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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)
XI ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2003
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
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Securities registered pursuant to Section 12(g) ¢e Act:
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Preferred Stock Purchase Rig
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Securities registered pursuant to Section 12(g) ¢ifie Act: None
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Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months, and (2)de@s subject to such filing requirements for thst|®0 days.

Yes[X NolOl

Indicate by check mark if disclosure of delinquidlers pursuant to Item 405 of Regulation S-K is contained herein, and will not be
contained, to the best of registrant’s knowledgalefinitive proxy or information statements incorgted by reference in Part 11l of this Form
10-K or any amendment to this Form 10iK.

Indicate by check mark whether the registrant iseselerated filer (as defined in Rule 12b-2 of Alog).
YesU No X

The aggregate market value of the Common Stockrfsérong Holdings, Inc. held by non-affiliates bésa the closing price ($1.98 per
share) on the over-the-counter (OTC) Bulletin Bo@raiding symbol ACKHQ) on June 30, 2003, was apnately $73.9 million. As of
February 10, 2004, the number of shares outstarafinggistrant’'s Common Stock was 40,668,892. Bhiwunt includes the 1,911,533
shares of Common Stock as of December 31, 2008 dyelPMorgan Chase Bank, as Trustee for the eraplsiock ownership accounts of
the company’s Retirement Savings and Stock OwngiRlain.

Documents Incorporated by Reference

None
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Cautionary Factors That May Affect Future Results

This report and other written reports and oralestegnts made from time to time by the company mayado cautionary or “forward looking
statements” as defined in the Private Securitiigdtion Reform Act of 1995.

These statements can be identified by the usesaivtirds such as “anticipate,” “estimate,” “expetpfoject,” “intend,” “plan,” “believe,”
and other words of similar meaning. In particuthgse include statements relating to intentionkefiseor current expectations concerning,
among other things, future performance, resultgpefrations, the outcome of contingencies suchgad froceedings, and financial conditic
Forward-looking statements give current expectatimnforecasts of future events. They do not redtitetly to historical or current facts.

Any or all of the forward-looking statements madehiis report and in any other public statementg tae out to be incorrect. By their
nature, forward-looking statements involve riskd ancertainties because they relate to events epeindi on circumstances that may or may
not occur in the future. We caution you that acfuaire results of operations may vary materiadyni forward looking statements. Any
forward-looking statements made in this report kpdy as of the date of such statement. We unklemna obligation to update any forward-
looking statements, whether as a result of newrinédion, future events or otherwise, except as beagequired under applicable securities
laws. However, you should consult any further disafes we make on related subjects in Forms 14Q,1®-K or other reports filed with

the Securities and Exchange Commission.

It is not possible to predict or identify all facsathat could potentially cause actual resultsifferdmaterially from expected and historical
results. Some such factors are:

Chapter 11

» Factors relating to Armstrong World Industriess.Is (“AWI”) Chapter 11 Filing, such as: the pdssidisruption of relationships
with creditors, customers, suppliers and employdesultimate size of AWI's asbestos-related arfmekptiabilities; the ability to
confirm and implement a plan of reorganization; dkailability of financing and refinancing for boffWI and its subsidiaries that
are not parties to its Chapter 11 Filing; legisiatthat might affect AWI’s liabilities; and AWI'shility to comply with covenants in
its debto-in-possession credit facility (tt“DIP Facility”).

» Factors relating to AWI's emergence from bankeypsuch as emergence-related costs; AWEDbt service costs for debt planne
be issued to finance its plan of reorganizationtanmtieet operating cash requirements after emeeg®uebt service costs will affe
net income and cash floy

« Covenants in the Agreements governing our argteigh emergence-related debt may impose restridii@idimit operating and
financial flexibility.

Business Environment

« Our business is cyclical in nature and is affédig the same economic factors that affect thelessial, office, commercial and
institutional renovation and construction industrie general, such as the availability of credihsumer confidence, changes in
interest rates, governmental budgets and genevsabetic conditions. Despite our efforts to foresed plan for the effects of
changes in these circumstances, we cannot préeictilmpact with certainty. For example, economaakness can lead customers
to delay or cancel construction plans or could lesaftirther industry overcapacity. For more infotioa on these matters, see the
discussion of Market Risk in Iltem 7A of this repc
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The major markets for our products, particulanlyhe renovation and construction industries,raghaly competitive. Business
combinations among our competitors or supplierdccatfect our competitive position in any of ourdiness units. Competition
from foreign competitors who have lower cost stuoetthan us is a threat in the flooring businessil&ly, combinations or
alliances among our major customers could incréesie purchasing power in dealing with us. If wegkl enter into one or more
business combinations, our business, finances apitht structure could be affecte

The level of success of our new product introdunst and those of our competitors will impact owarket share, as well as new
patents

The extent to which we successfully achieve intégmeof and synergies from acquisitions as welllesimpact of divestitures, ple
closings, including the ability to derive cost s@s, and other unusual items that may result freolveng business strategies and
organizational restructurin

Sales Environment

We have several key customers and the loss obbtiese customers could affect our financial ganince. Although builders,
dealers and other retailers represent other chauohélistribution for our products, the loss ofigngficant portion of sales from a
major customer would have a material adverse impactur results of operatior

Business decisions made by our major customeat$asiness conditions that affect our major custsraad distribution networks
may adversely affect our busine

Increased retail trade consolidation, especialiparkets such as the United States, could makeans dependent upon key
retailers whose relative bargaining strength mayease

We are affected by changes in the policies andketiag strategies of our retail trade customarshsas inventory shifts or
fluctuations, limitations on access to shelf spaoe other conditions. Many of our customers, paldity major home center
retailers, have engaged with us in continuous &ffiorreduce their inventory levels and improvevaey fulfillment.

Profitability can be affected by changes overetim consumer preferences for one type of prodeigus another. This may create a
shift in demand from products with higher margimshtose with lower margins or to products we dogaiit

International

We face political, social and economic risks tedato our international operations which can rigght affect our business,
operating results, profitability and financial cai@h. The risk of war and terrorism may adversaffgct the economy and the
demand for our product

Various worldwide economic and political factosach as changes in the competitive structurelseofmarkets, credit risks in
emerging markets, variations in residential and roential construction rates, and economic growtbsratt various areas of the
world in which we do business could affect the-use markets for our produc

Profitability can be affected by margin erosiosales shift to developing markets with lower padfitity.

Changes in intellectual property legal protectiamd remedies, trade regulations, tariff classifdns or duty rates, and procedures
and actions affecting production, pricing and méngeof products, intergovernmental disputes, gaesiationalization and
unstable governments and legal systems could intpadiusiness
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* Fluctuations in exchange rates, particularlyEueo, can significantly affect our reported resiitsn one period to the next. Tax
inefficiencies in repatriating cash flow from r-U.S. subsidiaries could adversely affect

Legal Claims

* Claims of undetermined merit and amount have lasserted against us for various legal matterydivoy asbestos-related
litigation and claims. We could face potential protliability or warranty claims relating to prodaave manufacture or distribute.
For more information on these matters, see thaigdison of Legal Proceedings in Part I, Item 3 is thport.

Raw Materials and Sourced Products

» The availability of raw materials, energy, waaed sourced products due to changes in condit@tsrhpact our suppliers,
including environmental conditions, laws and regatzs, litigation involving our suppliers, transpation disruptions and/or
business decisions made by our suppliers may haae\gerse impact on our results of operati

» We purchase a significant amount of certain raatamals, such as lumber, veneers, PVC resin,igizets, mineral fibers and
natural gas. Prices of these raw materials, asasgallansportation costs, can change dramaticadlycan have a significant adverse
impact on our manufacturing cos

Environmental Regulations

» We are subject to a wide variety of increasingiynplex and stringent federal, state and local lamgsregulations pertinent to our
operations. Changes in environmental regulatioasaffect our business could lead to significanfpteseen expense

6
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PART |

ITEM 1. BUSINESS
General

Armstrong World Industries, Inc. (“AWI") is a Pernyigania corporation incorporated in 1891. Armstrdigldings, Inc. is a Delaware
corporation and the publicly held parent holdinghnpany of AWI. AHI's only significant asset and operation is its iaclitownership, throug
Armstrong Worldwide, Inc., of all of the capitabsk of AWI. We include separate financial statersdot Armstrong Holdings, Inc. and its
subsidiaries and AWI and its subsidiaries in tksart because both companies have public secutigesre registered under the Securities
Exchange Act of 1934. The difference between tharftial statements of Armstrong Holdings, Inc. asdubsidiaries and AWI and its
subsidiaries is primarily due to transactions t@turred in 2000 related to the formation of Arrostg Holdings, Inc. and to employee
compensation-related stock activity. However, ttaeeno differences in the income statements of &idl AWI and its subsidiaries and
minimal differences in the remaining three finahsiatements of each entity. Due to the lack ofemal differences in the financial
statements, when we refer in this document to Amongt Holdings, Inc. and its subsidiaries as “AHKtmstrong,” “we,” “us,” and
“ourselves,” we are also effectively referring t8VAand its subsidiaries. We use the term “AWI” whea are referring solely to Armstrong
World Industries, Inc.

We maintain a Web site at http://www.armstrong.ctmformation contained on our website is not inaogted into this document. Annual
reports on Form 10-K, quarterly reports on Form@,@Gurrent reports on Form 8-K, all amendmentfitsé reports and other information
about us are available free of charge throughvileissite as soon as reasonably practicable afteefizets are electronically filed with the

Securities and Exchange Commission (“SEC”).

We are a leading global producer of flooring pradwnd ceiling systems for use primarily in thestaiction and renovation of residential,
commercial and institutional buildings. Through ainited States (“U.S.”) operations and U.S. andrimational subsidiaries, we design,
manufacture and sell flooring products (resiliempd, carpeting and sports flooring) and ceilingteyns (primarily mineral fiber, fiberglass
and metal), around the world. We also design, nmastufe and sell kitchen and bathroom cabinetsariits. We own and operate 44
manufacturing plants in 12 countries, includingp®¥nts located throughout the United States. THIGWAVE, our joint venture with
Worthington Industries, Inc., we also have an iéin 8 additional plants in 5 countries that piEIsuspension system (grid) products for
our ceiling systems.

Our business strategy focuses on product innovapi@duct quality and customer service. In our besses, these factors are the primary
determinants of market share gain or loss. Ourablbgeis to ensure that anyone buying a floor dlirgecan find an Armstrong product that
meets their needs. Our cabinet strategy is mongstmt— on stock cabinets in select geographic rsarkethese segments, we have the same
objectives: high quality, good customer service pratlucts that meet our customers’ needs. Our rtedke very competitive, which limits
our pricing flexibility. This requires that we irease our productivity each yeabeth in our plants and in our administration of thisinesse:

Chapter 11 Proceeding

On December 6, 2000, AWI filed a voluntary petition relief under Chapter 11 of the U.S. BankrupBnde in the United States Bankruptcy
Court for the District of Delaware (the “Bankrupt€purt”) in order to use the court-supervised raaigation process to achieve a resolution
of its asbestos liability. Also filing under Chaptel were two of AWI's wholly-owned subsidiariesitfdm Liquidators, Inc. and Desseaux
Corporation of North America, Inc. The Chapter Ases are being jointly administered under case pufi-4471 (the “Chapter 11 Case”).
AWI is operating its business and managing its pri@s as a debtor-ipessession subject to the provisions of the Barnky@ode. See Not

1 of the Consolidated Financial Statements forrmftion on the Chapter 11 Case and Note 32 of thes@lidated Financial Statements for
information on asbestos litigation.
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Reportable Segments

Resilient Floorinc— produces a broad range of floor coverings for @e@@and commercial and institutional buildings. Rexsi Flooring
products include vinyl sheet, vinyl tile, linoleutooring and luxury vinyl tile. In addition, our Riient Flooring segment sources and sells
laminate products, adhesives, installation and taaance materials and accessories, and has reaggniguced ceramic tile products.
Resilient Flooring products are offered in a wideiety of types, designs, and colors, and provakeef installation and reduced mainten:
(no-wax). We sell these products to wholesalergellhome centers, retailers, contractors, andetonainufactured homes industry.

Wood Flooring— produces wood flooring products for use in nesidential construction and renovation, with someaceercial applications
in stores, restaurants and high-end offices. Thduymt offering includes solid wood (pfieished or unfinished) and engineered wood flani
various wood species (with oak being the primamscgs of choice). Virtually all of our Wood Floog's sales are in the U.S. Our Wood
Flooring products are generally sold to indepensdrnilesale flooring distributors and large hometeenunder the brand names Bréice
Hartco®and Robbin$ .

Textiles and Sports FloorinTSF”) — produces carpeting and sports flooringdarcts that are sold mainly in Europe. Carpetiragipcts
consist principally of carpet tiles and broadloosed in commercial applications and in the leisung teavel industry. Sports flooring produ
include artificial turf and other sports surfac®sir TSF products are sold primarily through retaileontractors, distributors and other
industrial businesses.

Building Products— produces suspended mineral fiber, soft fiberrmethl ceiling systems for use in commercial, ingtinal and residential
settings. In addition, our Building Products segtrssurces and sells wood ceiling systems. The mtsdare available in numerous colors,
performance characteristics and designs, and affiébutes such as acoustical control, rated ficegztion, and aesthetic appeal. Commercial
ceiling materials and accessories are sold tongedlystems contractors and to resale distribuResidential ceiling products are sold through
wholesalers and retailers (including large homdearsh Suspension system (grid) products manufedtby WAVE are sold by both
Armstrong and the WAVE joint venture.

Cabinets— produces kitchen and bathroom cabinetry ande@lptoducts, which are used primarily in the UeSidential new construction
and renovation markets. Through our system of cowyymavned and independent distribution centers hrmugh direct sales to builders, our
Cabinets segment provides design, fabrication ast@liation services to single and multi-family redmilders, remodelers and consumers
under the brand names X, Bruce® and Armstrong" .

We also report on two other segments, All Otheri¢ivinelates to a corporate equity investment) andlldcated Corporate Expense.
The following chart illustrates the breakdown of eansolidated net sales for the year ended Dece&ih003 by segment:

2003 Consolidated Net Sales By Segment
(in $ millions)

Cabinels
£204 8
; B%% Resiliznt
Building Flooring
Products
31,1815
58622 B
2T% 2
TEF

$2719 Wood
il Flooring
37386
23%
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See Note 3 of the Consolidated Financial Statenfentdditional financial information on our repaite segments.

Markets
The major markets we compete in are as follows:

North American Residential markeThe North American residential markets accountfearly one-half of our total consolidated net sales
Our Resilient Flooring, Wood Flooring, Building Ritcts and Cabinets segments sell products fomubeihome. Homeowners have a
multitude of finishing solution options for everyam in their house. For flooring, they can choasenfour vinyl and wood products, for
which we are the market’s largest provider, or froun laminate and recently introduced ceramic petaluNVe compete directly with other
domestic and international suppliers of these prtedur flooring products also compete with carpsiich we do not offer in this market.
Our ceiling products compete against mineral fdoed fiberglass products from other manufacturersyell as drywall installations. In the
kitchen and bath areas, we compete with thousahokher cabinet manufacturers that include largemiified corporations as well as small
local craftsmen.

Our products are used in new home constructioreaigiing home renovation work. Industry estimatesthat existing home renovation (a
known as replacement / remodel) work representsoappately two-thirds of the total North Americagsidential market opportunity. Key
U.S. statistics that indicate market opportunitsiile existing home sales (a key indicator for vation opportunity), housing starts, housing
completions, interest rates and consumer confiddrmeour Resilient Flooring and Wood Flooring puiots, we believe there is some longer-
term correlation between these statistics and@tenue, especially with the new construction stesisafter reflecting a lag period between
change in construction activity and our operatiesuits of approximately several months. Howeverbeleve that consumers’ preferences
for product type, style, color, availability andafability also significantly impact our revenlrurther, changes in inventory levels and
product focus at national home centers, which ardaygest customers, can also significantly imgastrevenue. Sales of our ceiling prod

in this market appear to follow the trend of exigthome sales, with a several month lag period éetvehange in existing home sales anc
operating results.

North American Commercial markeThe North American commercial markets account fijpraximately ondeurth of our total consolidat:
net sales. Many of our products, primarily ceilimgsl Resilient Flooring, are used in commercial iastitutional buildings. Our revenue
opportunities come from new construction as welleamvation of existing buildings. Renovation w@slestimated to represent more than
two-thirds of the total North American commerciahnket opportunity. We focus on four major segmeffitsommercial building — office,
education, retail and healthcare, as most of otemee in these markets comes from these buildigeats. We monitor U.S. construction
starts (an indicator of U.S. monthly constructiativaty that provides us a reasonable indicatiompéoming opportunity) and follow new
projects. We have found that our revenue from nemstuction can lag behind construction startsdgnach as one year. We also monitor
office vacancy rates and general employment levdig;h can indicate movement in renovation and nemstruction opportunities. We
believe that these statistics, taking into accolattimelag effect, provide a reasonable indication of foure revenue opportunity from the
markets.

Nor-North American market3.he non-North American markets account for appraxéty one-fourth of our total consolidated net salkhe
vast majority of our revenues generated outsidearth America are commercial in nature. For thentdas in which we have significant
revenue, we monitor various national statisticglisas GDP) as well as known new projects. Reveooee primarily from new construction
and renovation work.
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The following table provides an estimate of ourrsegts’ 2003 net sales, by major markets.

North North Non-
American American North
Residentia Commercial American Total
(Estimated percentages of individual segment’s salg
Resilient Flooring 50% 30% 20% 10C%
Wood Flooring 95% 5% — 10C(%
Textiles & Sports Floorin — — 10C% 10C(%
Building Products 10% 50% 40% 10(%
Cabinets 10C% — — 10C%

Geographic Areas

We sell our products in more than 80 countries.rAgimately 73% of our 2003 revenue was derived feates in the Americas, the vast
majority of which came in North America (primartlye United States and Canada). The following dhiastrates the breakdown of our
consolidated net sales for the year ended Decegihe&2003 by region, based on where the sale was:mad

2003 Consolidated Net Sales by Region
(in $ million)

Pacific
$8ia
Europe Ko
37863
24%

¥ Amernicas
523008
T3

See Note 3 of the Consolidated Financial Statenfenfinancial information by geographic areas.

Customers

We have used our market positions and brand retogro develop long-standing relationships witlr oustomers. We principally sell
products through building materials distributorsione-sell our products to retailers, builders,tcagtors, installers and others. In the retail
market, which sells to end-users in the light comuia¢ and residential segments, we have imporglationships with major national retailers
such as The Home Depot, Inc. and Lowe’s Compahies)n the residential market, which is experi@gctonsolidation within the
homebuilding industry, we have important relatiapstwith major homebuilders and buying groups he ¢ommercial market, we are a long-
standing supplier to several building materialgritigtors who in turn sell our products to majotioaal contractors and to national
subcontractors’ alliances.

In 2003, our net sales to The Home Depot, Inc.laowle’s Companies, Inc. were $400.0 million and $31@&illion, respectively. In 2002 and
2001, our net sales to The Home Depot, Inc., w8BO$B million and $340.8 million, respectively. Ohet sales to Lowe’s Companies, Inc. in
years prior to 2003 were less than 10% of our waakolidated net sales. No other customers aceddat 10% or more of our tot
consolidated net sales.
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The following charts illustrate the estimated bid@akn of our 2003 consolidated net sales geogralphiog distribution channel:

2003 Americas Sales by Customer Type 2003 Non-Americas Sales by Customer Type
Other
Contractors
B .
: Distributors
48
Large Home Distributors
Centers i Conlractors
30% 19%

Competition

There is strong competition in all of the reporéabgments in which we do business. Principal naistibé competition include product
performance, product styling, service and prican@etition in the U.S. markets comes from both ddin@sanufacturers and international
producers. Additionally, some of our products cotapeith alternative products in certain marketghsas our resilient, laminate and wood
flooring products competing with carpet products] aur ceiling products competing with drywall. ®@vecent years, there has continued to
be excess industry capacity in many geographic etgrkvhich tends to increase price competition. fBHewing companies are our primary
competitors, none of which we view as dominanthim general market place:

Flooring segments — Congoleum Corporation, Manwinddills, Inc., Mohawk Industries, Inc., Pergo ABhaw Industries, Inc., Tarkett AG
and Wilsonart International.

Building Products — Celotex Limited, Chicago MdtalCorporation, Knauf AMF GmbH & Co. KG, Odenwaldderplattenwerk GmbH,
Rockfon A/S and USG Corporation.

Cabinets — American Woodmark Corporation, ForturenBs, Inc. and Masco Corporation

Raw Materials

Raw materials essential to our businesses are ggedhworldwide in the ordinary course of businessifnumerous suppliers. The principal
raw materials used in each business include thenig:

Business Principal Raw Materials

Resilient Flooring Polyvinylchloride (“PVC")resins and films, plasticizers, backings, limestqrigments, linseed oil, inks a
stabilizers

Wood Flooring Hardwood lumber, veneer, coatings, and st

Textiles and Sports Floorir Yarn, latex, bitumen and wo

Building Products Mineral fibers, perlite, soft fibers, waste papgays, starches, and steel used in the producfiaretal
ceilings and for our joint ventu's manufacturing of ceiling gric

Cabinets Lumber, veneer, plywood, particleboard, fiberbaand components, such as doors and counte

11
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We also purchase significant amounts of packagiaterials for all products and use substantial arteoohenergy, such as electricity and
natural gas, and water in our manufacturing openati

In general, adequate supplies of raw materialsreaéable to all of our businesses. However, abditg can change for a number of reasons,
including environmental conditions, laws and regalgs, shifts in demand by other industries commaefor the same materials, transporta
disruptions and/or business decisions made byyamts that affect, our suppliers. There is no @swe that a significant shortage of raw
materials will not occur.

Prices for certain high usage raw materials cactdlate dramatically. Cost increases for these niaddezan have a significant adverse impact
on our manufacturing costs. Given the competitigsr@f our markets, we may not be able to recovemitreased manufacturing costs
through increasing selling prices to our customers.

Sourced Products

Some of the products that we sell are sourced ftord parties. The primary sourced products incliaseinate, wood flooring, vinyl tile and
ceramic products, specialized ceiling products,iasthllation-related products and accessoriesdane of our manufactured products. For
certain sourced products, the majority of our pases come from one supplier. Sales of sourced pt@depresented approximately 10% of
our total consolidated revenue in both 2003 anc2200

We purchase some of our sourced products from mupthat are located outside of the U.S. The dostthese products are exposed to
changes in foreign currency exchange rates, whaohaclversely affect our reported results from améog to the next. Our largest foreign
currency exposure for sourced products is to the.Eu

In general, we believe we have adequate supplisswted products. We cannot guarantee that dismmti shortage will not occur.

Hedging

We use financial instruments to hedge currency sues, for raw material and sourced product pueshand commodity exposures for
natural gas. We use derivative financial instruraest risk management tools and not for specul&ting purposes. See “ltem 7A.
Quantitative and Qualitative Disclosure About MdrRésk” for more information.

Patent and Intellectual Property Rights

Patent protection is important to our busines®@n.S. and other markets. Our competitive posttias been enhanced by U.S. and foreign
patents on products and processes developed ecpaifwithin Armstrong or obtained through acqiges and licenses. In addition, we also
benefit from our trade secrets for certain prodacts processes.

Patent protection extends for varying periods adiogrto the date of patent filing or grant and lggal term of a patent in the various
countries where patent protection is obtained. 8¢taal protection afforded by a patent, which cary\irom country to country, depends
upon the type of patent, the scope of its coverage the availability of legal remedies in the doynAlthough we consider that, in the
aggregate, our patents, licenses and trade seometttute a valuable asset of material importdaoaaur business, we do not regard any of our
businesses as being materially dependent uponirgle patent or trade secret, or any group of eelgiatents or trade secrets.

Certain of our trademarks, including without lintiten, house mark AJTFStroang , Armstrong™, Bruce®, Hartco®, Robbins®, and DLW

™, and product line marks Allwood, Cirrus®, Corlon®, Cortega®, Designer Solariafi, Excelon®, Fundamental§, i-ceilings®, IXL ©,
Medintech®, Natural Inspiration$’, Nature’'s Gallery”, Second LooR, Solariar®, SuperLocK", SwiftLock ™, ToughGuar® and Ultima

™ are important to our business because of theiifgignt brand name recognition. Trademark protectiontinues in some countries as long
as the mark is used, and

12
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continues in other countries, as long as the nsarkdistered. Registrations are generally for fixed renewable, terms.

Employees

As of December 31, 2003, we had approximately 15fA0-time and part-time employees worldwide, wapproximately 10,600 employees
located in the United States. Approximately 10,00the 15,200 are production and maintenance erepkyf whom approximately 7,400
are located in the U.S. and 2,600 located out$idéttS. Approximately 69% of the production andmtenance employees in the U.S. are
represented by labor unions. This percentage iesladl production and maintenance employees gplants and warehouses where labor
unions exist, regardless of whether or not the eyggs actually pay union dues. About 71% of owal tioternational employees are
represented by labor unions.

Research & Development

Research and development (“R&D") activities are amant and necessary in helping us improve ourytsd competitiveness. Principal
R&D functions include the development and improvatred products and manufacturing processes. Wet §2eh4 million in 2003, $49.2
million in 2002 and $56.3 million in 2001 on R&Dtadties worldwide.

Environmental Matters

Most of our manufacturing and certain of our reskdacilities are affected by various federal,estand local environmental requirements
relating to the discharge of materials or the it of the environment. We have made, and intermbntinue to make, necessary
expenditures for compliance with applicable envinemtal requirements at our operating facilities.

We are involved in proceedings under the CompreherEvironmental Response, Compensation and lifiakitt (“CERCLA”), and

similar state “Superfund” laws at approximatelysi@s. We have also been remediating environmentahmination resulting from past
industrial activity at certain of our former plasites. Certain of AWI's environmental liabilitieseasubject to discharge through its Chapter 11
Case while others are not. Those environmentagjatitins that AWI has with respect to property thatvns or operates are likely to be
unaffected by the Chapter 11 Case. Therefore, AWbe required to continue meeting its ongoingiemwmental compliance obligations at
the properties that AWI owns and operates.

See Note 32 of the Consolidated Financial Statesrfenta full description of our environmental madte

Information Filed With the Bankruptcy Court

Under applicable bankruptcy law, AWI is requiredite periodically with the Bankruptcy Court varisdocuments, including certain
financial information on an unconsolidated baskisTinformation includes statements, schedules namathly operating reports in forms
prescribed by Federal Bankruptcy Law. We cauti@t such materials are prepared according to regeinés under Federal Bankruptcy Law.
While they accurately provide then-current inforimatrequired under Federal Bankruptcy Law, theyremeetheless unconsolidated,
unaudited, and are prepared in a format diffenemhfthat used in our consolidated financial stateinéled under the securities laws.
Accordingly, we believe the substance and formatatoallow meaningful comparison with our regulablicly disclosed consolidated
financial statements. The materials filed with Bankruptcy Court are not prepared for the purpdggaviding a basis for an investment
decision relating to the stock of AHI or the debtusrities of AWI, or for comparison with other fimaal information filed with the SEC.

Notwithstanding the foregoing, most of A’s filings with the Bankruptcy Court are availaldtethe public at the office of the Clerk of the
Bankruptcy Court. Those filings may also be obtditteough private document retrieval services. \Weeutake no obligation to make any
further public announcement with respect to theuduents filed with the Bankruptcy Court or any mitteeferred to in them.

See Note 1 of the Consolidated Financial Statenfentiscussions of the information that AWI hdsdi with the Bankruptcy Court.
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ITEM 2. PROPERTIES

Our world headquarters are in Lancaster, Pennsidvalvie own a 100-acre, multi-building campus cosipg the site of our corporate
headquarters, most operational headquarters, @IrR&D operations and marketing and service heatlepsa Altogether, our headquarters’
operations occupy approximately one million squdaest of floor space.

We produce and market Armstrong products and sesutliroughout the world, owning and operating 4#ufecturing plants in 12 countries
as of December 31, 2003. Twertiy-of these facilities are located throughoutlthited States. In addition, Armstrong has an irgetierougt
a joint venture in 8 additional plants in 5 cousdri

Number
of Plants
Business Segment Location of Principal Facilities
Resilient Flooring 13 California, Illinois, Mississippi, Oklahoma, Penhsnia, Australia, Canada, Germany, Swe
and the U.K
Wood Flooring 10 Arkansas, Kentucky, Tennessee, Texas and Westriér
Textiles and Sports Floorit 3 Belgium, Germany and The Netherlat
Building Products 15 Alabama, Florida, Georgia, Oregon, Pennsylvanian&t-rance, Germany and the U
Cabinets 3 Nebraska, Pennsylvania and Tenne:

Sales offices are leased and owned worldwide, eaed facilities are utilized to supplement our @dvwarehousing facilities.

For information on plants that were closed durif@2 see Note 15 of the Consolidated Financiak8tahts and “Item 7. Management
Discussion and Analysis—Cost Reduction InitiatiVés.January 2004, we announced that we will cgaseluction at one of our Building
Products plants by the end of 2004. See Note 33eoConsolidated Financial Statements.

Productive capacity and the extent of utilizatidrowor facilities are difficult to quantify with ctinty. In any one facility, maximum capacity
and utilization vary periodically depending upoe firoduct that is being manufactured, and indiviflities manufacture multiple
products. We believe our facilities have sufficipntduction capacity to meet anticipated needshfemext two to three years. Additional
incremental investments in plant facilities are mad appropriate to balance capacity with antieghdemand, improve quality and service,
and to reduce costs.
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ITEM 3. LEGAL PROCEEDINGS
See Note 32 of the Consolidated Financial Statesrfenta full description of our legal proceedings.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

At a special meeting on January 7, 2004, sharelolifeArmstrong Holdings, Inc. voted to approvelanPof Dissolution for that company.
The dissolution will occur following AWI's Chaptédrl Plan of Reorganization (POR) becoming effective.

See “AHI’s Plan of Dissolution” in Note 1 of the @splidated Financial Statements for a descriptfath® dissolution.

The holders of 22,468,250 shares of common stock vepresented at the January 7, 2004 meetinghveloiestituted over 55% of the
outstanding shares. These shares were voted aw$atin the proposal for dissolution:

FOR- 17,183,05
AGAINST - 4,818,228

The balance of the shares represented (about 45&86tained.
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PART Il

ITEM5. MARKET FOR THE REGISTRANT 'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

As a result of filing the POR on November 4, 2002, New York Stock Exchange stopped trading orEtkehange of the common stock of
AHI (traded under the ticker symbol “ACK"). As ofddember 14, 2002, Armstrong Holding’s common stiwakles on the over-the-counter
(OTC) Bulletin Board under the ticker symbol (ACKKH@s of February 10, 2004, there were approxinyated39 holders of record of
Armstrong Holding’s Common Stock.

Total Year
2003 First Seconc  Third  Fourth
Price range of common stc—high $0.82 $2.3¢ $3.04 $2.00 $ 3.04
Price range of common stc—Ilow $0.37 $0.52 $1.2¢ $0.8C $ 0.37
2002
Price range of common stc—high $4.1C $3.82 $1.9¢ $1.88 $ 4.1C
Price range of common stc—Ilow $2.7C $1.7¢ $1.2¢ $0.2¢ $ 0.24

There were no dividends declared or paid during320f2002. The DIP Facility stipulates that AWI wibt declare or pay any dividends
either directly or indirectly and bankruptcy lawsaividends by companies in Chapter 11.
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ITEM 6. SELECTED FINANCIAL DATA
The following data is presented for continuing @iens.

(Dollars in millions except for per-share data)

For Year 2003 2002 2001 2000 1999
Income statement date
Net sales $3,259.( $3,172.0 $3,138.7 $3,248.¢ $3,322.(
Cost of goods sol 2,597.c. 2,404 2,364.° 2,386.. 2,291.
Selling, general and administrative exper 603.1 624.¢ 596.¢ 595.: 605.¢
Charge for asbestos liability, r 81.C 2,500.( 22.C 236.( 335.¢
Restructuring and reorganization charges (reversads 8.€ 1.¢ 9.C 18.¢ (1.9
Goodwill amortizatior — — 22.¢ 23.¢ 25.5
Equity (earnings) from affiliates, n (20.9) (21.9) (16.5) (18.0 (16.¢)
Operating income (lost (10.9 (2,337.) 140.1 6.7 81.¢
Interest expens 10.2 13.¢ 13.1 102.€ 105.2
Other nor-operating expens 15.7 8.2 11.¢ 3.7 10.4
Other nor-operating (income (4.8 (6.0 (13.0 (80.9) 17.0
Chapter 11 reorganization costs, 9.4 23.t 12.t 103.: —
Income tax expense (benel .7 (827.9 42.F (37.7) (0.5
Earnings (loss) from continuing operations befarmulative change in accountin
principle (39.9) (1,549.0) 73.2 (85.)) (16.2)
Per common share — ba$ic (0.97) (38.25 1.81 (2.12) (0.4
Per common share — dilut&d (0.97) (38.2%) 1.7¢ (2.12) (0.4))
Cumulative effect of a change in accounting prifeiplet of tax of $2.: — (593.9 — — —
Net earnings (loss (39.9 (2,142 92.¢ 12.2 14.c
Per common share — ba$ic (0.99) (52.9)) 2.2¢ 0.3C 0.3¢€
Per common share — dilut&d (0.9%) (52.9)) 2.27 0.3C 0.3¢€
Dividends declared per share of common s — — — % 14 $ 192
(Dollars in millions except for per-share data)
For Year 2003 2002 2001 2000 1999
Average number of common shares outstanding (md)i 40.t 40.t 40.t 40.2 39.¢
Average number of employe 15,80( 16,70C 16,80C  16,50C  16,90(
Balance sheet data (December 3
Working capital $ 9432 $ 859.C $ 748.C $ 618.1 $ 322t
Total asset 4,647.t 4,504.¢ 4,038.. 4,005.. 4,081.¢
Liabilities subject to compromis 4,858.! 4,861.. 2,357.¢ 2,385. —
Net lon¢-term debt? 39.4 39.¢ 50.2 56.¢ 1,412¢
Shareholder equity (deficit) (1,330.9) (1,346.) 760.4 665.1 679.2

Notes:
@  See definition of basic and diluted earnings pareiin Note 2 of the Consolidated Financial Statgme

®) 2003, 2002, 2001 and 2000 net long-term debt exslulbt subject to compromise.

Certain prior year amounts have been reclassifiegbbform to the current year presentation. See [¥aif the Consolidated Financial
Statements.
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ITEM7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

Separate financial statements for AHI and AWI asdubsidiaries are included in this document bezdwth have outstanding public
securities. However, there are no differencesénitikome statement and minimal differences in ¢éimeaining three financial statements. Due
to the lack of differences in the financial statetsethe following discussion and analysis pertéangoth AHI and AWI and its subsidiaries.

This discussion should be read in conjunction whthfinancial statements and the accompanying riethsded elsewhere in this Form 10-K.
It contains forward-looking statements based oncomrent expectations, which are inherently suliiecisks and uncertainties. Actual results
and the timing of certain events may differ sigrafitly from those referred to in such forward-loakstatements. We undertake no obligation
beyond what is required under applicable securitie@sto publicly update or revise any forward-laadistatement to reflect current or future
events or circumstances, including those set iarthe section entitled “Cautionary Factors” anskglhere in this Form 10-K.

References to performance excluding the translaifact of changes in foreign exchange rates, gedating income prior to ashestos-related
charges and goodwill amortization, are non-GAAP sueas. We believe that this information improves¢bmparability of business
performance by excluding the impacts of changdsrigign exchange rates when translating compafabdégn currency amounts, the
impacts of charges related to our prepetition askdebility and the change in accounting for gedld We calculate the translation effect of
foreign exchange rates by applying the current’gdareign exchange rates to the equivalent pesidoeign currency amounts as reported in
the prior year.

OVERVIEW

We are a leading global producer of flooring pradwand ceiling systems for use primarily in thestanction and renovation of residential,
commercial and institutional buildings. Through ainited States (“U.S.”) operations and U.S. andrimational subsidiaries, we design,
manufacture and sell flooring products (resiliempd, carpeting and sports flooring) and ceilingteyns (primarily mineral fiber, fiberglass
and metal), around the world. We also design, naetufe and sell kitchen and bathroom cabinetsariis. We own and operate 44
manufacturing plants in 12 countries, includingp®snts located throughout the United States. THIOMWAVE, our joint venture with
Worthington Industries, Inc., we also have an iéin 8 additional plants in 5 countries that piEIsuspension system (grid) products for
our ceiling systems.

We report our financial results through the follogrisegments: Resilient Flooring, Wood Flooring, tifex and Sports Flooring, Building
Products, Cabinets, All Other and Unallocated CafoExpense. See “Reportable Segment Resultgitiditional financial information on
our segments.

See “ltem 1. Business” for a description of ourrsegts, customers, markets and other informatiomtadnar business.

On December 6, 2000, AWI filed a voluntary petition relief under Chapter 11 of the U.S. BankrupBnyde in the United States Bankruptcy
Court for the District of Delaware (the “Bankrupt€purt”) in order to use the court-supervised raaigation process to achieve a resolution
of its asbestos liability. Also filing under Chaptel were two of AWI's wholly-owned subsidiariesitfdm Liquidators, Inc. and Desseaux
Corporation of North America, Inc. The Chapter Ases are being jointly administered under case pufi-4471 (the “Chapter 11 Case”).
AWI is operating its business and managing its pri@s as a debtor-in-possession subject to thagioaos of the Bankruptcy Code. See
“ltem 7. Management’s Discussion and Analysis ofdficial Condition and Results of Operations - Redaggs Under Chapter 11" for
information on the Chapter 11 Case and Note 3B@flonsolidated Financial Statements for infornmatio asbestos litigation.
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Our consolidated net sales for 2003 were approxin&3.26 billion, which were approximately 3% gerahan consolidated net sales in
2002. After excluding the translation effect of ngas in foreign exchange rates, net sales in 286tned by approximately 2% from net
sales in 2002. Operating income prior to asbesl@ead charges was approximately $71 million in2@3& compared to approximately $163
million in 2002. Cash and cash equivalents incrédseapproximately $104 million of cash in 2003,iethwas slightly higher than the cash
increase in 2002. In 2003:

» Demand for Resilient Flooring products contina@dhift from highend vinyl products to lower margin vinyl and lant@@roducts
and to Wood Flooring products, for both new corttam and renovatior

» Resilient Flooring’s performance in commercialrkeds was mixed, but was helped by our good pasitigproduct offering and
service.

» Building Products generated good results in Nonthefica, despite lower sales in a difficult commalranarket.
» Both Resilient Flooring and Building Products expeced lower sales in Europe but profitable grointthe Pacific aree
*  We incurred significant cost increases for cerig@ms, such as the cost of lumk

* We implemented several initiatives to improve oost structure and enhance our competitive positiee cost of which adversely
affected 200’s results

* We reduced the amount of capital investment a@sjiin consideration of both market conditions #relcost reduction initiative

Factors Affecting Revenues

Markets.We compete in building material markets aroundwbed. The majority of our sales opportunity istie North American and
European markets. During 2003, these markets expead the following:

* In the North American residential market, houstegstruction remained very strong, with approxihatl.85 million housing units
started in 2003 compared to approximately 1.7 amlin 2002. Sales of existing homes were also s&png in 2003, with
approximately 6.1 million homes sold in 2003 conggbio approximately 5.56 million in 2002. A key saderation in changes in
market segments is that margins for products sutdriew construction tend to be lower than those is¢o the renovation segme

For several years, the amount of vinyl flooringdgurots, measured as a percent of the total resaddiotbring market, has been
declining, while laminate, ceramic and hardwooaiflng products have increased. This trend of chrapngonsumer preferences
for flooring also continued in 2003. For 2004, vetireate the residential replacement markets willdteto up slightly, but it is
unlikely that new construction demand will exceedard 2003 levels. Further, we expect the categbwnyl products to contint
to decline in units sold, while laminate, ceranmicl @ardwood flooring should continue to increase.

* In the North American commercial market, we estienthat the overall market declined in 2003 byragimately 34% compared t
2002, with renovation declining slightly and comnstion starts in the office, healthcare and edoocasegments declining by
approximately 12%, 7% and 6%, respectively. Rewilstruction starts increased by approximately 9ftustry statistics indicate
that commercial starts will marginally improve i@, with improvements anticipated in retail, offiand health care, while the
education segment will decline slightly. Furthedications are for a decline in office vacancy satehich could also positively
impact the renovation segment of this mar
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* In Europe, we experienced significant market slown in the Western European countries, espedialermany and the U.K. The
economic environment has adversely impacted batle pnd volume. While Germany is a very importamtdpean market for
Resilient Flooring and Textiles and Sports Flooriihgs not a significant market for Building Prazta. As a result, performance of
the flooring segments in Western Europe has suffarere than that of Building Products. At the sdaime, we benefited from
growth in opportunities in Eastern Europe, particlyl Russia. In 2004, we anticipate marginal imgroent in the Western Europe
markets and difficult growth conditions in East&urope.

Quality and Customer Servic®ur quality and customer service is a critical comgnt of the total value proposition we offer oustomers.
In 2003, we experienced the following:

* In Wood Flooring, our sales increased duringytkar, but not as much as the market grew. Thispadsy the result of product
quality that was not competitive. Our quality diok wlecline, but the quality of competing productpioved substantially, led by
imported engineered wood flooring produc

Since the middle of 2003, we have had Six Sigmaseaorking on improving our wood product qualitheTdimensional
consistency of our products (both solid and engewes dramatically better. The number of defactsistomer might find in a
typical order has declined by almost 70%, and am at a rate that is equal to or better than ingusbrms.

» In Cabinets, we experienced severe customer sgouit#ems starting in 2002. As a result of this,lest sales opportunities in 2C
as the customers decided to source their produats dther suppliers

Customer service (product quality, on-time perfance has been restored to excellent levels. Fathtiee months ending January
31, 2004, we shipped an average of 98% of our sraetime and complete. We are slowly regainingihst of our customers.

* In Building Products we continued to provide oustaumers with extremely high levels of quality andtomer service

Pricing Initiatives. During 2003, increased costs for raw materialsot and labor-related expenses, energy and atbas aaused us to
initiate several price increases to our custoniére. most significant of these increases includeddhowing.

* In Resilient Flooring, we implemented price ireses for selected U.S. commercial products in My also implemented an
increase on selected U.S. residential productsoivelhber.

* In Wood Flooring, we implemented a price increasesolid wood products in April. We also announeedther increase on solid
wood products that became effective in NovembeB20t January 2004, depending on the customer ehi

* In Building Products, a price increase was ancedrfor most commercial acoustical ceiling produrctie North American
markets, effective July 1. Price increases on tepiducts to our large home center customersarlkS. were implemented in
August and September. We also increased priceseftain U.S. residential-oriented products soldulgh distribution in July. An
additional increase for most commercial products a@nounced in the fourth quarter of 2003, whiatab®e effective January 1,
2004.

* In Cabinets, we announced price increases ineG#r to our retail customers depending on the ea&dnditions in the different
geographic areas. At the same time, we also inedepisces to our builder custome
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In certain cases, price increases actually realizer@ less than the announced price increasese asdvto adjust to competitive actions and
changing market conditions. Also during 2003, welengeveral price concessions in some of our segma@idt geographic regions, again to
respond to competition and market conditions. Saks® also adversely affected due to reducing owotbased prices to compete with U.S.
producers’ U.S. dollar-based selling prices in pero

We estimate that the various pricing actions preglid net increase to our total consolidated nessal2003 compared to 2002 by
approximately $12 million.

AsbestosRelated Charges

During 2003, we reduced our previously recordedriaisce asset for asbestos-related personal infaims by $73 million, reflecting
management’s current assessment of probable inmiranoveries based upon an unfavorable ruling i@lternative dispute resolution
procedure. We also recorded an $8 million chargeflect an agreement to settle claims from thet€efor Claims Resolution and a surety
bond insurance company. During 2002, we recordg2l % billion charge to increase our estimate obplde asbestos-related liability. All
amounts are reflected as a charge to asbestdityiahét. See “Asbestos-Related Litigation” ingtgection for additional information.

Factors Affecting Operating Costs

Operating ExpenseQur operating expenses consist of direct produdpoimcipally raw materials, labor and energy) amahufacturing
overhead costs, costs to purchase sourced praahudtselling, general and administrative expense&&A”).

Our largest individual raw material expenditures far lumber and veneers, PVC, backings for varftagring products and plasticizers.
Fluctuations in the prices of these raw materiegdsgenerally beyond our control and have a dimagiaict on our financial results. The most
significant change in raw material costs in 2003 fga hardwood lumber used by Wood Flooring. Starth late 2002 and continuing
throughout 2003, lumber prices increased, as theadility of lumber for flooring decreased duepoor weather conditions for timbering and
reductions in industry saw mill capacity, while demd for the lumber (for flooring and other produsiteh as railroad ties and pallets)
remained strong. Our cost for acquiring lumber@002was approximately $40 million greater than®2 Since December 2003, lumber
costs have continued to increase. We believe tinatbér costs for the year 2004 could exceed tho2608, with the amount of increase
dependent on the same factors that impacted ¢o2G03.

PVC is an oil-based raw material and is used inymiatustries. Generally, we experience cost pressan PVC when energy prices increase
and when industrial demand for the material inasde support a growing economy. The cost to pwelRd/C resins and film increased by
approximately $9 million in 2003 compared to 2002.

We consume large quantities of energy in our manufang processes, in particular natural gas inmuneral fiber ceilings manufacturing
process. Costs for natural gas have increasedisamtly over the past several years. In 2003, weeiired approximately $7 million of
additional costs for natural gas compared to 2002.

Year over year, we normally incur additional castproduction wages and non-production salariestdweage and salary rate increases. This
increased cost in 2003 compared to 2002 was appet&ly $30 million.

Our 2003 costs also increased by approximatelyn®il®n compared to 2002 due to a lower U.S. pemsieedit. This resulted primarily from
changes in actuarial assumptions. We do not aatieig material change in the net periodic pengieditcin 2004.
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Cost Reduction Initiative®uring 2003, we implemented several manufacturimdj @ganizational changes to improve our cost 8iracand
enhance our competitive position. Specifically:

* We ceased production of our residential stencitipod line.

*  We closed two Wood Flooring facilities that maatiired engineered wood floors, consolidating theduction volume into
another Wood Flooring facility

*  We closed a Textiles and Sports Flooring planttie Netherlands as part of the continuing 2002uegtring plan

» We consolidated several sales, operational andrastrative support organizations throughout campany to more effectively
manage the business. This consolidation includiedjrating our Resilient Flooring and Wood Floorarganizations that manage
the Americas market

The costs for these initiatives incurred in 200&lexd approximately $55 million, of which approxiraly $33 million was for accelerated
depreciation (reported as a component of cost oflg@sold and SG&A). The remaining amount was priisnéor severances (reported as a
component of cost of goods sold, restructuring®@&8) and related inventory obsolescence (reported aomponent of cost of goods sold).
These initiatives also reduced our headcount (Gserview — Employees”). The expenses associatddtivit 2003 cost reduction initiatives,
by segment, are as follows:

2003 Expenses for Cost Reduction Initiatives

Accelerated Total

Depreciation Expense
(amounts in millions) Other
Resilient Flooring $ 7.C $62 $ 13:
Wood Flooring 24.¢€ 3.€ 28.2
Textiles & Sports Floorin 0.3 7.2 7.5
Building Products — 2.1 2.1
Cabinets 0.8 — 0.8
Corporate Unallocate — 2.8 2.8
Total Consolidate: $ 32.7 $22.C $ 54.7

We also implemented several initiatives in 2002ngrily for reorganizing our flooring organizatioitrsEurope. The cost of these initiatives
was approximately $2 million. We believe that theremental cost savings in 2004 generated from yoerhs’ initiatives will be
approximately $30 million.

We anticipate implementing additional cost reduttations in 2004. In January 2004, we announcadwk will cease production at our
Building Products plant in The Netherlands by thd ef 2004, subject to positive advice from the ¥¢o€ouncil, in order to eliminate excess
capacity for serving the European markets.

Factors Affecting Cash Flow

Historically, excluding the cash demands for asizestlated claims in 2000 and prior years, we Bipiagenerate positive cash flow from our
operating activities. The amount of cash genergteahy one period is dependent on a number of factocluding the amount of operating
profit generated and the amount of working cagigath as inventory, receivables and payables) redjtd operate our businesses. We
typically invest in property, plant & equipment PRE”) and computer software.

During 2003, our cash and cash equivalents baliacceased by $104.3 million, which was $1.7 millimere than during 2002. The increase
was primarily due to reducing PP&E and computetvgmfe purchases. In consideration of both markeditions and cost reduction
initiatives, we elected to defer or stop certavestments, resulting in approximately $47 milliess spending in 2003 than in 2002. We
believe the decision to reduce our investing atgisihas not, and will not, negatively impact our
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business. We anticipate using more cash for invgstctivities in 2004 than was used in 2003, bsg than the amounts used in 2002 or re
prior years.

We used approximately $10 million less in financaugivities during 2003 than in 2002, primarily dedower short-term debt payment
requirements in 2003.

Operating activities generated $165.8 million of cesh, which was approximately $58 million lesantin 2002. Cash generated from the net
earnings, after adjusting for non-cash chargeguesiring and reorganization activities, accourfmdhe decline, primarily from the
increased operating costs discussed above. Therdpwhich operating assets and liabilities (prilgaeceivables, inventories and
payables) were reduced’ was greater than the nediscachieved in 2002.

Employees

As of December 31, 2003, we had approximately 15fA0-time and partime employees worldwide. This compares to apprexéty 16,30I
employees as of December 31, 2002. The reductiemployees in 2003 is primarily due to the previpuaescribed cost reduction initiative

During 2003, we negotiated 11 collective bargairdggeements, with one location experiencing adig work stoppage. There was no
negative effect on the business as a result ofvtitk stoppage. Throughout 2004, collective bargejrigreements covering certain
employees at eight plants and two warehouses wpifre. As of the date of this filing, approximate&dg0 employees at one plant are working
under an expired contract. The timing of resolui®ancertain and a work stoppage at this locasqrossible. A work stoppage, if one shc
occur, could have a significant effect on the resof operations during the period of the event.

CRITICAL ACCOUNTING POLICIES

Many accounting entries require us to make estisndtieese entries include asbestos-related liapiligurance assets, allowances for bad
debts, inventory obsolescence and lower of costarket charges, warranty, workers compensatiorgrgétiability and environmental
claims. When preparing an entry that requires image to be made, we determine what factors as tikely to affect the estimate. We
gather information relevant to these factors froside and outside the company. This informaticgveuated and an estimate is made.

The following are the critical accounting policilsst management believes could have a significapact to the financial statements if the
estimates and judgments used by management tuto batincorrect. In addition, management has dised the application of these critical
accounting policies with our Audit Committee.

Asbestogrelated EstimatesWe record contingent liabilities, including aslosstelated liabilities, when a loss is probable #redamount of
loss can be reasonably estimated. Prior to its t8hdfd Filing, AWI estimated its probable asbestdated personal injury liability based
upon a variety of factors including historical &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 setttatismnssions. As of September 30, 2000,
AWI had recorded a liability of $758.8 million fits asbestos-related personal injury liability thatetermined was probable and estimable
through 2006. Due to the increased uncertaintytedeas a result of the Filing, the only change madbe previously recorded liability
through the third quarter of 2002 was to recordoBet and November 2000 payments of $68.2 millicairesd the accrual. The asbestos-
related personal injury liability balance recordgdecember 31, 2001 was $690.6 million, which reasrded in liabilities subject to
compromise.

AWI filed an initial POR and disclosure statemeiittwespect to the POR during the fourth quarte2@d2. In March 2003, AWI filed an
amended POR and disclosure statement. Based updorégoing, the discussions AWI had with the défe creditors’ committees and the
hearings held before the Bankruptcy Court, manageéinaieved that it was reasonably likely that éisbestos-related personal injury liability
would be satisfied substantially in the mannerf@eh in the POR. As a result, AWI
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concluded that it could reasonably estimate itbabde liability for current and future asbestostetl personal injury claims. Accordingly, in
the fourth quarter of 2002, AWI recorded a $2.%idrl charge to increase the liability in accordandth AICPA Statement of Position 90-7,
“Financial Reporting by Entities in Reorganizatiamder the Bankruptcy Code” (“SOP 90-7"). The reeardsbestos-related liability for
personal injury claims of approximately $3.2 bitliat December 31, 2003 and 2002, which was trestedliability subject to compromise,
represents the estimated amount of liability teatiplied based upon the negotiated resolutioretftl in the POR, the total consideration
expected to be paid to the Asbestos Pl Trust putdoahe POR and a recovery value percentagdé&aliowed claims of the Asbestos PI
Trust that is equal to the estimated recovery vpkreentage for the allowed non-asbestos unseciaids. See “Asbestos-Related
Litigation” for further discussion on the AsbestisTrust and the treatment of asbestos-relatethslainder the POR.

AWI is unable to predict when and if the POR w#l tonfirmed and, if confirmed, when the POR willibplemented. See “Recent
Developments and Next Steps in the Chapter 11 Bsbc€herefore, the timing and terms of resolutibthe Chapter 11 Case remain
uncertain. As long as this uncertainty exists, feitthanges to the recorded asbestos-related pensjumg liability are possible and could be
material to AWI's financial position and the resulff its operations. Management will continue tae® the recorded liability in light of
future developments in the Chapter 11 Case and wtakeges to the recorded liability if and whersiappropriate.

Additionally, AWI has a recorded asset of $103.1liari as of December 31, 2003 representing estichetgurance recoveries related to its
asbestos liability. Of the total recorded ass®etember 31, 2003, approximately $14.0 million espnts partial settlement for previous
claims that will be paid in a fixed and determireafdbw and is reported at its net present valueadiated at 6.50%. Approximately $79
million of the $103.1 million asset is determinedr agreed coverage in place and is thereforettlirettated to the amount of the asbestos
liability. During the second quarter of 2003, AVéduced its previously recorded insurance assetsioestoselated personal injury claims |
$73 million reflecting management’s current assesgrof probable insurance recoveries in light ofiafavorable ruling in an alternative
dispute resolution procedure. See “Asbestos-Relataghtion” for further discussion.

The total amount of the estimated insurance redesvasset recorded reflects the belief in the albgity of insurance in this amount, based
upon prior success in insurance recoveries, settiéagreements that provide such coverage, therodugts recoveries by other companies
and the opinion of outside counsel. In our opinguch insurance is either available through segteror probable of recovery through
negotiation or litigation. Although AWI revised itscorded asbestos liability by $2.5 billion in foerth quarter of 2002, no increase has t
recorded in the estimated insurance recovery défgte we believe that the process of pursuingulisg insurance coverage may result in
additional settlement amounts beyond those recottlece has been no increase in the recorded asduatto the uncertainties remaining in
the process. The estimate of probable recoverigsbhmaevised depending on the developments in #itéens discussed above as well as
events that occur in AWI's Chapter 11 Case.

U.S. Pension Credit and Postretirement Benefit$So¥Ve maintain pension and postretirement plansutitrout the world, with the most
significant plans located in the U.S. Our definethdfit pension and postretirement benefit costslaveloped from actuarial valuations.
These valuations are calculated using a numbessafraptions. These assumptions are determined @mdsstce with generally accepted
accounting principles (“GAAP”). Each assumptionresgnts management’s best estimate of the futlwea$sumptions that have the most
significant impact on reported results are thedlist rate, the estimated long-term return on ptsets and the estimated inflation in health
care costs. These assumptions are updated anat#ily beginning of the year and applied in theatbns recorded for that year.

The discount rate is used to determine retiremahilities and to determine the interest cost congm of net periodic pension and
postretirement cost. Our actuary provides the ebggemodified duration of the liabilities. Managerhdetermines the appropriate discount
rate by referencing the yield on investment graxkdfincome securities of a similar duration (14ng to that of the expected liabilities,
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as well as the yield for Moody’'s AA-rated long-teoorporate bonds. As of December 31, 2003, we asdwundiscount rate of 6.00%
compared with a discount rate of 6.50% as of Deezrlh, 2002 for the U.S. plans. This decreasersistent with the decline in U.S.
corporate bond yields during the year. The effetthe decreased discount rate, which increaseBadilities, will be amortized against
earnings as described below. A anearter percentage point decrease in the discatmtwould reduce 2004 operating income by $0.8ani
while a one-quarter percentage point increasedarisicount rate would increase 2004 operating ircbyn$0.8 million.

Effective January 1, 2003, we updated the mortédibfe used in our U.S. pension and postretiremenéfit cost calculations to reflect more
current information. The new table (RP2000) is Hageon actual 1990 to 1994 general population rityrtates, with improvements
projected to 2003. The impact of this change w@4.@ million reduction in 2003 operating income.

We have two U.S. defined benefit pension plansjaified funded plan and a nonqualified unfundeahpFor the funded plan, the expected
long-term return on plan assets represents a lemg-¢tiew of the future estimated investment retumrplan assets. This percentage is
determined based on allocation of plan assets ammassgf classes and input from investment profealsi@md academic sources on the
expected performance of the equity and bond mardkats approximately 10 to 20 years. Over the |@sydars, the annualized return on the
fund was approximately 9.8% compared to an aveeagected return of 8.75%. The expected long-tetormeon plan assets used in
determining our 2003 U.S. pension credit was 8.00B&. actual return on plan assets achieved for 223324.4%. In accordance with
GAAP, this excess will be amortized into earningslascribed below. We do not expect to be requiredake cash contributions to the
qualified funded plan during 2004. We have assuaezturn on plan assets during 2004 of 8.00%. Aqueater percentage point increase or
decrease in this assumption would increase or deer2004 operating income by approximately $4.8amilContributions to the unfunded
plan were $3.2 million in 2003 and are made on athig basis to fund benefit payments. We estimiagecontributions to be approximately
$3 million in 2004. See Note 18 of the Consolidat@tancial Statements for more details.

The estimated inflation in health care costs reprtsa long-term view (approximately 5-10 yearshefexpected inflation in our
postretirement health care costs. We separatematst expected health care cost increases for pretbees and post-65 retirees due to the
influence of Medicare coverage at age 65, as ittstl below:

Assumptions Actual
Post 6¢ Pre 65 Overall Post 6¢ Pre 65 Overall
2002 13% 11% 12% 5% 11% 6%
2003 12 10 11 7 7 7
2004 11 9 10

In accordance with GAAP, the difference betweendtteal and expected health care costs is amoitite@arnings as described below. The
overall percentage of health care cost increaseestimated to decrease by 1 percentage pointgaeumtil 2008, after which it is constant at
6%. A one percentage point increase in the assitmaith care cost trend rate would reduce 2004 tpgrimcome by $3.1 million, while a
one percentage point decrease in the assumed keagdticost trend rate would increase 2004 operatzgme by $3.0 million. See Note 18 of
the Consolidated Financial Statements for moreildeta

Actual results that differ from the estimates méatea year are captured as actuarial gains/loss#siu@e amortized into future earnings over
the expected remaining service period of plan gigents, which ranges from 12 to 15 years depenadiintipe participants in the plan, in
accordance with GAAP. Changes in assumptions duaNé significant effects on earnings in future gear
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We recorded U.S. pension credits of $11.6 mill89.2 million and $56.8 million in 2003, 2002 ar@D2, respectively, reflecting the net
overfunded status of our U.S. pension plans at-gedrand the amortization into earnings as desti@beve of the difference between our
actual costs for each such year and certain paarsyand the estimates used at the beginning bfy&ars in the valuation of our costs. We
recorded U.S. postretirement benefit costs of $86lBon, $45.1 million and $26.2 million in 2003002 and 2001, respectively.

Impairments of Tangible and Intangible Assetd/e periodically review significant tangible amdangible assets, including goodwill, for
impairment under the guidelines of the Financiatdunting Standards Board (“FASB”) Statement No& 4+4Goodwill and Other Intangib
Assets” and 144 — “Accounting for the ImpairmenDasposal of Long-Lived Assets.” In accordance withse Statements, we review our
businesses for indicators of impairment such asabipg losses and/or negative cash flows. If afcettbn of impairment exists, we estimate
the fair value and compare it to the carrying vaitithe asset. If the fair value is less than teying value of the asset, we record an
impairment equal to the difference between thevfaiue and carrying value of the asset. The cash éistimates are based on management’s
analysis of information available at the time af trstimate. Actual cash flows lower than the esénasuld lead to significant future
impairments.

Subsequent to our initial FAS 142 transition chame assessments have indicated that goodwilirgadgible assets have not been impa
In the second quarter of 2002, we completed arsagsnt of goodwill and intangible assets and remmbednon-cash transitional impairment
charge of $596.0 million ($593.8 million, net ok}as of January 1, 2002. See Note 12 of the Catadetl Financial Statements for further
information.

During 2003 and 2002, we recorded accelerated digien for fixed asset impairment charges of $3@iion and $4.8 million, respective

in cost of goods sold and SG&A throughout our bestnsegments. In 2003, $23.0 million of these impent charges primarily related to the
announced closure of 4 plant locations. See Notef #2e Consolidated Financial Statements for frrtiscussion. In 2002, these
impairments related primarily to idle property, i@and equipment.

During 2001, we recorded an impairment charge of &8llion in cost of goods sold within TextilesdaBports Flooring. The impairment w
related to property, plant and equipment that pcedrertain products for which we anticipated lodemand.

Salesrelated Accruals- We provide direct customer and end-user warraifitieour products. These warranties cover manuifegt 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. We collect and analyzerargty claims data with a focus on the
historical amount of claims, the products involviel amount of time between the warranty claimstaagroducts’ respective sales and the
amount of current sales.

We also maintain numerous customer relationshigisititorporate different sales incentive prograpmsr(arily volume rebates and
promotions). The rebates vary by customer and lysunelude tiered incentives based on the levaetugtomers’ purchases. Certain
promotional allowances are also tied to customectmase volumes. We estimate the amount of expectedal sales during the course of the
year and use the projected sales amount to esttimatmst of the incentive programs. For salesntiee programs that are on the sa
calendar basis as our fiscal calendar, actual g#l@snation is used in the year-end accruals.

The amount of actual experience related to theseials could differ significantly from the estimdtamounts during the year. If this occurs,
we adjust our accruals accordingly. We maintaireéssrelated accruals of $76.7 million and $72.Bioni as of December 31, 2003 and
2002, respectively. We record the costs of theseuats as a reduction of gross sales.
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NEW ACCOUNTING PRONOUNCEMENTS

In December 2003, the FASB issued Statement off€iabAccounting Standards No. 132 (revised 20 ployers’ Disclosures about
Pensions and Other Postretirement Benefits—an amemidof FASB Statements No. 87, 88, and 106,” whicheases disclosure
requirements. Disclosure requirements for U.S. ipanand other postretirement benefit plans hava belepted in this Form 10-K as
required. Disclosure requirements for foreign pland estimated present value of future benefit matswill be adopted in 2004 as required.
As this standard only impacts disclosures, the tdiopf this standard will not have a material irapan our consolidated results of operat

or financial condition.

RESULTS OF OPERATIONS
Unless otherwise indicated, net sales in thesdtsesiuioperations are reported based upon theitotathere the sale was made.

2003 COMPARED TO 2002
CONSOLIDATED RESULTS

(amounts in millions) Favorable/(Unfavorable)

Excluding Effects

As of Foreign
2003 2002 Reported Exchange Rated?

Net Sales

Americas $2,390.¢ $2,368.: 1.C% 0.€%

Europe 786.3 732.¢ 7.2% (8.9%

Pacific 81.¢ 71.2 14.% 7.5%
Total Consolidated Net Sall $3,259.( $3,172.: 2. 7% a1.7%
Operating (Loss $ (10.4 $(2,337.) Favorabl Favorabl
Operating Income, prior to charge for asbestosliligbnet $ 706 $ 1627 (56.€%) (57.29%
Operating Income Margin, prior to charge for asbedibility, ne 2.2% 5.1%

@  Excludes favorable foreign exchange rate effettanslation of $142.5 million on net sales and $g8ifion on operating income.

Excluding the translation effect of changes in igneexchange rates, net sales in the Americasasedtby 0.6%, primarily as a result of sales
increases of laminate flooring, amendments to ageets with independent U.S. resilient flooring dimttors (see Resilient Flooring below)
and price increases implemented on certain prodDetspite the volume gains from laminate flooriogerall unit volume of our products
declined, primarily due to lower activity in the®J.commercial construction markets and the resigeftdor covering market shift away from
vinyl products (see “Overview — Factors Affectinguenue”).

Excluding the translation effect of changes in iigneexchange rates, net sales in the European isatkelined by 8.8%, primarily as a result
of the weak economic conditions in our primaryiaglimarkets and the loss of market share for sdneeioresilient products due to customer
service and pricing issues. Excluding the transtaéffect of changes in foreign exchange ratessales in the Pacific area increased by $5.7
million, primarily as a result of stronger salestinstralia and China.

Cost of goods sold in 2003 was 79.7% of net sal@spared to 75.8% in 2002. The 3.9 percentage paréase was primarily due to
approximately $58 million for increased raw matkeaiad energy costs, $33 million of expenses relagezlir 2003 cost reduction initiatives,
wage and salary inflation and approximately $14diomlfrom a decreased U.S. pension credit (see i@&® — Factors Affecting Operating
Costs”).
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SG&A expenses in 2003 were $603.1 million, or 18¢®het sales compared to $624.9 million, or 194f%et sales in 2002. Excluding the
translation effect of changes in foreign excharaes, SG&A expenses in 2003 declined by approxim&&0 million from 2002 SG&A
expenses, primarily due to reductions in expenéstprincipally in selling and advertising expenaed partially as a result of the 2002 and
2003 cost reduction initiatives) and by approxirha$22 million of lower incentive compensation cagpartially offset by approximately $16
million from a reduced U.S. pension credit and pgraximately $12 million of expenses related to 0®3 cost reduction initiatives.

During 2003, we reduced our previously recordedriasce asset for asbestos-related personal inlgips by $73 million, reflecting
management’s current assessment of probable irmiranoveries based upon an unfavorable ruling ialternative dispute resolution
procedure. We also recorded an $8 million chargeflect an agreement to settle claims from thet€refor Claims Resolution and a surety
bond insurance company. During 2002, we recordg2l & billion charge to increase our estimate obplide asbestos-related liability. All
amounts are reflected as a charge to asbestolityiahét. See “Asbestos-Related Litigation” inglgection for additional information.

We recorded net restructuring charges of $8.6 anilin 2003, which included $10.4 million for sevaca and other benefits for approxima
470 employees and a $1.8 million reversal of previeestructuring charges for certain severancdeas® obligation accruals that were no
longer necessary. In 2002, we recorded net restingtcosts of $1.9 million, which included $2.7llion for severance benefits for
approximately 130 employees and a $0.8 million reafeof previous restructuring charges for certmerance accruals that were no longer
necessary. These restructuring efforts and th@ieeses are part of the cost reduction initiativedentaken during 2003 and 2002 (see
“Overview — Factors Affecting Operating Costs”),ialinare expected to provide incremental cost savin@004 of approximately $30
million.

We incurred an operating loss of $10.4 million 603, compared to an operating loss of $2,337.3anilh 2002. Operating income prior to
the asbestos-related charges for 2003 and 2003$%¢a6 million and $162.7 million, respectively.

Interest expense was $10.3 million in 2003, conghéweb13.8 million in 2002. The decrease in inteeaense is due to lower fees on the
reduced DIP facility, lower interest rate differi@atg on foreign exchange hedging instruments angi@verage outstanding debt amounts at
our non-Chapter 11 subsidiaries. In accordance 8@P 90-7, we did not record contractual intergpease on prepetition debt after the
Chapter 11 filing date. This unrecorded interegtegrse was $95.1 million in 2003 and $99.9 millior2002.

Other non-operating expense of $15.7 million in20f&s $7.5 million higher than the $8.2 million erge recorded in 2002. The increase
was due to $9.6 million of expenses for impairiegesal notes receivable related to certain previtvesstitures and $2.3 million of additior
foreign currency transaction losses, while in 280%5.3 million charge for environmental expensatesl to a divested business was incurred.

Other noneperating income in 2003 was $4.8 million compame§i6.0 million in 2002. The reduction was duedwér interest rate returns
invested cash and lower foreign currency transa@ains, partially offset by interest income reeeiyrom asbestos-related insurance
proceeds received in the fourth quarter.

Chapter 11 reorganization costs, net in 2003 weré fillion, which was $14.1 million less than ®$23.5 million amount recorded in 2002.
The decrease is primarily due to a $12.1 millicshution to liabilities subject to compromise foetirite down of a zero coupon note due to
an agreement with the holder of the note that reddle allowed amount of the note.
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The effective tax rate benefit for 2003 was 4.2%sus 34.8% for 2002. The decreased tax benefipnasarily due to the impact of
permanent differences (primarily Chapter 11 reogtion costs) on the significantly smaller amoohpre-tax loss in 2003, and higher
overall foreign tax rates caused by increased vialuallowances for foreign losses generated du2b@g.

A net loss of $39.3 million was recorded for 2008mpared to a net loss of $2,142.8 million for 2002

REPORTABLE SEGMENT RESULTS
Resilient Flooring

(amounts in millions) Favorable/(Unfavorable)

Excluding Effects

As of Foreign
Reported Exchange Rates
2003 2002 @

Net Sales

Americas $ 935.1 $ 914:¢ 2.2% 1.6%

Europe 206.¢ 204.: 1.C% (13.9%

Pacific 40.C 33.2 20.59% 9.9%
Total Segment Net Sal $1,181.! $1,152. 2.5% 1.2%
Operating Incom $ 55¢ $ 64t (13.9% (13.5%
Operating Income Margi 4.7% 5.€%

@  Excludes favorable foreign exchange rate effettanslation of $43.9 million on net sales and $illion on operating income.

Net sales in the Americas increased primarily duiiaé effects of amendments to agreements wittpengent U.S. distributors, made in
fourth quarter of 2002, related to sales of cenaoducts to large home centers. Sales are recamlder these agreements when the products
are shipped from the distributor’s location to Hwme center. Approximately $19.2 million of revenues recorded in 2003 for products
shipped to these distributors during the fourthrtgraof 2002, under the amended terms. Sales ofiayl products to the residential market
decreased by approximately 10%, primarily fromrsidential floor covering market shift away froiny products (see “Overview Factor:
Affecting Revenues”) and from increased importsahpetitive product from low cost producers. Salesur vinyl products to the
commercial market increased by approximately 3%marily due to a July price increase on certairylgheet products, new product
introductions and from sales of higher priced piteducts. Laminate sales increased by approxim&®&¥y, primarily from the strong lamine
product category growth in the floor covering marke

Excluding the translation effect of changes in igneexchange rates, net sales in Europe decregsapipoximately 14%. Significant market
weakness in certain key countries, principally Gamgy and loss of market share in some countriesaaoastomer service issues and a
reluctance to be price competitive accounted ferdcrease. Excluding the translation effect ohgka in foreign exchange rates, net sales in
the Pacific area increased by $3.6 million, priftyariom strong sales in Australia.

Operating income in 2003 declined from 2002, witlvér sales volumes in the higher margin vinyl peid@and in the Western European
markets, increased costs to purchase PVC, wagesaay inflation increases and certain Europeanufiaaturing inefficiencies being the
primary contributors to the decrease. Additionatlyarges for the cost reduction initiatives (sege@iew — Factors Affecting Operating
Costs”) accounted for approximately $11 milliortloé decrease. Partially offsetting the negativeat$f of these items were operating income
gains from the increase in laminate sales, thetsfigf the amendments to agreements with indepetdl&n distributors discussed above, and
significant reductions in SG&A costs in the U.Sdam Europe, which resulted from restructuring andt reduction initiatives implementec
2002 and 2003, and reduced spending on advertising.
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Wood Flooring

(amounts in
millions)
Favorable/
2003 2002 (Unfavorable)
Total Segment Net Salé€s $738.€ $719.1 2.7%
Operating (Loss) / Incorr $ (4.0 $ 53.C Unfavorable
Operating (Loss) / Income Marg (0.5% 7.4%

@  Virtually all Wood Flooring products are sold irethmericas, primarily in the U.S.

Net sales in 2003 increased by $19.3 million. Usitkl declined by approximately 3%, with unfinistedid floors declining b
approximately 60% as we elected to limit our ouipiuthis product and engineered floors declining?Bfy due to certain quality issues
experienced primarily early in 2003 and an increg#deports from low cost competitors. Units sofdpoe-finished solid floors increased by
approximately 8%, primarily from the strong U.Swneome construction market. Net sales were alsagipely impacted by the price
increases implemented on the solid floor produs#e (‘Overview — Factors Affecting Revenues”).

Operating results declined by $57.0 million. Therégased cost for acquiring lumber, the expenseisriplementing the cost reduction
initiatives (see “Overview — Factors Affecting Ogeng Expenses”) and improving quality, and otimeréases in manufacturing expenses
were the primary reasons for the decline. Partigfiigetting these increased expenses were gainstfie selling price increases and reduced
expenditures in SG&A, the latter partially as afeeff of the cost reduction initiatives.

Textiles and Sports Flooring { TSF”)

(amounts in millions) Favorable/(Unfavorable)

Excluding Effects

of Foreign
2003 2002 As Reported Exchange Rated?
Total Segment Net Sal $271.¢ $247 .2 10.(% (8.4)%
Operating (Loss $ (989 $ (4.7 Unfavorabl Unfavorable

Operating (Loss) Margi (3.6% (1.9%
@  Excludes favorable foreign exchange rate effettanslation of $49.8 million on net sales and $tiflion on operating income.

Excluding the translation effect of changes in igneexchange rates, net sales decreased by api@yn8%, primarily from volume
declines in our carpet products, due to weak ec@moanditions in our primary selling markets, ane concessions that were required to
meet competitive pressures. Net sales of our sflodgng products increased by approximately 3%.

An operating loss in 2003 exceeded the loss in 200 arily due to reduced net sales (excludingféwerable translation effect of foreign
exchange rates) and the expenses related to theedostion initiatives (see “Overview — Factordekting Operating Costs”). Partially
offsetting these factors were reduced manufactwkmenses and lower SG&A expenditures.
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Building Products

(amounts in millions) Favorable/(Unfavorable)
As Excluding Effects
Reported of Foreign
2003 2002 Exchange Rateg?)
Net Sales
Americas $515.¢ $511.¢ 0.7% 0.C%
Europe 304.7 276.7 10.1% (4.9%
Pacific 41.¢€ 38.1 10.(% 5.2%
Total Segment Net Sal $862.2 $826.¢ 4.2% (1.5%
Operating Incom $ 95.2 $ 96.5 (1.9% (5.9%
Operating Income Margi 11.(% 11.7%

@  Excludes favorable foreign exchange rate effettanslation of $48.9 million on net sales and $illion on operating income.

Excluding the translation effect of changes in igneexchange rates, net sales in the Americas wetally unchanged from 2002 levels.
Unit volume to the U.S. Commercial markets declibgdipproximately 3%, primarily due to market cdiudis (see “Overview — Factors
Affecting Revenues”). Offsetting the impact frone tlower volume were price increases implementelliip 2003 on most commercial
products. Net sales also benefited from price aes to the large home centers in the U.S. Regtlerdrkets.

Excluding the translation effect of changes in igneexchange rates, net sales in Europe declinegppyoximately 5% from 2002. Net sales
of mineral fiber products declined by approximaté¥s. Units sold of these products, which constithtemajority of our European sales,
were virtually unchanged. However, the volume ofi@nal fiber product sold to Western European caesmitteclined by approximately 7%,
primarily due to lower commercial market activityhile volume sold to the emerging markets of EasEurope (primarily Russia) increased
by approximately 14% due to construction growtkthiese markets. Products sold to the emerging nsat&et to have lower margin than
products sold in Western Europe. Excluding thediaion effect of changes in foreign exchange ratessales of metal ceilings declined by
approximately 12%, primarily from weak market cdiatis in Switzerland and some loss of market shafsia.

Excluding the translation effect of changes in igneexchange rates, net sales in the Pacific araased by $2.1 million due to strong
activity in Australia and growth in the China matrke

Excluding the translation effect of changes in igneexchange rates, operating income declined by #llion, as lower sales volume,
increased energy costs, wage and salary inflapiooe concessions in Europe and expenses for edsttion initiatives (see “Overview —
Factors Affecting Operating Costs”) were only pallyi offset by the positive effects of the pricer@ases in the U.S. and manufacturing cost
improvements.
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Cabinets
(amounts in millions)
2003 2002 (Unfavorable)
Total Segment Net Salés $204.¢ $226.¢ 9.9)%
Operating (Loss $(11.7) $ (3.9 Unfavorable
Operating (Loss) Margi (5.9% (1.79%

@  All Cabinet products are sold in the Americas, ity in the U.S.

Net sales in 2003 declined from 2002, primarily thueustomer service issues. Starting in the sebaifcbf 2002, we were unable

complete on time certain customers’ orders dudtotages in sourced cabinet components. Conseguemtllost sales opportunities in 2003,
as the customers decided to source their cabir@tsdther suppliers. During 2003, steps were takerorrect these inefficiencies, and
incremental improvements were realized throughioeityear. The reductions in volume were partialfgetfby a shift in customer preference
to our higher priced plywood product and from tlept®mber 2003 price increase (see “Overview — Faétfiecting Revenues”).

Operating results declined by $7.2 million from 206 2003. Included in the 2002 operating loss29%$nillion was $6.8 million of charges
for inventory write-downs. Excluding the 2002 wridewns, operating results declined by $14.0 milfimm 2002 to 2003, primarily due to
the effects of the lower net sales. Partially dffag the decline were lower selling expenses.

All Other

The All Other segment contributed operating incah®0.3 million and $2.1 million for 2003 and 2008spectively, reflecting the equity in
earnings from the investment in Interface Solutidns. Approximately $1 million of the decline wdse to an adjustment to the equity in
earnings for prior years.

Unallocated Corporate Expense

Unallocated corporate expense of $136.9 millioB003 decreased from $2,544.8 million in 2002. Tesrease was primarily due to non-
cash asbestos-related charges, with 2003 incl&BAg0 million and 2002 including $2.5 billion (s&&verview — Asbestos-Related Charges”
and “Note 32. Litigation and Other Matters, Ashe8toExcluding these charges, unallocated corpargpense increased in 2003 by $11.1
million, primarily from our U.S. pension credit deasing by approximately $28 million (see “Overviewactors Affecting Operating
Costs”), by approximately $4 million to increasmadical liability accrual, severances related ®dabst reduction initiatives (see “Overview
— Factors Affecting Operating Costs”) and by a $RiBion charge for certain environmental liabilgi¢see “Note 32. Litigation and Other
Matters, Environmental Liabilities”), partially afét by reductions in employee incentive compensatarruals, reduced expenditures in our
corporate staff departments and gains in the vaflirrssurance policies related to deferred compémsaians.

FINANCIAL CONDITION AND LIQUIDITY

Cash Flow

As shown on the Consolidated Statements of Cashigilour cash and cash equivalents balance incrégs®tio4.3 million in 2003,
compared to a $102.6 million increase in 2002. ¥e2002, the decline in net cash provided by operaictivities in 2003 compared to 2002
was more than offset by less net cash used fostmgeand financing activities.

Operating activities in 2003 generated $165.8 orillof net cash, $57.7 million less than 2002. Ggesterated from net earnings, after
adjusting for non-cash charges, restructuring aodganization activities declined by $68.3 millipnimarily from the increased operating
costs discussed above. Reductions in the amourdtafperating assets and liabilities, primarilyeigables, inventories and payables were
greater than the reductions achieved in 2002 byghidlion.
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Net cash used for investing activities was $57 aniin 2003, compared to $104.1 million in 200@th the decrease due to reduced PF
and computer software purchases. In considerafiboth market conditions and cost reduction inii@s$, we elected to defer or stop certain
investments, resulting in approximately $47 milliess spending in 2003 than in 2002. We believel&aision to reduce our investing
activities has not, and will not, negatively impaar business. We anticipate using more cash fasiing activities in 2004 than was used in
2003, but less than the amounts used in 2002 entgrior years.

Net cash used for financing activities was $14.lioniin 2003, compared to $23.8 million in 2002twmthe decrease due primarily to lov
short-term debt payment requirements in 2003 th&002.

Balance Sheet and Liquidity
Changes in significant balance sheet accounts emupg of accounts from December 31, 2002 to DeceBibe2003 are as follows:

(amounts in millions) As of December 31,
Increase

2003 2002
Cash and cash equivalel $ 484.2 $ 380.C $104.:
Current assel $1,358.¢ $1,255.¢ $102.¢

The increase in cash and cash equivalents wasilled@bove (see “Cash Flow”). The increase in curassets was primarily due to the
increase in cash and cash equivalents, as moddratges in receivable and inventory balances oéfset other.

(amounts in millions) As of December 31,
(Decrease
2003 2002
Property, plant and equipment, less accumulaterkdigtion and amortization
(“PP&E") $1,267.0 $1,303.° $ (36.9

The decrease in PP&E was due to lower investmar2803 and increased depreciation from closureedfin facilities as part of cost
reduction initiatives (see “Overview — Factors Atiag Operating Costs”), partially offset by thepactt of translating foreign locations’
balances at weaker U.S. dollar exchange rates.

(amounts in millions) As of December 31,
(Decrease

2003 2002
Shor-term debt and current installments of |-term debt $12.1 $19.C $ (6.9
Long-term debi $39. $39.¢ $ (0.5

The table above represents debt owed by subsislidnéd are not participating in the Chapter 11 CABether outstanding prepetition long-
term debt is owed by entities that filed for Chagté protection, and therefore has been classielibilities subject to compromise at
December 31, 2003 and 2002.
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DIP Facility

AWI has a $75 million debtor-in-possession creddility that currently is limited to issuances efters of credit. This facility was scheduled
to mature on December 8, 2003, but the maturitg dets extended to December 8, 2004 with approvileoBankruptcy Court, granted on
September 29, 2003. Obligations to reimburse drgsvimder the letters of credit constitute a supierpy administrative expense claim in
the Chapter 11 Case. There were no outstandingwimrgs under the DIP Credit Facility as of Decentb&r2003 or 2002 but, as of
December 31, 2003 and 2002, AWI had approximat2B/&million and $28.7 million, respectively, irttkrs of credit outstanding that were
issued pursuant to the DIP Credit Facility. The Qifedit Facility also contains several covenantfuiting, among other things, limits on
asset sales and capital expenditures and a reqatiedf debt to cash flow. We are in compliandgghall of the DIP Facility covenants. The
covenants have not impaired our operating abiliticonnection with implementation of the POR, weent to replace this facility with a new
facility that would provide reorganized Armstrongwgreater borrowing capacity and which will halebt covenants yet to be defined. In
event the POR has not been implemented by Dece®nl2€04, we will pursue a third extension of theilfey.

Liquidity

Our liquidity needs for operations vary throughthg year. We retain lines of credit to facilitater seasonal needs, if required. For certain
international operations, we had lines of credi$4%.9 million at December 31, 2003, of which $iflion was used and $36.3 million was
available. However, these lines of credit are unoitted, and poor operating results or credit conset the related foreign subsidiaries cc
result in the lines being withdrawn by the lend@ge credit provider has indicated they wish usaek alternative financing for a credit line
equivalent to approximately $6 million by the fduduarter of 2004. The credit line is not in viaatof any covenants. We believe that we
will be able to obtain replacement financing. Aduitlly, we have letter of credit issuance captiediunder the DIP facility (described
above). We believe that cash on hand and genefrat@doperations, together with lines of credit dnel DIP facility, will be adequate to
address our foreseeable liquidity needs in the aboourse of business operations and for schechdadfiler debt obligations. Cash and
liquidity needs will change significantly at theng of emergence, the timing of which remains uaderAWI's POR provides a plan to meet
these requirements (see “Note 1 — Business andt@hkp Reorganization, Consideration to be Distedunder the POR").
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2002 COMPARED WITH 2001
CONSOLIDATED RESULTS

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

(amounts in millions) Favorable/(Unfavorable)

Excluding Effects

of Foreign
2002 2001 As Reported Exchange Rated?
Net Sales
Americas $2,368.. $2,324.( 1.¢% 2.C%
Europe 732.¢ 743.¢ (1.9% (5.9%
Pacific 71.z 71.1 0.2% (1.5%
Total Consolidated Net Sall $3,172.0 $3,138.° 1.1% (0.0%
Operating (Loss) / Incomr $(2,337.) $ 140.1 Unfavorabl Unfavorable
Operating Income, prior to charge for asbestosliligbnet
and goodwill amortizatiol $ 1627 $ 184.¢ (12.0% (12.0%
Operating Income Margin, prior to charge for asbest
liability, net and goodwill amortizatio 5.1% 5.€%

@  Excludes foreign exchange rate effect in transtatib$35.1 million on net sales and $(0.1) millamoperating income.

Net sales in 2002 increased in the Americas duecteased sales by the Wood Flooring segment. Bir@uthe translation effect of chanc

in foreign exchange rates, net sales in Europesdsed by approximately 6%, with declines experigmcdResilient Flooring and Textiles a
Sports Flooring partially offset by increases irl8ing Products sales. Excluding the translatide@fof changes in foreign exchange rates,
net sales in the Pacific Area decreased by $1liomiSee Reportable Segment Results for furthsudsion.)

Cost of goods sold in 2002 was 75.8% of net salmspared to cost of goods sold of 75.3% of netssal@001. The half percentage point
increase was primarily due to higher manufactuand medical costs and a $9.6 million decreasedpéSsion credit, which were partially
offset by lower raw material and energy costs. Atsists of goods sold in 2002 included $16.5 nrillid fixed asset impairment charges and
inventory adjustments throughout the business setmaad in 2001 included $10.5 million of fixed etssnpairments and inventory write-
downs within the Textiles and Sports Flooring segime

SG&A expenses in 2002 were $624.9 million, or 19a®aet sales compared to $596.6 million, or 19df%et sales in 2001. The increase
was primarily due to a $8.0 million decreased péhsion credit, $6.4 million of non-restructurireyerance costs, higher medical costs, $2.9
million of additional research and development erggeand increased management incentive compensatts) partially offset by decreased
advertising expense.

