23.5 25.5 26.2
Total Americas $ 2,324.6 $ 2,407.7 $ 2,436.4
Europe:
England $ 1337 $ 1303 $ 1416
France 67.8 74.6 80.5
Germany 182.2 191.6 213.3
Italy 31.1 31.9 35.6
Netherlands 87.1 92.5 106.0
Russia 25.9 21.1 11.8
Switzerland 34.1 22.0 8.4
Other Europe 149.3 156.3 160.2
Total Europe $ 711.2 $ 7203 $ 7574
Pacific area:
Australia $ 253 $ 247 $ 281
China 24.1 27.7 23.9
Other Pacific area 50.2 69.0 77.1
Total Pacific area $ 99.6 $ 1214 $ 129.1
Total net trade sales $ 3,135.4 $ 3,249.4 $ 3,322.9

Longlived assets (property, plant and equipment)

at December 31 (millions) 20 01 2000
Americas:
United States $ 947.6 $ 960.3
Canada 14.6 14.2
Other Americas 0.1 0.1
Total Americas $ 962.3 $ 9746
Europe:
Germany $ 166.9 $ 178.6
England 35.7 39.3
Netherlands 41.0 43.3
Belgium 23.8 30.2
France 11.5 119
Sweden 8.0 9.4
Other Europe 4.5 1.7
Total Europe $ 291.4 $ 3144
Pacific area:

China $ 24.6 $ 26.2
Other Pacific area 5.4 5.8
Total Pacific area $ 30.0 $ 320
Total long-lived assets $ 1, 283.7 $ 1,321.0
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NOTE 4. LIABILITIES SUBJECT TO COMPROMISE

As a result of AWI's Chapter 11 filing (see Notedyrsuant to SOP 9D-AWI is required to segregate prepetition lidkdB that are subject
compromise and report them separately on the balgineet. Liabilities that may be affected by a pifareorganization are recorded at the
amount of the expected allowed claims, even if i@y be settled for lesser amounts. Substantifilf &WI's prepetition debt, now in
default, is recorded at face value and is claskifigghin liabilities subject to compromise. Obligats of AHI subsidiaries not covered by the
Filing remain classified on the consolidated batasiceet based upon maturity date. AWI's asbesto#itly is also recorded in liabilities
subject to compromise. Prior to its Chapter 11IngiliAWI estimated its probable asbestelsted personal injury liability based upon a &8
of factors including historical settlement amourti®, incidence of past claims, the mix of the ilgsrand occupations of the plaintiffs, the
number of cases pending against it and the statlisesults of broad-based settlement discussiovwA.Believes its previous range of
probable and estimable liability is more uncertainv than before. There are significant differenoethe way the asbestos-related personal
injury claims may be addressed under the bankryptoyess when compared to the tort system. AccoldidWI currently is unable to
estimate its ultimate liability in the context ¢é iChapter 11 Case. Although not estimable, ikely that the actual liability will be
significantly higher than the recorded liabilitys #he Chapter 11 Case proceeds, there should leatawity as to the extent of the liability.
See Note 28 for further discussion of AWI's asbetbility.

Liabilities subject to compromise at December I)Rand December 31, 2000 are as follows:

(millions) 2001 2000
Debt (at face value) $ 1,400.7 $1,400.4
Asbestos-related liability 690.6 690.6
Prepetition trade payables 52.2 60.1
Prepetition other payables and accrued interest 56.4 76.4
ESOP loan guarantee 157.7 157.7
Total liabilities subject to compromise $2,357.6 $2,385.2

Additional prepetition claims (liabilities subjetct compromise) may arise due to the rejection etatory contracts or unexpired leases, or as
a result of the allowance of contingent or disputiains.

See Note 15 for detail of debt subject to compremis

NOTE 5. ACQUISITIONS

On May 18, 2000, AHI acquired privately-held Switaead-based Gema Holding AG ("Gema"), a manufactureriastaller of metal ceilings
for $6 million plus certain contingent consideratiwot to exceed $25.5 million based on results twethree year period ending December
31, 2002. Gema has two manufacturing sites lodatédistria and Switzerland and employs nearly 380e. The acquisition was recorded
under the purchase method of accounting. The psechace was allocated to the assets acquiredhanthbilities assumed based on the
estimated fair market value at the date of acqaisiiContingent consideration, when and if paid| k& accounted for as additional purchase
price. The fair market value of tangible and idiéalile intangible assets acquired exceeded thenpsecprice by $24.2 million and this
amount was recorded as a reduction of the fairevafiproperty, plant and equipment.

During 2001, AHI spent $5.6 million to purchase soofithe remaining minority interest of already-solidated entities within the Resilient
Flooring segment. Approximately $5.0 million of therchase price was allocated to goodwiill.

NOTE 6. DISCONTINUED OPERATIONS

In February 2001, AHI determined to permanently thé Textiles and Sports Flooring segment andebriary 20, 2001 entered into
negotiations to sell substantially all of the besises comprising this segment to a private equigsitor based in Europe. Based on these
events, the segment was classified as a discouttioperation starting with the fourth quarter of @00n June 12, 2001, negotiations with -
investor were terminated. During the third quade2001, AHI terminated its plans to permanentlit ths segment. This decision was based
on the difficulty encountered in selling the busis@nd a new review of the business, industry aadatl economy conducted by new senior
management. Accordingly, this segment is no lomtgessified as a discontinued operation and amdwts been reclassified into operations
as required by EITF Issue No. 90-16 - "AccountiagDiscontinued Operations
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Subsequently Retained". All prior periods have beetfassified to conform to the current presentatio addition to the information providi
in Note 3, the Textiles and Sports Flooring segniawt liabilities of $142.6 million as of Decembédr, 2000.

Based on the expected net realizable value ofukabss determined during the negotiations tatlselbusiness, AHI had recorded a pretax
net loss of $34.5 million in the fourth quarter28f00, $23.8 million net of tax benefit. AHI alsocheecorded an additional net loss of $3.3
million in the first quarter of 2001, as a resulpoice adjustments resulting from the negotiatidbsncurrent with the decision to no longer
classify the business as a discontinued operati@memaining accrued loss of $37.8 million ($27illion net of tax) was reversed in the
third quarter of 2001 and recorded as part of egsifrom discontinued operations. Additionally, fegment's net income of $3.1 million for
the first and second quarter of 2001 was recla&skifito earnings from continuing operations forsthperiods.

During the third quarter of 2001, AHI concludedréhgvere indicators of impairment related to certsrets in this segment, and accordingly,
an impairment evaluation was conducted at the étigecthird quarter under the guidelines of SFAS Neil -"Accounting for the Impairme

of Long-Lived Assets and for Lonigved Assets to be Disposed Of". This evaluatiahtte an impairment charge of $8.4 million, represey
the excess of book value over estimated fair valnieh was determined using a net discounted castsfapproach. The charge was included
in cost of sales. The impairment was related t@erty, plant and equipment that produce certaidyets for which AHI anticipates lower
demand in the future. Additionally, an inventoryitesdown of $2.1 million was recorded in the thipdarter of 2001 within cost of sales
related to certain products that will no longersbé.

On May 31, 2000, Armstrong completed its sale bbfthe entities, assets and certain liabilitiesprising its Insulation Products segment to
Orion Einundvierzigste Beteiligungsgesellschaft Malsubsidiary of the Dutch investment firm Gildedstment Management N.V. for $264
million. The transaction resulted in an after taingof $114.8 million, or $2.86 per share in 20D0ring 2001, AHI recorded a pretax loss of
$1.1 million related to its divestiture of its Idation Products segment. This loss resulted frortagepost-closing adjustments.

NOTE 7. OTHER DIVESTITURES

In November 2000, Armstrong sold a component of @stiles and Sports Flooring segment. As this slittere included a business classified
as held for sale since its July 1998 acquisitioomé#trong had been recording the 2000 operating@$oskthis business within SG&A exper
The overall 2000 impact was a reduction of SG&Aenge of $0.7 million.

On July 31, 2000, AHI completed the sale of itgdiiation Products Group ("IPG") to subsidiariedltd German company Ardex GmbH, for
$86 million in cash. Ardex purchased substantiallyof the assets and liabilities of IPG includitgyshares of the W.W. Henry Company. -
transaction resulted in a gain of $44.1 million@®million pretax) or $1.10 per share and wasnaea in other income. The financial results
of IPG were reported as part of the Resilient Rlgpsegment. The proceeds and gain are subjegbdstaclosing working capital adjustment.
Under the terms of the agreement and a relatedysagpeement, AHI will purchase some of its ingtadin products needs from Ardex for an
initial term of eight years, subject to certain iminms for the first five years after the sale. Hgeeement also calls for price adjustments
based upon changing market prices for raw matetader and energy costs.

On September 30, 1999, Armstrong completed theafale Textile Products Operations to Day Inteimadl Group, Inc. The sale resulted in
a loss of $3.2 million, or $0.08 per share, whidswecorded in other income.

On June 30, 1999, Armstrong sold 65% of its owriprehArmstrong Industrial Specialties, Inc. ("Alglits gasket products subsidiary, to a
group of investors including Citicorp Venture Capittd. and the management of AISI for a cash paselprice of approximately $36.1
million. The sale resulted in a gain of approxinha®6.0 million, or $0.15 per share, which was releal in other income.

On June 22, 1999, Armstrong sold its interest eabksets of Martin Surfacing, Inc. Armstrong aceplithis interest as part of its acquisitio
DLW during the third quarter of 1998. There wasmaterial gain or loss on the transaction.
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On May 28, 1999, Armstrong's subsidiary DLW sogfitrniture business for total cash proceeds of3$88llion. Armstrong acquired this
business as part of the acquisition of DLW in thiedt quarter of 1998 and had classified the busiresheld for sale. There was no gain or
loss on the transaction.

NOTE 8. RESTRUCTURING AND OTHER ACTIONS

The following table summarizes activity in the rasturing accruals for 2001 and 2000:

Beginning Cash Ending
(millions) Balance Pa yments Charges Reversals Oth er Balance
2001 $22.2 $ (14.1) $ 9.7 $ (2.8) $ ( 6.1) $ 89
2000 121 (7.9) 20.1 (1.4) ( 0.7) 22.2

A $5.4 million pre-tax restructuring charge wasareled in the first quarter of 2001. The chargetegldo severance and enhanced retirement
benefits for more than 50 corporate and line-ofiiess salaried staff positions, as a result obstiming the organization, to reflect staffing
needs for current business conditions. Of the 88lébn, $1.6 million represented a non-cash chdayeenhanced retirement benefits, which
is accounted for as a reduction of the prepaidiparesset.

In the second quarter of 2001, a $1.1 million reaewas recorded related to a formerly occupietiimg for which AHI no longer believes it
will incur any additional costs. In addition, $0rlllion of the remaining accrual for the first qter2001 reorganization was reversed,
comprising certain severance accruals that wetenger necessary as certain individuals remaingul@rad by AHI.

In the third quarter of 2001, a $1.4 million rex@rwas recorded related to certain 2000 severamt¢danefit accruals that were no longer
necessary and a $0.3 million pre-tax charge wasrded for additional severance payments.

A $6.1 million pretax restructuring charge was recorded in the foguidrter of 2001. $5.2 million of the charge, whiehs allocated betwes
Wood Flooring and Cabinets, related to severandesahanced retirement benefits for six salariedleyegs, as a result of the on-going
integration of the wood flooring and resilient ftow operations. Of the $5.2 million, $0.5 millioepresented non-cash charges for enhanced
retirement benefits, which is accounted for asdaicgon of the prepaid pension asset, and accetkrasting of restricted stock awards. The
remaining $0.9 million of the $6.1 million chargdated to severance benefits for more than tweosjtipns in the textiles and sports floori
business, as a result of streamlining the orgapizaflso in the fourth quarter of 2001, a $0.1lioi reversal was recorded related to certain
severance and benefit accruals that were no laremssary.

The amount in "other" is primarily related to tleerination of an operating lease for an officelfgcin the U.S. These lease costs were
previously accrued in the third quarter of 200@as of the restructuring charge when the decigioracate the premises was made. The |
was rejected as part of the Chapter 11 processrAcgly, the $5.9 million reversal is recordedaaduction of Chapter 11 reorganization
costs in accordance with SOP 90-7. See Note Wuftindr discussion. The remaining amount in "oth&rélated to foreign currency
translation.

Substantially all of the remaining balance of testructuring accrual as of December 31, 2001 =lata noncancelable-operating lease,
which extends through 2017, and severance for text®il employees with extended payouts, the majofiyhich will be paid by the second
quarter of 2002.

A $20.2 million pre-tax reorganization charge wasorded in 2000, of which $9.4 million related &verance and enhanced retirement
benefits for more than 180 positions (approxima6&89o related to salaried positions) within the Exa@n resilient flooring and textiles and
sports flooring businesses. Reorganization aciioclade staff reductions due to the eliminatioradfinistrative positions, the consolidation
and closing of sales offices in Europe and theuwrsf the Team Valley, England commercial tilenpl&2.6 million of the charge related to
severance and enhanced retirement benefits foorf@ate and line-of-business staff positionsgaléried positions) as a result of
streamlining the organization to reflect staffirepds for current business conditions. Of the $2l6m $0.1 million represented a non-cash
charge for enhanced retirement benefits. $8.2aniltif the charge primarily related to the remairpagments on a noncancelable-operating
lease for an office facility in the U.S. The empeg who occupied this office facility were relochte the corporate headquarters.
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In addition, $1.4 million of the remaining accrdiat the $74.4 million 1998 reorganization chargesweversed in 2000, comprising certain
severance accruals that were no longer necessary.

AHI also recorded a $17.6 million charge to cosgobds sold in 2000 for write-downs of inventorylgmwoduction-line assets related to the
reorganization efforts that were not categorizeteagucturing costs. The inventory write-downseveslated to changes in product offerings,
while the write-downs of production-line assetsrfily related to changes in production facilitéesl product offerings.

During 2000, AHI also recorded costs within selliggneral and administrative expense of $3.8 milfar severance payments to
approximately 100 employees, that were not classiis restructuring costs, and $2.3 million foefixasset impairments related to the
decision to vacate certain office space in the U.S.

NOTE 9. EQUITY INVESTMENTS

Investments in affiliates were $39.6 million at Betber 31, 2001, an increase of $2.3 million, prilmaeflecting the equity earnings of AH
50% interest in its WAVE joint venture and its raniag 35% interest in Interface Solutions, Inc['"l). AHI continues to purchase certain
raw materials from ISI| under a long-term supplyesggnent. Equity earnings from affiliates for 20000@ and 1999 consisted primarily of
income from a 50% interest in the WAVE joint vergand the 35% interest in ISI.

AHI purchases some grid products from WAVE, its 56%ned joint venture with Worthington Industried€eltotal amount of these
purchases was approximately $38 million, $41 millamd $42 million for the years ended DecembefB0]1, 2000 and 1999, respectively.
AHI also provides certain selling and administratprocessing services to WAVE for which it receiv@sbursement. Additionally, WAVE
leases certain land and buildings from AHI. Thenteof these transactions are such that there msaterial profit recorded by AHI when they
occur.

Condensed financial data for significant investreéntaffiliates accounted for under the equity meétbf accounting are summarized below:

(millions) 2001 2000

Current assets $72.4 $ 68.3

Non-current assets 32.3 34.4

Current liabilities 15.0 18.2

Long-term debt 50.0 50.0

Other non-current liabilities 1.2 0.4

(millions) 2001 2000 1999
Net sales $ 2001 $ 212.2 $ 202.1
Gross profit 57.1 60.3 53.7
Net earnings 32.3 35.5 32.3

NOTE 10. ACCOUNTS AND NOTES RECEIVABLE

(millions) 2001 2000
Customer receivables $ 3435 $ 401.0
Customer notes 7.7 10.8
Miscellaneous receivables 14.5 8.3
Less allowance for discounts and losses (49.2) (51.1)
Net accounts and notes receivable $ 316.5 $ 369.0

Generally, AHI sells its products to select, prer@ved customers whose businesses are affecteltbinges in economic and market
conditions. AHI considers these factors and tharfaial condition of each customer when establiskiggllowance for losses from doubtful
accounts.
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NOTE 11. INVENTORIES

Approximately 41% of AHI's total inventory in 20@hd 42% in 2000 were valued on a LIFO (last-irstfout) basis. Inventory values were
lower than would have been reported on a total Hifi¥6-in, first-out) basis, by $46.2 million &ié¢ end of 2001 and $47.8 million at yesrd

2000.
(millions) 2001 2000
Finished goods $ 269.6 $ 2447
Goods in process 45.8 49.0
Raw materials and supplies 182.9 158.0
Less LIFO and other reserves (55.2) (51.8)
Total inventories, net $ 4431 $ 399.9

NOTE 12. PROPERTY, PLANT AND EQUIPMENT

(millions) 2001 2000
Land $ 856 $ 924
Buildings 582.8 571.6
Machinery and equipment 1,698.2 1,676.2
Construction in progress 60.4 71.8
Less accumulated depreciation and amortization (1,143.3) (1,091.0)
Net property, plant and equipment $1,283.7 $1,321.0

NOTE 13. GOODWILL AND OTHER INTANGIBLES

(millions) 2001 2000

Goodwill $ 907.7 $ 908.9
Less accumulated amortization (84.9) (62.9)
Total goodwill, net $ 822.8 $ 846.0
Other intangibles $ 128.1 $ 122.8
Less accumulated amortization (39.1) (30.1)
Total other intangibles, net $ 89.0 $ 927

Goodwill decreased by $23.2 million in 2001, priityareflecting scheduled amortization of $22.8 iwill. Unamortized computer software

costs included in other intangibles were $50.3iamilat December 31, 2001, and $50.7 million at Bewmer 31, 2000. See Note 2 for
discussion of the impact of FASB Statement No.
142 "Goodwill and Other Intangible Assets."

NOTE 14. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

(millions) 2001 2000
Payables, trade and other $ 179.0 $ 175.2
Employment costs 47.5 41.2
Reorganization and severance payments, current port ion (see Note 8) 2.0 2.7
Other 70.1 72.9
Total accounts payable and accrued expenses $ 298.6 $ 292.0

Certain other accounts payable and accrued expbasedeen categorized as liabilities subject topromise (see Note 4).
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NOTE 15. DEBT
(See Note 4 regarding treatment of prepetition.flebt

Average Average
year-end year-end
($ millions) 2001 interest rate 20 00 interest rate
Borrowings under lines of credit $ 450.0 7.18% $ 4 50.0 7.18%
DIP Facility - - 5.0 9.50%
Commercial paper 50.0 6.75% 49.7 6.75%
Foreign banks 18.9 5.16% 31.0 6.00%
Bank loans due 2002-2006 39.5 5.47% 55.0 5.77%
9.00% medium-term notes due 2001 7.5 9.00% 7.5 9.00%
6.35% senior notes due 2003 200.0 6.35% 2 00.0 6.35%
6.50% senior notes due 2005 150.0 6.50% 1 50.0 6.50%
9.75% debentures due 2008 125.0 9.75%% 1 25.0 9.75%
7.45% senior notes due 2029 200.0 745% 2 00.0 7.45%
7.45% senior quarterly interest bonds due 2038 180.0 7.45% 1 80.0 7.45%
Industrial development bonds 21.0 4.95% 21.3 5.64%
Capital lease obligations 6.3 7.25% 7.1 7.25%
Other 27.8 10.56% 30.1 10.27%
Subtotal 1,476.0 7.24% 15 11.7 7.24%
Less debt subject to compromise 1,400.7 7.35% 1,4 00.4 7.35%
Less current portion and short-term debt 25.0 6.01% 54.4 6.22%
Total long-term debt, less current portion $ 50.3 492% $ 56.9 5.51%

Approximately $42.8 million of the $75.3 million tétal debt not subject to compromise outstandmgfddecember 31, 2001 was secured
with buildings and other assets. As of Decembe2800, approximately $58.9 million of the $111.3liom of total debt not subject to
compromise outstanding was secured with buildimgsather assets.

Scheduled payments of long-term debt, excluding siebject to compromise (millions):

2002 $6.1 2005 $1.1
2003 1.2 2006 15.6
2004 3.0

In accordance with SOP 90-7, AWI stopped recordinerest expense on unsecured prepetition delttaféeDecember 6, 2000.

Debt from the table above included in liabilitiebgect to compromise consisted of the followindpatember 31, 2001 and 2000.

($ millions) 2001 2000
Borrowings under lines of credit $ 450.0 $ 450.0
Commercial paper 50.0 49.7
9.00% medium-term notes due 2001 7.5 7.5
6.35% senior notes due 2003 200.0 200.0
6.50% senior notes due 2005 150.0 150.0
9.75% debentures due 2008 125.0 125.0
7.45% senior notes due 2029 200.0 200.0
7.45% senior quarterly interest bonds due 2038 180.0 180.0
Industrial development bonds 11.0 11.0
Other 27.2 27.2

Total debt subject to compromise $1,400.7 $1,400.4

Borrowings under the DIP Facility, if any, and gaitions to reimburse draws upon the letters ofitoeehstitute a superpriority administrat
expense claim in the Chapter 11 Case. The $5.@milhich was outstanding under the DIP FacilityohBecember 31, 2000 (drawn to pay
fees related to implementation of the DIP Faciliigs repaid in January of 2001. At December 311280VI had no borrowings under the
DIP Facility, but did have approximately $8.4 nahiin letters of credit issued pursuant to the B#ility. Borrowings under the DIP Facility
are limited to an
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adjusted amount of receivables, inventories angerty, plant and equipment. Depending on the amotbbrrowings, the DIP Facility
carries an interest rate range of either JP Mofjzase's Alternate Bank Rate plus 50 to 100 basigspor LIBOR plus 150 to 200 basis
points. The DIP Facility also contains several ¢@rds including, among other things, limits on dands and asset sales, capital expendi
and a required ratio of debt to cash flow. The B#Rility is scheduled to expire on December 6, 2002

On May 19, 1999, AWI completed a public offering&200 million aggregate principal amount of 7.4584ier notes due 2029. The net
proceeds from this offering were used to repayratidebtedness of AWI.

Other debt includes an $18.6 million zero-coupotemue in 2013 that was fully amortized to its faakie due to the Chapter 11 filing.

In addition, AHI's foreign subsidiaries have appnoately $25.4 million of unused short-term linescoédit available from banks. The credit
lines are subject to immaterial annual commitmensf

In order to maintain the ratio of fixed to floatingte debt which management believes is approp#dit maintained $150 million of interest
rate swaps during most of 2000. AHI received fixas and paid floating rates on these swaps. Henyeil but one of the interest rate swap
agreements was terminated when AHI defaulted oroitsmercial paper obligations on November 22, 200@. interest rate swap which had
been outstanding at December 31, 2000 in the redteomount of $20.0 million was terminated by thermer-party on February 26, 2001.
There are no interest rate swap agreements outstpatdDecember 31, 2001.

NOTE 16. FINANCIAL INSTRUMENTS
AHI does not hold or issue financial instrumentstfading purposes. The estimated fair values of @&fihancial instruments are as follows:

2001 2000
Carrying Estimated Carrying E stimated

(millions at December 31) amount fair value  amount fa ir value
Assets:

Foreign currency contract obligations $ 17 $ 17 -
Liabilities:

Debt subject to compromise 1,400.7 739.6 $ 1,400.4 $ 386.6

Long-term debt, including current portion 56.4 56.4 75.4 75.4

Natural gas contracts 5.2 5.2 -- --
Off-balance sheet financial instruments:

Foreign currency contract obligations -- - -- 1.7

Interest rate swaps -- - -- 0.3

The carrying amounts of cash and cash equivaletsjvables, accounts payable and accrued expestgesterm debt and current
installments of long-term debt approximate, failueabecause of the short-term maturity of thestunsents. The fair value estimates of long-
term debt were based upon quotes from major fimduntstitutions taking into consideration curreates offered to AHI for debt of the same
remaining maturities. Foreign currency contractgdilons and options, as well as interest rate damyalues, are estimated by obtaining
guotes from major financial institutions.

AHI utilizes lines of credit and other commerciahemitments in order to ensure that adequate furela\ailable to meet operating
requirements. On December 31, 2001, AHI had aVailites of credit totaling $217.0 million and ks of credit totaling $45.5 million.
Lines of credit include AHI's foreign subsidiari@sused short-term lines of credit of approximat$.4 million and the available DIP
Facility of $191.6 million. Letters of credit aresued to third party suppliers, insurance and firsimstitutions and can only be drawn upon
in the event of AHI's failure to pay its obligat®to the beneficiary. Standby letters of credit@neently arranged through AWI's DIP Faci
with JP Morgan Chase. Certain standby letterseditarranged with Wachovia prior to the Filing bdeen renewed at their scheduled
expiration date.
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NOTE 17. DERIVATIVE FINANCIAL INSTRUMENTS

Effective January 1, 2001, AHI adopted Financiatéunting Standard No. 133, "Accounting for Derivatinstruments and Hedging
Activities" ("FAS 133"), as amended, which requitkat all derivative instruments be reported ontlthlance sheet at fair value and
establishes criteria for designation and effectassnof hedging relationships. The cumulative efééetdopting FAS 133 as of January 1, 2
was not material to AHI's financial statements.

AHI is exposed to market risk from changes in fgneturrency exchange rates, interest rates and odityrprices that could impact its
results of operations and financial condition. Aldkes financial instruments, including fixed andafale rate debt, as well as swap, forward
and option contracts to finance its operationstarttedge interest rate, currency and commodity sx@s. AHI regularly monitors
developments in the capital markets and only ent¢oscurrency and swap transactions with estabtistounter-parties having investment
grade ratings. Swap, forward and option contractsatered into for periods consistent with undedyexposure and do not constitute
positions independent of those exposures. AHI deewative financial instruments as risk managenteois and not for speculative trading
purposes.

Interest Rate Risk - Due to AWI's Chapter 11 Filialy affected debt was classified as liabilitiebject to compromise. All such debt will be
addressed in the Chapter 11 Case and during thiepey thereof, AWI does not expect to pay any ¢ interest or other payments in
respect thereof. However, AHI also has debt oftiestthat were not a part of the Chapter 11 filiwbich are being paid on schedule. At
December 31, 2001, AHI had no open interest ratgpswntracts. Prior to the Chapter 11 filing, AHhkmaged its ratio of fixed to floating re
debt with the objective of achieving a mix that mgement believed to be appropriate. To managertiién a cost-effective manner, AHI,
from time to time, entered into interest rate swgpeements, in which it agreed to exchange vagousinations of fixed and/or variable
interest rates based on agreed-upon notional amount

Currency Rate Risk - AHI manufactures and sellpiitalucts in a number of countries throughout tedvand, as a result, is exposed to
movements in foreign currency exchange rates. [aoge extent, AHI's global manufacturing and saleside a natural hedge of foreign

currency exchange rate movement, as foreign cuyrexggenses generally offset foreign currency reesnit December 31, 2001, AHI's

major foreign currency exposures are to the Canadtidlar, the Euro and the British pound.

AHI has used foreign currency forward exchangeraats and purchased options to reduce its expasuhe risk that the eventual net cash
inflows and outflows, resulting from the sale obguct to foreign customers and purchases fromdarsuppliers, will be adversely affected
by changes in exchange rates. These derivativeiinsnts are used for forecasted transactions andassified as cash flow hedges. These
transactions allow AHI to further reduce its oveeadposure to exchange rate movements, since ihe gad losses on these contracts offset
losses and gains on the transactions being he@gads and losses on these instruments are deferatder comprehensive income until the
underlying transaction is recognized in earnind® et fair value of these instruments at DecerBlbe2001 was an asset of less than $0.1
million, all of which is expected to be chargedcetrnings in the next twelve months. The earningsathis reported in either net sales or cost
of goods sold to match the underlying transactieindp hedged. The earnings impact of these hedgesetanaterial during 2001.

AHI also uses foreign currency forward exchangereats to hedge exposures created by cross-curieteycompany loans. The underlying
inter-company loans are classified as short-terchteanslation adjustments related to these loamsemorded in other income. The related
derivative contracts are classified as fair valaddes and the offsetting gains and losses on tueggeacts are also recorded in other income.
The fair value of these instruments at Decembe8Q1 was a $1.7 million asset, all of which isested to be charged to earnings in the
twelve months. During 2001, the net earnings impéthese hedges was $0.5 million, recorded inrati@me, which was comprised of a
gain of approximately $8.6 million from the foreigarrency forward exchange contracts substantidfet by the 2001 translation
adjustment of approximately $8.1 million for thedenlying inter-company loans.

Commodity Price Risk - AHI purchases natural gasufe in the manufacture of many of its products tarheat many of its facilities. As a
result, AHI is exposed to movements in the priceattiral gas. AHI has a policy of minimizing costatility by purchasing natural gas
forward contracts, option contracts, and zero-cadlars. These instruments are designated as agthédges. The mark-to-market gain or
loss on qualifying hedges is included in other coghpnsive income to the extent effective, and ssified into cost of goods sold in the
period during which the underlying products arels®he mark-to-market gains or losses on ineffegtiortions of hedges are recognized in
cost of goods sold immediately. The fair valuehafse instruments at December 31, 2001 was a $8i@mfiability, of which $4.8 million is
expected to be charged to earnings in the nexvevmbnths. The earnings impact of
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these hedges, recorded in cost of goods sold, W8sBamillion expense during 2001. The earningsaatpf the ineffective portion of these
hedges was not material during 2001.

NOTE 18. INCOME TAXES

The tax effects of principal temporary differenbegween the carrying amounts of assets and ligsilénd their tax bases are summarized in
the table below. Management believes it is morglyjikhan not that the results of future operatiiisgenerate sufficient taxable income to
realize deferred tax assets, except for certagidartax credit and net operating loss carryfongdad which AHI has provided a valuation
allowance of $95.8 million. The $8.6 million of U.®reign tax credit will expire in 2005. AHI hag $58.3 million of state net operating
losses with expirations between 2002 and 202134460.1 million of foreign net operating losses, ethwill be carried forward indefinitely.
The valuation allowance increased by $26.0 milpoimarily because of additional foreign and stageaperating losses in addition to
increases in foreign tax credits and other bagissadents.

Deferred income tax assets (liabilities) (millions) 2001 2000
Postretirement and postemployment benefits $ 86.5 $ 920
Chapter 11 reorganization costs and restructuri ng costs 19.6 35.9
Asbestos-related liabilities 241.7 241.7
Foreign tax credit carryforward 8.6 6.4
Net operating losses 119.8 94.6
Other 79.0 87.3

Total deferred tax assets 555.2 557.9

Valuation allowance (95.8 ) (69.8)

Net deferred tax assets 459.4 488.1
Accumulated depreciation (186.6 ) (181.1)
Pension costs (118.1 ) (106.4)
Insurance for asbestos-related liabilities (72.1 ) (85.4)
Tax on unremitted earnings (27.0 ) (27.0)
Other (62.5 ) (71.4)

Total deferred income tax liabilities (466.3 ) (471.3)

Net deferred income tax (liabilities) assets (6.9 ) 16.8

Deferred income tax asset - current 115 10.0

Deferred income tax (liability) asset - noncurrent $ (184 ) $ 68

Details of taxes (millions) 2001 2000 1999
Earnings (loss) from continuing operations before i ncome taxes:
Domestic $ 1171 $ (135.9) $ 458
Foreign 141 23.0 57.0
Eliminations (15.5) (9.9) (119.5)
Total $ 1157 $ (122.8) $ (16.7)
Income tax provision (benefit):
Current:
Federal $ 50 $ (12.2) $ 15.8
Foreign 13.2 7.6 6.6
State (0.6) 1.8 3.0
Total current 17.6 (2.8) 25.4
Deferred:
Federal 33.3 (32.7) (36.6)
Foreign (8.4) (2.5) 10.2
State - 0.3 0.5
Total deferred 24.9 (34.9) (25.9)
Total income taxes (benefit) $ 425 $ (37.7) $ (0.5
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At December 31, 2001, unremitted earnings of sudises outside the U.S. were $259.2 million (at &aber 31, 2001 balance sheet
exchange rates). AHI expects to repatriate $77lomiof earnings for which $27.0 million of U.Saxes were provided in 2000. No U.S.
taxes have been provided on the remaining unreréenings as it is AHI's intention to invest theaenings permanently. If such earnings
were to be remitted without offsetting tax creditshe U.S., withholding taxes would be $5.8 mitlid’he 2001 tax provision reflects the
reversal of certain state tax and other accrualsmger required due to the completion of stateatatits and/or expiration of statutes of

limitation partially offset by certain nondeducgtéxpenses.

Reconciliation to U.S. statutory tax rate (millions ) 2001 2000 1999
Continuing operations tax (benefit) at statutory ra te $ 405 $ (43.4) $ (5.8)
State income taxes, net of federal benefit 2.0 1.8 2.0
(Benefit) on ESOP dividend - (1.0) (1.3)
Tax on foreign and foreign-source income (6.5) 4.4 3.4
Goodwill 6.7 9.9 7.1
Change in valuation allowance - -- (4.0)
Sale of subsidiary - 9.1) -
Other items, net (0.2) (0.3) (1.9)
Tax expense (benefit) at effective rate $ 425 $ (37.7) $ (0.5)
Other taxes (millions) 2001 2000 1999
Payroll taxes $ 742 $ 739 $ 811
Property, franchise and capital stock taxes 15.7 20.0 15.9

NOTE 19. OTHER LONG-TERM LIABILITIES

(millions) 2001 2000
Long-term deferred compensation arrangements $ 422 $ 449
Environmental liabilities not subject to compromise 10.2 8.8
Other 32.2 24.2
Total other long-term liabilities $ 846 $ 779

NOTE 20. RETIREMENT SAVINGS AND STOCK OWNERSHIP PLA N (RSSOP)

In 1989, Armstrong established an Employee Stock&ship Plan ("ESOP") that borrowed $270 millioonfrbanks and insurance
companies, repayable over 15 years and guaranie@ivib. The ESOP used the proceeds to purchase 3684hares of a new series of

convertible preferred stock issued by Armstrondgl986, the ESOP was merged with the Retiremenih8awlan for salaried employees (a
defined-contribution pension plan) to form the Raetient Savings and Stock Ownership Plan ("RSS@)July 31, 1996, the trustee of the
ESOP converted the preferred stock held by thé itntcs approximately 5.1 million shares of commaock at a one-for-one ratio.

The number of shares released for allocation tigiaant accounts has been based on the propatiprincipal and interest paid to the total
amount of debt service remaining to be paid ovelife of the borrowings. Through December 31, 208& RSSOP allocated 2,732,000
shares to participants that remain outstandindigi@ants retired 1,693,000 shares, AHI contribuaadadditional 437,000 shares from its
treasury and the trustee purchased 243,000 sharthe @pen market to allocate to employees. Asafedinber 31, 2001, there were

approximately 1,912,000 shares in the RSSOP tlthyéito be allocated to participants.