During 2002, we recorded a non-cash asbestos cha&fe5 billion to increase our estimate of prdeasbestos-related liability. During
2001, we recorded non-cash charges of $22.0 mitbtated to a revision of management'’s estimafgalbable asbestos-related insurance
asset recoveries. See Note 32 of the Consolidateeh€ial Statements for further discussion.
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We recorded net restructuring costs of $1.9 millim&2002, which included $2.7 million for severaramnefits for approximately 130
employees and a $0.8 million reversal of previasidructuring charges for certain severance acctialsvere no longer necessary. These
restructuring efforts are expected to result irb$8illion of annual cost savings. In 2001, we relear net restructuring costs of $9.0 million,
which included $11.8 million for severance paymertd pension benefits for approximately 75 empleyeeluding the former Chief
Operating Officer of AHI, and a $1.7 million revat®f previous restructuring charges for certawvesance accruals that were no longer
necessary as certain individuals remained emplbyeirmstrong. We also reversed $1.1 million related formerly occupied building, due
to a revised estimate of the building’s future sost

In accordance with FAS 142, which was effectiveudam 1, 2002, goodwill is no longer amortized. Asls 2002 includes no goodwill
amortization, which compares to $22.8 million obdwill amortization in 2001.

An operating loss in 2002 was $2,337.3 million cangul to operating income of $140.1 million in 2({6&e Reportable Segment Results for
further discussion). Operating income prior to ¢tharge for asbestos reserves for 2002 was $168i@mDperating income prior to
goodwill amortization and the asbestos-relatedranste asset recovery charge for 2001 was $184l@mil

Interest expense of $13.8 million in 2002 was highan interest expense of $13.1 million in 200de tb higher average outstanding
borrowings among our non-Chapter 11 subsidiarreactordance with SOP 9Q-we did not record contractual interest expemsprepetitiol
debt after the Chapter 11 filing date. This unrdedrinterest expense was $99.9 million in 2002%i@&D.2 million in 2001.

Other non-operating expense of $8.2 million in 20@3 lower than other non-operating expense ofghdilllion in 2001. The reduction was
due to $3.5 million of less foreign currency tratt&an losses than in 2002, a loss of $3.2 millior2001 resulting from the impairment of
certain equity investments, and a $2.0 million impant charge in 2001 of a note receivable rel&bea previous divestiture, which were
offset by a $5.3 million charge in 2002 for envinoental expense related to a divested business.

Other non-operating income of $6.0 million in 2602s lower than other non-operating income of $13l0on in 2001. The reduction was
due to a gain recorded in 2001 of $3.5 million hesg from the demutualization of an insurance camyp(Prudential Insurance Co.), with
whom we have company-owned life insurance polices, $3.6 million of less foreign currency trangacgains in 2002 versus 2001.

We recorded $23.5 million of Chapter 11 reorgamiratosts, net in 2002, compared to $12.5 millim2001. See Note 1 of the Consolidated
Financial Statements.

The 2002 effective tax rate benefit from continuomgrations was 34.8% compared with an effectixedte of 36.7% for 2001. The
reduction in the effective rate benefit was duariancrease in permanent book/tax differences @2 2partially offset by a favorable change
in reserves for audit settlements. The 2002 curnvel&ffect of a change in accounting principle 583.8 million (net of $2.2 million tax) ws
due to a non-cash transitional impairment chargecgordance with FAS 142 as discussed in Note 1Reo€onsolidated Financial
Statements.

A net loss of $2,142.8 million was recorded for 20€ompared to net earnings $92.8 million in 2001.
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REPORTABLE SEGMENT RESULTS
Resilient Flooring

(amounts in millions) Favorable/(Unfavorable)
As Excluding Effects
Reported of Foreign
2002 2001 Exchange Rated?)
Net Sales
Americas $ 914:¢ $ 918.¢ (0.9)% (0.9%
Europe 204.: 214.¢ (4.7% (8.6)%
Pacific 33.2 30.¢€ 7.4% 4.4%
Total Segment Net Sal $1,152.° $1,164.: 1.0% 1.9%
Operating Incom $ 64.F $ 70. (8.9% (8.9%
Operating Income Margi 5.€% 6.1%

@  Excludes favorable foreign exchange rate effettanslation of $9.4 million on net sales and $0illion on operating income.

Net sales in the Americas decreased by 0.4% piiyrduie to the effects of amendments to distribuigneements described below :
reductions in price, partially offset by increagesolume in the independent retailer channel. Ediclg the translation effect of changes in
foreign exchange rates, net sales in Europe daemtdpsapproximately 9%, primarily due to weak Ewap markets, particularly Germany.
Excluding the translation effect of changes in igneexchange rates, net sales in the Pacific araased by $1.4 million.

Operating income of $64.5 million in 2002 declirfeam $70.8 million in 2001, primarily due to thefexfts of amendments to distribution
agreements described below and fixed asset impairaharges of $2.7 million, which was partially =t by $3.1 million of lower cost from
changes in certain employee benefits. Operatingnigcin 2001 included $2.4 million of goodwill amiation, $2.8 million of income from
the reversal of previously accrued potential pegiee claims that have been resolved and $2.8 miifi@nvironmental and building
demolition expenses at one manufacturing facility.

During the fourth quarter of 2002, we amended tire@ments with our independent U.S. distributoieted to sales of certain products to
large home center retailers. Sales are recordeeruhedse agreements when the products are shippadtie distributor’s location to these
retailers. Approximately $19.2 million of reventiee equivalent of approximately 1.6% of Resilielttdfing net sales in 2002, and $7.4
million of operating income were recorded in 2008droducts shipped to these distributors durirgftturth quarter of 2002.

Wood Flooring

(amounts in millions)

2002 2001 Favorable
Total Segment Net Sal€s $719.c $655.: 9.8%
Operating Incom $ 53.C $ 0.2 Favorabl
Operating Income Margi 7.4% 0.1%

@  Virtually all Wood Flooring products are sold irethmericas, primarily in the U.S.

Wood Flooring net sales in 2002 increased by apprately 10% from net sales in 2001, primarily doéncreased volume, the impact of
more effective promotional campaigns, and impropextiuct mix in both the independent wholesaler aehand with large home center
retailers.
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Operating income was $53.0 million in 2002, compdare$0.9 million in 2001. Excluding $19.8 milliai goodwill amortization expense
recorded in 2001, operating income in 2001 woulehzeen $20.7 million. The increase in operatimgime was driven by higher net sales,
improved production efficiencies, lower lumber spsdwer selling expense, and a chaimgeacation policy resulting in a $1.9 million béitg
which were partially offset by $2.5 million of cestelated to exiting a product line, and increasedical costs. Operating income in 2001
also included $4.1 million of employee severancaseelated to restructuring efforts.

Textiles and Sports Flooring

(amounts in millions) (Unfavorable)

Excluding Effects

of Foreign
2002 2001 As Reported Exchange Rated?
Total Segment Net Sal $247 .2 $262.¢ (6.00% (10.29)%
Operating (Loss $ 47 $ (0.9 Unfavorabl Unfavorable

Operating (Loss) Margi (1.9% (0.3%

@  Excludes favorable foreign exchange rate effeatanslation of $12.5 million on net sales and $8@illion on operating loss.

Excluding the translation effect of changes in igneexchange rates, net sales decreased by apaiekym 0% due to the weak European
market, particularly in Germany. An operating lo§$4.7 million in 2002 was incurred, compared fioogerating loss of $0.7 million in 20t
The increased loss was primarily due to the unfavlerimpact of lower net sales and a $1.5 milliosdpct warranty claims provision. 2002
included restructuring reversals of $0.3 millioampared to restructuring charges of $1.2 millio2@®1. Additionally, 2001 included a fixed
asset impairment charge of $8.4 million and a $2illion inventory write-down.

Building Products

(amounts in millions) Favorable/(Unfavorable)
As Excluding Effects
Reported of Foreign
2002 2001 Exchange Rated?)
Net Sales
Americas $511.¢ $528.2 (3.1)% 3.)%
Europe 276.1 262.4 5.5% 0.4%
Pacific 38.1 40.2 (5.2% (6.2)%
Total Segment Net Sal $826.¢ $831.( (0.5% (2.)%
Operating Incom $ 96.5 $ 92.4 4.4% 3.2%
Operating Income Margi 11.7% 11.1%

@  Excludes favorable foreign exchange rate effettanslation of $13.3 million on net sales and $tiflion on operating income.

Excluding the translation effect of changes in igneexchange rates, net sales decreased by appi@kyn2%, primarily due to lower volume
in the U.S. commercial market. Operating incomedased by $4.1 million to $96.5 million in 2002inparily due to lower energy costs and
lower selling expenses.
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Cabinets

(amounts in millions)

Favorable/
2002 2001 (Unfavorable)
Total Segment Net Salés $226.¢ $225.1 0.7%
Operating (Loss) Incom $ (3.9 $ 15.2 Unfavorable

Operating (Loss) / Income Marg (1.79% 6.6%

@  All Cabinet products are sold in the Americas, fuiity in the U.S.

Net sales in 2002 increased from net sales in 204 primarily to increased volume. An operatingslof $3.9 million in 2002 compared
operating income of $15.2 million in 2001. This lilee resulted primarily from approximately $11 riuh of increased manufacturing costs
for material, labor and supply chain inefficiengiand approximately $7 million in charges for intay write-downs.

All Other
The All Other segment contributed operating incah$2.1 million and $0.3 million for 2002 and 200&spectively, reflecting the equity
earnings from the investment in Interface Solutjdne.

Unallocated Corporate Expense

Unallocated corporate expense of $2,544.8 millioA002 increased from $38.8 million in 2001, priityadue to a $2.5 billion non-cash
asbestos charge, $17.6 million decreased U.S.qrensedit, increased professional and advertiskpgeses, and increased management
incentive compensation costs.

FINANCIAL CONDITION AND LIQUIDITY

As shown on the Consolidated Statements of Cashigrlioet cash provided by operating activities far year ended December 31, 2002, was
$223.5 million compared with $272.1 million in 200Ihe decrease was primarily due to an increaseome taxes paid and lower asbestos
insurance asset recoveries.

Net cash used for investing activities was $104illian for the year ended December 31, 2002, comgavith $113.9 million in 2001. Tt
decrease was primarily due to $5.6 million sper001 to purchase some of the remaining minorityitgdnterest of majority owned entities
consolidated within the Resilient Flooring segment.

Net cash used for financing activities was $23.Bioni for the year ended December 31, 2002, contpaiith $37.9 million in 2001. Th
decrease was primarily due to lower payments aj-iemm debt.

ACQUISITIONS AND DISPOSITIONS
Discontinued Operations

In February 2001, we determined to permanentlytégifTextiles and Sports Flooring segment and dmugey 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 quaae?2001, we terminated our plans to permanentlythis segment. This decision was based
on the difficulty encountered in selling the busis@nd a new review of the business, industry aacatl 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 Issues Task Force (“EIT§S)ie No. 90-16 — “Accounting for Discontinued Ggiems Subsequently Retained”. All
previous periods have been reclassified to contforthe current presentation.

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

In July 2000, we sold our Installation Products @rto subsidiaries of the German company Ardex Gniluing February 2003, we
reached a settlement with Ardex on several operessselated to the sale and the ongoing supplyeawgst between Ardex and Armstrong.
The settlement allowed for the payment of a prétipetliability to Ardex with a discount, adjusteke pricing for our adhesives purchases,
eliminated a minimum purchase requirement and veslotnvironmental remediation disputes. Under ¢tidesnent, Ardex filed a proof of
claim related to environmental remediation in AWCkapter 11 Case, which has been treated as avedllonsecured claim. This claim
resulted in a fourth quarter 2002 charge of $5./8anj which was recorded in other non-operatingense.

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

On May 18, 2000, we acquired privately-held Switned-based Gema Holding AG (“Gema”), a manufactaret installer of metal ceilings,
for $6 million plus certain contingent consideratiwot to exceed $25.5 million, based on results thesthree year period ending December
31, 2002. In accordance with the purchase agreeitientormer owners of Gema were advised that timéirogent consideration was $2.0
million. The former owners did not accept such akdtion. Therefore, as permitted by the agreentbatcontingent consideration calculation
will be reviewed by a third party.

The Gema acquisition was recorded under the puealmashod of accounting. The purchase price wasatha to the assets acquired and the
liabilities assumed based on the estimated faiketaralue at the date of acquisition. The fair neaskalue of tangible and identifiable
intangible net assets acquired exceeded the pwgnaee by $24.2 million and this amount was reedrds a reduction of the fair value of
property, plant and equipment. Contingent constiteraf $2.0 million was accounted for as additiomarchase price in the third quarter of
2003, with a corresponding amount recorded in atisopayable.

CONTRACTUAL OBLIGATIONS

As part of our normal operations, we enter into atous contractual obligations that require spepéfigments during the term of the various
agreements. The following table includes amount®omg under contractual obligations existing a®etember 31, 2003. Only known
payments that are dependent solely on the pas$aigeecare included. Obligations under contractg ttontain minimum payment amounts
are shown at the minimum payment amount. Contthetshave variable payment structures without mimmpayments are excluded.
Purchase orders that are entered into in the nazouake of business are also excluded becausatbaenerally cancelable and not legally
binding. Amounts are presented below based upooutrently scheduled payment terms. Actual futuagnpents may differ from the
amounts presented below due to changes in payeens or events leading to payments in additioméoniinimum contractual amounts.

Thereafter

(amounts in millions) 2004 2005 2006 2007 2008 Total

Long-Term Debt) $82 $86 $6.7 $25 $21 $ 195 $ 47.¢
Capital Lease Obligatiorid 1.2 16 1.C 0.7 0.2 0.1 4.9
Operating Lease Obligatiof® 157 12 94 58 41 10.€ 57.¢
Unconditional Purchase Obligatiofi% 98 6.3 2¢ 0.8 0.2 0.3 20.2
Other Long-Term Obligation® 6. 02 02 01 01 — 6.€
Total Contractual Obligatior 40.¢ 28.7 20.z 9.9 6.6 30.6 $137.C

@  Payments for long-term debt obligations excludet debject to compromise.

@  Capital and operating lease obligations includentiiimum lease payments due under existing leaseagents with noncancelable
lease terms in excess of one year. We have issnestfal
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guarantees to assure payment on behalf of ourdialiss in the event of default on various debt leade obligations in the table above.
We have not issued any guarantees on behalf d-venture or unrelated business

@  Unconditional purchase obligations include (a) pase contracts whereby we must make guaranteedchomimpayments of a specified
amount regardless of how little material is actuplirchased“take or pa” contracts) and (b) service agreeme

@  Unconditional purchase obligations exclude congracitered into during the normal course of busittesisare non-cancelable and have
fixed per unit fees, but where the monthly commitinearies based upon usage. Cellular phone costaaetan exampl:

®  Other long-term obligations include payments ureiaployee service and severance agreements assweltiaéner payments to advisors
within the Chapter 11 Cas

As of December 31, 2003, we maintained agreemeititstine lending institutions of two of our distritaus. Under these agreements, if a
distributor were to default on its borrowings ahd tender foreclosed on the assets, the bank cetuch a large part of any of our products
still at the distributor (subject to certain qugakind roll size minimums) for a refund of origimaist. One agreement expired February 2004
and the remaining agreement will expire in Septarab@4. At December 31, 2003, the amount of invgnbeld at the remaining distributor
was approximately $3.8 million. No claim has beeadmunder any of these agreements and we do napate any such claims in the futL
As such, no liability has been recorded for thege@ments.

We are party to supply agreements, some of whighire the purchase of inventory remaining at thgptiar upon termination of the
agreement. The last such agreement will expire ciolé2r 31, 2005. Had these agreements terminatedcgmber 31, 2003, Armstrong
would have been obligated to purchase approxim&®l million of inventory. Historically, due toguluction planning, we have not had to
purchase material amounts of product at the ersth@ifar contracts. Accordingly, no liability hasdyerecorded for these guarantees.

As part of our executive compensation plan, certaiment and former executives participate in &-sjgllar insurance program where we are
responsible for remitting the premiums. Since 1988, ,program was closed to new participants. ABadfember 31, 2003, we carried a cash
surrender value asset of $6.0 million related i® pihogram. Should we discontinue making premiugmpents, the insured executives have
the right to the entire policy cash surrender valodight of the Sarbanes-Oxley Act, we believesitnappropriate to make the premium
payments for three of the executives participaiintpis plan. As a result, beginning in 2003, weéeequired these three individuals to make
the premium payments to continue the policy.

We utilize other commercial commitments in ordeetsure that adequate funds are available to npeeating requirements. Letters of credit
are issued to third party suppliers, insurancefarahcial institutions and can only be drawn upehie event of our failure to pay our
obligations to the beneficiary. This table summesithe commitments we have available for use. tseticredit are currently arranged
through AWI's DIP Facility, lead managed by JP Morgan ChasdaiDdetters of credit arranged with Wachovia Bamior to the Filing wer
renewed at their scheduled expiration date.

Total Less
Amounts Than 1 1-3 4-5 Over 5
Other Commercial Commitments Committed Year Years Years Years
Letters of Credi $ 62 $62C $0€ — —

In addition, we have lines of credit for certaiteimational operations totaling $45.9 million, dfish $9.6 million was used at December 31,
2003 and $36.3 million was available to ensure $usie: available to meet operating requirements.

In disposing of assets through mid 2000, AWI antessubsidiaries had entered into contracts thatded various indemnity provisions,
covering such matters as taxes, environmentalitigliand asbestos and other litigation. Somée$é contracts had exposure limits, but
many did not. Due to the
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nature of the indemnities, there is no way to estinthe potential maximum exposure under theseaxiat As a debtor-in-possession, for
those contracts that are still executory where A¥d$ the sole guarantor, AWI anticipates rejectimgsé contracts. Parties that timely file
claims with respect to such contracts will havehstiaims addressed in AWI's Chapter 11 Case. AWihoa estimate the value of any
potential claims that will ultimately be allowed tye Bankruptcy Court. See Item 1 regarding Praogsdunder Chapter 11.

Subsidiaries that are not part of the Chapter lifig-also entered into certain contracts that ideblivarious indemnity provisions similar to
those described above. Since these subsidiariesapart of the Chapter 11 Filing, these contraotg#tinue to be in effect. Some of these
contracts had exposure limits, but many did note Buthe nature of the indemnities, there is no teagstimate the potential maximum
exposure under all these contracts. For contramteruwhich an indemnity claim has been receivéibeity of $1.4 million has been
recorded as of December 31, 2003. See Item 3 riegakdigation for additional information.

In September 1999, we sold our Textiles Productsaifmns. As part of the divestiture agreementiraresferred certain liabilities and assets
to the purchaser to cover pension payments eam#tebwvork force as of the sale date. We also rainsdbthe purchaser for such pension
payments that are not covered by the pension assetddition, we agreed to reimburse the purchisehe tax impact of our reimbursement
of the pension payments. This agreement has ndantation date. As of December 31, 2003, we maintha&1.4 million liability for this
guarantee and the maximum payments could be appateliy $3.3 million, excluding any amounts paidtéx reimbursement.

See Notes 4 and 24 to the Consolidated Financat®ents for a discussion of the ESOP loan guaante
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RELATED PARTIES

We sold 65% of our ownership in our gasket prodsatssidiary (now known as Interface Solutions, brciISI”) on June 30, 1999. We still
retain 35% ownership of this business as of Decerdbg2003. As part of the divestiture, we agreeddntinue to purchase a portion of the
felt products used in the manufacturing of restligmoring from ISI for an initial term of eight yes. The sale agreement also stipulated
quarterly felt price adjustments that are basedwgbh@anging market prices for the felt. In Octob@®2, the agreement was amended to inc
a cap on increases for 2003 and 2004. Currenthare@equired to purchase at least 75% of ourdeliirements from ISI. We can purchase
felt products from another supplier if ISI's prica&se more than 10% higher than another supplieicep. Armstrong and ISI are required to
cooperate in product reformulation and new prodiestelopment, but we are free to seek alternativéslt products. Additionally, we receive
nominal monthly payments from ISI for some logistand administrative services. I1SI had filed a poda@laim in AWI's Chapter 11 Case
requesting payment for AWI's prepetition obligatsohis matter was settled in November 2002 withateeing to withdraw its proof of
claim upon the consummation of the POR, subjecettain terms and conditions.

See “Other Divestitures” for a discussion of odatienship with Ardex.

We purchase some grid products from WAVE, our 50#&e&d joint venture with Worthington Industries. Tioéal amount of these purchases
was approximately $51 million, $44 million and $4lion for the years ended December 31, 2003, 20822001, respectively. We also
provide certain selling and administrative procegservices to WAVE for which we receive reimbursem Additionally, WAVE leases
certain land and buildings from us.

Material related party transactions with executiaad outside directors are discussed in “ltem Etaih Relationships and Related
Transactions.”.
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Item 7A. Quantitative and Qualitative Disclosure About Market Risk
Market Risk

We are exposed to market risk from changes indareurrency exchange rates, interest rates and odiityrprices that could impact our
results of operations and financial condition. Vée swap, forward and option contracts to hedgeenayrand commodity exposures. We
regularly monitor developments in the capital m#&sland only enter into currency and swap transastigth established counterparties
having investmengrade ratings. Exposure to individual counterparisecontrolled, and thus we consider the riskoafnterparty default to k
negligible. Swap, forward and option contractsertered into for periods consistent with underly@éxgosure and do not constitute positions
independent of those exposures. We use derivatigadial instruments as risk management tools andon speculative trading purposes. In
addition, derivative financial instruments are eateinto with a diversified group of major finaniciastitutions and energy companies in or

to manage our exposure to potential nonperformancgich instruments.

Interest Rate Sensitivity

Due to AWI's Chapter 11 Filing, all affected debt has beessdii@d as liabilities subject to compromise. Alth debt will be addressed in
Chapter 11 Case. While operating as a debtor-isgasion, AWI does not expect to pay any princip&rest or other payments on this debt
unless approved by the Bankruptcy Court. Howeveralgso have debt of entities that were not a gatteoChapter 11 Filing, which are bei
paid on schedule. The table below provides infolmmadbout our londerm debt obligations as of December 31, 2003 asckBber 31, 200
including payment requirements and related weighteztage interest rates by scheduled maturity d#tegyhted-average variable rates are
based on implied forward rates in the yield curvtha reporting date. The information is presemted.S. dollar equivalents, which is our
reporting currency. The amounts below reflect guigt-petition debt and debt of entities that areanpart of the Chapter 11 Filing.

Scheduled maturity date After
(amounts in millions) 2004 2005 2006 2007 2008 2009 Total

As of December 31, 20(C
Long-term debt

Fixed rate $ 8.C $ 84 $ 6.5 $ 2.3 $ 19 $ 8.t $35.€
Avg. interest rat 6.0(% 6.02% 5.92% 5.82% 5.44% 6.55% 6.0&%
Variable rate $ 0.2 $ 0.2 $ 0.2 $ 0.2 $ 0.2 $11.C $12.C
Avg. interest ratt 0.8t% 0.8t% 0.8¢% 0.8¢% 0.8t% 1.5(% 1.44%
Scheduled maturity date After
(amounts in millions) 2003 2004 2005 2006 2007 2008 Total

As of December 31, 20(C
Long-term debt

Fixed rate $ 6.2 $ 7.1 $ 6.2 $ 4.6 $ 14 $ 8.C $33.5
Avg. interest ratt 6.34% 6.57% 6.45% 6.41% 7.17% 6.7% 6.5%
Variable rate $ 0.5 $ 0.5 $ 0.5 $ 0.5 $ 0.2 $10.€ $13.1
Avg. interest ratt 3.01% 2.71% 2.71% 2.71% 1.25% 1.8(% 1.95%
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Exchange Rate Sensitivity

We manufacture and sell our products in a numbepohtries throughout the world and, as a restgteaposed to movements in foreign
currency exchange rates. To a large extent, olmagjlmanufacturing and sales provide a natural hefiffeign currency exchange rate
movement, as foreign currency expenses generdigtdbreign currency revenues. At December 313280mstrong’s major foreign
currency exposures are to the Euro, the Canadidar @md the British pound.

We have used foreign currency forward exchangeraotstto reduce our exposure to the risk that deateial net cash inflows and outflows,
resulting from the sale of product to foreign cuséos and purchases from foreign suppliers, wikhtheersely affected by changes in exche
rates. These derivative instruments are usedriofyfficommitted or forecasted transactions. Themeastictions allow us to further reduce our
overall exposure to exchange rate movements, #irecgains and losses on these contracts offsetd@ssl gains on the transactions being
hedged.

We also have used foreign currency forward exchaogéacts to hedge exposures created by crossrmyrinter-company loans.

The table below details our outstanding currensyriments as of December 31, 2003 and 2002. Alihteuments outstanding as of
December 31, 2003 have scheduled maturity befdes deefore March 31, 2005.

Maturing in:
(amounts in millions) 2004 2005 Total
Forward contract
As of December 31, 20(
Notional Amount $368.5 $10.€ $379.]
Fair Value (Liability) $ (100 — $ (1.0
Maturing in:
2003 2004 Total
As of December 31, 20(
Notional Amount $277.F — $277.F
Fair Value (Liability) $ (46 — $ (4.6

Commodity Price Sensitivity

We purchase natural gas for use in the manufacfureiling tiles and other products, as well akéat many of our facilities. As a result, we
are exposed to movements in the price of natual\¢&@ have a policy of minimizing natural gas aasétility through derivative instrumen
including swap contracts, purchased call optiond, zeroeash collars. The table below provides informatbout our natural gas contract:
of December 31, 2003 and 2002 that are sensiticedages in commodity prices. Notional amounts ik ranges are in millions of Btu's
(MMBtu).

Maturing in:
2004 2005 Total
On balance sheet commodity related derivat
As of December 31, 20(
Contract amounts (MMBtL 5,180,00C 1,730,00C 6,910,00C
Contract price range ($/MMBt1 $3.68-$6.0( $4.46-$5.9t $3.68-$6.0(
Assets at fair value (millions $3.1 $0.4 $3.5
Maturing in:
2003 2004 Total
As of December 31, 20(
Contract amounts (MMBtL 5,250,00C 1,840,00C 7,090,00C
Contract price range ($/MMB1 $2.83-$4.9t  $3.68-$5.0C $2.83-$5.0C
Assets at fair value (millions $3.3 $0.6 $3.9
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
ARMSTRONG HOLDINGS, INC. AND SUBSIDIARIES
The following consolidated financial statementsfde& as part of this Annual Report on Form 10-K:

Consolidated Balance Sheets as of December 31,8802002

Consolidated Statements of Earnings for the Yeadel December 31, 2003, 2002 and 2001

Consolidated Statements of Cash Flows for the YEaded December 31, 2003, 2002 and 2001
Consolidated Statements of Shareholders’ Equitfi¢efor the Years Ended December 31, 2003, 286@ 2001
Notes to ConsolidateFinancial Statements

Independent Auditors’ Report

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 31,8802002

Consolidated Statements of Earnings for the Yeadel December 31, 2003, 2002 and 2001

Consolidated Statements of Cash Flows for the YEaded December 31, 2003, 2002 and 2001
Consolidated Statements of Shareholder’s Equityi¢ibefor the Years Ended December 31, 2003, 286@ 2001
Notes to Consolidated Financial Statem

Independent Auditors’ Report

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

(millions except for per share data) First Second  Third Fourth Total year
2003
Net sales $774.¢ $826.¢ $851.. $ 805.6 $ 3,259.(
Gross profit 166.5 180.2 174.( 140.% 661.€
Net earnings (loss 1¢ (343 (4.9 (2.2 (39.9
Per share of common stoc
Basic 0.0t (0.8 (0.1% (0.05) (0.97)
Diluted 0.0t (0.85) (0.1% (0.05) (0.97)
Price range of common stc—high $ 08z $23% $3.04 $ 20C $ 3.04
Price range of common stc—Ilow $ 037 $05: $1.2¢ $ 08C $ 0.37
2002
Net sales $748.C $825.7 $846.8 $ 752.1 $3,172.
Gross profit 1942 207.€ 205.¢ 160.¢ 767.¢
Earnings (loss) from continuing operations befarmulative effect of a change ir
accounting principlt 21.¢ 27.7 29.4 (1,628.0) (1,549.0
Per share of common stoc
Basic 0.54 0.6¢ 0.7t (40.20  (38.2Y)
Diluted 0.5¢4 0.6¢ 0.72 (40.20  (38.29)
Net earnings (loss (571.) 27.7 29.4 (1,628.0) (2,142.9
Per share of common stoc
Basic (14.12 0.6¢ 0.7 (40.20  (52.9)
Diluted (14.12) 0.6¢  0.72 (40.20  (52.9)
Price range of common stc—high 4.1( 3.82 1.9¢ 1.8¢ 4.1C
Price range of common stc—Ilow 2.7C 1.7¢ 1.2¢ 0.24 0.24

There were no dividends paid in 2003 or 2002. THe Excility stipulates that AWI will not declare pay any dividends either directly or
indirectly and bankruptcy law bars dividends by pamies in Chapter 11.

Note: The net sales and gross profit amounts reg@ibove are reported on a continuing operatiosis laad may differ from previous
reported amounts due to reclassifications to comferth current presentation. The sum of the quireairnings per share data may not equal
the total year amounts due to changes in the ageslagres outstanding and, for diluted data, thiision of the antidilutive effect in certain
quarters.

Fourth Quarter 2003 Compared With Fourth Quart®&220

Net sales of $805.8 million in the fourth quarté2603 increased from net sales of $752.1 milliothie fourth quarter of 2002, an increas:
7.1%. Excluding the favorable effects of foreigrleange rates of $36.9 million, net sales incre@s&% primarily due to lower sales volun
Resilient Flooring net sales increased 7.5% dukde@ffects of amendments to agreements with intigre U.S. distributors, made in the
fourth quarter of 2002, related to sales of cenaoduct to large home centers (see Results ofdlipas of Management’s Discussion and
Analysis). Wood Flooring net sales increased by®dbie to overall increases in volume and pricetilesxand Sports Flooring increased
7.8%, but excluding the favorable effects of fore@xchange rates of $12.6 million, decreased 9.8é4d lower sales volume and pricing.
Building Products net sales increased by 5.1% ddiaviorable effects of foreign exchange and pmeoedases. Cabinets increased by 3.0%
to lower discounts and increased pricing. Net sale®ased 7.2% and 5.4% in the Americas and Eureppectively, with the Pacific area
increasing $3.9 million. Excluding the favorabléeets of foreign exchange rates of $31.7 millionrdpe net sales decreased 9.9%.

For the fourth quarter of 2003, the cost of goamld s/as 82.5% of sales, compared to 78.7% in 2082.3.8 percentage point increase was
primarily due to increased raw material and eneagts and a
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decreased U.S. pension credit. Fixed asset impatroiarges and inventory adjustments were $15.8Bménd $9.3 million in the fourth
quarter of 2003 and 2002, respectively.

Selling, general and administrative (SG&A) experfseshe fourth quarter of 2003 were $148.7 millasmcompared to $150.0 million for the
fourth quarter of 2001. The decrease is primarnilg tb a $3.0 million reduction to environmentablidies (see Note 32 of the Consolidated
Financial Statements) and reducing selling and rdidireg expenses, offset by a decreased U.S. peosaulit and increased medical accruals.

The fourth quarter of 2002 included a non-cash stekecharge of $2.5 billion to increase our estn@dtprobable asbestos-related liability.
See Note 32 of the Consolidated Financial Statesnent

An operating loss from continuing operations ofld@iillion in the fourth quarter of 2003 comparedatooperating loss of $2,485.8 million in
the fourth quarter of 2002. Operating income priothe asbestos charge in the fourth quarter o2 2085 $14.2 million.

Other non-operating expense in the fourth quarft@063 of $8.7 million compared to $5.6 million2002. This increase was due to $7.5
million of expense for impairing certain note ra@bles related to previous divestitures, while@2 a $5.3 million charge for environmer
expense related to a divested business was incurred

Chapter 11 reorganization costs, net was incong & million in the fourth quarter of 2003, compaite expense of $4.4 million in the same
period of 2002. The change is primarily due to a.$million write down of a zero coupon note duatoagreement with the holder of the
note that reduced the allowed amount of the note.

The effective tax rate benefit for the fourth qeaxf 2003 was 72.8% compared to a tax benefitata8#.8% for the same period of 2002.
The income tax benefit was primarily related totb@uced impact of permanent differences (primaiyapter 11 reorganization costs) on a
significantly smaller amount of pre-tax loss in 200ffset by higher overall foreign tax rates calsg increased valuation allowances for
foreign losses generated during 2003.

Net loss of $2.2 million in the fourth quarter df8 compared to net loss of $1,628.0 million inftherth quarter of 200
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Armstrong Holdings, Inc., and Subsidiaries
Consolidated Statements of Earnings
(amounts in millions, except per share amounts)

Net sales
Cost of goods sol

Gross profit

Selling, general and administrative exper
Charge for asbestos liability, r
Restructuring and reorganization charges
Goodwill amortizatior

Equity (earnings) from affiliates, n

Operating income (lost

Interest expense (unrecorded contractual interest
of $95.1, $99.9 and $100.2, respective

Other nor-operating expens

Other nor-operating (income

Chapter 11 reorganization costs,

Earnings (loss) from continuing operations befo@me taxes and cumulative effect of a change in
accounting principlt
Income tax expense (benel

Earnings (loss) from continuing operations befarmulative effect of a change in accounting prire
Cumulative effect of a change in accounting pritesipet of tax of $2..

Earnings (loss) from continuing operatic

(Loss) on sale of discontinued operati

Net loss on expected disposal of discontinued tioaiE

Net reversal of income on discontinued operatiantonger to be disposed of, net of tax of $1

Earnings from discontinued operatic
Net earnings (loss

Earnings (loss) per share of common stock, comtmoperations before cumulative effect of a chang
accounting principle
Basic
Diluted
Loss per share of common stock, cumulative efféat@hange in accounting princip
Basic
Diluted
Earnings per share of common stock, discontinuedatipns:
Basic
Diluted
Net earnings (loss) per share of common st
Basic
Diluted
Average number of common shares outstanc
Basic
Diluted

See accompanying notes to consolidated finan@#tisients beginning on page 53.

49

Years Ended December 31,

2003 2002 2001
$3,2590.( $3,172.0 $3,138.
2,597«  2,404% 2,364.
661.€ 767.6 774
603.1 624.C  596.€
81.C  2,500.( 22.C
8.6 1.9 9.

— — 22.€
(20.7) (1.7  (16.5)
(10.4 (2,337.)  140.1
10.2 13.€ 13.1
15.7 8.2 11.€
(4.8) 6.0  (13.0
9.4 23.F 12.F
(41.0 (2,376  115.
L7 (827.9 42.F
(39.9 (1,549.0 73.2
— (593.5) —

$ (39.9 $(2,142.9 $ 73z
— — (1.2)
— — (3.9
— — 24.(
— — 19.€

$ (39.9 $(2,142.9 $ 92
$ (097 $ (3825 $ 1.81
$ (097 $ (3829 $ 1.7¢
— % (14.66 —

— $ (14.66 —

— — $ 0.4€
— — $ 0.4€

$ (097) $ (529) $ =2.2¢
$ (097 $ (52.9) $ 2.27
40.F 40.F 40.F
40.7 40.7 40.€
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Armstrong Holdings, Inc., and Subsidiaries
Consolidated Balance Sheets
(amounts in millions, except share data)

December 31 December 31

2003 2002
Assets
Current Assets
Cash and cash equivalel $ 484 $ 380.(
Accounts and notes receivable, 315.¢ 332.4
Inventories, ne 4544 435.F
Deferred income taxe 19.2 14.7
Other current asse 85.5 93.:
Total current asse 1,358.¢ 1,255.¢
Property, plant and equipment, less accumulatecedigion
and amortization of $1,434.8 and $1,263.8, respelgt 1,267.: 1,303.°
Insurance receivable for asbe:-related liabilities, noncurrel 95.1 174.]
Prepaid pension cos 455.] 435.2
Investment in affiliate: 48.¢ 43.€
Goodwill, net 2441 227.¢
Other intangibles, n¢ 79.C 88.¢€
Deferred income taxes, noncurr 988.: 869.7
Other noncurrent asse 111.2 106.1
Total asset $ 4,647 $ 4,504.¢
Liabilities and Shareholders’ Equity
Current liabilities:
Shor-term debi $ 3¢ $ 12.:
Current installments of loi-term debt 8.2 6.7
Accounts payable and accrued expet 354.2 351.¢
Income taxe: 45.¢€ 26.C
Deferred income taxe 3.3 —
Total current liabilities 415.F 396.€
Liabilities subject to compromis 4,858.t 4,861.:
Long-term debt, less current installme 39.4 39.¢
Postretirement and postemployment benefit liaba 262.: 255.1
Pension benéefit liabilitie 216.¢ 185.¢
Other lon¢-term liabilities 81.z 82.7
Deferred income taxe 95.C 20.7
Minority interest in subsidiarie 9.7 9.5
Total noncurrent liabilitie: 5,562.t 5,454.¢
Shareholder equity (deficit):
Common stock, $1 par value per share Authorizedn2illbn shares; issued 51,878,910 shi 51.¢ 51.¢
Capital in excess of par vall 167.¢ 167.€
Reduction for ESOP loan guaran (142.2) (142.9)
Accumulated defici (937.9) (898.5)
Accumulated other comprehensive income (li 43.F (12.2)
Less common stock in treasury, at cost 2- 11,210,018 shares; 20~ 11,201,326 share (513.9 (513.9
Total shareholde’ (deficit) (2,330.9) (1,346.Y)
Total liabilities and sharehold¢ equity $ 4,647 $ 4,504.

See accompanying notes to consolidated finana#tsients beginning on page 53.
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Armstrong Holdings, Inc., and Subsidiaries
Consolidated Statements of Shareholders’ Equity
(amounts in millions, except per share amounts)

2003 2002 2001
Common stock, $1 par valu
Balance at beginning and end of y $ 51.¢ $ 51.¢ $ 51.¢
Capital in excess of par valt
Balance at beginning of ye $ 167.¢ $ 166.¢ $ 162.C
Stock issuances and otf 0.3 0.8 4.€
Balance at December . $ 167.C $ 167.€ $ 166.¢
Reduction for ESOP loan guarant
Balance at beginning and end of y $ (142.9) $ (142.9) $ (142.9
Retained earnings (accumulated defic
Balance at beginning of ye $ (898.5) $1,244. $1,151.t
Net earnings (loss) for ye (39.9) $(39.9) (2,142.9H $(2,142.) 92.6 $92.¢
Balance at end of ye $ (937.9) $ (898.5) $1,244.:
Accumulated other comprehensive income (Ic
Balance at beginning of ye $ (122 $ (47.]) $ (45.29)
Foreign currency translation adjustme 56.¢ 37.7 3.3
Derivative (loss) gain, ne (0.3 6.9 3.9
Realized loss on available for sale secur — — 2.C
Minimum pension liability adjustmen (2.0 (9.7 2.7
Total other comprehensive income (lo 55.5 55.k 34.¢ 34.€ 29 @
Balance at end of ye $ 43 $ (12.9 $ (47.])
Comprehensive income (los $16.2 $(2,107.9 $90.¢
Less treasury stock at co
Balance at beginning of ye $ (513.9) $ (513.9) $ (513.)
Stock purchase — — 0.3
Stock issuance activity, n 0.1
Balance at beginning and end of y $ (513.9) $ (513.9) $ (513.9
Total shareholde’ equity (deficit) $(1,330.9) $(1,346.)) $ 760.£

See accompanying notes to consolidated finan@#tisients beginning on page 53.
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Armstrong Holdings, Inc., and Subsidiaries
Consolidated Statements of Cash Flows
(amounts in millions)

Cash flows from operating activitie
Net income (loss

Adjustments to reconcile net income (loss) to r@esthcprovided by operating activitie

Cumulative effect of change in accounting principlet
Depreciation and amortizatic
Loss on sale of business, |
Reversal of loss on expected disposal of discoatirhusines
Deferred income taxe
Equity (earnings) from affiliates, n
Chapter 11 reorganization costs,
Chapter 11 reorganization costs paym
Restructuring and reorganization charges, netwafreals
Restructuring and reorganization payme
Asbesto-related insurance recoveri
Payments for asbes-related claim:
Charge for asbestos liability, r
Cash effect of hedging activiti
Increase (decrease) in cash from chang
Receivable!
Inventories
Other current asse
Other noncurrent asse
Accounts payable and accrued expet
Income taxes payab
Other lon¢-term liabilities
Other, ne

Net cash provided by operating activit

Cash flows from investing activitie
Purchases of property, plant and equipment and atanpoftware
Acquisitions, net of cash requir:
Distributions from equity affiliate
Proceeds from the sale of ass

Net cash (used for) investing activiti
Cash flows from financing activitie
(Decrease) in shc-term debt, ne
Payments of lor-term debi
Purchase of common stock for the treasury
Other, ne
Net cash (used for) financing activiti

Effect of exchange rate changes on cash and casvaénts

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

Cash and cash equivalents at end of pe

See accompanying notes to consolidated finan@#tisients beginning on page 53.
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Year Ended December 31,

2003

2002

2001

$(39.9 $(2,142. $ 92.€

— 593.¢ —
173.€ 1367  156.€
— — 0.
— — (31.4)
(51.5)  (870.)  23.1
(20.7) (1.7 (165
9.4 23.F 12.F
(25.6) (23.0 (15.0
8.€ 1.9 9.C
(8.7) 1 @149
31.C 16.C 32.2
(9.0) — —
81.C  2,500.( 22.C
(7.0 (22.0 (2.0
40.€ 117 45
6.6 181  (50.7)
(4.6) (16.)  27.F
(18.6) 42.00  (71.0
(15.6) 29.C 9.8
21.¢ 0.2 10.1
4.c 11.¢ 3.
9. 20.€ 26.7
165.¢€ 223F 2721
(78.))  (125.) (127.9)
— — (5.6)
16.C 17. 13.F
4. 3.5 6.C
(572  (104.) (113.9
(5.9) (13.9  (15.9
(8.2) (9.0 (17.6
— — (0.3)
(0.€) 0.9 (4.9
(14.1) (23.9 (379
9.8 7.C 2.0
$104.2 102.€ $118.:
$380.( 2774 $159.1
$484. 380.C $277.
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Armstrong Holdings, Inc., and Subsidiaries
Notes to Consolidated Financial Statements

NOTE 1. BUSINESS AND CHAPTER 11 REORGANIZATIO

Armstrong World Industries, Inc. (“AWI") is a Pernyigania corporation incorporated in 1891. Armstrdigldings, Inc. is a Delaware
corporation and the publicly held parent holdinghnpany of AWI. AHI's only significant asset and operation is its iacliownership, throug
Armstrong Worldwide, Inc., of all of the capitabsk of AWI. Due to the lack of material differendashe financial statements, when we
refer in this document to AHI and its subsidia@ss'AHI,” “Armstrong,” “we,” “us,” and “ourselves,e are also effectively referring to
AWI and its subsidiaries. We use the term “AWI” wh&e are referring solely to Armstrong World Indiesd, Inc.

Proceedings under Chapter 11

On December 6, 2000, AWI, the major operating sliasy of AHI, filed a voluntary petition for religthe “Filing”) under Chapter 11 of the
U.S. Bankruptcy Code (the “Bankruptcy Code”) in theited States Bankruptcy Court for the DistricD#laware (the “Bankruptcy Court”)
in order to use the court-supervised reorganizgirogess to achieve a resolution of the AWI's agiserelated liability. Also filing under
Chapter 11 were two of AWI's wholly-owned subsidta; Nitram Liquidators, Inc. (“Nitram”) and DesseaCorporation of North America,
Inc. (“Desseaux”). The Chapter 11 cases are beingly administered under case number 00-4471“@mapter 11 Case”). Shortly after its
commencement, the Chapter 11 Case was assignadde Randall J. Newsome until the termination efdgpointment as a visiting judge in
the District of Delaware on December 31, 2003. @muary 6, 2004, the Chapter 11 Case was reassigidedge Judith K. Fitzgerald.

AHI and all of AWI's other direct and indirect sutlisiries, including Armstrong Wood Products Inartherly Triangle Pacific Corp.),
WAVE (AWI's ceiling grid systems joint venture witWorthington Industries, Inc.), Armstrong Canada] &rmstrong DLW AG, were not a
part of the Filing and accordingly, except for aspestos-related liability that also relates, diyear indirectly, to the pre-Filing activities of
AWI, the liabilities, including asbestos-relateadility if any, of such companies will not be resad in AWI's Chapter 11 Case. See below
under “The Asbestos Personal Injury Trust” and NB&aunder “Asbestos-Related Litigation”.

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 Bankruptcy Court. Similarly, claimants nrayt enforce any claims against AWI that
arose prior to the date of the Filing unless speadlff authorized by the Bankruptcy Court. In adifit as a debtor-in-possession, AWI has the
right, subject to the Bankruptcy Court’s approvalassume or reject any executory contracts anpineel leases in existence at the date of
the Filing. Some of these have been specificalbpaed and others have been specifically rejected@y in the course of the Chapter 11
Case. In the plan of reorganization which it hagpsed, as described below, AWI has indicated ther@xecutory contracts and unexpired
leases that it intends to assume or reject uposwomation of the plan; any not specifically assumneder the plan will be rejected upon
consummation of the plan. Parties having claima asult of the rejection of a contract may filaicis with the Bankruptcy Court, which w

be dealt with as part of the Chapter 11 Case.

Three creditors’ committees, one representing asbggrsonal injury claimants (the “Asbestos Peakbmjury Claimants’ Committee”), one
representing asbestos property damage claimamt$Atbestos Property Damage Committee”), and theratepresenting other unsecured
creditors (the “Unsecured Creditors’ Committe&tigre appointed in the Chapter 11 Case. In addifinrindividual was appointed to repre:
the interests of future asbestos personal injuin@nts (the “Future Claimants’ Representativat)a¢cordance with the provisions of the
Bankruptcy Code, these parties have the right todaed on matters that come before the BankrupteytGn the Chapter 11 Case. Upon
resolution of all asbestos property damage clagmslescribed under Asbestos-Related Property Dahitiggtion, the Asbestos Property
Damage Committee was disbanded.
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Plan of Reorganization

On November 4, 2002, AWI filed a Plan of Reorgaticrawith the Bankruptcy Court. During 2003, AWIgfil several amendments to the

plan with the Bankruptcy Court, along with variahibits. The Fourth Amended Plan of Reorganizatiath certain exhibits, was filed on
May 23, 2003 (and, as so amended and as modifieadalfications filed with the Bankruptcy Court orct®ber 17, 2003 and November 10,
2003, is referred to in this report as the “PORHe POR provides for AWI to continue to conducteikssting lines of business with a
reorganized capital structure, under which, amdhgrahings, its existing shares of stock will laacelled and new common shares and notes
will be issued to its unsecured creditors andtimst, as further discussed below, to be estallisimeler the POR for the benefit of AWI's
current and future asbestos-related personal imlaiynants, in full satisfaction of their claimsaagst AWI. References in this report to
“reorganized Armstrong” are to AWI as it would organized under the POR, and its subsidiariesatolely. The POR excludes AWI's
Nitram and Desseaux subsidiaries, neither of whichaterial to Armstrong and which are pursuingasafe resolutions of their Chapter

cases that are expected to result in the windingfulpeir affairs.

During 2003, the POR was submitted for a vote byl’AWteditors for its approval. It was approveddach creditor class that was entitled to
vote on the POR except the class of unsecuredtoredDn November 17 and 18, 2003, the BankruptmyrCheld a hearing on confirmation
of the Plan and on December 19, 2003, issued peapiirsdings of fact and conclusions of law and @ppised order confirming the POR,
notwithstanding the rejection of the POR by thesglaf unsecured creditors. On December 29, 2083 Jtisecured Creditors’ Committee
filed an objection to the Bankruptcy Court’s propddindings of fact and conclusions of law andpgheposed order of confirmation of the
POR. This objection remains pending with the U.Btrizt Court. Confirmation of the POR requiresiactof the U.S. District Court, as well
as the Bankruptcy Court, in accordance with thekBgptcy Code. At this time, the District Court jugnvolved in the Chapter 11 Case has
stayed all proceedings before him concerning thap@r 11 Case. See “Recent Developments and Neps$ 8t the Chapter 11 Process.”

Disclosure Statement

In connection with the vote of creditors on the R@RV/I was required to prepare a disclosure statémamcerning its business and the POR,
including certain projected financial informatiossaming an Effective Date of the POR as July 1320@ended to demonstrate to the
Bankruptcy Court the feasibility of the POR and A¥\Wbility to continue operations upon its emergefiom Chapter 11. On May 30, 2003,
the Bankruptcy Court approved the disclosure statgror distribution to parties in interest in f@bapter 11 Case. The projected financial
information included in the disclosure statemens wpdated in certain respects by information suiechiio the Bankruptcy Court in
connection with the Bankruptcy Court's November20@aring on confirmation of the POR. The projediedncial information was
prepared for the limited purposes of consideralpithe Bankruptcy Court, creditors and other patritieinterest in the Chapter 11 Case of
matters pertinent to the case. As indicated irdiselosure statement, the projected financial mfation and various estimates of value the
provided should not be regarded as representatiowsirranties by AWI, AHI or any other person. Téé no assurance that any such
projection or valuation will be realized. The prifed financial information and estimates of valierevprepared by AWI and its financial
advisors and have not been audited or revieweddpendent accountants. The projections will naigmated on an ongoing basis. At the
time they were prepared, the projections reflecigtierous assumptions concerning reorganized Armgsa@nticipated future performance
and with respect to prevailing and anticipated raaend economic conditions, which were and remajyobd our control and which may not
materialize. Projections are inherently subjedi¢mificant and numerous uncertainties and to &waiety of significant business, economic
and competitive risks and the assumptions undeylihie projections may be wrong in a material respttual results may vary significantly
from those contemplated by the projections.
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Asbestos Personal Injury Trust

A principal feature of the POR is the creation ofiest (the “Asbestos P | Trust”), pursuant to mec624(g) of the Bankruptcy Code, for the
purpose of addressing AWI's personal injury (inéhgdwrongful death) asbestos-related liability. ptesent and future asbestos-related
personal injury claims against AWI, including cdbtition claims of co-defendants, arising directhjirairectly out of AWI's pre-Filing use
of or other activities involving asbestos will beacineled to the Asbestos P | Trust.

In accordance with the “524(g) injunction” to beusd by the District Court in connection with tlemfirmation of the POR, various entities
will be protected from such present and future Adsthestos-related personal injury claims. Theséentnclude, among others, AWI as it
will be reorganized, AHI, AWI’s subsidiaries andet affiliates (as defined in the POR), and thespective officers and directors. Upon
emergence from Chapter 11, AWI will not have argpmnsibility for these claims (including claims agsd AWI based solely on its
ownership of a subsidiary or other affiliate), moll it participate in their resolution.

However, although AWI's domestic and foreign sulzsids and other affiliates will be protected pestiasbestos-related personal injury
claims against them will be channeled to the AgiseBt| Trust only to the extent such claims diseotlindirectly relate to the pre-Filing
manufacturing, installation, distribution or otlaativities of AWI, or AWI's ownership of the subsies or affiliates (as distinguished from
independent activities of the subsidiaries or iatféls). See Note 32 under “Asbestos-Related Litgdt

In addition, workers’ compensation claims brougiiast AWI or its subsidiaries or other affiliat@dl not be channeled to the Asbestos P |
Trust and will remain subject to the workers’ comgeation process. Workers’ compensation law providasthe employer is responsible for
evaluation, medical treatment and lost wages asultrof a job-related injury. Historically, worleécompensation claims against AWI or its
subsidiaries have not been significant in numbemoount, and AWI has continued to honor its obiaye with respect to such claims during
the Chapter 11 Case. Currently, AWI has only tipereding workers’ compensation claims involving gdlé asbestos exposure.

There also is uncertainty as to proceedings, if argught in certain foreign jurisdictions with pest to the effect of the 524(g) injunction in
precluding the assertion in such jurisdictions sifestos-related personal injury claims, proceedielgéed thereto or the enforcement of
judgments rendered in such proceedi

Management believes neither AWI nor its subsidgadeother affiliates is subject to asbestos-rdlarsonal injury claims, material in

amount to reorganized Armstrong, that would nothenneled to the Asbestos P | Trust.

Consideration to Be Distributed under the POR (ditad)

The Asbestos P | Trust and the holders of alloweskaured claims will share in the following consad®n to be distributed under the POR:
* AWI’'s"Available Casl” which is defined in the POR ¢

. Cash available on the effective date of the P@& eeserving up to $100 million (as determined®l) to fund ongoing
operations and making provisions for certain rezpijpayments under the PC

. Any cash drawn, at AWI’s sole discretion, underedit facility to be established as provided by POR for the purpose of
funding distributions under the POR, ¢

. Certain insurance proceeds related to environmemdgtiers

However, proceeds received under any private oiflieof debt securities and/or secured term loamings made, as permitted
by the POR, in connection with consummation ofRI@R shall be excluded from the determination ofilkade Cash.

« Plan Notes of AWI as further described below etr cash proceeds from any private offerings of debtirities issued in lieu
thereof, anc

» Substantially all of the new common stock of A\
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The total amount of Plan Notes will be the greafg(i) $1.125 billion less Available Cash and @i 75 million. However, AWI will use
reasonable efforts to issue one or more privateriofs of debt securities on, or as soon as pedsigalfter, the Effective Date that would y
net proceeds at least equal to the amount of tne IRbtes prescribed by the Plan. If the privateraifys are successful, the Plan Notes would
not be issued. If the offerings yield proceeds thas the amount of the Plan Notes prescribed &ythan, Plan Notes equal to the difference
will be issued. If only the Plan Notes are issuedrganized Armstrong expects to issue an aggregateint of $775 million of Plan Notes.
These Plan Notes will consist of (i) a tranche atess with a seven-year maturity and a fixed inten&t®, (ii) a tranche of notes with a ten-year
maturity and a fixed interest rate and (iii) a the of floating rate notes with a maturity of nesd than five years, but no more than ten years,
structured in a manner similar to, and as liquidaarketable bank debt which satisfy the requirdmehthe POR and are on terms and
conditions that are satisfactory to AWI, the AsbsdPersonal Injury Claimants’ Committee, and theifeuClaimants’ Representative. To the
extent Plan Notes of more than one type are issupth rata share of each tranche will be issu¢hlegdsbestos P | Trust and the holders of
unsecured claims.

The POR provides that unsecured creditors, ottzar tonvenience creditors described below, willikectheir pro rata share of:

e 34.43% of the new common stock of reorganized Arongf,

*  34.43% of the first $1.05 billion of all the caahd Plan Notes to be distributed under the PQit¢ecured creditors (other than
convenience creditors) and the Asbestos P | Tiuse form of:

. Up to $300 million of Available Cash ai

. The balance in principal amount of Plan Notes arahcash proceeds from any private offerings bt decurities made in lie
of issuing Plan Note!

*  60% of the next $50 million of Available Cash pifisuch Available Cash is less than $50 millidren 60% of the balance in Plan
Notes or in net cash proceeds from any privateiofis of debt securities made in lieu of issuingrPNotes, an

e 34.43% of the remaining amount of any AvailablelCasd any Plan Notes up to the maximum amountaf Rlotes provided to t
issued under the POR, or net cash proceeds fromprargte offerings of debt securities made in ldussuing such Plan Note

The remaining amount of new common stock of reamgghArmstrong, Available Cash and Plan Notes ¢rcash proceeds from any private
offerings of debt securities made in lieu of isguitian Notes will be distributed to the AsbestdsTirust.

Under the POR, unsecured creditors whose clainhe(dhan claims on debt securities) are less th@HO or who elect to reduce their
claims to $10,000 will be treated as “convenieneelitors” and will receive payment of 75% of thailowed claim amount in cash (which
payments will reduce the amount of Available Cash).

Under the POR, the existing equity interests in AiWtluding all of its outstanding shares of comnstwock) will be cancelled. The POR
provides for the distribution of warrants to pursbahares of reorganized Armstrong (the “Warraritsthe holders of AWI's existing
common stock. The terms of the Warrants are praviden exhibit to the POR. The Warrants:

» would permit the purchase of 5% of the commoglstaif reorganized Armstrong on a fully diluted tsasipon exercise of all the
Warrants;

« would be exercisable at any time during the sewsars/after the effective date of the POR;

» would permit the purchase of shares at an exemise of $37.50, which is equal to 125% of th8.88 per share equity value of
reorganized Armstrong, as agreed among the fineadiasers for AWI, the Asbestos Personal Injurgi@lants’ Committee, the
Unsecured Creditors’ Committee, and the Futuren@dais’ Representative, as set forth in the Banksyu@burt-approved
disclosure statement for the POR (as further desdrbelow)

Whether any value will be realized from the Warsantill depend on whether the market value of renizgd Armstrongs new common stor
reaches a value in excess of the exercise priteedVarrants during the period that they may beaised.

56



Table of Contents

AHI's shareholders were not entitled to vote onBi@&R. However, AHI's shareholders were sent thelbssire Statement and POR. If the
POR is implemented, the only value that will beilade to AHI shareholders is their ratable shdrthe Warrants available upon the
contemplated dissolution of AHI. See AHI's Plann§solution below.

Valuation of Consideration to be Distributed untter POR (unaudited)

Based upon many assumptions, see Disclosure Stateliseussion above, AWI estimated a $2.7 billiatue for reorganized Armstrong,
which is the mid-point of the range of estimatetiga of $2.4 billion and $3.0 billion. AWI's estitiesl value of the consideration to be
distributed under the POR to the Asbestos P | Thadtlers of allowed unsecured claims and AWI'sgrg common stock, is:

» New common stock at $30 a share, which is the aqpate mic-point of the range of estimated values of $24 166 $35.30 per
share, assuming a distribution of 56.4 million sisasf new common stock to holders of unsecuredhslaind the Asbestos P | Tn

» Plan Notes in the aggregate principal amount ob$Wwillion, that are worth their face valt
* Available Cash of approximately $350 million thatVAexpects to have; ar
« Warrants with an estimated value of between $36anibnd $40 million

» The total value of the consideration to be disitéd to the Asbestos P | Trust, other than rightser asbestos non-product liability
insurance policies, has been estimated to be appatedy $1.8 billion, and the total value of coresigtion to be distributed to
holders of allowed unsecured claims (other tharvenience claims) has been estimated to be appréedyrtt0.9 billion. Based
upon the estimated value of the POR consideragiod,upon AWI's estimate that unsecured claims atbly the Bankruptcy
Court (other than convenience claims) will totapegximately $1.65 billion, AWI estimated that hotdef allowed unsecured
claims (other than convenience claims) will receiwecovery having a value equal to approximat8l$% of their allowed claim:

AHI’s Plan of Dissolution, Winding Up and Distributi¢rPlan of Dissolutioh)

In connection with the implementation of the PO Warrants will be issued to AHI (or a wholly-owinsubsidiary of AHI). The Board of
Directors of AHI has determined that it is not gieable for AHI to continue in operation as angwing business owning the Warrants, wt
will then be AHI's only asset. Accordingly, the Bdaof Directors of AHI approved and recommendedltt shareholders the Plan of
Dissolution, whereby AHI will voluntarily dissolvend wind up its affairs in accordance with Penreyia law and, subject to completion of
AHI's winding up (including the satisfaction of afigbilities of AHI), distribute any remaining Wamts to the shareholders. At a special
meeting of AHI shareholders held on January 7, 2€@1Plan of Dissolution was approved by the AkHireholders. The POR provides that
AWI will pay the costs and expenses incurred innamtion with administering AHI's Plan of Dissolutio

Recent Developments and Next Steps in the ChafitBrdcess

In order for the POR to be confirmed, the U.S. iisCourt must issue findings of fact and conadasi of law in support of confirmation of
the POR, enter or affirm an order confirming theRP&hd issue the “524(g) injunction” which is pafrtlee POR. In certain other companies’
asbestos-related Chapter 11 cases, motions fasabwaere filed in 2003 against U.S. District Calutige Alfred M. Wolin, who is jointly
administering with the Bankruptcy Court the ashestated issues in the Chapter 11 cases of fimgaaies, including AWI. The Unsecured
Creditors’ Committee requested that in the evedgduNolin is recused in the other cases, he alsedused in AWI's case. Judge Wolin has
stayed further proceedings in all five cases beliarg including AWI's Chapter 11 Case. On Februarg004, Judge Wolin denied the
motions for recusal. An appeal of Judge Wolin’snwilis currently pending, with oral argument beftire U.S. Court of Appeals for the Third
Circuit scheduled for April 19, 2004. AWI is uncart as to the impact, if any, beyond the preselatyda confirmation of the POR that the
motions and appeal will have on AWI's Chapter 1dgaedings, and when confirmation of the POR wiltbesidered by the U.S. District
Court is uncertain.
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Common Stock and Debt Securities

As a result of AWI filing the Plan of Reorganization November 4, 2002, the New York Stock Exchastgpped trading on the Exchange of
the common stock of AHI (traded under the tickenbgl “ACK”) and two debt securities of AWI (tradeahder the ticker symbols “AKK”

and “ACK 08"). AHI's common stock resumed tradimgthe over-the-counter (OTC) Bulletin Board under ticker symbol “ACKHQ” and
one of AWI's debt securities resumed trading urtterticker symbol “AKKWQ".

Bar Date for Filing Claims

The Bankruptcy Court established August 31, 200thadbar date for all claims against AWI| exceptdebestoselated personal injury clair
and certain other specified claims. A bar datéésdate by which claims against AWI must be fileithé claimants wish to participate in any
distribution in the Chapter 11 Case. A bar datea&irestos-related personal injury claims (other thaims for contribution, indemnification,
or subrogation) has been rendered unnecessary tivederms of the POR, which defers the filingswdéh claims until the Asbestos P | Trust
is established to administer such claims.

Approximately 4,800 proofs of claim (including ldiked claims) totaling approximately $6.3 billioalleging a right to payment from AWI,
were filed with the Bankruptcy Court in response¢h® August 31, 2001 bar date. The dispositiomes$¢ claims under the POR is discussed
below. AWI continues the process of investigating eesolving these claims. The Bankruptcy Court wilmately determine the claims and
related liability amounts that will be allowed aaripof the Chapter 11 process if the parties caagrge.

In its ongoing review of the filed claims, AWI tai has objected to approximately 2,100 claimdingt&2.4 billion. The Bankruptcy Court
disallowed these claims with prejudice.

Approximately 1,100 proofs of claim totaling appirately $1.5 billion are pending with the Bankrupourt that are associated with
asbestos-related personal injury litigation, inahgddirect personal injury claims, claims by coateants for contribution and
indemnification, and claims relating to AWI's paipation in the Center for Claims Resolution. Aatatl above, the bar date of August 31,
2001 did not apply to ashestos-related personahirglaims other than claims for contribution, int@fication, or subrogation. The POR
contemplates that all AWI asbestos-related persiopaly claims, including claims for contributiomdemnification, or subrogation, will be
addressed in the future pursuant to the procedalasng to the Asbestos P | Trust developed imeation with the POR. See further
discussion regarding AWI's liability for asbestadated matters in Note 32.

During the first six months of 2003, AWI settled @fl the approximately 460 remaining property damakgims that alleged damages of $800
million, for approximately $9 million. Payments ¢taimants were made during the third quarter of2280d were funded by insurance. See
Note 32 for further discussion of property damatigation.

Approximately 1,200 claims totaling approximatell.& billion alleging a right to payment for finangi, environmental, trade debt and other
claims remain. For these categories of claims, A4 previously recorded approximately $1.6 billiofiabilities.

AWI has recorded liability amounts for claims tikah be reasonably estimated and which it doesordest or believes are probable of being
allowed by the Bankruptcy Court. During the foutinarter of 2002, AWI recorded a $2.5 billion chatgéncrease its estimate of probable
asbestos-related liability for personal injury pigibased on the developments in the Chapter 11 SaseNote 32 for further discussion. The
final value of all the claims that will ultimatele allowed by the Bankruptcy Court is not knowtthé time. However, it is likely the value of
the claims ultimately allowed by the Bankruptcy @owill be different than amounts presently recardy AWI and could be material to
AWTI’s financial position and the results of its oatons. Management will continue to review theoreled liability in light of future
developments in the Chapter 11 Case and make chémgfee recorded liability if and when it is appriate.
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Financing

AWI's current debtor-in-possession credit facilitipIP Facility”), which extends to December 8, 20@énstitutes a $75 million letter of
credit facility. At AWI's request, the previous revolving loan feature dvapped since it had never been used. As of Dece&ihe2003, AW
had approximately $22.8 million in letters of ctaghich were issued pursuant to the DIP Facilitg.ok December 31, 2003, AWI had $32
million of cash and cash equivalents, excludindhdzedd by its non-debtor subsidiaries. AWI belietrest cash on hand and generated from
operations and dividends from its subsidiariesetbgr with subsidiary lines of credit and the DEility, will be adequate to address its
foreseeable liquidity needs. Obligations underDhe Facility, including reimbursement of draws untlee letters of credit, if any, constitute
superpriority administrative expense claims in@eapter 11 Case.

Accounting Impact

AICPA Statement of Position 90-7, “Financial Repuagtby Entities in Reorganization under the BankeypgCode” (“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 segrepege-iling liabilities that are subject to compr@miand report them separately on the
balance sheet. See Note 4 for detail of the ligdslisubject to compromise at December 31, 20028604. Liabilities that may be affected by
a plan of reorganization are recorded at the erpesmtount of the allowed claims, even if they mayséttled for lesser amounts.
Substantially all of AWI's pre-Filing debt, now @refault, is recorded at face value and is clagkifigghin liabilities subject to compromise.
Obligations of AWI subsidiaries not covered by Hikng remain classified on the consolidated batasiceet based upon maturity date. ASVI’
estimated liability for asbestos-related personjiry claims is also recorded in liabilities sulijicompromise. See Note 32 for further
discussion of AWI's asbestos liability.

Additional preFiling claims (liabilities subject to compromisepynarise due to the rejection of executory consractunexpired leases, or ¢
result of the allowance of contingent or disputkdnas.

SOP 90-7 also requires separate reporting of edimeges, expenses, realized gains and losses, avidipn for losses related to the Filing as
Chapter 11 reorganization costs, net. AccordingW/l recorded the following Chapter 11 reorganizatazctivities during 2003 and 2002:

(amounts in millions) 2003 2002 2001

Professional fee $25.2 $27.& $24.t
Interest income, pc-Filing (3.9 (3.5 (5.2
Reductions to p-Filing liabilities (22.9 (1.2) (2.0
Termination of pr-Filing lease obligatiol — — (5.9
Other expense directly related to bankruptcy, 0.5 0.2 aL{e
Total Chapter 11 reorganization costs, $ 94 $23.E5 $12.f

Professional fees represent legal and financiakady fees and expenses directly related to thad-il
Interest income is earned from short-term investsisabsequent to the Filing.

Reductions to pre-Filing liabilities represent Bamkcy Court approved settlements of prepetitiabilities. In 2003, AWI reached an
agreement with the holder of a zero coupon nottheramount of its allowed claim. This agreementiced the previously accrued liability
$12.1 million.
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Termination of pre-Filing lease obligation represahe reversal of an accrual for future lease maymfor office space in the U.S. that AWI
will not pay due to the termination of the leasatcact. This amount was previously accrued in i tquarter of 2000 as part of a
restructuring charge when the decision to vacaetbmises was made.

As a result of the Filing, realization of assetd &quidation of liabilities are subject to uncentg. While operating as a debtor-in-possession,
AWI may sell or otherwise dispose of assets anddigte or settle liabilities for amounts other tlhhose reflected in the consolidated finar
statements.

If and when the POR is confirmed and made effectiwerganized AWI's consolidated financial statetsemill change materially in amounts
and classifications through the implementatiorhef Eresh Start Accounting rules of SOP 97-7.

Conclusion

Although the POR has been developed, implementafitine POR is subject to confirmation of the P@Rw¢cordance with the provisions of
the Bankruptcy Code and satisfaction after consutimmaf certain conditions, as provided by the P@R!I is unable to predict when and if
the POR will be confirmed. Therefore, the timinglaarms of a resolution of the Chapter 11 Case ireorecertain.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIE:

Consolidation Policy The consolidated financial statements and accogipg data in this report include the accounts Bl And its
majority-owned subsidiaries. The results of lesstmajority owned subsidiaries are accounted fdeuthe equity method. All significant
intercompany transactions have been eliminated frentonsolidated financial statements. Certaiorprear amounts have been reclassified
to conform to the current year presentation.

Use of EstimatesThese financial statements are prepared in aanosdwith generally accepted accounting principtasinclude
management estimates and judgments, where apgmpvianagement utilizes estimates to record mamystincluding asbestos-related
liabilities and insurance assets, allowances fdrdebts, inventory obsolescence and lower of aostasket charges, warranty, workers
compensation, general liability and environmentaines. When preparing an estimate, managementrdigtes the amount based upon
considering all known relevant information. Managstnalso confers with outside parties, includingsmle counsel, where appropriate.
Actual results may differ from these estimates.

Revenue RecognitionWe recognize revenue from the sale of produatstiaa related accounts receivable no earlier thamate on which
title transfers, generally on the date of shipm@ntrovision is made for the estimated cost of teband promotional programs. Provisions
for estimated discounts and bad debt losses aesllmasknowledge of specific customers and a reakoutstanding accounts receivable
balances.

Sales IncentivesSales incentives are reflected as a reductiontodales for all periods presented.

Shipping and Handling CostShipping and handling costs are reflected in cbgbods sold for all periods presented.

Advertising Costs We recognize advertising expenses as they averet:

Pension and Postretirement Benefit§e have benefit plans that provide for pensioadital and life insurance benefits to certain bligi
employees when they retire from active service.ggaly, our practice is to fund the actuariallyetetined current service costs and the
amounts necessary to amortize prior service oliigatover periods ranging up to 30 years, butmeixicess of the funding limitations.
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Taxes. The provision for income taxes has been detemnirsing the asset and liability approach of acdagrfbr income taxes. Deferred tax
assets and liabilities are recognized using endatethtes for expected future tax consequencesaerits recognized in the financial
statements or tax returns. The provision for incoaxes represents income taxes paid or payabtbdazurrent year plus the change in
deferred taxes during the year. Valuation allowarare recorded to reduce deferred tax assets wiemeore likely than not that a tax benefit
will not be realized.

Earnings (loss) per Common Shagasic earnings (loss) per share are computedviyirth the earnings (loss) 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 the earnings (Id9%.diluted earnings (loss) per share computafiensome periods use the basic number of
shares due to the loss from continuing operations.

Cash and Cash Equivalent§€ash and cash equivalents include cash on hahdhamt-term investments that have maturities ef@lmonths
or less when purchased.

Concentration of CreditWe principally sell products to customers in biuélding products industries, in various geograpkeigions. In 2003,
our net sales to The Home Depot, Inc. and Lowe'siganies, Inc. were $400.0 million and $318.7 miljicespectively. In 2002 and 2001,
our net sales to Home Depot, Inc. were $380.3 onilind $340.8 million, respectively. Our net satekowe’s Companies, Inc. in years prior
to 2003 were less than 10% of our total consoliflatt sales. No other customer accounted for 10ftove of our total consolidated net
sales.

There are no significant concentrations of cradk other than with two home center customers vepsesent 23% and 22% of our trade
receivables as of December 31, 2003 and 2002, ctsply. We continuously evaluate the creditwordss of our customers and generally do
not require collateral.

Inventories. Inventories are valued at the lower of cost orkai Inventories also include certain resilieobfling samples used in ongoing
sales and marketing activities.

Property and DepreciatiarProperty, plant and equipment values are stdtadauisition cost less accumulated depreciati@ahaamortization.
Depreciation charges for financial reporting pugsare determined on the straight-line basis a$ redlculated 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.

In accordance with SFAS 144, “Accounting for theplitment or Disposal of Long-Lived Assets,” effgetlanuary 1, 2002, impairment
losses are recorded when indicators of impairmenpeesent, such as operating losses and/or negatsh flows. For purposes of calculating
any impairment, we estimate the fair value and cmajit to the carrying value of the asset. If thie ¥alue is less than the carrying value of
the asset, we record an impairment equal to ttierdiice between the fair value and carrying vafub@asset. When assets are disposed
retired, their costs and related depreciation @am@oved from the financial statements and any riegudfains or losses normally are reflecte
Selling, general and administrative expenses (SG&A)

Costs of the construction of certain property idelcapitalized interest which is amortized overdbémated useful life of the related asset.
There was no capitalized interest recorded in 20082 and 2001 due to the Chapter 11 Filing.
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Goodwill and Other IntangiblesEffective January 1, 2002, we adopted SFAS N8, 1@oodwill and Other Intangible Assets” (“FAS 132
which requires that goodwill and intangible assdth indefinite useful lives no longer be amortizédt instead be tested for impairment at
least annually. Our annual impairment test is peréa in the fourth quarter. FAS 142 also requihes intangible assets with determinable
useful lives be amortized over their respectivarestied useful lives to their estimated residualigaland reviewed for impairment. See Note
12 for disclosure on goodwill and other intangibles

Contingent Liabilities In the context of the Chapter 11 Case, contintigbilities, including claims that became knowteathe Filing, are
recorded on the basis of the expected amount dltbeed claim in accordance with SOP 90-7 as opgds the amount for which a claim
may be settled.

Foreign Currency Transactionsssets and liabilities of our subsidiaries opagbutside the United States, which account inrefional
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. Gainsosses on foreign currency transactions are razedrthrough the statement of earnings.

Financial Instruments and DerivativeSrom time to time, we use derivatives and othearfcial instruments to diversify or offset theesff of
currency, interest rate and commodity price valitgbiSee Note 19 for further discussion.

Stockbased Employee Compensatiofit December 31, 2003, we had three stock-basgdoyee compensation plans, which are described
more fully in Note 25. We account for these plandar the intrinsic value recognition and measurdmanciples of APB Opinion No. 25,
“Accounting for Stock Issued to Employees,” andhtedl Interpretations. The following table illusasithe effect on net income and earnings
per share if we had applied the fair value recagmiprovisions of FASB Statement No. 123, “Accongtfor Stock-based Compensation,” to
stock-based employee compensation.

2003 2002 2001
Net income (loss), as report $(39.9) $(2,142.9 $92.¢
Add: Stock-based employee compensation expensgdiedlin reported net income, net of
related tax effect 0.1 0.€ 1.8
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value bas
method for all awards, net of related tax effe (0.2 1.1 (4.0
Pro forma net income (los $(39.49) $(2,143.9) $90.€
Earnings (loss) per shai
Basic- as reportel $0.97) $ (52.9) $2.2¢
Basic- pro forma $0.97) $ (52.97) $2.2¢4
Diluted - as reportet $0.97) $ (52.9)) $2.27
Diluted - pro forma $0.97 $ (52.97) $2.27

Fiscal Periods Prior to 2003, the fiscal years of the Wood Flogrand Cabinets segments ended on the Saturdsgstim December 31,
which was December 28, 2002 and December 29, 200&vents had occurred between these dates andnbec8&1 materially affecting our
financial position or results of operations. Dur@03, the Wood Flooring and Cabinets segmentsitianed to a calendar quarter and year
end. The effect of this transition on our compasafinancial information was immaterial.
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New Accounting Standarc

In December 2003, the Financial Accounting Stansl&alard (FASB) issued Statement of Financial ActiogrStandards (SFAS) No. 132R,
“Employers’ Disclosures about Pensions and OthsetrBtirement Benefits.” This standard amends thelasure requirements of SFAS 132
to require additional disclosures about assetsgatidns, cash flow and net periodic benefit cdsie revised standard is effective in 2003,
except for foreign plans, and the related disclesimrave been included in Note 18.

Effective January 1, 2003, we adopted SFAS No. 14&ounting for Asset Retirement Obligations,” whiprovides guidance on the
accounting and disclosure for obligations assodiati¢h the retirement of tangible long-lived assatsl the associated asset retirement costs.
Our current results of operations and financiaitpos have not been affected.

Effective January 1, 2003, we adopted SFAS No. 14é;ounting for Costs Associated with Exit of Dasgal Activities,” which addresses
accounting for restructuring and similar costs.sI$tandard affects the timing of expenses assdordth restructurings, but is not expectet
change the long-term results of operations anaéi@ position.

Effective July 1, 2003, we adopted SFAS No. 150;¢dunting for Certain Financial Instruments witha€rcteristics of both Liabilities and
Equity,” which addresses accounting for certaimficial instruments with characteristics of bothiliies and equity. Our current results of
operations and financial position have not beeeciéd.

Effective with revenue arrangements entered irtier dune 30, 2003, we adopted Emerging IssuesHasle (“EITF”) Issue No. 00-21,
“Revenue Arrangements with Multiple Deliverablewfiich provides the criteria for identifying andaalating separate units of accounting
related to revenue arrangements with multiple éedibles. Our current results of operations andhéiiz position have not been affected.

Effective January 1, 2003, we adopted EmergingelsJask Force (“EITF”) Issue No. 02-16, “Accountimga Customer (Including a
Reseller) for Certain Consideration Received froweador,” which provides guidance on the accountorgconsideration received from a
vendor. Our current results of operations and firerposition have not been affected.

In November 2002, the FASB issued Interpretation 4 “Guarantor’s Accounting and Disclosure Regpients for Guarantees, Including
Indirect Guarantees of Indebtedness of Others.”dibelosure requirements were adopted Decembe&(8P. The recognition and initial
measurement provisions were adopted January 1, 2003 urrent results of operations and financgaifion have not been affected.

In January 2003, the FASB issued Interpretation4%o.“Consolidation of Variable Interest Entitie3He requirements for variable interest
entities created after January 31, 2003 were adaptd-ebruary 1, 2003. Our current results of amra and financial position have not b
affected. In December 2003, a modification to FBNwhs issued (FIN 46R) which delayed the effedtiae until no later than fiscal periods
ending after March 15, 2004 and provided additideehnical clarifications to implementation iss@& currently do not have any variable
interest entities as defined in FIN 46R. We doagiect that the adoption of this statement willdhavmaterial impact on our consolidated
financial statements.
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NOTE 3. NATURE OF OPERATION:!
Reportable Segments

Resilient Wood ggﬁg(ratss Building All Unallocated
For the year ended 2003 Flooring Flooring  Flooring Products Cabinets  Other  Corporate Total
(amounts in millions
Net sales to external custom $1,181.L $ 738.€ $271.¢ $862.:2 $204¢ — —  $3,259.(
Equity loss (earnings) from affiliate 0.4 — — (20.¢) —  $(0.9 — (20.7)
Segment operating income (lo: 55.¢ (4.0 (9.9 95.2 (11.7 0.3 (136.9 (10.9
Restructuring and reorganization charges, net of
reversals 1.2 0.8 7.4 — — — (0.8 8.€
Segment asse 915.¢ 576.€¢ 207.1 551.t 102.¢  18.6  2,276.: 4,647.¢
Depreciation and amortizatic 61.7 42.¢ 5.2 34.C 32 — 26.7 173.€
Investment in affiliate: 0.€ — — 29.t — 18.¢ — 48.€
Capital addition: 26.t 17.5 34 22.3 1.€ — 7.C 78.1
Textiles
Resilient Wood & Sports Building All Unallocated
For the year ended 2002 Flooring Flooring  Flooring Products Cabinets  Other  Corporate Total
(amounts in millions
Net sales to external custom $1,152.0 $ 719.2 $ 2472 $826.6 $226.¢ — —  $3172:
Equity loss (earnings) from affiliate 0.1 — — (29.7) —  $(2) — (21.7)
Segment operating income (lo: 64.5 53.C 4.7 96.5 (3.9 2.1 $(2,544.9 (2,337.)
Restructuring and reorganization charges, net of
reversals 2.2 — 0.3 — — — — 1.8
Segment asse 890.7 619.7 203. 544.¢ 116.€ 184 2,111 4,504.¢
Depreciation and amortizatic 54.7 16.€ 5.€ 32.2 22 — 25.2 136.%
Investment in affiliate: 0.¢ — — 24.¢€ — 18.4 — 43.€
Capital addition: 39.C 22.¢ 4.1 28.t 6.C — 24.¢ 125.1
Textiles
Resilient Wood & Sports Building All Unallocated
For the year ended 2001 Flooring Flooring  Flooring Products Cabinets  Other  Corporate Total
(amounts in millions
Net sales to external custom $1,164.. $ 655.2 $ 262.¢ $831.( $ 225 — — $3,138.°
Equity (earnings) from affiliate (0.7 — — (26.7) —  $(0.9 — (16.5)
Segment operating income (lo: 70.¢ 0.¢ (0.7 92.4 15.2 032 $% (389 140.1
Restructuring and reorganization charges, net of
reversals 0.2 4.1 1.2 1.1 11 — 1.3 9.C
Segment asse 855.5 1,260.¢ 177.i 527.( 108.C 16.5  1,093.c 4,038.:
Depreciation and amortizatic 57.2 36.C 4.7 33.C 23 — 23.t 156.¢
Investment in affiliate: 0.¢ — — 22.4 — 16.2 — 39.€
Capital addition: 43.€ 22.7 8.€ 32.2 2.1 — 18.c 127.¢

Accounting policies of the segments are the santkas® described in the summary of significant antiog policies. Performance of the
segments is evaluated on operating income befaemeria taxes, unusual gains and losses, and intqeshse.

The 2002 decrease in the assets of the Wood Fpedgment is primarily due to the $596.0 millio693.8 million, net of tax) goodwill and
intangible asset impairment write down recorded asmulative effect of a change in accounting ppilecas of January 1, 2002. See Note 12
for further details.

The 2002 increase in the assets of the Unallocatedorate segment is primarily due to the $869Iianiincrease in the deferred tax asset
primarily created by the fourth quarter 2002 asiesharge described in Notes 1 and 32.
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Resilient Floorinc— produces a broad range of floor coverings for @sm@nd commercial and institutional buildings. Resi Flooring
products include vinyl sheet, vinyl tile, linoleuitnoring and luxury vinyl tile. In addition, our R#ient Flooring segment sources and sells
laminate products, adhesives, installation and taaance materials and accessories, and has reaggniguced ceramic tile products.
Resilient Flooring products are offered in a wideiety of types, designs, and colors, and provakeef installation and reduced mainten:
(no-wax). We sell these products to wholesalergellaome centers, retailers, contractors, andeoniinufactured homes industry.

Wood Flooring— produces wood flooring products for use in nesidential construction and renovation, with somegmrcial applications
in stores, restaurants and high-end offices. Thdymt offering includes solid wood (pfieished or unfinished) and engineered wood flaoi
various wood species (with oak being the primamscgs of choice). Virtually all of our Wood Floog's sales are in the U.S. Our Wood
Flooring products are generally sold to independdrdlesale flooring distributors and large hometeenunder the brand names Brice
Hartco® and Robbing .

Textiles and Sports FloorinTSF”) — produces carpeting and sports flooringdarcts that are sold mainly in Europe. Carpetiragipcts
consist principally of carpet tiles and broadloosed in commercial applications and in the leisune teavel industry. Sports flooring produ
include artificial turf and other sports surfac®sir TSF products are sold primarily through retaileontractors, distributors and other
industrial businesses.

Building Product— produces suspended mineral fiber, soft fibersraathl ceiling systems for use in commercial, tngtnal and
residential settings. In addition, our Building Buots segment sources and sells wood ceiling sgsfEne products are available in numer
colors, performance characteristics and desigrisp#far attributes such as acoustical control,d-dite protection, and aesthetic appeal.
Commercial ceiling materials and accessories dreteaeiling systems contractors and to resaleidigors. Residential ceiling products are
sold through wholesalers and retailers (includargé home centers). Suspension system (grid) pt®dwenufactured by WAVE are sold by
both Armstrong and the WAVE joint venture.

Cabinets— produces kitchen and bathroom cabinetry ande@lptoducts, which are used primarily in the UeSidential new construction
and renovation markets. Through our system of conyymavned and independent distribution centers hrmligh direct sales to builders, our
Cabinets segment provides design, fabrication asi@liation services to single and multi-family hedmailders, remodelers and consumers
under the brand names X, Bruce® and Armstrong" .

All Other— contributes operating income related to the ggnitestment in Interface Solutions, Inc.

Unallocated Corporate— includes expenses that have not been allocateg tbusiness units. The most significant of tleegeenses relate to
asbestos charges as discussed in Note 32.
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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 (amounts in millions) 2003 2002 2001
Americas:
United State: $2,247.0 $2,229.. $2,188.:
Canads 125.¢ 120.5 114.¢
Other America: 24.¢ 26.4 23.k
Total Americas $2,397.¢ $2,376.C $2,326.(
Europe:
Germany $ 178z $ 172¢ $ 182.:
England 125t 129.¢ 135.¢
France 80.: 69.2 67.¢
Netherlands 76.1 69.¢ 73.€
Italy 37.C 33.2 31.1
Switzerland 35.4 36.¢ 34.1
Russia 33.2 27.2 25.¢
Spain 33.2 26.2 12.F
Belgium 20.€ 19.¢ 16.2
Sweder 19.F 15.€ 15.¢
Other Europe 104.( 89.7 118.C
Total Europe $ 743.C $ 690.2 $ 713.1
Pacific area
Australia $ 355 $ 27z $ 25:¢
China 26.1 22.¢ 24.1
Other Pacific are 56.7 55.¢ 50.2
Total Pacific arei $ 1181 $ 106.C $ 99.€
Total net trade sale $3,259.( $3,172.. $3,138.}

Long-lived assets (property, plant and equipment)pet at December 31 (amounts in millions) 2003 2002
Americas:
United State: $ 848 $ 930.¢
Canade 15.C 14.1
Total Americas $ 863t $ 945.(
Europe:
Belgium $ 32¢& $ 25«4
England 38.1 39.2
France 15.¢€ 13.€
Germany 224.( 192t
Netherland: 42.1 42.¢
Sweder 10.& 10.C
Other Europe 11.1 5.8
Total Europe $ 3746 $ 329.¢
Pacific area
China $ 22 $ 23:
Other Pacific are 7.C 5.9
Total Pacific are:i $ 29.C $ 291

Total lon¢-lived assets, ne $1,267..  $1,303.
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NOTE 4. LIABILITIES SUBJECT TO COMPROMIS

As a result of AWI's Chapter 11 Filing (see Notedyrsuant to SOP 90-7, AWI is required to segregatpetition liabilities that are subject
to compromise and report them separately on thenbalsheet. Liabilities that may be affected blaa pf reorganization are recorded at the
amount of the expected allowed claims, even if tina@y be settled for lesser amounts. Substantililbf &WI's prepetition debt, now in
default, is recorded at face value and is claskifighin liabilities subject to compromise. Obligats of our subsidiaries that are not covered
by the Filing remain classified on the consoliddtathnce sheet based upon maturity date. AWI'ssasbédiability is also recorded in
liabilities subject to compromise. During the fduguarter of 2002, AWI recorded a non-cash chaf@® billion to increase its estimate of
probable asbestos-related liability. See Note ¥udher discussion on how the Chapter 11 procesgaddress AWI's liabilities subject to
compromise and Note 32 for further discussion ofIAsVisbestos liability.

Liabilities subject to compromise at December 3I)Rand December 31, 2002 are as follows:

(amounts in millions) 2003 2002

Debt (at face value $1,388.¢  $1,400.
Asbesto-related liability 3,190.¢ 3,190.¢
Prepetition trade payabl 58.¢ 51.7
Prepetition other payables and accrued inte 62.7 60.4
ESOP loan guarantt 157.% 157.7
Total liabilities subject to compromit $4,858.f  $4,861.:

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

See Note 17 for detail of debt subject to compremis

NOTE 5. ACQUISITIONE

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

On May 18, 2000, we acquired privately-held Switned-based Gema Holding AG (“Gema”), a manufactaret installer of metal ceilings,
for $6 million plus certain contingent consideratiwot to exceed $25.5 million, based on results thesthree year period ending December
31, 2002. In accordance with the purchase agreeitientormer owners of Gema were advised that timéirogent consideration was $2.0
million. The former owners did not accept such akdtion. Therefore, as permitted by the agreentBatcontingent consideration calculation
will be reviewed by a third party.

The Gema acquisition was recorded under the puealmashod of accounting. The purchase price wasatha to the assets acquired and the
liabilities assumed based on the estimated faiketaralue at the date of acquisition. The fair neaskalue of tangible and identifiable
intangible net assets acquired exceeded the pwgnee by $24.2 million and this amount was reedrds a reduction of the fair value of
property, plant and equipment. Contingent constiteraf $2.0 million was accounted for as additiomarchase price in the third quarter of
2003, with a corresponding amount recorded in atisopayable.
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NOTE 6. DISCONTINUED OPERATION:

In February 2001, we determined to permanentlytbgitfTextiles and Sports Flooring segment and dmuUzey 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 quaae2001, we terminated our plans to permanentlytbis segment. This decision was based
on the difficulty encountered in selling the busimand a new review of the business, industry &ecai 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 EITF Issue No. 90-16 — “AccountiagBiscontinued Operations Subsequently Retained”.

Based on the expected net realizable value ofikbss determined during the negotiations tatlselbusiness, we had recorded a pretax net
loss of $34.5 million in the fourth quarter of 20@23.8 million net of tax benefit. We also hadameted an additional net loss of $3.3 million
in the first quarter of 2001, as a result of packustments resulting from the negotiations. Corenirwith the decision to no longer classify
the business as a discontinued operation, the nimgaaccrued loss of $37.8 million ($27.1 millicatrof tax) was reversed in the third qua

of 2001 and recorded as part of earnings from discoed operations. Additionally, the segment’sinebme of $3.1 million for the first and
second quarter of 2001 was reclassified into egeirom continuing operations for those periods.

During the third quarter of 2001, we concluded ¢heere indicators of impairment related to certarets in this segment, and accordingly,
an impairment evaluation was conducted. This evanded to an impairment charge of $8.4 millioepresenting the excess of book value
over estimated fair value which was determinedgisimet discounted cash flows approach. The chaagencluded in cost of sales. The
impairment was related to property, plant and emeipt that produce certain products for which weécgrgte lower demand in the future.
Additionally, an inventory write-down of $2.1 miih was recorded in the third quarter of 2001 wittost of sales related to certain products
that will no longer be sold.

NOTE 7. OTHER DIVESTITURE!

In July 2000, we sold our Installation Products @rd¢o subsidiaries of the German company Ardex Gnibiding February 2003, we
reached a settlement with Ardex on several operesssThe settlement allowed for the payment ofapgtition liability to Ardex with a
discount, adjusted the pricing for our adhesivesipases, eliminated a minimum purchase requirear@htresolved environmental
remediation disputes. Under the settlement, Arde® & proof of claim related to environmental reliagion in AWI's Chapter 11 Case,
which will be treated as an allowed unsecured cldinis claim resulted in a fourth quarter 2002 geaof $5.3 million, which was recorded
other non-operating expense.

NOTE 8. ACCOUNTS AND NOTES RECEIVABLI

(amounts in millions) 2003 2002

Customer receivable $358.2 $370.(
Customer note 6.2 6.6
Miscellaneous receivabl 17.C 17.2
Less allowance for discounts and los (66.29 (61.79)
Net accounts and notes receiva $315.2 $332.¢

Generally, we sell our products to select, pre-apgd customers whose businesses are affected hgehin economic and market
conditions. We consider these factors and the fii@hgondition of each customer when establishingatlowance for losses from doubtful
accounts.
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NOTE 9. INVENTORIES

Approximately 39% and 42% of our total inventory2@03 and 2002 was valued on a LIFO (last-in,-fig) basis. The remaining
approximately 60% of our total inventory was valweda FIFO (first-in, first-out) basis. Inventorglues were lower than would have been
reported on a total FIFO (first-in, first-out) basby $62.0 million at the end of 2003 and $52.Bioni at year-end 2002.

(amounts in millions) 2003 2002
Finished good $330.7 $294.:
Goods in proces 40.¢€ 44.¢
Raw materials and suppli 165.2 166.(
Less LIFO and other reserv (82.2  (69.6
Total inventories, ne $454.¢ $435.F
NOTE 10. PROPERTY, PLANT AND EQUIPMEN

(amounts in millions) 2003 2002
Land $ 105¢4 $ 94:
Buildings 659.7 624.¢
Machinery and equipme 1,893.° 1,786.(
Construction in progres 43.2 62.2
Less accumulated depreciation and amortize (1,434.9 (1,263.9)

Net property, plant and equipme

NOTE 11. EQUITY INVESTMENTS

$1,267.. $1,303.°

Investments in affiliates were $48.9 million at Betber 31, 2003, an increase of $5.0 million, réiftgcthe equity earnings of our 50%
interest in our WAVE joint venture and our remami3b% interest in Interface Solutions, Inc. (“ISIWWe continue to purchase certain raw
materials from 1S under a long-term supply agresmgquity earnings from affiliates for 2003, 20&2d 2001 consisted primarily of income
from a 50% interest in the WAVE joint venture ahd 85% interest in ISI.

We purchase some grid products from WAVE, our 50#e&d joint venture with Worthington Industries. Tioéal amount of these purchases
was approximately $51 million, $44 million and $#lion for the years ended December 31, 2003, 20822001, respectively. We also
provide certain selling and administrative proaegservices to WAVE for which we receive reimbursem Additionally, WAVE leases
certain land and buildings from us.

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

(amounts in millions) 2003 2002
Current assel $93.1 $82.1
Non-current assel 32.c 31.€
Current liabilities 65.1 16.C
Long-term deb — 50.C
Other nor-current liabilities 3.C 3.C
(amounts in millions) 2003 2002 2001

Net sales $213.¢ $201.2 $200.1
Gross profit 63.7 61.2 57.1
Net earning: 41.7 39.2 32.:
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NOTE 12. GOODWILL AND INTANGIBLE ASSET<S

Effective January 1, 2002, we adopted SFAS No. 1@apdwill and Other Intangible Assets” (“FAS 142%hich requires that goodwill and
intangible assets with indefinite useful lives nader be amortized, but instead be tested for imait at least annually. FAS 142 also
requires that intangible assets with determinabégful lives be amortized over their respectiveneated useful lives to their estimated resit
values and reviewed for impairment.

As of January 1, 2002, we had unamortized gooa#i#i822.8 million, of which $717.2 million was akttable to the Wood Flooring
segment. In the second quarter of 2002, we conpteeassessment of goodwill and recorded a $58Mli0n non-cash transitional
impairment charge related to the Wood Flooring segmilhe impairment charge is presented in thenrecstatement as a cumulative effect
of a change in accounting principle as of JanuaB002. The impairment charge arose from the Wdodrkhg segment’s fair value being
lower than our carrying value. The Wood Flooringreent’s fair value was determined using a combamadf discounted cash flows, values
implicit in precedent business combinations of Emiompanies in the building products industry atatk market multiples of publicly-
traded flooring companies. The fair value was niggbt affected by lower operating profits and célslwvs than were assumed at the time of
the acquisition in 1998. The shortfalls were caused combination of lower sales plus higher mactufiing costs. Under previous
accounting rules, no goodwill impairment would h#seen recorded at January 1, 2002.

In the fourth quarter of 2003, we completed ourimtassessment of goodwill as required by FAS IPdetermined there was no
impairment.

The following table represents the changes in gdlbdince December 31, 2001.

. - January 1, 200: Impairments December 31, 200
(amounts in millions)
Goodwill by segment Adjustments, net®
Resilient Flooring $ 82.¢ $ 6.4 $ 89.2
Wood Flooring 717.2 (139 $ (590.0 113.¢
Building Products 10.1 1.8 — 11.¢
Cabinets 12.€ — — 12.€
Total consolidated goodwi $ 822.¢ $ 5.2 $ (590.0 $ 227.€

@  Primarily consists of the effects of foreign excpamnd resolution of pre-acquisition tax and ottwettingencies.

The following table represents the changes in gdlbdince December 31, 2002.

. - January 1, 200: Impairments December 31, 200
(amounts in millions)
Goodwill by segment Adjustments, net®
Resilient Flooring $ 89.2 $ 176 $ — $ 107.1
Wood Flooring 113.¢ (3.9 110.¢
Building Products 11.¢ 2.1 14.C
Cabinets 12.€ 12.€
Total consolidated goodwi $ 227.¢ $ 16.5 $ — $ 244.1

@  Primarily consists of the effects of foreign exchamnd resolution of pre-acquisition tax contingesc

As of January 1, 2002, we had unamortized idebiéigntangible assets of $94.1 million. It was deti@ed that the fair value of one of Wood
Flooring’s trademarks was lower than its carryiafue. The fair value of the trademark was estimagdg a discounted cash flow
methodology. Accordingly, a non-cash transitiongbairment charge of $6.0 million ($3.8 million, rdttax) was calculated and is presented
in the income statement as a cumulative effectasfemge in accounting principle as of January 0220
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The following table details amounts related to iotengible assets as of December 31, 2003.

December 31, 2003 December 31, 2002
Accumulated Accumulated

Gross Carrying Amortization Gross Carrying Amortization
(amounts in millions) Amount Amount
Amortized intangible asse
Computer softwar $ 1041 3 571 % 100.¢  $ 44.7
Land use rights and oth 4.4 0.¢ 4.4 0.8
Total $ 108.t $ 58.¢€ $ 105.( $ 45.5
Unamortized intangible asse¢
Trademarks and brand nan 29.1 29.1
Total intangible asse $ 137.¢ $ 134.1
Aggregate Amortization Expen:
For the year ended December $ 15.5 $ 14.¢

Amortization charges for computer software are mheiteed on a straight-line basis at rates calcultdgatovide for the retirement of assets at
the end of their useful lives, generally 3 to 7rgea

The annual amortization expense expected for thesy#004 through 2008 is as follows:

2004 $14.¢
2005 13.2
2006 8.7
2007 3.7
2008 3.4

Comparison to prior yedi\s Adjusted

The following table presents prior year reportedants adjusted to eliminate the effect of gooduauiltl certain identifiable intangible asset
amortization in accordance with FAS 142.

(in millions except per share amounts) December 31,
2003 2002 2001

Reported net income (los $(39.9) $(2,142.) $ 92.¢
Add back: Goodwill amortizatio — — 22.¢
Add back: Trademark and brand names amortiz: — — 0.8
Adjusted net income (los $(39.9) $(2,142.9) $116.
Basic net earnings (loss) per shi

Reported net income (los $0.97) $ (52.9) $ 2.2¢

Goodwill amortizatior — — 0.5€

Trademark and brand names amortiza — — 0.0z

Adjusted net income (los $0.97 $ (52.97) $ 2.87

Diluted net earnings (loss) per she

Reported net income (los $0.97) $ (52.9) $ 2.27
Goodwill amortizatior — — 0.5¢
Trademark and brand names amortiza — — 0.0z
Adjusted net income (los $0.97 $ (52.97) $ 2.8t
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NOTE 13. OTHER NOI-CURRENT ASSETS

(amounts in millions) 2003 2002

Cash surrender value of company owned life insw@gudicies $ 621 $ 58.¢
Long term notes receivahb 27.¢ 22.4
Other 21.2 24.¢
Total other no-current asset $111.2 $106.1

NOTE 14. ACCOUNTS PAYABLE AND ACCRUED EXPENSE

(amounts in millions) 2003 2002

Payables, trade and ott $221.¢ $206.¢
Employment cost 41.¢ 65.¢
Reorganization and severance expe! 3.4 1.8
Other 87.1 77.%
Total accounts payable and accrued expe $354.2 $351.¢

Certain other accounts payable and accrued expbasedeen categorized as liabilities subject topromise (see Note 4).

NOTE 15. RESTRUCTURING AND OTHER ACTION

Restructuring charges of $1.7 million were recoritetthe fourth quarter of 2003. $1.2 million reldi® severance and retirement benefits for
employees in Textiles and Sports Flooring ($1.0iom) and Resilient Flooring ($0.2 million) segmgnas part of the restructuring plan to
consolidate certain functions in the European flopbusiness. Of the $1.2 million, $0.3 million repented a non-cash charge for retirement
benefits, which is accounted for as a reductiothefprepaid pension asset. $0.3 million of the ghaelated to the closing of a Wood Flool
manufacturing location in Warren, Arkansas. Appnaxiely 120 employees were impacted by this plargure. The remaining $0.2 million

of the charge related to the closing of a Resili#abring plant in Baroda, India. Approximately @ployees were impacted by this plant
closure. In addition, $0.4 of the remaining accsfedm the 2003 charges in the Textiles and Sgdasring ($0.3 million) and Resilient
Flooring ($0.1 million) segments was reversed, casig certain severance accruals that were noglongcessary.

In July 2003, we announced our plans to close thed\Flooring manufacturing location in Port Gibsbhhssissippi, effective September
2003, due to excess production capacity. The ptamubas been transferred to another Wood Floddoation, resulting in a net reduction
approximately 145 positions. A $0.5 million resturing charge was recorded for severance benbfieddition, a charge of $15.1 million,
related to accelerated depreciation, was recomiétki third quarter of 2003 as a component of abgbods sold. Further analysis of the
remaining fair value of certain fixed assets infingrth quarter of 2003 lead to an additional cleaigcost of goods sold of $0.8 million.

A $3.7 million restructuring charge was recordethia third quarter of 2003. The charge related arilpto severance benefits for
approximately 72 employees in a Textiles and Sgeldsring plant in The Netherlands, as part ofdbetinuing 2002 restructuring plan to
consolidate certain functions in the European flapbusiness. Separately, $0.8 million of the renma reserve related to a noncancelable
operating lease in the U.K. was reversed in theldceted Corporate segment as a result of reackgngement with outside parties on future
rent increases and disputed rent payments by assd#. $0.2 million of the remaining accruals fthensecond quarter 2003 and second
guarter 2002 charges in the Resilient Flooring segwas also reversed, comprising certain severacareals that were no longer necessary.
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A $1.3 million restructuring charge was recordethia second quarter of 2003. The charge relatedapily to severance benefits for
approximately 11 employees in the Textiles and 8geliooring ($0.7 million) and Resilient Floorin§0(6 million) segments, as part of the
continuing restructuring plan to consolidate cerfainctions in the European flooring business.ddion, $0.4 million of the remaining
accrual from the second quarter 2002 charge ifRRtrglient Flooring segment was reversed, compris@rtpin severance accruals that were
no longer necessary.

A $3.2 million restructuring charge was recordethia first quarter of 2003. The charge relatecetesance benefits for approximately 52
employees in the Textiles and Sports Flooring ($2ilBon) and Resilient Flooring ($0.9 million) segnts, as part of the restructuring plan to
consolidate certain functions in the European flapbusiness.

In the fourth quarter of 2002 and in the third geaof 2002, $0.2 million and $0.6 million, respeety, of the remaining accrual related to
first quarter 2002 and fourth quarter 2001 chargele Textiles and Sports Flooring segment wasnsad, comprising certain severance
accruals that were no longer necessary.

A $2.2 million restructuring charge was recordethia second quarter of 2002. The charge primagibted to severance benefits for
approximately 120 employees in the European Resiiooring business due to a slow European ecorammya consolidation of worldwide
research and development activities. Of the $2IRomj $0.4 million represented a non-cash chamyeehhanced retirement benefits, which is
accounted for as an increase to pension bendditifies.

A $0.5 million restructuring charge was recordethia first quarter of 2002. The charge relatedetesance benefits for 11 employees in the
Textiles and Sports Flooring segment to refledfis@needs for current business conditions andinaed efforts initiated in the fourth
quarter of 2001.

The following table summarizes activity in the rganization and restructuring accruals for the filse months of 2003 and 2002. The net
amount of charges and reversals in the table dotesgnee to the income statement due to non-casfges for enhanced retirement benefits
that did not affect the restructuring accrual actsu

S Beginning Cash Charges Ending
(amounts in millions) Balance Payments Reversals Other Balance
2003 $ 91 $ B87 $101 $ (1.8 $13 $10C
2002 8.9 (2.1) 2.2 (0.9) 0.8 9.1

The amount in “other” for 2003 and 2002 is primariélated to foreign currency translation.

Substantially all of the remaining balance of testructuring accrual as of December 31, 2003 lata noncancelable-operating lease,
which extends through 2017, and severance for teted employees with extended payouts, the majofityhich will be paid by the second
quarter of 2004.
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NOTE 16. INCOME TAXES

The tax effects of principal temporary differenbesween the carrying amounts of assets and ligsiliind 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, state and foreign net operatirsg loarryforwards and other basis adjustments
for which we have provided a valuation allowanc&222.4 million. The $2.3 million of U.S. foreigax credits will expire in 2005. We have
$1,351.6 million of state net operating loss cammyfards with expirations between 2004 and 2023,%2&8.1 million of foreign net operating
loss carryforwards, which will be carried forwardlefinitely. The valuation allowance decreased @yl $nillion in 2003 primarily due to the
expiration of the state net operating loss carmyéods offset by additional foreign net operatingsies.

Deferred income tax assets (liabilities) (amountsimillions) 2003 2002
Postretirement and postemployment ben: $ 91.C $ 884
Chapter 11 reorganization costs and restructuristgs 16.4 17.€
Asbesto-related liabilities 1,153.¢ 1,153.
Foreign tax credit carryforwal 2.3 4.9
Net operating losse 211.2 205.k
Other 135.¢ 96.5

Total deferred tax asse 1,610.. 1,566.

Valuation allowanct (222.2)  (228.9)

Net deferred tax asse 1,387.¢ 1,337.¢
Accumulated depreciatic (200.6)  (175.9
Pension credi (144.7  (138.9
Insurance for asbes*related liabilities (33.9) (66.5)
Tax on unremitted earniny (27.0) (27.0
Other (73.9) (66.8)

Total deferred income tax liabilitie (478.6) (474.2)

Net deferred income tax ass $ 909.2 $ 863.7

Deferred income taxes have been classified in thres@lidated Balance Sheet

Deferred income tax ass— current $ 192 $ 14.7
Deferred income tax ass— nor-current 988.: 869.7
Deferred income tax liabilit— current 3.3 —

Deferred income tax liabilit— nor-current (95.0 (20.7)
Net deferred income tax assets (liabiliti $ 909.2 $ 863.i
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Details of taxes (amounts in millions) 2003 2002 2001

Earnings (loss) from continuing operations befomme taxes

Domestic $(53.9 $(2,398.() $117.1
Foreign 17.€ 21.2 14.1
Eliminations 4.7 — (15.5)
Total $(41.0) $(2,376.) $115.7

Income tax provision (benefit

Current:
Federal $251 $ 35z $ 5.C
Foreign 20.¢ 10.€ 13.2
State 3.9 14 (0.€)
Total curreni 49.¢ 47.2 17.€
Deferred:
Federal (41.5) (874.7) 33.c
Foreign 9.3 (1.6 (8.4
State (0.7) 0.7 —
Total deferrec (51.5) (875.0) 24.¢
Total income taxes (benef $ (1.7 $ (827.f $ 42t

At December 31, 2003, unremitted earnings of sudnses outside the U.S. were $294.9 million (at &aber 31, 2003 balance sheet foreign
exchange rates). We expect to repatriate $77.@omidif earnings for which $27.0 million of U.S. &xwere provided in 2000. No U.S. taxes
have been provided on the remaining unremittedilegsras we intend to invest these earnings perntignéfrsuch earnings were to be
remitted without offsetting tax credits in the U.®ithholding taxes would be $7.5 million. The 20@802 and 2001 tax provisions reflect the
reversal of certain state and foreign tax and adlceruals no longer required due to the compleaifdax audits and/or expiration of statute:
limitation partially offset by certain nondeducgtéxpenses.

Reconciliation to U.S. statutory tax rate (amountsn millions) 2003 2002 2001

Continuing operations tax (benefit) at statutog $(14.4) $(831.¢) $40.t
State income taxes, net of federal ber 04 1.7 (1.9
Foreign losse 7.8 7.2 1.1
Tax on foreign and forei¢-source incom 4.9 (159 (8.9
Goodwill amortizatior — — 6.7
Permanent book/tax differenc 9.3 10.¢ 5.6
Other items, ne 0.1 03 (1.4
Tax expense (benefit) at effective r $ (1.7) $(827.¢) $42.k

Other taxes (amounts in millions) 2003 2002 2001
Payroll taxes $79.1 $77.2 $74.2
Property, franchise and capital stock ta 15.¢ 12 16.2
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NOTE 17. DEBT
(See Note 4 regarding treatment of prepetition.jlebt

Average Average
year-end year-end
(amounts in millions) 2003 interest rate 2002 interest rate
Borrowings under lines of crec $ 450.( 7.18% $ 450.C 7.1¢%
Commercial pape 50.C 6.75% 50.C 6.75%
Foreign bank: 3.6 3.62% 12.: 4.58%
Bank loans due 20--2015 34.1 5.65% 30.€ 5.95%
9.00% mediur-term notes due 20 (25 9.00(% 7.5 9.00(%
6.35% senior notes due 20 200.( 6.35% 200.( 6.35%
6.50% senior notes due 20 150.( 6.5(% 150.( 6.5(%
9.75% debentures due 20 125.( 9.7t% 125.( 9.7t%
7.45% senior notes due 20 200.( 7.45% 200.( 7.45%
7.45% senior quarterly interest bonds due 2 180.( 7.45% 180.( 7.45%
Industrial development boni 21.C 3.85% 21.C 4.0(%
Capital lease obligatior 3.2 7.65% 5.€ 7.65%
Other 15.5 8.5€% 27.€ 10.65%
Subtotal 1,440.: 7.2(% 1,459.¢ 7.2%
Less debt subject to comprom 1,388.¢ 7.2% 1,400. 7.35%
Less current portion and sh-term deb: 12.1 5.13% 19.C 5.14%
Total lon¢-term debt, less current porti $ 39. 47% $ 39.C 5.1(%

Approximately $37.0 million of the $51.5 million ttal debt not subject to compromise outstandmgfdDecember 31, 2003 was secured
with buildings and other assets. Approximately 838illion of the $58.9 million of total debt notlgject to compromise outstanding as of
December 31, 2002 was secured with buildings aheratssets.

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

2004 $8.2
2005 8.6
2006 6.7
2007 $2.5
2008 21

Debt from the table above included in liabilitiebgect to compromise consisted of the followindpatember 31, 2003 and 2002.

(amounts in millions) 2003 2002
Borrowings under lines of crec $ 450.C $ 450.
Commercial pape 50.C 50.C
9.00% mediur-term notes due 20(C 3 7.5
6.35% senior notes due 20 200.C 200.C
6.50% senior notes due 20 150.C 150.(
9.75% debentures due 20 125.C 125.C
7.45% senior notes due 20 200.C 200.(
7.45% senior quarterly interest bonds due 2 180.C 180.C
Industrial development bon 11.C 11.C
Other 15.1 27.2

Total debt subject to compromi $1,388.¢ $1,400.°
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On November 1, 2002, the Bankruptcy Court annouiitdeald approved AWI's motion to reduce the amanfrits DIP Facility from $200
million to $75 million, eliminate the revolving afi& borrowing feature, retain the letter of cradguance facility and extend the maturity date
to December 8, 2003. On September 29, 2003, thkrBpity Court announced it had approved AWI's motio extend the maturity date
from December 8, 2003, to December 8, 2004, o7 million DIP Credit Facility that is limited tgsuances of letters of credit. Obligations
under the DIP Facility to reimburse drawings untierletters of credit constitute a super-prioritiyrénistrative expense claim in the Chapter
11 Case. As of December 31, 2003 and 2002, AW ldpgaoximately $22.8 million and $28.7 million, restively, in letters of credit that
were issued under the DIP Facility.

Other debt includes a $6.5 million zero-coupon rihte in 2013 that was fully accreted to its fackea@f $18.6 million during 2000 due to
the Chapter 11 Filing. This zero-coupon note wadssquently reduced by $12.1 million in December32@@e to an agreement reached
between AWI and the holder of the note as to thamchmount.

In addition, certain foreign subsidiaries have agpnately $36.3 million of unused short-term lird<credit available from banks. The credit
lines are subject to immaterial annual commitmensf

NOTE 18. PENSION AND OTHER BENEFIT PROGRANM

We have defined benefit pension plans and postraént medical and insurance benefit plans coveligible employees worldwide. We
also have defined-contribution pension plans famjilgle employees. Benefits from defined benefitgen plans, which cover substantially all
employees worldwide, are based primarily on an eyg#’'s compensation and years of service. We fumgbension plans as and when
required. We fund postretirement benefits on agsyou-go basis, with the retiree paying a portibthe cost for health care benefits by
means of deductibles and contributions. We annaliirc&989 and 1990 a 15-year phase-out of heatthlmanefits for certain future retirees.
These future retirees include parent company namuamployees and some union employees.

Medicare Act

On December 8, 2003, the Medicare Prescription Dagrovement and Modernization Act of 2003 (“Thet’ became law in the United
States. The Act expands Medicare, primarily by agdi prescription drug benefit for Medicare-eligiplarticipants starting in 2006. The Act
provides employers currently sponsoring prescniptioug programs for Medicamdigible participants with a range of options fooecdinating
with the new government-sponsored program. Theserapinclude supplementing the government progoam secondary payor basis or
accepting a direct subsidy from the governmenufipsrt a portion of the cost of the employer’s peog.

Pursuant to guidance from the FASB, we have chusdefer recognition of the potential effects af #hct in these 2003 disclosures.
Therefore, the retiree health obligations and ceeisrted in the financial statements do not yé¢ceany potential impact of the Act. FASB
guidance, when issued, is likely to require the pany to change previously reported information.

We will review our retiree health care strategyigit of the Act. In 2003, we paid approximately i®lion for prescription drug coverage f
our Medicare-eligible retirees. We anticipate thait retiree health costs could be reduced in thedu
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UNITED STATES PLANS

The following tables summarize the balance shepaanof the pension and postretirement benefitgplas well as the related benefit
obligations, assets, funded status and rate aseamapThe pension benefits disclosures include HwRetirement Income Plan (RIP) and
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.

We use a December 31 measurement date for oudefi&ed benefit plans.

U.S. defined-benefit plans (amounts in millions)

Change in benefit obligatiol
Benefit obligation as of January
Service cos

Interest cos

Plan participan’ contributions
Plan amendmen

Actuarial loss

Benefits paic

Benefit obligation as of December

Change in plan asse

Fair value of plan assets as of Janua
Actual return on plan asse- gain/(loss)
Employer contributiot

Plan participan’ contributions
Benefits paic

Fair value of plan assets as of Decembe
Funded status of the pla

Unrecognized net actuarial loss (ge
Unrecognized prior service cc

Net asset/(liability) recognize

U.S. defined-benefit plans

Weightec-average assumptions used to determine benefitadiolits at December 3

Discount rate
Rate of compensation incree

Weighted-average assumptions used to determingeniedic benefit cost for years ended

December 31
Discount rate
Expected return on plan ass
Rate of compensation incree

Retiree Health and Life
Pension Benefits Insurance Benefits

2003 2002 2003

$1,423.c $1,324.. $ 458.:
21 17: 3.4
916 891 262
— — 4.6
20.2 0.7 (60.0)

1112  83EF 38
(97.6 (915 (33.9)

$1,570.¢ $1,423.« $ 436.¢

$1,603.¢ $1,735.¢
3737 (43.9
3.2 3.0% 29
— — 4.6
(97.6 (915 (33.9)

$1,882.¢ $1,603.¢ $ 0.C

$ 312.1$ 180.2 $(436.6)
(18 100.C 240.
1342 131.¢ (459

$ 4276 $ 413.0 $(242.9)

2002

$ 386.€
5.6

28.1

4.C
(0.5)
64.F
(30.1)

$ 458.2

$ 26.1
4.
(30.1)

$ 0.C
$(458.2)
215.(
9.1

$(234.9)

Retiree Health and Life

Pension Benefits Insurance Benefits
2003 2002 2003 2002
6.0(% 6.5(% 6.0(% 6.5(%
4.00% 4.00%4.0(% 4.00%
6.5(% 7.0(%6.5(% 7.0(%
8.0(% 8.7%% nle n/e
4.00% 4.00%4.0(% 4.00%
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Investment Policies

The RIP’s primary investment objective is to in@edhe ratio of RIP assets to liabilities by maximgj the long-term return on investments
while minimizing the likelihood of cash contributis over the next 5-10 years. This is to be achidye@) investing primarily in publicly-
traded equities, (b) limiting return volatility lwiversifying investments among additional asseis#a with differing expected rates of return
and return correlations, and (c) investing a partdRIP assets in a bond portfolio whose duraisamughly equal to the duration of RIP
liabilities. Derivatives may be used either to ismpkent investment positions efficiently or to hedgk but not to create investment leverage.

Each asset class utilized by the RIP has a target®et allocation. The table below shows the atleeation target and the December 31,
2003 and 2002 position for each asset class:

Target Weight at Position at December 31,

December 31, 20C
Asset Class 2003 2002
Domestic equity 41% 43% 40%
International equit 22% 25% 21%
High yield bonds 5% 6% 6%
Long duration bond 25% 22% 27%
Real estat: 7% 1% 1%
Other fixed income 0% 3% 5%

Domestic equity includes AHI common stock in theoamts of $1.6 million (0.08% of total RIP assetsdl $0.5 million (0.03% of total RIP
assets) at December 31, 2003 and 2002, respectively

Basis of Ratevf-Return Assumption

Long-term asset class return forecasts were olitdinen several investment firms. The forecasts veseraged to come up with consensus
passive return forecasts for each asset classa&amental component was added for the expectathrfom active management based both
on the RIP’s experience and on historical infororathbtained from the RIP’s investment consultafitese forecast gross returns were
reduced by estimated management fees and expgredds)g a long-term return forecast of 8.00% pemwm.

Amounts recognized in the consolidated balancetstoemsist of:

Retiree Health and Life

Pension Benefits Insurance Benefits
(amounts in millions) 2003 2002 2003 2002
Prepaid benefit cos $445.¢ $428.¢
Accrued benefit liability (38.9) (33.9%(242.9 $(234.7)
Intangible asse 0.8 1.0 — —
Other comprehensive incor 19.5 164 — —
Net asset/(liability) recognize $427.¢ $413.C $(242.7) $(234.))

The accumulated benefit obligation for the U.Sirded benefit pension plans was $1,464.1 million $h@64.9 million at December 31, 2(
and 2002, respectively.

Pension Benefits

U.S. pension plans with benefit obligations in exss of assets (millions) 2003 2002
Projected benefit obligation, December $43.4 $35.5
Accrued benefit obligation, December 38.: 33.2

Fair value of plan assets, Decembel — —

The above table relates to the Retirement Bengfiitiz Plan, which is a nonqualified, unfunded ptiesigned to provide pension benefits in
excess of the limits defined under Sections 4154xida)(17) of the Internal Revenue Code.
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The components of pension credit are as follows:

Pension Benefits

U.S. defined-benefit plans (amounts in millions) 2003 2002 2001

Service cost of benefits earned during the $ 216 $ 17z $ 14.¢
Interest cost on projected benefit obligat 91.¢ 89.1 93.C
Expected return on plan ass (144.5) (154.9) (164.9
Amortization of transition ass — (2.3 (6.2
Amortization of prior service co 17.¢ 17.€ 17.5
Amortization of net actuarial loss/(gai 1.4 (6.€) (11.¢
Net periodic pension crec $ (116 $ (39.2) $ (56.9

The components of postretirement benefits cosasifellows:

Retiree Health and
Life Insurance Benefits

U.S. defined-benefit plans (amounts in millions) 2003 2002 2001
Service cost of benefits earned during the $34 $5€ $3€
Interest cost on accumulated postretirement beaokligation 26.2 28.1 20.z
Amortization of prior service cost (benef (5.2 0.2 0.3
Amortization of net actuarial los 12.2 11.2 21
Net periodic postretirement benefit ¢ $36.6  $45.1 $26.2

For measurement purposes, an average rate of 18d&lancrease 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@mifgdfect on the amounts reported for the
health care plans. A one-percentage-point changesnmed health care cost trend rates would haveltbwing effects:

One percentage point

U.S. retiree health and life insurance benefit plas (amounts in millions) Increase Decrease
Effect on total of service and interest cost congous $ 1¢ $ (1.7
Effect on postretirement benefit obligati 25.4 (22.2)

We expect to contribute $3.5 million to our U.Sfided benefit pension plans and $29.4 million to OLS. other postretirement benefit plans
in 2004.
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NON-U.S. PLANS

We have defined benefit pension plans covering eygas in a number of foreign countries that utiigeumptions which are consistent with,
but not identical to, those of the U.S. plans. Tdilowing tables summarize the balance sheet imp&fidreign pension benefit plans, as well

as the related benefit obligations, assets, fustltds and rate assumptions.

Non-U.S. defined-benefit plans (amounts in millions

Change in benefit obligatiol

Benefit obligation as of January
Service cos

Interest cos

Plan participan’ contributions

Plan amendmen

Effect of settlements and curtailme!
Foreign currency translation adjustm
Actuarial loss (gain

Benefits paic

Benefit obligation as of December

Change in plan asse

Fair value of plan assets as of Janua
Actual return on plan assets gain/(lc
Employer contribution

Plan participan’ contributions
Foreign currency translation adjustm
Benefits paic

Fair value of plan assets as of Decembe
Funded status of the pla

Unrecognized net actuarial lo
Unrecognized transition obligatic
Unrecognized prior service (benefit) ¢

Net liability recognizec

Amounts recognized in the consolidated balancetstoemsist of

(amounts in millions)

Prepaid benefit co:
Accrued benefit liability
Intangible asse

Other comprehensive incor

Net liability recognizec

Non-U.S. pension plans with benefit obligations iexcess of assets (millions)

Projected benefit obligation, December
Accrued benefit obligation, December
Fair value of plan assets, Decembel

81

Pension Benefits

2003 2002
$340.1 $283.
8.2 8.1
19.4 15.¢
2.8 2.3
(5.7 0.1
(0.9) 0.1
57.1 44.%
2.4 4.C
(19.6) (18.9)
$403.& $340.]
$153.7 $156:¢
19.4 (20.9
19.4 15.1
2.8 2.3
24.7 18.7
(19.6) (18.9)
$200.£ $153.
$(203.9)  $(186.9
53.C 53.4
(0.7) 0.2
(0.5) 5.8
$(151.0  $(126.9

Pension Benefits

2003 2002
$ 92 $ 6.2
(178.)  (152.6)
3.5 3.9
14.2 15.E
$(151.0  $(126.9

Pension Benefits

2003

$335.(
300.¢
131.2

2002

$340.1
300.2
153.7
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The components of pension cost are as follows:

Non-U.S. defined-benefit plans (amounts in millions 2003 2002 2001

Service cost of benefits earned during the $ 82 $ 81 % 7¢
Interest cost on projected benefit obligat 19.4 15¢ 154
Expected return on plan ass (12.9 (@112 (1.0
Amortization of transition obligatio 0.2 0.1 0.4
Amortization of prior service co: 0.€ 0.€ 0.2
Amortization of net actuarial lo¢ 0.t 0.2 —

Net periodic pension co $16.2 $13.7 $12.¢

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

Pension
Benefits
Non-U.S. defined-benefit plans 2003 2002
Weightec-average assumptions used to determine benefitadioligs at December 3
Discount rate 5.4(% 5.5(%
Rate of compensation incree 3.4(% 3.4(%
Weightec-average assumptions used to determine net pebediefit cost for years ended December
Discount rate 5.5(% 5.5(%
Expected return on plan ass 6.4(% 6.4(%
Rate of compensation incree 3.4(% 3.7(%

Costs for other defined contribution benefit plansl multiemployer pension plans were $11.3 millm2003, $9.9 million in 2002, and $1:
million in 2001.

NOTE 19. FINANCIAL INSTRUMENTS
We do not hold or issue financial instruments fading purposes. The estimated fair values of imantial instruments are as follows:

2003 2002

Carrying Estimated Carrying Estimated
(millions at December 31) amount fair value amount fair value

Assets/(Liabilities)

Debt subject to compromit $(1,388.0 $ (752.2) $(1,400.) $ (600.2)
Long-term debt, including current portic (47.€) (47.€) (46.€) (46.€)
Foreign currency contract obligatio (1.0 (1.0 (4.6) (4.6)
Natural gas contrac S 3.5 3.8 3.8

The carrying amounts of cash and cash equivalegdsjvables, accounts payable and accrued expestsesterm debt and current
installments of long-term debt approximate fairnebecause of the short-term maturity of theseunsnts. The fair value estimates of long-
term debt were based upon quotes from major fimduntstitutions taking into consideration curreates offered to us for debt of the same
remaining maturities. The fair value estimatesooéign currency contract obligations are estimétech national exchange quotes. The fair
value estimates of natural gas contracts are efgihigy obtaining quotes from major financial ingiitns and energy companies.
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We utilize lines of credit and other commercial epittents in order to ensure that adequate funda\a#able to meet operating
requirements. On December 31, 2003, our foreigsididries had available lines of credit totalind®million, of which $9.6 million was
used, leaving $36.3 million of unused lines of d@réat borrowing on December 31, 2003.

On December 31, 2003, we had outstanding lettecsedfit totaling $62.6 million, of which $22.8 niilh was issued under the DIP Facility.
The DIP Facility had $52.2 million that remained#able for issuance of letters of credit as of ®@aber 31, 2003. Letters of credit are iss
to third party suppliers, insurance and finanaiatitutions and can only be drawn upon in the eeéour failure to pay our obligations to the
beneficiary. Letters of credit are currently arradghrough AWI's DIP Facility, lead managed by JBriyan Chase. Certain letters of credit
arranged with Wachovia Bank prior to the Filing emoutstanding.

NOTE 20. DERIVATIVE FINANCIAL INSTRUMENTS

We are exposed to market risk from changes indoreurrency exchange rates, interest rates and odlityrprices that could impact our
results of operations and financial condition. Vée swap, forward and option contracts to hedgeenayrand commodity exposures. We
regularly monitor developments in the capital m#slkand only enter into currency and swap transastwith established counter-parties
having investment grade ratings. Exposure to idial counterparties is controlled, and thus we ic@nghe risk of counterparty default to be
negligible. Swap, forward and option contractsartered into for periods consistent with underly@éxgosure and do not constitute positions
independent of those exposures. We use derivatisadial instruments as risk management tools andon speculative trading purposes. In
addition, derivative financial instruments are eateinto with a diversified group of major finanidiastitutions and energy companies in or

to manage our exposure to potential nonperformancgich instruments.

Interest Rate Risk Due to AWI's Chapter 11 Filing, all affected detss classified as liabilities subject to comprarasd there were no
open interest rate derivatives as of December @13 2nd 2002.

Currency Rate Risk We manufacture and sell our products in a nurabeountries throughout the world and, as a resuét,exposed to
movements in foreign currency exchange rates. laoge extent, our global manufacturing and salesige a natural hedge of foreign
currency exchange rate movement, as foreign cuyrexggenses generally offset foreign currency reesnit December 31, 2003, our major
foreign currency exposures are to the Euro, thea@ian dollar and the British pound.

We use foreign currency forward exchange contracteduce our exposure to the risk that the evénttacash inflows and outflows,

resulting from the sale of product to foreign cuséos and purchases from foreign suppliers, wikhtheersely affected by changes in exche
rates. These derivative instruments are used fecésted transactions and are classified as aasth#dges. These transactions allow us to
further reduce our overall exposure to exchangemaivements, since the gains and losses on thatads offset losses and gains on the
transactions being hedged. Gains and losses oa itttsuments are deferred in other comprehens@nie until the underlying transaction

is recognized in earnings. The net fair value efthinstruments at December 31, 2003 was an dskk6amillion, all of which is expected

be taken to earnings in the next twelve months. &draings impact is reported in either net salest of goods sold or other expense to match
the underlying transaction being hedged. The egsnimpact of these hedges was a $1.2 million gaimd 2003.

We also use foreign currency forward exchange acot#rto hedge exposures created by cross-curreteydompany 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 twgrcts are also recorded in other income.
The fair value of these instruments at DecembeRB@3 was a $2.6 million liability, all of which expected to be taken to earnings in the
next twelve months. During 2003, the net earninggaict of these hedges was a loss of $0.1 milleecgnded in other income, which was
comprised of a loss of approximately $32.2 millfoom the foreign currency forward exchange contractbstantially
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offset by the 2003 translation adjustment of appnaxely $32.1 million for the underlying inter-coamy loans.

Commodity Price Risk We purchase natural gas for use in the manufadiuceiling tiles and other products and to heatyrof our

facilities. As a result, we are exposed to moves@nthe price of natural gas. We have a policgnofimizing cost volatility by purchasing
natural gas forward contracts, purchased call aptiand zero-cash collars. These instruments aigriged as cash flow hedges. The mark-
to-market gain or loss on qualifying hedges isudeld in other comprehensive income to the extdatife, and reclassified into cost of
goods sold in the period during which the undedyimoducts are sold. The mark-to-market gains ssde on ineffective portions of hedges
are recognized in cost of goods sold immediatehe fair value of these instruments at DecembeRB23 was a $3.5 million asset, of which
$3.1 million is expected to be taken to earningtheénext twelve months. The earnings impact ofjeedhat matured during 2003, recorded
in cost of goods sold, was $7.8 million of incoribe earnings impact of the ineffective portiontedéte hedges was not material during 2003.

NOTE 21. GUARANTEES

As of December 31, 2003, we maintained agreemeititstine lending institutions of two of our distritaus. Under these agreements, if a
distributor were to default on its borrowings ahd tender foreclosed on the assets, the bank cetuch a large part of any of our products
still at the distributor (subject to certain qugakitnd roll size minimums) for a refund of origimaist. One agreement expired February 2004
and the remaining agreement will expire in Septarab@4. At December 31, 2003, the amount of invgnbeld at the remaining distributor
was approximately $3.8 million. No claim has beeadmunder any of these agreements and we do napate any such claims in the futL
As such, no liability has been recorded for thege@ments.

In disposing of assets through mid 2000, AWI antesubsidiaries had entered into contracts th&ided various indemnity provisions,
covering such matters as taxes, environmentalitielsiand asbestos and other litigation. Somée$é contracts had exposure limits, but
many did not. Due to the nature of the indemnititsis, not possible to estimate the potential maximexposure under these contracts. As a
debtor-in-possession, for those contracts thastitexecutory where AWI was the sole guarantdiylfanticipates rejecting those contracts.
Parties that timely file claims with respect tolswontracts will have such claims addressed in AM@hapter 11 Case. AWI cannot estimate
the value of any potential claims that will ultireBt be allowed by the Bankruptcy Court. See Iteredarding Proceedings under Chapter 11.

Subsidiaries that are not part of the Chapter lifig-also entered into certain contracts that ideblivarious indemnity provisions similar to
those described above. Since these subsidiariesapart of the Chapter 11 Filing, these contraot#tinue to be in effect. Some of these
contracts had exposure limits, but many did noe Buthe nature of the indemnities, it is not ploiesio estimate the potential maximum
exposure under all these contracts. For contramteruvhich an indemnity claim has been receivdibeity of $1.4 million has been
recorded as of December 31, 2003. See Item 3 riegadigation for additional information.

In September 1999, we sold our Textiles Productsaimns. As part of the divestiture agreementiraresferred certain liabilities and assets
to the purchaser to cover pension payments eam#étehwork force as of the sale date. We also raisdthe purchaser for such pension
payments that are not covered by the pension assetddition, we agreed to reimburse the purchisehe tax impact of our reimbursement
of the pension payments. This agreement has ndntation date. As of December 31, 2003, we maintha&1.4 million liability for this
guarantee and the maximum payments could be appately $3.3 million, excluding any amounts paidtéx reimbursement.

See Notes 4 and 24 for a discussion of the ESQPdoarantee.
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NOTE 22. PRODUCT WARRANTIE!

We provide direct customer and end-user warrafiesur products. These warranties cover manufagjudefects that would prevent the
product from performing in line with its intendeddamarketed use. Generally, the terms of theseawtes range up to 25 years and provide
for the repair or replacement of the defective pmidWe collect and analyze warranty claims dath @wifocus on the historic amount of
claims, the products involved, the amount of timeneen the warranty claims and their respectivessaihd the amount of current sales. The
following table summarizes the activity for produwarranties for 2003 and 2002:

(amounts in millions) 2003 2002

Balance at beginning of ye $22.7 $19.2
Reductions for paymen (38.9 (38.5
Current year warranty accru 40.€ 41.¢
Preexisting warranty accrual chany 0.3 (1.2
Effects of foreign exchange translati 1.8 1.4
Balance at end of ye $25.¢ $22.7

NOTE 23. OTHER LONTERM LIABILITIES

(amounts in millions) 2003 2002
Long-term deferred compensation arrangem $41.1 $41EF
Environmental liabilities not subject to comprom 8.4 9.8
Other 31.7 31.4
Total other lon-term liabilities $81.2 $82.7

NOTE 24. RETIREMENT SAVINGS AND STOCK OWNERSHIP PNARSSOP!

In 1989, we established an Employee Stock OwneiBkip (‘ESOP”) that borrowed $270 million from barénd insurance companies,
repayable over 15 years and guaranteed by AWIEB@P used the proceeds to purchase 5,654,450 gli@esw series of convertible
preferred stock issued by Armstrong. In 1996, tBOP was merged with the Retirement Savings Plasdlaried employees (a defined-
contribution pension plan) to form the Retiremeati8gs and Stock Ownership Plan (“RSSOP”). On 3dly1996, the trustee of the ESOP
converted the preferred stock held by the trust agproximately 5.1 million shares of common statk one-for-one ratio.

The number of shares released for allocation tigiaaint 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, 2088 RSSOP allocated 2,374,000
shares to participants that remain outstandindigi@ants retired 2,049,000 shares, AHI contribiaadadditional 437,000 shares from its
treasury and the trustee purchased 243,000 sharthe @pen market to allocate to employees. Asafedinber 31, 2003, there were
approximately 1,912,000 shares in the RSSOP ththyétto be allocated to participants.

All RSSOP shares are considered outstanding foiiregs per share calculations. Historically, divideron allocated shares were credited to
employee accounts while dividends on unallocatedeshwere used to satisfy debt service payments.

We recorded costs for the RSSOP of $5.6 millio0A63, $4.5 million in 2002 and $3.5 million in 2Q@thich related to company cash
matching contributions.

See Note 32 for information regarding an audithef RSSOP by the U.S. Department of Labor.
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The RSSOP currently covers parent company nonwengployees, some parent company union employeesd\Rooring salaried
employees, and Cabinets salaried employees.

On November 22, 2000, AWI failed to repay $50 raillin commercial paper that was due. Subsequeh#yremaining 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 have not been made since June 2000.e¢5sikh of the Chapter 11 Filing, AWd'guarantee of these ESOP loan obligations of $.
million is now classified as a liability subject¢compromise.

NOTE 25. STOCI-BASED COMPENSATION PLANS

Awards under the 1993 Long-Term Stock Incentiven®14993 Plan”) were made in the form of stock op8, stock appreciation rights in
conjunction with stock options, performance regtdcshares and restricted stock awards. No addlteomards may be issued under the 1993
Plan.

During 1999, we adopted the 1999 Long-Term Incenflan (“1999 Plan”) which replaced the 1993 Pldre 1999 Plan provides for the
granting of incentive stock options, nonqualifi¢dck options, stock appreciation rights, perfornenestricted shares and restricted stock
awards. The 1999 Plan also incorporates stock anard cash incentive awards. No more than 3,25@B&fs of common stock may be
issued under the 1999 Plan, and no more than 30@0Mie shares may be awarded in the form of pmdioce restricted shares, restricted
stock awards or stock awards. The 1999 Plan daealloay awards to be granted after April 25, 20R82-1999 grants made under
predecessor plans will be governed under the gomgf those plans.

During 2000, we adopted the Stock Award Plan (“2BGn") to enable stock awards and restricted stoedkrds to officers, key employees
and non-employee directors. No more than 750,03ty 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 plarthe Board of Directors.

All of the three plans discussed above will be iaated upon the effective date of AWI's plan ofnggmnization.

Approximately 1,702,000 stock options were candedle a result of a restricted stock for stock aptirchange program offered to employ
in 2000. Employees other than the CEO holding stptions 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 whyevisted by August 2002. Expenses related toatent were $0.1 million in 2002 and
$0.7 million in 2001.
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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) 2003 2002 2001

Option shares at beginning of y¢ 2,508.¢ 2,682.¢ 2,777.
Options grante: — — 100.(
Option shares exercis: — — —
Options cancelle (1319 (173.9 (194.9
Option shares at end of ye 2,376.¢ 2,508.¢ 2,682.¢
Option shares exercisable at end of y 2,343.¢ 1,963.! 1,551.7
Shares available for gra 4,425.¢ 4,285.t 4,161.
Weighted average price per she
Options outstandin $ 30.62 $ 305 $ 30.3¢
Options exercisabl $ 31.01 34.5( 39.51
Options grante: N/A N/A 3.6C
Option shares exercisi N/A N/A N/A

The table below summarizes information about stqations outstanding at December 31, 2003.
(thousands except for life and share price)

Options outstanding Options exercisable
Weighted-
average
remaining Weighted- Weighted-
Number contractual average Number average
outstanding exercise exercisabl¢ exercise
Range of exercise prices at 12/31/03 life price at 12/31/0% price
$1.19- $18.00 300.( 6.9 $ 7.0t 266.1 $ 7.4¢
$18.01- $19.50 1,256.: 6.2 19.4¢ 1,256.: 19.4¢
$19.51- $49.00 274.¢ 1.8 45.2¢ 274.¢ 45.2¢
$49.01- $69.00 366.¢ 2.3 56.4¢ 366.¢ 56.4¢
$69.01- $84.00 179.2 3.9 73.1¢ 179.2 73.14
2,376.¢ 2,343.¢

Restricted stock awards can be used for the puspafsecruitment, special recognition and retentibkey employees. No award of restric
stock shares was granted in 2003. At the end o8 2B@re were 121,313 restricted shares of comnumk sutstanding with 1,026
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 cadfsefee plans been determined
consistent with SFAS No. 123, our net earningseardings per share would have been reduced tolbeving pro forma amounts.

(amounts in millions) 2003 2002 2001

Net earnings (loss

As reportec $(39.9) $(2,142.9) $92.¢

Pro forma $(39.9 (2,243) 90.€
Basic earnings (loss) per sha

As reportec $(0.97) (52.9) 2.2¢

Pro forma $(0.97) (52.97) 2.2¢
Diluted earnings (loss) per sha

As reportec $(0.97) (52.9)) 2.27

Pro forma $(0.97) (52.929) 2.2

The fair value of grants was estimated on the dbtgant using the Black-Scholes option pricing ®lodith the weighted-average
assumptions for 2001 presented in the table beltw.weighted-average fair value of stock optiorsggrd in 2001 was $1.21 per share.
There were no stock options granted in 2003 an@.200

2001
Risk-free interest rat 4.57%
Dividend yield 0%
Expected life 5 year:

Volatility 28%

NOTE 26. EMPLOYEE COMPENSATIOI

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 (amounts in millions) 2003 2002 2001

Wages and salarit $711.« $707.¢ $685.c
Payroll taxes 79.1 77.2 74.2
Pension expense (credits), | 15.¢ (15.¢) (32.0
Insurance and other benefit ca 112« 106.7 92.2
Stocl-based compensatic 0.2 0.S 2.7
Total $919.C $877.z $822:t

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

NOTE 27. LEASES

We rent certain real estate and equipment. Selearsés include options for renewal or purchasecanthin clauses for payment of real es
taxes and insurance. In most cases, managemerdtgtpat in the normal course of business, leadebewenewed or replaced by other
leases. As part of the Chapter 11 Case, AWI mustidevhether to assume, assume and assign, ot pegpetition unexpired leases and
other prepetition executory contracts. AWI has bgemted an extension through and including the datwhich an order confirming the P
is entered by the U.S. District Court for the Digtof Delaware to make these decisions with resgweprepetition unexpired leases of real

property.
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With respect to prepetition executory contracts amexpired leases not related to real estate, AA¥Iuntil confirmation of a reorganization
plan to make these decisions unless such timeoisested by the Bankruptcy Court. The accompanyimgnicial statements do not reflect any
adjustment related to assumption or rejection ohagreements.

Rental expense was $19.9 million in 2003, $20.%ionilin 2002 and $19.1 million in 2001. Future mimim payments at December 31, 2003,
by year and in the aggregate, having noncanceleé$e terms in excess of one year were as follows:

Capital Operating
Scheduled minimum lease payments (amounts in millis) Leases Leases
2004 $ 1.2 $ 15.7
2005 1.€ 12.C
2006 1.C 9.4
2007 0.7 5.8
2008 0.2 4.1
Thereafte 0.1 10.€
Total $ 4.¢ $ 57.¢

We have capital leases that have lease paymentsxiemd until 2018. Assets under capital leasesrmtuded in the consolidated balance
sheets as follows:

(amounts in millions) 2003 2002

Land $ 3.8 $38
Building 4.1 4.1
Machinery 25.¢ 25.2
Less accumulated amortizati (11.¢ (9.5
Net asset $22.1 $23.€

NOTE 28. SHAREHOLDER’ EQUITY
Treasury share changes for 2003, 2002 and 200dsdm@lows:

Years ended December 31 (thousands) 2003 2002 2001

Common share

Balance at beginning of ye 11,201.: 11,176.¢t 11,034..
Stock purchases and ott 8.7 247 145.:
Stock issuance activity, n — — (3.0
Balance at end of ye 11,210.( 11,201.. 11,176.¢

Stock purchases and other represent shares reagided stock-based compensation plan forfeiturdssaare tax withholding transactions.

The balance of each component of accumulated otimaprehensive income (loss) as of December 31, 2862002 is presented in the table
below.

(amounts in millions) 2003 2002

Foreign currency translation adjustme $61¢ $ 5.1
Derivative gain, ne 3.3 3.€
Minimum pension liability adjustmen (21.9) (20.9
Accumulated other comprehensive income/(lt $43.2  $(12.2
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(amounts in millions)

Foreign currency translation adjustme
Derivative (loss), ne
Minimum pension liability adjustmen

Total other comprehensive incor

NOTE 29. SUPPLEMENTAL FINANCIAL INFORMATION

(amounts in millions)
Selected operating expenses

Maintenance and repair co:

Research and development cc

Advertising cost:

Other nor-operating expens

Foreign currency translation loss, net of hedgictiyay
Impairment of note receivable from previous divests
Former employees claim settlem:

Impairment loss on available for sale securi

Other

Total

Other nor-operating incom:

Interest incomt

Interest on asbestos receivable payn
Demutualization proceec

Foreign currency translation gain, net of hedgictivay
Other

Total

NOTE 30. SUPPLEMENTAL CASH FLOW INFORMATIOI

(amounts in millions)

Interest paic
Income taxes paid, net of refur
Acquisitions:

Fair value of assets acquir

Cost in excess of net assets acqu

Acquisitions cash paid, net of cash acqu
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The related tax effects allocated to each compowiesther comprehensive income (loss) for 2003paesented in the table below.

Pre-tax Tax Expenst After tax
Amount (Benefit) Amount
$ 56.¢ — $ 56.€
(0.4) 0.1 (0.3)
(1.7 0.7 (1.0

$ 547 $ 0.8 $ 55.F
2003 2002 2001
$107.¢ $110.7 $112.C
44.4 49.2 56.2
32.7 41.2 49.¢
$ 2€ $ 02 $ 3.8
9.€ 0.2 2.C

1.C — —
— — 3.2
285 7.7 2.8
$157 $ 82 $ 11.¢
$ 35 $ 48 $ 48

1.1 — —
— 0.2 3.8
0.1 0.7 4.3
0.1 0.3 0.4

$ 48 $ 6.C $ 13.C

2003 2002 2001

$4¢ $5¢ $84

27.5 444 13.C

— — 0.€

— — 5.C

= — $5¢€
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NOTE 31. RELATED PARTIES

We sold 65% of our ownership in our gasket prodaatssidiary, (now known as Interface Solutions, brc‘ISI”) on June 30, 1999. We still
retain 35% ownership of this business as of Decerdbg2003. As part of the divestiture, we agreeddntinue to purchase a portion of the
felt products used in the manufacturing of restligmoring from ISI for an initial term of eight yes. Currently, we are required to purchase at
least 75% of our felt requirements from ISI. Thiessgreement also stipulated quarterly felt pridigstments that are based upon changing
market prices for the felt. In October 2002, theeagnent was amended to include a cap on increas28@3 and 2004. We can purchase felt
products from another supplier if ISI's prices arere than 10% higher than another supplier’s pridesistrong and IS| are required to
cooperate in product reformulation and new prodiestelopment, but we are free to seek alternativéslt products. Additionally, we receive
nominal monthly payments from ISI for some logistand administrative services. I1SI had filed a poda@laim in Armstrong’s Chapter 11
Case requesting payment for our prepetition okihgat This matter was settled in November 2002 ¥@8thagreeing to withdraw its proof of
claim upon the consummation of the POR, subjecettain terms and conditions.

See discussion of Ardex in Note 7.
See discussion of WAVE in Note 11.

NOTE 32. LITIGATION AND RELATED MATTERS ASBESTO-RELATED LITIGATION

Prior to December 6, 2000, AWI, the major operasogsidiary of AHI, had been named as a defendgmeisonal injury cases and property
damage cases related to asbestos-containing psoductDecember 6, 2000, AWI filed a voluntary petitfor relief (“the Filing”) under
Chapter 11 of the U.S. Bankruptcy Code to use thetesupervised reorganization process to achigesalution of AWI's asbestos-related
liability.

Two of AWI's domestic subsidiaries also commencé@@er 11 proceedings at the time of the Filingl AR all of AWI's other direct and
indirect subsidiaries, including Armstrong Wood @uots Inc. (formerly Triangle Pacific Corp.), WAV(Brmstrong’s ceiling grid systems
joint venture with Worthington Industries, Inc.)imAstrong Canada and Armstrong DLW AG were not & glathe Filing and accordingly tt
liabilities, including asbestos-related liabilifyainy, of such companies arising out of their owtivéties will not be resolved in AW§ Chapte
11 Case except for any asbestos-related liabiay also relates, directly or indirectly, to theiling activities of AWI.

AsbestosRelated Personal Injury Claims

Prior to the Filing, AWI was a member of the CeriterClaims Resolution (the “CCR”) which handlee tthefense and settlement of asbestos:
related personal injury claims on behalf of its nbens. The CCR pursued broad-based settlementbest@as-related personal injury claims
under the Strategic Settlement Program (“SSP”)rettireached agreements with law firms that covapgdoximately 130,000 claims that
named AWI as a defendant.

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 additiovyAceased making payments to the CCR with resjppeasivestos-related personal injury
claims, including payments pursuant to the outstan8SP agreements. A creditors’ committee reptesgthe interests of asbestos-related
personal injury claimants and an individual repréisgy the interests of future claimants have bgmoanted in the Chapter 11 Case. AWI's
present and future asbestos-related liability balladdressed in its Chapter 11 Case. See Notaddieg AWI's Chapter 11 proceeding.

91



Table of Contents

During 2003, AWI and the other parties in its Cleaitl Case reached agreement on a plan of reoag@amnizhat addresses how all of AWI's
pre-Filing liabilities are to be settled. Sevenaemdments to the plan of reorganization were fitbedininating in the Fourth Amended Plan of
Reorganization filed with the Bankruptcy Court oawR3, 2003, which was modified by modificationediwith the Bankruptcy Court on
October 17, 2003 and November 10, 2003, and isregf¢o in this report as the “POR”. A principahfare of the POR is the creation of a
trust (the “Asbestos P | Trust”), pursuant to set24(g) of the Bankruptcy Code, for the purpdsadaressing AWI’'s personal injury
(including wrongful death) asbestos-related ligpilBased upon events through early March 2008 amily the parties’ agreement on the
basic terms of the POR’s treatment of AWI's asbhesatated liabilities, management concluded theditld reasonably estimate its probable
liability for AWI's current and future asbestosat#d personal injury claims. Accordingly, in theifih quarter of 2002, AWI recorded a $2.5
billion charge to increase the balance sheet ltgbiThe recorded asbestos-related liability forspmal injury claims of approximately $3.2
billion at December 31, 2003 and 2002, which waattrd as subject to compromise, represents theageti amount of liability that is implis
based upon the negotiated resolution reflectetlerPlOR, the total consideration expected to betpaite Asbestos P | Trust pursuant to the
POR and an assumption for this purpose that ttevesg value percentage for the allowed claims efAakbestos P | Trust that is equal to the
estimated recovery value percentage for the allaweedasbestos unsecured claims. See Note 1 regalgirconsideration to be distributed
pursuant to the POR.

Pursuant to the POR, all present and future asbestated personal injury claims against AWI, imithg contribution claims of co-
defendants, arising directly or indirectly out d\MAs pre-Filing use of or other activities invol\grasbestos will be channeled to the Asbestos
P I Trust. In accordance with the 524(g) injunctiorbe issued by the District Court in connectigthwhe confirmation of the POR, various
entities will be protected from such present aridriiasbestos-related personal injury claims. Thasiges include, among others, AWI as it
will be reorganized, AHI, AWI's subsidiaries andhet affiliates (as defined in the POR), and thespective officers and directors. Upon
emergence from Chapter 11, AWI will not have arspmnsibility for these claims (including claims agst AWI based solely on its

ownership of a subsidiary or other affiliate), mol it participate in their resolution.

However, although AWI's domestic and foreign sulzsids and other affiliates will be protected pestiasbestos-related personal injury
claims against them will be channeled to the Asi¥eBtI Trust only to the extent such claims diseotlindirectly relate to the manufacturing,
installation, distribution or other activities oM or are based solely on AWI's ownership of thesdiaries or other affiliates (as
distinguished from independent activities of thbsdiaries or affiliates). Currently, two asbestekted personal injury litigations allegedly
arising out of such independent activities are papyoth against the same domestic subsidiaryMf And in California state court; these
actions have not been stayed as a result of thgFlt is asserted that the plaintiffs were exgbseasbestos for many years in various
occupations, including while aboard various shipthe 1940s and 1950s, and as a result contraatexlig asbestos-related diseases. It is
alleged that the subsidiary is a “successor irr@st8 to a company that, at certain times befoeecthmpany was owned by AWI, allegedly
owned some of these vessels. These claims wibb@aahanneled to the Asbestos P | Trust under the iR@much as they do not involve
activities of AWI. Both cases have multiple defenida The subsidiary denies liability and is aggredyg defending the matters. AWI has not
recorded any liability for these matters. Manageindees not expect that any sum that may have fmlikin connection with these matters
will be material to Armstrong.

In addition, workers’ compensation claims brougiiast AWI or its subsidiaries or other affiliat@dl not be channeled to the Asbestos P |
Trust and will remain subject to the workers’ comgetion process. Historically, workers’ compensatitaims against AWI and its
subsidiaries have not been significant in numbemoeount and AWI has continued to honor its oblmyadiwith respect to such claims during
the Chapter 11 Case. Workers’ compensation lawiges\that the employer is responsible for evalmatioedical treatment and lost wages as
a result of a job-related injury. Currently, AWIshanly three pending workers’ compensation claimsliving alleged asbestos exposure.
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There also is uncertainty as to proceedings, if Aargught in certain foreign jurisdictions with pest to the effect of the 524(g) injunction in
precluding the assertion in such jurisdictions sifestos-related personal injury claims, proceedielgéed thereto or the enforcement of
judgments rendered in such proceedi

Management believes that neither AWI nor any o$itbsidiaries or other affiliates is subject to aspestos-related personal injury claims
that would not be channeled to the Asbestos P d$tTand that are of a magnitude that, individuatlgallectively, would be material to
reorganized Armstrong.

Before the POR may be implemented, it must be omefil by order of the Bankruptcy Court and the iStrict Court. In addition,
consummation of the POR is subject to the satisfiaetfter confirmation of certain conditions, asyded by the POR. See Note 1 for
discussion of recent developments and the nexs stefpWI's Chapter 11 process. AWI is unable todicewhen and if the POR will be
confirmed and implemented. Therefore, the timind mms of resolution of the Chapter 11 Case remaaertain. As long as this uncertail
exists, future changes to the recorded asbestateddiability are possible and could be matenahW!'s financial position and the results of
its operations. Management will continue to reviea recorded liability in light of future developnts in the Chapter 11 Case and make
changes to the recorded liability if and when @propriate.

Collateral Requirements

Prior to the Filing in 2000, AWI had secured a bdmd$56.2 million to meet minimum collateral rerpinents established by the CCR with
respect to ashestos-related personal injury classsrted against AWI. On October 27, 2000, thergm@e company that underwrote the
surety bond informed AWI and the CCR of its intentnot to renew the surety bond effective Febr2&y2001. On February 6, 2001, the
CCR advised the surety of the CCR’s demand for magraf the face value of the bond. The surety fdadotion with the Bankruptcy Court
seeking to restrain the CCR from drawing on thedbdiine motion was not granted. On March 28, 2084 surety filed an amended
complaint in the Bankruptcy Court seeking similgiaf. In addition, on April 27, 2001, AWI filed @mplaint and a motion with the
Bankruptcy Court seeking an order, among othegienjoining the CCR from drawing on the bondrothe event the CCR was permitted
to draw on the bond, requiring that the proceedmgfsuch draw be deposited into a Court-approeedumt subject to further order of the
Bankruptcy Court. Following further proceedingsridg October 2003, AWI, the Asbestos Personal inftlaimants’ Committee and the
Unsecured Creditors’ Committee reached an agreetoesettle all claims with the CCR and the suretgdinsurance company. As a result,
AWI recorded $8.0 million in the third quarter dd@3 as a charge for asbestos liability, net.

AsbestosRelated Property Damage Litigation

Over the years, AWI was one of many defendantsliestos-related property damage claims that wiekk fy public and private building
owners. The claims that were resolved prior toRitiag resulted in aggregate indemnity obligatiafisess than $10 million, which were
entirely covered by insurance.

A separate creditors’ committee representing tterésts of asbestaslated property damage claimants was appointéteiChapter 11 Cas
Approximately 600 proofs of claim were filed withet Bankruptcy Court in response to the March 12264 date for asbestos-related
property damage claims (see Note 32 for furthesudision.) On November 1, 2002, the Bankruptcy Cdivected that all property damage
claimants provide, in support of their claims, sah8ation that Armstrong flooring products weredisn the claimants’ buildings. The
Bankruptcy Court’s deadline for submission of spobduct identification documentation was Februady2003. Claims that did not comply
with the Bankruptcy Court’s November 1, 2002 rulimgre disallowed. During the first six months oD20AWI settled all of the
approximately 460 remaining property damage cldonspproximately $9 million. Payments to claimawisre made during the third quarter
of 2003 and were funded by insurance. Based osdtikement of all remaining asbestos-related ptgmiamage claims, the Asbestos
Property Damage Committee has been disbandedharattions that were pending against AWI as ofilieg, and all claims which were
pursued in the Chapter 11 Case with respect tostsbeelated property damage have been dismissed.
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Insurance Recovery Proceedings

A substantial portion of AWI’s primary and remaigiexcess insurance asset is nonproducts (gerevdityi) insurance for personal injury
claims. AWI has entered into settlements with a benof the carriers resolving its coverage isshi@svever, an alternative dispute resolut
(“ADR") procedure was commenced against certaini@a to determine the percentage of resolved anelsolved claims that are
nonproducts claims, to establish the entitlemesutth coverage and to determine whether and hov mailgstatement of prematurely
exhausted products hazard insurance is warrantelndnproducts coverage potentially available sstantial and includes defense costs in
addition 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 2806d determined not to rehear matters decidedéprivious judge. In the first quarter
of 2002, the trial judge concluded the ADR triabgeeding with findings in favor of AWI on substaatlty all key issues. Liberty Mutual, the
only insurer that is still a party to the ADR, apfel that final judgment. Appellate argument wdsl lo@ March 11, 2003. On July 30, 2003,
the appellate arbitrators ruled that AW(Elaims against certain Liberty Mutual policiesrg/barred by the statute of limitations. The ruldid
not address the merits of any of the other issulesrty Mutual raised in its appeal. Based on thdavorable ruling, AWI concluded that
insurance assets of $73 million were no longer abtib of recovery. AWI was also ordered to reimbwierty Mutual for certain costs and
administration fees that Liberty Mutual incurredidg the ADR. The amount of these costs and feasksown and AWI is currently unable
to estimate the amount. Based upon an AWI reqthesppellate panel held a rehearing on Novembe2@13. In January 2004, the appel
panel upheld its initial ruling. On February 4, 208WI filed a motion in the U.S. District Courtrfthe Eastern District of Pennsylvania to
vacate the rulings of the appellate panel.

In July 2002, AWI filed a lawsuit against Libertyutial in the U.S. District Court for the Easterrstiict of Pennsylvania seeking, among
other things, a declaratory judgment with respeatertain policy issues not subject to binding ADRe U.S. District Court has not yet set a
schedule to hear this matter.

Another insurer, Century Indemnity Company, whovjgresly settled its coverage issues with AWI, haallensome 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 disputing its payment obligations. On Octa@h@003, the Bankruptcy Court ruled that Centuryshpay the past due amounts plus
interest. Century made the required payment in Bédee 2003.

On June 13, 2003, the New Hampshire Insurance Brapat placed The Home Insurance Company (“Homefeuan order of liquidation.
Less than $10 million of AWI's recorded insuransset is based on policies with Home, which manageilieves is probable of recovery.
AWI intends to file a proof of claim against Homg the June 2004 deadline. It is uncertain when AWMireceive proceeds from Home
under these insurance policies.

Insurance Asset

An insurance asset in respect of asbestos claitheiamount of $103.1 million was recorded as ofddeber 31, 2003 compared to $198.1
million recorded at December 31, 2002. During teeosid quarter of 2003, AWI reduced its previouslgorded insurance asset for asbestos-
related personal injury claims by $73 million refiag management’s assessment of probable insuranogeries in light of the ADR
appellate panel decision. The $73 million was rdedras a charge for asbestos liability, net, iretdmpanying consolidated statement of
earnings. Additionally, the insurance asset waseged by $9 million to reflect agreements reachgihg the first half of 2003 for asbestos
property damage claims. During the second, thidifaarth quarters of 2003, AWI received $14.0, $n@ $8.0 million, respectively, of
insurance proceeds related to the asbestos claims.

Approximately $14.0 million of the total $103.1 fiwh recorded insurance asset at December 31, 2908sents partial settlement for
previous claims that will be paid in a fixed andedminable flow and is reported at its net presatie discounted at 6.50%. The total amc
recorded reflects AWI's belief
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that insurance proceeds will be recovered in thiswnt, based upon AWI's success in insurance rews/esettlement 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 thromgfotiation or litigation in our opinion. Dependiag further progress of the ADR,
activities such as settlement discussions withrarste carriers party to the ADR and those not parthe ADR, the final determination of
coverage shared with AC and S (the former AWI iaBah contracting subsidiary that was sold in AUgL#69 and which filed for relief
under Chapter 11 of the Bankruptcy Code in Septe2®@2) and the financial condition of the insuréYg/| may revise its estimate of
probable insurance recoveries. Approximately $7i8ianiof the $103.1 million asset is determinednfragreed coverage in place. Of the
$103.1 million, $8.0 million has been recorded asi@ent asset as of December 31, 2003 reflectiagagement’s estimate of the minimum
insurance payments to be received in the next I&hmso

Many uncertainties remain in the insurance recopeogess, therefore, AWI did not increase the eséohinsurance recovery asset in the
fourth quarter of 2002, when it revised its recardsbestos liability for personal injury claims$8.5 billion, in 2002, nor was any change
warranted in 2003.

Cash Flow Impact

As a result of the Chapter 11 Filing, AWI did noake any payments for asbestetated personal injury claims in 2003, 2002 or2During
2003, 2002 and 2001, AWI received asbestos-refadesbnal injury insurance recoveries of $22.0 onl]i$16.0 million and $32.2 million,
respectively. During 2003, AWI paid $9.0 millionrfasbestoselated property damage claims and received $9lmof insurance procee«
related to these claims. During the pendency ofcthapter 11 Case, AWI does not expect to make antlyefr cash payments for asbestos-
related claims, but AWI expects to continue to nee@surance proceeds under the terms of varietilement agreements. Management
estimates that the timing of future cash recovesfdbe recorded asset may extend beyond 10 years.

Potential Legislation

In July 2003, the United States Senate Judiciamp@ittee reached an agreement on a proposed bibioprehensive legislation to resolve
asbestos litigation issues through a national asbetaimants trust, funded by industry and itaiiess (the FAIR Act). However, no
legislation was passed during 2003. In late 20@8a8r Frist, the Senate Majority Leader, annouticaticonsideration of the FAIR Act and
a vote in the Senate would occur by the end of M&@04. There is uncertainty as to whether theeatior any other proposal will become
law, and what impact there might be on AWI’s asb&sibility and/or AWI's Chapter 11 Case. Priofoefs to enact asbestos legislation have
not been successful.

Conclusion

Many uncertainties continue to exist about the ematimpacting AWI's asbestos-related liability anslurance asset. These uncertainties
include when and if the POR will be confirmed bg th.S. District Court, the impact of any potenkggislation, and the financial condition
AWI's insurance carriers. Additionally, if the PQ&confirmed, AWI is unable to predict when it wiké implemented. Therefore, the timing
and terms of resolution of the Chapter 11 Caseiremertain. As long as this uncertainty exist$yufe changes to the recorded liability and
insurance asset are possible and could be matie®al/|’'s financial position and the results of @perations. Management will continue to
review the recorded liability and insurance assdight of future developments in the Chapter 15é&and make changes to the recorded
amounts if and when it is appropriate.
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ENVIRONMENTAL MATTERS
Environmental Expenditures

Most of our manufacturing and certain of our reskdacilities are affected by various federal,estnd local environmental requirements
relating to the discharge of materials or the poid@ of the environment. We make expenditures sy for compliance with applicable
environmental requirements at our operating faeditWe incurred expenditures of approximately $8ilfion in 2003, $4.5 million in 2002,
and $6.8 million in 2001 associated with environtatoompliance and control facilities. As a resfltontinuous changes in regulatory
requirements, we cannot predict with certainty fetexpenditures associated with compliance withrenmental requirements.

Environmental Remediation

Summary

We are involved in proceedings under the Compreaherivironmental Response, Compensation and litia#itt (“CERCLA”), and

similar state “Superfund” laws at approximatelys?@s. In most cases, we are one of many potgntesponsible parties (“PRPs”) which
have potential liability for the required investiigen and remediation of each site and which, insaases, have agreed to jointly fund that
required investigation and remediation. With regardome sites, however, we dispute the liabitle, proposed remedy or the proposed cost
allocation among the PRPs. We may have rights wofritution or reimbursement from other parties average under applicable insurance
policies.

We have also been remediating environmental com@tion resulting from past industrial activity &r@in of our former plant sites.
Estimates of our future environmental liabilitythé Superfund sites and current or former plaessire based on evaluations of currently
available facts regarding each individual site eodsider factors such as our activities in conjiamctvith the site, existing technology,
presently enacted laws and regulations and primmpemy experience in remediating contaminated sititlsough current law imposes joint
and several liability on all parties at Superfuitdss our contribution to the remediation of the#es is expected to be limited by the number
of other companies also identified as potentiadiple for site remediation. As a result, our estaddiability reflects only our expected share.
In determining the probability of contribution, wensider the solvency of the parties, whether litglis being disputed, the terms of any
existing agreements and experience with similateratAdditionally, the Chapter 11 Case also mégcathe ultimate amount of such
contributions.

Effects of Chapter 1

Certain of AWI's environmental liabilities are sebj to discharge through its Chapter 11 Case wltiilers are not. Those environmental
obligations that AWI has with respect to propehsttit owns or operates are likely to be unaffettgdhe Chapter 11 Case. Therefore, AWI
will be required to continue meeting its on-goimyieonmental compliance obligations at the progsrthat AWI owns and operates. AWI
will also be required to address the effects of @mytamination at those sites, even if the contatiun predated Chapter 11 Filing. In
addition, AWI may be obligated to remedy the ofesmpact of activities that occurred on the prtipsrit owns and operates.

AWI’'s payments and remediation work on such sitesathich AWI is the PRP is under review in lighttbe Chapter 11 Filing. The bar date
for claims from the United States Environmentalt®cton Agency (“EPA”) expired during the third qtex of 2003. AWI received an
unliquidated proof of claim from the EPA.

Monetary claims with respect to properties that Ades not own or operate (such as formerly ownted,sor landfills to which AWI's waste
was taken) may be discharged in AWI's Chapter 14eCAccordingly, claims brought by the federal atate agency alleging that AWI
should reimburse the claimant for money that in$péeaning up a site which AWI does not own orrapewould be subject to discharge,
provided the claimant received proper notice oftthekruptcy and bar date. The same would be trumémetary claims by private parties,
such as other PRPs with respect to multiple pateg.sUnder the POR, the Superfund sites at whidH & alleged to be a PRP are being
treated as unsecured liabilities subject to comjen®Dther Superfund sites relate to entitiesahanot part of AWI's Chapter 11 Case and
therefore will not be discharged.
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In addition to the right to sue for reimbursemefnth@ money it spends, CERCLA also gives the fddgmaernment the right to sue for an
injunction compelling a defendant to perform a nlga Several state statutes give similar injunatigbts to those States. Bankruptcy law is
unsettled as to whether these injunctive rightgd@éehargeable or not. Thus, according to somescagdle a governmental agency’s right to
require AWI to reimburse it for the costs of cleapup a site may be dischargeable, the same goeatragencys right to compel us to spe
our money cleaning up the same site may not be #anaigh the financial impact to AWI would be tlaree in both instances.

AWI's strategy has been to try to resolve as mdrits@nvironmental liabilities through its Chapfiel Case as possible. AWI has been
negotiating with the Department of Justice andER@& to reach a global environmental settlementppraimately 30 sites. AWI has asked
the federal government to agree, as it did in osedtements with debtors in their bankruptciessdeenant not to sue us for either monetary
or injunctive relief, in exchange for an allowedioh amount in the bankruptcy with respect to kn@hims concerning sites that AWI does
not own or operate. Under the proposed settlemdéfit,would have contribution protection under CERCliadth respect to private party
claims. In addition, AWI would have the benefittbé discharge as to monetary claims. At this pdivg,parties are still in the process of
negotiating the settlement.

If no global settlement is reached, AWI anticipatest it will ask the Bankruptcy Court to determithe amount of the EPA proof of claim ¢
grant a discharge. At that time, the government sk to have the amount of its claim determineti@sotal cost of cleanup under a theory
of joint and several liability, not just AWI's stearAs discussed above, although the governmenti$ t® monetary relief is subject to
discharge, there is uncertainty in the law as tettver the government’s right to injunctive reliedwid also be subject to discharge.

Specific Events

In the fourth quarter of 2003, we reduced the emritental liability by $3.0 million, recording thés a reduction of SG&A expense in our
Resilient Flooring segment. This reduction wasrdseilt of a change in our estimate of probablélitgtat four plants in Europe.

In the third quarter of 2003, we recorded a chafgg2.4 million within SG&A expense based on anlgsia of the sites being discussed in
EPA global settlement Management estimated that’ay¥bbable share of the sites’ future cleanupsizs$3.1 million and we increased our
liability to this new estimate.

In 2001, the EPA notified AWI that we may be a PRRFhe Peterson Puritan site. However, AWI didleatn that the EPA may consider it a
substantial contributor of waste to the site uhily 2003. At which time, the EPA notified AWI dfd EPA’s estimate of the site’s future
cleanup costs, with its assessment of AWI's shatheocosts being a range of $17.8 million to $26ilion. Subsequently, AWI presented
information to the EPA indicating that AWI's sharleould be much lower. Presently, the parties andirnging to negotiate. The EPA has not
initiated any formal proceedings against AWI wiglspect to this site, other than sending informatémuests to AWI and filing a proof of
claim in AWI's Chapter 11 Case. AWI continues to review thigendut disputes the assessment. As discussed ébfigets of Chapter 11
management is currently in discussions with thedbmpent of Justice and the EPA to reach a globaremmental settlement, which would
resolve the proof of claim against AWI, includifgst site.

AWI is subject to a unilateral order by the Ored@epartment of Environmental Quality (‘DEQ”) to carad a remedial investigation and
feasibility study and any necessary remedial deaighaction at its St. Helens, Oregon facilitynadl as the adjacent Scappoose Bay. AWI
has denied liability for the Scappoose Bay, butdwsperated with the DEQ regarding its owned prigp&ther potentially responsible part
who are not yet subject to orders by the DEQ inelidmer site owners Owens Corning (“OC”) and Kasgpsum Company, Inc.

(“Kaiser”). AWI has entered into an agreement Wtiser for the sharing of costs and responsibdlitiéth respect to the remedial
investigation, feasibility study and remedy selaetat the site. OC has entered into a settlemehttive DEQ. Pursuant to the settlement, OC
has made a lump sum payment to the DEQ in exchiang®ntribution protection
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(including protection against common law and stagutontribution claims by AWI against OC) and aepant not to sue. AWI has
negotiated with the DEQ as to how these fundshwilmade available for the investigation and remxdiaf the site. AWI has recorded an
environmental liability with respect to the invegtion and feasibility study at its St. Helen’sifiag but not for Scappoose Bay because AWI
continues to dispute responsibility for contamioatof Scappoose Bay.

Summary of Financial Position

Liabilities of $21.2 million at December 31, 2008ds2002 were for potential environmental liabiltignat we consider probable and for wt

a reasonable estimate of the probable liabilitydde made. Where existing data is sufficient tineste the liability, that estimate has been
used; where only a range of probable liabilityvailble and no amount within that range is madteli than any other, the lower end of the
range has been used. As assessments and remedbigties progress at each site, these liabdlitiee reviewed to reflect additional
information as it becomes available. Due to thepBrall Filing, $12.8 million of the December 3003 and $11.4 million of the December
31, 2002 environmental liabilities are classifiedpaepetition liabilities subject to compromise.ageneral rule, the Chapter 11 process does
not preserve company assets for such prepetitiities.

The estimated liabilities above do not take intocamt any claims for recoveries from insurancenodtparties. Such recoveries, where
probable, have been recorded as an asset in teelmated financial statements and are either apigilthrough settlement or anticipated tc
recovered through negotiation or litigation. Theoammt of the recorded asset for estimated recoveres$2.5 million and $3.3 million at
December 31, 2003 and December 31, 2002, resphctive

Actual costs to be incurred at identified sites magy from our estimates. Based on our current kadge of the identified sites, we believe
that any sum we may have to pay in connection avironmental matters in excess of the amountdretfteve would not have a material
adverse effect on our financial condition, or ldjty, although the recording of future costs mayraerial to earnings in such future period.
For the year ended December 31, 2003, our net sgpeas less than $0.1 million. For the years el mber 31, 2002 and 2001, our net
expense was $4.5 million and $2.1 million, respedyi.

PATENT INFRINGEMENT CLAIMS

We are a defendant in two related lawsuits clainpiaggnt infringement related to some of our lang@rm@abducts. The plaintiffs have claimed
unspecified monetary damages. We are being defeanttbthdemnified by our supplier for all costs gudential damages related to the
litigation.

FORMER EMPLOYEES CLAIM

Former Armstrong employees that were separated fin@ncompany in two business divestitures in 20@Qight two purported class actions
against the Retirement Committee of AWI, certairrent and former members of the Retirement Committee Retirement Savings and
Stock Ownership Plan (RSSOP), AHI and the trustew lof the RSSOP. Plaintiffs alleged breach of Exygé Retirement Income Security
Act (ERISA) fiduciary duties and other violationSERISA pertaining to losses in their RSSOP acceunhich were invested in Armstrong
common stock.