All RSSOP shares are considered outstanding foiiregs per share calculations. Historically, dividermon allocated shares were credited to

employee accounts while dividends on unallocatedeshwere used to satisfy debt service payments.
The RSSOP currently covers parent company nonwengployees and some union employees.
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Details of ESOP debt service payments (millions) 2000 1999

Common stock dividends paid $45 $ 89
Employee contributions 1.2 7.7
Company contributions 7.0 8.9
Company loans to ESOP 7.3 129
Debt service payments made by ESOP trustee $20.0 $384

AHI recorded costs for the RSSOP of $3.5 millior2001, $10.5 million in 2000 and $13.1 million i890, which related to company
contributions.

On November 22, 2000, AWI failed to repay $50 noillin commercial paper that was due. Subsequeh#yemaining ESOP bond principal
balance of $142.2 million became immediately pagabbng with a $15.5 million interest and tax mak®le premium. ESOP debt service
payments had not been made since June 2000. Aslaoéthe Chapter 11 filing, AWI's guarantee lnése ESOP loan obligations of $157.7
million is now classified as a liability subjectéompromise.

During the fourth quarter of 2000, AWI amended R&®SOP to provide for a cash match of employee itmtions in lieu of the stock match.
AHI recorded an expense of $3.5 million in 2001 &3 million in 2000 related to the cash match.

The trustee borrowed from AWI $7.3 million in 2080d $12.9 million in 1999. These loans were madmgure that the financial
arrangements provided to employees remained censisith the original intent of the RSSOP. Suchmbeeceivable were included as a
component of shareholders' equity. In December 2id0€bnnection with the Chapter 11 Filing of AWAdchdefault on RSSOP loan
obligations, AHI recorded an impairment charge 48.8 million related to these loans receivablei@wof the fact that the only asset of the
RSSOP consisted of the stock of AHI which had disfiad substantially in value. The impairment wa®rded as a component of Chapte
reorganization costs. In July 2001, the Court inISWhapter 11 Case authorized the Board of DireatbArmstrong to forgive the entire
amount of all principal and interest on outstandoans to the RSSOP.

NOTE 21. STOCK-BASED COMPENSATION PLANS

Awards under the 1993 Long-Term Stock Incentiven®P14993 Plan") were made in the form of stock @psi, stock appreciation rights in
conjunction with stock options, performance regtdcshares and restricted stock awards. No addltemards may be issued under the 1993
Plan.

During 1999, AHI adopted the 1999 Long-Term IncemtPlan ("1999 Plan") which replaced the 1993 Pldoe 1999 Plan is similar to the
1993 Plan in that it provides for the grantingraféntive stock options, nonqualified stock optisteck appreciation rights, performance-
restricted shares and restricted stock awards1988 Plan also incorporates stock awards and oashtive awards. No more than 3,250,
shares of common stock may be issued under the R399 and no more than 300,000 of the shares mayarded in the form of
performance restricted shares, restricted stockdsaa@ stock awards. No awards under the 1999 wilabe granted after April 25, 2009.
Pre-1999 grants made under predecessor plansengibierned under the provisions of those plans.

During 2000, AHI adopted the Stock Award Plan ("@@0an") to enable stock awards and restrictecksta@rds to officers, key employees
and non-employee directors. No more than 750,04ty shares may be awarded under the 2000 Riar20D0 Plan will remain in effect
until the earlier of the grant of all the shardswaéd under the plan or termination of the plartheBoard of Directors.

Approximately 1,702,000 stock options were candedle a result of a restricted stock for stock apérchange program offered to employ
in 2000. Employees other than the CEO holding stgtions were given a one-time opportunity to exgatheir stock options with exercise
prices above $50 per share for shares of AHI i&stiistock based on specified conversion ratios.sHares issued under this exchange
program were issued under the 2000 Plan and wiilihevested by August 2002. Expenses relatedhimdvent were $0.7 million in 2001 ¢
$1.5 million in 2000.
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Options are granted to purchase shares at pri¢dsssothan the closing market price of the shanethe dates the options are 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) 2 001 2000 1999
Option shares at beginning of year 2,7 775 355095 2,783.7
Options granted 1 00.0 1,818.5 829.7
Option shares exercised -- - (54.5)
Stock appreciation rights exercised - - (0.2)
Options cancelled 1 94.9) (2,550.5) (49.2)
Option shares at end of year 2,6 82.6 2,777.5 3,509.5
Option shares exercisable at end of year 15 51.7 973.3 1,828.0
Shares available for grant 4,1 61.5 4,068.7 3,307.3
Weighted average price per share:
Options outstanding $ 3 0.36 $ 30.69 $ 58.48
Options exercisable 3 9.51 48.92 57.12
Options granted 3.60 18.24 50.70
Option shares exercised N/A N/A 36.17

The table below summarizes information about stations outstanding at December 31, 2001.
(thousands except for life and share price)

Opti ons outstanding Options exerc isable
Weighted-

Number average Weighted- Number W eighted-
Range of outstanding remaining average exercisable average
exercise prices at 12/31/01  con tractual life exercise price at 12/31/01 exe rcise price
$1.19 - $18.00 300.0 8.9 $7.05 66.7 $8.78
$18.01 - $19.50 1,382.3 8.2 19.44 525.7 19.44
$19.51 - $46.00 3934 2.6 40.09 387.9 40.28
$46.01 - $60.00 427.7 4.5 55.11 393.9 55.57
$60.01 - $84.00 179.2 5.9 73.14 177.5 73.17

2,682.6 1,551.7

Performance restricted shares issuable under @& d8d 1999 plans entitle certain key executiveleyaes to earn shares of AHI's common
stock, but only if the total company or individumisiness units meet certain predetermined perfarenareasures during defined performance
periods (generally three years). At the end ofgrenince periods, common stock awarded may carnyiaaa restriction periods, during

which time AHI will hold the shares in custody unkie expiration or termination of restrictions. @pensation expense is charged to earnings
over the performance period. There were only 5@8eshof performance restricted common stock oudgtgrat December 31, 2001, with no
accumulated dividend equivalent shares. The pedoom period for these shares has ended, but tinieties period does not end until 2002.

Restricted stock awards can be used for the puspafsecruitment, special recognition and retentibkey employees. No award of restric
stock shares was granted in 2001. At the end of 2@re were 195,934 restricted shares of comnumk utstanding with 4,720
accumulated dividend equivalent shares.
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SFAS No. 123, "Accounting for Stock-Based Compensdt permits entities to continue to apply theyisions of APB Opinion No. 25 and
provide pro forma net earnings and pro forma eaper share disclosures. Had compensation cadisefee plans been determined
consistent with SFAS No. 123, AHI's net earningd aarnings per share would have been reduced foltbesing pro forma amounts.

(millions) 2 001 2000 1999

As reported $9 2.8 $12.2 $14.3
Pro forma 9 0.6 7.0 7.0

Basic earnings per share:

As reported 2 .29 0.30 0.36

Pro forma 2 .24 0.17 0.18
Diluted earnings per share:

As reported 2 .27 0.30 0.36

Pro forma 2 .22 0.17 0.17

The fair value of grants was estimated on the daggant using the Black-Scholes option pricing reloglith the weighted-average
assumptions for 2001, 2000 and 1999 presenteckitatiie below. The weighted-average fair valugadksoptions granted in 2001, 2000 and
1999 was $1.21, $2.08 and $9.75 per share, resphcti

2 001 2000 1999
Risk-free interest rate 4.57% 6.48% 6.34%
Dividend yield 0% 9.50% 5.75%
Expected life 5 years 5years 5years
Volatility 28% 28% 28%

Because the SFAS No. 123 method of accounting tialseen applied to grants prior to January 1, 1885resulting pro forma compensat
cost may not be representative of that to be ergaatfuture years.

NOTE 22. EMPLOYEE COMPENSATION
Employee compensation is presented in the tabteshélharges for severance costs and early retireimesntives to terminated employees
(otherwise recorded as restructuring charges) haea excluded.

Employee compensation cost (millions) 2 001 2000 1999
Wages and salaries $6 85.3 $669.3 $669.9
Payroll taxes 74.2 73.9 81.1
Pension credits, net ( 32.0) (38.4) (29.7)
Insurance and other benefit costs 92.3 70.8 64.2
Stock-based compensation 2.7 4.4 4.2
Total $8 225 $780.0 $789.7

The increases in insurance and other benefit evstprimarily related to increased medical beroefitts.

NOTE 23. PENSION AND OTHER BENEFIT PROGRAMS

Armstrong and a number of its subsidiaries havesiparplans and postretirement medical and insurbenefit plans covering eligible
employees worldwide. Armstrong also has definedtribution pension plans (including the Retiretm@avings and Stock Ownership Plan
described in Note 20) for eligible employees. Béaadfom pension plans, which cover substantiallgmployees, are based on an employ
compensation and years of service. When necegsamgion plans are funded by Armstrong. Postretinéinenefits are funded by Armstrong
on a pay-as-you-go basis, with the retiree payipgréion of the cost for health care benefits byanseof deductibles and contributions.
Armstrong announced in 1989 and 1990 a 15-yearepbatof its health care benefits for certain fattatirees. These future retirees include
parent company nonunion employees and some unipiogaes. Shares of RSSOP common stock were altbtatligible active employees
through June 2000, based on employee age andtpeaxpected retirement, to help
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employees offset their future postretirement mddioats. The RSSOP was amended in November 208@sfzend future allocations and in
December 2000, Armstrong used cash to fund thisfiien 2001, an equity share allocation was m@adall eligible active full-time
employees as of July 26, 2001. The allocation wadearas a result of Armstrong's forgiveness of laaosivable from the RSSOP.

Effective November 1, 2000, an amendment to th&é&eéent Income Plan (RIP), a qualified U.S. defibedefit plan, established an
additional benefit known as the ESOP Pension Acttwupartially compensate active employee andeaetiESOP shareholders for the decline
in the market value of AHI's stock. The effectluiftamendment had no material impact to the firenposition or results of operations in
2000, but increased the benefit obligation by $92illon and decreased the pension credit by $iillfon in 2001. The RIP document was
revised to reflect these changes.

The following tables summarize the balance shepaat as well as the benefit obligations, assetgldd status and rate assumptions
associated with the pension and postretirementfivgaens. The plan assets are primarily stockstualufunds and bonds. Included in these
assets were 1,426,751 shares of AHI common stogiaatend 2001 and 2000. The pension benefitsadigrts include both the RIP and the
Retirement Benefit Equity Plan, which is a nondfiedi, unfunded plan designed to provide pensiorefienin excess of the limits defined
under Sections 415 and 401(a)(17) of the IntermaieRue Code.

Retiree Health a nd Life
Pension Benefits Insurance Bene fits

U.S. defined-benefit plans (millions) 2001 2000 2001 2000
Change in benefit obligation:
Benefit obligation as of January 1 $1,1324 $1,079.4 $ 258.6 $ 233.3
Service cost 14.9 13.9 35 2.8
Interest cost 93.0 84.0 20.1 18.7
Plan participants' contributions -- -- 3.7 34
Plan amendments 79.6 25.8 -- -
Divestitures -- (4.0) - (0.1)
Effect of settlements -- (5.9) - -
Effect of special termination benefits 2.9 1.4 -- --
Actuarial gain 92.7 33.0 128.6 26.6
Benefits paid (91.1) (95.2) (29.9) (26.1)
Benefit obligation as of December 31 $1,3244 $1,1324 $ 384.6 $ 258.6
Change in plan assets:
Fair value of plan assets as of January 1 $1,790.6 $1,748.3 - -
Actual return on plan assets 32.9 137.9 - --
Divestitures -- 3.7) -- --
Effect of settlements -- (5.9) - -
Employer contribution 35 92 $ 26.2 $ 22.7
Plan participants' contributions -- 3.7 34
Benefits paid (91.1) (95.2) (29.9) (26.1)
Fair value of plan assets as of December 31 $1,7359 $1,7906 $ 0.0 $ 0.0
Funded status $ 4115 $ 6582 $(384.6) $ (258.6)
Unrecognized net actuarial loss (gain) (187.2) (422.7) 160.8 48.6
Unrecognized transition asset (2.1) (8.3) -- --
Unrecognized prior service cost (benefit) 148.5 86.1 9.9 (4.2)
Net amount recognized $ 370.7 $ 3133 $(2139) $ (214.2)
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The funded status of U.S. defined-benefit plans esrmined using the assumptions presented itabhe below.

Retiree Health and Li fe
Pension Benefits Insurance Benefits
U.S. defined-benefit plans 2001 2000 2001 2000
Weighted-average assumption as of
December 31:
Discount rate 7.00% 7.50% 7.00% 7.5 0%
Expected return on plan assets 8.75% 9.50% n/a n la
Rate of compensation increase 4.00% 4.25% 4.00% 4.2 5%
Amounts recognized in the consolidated balancetstoemsist of:
Retiree Health and Li fe
Pension Benefits Insurance Benefits
(millions) 2001 2000 2001 2000
Prepaid benefit costs $386.9 $333.6
Accrued benefit liability (30.4) (34.5) $(213.9) $(214. 2)
Intangible asset 1.2 1.6 -- - -
Other comprehensive income 13.0 12.6 -- - -
Net amount recognized $370.7 $313.3 $(213.9) $(214. 2)
Pension Benefits

U.S. pension plans with benefit obligations in exce ss of assets (millions) 2001 2000
Projected benefit obligation, December 31 $33.2 $44 7
Accrued benefit obligation, December 31 30.4 34 5

Fair value of plan assets, December 31 - -

The above table relates to the Retirement Bengfiiti Plan, which is a nonqualified, unfunded pthesigned to provide pension benefits in
excess of the limits defined under Sections 4154xida)(17) of the Internal Revenue Code.

The components of pension credit are as follows:

Pension Benefits

U.S. defined-benefit plans (millions) 2001 2000 19 99

Service cost of benefits earned during the year $ 149 $ 13.9 $1 6.7
Interest cost on projected benefit obligation 93.0 84.0 7 6.6
Expected return on plan assets (164.4) (153.6) (14 7.0)
Amortization of transition asset (6.2) (6.2) ( 6.2)
Amortization of prior service cost 17.5 11.9 1 0.0
Recognized net actuarial gain (11.6) (13.9) 1 7.3)
Net periodic pension credit $(56.8) $(639) $(6 7.2)

Costs for other funded and unfunded pension plare 11.8 million in 2001, $5.6 million in 2000 a®d.1 million in 1999.
The components of postretirement benefit cost aufellows:

Retiree Health and
Life Insurance Benefits

U.S. defined-benefit plans (millions) 2001 2000 19 99
Service cost of benefits earned during the year $ 35 $ 28 $ 3.2
Interest cost on accumulated postretirement benefit obligation 20.1 18.7 17.0
Amortization of prior service cost (benefit) 0.3 (0.9) (0.9)
Recognized net actuarial loss 2.2 1.0

Net periodic postretirement benefit cost $ 26.1 $ 21.6 $ 19.9
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For measurement purposes, an average rate of 18%alancrease in the per capita cost of coveretttheare benefits was assumed for 2(
decreasing 1% per year to an ultimate rate of 68sufed health care cost trend rates have a s@gmifgffect on the amounts reported for the
health care plans. A one-percentage-point changesamed health care cost trend rates would havieltbwing effects:

One percentage point

U.S. retiree health and life insurance benefit plan s (millions) Increase Decrea se
Effect on total of service and interest cost compon ents $ 24 $ (2 .0)
Effect on postretirement benefit obligation 36.5 (30 .8)

AHI has pension plans covering employees in a nurobforeign countries that utilize assumptionst i@ consistent with, but not identical
to, those of the U.S. plans. The following tablesimarize the balance sheet impact as well as thefibebligations, assets, funded status
rate assumptions associated with pension benefits.

Non-U.S. defined-benefit plans (millions)

Change in benefit obligation:

Benefit obligation as of January 1
Service cost

Interest cost

Plan participants' contributions

Plan amendments

Acquisitions

Divestitures

Effect of settlements

Effect of special termination benefits
Foreign currency translation adjustment
Actuarial loss (gain)

Benefits paid

Benefit obligation as of December 31

Change in plan assets:

Fair value of plan assets as of January 1
Actual return on plan assets
Acquisitions

Divestitures

Employer contributions

Plan participants' contributions

Effect of settlements

Foreign currency translation adjustment
Benefits paid

Fair value of plan assets as of December 31
Funded status

Unrecognized net actuarial gain
Unrecognized transition obligation (asset)

Unrecognized prior service cost

Net amount recognized

Pension Benefits

$290.8 $300.6

7.9 7.2
155 14.6
2.2 2.1
1.8 0.7

- 227

- (0.6)

- (33.6)
0.3 (0.7)
(11.2)  (24.9)

$179.2 $163.4

(18.1) 2.4
- 221
- (0.6)

11.8 44.4

2.2 2.1
- (33.6)
(4.7) (7.9)

(13.6)  (13.1)

$(128.5)  $(111.6)

135 (3.6)
0.2 (1.3)
5.7 3.9

$(109.1)  $(112.6)
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Amounts recognized in the consolidated balancetstoemsist of:

Pension Benefits

(millions) 2001 2000
Prepaid benefit cost $ 59 $ 56
Accrued benefit liability (121.3) (126.0)
Intangible asset 0.7 0.1
Other comprehensive income 5.6 7.7
Net amount recognized $(109.1) $(112.6)
Non-U.S. pension plans with benefit obligations Pension Benefits
in excess of assets (millions) 2001 2000
Projected benefit obligation, December 31 $ 1247 $ 1287
Accrued benefit obligation, December 31 119.5 124.3
Fair value of plan assets, December 31 2.3 2.7

The components of pension cost are as follows:

Non-U.S. defined-benefit plans (millions) 2001 2000 1999
Service cost of benefits earned during the year $ 79 $ 72 $ 84
Interest cost on projected benefit obligation 155 14.6 18.1
Expected return on plan assets (11.0) (9.9) (8.0)
Amortization of transition obligation 0.3 0.2 0.2
Amortization of prior service cost 0.4 1.0 0.4
Recognized net actuarial gain (0.2) (0.2) (0.2)
Net periodic pension cost $ 13.0 $ 13.0 $ 19.0

The funded status of Non-U.S. defined-benefit plaas determined using the following assumptions:

Pension Benefits

Non-U.S. defined-benefit plans 2001 2000
Weighted-average assumption as of December 31:

Discount rate 5.49% 5.69%
Expected return on plan assets 5.57% 6.43%
Rate of compensation increase 3.71% 3.85%
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NOTE 24. LEASES

AHI rents certain real estate and equipment. Séleases include options for renewal or purchasd,cntain clauses for payment of real
estate taxes and insurance. In most cases, managexrpects that in the normal course of businessds will be renewed or replaced by
other leases. As part of the Chapter 11 Case, AWt mlecide whether to assume, assume and assiggjedtr prepetition unexpired leases
and other prepetition executory contracts. AWI basn granted an extension until April 8, 2002 ey @ourt to make these decisions with
respect to prepetition unexpired leases of reglgmty and this date may be further extended. WWipect to prepetition executory contracts
and unexpired leases not related to real estatd,#/until confirmation of a reorganization plamtake these decisions unless such time is
shortened by the Court. The accompanying finarst&ements do not reflect any adjustment relategsamption or rejection of such
agreements.

Rental expense was $15.7 million in 2001, $17.Tionilin 2000 and $19.5 million in 1999. Future mimim payments at December 31, 2001,
by year and in the aggregate, having noncanceleh$e terms in excess of one year were as follows:

Capital  Operating

Scheduled minimum lease payments (millions) Leases Leases
2002 $1.3 $ 9.9
2003 14 7.3
2004 25 5.6
2005 15 3.2
2006 0.9 2.3
Thereafter 0.8 10.1
Total $84 $38.4

AHI has capital leases that have lease payment&xtend until 2018. Assets under capital leasesreniuded in the consolidated balance
sheets as follows:

(millions) 2001 2000
Land $ 38 $ 38
Building 4.1 45
Machinery 26.1 26.2
Less accumulated amortization (10.0) (12.1)
Net assets $240 $ 224

NOTE 25. SHAREHOLDERS' EQUITY
Treasury share changes for 2001, 2000 and 199%sdm@lows:

Years ended December 31 (thousands) 2001 2000 1999
Common shares
Balance at beginning of year 11,034.3 11,628.7 11,856.7
Stock purchases 145.3 90.8 33.8
Stock issuance activity, net (3.0) (685.2) (261.8)
Balance at end of year 11,176.6 11,034.3 11,628.7

Stock purchases include small unsolicited buybaélshares, shares received under share tax witinigolchnsactions and open market
purchases of stock through brokers.
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The balance of each component of accumulated otmprehensive loss as of December 31, 2001 and ZDpfesented in the table below.

(millions) 2001 2000
Foreign currency translation adjustments $326 $29.3
Derivative loss, net 3.3 -
Unrealized loss on available for sale securities - 2.0
Minimum pension liability adjustments 11.2 13.9
Total $471 $45.2

The related tax effects allocated to each compowienther comprehensive income (loss) are presenttitk table below.

(millions) Pre-tax Tax After tax
---------- amount  Benefit amount

Foreign currency translation adjustments $33) $ -- $ (3.3)
Derivative loss, net (5.1) 1.8 (3.3)
Impairment loss on available for sale securities 2.0 -- 2.0
Minimum pension liability adjustments 0.9 1.8 2.7
Total $(55 $ 36 $ (1.9

NOTE 26. SUPPLEMENTAL FINANCIAL INFORMATION

(millions)

Selected operating expenses 2001 2000 1999
Maintenance and repair costs $112.2 $1146 $ 1131
Research and development costs 56.3 60.3 48.9
Advertising costs 49.8 43.7 47.0

Other expense (income), net

Interest and dividend income $ (28 $(556) $ (2.1)
Loss (gain) on sale of businesses, net 0.3 (60.2) (1.0)
Demutualization proceeds (3.5) (5.2) (2.6)
Foreign currency transaction gain (0.5) (7.0) (0.2)
Impairment loss on available for sale securities 3.2 -- --
Impairment of note receivable from previous divesti ture 2.0 -- -
Other 0.1 1.3 0.7)
Total $ (1.2) $(76.7) $(6.6)

NOTE 27. SUPPLEMENTAL CASH FLOW INFORMATION

(millions) 2001 2000 1999
Interest paid $ 9.2 $1015 $ 1045
Income taxes paid 13.3 14.7 48.2
Acquisitions:

Fair value of assets acquired $ 06 $556 $ 38

Cost in excess of net assets acquired 5.0 -- --

Less:

Net assets in excess of consideration - 24.2 -

Liabilities assumed - 24.9 -
Cash paid, net of cash acquired $ 56 $65 $ 38
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NOTE 28. LITIGATION AND RELATED MATTERS

Asbestos-related litigation

AWI is a defendant in personal injury claims andgarty damage claims related to asbestos contapgmodycts. On December 6, 2000, AWI
filed a voluntary petition for relief ("the Filing'under Chapter 11 of the U.S. Bankruptcy Codesmthe court supervised reorganization
process to achieve a final resolution of its agisekability.

Background
AWI's involvement in asbestos litigation relatesyarily to its participation in the insulation coatting business. From around 1910 to 1933,

AWI manufactured and installed some high-tempeeatusulation products, including some that conthiagbestos. In 1939, AWI expanded
its contract installation service to provide a geeaange of high and low temperature contractamgises to its customers. AWI generally
manufactured its own low temperature insulatiordpads, but did not manufacture the high tempergtuwducts used in its contracting
operations. Some of the high temperature productéshed and installed in the contracting operatioontained asbestos.

Effective January 1, 1958, AWI separated its insoacontracting business into a separate, indegrgrslibsidiary, Armstrong Contracting
and Supply Corporation ("ACandS"). From Januar¥958 through August 31, 1969, ACandS operated &sd@pendent subsidiary in the
insulation contracting business. During this tinegipd, AWI licensed certain tradenames and tradksnar ACandS, which ACandS placed
on certain insulation products manufactured by sth®ther than two specific products, AWI did namafacture or sell any asbestos-
containing thermal insulation products during fsiod. In August 1969, AWI sold the ACandS sulaigito a group of ACandS
management employees and ACandS continues to eprdapendently as a subsidiary of Irex Corpora#dfVl had no involvement with
any asbestos-containing insulation materials 4f&9.

In addition, AWI manufactured some resilient flogrithat contained encapsulated asbestos untikttiye E980's. AWI also manufactured
some gasket materials that contained encapsulabegi@s until the mid-1980's.

AsbestosRelated Personal Injury Claims

Before filing for relief under the Bankruptcy Code)VI pursued broad-based settlements of asbestat®edepersonal injury claims through
the Center for Claims Resolution (the "Center")eTenter had reached Strategic Settlement Prod@&#P() agreements with law firms that
covered approximately 130,000 claims that named A% defendant. As a result of the Filing, AWB§gations with respect to payments
called for under these settlements will be deteeahiim its Chapter 11 Case.

Due to the Filing, holders of asbestos-relatedgekinjury claims are stayed from continuing tog®cute pending litigation and from
commencing new lawsuits against AWI. In additioWyAceased making payments with respect to asbestated personal injury claims,
including payments pursuant to the outstanding &BBements. A separate creditors' committee repiagethe interests of asbestos persi
injury claimants has been appointed in the ChahteCase.

AWI's present and future asbestos liability willdddressed in its Chapter 11 Case rather thanghrine Center and a multitude of lawsuits
in different jurisdictions throughout the U.S. A\bklieves that the Chapter 11 process providegtlit thie opportunity to comprehensively
address its asbestos-related personal injury iligliil one forum. It is anticipated that all presand future asbestos-related personal injury
claims will be resolved in the Chapter 11 Case.

AsbestosRelated Personal Injury Liability

In evaluating its estimated asbestekated personal injury liability prior to the Fii, AWI reviewed, among other things, recent arstohnical
settlement amounts, the incidence of past and tetams, the mix of the injuries and occupatiohthe plaintiffs, the number of cases
pending against it and the status and resultsa#dbased settlement discussions. Based on thewe&W!I estimated its cost to defend and
resolve probable asbestos-related personal injamns. This estimate was highly uncertain due ®lifmitations of the available data and the
difficulty of forecasting with any certainty the merous variables that could affect the range ofi#imlity.

AWI believes the range of probable and estimalliility is more uncertain now than previously. Tdhare significant differences in the way
the asbestos-related personal injury claims magdoleessed under the bankruptcy process when codatige tort system. Accordingly,
AWI currently is unable to ascertain how prior esigrce with the number of claims and the amountettde claims will impact its ultimate
liability in the context of its Chapter 11 Case.
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As of September 30, 2000, AWI had recorded a lighif $758.8 million for its asbestos-related meral injury liability that it determined
was probable and estimable through 2006. Due tinttieased uncertainty created as a result of ithrggFno change has been made to the
previously recorded liability except to record paynms of $68.2 million against that accrual in Oetohnd November 2000. The asbestos-
related personal injury liability balance recor@g@december 31, 2001 and December 31, 2000 is &®8illion, which is recorded in
liabilities subject to compromise. Due to the utaieties created as a result of the Filing and toaiability may be resolved, it is not
possible to reasonably estimate the ultimate ligbil is likely, however, that the actual lialyliwill be significantly higher than the recorded
liability. As the Chapter 11 Case proceeds, theoeikl be more clarity as to the extent of the ligbi

Collateral Requirements

During 2000, AWI had secured a bond for $56.2 onillto meet minimum collateral requirements esthbtisby the Center with respect to
asbestos-related personal injury claims assertathstgAWI. On October 27, 2000, the insurance comyghat underwrote the surety bond
informed AWI and the Center of its intention notrémew the surety bond effective February 28, 2@l February 6, 2001, the Center
advised the surety of the Center's demand for payofeahe face value of the bond. The surety faemotion with the Court seeking to
restrain the Center from drawing on the bond. Tl#ion was not granted. On March 28, 2001, the gdiled an amended complaint in the
Court seeking similar relief. The Center has fiethotion to dismiss the amended complaint. The Qs not yet ruled on the Center's
motion or the complaint. In addition, on April 2001, AWI filed a complaint and a motion with theutt seeking an order, among other
things, enjoining the Center from drawing on thadbor, in the event the Center is permitted to doavthe bond, requiring that the proceeds
of any such draw be deposited into a Court-appraeedunt subject to further order of the Court.ély, Judge Alfred M. Wolin of the
Federal District Court for the District of New Jeyswho is also presiding over AWI's Chapter 11eCasdicated he would determine these
matters. Judge Wolin has not yet ruled on theséensat

AsbestosRelated property Damage Litigation

Over the years, AWI was one of many defendantslestos-related property damage claims that wiekk fy public and private building
owners, with six claims pending as of June 30, 200 previous claims that were resolved prioh®Filing resulted in aggregate indemnity
obligations of less than $10 million. To date,plments of these obligations have been entirelgrenl by insurance. The pending cases
present allegations of damage to the plaintiffddings caused by asbestos-containing productgendrally seek compensatory and punitive
damages and equitable relief, including reimbursgraéexpenditures for removal and replacemenuchsroducts. In the second quarter of
2000, AWI was served with a lawsuit seeking clasification of Texas residents who own propertyimasbestos-containing products. This
case includes allegations that AWI asbestos-contaproducts caused damage to buildings and géneegks compensatory damages and
equitable relief, including testing, reimbursemfemtremoval and diminution of property value. AWgarously denies the validity of the
allegations against it in these actions and, inemnt, believes that any costs will be coverethbyrance. Continued prosecution of these
actions and the commencement of any new asbegipenty damage actions are stayed due to the Fllinglarch 2002, the Court allowed
certain alleged holders of asbestos property darolages to file a class proof of claim against AWhon such filing, the Court will later
determine whether the proposed class should bdiegriConsistent with prior periods and due tor@ased uncertainty, AWI has not recor
any liability related to these claims as of Decenfilg 2001. See Note 1 for further discussion efgifoperty damage claims received by the
August 31, 2001 claims bar date in the Chapter 44eCA separate creditors' committee represertim@terests of property damage asbe
claimants has been appointed in the Chapter 11. Case

Insurance Recovery Proceedings

A substantial portion of AWI's primary and excessiaining insurance asset is nonproducts (genataliti) insurance for personal injury
claims, including among others, those that invaliteged exposure during AWI's installation of asbgsnsulation materials. AWI has ente
into settlements with a number of the carriersIkésg its coverage issues. However, an alternatigpute resolution ("ADR") procedure is
under way against certain carriers to determing#teentage of resolved and unresolved claimsatfeatonproducts claims, to establish the
entitlement to such coverage and to determine venethd how much reinstatement of prematurely exbdysoducts hazard insurance is
warranted. The nonproducts coverage potentialljl@e is substantial and includes defense costsldition to limits.

During 1999, AWI received preliminary decisiongli initial phases of the trial proceeding of tHeR\ which were generally favorable to
AWI on a number of issues related to insurance iamee However, during the first quarter of 200heav trial judge was selected for the
ADR. The new trial judge conducted hearings in 286d determined not to rehear matters decidedéprivious judge. In the first quarter
of 2002, the new trial judge concluded the ADR
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trial proceeding with findings in favor of AWI omstantially all key issues. The trial proceedisgubject to an appeal as part of the ADR
process. One of the insurance carriers, Reliarsgrémce Company, was placed under an order of itéattn by a state insurance
department during May 2001 and an order of liquéagetiuring October 2001.

Another insurer (Century Indemnity Company), whevpously settled its coverage issues with AWI, imegle some of its required payments
under the settlement to a trust of which AWI iseaéficiary. During January 2002, this insurer filmdadversary action in AWI's Chapter 11
Case. Among other things, the action requests thet@ (1) declare that the settlement agreenseaih iexecutory contract and to compel
assumption or rejection of the agreement; (2) dedlzat the insurer need not make its present@nidef scheduled payments unless AWI
assumes the agreement; (3) declare that the insugatitled to indemnification from AWI againstyalabilities that the insurer may incur in
certain unrelated litigation in which the insurginvolved; and (4) enjoin the disposition of funmteviously paid by the insurer to the trust
pending an adjudication of the insurer's rights. [AMieves it is highly unlikely the insurer wiltgvail in this matter.

Insurance Asset

An insurance asset in respect of asbestos persgmal claims in the amount of $214.1 million icoeded as of December 31, 2001 comp
to $268.3 million as of December 31, 2000. The ctidn is due to cash receipts during the secondfzsindl quarters of 2001 and
management's current assessment of probable imguracoveries, which included the order of liquiolafor Reliance Insurance Company.
Of the total recorded asset at December 31, 2@irpaimately $49.0 million represents partial settent for previous claims that will be
paid in a fixed and determinable flow and is reporat its net present value discounted at 6.50%.tdtal amount recorded reflects AWI's
belief in the availability of insurance in this aom, based upon AWI's success in insurance re@sjaecent settlement agreements that
provide such coverage, the nonproducts recoveyiegher companies and the opinion of outside cdufaech insurance is either available
through settlement or probable of recovery throngdotiation, litigation or resolution of the ADRgaess. Depending on further progress of
the ADR, activities such as settlement discussiatis insurance carriers party to the ADR and thoseparty to the ADR, the final
determination of coverage shared with ACandS (¢ineé&r AWI insulation contracting subsidiary thatsaspld in August 1969) and the
financial condition of the insurers, AWI may reviseestimate of probable insurance recoveries.régmately $82 million of the $214.1
million asset is determined from agreed coverag#ane and is therefore directly related to the amof the liability. Of the $214.1 million
asset, $22.0 million has been recorded as a cuasset as of December 31, 2001 reflecting managénestimate of the minimum insurance
payments to be received in the next 12 months.

A significant part of the recorded asset relatesasarance that AWI believes is probable and welldbtained through settlements with the
various carriers. Due to the Filing, the settlenfgotess may be delayed, pending further clarificads to the asbestos liability. While AWI
believes the Chapter 11 process will strengthepdsstion on resolving disputed insurance and rhayefore result in higher settlement
amounts than recorded, there has been no incredise recorded amounts due to the uncertaintiegezidy the Filing. Accordingly, this
asset could also change significantly based upentewvhich occur in the Court. Management estimtiigsthe timing of future cash
payments for the recorded asset may extend beyoyddrs.

Cash Flow Impact

As a result of the Chapter 11 Filing, AWI did noake any payments for asbestetated claims in December 2000 and all of 2001hénfirst
eleven months of 2000, AWI paid $226.9 million &mbestos-related claims. AWI received $32.2 millloasbestos-related insurance
recoveries during 2001 compared to $27.7 millio2000. During the pendency of the Chapter 11 C&¥4,does not expect to make any
further cash payments for asbestos-related cldiotsAWI expects to continue to receive insuranaxeeds under the terms of various
settlement agreements.