An agreement was reached to settle this mattertriators to the settlement were AWI, its insureddhe trustee bank of the RSSOP. The
full amount of the settlement was allocated in Delser 2003 among approximately 370 former employ&®él’s portion of the settlement is
$1.0 million, which will be treated as conveniemtgms in the Chapter 11 Case. The settlement waoged by the Bankruptcy Court on
March 31, 2003 and by the United States Distriati€¢{Eastern District of PA) on June 16, 2003. Blagpon the Bankruptcy Court’s
approval of the settlement, AWI recorded a $1.0iomicharge in the first quarter of 2003 as an ptien-operating expense.
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DEPARTMENT OF LABOR SETTLEMENT

Subsequent to an audit by the United States Depattof Labor (‘DOL”), we were informed that the D@\las challenging the validity of the
use of certain contributions, in the approximatgragate amount of $33.4 million, to fund debt pagteenade by the Armstrong Employee
Stock Ownership Plan (‘ESOP”), as provided for lgttplan. We reached a settlement with the DOlesolve this matter with a funding to
the ESOP of $1.5 million, which was distributecptan participants in accordance with terms of tpeeament in February 2004. Insurance
and third parties funded $0.9 million of the settéat. Both the accrual of $1.5 million expense $0® million insurance receivable was
recorded in the third quarter of 2003 as a SG&Aemge.

OTHER CLAIMS

Additionally, we are involved in various other ¢ted and legal actions involving product liabilityatpnt infringement, distributor termination,
employment law issues and other actions arisirtherordinary course of business. While completarasse cannot be given to the outcome
of these claims, we do not expect that any sumnttagt have to be paid in connection with these mattdl have a materially adverse effect
on our consolidated financial position or liquidityowever it could be material to the results aéragions in the particular period in which a
matter is resolved.

NOTE 33. SUBSEQUENT EVENT

In January 2004, we announced our plans to ceaskigion at the Building Products manufacturingakian in Hoogezand, The Netherlands
by the end of December 2004, subject to positiwécadrom the local works council, due to excessdpiction capacity in the European
mineral and soft fiber ceiling industry. It is ptead that the production will be transferred to aroBuilding Products location in Minster,
Germany and will result in a net reduction of apgmately 72 positions. It is expected that chamfeapproximately $18 million will be
recorded during 2004, primarily to cover equipmente-downs, plant closure activities, transitiarsts for shifting production capabilities to
another European facility and severances.

NOTE 34. DIFFERENCES BETWEEN ARMSTRONG HOLDINGS INEND ARMSTRONG WORLD INDUSTRIES, INC

The difference between the financial statemenHtifand Armstrong is primarily due to transactidhat occurred in 2000 related to the
formation of Armstrong Holdings, Inc. and employsenpensation-related stock activity.
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NOTE 35. EARNINGS (LOSS) PER SHARE FROM CONTINUINGPERATIONS

The table below provides a reconciliation of theneuators and denominators of the basic and dilpéedhare calculations for net earnings
(loss). The diluted earnings (loss) per share cdatjmns for 2003 and 2002 use the basic numbehnares due to the loss from continuing
operations.

Net Per

: Shares

Earnings/ share

Millions except for per-share data (Loss) Amount
For the year ended 20!

BASIC LOSS PER SHARI
Loss from continuing operatiol $ (39.9 40E $ (0.97)
DILUTED LOSS PER SHARE
Dilutive options 0.2
Loss from continuing operatiol $ (39.9 40.7 $ (0.97)

For the year ended 20!
BASIC LOSS PER SHARI

Loss from continuing operatiol $(2,142.§ 40.E $(52.9))
DILUTED LOSS PER SHARE

Dilutive options 0.2

Loss from continuing operatiol $(2,142.9 40.7 $(52.9))

For the year ended 20!
BASIC EARNINGS PER SHARL

Earnings from continuing operatio $ 73z 405 $ 181
DILUTED EARNINGS PER SHARE

Dilutive options 0.3 (0.02)
Earnings from continuing operatio $ 73z 40 $ 1.7¢

NOTE 36. PREFERRED STOCK PURCHASE RIGHTS PL.

AHI has a shareholder rights plan under a RightseAment dated as of March 14, 2000 and in connethierewith distributed one right for
each share of its common stock outstanding. Inmgérée rights become exercisable at $300 pet fagta fractional share of a new series of
Class A preferred stock 10 days after a persomauyg other than certain affiliates of AHI eitheqaires beneficial ownership of shares
representing 20% or more of the voting power of MHkannounces a tender or exchange offer that desldt in such person or group
beneficially owning shares representing 28% or nodithe voting power of AHI. Currently, one riglstattached to each share of common
stock and trades automatically with the share afroon stock. When exercisable, the rights may tesgarately from the common stock. If
thereafter any person or group becomes the bealefiginer of 28% or more of the voting power of Alt,if AHI is the surviving company

in a merger with a person or group that owns 20%hare of the voting power of AHI, then each ownka cight (other than such 20%
shareholder) would be entitled to purchase shdresmpany common stock having a value equal toawlhe exercise price of the right.
Should AHI be acquired in a merger or other busirggsnbination, or sell 50% or more of its assetsawnings power, each right would en
the holder to purchase, at the exercise price, comshares of the acquirer having a value of twheeetxercise price of the right. The exercise
price was determined on the basis of the Boaraa/\af the long-term value of AHI's common stockeTitights have no voting power nor do
they entitle a holder to receive dividends. At A¢itption, the rights are redeemable prior to bengrekercisable at five cents per right. The
rights expire on March 21, 2006, unless extendezhdrer redeemed by the AHI Board of Directorgshd# POR discussed in Note 1 is
approved and becomes effective, and the propossdldiion of AHI is effected, the rights will benzzelled along with the related shares of
AHI common stock.
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Independent Auditors’ Report

The Board of Directors and Shareholders,
Armstrong Holdings, Inc.:

We have audited the accompanying consolidated dinhstatements of Armstrong Holdings, Inc. andsstiaries (“the Company”) as listed
in the accompanying index on page 46. In connedatiitim our audits of the consolidated financial staénts, we also have audited the
financial statement schedule as listed in the apamying index on page 46. These consolidated finhs@atements and financial statement
schedule are the responsibility of the Company’sagament. Our responsibility is to express an opiwin these consolidated financial
statements and financial statement schedule basedraaudits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenégpects, the financial position of
Armstrong Holdings, Inc. and subsidiaries as oféweler 31, 2003 and 2002, and the results of tipeirations and their cash flows for each
of the years in the three-year period ended Decethe2003, in conformity with accounting principlgenerally accepted in the United
States of America. Also in our opinion, the relafiedncial statement schedule, when consideredlation to the basic consolidated financial
statements taken as a whole, presents fairly] imatierial respects, the information set forth éirer

The accompanying consolidated financial statemamtisfinancial statement schedule have been prepaseaning that the Company will
continue as a going concern. As discussed in Nofietie consolidated financial statements, threghefCompany’s domestic subsidiaries,
including Armstrong World Industries, Inc., the Coamy’s major operating subsidiary, filed separateintary petitions for relief under
Chapter 11 of the United States Bankruptcy CodberlUnited States Bankruptcy Court on DecembeBf8Q2Armstrong World Industries,
Inc. has also defaulted on certain debt obligatigtthough these operating subsidiaries are cugremterating their businesses as debtors-in-
possession under the jurisdiction of the Bankrugowrt, the continuation of their businesses asgyooncerns is contingent upon, among
other things, the ability to formulate a plan afmganization which will gain approval of the crexd# and confirmation by the Bankruptcy
Court. The filing under Chapter 11 and the resgliiccreased uncertainty regarding the Company’smiil asbestos liabilities, as discussed
in Note 32 of the consolidated financial statemeratise substantial doubt about the Company’stgtidi continue as a going concern. The
accompanying consolidated financial statementdiaadcial statement schedule do not include anysidjents that might result from the
outcome of these uncertainties.

As discussed in Note 12 of the consolidated firgrstatements, the Company changed its methodcoluating for goodwill and intangible
assets in 2002.

/sl KPMG LLP

Philadelphia, Pennsylvania
February 25, 2004
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Earnings
(amounts in millions, except per share amounts)

Net sales
Cost of goods sol

Gross profit

Selling, general and administrative exper
Charge for asbestos liability, r
Restructuring and reorganization charges
Goodwill amortizatior

Equity (earnings) from affiliates, n

Operating income (lost

Interest expense (unrecorded contractual intefek@®m1, $99.9 and $100.2, respective
Other nor-operating expens

Other nor-operating (income

Chapter 11 reorganization costs,

Earnings (loss) from continuing operations befo@me taxes and cumulative effect of a change in
accounting principlt
Income tax expense (benel

Earnings (loss) from continuing operations befarmulative effect of a change in accounting prire
Cumulative effect of a change in accounting priteipet of tax of $2..

Earnings (loss) from continuing operatic

(Loss) on sale of discontinued operati

Net loss on expected disposal of discontinued tioerE

Net reversal of income on discontinued operatiantonger to be disposed of, net of tax of $1
Earnings from discontinued operatic

Net earnings (loss

See accompanying notes to consolidated finanasgistients beginning on page 106.
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Years Ended December 31,

2003 2002 2001
$3,250.( $3,172.0 $3,138.
2,597«  2,404% 2,364.
661.€ 767.6 774
603.1 624.C  596.€
81.C  2,500.( 22.C
8.6 1.9 9.

— — 22.€
(20.7) (1.7  (16.5)
(10.4 (2,337.)  140.1
10.2 13.€ 13.1
15.7 8.2 11.€
(4.8) 6.0  (13.0
9.4 23.F 12.F
(41.0 (23769  115.
17)  (827.9 42F
(39.9  (1,549.0 73.2
— (593.5) —

$ (39.9 $(2,1429 $ 73
— — (1.2)
— — (3.9
— — 24.(
— — 19.€

$ (39.9 $(2,142.9 $ 92
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Balance Sheets
(amounts in millions, except share data)

December 31 December 31

2003 2002
Assets
Current Assets
Cash and cash equivalel $ 484 $ 380.(
Accounts and notes receivable, 315.¢ 332.4
Inventories, ne 4544 435.F
Deferred income taxe 19.2 14.7
Other current asse 85.5 93.:
Total current asse 1,358.¢ 1,255.¢
Property, plant and equipment, less accumulatecedigtion and amortization of $1,434.8 and $1,263.8
respectively 1,267.: 1,303.°
Insurance receivable for asbe:-related liabilities, noncurrel 95.1 174.]
Prepaid pension cos 455.] 435.2
Investment in affiliate: 48.¢ 43.€
Goodwill, net 2441 227.¢
Other intangibles, n¢ 79.C 88.¢€
Deferred income taxes, noncurr 988.: 869.7
Other noncurrent asse 111.2 106.1
Total asset $ 4,647 $ 4,504.¢
Liabilities and Shareholde Equity
Current liabilities:
Shor-term debi $ 3¢ $ 12.:
Current installments of loi-term debt 8.2 6.7
Accounts payable and accrued expet 354.2 351.¢
Short term amounts due to affilial 10.C 9.4
Income taxe: 45.¢€ 26.1
Deferred income taxe 3.3 —
Total current liabilities 425.F 406.1
Liabilities subject to compromis 4,863.: 4,865.¢
Long-term debt, less current installme 39.4 39.¢
Postretirement and postemployment benefit liabg 262.< 255.1
Pension benéefit liabilitie 216.¢ 185.¢
Other lon¢-term liabilities 81.z 82.7
Deferred income taxe 95.1 20.¢
Minority interest in subsidiarie 9.7 9.5
Total noncurrent liabilitie: 5,567.: 5,459.7
Shareholde¢'s equity (deficit):
Common stock, $1 par value per share Authorizedn2illbn shares; issued 51,878,910 sh: 51.¢ 51.¢
Capital in excess of par vall 172.7 172.¢
Reduction for ESOP loan guaran (142.2) (142.9)
Accumulated defici (942.9) (902.9
Accumulated other comprehensive income (li 43.2 (12.2)
Less common stock in treasury, at cost 2003 an& — 11,393,170 share (528.5) (528.5
Total sharehold’'s (deficit) (1,345.() (1,361.0
Total liabilities and shareholc’s equity $ 4,647 $ 4,504.

See accompanying notes to consolidated finanasgstients beginning on page 106.
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Shareholder’s Equity
(amounts in millions, except per share amounts)

2003 2002 2001
Common stock, $1 par valu
Balance at beginning and end of y $ 51.¢ $ 51.¢ $ 51.¢
Capital in excess of par valt
Balance at beginning of ye $ 172¢ $ 173.C $ 173.

Stock issuances and ott (0.2 0.3 (0.2
Balance at December . $ 172 $ 172.¢ $ 173.
Reduction for ESOP loan guarant
Balance at beginning and end of y $ (142.9) $ (142.9) $ (142.9
Retained earnings (accumulated defic
Balance at beginning of ye $ (902.9 $1,239.¢ $1,147.:

Net earnings (loss) for ye (39.9) $(39.9) (2,142.9H $(2,142.) 92.6 $92.¢
Balance at end of ye $ (942.9) $ (902.9 $1,239.¢
Accumulated other comprehensive income (Ic
Balance at beginning of ye $ (122 $ (47.]) $ (45.29)

Foreign currency translation adjustme 56.¢ 37.7 3.3

Derivative (loss) gain, ne (0.3 6.9 3.9

Realized loss on available for sale secur — — 2.C

Minimum pension liability adjustmen (2.0 (9.7 2.7
Total other comprehensive income (lo 55.5 55.k 34.¢ 34.€ 29 @
Balance at end of ye $ 43 $ (12.9 $ (47.])
Comprehensive income (los $16.2 $(2,107.9 $90.¢
Less treasury stock at co
Balance at beginning and end of y $ (528.5) $ (528.5) $ (528.5
Total sharehold’s equity (deficit) $(1,345.() $(1,361.() $ 747

See accompanying notes to consolidated finanasgsients beginning on page 106.
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Armstrong World Industries, Inc., and Subsidiaries
Consolidated Statements of Cash Flows
(amounts in millions)

Cash flows from operating activitie
Net income (loss

Adjustments to reconcile net income (loss) to r@esthcprovided by operating activitie

Cumulative effect of change in accounting principlet
Depreciation and amortizatic
Loss on sale of business, |
Reversal of loss on expected disposal of discoatirhusines
Deferred income taxe
Equity (earnings) from affiliates, n
Chapter 11 reorganization costs,
Chapter 11 reorganization costs paym
Restructuring and reorganization charges, netwafreals
Restructuring and reorganization payme
Asbesto-related insurance recoveri
Payments for asbes-related claim:
Charge for asbestos liability, r
Cash effect of hedging activiti
Increase (decrease) in cash from chang
Receivable!
Inventories
Other current asse
Other noncurrent asse
Accounts payable and accrued expet
Income taxes payab
Other lon¢-term liabilities
Other, ne

Net cash provided by operating activit

Cash flows from investing activitie
Purchases of property, plant and equipment and atanpoftware
Acquisitions, net of cash requir:
Distributions from equity affiliate
Proceeds from the sale of ass

Net cash (used for) investing activiti
Cash flows from financing activitie
(Decrease) in shc-term debt, ne
Payments of lor-term debi
Purchase of common stock for the treasury
Other, ne
Net cash (used for) financing activiti

Effect of exchange rate changes on cash and casvaénts

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

Cash and cash equivalents at end of pe

See accompanying notes to consolidated financitésients beginning on page 106.
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Year Ended December 31,

2003

2002

2001

$(39.9 $(2,142. $ 92.€

— 593.¢ —
173.€ 1367  156.€
— — 0.
— — (31.4)
(51.5)  (870.)  23.1
(20.7) (1.7 (165
9.4 23.F 12.F
(25.6) (23.0 (15.0
8.€ 1.9 9.C
(8.7) 1 @149
31.C 16.C 32.2
(9.0) — —
81.C  2,500.( 22.C
(7.0 (22.0 (2.0
40.€ 117 45
6.6 181  (50.7)
(4.6) (16.)  27.F
(18.6) 42.00  (71.0
(15.6) 29.C 9.8
21.¢ 0.2 10.1
4.c 11.¢ 3.
9. 20.€ 26.7
165.¢€ 223F 2721
(78.))  (125.) (127.9)
— — (5.6)
16.C 17. 13.F
4. 3.5 6.C
(572  (104.) (113.9
(5.9) (13.9  (15.9
(8.2) (9.0 (17.6
— — (0.3)
(0.€) 0.9 (4.9
(14.1) (23.9 (379
9.8 7.C 2.0
$104.2 102.€ $118.:
$380.( 2774 $159.1
$484. 380.C $277.
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Armstrong World Industries, Inc., and Subsidiaries
Notes to Consolidated Financial Statements

NOTE 1. BUSINESS AND CHAPTER 11 REORGANIZATIO

Armstrong World Industries, Inc. (“AWI") is a Pernyigania corporation incorporated in 1891. Armstrdigldings, Inc. is a Delaware
corporation and the publicly held parent holdinghnpany of AWI. AHI's only significant asset and operation is its iacliownership, throug
Armstrong Worldwide, Inc., of all of the capitabsk of AWI. Due to the lack of material differendashe financial statements, when we
refer in this document to AHI and its subsidia@ss'AHI,” “Armstrong,” “we,” “us,” and “ourselves,e are also effectively referring to
AWI and its subsidiaries. We use the term “AWI” wh&e are referring solely to Armstrong World Indiesd, Inc.

Proceedings under Chapter 11

On December 6, 2000, AWI, the major operating sliasy of AHI, filed a voluntary petition for religthe “Filing”) under Chapter 11 of the
U.S. Bankruptcy Code (the “Bankruptcy Code”) in theited States Bankruptcy Court for the DistricD#laware (the “Bankruptcy Court”)
in order to use the court-supervised reorganizgirogess to achieve a resolution of the AWI's agiserelated liability. Also filing under
Chapter 11 were two of AWI's wholly-owned subsidta; Nitram Liquidators, Inc. (“Nitram”) and DesseaCorporation of North America,
Inc. (“Desseaux”). The Chapter 11 cases are beingly administered under case number 00-4471“@mapter 11 Case”). Shortly after its
commencement, the Chapter 11 Case was assignadde Randall J. Newsome until the termination efdgpointment as a visiting judge in
the District of Delaware on December 31, 2003. @muary 6, 2004, the Chapter 11 Case was reassigidedge Judith K. Fitzgerald.

AHI and all of AWI's other direct and indirect sutlisiries, including Armstrong Wood Products Inartherly Triangle Pacific Corp.),
WAVE (AWI's ceiling grid systems joint venture witWorthington Industries, Inc.), Armstrong Canada] &rmstrong DLW AG, were not a
part of the Filing and accordingly, except for aspestos-related liability that also relates, diyear indirectly, to the pre-Filing activities of
AWI, the liabilities, including asbestos-relateadility if any, of such companies will not be resad in AWI's Chapter 11 Case. See below
under “The Asbestos Personal Injury Trust” and NB&aunder “Asbestos-Related Litigation”.

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 Bankruptcy Court. Similarly, claimants nrayt enforce any claims against AWI that
arose prior to the date of the Filing unless speadlff authorized by the Bankruptcy Court. In adifit as a debtor-in-possession, AWI has the
right, subject to the Bankruptcy Court’s approvalassume or reject any executory contracts anpineel leases in existence at the date of
the Filing. Some of these have been specificalbpaed and others have been specifically rejected@y in the course of the Chapter 11
Case. In the plan of reorganization which it hagpsed, as described below, AWI has indicated ther@xecutory contracts and unexpired
leases that it intends to assume or reject uposwomation of the plan; any not specifically assumneder the plan will be rejected upon
consummation of the plan. Parties having claima asult of the rejection of a contract may filaicis with the Bankruptcy Court, which w

be dealt with as part of the Chapter 11 Case.

Three creditors’ committees, one representing asbggrsonal injury claimants (the “Asbestos Peakbmjury Claimants’ Committee”), one
representing asbestos property damage claimamt$Atbestos Property Damage Committee”), and theratepresenting other unsecured
creditors (the “Unsecured Creditors’ Committe&tigre appointed in the Chapter 11 Case. In addifinrindividual was appointed to repre:
the interests of future asbestos personal injuin@nts (the “Future Claimants’ Representativat)a¢cordance with the provisions of the
Bankruptcy Code, these parties have the right todaed on matters that come before the BankrupteytGn the Chapter 11 Case. Upon
resolution of all asbestos property damage clagmslescribed under Asbestos-Related Property Dahitiggtion, the Asbestos Property
Damage Committee was disbanded.

106



Table of Contents

Plan of Reorganization

On November 4, 2002, AWI filed a Plan of Reorgaticrawith the Bankruptcy Court. During 2003, AWIgfil several amendments to the

plan with the Bankruptcy Court, along with variahibits. The Fourth Amended Plan of Reorganizatiath certain exhibits, was filed on
May 23, 2003 (and, as so amended and as modifieadalfications filed with the Bankruptcy Court orct®ber 17, 2003 and November 10,
2003, is referred to in this report as the “PORHe POR provides for AWI to continue to conducteikssting lines of business with a
reorganized capital structure, under which, amdhgrahings, its existing shares of stock will laacelled and new common shares and notes
will be issued to its unsecured creditors andtimst, as further discussed below, to be estallisimeler the POR for the benefit of AWI's
current and future asbestos-related personal imlaiynants, in full satisfaction of their claimsaagst AWI. References in this report to
“reorganized Armstrong” are to AWI as it would organized under the POR, and its subsidiariesatolely. The POR excludes AWI's
Nitram and Desseaux subsidiaries, neither of whichaterial to Armstrong and which are pursuingasafe resolutions of their Chapter

cases that are expected to result in the windingfulpeir affairs.

During 2003, the POR was submitted for a vote byl’AWteditors for its approval. It was approveddach creditor class that was entitled to
vote on the POR except the class of unsecuredtoredDn November 17 and 18, 2003, the BankruptmyrCheld a hearing on confirmation
of the Plan and on December 19, 2003, issued peapiirsdings of fact and conclusions of law and @ppised order confirming the POR,
notwithstanding the rejection of the POR by thesglaf unsecured creditors. On December 29, 2083 Jtisecured Creditors’ Committee
filed an objection to the Bankruptcy Court’s propddindings of fact and conclusions of law andpgheposed order of confirmation of the
POR. This objection remains pending with the U.Btrizt Court. Confirmation of the POR requiresiactof the U.S. District Court, as well
as the Bankruptcy Court, in accordance with thekBgptcy Code. At this time, the District Court jugnvolved in the Chapter 11 Case has
stayed all proceedings before him concerning thap@r 11 Case. See “Recent Developments and Neps$ 8t the Chapter 11 Process.”

Disclosure Statement

In connection with the vote of creditors on the R@RV/I was required to prepare a disclosure statémamcerning its business and the POR,
including certain projected financial informatiossaming an Effective Date of the POR as July 1320@ended to demonstrate to the
Bankruptcy Court the feasibility of the POR and A¥\Wbility to continue operations upon its emergefiom Chapter 11. On May 30, 2003,
the Bankruptcy Court approved the disclosure statgror distribution to parties in interest in f@bapter 11 Case. The projected financial
information included in the disclosure statemens wpdated in certain respects by information suiechiio the Bankruptcy Court in
connection with the Bankruptcy Court's November20@aring on confirmation of the POR. The projediedncial information was
prepared for the limited purposes of considerabpithe Bankruptcy Court, creditors and other patritieinterest in the Chapter 11 Case of
matters pertinent to the case. As indicated irdiselosure statement, the projected financial mfation and various estimates of value the
provided should not be regarded as representatiowsirranties by AWI, AHI or any other person. Téé no assurance that any such
projection or valuation will be realized. The prifed financial information and estimates of valierevprepared by AWI and its financial
advisors and have not been audited or revieweddpendent accountants. The projections will naigmated on an ongoing basis. At the
time they were prepared, the projections reflecigtierous assumptions concerning reorganized Armgsa@nticipated future performance
and with respect to prevailing and anticipated raaend economic conditions, which were and remajyobd our control and which may not
materialize. Projections are inherently subjedi¢mificant and numerous uncertainties and to &waiety of significant business, economic
and competitive risks and the assumptions undeylihie projections may be wrong in a material respttual results may vary significantly
from those contemplated by the projections.
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Asbestos Personal Injury Trust

A principal feature of the POR is the creation ofiest (the “Asbestos P | Trust”), pursuant to mec624(g) of the Bankruptcy Code, for the
purpose of addressing AWI's personal injury (inéhgdwrongful death) asbestos-related liability. ptesent and future asbestos-related
personal injury claims against AWI, including cdbtition claims of co-defendants, arising directhjirairectly out of AWI's pre-Filing use
of or other activities involving asbestos will beacineled to the Asbestos P | Trust.

In accordance with the “524(g) injunction” to beusd by the District Court in connection with tlemfirmation of the POR, various entities
will be protected from such present and future Adsthestos-related personal injury claims. Theséentnclude, among others, AWI as it
will be reorganized, AHI, AWI’s subsidiaries andet affiliates (as defined in the POR), and thespective officers and directors. Upon
emergence from Chapter 11, AWI will not have argpmnsibility for these claims (including claims agsd AWI based solely on its
ownership of a subsidiary or other affiliate), moll it participate in their resolution.

However, although AWI's domestic and foreign sulzsids and other affiliates will be protected pestiasbestos-related personal injury
claims against them will be channeled to the AgiseBt| Trust only to the extent such claims diseotlindirectly relate to the pre-Filing
manufacturing, installation, distribution or otlaativities of AWI, or AWI's ownership of the subsies or affiliates (as distinguished from
independent activities of the subsidiaries or iatféls). See Note 32 under “Asbestos-Related Litgdt

In addition, workers’ compensation claims brougiiast AWI or its subsidiaries or other affiliat@dl not be channeled to the Asbestos P |
Trust and will remain subject to the workers’ comgeation process. Workers’ compensation law providasthe employer is responsible for
evaluation, medical treatment and lost wages asultrof a job-related injury. Historically, worleécompensation claims against AWI or its
subsidiaries have not been significant in numbemoount, and AWI has continued to honor its obiaye with respect to such claims during
the Chapter 11 Case. Currently, AWI has only tipereding workers’ compensation claims involving gdlé asbestos exposure.

There also is uncertainty as to proceedings, if argught in certain foreign jurisdictions with pest to the effect of the 524(g) injunction in
precluding the assertion in such jurisdictions sifestos-related personal injury claims, proceedielgéed thereto or the enforcement of
judgments rendered in such proceedi

Management believes neither AWI nor its subsidgadeother affiliates is subject to asbestos-rdlarsonal injury claims, material in

amount to reorganized Armstrong, that would nothenneled to the Asbestos P | Trust.

Consideration to Be Distributed under the POR (ditad)

The Asbestos P | Trust and the holders of alloweskaured claims will share in the following consad®n to be distributed under the POR:
* AWI’'s"Available Casl” which is defined in the POR ¢

. Cash available on the effective date of the P@& eeserving up to $100 million (as determined®l) to fund ongoing
operations and making provisions for certain rezpijpayments under the PC

. Any cash drawn, at AWI’s sole discretion, underedit facility to be established as provided by POR for the purpose of
funding distributions under the POR, ¢

. Certain insurance proceeds related to environmemdgtiers

However, proceeds received under any private oiflieof debt securities and/or secured term loamings made, as permitted
by the POR, in connection with consummation ofRI@R shall be excluded from the determination ofilkade Cash.

« Plan Notes of AWI as further described below etr cash proceeds from any private offerings of debtirities issued in lieu
thereof, anc

» Substantially all of the new common stock of A\
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The total amount of Plan Notes will be the greafg(i) $1.125 billion less Available Cash and @i 75 million. However, AWI will use
reasonable efforts to issue one or more privateriofs of debt securities on, or as soon as pedsigalfter, the Effective Date that would y
net proceeds at least equal to the amount of tne IRbtes prescribed by the Plan. If the privateraifys are successful, the Plan Notes would
not be issued. If the offerings yield proceeds thas the amount of the Plan Notes prescribed &ythan, Plan Notes equal to the difference
will be issued. If only the Plan Notes are issuedrganized Armstrong expects to issue an aggregateint of $775 million of Plan Notes.
These Plan Notes will consist of (i) a tranche atess with a seven-year maturity and a fixed inten&t®, (ii) a tranche of notes with a ten-year
maturity and a fixed interest rate and (iii) a the of floating rate notes with a maturity of nesd than five years, but no more than ten years,
structured in a manner similar to, and as liquidaarketable bank debt which satisfy the requirdmehthe POR and are on terms and
conditions that are satisfactory to AWI, the AsbsdPersonal Injury Claimants’ Committee, and theifeuClaimants’ Representative. To the
extent Plan Notes of more than one type are issupth rata share of each tranche will be issu¢hlegdsbestos P | Trust and the holders of
unsecured claims.

The POR provides that unsecured creditors, ottzar tonvenience creditors described below, willikectheir pro rata share of:

e 34.43% of the new common stock of reorganized Arongf,

*  34.43% of the first $1.05 billion of all the caahd Plan Notes to be distributed under the PQit¢ecured creditors (other than
convenience creditors) and the Asbestos P | Tiuse form of:

. Up to $300 million of Available Cash ai

. The balance in principal amount of Plan Notes arahcash proceeds from any private offerings bt decurities made in lie
of issuing Plan Note!

*  60% of the next $50 million of Available Cash pifisuch Available Cash is less than $50 millidren 60% of the balance in Plan
Notes or in net cash proceeds from any privateiofis of debt securities made in lieu of issuingrPNotes, an

e 34.43% of the remaining amount of any AvailablelCasd any Plan Notes up to the maximum amountaf Rlotes provided to t
issued under the POR, or net cash proceeds fromprargte offerings of debt securities made in ldussuing such Plan Note

The remaining amount of new common stock of reamgghArmstrong, Available Cash and Plan Notes ¢rcash proceeds from any private
offerings of debt securities made in lieu of isguitian Notes will be distributed to the AsbestdsTirust.

Under the POR, unsecured creditors whose clainhe(dhan claims on debt securities) are less th@HO or who elect to reduce their
claims to $10,000 will be treated as “convenieneelitors” and will receive payment of 75% of thailowed claim amount in cash (which
payments will reduce the amount of Available Cash).

Under the POR, the existing equity interests in AiWtluding all of its outstanding shares of comnstwock) will be cancelled. The POR
provides for the distribution of warrants to pursbahares of reorganized Armstrong (the “Warraritsthe holders of AWI's existing
common stock. The terms of the Warrants are praviden exhibit to the POR. The Warrants:

» would permit the purchase of 5% of the commoglstaif reorganized Armstrong on a fully diluted tsasipon exercise of all the
Warrants;

« would be exercisable at any time during the sewsars/after the effective date of the POR;

» would permit the purchase of shares at an exemise of $37.50, which is equal to 125% of th8.88 per share equity value of
reorganized Armstrong, as agreed among the fineadiasers for AWI, the Asbestos Personal Injurgi@lants’ Committee, the
Unsecured Creditors’ Committee, and the Futuren@dais’ Representative, as set forth in the Banksyu@burt-approved
disclosure statement for the POR (as further desdrbelow)

Whether any value will be realized from the Warsantill depend on whether the market value of renizgd Armstrongs new common stor
reaches a value in excess of the exercise priteedVarrants during the period that they may beaised.
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AHI's shareholders were not entitled to vote onBi@&R. However, AHI's shareholders were sent thelbssire Statement and POR. If the
POR is implemented, the only value that will beilade to AHI shareholders is their ratable shdrthe Warrants available upon the
contemplated dissolution of AHI. See AHI's Plann§solution below.

Valuation of Consideration to be Distributed untter POR (unaudited)

Based upon many assumptions, see Disclosure Stateliseussion above, AWI estimated a $2.7 billiatue for reorganized Armstrong,
which is the mid-point of the range of estimatetiga of $2.4 billion and $3.0 billion. AWI's estitiesl value of the consideration to be
distributed under the POR to the Asbestos P | Thadtlers of allowed unsecured claims and AWI'sgrg common stock, is:

» New common stock at $30 a share, which is the aqpate mic-point of the range of estimated values of $24 166 $35.30 per
share, assuming a distribution of 56.4 million sisasf new common stock to holders of unsecuredhslaind the Asbestos P | Tn

» Plan Notes in the aggregate principal amount ob$Wwillion, that are worth their face valt
* Available Cash of approximately $350 million thatVAexpects to have; ar
« Warrants with an estimated value of between $36anibnd $40 million

» The total value of the consideration to be disitéd to the Asbestos P | Trust, other than rightser asbestos non-product liability
insurance policies, has been estimated to be appatedy $1.8 billion, and the total value of coresigtion to be distributed to
holders of allowed unsecured claims (other tharvenience claims) has been estimated to be appréedyrtt0.9 billion. Based
upon the estimated value of the POR consideragiod,upon AWI's estimate that unsecured claims atbly the Bankruptcy
Court (other than convenience claims) will totapegximately $1.65 billion, AWI estimated that hotdef allowed unsecured
claims (other than convenience claims) will receiwecovery having a value equal to approximat8l$% of their allowed claim:

AHI’s Plan of Dissolution, Winding Up and Distributi¢rPlan of Dissolutioh)

In connection with the implementation of the PO Warrants will be issued to AHI (or a wholly-owinsubsidiary of AHI). The Board of
Directors of AHI has determined that it is not gieable for AHI to continue in operation as angwing business owning the Warrants, wt
will then be AHI's only asset. Accordingly, the Bdaof Directors of AHI approved and recommendedltt shareholders the Plan of
Dissolution, whereby AHI will voluntarily dissolvend wind up its affairs in accordance with Penreyia law and, subject to completion of
AHI's winding up (including the satisfaction of afigbilities of AHI), distribute any remaining Wamts to the shareholders. At a special
meeting of AHI shareholders held on January 7, 2€@1Plan of Dissolution was approved by the AkHireholders. The POR provides that
AWI will pay the costs and expenses incurred innamtion with administering AHI's Plan of Dissolutio

Recent Developments and Next Steps in the ChafitBrdcess

In order for the POR to be confirmed, the U.S. iisCourt must issue findings of fact and conadasi of law in support of confirmation of
the POR, enter or affirm an order confirming theRP&hd issue the “524(g) injunction” which is pafrtlee POR. In certain other companies’
asbestos-related Chapter 11 cases, motions fasabwaere filed in 2003 against U.S. District Calutige Alfred M. Wolin, who is jointly
administering with the Bankruptcy Court the ashestated issues in the Chapter 11 cases of fimgaaies, including AWI. The Unsecured
Creditors’ Committee requested that in the evedgduNolin is recused in the other cases, he alsedused in AWI's case. Judge Wolin has
stayed further proceedings in all five cases beliarg including AWI's Chapter 11 Case. On Februarg004, Judge Wolin denied the
motions for recusal. An appeal of Judge Wolin’snwilis currently pending, with oral argument beftire U.S. Court of Appeals for the Third
Circuit scheduled for April 19, 2004. AWI is uncart as to the impact, if any, beyond the preselatyda confirmation of the POR that the
motions and appeal will have on AWI's Chapter 1dgaedings, and when confirmation of the POR wiltbesidered by the U.S. District
Court is uncertain.
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Common Stock and Debt Securities

As a result of AWI filing the Plan of Reorganization November 4, 2002, the New York Stock Exchastgpped trading on the Exchange of
the common stock of AHI (traded under the tickenbgl “ACK”) and two debt securities of AWI (tradeahder the ticker symbols “AKK”

and “ACK 08"). AHI's common stock resumed tradimgthe over-the-counter (OTC) Bulletin Board under ticker symbol “ACKHQ” and
one of AWI's debt securities resumed trading urtterticker symbol “AKKWQ".

Bar Date for Filing Claims

The Bankruptcy Court established August 31, 200thadbar date for all claims against AWI| exceptdebestoselated personal injury clair
and certain other specified claims. A bar datéésdate by which claims against AWI must be fileithé claimants wish to participate in any
distribution in the Chapter 11 Case. A bar datea&irestos-related personal injury claims (other thaims for contribution, indemnification,
or subrogation) has been rendered unnecessary tivederms of the POR, which defers the filingswdéh claims until the Asbestos P | Trust
is established to administer such claims.

Approximately 4,800 proofs of claim (including ldiked claims) totaling approximately $6.3 billioalleging a right to payment from AWI,
were filed with the Bankruptcy Court in response¢h® August 31, 2001 bar date. The dispositiomes$¢ claims under the POR is discussed
below. AWI continues the process of investigating eesolving these claims. The Bankruptcy Court wilmately determine the claims and
related liability amounts that will be allowed aaripof the Chapter 11 process if the parties caagrge.

In its ongoing review of the filed claims, AWI tai has objected to approximately 2,100 claimdingt&2.4 billion. The Bankruptcy Court
disallowed these claims with prejudice.

Approximately 1,100 proofs of claim totaling appirately $1.5 billion are pending with the Bankrupourt that are associated with
asbestos-related personal injury litigation, inahgddirect personal injury claims, claims by coateants for contribution and
indemnification, and claims relating to AWI's paipation in the Center for Claims Resolution. Aatatl above, the bar date of August 31,
2001 did not apply to ashestos-related personahirglaims other than claims for contribution, int@fication, or subrogation. The POR
contemplates that all AWI asbestos-related persiopaly claims, including claims for contributiomdemnification, or subrogation, will be
addressed in the future pursuant to the procedalasng to the Asbestos P | Trust developed imeation with the POR. See further
discussion regarding AWI's liability for asbestadated matters in Note 32.

During the first six months of 2003, AWI settled @fl the approximately 460 remaining property damakgims that alleged damages of $800
million, for approximately $9 million. Payments ¢taimants were made during the third quarter of2280d were funded by insurance. See
Note 32 for further discussion of property damatigation.

Approximately 1,200 claims totaling approximatell.& billion alleging a right to payment for finangi, environmental, trade debt and other
claims remain. For these categories of claims, A4 previously recorded approximately $1.6 billiofiabilities.

AWI has recorded liability amounts for claims tikah be reasonably estimated and which it doesordest or believes are probable of being
allowed by the Bankruptcy Court. During the foutinarter of 2002, AWI recorded a $2.5 billion chatgéncrease its estimate of probable
asbestos-related liability for personal injury pigibased on the developments in the Chapter 11 SaseNote 32 for further discussion. The
final value of all the claims that will ultimatele allowed by the Bankruptcy Court is not knowtthé time. However, it is likely the value of
the claims ultimately allowed by the Bankruptcy @owill be different than amounts presently recardy AWI and could be material to
AWTI’s financial position and the results of its oatons. Management will continue to review theoreled liability in light of future
developments in the Chapter 11 Case and make chémgfee recorded liability if and when it is appriate.
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Financing

AWI's current debtor-in-possession credit facilitipIP Facility”), which extends to December 8, 20@énstitutes a $75 million letter of
credit facility. At AWI's request, the previous revolving loan feature dvapped since it had never been used. As of Dece&ihe2003, AW
had approximately $22.8 million in letters of ctaghich were issued pursuant to the DIP Facilitg.ok December 31, 2003, AWI had $32
million of cash and cash equivalents, excludindhdzedd by its non-debtor subsidiaries. AWI belietrest cash on hand and generated from
operations and dividends from its subsidiariesetbgr with subsidiary lines of credit and the DEility, will be adequate to address its
foreseeable liquidity needs. Obligations underDhe Facility, including reimbursement of draws untlee letters of credit, if any, constitute
superpriority administrative expense claims in@eapter 11 Case.

Accounting Impact

AICPA Statement of Position 90-7, “Financial Repuagtby Entities in Reorganization under the BankeypgCode” (“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 segrepege-iling liabilities that are subject to compr@miand report them separately on the
balance sheet. See Note 4 for detail of the ligdslisubject to compromise at December 31, 20028604. Liabilities that may be affected by
a plan of reorganization are recorded at the erpesmtount of the allowed claims, even if they mayséttled for lesser amounts.
Substantially all of AWI's pre-Filing debt, now @refault, is recorded at face value and is clagkifigghin liabilities subject to compromise.
Obligations of AWI subsidiaries not covered by Hikng remain classified on the consolidated batasiceet based upon maturity date. ASVI’
estimated liability for asbestos-related personjiry claims is also recorded in liabilities sulijicompromise. See Note 32 for further
discussion of AWI's asbestos liability.

Additional preFiling claims (liabilities subject to compromisepynarise due to the rejection of executory consractunexpired leases, or ¢
result of the allowance of contingent or disputkdnas.

SOP 90-7 also requires separate reporting of edimeges, expenses, realized gains and losses, avidipn for losses related to the Filing as
Chapter 11 reorganization costs, net. AccordingW/l recorded the following Chapter 11 reorganizatazctivities during 2003 and 2002:

(amounts in millions) 2003 2002 2001

Professional fee $25.2 $27.& $24.t
Interest income, pc-Filing (3.9 (3.5 (5.2
Reductions to p-Filing liabilities (22.9 (1.2) (2.0
Termination of pr-Filing lease obligatiol — — (5.9
Other expense directly related to bankruptcy, 0.5 0.2 aL{e
Total Chapter 11 reorganization costs, $ 94 $23.E5 $12.f

Professional fees represent legal and financiakady fees and expenses directly related to thad-il
Interest income is earned from short-term investsisabsequent to the Filing.

Reductions to pre-Filing liabilities represent Bamkcy Court approved settlements of prepetitiabilities. In 2003, AWI reached an
agreement with the holder of a zero coupon nottheramount of its allowed claim. This agreementiced the previously accrued liability
$12.1 million.

Termination of pre-Filing lease obligation represehe reversal of an accrual for future lease paymfor office space in the U.S. that AWI
will not pay due to the termination of the leasetcact. This amount was previously accrued in i@ tquarter of 2000 as part of a
restructuring charge when the decision to vacaetbmises was made.
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As a result of the Filing, realization of assetd dquidation 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.

If and when the POR is confirmed and made effectiwerganized AWI's consolidated financial statetsemill change materially in amounts
and classifications through the implementatiorhef Eresh Start Accounting rules of SOP 97-7.

Conclusion

Although the POR has been developed, implementatidime POR is subject to confirmation of the P@R¢cordance with the provisions of
the Bankruptcy Code and satisfaction after consutimmaf certain conditions, as provided by the P@R!I is unable to predict when and if
the POR will be confirmed. Therefore, the timinglaarms of a resolution of the Chapter 11 Case ireorecertain.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIE:

Consaolidation Policy The consolidated financial statements and accagipg data in this report include the accounts bl And its
majority-owned subsidiaries. The results of lesstmajority owned subsidiaries are accounted fdeuthe equity method. All significant
intercompany transactions have been eliminated flentonsolidated financial statements. Certaiorprear amounts have been reclassified
to conform to the current year presentation.

Use of EstimatesThese financial statements are prepared in aanoedwith generally accepted accounting principlesinclude
management estimates and judgments, where apgmpvianagement utilizes estimates to record mamystincluding asbestos-related
liabilities and insurance assets, allowances fdrdebts, inventory obsolescence and lower of aostasket charges, warranty, workers
compensation, general liability and environmentaines. When preparing an estimate, managementrdigies the amount based upon
considering all known relevant information. Managetnalso confers with outside parties, includingsmle counsel, where appropriate.
Actual results may differ from these estimates.

Revenue RecognitionWe recognize revenue from the sale of produatstiaa related accounts receivable no earlier thamate on which
title transfers, generally on the date of shipm@ntrovision is made for the estimated cost of teband promotional programs. Provisions
for estimated discounts and bad debt losses apsllmasknowledge of specific customers and a reakoutstanding accounts receivable
balances.

Sales IncentivesSales incentives are reflected as a reductiontofades for all periods presented.

Shipping and Handling CostShipping and handling costs are reflected in cbgbods sold for all periods presented.

Advertising Costs We recognize advertising expenses as they averett

Pension and Postretirement Benefi¥e have benefit plans that provide for pensioadital and life insurance benefits to certain blggi
employees when they retire from active service.ggaly, our practice is to fund the actuariallyetetined current service costs and the
amounts necessary to amortize prior service oliigatover periods ranging up to 30 years, butmeixicess of the funding limitations.

113



Table of Contents

Taxes. The provision for income taxes has been detemnirsing the asset and liability approach of acdagrfbr income taxes. Deferred tax
assets and liabilities are recognized using endatethtes for expected future tax consequencesaerits recognized in the financial
statements or tax returns. The provision for incoaxes represents income taxes paid or payabtbdazurrent year plus the change in
deferred taxes during the year. Valuation allowarare recorded to reduce deferred tax assets wiemeore likely than not that a tax benefit
will not be realized.

Cash and Cash Equivalent€ash and cash equivalents include cash on hahdhamt-term investments that have maturities fehmonths
or less when purchased.

Concentration of CreditWe principally sell products to customers in tludding products industries, in various geograpbigions. In 2003,
our net sales to The Home Depot, Inc. and Lowesmiganies, Inc. were $400.0 million and $318.7 millicespectively. In 2002 and 2001,
our net sales to Home Depot, Inc. were $380.3 anilind $340.8 million, respectively. Our net satekowe’s Companies, Inc. in years prior
to 2003 were less than 10% of our total consolilatt sales. No other customer accounted for 10ftooe of our total consolidated net
sales.

There are no significant concentrations of cradk other than with two home center customers vepoesent 23% and 22% of our trade
receivables as of December 31, 2003 and 2002, atsply. We continuously evaluate the creditwordss of our customers and generally do
not require collateral.

Inventories. Inventories are valued at the lower of cost orkat Inventories also include certain resilienbfling samples used in ongoing
sales and marketing activities.

Property and DepreciatiarProperty, plant and equipment values are statadcuisition cost less accumulated depreciati@haamortization.
Depreciation charges for financial reporting pugsare 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.

In accordance with SFAS 144, “Accounting for thepaitment or Disposal of Long-Lived Assets,” effeetiJanuary 1, 2002, impairment
losses are recorded when indicators of impairmenpeesent, such as operating losses and/or negatsh flows. For purposes of calculating
any impairment, we estimate the fair value and camajit to the carrying value of the asset. If thie ¥alue is less than the carrying value of
the asset, we record an impairment equal to tHerdiice between the fair value and carrying vafub@asset. When assets are disposed
retired, their costs and related depreciation emgoved from the financial statements and any lieguifains or losses normally are reflecte
Selling, general and administrative expenses (SG&A)

Costs of the construction of certain property idelcapitalized interest which is amortized overdbmated useful life of the related asset.
There was no capitalized interest recorded in 20082 and 2001 due to the Chapter 11 Filing.

Goodwill and Other IntangiblesEffective January 1, 2002, we adopted SFAS N8, 1@oodwill and Other Intangible Assets” (“FAS 142
which requires that goodwill and intangible asseéth indefinite useful lives no longer be amortizédt instead be tested for impairment at
least annually. Our annual impairment test is peréd in the fourth quarter. FAS 142 also requinad intangible assets with determinable
useful lives be amortized over their respectiverestied useful lives to their estimated residuatgaland reviewed for impairment. See Note
12 for disclosure on goodwill and other intangibles

Contingent LiabilitiesIn the context of the Chapter 11 Case, contingehtlities, including claims that became known aeftee Filing, are
recorded on the basis of the expected amount dltbeed claim in accordance with SOP 90-7 as opgds the amount for which a claim
may be settled.
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Foreign Currency Transactionssets and liabilities of our subsidiaries opeigtitside the United States, which account in atfanal
currency other than US dollars, are translatedgudie year end exchange rate. Revenues and exmedeanslated at the average exchange
rates effective during the year. Foreign curremapglation gains or losses are included as a coemai accumulated other comprehensive
income (loss) within shareholder’s equity. Gaingosses on foreign currency transactions are razedrthrough the statement of earnings.

Financial Instruments and DerivativeSrom time to time, we use derivatives and oth@arfcial instruments to diversify or offset theesff of
currency, interest rate and commodity price valitgbiSee Note 19 for further discussion.

Stockbased Employee Compensatiéw.December 31, 2003, we had three stock-basedmmplcompensation plans, which are described
more fully in Note 25. We account for these plandar the intrinsic value recognition and measurdmanciples of APB Opinion No. 25,
“Accounting for Stock Issued to Employees,” andtetl Interpretations. The following table illus&sthe effect on net income if we had
applied the fair value recognition provisions of & Statement No. 123, “Accounting for Stock-based@ensation,” to stock-based
employee compensation.

2003 2002 2001
Net income (loss), as report $(39.9) $(2,142.9 $92.¢
Add: Stock-based employee compensation expensgdiedlin reported net income, net of
related tax effect 0.1 0.€ 1.8
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value bas
method for all awards, net of related tax effe (0.2 1. (4.0
Pro forma net income (los $(39.49) $(2,143.9) $90.€

Fiscal Periods Prior to 2003, the fiscal years of the Wood FHlogrand Cabinets segments ended on the Saturdsgstim December 31,
which was December 28, 2002 and December 29, 200&vents had occurred between these dates andnbec81 materially affecting our
financial position or results of operations. Dur@03, the Wood Flooring and Cabinets segmentsitianed to a calendar quarter and year
end. The effect of this transition on our compasafinancial information was immaterial.

New Accounting Standarc

In December 2003, the Financial Accounting Stansl&alard (FASB) issued Statement of Financial ActiogrStandards (SFAS) No. 132R,
“Employers’ Disclosures about Pensions and OthetrBtirement Benefits.” This standard amends thelasure requirements of SFAS 132
to require additional disclosures about assetsgatdns, cash flow and net periodic benefit cdsie revised standard is effective in 2003,
except for foreign plans, and the related disclesirave been included in Note 18.

Effective January 1, 2003, we adopted SFAS No. 14&ounting for Asset Retirement Obligations,” whiprovides guidance on the
accounting and disclosure for obligations assodiati¢h the retirement of tangible long-lived assatsl the associated asset retirement costs.
Our current results of operations and financiaitpos have not been affected.

Effective January 1, 2003, we adopted SFAS No. 14é;ounting for Costs Associated with Exit of Dasgal Activities,” which addresses
accounting for restructuring and similar costs.sI$tandard affects the timing of expenses assdordth restructurings, but is not expectet
change the long-term results of operations anadéi@ position.

Effective July 1, 2003, we adopted SFAS No. 150;¢dunting for Certain Financial Instruments witha@Gidcteristics of both Liabilities and
Equity,” which addresses accounting for certaimficial
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instruments with characteristics of both liabiltiand equity. Our current results of operationsfarahcial position have not been affected.

Effective with revenue arrangements entered irntier dune 30, 2003, we adopted Emerging IssuesHasle (“EITF”) Issue No. 00-21,
“Revenue Arrangements with Multiple Deliverablewfiich provides the criteria for identifying andaating separate units of accounting
related to revenue arrangements with multiple @edisles. Our current results of operations andiz position have not been affected.

Effective January 1, 2003, we adopted EmergingelsJask Force (“EITF”) Issue No. 02-16, “Accountimga Customer (Including a
Reseller) for Certain Consideration Received froweador,” which provides guidance on the accounforgonsideration received from a
vendor. Our current results of operations and firrposition have not been affected.

In November 2002, the FASB issued Interpretation 45 “Guarantor’'s Accounting and Disclosure Reguients for Guarantees, Including
Indirect Guarantees of Indebtedness of Others.”ditelosure requirements were adopted Decembe2(BR. The recognition and initial
measurement provisions were adopted January 1, Z2@3urrent results of operations and financasifion have not been affected.

In January 2003, the FASB issued Interpretation46o.“Consolidation of Variable Interest Entitie3He requirements for variable interest
entities created after January 31, 2003 were adapid-ebruary 1, 2003. Our current results of dpera and financial position have not be
affected. In December 2003, a modification to FBNwhs issued (FIN 46R) which delayed the effedtigte until no later than fiscal periods
ending after March 15, 2004 and provided additiaeahnical clarifications to implementation issué& currently do not have any variable
interest entities as defined in FIN 46R. We doexqtect that the adoption of this statement willdhavmaterial impact on our consolidated
financial statements.
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NOTE 3. NATURE OF OPERATION:!
Reportable Segments

Resilient Wood ggﬁg(ratss Building All Unallocated
For the year ended 2003 Flooring Flooring  Flooring Products Cabinets  Other  Corporate Total
(amounts in millions
Net sales to external custom $1,181.L $ 738.€ $271.¢ $862.:2 $204¢ — —  $3,259.(
Equity loss (earnings) from affiliate 0.4 — — (20.¢) —  $(0.9 — (20.7)
Segment operating income (lo: 55.¢ (4.0 (9.9 95.2 (11.7 0.3 (136.9 (10.9
Restructuring and reorganization
charges, net of revers: 1.2 0.8 7.4 — — — (0.8 8.€
Segment asse 915.¢ 576.€¢ 207.1 551.t 102.¢  18.6  2,276.: 4,647.¢
Depreciation and amortizatic 61.7 42.¢ 5.2 34.C 32 — 26.7 173.€
Investment in affiliate: 0.€ — — 29.t — 18.¢ — 48.€
Capital addition: 26.t 17.5 34 22.3 1.€ — 7.C 78.1
Textiles
Resilient Wood & Sports Building All Unallocated
For the year ended 2002 Flooring Flooring  Flooring Products Cabinets  Other  Corporate Total
(amounts in millions
Net sales to external custom $1,152.0 $ 719.2 $ 2472 $826.6 $226.¢ — —  $3172:
Equity loss (earnings) from affiliate 0.1 — — (29.7) —  $(2) — (21.7)
Segment operating income (lo: 64.5 53.C 4.7 96.5 (3.9 2.1 $(2,544.9 (2,337.)
Restructuring and reorganization
charges, net of revers: 2.2 — 0.3 — — — — 1.8
Segment asse 890.7 619.7 203. 544.¢ 116.€ 184 2,111 4,504.¢
Depreciation and amortizatic 54.7 16.€ 5.€ 32.2 22 — 25.2 136.%
Investment in affiliate: 0.¢ — — 24.¢€ — 18.4 — 43.€
Capital addition: 39.C 22.¢ 4.1 28.t 6.C — 24.¢ 125.1
Textiles
Resilient Wood & Sports Building All Unallocated
For the year ended 2001 Flooring Flooring  Flooring Products Cabinets  Other  Corporate Total
(amounts in millions
Net sales to external custom $1,164.. $ 655.2 $ 262.¢ $831.( $ 225 — — $3,138.°
Equity (earnings) from affiliate (0.7 — — (26.7) —  $(0.9 — (16.5)
Segment operating income (lo: 70.¢ 0.¢ (0.7 92.4 15.2 032 $% (389 140.1
Restructuring and reorganization
charges, net of revers: 0.2 4.1 1.2 1.1 1.1 — 1.3 9.C
Segment asse 855.5 1,260.¢ 177.i 527.( 108.C 16.5  1,093.c 4,038.:
Depreciation and amortizatic 57.2 36.C 4.7 33.C 23 — 23.t 156.¢
Investment in affiliate: 0.¢ — — 22.4 — 16.2 — 39.€
Capital addition: 43.€ 22.7 8.€ 32.2 2.1 — 18.c 127.¢

Accounting policies of the segments are the santkas® described in the summary of significant antiog policies. Performance of the
segments is evaluated on operating income befaemeria taxes, unusual gains and losses, and intqeshse.

The 2002 decrease in the assets of the Wood Fpedgment is primarily due to the $596.0 millio693.8 million, net of tax) goodwill and
intangible asset impairment write down recorded asmulative effect of a change in accounting ppilecas of January 1, 2002. See Note 12
for further details.

The 2002 increase in the assets of the Unallocatedorate segment is primarily due to the $869Iianiincrease in the deferred tax asset
primarily created by the fourth quarter 2002 asiesharge described in Notes 1 and 32.
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Resilient Floorinc— produces a broad range of floor coverings for @sm@nd commercial and institutional buildings. Resi Flooring
products include vinyl sheet, vinyl tile, linoleuitnoring and luxury vinyl tile. In addition, our R#ient Flooring segment sources and sells
laminate products, adhesives, installation and taaance materials and accessories, and has reaggniguced ceramic tile products.
Resilient Flooring products are offered in a wideiety of types, designs, and colors, and provakeef installation and reduced mainten:
(no-wax). We sell these products to wholesalergellaome centers, retailers, contractors, andeoniinufactured homes industry.

Wood Flooring— produces wood flooring products for use in nesidential construction and renovation, with somegmrcial applications
in stores, restaurants and high-end offices. Thdymt offering includes solid wood (pfieished or unfinished) and engineered wood flaoi
various wood species (with oak being the primamscgs of choice). Virtually all of our Wood Floog's sales are in the U.S. Our Wood
Flooring products are generally sold to independdrdlesale flooring distributors and large hometeenunder the brand names Brice
Hartco® and Robbing .

Textiles and Sports FloorinTSF”) — produces carpeting and sports flooringdarcts that are sold mainly in Europe. Carpetiragipcts
consist principally of carpet tiles and broadloosed in commerciapplications and in the leisure and travel indushgorts flooring produc
include artificial turf and other sports surfac®sir TSF products are sold primarily through retaileontractors, distributors and other
industrial businesses.

Building Product— produces suspended mineral fiber, soft fibersraathl ceiling systems for use in commercial, tngtnal and
residential settings. In addition, our Building Buots segment sources and sells wood ceiling sgsfEne products are available in numer
colors, performance characteristics and desigrisp#far attributes such as acoustical control,d-dite protection, and aesthetic appeal.
Commercial ceiling materials and accessories dreteaeiling systems contractors and to resaleidigors. Residential ceiling products are
sold through wholesalers and retailers (includargé home centers). Suspension system (grid) pt®dwenufactured by WAVE are sold by
both Armstrong and the WAVE joint venture.

Cabinets— produces kitchen and bathroom cabinetry ande@lptoducts, which are used primarily in the UeSidential new construction
and renovation markets. Through our system of conyymavned and independent distribution centers hrmligh direct sales to builders, our
Cabinets segment provides design, fabrication asi@liation services to single and multi-family hedmailders, remodelers and consumers
under the brand names X, Bruce® and Armstrong" .

All Other— contributes operating income related to the ggnitestment in Interface Solutions, Inc.

Unallocated Corporate— includes expenses that have not been allocateg tbusiness units. The most significant of tleegeenses relate to
asbestos charges as discussed in Note 32.
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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 (amounts in millions) 2003 2002 2001
Americas:
United State: $2,247.0 $2,229.. $2,188.:
Canads 125.¢ 120.5 114.¢
Other America: 24.¢ 26.4 23.k
Total Americas $2,397.¢ $2,376.C $2,326.(
Europe:
Germany $ 178z $ 172¢ $ 182.:
England 125t 129.¢ 135.¢
France 80.: 69.2 67.¢
Netherlands 76.1 69.¢ 73.€
Italy 37.C 33.2 31.1
Switzerland 35.4 36.¢ 34.1
Russia 33.2 27.2 25.¢
Spain 33.2 26.2 12.F
Belgium 20.€ 19.¢ 16.2
Sweder 19.F 15.€ 15.¢
Other Europe 104.( 89.7 118.C
Total Europe $ 743.C $ 690.2 $ 713.1
Pacific area
Australia $ 355 $ 27z $ 25:¢
China 26.1 22.¢ 24.1
Other Pacific are 56.7 55.¢ 50.2
Total Pacific arei $ 1181 $ 106.C $ 99.€
Total net trade sale $3,259.( $3,172.. $3,138.}

Long-lived assets (property, plant and equipment)pet

at December 31 (amounts in millions) 2003 2002
Americas:
United State: $ 848t $ 930.C
Canade 15.C 14.1
Total Americas $ 863 $ 945.(
Europe:
Belgium $ 32¢& $ 254
England 38.1 39.2
France 15.¢ 13.€
Germany 224.( 1925
Netherland: 42.1 42.¢€
Sweder 10.€ 10.C
Other Europs 11.1 5.8
Total Europe $ 3748 $ 329.¢
Pacific area
China $ 220 $ 23z
Other Pacific are 7.C 5.6
Total Pacific arei $ 29.C $ 291

Total lon¢-lived assets, ne $1,267..  $1,303.
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NOTE 4. LIABILITIES SUBJECT TO COMPROMIS

As a result of AWI's Chapter 11 Filing (see Notedyrsuant to SOP 90-7, AWI is required to segregatpetition liabilities that are subject
to compromise and report them separately on thenbalsheet. Liabilities that may be affected blaa pf reorganization are recorded at the
amount of the expected allowed claims, even if tina@y be settled for lesser amounts. Substantililbf &WI's prepetition debt, now in
default, is recorded at face value and is claskifigghin liabilities subject to compromise. Obligats of our subsidiaries that are not covered
by the Filing remain classified on the consoliddtathnce sheet based upon maturity date. AWI'ssasbédiability is also recorded in
liabilities subject to compromise. During the fduguarter of 2002, AWI recorded a non-cash chaf@® billion to increase its estimate of
probable asbestos-related liability. See Note ¥udher discussion on how the Chapter 11 procesgaddress AWI's liabilities subject to
compromise and Note 32 for further discussion ofIAsVisbestos liability.

Liabilities subject to compromise at December 3I)Rand December 31, 2002 are as follows:

(amounts in millions) 2003 2002

Debt (at face value $1,388.¢  $1,400.
Asbesto-related liability 3,190.¢ 3,190.¢
Prepetition trade payabl 58.¢ 51.7
Prepetition other payables and accrued inte 62.7 60.4
Amounts due to affiliate 4.7 4.7
ESOP loan guarantt 157.% 157.7
Total liabilities subject to compromi: $4,863.0  $4,865.¢

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

See Note 17 for detail of debt subject to compremis

NOTE 5. ACQUISITIONE

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

On May 18, 2000, we acquired privately-held Switned-based Gema Holding AG (“Gema”), a manufactaret installer of metal ceilings,
for $6 million plus certain contingent consideratiwot to exceed $25.5 million, based on results thesthree year period ending December
31, 2002. In accordance with the purchase agreenenformer owners of Gema were advised that dméirtgent consideration was $2.0
million. The former owners did not accept such akdtion. Therefore, as permitted by the agreentbatcontingent consideration calculation
will be reviewed by a third party.

The Gema acquisition was recorded under the puealmashod of accounting. The purchase price wasatha to the assets acquired and the
liabilities assumed based on the estimated faiketaralue at the date of acquisition. The fair neaskalue of tangible and identifiable
intangible net assets acquired exceeded the pwgae by $24.2 million and this amount was reedrds a reduction of the fair value of
property, plant and equipment. Contingent constieraf $2.0 million was accounted for as additiomarchase price in the third quarter of
2003, with a corresponding amount recorded in atisopayable.
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NOTE 6. DISCONTINUED OPERATION:

In February 2001, we determined to permanentlytbgitfTextiles and Sports Flooring segment and dmuUzey 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 quaae2001, we terminated our plans to permanentlytbis segment. This decision was based
on the difficulty encountered in selling the busimand a new review of the business, industry &ecai 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 EITF Issue No. 90-16 — “AccountiagBiscontinued Operations Subsequently Retained”.

Based on the expected net realizable value ofikbss determined during the negotiations tatlselbusiness, we had recorded a pretax net
loss of $34.5 million in the fourth quarter of 20@23.8 million net of tax benefit. We also hadameted an additional net loss of $3.3 million
in the first quarter of 2001, as a result of packustments resulting from the negotiations. Corenirwith the decision to no longer classify
the business as a discontinued operation, the nimgaaccrued loss of $37.8 million ($27.1 millicatrof tax) was reversed in the third qua

of 2001 and recorded as part of earnings from discoed operations. Additionally, the segment’sinebme of $3.1 million for the first and
second quarter of 2001 was reclassified into egeirom continuing operations for those periods.

During the third quarter of 2001, we concluded ¢heere indicators of impairment related to certarets in this segment, and accordingly,
an impairment evaluation was conducted. This evanded to an impairment charge of $8.4 millioepresenting the excess of book value
over estimated fair value which was determinedgisimet discounted cash flows approach. The chaagencluded in cost of sales. The
impairment was related to property, plant and emeipt that produce certain products for which weécgrgte lower demand in the future.
Additionally, an inventory write-down of $2.1 miih was recorded in the third quarter of 2001 wittost of sales related to certain products
that will no longer be sold.

NOTE 7. OTHER DIVESTITURE!

In July 2000, we sold our Installation Products @rd¢o subsidiaries of the German company Ardex Gnibiding February 2003, we
reached a settlement with Ardex on several operesssThe settlement allowed for the payment ofapgtition liability to Ardex with a
discount, adjusted the pricing for our adhesivesipases, eliminated a minimum purchase requirear@htresolved environmental
remediation disputes. Under the settlement, Arde® & proof of claim related to environmental reliagion in AWI's Chapter 11 Case,
which will be treated as an allowed unsecured cldinis claim resulted in a fourth quarter 2002 geaof $5.3 million, which was recorded
other non-operating expense.

NOTE 8. ACCOUNTS AND NOTES RECEIVABLI

(amounts in millions) 2003 2002

Customer receivable $358.2 $370.(
Customer note 6.2 6.S
Miscellaneous receivabl 17.C 17.2
Less allowance for discounts and los (66.2) (61.7)
Net accounts and notes receiva $315.« $332.¢

Generally, we sell our products to select, pre-apgd customers whose businesses are affected hgehin economic and market
conditions. We consider these factors and the fii@hgondition of each customer when establishingatlowance for losses from doubtful
accounts.
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NOTE 9. INVENTORIES

Approximately 39% and 42% of our total inventory2@03 and 2002 was valued on a LIFO (last-in,-fig) basis. The remaining
approximately 60% of our total inventory was valweda FIFO (first-in, first-out) basis. Inventorglues were lower than would have been
reported on a total FIFO (first-in, first-out) basby $62.0 million at the end of 2003 and $52.Bioni at year-end 2002.

(amounts in millions) 2003 2002

Finished good $330.7 $294.:
Goods in proces 40.¢€ 44.¢
Raw materials and suppli 165.: 166.(
Less LIFO and other reserv (82.2) (69.6€)
Total inventories, ne $454.«  $435.F

NOTE 10. PROPERTY, PLANT AND EQUIPMEN

(amounts in millions) 2003 2002

Land $ 105¢4 $ 94.:
Buildings 659.7 624.¢
Machinery and equipme 1,893.° 1,786.(
Construction in progres 43.2 62.2
Less accumulated depreciation and amortize (1,434.9 (1,263.9)
Net property, plant and equipme $1,267.0 $1,303.

NOTE 11. EQUITY INVESTMENTS

Investments in affiliates were $48.9 million at Betber 31, 2003, an increase of $5.0 million, réiftgcthe equity earnings of our 50%
interest in our WAVE joint venture and our remam3b% interest in Interface Solutions, Inc. (“ISIWWe continue to purchase certain raw
materials from 1S under a long-term supply agresmgquity earnings from affiliates for 2003, 20&2d 2001 consisted primarily of income
from a 50% interest in the WAVE joint venture ahd 85% interest in ISI.

We purchase some grid products from WAVE, our 50#&e&d joint venture with Worthington Industries. Tioéal amount of these purchases
was approximately $51 million, $44 million and $#lion for the years ended December 31, 2003, 20822001, respectively. We also
provide certain selling and administrative proaegservices to WAVE for which we receive reimbursem Additionally, WAVE leases
certain land and buildings from us.

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

(amounts in millions) 2003 2002

Current assel $93.1 $82.1

Non-current assel 32.c 31.€

Current liabilities 65.1 16.C

Long-term deb — 50.C

Other nor-current liabilities 3.C 3.C
(amounts in millions) 2003 2002 2001
Net sales $213.¢ $201.¢ $200.1
Gross profit 63.7 61.2 57.1
Net earning: 41.7 39.2 32.:
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NOTE 12. GOODWILL AND INTANGIBLE ASSET<S

Effective January 1, 2002, we adopted SFAS No. 1@apdwill and Other Intangible Assets” (“FAS 142%hich requires that goodwill and
intangible assets with indefinite useful lives nader be amortized, but instead be tested for imait at least annually. FAS 142 also
requires that intangible assets with determinabégful lives be amortized over their respectiveneated useful lives to their estimated resit
values and reviewed for impairment.

As of January 1, 2002, we had unamortized gooa#i#i822.8 million, of which $717.2 million was akttable to the Wood Flooring
segment. In the second quarter of 2002, we conpteeassessment of goodwill and recorded a $58Mli0n non-cash transitional
impairment charge related to the Wood Flooring segmilhe impairment charge is presented in thenrecstatement as a cumulative effect
of a change in accounting principle as of JanuaB002. The impairment charge arose from the Wdodrkhg segment’s fair value being
lower than our carrying value. The Wood Flooringreent’s fair value was determined using a combamadf discounted cash flows, values
implicit in precedent business combinations of Emiompanies in the building products industry atatk market multiples of publicly-
traded flooring companies. The fair value was niggbt affected by lower operating profits and célslwvs than were assumed at the time of
the acquisition in 1998. The shortfalls were caused combination of lower sales plus higher mactufiing costs. Under previous
accounting rules, no goodwill impairment would h#seen recorded at January 1, 2002.

In the fourth quarter of 2003, we completed ourimtassessment of goodwill as required by FAS IPdetermined there was no
impairment.

The following table represents the changes in gdlbdince December 31, 2001.

. - January 1, 200: Impairments December 31, 200
(amounts in millions)
Goodwill by segment Adjustments, net®
Resilient Flooring $ 82.¢ $ 6.4 $ 89.2
Wood Flooring 717.2 (139 $ (590.0 113.¢
Building Products 10.1 1.8 — 11.¢
Cabinets 12.€ — — 12.€
Total consolidated goodwi $ 822.¢ $ 5.2 $ (590.0 $ 227.€

@  Primarily consists of the effects of foreign excpamnd resolution of pre-acquisition tax and ottwettingencies.

The following table represents the changes in gdlbdince December 31, 2002.

. - January 1, 200: Impairments December 31, 200
(amounts in millions)
Goodwill by segment Adjustments, net®
Resilient Flooring $ 89.2 $ 176 $ — $ 107.1
Wood Flooring 113.¢ (3.9 110.¢
Building Products 11.¢ 2.1 14.C
Cabinets 12.€ 12.€
Total consolidated goodwi $ 227.¢ $ 16.5 $ — $ 244.1

@  Primarily consists of the effects of foreign exchamnd resolution of pre-acquisition tax contingesc

As of January 1, 2002, we had unamortized idebiéigntangible assets of $94.1 million. It was deti@ed that the fair value of one of Wood
Flooring’s trademarks was lower than its carryimdue. The fair value of the trademark was estimasidg a discounted cash flow
methodology. Accordingly, a non-cash transitiongbairment charge of $6.0 million ($3.8 million, rdttax) was calculated and is presented
in the income statement as a cumulative effectafange in accounting principle as of January 0220
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The following table details amounts related to iotengible assets as of December 31, 2003.

December 31, 2003 December 31, 2002
Accumulated Accumulated
Gross Carrying Amortization Gross Carrying Amortization
(amounts in millions) Amount Amount
Amortized intangible asse
Computer softwar $ 1041 3 571 % 100.¢  $ 44.7
Land use rights and oth 4.4 0.¢ 4.4 0.8
Total $ 108.t $ 58.¢€ $ 105.( $ 45.5
Unamortized intangible asse
Trademarks and brand nan 29.1 29.1
Total intangible asse $ 137.¢ $ 134.1
Aggregate Amortization Expen:
For the year ended December $ 15.t $ 14.¢

Amortization charges for computer software are mheit@ed on a straight-line basis at rates calcultdqutovide for the retirement of assets at
the end of their useful lives, generally 3 to 7rgea

The annual amortization expense expected for thesy#004 through 2008 is as follows:

2004 $14.¢
2005 13.2
2006 8.7
2007 3.7
2008 34

Comparison to prior yedrAs Adjusted

The following table presents prior year reportedants adjusted to eliminate the effect of gooduauiltl certain identifiable intangible asset
amortization in accordance with FAS 142.

(amounts in millions) December 31,

2003 2002 2001
Reported net income (los $(39.9) $(2,142.H) $ 92.¢
Add back: Goodwill amortizatio — — 22.¢
Add back: Trademark and brand names amortiz: — — 0.8
Adjusted net income (los $(39.9) $(2,142.9) $116.

NOTE 13. OTHER NOI-CURRENT ASSETS

(amounts in millions) 2003 2002

Cash surrender value of company owned life insw@aquticies $ 621 $ 58.¢
Long term notes receivab 27.€ 22.4
Other 21.2 24.¢
Total other no-current asset $111.2  $106.1
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NOTE 14. ACCOUNTS PAYABLE AND ACCRUED EXPENSE

(amounts in millions) 2003 2002

Payables, trade and ott $221.¢  $206.¢
Employment cost 41.¢ 65.¢
Reorganization and severance expe! 3.4 1.9
Other 87.1 77.%
Total accounts payable and accrued expe $354.2  $351.¢

Certain other accounts payable and accrued expbasesheen categorized as liabilities subject topromise (see Note 4).

NOTE 15. RESTRUCTURING AND OTHER ACTION

Restructuring charges of $1.7 million were recorttetthe fourth quarter of 2003. $1.2 million reldt® severance and retirement benefits for
employees in Textiles and Sports Flooring ($1.0iom) and Resilient Flooring ($0.2 million) segmgnas part of the restructuring plan to
consolidate certain functions in the European flapbusiness. Of the $1.2 million, $0.3 million repented a non-cash charge for retirement
benefits, which is accounted for as a reductiothefprepaid pension asset. $0.3 million of the @haelated to the closing of a Wood Flool
manufacturing location in Warren, Arkansas. Appnaxiely 120 employees were impacted by this plargure. The remaining $0.2 million

of the charge related to the closing of a Resili#abring plant in Baroda, India. Approximately @Mployees were impacted by this plant
closure. In addition, $0.4 of the remaining accsdfedm the 2003 charges in the Textiles and Spéasring ($0.3 million) and Resilient
Flooring ($0.1 million) segments was reversed, cosimy certain severance accruals that were noglongcessary.

In July 2003, we announced our plans to close tbed\Flooring manufacturing location in Port Gibsbtississippi, effective September
2003, due to excess production capacity. The ptamubas been transferred to another Wood Floddoation, resulting in a net reduction
approximately 145 positions. A $0.5 million resturing charge was recorded for severance bengfieddition, a charge of $15.1 million,
related to accelerated depreciation, was recoml#uki third quarter of 2003 as a component of ebgbods sold. Further analysis of the
remaining fair value of certain fixed assets infingrth quarter of 2003 lead to an additional cleaigcost of goods sold of $0.8 million.

A $3.7 million restructuring charge was recordethia third quarter of 2003. The charge related arilpto severance benefits for
approximately 72 employees in a Textiles and Sgeldsring plant in The Netherlands, as part ofdbetinuing 2002 restructuring plan to
consolidate certain functions in the European flopbusiness. Separately, $0.8 million of the remmaj reserve related to a noncancelable
operating lease in the U.K. was reversed in thdlbceted Corporate segment as a result of readgngement with outside parties on future
rent increases and disputed rent payments by assd#. $0.2 million of the remaining accruals fthensecond quarter 2003 and second
quarter 2002 charges in the Resilient Flooring sagrwas also reversed, comprising certain severara®als that were no longer necessary.

A $1.3 million restructuring charge was recordethia second quarter of 2003. The charge relatedapily to severance benefits for
approximately 11 employees in the Textiles and 8geliooring ($0.7 million) and Resilient Floorin§0(6 million) segments, as part of the
continuing restructuring plan to consolidate cerfanctions in the European flooring business.dditon, $0.4 million of the remaining
accrual from the second quarter 2002 charge ifRRtrglient Flooring segment was reversed, compris@rtpin severance accruals that were
no longer necessary.
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A $3.2 million restructuring charge was recordethia first quarter of 2003. The charge relateceiesance benefits for approximately 52
employees in the Textiles and Sports Flooring ($2ilBon) and Resilient Flooring ($0.9 million) sexgnts, as part of the restructuring plan to
consolidate certain functions in the European flapbusiness.

In the fourth quarter of 2002 and in the third geaof 2002, $0.2 million and $0.6 million, respeety, of the remaining accrual related to
first quarter 2002 and fourth quarter 2001 chaigédke Textiles and Sports Flooring segment wasnsad, comprising certain severance
accruals that were no longer necessary.

A $2.2 million restructuring charge was recordethi@ second quarter of 2002. The charge primeaeited to severance benefits for
approximately 120 employees in the European Resiiooring business due to a slow European ecorammya consolidation of worldwide
research and development activities. Of the $21Romj $0.4 million represented a non-cash chamyeehhanced retirement benefits, which is
accounted for as an increase to pension bendfititias.

A $0.5 million restructuring charge was recordethia first quarter of 2002. The charge relatedeteesance benefits for 11 employees in the
Textiles and Sports Flooring segment to refledfisgneeds for current business conditions andinaad efforts initiated in the fourth
quarter of 2001.

The following table summarizes activity in the rganization and restructuring accruals for the filse months of 2003 and 2002. The net
amount of charges and reversals in the table doiesgnee to the income statement due to non-casiges for enhanced retirement benefits
that did not affect the restructuring accrual actsu

Charges

S Beginning Cash Ending
(amounts in millions) Balance Payments Reversals Other Balance
2003 $ 91 $ @B87 $101 $ (1.8 $13 $10C
2002 8.9 (2.2) 2.2 (0.9) 0.8 9.1

The amount in “other” for 2003 and 2002 is primariélated to foreign currency translation.

Substantially all of the remaining balance of testructuring accrual as of December 31, 2003 =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 2004.
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NOTE 16. INCOME TAXES

The tax effects of principal temporary differenbesween the carrying amounts of assets and ligsiliind 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, state and foreign net operatirsg loarryforwards and other basis adjustments
for which we have provided a valuation allowanc&222.4 million. The $2.3 million of U.S. foreigax credits will expire in 2005. We have
$1,351.6 million of state net operating loss cammyfards with expirations between 2004 and 2023,%2&8.1 million of foreign net operating
loss carryforwards, which will be carried forwardlefinitely. The valuation allowance decreased @yl $nillion in 2003 primarily due to the
expiration of the state net operating loss carmyéods offset by additional foreign net operatingsies.

Deferred income tax assets (liabilities) (amountsimillions) 2003 2002
Postretirement and postemployment ben: $ 91.C $ 884
Chapter 11 reorganization costs and restructuristgs 16.4 17.€
Asbesto-related liabilities 1,153.¢ 1,153.
Foreign tax credit carryforwal 2.3 4.9
Net operating losse 211.2 205.k
Other 135.2 96.4

Total deferred tax asse 1,610.. 1,566.¢

Valuation allowanct (222.2)  (228.9)

Net deferred tax asse 1,387 1,337.¢
Accumulated depreciatic (200.6)  (175.9
Pension credi (144.7  (138.9
Insurance for asbes*related liabilities (33.9) (66.5)
Tax on unremitted earniny (27.0) (27.0
Other (73.9) (66.8)

Total deferred income tax liabilitie (478.6) (474.2)

Net deferred income tax ass $ 909.1 $ 863.¢

Deferred income taxes have been classified in thres@lidated Balance Sheet

Deferred income tax ass— current $ 192 $ 14.7
Deferred income tax ass— nor-current 988.: 869.7
Deferred income tax liabilit— current 3.3 —

Deferred income tax liabilit— nor-current (95.7) (20.8)
Net deferred income tax assets (liabiliti $ 909.1 $ 863.¢
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Details of taxes (amounts in millions) 2003 2002 2001

Earnings (loss) from continuing operations befomme taxes

Domestic $(53.9 $(2,398.() $117.1
Foreign 17.€ 21.2 14.1
Eliminations 4.7 — (15.5)
Total $(41.0) $(2,376.) $115.7

Income tax provision (benefit

Current:
Federal $251 $ 35z $ 5.C
Foreign 20.¢ 10.€ 13.2
State 3.9 14 (0.€)
Total curreni 49.¢ 47.2 17.€
Deferred:
Federal (41.5) (874.7) 33.c
Foreign 9.3 (1.6 (8.4
State (0.7) 0.7 —
Total deferrec (51.5) (875.0) 24.¢
Total income taxes (benef $ (1.7 $ (827.f $ 42t

At December 31, 2003, unremitted earnings of sudnses outside the U.S. were $294.9 million (at &aber 31, 2003 balance sheet foreign
exchange rates). We expect to repatriate $77.@omidif earnings for which $27.0 million of U.S. &xwere provided in 2000. No U.S. taxes
have been provided on the remaining unremittedilegsras we intend to invest these earnings perntignéfrsuch earnings were to be
remitted without offsetting tax credits in the U.®ithholding taxes would be $7.5 million. The 20@802 and 2001 tax provisions reflect the
reversal of certain state and foreign tax and adlceruals no longer required due to the compleaifdax audits and/or expiration of statute:
limitation partially offset by certain nondeducgtéxpenses.

Reconciliation to U.S. statutory tax rate (amountsn millions) 2003 2002 2001

Continuing operations tax (benefit) at statutog $(14.4) $(831.¢) $40.t
State income taxes, net of federal ber 04 1.7 (1.9
Foreign losse 7.8 7.2 1.1
Tax on foreign and forei¢-source incom 4.9 (159 (8.9
Goodwill amortizatior — — 6.7
Permanent book/tax differenc 9.3 10.¢ 5.6
Other items, ne 0.1 03 (1.4
Tax expense (benefit) at effective r $ (1.7) $(827.¢) $42.k

Other taxes (amounts in millions) 2003 2002 2001
Payroll taxes $79.1 $ 77.Z $74.:
Property, franchise and capital stock ta 15.¢ 12.€ 16.Z
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NOTE 17. DEBT
(See Note 4 regarding treatment of prepetition.jlebt

Average Average
year-end year-end
(amounts in millions) 2003 interest rate 2002 interest rate
Borrowings under lines of crec $ 450.( 7.18% $ 450.C 7.1¢%
Commercial pape 50.C 6.75% 50.C 6.75%
Foreign bank: 3.6 3.62% 12.: 4.58%
Bank loans due 20--2015 34.1 5.65% 30.€ 5.95%
9.00% mediur-term notes due 20 (25 9.00(% 7.5 9.00(%
6.35% senior notes due 20 200.( 6.35% 200.( 6.35%
6.50% senior notes due 20 150.( 6.5(% 150.( 6.5(%
9.75% debentures due 20 125.( 9.7t% 125.( 9.7t%
7.45% senior notes due 20 200.( 7.45% 200.( 7.45%
7.45% senior quarterly interest bonds due 2 180.( 7.45% 180.( 7.45%
Industrial development boni 21.C 3.85% 21.C 4.0(%
Capital lease obligatior 3.2 7.65% 5.€ 7.65%
Other 15.5 8.5€% 27.€ 10.65%
Subtotal 1,440.: 7.2(% 1,459.¢ 7.2%
Less debt subject to comprom 1,388.¢ 7.2% 1,400. 7.35%
Less current portion and sh-term deb: 12.1 5.13% 19.C 5.14%
Total lon¢-term debt, less current porti $ 39. 47% $ 39.C 5.1(%

Approximately $37.0 million of the $51.5 million ttal debt not subject to compromise outstandmgfdDecember 31, 2003 was secured
with buildings and other assets. Approximately 838illion of the $58.9 million of total debt notlgject to compromise outstanding as of
December 31, 2002 was secured with buildings aheratssets.

Scheduled payments of long-term debt, excluding siebject to compromise ((amounts in milligns

2004 $8.2
2005 8.6
2006 6.7
2007 $2.5
2008 21

Debt from the table above included in liabilitiebgect to compromise consisted of the followindpatember 31, 2003 and 2002.

(amounts in millions) 2003 2002
Borrowings under lines of crec $ 450.C $ 450.
Commercial pape 50.C 50.C
9.00% mediur-term notes due 20(C 3 7.5
6.35% senior notes due 20 200.C 200.C
6.50% senior notes due 20 150.C 150.(
9.75% debentures due 20 125.C 125.C
7.45% senior notes due 20 200.C 200.(
7.45% senior quarterly interest bonds due 2 180.C 180.C
Industrial development bon 11.C 11.C
Other 15.1 27.2

Total debt subject to compromi $1,388.¢ $1,400.°

On November 1, 2002, the Bankruptcy Court annouitdead approved AWI’'s motion to reduce the amafrits DIP Facility from $200
million to $75 million, eliminate the revolving ali# borrowing feature, retain the letter of cradguance facility and extend the maturity date
to December 8, 2003. On September 29, 2003, thkrBpity Court announced it had approved AWI's motio extend the maturity date
from December 8, 2003, to December 8, 2004, o7 million DIP Credit Facility that is limited tgsuances of letters of credit. Obligations
under the DIP Facility to reimburse drawings under
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the letters of credit constitute a super-prioriiyrénistrative expense claim in the Chapter 11 CAseof December 31, 2003 and 2002, AWI
had approximately $22.8 million and $28.7 millioespectively, in letters of credit that were issueder the DIP Facility.

Other debt includes a $6.5 million zero-coupon rihte in 2013 that was fully accreted to its fackea®f $18.6 million during 2000 due to
the Chapter 11 Filing. This zero-coupon note wasssquently reduced by $12.1 million in December®0e to an agreement reached
between AWI and the holder of the note as to themchmount.

In addition, certain foreign subsidiaries have agpnately $36.3 million of unused short-term lird<credit available from banks. The credit
lines are subject to immaterial annual commitmensf

NOTE 18. PENSION AND OTHER BENEFIT PROGRANM

We have defined benefit pension plans and postre@int medical and insurance benefit plans coveligiple employees worldwide. We
also have defined-contribution pension plans fwildle employees. Benefits from defined benefitgien plans, which cover substantially all
employees worldwide, are based primarily on an eyg#’'s compensation and years of service. We fumgbension plans as and when
required. We fund postretirement benefits on agsyou-go basis, with the retiree paying a portibthe cost for health care benefits by
means of deductibles and contributions. We annaliirc&989 and 1990 a 15-year phase-out of heatthlmenefits for certain future retirees.
These future retirees include parent company na@mu@mployees and some union employees.

Medicare Act

On December 8, 2003, the Medicare Prescription Pragrovement and Modernization Act of 2003 (“Thet’A became law in the United
States. The Act expands Medicare, primarily by addi prescription drug benefit for Medicare-eligiplarticipants starting in 2006. The Act
provides employers currently sponsoring prescriptioug programs for Medicardigible participants with a range of options foocdinating
with the new government-sponsored program. Thesergpinclude supplementing the government progoam secondary payor basis or
accepting a direct subsidy from the governmentfapsrt a portion of the cost of the employer’s pavg.

Pursuant to guidance from the FASB, we have chtsdefer recognition of the potential effects af #hct in these 2003 disclosures.
Therefore, the retiree health obligations and cagisrted in the financial statements do not yli¢ceany potential impact of the Act. FASB
guidance, when issued, is likely to require the pany to change previously reported information.