Conclusion

Many uncertainties exist surrounding the finanoigbact of AWI's involvement with asbestos litigatiorhese uncertainties include the
impact of the Filing and the Chapter 11 process nilmber of future claims to be filed, the impédcamy potential legislation, the impact of
the ADR proceedings on the insurance asset anfihtéimecial condition of AWI's insurance carriers. AWas not revised its previously
recorded liability for asbestos-related person@lrinclaims. During 2001, AWI reduced its previoustcorded insurance asset by $32.2
million for cash receipts and by $22.0 million faanagement's current assessment of probable itguracoveries. The $22.0 million
reduction was recorded as a charge for asbestibityianet, in the accompanying consolidated staat of earnings. AWI will continue to
review its asbestos-related liability periodicalythough it is likely that no changes will be madehe liability until later in the Chapter 11
Case as significant developments arise. Althougrestimable, it is likely that AWI's total exposureasbestos-related personal injury claims
will be significantly higher than the
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recorded liability. Any adjustment to the estimaliedility or insurance asset could be materiahe financial statements.
Environmental Matters

Most of Armstrong's manufacturing and certain ofmAtrong's research facilities are affected by veri@deral, state and local environmental
requirements relating to the discharge of matedalhe protection of the environment. Armstrong heade, and intends to continue to make,
necessary expenditures for compliance with appliécabvironmental requirements at its operatinglifaas. Armstrong incurred capital
expenditures of approximately $8.4 million in 20886,2 million in 2000 and $5.5 million in 1999 askded with environmental compliance
and control facilities. Armstrong anticipates thahual expenditures for those purposes will nohgbanaterially from recent experience.
Armstrong does not anticipate that it will incugmificant capital expenditures in order to meetrgguirements of the Clean Air Act of 1990
and the final implementing regulations promulgdtgdrarious state agencies. However, applicableireauents under the Clean Air Act and
other federal and state environmental laws contiowgange. Until all new regulatory requirementsknown, Armstrong cannot predict w
certainty future capital expenditures associatat m@mpliance with environmental requirements.

As with many industrial companies, Armstrong isreutly involved in proceedings under the Comprehengnvironmental Response,
Compensation and Liability Act ("Superfund"), arichar state laws at approximately 22 sites. In huases, Armstrong is one of many
potentially responsible parties ("PRPs") who haoteptial liability for the required investigatioméremediation of each site and who, in
some cases, have agreed to jointly fund that reduitvestigation and remediation. With regard tmsites, however, Armstrong disputes
the liability, the proposed remedy or the proposest allocation among the PRPs. Armstrong may feds@ rights of contribution or
reimbursement from other parties or coverage uagplicable insurance policies. Armstrong has alsentremediating environmental
contamination resulting from past industrial adivat certain of its former plant sites. AWI's pagmts and remediation work on such sites for
which AWI is the potentially responsible party isder review in light of the Chapter 11 Filing. Tier date for claims from several
environmental agencies has been extended inteettund quarter of 2002.

Estimates of Armstrong's future environmental ligpat any of the Superfund sites or current anfer plant sites are based on evaluatior
currently available facts regarding each individsied and consider factors such as Armstrong'siieti in conjunction with the site, existing
technology, presently enacted laws and regulatmaisprior company experience in remediating comateid sites. Although current law
imposes joint and several liability on all part&sany Superfund site, Armstrong's contributiothi® remediation of these sites is expected to
be limited by the number of other companies algntified as potentially liable for site costs. Ageault, Armstrong's estimated liability
reflects only Armstrong's expected share. In deit@ng the probability of contribution, Armstrongresiders the solvency of the parties,
whether liability is being disputed, the terms ny &xisting agreements and experience with similatters. The Chapter 11 Case also may
affect the ultimate amount of such contributions.

Liabilities of $16.6 million at December 31, 2001da$15.4 million at December 31, 2000 were for pti& environmental liabilities that
Armstrong considers probable and for which a realstenestimate of the probable liability could bedmaWNhere existing data is sufficient to
estimate the liability, that estimate has been uséére only a range of probable liability is aabile and no amount within that range is more
likely than any other, the lower end of the range heen used. As assessments and remediationi@stpriogress at each site, these liabilities
are reviewed to reflect additional information elseécomes available. Due to the Chapter 11 Filiég4 million of the December 31, 2001 ¢
December 31, 2000 environmental liabilities aresiféed as prepetition liabilities subject to commise. As a general rule, such prepetition
liabilities that do not preserve company assetadozessed in the Chapter 11 Case.

The estimated liabilities do not take into accoamy claims for recoveries from insurance or thiagties. Such recoveries, where probable,
have been recorded as an asset in the consoliilaéedial statements and are either available tjin@ettlement or anticipated to be
recovered through negotiation or litigation.

Actual costs to be incurred at identified sites magy from the estimates, given the inherent uageties in evaluating environmental
liabilities. Subject to the imprecision in estirmafienvironmental remediation costs, Armstrong ebethat any sum it may have to pay in
connection with environmental matters in exceshefamounts noted above would not have a matehiadrae effect on its financial
condition, liquidity or results of operations, altigh the recording of future costs may be matésiaarnings in such future period.
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Other Litigation

About 350 former Armstrong employees that were s&pd in two divestitures in 2000 have brought gprted class action against the
Retirement Committee of AWI, named and unnamed neesbf the Retirement Committee, and the Retirei8anings and Stock Ownersl|
Plan (RSSOP). The case is pending in the UnitegSfaistrict Court (Eastern District of PA). A slari proof of claim has been filed against
AWI in the Chapter 11 Case. Plaintiffs allege breaEEmployee Retirement Income Security Act (ERJ$8uciary duties and other
violations of ERISA pertaining to losses in theB&OP accounts, which were invested in Armstrongnsomstock. Losses are alleged to be
in the range of several million dollars. AHI beles/there are strong substantive defenses to #gaétns.

NOTE 29 - DIFFERENCES BETWEEN ARMSTRONG HOLDINGS INC. AND AR MSTRONG WORLD

INDUSTRIES, INC.

The difference between the financial statemensHtifand Armstrong is primarily due to transactighat occurred in 2000 related to the
formation of Armstrong Holdings, Inc. and stockiwity.

NOTE 30. EARNINGS (LOSS) PER SHARE FROM CONTINUING OPERATIONS

The table below provides a reconciliation of thenewators and denominators of the basic and dilp¢edhare calculations for net earnings
(loss). The diluted earnings (loss) per share caations for 2000 and 1999 use the basic numbehnaries due to the loss from continuing
operations.

Net Per share

Millions except for per-share data Earnings/(Loss) Shares Amount
For the y ear ended 2001

BASIC EARNINGS PER SHARE

Earnings from continuing operations $ 732 40.5 $ 181

DILUTED EARNINGS PER SHARE

Dilutive options 0.3 (0.02)

Earnings from continuing operations $ 732 40.8 $ 1.79
For they ear ended 2000

BASIC LOSS PER SHARE

Loss from continuing operations $ (85.1) 40.2 $ (2.12)

DILUTED LOSS PER SHARE

Dilutive options 0.3

Loss from continuing operations $ (85.1) 40.5 $ (2.12)
For the y ear ended 1999

BASIC LOSS PER SHARE

Loss from continuing operations $ (16.2) 39.9 $ (0.41)

DILUTED LOSS PER SHARE

Dilutive options 0.3

Loss from continuing operations $ (16.2) 40.2 $ (0.41)
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NOTE 31. PREFERRED STOCK PURCHASE RIGHTS PLAN

AHI has a shareholder rights plan under a RighteeAment dated as of March 14, 2000 and in connethierewith distributed one right for
each share of its common stock outstanding. Inrgértbe rights become exercisable at $300 pet fagha fractional share of a new series of
Class A preferred stock 10 days after a persomaupg other than certain affiliates of AHI eitheqaires beneficial ownership of shares
representing 20% or more of the voting power of MHbannounces a tender or exchange offer that desldt in such person or group
beneficially owning shares representing 28% or nadithe voting power of AHI. If thereafter any pensor group becomes the beneficial
owner of 28% or more of the voting power of AHI,ibAHI is the surviving company in a merger wittparson or group that owns 20% or
more of the voting power of AHI, then each ownerafght (other than such 20% shareholder) wouldri#led to purchase shares of
company common stock having a value equal to ttfieg=xercise price of the right. Should AHI be acegliin a merger or other business
combination, or sell 50% or more of its assetsasnimgs power, each right would entitle the hokdepurchase, at the exercise price, common
shares of the acquirer having a value of twiceettercise price of the right. The exercise price determined on the basis of the Board's \

of the long-term value of AHI “s common stock. Thghts have no voting power nor do they entitleofdlr to receive dividends. At AHI's
option, the rights are redeemable prior to becomexgycisable at five cents per right. The rightgiexon March 21, 2006, unless extended or
earlier redeemed by the AHI Board of Directors.
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Independent Auditors' Report
The Board of Directors and Shareholders, Armstitdolglings, Inc.:

We have audited the accompanying consolidated dinhstatements of Armstrong Holdings, Inc. andssdiaries ("the Company”) as listed
in the accompanying index on page 41. In connedatiitim our audits of the consolidated financial stagnts, we also have audited the
financial statement schedule as listed in the apamying index on page 41. These consolidated finhs@atements and financial statement
schedule are the responsibility of the Company'sagament. Our responsibility is to express an opinin these consolidated financial
statements and financial statement schedule basedraaudits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAsnerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6ig statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of
Armstrong Holdings, Inc. and subsidiaries as ofémweler 31, 2001 and 2000, and the results of tipeirations and their cash flows for each
of the years in the three-year period ended Deceihe2001, in conformity with accounting principlgenerally accepted in the United
States of America. Also, in our opinion, the retefimancial statement schedule, when considereedl@tion to the basic consolidated finan
statements taken as a whole, presents fairly] imatierial respects, the information set forth éirer

The accompanying consolidated financial statemiese been prepared assuming that the Companyamilintie as a going concern. As
discussed in Note 1 of the consolidated finandatkesnents, three of the Company's domestic subigdjancluding Armstrong World
Industries, Inc., the Company's major operatingsgliary, filed separate voluntary petitions forigéunder Chapter 11 of the United States
Bankruptcy Code in the United States Bankruptcyr€Con December 6, 2000. Armstrong World Industrias, has also defaulted on certain
debt obligations. Although these operating subsgilaare currently operating their businesses bodgin-possession under the jurisdiction
of the Bankruptcy Court, the continuation of thailsinesses as going concerns is contingent upamnguother things, the ability to formulate
a plan of reorganization which will gain approvétite creditors and confirmation by the BankrupBuurt. The filing under Chapter 11 and
the resulting increased uncertainty regarding thm@any's potential asbestos liabilities, as disiss Note 28 of the consolidated financial
statements, raise substantial doubt about the Goytyability to continue as a going concern. Thepatpanying consolidated financial
statements and financial statement schedule dmdotde any adjustments that might result fromdbteome of these uncertainties.

/sl KPMG LLP

February 22, 2002
Phi | adel phi a, Pennsyl vani a
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Armstrong World Industries, Inc., and Subsidia@msolidated Statements of Earnings

(in millions, except per share amounts)

Years Ended December 31
2001 2000 1999

Net sales $ 3,135.4 $3,249.4 $3,322.9
Cost of goods sold 2,361.8 2,384.8 2,290.5
Gross profit 773.6 864.6 1,032.4
Selling, general and administrative expenses 596.2 596.7 607.8
Charge for asbestos liability, net 220 236.0 3354
Restructuring and reorganization charges (reversals ), net 9.0 18.8 (1.4)
Goodwill amortization 22.8 23.9 25.5
Equity (earnings) from affiliates, net (16.5) (18.0) (16.8)
Operating income 140.1 7.2 81.9
Interest expense (unrecorded contractual interest o f $86.0, $6.0 and $0.0) 13.1 1029 105.2
Other (income), net (1.2) (76.7) (6.6)
Income (loss) from continuing operations before Cha pter 11 reorganization costs

and income tax expense (benefit) 128.2  (19.0) (16.7)
Chapter 11 reorganization costs, net 125 103.3 -
Earnings (loss) from continuing operations before i ncome tax expense (benefit) 115.7 (122.3) (16.7)
Income tax expense (benefit) 425 (36.8) (0.5)
Earnings (loss) from continuing operations $ 73.2 $ (85.5) $ (16.2)
Income from discontinued operations, net of tax of $0.0, $3.9 and $15.4, respectively - 6.3 30.5
Gain (loss) on sale of discontinued operations, net of tax of $0.0 and $39.2, respectively (1.1) 1148 -
Net loss on expected disposal of discontinued opera tions, net of tax of $0.0 and $10.7, respectively (3.3) (23.8) -
Net reversal of loss on discontinued operations no longer to be disposed, net of tax of $10.7 24.0 - -
Earnings from discontinued operations 19.6 97.3 30.5

©

Net earnings 928 $ 118 $ 143

See accompanying notes to consolidated finana#tsients beginning on page 86.
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Armstrong World Industries, Inc., and Subsidia@msolidated Balance Sheets

(amounts in millions, except share and per sha@uats)

As of Decem ber 31,
Assets 2001 2000
Current assets:
Cash and cash equivalents $ 2774 $ 159.1
Accounts and notes receivable, net 316.5 369.0
Inventories, net 443.1 399.9
Deferred income taxes 115 10.0
Other current assets 65.8 84.0
Total current assets 1,114.3 1,022.0
Property, plant and equipment, less accumulated dep reciation and
amortization of $1,143.3 and $1,091.0, respec tively 1,283.7 1,321.0
Insurance receivable for asbestos-related liabiliti es, noncurrent 192.1 236.1
Prepaid pension costs 3911 337.4
Investment in affiliates 39.6 37.3
Goodwill, net 822.8 846.0
Other intangibles, net 89.0 92.7
Deferred income tax assets, noncurrent - 6.8
Other noncurrent assets 101.8 105.9
Total assets $4,0344 $ 4,005.2
Liabilities and Shareholder's Equity
Current liabilities:
Short-term debt $ 189 $ 35.9
Current installments of long-term debt 6.1 18.5
Accounts payable and accrued expenses 298.6 292.0
Short-term amounts due to affiliates 8.4 2.4
Income taxes 41.0 32.2
Accrued loss on expected disposal of disconti nued operations - 34.5
Total current liabilities 373.0 415.5
Liabilities subject to compromise 2,362.2 2,389.9
Long-term debt, less current installments 50.3 56.9
Postretirement and postemployment benefit liabiliti es 242.7 244.8
Pension benefit liabilities 147.2 156.8
Other long-term liabilities 84.6 77.9
Deferred income taxes 18.4 -
Minority interest in subsidiaries 8.8 6.9
Total noncurrent liabilities 2,914.2 2,933.2
Shareholder's equity:
Common stock, $1 par value per share
Authorized 200 million shares; issued 51,8 78,910 shares 51.9 51.9
Capital in excess of par value 173.2 173.4
Reduction for ESOP loan guarantee (142.2) (142.2)
Retained earnings 1,239.9 1,147.1
Accumulated other comprehensive loss (47.1) (45.2)
Less common stock in treasury, at cost
2001 and 2000 - 11,393,170 shares (528.5) (528.5)
Total shareholder's equity 747.2 656.5
Total liabilities and shareholder's e quity $4,034.4 $ 4,005.2

See accompanying notes to consolidated finana#tsients beginning on page 86.
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Common stock, $1 par value:

Balance at beginning and end of year

Capital in excess of par value:

Balance at beginning of year
Stock issuances and other
Contribution of treasury stock to ESOP

Balance at end of year

Reduction for ESOP loan guarantee:

Balance at beginning of year

Principal paid

Loans to ESOP

Interest on loans to ESOP
Contribution of treasury stock to ESOP
Impairment of 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 ESOP c

Total

Less rights redemptions

Less common stock dividends (per share
$0.00 in 2001; $1.44 in 2000; $1.92 in 1999)

Balance at end of year

Accumulated other comprehensive income (loss):

Balance at beginning of year
Foreign currency translation adjustments
Derivative loss, net
Impairment loss on available for sale securities
Unrealized loss on available for sale securities
Minimum pension liability adjustments

Total other comprehensive income (loss)

Balance at end of year

Comprehensive income (loss)

Balance at beginning of year

Stock purchases

Stock issuance activity, net
Contribution of treasury stock to ESOP

Balance at end of year

Total shareholder's equity

(amounts in millions, except per share amounts)

2001

$1,147.1

Armstrong World Industries, Inc., and Subsidia@mnsolidated Statements of Shareholder's Equity

2000

$ (190.3)
13.2
(7.3)
(1.1)
(4.1)
433
41

$1,196.2

928 $ 92.8 11.8

ommon shares -

$ (45.2)
(3.3)
(3.3)
2.0

2.7

12

$1,209.2
2.0

$ (16.5)
(17.2)

(2.0)
©5)
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See accompanying notes to consolidated finana#tsients beginning on page 86.

$(199.1)
233
(12.8)
(1.3)
(5.8)

5.4

$1,257.0
$ 118 143 $143
18

$ (25.4)
(3.4)



Armstrong World Industries, Inc., and Subsidia@nsolidated Statements of Cash Flows

Cash flows from operating activities:

Net earnings

Adjustments to reconcile net earnings to net cash
provided by operating activities:
Depreciation and amortization, continuing opera
Depreciation and amortization, discontinued ope
Loss (gain) on sale of businesses, net
Reversal of loss on expected disposal of discon
Deferred income taxes
Equity (earnings) from affiliates, net
Chapter 11 reorganization costs, net
Chapter 11 reorganization costs payments
Restructuring and reorganization charges (rever
Restructuring and reorganization payments
Recoveries (payments) for asbestos-related clai
Charge for asbestos liability, net
Impairment of long-lived assets
Decrease in net assets of discontinued operatio

Changes in operating assets and liabilities net of

reorganizations, restructuring, acquisitions an
(Increase)/decrease in receivables
(Increase)/decrease in inventories
(Increase)/decrease in other current assets
(Increase) in other noncurrent assets
Increase/(decrease) in accounts payable and acc
Increase/(decrease) in income taxes payable
Increase/(decrease) in other long-term liabilit
Other, net

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property, plant and equipment, conti
Purchases of property, plant and equipment, disco
Investment in computer software
Acquisitions, net of cash acquired
Distributions from equity affiliates
Proceeds from the sale of businesses
Proceeds from the sale of assets

(amounts in millions)

tions
rations

tinued business

sals)
ms, net
ns

effects of
d dispositions

rued expenses

ies

nuing operations
ntinued operations

Net cash provided by (used for) investing activitie s

Cash flows from financing activities:
Increase/(decrease) in short-term debt, net
Issuance of long-term debt
Payments of long-term debt
Cash dividends paid
Purchase of common stock for the treasury, net
Proceeds from exercised stock options
Other, net

Net cash used for financing activities

Effect of exchange rate changes on cash and cash eq uivalents

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

85

3

(a1

See accompanying notes to consolidated finana#tsients beginning on page 86.

Years Ended December 31,

1 2000 1999
28 $ 118 $ 14.3
6.8 1644 1584

- 41 108
0.9 (183.9) (1.0)
1.4) - -
3.7 (357) (38.3)
6.5 (18.0) (16.8)
25 1033 -
5.0) (2.6) -
9.0 188  (1L4)
41) (7.9 (16.9)
22 (199.2) (114.4)
20 2360 3354
8.4 - -

- - 0.6
53 372 (23.1)
0.2) 138  (9.9)
39 (126) 301
0.4) (41.6) (52.6)
06 (758) 86.0
01 276 (12.2)
3.7 (7.0 151
78 151  (16.6)
21 278 3475
2.9) (147.1) (175.0)

- (30) (8.6)
49) (1200 (11.6)
56) (65) (3.8)
35 127 408

- 3299 883
6.0 5.3 7.9
3.9) 1793  (62.0)
58) 160  (69.7)

- 3.4 200.0
7.6) (36.3) (332.4)

- (58.1) (76.9)

- @e  (13)

- 0.1 1.2
45 56  (28)

74 $ 1591 $ 26.6




Armstrong World Industries, Inc. and Subsidiariegés to Consolidated Financial Statements

NOTE 1. BUSINESS AND CHAPTER 11 REORGANIZATION

Armstrong World Industries, Inc. ("AWI") is a Peryhgania corporation incorporated in 1891, whichdtiger with its subsidiaries is referred
to here as "Armstrong". Through its U.S. operatiand U.S. and international subsidiaries, Armstrédesjgns, manufactures and sells
flooring products (resilient, wood, carpeting apass flooring) as well as ceiling systems, arothrelworld. Armstrong products are sold
primarily for use in the finishing, refurbishinganrepair of residential, commercial and institutibbuildings. Armstrong also designs,
manufactures and sells kitchen and bathroom cabinet

Armstrong Holdings, Inc. (which together with itsbsidiaries is referred to here as "AHI") is thdlly held parent holding company of
Armstrong. Armstrong Holdings, Inc. became the pacempany of Armstrong on May 1, 2000, followingVAshareholder approval of a
plan of exchange under which each share of AWl awematically exchanged for one share of Armstidotglings, Inc. Armstrong
Holdings, Inc. was formed for purposes of the skeehange and holds no other significant assetp@rations apart from AWI and AWI's
subsidiaries. Stock certificates that formerly esgnted shares of AWI were automatically convartixcertificates representing the same
number of shares of Armstrong Holdings, Inc. Thbljgly held debt of AWI was not affected in therigaction.

Proceedings under Chapter 11

On December 6, 2000, AWI, the major operating siliasy of AHI, filed a voluntary petition for religfthe Filing") under Chapter 11 of the
U.S. Bankruptcy Code ("the Bankruptcy Code") in tthated States Bankruptcy Court for the DistricDelaware (the "Court") in order to
use the court-supervised reorganization proceashi@ve a resolution of its asbestos liability.cM8ing under Chapter 11 were two of
Armstrong's wholly-owned subsidiaries, Nitram Lidaiors, Inc. ("Nitram") and Desseaux CorporatioMNofth America, Inc. ("Desseaux,"
and together with AWI and Nitram, the "Debtors"helChapter 11 cases are being jointly administenelér case numbers 00-4469,8D0¢0,
and 00-4471 (the "Chapter 11 Case").

AWI is operating its business and managing its pri@s as a debtor-in-possession subject to thagioas of the Bankruptcy Code. Pursuant
to the provisions of the Bankruptcy Code, AWI i permitted to pay any claims or obligations whigbse prior to the Filing date
(prepetition claims) unless specifically authorizgdthe Court. Similarly, claimants may not enfoars claims against AWI that arose prior
to the date of the Filing unless specifically auihed by the Court. In addition, as a debtor-ingassion, AWI has the right, subject to the
Court's approval, to assume or reject any execwomyracts and unexpired leases in existence atateeof the Filing. Parties having claims
as a result of any such rejection may file clainithwhe Court, which will be dealt with as parttbé Chapter 11 Case.

Three creditors' committees, one representing &sbpsrsonal injury claimants, one representing@stsis property damage claimants, anc
other representing other unsecured creditors, haga appointed in the Chapter 11 Case. In accoedaitle the provisions of the Bankruptcy
Code, they have the right to be heard on mattetschme before the Court in the Chapter 11 Case.

During the fourth quarter of 2001, U.S. Third CitdDourt of Appeals assigned U.S. District Judgée®l M. Wolin of New Jersey to preside
over the Chapter 11 Case in the District of Delaawvdudge Wolin also presides over four other agbasiated Chapter 11 cases pending in
the District of Delaware. Judge Wolin retained &stelating to asbestos personal injury claimsrafetred other asbestos-related issues and
bankruptcy-related matters to U.S. Bankruptcy JuRlgedall J. Newsome.

AWI intends to address all prepetition claims, utlthg all asbestos-related claims, in a plan ofgawnization in its Chapter 11 Case. At this
time, it is impossible to predict how such a plat treat such claims and how a plan will impact thalue of shares of common stock of AHI.
Under the provisions of the Bankruptcy Code, haddrequity interests may not participate undelaa pf reorganization unless the claim:
creditors are satisfied in full or unless creditacsept a reorganization plan which permits holdéexjuity interests to participate. The
formulation and implementation of a plan of reorigation in the Chapter 11 Case could take a sicgniti period of time. Currently, AWI has
the exclusive right to file a plan of reorganizatimntil October 4, 2002, and this date may be &rrt#xtended by the Court.

AWI believes that progress is being made in theotiations with the asbestos personal injury claite@amd the unsecured creditors
committees with respect to reaching resolutiorhefirincipal elements of a reorganization plan. Evay, it is not possible to predict whether
these negotiations will be successful. Therefdre timing of resolution of the Chapter 11 Case iemhighly uncertain.
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Bar Date for Filing Claims

The Court established August 31, 2001 as the karfdeall claims against AWI except for certairesjfied claims. A bar date is the date by
which claims against AWI must be filed if the claims wish to participate in any distribution frone tChapter 11 Case. The Court extended
the bar date for claims from the U.S. Internal RenxeService until March 29, 2002 and for claimsrfreeveral environmental agencies until
the second quarter of 2002. In March 2002, the Qoled that the time to file claims related to estos property damage would not be fur
extended, but allowed certain alleged holders bési®s property damage claims to file a class pbokaim against AWI. Upon such filing,
the court will later determine whether the proposkds should be certified. A bar date for asbesttzded personal injury claims has not b
set.

Approximately 4,400 proofs of claim totaling appimately $6.0 billion alleging a right to paymendrfin AWI were filed with the Court in
response to the August 31, 2001 bar date, whickiaceissed below. AWI continues to investigatenstato determine their validity. The
Court will ultimately determine liability amountkat will be allowed as part of the Chapter 11 pssce

In its ongoing review of the filed claims, AWI asrdy identified and successfully objected to apprately 900 claims totaling $1.4 billion.
These claims were, primarily, duplicate filings,emdments to previously filed claims or claims tha not related to AWI. The Court
disallowed these claims with prejudice in Janudi92

In addition to the objected claims described abapgroximately 1,000 proofs of claim totaling appnoately $1.9 billion were filed with the
Court that are associated with asbestos-relatesbpal injury litigation, including direct persoriajury claims, claims by co-defendants for
contribution and indemnification, and claims reigtto AWI's participation in the Center for ClaifResolution ("the Center"). As stated
above, the bar date of August 31, 2001 did notyafpasbestos-related personal injury claims. AWl address all asbestos-related claims in
the future within the Chapter 11 process. See éardiscussion regarding AWI's liability for asbestelated matters in Note 28.

Approximately 500 proofs of claim totaling approxtaly $0.8 billion alleging asbestos-related propdamage were filed with the Court.
Most of these claims are new to AWI and many welarstted with insufficient documentation to assssr validity. AWI has petitioned tt
Court to disallow approximately 50 claims totaliagproximately $0.5 billion. AWI expects to continuigorously defending any asserted
asbestoselated property damage claims in the Court. AWielves that it has a significant amount of existimgurance coverage available
asbestos-related property damage liability, withdmount ultimately available dependent upon, anuther things, the profile of the claims
that may be allowed by the Court. AWI's historypodperty damage litigation prior to the Chapteffilidg is described in Note 28.

Approximately 2,000 claims totaling approximatell.$ billion alleging a right to payment for finangi, environmental, trade debt and other
claims were filed with the Court. AWI has identdfiapproximately 200 of these claims totaling apprately $20 million that it believes
should be disallowed by the Court. For these categof claims, AWI has previously recorded appneediely $1.6 billion in liabilities. AWI
continues to investigate the claims to determirdr talidity.

AWI continues to evaluate claims. AWI has recortiablility amounts for those claims that can be ogably estimated and for which it
believes are probable of being allowed by the Cdtrthis time, it is impossible to reasonably estte the value of all the claims that will
ultimately be allowed by the Court. However, itikely the value of the claims ultimately allowey the Court will be in excess of amounts
presently recorded by AWI and will be material té&/As financial position and the results of its a@ams. However, AWI is not able to
determine a range of possible liability with angsenable degree of accuracy, due to the uncedsiafithe Chapter 11 process, the in-
progress state of AWI's investigation of submittéaims and the lack of documentation submittecuipp®rt of many claims.

Financing

As of December 31, 2001, AWI had no outstanding #éebrowings under its $200 million debtor-in-possien credit facility (the "DIP
Facility") and AWI had $193.8 million of cash anast equivalents, excluding cash held by its nortetedubsidiaries. As of December 31,
2001, AWI had approximately $8.4 million in lettekcredit which were issued pursuant to the DIBilfg. Borrowings are limited to an
adjusted amount of receivables, inventories andEPRPWVI believes that the DIP Facility, togetherhwitash generated from operations, will
be more than adequate to address its liquidity ;ie@drrowings under the DIP Facility, if any, artaligations to reimburse draws upon the
letters of credit constitute superpriority admirasive expense claims in the Chapter 11 Case. TReFAcility is scheduled to expire on
December 6, 2002.
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Accounting Impact

AICPA Statement of Position 90-7, "Financial Repartby Entities in Reorganization under the BankeypCode" ("SOP 90-7") provides
financial reporting guidance for entities that e¥erganizing under the Bankruptcy Code. This guidas implemented in the accompanying
consolidated financial statements.

Pursuant to SOP 90-7, AWI is required to segrepgedpetition liabilities that are subject to compisenand report them separately on the
balance sheet. See Note 4 for detail of the litdslisubject to compromise at December 31, 200128A0. Liabilities that may be affected by
a plan of reorganization are recorded at the erpesmmount of the allowed claims, even if they mayséttled for lesser amounts.
Substantially all of AWI's prepetition debt, nowdefault, is recorded at face value and is classifvithin liabilities subject to compromise.
Obligations of Armstrong subsidiaries not covergdhe Filing remain classified on the consolidatethnce sheet based upon maturity date.
AWI's estimated liability for personal injury asbes claims is also recorded in liabilities subjectompromise. See Note 28 for further
discussion of AWI's asbestos liability.

Additional prepetition claims (liabilities subjettt compromise) may arise due to the rejection etatory contracts or unexpired leases, or as
a result of the allowance of contingent or disputiiins.

SOP 90-7 also requires separate reporting of @dimees, expenses, realized gains and losses, avidipn for losses related to the Filing as
Chapter 11 reorganization costs, net. AccordingWy/| recorded the following Chapter 11 reorganizataxtivities in the fourth quarter and
full year of 2001:

Three Months Ended Year Ended
(millions) December 31, 2001 December 31, 2 001
Professional fees $ 73 $ 245
Interest income, post petition (1.2) (5.1)
Reductions to prepetition liabilities - (2.0)
Termination of prepetition lease obligation - (5.9)
Other (income) expense directly related to bankrupt cy, net 0.1 1.0
Total Chapter 11 reorganization costs, net $ 6.3 $ 125

Professional fees represent legal and financiakady fees and expenses directly related to thad-il
Interest income in the above table is from shamtmvestments of cash earned by AWI subsequethietd-iling.

Reductions to prepetition liabilities represent difeerence between the prepetition invoiced amaunt the actual cash payment made to
certain vendors due to negotiated settlements.eTpagments of prepetition obligations were madesuymmt to authority granted by the Court.

Termination of prepetition lease obligation repreésehe reversal of an accrual for future leasermays for office space in the U.S. that AWI
will not pay due to the rejection of the lease cacitin the Chapter 11 Case. This amount was puslyiaccrued in the third quarter of 2000
as part of a restructuring charge when the dectsioacate the premises was made.

As a result of the Filing, realization of assetd &guidation of liabilities are subject to uncenty. While operating as a debtor-in-possession,
AWI may sell or otherwise dispose of assets anddigte or settle liabilities for amounts other tlhose reflected in the consolidated finar
statements. Further, a plan of reorganization cmaterially change the amounts and classificatiepsrted in the consolidated financial
statements.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates. These financial statements @gaped in accordance with generally accepted atioguprinciples and include
management estimates and judgments, where apgmpvianagement utilizes estimates to record mamystincluding asbestos-related
liabilities and insurance asset recoveries andvesdor bad debts, inventory obsolescence, warrardrkers compensation, general liability
and environmental claims. Management determinearti@unt of necessary reserves based upon all knelevant information. Management
also confers with outside parties, including owtsidunsel, where appropriate. Actual results migrdrom these estimates.
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Consolidation Policy. The consolidated financialtsinents and accompanying data in this reportdecthe accounts of Armstrong and its
majority-owned subsidiaries. All significant interapany transactions have been eliminated fromdhsalidated financial statements.
Certain prior year amounts have been reclassifiegbform to the current year presentation.

Revenue Recognition. Substantially all of Armstreegenue from the sale of products and the relatedunts receivable is recorded as title
transfers, generally on the date of shipment. Avigion is made for the estimated cost of rebatelspromotional programs that includes sc
estimates of applicable sales. Provisions for edtohdiscounts and bad debt losses are based aedye of specific customers and a
review of outstanding accounts receivable balances.

Segments. AHI accounts for operating business setgnbased upon products and services providedcordance with SFAS 131,
"Disclosures about Segments of an Enterprise atatdtelnformation." See Note 3 for segment desiomiystand required disclosure.

Advertising Costs. Armstrong recognizes advertigrgenses as they are incurred.

Shipping and Handling Costs. Starting with the fowuarter of 2000, Armstrong applied the provisioh EITF Issue No. 00-010,
"Accounting for Shipping and Handling Fees and €bstonsequently, in 2000 shipping and handlingscobapproximately $141.8 million
and $136.6 million in 2000 and 1999, respectivielye been reclassified from net sales to cost oflgsold (increasing both). This change
had no effect on gross margins or retained earrasgd any date.

Sales Incentives. In accordance with EITF Issue@0e014, "Accounting for Certain Sales Incentivés"2000 Armstrong reclassified certain
sales incentives from Selling, General and Admiatste ("SG&A") expense to net sales (reducing poth$1.3 million and $1.2 million in
2000 and 1999, respectively. In accordance witHFEEBue No. 00-022, "Accounting for “Points' andt@e Other Time-Based or Volume-
Based Sales Incentive Offers, and Offers for Freellicts or Services to Be Delivered in the Futuire2001 Armstrong reclassified certain
sales volume incentives from SG&A expense to nlessgeducing both) by $30.0 million and $30.6 ioillin 2000 and 1999, respectively.

Pension and Postretirement Benefits. Armstrongpleass that provide for pension, medical and lifeurance benefits to certain eligible
employees when they retire from active service.dggaly, Armstrong's practice is to fund the actallyidetermined current service costs and
the amounts necessary to amortize prior servidgatinns over periods ranging up to 30 years, lbotiimexcess of the funding limitations.

Taxes. Deferred tax assets and liabilities aregrieed using enacted tax rates for expected fuaxeonsequences of events recognized in
the financial statements or tax returns. The tareliefor dividends paid on unallocated sharestofls held by the ESOP was recognized in
shareholder's equity.

Gains and Losses on Divestitures. Armstrong gelyenatords the gain or loss on divested busineissether income.