We will review our retiree health care strategyigit of the Act. In 2003, we paid approximately i®lion for prescription drug coverage f
our Medicare-eligible retirees. We anticipate thait retiree health costs could be reduced in thedu
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UNITED STATES PLANS

The following tables summarize the balance shepaanof the pension and postretirement benefitgplas well as the related benefit
obligations, assets, funded status and rate aseamapThe pension benefits disclosures include HwRetirement Income Plan (RIP) and
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.

We use a December 31 measurement date for oudefi&ed benefit plans.

Retiree Health

and Life

Pension Benefits Insurance Benefits
U.S. defined-benefit plans (amounts in millions) 2003 2002 2003 2002
Change in benefit obligatiol
Benefit obligation as of January $1,423.c $1,324.. $458.2 $ 386.¢
Service cos 21.¢ 17.2 3.4 5.€
Interest cos 91.¢ 89.1 26.2 28.1
Plan participan’ contributions — — 4.€ 4.C
Plan amendmen 20.2 0.7 (60.0) (0.5
Actuarial loss 1112 83.t 38.C 64.5
Benefits paic (97.6¢) (91.5) (33.f) (30.)
Benefit obligation as of December $1,570.¢ $1,423.. $436.6 $458.C
Change in plan asse
Fair value of plan assets as of Janua $1,603.¢ $1,735.¢
Actual return on plan asse- gain/(loss) 373.7 (43.9)
Employer contributior 3.2 3C $ 292 $ 26.1
Plan participan’ contributions — — 4.€ 4.C
Benefits paic (97.6¢) (91.5) (33.f) (30.)
Fair value of plan assets as of Decembe $1,882.¢ $1,603.¢ $ 0.C $ 0.C
Funded status of the pla $ 3121 $ 180.2 $(436.¢) $(458.7)
Unrecognized net actuarial loss (ge (18.5) 100.¢ 240.2 215.(
Unrecognized prior service cc 134.2 131.¢ (45.9) 9.1
Net asset/(liability) recognize $ 427.6 $ 413.C $(242.2) $(234.])

Retiree Health

and Life

Pension Benefits Insurance Benefits
U.S. defined-benefit plans 2003 2002 2003 2002
Weightec-average assumptions used to determine benefitadiolits at December 3
Discount rate 6.0(% 6.5(% 6.0(% 6.5(%
Rate of compensation incree 4.0(% 40% 4.0(% 4.0(%
Weighted-average assumptions used to determingeniedic benefit cost for years ended

December 31

Discount rate 6.5(% 7.0% 6500 7.0(%
Expected return on plan ass 8.0(% 8.7% n/e n/e
Rate of compensation incree 4.0(% 40% 4.0(% 4.0(%
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Investment Policies

The RIP’s primary investment objective is to in@edhe ratio of RIP assets to liabilities by maximgj the long-term return on investments
while minimizing the likelihood of cash contributis over the next 5-10 years. This is to be achidye@) investing primarily in publicly-
traded equities, (b) limiting return volatility lwiversifying investments among additional asseis#a with differing expected rates of return
and return correlations, and (c) investing a partdRIP assets in a bond portfolio whose duraisamughly equal to the duration of RIP
liabilities. Derivatives may be used either to ismpkent investment positions efficiently or to hedgk but not to create investment leverage.

Each asset class utilized by the RIP has a target®et allocation. The table below shows the atleeation target and the December 31,
2003 and 2002 position for each asset class:

Position at December 31,

Target Weight at

Asset Class December 31, 20C 2003 2002

Domestic equity 41% 43% 40%
International equit 22% 25% 21%
High yield bonds 5% 6% 6%
Long duration bond 25% 22% 27%
Real estat 7% 1% 1%
Other fixed income 0% 3% 5%

Domestic equity includes AHI common stock in theoaimts of $1.6 million (0.08% of total RIP assets)l 0.5 million (0.03% of total RIP
assets) at December 31, 2003 and 2002, respectively

Basis of Rat®f-Return Assumption

Long-term asset class return forecasts were olitdinen several investment firms. The forecasts veseraged to come up with consensus
passive return forecasts for each asset classa&amental component was added for the expectathrfbm active management based both
on the RIP’s experience and on historical infororatbtained from the RIP’s investment consultafitese forecast gross returns were
reduced by estimated management fees and expgieddisg a long-term return forecast of 8.00% panam.

Amounts recognized in the consolidated balancetshoemsist of:

Retiree Health and Life

Pension Benefits Insurance Benefits
(amounts in millions) 2003 2002 2003 2002
Prepaid benefit cos $445.¢ $428.¢
Accrued benefit liability (38.9) (33.9%(242.9 $(234.))
Intangible asse 0.8 1.0 — —
Other comprehensive incor 19.5 164 — —
Net asset/(liability) recognize $427.¢ $413.C $(242.2) $(234.)

The accumulated benefit obligation for the U.Sirdedt benefit pension plans was $1,464.1 million $h@64.9 million at December 31, 2(
and 2002, respectively.

Pension Benefits

U.S. pension plans with benefit obligations in exss of assets (millions) 2003 2002
Projected benefit obligation, December $43.4  $35.F
Accrued benefit obligation, December 38.: 33.2

Fair value of plan assets, Decembel — —

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.
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The components of pension credit are as follows:

Pension Benefits

U.S. defined-benefit plans (amounts in millions) 2003 2002 2001

Service cost of benefits earned during the $ 216 $ 17z $ 14.¢
Interest cost on projected benefit obligat 91.¢ 89.1 93.C
Expected return on plan ass (144.5) (154.9) (164.9
Amortization of transition ass — (2.3 (6.2
Amortization of prior service co 17.¢ 17.€ 17.5
Amortization of net actuarial loss/(gai 1.4 (6.€) (11.¢
Net periodic pension crec $ (116 $ (39.2) $ (56.9

The components of postretirement benefits cosasifellows:

Retiree Health and
Life Insurance Benefits

U.S. defined-benefit plans (amounts in millions) 2003 2002 2001
Service cost of benefits earned during the $34 $5€ $3€
Interest cost on accumulated postretirement beaokligation 26.2 28.1 20.z
Amortization of prior service cost (benef (5.2 0.2 0.3
Amortization of net actuarial los 12.2 11.2 21
Net periodic postretirement benefit ¢ $36.6  $45.1 $26.2

For measurement purposes, an average rate of 18d&lancrease 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@mifgdfect on the amounts reported for the
health care plans. A one-percentage-point changesnmed health care cost trend rates would haveltbwing effects:

One percentage point

U.S. retiree health and life insurance benefit plas (amounts in millions) Increase Decrease
Effect on total of service and interest cost congous $ 1¢ $ (1.7
Effect on postretirement benefit obligati 25.4 (22.2)

We expect to contribute $3.5 million to our U.Sfided benefit pension plans and $29.4 million to OLS. other postretirement benefit plans
in 2004.
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NON-U.S. PLANS

We have defined benefit pension plans covering eygas in a number of foreign countries that utiigeumptions which are consistent with,
but not identical to, those of the U.S. plans. Tdilowing tables summarize the balance sheet imp&fidreign pension benefit plans, as well
as the related benefit obligations, assets, fustltds and rate assumptions.

Pension Benefits

Non-U.S. defined-benefit plans (amounts in millions 2003 2002

Change in benefit obligatiol

Benefit obligation as of January $340.1 $283.¢
Service cos 8.2 8.1
Interest cos 19.4 15.€
Plan participan’ contributions 2.8 2.3
Plan amendmen (5.7 0.1
Effect of settlements and curtailme! (0.9 0.1
Foreign currency translation adjustm 57.1 44.:
Actuarial loss (gain 2.4 4.C
Benefits paic (19.¢ (18.9)
Benefit obligation as of December $403.& $340.]

Change in plan assets:

Fair value of plan assets as of Janua $153.7 $156.¢
Actual return on plan assets gain/(lc 19.4 (20.9
Employer contribution: 19.4 15.1
Plan participan’ contributions 2.8 2.3
Foreign currency translation adjustm 24.7 18.7
Benefits paic (19.¢ (18.9)
Fair value of plan assets as of Decembe $200.4 $153.7
Funded status of the pla $(203.9) $(186.9)
Unrecognized net actuarial lo 53.C 53.4
Unrecognized transition obligatic (0.2) 0.2
Unrecognized prior service (benefit) ¢ (0.5 5.6
Net liability recognizec $(151.00 $(126.9

Amounts recognized in the consolidated balancetstoemsist of:

Pension Benefits

(amounts in millions)

Prepaid benefit co:
Accrued benefit liability
Intangible asse

Other comprehensive incor

Net liability recognizec

Non-U.S. pension plans with benefit obligations iexcess of assets (millions)

Projected benefit obligation, December
Accrued benefit obligation, December
Fair value of plan assets, Decembel

2003 2002
$ 932 $ 6.3
(178.)  (152.6)
3.5 3.
14.2 15.E
$(151.0  $(126.9

Pension Benefits

2003 2002
$335.C $340.1
300.¢ 300.2
131.2 153.%
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The components of pension cost are as follows:

Non-U.S. defined-benefit plans (amounts in millions 2003 2002 2001

Service cost of benefits earned during the $ 82 $ 81 % 7¢
Interest cost on projected benefit obligat 19.4 15¢ 154
Expected return on plan ass (12.9 (@112 (1.0
Amortization of transition obligatio 0.2 0.1 0.4
Amortization of prior service co: 0.€ 0.€ 0.2
Amortization of net actuarial lo¢ 0.t 0.2 —

Net periodic pension co $16.2 $13.7 $12.¢

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

Pension
Benefits
Non-U.S. defined-benefit plans 2003 2002
Weightec-average assumptions used to determine benefitadioligs at December 3
Discount rate 5.4(% 5.5(%
Rate of compensation incree 3.4(% 3.4(%
Weightec-average assumptions used to determine net pebediefit cost for years ended December
Discount rate 5.5(% 5.5(%
Expected return on plan ass 6.4(% 6.4(%
Rate of compensation incree 3.4(% 3.7(%

Costs for other defined contribution benefit plansl multiemployer pension plans were $11.3 millm2003, $9.9 million in 2002, and $1:
million in 2001.

NOTE 19. FINANCIAL INSTRUMENTS
We do not hold or issue financial instruments fading purposes. The estimated fair values of imantial instruments are as follows:

2003 2002

Carrying Estimated Carrying Estimated
(millions at December 31) amount fair value amount fair value

Assets/(Liabilities)

Debt subject to compromit $(1,388.0 $ (752.2) $(1,400.) $ (600.2)
Long-term debt, including current portic (47.€) (47.€) (46.€) (46.€)
Foreign currency contract obligatio (1.0 (1.0 (4.6) (4.6)
Natural gas contrac S 3.5 3.8 3.8

The carrying amounts of cash and cash equivalegdsjvables, accounts payable and accrued expestsesterm debt and current
installments of long-term debt approximate fairnebecause of the short-term maturity of theseunsnts. The fair value estimates of long-
term debt were based upon quotes from major fimduntstitutions taking into consideration curreates offered to us for debt of the same
remaining maturities. The fair value estimatesooéign currency contract obligations are estimétech national exchange quotes. The fair
value estimates of natural gas contracts are efgihigy obtaining quotes from major financial ingiitns and energy companies.

We utilize lines of credit and other commercial enitments in order to ensure that adequate funda\a#able to meet operating
requirements. On December 31, 2003, our foreigsididyies had available
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lines of credit totaling $45.9 million, of which $million was used, leaving $36.3 million of unddmes of credit for borrowing on
December 31, 2003.

On December 31, 2003, we had outstanding lettecsedfit totaling $62.6 million, of which $22.8 niilh was issued under the DIP Facility.
The DIP Facility had $52.2 million that remained#able for issuance of letters of credit as of ®@aber 31, 2003. Letters of credit are iss
to third party suppliers, insurance and finanaiatitutions and can only be drawn upon in the eeéour failure to pay our obligations to the
beneficiary. Letters of credit are currently arradghrough AWI's DIP Facility, lead managed by JBriyan Chase. Certain letters of credit
arranged with Wachovia Bank prior to the Filing emoutstanding.

NOTE 20. DERIVATIVE FINANCIAL INSTRUMENTS

We are exposed to market risk from changes indoreurrency exchange rates, interest rates and odlityvprices that could impact our
results of operations and financial condition. Ve awap, forward and option contracts to hedgesnayrand commodity exposures. We
regularly monitor developments in the capital m#slkand only enter into currency and swap transastwith established counter-parties
having investment grade ratings. Exposure to idial counterparties is controlled, and thus we ic@nghe risk of counterparty default to be
negligible. Swap, forward and option contractsartered into for periods consistent with underly@éxgosure and do not constitute positions
independent of those exposures. We use derivatigadial instruments as risk management tools andon speculative trading purposes. In
addition, derivative financial instruments are eateinto with a diversified group of major finanidiastitutions and energy companies in or

to manage our exposure to potential nonperformancgich instruments.

Interest Rate RiskDue to AWI's Chapter 11 Filing, all affected detas classified as liabilities subject to comprarasd there were no
open interest rate derivatives as of December @13 2nd 2002.

Currency Rate RiskWe manufacture and sell our products in a nurobepuntries throughout the world and, as a reaué,exposed to
movements in foreign currency exchange rates. [aoge extent, our global manufacturing and salesige a natural hedge of foreign
currency exchange rate movement, as foreign cuyrexggenses generally offset foreign currency reesnit December 31, 2003, our major
foreign currency exposures are to the Euro, thea@ian dollar and the British pound.

We use foreign currency forward exchange contracteduce our exposure to the risk that the evénttacash inflows and outflows,

resulting from the sale of product to foreign castos and purchases from foreign suppliers, wilhtheersely affected by changes in exch:
rates. These derivative instruments are used fecésted transactions and are classified as aasth#dges. These transactions allow us to
further reduce our overall exposure to exchangemaivements, since the gains and losses on thatads offset losses and gains on the
transactions being hedged. Gains and losses oa ittsuments are deferred in other comprehens@nie until the underlying transaction

is recognized in earnings. The net fair value ebthinstruments at December 31, 2003 was an dskkBamillion, all of which is expected

be taken to earnings in the next twelve months.&draings impact is reported in either net salest of goods sold or other expense to match
the underlying transaction being hedged. The egsnimpact of these hedges was a $1.2 million gaimg 2003.

We also use foreign currency forward exchange acot#rto hedge exposures created by cross-curreteydompany 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 twgrcts are also recorded in other income.
The fair value of these instruments at DecembeRB@3 was a $2.6 million liability, all of which expected to be taken to earnings in the
next twelve months. During 2003, the net earningsaict of these hedges was a loss of $0.1 milleecgnded in other income, which was
comprised of a loss of approximately $32.2 millfoom the foreign currency forward exchange consracibstantially offset by the 2003
translation adjustment of approximately $32.1 millfor the underlying inter-company loans.
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Commodity Price Risk We purchase natural gas for use in the manufaciceiling tiles and other products and to heanyrof our

facilities. As a result, we are exposed to moves@anthe price of natural gas. We have a policgnofimizing cost volatility by purchasing
natural gas forward contracts, purchased call aptiand zero-cash collars. These instruments aigriged as cash flow hedges. The mark-
to-market gain or loss on qualifying hedges isudeld in other comprehensive income to the extdetife, and reclassified into cost of
goods sold in the period during which the undedyimoducts are sold. The mark-to-market gains ssde on ineffective portions of hedges
are recognized in cost of goods sold immediatehe fir value of these instruments at DecembeRBQ3 was a $3.5 million asset, of which
$3.1 million is expected to be taken to earningthenext twelve months. The earnings impact ofjeedhat matured during 2003, recorded
in cost of goods sold, was $7.8 million of incoriee earnings impact of the ineffective portionteéte hedges was not material during 2003.

NOTE 21. GUARANTEES

As of December 31, 2003, we maintained agreemeititstine lending institutions of two of our distritaus. Under these agreements, if a
distributor were to default on its borrowings ahd tender foreclosed on the assets, the bank cetuch a large part of any of our products
still at the distributor (subject to certain qugakitnd roll size minimums) for a refund of origimaist. One agreement expired February 2004
and the remaining agreement will expire in Septarab@4. At December 31, 2003, the amount of invgnbeld at the remaining distributor
was approximately $3.8 million. No claim has beeadmunder any of these agreements and we do naipate any such claims in the futL
As such, no liability has been recorded for thege@ments.

In disposing of assets through mid 2000, AWI antesubsidiaries had entered into contracts th&ided various indemnity provisions,
covering such matters as taxes, environmentalitielsiand asbestos and other litigation. Somée$é¢ contracts had exposure limits, but
many did not. Due to the nature of the indemnitiigis, not possible to estimate the potential maximexposure under these contracts. As a
debtor-in-possession, for those contracts thastitexecutory where AWI was the sole guarantdiylfanticipates rejecting those contracts.
Parties that timely file claims with respect tolswontracts will have such claims addressed in AM@hapter 11 Case. AWI cannot estimate
the value of any potential claims that will ultireBt be allowed by the Bankruptcy Court. See Iteredarding Proceedings under Chapter 11.

Subsidiaries that are not part of the Chapter lifig-also entered into certain contracts that ideblivarious indemnity provisions similar to
those described above. Since these subsidiariesapart of the Chapter 11 Filing, these contraot#tinue to be in effect. Some of these
contracts had exposure limits, but many did noe Buthe nature of the indemnities, it is not ploiesio estimate the potential maximum
exposure under all these contracts. For contramteruwvhich an indemnity claim has been receivdibelity of $1.4 million has been
recorded as of December 31, 2003. See Item 3 riegakdigation for additional information.

In September 1999, we sold our Textiles Productsaimns. As part of the divestiture agreementiraresferred certain liabilities and assets
to the purchaser to cover pension payments eam#étehwork force as of the sale date. We also raisdthe purchaser for such pension
payments that are not covered by the pension assetddition, we agreed to reimburse the purchisehe tax impact of our reimbursement
of the pension payments. This agreement has ndantation date. As of December 31, 2003, we maintha&1.4 million liability for this
guarantee and the maximum payments could be appately $3.3 million, excluding any amounts paidtéx reimbursement.

See Notes 4 and 24 for a discussion of the ESQPdoarantee.
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NOTE 22. PRODUCT WARRANTIE!

We provide direct customer and end-user warrafiesur products. These warranties cover manufagjudefects that would prevent the
product from performing in line with its intendeddamarketed use. Generally, the terms of theseawtes range up to 25 years and provide
for the repair or replacement of the defective pmidWe collect and analyze warranty claims dath @wifocus on the historic amount of
claims, the products involved, the amount of timeneen the warranty claims and their respectivessaihd the amount of current sales. The
following table summarizes the activity for produwarranties for 2003 and 2002:

(amounts in millions) 2003 2002

Balance at beginning of ye $227 $19.2
Reductions for paymen (38.9 (38.5
Current year warranty accru 40.€ 41.¢
Preexisting warranty accrual chany 0.3 (1.2
Effects of foreign exchange translati 1.8 1.4
Balance at end of ye $25.¢ $22.7

NOTE 23. OTHER LONTERM LIABILITIES

(amounts in millions) 2003 2002
Long-term deferred compensation arrangem $41.1 $41E
Environmental liabilities not subject to comprom 8.4 9.8
Other 31.7 31.4
Total other lon-term liabilities $81.2  $82.7

NOTE 24. RETIREMENT SAVINGS AND STOCK OWNERSHIP PNARSSOP!

In 1989, we established an Employee Stock OwneiBkip (‘ESOP”) that borrowed $270 million from barénd insurance companies,
repayable over 15 years and guaranteed by AWIEB@P used the proceeds to purchase 5,654,450 gli@esw series of convertible
preferred stock issued by Armstrong. In 1996, tBOP was merged with the Retirement Savings Plasdlaried employees (a defined-
contribution pension plan) to form the Retiremeati8gs and Stock Ownership Plan (“RSSOP”). On 3dly1996, the trustee of the ESOP
converted the preferred stock held by the trust agproximately 5.1 million shares of common statk one-for-one ratio.

The number of shares released for allocation tigiaaint 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, 2088 RSSOP allocated 2,374,000
shares to participants that remain outstandindigi@ants retired 2,049,000 shares, AHI contribiaadadditional 437,000 shares from its
treasury and the trustee purchased 243,000 sharthe @pen market to allocate to employees. Asafedinber 31, 2003, there were
approximately 1,912,000 shares in the RSSOP ththyétto be allocated to participants.

All RSSOP shares are considered outstanding foiiregs per share calculations. Historically, divideron allocated shares were credited to
employee accounts while dividends on unallocatedeshwere used to satisfy debt service payments.

We recorded costs for the RSSOP of $5.6 millio0A63, $4.5 million in 2002 and $3.5 million in 2Q@thich related to company cash
matching contributions.

See Note 32 for information regarding an audithef RSSOP by the U.S. Department of Labor.
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The RSSOP currently covers parent company nonwengployees, some parent company union employeesd\Rooring salaried
employees, and Cabinets salaried employees.

On November 22, 2000, AWI failed to repay $50 raillin commercial paper that was due. Subsequeh#yremaining 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 have not been made since June 2000.e¢5sikh of the Chapter 11 Filing, AWd'guarantee of these ESOP loan obligations of $.
million is now classified as a liability subject¢compromise.

NOTE 25. STOCI-BASED COMPENSATION PLANS

Awards under the 1993 Long-Term Stock Incentiven®14993 Plan”) were made in the form of stock op8, stock appreciation rights in
conjunction with stock options, performance regtdcshares and restricted stock awards. No addlteomards may be issued under the 1993
Plan.

During 1999, we adopted the 1999 Long-Term Incenflan (“1999 Plan”) which replaced the 1993 Pldre 1999 Plan provides for the
granting of incentive stock options, nonqualifi¢dck options, stock appreciation rights, perfornenestricted shares and restricted stock
awards. The 1999 Plan also incorporates stock anard cash incentive awards. No more than 3,25@B&fs of common stock may be
issued under the 1999 Plan, and no more than 30@0Mie shares may be awarded in the form of pmdioce restricted shares, restricted
stock awards or stock awards. The 1999 Plan daealloay awards to be granted after April 25, 20R82-1999 grants made under
predecessor plans will be governed under the gomgf those plans.

During 2000, we adopted the Stock Award Plan (“2BGn") to enable stock awards and restricted stoedkrds to officers, key employees
and non-employee directors. No more than 750,03ty 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 plarthe Board of Directors.

All of the three plans discussed above will be iaated upon the effective date of AWI's plan ofnggmnization.

Approximately 1,702,000 stock options were candedle a result of a restricted stock for stock aptirchange program offered to employ
in 2000. Employees other than the CEO holding stptions 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 whyevisted by August 2002. Expenses related toatent were $0.1 million in 2002 and
$0.7 million in 2001.
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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) 2003 2002 2001
Option shares at beginning of y¢ 2,508.¢ 2,682.¢ 2,777.
Options grante: — — 100.(
Option shares exercis: — — —
Options cancelle (1319 (173.9 (194.9
Option shares at end of ye 2,376.¢ 2,508.¢ 2,682.¢
Option shares exercisable at end of y 2,343.¢ 1,963.! 1,551.7
Shares available for gra 4,425.¢ 4,285.t 4,161.
Weighted average price per she
Options outstandin $ 30.62 $ 305 $ 30.3¢
Options exercisabl $ 31.01 34.5( 39.51
Options grante: N/A N/A 3.6C
Option shares exercisi N/A N/A N/A

The table below summarizes information about stqations outstanding at December 31, 2003.
(thousands except for life and share price)

Options outstanding Options exercisable
Weighted-

Number average Weighted- Number Weighted-
Range of outstanding remaining average exercisable average
exercise prices at 12/31/03 contractual life exercise price at 12/31/0% exercise price
$1.19- $18.00 300.C 6 $ 7.08 266.1 $ 7.4¢
$18.01- $19.50 1,256.: 6.2 19.4¢ 1,256.: 19.4¢
$19.51- $49.00 274.¢ 1.8 45.2¢ 274.¢ 45.2¢
$49.01- $69.00 366.¢ .3 56.4¢ 366.¢ 56.4¢
$69.01- $84.00 179.2 3.6 73.1¢4 179.2 73.14

2,376.¢ 2,343.¢

Restricted stock awards can be used for the puspafsecruitment, special recognition and retentibkey employees. No award of restric
stock shares was granted in 2003. At the end o8 2@re were 121,313 restricted shares of comnumk sutstanding with 1,026
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. Hadpmareation costs for these plans been determinesistent with SFAS No. 123, our net
earnings would have been reduced to the follownogfprma amounts.

(amounts in millions) 2003 2002 2001

Net earnings (loss
As reportec $(39.9) $(2,142.9) $92.¢
Pro forma $(39.9 (2,243) 90.€

The fair value of grants was estimated on the diatgant using the Black-Scholes option pricing ®lodith the weighted-average
assumptions for 2001 presented in the table beltw.weighted-average fair value of stock optiorsggrd in 2001 was $1.21 per share.
There were no stock options granted in 2003 an@.200

2001
Risk-free interest rat 4.51%
Dividend yield 0%
Expected life 5 year:

Volatility 28%

NOTE 26. EMPLOYEE COMPENSATIOI

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 (amounts in millions) 2003 2002 2001

Wages and salarit $711.2 $707.¢ $685.%
Payroll taxes 79.1 77.% 74.2
Pension expense (credits), | 15.¢ (15.€ (32.0
Insurance and other benefit ca 112.¢ 106.7 92.2
Stocl-based compensatic 0.2 0.¢ 2.7
Total $919.C $877.2 $822:t

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

NOTE 27. LEASES

We rent certain real estate and equipment. Selearsés include options for renewal or purchasecanthin clauses for payment of real es
taxes and insurance. In most cases, managemerdtgxpat in the normal course of business, leagebawenewed or replaced by other
leases. As part of the Chapter 11 Case, AWI mustidavhether to assume, assume and assign, ot pegpetition unexpired leases and
other prepetition executory contracts. AWI has bgemted an extension through and including the datwhich an order confirming the P

is entered by the U.S. District Court for the Digtof Delaware to make these decisions with resfmeprepetition unexpired leases of real
property. With respect to prepetition executorytecacts and unexpired leases not related to realeeAWI has until confirmation of a
reorganization plan to make these decisions usleds time is shortened by the Bankruptcy Court. 8¢tmmpanying financial statements do
not reflect any adjustment related to assumptiorejection of such agreements.
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Rental expense was $19.9 million in 2003, $20.%ionilin 2002 and $19.1 million in 2001. Future mimim payments at December 31, 2003,
by year and in the aggregate, having noncanceleh$e terms in excess of one year were as follows:

Capital Operating
Scheduled minimum lease payments (amounts in millis) Leases Leases
2004 $ 1.2 $ 15.7
2005 1.€ 12.C
2006 1.C 9.4
2007 0.7 5.8
2008 0.2 4.1
Thereafte 0.1 10.¢
Total $ 4.¢ $ 57.¢

We have capital leases that have lease paymentsxiemd until 2018. Assets under capital leasesrmtuded in the consolidated balance
sheets as follows:

(amounts in millions) 2003 2002

Land $ 38 $ 38
Building 4.1 4.1
Machinery 25.¢ 25.2
Less accumulated amortizati (11.€) (9.5
Net asset $22.1  $23.€

NOTE 28. SHAREHOLDEI'S EQUITY
Treasury shares were unchanged at 11,393,170 @&, 2002 and 2001.

Stock purchases and other represent shares reagided stock-based compensation plan forfeiturdssaare tax withholding transactions.

The balance of each component of accumulated otimaprehensive income (loss) as of December 31, 28682002 is presented in the table
below.

(amounts in millions) 2003 2002

Foreign currency translation adjustme $61¢ $ 51
Derivative gain, ne 3.3 3.€
Minimum pension liability adjustmen (219 (20.9
Accumulated other comprehensive income/(l $43.2  $(12.2

The related tax effects allocated to each compouwiesther comprehensive income (loss) for 2003paesented in the table below.

Tax After
Pre-tax Expense tax
(amounts in millions) Amount (Benefit) Amount
Foreign currency translation adjustme $ 56.¢ — $ 56.¢
Derivative (loss), ne (0.9 0.1 (0.3
Minimum pension liability adjustmen 2.7 0.7 (2.0
Total other comprehensive incor $ 547 $ 0.8 $ 55.&
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NOTE 29. SUPPLEMENTAL FINANCIAL INFORMATION

(amounts in millions)

Selected operating expenses 2003 2002 2001
Maintenance and repair co: $107.¢ $110.7 $112.:2
Research and development cc 44 .4 49.7 56.3
Advertising cost: 32.7 41.2 49.¢
Other nor-operating expens
Foreign currency translation loss, net of hedgictiyiy $ 2€ $ 02 ¢$ 38
Impairment of note receivable from previous divests 9.€ 0.2 2.C
Former employees claim settlem: ilC — —
Impairment loss on available for sale securi — — 3.2
Other 2.5 7.7 2.8
Total $157 $ 82 $ 11.€
Other nor-operating incom
Interest incom: $ 35 $ 48 $ 48
Interest on asbestos receivable payn 1.1 — —
Demutualization proceet — 0.2 3.t
Foreign currency translation gain, net of hedgictivay 0.1 0.7 4.3
Other 0.1 0.2 0.4
Total $ 48 $ 6.C $ 13.
NOTE 30. SUPPLEMENTAL CASH FLOW INFORMATIOI
(amounts in millions) 2003 2002 2001
Interest paic $498 $5¢ $84
Income taxes paid, net of refur 27 444  13:
Acquisitions:

Fair value of assets acquir — — 0.€

Cost in excess of net assets acqu — — 5.C
Acquisitions cash paid, net of cash acqu — — $5¢€

NOTE 31. RELATED PARTIES

We sold 65% of our ownership in our gasket prodsatssidiary, (now known as Interface Solutions, brc'ISI”) on June 30, 1999. We still
retain 35% ownership of this business as of Dece®be2003. As part of the divestiture, we agreeddntinue to purchase a portion of the
felt products used in the manufacturing of restligooring from ISI for an initial term of eight yes. Currently, we are required to purchase at
least 75% of our felt requirements from ISI. Thiessgreement also stipulated quarterly felt pridigstments that are based upon changing
market prices for the felt. In October 2002, thesagnent was amended to include a cap on increas2603 and 2004. We can purchase felt
products from another supplier if ISI's prices arere than 10% higher than another supplier’s pridesistrong and ISI are required to
cooperate in product reformulation and new prodiestelopment, but we are free to seek alternativéslt products. Additionally, we receive
nominal monthly payments from ISI for some logistéamd administrative services. I1SI had filed a podelaim in Armstrong’s Chapter 11
Case requesting payment for our prepetition olitigat This matter was settled in November 2002 ¥8thagreeing to withdraw its proof of
claim upon the consummation of the POR, subjecettain terms and conditions.

See discussion of Ardex in Note 7.
See discussion of WAVE in Note 11.
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NOTE 32. LITIGATION AND RELATED MATTERS ASBESTO-RELATED LITIGATION

Prior to December 6, 2000, AWI, the major operasogsidiary of AHI, had been named as a defendaneisonal injury cases and property
damage cases related to asbestos-containing psoduttDecember 6, 2000, AWI filed a voluntary petitfor relief (“the Filing”) under
Chapter 11 of the U.S. Bankruptcy Code to use thetesupervised reorganization process to achieesaution of AWI's asbestos-related
liability.

Two of AWI's domestic subsidiaries also commencéd@er 11 proceedings at the time of the Filingl AR all of AWI's other direct and
indirect subsidiaries, including Armstrong Wood ¢uots Inc. (formerly Triangle Pacific Corp.), WA(Brmstrong’s ceiling grid systems
joint venture with Worthington Industries, Inc.)rmiAstrong Canada and Armstrong DLW AG were not & plathe Filing and accordingly tf
liabilities, including asbestos-related liabilifyainy, of such companies arising out of their owtivéties will not be resolved in AW§ Chapte
11 Case except for any asbestos-related liablay also relates, directly or indirectly, to theiling activities of AWI.

AsbestosRelated Personal Injury Claims

Prior to the Filing, AWI was a member of the CeriterClaims Resolution (the “CCR”) which handlee tthefense and settlement of asbestos:
related personal injury claims on behalf of its nbens. The CCR pursued broad-based settlementbestas-related personal injury claims
under the Strategic Settlement Program (“SSP”)reatireached agreements with law firms that covappdoximately 130,000 claims that
named AWI as a defendant.

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 to the CCR with resjpegsibestos-related personal injury
claims, including payments pursuant to the outstan8SP agreements. A creditors’ committee reptaggethe interests of asbestos-related
personal injury claimants and an individual repntisgy the interests of future claimants have bgmomted in the Chapter 11 Case. AWI's
present and future asbestos-related liability balladdressed in its Chapter 11 Case. See Noteaddieg AWI's Chapter 11 proceeding.

During 2003, AWI and the other parties in its Cleadtl Case reached agreement on a plan of reoeg@mnizhat addresses how all of AWI's
pre-Filing liabilities are to be settled. Sevenseandments to the plan of reorganization were fitedininating in the Fourth Amended Plan of
Reorganization filed with the Bankruptcy Court oawR3, 2003, which was modified by modificationediwith the Bankruptcy Court on
October 17, 2003 and November 10, 2003, and isregf¢o in this report as the “POR”. A principaafare of the POR is the creation of a
trust (the “Asbestos P | Trust”), pursuant to set24(g) of the Bankruptcy Code, for the purpdsadaressing AWI's personal injury
(including wrongful death) asbestos-related ligpilBased upon events through early March 2008 amily the parties’ agreement on the
basic terms of the POR’s treatment of AWI's asbestdated liabilities, management concluded thatitld reasonably estimate its probable
liability for AWI's current and future asbestosatdd personal injury claims. Accordingly, in theifih quarter of 2002, AWI recorded a $2.5
billion charge to increase the balance sheet ItgbiThe recorded asbestos-related liability forgemal injury claims of approximately $3.2
billion at December 31, 2003 and 2002, which waattrd as subject to compromise, represents theagsti amount of liability that is implit
based upon the negotiated resolution reflectetlérPOR, the total consideration expected to betpaite Asbestos P | Trust pursuant to the
POR and an assumption for this purpose that the/ezg value percentage for the allowed claims efAlsbestos P | Trust that is equal to the
estimated recovery value percentage for the allaweedasbestos unsecured claims. See Note 1 regalgirconsideration to be distributed
pursuant to the POR.
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Pursuant to the POR, all present and future asbestated personal injury claims against AWI, imithg contribution claims of co-
defendants, arising directly or indirectly out oMAs pre-Filing use of or other activities invol\grasbestos will be channeled to the Asbestos
P | Trust. In accordance with the 524(g) injunctiorbe issued by the District Court in connectiathwhe confirmation of the POR, various
entities will be protected from such present aridriiasbestos-related personal injury claims. Thesiges include, among others, AWI as it
will be reorganized, AHI, AWI's subsidiaries andhet affiliates (as defined in the POR), and thespective officers and directors. Upon
emergence from Chapter 11, AWI will not have argpmnsibility for these claims (including claims agst AWI based solely on its

ownership of a subsidiary or other affiliate), mall it participate in their resolution.

However, although AWI's domestic and foreign sulzsids and other affiliates will be protected pestiasbestos-related personal injury
claims against them will be channeled to the Asi¥eBt| Trust only to the extent such claims diseotlindirectly relate to the manufacturing,
installation, distribution or other activities oM or are based solely on AWI's ownership of thesdiaries or other affiliates (as
distinguished from independent activities of thbsdiaries or affiliates). Currently, two asbestekted personal injury litigations allegedly
arising out of such independent activities are papyoth against the same domestic subsidiaryMf And in California state court; these
actions have not been stayed as a result of thgFlt is asserted that the plaintiffs were exgbseasbestos for many years in various
occupations, including while aboard various shipthe 1940s and 1950s, and as a result contraatexlig asbestos-related diseases. It is
alleged that the subsidiary is a “successor irr@st® to a company that, at certain times befoeectimpany was owned by AWI, allegedly
owned some of these vessels. These claims wibb@aahanneled to the Asbestos P | Trust under the iR@much as they do not involve
activities of AWI. Both cases have multiple defenida The subsidiary denies liability and is aggredyg defending the matters. AWI has not
recorded any liability for these matters. Manageind@es not expect that any sum that may have fmlikin connection with these matters
will be material to Armstrong.

In addition, workers’ compensation claims brougiiast AWI or its subsidiaries or other affiliatedl not be channeled to the Asbestos P |
Trust and will remain subject to the workers’ comgetion process. Historically, workers’ compensatiaims against AWI and its
subsidiaries have not been significant in numbemoeount and AWI has continued to honor its oblmyadiwith respect to such claims during
the Chapter 11 Case. Workers’ compensation lawiges\that the employer is responsible for evalmatioedical treatment and lost wages as
a result of a job-related injury. Currently, AWIshanly three pending workers’ compensation claimsliving alleged asbestos exposure.

There also is uncertainty as to proceedings, if argught in certain foreign jurisdictions with pest to the effect of the 524(g) injunction in
precluding the assertion in such jurisdictions sifestos-related personal injury claims, proceedielgéed thereto or the enforcement of
judgments rendered in such proceedil

Management believes that neither AWI nor any o$itbsidiaries or other affiliates is subject to aspestos-related personal injury claims
that would not be channeled to the Asbestos P d$tTand that are of a magnitude that, individuatlgallectively, would be material to
reorganized Armstrong.

Before the POR may be implemented, it must be omefil by order of the Bankruptcy Court and the iStrict Court. In addition,
consummation of the POR is subject to the satisfiaetfter confirmation of certain conditions, asyded by the POR. See Note 1 for
discussion of recent developments and the nexs stefpWI's Chapter 11 process. AWI is unable todicewhen and if the POR will be
confirmed and implemented. Therefore, the timind mms of resolution of the Chapter 11 Case remaaertain. As long as this uncertail
exists, future changes to the recorded asbestateddiability are possible and could be matenahW!'s financial position and the results of
its operations. Management will continue to reviea recorded liability in light of future developnts in the Chapter 11 Case and make
changes to the recorded liability if and when @propriate.
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Collateral Requirements

Prior to the Filing in 2000, AWI had secured a bdmd$56.2 million to meet minimum collateral rerpinents established by the CCR with
respect to asbestos-related personal injury clagssrted against AWI. On October 27, 2000, theamae company that underwrote the
surety bond informed AWI and the CCR of its intentnot to renew the surety bond effective Febr@&;,2001. On February 6, 2001, the
CCR advised the surety of the CCR’s demand for magrof the face value of the bond. The surety fdadotion with the Bankruptcy Court
seeking to restrain the CCR from drawing on thedbdiine motion was not granted. On March 28, 2084 surety filed an amended
complaint in the Bankruptcy Court seeking similaliaf. In addition, on April 27, 2001, AWI filed @mplaint and a motion with the
Bankruptcy Court seeking an order, among otheigienjoining the CCR from drawing on the bondrothe event the CCR was permitted
to draw on the bond, requiring that the proceedmgfsuch draw be deposited into a Court-approgedumt subject to further order of the
Bankruptcy Court. Following further proceedingstidg October 2003, AWI, the Asbestos Personal inftilaimants’ Committee and the
Unsecured Creditors’ Committee reached an agreetoesettle all claims with the CCR and the suratgdinsurance company. As a result,
AWI recorded $8.0 million in the third quarter @3 as a charge for asbestos liability, net.

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. The claims that were resolved prior toRitiag resulted in aggregate indemnity obligatiafisess than $10 million, which were
entirely covered by insurance.

A separate creditors’ committee representing ther@sts of asbestostated property damage claimants was appointdteiChapter 11 Cas
Approximately 600 proofs of claim were filed withet Bankruptcy Court in response to the March 12264 date for asbestos-related
property damage claims (see Note 32 for furthezudision.) On November 1, 2002, the Bankruptcy Cdivected that all property damage
claimants provide, in support of their claims, gahfiation that Armstrong flooring products wer@dsn the claimants’ buildings. The
Bankruptcy Court’s deadline for submission of spobduct identification documentation was Februady2003. Claims that did not comply
with the Bankruptcy Court’s November 1, 2002 rulimgre disallowed. During the first six months oD30AWI settled all of the
approximately 460 remaining property damage cldonspproximately $9 million. Payments to claimawere made during the third quarter
of 2003 and were funded by insurance. Based osdtikement of all remaining asbestos-related ptggirmage claims, the Asbestos
Property Damage Committee has been disbandedharattions that were pending against AWI as ofilieg, and all claims which were
pursued in the Chapter 11 Case with respect testmbeclated property damage have been dismissed.

Insurance Recovery Proceedings

A substantial portion of AWI's primary and remaigiexcess insurance asset is nonproducts (geravdityi) insurance for personal injury
claims. AWI has entered into settlements with a benof the carriers resolving its coverage issHesvever, an alternative dispute resolut
(“ADR”) procedure was commenced against certainiea to determine the percentage of resolved angsolved claims that are
nonproducts claims, to establish the entitlemesutth coverage and to determine whether and hovi mailgstatement of prematurely
exhausted products hazard insurance is warrantedndnproducts coverage potentially available s&ntial and includes defense costs in
addition 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 iam& However, during the first quarter of 200hewv 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 trial judge concluded the ADR triabgeeding with findings in favor of AWI on substaatlty all key issues. Liberty Mutual, the
only insurer that is still a party to the ADR, apfesl that final judgment. Appellate argument wds loe March 11, 2003. On July 30, 2003,
the appellate arbitrators ruled that AWElaims against certain Liberty Mutual policiesrevbarred by the statute of limitations. The rulitid
not address the merits of any of the other issitesrty Mutual raised in its appeal. Based on thdavorable ruling, AWI concluded that
insurance assets of $73 million were no
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longer probable of recovery. AWI was also ordeceteimburse Liberty Mutual for certain costs andhadstration fees that Liberty Mutual
incurred during the ADR. The amount of these caatbfees is unknown and AWI is currently unablegbmate the amount. Based upon an
AWI request, the appellate panel held a rehearmijavember 21, 2003. In January 2004, the appgiatel upheld its initial ruling. On
February 4, 2004, AWI filed a motion in the U.SsMict Court for the Eastern District of Pennsyliato vacate the rulings of the appellate
panel.

In July 2002, AWI filed a lawsuit against Libertyutial in the U.S. District Court for the Easterrstiict of Pennsylvania seeking, among
other things, a declaratory judgment with respeatertain policy issues not subject to binding ADRe U.S. District Court has not yet set a
schedule to hear this matter.

Another insurer, Century Indemnity Company, whovjgresly settled its coverage issues with AWI, haallensome 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 disputing its payment obligations. On Octa@h@003, the Bankruptcy Court ruled that Centurysthpay the past due amounts plus
interest. Century made the required payment in Bées 2003.

On June 13, 2003, the New Hampshire Insurance Erapat placed The Home Insurance Company (“Homedeuan order of liquidation.
Less than $10 million of AWI's recorded insuransset is based on policies with Home, which manageilieves is probable of recovery.
AWI intends to file a proof of claim against Homg the June 2004 deadline. It is uncertain when AWMlireceive proceeds from Home
under these insurance policies.

Insurance Asset

An insurance asset in respect of asbestos claitheiamount of $103.1 million was recorded as ofddeber 31, 2003 compared to $198.1
million recorded at December 31, 2002. During theosd quarter of 2003, AWI reduced its previouslgorded insurance asset for asbestos-
related personal injury claims by $73 million refiag management’s assessment of probable insuranoeeries in light of the ADR
appellate panel decision. The $73 million was rdedras a charge for asbestos liability, net, iretompanying consolidated statement of
earnings. Additionally, the insurance asset waseged by $9 million to reflect agreements reachgihg the first half of 2003 for asbestos
property damage claims. During the second, thidifaarth quarters of 2003, AWI received $14.0, $n@ $8.0 million, respectively, of
insurance proceeds related to the asbestos claims.

Approximately $14.0 million of the total $103.1 iiwh recorded insurance asset at December 31, 2§@¥8sents partial settlement for
previous claims that will be paid in a fixed andedminable flow and is reported at its net presatie discounted at 6.50%. The total amc
recorded reflects AWI's belief that insurance pextewill be recovered in this amount, based upon’a¥lccess in insurance recoveries,
settlement agreements that provide such coverhgeanproducts recoveries by other companies andgimion of outside counsel. Such
insurance is either available through settlememirobable of recovery through negotiation or litiga in our opinion. 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
which filed for relief under Chapter 11 of the Bamitcy Code in September 2002) and the financiatitmn of the insurers, AWI may revi
its estimate of probable insurance recoveries. éxiprately $79 million of the $103.1 million assetdetermined from agreed coverage in
place. Of the $103.1 million, $8.0 million has beeoorded as a current asset as of December 33,r208cting management’s estimate of
the minimum insurance payments to be receivedam#xt 12 months.

Many uncertainties remain in the insurance recopeogess, therefore, AWI did not increase the esféhinsurance recovery asset in the
fourth quarter of 2002, when it revised its recardsbestos liability for personal injury claims$8.5 billion, in 2002, nor was any change
warranted in 2003.
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Cash Flow Impact

As a result of the Chapter 11 Filing, AWI did noake any payments for asbestetated personal injury claims in 2003, 2002 or2During
2003, 2002 and 2001, AWI received asbestos-refa¢esbnal injury insurance recoveries of $22.0 omil]/i$16.0 million and $32.2 million,
respectively. During 2003, AWI paid $9.0 millionrfasbestoselated property damage claims and received $dlmof insurance proceet
related to these claims. During the pendency ofcthapter 11 Case, AWI does not expect to make antlyefr cash payments for asbestos-
related claims, but AWI expects to continue to heeénsurance proceeds under the terms of varietitesent agreements. Management
estimates that the timing of future cash recoverfdbhe recorded asset may extend beyond 10 years.

Potential Legislation

In July 2003, the United States Senate Judiciamp@ittee reached an agreement on a proposed bibioprehensive legislation to resolve
asbestos litigation issues through a national asbetaimants trust, funded by industry and itsiress (the FAIR Act). However, no
legislation was passed during 2003. In late 20@8a8r Frist, the Senate Majority Leader, annouticatdconsideration of the FAIR Act and
a vote in the Senate would occur by the end of Ma@04. There is uncertainty as to whether theectior any other proposal will become
law, and what impact there might be on AWI’s asbesibility and/or AWI's Chapter 11 Case. Priofoefs to enact asbestos legislation have
not been successful.

Conclusion

Many uncertainties continue to exist about the ematimpacting AWI's asbestos-related liability ansurance asset. These uncertainties
include when and if the POR will be confirmed bg th.S. District Court, the impact of any potenkggislation, and the financial condition
AWI's insurance carriers. Additionally, if the PQ&confirmed, AWI is unable to predict when it wikk implemented. Therefore, the timing
and terms of resolution of the Chapter 11 Caseiremzertain. As long as this uncertainty existisyife changes to the recorded liability and
insurance asset are possible and could be matie#al|’'s financial position and the results of @perations. Management will continue to
review the recorded liability and insurance asséight of future developments in the Chapter 15é&and make changes to the recorded
amounts if and when it is appropriate.

ENVIRONMENTAL MATTERS
Environmental Expenditures

Most of our manufacturing and certain of our reskdacilities are affected by various federal,estnd local environmental requirements
relating to the discharge of materials or the poid@ of the environment. We make expenditures sy for compliance with applicable
environmental requirements at our operating faeditWe incurred expenditures of approximately $8ilfion in 2003, $4.5 million in 2002,
and $6.8 million in 2001 associated with environtatoompliance and control facilities. As a resfltontinuous changes in regulatory
requirements, we cannot predict with certainty fetexpenditures associated with compliance withrenmental requirements.

Environmental Remediation

Summary

We are involved in proceedings under the Compraherivironmental Response, Compensation and litia#itt (“CERCLA”), and

similar state “Superfund” laws at approximatelys?@s. In most cases, we are one of many potgntesponsible parties (“PRPs”) which
have potential liability for the required investiigen and remediation of each site and which, insaases, have agreed to jointly fund that
required investigation and remediation. With regardome sites, however, we dispute the liabitlte, proposed remedy or the proposed cost
allocation among the PRPs. We may have rights wofritution or reimbursement from other parties average under applicable insurance
policies.

We have also been remediating environmental com@ion resulting from past industrial activity &rtain of our former plant sites.
Estimates of our future environmental liabilitythé Superfund sites and current or former plapssire based on evaluations of currently
available facts regarding each individual site eodsider factors such as our activities in conjiamctvith the site, existing technology,
presently enacted laws and regulations and primmpemy experience in remediating contaminated sites.
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Although current law imposes joint and severalilibon all parties at Superfund sites, our cdmtition to the remediation of these sites is
expected to be limited by the number of other camesaalso identified as potentially liable for siégnediation. As a result, our estimated
liability reflects only our expected share. In datming the probability of contribution, we considie solvency of the parties, whether
liability is being disputed, the terms of any ekigtagreements and experience with similar matfedditionally, the Chapter 11 Case also
may affect the ultimate amount of such contribuion

Effects of Chapter 1

Certain of AWI's environmental liabilities are sabj to discharge through its Chapter 11 Case witfilers are not. Those environmental
obligations that AWI has with respect to propehsttit owns or operates are likely to be unaffettgdhe Chapter 11 Case. Therefore, AWI
will be required to continue meeting its on-goimyieonmental compliance obligations at the progsrthat AWI owns and operates. AWI
will also be required to address the effects of @mntamination at those sites, even if the contatiun predated Chapter 11 Filing. In
addition, AWI may be obligated to remedy the ofesmpact of activities that occurred on the prdipsrit owns and operates.

AWI's payments and remediation work on such sitesahich AWI is the PRP is under review in lighttbe Chapter 11 Filing. The bar date
for claims from the United States Environmentaltcton Agency (“EPA”) expired during the third qtex of 2003. AWI received an
unliquidated proof of claim from the EPA.

Monetary claims with respect to properties that Ades not own or operate (such as formerly ownted,sor landfills to which AWI's waste
was taken) may be discharged in AWI's Chapter 14eCAccordingly, claims brought by the federal atate agency alleging that AWI
should reimburse the claimant for money that inspéeaning up a site which AWI does not own orrapgewould be subject to discharge,
provided the claimant received proper notice oftthekruptcy and bar date. The same would be trumémetary claims by private parties,
such as other PRPs with respect to multiple pateg.sUnder the POR, the Superfund sites at whidH & alleged to be a PRP are being
treated as unsecured liabilities subject to com@enDther Superfund sites relate to entitiesadhanot part of AWI's Chapter 11 Case and
therefore will not be discharged.

In addition to the right to sue for reimbursemefthe money it spends, CERCLA also gives the fddgraernment the right to sue for an
injunction compelling a defendant to perform a nlga Several state statutes give similar injundtigbts to those States. Bankruptcy law is
unsettled as to whether these injunctive rightgdéehargeable or not. Thus, according to somescagdle a governmental agency’s right to
require AWI to reimburse it for the costs of cleanup a site may be dischargeable, the same goeatragencys right to compel us to spe
our money cleaning up the same site may not be gamigh the financial impact to AWI would be tfgree in both instances.

AWI's strategy has been to try to resolve as mdritse@nvironmental liabilities through its Chapfiel Case as possible. AWI has been
negotiating with the Department of Justice andER& to reach a global environmental settlementppraimately 30 sites. AWI has asked
the federal government to agree, as it did in osletttements with debtors in their bankruptcies;deenant not to sue us for either monetary
or injunctive relief, in exchange for an allowedioh amount in the bankruptcy with respect to kn@ims concerning sites that AWI does
not own or operate. Under the proposed settlemdéfit,would have contribution protection under CERCladth respect to private party
claims. In addition, AWI would have the benefittbé discharge as to monetary claims. At this pdig,parties are still in the process of
negotiating the settlement.

If no global settlement is reached, AWI anticipates it will ask the Bankruptcy Court to determithe amount of the EPA proof of claim ¢
grant a discharge. At that time, the government sk to have the amount of its claim determinetti@sotal cost of cleanup under a theory
of joint and several liability, not just AWI's shearAs discussed above, although the governmegti$ t® monetary relief is subject to
discharge, there is uncertainty in the law as tetiwer the government’s right to injunctive reliedwid also be subject to discharge.

149



Table of Contents

Specific Events

In the fourth quarter of 2003, we reduced the emrirental liability by $3.0 million, recording thés a reduction of SG&A expense in our
Resilient Flooring segment. This reduction wasrdseilt of a change in our estimate of probablelitgtat four plants in Europe.

In the third quarter of 2003, we recorded a chafgk2.4 million within SG&A expense based on anlgsia of the sites being discussed in
EPA global settlement Management estimated that’a¥bbable share of the sites’ future cleanupsizs$3.1 million and we increased our
liability to this new estimate.

In 2001, the EPA notified AWI that we may be a PRRFhe Peterson Puritan site. However, AWI didleatn that the EPA may consider it a
substantial contributor of waste to the site uhilly 2003. At which time, the EPA notified AWI dfd EPA’s estimate of the site’s future
cleanup costs, with its assessment of AWI's shatheocosts being a range of $17.8 million to $26ilion. Subsequently, AWI presented
information to the EPA indicating that AWI's sharieould be much lower. Presently, the parties andiraging to negotiate. The EPA has not
initiated any formal proceedings against AWI wislspect to this site, other than sending informatémuests to AWI and filing a proof of
claim in AWI's Chapter 11 Case. AWI continues to review thigendut disputes the assessment. As discussed @bffgets of Chapter 11
management is currently in discussions with thedbmpent of Justice and the EPA to reach a globaremmental settlement, which would
resolve the proof of claim against AWI, includifgst site.

AWI is subject to a unilateral order by the Ored@epartment of Environmental Quality (‘DEQ”) to carad a remedial investigation and
feasibility study and any necessary remedial deaighaction at its St. Helens, Oregon facilitynwadl as the adjacent Scappoose Bay. AWI
has denied liability for the Scappoose Bay, butdwsperated with the DEQ regarding its owned prigp&ther potentially responsible part
who are not yet subject to orders by the DEQ inelizmer site owners Owens Corning (“OC”) and Kasgpsum Company, Inc.
(“Kaiser”). AWI has entered into an agreement Wtiser for the sharing of costs and responsibdlitiéth respect to the remedial
investigation, feasibility study and remedy selattat the site. OC has entered into a settlemehttive DEQ. Pursuant to the settlement, OC
has made a lump sum payment to the DEQ in exchiang®ntribution protection (including protectioganst common law and statutory
contribution claims by AWI against OC) and a cowarnaot to sue. AWI has negotiated with the DEQaalsaw these funds will be made
available for the investigation and remediatiothef site. AWI has recorded an environmental ligbiith respect to the investigation and
feasibility study at its St. Helen’s facility, bobt for Scappoose Bay because AWI continues tautksesponsibility for contamination of
Scappoose Bay.

Summary of Financial Position

Liabilities of $21.2 million at December 31, 200@ds2002 were for potential environmental liabiltignat we consider probable and for wt

a reasonable estimate of the probable liabilityid¢de made. Where existing data is sufficient tinegte the liability, that estimate has been
used; where only a range of probable liabilityvailable and no amount within that range is mdkelji than any other, the lower end of the
range has been used. As assessments and remed@ttidgtnes progress at each site, these liabdlitiee reviewed to reflect additional
information as it becomes available. Due to thep@#rall Filing, $12.8 million of the December 3003 and $11.4 million of the December
31, 2002 environmental liabilities are classifisdpaepetition liabilities subject to compromise.ageneral rule, the Chapter 11 process does
not preserve company assets for such prepetitbiities.

The estimated liabilities above do not take intoocamt any claims for recoveries from insurancenodtparties. Such recoveries, where
probable, have been recorded as an asset in teelmated financial statements and are either apiilthrough settlement or anticipated tc
recovered through negotiation or litigation. Theoaimt of the recorded asset for estimated recoveréss$2.5 million and $3.3 million at
December 31, 2003 and December 31, 2002, resplctive

Actual costs to be incurred at identified sites magy from our estimates. Based on our current kadge of the identified sites, we believe
that any sum we may have to pay in connection with
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environmental matters in excess of the amountsgradteve would not have a material adverse effedusriinancial condition, or liquidity,
although the recording of future costs may be ndtey earnings in such future period. For the yeraded December 31, 2003, our net
expense was less than $0.1 million. For the yeadte@ December 31, 2002 and 2001, our net experns&4va million and $2.1 million,
respectively.

PATENT INFRINGEMENT CLAIMS

We are a defendant in two related lawsuits clainpiaggnt infringement related to some of our lan@rmabducts. The plaintiffs have claimed
unspecified monetary damages. We are being defeattbthdemnified by our supplier for all costs gudential damages related to the
litigation.

FORMER EMPLOYEES CLAIM

Former Armstrong employees that were separated finencompany in two business divestitures in 2Q@Qight two purported class actions
against the Retirement Committee of AWI, certairrent and former members of the Retirement Committee Retirement Savings and
Stock Ownership Plan (RSSOP), AHI and the trustew lof the RSSOP. Plaintiffs alleged breach of Exygé Retirement Income Security
Act (ERISA) fiduciary duties and other violationSERISA pertaining to losses in their RSSOP acceunhich were invested in Armstrong
common stock.

An agreement was reached to settle this mattertri®ators to the settlement were AWI, its insureddhe trustee bank of the RSSOP. The
full amount of the settlement was allocated in Delser 2003 among approximately 370 former employ&®él’s portion of the settlement is
$1.0 million, which will be treated as conveniemt@ms in the Chapter 11 Case. The settlement waoged by the Bankruptcy Court on
March 31, 2003 and by the United States Distriati€¢{Eastern District of PA) on June 16, 2003. Blagpon the Bankruptcy Court’s
approval of the settlement, AWI recorded a $1.0iomicharge in the first quarter of 2003 as an ptien-operating expense.

DEPARTMENT OF LABOR SETTLEMENT

Subsequent to an audit by the United States Depattof Labor (“DOL”), we were informed that the D@\las challenging the validity of the
use of certain contributions, in the approximatgragate amount of $33.4 million, to fund debt pagteenade by the Armstrong Employee
Stock Ownership Plan ("ESOP”), as provided for fbgttplan. We reached a settlement with the DOlesolve this matter with a funding to
the ESOP of $1.5 million, which was distributecptan participants in accordance with terms of tpee@ament in February 2004. Insurance
and third parties funded $0.9 million of the settéat. Both the accrual of $1.5 million expense $0® million insurance receivable was
recorded in the third quarter of 2003 as a SG&Aemge.

OTHER CLAIMS

Additionally, we are involved in various other ¢te and legal actions involving product liabilitygtpnt infringement, distributor termination,
employment law issues and other actions arisirtherordinary course of business. While completarasse cannot be given to the outcome
of these claims, we do not expect that any sumnttagt have to be paid in connection with these mattdéll have a materially adverse effect
on our consolidated financial position or liquidityowever it could be material to the results aéragpions in the particular period in which a
matter is resolved.
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NOTE 33. SUBSEQUENT EVENT

In January 2004, we announced our plans to ceaskigtion at the Building Products manufacturingakiam in Hoogezand, The Netherlands
by the end of December 2004, subject to positiwécadrom the local works council, due to excessdpiction capacity in the European
mineral and soft fiber ceiling industry. It is ptead that the production will be transferred to aeoBuilding Products location in Minster,
Germany and will result in a net reduction of apgmately 72 positions. It is expected that chamfeapproximately $18 million will be
recorded during 2004, primarily to cover equipmerite-downs, plant closure activities, transitiasts for shifting production capabilities to
another European facility and severances.

NOTE 34. DIFFERENCES BETWEEN ARMSTRONG HOLDINGS INEND ARMSTRONG WORLD INDUSTRIES, INC

The difference between the financial statemensHtifand Armstrong is primarily due to transactidhat occurred in 2000 related to the
formation of Armstrong Holdings, Inc. and employsenpensation-related stock activity.
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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$
listed in the accompanying index on page 46. Imeation with our audits of the consolidated finahstatements, we also have audited the
financial statement schedule as listed in the apamying index on page 46. These consolidated finhs@atements and financial statement
schedule are the responsibility of the Company’sagament. Our responsibility is to express an opiwin these consolidated financial
statements and financial statement schedule basedraaudits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirgg the overall financial statement
presentation. We believe that our audits providesaonable 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, 2003 and 2002, and the resutteeafoperations and their cash flows
for each of the years in the three-year period émacember 31, 2003, in conformity with accounfimgciples generally accepted in the
United States of America. Also in our opinion, tieéated financial statement schedule, when consitier relation to the basic consolidated
financial statements taken as a whole, presenty,fai all material respects, the information &&th therein.

The accompanying consolidated financial statemamtisfinancial statement schedule have been prepaseaning that the Company will
continue as a going concern. As discussed in Nofetie consolidated financial statements, the Gomgand two of its domestic subsidiaries
filed separate voluntary petitions for relief un@rapter 11 of the United States Bankruptcy CodaerlUnited States Bankruptcy Court on
December 6, 2000. The Company has also defaultegrain debt obligations. Although the Company tHrede operating subsidiaries are
currently operating their businesses as debtopmssession under the jurisdiction of the Bankrugowrt, the continuation of their
businesses as going concerns is contingent upamauother things, the ability to formulate a pldmemrganization which will gain approval
of the creditors and confirmation by the BankrupBxyurt. The filing under Chapter 11 and the resglihcreased uncertainty regarding the
Company'’s potential asbestos liabilities, as disedsn Note 32 of the consolidated financial statets, raise substantial doubt about the
Companys ability to continue as a going concern. The aguamging consolidated financial statements and firstatement schedule do
include any adjustments that might result fromdb&ome of these uncertainties.

As discussed in Note 12 of the consolidated firgrstetements, the Company changed its methodcouating for goodwill and intangible
assets in 2002.

/sl KPMG LLP

Philadelphia, Pennsylvania
February 25, 2004
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

Not applicable

ITEM 9A: CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procesluiiéhe Securities and Exchange Commission defiregetim “disclosure controls and
procedures” to mean a company'’s controls and gireredures that are designed to ensure that infmmiequired to be disclosed in the
reports that it files or submits under the Secesitexchange Act of 1934 is recorded, processednsuized and reported, within the time
periods specified in the Securities and Exchangar@ission’s rules and forms. Based on the evaluatidghe effectiveness of our disclosure
controls and procedures by our management, witlpaingcipation of our chief executive officer anarehief financial officer, as of the end
the period covered by this report, our chief exweudfficer and our chief financial officer havermuded that our disclosure controls and
procedures were effective to ensure that inforrmatemuired to be disclosed in the reports thattbmpany files or submits under the
Securities Exchange Act of 1934 is recorded, psegissummarized and reported, within the time perapecified in the Commission’s rules
and forms.

(b) Changes in Internal Control Over Financial Répg . No change in the Company’s internal control direncial reporting (as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchang® édacurred during the fiscal quarter ended Decerhe2003 that has materially
affected, or is reasonably likely to materiallyesf, the Company’s internal control over financegorting.

154




Table of Contents

PART Il

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS
Codes of Ethics

Armstrong has followed a code of ethics for mangirge The company began in a small cork-cutting $hd860 in Pittsburgh under its
Founder, Thomas Armstrong. He was determined tisatdmpany act with fairness and in the “balancest interests (of) customers,
stockholders, employees, suppliers, community rimigh government and the general public.”

Thomas Armstrong was among the first American @néngeurs to discard the old business maxim of ¢saraptor—"Let the buyer
beware”—and replace it by practicing the principtéLet the buyer have faith”, which became an emaymotto for Armstrong.

To memorialize this ethical foundation, in 1960 Atnong adopted its Operating Principles which ipooate the philosophy of Thomas
Armstrong and his successors:

e To respect the dignity and inherent rights of tdividual human being in all dealings with peoj

» To maintain high moral and ethical standards teecthonesty, integrity, reliability, and forthrigitess in all relationship

» To reflect the tenets of good taste and commonteswiin all attitudes, words and dee

» To serve fairly and in proper balance the intisre$ all groups associated with the business toousrs, stockholders, employees,
suppliers, community neighbors, government angtlisic.

In 1992, Armstrong built on these Operating Pritespand established its “Code of Business Condugtich all employees, including the
Chief Executive Officer, the Chief Financial Officend the Controller, are required to observe. Tate was updated in 2000, when the
current version was introduced.

In 2002, we adopted an additional “Code of EthasHinancial Professionals”, which applies to atifpssionals in Armstrong’s finance and
controller functions worldwide, including the Chighancial Officer, the Controller, and the finaaainanagement of each of its business
units.

These two Codes and the Armstrong policies that ith@rporate contain written standards to detemgdoing and to promote:

1. honest and ethical conduct, including the ettiiaadling of actual or apparent conflicts of irtgrbetween personal and
professional relationship

2. full, fair, accurate, timely, and understandab#losure in reports and documents filed with$iEeC and in other public
communications

3. compliance with applicable governmental laws, ralad regulations

4. the prompt internal reporting of Code violationsatbappropriate person; a

5. accountability for adherence to the Coc
These Codes (and any amendments or waivers thabenajjowed) are available to the public througmairong’s internet web site at
www.armstrong.com.

Armstrong Holdings Inc. Board of Directors

With the exception of the Chairman, the memberthefBoard of AHI are independent within the mearoh®ule 10A-3 under the Securities
Exchange Act of 1934. All members of the Audit, Gmnsation and Nominating and Governance Committeemdependent.
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Audit Committee Financial Expert

The Board of Directors of Armstrong Holdings, Ihas determined that the company has at least twdit @ommittee Financial Experts
serving on its Audit Committee, namely Van C. Caglpand John J. Roberts. Messrs. Campbell and Robaer also independent, as that
term is used in Item 7(d)(3)(iv)(B) of Schedule 1dAder the 1934 Securities Exchange Act (“SEC”)difidnally, all of the members of the
Audit Committee are independent within the meamhBule 10A-3 under the Securities Exchange Ad384.

Under the applicable SEC standard, an audit coraenfthancial expert means a person who has thesfimly attributes:
() Anunderstanding of generally accepted accountiimgiples and financial statemen
(i) The ability to assess the general application ohgrinciples in connection with the accountingédstimates, accruals and resen

(iii) Experience preparing, auditing, analyzingemaluating financial statements that present adbhesnd level of complexity of accounting
issues that are generally comparable to the breadittomplexity of issues that can reasonably peerd to be raised by the
registran’'s financial statements, or experience actively sugi@g one or more persons engaged in such desy

(iv) Anunderstanding of internal controls and procesditioe financial reporting; an
(v) Anunderstanding of audit committee functia

Director Information
The following information is current as of Janu&ty, 2004.

Directors of Armstrong Holdings, Inc.

H. Jesse Arnelle — Age 70; Director since July 1998&mber—Audit Committee. Mr. Arnelle is Of Counseéth the law firm of Womble
Carlyle Sandridge & Rice, PLLC since October 198@ former senior partner and co-founder of Arndflastie, McGee, Willis & Greene, a
San Francisco-based corporate law firm from whieldtired in 1996. He is a graduate of Pennsylv8taée University and the Dickinson
School of Law. Armstrong has retained Womble Carlyandridge & Rice, PLLC for many years, includ2@92 and 2003. Mr. Arnelle
served as Vice Chairman (1992-1995) and Chairm@@g-11998) of the Board of Trustees of the Pennsytv&tate University. He serves on
the Boards of FPL Group, Inc., Eastman Chemical g, URS Corporation, Textron, Inc., Gannett Caapon and Metropolitan Life
Series Fund.

Van C. Campbell — Age 65; Director since March 199&mber—Audit Committee (Audit Committee Finandiadpert). Mr. Campbell
graduated from Cornell University and holds an M&&gree from Harvard University. He retired in 1289%Vice Chairman of Corning
Incorporated (glass and ceramic products) and alraeof its Board of Directors. Mr. Campbell is aiStee Emeritus of the Corning Muse
of Glass and a Director of the Charleston Sympramy Gibbes Museum.

Judith R. Haberkorn — Age 57; Director since JI898; Member—Nominating and Governance Committeaihnd Management
Development and Compensation Committee. Ms. Halperikoa graduate of Briarcliff (N.Y.) College andropleted the Advanced
Management Program at Harvard Business School. EA98 until her retirement in June 2000, she seagelresident — Consumer Sales &
Service for Bell Atlantic (telecommunications). Streviously served as President — Public & Operawwices (1997-1998), also at Bell
Atlantic, and Vice President — Material Managem@890-1997) for NYNEX Telesector Resources Groefe@lommunications). Ms.
Haberkorn is a director of Enesco Corporation ar@ ks of February 2004) and serves on the advisoayd of Norfolk Southern. She is
chair of the Committee of 200 and a member of Therhational Women’s Forum and The Harvard Busises®ol Network of Women
Alumnae. She is a Vice President Emerita of thevbiar Business School Alumni Advisory Board and arber of the Visiting Committee.
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John A. Krol — Age 67; Director since February 199@mber—Nominating and Governance Committee anddgament Development and
Compensation Committee. Mr. Krol is a graduate uftg University where he also received a masteztree in chemistry. From 1997 until
his retirement in 1998, he was Chairman of the Ba@dDuPont (chemicals, fibers, petroleum, lifeesies and diversified businesses), which
he joined in 1963 and where he also served as Ekiedutive Officer (1995-1998), Vice Chairman (1929295) and Senior Vice President of
DuPont Fibers (1990-1992). He is a director of Mééektvaco Corporation, Milliken & Company, Tycodntational Ltd. and ACE Limited
Insurance Co. Mr. Krol also serves on the BoardEroétees of the University of Delaware, and isstee Emeritus of Tufts University. He is
on the advisory Boards of Teijin Limited and Bet¢l@erporation. He is also the former president &\& The National Consortium for
Graduate Degrees for Minorities in Engineering 8oences, Inc.

Michael D. Lockhart — Age 54; Chairman of the Boardl Chief Executive Officer of AHI since August®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 68; Director since Novem!9&81 Member—Audit Committee (Chairman), also DiogetArmstrong World
Industries, Inc. Mr. Marley is a graduate of Pefvesyia State University and earned a master’'s deigrenechanical engineering from Drexel
University. From 1993 until his retirement (Augd$98), he served as Chairman of the Board of AMrporated (electrical/electronic
connection devices), which he joined in 1963 anérethe served as President and Chief Operatinge®ff1990-1992) and President (1986-
1990). He also serves on the Board of Arvin Meritoc.

Ruth M. Owades — Age 55; Director since April 200mber — Nominating and Governance Committee aaddgement Development and
Compensation Committee. Ms. Owades is a gradudergips College in Claremont, California and edrae MBA from Harvard Business
School. She was a Fulbright Scholar in Strasbdemrgnce. Since 2002, she has served as the Presfdentades Enterprises, LLC.
(marketing enterprise having the rights to four patented consumer products). She was the foumde€&O (1989-2001) of Calyx &
Corolla (first fresh flower catalog and internehgmany). She was also the founder and CEO of Garddiden (a catalog of gardening tools
and accessories). Ms. Owades is a director of Bi@viFinancial Corporation and The J. Jill Grounm, IShe also serves as a member of the
Board of Associates of Harvard Business SchoolBiterd of Trustees of Scripps College, the CoumtiCompetitiveness, the Committee of
200 and the Advisory Boards of Versura Inc. analias LLC.

John J. Roberts — Age 58; Director since April 20@8mber — Audit Committee. Mr. Roberts served &h@ Managing Partner for
Pricewaterhouse Coopers LLP from 1998 until hisgatent in June 2002. Mr. Roberts held numerougipas at Coopers & Lybrand LLP
from 1967 until its merger with Pricewaterhousd. @98. From 1994 to 1998 Mr. Roberts served as btie@e members of the Office of the
Chairman of Coopers & Lybrand’s United States ofj@na. Prior to that time, Mr. Roberts held othesitions at Coopers & Lybrand,
including Deputy Vice Chairman, Vice Chairman andridging Partner. Mr. Roberts is a graduate of Drdreversity. He serves on the
Boards of Directors and Audit Committees of SafedBcientifics, Inc. and the Pennsylvania Real tedtavestment Trust. He is also a
Trustee of Drexel University.
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M. Edward Sellers — Age 59; Director since ApriD2Q Member — Audit Committee. Mr. Sellers is a graig of Vanderbilt University and
received his MBA from Harvard Business School. Bkllers joined Blue Cross Blue Shield of South Gaacand The Companion Group of
Companies (a health, life, property and casuakyriance company with related services and fungtionk987, serving as President and C
Operating Officer until 1992 when he assumed the b President and Chief Executive Officer. In 20Be was named Chairman. He
currently serves as Chairman of the Palmetto Bssif®@rum, ETU Endowment and the S.C. Council on f&ditiveness. He is past
Chairman of the Board of the South Carolina Stdter@er of Commerce and Chairman of the Board ofifibla College. He also serves on
the following Boards: Open Networks Technologies, ] Palmetto Conservation Foundation; NationalkBafnSouth Carolina; American R
Cross; ETV (Educational Television) Endowment ofitBoCarolina and Central Carolina Economic Develeptrilliance.

Jerre L. Stead — Age 61; Director since April 1982mber—Nominating and Governance Committee andadgament Development and
Compensation Committee (Chairman). Mr. Stead isadupte of the University of lowa and was a pay#ot 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). During5, 9% served as Chairman, President and Chief ExedDfficer of Legent Corporation
(integrated product and service software solutiomsi its sale late in 1995. He was Executive Vitesident, American Telephone and
Telegraph Company (telecommunications) and ChairamahChief Executive Officer of AT&T Global Inforrian 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 BrexO@fficer (1989-1991) and President (1987-1989%quare D Company (industrial
control and electrical distribution products). bidition, he held numerous positions during a 21lrgeaecer at Honeywell. He is a Director of
Thomas & Betts, Conexant Systems, Inc., Brightpbint, Mobility Electronics, Inc. and Mindspeedg¢ln

Directors of Armstrong World Industries, Inc.
Michael D. Lockhart - (See description, above.)

James E. Marley - (See description, above.)
John N. Rigas — (See description, below.)

Executive Officer Information

The following information is current as of Janu&dy, 2004. Each executive officer serves a one4gzar until reelected or until the earlier of
his death, resignation, retirement or replacement.

Executive Officers of Armstrong Holdings, Inc.
Michael D. Lockhart - (See description, above.)

Matthew J. Angello — Age 44; Senior Vice Presid€drporate Human Resources since October 2000i0Redy Vice President, Human
Resources, Floor Products Operations, Armstrondd\ndustries, Inc. January 1997 — September 200 President and Senior Director,
Human Resources, The Restaurant Company (fooccegd®92 — January 1997.

Leonard A. Campanaro — Age 55; Senior Vice Presided 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 PresidieHarsco, served as Senior Vice Presii
and Chief Financial Officer from 1992-1997.

John N. Rigas — Age 54; Senior Vice President, &ary and General Counsel since November 200006¥itde President, Secretary and
General Counsel of Armstrong World Industries, kince May 2001. Previously Deputy General Coub#@jation, Armstrong World
Industries, Inc. March 1999 —
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November 2000; worked for Dow Corning Corporatispgcialty chemical company) October 1+ March 1999, his last title being Senior
Managing Counsel.

William C. Rodruan — Age 49; Vice President and talfer since July 1999. Previously Director, Cargte Transformation and Shared
Services, Armstrong World Industries, Inc. Februs®97 — July 1999 and Vice President of Financep@uate Retail Accounts, Armstrong
World Industries, Inc. July 1994 — February 1997.

Barry M. Sullivan — Age 58; Vice President and Buwar since May 2001. Previously Vice PresidentBEnedsurer for RailWorks
Corporation (engineering and construction firm feed on rail) January 2000 — May 2001; Vice Pregidad Treasurer for Harsco
Corporation (provider of industrial services anddarcts) October 1993 — September 1999.

Executive Officers of Armstrong World Industriescl|

Michael D. Lockhart — (See description, above.)

Matthew J. Angello — (See description, above.)
Leonard A. Campanaro — (See description, above.)

David E. Gordon — Age 37; President and Chief ExeelDfficer, Armstrong Cabinet Products, Armstrongrld Industries, Inc. since
October 2002. Previously, Vice President of MargtiCabinet Products, Armstrong Wood Products, Anmstrong World Industries, Inc.
February 2001 — September 2002; Director, BusiBes®lopment, Armstrong World Industries, Inc. M&@0R — January 2001; Project
Manager, e-Business Team, Armstrong World Industtiec. October 2000 — December 2000.

John N. Rigas — (See description, above.)
William C. Rodruan — (See description, above.)

Stephen J. Senkowski — Age 52; President and Exie€utive Officer, Armstrong Building Products, Astrong World Industries, Inc. since
October 2000. Previously, Senior Vice Presidentefioas, Building Products Operations, Armstrong M/¢émdustries, Inc. April 2000 —
October 2000; President/Chief Executive Officer, VIBJuly 1997 — April 2000; Vice President, InnoeatiProcess, Building Products
Operations 1994 — July 1997.

Barry M. Sullivan — (See description, above.)

Involvement in Certain Legal Proceedings

On December 6, 2000, AWI and two of Armstrong Wdrldustries’ wholly-owned subsidiaries, Nitram Lidators, Inc. and Desseaux
Corporation of North America, Inc., filed for re@ngjzation under Chapter 11 of the U.S. BankruptogeC Therefore, individuals who were
or are executive officers and directors of AWI h&ween associated with a corporation that filedtéipe under the federal bankruptcy laws
within the last five years. With the exception of.Nsellers, Ms. Owades and Mr. Roberts, all predaattors of AHI were or are directors of
AWI.

Section 16(a) Beneficial Ownership Reporting Compdince

Securities and Exchange Commission (“SEC”) reguitetirequire 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 furtisitompany with copies of these reports. The pralas require the company to report any
failure to timely file those reports in the previdiiscal year.

Based solely upon review of copies of reports &had to us and written representations from itsctiirs and executive officers that no other
reports were required, we believe that all of tHés® requirements were satisfied by Armstrondisectors and executive officers during
2003.
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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 2003. The data reflectimpensation for services rendered to AHI and AV & subsidiaries in each of the last

three fiscal years.

Name and Current
Principal Position

M. D. Lockhart

Chairman of the Board and Chief Executive Officer o
AHI; Director Chairman of the Board and President o

AWI

S. J. Senkowski

President and Chief Executive Officer, Armstrongl&ing

Products, AHI & AWI

M. J. Angello

Senior Vice President, Corporate Human Resourcds, /

& AWI

J. N. Rigas, Senior Vice President, Secretary agne@l

Counsel, AHI & AWI

W. C. Rodruan

Vice President and Controller, AHI & AWI

TABLE 1: SUMMARY COMPENSATION TABLE

ANNUAL COMPENSATION

LONG-TERM COMPENSATION

Awards Payout
All
Other AHIL Other
Annual Securities Compen
Compen- Underlying
Salary Bonus sation Options/ LTIP -sation
Year ($) @)1 $)? SARs(#)  Payouts ($) ®)°
200: 905,00( —  127,77¢ — 1,359,204 6,27¢
1,055,00! — 25,77¢
2002 860,00( 79,97¢ 100,000 2,241,001
941,18¢ 178,34 20,27¢
2001 845,00( —
200: 426,25( 535,79¢ — — — 25,14:
634,50( — — 721,00(
200z 385,000 387,52 — — —  27,58¢
2001 376,25( 26,62¢
200: 350,50( 347,22! — — — 13,22¢
474,70( — — 310,25
200z 340,00 296,16: — — — 27,77¢
2001 336,25( 26,72¢
200z 345,00( 330,00( — — — 6,27¢
640,87! — — 355,35( 25,77¢
200z 330,000 292,32 — — —
24,45
2001 322,50(
200: 260,62! 267,47 — — — 16,24¢
353,10( — — 159,36(
200z 256,80 214,00 — — —  25,74(
2001 252,60( 24,93(

1 The amounts disclosed for 2003 include paymentgwiiet Management Achievement Plan and, wherecaiy, cash retention

payments

2 Except for the income related to Mr. Lockhart dgr2003, the aggregate value does not exceed ther le6$50,000 or 10% of shown
salary and bonus. Mr. Lockhart had income of $8B®&lated to the personal use of the company dirana related tax assistance of

$40,101.

3 The number and value of restricted stock held loh executive as of January 31, 2004 follows: ML&ckhart — 100,000 ($114,000);

S.J. Senkowsk- 668 ($762); M. J. Angell— 2,160 ($2,463); W. C. Rodrui~ 1,447 ($1,649)

4 The amount disclosed is the payout for the 2002gt6@rm Cash Incentive Award.

5) The amounts disclosed for 2003 include:

a  Non-elective contribution by Armstrong to each indivad's Bonus Replacement Retirement Plan account:
S. J. Senkows}- $20,000, M. J. Angell- $7,225 and W. C. Rodrue- $10,674.

b)  Match Account contributions under the Retirementiggs and Stock Ownership Plan; M.D. Lockhart -088, S.J. Senkowski -



$5,143; M. J. Angell- $6,000; J. N. Riga- $6,000; W. C. Rodrua- $5,572.
o  Taxable income related to company-paid life insoegmenefits: M. D. Lockhart - $276; J. N. Riga®76.
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Change in Control Agreements

Armstrong and AHI have entered into change in adftCIC”) agreements with a group of senior exéoes, including M. D. Lockhart, S. J.
Senkowski, J. N. Rigas, M. J. Angello and W. C. Riath. These agreements provide severance bemefite event of a change in control of
AHI or its major subsidiary, Armstrong World Indtiss, Inc. The purpose of the agreements is t@fadtbility in AHI's management ranks
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, auettbn in compensation, a change in responsibitityg relocation of the place of
employment would constitute significant changes.the most senior officers, the agreement includprsovision 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 agreemahitsontinue in effect unless either one of Armstyo AHI or the executive elects not to
extend the agreement.

For the purposes of these agreements, a changeatirokincludes the following: (1) acquisition byparson (excluding certain qualified
owners) of beneficial ownership of 20% or more &flA common stock; (2) change in the compositiothef Board of AHI, so that existing
Board members and their approved successors dmnstitute a majority of the Board; (3) consummatid a merger or consolidation of
AHI, unless shareholders of voting securities imiaedly prior to the merger or consolidation congérto hold 66-2/3% or more of the voting
securities of the resulting entity; and (4) shatd@ioapproval of a liquidation or dissolution of Abr 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 amrhase salary and the higher of either (a) thieefs highest annual bonus earned in the
three years prior to termination or prior to thampe in control, or (b) the annual target bonugHeryear in which the change in control
occurs; (2) a lump-sum payment of the portion eftdrget incentive award calculated by multiplyihg target award by the fractional
number of months completed in the performance ayarihd; (3) payment of remaining premium payméatsplit-dollar life insurance
policies; (4) enhanced retirement benefits payabla lump sum; (5) continuation of life, disabiliiccident and health insurance benefits for
three years following termination; (6) full reimisement for the payment of excise taxes; and (7)npay of legal fees in connection with a
good faith dispute involving the agreement.

The Bankruptcy Court in Armstrong World Industri€hapter 11 Case authorized Armstrong World Indesto assume the CIC agreements
subject to certain modifications. The modificatidingit in certain respects (i) what constituteshagge in control under the CIC agreements;
and (ii) with respect to the CIC agreements forrtteest senior officers, what constitutes a qualifyoange of control that would enable the
executive to terminate employment. If the POR dised in Item 1 of this 10-K report is approved hadomes effective, the issuance of the
stock of AWI according to the provisions of the P@HR constitute a change in control under the GiZeements.

Employment Agreements

AHI and Armstrong World Industries entered intdheee-year employment agreement with Michael D. baeckeffective 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 achtwas subsequently approved by the Bankruptcyt@oérmstrong World Industries’
Chapter 11 Case. The employment agreement was atitaifty renewed for an additional ogear term on the third anniversary of the dal
the agreement and will renew for an additional pear term on each successive anniversary, unlesgikeks notice not to extend the
agreement at least 180 days prior to the annivedsgte. If AHI terminates the employment agreemvétit Mr. Lockhart without “causebdr if
Mr. Lockhart terminates his employment for “goodsen”, Mr. Lockhart is entitled to
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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 é)dcontinuation of certain benefits for the rentgnof the term of his employment
agreement. Mr. Lockhart’'s employment agreement @dsaains a non-competition provision that bars fimm competing with AHI or any
subsidiaries or affiliates for a period of two y2é&sllowing his termination. The agreement alsovtes Mr. Lockhart with the opportunity to
participate in all short-term and long-term inceatplans offered by AHI and AWI, including an anhecash incentive opportunity and an
annual long-term incentive award under AHI's loegat incentive plan. The agreement further provitias the value of his annual long-term
incentive award on the grant date is required teakf50% of Mr. Lockhart’s target annual cash congagion for the year.

Severance Pay Plan for Salaried Employees

The Severance Pay Plan for Armstrong World IndestBalaried Employees was adopted in 1990. This glalesigned to cushion the effe
of unemployment for certain salaried employees. Gdwefits are payable if a covered employee isitexted under certain circumstances.
salaried employees of AHI and Armstrong World Indies, including the officers named in the Sumnm@ompensation Table, are eligible to
participate in the plan. A participant will be dletd 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
position in the same geographic area at a basey gdlat least 90% of the employee’s current satasge by AHI or Armstrong World
Industries, their subsidiaries or any successaarargtion; (4) misconduct; or (5) unsatisfactoryfpenance, unless otherwise approved by
the Severance Pay Committee. Severance benefitsendffset by payments made under CIC agreemeritglividual employment
agreements.

Under the plan, the scheduled amount of the paymdrgsed on the employsdéength of service, reason for termination anclsadary leve
The amount of the payment ranges from a minimutwofweeks base salary to a maximum of 39 weeks $rslaey. Subject to certain
limitations, benefits may be paid by salary conditimn or lump sum payments. A participant may alsoose a combination of periodic and
lump-sum payments. The Severance Pay Committee retengght to depart from the severance pay schesludze factors justify an upwa
or downward adjustment in the level of benefitsnénevent may the severance benefit exceed twatih@eparticipant’'s annual
compensation.
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TABLE 2: OPTION/SAR GRANTS IN LAST FISCAL YEAR

There was no grant of stock options or any othaitgdpased awards during 2003 under any of Armsgfi®atock-based compensation plans.
No equity compensation awards have been made AWd’'s Chapter 11 Filing in December 2000.

TABLE 3: AGGREGATED OPTION/SAR EXERCISES IN LAST $§CAL YEAR
AND FISCAL YEAR-END OPTION/SAR VALUES

The following table sets forth information regamglitne exercise of stock options during 2003 andutiexercised options held as of the en
2003 by each of the named executives:

Value
AHI Realized
Shares (market price
Acquired
at exercise Securities Underlying Value of Unexercised In-
On less exercise Unexercised Options/SARs The-Money Options/SARs
Exercise price) At Fiscal Year-End (#) At Fiscal Year-End ($)
Exercisable Unexercisable Exercisable Unexercisable
Name (#) (%)
M. D. Lockhart 0 0 266,66t 33,33¢ 0 0
S. J. Senkows} 0] 0 14,65t 0 0 0
M. J. Angello 0 0 17,00( 0 0 0
J. N. Rigas 0 0 10,57( 0 0 0
W. C. Rodruar 0 0 14,60( 0 0 0

TABLE 4: LONG TERM INCENTIVE PLAN AWARDS IN LAST FSCAL YEAR

There were no long-term incentive awards grantethd2003.
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BENEFITS FROM RETIREMENT PLANS

The following table shows the estimated pensiorefitnpayable to a participant at normal retireneagg under Armstrong’s Retirement
Income Plan and Retirement Benefit Equity Plan. Reérement 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 aais yé service with AWI and its subsidiaries.

TABLE 5: PENSION PLAN TABLE
ANNUAL RETIREMENT BENEFIT BASED ON SERVICE

15 20 25 30 35 40

Remuneration 2 Years Years Years Years Years Years

$ 200,00( $ 44,00( $ 58,00( $ 72,00( $ 87,00( $ 101,00( $ 113,00(
$ 400,00( $ 90,00( $120,00( $150,00( $ 180,00( $ 209,00( $ 233,00(
$ 600,00( $137,00( $182,00( $227,00( $ 273,00( $ 318,00( $ 354,00(
$ 800,00( $183,00( $244,00( $305,00( $ 366,00( $ 426,00( $ 474,00(
$ 1,000,00t $230,00( $306,00( $382,00( $ 459,00( $ 535,00( $ 595,00(
$ 1,200,00t $276,00( $368,00( $460,00( $ 552,001 $ 643,00( $ 715,00(
$ 1,400,00t $323,00( $430,00( $537,00( $ 645,00( $ 752,00( $ 836,00(
$ 1,600,00 $369,00( $492,00( $615,00( $ 738,001 $ 860,00( $ 956,00(
$ 1,800,00t $416,00( $554,00( $692,00( $ 831,00( $ 969,00( $1,077,00
$ 2,000,00t $462,00( $616,00( $770,00( $ 924,00( $1,077,00 $1,197,00
$ 2,200,00t $509,00( $678,00( $847,00( $1,017,001 $1,186,00! $1,318,00!

P

deduction for Social Security or other offs¢

2 Calculated as the average annual compensatiom ithtbe highest paid years during the 10 years fricetirement. Annual
compensation equals the total of the amounts regamder the columns captioned “Salary” and “Boringhe Summary Compensati
Table (excluding cash retention payments) as veeranstrong contributions under the Bonus ReplacgrRetirement Plar

The 2003 annual compensation and estimated yeaerwate for plan purposes for each of the exeeathamed in the Summary
Compensation Table were as follows:

M. D. Lockhart - $1,980,000 (6.8 years); S. J. Saviki - $657,250 (30.6 years); M.J. Angello - $208) (20.9 years); J. N. Rigas58p,87¢
(21.8 years) and W. C. Rodruan - $376,925 (27.6s)ellr. Lockhart receives two years of servicaldréor every one year of actual service
toward the calculation of his pension benefits untle Retirement Benefit Equity Plan. Estimatedrged service include credit for prior
service awarded to M.J. Angello (14 years) and.Rijas (17 years) upon their employment with Arosg. The Armstrong retirement

Benefits shown assume retirement in 2003. The fitsreeE computed as a straight life annuity begigrat age 65 and are not subject to

benefit will be reduced by the value of any defihedefit pension payable by previous employersHferespective period of the prior service

credit.

Special provisions apply if the Retirement IncontemRs terminated within five years following antEaordinary Event, as this item is defir
in the plan. In that event, plan liabilities wiltst be satisfied; then, remaining plan assetshelapplied to increase retirement income to
employees. The amount of the increase is baseldeoassumption that the employee would have cordiengployment with Armstrong until
retirement. The named executives in the Summarypg@osation Table would be entitled to this benefit.

Pension enhancement provisions apply in the ebentt salaried member is terminated other thangose or resigns for good reason, as
those terms are defined in the plan, within tworgdallowing a change in control of AHI. If thoseembers have at least 10 years of service
and are at least 50 years in age, they would gikdifor early retirement without certain normetiuctions applying. Members with 15 or
more years of service would also receive credieutide plan for an additional five years of servieffective March 1, 2004, salaried
members will cease to accrue additional pensioefitesrunder these pension enhancement provisich®iaisuch benefits will be paid from
the Retirement Benefit Equity Plan.
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Compensation of Directors

AHI and Armstrong do not separately compensatectiire who are employees for services as a direstdrand Armstrong pay directors
who are not employees a retainer of $50,000 par Beared directors receive only a single retaiaét. directors receive $1,200 for each
Board and $1,000 for each Committee meeting attbrfsleared directors receive $1,200 for each Armgtioard meeting attended and
$1,000 for each Committee meeting attended onlynwthere is no AHI Board or Committee meeting heldlee same day. The Audit
Committee chairman receives an annual fee of $20a0@ the chairpersons of the Management DevelopamehCompensation Committee,
and the Nominating and Governance Committee easive an annual fee of $10,000. Other committee lbeesreceive the following
annual fees: Audit-$10,000; Management DevelopraadtCompensation Committee-$5,000; and Nominatimg@overnance Committee-
$5,000. AHI and Armstrong directors who are not Eayges are paid $2,500 per day plus reasonablensgpdor special assignments in
connection with Board activity.

Management Development and Compensation Committee

The Management Development and Compensation Coaamitembers are Jerre L. Stead (Chairman); JuditteBerkorn; John A. Krol; ar
Ruth M. Owades. The Management Development and €nsagtion Committee establishes the overall philog@md policies governing
compensation programs, including those subjecetdién 162(m) of the Internal Revenue Code, for AHHl Armstrong management.
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ITEM 12: SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
Stock Ownership of Certain Beneficial Owners

AHI indirectly owns all of the capital stock of AWThe following tablé sets forth, as of December 31, 2003, each persentitly known to
AHI that may be deemed to have beneficial ownershipore than 5% of the outstanding AHI common lstoc

Amount And Nature Percent Of
Of Class
Beneficial Ownershig Outstanding
Name And Address Of Beneficial Owner 2
JP Morgan Chase 5,712,42. 14.05%

270 Park Ave.
New York, NY 10017

Royce & Associates, LLC 2,419,50! 5.98%
1414 Avenue of the Americas
New York, NY 1001¢

Leon G. Coopermah 2,136,401 5.3%
88 Pine Street

Wall Street Plaza

New York, NY 1000&

L In accordance with applicable rules of the Seasitind Exchange Commission, this information ie@s Schedule 13(g) information
filed in February 2004

2 In accordance with applicable rules of the Se@sitind Exchange Commission, this percentage isl g the total 40,668,892
shares of AF's common stock that were outstanding on Decemhe2(®13.

3. JP Morgan Chase serves as the trustee of the Aimgstorld Industries, Inc. Master Retirement Plad the trustee of the Stock
Ownership Armstrong Holdings Stock Fund of the Ratient Savings and Stock Ownership Plan (RSSOPyu&tee, JP Morgan
Chase may be deemed to be the beneficial owne7@P 3122 shares held in the trusts. JP Morgan Obad#igated to vote, tender, or
exchange any Common Stock beneficially owned byRBEOP Trust as directed by participants in RSSBMorgan Chase votes
these shares in accordance with the participairestibn. Shares that are unallocated and anyatiacshares for which no instructions
are received, are voted in the same proportioheshares of Common Stock for which instructiomsraceived. JP Morgan Chase
directly votes the shares beneficially owned byNfeester Retirement Pla

4. Leon G. Cooperman, individually, as managing menof@mega Associates, LLC and as President of OrAegasors, Inc. In
accordance with applicable rules of the Securdigd Exchange Commission, this information is base&chedule 13(g) information as
of December 31, 2003 filed by Mr. Cooperm
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Security Ownership of Management

The following table shows the amount of AHI stobktteach director, each individual named in the iIBarg Compensation Table and all
directors and executive officers owned as a grdtp.ownership rights in these shares consist efwating and investment power, except
where otherwise indicated. No named individual liieredly owns 1% or more of the outstanding comnstrares. Collectively, all of the
directors and executive officers as a group beiadifjoown 1.16% of the outstanding common sharéss ihnformation is as of January 31,
2004.

Stock
Opti_ons Total Deferred
Exercisable Beneficial
wiin 60 Ownership Stock
Name Stock 1 days Units 2
H. Jesse Arnell 2,04¢ — 2,04¢ 1,68¢
Van C. Campbel 2,20( 5,33( 7,53( 9,91¢
Judith R. Haberkor 1,08¢ 4,97( 6,05 1,91(
John A. Krol 121 2,99( 3,111 644
Michael D. Lockhar 100,12 266,66t 366,79( —
James E. Marle 3,022 1,41( 4,43; 8,08¢
Ruth M. Owade: 5,00( — 5,00( —
John. J. Roberi — — — —
M. Edward Seller: — — — —
Jerre L. Stea 4,40( 3,26( 7,66( 2,09/
Stephen J. Senkows 3,23t 14,65¢ 17,89( 1,327
Matthew J. Angellc 2,262 10,57( 12,83: 59¢€
John N. Riga: 97¢ 17,00( 17,97¢ —
William C. Rodruar 4,35¢ 14,60( 18,95¢ 28¢
Director and officers as a group (17 persc 134,57¢ 342,75: 477,33( 26,544
1. Includes the following shares that may be deterthinebe owned by the employee through the empleteek ownership accounts of

AHI's Retirement Savings and Stock Ownership PI&SSOP”): M. D. Lockhart — 124; S. J. Senkowski,385; M. J. Angello 1,407
J. N. Rigas=979; W. C. Rodrua- 2,135 and executive officers as a gr~ 11,398.

Includes the following shares indirectly owned &edd in the savings accounts of the RSSOP accaditite following individuals: S. .
Senkowski — 38; M. J. Angello; 563; W. C. Rodruan82 and executive officers as a group — 2,029.

Includes the following shares indirectly owned dett in the Bonus Replacement Retirement Plan adsolM. J. Angello — 292 and
executive officers as a group — 301.

2 Includes phantom shares held in a stock subacemdsr the Deferred Compensation Plan. The partitspaave no voting or
investment powel
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Equity Compensation Plan Information

The following table provides information as of Dedzer 31, 2003 on securities that were authorizetsfuance under pre December 2000

grants pursuant to equity compensation plans:

Weighted-average
exercise price of
outstanding options,

Number of securities tc
be issued upon exercis
of outstanding options

Number of securities
remaining available for
future issuance under
equity compensation
plans (excluding
securities reflected in

warrants and rights warrants and rights (1) column (a))
Plan category (a) (b) (c)
Equity compensation plans approved by securitydrs 2,357,68 $ 30.81 4,425,78
Equity compensation plans not approved by sechotgers® 108,26( — 504,44
Total 2,465,94 $ 29.4¢ 4,930,22

@  Restricted stock included in weighted-average asengrice as $0 because it has no exercise price.

@  The Stock Award Plan was adopted by the AHI BodrDirectors effective July 24, 2000. The originalrpose of the plan was to
promote the long-term success of AHI by providingpation of the compensation for officers, direstand key employees in shares of
common stock pursuant to the terms of the plan.plée is administered by the Management DevelopraedtCompensation
Committee and provides for the grant of Restri@eatk Awards and Stock Awards which may be sulifecertain terms and
conditions established by the Committee. The awamte to be used for the purposes of recruitmeobgnition and retention of

eligible participants
No equity-based compensation has been granted since AW|féiterelief under Chapter 11.

ITEM 13: CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Mr. H. Jesse Arnelle is Of Counsel with the lamfiof Womble Carlyle Sandridge & Rice, PLLC. Armstgohas retained Womble Carlyle

Sandridge & Rice, PLLC for many years, includin@2@nd 2003.

During 2003, Stratford Management Company, Inccpased products from our Cabinets segment in tloiatof $136,713. The President
of Stratford Management Co. is the brother of Davidsordon, President of our Cabinets segment.tiHimsactions were all in the ordinary

course of business.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The following table presents fees for professia@nalit services rendered by KPMG LLP for the aufiddl’'s annual financial statements for
2003 and 2002, and fees billed for other servieasdered by KPMG LLP. For the purposes of this tadnlelit fees are for services rendered in
connection with the audit of AHI's financial statenis as of and for the year ended December 31, 200&hich a portion of the billings
occurred or will occur in 2004. In 2003, all but3$200 of the fees were pre-approved by the Audin@dtee.

(amounts in 000’s) 2003 2002

Audit Fees $3,50C  $3,66(
Audit Related Fee® 76C 77C
Audit and Audit Related Fet 4,26( 4,43(C
Tax Feed$? 1,48( 2,22(
All Other Fees® 89C 2,24(
Total Fees $6,63C  $8,89(

1 Audit Related Fees consisted principally of feesafadits of financial statements of certain empéopenefit plans, accounting research
assistance on technical topics (including Chapterlated accounting issues), and internationahfimal reporting standards at some
foreign locations and other issues with respe@biteign statutory financial statemer

2 Tax Fees consisted of fees for tax consultationtandompliance services.

3)  All Other Fees consist primarily of fees for Chayit& corporate recovery assistance services.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

The financial statements filed as a part of thisidal Report on Form 10-K are listed in the “IndeXtnancial Statements and Schedules” on
page 46.

a. The following exhibits are filed as a part of thisnual Report on Form -K:

Exhibits

No. 2(a Armstrong World Industries, Ins’Fourth Amended Plan of Reorganization submittettie Bankruptcy Court for the District
Delaware is incorporated by reference from the €ntrReport filed on Form 8-K on May 23, 2003, ardradified by
modifications filed with the Bankruptcy Court ontOber 17, 2003 and November 10, 20

No. 2(b Armstrong World Industries, Inc.’s Disclosure Stagnt submitted to the U.S. District Court for thistiict of Delaware is
incorporated by reference from the Current Replad fon Form -K on May 23, 2003

No. 2(c) Certain Exhibits to Armstrong World Industries, f'sd~ourth Amended Plan of Reorganization submittethe U.S. District
Court for the District of Delaware are incorporatsdreference from the Current Report filed on F&#d on September 8,
2003.

No. 2(d Armstrong World Industries, Inc.’s Revised ProjelcEénancial Information submitted to the U.S. Bargtcy Court for the
District of Delaware, constituting Exhibit C to tBesclosure Statement, is incorporated by referdérarae the Current Report
filed on Form -K on November 20, 2003 wherein it appeared as Exdehl.

No. 2(e Armstrong Holdings, Inc. Plan of Dissolution, WindiUp and Distribution is incorporated by referefroen Exhibit A to the
Proxy Statement of Armstrong Holdings, Inc. filad ©ctober 16, 200!

No. 3(a Armstrong Holdings, Inc.’s Amended and Restatedchas of Incorporation are incorporated herein éfgrence from Exhibit
3.1(i) to Armstrong Holdings, In's Report on Form-K dated May 9, 200(

No. 3(b Armstrong Holdings, Inc.’s Bylaws, effective May2Q00 are incorporated herein by reference fron028@nual Report on
Form 1(-K wherein they appear as Exhibit 3(

No. 3(c) Armstrong World Industries, Inc.’s restated Artglef Incorporation, as amended, are incorporatecfgyence herein from
Armstrong World Industries, Inr's 1994 Annual Report on Form-K wherein they appear as Exhibit 3(

No. 3(d Armstrong World Industries, Inc.’s Bylaws as amahdiiovember 9, 2000 are incorporated herein by eefsr from 2000
Annual Report on Form -K wherein they appear as Exhibit 3(

No. 4(a Armstrong Holdings, Inc.’s Shareholder Summary @ftf&s to Purchase Preferred Stock dated as of Mars2000 is
incorporated by reference herein from Armstrongditas, Inc.’s registration statement on Form 8-kedaMay 9, 2000,
wherein it appeared as Exhibit 99

No. 4(b Armstrong World Industries, Inc.’s Retirement Saygrand Stock Ownership Plan effective as of Oct@b&096, as amended
April 12, 2001 is incorporated by referer
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herein from Armstrong World Industries, Inc.’s Quesly Report on Form 10-Q for the quarter endece M, 2001, wherein it
appeared as Exhibit 4

No. 4(c) Armstrong World Industries, Inc.’s $450,000,000 @ré\greement (5-year) dated as of October 29, 188&ng Armstrong
World Industries, Inc., The Chase Manhattan Baslgaministrative agent, and the banks listed theigincorporated herein |
reference from Armstrong World Industries, 's 1998 Annual Report on Form-K, wherein it appeared as Exhibit 4(

No. 4(d’ Armstrong World Industries, Inc.’s Indenture, dasesdof August 6, 1996, between Armstrong World kidas, Inc. and The
Chase Manhattan Bank, formerly known as ChemicakBas successor to Mellon Bank, N.A., as Trusgigcorporated here
by reference from Armstrong World Industries, Isaegistration statement on Form S-3/A dated Autjdsti 996, wherein it
appeared as Exhibit 4.

No. 4(e Instrument of Resignation, Appointment and Acceptatiated as of December 1, 2000 among ArmstronddVifdustries, Inc.,
The Chase Manhattan Bank and Wells Fargo Bank Mintae National Association, regarding Armstrong Wandustries,
Inc.’s Indenture, dated as of August 6, 1996, betweemstkong World Industries, Inc. and The Chase MaahaBank, formerl
known as Chemical Bank, as successor to Mellon Bidrk., as Trustee, is incorporated herein by egfee from 2000 Annual
Report on Form 1-K wherein they appear as Exhibit 4(

No. 4(f) Copy of portions of Armstrong World Industries, 'sdBoard of Directors’ Pricing Committee’s resaduts establishing the
terms and conditions of $200,000,000 of 6.35% Sedaies Due 2003 and $150,000,000 of 6 1/2% Seévndes Due 2005, is
incorporated herein by reference from Armstrong M/ardustries, Inc.’s 1998 Annual Report on FormKLGvherein it
appeared as Exhibit 4(t

No. 4(g Copy of portions of Armstrong World Industries, 'sdBoard of Directors’ Pricing Committee’s resadutts establishing the
terms and conditions of $180,000,000 of 7.45% SeQiwmrterly Interest Bonds Due 2038, is incorpatéterein by reference
from Armstrong World Industries, Ir's 1998 Annual Report on Form-K, wherein it appeared as Exhibit 4/

No. 4(h’ Note Purchase Agreement dated June 19, 1989 f8¥%8Skries A Guaranteed Serial ESOP Notes due—2001 and 9.00%
Series B Guaranteed Serial ESOP Notes due 2000f20@#e Armstrong World Industries, Inc. Employ&®ck Ownership
Plan (“Share in Success Plaijust, with Armstrong World Industries, Inc. as ga&or is incorporated by reference herein {
Armstrong Holdings, Inc. and Armstrong World Indigess, Inc.’s registration statement on Form 10-€le quarter ended
September 30, 2000, wherein it appeared as Ex4{(i#)jt

No. 4(i) Armstrong World Industries, Inc.’s $300,000,000 Blging Credit and Guarantee Agreement dated Decef000, between
Armstrong World Industries, Inc. and The Chase Mdtaim Bank and the banks referenced therein; tis¢ Ainendment to this
Agreement, dated February 2, 2001; and the Amenthedter to this Agreement, dated February 28, 2@9thcorporated
herein by reference from 2000 Annual Report on Fb€-K wherein they appear as Exhibit 4

Armstrong Holdings, Inc. and Armstrong World Indiess, Inc. agree to furnish to the Commission upsajuest copies of
instruments defining the rights of holders of Icegm debt of the registrants and their subsidiaxieieh are not filed herewith
accordance with applicable rules of the Commisbiecause the total amount of securities authorizettinder does not exceed
10% of the total assets of the registrants and thisidiaries on a consolidated ba

171



Table of Contents

No. 4() Amendment to Armstrong World Industries, I's Debtor in Possession Credit Facility dated Oat8te 2003

No. 4(k) Indenture, dated as of March 15, 1988, between &kamg World Industries, Inc. and Morgan GuarantysttCompany
of New York, as Trustee, as to which The First biaal Bank of Chicago is successor trustee, (rgJatrArmstrong
World Industries, Inc.’s $125 million 9-3/4% Deberds due 2008 and Series A Medium Term Notes)rporated
herein by reference from Armstrong World Industries.’s 1995 Annual Report on Form 10-K whereiappeared as
Exhibit 4(c). (SEC File No.-2116)

No. 4(1) Senior Indenture dated as of December 23, 1998dmetvirmstrong World Industries, Inc. and First Niasl Bank of
Chicago, as Trustee, is incorporated herein byeafee from Armstrong World Industries, Inc.’s Régidon Statement
on Form &3 (File No. 33- 74501) dated March 16, 1999, wherein it appearedgikagit 4.3.

No. 4(m) Global Note representing $200 million of 7.45% ®emotes due 2029 is incorporated by referenceimémem
Armstrong World Industries, Inc.’s Report on ForaK8vhich was filed with the Commission on May 299989 whereir
it appeared as Exhibit 4.

No. 4(n) Agreement and Plan of Merger, dated as of Juné®®) by and among AlSI Acquisition Corp. and Arrasty World
Industries, Inc and Armstrong Industrial Specialtiec. is incorporated by reference herein frormstrong World
Industries, In¢s Report on Form- K filed on July 14, 1999, wherein it appeared ahikix 1.

No. 10(i)(a) Armstrong World Industries, Inc.’s Agreement Comieg Asbestos-Related Claims dated June 19, 1885, (
“Wellington Agreement”) among Armstrong World Indigs, Inc. and other companies is incorporatedeligrence
herein from Armstrong World Industries, Inc.’s 198iinual Report on Form 10-K wherein it appeare&asibit 10(i)
(a). (SEC File No.-2116)

No. 10(i)(b) Producer Agreement concerning Center for Claim®Réen, as amended, among Armstrong World Indestrinc. ani
other companies is incorporated by reference hémimn Armstrong World Industries, Inc.’s 1999 Anhé&geport on
Form 1(-K wherein it appeared as Exhibit 10(i)(

No. 10(iii)(a) Armstrong World Industries, Inc.’s Long Term Stdokentive Plan is incorporated by reference hefreim Armstrong
World Industries, In¢s 1998 Annual Report on Form-K wherein it appeared as Exhibit 10(iii)(j).

No. 10(iii)(b) Armstrong World Industries, Inc.’s Directors’ Retinent Income Plan, as amended, is incorporatedfbyence herein
from Armstrong World Industries, Inc.’s 1996 AnndRéport on Form 10-K wherein it appeared as ExHibftii)(c).*
(SEC File No. -2116)

No. 10(iii)(c) Armstrong World Industries, Inc. and Armstrong Holgs, Inc.5s Management Achievement Plan for Key Executive
amended February 26, 2001, is incorporated heseneference from 2000 Annual Report on Form 10-Kewin it
appeared as Exhibit 10(iii)(d).

No. 10(iii)(d) Armstrong World Industries, Inc.’s Retirement BahEfjuity Plan (formerly known as the Excess Bernefan), as
amended January 1, 2000 is incorporated by refereaein from Armstrong World Industries, Inc.’98%Annual
Report on Form 1-K wherein it appeared as Exhibit 10(iii)(e
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No. 10(iii)(e) Armstrong Holdings, Inc.’s Deferred CompensatioarRPlas amended May 1, 2000, is incorporated hegereference
from 2000 Annual Report on Form-K wherein it appeared as Exhibit 10(iii)(f)
No. 10(iii)(f) Armstrong World Industries, Inc.’s Employment Paiten Plan for Salaried Employees of Armstrong Wdrdustries,

Inc., as amended, is incorporated by referencarhfriam Armstrong World Industries, Inc.’s 1994 Aral Report on
Form 1(-K wherein it appeared as Exhibit 10(iii)(g). * (SEQe No. -2116)

No. 10(iii)(g) Armstrong World Industries, Inc.’s Restricted Stétlen For Non-employee Directors, as amendedgcizrporated by
reference herein from Armstrong World Industriex.ls 1996 Annual Report on Form 10-K wherein pegared as
Exhibit 10(iii)(h). * (SEC File No. -2116)

No. 10(iii)(h) Armstrong World Industries, In's Severance Pay Plan for Salaried Employees, asdaudanuary 1, 2003.

No. 10(iii)(i) Armstrong World Industries, Inc.’s 1999 Long Terto&k Incentive Plan is incorporated by referencesinefrom
Armstrong World Industries, In's 1999 Annual Report on Form-K wherein it appeared as Exhibit 10(iii)(j)

No. 10(iii)(j) Form of Change in Control Agreement between Arnmgird/orld Industries, Inc. and certain of its offisés
incorporated herein by reference from 2000 Annwegddrt on Form 10-K wherein they appear as Exhibfiil(k),
together with a schedule identifying those exeasiand the material differences among the agresnemthich each
executive is a party.

No. 10(iii)(k) Change in Control Agreement between Armstrong Hhgjslj Inc. and Michael D. Lockhart, dated Augus20QO is
incorporated by reference herein from Armstrongditas, Inc. and Armstrong World Industries, IscQuarterly Repo
on Form 1-Q for the quarter ended September 30, 2000, whérappeared as Exhibit 10(e)

No. 10(iii)(l) Form of Indemnification Agreement between Armstrétadings, Inc., Armstrong World Industries, InadaMessrs.
Arnelle, Campbell, Krol, Marley, Stead and Ms. Owsgdis incorporated by reference herein from AramgjrHoldings,
Inc. and Armstrong World Industries, Inc.’s QualstdReport on Form 10-Q for the quarter ended Juhe2B800, wherein
it appeared as Exhibit 10(iii)(a).

No. 10(iii)(m) Form of Indemnification Agreement between Armstréfadings, Inc. and certain of its Directors andi€frs dated
October 20, 2000 is incorporated herein by refezdrmm 2000 Annual Report on Form 10-K wherein thppear as
Exhibit 10(iii)(0), together with a schedule iddying those Directors and Officers and the matatitierences among
the agreements to which each executive is a pa

No. 10(iii)(n) Form of Indemnification Agreement between Armstré¥grid Industries, Inc. and certain of its Diregt@nd Officers i
incorporated herein by reference from 2000 Annwegddrt on Form 10-K wherein they appear as Exhibiiil(p),
together with a schedule identifying those Direstand Officers dated October 20, 2000 and the matifferences
among the agreements to which each executive astg. fj

No. 10(iii)(o) Form of Indemnification Agreement between Armstrétadings, Inc. and M. Edward Sellers, dated Mag2aQ1 is
incorporated herein by reference from 2001 Annwgdrt of Form 1-K wherein it appeared as Exhibit 10(iii)(s

No. 10(iii)(p) Form of Indemnification Agreement between Armstré¥grid Industries, Inc. and Leonard A. Campanarayid E.
Gordon and Barry M. Sullivan, is incorporated he:
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by reference from Armstrong World Industries, IsqQuarterly Report on Form 10-Q for the quartereen8eptember
30, 2003, wherein it appeared as Exhibit 1

No. 10(iii)(q) Form of Indemnification Agreement between Armstrétgdings, Inc. and Armstrong World Industries,.laad Ms.
Ruth M. Owades and Mr. John J. Rober
No. 10(iii)(r) Armstrong World Industries, Inc.’s Bonus ReplacetriRetirement Plan, dated as of January 1, 1998yesnded, is

incorporated by reference herein from Armstrong M/ardustries, Inc.’s 1998 Annual Report on FormKL@herein it
appeared as Exhibit 10(iii)(m).

No. 10(iii)(s) Employment Agreement between Armstrong Holdings, &md Michael D. Lockhart dated August 7, 2000 is
incorporated herein by reference from Armstrongditas, Inc. and Armstrong World Industries, IscQuarterly Repo
on Form 10-Q for the quarter ended September 3 Aherein it appeared as
Exhibit 10(a). *

No. 10(iii)(t) Amendment to August 7, 2000 employment agreememtdsn Armstrong Holdings, Inc. and Michael D. Loakhs
incorporated by reference herein from Armstrongditas, Inc. and Armstrong World Industries, IscQuarterly Repo
on Form 10-Q for the quarter ended March 31, 2@@tkerein it appeared as
Exhibit 10. *

No. 10(iii)(u) Order Authorizing and Approving Retention ProgramKey Employees and Approving Assumption of Execyt
Contracts dated April 18, 2001 is incorporated imebg reference from 2001 Annual Report of FormKL@+erein it
appeared as Exhibit 10(iii)(u

No. 10(iii)(v) Armstrong Holdings, Inc.’s Stock Award Plan is ingorated by reference herein from Armstrong Holdirlgc.’s
registration statement on Forr-8 filed August 16, 2000, wherein it appeared asiliik4.1. *
No. 10(iii)(w) Terms of Restricted Stock for Stock Option ExchaRgegram Offered to Employees and Schedule ofdhaating

Officers is incorporated by reference herein frormétrong Holdings, Inc. and Armstrong World Indiestr Inc.’s
Quarterly Report on Form -Q for the quarter ended September 30, 2000 whérappeared as Exhibit 10(i).

No. 10(iii)(x) Management Services Agreement between Armstrondiftyd, Inc. and Armstrong World Industries, Inatetl Augus
7, 2000 is incorporated by reference herein froimgtrong Holdings, Inc. and Armstrong World Indwesttiinc.’s
Quarterly Report on Form -Q for the quarter ended September 30, 2000 whérappeared as Exhibit 10(g).

No. 10(iii)(y) Agreement between Armstrong Holdings, Inc. and Aramgy World Industries, Inc. and Triangle Pacifior@. dated
November 14, 2000 is incorporated herein by refegdrom 2000 Annual Report on Form-K wherein they appear as
Exhibit 10(iii)(bb). *

No. 10(iii)(z) Form of Amendment of Restricted Stock Award Agreetadetween AHI and the following executive offiei.D.
Lockhart, M.J. Angello, S.J. Senkowski and W.C. R dated July 22, 2002 is incorporated hereirefgrence from
Quarterly Report on Form -Q for the quarter ended June 30, 2002 whereinpéared as Exhibit 1

No. 10(iii))(aa Settlement and Release Agreement between ArmskHoldings, Inc., Armstrong Worldwide, Inc. and Armstg World
Industries, Inc. dated May 9, 20(

No. 11(a) Computation for basic earnings per sh.
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No

No.

No.
No.
No.
No.

No.

No.

No.

No.

No.

. 11(b
14

21
23
24
31.1

31.2
31.3
31.4
32.1

32.2

Computation for diluted earnings per sh:

The Code of Business Conduct and the Code of EtbidSinancial Professionals, as mentioned in Ilighof this Report are
available through Armstror's internet web site at www.armstrong.c

List of Armstrong Holdings, Inc. and Armstrong Wibthdustries, In¢s domestic and foreign subsidiari
Consent of Independent Audito
Power of Attorney and authorizing resoluti

Certification of Principal Executive Officer of Astrong Holdings, Inc. pursuant to Rule 13a-14(a)%-14(a) of the
Exchange Act, as Adopted Pursuant to Section 3@eoSarban«-Oxley Act of 2002

Certification of Principal Financial Officer of Arstrong Holdings, Inc. pursuant to Rule 13a-14(a)5m-14(a) of the
Exchange Act, as Adopted Pursuant to Section 3@eoSarban«-Oxley Act of 2002

Certification of Principal Executive Officer of Astrong World Industries, Inc. pursuant to Rule 13éa) or 15d-14(a) of the
Exchange Act, as Adopted Pursuant to Section 3@eoSarban«-Oxley Act of 2002

Certification of Principal Financial Officer of Arstrong World Industries, Inc. pursuant to Rule 134a) or 15d-14(a) of the
Exchange Act, as Adopted Pursuant to Section 3@eoSarban«-Oxley Act of 2002

Certification of Chief Executive Officer of Armsing Holdings, Inc. and Armstrong World Industries;.|pursuant to 18
U.S.C. Section 1350, as Adopted Pursuant to Se@férof the Sarban-Oxley Act of 2002

Certification of Chief Financial Officer of Armstng Holdings, Inc. and Armstrong World Industries;.Ipursuant to 18
U.S.C. Section 1350, as Adopted Pursuant to Se@férof the Sarban-Oxley Act of 2002

* Management Contract or Compensatory |
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b.  The following Current Reports were filed on For-K since the third quarter of 20C

1) On October 15, 2003, a Current Report was fileder Item 5 of Form 8-K and Regulation FD reldtethe Bankruptcy Court’s
approval of extending the deadline for creditord alaimants to vote on the Plan of Reorganizafidme voting deadline was
extended from October 17, 2003 to October 31, 2

2)  On October 31 2003, a Current Report was filediew Item 12 of Form 8-K related to a press relediske same date regarding
financial results for the fiscal quarter ended 8eyiier 30, 200:

3) On November 20, 2003, a Current Report was fileder Items 5 and 7 of Form 8-K and RegulationrélBted to a press release
concerning a hearing in its Chapter 11 Case, whehe court proposed findings of fact and conclusiof law that would dismiss
all remaining objections and approve the Plan arBanization. In connection with the hearing, AW&d revised projected
financial information. The revised information upeththe projected financial information AWI prevaby filed with the
Bankruptcy Court attached as Exhibit C to the @isate Statement of May 23, 20l

4) On December 1, 2003, a Current Report was fitetker Items 5 and 7 of Form 8-K and Regulation €lated to a press release of
the same date regarding the postponement of itsedpeeeting of shareholders to January 7, 2
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SIGNATURES

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

ARMSTRONG HOLDINGS, INC
(Registrant

By: /s/ Michael D. Lockhar

Chairman and Chief Executive Offic

Date: February 23, 20(

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

Name Title Date

/sl Michael D. Lockhart Chairman and Chief Executive Officer February 23, 2004
(Principal Executive Officer)

Michael D. Lockhar

/sl Leonard A. Campanaro Senior Vice President and Chief Financial Officer February 23, 2004
(Principal Financial Officer)

Leonard A. Campanal

/s/ William C. Rodruan Vice President and Controller February 23, 2004
(Chief Accounting Officer)

William C. Rodruar

/sl H. Jesse Arnelle Director February 23, 2004

H. Jesse Arnell

/sl Van C. Campbell Director February 23, 2004

Van C. Campbel

/sl Judith R. Haberkorn Director February 23, 2004

Judith R. Haberkor

/sl John A. Krol Director February 23, 2004
John A. Krol
/sl James E. Marley Director February 23, 2004

James E. Marle

/s/ Ruth M. Owades Director February 23, 2004

Ruth M. Owade:

/sl John J. Roberts Director February 23, 2004

John J. Robert

/sl Michael D. Lockhart on behalf of M. Edward &edl Director February 23, 2004

M. Edward Seller:



/sl Jerre L. Stead Director February 23, 2004

Jerre L. Stea
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SIGNATURES

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

ARMSTRONG WORLD INDUSTRIES, INC
(Registrant

By: /s/ Michael D. Lockhar

Chairman, Chief Executive Officer and Presic

Date: February 23, 20(

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@mnthe dates indicated.

Name Title Date

/sl Michael D. Lockhart Chairman, President and Chief Executive Officer February 23, 2004
(Principal Executive Officer)

Michael D. Lockhar

/sl Leonard A. Campanaro Senior Vice President and Chief Financial Officer February 23, 2004
(Principal Financial Officer)

Leonard A. Campanal

/s/ William C. Rodruan Vice President and Controller February 23, 2004
(Chief Accounting Officer)

William C. Rodruar

/sl James E. Marley Director February 23, 2004

James E. Marle

/sl John N. Rigas Director February 23, 2004

John N. Riga:
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SCHEDULE II

Armstrong Holdings, Inc. and Armstrong World Indies, Inc.
Valuation and Qualifying Reserves of Accounts Reslglie

For Years Ended December 31
(amounts in millions)

2003 2002 2001
Provision for Losse

Balance at beginning of ye $ 20 $ 22.C $ 24.¢
Additions charged to earnin 6.4 7.8 8.4
Deductions (7.9 (9.5 (11.0
Balance at end of ye $ 18< $ 20.2 $ 22.C

Provision for Discount

Balance at beginning of ye $ 414 $ 36.€ $ 33.C
Additions charged to earnin 2427 247.<4  258.
Deductions (236.¢) (242.60 (255.7)
Balance at end of ye $ 47 $ 414 $ 36.€

Total Provision for Discounts and Loss

Balance at beginning of ye $ 617 $ 58.6 $ 58.t
Additions charged to earnin 249.1 255.2 266.¢
Deductions (244.¢) (252.)) (266.7)
Balance at end of ye $ 66.2 $ 61.7 $ 58.€
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Exhibit No.

No.

No.
No.
No.

No.

No.

No.

No.

No.
No.
No.
No.
No.

2(a)

4()
10(iii)(h)
10(iii) ()

10(ii)(m)

10(iii)(n)

10(iii)(q)
10(iii)(aa

11(a)
11(b)
21
23
24

Exhibit Index

Armstrong World Industries, Inc.’s Fourth AmendddriPof Reorganization submitted to the Bankruptoy € for
the District of Delaware is incorporated by referefrom the Current Report filed on Form 8-K on M3y 2003,
and as modified by modifications filed with the Bauptcy Court on October 17, 2003 and NovembeR2003.

Amendment to Armstrong World Industries, I's Debtor in Possession Credit Facility dated Oat8tie 2003
Armstrong World Industries, In's Severance Pay Plan for Salaried Employees, asdatdanuary 1, 200

Form of Change in Control Agreement between Arnmgréd/orld Industries, Inc. and certain of its offieés
incorporated herein by reference from 2000 Annwegdrt on Form 10-K wherein they appear as Exhibfti)(k),
together with a schedule identifying those exeastiand the material differences among the agresmemthich
each executive is a par

Form of Indemnification Agreement between Armstrétadings, Inc. and certain of its Directors andi€rs
dated October 20, 2000 is incorporated herein fereace from 2000 Annual Report on Form 10-K whethey
appear as Exhibit 10(iii)(0), together with a saleddentifying those Directors and Officers and thaterial
differences among the agreements to which eachuéixeds a party

Form of Indemnification Agreement between Armstraxgrid Industries, Inc. and certain of its Direct@nd
Officers is incorporated herein by reference frdd@@ Annual Report on Form 10-K wherein they appesaExhibit
10(iii)(p), together with a schedule identifyingote Directors and Officers dated October 20, 20@Dthe material
differences among the agreements to which eactuéixeds a party

Form of Indemnification Agreement between Armstrétgdings, Inc. and Armstrong World Industries, .laad
Ms. Ruth M. Owades and Mr. John J. Robe

Settlement and Release Agreement between Armskoldings, Inc., Armstrong Worldwide, Inc. and Armsig
World Industries, Inc. dated May 9, 20(

Computation for basic earnings per sh.

Computation for diluted earnings per shi

List of Armstrong Holdings, Inc. and Armstrong Wibthdustries, In’s domestic and foreign subsidiari
Consent of Independent Audito

Power of Attorney and authorizing resolutis
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Exhibit Index
Exhibit No.
No. 31.1 Certification of Principal Executive Officer of Atrong Holdings, Inc. pursuant to Rule 13a-14(a)5n-14(a) of the
Exchange Act, as Adopted Pursuant to Section 3@2eEarban-Oxley Act of 2002
No. 31.2 Certification of Principal Financial Officer of Arstrong Holdings, Inc. pursuant to Rule 13a-14(a)5u-14(a) of the
Exchange Act, as Adopted Pursuant to Section 3@@eSarban-Oxley Act of 2002
No. 31.3 Certification of Principal Executive Officer of Astrong World Industries, Inc. pursuant to Rule 13éa) or 15d-14(a) of
the Exchange Act, as Adopted Pursuant to Secti@o8the Sarban-Oxley Act of 2002
No. 31.4 Certification of Principal Financial Officer of Arstrong World Industries, Inc. pursuant to Rule 134a) or 15d-14(a) of
the Exchange Act, as Adopted Pursuant to Secti@o8the Sarban-Oxley Act of 2002
No. 32.1 Certification of Chief Executive Officer of Armsing Holdings, Inc. and Armstrong World Industries;.|Pursuant to 18
U.S.C. Section 1350, as Adopted Pursuant to Se®érof the Sarban-Oxley Act of 2002
No. 32.2 Certification of Chief Financial Officer of Armstng Holdings, Inc. and Armstrong World Industries;.|Pursuant to 18
U.S.C. Section 1350, as Adopted Pursuant to Se@férof the Sarban-Oxley Act of 2002
EXHIBIT NO. 2(a
UNITED STATES BANKRUPTCY COURT
DISTRICT OF DELAWARE
X
Inre . Chapter 11 Case N
ARMSTRONG WORLD INDUSTRIES 0C-4471 (RIN
INC., et al., :
Debtors. (Jointly Administered
X

FOURTH AMENDED PLAN OF REORGANIZATION
OF ARMSTRONG WORLD INDUSTRIES, INC. AS MODIFIED

Armstrong World Industries, Inc. hereby proposesftilowing plan of reorganization:
ARTICLE |
DEFINITIONS

A. Defined Terms. As used herein, the following teshall have the respective meanings specified baloless the context otherwise
requires:

1.1144A Debt SecuritiesDebt securities issued by Reorganized AWI in 44 Offering, having terms and conditions as detaeadiby
AWI and the initial purchasers in their sole disicme, subject, however, to the provisions of Setfic3 of the Plan.

1.2 144A Offering:One or more private offerings of 144A Debt Secesitipursuant to Rule 144A and/or Regulation S utider
Securities Act of 1933, through initial purchaserinstitutional and other investors, completedoiafter the Effective Date but prior to the
Initial Distribution Date.

1.3144A Offering Proceed§:he amount equal to the sum of (x) the aggregdateash proceeds of any 144A Offerings, plus (y) the
Term Loan B Proceeds, if any.

1.4 Administrative Bar Date OrderAn order of the Bankruptcy Court setting a dezalfior the filing of certain Administrative
Expenses.

1.5 Administrative ExpenseAny Claim constituting a cost or expense of adstiation in the Chapter 11 Case under sectiondi@3e
Bankruptcy Code, including, without express or iigllimitation, any actual and necessary costsepenses of preserving the estate of
AWI, any expenses of professionals under secti@fsa®id 331 of the Bankruptcy Code, any actual amwgssary costs and expenses of
operating the businesses of AWI, any indebtednesbl@ations incurred or assumed by AWI, as debtgrossession, in connection



with the conduct of its business or for the acdpaisior lease of property or the rendition of seed, any allowed compensation or
reimbursement of expenses under section 503(bjj2)f(the Bankruptcy Code, and any fees or chaageessed against the estate of AWI
under section 1930, chapter 123, title 28, UnitedeS Code.

1.6 Administrative Expense CreditoAny Creditor entitled to payment of an Adminisive Expense.

1.7 Administrative Expense Objection DeadliriEhe first Business Day that is thirty (30) dafteathe Effective Date, as such date may
be extended from time to time by order of the Bapkry Court.

1.8 Affiliate : Any Entity, other than (a) an Entity in which AWa&s less than a fifty percent (50%) direct ornecti interest, (b) AWWL
or (c) Holdings, that is an “affiliate” of AWI, a&f the date immediately preceding the EffectiveeDatithin the meaning of section 101(2) of
the Bankruptcy Code.

1.9 Affiliate Claims: All Claims against AWI held by an Affiliate.
1.10Agent Bank The JPMorgan Chase Bank, or such other Entiipgets agent under the DIP Credit Facility fromeito time.
1.11Allowed:

(a) With respect to any Claim (other than an Adstiaitive Expense, Asbestos Property Damage Claisbestos Personal Injury
Claim), proof of which was filed within the appliada period of limitation fixed in accordance witkalkruptcy Rule 3003(c)(3) by the
Bankruptcy Court, (i) as to which no objection e tallowance thereof has been interposed withimgpticable period of limitation fixed by
the Plan, the Bankruptcy Code, the Bankruptcy Ruea Final Order of the Bankruptcy Court, suchif@lto the extent asserted in the proof
of such Claim, or (ii) as to which an objection lha&®n interposed, such Claim to the extent tHestbeen allowed in whole or in part by a
Final Order of the Bankruptcy Court or by an agreetiwith AWI or Reorganized AWI, as the case mayibh@ccordance with the Claims
Settlement Guidelines as in effect at the timeushsagreement.

(b) With respect to any Claim (other than an Adstiitive Expense or Asbestos Personal Injury Claas}o which no proof of claim
was filed within the applicable period of limitatidixed by the Plan, the Bankruptcy Code, the Baptay Rules, or a Final Order of the
Bankruptcy Court, such Claim to the extent thaiais been listed by AWI in its Schedules as lig@idah amount and not disputed or
contingent.

(c) With respect to any Claim that is assertedotostitute an Administrative Expense

(i) that represents an actual or necessary expEnmeserving the estate or operating the busiobasVI for payment of goods,
services, wages, or benefits or for credit extertde®\WI, as debtor in possession, any such Claithéoextent that such claim is
reflected as a postpetition liability of AWI on AW§Ibooks and records as of the Effective Date;
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(i) in an action against AWI pending as of the @anation Date or not required to be filed agaiAgYIl pursuant to the
Administrative Bar Date Order, any such Claim te éxtent (x) it is allowed by a Final Order of aidomf competent jurisdiction or by
agreement between Reorganized AWI and the holdenaif Administrative Expense, and (y) if AWI disgsithat such claim is a cost
expense of administration under sections 503(b)587da)(1) of the Bankruptcy Code, to the exteatBlankruptcy Court determines by
a Final Order that it constitutes a cost or exparfisaiministration under sections 503(b) and 5fZja)f the Bankruptcy Code;

(iii) timely filed in accordance with the Administiive Bar Date Order, any such Claim to the ext@mto objection is interposed
by the Administrative Expense Objection Deadlingiiiif an objection is interposed by the Admimégive Expense Objection Deadli
is allowed in whole or in part by a Final Ordertloé Bankruptcy Court and only to the extent thahsallowed portion is deemed,
pursuant to a Final Order of the Bankruptcy Cdoronstitute a cost or expense of administratioten sections 503(b) and 507(a)(1)
of the Bankruptcy Code; or

(iv) that represents a Claim of a professional @eemployed under section 327 or 1103 of the BaptkyuCode that is required to
apply to the Bankruptcy Court for the allowanceofmpensation and reimbursement of expenses pursusattion 330 of the
Bankruptcy Code or an Administrative Expense agisinder section 503(b)(2), 503(b)(3), 503(b)(4B&)5), or 503(b)(6) of the
Bankruptcy Code, such Claim to the extent it isva#d by a Final Order of the Bankruptcy Court.

(d) With respect to any Asbestos Personal Injuir@] such Claim to the extent that it is Allowedaiccordance with the procedures
established pursuant to the Asbestos PI Trust Agee¢and the Asbestos PI Trust Distribution ProcesliuPursuant to the Confirmation
Order, an Allowed Claim, with respect to any Asbed®ersonal Injury Claim, shall establish the amaofitegal liability against the Asbestos
PI Trust in the amount of the liquidated value wéts Claim, as determined in accordance with thee8kis PI Trust Distribution Procedures.

(e) With respect to any Ashestos Property Damag@elproof of which was filed by the Asbestos PD Bate, such Claim to the
extent that it is allowed by an order of the Bamtey Court.

1.12Allowed Amount The lesser of (a) the dollar amount of an Allov@ddim or (b) the Estimated Amount of such Clainmléss
otherwise specified herein, in the Asbestos Pl flustribution Procedures or by Final Order of Benkruptcy Court, the Allowed Amount
of an Allowed Claim shall not include interest adog on such Allowed Claim from and after the Comeement Date

1.13Amended and Restated Articles of Incorporatidhe Articles of Incorporation of Reorganized AW4,be amended and restated in
accordance with section 7.1 hereof, in substaptth® form of Exhibit 1.13 to the Plan.

1.14Amended and Restated By-Lavi$e By-Laws of Reorganized AWI, to be amended rastated in accordance with section 7.4
hereof, in substantially the form of Exhibit 1.bithe Plan.



1.15Articles of Incorporation The Articles of Incorporation of AWI, as such ités of Incorporation may be amended by the
Amended and Restated Articles of Incorporationtbeowise.

1.16Asbestos PD Bar DateMarch 20, 2002.

1.17Asbestos PD Committe@he Asbestos Property Damage Committee, congisfilntities appointed as members in the Chapit
Case by the United States Trustee for the Distfi€@elaware and their duly appointed successoemyf as the same may be reconstituted
from time to time.

1.18Asbestos Personal Injury ClainAny Claim or remedy, liability, or Demand agai#ét/| now existing or hereafter arising, whet
or not such Claim, remedy, liability, or Demandesluced to judgment, liquidated, unliquidated, dixeontingent, matured, unmatured,
disputed, undisputed, legal, equitable, securednsecured, whether or not the facts of or legaébaherefor are known or unknown, under
any theory of law, equity, admiralty, or otherwifa, death, bodily injury, sickness, disease, ma&diconitoring or other personal injuries
(whether physical, emotional, or otherwise) toekeent caused or allegedly caused, directly oréuadiy, by the presence of or exposure
(whether prior to or after the Commencement Datg)sbestos or asbestos-containing products orghiveg was or were installed,
engineered, designed, manufactured, fabricatedtizarted, sold, supplied, produced, specified,csetke distributed, released, marketed,
serviced, maintained, repaired, purchased, owraaipied, used, removed, replaced or disposed by é\ih Entity for whose products or
operations AWI allegedly has liability or for whi&W]1 is otherwise allegedly liable, including, witht express or implied limitation, any
Claim, remedy, liability, or Demand for compensgtdamages (such as loss of consortium, wrongfuhdeaedical monitoring, survivorshi
proximate, consequential, general, and special dag)and punitive damages, and any Claim, remadylity or Demand for reimburseme
indemnification, subrogation and contribution (indihg, without limitation, any Indirect PI Trust&n), and any claim under any settlement
entered into by or on behalf of AWI prior to ther@mencement Date relating to an Asbestos Persojuay I€laim. An Asbestos Property
Damage Claim or a workers’ compensation claim bhbuarectly by a past or present employee of AWdeman applicable workers’
compensation statute against AWI shall not cortstitun Asbestos Personal Injury Claim.

1.19Asbestos PI Claimants’ Committeg€he Official Committee of Asbestos Claimants, sisting of Entities appointed as members in
the Chapter 11 Case by the United States Trustebddistrict of Delaware and their duly appoinsetcessors, if any, as the same may be
reconstituted from time to time.

1.20Asbestos Pl Insurance Assetll rights arising under liability insurance paiks issued to AWI with inception dates prior tauary
1, 1982 with respect to the liability for Asbesiarsonal Injury Claims (with the exception of AWtkim against Liberty Mutual Insurance
Company for costs, expenses and fees incurredninemtion with an Alternative Dispute Resolution é&eding initiated in 1996 under the
Agreement Concerning Asbestos Related Claims of 19n 1985, AWI's claim against Century Indemnityn@pany for payments due and
owing to AWI before February 2003 under a settlenagmeement dated February 8, 2000, together wpipliable interest to the date of
payment, and AWI's rights to insurance relatingviarkers’ compensation claims). The foregoing inelsidbut is not limited to, rights under
insurance policies, rights under settlement agre¢ésmaade with respect to such insurance policiéh ¢ive exception of AWI's claim against
Century Indemnity Company for



amounts, including, without limitation, interestiedand owing under a settlement agreement datedd&gt8, 2000), rights against the estates
of insolvent insurers that issued such policiesrdered into such settlements, and rights agaiast msurance guaranty associations arising
out of any such insurance policies issued by irsulinsurers. The foregoing also includes the rightbehalf of AWI and its subsidiaries as
of the Effective Date, to give a full release af thsurance rights of AWI and its subsidiaries fathe Effective Date under any such policy or
settlement agreement with the exception of rightsoverage for property damage Claims and rightot@rage for the amount that AWI
agreed to pay to plaintiffs iaertin et al. v. Armstrong World Industries, Irmt.al., No. 95-CV-20849 (JBS) (D.N.J.) in a settlement
agreement executed November 22, 2000 and rigltisverage with respect to workers’ compensatiomdai

1.21Asbestos Pl Permanent Channeling Injunctidm order or orders of the District Court in acdance with, and pursuant to, section
524(qg) of the Bankruptcy Code permanently and feretaying, restraining, and enjoining any Entigpnf taking any of the following actions
for the purpose of, directly or indirectly, collew, recovering, or receiving payment of, on, othwiespect to any Asbestos Personal Injury
Claims, all of which shall be channeled to the Atbg Pl Trust for resolution as set forth in thééstos Pl Trust Distribution Procedures
(other than actions brought to enforce any rightldigation under the Plan, any Exhibits to thenPlr any other agreement or instrument
between AWI or Reorganized AWI and the Asbesto$rast, which actions shall be in conformity and @diance with the provisions
hereof), including, but not limited to:

(a) commencing, conducting, or continuing in anyhnmex, directly or indirectly, any suit, action,aher proceeding (including, without
express or implied limitation, a judicial, arbitradministrative, or other proceeding) in any foragainst or affecting any Pl Protected Party
or any property or interests in property of anyPRitected Party;

(b) enforcing, levying, attaching (including, witlitcexpress or implied limitation, any prejudgmetthehment), collecting, or otherwise
recovering by any means or in any manner, whethectty or indirectly, any judgment, award, decreepther order against any Pl Protected
Party or any property or interests in propertymf &1 Protected Party;

(c) creating, perfecting, or otherwise enforcingity manner, directly or indirectly, any Encumbmagainst any Pl Protected Party or
any property or interests in property of any PltEected Party;

(d) setting off, seeking reimbursement of, conthidu from, or subrogation against, or otherwiseotggzing in any manner, directly or
indirectly, any amount against any liability owedany PI Protected Party or any property or intsrigsproperty of any Pl Protected Party;
provided, howeve, that the foregoing shall not preclude the asseif a setoff or recoupment defense under appédaly by a third party
solely in response to, and to the extent of, arckéserted by a Pl Protected Party against suchphity that such third party is liable in
whole or in part for an Asbestos Personal Injurgi@t and

(e) proceeding in any manner in any place with réga any matter that is subject to resolution pard to the Asbestos Pl Trust, except
in conformity and compliance therewith.

1.22 Asbestos PI TrustThe trust established by AWI in accordance wlith Asbestos Pl Trust Agreement.
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1.23Asbestos PI Trust Agreemerithat certain AWI Asbestos Personal Injury SettairiTrust Agreement, executed by AWI and the
Asbestos PI Trustees, substantially in the forraxdfibit 1.23 to the Plan.

1.24Asbestos PI Trust Distribution Procedurebhe AWI Asbestos Personal Injury Settlement Tiistribution Procedures to be
implemented by the Asbestos Pl Trustees pursuahetterms and conditions of the Plan and the Aebd3l Trust Agreement to process,
liquidate, and pay Asbestos Personal Injury Clagabstantially in the form of Exhibit 1.24 to thia.

1.25Asbestos Pl Trustee£ollectively, the persons confirmed by the Bamkey Court to serve as trustees of the Asbestdsuait,
pursuant to the terms of the Asbestos PI Trust ément, or as subsequently may be appointed pursusim terms of the Asbestos PI Trust
Agreement.

1.26 Asbestos Property Damage ClairAny Claim or remedy or liability against AWI, wtieer or not such Claim, remedy, or liability
reduced to judgment, liquidated, unliquidated, dixeontingent, matured, unmatured, disputed, undks] legal, equitable, secured, or
unsecured, whether or not the facts of or lega¢baserefor are known or unknown, under any thebtgw, equity, admiralty, or otherwise,
for damages for property damage, including butindted to, the cost of inspecting, maintainingcapsulating, repairing, decontaminating,
removing or disposing of asbestos or asbestos-oamgaproducts in buildings, other structures, tires property arising from the installation
in, presence in or removal from buildings or otbieuctures of asbestos or asbestos-containing prethat was or were installed,
manufactured, sold, supplied, produced, distributel¢éased or marketed by AWI prior to the Commeraet Date, or for which AWI is
allegedly liable, including, without express or iied limitation, any such Claims, remedies andiliies for compensatory damages (such as
proximate, consequential, general, and special dag)and punitive damages, and any Claim, remetighulity for reimbursement,
indemnification, subrogation and contribution, irdihg, without limitation, any Asbestos Propertynisge Contribution Claim. Asbestos
Property Damage Claims shall not include Asbesarsdhal Injury Claims.

1.27 Asbestos Property Damage Contribution ClaiAny Claim or remedy or liability against AWI, wtieer or not such Claim, remedy
or liability is reduced to judgment, liquidated lignidated, fixed, contingent, matured, unmatuidputed, undisputed, legal, equitable,
secured, or unsecured, whether or not the faats kefgal bases for such Claim, remedy or liabgitg known or unknown, that is (i) held by
(A) any Entity (other than a director or officertiéied to indemnification pursuant to section 8féte Plan) who has been, is, or may be a
defendant in an action seeking damages for progaryage, including but not limited to, the cosinspecting, maintaining, encapsulating,
repairing, decontaminating, removing or disposifgsbestos or asbestos-containing products inibgsg other structures, or other property,
or (B) any assignee or transferee of such Entity, (@) on account of alleged liability by AWI feeimbursement, indemnification,
subrogation, or contribution of any portion of atgmages such Entity has paid or may pay to thatffdn such action.

1.28Available Cash The sum of the following: (a) all cash on handd\¥I and its subsidiaries as of the last day ofrtienth
immediately preceding the Effective Dd¢ssthe sum of the following as of such date: (i) Onendired Million and 00/100 Dollars
($100,000,000.00) or such lesser amount as AWisisole discretion (after consultation with theba&stos PI Claimants’ Committee,
Unsecured Creditors’ Committee, and the Futuren@dais’ Representative), determines it requiresviimking capital purposes, (i) the
Allowed Amount of



Allowed Administrative Expenses, (i) a reasonabdtimate by AWI of additional Administrative Expgas (such as professional fees and
expenses) that may become Allowed thereafter (attzar Administrative Expenses of the type specifiesiection 1.11(c)(i) of the Plan) and
fees and expenses payable in connection with aihyaexity referred to in section 7.16(g) of théaR, (iv) the Allowed Amount of Allowed
Priority Tax Claims, (v) a reasonable estimate hIAf additional Priority Tax Claims that may becellowed thereafter, (vi) the Allowe
Amount of all Priority Claims, (vii) a reasonablstienate of all Priority Claims that may became Mt thereafter, (viii) the DIP Credit
Facility Claim, (ix) the cash required to make thigtributions for Class 3 (Convenience Claims)tfarse that are Allowed and a reasonable
estimate by AWI of additional Convenience Claimattinay become Allowed thereafter, (x) any otheheasguired to be paid or distributed
by AWI pursuant to the Plan (other than in respé¢Available Cash”), and (xi) the amount reasoryaddtimated by AWI to be the cost of
curing any defaults under the executory contragtsumexpired leases to be assumed by AWI undePltdag (b) any amounts drawn, in
AWI's sole discretion, under the working capitatifiay referenced in section 7.16(g) of the Plantfte purpose of funding the Distributions
under the Plan, and (c) any proceeds of insuragmaved and retained by Reorganized AWI from tHedfifve Date to the Final Distribution
Date on account of an Allowed Environmental Clalmattis treated as an Allowed Unsecured Claim imatance with sections 3.2(f) and 3.2
(h) of the Planprovided, howeverthat the 144A Offering Proceeds, if any, shalekeluded from the determination of, and shall not
constitute, Available Cash.

1.29AWWD: Armstrong Worldwide, Inc., a Delaware corporation
1.30AWI: Armstrong World Industries, Inc., a Pennsylvacoaporation.

1.31Ballot: The form or forms distributed to holders of immea Claims and Equity Interests on which is torisidated the acceptance
or rejection of the Plan.

1.32Bankruptcy Code The Bankruptcy Reform Act of 1978, as amended,ascodified in title 11 of the United States Caae
applicable to the Chapter 11 Case.

1.33Bankruptcy Court The United States District Court for the DistiidétDelaware, having jurisdiction over the Chapit&rCase and,
to the extent of any reference made pursuant tioset57 of title 28 of the United States Code, thé of such District Court constituted
pursuant to section 151 of title 28 of the Unitadt&s Code.

1.34Bankruptcy RulesThe Federal Rules of Bankruptcy Procedure, adetk as applicable to the Chapter 11 Case, induttiie
Local Rules of the Bankruptcy Court.

1.35Board of Directors The Board of Directors of AWI or Reorganized AVds it may exist from time to time.
1.36Business Day Any day on which commercial banks are requiredegmpen for business in New York, New York.

1.37Chapter 11 CaseThe chapter 11 case of AWI pending in the Bantay@ourt adn re Armstrong World Industries, Inc., et al.
Case No. 00-4471 (RJIN) (Jointly Administered).



1.38Claim: (a) A “claim,” as defined in section 101(5) of the Bankruptcy Cedminst AWI, as debtor or Debtor in Possessidrethe
or not asserted, whether or not the facts of aallbgses therefor are known or unknown, and sgatlifiincluding, without express or impli
limitation, any rights under sections 502(g), 502¢ 502(i) of the Bankruptcy Code, any claim afezivative nature, any potential or
unmatured contract claims, and any other ContinGéim, and (b) any Environmental Claim, whethenot it constitutes a “claim” under
section 101(5) of the Bankruptcy Code, but in eitase, not including a Demand.

1.39Claims Settlement Guideline$he settlement guidelines and authority containgfiat certain Order Granting Motion of the
Debtors for Order Pursuant to Section 105(a) oBaerkruptcy Code and Bankruptcy Rule 9019(b) Auttiog the Establishment of
Procedures to Settle Certain Prepetition Claimsiigjdhe Debtors’ Estates dated May 31, 2002, eanded by the amendments set forth in
Exhibit 1.39 to the Plan.

1.40Claims Trading Injunction An order or orders of the Bankruptcy Court pererdly and forever staying, restraining, and enjaini
any Entity from, directly or indirectly, purchasirgglling, transferring, assigning, conveying, gied, or otherwise acquiring or disposing of
any Asbestos Personal Injury Claiprpvided, however, that the foregoing shall not apply to (i) thenster of an Asbestos Personal Injury
Claim to the holder of an Indirect PI Trust Claioledy as a result of such holder’s satisfactioswth Asbestos Personal Injury Claim or (ii)
the transfer of an Asbestos Personal Injury Claymwtil or under the laws of descent and distribntiédny such order or orders also will
provide that any action taken in violation theradf be void ab initio .

1.41Class:Any group of Claims or Equity Interests classifladthe Plan pursuant to section 1122(a)(1) of taekBuptcy Code.

1.42COLI Claims: All amounts due to Pacific Life Insurance Compémyloans made by Pacific Life Insurance Companp|
against (and collateralized by) certain life insww policies for which AWI is the holder and benigiy and for which certain of AWI's
employees are insureds.

1.43Commencement Datd®december 6, 2000.

1.44Confirmation Date The date on which the Confirmation Order has lergared by the Clerk of the Bankruptcy Court dreClerl
of the District Court.

1.45Confirmation Deadline The date that is two hundred seventy (270) dé&gs the filing of the Plan with the Bankruptcy Gbar
such later date as AWI, the Asbestos PI Claimabtshmittee, the Future Claimants’ Representativd,tha Unsecured Creditor€ommittee
may agree in writing.

1.46Confirmation Order. The order or orders of the Bankruptcy Court dreDistrict Court confirming the Plan in accordamgth the
provisions of chapter 11 of the Bankruptcy Codeicihvill contain,inter alia, the Asbestos Pl Permanent Channeling Injunctimhthe
Claims Trading Injunctionprovided, howevethat, if the District Court does not enter suctoather confirming the Plan, then the term
“Confirmation Order” shall include an order of tbéstrict Court affirming the Confirmation Order enéd by the Bankruptcy Court.

1.47Contingent Claim Any Claim (other than an Asbestos Personal InfCiigim), the liability for which attaches or is dgplent upon
the occurrence or happening, or is



triggered by, an event, which event has not yetioed, happened, or been triggered, as of theatetehich such Claim is sought to be
estimated or an objection to such Claim is filetigther or not such event is within the actual espmed contemplation of the holder of such
Claim and whether or not a relationship betweerhtiider of such Claim and AWI now or hereafter & previously existed.

1.48Convenience ClaimAs to each holder of an Unsecured Claim, othan th Debt Security Claim, (a) an Unsecured Claild hg
such holder in an Allowed Amount of Ten Thousand 86/100 Dollars ($10,000.00) or less or (b) anédnsed Claim of such holder the
Allowed Amount of which has been reduced to Tenudamd and 00/100 Dollars ($10,000.00) by the @lrcif the holder thereof, as
provided on the Ballot.

1.49Creditor: Any Entity that holds a Claim against AWI as Dabdr Debtor in Possession.
1.50Debtor: AWI.
1.51Debtor in PossessionAWI in its capacity as a debtor in possessiorspant to sections 1107(a) and 1108 of the Bankyuptadle.

1.52Debt Security Claim Any Unsecured Claim represented by a series fsnor debt securities issued pursuant to an indgnbank
credit agreement, or a note purchase agreememttpribe Commencement Date or any guarantee by éf\&hy obligations of another Ent
under any series of notes or debt securities ispueshiant to an indenture, bank credit agreemernote purchase agreement prior to the
Commencement Date.

1.53Demand: A demand for payment, present or future, thaivfy not a Claim during the Chapter 11 Case; f{§ea out of the same
or similar conduct or events that gave rise toGkems addressed by the Asbestos Pl Permanent Elraginjunction; and (iii) pursuant to
the Plan, is to be paid by the Asbestos PI Trust.

1.54DIP Credit Facility: Revolving Credit and Guaranty Agreement datedfddecember 6, 2000 among Armstrong World Indusfrie
Inc., a Pennsylvania corporation, and its subsiekaNitram Liquidators, Inc., a Delaware corparatiand Desseaux Corporation of North
America, a Delaware corporation, the banks paryetto, and the Agent Bank, as amended, modifiedipplemented from time to time.

1.55DIP Credit Facility Claim: Collectively, all Claims of the DIP Lenders angiunder the DIP Credit Facility.
1.56DIP Lenders The financial institutions party to the DIP Cregacility.

1.57Disallowed Clainm A Claim that is disallowed in its entirety by arder of the Bankruptcy Court or such other coficampetent
jurisdiction or that is disallowed in its entirgtyrsuant to the Asbestos PI Trust Distribution Bdares, as the case may

1.58Disbursing Agent Any Entity in its capacity as a disbursing agemnder section 7.9 hereof.
1.59Disputed Claim A Claim (other than an Asbestos Personal Injulgir@) that is neither an Allowed Claim nor a Disalled Claim.
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1.60Disputed Claim AmountThe Estimated Amount of a Disputed Claim, onafEstimated Amount exists, the amount set fortiné
proof of claim relating to such Disputed Claim ls tiquidated amount of such Disputed Claim.

1.61Disputed Unsecured Claims Reservighe trust established pursuant to section 5th@Plan to hold the portion of Plan Notes
reserved for Distribution pending the resolutiorDigputed Claims in Class 6 of the Plan.

1.62Distribution : The payment or distribution under the Plan ofpgnty or interests in property to the holders dbAled Claims (othe
than Asbestos Personal Injury Claims and Asbegtoysdtty Damage Claims), the holder of the Equitgdest, and to the Asbestos PI Trust.

1.63Distribution Date: (a) The Initial Distribution Date, (b) the firBusiness Day after the end of the months of Majahe,
September, and December, commencing with thesfirsth date to occur more than one hundred eighy) @&ys after the Effective Date and
until the second anniversary of the Effective D&t after the second anniversary of the Effeciate, the first Business Day after the end of
the month of December, and (d) the Final DistributDate;provided, however, that (i) a Distribution Date (other than the iiDistribution
Date and the Final Distribution Date) shall notwrc€ the aggregate amount of Plan Notes and/oA1@#ering Proceeds and Available Ce
to be distributed on any Distribution Date is ldsan One Million and 00/100 Dollars ($1,000,000,00)which case the amount to be
distributed shall be retained and added to the attoube distributed on the next Distribution Dated (i) any Unsecured Claim that
becomes Allowed less than twenty (20) Business [Paigs to a Distribution Date shall be treated a3igputed Claim for the purposes of the
Distribution occurring on such Distribution Datedashall not receive a Distribution until the Dibtition Date immediately succeeding such
Distribution Date.

1.64District Court: The United States District Court for the DistridtDelaware having jurisdiction over the Chaptérdase.
1.65DTC: Depository Trust Company.

1.66Employee Benefit ClaimAny Claim of a current or former employee of AVelcurrent or former employee of any current or
former subsidiary of AWI, or of the Pension Ben&itaranty Corporation, for benefits payable orimgisinder any of the plans being
assumed pursuant to section 8.7(a) of the Rlavided, however, that any Claim for damages or other relief agdiom any termination of
any plans pursuant to section 8.7(b) of the Plap,“eejection” of any plans as to any party that objects to angraiment under section 8.7
of the Plan, based upon any alleged breach by AWs$ oesponsibilities or duties under any plancified in section 8.7(a) of the Plan (other
than any obligation to pay the benefits arisingdéheder, as modified), or related to the allegatiorade by the plaintiffs in those certain two
class action complaints asserting various fedaraldlaims under ERISA filed in the United StatestBét Court for the Eastern District of
Pennsylvania by Dean A. Markley, Michael Resetad lori Shearer shall be deemed an Unsecured Claim.

1.67Effective Date The first Business Day of the month immediateljofving the date by which all of the condition®pedent to the
effectiveness of the Plan specified in Section hage been satisfied or waived or, if a stay of@loafirmation Order is in effect on such di
the first Business Day of the month immediatelydiwing the date of the expiration, dissolution]ifiing of such stayprovided, howeveif
all such conditions precedent
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have been satisfied or waived on or before Dece®®e2003, and no stay of the Confirmation Orden isffect at such time, the Effective
Date will be December 30, 2003.

1.68Encumbrance With respect to any asset, any mortgage, lieedget, charge, security interest, assignment, amsbiance of any
kind or nature in respect of such asset (includithout express or implied limitation, any condital sale or other title retention agreement,
any security agreement, and the filing of, or agrest to give, any financing statement under thdddm Commercial Code or comparable
law of any jurisdiction).

1.69Entity : An individual, corporation, partnership, limitédbility company, association, joint stock compajont venture, estate,
trust, unincorporated organization, or governmerany political subdivision thereof, or other persw entity.

1.70Environmental Claim Any Claim as to which the treatment thereof isfegh in an agreement by and between AWI and @zaryy
asserting a Claim against AWI relating to allegedtamination under the federal or state environaldatvs or regulations, pursuant to wh
agreement all or a portion of such Claim (to theeeand subject to the limitations imposed by sagfeement) may be asserted by the hc
thereof after the Effective Date, to the extent thech agreement is approved and authorized byal Birder of the Bankruptcy Court or
otherwise in accordance with the Claims Settlen@aritlelines.

1.71Equity Interest Any interest in AWI represented by shares of &xgsAWI Common Stock.

1.72Equity Value For purposes of calculating the exercise prictherlNew Warrants, the value of each share of Nemr@on Stock
as of the Effective Date, based upon the residalalevof the equity of Reorganized AWI, as agreedragrLazard and the financial
consultants for the Asbestos PI Claimants’ Commjttee Future Claimants’ Representative, and theetlred Creditors’ Committee and as
set forth in the disclosure statement approvedbyBankruptcy Court.

1.73Estimated AmountThe estimated dollar value of an Unliquidatedi@|eDisputed Claim, or Contingent Claim pursuanséation
502(c) of the Bankruptcy Code.

1.74Existing AWI Common StockCommon stock, par value of $0.01 per share, of AAlthorized pursuant to the Articles of
Incorporation as in effect immediately prior to t#fective Date.

1.75Final Distribution Date: A date on or after the Initial Distribution Dadad after all Disputed Claims (other than AsbeBisonal
Injury Claims and Asbestos Property Damage Claimse become either Allowed Claims or Disallowedif@tathat is selected by
Reorganized AWI in its discretion but, in any evyaesto later than thirty (30) days thereaftersoch later date as the Bankruptcy Court may
establish, upon request by Reorganized AWI, foseahown.

1.76Final Order: An order as to which the time to appeal, petifimncertiorari , or move for reargument or rehearing has expiret a
as to which no appeal, petition foertiorari , or other proceedings for reargument or reheafradl then be pending or as to which any right
to appeal, petition focertiorari , reargue, or rehear shall have been waived inngrit form and substance satisfactory to AWI or
Reorganized AWI, as the case may be, and its cbansa the event that an appeal, writcgfrtiorari , or reargument or rehearing thereof
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has been sought, such order shall have been affiop¢he highest court to which such order was algpk orcertiorari has been denied or
from which reargument or rehearing was sought,thadime to take any further appeal, petitiondertiorari or move for reargument or
rehearing shall have expired.

1.77Future Claimants’ Representativ®ean M. Trafelet, the Legal Representative fauFaiClaimants appointed pursuant to the o
dated on or about March 1, 2002.

1.78Global Asbestos PD SettlemeAgreement with respect to the resolution of allstariding Asbestos Property Damage Claims and
related issues relating to Asbestos Property Dardagens, as such agreement may be approved byahkr@ptcy Court.

1.79Holdings: Armstrong Holdings, Inc., a Pennsylvania corpiorat

1.80Holdings Plan of Liquidation The dissolution of Holdings as approved by it@a&bof Directors and shareholders as required by
Sections 1972, 1973 and 1974 of the Pennsylvanla@( the liquidation and winding up of the bussasd affairs of Holdings (and, as |
thereof, the dissolution and winding up, or otlegntination of the corporate existence, of AWWDgaatordance with a plan of liquidation
and winding up approved by the Board of Directord shareholders of Holdings as may be requireduiciSapter F or H of Chapter 19 of
the Pennsylvania BCL (which plan may provide far thstribution by Holdings of the New Warrants toltings’ shareholders), or such ott
plan and manner of dissolution, liquidation anddimg up of Holdings as is consistent with the teohthe Plan and permitted by law.

1.81Indentures:The indenture agreements between the IndenturéeBziand AWI relating to the Debt Security Claims.

1.82Indenture Trusteesthe indenture trustees under Debt Security Claottef than Debt Securities Claims representinggakibns
guaranteed by AWI), including Bank One Trust CompatA., as indenture trustee for the holders of 188/8%4% Debentures due 2008 and
for the holders of the 8%%-9% Medium Term Notes]I$eargo Minnesota, N.A., as indenture trusteetierholders of AW 6.35% Senic
Notes due 2003,%2% Senior Notes due 2005, 7.45% Senior Notes di@, 20hd the 7.45% Senior Quarterly Interest Bonas2038, and
Wilmington Trust Company, as successor to Chasehisliéain Trust Company, National Association, asnhitaie trustee for the holders of the
Solid Waste Disposal Revenue Bonds (Armstrong Wiordidistries, Inc. Project) Series 1996.

1.83Indenture Trustees’ Fees and Expengdbthe fees and expenses, including the reasorfabkeand expenses of their attorneys,
incurred by the Indenture Trustees under theiragetsye indentures from the Commencement Date t&ffextive Date, up to a maximum of
Twenty-Five Thousand and 00/100 Dollars ($25,000t60the Indenture Trustee for each series of [Bduturity Claims for which it acts as
Indenture Trustee.

1.84Indirect PI Trust Claim Any Claim or remedy, liability, or Demand agai#d/| now existing or hereafter arising, whethemot
such Claim, remedy, liability, or Demand is redutegudgment, liquidated, unliquidated, fixed, dagent, matured, unmatured, disputed,
undisputed, legal, equitable, secured, or unsecwigéther or not the facts of or legal bases fohddlaim, remedy, liability, or Demand are
known or unknown, that is (x) (i) held by
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(A) any Entity (other than a director or officertigled to indemnification pursuant to section 8f@éte Plan) who has been, is, or may be a
defendant in an action seeking damages for deathlylinjury, sickness, disease, or other persamaties (whether physical, emotional, or
otherwise) to the extent caused or allegedly caudieettly or indirectly, by exposure to asbestoasbestos-containing products or (B) any
assignee or transferee of such Entity and (ii) asoant of alleged liability of AWI for reimbursemgmdemnification, subrogation, or
contribution of any portion of any damages suchtiihias paid or may pay to the plaintiff in suctiag or (y) held by any Entity that is
seeking reimbursement, indemnification, subrogatiwrcontribution from AWI with respect to any styéond, letter of credit or other
financial assurance issued by any Entity on accofjrdr with respect to, Asbestos Personal Injulgir@s.

1.85Initial Distribution Date: A date after the Effective Date that is seledigdReorganized AWI in its discretion but, in anyeat; is
within fifteen (15) days after the Effective Date,such later date as the Bankruptcy Court mayobBskaupon request by Reorganized AWI,
for cause showmrovided, however, that in no event shall the Initial Distributioraf2 be more than forty-five (45) days after thecEtife
Date.

1.86Internal Revenue CodeThe Internal Revenue Code of 1986, as amendedtiroe to time, and any applicable rulings, Tregsur
Regulations, judicial decisions, and notices, ameements, and other releases of the United Stasasry Department or the IRS.

1.87IRS: The United States Internal Revenue Service.
1.88Lazard: Lazard Freres & Co. LLC, or such other investntsnik or financial advisor retained by AWI.

1.89New Common StockCommon stock, par value $0.01 per share, of Retzgd AWI which is to be authorized and issuedpant
to the Plan and subject to dilution for equity toissued under the New Long-Term Incentive Planfanthe New Warrants.

1.90New Long-Term Incentive PlarThe Management Incentive Plan, substantialjhenform of Exhibit 1.90 to the Plan.

1.91New Warrants Warrants to purchase the New Common Stock putsaamwarrant agreement substantially in the fofrexhibit
1.91 to the Plan on terms and conditions determim@dmanner agreed to by Lazard and the finacoa$ultants for the Asbestos PI
Claimants’ Committee, the Future Claimants’ Repnéstive, and the Unsecured Creditors’ Commitfgeyided, however, that such New
Warrants (a) shall comprise 5% of the New Commartison a fully diluted basis determined as of tiffe&ive Date, (b) shall have an
exercise price equal to 125% of the Equity Value @ii) shall have a term of seven years fromHlffective Date.

1.92Pennsylvania BCLPennsylvania Business Corporation Law of 198&msnded from time to time and as applicable tetients
described in the Plan.
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1.93PI Protected Party Any of the following parties:

(a) AWI;

(b) Reorganized AWI,

(c) Holdings;

(d) AWWD;

(e) any Affiliate;

(f) Interface Solutions, Inc., a corporation orgaeu under the laws of Pennsylvania, but only toetktent that such Entity is alleged to

be directly or indirectly liable for the conduct @flaims against, or Demands on AWI, Reorganized AW/the Asbestos PI Trust on account
of Asbestos Personal Injury Claims;

(9) any Entity that, pursuant to the Plan or afiter Effective Date, becomes a direct or indireamh$feree of, or successor to, any assets
of AWI, Reorganized AWI, or the Asbestos Pl Trustt(only to the extent that liability is assertedekist by reason of it becoming such a
transferee or successor);

(h) any Entity that, pursuant to the Plan or afiter Effective Date, makes a loan to Reorganized AWthe Asbestos PI Trust or to a
successor to, or transferee of, any assets of Ratbrganized AWI or the Asbestos PI Trust (but dalthe extent that liability is asserted to
exist by reason of such Entity becoming such adend to the extent any pledge of assets maderinemion with such a loan is sought to be

upset or impaired); or

(i) any Entity to the extent he, she, or it is géld to be directly or indirectly liable for the cret of, Claims against, or Demands on
AWI, Reorganized AWI or the Asbestos PI Trust oncamt of Asbestos Personal Injury Claims by reasfame or more of the following:

(i) such Entity’s ownership of a financial inter@stAWI, Reorganized AWI, a past or present aftdi@f AWI or Reorganized
AWI (other than ACandsS, Inc. f/k/a Armstrong Comtiag and Supply Corp.), or a predecessor in isteasEAWI, or Reorganized AW

(i) such Entity’s involvement in the managemen®at/l, AWWD, Holdings, an Affiliate, Reorganized AWbr any predecessor
in interest of AWI, or Reorganized AWI;

(iii) such Entity’s service as an officer, diregtor employee of AWI, Reorganized AWI, AWWD, Holdis, an Affiliate, any past
or present affiliate of AWI or Reorganized AWI (ettthan ACandsS, Inc. f/k/a Armstrong Contracting &upply Corp.), any
predecessor in interest of AWI or Reorganized A@Ylany Entity that owns or at any time has ownéidancial interest in AWI or
Reorganized AWI, any past or present affiliate ¥¥lfor Reorganized AWI (other than ACandS, Inc.d/l®rmstrong Contracting and
Supply Corp.), or any predecessor in interest ofl /\Reorganized AWI,

(iv) such Entity’s provision of insurance to (a) AWb) Reorganized AWI, (c) any past or presenitiaté of AWI or Reorganized
AWI (other than ACandsS, Inc. f/k/a Armstrong Comtiag and Supply Corp.), (d) any predecessor ieradt of AWI or Reorganized
AWI; or (e) any Entity that owns
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or at any time has owned a financial interest inlANReorganized AWI, any past or present affiliakWI or Reorganized AWI
(other than ACandsS, Inc. f/k/a Armstrong Contragtamd Supply Corp.), or any predecessor in intereaiVl or Reorganized AWI, b
only to the extent that AWI, Reorganized AWI, oe thsbestos PI Trust enters into a settlement with &€ntity that is approved by the
Bankruptcy Court and expressly provides that suatitfeshall be entitled to the protection of theba&stos Pl Permanent Channeling
Injunction as a PI Protected Party; or

(v) such Entity’s involvement in a transaction chiaug the corporate structure, or in a loan or oflm@mcial transaction affecting
the financial condition, of AWI, AWWD, Holdings, aiffiliate, Reorganized AWI, any past or presetiiliate of AWI or Reorganized
AWI (other than AC and S, Inc. f/lk/a Armstrong Caeting and Supply Corp.), any predecessor inéstesf AWI or Reorganized
AWI, or any Entity that owns or at any time has edra financial interest in AWI or Reorganized Ay past or present affiliate of
AWI or Reorganized AWI (other than ACandS, Inc/&/Krmstrong Contracting and Supply Corp.), or prgdecessor in interest of
AWI or Reorganized AWI.

1.94Plan: This plan of reorganization, either in its presfenm or as it may be amended, supplemented,h@raise modified from
time to time, and the exhibits and schedules tddhegoing, as the same may be in effect at the snoch reference becomes operative.

1.95Plan Note AmountAn amount equal to the greater of (x) $1.125 hillessthe amount of Available Cash and (y) $775 million.

1.96Plan Note IndenturesThe indentures, substantially in the form of Bbitsi 1.96-A and 1.96-B to the Plan, by and betw&®H, as
the issuer, and a trustee selected by AWI pridhéodate of the commencement of the hearing orirooaion of the Plan, pursuant to which
the Plan Notes will be issued, each of which wallqualified under the Trust Indenture Act of 1989 amended.

1.97Plan Notes Unsecured notes issued pursuant to the PlanINd&atures (a) in an aggregate principal amounakigputhe Plan
Note Amounilessthe 144A Offering Proceedgb) bearing a fixed or floating interest rate baspdn U.S. Treasury Notes or threenth U.S
dollar LIBOR, respectively, with like maturitiesys a spread determined to be the average cormpaad over such Treasury Notes or
LIBOR for outstanding issues of comparable matuwaitg comparably rated U.S. industrial companies the30-day period ending on the
last day of the month immediately preceding the&tffre Date, (c) with a maturity, as selected byIA®{ not less than five years, but not
more than ten years and no principal payments reditio be paid prior to the maturity date, (d) alalé at par at the option of Reorganized
AWI, in whole or in part, at any time during thesti six months following the Effective Date, anjllf@ving such other terms, covenants, and
conditions substantially similar to those contairethdentures for issues of comparable maturitgarhparably rated U.S. industrial
companies and, with respect to any floating ratedhe, structured in a manner similar to, andcpsdias, marketable bank deptpvided,
however, that if AWI successfully completes a 144A Offegribut the 144A Offering Proceeds are less thafPthe Note Amount, AWI will
issue additional 144A Debt Securities to the ajpjblie classes of Creditors in lieu of the Plan Nitesuld otherwise issue under the Plan
Note Indentures (subject to compliance with applieasecurities laws) and, in any event, AWI wilt isue Plan Notes having terms ¢

15



conditions that are not substantially the saméaset of the 144A Debt Securities without the coheéithe Asbestos Pl Claimants’
Committee, the Future Claimants’ Representativd, drClass 6 votes to accept the Plan, the UnsekcGreditors’ Committee. In addition, if
AWI is not successful in obtaining a Term Loan BVAwill not issue any floating interest rate PlantBls unless such floating rate Plan N
satisfy the requirements of the Plan and are angemnd conditions that are mutually satisfactor¥él and the Asbestos PI Claimants’
Committee, the Future Claimants’ Representativd, drClass 6 votes to accept the Plan, the UnsekcGreditors’ Committee.

1.98Priority Claim: Any Claim to the extent such claim is entitledptiority in right of payment under section 507¢fthe Bankruptc'
Code, other than an Administrative Expense, DIRIEfeacility Claim, or Priority Tax Claim.

1.99Priority Tax Claim: A Claim against AWI that is of a kind specifiedsection 507 (a)(8) of the Bankruptcy Code.

1.100Pro Rata Share Means the ratio (expressed as a percentageg @nttount of an Allowed Claim in a Class to the aggte
amount of all Allowed Claims plus the Disputed Giahmount of all Disputed Claims in the same Class.