Cash and Cash Equivalents. Short-term investmbatdhtive maturities of three months or less wheohased are considered to be cash
equivalents.

Inventories. Inventories are valued at the lowerast or market. Inventories also include certagilient flooring samples used in ongoing
sales and marketing activities.

Long-Lived Assets. Property, plant and equipmefiesare stated at acquisition cost less accunautigpreciation and amortization.
Depreciation charges for financial reporting pugmare determined on the straight-line basis a$ redlculated to provide for the retirement
of assets at the end of their useful lives, geheaal follows: buildings, 20 to 40 years; machinang equipment, 3 to 20 years. Impairment
losses are recorded when indicators of impairmenpeesent and the undiscounted cash flows estihtatke generated by those assets are
less than the assets' carrying amount. For purpidsegculating an impairment, fair values are deiaed using a net discounted cash flows
approach. When assets are disposed of or retirel,dosts and related depreciation are removed fhe financial statements and any
resulting gains or losses normally are reflectetSielling, general and administrative expenses."
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Costs of the construction of certain long-livededssnclude capitalized interest which is amortioedr the estimated useful life of the related
asset. There was no capitalized interest record2801 due to the Chapter 11 Filing. Capitalizedrest was $0.4 million in 2000 and $4.3
million in 1999.

Goodwill and Other Intangibles. Goodwill and otlr@angibles are amortized on a straight-line baser periods from 3 to 40 years. On a
periodic basis, Armstrong estimates the future seainted cash flows of the businesses to whichwjitia@lates in order to ensure that the
carrying value of goodwill and other intangibles mot been impaired.

In July 2001, the Financial Accounting Standardamfq"FASB") issued Statement No. 141, "Businessilioations," and Statement No.
142, "Goodwill and Other Intangible Assets." Stataml41 requires that the purchase method of atioguine used for all business
combinations initiated after June 30, 2001. Staterhidl also specifies criteria that intangible tsaequired in a purchase method business
combination must meet to be recognized and repeaped from goodwill. Statement 142 will requiratigoodwill and intangible assets with
indefinite useful lives no longer be amortized, imstead be tested for impairment at least annulatipairment losses, if any, will be
measured as of January 1, 2002 and recognizea asithulative effect of a change in accounting fpiecn 2002. Statement 142 will also
require that intangible assets with determinabéfuldives be amortized over their respective eatad useful lives to their estimated residual
values and reviewed for impairment in accordandh ®tatement No. 121, "Accounting for the ImpairtnginLong-Lived Assets and for
Long-Lived Assets to Be Disposed Of." The adoptidbRAS 141 in the third quarter of 2001 had no ietgan Armstrong's financial
statements. Armstrong is required to adopt theipimvs of Statement 142 effective January 1, 280éhstrong will be required to test
goodwill for impairment in accordance with the pions of Statement 142 and record any impairmbatges to any affected assets by the
end of 2002.

As of January 1, 2002, Armstrong has unamortizestigdl of $822.8 million and unamortized identiflaintangible assets in the amount of
$89.0 million, all of which will be subject to thnsition provisions of Statement 142. Amortizatexpense related to goodwill was $22.8,
$23.9 and $25.5 million for the years ended Decer8be2001, 2000 and 1999, respectively. Armstrisraurrently in the process of
analyzing the impact of Statement 142. The Woodifithg segment has $717.2 million of unamortizeddyat on its books as of December
31, 2001. Based on preliminary assessments ofrthadt of adopting Statement 142, Armstrong beli¢kasa significant portion of this
goodwill will be considered impaired under the neseounting standard. Armstrong has not yet detexthihe amount of any impairment, |
expects to complete its analysis, including valuagiof tangibles and intangible assets, in thetim#f of 2002. Due to the complexity, timing
and scale of the process, Armstrong is currentbiato precisely determine the amount of the galb@wmpairment charge but estimates the
impairment charge in 2002 to be in excess of $30iom

Foreign Currency Transactions. Assets and liagditf Armstrong's

subsidiaries operating outside the United Statég;twaccount in a functional currency other thandd8ars, are translated using the year end
exchange rate. Revenues and expenses are traraitiiedaverage exchange rates effective duringebe Foreign currency translation gains
or losses are included as a component of accundutalier comprehensive income (loss) within shaedrs! equity. Gains or losses on
foreign currency transactions are recognized thndhg statement of earnings.

Financial Instruments and Derivatives. Armstrongsuderivatives and other financial instrumentsiterdify or offset the effect of currency,
interest rate and commodity price variability. S&se 17 for further discussion.

Fiscal Periods. The fiscal years of the Wood Flugpand Cabinets segments end on the Saturday ctodeecember 31, which was
December 29, 2001, December 30, 2000, and Janu2680R. No events occurred between these dateBarember 31 materially affecting
Armstrong's financial position or results of oparas.

90



NOTE 3. NATURE OF OPERATIONS
Industry Segments

For the year ended 1999 Textiles
——————————————————————— Resilien t Building Wood & Sports Al | Unallocated
Floorin g Products Flooring Cabinets Flooring Oth er Corporate  Total
(millions)
Net sales to external customers $1,162. 3 $830.7 $ 654.3 $225.2 $262.9 - - $3,135.4
Equity (earnings) from affiliates (0. 1) (16.1) - - - % ( 0.3) - (16.5)
Segment operating income (loss) 70. 8 92.4 0.9 15.2 (0.7) 0.3 $ (38.8) 140.1
Restructuring and reorganization
charges, net of reversals 0. 2 1.1 4.1 1.1 1.2 - 1.3 9.0
Segment assets 867. 6 527.0 1,260.6 108.0 1629 1 6.3 1,092.0 4,034.4
Depreciation and amortization 57. 3 33.0 36.0 2.3 4.7 - 235 156.8
Investment in affiliates 0. 9 22.4 - - -1 6.3 - 39.6
Capital additions 43. 9 32.2 22.7 21 8.6 - 18.3 127.8
For the year ended 2000 Textiles
——————————————————————— Resilien t Building Wood & Sports Al | Unallocated
Floorin g Products Flooring Cabinets Flooring Oth er Corporate  Total
(millions)
Net sales to external customers $1,236. 3 $8333 $ 684.6 $218.2 $277.0 - - $3,249.4
Intersegment sales 4. 2 - - - - - - 4.2
Equity (earnings) from affiliates - (179 - - -$( 0.1) - (18.0)
Segment operating income (loss) 80. 4 1139 57.8 16.5 5.2 0.1 $ (266.7) 7.2
Restructuring and reorganization
charges, net of reversals 7. 9 0.2 1.3 0.4 0.8 - 8.2 18.8
Segment assets 897. 6 5685 1,255.1 1035 2003 1 6.3 963.9 4,005.2
Depreciation and amortization 70. 1 32.8 34.7 2.3 35 - 21.0 1644
Investment in affiliates 1. 1 19.9 - - -1 6.3 - 37.3
Capital additions 52. 0 43.6 325 6.2 111 - 13.7 159.1
For the year ended 1999 Textiles
——————————————————————— Resilien t Building Wood & Sports Al | Unallocated
Floorin g Products Flooring Cabinets Flooring Oth er Corporate  Total
(millions)
Net sales to external customers $1,329. 8 $791.8 $ 629.3 $207.2 $3133 $ 5 15 - $3,322.9
Intersegment sales 2. 7 - - - -2 0.7 - 234
Equity (earnings) from affiliates 0. 1 (16.1) - - - ( 0.8) - (16.8)
Segment operating income (loss) 211. 2 1200 62.8 22.2 11.7 6.0 $(352.0) 81.9
Restructuring and reorganization
reversals 1. 1) (0.3) - - - - - (1.4)
Segment assets 1,071. 4 5351 1,206.3 1017 2112 1 6.0 939.9 4,081.6
Depreciation and amortization 71. 2 34.1 33.9 2.2 35 2.8 10.7 1584
Investment in affiliates 3. 3 14.9 - - -1 6.0 - 34.2
Capital additions 71. 9 45.5 34.8 6.7 8.5 2.7 16.5 186.6

Due to certain management and organizational clsatigeng the fourth quarter of 2001, Armstrong fedal its segments and reclassified
prior periods to conform with the current presdotatAccordingly, Armstrong recognized Wood Flogyiand Cabinets as separate reportable
segments. Previously, these segments were regogether as Wood Products.

Accounting policies of the segments are the santkas® described in the summary of significant anting policies. Performance of the
segments is evaluated on operating income befoweria taxes, restructuring charges, unusual gahsogses, and interest expense.
Armstrong accounts for intersegment sales andfgebased upon its internal transfer pricing polic
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Resilient Flooring

Armstrong is a worldwide manufacturer of a broatgeof resilient floor coverings for homes and cameral and institutional buildings,
which are sold with adhesives, installation andnteaiance materials and accessories. Resilienirigpan both sheet and tile forms, together
with laminate flooring and linoleum, are sold invale variety of types, designs, and colors. Inctudee types of flooring that offer such
features as ease of installation, reduced mainten@m-wax), and cushioning for greater underfeobfort. Resilient flooring products are
sold to commercial, residential and institutionagtomers through wholesalers, retailers (includiimge home centers and buying groups),
contractors, and to the hotel/motel and manufadthmenes industries.

Building Products

The Building Products segment includes commercidlrasidential ceiling systems. Commercial suspémading systems, designed for use
in shopping centers, offices, schools, hospitald, @her commercial and institutional settings,arailable in numerous colors, performance
characteristics and designs and offer charactesistich as acoustical control, accessibility tgpleaum (the area above the ceiling), rated
protection, and aesthetic appeal. Armstrong selisrercial ceiling materials and accessories tangeflystems contractors and to resale
distributors. Ceiling materials for the home pravitbise reduction and incorporate features intetal@eérmit ease of installation. These
residential ceiling products are sold through whalers and retailers (including large home centérsimework (grid) products for Armstra
suspension ceiling systems products are manufatcthreugh a joint venture with Worthington Indusgriand are sold by both Armstrong and
the joint venture. Through a joint venture with kili@se partner, a plant in Shanghai manufactuiésgefor the Pacific area. During 2000,
Armstrong acquired privately held Switzerland-ba&sina Holding AG ("Gema"), a manufacturer and ifestaf metal ceilings. See Note 5
for further discussion.

Wood Flooring
The Wood Flooring segment manufactures and digethwood and other flooring products. The Wood Rimpsegment also distributes

laminate flooring products. These products are psenarily in residential new construction and retaling, with some commercial
applications such as stores and restaurants. Wioodiitg sales are generally made through indepenaialesale flooring distributors and
retailers (including large home centers and bugrayups) under the brand names Bruce, Hartco andiRab

Cabinets

The Cabinets segment manufactures kitchen anddmathcabinetry and related products, which are psiadarily in residential new
construction and remodeling. Cabinets are soldutjindoth independent and Armstrong-owned distritsubmder the brand names Bruce and
IXL.

Textiles & Sports Flooring

The Textiles and Sports Flooring business segmantufactures carpeting and sports flooring prodinasare mainly sold in Europe. The
carpeting products consist principally of carpletstiand broadloom used in commercial applicatienwell as the leisure and travel industry.
The sports flooring products include artificialftaurfaces and indoor gymnasium floors. Both prodwoups are sold through wholesalers,
retailers and contractors.

All Other

During most of 1999, "all other" included businesits making a variety of specialty products fae thuilding, automotive, textile and other
industries worldwide. Gasket materials were sotchfaw and replacement use in automotive, constnueind farm equipment, appliance,
small engine and compressor industries. On Jung&g®, Armstrong sold 65% of the gaskets busirgisge the divestiture, Armstrong has
accounted for the gaskets business under the ageitiyod within the "all other" segment. Textile Insiipplies, including cots and aprons,
were sold to equipment manufacturers and textilsn®n September 30, 1999, Armstrong sold thelesxbusiness.

Concentration of Credit Risk

During 2001, Armstrong recognized revenue of apipnaxely $340.8 million from The Home Depot, Inegrh sales in the resilient flooring,
building products and wood flooring segments coragao approximately $373.2 million and $344.8 roiilin 2000 and 1999, respectively.
No other customer represented more than 10% of #homg's revenue
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The sales in the table below are allocated to ggagc areas based upon the location of the customer

Geographic Areas

Americas:
United States
Canada
Other Americas

Total Americas

Europe:
England
France
Germany
Italy
Netherlands
Russia
Switzerland
Other Europe

Total Europe

Pacific area:
Australia
China

Other Pacific area

Total Pacific area

Total net trade sales

Long-lived assets (property, plant and equipment)

at December 31 (millions)

Americas:
United States
Canada
Other Americas

Total Americas

Europe:
Germany
England
Netherlands
Belgium
France
Sweden
Other Europe

Total Europe
Pacific area:
China

Other Pacific area

Total Pacific area

Total long-lived assets
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$2,187.6
113.5
23.5

$2,259.5 $
122.7
255

$2,407.7 $

$3,135.4 $3,249.4 $

IN
[
o

P whw

$1,283.7 $1,32




NOTE 4. LIABILITIES SUBJECT TO COMPROMISE

As a result of AWI's Chapter 11 filing (see Notedyrsuant to SOP 9D-AWI is required to segregate prepetition lidkdB that are subject
compromise and report them separately on the balgineet. Liabilities that may be affected by a pifareorganization are recorded at the
amount of the expected allowed claims, even if i@y be settled for lesser amounts. Substantifilf &WI's prepetition debt, now in
default, is recorded at face value and is claskifigghin liabilities subject to compromise. Obligats of Armstrong subsidiaries not covered
by the Filing remain classified on the consolidatathnce sheet based upon maturity date. AWI'sstésbéability is also recorded in
liabilities subject to compromise. Prior to its @ker 11 Filing, AWI estimated its probable asbestated personal injury liability based
upon a variety of factors including historical E&tient amounts, the incidence of past claims, tixeofrthe injuries and occupations of the
plaintiffs, the number of cases pending againshd the status and results of broad-based setttatismnissions. AWI believes its previous
range of probable and estimable liability is moneartain now than before. There are significarfed#nces in the way the asbestos-related
personal injury claims may be addressed underdh&riptcy process when compared to the tort sysdeaordingly, AWI currently is
unable to estimate its ultimate liability in thentext of its Chapter 11 Case. Although not estimaiblis likely that the actual liability will be
significantly higher than the recorded liabilitys #he Chapter 11 Case proceeds, there should leeatawity as to the extent of the liability.
See Note 28 for further discussion of AWI's asbetbility.

Liabilities subject to compromise at December I)Rand December 31, 2000 are as follows:

(millions) 2001 2000
Debt (at face value) $1,400.7  $1,400.4
Asbestos-related liability 690.6 690.6
Prepetition trade payables 52.2 60.1
Prepetition other payables and accrued interest 56.4 76.4
Amounts due to affiliates 4.6 4.7
ESOP loan guarantee 157.7 157.7
Total liabilities subject to compromise $2,362.2  $2,389.9

Additional prepetition claims (liabilities subjettt compromise) may arise due to the rejection etatory contracts or unexpired leases, or as
a result of the allowance of contingent or disputiims.

See Note 15 for detail of debt subject to compremis

NOTE 5. ACQUISITIONS

On May 18, 2000, Armstrong acquired privately-h8lgitzerland-based Gema Holding AG ("Gema"), a macifrer and installer of metal
ceilings, for $6 million plus certain contingentnsideration not to exceed $25.5 million based snlte over the three year period ending
December 31, 2002. Gema has two manufacturinglsitesed in Austria and Switzerland and employglge300 people. The acquisition w
recorded under the purchase method of accountimg plirchase price was allocated to the assetsradcuid the liabilities assumed baset
the estimated fair market value at the date of is@tgpn. Contingent consideration, when and if pavil be accounted for as additional
purchase price. The fair market value of tangilpié iaentifiable intangible assets acquired exced¢degurchase price by $24.2 million and
this amount was recorded as a reduction of thevédire of property, plant and equipment.

During 2001, Armstrong spent $5.6 million to pursd@ome of the remaining minority interest of algeaonsolidated entities within the
Resilient Flooring segment. Approximately $5.0 roill of the purchase price was allocated to goodwill

NOTE 6. DISCONTINUED OPERATIONS

In February 2001, Armstrong determined to permdpenxit the Textiles and Sports Flooring segmert an February 20, 2001 entered into
negotiations to sell substantially all of the besises comprising this segment to a private equitysitor based in Europe. Based on these
events, the segment was classified as a discountioperation starting with the fourth quarter of @00n June 12, 2001, negotiations with
investor were terminated. During the third quadie2001, Armstrong terminated its plans to permdgeaxit this segment. This decision was
based on the difficulty encountered in selling Itlisiness and a new review of the business, indastiyoverall economy conducted by new
senior management. Accordingly, this segment ilbnger classified as a discontinued operation anouats
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have been reclassified into operations as reqbiydl TF Issue No. 90-16"Accounting for Discontinued Operations SubsedyeRetained"
All prior periods have been reclassified to confamthe current presentation. In addition to tHerimation provided in Note 3, the Textiles
and Sports Flooring segment had liabilities of $644illion as of December 31, 2000.

Based on the expected net realizable value oftkbss determined during the negotiations tatlselbusiness, Armstrong had recorded a
pretax net loss of $34.5 million in the fourth geeaof 2000, $23.8 million net of tax benefit. Atmmg also had recorded an additional net
loss of $3.3 million in the first quarter of 20GHs a result of price adjustments resulting fromrbgotiations. Concurrent with the decision to
no longer classify the business as a discontinpedation, the remaining accrued loss of $37.8 oml{$27.1 million net of tax) was reversed
in the third quarter of 2001 and recorded as plagmings from discontinued operations. Additibnahe segment's net income of $3.1
million for the first and second quarter of 2001swaclassified into earnings from continuing operat for those periods.

During the third quarter of 2001, Armstrong con@ddhere were indicators of impairment relatedetidain assets in this segment, and
accordingly, an impairment evaluation was conduetdtie end of the third quarter under the gui@sliof SFAS No. 121 - "Accounting for
the Impairment of Long-Lived Assets and for Long«d Assets to be Disposed Of". This evaluatiortéeain impairment charge of $8.4
million, representing the excess of book value @stimated fair value which was determined usingtadiscounted cash flows approach.
charge was included in cost of sales. The impaitmes related to property, plant and equipmentphaduce certain products for which
Armstrong anticipates lower demand in the futuréditionally, an inventory write-down of $2.1 milliowas recorded in the third quarter of
2001 within cost of sales related to certain prasititat will no longer be sold.

On May 31, 2000, Armstrong completed its sale bbfthe entities, assets and certain liabilitiesprising its Insulation Products segment to
Orion Einundvierzigste Beteiligungsgesellschaft Malsubsidiary of the Dutch investment firm Gildedstment Management N.V. for $264

million. The transaction resulted in an after taingof $114.8 million in 2000. During 2001, AHI eded a pretax loss of $1.1 million related
to its divestiture of its Insulation Products segi@&his loss resulted from certain post-closingisisnents.

NOTE 7. OTHER DIVESTITURES

In November 2000, Armstrong sold a component of @stiles and Sports Flooring segment. As this slittere included a business classified
as held for sale since its July 1998 acquisitioomé#trong had been recording the 2000 operating@$osEthis business within SG&A exper
The overall 2000 impact was a reduction of SG&Aenge of $0.7 million.

On July 31, 2000, Armstrong completed the salésofiistallation Products Group ("IPG") to subsigiarof the German company Ardex
GmbH, for $86 million in cash. Ardex purchased sabsally all of the assets and liabilities of IR@&luding its shares of the W.W. Henry
Company. The transaction resulted in a gain of B4adllion ($60.2 million pretax) and was recordediher income. The financial results of
IPG were reported as part of the Resilient Floosegment. The proceeds and gain are subject tetecimsing working capital adjustment.
Under the terms of the agreement and a relatedysagpeement, Armstrong will purchase some ofritgallation products needs from Ardex
for an initial term of eight years, subject to egmtminimums for the first five years after theesalhe agreement also calls for price
adjustments based upon changing market priceaformaterials, labor and energy costs.

On September 30, 1999, Armstrong completed theafale Textile Products Operations to Day Inteimadl Group, Inc. The sale resulted in
a loss of $3.2 million, which was recorded in otimeome.

On June 30, 1999, Armstrong sold 65% of its ownprshArmstrong Industrial Specialties, Inc. ("Alglits gasket products subsidiary, to a
group of investors including Citicorp Venture Capittd. and the management of AISI for a cash paselprice of approximately $36.1
million. The sale resulted in a gain of approxinha®&6.0 million, which was recorded in other incame

On June 22, 1999, Armstrong sold its interest eabksets of Martin Surfacing, Inc. Armstrong aceplithis interest as part of its acquisitio
DLW during the third quarter of 1998. There wasmaterial gain or loss on the transaction.
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On May 28, 1999, Armstrong's subsidiary DLW sogfitrniture business for total cash proceeds of3$88llion. Armstrong acquired this
business as part of the acquisition of DLW in thiedt quarter of 1998 and had classified the busiresheld for sale. There was no gain or
loss on the transaction.

NOTE 8. RESTRUCTURING AND OTHER ACTIONS

The following table summarizes activity in the rasturing accruals for 2001 and 2000:

Beginning Cash Ending
(millions) Balance Pa yments Charges Reversals Other Balance
2001 $22.2 $ (14.1) $ 9.7 $ (28 $ (6. 1) $ 89
2000 12.1 (7.9) 20.1 (1.4) (0. 7) 22.2

A $5.4 million pre-tax restructuring charge wasareled in the first quarter of 2001. The chargetegldo severance and enhanced retirement
benefits for more than 50 corporate and line-ofiess salaried staff positions, as a result obstiming the organization, to reflect staffing
needs for current business conditions. Of the $8l4bn, $1.6 million represented a non-cash chdogeenhanced retirement benefits, which
is accounted for as a reduction of the prepaidiparesset.

In the second quarter of 2001, a $1.1 million reakwas recorded related to a formerly occupiettilmg for which Armstrong no longer
believes it will incur any additional costs. In d@tlth, $0.2 million of the remaining accrual fortlirst quarter 2001 reorganization was
reversed, comprising certain severance accruasvir@ no longer necessary as certain individuaisined employed by Armstrong.

In the third quarter of 2001, a $1.4 million re\araas recorded related to certain 2000 severamtdeanefit accruals that were no longer
necessary and a $0.3 million pre-tax charge wawded for additional severance payments.

A $6.1 million pretax restructuring charge was recorded in the foguttrter of 2001. $5.2 million of the charge, whiehs allocated betwe:
Wood Flooring and Cabinets, related to severandesahanced retirement benefits for six salariedleyegs, as a result of the on-going
integration of the wood flooring and resilient ftowy operations. Of the $5.2 million, $0.5 millioepresented non-cash charges for enhanced
retirement benefits, which is accounted for asdaicgon of the prepaid pension asset, and accetéxagsting of restricted stock awards. The
remaining $0.9 million of the $6.1 million chargdated to severance benefits for more than tweosjtipns in the textiles and sports floori
business, as a result of streamlining the organizaflso in the fourth quarter of 2001, a $0.1lioi reversal was recorded related to certain
severance and benefit accruals that were no lareprssary.

The amount in "other" is primarily related to tleerhination of an operating lease for an officelfgcin the U.S. These lease costs were
previously accrued in the third quarter of 200@ax of the restructuring charge when the decisloracate the premises was made. The |
was rejected as part of the Chapter 11 processrAcgly, the $5.9 million reversal is recordedaaduction of Chapter 11 reorganization
costs in accordance with SOP 90-7. See Note luftindr discussion. The remaining amount in "otlierélated to foreign currency
translation.

Substantially all of the remaining balance of testructuring accrual as of December 31, 2001 =lata noncancelable-operating lease,
which extends through 2017, and severance for text®il employees with extended payouts, the majofigyhich will be paid by the second
quarter of 2002.

A $20.2 million pre-tax reorganization charge wasarded in 2000, of which $9.4 million related &wverance and enhanced retirement
benefits for more than 180 positions (approxima€#yse related to salaried positions) within the E@an resilient flooring and textiles and
sports flooring businesses. Reorganization aciioclade staff reductions due to the eliminatioradfinistrative positions, the consolidation
and closing of sales offices in Europe and thewrsf the Team Valley, England commercial tilenpl&2.6 million of the charge related to
severance and enhanced retirement benefits foorpiate and line-of-business staff positionsgalaried positions) as a result of
streamlining the organization to reflect staffirgpds for current business conditions. Of the $2lém $0.1 million represented a non-cash
charge for enhanced retirement benefits. $8.2amiltif the charge primarily related to the remairpagments on a noncancelable-operating
lease for an office facility in the U.S. The empdeg who occupied this office facility were relochte the corporate headquarters.
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In addition, $1.4 million of the remaining accrdiat the $74.4 million 1998 reorganization chargesweversed in 2000, comprising certain
severance accruals that were no longer necessary.

Armstrong also recorded a $17.6 million chargedst of goods sold in 2000 for write-downs of inva@gtand productiorine assets related
the reorganization efforts that were not categadrae restructuring costs. The inventory write-dowese related to changes in product
offerings, while the write-downs of production-linssets primarily related to changes in produdtweitities and product offerings.

During 2000, Armstrong also recorded costs witlelirey, general and administrative expense of $3lBon for severance payments to
approximately 100 employees, that were not classiis restructuring costs, and $2.3 million foefiasset impairments related to the
decision to vacate certain office space in the U.S.

NOTE 9. EQUITY INVESTMENTS

Investments in affiliates were $39.6 million at Beter 31, 2001, an increase of $2.3 million, prilmaeflecting the equity earnings of
Armstrong's 50% interest in its WAVE joint ventwed its remaining 35% interest in Interface Sohaidnc. ("ISI"). Armstrong continues to
purchase certain raw materials from ISI under g@mm supply agreement. Equity earnings from afékafor 2001, 2000 and 1999 consis
primarily of income from a 50% interest in the WAV&nt venture and the 35% interest in ISI.

Armstrong purchases some grid products from WAWES0%-owned joint venture with Worthington Indiesr The total amount of these
purchases was approximately $38 million, $41 millamd $42 million for the years ended DecembefB0]1, 2000 and 1999, respectively.
Armstrong also provides certain selling and adniiafare processing services to WAVE for which ite&ves reimbursement. Additionally,
WAVE leases certain land and buildings from ArmsgoThe terms of these transactions are suchtibeg is no material profit recorded by
Armstrong when they occur.

Condensed financial data for significant investreéntaffiliates accounted for under the equity meétbf accounting are summarized below:

(millions) 2001 2000

Current assets $72.4 $68.3

Non-current assets 32.3 34.4

Current liabilities 15.0 18.2

Long-term debt 50.0 50.0

Other non-current liabilities 1.2 0.4

(millions) 2001 2000 1999
Net sales $200.1 $212.2 $202.1
Gross profit 57.1 60.3 53.7
Net earnings 32.3 35.5 32.3

NOTE 10. ACCOUNTS AND NOTES RECEIVABLE

(millions) 2001 2000
Customer receivables $343.5 $401.0
Customer notes 7.7 10.8
Miscellaneous receivables 14.5 8.3
Less allowance for discounts and losses  (49.2) (51.1)
Net accounts and notes receivable $316.5 $369.0

Generally, Armstrong sells its products to selpog-approved customers whose businesses are dffectthanges in economic and market
conditions. Armstrong considers these factors Aedihancial condition of each customer when eihilg its allowance for losses from
doubtful accounts.
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NOTE 11. INVENTORIES

Approximately 41% of Armstrong's total inventory2001 and 42% in 2000 were valued on a LIFO (lasfiist-out) basis. Inventory values
were lower than would have been reported on a EED (first-in, first-out) basis, by $46.2 millicat the end of 2001 and $47.8 million at
yearend 2000.

(millions) 2001 2000
Finished goods $ 269.6 $244.7
Goods in process 45.8 49.0
Raw materials and supplies 182.9 158.0
Less LIFO and other reserves (55.2) (51.8)
Total inventories, net $ 4431  $399.9

NOTE 12. PROPERTY, PLANT AND EQUIPMENT

(millions) 2001 2000
Land $ 856 $ 924
Buildings 582.8 571.6
Machinery and equipment 1,698.2 1,676.2
Construction in progress 60.4 71.8
Less accumulated depreciation and amortization (1,143.3) (1,091.0)
Net property, plant and equipment $1,283.7 $ 1,321.0

NOTE 13. GOODWILL AND OTHER INTANGIBLES

(millions) 2001 2000
Goodwill $ 907.7 $908.9
Less accumulated amortization (84.9) (62.9)
Total goodwill, net $ 8228 $846.0
Other intangibles $ 1281 $122.8
Less accumulated amortization (39.1) (30.1)
Total other intangibles, net $ 89.0 $ 927

Goodwill decreased by $23.2 million in 2001, priityareflecting scheduled amortization of $22.8 iwill. Unamortized computer software
costs included in other intangibles were $50.3iamilat December 31, 2001, and $50.7 million at Demer 31, 2000. See Note 2 for
discussion of the impact of FASB Statement No.

142 "Goodwill and Other Intangible Assets."

NOTE 14. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

(millions) 2001 2000
Payables, trade and other $ 1790 $175.2
Employment costs 47.5 41.2
Reorganization and severance payments, current port ion (see Note 8) 2.0 2.7
Other 70.1 72.9
Total accounts payable and accrued expenses $ 2986 $292.0

Certain other accounts payable and accrued expbasesheen categorized as liabilities subject topromise (see Note 4).
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NOTE 15. DEBT
(See Note 4 regarding treatment of prepetition.flebt

Average Average
year-end year-end
($ millions) 2001 interest rate 200 0 Interestrate
Borrowings under lines of credit $ 450.0 7.18% $45 0.0 7.18%
DIP Facility - - 5.0 9.50%
Commercial paper 50.0 6.75% 4 9.7 6.75%
Foreign banks 18.9 5.16% 3 1.0 6.00%
Bank loans due 2002-2006 39.5 5.47% 5 5.0 5.77%
9.00% medium-term notes due 2001 7.5 9.00% 7.5 9.00%
6.35% senior notes due 2003 200.0 6.35% 20 0.0 6.35%
6.50% senior notes due 2005 150.0 6.50% 15 0.0 6.50%
9.75% debentures due 2008 125.0 9.75% 12 5.0 9.75%
7.45% senior notes due 2029 200.0 7.45% 20 0.0 7.45%
7.45% senior quarterly interest bonds due 2038 180.0 7.45% 18 0.0 7.45%
Industrial development bonds 21.0 4.95% 2 1.3 5.64%
Capital lease obligations 6.3 7.25% 7.1 7.25%
Other 27.8 10.56% 3 0.1 10.27%
Subtotal 1,476.0 7.24% 1,51 1.7 7.24%
Less debt subject to compromise 1,400.7 7.35% 1,40 0.4 7.35%
Less current portion and short-term debt 25.0 6.01% 5 4.4 6.22%
Total long-term debt, less current portion $50.3 492% $5 6.9 5.51%

Approximately $42.8 million of the $75.3 million tétal debt not subject to compromise outstandmgfddecember 31, 2001 was secured
with buildings and other assets. As of Decembe2800, approximately $58.9 million of the $111.3liom of total debt not subject to
compromise outstanding was secured with buildimgsather assets.

Scheduled payments of long-term debt, excluding siebject to compromise
(millions)

2002 $6.1 2005 $1.1
2003 1.2 2006 15.6
2004 3.0

In accordance with SOP 90-7, AWI stopped recordinerest expense on unsecured prepetition delttaféeDecember 6, 2000.

Debt from the table above included in liabilitiesgct to compromise consisted of the followingpatember 31, 2001 and 2000.

($ millions) 2001 2000
Borrowings under lines of credit $ 450.0 $ 450.0
Commercial paper 50.0 49.7
9.00% medium-term notes due 2001 7.5 7.5
6.35% senior notes due 2003 200.0 200.0
6.50% senior notes due 2005 150.0 150.0
9.75% debentures due 2008 125.0 125.0
7.45% senior notes due 2029 200.0 200.0
7.45% senior quarterly interest bonds due 2038 180.0 180.0
Industrial development bonds 11.0 11.0
Other 27.2 27.2

Total debt subject to compromise $ 1,400.7 $1,400.4

Borrowings under the DIP Facility, if any, and gaitions to reimburse draws upon the letters ofitoeahstitute a superpriority administrat
expense claim in the Chapter 11 Case. The $5.@milhich was outstanding under the DIP FacilityohBecember 31, 2000 (drawn to pay
fees related to implementation of the DIP Faciliigs repaid in January of 2001. At December 311280VI had no borrowings under the
DIP Facility, but did have approximately $8.4 nahiiin letters of credit issued pursuant to the Bé#ility. Borrowings under the DIP Facility
are limited to an
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adjusted amount of receivables, inventories angerty, plant and equipment. Depending on the amotbbrrowings, the DIP Facility
carries an interest rate range of either JP Mofjzase's Alternate Bank Rate plus 50 to 100 basigspor LIBOR plus 150 to 200 basis
points. The DIP Facility also contains several ¢@rds including, among other things, limits on dands and asset sales, capital expendi
and a required ratio of debt to cash flow. The B#Rility is scheduled to expire on December 6, 2002

On May 19, 1999, AWI completed a public offering&200 million aggregate principal amount of 7.4584ier notes due 2029. The net
proceeds from this offering were used to repayratidebtedness of AWI.

Other debt includes an $18.6 million zero-coupotemue in 2013 that was fully amortized to its faakie due to the Chapter 11 filing.

In addition, Armstrong's foreign subsidiaries happroximately $25.4 million of unused short-termeb of credit available from banks. The
credit lines are subject to immaterial annual cotnrant fees.

In order to maintain the ratio of fixed to floatingte debt which management believes is appropdatastrong maintained $150 million of
interest rate swaps during most of 2000. Armstnaugived fixed rates and paid floating rates osetsvaps. However, all but one of the
interest rate swap agreements was terminated whastfong defaulted on its commercial paper oblayetion November 22, 2000. The
interest rate swap which had been outstanding e¢mber 31, 2000 in the notional amount of $20.0%enilwas terminated by the counter-
party on February 26, 2001. There are no intesgstswap agreements outstanding at December 31, 200

NOTE 16. FINANCIAL INSTRUMENTS
Armstrong does not hold or issue financial instratador trading purposes. The estimated fair vabfeSrmstrong's financial instruments are
as follows:

2001 2000
Carrying Estimated Carry ing Estimated

(millions at December 31) amount fair value amou nt fair value
Assets:

Foreign currency contract obligations $ 1.7 $ 1.7
Liabilities:

Debt subject to compromise 1,400.7 739.6 $14 00.4 $ 386.6

Long-term debt, including current portion 56.4 56.4 75.4 75.4

Natural gas contracts 5.2 5.2 -- --
Off-balance sheet financial instruments:

Foreign currency contract obligations - -- -- 1.7

Interest rate swaps -- -- -- 0.3

The carrying amounts of cash and cash equivalegdsjvables, accounts payable and accrued expestsesterm debt and current
installments of long-term debt approximate, failueabecause of the short-term maturity of thestunsents. The fair value estimates of long-
term debt were based upon quotes from major fimduntstitutions taking into consideration curreates offered to Armstrong for debt of the
same remaining maturities. Foreign currency cohtrbligations and options, as well as interest satap fair values, are estimated by
obtaining quotes from major financial institutions.