1.101Qualified Appraisat A “qualified appraisal” within the meaning of Bgury Regulations section 1.468B-3(b)(3).
1.102Record Date The first Business Day that is five (5) days frand after the Confirmation Date.

1.103Reorganized AWIAWI, as reorganized as of the Effective Datedn@dance with this Plan, or any successors iméstehereto,
from and after the Effective Date.

1.104Reorganization ConsideratiarCollectively, the Available Cash, the Plan Naaesl/or the 144A Offering Proceeds, the New
Common Stock, and the New Warrants.

1.105Retention Period Five (5) years from and after the Effective Datesuch shorter period as the Bankruptcy Court sgdy

1.106Schedules The schedules of assets and liabilities and titerments of financial affairs filed by AWI withalBankruptcy Court,
as required by section 521 of the Bankruptcy Cattkthe Official Bankruptcy Forms of the BankrupRyles, as such schedules and
statements have been and may be amended by AWIltiimogrto time in accordance with Bankruptcy Rul®4.0

1.107SEC:The United States Securities and Exchange Commissio

1.108Secured Claim Any Claim against AWI to the extent of the vahfeany interest in property of the estate of AWdwing such
Claim, except for the DIP Credit Facility Claim attd COLI Claims.

1.109Stockholder and Registration Rights Agreemdrite Stockholder and Registration Rights Agreeneibie entered into by
Reorganized AWI and the Asbestos Pl Trustees oalbehthe Asbestos Pl Trust, pursuant to secti@énheéreof, in substantially the same
form of Exhibit 1.109 to the Plan.
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1.110Subsidiary Debt Guarantee ClainAny Claim against AWI arising from the guaranty AWI of an obligation of one or more
Entities that are subsidiaries of AWI as of theedatmediately preceding the Effective Date so laaguch obligation has not been
accelerated or declared in default prior to the€&iff’e Date (and such acceleration has not beemdesi or such default waived), other than
any Claim relating to any obligations of Nitram uidators, Inc. or Desseaux Corporation of North Aing&eand other than any Claim relating
to obligations arising from the sale or dispositidrthe business, operations, or assets of anyyEnti

1.111Term Loan BA floating rate senior secured term loan creditlitgcto be borrowed under the working capitalifag referenced
in Section 7.16 of the Plan, between Reorganized &vd the lenders who are party thereto, havirgseand conditions as determined by
AWI and the lenders in their sole discretion.

1.112Term Loan B Proceed3he amount of the net cash proceeds received byggReiaed AWI on or as soon as practicable after the
Effective Date pursuant to the Term Loan B.

1.113Treasury RegulationsRegulations (including temporary and proposedmrigated under the Internal Revenue Code by the
United States Treasury Department, as amendedtinoeto time.

1.114Unliquidated Claint Any Claim (other than an Asbestos Personal InfTiigim), the amount of liability for which has raten
fixed, whether pursuant to agreement, applicable ¢ta otherwise, as of the date on which such Claisought to be estimated.

1.115Unsecured Claim Any Claim other than an Administrative Expenseb&diary Debt Guarantee Claim, a COLI Claim, aiy
Tax Claim, a Priority Claim, an Asbestos Personglrly Claim, an Asbestos Property Damage Claintavironmental Claim (except to the
extent provided in section 3.2(h)(ii) of the Plaam), Affiliate Claim, an Employee Benefit Claim,&Secured Claim. Unsecured Claims
include Debt Security Claims administered by thdelmture Trustees.

1.116Unsecured Creditors’ Committed he Official Unsecured Creditors’ Committee, dsting of Entities appointed as members in
the Chapter 11 Case by the United States Trustdbaddistrict of Delaware in accordance with seeti 102(a) of the Bankruptcy Code and
their duly appointed successors, if any, as theesauay be reconstituted from time to time.

1.117Voting Deadline The date set by the Bankruptcy Court by whiclcaihpleted ballots must be received.

1.118Voting Procedures OrderAn order of the Bankruptcy Court approving prasess relating to the solicitation and tabulation of
votes with respect to the Plan.

B. Other Terms. Wherever from the context it appepps@priate, each term stated in either the singuidhe plural shall include the
singular and the plural, and pronouns stated imthsculine, feminine, or neuter gender shall ineltice masculine, the feminine, and the
neuter. The words “herein,” “hereof,” “hereto,” ‘leeinder,” and others of similar import refer to Blan as a whole and not to any particular
section, subsection, or clause contained in the. Rla initially capitalized term used herein thaniot defined herein shall have the
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meaning ascribed to such term, if any, in the Baptay Code, unless the context shall otherwiseirequ

C. Exhibits. All Exhibits to the Plan shall be contaghin a separate Exhibit Volume, which shall bedilith the Clerk of the
Bankruptcy Court not later than the earlier otliiyty (30) days prior to the commencement of tharing on confirmation of the Plan and (ii)
fifteen (15) days prior to the deadline for filiogjections to confirmation of the Plan. Such Extsilohay be inspected in the office of the C
of the Bankruptcy Court during normal hours of @tien of the Bankruptcy Court. Such Exhibits sladdlo be available for download from
the following website: www.armstrongplan.com. Haklef Claims or shareholders of Holdings may alstaim a copy of such Exhibit
Volume, once filed, from AWI by a written requesns to the following address:

Armstrong World Industries, Inc.
Post Office Box 3666
Lancaster, Pennsylvania 17604-3666

ARTICLE II

PROVISIONS FOR PAYMENT OF ADMINISTRATIVE EXPENSES
AND PRIORITY TAX CLAIMS

2.1Payment of Allowed Administrative Expens@&ble Allowed Amount of each Administrative Expettisat is Allowed as of the
Effective Date shall be paid in full, in cash, te Effective Dateprovided, however, that Administrative Expenses of the type spedifie
section 1.11(c)(i) of the Plan shall be assumedpaid by Reorganized AWI in accordance with theneeand conditions of the particular
transactions and any agreements relating theratth Bdministrative Expense of the type specifiedantion 1.11(c)(ii) or 1.11(c)(iii) of the
Plan shall be paid the Allowed Amount of such Adistiative Expense in full, in cash, as soon astjmalgle after such Administrative
Expense is Allowed.

2.2Compensation and Reimbursement Claiffike Bankruptcy Court shall fix in the Confirmati®rder a date for the filing of, and a
date to hear and determine, all applications fualfallowances of compensation or reimbursemeekpénses under section 330 of the
Bankruptcy Code or applications for allowance ofistrative Expenses arising under section 503bHK03(b)(3), 503(b)(4), 503(b)(5), or
503(b)(6) of the Bankruptcy Code. The Allowed Ambahall Administrative Expenses arising under ggtB830, 331, 503(b)(2), 503(b)(3),
503(b)(4), 503(b)(5), or 503(b)(6) of the Bankryp€ode shall be paid in full, in cash, (a) uponltter of (i) the Effective Date and (ii) the
date upon which any such Administrative Expenseines Allowed or (b) at such later date or upon saithlr terms as may be mutually
agreed upon between each such Administrative Exp€naditor and Reorganized AWI.

2.3DIP Credit Facility Claim. On the Effective Date, the DIP Credit Facilitya®h shall be paid in full, in cash. Unless otheawis
agreed by the DIP Lenders, to the extent that ettgrk of credit issued pursuant to the DIP Credadility remain outstanding on the Effective
Date, AWI will pay to the Agent Bank, for the rakalbenefit of the DIP Lenders, cash in an amoungtktp the face amount of such letters of
credit, which shall be held by the Agent Bank foa tepayment of all amounts due in respect of &ttdrs of credit.

2.4 Priority Tax Claims. Each holder of an Allowed Priority Tax Claim dha paid the Allowed Amount of its Allowed PrioriT ax
Claim either (@) in full, in cash, on
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the latest of (i) the Effective Date, (ii) the datech Allowed Priority Tax Claim becomes Alloweddgii) the date such Allowed Priority T.
Claim is payable under applicable non-bankruptayda (b) upon such other terms as may be mutugifged upon between each holder of a
Priority Tax Claim and Reorganized AWI.

ARTICLE Il
CLASSIFICATION AND TREATMENT OF CLAIMS AND EQUITY NTERESTS

3.1Summary. Claims and Equity Interests are classified fopatposes, including, without express or impligditation, voting,
confirmation, and distribution pursuant to the Plasfollows:

ENTITLED
CLASS TREATMENT STATUS TO VOTE?
Class 1: Priority Paid in full, in cash, on the later of the Effeeti®ate or as soon as practicable after Unimpairec  No
Claims such Priority Claim becomes Allowe
Class 2: Secured Reinstated — Any defaults related to Secured Claithde cured. Unimpairec  No
Claims
Class 3: Convenien Payment of 75% of Allowed Amount of Convenienceilan cash, on later of the Impaired Yes
Claims Effective Date or as soon as practicable after €imfivenience Claim becomes

Allowed.

Class 4: Asbestos All Asbestos Property Damage Claims will be resdlperrsuant to the terms of the Unimpairec  Yes
Property Damage Global Asbestos PD Settlement. If the Global Ashe$tD Settlement is not approved
Claims by the Bankruptcy Court at least fifteen (15) dagfore the Voting Deadline, AWI

will amend the Plan to provide alternative treattrfen Asbestos Property Damage

Claims, in which case the Asbestos Property Dan@igiens will be treated as

impaired and will be entitled to vote on the P!I

Class 5: COLI Reinstated — Any defaults related to the COLI Chainill be cured. Unimpairec  No
Claims
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CLASS

Class 6:
Unsecured Claims
other than
Convenience Clairr

Class 7: Asbestos
Personal Injury
Claims

Class 8:
Environmental
Claims

Class 9: Affiliate
Claims

Class 10:
Subsidiary Debt
Guarantee Claim

Class 11:
Employee Benefit
Claims

Class 12: Equity
Interests

TREATMENT

Each holder of an Allowed Unsecured Claim will rieedts Pro Rata Share of (i)
34.43% of the New Common Stock, (ii) 34.43% offingt $1.05 billion of (x) up to
$300 million of Available Cash and (y) the prindipanount of Plan Notes and/or
144A Offering Proceeds, (iii) 60% of the next $50lion of the remaining Available
Cash, (iv) 60% of the remaining amount of Plan Nawed/or 144A Offering Proceeds
to the extent that Available Cash in (iii) is leBan $50 million, and (v) 34.43% of the
remaining Available Cash and Plan Notes and/or 1@4f&ring Proceed:

All Asbestos Personal Injury Claims will be charatkto the Asbestos PI Trust, wh
will be funded pursuant to section 10.1 of the Plan

Each Environmental Claim will be treated as an wbid Unsecured Claim to the
extent it becomes Allowed prior to any DistributiDate. Other treatment determined
as applicable under the relevant settlement agnee

Reinstated

Reinstated

Reinstated

The holder of the Equity Interests in AWI will rége the New Warrants (which will
be distributed in accordance with the Holdings RIfhiquidation, if the Holdings

Plan of Liquidation is approvec

3.2 Classification and Treatment

(a) Class 1. Priority Claims.

(i) Classification: Class 1 consists of all Allowed Priority Claims.
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(i) Treatment Each holder of an Allowed Priority Claim shall paid the Allowed Amount of its Allowed Priority &, in full,
in cash, on the later of the Effective Date andam as practicable after the date such PriorigmCbecomes Allowed.

(i) Status: Class 1 is not impaired. The holders of the C&aimClass 1 are deemed to accept the Plan analdigly, are not
entitled to vote to accept or reject the Plan.

(b) Class 2. Secured Claims.

(i) Classification: Class 2 consists of all Allowed Secured Claimishdugh placed in one class for purposes of corererd, each
Allowed Secured Claim shall be treated as thoughseparate class for all purposes under the Plan.

(i) Treatment At the option of AWI and in accordance with sentil124 of the Bankruptcy Code, each Allowed Saet@aim
shall be treated in one of the following ways:

1. The legal, equitable and contractual rights tbictv such Allowed Secured Claim entitles the holafesuch Claim shall be
unaltered.

or

2. Notwithstanding any contractual provision or laggble law that entitles the holder of an Allow&dcured Claim to
demand or receive payment of such Claim prior éostiated maturity of such Claim from and afterdbeurrence of a default
under the agreements governing or instruments peidg such Claim, such Claim shall be reinstated, &WI shall (i) cure all
defaults that occurred before or from and afterGbenmencement Date (other than defaults of a kiedified in section 365(b)(:
of the Bankruptcy Code), (ii) reinstate the matuaf such Claim as such maturity existed priortte dccurrence of such default,
(iii) compensate the holder of such Claim for amyn@gges incurred as a consequence of any reasoahatee by such holder on
such contractual provision or such applicable lamd (iv) not otherwise alter the legal, equitablegontractual rights to which the
holder of such Claim is entitled.

(i) Status Class 2 is not impaired. The holders of the C&aimClass 2 are deemed to accept the Plan anoidatgly, are not
entitled to vote to accept or reject the Plan.

(c) Class 3. Convenience Claims.
(i) Classification: Class 3 consists of all Allowed Convenience Ckaim
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(if) Treatment Each holder of an Allowed Convenience Claim shalpaid 75% of the Allowed Amount of its Allowed
Convenience Claim, in cash, on the later of thed&ife Date and as soon as practicable after sookeéDience Claim becomes
Allowed.

(iii) Election: Any holder of an Unsecured Claim in an amounta¢¢mi or less than Ten Thousand and 00/100 Do#i8,000.00
and which otherwise constitutes a Convenience Ctaitomatically shall be treated as a Conveniena@ClAny holder of any other
Unsecured Claim that desires treatment of suchmCéai a Convenience Claim shall make such electigh@Ballot to be provided to
holders of Unsecured Claims in Class 6 and retuch 8allot to the address specified therein onefote the Voting Deadline. Any
election made after the Voting Deadline shall r@binding on AWI unless the Voting Deadline is eeqaly waived in writing by AWI
with respect to any such Claim.

(iv) Status: Class 3 is impaired. To the extent and in themaaprovided in the Voting Procedures Order, thedms of the Claim
in Class 3 are entitled to vote to accept or rejeetPlan.

(d) Class 4. Asbestos Property Damage Claims.
() Classification: Class 4 consists of all Allowed Asbestos PropBrynage Claims.

(i) Treatment All pending Asbestos Property Damage Claims béllAllowed and treated in accordance with the tesfrike
Global Asbestos PD Settlement.

(i) Status: Class 4 is unimpaired. The holders of the ClaimSlass 4 are deemed to accept the Plan and,dicgby, are not
entitled to vote to accept or reject the Plan.

(e) Class 5. COLI Claims.
(i) Classification: Class 5 consists of all Allowed COLI Claims.

(i) Treatment In accordance with section 1124 of the Bankrufitogle, notwithstanding any contractual provisiomaplicable
law that entitles the holder of an Allowed COLI @tato demand or receive payment of such Claim godhe stated maturity of such
Claim from and after the occurrence of a defauttarrthe agreements governing or instruments evidgrstich Claim, such Claim shall
be reinstated, and AWI shall (i) cure all defatiftst occurred before or from and after the Commerere Date (other than defaults of a
kind specified in section 365(b)(2) of the Bankiyp€ode), (ii) reinstate the maturity of such Claimsuch maturity existed prior to the
occurrence of such default, (iii) compensate thddroof such Claim for any damages incurred asns@guence of any reasonable
reliance by such holder on such contractual promisir such applicable law, and (iv) not otherwikerahe legal, equitable, or
contractual rights to which the holder of such @@ entitled.
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(i) Status Class 5 is not impaired. The holders of the C&aimClass 5 are deemed to accept the Plan anoidatgly, are not
entitled to vote to accept or reject the Plan.

(f) Class 6. Unsecured Claims other than Convemgi€tiaims.

(i) Classification: Class 6 consists of Unsecured Claims other th@vénience Claims.

(i) Treatment Each holder of an Allowed Unsecured Claim in €l&swill receive on each Distribution Date its Rata Share of
the following elements of Reorganization Considerat

1. 34.43% of the New Common Stock,

2. 34.43% of the first $1.05 billion of (x) up t8@0 million of Available Cash and (y) the Plan No#ad/or 144A Offering
Proceeds,

3. 60% of the first $50 million of the amount of @lable Cash remaining after making provision fag Distribution
provided in section 3.2(f)(ii)2 of the Plan and fhading of the Asbestos PI Trust in section 10)(ijoof the Plan,

4. 60% of the amount of Plan Notes and/or 144A @fteProceeds equal to the difference (if positee$50 millionlessthe
amount of Available Cash remaining after makingvsion for the Distribution provided in section &)?%ii)2 of the Plan and the
funding of the Asbestos PI Trust in section 10.(i}f the Plan, and

5. 34.43% of the remaining Available Cash and Mates and/or 144A Offering Proceeds after makirgyigion for the
Distribution provided in sections 3.2(f)(ii)2, 3f%{i)3, and 3.2(f)(ii)4 of the Plan and the fundinf the Asbestos PI Trust in
sections 10.1(b)(ii), 10.1(b)(iii) and 10.1(b)(io) the Plan.

In any Distribution made to the holder of an AllaWdnsecured Claim, there shall be deducted frorh 8istribution the amount
of each element of the Reorganization Considergtiomputed as provided in this section 3.2(f)fi)¢viously distributed to such
holder on account of such Allowed Unsecured Clairany Distribution made prior thereto.

(iii) Interest; Interest shall neither accrue nor be payable faoch after the Commencement Date with respect ltavisid
Unsecured Claims.

(iv) Status: Class 6 is impaired. To the extent and in themeaprovided in the Voting Procedures Order, thddrs of the Claim
in Class 6 are entitled to vote to accept or rejeetPlan.
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(9) Class 7. Asbestos Personal Injury Claims.
(i) Classification: Class 7 consists of all Asbestos Personal Intiayms.

(i) Treatment All Asbestos Personal Injury Claims shall be deieed and paid pursuant to the terms, provisiand,procedures
of the Asbestos PI Trust, the Asbestos PI Trustribigion Procedures, and the Asbestos Pl Truseégrent. The Asbestos PI Trust
be funded in accordance with the provisions ofisact0.1 of the Plan. The sole recourse of thedrabd an Asbestos Personal Injury
Claim shall be the Asbestos PI Trust, and suchdradtall have no right whatsoever at any time sedsts Asbestos Personal Injury
Claim against any PI Protected Party. Without lingitthe foregoing, on the Effective Date, all BEestshall be permanently and forever
stayed, restrained, and enjoined from taking arth@following actions for the purpose of, direalyindirectly, collecting, recovering,
or receiving payment of, on, or with respect to Aspestos Personal Injury Claim (other than actlmosight to enforce any right or
obligation under the Plan, any Exhibits to the Ptamany other agreement or instrument between AWReorganized AWI and the
Asbestos PI Trust, which actions shall be in canfty and compliance with the provisions hereof):

1. commencing, conducting, or continuing in any meandirectly or indirectly, any suit, action, dher proceeding
(including, without express or implied limitatioa judicial, arbitral, administrative, or other peeding) in any forum against or
affecting any PI Protected Party or any propertinterests in property of any Pl Protected Party;

2. enforcing, levying, attaching (including, withtiaxpress or implied limitation, any prejudgmenaehment), collecting, or
otherwise recovering by any means or in any mamwieether directly or indirectly, any judgment, adiadecree, or other order
against any PI Protected Party or any propertytarésts in property of any Pl Protected Party;

3. creating, perfecting, or otherwise enforcingity manner, directly or indirectly, any Encumbraagainst any Pl Protect
Party or any property or interests in property of 81 Protected Party;

4. setting off, seeking reimbursement of, contiitnufrom, or subrogation against, or otherwise tging in any manner,
directly or indirectly, any amount against any iy owed to any Pl Protected Party or any propeitinterests in property of any
Pl Protected Partyrovided, howeverthat the foregoing shall not preclude the assenif a setoff or recoupment defense under
applicable law by a third party solely in respotmseand to the extent of, a claim asserted by RrBfiected Party against such third
party that such third party is liable in whole nrart for an Asbestos Personal Injury Claim; and
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5. proceeding in any manner in any place with r@dgamny matter that is subject to resolution pansto the Asbestos Pl
Trust Agreement, except in conformity and complatieerewith.

Nothing contained herein shall constitute or bemls@a waiver of any claim, right, or cause of attivzat AWI, Reorganized AWI, or
the Asbestos PI Trust may have against any Emtibphnection with or arising out of an AsbestossBeal Injury Claim, and the
injunction shall not apply to the assertion of agh claim, right, or cause of action by AWI, Reoriged AWI, or the Asbestos Pl
Trust.

(iii) Status: Class 7 is impaired. To the extent and in themaaprovided in the Voting Procedures Order, theédrs of the Clairr
in Class 7 are entitled to vote to accept or rejeetPlan.

(h) Class 8. Environmental Claims.
(i) Classification: Class 8 consists of all Environmental Claims.

(i) Treatment Each holder of an Environmental Claim shall betked to treatment of its Environmental Claim anedeive such
consideration as is provided in the settlementexgent applicable to such Environmental Claim. WaitHoniting the provisions of suc
settlement agreement, to the extent any portiandEnvironmental Claim becomes Allowed prior to &istribution Date, such
Environmental Claim shall be deemed to constitaig, will be treated as, an Allowed Unsecured Claimder Class 6 of the Plan. The
sole recourse of the holders of Environmental Céagmall be in accordance with the rights of sudddrs set forth in such settlement
agreement. Nothing contained herein or in anyesaght agreement relating to an Environmental Ciall constitute or be deemed a
waiver of any claim, right, or cause of action tA&Y| or Reorganized AWI may have against any Erfit3t is not a party to such
settlement agreement.

(iii) Status: Class 8 is impaired. To the extent and in themaaprovided in the Voting Procedures Order, theédrs of the Clairr
in Class 8 are entitled to vote to accept or rejeetPlan.
(i) Class 9. Affiliate Claims.

(i) Classification: Class 9 consists of Affiliate Claims.

(i) Treatment In accordance with section 1124 of the Bankrugtogle, the legal, equitable, and contractual rightshich such
Allowed Affiliate Claims entitle the holder of arspich Claims shall be unaltered.

(iii) Status: Class 9 is unimpaired. The holders of the ClaimSlass 9 are deemed to accept the Plan and,dicgty, are not
entitled to vote to accept or reject the Plan.
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(j) Class 10. Subsidiary Debt Guarantee Claims.
(i) Classification: Class 10 consists of all Subsidiary Debt Guaetaims.
(i) Treatment In accordance with section 1124 of the Bankruftogle, each Subsidiary Debt Guarantee Claim sbatkinstatec
(iii) Status:Class 10 is not impaired. The holders of Claim€lamss 10 are deemed to accept the Plan and, asghydare not
entitled to vote to accept or reject the Plan.
(k) Class 11. Employee Benefit Claims.
(i) Classification: Class 11 consists of all Employee Benefit Claims.
(i) Treatment In accordance with section 1124 of the Bankrulogle, each Employee Benefit Claim shall be refadta
(iii) Status:Class 11 is not impaired. The holders of Claim€liass 11 are deemed to accept the Plan and, aaghrdare not
entitled to vote to accept or reject the Plan.
() Class 12. Equity Interests.
(i) Classification: Class 12 consists of Equity Interests.

(i) Treatment On or as soon as practicable after the Effediate, Reorganized AWI shall issue the New Warrantespect of
the Equity Interests in AWI as provided in sectioB4 hereofprovided, however, that, if Class 6 votes to reject the Plan, no
distribution shall be made under the Plan from A\é5tate in respect of the Equity Interests in AWl in such event, Reorganized
AWI shall issue the New Warrants as provided irtieacr.24 hereof in respect of the Asbestos Petdopiay Claims and in accordan
with section 10.1(b) hereof. On the Effective Dale, certificates that previously evidenced ownigrsh Existing AWI Common Stock
shall be cancelled and shall be null and void hiblder(s) thereof shall no longer have any rightsespect of the Equity Interests in
AWI, and such certificates shall not evidence agkits under the Plan.

(i) Status: Class 12 is impaired. To the extent and in theamea provided in the Voting Procedures Order, thidér of the Equit
Interests in Class 12 is entitled to vote to acoepeject the Plarprovided, however, if Class 6 votes to reject the Plan, Class 18 sha
be deemed to have rejected the Plan.

3.3In the event of a controversy as to whether angsctd Claims or Equity Interests is impaired unther Plan, the Bankruptcy Court
shall, after notice and a hearing, determine suahtoversy prior to the Confirmation Date

26



ARTICLE IV
MODIFICATION, REVOCATION, OR WITHDRAWAL OF THE PLAN

4.1 Modification of the Plan AWI may only, with the written consent of the Bré Claimants’ Representative, the Asbestos Pl
Claimants’ Committee, and, if Class 6 has not vateatject the Plan at the time of the requestedation, amendment, or modification, the
Unsecured Creditors’ Committee, alter, amend, adifgdhe Plan under section 1127(a) of the Bankaytode at any time prior to the
Confirmation Date so long as the Plan, as modifieglets the requirements of sections 1122 and 1fl2® @Bankruptcy Code. After the
Confirmation Date and prior to the Effective Dad&VI, with the written consent of the Future ClainsrRepresentative, the Asbestos PI
Claimants’ Committee, and, if Class 6 votes to pttee Plan, the Unsecured Creditors’ Committeey omdy alter, amend, or modify the
Plan in accordance with section 1127(b) of the Bapicy Code.

4.2 Revocation or Withdrawal

(a) Right to RevokeThe Plan may be revoked or withdrawn prior to@uafirmation Date by AWI, with the written conseritthe
Future Claimants’ Representative, the Asbestosli&ifants’ Committee, and, if Class 6 has not vategtject the Plan at the time of the
requested revocation or withdrawal, the Unsecunediirs’ Committee, or, after the Confirmation Dkae, by AWI.

(b) Effect of Withdrawal or Revocatiorif the Plan is revoked or withdrawn prior to f@enfirmation Date, then the Plan shall be
deemed null and void. In such event, nothing coeiherein shall be deemed to constitute a waivezlease of any claims or defenses or
any admission or statement against interest by Alél Asbestos Pl Claimants’ Committee, the Futleén@ants’ Representative, the
Unsecured Creditors’ Committee, or any other Erdityo prejudice in any manner the rights of AWike tAsbestos PI Claimants’ Committee,
the Future Claimants’ Representative, the Unsec@reditors’ Committee, or any Entity in any furthoceedings involving AWI.

4.3 Amendment of Plan Documentsrom and after the Effective Date, the authagtgmend, modify, or supplement the Exhibits to the
Plan and any documents attached to such Exhikalslst as provided in such Exhibits and their retipe attachments.

ARTICLE V
PROVISIONS FOR TREATMENT OF DISPUTED CLAIMS

5.1 Objections to Claims; Prosecution of Disputed ClairReorganized AWI shall object to the allowanc€tdims filed with the
Bankruptcy Court (other than Asbestos Personatyrtlaims and Asbestos Property Damage Claims) kegpect to which Reorganized
AWI disputes liability in whole or in part. All obftions that are filed and prosecuted by Reorgdr¥| as provided herein shall be litiga
to Final Order by Reorganized AWI or compromised aettled in accordance with the Claims Settlen@ntelines. Unless otherwise
provided herein or ordered by the Bankruptcy Caltpbjections by Reorganized AWI to Claims shwlserved and filed no later than
ninety (90) days after the Effective Date.
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5.2Claims Settlement Guideline¥he Confirmation Order shall approve the amendrteethe Claims Settlement Guidelines, as set
forth in Exhibit 1.39 to the Plan.

5.3 Distributions on Account of Disputed Claimdotwithstanding section 3.2 hereof, a Distribat&hall only be made by Reorganized
AWI to the holder of a Disputed Claim when, andhe extent that, such Disputed Claim becomes Altbwio interest shall be paid on
account of Disputed Claims that later become Alldwgcept to the extent that payment of interesdsiired under section 506(b) of the
Bankruptcy Code. No Distribution shall be made weéhpect to all or any portion of any Disputed @lgiending the entire resolution thereof
in the manner prescribed by section 5.1 hereof.

5.4 Disputed Unsecured Claims Reser¥@n the Initial Distribution Date, if the Plan Matare issued, Reorganized AWI will establish
the Disputed Unsecured Claims Reserve, pursuanmlitch Plan Notes not distributed on the Initial tEilsution Date or on any subsequent
Distribution will be issued but held in trust byetBisbursing Agent pending the resolution of Diggu€laims. In accordance with and subject
to the provisions of sections 3.2(f)(ii), 5.3, ah@ of the Plan, any Distribution of Plan Noteshaiéspect to a Disputed Claim that becomes
Allowed shall include interest and other accretiasith respect to such Plan Notes, net of the pomibexpenses (including, without
limitation, taxes payable by the Disputed Unseci@&dms Reserve) attributable to such Plan Notes.

5.5Tax Treatment of Disputed Unsecured Claims Reserve

(a) Subject to definitive guidance from the IRSaarourt of competent jurisdiction to the contrancluding the receipt by the
Disbursing Agent of a private letter ruling if tBesbursing Agent so requests one, or the receiphaidverse determination by the IRS upon
audit if not contested by the Disbursing Agenty Bisbursing Agent shall (i) treat the Disputed émged Claims Reserve established to |
Plan Notes and any earnings with respect theretodiscrete trust for federal income tax purposessisting of separate and independent
shares to be established in respect of each Digjilleem in Class 6, in accordance with the trusijgmions of the Tax Code (sections 61
seg.), and (ii) to the extent permitted by applicalale, report consistently with the foregoing fortstand local income tax purposes. All
parties (including Reorganized AWI and all holdef<laims in Class 6) shall report, for tax purpgssnsistently with such treatment.

(b) The Disbursing Agent may request an expedittdrdhination of taxes under section 505(b) of taakBuptcy Code for all tax
returns filed for, or on behalf of, the Disputedddnured Claims Reserve for all taxable periodsutjindhe termination of such reserve.

ARTICLE VI
ACCEPTANCE OR REJECTION OF THE PLAN

6.1Impaired Classes to Votdeach holder of a Claim in an impaired Class @ik shall be entitled to vote to accept or refleetPlan
to the extent and in the manner provided by thengaProcedures Order.

6.2 Acceptance by Class of ClaimaAcceptance of the Plan by any impaired Classlain@ shall be determined in accordance with the
Voting Procedures Order.
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6.3Nonconsensual Confirmatiarin the event that any impaired Class of Clainadighil to accept the Plan in accordance with isect
1129(a) of the Bankruptcy Code, AWI reserves tghtrto (a) request that the Bankruptcy Court comfine Plan in accordance with section
1129(b) of the Bankruptcy Code with respect to suh-accepting Class, in which case the Plan shabtitute a motion for such relief, or
(b) amend the Plan in accordance with section drédf.

ARTICLE VII
IMPLEMENTATION OF THE PLAN

7.1Creation of Asbestos PI TrusEffective as of the later of (i) the date the Astos Pl Trustees have executed the Asbestos Btl Tru
Agreement and (ii) the Effective Date, the Asbhe®b3rust shall be created. The Asbestos Pl Tausttended to be a “qualified settlement
fund” within the meaning of section 468B of thedmtal Revenue Code. The purpose of the AsbestdsuBt shall be to, among other things,
(a) direct the processing, liquidation, and paynodratl Asbestos Personal Injury Claims in accomdawith the Plan, the Asbestos PI Trust
Distribution Procedures, and the Confirmation Omed (b) preserve, hold, manage, and maximizesbets of the Asbestos Pl Trust for use
in paying and satisfying Asbestos Personal Injulair@s.

7.2 Appointment of Asbestos Pl Truste@n the Confirmation Date, effective as of thecEfive Date, the Bankruptcy Court shall
appoint the individuals selected jointly by the Astos Pl Claimants’ Committee and the Future Clatsid&kepresentative (as identified in
Exhibit 7.2 to the Plan), which individuals sha#l Bppointed after consultation with AWI, to sergettze Asbestos Pl Trustees for the Asbe
Pl Trust.

7.3144A Offering AWI will use reasonable efforts to effect the 24@ffering and obtain a Term Loan B prior to, onagrsoon as
practicable after the Effective Date such thatléA Offering Proceeds yield an amount at leasaktuthe Plan Note Amount, in which
case the Plan Notes will not be issued under tae.PHowever, if AWI successfully completes a 144#e@ng but the 144A Offering
Proceeds are less than the Plan Note Amount, AWIssue additional 144A Debt Securities to thelegble classes of Creditors in lieu of
the Plan Notes it would otherwise issue under taa Rote Indentures (subject to compliance withliapple securities laws) and, in any
event, AWI will not issue Plan Notes that have t®and conditions that are not substantially theesasithose of the 144A Debt Securities
without the consent of the Asbestos PI Claimantsh@ittee, the Future Claimants’ Representative, dri€lass 6 votes to accept the Plan,
the Unsecured Creditor€ommittee. In addition, if AWI is not successfulahtaining a Term Loan B, AWI will not issue angdting interes
rate Plan Notes unless such floating rate Pland\gdésfy the requirements of the Plan and arewng and conditions that are mutually
satisfactory to AWI and the Asbestos Pl Claima@isinmittee, the Future Claimants’ Representativd, HrClass 6 votes to accept the Plan,
the Unsecured Creditors’ Committee.

7.4 Amendment of Articles of Incorporatioifhe Articles of Incorporation shall be amended eestated as of the Effective Date in
substantially the form of the Amended and Restaiidles of Incorporationinter alia, (a) to prohibit the issuance of nonvoting equity
securities as required by section 1123(a)(6) oBaekruptcy Code, subject to further amendmentiohsAmended and Restated Articles of
Incorporation as permitted by applicable law, dnxdt¢ authorize 215 million (215,000,000) sharesagfital stock of which (i) 200 million
(200,000,000) shares will be shares of common sttt (i) 15 million shares will be
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preferred stock of Reorganized AWI, with such rgjigreferences and privileges as may be deternbindice Board of Directors. Pursuant to
the Plan, of the 200 million shares of common si@dkfifty to sixty million (50,000,000-60,000,008@hares shall be New Common Stock
issued under the Plan, (B) an amount equal to 58eoNew Common Stock on a fully diluted basis dateed as of the Effective Date shall
be reserved for issuance upon exercise of the Newahts, and (C) a portion shall be reserved fardaace under the New Long-Term
Incentive Plan, and (D) the remainder shall berveskfor future issuance.

7.5 Amendment of By-Laws he By-Laws of AWI shall be amended and restatedf the Effective Date in substantially the fayfrihe
Amended and Restated By-Laws.

7.6 Stockholder and Registration Rights Agreemédn the Effective Date, AWI and the Asbestos Ristshall enter into the
Stockholder and Registration Rights Agreement, tviwidl provide, among other things, for the regasion by Reorganized AWI of shares of
New Common Stock and Plan Notes owned by the AgbédtTrust for public sale in certain circumstaneill provide for rights of other
to participate in certain sales of New Common Sta#t Plan Notes by the Asbestos PI Trust, andestlblish certain requirements for
amendment of provisions of the Amended and Restaticles of Incorporation and the Amended and Riest Bylaws.

7.7 Distributions under the PlanWhenever any Distribution to be made under thas Bhall be due on a day other than a Business
such Distribution shall instead be made, withotariest, on the immediately succeeding Business Btyshall be deemed to have been made
on the date due.

7.8 Timing of Distributions under the PlamAny Distribution to be made by AWI or Reorganiz&d/| pursuant to the Plan shall be
deemed to have been timely made if made withir(28h days after the time therefore specified inRhen. No interest shall accrue or be paid
with respect to any Distribution as a consequeliceich Distribution not having been made on theéff’e Dateprovided, however, that
any Plan Notes distributed from the Disputed Unestt(Claims Reserve after the Initial Distributioat® shall include accrued interest and
any other accretions thereon (net of the portiothefexpenses of the Disputed Unsecured ClaimsnReéacluding, without limitation,
taxes) attributable to such Plan Notes) from ater dfie Initial Distribution Date in accordancelwihe terms of the Plan Note Indentures,
New Common Stock issued to holders of Allowed CkimClasses 6 and 8 after the Effective Date $hellide all dividends declared a
paid and other distributions made in respect tbeater the Effective Date.

(a) Distributions with Respect to Unsecured Claims BEngdironmental ClaimsDistributions with respect to Classes 6 and 8 shralf
be made on each Distribution Dapepvided, howevethat, if a Claim in any of Classes 6 or 8 becomkswed subsequent to the Initial
Distribution Date, AWI may, in its sole discretianake a Distribution with respect to such Clainopto a Distribution Date. For purposes of
treatment and Distribution under the Plan, excspiravided with respect to treatment of Claimshia ¥Yoting procedures approved by the
Voting Procedures Order, all Unsecured Claims bgld Creditor shall be aggregated and treatedsagyie Claim. At the written request of
AWI or the Disbursing Agent, any Creditor holdingiitiple Unsecured Claims shall provide to AWI oethisbursing Agent, as the case may
be, a single address to which any Distributiondl fleasent. At the written request of any Credhotding multiple Unsecured Claims made to
the Disbursing Agent within thirty (30) days priora Distribution Date, such Creditor shall receaveitemized statement of the Unsecured
Claims for which the Distribution is being made.
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(b) Distribution to the Asbestos Pl Tru3the Distribution to the Asbestos Pl Trust shalhtesde on the later of (a) the date the Asbestos
Pl Trustees have executed the Asbestos Pl Trustehgent and (b) the Effective Dapgpvided, however, that if AWI intends to complete
the 144A Offering, then the Distribution of the M®ffering Proceeds and/or Plan Notes to the AsiseBt Trust shall occur as soon as
practicable after the 144A Offering is completedReorganized AWI determines not to complete a 1@4#&ring, but in no event shall such
Distribution occur after the Initial Distributiond®e.

7.9 Disbursing Agent All distributions under the Plan shall be madeR®organized AWI as Disbursing Agent or such oérity
designated by Reorganized AWI as a Disbursing Agemt Disbursing Agent shall not be required taegany bond or surety or other sect
for the performance of its duties unless otherwiskered by the Bankruptcy Court, and, in the etleait a Disbursing Agent is so otherwise
ordered, all costs and expenses of procuring acly Band or surety shall be borne by Reorganized AM4tributions on account of Debt
Security Claims shall be made to the Indenture teruander the applicable Indenture for subsequstithalition to the holders of the Debt
Security Claims, and upon such Distribution to lttdenture Trustees, AWI and Reorganized AWI shallehno further obligations with
respect thereto.

7.10Record DateExcept as and to the extent otherwise requiredusyomary procedures of the DTC with respect to [Bauturity
Claims, as of the close of business on the Recatd,Phe various transfer and claims registerg&gh of the classes of Claims as maintained
by AWI, its respective agents, or the Indenturesteas shall be deemed closed, and there shall gther changes in the record holders of
any of the Claims. AWI and Reorganized AWI shalldao obligation to recognize any transfer of tha&ir@s occurring after the close of
business on the Record Date. AWI, Reorganized ARé Disbursing Agent, and the Indenture Trusteedl bl entitled to recognize and deal
hereunder only with those record holders statethertransfer ledgers as of the close of businese®Record Date, to the extent applicable.

7.11Distributions to Holders of Debt Security Claimsmidistered by the Indenture Trustees.

(a) Distributions to holders of Debt Security Claiadministered by the Indenture Trustees will bdeman each Distribution Date by
means of book-entry exchange through the facildfethe DTC in accordance with the customary pcastiof the DTC, as and to the extent
practicable. In connection with such book-entrytextge, each Indenture Trustee will deliver instamst to the DTC directing the DTC to
effect distributions on pro ratabasis of the elements of Reorganization Considerats provided under the Plan with respect to thietD
Security Claims upon which such Indenture Trustde as trustee.

(b) The Indenture Trustees providing services eeléb Distributions pursuant to the Plan will reeeirom Reorganized AWI reasona
compensation for such services and reimbursemeamisbnable out-of-pocket expenses incurred inexiion with such services in an
amount pursuant to the procedures set forth inse@t19 herein.

7.12Manner of Payment under the Plabinless the Entity receiving a payment agreesrailse, any payment in cash to be made by
AWI or Reorganized AWI shall be made, at the etactf AWI or Reorganized AWI (as the case may bg)check drawn on a domestic
bank or by wire transfer from a domestic bank.
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7.13Hart-Scott-Rodino ComplianceAny shares of New Common Stock to be distributeder the Plan to any Entity required to file a
Premerger Notification and Report Form under thet43aott-Rodino Antitrust Improvement Act of 19%& amended, shall not be distributed
until the notification and waiting periods applitabinder such Act to such Entity shall have expoetdeen terminated.

7.14Fractional Shares or Other DistributiondNotwithstanding anything to the contrary contditerein, no fractional shares of New
Common Stock shall be distributed, no Plan Notdkbgiissued in an amount less than $1,000, anzhab payments of fractions of cents
be made. Fractional cents shall be rounded to¢heest whole cent (with .5 cent or less to be redribwn). Fractional shares shall be
rounded to the nearest whole share (with .5 shaless to be rounded down). Plan Notes in denomoingiof less than $1,000 shall be
rounded to the nearest $1,000 increment (with Riates in denominations of $500 or less to be rodrdi®vn). No cash will be paid in lieu
such fractional shares or Plan Notes in incremehisss than $1,000.

7.150ccurrence of the Confirmation Datd& he following shall constitute conditions to confation of the Plan:

(a) The Bankruptcy Court makes the following fingneach of which shall be contained in the Cordtion Order:

(i) With respect to any Asbestos Personal Injurgi@lthat is Allowed by the Asbestos PI Trust inadance with the Asbestos PI
Trust Agreement and the Asbestos PI Trust DistidiouProcedures, such allowance shall establislatheunt of legal liability against
the Asbestos PI Trust in the amount of the liqudatalue of such Claim, as determined in accordaiittethe Asbestos PI Trust
Distribution Procedures.

(i) The Asbestos PI Permanent Channeling Injumctioto be implemented in connection with the Riad the Asbestos Pl Trust.

(iii) The Plan and its Exhibits are a fair, equlatand reasonable resolution of the liabilitieu¥1 for Asbestos Personal Injury
Claims.

(iv) The Plan complies with section 524(g) of thenRruptcy Code.

(v) In light of the benefits provided, or to be pided, to the Asbestos Pl Trust on behalf of eddArBtected Party, the Asbestos
P1 Permanent Channeling Injunction is fair and t&dlé with respect to the persons that might sulessity assert Asbestos Personal
Injury Claims against any Pl Protected Party.

(vi) At the time of the order for relief with resgteo AWI, AWI had been named as a defendant isq®al injury, wrongful death,
and property damage actions seeking recovery imadas allegedly caused by the presence of, or expts, asbestos or ashestos-
containing products.

(vii) The Asbestos PI Trust, as of the Effectiva®avill assume the liabilities of AWI with respeotall Asbestos Personal Injury
Claims and, upon
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such assumption, Reorganized AWI shall have ndlitialior any Asbestos Personal Injury Claim.

(viil) The Asbestos PI Trust is to be funded in \eéhor in part by securities of Reorganized AWI daycthe obligation of
Reorganized AWI to make future payments, includingdends.

(ix) The Asbestos PI Trust is to own, or by thereiee of rights granted under the Plan would béledtto own if specified
contingencies occur, a majority of the voting skarEAWI.

(x) AWI is likely to be subject to substantial fuetuDemands for payment arising out of the saménaitas conduct or events that
gave rise to the Claims that are addressed by shegtos Pl Permanent Channeling Injunction.

(xi) The actual amounts, numbers, and timing offthhere Demands referenced in section 7.15(a)(xhefPlan cannot be
determined.

(xii) Pursuit of the Demands referenced in sectidib(a)(x) of the Plan outside the procedures pitesd by the Plan is likely to
threaten the Plan’s purpose to deal equitably ®l#ims and future Demands.

(xiii) The terms of the Asbestos PI Permanent Ckéng Injunction, including any provisions barriagtions against third parties
pursuant to section 524(g)(4)(A) of the BankrupBnde, are set out in the Plan and in any disclostatement supporting the Plan.

(xiv) The Plan establishes, in Class 7 (AsbestasdPal Injury Claims), a separate class of therdaits whose Claims are to be
addressed by the Asbestos Pl Trust.

(xv) The Future Claimants’ Representative was agpdias part of the proceedings leading to issuahttes Asbestos Pl
Permanent Channeling Injunction for the purposerofecting the rights of persons that might subsatiy assert unknown Asbestos
Personal Injury Claims and Demands that are adedéssthe Asbestos Pl Permanent Channeling Injonetnd transferred to the
Asbestos PI Trust. The Future Claimants’ Represi@nthaas fulfilled his duties, responsibilities,danbligations as the future
representative in accordance with section 524(gh@Bankruptcy Code.

(xvi) Identifying each Pl Protected Party in theb&stos Pl Permanent Channeling Injunction is fiadt @quitable with respect to
persons that might subsequently assert Demandssagaich such Pl Protected Party, in light of #weefits provided, or to be provided,
to the Asbestos PI Trust by or on behalf of anyndekcProtected Party.

(xvii) Class 7 (Asbestos Personal Injury Claims$ kiated, by at least 75 percent (75%) of thosengpin favor of the Plan.
(xviii) Pursuant to court orders or otherwise, fsbestos Pl Trust will operate through mechanismet &s structured, periodic, or
supplemental

33



payments, pro rata distributions, matrices, orqaici review of estimates of the numbers and vatiessbestos Personal Injury Claims
and Demands, or other comparable mechanisms, itnatip reasonable assurance that the AsbestosuBt Will value, and be in a
financial position to pay, Asbestos Personal InjGfggims and Demands that involve similar Claimsubstantially the same manner.

(xix) If Class 6 votes to reject the Plan, the sfan of the New Warrants to the holder of the Bglnterests will not be subject to
prior registration under the Securities Act of 1988 amended.
(b) Class 7 (Asbestos Personal Injury Claims) feasd; by at least 75 percent (75%) of those voimfgvor of the Plan.

(c) The Confirmation Order shall be, in form an@hstance, acceptable to the Asbestos PI Claimawtsindttee, the Future Claimants’
Representative, and, if Class 6 votes to the achef®lan, the Unsecured Creditors’ Committee.

The Plan shall not be confirmed and the Confirnma@uder shall not be entered until and unless e&te foregoing conditions to
confirmation is either satisfied or waived in wmii by each of AWI, the Asbestos PI Claimants’ Cottensi, the Future Claimants’
Representative, and the Unsecured Creditors’ Corait

7.160ccurrence of the Effective Dat&he “effective date of the plan,” as used in imecl129 of the Bankruptcy Code, shall not occur,
and the Plan shall be of no force and effect, thélEffective Date. The occurrence of the Effexate is subject to satisfaction of the
following conditions precedent:

(&) The Confirmation Order has become a Final Order

(b) The Bankruptcy Court and/or the District Coart,required, shall have entered the Asbestosrifid@nt Channeling Injunction
(which may be included in the Confirmation Ordevhich shall contain terms satisfactory to AWI, thebestos Pl Claimants’ Committee, the
Future Claimants’ Representative, and, if Classt@wvto accept the Plan, the Unsecured Creditasingittee.

(c) The Confirmation Order, the Claims Trading ijtion and the Asbestos Pl Permanent Channelingé¢tipn shall be in full force
and effect.

(d) No proceedings to estimate any Claims shafidreling.
(e) All Asbestos PI Trustees shall have been sedemtd shall have executed the Asbestos Pl Trustefvtent.

(f) A favorable ruling shall have been obtainedrrthe IRS with respect to the qualification of h&bestos PI Trust as a “qualified
settlement fund” within the meaning of Treasury Ragion section 1.468B-1, or AWI shall have receiam opinion of counsel with respect
to the tax status of the Asbestos Pl Trust as alifipd settlement fund” reasonably satisfactonAWI, the Asbestos PI Claimants’
Committee, the Future Claimants’ Representativd, HrClass 6 votes to accept the Plan, the UnsecGreditors’ Committee.
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(9) Reorganized AWI shall have entered into andl $iaxe credit availability under a credit facility provide Reorganized AWI with
working capital (including letters of credit) in amount sufficient to meet the needs of Reorganiétl, as determined by Reorganized
AWIL.

(h) Each of the Exhibits shall be in form and sahst acceptable to AWI, the Asbestos PI Claimadsshmittee, the Future Claimants’
Representative, and the Unsecured Creditors’ Coraeit

Notwithstanding the foregoing, AWI reserves, indtde discretion, the right, with the written contsef the Asbestos Pl Claima’

Committee, the Future Claimants’ Representativd, drClass 6 votes to accept the Plan, the UnsekGreditors’ Committee, to waive the
occurrence of any of the foregoing conditions pdece to the Effective Date or to modify any of secmditions precedent. Any such written
waiver of a condition precedent set forth in tlést®on may be effected at any time, without notigghout leave or order of the Bankruptcy
Court or the District Court, and without any fornagtion other than proceeding to consummate the Rliay actions required to be taken on
the Effective Date shall take place and shall et to have occurred simultaneously, and no sttadmashall be deemed to have occurred
prior to the taking of any other such action. If A#écides that one of the foregoing conditions catre satisfied, and the occurrence of such
condition is not waived in writing by each of AVithe Asbestos PI Claimants’ Committee, the Futueen@nts’ Representative, and, if
required, the Unsecured Creditors’ Committee, théf shall file a notice of the failure of the Effiace Date with the Bankruptcy Court, at
which time the Plan and the Confirmation Order lshaldeemed null and void.

7.17Cancellation of Existing Debt Securities

(a) As of the Effective Date, all notes, agreemeantsl securities evidencing Unsecured Claims aadigiints of the holders thereof
thereunder shall be cancelled and deemed null aitdand of no further force and effect, and thedkdd thereof shall have no rights, and ¢
instruments shall evidence no rights, except tijlet io receive the Distributions provided herein.

(b) Notwithstanding any other provisions in therRleach Indenture or other agreement that govlmsghts of a holder of a Debt
Security Claim that is administered by an Indenfimgstee shall continue in effect solely for thegmses of permitting the applicable
Indenture Trustee thereunder (i) to make distrdngito such holder pursuant to the terms of thécgtype Indenture; (ii) maintain any rights
and liens it may have for any unpaid fees, cosfserses, and indemnification under such Indentuoth®r agreemenprovided, however,
such rights and liens are limited to the Distribas, if any, to such holders; and (iii) to be paydsuch holders or reimbursed for such
prepetition and postpetition fees, costs, expersesjndemnification (to the extent not paid ag\dministrative Expense or otherwise) from
the Distributions, if any, to such holders (untlyment in full of such fees, costs, expenses @rimdfication) on the terms and conditions set
forth by the respective Indenture, other agreenmmrapplicable law.

7.18Expiration of the Retention PeriodJpon the expiration of the Retention Period padinies or other property held for distribution
by any trustee under any indenture governing anfi@fJnsecured Claims shall be returned to ReozgdmAWI by such trustee, free and
clear of any claim or interest of any nature what®s, including, without express or implied limitat, escheat rights of any governmental
unit under applicable law.
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7.19Compensation of the Applicable Indenture Trustdesorganized AWI will pay the Indenture Trusteleésés and Expenses to the
extent that an Indenture Trustee makes a writtgnest for Indenture Trustees’ Fees and Expensegwiitirty (30) days after the Effective
Date. Although it will not be necessary for theéntlre Trustees to apply to the Bankruptcy Courafiproval of the Indenture Trusteése:
and Expenses, any dispute between Reorganized AwWama Indenture Trustee regarding the reasonaldeiesy such fees and expenses
shall be resolved by the Bankruptcy Court. Eacleiridre Trustee shall be compensated by ReorgaAldéddor services rendered from and
after the Effective Date, including the reasonatdmpensation, disbursements, and expenses of émtsaand legal counsel of such trustee in
connection with the performance after the Effecidage of its duties under this section, and shalhidemnified by Reorganized AWI for any
loss, liability, or expense incurred by it in contien with the performance of such duties to thaeaxtent and in the same manner as
provided in the related indenture.

7.20Distribution of Unclaimed PropertyAny Distribution under the Plan that is unclainadtér one hundred eighty (180) days
following the date such property is distributedlsha deemed not to have been made and shall beféraed to Reorganized AWI, free and
clear of any claims or interests of any Entiti@es]uding, without express or implied limitation,yaclaims or interests of any governmental
unit under escheat principles. Nothing containe@iheshall affect the discharge of the Claim wigspect to which such Distribution was
made, and the holder of such Claim shall be forbaered from enforcing such Claim against Reorgathi®WI or Reorganized AWS$ asset:
estate, properties, or interests in property.

7.21Management of Reorganized AVDn the Effective Date, the Board of Directorslistansist of at least three individuals who at
that time qualify under the prevailing standardshef New York Stock Exchange or the NASDAQ Stockkéa (depending upon on which of
such markets the common stock of Reorganized AWlbeilisted for trading purposes upon the Effegtidate) and applicable laws as
independent, outside directors, and are eligibketwe on the audit committee of the Board of Does; as an SEC-reporting public company,
and at least three individuals who qualify as al&glirectors under section 162(m) of the Interrelddue Code eligible to serve on the
committee of the Board of Directors of Reorgani2&tll responsible for matters of executive compemsatEach of the members of such
Board of Directors shall be identified on ExhibiR¥ to the Plan and shall serve in accordanceth@iAmended and Restated Articles of
Incorporation, the Amended and RestatedLByvs, and the Stockholder and Registration RiglgseAment. The officers of AWI immediate
prior to the Effective Date shall serve as theceifs of Reorganized AWI in accordance with the seofnany employment agreements
pursuant to section 8.8 of the Plan and the remgrgs of applicable nonbankruptcy law.

7.22Listing of Reorganized AWI Common StoBleorganized AWI shall use its best efforts taaobtas of or as soon as practicable
after the Effective Date, the listing of its comnmsinck for trading on the New York Stock Exchangéoo quotation in the NASDAQ Stock
Market and, for so long as there are at least 80fens of shares of its common stock, to contimeelisting of its common stock for trading
on either of such markets.

7.23Corporate Reorganization Action$n or as soon as practicable after the Effedate, Reorganized AWI shall take such actions
as may be or become necessary to effectuate tbeviiog, all of which shall be authorized and apmdin all respects, in each case without
further action being required under applicable leagulation, order, or rule
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(including, without limitation, any action by theareholders or directors of AWI or Reorganized Adthe Asbestos PI Trust or the
Asbestos PI Trustees):

() AWI will file the Amended and Restated Articlesincorporation with the Secretary of State foe Commonwealth of Pennsylvar

(b) Certain wholly owned, non-operating subsidisiaé AWI will merge with and into AWI on or as soas practicable after the
Effective Date.

(c) The Existing AWI Common Stock will be cancelled

(d) Subject to section 7.3 hereof, the Plan Notlehtures will become effective and, upon such &ffeness, the Plan Notes will be
issued and delivered in accordance with sectia®@)3and 11.8 hereof and sections 3.2(g) and 1pH€hkeof; the New Common Stock will be
issued and delivered in accordance with sectia®@)3and 11.8 hereof and sections 3.2(g) and 1pH€keof; and the New Warrants will be
issued and delivered as provided in section 7.2ddfi€and, if applicable, in accordance with settl®.1(b) hereof), in each case such
issuance and delivery to be subject to the otharipions of ARTICLE VII of the Plan regarding theralitions to and manner of delivery of
Plan Notes, New Common Stock and New Warrants.

(e) Reorganized AWI may consummate the 144A Ofterin
(f) Reorganized AWI will enter into the working deg facility referenced in section 7.16 of the Rla
(9) Reorganized AWI will enter into the New Long¢irelncentive Plan.

7.24Holdings TransactionsOn or as soon as is practicable after the Effed@iate and, if applicable, in accordance withisact0.1(b)
hereof, the New Warrants will be issued to the &plaf the Equity Interests, which will be Holdingshe Holdings Plan of Liquidation has
been approved on or before such date. From andthéd=ffective Date, other than as provided inRten (including, without limitation,
provisions of the Plan relating to the indemnifioatrights of Holdings’ officers, directors, and pluyees and the requirement to provide
insurance for the benefit of such persons), RedzgdmWI shall have no ongoing obligations to Halgs or AWWD;provided, however,
that Reorganized AWI shall bear (i) all costs argemses related to the preparation and submissiarvote of Holdings’ shareholders of the
Holdings Plan of Liquidation, which shall be undden as soon as reasonably practicable, andl(@jrer operating expenses of Holdings
and AWWD until the time of such vote (and for aseaable time thereafter to permit an orderly ttémsion the administration of Holdings’
affairs), and (iii) if the requisite approval oftiHoldings Plan of Liquidation is obtained, all tsoand expenses of administering the
performance and consummation of the Holdings Pfdriquidation, including any taxes incurred by Himigs in connection therewith.

7.25Compliance with QSF Regulations

(a) Tax Status of Asbestos PI TrusWI shall timely seek a private letter ruling fraime IRS substantially to the effect that, amongec
things, the Asbestos PI Trust shall be a “qualiBettiement fund” within the meaning of section B&§ the Internal Revenue Code and the
Treasury Regulations thereunder.
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(b) Qualified Appraisal Within sixty (60) days before or after the furgliof the Asbestos PI Trust (but not later than Betyr 14" of
the following calendar year), AWI or Reorganized AsHall obtain a Qualified Appraisal of the fair rkat value of the New Common Stock
transferred (or to be transferred) to the AsbeBioBrust.

(c) Delivery of Statement of TransfeEllowing the funding of the Asbestos PI Trust éimel receipt of the Qualified Appraisal (and in
no event later than February %6f the calendar year following the funding of theb&stos PI Trust), Reorganized AWI shall providg a
1.468B-3 Statement” to the Asbestos Pl Truste@sdordance with Treasury Regulations section 1.485&.

7.26Effectuating Documents and Further TransactioBsch of the officers of AWI and Reorganized AWhuthorized, in accordance
with his or her authority under the resolutionghe Board of Directors, to execute, deliver, fderecord such contracts, instruments, relei
indentures, and other agreements or documentsaiadstich actions as may be necessary or approfwriefiectuate and further evidence the
terms and conditions of the Plan and any notesairgies issued pursuant to the Plan.

7.27 Allocation of Plan Distributions Between Principahd Interest To the extent that any Allowed Unsecured Claim\ibowed
Convenience Claim entitled to a Distribution unttex Plan is comprised of indebtedness and accruednpaid interest thereon, such
Distribution shall be allocated to the principal@amt of the Claim (as determined for federal incdemepurposes) first and then, to the extent
the consideration exceeds the principal amourtt@flaim, to accrued but unpaid interest.

ARTICLE VIII
EXECUTORY CONTRACTS AND UNEXPIRED LEASES

8.1 Assumption of Executory Contracts and UnexpiredsesaAny executory contracts or unexpired leasesdiste Exhibit 8.1 to the
Plan shall be deemed to have been assumed by RemdaWI as of the Effective Date, and the Plaallstonstitute a motion to assume
such executory contracts and unexpired leasese8ubjthe occurrence of the Effective Date, enfrthe Confirmation Order by the Clerk of
the Bankruptcy Court shall constitute approvalwffsassumptions pursuant to section 365(a) of #rkBiptcy Code and a finding by the
Bankruptcy Court that each such assumption iserbst interest of AWI, its estate, and all paitieisiterest in the Chapter 11 Case. With
respect to each such executory contract or unexpease assumed by Reorganized AWI, unless othedtermined by the Bankruptcy
Court pursuant to a Final Order or agreed to byptiréies thereto prior to the Effective Date, tiolat amount required to cure any defaults of
AWI existing as of the Confirmation Date shall mnclusively presumed to be the amount set fortixnibit 8.1 with respect to such
executory contract or unexpired lease. Subjedi¢mtcurrence of the Effective Date, any such aoteunt shall be treated as an Allowed
Administrative Expense under the Plan, and, upgmeat of such Allowed Administrative Expense, afalilts of AWI existing as of the
Confirmation Date with respect to such executomt@xt or unexpired lease shall be deemed cured.

8.2 Rejection of Executory Contracts and Unexpired kEsag\ny executory contracts or unexpired leases ofl AVt either (x) are set
forth on Exhibit 8.2 to the Plan or (y)(i) are risted on Exhibit 8.1 to the Plan, (ii) have noeheassumed by AWI with the approval of the
Bankruptcy Courtand (iii) are not the subject of pending motions tousmss at
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the Confirmation Date shall be deemed to have bejected by AWI, the Plan shall constitute a motiomeject such executory contracts and
unexpired leases, and Reorganized AWI shall havehiity thereunder except as is specifically yiced in the Plan. Entry of the
Confirmation Order by the Clerk of the Bankruptcgut shall constitute approval of such rejectionsspant to section 365(a) of the
Bankruptcy Code and a finding by the Bankruptcy i€that each such rejected executory contract expined lease is burdensome and that
the rejection thereof is in the best interest of IAl¢ estate, and all parties in interest in theter 11 Case. Without limiting the foregoing,
any agreement entered into prior to the Commencebwtie by or on behalf of AWI with respect to thetlement of any Asbestos Personal
Injury Claim shall be deemed rejected as of thedffe Date to the extent such settlement agreeimelgemed to be an executory contract
within the meaning of section 365(a) of the BankeypCode.

8.3Claims Arising from Rejection, Termination or Exgiion . Claims created by the rejection of executory @it or unexpired leas
(including, without limitation, the rejection praded in section 8.2 of the Plan) or the expiratioteomination of any executory contract or
unexpired lease prior to the Confirmation Dategothan Asbestos Personal Injury Claims, mustled fvith the Bankruptcy Court and
served on AWI no later than thirty (30) days aftein the case of an executory contract or uneglease that was terminated or expired by
its terms prior to the Confirmation Date, the Camfation Date, (ii) in the case of an executory cacttor unexpired lease rejected by AWI,
the entry of the order of the Bankruptcy Court autting such rejection, or (iii) in the case of@ecutory contract or unexpired lease that is
deemed rejected pursuant to section 8.2 of the BiarConfirmation Date. Notwithstanding the foriegp Exhibit 8.2 to the Plan sets forth
AWTI’s value of the rejection claim for each exeaytoontract or unexpired lease set forth theredmchlwclaim shall be deemed an Allowed
Unsecured Claim if no proof of claim is timely filand served in accordance with the immediatelgqaimg sentence. Any Claims for which
a rejection claim is not set forth on Exhibit 802lhe Plan and for which a proof of claim is né¢diand served within the time provided he
will be forever barred from assertion and shallb@enforceable against AWI, its estate, assatpgpties, or interests in property, or
Reorganized AWI or its estate, assets, propeuiesiterests in property. Unless otherwise orddmethe Bankruptcy Court, all such Claims
(other than Asbestos Personal Injury Claims) thatianely filed as provided herein shall be treasdJnsecured Claims under the Plan and
shall be subject to the provisions of Article Vtbé Plan.

8.4 Previously Scheduled ContractExhibit 8.4 to the Plan sets forth a list of agrents that were listed on the Schedules as exgcuto
contracts, but which AWI believes should not besidered executory contracts (either because theg m@ executory contracts as of the
Commencement Date or because they have expiredminiated in accordance with their terms prioht Effective Date). If any such
agreements are determined to be executory contrdtsor Reorganized AWI, as the case may be, x&sethe right to seek the assumption
or rejection of any such contract, and the timénimitvhich AWI or Reorganized AWI, as the case mayray seek to assume or reject any
such agreements shall be tolled until twenty (203iBess Days after the date on which an ordermatarg that any such agreement is an
executory contract becomes a Final Order. Set famtBxhibit 8.4 to the Plan is the amount that Aénds to treat as an Allowed Unsect
Claim for each such agreement. Such amount anilghment of each such agreement shall be bindifess, on or before ten (10) days a
the Confirmation Date, the other party to any sagteement either (i) files a proof of claim (whjmtoof of claim shall be deemed timely
filed) or (i) files a motion seeking to compel aggtion or rejection of such agreement.
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8.5Insurance Policies and Agreements

(a) Assumed Insurance Policies and AgreemeAl#/I does not believe that the insurance politsssied to, or insurance agreements
entered into by, AWI prior to the Commencement Qatestitute executory contracts. To the extentsbah insurance policies or agreements
are considered to be executory contracts, themwithatanding anything contained in sections 8.8.8rof the Plan to the contrary, the Plan
shall constitute a motion to assume such insurpotieies and agreements, and, subject to the cecoerof the Effective Date, the entry of
the Confirmation Order by the Clerk of the Bankayp€ourt shall constitute approval of such assuomppiursuant to section 365(a) of the
Bankruptcy Code and a finding by the Bankruptcy i€tuat each such assumption is in the best intefesWiI, its estate, and all parties in
interest in the Chapter 11 Case. Unless othervaserchined by the Bankruptcy Court pursuant to alFdrder or agreed to by the parties
thereto prior to the Effective Date, no paymentsraquired to cure any defaults of AWI existingpthe Confirmation Date with respect to
each such insurance policy or agreement. In aconoed@ith section 10.1 hereof, the rights undeiinkarance policies and agreements
constituting the Asbestos Pl Insurance Asset stuathe extent necessary, be deemed assigned fsbestos Pl Trust as of the Effective C
and, pursuant to section 365 of the Bankruptcy CA¥eél shall have no further liability thereundeoin and after the Effective Date.

(b) Reservation of RightsNothing contained in the Plan, including thistemt8.5, shall constitute a waiver of any claifght, or cause
of action that AWI, the Asbestos PI Trust, or Remiged AWI, as the case may be, may hold agaieshigurer under any policy of insurar
or insurance agreement.

8.6 Indemnification and Reimbursement Obligatiof®r purposes of the Plan, the obligations of A@indemnify and reimburse
persons who are or were directors, officers, orleyges of Holdings, AWWD, or AWI on the CommenceinBate or at any time thereafter
against and for any obligations (including, with&iotitation, fees and expenses incurred by thedo#édirectors of Holdings, or the memb
thereof, in connection with the Chapter 11 Case3ymnt to articles of incorporation, codes of ragjahs, bylaws, applicable state law, or
specific agreement, or any combination of the foneg, shall survive confirmation of the Plan, remanaffected thereby, and not be
discharged in accordance with section 1141 of tekBuptcy Code, irrespective of whether indemnifaaor reimbursement is owed in
connection with an event occurring before, on,fterahe Commencement Date. In furtherance of ¢thedoing, Reorganized AWI shall
maintain insurance for the benefit of such direstofficers, or employees at levels no less favertdian those existing as of the date of entry
of the Confirmation Order for a period of no lelsart four years following the Effective Date.

8.7 Compensation and Benefit Program&) Except as set forth below in sections 8.3(ig) 8.7(c) of the Plan, all employment and
severance policies, workers’ compensation programs.all compensation and benefit plans, policies@ograms of AWI applicable to its
present and former employees, officers, and direciocluding, without express or implied limitaticall savings plans, retirement plans,
health care plans, disability plans, severanceftignians, incentive plans, and life, accidentahitle and dismemberment insurance plans,
shall be deemed to be, and shall be treated agltitbey are, executory contracts that are deensdreesd under the Plan, and AWI's
obligations under such plans, policies, and prograhall be deemed assumed pursuant to section)365(ee Bankruptcy Code, survive
confirmation of the Plan, remain unaffected thereind not be discharged in accordance with sedtldi of the Bankruptcy Code. Any
defaults existing under any of such plans, policéesl programs shall be cured promptly after thegoine known by Reorganized AWI.
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(b) Notwithstanding section 8.7(a) of the Planttom Effective Date (unless an earlier date is sigecherein),

(i) the Employment Protection Plan for Salaried Eaypes will be deemed to have been terminated eti@ag and of no further
force and effect prior to the Effective Date, ahd participants thereunder shall have no furthghtsi thereunder;

(i) the 1993 Long-Term Stock Incentive Plan wid Heemed terminated, cancelled, and of no furthreefand effect, and the
participants thereunder shall have no further sghéreundemprovidedthat any and all remaining restrictions on restdcstock awards
under the 1993 Longerm Stock Incentive Plan will lapse on the EffeetDate to the extent participants do not eleetdove their righ
to such awards prior to such date;

(iii) the 1999 Long-Term Incentive Plan will be deed terminated, cancelled, and of no further face effect, and the
participants thereunder shall have no further aghéreundemprovidedthat any and all remaining restrictions on restdcstock awards
under the 1999 Long-Term Incentive Plan will lapsethe Effective Date to the extent participantsxdbelect to waive their right to
such awards prior to such date; and

(iv) the Armstrong Holdings Stock Award Plan wik bleemed terminated, cancelled, and of no furthreefand effect, and the
participants thereunder shall have no further sghéreundemprovidedthat any and all remaining restrictions on restdcstock awards
under the Armstrong Holdings Stock Award Plan Veilse on the Effective Date to the extent partitipalo not elect to waive their
right to such awards prior to such date.

(c) Notwithstanding section 8.7(a) of the Plantloa Effective Date (unless an earlier date is $igecherein),

(i) the Armstrong Deferred Compensation Plan wéllrbodified so that Reorganized AWI, and not Holdingill be the sponsor of
such plan and to provide that Reorganized AWI hagight, in its sole discretion, not to honor $sgum withdrawal requests, and the
Armstrong Deferred Compensation Plan will be assijras amendegbrovided, however, as to any party that objects to such
amendment by the deadline for filing objectionsdafirmation of the Plan, the Armstrong Deferredr@@nsation Plan will be deemed
rejected, and such party will have an UnsecuredrClar any benefits thereunder in accordance wéittion 8.3 of the Plan, and, as of
any date immediately prior to the Effective Datsigeated by Holdings, the Armstrong Deferred Conspéinn Plan will be deemed
amended to exclude the occurrence of the Effe@aie, the creation of the Asbestos PI Trust, apdstuance of the New Common
Stock to the Asbestos PI Trust from triggering argfe in control thereunder;

(i) the Severance Pay Plan for Salaried Employgkde amended as of the Effective Date as follokivthe participant is in a
position at a grade level of 15 or higher on Reonigad AWI's organizational management system ordtite of termination, the
participant will be eligible for severance benefitssed on two weeks of pay for each year of sersigdgiect to a minimum of 8
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weeks pay and a maximum of 52 weeks pay, and ther&ace Pay Plan for Salaried Employees will beragsl, as amended;

(iii) the Retirement Income Plan (Pension) willdraended prior to the Effective Date in the manmscdbed below and, as
amended, will be assumed as of the Effective Date:

1. to eliminate the Social Security retirement erdeanent that may become payable due to job loksifiolg a Change in
Control (as defined in the Retirement Income PRengion)), and

2. to eliminate future accruals of all other retient enhancements that may become payable duk kog® following a
Change in Control to the fullest extent permittgchpplicable law; and

(iv) the Retirement Benefit Equity Plan will be amled as of any date prior to the Effective Datégieged by AWI in the mann
described below and, as amended, will be assumefiths Effective Date:

1. to exclude in the definition of Change in Coh{es defined in the Retirement Benefit Equity Bldre occurrence of the
Effective Date, the creation of the Asbestos PisTrand the issuance of the New Common Stock tésfestos Pl Trust,

2. to eliminate the Extraordinary Event provisi@asscovered under the Retirement Income Plan,

3. to eliminate any and all retirement enhancemeelated to past and future service, that may inecpayable due to job
loss following a Change in Control as covered uriderRetirement Income Plan, and

4. to terminate any right or obligation of Reorgau AWI to honor single-sum withdrawal requests;

provided, however, as to any party that objects to suchnaments by the deadline for filing objections tafionation of the Plan, su

plan will be deemed rejected, and such party veilldhan Unsecured Claim for any benefits thereuimdaccordance with section 8.3 of
the Plan.

(d) On the Effective Date, the assumption, rejectand amendment of the foregoing plans providdtigisection 8.7 shall be deemed
to have occurred as of such date or earlier daeifsgd in such section, shall be authorized, drall e deemed approved in all respects, and
shall be in effect from and after the Effective ®at such other date in each case without requftirther action under applicable law,
regulation, order, or rule, including, without egps or implied limitation, any action by any pastyEntity, including any administrative
committee of any plan or the stockholders or daescof AWI or Reorganized AWI. On the Effective Bair as soon thereafter as is
practicable, Reorganized AWI shall restate the pEmended above as provided in section 8.7(c) lrmldcmmunicate such amendments in
such manner and as may be required without anlggudrder of the Bankruptcy Court. Each of theogffs of AWI and Reorganized AWI is
authorized, in accordance with his
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or her authority under the resolutions of the BaarBirectors, to execute, deliver, file, or recatech contracts, instruments, releases,
indentures, and other agreements or documentsaiadtich actions as may be necessary or approfriaffectuate and further evidence the
terms and conditions of the plan amendments s#t fioithis section of the Plan.

8.8 Management Agreement®n the Effective Date, all employment contraasaieen AWI and any employee of AWI who was
employed by AWI as of the date immediately precgdive Effective Date (including, without limitatipany offer letters issued to any such
employees to the extent such offer letters aresupérseded by formal employment contracts) shalldeened assumed by Reorganized AWI.
In addition, Reorganized AWI shall enter into newpdoyment contracts with those persons listed dnilix8.8-A substantially in the form
Exhibit 8.8-B to the Plan, which employment contseghall be deemed authorized without any furtpgraval of the Board of Directors of
AWI or Reorganized AWI and automatically shall beeeffective on the Effective Date.

ARTICLE IX
RETENTION OF JURISDICTION

Pursuant to sections 105(a) and 1142 of the Batdyupode, the Bankruptcy Court shall retain andldteve exclusive jurisdiction ov
any matter (a) arising under the Bankruptcy Cobleaising in or related to the Chapter 11 Cashe@Plan, or (c) to perform any of the
following actions:

9.1 To interpret, enforce, and administer the tesfrthe Asbestos Pl Trust Agreement (includingaathexes and exhibits thereto), and
the restrictions on transfer of Asbestos Persanjaty Claims contained in the Confirmation Order.

9.2 To hear and determine any and all motions pliggiions pending on the Confirmation Date (or#adter if a contract listed on
Exhibit 8.4 of the Plan is thereafter determinetd¢aexecutory, and AWI is required to assume arctef) for the assumption and/or
assignment or rejection of executory contractsmaxpired leases to which AWI is a party or withpest to which AWI may be liable, and to
hear and determine any and all Claims resultingethem or from the expiration or termination prtorthe Confirmation Date of any
executory contract or unexpired lease;

9.3 To determine any and all adversary proceedmgsjcations, motions, and contested or litigatexdters that may be pending on the
Effective Date or that, pursuant to the Plan, maynistituted by Reorganized AWI after the Effectivate, including, without express or
implied limitation, any claims to avoid any prefeces, fraudulent transfers, or other voidable feassor otherwise to recover assets for the
benefit of AWI's estate;

9.4 To hear and determine any objections to tlmvalhce of Claims arising prior to the Effective ®é&bther than Asbestos Personal
Injury Claims), whether filed, asserted, or madfoteeor after the Effective Date, including, with@axpress or implied limitation, to hear and
determine any objections to the classificationrof €laim and to allow or disallow any Disputed @Gian whole or in part;

9.5 To issue such orders in aid of execution ofRfaa to the extent authorized or contemplateddsyien 1142 of the Bankruptcy Coc
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9.6 To consider any modifications of the Plan, rdynany defect or omission, or reconcile any incstesicy in any order of the
Bankruptcy Court, including, without express or liag limitation, the Confirmation Order;

9.7 To hear and determine all applications forvedinces of compensation and reimbursement of expariggofessionals under
sections 330 and 331 of the Bankruptcy Code and#rer fees and expenses authorized to be pa&robursed under the Plan;

9.8 To hear and determine all controversies, saiitd,disputes that may relate to, impact uponrise & connection with the Plan (and
all Exhibits to the Plan) or its interpretation,glementation, enforcement, or consummation;

9.9 To the extent that Bankruptcy Court approvaéduired, to consider and act on the compromisesattlement of any Claim (other
than an Asbestos Personal Injury Claim) or causetdn by or against AWI's estate;

9.10 To determine such other matters that may otk in the Plan, the Confirmation Order, th&i@is Trading Injunction, or the
Asbestos Pl Permanent Channeling Injunction, drrifey arise in connection with the Plan, the Conéition Order, the Claims Trading
Injunction, or the Asbestos Pl Permanent Channéfipgction;

9.11 To hear and determine any proceeding thatuesdhe validity, application, construction, emeability, or modification of the
Claims Trading Injunction or the Asbestos Pl PeremirChanneling Injunction or of the applicatiorsettion 524(g) of the Bankruptcy Code
to the Asbestos PI Permanent Channeling Injunction;

9.12 To hear and determine matters concerning, $tatd, and federal taxes, fines, penalties, ditahs to taxes for which AWI, as
Debtor or Debtor in Possession, or the Disputecetimed Claims Reserve may be liable, directly diréctly, in accordance with sections
346, 505, and 1146 of the Bankruptcy Code (inclgdiny request for expedited determination undef®eb05(b) of the Bankruptcy Code);

9.13 To enter an order or final decree closingGhapter 11 Case; and
9.14 To hear and determine all objections to thaiteation of the Asbestos PI Trust.

To the extent that the Bankruptcy Court is not pted under applicable law to preside over anyhefforegoing matters, the reference to the
“Bankruptcy Court” in this ARTICLE IX shall be deed to be replaced by the “District Court.” Notwiidasding anything in this ARTICLE

IX to the contrary, (i) the allowance of Asbest@sg®nal Injury Claims and the forum in which suttbveance will be determined will be
governed by and in accordance with the Asbestdsut Distribution Procedures and the AsbestosrB$tTAgreement; and (ii) the
Bankruptcy Court and/or the District Court shalV@a@oncurrent rather than exclusive jurisdictiothwespect to (x) disputes relating to rig
under insurance policies issued to AWI that aréuthed in the Asbestos Pl Insurance Asset, (y) déesprelating to AWI's claim for costs,
expenses and fees incurred in connection with serddtive Dispute Resolution Proceeding initiated 996, as referenced in section 1.20 of
the Plan, and (z) disputes relating to AWI's rigtetsnsurance with respect to workers’ compensatiaims.
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ARTICLE X

TRANSFERS OF PROPERTY TO AND ASSUMPTION OF
CERTAIN LIABILITIES BY THE ASBESTOS PI TRUST

10.1Transfer of Certain Property to the Asbestos PIstru

(a) Transfer of Books and Record®n the Effective Date or as soon thereafter gsdsticable, at the sole cost and expense of the
Asbestos PI Trust and in accordance with writtestrirctions provided to Reorganized AWI by the Asbe#! Trust, Reorganized AWI shall
transfer and assign, or cause to be transferredssigned, to the Asbestos PI Trust the books ecatds of AWI that pertain directly to
Asbestos Personal Injury Claims that have beermtassagainst AWI. AWI will request that the Bankteyp Court, in the Confirmation Order,
rule that such transfer does not result in therdeon or waiver of any applicable privileges jémtng to such books and records. If the
Bankruptcy Court does not so rule, at the optiothefAsbestos PI Trust, Reorganized AWI will, & #ole cost and expense of the Asbestos
PI Trust, retain the books and records and enteramangements to permit the Asbestos Pl Trukate access to such books and records. If
the Asbestos Pl Trust does not issue written ingtms for the transfer or retention of such boakd records within one hundred eighty (1
days after the later of the Effective Date anddate by which all the Asbestos Pl Trustees havewdgd the Asbestos Pl Trust Agreement, or
if the Asbestos PI Trust so requests, Reorgani2#fd miay (and shall, if the Asbestos Pl Trust so ess, but at the sole cost and expense of
the Asbestos PI Trust) destroy any such books ecatds, and the order of the District Court enteheting the Chapter 11 Case with respect
to the retention of books and records shall be @ekesuperseded by this section of the Plan.

(b) Transfer of Plan ConsiderationOn the later of the Effective Date and the datevhich all the Asbestos Pl Trustees have executed
the Asbestos Pl Trust Agreement, AWI shall trangfeghe Asbestos PI Trust the Asbestos Pl Insur&sset and the following assets:
(i) 65.57% of the New Common Stock,

(i) 65.57% of the first $1.05 billion of (x) up 8300 million of Available Cash and (y) principahaunt of each series of Plan
Notes and/or 144A Offering Proceeds,

(iii) 40% of the first $50 million of Available Casremaining after making provision for the Disttiiom provided in section 3.2(f)
(in2 of the Plan and the funding of the Asbestb3iRist in section 10.1(b)(ii) of the Plan,

(iv) 40% of an amount of each series of Plan Nateor 144A Offering Proceeds equal to the diffeeetif positive) of $50
million lessthe amount of Available Cash remaining after malpnayvision for the Distribution provided in secti8r2(f)(ii)2 of the Plau
and the funding of the Asbestos PI Trust in sectidri(b)(ii) of the Plan, and

(v) 65.57% of the remaining Available Cash and esaies of Plan Notes and/or 144A Offering Procedtis making provision
for the Distribution provided in sections 3.2(f)&ij 3.2(f)(ii)3, and 3.2(f)(ii)4 of the Plan andetfunding of the Asbestos PI Trust in
sections 10.1(b)(ii), 10.1(b)(iii), and 10.1(b)(iv) the Plan.
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Notwithstanding the foregoing, if AWI intends toraplete a 144A Offering and the 144A Offering haslmeen completed as of the time

the Distribution to the Asbestos PI Trust specifiedein, then the Distribution of the Plan Noted/an144A Offering Proceeds to the
Asbestos PI Trust shall be made as soon as prbletiaéter the 144A Offering is completed or Reoigad AWI determines not to complete a
144A Offering, but in no event shall such Distribatoccur after the Initial Distribution Date. Iddition, if Class 6 has voted to reject the
Plan, the New Warrants shall be issued by Reorgdm&/VI on account of the Asbestos Personal Injuaimds; however, such claimants hi
waived on behalf of themselves and the Asbestdsut any right to the New Warrants. The New Watsaall be issued by Reorganized
AWI to AWWD (or to Holdings as the successor to AWInder the Holdings Plan of Liquidation), congiteith section 7.24 hereof (and
shall never be issued or delivered to the AsbdRtdgust), without any action being required ofaoly direction by, the Asbestos Pl Trust or
the Asbestos PI Trustees in such regard.

10.2Assumption of Certain Liabilities by the Asbestb3Rst. In consideration for the property transferredhi® Asbestos PI Trust
pursuant to section 10.1 hereof and in furtheraridbe purposes of the Asbestos PI Trust and tae, Bhe Asbestos PI Trust shall assume all
liability and responsibility for all Asbestos Pensb Injury Claims, and Reorganized AWI shall haeefurther financial or other responsibility
or liability therefor. The Asbestos PI Trust ste#io assume all liability for premiums, deductibletrospective premium adjustments,
security or collateral arrangements, or any otherges, costs, fees, or expenses (if any) thanbecduwe to any insurer in connection with the
Asbestos Pl Insurance Asset as a result of Asb@&msonal Injury Claims, asbestos-related persopal claims against Entities insured
under policies included in the Asbestos PI Insueafsset by reason of vendor’s endorsements, orrdhdendemnity provisions of
settlement agreements that AWI made with varioganers prior to the Commencement Date to the etanthose indemnity provisions
relate to Asbestos Personal Injury Claims, and auzed AWI shall have no further financial or athesponsibility or liability for any of tr
foregoing.

10.3Cooperation with Respect to Insurance MatteReorganized AWI shall cooperate with the AsbeBiosrust and use commercie
reasonable efforts to take or cause to be takeapphlopriate actions and to do or cause to be dibti@ings necessary or appropriate to
effectuate the transfer of the Asbestos PI Inswgasset to the Asbestos Pl Trust. By way of enuti@rand not of limitation, Reorganized
AWI shall be obligated (i) to provide the AsbesRisTrust with copies of insurance policies andleetent agreements included within or
relating to the Asbestos PI Insurance Asset;diprovide the Asbestos PI Trust with informatiocessary or helpful to the Asbestos PI Trust
in connection with its efforts to obtain insurarmowerage for Asbestos Personal Injury Claims: @jddq execute further assignments or
allow the Asbestos PI Trust to pursue claims ne¢pto the Asbestos PI Insurance Asset in its naulgjéct to appropriate disclosure of the
fact that the Asbestos PI Trust is doing so andehsons why it is doing so), including by meanarbitration, alternative dispute resolution
proceedings or litigation, to the extent necessatyelpful to the efforts of the Asbestos PI Trigsbbtain insurance coverage under the
Asbestos Pl Insurance Asset for Asbestos PersojualyIClaims. To the extent that the transfer & #sbestos Pl Insurance Asset to the
Asbestos PI Trust is determined to be invalid lepart or arbitrator of competent jurisdiction, upbe request of the Asbestos PI Trust,
Reorganized AWI shall (i) pursue any rights to figbestos Pl Insurance Asset for the benefit of,tarttie fullest extent required by, the
Asbestos PI Trust, and (ii) immediately transfey amounts recovered under or on account of the $tebdl Insurance Asset to the Asbestos
PI Trust. The Asbestos PI Trust shall be obligatecompensate Reorganized AWI for costs reasoriabiyred in connection with providing
assistance to the Asbestos PI Trust or in purs@ogvery for the benefit of the Asbestos PI Trusspant to this
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section 10.3, including, but not limited to, outfmdcket costs and expenses, consultant fees, andeys’ fees.

10.4 Authority of AWI. Effective on the Confirmation Date, AWI shall bmpowered and authorized to take or cause to les tgkior tc
the Effective Date, all actions necessary to engliteimplement effectively the provisions of tRéan and the Asbestos PI Trust Agreement.

ARTICLE Xl
MISCELLANEOUS PROVISIONS

11.1Payment of Statutory Feegdll fees payable pursuant to section 1930 of @8 of the United States Code, as determineddy th
Bankruptcy Court at the hearing on confirmationhaf Plan, shall be paid by AWI on or before thesEffifre Date.

11.2Discharge of AWI The rights afforded in the Plan and the treatroéail Claims and Equity Interests herein shalibexchange
for and in complete satisfaction, discharge, atebse of all Claims and Equity Interests of anyratvhatsoever, including any interest
accrued thereon from and after the Commencemermt, Bghainst AWI, or its estate, assets, propeieisiterests in property. Except as
otherwise provided herein, on the Effective DalleCkims against and Equity Interests in AWI shadl satisfied, discharged, and released in
full. Reorganized AWI shall not be responsible doy obligations of AWI except those expressly assily Reorganized AWI in the Plan.
All Entities shall be precluded and forever bariredn asserting against AWI, Reorganized AWI, tieeiccessors or assigns, or their assets,
properties, or interests in property any othemothier Claims based upon any act or omission, &@tion, or other activity of any kind or
nature that occurred prior to the Effective Datbether or not the facts of or legal bases thens@ye known or existed prior to the Effective
Date.