Armstrong utilizes lines of credit and other comai@rcommitments in order to ensure that adequatdd are available to meet operating
requirements. On December 31, 2001, Armstrong kiaidadle lines of credit totaling $217.0 millionditetters of credit totaling $45.5

million. Lines of credit include Armstrong's foreigubsidiaries unused short-term lines of cred#épgroximately $25.4 million and the
available DIP Facility of $191.6 million. Letter§ eredit are issued to third party suppliers, imswe and financial institutions and can onl
drawn upon in the event of Armstrong's failure &y [its obligations to the beneficiary. Standbydegtof credit are currently arranged through
AWI's DIP Facility with JP Morgan Chase. Certaiaratby letters of credit arranged with Wachovia ipriothe Filing have been renewed at
their scheduled expiration date.
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NOTE 17. DERIVATIVE FINANCIAL INSTRUMENTS

Effective January 1, 2001, Armstrong adopted Firemccounting Standard No. 133, "Accounting forrdative Instruments and Hedging
Activities" ("FAS 133"), as amended, which requitkat all derivative instruments be reported ontkthlance sheet at fair value and
establishes criteria for designation and effectassnof hedging relationships. The cumulative efééetdopting FAS 133 as of January 1, 2
was not material to Armstrong's financial stateraent

Armstrong is exposed to market risk from changdsiieign currency exchange rates, interest ratdscammodity prices that could impact
results of operations and financial condition. Arrmsg uses financial instruments, including fixed aariable rate debt, as well as swap,
forward and option contracts to finance its opersiand to hedge interest rate, currency and cotityrexposures. Armstrong regularly
monitors developments in the capital markets arig emters into currency and swap transactions estiablished counter-parties having
investment grade ratings. Swap, forward and optatracts are entered into for periods consistétht underlying exposure and do not
constitute positions independent of those exposémesstrong uses derivative financial instrumergsisk management tools and not for
speculative trading purposes.

Interest Rate Risk - Due to AWI's Chapter 11 Filialy affected debt was classified as liabilitiebject to compromise. All such debt will be
addressed in the Chapter 11 Case and during thiepey thereof, AWI does not expect to pay any ¢ interest or other payments in
respect thereof. However, Armstrong also has dieéntities that were not a part of the Chapterilldgf, which are being paid on schedule.
December 31, 2001, Armstrong had no open inteadstswap contracts. Prior to the Chapter 11 fil&gnstrong managed its ratio of fixed
floating rate debt with the objective of achievimgnix that management believed to be appropriatend@nage this mix in a cost-effective
manner, Armstrong, from time to time, entered interest rate swap agreements, in which it agreek¢hange various combinations of
fixed and/or variable interest rates based on agogen notional amounts.

Currency Rate Risk - Armstrong manufactures anl@ g&slproducts in a number of countries throughbatworld and, as a result, is exposed
to movements in foreign currency exchange rates lBoge extent, Armstrong's global manufacturind sales provide a natural hedge of
foreign currency exchange rate movement, as forgigrency expenses generally offset foreign cugreagenues. At December 31, 2001,
Armstrong's major foreign currency exposures atheoCanadian dollar, the Euro and the British pbun

Armstrong has used foreign currency forward exchasantracts and purchased options to reduce itssexe to the risk that the eventual net
cash inflows and outflows, resulting from the safi@roduct to foreign customers and purchases fargign suppliers, will be adversely
affected by changes in exchange rates. These teevastruments are used for forecasted transastmd are classified as cash flow hedges.
These transactions allow Armstrong to further redits overall exposure to exchange rate movemsintse the gains and losses on these
contracts offset losses and gains on the transechieing hedged. Gains and losses on these insttsiiae deferred in other comprehensive
income until the underlying transaction is recogdim earnings. The net fair value of these ins&mits at December 31, 2001 was an asset of
less than $0.1 million, all of which is expected®charged to earnings in the next twelve morithe.earnings impact is reported in either
net sales or cost of goods sold to match the uyidgrtransaction being hedged. The earnings impkittese hedges was not material during
2001.

Armstrong also uses foreign currency forward exgeacontracts to hedge exposures created by crosscy inter-company loans. The
underlying inter-company loans are classified astderm and translation adjustments related to theeses| are recorded in other income. '
related derivative contracts are classified asviaine hedges and the offsetting gains and losséisese contracts are also recorded in other
income. The fair value of these instruments at Dew 31, 2001 was a $1.7 million asset, all of Wwhicexpected to be charged to earnin
the next twelve months. During 2001, the net egsimpact of these hedges was $0.5 million, re@bmd®ther income, which was
comprised of a gain of approximately $8.6 milliearh the foreign currency forward exchange contrattbstantially offset by the 2001
translation adjustment of approximately $8.1 millfor the underlying inter-company loans.

Commaodity Price Risk - Armstrong purchases natgaal for use in the manufacture of many of its peteland to heat many of its facilities.
As a result, Armstrong is exposed to movementheémptrice of natural gas. Armstrong has a policynafimizing cost volatility by purchasing
natural gas forward contracts, option contractd, z#ro-cash collars. These instruments are desidgreast cash flow hedges. The mark-to-
market gain or loss on qualifying
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hedges is included in other comprehensive inconteae@xtent effective, and reclassified into cdgjands sold in the period during which
underlying products are sold. The mark-to-markétgar losses on ineffective portions of hedgesegegnized in cost of goods sold
immediately. The fair value of these instrumentBatember 31, 2001 was a $5.2 million liability vdiich $4.8 million is expected to be
charged to earnings in the next twelve months. éidraings impact of these hedges, recorded in éggtanls sold, was a $8.8 million expel
during 2001. The earnings impact of the ineffecpoegtion of these hedges was not material durir@L20

NOTE 18. INCOME TAXES

The tax effects of principal temporary differenbegween the carrying amounts of assets and ligsilénd their tax bases are summarized in
the table below. Management believes it is morglyjikhan not that the results of future operatiatisgenerate sufficient taxable income to
realize deferred tax assets, except for certagidartax credit and net operating loss carryfongdat which Armstrong has provided a
valuation allowance of $95.8 million. The $8.6 moill of U.S. foreign tax credit will expire in 200Brmstrong has $1,058.3 million of state
net operating losses with expirations between 20622021, and $110.1 million of foreign net opergiosses, which will be carried forward
indefinitely. The valuation allowance increased#2$.0 million primarily because of additional fageiand state net operating losses in
addition to increases in foreign tax credits arteobasis adjustments.
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Deferred income tax assets (liabilities) (millions) 2001 2000
Postretirement and postemployment benefits $ 865 $ 920
Chapter 11 reorganization costs and restructuri ng costs 19.6 35.9
Asbestos-related liabilities 241.7 241.7
Foreign tax credit carryforward 8.6 6.4
Net operating losses 119.8 94.6
Other 79.0 87.3

Total deferred tax assets 555.2 557.9

Valuation allowance (95.8 ) (69.8)

Net deferred tax assets 459.4 488.1
Accumulated depreciation (186.6 ) (181.1)
Pension costs (118.1 ) (106.4)
Insurance for asbestos-related liabilities (72.1 ) (85.4)
Tax on unremitted earnings (27.0 ) (27.0)
Other (62.5 ) (71.4)

Total deferred income tax liabilities (466.3 ) (471.3)

Net deferred income tax (liabilities) assets (6.9 ) 16.8

Deferred income tax - asset - current 115 10.0

Deferred income tax (liability) asset - noncurrent $ (184 ) $ 638

Details of taxes (millions) 2001 2000 1999

Earnings (loss) from continuing operations before i ncome taxes:

Domestic $ 1171 $ (1354 ) $ 458
Foreign 14.1 23.0 57.0
Eliminations (15.5) (9.9 ) (119.5)

Total $ 1157 $ (1223 ) $ (16.7)

Income tax provision (benefit):

Current:
Federal $ 50 $ (113 ) $ 158
Foreign 13.2 7.6 6.6
State (0.6) 1.8 3.0
Total current 17.6 (1.9 ) 25.4
Deferred:
Federal 33.3 (32.7 ) (36.6)
Foreign (8.4) (2.5 ) 10.2
State - 0.3 0.5
Total deferred 24.9 (34.9 ) (25.9)
Total income taxes (benefit) $ 425 $ (36.8 ) $ (05)



At December 31, 2001, unremitted earnings of sudises outside the U.S. were $259.2 million (at &aber 31, 2001 balance sheet
exchange rates). Armstrong expects to repatriated$illion of earnings for which $27.0 million &k.S. taxes were provided in 2000. No
U.S. taxes have been provided on the remainingmittesl earnings as it is Armstrong's intentionrteest these earnings permanently. If such
earnings were to be remitted without offsetting ¢eedits in the U.S., withholding taxes would be88&illion. The 2001 tax provision reflec
the reversal of certain state tax and other acemmlonger required due to the completion of deteaudits and/or expiration of statutes of
limitation partially offset by certain nondeducgtéxpenses.

Reconciliation to U.S. statutory tax rate (millions ) 2001 2000 1999
Continuing operations tax (benefit) at statutory ra te $ 405 $ (433 ) $ (5.8)
State income taxes, net of federal benefit 2.0 1.8 2.0
(Benefit) on ESOP dividend - (1.0 ) (1.3)
Tax on foreign and foreign-source income (6.5) 4.4 3.4
Goodwill 6.7 9.9 7.1
Change in valuation allowance - -- (4.0)
Sale of subsidiary - (9.1 ) -
Other items, net (0.2) 0.5 (1.9)
Tax expense (benefit) at effective rate $ 425 $ (36.8 ) $ (0.5)
Other taxes (millions) 2001 2000 1999
Payroll taxes $ 742 $ 739 $ 811
Property, franchise and capital stock taxes 15.7 20.0 15.9

NOTE 19. OTHER LONG-TERM LIABILITIES

(millions) 2001 2000
Long-term deferred compensation arrangements $ 422 $ 449
Environment liabilities not subject to compromise 10.2 8.8
Other 32.2 24.2
Total other long-term liabilities $ 84.6 $ 779

NOTE 20. RETIREMENT SAVINGS AND STOCK OWNERSHIP PLA N (RSSOP)

In 1989, Armstrong established an Employee Stocké&ship Plan ("ESOP") that borrowed $270 millioonfrbanks and insurance
companies, repayable over 15 years and guaranye@dmstrong. The ESOP used the proceeds to purchésd,450 shares of a new series
of convertible preferred stock issued by Armstrdngl996, the ESOP was merged with the Retiremanings Plan for salaried employee:
defined-contribution pension plan) to form the Raetient Savings and Stock Ownership Plan ("RSS@®i)July 31, 1996, the trustee of the
ESOP converted the preferred stock held by the itntcs approximately 5.1 million shares of commaeock at a one-for-one ratio.

The number of shares released for allocation tbgiaant accounts has been based on the propastiprincipal and interest paid to the total
amount of debt service remaining to be paid ovelife of the borrowings. Through December 31, 208& RSSOP allocated 2,732,000
shares to participants that remain outstandindigizannts retired 1,693,000 shares, Armstrong douted an additional 437,000 shares from
its treasury and the trustee purchased 243,00@sloarthe open market to allocate to employeesf Be2cember 31, 2001, there were
approximately 1,912,000 shares in the RSSOP ththyéito be allocated to participants.

All RSSOP shares are considered outstanding foiiregs per share calculations. Historically, dividemon allocated shares were credited to
employee accounts while dividends on unallocatedeshwere used to satisfy debt service payments.
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The RSSOP currently covers parent company nonwengployees and some union employees.

Details of ESOP debt service payments (millions) 2000 1999
Common stock dividends paid $ 45 $ 8.9
Employee contributions 1.2 7.7
Company contributions 7.0 8.9
Company loans to ESOP 7.3 12.9
Debt service payments made by ESOP trustee $20.0 $38.4

Armstrong recorded costs for the RSSOP of $3.5anilih 2001, $10.5 million in 2000 and $13.1 miflim 1999, which related to company
contributions.

On November 22, 2000, Armstrong failed to repay 8Bilon in commercial paper that was due. Subsatjyethe remaining ESOP bond
principal balance of $142.2 million became immeeliapayable along with a $15.5 million interest aaxd make-whole premium. ESOP debt
service payments had not been made since June 28@0cesult of the Chapter 11 filing, AWI's guaemof these ESOP loan obligations of
$157.7 million is now classified as a liability $ett to compromise.

During the fourth quarter of 2000, Armstrong amehtlee RSSOP to provide for a cash match of emplogaegributions in lieu of the stock
match. Armstrong recorded an expense of $3.5 millic2001 and $0.5 million in 2000 related to thstt match.

The trustee borrowed from Armstrong $7.3 millior2®00 and $12.9 million in 1999. These loans weadearto ensure that the financial
arrangements provided to employees remained censisith the original intent of the RSSOP. Suclkbeeceivable were included as a
component of shareholders' equity. In December 2id0€bnnection with the Chapter 11 Filing of AWAdhdefault on RSSOP loan
obligations, Armstrong recorded an impairment char$43.3 million related to these loans receigablview of the fact that the only asset
of the RSSOP consisted of the stock of AHI whicH Haninished substantially in value. The impairmemat recorded as a component of
Chapter 11 reorganization costs, net. In July 2684 Court in AWI's Chapter 11 Case authorized®berd of Directors of Armstrong to
forgive the entire amount of all principal and ie& on outstanding loans to the RSSOP.

NOTE 21. STOCK-BASED COMPENSATION PLANS

Awards under the 1993 Long-Term Stock Incentiven®P14993 Plan") were made in the form of stock @psi, stock appreciation rights in
conjunction with stock options, performance restidcshares and restricted stock awards. No addlteamards may be issued under the 1993
Plan.

During 1999, Armstrong adopted the 1999 Long-Temgehtive Plan ("1999 Plan") which replaced the 1B&81. The 1999 Plan is similar to
the 1993 Plan in that it provides for the grantifigncentive stock options, nonqualified stock ops, stock appreciation rights, performance-
restricted shares and restricted stock awards19B8 Plan also incorporates stock awards and oashtive awards. No more than 3,250,
shares of common stock may be issued under the RIg®9 and no more than 300,000 of the shares mayarded in the form of
performance restricted shares, restricted stockdsna stock awards. No awards under the 1999 Wilabe granted after April 25, 2009.
Pre-1999 grants made under predecessor plansengibberned under the provisions of those plans.

During 2000, Armstrong adopted the Stock Award F12000 Plan") to enable stock awards and resttisteck awards to officers, key
employees and non-employee directors. No more 7I68r000 treasury shares may be awarded under €eRan. The 2000 Plan will
remain in effect until the earlier of the grantadifthe shares allowed under the plan or termimadiothe plan by the Board of Directors.

Approximately 1,702,000 stock options were candedle a result of a restricted stock for stock apéirchange program offered to employ
in 2000. Employees other than the CEO holding stgtions were given a one-time opportunity to exgeatheir stock options with exercise
prices above $50 per share for shares of AHI @sttistock based on specified conversion ratios.sSHares issued under this exchange
program were issued under the 2000 Plan and wililhevested by August 2002. Expenses relatedhimavent were $0.7 million in 2001 ¢
$1.5 million in 2000.
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Options are granted to purchase shares at pri¢dsssothan the closing market price of the shanethe dates the options are 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) 2001 2000 1999
Option shares at beginning of year 2,777.5 3,509.5 2,783.7
Options granted 100.0 1,818.5 829.7
Option shares exercised -- -- (54.5)
Stock appreciation rights exercised - - (0.2)
Options cancelled (194.9) (2,550.5) (49.2)
Option shares at end of year 2,682.6 2,777.5 3,509.5
Option shares exercisable at end of year 1,551.7 973.3 1,828.0
Shares available for grant 4,161.5 4,068.7 3,307.3
Weighted average price per share:
Options outstanding $ 30.36 $ 30.69 $ 58.48
Options exercisable 39.51 48.92 57.12
Options granted 3.60 18.24 50.70
Option shares exercised N/A N/A 36.17

The table below summarizes information about stgations outstanding at December 31, 2001. (thowseardept for life and share price)

Optio ns outstanding Option s exercisable
Weighted-

Number average Weighted- Number Weighted-
Range of outstanding remaining average exercisable average
exercise prices at 12/31/01  con tractual life exercise price at 12/31/01 exercise price
$1.19 - $18.00 300.0 8.9 $ 7.05 66.7 $ 8.78
$18.01 - $19.50 1,382.3 8.2 19.44 525.7 19.44
$19.51 - $46.00 393.4 2.6 40.09 387.9 40.28
$46.01 - $60.00 427.7 4.5 55.11 393.9 55.57
$60.01 - $84.00 179.2 5.9 73.14 1775 73.17

2,682.6 1,551.7

Performance restricted shares issuable under @@ d®d 1999 plans entitle certain key executiveleyges to earn shares of AHI's common
stock, but only if the total company or individumlsiness units meet certain predetermined perfazenareasures during defined performance
periods (generally three years). At the end ofgrenince periods, common stock awarded may carnyiaaa restriction periods, during
which time Armstrong will hold the shares in custaahtil the expiration or termination of restriatea Compensation expense is charged to
earnings over the performance period. There welye588 shares of performance restricted commorkstatstanding at December 31, 2001,
with no accumulated dividend equivalent shares. g@dréormance period for these shares has endethdugstriction period does not end

until 2002.

Restricted stock awards can be used for the puspafsecruitment, special recognition and retentibkey employees. No award of restric
stock shares was granted in 2001. At the end of 2B@re were 195,934 restricted shares of comnumk utstanding with 4,720

accumulated dividend equivalent shares.
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SFAS No. 123, "Accounting for Stock-Based Compensdt permits entities to continue to apply theyisions of APB Opinion No. 25 and
provide pro forma net earnings disclosures. Hadpsareation costs for these plans been determinesistent with SFAS No. 123,
Armstrong's net earnings would have been reduc#tetéollowing pro forma amounts.

(millions) 2001 2000 1999

As reported $92.8 $11.8 $14.3
Pro forma 90.6 54 7.0

The fair value of grants was estimated on the ditgant using the Black-Scholes option pricing ®lodith the weighted-average
assumptions for 2001, 2000 and 1999 presenteckitatile below. The weighted-average fair valugadksoptions granted in 2001, 2000 and
1999 was $1.21, $2.08 and $9.75 per share, regphcti

2001 2000 1999

Risk-free interest rate 4.57% 6.48% 6.34%

Dividend yield 0% 9.50% 5.75%
Expected life S5years b5years 5years
Volatility 28% 28% 28%

Because the SFAS No. 123 method of accounting dialseen applied to grants prior to January 1, 1885resulting pro forma compensat
cost may not be representative of that to be ergdatfuture years.

NOTE 22. EMPLOYEE COMPENSATION
Employee compensation is presented in the tabtesb&lharges for severance costs and early retiremesntives to terminated employees
(otherwise recorded as restructuring charges) haea excluded.

Employee compensation cost (millions) 2001 2000 1999
Wages and salaries $685.3 $669.3 $669.9
Payroll taxes 74.2 739 811
Pension credits, net (32.0) (38.4) (29.7)
Insurance and other benefit costs 92.3 70.8 64.2
Stock-based compensation 2.7 4.4 4.2
Total $8225 $780.0 $789.7

The increases in insurance and other benefit eostprimarily related to increased medical berosfits.

NOTE 23. PENSION AND OTHER BENEFIT PROGRAMS

Armstrong and a number of its subsidiaries havesip@rplans and postretirement medical and insurbanefit plans covering eligible
employees worldwide. Armstrong also has definedtribution pension plans (including the Retiretm@avings and Stock Ownership Plan
described in Note 20) for eligible employees. Baadfom pension plans, which cover substantiallgmployees, are based on an employ
compensation and years of service. Pension planfuaded by Armstrong. Postretirement benefitfameed by Armstrong on a pay-as-you-
go basis, with the retiree paying a portion of¢bst for health care benefits by means of ded@sibhd contributions. Armstrong announced
in 1989 and 1990 a 15-year phase-out of its healte benefits for certain future retirees. Theseréuretirees include parent company
nonunion employees and some union employees. SBARSSOP common stock were allocated to eligibteva employees through June
2000, based on employee age and years to expetieahrent, to help employees offset their futurstpiirement medical costs. The RSSOP
was amended in November 2000 to suspend futureagibms and in December 2000, Armstrong used eafimt this benefit. In 2001, an
equity share allocation was made to all eligiblévacfull-time employees as of July 26, 2001. THecation was made as a result of
Armstrong's forgiveness of loans receivable fromR8SOP.

Effective November 1, 2000, an amendment to the@&eent Income Plan (RIP), a qualified U.S. defibedefit plan, established an
additional benefit known as the ESOP Pension Acttupartially compensate active employee andeetiESOP shareholders for the decline
in the market value of AHI'S stock. The effect lnittamendment had no material impact to the firnosition or
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results of operations in 2000, but increased tmefieobligation by $92.2 million and decreased ple@sion credit by $11.7 million in 2001.
The RIP document was revised to reflect these amng

The following tables summarize the balance shepaat as well as the benefit obligations, assetgjdd status and rate assumptions
associated with the pension and postretirementfivgaens. The plan assets are primarily stockstualufunds and bonds. Included in these
assets were 1,426,751 shares of AHI common stogieaatend 2001 and 2000. The pension benefitsadigrts include both the RIP and the
Retirement Benefit Equity Plan, which is a nondiedi, unfunded plan designed to provide pensiorefinin excess of the limits defined
under Sections 415 and 401(a)(17) of the IntermaieRue Code.

Retiree Health a nd Life
Pension Benefits Insurance Ben efits

U.S. defined-benefit plans (millions) 2001 2000 2001 2000
Change in benefit obligation:
Benefit obligation as of January 1 $1,1324 $ 10794 $ 2586 $ 233.3
Service cost 14.9 13.9 3.5 2.8
Interest cost 93.0 84.0 20.1 18.7
Plan participants' contributions -- -- 3.7 3.4
Plan amendments 79.6 25.8 - -
Divestitures -- (4.0) - (0.1)
Effect of settlements -- (5.9) -- --
Effect of special termination benefits 2.9 1.4 -- --
Actuarial gain 92.7 33.0 128.6 26.6
Benefits paid (91.1) (95.2) (29.9) (26.1)
Benefit obligation as of December 31 $13244 $1,1324 $ 3846 $ 258.6
Change in plan assets:
Fair value of plan assets as of January 1 $1,7906 $ 1,748.3 - -
Actual return on plan assets 32.9 137.9 -- --
Divestitures -- 3.7) -- --
Effect of settlements -- (5.9) - -
Employer contribution 35 92 $ 262 $ 22.7
Plan participants' contributions -- 3.7 3.4
Benefits paid (91.1) (95.2) (29.9) (26.1)
Fair value of plan assets as of December 31 $1,7359 $ 1,790.6 $ 00 $ 0.0
Funded status $ 4115 $ 6582 $ (384.6) $ (258.6)
Unrecognized net actuarial loss (gain) (187.2) (422.7) 160.8 48.6
Unrecognized transition asset (2.1) (8.3) -- --
Unrecognized prior service cost (benefit) 148.5 86.1 9.9 (4.2)
Net amount recognized $ 3707 $ 3133 $ (2139 $ (214.2)
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The funded status of U.S. defined-benefit plans esrmined using the assumptions presented itabhe below.

Retiree Health and Life

Insurance Benefits

P ension Benefits
U.S. defined-benefit plans 2001 2000
Weighted-average assumption as of
December 31:
Discount rate 7 .00% 7.50%
Expected return on plan assets 8 75% 9.50%
Rate of compensation increase 4 .00% 4.25%

Amounts recognized in the consolidated balancetstoemsist of:

2001 2000
7.00% 7.50%

n/a n/a
4.00% 4.25%

Retiree Health a nd Life
Pension Benefits Insurance Ben efits
(millions) 2001 2000 2001 2000
Prepaid benefit costs $386.9 $333.6
Accrued benefit liability (30.4) (345) $(2139) $ (214.2)
Intangible asset 1.2 1.6 - --
Other comprehensive income 13.0 12.6 -- --
Net amount recognized $370.7 $313.3 $(2139) $ (214.2)
Pension Benefit S
U.S. pension plans with benefit obligations in exce ss of assets (millions) 2001 2000
Projected benefit obligation, December 31 $33.2 $ 44.7
Accrued benefit obligation, December 31 30.4 34.5

Fair value of plan assets, December 31

The above table relates to the Retirement Benefiitiz Plan, which is a nonqualified,

unfunded pthsigned to provide pension benefits in

excess of the limits defined under Sections 4154xida)(17) of the Internal Revenue Code.

The components of pension credit are as follows:

Pension Benefits

U.S. defined-benefit plans (millions) 2001 2000 1999
Service cost of benefits earned during the year $ 149 $ 13.9 $ 16.7
Interest cost on projected benefit obligation 93.0 84.0 76.6
Expected return on plan assets (164.4) (153.6) (147.0)
Amortization of transition asset (6.2) (6.2) (6.2)
Amortization of prior service cost 17.5 11.9 10.0
Recognized net actuarial gain (11.6) (13.9) (17.3)
Net periodic pension credit $(56.8) $(639) $ (67.2)
Costs for other funded and unfunded pension plare 11.8 million in 2001, $5.6 million in 2000 a®d.1 million in 1999.
The components of postretirement benefit cost afellows:
Retiree Health and
Life Insurance Benefit s
U.S. defined-benefit plans (millions) 2001 2000 1999
Service cost of benefits earned during the year $ 35 $ 28 $ 3.2
Interest cost on accumulated postretirement benefit obligation 20.1 18.7 17.0
Amortization of prior service cost (benefit) 0.3 (0.9) (0.9)
Recognized net actuarial loss 2.2 1.0 0.6
Net periodic postretirement benefit cost $26.1 $21.6 $19.9
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For measurement purposes, an average rate of 18%alancrease in the per capita cost of coveretttheare benefits was assumed for 2(
decreasing 1% per year to an ultimate rate of 68sufed health care cost trend rates have a s@gmifgffect on the amounts reported for the

health care plans. A one-percentage-point changesamed health care cost trend rates would havieltbwing effects:

U.S. retiree health and life insurance benefit plan

Effect on total of service and interest cost compon
Effect on postretirement benefit obligation

One percentage po

s (millions) Increase  Decr
ents $24 $(
36.5 3

int

ease

2.0)
0.8)

AHI has pension plans covering employees in a nurobforeign countries that utilize assumptionst i@ consistent with, but not identical
to, those of the U.S. plans. The following tablesimarize the balance sheet impact as well as thefibebligations, assets, funded status

rate assumptions associated with pension benefits.

Non-U.S. defined-benefit plans (millions)

Change in benefit obligation:

Benefit obligation as of January 1
Service cost

Interest cost

Plan participants' contributions

Plan amendments

Acquisitions

Divestitures

Effect of settlements

Effect of special termination benefits
Foreign currency translation adjustment
Actuarial loss (gain)

Benefits paid

Benefit obligation as of December 31

Change in plan assets:

Fair value of plan assets as of January 1
Actual return on plan assets
Acquisitions

Divestitures

Employer contributions

Plan participants' contributions

Effect of settlements

Foreign currency translation adjustment
Benefits paid

Fair value of plan assets as of December 31
Funded status

Unrecognized net actuarial gain
Unrecognized transition obligation (asset)

Unrecognized prior service cost

Net amount recognized

Pension Benefits

2001 2000
$290.8  $300.6
7.9 7.2
15.5 14.6
2.2 2.1
1.8 0.7
- 22.7
- (0.6)
- (33.6)
0.3 (0.7)
(11.2)  (24.9)
(8.4) 15.3
(13.6)  (13.1)
$2853  $290.8
$179.2  $163.4
(18.1) 2.4
- 22.1
- (0.6)
11.8 44.4
2.2 2.1
- (33.6)
4.7 (7.9)
(13.6)  (13.1)
$156.8 $179.2
$(128.5)  $(111.6)
13.5 (3.6)
0.2 (1.3)
5.7 3.9
$(109.1)  $(112.6)
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Amounts recognized in the consolidated balancetstoemsist of:

Pension Benefits

(millions) 2001 2000
Prepaid benefit cost $ 59 $ 56
Accrued benefit liability (121.3) (126.0)
Intangible asset 0.7 0.1
Other comprehensive income 5.6 7.7

Net amount recognized $(109.1) $(112.6)

Pension Benefits
Non-U.S. pension plans with benefit obligations e

in excess of assets (millions) 2001 2000
Projected benefit obligation, December 31 $ 1247 $ 1287
Accrued benefit obligation, December 31 1195 124.3
Fair value of plan assets, December 31 2.3 2.7

The components of pension cost are as follows:

Non-U.S. defined-benefit plans (millions) 2001 2000 1999
Service cost of benefits earned during the year $ 79 $ 7.2 $ 84
Interest cost on projected benefit obligation 155 14.6 18.1
Expected return on plan assets (11.0) (9.9) (8.0)
Amortization of transition obligation 0.3 0.2 0.2
Amortization of prior service cost 0.4 1.0 0.4
Recognized net actuarial gain (0.2) (0.2) (0.2)
Net periodic pension cost $ 13.0 $13.0 $19.0

The funded status of Non-U.S. defined-benefit plaas determined using the following assumptions:

Pension Benefits

Non-U.S. defined-benefit plans 2001 2000
Weighted-average assumption as of December 31:

Discount rate 5.49% 5.69%
Expected return on plan assets 5.57% 6.43%
Rate of compensation increase 3.71% 3.85%

NOTE 24. LEASES

Armstrong rents certain real estate and equipn8®aueral leases include options for renewal or @mgehand contain clauses for payment of
real estate taxes and insurance. In most casesgaarent expects that in the normal course of bssjheases will be renewed or replaced by
other leases. As part of the Chapter 11 Case, AWétlecide whether to assume, assume and assigredrprepetition unexpired leases
and other prepetition executory contracts. AWI basn granted an extension until April 8, 2002 ey @ourt to make these decisions with
respect to prepetition unexpired leases of regignty and this date may be further extended. VWiipect to prepetition executory contracts
and unexpired leases not related to real estatd, #/until confirmation of a reorganization plamtake these decisions unless such time is
shortened by the Court. The accompanying finarst&ements do not reflect any adjustment relatedsomption or rejection of such
agreements.
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Rental expense was $15.7 million in 2001, $17.Tionilin 2000 and $19.5 million in 1999. Future mimim payments at December 31, 2001,
by year and in the aggregate, having noncanceleh$e terms in excess of one year were as follows:

Capital  Operating
Scheduled minimum lease payments (millions) Leases Leases
2002 $1.3 $ 9.9
2003 14 7.3
2004 25 5.6
2005 15 3.2
2006 0.9 2.3
Thereafter 0.8 10.1
Total $8.4 $38.4

AHI has capital leases that have lease paymerntextend until 2018. Assets under capital leasesramiuded in the consolidated balance
sheets as follows:

(millions) 2001 2000
Land $ 3.8 $ 3.8
Building 4.1 45
Machinery 26.1 26.2
Less accumulated amortization (10.0) (12.1)
Net assets $24.0 $224
NOTE 25. SHAREHOLDERS' EQUITY
Treasury share changes for 2001, 2000 and 199%sdm@lows:
Years ended December 31 (thousands) 2001 2000 1999
Common shares
Balance at beginning of year 11,393.2  11,628.7 11,856.7
Stock purchases -- 56.4 33.8
Stock issuance activity, net -- (291.9) (261.8)
Balance at end of year 11,393.2  11,393.2 11,628.7

Stock purchases include small unsolicited buybaflshares, shares received under share tax witinigolchnsactions and open market
purchases of stock through brokers.

The balance of each component of accumulated otimaprehensive loss as of December 31, 2001 and 20pfesented in the table below.

(millions) 2001 2000
Foreign currency translation adjustments $32.6 $29.3
Derivative loss, net 3.3 --
Unrealized loss on available for sale securities -- 2.0
Minimum pension liability adjustments 11.2 13.9
Total $47.1 $45.2
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The related tax effects allocated to each compowiesther comprehensive income (loss) are preseanttite table below.

Pre-tax Tax  After tax
(millions) amount Benefit amount
Foreign currency translation adjustments $3B3 $ - $(33
Derivative loss, net (5.1) 1.8 (3.3)
Impairment loss on available for sale securities 2.0 -- 2.0
Minimum pension liability adjustments 0.9 1.8 2.7
Total $ (55 $36 $ (1.9
NOTE 26. SUPPLEMENTAL FINANCIAL INFORMATION
(millions)
Selected operating expenses 2001 2000 1999
Maintenance and repair costs $112.2 $1146 $113.1
Research and development costs 56.3 60.3 48.9
Advertising costs 49.8 43.7 47.0
Other expense (income), net
Interest and dividend income $ (28 $(56) $(21)
Loss (gain) on sale of businesses, net 0.3 (60.2) (1.0)
Demutualization proceeds (3.5) (5.2) (2.6)
Foreign currency transaction gain (0.5) (7.0) (0.2)
Impairment loss on available for sale securities 3.2 -- --
Impairment of note receivable from previous divesti ture 2.0 - --
Other 0.1 1.3 (0.7)
Total $ (1.2) $(76.7) $ (6.6)
NOTE 27. SUPPLEMENTAL CASH FLOW INFORMATION
(millions) 2001 2000 1999
Interest paid $9.2 $101.5 $104.5
Income taxes paid 13.3 14.7 48.2
Acquisitions:
Fair value of assets acquired $0.6 $55.6 $ 3.8
Cost in excess of net assets acquired 5.0 - -
Less:
Net assets in excess of consideration -- 24.2 --
Liabilities assumed -- 24.9 --
Cash paid, net of cash acquired $5.6 $ 6.5 $ 3.8

NOTE 28. LITIGATION AND RELATED MATTERS

Asbestos-related litigation

AWI is a defendant in personal injury claims andgarty damage claims related to asbestos contammoducts. On December 6, 2000, AWI
filed a voluntary petition for relief ("the Filing'under Chapter 11 of the U.S. Bankruptcy Codestthe court supervised reorganization
process to achieve a final resolution of its agisekability.

Background
AWI's involvement in asbestos litigation relatesrarily to its participation in the insulation coatting business. From around 1910 to 1933,

AWI manufactured and installed some high-tempeeatusulation products, including some that conthiagbestos. In 1939, AWI expanded
its contract installation service to provide a geeaange of
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high and low temperature contracting servicesstaitstomers. AWI generally manufactured its own temperature insulation products, but
did not manufacture the high temperature produsgsi in its contracting operations. Some of the kéghperature products furnished and
installed in the contracting operations containglgestos.

Effective January 1, 1958, AWI separated its insoacontracting business into a separate, indegr@rslibsidiary, Armstrong Contracting
and Supply Corporation ("ACandS"). From Januar¥958 through August 31, 1969, ACandS operated &sd@pendent subsidiary in the
insulation contracting business. During this tineeipd, AWI licensed certain tradenames and tradksnaxr ACandS, which ACandS placed
on certain insulation products manufactured by rsth@ther than two specific products, AWI did namafacture or sell any asbestos-
containing thermal insulation products during fsiod. In August 1969, AWI sold the ACandS sulaigito a group of ACandS
management employees and ACandS continues to epedependently as a subsidiary of Irex Corporat#fd| had no involvement with
any asbestos-containing insulation materials 4f&9.

In addition, AWI manufactured some resilient flogyithat contained encapsulated asbestos untikttie ¥980's. AWI also manufactured
some gasket materials that contained encapsulabegi@s until the mid-1980's.

AsbestosRelated Personal Injury Claims

Before filing for relief under the Bankruptcy Cod®/VI pursued broad-based settlements of asbesta®depersonal injury claims through
the Center for Claims Resolution (the "Center")e Tenter had reached Strategic Settlement Prod@&#P() agreements with law firms that
covered approximately 130,000 claims that named A% defendant. As a result of the Filing, AWB§gations with respect to payments
called for under these settlements will be deteeahiim its Chapter 11 Case.

Due to the Filing, holders of asbestos-relatedgekinjury claims are stayed from continuing tog®cute pending litigation and from
commencing new lawsuits against AWI. In additionyAceased making payments with respect to asbestated personal injury claims,
including payments pursuant to the outstanding &BPements. A separate creditors' committee repingehe interests of asbestos persi
injury claimants has been appointed in the ChahteCase.

AWI's present and future asbestos liability willdddressed in its Chapter 11 Case rather thanghrihe Center and a multitude of lawsuits
in different jurisdictions throughout the U.S. A\ltlieves that the Chapter 11 process providedilit tie opportunity to comprehensively
address its asbestos-related personal injury il one forum. It is anticipated that all presand future asbestos-related personal injury
claims will be resolved in the Chapter 11 Case.

AsbestosRelated Personal Injury Liability

In evaluating its estimated asbestekted personal injury liability prior to the Fili, AWI reviewed, among other things, recent arstdonical
settlement amounts, the incidence of past and tet@ms, the mix of the injuries and occupatiohshe plaintiffs, the number of cases
pending against it and the status and resultsa#dsbased settlement discussions. Based on thewe&W!I estimated its cost to defend and
resolve probable asbestos-related personal injamns. This estimate was highly uncertain due ®lifmitations of the available data and the
difficulty of forecasting with any certainty the merous variables that could affect the range ofittmlity.

AWI believes the range of probable and estimalleility is more uncertain now than previously. Téare significant differences in the way
the asbestos-related personal injury claims magdokeessed under the bankruptcy process when codhjzatiee tort system. Accordingly,
AWI currently is unable to ascertain how prior esigrce with the number of claims and the amountettde claims will impact its ultimate
liability in the context of its Chapter 11 Case.

As of September 30, 2000, AWI had recorded a lighif $758.8 million for its asbestos-related meral injury liability that it determined
was probable and estimable through 2006. Due tinttieased uncertainty created as a result of ithrggFno change has been made to the
previously recorded liability except to record paynms of $68.2 million against that accrual in Oetohnd November 2000. The asbestos-
related personal injury liability balance recor@gédecember 31, 2001 and December 31, 2000 is &®8illion, which is recorded in
liabilities subject to compromise. Due to the utaieties created as a result of the Filing and boaiability may be resolved, it is not
possible to reasonably estimate the ultimate ligbil is likely, however, that the actual lialyliwill be significantly higher than the recorded
liability. As the Chapter 11 Case proceeds, thhoeikl be more clarity as to the extent of the ligbi
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Collateral Requirements

During 2000, AWI had secured a bond for $56.2 millto meet minimum collateral requirements esthblisby the Center with respect to
asbestos-related personal injury claims assertaahstgAWI. On October 27, 2000, the insurance comyghat underwrote the surety bond
informed AWI and the Center of its intention notrémew the surety bond effective February 28, 2@iLFebruary 6, 2001, the Center
advised the surety of the Center's demand for patofehe face value of the bond. The surety faetiotion with the Court seeking to
restrain the Center from drawing on the bond. Tlation was not granted. On March 28, 2001, the gdiled an amended complaint in the
Court seeking similar relief. The Center has fiexhotion to dismiss the amended complaint. The Qs not yet ruled on the Center's
motion or the complaint. In addition, on April 2001, AWI filed a complaint and a motion with theugt seeking an order, among other
things, enjoining the Center from drawing on thadbor, in the event the Center is permitted to doawhe bond, requiring that the proceeds
of any such draw be deposited into a Court-appragedunt subject to further order of the Court.dély, Judge Alfred M. Wolin of the
Federal District Court for the District of New Jeyswho is also presiding over AWI's Chapter 11e;asdicated he would determine these
matters. Judge Wolin has not yet ruled on theséensat

AsbestosRelated Property Damage Litigation

Over the years, AWI was one of many defendantslrestos-related property damage claims that week lfy public and private building
owners, with six claims pending as of June 30, 200 previous claims that were resolved prioh®Filing resulted in aggregate indemnity
obligations of less than $10 million. To date,plments of these obligations have been entirelgrenl by insurance. The pending cases
present allegations of damage to the plaintiffddings caused by asbestos-containing productgendrally seek compensatory and punitive
damages and equitable relief, including reimbursgraéexpenditures for removal and replacemenuchsroducts. In the second quarter of
2000, AWI was served with a lawsuit seeking classification of Texas residents who own propertyhvdasbestos-containing products. This
case includes allegations that AWI asbestos-contaproducts caused damage to buildings and géneegks compensatory damages and
equitable relief, including testing, reimbursemfemtremoval and diminution of property value. AWgarously denies the validity of the
allegations against it in these actions and, inerent, believes that any costs will be coverethbyrance. Continued prosecution of these
actions and the commencement of any new asbegipenty damage actions are stayed due to the Fllinglarch 2002, the Court allowed
certain alleged holders of asbestos property darolagras to file a class proof of claim against AWpon such filing, the Court will later
determine whether the proposed class should biegriConsistent with prior periods and due tor@ased uncertainty, AWI has not recor
any liability related to these claims as of Decenfife 2001. See Note 1 for further discussion efgloperty damage claims received by the
August 31, 2001 claims bar date in the Chapter 44eCA separate creditors' committee represertimterests of property damage ashe
claimants has been appointed in the Chapter 11. Case

Insurance Recovery Proceedings

A substantial portion of AWI's primary and excessaining insurance asset is nonproducts (genaflity) insurance for personal injury
claims, including among others, those that inva@iteged exposure during AWI's installation of asbgsnsulation materials. AWI has ente
into settlements with a number of the carriersIkésg its coverage issues. However, an alternatigpute resolution ("ADR") procedure is
under way against certain carriers to determing#iteentage of resolved and unresolved claimsatfeatonproducts claims, to establish the
entitlement to such coverage and to determine velnethd how much reinstatement of prematurely exkdysoducts hazard insurance is
warranted. The nonproducts coverage potentialljlae is substantial and includes defense costsldition to limits.

During 1999, AWI received preliminary decisiongli initial phases of the trial proceeding of tHeR which were generally favorable to
AWI on a number of issues related to insurance iamee However, during the first quarter of 200heav trial judge was selected for the
ADR. The new trial judge conducted hearings in 280d determined not to rehear matters decidedéprivious judge. In the first quarter
of 2002, the new trial judge concluded the ADRItpiaoceeding with findings in favor of AWI on substially all key issues. The trial
proceeding is subject to an appeal as part of DR Arocess. One of the insurance carriers, Relilmaance Company, was placed unde
order of rehabilitation by a state insurance depant during May 2001 and an order of liquidatiomiiyi October 2001.

Another insurer (Century Indemnity Company), whevpously settled its coverage issues with AWI, imzgle some of its required payments
under the settlement to a trust of which AWI iseaéficiary. During January 2002, this insurer filmdadversary action in AWI's Chapter 11
Case. Among other things, the action requests thet@ (1) declare that the settlement agreenseaih iexecutory contract and to compel
assumption or rejection of the agreement; (2) dedlzat the insurer need not make its present@ndef scheduled payments unless AWI
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assumes the agreement; (3) declare that the insuzatitled to indemnification from AWI againstyaliabilities that the insurer may incur in
certain unrelated litigation in which the insurgiirivolved; and (4) enjoin the disposition of funieviously paid by the insurer to the trust
pending an adjudication of the insurer's rights. |AMieves it is highly unlikely the insurer wiltgvail in this matter.

Insurance Asset

An insurance asset in respect of asbestos persgmal claims in the amount of $214.1 million isceded as of December 31, 2001 comp
to $268.3 million as of December 31, 2000. The c#ida is due to cash receipts during the secondfaimti quarters of 2001 and
management's current assessment of probable imguracoveries, which included the order of liguigiafor Reliance Insurance Company.
Of the total recorded asset at December 31, 2Qiirpaimately $49.0 million represents partial sgttent for previous claims that will be
paid in a fixed and determinable flow and is reporat its net present value discounted at 6.50%.tdtal amount recorded reflects AWI's
belief in the availability of insurance in this aom, based upon AWI's success in insurance re@sjegcent settlement agreements that
provide such coverage, the nonproducts recoveyiegher companies and the opinion of outside cdufaech insurance is either available
through settlement or probable of recovery thronggotiation, litigation or resolution of the ADRgaess. Depending on further progress of
the ADR, activities such as settlement discussigtis insurance carriers party to the ADR and thoseparty to the ADR, the final
determination of coverage shared with ACandS @neér AWI insulation contracting subsidiary thatsasold in August 1969) and the
financial condition of the insurers, AWI may reviseestimate of probable insurance recoveries.rémately $82 million of the $214.1
million asset is determined from agreed coveragadane and is therefore directly related to the amaf the liability. Of the $214.1 million
asset, $22.0 million has been recorded as a cuasset as of December 31, 2001 reflecting managéestimate of the minimum insurance
payments to be received in the next 12 months.

A significant part of the recorded asset relatesasarance that AWI believes is probable and welldbtained through settlements with the
various carriers. Due to the Filing, the settlenfmotess may be delayed, pending further clarificads to the asbestos liability. While AWI
believes the Chapter 11 process will strengthepasstion on resolving disputed insurance and rhayeffore result in higher settlement
amounts than recorded, there has been no incredise recorded amounts due to the uncertaintiegezidoy the Filing. Accordingly, this
asset could also change significantly based upentswvhich occur in the Court. Management estimihtatsthe timing of future cash
payments for the recorded asset may extend beyoyddrs.

Cash Flow Impact

As a result of the Chapter 11 Filing, AWI did noake any payments for asbestetated claims in December 2000 and all of 200xhénfirst
eleven months of 2000, AWI paid $226.9 million &mbestos-related claims. AWI received $32.2 millloasbestos-related insurance
recoveries during 2001 compared to $27.7 millio@@00. During the pendency of the Chapter 11 G&¥4,does not expect to make any
further cash payments for asbestos-related cldiotsAWI expects to continue to receive insuran@eeeds under the terms of various
settlement agreements.

Conclusion

Many uncertainties exist surrounding the finangigbact of AWI's involvement with asbestos litigatiorhese uncertainties include the
impact of the Filing and the Chapter 11 process nilmber of future claims to be filed, the impédcamy potential legislation, the impact of
the ADR proceedings on the insurance asset anfihéicial condition of AWI's insurance carriers. AWas not revised its previously
recorded liability for asbestos-related persongirinclaims. During 2001, AWI reduced its previgusécorded insurance asset by $32.2
million for cash receipts and by $22.0 million faanagement's current assessment of probable itguracoveries. The $22.0 million
reduction was recorded as a charge for asbestibtyianet, in the accompanying consolidated staat of earnings. AWI will continue to
review its asbestos-related liability periodicatiythough it is likely that no changes will be madehe liability until later in the Chapter 11
Case as significant developments arise. Althoudrestimable, it is likely that AWI's total exposumasbestos-related personal injury claims
will be significantly higher than the recorded lidgl. Any adjustment to the estimated liability msurance asset could be material to the
financial statements.

Environmental Matters

Most of Armstrong's manufacturing and certain ofmAtrong's research facilities are affected by veri@deral, state and local environmental
requirements relating to the discharge of matedalhe protection of the environment. Armstrong heade, and intends to continue to make,
necessary expenditures for compliance with appliécabvironmental requirements at its operatinglifaas. Armstrong incurred capital
expenditures of approximately $8.4 million in 20886,2 million in 2000 and $5.5 million in 1999 askded with environmental compliance
and control
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facilities. Armstrong anticipates that annual exgimes for those purposes will not change matgrfadbm recent experience. Armstrong d
not anticipate that it will incur significant cagitexpenditures in order to meet the requiremefiseoClean Air Act of 1990 and the final
implementing regulations promulgated by variousestaencies. However, applicable requirements uth@eClean Air Act and other federal
and state environmental laws continue to changél &lhnew regulatory requirements are known, Atrasg cannot predict with certainty
future capital expenditures associated with compkawith environmental requirements.

As with many industrial companies, Armstrong isreutly involved in proceedings under the ComprehlenBnvironmental Response,
Compensation and Liability Act ("Superfund"), arichar state laws at approximately 22 sites. In huases, Armstrong is one of many
potentially responsible parties ("PRPs") who hasteptial liability for the required investigatioméremediation of each site and who, in
some cases, have agreed to jointly fund that requinvestigation and remediation. With regard tmsaites, however, Armstrong disputes
the liability, the proposed remedy or the proposest allocation among the PRPs. Armstrong may feds@ rights of contribution or
reimbursement from other parties or coverage uagplicable insurance policies. Armstrong has alsntremediating environmental
contamination resulting from past industrial adivat certain of its former plant sites. AWI's pagmts and remediation work on such sites for
which AWI is the potentially responsible party isder review in light of the Chapter 11 Filing. Tinar date for claims from several
environmental agencies has been extended inteettund quarter of 2002.

Estimates of Armstrong's future environmental ligbat any of the Superfund sites or current anfer plant sites are based on evaluatior
currently available facts regarding each individsitg and consider factors such as Armstrong'sitiesi in conjunction with the site, existing
technology, presently enacted laws and regulatmaisprior company experience in remediating cormtated sites. Although current law
imposes joint and several liability on all part&sany Superfund site, Armstrong's contributiothi® remediation of these sites is expected to
be limited by the number of other companies alsntified as potentially liable for site costs. Aseault, Armstrong's estimated liability
reflects only Armstrong's expected share. In dei@ng the probability of contribution, Armstrongrsiders the solvency of the parties,
whether liability is being disputed, the terms nf &xisting agreements and experience with similaiters. The Chapter 11 Case also may
affect the ultimate amount of such contributions.

Liabilities of $16.6 million at December 31, 2001de$15.4 million at December 31, 2000 were for ptiéd environmental liabilities that
Armstrong considers probable and for which a realstenestimate of the probable liability could bedmaWhere existing data is sufficient to
estimate the liability, that estimate has been usé&ére only a range of probable liability is aahile and no amount within that range is more
likely than any other, the lower end of the range heen used. As assessments and remediationi@sfpriogress at each site, these liabilities
are reviewed to reflect additional information tlsecomes available. Due to the Chapter 11 Fithég4 million of the December 31, 2001 ¢
December 31, 2000 environmental liabilities aresiffed as prepetition liabilities subject to commise. As a general rule, such prepetition
liabilities that do not preserve company assetadozessed in the Chapter 11 Case.

The estimated liabilities do not take into accoamy claims for recoveries from insurance or thiagties. Such recoveries, where probable,
have been recorded as an asset in the consolifiiaedial statements and are either available tiinmettlement or anticipated to be
recovered through negotiation or litigation.

Actual costs to be incurred at identified sites magy from the estimates, given the inherent uageties in evaluating environmental
liabilities. Subject to the imprecision in estinmgtienvironmental remediation costs, Armstrong bebethat any sum it may have to pay in
connection with environmental matters in exceshefamounts noted above would not have a matehedrae effect on its financial
condition, liquidity or results of operations, altigh the recording of future costs may be matésiekrnings in such future period.

Other Litigation

About 350 former Armstrong employees that were s#pd in two divestitures in 2000 have brought gprted class action against the
Retirement Committee of AWI, named and unnamed neesnbf the Retirement Committee, and the RetirerS8amings and Stock Owners|
Plan (RSSOP). The case is pending in the UniteSfaistrict Court (Eastern District of PA). A slari proof of claim has been filed against
AWI in the Chapter 11 Case. Plaintiffs allege breaEERISA fiduciary duties and other violationsERISA pertaining to losses in their
RSSOP accounts, which were invested in Armstromgneon stock. Losses are alleged to be in the rahgewveral million dollars. Armstron
believes there are strong substantive defensé® tallegations.
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NOTE 29 - DIFFERENCES BETWEEN ARMSTRONG HOLDINGS INC. AND AR MSTRONG WORLD

INDUSTRIES, INC.

The difference between the financial statemensHtifand Armstrong is primarily due to transactighat occurred in 2000 related to the
formation of Armstrong Holdings, Inc. and stockiity.
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Independent Auditors' Report

The Board of Directors,
Armstrong World Industries, Inc.:

We have audited the accompanying consolidated dinhatatements of Armstrong World Industries, laed subsidiaries ("the Company") as
listed in the accompanying index on page 41. Imeation with our audits of the consolidated finahsitatements, we also have audited the
financial statement schedule as listed in the apamying index on page 41. These consolidated finhs@atements and financial statement
schedule are the responsibility of the Company'sagament. Our responsibility is to express an opinin these consolidated financial
statements and financial statement schedule basedraaudits.

We conducted our audits in accordance with auditagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6iig statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of
Armstrong World Industries, Inc. and subsidiarisoaDecember 31, 2001 and 2000, and the resutteeafoperations and their cash flows
for each of the years in the three-year period émcember 31, 2001, in conformity with accounfimgciples generally accepted in the
United States of America. Also, in our opinion, teéated financial statement schedule, when coreiti@ relation to the basic consolidated
financial statements taken as a whole, presenty,fai all material respects, the information &&th therein.

The accompanying consolidated financial statemiese been prepared assuming that the Companyamilintie as a going concern. As
discussed in Note 1 of the consolidated finandatlesents, the Company and two of its domesticidianes filed separate voluntary
petitions for relief under Chapter 11 of the Unit&tates Bankruptcy Code in the United States BaotgyuCourt on December 6, 2000. The
Company has also defaulted on certain debt obtigatiAlthough the Company and these operating disbsis are currently operating their
businesses as debtors-in-possession under theigtins of the Bankruptcy Court, the continuatidrtteeir businesses as going concerns is
contingent upon, among other things, the abilitfotoulate a plan of reorganization which will gaipproval of the creditors and
confirmation by the Bankruptcy Court. The filingder Chapter 11 and the resulting increased unogyteggarding the Company's potential
asbestos liabilities, as discussed in Note 28 @ttnsolidated financial statements, raise subataltubt about the Company's ability to
continue as a going concern. The accompanying tidased financial statements and financial statemsehedule do not include any
adjustments that might result from the outcoméiegé uncertainties.

/sl KPMG LLP

February 22, 2002
Phi | adel phi a, Pennsyl vani a
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND

FINANCIAL DISCLOSURE

Not applicable
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PART 11l

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS

The following information is current as of Janu&fy, 2002. Each executive officer serves a one4gzar until reelected or until his or her
earlier death, resignation, retirement or replacggme

Directors of Armstrong Holdings, Inc.

H. Jesse Arnelle - Age 68; Director since July 199Bmber--Audit Committee and Finance Committee. Atnelle is Of Counsel with the
law firm of Womble Carlyle Sandridge & Rice, PLL@se October 1997 and former senior partner anfbaneer of Arnelle, Hastie,
McGee, Willis & Greene, a San Francisco-based aatpdaw firm from which he retired in 1996. Heaigraduate of Pennsylvania State
University and the Dickinson School of Law. Armstgohas retained Womble Carlyle Sandridge & Ricd,®for many years, including
2001 and 2002. Mr. Arnelle served as Vice Chainfi®92-1995) and Chairman (1996-1998) of the Bo&rfrostees of the Pennsylvania
State University. He serves on the Boards of Wislsteagement, Inc., FPL Group, Inc., Eastman Chen@icahpany, Textron, Inc., Gannett
Corporation and Metropolitan Life's Series Fund i8loa

Van C. Campbell - Age 63; Director since March 199&mber--Audit Committee and Finance Committeegi@han). Mr. Campbell
graduated from Cornell University and holds an M&&gree from Harvard University. He retired in 1289Vice Chairman of Corning
Incorporated (glass and ceramic products) and alraeof its Board of Directors. He also serves @anBlard of Quest Diagnostics
Incorporated. Mr. Campbell is a Trustee of the GayiMuseum of Glass.

Donald C. Clark - Age 70; Director since April 199%8ember--Board Affairs and Governance Committebgi@nan) and Management
Development and Compensation Committee. Mr. Claik graduate of Clarkson University and Northwastémiversity where he earned his
MBA degree. He joined Household International, lfeonsumer financial services) in 1955 and, aftéding a number of managerial and
executive positions, was elected Chief Executiviic®f in 1982 and Chairman of the Board in 19841994, he relinquished the title of Ch
Executive Officer and retired as a Director andi@han of the Board in May 1996, as a result of hiag Household's mandatory retirement
age for employee directors. Mr. Clark is a lifestee of Northwestern University and Chairman ofBbard of Trustees of Clarkson
University. He is also a Director of The PMI Grolipg. and a life director of Evanston Northwestelealthcare.

Judith R. Haberkorn - Age 55; Director since JU@8; Member--Board Affairs and Governance Commitee¢ Management Development
and Compensation Committee. Ms. Haberkorn is augtadof Briarcliff (N.Y.) College and completed thdvanced Management Program at
Harvard Business School. From 1998 until her retéet in June 2000, she served as President - Censsaies & Service for Bell Atlantic
(telecommunications). She previously served asidRres- Public & Operator Services (1997-1998)pasBell Atlantic, and Vice President -
Material Management (1990-1997) for NYNEX Telese®esources Group (telecommunications). Ms. Habrarieoa director of Enesco
Corporation and serves on the advisory board ofdloSouthern. She is chair Emerita of the Comreithé 200 and a member of The
International Women's Forum and The Harvard BusifBzhool Network of Women Alumnae. She is a ViceskRient Emerita of the Harvard
Business School Alumni Advisory Board and a mendfehe Visiting Committee.

John A. Krol - Age 65; Director since February 198®mber--Board Affairs and Governance Committeg lslanagement Development and
Compensation Committee. Mr. Krol is a graduate wftg University where he also received a masteggek in chemistry. From 1997 until
his retirement in 1998, he was Chairman of the BadDuPont (chemicals, fibers, petroleum, lifeesies and diversified businesses), which
he joined in 1963, and where he also served ad Erexutive Officer (1995-1998), Vice Chairman (298995), and Senior Vice Presiden
DuPont Fibers (1990992). He is a director of Mead Corporation, Mi#lik& Company, Molecular Circuitry, Inc. and ACE lited Insuranc
Co. Mr. Krol also serves on the Boards of Trustdfete Tufts University and the University of Delare. He is on the advisory Boards of
Teijin Limited and Bechtel Corporation. He is astee of the Hagley Museum. He is also the formesigdent of GEM: The National
Consortium for Graduate Degrees for Minorities mgleering and Science, Inc.
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Michael D. Lockhart - Age 52; Chairman of the Boarwl Chief Executive Officer of AHI since AugustQ®0 Director since November 2000
and Chairman of the Board and President since M206 of Armstrong World Industries, Inc. Mr. Lockh previously served as Chairman
and Chief Executive Officer of General Signal (eedsified manufacturer) headquartered in StamfGahnecticut from September 1995 u

it was acquired in October 1998. He joined Gen8ighal as President and Chief Operating Office8éptember 1994. From 1981 until 1994,
Mr. Lockhart worked for General Electric in variogisecutive capacities in the GE Credit Corporatitow GE Capital), GE Transportation
Systems and GE Aircraft Engines. He is a membéneBusiness Council for the Graduate School ofriass at the University of Chicago.

James E. Marley - Age 66; Director since NovemI$88] Member--Audit Committee (Chairman) and FinaBoemittee, also Director--
Armstrong World Industries, Inc. Mr. Marley is aaguate of Pennsylvania State University and eaanedster's degree in mechanical
engineering from Drexel University. From 1993 uhi# retirement (August 1998), he served as Chairafidhe Board of AMP Incorporated
(electrical/electronic connection devices), whiehjdined in 1963 and where he served as Presidenthief Operating Officer (1990-1992)
and President (1986-1990). He also serves on thedBaf Arvin Meritor, Inc.

David W. Raisbeck - Age 52; Director since July 198lember--Audit Committee and Finance Committee. Rhisbeck is a graduate of
lowa State University and the executive MBA prograinthe University of Southern California. He jain€argill, Incorporated (agricultural
trading and processing businesses) in 1971 antldidsa variety of merchandising and managementiposifocused primarily in the
commodity and the financial trading businesses.Réisbeck was elected President of Cargill's Tig&@actor in June 1993, a director of
Cargill's Board in August 1994, Executive Vice Rdeat in August 1995 and Vice Chairman in Novemt#99. He is a member of the
Executive Committee and the ESOP Committee of trgi Board. He also serves as a Director of Easti@hemical. Mr. Raisbeck is a
member of the Chicago Mercantile Exchange and Mipoés Grain Exchange. He is a governor of the |®t&ie University Foundation and
a member of the Dean's Advisory Council for thel€yd of Business at lowa State University. He seorethe board of the Greater
Minneapolis YMCA.

M. Edward Sellers - Age 57; Director since May 20BlEmber - Board Affairs and Governance Committee lanagement Development
and Compensation Committee. Mr. Sellers is a grtadofVanderbilt University and received his MBAifin Harvard Business School. Mr.
Sellers joined Blue Cross and Blue Shield of Sdiaholina (a health, life, property and casualtymsce company with related services and
functions) in 1987, serving as President and Qbjgdrating Officer until 1992 when he assumed the abPresident and Chief Executive
Officer. He served as past Chairman of the Boarti®South Carolina State Chamber of Commerce r@hai of the Board of Columbia
College and Chairman of the Palmetto Business FoHaralso serves on the following Boards: Open Nét& Technologies, Inc.; Palmetto
Conservation Foundation; National Bank of Southoliaa; American Red Cross; ETV (Educational Tel®n Endowment of South
Carolina; Central Carolina Economic Developmentaiite and Central Carolina Community Foundation.

Jerre L. Stead - Age 59; Director since April 198&mber--Board Affairs and Governance Committee ldlatiagement Development and
Compensation Committee (Chairman). Mr. Stead isaduate of the University of lowa and was a partiat in the Advanced Management
Program, Harvard Business School. From August 1886 June 2000 he served as Chairman and ChieflEixe Officer of Ingram Micro,
Inc. (technology products and services). During5lL 9@ served as Chairman, President and Chief ExedDfficer of Legent Corporation
(integrated product and service software solutioms) its sale late in 1995. He was Executive iresident, American Telephone and
Telegraph Company (telecommunications) and ChairamahChief Executive Officer of AT&T Global Inforrtian Solutions (computers and
communicating), formerly NCR Corp. (1993-1994). Was President of AT&T Global Business Communicai8ystems (communications)
(1991-1993) and Chairman, President and Chief Biex@fficer (1989-1991) and President (1987-1989%quare D Company (industrial
control and electrical distribution products). kidétion, he held numerous positions during a 21-geaeer at Honeywell. He is a Director of
Thomas & Betts, Conexant Systems, Inc., Brightpliot and Mobility Electronics, Inc. Mr. Stead is@Chairman of the Board and Director
of WorkWell Systems, Inc.
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Executive Officers of Armstrong Holdings, Inc.
Michael D. Lockhart - (See description, above.)

Matthew J. Angello - Age 42; Senior Vice Presid&uyporate Human Resources since October 2000idRsty Vice President, Human
Resources, Floor Products Operations, Armstronddodustries, Inc. January 1997 - September 200k President and Senior Director,
Human Resources, The Restaurant Company (foocdcegrd®92 - January 1997.

Leonard A. Campanaro - Age 53; Senior Vice Presidad Chief Financial Officer since April 2001. Pausly President, Chief Operating
Officer and board member of Harsco Corporation\{jater of industrial services and products) Jand®98 - July 2000. Served Harsco for
over 20 years in a variety of financial and operadipositions before assuming the role of PresidEHarsco, served as Senior Vice Presil
and Chief Financial Officer from 1992-1997.

John N. Rigas - Age 52; Senior Vice President, &acy and General Counsel since November 200006¥ite President, Secretary and
General Counsel of Armstrong World Industries, kince May 2001. Previously Deputy General Couh#é@ation, Armstrong World
Industries, Inc. March 1999 - November 2000; worf@dDow Corning Corporation (specialty chemicairgmany) October 1982 - March
1999, his last title being Senior Managing Counsel.

Stephen E. Stockwell - Age 56; Senior Vice Prediddrmstrong Strategic Relations since February2@enior Vice President, Armstrong
Strategic Relations, Armstrong World Industries;. Isince July 2001. Previously served Armstrong id/brdustries, Inc. as Vice President,
Corporate Alliances, December 2000 - June 2001lip8¥fice President, Floor Products, Americas, Ressil Sales, July 1998 - December
2000; President, Corporate Retail Accounts Divisidavember 1994 - July 1998; Vice President, CafmRetail Accounts, July 1994 -
November 1994; General Manager, Residential SElesy Division, January 19S- July 1994; Field Sales Manager, Floor Divisio888-
1994,

April L. Thornton - Age 40; Senior Vice PresidendaChief Marketing Officer since April 2001. Preugly Vice President, Marketing and
Sales for Capitol Wire, Inc. (online interactiveaseservice) May 2000 - March 2001; Vice Presidbtarketing, Worldwide Building
Products Operations, Armstrong World Industries, Beptember 1997 - May 2000; Marketing DirectawNBeverage Product Strategy and
Development, Pepsi Cola Company (snack food, sofkénd juice) April 1992 - August 1997.

William C. Rodruan - Age 47; Vice President and olter since July 1999. Previously Director, Caige Transformation and Shared
Services February 1997
- July 1999 and Vice President of Finance, CorgoRatail Accounts, Armstrong World Industries, ldaly 1994 - February 1997.

Barry M. Sullivan - Age 56; Vice President and Taer since February 2002. Vice President and Treasf Armstrong World Industries,
Inc. since May 2001. Previously Vice President @rehsurer for RailWorks Corporation (engineering aanstruction firm focused on rail
transit) January 2000 - May 2001; Vice President Bireasurer for Harsco Corporation (provider ofuisiial services and products) October
1993 - September 1999.

Directors of Armstrong World Industries, Inc.
Michael D. Lockhart - (See description, above.)

James E. Marley - (See description, above.)
John. N. Rigas - (See description, above.)
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Executive Officers of Armstrong World Industries, Inc.
Michael D. Lockhart - (See description, above.)

Chuck Engle - Age 58; President and Chief Execuiiffecer, Armstrong Cabinet Products, Armstrong Wdndustries, Inc. since February
2002. Previously held the following positions wiimstrong Wood Products, Inc.: President, Cabinetsidn, from January 1996February
2002; Vice President, Sales, from September 19&huary 1996; Sales Representative from August i®%2ptember 1979.

Chan W. Galbato - Age 39; President and Chief Etkeefficer, Armstrong Floor Products, ArmstrongoW Industries, Inc. since July
2001. Previously, President and Chief Executived@ffof ChoiceParts LLC (provider of integratedwé exchange services for auto parts
industry) from June 2000 - June 2001. Held senianagement positions at various divisions of Gereledtric, including most recently
President and Chief Executive Officer of Coregi& (Gapital insurance company) February 1999 - JO08 2

Stephen J. Senkowski - Age 50; President and Ehietutive Officer, Armstrong Building Products Ogigons, Armstrong World Industries,
Inc. since October 2000. Previously, Senior Vicesiktent, Americas, Building Products Operationsnstrong World Industries, Inc. April
2000 - October 2000; President/Chief Executived@ffi WAVE July 1997 April 2000; Vice President, Innovation Processildng Product
Operations 1994 - July 1997.

Stephen E. Stockwell - (See description, above.)
Leonard A. Campanaro - (See description, above.)
John N. Rigas - (See description, above.)

William C. Rodruan - (See description, above.)

Involvement in Certain Legal Proceedings

On December 6, 2000, the Company's subsidiary, tkamg World Industries, Inc. and two of Armstrongkd Industries' wholly-owned
subsidiaries, Nitram Liquidators, Inc. and Desse@arporation of North America, Inc., filed for rg@mization under Chapter 11 of the U.S.
Bankruptcy Code. Several of the Company's offiegid directors are also officers or directors of simmng World Industries or the
subsidiaries of Armstrong World Industries thagdilfor reorganization under Chapter 11. In addjtahpresent directors of the Company,
except Mr. Sellers, were or are directors of Armsty World Industries. As such, these executiveceff and directors have been associated
with a corporation that filed a petition under thderal bankruptcy laws within the last five years.

Section 16(a) Beneficial Ownership Reporting Coanplie

Securities and Exchange Commission ("SEC") regadatrequire Company directors and executive officend any persons beneficially
owning more than ten percent of its common stodleport to the SEC their ownership of this stoc any changes in that ownership. SEC
regulations also require these persons to furtisfCompany with copies of these reports. The pralgs require the Company to report any
failure to timely file those reports in the previdiiscal year.

Based solely upon review of copies of reports fhad to the Company and written representatioms fte directors and executive officers
that no other reports were required, the Compaligues that all of these filing requirements weaésdied by Armstrong's directors and
executive officers during 2001.

123



Item 11. Executive Compensation

Executive Officers' Compensation

The following table shows the compensation recetwethe Chief Executive Officer and the four othéghest paid individuals who served as
executive officers during 2001. The data reflectmpensation for services rendered to AHI and Aromgjrand its subsidiaries in each of the
last three fiscal years.