11.3Rights of Action Any rights, claims, or causes of action accrum@WI pursuant to the Bankruptcy Code or pursdargny
statute or legal theory, including, without expresamplied limitation, any avoidance or recovegfians under sections 544, 545, 547, 548,
549, 550, 551, and 553 of the Bankruptcy Code ardept as provided in Articles X and XI hereof) aights to, claims or causes of action
for recovery under any policies of insurance issioear on behalf of AWI shall remain assets of Ag#'state and, on the Effective Date, shall
be transferred to Reorganized AWI. Reorganized AWdll be deemed the appointed representative domay, pursue, litigate, and
compromise and settle any such rights, claimsaases of action, as appropriate, in accordancew¥itit is in the best interests of and for the
benefit of Reorganized AWI.

11.4Third Party AgreementsThe Distributions to the various classes of Ciahmreunder shall not affect the right of any Erttitlevy,
garnish, attach, or employ any other legal proeéssrespect to such Distributions by reason of @laymed subordination rights or
otherwise. All of such rights and any agreemenitirg thereto shall remain in full force and etfec

11.5Dissolution of CommitteesOn the Effective Date, the Future Claimants’ Repntative, the Asbestos Pl Claimants’ Committee,
the Asbestos PD Committee, and the Unsecured @red@ommittee shall thereupon be released andhdiged of and from all further
authority, duties, responsibilities, and obligafiorlating to and arising from and in
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connection with the Chapter 11 Case, and, exceph&limited purpose of presenting final applioas for fee and expenses, all such
committees shall be deemed dissolved, and the &@aimants’ Representative shall continue to sdmaugh the termination of the
Asbestos PI Trust in order to perform the functiceguired by the Asbestos PI Trust Agreempndyided, however, (i) if the Effective Date
occurs before the Confirmation Order becomes al Einder, the Asbestos PI Claimants’ Committee,Rbture Claimants’ Representative,
and, if Class 6 votes to accept the Plan, the WmsdcCreditors’ Committee may continue to exist taimsgerve for the purposes of pursuing
any appeal of the Confirmation Order, and (ii)niffaadversary proceeding to which any of the AskseBicClaimants’ Committee, the Future
Claimants’ Representative, or, if Class 6 voteadeept the Plan, the Unsecured Creditors’ Commigtparticipating is pending as of the
Effective Date, any such committee may continuexist or the Future Claimants’ Representative naaytinue to serve for the limited
purpose of litigating such adversary proceeding fEes and expenses of the Future Claimants’ Reqegs/e from and after the Effective
Date relating to the role of the Future Claimaifepresentative in the Asbestos PI Trust, purswstfiet Asbestos Pl Trust Agreement and the
Asbestos PI Trust Distribution Procedures (inclgdimithout limitation, the fees and expenses of pmfessionals retained by the Future
Claimants’ Representative), shall be the sole nesipdity of the Asbestos PI Trust.

11.6Exculpation. None of Reorganized AWI, any of the members efalbestos Pl Claimants’ Committee, the Futurentaaits’
Representative, any of the members of the Unsed@ireditors’ Committee, any members of the AsbeBDLCommittee, AWWD, Holdings,
or any of their officers, directors, employeesagents shall have or incur any liability to anyifnfior any act or omission in connection with
or arising out of the Chapter 11 Case, includinighout limitation, the commencement of the ChafiteiCase, the negotiation of the Plan,
pursuit of confirmation of the Plan, the consumraf the Plan, or the administration of the Plathe property to be distributed under the
Plan, except for gross negligence or willful misdoct, and in all respects shall be entitled to tglgn the advice of counsel with respect to
their duties and responsibilities under, or in @gtion with, the Plan.

11.7Title to Assets; Discharge of LiabilitiegExcept as otherwise provided in the Plan, orBtfiective Date, title to all assets and
properties and interests in property dealt withtH®yPlan shall vest in Reorganized AWI free andrctd all Claims, Equity Interests,
Encumbrances, and other interests, and the Cortfam@rder shall be a judicial determination ofdliarge of the liabilities of AWI arising
prior to the Effective Date, except as may be atie provided in the Plan.

11.8Surrender and Cancellation of Instrumengxcept as otherwise provided in section 7.1hefRlan with respect to Debt Security
Claims issued under the Indentures, and in additidhe provisions of section 3.2(f) hereof, eaold&r of a promissory note or other
instrument evidencing an Unsecured Claim shallesuter such promissory note or instrument to RedzgdrAWI, and Reorganized AWI
shall distribute or cause to be distributed toltblkeler thereof the appropriate Distribution heremdéit the option of Reorganized AWI (in its
sole and absolute discretion), no Distribution hacder shall be made to or on behalf of any holfisuoh Unsecured Claim unless and until
such promissory note or instrument is receivederunavailability of such note or instrument iss@zably established to the satisfaction of
Reorganized AWI. In accordance with section 114thefBankruptcy Code, any such holder of such aCilaat fails to surrender or cause to
be surrendered such promissory note or instrunretot @xecute and deliver an affidavit of loss amdkimnity reasonably satisfactory to
Reorganized AWI and, in the event that Reorgani@d requests, furnish a bond in form and substgim®uding, without limitation,
amount) reasonably satisfactory to
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Reorganized AWI within the Retention Period shalldeemed to have forfeited all rights, claims, imterests and shall not participate in any
Distribution hereunder.

11.9Notices. Any notices, requests, and demands requiredramnified to be provided under the Plan, in orddrdaeffective, shall be |
writing (including, without express or implied litation, by facsimile transmission), and, unles®notlise expressly provided herein, shall be
deemed to have been duly given or made when agtiglivered or, in the case of notice by facsinigasmission, when received and
telephonically confirmed, addressed as follows:

If to AWI: Armstrong World Industries, Inc.
Corporate Center
Post Office Box 3666
Lancaster, Pennsylvania 17604-3666
Attention: General Counsel

and

Weil, Gotshal & Manges LLP

767 Fifth Avenue

New York, New York 1015:

Attention: Stephen Karotkin, Esq.
Telecopier: (212) 310-8007
Telephone Confirmation: (212) 3-8888

If to the Asbestos PI Claimants )
Committee: Caplin & Drysdale

399 Park Avenue

New York, New York 1002:

Attention: Elihu Inselbuch, Esq.
Telecopier: (212) 644-6755
Telephone Confirmation: (212) 3-7125

If to the Future Claimants’
Representative: Dean M. Trafelet, Esq.

9130 Wild Lane

Baileys Harbor, Wisconsin 54292
Telecopier: (920) 839-9438

Telephone Confirmation: (920) 839-1485

and

Kaye Scholer LLP

425 Park Avenue

New York, New York 1002:

Telecopier: (212) 836-7157

Telephone Confirmation: (212) 836-8781
Attention: Michael J. Crames, Es
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If to the Unsecured Creditors’ . L .
Committee: Paul, Weiss, Rifkind, Wharton & Garrison

1285 Avenue of the Americas New

York, New York 10019-6064

Telecopier: (212) 757-3990

Telephone Confirmation: (212) 373-3000
Attention: Andrew N. Rosenberg, E:

11.10Headings. The headings used in the Plan are inserted forerdence only and neither constitute a portiothefPlan nor in any
manner affect the construction of the provisionghefPlan.

11.11Severability. At the unanimous option of AWI, the Asbestos RISE, the Future Claimant’'s Representative, andUtigecured
Creditors’ Committee, each acting in its or hisesgiscretion, any provision of the Plan, the Claimading Injunction, the Confirmation
Order, the Asbestos Pl Permanent Channeling Injpmodr any of the Exhibits to the Plan that istpbited, unenforceable, or invalid shall,
to any jurisdiction in which such provision is pioited, unenforceable, or invalidated, be ineffeetio the extent of such prohibition,
unenforceability, or invalidation without invalidady the remaining provisions of the Plan, the Ckifnading Injunction, the Confirmation
Order, the Asbestos PI Permanent Channeling Injpmcand the Exhibits to the Plan or affecting ¥haédity or enforceability of such
provisions in any other jurisdiction.

11.12Governing Law Unless a rule of law or procedure is supplieddaeral law (including the Bankruptcy Code and Bapkcy
Rules) or by Pennsylvania corporate law, the laftth® State of Delaware, without giving effect be tconflicts of laws principles thereof,
shall govern the construction of the Plan and argements, documents, and instruments executezhimection with the Plan, except as
otherwise expressly provided in such instrumergsg@ments or documents.

11.13Compliance with Tax Requirement® connection with the Plan, AWI and the DisbngsAgent will comply with all withholding
and reporting requirements imposed by federale statl local taxing authorities, and all distribnsdereunder shall be subject to such
withholding and reporting requirements.

11.14Exemption from Transfer TaxeBursuant to section 1146(c) of the Bankruptcye tioe issuance, transfer, or exchange of notes
or equity securities under the Plan, the creatfaamy mortgage, deed of trust, or other securitgrgst, the making or assignment of any lease
or sublease, or the making or delivery of any deredther instrument of transfer under, in furtheeof, or in connection with the Plan,
including, without express or implied limitatiomyaliens granted in connection with the exit finarfiacility referred to in section 7.16(Qg)
hereof, shall not be subject to any sales andstamp, real estate transfer, mortgage recordingth@r similar tax.

11.15Expedited Determination of Postpetition TaxédVI and Reorganized AWI are authorized (but remjuired) to request an
expedited determination of taxes under sectiontf0&f(the Bankruptcy Code for all tax returns filed, or on behalf of, AWI for all taxable
periods (or portions thereof) from the Commenceniate through (and including) the Effective Date.
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Dated Wilmington, Delaware
May 23, 200:

WEIL, GOTSHAL & MANGES LLP
Co-Attorneys for Armstrong World
Industries, Inc.et al.

Chapter 11 Debtor in Possession
767 Fifth Avenue

New York, New York 1015:

(212) 310-8000

and

RICHARDS, LAYTON & FINGER
Co-Attorneys for Armstrong World
Industries, Inc.et al.

Chapter 11 Debtor in Possession
One Rodney Square

P.O. Box 551

Wilmington, Delaware 19899
(302) 658-6541

51

Respectfully submittec
ARMSTRONG WORLD INDUSTRIES, INC

By:

Name John N. Riga:
Title:  Senior Vice President, Secretary, and
General Counst
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Vii
EXHIBIT NO. 4(j)
FIFTH AMENDMENT

TO REVOLVING CREDIT AND
GRARANTY AGREEMENT

FIFTH AMENDMENT, dated as of October 31, 2003 (the “Ameraht”), to theREVOLVING CREDIT AND GUARANTY
AGREEMENT, dated as of December 6, 2000, among ARMSTRONG WORIDUSTRIES, INC., a Pennsylvania corporation (the
“Borrower”), a debtor and debtor-in-possession ur@leapter 11 of the Bankruptcy Code, the Guaramtansed therein (the “Guarantors”),
JPMORGAN CHASE BANK, a New York banking corporation JPMorgan Chase"gsasor to The Chase Manhattan Bank, each of the
other financial institutions party thereto (togethéh JPMorgan Chase, the “Banks”) alIMORGAN CHASE BANK, as Agent for the
Banks (in such capacity, the “Agent”) successdrlie Chase Manhattan Bank:

WITNESSETH:

WHEREAS, the Borrower, the Guarantors, the Banks and thenAgie parties to that certain Revolving Credit @uaranty
Agreement, dated as of December 6, 2000, as amdaydb@t certain First Amendment to Revolving Ctedid Guaranty Agreement datec
of February 2, 2001, that certain Amendment Lettged as of February 28, 2001, that certain Seédonendment to Revolving Credit and
Guaranty Agreement dated as of May 29, 2001, thaainn Third Amendment to Revolving Credit and Guly Agreement dated as of June
4, 2001 and that certain Fourth Amendment to RenglCredit and Guaranty Agreement dated Septenhe2@®2 (as the same may be
further amended, modified or supplemented from tiongéme, the “Credit Agreement”); and

WHEREAS, the Borrowers and the Guarantors have requestéftroima and after the Effective Date (as hereinafiiefined) of this
Amendment, the Credit Agreement be amended sulgjestd upon the terms and conditions set forthihgre

NOW, THEREFORE, the parties hereto hereby agree as follows:
1. As used herein, all terms that are defined énQhedit Agreement shall have the same meaningsrher

2. Section 1.01 of the Credit Agreement is herahgraded by amending the definition of “Maturity Daiteits entirety to read as
follows:

“Maturity Date” shall mean December 8, 2004.



3. This Amendment shall not become effective (G&ective Date”) until (i) the date on which thisreendment shall have been
executed by the Borrower, the Guarantors, the Bankishe Agent, and the Agent shall have receivatkbace satisfactory to it of such
execution, and (ii) the Bankruptcy Court shall haméered an order in form and substance satisfatiche Agent authorizing the terms of
this Amendment and the conditional payment by tber@®ver to the Agent, for its own account of araagement fee in the amount and upon
the conditions heretofore agreed upon by the Baeramd the Agent, and for the respective accouatioh Bank, a conditional amendment
fee in the amount and upon the conditions here¢odgreed upon by the Borrower and the Banks.

4. Except to the extent hereby amended, the Chgpldement and each of the Loan Documents remédiriliforce and effect and are
hereby ratified and affirmed.

5. The Borrower agrees that its obligations sehfor Section 10.05 of the Credit Agreement sheiérd to the preparation, execution
and delivery of this Amendment, including the resdde fees and disbursements of special counsleétagent.

6. This Amendment shall be limited precisely agtem and shall not be deemed (a) to be a consantegt pursuant to, or a waiver or
modification of, any other term or condition of t8eedit Agreement or any of the instruments or egrents referred to therein or (b) to
prejudice any right or rights which the Agent oe Banks may now have or have in the future undér connection with the Credit
Agreement or any of the instruments or agreemexfiésred to therein. Whenever the Credit Agreemengfierred to in the Credit Agreement
or any of the instruments, agreements or othermecats or papers executed or delivered in connettierewith, such reference shall be
deemed to mean the Credit Agreement as modifiatisyAmendment.

7. This Amendment may be executed in any numbeouoiiterparts and by the different parties heregejarate counterparts, each of
which when so executed and delivered shall be déembe an original and all of which taken togetsteall constitute but one and the same
instrument.

8. This Amendment shall be governed by, and coedtim accordance with, the laws of the State of Newk.
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IN WITNESSWHEREOF, the parties hereto have caused this Agreement dullyeexecuted as of the day and the year firstevri

BORROWER:
ARMSTRONG WORLD INDUSTRIES, INC.

By: /S/ Leonard A. Campana

Name: Leonard A. Campansz
Title: Senior Vice President & Chief
Financial Officer

By: /S/ Barry M. Sullivar

Name: Barry M. Sullival
Title: Vice President & Treasur

GUARANTORS:
NITRAM LIQUIDATORS, INC.

By: /S/ Walter T. Gang

Name: Walter T. Gang
Title: Assistant Secretal

DESSEAUX CORPORATION OF NORTH
AMERICA

By: /S/ Walter T. Gang

Name: Walter T. Gang
Title: President & Assistant Secretz:

JPMORGAN CHASE BANK
Individually and as Ager

By: /S/ Stephanie Park

Name: Stephanie Park
Title: Vice Presiden



BANK OF AMERICA, N.A.

By: /S/ R. Barkowic:

Name: R. Batkowic;
Title: Vice Presiden

BARCLAYS BANK PLC

By: /S/ Nicholas Bel

Name: Nicholas Bel
Title: Director

EXHIBIT NO. 10(ii)(h)
SEVERANCE PAY PLAN FOR SALARIED EMPLOYEES
OF
ARMSTRONG WORLD INDUSTRIES, INC.

The Severance Pay Plan for Salaried Employeesmt#ong World Industries, Inc. (the “Plan”) has megithorized by the Board of
Directors of Armstrong World Industries, Inc. to &ective on and after May 1, 1989. This Plan ssipdes, with the exception of the
Armstrong Employment Protection Plan, all prioraeion pay policies, practices, and plans of tben@any whether in writing or otherwis

1. DEFINITIONS

1.01 “Affiliate” shall mean any company which is related to the eyipd) company as a member of a controlled grougpgborations i
accordance with Section 414(b) of the Code, ortaade or business under common control in accaelanth Section 414(c) of the Code, or
any other entity to the extent it is required tateated as an Affiliated Company in accordancé 8rction 414(o) of the Code, or any
organization which is part of an affiliated servgr@up in accordance with Section 414(m) of the &dtr purposes under the Plan of
determining whether an individual is an employeé #@e period of employment of such individual, eaompany shall be considered an
Affiliate only for the period or periods during vati such company is a member of the controlled gosupder common control.

1.02 “Company” shall mean Armstrong World Industrikic., and any subsidiary or parent corporatiofirmstrong World Industries,
Inc. that shall have adopted this Plan.

1.03 “Committee” shall mean the Severance Pay Cdtaenivhere membership shall include at least thadgried employees of the
Company who are appointed by the President to adtairthe Plan.

1.04 “Date of Termination” shall mean the date drick an eligible Participant terminates servicespant to Subsection 2.02 hereof.

1.05 “Disability” shall mean such incapacity duegptoysical or mental illness or injury as cause&mployee to be absent from
employment duties for 180 consecutive calendar.days

1.06 “Employee” shall mean an individual who ideita Regular Full-Time Salaried Employee or Raeght-Time Salaried
Employee.

1.07 “Eligible Earnings” shall mean the Employegsadjusted annual base salary.

1.08 “Reasonable Alternative Employment” shall mearoffer of employment where (i) the base salaggual to at least 90% of the
employee’s current base salary, and (ii) the destdretween the employee’s residence or curreng @hemployment and the new place of
employment is within 50 miles, or the distanceha émployee’s current commute, whichever is greater



1.09 “Regular Full-Time Employeeshall mean any individual who is employed by thenPany on a salaried basis as an employee
continuing basis and is expected to work the nomatber of work hours for the location as determibg the Company.

1.10 “Regular Part-Time Employeshall mean any individual who is employed by thenpany on a salaried basis as an employee
continuing basis and is expected to work for thenBany less than the normal number of work hours.

1.11 “Weekly Eligible Earnings” shall mean Eligiarnings divided by 52.

1.12 “Years of Service” shall mean the eligibletlgrant’s period of service with the Company, indihg partial years. A Participant
who is a key executive as designated by the Bodrectors, or its delegate, will receive credit fears of service for employment prior to
such Participant’s Company employment.

2. PARTICIPATION AND ELIGIBILITY

2.01 Participants The participants in the Plan are all Regular-ithe or Regular Part-Time Employees of the Compamy
employee who was previously employed by the Comzentyis rehired shall be entitled to credit for anipr period(s) of employment with
the Company for the purpose of calculating YearService referenced in Section 1.12 and Sectioh, 3the event that the Employee’s
reemployment is terminated under conditions whiclul otherwise entitle the Employee to benefitsartie Plan. Any Employee who was
previously employed by the Company and who terneith@mployment and received benefits under this &hanis subsequently reemployed
by the Company shall not be entitled to receivelitfer any prior period of employment for whichrwits have been paid under this Plan.

2.02 Eligibility .

(@)  Any Participant who is involuntarily terminatéd) due to a reduction in the workforce of théaefon location where
he/she is employed; (2) due to the eliminatiorhef Employee’s position; or (3) any other reasorreygd in the
Committee’s sole discretion, will be eligible faverance benefits, provided the Participant isotteerwise excluded from
receiving benefits under Paragraph (b) bel

(b)  Any Participant whose employment with the Compi terminated by the Company for any of the seadisted below
shall not be eligible for benefits under the P

(1) because of the death or Disability of the Emplo
(2) by the Company due to deliberately engagingrass misconduct which is demonstrably and mateiigurious to
the Company, monetarily or otherwise, including ot limited to fraud or embezzlement by the Empky
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(3) by the Employee

(4) by the Company in connection with the saleangfer of a plant, unit, division, or subsidiafittee Company to a
successor (whether by reason of a sale of stoaks®ts), and the Employee (i) continues employmithtthe
successor organization or (ii) is offered Reasanaliernative Employment by the successor, regasdéé whether
the Employee accepts or rejects the employment;«

(5) by the Company and the Employee refuses topheseoffer of Reasonable Alternative Employmerthwine
Company or any Affiliate

(c) Generally, any Participant whose employmenhilie Company is terminated by the Company duaazceptable job
performance or for other disciplinary reasons (saglattendance issues or insubordination) shabeetigible for benefits
under the Plan unless otherwise approved in themitia®'s sole discretior

2.03 _Effect of Participais Eligibility to Retire. No eligible Participant will be denied severabeaefits solely because such Participant
is also eligible for retirement benefits under &eotplan of the Company.

2.04 Reservation of RightsThe Company reserves the right for the Committtegiepart from the schedule listed in the Appendiere
the eligible Participant’s attendance, job perfanoe or other job-related conduct appears to thragaay to justify an upward or downward
adjustment in benefits. However, in no event sti@imaximum benefit payable under the Plan exose tsuch Participant’s annual
compensation, as defined in 29 C.F.R. Section 252(0)(2); nor shall the maximum payment periodesxt24 months after the termination
of the Participant’s employment.

2.05 Classification of Employees to Whom the Plare®Not Relate The severance policies and procedures contamtdsi Plan do
not apply to employees classified by the Comparntgm@porary or hourly-paid employees.

3. BENEFITS

3.01 Amount and Schedule of Benefit Paymefitse Company will provide severance pay and b&nefs described in paragraphs (a)
through (e) below, to a Participant eligible fonbéts under this Plan.

(&) Accrued SalaryAny accrued salary not yet paid to the Particijanservices performed prior to the Date of Teration shall be
paid in compliance with state law, but not latertt20 calendar days following the Date of Termorai
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(b)
(©

(d)

()

Vacation Pay. The Participant will be reimbursed for vacati@ypo the Date of Termination in accordance witmpany policy.

Severance PayThe Participant shall be paid a severance anrelated to the Participant’s Years of Service aligilile
Earnings. The amount of severance payment shalloelated using the schedule in the Appendix. \Wexdlseverance for partial
years of service will be calculated proportionat

Mode of PaymentAfter the eligible Participant has satisfied@ihditions precedent to receive severance bensfith benefits
will be paid to the Participant in a lump sum witl30 days of termination, unless the Plan admatistrapproves payment by
salary continuation or some combination of periahd lump sum payment

Insurance BenefitsAn eligible Participant’s insurance benefits $hal determined in accordance with the applicatderiance
benefit plan

3.02 Other Circumstances that Can Result in Disfigggtion, Forfeiture, Reduction or Suspension ef/&ance Benefits.

(@)

(b)
(©

(d)

Elective DeductionsAn eligible Participant may elect to have insweapremiums for Company-sponsored insurance plans
deducted from severance payme

Legally Required Deductior. Appropriate federal, state and local taxes walMithheld from all severance paymet

Effect of Rehire or Reinstatement (Or an OffeEame)lf an eligible Participant is granted severancedfienand the Participant
is either rehired or reinstated as a regular sadagmployee on a regular full-time basis by the gamy (or is offered rehire or
reinstatement on a full-time basis by the Comp&m®fpre the end of the pay continuation period, thenParticipant forfeits any
unpaid severance payments for the periods followéhdre or reinstatement (or the date of offeravhe). In addition, to the extent
the number of weeks of severance paid to the Rzatitexceeds the length of the Participambt'eak in service, the Participant \
be required to refund or reimburse the Companyterexcess severance already paid to the Parttc

Effect of Sale of Portion of Business Assefgy Participant whose employment with the Companigrminated during or in
anticipation of a sale of some, but not all, aseétee Company is not entitled to severance b&nifihe purchaser of such assets
offers Reasonable Alternative Employment to thdi€pant, and such offer of employment is madehsypurchaser within no
later than eight (8) weeks after the terminatiothef Participant’s employment by the Company. Aeyesance paid to the
Participant shall be repaid to the Compe
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()

(f)

(9)

(h)

()

(k)

Effect ofParticipant MisconductAny Participant who accepts severance benefitbligated to reimburse the Company for the
full amount of such payments if the Participantsduently discloses any of the Company’s tradest®oriolates any written
covenants between the Participant and the Compatmtherwise engages in conduct that may adveedtdgt the Company’s
reputation or business relations. Likewise, a Bi@dint who engages in such conduct shall forfgitraght to any unpaid severance
payments

Effect of Employee SolicitationAny participant who accepts severance benefidbligated to reimburse the Company for the
amount of such payments if during the two-yearqeefollowing the Participant’s Date of Terminatighe Participant
subsequently acts to approach, canvas, solicith@reise endeavor to entice away any employeeeo€Chmpany or any Affiliate.
Likewise, a Participant who engages in such consluall forfeit any right to any unpaid severancgrpants.

Effect of Adverse Economic Condition¥he Company may permanently suspend benefitsrigaderance allowances in pay
status (1) in the event of the Company’s insolvetigyidation, or bankruptcy reorganization or {2the event the cost of
providing such benefits would lead to the Comy’'s insolvency, liquidation, or bankruptcy reorgatiza.

Effect of Other Severance Pay L awsny severance benefits provided by the Compameuthis Plan shall be reduced dollar-for-
dollar by any severance, separation, or any odrarihation pay benefit that the Company or anyl¥sti is required to pay to an
eligible Participant under any federal or state.|

Effect of Catastrophes and Other Extraordiravents. Severance payments will not be made if the Rpatit’'s employment is
terminated because of fire, flood, explosion, bargbearthquake or other disaster causing damaitpe tocation facilities or whe
strikes, work stoppages or civil disturbances pnégentinued operation

Effect of Temporary Layoffs Severance payments will not be made if a layofféemed to be temporary and of limited duration,
e.g., a need for inventory reduction in a producfaxility or activities closely aligned with it.Uding such periods, Participants .
encouraged to take any available vacation to wittielf may be entitlec

Non-Compete AgreementThe Participant who has been involuntarily teriéa may be required to execute a Non-Compete
Agreement when the Committee determines that sndkgaeement is required to protect the Company. Rajticipant who is
asked to execute a Non-Compete Agreement will vecadlditional severance in an amount not less @ranThousand Dollars
($1,000) as consideration for the Non-Compete Agezd. The Non-Compete Agreement must be signedetnrhed to the
Company within 60 days after the Particif's
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termination date in order for the Participant toeige any benefits under this Pl

3.03_Condition Precedent to Severance Paymedtisthe Employee who becomes eligible for severgrayments under the Plan,
severance payments will not be paid under any wigtances until the eligible Participant execut€ompany approved release of the
Participant’s then existing rights and claims agathe Company. The release must be signed antheetto the Company within 30 days
after the Participant’s Date of Termination in oréte the Participant to receive benefits undes ®lian.

3.04 Impact of Armstrong Employment Protection Plalotwithstanding anything to the contrary in tRign, in the event the
Participant’s Date of Termination coincides withfoltows a change in control, as defined in the atmong Employment Protection Plan, no
benefits will be paid under this Plan. This Plaplags only in the case of an eligible Participatiose employment has been terminated b
Company prior to the change in control and whaliemwise eligible to receive a benefit hereunder.

4.  AMENDMENT OR TERMINATION.

The Board of Directors of the Company may by wnittesolution terminate or amend this Plan at amg tiprovided that no amendment
or termination of the Plan may adversely affectahmunt, type, or timing of payment of benefits dnd payable hereunder with respect to
Participants whose employment has been terminai@gpt as provided in Section 3.02 of this Plartwitbstanding the foregoing, the Board
of Directors has delegated the authority to améed™an to the Retirement Committee; provided, h@mnehat the Board of Directors
reserves the right to rescind or modify such delegaat any time and for any reason and retainsitfre to amend the Plan itself at any time.

5. ADMINISTRATION

5.01 Responsibility for administration of the Pkrall be vested in the Committee, which shall theesole and exclusive discretionary
authority to determine conclusively all questionisiag in connection with the administration, indestation and application of the Plan, either
by general rules or by particular decisions, intlgdbut not limited to) questions regarding elitii» for benefits hereunder and the amount,
form and timing of payments thereof, and any othatter (including any question of fact) raised sta@mant or identified by the Committe
Any such determination by the Committee shall belinig and conclusive upon all persons. The Committay correct any defect, supply
any information, or reconcile any inconsistencgiith manner and to such extent as shall be deeecedsary or advisable by it to carry out
the purpose of this Plan. The Committee may de¢egdininistrative tasks as necessary to personsavehoot Committee members.

5.02 All expenses of administering the Plan shalbbrne by the Company. No member of the Commstted receive any remunerati
for service in such capacity. However, expenseah@fCommittee or its members paid or incurred imneetion with administering the Plan
shall be reimbursed by the Company.
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5.03 The Company may purchase insurance to covental liability of the Plan’s fiduciaries. Thed?l may purchase insurance for its
fiduciaries and/or for itself to cover liability driosses occurring by reason of the act or omissi@fiduciary.

5.04 The Plan is unfunded and all severance paymerter the Plan shall be made from the generatsaebthe Company.

6. SUCCESSORS; BINDING AGREEMEN

6.01 In the event of a sale or transfer of a planit, division, or subsidiary of the Company teuccessor (whether by reason of a s
stock or assets) by means of which any Employe&rags employment with the successor organizatias offered employment with the
successor organization, the Company shall not bgeabto negotiate with the successor organizatioer whether to establish any severance
pay plan, policy, or practice with respect to sichployees or whether to cover such Employees usgeexisting severance pay plan,
policy, or practice already maintained by the sasoe organization.

6.02 All rights of an eligible Employee hereundealsinure to the benefit of and be enforceablesibgh Employee’s personal or legal
representatives, executors, administrators, suoredseirs, distributees, devisees and legateas. ¢ligible Employee should die after having
satisfied all conditions precedent to the recefguch benefits, but prior to receiving all amounitbenefits payable hereunder, all such
amounts, unless otherwise provided herein, shabidiein a lump sum in accordance with the termthisfPlan to the Employee’s devisee,
legatee, or other designee or, if there be no designee, to the Employee’s estate.

7. ARBITRATION.

Any dispute or controversy arising under or in aaetion with this Plan shall be settled exclusivayyarbitration in Lancaster County,
Pennsylvania, in accordance with the rules of theeAican Arbitration Association then in effect. gotent may be entered on the arbitrator’s
award in any court having jurisdiction.

8. MISCELLANEOUS

8.01 No amount payable under the Plan shall beestifi) assignment, transfer, sale, pledge, encuroéralienation or change by an
eligible Employee or the beneficiary of such Emglexcept as may be required by law.

8.02 Neither the Plan nor any action taken hereusiti@ll be construed either (1) as giving any irtlial employed by the Company ¢
right to receive severance benefits of a type @niytamount similar to the benefits described icti8e 3.01 above, unless the individual
qualifies for benefits under this Plan; or (2) asng any Employee any right to be retained inéngploy of the Company.

8.03 Payments of benefits under this Plan shathade in lieu of payments of any severance benafitstype similar to the benefits
described in Section 3.01 above that may be
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offered under any written or unwritten severance palicy maintained by the Company and there dhalho duplication of benefits
previously paid under any such policy.

8.04 This Plan shall be governed by and constmiedd¢ordance with the laws of the CommonwealthesfriBylvania except to the
extent preempted by the Employee Retirement IncBawairity Act or any other federal law.

8.05 The invalidity or unenforceability of any pisien of this Plan shall not affect the validity emforceability of any other provision
this Plan, which shall remain in full force andeeft.

8.06 Any notice or other communication providedifothis Plan shall be in writing and, unless ottise expressly stated herein, shall
be deemed to have been duly given if mailed byddhtates registered mail, return receipt requeptesiage prepaid addressed in the ca
an Employee to the Employee’s office at the Compaitly a copy to the Employee’s residence and incdse of the Company to its principal
executive offices, attention of the Severance Rldministrator.

As Amended Through January 1, 2003



The APPENDIX
Severance Pay Schedule
Effective July 1, 2001

Years of Service Number of Weeks

1 orless 2.0

2 2.0

3.0

4 4.0

5 5.0

6 6.0

7 7.0

8 8.0

9 9.0

10 10.0
11 11.0
12 12.0
13 13.0
14 14.0
15 16.0
16 18.0
17 20.0
18 22.0
19 24.0
20 26.0
21 28.0
22 30.0
23 32.0
24 34.0
25 36.0
26 38.0
27 or more 39.0

EXHIBIT NO. 10iii)(j)
SCHEDULE OF PARTICIPATING OFFICERS

Armstrong World Industries, Inc. has entered intbstantially similar agreements with certain ofot8cers, including Stephen J. Senkowski,
Matthew J. Angello, John N. Rigas and William CdR@an. Mr. Rigas does not participate in the “gpdilar” insurance arrangements
referenced in Section 6.1(C); Mr. Rodruan’s agregrhas been modified in that Section 6.1(A) hasbeedified to provide a 2X multiplier,

and Section 16(P) has been modified to removertaified single trigger” provision.
EXHIBIT NO. 10(iii)(m)

SCHEDULE OF PARTICIPATING OFFICERS AND DIRECTORS

Armstrong Holdings, Inc. has entered into subs#dlgtsimilar agreements with certain of its direstand officers, including Michael D.
Lockhart, Matthew J. Angello, John N. Rigas andl\fih C. Rodruan. Mr. Lockhart’'s agreement is madifin that the D & O Insurance
Policies referenced have total aggregate limitg1&0 million.

EXHIBIT NO. 10(iii)(n)
SCHEDULE OF PARTICIPATING OFFICERS AND DIRECTORS

Armstrong World Industries, Inc. has entered intbstantially similar agreements with certain ofdiiectors and officers, including Michael
D. Lockhart, John N. Rigas, Stephen J. Senkowskidilliam C. Rodruan. Mr. Lockhar’’agreement is modified in that the D & O Insure
Policies referenced have total aggregate limitg1&0 million.

EXHIBIT 10(iii)(q)
INDEMNIFICATION AGREEMENT

FOR
DIRECTORS AND OFFICERS ORRMSTRONG HOLDINGS, INC.

This Agreement is made effective as of the day of [month/year], by and among Armstrong Holdinignc., a Pennsylvania
corporation (the “Corporation”), Armstrong Worlddustries, Inc., also a Pennsylvania corporatioa {Subsidiary,” and together with the
Corporation referred to as the “Indemnitors”) dNAME] (the “Indemnitee”).

WHEREAS, it is essential to the Corporation andS$hisidiary that the Corporation retain and attaagatlirectors and officers the mi



capable persons available; and

WHEREAS, Indemnitee is an officer and/or a membe¢he 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 maimtalicies of Directors and Officers Liability Insnce (“D & O Insurance”)
covering certain liabilities which may be incuriegldirectors and officers in their performance efvices for the Corporation; and

WHEREAS, there is concern over the continued adagaad reliability of D & O Insurance protectionadiable to corporate directors
and officers; and

WHEREAS, the Corporation has a bylaw (the “Bylaw/hich provides for indemnification of and advanceimaf expenses to the
officers and directors of the Corporation unlegsdht or failure to act giving rise to the claim fademnification is determined by a court to
have constituted willful misconduct or recklessnessl the Bylaw and the applicable indemnificastatutes of the Commonwealth of
Pennsylvania provide that they are not exclusind; a

WHEREAS, in recognition of Indemnitee’s need fobstantial protection against personal liabilityoiaer to induce and retain
Indemnitee’s service to the Corporation, the insiregdifficulty in obtaining satisfactory D & O lngance coverage, and Indemnitee’s
reliance on the Bylaw, and in part to provide Indége with specific contractual assurance thaptieéection promised by the Bylaw will be
available to Indemnitee (regardless of, among dtiiags, any amendment to or revocation of the Bglar any change in the composition of
the Corporation’s Board of Directors or acquisitteemsaction relating to the



Corporation), the Indemnitors wish to provide iistAgreement for the indemnification of and the auking of expenses to Indemnitee to the
fullest extent (whether partial or complete) petedtby law and as set forth in this Agreement, émthe extent insurance is maintained, for
the continued coverage of Indemnitee under thenmiters’ D & O Insurance policies.

NOW, THEREFORE, in consideration of the premises @inindemnitee agreeing to serve or continuingeive the Corporation
directly or, at its request, another enterprisd, iatending to be legally bound hereby, the paitte®to agree as follows:

1. Indemnity of Indemnitee .

(a) The Indemnitors shall hold harmless and ind&nrthe Indemnitee against any and all reasonalpermrses, including attorneys’ fees,
and any and all liability and loss, including judgmts, fines, ERISA excise taxes or penalties anoluaits paid or to be paid in settlement,
incurred or paid by Indemnitee in connection witly ¢hreatened, pending or contemplated actionosytoceeding, whether civil, criminal,
administrative or investigative (hereinafter “a@eeding”) and whether or not by or in the rightted 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 éicef of the Corporation or is or was serving & thquest of the Corporation as director,
officer, trustee or representative of another cafion or of a partnership, joint venture, trusbtiter enterprise, including service with res)
to employee benefit plans, whether the basis df pucceeding is alleged action in an official caaor in any other capacity while serving,
as a director, officer, trustee or representativdess 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)andéd by the Indemnitee (other than a proceedirenforce the Indemnitee’s rights to
indemnification under this Agreement or otherwigapr 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 concernggtain proceedings initiated by the Indemniteero a Change of Control, the
Indemnitors shall pay the expenses (including a&gs’ fees) incurred by
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Indemnitee in connection with any proceeding inaatbe of the final disposition thereof promptly afteceipt by the Indemnitors of a request
therefor stating in reasonable detail the expemsesred or to be incurred.

(c) If a claim under paragraph (a) or (b) of trestson is not paid in full by the Indemnitors witHiorty-five (45) days after a written
claim has been received by the Corporation, therimdtee may, at any time thereafter, bring suitresjahe Indemnitors to recover the ung
amount of the claim. The burden of proving thaeimadification or advances are not appropriate $feabn the Indemnitors. The Indemnitee
shall also be entitled to be paid the expensesasfgguting such claim to the extent he or shedsessful in whole or in part on the merits or
otherwise in establishing his or her right to indéfination or to the advancement of expenses. Tidemnitors shall pay such fees and
expenses in advance of the final disposition ohsaation on the terms and conditions set forthdnot®n 1(b).

2. Maintenance of Insurance and Fundinc.

(a) The Indemnitors represent that as of the ptedan, they have in force and effect various pediof D & O Insurance (the
“Insurance Policies”), with total aggregate limits$150 million. Subject only to the provisions®dction 2(b) hereof, the Indemnitors agree
that, so long as Indemnitee shall continue to sasvan officer or director of the Corporation (bals continue at the request of the
Corporation to serve as a director, officer, trasterepresentative of another Armstrong corponagiartnership, joint venture, trust or other
enterprise, including service with respect to apleyee benefit plan) and, subject to the provisioh&rmstrong World Industries, Ina’plan
of reorganization in its Chapter 11 case concerittigayment of D & O insurance premiums for pessao served as directors of the
Corporation during that case, thereafter so longpdsmnitee shall be subject to any possible clairthreatened, pending or contemplated
action, suit or proceeding, whether civil, crimimalinvestigative, by reason of the fact that Indéee was a director or officer of the
Corporation (or served in any of said other capegit except as indicated in (b) below, the Indearsishall purchase and maintain in effect
for the benefit of Indemnitee a binding and enfafite policy or policies of D & O Insurance providinoverage at least comparable to that
provided pursuant to the Insurance Policies.
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(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” (asidedl in Section 2(e) hereof) and shall requiredbiecurrence of a majority of such
“disinterested directors.”

(c) If and to the extent the Indemnitors, actingemSection 2(b), do not purchase and maintairffé@ciethe policy or policies of D & O
Insurance described in Section 2(a), the Indenmiball indemnify and hold harmless the Indemribetbe full extent of the coverage which
would otherwise have been provided by such polidies 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 ofénthitee and from time to time, upon written requgsindemnitee, shall fund such Trust in
an amount sufficient to pay any and all expensetding attorneys’ fees, and any and all liabifityd loss, including judgments, fines,
ERISA excise taxes or penalties and amounts paid loe paid in settlement actually and reasonatayirred 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 mglein excess of the amounts deposited in regfi@esonably anticipated expenses,
including attorneys’ fees. The amounts
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to be deposited in the Trust pursuant to the faregfunding obligation shall be determined by trevRRwing Person whose determination
shall be final and conclusive. The Reviewing Persiuall 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 Indésertiereby agrees to reimburse the Trust undemirttiemstances under which the
Indemnitee would be required to reimburse the Beisinder Section 5 of this Agreement), (iii) theskrshall continue to be funded by the
Indemnitors in accordance with the funding obligatset forth above, (iv) the Trustee shall prompty to the Indemnitee all amounts for
which the Indemnitee shall be entitled to indenwaifion pursuant to this Agreement or otherwise, (@hall unexpended funds in such Trust
shall revert to the Indemnitors upon a final defeation by the Reviewing Party or a court of congméfurisdiction, as the case may be, that
the Indemnitee has been fully indemnified undernténms of this Agreement. The Trustee shall berdk loa trust company or other individual
or entity chosen by the Indemnitee and acceptakdad approved of by the Indemnitors.

(e) For the purposes of this Agreement:

(i) a “Change of Control” shall occur if and whek) @ny person acquires “beneficial ownership” ofrenthan 28% of the then
outstanding “voting stock” of the Corporation anihw five years thereafter, “disinterested direstano longer constitute at least a
majority of its entire Board of Directors or (B)ette shall occur a “business combination” with arntéiested shareholder” not approved
by a majority of the “disinterested directors”.

(ii) a “Potential Change of Control” shall occur(#) the Corporation enters into an agreement @reggement, the consummation
of which would result in the occurrence of a Chaimg€ontrol; (B) any person publicly announcesradter offer or comparable action
which if consummated would constitute a Changeaité®l; (C) any person (other than a trustee oeofisluciary holding securities
under an employee benefit plan of the Corporatimg in such capacity or a corporation owned,diyeor indirectly, by the
shareholders of the Corporation in substantiakysame proportions as
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their ownership of stock of the Corporation), we®ir becomes the beneficial owner, directly orriectly, of securities of the
Corporation representing 10% or more of the contbir@ting stock increases his or her beneficial asiig of such securities by 5%
more over the percentage so owned by such perstreatate hereof; or (D) the Board of the Corporatidopts a resolution to the
effect that, for the purposes of this Agreememptential Change of Control has occurred.

(i) a “Reviewing Person” means any appropriatespa or body consisting of a member or memberk@forporatiors Board o
Directors or any other person or body appointethly Board which, following a Change of Controlakhequire the concurrence of a
majority of the “disinterested directorst shall be independent legal counsel approvechandpted by the Indemnitee who is not a f
to the particular claim for which Indemnitee is ldag indemnification.

For purposes of this subsection, the terms “petsbaneficial owner,” “voting stock,” “disinterestedirector,” “business combination,”
and “interested shareholder” shall have the meagivgn to them in Article 7 of the Corporation’stistes of Incorporation as in effect on
May I, 2000.

3. Continuation of Indemnity .

All agreements and obligations of the Indemnitanstained in this Agreement shall continue durirg pleriod the Indemnitee is a
director or officer of the Corporation (or is or sveerving at the request of the Corporation asextir, officer, trustee or representative of
another Armstrong corporation, partnership, joeture, trust or other enterprise, including anpleyee benefit plan) and shall continue
thereafter so long as the Indemnitee shall be sutijeany possible claim or threatened, pendingootemplated action, suit or proceeding,
whether civil, criminal or investigative, by reasofthe fact that the Indemnitee was a directasféicer of the Corporation or serving in any
other capacity referred to herein.

4. Notification and Defense of Claim.

As soon as practicable after receipt by the Indé&erof actual knowledge of any action, suit or pemting the Indemnitee will notify tl
Indemnitors thereof, if a claim in respect theneafy be or is being made by the Indemnitee agaiesintdemnitors under this Agreement.
With respect to any action, suit or proceedingoasttich the Indemnitee has so notified the Indearsit

(a) The Indemnitors will be entitled to particip#iterein at its own expense; and
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(b) Except as otherwise provided below, the Indéonsimay assume the defense thereof, with couaasbnably satisfactory to the
Indemnitee. After the Indemnitors notify the Indetea of their election to so assume the defenselntbemnitors 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, ootrwise provided in this paragraph. The Indeemghall have the right to employ his or her
counsel in such action, suit or proceeding butfiéles and expenses of such counsel incurred aéidnttemnitors notify the Indemnitee of
their assumption of the defense shall be at thersg of the Indemnitee unless (i) the Indemnitateaxize the Indemnitee’s employment of
counsel which, following a “Change of Control”, #ize effective if authorized by a majority of thgisinterested directors” (which terms are
defined in Section 2(e)), although less than a gmoor majority of a quorum of the directors therffice; (i) the Indemnitee shall have
reasonably concluded that there may be a conflictterest between the Indemnitors and the Indegeriit the conduct of the defense or (iii)
the Indemnitors shall not have employed counsaktmume the defense of such action, in each of vdaisbs the fees and expenses of counse
shall be at the expense of the Indemnitors. Thertmitors 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 inddynthe Indemnitee under this Agreement for anyants paid in settlement of any
action or claim effected without their written cens. The Indemnitors shall not settle any actionlaim in any manner which would impose
any penalty limitation on the Indemnitee without thdemnitee’s written consent. Neither the Indearsinor the Indemnitee shall
unreasonably withhold their consent to any propasttiement.

5. Undertaking to Repay Expense.

In the event it shall ultimately be determined tiet Indemnitee is not entitled to be indemnifiedthe expenses paid by the
Indemnitors pursuant to Section 1(b) hereof or wiise or was not entitled to be
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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 directed\tmstrong Holdings, Inc., 2500 Columbia Avenue, taster, Pennsylvania 17603,
Attention: Secretary (or such other address agtirporation shall designate in writing to the Indhtee). 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 duder this Agreement, the
Indemnitors shall pay to the Indemnitee the feesexpenses incurred by the Indemnitee in bringimdjfursuing such action to the extent
Indemnitee is successful, in whole or in part, loa merits or otherwise, in such action. The Indeéonsishall pay such fees and expenses in
advance of the final disposition of such actiortlimterms and conditions set forth in Section 1(b).

8. Severability .
If any provision or provisions of this AgreemengBibe 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 sudvipion held to be invalid, illegal or unenforcéglthat is not itself invalid, illegal or
unenforceable) shall not in any way be affectetinraired thereby; and

(b) to the fullest extent possible, the provisiohshis Agreement (including, without limitationaeh portion of any Section of this
Agreement containing any such provision held tinbalid, illegal or unenforceable, that is not Itsevalid, illegal or unenforceable) shall be
construed so as to give effect to the intent matefi: by the provision held invalid, illegal or ufemceable.

9. Indemnification Under this Agreement Not Exclusive.

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 fBerporation or its bylaws,
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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 enfbeeaccordance with the laws of the CommonweditRemnsylvania.

(b) This Agreement shall be binding upon the Indie@enand jointly and severally upon the Corporatitbe Subsidiary and their
respective successors and assigns, and shalltmtiie benefit of the Indemnitee, his or her haisgcutors, personal representatives and
assigns and to the benefit of the CorporationSihlesidiary and their respective successors angressf the Corporation shall merge or
consolidate with another corporation or shall delise, transfer or otherwise dispose of all ostutiially all of its assets to one or more
persons or groups (in one transaction or seriémp$actions), (i) the Corporation shall causestieessor in the merger or consolidation or
the transferee of the assets that is receivingtbatest portion of the assets or earning powasteared pursuant to the transfer of the assets,
by agreement in form and substance satisfactotyetdndemnitee, to expressly assume all of thertmdi®rs’ obligations under and agree to
perform this Agreement, and (ii) the term “Corpaat whenever used in this Agreement shall meaniaddide any such successor or
transferee.

(c) No amendment, modification, termination or adtation of this Agreement shall be effective usl@swriting signed by both of the
parties 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 CEt¢ Title: Chairmar
Indemnitee
-9-

EXHIBIT NO. 10(iii)(aa
SETTLEMENT AND RELEASE AGREEMENT

This Settlement and Release Agreement (this “Agesgthis entered into as of this 9th day of May 2@ and among Armstrong
Holdings, Inc., a Pennsylvania corporation (“AHIArmstrong Worldwide, Inc., a Delaware corporat{thWwWD"). and Armstrong World
Industries, Inc., a Pennsylvania corporation (“AYIThe parties hereto may be collectively refetetierein as the “Parties™ and each
individually as a “Party”.

RECITALS:

WHEREAS, on May 1, 2000 AHI commenced operatioa asiblicly owned holding company for AWI, ownind af the outstanding
shares of AWI indirectly through its ownership difthe outstanding shares of AWWD; and

WHEREAS, on December 6, 2000 (the “Petition PataW)! filed a voluntary petition for relief under cpger 11 of the U.S. Bankrupt
Code (“Chapter 11”) in the United States BankrupgEourt for the District of Delaware (the “Court"pech petition was granted by the Court,
and AWI has continued since then to operate itfnless as a debtor-in-possession and has soughtriganize its liabilities, business and
affairs in accordance with Chapter 11 and, in thgard, on April 3,2003, AWI filed its Second AmeadPlan of Reorganization (“AWI's
Reorganization Plan.” as further defined belowhwite Court; and

WHEREAS, subject to confirmation of AWI's Reorgaaiion Plan and satisfaction of certain conditiomgeovided by the plan, AWI's
business and affairs shall be reorganized on tfffe¢tive Date” as defined in the plan, when thengaall be substantially consummated; and

WHEREAS, AHI today owns 100% of the outstandingrekaf AWI through its wholly owned subsidiary AWVWBnd

WHEREAS, AWI has the contractual and other obligadito AHI and/or AWWD, determined as of DecemlPB802 in accordance
with the books and records of AHI, AWWD and AWI sdebed on the schedule previously provided by Ard AWWD to AWI (the “AHI
Intercompany Account Claims”), some of which arbséore the Petition Date and some of which aroter #ie Petition Date, and each of
AHI and AWWD has the contractual or other obligatido AWI, determined as of December 31, 2002 aoatance with the books and
records of AHI, AWWD and AWI, described on the sdhle previously provided by AWI ;to AHI and AWWDhg “AWI Intercompany
Account Claims”), some of which arose before th&tida Date and some of which arose after the PeatiDate; and

WHEREAS, in accordance with the procedures andtipezcthat AWI, AWWD and AHI have followed in thagt, additional
intercompany charges may accrue on the books aodd®of AWI, AWWD and AHI from and after Decemts4,2002, increasing the
amount of such intercompany accounts; and

WHEREAS, AWI has advised AHI that AWI has incurmegttain costs, and expended certain expensespudprg administrative
services to AHI (including accounting, legal andestservices) which AWI has not yet quantified isugntitled to seek reimbursement



from AHI and has not yet sought reimbursement drréserves the right to do so, which may, accotglimroduce additional
intercompany accounts; and

WHEREAS, AWI's Plan of Reorganization is the protatextensive negotiations among the partiesterest in AWI's Chapter 11
proceeding, reflecting the compromise of variowsnss and arguments such parties have assertedilorassert in such proceeding; and

WHEREAS, AWI's Plan of Reorganization provides tha existing equity interest in AWI shall be cafextin its entirety on the
Effective Date but that the holder thereof shadkiee, directly from AWI but in certain circumstascas provided by the plan on account of
recoveries on the claims of certain claimants utigieplan, certain warrants (the “Warrants”) toghase shares of common stock of AWI as
it will be reorganized under the Plan of Reorgatidra(“Reorganized AWI"); and



WHEREAS, AHI intends to distribute all the Warraidsts shareholders in connection with its dissoluand in the course of its
winding up; and

WHEREAS, the Plan of Reorganization provides thétlAhall pay AHI's operating costs while it seekgpeoval of its shareholders for
its dissolution (including the cost of preparingla®eking shareholder approval of AHI's dissolutiand, if such approval is obtained, the
costs of completing the winding up of AHI; and

WHEREAS, in connection with AWIs ReorganizationiPnd AHI's dissolution and winding up, AHI plartsdause AWWD to be
merged with and into AHI on or about the Effectivate, with the result that AWWD'’s separate corpmetistence shall cease and AHI shall
come to own all of the then assets of AWWD andIstahe to be liable for all the then obligationsP/WD; and

WHEREAS, in order for AHI or AWWD to have any re@y on the AHI Intercompany Account Claims AHI ahd/WD would be
required to file the AHI Intercompany Account Clainvith the Court and AWI and other parties in iagin AWI's Chapter 11 proceeding
would have the opportunity to contest those claamd any recovery on such claims that might otheris accorded to AHI or AWWD, as
the case may be, under AWI's Plan of Reorganizatiod

WHEREAS, AWI has advised AWWD and AHI that it haeel advised by representatives of certain of thiegan interest in AWI's
Chapter 11 proceeding that they will object to AdClaims if they are presented to the Court antdtieer parties in interest may object as
well; and

WHEREAS, if AWI were to pursue the AWI Intercompafigcount Claims and AWWD and AHI were not able ffset against the
AWI Intercompany Account Claims the AHI Intercompaficcount Claims, AHI may not be able to distribtaets shareholders all the
Warrants; and

WHEREAS, AHI, AWWD and AWI each deem it to be irethmutual interest and to their mutual advantageyder to facilitate the
consummation of AWI's Reorganization Plan and thedimg up of AHI, to settle the AHI Intercompany éaunt Claims and the AWWD
Claims, to release each from any liability arismg of their relationship, except as otherwise gfmadly provided herein, and to otherwise
provide for the treatment of certain relationstepssting between AWI, on the one hand, and curefdrmer directors or officers of AWW
and AHI, on the other hand, and between AWWD or Adtil the one hand, and current or former direatorsfficers AWI or its subsidiaries,
on the other hand, all on the terms and condits@tdorth herein;

NOW, THEREFORE, in consideration of the mutual pises and undertakings set forth herein, the Paitismnding to be legally
bound, agree as follows:

1. Settlement of Intercompany Accour

A. AHI Intercompany Account Claims. On the Effeetidate, the AHI Intercompany Account Claims shelldeemed to be satisfied
in full and any notes or agreements relating tleesbill be deemed of no further force or effect] meither AHI nor AWWD, nor
any successor or assign of either of them or pess@mtity claiming through any of them, shall hang right to seek further
payment of any amounts relating thereto and AWIl $tave no obligation to make any payments of ampants relating thereto,
but in consideration thereof AWI agrees to perfasrobligations hereunde

B. AWI Intercompany Account Claims. On the EffectivatB, the AWI Intercompany Account Claims shall kemed to be satisfie
in full and any notes or agreements relating tleesbtll be deemed of no further force or effectl AVI, nor any successor or
assign of AWI or any person or entity claiming tigb an” of them, shall have any right to seek &rffayment of any amounts
relating thereto and neither AHI or AWWD shall hay obligation to make any payments of any amorgiéting theretao



No Admission of the Validity of, or Representatioith Respect to, Claims. Neither AWI, on the onadyanor AWWD or AHI,

on the other hand, by entering into this Agreenaskiowledge that the AHI Intercompany Account Ckgiim the one case, or the
AWI Intercompany Account Claims, in the other caae2 valid in whole or in part. No Party has maalary other Party any
representation regarding the origin, basis, validitamount of any of the AHI Intercompany Acco@i&ims or the AWI
Intercompany Account Claims or relied upon any ssgiresentation, except as and to the extent pedvig Section 7 herec

2. Mutual General Release of all Claims Known and Utviam.

A.

Release by AHI and AWWD. In consideration of therpises and the covenants herein, each of AHI antv®Mndividually anc
on behalf of (if any) its parents, affiliates (ottlean AWI), predecessors (other than AWI), suczessand assigns, and the
directors, officers, employees, agents, adminstsaattorneys, and representatives of any kincetfdeach, an “ AHI Releasdy
hereby, subject to the substantial consummatioiVéf's Reorganization Plan and upon the occurrerfcamd as of, the Effective
Date (but subject to Sections 4 and 10 hereof)eants not to sue and fully, finally, and forev&LIEASES, SURRENDERS,
REMISES, ACQUITS, AND FOREVER DISCHARGES AWI (inding as Reorganized AWI) and any of its successors,
beneficiaries, administrators, assigns, and foramelr present directors, officers, employees, agatttsneys and representatives
any kind (the “ AWIReleased Parti€’} jointly and severally, of and from any and dlims, demands, actions, liabilities,
obligations (contractual or otherwise, includingy amder the Services Agreement), damages, suéquity, debts, accounts, suits
in equity, debts, accounts, setoffs, contributidgndemnities, interest, dividends, promises, congnattorneys’ fees and other
costs and expenses, and/or causes of action oéwérdtind or character, whether past, presentrduttnown or unknown,
matured or unmatured, liquidated or unliquidatedraed or unaccrued (each, for purposes of thiagsaph a “Claim” that any
such AHI Releasor has, may have or might claimateehagainst any of the AWI Released Parties up &s the Effective Date
(including any accrued up to or as of the datedfe@nd that, directly or indirectly, arise out oncern, are connected with or in
any way relate to any party’s investments in, emplent by or provision of services to, or the forimat investment activities, or
other operation of, any of AHI or AW WD or any AWRkeleased Party’s participation in any of the foiegdbut, with respect to
any agent, attorney or representative of any kil (each, an only insofar as such Claim relatg®or arises from, such AWI
Representative’s representation of or engagemert\Wy), including, but not limited to, any claimsising out of, relating to, of
in connection with the AHI Intercompany Account i@ia (together, “AHI Released, Claims”); providedtthis release shall not
be deemed to diminish or affect any right of AHIAAWWD to full performance of this Agreement or ey rights accorded to
any of them under AWI's Plan of Reorganization éstthan any mat would arise in respect of the Aldtercompany Account
Claims). The AHI Released Claims shall include emgrcompany claims not reflected on the schedbifeH Intercompany
Account Claims exchanged by the Parties and acarped or as of the date hereof and any that mesuacafter the date hereof
accordance with the Parties past practices anatuey Claims arising before the Effective Dateaspect of services provided by
AHI or AWWD to AWI, or other transactions betweeiVAor any of its subsidiaries and AHI or AWWD therbse or do arise, in
the ordinary course of business of the Partiessgb@&ny which arise after the date hereof and wtielParties agree in writing
shall not be subject to this agreem

Release by AWI. In consideration of the premised the covenants herein, AWI, individually andbealf of its subsidiaries,
affiliates (other than AWWD and AHI), predecessais;cessors (other than AWWD and AHI) and assignd,the directors,
officers, employees, agents, administrators, atggnand representatives of any kind thereof (emthAWI Releasor” hereby,
subject to the substantial consummation of AWI'®@Rganization * Plan and upon the occurrence of,amndf, the Effective Date
(but subject to Sections 4 and 10 hereof), covenamttto sue and fully, finally, and forever RELEAS SURRENDERS,
REMISES, ACQUITS, AND FOREVER DISCHARGEeach of AWWD and AHI and any




its successors, beneficiaries, administratorsgassand former and present directors, officerqleyees, agents, attorneys and
representatives of any kind (the “AHI ReleasediBsit), jointly and severally, of and from any arlbdckaims, demands, actions,
liabilities, obligations (contractual or otherwisecluding any under the Services Agreement), dasasuits in equity, debts,
accounts, setoffs, contributions, indemnities,riegg dividends, promises, covenants, attornegs &nd other costs and expenses,
and/or causes of action of whatever kind or charaethether past, present, future, known or unknawatured or unmatured
liquidated or unliquidated, accrued or unaccruexatlife for purposes of this paragraph a “Claim”)t ey such AWI Releasor has,
‘may have or might claim to have against any ofAlM Released Parties up to or as of the Effectiatelincluding any up to or
as of the date hereof) and that, directly or inttlye arise out of, concern, are connected witin@ny way relate to any Piety’s
investments in, employment by or provision of segsito, or the formation, investment activitiesptirer operation or business of,
AWI or any of its subsidiaries or any AMI Releadeairy’s participation in any of the foregoing (bwith respect to any agent,
attorney or representative of any kind of AWWD dil{each, an “AHI. Representative”), only insofarsaich Claim relates to or
arises from, such AHI Representative’s represemtaif, or engagement by, AWWD or AH), includingt Imot limited to, any
claims arising out of, relating to, or in conneatisith the AWI Intercompany Account Claims (togetH@&WI Released

Claims}; provided that this release shall not leeched to diminish or affect any right of AWI to thél performance of this
Agreement or any rights accorded to AWI under AWRlan or Reorganization. The AWI Released Clainadl $iclude any
intercompany claims not reflected on the schedfi®\l Intercompany Account Claims exchanged by Baaties and accrued up
to or as of the date hereof and any mat may a@ftaethe date hereof in accordance with the Panast practices and any other
Claims accrued after December 31,2002 and to tfexfife Date in respect of services provided by A&/AHI or AWWD, or
other transactions between AHI or AWWD and AWI ay &f its subsidiaries, that arose or do arisdédrdinary course of
business of the Parties, except any which arige e date hereof and which that Parties agreiiing shall not be subject to
this agreemen

3. Certain Covenant:

A.

Payment by AWI of Administrative Expenses of Akid AWWD. From the date hereof and until subséiettnsummation of
AWI's Reorganization Plan; AWI shall either (as AWHall determine) pay the reasonable expenses pfpuide to AHI free of
charge and without claim for reimbursement theises/necessary for, the administration of AHI'sa# (including AWWJD’s
affairs and preparing to seek shareholder appryand otherwise preparing for, the dissolutiod ainding up of AHI), all
substantially in accordance with the practices WHidVI has followed in such respect since the Retibbate. Upon substantial
consummation of AWI's Reorganization Plan, AWI stzdéo either (as AWI shall determine) pay the oeable expenses of, or
provide to AHI free of charge the services necgskar the * administration of AHI's affairs for period extending up to [the first
anniversary of the Effective Date] (including thestof preparing for, and seeking shareholder a@braf, the dissolution and
winding lap of AHI), and, if such approval is olstad by the end of such period, shall either (as AWdll determine) pay the
reasonable expenses of, or provide to AHI freehafge me services necessary for, administeringvithéing up of ASK. Without
limiting the generality of the foregoing provisiookthis paragraph, AWI shall pay (i) any expenségch AHI may incur as
provided by law, AHI's by-laws or by a contracts$esft on the Effective Date in providing indemnifiicen to, or advancing costs
of defense to, a person who serves, or has seagadirector or officer of AHI after the Petitibate and during the period in
which AHI is obligated to pay for AHI's administire¢ expenses as provided herein, including any siepo other security
advanced in respect of the costs of defense atisfs any deductible or retention amounts spettifieany directors and officers
insurance policy, or (ii) any federal, state ordlbbcicome taxes and any franchise taxes or sirolarges for which AWWD or
AHI may be or become liable in respect of any ewsturring, or period ending, on or before thet fsniversary of the Effective
Date and, if AH's shareholders approve i



dissolution and winding up of AHI by such dateréspect of the completion of the winding up of Afhe Parties acknowledge
that it would be consistent with AHI's prior pramds to provide to AMI services as contemplatedhiyy paragraph on a basis
consistent with the Affiliate Agreement, dated &May 1,2000, between AWI and AHI, as amended leyNtanagement Services
Agreement dated as of August 7.2000 (the “Sendggeement”). which, however, shall, except in stetpect, terminate as of
the execution and delivery here

Assumption by Reorganized AWI of Director andi€dr Indemnification Obligations of AHI and AWWDnd Continuation of
Related Insurance Coverage. Without limiting theegality of the provisions and effect of SectioA 8f this Agreement with
respect to AWI's obligations in connection with théministration of the affairs of AHI to pay expesf responding to or
defending against any claims asserted againstrartwor former director or officer of AWWD or AHlpon substantial
consummation of AWI's Plan of Reorganization andmghe occurrence of, and as of, the Effective DR&organized AWI shall
assume; and hereby agrees to perform, all theatldigs (which are identified on the schedule presip delivered by AHI to
AWI) which which either AWWD or AHI has to indemgibr advance expenses to individuals who serveaffmers or directors
of AHI or AWWD at any time after the Petition Dadad prior to the Effective Date (the “AHI Indems#ition Agreements”AWI
shall also continue to provide, as its expenseafperiod of at least four years after the Efferfdate, directors and officers
liability insurance coverage with respect to pesssarving or who served as directors and officessH substantially on the san
basis on which such coverage has been afforded timeleirectors and officers liability insurancedipies in effect on the date
hereof. ,

Protection of AWWD and AHI under AWI's Reorgaaiion Plan. AWI shall include AWWD and AHI as a “Piotected Party”
under AWI's Reorganization Plan, thereby grantirdl As of the Effective Date the benefit of the “&skos Pl Permanent
Channeling injunctionthereunder, which permanently sod forever enjoimsperson or entity from taking actions against AW
and AHI in respect of asbestos personal injurynedaiall of which shall be channeled to a trustldistaed for resolution of such
claims pursuant to and in accordance with the teri#8NI's Reorganization Plan. AHI shall also becadpated under AWI's
Reorganization Plan from all claims of liabilityating to AWI's Chapter 1l cas

4.  Certain Contingencie:

A.

AWI's Reorganization Plan. In the event AWI'sceéad Amended Plan of Reorganization dated Aprd@03 is amended or AWI
proposes a different plan of reorganization, thigeement shall remain unaffected and all the pirawsshereof shall be given full
force and effect, unless, upon confirmation byAN&I’s plan of reorganization shall, in its effeqgpan AHI, be in comparison to
AWI'S Second Amended Plan of Reorganization datpdlA, 2003 materially less. advantageous to Ahfiterests, and,
accordingly, all references herein to “AWI's PlanReorganization’shall for all purposes of this Agreement referuotsamende
or different plan: provided, howeveéhat in the event AWTs Reorganization Plan shallbgsubstantially consummated by
December 31,2004, this Agreement shall automayitetome null and voidh iaitio in all respects (and, accordingly, without
limiting the generality of the foregoing, the AHitercompany Account Claims and the AWI IntercompAngount Claims shall
not be considered satisfied as provided in Sedtiand shall be reinstated and the releases codtairgection 2 shall have no
further force and effect

Non-Party Released Claims. Notwithstanding anythinthis Agreement to the contrary, if any AWI Releh&arty that is not a
Parry to this Agreement commences any action (@ictuan arbitration or similar non-judicial procésg) against any AHI
Releaser that is based on or includes any AHI Relb&laim, men the release given by that AHI Relemsparagraph 2(a) above
will automatically become null and void solely aghat AWI Released Party. Similarly, if any AHIIRased Party that is not a
Parry to this Agreement comment




10.

any action (including a arbitration or similar npugicial proceeding) against any AWI Releasor ikdtased on or includes any
AWI Released Claim, then the release given byAlvdt Releasor in paragraph 2(|b) above will autoasdly become null and
void solely as to that AHI Released Pa

C. Knowing Release. The Parties have knowingly\aidntarily executed this Agreement after considtatvith counsel regarding
its binding and irrevocable effect. The Agreemsritinding on and for the benefit of the AWI RelehBarties and the AHI
Released Parties, including their successors,ressad personal representatives. Neither partyahiasl on any oral or written
representation of any other party in/agreeing éotéims of this Agreement (other than those sét fxpressly herein). All Parties
also assume the risk of nondisclosure, waive aghytsito receive full disclosure, and agree that igreement releases the AM
Released Parties and the AWI Released Partiesdrgnelaim based in whole or in part on an actuallieged obligation of
disclosure. The Parties waive any right to chaketinge validity of this Agreement based on actualltaged nondisclosure of any
fact or circumstance

No Admission of Wrongdoing. Neither this Agreemaat any negotiations, discussions or proceedireging thereto are, or shall
construed, described, or characterized by any Pemsto or any of its agents or representativearaagdmission or concession by any
Party of any liability, wrongdoing or misconductaniy kind; and each of the Parties specificallyigiethat it engaged in any
wrongdoing or misconduct or is liable to any otRerty in any way

Nonaassignment of Claims. AWI represents thatstiither assigned, transferred, conveyed, or gabed any AWI Released Clair

that it may have against any of the AHI Releaseatid®a nor authorized any person or entity to dsagy AWI Released Claims against
the AHI Released Parties on AWI's behalf. AWI inderthat all AWI Released Claims, asserted and istadsbe released pursuant to
this Agreement, Each of AHI and AWI represent ibaas neither assigned, transferred, conveyesiliorogated any AHI Released

Claims that it may have against any of the AWI Retxl Parties, nor authorized any person or eptiggsert any AHI Released Claims
against any AWI Released Parties on its behalfhBd&HI and AWWD intends that all AHI Released Bia, asserted and unasserted,
be released pursuant to this Agreem

Authority to Settle and Release. Each Party @ieg this Agreement represents that such PartyHepower and authority to execute
this Agreement and to grant me releases in thigément

Goy<<ml>>g Law. THE AGREEMENT SHALL BE CONSTRUBEN ACCORDANCE WITH AND GOVERNED BY THE LAWS
OF THE COMMONWEALTH OF PENNSYLVANIA, WITHOUT GIVINGEFFECT TO THE PROVISIONS, POLICIES OR
PRINCIPLES THEREOF RELATING TO CHOICE OR CONFLICTFQAWS.

Waiver of Jury Trial. EACH PARTY HEREBY IRREVO@ALY walves ANY RIGHT IT MAY HAVE TO A JURY TRIAL WITH
RESPECTTo ANY CAUSE OF ACTION RELATING TO THE AGREEMENT

Certain Rules of Construction. The Partiestodnereby agree that the provisions of this Agregrhave been negotiated by
sophisticated parties. Each of the Parties ackradyele that such party has carefully reviewed anéstands the provisions of this
Agreement No provision of this Agreement shalliteripreted in favor of, or against, any party tetst reason of the extent to which
such party or its counsel participated in the drgfthereof or by reason of the extent to which smgh provision is inconsistent with
any prior draft hereof or thereof or by reasonmf fiduciary or other relationship between the iear



11. Entire Agreement This Agreement constitutesetiitee agreement of the Parties with respectdcstibject matters contained herein and
supersedes all prior oral and written agreemettdsimg to the subject matter of this Agreem

12. No Thirc-Party Beneficiaries. The Parties acknowledgefttiatAgreement is not intended to make any persomstities third-party
beneficiaries of this Agreement, except that all IXR¢leased Parties who are apt Parties and AHIaReteParties who are not Parties
are intended thir-party beneficiaries of this Agreeme

13. No Waiver for Failure to Act A failure or a delay b Party to this Agreement in exercising any righder this Agreement will n
constitute a waiver of the right In addition, agdeor partial exercise of a right under this Agneat will not constitute a waiver of any
other right relating to this Agreeme

14. Modifications and Amendments. This Agreemeny mat be altered, modified, or amended, except Wyithen agreement signed by all
the Parties including the Party sought to be chthvgieh such alteration, modification, or amendmi

15. Additional Instruments and Acts. The Partiegado execute any additional instruments and tfmpa any additional acts that may
become necessary to effectuate the purposes chgneement

16. Captions and Headings. Captions and headintpssi\greement are employed for convenience @reafce and shall not affect the
construction of any provisiol

17. Counterparts. This Agreement may be signed in séeeunterparts, each of which shall be deemedigimal.

IN WITNESS WHEREOF, the parties hereto, being dauthorized, have duly executed this Agreementlasding contract as of the
day and year first above written.

ARMSTRONG HOLDINGS, INC

By: /s/ Leonard A. Campana

Name Leonard A. Campanal
Title: Chief Financial Officel

ARMSTRONG WORLD INDUSTRIES, INC

By: /s/ John N. Riga

Name John N. Riga:
Title: General Counst

ARMSTRONG WORLDWIDE, INC.

By: /s/ Walter T. Gang

Name Walter T. Gang
Title: Director and Assistant Secret:

EXHIBIT NO. 11(a
ARMSTRONG HOLDINGS, INC. AND SUBSIDIARIES

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

2003 2002 2001
Basic earnings (loss) per shi
Net earnings (loss $(39.9) $(2,142.9 $92.¢
Average number of common shares outstan 40.5 40.E 40t
Basic earnings (loss) per shi $(0.97) $ (52.9]) $2.2¢

EXHIBIT NO. 11(b]

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

2003 2002 2001

Diluted earnings (loss) per she

Net earnings (loss $(39.9) $(2,142. $92.¢
Average number of common shares outstan 40.5 40.5 40t
Average number of common shares issuable undek sfiiidns or restricted stock grau 0.2 0.2 0.2



Average number of common and common stock equitalatstandiny 40.7 40.7  40.¢
Diluted earnings (loss) per sh: $0.97) $ (52.9)) $2.27

Exhibit No. 2?

Subsidiaries of Armstrong Holdings, Inc.
as of December 31, 2003

Armstrong Holdings, Inc.’s subsidiaries includeddlthe Armstrong World Industries, Inc. subsidéatiplus Armstrong World Industries, Inc.
(Pennsylvania) and its direct parent company, Aromst Worldwide, Inc. (Delaware).



Exhibit No. 2

Subsidiaries of Armstrong World Industries, Inc.
As of December 31, 2003

The following is a list of subsidiaries of ArmstigpiVorld Industries, Inc. as of the date hereof,tong certain subsidiaries which, considered
in the aggregate as a single subsidiary, wouldaostitute a significant subsidiary.

Armstrong World Industries, Inc. is owned 100% hyn&trong Holdings, Inc., which also owns 100% ofm&trong Worldwide, Inc.

AWI Domestic Subsidiaries Jurisdiction of Incorporation
Armstrong Cork Finance Corporati Delaware
Armstrong Enterprises, In Vermont
Armstrong Realty Group, In Pennsylvani:
Armstrong Ventures, Inc Delaware
Armstrong Wood Products, In Delaware
Armstrong World Industries (Delaware) Ir Delaware
Armstrong World Industries Latin America, Ir Nevada
Armstrong.com Holding Compar Delaware
AWI Licensing Compan Delaware
AW | (NEVADA), INC. Nevads
Charleswater Products, Ir Delaware
Chemline Industries, In Delaware
Desseaux Corporation of North Amer Delaware
Interface Solutions Holding, Inc. (35% owned; holdsnstrong’s interest in Interface Solutions, Delaware
Inc.)
Nitram Liquidators, Inc Delaware

Worthington Armstrong Venture (5C-owned unincorporated affiliats

AWI Foreign Subsidiaries

Jurisdiction of Incorporation

AIPB SPRL Belgium
Armstrong (Floor) Holdings Ltc United Kingdom
Armstrong (Singapore) Pte. Lt Singapore
Armstrong (U.K.) Investment United Kingdom
Armstrong Architectural Products S. Spain
Armstrong Building Product United Kingdom
Armstrong Building Products B.\ Netherland:
Armstrong Building Products Company (Shanghai) PRC
Armstrong Building Products G.m.b.| Germany
Armstrong Building Products S.A. France
Armstrong Building Products S.r Italy

Armstrong DLW AG Germany
Armstrong Europa G.m.b.} Germany

Armstrong Europe Service
Armstrong Floor Products Europe L

United Kingdom
United Kingdom

Armstrong Floor Products Europe Ltd. (Rep Offi Spain
Armstrong Floor Products Europe S.A France
Armstrong Metal Ceilings Limite United Kingdom
Armstrong Metalldecken Holdings A Switzerland
Armstrong World do Brasil Ltde Brazil
Armstrong World Industries (Australia) Pty. Li Australia
Armstrong World Industries (China) Lt PRC
Armstrong World Industries (H.K.) Limite Hong Kong



AWI Foreign Subsidiaries Jurisdiction of Incorporation

Armstrong World Industries (India) Pvt. Lt India
Armstrong World Industries (Thailand) Lt Thailand
Armstrong World Industries Al Sweder
Armstrong World Industries Canada L Canade
Armstrong World Industries Holding G.m.b. Germany
Armstrong World Industries Ltc United Kingdom
Armstrong World Industries Mauritit Mauritius
Armstrong World Industries Pty. Lt Australia
Armstrong World Industries de Mexico, S.A. de C Mexico
Liberty Commercial Services Lt Bermuda
Tapijtfabriek H. Desseaux N.\ Netherland:

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, 33-65768, 333-79093388d43872 on Form S-8 of Armstrong Holdings, Infcowr report dated February 25,
2004, with respect to the consolidated balancetsti#ermstrong Holdings, Inc., and subsidiarie®BBecember 31, 2003 and 2002 and the
related consolidated statements of earnings, dasis find shareholders’ equity and the related firdistatement schedule for each of the
years in the thre-year period ended December 31, 2003, which regppears in the December 31, 2003 annual reporbom EO-K of
Armstrong Holdings, Inc.

Our report dated February 25, 2004, contains afaeg&fory paragraph that states three of the Compamynestic 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 obligatiGns.report also states that the filing
under Chapter 11 and the resulting increased wingrtregarding the Comparsypotential asbestos liabilities raise substadtiailbt about th
Companys ability to continue as a going concern. The agramging consolidated financial statements and firstatement schedule do
include any adjustments that might result fromdbh&ome of these uncertainties.

Our report dated February 25, 2004 refers to agdamthe method of accounting for goodwill andingible assets.
/sl KPMG LLP

Philadelphia, Pennsylvania
March 3, 2004



EXHIBIT NO. 23

Consent of Independent Auditors

The Board of Directors
Armstrong World Industries, Inc.:

We consent to the incorporation by reference ini®egion Statement No. 333-74501 on Form S-3 aegid®ration Statements No., 33-
91890, 33-18996, 33-18997, 33-65768 and 333-790%300m S8 of Armstrong World Industries, Inc. of our repdeted February 25, 20C
with respect to the consolidated balance sheefsmbtrong World Industries, Inc., and subsidiagssof December 31, 2003 and 2002 and
the related consolidated statements of earnings, fbaws and shareholder’s equity and the relatwhtial statement schedule for each of the
years in the thre-year period ended December 31, 2003, which regppears in the December 31, 2003 annual reporbom EO-K of
Armstrong World Industries, Inc.

Our report dated February 25, 2004, contains ateagpory paragraph that states the Company anatite domestic subsidiaries filed
separate voluntary petitions for relief under Ckeaftl of the United States Bankruptcy Code on Déegré, 2000 and the Company has also
defaulted on certain debt obligations. Our repts atates that the filing under Chapter 11 andékelting increased uncertainty regarding
the Company’s potential asbestos liabilities raisiestantial doubt about the Company’s ability totcwe as a going concern. The
accompanying consolidated financial statementdiaadcial statement schedule do not include anysidjents that might result from the
outcome of these uncertainties.

Our report dated February 25, 2004 refers to agdamthe method of accounting for goodwill andingible assets.
/sl KPMG LLP

Philadelphia, Pennsylvania
March 3, 2004

EXHIBIT NO. 24
ARMSTRONG HOLDINGS, INC.
POWER OF ATTORNEY

I, John N. Rigas, Senior Vice President, Secredad/General Counsel of Armstrong Holdings, Incoiporation organized and existing
under the laws of the Commonwealth of Pennsylvatodhereby certify that at a meeting of the BodrBioectors of said corporation duly
held on the 23'day of February, 2004, at which a quorum was prteseth acting throughout, the following resolutioasradopted and is nc
in full force and effect.

RESOLVED that the execution of Armstrong Holdinys;.’s 2003 Annual Report on Form 10-K by membédr#he Board of Directors
through powers of attorney granting Messrs. LocklRigas and Gangl the power to sign on their dahauthorized.

IN WITNESS WHEREOF, | have hereunto set my handthedseal of said corporation this 23rd day of Bahy, 2004.

/sl John N. Riga

John N. Rigas
Senior Vice President, Secretary and
General Counse



EXHIBIT NO. 24
ARMSTRONG HOLDINGS, INC.
POWER OF ATTORNEY

RE: 2003 ANNUAL REPORT ON FORM 1K

I, M. Edward Sellers, as a Director of Armstrongldiings, Inc., do hereby constitute and appoint, MKEL D. LOCKHART or, in the
case of his absence or inability to act as suchiNN®. RIGAS or, in the case of his absence or ilitghib act as such, WALTER T. GANGL,
my agent, to sign in my name and on my behalf the@any’s Annual Report on Form 10-K for the yeastethDecember 31, 2003, 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.

By: /sl M. Edward Seller

Dated: February 23, 200
Exhibit 31.1

I, Michael D. Lockhart, certify that:
1) | have reviewed this annual report on Forr-K of Armstrong Holdings, Inc.

2) Based on my knowledge, this annual report do¢saontain any untrue statement of a material dacmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

3) Based on my knowledge, the financial statememid,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
annual report

4)  The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) or 15-15(e)) for the registrant and ha

a) designed such disclosure controls and procedoreaused such disclosure controls and procedaotas designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this annual report is lgeprepared

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation; an

c) disclosed in this report any change in the tegyig's internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

5) The registrant’s other certifying officers ankdve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
function):

a) all significant deficiencies and material weases in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigf’s ability to record, process, summarize and refpmahcial data; an

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the registrant’s
internal controls over financial reportir

Date: March 4, 2004

/sl Michael D. Lockhar

Michael D. Lockhar
Chairman and Chief Executive Offic

Exhibit 31.

I, Leonard A. Campanaro, certify that:
1) | have reviewed this annual report on Forr-K of Armstrong Holdings, Inc.

2) Based on my knowledge, this annual report doégantain any untrue statement of a materialdacimit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

3) Based on my knowledge, the financial statememtd,other financial information included in thisnaial report, fairly present in all



4)

5)

material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
annual report

The registrant’s other certifying officers andré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) or 15-15(e)) for the registrant and ha

a) designed such disclosure controls and procedoresiused such disclosure controls and procedores designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this annual report is lgeprepared

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentisisineport our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation; ant

c) disclosed in this report any change in the tegi's internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officers ankdve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
function):

a) all significant deficiencies and material weases in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial data; an

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the registrant’s
internal controls over financial reportir

Date: March 4, 2004

/sl Leonard A. Campana

Leonard A. Campanal
Sr. Vice President and Chief Financial Offii

Exhibit 31.%

I, Michael D. Lockhart, certify that:

1)
2)

3)

4)

5)

| have reviewed this annual report on Forr-K of Armstrong World Industries, Inc

Based on my knowledge, this annual report do¢saontain any untrue statement of a materialdacmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

Based on my knowledge, the financial statememts,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this
annual report

The registrant’s other certifying officers andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) or 15-15(e)) for the registrant and ha

a) designed such disclosure controls and procedoreaused such disclosure controls and procedaotas designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this annual report is lgeprepared

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; an

c) disclosed in this report any change in the tegyig's internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; &

The registrant’s other certifying officers ankave disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
function):

a) all significant deficiencies and material weas®s in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial data; an

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the registrant’s
internal controls over financial reportir

Date: March 4, 2004

/s/ Michael D. Lockhar




Michael D. Lockhar
Chairman, Chief Executive Officer and Presic

Exhibit 31.¢

I, Leonard A. Campanaro, certify that:
1) | have reviewed this annual report on Forr-K of Armstrong World Industries, Inc

2) Based on my knowledge, this annual report do¢saontain any untrue statement of a material dacmit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

3) Based on my knowledge, the financial statememid,other financial information included in thisnaal report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
annual report

4)  The registrant’s other certifying officers anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) or 15-15(e)) for the registrant and ha

a) designed such disclosure controls and procedaresiused such disclosure controls and procedorss designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this annual report is lgeprepared

b) evaluated the effectiveness of the registratisslosure controls and procedures and presentisisineport our conclusions about
the effectiveness of the disclosure controls adgatures, as of the end of the period coveredibydport based on such
evaluation; ant

c) disclosed in this report any change in the tegis's internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

5) The registrant’s other certifying officers ankdve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
function):

a) all significant deficiencies and material weadses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refptahcial data; an

b) any fraud, whether or not material, that invelmeanagement or other employees who have a sigmifiole in the registrant’s
internal controls over financial reportir

Date: March 4, 2004

/sl Leonard A. Campana

Leonard A. Campanal
Sr. Vice President and Chief Financial Offis

Exhibit 32.1

Certification of Chief Executive Officer Pursuant8 U.S.C. Section 1350, as Adopted Pursuantd¢td®e906 of the Sarbanes-Oxley Act of
2002, filed herewith.

Armstrong Holdings, Inc. and
Armstrong World Industries, Inc.
(the “Companies”)

Written Statement by Chief Executive Officer
Pursuant to Section 906 of Sarbanes-Oxley Act 6220

| certify to the best of my knowledge and beliedttthe Companies’ Form 10-K annual report containieir respective financial statements
for the fiscal year ended December 31, 2003 fuliyplies with the requirements of section 13(ahef $ecurities Exchange Act of 1934, and
that information contained in that report fairlyepents, in all material respects, the financiabd@@nm and results of operations of the
Companies as of that date.

/sl Michael D. Lockhar

Michael D. Lockhar
Chief Executive Office
Armstrong Holdings, Inc

/sl Michael D. Lockhar



Michael D. Lockhar
Chief Executive Officer and Preside
Armstrong World Industries, In

Dated: March 4, 2004
Exhibit 32.2

Certification of Chief Financial Officer Pursuant18 U.S.C. Section 1350, as Adopted Pursuant¢td®e906 of the Sarbanes-Oxley Act of
2002, filed herewith.

Armstrong Holdings, Inc. and
Armstrong World Industries, Inc.
(the “Companies”)

Written Statement by Chief Financial Officer
Pursuant to Section 906 of Sarbanes-Oxley Act 6220

| certify to the best of my knowledge and beliedttthe Companies’ Form 10-K annual report containieir respective financial statements
for the fiscal year ended December 31, 2003 futimplies with the requirements of section 13(a)hef $ecurities Exchange Act of 1934, and
that information contained in that report fairlyepents, in all material respects, the financiabd@@m and results of operations of the
Companies as of that date.

/sl Leonard A. Campana

Leonard A. Campanal

Chief Financial Office
Armstrong Holdings, Inc. an
Armstrong World Industries, In

Dated: March 4, 2004

End of Filing
medﬂylin{:;\[_{m
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