TABLE 1: SUMMARY COMPENSATION TABLE

AN NUAL COMPENSATION LONG-TERM COMP ENSATION
Awards Payout

Other AHI AHI

Annual  Restricted  Securi ties All Other

Compen-  Stock Underl ying LTIP Compen
Name and Current Year Salary Bonus sation  Awards Option s/ Payouts -sation
Principal Position $) $)31 ($)4 ($)5/ SARSs(# ) ($) ($)/6/
M. D. Lockhart, 2001 845,000 941,188 178,955 ---- 100,00 0 20,276
Chairman of the 2000 321,212 5,401,640 2,456,250 200,00 0 - 115
Board and Chief
Executive Officer of
AHI; Director,
Chairman of the
Board and President
of Armstrong
C. W. Galbato, President 2001 234,375/ 1/ 965,000 99,015 -—-- - - 18
and Chief Executive
Officer, Armstrong Floor
Products, Armstrong
S. J. Senkowski, 2001 376,250 387,523 -—-- - 22,098
President and Chief 2000 219,583 309,322 26,804 13,00 0 - 6,104
Executive Officer, 1999 133,830 172,925 -—-- 6,50 0 - 4,800
Armstrong Building
Products, Armstrong
A. L. Thornton, Senior 2001 195,985/ 2/ 460,000 -—-- - - 95
Vice President and Chief 2000 75,275 16,989 38,875 10,25 0 - 45
Marketing Officer, AHI 1999 181,779 131,661 -—-- 511 0 - 15,120
M. J. Angello, Senior 2001 336,250 296,162 - 21,880
Vice President, Corporate 2000 227,122 147,500 41,319 10,57 0 ---- 18,107
Human Resources, AHI 1999 189,375 172,254 25,469 5,50 0 17,72

/1/ Mr. Galbato's employment commenced June 251200

/2] Ms. Thornton had a break in company servicenfMay 23, 2000 to March 30, 2001.

/3/ The amounts disclosed for 2001 include paymenter the Management Achievement Plan and wheaiecaple, signing bonuses and
cash retention payments.

/4] Except for the income related to Mr. Lockhartiavr. Galbato during 2001, the aggregate values aat exceed the lesser of $50,000 or
10% of shown salary and bonus. Mr. Lockhart hadaagion income of $83,333 and income related tsqraal use of company aircraft of
$48,596. Mr. Galbato had relocation income of $98,0

/5/ The number and value of restricted stock hglédch as of January 31, 2002 is as follows: M_dxkhart - 100,000 ($359,000); S. J.
Senkowski -

668 ($2,398); M. J. Angello - 2,160 ($7,755). #6¢ludes the following amount of non-elective cdmition by Armstrong to each individual's
Bonus Replacement Retirement Plan account: M. Bkhart - $20,000; S. J. Senkowski - $19,647; Minhello - $19,332.
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Includes the following present value costs of Ammist)'s portion of 2001 premiums for split-dolldelinsurance: S. J. Senkowsk§2,451; M
J. Angello - $2,370.

Includes the following amount in the Retirementi8gs and Stock Ownership Plan for members EquityMatch accounts: M. D. Lockhart -
$325; C. W. Galbato - $325; S. J. Senkowski - $&,86 L. Thornton - $4,244; M. J. Angello - $5,168.

Includes taxable income related to company-paith {éfe insurance benefits: M. D. Lockhart - $276;W. Galbato - $18; A. L. Thornton -
$95.

Includes above market interest of $178 credited td. Angello's Armstrong Deferred CompensatiomRlacount.

Change in Control Agreements

Armstrong and AHI have entered into change in adftiCIC") agreements with a group of senior exa@s, including M. D. Lockhart, S. J.
Senkowski and M. J. Angello. These agreements geoseverance benefits in the event of a changentiat of AHI or its major subsidiary,
Armstrong World Industries, Inc. The purpose of diggeements is to foster stability in AHI's managatranks in the face of a possible
change in control.

The severance benefits are payable if the execigiveoluntarily terminated or terminates employmfor good reason within three years
following a change in control. Good reason to taate employment exists if there are significaninges in the nature of the employment
following the change in control. For example, auttn in compensation, a change in responsibitityg relocation of the place of
employment would constitute significant changes.the most senior officers, the agreement inclidprsovision where the executive may
choose to terminate employment for any reason duha thirty-day period beginning twelve monthddaling a qualifying change in control
and receive severance benefits. The qualifying gbam control must meet the definitions in (2) 48dshown below. The agreement has an
automatic renewal feature, meaning the agreemafitsontinue in effect unless either Armstrong, Abtithe executive elects not to extend
the agreement.

For the purposes of these agreements, a changatirokincludes the following: (1) acquisition byparson (excluding certain qualified
owners) of beneficial ownership of 20% or more &fl& common stock; (2) change in the compositiothefBoard of AHI, so that existing
Board members and their approved successors dmnstitute a majority of the Board; (3) consummatib a merger or consolidation of
AHI, unless shareholders of voting securities imiagdly prior to the merger or consolidation conérto hold 66-2/3% or more of the voting
securities of the resulting entity; and (4) shatédioapproval of a liquidation or dissolution of Ab sale of substantially all of AHI's assets.

Severance benefits under the agreements depeme @osition the executive holds, but generallyudet (1) a lump severance payment e
to two or three times the sum of the officer's airase salary and the higher of either (a) theaft highest annual bonus earned in the
years prior to termination or prior to the changeantrol, or (b) the annual target bonus for thanjin which the change in control occurs;
a lump payment of the portion of the target inoenfiward calculated by multiplying the target awlaydhe fractional number of months
completed in the performance award period,;

(3) payment of remaining premium payments for sgdiiar life insurance policies; (4) enhanced mstient benefits payable as a lump sum;
(5) continuation of life, disability, accident ahdalth insurance benefits for three years followargnination; (6) full reimbursement for the
payment of excise taxes; and (7) payment of legred fn connection with a good faith dispute invadvihe agreement.

The Court in Armstrong World Industries' Chaptercase authorized Armstrong World Industries to assthe CIC agreements subject to
certain modifications. The modifications limit iertain respects (i) what constitutes a change mrobunder the CIC agreements; and (ii)
with respect to the CIC agreements for the modbsefficers, what constitutes a qualifying chamjeontrol that would enable the executive
to terminate employment.

Employment Agreements

AHI and Armstrong World Industries entered intdheee-year employment agreement with Michael D. backeffective August 7, 2000, in
which Mr. Lockhart agreed to serve as ChairmarmefBoard and Chief Executive Officer of AHI at aitial base salary of $800,000 per y
and a $5,000,000 one-time signing bonus. This aohtwas subsequently approved by the Court in AongtWorld Industries' Chapter 11
case. Portions of the signing bonus must be repaddl if Mr. Lockhart terminates employment foryareason other than death, disability or
good reason or is terminated for cause. The em@oygreement is automatically renewed for an mfdit one-year
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term on the third anniversary of the date of theeament and each successive anniversary, unlesgiséH notice not to extend the
agreement at least 180 days prior to the annivedste. If AHI terminates the employment agreemvétit Mr. Lockhart without "cause" or
Mr. Lockhart terminates his employment for "goodsen" prior to the third year of the employmenttcact, Mr. Lockhart is entitled to
receive (1) a lump-sum cash payment equal to tge balary, plus the higher of (i) his target banuse year of termination, or

(i) the highest bonus award earned during thethase years, including the year of termination|tiplied by either the number of years
remaining in his employment agreement or by twd)("®hichever is larger and (2) continuation oftaér benefits for a period equal to the
greater of two years or the remaining term of thee@ment. If AHI terminates the employment agreaméth Mr. Lockhart without "cause”
or if Mr. Lockhart terminates his employment footgl reason" after the third year of the employnoemtact, Mr. Lockhart is entitled to
receive (1) a lump-sum cash payment equal to tge balary, plus the higher of (i) his bonus inytear of termination at target performance
levels, or (ii) the highest bonus award paid dutimglast three years, multiplied by either the hanof years remaining in his employment
agreement or by one ("1"), whichever is larger @)ccontinuation of certain benefits. Mr. Lockhamployment agreement also contains a
non-competition provision that bars him from conipgtvith AHI or any subsidiaries or affiliates farperiod of two years following his
termination. The agreement also provides Mr. Lockiéth the opportunity to participate in all shoerm and long-term incentive plans
offered by AHI and Armstrong World Industries, inding an annual cash incentive opportunity andrarual long-term incentive award
under AHI's long-term incentive plan. The agreenferther provides that the value of his annual loergn incentive award on the grant date
is required to equal 150% of Mr. Lockhart's targetual cash compensation for the year.

Armstrong World Industries entered into an emplogtregreement with Chan W. Galbato effective Mag@)1, that was subsequently
approved by the Court in its Chapter 11 Case. drctintract, Mr. Galbato agreed to serve as PresihehChief Executive Officer of
Armstrong Floor Products Operations at an initedd salary of $450,000 per year and a $200,00@imeesigning bonus. The signing bonus
must be repaid to Armstrong World Industries if i@albato voluntarily terminates employment withimegyear of his start date. Mr. Galbato
is eligible to participate in the Management Acleieent Plan with a minimum bonus of $270,000 forl20the agreement also provides Mr.
Galbato the opportunity to participate in long-térmoentive plans offered to senior officers. Theeggnent calls for severance pay for Mr.
Galbato at one and oralf times the sum of the base salary and targetifigrovided that during the period of the Chapfiereorganizatior
Mr. Galbato is eligible to participate at the maximlevel in the cash retention and enhanced sevetaenefit programs of Armstrong World
Industries.

Severance Pay Plan for Salaried Employees

The Severance Pay Plan for Armstrong World Indesti$alaried Employees was adopted in 1990. Tarsipldesigned to cushion the effects
of unemployment for certain salaried employees. Gdwefits are payable if a covered employee isitexted under certain circumstances.
salaried employees of AHI and Armstrong World Indes, including the officers named in the Summ@ogmpensation Table, are eligible to
participate in the plan. A participant will be dltd to severance pay if they are terminated aneixatusion does not apply. The employee is
not entitled to severance pay if the reason fotéhmination is the following: (1) voluntary septoa; (2) the employee accepts employment
with the successor organization in connection Withsale of a plant, unit, division or subsidigB); the employee rejects the offer of a sirr
position with comparable compensation in the saemgaphic area made by AHI or Armstrong World Irtdas, their subsidiaries or any
successor organization; or (4) misconduct or uskatiory performance. Severance benefits will igevpby payments made under CIC
agreements or individual employment agreements.

Under the plan, the scheduled amount of the paymdrased on the employee's length of serviceprefss termination and base salary le
The amount of the payment ranges from a minimutwofweeks base salary to a maximum of 39 weeks $slaey. Subject to certain

limitations, benefits may be paid by salary condition or lump sum payments. A participant may alsoose a combination of periodic and
lump-sum payments. The Severance Pay Committee retangght to depart from the severance pay schedére factors justify an upwa
or downward adjustment in the level of benefitsninevent may the severance benefit exceed twatiheeparticipant's annual compensai
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TABLE 2: OPTION/SAR GRANTS IN LAST FISCAL YEAR

The following table sets forth information regamglithe grant of stock options during 2001 under Arorgy's LongTerm Stock Incentive Ple
to each of the named executives:

Indi vidual Grants
AHI Securities  Perce nt of
Underlying Total Options/
Options/SARs SARs Granted Exercise Or Grant Date
Granted/1/ To Em ployees Base Price Expiration Prese nt
Name #) In Fi scal Year ($/share) Date Value 121 ($)
M. D. Lockhart 100,000 100% 3.60 4/7/11 $121 ,000

/1/ These options were granted in M. D. Lockhaktigust 2000 employment agreement and become eableis1 equal installments at one,
two and three years from the date of grant. Thetians are in the case of death or disability @adéfined change in control event. All stock
options become exercisable immediately upon a ehangontrol of AHI.

/2/ In accordance with Securities and Exchange Cission rules, the numbers in the column titled,d\@Date Present Value" were
determined using the Black-Scholes model. Thesea@rd&HI or Armstrong's predictions. However, tledwing material weighted-average
assumptions and adjustments were necessary:

(1) an option term of five years; (2) a volatiliy 28%; (3) a dividend yield of 0%; and (4) a ris&e interest rate of 4.57%.

Whether these options ever have actual value wpkdd on the future market price of AHI's stock. ¢&enot forecast this with any
reasonable certainty.

TABLE 3: AGGREGATED OPTION/SAR EXERCISES IN LAST FI SCAL YEAR
AND FISCAL YEAR-END OPTION/SAR VALUES

The following table sets forth information regamglitne exercise of stock options during 2001 andutiexercised options held as of the en
2001 by each of the named executives:

Securities Underlying Value of Une xercised In-The-Money
Value Realiz ed Unexercised Options/SARs At Options/SARs At Fiscal Year-End
AHI Shares (market pric e at Fiscal Year-End (#) %)
Acquired  exercise les S - e
On Exercise exercise pri ce) Exercisable Unexercisable Exercisable Unexercisable
M. D. Lockhart 0 0 66,666 233,334 74,083 148,167
C. W. Galbato 0 0 0 0 0 0
S.J. Senkowski 0 0 5,988 8,667 0 0
M.J. Angello 0 0 3,523 7,047 0 0
A.L. Thornton 0 0 0 0 0 0
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TABLE 4: LONG TERM INCENTIVE PLAN AWARDS IN LAST FI SCAL YEAR

The following table sets forth information regamglitne long-term incentive plan awards during 2@®&ach of the named executives:

Name Performance Period Est imated Future Payouts Under Non-Stock Price-Based P lans/1/
Until Maturation or ----- e e
Payout T hreshold ($) Target ($) Maximum ($)
M. D. Lockhart 1/1/2001 - 12/31/2002 810,000 2,700,000 See footnote 2.
C. W. Galbato 1/1/2001 - 12/31/2002 270,000 900,000 See footnote 2.
S. J. Senkowski 1/1/2001 - 12/31/2002 210,000 700,000 See footnote 2.
M. J. Angello 1/1/2001 - 12/31/2002 112,140 373,800 See footnote 2.
A. L. Thornton 1/1/2001 - 12/31/2002 62,400 208,000 See footnote 2.

/1/ Cash incentive awards will be earned on théskEfscumulative operating income (adjusted for kitog capital variance from budget) for
2001 and 2002 measured against a pre-establistged. tihe target and actual results exclude theangf interest expense/income,
bankruptcy-related expense/income, restructurirrgges and significant unusual items. The ManageDenelopment and Compensation
Committee has established an award achievementgehtat sets an upper limit on the payment amatmarying levels of financial
performance. The threshold payout requires thatstwng achieve 70% of the operating income ta@ash payments earned will be paid in
early 2003.

/2] Under the terms of the 1999 Long Term Incenklan, the maximum amount payable to any one fjaatit pursuant to a Cash Incentive
Award with respect to any one year is $3 million.

RETIREMENT INCOME PLAN BENEFITS

The following table shows the estimated pensiorefienpayable to a participant at normal retirermasge under Armstrong's Retirement
Income Plan and Retirement Benefit Equity Plan. Rieérement Income Plan is a qualified defined fiepension plan. The Retirement
Benefit Equity Plan is an unfunded, nonqualified@emental pension plan. It provides participanith Wwenefits that would otherwise be
denied by reason of certain Internal Revenue Ciotitations on qualified plan benefits. The amouwstiiewn in Table 5 are based on
compensation that is covered under the plans aai yd service with Armstrong and its subsidiaries.
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TABLE 5: PENSION PLAN TABLE
ANNUAL RETIREMENT BENEFIT BASED ON SERVICE/1/

Renumeration/2/ 15 20 25 30 35 40
Years Years Years Years Years Year S
$ 200,000 $ 44,000 $58,000 $73,000 $ 87,000 $ 102,000 $ 1 14000
$ 400,000 $90,000 $120,000 $150,000 $ 180,000 $ 210,000 $ 2 ;34000
$ 600,000 $137,000  $182,000 $228,000 $ 273,000 $ 319,000 $ 3 55000
$ 800,000 $183,000  $244,000 $305,000 $ 366,000 $ 427,000 $ 4 _75000
$1,000,000 $230,000  $306,000 $383,000 $ 459,000 $ 536,000 $ 5 96000
$1,200,000 $276,000  $368,000 $460,000 $ 552,000 $ 644,000 $ 7 21.6000
$1,400,000 $323,000  $430,000 $538,000 $ 645,000 $ 753,000 $ 8 37000
$1,600,000 $369,000  $492,000 $615,000 $ 738,000 $ 861,000 $ 9 '_57000
$1,800,000 $416,000  $554,000 $693,000 $ 831,000 $ 970,000 $1,0 78000
$2,000,000 $462,000 $616,000 $770,000 $ 924,000 $1,078,000 $1,1 ;)8000
$2,200,000 $509,000  $678,000 $848,000 $1,017,000 $1,187,000 $1,3 19000

/1/ Benefits shown assume retirement in 2001. Trefits are computed as a straight life annuityirbegg at age 65 and are not subject to
deduction for Social Security or other offsets.

2/ Calculated as the average annual compensatithre ithree highest paid years during the 10 ya@os to retirement. Annual compensation
equals the total of the amounts reported undecahenns captioned "Salary” and "Bonus" in the Sumyn@ompensation Table (excluding
the signing bonuses and cash retention paymentsglhas Armstrong contributions under the BonuplReement Retirement Plan.

The 2001 annual compensation and estimated yeaexvite for plan purposes for each of the exeesthamed in the Summary
Compensation Table were as follows:

M. D. Lockhart - $1,246,640 (2.8 years); C.W. Gatha$234,375 (11.5 years); S. J. Senkowski - $886(28.6 years); M.J. Angello -
$498,750 (18.9 years) and A. L. Thornton - $195,d854 years). Mr. Lockhart receives two yearsast/ee credit for every one year of
actual service toward the calculation of his pem&ienefits under the Retirement Benefit Equity PEstimated years of service include cr
for prior service awarded to C.W. Galbato (11 ygdvkJ. Angello (14 years) and A. L. Thornton (1€ays) upon their employment with
Armstrong. The Armstrong retirement benefit will teeluced by the value of any defined benefit penpiyable by previous employers for
the respective period of the prior service credit.

Special provisions apply if the Retirement InconfenRs terminated within five years following antEaordinary Event, as this item is defir
in the Plan. In that event, Plan liabilities wilist be satisfied; then, remaining Plan assetsheilapplied to increase retirement income to
employees. The amount of the increase is baselddeoassumption that the employee would have cordiengployment with Armstrong until
retirement. The executives named in the Summarypg@osation Table would be entitled to this benefit.

Special provisions also apply in the event thatlaried member is terminated other than for causesigns for good reason, as those terms
are defined in the plan, within two years followiaghange in control of Armstrong. If those memlherge at least 10 years of service anc
at least 50 years in age, they would be eligibtesfirly retirement without certain normal reduci@pplying. Those members would also
receive some Social Security replacement bendigsnbers with 15 or more years of service would a¢sive credit under the plan for an
additional five years of service.

Compensation of Directors

AHI and Armstrong do not separately compensatectiire who are employees for services as a direAtdr.and Armstrong pay directors a
retainer of $50,000 per year. Shared directorsveamnly a single retainer. AHI directors receivig 00 for each Board and $1,000 for each
Committee (other than Executive Committee) meeditbtgnded. Shared directors receive $1,200 for Aacistrong Board meeting attended
and $1,000 for each Committee meeting attendedwhén there is no AHI Board or Committee meetinigl loe the same day. Directors of
the AHI Executive Committee and AHI committee chansons receive an annual fee of $3,000. AHI amdstiong directors are paid $2,500
per day plus reasonable expenses for special assiga in connection with Board activity.
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Management Development and Compensation Committee

The Management Development and Compensation Coaanitembers are Jerre L. Stead (Chairperson); D@haldark; Judith R.
Haberkorn; John A. Krol; and M. Edward Sellers. TWa&nagement Development and Compensation Comneigtiedlishes the overall
philosophy and policies governing compensation gaag, including those subject to Section 162(ntheflnternal Revenue Code, for AHI
and Armstrong management.

ITEM 12: SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O  WNERS AND MANAGEMENT

Stock Ownership of Certain Beneficial Owners

AHI indirectly owns all of the capital stock of Astrong. The following tablel sets forth, as of Daber 31, 2001, each person or entity
known to AHI that may be deemed to have benefmiatership of more than 5% of the outstanding AHhomon stock. All Armstrong stock
is owned by AHI, except for 11.6 million sharesAirmstrong's treasury.

Name And Address Of Beneficial Amount And Nat ure Of Percent Of Class
Owner Beneficial Own ership Outstanding/2/

JP Morgan Chase/3/
270 Park Ave. 6,056,748 14.89%
New York, NY 10017

/1/ In accordance with applicable rules of the $ies and Exchange Commission, this informatiohased on Section 13(g) information
filed in February 2002.

/2 In accordance with applicable rules of the Siegrand Exchange Commission, this percentagasedupon the total 40,702,293 share
AHI's common stock that were outstanding on Decer3he2001.

13/ IJP Morgan Chase serves as the trustee of tinstfong World Industries, Inc. Master RetiremertrPind the trustee of the Stock
Ownership Armstrong Holdings Stock Fund of the Ratient Savings and Stock Ownership Plan (RSSOPYyuate, JP Morgan Chase may
be deemed to be the beneficial owner of 6,056, #48s held in the trusts. JP Morgan Chase is dbliga vote, tender, or exchange any
Common Stock beneficially owned by the RSSOP Tagddirected by participants in RSSOP. JP Morgars€hiates these shares in
accordance with the participant's direction. Sh#ttasare unallocated and any allocated sharestimh no instructions are received, are
voted in the same proportion as the shares of CamBtack for which instructions are received. JP §éor Chase directly votes the shares
beneficially owned by the Master Retirement Plan.
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Security Ownership of Management

The following table shows the amount of AHI stobktteach director (and nominee), each individualetin the Summary Compensation
Table and all directors and executive officers odvas a group. The ownership rights in these stamesist of sole voting and investment
power, except where otherwise indicated. This mi&tion is as of January 31, 2002.

Stock Options
Exercisable Total Beneficial ~ Deferred S tock
Name Stock/1/ w/in 60 days Ownership Units/ 2/

H. Jesse Arnelle 2,358 0 2,358 1 -703
Van C. Campbell 2,200 5,330 7,530 9 -915
Donald C. Clark 4,448 12,080 16,528 1 794
Judith R. Haberkorn 1,184 4,970 6,154 1 -910
John A. Krol 1,433 2,990 4,423 -644
Michael D. Lockhart 128,375 66,666 195,041 -O
James E. Marley 4,697 1,410 6,107 8 -086
David W. Raibeck 1,436 0 1,436 11 -880
M. Edward Sellers 0 0 0 -O
Jerre L. Stead 4,400 3,260 7,660 2 -094
Chan W. Galbato 3,750 0 3,750 -O
Stephen J. Senkowski 1,484 10,321 11,805 1 -327
Matthew J. Angello. 3,204 7,046 10,250 -596
April L. Thornton 232 0 232 -O
Director and officers asa T
group (20 persons) 178,405 174,492 352,897 42 ,356

/1/ Includes the following shares that may be deileed to be owned by the employee through the eyeplstock ownership accounts of
AHI's Retirement Savings and Stock Ownership PIRSEOP"): M. D. Lockhart - 124; C. W. Galbato

-124; S. J. Senkowski - 2,186; A. L. ThorntonG30; M. J. Angello - 1,407; and executive officassa group - 10,460. Includes the
following shares indirectly owned and held in th@iags accounts of the RSSOP accounts of the follpimdividuals: S. J. Senkowski - 38;
A. L. Thornton - 310; M. J. Angello - 563; and engige officers as a group

- 1,909. Includes the following shares indirectlyned and held in the Bonus Replacement Retiremlantdtcounts: A. L. Thornton -9; M. J.
Angello - 292; and executive officers as group 1.30

12/ Includes phantom shares held in a stock sulsteoder the Deferred Compensation Plan. Thegiaaitits have no voting or investment
power.

ITEM 13: CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
Mr. H. Jesse Arnelle is Of Counsel with the lamTiof Womble Carlyle Sandridge & Rice, PLLC. Armstgohas retained Womble Carlyle
Sandridge & Rice, PLLC for many years, includind2@nd 2002.
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PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM &K

The financial statements filed as a part of thisidal Report on Form 10-K are listed in the "Inde¥inancial Statements and Schedules" on
page 41.

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

Exhibits

No. 3(a) Armstrong Holdings, Inc.'s Amended a nd Restated Articles of
Incorporation are incorporated herei n by reference from Exhibit
3.1(i) to Armstrong Holdings, Inc.'s Report on Form 8-K dated May
9, 2000.

No. 3(b)  Armstrong Holdings, Inc.'s Bylaws, e ffective May 1, 2000
incorporated herein by reference fro m 2000 Annual Report on Form
10-K wherein they appear as Exhibit 3(b).

No. 3(c) Armstrong World Industries, Inc.'s r estated Articles of
Incorporation, as amended, are incor porated by reference herein
from Armstrong World Industries, Inc .'s 1994 Annual Report on
Form 10-K wherein they appear as Exh ibit 3(b).

No. 3(d) Armstrong World Industries, Inc.'s B ylaws as amended November 9,
2000 incorporated herein by referenc e from 2000 Annual Report on
Form 10-K wherein they appear as Exh ibit 3(d).

No. 4(a) Armstrong Holdings, Inc.'s Sharehold er Summary of Rights
to Purchase Preferred Stock dated as of March, 14, 2000 is
incorporated by reference herein fro m Armstrong Holdings, Inc.'s
registration statement on Form 8-K d ated May 9, 2000, wherein it

appeared as Exhibit 99.2.

No. 4(b)  Armstrong World Industries, Inc.'s R etirement Savings and Stock
Ownership Plan effective as of Octob er 1, 1996, as amended April
12, 2001 is incorporated by referenc e herein from Armstrong World
Industries, Inc.'s Quarterly Report on Form 10-Q for the quarter
ended June 30, 2001, wherein it appe ared as Exhibit 4.*

No. 4(c) Armstrong World Industries, Inc.'s $ 450,000,000 Credit Agreement
(5-year) dated as of October 29, 199 8, among Armstrong World
Industries, Inc., The Chase Manhatta n Bank, as administrative
agent, and the banks listed therein, is incorporated herein by
reference from Armstrong World Indus tries, Inc.'s 1998 Annual
Report on Form 10-K, wherein it appe ared as Exhibit 4(f).

No. 4(d)  Armstrong World Industries, Inc.'s | ndenture, dated as of August
6, 1996, between Armstrong World Ind ustries, Inc. and The Chase
Manhattan Bank, formerly known as Ch emical Bank, as successor to
Mellon Bank, N.A., as Trustee, is in corporated herein by
reference from Armstrong World Indus tries, Inc.'s registration
statement on Form S-3/A dated August 14, 1996, wherein it
appeared as Exhibit 4.1.

No. 4(e) Instrument of Resignation, Appointme nt and Acceptance dated
as of December 1, 2000 among Armstro ng World Industries, Inc.,

The Chase Manhattan Bank and Wells F argo Bank Minnesota, National
Association, regarding Armstrong Wor Id Industries, Inc.'s

Indenture, dated as of August 6, 199 6, between Armstrong World
Industries, Inc. and The Chase Manha ttan Bank, formerly known as
Chemical Bank, as successor to Mello n Bank, N.A., as Trustee, is
incorporated herein by reference fro m 2000 Annual Report on Form
10-K wherein they appear as Exhibit 4(e).

No. 4(f)  Copy of portions of Armstrong World Industries, Inc.'s Board
of Directors' Pricing Committee's re solutions establishing the
terms and conditions of $200,000,000 of 6.35% Senior Notes Due
2003 and $150,000,000 of 6 1/2% Seni or Notes Due 2005, is
incorporated herein by reference fro m Armstrong World Industries,
Inc.'s 1998 Annual Report on Form 10 -K, wherein it appeared as
Exhibit 4(h).
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No. 4(g)

No. 4(h)

No. 4(j)

No.

No.

No.

No.

No.

No.

No.

10(i)(a)

10(i)(b)

10(i)(c)

10(i)(d)

10(i)(e)

10(3)(H)

10(i)(9)

Copy of portions of Armstrong Wor
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the terms and conditions of $180,
Quarterly Interest Bonds Due 2038
reference from Armstrong World In
Annual Report on Form 10-K, where

4().

Note Purchase Agreement dated Jun
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World Industries, Inc. Employee S
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Credit and Guarantee Agreement da
Armstrong World Industries, Inc.
and the banks referenced therein;
Agreement, dated February 2, 2001
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herewith in accordance with appli
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does not exceed 10% of the total
their subsidiaries on a consolida
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Asbestos-Related Claims dated Jun
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Producer Agreement concerning Cen
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Exhibit 4.2.

Agreement and Plan of Merger date
Armstrong World Industries, Inc.,
Sapling Acquisition, Inc., is inc
from Armstrong World Industries,

15, 1998, wherein it appeared as

Agreement and Plan of Merger, dat
among AlSI Acquisition Corp. and
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Report on Form 8- K filed on July
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resolutions establishing
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No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

10(iii)(a) Armstrong World Industries, Inc.'
Plan for Key Employees, as amende
reference herein from Armstrong W
1995 Annual Report on Form 10-K w
Exhibit 10(iii)(a). *

10(iii)(b) Armstrong World Industries, Inc.'
Plan is incorporated by reference
World Industries, Inc.'s 1998 Ann
wherein it appeared as Exhibit 10

10(iii)(c) Armstrong World Industries, Inc.'
Income Plan, as amended, is incor
from Armstrong World Industries,
on Form 10-K wherein it appeared

10(iii)(d)  Armstrong World Industries, Inc.
Inc.'s Management Achievement Pla
amended February 26, 2001, is inc
reference from 2000 Annual Report
appear as Exhibit 10(iii)(d). *

10(iii)(e) Armstrong World Industries, Inc.'
Plan (formerly known as the Exces
January 1, 2000 is incorporated b
Armstrong World Industries, Inc.'
Form 10-K wherein it appeared as

10(iii)(f)  Armstrong Holdings, Inc.'s Deferr
amended May 1, 2000, is incorpora
from 2000 Annual Report on Form 1
Exhibit 10(iii)(f).*

10(iii)(g) Armstrong World Industries, Inc.'
Plan for Salaried Employees of Ar
Inc., as amended, is incorporated
Armstrong World Industries, Inc.'
Form 10-K wherein it appeared as

10(iii)(h)  Armstrong World Industries, Inc.'
Non-employee Directors, as amende
reference herein from Armstrong W
1996 Annual Report on Form 10-K w
Exhibit 10(iii)(h). *

10(iii)(i) Armstrong World Industries, Inc.'
Salaried Employees, as amended Oc
incorporated herein by reference
Form 10-K wherein they appear as

10(iii)(j) Armstrong World Industries, Inc.'
Incentive Plan is incorporated by
Armstrong World Industries, Inc.'
Form 10-K wherein it appeared as

10(iii)(k) Form of Agreement between Armstro
and certain of its Executive Offi
schedule identifying those execut
differences among the agreements
a party, is incorporated herein b
Annual Report on Form 10-K wherei
10(iiiy(k). *

10(iii)(I) Agreement between Armstrong Holdi
Lockhart, dated August 7, 2000 is
herein from Armstrong Holdings, |
Industries, Inc.'s Quarterly Repo
guarter ended September 30, 2000,
Exhibit 10(e). *

10(iii)(m) Form of Indemnification Agreement
Holdings, Inc., Armstrong World |
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identifying those Directors and O
reference herein from Armstrong H
World Industries, Inc.'s Quarterl
the quarter ended June 30, 2000,
Exhibit 10(iii)(a). *

10(iii)(n) Amendment to August 7, 2000 emplo
Armstrong Holdings, Inc. and Mich
incorporated by reference herein

s Long-Term Stock Option
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orld Industries, Inc.'s
herein it appeared as

s Long Term Stock Incentive
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(iiq). *
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s Severance Pay Plan for
tober 31, 2000, is

from 2000 Annual Report on
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No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

Armstrong World Industries, Inc.'
10-Q for the quarter ended March
appeared as Exhibit 10. *

10(iii)(0) Form of Indemnification Agreement
Holdings, Inc. and certain of its
dated October 20, 2000, together
those Directors and Officers and
among the agreements to which eac
incorporated herein by reference
Form 10-K wherein they appear as

10(iii)(p) Form of Indemnification Agreement
Industries, Inc. and certain of i
together with a schedule identify
Officers dated October 20, 2000 a
among the agreements to which eac
incorporated herein by reference
Form 10-K wherein they appear as

10(iii)(q) Armstrong World Industries, Inc.'
Retirement Plan, dated as of Janu
incorporated by reference herein
Industries, Inc.'s 1998 Annual Re
it appeared as Exhibit 10(iii)(m)

10(iii)(r) Employment agreement between Arms
Inc. and Chan W. Galbato dated Ma
by reference herein from Armstron
Quarterly Report on Form 10-Q for
2001, wherein it appeared as Exhi

10(iii)(s) Form of Indemnification Agreement
Holdings, Inc. and M. Edward Sell

10(iii)(t) Employment Agreement between Arms
Michael D. Lockhart dated August
herein by reference from Armstron
Armstrong World Industries, Inc.'
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No. 23 Consent of Independent Auditors.

No. 24 Powers of Attorney and authorizing re solutions.
* Compensatory Plan

b. No reports on Form 8-K were filed during thet lqisarter of 2001.
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SIGNATURES

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

ARMSTRONG HOLDINGS, INC.
(Registrant)

By: /s/ Mchael D. Lockhart

Chai rman and Chi ef Executive O ficer

Date: March 8, 2002

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

Directors and Principal Officers of the registramil:

cutive Officer
fficer)

Michael D. Lockhart Chairman and Chief Exe
(Principal Executive O
and Chief Financial Officer

Leonard A. Campanaro Senior Vice President

(Principal Financial O fficer)
William C. Rodruan Vice President and Con troller
(Principal Accounting Officer)
H. Jesse Arnelle Director
Van C. Campbell Director
Donald C. Clark Director
Judith R. Haberkorn Director
John A. Krol Director
James E. Marley Director
David W. Raisbeck Director
M. Edward Sellers Director
Jerre L. Stead Director
By: /s/ Michael D . Lockhart
(Michael D. Lockh art, as

attorney-in-fact
own behalf)

for AHI directors and on his

As of March 8, 20 02

By: /s/ Leonard A . Campanaro
(Leonard A. Campa naro)

As of March 8, 20 02

By: /s/ William C . Rodruan
(William C. Rodru an)

As of March 8, 2 002
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SIGNATURES

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

ARMSTRONG WORLD INDUSTRIES, INC.
(Registrant)

By: /s/ Mchael D. Lockhart

Chai rman and Chi ef Executive O ficer

Date: March 8, 2002

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant Armstrong and in the capacities@nthe dates indicated.

Directors and Principal Officers of the registrénistrong:

Michael D. Lockhart Director and Chairman

(Principal Executive Of ficer)

Leonard A. Campanaro Senior Vice President a nd Chief Financial Officer

(Principal Financial Of ficer)
William C. Rodruan Vice President and Cont roller
(Principal Accounting O fficer)
James E. Marley Director
John N. Rigas Director
By: /s/ Michael D . Lockhart
(Michael D. Lockh art,as

attorney-in-fact
on his own behalf

for James E. Marley and

)

As of March 8, 20 02

By: /s/ Leonard A . Campanaro
(Leonard A. Campa naro)

As of March 8, 20 02

By: /s/ William C . Rodruan
(William C. Rodru an)

As of March 8, 20 02

By: /s/ John N. R igas

(John N. Rigas)

As of March 8, 20 02
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SCHEDULE I

Armstrong Holdings, Inc. and Armstrong World Indies, Inc. Valuation and Qualifying Reserves of dgits Receivable

For Years Ended December 31
(amounts in millions)

Provision for Losses 2001 2000 1999
Balance at beginning of year $ 240 $ 216 $ 150
Additions Charged to earnings 12.8 134 11.6
Deductions (17.4) (11.0) (4.9)
Balances via acquisitions/(divestitures) - - (0.2)
Balance at end of year $ 194 $ 240 $ 216
Provision for Discounts

Balance at beginning of year $ 271 $ 221 $ 313
Additions charged to earnings 258.4 258.5 247.7
Deductions (255.7) (254.5) (256.4)
Balance via acquisitions/(divestitures) - 1.0 (0.5)
Balance at end of year $ 298 $ 271 $ 221
Total Provision for Discounts and Losses

Balance at beginning of year $ 511 $ 437 $ 463
Additions charged to earnings 271.2 271.9 259.3
Deductions (273.1) (265.5) (261.3)
Balances via acquisitions/(divestitures) - 1.0 (0.6)
Balance at end of year $ 492 $ 511 $ 437
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EXHIBIT NO. 11(a)
ARMSTRONG HOLDINGS, INC. AND SUBSIDIARIES

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

2001 2000 1999

Basic earnings per share
Net earnings $92.8 $12.2 $14.3
Average number of common shares outstanding 40.5 40.2 39.9

Basic earnings per share $2.29 $0.30 $0.36



EXHIBIT NO. 11(b)

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

2001 2000 19
Diluted earnings per share
Net earnings $92.8 $12.2 $1
Average number of common shares outstanding 40.5 40.2 3
Average number of common shares issuable under sto ck options 0.3 0.3
Average number of common and common stock equivale nts
outstanding 40.8 40.5 4

Diluted earnings per share $2.27 $0.30 $0



EXHIBIT NO. 21

Subsidiaries of the Armstrong World Industries,.lAs of December 31, 2001

The following is a list of subsidiaries of the Artmeng World Industries, Inc. as of the date hereafitting certain subsidiaries which,
considered in the aggregate as a single subsidianyld not constitute a significant subsidiary.

Armstrong World Industries, Inc. is owned 100% hyn&trong Holdings, Inc., which also owns 100% ofm&trong Worldwide, Inc.

Jurisdiction of

AWI Domestic Subsidiaries Incorporation.
Armstrong Cork Finance Corporation Delaware
Armstrong Enterprises, Inc. Vermont
Armstrong Realty Group, Inc. Pennsylvania
Armstrong Ventures, Inc. Delaware
Armstrong Wood Products, Inc. Delaware
Armstrong World Industries Asia, Inc. Nevada
Armstrong World Industries (Delaware) Inc. Delaware
Armstrong World Industries (India) Inc. Nevada
Armstrong World Industries Latin America, Inc. Nevada
Armstrong.com Holding Company Delaware
AWI Licensing Company Delaware
AWI (Nevada), Inc. Nevada
Charleswater Products, Inc. Delaware
Chemline Industries, Inc. Delaware
Desseaux Corporation of North America Delaware
Interface Solutions Holding, Inc. (35% owned; holds Delaware
interest in Interface Solutions, Inc.)
Nitram Liquidators, Inc. Delaware
Worthington Armstrong Venture (50%-owned unincorpor
affiliate)
AWI Foreign Subsidiaries
AIPB SPRL Belgium
Alphacoustic (UK) Limited United Kingdom
Armstrong (Floor) Holdings, B.V. Netherlands
Armstrong (Floor) Holdings Ltd. United Kingdom
Armstrong (Japan) K.K. Japan
Armstrong (Singapore) Pte. Ltd. Singapore
Armstrong (U.K.) Investments United Kingdom
Armstrong Architectural Products S.L. Spain
Armstrong Building Products United Kingdom
Armstrong Building Products B.V. Netherlands
Armstrong Building Products Company (Shanghai) Ltd. PRC
Armstrong Building Products G.m.b.H. Germany
Armstrong Building Products S.A. France
Armstrong Building Products S.r.l. Italy
Armstrong DLW AG Germany
Armstrong Europa G.m.b.H. Germany
Armstrong Europe Services United Kingdom
Armstrong FSC, Ltd. Bermuda
Armstrong Floor Products Europe G.m.b.H. Germany

Armstrong Floor Products Europe Ltd.

United Kingdom



AWI Foreign Subsidiaries

Armstrong Floor Products Europe Ltd. (Rep Office)
Armstrong Floor Products Europe S.a.r.l.
Armstrong Metal Ceilings Limited

Armstrong Metalldecken Holdings AG
Armstrong World do Brasil Ltda.

Armstrong World Industries (Australia) Pty. Ltd.
Armstrong World Industries (China) Ltd.
Armstrong World Industries (H.K.) Limited
Armstrong World Industries (India) Pvt. Ltd.
Armstrong World Industries (Thailand) Ltd.
Armstrong World Industries AB

Armstrong World Industries Canada Ltd.
Armstrong World Industries Holding G.m.b.H.
Armstrong World Industries Ltd.

Armstrong World Industries Mauritius
Armstrong World Industries Pty. Ltd.

Armstrong World Industries de Mexico, S.A. de C.V.

Liberty Commercial Services Ltd.
Tapijtfabriek H. Desseaux N.V.

Spain

France

United Kingdom
Switzerland
Brazil

Australia

PRC

Hong Kong
India

Thailand
Sweden
Canada
Germany
United Kingdom
Mauritius
Australia
Mexico
Bermuda
Netherlands



EXHIBIT NO. 21

Subsidiaries of Armstrong Holdings, Inc. as of Dmber 31, 2001

Armstrong Holdings, Inc.'s subsidiaries includeddlthe Armstrong World Industries, Inc. subsidigtiplus Armstrong World Industries, Inc.
(Pennsylvania) and its direct parent company, Aromgt Worldwide, Inc. (Delaware



EXHIBIT NO. 23

Consent of Independent Auditors

The Board of Directors
Armstrong Holdings, Inc.:

We consent to the incorporation by reference iniRegjion Statement No. 333-74501 on Form S-3 aegiftration Statements No., 33-
91890, 33-18996, 33-18997, 33-29768, 33-65768,BEB3, 333-79093 and 333-43872 on Form S-8 of AxngtHoldings, Inc. of our

report dated February 22, 2002, with respect tatrsolidated balance sheets of Armstrong Holdilgs, and subsidiaries as of December
31, 2001 and 2000 and the related consolidatedrstaits of earnings, cash flows and shareholdargyeand the related financial statement
schedule for each of the years in the three-ye@mgended December 31, 2001, which report apgedte December 31, 2001 annual report
on Form 10-K of Armstrong Holdings, Inc.

Our report dated February 22, 2002, contains atae&pory paragraph that states three of the Compaaynestic subsidiaries, including
Armstrong World Industries, Inc. filed separateurdhry petitions for relief under Chapter 11 of thaited States Bankruptcy Code on
December 6, 2000 and Armstrong World Industries, has also defaulted on certain debt obligatins.report also states that the filing
under Chapter 11 and the resulting increased wingrtregarding the Company's potential asbesatnlilies raise substantial doubt about the
Company's ability to continue as a going concehe accompanying consolidated financial statemardgiaancial statement schedule do
include any adjustments that might result fromdabt&ome of these uncertainties.

/sl KPMG LLP

Phi | adel phi a, Pennsyl vani a
March 4, 2002



EXHIBIT NO. 23

Consent of Independent Auditors

The Board of Directors
Armstrong World Industries, Inc.:

We consent to the incorporation by reference iniRegjion Statement No. 333-74501 on Form S-3 aegiftration Statements No., 33-
91890, 33-18996, 33-18997, 33-29768, 33-65768,BEB3 and 333-79093 on Form S-8 of Armstrong Whnttlistries, Inc. of our report
dated February 22, 2002, with respect to the catesteld balance sheets of Armstrong World Industiias, and subsidiaries as of December
31, 2001 and 2000 and the related consolidatedrstaits of earnings, cash flows and shareholdarisyeand the related financial statement
schedule for each of the years in the three-ye@mgended December 31, 2001, which report apgedte December 31, 2001 annual report
on Form 10-K of Armstrong World Industries, Inc.

Our report dated February 22, 2002, contains atee&pory paragraph that states the Company anatwe domestic subsidiaries filed
separate voluntary petitions for relief under Ckeaftl of the United States Bankruptcy Code on Déegr, 2000 and the Company has also
defaulted on certain debt obligations. Our repts atates that the filing under Chapter 11 andé¢kelting increased uncertainty regarding
the Company's potential asbestos liabilities raigestantial doubt about the Company's ability tatiooie as a going concern. The
accompanying consolidated financial statementdiaadcial statement schedule do not include anysidjents that might result from the
outcome of these uncertainties.

/sl KPMG LLP

Phi | adel phi a, Pennsyl vani a
March 4, 2002



EXHIBIT NO. 24

ARMSTRONG WORLD INDUSTRIES, INC.

POWER OF ATTORNEY

Re: 2001 Annual Report on Form 10-K -

I, James E. Marley, as a Director of Armstrong Wardustries, Inc., do hereby constitute and aggdi€HAEL D. LOCKHART or, in the
case of his absence or inability to act as suchiN@®. RIGAS, or, in the case of his absence oriiitghio act as such, WALTER T. GANGI
my agent, to sign in my name and on my behalf the@any's Annual Report on Form 10-K for the yeateshDecember 31, 2001, and any
amendments thereto, to be filed by the Company thighSecurities and Exchange Commission undereahbaries Exchange Act of 1934, as
amended, with the same effect as if such signatere made by me personally.

/sl James E. Marley

Janes E. Marley

Dated- February 25, 2002



(EXHIBIT NO. 24)

I, John N. Rigas, Senior Vice President, Secretargd, General Counsel of Armstrong World Industries,, a corporation organized and
existing under the laws of the Commonwealth of Bglvania, do hereby certify that, at a meetinghef Board of Directors of said
corporation duly held on the 5th day of March, 2082wvhich a quorum was present and acting throuigtioe following resolution was
adopted and is now in full force and effect:

RESOLVED That the execution of the Company's 20@ual report on Form 10-K by members of the BodrDicectors through powers of
attorney granting Messrs Lockhart, Rigas and GHregpower to sign on their behalf is authorized.

IN WITNESS WHEREOF, | have hereunto set my handtaedseal of said corporation this /5/th day of &f&ar2002.

/sl John N. Rigas

Seni or Vice President,
Secretary and Ceneral Counsel



EXHIBIT NO. 24

ARMSTRONG HOLDINGS, INC.

POWER OF ATTORNEY

Re: 2001 Annual Report on Form 10-K -

I, James E. Marley, as a Director of Armstrong Hiudd, Inc., do hereby constitute and appoint MICHAE LOCKHART or, in the case of
his absence or inability to act as such, JOHN N6A&3, or, in the case of his absence or inabilitaebas such, WALTER T. GANGL, my
agent, to sign in my name and on my behalf the Gayp Annual Report on Form 10-K for the year endedember 31, 2001, and any
amendments thereto, to be filed by the Company thighSecurities and Exchange Commission undereahbaries Exchange Act of 1934, as
amended, with the same effect as if such signatere made by me personally.

/sl James E. Marley

Janes E. Marley

Dated- February 25, 2002



(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 25, 2002.

H. Jesse Arnelle Director
Van C. Campbell Director
Donald C. Clark Director
Judith R. Haberkorn Director
John A. Krol Director
David W. Raisbeck Director
M. Edward Sellers Director

Jerre L. Stead Director



(EXHIBIT NO. 24)

I, John N. Rigas, Senior Vice President, Secredady General Counsel of Armstrong Holdings, Incogporation organized and existing
under the laws of the Commonwealth of Pennsylvatodhereby certify that, at a meeting of the BaafrBirectors of said corporation duly
held on the 25/th/ day of February, 2002, at widuorum was present and acting throughout, theWolg resolution was adopted and is

now in full force and effect:

RESOLVED That the execution of the Company's 20@1ual report on Form 10-K by members of the Bodmitectors through powers of
attorney granting Messrs. Lockhart, Rigas and GHrmgpower to sign on their behalf is authorized.

IN WITNESS WHEREOF, | have hereunto set my handthedseal of said corporation this 5th day of Mag®02.

/sl John N. Rigas

Seni or Vice President, Secretary
and Ceneral Counsel



Exhibit No. 10(iii)(s)

INDEMNIFICATION AGREEMENT
FOR
DIRECTORS AND OFFICERS OF ARMSTRONG HOLDINGS, INC.

This Agreement is made effective as of the 1stafdyiay, 2001, by and among Armstrong Holdings, JacPennsylvania corporation (the
"Corporation"), Armstrong World Industries, Incls@a Pennsylvania corporation (the "Subsidiarpd together with the Corporation
referred to as the "Indemnitors") and M. EDWARD SERS (the "Indemnitee").

WHEREAS, it is essential to the Corporation andShésidiary that the Corporation retain and attsaadirectors and officers the most
capable persons available; and

WHEREAS, Indemnitee is an officer and/or a membehe Board of Directors of the Corporation andtiat capacity is performing a
valuable service for the Corporation, which inui@the benefit of the Subsidiary; and

WHEREAS, the Indemnitors have purchased and maip@licies of Directors and Officers Liability Ingnce ("D & O Insurance") covering
certain liabilities which may be incurred by direst and officers in their performance of serviamstiie Corporation; and

WHEREAS, there is concern over the continued adegaad reliability of D & O Insurance protectionadtable to corporate directors and
officers; and

WHEREAS, the Corporation has a bylaw (the "Bylawtich provides for indemnification of and advanceinef expenses to the officers ¢
directors of the Corporation unless the act oufaito act giving rise to the claim for indemnitica is determined by a court to have
constituted willful misconduct or recklessness, #re@Bylaw and the applicable indemnification stagwof the Commonwealth of
Pennsylvania provide that they are not exclusind; a

WHEREAS, in recognition of Indemnitee's need fdsstantial protection against personal liabilityomler to induce and retain Indemnitee’s
service to the Corporation, the increasing diffiguh obtaining satisfactory D & O Insurance cowgaand Indemnitee's reliance on the
Bylaw, and in part to provide Indemnitee with sfieaontractual assurance that the protection psechby the Bylaw will be available to
Indemnitee (regardless of, among other things,aangndment to or revocation of the Bylaws or



change in the composition of the Corporation's BadDirectors or acquisition transaction relatinghe Corporation), the Indemnitors wish
to provide in this Agreement for the indemnificatiof and the advancing of expenses to Indemnitéleetdullest extent (whether partial or
complete) permitted by law and as set forth in Agseement, and, to the extent insurance is maiethifor the continued coverage of
Indemnitee under the Indemnitors' D & O Insurangkcyes.

NOW, THEREFORE, in consideration of the premised @hindemnitee agreeing to serve or continuingeve the Corporation directly «
at its request, another enterprise, and intendirigetlegally bound hereby, the parties hereto aagdellows:

1. Indemnity of Indemnitee.

(a) The Indemnitors shall hold harmless and ind&nthe Indemnitee against any and all reasonalpperses, including attorneys' fees, and
any and all liability and loss, including judgmeriaes, ERISA excise taxes or penalties and ansopaid or to be paid in settlement, incul
or paid by Indemnitee in connection with any theeatd, pending or completed action, suit or progggdihether civil, criminal,
administrative or investigative (hereinafter "agreding") and whether or not by or in the righttaf Corporation or otherwise, to which the
Indemnitee is, was or at any time becomes a pairtig, threatened to be made a party or is involasda witness or otherwise) by reason of
the fact that Indemnitee is or was a director dicef of the Corporation or is or was serving & thquest of the Corporation as director,
officer, trustee or representative of another caafion or of a partnership, joint venture, trusbdrer enterprise, including service with res)
to employee benefit plans, whether the basis df pucceeding is alleged action in an official cafaor in any other capacity while serving,
as a director, officer, trustee or representativéess the act or failure to act giving rise to ¢te@m for indemnification is determined by a
court to have constituted willful misconduct orkkxssness; provided, however, that the Indemngbadl indemnify the Indemnitee in
connection with a proceeding (or part thereof)anéd by the Indemnitee (other than a proceedirenforce the Indemnitee's rights to
indemnification under this Agreement or otherwigadr to a Change of Control, as defined in Secf@#), only if such proceeding (or part
thereof) was authorized by the Board of Directdrthe Corporation



(b) Subject to the foregoing limitation concerntegtain proceedings initiated by the Indemniteerpe a Change of Control, the Indemnitors
shall pay the expenses (including attorneys' fiesirred by Indemnitee in connection with any pestiag in advance of the final disposition
thereof promptly after receipt by the Indemnitofs.@equest therefor stating in reasonable detaikixpenses incurred or to be incurred.

(c) If a claim under paragraph (a) or (b) of thest#on is not paid in full by the Indemnitors withfiorty-five (45) days after a written claim h
been received by the Corporation, the Indemniteg, mtaany time thereafter, bring suit against thieeimnitors to recover the unpaid amount
of the claim. The burden of proving that indemrafion or advances are not appropriate shall bé@mnidemnitors. The Indemnitee shall &
be entitled to be paid the expenses of prosecstin claim to the extent he or she is successfuhivle or in part on the merits or otherwise
in establishing his or her right to indemnificationto the advancement of expenses. The Indemrstat pay such fees and expenses in
advance of the final disposition of such actiortlimterms and conditions set forth in Section 1(b).

2. Maintenance of Insurance and Funding.

(a) The Indemnitors represent that as of the ptafae, they have in force and effect various pediof D & O Insurance (the "Insurance
Policies"), with total aggregate limits of $150 lih. Subject only to the provisions of

Section 2(b) hereof, the Indemnitors agree thalpisg as Indemnitee shall continue to serve adfaaeoor director of the Corporation (or
shall continue at the request of the Corporatiosetwe as a director, officer, trustee or repregat of another Armstrong corporation,
partnership, joint venture, trust or other entes@rincluding service with respect to an employerefit plan) and thereafter so long as
Indemnitee shall be subject to any possible claith@atened, pending or completed action, syitroceeding, whether civil, criminal or
investigative, by reason of the fact that Indenites a director or officer of the Corporationgerved in any of said other capacities),
except as indicated in (b) below, the Indemnittiaigpurchase and maintain in effect for the bdra#findemnitee a binding and enforceable
policy or policies of D & O Insurance providing @age at least comparable to that provided purgoaht Insurance Policie



(b) The Corporation shall not be required to mamsaid policy or policies of D & O Insurance irfegdt if, in the reasonable business
judgment of the then directors of the Corporatidihe premium cost for such insurance is substfintilisproportionate to the amount
coverage, (ii) the coverage provided by such insegds so limited by exclusions that there is ifisight benefit from such insurance or (iii)
said insurance is not otherwise reasonably avaijggsbvided however, that in the event those dirsainake such a judgment, the Indemn
shall purchase and maintain in force a policy dicpes of D & O Insurance in the amount and witlelswoverage as such directors determine
to be reasonably available. Notwithstanding theegaprovisions of this Section 2(b), following &ahge of Control, any decision not to
maintain any policy or policies of D & O Insuranmeto reduce the amount or coverage under any polaty or policies shall be effective

only if there are "disinterested directors" (asrmed in Section 2(e) hereof) and shall requiredhiecurrence of a majority of such
"disinterested directors."

(c) If and to the extent the Indemnitors, actingemSection 2(b), do not purchase and maintaifffé@ciethe policy or policies of D & O
Insurance described in Section 2(a), the Indenmmgball indemnify and hold harmless the Indemrtibethe full extent of the coverage which
would otherwise have been provided by such polidiée rights of the Indemnitee hereunder shalhbeddition to all other rights of
Indemnitee under the remaining provisions of thigeement.

(d) In the event of a Potential Change of Contraf and to the extent the Indemnitors are not neglito maintain in effect the policy or
policies of D & O Insurance described in Sectioa)2{ursuant to the provisions of Section 2(b),ltftemnitors shall, upon written request by
Indemnitee, create a "Trust" for the benefit ofdnuhitee and from time to time, upon written requsgsindemnitee, shall fund such Trust in
an amount sufficient to pay any and all expensetuding attorneys' fees, and any and all liabgiby loss, including judgments, fines,
ERISA excise taxes or penalties and amounts pdid loe paid in settlement actually and reasonatdyrred by Indemnitee or on his or her
behalf for which the Indemnitee is entitled to indefication or with respect to which indemnificatiés claimed, reasonably anticipated or
proposed to be paid in accordance with the terntkisfAgreement or otherwise; provided that in merg shall more than $100,000 be
required to be deposited in any Trust created mgl&uin excess of the amounts deposited in regfi@esonably anticipated expenses,
including attorneys' fees. The amou



to be deposited in the Trust pursuant to the faregfunding obligation shall be determined by treviRwing Person whose determination
shall be final and conclusive. The Reviewing Perswall have no liability to the Indemnitee for bisher decisions hereunder. The terms of
the Trust shall provide that upon a Change of @bty the Trust shall not be revoked or the pnadithereof invaded, without the written
consent of the Indemnitee, (ii) the Trust shallatbe, within two business days of a request byrttiemnitee, any and all expenses, inclu
attorneys' fees, to the Indemnitee (and the Indesariereby agrees to reimburse the Trust undaitiemstances under which the
Indemnitee would be required to reimburse the Beisinder

Section 5 of this Agreement), (iii) the Trust shadhtinue to be funded by the Indemnitors in acancg with the funding obligation set forth
above, (iv) the Trustee shall promptly pay to theéemnitee all amounts for which the Indemniteeldf@kntitled to indemnification pursuant
to this Agreement or otherwise, and (v) all unexjeehfunds in such Trust shall revert to the Indéomsiupon a final determination by the
Reviewing Party or a court of competent jurisdictias the case may be, that the Indemnitee hasfbigemdemnified under the terms of tt
Agreement. The Trustee shall be a bank or trusipamy or other individual or entity chosen by thddmnitee and acceptable to and
approved of by the Indemnitors.

(e) For the purposes of this Agreement:

(i) a "Change of Control" shall occur if and whe¥) @ny person acquires "beneficial ownership" ofrentthvan 28% of the then outstanding
"voting stock" of the Corporation and within fivears thereafter, "disinterested directors" no logastitute at least a majority of its entire
Board of Directors or (B) there shall occur a "Imesis combination” with an "interested shareholdet"approved by a majority of the
"disinterested directors".

(i) a "Potential Change of Control" shall occufAf) the Corporation enters into an agreement @rgrement, the consummation of which
would result in the occurrence of a Change in Gon(B) any person publicly announces a tenderraffecomparable action which if
consummated would constitute a Change of Cont@)lafy person (other than a trustee or other fatydiolding securities under an
employee benefit plan of the Corporation actingtich capacity or a corporation owned, directlynaliriectly, by the shareholders of the
Corporation in substantially the same proportias



their ownership of stock of the Corporation), we®i becomes the beneficial owner, directly orrectly, of securities of the Corporation
representing 10% or more of the combined votinglsincreases his or her beneficial ownership ohserurities by 5% or more over the
percentage so owned by such person on the datefher€D) the Board of the Corporation adopts sotation to the effect that, for the
purposes of this Agreement, a Potential Changeootr@l has occurred.

(i) a "Reviewing Person" means any appropriatespe or body consisting of a member or memberbeforporation's Board of Directors
or any other person or body appointed by that Bedridh, following a Change of Control, shall reguthe concurrence of a majority of the
"disinterested directors" or shall be independegéal counsel approved and accepted by the Indesnntte is not a party to the particular
claim for which Indemnitee is seeking indemnifioati

For purposes of this subsection, the terms "peftsbaneficial owner," "voting stock," "disinterestéirector,” "business combination," and
"interested shareholder" shall have the meaningrgie them in Article 7 of the Corporation's Aréislof Incorporation as in effect on May |,
2000.

3. Continuation of Indemnity.

All agreements and obligations of the Indemnitanstained in this Agreement shall continue durirgpleriod the Indemnitee is a director or
officer of the Corporation (or is or was servinglet request of the Corporation as a directorceffitrustee or representative of another
Armstrong corporation, partnership, joint venturast or other enterprise, including any employeediit plan) and shall continue thereafter
so long as the Indemnitee shall be subject to asgiple claim or threatened, pending or completéid, suit or proceeding, whether civil,
criminal or investigative, by reason of the fadttthe Indemnitee was a director or officer of @wporation or serving in any other capacity
referred to herein.

4. Notification and Defense of Claim.

As soon as practicable after receipt by the Indeerof actual knowledge of any action, suit or pesting the Indemnitee will notify the
Indemnitors thereof, if a claim in respect thenealy be or is being made by the Indemnitee agaiesintdemnitors under this Agreement.
With respect to any action, suit or proceedingoastiich the Indemnitee has so notified the Indearsit

(a) The Indemnitors will be entitled to participdterein at its own expense; a



(b) Except as otherwise provided below, the Indéonsimay assume the defense thereof, with couaasbnably satisfactory to the
Indemnitee. After the Indemnitors notify the Inddtea of their election to so assume the defenselntiemnitors will not be liable to the
Indemnitee under this Agreement for any legal beoexpenses subsequently incurred by the Indeenimiteonnection with the defense, ol
than reasonable costs of investigation, includimgnaestigation in connection with determining whitthere exists a conflict of interest of
the type described in (ii) of this paragraph, oot®rwise provided in this paragraph. The Indeemnghall have the right to employ his or her
counsel in such action, suit or proceeding bufidles and expenses of such counsel incurred aftdnttemnitors notify the Indemnitee of
their assumption of the defense shall be at thersgof the Indemnitee unless (i) the Indemnitatkaxize the Indemnitee's employment of
counsel which, following a "Change of Control", Blee effective if authorized by a majority of theisinterested directors" (which terms are
defined in

Section 2(e)), although less than a quorum or ritgjof a quorum of the directors then in offica) the Indemnitee shall have reasonably
concluded that there may be a conflict of intebettveen the Indemnitors and the Indemnitee in éimelact of the defense or (iii) the
Indemnitors shall not have employed counsel torasste defense of such action, in each of whicest®e fees and expenses of counsel
shall be at the expense of the Indemnitors. Thertmdtors shall not be entitled to assume the defefany action, suit or proceeding brou
by or on behalf of the Indemnitors or as to whieh Indemnitee shall have made the conclusion de=stin (ii) of this paragraph.

(c) The Indemnitors shall not be obligated to indéynthe Indemnitee under this Agreement for anyants paid in settlement of any action
or claim effected without their written consent.€lindemnitors shall not settle any action or clairany manner which would impose any
penalty limitation on the Indemnitee without thelémnitee's written consent. Neither the Indemnitarsthe Indemnitee shall unreasonably
withhold their consent to any proposed settlement.

5. Undertaking to Repay Expenses.

In the event it shall ultimately be determined tihet Indemnitee is not entitled to be indemnifiedthe expenses paid by the Indemnitors
pursuant to Section 1(b) hereof or otherwise or masntitled to bi



fully indemnified, the Indemnitee shall repay te findemnitors such amount of the expenses or theppate portion thereof, so paid or
advanced.

6. Notice.

Any notice to the Corporation shall be directedtmstrong Holdings, Inc., 2500 Columbia Avenue, taster, Pennsylvania 17603,
Attention: Secretary (or such other address aStirporation shall designate in writing to the Indiétee). Notice to the Subsidiary shall be
directed to it at that same address.

7. Enforcement.

In the event the Indemnitee is required to bring action to enforce rights or to collect monies dueer this Agreement, the Indemnitors
shall pay to the Indemnitee the fees and expensesred by the Indemnitee in bringing and purs@ngh action to the extent the Indemnitee
is successful, in whole or in part, on the meritstherwise, in such action. The Indemnitors spayl such fees and expenses in advance 1
final disposition of such action on the terms aadditions set forth in Section 1(b).

8. Severability.
If any provision or provisions of this Agreemenalibe held to be invalid, illegal or unenforceafdeany reason whatsoever:

(a) the validity, legality and enforceability ofethemaining provisions of this Agreement (includimighout limitation, each portion of any
Section of this Agreement containing any such miowi held to be invalid, illegal or unenforcealtlgt is not itself invalid, illegal or
unenforceable) shall not in any way be affectetinraired thereby; and

(b) to the fullest extent possible, the provisiofithis Agreement (including, without limitationaeh portion of any Section of this Agreement
containing any such provision held to be invaliggal or unenforceable, that is not itself invalltegal or unenforceable) shall be construed
so as to give effect to the intent manifested leyptovision held invalid, illegal or unenforceable.

9. Indemnification Under this Agreement Not Excugsi

The indemnification provided by this Agreement shat be deemed exclusive of any other rights tictvithe Indemnitee may be entitled
under the Articles of Incorporation of the Corparator its bylaws



any other agreement, any vote of stockholdersrecttirs, or otherwise, both as to action in theeinditee's official capacity and as to action
in another capacity while holding such office.

10. Miscellaneous.
(a) This Agreement shall be interpreted and enfbieeaccordance with the laws of the CommonwedltRemnsylvania.

(b) This Agreement shall be binding upon the Indié@enand jointly and severally upon the Corporatitve Subsidiary and their respective
successors and assigns, and shall inure to thditeinde Indemnitee, his or her heirs, executpessonal representatives and assigns and to
the benefit of the Corporation, the Subsidiary tiredr respective successors and assigns. If thedZation shall merge or consolidate with
another corporation or shall sell, lease, transfertherwise dispose of all or substantially alltefassets to one or more persons or groups (in
one transaction or series of transactions),

(i) the Corporation shall cause the successoramtbarger or consolidation or the transferee ofagsets that is receiving the greatest portic
the assets or earning power transferred pursudhettyansfer of the assets, by agreement in forinsabstance satisfactory to the Indemn

to expressly assume all of the Indemnitors' ohiligest under and agree to perform this Agreement(i@nithe term "Corporation" whenever
used in this Agreement shall mean and include anky successor or transferee.

(c) No amendment, modification, termination or aatation of this Agreement shall be effective usl@swriting signed by both of the part
hereto.

IN WITNESS WHEREOF, the parties have executedAlgieement as of the day and year first above writte

ARMSTRONG HOLDINGS, INC. ARMSTRONG WORLD INDUSTRIES , INC.



By

By

Title: Chairman and CEO:Titl&airman

Indemnitee



EXHIBIT No. 10(iii)(u)

UNITED STATES BANKRUPTCY COURT
DISTRICT OF DELAWARE

X
Inre : Chapter 11 Case No.
ARMSTRONG WORLD INDUSTRIES, : 00-4471 (JJF)
INC., et al., :
Debtors. : (Jointly Administered)
X

ORDER AUTHORIZING AND APPROVING
RETENTION PROGRAM FOR KEY EMPLOYEES AND
APPROVING ASSUMPTION OF EXECUTORY CONTRACTS

Upon the Motion of Armstrong World Industries, IfEAWI") and its affiliated debtors (collectivelyhe "Debtors"), dated March 30, 2001
(the "Motion"),1 for an Order Authorizing and Apping Retention Program for Key Employees and Apprg\Assumption of Executory
Contracts; and notice of the Motion having beeregito the United States Trustee for the DistridDefaware, the agent for the Debtors'
prepetition bank lenders, the agent for the Debfarstpetition bank lenders, the attorneys for edche Official Committees appointed in 1
chapter 11 cases, and all parties on the Debtersef@l Service List in these cases pursuant t€thet's Order Pursuant to Sections 102 and
105(a) of the Bankruptcy Code and Bankruptcy Rule

/1/ Capitalized terms utilized herein and not ottise defined herein shall have the meanings asttibeuch terms in the Motio



2002(m) and 9007 Establishing Notice Proceduregdd#anuary 29, 2001, and it appearing that nbdurotice need be given; and it
appearing that the Court has jurisdiction to coaistde Motion; and the Court having determined thatrelief requested in the Motion
represents a sound exercise of the Debtors' bissjnggment and is necessary and in the best inderéthe Debtors' estates; and after due
deliberation and sufficient cause appearing theyéfcs

ORDERED that the Motion is granted and the rekefuested in the Motion is authorized and apprormedlirespects; and it is further

ORDERED that the Employee Retention Program isaiztd and approved in all respects, includinghuwiit limitation, the assumption of
the Change in Control Agreements and the Lockhgre@ments under section 365 of the Bankruptcy @sdiescribed in the Motion; and it
is further

ORDERED that AWI is authorized to take all actiatassary to fully implement and carry out the ErpgéoRetention Program as described
in the Motion, including, without limitation, eniag into additional Change in Control Agreementslascribed in or contemplated by the
Motion; and it is further

ORDERED that any obligations of the Debtors undeénaonnection with the Employee Retention Progsdmall be deemed allowed
administrative expense claims under section 50B((Aj of the Bankruptcy Code, and it is further

ORDERED that, notwithstanding anything containerkhre in the Change in Control Agreements or inlthekhart Change in Control
Agreement to the contrary:



() An event set forth in Section 16(E)(l) of suatpreements shall not constitute a Change in Cofasoflefined therein) under such
agreements at any time during the period priohéoantry of an order confirming a plan of reorgatian in AWI's chapter 11 case; and

(i) with respect to the Tier | Change in Contrajr@ements and the Lockhart Change in Control Agestnsolely for the purposes of the fi
full paragraph following Section 16(P)(VII) of tiigéer | Change in Control Agreements and the fiudit faragraph following Section 16(P)
(V) of the Lockhart Change in Control AgreemeatChange in Control shall only be deemed to oooder the limited circumstances set
forth in the provisos to such paragraphs, excegitatChange in Control shall not be deemed to camlety by reason of (a) a merger
described in Section 16(E)(Ill) of such agreemémislving AWI or Holdings which is effected pursudn the provisions of a plan of
reorganization in AWI's chapter 11 case, or (b)dtvesummation of any transaction to sell or othsevdispose of voting securities of the
reorganized entity occurring subsequent to thectife date of a plan of reorganization in AWI's ptea 11 case which is effected by a trust
established under section 524(g) of the Bankru@toge.

Dat ed: W | m ngton, Del aware
April 18, 2001

/ s/ Joseph J. Farnan, Jr.
Joseph J. Farnan, Jr.
United States District Judge

End of Filing
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